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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: 

APPLICATION OF ANADARKO PETROLEUM 
CORPORATION 

CASE NO. 10 ,996 

ORIGINAL 

REPORTER'S TRANSCRIPT OF PROCEEDINGS 

EXAMINER HEARING 

BEFORE: DAVID R. CATANACH, Hearing Examiner 

August 18, 1994 

Santa Fe, New Mexico 

This matter came on f o r hearing before the O i l 

Conservation D i v i s i o n on Thursday, August 18, 1994, a t 

Morgan H a l l , State Land O f f i c e B u i l d i n g , 310 Old Santa Fe 

T r a i l , Santa Fe, New Mexico, before Steven T. Brenner, 

C e r t i f i e d Court Reporter No. 7 f o r the State of New Mexico. 

* * * 
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GEORGE R.S. BUEHLER 
D i r e c t E x a m i n a t i o n by Mr. K e l l a h i n 
E x a m i n a t i o n by Examiner Catanach 
F u r t h e r E x a m i n a t i o n by Mr. K e l l a h i n 

PATRICK A. SMITH 
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A P P E A R A N C E S 

FOR THE APPLICANT: 

KELLAHIN & KELLAHIN 
117 N. Guadalupe 
P.O. Box 2265 
Santa Fe, New Mexico 87504-2265 
By: W. THOMAS KELLAHIN 

FOR MEWBOURNE OIL COMPANY: 

CAMPBELL, CARR, BERGE & SHERIDAN, P.A. 
Suite 1 - 110 N. Guadalupe 
P.O. Box 2208 
Santa Fe, New Mexico 87504-2208 
By: WILLIAM F. CARR 

FOR MURJO OIL AND ROYALTY, MR. C. DANIEL WALKER AND MR. 
C.W. STUMHOFFER: 

LOSEE, CARSON, HAAS & CARROLL, P.A. 
3 00 American Home B u i l d i n g 
Post O f f i c e Drawer 2 39 
A r t e s i a , New Mexico 88211-0239 
By: ERNEST L. CARROLL 
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WHEREUPON, the f o l l o w i n g proceedings were had a t 

9:44 a.m.: 

EXAMINER CATANACH: C a l l the hearing back t o 

order a t t h i s time and c a l l Case 10,996, which i s the 

A p p l i c a t i o n of Anadarko Petroleum Corporation f o r 

compulsory p o o l i n g , Lea County, New Mexico. 

Are t h e r e appearances i n t h i s case? 

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

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

on behalf of the Ap p l i c a n t . I have two witnesses t o be 

sworn. 

EXAMINER CATANACH: A d d i t i o n a l appearances? 

MR. CARR: May i t please the Examiner, my name i s 

W i l l i a m F. Carr w i t h the Santa Fe law f i r m Campbell, Carr, 

Berge and Sheridan. I ' d l i k e t o enter my appearance i n 

t h i s case f o r Mewbourne O i l Company. I do not i n t e n d t o 

c a l l a witness. 

MR. CARROLL: Mr. Examiner, I'm Ernest C a r r o l l of 

the A r t e s i a law f i r m of Losee, Carson, Haas and C a r r o l l , 

and I'm appearing here f o r a l i m i t e d purpose on behalf of 

Murjo, Mr. Walker and Mr. Stumhoffer. 

We had e a r l i e r f i l e d a p e t i t i o n or gave n o t i c e of 

our o p p o s i t i o n . We have now s e t t l e d a l l matters w i t h 

Anadarko and t h e r e f o r e have no witnesses t o c a l l and do not 

in t e n d t o contest anything i n today's hearing. 
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EXAMINER CATANACH: Anybody else? 

Okay. W i l l the two witnesses please stand t o be 

sworn in? 

(Thereupon, the witnesses were sworn.) 

MR. KELLAHIN: Mr. Examiner, a t t h i s time I ' d 

c a l l Mr. George Buehler. 

Mr. Examiner, we've e l e c t e d t o present the 

engineering witness f i r s t i n a po o l i n g case, simply because 

I t h i n k t h a t ' s the easiest way t o understand i t . 

Anadarko has acquired an i n t e r e s t i n the west 

h a l f of t h i s s e c t i o n , which includes an o l d w e l l d r i l l e d i n 

1956 by S h e l l O i l Company. The ownership by Anadarko 

s t a r t e d i n September of 1990. 

And what Anadarko proposes t o do i s t o take t h i s 

o l d w e l l b o r e , recomplete i t as a Morrow gas w e l l , and 

dedicate the west h a l f of the s e c t i o n t o the w e l l . I t i s 

the Querecho Pl a i n s U n i t Well Number 1. I t ' s down i n the 

southwest q u a r t e r of the s e c t i o n . 

Anadarko c o n t r o l s the e n t i r e lease i n the west 

h a l f , and could form a 320 spacing u n i t w i t h the i n c l u s i o n 

of an a d d i t i o n a l 40-acre t r a c t . There's a 40-acre t r a c t i n 

the northeast northwest. And when you see the l i s t of 

ownership, i t w i l l be t h a t 4 0-acre t r a c t t h a t we're seeking 

t o p o o l . 

C e r t a i n owners of t h a t t r a c t have been 
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represented by Mr. C a r r o l l , and we are i n the process of 

s t i p u l a t i n g a settlement w i t h h i s c l i e n t s , Walker, 

Stumhoffer and Murjo. 

I n a d d i t i o n , Anadarko w i l l provide the same 

o p p o r t u n i t y t o the other p a r t i e s t h a t have an i n t e r e s t i n 

t h a t 40-acre t r a c t . 

The basic deal i s t h i s , t h a t Anadarko w i l l ask 

those p a r t i e s t o pay f o r the recompletion costs t o set up 

t h i s w e l l f o r production out of the Morrow, but we're going 

t o waive any compensation f o r the value of the e x i s t i n g 

w e l l b o r e . I n exchange, Mr. C a r r o l l ' s c l i e n t s have agreed 

t h a t they w i l l waive any claim f o r any past p r o d u c t i o n out 

of the w e l l , and they w i l l waive any cl a i m f o r ownership of 

the w e l l b o r e . 

And so what w i l l happen, or what we e n v i s i o n of 

happening, i s t h a t those p a r t i e s w i l l have a chance t o 

p a r t i c i p a t e f o r remaining f u t u r e gas p r o d u c t i o n out of the 

Morrow by paying t h e i r p r o p o r t i o n a t e share of those costs 

t o recomplete the w e l l t o r e c o n f i g u r e i t f o r Morrow gas 

pro d u c t i o n . 

