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EXAMINER CATANACH: At t h i s t i m e w e ' l l 

c a l l Case 10510, A p p l i c a t i o n of M e r i d i a n O i l , 

I n c o r p o r a t e d , f o r downhole c o m m i n g l i n g and f o r an 

a d m i n i s t r a t i v e downhole c o m m i n g l i n g p r o c e d u r e 

w i t h i n t h e Huerfano Sand U n i t Area, San Juan 

County, New Mexico. 

Are t h e r e appearances i n t h i s case? 

MR. KELLAHIN: Mr. Examiner, I'm Tom 

K e l l a h i n o f t h e Santa Fe law f i r m of K e l l a h i n , 

K e l l a h i n & Aubrey, a p p e a r i n g on b e h a l f o f 

M e r i d i a n O i l , I n c . , t h e a p p l i c a n t . And I have 

t h r e e w i t n e s s e s t o be sworn. 

EXAMINER CATANACH: Are t h e r e any o t h e r 

appearances i n t h i s case? 

W i l l t h e t h r e e w i t n e s s e s , p l e a s e , s t a n d 

t o be sworn i n . 

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

MR. KELLAHIN: Mr. Examiner, my f i r s t 

w i t n e s s i s Mr. John Zent. He s p e l l s h i s l a s t 

name Z-e-n-d-t. He's a p e t r o l e u m landman w i t h 

M e r i d i a n O i l Company i n F a r m i n g t o n . 

THE WITNESS: Excuse me. There's no D 

i n t h e name. Z-e-n-t. No D. 

MR. KELLAHIN: My p r e h e a r i n g s t a t e m e n t 

says D, John. There's got t o be a D. 
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THE WITNESS: No D. 

EXAMINER CATANACH: S t r i k e the D. 

JOHN ZENT 

Having 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. KELLAHIN: 

Q. For t h e r e c o r d would you, p l e a s e , s t a t e 

your name and o c c u p a t i o n ? 

A. My name i s John Zent. I'm a p e t r o l e u m 

landman employed by M e r i d i a n O i l , I n c . 

Q. Mr. Zen t , have you on p r i o r o c c a s i o n s 

t e s t i f i e d as a landman b e f o r e t h e D i v i s i o n ? 

A. Yes, s i r , I have i n 1983 w h i l e I was 

employed w i t h S o u t h l a n d R o y a l t y Company. 

Q. Where do you r e s i d e now? 

A. F a r m i n g t o n , New Mexico. 

Q. D e s c r i b e f o r us t h e g e n e r a l i n v o l v e m e n t 

you have w i t h t h e p r o j e c t such as t h e Huerfano 

U n i t ? 

A. The Huerfano U n i t i s i n my p r e s e n t u n i t 

of a s s i g n m e n t . I am i n v o l v e d i n a l l 

c ommunications between M e r i d i a n O i l , t h e o p e r a t o r 

of t h e u n i t , our w o r k i n g p a r t i e s as f a r as 

p r o p o s i n g w e l l s , r e c e i v i n g e l e c t i o n s , of p a y i n g 
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consent t o d r i l l and r e c o m p l e t e or p l u g w e l l s . I 

a l s o communicate w i t h t h e r o y a l t y owners and 

o t h e r burden owners i f t h e y have any q u e s t i o n s 

r e g a r d i n g t h e i r i n t e r e s t s . 

Q. Are you g e n e r a l l y f a m i l i a r w i t h t h e 

mechanics of t h e o p e r a t i n g agreement and t h e 

j o i n t o p e r a t i n g agreement w i t h r e g a r d s t o t h i s 

u n i t ? 

A. Yes, s i r , I am. 

Q. And do you have t h e a b i l i t y w i t h i n 

M e r i d i a n t o t a b u l a t e a l i s t of owners t h a t w i l l 

s h are i n p r o d u c t i o n r e a l i z e d f r o m t h e u n i t ? 

A. Yes, s i r , I have t h a t a b i l i t y w i t h t h e 

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

Q. And have you made t h e t a b u l a t i o n of 

ow n e r s h i p w i t h r e g a r d s t o t h e Dakota F o r m a t i o n 

and t h e G a l l u p F o r m a t i o n f o r t h i s p a r t i c u l a r 

u n i t ? 

A. Yes, s i r , I have. 

MR. KELLAHIN: We t e n d e r Mr. Zent as an 

e x p e r t p e t r o l e u m landman. 

EXAMINER CATANACH: Mr. Zent i s so 

q u a l i f i e d . 

Q. (BY MR. KELLAHIN) Let me have you t u r n 

t o t h e e x h i b i t book. L e t ' s s t a r t w i t h E x h i b i t 

I 
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No. 1. Si m p l y i d e n t i f y f o r us what t h a t i s . 

A. E x h i b i t No. 1 i s -- t h e f i r s t page o f 

E x h i b i t No. 1 i s t h e n o t i c e of t h e a p p l i c a t i o n 

f o r M e r i d i a n O i l , I n c . , r e g a r d i n g t h e c o m m i n g l i n g 

of t h i s proposed w e l l , t h e Huerfano No. 131 w e l l . 

Q. Summarize f o r t h e Examiner what 

M e r i d i a n i s s e e k i n g t o a c c o m p l i s h w i t h t h i s 

a p p l i c a t i o n . 

A. M e r i d i a n i s -- may I go o f f t h e r e c o r d , 

s i r ? 

Q. Sure. 

A. Would you l i k e me t o address -- I'm n o t 

p r e p a r e d t o address any e n g i n e e r i n g or g e o l o g i c 

i n f e r e n c e s , b u t m a i n l y t h e o w n e r s h i p and e q u i t y 

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

Q. Let me r e p h r a s e my q u e s t i o n t o you, 

John. What have t h e e n g i n e e r s and g e o l o g i s t s 

asked you t o a c c o m p l i s h w i t h r e g a r d s t o 

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

Dakota and t h e G a l l u p F o r m a t i o n s ? 

A. The e n g i n e e r i n g and g e o l o g i c d e p a r t m e n t 

has asked t h e l a n d d e p a r t m e n t , w h i c h c o n d u c t s t h e 

b u s i n e s s end o f M e r i d i a n ' s o p e r a t i o n s , t o c o n t a c t 

a l l t h e e q u i t y owners i n t h e G a l l u p p a r t i c i p a t i n g 

a r e a , t h e G a l l u p p o r t i o n o f t h i s d r i l l b l o c k , and 
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th e Dakota p a r t i c i p a t i n g a r ea i n t h e Huerfano 

U n i t and seek t h e i r a p p r o v a l i n c o m m i n g l i n g or 

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

h o r i z o n s t o share e q u a l l y o u t o f one p r o d u c t i o n 

s t r i n g . 

Q. What i s t h e i n i t i a l w e l l t h a t t h e 

e n g i n e e r s and g e o l o g i s t s propose t o u t i l i z e 

w i t h i n t h e u n i t boundary f o r c o m m i n g l i n g 

purposes ? 

A. I t i s t h e Huerfano U n i t No. 131 w e l l , 

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

Q. L e t ' s t u r n t o t h e i n f o r m a t i o n b e h i n d 

t a b E x h i b i t No. 2. I d e n t i f y t h e f i r s t d i s p l a y 

f o r me. 

A. The f i r s t d i s p l a y i s a p l a t showing t h e 

o f f s e t o w n e r s h i p t o t h e n o r t h h a l f o f S e c t i o n 34, 

26 N o r t h , 10 West, w h i c h i s t h e G a l l u p p r o r a t i o n 

u n i t and t h e Dakota p r o r a t i o n u n i t f o r t h e 

Huerfano U n i t No. 131 w e l l . I t i n d i c a t e s t h a t 

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

b o u n d a r i e s of t h e Huerfano U n i t agreement, and 

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

m a i n t a i n e d by M e r i d i a n O i l , I n c . 

Q. A l l r i g h t . L e t ' s t u r n t o t h e n e x t 

d i s p l a y w i t h i n t h i s e x h i b i t t a b and i d e n t i f y and 
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d e s c r i b e t h a t one f o r us. 

A. The n e x t d i s p l a y i s a p l a t i n d i c a t i n g 

t h e Huerfano U n i t agreement, t h e Huerfano U n i t 

a r e a , and t h e Dakota p a r t i c i p a t i n g a r ea w i t h i n 

t h e Huerfano U n i t . The Huerfano U n i t i s 

i n d i c a t e d by t h e b o l d b l a c k l i n e s . And t h e 

s l a s h e d h o r i z o n t a l l i n e s s o u t h e a s t -- or 

n o r t h e a s t t o so u t h w e s t i n d i c a t e s t h e c u r r e n t 

Dakota p a r t i c i p a t i n g a r ea w i t h i n t h e u n i t . 

