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EXAMINER STOGNER: C a l l n e x t case, No. 

10586. 

MR. STOVALL: A p p l i c a t i o n o f SG 

I n t e r e s t s I , L t d . , f o r c o m p u l s o r y p o o l i n g , San 

Juan 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. ROBERTS: Mr. Examiner, my name i s 

Tommy R o b e r t s w i t h t h e Tansey Law F i r m i n 

F a r m i n g t o n , New M e x i c o , 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 . I b e l i e v e my w i t n e s s e s have been 

p r e v i o u s l y sworn and t h e i r c r e d e n t i a l s a c c e p t e d . 

EXAMINER STOGNER: L e t t h e r e c o r d so 

show. 

JAMES FOLLERTON 

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

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

EXAMINATION 

BY MR. ROBERTS: 

Q. Mr. F u l l e r t o n , b r i e f l y d e s c r i b e t h e 

pu r p o s e o f t h i s a p p l i c a t i o n ? 

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

f o r c e p o o l t h e n o n j o i n i n g l e a s e h o l d and/or 

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

be d r i l l e d by SG I n t e r e s t s I , L t d . , i n t h e e a s t 
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h a l f o f S e c t i o n 30, Township 30 N o r t h , Range 8 

West, San Juan County, New Mexi c o . 

Q. Does t h i s a p p l i c a t i o n a p p l y t o t h e 

B a s i n F r u i t l a n d Coal f o r m a t i o n ? 

A. Yes, i t does. 

Q. Would you i d e n t i f y t h e l o c a t i o n o f t h e 

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

A. Page 1, E x h i b i t No. 1, d e p i c t s where 

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

on T r a c t 1 , shown by t h e c i r c u l a r d i a g r a m ; t h e 

n o r t h w e s t q u a r t e r o f t h e n o r t h e a s t q u a r t e r o f 

S e c t i o n 30, Township 30 N o r t h , Range 8 West. 

The map a l s o d e p i c t s t h e o u t l i n e o f t h e 

s p a c i n g u n i t i n g r a y , and a l s o b r e a k s down t h e 

t r a c t s by o w n e r s h i p , T r a c t s 1 t h r o u g h 4, t h e 

s p a c i n g b e i n g t h e e a s t h a l f o f S e c t i o n 30. The 

a c r e s a t t r i b u t a b l e t o t h i s l o c a t i o n , 290.69 

a c r e s , w h i c h i s a s t a n d a r d s p a c i n g u n i t . 

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

l o c a t i o n ? 

A. Yes, i t i s . 

Q. What i s t h e s t a t u s o f t h e w e l l ? 

A. I t i s s t a k e d and p r o p o s e d f o r d r i l l i n g 

soon. 

Q. P l e a s e r e f e r t o page 1 o f E x h i b i t No. 1 
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and i d e n t i f y t h e i n f o r m a t i o n t h e r e . 

A. The i n f o r m a t i o n on E x h i b i t No. 1 

d e p i c t s t h e u n i t w o r k i n g i n t e r e s t owners who 

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

i n t h e s p a c i n g u n i t d e s c r i b e d on page 1. 

Q. Would you d e s c r i b e o r i d e n t i f y w h i c h o f 

t h o s e i n t e r e s t owners have n o t y e t a g r e e d t o j o i n 

i n t h i s o p e r a t i o n ? 

A. Yes. I f you go down t h e l i s t h e r e , t h e 

p a r t i e s who w i l l be s u b j e c t t o t h i s f o r c e p o o l i n g 

a p p l i c a t i o n w i l l be D i r k Vanhorn Reemstma, Lance 

B r e w s t e r Reemstma, D a v i d A. P i e r c e , Susan L e i g h 

P i e r c e N e l s o n , and t h a t ' s t h e e x t e n t . The o t h e r 

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

r e c e n t l y , and t h a t ' s t h e r e a s o n t h e y were n o t 

t a k e n o f f a c t u a l l y t h i s l i s t . 

Q. T h i s does c o m p r i s e 100 p e r c e n t o f t h e 

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

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

Q. Now, t u r n t o page 2 o f E x h i b i t No. 1 

and d e s c r i b e t h e i n f o r m a t i o n s e t o u t t h e r e ? 

A. B e g i n n i n g on page 2 o f E x h i b i t No. 1 

we've b r o k e n down t h e l e a s e h o l d o w n e r s h i p w i t h i n 

each o f t h e t r a c t s t h a t i s d e s c r i b e d on E x h i b i t 

No. 1, t h e f i r s t page. I t b a s i c a l l y d e s c r i b e s 

RODRIGUEZ-VESTAL REPORTING 
(505) 988-1772 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

1 2 

13 

14 

15 

16 

1 7 

1 8 

19 

20 

2 1 

2 2 

23 

24 

2 5 

7 

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

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

t r a c t s , 1 t h r o u g h 4. 

