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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

CASE 9861 

EXAMINER HEARING 

IN THE MATTER OF: 

A p p l i c a t i o n of TXO P r o d u c t i o n C o r p o r a t i o n 

f o r Compulsory P o o l i n q , Eddy County, 

New Mexico. 

TRANSCRIPT OF PROCEEDINGS 

BEFORE: DAVID R. CATANACH, EXAMINER 

STATE LAND OFFICE BUILDING 

SANTA FE, NEW MEXICO 

February 7, 1990 

ORIGINAL 
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A P P E A R A N C E S 

FOR THE DIVISION: ROBERT G. STOVALL 
A t t o r n e y at Law 
Legal Counsel t o t h e D i v i s o n 
State Land O f f i c e B u i l d i n g 
Santa Fe, New Mexico 

FOR THE APPLICANT: W. THOMAS KELLAHIN, ESQ. 
K e l l a h i n , K e l l a h i n & Aubrey 
Post O f f i c e Box 2265 
Santa Fe, New Mexico 87504 

FOR ARCO: WILLIAM F. CARR, ESQ. 
Campbell & Black, P.A. 
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EXAMINER CATANACH: C a l l Case 9861. 

MR. STOVALL: A p p l i c a t i o n of TXO P r o d u c t i o n 

C o r p o r a t i o n f o r compulsory p o o l i n g r Eddy County, New 

Mexico. 

EXAMINER CATANACH: 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 , 

K e l l a h i n and Aubrey. I'm appearing on b e h a l f of TXO 

P r o d u c t i o n C o r p o r a t i o n . I have t h r e e witnesses t o be 

sworn. 

EXAMINER CATANACH: Any other 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 law f i r m Cambell & 

Black, P.A. of Santa Fe. I re p r e s e n t ARCO O i l and 

Gas, I n c . I do not i n t e n d t o c a l l a w i t n e s s nor 

oth e r w i s e p a r t i c i p a t e i n the h e a r i n g . 

EXAMINER CATANACH: Would the witnesses 

stand and be sworn, p l e a s e . 

(Thereupon, the witnesses were sworn.) 

RICHARD COATS 

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

upon h i s oa t h , was examined and t e s t i f i e d as f o l l o w s : 
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E X A M I N A T I O N 

BY MR. K E L L A H I N : 

Q. Mr. Coats, f o r the r e c o r d , would you please 

s t a t e your name and occupation? 

A. My name i s Richard Coats. I'm a landman 

w i t h TXO P r o d u c t i o n C o r p o r a t i o n . 

Q. Mr. Coats, have you, on p r i o r o c c a s i o n s , 

t e s t i f i e d as a landman on b e h a l f of your company 

be f o r e the D i v i s i o n ? 

A. I t ' s been a v e r y long t i m e . 

Q. Summarize f o r us g e n e r a l l y what you do as a 

landman f o r TXO P r o d u c t i o n C o r p o r a t i o n ? 

A. I handle a l l types of t r a d e s , n e g o t i a t i o n s , 

lease a c q u i s i t i o n s , r e c o r d search, t i t l e c u r a t i v e , 

w e l l p r e p a r a t i o n , et c e t e r a . 

Q. How long have you p r a c t i c e d your 

p r o f e s s i o n , Mr. Coats? 

A. For ap p r o x i m a t e l y s i x y e a r s . 

Q. When we look at the n o r t h h a l f of Se c t i o n 

16 i n Eddy County, New Mexico, t h a t i s the s u b j e c t of 

t h i s a p p l i c a t i o n , have you made y o u r s e l f f a m i l i a r w i t h 

the c u r r e n t w o r k i n g i n t e r e s t ownership of t h a t spacing 

u n i t ? 

A. Yes, s i r . 

Q. Have you been the i n d i v i d u a l employed on 
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b e h a l f of your company t o attempt t o n e g o t i a t e on a 

g o o d - f a i t h b a s i s the v o l u n t a r y j o i n d e r of those 

w o r k i n g i n t e r e s t owners i n the d r i l l i n g of the s u b j e c t 

w e l l ? 

A. Yes, s i r . 

MR. KELLAHIN: I tender Mr. Coats as an 

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

EXAMINER CATANACH: He i s SO q u a l i f i e d ' . 

THE WITNESS: Landman. 

MR. KELLAHIN: Yes, landman. I almost got 

you t o be a g e o l o g i s t . 

THE WITNESS: I don't want t o be one of 

those. 

MR. KELLAHIN: We tender him as a landman, 

Mr. Examiner. 

EXAMINER CATANACH: He i s so q u a l i f i e d as a 

1andman. 

Q. Mr. Coats, l e t me d i r e c t your a t t e n t i o n , 

s i r t o E x h i b i t No. 1. When we look at the d i s p l a y and 

look at the n o r t h h a l f of Sec t i o n 16 w i t h i n the area 

shaded i n the y e l l o w o u t l i n e , would you d e s c r i b e f o r 

us what t h a t r e p r e s e n t s ? 

A. W e l l , the acreage w i t h i n the y e l l o w o u t l i n e 

i s our proposed 320-acre p r o r a t i o n u n i t f o r the 

Shuga r t - S t a t e Com. "A" #1. The d i v i s i o n s w i t h i n t h a t 
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320-acre t r a c t , r e p r e s e n t s t a t e leases t h a t cover 

a d d i t i o n a l acreage, but t h a t i s the acreage the y cover 

w i t h i n t h a t n o r t h h a l f . 

Q. I d e n t i f y f o r us which i f any of the p a r t i e s 

as of the date of t h i s h e a r i n g have not c u r r e n t l y 

agreed t o v o l u n t a r i l y p a r t i c i p a t e i n the d r i l l i n g of 

the proposed w e l l . 

A. The only p a r t y i s ARCO. 

Q. Where i s t h e i r i n t e r e s t ? 

A. I n the n o r t h e a s t q u a r t e r of the n o r t h e a s t 

q u a r t e r . 

Q. I n t h a t 40-acre t r a c t , do they have 100 

percent of the wo r k i n g i n t e r e s t ? 

A. Yes, s i r . 

Q. Let me d i r e c t your a t t e n t i o n t o E x h i b i t No. 

2, Mr. Coats. What have you prepared here? 

A. Th i s i s a summary of the proposed w e l l 

l o c a t i o n , the proposed depth we a n t i c i p a t e d r i l l i n g 

the w e l l t o , a schedule of the working i n t e r e s t owners 

along w i t h t h e i r ownership percentage i n t e r e s t i n the 

n o r t h h a l f , and the n a t u r e of t h e i r ownership. I t 

sets f o r t h the p a r t y t h a t we a n t i c i p a t e p o o l i n g and 

the f o r m a t i o n s we're r e q u e s t i n g p o o l i n g . 

Q. Am I c o r r e c t i n un d e r s t a n d i n g t h a t you have 

o b t a i n e d v o l u n t a r y agreement from a l l w orking i n t e r e s t 

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 

8 

owners w i t h regard t o the d r i l l i n g of t h i s w e l l , 

except f o r ARCO? 

