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WHEREUPON, the following proceedings were had
at 9:16 a.m.:

EXAMINER CATANACH: At this time we will call
Case 10,746.

MR. STOVALL: Application of Devon Energy
Corporation for special pool rules, Eddy County, New
Mexico.

EXAMINER CATANACH: Are there appearances in
this case?

MR. CARR: May it please the Examiner, my
name is William F. Carr with the Santa Fe law firm,
Campbell, Carr, Berge and Sheridan.

I represent Devon Energy Corporation in this
matter, and I have one witness.

EXAMINER CATANACH: Additional appearances?

MR. KELLAHIN: Mr. Examiner, I'm Tom Kellahin
of the Santa Fe law firm of Kellahin and Kellahin,
appearing on behalf of Kaiser-Francis 0il Company.

EXAMINER CATANACH: Any additional
appearances?

MR. CARR: Mr. Examiner, I have one witness
that needs to be sworn.

EXAMINER CATANACH: We'll do that right now.

(Thereupon, the witness was sworn.)

EXAMINER CATANACH: Mr. Kellahin, I assume

CUMBRE COURT REPORTING
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you don't have any witnesses?

MR. KELLAHIN: Mr. Carr and I have worked out
on the issue. This case was readvertised. We had
discussions earlier about what pool to put this in, and
I think that's resolved.

EXAMINER CATANACH: Okay.

MR. KELLAHIN: So there's no witnesses on my
behalf.

EXAMINER CATANACH: Okay.

MR. CARR: As a follow-up to that, Mr.
Catanach, this case involves the recent drilling of a
well by Devon. When the completion forms were filed
with the 0CD, it was placed in the Soapberry Draw
Delaware Pool. It was then discovered that it was more
appropriately in the East Catclaw Draw.

The case was continued to correct the pool
designation, and we're here today with, we believe, the
well in the correct pool.

EXAMINER CATANACH: I see, okay.

DICK MORROW,

the witness herein, after having been first duly sworn

upon his oath, was examined and testified as follows:
DIRECT EXAMINATION

BY MR. CARR:

Q. Would you state your name for the record,
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please?
A. My name is Dick Morrow.
Q. Where do you reside?
Aa. Edmond, Oklahoma.
Q. By whom are you employed?
A. Devon Energy Corporation.

Q. And what is your position with Devon?

A. I'm a senior petroleum engineer.

Q. Have you previously testified before this
Division?

A. No, I have not.

Q. Could you briefly summarize your educational

background and review your work experience?

A. I graduated in 1976 with a bachelor of
science in petroleum engineering from the University of
Kansas.

From 1976 through 1982 I was employed by
Exxon Company, USA, as a petroleum engineer, with my
main assignments in Midland and Andrews, Texas.

From 1982 through 1990 I was employed in
Oklahoma City by Woods Petroleum Corporation as a
petroleum engineer.

Since September of 1990, I've been employed
by Devon Energy Corporation as a senior reservoir

engineer with my main areas of responsibility to be
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west Texas and New Mexico.
I am a registered professional engineer in
both Oklahoma and Wyoming.
Q. Are you familiar with the Application filed
in this case on behalf of Devon?
A. Yes, I am.
Q. And are you familiar with the Delaware
formation in the area which is involved in this case?
A. Yes.
MR. CARR: We tender Mr. Morrow as an expert
witness in petroleum engineering.
EXAMINER CATANACH: Mr. Morrow is so
qualified.
Q. (By Mr. Carr) Mr. Morrow, would you briefly
state what Devon Energy seeks with this Application?
A. We seek a promulgation of special pool rules
for the East Catclaw Delaware Pool to establish a
gas/oil ratio limit of 6000 to one.
Q. By way of background, could you just tell us
when this pool was originally created?
A. The initial Order was R-9418, and the pool
was created on February 1lst, 1991.
I believe it's since been expanded to include
all of Section 9, 21 South, 26 East in Eddy County.

Q. Have you prepared certain exhibits for
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presentation here today?

A. Yes, I have.

Q. Could you refer to what has been marked as
Devon Exhibit Number 1, identify this and review it for
Mr. Catanach?

A. Exhibit Number 1 is an area map. This area
is about four miles northwest of Carlsbad and about
three miles east of the Avalon Reservoir.

I've shown the nine sections which surround
Section 9. 1I've shown the outline of the pool
boundary.

There are seven wells in this pool, in
Section 9, which are the black circles, seven of which
are still active.

There's only one operator in this pool, and
that's Chi Energy -- Chi Operating, excuse me.

I've also shown with the red arrow the
location of Devon's Cactus State Number 1, which is
immediately south of Section 9, in Section 16.

Around this area I've shown all the other
wells that produce. They're essentially all gas wells
which produce from deeper horizons.

Q. And Mr. Morrow, the Cactus State Number 1
well is located within a mile of the East Catclaw Draw

Pool; is that correct?
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A, Yes, it is.

Q. And therefore, it is governed by the pool
rules that are promulgated for that particular pool?

A. That's correct.

Q. What are the current rules which cover
development of the East Catclaw Draw Pool area?

A. The East Catclaw Draw Pool operates under
statewide rules with 40-acre spacing.

0il allowable is 80 barrels a day with a
2000-to-one GOR, which results in a gas allowable of
160 MCF a day for a 40-acre well.

