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A P P E A R A N C E S 

BEFORE: DAVID CATANACH, Hearing Examiner 

FOR THE DIVISION: ROBERT G. STOVALL, ESQ. 
General Counsel 
O i l Conservation Commission 
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 87501 

FOR THE APPLICANT: HINKLE, COX, EATON, COFFIELD & HENSLEY 
Attorneys at Law 
BY: JAMES G. BRUCE, ESQ. 
500 Marquette, Northwest 
Suite 800 
Albuquerque, New Mexico 87102 

KELLAHIN, KELLAHIN, & AUBREY 
Attorneys at Law 
BY: W. THOMAS KELLAHIN ESQ. 
117 N. Guadalupe 
Santa Fe, New Mexico 87501 

FOR HANLEY PETROLEUM, 
INC. : 
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EXAMINER CATANACH: At t h i s time, w e ' l l c a l l case 10211. 

MR. STOVALL: The a p p l i c a t i o n of Santa Fe Energy 

Operating Partners, L.P. f o r compulsory p o o l i n g , Lea County, 

New Mexico. Mr. Examiner, c a l l f o r appearances, and then I ' l l 

s t a t e the background of the case f o r the record. 

MR. BRUCE: Mr. Examiner, Jim Bruce of the Hinkle law 

f i r m representing Santa Fe Energy Operating Partners, L.P. 

MR. KELLAHIN: Mr. Examiner, I'm Tom K e l l a h i n from 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 & Aubrey appearing on 

behalf of Hanley Petroleum, Inc. 

MR. STOVALL: Mr. Examiner, t h i s case was a c t u a l l y 

announced, I b e l i e v e , t h i s morning as being continued. But 

f o r the record, l e t ' s s t a t e t h a t Mr. K e l l a h i n has f i l e d a 

subpoena and a request f o r continuance. Mr. Bruce has agreed 

to the continuance of the case i t s e l f , a substantive case. 

And the case should be continued t o the January 24th docket. 

At issue today i s the question of the subpoena 

i t s e l f . As I s t a t e d , Mr. K e l l a h i n has f i l e d a subpoena 

requesting c e r t a i n i n f o r m a t i o n w i t h respect to Santa Fe 

Exploration's Kachina 8 Federal Number 1 w e l l which i s an 

o f f s e t w e l l to the w e l l which i s the subject of the compulsory 

po o l i n g a p p l i c a t i o n . Mr. Bruce has f i l e d a motion t o quash 

the subpoena. Both of these w i l l be made p a r t of the record 

i n the case. 

We are here t h i s afternoon at the request of the 
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p a r t i e s t o hear argument on the motion t o quash and make a 

determination whether t o grant the motion to quash or deny i t 

i n which case the subpoena w i l l stand. Without f u r t h e r ado, I 

t h i n k the p a r t i e s may make t h e i r argument. I guess since 

we're a c t u a l l y here on the motion t o quash, Mr. Bruce has the 

lead. 

MR. BRUCE: Mr. Examiner, Santa Fe Energy i s before you, 

as Mr. S t o v a l l s t a t e d , on i t s motion t o quash the subpoena 

issued by the d i v i s i o n at the request of Hanley Petroleum. 

Santa Fe requests t h a t the subpoena be quashed or 

a l t e r n a t i v e l y t h a t a p r o t e c t i v e order be issued. The 

in f o r m a t i o n requested by Hanley p e r t a i n s mainly to the Kachina 

8 Number 1 w e l l which was d r i l l e d t o the Wolfcamp formation by 

Santa Fe and i s located i n the northeast of the northwest of 

Section 8, 18 South, 33 East. The u n i t i s the east h a l f of 

the northwest q u a r t e r . 

Although t h i s i s not i n the record, at the hearing 

up coming i n two weeks, Santa Fe w i l l t e s t i f y t h a t i t 

o r i g i n a l l y wanted t o d r i l l the 8 Number 1 w e l l as a nor t h h a l f 

northwest laydown u n i t . However, Hanley informed Santa Fe 

th a t i t d i d n ' t want t o j o i n the w e l l , farm out, s e l l i t s lease 

or otherwise support the w e l l . 

As a r e s u l t , Santa Fe formed a standup u n i t and 

d r i l l e d the w e l l at i t s own r i s k and obviously at no cost to 

Hanley. Santa Fe would also l i k e t o p o i n t out t h a t there are 
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14 Wolfcamp we l l s i n Sections 7, 8, 17, and 18, not counting 

the 8 Number 1 w e l l . Thus there i s pl e n t y of p u b l i c 

i n f o r m a t i o n a v a i l a b l e f o r Hanley t o do i t s own g e o l o g i c a l 

study of t h i s area. Santa Fe used t h i s data from the other 

w e l l s t o decide t o d r i l l the 8 Number 1 w e l l . I f anything, 

the 8 Number 1 w e l l only confirmed Santa Fe's g e o l o g i c a l 

study. 

Nonetheless, what I want t o p o i n t out i s t h a t 

probably 95 percent or more of the i n f o r m a t i o n Santa Fe used 

to make i t s d e c i s i o n to d r i l l the 8 Number 1 w e l l and the 8 

Number 2 w e l l which i s at issue i n t h i s case i s already 

a v a i l a b l e to Hanley. 

Now before the 8 Number 1 w e l l was completed, Santa 

Fe decided to d r i l l the 8 Number 2 w e l l . Hanley now claims 

i t ' s e n t i t l e d t o a l l of Santa Fe's data i n order to make a 

de c i s i o n t o j o i n i n the 8 Number 2 w e l l . Hanley has requested 

c e r t a i n types of data. F i r s t , they requested raw data from 

the 8 Number 1 w e l l such as logs and d a i l y d r i l l i n g r e p o r t s . 

They have also requested reserve c a l c u l a t i o n s , r e s e r v o i r 

s t u d i e s , geologic i n t e r p r e t a t i o n s and economic s t u d i e s . These 

go beyond the 8 Number 1 w e l l . These are more of a regionwide 

data t h a t they are requesting. I don't r e a l l y t h i n k i t can be 

disputed t h a t a l l of t h i s data i s c o n f i d e n t i a l and p r o p r i e t a r y 

to Santa Fe. And I'm sure t h a t Mr. K e l l a h i n w i l l get up here 

and t e l l you t h a t Hanley has a r i g h t to t h i s i n f o r m a t i o n . We 

HUNNICUTT REPORTING 
DEBORAH F. LAVINE, CCR, RPR 



-L 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

7 

do not believe t h a t ' s c o r r e c t , and there are sound, l e g a l , and 

p r a c t i c a l reasons t h a t Hanley should not be e n t i t l e d t o t h i s 

i n f o r m a t i o n . 

I would note f i r s t t h a t we're i n an a d m i n i s t r a t i v e 

proceeding and not before the c o u r t s . The OCD was formed to 

deal w i t h the s p e c i a l problems and the s p e c i a l nature of the 

o i l and gas business. And I b e l i e v e the OCD has a duty to 

take s p e c i a l c o n s i d e r a t i o n of the unique nature of t h i s 

business. Every o i l company has i n f o r m a t i o n t h a t i t considers 

p r o p r i e t a r y , and the OCD should p r o t e c t t h a t i n f o r m a t i o n 

unless there i s some a b s o l u t e l y compelling reason f o r i t s 

p r o d u c t i o n . There i s none here, and I ' l l discuss t h i s i n a 

minute. 

Second, even i f you use as g u i d e l i n e s d i s t r i c t 

c o urt r u l e s , production of the requested m a t e r i a l i s not 

r e q u i r e d . Rule 1-26 (C) of the Rules of C i v i l Procedure f o r 

the d i s t r i c t courts provides t h a t p r o t e c t i v e orders may be 

entered by a court h o l d i n g t h a t m a t e r i a l s requested during 

discovery not be produced or c e r t a i n matters not be i n q u i r e d 

i n t o or t h a t the discovery be done only w i t h c e r t a i n persons 

present. The r u l e s p e c i f i c a l l y mentions c o n f i d e n t i a l data as 

being p r o t e c t i b l e . 

With these p r i n c i p l e s i n mind, l e t ' s look at some 

of t h i s data t h a t Hanley has requested. F i r s t , Hanley has 

requested the raw data on the Kachina 8 Number 1, as I 
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mentioned, such as logs and d r i l l i n g r e p o r t s . This 

i n f o r m a t i o n i s being kept t i g h t by Santa Fe, which i s an 

accepted industrywide p r a c t i c e . Santa Fe has o f f e r e d t h i s 

data t o Hanley and i s s t i l l w i l l i n g to present t h i s data to 

Hanley i f Hanley w i l l commit e i t h e r to farming out or j o i n i n g 

i n the w e l l . 

I b e l i e v e Hanley w i l l say t h i s shows a lack of good 

f a i t h . I t ' s already been alleged i n t h e i r a p p l i c a t i o n . 

However, t h i s i s not a p r a c t i c e which — I should say t h i s i s 

a p r a c t i c e which Santa Fe and other operators have agreed to 

i n the past. I know t h i s case has been brought up before, i n 

the Enron case i n case 9907, an OCD case, Santa Fe and Texaco 

agreed t o a s i m i l a r deal w i t h Enron, the a p p l i c a n t i n t h a t 

case. And t h a t was when Santa Fe was being force pooled. 

Santa Fe t h i n k s t h i s i s a f a i r arrangement and i t comports 

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

Second, the good f a i t h requirement of the 

compulsory poo l i n g s t a t u t e s doesn't r e q u i r e production of 

c o n f i d e n t i a l data. I n f a c t , we bel i e v e t h a t Santa Fe has a 

duty t o p r o t e c t i t s c o n f i d e n t i a l i n f o r m a t i o n f o r the b e n e f i t 

of i t s shareholders or i t s l i m i t e d p a r t n e r s . Santa Fe, i n 

t r y i n g to make a good deal f o r i t s e l f , i s complying w i t h the 

good f a i t h requirements of the r u l e . And although we haven't 

taken testimony on t h a t , we bel i e v e t h a t at hearing we w i l l 

show our good f a i t h . 
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Now as to i n f o r m a t i o n such as r e s e r v o i r s t u d i e s , 

g e o l o g i c a l i n t e r p r e t a t i o n s , reserve c a l c u l a t i o n s , l i k e I said, 

Hanley could o b t a i n the vast bulk of t h i s i n f o r m a t i o n from the 

p u b l i c records. Instead i t wants to b e n e f i t from the 

considerable e f f o r t put f o r t h by Santa Fe both g e o l o g i c a l and 

engineering work i n b u i l d i n g t h i s prospect, but Hanley wants 

to do i t at no cost to i t s e l f . This should not be perm i t t e d . 

What Hanley wants i n e f f e c t i s to see the opinions of Santa 

Fe's experts because i t must be u n w i l l i n g t o pay f o r i t s own. 