A. Yes . 

Q. The f o r m a t i o n s t o be pooled are from t h e 

top of the Wolfcamp f o r m a t i o n t o the base of the 

Pennsylvanian f o r m a t i o n ? 

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

Q. The t o t a l depth of the w e l l i s one t o 

p e n e t r a t e and t e s t the Morrow f o r m a t i o n ? 

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

Q. The l o c a t i o n of the w e l l i n the n o r t h e a s t 

t o the northwest q u a r t e r , i s t h a t the proposed 

l o c a t i o n as shown on E x h i b i t 1? 

A. Yes, i t i s . I t ' s 660 from the n o r t h l i n e 

and 1980 from the west l i n e . I t ' s a l e g a l l o c a t i o n . 

Q. ARCO's p r o p o r t i o n a t e l y reduced i n t e r e s t i n 

the spacing u n i t i s what, s i r ? 

A. 12.5 p e r c e n t . 

Q. That's as shown on E x h i b i t 2? 

A. Cor r e c t . 

Q. Summarize f o r us, Mr. Coats, what has been 

your e f f o r t s on b e h a l f of your company t o o b t a i n 

ARCO's v o l u n t a r y p a r t i c i p a t i o n i n the proposed w e l l . 

A. On May 19th I hand-de 1 i v e r e d a w e l l 

p r o p o s a l t o ARCO, which was an unorthodox w e l l 
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l o c a t i o n i n the northwest q u a r t e r of the n o r t h e a s t 

q u a r t e r . At t h a t p o i n t i n time we were a n t i c i p a t i n g 

d e d i c a t i n g t h a t w e l l t o t h e east h a l f . ARCO was 

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

expressed t o us t h a t they would s t r o n g l y oppose t h a t 

l o c a t i o n and would seek t o pr e v e n t i t from being 

d r i l l e d , or at l e a s t have a s t r o n g p e n a l t y . 

Q. Your f i r s t c o n t a c t w i t h ARCO about t h e i r 

i n t e r e s t i n the s e c t i o n i s set f o r t h i n E x h i b i t No. 3 

A. Yes, i t i s. 

Q. And t h a t ' s the l e t t e r over your s i g n a t u r e 

dated May 22, 1989? 

A. That's c o r r e c t . The l e t t e r t h a t ' s s t a p l e d 

t o t h a t i s dated May 19, 1989. The May 19th l e t t e r 

proposed the w e l l , the May 22nd l e t t e r was f o l l o w i n g 

up on one of the p r o v i s i o n s i n t h a t May 19th l e t t e r 

s a y i n g t h a t we would d e l i v e r a proposed o p e r a t i n g 

agreement . 

Q. A f t e r the May 22nd l e t t e r of 1989, what 

then o c c u r r e d ? 

A. As I s a i d , ARCO--it became c l e a r t h e y were 

going t o o b j e c t t o t h a t l o c a t i o n . We t h e r e f o r e 

n e g o t i a t e d w i t h our p a r t n e r s i n Sec t i o n 16 t o r e a l i g n 

the p r o r a t i o n u n i t s t o p r o v i d e f o r the S h u g a r t - S t a t e 

Com. w e l l i n the southeast of the southwest t o be 
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d e d i c a t e d t o a south h a l f p r o r a t i o n u n i t i n s t e a d of 

the west h a l f p r o r a t i o n u n i t i t had p r e v i o u s l y been 

d e d i c a t e d t o . 

I n d oing t h a t , i t would a l l o w us t o d r i l l a 

l e g a l l o c a t i o n as proposed on the p l a t and l e t us go 

ahead and c o n t i n u e w i t h our plans out t h e r e . I t took 

from May 22nd t o December 5 t h t o accomplish t h i s , and 

on December 5th I h a n d - d e l i v e r e d ARCO a subsequent 

w e l l p r o p o s a l t h a t p r o v i d e d f o r the d r i l l i n g of the 

Shugar t - S t a t e Co. "A" #1 w e l l , as shown on the p l a t . 

Attached t o t h a t was an AFE and a proposed o p e r a t i n g 

agreement. 

Q. The December 5 t h l e t t e r , t h e n , shows the 

n o r t h h a l f o r i e n t a t i o n , shows the s p e c i f i c w e l l 

l o c a t i o n t h a t you've d e s c r i b e d i n E x h i b i t 1, and gave 

ARCO the o p p o r t u n i t y , t h e n , t o p a r t i c i p a t e i n the w e l l 

based upon t h i s AFE? 

A. Yes, i t d i d . 

Q. Have you r e c e i v e d any o b j e c t i o n s from ARCO 

t o having TXO operate the w e l l ? 

A. No, we have n o t . 

Q. Any o b j e c t i o n t o the use of the n o r t h h a l f 

as the o r i e n t a t i o n f o r the spacing u n i t ? 

A. No, we have n o t . 

Q. Any o b j e c t i o n t o the w e l l l o c a t i o n ? 
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A. NO . 

Q. Any o b j e c t i o n t o the AFE cost s ? 

A. No. 

Q. As of the date of the h e a r i n g t o d a y , what 

i s the c u r r e n t s t a t u s of your e f f o r t s t o get v o l u n t a r y 

j o i n d e r by ARCO? 

A. As of today we were informed t h a t ARCO has 

signed the AFE f o r the w e l l . However, they c o n t i n u e 

t o attempt t o n e g o t i a t e terms of the o p e r a t i n g 

agreement w i t h us. We've given them the r i g h t t o 

p a r t i c i p a t e under the o p e r a t i n g agreement t h a t was 

att a c h e d t o the p r o p o s a l , as w e l l as j o i n t he 

o p e r a t i n g agreement t h a t ' s i n e x i s t e n c e w i t h a l l of 

our other working i n t e r e s t owners. N e i t h e r of those 

p r o p o s a l s or o p e r a t i n g agreements appears t o be 

acce p t a b l e t o them. We f e e l l i k e t h a t we've been f a i r 

and t h a t those terms and c o n d i t i o n s are accepted 

g e n e r a l l y by most other nonworking--or n o n o p e r a t o r s . 

Q. Without going t h r o u g h a l l the d e t a i l s of 

the d i s c u s s i o n s and the n e g o t i a t i o n s about the terms 

of the o p e r a t i n g agreement, i n your o p i n i o n , Mr. 

Coats, w i l l f u r t h e r t i m e , i n your o p i n i o n , r e s u l t i n 

the v o l u n t a r y j o i n d e r of ARCO, or do you now need the 

as s i s t a n c e of the D i v i s i o n i n e n t e r i n g a compulsory 

p o o l i n g order ? 
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A. We need the a s s i s t a n c e of the Commission t o 

enter the compulsory p o o l i n g o r d e r . ARCO's int e n d e d 

purpose i n t h i s , i n my o p i n i o n anyway, i s t o delay the 

d r i l l i n g of t h i s w e l l as long as p o s s i b l e . 

Q. When we look at the o f f s e t t i n g p r o p e r t i e s 

as shown on E x h i b i t 1, who operates the w e l l i n the 

south h a l f of Sec t i o n 9 t o the n o r t h of your spacing 

u n i t ? 

A. ARCO. 

Q. What i s the f o r m a t i o n t h a t i s produced i n 

t h a t w e l l ? 

