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WHEREUPON, the f o l l o w i n g proceedings were had 

at 1:19 p.m.: 

EXAMINER CATANACH: Okay, a t t h i s time we 

w i l l c a l l Case 10,700. 

MR. STOVALL: A p p l i c a t i o n of Meridian O i l , 

Inc., f o r downhole commingling, San Juan County, New 

Mexico. 

EXAMINER CATANACH: Are there appearances i n 

t h i s case? 

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

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

appearing on behalf of the Applicant, and I have three 

witnesses i n t h i s case, a l l of which have been 

previously sworn. 

EXAMINER CATANACH: Okay. 

MR. KELLAHIN: C a l l a t t h i s time Mr. Kent 

CUMBRE COURT REPORTING 
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Beers. 

Mr. Examiner, t h i s i s s l i g h t l y d i f f e r e n t than 

the l a s t case ins o f a r as the w e l l has been d r i l l e d . 

The ownership i s not common between the two pools. 

KENT BEERS. 

the witness herein, having been previously duly sworn 

upon h i s oath, was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Beers, would you i d e n t i f y f o r us the 

informat i o n behind E x h i b i t Tab Number 1? 

A. E x h i b i t Number 1 simply includes a copy of 

our A p p l i c a t i o n and proposed advertisement. 

Q. I s t h i s information which was compiled by you 

d i r e c t l y or under your d i r e c t i o n or supervision 

concerning notice and ownership of i n t e r e s t i n the 

spacing u n i t ? 

A. Yes. 

MR. KELLAHIN: We again tender Mr. Beers as 

an expert petroleum landman. 

EXAMINER CATANACH: Mr. Beers i s so 

q u a l i f i e d . 

Q. (By Mr. Kellahin) Let's go s p e c i f i c a l l y , i f 

you w i l l , Mr. Beers, and help me f i n d a d i s p l a y t h a t 

shows the c o n f i g u r a t i o n of the spacing u n i t s i n the 

CUMBRE COURT REPORTING 
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section, and I t h i n k we can s t a r t by looking a t E x h i b i t 

Tab Number 2, t u r n i n g t o the f i r s t d i s p l a y , and looking 

at the shaded area i n the west h a l f of the sec t i o n . 

What does t h a t represent? 

A. E x h i b i t 2 displays the o f f s e t ownership t o 

the 320-acre F r u i t l a n d Coal d r i l l block i n the west 

h a l f of Section 8. 

Q. Okay. And then behind t h a t d i s p l a y i s the 

t a b u l a t i o n of those owners? 

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

Q. I f we move beyond t h a t , then, there i s a 

shaded area display f o r the southwest quarter of 

Section 8. What does t h a t represent? 

A. That's c o r r e c t , t h a t i s the o f f s e t ownership 

t o the southwest quarter, which i s the standard u n i t 

f o r the PC. 

Q. A l l r i g h t . And then behind the i l l u s t r a t i o n 

i s a t a b u l a t i o n of those owners? 

A. Of those p a r t i e s , t h a t ' s c o r r e c t . 

Q. Those p a r t i e s t h a t o f f s e t t h a t spacing u n i t ? 

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

Q. A l l r i g h t . Have you received, t o your 

knowledge, any ob j e c t i o n by those p a r t i e s t o the 

downhole commingling of production from these two 

pools? 
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A. We have not. 

Q. Let's t u r n now t o E x h i b i t Tab Number 3 and 

look a t the f i r s t display behind t h a t tab. I d e n t i f y 

t h a t f o r us, please. 

A. E x h i b i t 3, or the f i r s t item i n E x h i b i t 3, i s 

a nine-section p l a t which shades i n the proposed 

F r u i t l a n d Coal spacing u n i t i n one co l o r , and another 

c o l o r f o r the southwest quarter of Section 8, PC 

spacing. 

I t also indicates our proposed commingle w e l l 

i n the southwest quarter of Section 8. 

Q. When we look a t the section 8, there i s 

i d e n t i f i e d on the display a number of l o t s which appear 

t o have more or less than 40 acres per t r a c t ? 

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

Q. When you cal c u l a t e the acreage f o r the west 

h a l f spacing u n i t f o r the coal, what i s the number of 

acres t o be dedicated t o t h a t spacing u n i t ? 

A. 325. 

Q. And t h a t i s w i t h i n the tolerance under the 

pool r u l e s f o r a standard spacing u n i t ? 