I would also p o i n t out t h a t i n r u l e 1-26 (B), the r u l e 

provides t h a t a p a r t y seeking discovery from an expert should 

pay t h a t expert a reasonable fee f o r h i s time. I f production 

of these expert opinions i s ordered by the d i v i s i o n , Hanley 

should be req u i r e d to pay Santa Fe a fee, which we t h i n k would 

be s u b s t a n t i a l based on the e f f o r t put i n t o i t , f o r the 

e f f o r t s Santa Fe took or i t made i n p u t t i n g t h i s prospect 

together. However, because of the h i g h l y p r o p r i e t a r y nature 

of the m a t e r i a l , I urge t h a t the OCD j u s t not order i t 

produced i n the f i r s t place. 

Hanley has also requested Santa Fe's economic 

s t u d i e s . Now Santa Fe i s extremely adamant about not g i v i n g 

up t h a t i n f o r m a t i o n . For one t h i n g , I t h i n k you could ask the 

witnesses i n t h i s room who are s t i l l l i s t e n i n g t o t h i s case, 

economic data v a r i e s from company to company. And we f a i l t o 

see how t h a t would b e n e f i t Hanley, f i r s t of a l l . Second, 
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r e v e a l i n g i t t o t h i r d p a r t i e s may give others a competitive 

advantage over Santa Fe. We do not t h i n k t h a t i s proper. 

Hanley has not shown the reason i t needs t h i s data, and the 

OCD should not order i t produced. 

Once again, i n summary, I would l i k e t o r e i t e r a t e 

t h a t the vast bulk of the data on the south Corbin-Wolfcamp 

pool i s p u b l i c l y a v a i l a b l e t o Hanley. Hanley has not shown a 

s u f f i c i e n t need f o r the documents, and there i s no requirement 

under the pooli n g s t a t u t e s t h a t Santa Fe produce t h i s data to 

Hanley. As a r e s u l t , Santa Fe urges the d i v i s i o n t o quash the 

subpoena. And i f production i s ordered however, Santa Fe 

requests t h a t i t be produced only t o the hearing examiner t o 

ai d i n h i s determination of the case. I f t h a t i s not done, we 

bel i e v e t h a t Santa Fe must be compensated f o r the labors of 

i t s experts and the data of course must remain c o n f i d e n t i a l 

w i t h i n the OCD. Thank you. 

EXAMINER CATANACH: Mr. Bruce, i s t h a t what you were 

r e f e r r i n g to when you c i t e d the p r o t e c t i o n order, t h a t t h i s 

i n f o r m a t i o n only be dis c l o s e d to the examiner? 

MR. BRUCE: Yes. 

EXAMINER CATANACH: Mr. Kellahin? 

MR. KELLAHIN: Thank you, Mr. Examiner. Let me respond 

to Mr. Bruce by d i v i d i n g my response i n t o three d i f f e r e n t 

areas f o r your c o n s i d e r a t i o n . The f i r s t area i s to t a l k about 

discovery and what would be perm i t t e d and allowed i n a context 
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w i t h i n d i s t r i c t c ourt and how t h a t i s t r a n s l a t e d and applied 

to a d m i n i s t r a t i v e agencies such as the d i v i s i o n , second of 

a l l , t o address the question of relevancy, and then f i n a l l y t o 

t a l k about the c o n f i d e n t i a l i t y . 

We already have i n place before the d i v i s i o n 

examiner a set of r u l e s and r e g u l a t i o n s of which you're 

eminently f a m i l i a r . But u n f o r t u n a t e l y , f o r whatever reason, 

the discovery p r a c t i c e t h a t i s a v a i l a b l e before t h i s d i v i s i o n 

i s not o f t e n exercised. I t i s a discovery p r a c t i c e t h a t 

p a r a l l e l s discovery p r a c t i c e i n the d i s t r i c t c o u r t . Mr. 

S t o v a l l can t e l l you, as I t h i n k Mr. Bruce would agree, were 

we i n a d i s t r i c t court posture, I would be g e t t i n g a l l the 

i n f o r m a t i o n on t h i s subpoena. There would be simply no 

guestion about i t . 

Mr. Bruce attempts to hide behind the guise t h a t 

somehow the p r a c t i c e before t h i s r e g u l a t o r y agency should be 

d i f f e r e n t . Just the opposite i s t r u e , Mr. Examiner. Let me 

r e f e r you to a couple of po i n t s t h a t demonstrate why Mr. Bruce 

i s wrong about t h a t concept. 

I made a copy of your r u l e s and r e g u l a t i o n s of 

procedure j u s t t o have a quick reference here. Rules 12-11 

and Rules 12-12 deal w i t h the attendance and production of 

evidence at hearings. Rule 12-12 i s the r u l e of evidence. I t 

doesn't take a moment to read t h a t and see the broad nature of 

what you can accomplish as a d i v i s i o n examiner when you 
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r e q u i r e people t o appear before you. I t t a l k s about applying 

i n a relaxed manner the types of r u l e s we have before d i s t r i c t 

c ourt proceedings i n a t r i a l by a d i s t r i c t judge. Under the 

discovery r u l e s which are 1-026, there are broad l a t i t u d e s 

given to a l l p a r t i e s . The theme of t h a t process i s to have 

f a i r n e s s . I t i s eminently u n f a i r t o any p a r t y not t o have 

access of everyone's r e l e v a n t data, not only so the t r i a l 

examiner can see the data but so both sides' experts can 

u t i l i z e t h a t data and come to whatever conclusion they want. 

I t does not serve the l e g i t i m a t e purposes of j u s t i c e to 

suggest t h a t the hearing examiner can look at t h i s data 

without having i t t e s t e d by the o p p o s i t i o n . And t h a t ' s what 

we're deal i n g w i t h , an a d v e r s a r i a l process where a l l p a r t i e s 

are d e a l i n g w i t h a l e v e l p l a y i n g f i e l d and the a b i l i t y to use 

the data regardless of the source. 

And i t matters not who went t o the expense of 

generating t h a t data. The p r o p r i e t a r y nature and the expense 

of generating t h a t data i s a bogus argument. Regardless of 

who paid f o r i t , i t ' s discoverable i n d i s t r i c t c o u r t . When 

you look at your own procedures f o r handling w e l l logs, i t ' s 

i n t e r e s t i n g to note r u l e 1105. I've got some copies here of 

t h a t one f o r you. I n the context of a hearing before t h i s 

d i v i s i o n and the commission, there are no c o n f i d e n t i a l i t y 

r u l e s . What i s brought before you cannot be held i n 

confidence. This i s a p u b l i c access body, and any p u b l i c 
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member i s e n t i t l e d to the i n f o r m a t i o n introduced before you as 

a hearing examiner. 

The commission has taken care of the problem Mr. 

Bruce r a i s e s w i t h regards t o the logs because i f y o u ' l l look 

at the top of the second page of r u l e 1105, some of the 

i n f o r m a t i o n I seek i s the i n f o r m a t i o n t h a t would be produced 

on the C-105 and the logs. And what i t does i s i t gives an 

operator a 30-day grace p e r i o d where when he goes out and has 

a new w e l l , a new discovery, i t gives him 30 days to 

consolidate h i s acreage, take b e n e f i t of t h a t knowledge, and 

go out and lease h i s acreage. But a f t e r t h a t , i t ' s p u b l i c 

knowledge, and he's r e q u i r e d t o f i l e those logs. 

MR. STOVALL: Mr. K e l l a h i n , do you mean 30 or 90 days? 

MR. KELLAHIN: I'm s o r r y . 90 days. He's re q u i r e d to 

f i l e the logs and f i l e the C-105. But look at the l a s t 

sentence, n o t w i t h s t a n d i n g t h a t 90-day pe r i o d , t h a t 

i n f o r m a t i o n , i f p e r t i n e n t , can be introduced i n any p u b l i c 

hearing before the d i v i s i o n or i t s examiners regardless of the 

request t h a t they be kept i n confidence. 

Mr. Bruce wants t o t e l l you t h a t somehow we're 

s p e c i a l . A d m i n i s t r a t i v e agencies have some kind of d i f f e r e n t 

r u l e s they play the game by. I t ' s not a game of hide and 

seek, Mr. Examiner. We're e n t i t l e d to have the data. 

U n f o r t u n a t e l y , we don't yet have a case before the New Mexico 

Supreme Court from the O i i Conservation D i v i s i o n , but I w i l l 
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suggest t o you I t h i n k i t w i l l f o l l o w the case I'm about to 

share w i t h you. I t ' s a case reported before the New Mexico 

Supreme Court. Judge Sutin wrote i t back a number of years 

ago i n 1975. They thi n g ' s been i n place f o r 15 years, and i t 

t a l k s about the f a c t t h a t discovery r u l e s , a l l of them, are 

a v a i l a b l e before a r e g u l a t o r y a d m i n i s t r a t i v e agency. I ' l l 

share t h a t w i t h you and opposing counsel. I d i d n ' t bother to 

search f a r t h e r . There's probably other references t o the f a c t 

t h a t we're a l l p l a y i n g by the same r u l e s . And I guess I'm 

sur p r i s e d t h a t lawyers t h a t operate before t h i s agency don't 

take advantage of discovery more o f t e n . But there's no reason 

we can't. And i n t h i s case, i t ' s compelling, Mr. Examiner, to 

have a v a i l a b l e the i n f o r m a t i o n from the Kachina 8 Number 1 

w e l l i n the northeast of the northwest of Section 5 — of 

Section 8 i n order to judge and evaluate what's going t o 

happen to my c l i e n t . 

Hanley has f i l e d i t s own competing forced p o o l i n g 

a p p l i c a t i o n against Santa Fe Energy. That i n f o r m a t i o n was 

c e r t a i n l y r e l e v a n t enough t h a t Santa Fe Energy sought t o 

u t i l i z e Mr. Thoma's testimony and introduced i n the case we 

j u s t heard e a r l i e r today, case 10210, on E x h i b i t Number 4, h i s 

geologic i n t e r p r e t a t i o n of t h a t carbonate u t i l i z i n g as a key 

component of h i s j u s t i f i c a t i o n f o r t h a t unorthodox w e l l the 

Number 8 Kachina 1 w e l l . I f they can u t i l i z e t h a t before t h i s 

examiner i n a p u b l i c forum, then they have waived any 
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c o n f i d e n t i a l i t y i f i t ever e x i s t e d so t h a t I should have t h a t 

i n f o r m a t i o n a v a i l a b l e to my own g e o l o g i s t so he can 

independently judge the q u a l i t y of t h a t i n f o r m a t i o n and reach 

h i s own conclusions. Santa Fe Energy by t h e i r actions i n t h a t 

previous case have waived the c o n f i d e n t i a l i t y n o twithstanding 

what occurred at the end of t h a t hearing. I w i l l suggest to 

you t h a t the d i v i s i o n has no a u t h o r i t y t o seal an e x h i b i t or 

preclude me from having i t . 

Let's look f o r a moment at the relevance of why the 

o f f s e t t i n g w e l l f o r which I seek the data i s important to my 

c l i e n t . You can look at Mr. Thoma's E x h i b i t 4. I have got an 

e x h i b i t t h a t we would use at our hearing, and I w i l l show i t 

to you as simply a way of i l l u s t r a t i o n of why t h a t one 

Wolfcamp completion by Santa Fe i s now so c r i t i c a l l y important 

as a key component to various elements w i t h regards t o the 

competing forced p o o l i n g a p p l i c a t i o n s of a l l p a r t i e s . 

