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

O r d e r . C a l l n e x t c a s e , No. 10 7 5 4 . 

MR. STOVALL: A p p l i c a t i o n o f M e r i d i a n , 

O i l , I n c . , f o r an u n o r t h o d o x g a s w e l l l o c a t i o n , 

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

c o m m i n g l i n g , R i o A r r i b a C o u n t y , New M e x i c o . 

EXAMINER STOGNER: C a l l f o r 

a p p e a r a n c e s . 

MR. KELLAHIN: Mr. E x a m i n e r , I'm Tom 

K e l l a h i n o f t h e S a n t a Fe l a w f i r m o f K e l l a h i n a n d 

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

a n d I h a v e t h r e e w i t n e s s e s t o be s w o r n . 

EXAMINER STOGNER: Any o t h e r 

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

w i t n e s s e s p l e a s e s t a n d t o be s w o r n . 

[ A n d t h e w i t n e s s e s w e r e d u l y s w o r n . ] 

MR. KELLAHIN: Mr. E x a m i n e r , we w o u l d 

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

c a l l e d w i t h t h e n e x t c a s e , 1 0 7 4 5 . The w e l l s a r e 

w i t h i n a m i l e o f e a c h o t h e r , I b e l i e v e . They 

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

T h e y ' r e PC a n d F r u i t l a n d i n e a c h c a s e , a n d we 

w o u l d l i k e t o e x p e d i t e t h e p r e s e n t a t i o n , i f 

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

h e a r i n g p u r p o s e s . 
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EXAMINER STOGNER: W i t h t h a t , w e ' l l 

c a l l n e x t c a s e , No. 1 0 7 4 5 . 

MR. STOVALL: A p p l i c a t i o n o f M e r i d i a n 

O i l , I n c . , f o r an u n o r t h o d o x g a s w e l l l o c a t i o n 

a n d d o w n h o l e c o m m i n g l i n g , R i o A r r i b a C o u n t y , New 

M e x i c o . 

EXAMINER STOGNER: O t h e r t h a n M e r i d i a n , 

a r e t h e r e a n y a p p e a r a n c e s i n t h i s m a t t e r ? Cases 

10754 a n d 10745 w i l l be c o n s o l i d a t e d f o r p u r p o s e s 

o f t e s t i m o n y . And w i t h t h a t , w e ' l l p r o c e e d . 

Mr. K e l l a h i n ? 

MR. KELLAHIN: Mr. E x a m i n e r , we w o u l d 

r e q u e s t t h a t y o u t a k e a d m i n i s t r a t i v e n o t i c e o f 

t h e c a s e M e r i d i a n p r e s e n t e d t o y o u on t h e June 

3 r d d o c k e t , Case 1 0 7 3 5 . I t was f o r t h e H u e r f a n o 

U n i t 549 w e l l . The t e s t i m o n y t h a t w e ' r e 

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

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

The a r e a s o f c o n c e r n i n t h e J u n e 

h e a r i n g w e r e t h e a l l o c a t i o n f o r m u l a , how i t was 

c o n s t r u c t e d , a n d t h e n e c o n o m i c j u s t i f i c a t i o n s . 

The d o c u m e n t s w e ' r e s u b m i t t i n g t o y o u 

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

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

d e c i s i o n . 
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EXAMINER STOGNER: A d m i n i s t r a t i v e 

n o t i c e w i l l be t a k e n o f Case 10735. 

MR. KELLAHIN: We w o u l d l i k e t o , s i m p l y 

because t h a t ' s t h e way we r e v i e w e d them, s t a r t 

w i t h t h e V a l d e z cases f i r s t . I t ' s 745. And t h e n 

w e ' l l go i n t o t h e u n i t case, w h i c h i s 754. 

At t h i s t i m e I w o u l d l i k e t o c a l l Mr. 

A l a n A l e x a n d e r . 

ALAN ALEXANDER 

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

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

EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. A l e x a n d e r , w o u l d you p l e a s e s t a t e 

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

A. Yes. My name's A l a n A l e x a n d e r . I'm 

c u r r e n t l y employed as a s e n i o r l a n d a d v i s o r w i t h 

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

Mex i c o , o f f i c e . 

Q. On p r i o r o c c a s i o n s have you t e s t i f i e d 

b e f o r e t h e D i v i s i o n and had y o u r q u a l i f i c a t i o n s 

as an e x p e r t p e t r o l e u m landman a c c e p t e d and made 

a m a t t e r o f t h e r e c o r d by t h e D i v i s i o n ? 

A. I have. 

Q. P u r s u a n t t o y o u r employment i n t h a t 
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c a p a c i t y , have you made a s t u d y o f t h e l a n d t i t l e 

i n f o r m a t i o n w i t h r e g a r d s t o b o t h o f t h e s e cases? 

A. I have. 

MR. KELLAHIN: We t e n d e r Mr. A l e x a n d e r 

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

EXAMINER STOGNER: Mr. A l e x a n d e r i s so 

q u a 1 i f i e d . 

Q. Mr. A l e x a n d e r , b e f o r e we l o o k a t t h e 

e x h i b i t book f o r t h e V a l d e z #5 w e l l , w h i l e i t ' s 

n o t marked as an e x h i b i t , we've a t t a c h e d t o t h e 

h e a r i n g room w a l l a l o c a t o r p l a t . Would you 

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

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

t h a t we're d e s c r i b i n g t o d a y ? 

A. Yes. The p l a t i s a summary o f 

M e r i d i a n ' s p l a n s f o r 1993 t o d r i l l and c o m p l e t e 

or r e c o m p l e t e , t h r o u g h t h e c o m m i n g l i n g p r o c e s s , 

s e v e r a l w e l l s i n t h e b a s i n . They're i n d i c a t e d on 

t h a t map. Each t y p e o f w e l l i s i n d i c a t e d by a 

d i f f e r e n t s y m b o l . 

I f y o u ' l l n o t e , we've marked t h i s 

m o r n i n g on t h a t map t h e two p r o p o s e d l o c a t i o n s 

w i t h r e d a r r o w s . T h e y ' r e l o c a t e d i n 28 N o r t h , 4 

West, o f t h e San Juan B a s i n . 

Q. For each o f t h e s e c a s e s , what does 
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M e r i d i a n p r o p o s e t o a c c o m p l i s h ? 

A. We p r o p o s e t o t h e D i v i s i o n t h a t we 

d e v e l o p t h e s e two l o c a t i o n s by u s i n g t h e method 

o f c o m m i n g l i n g b o t h t h e F r u i t l a n d Coal and t h e 

P i c t u r e d C l i f f s f o r m a t i o n . We f e e l t h a t ' s t h e 

o n l y e c o n o m i c a l l y v i a b l e method o f r e c o v e r i n g t h e 

r e s e r v e s f o r b o t h o f t h e s e f o r m a t i o n s . 

Q. L e t ' s s t a r t w i t h t h e Va l d e z #5, w h i c h 

i s t h e case book and e x h i b i t s f o r Case No. 

10745. T e l l us how t h e book i s o r g a n i z e d . 

A. We have o r g a n i z e d s e v e r a l d i s p l a y s and 

e x h i b i t s f o r t h e D i v i s i o n , w h i c h we hope 

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

o n l y v i a b l e way t o d e v e l o p t h e r e s e r v o i r i n t h i s 

a r e a o f t h e b a s i n , b o t h t h e P i c t u r e d C l i f f s and 

t h e F r u i t l a n d C o a l , i s t h e c o m m i n g l i n g . 

We have p r o v i d e d , i n each e x h i b i t book, 

b a s i c a l l y t h e same t y p e s o f e x h i b i t s . Y o u ' l l 

n o t e b e h i n d E x h i b i t 1 t h a t we have i n c l u d e d a 

copy o f our a p p l i c a t i o n t o t h e D i v i s i o n 

r e q u e s t i n g a u t h o r i t y t o commingle t h e two 

r e s e r v o i r s . 

B e h i n d E x h i b i t No. 2 we have p r o v i d e d 

an o f f s e t o w n e r / o p e r a t o r p l a t f o r t h o s e p a r t i e s 

t h a t we have n o t i f i e d i n each o f t h e cases t h i s 
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m o r n i n g . 

We've a l s o i n c l u d e d , b e h i n d E x h i b i t No. 

3, a n i n e - s e c t i o n p l a t s h o w i n g t h e l a n d s and 

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

f o r each w e l l . 

B e h i n d E x h i b i t No. 4, we have p r o v i d e d 

a t r e n d map f o r t h e P i c t u r e d C l i f f s d e v elopment 

i n t h e a r e a i n q u e s t i o n . 

B e h i n d E x h i b i t No. 5 you w i l l f i n d n e t 

i s o p a c h , s a n d s t o n e i s o p a c h maps f o r t h e Upper 

P i c t u r e d C l i f f s p o r t i o n o f t h e r e s e r v o i r and t h e 

F r u i t l a n d Coal f o r m a t i o n . 

B e h i n d E x h i b i t No. 6 we have i n c l u d e d a 

s t r u c t u r e map, t o i l l u s t r a t e and d e p i c t t h e 

s t r u c t u r e i n t h i s a r e a . 

B e h i n d E x h i b i t No. 7 we a r e i n c l u d i n g a 

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

C l i f f s w e l l s i n t h i s a r e a . 

And b e h i n d E x h i b i t No. 8, we w i l l 

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

p r o p o s e t o use f o r each o f t h e s u b j e c t w e l l s . 

Q. I n a d d i t i o n , E x h i b i t 8 a l s o i n c l u d e s 

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

by M e r i d i a n w i t h r e g a r d s t o c h o i c e s between 

downhole c o m m i n g l i n g , d u a l c o m p l e t i o n , and 
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s t a n d - a l o n g , s i n g l e c o m p l e t i o n ? 

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

Q. L e t ' s l o o k a t t h e V a l d e z #5 w e l l , 

s p e c i f i c a l l y . I n a d d i t i o n t o t h e downhole 

c o m m i n g l i n g a p p r o v a l t h a t y o u ' r e s e e k i n g , i s 

t h e r e any o t h e r remedy or s o l u t i o n you need i n 

o r d e r t o d r i l l t h i s w e l l ? 

A. Yes. The F r u i t l a n d Coal f o r m a t i o n , 

under t h e p r o p o s e d w e l l b o r e y o u ' l l n o t e , i f you 

l o o k b e h i n d E x h i b i t No. 3, i s l o c a t e d i n t h e 

n o r t h w e s t q u a r t e r o f S e c t i o n 16 o f 28 N o r t h and 4 

West, R i o A r r i b a C ounty, New Mexi c o . That w o u l d 

be an o f f - p a t t e r n l o c a t i o n f o r t h e F r u i t l a n d Coal 

f o r m a t i o n . 

Q. What's t h e b a s i s f o r h a v i n g i t d r i l l e d 

i n t h e o f f - p a t t e r n q u a r t e r s e c t i o n ? 

A. The b a s i s f o r t h a t i s , we had t o 

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

have a v i a b l e p r o j e c t . Y o u ' l l n o t e on t h a t p l a t 

t h a t t h e r e i s a P i c t u r e d C l i f f s w e l l a l r e a d y 

l o c a t e d i n t h e n o r t h e a s t q u a r t e r , and, as our 

e x p e r t w i t n e s s e s w i l l t e s t i f y l a t e r on, we c o u l d 

n o t r e c o m p l e t e t h e c o a l i n t h a t w e l l . And we 

a l s o w o u l d l i k e t o c o m p l e t e t h e r e s e r v e d f o r t h e 

P i c t u r e d C l i f f s f o r m a t i o n , so t h a t l e f t us w i t h a 
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1 1 

l o c a t i o n i n t h e n o r t h w e s t q u a r t e r t o a t t e m p t t h i s 

o p e r a t i o n . 

Q. L e t ' s d e a l s p e c i f i c a l l y w i t h t h e i s s u e s 

o f y o u r e x p e r t i s e , a n d i f y o u ' l l t u r n b e h i n d 

E x h i b i t Tab No. 2, i d e n t i f y f o r us t h e w e l l 

l o c a t i o n a n d how y o u h a v e made y o u r s e a r c h t o 

d e t e r m i n e who t h e o f f s e t o p e r a t o r s a r e ? 

A. I f y o u w i l l n o t e on t h e e x h i b i t s b e h i n d 

E x h i b i t No. 2, we h a v e i n c l u d e d an o f f s e t 

o p e r a t o r a n d o w n e r p l a t f o r t h e V a l d e z #5 w e l l , 

w h i c h i s l o c a t e d 1850 f e e t f r o m t h e n o r t h l i n e 

a n d 1820 f e e t f r o m t h e w e s t l i n e . 

