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EXAMINER STOGNER: H e a r i n g w i l l come t o 

o r d e r . I ' l l c a l l Case 10513 a t t h i s t i m e . 

MR. STOVALL: A p p l i c a t i o n o f H a n l e y 

P e t r o l e u m , I n c . , f o r d e t e r m i n a t i o n o f r e a s o n a b l e 

w e l l c o s t s , Lea C o u n t y , New M e x i c o . 

Mr. E x a m i n e r , t h i s c a s e was commenced 

a t t h e l a s t h e a r i n g . A t t h a t t i m e an e x h i b i t was 

p r e s e n t e d w h i c h c a u s e d some c e r t a i n a n x i e t y , I 

g u e s s , o r i n t e r e s t , and t h e case was c o n t i n u e d t o 

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

I t was c o n t i n u e d t o t h i s d o c k e t i n t h e 

a b s e n c e o f k n o w i n g q u i t e w h at t o do w i t h i t . I 

t h i n k , a t t h i s p o i n t , when b o t h c o u n s e l a r e 

p r e s e n t , we need t o c o n t i n u e i t a g a i n , and I 

recommend t h a t we do so f o r f o u r weeks, t o g i v e 

C o u n s e l t i m e t o make a p l a n . Or do we need t o do 

i t f o r two and t h e n r e s c h e d u l e ? I t w o n ' t be 

h e a r d a t t h e n e x t d o c k e t , b u t do we need t o 

r e s c h e d u l e i t f o r t h e n e x t one, and t h e n have a 

p 1 an? 

MR. KELLAHIN: L e t ' s j u s t s c h e d u l e i t 

f o r t h e n e x t one, and b e t w e e n t h e n i t w i l l f o r c e 

us t o f i n d a p l a n . 

MR. ESRUCE: T h a t ' s f i n e . 

EXAMINER STOGNER: Okay. W i t h t h a t , 

RODRIGUEZ REPORTING 
( 5 0 5 ) 988-1772 
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t h i s c ase w i l l be c o n t i n u e d t o t h e 1 5 t h o f J u l y , 

a t w h i c h t i m e - -

MR. STOVALL: I t w i l l be c o n t i n u e d 

a g a i n , a c c o r d i n g t o a p l a n s u b m i t t e d by C o u n s e l , 

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

t h e i s s u e s i n v o l v e d i n t h e c a s e . 

EXAMINER STOGNER: So be i t . 

(And t h e p r o c e e d i n g s c o n c l u d e d . ) 

I do hereby' cc fir/ that the foregoing is 
a complete record of the proceedings in 
the Examiner hearing of Case No. /OST/1» 
heard by rp^ op / 1 9 ^ ? * . 

, Examiner 
Oil Conservation Division 
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CERTIFICATE OF REPORTER 

STATE OF NEW MEXICO ) 
) s s 

COUNTY OF SANTA FE ) 

I , Ca r l a D i a n e R o d r i g u e z , C e r t i f i e d 

C o u r t R e p o r t e r and N o t a r y P u b l i c , HEREBY CERTIFY 

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

b e f o r e 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 was r e p o r t e d 

by me; t h a t I c a u s e d my n o t e s t o be t r a n s c r i b e d 

u n d e r my p e r s o n a l s u p e r v i s i o n ; and t h a t t h e 

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

p r o c e e d i n g s . 

I FURTHER CERTIFY t h a t I am n o t a 

r e l a t i v e o r e m p l o y e e o f any o f t h e p a r t i e s o r 

a t t o r n e y s i n v o l v e d i n t h i s m a t t e r and t h a t I have 

no p e r s o n a l i n t e r e s t i n t h e f i n a l d i s p o s i t i o n o f 

t h i s m a t t e r . 

WITNESS MY HAND AND SEAL J u l y 19, 1993. 

CARLA DIANE 
OCR No. 4 

RO DR I 

RODRIGUEZ REPORTING 
( 505 ) 988-1772 
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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE HEARING ) 
CALLED BY THE OIL CONSERVATION ) 
DIVISION FOR THE PURPOSE OF ) 

CONSIDERING: ) CASE NO. 10513 

APPLICATION OF HANLEY PETROLEUM INC. 

REPORTER'S TRANSCRIPT OF PROCEEDINGS 

EXAMINER HEARING 

BEFORE: D a v i d R. Catanach, H e a r i n g Examiner 

June 18, 1993 

Santa Fe, New Mexico 

T h i s m a t t e r came on f o r h e a r i n g b e f o r e 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 June 18, 1993, 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 C onference Room, S t a t e Land 

O f f i c e B u i l d i n g , 310 Old Santa Fe T r a i l , Santa Fe, New 

Mexico, b e f o r e Deborah O'Bine, RPR, C e r t i f i e d C o u r t 

R e p o r t e r No. 63, f o r t h e S t a t e o f New Mexico. 

ORIGINAL 

! i. 

CUMBRE COURT REPORTING 
P.O. BOX 9262 

SANTA FE, NEW MEXICO 87504-9262 
(505) 984-2244 
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I N D E X 

June 18, 1993 
E x a m i n e r H e a r i n g 
CASE NO. 10513 

PAGE 
APPEARANCES 3 

HANLEY PETROLEUM'S WITNESS: 

MICHAEL LeMOND 
E x a m i n a t i o n by Mr. K e l l a h i n 9 
E x a m i n a t i o n by Mr. S t o v a l l 31 
E x a m i n a t i o n by Mr. B r u c e 34 

REPORTER'S C E R T I F I C A T E 54 

E X H I B I T S 

E x h i b i t 1 
E x h i b i t 2 
E x h i b i t 3 
E x h i b i t 4 
E x h i b i t 5 
E x h i b i t 6 
E x h i b i t 7 
E x h i b i t 8 
E x h i b i t 9 
E x h i b i t 10 
E x h i b i t 11 

ID 
13 
13 
14 
15 
15 
17 
29 
18 
19 
23 
28 

ADMTD 
3 0 
30 
3 0 
3 0 
30 
30 
3 0 
30 
3 0 
30 
30 

E x h i b i t A 
E x h i b i t B 
E x h i b i t D 

35 
37 
38 
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A P P E A R A N C E S 

FOR THE DIVISION: ROBERT G. STOVALL. ESQ. 
Gen e r a l Counsel 
O i l C o n s e r v a t i o n Commission 
S t a t e Land O f f i c e B u i l d i n g 
310 Old Santa Fe T r a i l 
Santa Fe, New Mexico 87501 

FOR THE APPLICANT: KELLAHIN AND KELLAHIN 
117 N. Guadalupe 
Santa Fe, New Mexico 
BY: W. THOMAS KELLAHIN. ESQ. 

FOR SANTA FE ENERGY HINKLE, COX, EATON, COFFIELD & 
OPERATING PARTNERS:; HENSLEY 

500 M a r q u e t t e NW, No. 800 
Al b u q u e r q u e , New Mexico 87102 
BY: JAMES G. BRUCE. ESQ. 
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EXAMINER CATANACH: A t t h i s t i m e w e ' l l c a l l 

t h e h e a r i n g back t o o r d e r and c a l l Case 10513, 

a p p l i c a t i o n o f Hanley P e t r o l e u m , I n c . , f o r 

d e t e r m i n a t i o n o f r e a s o n a b l e w e l l c o s t s , Lea 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 o f K e l l a h i n and 

K e l l a h i n , a p p e a r i n g on b e h a l f o f t h e a p p l i c a n t , and I 

have two w i t n e s s e s t o be sworn. 

EXAMINER CATANACH: Other appearances? 

MR. BRUCE: Mr. Examiner, J i m Bruce f r o m 

t h e H i n k l e law f i r m , r e p r e s e n t i n g Santa Fe Energy 

O p e r a t i n g P a r t n e r s , L.P., and I have one w i t n e s s t o be 

sworn. 

EXAMINER CATANACH: Any o t h e r appearances? 

Can I g e t t h e t h r e e w i t n e s s e s t o s t a n d and 

be sworn a t t h i s t i m e ? 

( W i t n e s s e s sworn.) 

EXAMINER CATANACH: Mr. K e l l a h i n , j u s t so I 

know where we a r e , on t h e p r e h e a r i n g s t a t e m e n t you 

l i s t e d a number o f e x c e p t i o n s and i n d i c a t e d t h e o n l y 

one i n q u e s t i o n i s t h e c a s i n g c o s t i s s u e ? 

MR. KELLAHIN: Mr. Bruce and I have met 

a g a i n t h i s m o r n i n g , and I have m i s u n d e r s t o o d t h e 

CUMBRE COURT REPORTING 
P.O. BOX 9262 

SANTA FE, NEW MEXICO 87504-9262 
(505) 984-2244 
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s t a t u s o f t h e a u d i t e x c e p t i o n s between Santa Fe and 

Hanley. I f I may have you t u r n t o t h a t p r e h e a r i n g 

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

i t e m s i n d i s p u t e . And i f y o u ' l l p r o v i d e me an 

o p p o r t u n i t y , I ' l l g i v e you a q u i c k summary. 

EXAMINER CATANACH: Hang on j u s t a m i n u t e . 

MR. KELLAHIN: We're h e r e t o d a y t o ask t h e 

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

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

t h e m s e l v e s . As t h e p r e h e a r i n g s t a t e m e n t i n d i c a t e s , 

t h i s was a com p u l s o r y p o o l i n g d i s p u t e between t h e two 

p a r t i e s , each s e e k i n g t o p o o l t h e o t h e r . As a r e s u l t 

o f a Commission h e e i r i n g , Santa Fe p r e v a i l e d o v e r 

Hanley. Santa Fe was d e s i g n a t e d t h e o p e r a t o r . The 

Commission a c c e p t e d Santa Fe's AFE on t h e w e l l . 

As a r e s u l t o f g r a n t i n g Santa Fe 

o p e r a t i o n s , Hanley's c o r r e s p o n d i n g r e q u e s t f o r f o r c e d 

p o o l i n g was d e n i e d , and t h e i r AFE was d e n i e d . 

T h e r e a f t e r t h e n Santa Fe s u b m i t t e d t o Hanley an AFE 

p u r s u a n t t o t h e p o o l i n g o r d e r , and Hanley made an 

e l e c t i o n t o be a c o n s e n t i n g w o r k i n g i n t e r e s t owner 

under t h e p o o l i n g o r d e r . The AFE t h a t was s u b m i t t e d 

t o Hanley by Santa Fe was f o r a t o t a l c o m p l e t e d 

p r o d u c i n g w e l l o f a p p r o x i m a t e l y $722,000. 

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

CUMBRE COURT REPORTING 
P.O. BOX 9262 

SANTA FE, NEW MEXICO 87504-9262 
(505) 984-2244 
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were r e p o r t e d t o Hanley by Santa Fe upwards o f 

$893,000. There was a c o s t o v e r r u n o f t h e AFE o f some 

$170,000. That o v e r r u n t h e n t r i g g e r e d a r e q u e s t by 

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

t h e y were r e a s o n a b l e . The p a r t i e s have a t t e m p t e d as 

b e s t t h e y can t o e x p e d i t e t h i s p r o c e s s f o r you. We 

have agreed among o u r s e l v e s t o an a u d i t o f t h e w e l l 

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

i n s t r u c t i o n s . 

Mr. LeMond, who i s my f i r s t w i t n e s s , i s a 

C e r t i f i e d P u b l i c A c c o u n t a n t , he's t h e c o m p t r o l l e r f o r 

Hanley, and he co n d u c t e d t h e a u d i t f o r t h e w e l l 

c o s t s . He's g o t a l o t o f paper h e r e , b u t we propose 

t o go t h r o u g h i t r a t h e r q u i c k l y and g e t you down t o 

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

d i s p u t e . 

I f y o u ' l l l o o k a t t h e p r e h e a r i n g s t a t e m e n t 

t h a t I f i l e d , I can show you what r e m a i n s . When t h e 

r e q u e s t f o r h e a r i n g was f i l e d , t h e E x c e p t i o n No. 1 had 

n o t been a l l o w e d . S u b s e q u e n t l y , I b e l i e v e l a s t week, 

Santa Fe has a c c e p t e d t h a t e x c e p t i o n , and so you can 

f o r g e t about t h e 271 bucks. 

The n e x t one, t h a t ' s a l s o been g r a n t e d , 

t h e r e ' s $490. E x c e p t i o n 3 i s s t i l l i n d i s p u t e . I t ' s 

a s m a l l i t e m ; i t has t o do w i t h how t o c a l c u l a t e s a l e s 

CTJMBRE COURT REPORTING 
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t a x d i s c o u n t s . No. 4 were l e g a l expenses f o r t h e 

h e a r i n g . That e x c e p t i o n has been g r a n t e d , so you can 

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

anymore. I t e m 5 i s a h e a r i n g expense i t e m w h i c h 

Hanley o b j e c t e d t o . Santa Fe has agreed t o remove 

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

Mr. LeMond has d e t e r m i n e d i n h i s o p i n i o n 

t h a t t h e r e i s 22 sacks o f mud t h a t were n o t used on 

t h e w e l l . And so t h i s i t e m i s i n d i s p u t e . Santa Fe 

says i t ' s a r e a s o n a b l e c o s t . We say i t ' s n o t . So 

t h e r e ' s 4400 bucks t o r e s o l v e . 