Q. Let's now go to Devon Exhibit Number 2.
Would you identify this and review it, please?

A. Exhibit Number 2 is a structure map on top of
one of the Delaware sands in the area, and this is all
based on well logs.

The Delaware sands are present throughout
most of this portion of the Basin, and oil and gas
traps are created either stratigraphically or
structurally.

I've shown here an outline of the pool in
vellow, Section 9, and again the location of Devon's
Cactus State Number 1 with the red arrow.

Basically we have here a structural high

which extends from the south half of Section 4 down
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through Section 9 into our Section number 16.

Q. From a structural point of view, this would
tend to support inclusion of the Devon well in the East
Catclaw Draw Delaware Pool; is that correct?

A. Yes, it does.

Q. This would not be Soapberry Draw, which is
off to the west of East Catclaw?

A. Correct. Soapberry draw is to the west in
Section 8.

Q. Let's now go to Devon Exhibit Number 3.
Please identify that and review it for Mr. Catanach.

A. Exhibit Number 3 is a north-south cross-
section which starts about the middle of Section 9 and
goes down through our well in Section 16.

The Devon Cactus State Number 1 is on the
left, which is the south, and then to the right-hand
side of the paper we move to the north.

This shows several of the Delaware sands that
we have penetrated with our well. The Delaware sands
are actually a very thick sequence. They cover about
2000 feet, starting in our well about 2200 feet, going
down to about 4200 feet. This just shows the package
of sands that are in the Delaware 0il Pool.

We've shown the perforations in our Cactus

State Number 1 in the green blocks, which start at a
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depth of 3040 feet and go down to 3220. I've also
shown the perforations in some of the Chi Operating
wells.

In the Wiser State Number 2 you can see they
perforated about 3200 feet, down in what we call the
"D" sand.

In the next well, the Oxy State Number 1,
their perforations are actually slightly above this
cross-section.

And in the Wiser State Number 1, which is the
well to the north, their perforations are at about 2700
feet.

This just shows that the Cactus State Number
1 is in the same package of Delaware Sands that are in
the East Catclaw Draw Delaware Pool.

Q. All right. Let's move to Exhibit Number 4,
your east-west cross-section, and again I'd ask you to
review that for Mr. Catanach.

A. Okay. This is a very large cross-section
which will probably cover your whole desk. This
actually has two cross-sections -- two lines of cross-
sections on it, A-A', which kind of runs through the
north part of Section 9 --

MR. STOVALL: Hold on just a second till we

get unfolded.
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THE WITNESS: Okay. A-A', which kind of runs
through the north half of Section 9, which I really
don't intend to cover. And cross-section B-B', which
runs through the south half of Section 9.

Neither of these cross-sections include our
Devon well, but I think they show better the package of
sands that are developed in the East Catclaw Draw Pool.
And it also shows the separation from the East Catclaw
Draw Pool to the Soapberry Draw Delaware Gas Pool.

The Kaiser-Francis well is the first well in
cross-section B-B', and they're perforated down in the
Delaware sand near the bottom of the cross-section at
4046 feet, whereas we are perforated up in this package
of sands around 3000 or 3200 feet.

So you can see there's a lot of distance
between what's in the Soapberry Draw Delaware Gas Pool
and in what is the East Catclaw Draw Delaware 0il Pool.
And we are better -- We are in the East Catclaw Draw
Delaware 0il Pool with our well.

Q. (By Mr. Carr) All right, Mr. Morrow, let's
now move on to Devon Exhibit Number 5. I'd like you
first to identify this exhibit and then review it for
Mr. Catanach.

A. Exhibit Number 5 is a plot of the daily oil

and gas production for our Cactus State Number 1 well.
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It was completed back in March and began production on
March 24th.

Shown on this plot in the dark 1line
connecting the black squares is the daily oil
production. Kind of a dashed line connecting the open
triangles is the daily gas production. And the top
line connecting the black diamonds is the gas/oil
ratio.

What we've tried to do with this well is
adjust the choke to try to produce it at the allowable.

And what we've found out is that if you choke
back the o0il production, the gas production stays about
the same and your GOR goes way up.

If you'll notice, right when the well came on
line we tried to choke the oil production back to about
50 or 60 barrels a day, gas production remained
essentially constant, and the gas/oil ratio went up to
about 4000.

After we did some more work on the well in
the first part of May, you can see there are three
instances where we tried to choke the well back. Gas
production stayed about the same, and our GOR went way
up to 8000 or 10,000.

Since then, the well has stabilized at about

80 to 100 barrels a day, with a gas/oil ratio of
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between 5000 and 6000.

I believe what this shows is that if we have
to pinch the well back to try to produce at a lower
GOR, the GOR actually increases, and essentially we are
bleeding off gas pressure, losing reservoir pressure,
and essentially wasting ultimate oil recovery.

I believe if we try to pinch the well back,
we will dissipate the reservoir energy sooner than it
would be if we could produce it at a higher GOR.

