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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

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

CONSIDERING: ) CASE NO. 10801 

APPLICATION OF MERRION OIL & GAS CORPORATION 

REPORTER'S TRANSCRIPT OF PROCEEDINGS 

EXAMINER HEARING 

BEFORE: M i c h a e l E. S t o g n e r , H e a r i n g Examiner 

A u g u s t 26, 1993 

Santa Fe, New Mexico 

T h i s m a t t e r came on f o r h e a r i n g b e f o r e t h e 

O i l C o n s e r v a t i o n D i v i s i o n on A u g u s t 26, 1993, a t 

Morgan H a l l , S t a t e Land O f f i c e B u i l d i n g , 310 O l d Santa 

Fe T r a i l , Santa Fe, New M e x i c o , b e f o r e Deborah O'Bine, 

RPR, C e r t i f i e d C o u r t R e p o r t e r No. 63, f o r t h e S t a t e o f 

New M e x i c o . 
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I N D E X 

Au g u s t 26, 1993 
Examiner H e a r i n g 
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A P P E A R A N C E S 

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

FOR THE APPLICANT: TANSEY, ROSEBROUGH, GERDING 
& STROTHER, P.C. 

621 W. A r r i n g t o n 
F a r m i n g t o n , New Me x i c o 87499 
BY: TOMMY ROBERTS, ESQ. 

FOR THE OPPOSITION: KELLAHIN AND KELLAHIN 
117 N. Guadalupe 
Santa Fe, New Mexi c o 
BY: W. THOMAS KELLAHIN, ESQ 
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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 case, No. 10801. 

MR. STOVALL: The v e r y r o u t i n e a p p l i c a t i o n 

o f M e r r i o n O i l & Gas C o r p o r a t i o n f o r c o m p u l s o r y 

p o o l i n g , San Juan County, New M e x i c o . 

EXAMINER STOGNER: C a l l f o r a p p e a r a n c e s . 

MR. ROBERTS: Mr. Exami n e r , my name i s 

Tommy R o b e r t s . I'm w i t h t h e Tansey law f i r m i n 

F a r m i n g t o n , New M e x i c o , a p p e a r i n g on b e h a l f o f t h e 

A p p l i c a n t , M e r r i o n O i l & Gas C o r p o r a t i o n . I have two 

w i t n e s s e s t e s t i f y i n g . B o t h o f them have a l r e a d y been 

sworn. 

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

Are t h e r e any o t h e r a p p e a r a n c e s ? 

MR. KELLAHIN: Mr. Exa m i n e r , p l e a s e , I am 

Tom K e l l a h i n o f t h e Santa Fe law f i r m o f K e l l a h i n and 

K e l l a h i n . I'm a p p e a r i n g t o b e h a l f o f t h e Markham 

i n t e r e s t s , s p e c i f i c a l l y R o d e r i c k A l l e n Markham and h i s 

s i s t e r , Manon Markham M c M u l l e n . 

EXAMINER STOGNER: Any o t h e r a p p e a r a n c e s ? 

MR. ROBERTS: C a l l C r y s t a l W i l l i a m s . 

CRYSTAL WILLIAMS, 

t h e w i t n e s s h e r e i n , a f t e r h a v i n g been f i r s t d u l y sworn 

upon h e r 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 
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BY MR. ROBERTS: 

Q. Would you s t a t e y o u r name and y o u r p l a c e o f 

r e s i d e n c e f o r t h e r e c o r d ? 

A. C r y s t a l W i l l i a m s . I r e s i d e i n F a r m i n g t o n , 

New M e x i c o . 

MR. ROBERTS: Mr. Examiner, r a t h e r t h a n go 

t h r o u g h t h e l i n e o f q u e s t i o n i n g t h a t I went t h r o u g h 

p r e v i o u s l y i n Case 10800 r e g a r d i n g employment and 

q u a l i f i c a t i o n s , I ' d j u s t ask t h a t you 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 i s w i t n e s s ' s t e s t i m o n y i n 

Case No. 10800 r e g a r d i n g p r i o r employment and h e r 

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

EXAMINER STOGNER: Mr. K e l l a h i n , I b e l i e v e 

you were i n t h e room when Miss W i l l i a m s was 

q u a l i f i e d . Do you have any o b j e c t i o n s o r q u e s t i o n s ? 

MR. KELLAHIN: No o b j e c t i o n . 

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

Q. (BY MR. ROBERTS) Ms. W i l l i a m s , w o u l d you 

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

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

t o t h e base o f t h e F r u i t l a n d Sand F o r m a t i o n i n 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 22, 30 N o r t h , Range 12 

West. 

Q. Mrs. W i l l i a m s , i s t h e p r o p o s e d l o c a t i o n f o r 

t h e r e c o m p l e t i o n a s t a n d a r d gas w e l l l o c a t i o n ? 
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A. Yes, i t i s . 

Q. And what has p r e c i p i t a t e d t h i s a p p l i c a t i o n 

f o r f o r c e d - p o o l i n g ? 

A. A n o n c o m m i t t e d i n t e r e s t o f Markham. 

Q. Does i t r e s u l t f r o m y o u r d e s i r e , M e r r i o n 

O i l & Gas C o r p o r a t i o n s ' s d e s i r e , t o r e c o m p l e t e an 

e x i s t i n g w e l l b o r e i n a s h a l l o w e r zone? 

A. Yes. 

Q. I n what f o r m a t i o n was t h e w e l l o r i g i n a l l y 

c o m p l e t e d ? 

A. I t was c o m p l e t e d i n t h e Mesaverde i n 1961. 

Q. What i s t h e c u r r e n t s t a t u s o f t h a t 

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

A. I t was d e p l e t e d , and t h e r e f o r e we went up 

ov e r t h e F r u i t l a n d Sand. 

Q. And t h e Mesaverde d i d p l u g back? 

A. Yes, i t has. 

Q. The r e c o m p l e t i o n o b j e c t i v e was t h e 

F r u i t l a n d Sand. And what i s c u r r e n t s t a t u s o f t h e 

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

A. The r e c o m p l e t i o n i s c o m p l e t e and was 

p r o d u c e d f o r one month p u r s u a n t t o a p p r o v a l o f t h e 

OCD, and i t ' s c u r r e n t l y s h u t i n p e n d i n g t h e r e s u l t s o f 

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

Q. Was t h a t w e l l f r a c ' d ? 
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A. I be 1 i e v e so. 

Q. Are you s u r e o f t h a t ? 

A. No, s i r . 

MR. STOVALL: Mr. Sharpe can p r o b a b l y --

MR. ROBERTS: W e ' l l have Mr. Sharpe a d d r e s s 

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

Q. (BY MR. ROBERTS) Ms. W i l l i a m s , when was 

t h e w e l l p l u g g e d back and p e r f o r a t e d ? When was t h i s 

o p e r a t i o n u n d e r t a k e n ? 

A. I n June o f -- I'm s o r r y , May o f 1993. 

Q. I want you t o r e f e r t o y o u r E x h i b i t No. 1 

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

A. E x h i b i t No. 1 i s an a r e a map o f t h e San 

Juan B a s i n , i n p a r t i c u l a r , t h e K i r t l a n d / F r u i t l a n d 

o u t c r o p . H i g h l i g h t e d i n r e d i s t h e t o w n s h i p and ra n g e 

o f — t h e t o w n s h i p o f where t h e Osborn 1 i s l o c a t e d . 

Q. What i s t h e g e n e r a l p u r p o s e o f t h i s 

p a r t i c u l a r e x h i b i t ? 

A. J u s t t o show a g e n e r a l a r e a o f where t h e 

w e l l a c t u a l l y i s . 

Q. Now, r e f e r t o what's been marked as E x h i b i t 

No. 2 and i d e n t i f y t h a t e x h i b i t ? 

A. T h i s i s a Lease Owne r s h i p P l a t o f t h e 

Osborn, w e l l f o o t a g e s o f 790 f e e t f r o m t h e s o u t h l i n e , 

900 f e e t f r o m t h e west l i n e , s h o w i n g t h e u n c o m m i t t e d 
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i n t e r e s t s and l e a s e s i n v o l v e d i n C r o s s h a t c h . 

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

F r u i t l a n d Sand c o m p l e t i o n d e p i c t e d on t h i s e x h i b i t ? 

A. Yes, i t i s . 

Q. How i s i t d e p i c t e d ? 

A. W i t h t h e d o t t e d l i n e o f t h e s o u t h w e s t 

q u a r t e r b e i n g 160 a c r e s . 

Q. I s t h e l o c a t i o n o f t h e Osborn No. 1 W e l l 

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

A. Yes, i t i s . I t ' s t h e r e i n t h e s o u t h w e s t o f 

t h e s o u t h w e s t . 

Q. I s i t marked by a b l a c k d o t ? 

A. Yes, i t i s . 

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

we're d e a l i n g w i t h t h a t c o m p r i s e t h i s p a r t i c u l a r 

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

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

a r e f e e l e a s e s and a r e n o t e d w i t h i n t h e q u a r t e r 

s e c t i o n . 

Q. Have a l l l e a s e h o l d o p e r a t i n g r i g h t s 

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

p r o p o s e d s p a c i n g u n i t , p r o r a t i o n u n i t , been c o m m i t t e d 

t o t h e u n i t ? 

A. No, t h e y have n o t . 

Q. Would you i d e n t i f y t h e u n c o m m i t t e d i n t e r e s t 
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owners? 

A. S t a t e d near t h e b o t t o m i s t h e name o f Jack 

and Mary Markham w h i c h has 25 p e r c e n t w o r k i n g i n t e r e s t 

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

4.25 p e r c e n t w o r k i n g i n t e r e s t i n t h e u n i t . 

Q. Mrs. W i l l i a m s , i s i t t r u e t h a t t h e r e i s no 

o p e r a t i n g agreement t o w h i c h t h e Markhams a r e a p a r t y 

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

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

Q. I ' d l i k e f o r you t o r e f e r n e x t t o what you 

have marked as E x h i b i t No. 3 and i d e n t i f y t h a t 

e x h i b i t . 

A. E x h i b i t 3 i s c o r r e s p o n d e n c e between M e r r i o n 

O i l & Gas and Rod Markham, a s e r i e s o f e i g h t l e t t e r s , 

t h e f i r s t b e i n g a l e t t e r d a t e d A u g u s t 1 8 t h o f '93 

where we s e n t a copy o f t h e r e c e n t AFE t o Mr. Markham, 

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

Q. A r e t h e s e t h e AFE and t h e o p e r a t i n g 

agreement t h a t Mr. Sharpe w i l l a d d r e s s i n h i s 

t e s t imony? 

A. Yes, t h e y a r e . 

Q. Okay. C o n t i n u e on. 

A. The second l e t t e r n o t e d was d a t e d A u g u s t 

16, '93, w i t h a l e t t e r t h a t we r e c e i v e d f r o m Mr. 

Markham r e q u e s t i n g t h o s e changes t h a t were made t o t h e 
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o p e r a t i n g a g reement. 

The n e x t l e t t e r i s d a t e d A u g u s t 1 3 t h o f '93 

where we s e n t t h e i n i t i a l p r o p o s e d o p e r a t i n g 

a g r e e m e n t . 

Q. L e t me summarize h e r e q u i c k l y and t e l l me 

i f what I say i s a c c u r a t e . On A u g u s t 13, you s e n t a 

p r o p o s e d o p e r a t i n g agreement. S u b s e q u e n t l y , Mr. 

Markham r e s p o n d e d , p r o p o s i n g some changes t o t h e 

o p e r a t i n g agreement? 

A. C o r r e c t . 

Q. You t h e n f o l l o w e d up w i t h a r e v i s e d 

o p e r a t i n g agreement? 