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

Q. We look at the southwest quarter, and what's 

the acreage calculated f o r t h a t spacing f o r the 

Fulcher-Kutz Pictured C l i f f s Pool? 

CUMBRE COURT REPORTING 
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A. 164 acres. 

Q. And again, i s t h a t w i t h i n the tolerance f o r a 

standard pool? 

A. Yes, i t i s . 

Q. Behind t h a t tab, now, i s some more 

information t o which I d i r e c t your a t t e n t i o n . 

There 1s a t a b u l a t i o n of i n t e r e s t owners. 

What does t h a t represent? 

A. Yes, t h i s i s an Ex h i b i t A out of a j o i n t 

operating agreement covering the west h a l f of Section 

8, and w i l l i n d i c a t e why we don't have common ownership 

i n both the 320 and the 160. 

The — Under Roman numeral 3, the ownership 

of the west h a l f or the coal spacing u n i t i s shown, and 

i n the second column i t indicates ownership under j u s t 

the southwest quarter. 

The reason the i n t e r e s t s are d i f f e r e n t i s 

because Meridian owns a 100-percent i n t e r e s t i n the 

southwest southwest quarter of Section 8, also known as 

Lot 10. 

Q. I f the Examiner looks back a t the 

i l l u s t r a t i o n , j u s t ahead of t h i s t a b u l a t i o n , you can 

see t h a t t h a t 40-acre t r a c t i s i n f a c t a d i f f e r e n t 

lease than the balance of the west h a l f of the section? 

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

CUMBRE COURT REPORTING 
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Q. And t h a t f a c t , then, r e s u l t s i n a change not 

of p a r t i e s but of percentages? 

A. That's co r r e c t . A l l of the same p a r t i e s are 

involved i n both leases, but — Excuse me, a l l the same 

p a r t i e s are involved i n both spacing u n i t s , but t h e i r 

i n t e r e s t s i n each vary s l i g h t l y because of Meridian's 

f u l l i n t e r e s t i n the one l o t 10. 

Q. Are you aware of any o b j e c t i o n being received 

by Meridian f o r the commingling of production i n these 

two pools i n t h i s wellbore? 

A. A l l of these p a r t i e s have j o i n e d i n the 

p r o j e c t , and we had no objections t o our a p p l i c a t i o n s . 

MR. KELLAHIN: That concludes my examination 

of Mr. Beers. 

We move the i n t r o d u c t i o n of E x h i b i t s 1 

through 3. 

EXAMINER CATANACH: Exh i b i t s 1 through 3 w i l l 

be admitted as evidence. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Beers, are both these separate leases 

f e d e r a l leases? 

A. Yes, they are. 

Q. Okay. Have you contacted BLM t o request 

approval f o r commingling? 

CUMBRE COURT REPORTING 
(505) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

11 

A. I don't know t h a t I can answer t h a t . We w i l l 

f i l e sundry notices f o r t h a t , but I don't have — That 

wasn't something I was responsible f o r , so I can't t e l l 

you today t h a t t h a t ' s been done. 

Q. Okay. 

A. I presume i t has, but perhaps one of the 

other people here today w i l l have more s p e c i f i c 

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

Q. When you say t h a t a l l p a r t i e s have j o i n e d i n 

the w e l l , these are a l l working i n t e r e s t owners who are 

p u t t i n g i n a proportion of the costs t o p a r t i c i p a t e i n 

the w e l l ; i s t h a t correct? 

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

Q. Okay. And the only r o y a l t y i n t e r e s t i s the 

fe d e r a l government? 

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

Q. Okay, no d i f f e r e n t — or no kin d of overrides 

or anything underlying these two t r a c t s ? 

A. No, the same p a r t i e s own overrides under both 

t r a c t s . 

Q. Okay. And was i t your testimony t h a t a l l 

o f f s e t operators have been n o t i f i e d of t h i s proposed 

commingling? 

A. Yes, they have. 

Q. No objections t h a t you know of? 

CUMBRE COURT REPORTING 
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A. None. 

EXAMINER CATANACH: Okay, I have nothing 

f u r t h e r of the witness. 

MR. KELLAHIN: Mr. Examiner, I ' d l i k e t o 

r e c a l l Mr. Head, who has previously q u a l i f i e d as an 

expert petroleum geologist, and I would l i k e t h a t 

q u a l i f i c a t i o n s continued i n t h i s case. 