Q. So what happens actually is, when you curtail
production, your gas production continues; it's the oil
which you lose?

A. That's correct.

Q. And in the meantime, you're dissipating the
reservoir energy?

A. That's correct.

Q. And the oil that's left in the ground,
therefore, some of it would ultimately not be
recovered?

A. Right, we would lose ultimate recovery by
choking the well back.

Q. And the result of that is the waste of

hydrocarbons?
A. That's correct.
Q. Let's move to Devon Exhibit Number 6. Could

CUMBRE COURT REPORTING
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you identify and review that, please?

A. Exhibit Number 6 is simply the tabular data
that went into Exhibit Number 5. It's just some backup
data that shows the daily o0il, gas, GOR, water
production and tubing/casing pressures for the well.

Q. Mr. Morrow, would you now identify Devon
Exhibit Number 7 and review the information on that
exhibit for the Examiner?

A. Exhibit Number 7 is a tabular production of
the wells that are in the East Catclaw Draw Delaware
Pool, which are operated by Chi Energy.

This shows the monthly oil and gas and GOR
production for all the wells.

I'd simply like to point out at the very
bottom of this chart, I've highlighted the cumulative
gas/oil ratio for the life of these wells to show that
this is a high GOR o0il pool. The GORs range from about
2000 up to over 4600 for the wells that are currently
operating in the pool.

Q. All right. Let's now move to Devon's Exhibit
Number 8. Would you identify and review that, please?

A. Exhibit Number 8 is a calculation showing the
payout of our investment in these wells under different
cases.

My basic assumptions are that the cost to

CUMBRE COURT REPORTING
(505) 984-2244




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

16

drill and complete one of these wells is about

$346,000.

I base my economic calculations on an oil
price of $19 west Texas intermediate, less two and a
quarter for sour crude -- this area has H,S in it -- a
gas price of $1.50 per MCF.

I've shown two cases there.

What our payout would be under a 6000 GOR
limit, would be about eight months.

If we were limited to 2000 gas/oil ratio, our
payout would be about 27 months. And for this type of
well it is very hard to justify additional drilling
with over a two-year payout.

The result of this would be that producible
hydrocarbons would be left in the ground if we were not
economically able to drill these wells.

Q. So basically increasing the gas/oil ratio is

going to provide economic incentive for additional

development?
A, Yes, it will.
Q. Without it, there's a chance that additional

wells just might not be drilled?
A. That's correct.
Q. And I guess your attorney misnumbered. Is

Exhibit Number 10 an affidavit confirming that notice
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of this Application has been provided to those affected
interest owners who are entitled to notice under OCD
rules?

A. Yes, it is.

Q. And attached to the affidavit is a listing of
the parties to whom notices have actually been provided
and, behind that, copies of the notice letters?

A. That's correct.

Q. In your opinion, if special rules are
promulgated for this pool on a temporary basis, when
would you recommend that this case be reopened and the
matter re-examined by the 0il Conservation Division?

A. I would think we would probably need a period
of 18 months to two years before we re-opened the case.

Based on the current mapping, we could drill
probably three to four additional wells. We feel it
would probably take a year to get these wells drilled
and completed. After that, we would need sufficient
time to gather enough production history to make our
final determination.

Q. In 18 months to two years do you believe you
could appear before the Division with sufficient
information to make a recommendation for permanent
rules for this pool?

A. Yes, I believe we could.
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Q. In your opinion, would approval of this
Application be in the best interest of conservation,
the prevention of waste, and the protection of
correlative rights?

A. Yes, I do.

Q. Were Exhibits 1 through 8 prepared by you?

A. Yes.
Q. And Exhibit 10 is the notice affidavit?
A. Right.

MR. CARR: At this time, Mr. Catanach, we
would move the admission of Devon Exhibits 1 through 8
and 10.

EXAMINER CATANACH: Exhibits 1 through 8 and
10 will be admitted as evidence.

MR. CARR: That concludes my direct
examination of Mr. Morrow.

EXAMINER CATANACH: Mr. Kellahin?

MR. KELLAHIN: Thank you, Mr. Examiner. No

questions.
EXAMINATION
BY EXAMINER CATANACH:
Q. Mr. Morrow, is the Devon well actually being

produced out of some of the same sands that are being
produced in the Chi wells?

A. Yes, sir. Yes.
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Q. It seems that the Chi wells, from your cross-
section, are producing at a higher -- from higher
sands?

A. Well, if you look at the well, I believe it's
on Exhibit Number 3, the north-south cross-section, the
well which is immediately offset to us, right across
the lease line, is producing from what we call the Chi
"D" sand, right at 3200 feet, showing the perforations
there, which is the correlative sand to which we have
perforated in our well.

And I believe the wells that are further to
the north in Section 9 also produce from some of these
various lower sands.

Q. Are these -- In your opinion, are these sands
vertically segregated?

A. Given the distance from the lowestmost sand
to the uppermost sand, some of them probably are.

But basically it is a common source of oil
supply separate from the -- for instance, the Soapberry
Draw Delaware gas reservoir, which is deeper.

Q. You've got -- in the Devon well, you've got
three different sands perforated?

A. Yes.

Q. Have you run any kind of profile on these to

see what's coming out of each zone?
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A. No, we have not.

Q. Do you believe that you've got o0il production
from each of the sands?

A. Yes, we do.

Q. On your Exhibit Number 5, you -- I believe
you previously gave me three examples of when you tried
to choke back the oil production?