Q. R e f e r t o page 5 and d e s c r i b e t h e 

i n f o r m a t i o n r e f l e c t e d t h e r e ? 

A. Page 5 i s t h e a c t u a l d e s c r i p t i o n o f t h e 

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

t h e d r i l l i n g and s p a c i n g u n i t . A l l t h e s e l e a s e s 

a r e c u r r e n t l y a c t i v e and e f f e c t i v e l e a s e s h e l d by 

e x i s t i n g p r o d u c t i o n , and t h e y c o n t a i n , I b e l i e v e , 

b o t h f e d e r a l and f e e l e a s e s . 

Q. L e t me have you t u r n y o u r a t t e n t i o n t o 

wha t ' s been marked as 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 ? 

A. Yes. T h a t ' s a l e t t e r d a t e d O c t o b e r 1, 

1992, t o Susan L e i g h P i e r c e N e l s o n , i n d i c a t i n g 

o ur p r o p o s e d p l a n s f o r t h e p r o p o s e d w e l l . I n 

t h i s l e t t e r , I a g a i n o u t l i n e d h e r w o r k i n g 

i n t e r e s t , i f she chose t o j o i n , what t h e c o s t s 

w o u l d be t o her w o r k i n g i n t e r e s t . I a t t a c h e d an 

AFE a c t u a l l y i n an o p e r a t i n g agreement. The 

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

SG w o u l d g i v e h er t o l e a s e h e r u n l e a s e d m i n e r a l 

i n t e r e s t . 

Q. And a l s o a t t a c h e d as p a r t o f E x h i b i t 
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No. 2 appear to be other l e t t e r s , each of which 

i s dated October 1, 1992, and a d d r e s s e d to other 

p a r t i e s . Would you e l a b o r a t e a l i t t l e more 

s p e c i f i c a l l y what those l e t t e r s p e r t a i n to? 

A. Yes. These a r e l e t t e r s i d e n t i c a l to 

the one I j u s t e x p l a i n e d to the other p a r t i e s who 

have not agreed to j o i n or p a r t i c i p a t e . And t h a t 

would be, as I e x p l a i n e d b e f o r e , David A. P i e r c e , 

D i r k Vanhorn Reemstma, Lance B r e w s t e r Reemstma, 

and t h a t ' s the e x t e n t of the p a r t i e s t h a t have 

not agreed to j o i n or p a r t i c i p a t e . 

Q. With the e x c e p t i o n of the a d d r e s s e e s , 

a r e the c o n t e n t s of each of th e s e l e t t e r s 

i d e n t i c a l ? 

A. Other than an e x p l a n a t i o n t h a t the 

i n d i v i d u a l m i n e r a l i n t e r e s t v a r i e s between 

l e t t e r s , but the o f f e r and so f o r t h i s i d e n t i c a l . 

Q. Now I would l i k e f o r you to r e f e r to 

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

A. E x h i b i t No. 3 a r e c o p i e s of the a c t u a l 

n o t i c e s t h a t were s e n t to the i n d i v i d u a l p a r t i e s 

a d v i s i n g them of our a p p l i c a t i o n f o r compulsory 

p o o l i n g and i n d i c a t i n g our p l a n s f o r d r i l l i n g the 

proposed w e l l , i n which they own the u n l e a s e d 

m i n e r a l i n t e r e s t . These l e t t e r s were s e n t 
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c e r t i f i e d w i t h r e t u r n r e c e i p t s o b t a i n e d on each 

p a r t y . 

Q. Would you t e s t i f y f o r i n c l u s i o n i n the 

r e c o r d the date of d e l i v e r y of each of th e s e 

l e t t e r s ? 

A. Susan L e i g h P i e r c e Nelson, the l e t t e r 

was d e l i v e r e d October 7 th. David A. P i e r c e , the 

l e t t e r was d e l i v e r e d October 7th. Lance B r e w s t e r 

Reemstma, we have no date of d e l i v e r y . I b e l i e v e 

t h a t r e c e n t l y came i n , p o s s i b l y as of y e s t e r d a y 

t h a t i t was f i n a l l y p i c k e d up by him. I t was 

sen t out, though, the same date as the other 

l e t t e r s and n o t i c e s , which was October 6th. D i r k 

Vanhorn Reemstma was d e l i v e r e d October 7th. 

Q. Mr. F u l l e r t o n , on the l e t t e r 

n o t i f i c a t i o n to Lance B r e w s t e r Reemstma, would 

you take a minute to c o n s u l t your r e c o r d s 

r e g a r d i n g the date t h a t was d e l i v e r e d ? 

MR. ROBERTS: May we go o f f the r e c o r d 

j u s t a minute? 

EXAMINER STOGNER: Yes. 

