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CHAIRMAN LeMAY: Good m o r n i n g . I t ' s 

t h e O i l C o n s e r v a t i o n Commission m e e t i n g . My name 

i s B i l l LeMay. On my l e f t i s Commissioner B i l l 

W eiss; on my r i g h t , Commissioner Gary C a r l s o n 

r e p r e s e n t i n g t h e Commissioner o f P u b l i c Lands. 

And I t h i n k we have one case t o d a y , 

Case No. 10492, t h e a p p l i c a t i o n o f t h e O i l 

C o n s e r v a t i o n D i v i s i o n on i t s own m o t i o n f o r an 

o r d e r a d o p t i n g r u l e s t o im p l e m e n t t h e Enhanced 

O i l R e c overy A c t . 

I ' d l i k e a p p e a r a n c e s i n Case 10492. 

MR. STOVALL: R o b e r t G. S t o v a l l on 

b e h a l f o f t h e D i v i s i o n . And f o r t u n a t e l y my 

w i t n e s s j u s t w a l k e d i n , so I do have one. 

CHAIRMAN LeMAY: Thank y o u , Mr. 

S t o v a l 1 . 

MS. AUBREY: Karen Aubrey w i t h 

K e l l a h i n , K e l l a h i n & Aubrey r e p r e s e n t i n g M a r a t h o n 

O i l Company. I have two w i t n e s s e s . 

CHAIRMAN LeMAY: Thank y o u , Ms. Aubrey. 

MR. PEARCE: P e r r y Pearce r e p r e s e n t i n g 

New Mexico O i l & Gas A s s o c i a t i o n . I have one 

wi t n e s s . 

CHAIRMAN LeMAY: Thank y o u , Mr. 

Pear c e . 
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Are t h e r e any o t h e r a p p e a r a n c e s i n t h e 

Enhanced O i l Recovery case? 

MR. BOHLING: Mr. Chairman, my name i s 

A l a n B o h l i n g . I'm w i t h Chevron USA. 

CHAIRMAN LeMAY: Do you have any 

w i t n e s s e s , Mr. B o h l i n g ? 

MR. BOHLING: No, I d o n ' t . 

CHAIRMAN LeMAY: W i l l you be t e s t i f y i n g 

o r making a s t a t e m e n t ? 

MR. BOHLING: P o s s i b l y a s t a t e m e n t 

t o w a r d s t h e end. 

MS. ALCOCK: I'm M a r g a r e t A l c o c k w i t h 

t h e New Mexico T a x a t i o n & Revenue D e p a r t m e n t . I 

do n o t have any w i t n e s s e s . I j u s t have one 

comment t o make. 

CHAIRMAN: Thank y o u , Ms. A l c o c k . 

MR. GRAY: Fra n k Gray w i t h Texaco f r o m 

M i d l a n d , Texas. 

CHAIRMAN LeMAY: W i l l you be p r e s e n t i n g 

t e s t i m o n y , Mr. Gray? 

MR. GRAY: No. 

CHAIRMAN LeMAY: W i l l you be i s s u i n g a 

c omment ? 

MR. GRAY: No, s i r . 

MR. BROWN: Tom Brown, Mr. Chairman, 

RODRIGUEZ-VESTAL REPORTING 
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w i t h Y a t e s P e t r o l e u m . I ' l l have a s h o r t comment 

a t t h e end o f t h e t e s t i m o n y . 

CHAIRMAN LeMAY: Thank you, Mr. Brown. 

A d d i t i o n a l comments? We can c e r t a i n l y 

t a k e comments a t t h e end i f you h a v e n ' t s t o o d up 

and want t o p u t s o m e t h i n g i n t h e r e c o r d . T h e r e ' s 

no r e a s o n t o i d e n t i f y y o u r s e l v e s u n l e s s you'd 

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

W i l l a l l t h o s e who w i l l be g i v i n g 

t e s t i m o n y , p l e a s e , s t a n d and be sworn i n . 

[The w i t n e s s e s were d u l y s w o r n . ] 

CHAIRMAN LeMAY: W e ' l l s t a r t w i t h Mr. 

S t o v a l 1 . 

MR. STOVALL: I ' l l ask Mr. Van Ryan t o 

come f r o m t h e back o f t h e room. 

LAWRENCE O. VAN RYAN 

H a v i n g been d u l y sworn upon h i s o a t h , was 

examined and t e s t i f i e d as f o l l o w s : 

EXAMINATION 

BY MR. STOVALL: 

Q. How a r e you t h i s m o r n i n g ? 

A. F i n e , s i r . Thank you. 

Q. Who a r e you t h i s m o r ning? 

A. I'm s t i l l L a r r y Van Ryan, C h i e f 

P e t r o l e u m E n g i n e e r f o r t h e OCD. 
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Q. Have you p r e v i o u s l y been q u a l i f i e d by 

t h i s Commission as an e x p e r t i n p e t r o l e u m 

e n g i n e e r i n g ? 

A. Yes, I have. 

Q. Are you f a m i l i a r w i t h t h e p u r p o s e o f 

t h i s a p p l i c a t i o n ? 

A. Yes. 

Q. Are you f a m i l i a r w i t h t h e New Mexico 

Enhanced O i l Recovery A c t ? 

A. T h a t ' s c o r r e c t . 

Q. And t h e r e g u l a t i o n s w h i c h a r e p r o p o s e d 

by t h e D i v i s i o n as i t i m p l e m e n t s i t s p a r t o f 

c a r r y i n g o u t t h e p u r p o s e s o f t h a t a c t ? 

A. Yes. 

Q. W i l l you s t a t e b r i e f l y f o r t h e 

Commission why we a r e h e r e t h i s m o r ning? What i s 

t h e p u r p o s e o f t h i s h e a r i n g ? 

A. The 1992 l e g i s l a t u r e passed t h e 

Enhanced O i l Recovery A c t . I n t h a t a c t t h e y 

d i r e c t e d t h e O i l C o n s e r v a t i o n D i v i s i o n t o a d o p t 

r u l e s t o c e r t i f y enhanced o i l r e c o v e r y p r o j e c t s 

and t o v e r i f y by c e r t i f i c a t i o n t h a t t h e s e were 

v a l i d p r o j e c t s u nder t h e law as i t was e n a c t e d 

and s u b s e q u e n t t o t h a t t h e n t o p r o v i d e our 

c e r t i f i c a t i o n t o t h e T a x a t i o n & Revenue 
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Departm e n t so t h a t t h e s e p r o j e c t s c o u l d q u a l i f y 

f o r a r e d u c e d s e v e r a n c e t a x r a t e . 

Q. What i s y o u r u n d e r s t a n d i n g o f t h e 

p u r p o s e o f t h e Enhanced O i l Recovery A c t ? 

A. The a c t i n i t s e l f i s t o enco u r a g e 

companies t o make i n v e s t m e n t s i n t h e s t a t e o f New 

Mexico i n enhanced o i l r e c o v e r y p r o j e c t s because 

t h e y w o u l d o b t a i n a b e n e f i t i n a r e d u c e d 

s e v e r a n c e t a x . 

Q. I'm g o i n g t o pass o u t a t t h i s t i m e — 

I ' l l pass t o c o u n s e l h e r e , and i t can be passed 

back t o anybody t h a t w ants -- a copy o f a 

document. The f r o n t o f t h a t document i s my 

p r e h e a r i n g s t a t e m e n t , w h i c h i s f i l e d i n t h i s 

c ase, i n d i c a t i n g what I'm p r e s e n t i n g . 

And a t t a c h e d t o i t i s what i s 

i d e n t i f i e d as t h e Proposed R u l e s and P r o c e d u r e s 

f o r Q u a l i f i c a t i o n o f Enhanced O i l Recovery 

P r o j e c t s and C e r t i f i c a t i o n f o r t h e Recovered O i l 

Tax R a t e . Do you have t h a t i n f r o n t o f you, and 

do you see t h a t ? 

A. Yes. 

MR. STOVALL: Now, t h i s has n o t been 

marked as an e x h i b i t , Mr. Chairman. We can 

i d e n t i f y i t as E x h i b i t 1, i f t h a t makes i t e a s i e r 

RODRIGUEZ-VESTAL REPORTING 
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f o r t h e r e c o r d , as t h e p r o p o s e d r u l e s 

t h e m s e l v e s . I h a v e n ' t n e c e s s a r i l y marked i t . 

CHAIRMAN LeMAY: At y o u r p l e a s u r e . 

MR. STOVALL: I t h i n k t h e r e c o r d can be 

c l e a r i f we know what i t i s , so I d o n ' t t h i n k 

t h a t ' s a p a r t i c u l a r p r o b l e m . 

A l s o w e ' l l pass o u t a t t h i s t i m e a t t h e 

r e q u e s t o f one o f t h e Comm i s s i o n e r s — r e q u e s t e d 

t h e a c t u a l copy o f t h e a c t . I had n o t o r i g i n a l l y 

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

CHAIRMAN LeMAY: I ' d l i k e t o have t h i s 

p a r t o f t h e r e c o r d . 

MR. STOVALL: Yes, I am g o i n g t o make 

i t a p a r t a t t h i s t i m e . 

Q. You a l s o now have i n f r o n t o f you a 

document w i t h a l e g i s l a t i v e c o v e r s h e e t . Would 

you d e s c r i b e what t h a t document i s ? 

A. T h i s i s t h e House B i l l 23, w h i c h i s 

r e f e r r e d t o as t h e Enhanced O i l Recovery A c t 

passed by t h e 1992 L e g i s l a t u r e , S t a t e o f New 

Me x i c o . 

Q. And i t s o f f i c i a l c i t a t i o n , I b e l i e v e , 

i s C h a p t e r 38 o f t h e Laws o f 1929, as a d o p t e d by 

t h e 1992 L e g i s l a t u r e ; i s t h a t c o r r e c t ? 

A. T h a t ' s how i t r e a d s . 

RODRIGUEZ-VESTAL REPORTING 
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Q. And t h i s i s t h e s t a t u t e upon w h i c h 

t h e s e r e g u l a t i o n s have been a d o p t e d — 

A. T h a t ' s c o r r e c t . 

Q. — i n c o m p l i a n c e w i t h w h i c h . L e t ' s 

t u r n now t o t h e r e g u l a t i o n s t h e m s e l v e s and s t a r t 

t h r o u g h and e x p l a i n what t h e p u r p o s e i s and how 

t h e r e g u l a t i o n s w i l l work. L e t ' s t u r n f i r s t t o 

S e c t i o n C c a l l e d " D e f i n i t i o n s . " Where do t h e 

d e f i n i t i o n s under t h i s r e g u l a t i o n come from? 

A. The d e f i n i t i o n s , as i n t h e p r o p o s e d 

r u l e s , a r e e x a c t l y as i t was s t a t e d i n t h e a c t 

t h a t we have b e f o r e us. We d i d n o t change t h o s e 

because we f e l t t h o s e were l e g i s l a t i v e i n t e n t . 

Q. Now, w i t h r e s p e c t t o t h o s e d e f i n i t i o n s , 

I know we've had p r i o r t o t h i s h e a r i n g comments 

s u b m i t t e d by o p e r a t o r s who have recommended some 

changes, and I'm s u r e w e ' l l have some t e s t i m o n y 

w i t h r e s p e c t t o t h a t t o d a y . 

What i s y o u r o p i n i o n w i t h r e s p e c t t o 

making any changes t o t h e d e f i n i t i o n s i n t h e 

r u l e s ? 

A. W e l l , I t h i n k s i n c e t h i s was p a r t o f 

t h e a c t i t s e l f , t h a t I f e e l v e r y u n c o m f o r t a b l e 

w i t h c h a n g i n g t h e s e d e f i n i t i o n s . I t h i n k we 

s h o u l d use them as t h e y were passed i n t h e a c t . 
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There i s some, even t h o u g h we have some 

d e f i n i t i o n s h e r e , I d o n ' t t h i n k t h a t t h e y a r e a l l 

e n c ompassing. 

I n a number o f cases t h e y g i v e you such 

s t a t e m e n t s as, " o t h e r t h a n a p r i m a r y r e c o v e r y 

p r o c e s s i n c l u d i n g b u t n o t l i m i t e d t o , " and t h e n 

i t goes on f o r t h e d e f i n i t i o n . I t h i n k t h a t 

g i v e s us leeway t o l o o k a t o t h e r t h i n g s o t h e r 

t h a n what a r e l i s t e d h e r e . 

Q. I n o t h e r w o r ds, based upon some o f t h e 

c o n v e r s a t i o n s you've had o u t s i d e , and a g a i n I 

t h i n k t h e p a r t i e s who have p r e s e n t e d t h a t 

i n f o r m a t i o n t o you a r e h e r e t o d a y and p r o b a b l y 

w i l l t e s t i f y , i s i t y o u r o p i n i o n t h a t , f o r 

example, M a r a t h o n i s a p a r t y t o t h i s p r o c e e d i n g 

and has had some d i s c u s s i o n w i t h you; i s t h a t n o t 

c o r r e c t ? 

A. T h a t ' s c o r r e c t . 

Q. And t h e y have p r o p o s e d o r s u g g e s t e d 

some t y p e s o f p r o j e c t s t h a t t h e y f e e l s h o u l d 

q u a l i f y f o r t r e a t m e n t , r e d u c e d t a x t r e a t m e n t 

under t h e EOR A c t ; i s t h a t c o r r e c t ? 

A. Yes. 

Q. Do you have an o p i n i o n as t o w h e t h e r o r 

n o t t h e d e f i n i t i o n s as c o n t a i n e d i n t h e a c t a r e 
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b r o a d enough t o encompass t h o s e s h o u l d t h e y meet 

t h e c r i t e r i a t h e D i v i s i o n s e t s f o r t h t o q u a l i f y 

t h e p r o j e c t s ? 

A. Yes, I w o u l d a g r e e t h e y a r e b r o a d 

enough t o c o n s i d e r any v i a b l e p r o j e c t s . For t h a t 

r e a s o n I ' d be v e r y l e e r y o f c h a n g i n g t h e 

d e f i n i t i o n s . 

Q. L e t ' s go t h r o u g h t h e r u l e s now t o p a r t 

D, " P r o c e d u r e s . " T h i s i s t h e r e a l g u t s o f t h e 

r u l e s , i s n ' t i t , as f a r as what t h e D i v i s i o n i s 

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

A. Yes. T h i s s e t s f o r t h t h e p r o c e d u r e f o r 

an o p e r a t o r t o make a p p l i c a t i o n t o t h e D i v i s i o n 

f o r an EOR p r o j e c t t o be c e r t i f i e d by t h e 

D i v i s i o n . 

Q. Why d o n ' t you go t h r o u g h and k i n d o f 

d e s c r i b e , w i t h o u t r e a d i n g t h e e n t i r e t h i n g , how 

you w o u l d e n v i s i o n t h e p r o c e s s t o work and how 

t h e r u l e s w o u l d d i c t a t e t h a t t h e p r o c e s s works? 

A. W e l l , a t t h e p r e s e n t t i m e , I t h i n k f o r 

t h e f o r e s e e a b l e f u t u r e , we i n t e n d f o r e v e r y one 

o f t h e s e a p p l i c a t i o n s t o go t o h e a r i n g , and t h e s e 

r u l e s s e t o u t t h e p r o c e d u r e f o r t h a t ; t h a t we 

w o u l d go t o h e a r i n g w i t h each one o f t h e s e 

p r o j e c t s and t h a t i n each case we want t h e 
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o p e r a t o r s t o be v e r y s p e c i f i c on what t h e y ' r e 

a p p l y i n g f o r and what a r e a t h e y ' r e a p p l y i n g f o r . 

We want a v e r y s p e c i f i c o u t l i n e o f t h e a r e a t h a t 

t h e y t h i n k i s g o i n g t o be a f f e c t e d by t h e EOR, a 

l i s t o f t h e w e l l s , b o t h i n j e c t o r s and p r o d u c e r s , 

t h a t a r e i n t h e i r p r o j e c t a r e a s . 

We want some i n f o r m a t i o n f r o m them, as 

d i r e c t e d by t h e a c t , as f a r as t h e economic 

v i a b i l i t y o f t h e s e p r o j e c t s t h a t t h e s e a r e 

s i g n i f i c a n t p r o j e c t s w h i c h s h o u l d e a r n , by t h e i r 

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

c r e d i t . 

Q. By s i g n i f i c a n c e , what i s t h a t ? Are you 

t a l k i n g a b o u t s i g n i f i c a n c e o f i n v e s t m e n t o r 

s i g n i f i c a n c e o f i n c r e m e n t a l r e c o v e r y , f o r 

example? 

A. C o m b i n a t i o n . I t h i n k what we're 

l o o k i n g f o r h e r e i s t h a t t h e i n v e s t m e n t i s a bona 

f i d e i n v e s t m e n t . I t ' s n o t j u s t some k i n d o f a 

gimmick t o g e t by a r e a s o n a b l e EOR p r o j e c t . But 

i t i s a r e a l EOR p r o j e c t w i t h s i g n i f i c a n t 

i n v e s t m e n t and s i g n i f i c a n t l y more o i l w i l l be 

r e c o v e r e d by t h i s . 

I know " s i g n i f i c a n t " i s a v e r y h a r d 

t e r m t o d e f i n e , b u t each p r o j e c t w i l l have t o 
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s t a n d on i t s own. We may be t a l k i n g a b o u t 

p r o j e c t s t h a t a r e m i l l i o n s o f b a r r e l s o r p r o j e c t s 

t h a t a r e l e s s t h a n t h a t d e p e n d i n g on t h e s i z e o f 

t h e a r e a . 

Q. When you say s i g n i f i c a n t i s d i f f i c u l t , 

you mean i t ' s d i f f i c u l t t o q u a n t i f y ? 

A. Yes. 

Q. I s i t t h e i n t e n t o f t h e r e g u l a t i o n s 

t h a t , i f I u n d e r s t a n d what you've j u s t s a i d 

c o r r e c t l y , t h a t t h e r e r e a l l y has t o be some 

a c t i o n t a k e n by an o p e r a t o r t o do s o m e t h i n g new 

t o a r e s e r v o i r t h a t w i l l cause i n c r e a s e d r e c o v e r y 

o f t h e 

A. Yes. 

Q. — produc t ? 

A. Be i t an e x p a n s i o n o f an e x i s t i n g EOR 

p r o j e c t o r a new EOR p r o j e c t . 

Q. L e t me back up f o r a moment and make 

s u r e t h a t t h e r e ' s some u n d e r s t a n d i n g as t o t h e 

r e l a t i o n s h i p between a p r o c e e d i n g under t h i s 

p r o p o s e d s e t o f r u l e s and under t h e c u r r e n t r u l e s 

and r e g u l a t i o n s o f t h e D i v i s i o n . 

I s i t y o u r u n d e r s t a n d i n g t h a t c u r r e n t l y 

f o r t h e i n j e c t i o n o f f l u i d s i n t o a r e s e r v o i r , 

w h i c h i s t h e p r i m a r y method o f enhanced r e c o v e r y , 
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t h a t c u r r e n t l y i t must be a p p r o v e d by t h e 

D i v i s i o n 

A . Yes, t h a t ' s c o r r e c t . 

Q • And t h a t d o e s n ' t change under t h i s , 

does i t ? 

A . No . These a r e i n a d d i t i o n t o t h e 

e x i s t i n g r u l e s . I f y o u ' r e a p p l y i n g — or i f an 

o p e r a t o r w o u l d be a p p l y i n g f o r a new p r o j e c t , i t 

w o u l d s t i l l have t o a b i d e by a l l t h e e x i s t i n g 

r u l e s i n a d d i t i o n t o t h e s e r u l e s , t h i s 

i n f o r m a t i o n r e q u i r e d by t h i s p r o p o s e d r u l e . 

Q. Now, how w o u l d you a n t i c i p a t e t h a t 

w o r k i n g ? Say an o p e r a t o r has a new or an 

e x p a n s i o n p r o j e c t t h a t t h e y want t o come i n , 

w o u l d i t be a combined p r o c e s s t o r e c e i v e t h e 

OCD, i f you w i l l , g e n e r a l a p p r o v a l p l u s t h e 

c e r t i f i c a t i o n ? 

A. W e l l , on a new p r o j e c t , y e s . I w o u l d 

say t h a t t h e y w o u l d f i l e t h e C-108 and a l l t h e 

i n f o r m a t i o n t h a t we w o u l d n o r m a l l y r e q u i r e f o r a 

s e c o n d a r y r e c o v e r y and t e r t i a r y r e c o v e r y p r o j e c t 

f o r a p p r o v a l by t h e Commission. 

f o r t h e Enhanced O i l Recovery c e r t i f i c a t i o n and 

p r o v i d e t h e i n f o r m a t i o n as r e q u e s t e d h e r e . Some 

I n a d d i t i o n t o t h a t t h e y w o u l d a p p l y 
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of i t w o u l d be t h e same, b u t t h i s j u s t g i v e s us 

t h e means t o c e r t i f y t h i s . 

On an expanded p r o j e c t t h e r e w o u l d 

a l r e a d y be an a p p r o v a l t h a t w o u l d have been done 

sometime i n t h e p a s t . And f o r t h e e x p a n s i o n a r e a 

we w o u l d l o o k f o r such t h i n g s as j u s t i f i c a t i o n : 

I s t h i s a r e a l p r o j e c t ? I s t h i s s o m e t h i n g t h a t 

was i n t e n d e d i n l e g i s l a t i v e i n t e n t h e r e t o 

q u a l i f y ? 

Q. Now, p r o b a b l y one o f t h e c r i t i c a l 

t h i n g s i n t h i s i s : What i s t h e p r o j e c t area? I s 

t h a t n o t c o r r e c t ? 

A. We're g o i n g t o be v e r y s p e c i f i c on t h e 

p r o j e c t a r e a . As an example, i f we had an 

enhanced o i l r e c o v e r y p r o j e c t and t h e p e o p l e were 

l o o k i n g f o r a p i l o t t o t e s t a s y s t e m , we w o u l d 

want them t o be v e r y s p e c i f i c on what a r e a was 

g o i n g t o be a f f e c t e d by t h e t e s t p r o c e d u r e s and 

p r o v i d e us w i t h d e t a i l e d i n f o r m a t i o n on 

p r o d u c t i o n i n a g i v e n a r e a so t h a t we c o u l d l a t e r 

on c e r t i f y t h e p o s i t i v e p r o d u c t i o n r e s p o n s e . 

Q. And i t m i g h t n o t — i t p r o b a b l y w o u l d 

n o t be t h e e n t i r e — a g a i n i f i t ' s an e x i s t i n g 

p r o j e c t , i t w o u l d n o t be t h e e n t i r e p r o j e c t a r e a 

u n l e s s t h e r e were t h i s new t e c h n o l o g y o r 
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m e t h o d o l o g y were a p p l i e d t h r o u g h o u t t h e p r o j e c t 

a r e a ? 

A. R i g h t . I t w o u l d have t o a f f e c t t h e 

who l e a r e a . They w o u l d have t o d e m o n s t r a t e t o 

t h e Commission or t o t h e D i v i s i o n t h a t t h e whole 

a r e a was g o i n g t o be a f f e c t e d . I n l i e u o f t h a t , 

we're l o o k i n g a t j u s t t h e p r o j e c t a r e a o r t h e 

expanded a r e a . 

Q. I n o t i c e i n p a r a g r a p h 4 (b) we t a l k 

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

a r e a by s e c t i o n , t o w n s h i p , and r a n g e . What i s 

t h e i n t e n t t h e r e a g a i n ? I t ' s n o t s t r i c t l y an 

OCD — l e t me back up and say i t ' s n o t s t r i c t l y 

an OCD p r o c e s s t h a t we're t a l k i n g a b o u t . We're 

p a r t o f a b i g g e r p i c t u r e ; i s t h a t n o t c o r r e c t ? 

A. Yes, we a r e . We've t r i e d n o t t o p u t 

r u l e s t h a t T a x a t i o n & Revenue w o u l d have t o a b i d e 

by i n t o our d e f i n i t i o n s o r i n t o our r u l e s . But 

we do have t o p r o v i d e them w i t h c e r t i f i c a t i o n and 

some means o f d e f i n i n g t h e a r e a t h a t w o u l d be 

a f f e c t e d so t h a t when an o p e r a t o r a p p l i e s a t 

T a x a t i o n & Revenue t h e y can i d e n t i f y t h a t same 

a r e a and make s u r e i t ' s a c e r t i f i e d EOR p r o j e c t . 

Q. So t h a t l a n d d e s c r i p t i o n a r e a o f t h e 

p r o j e c t a r e a i s p r e t t y s i g n i f i c a n t f r o m t h e 
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T a x a t i o n & Revenue D e p a r t m e n t ' s p e r s p e c t i v e ? 

A. Most d e f i n i t e l y . R i g h t . 

Q. And t h i s p r o c e d u r e goes on t o d e s c r i b e 

t h e methods t o be used. Do you a n t i c i p a t e any 

n e c e s s i t y t o g e t i n f o r m a t i o n a b o u t i n v e s t m e n t ? 

A. Yes. We've asked f o r i n f o r m a t i o n as 

f a r as t h e t o t a l p r o j e c t c o s t , t h e c a p i t a l c o s t 

o f a d d i t i o n a l f a c i l i t i e s , and some e s t i m a t e d 

t o t a l v a l u e s o f t h e a d d i t i o n a l p r o d u c t i o n t h a t 

w i l l be r e c o v e r e d as a r e s u l t o f t h e p r o j e c t . 

Q. Are t h e r e any changes w h i c h you'd l i k e 

t o make, re c o m m e n d a t i o n s f o r changes you'd l i k e 

t o make i n t h i s p a r t i c u l a r s e c t i o n a t t h i s t i m e 

p a r t i c u l a r l y w i t h r e s p e c t t o t h e d e s c r i p t i o n o f 

t h e p r o j e c t o r any o t h e r i n f o r m a t i o n ? 

A. Under i t e m (e) on page 4, we w o u l d 

r a t h e r have t h e l i s t o f t h e p r o d u c i n g w e l l s under 

No. 1 and a l i s t o f t h e i n j e c t i o n w e l l s where we 

j u s t ask f o r a number. We're n o t i n t e r e s t e d i f 

i t ' s f i v e o r t e n w e l l s . We want t o know t h e 

w e l l s t h a t t h e y ' r e t a l k i n g a b o u t . 

I n a d d i t i o n t o our i n f o r m a t i o n , t h i s i s 

some o f t h e same i n f o r m a t i o n t h a t w i l l h e l p 

T a x a t i o n & Revenue i d e n t i f y t h e a r e a o f t h e 

w e l l s . 
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Q. I n o t h e r w o r d s , t h a t ' s how Tax & Rev i s 

g o i n g t o know who g e t s t h e r e d u c e d t a x r a t e ; i s 

t h a t c o r r e c t ? 

A. E x a c t 1y. 

Q. I f you w o u l d j u s t b r i e f l y go over and 

e x p l a i n t h e c e r t i f i c a t i o n p r o c e s s . I t ' s k i n d o f 

a b i f u r c a t e d p r o c e s s , i f I u n d e r s t a n d i t ; i s t h a t 

c o r r e c t ? One i s t h e p r o j e c t and two i s g e t t i n g 

s o m e t h i n g o u t o f t h e i n v e s t m e n t ? 

A. The p r o j e c t i t s e l f can be c e r t i f i e d and 

e v i d e n c e and c e r t i f i c a t i o n w i l l be s e n t t o 

T a x a t i o n & Revenue. But n o t h i n g happens u n t i l 

t h e r e ' s a p o s i t i v e p r o d u c t i o n r e s p o n s e f r o m t h e 

p r o j e c t i t s e l f . At t h a t t i m e t h e o p e r a t o r i s t o 

n o t i f y t h e O i l C o n s e r v a t i o n D i v i s i o n t h a t a 

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

We c e r t i f y t h a t . We can do t h a t 

a d m i n i s t r a t i v e l y . Or i f we have a d o u b t , i t can 

be c a l l e d t o h e a r i n g f o r t h e o p e r a t o r t o p r o v e 

t h a t t h e r e ' s been a p o s i t i v e p r o d u c t i o n r e s p o n s e . 

Q. What a r e you g o i n g t o l o o k f o r , w o u l d 

you a n t i c i p a t e t h e D i v i s i o n i s g o i n g t o l o o k f o r , 

as an i n d i c a t i o n o f p o s i t i v e p r o d u c t i o n r e s p o n s e ? 

A. W e l l , a g a i n what we're l o o k i n g f o r h e r e 

i s we're l o o k i n g f o r a bona f i d e r e s p o n s e t o t h e 
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EOR p r o j e c t . As i n some cases when a new 

s e c o n d a r y r e c o v e r y p r o j e c t i s s t a r t e d , j u s t due 

t o a d d i t i o n a l a t t e n t i o n t o t h e p r o j e c t a r e a , you 

have an i n c r e a s e i n p r o d u c t i o n because w e l l s a r e 

t a k e n b e t t e r c a r e o f , pumps a r e changed o u t , 

e v e r y b o d y i s g e t t i n g r e a d y f o r t h i s a n t i c i p a t e d 

i n v e s t m e n t . 

We d o n ' t i n t e n d f o r t h a t t y p e o f 

p r o d u c t i o n i n c r e a s e t o be a means f o r p o s i t i v e 

p r o d u c t i o n r e s p o n s e . So we're w a n t i n g t o l o o k 

a g a i n a t a v e r y s p e c i f i c a r e a , t h e same one t h a t 

we've c e r t i f i e d t o s t a r t o f f w i t h . We want a 

p r o d u c t i o n h i s t o r y t h a t ' s been p r o v i d e d a t t h e 

h e a r i n g f o r t h e c e r t i f i c a t i o n . We want t h e same 

i n f o r m a t i o n t o come i n w i t h t h e a d d i t i o n a l 

p r o d u c t i o n t h a t ' s been s i n c e t h e t i m e o f 

c e r t i f i c a t i o n u n t i l t h e t i m e o f p o s i t i v e 

p r o d u c t i o n r e s p o n s e . And we want them t o p r o v i d e 

us w i t h s o m e t h i n g t h a t w o u l d be s u b s t a n t i a l , 

maybe two t o t h r e e months o f p o s i t i v e p r o d u c t i o n 

r e s p o n s e so t h a t we can v e r i f y t h a t i t t r u l y i s a 

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

That s h o u l d n o t h u r t t h e o p e r a t o r s 

because t h e t a x c r e d i t w i l l be a p p l i e d back t o 

t h e d a t e t h a t we've e s t a b l i s h e d t h a t i t d i d 
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o c c u r . So t h e f a c t t h a t t h e y f i l e i t t h r e e o r 

f o u r months l a t e i s no d e t r i m e n t t o t h e o p e r a t o r . 