{Hanley E x h i b i t No. 1 was 

marked f o r i d e n t i f i c a t i o n . ) 

MR. KELLAHIN: I ' l l mark t h i s as Hanley E x h i b i t Number 1 

f o r purposes of t h i s motion, Mr. Examiner. I t i s the Corbin 

area. I t shows an i n d i c a t i o n of the producing w e l l s i n t h i s 

area and the formation i n which they produce. 

One of the c r i t i c a l elements i s the r i s k i n v o l ved 

to whoever i s decided by the d i v i s i o n to be the operator, 

whether i t ' s Hanley or Santa Fe Energy. There's a component 
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of r i s k . And i t ' s t o be assessed against any nonconsenting 

working i n t e r e s t owner i n t h a t 80-acre spacing u n i t w i t h 

regards to e i t h e r the Wolfcamp or any other formation. You 

can see t h a t the development, of the Wolfcamp t o the south, 

e i t h e r on t h i s d i s p l a y or i n Mr. Thoma's E x h i b i t 4 has been 

extended by the Kachina 8 Number 1 w e l l i n s e c t i o n 8. 

Look how important t h a t i s t o you as an expert and 

to my experts i n extending t h a t carbonate i n the Wolfcamp. 

I t ' s going to make s i g n i f i c a n t d i f f e r e n c e as t o the r i s k 

i n v o l v e d whether Hanley takes i t or whether Santa Fe takes i t . 

And i f you look at t h a t spacing u n i t , i t i s Hanley which has 

the s i n g l e l a r g e s t working i n t e r e s t i n t h a t spacing u n i t . 

There i s no other s i n g l e working i n t e r e s t owner i n t h a t 

spacing u n i t t h a t ' s got as large as an i n t e r e s t as we do. 

The other key component, though, and one t h a t Mr. 

Thoma has not shown you i s the f a c t t h a t t h i s l o c a t i o n or the 

spacing u n i t i s approximately equal distance between the 

Wolfcamp and the Bone Springs. There's a Bone Springs 

component to t h i s case t h a t i s very r e l e v a n t . The Bone 

Springs o i l production i s on 40 acres, and you can see where 

i t i s o f f t o the n o r t h and west. I n t h i s case, there w i l l be 

a discussion and a de c i s i o n by these experts about the 

p o t e n t i a l of the Bone Springs and where you l o c a t e the w e l l i n 

the spacing u n i t to optimize or minimize the r i s k . 

An argument i s created t h a t ' s r e l e v a n t t h a t t h i s 
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could r e q u i r e whoever i s the operator to a l l o c a t e h i s costs 

between the two pools. We have a s p l i t r i s k s i t u a t i o n between 

the Bone Springs and the Wolfcamp. And again the Kachina 8 

Number 1 w e l l plays a c r i t i c a l l y important p o i n t i n 

understanding the relevancy of t h a t argument. The documents 

we seek to have produced w i l l give us i n f o r m a t i o n about the 

t e s t s of t h i s w e l l . I t w i l l give us i n f o r m a t i o n to determine 

whether or not w e ' l l need t o modify any mud program, any 

casing cementing program, how to analyze and judge the 

q u a l i t i e s of the AFE. There w i l l be a dispute between these 

p a r t i e s over the w e l l costs. 

I n h e r e n t l y i n v o l v e d i n t h a t i s an economic 

argument. Mr. Bruce t e l l s me i t ' s not r e l e v a n t , but you know 

i t i s , which operator can d r i l l t h i s p r o j e c t at the l e a s t 

expense to a l l i n t e r e s t owners. And one of those i n h e r e n t l y 

i s the economics of the p r o j e c t . We t h i n k we're e n t i t l e d to 

t h a t i n f o r m a t i o n , and we ask f o r t h a t i n f o r m a t i o n . I f there's 

production i n f o r m a t i o n , we're e n t i t l e d t o have i t . I t i s not 

a v a i l a b l e to us i n the general p u b l i c . We bel i e v e we're 

e n t i t l e d to have t h a t because i t i s r e l e v a n t . 

F i n a l l y , Mr. Bruce wants t o hide behind some claim 

of c o n f i d e n t i a l i t y . When you look at r u l e s of discovery, 

1-026, i t t a l k s about trade secrets. By s t r e t c h of 

imagination, maybe you can ch a r a c t e r i z e some of t h i s as some 

kind of trade secret. I r e a l l y doubt i t . The overwhelming 
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abundance of decisions w i t h regards to p r o t e c t i v e orders f o r 

p r o p r i e t a r y i n f o r m a t i o n almost always re q u i r e s d i s c l o s u r e to 

the other l i t i g a n t s , and the p r o t e c t i v e order would preclude 

discovery and d i s c l o s u r e t o t h i r d p a r t i e s outside the 

l i t i g a t i o n . 

And i n f a c t , t h a t ' s what, happened i n Mr. Bruce' s 

case i n the Enron case. That's the one where he and Mr. Carr, 

and Bruce was on the other side of t h a t argument t h a t day, but 

back i n May of '90 i n case 9907 i t was order number R-9190. 

Unf o r t u n a t e l y , there was no record made on the subpoena 

problem. But i t i s my understanding, and Mr. Bruce can 

co r r e c t me i f I'm wrong, t h a t there, Mr. Stogner was i n a 

p o s i t i o n where Enron had t h e i r claim of p r o p r i e t a r y data f o r 

the o f f s e t t i n g w e l l , and Mr. Bruce was seeking i t f o r Santa Fe 

i n order t o handle the forced p o o l i n g case. Mr. Stogner 

decided t h a t i n order t o keep a l e v e l p l a y i n g f i e l d f o r a l l 

p a r t i e s t h a t he would deny Enron the o p p o r t u n i t y to use the 

in f o r m a t i o n from t h a t w e l l . And they couldn't, have i t , 

couldn't use i t , couldn't introduce i t . Well, I t h i n k a f t e r 

the hearing, everybody agreed t h a t t h a t was not an appropriate 

s o l u t i o n . And t h e r e f o r e , the p a r t i e s agreed t o a 

c o n f i d e n t i a l i t y and exchanged the data. 

I would suggest t o you t h a t the argument about 

paying f o r whatever i t cost t o generate the logs i s t o t a l l y 

i n a p p r o p r i a t e . What Mr. Bruce has confused i s t h a t under the 
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discovery r u l e s , i f I take h i s expert's d e p o s i t i o n , I'm 

o b l i g a t e d to pay h i s t r a n s p o r t a t i o n and h i s hourly r a t e while 

I ask him questions. But I sure don't have to pay f o r the 

value of the log t h a t they ran t h a t ' s i n t h e i r f i l e . That's 

not how i t ' s done. 

I b e l i e v e i t ' s appropriate, Mr. Examiner, t h a t the 

commission make a s u b s t a n t i a l step forward as i t already has 

w i t h regards t o hearings by ambush, p l a y i n g hide and seek w i t h 

data. With Mr. StovaU's assistance and recommendations, the 

d i v i s i o n has f o r the most p a r t avoided hearings by ambush. At. 

l e a s t now we know who's going t o come beat on you. They're 

re q u i r e d to f i l e t h e i r prehearing statements the week before. 

And so there i s t h a t element of unfairness removed from the 

process. But there's nothing f a i r about l e t t i n g one p a r t y 

keep i n f o r m a t i o n t h a t i s necessary i n order to have a f a i r 

a d v e r s a r i a l process before t h i s d i v i s i o n from d i s c l o s i n g i t to 

the other side. 

I said awhile ago, I t h i n k Santa Fe's waived i t . 

They showed the isopach a while ago. I t can't mean much to 

them i f they showed i t i n the case before. They're j u s t 

t r y i n g to keep us behind the s t i c k here. The options I see 

f o r you, Mr. Examiner, are t o deny the motion and r e q u i r e the 

documents to be produced. I t h i n k t h a t ' s the r i g h t answer. 

Another a l t e r n a t i v e would be to dismiss t h e i r 

a p p l i c a t i o n . I f they're not prepared t o make t h e i r 
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i n f o r m a t i o n a v a i l a b l e and t o t e s t t h e i r b e l i e f s and 

conclusions based upon t h a t data, l e t them dismiss t h e i r case. 

You could continue t h e i r case u n t i l the 90-day p e r i o d has 

f u l l y run. Let them have another few weeks to lease up the 

r e s t of the acreage. My understanding i s there's no acreage 

a v a i l a b l e i n Section 8 f o r any t h i r d p a r t y t o take advantage 

of . I t ' s a done deal. We're deal i n g w i t h the people now th a t 

we'd be de a l i n g w i t h at the hearing. You could, I guess, do 

what Mr. Stogner d i d and say th a t Santa Fe can't use the data. 

That's r e a l l y only h a l f an answer at best. I t ' s s o r t of l i k e 

walking i n w i t h your hands behind your back and h a l f a 

b l i n d f o l d on. I f they can't use i t , there's no reason I 

shouldn't be able to use i t . And we need i t f o r a l l the 

reasons I've expressed as t o why they're r e l e v a n t . And I 

t h i n k f o r the most p a r t lawyers have gone very f a r out of the 

way t o avoid discovery. 

You know, these engineers and g e o l o g i s t s don't want 

t o spend t h e i r time t a k i n g d e p o s i t i o n s . Rules allow i t . And 

f o r the most p a r t , we don't do i t because the i n f o r m a t i o n i s 

ge n e r a l l y a v a i l a b l e and we l e t our own experts work w i t h i t . 

But here where you have a key w e l l t h a t i s on the edges of 

t h i s r e s e r v o i r t h a t plays an important p a r t i n deciding how to 

proceed, I t h i n k you do a d i s s e r v i c e to what you are o b l i g a t e d 

to do i f I'm not allowed t o have t h a t i n f o r m a t i o n . We would 

request t h a t the motion be denied and t h a t the subpoena be 
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enforced and the documents be produced today. 

MR. BRUCE: Do I get a r e b u t t a l , Mr. Examiner? 

MR. STOVALL: Yeah, i f you make i t concise, because I do 

want to perhaps address some questions. Go ahead. 

MR. BRUCE: My f r i e n d Tom, of course, has been on both 

sides of t h i s issue before too. He's not the only one. This 

i s a l i m i t e d p r a c t i c e here a t the OCD. But cont r a r y t o what 

Tom says, t h i s wouldn't be a step forward f o r the i n d u s t r y or 

fo r the OCD. I t would be a step backward. I t h i n k i f you 

asked any, i f you asked the vast m a j o r i t y of companies, there 

are times when they j u s t have t o keep i n f o r m a t i o n 

c o n f i d e n t i a l . We b e l i e v e t h i s i s one of those cases. 