We've i n c l u d e d t w o p l a t s ; one p l a t w i l l 

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

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

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

o f f s e t o w n e r s a n d o p e r a t o r s t h a t w o u l d be 

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

p a r t i e s we've n o t i f i e d i n t h i s c a s e . 

We h a v e a l s o n o t i f i e d t h e r o y a l t y a n d 

t h e o v e r r i d i n g r o y a l t y o w n e r s i n t h i s d r i l l 

b l o c k . H o w e v e r , t h e o w n e r s h i p i n t h i s d r i l l 

b l o c k i s common b e t w e e n b o t h r e s e r v o i r s . 

Q. So, t h e o n l y p u r p o s e f o r t h e 

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

t o t h e o f f - p a t t e r n n a t u r e o f t h a t w e l l ? 

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

MR. KELLAHIN: Mr. Examiner, I have 

marked as E x h i b i t No. 9 our c e r t i f i c a t e o f 

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

t a b u l a t i o n o f i n f o r m a t i o n b e h i n d E x h i b i t Tab No. 

2 . 

Q. A l l r i g h t . L e t ' s t u r n now, i f you 

w i l l , t o E x h i b i t No. 3, and have you i d e n t i f y and 

d e s c r i b e t h a t d i s p l a y . 

A. E x h i b i t No. 3 i s a n i n e - s e c t i o n l a n d 

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

each o f t h e r e s e r v o i r s , t h e P i c t u r e d C l i f f s 

r e s e r v o i r b e i n g d e v e l o p e d on 160 a c r e s , and t h e 

F r u i t l a n d Coal r e s e r v o i r b e i n g d e v e l o p e d on 320 

a c r e s . 

The F r u i t l a n d Coal i s t h e n o r t h h a l f o f 

t h e s e c t i o n and, as I m e n t i o n e d , t h e P i c t u r e d 

C l i f f s i s t h e n o r t h w e s t q u a r t e r o f t h i s s e c t i o n . 

T h i s p l a t a l s o shows t h e e x i s t i n g w e l l s 

i n t h e a r e a , and t h e r e i s a l e g e n d a t t h e b o t t o m 

o f t h e map t h a t shows t h e t y p e o f w e l l or t h e 

f o r m a t i o n t h a t w e l l was c o m p l e t e d i n . 

Q. What's t h e p u r p o s e o f t h e t o p o g r a p h i c 
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d i s p l a y t h a t ' s shown on t h e n e x t e x h i b i t b e h i n d 

t h e one you've j u s t d e s c r i b e d ? 

A. We've i n c l u d e d a t o p o g r a p h i c d i s p l a y 

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

th e s o u t h , i n t h e n o r t h w e s t q u a r t e r , and t h e r e 

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

I f you w i l l l o o k a t t h a t p l a t , y o u ' l l 

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

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

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

heavy b l a c k c o n t o u r l i n e i m m e d i a t e l y n o r t h . That 

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

i s l o c a t e d i n t h e Carson N a t i o n a l F o r e s t . They 

d i d n o t want us i n t o t h a t t i m b e r a r e a , and so we 

moved s o u t h t o a v o i d t h a t t i m b e r a r e a and t h e 

p i p e l i n e , and t h a t ' s t h e r e a s o n t h e w e l l i s 

l o c a t e d where we've p r o p o s e d i t . 

Q. L e t ' s t u r n now, Mr. A l e x a n d e r t o t h e 

n e x t e x h i b i t book, i f you w i l l , f o r Case 754, and 

t h i s i s t h e one f o r t h e San Juan 28-4 U n i t #225 

w e l l . 

I f y o u ' l l t u r n t o E x h i b i t No. 3, l e t ' s 

use t h a t map t o have you i l l u s t r a t e f o r us t h e 

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

f r o m t h e D i v i s i o n . You're a s k i n g f o r an 
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u n o r t h o d o x gas w e l l l o c a t i o n , n o n s t a n d a r d gas 

p r o r a t i o n u n i t s , and downhole c o m m i n g l i n g 

a p p r o v a l ? 

A. Yes, s i r , t h a t ' s c o r r e c t . B e h i n d 

E x h i b i t No. 3, we a g a i n have a n i n e - s e c t i o n l a n d 

p l a t . The s e c t i o n t h a t we're d e a l i n g w i t h t h i s 

m o r n i n g i s s e c t i o n 28 N o r t h , 4 West, f o r t h e San 

Juan 28-4 U n i t #225 w e l l . 

Y o u ' l l n o t i c e t h a t t h a t i s an i r r e g u l a r 

g o v e r n m e n t a l s e c t i o n . I t ' s a s h o r t s e c t i o n . I t 

o n l y c o n t a i n s 229.88 a c r e s . T h e r e f o r e , we have 

chosen and p r o p o s e d t h e remedy t h a t was i n i t i a l l y 

e s t a b l i s h e d when t h e 21 Mesaverde w e l l was 

d r i l l e d . Y o u ' l l see t h a t w e l l symbol i n what i s 

t h e s o u t h w e s t q u a r t e r o f S e c t i o n 7. 

The s p a c i n g f o r t h a t w e l l was 

e s t a b l i s h e d back i n t h e l a t e 50s and e a r l y 60s by 

an a d m i n i s t r a t i v e d e c i s i o n o f t h e A z t e c o f f i c e o f 

t h e NMOCD. We were n o t a b l e t o l o c a t e an NSL 

o r d e r on i t , and we had t h e p e o p l e a t A z t e c l o o k 

t h r o u g h t h e i r r e c o r d s , and we have a l s o checked 

t h e r e c o r d s h e r e i n Santa Fe. I t a p p e a r s t h a t 

t h e w e l l s i n t h i s a r e a were d e v e l o p e d s e p a r a t e l y , 

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

t h e s e o l d c o m p l e t i o n s s e p a r a t e l y , b u t we t h i n k 
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i t ' s a r e a s o n a b l e s o l u t i o n and we w o u l d l i k e t o 

f o l l o w t h e Mesaverde s o l u t i o n i n t h i s a r e a . 

Q. The downhole c o m m i n g l i n g c o v e r s what 

p o o l s ? 

A. The downhole c o m m i n g l i n g c o v e r s t h e 

P i c t u r e d C l i f f s f o r m a t i o n and t h e F r u i t l a n d Coal 

f o r m a t i o n . 

Q. I n what way i s t h e w e l l an u n o r t h o d o x 

gas w e l l l o c a t i o n ? 

A. I t ' s u n o r t h o d o x because i t w o u l d be on 

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

b a s i c a l l y t h e s o u t h h a l f o f t h i s s e c t i o n , and i t 

w o u l d be l o c a t e d i n t h e s o u t h w e s t q u a r t e r . 

However, because o f t o p o g r a p h i c r e a s o n s 

w h i c h w e ' l l e x p l o r e i n j u s t a m i n u t e , i t ' s 

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

l o c a t i o n t h a t we have c u r r e n t l y s t a k e d i s 695 

f e e t f r o m t h e s o u t h l i n e and 1375 f e e t f r o m t h e 

west l i n e . 

The o t h e r r e a s o n s t h a t i t i s a 

n o n s t a n d a r d p r o r a t i o n u n i t i s t h a t t h e Mesaverde 

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

what i s l e f t i n S e c t i o n 7, as opposed t o a 

g o v e r n m e n t a l h a l f - s e c t i o n as t h e B a s i n F r u i t l a n d 

Coal o r d e r p r o v i d e s f o r . 
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A l s o , t h e P i c t u r e d C l i f f s f o r m a t i o n i s 

i n w h a t i s l e f t o f t h e s o u t h h a l f o f t h e s e c t i o n , 

t h e s o u t h w e s t q u a r t e r , a n d t h a t ' s s l i g h t l y 

i r r e g u l a r f o r t h e P i c t u r e d C l i f f s f o r m a t i o n , 

a l s o . 

Q. Do y o u h a v e t h e s p e c i f i c a c r e a g e f o r 

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

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

A. Yes. We w o u l d l i k e t o a l l o c a t e t o t h e 

F r u i t l a n d C o a l , as I p r e v i o u s l y i n d i c a t e d , a l l o f 

S e c t i o n 7, a n d t h a t c o n t a i n s 229.88 a c r e s . 

We w o u l d l i k e t o a l l o c a t e , t o t h e 

P i c t u r e d C l i f f s f o r m a t i o n , 114.60 a c r e s , a nd t h e 

a c r e a g e t h a t w o u l d be i n c l u d e d i n t h a t number o f 

a c r e s i s L o t s 3, 4 a n d 5 i n t h e s o u t h e a s t q u a r t e r 

o f t h e s o u t h w e s t q u a r t e r o f S e c t i o n 7. 

Q. T h a t a c r e a g e a n d t h o s e d e s c r i p t i o n s a r e 

c o n t a i n e d w i t h i n t h e a p p l i c a t i o n w h i c h i s shown 

w i t h i n t h e p a c k a g e o f d o c u m e n t s u n d e r E x h i b i t No. 

1 ? 

A. Yes, s i r , t h a t ' s c o r r e c t . 

Q. L e t ' s t u r n now t o t h e t o p o map w h i c h i s 

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

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

A. The t o p o g r a p h i c p l a t t h a t we h a v e 
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i n c l u d e d b e h i n d t h e n i n e - s e c t i o n p l a t i l l u s t r a t e s 

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

Y o u ' l l n o t i c e t h e r e ' s a s m a l l e r b l a c k d o t 

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

T h a t ' s t h e l o c a t i o n f o r t h e e x i s t i n g San Juan 

28-4 U n i t #21 Mesaverde w e l l . 

A g a i n , we a r e i n t h e Carson N a t i o n a l 

F o r e s t and we have worked w i t h t h a t g r o u p t o 

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

Y o u ' l l n o t e t h a t i m m e d i a t e l y t o t h e 

n o r t h o f t h i s l o c a t i o n and t h e o l d e r #21 w e l l , 

t h e r e i s a r o a d t h a t heads b a s i c a l l y s o u t h w e s t , 

a c r o s s t h e s o u t h w e s t q u a r t e r o f S e c t i o n 7. A l o n g 

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

t h e #21 w e l l . 

Y o u ' l l a l s o n o t e t h e r e ' s a heavy 

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

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

c o n t o u r l i n e t h a t i s marked 7400 f e e t . That i s a 

r i d g e , and t h e r e a r e many a r c h a e o l o g i c a l s i t e s 

a l l a l o n g t h a t c o n t o u r l i n e and on t o p o f t h a t 

r i d g e . They d i d n o t want us t o b u i l d i n t h a t 

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

i n t h a t a r e a . They asked us t o b u i l d as c l o s e as 

we c o u l d t o t h e e x i s t i n g No. 21 w e l l . T h a t ' s t h e 
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r e a s o n t h a t t h e l o c a t i o n i s s p o t t e d where i t i s . 

Q. As t o b o t h t h e V a l d e z 5 and t h i s U n i t 

W e l l 225, i s t h e o w n e r s h i p common w i t h i n t h e 

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

commingled? 

A. I t i s . 

Q. When we l o o k back a t E x h i b i t No. 2, 

i d e n t i f y and d e s c r i b e f o r us y o u r t a b u l a t i o n o f 

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

A. On E x h i b i t No. 2, y o u ' l l n o t e t h a t we 

have t a b u l a t e d t h e o f f s e t owners and o p e r a t o r s 

n u m e r i c a l l y , i n t h e r e c t a n g u l a r boxes, and each 

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

numer i c a l l y . 

B a s i c a l l y t h a t c o n s i s t s o f j u s t 

M e r i d i a n , P h i l l i p s P e t r o l e u m Company and Richmond 

P e t r o l e u m Company. Those a r e t h e p a r t i e s t h a t we 

d i d n o t i f y . We have a t t a c h e d a c e r t i f i c a t e o f 

m a i l i n g s h o w i n g t h a t we d i d , i n f a c t , n o t i f y 

t h o s e p a r t i e s , and I ' v e a t t a c h e d c o p i e s o f t h e 

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

o u t t o each o f t h o s e p a r t i e s . 

Q. As t o b o t h c a s e s , has M e r i d i a n r e c e i v e d 

any o b j e c t i o n f r o m any o f t h e p a r t i e s n o t i f i e d ? 

A. No, s i r , we have n o t . 
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MR. KELLAHIN: That c o n c l u d e s my 

e x a m i n a t i o n o f Mr. A l e x a n d e r . I w o u l d move t h e 

i n t r o d u c t i o n o f E x h i b i t s 1 t h r o u g h 3 i n each o f 

t h e e x h i b i t books. 

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

3, i n b o t h c a s e s , w i l l be a d m i t t e d a t t h i s 

p o i n t . 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. R e f e r r i n g t o 754, and l o o k i n g a t t h e 

map i n E x h i b i t 3, I'm t o assume t h a t t h i s i s 

w i t h i n t h e Carson N a t i o n a l F o r e s t area? 