Q. The y e l l o w or t h e l i m e c o l o r e d 

h i g h l i g h t e r i n d i c a t e s what? 

A. That i s t h e d r i l l b l o c k f o r t h e 

Huerfano U n i t No. 134 w e l l , t h e n o r t h h a l f o f 

Sect i o n 34. 

Q. And what i s t h e s p a c i n g f o r t h a t w e l l ? 

A. Three hundred and t w e n t y a c r e s . 

Q. W i l l t h a t be t h e same s p a c i n g f o r b o t h 

t h e Dakota and t h e G a l l u p ? 

A. Yes, i t w i l l be. 

Q. The n e x t d i s p l a y f o l l o w i n g t h a t one? 

A. The n e x t d i s p l a y i s a p l a t showing t h e 

b o u n d a r i e s o f t h e Huerfano U n i t a rea a g a i n i n 

s o l i d b l a c k l i n e s . The h o r i z o n t a l or t h e 

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

p a r t i c i p a t i n g area w i t h i n t h e Huerfano U n i t 
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agreement. And a g a i n t h e d r i l l b l o c k where t h e 

Huerfano 131 w e l l i s i n d i c a t e d i n t h e f l u o r e s c e n t 

m a r k i n g . 

Q. Have you had M e r i d i a n i n d i v i d u a l s 

t a b u l a t e and c o m p i l e f o r you t h e e q u i t y i n t e r e s t 

owners t h a t would share i n p r o d u c t i o n i n t h e 

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

u n i t i n q u e s t i o n f o r t h e 131 w e l l ? 

A. Yes, s i r , I have. 

Q. And how i s t h a t r e p r e s e n t e d i n t h e 

e x h i b i t book? 

A. F o l l o w i n g t h e p l a t we've j u s t l o o k e d a t 

i s a l i s t i n g o f t h e names of t h e i n d i v i d u a l s , 

c o r p o r a t i o n s t h a t have an e q u i t y o w n e r s h i p i n t h e 

n o r t h h a l f o f S e c t i o n 34 as t o b o t h -- as t o t h e 

G a l l u p F o r m a t i o n . I t l i s t s a l l owners who w i l l 

s h are i n t h e G a l l u p p r o d u c t i o n from t h e n o r t h 

h a l f of S e c t i o n 34. 

Q. The n o r t h h a l f o f S e c t i o n 34 i s n o t 

c u r r e n t l y i n a G a l l u p p a r t i c i p a t i n g area? 

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

Q. When you l o o k a t t h e Dakota, t h a t h a l f 

s e c t i o n i s i n a Dakota p a r t i c i p a t i n g u n i t ? 

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

Q. Do you have a l i s t t h a t w i l l i n c l u d e 
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a l l owners of p r o d u c t i o n r e g a r d l e s s of t h e 

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

A. Yes, s i r , t a b u l a t e d under S e c t i o n 7. 

Q. L e t ' s t u r n t o t h a t . 

A. S e c t i o n 7, i f I may, t h e f i r s t document 

i s a c e r t i f i c a t e e x e c u t e d by me showing a 

co m p l i a n c e w i t h a m a i l i n g o r d e r i n d i c a t i n g t h a t 

t h i s o r d e r and --

Q. The a p p l i c a t i o n . 

A. -- t h e a p p l i c a t i o n was s e n t t o a l l t h e 

p a r t i e s . Then we have, o f c o u r s e , t h e 

a p p l i c a t i o n i t s e l f . And i m m e d i a t e l y b e h i n d t h e 

a p p l i c a t i o n a r e 18 pages of names and addresses 

t h a t r e c e i v e d t h i s a p p l i c a t i o n n o t i c e . Those 18 

pages r e p r e s e n t everybody who c o u l d p o s s i b l y show 

or share i n t h e a l l o c a t i o n or e q u i t y i n t e r e s t i n 

a commingled w e l l i n t h e n o r t h h a l f of S e c t i o n 34 

b e i n g t h e Huerfano U n i t No. 131. 

We addressed and n o t i f i e d a l l c u r r e n t 

p a r t i c i p a n t s i n t h e c u r r e n t Dakota p a r t i c i p a t i n g 

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

the c u r r e n t G a l l u p p a r t i c i p a t i n g a r e a . And tho s e 

g e o g r a p h i c b o u n d a r i e s were shown on t h e maps we 

l o o k e d a t e a r l i e r . 

We a l s o a d d ressed t h o s e p a r t i e s t h a t we 
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j u s t l o o k e d a t i n p a r t 3 t h a t a r e t h e G a l l u p 

d r i l l b l o c k owners i n t h e n o r t h h a l f of S e c t i o n 

34 . 

T h i s l i s t t h e n w o u l d be a c o m p i l a t i o n 

of e v erybody who c o u l d p o s s i b l y share i n e q u i t y 

a t one p o i n t or a n o t h e r i n t h i s G a l l u p - D a k o t a 

commingled. 

Q. Would t h a t l i s t be t h e same, n o t o n l y 

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

th e 131, b u t f o r anyone t h a t m i ght be a f f e c t e d i f 

we adopted an a d m i n i s t r a t i v e p r o c e d u r e p u r s u a n t 

t o an O i l C o n s e r v a t i o n D i v i s i o n o r d e r t o l e t us 

do f u r t h e r c o m m i n g l i n g s of G a l l u p and Dakota 

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

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

MR. KELLAHIN: Mr. Examiner, I have 

marked as E x h i b i t No. 8, and i t ' s n o t i n t h e 

book, b u t t h i s i s a copy o f t h e u n i t agreement. 

Q. Mr. Zen t , would you g i v e us a g e n e r a l 

summary of t h e mechanics of t h e u n i t and how i t 

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

p r o p e r t y and p a r t i c u l a r l y how the s e p a r t i c i p a t i n g 

a r e as a r e expanded as Dakota and G a l l u p c o n t i n u e 

t o be developed? 

A. Okay. The Huerfano U n i t agreement was 
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e n t e r e d i n t o i n J u l y o f 1949. I t o r i g i n a l l y 

encompassed 63,000 a c r e s , and i t o b l i g a t e d t h e 

d e s i g n a t e d o p e r a t o r t o a d r i l l i n g of s i x Dakota 

w e l l s a t w i d e l y spaced l o c a t i o n s w i t h i n t h e 

63,000-acre u n i t d e s i g n a t i o n . 

The u n i t p r o v i d e d t h a t i f one or more 

of t h o s e w e l l s would e n c o u n t e r o i l and gas and a 

commercial s u b s t a n c e , t h a t i t would f o r m t h e 

a c t u a l u n i t i z a t i o n p r o c e s s and t h a t t h e w e l l 

would be deemed c o m m e r c i a l . Upon a w e l l b e i n g 

deemed c o m m e r c i a l , t h e u n i t o p e r a t o r would f o r m a 

p a r t i c i p a t i n g a r e a , w h i c h i s e s s e n t i a l l y a 

p o o l i n g . 

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

p r o v i d e s a mechanism where a d d i t i o n a l w e l l s can 

be d r i l l e d beyond t h e o r i g i n a l s i x w e l l s t h a t 

were o b l i g a t e d . I f any of tho s e subsequent w e l l s 

are p r oposed and d r i l l e d , t h e y ' r e proposed and 

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

owners owning a c o s t - b e a r i n g i n t e r e s t i n t h e 

p a r t i c u l a r p r o r a t i o n u n i t . 

I f t h a t w e l l i s d r i l l e d , c o m p l e t e d , and 

deemed c o m m e r c i a l l y p r o d u c t i v e , t h a t w e l l has t h e 

o p p o r t u n i t y t o be p o o l e d i n t o t h e i n i t i a l 

p a r t i c i p a t i n g a r ea e s t a b l i s h e d by one of t h e s i x 
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o r i g i n a l Dakota w e l l s . 

Upon t h a t h a p p e n i n g , c o s t s a r e 

r e a l l o c a t e d amongst t h e w o r k i n g i n t e r e s t p o o l 

t h e n or t h e p a r t i c i p a t i n g area as a d d i t i o n a l 

l a n d s a r e p o o l e d i n . And revenue i s sh a r e d 

e q u i t a b l y among t h e t h e n e n l a r g e d p a r t i c i p a t i n g 

a r e a . 

To d a t e t h e Dakota p a r t i c i p a t i n g a r ea 

w i t h i n t h e Huerfano U n i t agreement has gone 

t h r o u g h 51 such e x p a n s i o n s and c u r r e n t l y c o n t a i n s 

i n excess o f 44,000 a c r e s . The G a l l u p has a l s o 

been d r i l l e d subsequent t o t h e i n i t i a l s i x w e l l s , 

and an i n i t i a l G a l l u p p a r t i c i p a t i n g a r ea was 

e s t a b l i s h e d . I t has gone t h r o u g h 20 e x p a n s i o n s 

and now i n c l u d e s i n excess o f 10,000 a c r e s . 