A. Yes. 

Q. Okay. C o n t i n u e on. 

A. The f o u r t h l e t t e r was d a t e d J u l y 2nd o f 

'93. I n a c t u a l i t y , I t h i n k i t was meant t o be d a t e d 

A u g u s t 2nd, a m i s t a k e I r e a l i z e d a t t h e t i m e t h a t he 

r e c e i v e d t h e l e t t e r , where he s t a t e d t h a t t h e w e l l b o r e 

v a l u e t h a t we were s u g g e s t i n g was u n f a i r and s u g g e s t e d 

t h a t we go t o a f o r c e d - p o o l h e a r i n g . 

The f i f t h l e t t e r was f a x e d and m a i l e d J u l y 

2 6 t h o f '93, r e s p o n d i n g t o Mr. Markham's l e t t e r o f 

J u l y 1 7 t h , r e q u e s t i n g a n e t r e v e n u e o f 75 p e r c e n t 

i n s t e a d o f 70 p e r c e n t n e t r e v e n u e and r e s t a t i n g o u r 

p o s i t i o n c o n c e r n i n g t h e w e l l b o r e v a l u e . 
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Q. T h i s p a r t i c u l a r i t e m o f c o r r e s p o n d e n c e , was 

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

A. A t t h a t p o i n t i n t i m e , i t was a d d r e s s i n g 

t h e n e t r e v e n u e t h a t was c o u n t e r o f f e r e d . 

Q. Under t h e t e r m s o f t h e f a r m o u t ? 

A. Under t h e t e r m s o f t h e f a r m o u t a g r e e m e n t , 

yes . 

Q. Okay. C o n t i n u e on. 

A. The s i x t h l e t t e r was d a t e d J u l y 1 7 t h , w h i c h 

Rod Markham had s e n t , s t a t i n g t h a t Mr. Herd and Mr. 

C h r i s t m a n n , who a l s o owned a w o r k i n g i n t e r e s t i n t h i s 

a r e a , w i s h e d t o f a r m o u t t h e i r i n t e r e s t a t t h e 70 

p e r c e n t n e t r e v e n u e , and Mr. Markham s t i l l w a n t e d t o 

p a r t i c i p a t e a t t h a t t i m e i f we w o u l d f o r e g o t h e 

w e l l b o r e v a l u e . 

The s e v e n t h l e t t e r was d a t e d J u l y 9 t h o f 

'93 w h e r e i n M e r r i o n O i l & Gas r e s p o n d e d t o Mr. 

Markham's l e t t e r o f June 2 6 t h , where he r e q u e s t e d 

a d d i t i o n a l d a t a on t h e Osborn w e l l . 

The e i g h t h l e t t e r i s t h e June 22nd o f '93 

l e t t e r r e q u e s t i n g a f a r m o u t o f Mr. Markham's i n t e r e s t 

o r p a r t i c i p a t i o n i n t h e r e c o m p l e t i o n o f t h e Osborn 

we 1 1 . 

Q. I b e l i e v e one i t e m o f c o r r e s p o n d e n c e h e r e 

i n d i c a t e s t h a t a t t a c h e d w i t h t h a t c o r r e s p o n d e n c e i s a 
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p r o p o s e d f a r m o u t agreement and an AFE? 

A. C o r r e c t . 

Q. T h a t p a r t i c u l a r AFE, I b e l i e v e , i n d i c a t e s a 

t o t a l r e c o m p l e t i o n c o s t o f a p p r o x i m a t e l y $18,000? 

A. C o r r e c t . 

Q. I b e l i e v e you've e a r l i e r t e s t i f i e d t h a t a 

more r e c e n t AFE has been s e n t t o Mr. Markham? 

A. Yes. 

Q. Why was t h e o r i g i n a l AFE f o r $18,000 s e n t 

t o Mr. Markham? 

A. A t t h e t i m e i t was s e n t , i t was an i n - h o u s e 

AFE, and i t was n o t e d t h a t i f he d e c i d e d t o 

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

a d d i t i o n t o a $57,000 w e l l b o r e v a l u e . 

Q. You've i n d i c a t e d t h a t t h i s c o r r e s p o n d e n c e 

had been w i t h Rod Markham and t h e c o r r e s p o n d e n c e 

e v i d e n c e s t h a t f a c t , y e t E x h i b i t 2, on E x h i b i t 2 

you've i n d i c a t e d t h a t t h e owner o f t h i s p a r t i c u l a r 

u n c o m m i t t e d i n t e r e s t i s Jack and Mary Markham. Can 

you e x p l a i n why you have been c o r r e s p o n d i n g w i t h Rod 

Markham? 

A. When t h e t i t l e e v a l u a t i o n was done, i t was 

shown t h a t Jack and Mary Markham owned t h e w o r k i n g 

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

owned t h e w o r k i n g i n t e r e s t i n t h i s a r e a , I was a d v i s e d 
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i n p a r t i c u l a r by Mr. C h r i s t m a n n t h a t Rod Markham was 

h a n d l i n g t h e e s t a t e o r t h e i r a f f a i r s . And when I 

spoke w i t h Mr. Markham, he s t a t e d t h a t he and h i s 

s i s t e r d i d own t h e i n t e r e s t . And f r o m t h a t p o i n t on 

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

Q. Have you had any v e r b a l c o m m u n i c a t i o n s w i t h 

Mr. Markham? 

A. Yes, I have. 

Q. What w o u l d be t h e g e n e r a l n a t u r e o f t h o s e 

commun i c a t i o n s ? 

A. J u s t e x p r e s s i n g t h a t he d i d n o t f e e l t h a t 

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

v a l u e , and he d i d agr e e t o p a r t i c i p a t e i n t h e 

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

Q. So a t a l l t i m e s he has i n d i c a t e d a 

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

c o s t s c o u l d be r e s o l v e d ? 

A. C o r r e c t . 

Q. I s t h a t t h e c u r r e n t s t a t u s o f y o u r 

n e g o t i a t i o n s w i t h Mr. Markham? 

A. Yes, i t i s . 

MR. STOVALL: P r o b a b l y n o t t r u e . I t h i n k 

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

Mr. Markham. 

Q. (BY MR. ROBERTS) Now, t h e c o r r e s p o n d e n c e , 

C T J M B R E C 0 U R T REPORTING 
P.O. BOX 9262 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1 

22 

23 

24 

14 

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

w i t h Mr. Markham o c c u r r e d a f t e r t h e p l u g g i n g back o f 

t h e Mesaverde f o r m a t i o n ? 

A. Yes. 

Q. And t h e p e r f o r a t i o n o f t h e F r u i t l a n d Sand. 

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

r e c o m p l e t i o n o p e r a t i o n was i n i t i a t e d ? 

A. When t h i s w e l l was o r i g i n a l l y c o m p l e t e d i n 

t h e Mesaverde, Jay G r e g o r y M e r r i o n and R o b e r t L. 

B a y l e s s owned 100 p e r c e n t o f t h e 320. I t was presumed 

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

t h e 160 t h a t we w o u l d s t i l l own t h e 50/50 o r 100 

p e r c e n t w o r k i n g i n t e r e s t . 

Q. B a s i c a l l y , an i n t e r n a l e r r o r i n a s s e s s i n g 

o w n e r s h i p ? 

A. C o r r e c t . 

Q. P l e a s e r e f e r t o what you have marked as 

y o u r E x h i b i t No. 4 and i d e n t i f y t h a t e x h i b i t . 

A. E x h i b i t No. 4 i s a l e t t e r d a t e d A u g u s t 3 t o 

Mr. Markham n o t i f y i n g him o f t h e f o r c e d - p o o l i n g 

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

Q. Was t h a t l e t t e r s e n t c e r t i f i e d w i t h a 

r e t u r n r e c e i p t r e q u e s t e d ? 

A. Yes, i t was. 

Q. Do you have e v i d e n c e i n t h e f o r m o f t h a t 
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r e t u r n r e c e i p t t h a t Mr. Markham i n d e e d - r e c e i v e d t h a t 

c o m m u n i c a t i o n ? 

A. Yes, I do. T h a t w o u l d be page 3 o f t h e 

s a i d e x h i b i t . 

Q. I n y o u r o p i n i o n , have t h e n o t i c e 

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

s a t i s f i e d ? 

A. Yes, t h e y have. 

Q. Were E x h i b i t s No. 1 t h r o u g h 4 p r e p a r e d by 

you o r a t y o u r d i r e c t i o n and un d e r y o u r s u p e r v i s i o n ? 

A. Yes, t h e y were. 

MR. ROBERTS: Mr. Exami n e r , I w o u l d move 

t h e a d m i s s i o n o f E x h i b i t Nos. 1 t h r o u g h 4. 

EXAMINER STOGNER: Are t h e r e any 

o b j e c t i o n s ? 

MR. KELLAHIN: No o b j e c t i o n s . 

EXAMINER STOGNER: E x h i b i t s 1 t h r o u g h 4 

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. ROBERTS: I have no o t h e r q u e s t i o n s f o r 

t h i s w i t n e s s . 

EXAMINER STOGNER: Thank y o u , Mr. R o b e r t s . 

Mr. K e l l a h i n , y o u r w i t n e s s . 

MR. STOVALL: I have one j u s t t o c l e a r 

t h i n g s up so I u n d e r s t a n d . 

EXAMINATION 

CUMBRE COURT REPORTING 
P.O. BOX 9262 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

2 2 

23 

24 

25 

16 

BY MR. STOVALL: 

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

because i t ' s s p l i t v e r t i c a l l y , t h e Markhams own 

s h a l l o w and n o t deep; i s t h a t c o r r e c t ? 

A. R i g h t . 

EXAMINATION 

BY MR. KELLAHIN: 

Q. I ' d l i k e t o go t h r o u g h t h e c h r o n o l o g y w i t h 

you so t h a t I have a c l e a r u n d e r s t a n d i n g o f t h e 

sequence. What do y o u r r e c o r d s show as t o be t h e 

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

w e l l ? 

A. The c o m p l e t i o n d a t e t h a t I was g i v e n was 

May o f 19 9 3. 

Q. T h a t i s f o r t h e r e c o m p l e t i o n ? 

A. Yes, s i r . 

Q. I d i d n ' t make m y s e l f c l e a r . The w e l l was 

o r i g i n a l l y d r i l l e d as a Mesaverde w e l l ? 

A. C o r r e c t . 

Q. What i s t h e v i n t a g e o f t h a t w e l l b o r e ? 

A. I t was d r i l l e d i n 1961 by J. Glenn T u r n e r . 

Q. I'm s o r r y , who was t h e o p e r a t o r ? 

A. J. Glenn T u r n e r . 

Q. J. Glenn T u r n e r was t h e o p e r a t o r . D i d 

M e r r i o n O i l & Gas Company have any i n t e r e s t i n t h e 
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w e l l b o r e a t t h e t i m e i t was d r i l l e d ? 

A. No, s i r . 

Q. Do y o u r r e c o r d s r e f l e c t what t h e t o t a l c o s t 

o f t h a t w e l l was when i t was d r i l l e d i n '61? 

A. No, s i r . 

Q. Do y o u r r e c o r d s r e f l e c t w h e t h e r o r n o t i t 

p r o d u c e d o u t o f any o t h e r f o r m a t i o n o t h e r t h a n t h e 

Mesaverde? 

A. Not t h a t I'm aware o f . 

Q. The w e l l was i n i t i a l l y d r i l l e d , c o m p l e t e d , 

and p r o d u c e d o u t o f t h e Mesaverde? 

A. I t ' s my u n d e r s t a n d i n g t h a t i s t h e case. 

Q. Does y o u r c h r o n o l o g y show how l o n g t h a t 

w e l l p r o d u c e d o u t o f t h e Mesaverde? 

A. No, s i r . 

Q. Do you know what t h e t o t a l u l t i m a t e 

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

t h e Mesaverde? 

A. No, s i r . T h a t i s n o t an a r e a t h a t I am 

f a m i l i a r w i t h . 

Q. When d i d M e r r i o n O i l & Gas C o r p o r a t i o n 

a c q u i r e t h i s w e l l ? 

A. I b e l i e v e t h e i r a c q u i s i t i o n s t a r t e d i n 

a r o u n d 1976. 