[ D i s c u s s i o n o f f the r e c o r d . ] 

MR. STOVALL: Back on the r e c o r d . The 

r e c o r d s h o u l d r e f l e c t t h e r e was an o f f - t h e - r e c o r d 

d i s c u s s i o n w i t h r e s p e c t to the n o t i c e to Lance 
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B r e w s t e r Reemstma. The r e t u r n r e c e i p t c a r d from 

the post o f f i c e does not show a s i g n a t u r e or date 

of d e l i v e r y and t h e r e ' s no c e r t i f i c a t e of date of 

m a i l i n g . 

However, I b e l i e v e , Mr. Ro b e r t s , t h a t 

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

m a i l i n g t h i s n o t i c e and i t ' s your i n f o r m a t i o n and 

b e l i e f t h a t the r e t u r n c a r d f o r Mr. Lance 

Reemstma was r e c e i v e d a p p r o x i m a t e l y the same time 

as the other c a r d s , i s t h a t c o r r e c t ? 

MR. ROBERTS: T h a t ' s c o r r e c t . That 

would have been around October 7th. 

MR. STOVALL: Again I would ask, to 

c o n f i r m a l l the n o t i c e s , t h a t you pr o v i d e us an 

a f f i d a v i t t h a t n o t i c e was m a i l e d to a l l p a r t i e s 

by c e r t i f i e d m a i l on the date i t was mailed, 

a p p a r e n t l y October 6th, and t h a t the r e t u r n 

r e c e i p t c a r d was r e c e i v e d unsigned or undated 

from Mr. Reemstma, a p p r o x i m a t e l y the same date as 

the other c a r d s , whatever date t h a t i s . 

So, your a f f i d a v i t s h o u ld take c a r e of 

the q u e s t i o n on t h i s one. I don't remember i f 

those r e t u r n r e c e i p t c a r d s have postmarks on them 

when they come back. I f they do, t h a t might be 

h e l p f u l . 
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Q. Mr. F u l l e r t o n , i n your o p i n i o n have the 

n o t i c e r e q u i r e m e n t s of the D i v i s i o n w i t h r e s p e c t 

to t h i s h e a r i n g and the a p p l i c a t i o n been 

s a t i s f i e d ? 

A. Yes. 

Q. Turn your a t t e n t i o n to what's been 

marked as E x h i b i t 4. Would you i d e n t i f y t h a t 

e x h i b i t ? 

A. E x h i b i t No. 4 i n v o l v e s a number of 

i n d i v i d u a l l e t t e r s and AFEs. T h i s i s an e x h i b i t 

w i t h a l e t t e r date October 12, 1992 to Susan 

L e i g h P i e r c e Nelson a t which time we a g a i n 

i n c l u d e d an AFE f o r the d r i l l i n g of the F l o r a n c e 

Gas Comb G #1 w e l l by SG I n t e r e s t s I , L t d . 

The g i s t of t h i s l e t t e r was to a d v i s e 

Ms. Nelson a g a i n of our r e q u e s t f o r compulsory 

p o o l i n g , and a l s o i n d i c a t e d to her t h a t t h i s AFE 

was i d e n t i c a l to the p r e v i o u s AFE, and the 

purpose of t h i s AFE was to a g a i n p r o v i d e her 

n o t i c e of the proposed o p e r a t i o n s ; and, under a 

compulsory p o o l i n g o r d e r , have t h i s AFE s e r v e as 

the AFE t h a t would be p r e s e n t e d to her, at such 

time as an order was i s s u e d . 

Q. You were a t t e m p t i n g , by t h i s 

communication, to e x p e d i t e the f o r c e p o o l i n g 
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procedure ? 

A. Th a t ' s c o r r e c t . 

Q. And i s i t then your hope t h a t you w i l l 

have a l r e a d y s a t i s f i e d the requirement t h a t ' s 

o r d i n a r i l y s e t out i n a f o r c e p o o l i n g order t h a t 

the p a r t y to be f o r c e pooled would r e c e i v e an AFE 

and would have an o p t i o n p e r i o d of 30 days i n 

which to e l e c t to p a r t i c i p a t e or not to 

p a r t i c i p a t e ? 

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

Q. Then i s i t your p r o p o s a l t h a t the 

o p t i o n p e r i o d i n t h i s c a s e would run from the 

date of t h e i r r e c e i p t of t h i s communication? 

A. Yes. 

Q. Are t h e r e s i m i l a r l e t t e r s f o r each of 

the o t her p a r t i e s who have y e t to j o i n i n t h i s 

o p e r a t i o n ? 

A. Yes. A l l the p a r t i e s t h a t I p r e v i o u s l y 

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

not i c e s . 

Q. What i s the b a s i s f o r your d e s i r e to 

have t h i s p r o c e s s e x p e d i t e d ? 