I n a d d i t i o n , a l l p a r t i e s have been o f f e r e d the 

o p p o r t u n i t y t o farm out, t o exchange t h e i r i n t e r e s t or 

otherwise reach a s o l u t i o n . And because there's an 

extensive engineering h i s t o r y t o the w e l l , Mr. Buehler as 

an engineer i s going t o present t h a t background. I ' l l then 
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present P a t r i c k Smith, who's the landman, and h e ' l l show 

you h i s e f f o r t s t o consolidate the i n t e r e s t , and then w e ' l l 

be done. 

GEORGE R.S. BUEHLER, 

the witness h e r e i n , a f t e r having been f i r s t d u l y sworn upon 

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

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. W i l l you please s t a t e your name and occupation? 

A. I t ' s George R. S. Buehler. I'm a petroleum 

engineer f o r Anadarko, o f f i c e i n Midland, Texas. 

Q. Y o u ' l l have t o speak up i n here, Mr. Buehler. 

A. Okay. 

Q. The microphones don't do anything t o a m p l i f y your 

vo i c e . 

On p r i o r occasions, Mr. Buehler, have you 

t e s t i f i e d as a petroleum engineer before the D i v i s i o n ? 

A. Yes, s i r , I have. 

Q. And w i t h regards t o t h i s p a r t i c u l a r w e l l , what 

are your personal r e s p o n s i b i l i t i e s ? 

A. I am the production engineer f o r southeast New 

Mexico f o r Anadarko. I'm responsible f o r completing the 

w e l l s , watching them w h i l e they're on pr o d u c t i o n , and then 

f o l l o w i n g them t o t h e i r conclusion. 

Q. Does t h i s w e l l come w i t h i n your area of 
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r e s p o n s i b i l i t y ? 

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

Q. And pursuant t o discharging t h a t r e s p o n s i b i l i t y , 

have you made a study of the h i s t o r i c a l f a c t s concerning 

t h i s w e l l ? 

A. Yes, s i r , I have. 

Q. And d i d you prepare the AFE t h a t you propose t o 

intr o d u c e t o t h i s Examiner? 

A. Yes, s i r , I d i d . 

MR. KELLAHIN: We tender Mr. Buehler as an expert 

engineer. 

EXAMINER CATANACH: Mr. Buehler i s so q u a l i f i e d . 

MR. KELLAHIN: The e x h i b i t s are organized, Mr. 

Examiner, so t h a t each page i s numbered a t the bottom r i g h t 

corner, and f o r s i m p l i c i t y I ' l l simply c a l l a l l of these 

E x h i b i t 1, and then w e ' l l r e f e r t o the page number, and by 

t h a t way I hope we keep t r a c k . 

Q. (By Mr. K e l l a h i n ) Looking a t page 1, Mr. 

Buehler, i d e n t i f y f o r the Examiner what you're showing. 

A. Okay, t h i s i s a map showing the approximate 

l o c a t i o n of the Querecho Plains U n i t Number 1. I t ' s p r e t t y 

close t o the center of the s e c t i o n i n Section 22. I t s 

a c t u a l l o c a t i o n i s 1930 from the south and west l i n e , 

Section 22, 18 South, 32 East, Lea County, New Mexico. 

Q. What i s your proposed spacing u n i t o r i e n t a t i o n 
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w i t h i n the s e c t i o n f o r production out of the Morrow? 

A. We'd l i k e t o have a standup 320 on the west side 

of t h e s e c t i o n . 

Q. I s t h a t wellbore located w i t h i n an o i l and gas 

lease t h a t ' s under the c o n t r o l of Anadarko? 

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

Q. Do you have the a b i l i t y t o assign an e n t i r e 320-

acre spacing u n i t t o t h i s w e l l w i t h o u t the i n c l u s i o n of 

other acreage? 

A. No, s i r , we need t o p i c k up an a d d i t i o n a l 40 

acres t o make t h a t 32D. 

Q. And where does t h a t 40-acre t r a c t l i e ? 

A. I t would be the northeast of the northwest. 

Q. Let's t u r n now, s i r t o page 2. I s t h i s your 

summary of the w e l l h i s t o r y ? 

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

Q. Give us a sense of what's happened w i t h t h i s 

w e l l , s t a r t i n g w i t h i t s i n i t i a l spud date and then what has 

subsequently occurred. 

A. The w e l l was o r i g i n a l l y d r i l l e d by S h e l l O i l 

Company. I t spudded i n J u l y 10th of 1956. 

I n e a r l y 1957 S h e l l plugged back i n t o the 7-inch. 

The w e l l had had an open-hole s e c t i o n from 13,755 down t o 

14,217, which proved noncommercial, so they went ahead and 

set a cast i r o n bridge plug, a second one, w i t h cement on 
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top, and came up. They r e f e r t o i t i n t h e i r w e l l records 

as a Des Moines (Penn). I t ' s a c t u a l l y what we r e f e r today 

as the Strawn. 

They p e r f o r a t e d t h a t s e c t i o n , and the w e l l came 

i n f l o w i n g . I t flowed t i l l approximately 1959, when they 

went ahead and put i t on pump. And then as you look on 

down t h e r e , i t says "Change i n Ownership". S h e l l went 

ahead and s o l d the w e l l , e v i d e n t l y , t o Petroleum 

Corporation of Texas, November 20th, 1967. They i n t u r n 

s o l d i t t o Breck Operating Corporation October 12th of 

1983. They i n t u r n s o l d i t t o Gary L. Bennett on June 27 

of 1989. 

Mr. Bennett a p p l i e d f o r permission t o deepen the 

w e l l w i t h i n the casing and p e r f o r a t e and produce t h e 

Morrow. Mr. Bennett had a p p l i e d f o r a p r o r a t i o n u n i t t h a t 

c o n s i s t e d of the southwest quarter of the s e c t i o n , the 

south h a l f of the northwest, and the west h a l f of the 

southeast, which i s an i l l e g a l p r o r a t i o n u n i t . 

Q. Do you f i n d any evidence i n your record search 

t h a t he ever obtained approval of the D i v i s i o n f o r what 

would be cha r a c t e r i z e d a nonstandard p r o r a t i o n u n i t ? 

A. Both i n our w e l l f i l e s and i n the OCD f i l e s i n 

Hobbs, t h e r e i s no permission granted, t h e r e i s no approved 

a p p l i c a t i o n . But Mr. Bennett went ahead — or I should say 

Gary L. Bennett went ahead; I don't know whether i t ' s a 
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person or a company — and p e r f o r a t e d a zone i n the Morrow. 