Q. Now, a g a i n w o u l d you recommend any 

changes t o t h e p r o v i s i o n w i t h r e s p e c t t o 

c e r t i f i c a t i o n t o d a y t o what has been p r o p o s e d and 

what i s i n t h e p r o p o s e d r u l e s t h a t I ' v e 

d i s t r i b u t e d t o d a y ? 

A. I d o n ' t r e c a l l t h a t we've had much 

comment i n r e g a r d s t o t h a t as f a r as t h e 

c e r t i f i c a t i o n . Now, as an a d d i t i o n a l p a r t , i f 

you've — 

Q. I'm r e f e r r i n g t o t h a t s e c t i o n more t h a n 

t h e p r o c e s s . 

A. Okay. P a r t o f our r e q u i r e m e n t s a f t e r 

c e r t i f i c a t i o n i s t h a t we r e c e i v e an a n n u a l r e p o r t 

f r o m t h e o p e r a t o r s . 

Q. I'm s o r r y . You're moving on t o t h e 

n e x t s e c t i o n . L e t me back you up h e r e . The 

s t a t u t e imposes some t i m e l i m i t s w i t h r e s p e c t t o 

when t h e p o s i t i v e p r o d u c t i o n r e s p o n s e must o c c u r 

and an a p p l i c a t i o n f o r c e r t i f i c a t i o n must o c c u r ; 

i s t h a t c o r r e c t ? 

A. Yes, t h a t ' s c o r r e c t . I t was b r o u g h t t o 

our a t t e n t i o n t h a t we have an e r r o r i n s e c t i o n C 

u n d e r n e a t h t h e p o s i t i v e p r o d u c t i o n r e s p o n s e 
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c e r t i f i c a t i o n . And where i t says t h a t " t h e 

c e r t i f i c a t i o n and n o t i c e s h a l l be s e t f o r t h , t h e 

d a t e t h e c e r t i f i c a t i o n was made, and t h e d a t e t h e 

p o s i t i v e p r o d u c t i o n r e s p o n s e o c c u r r e d p r o v i d e d 

however," t h e n i t has S e c t i o n 1 f o r a s e c o n d a r y 

r e c o v e r y p r o j e c t and t h e p o s i t i v e p r o d u c t i o n 

r e s p o n s e must o c c u r n o t l a t e r t h a n f i v e y e a r s 

f r o m t h e d a t e t h e D i v i s i o n i s s u e d t h e 

c e r t i f i c a t i o n o f a p p r o v a l . 

That s h o u l d r e a d i n e f f e c t t h a t t h e 

a p p l i c a t i o n has t o be made w i t h i n f i v e y e a r s . 

The p o s i t i v e p r o d u c t i o n r e s p o n s e c o u l d have 

o c c u r r e d p r i o r t o t h a t , b u t i f t h e y do n o t make 

t h e a p p l i c a t i o n f o r t h e p o s i t i v e p r o d u c t i o n 

r e s p o n s e , t h e n i t goes, p r i o r t o t h e f i v e y e a r s , 

t h e n we c a n n o t — i t won't be a c c e p t e d . 

A g a i n i n i t e m 2 where i t says t h e same 

t h i n g f o r t e r t i a r y r e c o v e r y p r o j e c t and i t g i v e s 

a t i m e l i m i t o f seven y e a r s , t h a t s h o u l d r e a d 

t h a t t h e a p p l i c a t i o n f o r c e r t i f i c a t i o n has t o be 

r e c e i v e d w i t h i n seven y e a r s . 

Q. Now, t h i s recommended change i s n o t 

r e a l l y d i s c r e t i o n a r y w i t h i n t h e D i v i s i o n , i s i t ? 

A c t u a l l y t h a t t r a c k s t h e s t a t u t o r y r e q u i r e m e n t ? 

A. E x a c t l y . T h a t ' s as i t ' s m e n t i o n e d i n 
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t h e Enhanced O i l Recovery A c t . 

Q. So t h e o p e r a t o r n o t o n l y has t o be a b l e 

t o g e t a p o s i t i v e p r o d u c t i o n r e s p o n s e , t h e y have 

an a f f i r m a t i v e o b l i g a t i o n t o f i l e an a p p l i c a t i o n 

f o r c e r t i f i c a t i o n o f t h a t r e s p o n s e w i t h i n t h e s e 

t i m e frames? 

A. T h a t ' s c o r r e c t . 

Q. L e t me go back t o one t h i n g a g a i n . 

I t ' s a l i t t l e b i t o f a r e h a s h , b u t I want t o make 

s u r e i t ' s c l e a r . The s t a t u t e and t h e r u l e s 

p r o v i d e t h a t t h i s o n l y a p p l i e s t o p r o j e c t s 

a p p r o v e d a f t e r I b e l i e v e i t ' s March 6 o f 1992; i s 

t h a t c o r r e c t ? 

A. T h a t ' s c o r r e c t . T h a t ' s t h e d a t e t h a t 

t h e b i l l was s i g n e d by t h e g o v e r n o r . 

Q. T h e r e f o r e , any EOR s e c o n d a r y r e c o v e r y 

or t e r t i a r y r e c o v e r y p r o j e c t w h i c h has been 

a p p r o v e d by t h e D i v i s i o n as a p r o j e c t p r i o r t o 

t h a t d a t e c a n n o t now be c e r t i f i e d f o r t a x c r e d i t 

s u b s e q u e n t t o t h a t d a t e ; i s t h a t c o r r e c t ? 

A. T h a t ' s c o r r e c t . 

Q. Those p r o j e c t s , i n o r d e r f o r any p a r t 

of t h o s e p r o j e c t s t o g e t t h e r e d u c e d t a x r a t e , 

t h e y must have some a d d i t i o n a l enhanced r e c o v e r y 

p r o c e s s i n i t i a t e d o r a p p r o v e d t o be i n i t i a t e d 
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su b s e q u e n t t o t h a t March 6 d a t e ; i s t h a t c o r r e c t ? 

A. Yes. T h a t ' s i n t h e d e f i n i t i o n s where 

i t t a l k s a b o u t t h e e x p a n s i o n o f an e x i s t i n g 

p r o j e c t . 

Q. Now, you s t a r t e d a moment ago t o t a l k 

a b o u t r e p o r t i n g r e q u i r e m e n t s , s e c t i o n F o f t h e 

r u l e s . Would you now go ahead and go i n t o k i n d 

o f t h e i n t e n t and p u r p o s e what t h e D i v i s i o n w i l l 

be l o o k i n g f o r w i t h r e s p e c t t o t h a t ? 

A. The i n t e n t i s t o have a means o f 

v e r i f y i n g t h a t we're s t i l l t a l k i n g a b o u t v i a b l e 

p r o j e c t s h e r e . And we're r e q u e s t i n g t h a t t h e 

o p e r a t o r f i l e an a n n u a l r e p o r t whereby t h e y ' l l 

g i v e us t h e p r o d u c t i o n g r a p h s h o w i n g what 

p r o d u c t i o n i s g o i n g on, i n j e c t i o n p r e s s u r e s , and 

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

And we're w a n t i n g them t o c e r t i f y t o us 

b a s i c a l l y t h a t t h i s i s s t i l l a v i a b l e enhanced 

o i l r e c o v e r y p r o j e c t . What we have done i s we 

w o u l d recommend t h a t i t e m D under S e c t i o n 1 t h e r e 

w o u l d be s t r i c k e n and w o u l d be p u t up i n t h e 

r e q u i r e m e n t s above where i t says t h e o p e r a t o r o f 

a c e r t i f i e d EOR p r o j e c t s h a l l r e p o r t a n n u a l l y on 

t h e s t a t u s o f t h e p r o j e c t and c e r t i f y t h a t t h e 

p r o j e c t i s s t i l l a v i a b l e EOR p r o j e c t as 
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a p p r o v e d . 

I t e m D w o u l d be changed t o t h e 

f o l l o w i n g p a r a g r a p h , w h i c h i s now i t e m E, " I n any 

a d d i t i o n a l d a t a t h a t t h e D i r e c t o r deems n e c e s s a r y 

f o r c o n t i n u e d a p p r o v a l . " 

The second p a r t o f t h a t we w o u l d c a l l 

i t i t e m No. 2 t o make i t r e a d t h a t "The D i r e c t o r 

may s e t any such a p p l i c a t i o n f o r h e a r i n g , w o u l d 

i t appear n e c e s s a r y , " and i f t h e r e ' s any 

q u e s t i o n a b o u t t h e e x i s t e n c e o f a v i a b l e EOR, i f 

t h e r e ' s any q u e s t i o n t h a t i t s t i l l i s o n g o i n g , 

t h a t t h e D i r e c t o r c o u l d c a l l t h i s t o h e a r i n g and 

ask t h e o p e r a t o r t o g i v e us h i s r e a s o n s f o r 

t h a t . 

Q. And t h e n t h e s t a t u t e p r o v i d e s f o r 

t e r m i n a t i o n o f a p r o j e c t . And a t t h a t p o i n t I 

assume t h e t a x c r e d i t w o u l d no l o n g e r a p p l y o r 

t h e r e d u c e d t a x r a t e w o u l d no l o n g e r a p p l y t o 

p r o d u c t i o n f r o m t h a t p r o j e c t ; i s t h a t c o r r e c t ? 

A. T h a t ' s c o r r e c t . And i n t h e T a x a t i o n & 

Revenue p a r t o f t h e s e r u l e s , t h e r e a r e some t i m e 

f r a m e s on t h a t and how l o n g i t w o u l d p r o c e e d . 

T h e y ' r e n o t i n our r u l e s because we d i d n ' t f e e l 

t h a t i t was a p p r o p r i a t e f o r us t o a d d r e s s 

T a x a t i o n & Revenue's r u l e s . 
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Q. I n o t h e r w o r ds, y o u ' r e recommending 

d e l e t i o n o f p a r a g r a p h 2 under G; i s t h a t c o r r e c t ? 

A. Yes. That i s a T a x a t i o n & Revenue 

a r e a , and we d i d n ' t f e e l t h a t we o u g h t t o i n c l u d e 

t h a t i n our r u l e s . 

Q. Now, s p e c i f i c a l l y t h e s e r e g u l a t i o n s 

have n o t a d d r e s s e d a n y t h i n g w i t h r e s p e c t t o t h e 

re v e n u e i t e m s t h a t a r e c o n t a i n e d i n t h e Enhanced 

O i l R ecovery A c t ; i s t h a t c o r r e c t ? 

A. T h a t ' s c o r r e c t . 

Q. Don't a d d r e s s t a x r a t e s and e f f e c t i v e 

d a t e s o f t a x r a t e s and a n y t h i n g e l s e ; i s t h a t 

c o r r e c t ? 

A . No . 

Q. The o n l y i n t e n t i s t o c o d i f y i n some 

way t h e p r o c e s s t h a t t h e D i v i s i o n w i l l use t o 

c e r t i f y a p r o j e c t t o T a x a t i o n & Revenue, who i s 

t h e n r e s p o n s i b l e f o r t a x i n g t h e p r o d u c t a t t h e 

a p p r o p r i a t e r a t e under t h e a c t ? 

A. T h a t ' s c o r r e c t . And t h e o p e r a t o r , t h e n 

h i s c o m m u n i c a t i o n s w i l l be w i t h T a x a t i o n & 

Revenue. They w o u l d be p r o v i d e d o ur 

c e r t i f i c a t i o n o f t h e p r o j e c t , c e r t i f i c a t i o n o f 

p o s i t i v e p r o d u c t i o n r e s p o n s e . And f r o m t h a t 

p o i n t on, t h e i r d e a l i n g s a r e w i t h T a x a t i o n & 
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Revenue u n t i l t h e t e r m i n a t i o n o f t h e p r o j e c t . 

Q. One q u e s t i o n t h a t ' s come up w i t h 

r e s p e c t t o t i m i n g on t h e s e p r o j e c t s i s , i f I'm 

n o t m i s t a k e n , t h e a c t p r o v i d e s f o r t h e r e d u c e d 

t a x r a t e f o r COg p r o j e c t s e f f e c t i v e i m m e d i a t e l y 

upon t h e p o s i t i v e p r o d u c t i o n r e s p o n s e f r o m t h o s e 

p r o j e c t s . But f o r o t h e r t y p e s o f enhanced o i l 

r e c o v e r y p r o j e c t s , t h e t a x r a t e does n o t go i n t o 

e f f e c t u n t i l J a n u a r y 1 o f 1994; i s t h a t c o r r e c t ? 

A. Yes. T h a t ' s i n t h e T a x a t i o n 

D e p a r t m e n t ' s r u l e s a g a i n , and we do n o t a d d r e s s 

t h a t . But as i t r e a d s , I b e l i e v e i t says t h a t 

any p r o j e c t t h a t uses C0 2 c o u l d be c l a s s i f i e d as 

an enhanced o i l r e c o v e r y p r o j e c t p r i o r t o J a n u a r y 

1, 1994. Subsequent t o t h a t d a t e i t w o u l d be 

e s s e n t i a l l y t h e d e f i n i t i o n s t h a t we've i n c l u d e d 

i n o u r r u l e s — w o u l d be s u b j e c t t o 

q u a l i f i c a t i o n . 

Q. Now, I'm g o i n g t o ask you a q u e s t i o n , 

and I w o u l d a l s o l i k e t o ask Ms. A l c o c k , i f she 

w o u l d n ' t mind, t o e x p r e s s a p r e l i m i n a r y o p i n i o n 

f r o m T a x a t i o n & Revenue. But i t ' s my 

u n d e r s t a n d i n g , and i s i t y o u r s , t h a t t h e D i v i s i o n 

may a p p r o v e a non-C0 2 p r o j e c t ? I n o t h e r w o r ds, a 

w a t e r f l o o d o r gas i n j e c t i o n t y p e p r o j e c t or 
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s o m e t h i n g e l s e t h a t d o e s n ' t i m m e d i a t e l y q u a l i f y 

p r i o r t o t h a t J a n u a r y 1, 1994, d a t e and can even 

c e r t i f y a p o s i t i v e p r o d u c t i o n r e s p o n s e t o t h a t 

d a t e , even t h o u g h t h a t p r o d u c t i o n w i l l n o t be 

a l l o w e d t o r e c e i v e t h e r e d u c e d t a x r a t e u n t i l 

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

A. T h a t ' s my u n d e r s t a n d i n g . And t h e 

r e a s o n f o r t h a t w o u l d be t h a t t h e law went i n t o 

e f f e c t on on March 6, and i t d o e s n ' t g i v e us any 

o t h e r d e t e r m i n a t i o n t h a t we can c e r t i f y b o t h t h e 

p r o j e c t and t h e p o s i t i v e p r o d u c t i o n r e s p o n s e . 

From T a x a t i o n & Revenue i t ' s our 

u n d e r s t a n d i n g t h a t i t w o u l d n ' t q u a l i f y , l i k e 

you've s a i d , f o r t h e r e d u c e d s e v e r a n c e t a x r a t e 

u n t i l 1/1/94. 

Q. But i t ' s y o u r o p i n i o n a t t h i s t i m e i t ' 

n o t n e c e s s a r y f o r t h e D i v i s i o n t o a d d r e s s t h a t i 

i t s r u l e s , t h a t i t ' s t a k e n c a r e o f i n t h e 

s t a t u t e , and t h a t an o p e r a t o r can go ahead and 

a p p l y w i t h o u t r i s k o f l o s i n g t h a t b e n e f i t ? 

A. Yes. 

Q. I s t h e r e a n y t h i n g e l s e you'd l i k e t o 

add t o y o u r t e s t i m o n y ? 

A. I t h i n k we've p r e t t y w e l l c o v e r e d i t . 

MR. STOVALL: I have no f u r t h e r 
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q u e s t i o n s o f t h i s w i t n e s s . 

CHAIRMAN LeMAY: Would you l i k e t o 

a d m i t t h e E x h i b i t s 1 and 2 f o r t h e r e c o r d ? 

MR. STOVALL: I guess I s h o u l d o f f e r a t 

l e a s t t h e r u l e s . I t h i n k t h e s t a t u t e i s 

s e l f - c e r t i f y i n g , b u t I w i l l o f f e r t h a t f o r t h e 

r e c o r d . 

CHAIRMAN LeMAY: W i t h o u t o b j e c t i o n t h a t 

e v i d e n c e w i l l be a d m i t t e d i n t o t h e r e c o r d . 

Q u e s t i o n s o f t h e w i t n e s s ? 

Mr. Pearce? 

MR. PEARCE: Thank y o u , Mr. Chairman. 

EXAMINATION 

BY MR. PEARCE: 

Q. Mr. Van Ryan, v e r y q u i c k l y , you 

m e n t i o n e d t h e C-108 a p p l i c a t i o n f o r m f o r 

i n j e c t i o n and t h a t ' s used a l s o f o r d i s p o s a l 

p r o j e c t s . Do you e n v i s i o n an a p p l i c a t i o n f o r m 

f o r an EOR a p p l i c a t i o n as w e l l ? 

A. Not a t t h i s t i m e . We may e v e n t u a l l y 

work i n t o t h a t , b u t s i n c e a l l t h e s e w i l l be g o i n g 

t o h e a r i n g , we d o n ' t f o r e s e e t h a t r i g h t now. 

MR. PEARCE: I t h i n k we'd asked y o u r 

l a w y e r t o pay some a t t e n t i o n t o t h a t . We've had 

s e v e r a l members o f t h e a s s o c i a t i o n i n d i c a t e t h a t 
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t h e y t h i n k t h a t w o u l d be h e l p f u l i f t h e D i v i s i o n 

c o u l d come up w i t h some f o r m f o r them t o f i l l i n 

because t h e C-108 f o r m i s p a r t i c u l a r l y h e l p f u l , 

Mr. Cha i rman. 

Q. Mr. Van Ryan, you m e n t i o n e d s e v e r a l 

t i m e s i n y o u r t e s t i m o n y T a x a t i o n & Revenue 

D e p a r t m e n t r u l e s and r e g u l a t i o n s on t h i s . Are 

t h e r e any y e t ? Do you know? 

A. I'm n o t aware i f t h e y have a n y t h i n g 

o t h e r t h a n t h e d i r e c t i v e f r o m t h e a c t i t s e l f . 

MR. PEARCE: I t h i n k t h a t ' s a l l I ' v e 

g o t , Mr. Chairman. Thank y o u . 

Thank y o u , Mr. Van Ryan. 

CHAIRMAN LeMAY: Thank y o u , Mr. 

Pea r c e . 

Ms. Aubrey? 

MS. AUBREY: Thank you. 

EXAMINATION 

BY MS. AUBREY: 

Q. Mr. Van Ryan, you've met w i t h M a r a t h o n 

O i l Company r e p r e s e n t a t i v e s t o d i s c u s s some o f 

t h e p r o p o s a l s t h a t t h a t company has s u g g e s t e d t o 

t h e s e r u l e s ; i s t h a t c o r r e c t ? 

A. Yes, we have. 

Q. And p a r t o f t h e t o p i c o r one o f t h e 
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t o p i c s t h a t you d i s c u s s e d were t h e a d d i t i o n s o f 

c e r t a i n t y p e s o f p r o c e s s e s t h a t M a r a t h o n w i s h e d 

t o have i n c l u d e d i n t h e d e f i n i t i o n a l s e c t i o n o f 

t h e Enhanced O i l Re c o v e r y d e f i n i t i o n ; i s t h a t 

c o r r e c t ? 

A. Yes. 

Q. I u n d e r s t a n d y o u r t e s t i m o n y t o be t h a t 

t h e D i v i s i o n i n t e n d s t h a t t h e d e f i n i t i o n 

c o n t a i n e d i n t h e r u l e s , w h i c h has been marked as 

an e x h i b i t , i s s o r t o f an a l l - i n c l u s i v e 

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

a r e n o t s e p a r a t e l y s t a t e d . Do I u n d e r s t a n d t h a t 

c o r r e c t l y ? 

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

Q. So t h a t I'm c l e a r , Mr. Van Ryan, I ' d 

l i k e t o t a k e you v e r y q u i c k l y t h r o u g h a c o u p l e o f 

p r o c e s s e s t o make s u r e t h a t we're t a l k i n g a b o u t 

t h e same t h i n g and i n f a c t i n y o u r o p i n i o n t h o s e 

a r e i n c l u d e d i n t h e d e f i n i t i o n t h a t t h e D i v i s i o n 

has p r o p o s e d . 

The f i r s t w o u l d be v e r t i c a l a r e a l 

c o n f o r m a n c e p r o c e s s e s . I n y o u r o p i n i o n a r e t h o s e 

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

t h e p r o p o s e d r u l e s ? 

A. Yes, I t h i n k t h a t i t c o u l d be i n c l u d e d 
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i n t h e r e . 

Q. What about c y c l i c i n j e c t i o n p r o c e s s e s ? 

A. I f t h e y ' r e a v i a b l e p r o j e c t , I t h i n k i t 

c o u l d be, y e s . 

Q. What do you mean by i f t h e y ' r e a v i a b l e 

p r o j e c t ? 

A. I t h i n k i t depends on t h e t e s t i m o n y 

t h a t t h e o p e r a t o r w o u l d p r e s e n t as t o what 

t h e y ' r e t a l k i n g a b o u t : I s i t an enhanced o i l 

r e c o v e r y p r o j e c t ? 

Q. So you w o u l d n ' t g i v e n t h a t t h e b r o a d 

i n c l u s i o n , f o r i n s t a n c e , t h a t you g i v e v e r t i c a l 

a r e a l c o n f o r m a n c e p r o c e s s e s ? 

A. I t h i n k a l l o f them have t h a t same 

q u a l i f i c a t i o n . T h e i r e v i d e n c e has t o be 

p r e s e n t e d a t h e a r i n g , and t h a t ' s why we're g o i n g 

t o r e q u e s t t h a t a l l t h e s e go t o h e a r i n g t o g i v e 

t h e o p e r a t o r t h e o p p o r t u n i t y t o j u s t i f y w h a t e v e r 

he r e q u e s t s . 

Q. I n t h e o p i n i o n o f t h e D i v i s i o n , a r e 

t h e r e any p r o c e s s e s t h a t you can a r t i c u l a t e f o r 

me r i g h t now t h a t w o u l d n o t i n y o u r o p i n i o n be 

i n c l u d e d ? 

A. I c o u l d n ' t t e l l you e x a c t l y what w o u l d 

n o t be i n c l u d e d . I t h i n k we want each o p e r a t o r 
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t o f e e l t h a t t h a t he has t h e o p p o r t u n i t y t o 

j u s t i f y t h o s e i f s o m e t h i n g s h o u l d be i n c l u d e d . 

Q. I n c o n n e c t i o n w i t h y o u r d e s c r i p t i o n o f 

t h e n e c e s s i t y t h a t t h e p r o j e c t s be s i g n i f i c a n t , 

do you have an o p i n i o n as t o w h e t h e r or n o t 

t h e r e ' s any i n t e r n a l d e f i n i t i o n o f e i t h e r t h e 

amount o f r e c o v e r y o r t h e number o f d o l l a r s t h a t 

w o u l d come up t o meet t h e t e r m " s i g n i f i c a n t " ? 

A. No. I t h i n k , as we s t a t e d e a r l i e r , 

some o f t h e s e p r o j e c t s we may be l o o k i n g a t a 1 

m i l l i o n b a r r e l p r o j e c t , a 5 m i l l i o n b a r r e l 

p r o j e c t , and i t depends on t h e o r i g i n a l s i z e and 

t h e o r i g i n a l p r o j e c t we're t a l k i n g a b o u t . 

Some o f t h e s e p r o j e c t s may encompass 

one s e c t i o n o f l a n d . Some o f them may encompass 

numerous s e c t i o n s o f l a n d . So each p r o j e c t has 

t o s t a n d on i t s own m e r i t s . 

Q. So t h e r e ' s no r e q u i r e m e n t t h a t , as f a r 

as you' know, i n t h e D i v i s i o n i n c r e a t i n g t h e s e 

r u l e s , t h e r e ' s no i n t e n t t o s e t a minimum number 

of d o l l a r s t h a t have t o be s p e n t , a minimum 

number o f s e c t i o n s t h a t have t o be c o v e r e d , o r a 

minimum amount o f r e c o v e r y ? 

A . No . 

Q. I s t h e D i v i s i o n w o r k i n g w i t h t h e 
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D e p a r t m e n t o f T a x a t i o n & Revenue i n c o o r d i n a t i n g 

w i t h t h e t e x t t o n o t o n l y y o u r r u l e s and 

r e g u l a t i o n s b u t t h e r u l e s and r e g u l a t i o n s t h a t 

t h a t d e p a r t m e n t w o u l d p r o p o s e ? 

A. We have v i s i t e d w i t h members o f 

T a x a t i o n & Revenue, g i v e n them a copy o f t h e s e 

r u l e s . One o f t h e changes we s u g g e s t e d was t h e 

f a c t t h a t t h e i r a t t o r n e y had come a c r o s s a 

d i s c r e p a n c y , and t h a t ' s t h e r e a s o n we s u g g e s t e d 

t h i s p a r t i c u l a r change. 

That was t h e one about t h e d e a d l i n e 

a b o u t f i l i n g f o r s e c o n d a r y r e c o v e r y p r o j e c t s 

w i t h i n f i v e y e a r s or w i t h i n seven y e a r s . So, 

ye s , we have been w o r k i n g c l o s e l y w i t h them. 

Q. And have you seen any p r o m u l g a t e d 

r u l e s , any d r a f t s o f r u l e s by t h a t d e p a r t m e n t ? 

A. No, I have n o t . 

Q. Mr. Van Ryan, on t h e l a s t page o f t h e 

p r o p o s e d r u l e s , t h e e x h i b i t , t h e r e ' s a No. 3 

under " T e r m i n a t i o n . " Was t h e r e an i n t e n t t o 

i n c l u d e a n o t h e r p a r a g r a p h t h e r e t h a t g o t l e f t 

o u t ? 

A. T h i s i s one t h a t we were making n o t e s 

on, and i t g o t c o p i e d as a p a r t o f an e x h i b i t and 

t h a t was j u s t a what i f . 
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MS. AUBREY: Okay. Thank you. 

CHAIRMAN LeMAY: Thank y o u , Ms. 

Aubrey. 

A d d i t i o n a l q u e s t i o n s o f t h e w i t n e s s ? 

Commissioner C a r l s o n ? 

EXAMINATION 

BY COMMISSIONER CARLSON: 

Q. L a r r y , i s t h e o n l y d i s t i n c t i o n between 

a s e c o n d a r y and a t e r t i a r y p r o j e c t f i v e and seven 

y e a r s ? I s t h a t t h e o n l y d i f f e r e n c e i n t h e way 

t h e y ' r e t r e a t e d t h r o u g h o u t t h i s p r o c e d u r e ? 

A. Yes. I t h i n k b o t h o f them w o u l d be 

c a l l e d enhanced o i l r e c o v e r y p r o j e c t s . But t h e 

o n l y d i f f e r e n t i a t i o n between them i s t h e t i m e 

l i m i t you have t o a p p l y f o r t h e t a x 

c e r t i f i c a t i o n , p o s i t i v e p r o d u c t i o n r e s p o n s e . 

That w o u l d be t h e o n l y d i f f e r e n c e . 

COMMISSIONER CARLSON: T h a t ' s a l l I 

have . 

CHAIRMAN LeMAY: Commissioner Weiss? 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. Your d i s c u s s i o n a b o u t " s i g n i f i c a n t " 

t h e r e , I t h i n k i n an e f f o r t t o p i n i t down a b i t 

more, t h e r e may be room t o add t o t h e 
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" d e s c r i p t i o n o f t h e p r o j e c t i o n , " ( e ) on page 4. 

And p e r h a p s t h e r e needs t o be s o m e t h i n g i n t h e r e 

t h a t d e s c r i b e s t h e volume o f t h e i n j e c t o r . 

I f i t ' s c h e m i c a l , pounds, and i f i t ' s 

COg, Mcf, i n t e r m s o f n o t o n l y u n i t s o f t h a t 

n a t u r e , b u t a l s o i n t e r m s o f p o r e volume. So 

t h i s w o u l d i n t h e p a s t , back i n t h e days o f 

w i n d f a l l p r o f i t s t a x , p e o p l e w o u l d go o u t and 

w h i s p e r , f o r i n s t a n c e , " p o l y m e r " and say t h a t was 

a l e g i t i m a t e p r o j e c t and t h e y p u t 50 pounds or 

s o m e t h i n g i n t h e w e l l . W e l l , t h a t has t o be 

a v o i d e d . 

A. R i g h t . 

Q. And t h a t may be t h e n t h e Examiner w o u l d 

have access t o t h a t i n f o r m a t i o n , i f i t was i n 

t h e r e . 

A. [Nodded.] 

COMMISSIONER WEISS: A n o t h e r t h i n g t h a t 

has happened i n t h e p a s t and I ' l l s h a r e w i t h you 

i s by and l a r g e most o f t h e s e p r o j e c t s a r e n o t 

p u t i n , t h e s e t e r t i a r y o i l r e c o v e r y p r o j e c t s a r e 

n o t p u t i n u n l e s s p e o p l e a r e r e a l l y e x p e c t i n g 

i n c r e m e n t a l o i l , and t h a t ' s what we want t o 

pr o m o t e . 

But y e t when t h e y p u t them i n , t h e y 
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have t o d r i l l a d d i t i o n a l w e l l s , as you m e n t i o n e d , 

change pumps, upgrade e q u i p m e n t . And t h a t ' s a l l 

a p a r t o f t h e p r o j e c t , and t h a t ' s a l l p a r t o f t h e 

expense o f t h e p r o j e c t . And I t h i n k any o i l f r o m 

t h a t i s due t o t h a t p r o j e c t , even t h o u g h i t ' s n o t 

a r e s p o n s e t o , say, c o

2 i n j e c t i o n . I t w o u l d n ' t 

have been done w i t h o u t i t . 

And t h e n t h e t h i r d i t e m t h a t came t o 

mind when you were r e v i e w i n g t h i s , and I d o n ' t 

know how you c o u l d p o s s i b l y l o o k a t t h i s . But I 

t h i n k t h a t New Mexico CO^ i s a l o t b e t t e r t h a n 

C o l o r a d o C0^ , e s p e c i a l l y i f t h e y ' r e p r i c e d 

c o m p e t i t i v e . T h a t ' s my o n l y comments. 

CHAIRMAN LeMAY: Thank you, 

Commissioner Weiss. J u s t one. 

EXAMINATION 

BY CHAIRMAN LeMAY: 

Q. What i s t h e v e r t i c a l a r e a l ? What was 

t h a t ? Can you d e f i n e t h a t f o r me? A q u e s t i o n 

f r o m Ms. Aubr e y , she m e n t i o n e d s o m e t h i n g a b o u t 

v e r t i c a l a r e a l s o m e t h i n g . 