EXAMINER CATANACH: I t s h a l l be done. 

CHARLES HEAD. 

the witness herein, having been previously duly sworn 

upon h i s oath, was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Head, l e t me t u r n , s i r , so t h a t we have 

an i l l u s t r a t i o n e x h i b i t . 

I f y o u ' l l look a t the E x h i b i t Tab 4 and the 

f i r s t d i s p l a y behind 4, t e l l us what you see as a 

geo l o g i s t as the opportunity f o r your company w i t h 

regards t o the approval of t h i s A p p l i c a t i o n t o 

commingle these two re s e r v o i r s i n one wellbore. 

A. Okay, we have the advantage of having 

w i r e l i n e logs over t h i s — i n t h i s wellbore, and we 

encountered 38 f e e t of F r u i t l a n d Coal, of which a 25-

f o o t basal seam gave us good evidence of per m e a b i l i t y , 

and we f e e l t h a t the m a j o r i t y of the F r u i t l a n d Coal gas 
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should be produced from t h a t . 

That substantiates our estimate of 35 f e e t of 

coal on the isopach map which you're looking a t . 

Q. When you t u r n t o the next d i s p l a y a f t e r the 

isopach, what's shown on the s t r u c t u r e map? I'm s t i l l 

w i t h i n the same e x h i b i t tab, and the next d i s p l a y i s 

the s t r u c t u r e map. 

A. Right. That's a F r u i t l a n d Formation base of 

coal s t r u c t u r e map, a l-to-4000 scale w i t h a contour 

i n t e r v a l of 20 f e e t . 

Q. Why was t h i s w e l l d r i l l e d i n the southwest 

quarter of Section 8, as opposed t o l o c a t i n g i t i n one 

of the remaining three quarter-sections? 

A. We f e l t t h a t , based on p r i o r mapping, t h a t 

t h i s was a good l o c a t i o n f o r both F r u i t l a n d Coal 

development and Pictured C l i f f s development. 

The Pictured C l i f f s p o t e n t i a l i s a c t u a l l y i n 

between the Fulcher-Kutz and West Kutz Pictured C l i f f s 

f i e l d s , and we f e e l t h a t t h i s i s a very good fairway 

f o r development of the Pictured C l i f f s and t h a t i t 

could lead t o q u i t e a few a d d i t i o n a l o p p o r t u n i t i e s . 

Q. The well's been d r i l l e d now? 

A. The w e l l — This w e l l has been d r i l l e d . 

Q. And what i s i t s status a t t h i s point? Has i t 

been completed? 
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A. I believe t h a t we are s h u t t i n g i t i n f o r a 

seven-day pressure t e s t of the Pictured C l i f f s 

formation. And a f t e r t h a t seven-day t e s t , then we w i l l 

p e r f o r a t e and f r a c t u r e stimulate the F r u i t l a n d 

formation. 

Q. Let's t u r n now t o the Pictured C l i f f , i f 

y o u ' l l look a t E x h i b i t 5 and the information behind 

t h a t e x h i b i t tab. What does t h a t represent and what 

does i t show you? 

A. Okay, t h a t i s a net pay isopach based on 

r e s i s t i v i t y and SP open hole w i r e l i n e log c r i t e r i a , 

contour i n t e r v a l of ten f e e t of what we f e e l i s 

commercial q u a l i t y Pictured C l i f f sandstone 

development. 

Q. Was t h i s w e l l o r i g i n a l l y d r i l l e d or 

an t i c i p a t e d as a w e l l t o be downhole commingled? 

A. Yes, i t was. 

Q. You d r i l l e d i t w i t h the i n t e n t or the 

expectation t h a t you could commingle both zones? 

A. Yes, s i r . 

Q. I s t h i s i n an area where you g e o l o g i c a l l y 

would expect each of the zones, or one of those zones, 

t o stand alone on i t s own? 

A. I n t h i s p a r t i c u l a r area, no. 

Q. Okay. Let's go t o the inform a t i o n behind 
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E x h i b i t 6. Would you i d e n t i f y that? 

A. Okay, t h a t ' s a cross-section. I t ' s a c t u a l l y 

a southwest-northeast cross-section t h a t t i e s the West 

Kutz Pictured C l i f f s area t o the l e f t , and w i t h the 

subject w e l l , which i s the second from the r i g h t i n the 

cross-section. 