Q. You a c q u i r e d i t as a p r o d u c i n g w e l l ? 
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A. C o r r e c t . 

Q. And i t was s t i l l p r o d u c i n g a t t h a t t i m e i n 

t h e Mesaverde? 

A. T h a t I do n o t know what t h e s t a t u s o f t h e 

w e l l b o r e was. 

Q. A t t h e t i m e i t was a c q u i r e d , do y o u r 

r e c o r d s r e f l e c t any v a l u e as t o t h e w e l l b o r e i n '76? 

A. I do n o t know, s i r . 

Q. The r e c o m p l e t i o n a t t e m p t i n t o t h e F r u i t l a n d 

C o a l was -- i s i t c o m p l e t e d now? I s t h a t work 

a c c o m p l i s h e d ? 

A. The r e c o m p l e t i o n o f t h e F r u i t l a n d Sand, 

y e s , i s c o m p l e t e d . 

Q. Yes, ma'am. What was t h e d a t e o f t h a t 

e f f o r t ? Do you know when i t s t a r t e d and when t h e 

e f f o r t was a c c o m p l i s h e d ? 

A. I d o n ' t know t h e e x a c t d a t e . The d a t e I 

show i s May o f '93. 

Q. May o f '93, w h i c h w o u l d show what? 

A. I s when i t was c o m p l e t e d . 

Q. T h a t ' s t h e w o r k o v e r a t t e m p t t h a t p u t s you 

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

A. C o r r e c t . 

Q. Was t h e work t h e n a c c o m p l i s h e d b e f o r e y o u r 

i n i t i a l c o n t a c t s and p r o p o s a l s t o Markham? 
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A. C o r r e c t . 

Q. Your i n i t i a l l e t t e r t o Markham t h e n i s t h e 

June 22, '93, l e t t e r ? 

A. Yes, s i r . 

Q. A t t a c h e d t o t h a t l e t t e r i s t h e AFE f o r t h e 

$18,120? 

A. Yes, s i r . 

Q. Do you have a n y t h i n g t o do w i t h t h e 

i t e m i z a t i o n o f t h o s e c o s t s ? 

A. No, s i r . 

Q. I s t h a t s o m e t h i n g Mr. Sharpe w o u l d be 

i n v o l v e d i n ? 

A. Yes, s i r . 

Q. Were you i n v o l v e d i n -- I guess t h e r e a r e 

two l e t t e r s h e r e , i f I f o l l o w t h e c h r o n o l o g y . T h e r e ' s 

t h e i n i t i a l l e t t e r o f June 22 t o Mr. Markham. I t ' s 

t h e v e r y l a s t i n t h e package, E x h i b i t No. 3. 

A. Yes. 

Q. T h a t l e t t e r has t h e r e c o m p l e t i o n AFE 

a t t a c h e d t o i t ? 

A. Yes. 

Q. J u s t ahead o f t h a t i s a n o t h e r l e t t e r w i t h 

t h e same d a t e ? 

A. R i g h t . T h i s l e t t e r c l a r i f i e s what t h e 

s i t u a t i o n i s t h a t a t t a c h e d o r e n c l o s e d , r a t h e r , i s t h e 
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f a r m o u t agreement w h i c h i s a l s o d a t e d June 22nd a l o n g 

w i t h t h e AFE f o r $18,000 w h i c h s t a t e s i n t h e l e t t e r 

what we presume t h e w e l l b o r e v a l u e t o be s i n c e t h a t 

c o s t was n o t on t h a t i n i t i a l AFE. 

Q. D i d you p a r t i c i p a t e i n g e n e r a t i n g t h e 

$57,000 number? 

A. No, s i r . 

Q. The n e x t c o r r e s p o n d e n c e t a k e s us i n t o J u l y 

and t h e n on -- t h e r e ' s Mr. Markham's l e t t e r o f J u l y 

2nd, b u t t h a t ' s a m i s t a k e , i t s h o u l d have been A u g u s t 

2nd? 

A. Yes, s i r , I b e l i e v e so f o r t h e f a c t t h a t 

he's a g r e e i n g t o t h e f o r c e d - p o o l i n g h e a r i n g . 

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

a p p l i c a t i o n was t r a n s m i t t e d t o t h e D i v i s i o n ? I 

b e l i e v e I saw --

A. J u l y 2 6 t h . 

Q. To t h e 

A. W a i t a m i n u t e . L e t ' s see. 

Q. Bear w i t h me a second. 

A. E x h i b i t 4, Au g u s t 3 r d i s where we n o t i f i e d 

Mr. Markham. And our a c t u a l l e t t e r t o M i c h a e l S t o g n e r 

was A u g u s t 2nd. 

Q. T h a t ' s y o u r E x h i b i t No. 4? 

A. Yes. 
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Q. Look w i t h me i n t h e body o f t h e c o n t e x t o f 

E x h i b i t 4 i n t h a t l e t t e r . I f y o u ' l l l o o k down, I 

guess t h e second t o l a s t s e n t e n c e , and p i c k i t up 

where i t s a y s , " M e r r i o n O i l & Gas C o r p o r a t i o n r e q u e s t s 

t h a t such o r d e r d e s i g n a t e s M e r r i o n O i l & Gas 

C o r p o r a t i o n as t h e o p e r a t o r o f t h e p r o p o s e d 

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

A. Yes. 

Q. ..."and t h a t i t p r o v i d e f o r t h e r e c o v e r y by 

t h e j o i n i n g w o r k i n g i n t e r e s t owners o f t h e c o s t s o f 

r e c o m p l e t i n g , e q u i p p i n g and o p e r a t i n g t h e w e l l " ; do 

you see t h a t ? 

A. Yes. 

Q. Do you have a r e a s o n t h a t you d i d n ' t 

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

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

A. No, s i r . T h i s l e t t e r was c o m p l e t e d by our 

a t t o r n e y . I , i n t u r n , p r e s e n t t h e same e x a c t t h i n g t o 

t h e OCD. 

MR. KELLAHIN: Thank y o u , Mr. Examiner. 

EXAMINER STOGNER: Thank y o u , Mr. K e l l a h i n . 

MR. ROBERTS: I have n o t h i n g f u r t h e r . 

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

MR. STOVALL: I d o n ' t t h i n k so. We're 

g o i n g t o have t h e s i m i l a r p r o b l e m i n t h i s one. 
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EXAMINER STOGNER: I f t h e r e a r e no 

q u e s t i o n s , M i s s W i l l i a m s may be e x c u s e d . 

Mr. R o b e r t s ? 

MR. ROBERTS: C a l l Mr. Sharpe. 

EXAMINER STOGNER: L e t t h e r e c o r d show t h a t 

Mr. Sharpe has been p r e v i o u s l y q u a l i f i e d and sworn 

u n d e r o a t h a t t h a t t i m e i n Case 10800. 

Mr. K e l l a h i n , I ' d ask you a t t h i s t i m e i f 

you have any o b j e c t i o n s o r any q u e s t i o n s o f t h i s 

w i t n e s s ? 

MR. KELLAHIN: No, s i r , no o b j e c t i o n . 

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

GEORGE SHARPE, 

t h e w i t n e s s h e r e i n , a f t e r 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. ROBERTS: 

Q. Mr. Sharpe, w o u l d you b r i e f l y summarize t h e 

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

w e l l b o r e ? 

A. The w e l l has p r o d u c e d a c u m u l a t i v e o f 

a p p r o x i m a t e l y 2 Bcf o f gas and a s m a l l amount o f 

a s s o c i a t e d l i q u i d s . 

Q. Ms. W i l l i a m s t e s t i f i e d t h a t t h i s p a r t i c u l a r 

w e l l was a c q u i r e d by M e r r i o n O i l & Gas, p u r c h a s e d by 
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M e r r i o n O i l & Gas i n 1976. Are you f a m i l i a r w i t h any 

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

A. I am n o t . 

Q. And y o u ' r e n o t f a m i l i a r w i t h any mechanism 

by w h i c h t h e v a l u e o f t h a t a c q u i s i t i o n was d e t e r m i n e d ? 

A. I am n o t . 

Q. Why d i d M e r r i o n O i l & Gas e l e c t t o 

r e c o m p l e t e t h i s w e l l b o r e i n t h e F r u i t l a n d Sand r a t h e r 

t h a n t o d r i l l a new one? 

A. We e l e c t e d t o r e c o m p l e t e i t f o r a number o f 

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

r e c o m p l e t i o n i s cheaper t h a n d r i l l i n g a new w e l l 

because we a r e u t i l i z i n g e x i s t i n g w e l l b o r e and t h e 

v a l u e o f t h a t e x i s t i n g w e l l b o r e . 

The second r e a s o n i s t h a t i t e l i m i n a t e d t h e 

d r i l l i n g r i s k s , t h e f a c t t h a t i n d r i l l i n g a new w e l l , 

t h e r e ' s a l w a y s t h e p o s s i b i l i t y o f l o s i n g t h e h o l e o r 

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

And t h e t h i r d r e a s o n , i t e l i m i n a t e s t h e 

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

t a r g e t sand, w o u l d be t h e r e . I n t h i s w e l l b o r e , t h o s e 

r i s k s were e l i m i n a t e d . We knew i t was t h e r e . 

Q. I want you t o t u r n t o what you have marked 

as E x h i b i t No. 5 and ask you t o i d e n t i f y t h a t 

e x h i b i t . 
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A. T h a t e x h i b i t i s an A u t h o r i t y For 

E x p e n d i t u r e , an AFE, t o d r i l l and c o m p l e t e t h e Osborn 

No. 1 as i f i t were a new w e l l i n t h e F r u i t l a n d Sand 

a t a d e p t h o f 1400 f e e t . I t was p r e p a r e d by o u r 

o p e r a t i o n s manager, St e v e Dunn, and I ' v e had 

c o n v e r s a t i o n s w i t h S t e v e c o n c e r n i n g t h e numbers, and 

I'm f a m i l i a r w i t h how i t was d e r i v e d . 

Q. What i s t h e t o t a l e s t i m a t e d c o s t o f t h i s 

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

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

c o m p l e t i n g a new w e l l , w h i c h i s what t h i s AFE 

r e p r e s e n t s , i s $85,990. We have b r o k e n t h a t up i n t o 

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

W e l l b o r e C o s t s , what i t w o u l d c o s t t o d r i l l and s e t 

c a s i n g a t a d e p t h o f 1400 f e e t , u s i n g 4-1/2 i n c h 

c a s i n g . And t h a t c o s t t o t a l s $45,935. 

The second i t e m i s t h e v a l u e u s i n g used 

e q u i p m e n t v a l u e s , a p p r o x i m a t e l y 60 p e r c e n t o f new, o f 

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

p r o d u c e t h e F r u i t l a n d Sand. 

And t h e t h i r d i t e m i s t h e c o m p l e t i o n c o s t s 

w h i c h r e p r e s e n t s t h e a c t u a l i n c r e m e n t a l c o s t s t o R.L. 

B a y l e s s and J. Gr e g o r y M e r r i o n as owners i n t h e w e l l 

t o go t h r o u g h w i t h t h e r e c o m p l e t i o n as we c u r r e n t l y 

p l a n . 
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Q. Are t h e v a l u e s t h a t you use f o r t h e 

e x i s t i n g e q u i p m e n t based on used e q u i p m e n t v a l u e s ? 

A. A g a i n , y e s , t h e y a r e . T h e y ' r e based on 

a p p r o x i m a t e l y 60 p e r c e n t o f new. 

Q. W i t h r e s p e c t t o sunk w e l l b o r e c o s t s and t h e 

c a s i n g i t e m s , i s t h a t v a l u a t i o n based on used p i p e ? 

A. Th a t i s my u n d e r s t a n d i n g i s , a g a i n , i t i s 

based on used, 60 p e r c e n t o f new c o s t . 

Q. What p o r t i o n o f t h e c o m p l e t i o n c o s t s , t h o s e 

numbers un d e r t h e c a t e g o r y e n t i t l e d C o m p l e t i o n C o s t s , 

have been expended t o d a y ? 