Now, f i r s t , Mr. K e l l a h i n says t h a t d i s t r i c t court 

r u l e s apply. Then he says c o n f i d e n t i a l i t y r u l e s don't apply 

although d i s t r i c t court r u l e s have a c o n f i d e n t i a l i t y 

p r o v i s i o n . Then he p u l l s out a case t h a t says d i s t r i c t court 

r u l e s do apply. This case says r u l e s s i m i l a r i n scope. I t 

doesn't mandate exact d i s t r i c t court r u l e s apply i n t h i s case. 

I t h i n k the bottom l i n e i s t h a t the OCD does have f l e x i b i l i t y 

i n addressing t h i s issue. And there i s a reason many 

operators don't take advantage of the discovery r u l e s . Like I 

sai d , I t h i n k i t ' s a step back. They don't want t o be 

f l o g g i n g t h e i r opponents or t h e i r company's competitors i n the 

o i l business f o r t h i s i n f o r m a t i o n a l l the time. They have 

l o t s of i n f o r m a t i o n they want p r i v i l e g e d . And they recognize 
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t h a t there i s i n f o r m a t i o n out there t h a t other companies have 

t h a t they want p r i v i l e g e d , t h a t the other companies want 

p r i v i l e g e d . 

I t h i n k what you're going to f i n d i s i f you do deny 

my motion i s t h a t i n v i r t u a l l y every case, every compulsory 

p o o l i n g case, unless you're d e a l i n g w i t h unleased mineral 

i n t e r e s t owners or people who can't be located , you're going 

to have a c o u n t e r a p p l i c a t i o n , you're going to have subpoenas, 

et cetera, et cetera, et cetera. 

As to the hearing i n case 10210, Santa Fe was under 

severe c o n s t r a i n t s . I t had to present evidence t o support i t s 

case. I t has an e x p i r i n g farmout. I t ' s i n a bind. I t d i d 

make a motion t o p r o t e c t t h a t e x h i b i t u n t i l the OCD can decide 

t h i s issue. And there i s precedent f o r the OCD hol d i n g 

matters c o n f i d e n t i a l , as I mentioned i n f o r m a l l y to Mr. 

S t o v a l l , I b e l i e v e , testimony regarding the potash area, 

c e r t a i n potash i n d u s t r y i n f o r m a t i o n has been kept 

c o n f i d e n t i a l . I t h i n k everybody i n t h i s room who has had 

anything t o do w i t h d r i l l i n g a w e l l i n the potash area 

r e a l i z e s how tough i t i s t o crack t h a t i n f o r m a t i o n held by the 

potash i n d u s t r y . 

MR. STOVALL: Let me p o i n t out, Mr. Bruce, t h a t I believe 

any i n f o r m a t i o n being held c o n f i d e n t i a l w i t h respect to the 

potash, I don't b e l i e v e i s on f i l e — and the examiner can 

c o r r e c t me -- w i t h us. I believe i t i s f i l e d w i t h the sta t e 
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land o f f i c e or the bureau of land management. 

MR. BRUCE: Okay. 

MR. STOVALL: Under t h a t impression and I don't know of 

any other case. 

MR. BRUCE: I don't want t o get i n t o i t any f u r t h e r . The 

other case t h a t Mr. K e l l a h i n d i d mention, the Enron case, the 

f a c t u a l s i t u a t i o n was much d i f f e r e n t there. There was one 

w e l l i n the area. Texaco and Santa Fe desired t h a t 

i n f o r m a t i o n . Enron wouldn't give i t t o them. I n t h i s case, 

as I s t a t e d before, there's 14 Wolfcamp we l l s i n the area 

which provide the vast bulk of the i n f o r m a t i o n Hanley wants. 

We request t h a t the motion be granted. 

EXAMINER CATANACH: I s t h a t i t ? 

MR. STOVALL: I ' d l i k e t o ask some questions j u s t f o r the 

examiner's guidance i n t h i s issue. I t h i n k you have made the 

d i s t i n c t i o n i n the d i v i s i o n i n examining the subpoena and the 

motion. I n examining t h i s w e l l , there are e s s e n t i a l l y two 

types of data being requested. One i s the raw data, the 

u n i n t e r p r e t e d p h y s i c a l data regarding the w e l l , and the other 

i s i n t e r p r e t i v e data; t h a t i s , the i n t e r p r e t a t i o n of the raw 

data combined w i t h whatever other data i s a v a i l a b l e by Santa 

Fe's t e c h n i c a l f o l k s . 

I ' d l i k e to focus f o r the moment on t h a t 

i n t e r p r e t i v e data which i s r e a l l y the work product of Santa 

Fe's people. And Mr. Bruce has argued and i t i s p a r t of h i s 
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motion t h a t t h a t work product, t h a t t h a t e v a l u a t i o n should 

not -- regardless of what we do w i t h the raw data, the 

ev a l u a t i o n m a t e r i a l s should not be made a v a i l a b l e because i t 

i s i n f a c t the work product of Santa Fe and i s not a -- i t 

represents t h e i r expert analysis of the raw data on what's 

a v a i l a b l e . 

MR. KELLAHIN: Let me draw a d i s t i n c t i o n q u i c k l y . Work 

product applies to atto r n e y work product? 

MR. STOVALL: I'm so r r y . That i s not the term I mean t o 

use, not i n t h a t sense. 

MR. KELLAHIN: I n the conventional nonlawyer sense, 

you're t a l k i n g about the engineer's work product? 

MR. STOVALL: Yes. 

MR. KELLAHIN: I n the lawyer sense, i t ' s only the 

att o r n e y work product t h a t ' s subject t o p r o t e c t i o n under a 

p r i v i l e g e , which I don't b e l i e v e Mr. Bruce --

MR. STOVALL: That's not even an issue, and I d i d not 

mean t o use i t as t h a t term of a r t t h a t you're r e f e r r i n g t o . 

I t h i n k on those items, f o r example, l o o k i n g at the subpoena, 

the items requested, item number 6 i s an i n t e r p r e t i v e type of 

i n f o r m a t i o n . You take raw data and crunch the numbers i n some 

way to come up w i t h something. That's reserve c a l c u l a t i o n s . 

Item number 7, the r e s e r v o i r s t u d i e s , t h a t c e r t a i n l y i s 

i n t e r p r e t i v e type e v a l u a t i o n . Item number 10 c e r t a i n l y i s 

i n t e r p r e t i v e , geologic i n t e r p r e t a t i o n . You take the raw data 
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and t e l l us what's out there. Item number 8 i s also in-house 

created from i n f o r m a t i o n . I t h i n k i t ' s i n a l i t t l e b i t 

d i f f e r e n t category because i t has to do w i t h , I t h i n k , 

economics. 

But f o r the moment, Mr. K e l l a h i n , i s there not a 

reason why i f you could o b t a i n the raw data t h a t Hanley 

couldn't make i t s own evaluations and would i t not want t o 

make i t s own evaluations as t o whether to p a r t i c i p a t e and 

in v e s t i n t h i s well? 

MR. KELLAHIN: C e r t a i n l y so and also undertake 

operations, but separate and apart i s our absolute r i g h t to 

t e s t the conclusions and i n t e r p r e t a t i o n of t h e i r experts. And 

i n the d i s t r i c t c ourt discovery forum, we would be e n t i t l e d to 

have t h e i r e x h i b i t s . We would get E x h i b i t Number 4, Mr. 

Thoma's i n t e r p r e t a t i o n of h i s geology. And we would have t h a t 

p r i o r to the hearing, and we could prepare our experts f o r the 

hearing i n t h a t f a s h i o n . And I would suggest t o you th a t ' s 

r e a l l y the way we ought t o do i t here r a t h e r than do i t by 

guess and by g o l l y . You might get a more meaningful, w e l l 

thought out combat of opposing p o s i t i o n s i f everybody had f u l l 

d i s c l o s u r e on each side and you came w e l l prepared t o worry 

about what was important. But there i s a d i f f e r e n c e . There 

i s a d i f f e r e n c e between the raw data and the i n t e r p r e t i v e 

data. We've asked f o r a l l of i t . 

MR. BRUCE: Once again I would r e i t e r a t e . Santa Fe sai d , 
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Agree to commit or farm out; we won't give you t h a t data. 

MR. STOVALL: Go back to more. There's agreement then 

t h a t there i s a d i f f e r e n c e between raw data and i n t e r p r e t i v e 

data and they could be separated out i n terms of the motion? 

MR. KELLAHIN: No question, Mr. S t o v a l l , they could be 

separated. 

MR. STOVALL: One of the i n t e r e s t i n g issues t h a t comes up 

i n t h i s i n d u s t r y i s t h a t i t c e r t a i n l y i s l i k e no other 

i n d u s t r y t h a t I know of anyplace i n the country. I t ' s the 

only place where you t r y to go d r i l l w e l l s t h a t you don't need 

because of some reason t h a t ' s not economic. I t ' s also one of 

the i n d u s t r i e s , the only i n d u s t r y I know, where people are 

asked t o make investment decisions without access t o a v a i l a b l e 

i n f o r m a t i o n . And t h a t concerns me a l i t t l e b i t i n t h i s arena. 

I t ' s the only i n d u s t r y t h a t I know of where on a regu l a r 

basis, and i t ' s obviously due to the geophysical nature of o i l 

and gas i n a r e s e r v o i r , conservation laws, where a p a r t y can 

be forced i n e f f e c t t o make an investment e i t h e r by committing 

d o l l a r s or by i n e f f e c t g i v i n g up t h e i r asset f o r a time t o 

compensate f o r not paying those d o l l a r s . I f you get force 

pooled, you pay f o r i t w i t h your i n t e r e s t plus some r i s k 

p e n alty. 

Mr. Bruce, I would be curious to hear from you why 

a p a r t y who i s not being asked to in v e s t should not have a l l 

of at l e a s t the e s s e n t i a l raw i n f o r m a t i o n a v a i l a b l e to make a 
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d e c i s i o n whether or not to i n v e s t . 

MR. BRUCE: The pa r t y who i s being asked t o invest? 

MR. STOVALL: I n other words, i n t h i s case, Santa Fe i s 

saying, Kanley, we want you t o make a de c i s i o n whether or not 

to i n v e s t i n t h i s next w e l l , but we want you t o make i t w i t h 

less than a l l of the a v a i l a b l e -- and I ' l l r e f e r t o the raw 

in f o r m a t i o n f o r the moment, not i n t e r p r e t i v e i n f o r m a t i o n . 

MR. BRUCE: Sure, sure. But Santa Fe r e a l l y doesn't want 

to force pool Hanley. They would p r e f e r , you know, and the 

landman t e s t i f i e d about t h a t , and i t ' s not necessary today. 

They p r e f e r t o have p a r t n e r s . They don't want t o bear the 

whole cost, the whole r i s k of t h a t w e l l . 

MR. STOVALL: I understand. And l e t me p o i n t out, I'm 

saying, you're asking them to make a de c i s i o n w i t h o u t a l l the 

in f o r m a t i o n , not --

MR. BRUCE: We're not asking them to be force pooled. 

But we are saying e i t h e r agree to pay your share or farm out 

under which they would bear no cost. 

MR. STOVALL: Or they have a t h i r d o p t i o n , t o be force 

pooled. 

MR. BRUCE: To be force pooled. 