A. Yes, s i r , t h a t i s c o r r e c t . 

Q. That r e a l l y wasn't c l e a r . I d i d n ' t 

know w h e t h e r t h e e a s t s i d e was or t h e west s i d e . 

Now, i s t h i s p r o p o s e d l o c a t i o n on t h e 

e x i s t i n g w e l l pad, or i s t h e r e much o f a w e l l pad 

out t h e r e f o r t h a t o l d #21 w e l l ? 

A. I t u t i l i z e s a p o r t i o n o f t h e s o u t h e r n 

p a r t o f t h e o l d 21 w e l l . The o l d 21 i s s t i l l a 

p r o d u c i n g w e l l , b u t we d i d u t i l i z e as much as we 

c o u l d o f t h e e x i s t i n g w e l l pad. 

Q. Has t h i s w e l l l o c a t i o n been a p p r o v e d , 

or what i s t h e s t a t u s o f t h e APD w i t h t h e F o r e s t 

S e r v i c e and t h e BLM a t t h i s t i m e ? 
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A. We h a v e s u b m i t t e d t h e APD, a n d w e ' r e 

c u r r e n t l y w a i t i n g on t h e a p p r o v a l o f t h e F o r e s t 

S e r v i c e a n d t h e BLM w i t h r e s p e c t t o , t h i s i s i n 

t h e s p o t t e d o w l h a b i t a t , a n d i t h a s b e e n h o o t e d , 

a n d i t w i l l be c l e a r e d . We h a v e b e e n a d v i s e d 

t h a t t h e y ' v e f o u n d no s p o t t e d o w l s i n t h i s a r e a . 

I t i s a l s o w i t h i n a h a b i t a t t h a t h a s 

r e c e n t l y b e e n e s t a b l i s h e d , i t ' s n o t an e n d a n g e r e d 

s p e c i e s , b u t t h e F o r e s t S e r v i c e i s c u r r e n t l y 

d o i n g s u r v e y s f o r t h e g o s h a w k i n t h i s a r e a . They 

w i l l do t h a t s u r v e y n e x t week. T h a t s u r v e y , e v e n 

i f t h e y do f i n d t h a t s p e c i e s i n t h e a r e a , w i l l 

n o t p r o h i b i t us f r o m d r i l l i n g t h e w e l l . T h e y ' l l 

s i m p l y n o t e on t h e APD t h a t we c a n n o t d r i l l t h e 

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

t h e y o u n g h a w k s . And we s h o u l d be c l e a r t o d r i l l 

t h a t a r o u n d S e p t e m b e r t h e 1 s t , i f , i n f a c t , t h e y 

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

MR. STOVALL: A r e t h e r e a n y s p a r r o w s up 

t h e r e ? 

THE WITNESS: W i t h s p o t t e d o w l s a nd 

g o s h a w k s , I d o u b t t h e r e a r e a n y l e f t . 

MR. KELLAHIN: As a f o o t n o t e , Mr. 

S t o v a l l , t h e g o s h a w k a p p a r e n t l y l i k e s t o e a t t h e 

s p o t t e d o w l , a n d I d o n ' t know i f w e ' r e g o i n g t o 
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be r e s p o n s i b l e f o r t h a t p r e d a t o r y e v e n t o r n o t . 

MR. STOVALL: Oh, g o s h , Mr. K e l l a h i n . 

Q. You u s e d t h e t e r m , a n d I know I d o n ' t 

w a n t t o go i n t o t h i s , " h o o t e d . " Do y o u w a n t t o 

e l a b o r a t e a l i t t l e b i t ? 

A. Yes. They a c t u a l l y h i r e a t e a m o f 

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

c a n make a s o u n d t h a t a t t r a c k s — i t ' s a h o o t i n g 

s o u n d t h a t a t t r a c t s t h e s p o t t e d o w l s . They 

a c t u a l l y go o u t i n t h e f i e l d w i t h w h i t e m i c e t o 

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

one comes t o t h e c a l l , t h e y ' l l a c t u a l l y t r y t o 

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

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

T h e y b a s i c a l l y do t h e same t h i n g w i t h a 

g o s h a w k , b u t t h e y ' r e u s i n g a r e c o r d e d c a l l f o r 

t h a t e v e n t . And t h e g o s h a w k s , a p p a r e n t l y , a r e 

v e r y p a r t i c u l a r t o — 

MR. STOVALL: They d o n ' t c a l l t h o s e 

g o s h e r s , do t h e y ? 

THE WITNESS: N o t t h a t I'm a w a r e o f . 

B u t t h e y a c t u a l l y make t h e s o u n d s t h a t w i l l 

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

i n , a n d t h e n t r a c k t h e m b a c k t o t h e n e s t i n g 

s i t e . 
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MR. STOVALL: I c a n see i t now, t h e 

c o n t e s t t h a t M e r i d i a n s p o n s o r s , t h e San J u a n 

B a s i n h o o t e r s c o n t e s t . 

Q. (BY EXAMINER STOGNER) I am g o i n g t o 

g e t o f f t h i s s u b j e c t a n d t a k e n o t e t h a t t h e APD 

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

A. Y e s , s i r . 

MR. STOVALL: I h a v e a q u e s t i o n . 

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

EXAMINATION 

BY MR. STOVALL: 

Q. Mr. A l e x a n d e r , I t h i n k i t was t h e c a s e 

t h a t we've t a k e n n o t i c e o f , one o f t h e w e l l s was 

a c t u a l l y a S o u t h l a n d R o y a 1 t y - o p e r a t e d w e l l . I s 

t h a t t h e c a s e i n e i t h e r o f t h e s e s i t u a t i o n s ? A r e 

t h e s e b o t h t r u l y M e r i d i a n ? 

A. B o t h o f t h e s e w e l l s a r e M e r i d i a n O i l , 

I n c . - o p e r a t e d w e l l s . 

Q. As I u n d e r s t a n d , t h o s e a r e i n d e e d s t i l l 

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

one w i t h p e r s o n n e l t o a c t u a l l y do t h e p h y s i c a l 

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

A. Y e s , s i r , y o u ' r e c o r r e c t . 

EXAMINER STOGNER: Any o t h e r q u e s t i o n s 

o f Mr. A l e x a n d e r ? I f n o t , he may be e x c u s e d . 
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MR. KELLAHIN: I w o u l d l i k e t o c a l l 

Mike Dawson. Mr. Dawson i s a p e t r o l e u m 

g e o l o g i s t . 

MICHAEL K. DAWSON 

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

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

EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Dawson, f o r t h e r e c o r d , w o u l d you 

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

A. I'm Mike Dawson, a p e t r o l e u m g e o l o g i s t 

w i t h M e r i d i a n i n F a r m i n g t o n . 

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

you q u a l i f i e d as an e x p e r t p e t r o l e u m g e o l o g i s t 

and t e s t i f i e d w i t h r e g a r d s t o t h e downhole 

c o m m i n g l i n g o f PC f o r m a t i o n gas w i t h F r u i t l a n d 

Coal gas ? 

A. Yes, I have. 

Q. And have you made such a g e o l o g i c 

i n v e s t i g a t i o n w i t h r e g a r d s t o b o t h o f t h e s e cases 

now b e f o r e t h e Examiner? 

A. Yes. 

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

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

EXAMINER STOGNER: Mr. Dawson i s so 
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q u a l i f i e d . 

Q. B e f o r e we t a l k a b o u t t h e s p e c i f i c s o f 

t h e g e o l o g y f o r e a c h o f t h e t w o c a s e s , g i v e us a 

g e n e r a l summary, f r o m a g e o l o g i c p e r s p e c t i v e , o f 

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

a p p l i c a t i o n , a n d why, i n y o u r o p i n i o n , i s i t 

n e c e s s a r y ? 

A. M e r i d i a n w o u l d l i k e t o f u r t h e r d e v e l o p 

t h e P i c t u r e d C l i f f s i n t h i s a r e a . I t ' s an a r e a 

w h e r e t h e P i c t u r e d C l i f f s i s f a r f r o m f u l l y 

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

w i t h r e l a t i v e l y h i g h r i s k , c o m p a r e d t o o t h e r PC 

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

The same g o e s f o r t h e F r u i t l a n d C o a l . 

T h e r e a r e v e r y f e w F r u i t l a n d c o m p l e t i o n s i n t h e 

a r e a o f t h e s e t w o a p p l i c a t i o n s , a n d none o f t h e m 

h a v e p r o v e n t o be e c o n o m i c a l . 

M e r i d i a n w o u l d l i k e t o go a h e a d a n d 

l i t e r a l l y e x p l o r e t h e F r u i t l a n d C o a l some more i n 

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

Q. Why h as n o t t h e P i c t u r e d C l i f f s 

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

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

A. Yes, s i r , t h e r e i s . The t r e n d s o f 

v i a b l e r e s e r v o i r a r e v e r y t h i n — n o t t h i n , b u t n o t 
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v e r y w i d e , so t h a t t h e r e ' s r e l a t i v e l y h i g h r i s k . 

There a r e a few o t h e r e x t e n u a t i n g c i r c u m s t a n c e s . 

I t ' s r e l a t i v e l y deep. The P i c t u r e d C l i f f s , f o r 

i n s t a n c e , i s 4400 f e e t , so i t ' s a l i t t l e b i t more 

e x p e n s i v e t o d e v e l o p . I t h i n k t h e c o m b i n a t i o n o f 

r i s k and expense have p r e v e n t e d f u l l d e v e l o p m e n t 

i n t h i s a r e a . 

Q. When you t a l k a b o u t a P i c t u r e d C l i f f s 

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

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

t h a t you w o u l d c o n s i d e r t o be a success? 

A. Around 150 Mcf p e r day w o u l d be a good, 

s u c c e s s f u l PC r a t e . An EUR t h a t w o u l d be 

a s s o c i a t e d w i t h t h a t m i g h t be f r o m , say, 400 

m i l l i o n . And i n a c o u p l e o f anomalous w e l l s , t h e 

EUR m i g h t exceed a B c f . By and l a r g e , t h o u g h , 

t h e e s t i m a t e d u l t i m a t e r e c o v e r y i s much l e s s on 

t h e a v e r a g e t h a n 1 B c f , t h r o u g h o u t t h i s a r e a . 

Q. I n mapping t h i s p o r t i o n o f t h e P i c t u r e d 

C l i f f s r e s e r v o i r i n t h e d i s p l a y s , do you f i n d any 

a r e a s where i t may n o t be t y p i c a l o f t h e 

s i t u a t i o n you j u s t d e s c r i b e d so t h a t you w o u l d 

have, f r o m a g e o l o g i c p e r s p e c t i v e , t h e a b i l i t y t o 

d r i l l a w e l l t h a t was a s t a n d - a l o n e PC w e l l ? 

A. At t h i s p o i n t i n t i m e we c a n ' t i d e n t i f y 
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t h e r e s e r v o i r q u a l i t y w e l l enough t o d r i l l a 

s t a n d - a l o n e w e l l . We're l i m i t e d by t h e r i s k and 

t h e u n c e r t a i n t y — t h e g e o l o g i c u n c e r t a i n t y . 

Q. L e t ' s s w i t c h now t o t h e c o a l gas 

e x p l o r a t i o n . What has been t h e s t a t u s o f t h a t 

e x p l o r a t i o n i n t h i s a r ea? 

A. There have been v e r y few t e s t s . There 

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

two o f t h e two a p p l i c a t i o n s . None o f t h o s e w e l l s 

a r e c u r r e n t l y p r o d u c i n g f r o m t h e c o a l . T hey're 

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

Q. L e t ' s t u r n now t o t h e s p e c i f i c s o f t h e 

g e o l o g y f o r t h e V a l d e z w e l l . I f y o u ' l l t u r n w i t h 

me t o t h e e x h i b i t t h a t commences w i t h E x h i b i t 4? 

A. Yes, s i r . 

Q. I d e n t i f y and d e s c r i b e t h a t d i s p l a y . 

A. T h i s i s a map t h a t I ' v e i n c l u d e d f o r 

t h e p u r p o s e s o f p r o v i d i n g an i n d e x or a r e f e r e n c e 

t o show you where t h i s p r o j e c t i s , r e l a t i v e t o 

t h e P i c t u r e d C l i f f s d e v e l o p m e n t . 

A l l t h e w e l l symbols h e r e r e p r e s e n t 

P i c t u r e d C l i f f s c o m p l e t i o n s . I n 28-4 I ' v e 

i d e n t i f i e d t h e Choza Mesa F i e l d . To t h e n o r t h , 

i n 29-5, I ' v e i d e n t i f i e d t h e Gobernador f i e l d . 