A. A p p r o x i m a t e l y $12,000 has been expended t o 

d a t e . The $31,540 i n i t e m No. 3 c o m p l e t i o n c o s t s 

w o u l d compare t o t h e $18,000 AFE t h a t was i n i t i a l l y 

s u b m i t t e d t o Markham i n June o f '92 o r '93. 

Q. And t h e r e ' s an i t e m h e r e f o r s t i m u l a t i o n . 

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

t i m e ? 

A. The s t i m u l a t i o n c o s t has n o t been i n c u r r e d 

and i n d e e d i s t h e m a j o r d i f f e r e n c e f o r t h e i n c r e a s e 

f r o m $18,000 t o o u r c u r r e n t e s t i m a t e o f $31,540. We 

now know what t h e w e l l w i l l p r o d u c e u n s t i m u l a t e d , and 

we f e e l t h a t i t does need a s t i m u l a t i o n j o b t o 

a d e q u a t e l y p r o d u c e a t c o m m e r c i a l r a t e s . 

Q. What was t h e p u r p o s e f o r f o r m a t t i n g t h i s 
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A u t h o r i t y For E x p e n d i t u r e i n t h e manner w h i c h i t i s 

f o r m a t t e d w i t h t h e t h r e e s u b c a t e g o r i e s o f c o s t s ? 

A. The m a j o r p u r p o s e f o r f o r m a t t i n g l i k e t h i s 

because i t i s f e l t t h a t t h e s e t h r e e i t e m s w i l l a l l be 

v i e w e d s e p a r a t e l y when t h e Examiner a t t e m p t s t o 

d e t e r m i n e w h e t h e r o r n o t we s h o u l d r e c o v e r t h e s e 

i t e m s . C e r t a i n l y we s h o u l d be a l l o w e d t o r e c o v e r any 

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

n o t be c o n t e s t e d . 

Second, t h e e x i s t i n g e q u i p m e n t , a g a i n , i t 

i s f e l t t h a t a l t h o u g h M e r r i o n has used t h a t e q u i p m e n t 

f o r some t i m e , i t does have s a l v a g e a b l e v a l u e . I t i s 

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

s e l l r i g h t now. And i t i s f e l t t h a t we — any new 

owner i n t h a t e q u i p m e n t s h o u l d have t o pay f o r i t a t 

e x i s t i n g v a l u e . 

And t h e sunk w e l l b o r e c o s t s a r e i t e m i z e d 

o u t because, a g a i n , M e r r i o n f e e l s l i k e t h e y a r e 

b r i n g i n g t h e w e l l b o r e t o t h e t a b l e a t v a l u e and t h a t 

we s h o u l d be — any new owner i n t h a t w e l l b o r e s h o u l d 

have t o buy i n t o i t a t t h e v a l u e t h a t i t b r i n g s t o t h e 

o p e r a t i o n . 

Q. What i s t h e s i g n i f i c a n c e o f t h e A u t h o r i t y 

For E x p e n d i t u r e w h i c h t o t a l e d $18,000, and how d i d 

t h a t AFE come t o be communicated t o Mr. Markham? 
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A. A g a i n , a t t h e t i m e t h a t M e r r i o n O i l & Gas 

u n d e r t o o k t h e s e o p e r a t i o n s , o u r i m p r e s s i o n was t h a t we 

owned o r t h a t o u r w o r k i n g i n t e r e s t owners owned 100 

p e r c e n t o f t h e w e l l . T h a t was an i n t e r n a l AFE t o 

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

were n o t s u r e how t h e w e l l w o u l d p e r f o r m and d i d n o t 

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

$18,000. 

They were s e n t t o Mr. Markham i n a l e t t e r 

s t a t i n g t h a t t h e s e i n c r e m e n t a l c o s t s w o u l d have t o be 

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

$57,000. 

The w e l l b o r e v a l u e o f $57,000 i s s l i g h t l y 

g r e a t e r t h a n t h e sum o f i t e m No. 1 on t h i s AFE, t h e 

sunk w e l l b o r e c o s t s o f a p p r o x i m a t e l y $46,000, and t h e 

e x i s t i n g e q u i p m e n t c o s t o f a p p r o x i m a t e l y $9,000, t h o s e 

t o t a l s l i g h t l y l e s s t h a n o u r i n i t i a l q u o t e o f $57,000 

w e l l b o r e c o s t s . 

Q. Are t h e r e any c o n t i n g e n c i e s b u i l t i n t o t h i s 

A u t h o r i t y For E x p e n d i t u r e w h i c h has been most r e c e n t l y 

d e l i v e r e d t o Mr. Markham? 

A. There w o u l d be some c o n t i n g e n c y b u i l t i n t o 

t h e c o m p l e t i o n c o s t s and t h e f u t u r e c o s t s based on t h e 

r i s k s o f what we s t i l l have t o spend. T h e r e a r e no 

c o n t i n g e n c i e s b u i l t i n t o t h e sunk w e l l b o r e c o s t s , and 
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t h e r e a r e c e r t a i n l y no c o n t i n g e n c i e s i n t h e e x i s t i n g 

e q u i p m e n t c o s t . 

MR. STOVALL: J u s t f o r c l a r i f i c a t i o n , l e t 

me make s u r e I u n d e r s t a n d what you mean when you say 

t h e r e a r e c o n t i n g e n c i e s b u i l t i n , Mr. Sharpe. A r e you 

s a y i n g by t h a t t h a t some o f t h e s e c o s t s a r e -- l e t me 

back up. The c a t e g o r y 1 and 2 c o s t s a r e known f i x e d 

c o s t s . You know what t h e y a r e . T h e r e ' s no q u e s t i o n ; 

r i g h t ? 

THE WITNESS: T h a t i s c o r r e c t . T h e r e i s 

n o t t h e p o s s i b i l i t y t h a t we w o u l d have c o m p l i c a t i o n s 

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

t h a t w o u l d n o r m a l l y be i n c l u d e d i n an AFE. 

MR. STOVALL: And i n No. 3 when y o u ' r e 

s a y i n g c o n t i n g e n c i e s , what y o u ' r e r e a l l y s a y i n g i s 

t h e y a r e -- i n some o f t h e s e i t e m s on t h i s a r e 

e s t i m a t e s o f c o s t , and t h e y may --

THE WITNESS: They a r e e s t i m a t e s o f c o s t 

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

chance t h a t we w i l l have some u n f o r e s e e n p r o b l e m s . 

MR. STOVALL: I u n d e r s t a n d t h e n t h e way 

you've e x p r e s s e d i t now. Thank y o u . 

Q. (BY MR. ROBERTS) Mr. Sharpe, i n y o u r 

o p i n i o n , a r e t h e s e c o s t s r e p r e s e n t e d on t h e A u t h o r i t y 

For E x p e n d i t u r e r e a s o n a b l e g i v e n t h e n a t u r e o f t h e 
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o p e r a t i o n and t h e n a t u r e o f y o u r r e q u e s t i n t h i s case? 

A. Yes, t h e y a r e . 

Q. L e t me have you t u r n t o wh a t ' s been marked 

as A p p l i c a n t ' s E x h i b i t No. 6 and ask t o you i d e n t i f y 

t h a t e x h i b i t . 

A. T h a t e x h i b i t i s a w e l l b o r e s c h e m a t i c o f t h e 

Osborn No. 1 i n i t s c u r r e n t s t a t e . I t d e p i c t s t h e 

w e l l c o m p l e t e d w i t h 7 - i n c h c a s i n g . I t was s e t a t a 

d e p t h o f 3,332 f e e t . There i s a p l u g o v e r t h e open 

h o l e . The open h o l e s e c t i o n was t h e Mesaverde. 

A g a i n , a p l u g was s e t above t h a t . 

I t shows t h e F r u i t l a n d Sand f o r m a t i o n w i t h 

t h e p e r f o r a t i o n s f r o m 1,311 t o 1,330 f e e t . I t a l s o 

shows 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 w h i c h a r e a t a d e p t h f r o m 1,622 t o 1,670 

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

w e l l b o r e . 

I t shows t h a t t h e f u t u r e t a r g e t s , as w e l l 

as t h e F r u i t l a n d Sand, b o t h have cement b e h i n d p i p e , 

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

i t , b u t t h e w e l l b o r e i s i n good m e c h a n i c a l c o n d i t i o n . 

Q. When you say t h e w e l l b o r e i s i n good 

m e c h a n i c a l c o n d i t i o n , a r e you r e f e r r i n g t o t h e cement 

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

A. I'm r e f e r r i n g t o t h e cement b e h i n d p i p e 

CUMBRE COURT REPORTING 
P.O. BOX 9262 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

2 0 

21 

22 

2 3 

24 

25 

30 

b e h i n d t h e t a r g e t zones, as w e l l as t h e c a s i n g 

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

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

p r e s s u r e t e s t . 

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

w i t h i n t h i s w e l l b o r e as r e c o m p l e t e d i n t h e F r u i t l a n d 

C o a l zone and t h e P i c t u r e d C l i f f s zone. What 

p o t e n t i a l v a l u e does t h a t have t o t h e w o r k i n g i n t e r e s t 

owners? 

A. T h a t has s i g n i f i c a n t p o t e n t i a l v a l u e t o t h e 

w o r k i n g i n t e r e s t owners. A new w e l l d r i l l e d j u s t t o 

t h e F r u i t l a n d Sand w o u l d c e r t a i n l y n o t p e n e t r a t e t h e 

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

t h o s e zones w o u l d n o t be a v a i l a b l e , c e r t a i n l y n o t f o r 

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

Markhams. And b o t h o f t h o s e zones have p r o d u c t i o n i n 

t h e a r e a and a r e p o s s i b l e r e c o m p l e t i o n t a r g e t s . 

I n a d d i t i o n , t h i s w e l l b o r e has 7 - i n c h 

c a s i n g i n i t . The AFE c o s t o f $45,935 assumes t h a t 

any new w e l l we w o u l d d r i l l w o u l d r u n 4-1/2 i n c h 

p r o d u c t i o n c a s i n g . 

Q. I n y o u r o p i n i o n , why i s i t a p p r o p r i a t e t o 

i n c l u d e sunk w e l l b o r e c o s t s and c o s t s o f e x i s t i n g 

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

o p e r a t i o n ? 
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A. There a r e a number o f r e a s o n s . The f i r s t 

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

and M e r r i o n w o u l d be r e q u i r e d t o d r i l l a new w e l l a t 

a p p r o x i m a t e l y t h e c o s t s t h a t have been shown on o u r 

AFE . 

The p o o l e d p a r t i e s a r e a b l e t o buy i n t o o u r 

w e l l b o r e w i t h no d r i l l i n g r i s k s t h a t m i g h t cause t h e 

c o s t t o be h i g h e r and no g e o l o g i c r i s k s t h a t t h e 

t a r g e t f o r m a t i o n w o u l d n o t be t h e r e . I n d r i l l i n g a 

new w e l l , you w o u l d have b o t h t h o s e r i s k s s t i l l f a c i n g 

y o u . So t h e y ' r e a b l e t o buy a t a base case s c e n a r i o . 

I n a d d i t i o n , because o f t h e r e a s o n s I spoke 

o f w i t h t h e PC and F r u i t l a n d Coal p o r t i o n and t h e 7 

i n c h v e r s u s t h e 4-1/2 i n c h c a s i n g , t h e y a r e a b l e t o 

buy a w e l l b o r e t h a t a c t u a l l y has g r e a t e r v a l u e t h a n a 

new w e l l b o r e w o u l d , d r i l l i n g on a r i s k b a s i s . 

And, f i n a l l y , M e r r i o n owns t h e w e l l b o r e , 

and any o u t s i d e p a r t y t h a t w o u l d o b t a i n an o w n e r s h i p 

s h o u l d have t o buy i n a t t h e e x i s t i n g m a r k e t v a l u e . 