A. The Morrow f o r m a t i o n . 

Q. That i s the int e n d e d p r o j e c t e d t a r g e t f o r 

your w e l l i n the n o r t h h a l f of 16? 

A. Yes, i t i s . 

Q. Do you have an o p i n i o n , Mr. Coats, as t o 

what you would recommend t o the Examiner f o r overhead 

r a t e s t o be i n c l u d e d i n the compulsory p o o l i n g order? 

A. My recommendation i s t h a t we have, as a 

d r i l l i n g w e l l r a t e , $5,960 per month, and as a 

pro d u c i n g w e l l r a t e , $595 per month. 

Q. Let me d i r e c t you t o E x h i b i t No. 5, Mr. 

Coats. I s t h i s an e x h i b i t you prepared? 

A. Yes, i t i s . 

Q. When we look at t h a t e x h i b i t , and look at 
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the l a s t e n t r y , are those the proposed r a t e s t h a t 

you're r e q u e s t i n g the Examiner t o i n c l u d e ? 

A. Yes, t h e y are. 

Q. What's the b a s i s f o r your recommendation? 

A. W e l l , f i r s t of a l l , those r a t e s are 

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

c u r r e n t l y proposed t o ARCO. W e l l , these are our 

standard r a t e s f o r a w e l l at t h i s d e p t h , a gas w e l l i n 

Southeast New Mexico. They're c o n s i s t e n t w i t h other 

overhead r a t e s t h a t we have i n c l u d e d i n other 

o p e r a t i n g agreements; f o r i n s t a n c e , the Burton F l a t 

Federal #1, w i t h $6,000 d r i l l i n g w e l l r a t e and a 

pro d u c i n g r a t e , and al s o the Earnst & Young averages 

f o r 1989 which, by the way, have not been p u b l i s h e d 

y e t , but we got these d i r e c t l y from t h a t a c c o u n t i n g 

f i r m . 

The 89 averages, as you can see, i s $6,134 

$566. The median i s somewhat lower than t h a t , as 

shown on t h a t e x h i b i t . E s s e n t i a l l y , we f e e l l i k e 

these overhead r a t e s are c o n s i s t e n t w i t h overhead 

r a t e s charged by other o p e r a t o r s . I n a d d i t i o n t o 

t h a t , ARCO has been allowed the o p p o r t u n i t y t o 

p a r t i c i p a t e under the o r i g i n a l o p e r a t i n g agreement. 

The overhead r a t e s under t h a t agreement are set f o r t h 

where i t says S h u g a r t - S t a t e Com. #1 and Shug a r t - S t a t e 
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Com. "A" #1. 

Q. What's the meaning of the c a l c u l a t i o n at 

the bottom p o r t i o n of the e x h i b i t ? 

A. W e l l , what t h a t i s , the o r i g i n a l overhead 

r a t e s i n those o p e r a t i n g agreements were $1,980 

d r i l l i n g w e l l r a t e and $335 p r o d u c i n g r a t e . Over the 

l a s t 11 years or so, those have been e s c a l a t e d by a 

f a c t o r of 199.01 p e r c e n t . 

Q. Have any of the other working i n t e r e s t 

owners i n the spacing u n i t o b j e c t e d t o the proposed 

overhead r a t e s ? 

A. No, they have n o t . 

Q. Have a l l the o t h e r w o r k i n g i n t e r e s t owners 

approved the AFE? 

A. Yes. 

MR. KELLAHIN: That concludes my 

examination of Mr. Coats. We move the i n t r o d u c t i o n of 

E x h i b i t s 1 th r o u g h 5. 

EXAMINER CATANACH: E x h i b i t s 1 t h r o u g h 5 

w i l l be a d m i t t e d as evidence. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Coats, I'm not sure I understand 

E x h i b i t 5. You've got the Sh u g a r t - S t a t e Com. #1. 

That w e l l was d r i l l e d i n 1978, i s t h a t r i g h t ? 
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A. Yes, s i r . That w e l l was d r i l l e d under an 

o p e r a t i n g agreement t h a t covered the e n t i r e S e c t i o n 

16. The ARCO t r a c t e x p i r e d from t h a t agreement and 

was subsequently l e a s e d , o b v i o u s l y , by ARCO. 

The Shugart-State Com. #1 w e l l i s operated 

by TXO under t h a t o p e r a t i n g agreement and the overhead 

r a t e s on t h a t w e l l are set f o r t h on E x h i b i t 5. The 

overhead r a t e s t o be charged t o our p a r t n e r s on the 

proposed Shugart-State Com. "A" #1 would be i d e n t i c a l 

t o the ones f o r the S h u g a r t - S t a t e Com. #1, as f a r as 

the nonoperators under t h a t JOA. And we have given 

ARCO the o p p o r t u n i t y t o p a r t i c i p a t e by r a t i f y i n g t h a t 

c o n t r a c t , which they do not want t o do. 

Q. Am I c o r r e c t i n u n d e r s t a n d i n g t h a t a l l the 

other i n t e r e s t owners i n the n o r t h h a l f of 16, except 

f o r ARCO, w i l l be paying the overhead r a t e s of 39, 40, 

40 ? 

A. D r i l l i n g w e l l r a t e , yes, s i r . 

Q. D r i l l i n g w e l l r a t e . And ARCO w i l l be the 

o n l y one payi n g the h igher or the proposed overhead 

r a t e s ? 

A. W e l l , i f they c o n t i n u e t o not j o i n the 

e x i s t i n g o p e r a t i n g agreement, t h a t ' s c o r r e c t , or 

t h a t ' s what we're a s k i n g f o r . 

Q. I f t h e y s i g n the JOA, t h e n , t h e y ' r e s u b j e c t 
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t o the l e s s e r r a t e s ? 

A. Yes, s i r . 

EXAMINER CATANACH: I see. I have no 

f u r t h e r q u e s t i o n s of the w i t n e s s . 

MR. KELLAHIN: Mr. Examiner, at t h i s time I 

would l i k e t o c a l l Mr. Glen Brown. Mr. Brown i s the 

g e o l o g i s t f o r TXO. 

GLEN BROWN 

the 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. KELLAHIN: 

Q. Mr. Brown, on p r i o r occasions have you 

t e s t i f i e d and q u a l i f i e d as a pe t r o l e u m g e o l o g i s t ? 

A. I n other Commissions, not t h i s one. 

Q. Not b e f o r e t h i s New Mexico D i v i s i o n ? 

A. R i g h t . 

Q. Would you take a moment and summarize f o r 

us your e d u c a t i o n a l background and employment 

exper ience ? 

A. I r e c e i v e d a b a c h e l o r ' s degree i n geology 

from the State U n i v e r s i t y i n New York, i n P l a t t s b u r g . 

That was i n 1980. I r e c e i v e d a master's degree i n 

geology from New Mexico St a t e U n i v e r s i t y i n Las Cruces 

i n iy«2 . 
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At t h a t time I went t o work f o r M a r s h a l l R 

Young O i l Company out of F t . Worth. I worked i n t h e i 

Oklahoma C i t y o f f i c e as a pe t r o l e u m g e o l o g i s t . 