The V a l d e z #5 w i l l a t t e m p t t o e x t e n d 
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p r o d u c t i o n f r o m t h e Choza Mesa f i e l d t o t h e 

n o r t h w e s t , t o w a r d t h e G o b e r n a d o r t r e n d . 

S h a ded i n n o r t h on t h i s map a r e t h e 

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

300 m i l l i o n . I t h i n k t h a t p r o d u c t i o n t r e n d i s 

s i g n i f i c a n t , a n d I ' v e a t t e m p t e d t o r e l a t e i t t o 

t h e g e o l o g y . 

Q. T h i s d i s p l a y , w h i l e w e ' r e on i t , a l s o 

shows t h e 28-4 U n i t 225 w e l l ? 

A. Y e s, s i r . 

Q. Why d o n ' t we t a l k a b o u t b o t h o f t h o s e 

now i n t e r m s o f t h i s d i s p l a y , a n d show us why y o u 

h a v e p r o p o s e d l o c a t i n g t h e m as y o u do f o r 

P i c t u r e d C l i f f s e x p l o r a t i o n . 

A. The V a l d e z #5 i s an a t t e m p t t o s t a y on 

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

Choza Mesa a n d G o b e r n a d o r f i e l d s . I t c o u l d be 

r e g a r d e d as a d e v e l o p m e n t a l e x t e n s i o n w e l l . The 

San J u a n 28-4 U n i t # 2 2 5 , i n c o n t r a s t , i s n o t on a 

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

t e r m an e x p l o r a t o r y e x t e n s i o n . 

I h a v e mapped a r e s e r v o i r t r e n d t h r o u g h 

S e c t i o n 7, 28 N o r t h , 4 W e s t , t h a t I f e e l i s 

p r o s p e c t i v e , b u t t h e o i l t r u l y i s more t h a n an 

e x p l o r a t o r y e x t e n s i o n , i n c o n t r a s t t o t h e V a l d e z 
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# 5 , w h i c h w o u l d r e p r e s e n t a d e v e l o p m e n t a l 

e x t e n s i o n . 

Q • L e t ' s t u r n now t o E x h i b i t 5. W o u l d y o u 

i d e n t i f y a n d d e s c r i b e t h e f i r s t d i s p l a y ? 

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

i s o p a c h o f t h e U p p e r P i c t u r e d C l i f f s f o r m a t i o n . 

I n t h i s a r e a , we h a v e an U p p e r P i c t u r e d C l i f f s 

a n d a L o w e r P i c t u r e d C l i f f s i n t e r v a l , w h i c h I ' l l 

show y o u on o u r t y p e l o g i n j u s t a moment. 

c o r r e s p o n d s t o t h e p r o d u c t i o n t r e n d t h a t I h a d 

s h a d e d i n o r a n g e , on t h e p r e v i o u s e x h i b i t . I t ' s 

a l i t t l e d i f f i c u l t t o make a o n e - t o - o n e 

c o r r e l a t i o n b e t w e e n l o g c h a r a c t e r i s t i c s a nd 

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

b u t I f e e l t h a t t h i s t r e n d o f n e t s a n d s t o n e i n 

t h e U p p e r P i c t u r e d C l i f f s i n t e r v a l , d o e s e x p l a i n 

why t h e b e t t e r w e l l s a r e g o o d w e l l s and t h e y a r e 

commerc i a l . 

Q. L e t ' s t a l k a b o u t t h e o p p o r t u n i t y f o r 

e x p l o r a t i o n i n t h i s s e c t i o n . F i r s t o f a l l , why 

i s t h e w e l l l o c a t e d b e t w e e n t h e 10- a n d t h e 

1 5 - f o o t c o n t o u r l i n e s , as o p p o s e d t o l o c a t i n g i t 

i n a t h i c k e r p o r t i o n o f t h e map, as y o u ' v e shown 

i t ? 

The U p p e r P i c t u r e d C l i f f s t r e nd 
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A. For t h e t o p o g r a p h i c and e n v i r o n m e n t a l 

r e a s o n s , t h a t Mr. A l e x a n d e r r e f e r r e d t o , we've 

had t o l i m i t o u r s e l v e s t o t h e s o u t h h a l f o f t h e 

n o r t h w e s t q u a r t e r o f t h a t s e c t i o n . I t w o u l d have 

been s l i g h t l y p r e f e r a b l e t o be n e a r e r t h e a x i s o f 

t h e t r e n d , and p e r h a p s g e t 18 f e e t o f n e t pay, 

b u t I f e e l t h a t we s t i l l have a good chance f o r 

su c c e s s o r an a c c e p t a b l e chance o f success a t t h e 

l o c a t i o n we've chosen h e r e . 

Q. Why n o t t a k e t h e V a l d e z No. 2, ov e r i n 

t h e n o r t h e a s t q u a r t e r o f t h a t s e c t i o n , and 

r e e n t e r t h a t w e l l and use i t f o r c o m m i n g l i n g i n 

t h e PC and t h e F r u i t l a n d Coal? 

A. That w e l l was d r i l l e d as a s l i n g h o l e , 

and, g i v e n t h e v e r y s m a l l c a s i n g s i z e , i t ' s 

i m p o s s i b l e t o go i n and do a pay and commingle 

t y p e o f o p e r a t i o n . 

Q. Has i t d e p l e t e d any p o r t i o n o f t h e PC 

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

u n i t ? Was i t p r o d u c t i v e ? 

A. Yes, s i r , i t was. I t was m a r g i n a l l y 

p r o d u c t i v e , and we d o n ' t f e e l t h a t t h e r e has been 

any s u b s t a n t i a l d r a i n a g e i n t o t h e n o r t h w e s t 

q u a r t e r . 

Q. But you've e x p l o r e d t h e o p p o r t u n i t y t o 

RODRIGUEZ REPORTING 
(505) 988-1772 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

1 2 

1 3 

1 4 

1 5 

1 6 

1 7 

1 8 

19 

20 

2 1 

2 2 

23 

24 

25 

30 

r e e n t e r t h a t w e l l , and i t ' s n o t a v i a b l e c h o i c e ? 

A. Yes, s i r . 

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

E x h i b i t Tab No. 5, and have you i d e n t i f y and 

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

A. T h i s i s a n e t c o a l map f o r t h e 

F r u i t l a n d C o a l . The V a l d e z 5 i s r e p r e s e n t e d by 

t h e r e d s t a r . We f e e l t h a t w e ' l l have upwards o f 

40 f e e t o f n e t c o a l i n t h e w e l l . 

T h i s c o a l t h i c k n e s s , p l u s our e s t i m a t e 

o f gas c o n t e n t o f between 200 and 350 s t a n d a r d 

c u b i c f e e t p e r t o n , makes us b e l i e v e t h a t t h e r e 

i s a s u b s t a n t i a l amount o f gas i n t h e F r u i t l a n d 

Coal h e r e , and a s u b s t a n t i a l amount o f 

p o t e n t i a l . B u t , a t t h i s p o i n t , i t ' s v e r y h i g h 

r i s k . We d o n ' t know how t o p r e d i c t 

p e r m e a b i l i t y . So f a r t h e r e have been no 

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

We w o u l d l i k e t o f u r t h e r t e s t t h e 

c o a l . We t h i n k t h e r e ' s a s u b s t a n t i a l r e s o u r c e 

t h e r e i n t e r m s o f gas i n p l a c e , and we're h o p i n g 

t o be a b l e t o c o m p l e t e t h e c o a l and p r o d u c e a 

s i g n i f i c a n t amount o f t h a t gas. 

Q. T u r n t o E x h i b i t 6, and i d e n t i f y and 

d e s c r i b e t h e s t r u c t u r e map. 
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A. T h i s i s a s t r u c t u r e map, u s i n g , as our 

datum, t h e base o f t h e F r u i t l a n d C o a l . I t shows 

a r a t h e r c o n s i s t e n t s o u t h w e s t d i p o f about 60 

f e e t p e r m i l e t h r o u g h t h e a r e a . T here's no 

s i g n i f i c a n t f a u l t i n g , f o l d i n g , or b a s i c a l l y any 

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

Q. Does s t r u c t u r e p l a y an e s s e n t i a l 

e l e m e n t i n y o u r s e l e c t i o n o f w e l l l o c a t i o n s ? 

A. No, s i r . S t r u c t u r e i s i r r e l e v a n t . 

Q. As t o t h i s w e l l i n t h i s s p a c i n g u n i t ? 

A. Yes, s i r . 

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

b e h i n d E x h i b i t 7 and have you d e s c r i b e t h a t f o r 

us . 

A. T h i s shows t h e t y p e l o g , and i t shows 

t h e Upper P i c t u r e d C l i f f s u n i t t h a t I r e f e r r e d t o 

e a r l i e r and a l s o a Lower P i c t u r e d C l i f f s u n i t . 

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

have some amount o f pay i n t h e Lower P i c t u r e d 

C l i f f s , b u t i t ' s much l o w e r r e s i s t i v i t y , much 

f i n e r - g r a i n e d s a n d s t o n e . I n g e n e r a l , you can 

c o m p l e t e i t and make gas, b u t n o t i n c o m m e r c i a l 

q u a n t i t i e s . 

I n c o n t r a s t , t h e Upper P i c t u r e d C l i f f s 

s a n d s t o n e r e p r e s e n t s sands d e p o s i t e d more i n a 
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beach o r upper s h o r e f a c e e n v i r o n m e n t , i n 

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

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

much deeper w a t e r , much f i n e r g r a i n s i z e , and 

l e s s p e r s p e c t i v e s p e c u l a t i v e . 

For t h o s e r e a s o n s , I f e e l we do see t h e 

c o r r e s p o n d e n c e between t h e p r o d u c t i o n t r e n d and 

t h e t r e n d o f n e t sand i n t h i s Upper P i c t u r e d 

C l i f f s . L y i n g d i r e c t l y on t o p o f t h e Upper 

P i c t u r e d C l i f f s , w i t h v i r t u a l l y no r e s e r v o i r 

b o u n d a r y , i s a package o f c o a l w i t h about 46 f e e t 

n e t c o a l . 

Q. What, i f any, p a r t i c i p a t i o n d i d you 

have w i t h t h e e n g i n e e r i n g g r o u p o f M e r i d i a n , and 

Mr. S h i p l e y , i n d e t e r m i n i n g t h e r e s e r v o i r 

p a r a m e t e r s t h a t were used i n any e s t i m a t e d 

u l t i m a t e gas r e c o v e r y and a c a l c u l a t i o n o f 

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

P i c t u r e d C l i f f s ? 

A. I p r o v i d e d Mr. S h i p l e y w i t h c a l c u l a t e d 

w a t e r s a t u r a t i o n s , n e t t h i c k n e s s e s , and ave r a g e 

d e n s i t y p o r o s i t y . 

Q. I n y o u r o p i n i o n , were t h o s e v a l u e s 

r e a s o n a b l e and a c c u r a t e , t o t h e b e s t o f y o u r 

knowledge and i n f o r m a t i o n ? 
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A. Y es, s i r . 

Q. L e t me a s k y o u , w h a t ' s t h e p u r p o s e o f 

t h e t w o d i s p l a y s h e r e ? You've b r o u g h t us t w o 

s a m p l e s . What a r e t h e s e ? 

A. T h o s e a r e c o r e s f r o m t h e g a s b u g g y 

p r o j e c t t h a t E l Paso d r i l l e d many y e a r s a g o . I t 

so h a p p e n s t h a t w e ' r e o n l y a b o u t f i v e m i l e s t o 

t h e s o u t h w e s t o f t h a t w e l l . They r e p r e s e n t an 

i n t e r e s t i n g c o n t r a s t b e t w e e n t h e Upp e r PC 

r e s e r v o i r t y p e a n d t h e Low e r PC r e s e r v o i r t y p e . 

One i s o b v i o u s l y much f i n e r g r a i n e d t h a n t h e 

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

t h e p e r m e a b i l i t i e s a r e q u i t e d i s s i m i l a r . 

The c o a r s e r g r a i n e d U pper PC s a n d s t o n e , 

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

b a s i n , w o u l d h a v e , s a y , 20 t o 25 t i m e s t h e 

p e r m e a b i l i t y as t h e l o w e r . T h a t e x p l a i n s why, 

when we l o o k a t t h i s s e c t i o n , we see s o m e t h i n g 

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

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

e f f e c t i v e s a n d s t o n e ; i n o t h e r w o r d s , h a v i n g 

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

p r o d uc t i o n . 

Q. L e t ' s t u r n now, Mr. Dawson, t o t h e 

d i s p l a y b o o k f o r t h e U n i t 225 w e l l , a n d i t ' s t h e 
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case book 10754. I f y o u ' l l t u r n w i t h me now t o 

E x h i b i t 4, a g a i n t h i s i s t h e same i l l u s t r a t i o n 

t h a t we've d i s c u s s e d i n t h e o t h e r e x h i b i t book, 

t a l k i n g a b o u t where you have s e l e c t e d y o u r w e l l 

l o c a t i o n based upon t h e P i c t u r e d C l i f f s 

d e v e l o p m e n t ? 