Q. Usi n g t h e 131 as an example, t e l l us 

how t h e e x p a n s i o n w i l l o c c u r . 

A. What would happen, of c o u r s e , t h e 131 

i s c u r r e n t l y w i t h i n t h e Dakota p a r t i c i p a t i n g 

a r e a . And so t h e r e w i l l be no f u r t h e r e x p a n s i o n 

i n t h e Dakota. But i f t h e w e l l i s r e c o m p l e t e d i n 

the G a l l u p and commingled, t h e G a l l u p i s deemed 

c o m m e r c i a l , M e r i d i a n w i l l o f f e r e v i d e n c e t o t h e 

Bureau o f Land Management, New Mexico O i l & Gas 

C o n s e r v a t i o n D i v i s i o n , and t h e S t a t e Land O f f i c e 
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e v i d e n c i n g t h a t t h e G a l l u p i s commercial i n t h a t 

p a r t i c u l a r 320-acre s p a c i n g u n i t . 

And we w i l l a p p l y f o r an a p p l i c a t i o n 

f o r t h e 21st e x p a n s i o n o f t h e G a l l u p 

p a r t i c i p a t i n g a r e a . And t h e e q u i t y , t h e 

a l l o w a b l e gas or p r o d u c t f r o m t h i s n o r t h h a l f o f 

S e c t i o n 34 as t o t h e G a l l u p , t h e n , would t h e n be 

sha r e d e q u i t a b l y amongst t h e ba l a n c e o f t h e 

owners i n t h e 10,000-plus a c r e c u r r e n t G a l l u p 

PA . 

And t h e n a g a i n t h e u n i t o p e r a t i n g 

agreement p r o v i d e s a mechanism f o r r e a l l o c a t i o n 

of c o s t s and revenues f r o m t h e da t e o f 

comp1e t i o n . 

Q. I f I am an e q u i t y owner i n t h e G a l l u p 

and I am n o t i n a p a r t i c i p a t i n g a r e a , can I 

t r i g g e r or t a k e a c t i o n t h a t w i l l o b l i g a t e t h e 

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

me ? 

A. Yes, s i r , you can. One o f t h e 

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

Huerfano U n i t agreement i s t h a t a n n u a l l y we 

p o l l e d a l l of t h e owners i n t h e u n i t agreement t o 

ask i f t h e y have any d e s i r e f o r any w e l l s t o be 

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

RODRIGUEZ-VESTAL REPORTING 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

1 2 

1 3 

14 

15 

16 

1 7 

1 8 

19 

20 

21 

2 2 

23 

24 

25 

17 

Any owner can propose a w e l l . And i f 

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

o b l i g a t e d t o i n i t i a t e d r i l l i n g AFEs, c o s t 

e s t i m a t e s , f o r w a r d t h o s e t o t h e c o s t - b e a r i n g 

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

d r i l l t h e w e l l upon r e t u r n r e c e i p t of a s s i g n e d 

AFEs . 

So any owner c o u l d t r i g g e r an 

a d d i t i o n a l G a l l u p w e l l or new d r i l l w e l l or 

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

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

p a r t i c i p a t i n g a r e a . 

Q. Do t h e c o n t r a c t s p r o v i d e a means t o 

a l l o c a t e e q u i t i e s and share o f p r o d u c t i o n among 

a l l i n t e r e s t owners w i t h i n t h e u n i t area? 

A. Yes, t h e y do. 

MR. KELLAHIN: That c o n c l u d e s my 

e x a m i n a t i o n o f Mr. Zent. W e ' l l move t h e 

i n t r o d u c t i o n of E x h i b i t s 1, 2, 7, and 8. 

EXAMINER CATANACH: E x h i b i t s 1, 2, 7 

and 8 w i l l be a d m i t t e d as e v i d e n c e . 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Zent, i s t h i s u n i t m o s t l y f e d e r a l 

land? 

RODRIGUEZ-VESTAL REPORTING 
I R n R * Q Q Q _ 1 ' 7 ' 7 ' - l 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

1 2 

1 3 

14 

1 5 

1 6 

17 

1 8 

19 

20 

2 1 

22 

23 

24 

25 

18 

A. I t i s m o s t l y f e d e r a l l a n d . Some s t a t e 

l a n d s , some f e e l a n d s , some a l l o t t e d I n d i a n 

l a n d s . But I ' d say about 80 p e r c e n t i s f e d e r a l 

l e a s e h o l d . 

Q. Okay. The p a r t i e s t h a t you n o t i f i e d o f 

your a p p l i c a t i o n t o d a y , i f I u n d e r s t a n d 

c o r r e c t l y , were t h e p a r t i e s owning an i n t e r e s t i n 

th e c u r r e n t G a l l u p and Dakota PAs? 

A. Yes, s i r , as w e l l as t h e G a l l u p owners 

of t h e n o r t h h a l f of S e c t i o n 34. 

Q. Okay. I f I u n d e r s t a n d c o r r e c t l y a g a i n , 

what y o u ' r e a s k i n g f o r i s an a d m i n i s t r a t i v e 

p r o c e d u r e where you w o u l d n ' t have t o n o t i f y t h e s e 

p a r t i e s e v e r y t i m e you wanted t o downhole 

commingle a w e l l ? 

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

Q. Are t h e r e p a r t i e s owning an i n t e r e s t i n 

the G a l l u p w i t h i n t h e u n i t t h a t were n o t 

n o t i f i e d ? 

A. Every G a l l u p owner a l s o owned an 

i n t e r e s t i n t h e Dakota p a r t i c i p a t i n g a r e a . We 

would s u r m i s e t h a t t h e o w n e r s h i p between t h e two 

h o r i z o n s between w o r k i n g i n t e r e s t owners and 

o v e r r i d i n g r o y a l t y owners i s i d e n t i c a l as r o y a l t y 

owners. There appears t o be no severance t h a t we 
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c o u l d i d e n t i f y between t h e e q u i t y o w n e r s h i p 

between t h e two h o r i z o n s . 

So we b e l i e v e t h a t we c o u l d have 

a c c o m p l i s h e d t h e same t h i n g j u s t by n o t i f y i n g t h e 

Dakota p a r t i c i p a t i n g a r e a owners and n o t gone 

t h r o u g h a second l i s t and i d e n t i f y i n g G a l l u p 

owners. 

I f you l o o k a t t h e pages i n E x h i b i t 7, 

y o u ' l l n o t i c e t h a t many p a r t i e s a r e l i s t e d 

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

p a r t i e s who had an i n t e r e s t i n t h e G a l l u p and 

a l s o an i n t e r e s t i n t h e Dakota PA. Those p a r t i e s 

t h a t a r e o n l y l i s t e d s i n g l y d i d n o t have an 

i n t e r e s t i n t h e c u r r e n t G a l l u p p a r t i c i p a t i n g area 

because i t i s c o n s i d e r a b l y s m a l l e r t h a n t h e 

Dakota PA. 

So we f e e l we have n o t i f i e d e v e r y p a r t y 

i n t h e Huerfano U n i t t h a t has an i n t e r e s t i n b o t h 

f o r m a t i o n s , whether i t ' s c u r r e n t l y d e v e l o p e d t o 

th e G a l l u p or n o t . 

Q. Okay. Th a t ' s what I was a f t e r . I n a 

f u t u r e d r i l l e d or d e v e l o p e d w e l l , you t h i n k you'd 

be c o v e r e d w i t h t h e n o t i f i c a t i o n t h a t you 

p r o v i d e d w i t h t h i s h e a r i n g ? 

A. Yes, s i r , I do. 
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Q. Even i f i t ' s n o t i n a G a l l u p PA --

A. Yes, s i r . 

Q. -- a t t h e c u r r e n t time? 

A. Yes, s i r . 

Q. Have you had any comments or q u e s t i o n s 

f r o m any o f t h e i n t e r e s t owners about your 

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

A. No, we have n o t . We c o n t a c t e d t h e c o s t 

b e a r i n g owners as e a r l y as F e b r u a r y o f 92 and 

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

th e w e l l . And t h e r e were e l e v e n p a r t i e s who were 

i n v o l v e d i n t h a t . 

And w i t h t h e e x c e p t i o n of one p a r t y 

owning a 2/10 of 1 p e r c e n t i n t e r e s t , a l l p a r t i e s 

a r e e n c o u r a g i n g M e r i d i a n t o do t h i s and f e e l i t 

i s an economic way t o d e v e l o p t h e G a l l u p 

F o r m a t i o n i n t h e u n i t . But we have had no 

response fro m t h e m a i l o u t , p o s i t i v e or n e g a t i v e 

on n o t i f i c a t i o n . 