The f a c t t h a t o u r w e l l b o r e may have been p a i d o u t and 

may have been w r i t t e n o f f o u r books i s i r r e l e v a n t t o 

t h e f a c t t h a t t h e y s h o u l d have t o buy i n a t t h e v a l u e 

o f t h a t w e l l b o r e t o them. 

For i n s t a n c e , a g a i n , i f we owned a company 

t r u c k w i t h 100,000 m i l e s on i t , we w o u l d n ' t be 
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r e q u i r e d t o g i v e t h a t t r u c k away j u s t because we had 

f u l l y d e p r e c i a t e d i t and w r i t t e n i t o f f t h e books. We 

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

v a l u e t h a t t r u c k w o u l d r e p r e s e n t t o them. 

Q. Would you t u r n t o what you've marked as 

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

A. E x h i b i t 7 i s a s k e t c h o f a l l t h e F a r m i n g t o n 

Sand p r o d u c e r s i n t h e Township o f 30 N o r t h , 12 West. 

The Osborn w e l l i s shown i n t h e s o u t h w e s t o f t h e 

s o u t h w e s t o f S e c t i o n 22. There a r e e i g h t o t h e r w e l l s 

d e p i c t e d on t h i s s c h e m a t i c . And n e x t t o each o f t h o s e 

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

Sand f r o m t h o s e w e l l s . 

The i t e m t o be p o i n t e d o u t , we f e e l t h a t 

somewhere i n excess o f 100, and we p r o j e c t 

a p p r o x i m a t e l y 200 m i l l i o n c u b i c f e e t , t o be t h e 

r e s e r v e s f o r t h i s w e l l f o r an economic v e n t u r e . 

C e r t a i n l y t h e r e a r e w e l l s i n t h e a r e a t h a t have 

p r o d u c e d i n excess o f 200 m i l l i o n c u b i c f e e t ; however, 

t h e t wo w e l l s c l o s e s t t o our w e l l b o r e a r e f a r , f a r 

l e s s t h a n t h a t economic c r i t e r i a ; t h e r e f o r e , t h e r e ' s a 

s i g n i f i c a n t r i s k . 

Even t h o u g h we know t h a t o u r w e l l b o r e o r 

our w e l l i s c o m p l e t e d and t h e F r u i t l a n d Sand i s 

p r o d u c i n g gas, t h e r e ' s s i g n i f i c a n t r i s k t h a t t h e 
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r e s e r v e volume w i l l n o t be t h e r e i n o u r w e l l t o 

j u s t i f y an economic v e n t u r e . 

Q. When w i l l you make a d e t e r m i n a t i o n , a 

company d e c i s i o n w i t h r e s p e c t t o t h e r e s e r v e volume 

and w h e t h e r t h a t i s s u f f i c i e n t t o j u s t i f y c o n t i n u e d 

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

A. A g a i n , we have a v o l u m e t r i c e s t i m a t e under 

w h i c h we've made t h e e x p e n d i t u r e s t o d a t e . However, 

t h a t i s o n l y an e s t i m a t e . I t w i l l r e q u i r e a c e r t a i n 

amount o f p r o d u c t i o n h i s t o r y and p r e s s u r e h i s t o r y t o 

j u s t i f y t h e f a c t t h a t i n d e e d we a r e i n t a p w i t h t h e 

volume o f r e s e r v o i r t h a t we assumed i n o u r 

v o l u m e t r i e s . 

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

t e s t e d a t 35 t o 40 Mcf a day f o r a m o n t h - l o n g t e s t . 

I t i s c u r r e n t l y s h u t i n . Upon o b t a i n i n g a 

c o m m u n i t i z a t i o n agreement and an a p p r o v e d C-104 f r o m 

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

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

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

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

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

i n c r e a s e t h e r a t e s t o what we f e e l w o u l d be more 

commercia1 . 

Q. A t i t s c u r r e n t r a t e o f p r o d u c t i o n o f 35 t o 
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40 Mcf a day, do you c o n s i d e r t h a t t o be c o m m e r c i a l l y 

p r o d u c t i v e ? 

A. I t i s m a r g i n a l l y c o m m e r c i a l i n t h e f a c t 

t h a t i t pays f o r t h e o p e r a t i n g expense, b u t i t i s n o t 

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

i n v e s t m e n t . I t i s a r a t e t h a t i f s u s t a i n e d w o u l d 

s u g g e s t some r e s e r v o i r volume. I f i t i s n o t 

s u s t a i n e d , i f i t d e c l i n e s v e r y q u i c k l y , we w o u l d 

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

w i l l f r a c t u r e s t i m u l a t e t h e w e l l . 

Q. And, i n y o u r o p i n i o n , i s t h e r e a f u t u r e 

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

A. A b s o l u t e l y . The w e l l m i g h t be s u s t a i n e d 

f o r s e v e r a l months, and we may expend t h e moneys 

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

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

may n o t p e r f o r m a f t e r t h e s t i m u l a t i o n j o b as 

p r e d i c t e d . 

Q. Do you p r o p o s e t h a t a r i s k f a c t o r be 

c h a r g e d a g a i n s t an i n t e r e s t owner who does n o t 

v o l u n t a r i l y j o i n i n i n t h i s r e c o m p l e t i o n o p e r a t i o n ? 

A. We w o u l d p r o p o s e t h a t t h e s t a n d a r d 200 

p e r c e n t r i s k f a c t o r be a p p l i e d t o t h e i t e m No. 3, 

w h i c h i s t h e c o m p l e t i o n c o s t s i n o u r AFE, i n E x h i b i t 

No. 5, $31,540 o r w h a t e v e r t h e a c t u a l c o s t s a r e t h a t 
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a r e expended t h r o u g h t h e c o m p l e t i o n e f f o r t . 

Q. Why w o u l d you n o t p r o p o s e t h a t t h i s r i s k 

f a c t o r be a t t a c h e d t o t h e sunk w e l l b o r e c o s t s and t h e 

e x i s t i n g e q u i p m e n t c o s t s ? 

A. The r e a s o n i t s h o u l d n ' t be a t t a c h e d t o t h e 

e x i s t i n g e q u i p m e n t c o s t s i s because i f t h e s t i m u l a t i o n 

does n o t work o r i f we do n o t have t h e r e s e r v e s , t h e n 

M e r r i o n can t u r n a r o u n d and s e l l t h a t e q u i p m e n t f o r 

t h e v a l u e s t a t e d o r use t h a t e q u i p m e n t e l s e w h e r e a t 

t h e v a l u e s t a t e d on t h e AFE. 

The r e a s o n we have n o t asked f o r t h e r i s k 

t o be a p p l i e d t o t h e sunk w e l l b o r e c o s t s i s because 

t h o s e w e l l b o r e c o s t s , t h e v a l u e o f t h e w e l l b o r e i s 

based on, t o some e x t e n t , t h e v a l u e o f t h e F a r m i n g t o n 

Sand. I f t h e F a r m i n g t o n Sand has no v a l u e , t h e n t h e 

w e l l b o r e has l i m i t e d v a l u e . 

I n a d d i t i o n , t h o s e a r e sunk c o s t s t o 

M e r r i o n O i l & Gas. They a r e n ' t r i s k c o s t s t h a t we're 

t a k i n g f r o m h e r e i n t h e f u t u r e . And we f e e l i t w o u l d 

be u n r e a s o n a b l e t o e x p e c t t o r e c e i v e r i s k on t h o s e 

c o s t s . 

Q. Now, r e f e r t o what has been marked as 

E x h i b i t No. 8. Would you i d e n t i f y t h a t e x h i b i t ? 

A. E x h i b i t 8 i s an AAPL f o r m , model f o r m 

o p e r a t i n g agreement d a t e d A u g u s t 1 , 1993, t h a t was 
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s u b m i t t e d t o t h e Markham p a r t y . I t i s t h e o p e r a t i n g 

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

s u b j e c t we11. 

Q. I s t h i s t h e o p e r a t i n g agreement t h a t 

c o n t a i n s t h e r e v i s i o n s t h a t were made i n r e s p o n s e t o 

t h e r e q u e s t o f Mr. Markham? 

A. I t i s my u n d e r s t a n d i n g t h a t i t i s , y e s . 

Q. Who do you p r o p o s e t o a c t as o p e r a t o r w i t h 

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

A. M e r r i o n O i l & Gas C o r p o r a t i o n w i l l be t h e 

o p e r a t o r . 

Q. Do you p r o p o s e t h e assessment o f t h e 

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

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

A. We w o u l d p r o p o s e s u p e r v i s o r y c h a r g e s f o r 

t h e d r i l l i n g and r e c o m p l e t i o n s t a g e s a t $4,000 p e r 

month p r o r a t e d on a d a i l y b a s i s , and f o r t h e 

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

r a t e o f $342 p e r month. 

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

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

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

A. Yes, t h e y a r e . 

Q. What i s t h e b a s i s f o r y o u r p r o p o s a l ? 

A. They a r e based on an E r n s t & Young s u r v e y 
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o f o p e r a t o r r a t e s a c r o s s t h e U n i t e d S t a t e s and based 

on r a t e s t h a t a r e a p p l i c a b l e f o r t h i s t y p e o f a w e l l 

i n t h i s a r e a . 

Q. I n y o u r o p i n i o n , w i l l t h e g r a n t i n g o f t h i s 

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

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

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

A. Yes. 

Q. Were E x h i b i t Nos. 5 t h r o u g h 8 p r e p a r e d by 

you o r a t y o u r d i r e c t i o n and unde r y o u r s u p e r v i s i o n ? 

A. Yes. 

MR. ROBERTS: Mr. Ex a m i n e r , I ' d move t h e 

a d m i s s i o n o f E x h i b i t Nos. 5 t h r o u g h 8. 

EXAMINER STOGNER: Are t h e r e any 

o b j e c t i o n s ? 

MR. KELLAHIN: No o b j e c t i o n s . 

EXAMINER STOGNER: E x h i b i t s 5 t h r o u g h 8 

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 . 

MR. ROBERTS: I have no o t h e r q u e s t i o n s on 

D i r e c t . 

MR. STOVALL: Mr. Examiner, a t t h i s t i m e I 

w o u l d l i k e t o p o i n t o u t t h e t e s t i m o n y i n Case 10800 

was suspended a t t h e end o f D i r e c t E x a m i n a t i o n o f Mr. 

Sharpe because t h e i s s u e s i n t h a t c a s e , w h i c h was 

u n c o n t e s t e d , and t h e i s s u e s i n t h i s case a r e s i m i l a r . 
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B o t h i n v o l v e t h e r e c o m p l e t i o n o f a deeper w e l l t o a 

s h a l l o w e r h o r i z o n and t h e f o r c e d - p o o l i n g o f i n t e r e s t s 

i n t h a t h o r i z o n . 

By agreement o f t h e p a r t i e s , as t h a t r e c o r d 

w i l l r e f l e c t , a g r e e d t o c r o s s - e x a m i n e i n t h i s case 

where t h e r e i s an a d v e r s a r i a l p a r t y . And t h e 

c r o s s - e x a m i n a t i o n f r o m t h i s p o i n t f o r w a r d , t h e r e c o r d 

w i l l be b u i l t f o r b o t h 10800 and 10801. 

EXAMINER STOGNER: Thank y o u , Mr. S t o v a l l . 

W i t h t h a t i n mind --

MR. ROBERTS: Mr. S t o v a l l , p o i n t o f 

c l a r i f i c a t i o n , Mr. K e l l a h i n i s i n v o l v e d i n Case 10801. 

MR. STOVALL: I'm g l a d you b r o u g h t t h a t up. 

MR. ROBERTS: So w i t h r e s p e c t t o h i s 

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

10801, as I u n d e r s t a n d i t . Any q u e s t i o n s t h a t you may 

have and t h e Examiner may have w o u l d p e r t a i n t o b o t h 

c a s e s . 

MR. STOVALL: L e t ' s c l e a r t h a t up. Mr. 