Again, since there are no records, we have no idea where he 

p e r f o r a t e d the Morrow. We know t h a t he d i d , based on two 

t h i n g s : 

Number one, i f you would t u r n t o page 10, there's 

a d e c l i n e curve production graph, and you can see i n l a t e 

1989 how the gas jumped. This gas p r o d u c t i o n was re p o r t e d 

as Strawn gas production, not as Morrow gas p r o d u c t i o n , 

since he never was given an approved permit t o p e r f o r a t e 

w i t h i n the Morrow. 

The second reason we know, of course, i s t h a t 

when we took the w e l l over, the w e l l was producing from 

under a packer w i t h the t u b i n g deep enough t o where the 

only place t h a t the gas could be coming from was the 

Morrow. Gas could not have been coming from the Strawn 

since t h e r e was — Well, there wasn't an appreciable amount 

of gas t h a t could have been coming from the Strawn, as o l d 

and depleted as i t was. The increase was — or had t o be 

from the Morrow. 

Mr. Bennett, or Gary L. Bennett, e v i d e n t l y never, 

t o our knowledge, t r i e d t o squeeze o f f the Strawn p e r f s . 

We a p p l i e d t o the OCD — 

Q. Well, l e t ' s t a l k about when you acquired the 

i n t e r e s t i n the w e l l . 

A. Okay, okay. 
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Q. When d i d t h a t occur? 

A. Okay, according t o the C-104, which was approved 

September 27th, 1990, I guess t h a t would make the o f f i c i a l 

ownership then. 

Q. A l l r i g h t . Let's t u r n t o the schematic. I t h i n k 

t h a t w i l l help you i l l u s t r a t e your p o i n t . I f y o u ' l l look 

a t page 3 — 

A. Okay. 

Q. — describe f o r the Examiner, using the schematic 

of t h i s w e l l as an i l l u s t r a t i o n , what you b e l i e v e t o be the 

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

A. Gary L. Bennett, i n h i s a p p l i c a t i o n f o r a Morrow 

recompletion, s t a t e d i n the a p p l i c a t i o n t h a t he wanted t o 

p e r f o r a t e between, 12,530 t o 12,644. I have those 

p e r f o r a t i o n s t e n t a t i v e l y marked w i t h a question mark near 

the bottom of the w e l l sketch. 

When Anadarko acquired the w e l l , the packer t h a t 

i s shown a t 12,419, an on/off t o o l , and a s t r i n g of t u b i n g 

were i n the w e l l , and the w e l l was producing out of the 

Morrow. The p e r f o r a t i o n s f o r the Strawn were open behind 

the t u b i n g . 

Anadarko, a f t e r — 

Q. A l l r i g h t , you acquired the w e l l September 26th 

of 1990? 

A. Yes, s i r . 
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Q. What then d i d you do? 

A. Well, Anadarko then went ahead and f i l e d t he 

proper paperwork t o produce the Morrow. At t h a t t i m e , once 

i t was received here a t the OCD, we were t o l d , You don't 

have a p r o r a t i o n u n i t , you cannot produce the Morrow. 

We sa i d , This i s the p r o r a t i o n u n i t t h a t i t ' s 

been producing under. The OCD e v i d e n t l y had no idea t h a t 

the w e l l had been producing out of the Morrow. 

Q. What then d i d you do w i t h the wellbore? 

A. We had no choice but t o TA the Morrow. We d i d 

t h a t by p u t t i n g a blanking plug i n the on/of t o o l p r o f i l e 

i n t h e e x i s t i n g packer a t 12,419. I t appeared t o be 

le a k i n g , so we went ahead and set a second p l u g a t 11,909 

t o seal o f f the Morrow. 

We then proceeded t o run a s t r i n g of t u b i n g and 

pumping rods, set a 640 pumping u n i t and put back on 

prod u c t i o n . 

Q. And i t ' s produced i n t h a t c o n f i g u r a t i o n since 

then? 

A. Yes, s i r . 

Q. A l l r i g h t . Describe f o r the Examiner what you 

want t o do w i t h t h a t w e l l now. 

A. We would propose one of two completion methods. 

F i r s t o f f , what we would have t o do, of course, 

i s t o remove the t u b i n g , the rods and the pump from the 
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w e l l , p u l l the bridge plug. We're going t o have t o go i n , 

we f e e l , and probably j a r on the packer a t 12,419, blow the 

w e l l clean or swab i t dry, and then we're going t o have t o 

run a temperature survey or a casing i n s p e c t i o n l o g t o t r y 

t o f i n d out where the Morrow was p e r f o r a t e d . We have 

a b s o l u t e l y no idea where the p e r f s are or how many t h e r e 

are. 

At t h a t time, we're going t o have t o make some 

s o r t of d e c i s i o n , then, whether t o add a d d i t i o n a l p e r f s , 

squeeze o f f some p e r f s . At t h a t time b a s i c a l l y what we're 

going t o have t o do i s come up w i t h an a c t u a l completion 

f o r t he Morrow. 

Once t h a t ' s e s t a b l i s h e d and we f e e l t h a t t he 

Morrow i s commercial, we would probably go ahead and dual 

the w e l l back, w i t h the Strawn being open t o the annulus 

and the Morrow producing under a packer. 

Q. Have you assessed what the engineering r i s k i s t o 

t h i s w e l l by undertaking t h a t process? 

A. Well, f i r s t o f f , I ' d l i k e t o s t a t e t h a t the w e l l 

was d r i l l e d i n 1956, i t ' s been on pro d u c t i o n ever since. 

We r e a l l y don't have any handle on the amount o f — or type 

of c o r r o s i o n t h a t could be i n the wel l b o r e . 

As the sketch shows, there's a cement t o p a t 9900 

on the 7-inch, and the 9 5/8 i s set a t 4539. There i s a 

p o s s i b i l i t y f o r excessive c o r r o s i o n on the 7-inch between 
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those two p o i n t s , which concerns me. 

The other t h i n g t h a t concerns me i s t h a t not 

knowing what was done down below, we're l i a b l e t o get down 

t h e r e and f i n d we may have some junk or some other problems 

t h a t we can j u s t a t t h i s time guess about. The records 

a f t e r Gary L. Bennett took the w e l l over b a s i c a l l y are 

nonexistent. 

Q. Let's review some of the documents a t t h i s p o i n t . 

I f y o u ' l l s t a r t w i t h the document on page 4, i d e n t i f y t h a t 

f o r us. 

A. Okay, t h a t i s the f i r s t C-104, changing ownership 

from S h e l l O i l Company t o Petroleum Corp. of Texas. 

Q. A l l r i g h t , s i r . Then page 5? 

A. Page 5 i s , again, a C-104, changing ownership 

from Petroleum Corporation of Texas t o Breck Operating 

Corporation. 