MR. STOVALL: And then make a determination at t h a t 

p o i n t . But what you're saying, what Santa Fe i s saying, what 

the i n d u s t r y says i n a s i t u a t i o n l i k e t h i s i s make an 

investment d e c i s i o n whether or not t o p a r t i c i p a t e or how to 
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p a r t i c i p a t e , I guess r e a l l y , you're going to p a r t i c i p a t e i n 

some way i n t h i s w e l l . You make a d e c i s i o n how to 

p a r t i c i p a t e , but we are going t o w i t h h o l d from you some of the 

i n f o r m a t i o n which we have a v a i l a b l e i n order to make the 

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

MR. BRUCE: Well, f o r one t h i n g , l i k e I say, I don't -~ I 

keep sounding l i k e a broken record. But i f they would agree 

to commit or farm out, t h e y ' l l get everything they want. 

MR. STOVALL: But I'm t e l l i n g you, Why should they not 

have i n f o r m a t i o n before they make a d e c i s i o n t o do one or the 

other? 

MR. BRUCE: Well, I , you know, go back t o the t r a d i t i o n a l 

posture of maintaining i n f o r m a t i o n . I mean, Santa Fe i s 

d e f i n i t e l y t r y i n g to do the best i t can f o r i t s shareholders. 

I s t h a t r e q u i r e d , t o give a l l the best i n f o r m a t i o n t h a t i t may 

have t o an opponent? 

MR. STOVALL: I f Santa Fe were seeking to s e l l , and they 

may do t h i s , since i t ' s c a l l e d operating p a r t n e r s , I assume 

they have partners i n a w e l l . And I believe under investment 

r u l e s , they're r e q u i r e d t o make i n f o r m a t i o n a v a i l a b l e to the --

MR. BRUCE: The operating p a r t n e r , Santa Fe Energy 

Operating Partners, t h i s goes i n t o e x c r u c i a t i n g d e t a i l , i s a 

l i m i t e d p a r t n e r s h i p , you know, i n the t r a d i t i o n a l l i m i t e d 

p a r t n e r s h i p sense. But i t does have other partners i n deals. 

For instance, i n t h i s case r i g h t here, the leasehold t h a t 
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Santa Fe owns, and I don't know, i t may be i n Santa Fe's name, 

i s owned -- i t s partner i n t h a t deal i s Heyco. 

MR. STOVALL: Notwithstanding whether or not i t ' s Santa 

Fe and how i t operates, d r i l l i n g deals are sold i n the 

investment marketplace. And those investments are subject to 

investment r e g u l a t o r y agency r e g u l a t i o n s such as the SEC or 

st a t e s e c u r i t i e s commission. There may be some exemptions 

t h a t get them out from under i t , but the premise i s t h a t most 

investment r e g u l a t i o n s are t h a t the p o t e n t i a l i n v e s t o r should 

have a l l i n f o r m a t i o n a v a i l a b l e before they make an investment 

d e c i s i o n ; i s t h a t not correct? 

MR. BRUCE: I don't know. Did t h a t r e q u i r e a response? 

I don't know. 

MR. STOVALL: Do you agree w i t h t h a t statement? 

MR. BRUCE: I n the SEC s e t t i n g , yeah, but we're not 

dea l i n g w i t h investment, s e c u r i t i e s here. 

MR. STOVALL: Well, we were drawing analogies, and I'm 

drawing --

MR. KELLAHIN: I n the regul a r business world, the o i l and 

gas operator has the o p p o r t u n i t y not to s e l l h i s i n t e r e s t i f 

he i s uncomfortable t h a t the opponent has not shared a l l the 

data. But i n t h i s forum, we're going to use the p o l i c e powers 

of the State to make t h a t d e c i s i o n f o r him, and we're going to 

make them i n t h i s context w i t h o u t a l l the i n f o r m a t i o n . I 

t h i n k we've made i t even worse than the example you were 
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c i t i n g where at l e a s t i n the open market t h a t operator has the 

u l t i m a t e b e n e f i t of avoiding the t r a n s a c t i o n . 

MR. BRUCE: Mr. S t o v a l l , I mean, l i k e I sa i d , I'm 

sounding l i k e a broken record. But i f they're force pooled, 

they don't have to pay any money up f r o n t . So i t ' s not l i k e a 

deal s e l l i n g s e c u r i t i e s where somebody should know everything 

before they're s h e l l i n g out the money. 

MR. STOVALL: They have t o pay money though. They are 

committed to paying t h a t money i n one form or another, are 

they not? 

MR. BRUCE: I t comes out of production. I agree. But 

they're not being — I guess t h i s goes back to why forced 

p o o l i n g s t a t u t e s were enacted i n the f i r s t , place, so people 

could choose not to put any money up f r o n t . But i f they're 

asking — i f they would agree to pay or farm out, they would 

get a l l the i n f o r m a t i o n . But i n the forced p o o l i n g context, 

they're r e a l l y not paying anything. 

MR. STOVALL: Oh, I t h i n k I could get i n t o a l l s o r t s of — 

MR. BRUCE: But Santa Fe and Heyco would be t a k i n g the 

e n t i r e r i s k . And i f t h a t w e l l was dry, would Hanley pay 

anything? No. The 200 percent penalty or whatever penalty i s 

assessed i s made to induce someone, to help induce someone to 

d r i l l t h a t w e l l . So, yes, i f you look at i t i f i t i s a r e a l l y 

good w e l l and i s paying, yeah, Hanley would be paying i n some 

fashion because they would be paying out of production. But 

HUNNICUTT REPORTING 
DEBORAH F. LAVINE, CCR, RPR 



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 

31 

i f t h a t w e l l i s a dog, Santa Fe and Heyco j u s t bought the farm 

on t h a t w e l l and Hanley d i d n ' t have to pay a dime. 

MR. STOVALL: And Santa Fe and Heyco make the de c i s i o n t o 

d r i l l t h a t w e l l . Given a l l those f a c t o r s , they've got t h e i r 

own money going i n . I t ' s i n the same bank. And they've made 

the d e c i s i o n t o place t h e i r money at r i s k based upon 

i n f o r m a t i o n which includes the i n f o r m a t i o n from a d i r e c t 

o f f s e t w e l l . They've got a — i f you're p l a y i n g poker, 

they've got one card. They can see a l l f i v e . 

MR. BRUCE: But they made t h a t d e c i s i o n before they had 

a l l the i n f o r m a t i o n from t h a t o f f s e t . They made the 

dec i s i o n --

MR. STOVALL: We don't know t h a t . We j u s t know t h a t they 

now -- and t h a t was not. i r r e v o c a b l e u n t i l a b i t h i t s the 

ground. 

MR. BRUCE: Well, t h a t ' s t r u e . But they s t a r t e d 

proposing t h i s w e l l . Their management made the de c i s i o n to 

d r i l l t h i s w e l l before they had a l l of the i n f o r m a t i o n from 

the 8 Number 1 w e l l . 

MR. STOVALL: Uh-huh. And management had the o p p o r t u n i t y 

and s t i l l has the o p p o r t u n i t y , as I say, a l l the way along to 

withdraw from t h a t w e l l . They may have made t h a t d e c i s i o n 

p r i o r to the number 1 w e l l being d r i l l e d and then d r i l l e d the 

number 1 and came back and sai d , No, we don't want t o d r i l l 

t h a t w e l l . We don't want to d r i l l the second w e l l . 
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Based upon t h a t i n f o r m a t i o n , they made the 

pr e l i m i n a r y d e c i s i o n t o d r i l l the w e l l . They've now got the 

in f o r m a t i o n , and they're making -- they're confirming t h a t 

d e c i s i o n and asking Hanley to go along w i t h t h a t d e c i s i o n . 

And Hanley doesn't know what t h a t i n f o r m a t i o n says w i t h 

respect t o the other i n f o r m a t i o n t h a t ' s a v a i l a b l e to determine 

whether they agree w i t h the dec i s i o n or whether they would 

r a t h e r l e t Santa Fe and Heyco take the r i s k f o r Hanley. 

MR. BRUCE: I mean, Hanley doesn't want to pay or wants 

to see — doesn't know i f they want to pay, but they do want 

to operate. That seems a l i t t l e i n c o n s i s t e n t too. 

MR. STOVALL: We hadn't gotten t o t h a t p a r t y e t . 

MR. BRUCE: There's i n c o n s i s t e n c i e s a l l around. 

MR. THOMA: Could I speak o f f the record? 

MR. STOVALL: Let's go o f f the record. Mr. Bruce, would 

you l i k e t o t a l k to your c l i e n t ? 

(A discussion was held o f f the record from 5:55 p.m. 

u n t i l 6:05 p.m.) 

EXAMINER CATANACH: Are you ready, Mr. Bruce? 

MR. BRUCE: Yes. 

MR. STOVALL: I assume you would l i k e t o say something 

based upon your g e o l o g i s t ' s --

MR. BRUCE: Yeah, j u s t one t h i n g . And I t h i n k a couple 

people here, i t may be I'm not e x p l a i n i n g myself, but what 

Santa Fe i s saying to Hanley i s , Look, we w i l l give you the 
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data you want, the logs and r e p o r t s , the raw data. Now a f t e r 

you get t h a t data, a f t e r you look at i t , then we want you to 

do one of two t h i n g s , commit or farm out. 

MR. STOVALL: Are you not lea v i n g them the opt i o n to go 

nonconsent on the forced p o o l i n g order; i s t h a t what you're-

saying? 

MR. BRUCE: That's c o r r e c t . We do not want them — we 

don't want to force pool. 

MR. KELLAHIN: That precludes us the o p t i o n of being the 

operator and going forward w i t h our own poo l i n g case. That's 

an empty gesture, Mr. Examiner. 

MR. BRUCE: Oh, i t ' s not empty, and the examiner knows 

i t . We would -- w e l l , I mean, t h a t could s t i l l leave the 

issue of operatorship open, i f they agreed to commit. I 

suppose there could be a hearing s o l e l y on who operates t h a t 

w e l l . 

MR. KELLAHIN: Every subpoena issued, Mr. Examiner, can 

always be su c c e s s f u l l y quashed by a claim t h a t i t ' s 

c o n f i d e n t i a l . And i f you're going t o bel i e v e t h a t , then you 

can always hide behind t h i s c o n f i d e n t i a l i t y . What we want i s 

the o p p o r t u n i t y at. t h i s hearing t o u t i l i z e the same data t h a t 

they're going to be able to u t i l i z e at t h a t very hearing. 

MR. STOVALL: Mr. K e l l a h i n , has Hanley f i l e d an 

a p p l i c a t i o n to force pool and seek an operatorship? I s there 

one f i l e d w i t h the d i v i s i o n a t t h i s point? 
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MR. KELLAHIN: We're on the docket f o r a hearing on the 

24th at t h i s moment. 

MR. STOVALL: And then I assume we w i l l consolidate these 

two cases f o r a hearing at t h a t time? 

MR. KELLAHIN: That i s the plan. 