I l e f t t h e i r employ a f t e r t h r e e y e a r s , and 

two months l a t e r j o i n e d up w i t h Texas O i l and Gas, 

where I've worked since t h a t t i m e . I've been w i t h 

Texas O i l and Gas f o r f i v e y e a r s . 

Q. Summarize f o r us your p a r t i c u l a r 

e x p e r i e n c e s , i n a gene r a l way, i n Southeastern New 

Mexico i n mapping and g e o l o g i c e v a l u a t i o n s of the 

Morrow and Pennsylvanian f o r m a t i o n s . 

A. I have been wor k i n g New Mexico geology f o r 

a l i t t l e over a year at t h i s t i m e . 

Q. Did you prepare the g e o l o g i c d i s p l a y s t h a t 

the Examiner i s about t o see w i t h regards t o the 

s t r u c t u r e and t h i c k n e s s of the Morrow sand? 

A. I have . 

Q. You prepared the c r o s s - s e c t i o n as w e l l as 

the map on the Atoka? 

A. Yes, I have . 

Q. And ot h e r w i s e have made a g e o l o g i c 

i n v e s t i g a t i o n of the o p p o r t u n i t i e s t o produce gas at 

t h i s l o c a t i o n ? 

A. Yes. 

MR. KELLAHIN: We tender Mr. Brown as an 
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exp e r t p e t r o l e u m g e o l o g i s t . 

EXAMINER CATANACH: He i s SO q u a l i f i e d . 

Q. Let me t u r n your a t t e n t i o n t o what i s 

marked as E x h i b i t No. 6. I d e n t i f y t h a t d i s p l a y , 

p l e a s e . 

A. Thi s i s a p r o d u c t i o n map of the area 

s u r r o u n d i n g S e c t i o n 16. 

Q. When we look at the code on the lower l e f t 

s i d e of the d i s p l a y , what have you shown t h e r e ? 

A. I t ' s a c o l o r code t h a t r e l a t e s t o s p e c i f i c 

f o r m a t i o n s t h a t produce i n the area. 

Q. What, i n your o p i n i o n as a g e o l o g i s t , are 

the p r i m a r y o b j e c t i v e s of a w e l l t o be d r i l l e d at t h i s 

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

A. The p r i m a r y o b j e c t i v e f o r t h i s l o c a t i o n 

would be the Morrow. 

Q. Let' s q u i c k l y e l i m i n a t e some of the other 

f o r m a t i o n s , i f you w i l l . When we look at the 

p o t e n t i a l f o r a Strawn p r o d u c e r , do we have any Strawn 

producers shown on the d i s p l a y ? 

A. There i s one l o c a t e d a l i t t l e over two 

mile s t o the n o r t h , i n the v e r y n o r t h w e s t corner of 

Section 3, the ve r y n o r t h end of our map. 

Q. When we look at the o p p o r t u n i t i e s f o r an 

Atoka pro d u c e r , where are we i n r e l a t i o n t o other 
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Atoka producers? 

A. There's Atoka p r o d u c t i o n a m i l e and a h a l f 

t o the so u t h . I have a map t h a t I ' l l submit f o r 

evidence of the Atoka. I don't b e l i e v e i t ' s r e a l l y 

p r o s p e c t i v e at our given l o c a t i o n . I t ' s pinched out 

t o the sou t h . 

Q. The best deep gas pro s p e c t i s f o r the 

Mor row ? 

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

Q. Have you d i v i d e d the Morrow i n t o any 

i n t e r v a l s ? 

A. Yes, t h e r e are two d i s t i n c t i n t e r v a l s i n 

the Morrow t h a t produce i n here. There's what I've 

termed f o r convenience the middle and lower Morrow 

sandstones. I have e x h i b i t s t h a t r e f l e c t isopachs of 

both of those sands. 

Q. Based upon your g e o l o g i c i n v e s t i g a t i o n of 

t h i s area, were you able t o f o r m u l a t e an o p i n i o n as t o 

a proposed r i s k f a c t o r p e n a l t y t o be assessed a g a i n s t 

any nonconsenting w o r k i n g i n t e r e s t owners by the 

D i v i s i o n i n t h i s case? 

A. Yes, I have . 

Q. What i s t h a t o p i n i o n ? 

A. We request a 200 pe r c e n t p e n a l t y . 

Q. Let' s look at some of the bases upon which 
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you make t h a t c o n c l u s i o n . L e t ' s go f s i r , t o E x h i b i t 

No. 7. Again, please i d e n t i f y t h a t f o r us? 

A. E x h i b i t 7 i s a s t r u c t u r e map on the top of 

the middle Morrow sand. T h i s s t r u c t u r e would a l s o be 

the same f o r s t r u c t u r e at the lower Morrow sand. 

They're onl y 100 f e e t away from one an o t h e r . 

Q. When we look at the s t r u c t u r a l component of 

the g e o l o g i c r i s k i n v o l v e d i n d r i l l i n g t h i s w e l l and 

your c o n c l u s i o n about the r i s k f a c t o r p e n a l t y , what 

does the s t r u c t u r e t e l l you? 

A. Well the s t r u c t u r e i s mapped on subsurface 

c o n t r o l a lone. We have no seismic data t o c o n f i r m 

t h a t we would get high t o t h e w e l l s t o the n o r t h or t o 

the s o u t h . There i s a s s o c i a t e d water p r o d u c t i o n i n 

the middle and lower Morrow sands. I t ' s a combination 

t r a p of sand and s t r u c t u r e . 

T h e r e f o r e , s t r u c t u r e would be of 

importance, and i t would be s i g n i f i c a n t i f we were t o , 

i n f a c t , f a l l i n a h o l e , i n t h a t we would encounter 

water i n s t e a d of gas. There would be a r i s k t h e r e of 

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

Q. When we look at E x h i b i t No. 8, would you 

i d e n t i f y t h a t f o r us? 

A. Yes. I t i s a p o r o s i t y isopach of n e t , 

middle Morrow sand t h a t i s g r e a t e r than or equal t o 
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e i g h t p e r c e n t . 

Q. Let' s go t o E x h i b i t No. 9, t h e n , and have 

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

A. That i s a p o r o s i t y isopach of net lower 

Morrow sand g r e a t e r than or equal t o e i g h t p e r c e n t . 

Q. What p a r t do e i t h e r of the d i s p l a y s , 

E x h i b i t 8 or 9, p l a y i n f o r m i n g a b a s i s f o r your 

c o n c l u s i o n t h a t the 200 per c e n t 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? 

A. What these maps show i s t h a t we're 

o b v i o u s l y i n a Morrow t r e n d of p o r o s i t y development. 

The sands are i n t e r p r e t e d as being a f l u v i a l channel 

form system, and I'm hoping t h a t these maps a r e , i n 

f a c t c o r r e c t , t h a t we w i l l encounter net values 

s i m i l a r t o producers i n the area. However, my 

experience w i t h t h a t n a t u r e of the r e s e r v o i r has been 

t h a t sometimes one can be i n c o r r e c t because the sands 

do come and go i n a ve r y s h o r t space. 