There re m a i n s a d i s p u t e under No. 7 as t o 

t h e amount o f t u b i n g used i n t h e w e l l . And t h e n 

f i n a l l y t h e b i g i t e m has t o do w i t h No. 8. I t d e a l s 

w i t h t h e i s s u e o f c o l l a p s e d c a s i n g , and i t ' s an 

expense i t e m o f about $92,000. 

We have r e s o l v e d e v e r y t h i n g e l s e e x c e p t 

t h o s e i t e m s . There's f o u r i t e m s l e f t t o r e s o l v e . 

Mr. LeMond he r e i s g o i n g t o p r e s e n t t o you 

h i s a u d i t e x c e p t i o n s , h i s d o c u m e n t a t i o n s , and g i v e you 

t h e b a s i c s o f h i s r e a s o n s . The a c t u a l d e t a i l s o f h i s 

r e p o r t a r e i n w r i t i n g , t h o u g h , and a r e s u b m i t t e d t o 

you i n w r i t i n g , and we d o n ' t propose t o have him r e a d 

them t o you. T h e y ' l l be i n t h e r e c o r d , and you can 

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

CUMBRE COURT REPORTING 
P.O. BOX 9262 

SANTA FE, NEW MEXICO 87504-9262 
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Then Greg W i l k e s i s our d r i l l i n g e n g i n e e r , 

and he's her e s p e c i f i c a l l y t o address t h e i s s u e o f who 

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

c a s i n g . And t h a t ' s our p r e s e n t a t i o n . 

MR. STOVALL: Mr. K e l l a h i n , l e t me j u s t ask 

you b e f o r e you s t a r t , r a t h e r t h a n i n t e r r u p t you, 

l o o k i n g a t t h o s e i t e m s , I t h i n k E x c e p t i o n No. 3 ought 

t o be a r e l a t i v e l y s i m p l e one, I wou l d assume. I 

assume t h e f i r s t w i t n e s s can do some -- I can e n v i s i o n 

how you c o u l d make a c a l c u l a t i o n t o d e t e r m i n e whether 

o r n o t t h a t ' s a c o r r e c t i t e m o r n o t . 

MR. KELLAHIN: T h a t ' s an easy p r o o f i t e m , 

and i t ' s h e r e f o r you t o r e s o l v e , and you can d e c i d e 

who's r i g h t about t h a t . 

MR. STOVALL: J u s t k i n d o f so I know what 

t o a n t i c i p a t e , does COPAS address unused i t e m s ? I s 

t h a t s o m e t h i n g you need t o go i n t o when you d i s c u s s 

t h e e x c e p t i o n s ? Are you f a m i l i a r w i t h -- I'm a s k i n g 

you; I c a n ' t , a g a i n , ask t h e w i t n e s s because he's n o t 

even on t h e s t a n d y e t . I'm j u s t a s k i n g you i f y o u ' r e 

f a m i l i a r enough w i t h i t . I f y o u ' r e n o t , l e t ' s go on 

and do i t . I d o n ' t want t o t a k e up a l o t o f t i m e on 

i t . 

MR. KELLAHIN: I t h i n k we b e t t e r a d d r e s s 

t h a t t o Mr. LeMond, who i s an e x p e r t i n t h a t a r e a . I 
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can t e l l you what lay r e c o l l e c t i o n i s , b u t he's t h e 

e x p e r t f o r t h a t . 

MR. STOVALL: Okay. 

MR. KELLAHIN: Okay? I ' d l i k e t o c a l l a t 

t h i s t i m e M i c h a e l LeMond. 

EXAMINATION 

BY MR. KELLAHIN: 

Q. 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. M i c h a e l LeMond, C o n t r o l l e r f o r Hanley 

P e t r o l e u m , M i d l a n d , Texas. 

Q. D e s c r i b e f o r us yo u r e d u c a t i o n , s i r . 

A. Graduated Texas Tech U n i v e r s i t y , 1977, 

B.B.A., Accounting,, CPA. 

Q. Are you a C e r t i f i e d P u b l i c A c c o u n t a n t , 

r e g i s t e r e d i n any s t a t e ? 

A. The S t a t e o f Texas. 

Q. And do you c u r r e n t l y p r a c t i c e y o u r 

p r o f e s s i o n as a C e r t i f i e d P u b l i c A c c o u n t a n t ? 

A. No. I p r a c t i c e i n t h e i n d u s t r y b u t n o t i n 

p u b l i c a c c o u n t i n g . 

Q. For whom do you work? 

A. Hanley P e t r o l e u m , I n c . 

Q. And i n what c a p a c i t y ? 

A. As t h e i r C o n t r o l l e r . 
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Q. As t h e i r C o n t r o l l e r , have you u n d e r t a k e n an 

a u d i t o f t h e w e l l c o s t s o f t h e Santa Fe Energy 

O p e r a t i n g Kachina "8" F e d e r a l No. 2 W e l l t h a t ' s t h e 

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

A. Yes, s i r . 

Q. Have you a p p l i e d t h e s t a n d a r d s o f y o u r 

p r o f e s s i o n i n making t h a t a u d i t and i n e x a m i n i n g t h e 

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

A. Yes, s i r . 

Q. Based upon t h a t a u d i t , have you re a c h e d 

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

t h e r e a s o n a b l e c o s t s i n v o l v e d i n t h a t w e l l ? 

A. Yes, s i r . 

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

e x p e r t C e r t i f i e d P u b l i c A c c o u n t a n t w i t h e x p e r t i s e i n 

a u d i t o f r e a s o n a b l e w e l l c o s t s . 

EXAMINER CATANACH: I s t h e r e any 

o b j e c t i o n ? 

MR. BRUCE: J u s t one q u e s t i o n , i f I c o u l d . 

How many j o i n t i n t e r e s t a u d i t s have you conducted? 

THE WITNESS: One. 

MR. BRUCE: I wou l d o b j e c t t o h i s b e i n g 

q u a l i f i e d as an e x p e r t . I d o n ' t mind him t e s t i f y i n g 

as t o what he d i d a t t h a t a u d i t , b u t I q u e s t i o n h i s 

e x p e r t i s e as an a u d i t o r . 
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MR. STOVALL: A u d i t o r s o f f e r e d o r an 

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

t o r e n d e r o p i n i o n based upon c e r t a i n f a c t s w i t h i n an 

area o f e x p e r t i s e . 

MR. KELLAHIN: Oh, a b s o l u t e l y . 

MR. STOVALL: L e t me f i n i s h t h i s , because 

I'm n o t s u r e i f i t ' s r e a l l y c r i t i c a l i n h e r e . I s i t 

c o r r e c t t h a t Mr. LeMond i s -- we're g o i n g t o g e t i n t o 

t h e c r o s s o v e r between what i s an a c c o u n t i n g a c t i v i t y 

and when does i t become an e x p e r t o p i n i o n . My sense 

i s t h a t w h e t h e r o r n o t he i s q u a l i f i e d as an e x p e r t 

may n o t be c r i t i c a l t o h i s t e s t i m o n y and may n o t l i m i t 

h i s t e s t i m o n y . 

MR. KELLAHIN: I t h i n k t h e r e ' s an i s s u e 

ahead o f t h a t ; t h e f a c t t h a t he has c o n d u c t e d an a u d i t 

o f t h i s w e l l as h i s o n l y e x p e r i e n c e i n t h a t a r ea 

s i m p l y goes t o t h e w e i g h t o f h i s t e s t i m o n y and n o t t o 

t h e a d m i s s i b i l i t y o f him as an e x p e r t . And I t h i n k 

t h a t ' s t y p i c a l o f a l l t h e e x p e r t s we p r o v i d e t o you. 

Whether t h e g e o l o g i s t has p r o v i d e d g e o l o g y on a s i n g l e 

w e l l o r 15 w e l l s s i m p l y goes t o t h e w e i g h t o f h i s 

e x p e r i e n c e and c r e d i b i l i t y as opposed t o a d m i t t i n g him 

as an e x p e r t . And t h a t ' s t h e s t a n d a r d f o r e x p e r t s i n 

D i s t r i c t C o u r t . 

MR. STOVALL: My response t o t h a t i s I 
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b e l i e v e t h a t s t a t e m e n t i s c o r r e c t . I'm n o t s u r e t h a t 

I'm g o i n g t o g e t i n t o t r u e o p i n i o n . I'm n o t s u r e how 

c r i t i c a l t h a t d i s t i n c t i o n i s . What I'm g o i n g t o 

recommend t o t h e Examiner i s t h a t we q u a l i f y 

Mr. LeMond a t t h i s t i m e . I ask you now, do you w i s h 

t o make a c o n t i n u i n g o b j e c t i o n t o t h a t ? 

MR. BRUCE: I ' l l j u s t l e a v e my o b j e c t i o n . 

S t and, and I u n d e r s t a n d what t h e D i v i s i o n 

i s --

MR. STOVALL: The o n l y t h i n g I wou l d say, 

i f t h e r e ' s any t e s t i m o n y w h i c h w o u l d be i n t h e n a t u r e 

o f e x p e r t t e s t i m o n y , as opposed t o h i s t e s t i m o n y about 

what he d i d w i t h h i s s p e c i f i c t h i n g , you m i g h t p o i n t 

i t o u t f o r us. 

Q. (BY MR. KELLAHIN) D e s c r i b e f o r us t h e 

a c t i v i t y t h a t you u n d e r t o o k i n c o n d u c t i n g t h e a u d i t o f 

t h e w e l l c o s t s f o r t h e Kachina "8" F e d e r a l No. 2 W e l l . 

A. W e l l , we c o n t a c t e d Santa Fe, t o l d them t h a t 

we would l i k e t o come t o Houston and do t h e j o i n t 

i n t e r e s t a u d i t . They agreed t o l e t us come. We d i d 

t h e work, vouched t h e r e c o r d s , w h a t e v e r we deemed 

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

We p r o v i d e d t h a t t o Santa Fe. They p r o v i d e d a 

re s p o n s e . We responded t o t h e i r r e s p o n s e . They 

p r o v i d e d us a n o t h e r r e s p o n s e , and now we're h e r e . 
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Q. L e t ' s go t h r o u g h t h e d o c u m e n t a t i o n a t t h i s 

p o i n t , Mr. LeMond, and have you i d e n t i f y some o f t h e s e 

t h i n g s f o r t h e r e c o r d . I n o r d e r t o p r o v i d e a 

c h r o n o l o g y so t h a t t h e examiner can u n d e r s t a n d how 

t h i s e v o l v e d t o i t s p r e s e n t s t a t u s , l e t me s t a r t w i t h 

what i s marked as Hanley E x h i b i t No. 1. Would you 

i d e n t i f y t h a t f o r us, p l e a s e . 

A. T h i s i s Santa Fe Energy Resources, I n c . , 

o r i g i n a l AFE t h a t t h e y p r o v i d e d when t h e y were f i r s t 

p r e p a r i n g t o d r i l l t h e w e l l . 

Q. The i t e m i n t e r e s t s p e c i f i c a l l y w i t h r e g a r d s 

t o t h e p r o t e c t i o n c a s i n g s t r i n g , can you i d e n t i f y f o r 

us on t h a t d i s p l a y t h e i t e m t h a t i s shown on t h a t 

AFE? I t h i n k i f you l o o k under " T a n g i b l e W e l l C o s t s , " 

l o o k down t o about t h e t h i r d l i n e . 

A. Okay. For p r o t e c t i o n c a s i n g ? 

Q. Yes, s i r . 

A. For $36,804. 

Q. Yes, s i r . And what i s s e t f o r t h on t h e AFE 

as t h e k i n d and d e s c r i p t i o n o f t h a t m a t e r i a l ? 

A. Okay. 8-5/8 i n c h , 24 pound, K-55 c a s i n g . 

Q. A f t e r t h a t i s E x h i b i t No. 2. Would you 

i d e n t i f y t h a t e x h i b i t f o r us? 

A. T h i s i s Hanley P e t r o l e u m ' s p r o p o s e d AFE 

when t h e y were a p p l y i n g t o t h e D i v i s i o n t o be o p e r a t o r 
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of t h e w e l l . I t ' s some $50,000 l e s s t h a n t h e AFE 

wh i c h you see under E x h i b i t 1, Santa Fe's. 

Q. One o f t h e i t e m s i n d i s p u t e i s t h e c a s i n g 

m a t e r i a l , E x c e p t i o n No. 8. When we l o o k a t t h e Hanley 

AFE E x h i b i t No. 2, l o o k down and f i n d t h e i n t e r m e d i a t e 

c a s i n g , what i s d e s c r i b e d by Hanley as t h e i r p r o p o s a l 

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

8-5/8's m a t e r i a l ? 

A. 8-5/8 i n c h , 24 pound, J-55, and 8-5/8 i n c h , 

3 2 pound, J-55. 

Q. A l l r i g h t . The 32 pound v e r s u s t h e 

24 pound i s an i t e m o f d i s p u t e between t h e two 

companies? 

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

Q. The t o t a l w e l l c o s t s e s t i m a t e d by Hanley 

f o r t h e w e l l were what, s i r ? 

A. $667,78 2. 

Q. A l l r i g h t . L e t ' s g e t t o E x h i b i t 3 and have 

you i d e n t i f y t h i s f o r us. 

A. T h i s i s a comp a r i s o n t h a t was done 

comp a r i n g Hanley's proposed AFE w i t h Santa Fe's 

o r i g i n a l AFE. 