A. Yes.

Q. What dates were those again?

A. If you look -- Are you looking on Exhibit
Number 5 or Exhibit Number 6, the actual --

Q. Five.

A. Okay. You can see the first -- When we first
brought the well on, on March 24th, we produced it for
about three days, over 100 barrels a day. Then we
tried to choke it back the next three days.

A. Uh-huh.

Q. See there, very early on in the life of the
well?

Gas production remained about 180 MCF a day,
and you can see the resulting increase in the GOR.
That was one example.

The next example is after we brought the well
back on in the end of April there. The actual date is

kind of hard to tell from this plot. April 30th or May
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1st, you can see we tried to choke the well back to
about 40 barrels a day, and our GOR went up to about
10,000.

Then again, about four days later we choked
it back to 50 barrels a day, and the GOR went up to
almost 9000.

And then a few days after that, we choked it
back again and the GOR went up to -- about 8500, it
looks like.

Q. An increase in the GOR after you've cut back
on the o0il production isn't normally what you would
expect in a situation 1like this; is that correct?

A. It's not what you would expect in a single
layer, homogeneous reservoir. But when you start
having multiple layers and different reservoir
characteristics, it's really hard to tell what you're
going to expect when you do something like this to a
well.

Q. Would you expect that a high GOR might singly
hurt one of the sands, as opposed to benefitting as a
whole? Might it be detrimental to one or more sands?

A. I don't believe so. I think that the -- All
the Delaware sands, as I mentioned before, are
basically, in this area, a common source of supply with

very similar fluid characteristics.
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I don't think you have one zone that's
predominantly oil and one that's predominantly gas. I
think they're all basically the same fluid with a high
GOR.

So I don't think that one zone would be
preferentially hurt or helped as opposed to another.

Q. Is your well over-produced at this point?

A. I don't know the answer to that.

Q. Okay. When you tried to cut back on the oil
production, do you think that you allowed enough time
for the rate to stabilize?

A. I think we've seen that, talking to the field
people that actually, you know, work on the well, and
to our production engineer that, yes, I think it's
sufficient time.

Q. Does -- Have you talked to Chi about your
proposal, Chi Energy?

A. I have not talked to them personally about
it. I believe they've been -- Our land department has
been in contact with them.

I might mention that Chi Operating is a
working interest owner in our well also.

Q. This pool's been effectively developed for at
least two years at a 2000-to-one GOR.

Do you feel there's sufficient reason to
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change at this point?

A. I believe that with this extension of the
field, yes, I do. I think with the new structure map
that we have and the possibility of further extension,
I think the increased GOR allowable is warranted.

MR. STOVALL: Who are the offset operators
around the pool?

Let me ask you a preliminary question. Maybe
I'm asking the wrong person.

Who made the determination about who you
should be giving notice to? 1Is that largely Mr. Carr,
or were you involved in that? Do you have knowledge of
it?

THE WITNESS: No, I do not. That was handled
through our law department with Mr. Carr. Our land
department, I'm sorry.

MR. STOVALL: Mr. Carr, did we get everybody
within a mile, operators within a mile?

MR. CARR: All operators within a mile have
been notified. And we got this information from the
land department.

If you'd like me to confirm that to you, Mr.
Stovall, I'd be glad to.

MR. STOVALL: Your affidavit is confirmation.

I'm just assuming that's what you intended when you
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said all people entitled to notice. I just thought I'd
ask and make sure.

MR. CARR: 1I'll put it in writing again if
you'd like.

MR. STOVALL: That's why we get affidavits
these days.

Q. (By Examiner Catanach) Mr. Morrow, have you
had a chance to examine any of the Chi wells with
respect to if they show the same kind of producing
characteristics as your well, with respect to an
increasing GOR?

A, No, I have not really examined that to that
detail. Basically all I did was look at the monthly
production on the wells. I did not really look at the
individual producing characteristics as far as choke
settings and daily production.

Q. So your opinion that this won't cause any
reservoir waste, this increase in GOR, is really based
on the three one-day tests that you have discussed in
your Exhibit 5?

A. Well, I believe it's more than just three
one-day tests. I think if you look across that whole
plot, you can see the times where we tried to curtail
0il production, the gas production remained fairly

constant, resulting in a higher GOR.
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I think they've noticed that for the two or
three months this well's been on production.

Q. It does appear in some instances when the oil
production drops down, the GOR actually drops down as
well, in some of the figures here.

So this isn't really a consistent thing
that's happening all the time?

A. Well, you also, I think, have to realize that
some of these daily production numbers are actual --
You have natural fluctuations in the performance of the
well that are not specifically caused by the choke
setting on the well.

But the instances where we did choke the well
back, you can see that GOR spike.

Q. But you don't have marked on this exhibit

which actually were the times that the well was choked

back?
A. No, I don't.
Q. Can you provide that information to me?
A. I believe I can. I'd have to go back and

look at our daily records.
Q. Okay, I would appreciate that.
EXAMINATION
BY MR. STOVALL:

Q. Mr. Morrow, you're asking for a 6000-to-one

CUMBRE COURT REPORTING
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GOR; is that correct?