Q. Does i t d i m i n i s h the recommended r i s k 

f a c t o r p e n a l t y t o l e s s than 200 per c e n t t o have the 

proposed w e l l l o c a t i o n l o c a t e d between two producing 

gas w e l l s ? 

A. W e l l , yeah. I don't t h i n k i t d i m i n i s h e s 

from t h a t recommended p e n a l t y m y s e l f , because, as I 

say, t h e r e i s a tendency f o r these sands t o come and 
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go. There's v e r y l i t t l e c o n t r o l i n the Morrow t o the 

east or t o the west of t h i s ARCO w e l l t h a t ' s l o c a t e d 

i n S e c t i o n 9, t o determine which way t h i s sand, i n 

f a c t , t r e n d s as i t goes away from t h a t w e l l . I t ' s 

v e r y p o s s i b l e i t could a v o i d our l o c a t i o n . 

Q. Can you giv e us an example t o i l l u s t r a t e 

your p o i n t t h a t e x i s t s on E x h i b i t 9, when we look at 

the r e l a t i o n s h i p i n Section 17 t o the west of your 

l o c a t i o n , and the w e l l s i n S e c t i o n 20? 

A. Yes. I f the Examiner would look i n Sec t i o n 

20, t h e r e are two Chevron w e l l s t h e r e t h a t are on a 

ve r y c l o s e d i s t a n c e t o one an o t h e r , I would say 

ap p r o x i m a t e l y a q u a r t e r of a m i l e from one ano t h e r . 

Those two w e l l s , one had encountered 19 f e e t of 

p o r o s i t y , the other had encountered 6 f e e t of p o r o s i t y 

i n the lower Morrow sand. P r o d u c t i o n i n those two 

w e l l s , t h e r e was a v e r y sharp c o n t r a s t over t h a t s h o r t 

of a d i s t a n c e . 

Q. I f we go back t o the p r o d u c t i o n map, which 

i s E x h i b i t No. 6--

A. A l l r i g h t . One would look at the Chevron 

L i t t l e f i e l d Fed. Com., which i s i n the n o r t h w e s t of 

the southeast q u a r t e r . That w e l l from the Morrow has 

cum'd 3.9 Bcf and 77,000 b a r r e l s of condensate, and i t 

c u r r e n t l y makes over 600 Mcf a day. 
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The w e l l i n the n o r t h w e s t q u a r t e r , the 

Chevron Eddy-Federal Com. ID, i t o n l y cum'd 

103,000,000 cubic f e e t of gas. Obviously a 

subeconomic producer. So the p o i n t b e i n g , t h e n , i n a 

sho r t d i s t a n c e the r e s e r v o i r economic q u a l i t y of the 

sand can, i n f a c t , v a r y and become v e r y u n d e s i r a b l e . 

Q. Le t ' s take a moment and look at the 

s t r a t i g r a p h i c c r o s s - s e c t i o n which i s E x h i b i t 10, Mr. 

Brown. L e t ' s go d i r e c t l y t o the c r o s s - s e c t i o n and 

f i n d the schematic of the proposed l o c a t i o n . 

A. Okay. 

Q. Have you found t h a t ? 

A. Uh-huh. 

Q. Le t ' s look at your g e o l o g i c o p i n i o n s w i t h 

regards t o t h a t l o c a t i o n as you compare them t o each 

of the two w e l l s on each side of t h a t l o c a t i o n . 

A. Uh-huh. 

Q. A l l r i g h t . 

A. As you can see, our proposed l o c a t i o n , as 

y o u ' l l n o t i c e on our p r e v i o u s maps, l i e s between a 

Texas O i l and Gas-operated w e l l t o th e s o u t h , the 

Shugart-State Com. #1, and i t o f f s e t s t o the n o r t h the 

ARCO Paton B Fed. #1. There i s , as I mentioned 

b e f o r e , t h e r e ' s p r o d u c t i o n i n the middle Morrow and 

lower Morrow i n the area. The ARCO Paton w e l l 
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produces from one sand s t r i n g e r i n the middle Morrow 

w e l l , and al s o has some sand development opened i n the 

top of the lower Morrow s e c t i o n . 

I n c o n t r a s t , you know, t o the s o u t h , i n our 

TXO Shu g a r t - S t a t e Com. w e l l , we have a development of 

th r e e lenses of sand i n the middle Morrow t h a t 

produce, and the lower Morrow sand i n t h a t w e l l was 

t e s t e d as w e l l , w a t e r - b e a r i n g . 

Q. When we look at the l o g of the 

Shugar t - S t a t e Com. w e l l , you see the t h r e e orange sets 

of p e r f o r a t i o n s i n the middle Morrow? 

A. Right . 

Q. Look below. See the lower Morrow 

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

A. Yes. 

Q. Describe how those are separated at t h i s 

p o i n t . 

A. They're separated by hot shale markers t h a t 

are considered t o be time s t r a t i g r a p h i c markers t h a t , 

i n f a c t , bound the sands as g e n e t i c i n t e r v a l s , i s how 

t h e y ' r e separated o u t . 

Q. I n your o p i n i o n , the p r o d u c t i o n i n t h a t 

w e l l i s coming from the middle Morrow and not the 

lower Morrow? 

A. E x c l u s i v e l y , yes. We p e r f o r a t e t e s t e d and 
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got a l l s a l t water out of the lower Morrow. 

Q. I n summary, t h e n , Mr. Brown, what i s your 

g e o l o g i c c o n c l u s i o n about an a p p r o p r i a t e r i s k f a c t o r 

p e n a l t y t o assess? 

A. I would s t i l l recommend 200 p e r c e n t . I f I 

might make one a d d i t i o n a l p o i n t w h i l e I have t h i s 

c r o s s - s e c t i o n i n f r o n t of everyone, the next w e l l t o 

the l e f t from the S h u g a r t - S t a t e Com. t h a t we were j u s t 

l o o k i n g a t , i s the Gulf Energy Keohane "C" Federal 

#1. This w e l l encountered the t h i c k e s t and best 

development of middle Morrow sand t h a t I saw i n the 

e n t i r e area. However, they p e r f o r a t e d t h i s w e l l and 

i t o n l y made 43,000,000 cu b i c f e e t of gas. 

My summary i s t h a t t h e r e i s a v a r i a b i l i t y 

i n these sands i n terms of your r i s k s i n e n c o u n t e r i n g 

them, and t h e r e ' s a l s o a v a r i a b i l i t y once you get them 

on a l o g as t o what you have. Not on l y does your r i s k 

come i n at the d r i l l i n g s t age, but i t comes i n at 

comp l e t i o n stage. We've weighed these r i s k s i n our 

mind and have o f f s e t them w i t h the p o t e n t i a l t h a t we 

c o u l d , i n f a c t , make some r a t h e r l a r g e w e l l s i n the 

area, and f e e l t h a t i t i s warranted t o d r i l l f o r , but 

t h e r e i s s u b s t a n t i a l r i s k . 

MR. KELLAHIN: Thank you, Mr. Brown. That 

concludes our examination of Mr. Brown. We would move 
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the i n t r o d u c t i o n of h i s E x h i b i t s 6 th r o u q h 10. 