Q. A g a i n , t h i s i s an e x h i b i t o u t o f t h e 

com p u l s o r y p o o l i n g h e a r i n g t h a t shows a co m p a r i s o n 

between t h e two o p e r a t o r s i n each o f t h e i r p r o p o s e d 
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AFE's? 

A. Yes, s i r . 

Q. A l l r i g h t , l e t ' s move along. E x h i b i t 

No. 4, what does t h i s r e p r e s e n t ? 

A. T h i s r e p r e s e n t s a f a c s i m i l e copy of t o t a l 

w e l l c o s t s through May 4, '92, t h a t Santa Fe provided 

to Hanley. 

Q. What does t h a t show as the t o t a l c o s t 

r e p o r t e d to you a t t h a t time? 

A. $893,715.93. 

Q. L e t ' s t u r n now to E x h i b i t No. 5. What i s 

t h i s ? 

A. T h i s i s the a u d i t r e p o r t t h a t was prepared 

as a r e s u l t of the work t h a t was done by Hanley a t 

Santa Fe's o f f i c e s i n Houston. 

Q. Who prepared the r e p o r t , and who d i d the 

work? 

A. I prepared the r e p o r t . The work was done 

by a gentleman named Neal F i s h e r and me. 

Q. Have you reviewed the e n t i r e r e p o r t and 

s a t i s f i e d y o u r s e l f t h a t the c a l c u l a t i o n s , c o n c l u s i o n s , 

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

and t r u e to the b e s t of your knowledge? 

A. Yes, s i r . 

Q. L e t me have you t u r n to the r e p o r t and show 
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us t h e s p e c i f i c i t e m s o f what you've done. 

A. Okay. A u d i t E x c e p t i o n 1 had t o do w i t h an 

expense r e p o r t t h a t we d i d n ' t b e l i e v e was c h a r g e a b l e 

t o t h e a c c o u n t f o r $271.75. 

E x c e p t i o n 2 had t o do w i t h i n v o i c e c o d i n g 

e r r o r s o f $490.89. Both o f t h o s e were g r a n t e d by 

Santa Fe, and so t h e y ' r e n o t i n d i s p u t e any l o n g e r . 

E x c e p t i o n No. 3 has t o do w i t h c a l c u l a t i o n 

o f s a l e s t a x on d i s c o u n t s . That i t e m o f $69.51 i s 

s t i l l i n d i s p u t e . I t e m 4, w i t h r e g a r d t o l e g a l 

expenses, and I t e m 5, r e g a r d i n g expense r e p o r t s , b o t h 

of t h o s e i t e m s r e l a t e d t o t h e h e a r i n g e a r l i e r have 

been g r a n t e d by Santa Fe and a r e no l o n g e r i n 

d i s p u t e . 

I t e m 6 w i t h r e g a r d t o d r i l l i n g mud t h a t was 

i n c o r r e c t l y c h arged t o t h e j o i n t a c c o u n t i s s t i l l i n 

d i s p u t e . That t o t a l i s $4,428.60. E x c e p t i o n 7 o f 

$1,346.80 on 2-7/8 i n c h t u b i n g i s s t i l l p a r t i a l l y i n 

d i s p u t e , and t h e n A u d i t E x c e p t i o n 8 o f $91,670.10 on 

t h e 8 - 5 / 8 - i n c h c a s i n g i s s t i l l i n d i s p u t e . 

Q. When we l o o k a t t h e d o l l a r amount, i s t h e r e 

any d i s a g r e e m e n t w i t h r e g a r d s t o each o f t h o s e d o l l a r 

amounts, as opposed t o whether t h e amount, i f a t a l l , 

i s c h a r g e a b l e ? 

A. On one o f t h o s e , t h e r e i s a d i s p u t e about 
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t h e d o l l a r amount on t h e 2 - 7 / 8 - i n c h c a s i n g . T h a t ' s 

A u d i t E x c e p t i o n 7. And on t h e r e s t o f them, i t ' s a 

d i s p u t e about whether t h e amount i s c h a r g e a b l e a t a l l 

or n o t . 

Q. Having c o m p l e t e d t h e a u d i t r e p o r t , how d i d 

you communicate y o u r a u d i t e x c e p t i o n s t o Santa Fe? 

A. V i a t h i s r e p o r t t h a t ' s i d e n t i f i e d as 

E x h i b i t 5. 

Q. What, i f any, response d i d you r e c e i v e back 

f r o m Santa Fe w i t h r e g a r d s t o yo u r a u d i t r e p o r t ? 

A. W e l l , we r e c e i v e d a re s p o n s e on December 

11. T h a t ' s marked as E x h i b i t 6. That was t h e i r f i r s t 

r e s p o n s e t o our a u d i t r e p o r t . 

Q. L e t ' s go t h r o u g h E x h i b i t 6 now, and l e t ' s 

t a l k s p e c i f i c a l l y about what i s d i s p l a y e d as i t e m 

E x c e p t i o n 3, t h e s a l e s t a x d i s c o u n t . 

A. Okay. 

Q. W i t h o u t a l o t o f c o m p l e x i t y , can you 

summarize f o r us what i s t h e d i f f e r e n c e ? D e s c r i b e f o r 

us t h e d i s p u t e over t h a t i t e m . 

A. W e l l , Hanley P e t r o l e u m p r e p a i d w e l l c o s t s . 

We s e n t cash t o Santa Fe ahead o f t i m e so t h a t t h e y 

c o u l d pay i t e m s e a r l y and r e c e i v e e a r l y payment 

d i s c o u n t s . T h i s i t e m s u r r o u n d s New Mexico's g r o s s 

r e c e i p t s t a x on t h a t d i s c o u n t . We p a i d i t e a r l y . We 
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t h i n k we're due a d i s c o u n t on t h e s a l e s t a x p o r t i o n o f 

t h e e a r l y pay d i s c o u n t . And t h a t ' s s u p p o r t e d by 

E x h i b i t --

Q. No. 8? 

A. No. 8, yes. 

Q. L e t ' s g e t t h i s o u t o f t h e way. L e t ' s go t o 

E x h i b i t 8 and t a l k about t h i s . 

A. Okay. 

Q. What i s yo u r v e r i f i c a t i o n t h a t you b e l i e v e 

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

c r e d i t i s a p p r o p r i a t e ? 

A. W e l l , under t h e S t a t e o f New Mexico 

T a x a t i o n and Revenue Department r e g u l a t i o n s , we've 

t a k e n a page o u t o f t h a t book t h a t t a l k s a b o u t g r o s s 

r e c e i p t s --

Q. Do you have t h e r e g u l a t i o n s b e f o r e you 

t h e r e ? 

A. Yes. We have t a k e n a copy o f a page o u t o f 

t h i s book, d i s c u s s i n g g r o s s r e c e i p t s and what's 

i n c l u d e d and what i s n o t . And i f you l o o k t o w a r d t h e 

m i d d l e o f t h e page,, i t ' s h i g h l i g h t e d i n y e l l o w , i t 

says, "Gross r e c e i p t s e x c l u d e s cash d i s c o u n t s a l l o w e d 

and t a k e n , " j u s t l i k e i t e x c l u d e s government g r o s s 

r e c e i p t s t a x under B f o r l e a s e d v e h i c l e s , s e v e r a l 

o t h e r i t e m s . 
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So we m a i n t a i n t h a t gross r e c e i p t s t ax 

should be excluded from cash d i s c o u n t s . 

Q. What's a t t a c h e d to the f i r s t page of 

E x h i b i t 8, which i s the s t a t u t o r y r e f e r e n c e ? What's 

the r e s t of t h i s ? 

A. We have a t t a c h e d the i n v o i c e s i n q u e s t i o n . 

There are two i n v o i c e s t h a t are r e l a t e d to t h i s 

e x c e p t i o n , and we've a t t a c h e d c o p i e s of both of those. 

Q. A l l r i g h t , l e t ' s go on to the next item. 

L e t ' s t a l k about E x c e p t i o n 6, which i s the d i s p u t e 

over 26 s a c k s of d r i l l i n g mud. 

A. Okay. 

Q. I'm going to l e t you f i n d the e x h i b i t s t h a t 

document t h a t item, but g i v e us a summary of what i t 

i s t h a t ' s i n d i s p u t e over t h a t i s s u e . 

A. Okay. T h i s i s E x h i b i t 9. And the item 

t h a t i s i n d i s p u t e i s some d r i l l i n g mud t h a t ' s 

r e f e r r e d to as D r i s p a c . The f i r s t page of E x h i b i t 9 

o u t l i n e s the o r i g i n a l a u d i t e x c e p t i o n a t the top of 

the page, and towards the middle of the page i t shows 

Santa Fe's response to t h a t e x c e p t i o n . 

And the b a s i c d i s p u t e has to do w i t h the 

f a c t t h a t we bought so many sa c k s of t h a t mud. There 

were a c t u a l l y 36 s a c k s purchased, and only 14 s a c k s of 

D r i s p a c were used, a c c o r d i n g to the d a i l y tower 
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r e p o r t s w h i c h were s i g n e d by f i v e p e o p l e i n d e p e n d e n t 

o f t h e mud vendor. Now, Santa Fe comes back and 

m a i n t a i n s t h a t t h e mud r e p o r t s say t h a t a l l o f t h e 

D r i s p a c was used. 

Those mud r e p o r t s -- c o p i e s o f t h o s e mud 

r e p o r t s a r e t o w a r d t h e back o f E x h i b i t 9, and w h i l e 

t h e y do show some use o f d r i l l i n g mud, t h e y do n o t 

address D r i s p a c . They address a n o t h e r p r o d u c t c a l l e d 

S t a f l o . The o n l y p l a c e t h a t any use o f D r i s p a c i s 

i d e n t i f i e d i s i n t h e d r i l l i n g r e p o r t s on October 7 o f 

'91. And on t h a t p a r t i c u l a r r e p o r t , and a copy i s i n 

t h i s e x h i b i t , i t shows t h a t 14 sacks o f t h i s mud were 

used. 

So we're a s k i n g f o r an e x c e p t i o n -- so 

we're a s k i n g f o r r e f u n d o f t h e c o s t o f 22 sacks. 

Q. Because i t appears t o you t h a t t h a t 

m a t e r i a l was n o t used? 

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

Q. I n l o o k i n g t h r o u g h t h e m a t e r i a l package 

h e r e , t h e i n v o i c e s and documents --

A. R i g h t . 

Q. -- have you h i g h l i g h t e d one o f t h o s e i n 

y e l l o w t o show t h e examiner w h i c h i t e m y o u ' r e l o o k i n g 

a t ? 

A. Yes. There's one on October 7. I t ' s about 
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t h r e e - f o u r t h s o f t h e way t h r o u g h t h e p a c k e t . 

MR. KELLAHIN: I a p o l o g i z e t h a t t h e s e a r e 

v e r y d i f f i c u l t t o r e a d , Mr. Examiner, b u t Mr. LeMond 

has h i g h l i g h t e d one o f t h o s e e n t r i e s f o r you. 

THE WITNESS: And i t ' s h a r d t o see — t h e 

c o l o r o f t h e o r i g i n a l r e p o r t was d a r k enough t h a t i t 

was h a r d t o g e t a good copy o f i t . 

MR. KELLAHIN: W e ' l l t a k e a moment and f i n d 

t h a t . 

THE WITNESS: You can see October 7, ' 9 1 , 

w r i t t e n k i n d o f a t t h e t o p o f t h e page i n t h e w h i t e 

a r e a . 

Q. (BY MR. KELLAHIN) So t h a t y o u r t e s t i m o n y 

i s c l e a r on t h i s i s s u e , d e s c r i b e f o r me a g a i n what i s 

i n d i c a t e d on t h i s page t h a t ' s h i g h l i g h t e d w i t h t h e 

y e l l o w . 

A. What i s i n d i c a t e d i s t h e use o f 14 sacks o f 

D r i s p a c . I t ' s t h e o n l y p l a c e t h a t we c o u l d f i n d any 

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

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

d r i l l i n g o f t h i s w e l l . Each o f t h o s e were s i g n e d by a 

r e p r e s e n t a t i v e o f Santa Fe and t h e n f o u r 

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

Q. And you c a n ' t f i n d , t h e n , any d o c u m e n t a t i o n 

r e c e i v e d f r o m Santa Fe as t o a n o t h e r 22 sacks o f 
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D r i s p a c ? 

A. No, s i r . 

Q. I s t h e p r i c e p e r sack, t h e $201.30, a p r i c e 

i n d i s p u t e ? 

A. Not t h a t I know o f . We have n o t h e a r d t h a t 

t h a t p a r t i c u l a r number i s i n d i s p u t e . 

Q. And so you've s i m p l y t a k e n 22 sacks t i m e s 

t h e p r i c e p e r sack, and t h a t g i v e s you t h e $4,400? 

A. Yes, s i r . I n f a c t we've done a c a l c u l a t i o n 

t o come up w i t h t h a t p r i c e p e r sack, w h i c h t i e s i n t o 

t h e i n v o i c e -- t h e i n v o i c e i s on t h e f i f t h page o f t h e 

e x h i b i t . The c a l c u l a t i o n t o come up w i t h t h e p r i c e 

p er sack i s on t h e t h i r d page o f t h e e x h i b i t . 

Q. The n a r r a t i v e t h a t you've j u s t p r o v i d e d on 

t h i s i s s u e has been red u c e d t o w r i t i n g , and t h a t ' s 

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

page o f E x h i b i t 9? 