MR. STOVALL: Mr. Examiner, I t h i n k we could s i t here f o r 

another hour or so and argue f i n e p o i n t s and what have you. I 

t h i n k i t i s probably safe to say t h a t p r a c t i c e before the 

d i v i s i o n has probably been u n l i k e p r a c t i c e before any other 

a d j u d i c a t o r y body i n t h a t there has been a r e l a t i v e l y very low 

flow of i n f o r m a t i o n p r i o r t o a hearing. 

Most p a r t i e s come to a hearing not knowing what the 

other p a r t y i n a case i s going t o have ahead of time. I'm not 

sure t h a t t h a t gets us the best type of case. I t h i n k the 

pr e p a r a t i o n i s what makes a b e t t e r case i n f r o n t of the 

d i v i s i o n . I've also got some concerns about some basic 

r i g h t s , comments I made e a r l i e r w i t h respect t o having access 

to a v a i l a b l e i n f o r m a t i o n t o make a d e c i s i o n . 

I t h i n k i n the Enron case, which Mr. Bruce and Mr. 

K e l l a h i n have r e f e r r e d t o , I t h i n k we took one approach to 

l e v e l i n g the p l a y i n g f i e l d , i f you w i l l . We'll give you an 

e q u a l i t y saying, I f you don't give i t , you can't use i t . I 

t h i n k we could s t i c k w i t h t h a t approach i f we wanted t o . I 

don't t h i n k t h a t n e c e s s a r i l y provides the best r e s u l t . I 

don't see a good, sound argument why Hanley should not have 
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access to raw i n f o r m a t i o n , i n f o r m a t i o n which has not been 

i n t e r p r e t e d i n any way by Hanley. On the other hand, once 

they o b t a i n t h a t raw data, then they can make t h e i r own 

evaluations and make t h e i r own decisions based upon the same 

i n f o r m a t i o n . 

I t h i n k i n t e r p r e t i v e data, what I would i d e n t i f y as 

i n t e r p r e t i v e data would be r e f e r r i n g t o Mr. K e l l a h i n ' s 

subpoena, item number 6, any and a l l reserve c a l c u l a t i o n s 

i n c l u d i n g but not l i m i t e d t o volumetric c a l c u l a t i o n s of the 

reserves i n c l u d i n g recoverable reserves; item number 7, any 

and a l l r e s e r v o i r s t u d i e s ; item number 8, any and a l l economic 

st u d i e s , i n c l u d i n g but not l i m i t e d to estimates of pay out and 

rates of r e t u r n ; and item number 10, geologic i n t e r p r e t a t i o n s 

by which you j u s t i f y the w e l l and evaluate i t s r i s k . 

One other comment on the record i s i n considering 

t h i s case, another o p t i o n t h a t we had discussed i s a p o l i c y 

matter i s t h a t i f i n f o r m a t i o n i s n ' t a v a i l a b l e , i t would be 

i n d i c a t i v e of a reduced r i s k on the pooling operator's p a r t . 

C e r t a i n l y i f he had more i n f o r m a t i o n , he wouldn't be e n t i t l e d 

to the r i s k . I t h i n k t h a t , again, i s s o r t of a skewed way to 

deal w i t h a d i f f i c u l t question. And I t h i n k the d i v i s i o n at 

t h i s p o i n t i s ready t o deal w i t h t h i s d i f f i c u l t question of 

g e t t i n g i n f o r m a t i o n ahead of time. My recommendation, Mr. 

Examiner, i s t h a t t h i s subpoena be quashed w i t h respect to 

items 6, 7, 8, and 10, t h a t i t be allowed to stand w i t h 
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respect to the other i n f o r m a t i o n , n o t i n g t h a t item number 5 

r e f e r r i n g to production i n f o r m a t i o n , I would i d e n t i f y t h a t as 

j u s t simply raw volumes. 

I would advise the examiner and the p a r t i e s also 

t h a t c e r t a i n l y what works f o r the goose works f o r the gander 

and discovery works both ways. H i s t o r i c a l l y , i t has been most 

of the discovery comes up i n forced p o o l i n g cases, and most of 

i t comes from an opponent to a forced p o o l i n g a p p l i c a t i o n . I 

don't t h i n k t h a t t h a t n e c e s s a r i l y i s the l i m i t a t i o n . I would 

advise also, Mr. Examiner, t h a t t h i s i s a very narrow 

precedent i n terms of the d i v i s i o n ' s moving towards a more 

open discovery. I t i s not our i n t e n t i o n t o move i n the 

d i r e c t i o n of a p u b l i c service commission or f e d e r a l energy 

r e g u l a t o r y commission which would take three and a h a l f years 

to decide what they're going to look a t , and the r e s t of the 

world k i n d of stops while they do i t . 

I mean, any discovery t h a t i s going to be here i s 

going to be d i r e c t , concise. Also i t states t h a t p a r t of the 

reason or one of the reasons f o r g r a n t i n g , a l l o w i n g the 

subpoena on the s p e c i f i c items t h a t are not being quashed i s 

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

w e l l t o the same pool by the same operator, and the 

i n f o r m a t i o n i s not a v a i l a b l e from any other source. I don't 

t h i n k t h a t t h i s n e c e s s a r i l y would i n d i c a t e t h a t Santa Fe would 

be r e q u i r e d t o produce a l l of i t s i n f o r m a t i o n on other wells 
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i n the Wolfcamp i n the area. As Mr. Bruce pointed out, t h a t 

i n f o r m a t i o n i s a v a i l a b l e from p u b l i c records. And i t ' s not 

the d i v i s i o n ' s job to force one p a r t y t o do the other party's 

research and e v a l u a t i o n . 

Given t h a t , my recommendation, Mr. Examiner, i s 

t h a t , as I say, items 5, 6, 7, 7 -- excuse me, 6, 7, 8, and 10 

on Mr. K e l l a h i n ' s subpoena be quashed and t h a t the subpoena 

stand w i t h respect t o the other items. 

Oh, one other t h i n g . With respect t o the 

p r o t e c t i v e order, Mr. Bruce, I'm going to recommend a modified 

p r o t e c t i v e order d i f f e r e n t from what Mr. Bruce has suggested, 

t h a t t h i s i n f o r m a t i o n be made a v a i l a b l e only t o Hanley. And, 

of course, the examiner, should i t become r e l e v a n t , Hanley 

should be d i r e c t e d not. to release the i n f o r m a t i o n t o any other 

p a r t y p r i o r to the hearing. At the hearing then, i t becomes a 

question of what to deal w i t h , what i s submitted i n the 

record. I recognize also t h a t my recommendation does not 

address the issue of e x h i b i t s to be presented i n the given 

hearing, and we haven't gotten i n t o t h a t which could get i n t o 

those i n t e r p r e t i v e areas. We're de a l i n g only w i t h raw data at 

t h i s time. And, Mr. Examiner, a f t e r you make a r u l i n g , we're 

going t o have to make some determination w i t h respect to 

E x h i b i t Number 4 i n case -- was i t 10210, I believe? 

EXAMINER CATANACH: The motion t o quash by Santa Fe 

Energy i s hereby sustained as t o item number 6, 7, 8, and 10 
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i n the subpoena issued by the d i v i s i o n as requested by Hanley 

Petroleum Corporation. And t h a t ' s the r u l i n g on t h a t . 

MR. KELLAHIN: The subpoena req u i r e s production as of 

today's hearing, Mr. Examiner. 

MR. STOVALL: Mr. K e l l a h i n , would you be w i l l i n g t o work 

w i t h Mr. Bruce and h i s c l i e n t as t o -- we don't want to get 

r e a l t e c h n i c a l and --

MR. KELLAHIN: I understand. 

MR. STOVALL: -- e s t a b l i s h contempt. But I t h i n k an 

adequate -- Mr. Bruce, what are you able t o do as f a r as those 

s p e c i f i c — 

MR. BRUCE: Let me t a l k about i t w i t h my c l i e n t s . I 

don't even t h i n k they have a l l the data here today. 

MR. STOVALL: Well, I would j u s t urge you to reach an 

agreement on t h a t based upon the --

MR. BRUCE: I'm sure we can. But since the case wasn't 

being held today, we c e r t a i n l y d i d not b r i n g the data w i t h us. 

MR. STOVALL: I understand t h a t . And I ' d hard l y suggest 

t h a t we'd hold Santa Fe i n contempt f o r t h a t f a i l u r e . 

MR. BRUCE: I w i l l c a l l Mr. K e l l a h i n tomorrow. 

MR. STOVALL: Mr. Examiner, nothing f u r t h e r i n t h i s case. 

However, I'm going to suggest t h a t we're going t o have to 

reopen case 10210 to discuss E x h i b i t Number 4, and I t h i n k 

t h a t should be discussed i n the context of t h a t case because 

an order w i l l a f f e c t t h a t case. 
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EXAMINER CATANACH: Reopen b r i e f l y case 10210 and b r i e f l y 

discuss E x h i b i t Number 4 t h a t was entered by Santa Fe i n t h a t 

case which was a geologic i n t e r p r e t a t i o n isopach map. 

MR. STOVALL: I ' l l point, out, as the record w i l l r e f l e c t , 

Mr. K e l l a h i n does not represent anybody who i s a pa r t y i n th a t 

case. I t h i n k he's pr o p e r l y using geologic i n t e r p r e t a t i o n . I 

would suggest t h a t while there's nothing i n our r u l e s t h a t 

s p e c i f i c a l l y addresses the issue, I t h i n k t h a t the record i n 

t h a t case can be kept c o n f i d e n t i a l u n t i l such time as an order 

i s issued i n t h a t case. 

MR. BRUCE: That's acceptable. 

EXAMINER CATANACH: Then t h a t ' s what w e ' l l do i n t h a t 

case, keep the record c o n f i d e n t i a l u n t i l an order i s issued i n 

t h i s case. We'll take case 10210 under advisement. This 

hearing i s adjourned. 

(The foregoing hearing was adjourned at the approximate 

hour of 6:20 p.m.) 
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) ss 
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STATE OF NEW MEXICO 
OIL CONSERVATION COMMISSION 

1 

IN THE MATTER OF: 
THE HEARING CALLED BY THE 
OIL CONSERVATION COMMISSION 
TO CONSIDER: 

APPLICATION OF SANTA FE ENERGY 
OPERATING PARTNERS, L.P., FOR 
COMPULSORY POOLING, LEA COUNTY, NEW 
MEXICO. 

CASE NO. 10211 

REPORTER'S TRANSCRIPT OF PROCEEDINGS 

COMMISSION HEARING 

BEFORE: WILLIAM J. LeMAY, Chairman 
WILLIAM WEISS, Commissioner 
JAMI BAILEY, Commissioner 

Janua r y 
9 : 07 

Santa Fe, 

17, 1991 
a.m. 
New Mexi co 

T h i s m a t t e r came on f o r h e a r i n g b e f o r e the O i l 
C o n s e r v a t i o n commission on January 17, 1991, a t 9:07 a.m. 
at Morgan H a l l , S t a t e Land O f f i c e B u i l d i n g , 310 Old Santa 
Fe T r a i l , Santa Fe, New Mexico, b e f o r e Susan G. Ptacek, a 
C e r t i f i e d Shorthand R e p o r t e r No. 124, S t a t e of New Mexico. 