MR. STOVALL: Mr. Chairman, I b e t 

Ma r a t h o n w o u l d be j u s t t i c k l e d p i n k t o d e s c r i b e 

t h a t f o r you when t h e i r t i m e comes. 

CHAIRMAN LeMAY: That w o u l d be f i n e . 
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THE WITNESS: What we t a l k e d a b o u t , 

w h i c h was o u t s i d e t h e h e a r i n g , b u t we're t a l k i n g 

a b o u t , my u n d e r s t a n d i n g , we have a f l o o d where we 

have had w a t e r b r e a k t h r o u g h a l r e a d y . And now 

w a t e r i s f o l l o w i n g t h e same c h a n n e l s , and i t ' s 

j u s t coming r i g h t t h r o u g h t h e same c h a n n e l and 

b e i n g p r o d u c e d . And we're r e a l l y n o t p u s h i n g 

a d d i t i o n a l o i l o u t . 

What t h e y had t a l k e d a b o u t t o change 

t h i s w a t e r f l o w p a t t e r n i s a j e l l s y stem t h a t 

w o u l d go i n and p l u g o f f t h i s f l o w p a t t e r n and 

f o r c e t h e i n j e c t e d w a t e r t h e n t o e i t h e r go up 

i n t o a d d i t i o n a l zones or go o u t i n an a r e a l sweep 

t o t a k e i n t o a c c o u n t o i l t h a t ' s been bypassed and 

w o u l d n o t n o r m a l l y e v e r be p r o d u c e d i f t h e system 

c o n t i n u e s t o o p e r a t e t h e way i t i s . 

Q. (BY CHAIRMAN LeMAY) So i t ' s r e a l l y a 

r e m e d i a l a c t i o n on an e x i s t i n g f l o o d b a s i c a l l y ; 

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

A. Yes. And some o f t h e s e p r o c e s s e s a r e 

h a n d l e d w i t h d i f f e r e n t c h e m i c a l s . T h e y ' r e 

t a l k i n g a b o u t a j e l l s y s t e m t h a t w o u l d go i n and 

s e t up t o some degree and f o r c e t h e w a t e r o u t . 

There a r e o t h e r systems t h a t use e m u l s i o n s o r 

p o l y m e r s t h a t go i n and p h y s i c a l l y p l u g o f f t h e 
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r o c k s i n t h e same manner, j u s t f o r c i n g t h e w a t e r 

t o t a k e d i f f e r e n t c h a n n e l s and i n c r e a s e t h e sweep 

e f f i c i e n c y o f t h e f l o o d i t s e l f . 

CHAIRMAN LeMAY: T h a t ' s v e r t i c a l a r e a l 

what ? 

MR. STOVALL: Conformance. 

CHAIRMAN LeMAY: Pe r f o r m a n c e ? 

MS. AUBREY: No. Conformance. 

CHAIRMAN LeMAY: Conformance. Thank 

you . 

THE WITNESS: T h i s has been a r o u n d a 

l o n g t i m e . T h e r e ' s been d i f f e r e n t means o f 

t r y i n g t o do t h i s f r o m m e c h a n i c a l means t o 

c h e m i c a l means. 

CHAIRMAN LeMAY: Thank you. That 

i m p r o v e s my u n d e r s t a n d i n g o f t h e s i t u a t i o n . 

Any f u r t h e r q u e s t i o n s o f t h e w i t n e s s ? 

Ms. Aubrey, you d o n ' t have any f u r t h e r 

q u e s t i o n s ? 

MS. AUBREY: I have one b r i e f 

q u e s t i o n . I ' d l i k e t o f o l l o w up on Commissioner 

Weiss' comment r e g a r d i n g t h e r e s p o n s e t o t h e 

p r o j e c t . 

FURTHER EXAMINATION 

BY MS. AUBREY: 
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Q. I s i t y o u r u n d e r s t a n d i n g , Mr. Van Ryan 

t h a t i t i s t h e i n t e n t o f t h e s e r e g u l a t i o n s and 

t h e i n t e n t o f t h e l e g i s l a t u r e t h a t o i l w h i c h i s 

r e c o v e r e d as a r e s u l t o f t h e d r i l l i n g o f new 

w e l l s o r t h e improvement i n pumping e q u i p m e n t , 

t h a t s o r t o f t h i n g , w i l l a l s o as p a r t o f t h e 

p r o j e c t , an EOR p r o j e c t , w i l l q u a l i f y f o r t h e 

s e v e r a n c e t a x b e n e f i t ? 

A. The way t h e law i s w r i t t e n , a l l o i l 

f r o m t h e p r o j e c t , once t h e p o s i t i v e p r o d u c t i o n 

r e s p o n s e i s c e r t i f i e d , q u a l i f i e s . I t ' s n o t an 

i n c r e m e n t a l t y p e s i t u a t i o n . So a t t h e t i m e t h a t 

we have a p o s i t i v e p r o d u c t i o n r e s p o n s e , as 

d e f i n e d by our r u l e s , t h e n a l l t h e o i l f r o m t h a t 

p r o j e c t q u a l i f i e s f r o m t h a t day f o r w a r d f o r t h e 

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

MR. STOVALL: Mr. Chairman. 

CHAIRMAN LeMAY: Mr. S t o v a l l . 

MR. STOVALL: I do a c t u a l l y have one 

f o l l o w - u p q u e s t i o n j u s t t o make s u r e i t ' s 

u n d e r s t o o d . 

FURTHER EXAMINATION 

BY MR. STOVALL: 

Q. W i t h r e s p e c t t o under t h e d e f i n i t i o n o 

t h e p r o j e c t s w h i c h q u a l i f y , I u n d e r s t o o d you t o 
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say t h a t j u s t because s o m e t h i n g i s n o t l i s t e d 

d o e s n ' t mean i t won't q u a l i f y ; i s t h a t c o r r e c t ? 

A. T h a t ' s c o r r e c t . 

Q. C o n v e r s e l y , however, i t a l s o means j u s t 

because a p r o c e s s i s i d e n t i f i e d d o e s n ' t mean t h a t 

j u s t s i m p l y s a y i n g y o u ' r e g o i n g t o use t h a t 

p r o c e s s w i l l q u a l i f y a p r o j e c t . An o p e r a t o r i s 

r e a l l y g o i n g t o have t o show what t h e b e n e f i t s 

w i l l be and how i t ' s g o i n g t o work and some 

s u b s t a n t i v e e v i d e n c e t o show why t h a t p r o c e s s i s 

b e i n g used and how i t w i l l be used; i s t h a t 

c o r r e c t ? 

A. Yes. And back t o Mr. Pearce's 

comments, we have i n e f f e c t t h e C-108, w h i c h does 

a l l o w t h e o p e r a t o r t h e o p p o r t u n i t y t o know what 

i n f o r m a t i o n he does have t o p r e s e n t f r o m t h e 

p r o j e c t . We a l s o — t h a t ' s n o t a l l d e f i n i t i v e 

e i t h e r i n t h e C-108. 

And what we're h o p i n g t h a t t h e 

o p e r a t o r s w i l l do, w i l l t a k e t h e h e a r i n g p r o c e s s , 

t h e o p p o r t u n i t y f o r t h e h e a r i n g t o j u s t i f y t h e 

p r o j e c t . And we c a n ' t d e f i n e a l l t h e methods or 

t h e means or t h e t h i n g s t h a t may come up h e r e . 

But we w i l l be making a judgment based on what 

t h e y p r e s e n t a t t h e h e a r i n g s . 
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Q . To t o u c h on t h a t s i n c e you've opened 

t h a t up a g a i n , t h e C-108 may i n f a c t be t h e f o r u m 

t h a t ' s used s i n c e t h e y have t o a p p l y f o r a p p r o v a l 

of t h e p r o j e c t i t s e l f u nder t h e OCD r u l e s anyway; 

r i g h t ? 

A. T h a t ' s c o r r e c t , f o r new p r o j e c t s . I 

guess t h e o n l y q u e s t i o n t h a t w o u l d come up h e r e 

i s what we c a l l t h e e x p a n s i o n o r p i l o t p r o j e c t o r 

s o m e t h i n g d i f f e r e n t , you s t i l l w o u l d a b i d e by 

a l m o s t t h e same r u l e s . So i f t h e r e ' s a doubt i n 

t h e o p e r a t o r ' s mind, I d o n ' t see any p r o b l e m w i t h 

them u s i n g t h e C-108 as a g u i d e l i n e , a l t h o u g h we 

w o u l d n ' t r e q u i r e t h a t t h e y f i l e t h a t f o r m . 

MR. STOVALL: N o t h i n g f u r t h e r . 

CHAIRMAN LeMAY: Thank you, Mr. 

S t o v a l 1 . 

A d d i t i o n a l q u e s t i o n s o f t h e w i t n e s s ? 

I f none, he may be excu s e d . Thank you, Mr. Van 

Ryan . 

Ms. Aubrey. Would you c a r e t o p r e s e n t 

y o u r — 

MS. AUBREY: Mr. LeMay, we c o o r d i n a t e d 

t h i s , i f i t ' s a l l r i g h t w i t h t h e Commission, t h a t 

NMOGA w o u l d p u t on i t s p r e s e n t a t i o n f i r s t . 

CHAIRMAN LeMAY: F i n e . I am v e r y 
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i m p r e s s e d w i t h t h e v e r s a t i l i t y o f l e g a l c o u n s e l . 

MR. PEARCE: You h a v e n ' t h e a r d him y e t , 

Mr. Cha i rman. 

CHAIRMAN LeMAY: You a l l g e t y o u r s h o t 

a t him r i g h t now. 

MS. AUBREY: We a r e w a i t i n g f o r t h i s . 

MR. STOVALL: Mr. Chairman, b e f o r e we 

b e g i n , I t h i n k we ou g h t t o t a k e a d m i n i s t r a t i v e 

n o t i c e o f t h e f a c t t h a t t h e Chairman has 

c a t e g o r i c a l l y s t a t e d t h a t a t t o r n e y s a r e n o t 

e x p e r t s i n a n y t h i n g . So w e ' l l q u a l i f y t h e 

w i t n e s s i n i t i a l l y . 

CHAIRMAN LeMAY: I w o u l d be s u r p r i s e d 

i f t h e w i t n e s s w o u l d be q u a l i f i e d as an a t t o r n e y 

where he's s i t t i n g r i g h t now. 

MR. PEARCE: I t ' s good we have a l l been 

p r e s e n t a t t h e f i r s t t i m e we have p r o v e n t h e 

Chairman o f t h i s Commission a b s o l u t e l y wrong. 

WILLIAM F. CARR 

H a v i n g been d u l y sworn upon h i s o a t h , was 

examined and t e s t i f i e d as f o l l o w s : 

EXAMINATION 

BY MR. PEARCE: 

Q. For t h e r e c o r d , s i r , w o u l d y o u , p l e a s e , 

s t a t e y o u r name and y o u r employment? 
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A. My name i s W i l l i a m F. C a r r . I'm an 

a t t o r n e y w i t h t h e Santa Fe law f i r m , C a m p b e l l , 

C a r r , Berge & S h e r i d a n . 

Q. And i n what c a p a c i t y a r e you a p p e a r i n g 

b e f o r e us? 

A. I'm a p p e a r i n g h e r e t o d a y as a w i t n e s s 

f o r t h e New Mexico O i l & Gas A s s o c i a t i o n t o 

p r o p o s e c e r t a i n amendments t o t h e Enhanced O i l 

R e covery A c t r e g u l a t i o n s . 

Q. C o u l d you b r i e f l y d e s c r i b e f o r us t h e 

n a t u r e and e x t e n t o f y o u r i n v o l v e m e n t w i t h t h o s e 

r e g u l a t i o n s ? 

A. W e l l , f o r t h e p a s t two y e a r s I ' v e 

worked c l o s e l y w i t h R e p r e s e n t a t i v e W h i t a k e r , t h e 

b i l l ' s p r i m a r y s p o n s o r , Mr. Van de G r a a f f , and 

o t h e r i n d u s t r y r e p r e s e n t a t i v e s t o t w i c e s e c u r e 

l e g i s l a t i v e a p p r o v a l o f t h i s p r o p o s a l . 

I ' v e a l s o w o rked d u r i n g t h e i n t e r i m 

w i t h l e g i s l a t i v e c o m m i t t e e s , t h e Department o f 

Tax & Revenue, and t h e g o v e r n o r ' s o f f i c e t o 

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

I ' v e r e s p o n d e d t o l e g i s l a t i v e 

i n q u i r i e s , and I ' v e t e s t i f i e d numerous t i m e s i n 

s u p p o r t o f t h e l e g i s l a t i o n . I a l s o w o rked w i t h 

J i m Morrow, f o r m e r C h i e f E n g i n e e r t o t h e 
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D i v i s i o n , i n p r e p a r i n g e a r l y d r a f t r e g u l a t i o n s t o 

imp l e m e n t t h e a c t . 

Q. S p e a k i n g g e n e r a l l y , s i r , do you b e l i e v e 

t h a t t h e r e g u l a t i o n s w h i c h a r e p r o p o s e d t o d a y a r e 

i n l i n e w i t h l e g i s l a t i v e i n t e n t and r e q u i r e m e n t s 

as you u n d e r s t a n d them a f t e r y o u r i n v o l v e m e n t 

w i t h t h i s p r o c e s s ? 

A. I b e l i e v e t h e r u l e s as p r o p o s e d and 

a l s o t h e amendments w h i c h we a r e g o i n g t o s u g g e s t 

a r e c o n s i s t e n t w i t h t h e a c t and t h e l e g i s l a t i v e 

i n t e n t as we u n d e r s t a n d i t . 

Q. Thank you. You m e n t i o n e d t h a t you were 

a p p e a r i n g on b e h a l f o f t h e New Mexico O i l & Gas 

A s s o c i a t i o n . Have a number o f companies 

p a r t i c i p a t e d i n t h i s p r o c e s s w i t h you? 

A. Tom K e l l a h i n , Chairman o f t h e 

R e g u l a t o r y P r a c t i c e s Committee o f NMOGA, 

c i r c u l a t e d t h e p r o p o s e d r u l e s t o t h e membership. 

We have r e c e i v e d numerous comments. We a l s o have 

met, r e v i e w e d p r o p o s a l s t h a t were s u b m i t t e d by 

t e n t o f i f t e e n c ompanies, and have r e a c h e d a 

consensus on t h e p r o p o s a l s w h i c h we a r e b r i n g i n g 

t o you t o d a y . 

Q. Mr. C a r r , a t t h i s t i m e I ' d l i k e y ou, 

p l e a s e , t o a d d r e s s y o u r a t t e n t i o n t o what has 
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been marked as E x h i b i t 1 o f t h e New Mexico O i l & 

Gas A s s o c i a t i o n . F i r s t o f a l l , g e n e r a l l y c o u l d 

you d e s c r i b e what t h i s e x h i b i t r e p r e s e n t s and 

what i n f o r m a t i o n i s h i g h l i g h t e d on i t ? 

A. What we have done i s we have t a k e n t h e 

p r o p o s e d r u l e s w h i c h were p r o v i d e d by t h e 

D i v i s i o n and i n b a s i c a l l y a l e g i s l a t i v e f o r m a t 

have i n d i c a t e d c e r t a i n changes w h i c h we b e l i e v e 

c l a r i f y t h e r u l e s c o n s i s t e n t w i t h l e g i s l a t i v e 

i n t e n t and w o u l d a l s o p r o v i d e g u i d a n c e t o 

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

D i v i s i o n . 

I t h i n k i t ' s i m p o r t a n t t o n o t e t h a t , as 

we a p p r o a c h e d t h i s , we r e c o g n i z e t h a t t h e 

l e g i s l a t u r e had d i r e c t e d t h e D i v i s i o n t o e x e r c i s e 

i t s d i s c r e t i o n i n t h e a d m i n i s t r a t i o n o f t h i s a c t 

and d e v e l o p r u l e s c o n s i s t e n t w i t h i t t h a t w o u l d 

i m p l e m e n t t h e i r i n t e n t . 

We a r e b e f o r e you p r o p o s i n g some 

changes even t o d e f i n i t i o n s , b u t t h e changes 

we're p r o p o s i n g we c o n t e n d a r e c o n s i s t e n t w i t h 

t h e l e g i s l a t i o n . And we t h i n k i t ' s a p p r o p r i a t e 

f o r you i n d e v e l o p i n g r u l e s t o n o t o n l y s t a y 

s t r i c t l y w i t h t h e la n g u a g e o f t h e s t a t u t e b u t 

a l s o t o c l a r i f y and p r o v i d e g u i d a n c e t o t h e 
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o p e r a t o r s who w i l l be b r i n g i n g a p p l i c a t i o n s t o 

you . 

One o t h e r t h i n g i s t h a t M a r a t h o n w i l l 

a l s o be p r e s e n t i n g t e s t i m o n y c o n c e r n i n g some 

a d d i t i o n a l changes t o t h e d e f i n i t i o n s . We w o u l d 

l i k e i t c l e a r l y u n d e r s t o o d t h a t t h e New Mexico 

O i l & Gas A s s o c i a t i o n e n d o r s e s t h e s e p r o p o s a l s , 

t h i n k s t h e y a r e i m p o r t a n t , and w i l l p r o v i d e 

needed c l a r i f i c a t i o n . 

Q. A l l r i g h t . L e t ' s l o o k a t t h e i t e m s 

t h a t have been h i g h l i g h t e d on t h i s . And I 

b e l i e v e t h e f i r s t s u g g e s t e d change t o t h e 

p r o p o s e d r u l e i s f o u n d on page 2 i n d e f i n i t i o n 

No. 8. C o u l d you d e s c r i b e t h a t change f o r us, 

p l e a s e ? 

A. What we have done h e r e i s we've made a 

m i n o r w o r d i n g change, w h i c h we b e l i e v e c l a r i f i e s 

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

p r o d u c e d f r o m an i m p r o v e d enhanced o i l r e c o v e r y 

p r o j e c t w i l l i n f a c t q u a l i f y f o r t h e i n c e n t i v e 

t a x r a t e . 

There was some c o n f u s i o n on t h e p a r t o f 

a c t u a l l y a number o f companies as t o w h e t h e r or 

n o t a l l p r o d u c t i o n w o u l d q u a l i f y o r o n l y a 

p e r c e n t a g e , t h e p e r c e n t a g e t h a t c o u l d be 
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a t t r i b u t e d t o t h e a p p l i c a t i o n o f t h e enhanced 

r e c o v e r y t e c h n i q u e . 

The c h a n g i n g i s m i n o r . We've i n s e r t e d 

t h e word " a l l " b e f o r e c r u d e o i l , and we've a l s o 

t h e n j u s t expanded i t , n o t i n g t h a t t h i s i s t h e 

p r o d u c t i o n f r o m an i m p r o v e d p r o j e c t and i t 

f o l l o w s c e r t i f i c a t i o n o f t h e p o s i t i v e p r o d u c t i o n 

r e s p o n s e . I t was s i m p l y t o c l a r i f y t h a t a l l 

p r o d u c t i o n w o u l d q u a l i f y f o r t h e l o w e r t a x r a t e 

a f t e r c e r t i f i c a t i o n . 

Q. And, Mr. C a r r , were you p r e s e n t i n t h e 

h e a r i n g t h i s m o r n i n g when Mr. Van Ryan t e s t i f i e d 

A. Yes. And we b e l i e v e t h i s p r o p o s a l i s 

c o n s i s t e n t w i t h Mr. Van Ryan's t e s t i m o n y . 

Q. Thank yo u , s i r . L o o k i n g a t d e f i n i t i o n 

No. 9 o f "Secondary Recovery P r o j e c t , " t h e r e a r e 

a c o u p l e o f p r o p o s e d changes t o t h a t d e f i n i t i o n . 

C o u l d you d i s c u s s t h o s e f o r u s, p l e a s e ? 

A. I n t h e second l i n e o f t h e d e f i n i t i o n , 

we have i n s e r t e d t h e wo r d s , " t h e c o m p l e t i o n o f . " 

A c t u a l l y i n c l u d i n g t h a t l a n g u a g e makes t h i s f i r s 

p o r t i o n o f t h i s d e f i n i t i o n c o n s i s t e n t w i t h t h e 

s t a t u t e . Somehow i n d r a f t i n g t h o s e words were 

omi t t e d . 

I f you l o o k a t t h e d e f i n i t i o n o f 
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" T e r t i a r y P r o j e c t , " t h e second l i n e c o n t a i n s 

" s u b s e q u e n t t o t h e c o m p l e t i o n o f a s e c o n d a r y 

r e c o v e r y p r o j e c t . " And somehow i t j u s t a p p e a r s 

t o have been o m i t t e d . T h a t ' s why we p u t t h a t 

back i n on page 2 o f t h e p r o p o s a l . 

The words, " s u b s e q u e n t t o t h e 

c o m p l e t i o n o f p r i m a r y r e c o v e r y , " was t r o u b l e s o m e 

t o o p e r a t o r s because i t s u g g e s t s t h a t you c o u l d 

n o t come f o r w a r d w i t h an enhanced r e c o v e r y 

p r o p o s a l , say t o imp l e m e n t a s e c o n d a r y r e c o v e r y 

p r o j e c t , u n t i l you had r e c o v e r e d a l l p r i m a r y 

p r o d u c t i o n . 

That c l e a r l y was n o t t h e i n t e n t o f t h e 

l e g i s l a t i o n o r t h e l e g i s l a t u r e . A l l e v i d e n c e , 

a l l t e s t i m o n y showed t h a t i n f a c t t h e r e w o u l d be, 

f o r example, r e m a i n i n g p r i m a r y p r o d u c t i o n a f t e r a 

p o s i t i v e r e s p o n s e was o b t a i n e d and you were i n 

t h e s e c o n d a r y phase. 

For t h a t r e a s o n , we have a t t e m p t e d t o 

d e f i n e " c o m p l e t i o n " w i t h t h e l a s t s e n t e n c e o f t h e 

d e f i n i t i o n . And we've p r o p o s e d t h a t a s e n t e n c e 

be i n c l u d e d i n t h i s d e f i n i t i o n and a l s o i n t h e 

d e f i n i t i o n o f " T e r t i a r y Recovery P r o j e c t " t h a t 

s i m p l y s t a t e s , " C o m p l e t i o n o f a s e c o n d a r y 

r e c o v e r y p r o j e c t means t h e d a t e on w h i c h e x i s t i n g 
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enhanced r e c o v e r y o p e r a t i o n s a r e s u p p l e m e n t e d or 

r e p l a c e d by a d d i t i o n a l r e c o v e r y enhancement 

o p e r a t i o n s as d e s c r i b e d i n s u b p a r t (b) o f t h i s 

d e f i n i t i o n . " 

Now, i f you l o o k a t j u s t t h o s e words 

w i t h o u t r e f e r e n c i n g s u b p a r t ( b ) , t h e y d o n ' t say 

a n y t h i n g . But i f you t a k e i t back t o s u b p a r t 

( b ) , i t r e c o g n i z e s t h a t y o u ' r e moving f r o m one 

phase i n t h e o p e r a t i o n t o a n o t h e r and t h a t i t 

q u a l i f i e s , i f i t i s c o n s i s t e n t i n a c c o r d a n c e w i t h 

sound e n g i n e e r i n g p r i n c i p l e s , a method a c c e p t e d 

and a p p r o v e d by you, and can be r e a s o n a b l y 

e x p e c t e d t o r e s u l t i n an i n c r e a s e i n p r o d u c t i o n 

and d e t e r m i n e d i n l i g h t o f a l l t h e f a c t s . 

Our p r o b l e m i s we're j u s t t r y i n g t o 

make i t c l e a r t o an o p e r a t o r who w i l l l o o k t o 

t h e s e r u l e s t h a t you d o n ' t have t o have y o u r 

p r o j e c t s h u t down and have e x h a u s t e d y o u r p r i m a r y 

r e c o v e r y e f f o r t s b e f o r e you can go f o r w a r d and 

b r i n g a p r o j e c t t o you c e r t i f i c a t i o n . And t h e 

same b a s i c p r i n c i p l e a p p l i e s when we l o o k a t 

moving f r o m s e c o n d a r y t o t e r t i a r y . T h a t ' s t h e 

r e a s o n we've p r o p o s e d t h i s . 

We f u r t h e r s u b m i t t h a t i t ' s c o n s i s t e n t 

w i t h t h e s t a t u t e because one o f t h e r e a s o n s f o r 

RODRIGUEZ-VESTAL REPORTING 
( FtClF, \ Q R R - 1 7 7 9 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

1 2 

1 3 

14 

1 5 

16 

1 7 

18 

19 

20 

2 1 

22 

23 

24 

25 

5 2 

o n l y h a v i n g a 50 p e r c e n t r e d u c t i o n i n t h e 

s e v e r a n c e t a x r a t e was t h e i n h e r e n t r e c o g n i t i o n 

t h a t when y o u ' r e i n a s e c o n d a r y phase, t h e r e 

m i g h t be some r e m a i n i n g p r i m a r y . When y o u ' r e i n 

t e r t i a r y phase, t h e r e w o u l d be some r e c o v e r y 

p e r h a p s t h a t c o u l d be o b t a i n e d under o n l y p r i m a r y 

or s e c o n d a r y o p e r a t i o n s . 

Q. W i t h r e g a r d t o t h a t , you m e n t i o n e d t h e 

t e r t i a r y , t h a t same — 

A. I t ' s b a s i c a l l y t h e same amendment. 

Q. — amendment i s p r o p o s e d f o r t h e 

d e f i n i t i o n No. 1 1 ; i s t h a t c o r r e c t ? 

A. Yes. 

Q. A l l r i g h t , s i r , l e t ' s t u r n now t o page 

4, p l e a s e , and l o o k a t t h e p r o p o s e d changes t o D, 

s u b p a r t ( e ) as i n "echo." C o u l d you d e s c r i b e 

t h o s e f o r u s , p l e a s e ? 

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

s e t s f o r t h c e r t a i n t h i n g s t h a t an a p p l i c a t i o n t o 

t h i s D i v i s i o n must c o n t a i n . When we l o o k e d a t 

s u b p a r t s ( 3 ) and ( 4 ) , c a p i t a l c o s t s o f a d d i t i o n a l 

f a c i l i t i e s and t o t a l p r o j e c t c o s t s , i t was our 

c o n c l u s i o n t h a t t h i s i n f o r m a t i o n w o u l d p r o b a b l y 

n o t be u s e f u l t o you. 

F i r s t o f a l l , some companies may 
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c o n s i d e r i t p r o p r i e t a r y d a t a . But a s i d e f r o m 

t h a t , t h e amount i n v e s t e d i n t h e p r o j e c t r e a l l y 

i s n ' t t h e t e s t o f w h e t h e r o r n o t y o u ' r e g o i n g t o 

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

s h o u l d s t a n d s i m p l y on t h e a d d i t i o n a l r e c o v e r y t o 

be o b t a i n e d and n o t how much money i s i n v e s t e d . 

We go t o t h e n e x t p a r a g r a p h . I t i s i n 

t h e p r o p o s e d r u l e s , s u b p a r a g r a p h ( 5 ) . I t 

r e q u i r e d t h a t an a p p l i c a n t s u b m i t t h e e s t i m a t e d 

t o t a l v a l u e o f t h e a d d i t i o n a l p r o d u c t i o n t h a t 

w o u l d be r e c o v e r e d as a r e s u l t o f t h i s p r o j e c t . 

We have p r o p o s e d t h a t you d e l e t e t h e words " t o t a l 

v a l u e o f t h e . " So i t w o u l d r e a d , "The e s t i m a t e d 

a d d i t i o n a l p r o d u c t i o n t h a t w i l l be r e c o v e r e d as a 

r e s u l t o f t h i s p r o j e c t . " 

The r e a s o n f o r t h i s , I t h i n k , i s 

s i m p l e . A g a i n what we're t a l k i n g a b o u t i s t r y i n g 

t o a c h i e v e a p o s i t i v e p r o d u c t i o n r e s p o n s e . T h i s 

i s a m e a s u r a b l e r e a l q u a n t i t y . When you s t a r t 

t a l k i n g a b o u t v a l u e , you g e t i n t o s o m e t h i n g w h i c h 

i s e x t r e m e l y s p e c u l a t i v e . To t e l l you or t o 

e s t i m a t e f o r you t h e t o t a l v a l u e o f t h e 

a d d i t i o n a l p r o d u c t i o n , one, we have t o f i r s t 

e s t i m a t e an i n c r e a s e i n t h e r e c o v e r y . 

We t h e n have t h e t e r m " v a l u e , " w h i c h i s 
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s u b j e c t t o v a r i o u s i n t e r p r e t a t i o n s . We w o u l d n ' t 

know what p r i c e t o use, what e s c a l a t o r s t o a p p l y , 

w h e t h e r we use c o n s t a n t o r r e a l d o l l a r s , w h e t h e r 

we l o o k a t a b e f o r e - t a x v a l u e o r an a f t e r - t a x 

v a l u e . 

And t h e b o t t o m l i n e i s , you w o u l d be 

g e t t i n g — t h e r e w o u l d be no s t a n d a r d way o f 

b r i n g i n g t h i s d a t a t o you. And we w o u l d s u b m i t 

t o you t h a t i t r e a l l y w o u l d be o f no v a l u e . And 

we b e l i e v e i f you amend t h a t p r o v i s i o n s i m p l y t o 

r e q u i r e us t o e s t i m a t e what we b e l i e v e w i l l be 

t h e a d d i t i o n a l r e c o v e r y , i t g i v e s you what i s 

r e q u i r e d t o make y o u r d e c i s i o n . And t h a t w i l l 

a v o i d p u t t i n g t o g e t h e r some i n f o r m a t i o n t h a t 

w o u l d be, we s u b m i t , s p e c u l a t i v e a t b e s t . 

Q. Mr. C a r r , d u r i n g Mr. Van Ryan's 

t e s t i m o n y 1 w i t h r e g a r d t o s u b p a r t s (e) (1) and 

( 2 ) , he s u g g e s t e d t h a t a l i s t o f p r o d u c i n g w e l l s 

and a l i s t o f i n j e c t i o n w e l l s be s u b m i t t e d 

i n s t e a d . I know you have n o t met w i t h t h e O i l & 

Gas A s s o c i a t i o n c o m m i t t e e . Do you see a p r o b l e m 

w i t h t h o s e s u g g e s t e d changes? 

A. No. I t h i n k t h a t ' s c l e a r l y an 

a p p r o p r i a t e change. 