A. Yes.

Q. Now, it loocks like, assuming a pool
extension, that yours is the only well in that range,
and it looks like at last production shown on here,
you're more in the 4000 range; is that correct?

I mean, as you kind of follow the trend of
your GOR line, it looks to me like it's beginning to
level out around 40007

A, I believe it's in like the 5000-to-6000 range

over the last several weeks' production.

Q. Oh, I'm sorry, you're right. Yeah, I was off
one...
The other wells in the pool which have got
anywhere from a year to two years' production -- excuse
me, two years' to three years' production -- are all —--

the highest one is 4600. The rest of them are all

under 4000, are they not?

A. Yes, that's correct.
Q. And again, just looking at your -- I'm
looking at Exhibit 7. It looks -- It appears to me in

just looking at the thing that there was some movement
but it's -- they have tended, after they've kind of
stabilized, to kind of come down a little bit. Without

a curve, it's kind of hard to see that, but...
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In other words, why are we going for the
maximum GOR that we might expect in your well when the
pool doesn't seem to indicate it, that 6000 is really
what you need. Maybe 4000 might give you some of the
incentives you're talking about, without maxing the gas
production?

A. Well, I think if you look at -- if you refer
back to Exhibit Number 2, which is our structure map --

Q. Uh-huh.

A. -- we are structurally higher, slightly
higher than some of the Chi wells, and I believe that
the further extension of the reservoir in Section 16
will be more structurally similar to our well than the
Chi wells, and I think they will be slightly higher GOR

than the chi wells.

Q. What's your contour interval on that?
A. I believe it's 50 feet. Yes.

Q. And this is a subsea?

A. Yes.

MR. STOVALL: That's all I have.

EXAMINER CATANACH: I have nothing further.

MR. CARR: Mr. Catanach, we have nothing
further in this case.

We will submit to you in writing the dates

from our daily record as to when the well was

CUMBRE COURT REPORTING
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curtailed.

EXAMINER CATANACH: Okay, thank you, Mr.

carr.

There being nothing further, Case 10,746 will
be taken under advisement.
(Thereupon, these proceedings were concluded

at 9:50 a.m.)
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CERTIFICATE OF REPORTER

STATE OF NEW MEXICO )
) ss.
COUNTY OF SANTA FE )

I, Steven T. Brenner, Certified Court
Reporter and Notary Public, HEREBY CERTIFY that the
foregoing transcript of proceedings before the 0il
Conservation Division was reported by me; that I
transcribed my notes; and that the foregoing is a true
and accurate record of the proceedings.

I FURTHER CERTIFY that I am not a relative or
employee of any of the parties or attorneys involved in
this matter and that I have no personal interest in the
final disposition of this matter.

WITNESS MY HAND AND SEAL July 18th, 1993.

- T L‘»,.."ﬂ “E_ e \ﬁ
STEVEN T. BRENNER
CCR No. 7

My commission expires: October 14, 1994
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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. 10744

APPLICATION OF MERIDIAN OIL INC.

REPORTER’S TRANSCRIPT OF PROCEEDINGS
EXAMINER HEARING
BEFORE: David R. Catanach, Hearing Examiner
June 17, 1993

Santa Fe, New Mexico

This matter came on for hearing before the
0il Conservation Division on June 17, 1993, at the 0il
Conservation Division Conference Room, State Land
Office Building, 310 0l1ld Santa Fe Trail, Santa Fe, New
Mexico, before Deborah O’Bine, RPR, Certified Court

Reporter No. 63, for the State of New Mexico.
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FOR THE DIVISION:

FOR THE APPLICANT:

ROBERT G. STOVALL, ESQ.
General Counsel

0il Conservation Commission
State Land Office Building
310 01d Santa Fe Trail
Santa Fe, New Mexico 87501

KELLAHIN AND KELLAHIN
117 N. Guadalupe
Santa Fe, New Mexico

BY: W. THOMAS KELLAHIN, ESQ.
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EXAMINER CATANACH: At this time we’ll call
Case 10744.

MR. STOVALL: Application of Meridian 0il
Inc. for a high angle/horizontal directional drilling
pilot project, special operating rules therefor, Rio
Arriba County, New Mexico.

EXAMINER CATANACH: Are there appearances
in this case?

MR. KELLAHIN: Mr. Examiner, I’'m Tomn
Kellahin of the Santa Fe law firm of Kellahin and
Kellahin appearing on behalf of the applicant. May
the record reflect, Mr. Examiner, that my four
witnesses have been previously sworn, and that they
continue under oath in this case.

EXAMINER CATANACH: Okay.

MR. KELLAHIN: Call Mr., Alan Alexander.

Mr. Examiner, by way of background and
perhaps it’s of use to you, if you’ll look in the
exhibit book behind Exhibit Tab No. 5, there is a
geologic display. The center portion of the
stratigraphic cross-section has a map on it which can
serve to locate for you three other high
angle/horizontal wells that you have processed for
Meridian and Southland Royalty. So if you open it all

the way up, this is the fourth of four wells seeking
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approval for high angle drilling.