THE WITNESS: There's a l s o the Atoka map. 

Q. E x h i b i t 11 i s an Atoka map. Would you 

de s c r i b e E x h i b i t 11 f o r us, Mr. Brown? 

A. T h i s i s a s t r u c t u r a l map on top of the 

Atoka. The c o l o r coding r e f l e c t s red i s a p r o d u c i n g 

map, p r o d u c i n g zones i n the Atoka; the blue i s water 

zones; and the gray i s zones where the Atoka sand i s 

not developed, t h e r e ' s j u s t no sand p r e s e n t at a l l . 

As I mentioned b e f o r e , the Atoka i s 

p i n c h i n g out as i t comes up th r o u g h Sections 20 and 21 

and so t h e r e ' s r e a l l y , i n my o p i n i o n , v e r y l i t t l e 

chance t h a t - - I t would have t o be a t o t a l l y new 

r e s e r v o i r f o r i t t o get up i n t o the n o r t h h a l f of 16. 

I t would be a t o t a l l y d i f f e r e n t sand 

Q. The Atoka i s more s p e c u l a t i v e than even the 

Mor row ? 

A. Extremely s p e c u l a t i v e . We would not d r i l l 

a w e l l t o Atoka p o t e n t i a l here. 

MR. KELLAHIN: Mr. Examiner, we would now 

move Mr. Brown's e x h i b i t s be i n t r o d u c e d ; t h e y ' r e 

E x h i b i t s 6 th r o u g h 1 1. 

EXAMINER CATANACH: E x h i b i t s 6 th r o u g h 11 

w i l l be a d m i t t e d as evidence. 
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EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Brown, as I understand i t , the p r i m a r y 

o b j e c t i v e i s the Morrow, and d i d you say t h e r e was no 

Atoka p o t e n t i a l ? 

A. I mapped no Atoka p o t e n t i a l i n t h e r e , 

a l t h o u g h h i s t o r y has shown t h a t o c c a s i o n a l l y one w i l l 

encounter a zone when one doesn't expect i t . I'm not 

a n t i c i p a t i n g i t . We would l i k e t o i n c l u d e i t i n our 

p o o l i n g order j u s t f o r the s e r e n d i p i t y p o t e n t i a l i f 

something happened. 

Q. On your E x h i b i t No. 6, are the Morrow w e l l s 

i n t h i s area more or l e s s m o s t l y p r o d u c i n g from the 

mi d d l e , or lower or a combination? 

A. I p e r s o n a l l y f e e l t h a t the middle sand i s a 

b e t t e r producer than the lower i s , and I base t h a t on 

the evidence t h a t our Shugar t - S t a t e Com. produces 

e x c l u s i v e l y from middle Morrow sand i n t e r v a l and i t i s 

an e x c e p t i o n a l w e l l . 

There are r e a l l y o n l y two e x c e p t i o n a l w e l l s 

i n t h e r e , our w e l l and the w e l l i n the southeast 

q u a r t e r of Sec t i o n 20. A l l the o t h e r s are m a r g i n a l l y 

economic at b e s t . Both of those w e l l s have middle 

Morrow sand p e r f o r a t e d and open i n them. F u r t h e r 

t e s t i m o n y from e n g i n e e r i n g w i l l go i n t o some of these 
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w e l l s more s p e c i f i c a l l y and the EUR's, e s t i m a t e d 

u l t i m a t e r e c o v e r i e s , of some of these w e l l s i n f u r t h e r 

det a i l . 

Q. Did you s t a t e t h a t the w e l l i n the south 

h a l f of 16 t e s t e d wet i n the lower Morrow? 

A. I n the lower Morrow, yes, s i r , i t d i d . On 

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

p e r f o r a t i o n , swabbed no show. We have a c a s t - i r o n 

b r i d g e p l u g t h a t i s at a p p r o x i m a t e l y 1,750 f e e t i n 

t h a t w e l l t h a t ' s sealed o f f those p e r f o r a t i o n s below 

t h a t p o i n t because of water. Now, t h e r e i s some 

a s s o c i a t e d water p r o d u c t i o n w i t h our middle Morrow 

p r o d u c t i o n i n t h e r e . We make about 60 b a r r e l s of 

water a day along w i t h our gas and whatever, but i t ' s 

from the middle Morrow. 

Q. I s your proposed w e l l s t r u c t u r a l l y h i g h e r 

than the w e l l i n the south h a l f of Se c t i o n 16? 

A. I b e l i e v e i t w i l l be. My i n t e r p r e t a t i o n i s 

t h a t I t h i n k we w i l l come i n s t r u c t u r a l l y h i g h . 

That's not based on any seismic c o n f i r m a t i o n of t h a t . 

I t ' s based on the p r o j e c t i o n of the a n t i c l i n a l nose 

from the southwest up i n t o t h e r e . I t ' s v e r y p o s s i b l e 

t h a t one could come i n at a s t r u c t u r a l p o s i t i o n 

between those two w e l l s , i f t h a t a n t i c l i n a l nose d i d 

not go t h r o u g h t h e r e . The net e f f e c t , what t h a t would 
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do, i t would remove us from lower Morrow sand 

p r o d u c t i o n , i n my o p i n i o n . 

Q. Let me see i f I'm c o r r e c t i n un d e r s t a n d i n g 

your other t e s t i m o n y . W e l l , which one was i t , the 

w e l l you s a i d encountered a l o t of sand but d i d n ' t 

have a l o t of c u m u l a t i v e p r o d u c t i o n ? 

A. That's r i g h t . The w e l l l o c a t e d i n the 

southwest q u a r t e r of Sec t i o n 2 1 , i t ' s the Gulf Energy 

Keohane "C" F e d e r a l . That w e l l , you can see i t on 

your c r o s s - s e c t i o n here, has an e x c e l l e n t development 

of sand, over 20 f e e t of middle Morrow sand 

development. Everyone would get e x c i t e d l o o k i n g at 

the logs and run p i p e , but u n f o r t u n a t e l y when they 

p e r f o r a t e d the w e l l i t came on and j u s t f e l l r i g h t on 

i t s face and accumulated 43,000,000 cub i c f e e t and 

i t ' s now abandoned. 

B a s i c a l l y what i t ' s t e l l i n g you, my maps 

are r e f l e c t i n g the s t a t i s t i c a l development p r o j e c t i o n 

of development of sand w i t h i n these t r e n d s , but 

o b v i o u s l y t h e r e ' s q u i t e a b i t more c o m p l e x i t i e s t h e r e 

than I can r e a l l y p r e s ent w i t h the l i m i t e d data we 

have a v a i l a b l e . I would say t h i s would p r o b a b l y be 

some k i n d of meander c u t o f f s i t u a t i o n , where you have 

a l i t t l e p o i n t bar and the sand, i t ' s t h i c k on the 

l o g s , but about the s i z e of t h i s room. 
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EXAMINER CATANACH: I have no f u r t h e r 

q u e s t i o n s of the w i t n e s s . He may be excused. 

RANDALL STEWART CATE 

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

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

EXAMINATION 

BY MR. KELLAHIN: 

Q. Would you please s t a t e your name and 

o c c u p a t i o n . 