Q. A l l r i g h t , s i r , 6? 

A. I s again a C-104 changing — showing ownership 

from Breck O i l Corporation t o Gary L. Bennett. 

Q. A l l r i g h t , s i r , 7? 

A. And then the f i n a l C-104 showing change of 

ownership from Gary L. Bennett t o the Anadarko Petroleum 

Corporation. 

Q. Do the records of the D i v i s i o n also i n c l u d e a 

p l a t of the area? 
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A. Yes, s i r , page 8 shows the o r i g i n a l p l a t t h a t 

S h e l l O i l f i l e d w i t h the OCD back i n 1956. 

Q. A l l r i g h t . Now, l e t ' s t u r n t o page 9. What have 

you shown here? 

A. Page 9 — This i s Gary L. Bennett's a p p l i c a t i o n 

t o t he BLM f o r permission t o deepen the w e l l , which meant 

d r i l l i n g out a cement plug on top of a bridge p l u g , t o 

expose the Morrow pay w i t h i n the casing. 

He r e f e r s here t o the p e r f o r a t i o n s t h a t he 

intends t o p e r f o r a t e , which are 12,53 0 t o 12,644. He also 

makes reference t o the e x i s t i n g Strawn p e r f o r a t i o n s , which 

are o v e r a l l 11,578 t o 11,660. 

Q. And t h i s was f i l e d i n August of 1989? 

A. Yes, s i r , according t o the dates. 

Q. Okay. Anything else i n the f i l e s t h a t you can 

f i n d t h a t ' s r e l e v a n t as t o t h i s issue? 

A. No, s i r , not u n t i l Anadarko took the p r o p e r t y 

over, and then a t t h a t time we found out t h a t the w e l l was 

being produced i l l e g a l l y w i t h o u t a p r o r a t i o n u n i t . 

Q. A l l r i g h t . Let's look a t the p r o d u c t i o n h i s t o r y . 

Do you have a d i s p l a y or an e x h i b i t , s t a r t i n g on page 11 

and c o n t i n u i n g through 16, t h a t t a b u l a t e s the p r o d u c t i o n 

data as re p o r t e d t o the Di v i s i o n ? 

A. Yes, s i r , the — I might p o i n t out t h a t the 

t a b u l a t e d production i s j u s t from 1980 forward. That's 
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because of the graph and the way t h a t the software i s set 

up — 

Q. A l l r i g h t . 

A. — t h a t the graph w i l l p r i n t out what i s on the 

cumulative pages there below. 

Q. A l l r i g h t , the graph i s simply g r a p h i c a l form of 

the p r o d u c t i o n h i s t o r y t h a t i s shown i n a t a b u l a r f a s h i o n 

s t a r t i n g on page 11? 

A. Yes. 

Q. A l l r i g h t . You've already t a l k e d about t h a t 

then, and l e t ' s move on t o 17, then. What's t h a t show? 

A. 17 i s a f i l e copy of the work t h a t was performed 

by Anadarko's Loco H i l l s s t a f f t o plug o f f the — or 

te m p o r a r i l y abandon the e x i s t i n g Morrow p e r f s and t o put 

the w e l l back on production i n the Strawn. 

Q. Are you seeking t o recover any of those costs 

against any nonconsenting i n t e r e s t owner? 

A. No, s i r . 

Q. Are you asking any consenting owner i f they 

choose t o p a r t i c i p a t e i n the Morrow pr o d u c t i o n t o pay f o r 

any of the costs a t t r i b u t a b l e t o the work shown on 17 and 

18? 

A. No, s i r . 

Q. Let's t u r n now t o 19 and have you show us what 

you do i n f a c t expect t h i s t o cost. 
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A. Okay, page 19 i s b a s i c a l l y the cover sheet. Page 

20 a c t u a l l y covers the i n d i v i d u a l areas t h a t we're asking 

f o r help on from p o t e n t i a l p a r t n e r s . 

Q. A l l r i g h t , s i r . That i s an AFE you prepared? 

A. Yes, s i r . 

Q. Summarize f o r us what you're seeking t o recover 

from other p a r t n e r s . 

A. Okay. B a s i c a l l y what we want t o recover from 

those p a r t n e r s would be a l l work done on the Morrow only. 

I f we dualed the w e l l back we would not, of course, charge 

or t r y t o recover from the partners any p u l l i n g u n i t time, 

t u b i n g , rods or anything t o dual i n the Strawn. That would 

s t r i c t l y be on us. 

But on the Morrow side, we would probably f o r 

l o c a t i o n need a small reserve p i t , p u l l i n g u n i t time, 

f l u i d s , logs t o evaluate the w e l l . To remove downhole 

equipment, I've added i n some f i s h i n g time and r e n t a l 

t o o l s . Of course, s u p e r v i s i o n , miscellaneous unknowns and 

then a s t r i n g of t u b i n g f o r the p r o d u c t i o n of the Morrow. 

Q. Your t o t a l estimated costs, then? 

A. I s $63,400 gross, of which Anadarko would pay 

87.5 percent. 

Q. That's the AFE t h a t was shared w i t h Mr. C a r r o l l ' s 

c l i e n t s and f o r which they have expressed no disagreement? 

A. Yes, s i r . 
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Q. A l l r i g h t . And t h a t ' s the same AFE you're going 

t o u t i l i z e f o r any of the other i n t e r e s t owners out of t h a t 

40-acre t r a c t , whether they p a r t i c i p a t e on a v o l u n t a r y 

basis or are subject t o a po o l i n g order? 

A. Yes, s i r . 

Q. When you look a t t h a t work, how much of t h a t work 

i s going t o be paid f o r by Anadarko i n terms of t h e i r share 

of the Morrow production? 

A. According t o the breakout on my AFE, i t would be 

approximately $55,500. 

Q. The Examiner has the d i s c r e t i o n t o compensate 

Anadarko i n terms of a penalty component t o be recovered 

out of produc t i o n from those p a r t i e s t h a t decide not t o 

p a r t i c i p a t e . He has the d i s c r e t i o n t o award costs pl u s a 

pen a l t y of up t o two more times. I t ' s a 200-percent 

component. Are you w i t h me? 

A. Yes, s i r . 

Q. I n terms of t h a t maximum range, do you have a 

recommendation t o the Examiner as t o a pe n a l t y f a c t o r t o 

charge f o r the r i s k involved i n doing t h i s work? 

A. I be l i e v e a 200-percent a d d i t i o n a l would be 

app r o p r i a t e . 

Q. Describe f o r us the reasons t h a t have caused you 

t o reach t h a t o p i n i o n . 