A. Yes, s i r . 

Q. And t h e n f o l l o w i n g t h a t i s a l l t h e 

s u p p o r t i n g d o c u m e n t a t i o n on t h a t i s s u e ? 

A. Yes, s i r . 

Q. L e t ' s go t o t h e n e x t i s s u e and t a l k about 

E x c e p t i o n 7, w h i c h i s t h e d i s p u t e o v e r t h e amount o f 

t u b i n g used i n t h e w e l l . Okay? D e s c r i b e f o r us what 

t h a t d i s p u t e i s . 
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A. W e l l , t h e r e was so much t u b i n g used i n t h e 

w e l l , and t h a t amount i s s u p p o r t e d by t h e t h i r d page 

of E x h i b i t 10. 

Q. L e t ' s f i n d E x h i b i t 10. Turn t o t h e t h i r d 

page, and t e l l me what t h e t h i r d page i s . 

A. The t h i r d page i s a r e p o r t t o 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 . And i f you l o o k i n t h e upper 

r i g h t - h a n d c o r n e r o f t h a t r e p o r t , i t i n d i c a t e s t h a t 

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

Q. Okay. 

A. And i f you l o o k down t o w a r d t h e m i d d l e , 

r i g h t - h a n d p o r t i o n o f t h e page, you w i l l see t u b i n g 

d e p t h o f 11,027 f e e t . 

Q. Okay. 

A. And so t h a t i n d i c a t e s t h a t 11,027 f e e t o f 

t u b i n g was used i n t h i s w e l l . Now, Santa Fe has come 

back -- or l e t me back up a l i t t l e b i t . 

The amount o f t u b i n g c h a r g e d t o t h e w e l l 

exceeded 11,027 f e e t by 370 f e e t , and we have a 

r e c o n c i l i a t i o n on Page 4 o f t h e e x h i b i t t o s u p p o r t 

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

t h a t r e c o n c i l i a t i o n i s s u p p o r t e d by d o c u m e n t a t i o n on 

t h e f i f t h page o f t h e e x h i b i t f r o m Vantage T u b u l a r s , 

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

Santa Fe's m a t e r i a l t r a n s f e r s . 
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So we have r e c o n c i l e d t h e use o f what was 

cha r g e d f o r 2 - 7 / 8 - i n c h t u b i n g t o what was a c t u a l l y 

used, and we came up w i t h a 3 7 0 - f o o t o v e r c h a r g e t o t h e 

j o i n t a c c o u n t . 

Q. And t h a t was re d u c e d t o what d o l l a r amount? 

A. That was redu c e d t o $1,346.80. Now, on t h e 

respon s e f r o m Santa Fe t h a t I r e c e i v e d Monday o f t h i s 

week, t h e y i n d i c a t e d t h a t t h e r e was a j o i n t o f t h i s 

t u b i n g on t h e ground a t t h e w e l l s i t e . We d i d n ' t know 

about t h a t when we d i d t h e a u d i t . And t h a t ' s f i n e , 

we're w i l l i n g t o g i v e i n on one j o i n t o f p i p e on t h e 

d r i l l s i t e . So t h a t r educes t h e e x c e p t i o n t o 

$1,231.63. 

Q. L e t me have t h e number a g a i n . 

A. $1,231.63. T h a t ' s a t t h e b o t t o m o f page 2 

of E x h i b i t 10. 

Q. I s t h e r e any d i s p u t e over t h e p r i c e p e r 

j o i n t o f t u b i n g t h a t was char g e d t o t h e w e l l ? 

A. No, s i r , t h e r e i s n ' t . Santa Fe i s 

p r o p o s i n g t h a t t h e m o r n i n g r e p o r t s -- yes, i f you l o o k 

a t t h e m i d d l e o f Page 1 o f E x h i b i t 10, t h e y ' r e s a y i n g 

t h a t t h e m o r n i n g c o m p l e t i o n r e p o r t s s u p p o r t more use 

of t h e t u b i n g , b u t I m a i n t a i n , o r we m a i n t a i n t h a t t h e 

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

t h e r e p o r t t h a t ' s s e n t t o t h e O i l C o n s e r v a t i o n 
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D i v i s i o n on Page 3 o f t h e E x h i b i t 10. And t h a t shows 

a l e s s e r amount o f t u b i n g used. 

Q. And t h a t r e m a i n s a d i s p u t e t h a t you and 

you r c o r r e s p o n d i n g i n d i v i d u a l w i t h Santa Fe have n o t 

been a b l e t o r e s o l v e ? 

A . Yes, s i r . 

Q. The m o r n i n g c o m p l e t i o n r e p o r t you've 

h i g h l i g h t e d i n y e l l o w on t h e f i r s t page o f 10, i t says 

t h e average j o i n t i s 31.49 f e e t l ong? 

A. Yes. 

Q. Are you u s i n g t h e same l e n g t h o f j o i n t i n 

yo u r c a l c u l a t i o n when you t u r n back t o t h e c o r r e c t e d 

c o m p l e t i o n r e p o r t ? 

A. W e l l 

Q. i s t h e r e a d i s p u t e i n a r i t h m e t i c i s what 

I'm a s k i n g you? 

A. W e l l , Santa Fe i s b a s i n g t h e i r c a l c u l a t i o n 

on j o i n t s used, and we're b a s i n g our c a l c u l a t i o n on 

a c t u a l f o o t a g e used. And i n a l l o f t h e documents, t h e 

a c t u a l f o o t a g e used i s a v a i l a b l e . I n t h e Vantage 

T u b u l a r s i n v o i c e i t shows a c t u a l f o o t a g e used. I n t h e 

m a t e r i a l t r a n s f e r r e c o r d s o f Santa Fe's a c t u a l f o o t a g e 

i s a v a i l a b l e t h e r e as w e l l . I t ' s j u s t e a s i e r t o t i e 

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

Q. Santa Fe says t h a t t h e r e were, what, 357 
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j o i n t s used? 

A. Yes, s i r . 

Q. And i f you use 31.49 f e e t p e r j o i n t , y o u ' r e 

g o i n g t o have a w e l l t h a t ' s more t h a n , what, 300 f e e t 

deeper — 

A. Yes, s i r . 

Q. -- i n terms o f t h e t u b i n g used t h a n 

a c t u a l l y e x i s t s ? 

A. Yes, s i r . 

Q. Turn now w i t h me t o how you have documented 

E x c e p t i o n No. 8. 

A. E x c e p t i o n No. 8 --

Q. B e f o r e we t a l k a b o u t t h e d o c u m e n t a t i o n , 

d e s c r i b e what t h a t i s s u e i s . 

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

And what we've done he r e i s , when we were d o i n g t h e 

a u d i t , we i d e n t i f i e d i n v o i c e s t h a t we knew f o r s u r e 

were a t t r i b u t a b l e t o t h e r e p a i r r e s u l t i n g f r o m t h a t 

h o l e i n t h e c a s i n g . And we have made a summary s h e e t , 

w h i c h i s t h e f i r s t page o f E x h i b i t 1 1 , w h i c h o u t l i n e s 

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

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

And t h e n we have made c o p i e s o f each o f t h o s e 

i n v o i c e s , w h i c h f o l l o w and s u p p o r t t h a t f i r s t page o f 

E x h i b i t i l . 
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Q. A d i s p u t e e x i s t s between Santa Fe and 

Hanley over t h e s t r e n g t h o f t h i s c a s i n g m a t e r i a l t h a t 

was used i n t h e w e l l ? 

A. Yes, s i r . 

Q. Santa Fe used 24 pound --

A. Yes, s i r . 

Q. -- per f o o t s t r e n g t h o f c a s i n g m a t e r i a l , 

and y o u r company has recommended t h e use o f 32 pound? 

A. Yes, s i r . 

Q. W e ' l l l e t t h e e n g i n e e r t a l k a bout how t o 

r e s o l v e t h a t i s s u e . I want you t o t e l l me as an 

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

i s s u e . Okay? 

A. Okay. 

Q. How d i d you come up, t h e n , w i t h t h e 

$91,670.10 v a l u e as t o t h a t i t em? 

A. Okay. W h i l e we were a t Santa Fe d o i n g t h e 

a u d i t , we had t h e o p p o r t u n i t y t o l o o k a t any i n v o i c e 

t h a t a p p l i e d t o t h i s w e l l t h a t we wanted t o , and we 

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

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

And t h a t ' s what we have h e r e . We've gone t h r o u g h and 

i d e n t i f i e d t h o s e i n v o i c e s and made c o p i e s o f them, and 

t h e y a r e t h e ones t h a t s u p p o r t t h e c o s t r e s u l t i n g f r o m 

r e p a i r . 
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Q. When we l o o k a t E x h i b i t No. 1 1 , what a r e we 

l o o k i n g a t ? 

A. We're l o o k i n g a t a summary page o f t h e one, 

two, t h r e e , f o u r , f i v e , s i x , seven i n v o i c e s t h a t make 

up t h a t amount, and t h e n we a r e l o o k i n g a t i n d i v i d u a l 

i n v o i c e s b e h i n d t h a t c o v e r page t h a t s u p p o r t i t . 

Q. I s t h e r e a d i s p u t e between you and Santa Fe 

as t o t h e c a l c u l a t i o n o f t h a t amount? 

A. No, s i r . 

Q. The d i s p u t e i s between wh e t h e r Santa Fe 

s h o u l d pay 100 p e r c e n t o f t h a t c o s t o r wheth e r Hanley 

s h o u l d pay t h e i r 50 p e r c e n t ? 

A. Yes, s i r . 

Q. But i n terms o f c r u n c h i n g t h e numbers, 

t h e r e ' s n o t a d i f f e r e n c e i n t h e v a l u e as t o t h a t item? 

A. No, s i r . 

Q. L e t ' s go back now. A f t e r y o u r a u d i t 

r e p o r t , E x h i b i t 5 -- E x h i b i t 6 now, what does t h a t 

r e p r e s e n t ? 

A. E x h i b i t 6 r e p r e s e n t s t h e f i r s t r e s p o n s e t o 

our a u d i t f r o m Santa Fe. 

Q. And t h e y d e s c r i b e t h e i r r e s p o n s e t o each o f 

t h e s e i t e m s t h a t we've t a l k e d about t h i s morning? 

A. Yes, s i r . 

Q. F o l l o w i n g t h a t i s an E x h i b i t 7. What i s 
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t h a t , s i r ? 

A. That i s our response t o Santa Fe's response 

t o t h e a u d i t . And t h a t was some, oh, 12 days l a t e r . 

MR. STOVALL: What does 7 l o o k l i k e ? H o l d 

i t up, Tom. 

MR. KELLAHIN: I t ' s one page. 

MR. STOVALL: Here i t i s . 

Q. (BY MR. KELLAHIN) And t h e n E x h i b i t 8 i s 

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

A. Yes, s i r . 

Q. Nine has t o do w i t h t h e d r i l l i n g mud i s s u e ? 

A. Yes, s i r . 

Q. Ten i s yo u r response as t o t h e --

d o c u m e n t a t i o n on t h e t u b i n g i s s u e ? 

A. Yes, s i r . 

Q. And t h e n 11 i s t h e d o c u m e n t a t i o n on t h e 

c o l l a p s e d c a s i n g p r i c i n g ? 

A. Yes, s i r . 

Q. Having c o m p l e t e d y o u r a u d i t and seen t h e 

respo n s e s o f Santa Fe t o yo u r A u d i t E x c e p t i o n , what, 

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

Hanley i s e n t i t l e d t o i f a l l t h e a d j u s t m e n t s a r e made 

as you seek t o have them made? 

A. I n c l u d i n g t h e a d j u s t m e n t s t h a t t h e y ' v e 

a l r e a d y g i v e n us? 
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Q. No, s i r , t h e ones i n d i s p u t e t h a t a r e 

r e m a i n i n g . Are t h e y c o r r e c t l y r e f l e c t e d i n t h e 

p r e h e a r i n g s t a t e m e n t t h a t we f i l e d and as shown on t h e 

e x h i b i t s ? 

A. They a r e , w i t h t h e e x c e p t i o n o f t h e 

a d j u s t m e n t t o -- t h e y went ahead and gave us p a r t o f 

t h e a d j u s t m e n t on e x c e p t i o n No. 7. And t h e n we're 

a l s o g i v i n g i n -- i t depends on how you l o o k a t i t , 

b u t t h e r e ' s one j o i n t o f t u b i n g on t h e w e l l s i t e t h a t 

we're g i v i n g i n t o and we're w i l l i n g t o pay f o r . 

Q. And w i t h t h a t c o n c e s s i o n , t h e n , y o u ' r e 

a s k i n g f o r c o m p ensation o r re i m b u r s e m e n t o f t h e $1,200 

p l u s as t o t h a t item? 

A. Yes, s i r . So t h e t o t a l approaches 

$100,000. 

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. LeMond. We move t h e i n t r o d u c t i o n 

o f E x h i b i t s 1 t h r o u g h 1 1 . 

EXAMINER CATANACH: E x h i b i t s 1 t h r o u g h 11 

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

MR. BRUCE: Mr. Examiner, i f I c o u l d j u s t 

have t h r e e o r f o u r m i n u t e s t o mark e x h i b i t s b e f o r e 

c r o s s - e x a m i n a t i o n ? 

MR. STOVALL: Sure. One t h i n g I can see 

t h a t i s g o i n g t o --- l e t me ask him a q u e s t i o n , i f you 
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d o n ' t mind, J i m , because i t m i g h t h e l p make s u r e we're 

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

MR. BRUCE: Sure. 