FOR: OIL CONSERVATION BY: 
COMMISSION 

SUSAN G. PTACEK 
C e r t i f i e d Shorthand Re p o r t e r 
CSR No. 1224 
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FOR THE COMMISSION: 

FOR SANTA FE 
OPERATING PARTNERS, 
L . P . : 

FOR HANLEY 
PETROLEUM, INC 

ROBERT G. STOVALL, ESQ. 
General Counsel 
O i l C o n s e r v a t i o n D i v i s i o n 
S t a t e Land O f f i c e B u i l d i n g 
Santa Fe, New Mexico 87504 

HINKLE, COX, 
HENSLEY 
A t t o r n e y s a t 
BY: JAMES 

EATON, COFFIELD & 

Law 
BRUCE, ESQ 

500 M a r q u e t t e , N.W., S u i t e 
Albuque rque New Mexico 

740 
87102 •2121 

KELLAHIN, KELLAHIN & AUBREY 
A t t o r n e y s a t Law 
BY: W. THOMAS KELLAHIN, ESQ 
117 N o r t h Guadalupe 
Santa Fe, New Mexico 87501 

FOR HARVEY YATES 
COMPANY and ENRON 
OIL & GAS COMPANY 

CAMPBELL & BLACK, P.A. 
A t t o r n e y s a t Law 
BY: WILLIAM F. CARR, ESQ. 
110 N o r t h Guadalupe 
Santa Fe, New Mexico 87501 

* * * 
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CHAIRMAN LeMAY: Case No. 10211. 

MR. STOVALL: A p p l i c a t i o n of Santa Fe Energy O p e r a t i n g 

P a r t n e r s , L.P., f o r compulsory p o o l i n g , Lea County, New 

Mexico. Mr. Chairman, t h i s case a c t u a l l y was on the 

examiner d o c k e t f o r January 10, 1991. The s u b s t a n t i v e case 

was c o n t i n u e d a t t h a t time t o examiner docket f o r January 

24, 1991. I t does n o t appear on the commission docket but 

i t comes b e f o r e the commission i n s o r t o f i n the form of an 

i n t e r l o c u t o r y appeal -- I guess i s the best way t o d e s c r i b e 

i t -- on an o r d e r i s s u e d by the examiner w i t h r e s p e c t t o a 

subpoena. 

Background of the case b r i e f l y i s Santa Fe 

Energy O p e r a t i n g P a r t n e r s seeks t o compulsory p o o l the 

i n t e r e s t of Hanley P e t r o l e u m , I n c . , i n t o an 80-acre 

p r o r a t i o n u n i t as i d e n t i f i e d i n the d o c k e t . I t ' s i n the 

west h a l f of the n o r t h w e s t q u a r t e r of S e c t i o n 8 Township --

I'm t r y i n g t o f i n d t he to w n s h i p and range h e r e . J u s t a 

moment. 

Mr. Bruce, can you h e l p me? 

MR. BRUCE: I b e l i e v e i t ' s 18-33. 

MR. STOVALL: 18 South 33 East; i s t h a t c o r r e c t ? 

Hanley P e t r o l e u m owns a — I b e l i e v e i t ' s a 50 

p e r c e n t w o r k i n g i n t e r e s t i n the s u b j e c t p r o r a t i o n u n i t . 

Santa Fe Energy p r i o r t o f i l i n g t h i s a p p l i c a t i o n d r i l l e d a 

w e l l -- I b e l i e v e i t ' s a Wolfcamp w e l l -- d i r e c t l y 
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o f f s e t t i n g t he s u b j e c t p r o r a t i o n u n i t . Hanley P e t r o l e u m , 

I n c . , f i l e d a subpoena r e q u e s t i n g c e r t a i n i n f o r m a t i o n . The 

commissioners s h o u l d each have a copy o f t h a t subpoena 

duces tecum b e f o r e them. Santa Fe Energy has f i l e d a 

mo t i o n t o quash the subpoena. 

At t he January 1 0 t h h e a r i n g Examiner Catanach 

heard argument, and based upon the argument he quashed the 

req u e s t f o r items No. 6, which i n c l u d e s any and a l l r e s e r v e 

c a l c u l a t i o n s , i n c l u d i n g b ut n o t l i m i t e d t o v o l u m e t r i c 

c a l c u l a t i o n s o f r e s e r v e s , i n c l u d i n g r e c o v e r a b l e r e s e r v e s ; 

i t e m No. 7, any and a l l r e s e r v o i r s t u d i e s ; i t e m No. 8, any 

and a l l economic s t u d i e s , i n c l u d i n g b ut n o t l i m i t e d t o 

e s t i m a t e s o f payout and r a t e s of r e t u r n ; and i t e m No. 10, 

g e o l o g i c i n t e r p r e t a t i o n s by which you j u s t i f y the w e l l and 

e v a l u a t e i t s r i s k . 

CHAIRMAN LeMAY: Excuse me, Mr. S t o v a l l . I t h i n k 

b e f o r e we get i n t o a l o t of t h i s l e t ' s c a l l f o r appearances 

i n t he case . 

MR. BRUCE: May i t ple a s e the Commission, James Bruce 

f o r the a p p l i c a n t Santa Fe Energy O p e r a t i n g P a r t n e r s L.P. 

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

Santa Fe law f i r m K e l l a h i n , K e l l a h i n & Aubrey, a p p e a r i n g on 

b e h a l f o f Hanley P e t r o l e u m , I n c . 

MR. CARR: May i t ple a s e the Commission, my name i s 

W i l l i a m F. Carr o f the law f i r m of Campbell & B l a c k , P.A. 
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of Santa Fe. I r e p r e s e n t Harvey Yates Company and a l s o 

l i k e t o e n t e r an appearance on b e h a l f o f Enron O i l & Gas 

Company. 

CHAIRMAN LeMAY: Are you a l l p r e s e n t i n g w i t n e s s e s f o r 

t h i s or — Mr. Bruce? 

MR. KELLAHIN: Mr. Chairman, we d i s c u s s e d t h i s w i t h 

Mr. S t o v a l l , and u n l e s s the commission has a need t o ask 

any q u e s t i o n s , I do have some Santa Fe people h e r e , but we 

had i n f o r m a l l y agreed t o put i t f o r t h on arguments. 

CHAIRMAN LeMAY: Mr. K e l l a h i n ? 

MR. KELLAHIN: Mr. Chairman, I d i d not b r i n g w i t n e s s e s 

t o p r e s e n t t o you today. I had u n d e r s t o o d based upon the 

te l e p h o n e c o n v e r s a t i o n w i t h c o u n s e l t h a t t h i s was t o be an 

a t t o r n e y ' s argument on the subpoena, and so I'm s i m p l y 

unprepared w i t h w i t n e s s e s . I f t h a t i s the d e s i r e of the 

commission, I have none t o d a y . 

MR. CARR: I would c o n f i r m i t was my u n d e r s t a n d i n g 

t h i s was s i m p l y argument o f c o u n s e l . We d i s c u s s e d b r i n g i n g 

w i t n e s s e s , and because o f what I u n d e r s t o o d we d i d not do 

s o . 

CHAIRMAN LeMAY: Mr. S t o v a l l , I'm s o r r y t o i n t e r r u p t 

you. I u n d e r s t a n d t h r o u g h what c o u n s e l s a i d you can 

r e p r e s e n t what i s g o i n g t o take p l a c e , and what has taken 

p l a c e . So w i t h t h a t c o n c u r r e n c e , p l e a s e c o n t i n u e . 

MR. STOVALL: I have i d e n t i f i e d the it e m s which were 
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s t r i c k e n , which were quashed, i n the subpoena r e q u e s t 

s u b m i t t e d by Mr. K e l l a h i n . To summarize b r i e f l y --

u n f o r t u n a t e l y we do n o t have a t r a n s c r i p t of the January 

1 0 t h h e a r i n g . There was no w r i t t e n o r d e r i s s u e d , b u t I 

t h i n k i t ' s — b r i e f l y summarized, r a t i o n a l e used by the 

examiner was t h a t those p a r t i c u l a r i t e m s which I have 

i d e n t i f i e d were the r e s u l t of an i n t e r p r e t a t i o n by Santa Fe 

Energy o f the i n f o r m a t i o n which was a v a i l a b l e , r e p r e s e n t e d 

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

the d a t a r a t h e r t h a n raw data i t s e l f . 

The o t h e r i t e m s on the subpoena, items 1, 2, 3, 

4, 5, and 9, r e p r e s e n t raw dat a w i t h o u t i n t e r p r e t a t i o n as 

viewed by the examiner; and i t was the o p i n i o n of the 

examiner based upon my recommendation and a d v i c e , I 

b e l i e v e , t h a t because Santa Fe i s se e k i n g t o invoke the 

power of the s t a t e t o compel the p a r t i c i p a t i o n of Hanley's 

i n t e r e s t i n the p r o r a t i o n u n i t t h a t Hanley was e n t i t l e d t o 

see the raw d a t a which was h e l d n ot a v a i l a b l e t h r o u g h o t h e r 

s o u r c e s , p u b l i c r e c o r d s , b ut which Santa Fe had i n i t s 

p o s s e s s i o n and which might be the b a s i s f o r i t s d e c i s i o n t o 

d r i l l t he w e l l ; t h a t Hanley s h o u l d have equal access t o 

t h a t raw i n f o r m a t i o n b ut was not e n t i t l e d t o access t o 

Santa Fe's i n t e r p r e t a t i o n s of any d a t a ; nor was Santa Fe 

r e q u i r e d t o produce -- pardon me -- r e q u e s t e d t o produce i n 

t h i s case i n f o r m a t i o n which was a v a i l a b l e from o t h e r 

HUNNICUTT REPORTING 
(505) 982-9770 



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 

sources or which was not d i r e c t l y r e l a t e d t o a d i r e c t 

o f f s e t w e l l . 

I t h i n k t h a t ' s -- i f co u n s e l can concur --

t h a t ' s a f a i r summary of what happened a t the January 

h e a r i n g . At t h i s p o i n t Mr. Bruce on b e h a l f of Santa Fe 

re q u e s t e d a h e a r i n g b e f o r e the commission t o re v i e w t h a t 

d e c i s i o n — the r u l e s c o n t a i n no proced u r e s f o r t h i s , and 

we are a d o p t i n g t he procedures as we go a l o n g . And I 

concur t h i s i s a m a t t e r t h a t r e p r e s e n t s a change, perhaps, 

i n commission p o l i c y . I t ' s an i s s u e t h a t ' s come up b e f o r e , 

and i t i s a p p r o p r i a t e f o r the commission a t t h i s time t o 

p r o v i d e guidance t o the d i v i s i o n based upon arguments heard 

today. At l e a s t i n the c o n t e x t o f t h i s case, and h o p e f u l l y 

guidance t h a t can a l l o w c o u n s e l and p a r t i e s b e f o r e the 

d i v i s i o n and the commission t o know what the r u l e s are w i t h 

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

CHAIRMAN LeMAY: Since t h i s h i nges on the i n f o r m a t i o n 

t h a t was b o t h r e q u e s t e d and t h a t the examiner's o p i n i o n on 

what s h o u l d be a l l o w e d , i s t h e r e j u s t a l i s t of those 

items? I can ' t seem t o f i n d i t . 