A. Again, as I ' v e s t a t e d , the e x p i r a t i o n 

of the S e c t i o n 10-29 tax c r e d i t d e a l i n g w i t h 

F r u i t l a n d Coal w e l l s d r i l l e d b e f o r e December 
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31st . 

I n a d d i t i o n to t h a t , the farmout 

agreement w i t h Amoco P r o d u c t i o n Company p r o v i d e s 

t h a t t h e r e ' s a co n t i n u o u s d r i l l i n g program t h a t 

needs to be s a t i s f i e d i n order to c o n t i n u e to 

d r i l l w e l l s on the s u b j e c t l e a s e s and other 

l e a s e s , and the a c t u a l farmout w i t h Amoco does 

e x p i r e on December 31, 1992. 

Q. Were E x h i b i t s 1 through 4 prepared by 

you? 

A. Yes. 

MR. ROBERTS: Mr. Examiner, I would 

move the a d m i s s i o n of E x h i b i t Nos. 1 through 4. 

EXAMINER STOGNER: E x h i b i t s 1 through 4 

w i l l be admitted i n t o e v i d e n c e a t t h i s time. 

MR. ROBERTS: I have no other 

quest i o n s . 

EXAMINER STOGNER: Mr. S t o v a l l ? 

EXAMINATION 

BY MR. STOVALL: 

Q. Looking at t h e s e i n t e r e s t s , going back 

to E x h i b i t 1, am I c o r r e c t , or do you have 

p e r s o n a l knowledge whether the Reemstmas and 

David P i e r c e and Susan P i e r c e Nelson a r e r e l a t e d ? 

A. Yes, I do have knowledge of t h a t . 
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Q. And they a r e r e l a t e d , i s t h a t c o r r e c t ? 

A. Yes. 

Q. I s San Juan R o y a l t y P a r t n e r s r e l a t e d to 

them i n any way? 

A. A c t u a l l y , t h a t i n t e r e s t i s now owned by 

M e r i d i a n , and t h a t i n t e r e s t i s not s u b j e c t to 

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

Q. The P i e r c e f a m i l y has nothing to do 

w i t h t h a t ? 

A. The P i e r c e f a m i l y a c t u a l l y owned t h i s 

i n t e r e s t and s o l d i t to San Juan R o y a l t y P a r t n e r s 

a few months ago. San Juan R o y a l t y P a r t n e r s 

a p p a r e n t l y j u s t r e c e n t l y s o l d i t to M e r i d i a n . 

Q. I was t r y i n g to f i g u r e out what they 

were doing, h a v i n g some knowledge of the f a m i l i e s 

i n the a r e a . That r e a l l y has no s i g n i f i c a n t 

b e a r i n g on t h i s . 

With r e s p e c t to your E x h i b i t 4, the 

October 12th l e t t e r , am I c o r r e c t i n 

u n d e r s t a n d i n g t h a t t h i s was se n t out probably at 

the a d v i c e of Mr. R o b e r t s , i n order to s h o r t e n or 

to f i n d some way to reduce the amount of time 

r e q u i r e d to g i v e n o t i c e to the p a r t i e s of t h e i r 

i n t e r e s t being pooled and g i v i n g them t h e i r 

o p t i o n to p a r t i c i p a t e , i s t h a t c o r r e c t ? 
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A. T h a t ' s c o r r e c t . 

MR. STOVALL: L e t the r e f l e c t t h a t I 

have, p r i o r to the h e a r i n g of t h i s c a s e , have had 

a d i s c u s s i o n w i t h Mr. R o b e r t s and have suggested 

t h a t t h i s might be a way to e x p e d i t e t h a t p r o c e s s 

and s h o r t e n somehow—come i n and r e q u e s t a 

s h o r t e n i n g of the s t a n d a r d 30-day time p e r i o d . 

Mr. Examiner, I don't t h i n k we can 

c o m p l e t e l y waive the g i v i n g of n o t i c e of t h i s ; 

however, I t h i n k i f we can r e i n t e r p r e t Mr. 

F u l l e r t o n ' s r e q u e s t on b e h a l f of SG to r e q u e s t 

t h a t t h a t be s h o r t e n e d to a two-week time p e r i o d , 

and a d v i s e them of the e n t r y of the order and 

t h a t t h e i r time to respond--

Q. I don't know i f you gave them a time to 

respond i n t h i s l e t t e r , d i d you? 

A. I attempted to i n d i c a t e t h a t the time 

to respond would be October 29th, because t h a t 

was the date of the a p p l i c a t i o n to be heard. 

Q. Upon e n t r y of the o r d e r , can we assume 

your r e q u e s t i s f o r a s h o r t e n e d time p e r i o d i n 

which to g i v e them the o p p o r t u n i t y to j o i n ? 