A. F i r s t o f f , rhere are chances t h a t we may do some 
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damage t o the Strawn and not be able t o get i t back w h i l e 

we're t r y i n g t o do the work on the Morrow. 

There's also the r i s k t h a t the Morrow i t s e l f may 

never pay out the work. This zone may p o s s i b l y be i n a 

w e l l t o the south, which may be d r a i n i n g t h i s p a r t i c u l a r 

p o r t i o n of the Morrow. We're t a k i n g a monetary r i s k here 

which we don't know whether w e ' l l be able t o recover or 

not. 

We have no idea, other than Mr. Bennett's 

a p p l i c a t i o n , what he p e r f o r a t e d , and t h a t was j u s t o v e r a l l . 

We don't know how many shots, we don't know i f — He may 

have put some s t i m u l a t i o n on the zone and damaged i t . 

There's j u s t too many unknowns down t h e r e . We don't know 

what k i n d of junk, i f any, may be i n the bottom of the 

w e l l . 

Again, we're paying the l i o n ' s share of t h i s 

work. You know, again, we're having t o put the u n i t 

t o g e t h e r . That's another burden on us. And again, I'm 

suspicious always of an older w e l l , of how long i t w i l l 

stand up or i f i t w i l l give us problems d u r i n g the 

workover. 

MR. KELLAHIN: That concludes my p r e s e n t a t i o n of 

Mr. Buehler's evidence. We move the i n t r o d u c t i o n of t h a t 

p o r t i o n of E x h i b i t 1 from page 1 through page 20. 

EXAMINER CATANACH: Pages 1 through 2 0 of E x h i b i t 
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1 w i l l be admitted as evidence. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Buehler, the p o r t i o n of the Morrow f o r m a t i o n 

t h a t you're t a r g e t i n g , you don't b e l i e v e t h a t t h a t ' s been 

p e r f o r a t e d i n the well? 

A. Yes, s i r . 

Q. Oh, i t has? 

A. Yes, s i r . Mr. Bennett d i d i t — or Gary L. 

Bennett, I hate t o put anybody p e r s o n a l l y on the spot — 

but they p e r f o r a t e d . And l i k e I say, t h a t ' s been proven 

by, one, t h a t the production has been r e p o r t e d — 

misreported, and plus the — j u s t the p h y s i c a l evidence 

t h a t we encountered when we TA'd the Morrow. 

Q. So t h a t Morrow formation was produced from about 

1987? 

A. No, s i r . I f you look a t the — 

Q. Or 1989? 

A. Yes, s i r . I have no way of knowing, I don't 

guess anybody would, except the person t h a t d i d the work, 

t h a t t he work could have been performed before, d u r i n g or 

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

But based on the production t h a t ' s r e p o r t e d , i t 

looks l i k e i t — the work was performed r i g h t — p r e t t y 

close t o the time t h a t t h a t a p p l i c a t i o n was f i l e d . 
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Again, i t ' s dated 8-16-89. There's another date 

on t h e r e , 8-1-89, on the recompletion a p p l i c a t i o n , and then 

i f you look a t the graph and also the l a s t — w e l l , l e t me 

see, I b e l i e v e i t ' s page — i t would be page 14. I f you 

look on — I t would be the — about the middle of the page, 

around about — t o the f a r l e f t side t h e r e , say r i g h t 

around 10-89, you can see the gas has increased from 9.9 a 

l i t t l e b i t up t o 42.8. This i s a d a i l y average. I t goes 

on up t o 121.1 and i t jumps up t o 272.1, 271, and i t stays 

up close t o 300 MCF a day, up u n t i l you get near the bottom 

of 1990. 

Now, the gas stays up ther e f o r a s h o r t p e r i o d of 

time. I f y o u ' l l f l i p over t o page 15, you can see where i t 

stays up t h e r e , and then i t has a dramatic drop back. 

We be l i e v e t h a t the reason t h a t i t stayed up f o r 

a w h i l e a f t e r we d i d our recompletion or TA'd t h e Morrow 

was t h a t t h a t packer or the t u b i n g or the on/off t o o l or 

something was l e a k i n g , and gas was e n t e r i n g the Strawn 

fo r m a t i o n and p o s s i b l y charging i t up, so t h a t when we 

i s o l a t e d the Morrow below the blanking p l u g and t h e 

e x i s t i n g packer and the r e t r i e v a b l e bridge p l u g and we put 

i t back on production, we f e l t l i k e we were probably 

g e t t i n g some f l u s h gas production t h a t entered the Strawn 

from the Morrow. 

And t h i s gas e n t r y could t e n t a t i v e l y have s t a r t e d 
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r i g h t a f t e r Gary L. Bennett p e r f o r a t e d the Morrow. 

Q. This was a l l reported as Strawn production? 

A. Yes, s i r , these — This curve and t h i s t a b u l a t i o n 

were taken o f f of D w i g h t ' s , and D w i g h t ' s p u l l s t h e i r 

i n f o r m a t i o n r i g h t o f f of the r e p o r t s . I b e l i e v e i t ' s 

C-115s i n New Mexico, i s the r e p o r t i n g form? 

Q. Uh-huh. So when you guys went i n and TA'd the 

Morrow, you d i d f i n d — you don't know where t h e p e r f s are? 

A. No, s i r , there's no records anywhere. 

Q. But you do know t h a t t h a t i n t e r v a l i s perforated? 

A. We know t h a t something i s p e r f o r a t e d and g i v i n g 

up gas, and we're j u s t f o l l o w i n g a l i n e of reasoning t h a t 

i f he f i l e d t o p e r f o r a t e the Morrow and d i d n ' t get an 

allowable and, you know, we go i n and recover equipment 

from r i g h t above the Morrow, t h a t t h a t ' s what has happened. 

We're, you know, making — coming t o conclusions, based on 

the evidence. 

I wish I knew where the p e r f s were. I t would 

make my j o b a l o t easier. 

Q. The r i s k penalty — Did you propose a 2 00-percent 

r i s k penalty? 

A. Yes, s i r , but t h a t would j u s t be on the AFE 

amount. 

Q. $63,400. I s t h a t j u s t based mostly on mechanical 

r i s k ? 
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A. Yes, s i r , but t h a t — We b e l i e v e t h a t t h e r e ' s 

s t i l l commercial production t o be had from the Strawn. We 

also b e l i e v e t h a t we could make a l a r g e r impact on our 

income by du a l i n g the Morrow w i t h i t . 

We're j u s t a f r a i d t h a t , you know, a w e l l t h i s 

deep, t h i s hole, t h a t a l l kinds of problems creep up. I f 

i t was a f a i r l y new wellbore, the r i s k wouldn't be near as 

gre a t . 