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

10801, and so you a r e t r u e e x c e p t f o r t h e f a c t t h a t he 

may ask some q u e s t i o n s we d o n ' t ask because he asked 

them. So i t ' s n o t e n t i r e l y easy, b u t he i s n o t 

c o n s i d e r e d an a d v e r s a r i a l p a r t y i n 10800, and he i s 

n o t r e p r e s e n t i n g anybody i n t h a t c ase. Thank you f o r 
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r e m i n d i n g me. I meant t o say t h a t . 

EXAMINER STOGNER: Mr. K e l l a h i n ? 

MR. KELLAHIN: Thank y o u , Mr. Examin e r . 

EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Sharpe, I may have m i s s p o k e a w h i l e ago 

when I t a l k e d t o Mis s W i l l i a m s a b o u t t h e 

c h a r a c t e r i z a t i o n o f t h e F r u i t l a n d . I may have c a l l e d 

i t t h e F r u i t l a n d Coal Gas p o o l . For t h e Osborn No. 1 

w e l l , y o u ' r e i n c o n v e n t i o n a l F r u i t l a n d Sand p o o l , a r e 

you n o t ? 

A. Yes, s i r . 

Q. For t h i s w e l l b o r e , what i s t h e p r o x i m i t y o f 

t h e F r u i t l a n d Sand r e s e r v o i r t o t h e c o a l gas 

r e s e r v o i r ? 

A. E x h i b i t 6 w o u l d show t h a t t h e F r u i t l a n d 

Sand t h a t we a r e p r o d u c i n g f r o m i s a t 1,311 t o 1,330 

f e e t o f d e p t h . The F r u i t l a n d C o a l i s t h e -- t h e main 

F r u i t l a n d C oal i s f r o m 1,622 t o 1,635 f e e t o f d e p t h . 

T here a r e F r u i t l a n d Coal s t r i n g e r s t h a t w o u l d be above 

t h a t main F r u i t l a n d Coal i n t e r v a l . 

Q. When I l o o k a t t h e AFE f r o m A p r i l o f '93, 

t h e $18,000 AFE, i f y o u ' l l l o o k a t t h a t w i t h me, i t 

was p a r t o f E x h i b i t No. 3? Do you have one o f t h o s e 

c o p i e s , Mr. Sharpe? 
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A. Yes, I do. 

Q. T h a t 18,000 number f o r t h e r e c o m p l e t i o n 

a t t e m p t was an e f f o r t i n t h e F r u i t l a n d Sand p o o l , was 

i t n o t ? 

A. Yes, i t was. 

Q. When I l o o k a t t h e I n t a n g i b l e s , i f y o u ' l l 

r e a d down, i t s a y s , No. 404, unde r I n t a n g i b l e s , 

S t i m u l a t i o n ; F r a c , A c i d , i t ' s $1,850? 

A. Yes, s i r . 

Q. Was t h a t s t i m u l a t i o n work c o n d u c t e d on t h e 

Osborn No. 1 W e l l ? 

A. The l i n e s t a t i n g S t i m u l a t i o n ; F r a c , A c i d i s 

a s t a n d a r d l i n e on o u r f o r m . The o n l y t h i n g t h a t was 

c o n t e m p l a t e d t h e r e was a p o s s i b l e breakdown a c i d j o b . 

MR. STOVALL: Mr. K e l l a h i n , i f y ou w o u l d 

hang on j u s t f o r one moment. 

MR. KELLAHIN: Yes, s i r . 

MR. STOVALL: I f o u n d my copy o f t h a t AFE, 

and I'm t r y i n g t o f i n d t h e Ex a m i n e r ' s copy. 

MR. KELLAHIN: I t s h o u l d be t h e second t o 

l a s t page o f E x h i b i t 3 under C o r r e s p o n d e n c e . 

MR. STOVALL: Okay. We h a v e n ' t g o t t e n 

t h e r e y e t . Okay, we're h e r e . 

Q. (BY MR. KELLAHIN) D i r e c t i n g y o u r a t t e n t i o n 

now t o e n t r y 404 where i t says S t i m u l a t i o n , 
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c o r r e s p o n d i n g l y , t h e r e was an e s t i m a t e d c o s t o f 1800 

bu c k s . F i r s t o f a l l , was t h a t money expended f o r t h a t 

p r o c e s s ? 

A. T h a t was n o t . 

Q. The Company S u p e r v i s i o n , t h e e n t r y j u s t 

above t h a t , 408, i s t h a t t h e same k i n d o f c h a r g e as 

y o u ' r e p r o p o s i n g when you r e q u e s t t h e o v e r h e a d 

s u p e r v i s i o n c o s t s under COPAS? 

A. T h a t i s n o t t h e same c h a r g e . T h a t 

r e p r e s e n t s o n - s i t e s u p e r v i s i o n . 

Q. O t h e r t h a n t h e s t i m u l a t i o n i t e m u n d e r t h a t 

AFE, a r e t h e r e any o t h e r i t e m s u n d e r I n t a n g i b l e s t h a t 

were n o t expended? 

A. We have s p e n t a p p r o x i m a t e l y $12,000 t o 

d a t e ; so o b v i o u s l y t h e r e were more t h a t were n o t 

expended. I w o u l d n o t know — 

Q. Do you know where t h e d i f f e r e n c e i s ? 

A. I t d i d n ' t t a k e f o u r d a y s . I t o n l y t o o k 

t h r e e so f a r . T h a t ' s one i t e m o f d i f f e r e n c e . 

We d i d n ' t have t o h a u l i n any o f t h e w a t e r 

u n d e r t r u c k i n g . I t e m 4 1 1 , you have some w a t e r - h a u l i n g 

c o s t s . So f a r we have n o t done a s t i m u l a t i o n ; so we 

d i d n ' t have t o h a u l any w a t e r i n f o r a s t i m u l a t i o n . 

R e n t a l & T o o l s o f $3,000, we a n t i c i p a t e d 

t h e p o s s i b i l i t y o f h a v i n g c a s i n g l e a k s . Once we 
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p l u g g e d back, we p r e s s u r e t e s t e d w i t h o u t c a s i n g l e a k s , 

and t h e r e f o r e d i d n o t have t o g e t a b r i d g e p l u g and 

p a c k e r and go h u n t down t h e l e a k s and a t t e m p t t o f i x 

them. 

Q. T h a t work was c o m p l e t e d ; t h e i n i t i a l 

p o t e n t i a l f l o w o f t h e w e l l was t a k e n ? 

A. Yes. 

Q. Was i t hooked i n t o a p i p e l i n e ? 

A. Yes. 

Q. How l o n g has i t been p r o d u c i n g i n t o a 

p i p e l i n e ? 

A. I t was a l l o w e d t o p r o d u c e f o r 30 days 

w i t h o u t a c o m m u n i t i z a t i o n a g reement, and we have s h u t 

i t i n . As o f J u l y 2 1 s t , i t has been s h u t i n , a w a i t i n g 

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

Q. Do you d e a l w i t h t h e me c h a n i c s o f t h e J o i n t 

O p e r a t i n g Agreement i n t e r m s o f g o i n g o u t t o i n t e r e s t 

o w ners, p e r h a p s n o t i n t h i s c ase, b u t i n s i m i l a r 

s i t u a t i o n s where you s u b m i t t o p a r t i e s o r p a r t n e r s an 

AFE; you do t h e work? 

A. I am i n v o l v e d i n i t , y e s . 

Q. Under t h i s example h e r e , w o u l d you n o t , 

h a v i n g c o m p l e t e d t h e work, w o u l d you n o t have t o 

re-AFE y o u r p a r t n e r s t o do t h e s t i m u l a t i o n p r o g r a m 

t h a t i s o u t l i n e d i n t h e $86,000 AFE? 
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A. We w o u l d w r i t e a s u p p l e m e n t t o t h i s AFE. 

And, y e s , we w o u l d send a s e p a r a t e p i e c e o f p a p e r 

a s k i n g f o r a d d i t i o n a l a p p r o v a l f o r a d d i t i o n a l 

e x p e n d i t u r e s . 

Q. And i t s t a r t s new c l o c k s and new d e c i s i o n s 

by t h o s e p a r t n e r s w i t h r e g a r d s t o t h e e x p e n d i t u r e f o r 

t h e s u p p l e m e n t a l AFE? 

A. I w o u l d assume so. I am n o t f a m i l i a r w i t h 

t h e o p e r a t i n g agreement t o t h a t e x t e n t , b u t I w o u l d 

assume so. 

A c t u a l l y , I w o u l d l i k e t o t a k e t h a t back. 

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

t h e scope o f e x i s t i n g w o r k , and t h a t work c o s t s more 

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

l i a b l e f o r a l l t h e c o s t s , n o t what was AFE'd. 

I n t h i s c ase, and unde r t h a t s c e n a r i o and 

a f t e r t h e f a c t AFE may be s u b m i t t e d m e r e l y f o r 

i n f o r m a t i o n a l p u r p o s e s , t e l l i n g them where t h e money 

was s p e n t . 

Q. I t ' s t h a t p o i n t I want t o d i s c u s s w i t h you 

now. Do you as an e n g i n e e r c o n s i d e r — 

A. No, I d o n ' t . 

Q. -- t h e s u b s e q u e n t s t i m u l a t i o n p r o g r a m f o r 

some $17,000 t o be a new p r o c e d u r e o r a c o n t i n u a t i o n 

o f t h e o r i g i n a l AFE? 
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A. I t w o u l d be o u t s i d e o f t h e scope o f t h e 

i n i t i a l w ork. 

Q. When we l o o k a t t h i s w e l l b o r e , t h e '61 

v i n t a g e w e l l b o r e , do you have any documents o r 

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

A. I have no documents. 

Q. I want t o t a l k t o you a b o u t y o u r '61 t r u c k 

t h a t you want my c l i e n t t o pay '93 p r i c e s f o r , Mr. 

Sharpe. The c o n c e p t you have h e r e i s you've t a k e n 

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

used e q u i p m e n t t h a t met t h e s t a n d a r d s o f t h e i n d u s t r y 

t o be used f o r a new d r i l l ? 

A. Yes, s i r . 

Q. Those c o s t s a r e i t e m i z e d u n d e r t h i s AFE, 

E x h i b i t 5, as e n t r y 1, Sunk W e l l b o r e Costs? 

A. Yes, s i r . 

Q. T h a t ' s t h e $86,000 number? 

A. No. T h a t w o u l d be t h e $45,935. 

Q. I m i s s p o k e . I t ' s t h e f o r t y - s i x o r 

f o r t y - f i v e n i n e . My q u e s t i o n i s , i n t h e 

c o m m u n i c a t i o n s we r e c e i v e d f r o m M i s s W i l l i a m s , she 

r e f e r r e d t o $57,000 as t h e w e l l b o r e i t e m . Where's t h e 

d i f f e r e n c e ? 

A. The m a j o r d i f f e r e n c e i s t h a t t h e $57,000 

a l s o i n c l u d e d e x i s t i n g e q u i p m e n t . So t h e y were 
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summing i t e m 1 and i t e m 2 on E x h i b i t 5. 

Th a t $57,000 was d e t e r m i n e d by J. G r e g o r y 

M e r r i o n , and I have no i d e a e x a c t l y how he went a b o u t 

i t . He may have j u s t p u l l e d t h a t o u t o f t h e a i r . 

S t e v e n Dunn went t h r o u g h a d e t a i l e d e n g i n e e r i n g 

a n a l y s i s t o v a l u e t h i s as such and --

Q. I d o n ' t want t o q u i b b l e o v e r t h e 

d i f f e r e n c e . I j u s t want t o u n d e r s t a n d what you were 

t h i n k i n g t h e $57,000 was. 

A. I t d i d i n c l u d e t h e w e l l b o r e and t h e 

e x i s t i n g e q u i p m e n t . 

Q. When we l o o k a t e x i s t i n g e q u i p m e n t , t h a t 

has a s a l v a g e v a l u e o r a m a r k e t p r i c e you t o l d me 

t h a t ' s e q u i v a l e n t t o t h e $8,500? 