A. Yes. 

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

5. Would you i d e n t i f y and d e s c r i b e t h i s d i s p l a y ? 

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

s a n d s t o n e i s o p a c h o f t h e Upper P i c t u r e d C l i f f s . 

N o t a b l e i s t h a t t h e r e i s no p r o d u c t i o n a l o n g t h e 

a x i s o f t h i s t r e n d , y e t t h e t r e n d i s mappable. 

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

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

Q. Can we use t h i s d i s p l a y t o h e l p t h e 

Examiner f i n d t h e c o a l gas w e l l s t h a t have been 

a t t e m p t e d w i t h o u t s u c c e s s i n t h i s a r ea? 

A. Yes, s i r . J u s t t o t h e n o r t h e a s t , t h e r e 

have been two a t t e m p t s by S c h a u l k P r o d u c t i o n i n 

S e c t i o n 32, j u s t t o t h e n o r t h e a s t . T h a t ' s 

S e c t i o n 32 o f 29 N o r t h , 4 West. And, j u s t due 

s o u t h , a b o u t a m i l e , M e r i d i a n has a t t e m p t e d , i n 

t h e San Juan 28-4 U n i t , No. 202, a c o a l 

c o m p l e t i o n ; a g a i n , u n s u c c e s s f u l . None o f t h e s e 
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t h r e e w e l l s a r e c u r r e n t l y p r o d u c i n g . 

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

b e h i n d E x h i b i t 5. I d e n t i f y and d e s c r i b e t h a t 

d i sp1ay. 

A. T h i s i s a n o t h e r F r u i t l a n d f o r m a t i o n n e t 

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

c o a l . A g a i n , a l t h o u g h we have n o t seen any 

c o m m e r c i a l s u c c e s s e s i n h e r e , we s t i l l t h i n k 

t h e r e ' s a s u b s t a n t i a l r e c o u r s e and we want t o t r y 

t o d e v e l o p t h a t . 

Q. L e t ' s now go t o E x h i b i t 6. I d e n t i f y 

and d e s c r i b e t h e s t r u c t u r e map. 

A. A n o t h e r s t r u c t u r e map on t h e base o f 

t h e F r u i t l a n d C o a l , s h o w i n g a g e n t l e d i p t o t h e 

s o u t h w e s t . S t r u c t u r e does n o t p l a y any p a r t i n 

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

or t h e P i c t u r e d C l i f f s i n t h e p r o p o s e d w e l l . 

Q. Okay. E x h i b i t 7 . 

A. T h i s i s a t y p e l o g , and t h i s i s t h e 

w e l l t h a t w o u l d be w i t h t h e #225. I t ' s t h e same 

Mesaverde w e l l t h a t Mr. A l e x a n d e r r e f e r r e d t o 

e a r l i e r i n t e s t i m o n y . 

I t shows a s i m i l a r p a t t e r n , an upper 

and a l o w e r P i c t u r e d C l i f f s package. I t shows a 

t h i c k b a s a l c o a l s i t t i n g n e a r l y on t o p o f t h e 
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Upper P i c t u r e d C l i f f s . 

One c o n t r a s t h e r e i s t h a t t h e r e i s a 

t h i n c o a l between t h e Upper and t h e Lower 

P i c t u r e d C l i f f s s a n d s t o n e s . T h i s r e p r e s e n t s a 

c l a s s i c P i c t u r e d C 1 i f f s / F r u i t 1 a n d i n n e r t o n g u e 

s i t u a t i o n , so t h a t t h i s u pper P i c t u r e d C l i f f s 

s a n d s t o n e r e p r e s e n t s a t e m p o r a r y t r a n s g r e s s i o n 

back t o t h e s o u t h w e s t by t h e P i c t u r e d C l i f f s 

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

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

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

i n t r o d u c t i o n o f h i s E x h i b i t s 4 t h r o u g h 7 i n each 

o f t h e two cases. 

EXAMINER STOGNER: E x h i b i t s 4 t h r o u g h 7 

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

MR. STOVALL: And w i l l be h e l d i n p l a c e 

by t h e c o r e samples. 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. I n p r e p a r i n g y o u r E x h i b i t s 5, and when 

I l o o k a t them, y o u ' r e j u s t s h o w i n g t h e PC w e l l s , 

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

A. No, s i r . 

Q. Are t h e r e o t h e r w e l l s shown? 

A. Yes, s i r , t h e r e a r e . 
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Q. Th o s e a r e d e e p e r D a k o t a a n d B a s i n 

D a k o t a s ? 

A. And M e s a v e r d e s . The #225 map, t h e 

c i r c u l a r s y m b o l r e p r e s e n t s M e s a v e r d e w e l l s . The 

t r i a n g u l a r s y m b o l s , a l t h o u g h t h e r e a r e v e r y f e w , 

r e p r e s e n t F r u i t l a n d w e l l s . The t r a d i t i o n a l o r 

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

C l i f f s w e l l s . 

Q. So, i n y o u r 28-4 #225 w e l l , w i l l t h i s 

be t h e f i r s t t e s t , h o p e f u l l y , w i t h i n t h e m a i n - - I 

d o n ' t w a n t t o c a l l i t m a i n c h a n n e l , b u t t h e m a i n 

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

C l i f f s s t r i n g ? 

A. Y e s , s i r , t h a t ' s c o r r e c t . 

Q. W h a t ' s t h e s t a t u s on t h a t 226 w e l l down 

t o t h e s o u t h a n d e a s t ? 

A. T h a t ' s a n o t h e r w e l l t h a t we've p r o p o s e d 

t o management a n d t h a t w o u l d be a s i m i l a r 

P i c t u r e d C 1 i f f s / F r u i t 1 a n d C o a l c o m m i n g l e , a n d i t 

w o u l d be a s e c o n d w e l l i n t h i s same t r e n d . 

H o p e f u l l y , b e t w e e n t h e t w o w e l l s , we c o u l d d e f i n e 

t h e p r o d u c t i v i t y o f t h i s s p e c i f i c t r e n d . 

Q. And t h a t ' s p r o p o s e d ? 

A. Y es, s i r . And, i f I may, t h a t w e l l i s 

a l s o shown on t h e i n d e x map on t h e w a l l j u s t t o 
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t h e s o u t h . Each o f t h e s t a r r e d w e l l s i s a 

p r o p o s e d P i c t u r e d C 1 i f f s / F r u i 1 1 and Coal 

commingle. 

MR. STOVALL: T h a t ' s t h e one between 

y o u r two l o c a t i o n s , i s t h a t r i g h t ? Between t h e 

two ones marked w i t h t h e orange a r r o w s ? 

THE WITNESS: Yes, s i r . I t ' s t h e one 

t h a t t h e Examiner r e f e r r e d t o as j u s t t o t h e 

s o u t h o f t h e two a r r o w s . 

Q. Who w i l l be c o m p l e t i n g t h e s e w e l l s ? 

Does t h a t f a l l u nder y o u r s u p e r v i s i o n ? 

A. No, s i r , i t d o e s n ' t . The n e x t w i t n e s s 

Mr. S h i p l e y , w i l l be i n c h a r g e o f t h e c o m p l e t i o n 

Q. I was t h i n k i n g more on l i n e o f 

f r a c t u r i n g . That w o u l d s t i l l be under h i s — 

A. Yes, s i r . 

EXAMINER STOGNER: Okay. Any o t h e r 

q u e s t i o n s o f t h i s w i t n e s s ? You may be excused. 

Mr. K e l l a h i n ? 

MR. KELLAHIN: I w o u l d l i k e t o c a l l Mr 

K u r t S h i p l e y . 

KDRT A. SHIPLEY 

H a v i n g been f i r s t 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 : 
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EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. S h i p l e y , w o u l d you p l e a s e s t a t e 

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

A. K u r t S h i p l e y , M e r i d i a n O i l , p r o d u c t i o n 

e n g i n e e r . 

Q. And where do you r e s i d e , s i r ? 

A. F a r m i n g t o n , New M e x i c o . 

Q. Would you summarize f o r us when and 

where you o b t a i n e d y o u r degree i n p e t r o l e u m 

e n g i n e e r i n g ? 

A. Texas Tech U n i v e r s i t y i n t h e s p r i n g o f 

1991. 

Q. Subsequent t o g r a d u a t i o n , have you been 

employed as a p e t r o l e u m e n g i n e e r ? 

A. Yes. 

Q. And w i t h what company? 

A. M e r i d i a n O i l . 

Q. Summarize f o r us t h e k i n d s o f d u t i e s 

t h a t you have p e r f o r m e d as a p e t r o l e u m e n g i n e e r 

t h a t a p p l y t o t h e cases t h a t a r e b e f o r e t h e 

Examiner t o d a y . 

A. M a i n l y , w e l l economics a s s o c i a t e d w i t h 

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

Q. As p a r t o f y o u r d u t i e s , have you 
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r e v i e w e d , w i t h Mr. S c o t t Daves, M e r i d i a n O i l ' s 

p e t r o l e u m e n g i n e e r t h a t t e s t i f i e d i n Case 10735, 

t h e a l l o c a t i o n f o r m u l a s t h a t he has p r e s e n t e d t o 

t h e Examiner? 

A. Yes, I have t a l k e d w i t h S c o t t Daves. 

Q. I n a d d i t i o n , have you r e v i e w e d t h e 

economic a n a l y s i s t o d e t e r m i n e , f o r M e r i d i a n , 

what i s t h e most a p p r o p r i a t e means t o c o m p l e t e 

t h i s w e l l , w h e t h e r i t ' s a s t a n d - a l o n e PC, or a 

d u a l c o m p l e t i o n w i t h t h e F r u i t l a n d C o a l , or 

w h e t h e r i t ' s downhole commingled w i t h t h e 

F r u i t l a n d Coal p r o d u c t i o n ? 

A. Yes, I have c o n s i d e r e d a l l t h r e e 

methods and I ' v e t a l k e d e x t e n s i v e l y w i t h S c o t t 

Daves. 

Q. At t h i s p o i n t , do you have 

r e c o m m e n d a t i o n s t o t h e Examiner w i t h r e g a r d s t o 

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

between t h e two p o o l s ? 

A. Yes, I do. 

Q. I n a d d i t i o n , do you have 

re c o m m e n d a t i o n s f o r t h e Examiner w i t h r e g a r d t o 

t h e economics i n v o l v e d t h a t j u s t i f y t h e downhole 

c o m m i n g l i n g o f t h e s e two w e l l s ? 

A. Yes, I do. 
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MR. KELLAHIN: We t e n d e r Mr. S h i p l e y as 

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

EXAMINER STOGNER: Mr. S h i p l e y i s so 

q u a 1 i f i e d . 

Q. B e f o r e we l o o k a t t h e d i s p l a y s 

t h e m s e l v e s , Mr. S h i p l e y , d e s c r i b e f o r us, i n a 

g e n e r a l way, t h e method f o r a l l o c a t i o n between 

t h e two p o o l s . 

A. W e ' l l n o t e and c o n s i d e r a commingled 

w e l l , k n o w i n g t h a t t h e t o t a l p r o d u c t i o n w i l l be 

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

F r u i t l a n d Coal and t h e P i c t u r e d C l i f f s t o g e t h e r . 

T a k i n g t h a t , we have a v e r y good 

u n d e r s t a n d i n g o f how P i c t u r e d C l i f f s r e s e r v o i r s 

o p e r a t e o u t i n t h e f i e l d , and I came up w i t h a 

way t o d e t e r m i n e P i c t u r e d C l i f f s p r o d u c t i o n h e r e , 

and e v e r y t h i n g above and beyond P i c t u r e d C l i f f s 

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

o f gas, w o u l d be c o n s i d e r e d F r u i t l a n d Coal gas i n 

t h i s s i t u a t i o n . 

Q. Are you and Mr. Daves i n agreement w i t h 

r e g a r d s t o n o t o n l y t h e a l l o c a t i o n method, b u t 

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

t h a t w o u l d be u t i l i z e d by t h e Examiner, or anyone 

e l s e , i n making t h e a l l o c a t i o n s between t h e two 
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p o o l s ? 

A. Y e s , s i r , we a r e . 

Q. A r e y o u c o n f i d e n t t h a t y o u h a d 

s u f f i c i e n t r e s e r v o i r i n f o r m a t i o n t o make r e l i a b l e 

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

u l t i m a t e g a s r e c o v e r i e s f o r t h e s e w e l l s ? 