A. My name i s Randall Stewart Cate. I'm a 

pet r o l e u m engineer f o r Texas O i l and Gas, or TXO 

P r o d u c t i o n Corp. I have been w o r k i n g f o r them f o r 

over e i g h t and a h a l f years i n the Midland d i s t r i c t . 

Q-. Mr. Cate, have you, on p r i o r o c c a s i o n , 

t e s t i f i e d as a pe t r o l e u m engineer b e f o r e t h i s 

D i v i s i o n ? 

A. Yes, I have . 

Q. I n p u r s u i n g your employment, have you made 

a study of the e n g i n e e r i n g i n f o r m a t i o n a v a i l a b l e 

w i t h i n the s p e c i f i c area of Eddy County, New Mexico, 

f o r the Shu g a r t - S t a t e Com. "A" #1 w e l l ? 

A. Yes, I have. I have reviewed p r o d u c t i o n 

i n f o r m a t i o n , scout t i c k e t c o m p l e t i o n s , and have drawn 

some c o n c l u s i o n s based on t h a t r e s e a r c h . 

Q. I n a d d i t i o n , you've a l s o reviewed t h e AFE 
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t h a t TXO proposes t o u t i l i z e f o r the d r i l l i n g of t h i s 

w e l l ? 

A. Yes, I have. 

MR. KELLAHIN: We tender Mr. Cate as an 

expert p e t r o l e u m e n g i n e e r . 

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

Q. As p a r t of your d u t i e s , have you been able 

t o f o r m u l a t e an o p i n i o n as t o what you, as a pe t r o l e u m 

e n g i n e e r , recommend t o the Examiner f o r a p e n a l t y 

f a c t o r t o be assessed a g a i n s t any nonconsenting 

w o r k i n g i n t e r e s t owners? 

A. Yes, I have . 

Q. And what i s t h a t o p i n i o n ? 

A. That the maximum p e n a l t y of 200 pe r c e n t be 

assigned i n t h i s case. 

Q. Have you a l s o reviewed the AFE t o determine 

whether or not you could reach an o p i n i o n as t o 

whether t h a t AFE was f a i r and reasonable? 

A. Yes, I have . 

Q. What i s your o p i n i o n ? 

A. That i t i s f a i r and reasonable. 

Q. I b e l i e v e as of the date of the h e a r i n g we 

do not have any of the wo r k i n g i n t e r e s t owners, 

i n c l u d i n g ARCO, t h a t have o b j e c t e d t o the AFE? 

A. That's c o r r e c t . 
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Q. Le t ' s go, t h e n , t o your o p i n i o n and 

co n c l u s i o n about the r i s k f a c t o r p e n a l t y . What have 

you done i n order t o form a b a s i s upon which t o make 

t h a t o p i n i o n ? 

A. I have s t u d i e d the w e l l s i n the e x h i b i t 

area which E x h i b i t No. 6, I guess, would be a good 

one. I t ' s the p r o d u c t i o n study. And my E x h i b i t No. 

12 l i s t s those w e l l s and some of the t e s t d a t a , 

c u m u l a t i v e p r o d u c t i o n , and the zones t h a t i t has been 

produced from. And based on t h a t d a t a , I a r r i v e d at 

my cone 1us i o n . 

Q. Describe f o r us, and you don't have t o go 

thro u g h each of the e n t r i e s on E x h i b i t 12, but 

de s c r i b e f o r us which of these comparisons or what 

p o r t i o n of the s t a t i s t i c a l a n a l y s i s helps support your 

conelus ion ? 

A. Okay. Based on the e x h i b i t area i n which 

these w e l l s f a l l i n t h i s Morrow t r e n d , t h e r e i s 11 

t o t a l w e l l s t h a t - - a n d I w i l l s t a y w i t h the Morrow. We 

don't b e l i e v e the Atoka w i l l be p r o d u c t i v e at t h i s 

l o c a t i o n - - b u t 11 Morrow p e n e t r a t i o n s and t e s t s , two of 

which made or w i l l make more than one Bcf of gas, two 

out of 11 . 

I n my o p i n i o n , one and a h a l f t o two Bcf i s 

the minimum t h a t we would want t o have f o r t h i s 
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p r o s p e c t . So you can see the odds of a c h i e v i n g t h a t 

i n t h i s t r e n d are very low. I n a d d i t i o n , o n l y f i v e 

out of the 11 w i l l make more than h a l f of a Bcf. 

Q. What's the c r i t e r i a by which you have 

judged 1 Bcf t o be the volume of gas needed i n order 

t o have a w e l l t h a t , i n your a n a l y s i s , i s commercial? 

A. Based on $1.50 average gas p r i c e , which i s 

p r e t t y good average r i g h t now, l e s s your t r a n s p o r t s 

and a l l , the AFE of $756,000, you d i v i d e t h a t by your 

n e t , add two years' worth of o p e r a t i n g expenses of 

$2,000 a month, you get payout of r o u g h l y s i x - t o 

seven-tenths of a Bcf r e q u i r e d . Nobody d r i l l s 

s t r i c t l y f o r payout, so you would l i k e t o see a f a i r 

r e t u r n two t o t h r e e times t h a t as a minimum, so t h a t ' s 

where I get one and a h a l f t o two Bcf. 

Q. At one and a h a l f Bcf, t h e n , y o u ' l l get the 

cost of the w e l l back p l u s one more? 

A. Yes, s i r , a p p r o x i m a t e l y . 

Q. As a method by which, t h e n , t o e s t a b l i s h a 

c r i t e r i a f o r the suc c e s s f u l n e s s of these gas w e l l s , 

t h a t ' s what you've used? 

A. Yes. 

Q. Have you made a comparison as t o whether or 

not you reduce the r i s k by being i n cl o s e p r o x i m i t y t o 

a w e l l t h a t i s one of the b e t t e r producers? For 
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example, can you l o c a t e y o u r s e l f w i t h i n c l o s e 

p r o x i m i t y of one of the two w e l l s t h a t meet your 

economic c r i t e r i a f o r a s u c c e s s f u l w e l l ? 

A. Yes, we can. Down i n Se c t i o n 20, the 

L i t t l e f i e l d Fed. d r i l l e d by Chevron, the w e l l has a 

cum t o date of 4 Bcf. I p r o j e c t e d , based on d e c l i n e 

and P/Z t h a t i t should do r o u g h l y 6 Bcf. 

D i r e c t o f f s e t t o the northwest of i t , the 

Chevron Eddy Fed. Com. attempted a c o m p l e t i o n , has 

made a p p r o x i m a t e l y o n e - t e n t h of a Bcf out of the 

Morrow. 

Back up i n Se c t i o n 9, the ARCO Paton "B" 

Fed. #1 i s the w e l l t h a t we w i l l be the c l o s e s t t o at 

t h i s l o c a t i o n . I p r o j e c t , based on p r o d u c t i o n d e c l i n e 

r a t e and pressure c a l c u l a t i o n s versus p r o d u c t i o n — a n d 

t h e r e are e x h i b i t s t h a t show the p r o d u c t i o n d e c l i n e on 

t h i s w e l l - - t h a t i t w i l l make between 700- and 

800,000,000 cu b i c f e e t , or l e s s than a Bcf. I t came 

on v e r y n i c e l y , but i t has dropped o f f d r a m a t i c a l l y . 