A. Yes. 

Q. Based upon the f a c t t h a t they have 

i n f o r m a t i o n as to the c o s t and the n a t u r e of 
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t h e i r i n t e r e s t , and they need to be informed of 

the r i s k p e n a l t y to be a s s e s s e d and the overhead 

s u p e r v i s i o n . So perhaps a two-week date from the 

e n t r y of the o r d e r ? You're r e q u e s t i n g an 

e x p e d i t e d o r d e r , and you've a l r e a d y s t a t e d o f f 

the r e c o r d t h a t you would be w i l l i n g to a c c e p t 

the 156 p e r c e n t ? 

A. Yes. Two weeks from the day t h a t we 

r e c e i v e the o r d e r , i n o t h e r words we need to 

n o t i f y them t h a t v e r y same day? 

Q. C o r r e c t . 

A. Or i t ' s j u s t two weeks from the date we 

n o t i f y them of the e x i s t e n c e of the o r d e r ? 

Q. Two weeks from the date they r e c e i v e a 

copy of the o r d e r , which w i l l pool t h e i r 

i n t e r e s t s to pay t h e i r c o s t s , based upon t h e i r 

h a v i n g r e c e i v e d an AFE and knowledge of t h i s 

t h i n g , and having had some time to e v a l u a t e the 

economic d e c i s i o n . 

A. Okay. 

Q. I s t h a t your r e q u e s t ? 

A. Yes. 

MR. STOVALL: Always s u b j e c t to the 

Examiner's d i s c r e t i o n , of c o u r s e . But he needs 

to know I ' v e had t h i s d i s c u s s i o n w i t h Mr. Roberts 
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p r i o r t o t h i s h e a r i n g . 

EXAMINER STOGNER: A n y t h i n g f u r t h e r o f 

t h i s w i t n e s s ? 

MR. STOVALL: I t h i n k n o t . 

EXAMINER STOGNER: You may be excused. 

Mr. R o b e r t s ? 

MR. ROBERTS: C a l l Mr. O'Hare. 

MICKEY O'HARE 

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

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

EXAMINATION 

BY MR. ROBERTS: 

Q. Mr. O'Hare, w o u l d you p l e a s e r e f e r t o 

wha t ' s been marked as A p p l i c a n t ' s E x h i b i t No. 5 

and i d e n t i f y t h e e x h i b i t ? 

A. E x h i b i t No. 5 i s an a u t h o r i t y f o r 

e x p e n d i t u r e f o r t h e F l o r a n c e Gas Comb G #1 w e l l . 

Q. Would you s t a t e f o r t h e r e c o r d t h e 

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

c o s t s d e p i c t e d on t h a t e x h i b i t ? 

A. Yes. The t o t a l e s t i m a t e d d r i l l i n g c o s t 

i s $76,930. The e s t i m a t e d c o m p l e t i o n c o s t f o r 

t h i s w e l l i s $195,080, g i v i n g a t o t a l c o m p l e t e d 

w e l l c o s t o f $272,010. 

Q. I t ' s i n d i c a t e d on t h e AFE t h a t i t ' s 
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dated September 10, 1992. Can we assume t h a t 

t h e s e e s t i m a t e d c o s t s a r e r e l e v a n t today? 

A. Yes, they a r e . They're based on a c t u a l 

c o s t s i n c u r r e d i n d r i l l i n g w e l l s i n the a r e a . 

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

c o s t s ? 

A. Yes, they a r e . 

Q. L e t ' s r e f e r to what I show has been 

marked E x h i b i t 6, and I see you have the same 

e x h i b i t I do. Would you i d e n t i f y t h a t e x h i b i t ? 

A. E x h i b i t No. 6 i s a gas i n p l a c e contour 

map taken from the r e p o r t p r e p a r e d by K e l s o & 

Wicks, p r e s e n t e d i n the 1988 San Juan B a s i n 

c o a l - b e d methane symposium b o o k l e t . 

Q. What i s the r e l e v a n c e of t h i s e x h i b i t 

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

A. T h i s e x h i b i t shows the r e l a t i v e gas i n 

p l a c e f o r the proposed w e l l , and shows t h a t i t i s 

b e t t e r than the p r o p o s a l s f o r the two p r e v i o u s 

c a s e s . 

Q. When you say the two p r e v i o u s c a s e s , 

you're r e f e r r i n g to S G 1 s a p p l i c a t i o n s i n Cases 

10567 and 10585? 

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

Q. Can you q u a n t i f y the gas i n p l a c e as a 
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r e s u l t of the i n f o r m a t i o n t h a t ' s d e p i c t e d by t h i s 

e x h i b i t ? 