A . Yes, s i r . 

Q. Have you been i n v o l v e d on b e h a l f o f y o u r 

company w i t h s e l l i n g w e l l b o r e s t h a t have been 

t e m p o r a r i l y abandoned i n c i r c u m s t a n c e s l i k e t h i s ? 

A. I have n o t been i n v o l v e d . 

Q. T h i s w e l l b o r e l a s t p r o d u c e d o u t o f t h e 

Mesaverde i n , w h a t , '87? 

A. Many y e a r s ago. 

Q. A f t e r i t g o t some 2 B c f o f gas o u t o f t h a t 

p o o l ? 

A . Yes. 
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Q. And i t ' s been i n a c t i v e f o r t h a t p e r i o d o f 

t i m e ? 

A. Yes, i t has. 

Q. Have y o u , o t h e r t h a n t r y i n g t o g e n e r a t e a 

p r i c e f o r t h a t w e l l b o r e by l o o k i n g a t what r e p l a c e m e n t 

c o s t w o u l d be, i f you w i l l , have you t r i e d t o f i g u r e 

o u t what t h a t w e l l b o r e v a l u e w o u l d be un d e r any o t h e r 

k i n d o f method? 

A. No. 

Q. D e s c r i b e f o r me t h e s t i m u l a t i o n c o s t h e r e 

on t h e AFE f o r t h e E x h i b i t No. 5, t h e $17,500 number. 

What's a n t i c i p a t e d t o be a c c o m p l i s h e d w i t h t h a t 

s t i m u l a t i o n ? 

A. We w o u l d f r a c t u r e s t i m u l a t e t h e w e l l and 

w o u l d hope t o i n c r e a s e t h e r a t e f r o m i t s c u r r e n t 35 t o 

40 Mcf a day t o i n excess o f 100 Mcf a day. 

Q. What k i n d o f t r e a t m e n t a r e you 

a n t i c i p a t i n g ? 

A. I do n o t know what S t e v e Dunn has i n mind 

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

be a v e r y m o d e r a t e s i z e f r a c j o b , maybe i n t h e 

n e i g h b o r h o o d o f 50,000 pounds o f sand. 

Q. Would t h a t be a f r a c t u r e j o b o r a 

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

t o communicate t h e F r u i t l a n d Sand p e r f o r a t i o n s w i t h 
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t h e c o a l gas p o o l ? 

A. H i g h l y u n l i k e l y . 

Q. Lead me t h r o u g h t h e r i s k components a g a i n , 

Mr. Sharpe. I b e l i e v e you t a l k e d a b o u t t h e 

e l i m i n a t i o n o f a g e o l o g i c r i s k . You've g o t a w e l l b o r e 

t h a t i n f a c t i s i n t h e F r u i t l a n d Sand r e s e r v o i r ? 

A. Yes. 

Q. And you have a w e l l b o r e p o s i t i o n where you 

s h o u l d have s u f f i c i e n t volume o r t h i c k n e s s o f t h e 

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

w e l l ? 

A. Yes. 

Q. The r e was e l i m i n a t i o n o f any m e c h a n i c a l 

r i s k w i t h t h i s w e l l b o r e ? 

A. Yes. 

Q. I t passed a l l m e c h a n i c a l i n t e g r i t y t e s t s , I 

assume, f o r u t i l i z i n g t h i s o l d w e l l b o r e ? 

A. Yes. 

Q. You r a n t h r o u g h a l l t h o s e p r o c e d u r e s , and 

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

A. Yes. 

Q. Am I c o r r e c t i n r e a d i n g t h e AFE, E x h i b i t 5, 

t h a t i f I t a k e o u t t h e s t i m u l a t i o n , t h e s e v e n t e e n 

f i v e , t h e n t h e numbers a r e a p p r o x i m a t e l y c o r r e c t on 

t h e $18,000? 
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A. T h e y ' r e i n t h e b a l l p a r k . T h e r e ' s s e v e r a l 

d i f f e r e n c e s . The r e n t a l t o o l s a r e d i f f e r e n t . A g a i n , 

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

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

d i f f e r e n c e . 

Q. I f o r g o t t h e number, y o u r v o l u m e t r i c 

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

what number? 

A. 200 m i l l i o n c u b i c f e e t . 

Q. Have you made any economic a s s e s s m e n t s o f 

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

t h o s e r e s e r v e s ? 

A. They have been made. 

Q. Can you g i v e me t h e b o t t o m l i n e number as 

t o what t h a t p r e s e n t v a l u e i s ? 

A. I say t h a t , and I do n o t -- okay, excuse 

me. I m i s s t a t e d t h e 200. I t was i n i t i a l l y e s t i m a t e d 

a t 250 m i l l i o n c u b i c f e e t . The 20 p e r c e n t d i s c o u n t e d 

f u t u r e v a l u e , 250 m i l l i o n c u b i c f e e t , w o u l d be 

$56,000, and an e s t i m a t e d I P o f 100 Mcf a day. 

MR. KELLAHIN: Thank y o u . I have no 

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

EXAMINER STOGNER: Thank you, Mr. 

K e l l a h i n . Mr. R o b e r t s , any f u r t h e r R e d i r e c t . 

MR. ROBERTS: Mr. Exami n e r , c o u l d I j u s t 
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t a k e a m i n u t e and c o n s u l t w i t h Mr. Sharpe. 

EXAMINER STOGNER: L e t ' s t a k e a 1 0 - m i n u t e 

r e c e s s . 

MR. ROBERTS: Okay. 

THE WITNESS: Can we make i t f i v e ? We've 

g o t a p l a n e t h a t l e a v e s a t 4:00. 

MR. ROBERTS: C o u l d we j u s t t a k e a m i n u t e 

and --

THE WITNESS: Would t h a t be p o s s i b l e ? 

EXAMINER STOGNER: W e ' l l t a k e a t e n - m i n u t e 

r e c e s s . 

THE WITNESS: Thanks. 

( T h e r e u p o n , a r e c e s s was t a k e n . ) 

EXAMINER STOGNER: Back on t h e r e c o r d . 

Mr. R o b e r t , any R e d i r e c t ? 

MR. ROBERTS: No, we have no q u e s t i o n s . 

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

MR. STOVALL: L e t me l o o k r e a l q u i c k and 

make s u r e . I d o n ' t have any q u e s t i o n s . 

EXAMINER STOGNER: W i t h t h a t , n e i t h e r do I . 

You may be ex c u s e d . 

EXAMINER STOGNER: Mr. K e l l a h i n , do you 

have a n y t h i n g ? 

MR. KELLAHIN: B r i e f c l o s i n g s t a t e m e n t , i f 

i t may be o f use. 
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EXAMINER STOGNER: Only you can d e t e r m i n e 

t h a t . 

MR. KELLAHIN: And I'm h a v i n g t r o u b l e , Mr. 

Exam i n e r . We have s e a r c h e d a l l o f o u r i n d e x e s , and I 

c a n n o t f i n d an example o f t h i s k i n d o f case t h a t h e l p s 

t o g u i d e you t o a s o l u t i o n . I was p e r h a p s as 

s u r p r i s e d as anybody t o see t h a t we have n o t d e a l t 

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

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

r e c o v e r e d some 2 Bcf o f gas, and s a t t h e r e on t h e 

s h e l f by t h e o p e r a t o r f o r a number o f y e a r s , and t h e n 

i s u t i l i z e d t o come back and r e c o m p l e t e i n t o a 

s h a l l o w e r zone. 

Set t h a t a s i d e f o r a moment, and t h e r e a r e 

some o f t h e b a s i c components o f t h e case t h a t we've 

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

c h r o n o l o g y . U n l i k e t h e c o a l gas case where t h e r e i s a 

t i m e c o n s t r a i n t t o g e t t h e i r r e c o m p l e t i o n w ork done by 

t h e end o f December, i n F r u i t l a n d Sand t h e r e was no 

r e a s o n t h a t M e r r i o n c o u l d n o t have f o u n d t h e Markhams, 

d e a l t w i t h them, and g i v e n them t h e o p p o r t u n i t y t o 

make e l e c t i o n s on r e c o m p l e t i o n s b e f o r e t h e work was 

done . 

T h i s Commission i n t h e L o u i s e Locke case 

a g a i n s t BHP d e c i d e d t h a t was a p r o b l e m f o r BHP h a v i n g 
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d r i l l e d t h e w e l l and done t h e work b e f o r e t h e y asked 

M i s s Locke t o j o i n , and t h e y d e n i e d t h e n t o t h e 

o p e r a t o r a n y t h i n g more t h a n a n o m i n a l p e n a l t y f o r 

r i s k , 10 p e r c e n t o r w h a t e v e r i t was. 

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

t h e s o l u t i o n h e r e , p a r t i c u l a r l y when Mr. Sharpe t e l l s 

you t h a t t h e o p e r a t o r has e l i m i n a t e d t h e r i s k o f 

f i n d i n g t h e r e s e r v o i r , he's e l i m i n a t e d t h e r i s k o f 

m e c h a n i c a l l y d r i l l i n g t h e w e l l , and I t h i n k he has 

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

t h e r e c o m p l e t i o n c o s t e n t i r e l y on h i s own l e d g e r . 

And so I w o u l d s u g g e s t t o you t h a t no r i s k 

f a c t o r p e n a l t y i s a p p r o p r i a t e i n t h i s case because o f 

t h e sequence t h a t were under c o n t r o l o f t h i s o p e r a t o r 

and t h e c h o i c e s t h a t t h e y made. 

H a v i n g s a i d t h a t , i t g e t s back t o t h e t o u g h 

q u e s t i o n . What do you do a b o u t an e x i s t i n g w e l l b o r e , 

and what v a l u e does i t have? My c l i e n t w o u l d a r g u e 

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

p r o j e c t s h o u l d s i m p l y be t h e a c t u a l c o s t s s p e n t i n 

r e l a t i o n t o t h a t $18,000 AFE, s i n c e t h a t was t h e 

e x p e n d i t u r e and t h a t ' s what he o u g h t t o s h a r e i n . 

I d o n ' t know i f t h a t r e p r e s e n t s an 

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

t h a t you c a n ' t a c c o u n t f o r . I t b o t h e r s me t o t a k e 
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s o m e t h i n g as o l d as '61 and t o say t h a t y ou can use 

c u r r e n t p r i c e s and i t ' s now w o r t h $50,000, $60,000, 

c e r t a i n l y n o t t o M e r r i o n b u t as a c o s t t o my c l i e n t . 

I t h i n k t h a t ' s e x c e s s i v e and p e r h a p s u n f a i r . 

Q u i t e f r a n k l y , I d o n ' t know what t o s u g g e s t 

t o you i n t e r m s o f a s o l u t i o n . T h e r e i s s i m p l y f o r 

o p p o r t u n i t y f o r us t o have a s i m i l a r example. 

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

a q u e s t i o n w h e t h e r a Ch e v r o n - Y a t e s case m i g h t p r o v i d e 

some g u i d a n c e . Mr. R o b e r t s and I have b o t h l o o k e d a t 

t h a t c ase. I t ' s O rder No. R-9093C. I t h i n k i t does 

n o t , and I ' l l t e l l you why I t h i n k t h a t o r d e r i s 

d i f f e r e n t . Y a t e s was d e a l i n g w i t h a new w e l l b o r e . 

They had d e c i d e d t o d r i l l t o t h e Bone S p r i n g s . 

Chevron had an i n t e r e s t i n t h e Bone S p r i n g s b u t , i f my 

r e c o l l e c t i o n s e r v e s me r i g h t , d e c i d e d n o t t o 

p a r t i c i p a t e i n t h e deeper zone. 