Q. Do you know how many o f th e s e w e l l s i n 

th e u n i t may e v e n t u a l l y be downhole commingled? 

A. I'm n o t p r e p a r e d t o address t h a t . 

H o p e f u l l y a subsequent w i t n e s s can. 

Q. Every t i m e some acreage i s p u t i n t o t h e 

PA, i t changes t h e p e r c e n t a g e o f o w n e r s h i p t h a t 
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t h e p a r t i e s --

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

Q. But you s a i d t h a t a l l t h e owners i n t h e 

G a l l u p a l s o have o w n e r s h i p i n t h e Dakota? 

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

EXAMINER CATANACH: Okay. I b e l i e v e 

t h a t ' s a l l I have o f t h e w i t n e s s , Mr. K e l l a h i n . 

MR. KELLAHIN: Mike Dawson i s a 

g e o l o g i s t w i t h M e r i d i a n , Mr. Examiner. 

MICHAEL K. DAWSON 

Having 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. KELLAHIN: 

Q. Mr. Dawson, would you, p l e a s e , s t a t e 

y o u r name and o c c u p a t i o n ? 

A. I'm M i c h a e l K. Dawson. I'm a g e o l o g i s t 

f o r M e r i d i a n O i l , I n c . , F a r m i n g t o n r e g i o n . 

Q. Mr. Dawson, on p r i o r o c c a s i o n s have you 

t e s t i f i e d b e f o r e t h e D i v i s i o n as a g e o l o g i s t ? 

A. Yes, s i r , I have. 

Q. And p u r s u a n t t o y o u r employment as a 

g e o l o g i s t , have you made a r e v i e w o f t h e g e o l o g y 

i n t h e Dakota and G a l l u p f o r m a t i o n s t h a t u n d e r l i e 

t h e Huerfano U n i t ? 
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A. Yes, s i r . 

MR. KELLAHIN: We t e n d e r Mr. Dawson as 

an e x p e r t p e t r o l e u m g e o l o g i s t . 

EXAMINER CATANACH: Mr. Dawson i s so 

q u a 1 i f i ed. 

Q. (BY MR. KELLAHIN) Mr. Dawson, l e t me 

ask you t o t u r n t o t h e d i s p l a y s f o l l o w i n g E x h i b i t 

No. 6, and l e t ' s p u l l o ut t h e t y p e l o g f o r t h e 

s u b j e c t w e l l . I d e n t i f y and t h e n d e s c r i b e t h e 

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

r e l a t i o n s h i p o f t h e G a l l u p and t h e Dakota as we 

f i n d i t i n t h i s w e l l b o r e . 

A. The w i r e - l i n e l o g f r o m t h e Huerfano 

131, as d i s p l a y e d h e r e , i n d i c a t e s t h e G a l l u p 

p r o d u c i n g i n t e r v a l f r o m a p p r o x i m a t e l y 5600 f e e t 

t o 6100 f e e t . We've i n d i c a t e d t h e zones t h a t we 

propose f o r c o m p l e t i o n on t h i s w i r e - l i n e l o g . 

I t ' s s i g n i f i c a n t t h a t t h e l e f t - h a n d 

c u r v e , or t h e SP c u r v e , shows a n e g a t i v e 

d e f l e c t i o n , t h a t i s t o t h e l e f t , and by and l a r g e 

i n t h e zones i n w h i c h we have an i n t e r e s t . The 

cu r v e s on t h e r i g h t - h a n d s i d e of t h e l o g a r e 

r e s i s t i v i t y c u r v e s . You can a l s o see a 

d e f l e c t i o n t o t h e r i g h t i n tho s e zones. A 

c o m b i n a t i o n o f t h e s e l o g responses was used t o 
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s e l e c t t h e zones f o r c o m p l e t i o n . 

At t h e t i m e b o t t o m of t h e l o g as shown, 

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

and we've i n d i c a t e d t h e zones t h a t a r e c u r r e n t l y 

c o m p l e t e d i n t h e Dakota. 

Q. When we l o o k a t t h e u n i t area and see 

Mr. Zent's p a r t i c i p a t i n g a r e a s , t h e r e has been 

s u b s t a n t i a l development o f t h e Dakota w i t h i n t h e 

u n i t boundary, y e t t h e G a l l u p i t s e l f has n o t been 

s e p a r a t e l y d e v e l o p e d t o any s i g n i f i c a n t e x t e n t . 

I s t h e r e a g e o l o g i c e x p l a n a t i o n why t h e 

development has o c c u r r e d w i t h t h a t k i n d of 

p a t t e r n ? 

A. Yes, s i r , t h e r e i s . The development i n 

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

f o r w a r d based on t h e presence o f t h e T o c i t o 

s andstone w i t h i n t h e G a l l u p i n t e r v a l . T h i s 

T o c i t o sandstone i s c o a r s e - t o medium-grained and 

g e n e r a l l y has r a t h e r h i g h m a t r i x p e r m e a b i l i t y . 

I t t e n d s t o be d i s t r i b u t e d as a bar w i t h i n t h e 

un i t . 

Throughout t h e r e s t o f t h e u n i t , we 

have o v e r l y i n g v e r y f i n e d - g r a i n e d sandstones and 

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

v e r y , v e r y low m a t r i x p e r m e a b i l i t y . And t h e s e 
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t y p e s of r e s e r v o i r s w i l l be dependent on n a t u r a l 

f r a c t u r i n g f o r commercial p r o d u c t i o n . 

These r e s e r v o i r s we t h i n k a t t h i s t i m e 

do n o t w a r r a n t new d r i l l i n g . We don't b e l i e v e 

t h a t t h e y ' r e c a p a b l e o f p r o d u c i n g r e s e r v e s t h a t 

would pay out new d r i l l w e l l s i n g e n e r a l . 

Q. What does M e r i d i a n a c h i e v e w i t h t h i s 

downhole c o m m i n g l i n g program w i t h i n t h e u n i t t h a t 

i t cannot a c h i e v e i f t h i s program i s n o t 

i n i t i a t e d ? 

A. We see t h i s program as a means t o 

r e c o v e r i n g t h e r e s e r v e s t h a t a r e i n t h e t i g h t b ut 

n a t u r a l l y f r a c t u r e d p a r t o f t h e G a l l u p i n t e r v a l . 

We see t h i s as a way of c o m m e r c i a l l y d e v e l o p i n g 

t h e s e i n a s i t u a t i o n where we c a n ' t a f f o r d t o 

d r i l l new w e l l b o r e s s p e c i f i c a l l y f o r t h i s 

i n t e r v a l . 

Q. L e t ' s t u r n t o some of your o t h e r 

d i s p l a y s and have you d e s c r i b e t h e d i s t r i b u t i o n 

of t h e r e s e r v o i r s w i t h i n t h e u n i t a r e a . 

A. The f i r s t d i s p l a y f o l l o w i n g t h e t y p e 

l o g i n d i c a t e s -- i t ' s a map o f SP f e e t w i t h i n 

t h i s G a l l u p i n t e r v a l . And i t ' s a map of t h e 

f o o t a g e of SP t h a t has g r e a t e r t h a n 5 m i l l i v o l t s 

of n e g a t i v e d e f l e c t i o n . 
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We t a k e t h i s as an i n d i c a t i o n of 

p e r m e a b i l i t y i n t h a t t i g h t p a r t o f t h e G a l l u p 

i n t e r v a l . T h i s d i s p l a y d e m o n s t r a t e s a c e r t a i n 

c o n t i n u i t y i n t h e t r e n d s o f t h e spontaneous 

p o t e n t i a l development. 

Q. I s t h e r e s u f f i c i e n t d i s t r i b u t i o n o f t h e 

G a l l u p F o r m a t i o n over a l l u n i t area t o make t h i s 

p r o j e c t v i a b l e ? 

A. Yes, s i r . 

Q. L e t ' s l o o k a t t h e s t r u c t u r e map on 

G a l l u p . I s t h e r e any p a r t i c u l a r s i g n i f i c a n c e t o 

t h i s s t r u c t u r e i n t h e G a l l u p ? 

A. The s t r u c t u r e map i n d i c a t e s a v e r y 

g e n t l e h o m o c l i n a l d i p t o t h e n o r t h e a s t of about 

70 f e e t per m i l e . I t ' s u s e f u l as an i n d i c a t i o n 

of t h e -- a c t u a l l y t h e l a c k of s t r u c t u r a l 

d e f o r m a t i o n . 

Q. There s h o u l d n ' t be any s t r u c t u r a l 

component t h a t w ould p u t a t r i s k t h e o p p o r t u n i t y 

t o downhole commingle p r o d u c t i o n i n t h e s e two 

f i e l d s ? 