A. We're e s t i m a t i n g o f f of t h i s map a gas 

i n p l a c e of about 12 Bcf per s e c t i o n . That would 

r e s u l t i n an u l t i m a t e r e c o v e r y from the proposed 

w e l l of a p p r o x i m a t e l y one and a q u a r t e r to one 

and a h a l f B c f . 

Q. Would you c o n s i d e r t h i s a t y p i c a l gas 

i n p l a c e volume f i g u r e f o r B a s i n F r u i t l a n d Coal 

gas we l i s ? 

A. Yes, we would. 

Q. R e f e r to what has been marked as 

E x h i b i t No. 7 and i d e n t i f y t h a t e x h i b i t . 

A. E x h i b i t No. 7 i s a map of the net c o a l 

t h i c k n e s s i n the San Juan B a s i n , a g a i n taken from 

the r e p o r t p r e p a r e d by K e l s o & Wicks p u b l i s h e d i n 

the 1988 San Juan B a s i n c o a l - b e d methane 

symposium b o o k l e t . 

Q. What i s the r e l e v a n c e of t h i s 

i n f o r m a t i o n to t h i s a p p l i c a t i o n ? 

A. T h i s shows t h a t the proposed w e l l i s 

expected to have on the order of 40 f e e t 

o f — a c t u a l l y , a l i t t l e l e s s than 40 f e e t of net 

c o a l t h i c k n e s s . That, taken w i t h the p r e v i o u s 

e x h i b i t . E x h i b i t No. 6, would i n d i c a t e t h a t we 
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would have a f a i r l y decent chance of making an 

economical w e l l . 

Q. Would the net c o a l t h i c k n e s s 

i n f o r m a t i o n shown here r e p r e s e n t a t y p i c a l 

F r u i t l a n d Coal gas w e l l ? 

A. For the most p a r t , y e s . 

Q. R e f e r to what has been marked as 

E x h i b i t No. 8 and i d e n t i f y i t ? 

A. E x h i b i t No. 8 i s a contour map showing 

c u r r e n t p r o d u c t i o n i n the a r e a of the proposed 

w e l l as of June of 1992. 

Q. What i s the r e l e v a n c e of t h i s 

i n f o r m a t i o n to t h i s a p p l i c a t i o n ? 

A. T h i s map shows t h a t the proposed w e l l 

i s i n an a r e a t h a t a c t u a l l y has a reduced c u r r e n t 

r a t e of p r o d u c t i o n from the c o a l i n t e r v a l . 

S e v e r a l of the w e l l s to the northwest are f a i r l y 

decent w e l l s . I n f a c t , one about two m i l e s away 

from the proposed w e l l i s c u r r e n t l y making i n 

e x c e s s of 600 Mcf per day. However, w e l l s to the 

south of the proposed w e l l show r a t e s as low as 

one Mcf per day. I n f a c t , t h e r e ' s a couple of 

w e l l s t h a t have been shut i n i n t h a t a r e a because 

of poor r a t e s . 

Q. When you r e f e r to w e l l to the n o r t h and 
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to the south, can you more s p e c i f i c a l l y p o i n t 

those l o c a t i o n s on t h i s e x h i b i t ? 

A. Yes. The one I r e f e r r e d to t h a t i s 

making i n e x c e s s of 600 Mcf a day i s i n , I 

b e l i e v e , S e c t i o n 14. I t w i l l be one s e c t i o n up 

and two s e c t i o n s to the l e f t , i n the n o r t h e a s t 

c o r n e r . 

Q. When you r e f e r to w e l l s to the south, 

can you more s p e c i f i c a l l y p i n p o i n t those w e l l s on 

t h i s map? 

A. Yes. The s e c t i o n d i r e c t l y south of the 

proposed w e l l i n the n o r t h e a s t q u a r t e r of t h a t 

s e c t i o n , we have a w e l l t h a t ' s only producing one 

Mcf per day, and the southwest q u a r t e r of t h a t 

same s e c t i o n we have a shut i n w e l l showing zero 

p r o d u c t i o n f o r the month of June. 

Immediately a d j a c e n t to t h a t same 

s e c t i o n to the e a s t , i s another w e l l t h a t has 

been shut i n due to l a c k of p r o d u c t i o n from the 

F r u i t l a n d C o a l . 

Q. L e t ' s have you r e f e r to E x h i b i t 9 and 

i d e n t i f y t h a t e x h i b i t . 

A. E x h i b i t 9 i s a l i t t l e more d e t a i l e d net 

c o a l i s o p a c h map. T h i s shows the t o t a l c o a l 

t h i c k n e s s i n the a r e a of the proposed w e l l , taken 
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from a c t u a l w e l l l o g s d r i l l e d through the c o a l s . 

Q. And e x p l a i n the r e l e v a n c e of the 

i n f o r m a t i o n here to t h i s e x h i b i t . 