Q. L e t me r e e m p h a s i z e . Do you b e l i e v e 
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t h a t i f t h e l i s t o f p r o d u c i n g w e l l s , t h e l i s t o f 

i n j e c t i o n w e l l s and f o r a new i n j e c t i o n p r o j e c t , 

t h e C-108 i n f o r m a t i o n i s s u b m i t t e d a l o n g w i t h t h e 

e s t i m a t e d a d d i t i o n a l p r o d u c t i o n , do you b e l i e v e 

t h e i n f o r m a t i o n n e c e s s a r y f o r t h e D i v i s i o n t o 

make c e r t i f i c a t i o n r e q u i r e d under t h i s a c t w i l l 

be a v a i l a b l e t o them w i t h o u t t h e c o s t i n f o r m a t i o n 

t h a t y o u ' r e s u g g e s t i n g be d e l e t e d ? 

A. Yes. 

Q. Thank you. L e t ' s t u r n , p l e a s e , t o page 

No. 5, a t l e a s t on y o u r e x h i b i t , i t e m 5 a t t h e 

t o p o f t h e page. Would you d e s c r i b e t h a t f o r us, 

p l e a s e , s i r ? 

A. I n t h a t r u l e we've i n s e r t e d a f t e r t h e 

word " t e c h n o l o g y , " " o r o p e r a t i o n . " Here we were 

h o p i n g t h a t t h e r u l e w o u l d s u g g e s t t o an o p e r a t o r 

t h a t t h e y c o u l d b r i n g a l l k i n d s o f m a t t e r s t o you 

f o r c o n s i d e r a t i o n . T h i s i s n o t i n c o n s i s t e n t w i t h 

t h e s t a t u t e . 

Mr. Van Ryan i n h i s t e s t i m o n y t a l k e d 

a b o u t e x p a n s i o n o f e x i s t i n g p r o j e c t s , new 

m e t h o d o l o g i e s . " M e t h o d o l o g y " m i g h t be a word 

t h a t c o u l d be used as w e l l as " o p e r a t i o n . " But 

we b e l i e v e t h a t i t s i g n a l s t o an o p e r a t o r t h a t 

t h e y c o u l d come i n h e r e w i t h an a p p l i c a t i o n t h a t 
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w o u l d , say, even i n v o l v e a change i n m e t h o d o l o g y 

or o p e r a t i o n by g o i n g t o an i n f i l l p r o g r a m . And 

i f t h e p r o g r a m once b e f o r e you s t a n d s on i t s 

m e r i t s and i t can be r e a s o n a b l y q u a l i f i e d , t h e n 

t h a t ' s where t h e a c t u a l d e t e r m i n a t i o n s h o u l d be 

made . 

The i n t e n t h e r e s i m p l y i s t o c l a r i f y 

and l e t an o p e r a t o r know t h a t t h o s e k i n d s o f 

q u e s t i o n s can be b r o u g h t t o you i f t h e p r o j e c t i s 

t e c h n i c a l l y f e a s i b l e and sound. 

Q. A l l r i g h t , s i r , t h e n e x t change, a l s o 

s u b s e c t i o n ( 5 ) i m m e d i a t e l y below t h a t , w i l l you 

d i s c u s s t h a t f o r us, p l e a s e ? 

A. We t h i n k as t h i n g s s t a n d you can 

r e q u i r e a n y t h i n g t o come t o h e a r i n g . And we 

t h i n k t h a t i n v i e w o f t h e su b s e q u e n t r e v i e w by 

t h e T a x a t i o n & Revenue and t h e p r o b a b l e 

l e g i s l a t i v e r e v i e w and i n t e r e s t i n t h i s s u b j e c t , 

t h a t i t ' s a p p r o p r i a t e t h a t cases i n i t i a l l y do 

come t o h e a r i n g . 

But we have s u g g e s t e d t h a t w o r d i n g be 

i n c l u d e d t h a t d o e s n ' t r e q u i r e e v e r y case f o r e v e r 

be c a l l e d t o you f o r h e a r i n g , b u t w o u l d p e r m i t 

t h e D i v i s i o n D i r e c t o r t o e x e r c i s e d i s c r e t i o n 

a s s uming t h a t someday t h e r e may be a case or 
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p e r h a p s many o f them where t h e y become r o u t i n e i n 

some r e g a r d and t h a t you w o u l d n ' t need t o b r i n g 

t h e w h o l e m a t t e r t o a f u l l - b l o w n h e a r i n g . 

Q. Thank y o u , s i r . T h e r e ' s a s m a l l change 

i n i t e m ( e ) ( 1 ) on t h a t same page 5. 

A. When you r e a d t h e s t a t u t e , t h e words 

" a p p r o v a l " and " c e r t i f i c a t i o n " and 

" q u a l i f i c a t i o n " a r e used j u s t i n a 

h e l t e r - s k e l t e r s o r t o f way t h r o u g h o u t t h e a c t . 

We were t r y i n g t o make i t e a s i e r t o r e a d , and f o r 

t h a t r e a s o n we have made a c o u p l e o f mi n o r 

w o r d i n g changes. T h a t ' s what t h i s i s . The 

i n c l u s i o n o f t h e words "and c e r t i f i c a t i o n " i n E 

( 1 ) , and t h a t ' s a l l t h a t i s . 

Q. L o o k i n g a t E ( 1 ) , s u b p a r t ( d ) , i t 

a p p e a r s y o u ' r e s u g g e s t i n g t h e a d d i t i o n o f a new 

s u b s e c t i o n . C o u l d you d i s c u s s t h a t f o r us, 

p l e a s e ? 

A. Under t h e s e r u l e s an o p e r a t o r i s 

r e q u i r e d t o come t o you and p r o v e t h a t a p r o p o s a l 

i s e c o n o m i c a l l y r e a s o n a b l e . C e r t a i n members o f 

t h e a s s o c i a t i o n were c o n c e r n e d t h a t t h i s m i g h t 

mean i f t h e y came t o you w i t h a p i l o t p r o j e c t 

t h a t t h e y knew up f r o n t was g o i n g t o be o p e r a t e d 

a t a l o s s , t h a t i t m i g h t be d i s q u a l i f i e d . 
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So what we were d o i n g i s p r o p o s i n g t h i s 

l a n g u a g e t h a t p r o v i d e s , " I f t h e a p p l i c a t i o n i s 

f o r a p i l o t p r o j e c t t o t e s t t h e f e a s i b i l i t y o f 

t h e p r o c e s s i n a p a r t i c u l a r r e s e r v o i r , t h e 

a p p l i c a n t must d e m o n s t r a t e t h a t upon c o m p l e t i o n 

o f t h e s u c c e s s f u l p i l o t p r o j e c t , an e c o n o m i c a l l y 

r e a s o n a b l e e x p a n s i o n o f t h e p r o j e c t can be 

e x p e c t e d t o be i m p l e m e n t e d . " 

The i d e a t h e r e i s we j u s t w a nted t o be 

s u r e t h a t we c o u l d come i n t o you and w o u l d be 

a l l o w e d t o make a s h o w i n g o f what we w o u l d 

a n t i c i p a t e i n t e r m s o f a f u l l - s c a l e p r o j e c t and 

t h a t we w o u l d n o t be d i s q u a l i f i e d w i t h a p i l o t 

p r o j e c t o r w i t h a p r o p o s a l t o q u a l i f y a p i l o t 

p r o j e c t j u s t because t h e p i l o t a l o n e m i g h t have 

q u e s t i o n a b l e e conomics. 

Q. Thank you, s i r . A g a i n i n s u b p a r t E (2) 

we've g o t some mi n o r changes. 

A. A g a i n t h e s e a r e mi n o r w o r d i n g changes. 

Q. Okay. I n t h a t r e g a r d on t h e e x h i b i t 

i t s e l f , i t l o o k s t o me l i k e we need t o make a 

change i n E ( 2 ) . F i r s t l i n e a f t e r t h e word 

p r o d u c e d , I b e l i e v e t h a t s h o u l d be " f r o m " r a t h e r 

t h a n " f o r , " i n w h i c h case t h e "an" i s c o r r e c t 

r a t h e r t h a n t h e s u g g e s t e d "a" where i t ' s 
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grammat i c a l ? 

A. A l l r i g h t . 

Q. L o o k i n g a t page 6, E ( 2 ) , s u b p a r t ( c ) , 

as i n " C h a r l e s , " c o u l d you d i s c u s s t h a t p r o p o s e d 

change w i t h u s, p l e a s e . 

A. There was s u b s t a n t i a l c o n f u s i o n on t h e 

p a r t o f t h e o p e r a t o r s who r e s p o n d e d t o NMOGA1s 

i n q u i r y c o n c e r n i n g when t h e i n c e n t i v e t a x r a t e 

w o u l d a p p l y . I n s u b p a r t ( c ) on page 6, we have 

p r o p o s e d t h a t t h e D i v i s i o n o r t h e Commission 

d e l e t e t h e d a t e t h e c e r t i f i c a t i o n was made. 

And so t h a t l a s t s e n t e n c e r e a d s , " T h i s 

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

t h e p o s i t i v e p r o d u c t i o n r e s p o n s e o c c u r r e d 

p r o v i d e d however," and i t goes on. I b e l i e v e 

what we're p r o p o s i n g h e r e i s c o n s i s t e n t w i t h Mr. 

Van Ryan's t e s t i m o n y . We t h i n k t h e s t a t u t e i s 

c l e a r t h a t t h e l o w e r t a x r a t e a p p l i e s t o t h e 

f i r s t day o f t h e month f o l l o w i n g t h e d a t e t h a t 

t h i s D i v i s i o n r e c o g n i z e d t h e p o s i t i v e p r o d u c t i o n 

r e s p o n s e o c c u r r e d . T h a t ' s i n h e r e n t l y a 

r e t r o a c t i v e s o r t o f a d e t e r m i n a t i o n . 

As Mr. Van Ryan n o t e d , t h e r e may be — 

s e v e r a l months may pass b e f o r e you a c t u a l l y a r e 

s a t i s f i e d t h a t what y o u ' r e s e e i n g i s a p o s i t i v e 
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p r o d u c t i o n r e s p o n s e . And t h a t t h e o p e r a t o r o f an 

a p p r o v e d p r o j e c t s h o u l d n o t l o s e t h e b e n e f i t o f 

t h e l o w e r t a x r a t e d u r i n g t h o s e months. 

T h i s i s c o n s i s t e n t w i t h t h e s t a t u t e . 

I f you l o o k a t t h e s t a t u t e , i t ' s S e c t i o n 5-B, i t 

t a l k s a b o u t g e t t i n g a r e f u n d , and a r e f u n d w o u l d 

be f o r s e v e r a n c e t a x p a i d a t f u l l r a t e a f t e r t h e 

month i n w h i c h t h e D i v i s i o n c e r t i f i e s t h e 

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

That l a n g u a g e makes no sense i f t h e s e 

d e t e r m i n a t i o n s a r e n o t based on a s o r t o f 

r e t r o a c t i v e d a t e on w h i c h you d e t e r m i n e t h e r e was 

a p o s i t i v e p r o d u c t i o n r e s p o n s e . I f t h e l o w e r t a x 

r a t e o n l y a p p l i e d t h e f i r s t day o f t h e month 

f o l l o w i n g y o u r a c t i o n , t h e t a x r a t e — you'd g e t 

t h e d e t e r m i n a t i o n , t h e n t h e t a x r a t e w o u l d go 

down and t h e n t h e 2 5 t h day o f t h e f o l l o w i n g 

month, o r w h a t e v e r i t i s , you w o u l d pay t h e t a x , 

you w o u l d o b v i o u s l y be p a y i n g a t t h e l o w e r r a t e . 

The r e f u n d p r o v i s i o n s make no sense 

w h a t s o e v e r u n l e s s , as Mr. Van Ryan i n d i c a t e d , you 

d e t e r m i n e when t h e p o s i t i v e p r o d u c t i o n r e s p o n s e 

o c c u r r e d t h e f i r s t day o f t h e month f o l l o w i n g 

t h a t — t h e d a t e you d e t e r m i n e d t h e n t r i g g e r s t h e 

l o w e r t a x r a t e and under t h e a c t as p r o v i d e d 

RODRIGUEZ-VESTAL REPORTING 
( 5 0 5 ) q f l « - 1 7 7 9 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

1 2 

13 

14 

1 5 

1 6 

1 7 

18 

19 

20 

2 1 

2 2 

23 

24 

2 5 

6 1 

t h e r e w o u l d be a c r e d i t f o r t h e f u l l — f o r t h e 

overpayment t h e r e f u n d w o u l d be i n t h e n a t u r e o f 

a c r e d i t . 

So what we were d o i n g i n t h i s p r o p o s e d 

change i n s u b s e c t i o n C was t r y i n g t o e l i m i n a t e 

c o n f u s i o n . And t h e c o n f u s i o n was j u s t w h e t h e r o r 

n o t t h e l o w e r r a t e was a f t e r t h e d a t e you f o u n d 

t h e p r o d u c t i o n r e s p o n s e o c c u r r e d as opposed t o 

t h e d a t e on w h i c h you a c t e d . So t h a t ' s what t h a t 

change i s f o r . 

A g a i n on t h e l a s t -- a t t h e b o t t o m o f 

t h a t page, t h e r e ' s j u s t a w o r d i n g change. We've 

j u s t t a k e n " c e r t i f i c a t i o n " and changed t h a t t o 

" c o n f i r m a t i o n " because we have so many 

" c e r t i f i c a t i o n s " i n t h e a c t . 

Q. I n t h e e x h i b i t t h a t ' s on t h e t o p o f 

page 7, y o u ' r e now r e f e r r i n g t o t h e p r o p o s e d 

change i n F - l s u b p a r t ( d ) ? 

A. R i g h t . T h a t ' s j u s t t o t r y n o t t o have 

so many r e f e r e n c e s t o t h e word " c e r t i f i c a t i o n . " 

Q. A g a i n you have s t r i c k e n s u b p a r t (e) o f 

t h a t s e c t i o n . C o u l d you d e s c r i b e t h a t ? 

A. We s t r u c k s u b p a r t ( e ) . We t h i n k t h a t 

i t i s u n n e c e s s a r y t h a t t h e O i l C o n s e r v a t i o n 

D i v i s i o n has t h e a u t h o r i t y do t h a t anyway, and 
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f o r t h a t r e a s o n we d e l e t e d i t . 

Q. Do you have o t h e r s u g g e s t e d changes t o 

t h e p r o p o s a l ? 

A. Those a r e t h e s u g g e s t i o n s t h a t t h e New 

Mexico O i l & Gas A s s o c i a t i o n w o u l d p r o p o s e t o t h e 

Commission f o r i t s c o n s i d e r a t i o n i n a d o p t i n g 

t h e s e r u l e s . 

Q. Once a g a i n f o r emphasis, o t h e r p r o p o s e d 

changes a r e g o i n g t o be s u b m i t t e d by M a r a t h o n 

s u b s e q u e n t t o y o u r t e s t i m o n y ? 

A. And t h o s e a r e changes w h i c h t h e 

a s s o c i a t i o n e n d o r s e s . 

Q. Mr. C a r r , do you b e l i e v e t h a t t h e 

p r o p o s a l s you have made f o r amendment t o t h e 

D i v i s i o n ' s p r o p o s e d r u l e s and p r o c e d u r e s f o r 

q u a l i f i c a t i o n s o f enhanced o i l r e c o v e r y p r o j e c t s 

and c e r t i f i c a t i o n f o r r e c o v e r e d o i l t a x r a t e a r e 

c o n s i s t e n t w i t h l e g i s l a t i v e i n t e n t as s e t f o r t h 

i n t h e a c t t h a t was s u b m i t t e d as E x h i b i t 2 t o Mr. 

Van Ryan's t e s t i m o n y and c o n s i s t e n t w i t h Mr. Van 

Ryan's t e s t i m o n y as you u n d e r s t o o d i t ? 

A. I do. 

Q. Do you r e q u e s t t h a t t h e D i v i s i o n a d o p t 

t h e changes s u g g e s t e d by t h e O i l & Gas 

Assoc i a t i o n ? 
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A. I do. 

Q. Do you b e l i e v e t h a t u l t i m a t e l y a p p r o v a l 

of r u l e s and r e g u l a t i o n s as we s u g g e s t t h e y be 

amended w i l l be i n t h e b e s t i n t e r e s t s o f t h e 

p r e v e n t i o n o f waste o f New Mexi c o ' s n a t u r a l 

r e s o u r c e s and w i l l a c t t o p r o t e c t t h e c o r r e l a t i v e 

r i g h t s o f v a r i o u s i n t e r e s t owners? 

A. I do. 

MR. PEARCE: Mr. Chairman, a t t h i s t i m e 

I have no f u r t h e r q u e s t i o n s o f Mr. C a r r . I w o u l d 

ask t h e a d m i s s i o n o f New Mexico O i l & Gas 

A s s o c i a t i o n E x h i b i t No. 1. 

CHAIRMAN LeMAY: W i t h o u t o b j e c t i o n 

E x h i b i t 1 w i l l be e n t e r e d i n t o t h e r e c o r d . 

Q u e s t i o n s o f t h e w i t n e s s ? Ms. Aubrey? 

I'm n o t s u r e how y o u ' r e w o r k i n g t h i s o u t . 

MR. STOVALL: I'm g o i n g t o l e t Ms. 

Aubrey go f i r s t because I want Carr a f t e r she's 

f i n i s h e d w i t h h i m. 

MS. AUBREY: W e l l , I ' l l speed t h i s up 

f o r a l l o f you. I t ' s w i t h a g r e a t d e a l o f r e g r e t 

t h a t I say t h a t I have no q u e s t i o n s f o r Mr. 

C a r r . I f i n d t h a t h i s p r e s e n t a t i o n has been 

e n o r m o u s l y h e l p f u l and, o f c o u r s e , M a r a t h o n 

s u p p o r t s t h e p o s i t i o n o f t h e New Mexico O i l & Gas 
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A s s o c i a t i o n i n t h e amendments i t ' s p r o p o s e d and 

w i l l have some a d d i t i o n a l ones w e ' l l d i s c u s s a 

l i t t l e l a t e r . 

Thank you, Mr. C a r r . 

CHAIRMAN LeMAY: Thank you, Ms. 

Aubre y . 

Your w i t n e s s , Mr. S t o v a l l . 

MR. STOVALL: I t h i n k Ms. Aubrey s e t 

Mr. C a r r up by making him spend t h e n i g h t 

w o r r y i n g a b o u t t h e a n t i c i p a t e d c r o s s , b u t I c a n ' t 

l e a v e him a l o n e . 

EXAMINATION 

BY MR. STOVALL: 

Q. Add r e s s some o f y o u r s p e c i f i c 

r e c o m m e n d a t i o n s , Mr. C a r r , on page 2, p a r a g r a p h 8 

o f t h e d e f i n i t i o n s . I s i t y o u r o p i n i o n t h a t a 

change t o t h i s d e f i n i t i o n by t h e OCD r e a l l y w i l l 

a f f e c t any d i f f e r e n c e i n what o i l q u a l i f i e s ? 

A. No. But I t h i n k t h e r u l e s t h a t you 

have been d i r e c t e d t o d e v e l o p a r e n o t j u s t t o 

r e g u r g i t a t e t h e s t a t u t e . I n a n o t h e r p l a c e i n 

y o u r r u l e book, by d e s i g n t o c l a r i f y and a s s i s t 

o p e r a t o r s i n b r i n g i n g m a t t e r s b e f o r e you. 

What we're p r o p o s i n g we t h i n k a r e 

amendments t h a t c l a r i f y t h a t . And i f an o p e r a t o r 
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i s r e a d i n g t h e r u l e and w o n d e r i n g what o i l r e a l l y 

w i l l q u a l i f y , we t h i n k amendment w i l l h e l p them 

u n d e r s t a n d what t h e i n t e n t o f t h e r u l e i s . 

Q. I guess my q u e s t i o n w o u l d be: Suppose 

Tax & Rev d o e s n ' t a g r e e and says s o m e t h i n g 

d i f f e r e n t ; w o u l d our r u l e c o n t r o l ? 

A. I t h i n k t h a t ' s a m a t t e r w o u l d be t a k e n 

up by an o p e r a t o r w i t h Tax & Revenue. But I'm 

c o n v i n c e d t h a t e v e r y t h i n g we've p r o p o s e d t o you 

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

Q. I d o n ' t d i s a g r e e w i t h y o u r 

c o n s i s t e n c y . I'm n o t s u r e what good i t does f o r 

t h e D i v i s i o n t o t e l l Tax & Rev what o i l 

q u a l i f i e s . T h a t ' s my c o n c e r n w i t h t h a t . 

A. W e l l , I d o n ' t t h i n k y o u ' r e t e l l i n g Tax 

& Rev w i t h y o u r r u l e ; t h e s t a t u t e goes t o t h e 

T a x a t i o n & Revenue D e p a r t m e n t . Your r u l e i s 

p u r s u a n t t o a s t a t u t o r y d i r e c t i v e . You've been 

asked t o e x e r c i s e y o u r d i s c r e t i o n and come 

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

a d m i n i s t e r i n g t h e a c t . 

And t h e r e ' s no r e a s o n f o r r u l e s i f 

y o u ' r e j u s t g o i n g t o r e p r i n t t h e s t a t u t e . We 

t h i n k t h e r e ' s an o p p o r t u n i t y h e r e t o p r o v i d e 

g u i d a n c e and i n s t r u c t i o n t o o p e r a t o r s who a r e 
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p e r h a p s i n t e r e s t e d i n b r i n g i n g a case o f t h i s 

n a t u r e t o you. 

Q. I ' v e g o t a q u e s t i o n w i t h r e s p e c t t o 

y o u r s u g g e s t e d changes on page 3. I u n d e r s t a n d 

y o u r p u r p o s e i s t o r e c o g n i z e t h a t i t makes good 

sense i n t h e o i l f i e l d t o s t a r t an enhanced 

r e c o v e r y p r o j e c t b e f o r e t h e p r i o r r e c o v e r y method 

has c o m p l e t e l y d e p l e t e d i t s s h a r e o f t h e o i l , i f 

you w i l l . 

A. R i g h t . 

Q. The f i r s t q u e s t i o n i s a r e a l t e c h n i c a l 

one as f a r as t h e d e f i n i t i o n t h a t you've added. 

You've added t h e d e f i n i t i o n , t a l k i n g a b o u t 

s e c o n d a r y r e c o v e r y p r o j e c t , t h a t t a l k s a b o u t a 

c o m p l e t i o n o f a s e c o n d a r y r e c o v e r y p r o j e c t . 

And I'm h a v i n g a l i t t l e t r o u b l e — j u s t 

s e e i n g t h i s f o r t h e f i r s t t i m e , i t w o u l d seem t o 

me t h a t t h a t s h o u l d a c t u a l l y mean c o m p l e t i o n o f a 

p r i m a r y p r o j e c t because t h a t ' s what you t a l k 

a b o u t e a r l i e r i n t h a t r u l e . 

A. Uh-huh. Mr. S t o v a l l , y o u ' r e c o r r e c t , 

i t s h o u l d say t h a t . I t s h o u l d say — w e l l , l e t ' s 

see. You see, we're n o t k e y i n g t h i s — t h e word 

" c o m p l e t i o n " was a p r o b l e m t h r o u g h o u t . 

Q. I u n d e r s t a n d . 
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A. We e x p l a i n e d i t a t t h e l e g i s l a t u r e . 

What we're t r y i n g t o do i s come up w i t h l a n g u a g e 

h e r e t h a t w o u l d n ' t d i s c o u r a g e an o p e r a t o r f r o m 

b r i n g i n g a p r o j e c t t h a t o t h e r w i s e s h o u l d be 

q u a l i f i e d u nder t h e s t a t u t e . 

A l l we're d o i n g w i t h t h i s l a s t s e n t e n c e 

i s s a y i n g t h a t t h e c o m p l e t i o n o f s e c o n d a r y 

r e c o v e r y means — 

Q. I d o n ' t have a p r o b l e m w i t h t h a t . L e t 

me i n t e r r u p t you h e r e because I t h i n k y o u ' r e n o t 

a n s w e r i n g t h e q u e s t i o n t h a t I'm c o n c e r n e d w i t h i n 

t e r m s o f y o u r s u g g e s t e d l a n g u a g e . 

The r u l e t a l k s a b o u t and t h e la n g u a g e 

you added a t t h e p a r t f i r s t o f d e f i n i t i o n No. 

9 --

A . Yes. 

Q. — " o c c u r s s u b s e q u e n t t o t h e c o m p l e t i o n 

o f a p r i m a r y r e c o v e r y and i s n o t a t e r t i a r y 

r e c o v e r y . " 

A. Oh, i t s h o u l d be " s e c o n d a r y . " T h a t ' s a 

d r a f t i n g e r r o r . 

Q. W e l l , no. Secondary o c c u r s a t t h e 

c o m p l e t i o n o f p r i m a r y . I w o u l d t h i n k t h a t t h e 

d e f i n i t i o n up h e r e s h o u l d be c o m p l e t i o n o f a 

p r i m a r y means t h e d a t e on w h i c h — 
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MR. PEARCE: May I a p p r o a c h t h e 

w i t n e s s , Mr. Chairman? 

THE WITNESS: I'm n o t s e e i n g where you 

a r e , Bob. 

CHAIRMAN LeMAY: F i n e . 

MR. STOVALL: I t h i n k i t ' s a langu a g e 

t h i n g . I want t o make s u r e I u n d e r s t a n d . 

THE WITNESS: There i s a d r a f t i n g e r r o r 

i n t h e s e , Bob. The e r r o r i s i n t h e s e n t e n c e 

we're p r o p o s i n g a t t h e end. 

Q. (BY MR. STOVALL) So i n t h e No. 9 --

A. I t wou1d be — 

Q. — c o m p l e t i o n o f p r i m a r y r e c o v e r y ? 

A. That ' s r i g h t . 

Q. Okay. 

A. T h a t ' s r i g h t . And t h e same t h i n g --

A. And t h e n i n No. 11 i t s h o u l d be 

c o m p l e t i o n o f a s e c o n d a r y p r o j e c t ? 

A. T h a t ' s c o r r e c t . T h a t ' s c o r r e c t . 

Q. Would you have any o b j e c t i o n i f -- I'm 

a l i t t l e n e r v o u s a b o u t c h a n g i n g r u l e s t h a t t h e 

s t a t u t e has w r i t t e n , c h a n g i n g d e f i n i t i o n s . Would 

you have any o b j e c t i o n i f t h o s e d e f i n i t i o n s were 

i n c l u d e as a s e p a r a t e d e f i n i t i o n a l p a r a g r a p h 

w i t h i n t h e r u l e s ? 
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A. No. And I ' l l t e l l y o u , Mr. S t o v a l l , we 

had i n i t i a l l y p r o p o s e d do t h a t . But we s t a r t e d 

l o o k i n g a t i t , and we had a d e f i n i t i o n s e c t i o n . 

And t h e f i r s t d e f i n i t i o n , i f you do them 

a l p h a b e t i c a l l y , i s " c o m p l e t i o n . " 

And i t i s an odd word t o be d e f i n i n g by 

s t a t u t e because i t ' s r e a l l y t r y i n g t o c o r r e c t 

o t h e r d e f i n i t i o n s . And i t j u s t s t r u c k us as 

p e c u l i a r . And we l o o k a t t h e k i n d s o f te r m s t h a t 

a r e b e i n g d e f i n e d : c r u d e o i l , D i v i s i o n , enhanced 

o i l r e c o v e r y p r o j e c t , and i t j u s t s o r t o f jumped 

o u t as wrong. 

I n i t i a l l y we had done i t t h a t way, and 

t h e n we d e c i d e d p e r h a p s t h e b e s t way t o do i t was 

t o s i m p l y i n c l u d e a s e n t e n c e i n each o f t h e s e and 

r e l a t e i t back t o s u b p a r t ( b ) o f each o f t h o s e 

d e f i n i t i o n s because t h a t ' s where r e a l l y we t h i n k 

t h e l e g i s l a t u r e t o l d you t o e x e r c i s e y o u r 

d i s c r e t i o n and d e t e r m i n e t h a t t h e s e a r e v a l i d 

e n g i n e e r i n g , you know, j u s t i f i a b l e p r o j e c t s and 

t h e r e ' s g o i n g t o be an i n c r e a s e . 

And so t h a t ' s why we p l a c e d i t where we 

d i d . We t h i n k i t w o u l d be h e l p f u l t o have i t 

somewhere i n t h e r u l e s . And i f y o u ' r e 

c o m f o r t a b l e p u t t i n g i t as a s e p a r a t e d e f i n i t i o n , 
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we w o u l d be happy w i t h t h a t . I t was j u s t t r y i n g 

t o a d d r e s s t h a t one t h i n g t h a t seemed t o be a 

s o u r c e o f c o n f u s i o n f o r a number o f o p e r a t o r s . 

MR. STOVALL: I u n d e r s t a n d t h a t and 

a g r e e w i t h t h e p r i n c i p l e s t h a t y o u ' r e a s k i n g . 

Mr. Chairman, t h i s i s t h e f i r s t t i m e 

I ' v e seen i t . As I say, my o n l y c o n c e r n i s I 

a l w a y s g e t n e r v o u s when I change a d e f i n i t i o n 

t h a t t h e l e g i s l a t u r e has handed me. And I w o u l d 

l i k e t h e o p p o r t u n i t y e i t h e r b e f o r e t h e end o f t h e 

h e a r i n g o r f o r a s h o r t t i m e a f t e r w a r d s t o r e v i e w 

how t o a c c o m p l i s h what Mr. C a r r seeks t o do. 

THE WITNESS: I n t h a t r e g a r d I w o u l d 

a l s o i n d i c a t e t h a t we're n o t t r y i n g t o change t h e 

l e g i s l a t u r e ' s d e f i n i t i o n . 

MR. STOVALL: I u n d e r s t a n d t h a t . I 

u n d e r s t a n d what you want, and I agr e e f u l l y w i t h 

i t . 

Q. I'm g o i n g o v e r t o page 4. The 

s u b s t a n t i v e changes a r e r e a l l y t h e d e l e t i o n s o f 

No. 3 and 4. Mr, C a r r , i s n ' t r e a l l y one o f t h e 

p u r p o s e s o f p r o v i d i n g a t a x i n c e n t i v e t o 

encou r a g e o r t o g i v e — i f an o p e r a t o r has 

d i s c r e t i o n as t o where t o spend money, t o 

enc o u r a g e t h e s p e n d i n g o f t h a t money i n t h i s 
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s t a t e t o r e c o v e r more p r o d u c t as opposed t o 

s p e n d i n g i t somewhere e l s e ? 