One is the Jicarilla 99-17. Another one is
the Tapacito 3. Another one is the Cheney Federal "B"
2. And the one today 1is the Cheney Federal #4. The
last three cases were all processed by you, Mr.
Catanach, and I have copies of all those orders. They
are stapled together as a single submittal to you, but
they are the orders in those other three cases.

EXAMINER CATANACH: Okay.

MR. KELLAHIN: With that introduction, I’4d
like to call Mr. Alan Alexander.

ALAN ALEXANDER,
the witness herein, after having been first duly sworn
upon his oath, was examined and testified as follows:
EXAMINATION

BY MR. KELLAHIN:

Q. Describe for us, Mr. Alexander, what your
company seeks to accomplish with this application.

A. We are asking the Division to approve a
horizontal drilling of our Cheney Federal #4 Well,
which is located in Section 17 of Township 26 North,
Range 2 West in Rio Arriba County, New Mexico.

Q. As part of your duties as a landman, have
you made a study of the ownership with regards to this

spacing unit, and are you familiar with the
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appropriate spacing rules for this pool? 1In addition,
are you knowledgeable about the offsetting operators
to the spacing unit?

A. Yes, sir, I am.

Q. Let’s turn, if you will, to the first
display, which is Exhibit No. 1, and have you identify
that for us.

A. Exhibit No. 1 is a copy of the application
to the Division which proposes the directional
drilling of the Cheney Federal #4 Well. Attached to
that application is a nine-section land plat used as a
locator for the proposed project. And also attached
to the application as Exhibit B -~ the nine-section
plat was Exhibit A. Exhibit B is an offset operator
plat, showing the offset operator/owners around the
proposed well site.

Q. As part of the application, does it include
a paragraph that has a summary of the high angle
drilling program that Meridian proposes to use?

A Yes, sir, it does.

Q. In addition, describe for us what is the
pool that you propose to drill and complete this well
in?

A. This is the Gavilan-Mancos Pool.

Q. What is the spacing for the pool?
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A. The spacing for the pool is 640 acres.

Q. What is the proposed spacing unit for this
well?

A. It is identical. It is also 640 acres.

Q. The entirety then of the subject Section
177

A. That is correct.

Q. Turn now, sir, if you will to the

information behind Exhibit Tab No. 2. Identify that
for us.

A. Included behind Exhibit No. 2 is a copy of
the offset owner/operator plat that shows the location
of the offset owners/operators. And they are
indicated numerically within the rectangle boxes. And
on the next page you will notice that we have listed
those offset operator/owners with their corresponding
numeric number.

MR. KELLAHIN: Mr. Examiner, Exhibit 6 is
my certificate of mailing. I need to supplement it
after the hearing with copies of the return receipt
cards, but the certificate does have attached to it
notifications, showing all the offsetting parties that
were notified. And I’1l1 submit to you a copy of the
green card after the hearing, if you please.

EXAMINER CATANACH: Okay.
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Q. (BY MR. KELLAHIN) Have you received any

objection from any of the offset operators, Mr.

Alexander?
A. No, sir, we have not.
Q. What about the surface location of the

proposed well, has that satisfied all surface
requirements for the drilling of this well?

A. I believe that we are currently in the
process, on the APD process to satisfy all of those
surface reguirements. The surface requirement does
look good at this point in time. We don’t anticipate
any problems with that.

Q. This is federal acreage?

A. Yes, sir, this is a federal leasehold and
Bureau of Land Management surface.

Q. In the event you are unable to make the
surface clearances to drill at this location, the
application before the Division requests the
flexibility to relocate the surface location at any
point within the drilling window of the spacing unit;
is that not correct?

A. Yes, I believe that is our request.

Q. Insofar as the producing interval is
concerned, what is your proposal with regards to

honoring the setbacks under the pool rules?

CUMBRE COURT REPORTING
P.O. BOX 9262

SANTA FE, NEW MEXICO 87504-9262
(505) 984-2244




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A. We will honor all of the setbacks that are
in the Gavilan-Mancos Pool in the proposed
application.

Q. That setback distance, I believe, for the
pool is 790 feet from the outer boundaries of the
section?

A. That’s correct, and 330 feet from the
guarter-quarter. However, since we are dealing with a
horizontal well, the quarter-quarter setbacks have to
be taken into consideration.

Q. Identify and describe for us the display
behind Exhibit No. 3.

A. The display behind Exhibit No. 3 is a nine-
section land plat that locates the proposed Cheney
Federal #4 Well in the middle of that display. We
have indicated the spacing unit through the green
hatched outline. We’ve also indicated the existing
wells in the immediate area or all the wells that are
on the nine-section plat, and I have included a legend
at the bottom of that plat to describe which formation
those wells may be completed in.

Q. And this is a standard size section
containing approximately 640 acres?

A. Yes, sir, that is correct.

MR. KELLAHIN: That concludes mny
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examination of Mr. Alexander. We move the
introduction of Exhibits 1 through 3.
EXAMINER CATANACH: Exhibits 1 through 3
will be admitted as evidence.
EXAMINATION
BY EXAMINER CATANACH:

Q. Mr. Alexander, what is the interest
ownership within Section 17?

A. All of Section 17 is one single federal
lease, and Meridian owns all of the working interest.
We have 100 percent gross working interest, and we
have an 84.50 net revenue interest in this leasehold.