A. T h i s e x h i b i t shows t h a t the c o a l s a r e 

a c t u a l l y t h i n n i n g i n the a r e a of the proposed 

w e l l . We're l o o k i n g at a c o a l t h i c k n e s s i n the 

order of 31 or 32 f e e t as opposed to the c o a l 

t h i c k n e s s e s i n the b e t t e r producing a r e a to the 

n o r t h e a s t — I ' m s o r r y , to the northwest, where on 

the p r e v i o u s e x h i b i t we saw gas r a t e s over 600 

Mcf a day. That o c c u r r e d on a w e l l t h a t had a 

c o a l t h i c k n e s s of about 40 f e e t . 

Q. L e t ' s have you r e f e r to what has been 

marked as E x h i b i t No. 10, and i d e n t i f y t h a t 

e x h i b i t . 

A. E x h i b i t No. 10 i s a summary of the 

economics prepared f o r the proposed w e l l . The 

assumptions used to pre p a r e those economics 

i n c l u d e d an i n i t i a l r a t e of 125 Mcf per day w i t h 

a f i v e p e r c e n t per y e a r d e c l i n e r a t e ; an i n i t i a l 

gas p r i c e of $1.50 per Mcf e s c a l a t e d at four 

p e r c e n t per y e a r . O p e r a t i n g c o s t s f o r t h i s w e l l 

a r e e s t i m a t e d to be about $1,000 per month, and 

those c o s t s were e s c a l a t e d at f i v e p e r c e n t per 

y e a r , a g a i n assuming t h a t t h e r e would be v e r y 
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l i t t l e water p r o d u c t i o n from the proposed w e l l . 

The r e s u l t s of those assumptions 

i n c l u d e 122-1/2 months worth of payout, a r e t u r n 

on investment of .32 p e r c e n t , a r a t e of r e t u r n of 

6.6 p e r c e n t , and t h a t i s without the tax 

c r e d i t s . 

With the tax c r e d i t s , payout i s reduced 

to about 70 months and the r e t u r n on investment 

i s improved to .82 and the r a t e of r e t u r n 

improves to about 13.86 p e r c e n t . 

Q. I n your o p i n i o n , i s t h i s proposed 

o p e r a t i o n commercial w i t h o u t the tax c r e d i t s ? 

A. No, i t i s not . 

Q. Do you r e l y , i n p a r t , on t h i s 

i n f o r m a t i o n i n support of your r e q u e s t f o r an 

e x p e d i t e d order i n t h i s c a s e ? 

A. Yes, we do. 

Q. Now, from the data and i n f o r m a t i o n 

t h a t ' s shown on E x h i b i t Nos. 6 through 9 i n 

p a r t i c u l a r , have you been a b l e to draw a 

c o n c l u s i o n as to the r i s k i n v o l v e d i n t h i s 

proposed o p e r a t i o n ? 

A. Yes, we t h i n k the r i s k i s q u i t e a b i t 

h i g h e r to d r i l l t h i s w e l l than i t would be i f we 

were even one s e c t i o n to the n o r t h and west than 
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our proposed l o c a t i o n i s . 

Q. Do you ask t h a t a charge f o r r i s k 

i n v o l v e d i n d r i l l i n g t h i s w e l l be s e t by the 

Examiner ? 

A. Yes. We're a s k i n g f o r 156 r i s k p e n a l t y 

be a s s e s s e d on t h i s w e l l . 

Q. Mr. O'Hare, i n your o p i n i o n , w i l l the 

g r a n t i n g of t h i s a p p l i c a t i o n r e s u l t i n the 

p r e v e n t i o n of waste and the p r o t e c t i o n of 

c o r r e l a t i v e r i g h t s ? 

A. Yes, i t w i l l . 

MR. STOVALL: A d m i n i s t r a t i v e overhead, 

d i d we do t h a t ? 

MR. ROBERTS: Thank you. 

Q. Who do you propose operate t h i s w e l l , 

Mr. O'Hare? 

A. We're p r o p o s i n g t h a t SG I n t e r e s t s I , 

L t d . , be the named o p e r a t o r of the w e l l . 

Q. Do you have a p r o p o s a l f o r 

a d m i n i s t r a t i v e overhead f o r the d r i l l i n g 

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

A. Yes. We a r e r e q u e s t i n g t h a t an 

a d m i n i s t r a t i v e overhead charge of $4,000 per 

month be a s s e s s e d d u r i n g the d r i l l i n g and 

co m p l e t i o n phase of the w e l l , and $450 per month 
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be a s s e s s e d f o r the p r o d u c t i o n phase of the w e l l . 

Q. What i s the b a s i s f o r those p r o p o s a l s ? 

A. Those p r o p o s a l s are based on the 

h i s t o r y of SG 1s o p e r a t i o n s i n the San Juan B a s i n , 

along w i t h t h e i r payment of those same charges to 

the o t h e r o p e r a t o r s . 