A. No, s i r . We ex p e c t no s i g n i f i c a n t 

f a u l t i n g or f o l d i n g t h a t w ould p r o v i d e 

p e r m e a b i l i t y b a r r i e r s . 

Q . And t h e n t h e n e x t d i s p l a y ? 
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A. T h i s i s a n e t pay i s o p a c h of t h e Dakota 

A s a n d s t o n e , w h i c h i s t h e upper i n t e r v a l 

c o m p l e t e d i n t h e s u b j e c t w e l l . T h i s sandstone 

was d e p o s i t e d a t a s h o r e l i n e sequence w i t h s t r o n g 

marine i n f l u e n c e s . T h i s p a r t i c u l a r e x h i b i t 

i l l u s t r a t e s t h e degree of c o n t i n u i t y of t h i s 

p a r t i c u l a r p a r t of t h e Dakota p r o d u c i n g i n t e r v a l . 

Q. Why have you s e l e c t e d t h e Dakota A upon 

w h i c h t o p r e p a r e t h e isopach? 

A. We f e e l t h a t t h e Dakota A i s t h e 

p r i m a r y r e s e r v o i r sandstone w i t h i n t h e Dakota 

i n t e r v a l . 

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

i n t e r v a l as we l o o k a t t h e Dakota w e l l s w i t h i n 

t h e u n i t area? 

A. Yes, s i r , i n g e n e r a l i t i s . 

Q. L e t ' s go t o t h e n e x t d i s p l a y . 

A. T h i s i s a n o t h e r n e t sandstone i s o p a c h 

b u t of t h e Dakota sands u n d e r l y i n g t h e Dakota A. 

These sandstones a re i n g e n e r a l much l e s s 

c o n t i n u o u s . They r e p r e s e n t f l u v i a l and d e l t a i c 

or non-marine d e p o s i t i o n . I n g e n e r a l t h e y don't 

c o n t r i b u t e as much t o t h e Dakota p r o d u c t i o n i n 

th e u n i t as does t h e Dakota A. 

Q. Do you have an o p i n i o n as a g e o l o g i s t 
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whether or n o t t h e D i v i s i o n ought t o approve t h e 

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

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

r e a s o n a b l e a p p l i c a t i o n and s h o u l d be approved. 

Q. You don't see any g e o l o g i c r e a s o n n o t 

t o have i t approved? 

A. No re a s o n . 

MR. KELLAHIN: That c o n c l u d e s my 

e x a m i n a t i o n o f Mr. Dawson. We move t h e 

i n t r o d u c t i o n of h i s d i s p l a y s c o n t a i n e d w i t h i n No. 

6 . 

EXAMINER CATANACH: E x h i b i t No. 6 w i l l 

be a d m i t t e d as e v i d e n c e . 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Dawson, what a p p r o x i m a t e l y i s t h e 

p r o d u c t i v e p o t e n t i a l of t h e G a l l u p i n any 

i n d i v i d u a l w e l l w i t h i n t h i s u n i t ? 

A. That's a d i f f i c u l t q u e s t i o n t o answer 

i n t h a t i n w e l l s w i t h o u t T o c i t o sandstone 

development, such as t h i s , we're l o o k i n g a t 

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 s , and p r o d u c t i o n 

r a t e s v a r y w i d e l y . N a t u r a l f r a c t u r i n g i s so 

d i f f i c u l t t o p r e d i c t . 

We have reason t o b e l i e v e t h a t i t c o u l d 
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range f r o m , say, a c u m u l a t i v e p r o d u c t i o n o f 100 

m i l l i o n t o as g r e a t as 1 Bcf of gas. And, of 

c o u r s e , some c o m p l e t i o n s p r o b a b l y w i l l n o t 

en c o u n t e r w e l l d e v e l o p e d n a t u r a l f r a c t u r i n g , and 

w e ' l l have sub-commercial p r o d u c t i o n f r o m t h o s e . 

We b e l i e v e a l s o t h a t t h e r e i s some o i l 

p o t e n t i a l i n t h i s i n t e r v a l . I t c o u l d range fro m 

a c o u p l e thousand b a r r e l s up t o as much as 20- t o 

30,000 b a r r e l s . I would d e f e r a more s p e c i f i c 

answer t o Jimmy S m i t h , who has modeled t h e 

economics and l o o k e d a t p r o d u c t i o n a n a l o g i e s as 

p a r t of h i s p r e p a r a t i o n and p r o p o s a l of t h i s 

p r o j e c t . 

Q. Are you a b l e t o map where w i t h i n t h e 

u n i t t h e T o c i t o i n t e r v a l i s p r e s e n t ? 

A. Yes, s i r , q u i t e e a s i l y . We have enough 

d e n s i t y l o g c o n t r o l t h a t we can map and i n d i c a t e 

t h e T o c i t o sand b a r . I n t h i s p a r t i c u l a r w e l l i t 

i s n o t de v e l o p e d a t a l l . 

Q. A p p r o x i m a t e l y what p e r c e n t a g e o f t h e 

acreage w i t h i n t h e u n i t c o n t a i n s t h a t T o c i t o 

i n t e r v a l ? 

A. I would say a p p r o x i m a t e l y 20 p e r c e n t . 

Q. Would t h a t be t h e main p r o d u c i n g 

i n t e r v a l f r o m t h e G a l l u p , t h e one t h a t w ould 
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c o n t r i b u t e t h e most r e s e r v e s i n your o p i n i o n ? 

A. Yes, s i r , I b e l i e v e so. 

Q. There i s c u r r e n t l y some G a l l u p 

p r o d u c t i o n w i t h i n t h e u n i t ? 

A. Yes, s i r . As I s a i d , i n t h e n o r t h e r n 

p a r t o f t h e u n i t , t h e A n g e l l Peak-Gallup Pool i s 

de v e l o p e d . There a re a few odd G a l l u p 

complet i o n s . 

Other t h a n t h a t t h e n e a r e s t one i s 

i n d i c a t e d on t h e G a l l u p i n t e r v a l n e t SP i s o p a c h . 

I t ' s a p p r o x i m a t e l y a m i l e - a n d - a - h a l f t o t h e 

n o r t h w e s t . That w e l l i s i n d i c a t e d w i t h a l a r g e G 

under t h e enhanced gas w e l l symbol. 

A p a r t f r o m t h a t t h e r e are few r e c e n t 

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

un i t . 

Can I go o f f t h e r e c o r d f o r j u s t a 

moment, s i r ? I wanted t o f i n d t h e map t h a t Jimmy 

i n c l u d e s . 

[A d i s c u s s i o n was h e l d o f f t h e r e c o r d . ] 

A. I f I c o u l d c a l l your a t t e n t i o n t o t h e 

second page i n E x h i b i t 3, t h e map t h a t Jimmy 

Smith p r e p a r e d i n d i c a t e s w i t h a diamond symbol 

plugged-back r e c o m p l e t i o n s t o t h e G a l l u p i n t h i s 

a r e a . These were Dakota w e l l s t h a t were p l u g g e d 
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back f o r c o m p l e t i o n i n t h e G a l l u p . 

Q. Okay. I n terms of t h e Dakota w i t h i n 

t h e u n i t , has t h a t b a s i c a l l y been f u l l y 

d eveloped? 

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

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

t a r g e t f o r downhole c o m m i n g l i n g w i l l have a l r e a d y 

p r oduced from t h e Dakota f o r a s i g n i f i c a n t amount 

of t i m e p r o b a b l y ? 

A. I b e l i e v e so, a l t h o u g h some o f our more 

r e c e n t i n f i l l w e l l s have reached t h e i r c ommercial 

l i m i t s or are n e a r i n g t h a t l i m i t , and t h o s e w e l l s 

are maybe as young as, say, t e n y e a r s o l d . Some 

of t h e newer i n f i l l w e l l s p r o b a b l y w i l l be 

c o n s i d e r e d as p o t e n t i a l commingled c a n d i d a t e s 

w i t h i n t h e near f u t u r e . 

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

acreage w i t h i n t h e u n i t t h a t has n o t been i n f i l l 

d r i l l e d i n t h e Dakota? 

A. I f e e l a t t h i s t i m e t h a t perhaps about 

20 t o 25 p e r c e n t o f t h e t o t a l Dakota PA has n o t 

been i n f i l l e d . And t h e d e c i s i o n n o t t o c a r r y 

f o r t h t h e i n f i l l program i n t h e case of t h i s 

a c r e a g e , t h i s 20 t o 25 p e r c e n t , i s based on t h e 

l a c k of r e s e r v o i r p o t e n t i a l w i t h i n t h e Dakota. 
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I n o t h e r words, we've l o o k e d a t t h e 

Dakota r e s e r v o i r s a n d s t o n e s , mapped them, l o o k e d 

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

been made n o t t o go f o r w a r d w i t h i n f i l l i n g and, 

say, t h a t 25 p e r c e n t of t h e Dakota PA t h a t 

remains t o be i n f i l l e d . 