And i s n ' t t h e i n v e s t m e n t s i d e o f t h e 

p r o j e c t a p a r t o f t h e p u r p o s e o f t h e t a x 

i n c e n t i v e ? The u l t i m a t e g o a l i s t o g e t t h e 

i n c e n t i v e — i s t o spend money t o g e t more o i l 

o u t . But p a r t o f t h a t i n c e n t i v e i s t o spend more 

money because i f you d o n ' t need t o spend money, 

you've p r o b a b l y g o t a b u i l t - i n i n c e n t i v e t o g e t 

more o i l o u t , d o n ' t you? 

A. I t j u s t seems t o us t h a t c a p i t a l c o s t s 

o f a d d i t i o n a l f a c i l i t i e s p r o b a b l y i s n ' t g o i n g t o 

mean much o f a n y t h i n g t o you. And i t ' s a l s o 

g o i n g t o be s o m e t h i n g t h a t i s g o i n g t o be s u b j e c t 

t o change. 

You s t a r t i m p l e m e n t i n g an enhanced o i l 

r e c o v e r y p r o j e c t , a w a t e r f l o o d p r o j e c t , y o u ' r e 

n o t g e t t i n g a r e s p o n s e as q u i c k l y as p o s s i b l e or 

an o f f s e t t i n g w a t e r f l o o d t h a t ' s been g o i n g f o r 

s e v e r a l y e a r s d o e s n ' t seem t o be p e r f o r m i n g as 

hoped, and i t ' s s o m e t h i n g y o u ' r e c o n s t a n t l y 

r e v i e w i n g and c h a n g i n g . 

You may want t o change y o u r i n j e c t i o n 

p a t t e r n ; you may want t o add a d d i t i o n a l w e l l s . 

And t h e r e was r e a l c o n c e r n t h a t t h i s m i g h t n o t be 
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v e r y u s e f u l t o you and t h a t what r e a l l y we needed 

t o show was n o t how much money we were g o i n g t o 

i n v e s t i n New M e x i c o , b u t how much a d d i t i o n a l 

r e c o v e r y c o u l d be o b t a i n e d w i t h i n t h e s t a t e o f 

New M e x i c o . And t h a t was t h e r e a s o n we 

recommended t h o s e be d e l e t e d . 

Q. Would you have any — p e r h a p s you 

o b j e c t t o — t h e a s s o c i a t i o n o b j e c t s t o t h e 

s p e c i f i c l a n g u a g e . But g i v e n t h e o p i n i o n t h a t 

t h e p u r p o s e i s t o en c o u r a g e i n v e s t m e n t , w o u l d you 

be w i l l i n g t o s u b m i t some a l t e r n a t i v e l a n g u a g e 

whereby t h e D i v i s i o n w o u l d l o o k t o e n s u r e t h a t i n 

f a c t t h e r e was g o i n g t o be some i n v e s t m e n t t o do 

some a d d i t i o n a l r e c o v e r y as opposed t o — as 

opposed t o g e t t i n g c r e d i t f o r s o m e t h i n g w h i c h a 

p r u d e n t o p e r a t o r w o u l d do t o g e t a d d i t i o n a l 

r e c o v e r y w i t h o u t i n v e s t m e n t ? 

A. W e l l , we c o u l d do t h a t . But i n t e r m s 

o f t h e u s e f u l n e s s o f t h a t i n f o r m a t i o n , I d o n ' t 

know what i t w o u l d be. You m i g h t a l s o want us 

t h e n t o c e r t i f y t h a t we w o u l d be i n v e s t i n g t h a t 

money i n f a c i l i t i e s t h a t we w o u l d p u r c h a s e i n San 

Juan C o u n t y , o r i n t h e s t a t e o f New Mexico as 

opposed t o A r c h u l e t a C o u n t y , C o l o r a d o . 

And, you see, we g e t i n t o a s i t u a t i o n 
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t h a t — I mean we c e r t a i n l y w i l l do w h a t e v e r you 

ask us t o do. But we were c o n c e r n e d t h a t t h e 

i n f o r m a t i o n you a r e g o i n g t o g e t i s n o t g o i n g t o 

be u s e f u l t o you and t h a t t h e r e a l t e s t h e r e i s 

t h e a d d i t i o n a l r e c o v e r y , n o t how much a company 

spends t o g e t t o t h a t p o i n t . 

Q. I t ' s t h a t a company spends. I t ' s n o t 

uncommon now i n s e c o n d a r y r e c o v e r y or i n j e c t i o n 

p r o j e c t s t o come f o r t h w i t h some numbers and some 

ec o n o m i c s ; i s t h a t n o t c o r r e c t ? 

A. We c o u l d g i v e you some g e n e r a l 

e s t i m a t e s . 

Q. T h a t ' s a l l . I d o n ' t t h i n k i t ' s a 

m a t t e r o f r e q u e s t i n g s p e c i f i c d o l l a r s and h o l d i n g 

you t o i t , b u t r a t h e r d e f i n i n g t h a t t h e o p e r a t o r 

i s i n f a c t making an i n v e s t m e n t . 

A. Not j u s t w h i s p e r i n g p o l y m e r s . 

Q. R i g h t . T h a t ' s w i t h I'm l o o k i n g f o r . 

A g a i n t h a t goes down — when you g e t down t o 

p a r a g r a p h E i n y o u r s u g g e s t e d change i n new 

p a r a g r a p h D, you t a l k a b o u t e c o n o m i c a l l y 

r e a s o n a b l e e x p a n s i o n o f t h e p r o j e c t . You do 

b r i n g t h a t i s s u e up? 

A. Yes, we do. 

Q. W i t h r e s p e c t t o y o u r change i n 
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p a r a g r a p h 6 i n t h e p a r a g r a p h , f i r s t p a r a g r a p h C 

under " P o s i t i v e P r o d u c t i o n Response," you d e l e t e 

t h e l a n g u a g e " t h e d a t e t h e c e r t i f i c a t i o n was 

made." Would you have any o b j e c t i o n t o l e a v i n g 

t h a t i n on t h e b a s i s t h a t t h a t i s j u s t a s i m p l e 

way f o r t h e D i v i s i o n t o e n s u r e t h a t t h e 

a p p l i c a t i o n i s f i l e d w i t h i n t h e f i v e - or 

s e v e n - y e a r t i m e frame as r e q u i r e d ? 

And t h a t w o u l d be t h e o n l y r e a s o n f o r 

t h e D i v i s i o n t o l e a v e i t i n . I u n d e r s t a n d y o u ' r e 

t r y i n g t o s i m p l i f y t h e l a n g u a g e , b u t I t h i n k 

t h e r e ' s a r e a s o n . 

A. What we're j u s t t r y i n g t o do i s c l a r i f y 

what we u n d e r s t a n d t h e l e g i s l a t i v e i n t e n t t o be 

and i n d i c a t e t h a t t h e t a x r a t e , t h e l o w e r t a x 

r a t e k eys o f f o f t h e p o s i t i v e p r o d u c t i o n 

r e s p o n s e , n o t t h e d a t e an a d m i n i s t r a t i v e a c t i o n 

i s t a k e n once t h e p r o j e c t has been c e r t i f i e d . 

Q. C o r r e c t . But i t ' s o n l y i n t h e r e f o r 

our c o n v e n i e n c e so we d o n ' t have t o go l o o k i t 

up, I t h i n k , i s what i t amounts t o . 

A. We p r e f e r n o t t o have i t i n , b u t we o f 

c o u r s e w i l l l i v e w i t h w h a t e v e r you t e l l us. 

MR. PEARCE: May I jump i n a t t h i s 

p o i n t ? 
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MR. STOVALL: P l e a s e , Mr. Pearce. 

MR. PEARCE: What you j u s t e x p l a i n e d 

a b o u t t h a t d a t e o f c e r t i f i c a t i o n i s n o t what t h e 

p e o p l e i n t h e c o m m i t t e e u n d e r s t o o d t h a t 

c e r t i f i c a t i o n d a t e t o mean. They were 

i n t e r p r e t i n g t h a t t o mean t h e d a t e t h e o r d e r 

c e r t i f y i n g t h e p o s i t i v e p r o d u c t i o n r e s p o n s e was 

i s s u e d . And y o u ' r e s a y i n g t h a t ' s t h e d a t e t h e 

c e r t i f i c a t i o n o f an a p p r o v a l on t h e p r e v i o u s 

s t e p . 

I r e a l l y a t t h i s p o i n t d o n ' t u n d e r s t a n d 

what c e r t i f i c a t i o n y o u ' r e t a l k i n g a b o u t . The 

d a t e --

MR. STOVALL: I d o n ' t u n d e r s t a n d t h a t . 

MR. PEARCE: Do you u n d e r s t a n d ? 

THE WITNESS: I u n d e r s t a n d we d o n ' t 

u n d e r s t a n d . 

MR. STOVALL: I t h i n k my i n t e n t --

w e l l , t h e r e i s some a m b i g u i t y h e r e . And a g a i n , 

Mr. Chairman, I t h i n k we're a l l i n agreement on 

what we're t r y i n g t o do. I t h i n k t h e b e s t way t o 

a p p r o a c h t h i s p e r h a p s w o u l d be t o ask f o r a 

l i t t l e t i m e a f t e r w a r d s t o work o u t t h o s e d e t a i l s 

because t h e r e ' s n o t a s u b s t a n t i v e d i s a g r e e m e n t . 

CHAIRMAN LeMAY: W e ' l l c e r t a i n l y l e a v e 
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t h e r e c o r d --

MR. STOVALL: Th e r e ' s some l a n g u a g e i n 

t h e s t a t u t e t h a t k i n d o f d r o v e t h i s t h i n g . I 

t h i n k we j u s t need t o c l e a r i t up because I t h i n k 

we're a l l i n agreement. 

CHAIRMAN LeMAY: We can l e a v e t h e 

r e c o r d open t o o f o r m o d i f i e d l a n g u a g e changes 

once we g e t some t e s t i m o n y . 

MR. STOVALL: R a t h e r t h a n b e a t up Mr. 

Ca r r any more about t h a t . 

MR. PEARCE: Aw, come on. 

Q. (BY MR. STOVALL) A g a i n , Mr. C a r r , I 

assume y o u r changes on page 7, t h e l a s t changes 

t h e r e w i t h r e s p e c t t o E, and t h e D i v i s i o n has 

p r o p o s e d some changes i n t h a t whole a r e a . 

O b v i o u s l y we've removed D, b u t y o u r c o n f i r m a t i o n 

l a n g u a g e w o u l d move up where we moved i t . 

Do you have any p r o b l e m w i t h l e a v i n g 

l a n g u a g e i n ? I u n d e r s t a n d what y o u ' r e s a y i n g 

a b o u t t h e h e a r i n g , and I d o n ' t want t o g e t i n t o 

t h a t w i t h y ou. But j u s t a d d i n g a p a r a g r a p h 

s a y i n g we can come back and ask f o r more i f we 

d o n ' t f e e l you've p r o v i d e d us w i t h a d e q u a t e 

i n f o r m a t i o n ? 

A. Our o n l y t h o u g h t t h e r e i s you c e r t a i n l y 
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have t h a t a u t h o r i t y i n any e v e n t and i t ' s 

u n n e c e s s a r y . 

MR. STOVALL: I d o n ' t have any o t h e r 

q u e s t i o n s f o r Mr. C a r r . 

CHAIRMAN LeMAY: Thank y o u , Mr. 

S t o v a l 1 . 

A d d i t i o n a l q u e s t i o n s o f t h e w i t n e s s ? 

Commissioner C a r l s o n ? 

COMMISSIONER CARLSON: Yes, I have a 

coup1e. 

EXAMINATION 

BY COMMISSIONER CARLSON: 

Q. B i l l , on f o l l o w i n g up on Mr. S t o v a l l ' s 

q u e s t i o n s and y o u r s u g g e s t i o n s t o d e l e t e (3) and 

(4) on page 4 and make some changes i n ( 5 ) , i f 

you go back and r e a d t h e s t a t u t e and you go back 

t o r e a d -- w e l l , l o o k on page 5 on E - l ( c ) . The 

Commission i s — or t h e D i v i s i o n i s r e q u i r e d t o 

l o o k a t l e a s t a t some o f t h e economics i n v o l v e d 

i n t h e s e b e f o r e t h e y g i v e t h e a p p r o v a l . 

To me i t seems i t ' s h a r d t o l o o k a t t h e 

economics i n v o l v e d i f you d o n ' t have some numbers 

i n f r o n t o f you i n v o l v i n g c a p i t a l c o s t s : Here's 

what we spend; h e r e ' s what we're g o i n g t o g e t 

back; i t ' s e c o n o m i c a l l y f e a s i b l e . 
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A. I t h i n k i f t h e r u l e — w e ' l l come back 

w i t h some a l t e r n a t i v e l a n g u a g e i f i t i s s o f t e n e d 

so t h a t we can g i v e you some g e n e r a l e s t i m a t e s , 

r e c o g n i z i n g t h a t , you know, t h e s e a r e our b e s t 

e s t i m a t e s , i s what we're l o o k i n g a t g o i n g i n . 

Q. And I t h i n k t h a t ' s a l l i s asked f o r 

h e r e i n ( 3 ) and ( 4 ) and ( 5 ) a l s o i s t h a t 

o b v i o u s l y t h e companies do t h a t t h e m s e l v e s b e f o r e 

t h e y g e t i n t o any p r o j e c t . And I t h i n k a l l t h e 

D i v i s i o n i s a s k i n g i s t h a t t h e y g e t access t o 

t h o s e same numbers. 

A. R e c o g n i z i n g t h a t p r o j e c t by p r o j e c t t h e 

b a s i s f o r g e n e r a t i n g t h o s e numbers a r e g o i n g t o 

v a r y s u b s t a n t i a l l y . 

Q. Sure. A l s o I m i s s e d y o u r e x p l a n a t i o n 

on page 5 up a t t h e t o p where you added "or 

o p e r a t i o n t e c h n o l o g y . " Would you e x p l a i n t h a t 

a g a i n ? 

A. We t h i n k t h a t t h i s i s r e a l l y f o c u s i n g 

on e x p a n s i o n o f p r o j e c t s . And i f you t a k e a 

n a r r o w v i e w o f i t , you c o u l d p e r h a p s c o n c l u d e 

t h a t i t i s o n l y a g e o g r a p h i c e x p a n s i o n , t h a t i s , 

a d d i n g a d d i t i o n a l l a n d . 

The l e g i s l a t u r e a l s o r e c o g n i z e d , 

however, t h a t a change i n t e c h n o l o g y m i g h t 
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q u a l i f y . When Mr. Van Ryan was t e s t i f y i n g , he 

s a i d t e c h n o l o g y o r m e t h o d o l o g y . The r u l e i s n o t 

and t h i s c h a n g e i s n o t d e s i g n e d t o e n l a r g e t h e 

s t a t u t e . B u t t h e r u l e w i l l be g o i n g t o o p e r a t o r s 

who w i l l be t r y i n g t o d e t e r m i n e w h a t k i n d s o f 

p r o j e c t s t h e y m i g h t be a b l e t o b r i n g t o y o u . 

We t h o u g h t b y i n c l u d i n g " o r o p e r a t i o n " 

o r , t o u s e Mr. Van Ryan's w o r d s , " o r 

m e t h o d o l o g y , " i t s o f t e n s i t up somewhat so t h a t 

i f a n a p p l i c a n t h a s an i n f i l l p r o g r a m , s o m e t h i n g 

o f t h a t n a t u r e w h i c h on i t s own m e r i t s , a f t e r 

b e i n g r e v i e w e d by y o u t h a t y o u m i g h t q u a l i f y , 

t h i s s o r t o f s i g n a l s t o t h e m t h a t t h e y o u g h t t o 

b r i n g i t i n a n d l e t y o u t a k e a l o o k a t i t . 

So t h a t ' s w h a t we w e r e a t t e m p t i n g t o 

do , G a r y , was o p e n t h i s up a n d j u s t — n o t c h a n g e 

t h e s t a t u t e b u t s u g g e s t t o an o p e r a t o r t h a t i f 

y o u ' v e g o t a s u b s t a n t i a l c h a n g e i n o p e r a t i o n s 

t h a t m e e t s t h e t e s t o f t h e a c t , t h a t y o u c a n a t 

l e a s t b r i n g t h e m t o t h e D i v i s i o n f o r 

c o n s i d e r a t i o n . 

Q. I g u e s s t h a t ' s w h a t c o n c e r n e d me a b o u t 

y o u r s t a t e m e n t . A r e y o u i n f e r r i n g t h a t an i n f i l l 

d r i l l i n g p r o g r a m w o u l d q u a l i f y as an e n h a n c e d o i l 

r e c o v e r y p r o j e c t ? 
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A. No. I'm t e l l i n g you t h a t i t s h o u l d n ' t 

on t h e f a c e o f t h e s u b j e c t be d i s q u a l i f i e d . And 

t h a t i f t h e r e i s an a p p r o p r i a t e case t h a t a t 

l e a s t t h e o p e r a t o r c o u l d b r i n g i t i n and you 

c o u l d t h e n t e l l them, l o o k i n g a t t h e p a r t i c u l a r 

f a c t s , w h e t h e r you b e l i e v e i t f i t s o r n o t . 

Q. You're s a y i n g i t m i g h t q u a l i f y ? 

A. I'm s a y i n g t h a t t h e r e a r e c i r c u m s t a n c e s 

i n w h i c h i t m i g h t . 

MR. PEARCE: P o i n t o f c l a r i f i c a t i o n . 

I n f i l l i n g a s e c o n d a r y o r t e r t i a r y p r o j e c t , n o t 

i n f i l l i n g p r i m a r y p r o j e c t . 

COMMISSIONER CARLSON: Not i n f i l l i n g 

i t s e l f b e i n g an enhanced r e c o v e r y p r o j e c t . 

MS. AUBREY: I f I may, Mr. C a r l s o n , 

M a r a t h o n i s g o i n g t o p u t on a p r e s e n t a t i o n w h i c h 

I t h i n k w i l l c l a r i f y t h a t d i s t i n c t i o n f o r you. 

COMMISSIONER CARLSON: Okay. 

THE WITNESS: One o f t h e p r o b l e m s w i t h 

b e i n g a w i t n e s s i s y o u r a t t o r n e y s keep t r y i n g t o 

t e s t i f y . 

MR. STOVALL: Deb b i e , p l e a s e save t h a t 

t a p e . 

COMMISSIONER CARLSON: I d o n ' t have any 

more q u e s t i o n s . 
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CHAIRMAN LeMAY: Commissioner Weiss? 

COMMISSIONER WEISS: I have no 

q u e s t i o n s . 

CHAIRMAN LeMAY: Maybe I have one, j u s t 

c l a r i f i c a t i o n . 

EXAMINATION 

BY CHAIRMAN LeMAY: 

Q. Mr. C a r r , you were t h e r e , I t h i n k , a t 

t h e h e a r i n g when R e p r e s e n t a t i v e Max C o l l asked me 

wha t ' s t o p r e v e n t , I guess, t h e D i v i s i o n f r o m 

q u a l i f y i n g p r o j e c t s t h a t he f e l t p r o b a b l y 

s h o u l d n ' t be q u a l i f i e d . He knew a l i t t l e a b o u t 

o i l and gas. And he was i n f e r r i n g , I t h i n k , t h a t 

when you p u t a few bucks o u t t h e r e and e x p e c t a 

b i g t a x c r e d i t w h a t's g o i n g t o p r e v e n t t h a t ? 

I t h i n k my r e s p o n s e was, o f c o u r s e , t h e 

i n t e g r i t y o f t h e D i v i s i o n and t h i n g s o f t h a t 

n a t u r e . But g e t t i n g back t o i t e m s (3) and (4) on 

page 4, I know y o u ' r e g o i n g t o s u b m i t some 

a d d i t i o n a l i n f o r m a t i o n , b u t I hope maybe i n d o i n g 

t h a t , r e c o g n i z i n g t h e D i v i s i o n p r o b a b l y has some 

p r o b l e m s o r a t l e a s t w i l l have t h e d u t y o f 

r e l a t i n g t h e degr e e o f c a p i t a l i n v e s t m e n t w i t h 

t h e amount o f p r o d u c t i o n r e s p o n s e t h e y r e c e i v e . 

And you can v i s u a l i z e , or I t h i n k we 
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a l l can v i s u a l i z e s i t u a t i o n s where t h e r e w o u l d be 

some p r o d u c t i o n r e s p o n s e , maybe m i n o r , by d o i n g a 

v e r y m i n o r t h i n g . Would t h a t be s o m e t h i n g you 

t h i n k t h e l e g i s l a t u r e e n v i s i o n e d q u a l i f y i n g f o r a 

t a x c r e d i t ? Or was y o u r i m p r e s s i o n t h e y were 

l o o k i n g f o r s o m e t h i n g i n a more s u b s t a n t i a l 

n a t u r e ? By s u b s t a n t i a l , I mean c o s t 

i n v e s t m e n t - w i s e . 

A. I d o n ' t know i f I can speak t o what t h e 

i n t e n t o f t h e l e g i s l a t u r e was on t h a t p o i n t or i f 

anyone c o u l d . I t h i n k t h e k i n d s o f p r o j e c t s we 

were d i s c u s s i n g w i t h them were p r o j e c t s t h a t 

i n v o l v e s u b s t a n t i a l c a p i t a l i n v e s t m e n t and 

s u b s t a n t i a l r e t u r n . 

And so I t h i n k t h a t w h e t h e r t h e r e was 

any o v e r a l l l e g i s l a t i v e c o n s e n s u s , I b e l i e v e i n 

y o u r comments and o u r s t o R e p r e s e n t a t i v e C o l l and 

o t h e r s we were t a l k i n g a b o u t f a i r l y s u b s t a n t i a l 

p r o j e c t s . 

Q. I guess my o n l y q u e s t i o n or t h o u g h t on 

t h a t m a t t e r was, when you do s u p p l y a d d i t i o n a l 

i n f o r m a t i o n under i t e m C, page 4, w o u l d i t be 

p o s s i b l e t o b r i n g i n t h a t c o n c e p t t o some 

e x t e n t ? My f e a r , as Commissioner Weiss' comment 

was e a r l i e r a b o u t w h i s p e r i n g p o l y m e r . I mean, we 
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were i n v o l v e d , a l l o f us I t h i n k , when we had 

t i e r s o f p r i c e s f o r o i l and t h e gi m m i c k s t h a t 

were used i n t h e o i l p a t c h t o g e t a d d i t i o n a l 

p r i c e s . 

And i f t h e r e c o u l d be q u a l i f y i n g 

l a n g u a g e somehow t h a t w o u l d — y o u ' r e n o t g o i n g 

t o e l i m i n a t e t h a t , b u t a t l e a s t show t h e i n t e n t 

n o t t o have t h o s e t y p e s o f p r o j e c t s q u a l i f y i n g . 

A. We can c e r t a i n l y work on a d d i t i o n a l 

l a n g u a g e t h a t adds t o t h a t p o i n t i f you w o u l d 

l i k e . And I am c e r t a i n t h a t t h e l e g i s l a t u r e was 

i n t e n d i n g f o r you t o s t a n d t h e r e and p r e v e n t 

t h o s e p r o j e c t s t h a t w e r e n ' t r e a l l y a p p r o p r i a t e . 

Q. R i g h t . And t y i n g t h a t t o i t e m s (3) and 

( 4 ) , t h i s has been b r o u g h t up by e v e r y o n e who's 

q u e s t i o n e d y o u , I t h i n k t h e Exami n e r s w i l l need 

some c o s t s , e s t i m a t e d c o s t s . And somehow t h e 

c o s t s , t h e c o s t b e n e f i t r a t i o s , i f p o s s i b l e . I 

t h i n k t h i n g s l i k e t h a t a r e p r e t t y i m p o r t a n t i n 

q u a l i f y i n g enhanced p r o j e c t s t h a t w o u l d be 

c e r t i f i e d . 

MR. STOVALL: Mr. Chairman, i f I m i g h t 

jump i n , and p e r h a p s you've j u s t h i t on t h e word 

t h a t w i l l h e l p w i t h t h e l a n g u a g e . I f s o m e t h i n g 

l i k e " p r o j e c t e d c o s t s " or " e s t i m a t e d c o s t s " so i t 
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g e t s you o f f t h a t c o n c e r n , i t sounds l i k e you 

have, a b o u t l o c k i n g an o p e r a t o r i n t o an 

i n v e s t m e n t l e v e l . 

CHAIRMAN LeMAY: A g a i n I ' d l i k e t o 

s t r e s s somehow t h e c o s t b e n e f i t r a t i o , t h e i d e a 

i f s o m e t h i n g i s done, t h a t t h e r e s p o n s e s h o u l d 

somehow j u s t e c o n o m i c a l l y — and we're c h a r g e d 

w i t h t h a t r e s p o n s i b i l i t y — somehow r e l a t e t h e 

r e s p o n s e — somehow r e l a t e t o t h e c o s t s t h a t have 

been made and n o t used as a gimmick t o g e t 

a d d i t i o n a l t a x r e l i e f t h a t i s n ' t j u s t i f i e d by t h e 

l e v e l o f i n v e s t m e n t . 

THE WITNESS: W e ' l l work on some 

a d d i t i o n a l l a n g u a g e . 

CHAIRMAN LeMAY: Thank you, Mr. C a r r . 

CHAIRMAN LeMAY: Mr. Weiss? 

COMMISSIONER WEISS: One more comment 

a l o n g t h o s e l i n e s . I b e l i e v e t h e r e ' s p u b l i s h e d 

i n f o r m a t i o n f r o m t h e a c c o u n t i n g f i r m s as t o 

o p e r a t i n g c o s t s and d r i l i n g c o s t s , w h i c h i s 

p u b l i c k n o w l e d g e . There i s no p u b l i c knowledge 

on EOR c o s t s , so i t does have t o be a d d r e s s e d . 

THE WITNESS: Okay. 

CHAIRMAN LeMAY: A d d i t i o n a l q u e s t i o n s 

o f t h e w i t n e s s ? 
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Ms. Aubrey? 

MS. AUBREY: Thank you, Mr. LeMay. 

EXAMINATION 

BY MS. AUBREY: 

Q. Mr. C a r r , i n t a l k i n g a b o u t t h e 

i n c l u s i o n o f t h e c o m p l e t i o n language i n t h e 

s e c o n d a r y r e c o v e r y p r o j e c t p o r t i o n on page 2, I 

wondered i f g i v e n t h e p r o b l e m s t h a t we're h a v i n g 

w i t h t h e word " c o m p l e t i o n , " w o u l d i t meet t h e 

i n t e n t o f t h e a s s o c i a t i o n t o use t h e words 

" s u b s e q u e n t t o t h e c o n c l u s i o n o f " as opposed t o 

" c o m p l e t i o n o f " ? 

A. And a c t u a l l y t h a t w o u l d be — w o u l d 

have been p r e f e r a b l e l a n g u a g e . U n f o r t u n a t e l y t h e 

word " c o m p l e t i o n " i s i n t h e a c t . And so t o n o t 

be i n t h e p o s i t i o n o f r e w r i t i n g t h e s t a t u t e , we 

t h o u g h t i t was a p p r o p r i a t e t o l e a v e " c o m p l e t i o n " 

i n and change i t . 

C e r t a i n l y as t h e b i l l was p r e s e n t e d , 

t h e c o n c l u s i o n o f one phase b e f o r e you moved i n t o 

t h e o t h e r was what e v e r y o n e was t a l k i n g a b o u t . 

Q. I f , as Mr. S t o v a l l s u g g e s t e d , i t m i g h t 

be p o s s i b l e t o move y o u r l a n g u a g e t o a s e p a r a t e 

d e f i n i t i o n a l s e c t i o n , w o u l d i t meet t h e i n t e n t o f 

t h e a s s o c i a t i o n t o d e f i n e c o m p l e t i o n i n t h i s 
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c o n t e x t as t h e c o n c l u s i o n o f one phase p r i o r t o 

moving t o t h e o t h e r ? 

A. My u n d e r s t a n d i n g o f t h e comments a t our 

m e e t i n g s , y e s , t h a t w o u l d meet t h e i n t e n t . 

Q. You were asked some q u e s t i o n s by Mr. 

C a r l s o n a b o u t t h e a d d i t i o n o f t h e words "or 

o p e r a t i o n s " on page 5. And you were asked about 

t h e example o f i n f i l l d r i l l i n g . 

Would t h e change i n p a t t e r n a l i g n m e n t , 

of p a t t e r n r e a l i g n m e n t o f an e x i s t i n g p r o j e c t , i n 

y o u r o p i n i o n be an example o f t h e k i n d o f 

o p e r a t i o n s t h a t you were i n t e n d i n g t o c o v e r h e r e 

by t h e a d d i t i o n o f t h o s e words? 

A. That c o u l d be. And i t depends on what 

t h e o b j e c t i v e i s . And I t h i n k t h e c r i t i c a l t h i n g 

t h e r e i s t h a t t h e r u l e i s j u s t t o open t h e door 

so t h a t t h e s e t h i n g s can be b r o u g h t i n on a 

cas e - b y - c a s e b a s i s , and t h e n i t can be p l a c e d i n 

t h e d i s c r e t i o n o f t h e D i v i s i o n t o d e t e r m i n e i f 

l o o k i n g a t t h e s t a t u t e i f i n f a c t t h i s i s a 

q u a l i f y i n g p r o j e c t . 

MS. AUBREY: Thank you, Mr. C a r r . 

CHAIRMAN LeMAY: A d d i t i o n a l q u e s t i o n s 

o f t h e w i t n e s s ? Your l a s t chance a t t h i s guy. 

MR. STOVALL: We may r e c a l l him. 
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CHAIRMAN LeMAY: He may be e x c u s e d . 

L e t ' s t a k e a b o u t a 1 5 - m i n u t e b r e a k . 

[A r e c e s s was t a k e n . ] 

CHAIRMAN LeMAY: We s h a l l r e s u m e . 

Ms. A u b r e y . 

MS. AUBREY: T h a n k y o u , Mr. LeMay. I ' d 

l i k e t o c a l l my f i r s t w i t n e s s , Mr. Ron S m i t h . 

RON SMITH 

H a v i n g b e e n d u l y s w o r n u p o n h i s o a t h , was 

e x a m i n e d a n d t e s t i f i e d as f o l l o w s : 

EXAMINATION 

BY MS. AUBREY: 

Q. W o u l d y o u s t a t e y o u r name a n d y o u r 

e m p l o y m e n t f o r t h e r e c o r d , s i r ? 

A. My name i s Ron S m i t h . I w o r k f o r 

M a r a t h o n O i l Company. 

Q. What do y o u do f o r M a r a t h o n O i l 

Company? 

A. I am manager o f o i l r e c o v e r y t e c h n o l o g y 

i n o u r p e t r o l e u m t e c h n o l o g y c e n t e r i n L i t t l e t o n , 

C o l o r a d o . 