I t i l l u s t r a t e s the basal member of the 

F r u i t l a n d Coal. I t ' s probably easy t o see t h a t the 

datum i s hung on t h a t , the basal coal. 

And i t shows a couple of Pictured C l i f f s 

marine sandstones r i g h t underneath the basal coal, and 

those were a c t u a l l y the primary t a r g e t s of t h i s t e s t . 

Q. Okay. Geologically, i s t h i s an appropriate 

wellbore candidate t o have these two r e s e r v o i r s 

commingled i n a sin g l e wellbore? 

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

MR. KELLAHIN: That concludes my examination 

of Mr. Head. 

We would move the i n t r o d u c t i o n of E x h i b i t s 4 

through 6. 

EXAMINER CATANACH: Ex h i b i t s 4 through 6 w i l l 

be admitted as evidence, and I have no questions of the 

witness. 

MR. KELLAHIN: C a l l now Mr. Scott Daves, Mr. 

Examiner. 
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SCOTT B. DAVES. 

the witness herein, a f t e r having been f i r s t duly sworn 

upon h i s oath, was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Daves, f o r the record would you please 

s t a t e your name and occupation? 

A. My name i s Scott Daves. I'm a r e s e r v o i r 

engineer w i t h Meridian O i l . 

Q. And you reside i n Farmington, New Mexico? 

A. And I reside i n Farmington, New Mexico. 

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

re s e r v o i r engineer before the Division? 

A. Yes. 

Q. I n f a c t , I t h i n k you t e s t i f i e d i n one of the 

downhole commingling cases we had on a p r i o r case? 

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

Q. I t was a commingling case i n v o l v i n g an 

a l l o c a t i o n formula t h a t you had recommended t o the 

Examiner f o r F r u i t l a n d Coal? 

A. Correct. 

MR. KELLAHIN: We tender Mr. Daves as an 

expert r e s e r v o i r engineer. 

EXAMINER CATANACH: Mr. Daves i s so 

q u a l i f i e d . 
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Q. (By Mr. Kellahin) Let me ask you, before we 

t a l k about your a l l o c a t i o n formula, Mr. Daves, the 

concept t h a t you see as a re s e r v o i r engineer f o r 

commingling production i n t h i s wellbore, why do you 

recommend t h a t we do t h a t here? 

A. I n areas such as t h i s and other areas, 

t y p i c a l l y y o u ' l l have one of the two formations t h a t 

may be economic i n and of i t s e l f and another formation 

where there are reserves there t h a t are not necessarily 

t o d r i l l and complete a f a c i l i t y t h a t are commercial, 

but there are reserves there t h a t are commercial t o 

produce i n an a l t e r n a t i v e method, i . e . , commingling. 

Q. And does t h a t opportunity e x i s t here? 

A. Yes. 

Q. Why was the w e l l i n i t i a l l y d r i l l e d w i t hout 

g e t t i n g p r i o r approval f o r commingling? Did you have a 

plan? 

A. The o r i g i n a l plan on t h i s w e l l , we were 

force-pooled on t h i s w e l l by another operator, and when 

we recognized t h a t we d i d have c o n t r o l l i n g i n t e r e s t i n 

both i n t e r v a l s and the opportunity t o commingle, we 

took over operatorship at t h a t p o i n t . 

Q. The choice on spacing u n i t and w e l l l o c a t i o n 

was one t h a t was predicated on p r i o r a c t i v i t y by 

another i n t e r e s t owner i n the section, then? 
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A. That's c o r r e c t . They staked and were 

c u r r e n t l y pursuing the p e r m i t t i n g when they approached 

us w i t h the force-pooling. 

Q. So the choice on w e l l l o c a t i o n and spacing 

u n i t had already been determined by the other party? 

A. Correct. 

Q. When you look a t the a l l o c a t i o n formula — Do 

you have a proposed a l l o c a t i o n formula included i n the 

e x h i b i t book? 

A. Yes, I do. I t i s the l a s t e x h i b i t , E x h i b i t 

7 . 

Q. I d e n t i f y and describe t o us what i s your 

recommendation t o the Examiner f o r a formula. 

A. Okay, the o r i g i n a l p a r t of the equation 

b a s i c a l l y states t h a t the t o t a l production i s equal t o 

the production from the F r u i t l a n d Coal plus the 

Pictured C l i f f s a t any p o i n t i n time. 