EXAMINATION 

BY MR. STOVALL: 

Q. Do you know on t h e i n v o i c e -- l e f t t a l k 

a b out t h e g r o s s r e c e i p t s t a x , and g e t t h a t o u t o f t h e 

way. 

A. Okay. 

Q. Do you know what amount was p a i d on t h o s e 

i n v o i c e s ? There's some m a r k i n g up on t h e i n v o i c e s , 

t h e d i s c o u n t s ? 

A. R i g h t . 

Q. L e t me s t a r t o f f w i t h t h e p r e m i s e t h a t t h e 

s t a t u t e o r t h e r u l e s a r e t h e r e , and t h e y speak f o r 

t h e m s e l v e s , and my u n d e r s t a n d i n g o f how you wou l d 

n o r m a l l y work i s t o t a k e 2 p e r c e n t o f f t h e b o t t o m 

l i n e , and t h e n t h e vendor goes back and has t o 

r e c a l c u l a t e t h e t a x . I s t h a t how you would u n d e r s t a n d 

i t ? 

A. Yes, s i r . 

Q. Do you b e l i e v e t h a t was done? 

A. No, s i r . 

Q. What do you t h i n k happened i n t e r m s o f how 

i t was a c t u a l l y p a i d ? 
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A. We t h i n k t h a t t h e y a c t u a l l y p a i d t h e f u l l 

amount o f t h e t a x b e f o r e i t was r e c a l c u l a t e d t o 

r e f l e c t t h e d i s c o u n t . So t h e y went ahead — 

Q. L e t me l o o k a t t h e e x h i b i t and ask you, 

because I t h i n k t h a t w i l l h e l p me --

A. Okay. 

Q. Do you remember w h i c h one i t i s ? 

Yeah, h e r e i t i s , okay. I'm l o o k i n g a t 

E x h i b i t 8. L e t ' s l o o k a t t h e f i r s t i n v o i c e , t h e 

second page o f E x h i b i t 8. 

A. Okay. 

Q. The vendor a t t h e b o t t o m has t y p e d i n -- I 

assume t h a t i s t h e ven d o r ' s t y p i n g ? 

A. R i g h t . 

Q. I t says, "Less 2% D i s c o u n t Amounting To 

$750.79." 

A. R i g h t . 

Q. Now somebody has w r i t t e n i n t h e r e , "Vendor 

i n c o r r e c t l y c a l c u l a t e d d i s c o u n t . D i s c o u n t $788.33." 

A. R i g h t . 

Q. Do you know who w r o t e t h a t i n ? 

A. I d i d . 

Q. I s $750.79 t h e t o t a l o f t h e i t e m s , n o t 

i n c l u d i n g t a x , 2 p e r c e n t o f t h e t o t a l o f t h e i t e m s n o t 

i n c l u d i n g t a x ? 
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A. Yes, s i r . 

Q. And the d i f f e r e n c e i s 2 pe r c e n t of the tax ? 

A. Yes, s i r . 

Q. Do you know whether t h a t -- what amount --

and I t h i n k I know the answer to t h i s q u e s t i o n , i t ' s 

probably p r e t t y obvious -- but do you know how much of 

t h a t t a x was pai d to the S t a t e of New Mexico? 

A. No, s i r , I wouldn't have any way of knowing 

because the vendor i s the one who pa i d t h a t t a x to the 

S t a t e of New Mexico. 

Q. That's the answer I expected. That one i s 

not worth t a k i n g any more time on. I understand how 

you got t h e r e . 

The mud item -- the p a r t of c a s i n g item i s 

t h a t t h e r e ' s an e n g i n e e r i n g d i s p u t e w i t h i n the 

company; so I assume you p r e t t y w e l l covered what you 

know about i t ? 

A. Yes, s i r . 

Q. The mud and tubing items, are you i n a 

p o s i t i o n to -- I mean, you've looked a t the r e p o r t s , 

but you are not i n a p o s i t i o n , I assume, to t e s t i f y as 

to any f i e l d evidence of how much of e i t h e r was used, 

other than the r e p o r t s t h a t were submitted to your 

company, the d r i l l i n g r e p o r t s and OCD r e p o r t s ? 

A. Yes, s i r , t h a t ' s a l l I have. 
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Q. Okay. 

A. And I c o n s i d e r t h a t t o be t h e b e s t 

a v a i l a b l e e v i d e n c e . 

Q. I u n d e r s t a n d what you c o n s i d e r . 

A. R i g h t . 

Q. So i t w o u l d n ' t be v e r y h e l p f u l t o go back 

and t r y t o ask you t o v e r i f y by some d i r e c t knowledge 

o f what happened i n t h e f i e l d w h e t h e r t h o s e r e p o r t s --

wh i c h o f t h o s e i s more r e l i a b l e ? 

A. No, s i r . I t h i n k t h a t o n l y Santa Fe c o u l d 

do t h a t . 

Q. Okay. Do you know i f Hanley had anybody on 

t h e l o c a t i o n ? 

A. I d o n ' t know f o r s u r e . 

MR. STOVALL: T h a t ' s a l l I have. 

MR. BRUCE: I s t i l l need a c o u p l e o f 

m i n u t e s 

(Recess.) 

MR. BRUCE: Thank you f o r t h e t i m e , Mr 

Examiner 

EXAMINATION 

BY MR. BRUCE: 

Q. Mr. LeMond, you've been handed some e x h i b i t s 

marked Santa Fe E x h i b i t s A t h r o u g h E, and I'm n o t 

g o i n g t o spend a l o t o f t i m e g o i n g t h r o u g h them, b u t 
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l o o k i n g a t what's marked Santa Fe E x h i b i t A, i s t h a t 

copy o f t h e second response t h a t Santa Fe Energy s e n t 

t o you? I t h i n k you i n d i c a t e d t h a t you had r e c e i v e d 

r e s p o n s e on Monday o f t h i s week, Monday o r Tuesday o f 

t h i s week? 

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

Q. I r e a l l y o n l y have two q u e s t i o n s on t h a t . 

F i r s t o f a l l , when you were t a l k i n g a bout E x c e p t i o n 6 

wh i c h had t o do w i t h d r i l l i n g mud, you --

MR. STOVALL: Mr. Bruce, we d o n ' t seem t o 

be l o o k i n g a t t h e same E x h i b i t A. 

MR. BRUCE: D i d I mess i t up? L e t me g i v e 

you my c o r r e c t , Mr, Examiner -- I t o o k them o u t o f 

o r d e r . They were o u t o f o r d e r , and I o b v i o u s l y 

c o n t i n u e d t h e m i s t a k e h e r e . 

MR. STOVALL: For t h e r e c o r d , E x h i b i t A i s 

a l e t t e r d a t e d -- on Santa Fe Energy Resources 

l e t t e r h e a d d a t e d June 10, 1993, t o Hanley P e t r o l e u m , 

I n c . ; i s t h a t c o r r e c t ? 

MR. BRUCE: Th a t ' s c o r r e c t . 

I'm s o r r y , Mr. Examiner. 

Q. (BY MR. BRUCE) L e t me s t a r t o v e r a g a i n , 

Mr. LeMond. I'm s o r r y . Santa Fe E x h i b i t A i s a 

l e t t e r d a t e d June 10, 1993, f r o m Santa Fe Energy 

Resources, I n c . , t o Hanley P e t r o l e u m , I n c . ; i s t h a t 
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c o r r e c t ? 

A. Yes. 

Q. And I t h i n k you s t a t e d t h a t i s t h e second 

a u d i t r e s p o n s e t h a t you r e c e i v e d f r o m Santa Fe, wh i c h 

you had r e f e r r e d t o e a r l i e r ? 

A. Yes, s i r . 

Q. Now, l e t ' s l o o k back a t E x c e p t i o n 6, w h i c h 

had t o do w i t h t h e d r i l l i n g mud. I b e l i e v e you s t a t e d 

t h a t y o u r r e c o r d s show t h a t o n l y 14 sacks o f D r i s p a c 

mud had been used? 

A . Yes, s i r . 

Q. D i d t h e m a t e r i a l s you examined and t h i s 

a u d i t r e s p o n s e show t h a t 34 sacks o f mud o v e r a l l had 

been used? 

A. W e l l , t h e o n l y t h i n g t h a t t h e s e showed me 

was t h a t 34 sacks o f S t a f l o had been used, w h i c h i s a 

s e p a r a t e p r o d u c t . 

Q. Okay, 34 sacks o f S t a f l o had been used? 

A. Or some number. I f 34 i s t h e r i g h t number, 

t h e n --

Q. Whatever. You're s a y i n g i t shows some 

amount -- t h e r e c o r d s you examined and t h i s second 

response showed t h a t 14 sacks o f D r i s p a c had been 

used, and a c e r t a i n amount o f S t a f l o had a l s o been 

used? 
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A. Yes, s i r . 

Q. Th a t ' s a l l I wanted t o ask on t h a t one. 

Now, on -- and I j u s t wanted t o v e r i f y now on A u d i t 

E x c e p t i o n 7, what you a r e s a y i n g i s t h a t one j o i n t i s 

l e f t on t h e ground and 12 j o i n t s had been r e t u r n e d t o 

wherever? 

A. W e l l , t h e r e may be one j o i n t on t h e gro u n d , 

and t h a t ' s f i n e , and we're w i l l i n g t o pay our f a i r 

s h a r e o f t h e c o s t f o r t h a t one j o i n t on t h e gr o u n d . 

The a c c o u n t i n g r e c o r d s i n d i c a t e d t h a t 12 j o i n t s were 

r e t u r n e d t o Santa Fe's y a r d o r wh a t e v e r t h r o u g h 

m a t e r i a l t r a n s f e r , and t h a t i s add r e s s e d i n our 

r e c o n c i l i a t i o n t h a t ' s i n c l u d e d w i t h my e x h i b i t on t h a t 

p a r t i c u l a r e x c e p t i o n . That w o u l d be E x h i b i t 7, o r , 

I'm s o r r y , E x h i b i t 10, E x c e p t i o n 7. 

Q. I j u s t wanted t o c l a r i f y f r o m t h i s what 

e x a c t l y was i n d i s p u t e . 

A. R i g h t . 

Q. Next would you j u s t l o o k a t Santa Fe 

E x h i b i t B, w h i c h i s a l e t t e r f r o m Hanley t o Santa Fe 

w i t h an AFE a t t a c h e d . Have you seen t h a t b e f o r e , Mr. 

LeMond? 

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

Q. And i f I can summarize, i t ' s f r o m Mr. 

Rogers, who's a v i c e p r e s i d e n t a t Hanley, i s he not? 
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A. Yes, s i r . 

Q. E l e c t i n g t o go as a c o n s e n t i n g p a r t y under 

t h e O i l C o n s e r v a t i o n Commission c o m p u l s o r y p o o l i n g 

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

A. To t h e b e s t o f my u n d e r s t a n d i n g , t h a t ' s 

c o r r e c t . 

Q. And he a l s o e n c l o s e d a s i g n e d AFE, d i d he 

not? 

A. Yes, s i r . 

Q. And t o t h e b e s t o f y o u r knowledge, d i d 

Hanley s i g n t h e o r i g i n a l AFE f o r t h e prop o s e d w e l l ? 

A. Yes, s i r . 

Q. Does t h i s appear t o be a t r u e copy o f t h a t 

AFE? 

A. Yes, s i r . 

Q. Do you r e c o g n i z e Mr. Rob b i n s ' s i g n a t u r e ? 

You're n o t sure? 

A. I'm n o t su r e about t h a t . 

Q. But an AFE was signed? 

A. Yes, s i r . 

Q. L e t ' s s k i p o v e r t o Santa Fe E x h i b i t D, 

wh i c h i s a n o t h e r l e t t e r w i t h an AFE. I t ' s a 

Su p p l e m e n t a l AFE, i s i t n o t , Mr. LeMond? 

A. Th a t ' s what i t says a t t h e t o p o f t h e 

document. I t appears t o be. 
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Q. And t h i s one p e r t a i n s t o a c o u p l e o f e x t r a 

c o s t i t e m s , i f you l o o k down a t t h e b o t t o m . I t 

p e r t a i n s t o a p r o b l e m w i t h t h e c a s i n g , does i t n o t ? I 

t h i n k i f you l o o k r i g h t below Mr. Robb i n s ' s i g n a t u r e ? 

A. Yes, s i r . 

Q. And i t a l s o p e r t a i n s t o an a d d i t i o n a l 

s t i m u l a t i o n t h a t was done? 

A. I see t h a t w r i t t e n t h e r e , y es. 

Q. Okay. What i s t h e amount o f t h i s 

S u p p l e m e n t a l AFE? 

A. I t says $847,583. 

Q. Which i s an i n c r e a s e o f a p p r o x i m a t e l y 

$125,000 over t h e o r i g i n a l AFE, i s i t n o t ? 

A. T h a t ' s what i t says. 

Q. And Hanley d i d s i g n t h e S u p p l e m e n t a l AFE? 

A. I mean i t says Hanley s i g n e d i t , b u t I 

d i d n ' t s i g n i t . 

Q. Do you d i s p u t e t h a t Hanley s i g n e d t h e 

S u p p l e m e n t a l AFE? 

A. I d o n ' t d i s p u t e i t . I do n o t d i s p u t e i t , 

b u t n o r do I c o n f i r m i t because I d i d n ' t s i g n i t . 