A. Y es. F o r t h e P i c t u r e d C l i f f s 

r e s e r v o i r , we do h a v e a g o o d u n d e r s t a n d i n g o f 

t h a t . 

Q. Okay. W i t h r e g a r d s t o t h e e c o n o m i c s , 

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

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

u l t i m a t e gas r e c o v e r y f o r e a c h o f t h e w e l l s , i n 

a n a l y z i n g w h a t was t h e b e s t way t o c o m p l e t e t h o s e 

w e l l s ? 

A. Yes. A t M e r i d i a n O i l , e v e r y t i m e we 

r u n e c o n o m i c s on a p r o j e c t , we c o n s i d e r t h r e e 

v a r i a b l e s . The t h r e e p a r a m e t e r s a r e , t h e f l o w 

r a t e , t h e r e s e r v e s a s s o c i a t e d w i t h t h e p r o j e c t , 

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

Q. A t t h e r e q u e s t o f t h e D i v i s i o n 

E x a m i n e r , h a v e y o u made i l l u s t r a t i o n s u t i l i z i n g 

t h o s e t h r e e v a r i a b l e s a n d d i s p l a y e d i t i n t e r m s 

o f r a t e o f r e t u r n on y o u r i n v e s t m e n t ? 

A. Y e s, I h a v e . 
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Q. B a s e d u p o n t h o s e c a l c u l a t i o n s a n d t h a t 

i n f o r m a t i o n , w h a t d i d y o u u l t i m a t e l y c o n c l u d e 

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

s t a n d - a l o n e PC w e l l , v e r s u s a d u a l w i t h t h e 

F r u i t l a n d C o a l , v e r s u s c o m m i n g l i n g b o t h p o o l s ? 

A. The d e t e r m i n a t i o n t h a t I made was t h a t 

t h e w e l l w o u l d be u n e c o n o m i c as a P i c t u r e d C l i f f s 

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

F r u i t l a n d C o a l , a n d t h e o n l y e c o n o m i c a l way t h a t 

we c a n go a f t e r t h e s e r e s e r v e s i s w i t h a P i c t u r e d 

C 1 i f f s / F r u i t 1 a n d C o a l c o m m i n g l i n g . 

Q. A r e y o u r c o n c l u s i o n s c o n s i s t e n t w i t h 

t h o s e r e a c h e d by Mr. S c o t t D a v e s , when he 

u n d e r t o o k t h a t same e c o n o m i c a n a l y s i s f o r t h e 

H u e r f a n o U n i t 549 w e l l i n v o l v e d i n Case 10735? 

A. Y es, t h e y ' r e v e r y s i m i l a r . 

Q. L e t ' s t u r n now t o t h e d i s p l a y s , a n d 

l e t ' s s t a r t w i t h t h e V a l d e z # 5 , w h i c h i s Case 

1 0 7 4 5 . T u r n t o E x h i b i t No. 8. L e t ' s d o n ' t h a v e 

y o u r e a d a l l t h i s s t u f f , Mr. S h i p l e y , b u t l e t ' s 

go t h r o u g h i t a n d h a v e y o u s u m m a r i z e i t i n s u c h a 

way t h a t t h e E x a m i n e r w i l l s ee y o u r o b j e c t i v e , 

a n d t h e n , a t h i s c o n v e n i e n c e , he c a n go t h r o u g h 

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

So, s t a r t i n g w i t h p a g e 1 , w h a t a r e we 
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l o o k i n g a t ? 

A. T h i s i s a summary o f t h e t h e o r y b e h i n d 

economics f o r t h e p r o j e c t a t M e r i d i a n O i l . We 

a s s o c i a t e r e s e r v e s w i t h t h e r e s e r v o i r . Then we 

d e t e r m i n e how q u i c k l y we can r e c o v e r t h o s e 

r e s e r v e s , w i t h t h e f l o w r a t e i n v o l v e d , and t h e n 

we c o n s i d e r t h e i n v e s t m e n t c o s t s f o r d r i l l i n g and 

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

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

economic a n a l y s i s t h a t M e r i d i a n r o u t i n e l y r u n s on 

a l l i t s p r o j e c t s , r e g a r d l e s s o f w h e t h e r i t ' s 

a p p l i c a b l e t o t h i s t y p e o f case or o t h e r cases? 

A. Yes. We use t h i s on e v e r y p r o j e c t t h a t 

we s u b m i t t o management. 

Q. So t h e r e ' s n o t h i n g e s p e c i a l l y u n i q u e 

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

a p p l i c a t i o n s b e f o r e t h e D i v i s i o n , when i t comes 

t o s e t t i n g up an economic a n a l y s i s ? 

A. No, t h e r e ' s n o t . 

Q. L e t ' s t u r n now t o t h e n e x t page w h i c h 

i s c a p t i o n e d , "Valdez #5," and i t s a y s , " M o n t h l y 

Gas P r o d u c t i o n A l l o c a t i o n F o r m u l a . " What does 

t h i s show? 

A. T h i s shows t h e g e n e r a l e q u a t i o n f o r t h e 

commingled F r u i t l a n d C o a 1 / P i c t u r e d C l i f f s w e l l . 
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T h i s i s an a c c e p t e d f o r m u l a . 

Q. A c c e p t e d w i t h i n M e r i d i a n ? 

A. T h i s has been a c c e p t e d by t h e s t a t e 

p r e v i o u s l y . 

Q. A l l r i g h t . And i t ' s t h e same f o r m u l a 

p e n d i n g b e f o r e Examiner S t o g n e r w i t h r e g a r d s t o 

t h e p r i o r case? 

A. Yes, i t i s . I t e x p l a i n s t h a t you have 

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

o u t i n t o t h e — a l l o c a t e d t o t h e F r u i t l a n d Coal and 

t h e P i c t u r e d C l i f f s . We f e e l t h a t we can have a 

good u n d e r s t a n d i n g o f what t h e f l o w r a t e w i l l be 

o u t o f t h e P i c t u r e d C l i f f s , and i t e x p l a i n s t h a t 

e v e r y t h i n g above and beyond t h a t w o u l d be 

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

Q. L e t ' s t u r n now t o t h e n e x t d i s p l a y and 

have you g i v e me a q u i c k summary o f how M e r i d i a n 

d e t e r m i n e s t h e f l o w r a t e f o r t h e w e l l t h a t ' s 

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

A. At t h e t i m e o f c o m p l e t i o n o f t h e w e l l , 

we w i l l e s t a b l i s h a f l o w t e s t o f t h e P i c t u r e d 

C l i f f s f o r m a t i o n . Then we w i l l s e t a b r i d g e p l u g 

above t h e P i c t u r e d C l i f f s and c o m p l e t e t h e 

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

We w i l l t h e n t e s t t h e F r u i t l a n d C o a l , 
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and w e ' l l h a v e e s t a b l i s h e d f l o w t e s t r a t e s f o r 

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

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

P i c t u r e d C l i f f s f o r m a t i o n o n l y . 

I t s h o u l d be n o t e d t h a t t h a t i s j u s t a 

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

down t h e s a l e s l i n e a g a i n s t t h e p i p e l i n e p r e s s u r e 

t h a t w o u l d be a s s o c i a t e d w i t h t h i s w e l l . 

Q. Okay. L e t ' s go t o t h e c a l c u l a t i o n on 

t h e n e x t p a g e , t h e n , t h a t shows y o u r b e s t 

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

gas r e c o v e r y a t t r i b u t a b l e i n t h i s w e l l , t o t h e 

P i c t u r e d C l i f f s f o r m a t i o n . What i s t h a t n u m b e r ? 

A. 608.9 m i l l i o n c u b i c f e e t o f g a s . 

Q. I t ' s a b o u t a t h i r d o f t h e way down and 

i t ' s h i g h l i g h t e d a n d u n d e r l i n e d ? 

A. Yes. 

Q. How do y o u g e t t h a t n u mber? 

A. We u s e o f f s e t a n a l o g y i n t h e a r e a , b u t 

t h e way we came up w i t h t h e a c t u a l number f o r 

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

p a r a m e t e r s s u p p l i e d t o me by Mr. M i k e Dawson. 

Q. Okay. When we t u r n t o t h e n e x t p a g e , 

w h a t a r e we s e e i n g on t h a t p a g e ? 

A. The f i r s t s e c t i o n t h e r e i s a l i s t o f 
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t h e p a r a m e t e r s s u p p l i e d t o me by Mike Dawson, 

j u s t d i s p l a y e d w i t h t h e p a r a m e t e r s and t h e i r 

a c t u a l v a l u e s . 

Q. What's t h e r e s t o f t h a t ? 

A. W e l l , s e c t i o n one t h e r e t e l l s us t h e 

t o t a l , t h e h y d r o c a r b o n p o r e volume down i n t h e 

r e s e r v o i r o f 9.894 m i l l i o n r e s e r v o i r c u b i c f e e t 

o f gas. 

Q. Okay. 

A. The second s e c t i o n t h e r e i s a f o r m a t i o n 

volume f a c t o r , w h i c h t a k e s t h e n a t u r a l gas t h a t 

i s down i n t h e r e s e r v o i r a t a c e r t a i n amount of 

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

r e c a l c u l a t e s i t f o r gas t h a t w o u l d b e — t h e volume 

t h a t w o u l d be a s s o c i a t e d on t h e s u r f a c e under 

a t m o s p h e r i c p r e s s u r e or 15 pounds o f p r e s s u r e . 

And t h e n t h e t h i r d s e c t i o n t h e r e 

e x p l a i n s how we d e t e r m i n e t h e EUR f o r t h e 

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

t h e r e i s t h e a c t u a l r e s e r v o i r p r e s s u r e of t h e 

P i c t u r e d C l i f f s , w h i c h we w i l l d e t e r m i n e a t t h e 

t i m e o f t h e c o m p l e t i o n o f t h e w e l l . 

Q. Mr. A l e x a n d e r has t e s t i f i e d t h a t t h e 

o w n e r s h i p ' s common between t h e two p o o l s , b u t i n 

d e t e r m i n i n g an a c c u r a t e a l l o c a t i o n o f p r o d u c t i o n 
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b e t w e e n t h o s e t w o p o o l s , a r e y o u s a t i s f i e d t h a t 

t h i s f o r m u l a , i f a d o p t e d by E x a m i n e r S t o g n e r , i s 

g o i n g t o a t t r i b u t e t h e a p p r o p r i a t e amount o f 

r e c o v e r a b l e g a s t o e a c h o f t h e t w o p o o l s ? 

A. Y e s, I d o . 

Q. L e t ' s t u r n now t o t h e e c o n o m i c s . 

T h e r e ' s a summary, i t s a y s , " V a l d e z # 5 , " and t h e n 

i t s a y s , "B. P i c t u r e d C l i f f s D r i 1 1 i n g / C o m p 1 e t i o n 

C o s t Summary." A r e y o u w i t h me? 

A. Yes. 

Q. Okay. I n m a k i n g t h e s e e s t i m a t e s t h a t 

a r e shown on t h i s s h e e t , a r e we l o o k i n g o n l y a t 

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

be a t t r i b u t a b l e t o t h e c o s t s f o r t h e P i c t u r e d 

C l i f f s f o r m a t i o n s i n e a c h o f t h e e x a m p l e s ? 

A. Yes. The c o s t s h e r e a r e o n l y t h e c o s t s 

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

Q. When y o u make t h i s i n i t i a l c a l c u l a t i o n 

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

o n l y w i t h t h e e s t i m a t e d u l t i m a t e gas r e c o v e r y 

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

A. Yes. When d e t e r m i n i n g t h e e c o n o m i c s 

f o r t h e P i c t u r e d C l i f f s , we o n l y c o n s i d e r t h e 

r e s e r v e s f o r t h e P i c t u r e d C l i f f s f o r m a t i o n . 

Q. PC c o s t v e r s u s PC r e s e r v e s , i n e a c h o f 
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t h e e x a m p l e s ? 

A. And PC f l o w r a t e . 

Q. The r e s e r v e s a r e as y o u ' v e c a l c u l a t e d , 

u s i n g y o u r v o l u m e t r i c s f o r t h e V a l d e z #5 a n d , 

l a t e r o n , f o r t h e U n i t 225 w e l l ? 

A. Y e s, s i r . 

Q. L e t ' s go down t h e s h e e t a n d h a v e y o u 

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

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

A. We d e t e r m i n e d t h a t a s t a n d - a l o n e . 

P i c t u r e d C l i f f s , new d r i l l c o m p l e t i o n , t o t a l 

t a n g i b l e a n d i n t a n g i b l e c o s t s w o u l d be a r o u n d 

$ 3 2 4 , 0 0 0 . 

The P i c t u r e d C l i f f s p o r t i o n o f a d u a l 

P C / F r u i t l a n d c o m p l e t i o n , t a n g i b l e a n d i n t a n g i b l e 

c o s t s , t o t a l s a r o u n d a p p r o x i m a t e l y $ 2 7 1 , 0 0 0 . 