MR. ROBERTS: Mr. Examiner, I would 

move the a d m i s s i o n of E x h i b i t s Nos. 5 through 10. 

EXAMINER STOGNER: E x h i b i t s 5 through 

10 w i l l be admitted i n t o e v i d e n c e . 

MR. ROBERTS: I have no other q u e s t i o n s 

f o r t h i s w i t n e s s . 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. The $4,000 and $450, was E r n s t & Young 

used as a b a s i s f o r t h e s e c h a r g e s ? 

A. I b e l i e v e the E r n s t & Young numbers a r e 

$4,000 f o r the average f o r 1991 on the d r i l l i n g 

and c o m p l e t i o n s i d e , and $400 per month on the 

p r o d u c t i o n s i d e f o r 1991. 

Q. T h i s i s $50 more on the p r o d u c t i o n 

s i d e . Why the i n c r e a s e ? 

A. Again, t h a t i s due to SG 1s h i s t o r y of 

o p e r a t i o n s i n the B a s i n and t h e i r payment of 

those same c h a r g e s to other o p e r a t o r s i n the 
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B a s i n . 

Q. Did you submit a n y t h i n g as f a r as 

payments to the other o p e r a t o r s to back up t h a t 

p a r t i c u l a r statement on the $50 i n c r e a s e ? 

A. No, I d i d no t . 

MR. STOVALL: L e t me ask the q u e s t i o n 

t h i s way. Do you have p e r s o n a l knowledge of 

payment by SG or ot h e r p a r t i e s of those k i n d s of 

a d m i n i s t r a t i v e overhead r a t e s under o p e r a t i n g 

agreements i n t h i s a r e a ? 

THE WITNESS: My knowledge i s l i m i t e d 

to the a c t u a l o p e r a t i n g agreements. I ' v e not 

seen any checks go out to those other o p e r a t o r s . 

MR. STOVALL: I'm r e f e r r i n g to the 

o p e r a t i n g agreements, not a c t u a l payments. 

THE WITNESS: Yes, they do have. 

MR. STOVALL: What a r e the range of 

r a t e s i n those o p e r a t i n g agreements f o r the 

F r u i t l a n d Coal w e l l s i n t h i s a r e a ? 

THE WITNESS: For Amoco, I b e l i e v e the 

lowe s t I ' v e seen i s $441 up to the $450, and 

those a r e e s c a l a t e d on a y e a r l y b a s i s . 

MR. ROBERTS: May I ask a q u e s t i o n on 

t h a t i s s u e ? 

EXAMINER STOGNER: Mr. R o b e r t s ? 
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FURTHER EXAMINATION 

BY MR. ROBERTS: 

Q. Mr. O'Hare, I b e l i e v e the E r n s t & Young 

s u r v e y c o n t a i n s a range of r a t e s by depth and by 

a r e a . I s the $450 producing w e l l r a t e w i t h i n the 

range p u b l i s h e d by the s u r v e y ? 

A. To the best of my knowledge, y e s . The 

i n f o r m a t i o n from t h a t s u r v e y was g i v e n to me over 

the phone, so I have not a c t u a l l y seen the s u r v e y 

myse1f. 

MR. STOVALL: Mr. O'Hare, w i t h r e s p e c t 

to r i s k , I b e l i e v e you o r i g i n a l l y were a s k i n g f o r 

200 p e r c e n t , and based upon d i s c u s s i o n i n the 

p r e v i o u s c a s e s today you've r e v i s e d t h a t downward 

i n the i n t e r e s t of g e t t i n g an e x p e d i t e d o r d e r , i s 

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

THE WITNESS: That i s c o r r e c t . 

MR. STOVALL: I assume your testimony 

and a n a l y s i s of the r i s k f a c t o r s i n v o l v e d i n t h i s 

w e l l a r e the same as they a r e f o r the other 

w e l l s ? 

THE WITNESS: There i s a l i t t l e more 

i n f o r m a t i o n a v a i l a b l e on s u r r o u n d i n g w e l l b o r e s i n 

the a r e a of t h i s w e l l than t h e r e were on the 

other two; but, y e s , t h a t i s an a c c u r a t e 
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s t a t e m e n t . 

MR. STOVALL: And we're r e f e r r i n g 

r e f e r r i n g to Cases 10567 and 10585 which we a l s o 

heard today, i s t h a t c o r r e c t ? 

THE WITNESS: That i s c o r r e c t . 

EXAMINER STOGNER: Anything f u r t h e r of 

Mr. O'Hare? 

You may be excused. 

I f nobody e l s e has a n y t h i n g f u r t h e r i n 

Case 10586, t h i s c a s e w i l l be taken under 

advisement. 

(And the p r o c e e d i n g s concluded.) 
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