Q. Mr. S m i t h , h a v e y o u t e s t i f i e d 

p r e v i o u s l y b e f o r e t h e New M e x i c o O i l C o n s e r v a t i o n 

Commiss i o n ? 

A. I h a v e n o t . 
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Q. Would you r e v i e w y o u r p r o f e s s i o n a l 

b a c k g r o u n d f o r t h e Commissioners? 

A. I have a BS degr e e i n c h e m i s t r y , an MBA 

f r o m t h e U n i v e r s i t y o f C o l o r a d o . I have worked 

i n t h e enhanced o i l r e c o v e r y a r e a f o r 

a p p r o x i m a t e l y 21 y e a r s . 

Q. And s p e c i f i c a l l y what k i n d s o f d u t i e s 

do you have i n y o u r j o b now w i t h Marathon? 

A. I d i r e c t a s t a f f o f ab o u t 20 p e o p l e , 

w o r k i n g on v a r i o u s a s p e c t s o f enhanced o i l 

r e c o v e r y and t h e i m p l e m e n t a t i o n o f t h o s e 

p r o j e c t s , i n - f i e l d o p e r a t i o n s . 

Q. I n what s t a t e s do you d i r e c t t h o s e 

o p e r a t i o n s ? 

A. I am t h e d i r e c t s u p e r v i s o r o f t h e s e 

peop1e. 

Q. I n what s t a t e s does M a r a t h o n have t h e s e 

o p e r a t i o n s o n g o i n g ? 

A. A l l t h e way f r o m A l a s k a t o t h e N o r t h 

Sea t h r o u g h o u t t h e c o u n t r y . 

Q. A p p r o x i m a t e l y how many o p e r a t i o n s a r e 

you t a l k i n g a b o u t ? 

A. Oh, p r o b a b l y on t h e o r d e r o f 15 t o 20. 

Q. Mr. S m i t h , a r e you f a m i l i a r w i t h t h e 

s u b j e c t m a t t e r o f t o d a y ' s h e a r i n g ? 
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A. Yes, I am. 

Q. And a r e you p r e p a r e d t o speak t o 

M a r a t h o n O i l Company's comments by way o f 

a s s i s t a n c e t o t h e Commission i n d r a f t i n g r u l e s 

and r e g u l a t i o n s ? 

A. Yes, I am. 

MS. AUBREY: Mr. LeMay, I t e n d e r Mr. 

S m i t h as an e x p e r t i n enhanced o i l r e c o v e r y . 

CHAIRMAN LeMAY: H i s q u a l i f i c a t i o n s a r e 

a c c e p t a b l e . 

MS. AUBREY: Thank you. 

Q. Mr. S m i t h , can you b e g i n by d e s c r i b i n g 

M a r a t h o n O i l Company and i t s i n v o l v e m e n t i n a r e a s 

o f i m p r o v e d o i l r e c o v e r y ? 

A. W e l l , M a r a t h o n i s a f u l l y i n t e g r a t e d 

o i l company i n v o l v e d i n a l l a r e a s o f p e t r o l e u m 

b u s i n e s s f r o m e x p l o r a t i o n t o m a r k e t i n g . We have 

been q u i t e a c t i v e i n a l l a r e a s o f i m p r o v e d o i l 

r e c o v e r y f r o m t h e i n c e p t i o n o f a p r o j e c t t h r o u g h 

c o m p l e t i o n . Our work i n v o l v e s an i n t e g r a t e d 

e f f o r t o f g e o l o g i s t s , s c i e n t i s t s , m a t h e m a t i c i a n s , 

e n g i n e e r s . 

We have a s t r o n g e f f o r t on r e s e r v o i r 

management i n c l u d i n g r e s e r v o i r c h a r a c t e r i z a t i o n , 

an i m p o r t a n t p a r t o f any EOR p r o j e c t , r e s e r v o i r 
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e n g i n e e r i n g , s i m u l a t i o n o f p r o j e c t s . We have 

been i n v o l v e d i n a l l a r e a s o f EOR f r o m c h e m i c a l , 

t h e r m a l , gas i n j e c t i o n , and con f o r m a n c e 

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

We a r e a l s o a c t i v e i n t h e a r e a s o f 

o p e r a t i o n s i n c l u d i n g w e l l s t i m u l a t i o n , i m p r o v e d 

w e l l c o m p l e t i o n s , and t h e use o f h o r i z o n t a l 

w e l l s . We do have a t e c h n o l o g y c e n t e r i n 

L i t t l e t o n , C o l o r a d o . We employ 270 p e o p l e a t t h e 

c e n t e r . 

We a r e i n v o l v e d i n t h e p r o d u c t i o n , 

e x p l o r a t i o n , r e f i n i n g , and m a r k e t i n g a r e a s . And 

t h e b u d g e t o f t h i s c e n t e r i s a p p r o x i m a t e l y $30 

m i l l i o n a y e a r . I m i g h t make a p o i n t h e r e t h a t 

much o f t h a t $30 m i l l i o n i s used i n d e v e l o p i n g 

t e c h n o l o g y w h i c h w i l l be u t i l i z e d i n t h e s e EOR 

p r o j e c t s . 

Q. L e t me have you h e l p me w i t h some 

d e f i n i t i o n s b r i e f l y . Mr. S m i t h , you spoke o f 

con f o r m a n c e i m p r o v e m e n t . C o u l d you t e l l me what 

t h a t means? 

A. Conformance improvement i s t h e use o f a 

s u b s t a n c e , p e r h a p s an aqueous p o l y m e r s o l u t i o n or 

a foam, t o i m p r o v e t h e d i s t r i b u t i o n o f d r y f l u i d s 

w i t h i n a r e s e r v o i r . 
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Q. And t h a t ' s an a r e a i n w h i c h M a r a t h o n 

O i l Company has s p e c i f i c e x p e r i e n c e and 

e x p e r t i s e ; i s t h a t c o r r e c t ? 

A. T h a t ' s c o r r e c t . 

Q. Mr. S m i t h , you p u t t o g e t h e r a b o o k l e t 

o f e x h i b i t s f o r t h e Commission. Would you t u r n 

f i r s t t o what i s marked as y o u r E x h i b i t 1-A and 

r e v i e w t h a t e x h i b i t f o r t h e Co m m i s s i o n e r s . 

A. T h i s e x h i b i t was s i m p l y i n t e n d e d t o 

p o i n t o u t t h a t M a r a t h o n has been v e r y a c t i v e i n 

c h e m i c a l enhanced o i l r e c o v e r y . I f you l o o k a t 

t h e t o t a l o f t h e c h e m i c a l EOR as o f 1988, t h e 

most r e c e n t d a t a we were a b l e t o a c q u i r e f o r t h e 

i n d u s t r y , M a r a t h o n p r o d u c e d r o u g h l y o n e - t h i r d o f 

t h e t o t a l o i l p r o d u c e d by c h e m i c a l EOR i n t h e 

US . 

Q. L e t me have you l o o k now a t E x h i b i t 

l - B , w h i c h i s a p i e g r a p h e n t i t l e d , "Remaining 

O i l Resource A f t e r C o n v e n t i o n a l R e c o v e r y . " Can 

you e x p l a i n t h e c o l o r s and t h e r e l a t i o n s h i p o f 

t h a t f i g u r e f o r me? 

A. Yes. Q u i c k l y g o i n g o v e r i t , t h i s i s 

s i m p l y t h e p r e s e n t s t a t u s o f t h e US o i l 

r e s e r v e s . The g r e e n p i e segment r e p r e s e n t s 

c u m u l a t i v e p r o d u c t i o n t o d a t e . The p i n k and r e d 
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r e p r e s e n t p r o d u c t i o n t h a t i s e x p e c t e d b e f o r e 

o p e r a t i o n s cease. And t h e r e m a i n i n g w h i t e and 

b l u e segments r e p r e s e n t o i l t h a t w i l l n o t be 

r e c o v e r e d under c u r r e n t o p e r a t i o n s . 

The p o i n t I want t o s t r e s s i s t h a t o f 

t h a t 66 p e r c e n t o f t h e o i l i n p l a c e t h a t w i l l n o t 

be r e c o v e r e d by c u r r e n t methods, 19 p e r c e n t o f 

t h a t i s m o b i l e o i l t h a t i s movable b u t i s s i m p l y 

n o t p r o d u c e d because o f con f o r m a n c e p r o b l e m s o r 

c o n f i n e m e n t , compartment p r o b l e m s . 

Q. By t h a t do you mean t h a t t h e o i l i s 

p h y s i c a l l y t r a p p e d i n some way? 

A. Yes. I t ' s e i t h e r t r a p p e d i n 

compa r t m e n t s t h a t a r e u n t a p p e d by e x i s t i n g w e l l s , 

o r i t i s bypas s e d by t h e i n j e c t i o n f l u i d s t h a t 

a r e used i n t h e enhanced p r o d u c t i o n p r o j e c t . 

Q. I n t e r m s o f t h e m o b i l e o i l , what 

t e c h n i q u e s i n M a r a t h o n ' s e x p e r i e n c e a r e u s e f u l 

f o r r e c o v e r i n g t h a t o i l ? 

A. Of t h e m o b i l e o i l , a l a r g e p a r t o f i t 

i s c o n t a i n e d i n comp a r t m e n t s w i t h i n a r e s e r v o i r . 

That t y p e o f o i l can o n l y be a d d r e s s e d t h r o u g h 

i n f i l l d r i l l i n g o r p e r h a p s p a t t e r n r e a l i g n m e n t . 

Q. Mr. S m i t h , when you say i n f i l l 

d r i l l i n g , a r e you t a l k i n g a b o u t i n f i l l d r i l l i n g 
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f o r p u r p o s e s o f p r i m a r y p r o d u c t i o n or t o a s s i s t 

w i t h s e c o n d a r y p r o d u c t i o n ? 

A. Because t h e compartment was p r i o r t o 

t h i s o p e r a t i o n u n t a p p e d , i t w o u l d be p r i m a r y 

p r o d u c t i o n f r o m t h a t c o m p a rtment, a l t h o u g h i t may 

e x i s t i n a w a t e r f l o o d o r some t y p e o f a s e c o n d a r y 

o p e r a t i o n . 

An example w o u l d be a l e n s t h a t m i g h t 

be m i s s e d by e x i s t i n g w e l l s w i t h i n a w a t e r f l o o d . 

Q. And what do you mean by " p a t t e r n 

r e a l i g n m e n t " ? 

A. W e ' l l d i s c u s s t h a t — t h e n e x t w i t n e s s 

w i l l d i s c u s s t h a t i n a l i t t l e d e t a i l , b u t t h a t 

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

o f a p a t t e r n o f t e n t i m e s by 45 d e g r e e s . 

Q. Now, t h e s e a r e i n y o u r e x p e r i e n c e 

a c c e p t e d methods o f enhanced o i l r e c o v e r y ? 

A. Yes. An example, i n f i l l d r i l l i n g was 

s t u d i e d i n t h e Means F i e l d i n West Texas by 

a n o t h e r m a j o r o i l company. And t h e s t a t i s t i c a l 

s t u d y t h e y d i d i n d i c a t e d t h a t by h a v i n g t h e i r 

s p a c i n g , t h e y i n c r e a s e d o i l r e c o v e r y by 4 p e r c e n t 

o f t h e o r i g i n a l o i l i n p l a c e . T h i s was t r u e 

i n c r e m e n t a l r e c o v e r y , n o t j u s t a c c e l e r a t e d 

r e c o v e r y . 
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Q. I n y o u r p i e c h a r t , w h i c h i s E x h i b i t 

l - B , you show 47 p e r c e n t o f t h i s u n r e c o v e r e d o i l 

as b e i n g i m m o b i l e o i l . Can you e x p l a i n what you 

mean by t h a t t e r m and d e s c r i b e t h e t e c h n i q u e s 

t h a t M a r a t h o n has f o u n d o v e r t h e y e a r s a r e u s e f u l 

and e f f i c i e n t i n r e c o v e r i n g t h a t i m m o b i l e o i l ? 

A. The i m m o b i l e o i l , o f c o u r s e , e x i s t s 

because o i l and d r i v i n g f l u i d , b e i n g u s u a l l y 

w a t e r o r gas, a r e i m m i s c i b l e . R ecovery c o u l d be 

i m p r o v e d t h e r e f o r by r e d u c i n g t h e s u r f a c e f o r c e s , 

making t h e d r i v e f l u i d appear i m m i s c i b l e w i t h t h e 

o i l by u s i n g h e a t t o r e d u c e v i s c o s i t y and cause 

s w e l l i n g o f t h e o i l and t h e use o f s o l v e n t s , such 

as t h e COg i n j e c t i o n p r o c e s s , w h i c h we a r e v e r y 

f a m i 1 i a r w i t h . 

These t e c h n i q u e s a r e a l l w e l l s t u d i e d 

and p r e s e n t l y b e i n g u t i l i z e d by many p e o p l e 

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

Q. Are t h e s e t e c h n i q u e s a p p l i c a b l e t o b o t h 

p r o d u c i n g and i n j e c t i n g w e l l s , i n j e c t i o n w e l l s i n 

y o u r e x p e r i e n c e ? 

A. No. I'm s o r r y . S t a t e t h e q u e s t i o n 

a g a i n . 

Q. I n y o u r e x p e r i e n c e i n u s i n g some o f 

t h e s e t e c h n i q u e s , a r e you t a l k i n g a b o u t s t r i c t l y 
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u s i n g them on i n j e c t i o n w e l l s , o r a r e you a l s o 

t a l k i n g a b o u t t r e a t m e n t s on p r o d u c i n g w e l l s ? 

A. - These l a s t t e c h n i q u e s , i n c l u d i n g 

s u r f a c t a n t s h e a t and s o l v e n t s , a r e t y p i c a l l y used 

i n a d r i v e s y s t e m where t h e y ' r e i n j e c t e d i n an 

i n j e c t i o n w e l l and f o r c e d t o a p r o d u c i n g w e l l . 

However, i n some v e r y s m a l l c o m p a r t m e n t a l i z e d 

r e s e r v o i r s , i t i s n o t o n l y f e a s i b l e , b u t has been 

d e m o n s t r a t e d t h a t c y c l i c p r o c e s s e s can be 

e f f e c t i v e i n r e c o v e r i n g i n c r e m e n t a l o i l . 

Q. What i s a c y c l i c p r o c e s s , Mr. Smith? 

A. I t ' s a p r o c e s s i n w h i c h h e a t o r gas i s 

i n j e c t e d i n t o a p r o d u c i n g w e l l , a l l o w e d t o soak. 

Energy i s t h e r e b y p r o v i d e d t o t h e f o r m a t i o n . The 

w e l l i s p u t back on p r o d u c t i o n , and o i l i s 

d i s p l a c e d back i n t o t h e w e l l . 

Q. And i n y o u r e x p e r i e n c e , s i r , i s t h i s an 

a c c e p t e d method o f enhanced o i l r e c o v e r y ? 

A. I t ' s a r a t h e r new t e c h n o l o g y b u t has 

been f a i r l y w i d e l y used i n t h e p a s t f i v e o r s i x 

y e a r s . 

Q. L e t me have you l o o k now a t y o u r n e x t 

e x h i b i t , w h i c h i s E x h i b i t 1-C. Can you e x p l a i n 

t h e s i g n i f i c a n c e o f t h a t e x h i b i t t o t h e 

Commissioners? 
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A. 1-C d e m o n s t r a t e s t h e c o n c e p t o f a r e a l l y 

b y p a s s e d o i l , a r e a l c o n f o r m a n c e p r o b l e m s . The 

example h e r e shows t h a t e i t h e r because o f 

h e t e r o g e n e i t i e s i n t h e r e s e r v o i r o r v i s c o s i t y 

d i f f e r e n c e s between t h e d r i v e f l u i d s , o i l l e f t i n 

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

Q. And what t e c h n i q u e w o u l d you be 

s p e a k i n g t o i n d e s c r i b i n g how you w o u l d r e c o v e r 

t h i s a r e a l l y b y p a s s e d o i l ? 

A. T e c h n i q u e s such as m o b i l i t y c o n t r o l 

u s i n g p o l y m e r s i n a w a t e r f l o o d o p e r a t i o n , p e r h a p s 

foam i n a gas i n j e c t i o n p r o j e c t . A t e c h n i q u e 

t h a t we have f o u n d q u i t e e f f i c i e n t i s t h e use o f 

co n f o r m a n c e t r e a t m e n t s i n w h i c h some o f t h e s e 

c h a n n e l s a r e b l o c k e d by a r a t h e r permanent 

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

And, l a s t l y , i n f i l l d r i l l i n g and 

p a t t e r n r e a l i g n m e n t . You can see i n t h i s 

e xample, i f you d r i l l e d w e l l s i n t h e upper l e f t 

c o r n e r and b o t t o m r i g h t c o r n e r , you c o u l d t a p 

t h a t o i l t h a t i s l e f t unswept by t h i s e x i s t i n g 

p a t t e r n . 

Q. L e t me have you l o o k now a t E x h i b i t 

1-D, w h i c h i s an e x h i b i t w h i c h shows, g r a p h i c a l l y 

shows t h e v e r t i c a l l y b y p a s s e d m o b i l e o i l . What 
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t e c h n i q u e i s u s e f u l f o r r e c o v e r i n g t h a t 

p a r t i c u l a r t y p e o f o i l ? 

A. A g a i n a commonly used t e c h n i q u e i s 

p o l y m e r i n j e c t i o n f o r w a t e r f l o o d i n g o p e r a t i o n s . 

And more r e c e n t l y foams a r e i n t h e p r o c e s s o f 

b e i n g t e s t e d , i n f a c t i n New Me x i c o , f o r gas 

i n j e c t i o n p r o j e c t s . 

Q. Mr. S m i t h , you p a r t i c i p a t e d i n some 

m e e t i n g s w i t h t h e New Mexico O i l & Gas 

A s s o c i a t i o n i n c o n n e c t i o n w i t h t h e comments t h a t 

t h e a s s o c i a t i o n has made t o d a y on t h e la n g u a g e o f 

t h e r u l e s and r e g u l a t i o n s ; i s t h a t c o r r e c t ? 

A. T h a t ' s c o r r e c t . 

Q. And i s M a r a t h o n g e n e r a l l y i n agreement 

w i t h t h e comments made by t h e New Mexico O i l & 

Gas A s s o c i a t i o n ? 

A. Yes. 

Q. So M a r a t h o n was p a r t o f t h a t group? 

A. T h a t ' s c o r r e c t . 

Q. I s i t c o r r e c t , Mr. S m i t h , t h a t because 

M a r a t h o n ' s s u b s t a n t i a l e x p e r i e n c e i n enhanced o i l 

r e c o v e r y o v e r t h e y e a r s , p a r t i c u l a r l y i n 

c o n n e c t i o n w i t h some p r o j e c t s t h a t Mr. Kent w i l l 

be t a l k i n g a b o u t , t h a t you f e l t i t w o u l d be 

h e l p f u l t o t h e Commission t o have a s e p a r a t e 
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p r e s e n t a t i o n ? 

A. T h a t ' s c o r r e c t . 

Q. Do you have a n y t h i n g you'd l i k e t o add 

t o y o u r t e s t i m o n y , Mr. Smith? 

A. One b r i e f comment. The conformance 

t r e a t m e n t s t h a t I b r i e f l y m e n t i o n e d i n my 

d i s c u s s i o n s a r e t h e use o f r a t h e r s m a l l s l u g 

s i z e s o f c h e m i c a l s . We w i l l show some examples 

of t h e t y p e s and q u a n t i t i e s o f t h e c h e m i c a l s 

i n v o l v e d . These have been q u i t e e f f e c t i v e , 

p r o d u c e d v e r y s i g n i f i c a n t amounts o f o i l . 

I w o u l d say t h a t o ur company and o t h e r 

companies have d e v o t e d a good d e a l o f r e s e a r c h 

c o s t s t o t h e s e p r o j e c t s w i t h t h e g o a l b e i n g t o 

make them v e r y c o s t e f f e c t i v e . 

From p r i o r comments, I w o r r y a b i t t h a t 

we m i g h t be p e n a l i z e d f o r p r o d u c i n g s i g n i f i c a n t 

amounts o f i n c r e m e n t a l o i l w i t h o u t s p e n d i n g l a r g e 

sums o f money on t h e f r o n t end. I t a l l , I guess, 

b o i l s back t o what l a r g e amounts o f money a r e 

c o n s i d e r e d , what t h e c o n c e p t o f l a r g e amounts o f 

money a r e . 

Q. L e t me f o l l o w up on t h a t a l i t t l e b i t , 

Mr. S m i t h . As I u n d e r s t a n d what y o u ' r e s a y i n g , 

M a r a t h o n has s p e n t a number o f y e a r s d o i n g 
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r e s e a r c h and de v e l o p m e n t i n t h e a r e a o f enhanced 

o i l r e c o v e r y ; i s t h a t c o r r e c t ? 

A. T h a t ' s c o r r e c t . 

Q. And t h o s e y e a r s o f r e s e a r c h and 

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

t h e c o s t o f d o i n g t h a t r e s e a r c h and deve l o p m e n t 

w i l l n e c e s s a r i l y be r e f l e c t e d i n t h e t e c h n o l o g y 

t h a t M a r a t h o n i s a b l e t o a p p l y t o a p r o j e c t 

t o d a y ? 

A. T h a t ' s c o r r e c t . 

Q. Do you b e l i e v e t h a t a company s h o u l d be 

p e r m i t t e d and i n f a c t e n c o u r a g e d t o b r i n g t h i s 

t e c h n o l o g y t o t h e S t a t e o f New Mexico and a p p l y 

f o r t h e s e p r o j e c t s even where t h e money has been 

s p e n t o v e r t h e y e a r s and w i l l n o t n e c e s s a r i l y be 

r e f l e c t e d i n t h e a c t u a l c a p i t a l o u t l a y f o r a 

p a r t i c u l a r p r o j e c t ? 

A. I t h i n k i t s h o u l d be t a k e n under 

c o n s i d e r a t i o n . 

Q. I n t e r m s o f y o u r a n a l y s i s o f t h e 

p r o p o s e d r e g u l a t i o n s and t h e s t a t u t e e n a c t e d by 

t h e l e g i s l a t u r e , do you u n d e r s t a n d t h a t i t ' s 

c o n s i s t e n t w i t h t h e l e g i s l a t i v e i n t e n t t o 

enc o u r a g e e f f i c i e n t use o f company r e s o u r c e s i n 

t e r m s o f n o t s p e n d i n g enormous sums o f money t o 
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r e c o v e r o i l w h i c h c o u l d be r e c o v e r e d by a company 

who had p e r f o r m e d t h a t t a s k e f f i c i e n t l y and u s i n g 

i t s p r i o r e x p e r i e n c e ? 

A. Yes. 

Q. Any o t h e r comments you'd l i k e t o make, 

s i r ? 

A. J u s t one a d d i t i o n a l comment i n t h a t 

r e g a r d . The use o f such t e c h n o l o g y t h a t m i g h t be 

q u i t e c o s t - e f f e c t i v e w o u l d have t h e a d d i t i o n a l 

b e n e f i t o f r a t h e r expanded use t h r o u g h o u t t h e 

s t a t e i n w h i c h o p e r a t o r s m i g h t be a b l e t o 

im p l e m e n t t h i s t e c h n o l o g y ; whereas, t h e y m i g h t 

n o t be a b l e t o a f f o r d t h e l a r g e f r o n t - e n d c o s t s 

a s s o c i a t e d w i t h p e r h a p s a 00^ p r o j e c t . 

MS. AUBREY: Thank you, Mr. S m i t h . 

CHAIRMAN LeMAY: Q u e s t i o n s o f t h e 

w i t n e s s ? 

MR. STOVALL: I assume Mr. Pearce 

d o e s n ' t have any. I ' v e j u s t g o t one. 

EXAMINATION 

BY MR. STOVALL: 

Q. I assume t h a t you and y o u r company a r e 

p r e p a r e d t o come down and d i s c u s s t h e s p e c i f i c 

a p p l i c a t i o n o f t h i s p r o c e s s t o a s p e c i f i c p r o j e c t 

a t t h e t i m e you seek c e r t i f i c a t i o n and a p p r o v a l 
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o f t h a t s p e c i f i c p r o j e c t ; i s t h a t c o r r e c t ? 

A. Yes, we w i l l . 

MR. STOVALL: Thank you. 

CHAIRMAN LeMAY: A d d i t i o n a l q u e s t i o n s ? 

Commissioner C a r l s o n . 

COMMISSIONER CARLSON: I s y o u r n e x t 

w i t n e s s g o i n g t o a d d r e s s t h e s p e c i f i c l a n g u a g e 

changes y o u ' r e t a l k i n g a b o u t ? 

MS. AUBREY: Yes, Mr. C a r l s o n , he w i l l . 

COMMISSIONER CARLSON: Thank you. No, 

I d o n ' t . 

CHAIRMAN LeMAY: Commissioner Weiss? 

COMMISSIONER WEISS: Yes, I have a 

c oup1e. 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. How do you d e t e r m i n e compartments? How 

do you l o c a t e them? 

A. That i s n o t an easy t a s k , o f c o u r s e . 

There a r e s e v e r a l t e c h n i q u e s t h a t a r e b e i n g 

a t t e m p t e d t o be used now, i n c l u d i n g some h i g h 

r e s o l u t i o n s e i s m i c t e c h n i q u e s , b o t h downhole as 

w e l l as h i g h r e s o l u t i o n 3-D s u r f a c e s e i s m i c . 

Sometimes you can a l s o d e t e r m i n e 

b o u n d a r y e f f e c t s i n p r e s s u r e t r a n s i e n t t e s t s . 
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And sometimes a s i m p l e good g e o l o g i c a l model w i l l 

g i v e you a c l u e as t o t h e a r e a s where t h e s e 

c o m p a r t m e n t s may be l o c a t e d . 

Q. Do you e n v i s i o n t h i s as a t y p e o f 

i n f o r m a t i o n t h a t w i l l be p r e s e n t e d t o an 

Examiner ? 

A. I f t h a t i n f o r m a t i o n i s a v a i l a b l e and 

f o r you t o have r e a s o n t o b e l i e v e or f o r t h e 

d e p a r t m e n t t o b e l i e v e t h a t i t w o u l d p r o v i d e 

i n c r e m e n t a l r e c o v e r y , I t h i n k t h a t t y p e o f 

i n f o r m a t i o n w o u l d have t o be p r o v i d e d , y e s . 

Q. And a n o t h e r s i m i l a r q u e s t i o n , how do 

you d e t e r m i n e a r e a l l y or v e r t i c a l l y b y passed o i l ? 

A. W e l l , we o f t e n t i m e s i n f e r i t f r o m 

p r o d u c t i o n l o g s r u n on i n j e c t i o n and p r o d u c i n g 

w e l l s . We see what zones t h e o i l or t h e f l u i d s 

a r e b e i n g p r o d u c e d f r o m and t h e r e b y i n f e r t h e 

zones t h a t a r e n o t b e i n g swept. T h a t ' s i n t h e 

case o f t h e v e r t i c a l sweep e f f i c i e n c y . 

A r e a l l y , one o f t h e t e c h n i q u e s t h a t we 

commonly use i s t h e use o f t r a c e r s , c h e m i c a l 

t r a c e r s . And by m o d e l i n g t h e t r a c e r r e s p o n s e , 

you can a t l e a s t e s t i m a t e t h e a r e a l sweep 

e f f i c i e n c y o f t h e d r i v e p r o c e s s . 

Q. I s t h i s t h e k i n d o f t h i n g a g a i n t h a t 
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you e n v i s i o n b e i n g p r e s e n t e d t o an Examiner? 

A. Yes. 

Q. And t h e n , l a s t l y , what a r e Mar a t h o n ' s 

EOR p l a n s f o r New Mexico? 

A. I t h i n k t h e n e x t w i t n e s s w i l l a d d r e s s 

t h a t i n a l i t t l e more d e t a i l . But t h e 

co n f o r m a n c e improvement t r e a t m e n t s , we have some 

d e f i n i t e p l a n s i n t h a t a r e a . I b e l i e v e we have 

some w a t e r f l o o d s t h a t a r e p l a n n e d . And we w i l l 

a t l e a s t be p a r t i c i p a t i n g i n u n i t o p e r a t i o n s i n 

a l m o s t a l l o f t h e EOR t e c h n i q u e s t h a t I have 

d i s c u s s e d t o d a y . 

Q. Thank y o u . And M a r a t h o n ' s e x p e r t i s e i n 

EOR i s c e r t a i n l y r e c o g n i z e d , w e l l - k n o w n . 

A. Thank you. 

EXAMINATION 

BY CHAIRMAN LeMAY: 

Q. Mr. S m i t h , were you p a r t o f any 

l e g i s l a t i v e h e a r i n g s i n t h e enact m e n t o f t h i s 

b i l l ? D i d you t a k e p a r t i n any o f t h e h e a r i n g s , 

or were you t h e r e ? 

A. I d i d n o t . 

Q. Do you f e e l q u a l i f i e d t o comment on t h e 

l e g i s l a t i v e i n t e n t w i t h t h e a c t , n o t b e i n g t h e r e ? 

A. I have s t u d i e d t h e a c t , have r e v i e w e d 
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i t b o t h i n t h e NMOGA d e l i b e r a t i o n s and w i t h our 

p e o p l e t h a t were i n v o l v e d i n t h e h e a r i n g s . And 

f r o m t h a t a s p e c t , I do f e e l somewhat 

k n o w l e d g e a b l e a b o u t t h e p r o c e s s . 

Q. About l e g i s l a t i v e i n t e n t ? 

A. No, p r o b a b l y n o t . P r o b a b l y n o t . 

Q. Was y o u r t e s t i m o n y t h a t you f e l t -- I 

was c o n f u s e d . The R and D c o s t s i n c u r r e d by 

M a r a t h o n , t h e r e s e a r c h and d e v e l o p m e n t , do you 

t h i n k t h a t p a r t o f t h a t s h o u l d be r e c o v e r e d 

t h r o u g h t h e t a x c r e d i t ? 

A. No. What I was r e f e r r i n g t o i n t h e 

con f o r m a n c e improvement t r e a t m e n t s , f o r i n s t a n c e , 

t h a t i s , as you w i l l see i n t h e upcoming 

e x h i b i t s , i t was a q u i t e c o s t - e f f e c t i v e p r o c e s s . 

I t ' s c o s t e f f e c t i v e based on t h e amount o f 

c h e m i c a l s i n j e c t e d and t h e c o s t o f c o n d u c t i n g t h e 

o p e r a t i o n s . 