Q. I f you don't have any wellbore damage due t o 

recompletion e f f o r t s , you probably w i l l e s t a b l i s h more 

pr o d u c t i o n i n the w e l l ; i s t h a t c o r r e c t ? 

A. Yes, s i r . Again, we be l i e v e t h a t t h i s zone i s 

being shared w i t h the w e l l t o the south. We ran a bottom 

on t h i s w e l l back s h o r t l y before we d i d t h e work, and i t — 

I b e l i e v e the bottomhole pressure was around 1300 pounds, 

which i s s i g n i f i c a n t l y low f o r a v i r g i n Morrow pressure. 

And t h a t ' s another reason I s t a t e t h a t , you know, we don't 

know whether w e ' l l recoup our money or not. The reserves 

may not be th e r e . 

Q. The agreement t h a t ' s been reached w i t h the 

p a r t i e s , i s i t b e t t e r i f I t a l k t o the landman about t h a t ? 

A. Yes, s i r . 

EXAMINER CATANACH: Okay. I don't have anything 

e l s e , Mr. Buehler. You may be excused. 

THE WITNESS: Thank you. 
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MR. KELLAHIN: One follow-up q u e s t i o n , Mr. 

Examiner, i f you please. 

FURTHER EXAMINATION 

BY MR. KELLAHIN: 

Q. Help me understand what you would need as an 

engineer t o q u a n t i f y the remaining recoverable gas out of 

the Morrow. 

A. We'd b a s i c a l l y need a l i t t l e b i t of pr o d u c t i o n 

h i s t o r y , probably run an i n i t i a l bomb — we don't b e l i e v e 

t h a t t he bomb t h a t we ran gave us a t r u e pressure, since we 

now b e l i e v e the gas was lea k i n g from the Morrow past the 

packer or the on/off t o o l , so as the pressure b u i l t , more 

gas would bleed out and probably cross-flow up the hole 

i n t o t he Strawn. 

So we cannot r e a l l y say r i g h t now what we t h i n k 

those reserves are. We have no idea what the p e r f o r a t i o n s 

are, so we don't know what i n t e r v a l i s c o n t r i b u t i n g , so we 

have no way t o run vol u m e t r i c s . There's j u s t a whole bunch 

of unknowns. 

We're going t o have t o get i n t h e r e and f i n d , 

one, what the p e r f o r a t e d i n t e r v a l s are. Once we f i n d t h a t 

out, we're going t o have t o decide whether he p e r f o r a t e d 

some s t u f f t h a t may be c o n t r i b u t i n g water or no t h i n g a t 

a l l . We're going t o have t o probably do some k i n d of a 

bui l d u p t o see i f there's been damage done, t o see i f 
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a d d i t i o n a l s t i m u l a t i o n may take care of the damage. 

Then we're going t o have t o , a f t e r a l l of t h a t , 

watch i t f o r a wh i l e and j u s t see i f i t ' s going t o f a l l o f f 

on us f a s t or i f we have a w e l l t h a t we can look t o the 

f u t u r e producing out commercial reserves. 

Q. Are you going t o have t o spend the $63,000 on i t ? 

A. Yes, s i r . 

Q. The AFE costs were estimated $63,000. Are you 

going t o have t o spend a l l of t h a t before you have the 

i n f o r m a t i o n t h a t you j u s t described you needed from t h i s 

wellbore? 

A. As a production engineer, I t r i e d t o make t h a t 

AFE as p l a i n and simple as po s s i b l e , not knowing who a l l 

the p a r t i e s were t h a t were i n the 40 acres. I b e l i e v e t h a t 

a knowledgeable person l o o k i n g a t t h a t AFE can see between 

the l i n e s and understand t h a t , you know, us not knowing 

where those p e r f o r a t i o n s are, t h a t we're going t o have t o 

f i n d t h i s i n f o r m a t i o n out. 

Q. I n order t o f i n d t h a t i n f o r m a t i o n out, you're 

going t o have t o spend t h i s money t o do t h i s work? 

A. Yes, s i r . 

Q. Okay. 

A. When I show on l i n e 2 60 t h e r e t h a t $9500, t h a t 

a l s o includes some w i r e l i n e work, which would e i t h e r be a 

c a l i p e r l o g , a m u l t i - f i n g e r c a l i p e r l o g and/or a 
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temperature l o g t h a t I would have t o run t o t r y t o f i n d 

where these p e r f o r a t i o n s are, or aren't. 

Q. I n summary, then, apart from the mechanical 

d i f f i c u l t y , you're d e a l i n g w i t h a p a r t i a l l y depleted 

r e s e r v o i r f o r which you don't have s u f f i c i e n t i n f o r m a t i o n 

t o assess the r i s k , and t h e r e i n l i e s the components f o r the 

r i s k ? 

A. Yes, s i r . 

Q. And i n your o p i n i o n , those added t o g e t h e r reach 

the 2 00 percent maximum? 

A. Yes, s i r . 

MR. KELLAHIN: A l l r i g h t , no f u r t h e r questions. 

EXAMINER CATANACH: The witness may be excused. 

MR. KELLAHIN: C a l l a t t h i s time P a t r i c k Smith. 

PATRICK A. SMITH, 

the witness h e r e i n , a f t e r having been f i r s t d u l y sworn upon 

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

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Smith, would you please s t a t e your name and 

occupation? 

A. My name i s P a t r i c k A. Smith, and I'm a p r o j e c t 

landman f o r Anadarko Petroleum out of Houston, Texas. 

Q. Summarize f o r us your experience as a petroleum 

landman, Mr. Smith. 

CUMBRE COURT REPORTING 
(505) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

29 

A. I've been involved i n land work as w e l l as 

g e o l o g i c a l f i e l d s u p e r v ision f o r the past 22 years, both 

w i t h Chevron and Anadarko. My c u r r e n t area of e x p e r t i s e i s 

the Permian Basin. I handle the e n t i r e area. 

Q. As p a r t of those r e s p o n s i b i l i t i e s , have you been 

delegated the r e s p o n s i b i l i t y as a landman t o attempt t o 

co n s o l i d a t e the i n t e r e s t owners so t h a t the Morrow gas 

prod u c t i o n can be a l l o c a t e d back t o those owners i n Section 

22? 

A. Yes, s i r , I was. 

Q. I n order t o do t h a t work, what d i d you review? 

A. We b a s i c a l l y ran t i t l e on the 140-acre s e c t i o n i n 

the northeast of the northwest, o b t a i n i n g both the min e r a l 

i n t e r e s t s and the addresses of the p a r t i e s i n v o l v e d i n t h a t 

lease. 