Re-arranging the equation as I've done here, 

I'm saying t h a t the F r u i t l a n d Coal production i s the 

t o t a l production minus the Pictured C l i f f s production. 

The reason I'm doing t h a t i s , the Pictured C l i f f s i s 

the established formation which you can analyze o f f of 

to come up w i t h an a l l o c a t i o n method. 

And the way t h a t we're determining the 

Pictured C l i f f s production i s a decline curve, but 
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there i s something t h a t i s s l i g h t l y d i f f e r e n t here i n 

t h a t , due t o the f a c t t h a t we d i d d r i l l the w e l l and we 

di d have log c a l c u l a t i o n , we went ahead and we assessed 

what the reserves would be i n the Pictured C l i f f s , and 

we came up w i t h a number there. 

We're saying t h a t the gas reserves f o r the 

Pictured C l i f f s i s a f u n c t i o n of pressure and t h a t 

through the log c a l c u l a t i o n s and m a t e r i a l balance t h a t 

we found, t h a t .83 m i l l i o n cubic f e e t per p . s . i . , times 

the r e s e r v o i r pressure t h a t we see, times the recovery 

f a c t o r w i l l u l t i m a t e l y give us the EUR f o r the Pictured 

C l i f f s . 

Now, w i t h t h a t , i f you look a t the next 

e x h i b i t there, we have a method t h a t we have used 

before and presented before t o determine the i n i t i a l 

P i ctured C l i f f s r a t e t h a t we w i l l u l t i m a t e l y assign a 

decline t o . 

So now here, instead of going out and 

attempting t o analogize a decline, we w i l l f i x the 

decline based o f f of our EUR and our i n i t i a l r a t e . 

Q. That's your recommendation t o the Examiner 

f o r the formula f o r the a l l o c a t i o n ? 

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

Q. And i f he would simply take t h i s f i r s t 

d i s p l a y behind the e x h i b i t tab, u t i l i z e t h a t as an 
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e x h i b i t f o r the Order, t h a t would be enough d i r e c t i o n 

t o you as the operator of the w e l l t o abide by t h a t 

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

A. Absolutely. 

MR. KELLAHIN: That concludes my examination 

of Mr. Daves. 

We move the i n t r o d u c t i o n of E x h i b i t Number 7. 

EXAMINER CATANACH: E x h i b i t Number 7 w i l l be 

admitted as evidence. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Daves, does t h a t method t h a t you j u s t 

proposed give you a more accurate decline rate? 

A. I t does, and p r i m a r i l y the reason t h a t we 

chose t o go t h i s way was t o insure t h a t we accurately 

could c a l c u l a t e the Pictured C l i f f s reserves, based o f f 

of the volumetric numbers t h a t we saw, because we do 

have logs i n t h a t quarter section from t h a t s p e c i f i c 

w e l l , and the mapping t h a t Mr. Head showed — the 

combination of a l l of these things allowed us t o 

ca l c u l a t e these reserves and make them much c l e a r e r . 

Q. Have you estimated the pressure i n these 

formations? 

A. Yes, we have. I t i s — I n the Pictured 

C l i f f s , i t ' s approximately 350 pounds, and i n the 
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F r u i t l a n d Coal i t ' s i n the neighborhood of 

approximately 400 t o 450 pounds. 

Q. Have you done any estimates on i n i t i a l 

producing rates a t t h i s time? 

A. Approximately 200 MCF a day i n the F r u i t l a n d 

Coal and somewhere i n the neighborhood between 200 and 

300 MCF a day i n the Pictured C l i f f s . 

EXAMINER CATANACH: That's a l l I have. 

MR. KELLAHIN: Mr. Examiner, E x h i b i t Number 8 

i s the c e r t i f i c a t e of mai l i n g and our compliance w i t h 

the notice o b l i g a t i o n s . 

We are aware of no opposition t o the 

Ap p l i c a t i o n . 

EXAMINER CATANACH: Okay. 

MR. KELLAHIN: We would move the i n t r o d u c t i o n 

of E x h i b i t Number 8. 

EXAMINER CATANACH: E x h i b i t Number 8 w i l l be 

admitted as evidence. 

Anything f u r t h e r ? 

MR. KELLAHIN: No, s i r , not i n t h i s case. 

EXAMINER CATANACH: There being nothing 

f u r t h e r , Case 10,700 w i l l be taken under advisement. 

(Thereupon, these proceedings were concluded 

at 1:40 p.m.) 

* * * 
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