Q. So t h e r e may n o t be any more i n f i l l 

d r i l l i n g i n t h e Dakota? 

A. Yes, s i r . 

EXAMINER CATANACH: That's a l l I have 

of t h e w i t n e s s , Mr. K e l l a h i n . 

MR. KELLAHIN: I c a l l a t t h i s t i m e Mr. 

Jimmy Smith . 

JAMES A. SMITH 

Having 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. KELLAHIN: 

Q. Mr. Sm i t h , would you, p l e a s e , s t a t e 

y o u r name and o c c u p a t i o n ? 

A. James A. Sm i t h . I'm a s e n i o r 

p r o d u c t i o n e n g i n e e r w i t h M e r i d i a n O i l i n 

F a r m i n g t o n , New Mexico. 

Q. On p r i o r o c c a s i o n s , Mr. S m i t h , have you 

t e s t i f i e d as an e n g i n e e r b e f o r e t h e D i v i s i o n ? 
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A. Yes, s i r , I have. 

Q. And p u r s u a n t t o your employment have 

you made an a n a l y s i s of t h e Huerfano U n i t w i t h 

r e g a r d s t o t h e downhole c o m m i n g l i n g p o t e n t i a l o f 

th e G a l l u p and Dakota F o r m a t i o n s w i t h i n t h e u n i t 

area? 

A. Yes, s i r . 

MR. KELLAHIN: We t e n d e r Mr. Smith as 

an e x p e r t e n g i n e e r . 

EXAMINER CATANACH: Mr. Smith i s so 

q u a 1 i f i ed. 

Q. (BY MR. KELLAHIN) L e t me d i r e c t y o u r 

a t t e n t i o n , Mr. S m i t h , t o E x h i b i t 3 and t h e f i r s t 

d i s p l a y b e h i n d E x h i b i t No. 3. Would you i d e n t i f y 

t h a t f o r us? I'm i n t h e n e x t s e c t i o n . A l l 

r i g h t , s i r . 

The f i r s t i s s i m p l y an o r i e n t a t i o n map, 

a l a n d p l a t showing t h e s u b j e c t w e l l . I f y o u ' l l 

t u r n beyond t h a t and p i c k up w i t h t h e d i s p l a y Mr. 

Dawson d e s c r i b e d t o us t h a t showed t h e s t a t u s of 

th e w e l l s i n t h e near v i c i n i t y o f t h e 131. 

D e s c r i b e f o r us, fr o m your p e r s p e c t i v e 

as an e n g i n e e r , what i s so i n t e r e s t i n g about t h e 

p o t e n t i a l t o c o n t i n u e t o d e v e l o p t h e G a l l u p w i t h 

t h i s downhole c o m m i n g l i n g program. 
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A. F i r s t , t h i s map t h a t we're l o o k i n g a t 

i s a l o c a t o r map, as you can see i n S e c t i o n 34, 

the Huerfano U n i t 131 w e l l . To da t e we have f o u r 

r e c o m p l e t i o n s i n t h e G a l l u p . Three of th o s e can 

be seen h e r e , t h e 194-E, t h e 219 and t h e No. 

2 16. 

As you move t o t h e s o u t h e a s t , t h e 

G a l l e g o s - G a l l u p p o o l t h i n s o u t . At t h i s p o i n t we 

are r e a c h i n g t h e e x t e n t f o r t h e new -- t r y i n g t o 

e n c o u n t e r new G a l l u p sand t h a t has p r e v i o u s l y n o t 

been d e v e l o p e d . 

Q. Based upon your a n a l y s i s of t h a t 

p o t e n t i a l i n t h e G a l l u p , what i s t h e most 

economic way and e f f i c i e n t way t o d e v e l o p or t e s t 

f o r t h o s e r e s e r v e s ? 

A. By r e c o m p l e t i n g i n e x i s t i n g Dakota 

we 1 l b o r e s . 

Q. What causes t o you r e a c h t h a t 

c o n e l u s i o n ? 

A. The c o s t s o f new d r i l l s i s r o u g h l y 

t w i c e as much t h a n a r e c o m p l e t i o n . 

Q. Have you i d e n t i f i e d t h e 131 w e l l as a 

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

r e c o m p l e t e t h a t w e l l i n a downhole c o m m i n g l i n g 

c o n f i g u r a t i o n so you can produce b o t h t h e Dakota 
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and t h e G a l l u p ? 

A. Yes, s i r . 

Q. What's i n t e r e s t i n g about t h a t w e l l , and 

why i s i t s e l e c t e d as t h e f i r s t w e l l ? 

A. F i r s t o f f , we've been n o t i f i e d by t h e 

New Mexico OCD t h a t r e m e d i a l work must be t a k e n 

on t h i s w e l l . I t has n o t produced f o r r o u g h l y 

t e n y e a r s . And we f e e l t h a t t h e r e a r e e x i s t i n g 

r e c o v e r a b l e Dakota r e s e r v e s , however, n o t 

economic a t t h i s p o i n t . However, commingled w i t h 

t h e G a l l u p , t h e commingled s t r e a m w i l l be 

economic. 

Q. F o l l o w i n g t h e d i s p l a y i s a, what's 

i d e n t i f i e d as a r e c o m p l e t i o n p r o c e d u r e . W i t h o u t 

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

p r o c e d u r e , g i v e us a summary so t h a t we can have 

an u n d e r s t a n d i n g of how you propose t o ha n d l e t h e 

r e c o m p l e t i o n and p a r t i c u l a r l y how you propose t o 

a l l o c a t e t h e p r o d u c t i o n between t h e two 

r e s e r v o i r s . 

A. We i n t e n d t o move onto t h i s w e l l , 

a t t e m p t t o e s t a b l i s h p r o d u c t i o n c a p a b i l i t y from 

t h e Dakota F o r m a t i o n . At t h a t p o i n t we w i l l 

i s o l a t e t h e Dakota w i t h a b r i d g e p l u g , r e c o m p l e t e 

t h e G a l l u p F o r m a t i o n , f r a c i t , t e s t i t f o r 
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p r o d u c t i o n c a p a b i l i t y , and remove t h e b r i d g e p l u g 

and t e s t t h e commingled p r o d u c t i o n . Based on t h e 

f l o w r a t e s of b o t h zones, p r o d u c t i o n w i l l be 

a l l o c a t e d f r o m t h a t . 

Q. Have you d e t e r m i n e d whether or n o t t h a t 

i s a t y p i c a l way by wh i c h p r o d u c t i o n has been 

a l l o c a t e d between commingled G a l l u p and Dakota 

w e l l s i n o t h e r areas o f t h e b a s i n ? 

A. Yes, t h a t ' s t y p i c a l . 

Q. D id you p r e p a r e t h e r e c o m p l e t i o n 

p r o c e d u r e s o u t l i n e d i n t h i s e x h i b i t , Mr. Smith? 

A. Yes, s i r . 

Q. L e t ' s go t o E x h i b i t t a b 4. I d e n t i f y 

and d e s c r i b e f o r us t h e f i r s t d i s p l a y . 

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

t h e G a l l u p -- or excuse me, of t h e Dakota 

p r o d u c t i o n from t h e Huerfano U n i t 131 w e l l . 

Q. When you l o o k a t t h e c u r r e n t s t a t u s of 

t h a t w e l l , i t has been s h u t - i n f o r some time? 

A. Yes, s i r . 

Q. I s t h e r e any i n d i c a t i o n o f what t h e 

l i n e p r e s s u r e was a t t h e t i m e of s h u t - i n ? 

A. That cannot be d e t e r m i n e d f r o m t h i s ; 

however, l i n e p r e s s u r e s i n t h i s area are t h e main 

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

RODRIGUEZ-VESTAL REPORTING 
/ K n K \ n o o 1 -7 *7 n 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

1 7 

18 

19 

20 

2 1 

22 

2 3 

24 

25 

36 

Q. I t no l o n g e r had t h e c a p a c i t y t o 

produce a g a i n s t t h e e x i s t i n g l i n e p r e s s u r e s ? 

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

Q. Turn t o t h e n e x t d i s p l a y w i t h i n t h e 

e x h i b i t s e c t i o n . What's i d e n t i f i e d here? 

A. T h i s i s a w e l l c o m p l e t i o n l o g o f t h e 

Huerfano U n i t 131 w e l l . T h i s d e p i c t s t h e 

d r i l l i n g and c o m p l e t i o n o f t h e Dakota. 