Q. Having determined those i n t e r e s t s , then, was i t 

your r e s p o n s i b i l i t y t o contact those p a r t i e s and, once 

contacted, t o negot i a t e w i t h them a v o l u n t a r y agreement? 

A. Yes, s i r . 

MR. KELLAHIN: We tender Mr. Smith as an expert 

petroleum landman. 

EXAMINER CATANACH: Mr. Smith i s so q u a l i f i e d . 

Q. (By Mr. K e l l a h i n ) Let's t u r n t o page 21. Do you 

have a copy of t h a t before you? 

A. Yes, s i r . 
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Q. Does t h a t represent your summary of the t i t l e i f 

we dedicate the west h a l f of Section 22 t o Morrow gas 

pro d u c t i o n out of the subject well? 

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

Q. Summarize f o r us what you found. 

A. Well, I found t h a t i n the northwest — excuse me, 

the northeast of the northwest q u a r t e r , t h a t Murjo O i l and 

Royalty own a 44.3-percent working i n t e r e s t ; Debra J. Head, 

a 14.7-percent working i n t e r e s t ; the same f o r DeMar J. 

Hopson; F. K i r k Johnson, an 8.1-percent t r a c t working 

i n t e r e s t ; Ann H.J. McReynolds, 6.6-percent working 

i n t e r e s t ; C. Daniel Walker, 6.25-percent working i n t e r e s t ; 

and C.W. Stumhoffer, 5-percent working i n t e r e s t . This 

would g i v e them a p r o p o r t i o n a l l y reduced t r a c t 

p a r t i c i p a t i n g working i n t e r e s t s as o u t l i n e d on the c h a r t . 

Do you want me t o d e t a i l t h a t ? 

Q. No, s i r . Were you able t o l o c a t e c u r r e n t 

addresses f o r a l l those p a r t i e s t h a t you've l i s t e d as 

working i n t e r e s t owners i n the northeast of the northwest 

of the section? 

A. Yes, I was. 

Q. Apart from the owners of t h a t t r a c t , what was the 

ownership of the balance of the spacing u n i t f o r the west 

h a l f ? 

A. Anadarko owns 100 percent working i n t e r e s t i n the 
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balance. 

Q. Okay. Did you f i n d c u r r e n t addresses f o r a l l 

those i n d i v i d u a l s or i n t e r e s t owners? 

A. Yes, I d i d . 

Q. When d i d you f i r s t contact them i n w r i t i n g and 

propose the sharing of remaining gas pr o d u c t i o n out of the 

Morrow i n exchange f o r them paying a c e r t a i n p o r t i o n of the 

cost of the well? 

A. My l e t t e r i s dated January 5th, but i t was mailed 

on or about January 21, w a i t i n g on a r e v i s e d AFE. 

Q. A l l r i g h t . So when we t u r n t o page 22, what are 

we l o o k i n g a t , a t t h a t point? 

A. B a s i c a l l y i t ' s requesting p a r t i c i p a t i o n i n t he 

w e l l . Along w i t h the l e t t e r I sent APL Form 610, dated 

1982, which i s a model form operating agreement, w i t h a 

1984 COPAS accounting procedure attached p r o v i d i n g f o r 

$5439 producing w e l l r a t e and — excuse me, d r i l l i n g r a t e , 

and an $863 producing w e l l r a t e . 

Q. Except f o r changing the addressee on each of 

these l e t t e r s , d i d you o f f e r them the i d e n t i c a l same terms? 

A. Yes, a l l terms were i d e n t i c a l . 

Q. You o f f e r e d them an o p p o r t u n i t y t o p a r t i c i p a t e i n 

the recompletion? 

A. Yes, or t o farm out t h e i r i n t e r e s t . 

Q. Let's continue t o use page 21. As of today's 
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date, what's the sta t u s of your e f f o r t s t o o b t a i n a 

v o l u n t a r y agreement w i t h Murjo? 

A. We were unable t o o b t a i n a v o l u n t a r y agreement 

w i t h Murjo. E v i d e n t l y , they have j u s t r e c e n t l y s e t t l e d . 

Q. A l l r i g h t . As of today I w i l l represent t o the 

Examiner t h a t through Counsel we have s t i p u l a t e d t h a t t h e i r 

i n t e r e s t has been agreed upon, and so once those documents 

are f i n a l l y executed, then w e ' l l dismiss Murjo, pursuant t o 

the s t i p u l a t i o n . 

A. Yes. 

Q. A l l r i g h t . Was Debra Head p a r t of the s t i p u l a t e d 

settlement? 

A. No, she was not, but she approved a l l operations, 

signed the AFE and executed the ope r a t i n g agreement. 

Q. A l l r i g h t . So i n your o p i n i o n , may we drop Debra 

head from any p o o l i n g — 

A. Yes. 

Q. — order? 

DeMar Hopson? 

A. The same, he signed the AFE and the o p e r a t i n g 

agreement. 

Q. A l l r i g h t . K i r k Johnson, I I I ? 

A. K i r k Johnson signed the ope r a t i n g agreement but 

d i d not r e t u r n the AFE. Subsequent attempts were made t o 

acquire the signed AFE, and we've been unable t o get him t o 
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cooperate. 

Q. What's your recommendation t o the Examiner as t o 

Mr. Johnson's i n t e r e s t ? 

A. That he be included i n the f o r c e p o o l i n g . 

Q. Ann McReynolds? 

A. Has not returned e i t h e r the AFE or the j o i n t 

o p e r a t i n g agreement. 

Q. Your recommendation, then, f o r Ms. McReynolds? 

A. To include i n the p o o l i n g . 

Q. Daniel Walker i s p a r t of the s t i p u l a t e d 

s e t t lement group? 

A. Yes, s i r . 

Q. And then Mr. Stumhoffer i s also p a r t of the 

s t i p u l a t e d settlement group? 

A. Yes, s i r . 

Q. We look past the i n i t i a l l e t t e r s t h a t you sent i n 

January, and those w i l l take us through E x h i b i t 1, page 35. 

S t a r t i n g a t page 36, what do we f i n d i n the e x h i b i t 

package? 

A. Those are the c e r t i f i e d r e t u r n r e c e i p t 

i n f o r m a t i o n t a b l e . 

Q. A l l r i g h t -•-

A. A l l the p a r t i e s signed o f f on the r e c e i p t s , 

i n d i c a t i n g a l l p a r t i e s had received the i n f o r m a t i o n as 

described. 
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Q. A l l r i g h t . So a t l e a s t i n i t i a l l y you've 

contacted everybody? 

A. Yes, s i r . 

Q. You made reference i n your l e t t e r t o a proposed 

overhead r a t e . You t o l d me a w h i l e ago about $5400 a 

month? 