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

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

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

t h e r e as a t o t a l c o s t f o r t h e P i c t u r e d C l i f f s , o f 

$ 2 0 0 , 0 0 0 . 

Q. W i t h t h o s e c o s t s , w h a t do y o u do t h e n , 

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

r a t e s , f r o m w h i c h y o u c a n t h e n make an e c o n o m i c 

a n a l y s i s o f t h e v i a b i l i t y o f t h e p r o j e c t s ? What 
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w e r e t h e t h r e e c a s e s a t f l o w r a t e s t h a t y o u r a n ? 

A. I r a n e c o n o m i c s e n s i t i v i t i e s , i s w h a t 

we c a l l t h e m , f o r r e s e r v e s , u s i n g a f l o w r a t e o f 

100 Mcf a d a y , 200 Mcf a d a y , a n d 300 Mcf a d a y . 

Q. So w e ' r e n o t c o n f u s e d a b o u t 

d e f i n i t i o n s , d e f i n e f o r me t h e k i n d o f f l o w r a t e 

t h a t w e n t i n t o t h e a n a l y s i s . W h a t's t h e f l o w 

r a t e y o u ' r e t a l k i n g a b o u t when y o u s a y " f l o w 

r a t e " ? 

A. The f l o w r a t e i s an e s t a b l i s h e d 

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

a g a i n s t p i p e l i n e p r e s s u r e . 

Q. T h i s i s a s t a b i l i z e d f l o w r a t e ? 

A. A s t a b i l i z e d f l o w r a t e down t h e 

p i p e l i n e . 

Q. And when y o u p l o t t h a t f l o w r a t e , t h a t 

i s a number y o u c a n u s e i n y o u r e c o n o m i c 

a n a l y s i s ? 

A. Yes. E x a c t l y . 

Q. B e f o r e we l o o k a t t h e c a s e s t u d i e s f o r 

t h e V a l d e z #5 w e l l , t e l l u s w h a t y o u r b e s t 

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

w i l l be f o r t h e V a l d e z #5 w e l l ? 

A. The V a l d e z w e l l s h o u l d h a v e a f l o w r a t 

o f a r o u n d 150 Mcf a d a y . 
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Q. And, u s i n g y o u r c a l c u l a t i o n s o f 

e s t i m a t e d u l t i m a t e gas r e c o v e r y , what i s y o u r 

b e s t e n g i n e e r i n g judgment about t h e p r o b a b l e gas 

r e s e r v e s t o be r e c o v e r e d f r o m t h a t w e l l ? 

A. 608.9 m i l l i o n c u b i c f e e t o f gas. 

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

p o r t i o n o f t h e d i s p l a y . What's shown on t h e n e x t 

page ? 

A. T h i s i s a page s h o w i n g t h e e x p e c t e d 

r e s e r v o i r p r e s s u r e s f o r t h e P i c t u r e d C l i f f s and 

F r u i t l a n d Coal f o r m a t i o n s . The P i c t u r e d C l i f f s , 

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

a r o u n d 986 p s i . F r u i t l a n d C o a l , we a n t i c i p a t e 

1,078 p s i , w h i c h i s w i t h i n t h e p r e s s u r e 

r e q u i r e m e n t s f o r c o m m i n g l i n g . 

Q. Okay. When we t a l k about t h e f l o w r a t e 

and t h e EUR t h a t you've j u s t d e s c r i b e d , now t h o s e 

numbers a r e PC numbers? 

A. Yes. 

Q. They d o n ' t i n c l u d e F r u i t l a n d numbers, 

e i t h e r on EUR or c o s t ? 

A. Yes. 

Q. Yes, t h e y do n o t ? 

A. They do n o t i n c l u d e F r u i t l a n d Coal 

number s. 
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Q. L e t ' s go now t o t h e f i r s t example, and 

i t ' s t h e i l l u s t r a t i o n , t h e c h a r t ? 

A. Yes. 

Q. T h i s i s t h e r a t e a t 100 Mcf a day? 

A. T h i s i s an economic s e n s i t i v i t y o f t h e 

r a t e o f r e t u r n o f t h e p r o j e c t based on a f l o w 

r a t e o f 100 Mcf a day. 

Q. What's t h e v e r t i c a l s c a l e ? 

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

Q. And t h e h o r i z o n t a l s c a l e ? 

A. The h o r i z o n t a l s c a l e i s P i c t u r e d C l i f f s 

EUR and MMCF. 

Q. A l l r i g h t . And t h e t h r e e c u r v e s t h a t 

s t a r t on t h e h o r i z o n t a l s c a l e and move up t o t h e 

n o r t h e a s t , l e t ' s s t a r t w i t h t h e l o w e s t c u r v e . 

Mine i s a b l a c k - a n d - w h i t e d i s p l a y and t h e o t h e r s 

may be c o l o r e d , b u t what i s t h e l o w e s t , s t r a i g h t 

l i n e ? I t ' s t h e t h i n , s t r a i g h t l i n e . 

A. That i s t h e economic s e n s i t i v i t y f o r a 

P i c t u r e d C l i f f s s i n g l e c o m p l e t i o n . 

Q. A l l r i g h t . I t s t a r t s on t h e h o r i z o n t a l 

l i n e , a b o u t h a l f w a y between 300 and 400 MMCF? 

A. Yes, s i r . 

Q. The d a r k e r , s o l i d l i n e , t h e b e g i n n i n g 

p o i n t o f w h i c h i s abo u t 300 MMCF — 
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A. Yes, s i r . 

Q. — w h a t does t h a t l i n e r e p r e s e n t ? 

A. That r e p r e s e n t s t h e economics o f t h e 

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

P i c t u r e d C 1 i f f s / F r u i t 1 a n d Coal d u a l c o m p l e t i o n . 

Q. A l l r i g h t . And t h e l i n e t h a t commences 

a t t h e h o r i z o n t a l l i n e , a b o u t 200 MMCF, i t ' s t h e 

dashed l i n e , what i s t h a t ? 

A. T h i s i s a l s o t h e economic s e n s i t i v i t y 

f o r t h e P i c t u r e d C l i f f s r e s e r v e s . But t h e c o s t s 

a s s o c i a t e d w i t h i t a r e t h e P i c t u r e d C l i f f s , 

F r u i t l a n d Coal commingle. 

Q. What's t h e e x p l a n a t i o n as t o why each 

of t h o s e l i n e s has a d i f f e r e n t s t a r t i n g p o i n t on 

t h e h o r i z o n t a l a x i s ? 

A. S t a r t i n g t o t h e f a r r i g h t , t h e r e a s o n 

f o r t h e s h i f t a l o n g t h e X a x i s i s t h e i n i t i a l 

c o s t i n v e s t m e n t . I t ' s l o w e r f o r t h e P i c t u r e d 

C l i f f s on t h e commingle, and i t i n c r e m e n t a l l y 

goes up as you add t h e d u a l and t h e n t h e PC 

s i n g l e c o m p l e t i o n . 

Q. A l l r i g h t . I f we're making a judgment 

based upon r a t e o f r e t u r n , i f you l o o k a t t h e Y 

a x i s , g i v e me t h e b a s e l i n e p o i n t i n te r m s o f 

p e r c e n t a g e r a t e o f r e t u r n a t w h i c h t o peg t h e 
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economic v i a b i l i t y o f t h e p r o j e c t ? 

A. We a c c e p t a 15 p e r c e n t r a t e o f r e t u r n 

as our t h r e s h o l d o f economic p r o d u c t i o n . 

Q. Okay. For t h e V a l d e z #5 w e l l , l e t ' s 

l o o k a t t h e X a x i s , come o v e r t o t h e a p p r o p r i a t e 

amount of e s t i m a t e d u l t i m a t e gas r e c o v e r y 

a t t r i b u t a b l e t o t h e w e l l , and t h a t ' s j u s t 

s l i g h t l y o v e r 600 MMCF? 

A. Yes, s i r . 

Q. Okay. L e t ' s go t o t h e p o i n t where t h e 

X and t h e Y merge. 

A. Yes. 

Q. A l l r i g h t . What does t h a t t e l l you? 

A. That t e l l s us t h a t , w i t h t h e c o s t s 

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

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

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

h u n d r e d Mcf a day, and t h e r e s e r v e s a s s o c i a t e d 

w i t h t h e P i c t u r e d C l i f f s o f 600 m i l l i o n . 

Q. How a b o u t a d u a l ? What's t h e r a t e o f 

r e t u r n t h e r e ? 

A. I t ' s a p p r o x i m a t e l y a seven p e r c e n t r a t e 

o f r e t u r n . 

Q. I t d o e s n ' t meet y o u r economic 

t h r e s h o l d ? 
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A. Those two cases do n o t meet M e r i d i a n ' s 

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

Q. A l l r i g h t , and n e i t h e r does t h e 

downhole c o m m i n g l i n g a t t h i s f l o w r a t e o f 100 Mcf 

a day ? 

A. I t d o e s n ' t g e t t o t h e 15 p e r c e n t r a t e 

o f r e t u r n , no. 

Q. I t ' s what, a b o u t 11? 

A. Yes, a p p r o x i m a t e l y . 

Q. You've e s t i m a t e d f o r us, i n y o u r b e s t 

e n g i n e e r i n g j u d g m e n t , t h e f l o w r a t e on t h i s w e l l 

w i l l be about 150 Mcf a day? 

A. Yes, s i r . 

Q. L e t ' s go t o t h e 200 Mcf a day f l o w 

r a t e , w h i c h i s t h e n e x t e x h i b i t . Are you w i t h 

me? 

A. Yes, s i r . 

Q. L e t ' s f i n d 15 p e r c e n t r a t e o f r e t u r n on 

t h e Y a x i s . I f you go o v e r and c i r c l e 600 MMCF 

f o r y o u r r e s e r v e r e c o v e r y on t h e X a x i s , f i n d t h e 

p o i n t where t h o s e two merge, what does t h a t show 

you abo u t t h e t h r e s h o l d economics as t o t h e t h r e e 

t y p e s o f w e l l s ? 

A. I t t e l l s me s t i l l t h a t t h e P i c t u r e d 

C l i f f s s i n g l e c o m p l e t i o n and t h e d u a l c o m p l e t i o n 
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f o r t h e P i c t u r e d C l i f f s s i d e w o u l d s t i l l n o t be 

economic i n t h i s case o f 200 Mcf a day. And i f 

we were a b l e t o r e d u c e t h e c o s t s a s s o c i a t e d w i t h 

t h e P i c t u r e d C l i f f s ' s i d e o f t h e c o m m i n g l i n g , we 

w o u l d have an economic r a t e o f r e t u r n o f a r o u n d 

17 p e r c e n t . 

Q. And, i f you go t o t h e l a s t 

i l l u s t r a t i o n , t h a t ' s a t a f l o w r a t e o f 300 Mcf a 

day? 

A. Yes. And we d o n ' t e x p e c t t h a t o u t o f 

t h e P i c t u r e d C l i f f s h e r e . I t ' s n o t i n t h e range 

o f any o f t h e w e l l s a r o u n d t h e r e , and i t ' s n o t 

a n t i c i p a t e d i n t h i s w e l l . 

Q. What's y o u r c o n c l u s i o n a b o u t t h e 

economics o f t h e V a l d e z #5 i n t e r m s o f what 

o p t i o n you e x e r c i s e t o go g e t t h e s e r e s e r v e s ? 

A. Based on t h e r e s e r v e s a s s o c i a t e d and 

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

a s s o c i a t e d , t h e o n l y economic way t o c o m p l e t e 

t h i s w e l l i s w i t h a F r u i t l a n d C o a 1 / P i c t u r e d 

C l i f f s c o m m i n g l i n g . 

Q. L e t me u n d e r s t a n d t h e m e t h o d o l o g y . Had 

th e i l l u s t r a t i o n o f t h e PC a n a l y s i s been such 

t h a t t h e d u a l c o m p l e t i o n c u r v e , l e t ' s say a r a t e 

of 200 Mcf a day, l e t ' s s p e c u l a t e t h a t t h a t d a r k 
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l i n e had been s u b s t a n t i a l l y h i g h e r and had a r c e d 

i n such a way t h a t i t w o u l d have been above 15 

p e r c e n t r a t e o f r e t u r n w i t h 600 MMCF of r e s e r v e s 

r e c o v e r e d , okay? Assume t h a t . 

A. Yes. 

Q. What, t h e n , do you do t o a n a l y z e t h e 

F r u i t l a n d p o r t i o n o f t h e a n a l y s i s ? 