A f t e r t h e w e l l i s d r i l l e d , t h e n Y a t e s comes 

back and want s t o f o r c e - p o o l Chevron on t h e s h a l l o w e r 

zone, t h e San A n d r e s , and t h e r e was a q u e s t i o n o f how 

t o a l l o c a t e c o s t s on a new w e l l b o r e . I r e p r e s e n t e d 

Chevron i n t h a t c ase, and we u r g e d t h e e x a m i n e r and i n 

f a c t y o u , Mr. S t o g n e r , i s s u e d t h i s o r d e r . I t ' s 1990 

v i n t a g e , and maybe you've f o r g o t t e n i t . 

MR. STOVALL: Are you s u r e i t w a s n ' t Mr. 
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Morrow? 

MR. KELLAHIN: I d o n ' t know. I t ' s g o t Mr. 

S t o g n e r ' s name on i t . Anyway, what we had used f o r 

g u i d a n c e a t t h a t t i m e was a COPAS b u l l e t i n , w h i c h had 

a way t o d i v i d e t h e c o s t among m u l t i p l e zones, and 

t h e r e ' s a f o r m u l a t o do i t . I guess you c o u l d t a k e 

t h e c o s t s o f t h e Mesaverde w e l l and a l l o c a t e i t 

b etween F r u i t l a n d and Mesaverde, b u t t h a t begs t h e 

q u e s t i o n . I t ' s r e a l l y what do you do w i t h a w e l l b o r e 

t h a t ' s t h i s o l d and how do you p r i c e i t . 

I was h o p i n g Mr. Sharpe c o u l d t e l l u s . 

What does t h e i n d u s t r y do f o r t h e m s e l v e s when t h e y ' r e 

f i n d i n g a w e l l b o r e t h a t ' s t e m p o r a r i l y abandoned, 

a n o t h e r o p e r a t o r wants t o u t i l i z e i t , how do you v a l u e 

i t . He s a i d he h a d n ' t e x p e r i e n c e d i t b e f o r e and 

d i d n ' t know. I have n o t e x p e r i e n c e d i t b e f o r e , and I 

d o n ' t know e i t h e r . 

I w o u l d s u g g e s t t o you t h a t t h e $57,000 i s 

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

And i t i s more t h a n my c l i e n t o u g h t t o be r e q u i r e d t o 

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

We t h i n k t h a t u n d e r t h e c i r c u m s t a n c e s my 

c l i e n t has r e q u e s t e d and I w o u l d u r g e t o you t h e 

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

AFE and t h a t i t be a p p l i e d w i t h o u t a r i s k f a c t o r . 
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EXAMINER STOGNER: Thank y o u , Mr. 

K e l l a h i n . Mr. R o b e r t s . 

MR. ROBERTS: Mr. Examiner, I t h i n k Mr. 

K e l l a h i n has t o u c h e d upon an i s s u e . T h a t i s s u e i s any 

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

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

I t h i n k i t w o u l d be a p p a r e n t t h a t one p a r t y 

o r t h e o t h e r i s g o i n g t o r e c e i v e some s i g n i f i c a n t 

b e n e f i t h e r e , w h i c h e v e r o r w h a t e v e r d e c i s i o n you may 

make. I f t h e d e c i s i o n i s t o n o t h o l d Mr. Markham 

a c c o u n t a b l e f o r any p o r t i o n o f t h e e x i s t i n g w e l l b o r e 

f r o m t h e s u r f a c e t o t h e F r u i t l a n d Sand f o r m a t i o n , t h e n 

he has b e n e f i t e d s i g n i f i c a n t l y . He has e s s e n t i a l l y 

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

a w e l l b o r e w i t h o u t h a v i n g t o compensate f o r t h a t 

p a r t i c u l a r b e n e f i t . 

The b e n e f i t he r e a l i z e s i s t h e a b i l i t y t o 

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

And t h e o n l y way t h a t can o c c u r i s t h r o u g h 

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

Sand o r by d r i l l i n g a c o m p l e t e l y new w e l l b o r e . And i n 

t h i s case i t ' s t h e c o n t e n t i o n o f M e r r i o n O i l & Gas 

C o r p o r a t i o n t h a t t h e b e s t measure o f t h a t v a l u e w o u l d 

be t h e c o s t t o Mr. Markham o f p a r t i c i p a t i n g i n a new 

d r i l l o p e r a t i o n , what i t w o u l d c o s t t o d r i l l f r o m t h e 
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s u r f a c e t o t h e F r u i t l a n d Sand. 

We know o f no b e t t e r way t o v a l u e t h a t 

b e n e f i t t o him , b u t w i t h o u t t h a t r e c o m p l e t i o n o r 

w i t h o u t t h e d r i l l i n g o f a new w e l l b o r e , he d o e s n ' t 

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

i n t h e F r u i t l a n d Sand f o r m a t i o n . 

We t h i n k t h i s i s an e q u i t a b l e way t o 

a d d r e s s t h e c o n c e r n s . E s s e n t i a l l y what M e r r i o n O i l & 

Gas has i s o w n e r s h i p o f t h e w e l l b o r e . E s s e n t i a l l y 

what Markham w o u l d be o b t a i n i n g h e r e i s an i n t e r e s t i n 

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

w e l l b o r e . He o u g h t t o compensate M e r r i o n O i l & Gas 

f o r t h a t b e n e f i t d e r i v e d f r o m b u y i n g i n o r p a y i n g t h e 

b e n e f i t o f t h a t e x i s t i n g w e l l b o r e and e x i s t i n g 

e q u i p m e n t . 

I t h i n k t h e C h e v r o n - Y a t e s case may n o t 

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

c i r c u m s t a n c e s o f t h i s c a s e , b u t I t h i n k i t does one 

t h i n g . I t does i n d i c a t e t o you t h a t e q u i t i e s were 

c o n s i d e r e d i n t h a t c ase, and Chevron was s u b s e q u e n t l y 

o r d e r e d t o pay on some b a s i s i t s f a i r s h a r e o f t h e 

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

s u r f a c e t o t h e s h a l l o w e r o b j e c t i v e . And i f n o t h i n g 

e l s e , I t h i n k t h e r e ' s a p r e c e d e n t e s t a b l i s h e d by t h a t 

case t h a t may be r e l e v a n t i n t h i s case. 
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W i t h r e s p e c t t o t h e r i s k f a c t o r , M e r r i o n i s 

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

Mr. Sharpe's t e s t i m o n y has been t h a t a t i t s c u r r e n t 

r a t e o f p r o d u c t i o n based on one-month h i s t o r y , 40 Mcf 

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

He has t e s t i f i e d t h a t t h e y w o u l d l i k e t o 

p r o d u c e t h e w e l l f o r two o r t h r e e more months, 

d e t e r m i n e t h e volume o f t h e r e s e r v o i r , make a d e c i s i o n 

a t t h a t p o i n t what t o do. He has t e s t i f i e d t h a t i f 

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

i n d i c a t e t h a t t h e w e l l i s d e c l i n i n g , t h e y w i l l p l u g 

and abandon t h e w e l l . T h a t c o n s t i t u t e s a r i s k i n and 

o f i t s e l f . 

He has a l s o t e s t i f i e d t h a t i f t h e r a t e i s 

s t a b l e a t t h e end o f t h a t i n i t i a l two o r t h r e e months 

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

s t i m u l a t e . T h e y ' l l p e r f o r m a f r a c j o b . And he has 

t e s t i f i e d as t o t h e r i s k i n h e r e n t i n a f r a c t u r e 

o p e r a t i o n . 

So I t h i n k t h e r i s k t h a t M e r r i o n O i l & Gas 

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

r i s k t h a t has been assumed a l r e a d y by them i n what 

t h e y ' v e a c c o m p l i s h e d t o t h i s p o i n t . We t h i n k i t w o u l d 

be e q u i t a b l e t o a l l o c a t e a r i s k f a c t o r based on t h a t 

f u t u r e r i s k . 
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I ' d a l s o l i k e t o j u s t p o i n t o u t t h a t t h e y 

seek o n l y t h a t t h a t r i s k f a c t o r w o u l d be a l l o c a t e d t o 

t h e r e c o m p l e t i o n c o s t , n o t t o t h e sunk w e l l b o r e c o s t , 

what has been r e f e r r e d t o i n t h i s t e s t i m o n y as sunk 

w e l l b o r e c o s t and s u r f a c e e q u i p m e n t . 

We a p p r e c i a t e y o u r c o n s i d e r a t i o n . 

EXAMINER STOGNER: Thank y o u , Mr. R o b e r t s . 

A n y t h i n g f u r t h e r i n t h i s m a t t e r ? 

A n y t h i n g f u r t h e r i n t h e p r e v i o u s m a t t e r , 

10800? 

MR. STOVALL: Mr. Examiner, we do have 

some, a l i t t l e b i t o f a p r o c e d u r a l t h i n g . I t h i n k we 

can t a k e 10801 unde r a d v i s e m e n t a t t h i s t i m e . We've 

g o t t h e p r o b l e m o f making an o f f e r t o P h i l l i p s i n 

10800. 

Mr. R o b e r t s , do you want t o s t i c k w i t h what 

you've s u g g e s t e d ? My r e c o m m e n d a t i o n i s what you do, 

and I t h i n k t h e y ' r e n o t i n c o n s i s t e n t , i s you send them 

a l e t t e r w i t h an AFE s a y i n g , "Here i t i s . J o i n o r g e t 

o u t , o r w e ' l l ask t h e D i v i s i o n t o e n t e r an o r d e r . " 

And t h e n i f you g e t a w a i v e r , f i n e , w e ' l l 

e n t e r t h e o r d e r . 

MR. ROBERTS: I t a l k e d i n t e r m s o f a 

w a i v e r , b u t I t h i n k i n essence what we're t a l k i n g 

a b o u t i s t h e same t h i n g . We r e i t e r a t e t h e o f f e r t o 
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p a r t i c i p a t e , and i f t h e y i n d i c a t e a w a i v e r o f 

o b j e c t i o n , we w o u l d o b t a i n t h a t a t t h e same t i m e . 

MR. STOVALL: My r e c o m m e n d a t i o n w o u l d be 

t h a t M i s s W i l l i a m s Fed Ex t h a t t o P h i l l i p s when she 

g e t s back t o F a r m i n g t o n , t o m o r r o w a t t h e l a t e s t , and 

r e q u e s t t h e i r r e s p o n s e , and we c o n t i n u e t h i s f o r two 

weeks. 

MR. ROBERTS: And w e ' l l s u p p l e m e n t t h e 

r e c o r d . 

MR. STOVALL: Yes. You're n o t g o i n g t o be 

down h e r e a g a i n f o r f o u r weeks, a r e you? 

MR. ROBERTS: The 2 3 r d . 

MR. STOVALL: Do you want t o c o n t i n u e i t t o 

t h e n , o r do you want t o s u p p l e m e n t by m a i l ? 

MR. ROBERTS: W e ' l l s u p p l e m e n t by m a i l . 

EXAMINER STOGNER: W i t h t h a t , Case 1 0 8 0 1 

w i l l be t a k e n u n d e r a d v i s e m e n t . 

Case 10800 w i l l be c o n t i n u e d t o t h e 

e x a m i n e r h e a r i n g s c h e d u l e d f o r September 9, 1993. 

I f t h e r e ' s n o t h i n g f u r t h e r , t h e n h e a r i n g 

a d j o u r n e d . 
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CERTIFICATE OF REPORTER 

STATE OF NEW MEXICO ) 

) ss . 

COUNTY OF SANTA FE ) 

I , Deborah O'Bine, C e r t i f i e d S h o r t h a n d 

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

caused my n o t e s t o be t r a n s c r i b e d u n d e r my p e r s o n a l 

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

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

h e a r i n g . 

o r employee o f any o f t h e p a r t i e s o r a t t o r n e y s 

i n v o l v e d i n t h i s m a t t e r and t h a t I have no p e r s o n a l 

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

I FURTHER CERTIFY t h a t I am n o t a r e l a t i v e 

WITNESS MY HAND AND SEAL, Au g u s t 28, 1993. 

DEBORAH O'BINE 
CCR NO. 63 
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