EXAMINER CATANACH: I have nothing further
of the witness. He may be excused.

MR. KELLAHIN: Call Mr. Greg Jennings.

May the record reflect, Mr. Catanach, that

Mr. Jennings continues under oath, and he has

previously qualified as an expert petroleum geologist.

EXAMINER CATANACH: The record shall so
reflect.

GREGORY L. JENNINGS,

the witness herein, after having been first duly sworn

upon his oath, was examined and testified as follows:
EXAMINATION

BY MR. KELLAHIN:
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Q. Mr. Jdennings, let me have you turn, sir, to
the stratigraphic cross-section. We’ve got one on the
wall, and perhaps it’s easiest if you just go to the
display.

A. I think it would be easiest, and I think
these mikes can probably pick me up from the wall.

Q. Identify for us the target zone for the
well.

A. We are proposing to drill in the Niobrara
"B" and "C" zones. This exhibit probably looks very
familiar to you. I believe it’s the exact same
exhibit that we’ve used for the other three high angle
cases that we’ve brought before you. In fact, those
wells are shown on here. They’re not highlighted, but
they’re here, here, and here, surrounding our well.
And all three of those and this well are targeted in
the same zones, and that’s the Niobrara "B" and "Cc."

Q. Summarize for us what you hope to achieve
with the drilling of a high angle well with a
horizontal lateral to it that you cannot obtain with a
straight vertical well.

A. Well, the reservoir rocks in this area are
very low matrix porosity permeability. They don’t
produce unless they’re naturally fractured. And

because of that, you see highly variable reserve
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recoveries from the variable wells. Some of them are
great, 300,000, 400,000 barrels; some are dry holes.
And that’s because it’s so difficult to hit vertical
fractures with a vertical wellbore.

And we’re simply trying to increase our
chances of intercepting natural fractures and coming
up with a commercial wellbore.

Q. What’s the status of the other three wells?

A. They have not been drilled yet. We are
close to drilling, getting after the first well, but
we have not drilled any of the wells yet.

Q. Have you selected which is the first well
to be drilled?

A. Cheney Federal "B" No. 2.

Q. Describe for us the orientation of the
lateral. Why is it going in that particular
direction?

A. This is an area where we’re blessed with
rock solid data on fracture orientations, and it’s
this Tapacito ridge dike that runs north-south right
through the area, a fracture that was filled with
igneous material about 25 million years ago, and
that’s the best marker one could ever hope for as far
as fracture orientation.

As further support for that, there are a
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few wells in the area that have run fracture
orientation logs. The closest one to our wellbore is
right up here in the Bear Canyon Unit, the Bear Canyon
No. 2, which had a borehole televiewer. And that’s a
sonic-type log that identified fractures.

And that also showed a northerly fractural
orientation, maybe slightly northeast. Therefore, we
are drilling slightly northwest but essentially an
east-west lateral. And that will give us maximum
fracture interception.

Q. Any reason for this particular well
location?

A. Other than the fact that we believe the
area is naturally fractured, we believe that there are
reserves to be recovered, it’s 100 percent leased,
it’s part of a four-well drilling program that we have
going to strata to try to exploit the reserves that
are in the ground.

Q. In your opinion as a geologist, is this a
reasonable method by which to try to maximize
potential recovery out of the Niobrara zones?

A. Yes. We feel that it’s definitely the way
to go. It’s not without risk. There have been other
high angle drilling operations in the area. American

Hunter had some drilling projects in the immediate
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area, and they’ve had some good wells, and they’ve had
some very poor wells. So it does not guarantee
success, and we’re gambling of course on the well, but
we think it’s the best way to go.

Just one final thought, and it may be rare
to have one exhibit that pretty well covers
everything. We are not including an isopach map with
these exhibits and that’s because there isn’t anything
to isopach. These fractured intervals come and go.

We can’t identify them on logs. That’s one of the
reasons that we’re drilling the high angle well. And,
therefore, we have not prepared an isopach map because
we don’t have any log identifiers that can find those
fractures for us.

Q. Have you independently verified the
accuracy of the information shown on Exhibit No. 5,
Mr. Jennings?

A. Yes, I have. These were prepared by David
Schoderbek, another one of our geologists, who
presented testimony and I’ve reviewed them in
excruciating detail.

Q. Do they form the basis of your opinions and
conclusions today?

A. Yes.

MR. KELLAHIN: That concludes my
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examination of Mr. Jennings.
EXAMINER CATANACH: I have no guestions of
the witness. He may be excused.
MR. KELLAHIN: Call Mr. Eric Bauer.
ERIC BAUER,
the witness herein, after having been first duly sworn

upon his oath, was examined and testified as follows:

EXAMINATION
BY MR. KELLAHIN:
Q. Mr. Bauer, would you please state your name
and occupation.
A. My name is Eric Bauer. I’m a drilling

engineer for Meridian 0il in Farmington, New Mexico.

Q. On prior occasions, have you testified as a
drilling engineer before the Division?

A. Yes, I have.

Q. Pursuant to your employment as a drilling
engineer, are you familiar with the planned high
angle/horizontal wellbore that Meridian proposes for
this case?