Q. And t h e n c o n t i n u i n g on, d e s c r i b e each 

of t h e n e x t d i s p l a y s w i t h i n t h e e x h i b i t s e c t i o n . 

A. The n e x t e x h i b i t i s t h e c o m p l e t i o n l o g 

s u b m i t t e d t o t h e BLM and t h e s t a t e . I t shows t h e 

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

t r e a t m e n t . 

The n e x t e x h i b i t i s a back p r e s s u r e 

t e s t of t h e G a l l u p F o r m a t i o n f r o m t h e Huerfano 

U n i t 219 w e l l . T h i s , we f e e l , shows t h a t 

p r e s s u r e s i n t h e area a r e n o t i n excess o f 50 

p e r c e n t r e q u i r e d by c o m m i n g l i n g . 

And l a s t i s a s h u t - i n p r e s s u r e of t h e 

131 w e l l showing t h e i n i t i a l p r e s s u r e o f t h e 

Dakota and t h e most c u r r e n t p r e s s u r e i n 1979. 

Q. L e t ' s go back and t o u c h a g a i n on t h e 

p r e s s u r e d i f f e r e n t i a l . Have you made an 

i n v e s t i g a t i o n of what you would e x p e c t t o be t h e 
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ranges of p r e s s u r e i n t h e G a l l u p and compared 

t h o s e t o Dakota t o see i f you have a s i g n i f i c a n t 

p r e s s u r e d i f f e r e n t i a l ? 

A. Yes. 

Q. And do you f i n d i n s t a n c e s t h a t w o u l d 

cause t o you b e l i e v e t h a t y o u ' r e g o i n g t o have a 

h i g h e r p r e s s u r e zone t h a t ' s more t h a n 50 p e r c e n t 

g r e a t e r t h a n t h e lower p r e s s u r e zone? 

A . No . 

Q. So no p r e s s u r e problems between t h e two 

zones ? 

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

Q. Do you see any o p p o r t u n i t y t h a t one 

zone would f e e d t h e o t h e r zone; t h a t we're g o i n g 

t o have some k i n d o f pr o b l e m between t h e 

r e s e r v o i r s i f we commingled p r o d u c t i o n ? 

A. No, s i r . 

Q. Do you see any i n c o m p a t i b i l i t y of t h e 

f l u i d s ? 

A. No, s i r . 

Q. Turn t o t h e p r e s s u r e p l o t , w h i c h i s t h e 

l a s t d i s p l a y i n E x h i b i t t a b 4. D e s c r i b e t h a t f o r 

us . 

A. The p r e s s u r e p l o t shows t h e o r i g i n a l 

r e s e r v o i r p r e s s u r e i n t h e 131 w e l l as 1300 pounds 
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and t h e l a s t p r e s s u r e as 704 PSI. 

Q. Have you had some economic a n a l y s i s t o 

d e t e r m i n e whether or n o t t h e o p p o r t u n i t y f o r 

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

commingled manner i s a r e a l i s t i c , a c h i e v a b l e 

o b j e c t i v e ? 

A. Yes, s i r . 

Q. What d i d you con c l u d e ? 

A. That i t i s an economic v e n t u r e . 

Q. When we t u r n t o E x h i b i t t a b 5, d e s c r i b e 

f o r us what t h i s shows. 

A. E x h i b i t 5 i s a l a b o r a t o r y a n a l y s i s of 

f l u i d s f r o m b o t h t h e Dakota and G a l l u p , f r o m b o t h 

Dakota and G a l l u p w e l l s i n t h e a r e a . T h i s was 

c o n d u c t e d by t h e Western Company. I t shows t h a t 

t h e f l u i d s a r e c o m p a t i b l e . 

Q. Okay. And t h e n you have a d d i t i o n a l o i l 

a n a l y s i s and o t h e r i n f o r m a t i o n under t h i s s e c t i o n 

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

f a c t a r e c o m p a t i b l e ? 

A. Yes, s i r . 

Q. I was l o o k i n g f o r t h e s e c t i o n t h a t had 

your AFEs and your economics i n i t . Where d i d we 

put t h a t ? 

A. I don 1 t know. 
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MR. KELLAHIN: I don ' t know e i t h e r . 

May we have a m i n u t e t o f i g u r e o ut 

where t h a t went? 

EXAMINER CATANACH: Sure. 

MR. KELLAHIN: A l l r i g h t . L e t ' s 

d e s c r i b e them anyway. 

UNIDENTIFIED PERSON: May th e s e 

e x h i b i t s be purchased or be had? 

MR. KELLAHIN: W e ' l l be happy t o 

p r o v i d e you a copy. They're a v a i l a b l e f o r t h e 

p u b l i c o u t of t h e case f i l e . But i f you would 

l i k e a s e t , I ' l l g i v e you one. 

UNIDENTIFIED PERSON: I a p p r e c i a t e i t . 

I'm a r o y a l t y owner under t h e w e l l a d j a c e n t t o 

i t . 

MR. KELLAHIN: We're happy t o share 

some e x h i b i t s w i t h you. 

Mr. Examiner, I d i d n o t p u t a l l t h e AFE 

c o s t i t e m s i n t h e e x h i b i t book. There i s a 

complete s e t of t h a t i n f o r m a t i o n w h i c h we f i l e d 

w i t h you when we sought a d m i n i s t r a t i v e a p p r o v a l 

of t h i s p a r t i c u l a r w e l l , and i t i s i n t h i s case 

f i l e . L e t me have Mr. Smith s i m p l y d e s c r i b e i n 

summary t h e economics. 

Q. (BY MR. KELLAHIN) Take us t h r o u g h a 
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summary, Mr. S m i t h , of how you approached 

a n a l y z i n g t h e i s s u e of whether or n o t i t was more 

e f f i c i e n t t o c o n t i n u e t o t e s t f o r development i n 

t h e Dakota by c o m m i n g l i n g w i t h t h e G a l l u p . 

A. F i r s t o f f , we have r e c o m p l e t e d s e v e r a l 

w e l l s i n t h e Huerfano U n i t and i n 1991 d r i l l e d 

one w e l l . C o s t s , t y p i c a l c o s t s f o r r e c o m p l e t i o n 

i s $200- t o $250,000; whereas, a d r i l l w e l l i s 

$500- t o $600,000. Economics were r u n based on 

th e o f f s e t w e l l s . 

O f f s e t w e l l s , t h e c l o s e s t o f f s e t w e l l , 

b e i n g t h e Huerfano U n i t 219, one m i l e t o t h e 

n o r t h e a s t , t h a t w e l l has c u r r e n t l y been p r o d u c i n g 

f o r t h r e e - a n d - a - h a l f months. Based on i t s r a t e 

economics were modeled a f t e r t h a t . And w i t h t h e 

a d d i t i o n of t h e Dakota f l o w s t r e a m , economics a re 

f a v o r a b l e ; whereas, M e r i d i a n would r e c o m p l e t e 

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

Q. W i t h o u t a p p r o v a l o f t h e p r o c e s s t o have 

c o m m i n g l i n g c o n t i n u e i n t h e u n i t a r e a , do we r u n 

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

r e s e r v o i r s t h a t m i g h t o t h e r w i s e be r e c o v e r e d ? 

A. Yes, s i r . 

Q. From your p o i n t of view as an e n g i n e e r , 

do you see any l i m i t a t i o n s ? Do you have any 
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r e s e r v a t i o n s about h a v i n g t h e D i v i s i o n approve 

t h e 131 f o r c o m m i n g l i n g and adopt an 

a d m i n i s t r a t i v e p r o c e d u r e t h a t we might do f o r 

o t h e r s l i k e t h i s w i t h i n t h e u n i t ? 

A. No, s i r . 

Q. Have you had a chance t o f i g u r e o u t how 

many p o t e n t i a l c a n d i d a t e s you have f o r t h e 

downhole c o m m i n g l i n g p r o j e c t w i t h i n a c e r t a i n 

range? Have you i d e n t i f i e d a number of w e l l s ? 

A. Yes. 

Q. A p p r o x i m a t e l y how many? 

A. Based on t o d a y ' s p r i c e s and economics, 

I would say we have between 20 and 50 commingles 

c u r r e n t l y . 

Q. And t h i s i s an o p p o r t u n i t y t o r e c o v e r 

a d d i t i o n a l h y d r o c a r b o n s f o r b e n e f i t of a l l 

i n t e r e s t owners t h a t m i g h t n o t o t h e r w i s e be 

ach i evab1e ? 