MR. BRUCE: Mr. Examiner, I can b r i n g my 

e n g i n e e r i n g w i t n e s s up h e r e who has p o s s e s s i o n o f t h e 

co r r e s p o n d e n c e f i l e between Hanley and Santa Fe, and 

we have t h e o r i g i n a l s i g n e d AFE among t h e p a r t i e s , 
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But I t h i n k i f you l o o k a t E x h i b i t D, you see t h a t 

Hanley approved t h e e x p e n d i t u r e f o r t h e 8 - 5 / 8 - i n c h 

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

t h e 8 - 5 / 8 - i n c h c a s i n g , I would move t h a t t h a t i s s u e be 

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

I n my o p i n i o n , by s i g n i n g t h e AFE, Hanley 

agreed t o t h e t y p e o f t h e charge f o r t h a t c a s i n g 

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

i s no d i s p u t e o v e r t h e $92,000, p l u s o r minus, t h a t 

t h e c a s i n g c o l l a p s e c o s t , b u t Hanley approved i t . 

They m i g h t n o t have l i k e d i t , b u t t h e y a pproved i t . 

And I wou l d ask t h a t any f u r t h e r i s s u e s r e g a r d i n g t h a t 

i s s u e be d i s m i s s e d f r o m t h i s p r o c e e d i n g . 

MR. KELLAHIN: I'm n o t s u r e I f o l l o w e d 

Mr. Bruce's argument. Okay? 

Which AFE a r e you l o o k i n g a t t o s u p p o r t 

y o u r l e g a l argument t h a t Hanley has approved t h e 

e x p e n d i t u r e o f money f o r t h e c o l l a p s e d c a s i n g ? I'm 

s o r r y , J i m , I'm c o n f u s e d . 

MR. BRUCE: E x h i b i t D. 

MR. KELLAHIN: I s t h i s t h e e x p e n d i t u r e 

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

MR. BRUCE: Yes, s i r . 

MR. KELLAHIN: A f t e r t h e c a s i n g c o l l a p s e d ; 

r i g h t ? 
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MR. BRUCE: I t was a f t e r t h e c a s i n g 

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

MR. KELLAHIN: Okay. I have a respo n s e 

when y o u ' r e r e a d y , Mr. Examiner. 

EXAMINER CATANACH: Go ahead. 

MR. KELLAHIN: The i s s u e i s wh e t h e r Santa 

Fe has used s u b s t a n d a r d e n g i n e e r i n g p r a c t i c e s f o r t h e 

c a s i n g d e s i g n . T h i s AFE i s n o t r e l e v a n t t o t h a t 

i s s u e . The f a c t t h a t Hanley approves t h e r e p a i r o f 

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

s o m e t h i n g t h e y had t o do. You c a n ' t w a l k away f r o m 

t h e w e l l because t h e c a s i n g has c o l l a p s e d . You've g o t 

t o approve t h e r e p a i r . And t h a t ' s what t h i s i s . I t ' s 

a p p r o v i n g t h e AFE t o f i x t h e w e l l t h a t i t was Santa 

Fe's r e s p o n s i b i l i t y t o d r i l l p r o p e r l y i n t h e f i r s t 

p l a c e . 

So t h a t ' s my f i r s t i s s u e , i s t h a t t h i s AFE 

does n o t s u p p o r t Mr. Bruce's l e g a l argument t h a t t h i s 

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

i s s u e . I t d o e s n ' t weigh t h e d i s p u t e on t h e c o l l a p s e d 

c a s i n g . 

The o t h e r p o i n t i s , an o p e r a t o r under a 

f o r c e d p o o l i n g a c t , by a p p r o v i n g an AFE, does n o t 

waive h i s o p p o r t u n i t y t o l a t e r c o n t e s t t h e r e a s o n a b l e 

w e l l c o s t . I f you agree w i t h Mr. Bruce on t h a t i s s u e , 
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t h e n you w i l l always p r e c l u d e someone i n Hanley's 

p o s i t i o n f r o m ever d i s p u t i n g w h e t h e r Santa Fe has 

a c t e d p r o p e r l y w i t h r e g a r d s t o t h e s e w e l l c o s t s and 

expenses. 

We're n o t t a l k i n g a b o u t t h e c o n v e n t i o n a l 

i s s u e where o p e r a t o r s s i g n a J o i n t O p e r a t i n g 

Agreement, and everybody i n i t i a l l y a grees on t h i s 

w e l l . The p o l i c e powers o f t h e S t a t e o f New Mexico 

were used a g a i n s t us t o p u t us i n t o t h i s w e l l . Santa 

Fe i s a t a h i g h e r s t a n d a r d t o a t l e a s t d e s i g n and 

d r i l l and case t h i s w e l l , m e e t i n g t h e customs and 

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

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

s a f e t y f a c t o r , and f o r t h a t we a r e e n t i t l e d t o c r e d i t 

on t h e $90,000 i t e m i n i s s u e . 

Mr. Bruce's argument about t h e AFE misses 

t h e p o i n t . I t ' s n o t an i s s u e . I t d o e s n ' t r e s o l v e 

t h a t m a t t e r . And we would r e q u e s t t h a t you r u l e 

a g a i n s t h i s m o t i o n . 

MR. BRUCE: One word i n r e s p o n s e , 

Mr. Examiner. They were under no o b l i g a t i o n t o s i g n 

t h a t AFE. They were a l r e a d y a c o n s e n t i n g p a r t y under 

t h e c o m p u l s o r y p o o l i n g o r d e r . I t h i n k t h i s AFE 

supersedes t h e te r m s o f t h a t o r d e r w i t h r e s p e c t t o 

t h i s expense i t e m . 
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MR. STOVALL: I knew you'd get one of these 

one day. 

MR. KELLAHIN: You got i t now. 

MR. STOVALL: L e t me throw out my 

understanding, then. Number one, I t h i n k t h e r e i s , 

c e r t a i n l y as f a r as t h i s Commission i s concerned, some 

q u e s t i o n as to, i n g e n e r a l terms, o u t s i d e the context 

of a f o r c e d p o o l i n g , as to what k i n d of l e g a l 

o b l i g a t i o n the s i g n i n g of an AFE c r e a t e s . I f I'm not 

mistaken, AFE stands f o r A u t h o r i z a t i o n f o r 

E x p e n d i t u r e s . We, as an owner i n t h i s p r o p e r ty, 

a u t h o r i z e an expenditure on t h a t p r o p e r t y . 

I t ' s based on e s t i m a t e s , i s t h a t c o r r e c t , 

ahead of time going i n ? 

MR. KELLAHIN: Um-hm. 

MR. STOVALL: Now, the o r i g i n a l q u e s t i o n 

a r i s e s i s i f somebody s i g n s an AFE, have they j o i n e d a 

w e l l , and we're not concerned with t h a t here. We're 

now i n a s i t u a t i o n where we've got an order, and i f I 

remember the language of our standard f o r c e d pooling, 

and I t h i n k t h i s c o n t a i n s such language, i t s a y s the 

operator p r o v i d e s an AFE. Based upon t h a t AFE, t h a t 

e s t i m a t e d expense, the pooled p a r t y e l e c t s whether to 

go nonconsent or consent. I n t h i s c a s e , they've 

e l e c t e d to go consent. 
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The o r d e r t h e n p r o v i d e s t h a t -- some 

a d d i t i o n a l t h i n g s . I t says t h a t c o n s e n t i n g p a r t y pays 

c o s t s 30 days i n advance, and i s p r o v i d e d w i t h c o s t s 

and g e t s a chance t o c h a l l e n g e a c t u a l w e l l c o s t s . 

MR. KELLAHIN: We're t r y i n g t o b e a t t h e 

r i s k f a c t o r . 

MR. STOVALL: R i g h t , I u n d e r s t a n d t h a t . 

Now t h e q u e s t i o n a r i s e s i s on a subsequent AFE, and 

one i n t h i s case s p e c i f i c a l l y s e n t o u t t o address 

a d d i t i o n a l c o s t s i n c u r r e d as a r e s u l t o f an un t o w a r d 

downhole e v e n t , w i t h o u t d i s c u s s i n g t h e r e s p o n s i b i l i t y 

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

t h a t AFE, or h a v i n g gone c o n s e n t and p a i d t h e i r c o s t s 

i n advance, can t h e y say, "No, we d o n ' t approve o f 

t h o s e e x p e n d i t u r e s . We t h i n k t h e y ' r e i m p r o p e r l y 

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

j o i n t a c c ount"? 

And I assume Mr. Bruce i s s a y i n g by s i g n i n g 

t h e subsequent AFE, i t has a d i f f e r e n t l e g a l e f f e c t 

t h a n s i g n i n g t h e o r i g i n a l AFE, i n t h a t i t says yes, we 

approve o f t h o s e s p e c i f i c c h a r g e s . 

MR. KELLAHIN: And I t h i n k you've framed 

t h e l e g a l i s s u e , i s whether by s i g n i n g t h e AFE, Hanley 

has w a i v e d t h e d i s p u t e o r s i m p l y a u t h o r i z e d t h e r e p a i r 

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

CUMBRE COURT REPORTING 
P.O. BOX 9262 

SANTA FE, NEW MEXICO 87504-9262 
(505) 984-2244 



L 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

2 0 

21 

2 2 

2 2 

2 4 

2 5 

45 

I d o n ' t t h i n k t h e r e ' s any d i s p u t e about t h e f a c t s . 

I t ' s t h e meaning o f what was done. 

MR. STOVALL: L e t ' s g e t t h a t c l e a r . And I 

u n d e r s t a n d why t h i s w i t n e s s has n o t s t a t e d o r can n o t 

s t a t e t h a t i n f a c t Hanley d i d s i g n t h e amended AFE or 

subsequent AFE. I s t h e r e any d i s p u t e t h a t i t was 

s i g n e d by Mr. Robbins f o r Hanley? 

MR. KELLAHIN: I'm n o t aware o f any, and 

I ' l l t a k e i t on f a i t h t h a t Jim has t h e o r i g i n a l . 

MR. BRUCE: I do have t h e o r i g i n a l AFE, 

w h i c h I can s u b m i t --

MR. STOVALL: So we d o n ' t have t o g e t i n t o 

a s h o u t i n g c o n t e s t o v e r t h a t one. 

MR. KELLAHIN: I assume i t was s i g n e d . 

MR. STOVALL: I t ' s j u s t a q u e s t i o n o f what 

i s t h e e f f e c t o f i t ? 

MR. KELLAHIN: T h a t ' s e x a c t l y r i g h t . 

MR. STOVALL: I d o n ' t know. 

MR. BRUCE: We're g o i n g t o be her e f o r t h e 

e n g i n e e r s , r e g a r d l e s s , I t a k e i t . 

MR. KELLAHIN: I d o n ' t know. We can s i t 

h e r e and w r i t e memos on i t i f you want, b u t somebody's 

g o t t o d e c i d e t h a t , 

MR. BRUCE: I f t h e D i v i s i o n -- I d o n ' t 

t h i n k i f t h e Commission or t h e D i v i s i o n d e c i d e s t o 
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r e s e r v e t h e i s s u e , f i n e , we can go on and f i n i s h t h e 

h e a r i n g , b u t I would l i k e a d e c i s i o n sometime on t h a t 

i s s u e . 

MR. STOVALL: I t h i n k one o f t h e t h i n g s --

l e t me come back t o i t . One o f t h e t h i n g s t h a t 

c o n c e r n — I t h i n k i t t a k e s on a d i f f e r e n t n a t u r e t h a n 

t h e o r i g i n a l AFE because t h e r e i s some knowledge upon 

w h i c h i t i s based. 

MR. BRUCE: I t was a f t e r t h e f a c t . 

MR. STOVALL: I guess one o f t h e i s s u e s 

t h a t I would c e r t a i n l y want t o see ad d r e s s e d i s some 

-- I mean, t h e argument, Mr. Bruce's argument i s i t 

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

MR. KELLAHIN: W e l l , i t ' s more t h a n t h a t . 

I t ' s t h e c h a r a c t e r i z a t i o n o f what t h a t c o n t r a c t 

commitment i s . 

MR. STOVALL: And t h a t w ould be t h e n e x t --

wh i c h l e a d s me t o t h e — a p p l y i n g some b a s i c c o n t r a c t 

law i s , do we need t o know t h e c o n t e x t i n w h i c h --

o b v i o u s l y , t h e document does n o t speak f o r i t s e l f i f 

i t i s a c o n t r a c t . You've g o t t o go t o p a r o l e v i d e n c e 

t o -- w e ' l l t h r o w o u t l a w y e r t e r m s , j u s t so you guys 

remember I'm a l a w y e r . 

MR. KELLAHIN: Here's t h e p r o b l e m , Bob, and 

I t h i n k what we need t o do i s -- I guess I'm s u r p r i s e d 
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by t h e i s s u e and how t o r e s o l v e i t i s t o b r i n g 

Mr. Robbins over h e r e because t h e r e i s an a m b i g u i t y i n 

what t h i s means. You c a n ' t r e a d t h e f a c e o f t h i s 

document and f i g u r e o u t what t h e y ' r e d o i n g , and you've 

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

p r e p a r e d t o d a y t o b r i n g t h e w i t n e s s e s . 