However, t h e r e was a s i g n i f i c a n t 

amount, l i t e r a l l y m i l l i o n s o f d o l l a r s s p e n t on 

t h e R and D and f i e l d t e s t i n g o f t h e p r o c e s s 

p r i o r t o t h a t b e i n g i n s t i t u t e d on a wi d e b a s i s . 

So I w o u l d -- my i n t e n t was t h a t t h e s e c o s t s be 

c o n s i d e r e d when we l o o k a t t h e c o s t o f t h e 

p r o j e c t b e i n g i n s t i t u t e d , maybe n o t on a f i r m 
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d o l l a r b a s i s , b u t r e a l i z i n g t h a t we have p u t a 

g r e a t d e a l o f i n v e s t m e n t i n t o t h i s t e c h n o l o g y . 

CHAIRMAN LeMAY: Thank you. 

A d d i t i o n a l q u e s t i o n s o f t h e w i t n e s s ? 

I f n o t , he may be excused. 

C a l l y o u r n e x t w i t n e s s , Ms. Aubrey. 

MS. AUBREY: C a l l C r a i g Kent. 

CRAIG KENT 

H a v i n g been d u l y sworn upon h i s o a t h , was 

examined and t e s t i f i e d as f o l l o w s : 

EXAMINATION 

BY MS. AUBREY: 

Q. Would you s t a t e y o u r name and by whom 

you a r e employed? 

A. My name i s C r a i g K e n t , and I'm employed 

by M a r a t h o n O i l Company i n M i d l a n d , Texas. 

Q. What's y o u r o c c u p a t i o n , s i r ? 

A. I'm a r e s e r v o i r e n g i n e e r . 

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

t h e New Mexico O i l C o n s e r v a t i o n Commission or i t s 

D i v i s i o n and had y o u r q u a l i f i c a t i o n s a c c e p t e d as 

a m a t t e r o f r e c o r d ? 

A. Yes, I have. 

Q. Have you r e v i e w e d t h e Enhanced O i l 

R e c o v e r y s t a t u t e and t h e p r o p o s e d r e g u l a t i o n s by 
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t h e D i v i s i o n ? 

A . Yes, I have. 

Q • Are you f a m i l i a r w i t h t h e s u b j e c t 

m a t t e r o f t o d a y ' s h e a r i n g ? 

A . Yes, I am. 

MS. AUBREY: Mr. LeMay, I t e n d e r Mr. 

Kent as an e x p e r t w i t n e s s . 

CHAIRMAN LeMAY: H i s q u a l i f i c a t i o n s a r e 

a c c e p t a b l e . 

s t a r t w i t h y o u r e x h i b i t s , can you t a l k b r i e f l y 

a b o u t M a r a t h o n ' s enhanced o i l r e c o v e r y p l a n s i n 

t h e s t a t e o f New Mexico s p e c i f i c a l l y i n 

c o n n e c t i o n w i t h t h e r u l e s and r e g u l a t i o n s and 

l e g i s l a t i o n we're d i s c u s s i n g t o d a y ? 

A. Yes, I can b r i e f l y a d d r e s s t h a t . 

M a r a t h o n i s c u r r e n t l y a c t i v e i n i m p l e m e n t i n g a 

number o f w a t e r f l o o d o p e r a t i o n s i n s o u t h e a s t New 

M e x i c o , as w e l l as p a r t i c i p a t i n g w i t h o t h e r 

o p e r a t o r s i n u n i t i z e d f i e l d s such as Arrowhead, 

N o r t h Monument, w h i c h have j u s t r e c e n t l y come on 

l i n e , as w e l l as t h e vacuum f i e l d , w h i c h i s 

s c h e d u l e d t o be on l i n e o r t o be u n i t i z e d i n t h e 

near t e r m . 

Q. Mr. K e n t , you p r e p a r e d some e x h i b i t s 

Q. (BY MS. AUBREY) Mr. K e n t , b e f o r e we 
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w h i c h a r e i n c l u d e d i n M a r a t h o n ' s b o o k l e t . I n t h e 

f i r s t s e t , E x h i b i t s E t h r o u g h I , r e f e r t o a 

p r o j e c t w h i c h M a r a t h o n c o n d u c t e d up i n Wyoming; 

i s t h a t c o r r e c t ? 

A. T h a t ' s c o r r e c t . 

Q. Co u l d you r e v i e w , v e r y b r i e f l y r e v i e w 

t h o s e e x h i b i t s f o r t h e C o m m i s s i o n e r s , and w h i l e 

y o u ' r e d o i n g t h a t , r e l a t e y o u r e x p e r i e n c e i n t h a t 

p r o j e c t t o y o u r comments on t h e p r o p o s e d r u l e s 

and r e g u l a t i o n s ? 

A. Yes, I w i l l . E x h i b i t E i s b a s i c a l l y a 

f i e l d d a t a s h e e t o r a summary o f t h e Oregon B a s i n 

f i e l d i n Park County, Wyoming, s p e c i f i c a l l y t h e 

s o u t h dome o f t h a t f i e l d . I t was d i s c o v e r e d i n 

1928 and p r o d u c e s f r o m p r i m a r i l y two f o r m a t i o n s , 

t h e Embar, w h i c h i s o f Permian age, and t h e 

T e n s l e e p , w h i c h i s P e n n s y l v a n i a n . 

The Embar w o u l d be somewhat s i m i l a r i n 

c h a r a c t e r i s t i c s t o t h e San Andres o f t h e Permian 

B a s i n , b e i n g a f r a c t u r e d c a r b o n a t e r e s e r v o i r . 

O r i g i n a l l y t h e f i e l d was under s o l u t i o n gas d r i v e 

w i t h some edge w a t e r d r i v e and i s c u r r e n t l y under 

w a t e r f l o o d o p e r a t i o n s . 

As you can see, i t ' s c u r r e n t l y spaced 

on between 10 and 20 a c r e s and o c c u p i e s about 
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6,000 a c r e s t h a t a r e p r o d u c t i v e . 

Q. When you say, s i r , t h a t i t ' s c u r r e n t l y 

u n der w a t e r f l o o d , i s t h a t t h e o n l y t e c h n i q u e 

t h a t ' s been a p p l i e d t o enhance t h e o i l r e c o v e r y ? 

A. No. P r i o r t o t h e w a t e r f l o o d 

o p e r a t i o n s , t h i s f i e l d was under a p o l y m e r 

augmented w a t e r f l o o d t o h e l p i m p r o v e sweep 

e f f i c i e n c i e s . 

Q. I s t h a t t h e o p e r a t i o n i n w h i c h M a r a t h o n 

was i n v o l v e d ? 

A. Yes, i t i s . 

Q. L e t me have you l o o k a t E x h i b i t 1-F. 

We t a l k e d a l i t t l e b i t a b o u t t h e c o s t s o f 

enhanced o i l r e c o v e r y . And t h e r e have been some 

q u e s t i o n s f r o m t h e C o m m i s s i o n e r s . Can you use 

t h i s e x h i b i t t o h e l p e x p l a i n M a r a t h o n ' s p o s i t i o n 

on c o s t and t h e e f f i c i e n c y o f some o f i t s 

t e c h n i q u e s ? 

A. Yes. B a s i c a l l y t h i s e x h i b i t i s a 

d e s c r i p t i o n o f j e l l c o n f o r m a n c e t r e a t m e n t s t h a t 

we've p e r f o r m e d i n t h e Oregon B a s i n f i e l d s i n c e 

1984. To d a t e we've p e r f o r m e d 39 such t r e a t m e n t s 

a t a c o s t o f $1.8 m i l l i o n , pumping a l m o s t h a l f a 

m i l l i o n b a r r e l s o f j e l l , and r e c o v e r i n g 

a p p r o x i m a t e l y 4 m i l l i o n b a r r e l s o f o i l t h a t w o u l d 
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have o t h e r w i s e been l e f t i n t h e r e s e r v o i r . 

Q. The 4 m i l l i o n b a r r e l s o f o i l , 

a p p r o x i m a t e l y 4 m i l l i o n t h a t ' s shown on y o u r 

e x h i b i t , i s t h a t t h e i n c r e m e n t a l r e c o v e r y ? 

A. That i s t h e i n c r e m e n t a l r e c o v e r y . 

Q. The a d d i t i o n a l r e c o v e r y ? 

A. T h a t ' s c o r r e c t . 

Q. There have been some q u e s t i o n s a b o u t 

some p r o b l e m s i n t h e p a s t i n t e r m s o f w h i s p e r i n g 

p o l y m e r . Can you t a l k a b o u t how Ma r a t h o n ' s 

i n j e c t i o n o f , I b e l i e v e you s a i d , h a l f a m i l l i o n 

b a r r e l s o f j e l l i s a s u b s t a n t i a l p r o j e c t ? 

A. B a s i c a l l y , i f you b r e a k t h a t down, 

we're pumping a p p r o x i m a t e l y 12,000 b a r r e l s o f 

j e l l p e r j o b . So we're n o t — we're t r y i n g t o 

c o n t a c t an a r e a t h a t ' s s i g n i f i c a n t l y o u t away 

f r o m t h e w e l l b o r e , p r o b a b l y n o t on a r e s e r v o i r 

t y p e s c a l e , b u t c e r t a i n l y more t h a n j u s t pumping 

i n a c o u p l e o f b a r r e l s o f j e l l and c a l l i n g i t 

good . 

Q. Would t h i s e x h i b i t be t y p i c a l , a l t h o u g h 

n o t i d e n t i c a l t o , b u t t y p i c a l o f t h e t y p e o f 

p r o j e c t t h a t M a r a t h o n i s t a l k i n g a b o u t 

p a r t i c u l a r l y i n t e r m s o f j e l l c o n f o r m a n c e 

t r e a t m e n t s and i t s d e s i r e t o add t h a t t y p e o f 
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t r e a t m e n t t o t h e d e f i n i t i o n a l s e c t i o n o f t h e 

r e g u l a t i o n s ? 

A. Yes, i t i s . 

Q. Do you have any o t h e r comments t o make 

on E x h i b i t 1-F, Mr. Kent? 

A. I guess b a s i c a l l y we b e l i e v e t h a t i t i s 

i n t e n d e d t h a t t h e s t a t e i s w a n t i n g us t o come 

f o r t h w i t h p r o j e c t s t h a t w i l l r e c o v e r more o i l 

and a l s o do t h a t i n an e f f i c i e n t manner, w h e t h e r 

t h a t may be by any t y p e o f low c o s t method or n o t 

n e c e s s a r i l y low c o s t , b u t l o w e r c o s t when 

compared t o l a r g e s c a l e C0 2 f l o o d s . 

Q. Do you know, s i r , w h e t h e r or n o t , f o r 

i n s t a n c e , t h e j e l l c o n f o r m a n c e t r e a t m e n t method 

i s g e n e r a l l y l o w e r c o s t t h a n a CO^ f l o o d ? 

A. Yes, i t i s . 

Q. Do you have any o t h e r comments about 

t h a t e x h i b i t , s i r ? 

A. No, I d o n ' t . 

Q. L e t ' s move on t o y o u r E x h i b i t 1-G. Can 

you e x p l a i n t h a t t o t h e Commissioners? 

A. B a s i c a l l y E x h i b i t 1-G i s j u s t a s i m p l e 

d i a g r a m o f what i s r e q u i r e d t o p e r f o r m one o f 

t h e s e j e l l c o n f o r m a n c e t r e a t m e n t s . An aqueous 

p o l y m e r s o l u t i o n i s mixed w i t h a c h r o m i c 
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c r o s s l i n k s o l u t i o n whose c o n c e n t r a t i o n i s 

c o n t r o l l e d by a m e t e r i n g pump and i s t h e n mixed 

i n a s t a t i c m i x e r and pumped downhole. 

And g e n e r a l l y t h e s e t r e a t m e n t s t a k e 

anywhere f r o m s e v e r a l days t o s e v e r a l weeks 

d e p e n d i n g on t h e s l u g s i z e as w e l l as t h e 

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

Q. Now, Mr. K e n t , E x h i b i t 1-H g r a p h i c a l l y 

shows t h e Oregon B a s i n f i e l d i n Wyoming t h a t you 

were d i s c u s s i n g e a r l i e r ; i s t h a t c o r r e c t ? 

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

Q. What a r e t h e r e d s q u a r e s on t h a t 

e x h i b i t ? 

A. The r e d s q u a r e s i n d i c a t e f i v e 

p a r t i c u l a r i n j e c t i o n w e l l s t h a t we p e r f o r m e d 

c o n f o r m a n c e t r e a t m e n t s on t o t r y t o im p r o v e t h e 

sweep e f f i c i e n c y o f a p o l y m e r f l o o d . At t h i s 

t i m e when t h e s e c o n f o r m a n c e t r e a t m e n t s were done, 

t h e f i e l d was under a c t i v e p o l y m e r f l o o d . 

And what we had seen h a p p e n i n g was we 

were h a v i n g c h a n n e l s due t o n a t u r a l f r a c t u r i n g 

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

s t r a i g h t f r o m an i n j e c t i o n w e l l t o a p r o d u c i n g 

w e l l and n o t c o n t a c t i n g v e r y much r e s e r v o i r a r e a 

a t a l l . 
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Q. Now, t h e y e l l o w a r e a on t h a t e x h i b i t , 

i s t h a t — what i s t h a t ? 

A. The y e l l o w a r e a i s t h e a r e a i n w h i c h we 

saw a p o s i t i v e r e s p o n s e f r o m t h e s e j e l l 

c o n f o r m a n c e t r e a t m e n t s . 

Q. So t h a t ' s n o t a u n i t b o u n d a r y or some 

a r t i f i c i a l d e s i g n a t i o n ? 

A. No. T h i s i s j u s t a p o r t i o n . What you 

see i n t h i s map i s j u s t a p o r t i o n o f t h e 

n o r t h e a s t p a r t o f t h e s o u t h dome. As I s a i d , t h e 

y e l l o w p o r t i o n i s j u s t t h e a r e a t h a t saw a 

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

Q. And t h a t ' s t h e a r e a w h i c h saw a 

p o s i t i v e r e s p o n s e f r o m t h e s e f i v e w e l l s i n w h i c h 

you t r e a t e d ? 

A. T h a t ' s c o r r e c t . 

Q. L e t me have you move on now t o t h e n e x t 

e x h i b i t , E x h i b i t 1-1, w h i c h i s a p r o d u c t i o n 

g r a p h . Can you r e v i e w f o r t h e Commissioners what 

t h a t e x h i b i t shows i n r e g a r d s t o t h e r e s p o n s e t o 

j e l l c o n f o r m a n c e t r e a t m e n t s i n t h e Oregon B a s i n ? 

A. Yes, I can. B a s i c a l l y t h i s i s a 

p r o d u c t i o n g r a p h s h o w i n g p r o d u c t i o n and i n j e c t i o n 

t h a t was o n g o i n g i n t h e y e l l o w h i g h l i g h t e d a r e a 

of t h e p r e v i o u s e x h i b i t . As you can see, t h i s 
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p a r t o f t h e f i e l d was under p o l y m e r f l o o d , and i t 

was down a t about 600 b a r r e l s a day o f p r o d u c t i o n 

i n l a t e 1985 and p r o c e e d i n g on a d e c l i n e o f about 

7-1/2 p e r c e n t . 

From a p e r i o d f r o m l a t e 1985 t h r o u g h 

e a r l y 1988, f i v e c o n f o r m a n c e t r e a t m e n t s were done 

on t h e f i v e w e l l s I had i n d i c a t e d e a r l i e r . And 

i n i t i a l l y p r o d u c t i o n went f r o m a p p r o x i m a t e l y 600 

b a r r e l s a day t o 1200 b a r r e l s a day between l a t e 

1985 and e a r l y 1896. And t h e n as su b s e q u e n t 

t r e a t m e n t s were done i n 1977 and a g a i n i n 1988, 

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

Two i n t e r e s t i n g t h i n g s t o n o t e t h a t 

w h i l e our o i l p r o d u c t i o n i n c r e a s e s , o r i n c r e a s e d , 

we were a b l e t o m a i n t a i n i n j e c t i o n r a t e and a l s o 

see a d r a m a t i c d e c l i n e i n t h e w a t e r - o i l r a t i o 

p r o d u c e d a t t h e w e l l s . 

Q. What does t h a t t e l l y ou, s i r , about 

w h e t h e r o r n o t t h e o i l you were p r o d u c i n g was i n 

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

have been r e c o v e r e d ? 

A. B a s i c a l l y i t says t h a t we were a b l e t o 

d i v e r t t h e w a t e r t h a t was c h a n n e l i n g f r o m 

i n j e c t o r t o p r o d u c e r t o c o n t a c t more o f t h e 

r e s e r v o i r a r e a . 
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Q. Now, t h i s i s an a r e a t h a t was under a 

p o l y m e r f l o o d — 

A. T h a t ' s c o r r e c t . 

Q. — when you s t a r t e d t h i s j e l l 

c o n f o r m a n c e t r e a t m e n t ; i s t h a t c o r r e c t ? 

A. T h a t ' s c o r r e c t . 

Q. So t h e r e s p o n s e t h a t you r e c e i v e d , you 

b e l i e v e , was i n a d d i t i o n t o t h a t w h i c h was 

a t t r i b u t a b l e s i m p l y t o t h e p o l y m e r f l o o d ? 

A. T h a t ' s c o r r e c t . And b a s i c a l l y t o 

q u a n t i f y t h a t v a l u e , e x t r a p o l a t i n g some o f t h e s e 

numbers, we f e e l t h a t t h e i n c r e m e n t a l o i l due t o 

t h e s e j e l l c o n f o r m a n c e t r e a t m e n t s was 

a p p r o x i m a t e l y 2.6 m i l l i o n b a r r e l s o f o i l . And I 

know t h a t shown on t h e g r a p h , t h e r e ' s a d r i l l 

w e l l i n 1989. And t h e e f f e c t s o f t h a t w e l l were 

e x c l u d e d f r o m t h e i n c r e m e n t a l o i l . 

Q. So you d i d n o t i n c l u d e t h a t a d d i t i o n a l 

p r o d u c t i o n i n c a l c u l a t i n g t h e i n c r e m e n t a l o i l 

shown on t h e e x h i b i t ; i s t h a t c o r r e c t ? 

A . No, we d i d n o t . 

Q. I s t h e r e a n y t h i n g e l s e you'd l i k e t o 

say a b o u t t h a t e x h i b i t , Mr. Kent? 

A. B a s i c a l l y I t h i n k t h a t what we t r i e d t o 

show i s t h i s t y p e o f a p r o c e s s has m e r i t . And 
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what we a r e a s k i n g f o r i s c l a r i f i c a t i o n w i t h i n 

t h e r u l e s t o s t a t e t h a t t h i s i s a p r o c e s s t h a t 

w i l l be c o n s i d e r e d by t h e D i v i s i o n . 

Q. Now, y o u r n e x t e x h i b i t , s i r , i s E x h i b i t 

J, w h i c h a p p e a r s t o be d i s c u s s i n g a g a i n t h e 

Oregon B a s i n f i e l d i n Wyoming. I s t h i s t h e same 

p a r t o f t h e Oregon B a s i n t h a t we j u s t saw? 

A. No, i t ' s n o t . T h i s p o r t i o n o f t h e 

f i e l d i s a p p r o x i m a t e l y two t o t h r e e m i l e s t o t h e 

s o u t h w e s t o f t h e p r e v i o u s e x h i b i t s . 

Q. And what d i d you do i n t h i s 

s o u t h w e s t e r n a r e a t h a t ' s d i f f e r e n t t h a n what you 

d i d i n t h e a r e a we j u s t d i s c u s s e d ? 

A. B a s i c a l l y what we d i d was t a k e and 

c o n v e r t s e v e r a l i r r e g u l a r p a t t e r n s t o more 

t i g h t l y spaced r e g u l a r p a t t e r n s by d r i l l i n g 

i n f i l l w e l l s and c o n v e r t i n g a c t i v e p r o d u c i n g 

w e l l s t o i n j e c t i o n w e l l s . 

Q. Was t h i s an a r e a t h a t was under a 

w a t e r f l o o d or p o l y m e r f l o o d o f some k i n d ? 

A. Yes, i t was. 

Q. And y o u r E x h i b i t 1-J shows t h e number 

of w e l l s you d r i l l e d , w e l l s t h a t were c o n v e r t e d , 

and some w e l l s t h a t were r e c o m p l e t e d ; i s t h a t 

c o r r e c t ? 
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A. T h a t ' s c o r r e c t . And i t a l s o shows, as 

a r e s u l t o f t h i s w o r k, we r e c o v e r e d a p p r o x i m a t e l y 

1.7 m i l l i o n b a r r e l s o f o i l t h a t w o u l d n ' t have 

been r e c o v e r e d under t h e e x i s t i n g o p e r a t i o n s . 

Q. I s t h i s t h e t y p e o f i n f i l l d r i l l i n g 

p a t t e r n r e a l i g n m e n t t h a t Mr. S m i t h spoke about 

and we've r e f e r r e d t o p r e v i o u s l y as b e i n g a 

t e c h n i q u e f o r enhanced o i l r e c o v e r y ? 

A. Yes, i t i s . 

Q. Now, y o u r n e x t e x h i b i t , s i r , shows t h e 

o l d p a t t e r n b e f o r e t h e p a t t e r n r e a l i g n m e n t ? 

A. T h a t ' s c o r r e c t . And b a s i c a l l y what you 

see i s t h a t t h e r e was a r a t h e r i r r e g u l a r 

s e v e n - s p o t i n j e c t i o n p a t t e r n where one i n j e c t o r 

was s u r r o u n d e d by s i x o r i n some cases f i v e 

p r o d u c i n g w e l l s . And w e l l s were a t t h a t t i m e on 

abo u t 2 0 - a c r e s p a c i n g . 

Q. And t h e n E x h i b i t 1-L shows t h e new 

p a t t e r n a f t e r t h e p a t t e r n r e a l i g n m e n t ; i s t h a t 

r i g h t ? 

A. T h a t ' s c o r r e c t . And what was done was 

w e l l s were d r i l l e d a t i n f i l l l o c a t i o n s . Four 

w e l l s were c o n v e r t e d t o i n j e c t i o n . And t h e 

p a t t e r n was augmented f r o m t h e i r r e g u l a r 

s e v e n - s p o t t o a more r e g u l a r and t i g h t l y spaced 
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f i v e - s p o t p a t t e r n . 

Q. Do you have any more s p e c i f i c comments 

you'd l i k e t o make a b o u t t h i s second t e c h n i q u e or 

t h e e x h i b i t s s h o w i n g t h e second t e c h n i q u e ? 

A. Yes. I t h i n k t h a t a l s o a g a i n under t h e 

d e f i n i t i o n s o f e x p a n s i o n or expanded use, I t h i n k 

t h i s i s a t e c h n i q u e t h a t a p p l i e s when used i n a 

f i e l d t h a t ' s c u r r e n t l y under some s o r t o f 

enhanced o i l r e c o v e r y . 

Q. Now, y o u r E x h i b i t 1-M i s a w r i t t e n 

r e c a p o f M a r a t h o n ' s comments on b o t h House B i l l 

23 and t h e p r o p o s e d r e g u l a t i o n s ; i s t h a t c o r r e c t ? 

A. T h a t ' s c o r r e c t . 

Q. W i t h o u t r e a d i n g t h a t , I ' d l i k e t o t a k e 

you b r i e f l y t h r o u g h t h e s p e c i f i c l a n g u a g e changes 

w h i c h M a r a t h o n O i l Company recommends t h a t t h e 

Commission a d o p t i n p r o m u l g a t i o n o f t h e new 

r u l e s . 

A . Okay. 

Q. L e t me have you go, I b e l i e v e , t o page 

3 o f t h a t s u b - e x h i b i t and t a l k a b o u t t h e changes 

t h a t M a r a t h o n O i l Company has p r o p o s e d i n t h e 

d e f i n i t i o n o f "Enhanced O i l Recovery P r o j e c t . " 

A. I t h i n k t h e changes we p r o p o s e d a r e 

more o f a c l a r i f i c a t i o n r a t h e r t h a n a change o f 
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what was p r o p o s e d i n t h e o r i g i n a l s t a t u t e . And 

what we w o u l d have added w o u l d be a v e r t i c a l 

a r e a l c o n f o r m a n c e p r o c e s s , c y c l i c i n j e c t i o n 

p r o c e s s . 

And i t goes on t o s t a t e , " w hether t h i s 

p r o c e s s i s a p p l i e d on a s i n g l e - w e l l o r 

mu11ip1e-we 11 b a s i s as p a r t o f an o v e r a l l 

d e v e l o p m e n t p l a n . " 

We r e c o g n i z e t h a t t h e D i v i s i o n d o e s n ' t 

want t o go on e n d o r s i n g some s o r t o f sham where 

somebody w h i s p e r s p o l y m e r a t a w e l l and e x p e c t s 

t o g e t t h e t a x b r e a k . But t h i s s h o u l d a p p l y 

where an o v e r a l l p l a n o f a c t i o n i s d e m o n s t r a t e d 

d u r i n g t h e h e a r i n g p r o c e s s . 

Q. I s y o u r Oregon B a s i n p r o j e c t an example 

of a p r o j e c t i n w h i c h t h e r e i s more t h a n one 

enhanced o i l r e c o v e r y t e c h n i q u e b e i n g used? 

A. Yes, i t i s . Through our e x h i b i t s you 

can see t h a t we've t r i e d w a t e r f l o o d i n g , p o l y m e r 

f l o o d i n g , i n f i l l d r i l l i n g , and p a t t e r n 

r e a l i g n m e n t as w e l l as j e l l c o n f o r m a n c e 

t r e a t m e n t s t o t r y t o maximize t h e r e c o v e r y f r o m 

t h i s r e s e r v o i r . 

Q. What i s i t t h a t a f f e c t s y o u r c h o i c e o f 

p a r t i c u l a r t e c h n i q u e or a p a r t i c u l a r p o r t i o n o f a 
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p r o j e c t ? 

A. B a s i c a l l y i t has t o do w i t h t h e 

r e s e r v o i r d e s c r i p t i o n t h a t we're a b l e t o come up 

w i t h f r o m g e o l o g i c d a t a . 

Q. So y o u r c h o i c e o f t e c h n i q u e w o u l d be 

r e s e r v o i r s p e c i f i c and even a p o r t i o n o f a 

r e s e r v o i r s p e c i f i c ; i s t h a t r i g h t ? 

A. T h a t ' s c o r r e c t . 

Q. What i s t h e i n t e n t b e h i n d M a r a t h o n ' s 

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

t h e p r o c e s s be a p p r o v e d w h e t h e r a p p l i e d on a 

s i n g l e - o r a m u l t i p l e - w e l l b a s i s ? 

A. B a s i c a l l y t h e r e a r e some s m a l l 

r e s e r v o i r s where you may o n l y have one, two, 

t h r e e p r o d u c i n g w e l l s where some s o r t o f a c y c l i c 

i n j e c t i o n p r o c e s s may be t h e o n l y way t h a t you 

can u n d e r g o some s o r t o f enhanced o i l r e c o v e r y . 

Q. So i s i t M a r a t h o n ' s i n t e n t t h a t t h e 

r u l e s encompass p r o j e c t s w h i c h w o u l d n o t 

n e c e s s a r i l y be p h y s i c a l l y l a r g e b u t w h i c h w o u l d 

be d e s i g n e d t o p r o d u c e o i l w h i c h w o u l d n o t 

o t h e r w i s e be prod u c e d ? 

A. T h a t ' s c o r r e c t . 

Q. Do you have a n y t h i n g e l s e you'd l i k e t o 

say a b o u t t h e p r o p o s e d a d d i t i o n a l l a n g u a g e t o t h e 
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d e f i n i t i o n o f enhanced o i l r e c o v e r y p r o j e c t ? 

A. No, I d o n ' t . 

Q. L e t ' s move t o y o u r comments on t h e 

p r o p o s e d r u l e on e x p a n s i o n o r expanded use. What 

a r e M a r a t h o n ' s p r o p o s e d exchanges f o r t h a t 

p o r t i o n o f t h e r u l e ? 

A. A g a i n a t t h e end o f t h e d e f i n i t i o n , we 

w o u l d ask t o add t h e w o r d i n g , " i n c l u d i n g b u t n o t 

l i m i t e d t o t h e a d d i t i o n o f i n f i l l i n j e c t i o n and 

p r o d u c i n g w e l l s and t h e change o f i n j e c t i o n 

p a t t e r n s " t o t h e d e f i n i t i o n . 

Q. And does t h a t t a k e us back, s i r , t o Mr. 

S m i t h ' s e x h i b i t . No. 1-C, w h i c h shows t h e o i l 

w h i c h i s l e f t i n p l a c e t h a t i s a r e a l l y bypassed? 

A. T h a t ' s c o r r e c t . By d r i l l i n g i n f i l l 

i n j e c t i o n and p r o d u c i n g w e l l s and/or by m o d i f y i n g 

i n j e c t i o n p a t t e r n s , i t ' s p o s s i b l e t o change t h e 

movement o f t h e f l u i d s t h r o u g h t h e r e s e r v o i r t o 

r e c o v e r p a r t s o f t h a t bypassed o i l . 

Q. Now, t h e n e x t comment t h a t M a r a t h o n has 

i s on t h e l a n g u a g e c o n c e r n i n g t e r m i n a t i o n o f a 

p r o j e c t . C o u l d you e x p l a i n what changes M a r a t h o n 

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

change ? 

A. B a s i c a l l y what we're p r o p o s i n g i s t h a t 
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t h e method o f d e t e r m i n i n g t h e d a t e o f 

d e t e r m i n a t i o n be d i s c u s s e d and s e t o u t d u r i n g t h e 

h e a r i n g p r o c e s s . And our c o n c e r n s t h e r e a r e t h a t 

t h e r e a r e s e v e r a l EOR p r o c e s s e s t h a t i n v o l v e t h e 

i n j e c t i o n o f a s l u g f o l l o w e d by a d r i v e f l u i d . 

And we wanted t o make s u r e t h a t t h e 

r u l e s w e r e n ' t m i s i n t e r p r e t e d by o p e r a t o r s or t h e 

D i v i s i o n t o mean t h a t when t h e s l u g f l u i d 

i n j e c t i o n ceased, t h a t t h e p r o j e c t was 

t e r m i n a t e d . 

Q. So i t w o u l d be f o r p u r p o s e s o f c l a r i t y 

t o make i t a p p a r e n t t h a t where t h e s l u g i s 

f o l l o w e d by i n j e c t i o n o f , say, w a t e r o r some 

o t h e r f l u i d t h a t t h a t d o e s n ' t c o n s t i t u t e a 

t e r m i n a t i o n o f a p r o j e c t ? 