A. Assuming t h a t t h e P i c t u r e d C l i f f s s i d e 

o f a F r u i t l a n d Coal/PC d u a l was economic, we 

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

t o t h e P i c t u r e d C l i f f s o v e r t o t h e F r u i t l a n d Coal 

f o r m a t i o n , and i t w o u l d be a s t a n d - a l o n e economic 

p r o j e c t and i t w o u l d have t o meet t h e s e c r i t e r i a 

i n t h e same way t h a t t h e P i c t u r e d C l i f f s has. 

Q. And, i f t h a t i s j u s t i f i e d f o r PC and 

F r u i t l a n d C o a l , t h e n you can make an a f f i r m a t i v e 

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

A. Yes. I f b o t h f o r m a t i o n s on a s i n g l e or 

a d u a l c o m p l e t i o n were economic, t h e n we c o u l d 

make t h a t a s s u m p t i o n t h a t we c o u l d go o u t and 

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

c o m m i n g l i n g . 

Q. On t h e V a l d e z 5 example, we c a n ' t g e t 

by t h e economics on t h e PC on any o t h e r b a s i s 

t h a n a d u a l , so you d o n ' t c o m p l e t e t h e r e s t o f 
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t h e a n a l y s i s ? 

A. We d i d n ' t e v e n c o n t i n u e i t f o r t h e 

F r u i t l a n d C o a l b e c a u s e i t d i d n o t meet t h e 

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

c o m p 1 e t i o n . 

Q. Okay. L e t ' s j u m p o v e r t o t h e U n i t 225 

e x a m p l e . I f y o u ' l l move t o t h a t e x h i b i t b o o k f o 

me, a n d l e t ' s t u r n now t o t h e E x h i b i t 8 

i n f o r m a t i o n i n t h a t e x h i b i t b o o k . 

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

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

r e s e r v e s a t t r i b u t a b l e t o t h e PC f o r t h a t w e l l , 

d o n e i n t h e same way as w e r e done f o r t h e V a l d e z 

#5? 

A. Y es, t h e y w e r e b o t h d e t e r m i n e d u s i n g 

t h e v o l u m e t r i c m e t h o d . 

Q. Okay. I f y o u ' l l t u r n w i t h me, t h e n , 

a n d go t o p a g e 4 o f t h a t i n f o r m a t i o n , w h a t was 

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

gas r e s e r v e s a t t r i b u t a b l e t o t h e PC i n t h e U n i t 

2 2 5 we 11? 

A. 9 4 6 . 1 m i l l i o n s t a n d a r d c u b i c f e e t o f 

gas . 

Q. Okay. We t u r n t o t h e n e x t p a g e , y o u 

h a v e y o u r summary o f p a r a m e t e r s f o r Mr. Dawson 
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and t h e r e s t o f y o u r e n g i n e e r i n g c a l c u l a t i o n s ? 

A. Yes, s i r . 

Q. T u r n t o t h e n e x t page, t h e economic 

c o s t s . Are t h o s e t h e same numbers t h a t we've 

j u s t d e s c r i b e d ? 

A. The c o s t s h e r e w o u l d be s i m i l a r t o t h e 

V a l d e z #5. 

Q. You r a n t h e same economic case s t u d i e s 

u s i n g t h e d i f f e r e n t r a t e s t h a t we d e s c r i b e d 

b e f o r e ? 

A. Yes. I r a n t h e s e n s i t i v i t i e s s i m i l a r 

t o t h e c o s t s e n s i t i v i t i e s r u n i n t h e Va l d e z #5. 

Q. The n e x t page, t h e summary o f r e s e r v o i r 

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

A. Yes, s i r . 

Q. L e t ' s t u r n now t o t h e f i r s t o f t h e 

economic i l l u s t r a t i o n s o f t h e case s t u d y r u n a t 

100 Mcf a day r a t e on t h e 225 w e l l . T h i s i s , i n 

f a c t , t h e same i l l u s t r a t i o n t h a t we j u s t t a l k e d 

a b o u t i n t h e V a l d e z 5, i s n ' t i t ? 

A. Yes. The c o s t s a s s o c i a t e d w i t h t h e 

p r o j e c t s a r e s i m i l a r , and t h e s e n s i t i v i t i e s t h a t 

I ' v e s u p p l i e d h e r e p r o v i d e a range o f i n i t i a l 

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

b o t h c a s e s . 
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Q. A l l r i g h t . L e t ' s t a k e t h i s , now, and 

a p p l y y o u r r a t e o f r e t u r n p e r c e n t a g e . T h a t was 

15 p e r c e n t . Does t h a t s t i l l w o r k i n t h i s w e l l ? 

A. Y e s, s i r , i t d o e s . 

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

w e l l s , i s i t n o t ? 

A. Yes. T h a t ' s o u r c u t o f f . 

Q. I f y o u f i n d on t h e Y a x i s 15 p e r c e n t , 

a n d r e a d h o r i z o n t a l l y o v e r , l e t ' s f i n d t h e r i g h t 

X a x i s v o l u m e o f r e c o v e r a b l e gas t h a t ' s 

a t t r i b u t a b l e t o t h e U n i t 225 w e l l . I t ' s a b o u t 

900? 

A. 9 4 6 . A p p r o x i m a t e l y 9 0 0 . 

Q. A l l r i g h t , 9 4 6 . Now, i f we t a k e t h a t 

a n d go up t o t h e 15 p e r c e n t r a t e o f r e t u r n , w h a t 

d o e s t h a t show y o u a b o u t t h e t h r e e o p t i o n s f o r 

d r i l l i n g t h i s w e l l ? 

A. T h a t we do n o t h a v e an e c o n o m i c c a s e 

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

a n d w e ' r e a l m o s t m a r g i n a l f o r t h e 15 p e r c e n t r a t e 

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

Q. So, i n e a c h e x a m p l e f o r t h e s e t w o 

c a s e s , t h e e c o n o m i c c o n c l u s i o n i s t h a t d o w n h o l e 

c o m m i n g l i n g i s t h e o n l y v i a b l e e c o n o m i c c h o i c e i n 

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

A. T h a t ' s e x a c t l y r i g h t . We w o u l d never 

c o m p l e t e t h e F r u i t l a n d Coal i n t h i s a r e a w i t h o u t 

a commingle i n t h i s s i t u a t i o n . 

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

e x a m i n a t i o n o f Mr. S h i p l e y . We move E x h i b i t s 8 

be i n t r o d u c e d a t t h i s t i m e i n b o t h cases. 

EXAMINER STOGNER: E x h i b i t 8, i n b o t h 

c a s e s , w i l l be a d m i t t e d a t t h i s t i m e . 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. Mr. S h i p l e y , t h e w i t n e s s p r i o r t o you 

made a s t a t e m e n t t h a t t h e s e a r e deeper P i c t u r e d 

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

economics t a k e n i n t o a c c o u n t ? I t seems l i k e t h e 

same f i g u r e s o r a s s u m p t i o n s were u t i l i z e d i n 

t h e s e p a r t i c u l a r cases as was i n t h e H u e r f a n o 

a r e a and t h e s e v e r a l p r e v i o u s ones p r i o r t o 

t h a t . 

A. C o u l d you e x p l a i n y o u r q u e s t i o n a g a i n ? 

Are you l o o k i n g a t t h e c o s t s a s s o c i a t e d w i t h 

d r i l l i n g a deeper w e l l o r — 

Q. I guess y o u ' r e n o t , so... 

MR. KELLAHIN: No, I t h i n k he 

m i s u n d e r s t o o d t h e q u e s t i o n . 
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FURTHER EXAMINATION 

BY MR. KELLAHIN: 

Q. What he wants t o know, has t h e c o s t or 

t h e a n a l y s i s been r i s k - a d j u s t e d w i t h r e g a r d t o 

de p t h ? because some o f t h e s e w e l l s a r e deeper 

t h a n o t h e r s . I s t h e r e any r i s k f a c t o r a p p l i e d t o 

t h e a n a l y s i s . 

A. The H u e r f a n o #549 c o s t s you saw were 

a s s o c i a t e d w i t h a s h a l l o w w e l l . That was a l s o 

g o i n g t o be p u t on c o m p r e s s i o n . These a r e deeper 

w e l l s , h i g h e r d r i l l i n g c o s t s , b u t we d o n ' t have 

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

based on t h e h i g h e r p r e s s u r e s t h a t we p l a n on 

s e e i n g i n t h e s e w e l l s . 

Q. So, does t h i s a n a l y s i s i n c l u d e t h o s e 

a d d i t i o n a l components, o r has i t l e f t t h o s e 

as i de ? 

A. L e t me have t h e q u e s t i o n a g a i n . 

Q. I guess I'm c o n f u s i n g you, K u r t . S c o t t 

Daves' p r e s e n t a t i o n was based upon an economic 

a n a l y s i s w h i c h we have used f o r t h e two cases 

b e f o r e Examiner S t o g n e r t o d a y ? 

A. E x a c t l y . 

Q. A l l r i g h t , we have n o t y e t a d j u s t e d , as 

I u n d e r s t a n d i t , and c o r r e c t me i f I'm wrong, t h e 
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a d d i t i o n a l components of h a v i n g t h e s e w e l l s be 

deeper t h a n S c o t t ' s w e l l . Have t h o s e f a c t o r s 

been c a l c u l a t e d i n t o t h e r i s k i n v o l v e d i n t h e 

w e l l , o r t h e economics? 

A. Oh, y e s , t h e y ' v e been c o n s i d e r e d when 

r u n n i n g t h e economics f o r t h e Va l d e z #5 and t h e 

#225. 

Q. A l l r i g h t . So we have f a c t o r e d i n 

t h o s e f o r t h e s e two s p e c i f i c c a s e s , so t h a t 

Examiner S t o g n e r i s w o r k i n g w i t h y o u r b e s t 

j udgment as t o what t h o s e a c t u a l c o s t s w i l l be 

f o r t h i s we 11? 

A. Yes. These c o s t s and r e s e r v e s a r e 

s p e c i f i c t o t h e V a l d e z #5 and t h e 225 h e r e . 

Q. And S c o t t has t a k e n t h e same 

m e t h o d o l o g y , t h e n , and t u n e d i t f o r h i s w e l l ? 

A. Yes. The m e t h o d o l o g y f o r S c o t t ' s was 

s i m i l a r t o t h e m e t h o d o l o g y used i n my economic 

a n a l y s i s. 

MR. KELLAHIN: A l l r i g h t . 

FURTHER EXAMINATION 

BY EXAMINER STOGNER: 

Q. What i s M e r i d i a n ' s g o a l on t r e a t i n g and 

c o m p l e t i n g t h e s e p a r t i c u l a r w e l l s ? W i l l t h e y be 

f r a c t u r e s t i m u l a t e d , and a t what p o i n t w i l l t h e y 
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be f r a c t u r e d ? W i l l t h e y be f r a c t u r e d t o g e t h e r , 

o r s e p a r a t e l y ? 

A. They w i l l be f r a c t u r e d i n d i v i d u a l l y a n d 

t e s t e d i n d i v i d u a l l y . The way we i n t e n d t o do 

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

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

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

We w i l l t h e n t e s t t h e w e l l , r e c e i v e a 

b o t t o m h o l e p r e s s u r e s u r v e y on t h e P i c t u r e d 

C l i f f s f o r m a t i o n , w e ' l l s e t a b r i d g e p l u g , 

i s o l a t e t h e P i c t u r e d C l i f f s , a n d t h e n f r a c t u r e -

s t i m u l a t e a n d c o m p l e t e t h e F r u i t l a n d C o a l , t e s t 

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

s u r v e y f o r t h e P i c t u r e d C l i f f s f o r m a t i o n . 

When we deem t h a t a l l o f t h e s e - - t h a t we 

h a v e an a c c u r a t e t e s t on b o t h f o r m a t i o n s , t h e n 

w e ' l l p r o v i d e w i t h t h e c o m m i n g l i n g . 

EXAMINER STOGNER: Okay. I h a v e no 

o t h e r q u e s t i o n s o f Mr. S h i p l e y . 

MR. KELLAHIN: T h a t c o n c l u d e s o u r 

p r e s e n t a t i o n , Mr. S t o g n e r . 

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

MR. KELLAHIN: No, s i r . 

EXAMINER STOGNER: Does a n y b o d y e l s e 

h a v e a n y t h i n g f u r t h e r i n e i t h e r Case 10745 o r 
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1 0754? 

I f n o t , b o t h o f t h e s e cases w i l l be 

t a k e n under a d v i s e m e n t . 

L e t ' s t a k e a 1 5 - m i n u t e r e c e s s . 

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

I do hereoy ce-lif • that the foregoing is 
a compls.e r ecord of the apoceedings in 
the Examiner hearing ot̂ Lase Nar. 
heard by me o* J / / 7 J J £ / 19£3 

Examiner 
OII Conservation Division 
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