I t h i n k we may need t o c o n t i n u e t h i s and 

b r i n g t h e r i g h t p e o p l e back h e r e t o e x p l a i n what t h i s 

s ubsequent AFE a t l e a s t meant t o them. 

MR. STOVALL: I t h i n k t h a t ' s p r e t t y 

m a t e r i a l . 

MR. KELLAHIN: Me, t o o . 

MR. STOVALL: I u n d e r s t a n d t h e e n g i n e e r i n g , 

and t h e r e ' s an a l l e g a t i o n on Hanley's p a r t t h a t Santa 

Fe d i d n o t a c t p r u d e n t l y . 

MR. KELLAHIN: You may n o t g e t t o t h a t 

i s s u e i f you have d e c i d e d t h i s one. 

MR. STOVALL: E x a c t l y , i f you have a 

c o n t r a c t . O b v i o u s l y , you knew you had c o l l a p s e d 

c a s i n g when you s e n t o u t t h e AFE t o r e p a i r c o l l a p s e d 

c a s i n g . What knowledge was t h e r e and d i d t h a t 

c o n s t i t u t e an acceptance? 

And I'm a l m o s t i n c l i n e d t o say i f t h a t i s 

d i s p o s i t i v e o f t h e case, do we want t o spend an hour 

p l u s or a c o u p l e h o u r s l i s t e n i n g t o e n g i n e e r s d i s c u s s 
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t h e p r u d e n c y o f t h e o p e r a t i o n when i n f a c t t h a t may be 

a moot p o i n t . 

MR. KELLAHIN: L e t me propose t h i s t o you. 

We b u i l d t h e s e t h i n g s o v e r n i g h t t o p r e s e n t t o you. I 

t h i n k t h i s i s an i s s u e o f i m p o r t a n c e . I t seldom comes 

up b e f o r e t h e D i v i s i o n on what t o do w i t h t h e s e w e l l 

c o s t h e a r i n g s , and I am c e r t a i n l y a g r e e a b l e t o 

c o n t i n u i n g t h e case. L e t Mr. Bruce and I do a l i t t l e 

r e s e a r c h on t h a t , and l e t ' s he and I t a l k about who t o 

b r i n g back as p r i n c i p a l s on t h a t i s s u e , and w e ' l l j u s t 

c o m p l e t e t h e h e a r i n g l a t e r and move on. 

MR. BRUCE: Mr. Examiner, I d i d n ' t mean t o 

cause q u i t e t h i s much, b u t I was n o t aware o f t h e 

s i g n e d AFE's u n t i l l a t e Wednesday. 

MR. STOVALL: I u n d e r s t a n d . We have had 

d i s c u s s i o n s , and you w e r e n ' t i n on them y e s t e r d a y , 

J i m , a b o u t t h e way t h e p r o c e s s w o r k s , and t h i s i s what 

happens. I ' v e r e i n f o r c e d my remarks f r o m y e s t e r d a y , 

b u t I'm k i n d o f i n c l i n e d t o t h i n k t h a t may be a r e a l 

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

MR. KELLAHIN: W e l l , t h e r e ' s s u b s t a n t i a l 

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

D i v i s i o n . The p a r t i e s have been f u s s i n g w i t h t h i s f o r 

months, i f n o t y e a r s . A n o t h e r two --

MR. BRUCE: About two and a h a l f y e a r s . 
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MR. KELLAHIN: A n o t h e r two and a h a l f weeks 

or a month i s n o t g o i n g t o make any d i f f e r e n c e , and 

you g e t a b e t t e r r e s u l t i f Mr. Bruce and I do have 

some t i m e t o p u t i t t o g e t h e r f o r you. So I r e q u e s t we 

c o n t i n u e t h e case a t t h i s p o i n t , and w e ' l l agree on a 

d a t e t o b r i n g i t back and move f o r w a r d w i t h t h i s 

i s s u e . 

EXAMINER CATANACH: What do you want t o do, 

Mr. Bruce? 

MR. BRUCE: I t h i n k t h a t ' s p r o b a b l y -- l e t 

me t a l k w i t h my w i t n e s s f o r a m i n u t e . 

(Thereupon, 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 . ) 

EXAMINER CATANACH: D i d you ge n t l e m e n r e a c h 

an agreement? 

MR. KELLAHIN: I d o n ' t know what we've 

r e a c h e d , Mr. Examiner, e x c e p t t o say on t h e r e c o r d 

t h a t a t t h i s p o i n t Hanley r e q u e s t s t h a t t h e case be 

c o n t i n u e d . And a t l e a s t f o r purposes o f t h i s case, 

l e t ' s c o n t i n u e i t t o , I guess t h e J u l y 1 s t d o c k e t , 

w i t h t h e u n d e r s t a n d i n g t h a t Mr. Bruce and I need t o 

f i n d o u t when we can b r i n g i t back t o you. 

As an examiner, you've a l r e a d y h e a r d p a r t 

o f t h i s case. I t h i n k i t ' s u n f a i r t o Mr. Sto g n e r t o 

ask him t o r e h e a r what you've a l r e a d y h e a r d . For 
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p u r p o ses o f t o d a y ' s d o c k e t , I wou l d r e q u e s t t h a t t h e 

case be c o n t i n u e d , and t h a t Mr. Bruce and I t h e n w i l l 

g e t back t o you on when we propose t o b r i n g t h i s back 

t o you f o r c o n s i d e r a t i o n . 

EXAMINER CATANACH: Are you i n agreement 

w i t h t h a t , Mr. Bruce? 

MR. BRUCE: U n f o r t u n a t e l y , n o t r e a l l y , b u t 

l e t me j u s t s t a t e Santa Fe's p o s i t i o n . L i k e I s a i d , 

t h i s has gone on f o r two and a h a l f y e a r s . I guess 

our p o s i t i o n i s i f you r u l e i n f a v o r on t h i s one, i t 

r e a l l y does away w i t h a l o t o f t h i s h e a r i n g . 

A l t e r n a t i v e l y , i f you r u l e d i n f a v o r o f us on t h e 

e n g i n e e r i n g m a t t e r s , i t makes t h i s AFE i s s u e n o t 

ne c e s s a r y f o r you t o d e c i d e . 

MR. STOVALL: I d o n ' t hear s t r o n g 

o p p o s i t i o n t o c o n t i n u a n c e f r o m Mr. Bruce, Mr. 

Examiner. I'm n o t a g r e e i n g t h a t he's c o n c e d i n g 

e i t h e r . 

I t h i n k t h e p o i n t -- I'm con c e r n e d . I 

t h i n k t h i s AFE s i t u a t i o n i s a f a i r l y i m p o r t a n t one, 

and t h i s i s one t h a t may come up a g a i n . I t h i n k t h a t 

needs t o be -- I t h i n k t h e r e needs t o be some 

c l a r i f i c a t i o n f r o m t h i s Commission as r e s o l u t i o n o f 

some o f t h o s e -- t h e i s s u e s t h a t a r e r a i s e d by t h a t . 

I'm n o t p a r t i c u l a r l y -- I d o n ' t 
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p a r t i c u l a r l y want t o recommend t h a t we l i s t e n t o two 

hou r s o f e n g i n e e r i n g t e s t i m o n y w h i c h may o r may n o t be 

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

case, we need t o keep t h e h o r s e i n f r o n t o f t h e c a r t 

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

r e s p e c t t o t h e prudency o f o p e r a t i o n s b e f o r e we 

d e t e r m i n e -- l o o k a t t h e prudency i s s u e , i t s e l f . 

A g a i n , t h e u r g e n c y i s -- t h e r e i s no 

ur g e n c y . Nobody i s g o i n g t o s t o p a c t i n g because o f a 

c o n t i n u a n c e i n t h i s case. I ' d recommend we c o n t i n u e 

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

EXAMINER CATANACH: W i t h r e s p e c t t o t h e 

r e s o l u t i o n o f t h e AFE i s s u e , Mr. K e l l a h i n , w ould you 

propose t o b r i n g Mr. Robbins i n ? 

MR. KELLAHIN: I t h i n k t h a t ' s an o b v i o u s 

r e s p o n s e , t h a t e i t h e r Mr. Robbins o r Mr. Rogers needs 

t o come and e x p l a i n h i s company's p o s i t i o n w i t h 

r e g a r d s t o e x e c u t i n g t h o s e documents. I t h i n k t h e y ' r e 

ambiguous on t h e i r f a c e as t o what t h e i n t e n t was. 

And, q u i t e f r a n k l y , I had n o t a n t i c i p a t e d t h i s i s s u e , 

and we're g o i n g t o have t o b r i n g an a d d i t i o n a l w i t n e s s 

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

MR. STOVALL: L e t me ask you one t h i n g j u s t 

i n t e r m s o f u t i l i t y , i s t h e r e any sense i n e i t h e r a 

f o r m a l or i n f o r m a l s o r t o f p r e h e a r i n g c o n f e r e n c e 
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w i t h i n t h e n e x t week o r so t o i d e n t i f y what t h e i s s u e s 

a r e so we know what we're g o i n g t o address? 

MR. KELLAHIN: I t h i n k Mr. Bruce and I can 

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

may be a b l e t o s t i p u l a t e as t o s u b s t a n t i a l p o r t i o n s o f 

t h e f a c t . I t h i n k t h i s r e a l l y may b o i l down t o a 

l e g a l i s s u e , and we may be a b l e t o s t i p u l a t e a l o t o f 

t h i s o u t o f t h e way. 

EXAMINER CATANACH: I t h i n k a t t h i s p o i n t 

w e ' l l g r a n t Mr. K e l l a h i n ' s r e q u e s t f o r c o n t i n u a n c e and 

see what we can come up w i t h . 

MR. STOVALL: C o n t i n u e i t t o J u l y 1 s t , and 

t h e n s e t a d a t e , i s t h a t what you --

MR. KELLAHIN: T h a t ' s my p r o p o s a l . 

MR. BRUCE: I f t h a t ' s y o u r d e c i s i o n , i t may 

have t o be c o n t i n u e d a c o u p l e e x t r a weeks. 

MR. STOVALL: Yeah. The o n l y r e a s o n f o r 

t h a t d a t e i s because we d o n ' t know a p a r t i c u l a r d a t e 

i n t h e f u t u r e . And i f i t l o o k s l i k e i t may be 

som e t h i n g -- you know, i f i t l o o k s l i k e i t i s g o i n g t o 

g e t i n t o some l e n g t h y e v i d e n t i a r y p r e s e n t a t i o n , we may 

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

MR. KELLAHIN: A g a i n , Mr. Bruce and I can 

l o o k a t t h i s . 

EXAMINER CATANACH: C o n t i n u e i t t o J u l y 1 s t 
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EXAMINER STOGNER: The h e a r i n g w i l l 

come t o o r d e r . I ' l l c a l l n e x t c a s e , No. 10513. 

MR. STOVALL: A p p l i c a t i o n o f H a n l e y 

P e t r o l e u m , I n c . , f o r d e t e r m i n a t i o n o f r e a s o n a b l e 

w e l l c o s t s , Lea C o u n t y , New M e x i c o . 

EXAMINER STOGNER: C a l l f o r 

a p p e a r a n c e s . 

MR. KELLAHIN: Mr. E x a m i n e r , I'm Tom 

K e l l a h i n w i t h t h e S a n t a Fe law f i r m K e l l a h i n and 

K e l l a h i n , a p p e a r i n g on b e h a l f o f t h e A p p l i c a n t , 

H a n l e y P e t r o l e u m , I n c . 

MR. 8RUCE: Mr. E x a m i n e r , I'm J i m 

B r u c e , r e p r e s e n t i n g S a n t a Fe E n e r g y O p e r a t i n g 

P a r t n e r s , L.P. 

EXAMINER STOGNER: Any other-

a p p e a r a n c e s ? Mr. S t o v a l 1 . 

MR. STOVALL: Mr. E x a m i n e r , t h i s c a s e 

has p r e v i o u s l y been h e a r d by E x a m i n e r C a t a n a c h . 

I t r a n i n t o an u n u s u a l q u e s t i o n w h i c h t h e p a r t i e s 

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

And I b e l i e v e , a t t h i s t i m e , i t w o u l d 

be a p p r o p r i a t e f o r E x a m i n e r C a t a n a c h t o c o n t i n u e 

t o h ear t h e c a s e . T h e r e w i l l be no w i t n e s s e s , 

b u t r a t h e r t h a n h a v i n g t wo E x a m i n e r s on t h e 

r e c o r d , I t h i n k i t w o u l d be e a s i e r f o r e v e r y o n e 
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i f E x a m i n e r C a t a n a c h does h i s t h i n g . 

EXAMINER CATANACH: L e t t h e r e c o r d 

r e f l e c t t h a t I am p r e s e n t and w i l l h ear t h e 

c a s e . 

MR. STOVALL: I t ' s my u n d e r s t a n d i n g , we 

have an i s s u e . The i s s u e t h a t a r o s e a t t h e 

o r i g i n a l h e a r i n g on t h i s m a t t e r was a — w e l l , l e t 

me back up and do some p r e l i m i n a r i e s . 

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

i n a f o r c e p o o l i n g c a s e by H a n l e y a g a i n s t a w e l l 

o p e r a t e d and d r i l l e d by S a n t a Fe. H a n l e y has 

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

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

i f I'm n o t m i s t a k e n . 