A. That was i n the operating agreement — 

Q. A l l r i g h t , and p a r t — 

A. — of the COPAS accounting procedure; i t was not 

p a r t of the l e t t e r i t s e l f . 

Q. A l l r i g h t , s i r . But t h a t was p a r t of the 

s u b m i t t a l t o the p a r t i e s ? 

A. Yes, s i r . 

Q. Did you receive any o b j e c t i o n from any of those 

p a r t i e s t o your proposed rates? 

A. None a t a l l . 

Q. You're proposing $5439 f o r the monthly d r i l l i n g 

or recompletion work rate? 

A. Yes. 

Q. And then a monthly operating r a t e of $863? 

A. Yes, s i r . 

Q. Where d i d you get those numbers? 

A. Those are COPAS numbers, adjusted f o r depth. 

Q. Apart from the p a r t i e s t h a t responded, t h e i r 

d e s i r e not t o pay f o r the value of the e x i s t i n g w e l l b o r e , 
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d i d you have any other o b j e c t i o n s t o the proposed AFE? 

A. No, not a t a l l . 

Q. Anyone o b j e c t t o the proposed p e n a l t y formulas or 

anything else i n the process? 

A. None a t a l l . Discussions resolved s p e c i f i c a l l y 

around the a c q u i s i t i o n , the cost of the we l l b o r e . 

Q. A l l r i g h t . I t was s p e c i f i c as t o whether or not 

they should reimburse you f o r some value of the wellbore? 

A. Yes, s i r , the discussions were as t o th e m e r i t of 

t h a t proposal. 

Q. At t h i s p o i n t then, Anadarko i s not seeking t o be 

reimbursed f o r the value of t h a t e x i s t i n g w e l l b o r e from any 

of the p a r t i e s , whether pooled or otherwise? 

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

MR. KELLAHIN: That concludes my questions of Mr. 

Smith. 

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

a t page 21 through completion of the e x h i b i t . 

EXAMINER CATANACH: Pages 21 through — I b e l i e v e 

i t ' s --

MR. KELLAHIN: 35? 39. 

EXAMINER CATANACH: — 39 — 

MR. KELLAHIN: Yes, s i r . 

EXAMINER CATANACH: — w i l l be admitted as 

evidence. 
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EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Smith, the p a r t i e s t h a t have v o l u n t a r i l y 

agreed t o p a r t i c i p a t e — and I be l i e v e you s a i d Ms. Head, 

the Hopson i n t e r e s t — 

A. Yes. 

Q. — are the two t h a t have agreed t o — 

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

Q. — v o l u n t a r i l y p a r t i c i p a t e ? 

What are the terms of those — of t h e i r 

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

A. They w i l l p a r t i c i p a t e w i t h t h e i r p r o p o r t i o n a t e l y 

reduced working i n t e r e s t i n the cost and pr o d u c t i o n of the 

Morrow completion and production therefrom. 

Q. They're c a r r y i n g t h e i r share of the recompletion 

costs only, r i g h t ? 

A. Yes. 

Q. The — 

A. — no other costs. 

Q. — $64,000 — 

A. Were not associated w i t h the Strawn — 

Q. Okay, they're not — 

A. They're j u s t dual. 

Q. They're not reimbursing you f o r any value? 

They're doing b a s i c a l l y the same terms as the Murjo? 
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A. Yes, s i r , e x a c t l y . 

Q. Okay, nobody's g e t t i n g any k i n d of b e n e f i t , e x t r a 

b e n e f i t here? 

A. No. 

Q. Okay, they're a l l the same? 

A. A l l p a r t i c i p a t i n g e q u a l l y . 

Q. Okay. The Johnson i n t e r e s t , you s a i d they signed 

— Did you say they signed an oper a t i n g agreement? 

A. Operating agreement, but we were unable t o get 

him t o r e t u r n the AFE. 

Q. Okay. You've been unable t o subsequently contact 

him? 

A. We mailed a c e r t i f i e d l e t t e r t o Mr. Johnson — i t 

was received, but he has not ret u r n e d the AFE — s p e c i f i 

c a l l y r e questing the r e t u r n of the AFE. 

Q. The Murjo and Walker and Stumhoffer i n t e r e s t s , 

have they signed o f f , a c t u a l l y , on t h a t agreement? 

A. I ' d have t o have counsel — 

MR. KELLAHIN: Mr. Examiner, I have Mr. 

Stumhoffer's signed s t i p u l a t i o n . 

Mr. C a r r o l l advised me t h i s morning t h a t he has 

seen the Walker s t i p u l a t i o n , i t ' s executed and he has sent 

i t t o me. He and I are both a w a i t i n g Murjo's s i g n a t u r e t o 

the s t i p u l a t i o n . Both of us b e l i e v e i t ' s forthcoming. 

We w i l l f i l e a l l those w i t h you f o r t h e case f i l e 
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when we have them a l l put together. 

Q. (By Examiner Catanach) At t h i s p o i n t , you 

be l i e v e the only i n t e r e s t s you're p o o l i n g are the Johnson 

and McReynolds i n t e r e s t ? 

A. Yes, s i r . 

Q. Mr. Smith, your proposed overhead r a t e s were 

included i n the operating agreement t h a t was signed by some 

of these p a r t i e s ? 

A. Yes, they were. 

Q. And those were determined from what, now? 

A. From published recommended r a t e s t h a t were 

adjusted f o r depth. 

Q. The r a t e s of $5439 w h i l e d r i l l i n g and $863 w h i l e 

producing? 

A. Yes. 

EXAMINER CATANACH: I b e l i e v e t h a t ' s a l l the 

questions I have of the witness, Mr. K e l l a h i n . 

You may be excused. 

MR. KELLAHIN: Mr. Examiner, the l a s t s u b m i t t a l 

i s not marked as an e x h i b i t . I t ' s my c e r t i f i c a t e of 

m a i l i n g . 

We'll mark i t , i f you allow me, as E x h i b i t 2, and 

we would move i t s i n t r o d u c t i o n . I t ' s the n o t i f i c a t i o n of 

hearing t o a l l the p a r t i e s t h a t were shown on page 21 of 

E x h i b i t 1. 
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EXAMINER CATANACH: Okay, E x h i b i t Number 2 w i l l 

be marked and admitted as evidence i n t h i s case. 

MR. KELLAHIN: That concludes our p r e s e n t a t i o n . 

EXAMINER CATANACH: There being n o t h i n g f u r t h e r , 

Case 10,996 w i l l be taken under advisement. 

(Thereupon, these proceedings were concluded a t 

10:33 a.m.) 
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