A. Yes, s i r . 

MR. KELLAHIN: That c o n c l u d e s my 

e x a m i n a t i o n of Mr. Sm i t h . We would move a t t h i s 

t i m e t h e i n t r o d u c t i o n of t h e b a l a n c e o f t h e 

e x h i b i t s . And I must t e l l you I ' v e l o s t t r a c k of 

th e numbers, b u t whatever t h e y a r e , we subm i t 

them. 
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EXAMINER CATANACH: The b a l a n c e of t h e 

e x h i b i t s w i l l be s u b m i t t e d as e v i d e n c e . 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Sm i t h , on your e x h i b i t on your 

m u l t i - p o i n t p r e s s u r e t e s t f o r t h e w e l l No. 219, 

you show an a b s o l u t e open f l o w o f 1731 Mcf per 

day? 

A. Yes, s i r . 

Q. Do you t h i n k t h i s i s i n d i c a t i v e o f t h e 

t y p e of p r o d u c t i o n y o u ' r e g o i n g t o be g e t t i n g 

f r o m t h e G a l l u p F o r m a t i o n ? 

A. No, s i r . 

Q. What do you e s t i m a t e t h a t t o be? 

A. Based on o f f s e t w e l l s , I e s t i m a t e t h e 

i n i t i a l gas p o t e n t i a l t o be 100 t o 200 Mcf per 

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

120 Mcf per day f o r t h e l a s t t h r e e - a n d - a - h a l f 

months. 

Q. What do you base t h a t e s t i m a t e on? 

A. The 120 a day? 

Q. The 100 t o 200 Mcf a day. 

A. T h i s w e l l r i g h t h e r e . 

Q. W i t h i n t h e Dakota w e l l s t h a t you've 

t a r g e t e d f o r p o s s i b l e downhole c o m m i n g l i n g , what 
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i s t h e Dakota range o f p r o d u c t i o n i n tho s e w e l l s 

c u r r e n t l y ? 

A. Zero Mcf per day t o 70 t o 80, i n t h a t 

r ange. 

Q. So t h e y ' r e a l l p r e t t y m a r g i n a l --

A. Yes, s i r . 

Q. -- Dakota p r o d u c e r s ? 

A. [Nodded.] 

Q. I t h i n k I he a r d i t f r o m t h e g e o l o g i s t , 

b u t have you done any k i n d of c a l c u l a t i o n s t h a t 

m i g h t i n d i c a t e what k i n d o f a d d i t i o n a l r e s e r v e s 

you m i g h t r e c o v e r f r o m t h e G a l l u p by commingling? 

A. Yes, s i r . C u r r e n t l y I f e e l t h a t t h e r e 

are a p p r o x i m a t e l y 300 m i l l i o n c u b i c f e e t o f gas 

r e m a i n i n g i n t h e Dakota r e s e r v o i r t h a t i s 

c u r r e n t l y n o n r e c o v e r a b l e . 

Q. That i s n o n r e c o v e r a b l e ? 

A. At t h i s p o i n t , i n o t h e r words, b e i n g 

produced t h r o u g h t h e Dakota o n l y . 

Q. How much o f t h a t m ight you r e c o v e r 

t h r o u g h downhole commingling? 

A. We a n t i c i p a t e a l l o f i t . 

Q. Mr. S m i t h , can we go over a l i t t l e b i t 

t h e methods you p l a n t o u t i l i z e t o a l l o c a t e 

p r o d u c t ion? 
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A. Yes. I n E x h i b i t 3, s t a r t i n g on t h e 

t h i r d page, p r i o r t o d o i n g any work on t h e 

G a l l u p , we are g o i n g t o a t t e m p t t o g e t a f l o w 

t e s t on t h e Dakota. That f l o w t e s t w i l l more 

t h a n l i k e l y be t o t h e atmosphere because o f 

c u r r e n t l i n e p r e s s u r e s . We w i l l t h e n i s o l a t e t h e 

Dakota w i t h t h e b r i d g e p l u g , c o mplete t h e G a l l u p 

i n t e r v a l , and f l o w t e s t i t . 

Based on t h e r a t i o o f t h e s e f l o w 

streams and t h e subsequent commingled f l o w 

s t r e a m , p r o d u c t i o n w i l l be a l l o c a t e d . 

Q. Okay. W i l l t h e r e c o m p l e t i o n s t o t h e 

G a l l u p a i d t h e w e l l s -- w i l l t h a t e n a b l e them t o 

get gas i n t o t h e l i n e b e t t e r ? 

A. Yes, s i r . We f e e l w i t h a pump j a c k and 

a compressor and t h e f l o w streams -- or t h e 

commingled f l o w s t r e a m s , t h a t economics w a r r a n t 

t h a t . 

Q. I t would s t i l l have t o be compressed? 

A. Yes, s i r . 

Q. Do you have an i d e a what t h e r e m a i n i n g 

Dakota r e s e r v e s w i t h i n t h e u n i t are? 

A. W i t h i n t h e u n i t ? 

Q. R i g h t . 

A. No, s i r , n o t a t t h i s t i m e . 
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EXAMINER CATANACH: I b e l i e v e t h a t ' s 

a l l I have, Mr. K e l l a h i n . 

MR. KELLAHIN: That c o m p l e t e s our 

p r e s e n t a t i o n , Mr. Examiner. 

EXAMINER CATANACH: Mr. K e l l a h i n , w i t h 

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

c o m m i n g l i n g , would you propose t h a t e v e r y t i m e a 

w e l l i s proposed t o be commingled t h e y would n o t 

have t o n o t i f y t h e same i n t e r e s t owners t h a t t h e y 

d i d f o r t h e h e a r i n g today? 

MR. KELLAHIN: Yes, s i r . That was t h e 

purpose f o r t h e h e a r i n g t o d a y , i s t o c o n f i r m t h a t 

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

the D i v i s i o n w h i c h have a s p e c i f i c c a t e g o r y w i t h 

r e g a r d s t o common o w n e r s h i p . We're s e e k i n g 

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

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

And by n o t i f y i n g everyone t h a t we c o u l d 

t h i n k of t o n o t i f y f o r t h i s u n i t , we s e r v e t o 

a c c o m p l i s h t h a t purpose f o r t h i s and any o f t h e 

o t h e r cases we propose t o a p p l y f o r . So t h e 

answer i s yes, t h i s i s a one-tim e d e a l f o r n o t i c e 

and h e a r i n g on t h i s i s s u e . 

Q. (BY EXAMINER CATANACH) Let me ask Mr. 

Smith s o m e t h i n g -- I'm n o t sure i f h e ' l l be a b l e 
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t o answer i t , b u t he mi g h t d e f e r i t t o t h e 

landman. When a w e l l i s r e c o m p l e t e d t o t h e 

G a l l u p , do t h e i n t e r e s t owners who own an 

i n t e r e s t i n t h a t p a r t i c u l a r w e l l know what's 

g o i n g on i n terms o f t h e r e c o m p l e t i o n ? 

A. I s i n f o r m a t i o n s e n t t o them? 

Q. R i g h t . I suppose t h a t t h e w o r k i n g 

i n t e r e s t owners w o u l d have t o s i g n o f f on an AFE 

f o r t h e r e c o m p l e t i o n ? 

A. Yes, s i r . 

Q. Do t h e r o y a l t y i n t e r e s t owners have any 

knowledge of what's g o i n g on w i t h t h a t w e l l a t 

t h a t p a r t i c u l a r t i me? 

A. I w i l l have t o --

MR. KELLAHIN: We may have t o c a l l Mr. 

Zent back t o answer t h a t q u e s t i o n . 

EXAMINER CATANACH: Why don't we do 

t h a t . 

MR. ZENT: To answer t h e q u e s t i o n , s i r , 

no, s i r . The w o r k i n g i n t e r e s t owners a re t h e 

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

c o m p l e t i o n r e p o r t s . 

However, t h e Huerfano U n i t agreement 

does p r o v i d e a mechanism whereupon r e q u e s t t h e 

o p e r a t o r i s o b l i g a t e d t o p r o v i d e d e t a i l e d 

RODRIGUEZ-VESTAL REPORTING 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

1 2 

1 3 

1 4 

15 

16 

17 

18 

19 

20 

2 1 

22 

2 3 

24 

25 

4 7 

i n f o r m a t i o n i n c l u d i n g w e l l l o g s t o e v e r y e q u i t y 

owner who so r e q u e s t s . But due t o c o s t s and j u s t 

t h e volume, i t ' s n o t so m e t h i n g we n o r m a l l y do. 

But t h a t o p p o r t u n i t y does e x i s t under t h e u n i t 

agreement. 

EXAMINER CATANACH: Okay. Tha t ' s a l l I 

have, Mr. K e l l a h i n . 

A n y t h i n g f u r t h e r i n t h i s case? 

MR. KELLAHIN: No, s i r . 

EXAMINER CATANACH: There b e i n g n o t h i n g 

f u r t h e r , Case 10510 w i l l be t a k e n 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 . ] 
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