D u r i n g t h e c o u r s e o f e x a m i n a t i o n o f 

w i t n e s s e s , S a n t a Fe p r e s e n t e d an AFE f o r t h e 

c a s i n g r e p a i r , w h i c h was s i g n e d by H a n l e y , and i t 

became an i s s u e w h e t h e r o r n o t t h a t AFE was, i n 

f a c t , an a c c e p t a n c e o f t h o s e c o s t s by H a n l e y , 

t h e y h a v i n g r a i s e d t h e i s s u e o f w h e t h e r o r n o t 

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

o p e r a t i o n s and w h e t h e r t h a t was w a i v e d by v i r t u e 

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

c a s i n g . 

I s t h a t a f a i r s t a t e m e n t o f where we 
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a r e a t t h i s p o i n t , g e n t l e m e n ? 

MR. KELLAHIN: T h e r e ' s one more AFE, 

Mr. S t o v a l l . T h e r e were a t l e a s t t wo AFEs t h a t 

a r e p o t e n t i a l l y r e l e v a n t . One was t h e AFE t h a t 

S a n t a Fe s u b m i t t e d t o H a n l e y a f t e r t h e i s s u a n c e 

o f t h e p o o l i n g o r d e r . T h a t i t e m i z e d AFE had 

p r o p o s e d t o H a n l e y t h e use o f c a s i n g , t h e 

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

T h a t AFE was s i g n e d and r e t u r n e d by 

H a n l e y t o S a n t a Fe. So, t h e r e ' s t h a t AFE and 

t h e n t h e r e ' s t h e AFE f o r t h e s u b s e q u e n t h e a r i n g . 

MR. 3RUCE: The o n l y t h i n g I w o u l d a d d , 

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

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

MR. STOVALL: What t h a t r a i s e s now i s 

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

t h o s e c o s t s , and does an AFE, i n f a c t , b i n d t h e 

p a r t y and c o n s t i t u t e an a c c e p t a n c e o f c o s t s , o r 

what i s t h e e f f e c t o f an AFE? And t h a t i s an 

i s s u e t h a t has n e v e r been d e t e r m i n e d by t h e 

C o m m i s s i o n . 

I t ' s a l e g a l q u e s t i o n , and I t h i n k t h e 

p a r t i e s have a g r e e d t h a t what needs t o be done a t 

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

i s r e s o l v e d i n S a n t a Fe's f a v o r , t h e r e ' s no p o i n t 
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i n g o i n g f o r w a r d w i t h t h e e n g i n e e r i n g a s p e c t s o f 

w h e t h e r or n o t t h e c a s i n g was, i n f a c t , p r o p e r . 

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

MR. BRUCE: T h a t ' s my p o s i t i o n , y e s , 

Mr. St ova 1 1 . 

MR. KELLAHIN: When we l e f t t h i s c a s e 

on t h e 1 7 t h o f J u n e , t h a t was t h e i s s u e f r a m e d 

f o r Mr. B r u c e and I . We have s i n c e l o o k e d a t 

what we t h i n k a r e d o c u m e n t s t h a t a r e r e l e v a n t , 

and he and I have s t i p u l a t e d t o t h e 

c o r r e s p o n d e n c e and d o c u m e n t s t h a t we want you t o 

c o n s i d e r . 

I n a d d i t i o n , he has c o n s e n t e d t o my use 

o f an a f f i d a v i t f r o m my l a n d m a n , d e t a i l i n g 

H a n l e y ' s p o s i t i o n a b o u t t h e AFEs, and t h e n e a c h 

o f us have p r e p a r e d w r i t t e n memoranda t o s u b m i t 

t h i s a f t e r n o o n f o r you t o t a k e t h i s u n d e r 

a d v i s e m e n t and c o n s i d e r what you want t o do. 

MR. 3RUCE: Mr. K e l l a h i n has a 

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

a t t a c h e d t o i t . We w o u l d j u s t s u b m i t t h o s e r i g h t 

now and t h e n s u b m i t t h e b r i e f s by t h i s 

a f t e r n o o n . 

MR. STOVALL: What w i l l happen i s , 

t o d a y t h e s e v a r i o u s d o c u m e n t s t h a t have been 
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r e f e r e n c e d w i l l be s u b m i t t e d by s t i p u l a t i o n , t h e 

E x a m i n e r and t h e D i v i s i o n w i l l r e v i e w t h e b r i e f s 

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

as t o w h e t h e r or n o t , i n f a c t , t h a t AFE 

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

c a s i n g — t h e f i r s t AFE c o n s t i t u t e s a c c e p t a n c e o f 

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

an a g r e e m e n t t o pay t h e c o s t s o f r e p a i r . I s t h a t 

c o r r e c t ? 

MR. (3RUCE: Yes. 

MR. STOVALL: And i f i t i s d e c i d e d i n 

H a n l e y ' s f a v o r , t h e n an i s s u e l e f t t o be r e s o l v e d 

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

n o t i t was p r u d e n t o p e r a t i n g p r a c t i c e s t o use t h e 

c a s i n g as s p e c i f i e d . 

MR. KELLAHIN: And i f t h a t ' s t h e 

r e s u l t , t h e n , we need t o come back f o r t h e 

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

MR. STOVALL: And i f i t i s r e s o l v e d i n 

S a n t a Fe's f a v o r , t h e n t h e i s s u e o f w h e t h e r o r 

n o t t h e c a s i n g was a p p r o p r i a t e and p r u d e n t i s 

moot, and t h a t i s s u e i s r e s o l v e d by t h e l e g a l 

i n t e r p r e t a t i o n o f t h e e f f e c t o f t h e AFE. 

Now, t h e r e were some o t h e r much l e s s e r 

c o s t i t e m s t h a t were t o be c o n s i d e r e d i n t h a t 
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c h a l l e n g e . Have t h o s e been r e s o l v e d , o r a r e 

t h o s e s t i l l open? 

MR. BRUCE: Those a r e s t i l l o p e n , b u t , 

I mean, t h i s i s a 9 0 , 0 0 0 - d o l l a r i t e m , and t h e 

o t h e r s , I t h i n k , t o t a l $4,000 o r $3,000. I s t h a t 

c o r r e c t , Mr. K e l l a h i n ? 

MR. KELLAHIN: [ I n d i c a t i n g . ] 

MR. BRUCE: I t h i n k , b e f o r e we move on 

t h o s e , b e c a u s e some o f t h o s e may i n v o l v e 

e n g i n e e r i n g t e s t i m o n y a l s o , I t h i n k t h i s s h o u l d 

be d e c i d e d . 

MR. STOVALL: I n o t h e r w o r d s , t h i s i s 

n o t d i s p o s i t i v e o f a l l i s s u e s i n t h e c a s e ? was my 

o n l y q u e s t i o n . T h e r e may s t i l l need t o be some 

a d d i t i o n a l t e c h n i c a l t e s t i m o n y ? 

MR. BRUCE: V e r y m i n o r , y e s . Not t o 

t h e same e x t e n t as i f we have t o p r e s e n t 

e n g i n e e r i n g t e s t i m o n y on t h e c a s i n g i t s e l f . 

MR. STOVALL: W i t h t h a t i n m i n d , 

E x a m i n e r C a t a n a c h , I recommend t h a t you t a k e 

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

e x e c u t i o n , o r t h e e f f e c t o f t h e e x e c u t i o n o f t h e 

AFEs by H a n l e y , a c c e p t i n t o t h e r e c o r d t h e b r i e f s 

and s u p p o r t i n g e x h i b i t s . 

And I u n d e r s t a n d Mr. B r u c e a c t u a l l y 
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w i l l f i l e h i s b r i e f by t h e c l o s e o f b u s i n e s s 

t o d a y . 

MR. KELLAHIN: I'm r e a d y t o f i l e mine 

now, i f t h a t ' s a l l r i g h t . 

MR. STOVALL: As l o n g as you d o n ' t 

m i n d , w e ' l l l e t you do i t , Mr. K e l l a h i n . An 

o r d e r w i l l be "issued a d d r e s s i n g t h e AFE q u e s t i o n , 

and t h e n w e ' l l p r o c e e d based upon t h a t o r d e r . 

So i t ' s p a r t i a l l y t a k e n u n d e r 

a d v i s e m e n t , I g u e s s . 

EXAMINER CATANACH: Are t h o s e a d m i t t e d 

as e v i d e n c e , Mr. S t o v a 1 1 ? 

MR. KELLAHIN: The memorandum s h o u l d 

n o t be. The a f f i d a v i t o f Mr. Rogers o u g h t t o be 

marked as an e x h i b i t . I n a d d i t i o n , we h a v e , by 

s t i p u l a t i o n , i d e n t i f i e d t h e n i n e d o c u m e n t s . 

T h e y ' r e n o t ye -: marked b e c a u s e I s i m p l y f o r g o t 

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

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

I n t o t h e r e c o r d as a d d i t i o n a l e x h i b i t s . 

MR. STOVALL: These a r e i t e m s t h a t were 

n o t s u b m i t t e d a t t h e t i m e o f t h e o r i g i n a l 

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

MR. KELLAHIN: They had been s u b m i t t e d 

b u t n o t y e t a d m i t t e d , and some o f them may be 
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a d m i t t e d , b u t t h a t g e t s them a l l i n one p a c k a g e . 

MR. STOVALL: We may have t o r e f e r e n c e 

t h e t r a n s c r i p t t o g e t nu m b e r s . 

MR. BRUCE: For p u r p o s e s o f t h e b r i e f , 

I t h i n k I r e f e r r e d t o t h o s e as E x h i b i t s 1 t h r o u g h 

9 . 

MR. STOVALL: How a b o u t i f we c a l l them 

A t h r o u g h I , or w h a t e v e r t h e a p p r o p r i a t e l e t t e r 

i s ? T h a t way, by u s i n g a l e t t e r d i s t i n c t i o n , 

t h e y won't be c o n f u s e d by any o t h e r e x h i b i t s . 

MR. KELLAHIN: I t d o e s n ' t m a t t e r t o 

me. I d o n ' t know how Mr. B r u c e has o r g a n i z e d h i s 

b r i e f , b u t he and I have been u s i n g a s e q u e n c e i n 

n u m e r i c a l o r d e r , on t h e s t i p u l a t i o n . 

MR. STOVALL: Okay. W i t h t h a t , and 

r e c o g n i z i n g we may have t o come back a t some 

p o i n t on t h e r e c o r d and c l a r i f y what e x h i b i t i s 

w h a t , I t h i n k you can a d m i t them as 

E x h i b i t s — l e t ' s ; c a l l i t t h i s way, r e f e r e n c e d i n 

t h e s t i p u l a t i o n o f a d m i s s i b i l i t y s u b m i t t e d by t h e 

p a r t i e s , by p a r a g r a p h s 1 t h r o u g h 9, t h e e x h i b i t s 

a r e d e s c r i b e d , and t h e e x h i b i t numbers a r e l e f t 

b l a n k f o r t h e moment, so we can have a r e f e r e n c e . 

Does t h a t make s e n s e . 

EXAMINER CATANACH: T h a t s o u n d s f i n e . 
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I w o u l d h a t e t o have t o r e p e a t t h a t . 

MR. STOVALL: T h a t ' s why we've g o t a 

c o u r t r e p o r t e r . She t a k e s i t a l l down so we 

d o n ' t have t o r e p e a t i t . 

EXAMINER CATANACH: Mr. S t o v a l l , a r e 

we, a t t h i s t i m e , t a k i n g t h e ca s e u n d e r 

a d v i s e m e n t , o r a r e we c o n t i n u i n g t h e c a s e and 

i s s u i n g an i n t e r i m o r d e r ? 

MR. STOVALL: I guess we can say we're 

c o n t i n u i n g t h e c a s e , b u t t a k i n g t h e i s s u e o f t h e 

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

And t h i s c a s e w i l l be c o n t i n u e d . The r e c o r d w i l 

be l e f t o p e n , o u t i t w i l l n o t be c o n t i n u e d t o a 

d a t e s p e c i f i c . 

The o r d e r a d d r e s s i n g t h e AFE q u e s t i o n 

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

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

on what t h e y a r e . 

EXAMINER CATANACH: So, i t ' s my 

u n d e r s t a n d i n g we have t o g e t an i n t e r i m o r d e r 

o u t , and t h e n we w i l l , a t t h a t p o i n t , d e c i d e 

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

d i s m i s s t h e ca s e ? 

MR. STOVALL: W e l l , i t won't be 

d i s m i s s e d . I t may be r e s o l v e d by t h a t o r d e r . 

RODRIGUEZ REPORTING 
( 5 0 5 ) 988-1772 



1 

2 

3 

4 

5 

6 

7 

8 

9 

1 0 

1 1 

1 2 

1 3 

1 4 

1 5 

1 6 

1 7 

1 8 

1 9 

2 0 

2 1 

2 2 

2 3 

2 4 

2 5 

1 3 

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

$4,000 w o r t h o f — i n c l u d i n g t h i n g s l i k e s a l e s t a x 

on c e m e n t , and t h e r e were m i n o r i t e m s t h a t may 

s t i l l need t o be a d d r e s s e d . 

My s e n s e i s t h a t t h e r e w i l l be two 

o r d e r s i n t h i s c a s e , one on t h e AFE i s s u e and 

t h e n a f i n a l , d i s p o s i t i v e o r d e r . 

EXAMINER CATANACH: Okay. I s t h e r e 

a n y t h i n g f u r t h e r ? 

MR. BRUCE: No, s i r . 

EXAMINER CATANACH: T h e r e b e i n g n o t h i n g 

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