A. T h a t ' s c o r r e c t . 

Q. What t i m e p e r i o d a r e we t a l k i n g about 

i n t e r m s o f how l o n g t h e s e i n j e c t i o n s w o u l d go 

on, n o t o n l y t h e s l u g i n j e c t i o n , b u t f o l l o w i n g 

t h e i n j e c t i o n o f w a t e r f o l l o w i n g t h e s l u g ? 

A. I f you t a k e , f o r example, t h e case 

h i s t o r y o f t h e j e l l c o n f o r m a n c e t r e a t m e n t s , t h o s e 

t r e a t m e n t s t o o k p l a c e o v e r maybe a t h r e e - t o 

f o u r - w e e k p e r i o d w h i l e w a t e r i n j e c t i o n f o l l o w e d 

up o v e r s e v e r a l y e a r s and i s c o n t i n u i n g t o d a y . 
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Q. I s t h a t p a r t o f t h e Oregon B a s i n 

p r o j e c t — 

A. T h a t ' s c o r r e c t . 

Q. — on w h i c h you've p r o v i d e d some 

i n f o r m a t i o n ? I s i t M a r a t h o n ' s r e c o m m e n d a t i o n 

t h a t t h i s be a d e t e r m i n a t i o n o r an i s s u e t h a t i s 

d i s c u s s e d and r e s o l v e d i n t h e a p p l i c a t i o n p r o c e s s 

when a p p r o v a l i s s o u g h t f o r t h e p r o j e c t so t h a t 

a t t h e b e g i n n i n g o f t h e p r o j e c t e v e r y o n e a g r e e s 

on what t h e d e t e r m i n a t i o n e v e n t w i l l be? 

A. T h a t ' s c o r r e c t . 

Q. L e t me have you d i s c u s s y o u r n e x t 

p r o p o s a l , w h i c h i s c o n t a i n e d on page 4 o f y o u r 

E x h i b i t 1-N, r e g a r d i n g t h e d a t e o f J a n u a r y 1, 

1994. 

A. A g a i n t h i s was — we're s u g g e s t i n g some 

added l a n g u a g e t o p r o v i d e more c l a r i t y i n t h e 

r e g u l a t i o n s . We a r e a s k i n g t h a t some w o r d i n g be 

added t o t h e e f f e c t t h a t "Non-carbon d i o x i d e EOR 

p r o j e c t s may be a p p r o v e d by t h e D i v i s i o n between 

March 6, 1992, and J a n u a r y 1, 1994, even t h o u g h 

such p r o j e c t s w o u l d n o t be e l i g i b l e f o r t h e 

r e c o v e r e d o i l t a x r a t e u n t i l J a n u a r y 1, 1994." 

We r e a l i z e i t ' s beyond t h e D i v i s i o n ' s 

j u r i s d i c t i o n t o t e l l Tax & Revenue how t o a p p l y 
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t h e t a x . But we f e e l t h a t i t i s n e c e s s a r y t h a t 

o p e r a t o r s know t h a t t h e y can come i n and g e t a 

p r o j e c t a p p r o v e d and p o s s i b l y even a p o s i t i v e 

p r o d u c t i o n r e s p o n s e c e r t i f i e d p r i o r t o t h a t 

J a n u a r y 1, 1994, d a t e . 

Q. Even t h o u g h t h e y w o u l d n o t be l i a b l e 

f o r t h e t a x r e l i e f u n t i l a f t e r t h a t ? 

A. T h a t ' s c o r r e c t . 

Q. Any o t h e r comments you'd l i k e t o make 

on E x h i b i t 1-N, Mr. Kent? 

A. No, t h e r e ' s n o t . 

Q. Now, t h e l a s t document c o n t a i n e d i n 

y o u r p a c k e t o f paper on j e l l c o n f o r m a n c e 

t r e a t m e n t s , can you t e l l t h e Commission a l i t t l e 

b i t a b o u t t h e b a c k g r o u n d o f t h a t paper and why 

i t ' s been i n c l u d e d i n y o u r e x h i b i t s ? 

A. T h a t ' s c o r r e c t . T h i s paper was 

i n c l u d e d t o p r o v i d e a d d i t i o n a l i n f o r m a t i o n a b o u t 

j e l l c o n f o r m a n c e t r e a t m e n t s t h a t we've u n d e r t a k e n 

i n v a r i o u s f i e l d s i n Wyoming. The case h i s t o r y 

t h a t I showed you i s a s u b s e t o f t h e i n f o r m a t i o n 

t h a t i s c o n t a i n e d i n t h i s p a p e r . 

I t was w r i t t e n by one o f our e n g i n e e r s 

i n o u r Cody, Wyoming, o f f i c e a l o n g w i t h a 

r e s e a r c h e r i n our L i t t l e t o n t e c h n o l o g y c e n t e r . 
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And i t goes i n t o some more d e t a i l a b o u t t h e t y p e s 

o f f l u i d s t h a t we used, t h e t y p e s and amounts o f 

j e l l t h a t was pumped i n each j o b , and t h e t y p e s 

o f r e c o v e r i e s t h a t were e x p e c t e d . 

MS. AUBREY: Mr. LeMay, I o f f e r 

M a r a t h o n E x h i b i t No. 1, and I have no more 

q u e s t i o n s o f t h e w i t n e s s a t t h i s t i m e . 

CHAIRMAN LeMAY: W i t h o u t o b j e c t i o n t o 

E x h i b i t 1 o f M a r a t h o n ' s , t h e e x h i b i t w i l l be 

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

Q u e s t i o n s o f t h e w i t n e s s ? 

MR. STOVALL: I j u s t have a c o u p l e . 

CHAIRMAN LeMAY: Mr. S t o v a l l . 

EXAMINATION 

BY MR. STOVALL: 

Q. D i d I u n d e r s t a n d you c o r r e c t l y on 1-F 

t h a t t h e 4 m i l l i o n b a r r e l s o f r e c o v e r y i s 

i n c r e m e n t a l a f t e r t h e commencement o f t h e j e l l 

c o n f o r m a n c e p r o c e s s ? 

A. T h a t ' s c o r r e c t . I t ' s i n c r e m e n t a l o v e r 

w h a t e v e r we w o u l d have r e c o v e r e d o v e r w a t e r f l o o d 

or p o l y m e r f l o o d o p e r a t i o n s . 

Q. That was ab o u t $1.8 m i l l i o n 

i n v e s t m e n t . I f I j u s t use t h e $22 a b a r r e l p r i c e 

and 1.75 p e r c e n t c r e d i t , or 1.875 p e r c e n t c r e d i t , 
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you g e t a b o u t l - m i l l i o n - 6 o f t h a t back i n t h e t a x 

c r e d i t j u s t o f f t h e i n c r e m e n t a l o i l ; i s t h a t 

c o r r e c t , assuming -- what's t h e e x p r e s s i o n ? 

s u b j e c t t o check? I s t h a t t h e e x p r e s s i o n we've 

used i n t h e p a s t ? 

A. I h a v e n ' t made t h o s e c a l c u l a t i o n s , b u t 

I ' l l t r u s t y o u r mathmematics on t h a t . 

Q. I s t h a t t y p e o f i n c e n t i v e n e c e s s a r y t o 

g e t M a r a t h o n t o do t h i s t y p e o f p r o c e s s ? 

A. I b e l i e v e i n t h e e n v i r o n m e n t we're i n 

r i g h t now w i t h t h e p r i c e s o f o i l , c o n s t r a i n t s on 

c a p i t a l b u d g e t s , t h i s t y p e o f i n c e n t i v e w o u l d 

i n d e e d p r o v i d e us w i t h a d d i t i o n a l r e a s o n s t o make 

i n v e s t m e n t s i n New Mexico o v e r , say, Texas, 

Wyoming o r any o f t h e o t h e r p l a c e s we have 

o p e r a t i o n s . 

Q. Does Wyoming have a t a x c r e d i t f o r EOR 

r i g h t now? 

A. I'm n o t s u r e w h e t h e r t h e y do or n o t . 

Q. Do you have any i d e a o f what t h e c o s t s 

were on y o u r E x h i b i t 1-J on y o u r new w e l l s and 

c o n v e r s i o n s ? What were t h e c o s t s ? 

A. I d o n ' t have t h a t i n f o r m a t i o n . 

Q. Now, you i n d i c a t e d t h a t what y o u ' r e 

s h o w i n g h e r e , you have d i f f e r e n t p r o c e s s e s i n t h e 
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same f i e l d . Now, i s Oregon B a s i n a s i n g l e 

o p e r a t i o n l i k e a u n i t ? 

A. Yes, i t i s . 

Q. How b i g i s i t ? 

A. I n t h e s o u t h dome i t encompasses 

a p p r o x i m a t e l y 6,000 a c r e s . The n o r t h dome i s 

s l i g h t l y s m a l l e r b u t a l o n g t h e same m a g n i t u d e . 

Q. Now, i s i t y o u r i n t e r p r e t a t i o n and 

s u g g e s t i o n t h a t you s h o u l d g e t c r e d i t f o r a l l o f 

t h e o i l p r o d u c e d f r o m t h e e n t i r e b a s i n — 

A . No . 

Q. — based upon t h e s e l i m i t s ? 

A. No. And I t h i n k what we t r i e d t o show, 

i n p a r t i c u l a r w i t h E x h i b i t 1-H, I t h i n k i t w o u l d 

o n l y be r e a l i s t i c t o e x p e c t t o g e t t h e t a x b r e a k 

on t h e a r e a t h a t ' s shown i n y e l l o w . 

Q. Okay. I j u s t w a n ted t o make s u r e . I 

k i n d o f t h o u g h t t h a t ' s what you meant, b u t I 

wanted t o make s u r e . 

A. R i g h t . 

Q. You were h e r e f o r Mr. Van Ryan, w e r e n ' t 

you, t h i s m o r n i n g ? 

A . Yes, I was. 

Q. And i s i t y o u r u n d e r s t a n d i n g t h a t even 

w i t h o u t t h e langu a g e you have s u g g e s t e d , t h a t 
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t h i s p r o j e c t m i g h t q u a l i f y d e p e n d i n g on t h e 

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

w o u l d p r e s e n t i n s p e c i f i c a p p l i c a t i o n ? 

A. Yes. I b e l i e v e t h a t a c c o r d i n g t o what 

Mr. Van Ryan s a i d , t h i s t y p e o f p r o c e s s w o u l d be 

c o n s i d e r e d . We're a s k i n g f o r t h e s e 

c l a r i f i c a t i o n s b a s i c a l l y t o p r o v i d e , i n essence, 

a c o m f o r t l e v e l o r a base o f knowledge f o r 

o p e r a t o r s t o be a b l e t o say t h i s may be a t y p e o f 

p r o c e s s t h a t t h e D i v i s i o n w i l l c o n s i d e r r a t h e r 

t h a n t r y i n g t o go t h r o u g h t h e b r o a d d e f i n i t i o n 

and come t o a p a r t i c u l a r c o n c l u s i o n . 

Q. I guess my o n l y comment t o you w o u l d 

be — my f e a r w o u l d be t h a t t h e more you t r y t o 

d e f i n e s p e c i f i c p r o c e s s e s , t h e more l i k e l y i t i s 

t h a t s o m e t h i n g t h a t ' s n o t on t h e l i s t w o u l d n ' t be 

c o n s i d e r e d . By a d d i n g l i t t l e p i e c e s h e r e and 

t h e r e , you may be l e a v i n g s o m e t h i n g e l s e o u t . 

A g a i n , l o o k i n g a t t h e second p a r t o f 

y o u r changes on t h e t o p o f page 3 on t h e 

re c o m m e n d a t i o n s , when you say w h e t h e r t h e p r o c e s s 

i s a p p l i e d on a s i n g l e - w e l l o r a m u l t i p l e - w e l l 

b a s i s , you u n d e r s t a n d t h a t i n t h i s s m a l l - w e l l , 

s m a 1 1 - p r o j e c t s i t u a t i o n , i t w o u l d a g a i n o n l y 

a p p l y t o t h e a r e a a f f e c t e d by t h a t p r o c e s s ? 
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A. T h a t ' s c o r r e c t . 

Q. And you a l s o u n d e r s t a n d j u s t because 

i t ' s on t h e l i s t d o e s n ' t n e c e s s a r i l y mean i t ' s 

a p p r o v e d ? You w o u l d have t o go d r i l l a w e l l ? 

A. T h a t ' s c o r r e c t . And I t h i n k we w o u l d 

be t r y i n g t o b r i n g f o r t h o n l y p r o j e c t s t h a t were 

v i a b l e and n o t j u s t s o m e t h i n g where we were 

t r y i n g t o g e t a t a x b r e a k . 

Q. W i t h r e s p e c t t o t h e t e r m i n a t i o n 

p r o v i s i o n amendments t h a t you've s u g g e s t e d , t h e 

way y o u r l a n g u a g e r e a d s , i t w o u l d say t h a t "The 

t e r m i n a t i o n method s h a l l be m a n d a t o r y . " Would 

you have any c o n c e r n i f t h a t were changed t o a 

"may be" — 

A. No, I wou1dn't. 

Q. — a p p r o a c h where you w o u l d a d d r e s s a 

s p e c i f i c s i t u a t i o n b u t o t h e r b e t t e r - k n o w n 

p r o j e c t s , such as p u r e w a t e r f l o o d or s o m e t h i n g — 

A. That i s c o r r e c t . And I t h i n k what we 

were t r y i n g t o do h e r e , t h e d e f i n i t i o n i s q u i t e 

vague and can be i n t e r p r e t e d s e v e r a l d i f f e r e n t 

ways. And our f e e l i n g was t h a t t h e b e s t way t o 

a p p r o a c h t h i s may have been t h r o u g h t h e h e a r i n g 

p r o c e s s . 

MR. STOVALL: I have no f u r t h e r 
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q u e s t i o n s . 

CHAIRMAN LeMAY: Thank you, Mr. 

S t o v a 1 1 . 

A d d i t i o n a l q u e s t i o n s ? 

Commissioner C a r l s o n ? 

COMMISSIONER CARLSON: Yes. 

EXAMINATION 

BY COMMISSIONER CARLSON: 

Q. F o l l o w i n g up on Bob's q u e s t i o n s on y o u r 

E x h i b i t 1-F, and I d o n ' t t h i n k M a r a t h o n s h o u l d be 

f a u l t e d f o r p r o d u c i n g o i l a t l o w e r c o s t s t h a n 

most methods, b u t i f you l o o k a t t h e c o s t s t h a t 

a r e i n v o l v e d , a ssuming o i l i s $22 and you can g e t 

$4 m i l l i o n -- o r 4 m i l l i o n b a r r e l s o f $22 o i l a t 

a c o s t o f $1.8 m i l l i o n , y o u ' r e g e t t i n g $88 

m i l l i o n f o r an i n v e s t m e n t o f $1.8 m i l l i o n . I 

t h i n k t h a t ' s good w i t h o r w i t h o u t a t a x c r e d i t i n 

w h a t e v e r s t a t e y o u ' r e t a l k i n g a b o u t . T h a t ' s a 

p r e t t y good r e t u r n . 

G oing t h r o u g h Bob's numbers, w o r k i n g i t 

o u t on a p e r - b a r r e l b a s i s , b a s i c a l l y y o u ' r e 

s p e n d i n g $.45 a b a r r e l t o g e t $22 b a r r e l o i l . 

And i f t h e s t a t e g i v e s you a t a x c r e d i t -- I 

guess i t ' s n o t a t a x c r e d i t — g i v e s you a l o w e r 

t a x r a t e , t h e s t a t e i s e s s e n t i a l l y p a y i n g f o r 
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$.41 o f y o u r $.45 c o s t . 

I d o n ' t t h i n k t h a t was t h e i n t e n t o f 

t h i s l e g i s l a t i o n . I r e a l i z e , l i k e any t a x law 

t h a t i f you f a l l i n t o i t , y o u ' r e c e r t a i n l y g o i n g 

t o t a k e i t . I d o n ' t know, t h o u g h , i f we s h o u l d 

expand t h e d e f i n i t i o n s t o t r y t o i n c l u d e t h o s e 

k i n d o f t h i n g s . 

A. I gue s s — 

Q. I guess t h a t ' s more o f a comment t h a n a 

q u e s t i o n . You d o n ' t have t o r e s p o n d u n l e s s you 

want t o. 

A. I guess t h e one p i e c e o f i n f o r m a t i o n 

t h a t i s l e f t o u t o f h e r e , as t h e p r e v i o u s p e r s o n 

t e s t i f i e d , our R and D c o s t s a r e n o t i n c l u d e d i n 

t h e s e c o s t s , and t h e y a r e s i g n i f i c a n t . And a l s o 

j u s t because we're b e i n g c o s t - e f f e c t i v e , we d o n ' t 

f e e l we s h o u l d be p e n a l i z e d f o r --

Q. And I t h i n k t h a t ' s a good p o i n t . 

A. — f o r r e c o v e r i n g o i l i n a 

c o s t - e f f e c t i v e way. 

Q. Now, l e t ' s g e t on t o y o u r d e f i n i t i o n on 

page 3 o f y o u r E x h i b i t 1-M. Have you r e a d t h e 

s t a t u t e , t h e passed Enhanced O i l Recovery A c t ? 

A. Yes, I have. 

Q. Are you f a m i l i a r w i t h t h e d e f i n i t i o n i n 
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t h e s t a t u t e o f " e x p a n s i o n " or "expanded use"? 

A. Yes, I am. 

Q. And i t b a s i c a l l y — I t h i n k i t ' s 

i d e n t i c a l — w e l l , i t ' s n o t i d e n t i c a l , b u t i t ' s 

b a s i c a l l y t h e same as t h e p r o p o s e d r u l e . What 

M a r a t h o n i s p r o p o s i n g , i s i t n o t , i s t h a t you 

have an e x i s t i n g w a t e r f l o o d p r o j e c t and i f you 

r e a l i g n t h e i n j e c t i o n w e l l s o r do an i n f i l l 

d r i l l i n g p r o g r a m w i t h i n t h a t w a t e r f l o o d p r o j e c t , 

t h e n you f e e l t h a t you s h o u l d q u a l i f y f o r t h e 

l o w e r t a x r a t e ? 

A. T h a t ' s c o r r e c t . But o n l y i n t h e 

a r e a — i f you o n l y i n f i l l e d a s m a l l a r e a o f t h e 

f i e l d , o n l y t h a t a r e a o f t h e f i e l d t h a t was 

a f f e c t e d by t h i s p r o j e c t , n o t t h e e n t i r e f i e l d . 

Q. I f you r e a d t h e s t a t u t e , w h i c h i s 

b a s i c a l l y y o u r d e f i n i t i o n t h e r e w i t h o u t y o u r 

u n d e r l y i n g l a n g u a g e , and y o u ' r e t a l k i n g t h e 

t e c h n o l o g y o r p r o c e s s used f o r t h e d i s p l a c e m e n t 

of c r u d e o i l f r o m t h e o i l w e l l o r p o o l c l a s s i f i e d 

by t h e D i v i s i o n , do you t h i n k r e a l i g n i n g 

i n j e c t i o n w e l l s i s a change i n t h e t e c h n o l o g y or 

p r o c e s s ? 

A. I t ' s a change i n t h e p r o c e s s because 

y o u ' r e a c t u a l l y c h a n g i n g t h e f l u i d f l o w i n t h e 
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r e s e r v o i r . You may n o t be u s i n g any d i f f e r e n t 

t e c h n o l o g y . You may n o t be s w i t c h i n g f r o m 

w a t e r f l o o d t o p o l y m e r f l o o d o r w a t e r f l o o d t o COg 

f l o o d , b u t you a r e c h a n g i n g t h e way t h a t t h e 

f l u i d s a r e moving i n t h e r e s e r v o i r t o maximize 

t h e r e c o v e r y o f o i l f r o m t h e r e s e r v o i r . 

COMMISSIONER CARLSON: A g a i n I q u e s t i o n 

i f t h a t ' s what t h e l e g i s l a t u r e had i n mind, b u t 

w e ' l l l e a v e t h a t , I guess, t o t h e D i v i s i o n . 

I d o n ' t have any o t h e r q u e s t i o n s . 

CHAIRMAN LeMAY: Commissioner Weiss? 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. What were t h e r e s u l t s o f t h e p o l y m e r 

f l o o d ? 

A. To d a t e I t h i n k i n t h e South Oregon 

B a s i n we're a p p r o a c h i n g a p p r o x i m a t e l y r e c o v e r y o f 

50 p e r c e n t o f t h e o r i g i n a l o i l i n p l a c e . What 

t h a t b r e a k s o u t on t h e p o l y m e r f l o o d , I d o n ' t 

have t h o s e numbers. But t h r o u g h t h e e n t i r e s e t 

of p r o c e s s e s we've used, we have r e c o v e r e d a 

s u b s t a n t i a l amount o f t h e o i l t h a t was t h e r e . 

Q. And t h e n I n o t i c e t h a t you c h a r a c t e r i z e 

t h e Embar a t l e a s t as a n a t u r a l l y f r a c t u r e d 

r e s e r v o i r . And I t a k e i t t h a t p e r h a p s i s where 
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t h e s e c o n f o r m a n c e t r e a t m e n t s work t h e b e s t ? 

A. T h a t ' s c o r r e c t . 

Q. How d i d you d e t e r m i n e i t was n a t u r a l l y 

f r a c t u r e d ? 

A. Core and l o g a n a l y s i s . 

Q. D i d you use t h e s e p r o c e s s e s t h a t were 

d i s c u s s e d e a r l i e r by Mr. S m i t h t h r o u g h t h e 

s e i s m i c and e t c e t e r a ? 

A. I doubt t h a t t h e y used t h e 3-D s e i s m i c 

t y p e p r o c e s s e s . I was n o t i n v o l v e d p e r s o n a l l y 

w i t h t h e s e and c a n ' t p a r t i c u l a r l y answer t h a t . 

But I do know t h a t t h e r e was — 

Q. See, do you t h i n k t h i s w o u l d be a 

p r o b l e m : I f a p e r s o n a p p l i e d t h e s e r e l a t i v e l y 

s m a l l volume t r e a t m e n t s and you d i d n ' t g e t t h e 

r e s p o n s e t h a t you g o t a t Oregon B a s i n because i t 

wasn't t h e p r o p e r a p p l i c a t i o n , y e t i t somehow or 

a n o t h e r q u a l i f i e d f o r t h e r e d u c t i o n i n t h e 

s e v e r a n c e t a x on a l l o f t h e o i l p r o d u c e d o f f t h a t 

l e a s e , do you see t h a t as a p r o b l e m u n l e s s i t ' s 

c h a r a c t e r i z e d p r o p e r l y ? 

From my v i e w p o i n t , f r o m what you've 

s a i d , you guys m i g h t have been r e a l l u c k y , b u t I 

d o n ' t know how i t was c h a r a c t e r i z e d . 

A. I u n d e r s t a n d t h a t . And I t h i n k we have 
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t h e same p r o b l e m w i t h p u t t i n g i n a l a r g e s c a l e 

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

t h a t t a x a p p l y , t a x b r e a k a p p l y t o a f u l l f i e l d . 

Q. T h a t ' s r i g h t . T h a t ' s i n t h e f u t u r e . 

A. I t h i n k i t ' s s o m e t h i n g t h a t ' s i n h e r e n t 

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

Q. J u s t a n o t h e r q u e s t i o n a s i d e f r o m t h i s . 

Does M a r a t h o n have a l o t o f o p p o r t u n i t i e s t o 

p r o d u c e i n o t h e r s t a t e s i n c r e m e n t a l o i l f o r $.50 

a b a r r e 1? 

A. I c o u l d n ' t q u a n t i f y t h a t . I c o u l d n ' t 

t e l l you e x a c t l y where and what t y p e s o f 

o p p o r t u n i t i e s we have o t h e r t h a n what I 

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

COMMISSIONER WEISS: T h a t ' s a l l my 

q u e s t i o n s . Thank y o u . 

CHAIRMAN LeMAY: J u s t one, Mr. Kent . 

EXAMINATION 

BY CHAIRMAN LeMAY: 

Q. Do you see a d i f f e r e n c e between p r u d e n t 

o p e r a t i o n s and new p r o c e s s e s ? 

A. Yeah, I t h i n k t h e r e i s a d i f f e r e n c e 

t h e r e . I t may be p r u d e n t t o do one t h i n g t h a t 

may i n v o l v e t h e same p r o c e s s y o u ' r e c u r r e n t l y 

u s i n g . As we've shown w i t h r e a l i g n i n g w a t e r f l o o d 
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p a t t e r n s i n an a c t i v e w a t e r f l o o d , t h a t may be a 

p r u d e n t o p e r a t i o n t o u n d e r t a k e r a t h e r t h a n g o i n g 

t o a C0 2 o r p o l y m e r f l o o d , w h i c h w o u l d be a new 

p r o c e s s . 

CHAIRMAN LeMAY: Thank you. 

Any a d d i t i o n a l q u e s t i o n s o f t h e 

w i t n e s s ? 

MS. AUBREY: Yes, Mr. LeMay. 

FURTHER EXAMINATION 

BY MS. AUBREY: 

Q. Mr. K e n t , i f you use a t e c h n i q u e i n a 

r e s e r v o i r and t h e r e i s no p o s i t i v e p r o d u c t i o n 

r e s p o n s e , t h e n you won't g e t y o u r p r o j e c t 

c e r t i f i e d ; i s t h a t r i g h t ? 

A. T h a t ' s c o r r e c t . 

Q. So t h e l e g i s l a t i o n has a b u i l t - i n 

s a f e g u a r d t h e r e f o r making s u r e t h a t t h e 

t e c h n i q u e t h a t t h e o p e r a t o r uses i s a s u c c e s s f u l 

t e c h n i q u e ? 

A. T h a t ' s c o r r e c t . 

Q. And when we t a l k a b o u t i n c r e m e n t a l o i l , 

i s n ' t i t t r u e , Mr. Ke n t , t h a t t h a t i n c r e m e n t a l 

o i l i s o i l t h a t w o u l d r e m a i n i n t h e g r o u n d 

w i t h o u t t h e enhanced r e c o v e r y p r o j e c t on w h i c h 

t h e s t a t e w o u l d r e c e i v e no t a x a t a l l , n o t a 
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r e d u c e d amount, b u t a b s o l u t e l y no t a x because i t 

w o u l d n o t be pro d u c e d ? 

A. T h a t ' s c o r r e c t a l s o . 

MS. AUBREY: T h a t ' s a l l I have. 

CHAIRMAN LeMAY: Thank you. 

A d d i t i o n a l q u e s t i o n s o f t h e w i t n e s s ? 

Thank you. You may be ex c u s e d . Thank you, Mr. 

Kent . 

At t h i s t i m e w e ' l l t a k e some 

s t a t e m e n t s . Mr. B o h l i n g ? 

MR. BOHLING: We d o n ' t have a n y t h i n g t o 

say o t h e r t h a n Chevron w o u l d l i k e t o e x p r e s s i t s 

a p p r e c i a t i o n f o r t h e Commission's e f f o r t s and 

i n v o l v e m e n t i n e s t a b l i s h i n g and g e t t i n g us t h e 

EOR s e v e r a n c e t a x r e l i e f . 

A l s o t h a t Chevron f u l l y s u p p o r t s New 

Mexico O i l & Gas A s s o c i a t i o n ' s t e s t i m o n y as 

p r e s e n t e d h e r e by an e x t r e m e l y q u a l i f i e d w i t n e s s 

t o d a y . Thank you. 

CHAIRMAN LeMAY: Thank you. I'm s u r e 

Mr. C a r r a p p r e c i a t e s t h a t t o o . 

Ms. A l c o c k , do you have a n y t h i n g you'd 

l i k e t o add, s t a t e , comment on w i t h Tax & 

Revenue's p o s i t i o n ? 

MS. ALCOCK: Not r e a l l y . T a x a t i o n & 
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Revenue has r e v i e w e d t h e p r o p o s e d r u l e s . We have 

one c o n c e r n w h i c h was a d d r e s s e d i n t h e t e s t i m o n y , 

w h i c h was t h e r u l e a t E-2 ( c ) , t o j u s t make s u r e 

t h e r e i s a c l a r i f i c a t i o n t h a t t h e f i v e - and 

se v e n - y e a r p e r i o d a p p l i e s t o t h e t i m e w i t h i n 

w h i c h a p p l i c a t i o n must be made as opposed t o when 

p o s i t i v e p r o d u c t i o n r e s p o n s e b e g i n s . 

O t h e r t h a n t h a t we j u s t b e l i e v e t h a t 

t h e r u l e s as p r o p o s e d by t h e D i v i s i o n i s 

c o n s i s t e n t w i t h t h e s t a t u t e , and we w o u l d s u p p o r t 

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

CHAIRMAN LeMAY: Thank you v e r y much. 

You've n o t i c e d we've n o t a d d r e s s e d t h e $28 

c e i l i n g e i t h e r , b u t t h a t w o u l d be i n y o u r 

j u r i s d i c t i o n because many o f t h e i t e m s o f 

l e g i s l a t i o n , o f c o u r s e , w o u l d be i n y o u r 

j u r i s d i c t i o n . 

MS. ALCOCK: R i g h t . Yes. 

CHAIRMAN LeMAY: Thank you. 

Mr. Gray f o r Texaco? 

MR. GRAY: I d o n ' t have any p a r t i c u l a r 

comment s. 

CHAIRMAN LeMAY: Tom, Mr. Brown, Y a t e s 

Pe tro1eum? 

MR. BROWN: Mr. Chairman, I w o u l d j u s t 
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echo t h e comments made by t h e g e n t l e m a n f r o m 

Chevron. We do a p p r e c i a t e t h e Commission's 

i n d u l g e n c e and y o u r f a i r h e a r i n g and t h e 

e x p e r t i s e o f t h e e x p e r t w i t n e s s f o r NMOGA, and we 

do s u p p o r t t h a t p o s i t i o n . 

CHAIRMAN LeMAY: Thank you, Mr. Brown. 

A d d i t i o n a l s t a t e m e n t s f o r t h e r e c o r d ? 

I f n o t , w e ' l l l e a v e t h e r e c o r d open — two weeks 

enough f o r you guys? Okay. W e ' l l l e a v e i t open 

two weeks f o r a d d i t i o n a l comments and 

c l a r i f i c a t i o n s and a d d i t i o n a l s t a t e m e n t s . And we 

t h a n k you v e r y much f o r y o u r i n p u t i n t h i s 

p r o c e s s . 

W e ' l l t a k e t h i s case under a d v i s e m e n t . 

[And t h e p r o c e e d i n g s were c o n c l u d e d 

a t t h e a p p r o x i m a t e hour o f 12:00 p.m.] 
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