Q. Your e s t i m a t e s of c u m u l a t i v e r e c o v e r y f o r 

the ARCO w e l l i s p r o b a b l y not more than .8 Bcf? 

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

Q. Where i s the o t h e r of the two good w e l l s , 

t h e n , i n the p o o l ; "good," meaning those two w e l l s of 

the 11 t h a t , i n your o p i n i o n , would r e c o v e r y a Bcf or 
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more of gas? 

A. The other i s i n the south h a l f of Sec t i o n 

16. I t ' s c a l l e d the TXO P r o d u c t i o n Corp. 

Shuga r t - S t a t e Com. #1. 

Q. Okay. When we look at attempted w e l l 

l o c a t i o n i n the n o r t h h a l f of 16, t h e n , you're caught 

i n the dilemma of being l o c a t e d between a poor w e l l 

and a good w e l l and you expose y o u r s e l f t o the same 

k i n d of r i s k t h a t Chevron d i d i n Sec t i o n 20? 

A. Yes. I b e l i e v e the s t a t i s t i c s d e f i n i t e l y 

bear t h a t k i n d of a r i s k , yes. 

Q. L e t ' s look at the p r o d u c t i o n p l o t from the 

ARCO w e l l i n the south h a l f of Se c t i o n 9. I b e l i e v e 

t h a t ' s marked as Se c t i o n 13. Do you have t h a t ? 

A. Yes, I come. 

Q. At the same t i m e , l e t ' s look at E x h i b i t No. 

14 which i s the p r o d u c t i o n data p l o t t e d f o r the TXO 

Shugart w e l l i n the south h a l f of 16. Describe f o r us 

what t h i s shows you. 

A. Okay. Thi s i s a p l o t of the o i l and gas 

p r o d u c t i o n f o r the Shugart S t a t e and on the Paton B, 

E x h i b i t 13. I t a l s o i n c l u d e s the water p r o d u c t i o n . 

For E x h i b i t 14, I would l i k e t o say t h a t we d i d not 

get our water p l o t on t h i s . I t has averaged around 

100 b a r r e l s of water per day f o r i t s e n t i r e l i f e . So 
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these p l o t s show some c u r i o u s d i f f e r e n c e s i n the 

p r o d u c t i o n performance between these w e l l s . 

The ARCO Paton w e l l i s not r e p o r t i n g 

s i g n i f i c a n t w a t e r , somewhere around 7 b a r r e l s of water 

per day, and we have, l i k e I say, produced an average 

of 100 b a r r e l s of water per day si n c e the b e g i n n i n g of 

time . 

Our gas p r o d u c t i o n i s i n red and same on 

E x h i b i t 13. The green i s the o i l p r o d u c t i o n . The 

p r o d u c t i o n c h a r a c t e r i s t i c s of our w e l l since 1979 have 

been r o u g h l y 1,000,000 cubic f e e t per day t o one and a 

h a l f per day, v e r y s t a b l e p r o d u c t i o n , 10 t o 15 pe r c e n t 

d e c l i n e over t h a t e n t i r e p e r i o d , and we have produced, 

I b e l i e v e , 3.2 Bcf t o date t h e r e . 

I n c o n t r a s t , the ARCO Paton w e l l has 

produced 514,000,000 t h r o u g h December of 89. At i t s 

p r o j e c t e d d e c l i n e , which i s b a s i c a l l y 80 t o 90 

p e r c e n t , another t w o - t e n t h s of a Bcf i s what I would 

p r o j e c t t h a t i t w i l l do. 

Q. I n c o n c l u s i o n , t h e n , based upon your study 

of the e n g i n e e r i n g i n f o r m a t i o n , would you recommend t o 

the Examiner a p e n a l t y f a c t o r a g a i n s t ARCO i n the 

event t h e y go nonconsent, of l e s s than the maximum 200 

perc e n t ? 

A. No, I would recommend the maximum of 200 
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percent p e n a l t y . 

MR. KELLAHIN: That concludes my 

exa m i n a t i o n . We move the i n t r o d u c t i o n of Mr. Cate's 

E x h i b i t s 12, 13 and 14 r I b e l i e v e i s c o r r e c t . 

EXAMINER CATANACH: E x h i b i t s 12 th r o u g h 14 

w i l l be a d m i t t e d as evidence. I have no q u e s t i o n s of 

the w i t n e s s . 

MR. STOVALL: I have a q u e s t i o n t o c l a r i f y 

and make s u r e , as a nonengineer, t o make sure I'm 

rea d i n g t h i s r i g h t . 

EXAMINATION 

BY MR. STOVALL: 

Q. On your two p r o d u c t i o n c u r v e s , one s t a r t s 

your s c a l e a t the bottom? They're l o g a r i t h m i c c u r v e s , 

i s t h a t r i g h t ? 

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

Q. One s t a r t s at 100 and one at 1,000 Mcf per 

day? Am I re a d i n g those c o r r e c t l y ? 

A. No, t h i s i s on a per month. 

Q. Per month. Excuse me. 

A. Yes, t h a t i s c o r r e c t . I f you would l i k e me 

t o expand, or n o t , I - -

Q. No. I j u s t wanted t o make sure I was 

rea d i n g the curves c o r r e c t l y . 

A. Yes, t h a t i s c o r r e c t . 
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EXAMINER CATANACH: That's a l l we have. I s 

t h e r e a n y t h i n g f u r t h e r i n t h i s case? 

MR. KELLAHIN: Mr. Examiner, we have 

p r o v i d e d n o t i f i c a t i o n t o ARCO, as evidenced by Mr. 

Carr's presence here today. I don't have the green 

r e t u r n r e c e i p t card yet back from the p o s t a l s e r v i c e . 

I would l i k e another day or two t o w a i t f o r the c a r d , 

and when i t shows up I would l i k e p e r m i s s i o n t o i n s e r t 

i n t o the r e c o r d the c e r t i f i c a t e of our n o t i c e t o 

ARCO. 

We have sent them, w i t h the f i l i n g of the 

a p p l i c a t i o n , a copy of the a p p l i c a t i o n , a n o t i c e of 

the h e a r i n g , and t h a t was o r i g i n a l l y mailed on January 

16, 1990, when we f i l e d t he a p p l i c a t i o n , which meets 

the 20-day n o t i c e r e q u i r e m e n t . 

MR. STOVALL: Mr. Examiner, j u s t f o r the 

r e c o r d , t h e r e i s s u f f i c i e n t a u t h o r i t y t h a t ARCO's 

appearance i n t h i s case would waive any n o t i c e d e f e c t s 

anyway. 

EXAMINER CATANACH: I ' l l w a i t t i l l I hear 

from you on t h a t , Mr. K e l l a h i n , and w e ' l l e n ter i t i n 

the r e c o r d . 

There being n o t h i n g f u r t h e r i n t h i s case, 

Case 9861 w i l l be taken under advisement. 
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