A. Yes, I am.

MR. KELLAHIN: We tender Mr. Bauer as an
expert drilling engineer.
EXAMINER CATANACH: Mr. Bauer is so

qualified.
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Q. (BY MR. KELLAHIN) Let me have you turn to
the information behind -- my book has come apart --

A. Exhibit No. 4.

Q. Exhibit No. 4. Identify for the record
that display, and then we’ll talk about the details.

A. First of all, this display is a proposed
directional high angle drilling plan that has a plan
view in the upper left-hand corner for our proposed
well, as well as a graph showing trﬁe vertical depth
on the Y axis and vertical section on the X axis.

Q. In order to get the display on the piece of
paper, you’ve deleted a certain portion, about 1900
feet between 1200 and 3100 feet. Do you see that on

the display?

A. Yes, that is correct.

Q. Describe for us how you’re going to do
this.

A, First of all, Mr. Examiner, we’ll plan to

drill a 12-1/4 inch hole from 0 to 200 feet, at which
time we will set 9-5/8, 36-pound casing. We will then
drill an 8-3/4 inch hole to the indicated kick-off
point of 6597.

These zones, this portion of the well will
be drilled with mud, as well as the built section will

also be drilled with mud. At that time we will trip
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out with our straight hole assembly and trip in with a
building assembly programmed for 13 degrees per 100
foot. And we will drill that to 84-1/2 degrees
inclination at a 285 degree azimuth, which is
illustrated on this plan view in the upper left-hand
corner of the exhibit.

That measured depth at that point is 7247,
and, once again, this will be mud drilled at this
portion of the hole, and we will be utilizing MWD, as
well as gamma ray data, logging well drilling for this
portion of the hole.

At 84-1/2 degrees, we are going to set 7
inch casing back to surface. We’ll have a little
heavier N-80 casing in the built section for the wear
of the drill pipe against that casing. We will drill
out with a 6-1/4 inch hole from 7247 measured depth to
a measured depth of 10,400. This is going to be an
air mist section, once again, 6-1/4 inch hole,
following a 285 degree azimuth.

We will be again utilizing some smaller
tools, some MWD and gamma ray. We’ll have a total
vertical section of approximately 3500 foot. And the
TVD is programmed to be 7339.

The bottom hole location of this well as

it’s planned now is 790 from the north line, which is
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in the legal window, and 1,029 from the west line. If
there is any change in azimuth due to walk or any
other circumstances, we will be sure to program our
well that we are inside the drilling window at all

times, the 790 setback.

Q. How are you going to set the well up for
completion?
A. We will go ahead in and run a plugged and

perf’d 4-1/2 inch liner, uncemented, and it will be
naturally completed.

MR. KELLAHIN: That concludes my
examination of Mr. Bauer. We move the introduction of
his Exhibit No. 4.

EXAMINER CATANACH: Exhibit No. 4 will be

admitted as evidence.

EXAMINATION
BY EXAMINER CATANACH:
Q. Mr. Bauer, you mentioned 7247 feet. What
did that represent?
A. 7247 foot is the point, if you follow the
curve down to the top of the Niobrara "B,", there’s a

line there, that is the measured depth at which point
we will be setting our 7-inch casing.
Q. That represents a true vertical depth of

7035; correct?
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A. That is correct. At this time, realizing
as we get away, we will be approximately 400 vertical
foot section away from the wellbore. Another reason
for running the gamma ray with our MWD is so we can
make sure we’re on target with our depths.

Q. You’re anticipating drilling approximately
3,200 feet after the built section?

A. That’s correct, approximately 3,137 feet
based off of this diagram in which our zones will be
open, the Niobrara "B and Niobrara "C" intervals.

Q. According to this, you gave me a surface
location for the terminus or a bottom hole location?
A. A bottom hole location? That was,
according to these, this plan at 790 from the north

line, which is our cutoff, and 1,029 foot from the
west line.

EXAMINER CATANACH: I don’t have anything
further of this witness. He may be excused.

MR. KELLAHIN: That concludes our
presentation.

EXAMINER CATANACH: There being nothing

further, Case 10744 will be taken under advisement.

CUMBRE COURT REPORTING
P.O. BOX 9262

SANTA FE, NEW MEXICO 87504-9262
(505) 984-2244




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

20

CERTIFICATE OF REPORTER

STATE OF NEW MEXICO )
) ss.

COUNTY OF SANTA FE )

I, Deborah 0O0’Bine, Certified Shorthand
Reporter and Notary Public, HEREBY CERTIFY that I
caused my notes to be transcribed under my personal
supervision, and that the foregoing transcript is a
true and accurate record of the proceedings of said

hearing.

I FURTHER CERTIFY that I am not a relative

or employee of any of the parties or attorneys
involved in this matter and that I have no personal
interest in the final disposition of this matter.

WITNESS MY HAND AND SEAL, June 29, 1993.

Dol [ e

DEBORAH O’/BINE
CCR No. 63

OFFICIAL SEAL
Deborah O’Bine [ do hereby certify that the foreqsing is
, NOTARY PUBLIC a compiete record of the Procoedings in
MyCOmwmem ) the Exaininer hear:ng f Case No, 0%
heard by me on yne /s [/ 15

O o

Oil Cowse:vanm Division

ner
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