MR. STOVALL: You sh o u l d have a p a c k e t . The t o p sheet 

i s Mr. K e l l a h i n ' s l e t t e r h e a d . 

CHAIRMAN LeMAY: W i t h i n here t h e r e — 

MR. STOVALL: S t a r t i n g on t h e t h i r d page i s the 

subpoena i t s e l f . 
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CHAIRMAN LeMAY: I've got i t . 

MR. STOVALL: I w i l l p o i n t o u t , Mr. Chairman, t h a t 

t h i s -- the o r i g i n a l subpoena was si g n e d by you as the 

d i r e c t o r on January 3 r d , and ag a i n t h a t was done, f o r the 

r e c o r d — j u s t so t h a t i t ' s c l e a r on the r e c o r d , when a 

subpoena r e q u e s t i s s u b m i t t e d t o the d i v i s i o n , I have 

a d v i s e d the d i v i s i o n d i r e c t o r t h a t t h a t s h o u l d be 

m i n i s t e r i a l l y s i g n e d , and i t i s up t o the p a r t y who i s 

be i n g subpoenaed t o c h a l l e n g e t h a t subpoena. The d i v i s i o n 

s h o u l d n ot p r i o r t o a mo t i o n t o quash q u e s t i o n a subpoena. 

So t h a t ' s the i n i t i a l p r o c e d u r a l p r o c e s s . 

CHAIRMAN LeMAY: So the s i g n i n g of the subpoena by the 

d i r e c t o r does n o t e i t h e r endorse nor i n any way p r e j u d i c e 

t h a t subpoena as t o whether i t s h o u l d be u p h e l d or n o t . 

MR. STOVALL: C o r r e c t . I t ' s j u s t p u r e l y a m i n i s t e r i a l 

f u n c t i o n a t t h a t p o i n t . 

CHAIRMAN LeMAY: Thank you, Mr. S t o v a l l . At t h i s time 

i s i t your p l e a s u r e gentlemen t o each p r e s e n t your 

arguments, and then -- you're l o o k i n g f o r -- I guess not an 

or d e r b u t what k i n d of p r o c e e d i n g would come out of the 

commi s s i on? 

MR. STOVALL: I t h i n k we would ask the commission, and 

perhaps I t h i n k i t would be a p p r o p r i a t e t h a t a f t e r t h i s 

h e a r i n g t h a t t h e r e be a w r i t t e n o r d e r i s s u e d upon which the 

p a r t i e s c o u l d r e l y . I t i s -- as I say, t h e r e was no 
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w r i t t e n p rocedure f o r i t . I t ' s i n e f f e c t a de novo review 

of a p r o c e d u r a l r u l i n g by an examiner, an o r a l p r o c e d u r a l 

r u l i n g , and t h i s i s an o p p o r t u n i t y f o r the commission t o 

is s u e guidance. I t comes on the mo t i o n of Mr. Bruce, so he 

i s a c t u a l l y t he moving p a r t y on t h i s p a r t i c u l a r m o t i o n t o 

quash. I suggest what we're d o i n g i s i n f a c t r e v i e w i n g the 

mot i o n t o quash the subpoena a g a i n , and the commission w i l l 

i ssue an o r d e r . 

CHAIRMAN LeMAY: Mr. K e l l a h i n . 

MR. KELLAHIN: Mr. Chairman, I would l i k e t o comment 

on Mr. S t o v a U ' s s t a t e m e n t t h a t t h i s i s a de novo 

p r o c e e d i n g . L et me d e s c r i b e g e n e r a l l y what I b e l i e v e the 

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

commission adopts i t , i s a l r e a d y o u t l i n e d i n the d i s c o v e r y 

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

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

documents would have the d i s t r i c t c o u r t c l e r k i s s u e a 

subpoena, n o t u n l i k e i t i s done here. There i s no 

r e f l e c t i o n on the issuance of the subpoena. I t i s a 

m i n i s t e r i a l t a s k . I t i s served on the opposing p a r t y . Tn 

t h i s i n s t a n c e Mr. Bruce accepted s e r v i c e of the subpoena. 

I t i s t h e n h i s o b l i g a t i o n t o e i t h e r abide by the p r o d u c t i o n 

r e q u i r e m e n t s of the subpoena or t i m e l y move f o r p r o t e c t i o n 

of t he c o u r t from the r e q u i r e m e n t s of t h a t subpoena. 

I n t h i s i n s t a n c e the subpoena r e q u i r e d the 
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p r o d u c t i o n of documents a t the examiner h e a r i n g on January 

10 t h . P r i o r t o t h a t h e a r i n g Mr. Bruce f i l e d h i s motion f o r 

a p r o t e c t i v e o r d e r or i n the a l t e r n a t i v e q u a s h i ng the 

subpoena. We spent some two hours b e f o r e Examiner Catanach 

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

matte r . 

I b e l i e v e i t i s i m p o r t a n t f o r t h i s commission t o 

a c t u a l l y r e v i e w and read the t r a n s c r i p t of the r e c o r d 

b e f o r e the examiner, and I would ask t h a t r e c o r d be 

i n c o r p o r a t e d i n the p r o c e e d i n g s t o d a y , because t h i s i s n o t , 

i n my o p i n i o n , a de novo p r o c e s s . You're a c t i n g as an 

a d m i n i s t r a t i v e body o v e r s e e i n g the d i r e c t o r and d e t e r m i n i n g 

whether or n o t he has breached h i s d i s c r e t i o n t h r o u g h the 

examiner i n h a v i n g o n l y a p o r t i o n of the subpoena quashed 

and r e q u i r i n g the balance of the documents t o be p r e s e n t e d . 

I do n o t b e l i e v e t h i s i s an o p p o r t u n i t y f o r Santa Fe t o 

have a second t r y a t d e n y i n g the documents. 

I n a d d i t i o n , my second comment i s t h a t i n 

h o n o r i n g the subpoena, Mr. Bruce's c l i e n t i s o b l i g a t e d i n 

d i s t r i c t c o u r t , and I would contend b e f o r e the p r o c e e d i n g s 

of the d i v i s i o n , t o a c t u a l l y produce the documents i n the 

h e a r i n g t o d a y . My u n d e r s t a n d i n g i s t h a t Mr. Bruce has had 

h i s c l i e n t , b r i n g the documents. They've not been d i s c l o s e d 

t o me, but. t h e y s h o u l d be a v a i l a b l e t o the commission as 

t h e y would t o the d i s t r i c t c o u r t t o examine en camera so 
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t h a t you make your own independent judgments w i t h regards 

t o r e l e v a n c y and the n a t u r e o f the c o n f i d e n t i a l i t y of those 

documents. You do not leav e i t up t o the o b j e c t i n g p a r t y 

t o make those c o n c l u s i o n s f o r you upon which you must r e l y 

i n a vacuum. I t i s up t o you then t o examine the documents 

i f you deem them a p p r o p r i a t e . 

His c l a i m now i s not of r e l e v a n c y b ut of 

c o n f i d e n t i a l i t y . My u n d e r s t a n d i n g i s t h a t under d i s t r i c t 

c o u r t r u l e s i f t h a t i s the c l a i m , t h e n I am e n t i t l e d t o the 

documents and t h a t t he c o u r t w i l l d i r e c t a c o n f i d e n t i a l i t y 

agreement be executed by the p a r t i e s r e q u i r i n g my c l i e n t 

and a l l t h e i r agents n ot t o d i s c l o s e p r o p r i e t a r y , 

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

can use i t f o r the purposes of the h e a r i n g . 

I t would be my c o n t e n t i o n i n t h i s case t h a t t h a t 

i s the p r o c e e d i n g a v a i l a b l e t o us. And so w i t h response t o 

the p r o c e d u r e , I t h i n k t h i s i s n o t a de novo p r o c e d u r e , and 

I t h i n k t h a t you have the a b i l i t y t o examine the --

Mr. Catanach's d e c i s i o n w i t h r e g a rds t o your a c t i o n s today, 

and, second o f a l l , w i t h response t o the documents i s what 

we're l o o k i n g a t . They s h o u l d be a v a i l a b l e t o you i n the 

h e a r i n g room so you can a c t u a l l y see the a v a i l a b l e raw data 

t h a t Mr. Catanach has s a i d we're e n t i t l e d t o see. 

CHAIRMAN LeMAY: Thank you, Mr. K e l l a h i n . W i t h 

r e g a r d s t o the p r o c e d u r e , Mr. Bruce would you please l i k e 
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t o comment on t h a t ? 

MR. BRUCE: J u s t v e r y b r i e f l y , Mr. Chairman. There i s 

case law t h a t says d i s c o v e r y r u l e s of a d m i n i s t r a t i v e bodies 

are s i m i l a r t o those of d i s t r i c t c o u r t . I t doesn't say 

t h a t t h e y ' r e i d e n t i c a l . T h e r e f o r e I don't b e l i e v e t h e r e i s 

an a b s o l u t e r i g h t of Hanley P e t r o l e u m t o these documents. 

F u r t h e r more, i n l o o k i n g a t the s t a t u t e s , 

whether t h i s i s a de novo p r o c e e d i n g or n o t , I don't 

t h i n k , -- as f a r as I can t e l l t h a t a n y t h i n g t h a t i s 

appealed t o the commission i s de novo u n l e s s i t i s an 

o r i g i n a l p r o c e e d i n g . So t h a t ' s something the commission 

has t o d e c i d e . But I don't agree w i t h Mr. K e l l a h i n ' s 

p o s i t i o n . 

CHAIRMAN LeMAY: Would i t be your s u g g e s t i o n t h a t we 

i n c o r p o r a t e the r e c o r d however — 

MR. BRUCE: I don't have any problems w i t h t h a t . 

CHAIRMAN LeMAY: -- and i s s u e an o r d e r so t h e r e should 

be some guidance f o r f u r t h e r a c t i o n ? 

MR. BRUCE: Yes. 

CHAIRMAN LeMAY: Mr. Carr, do you have any comment on 

the procedure? 

MR. CARR: The o n l y comment i s I b e l i e v e t h a t a t the 

end o f t h i s p r o c e e d i n g an o r d e r s h o u l d be e n t e r e d where i t 

addresses whether or not the subpoena i s g o i n g t o be 

quashed, and I t h i n k i f the commission would p r o v i d e some 
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guidance i n t h a t o r d e r o t h e r t h a n j u s t making the r u l i n g , 

i t would be o f v a l u e t o everybody p r a c t i c i n g b e f o r e the 

commi ss i o n . 

CHAIRMAN LeMAY: I n the event t h a t we are l o o k i n g a t 

t h i s p r e c e d e n t s e t t i n g — so you a l l have some guidance --

i s i t your u n d e r s t a n d i n g t h a t we s h o u l d go beyond those 

items suggested here and cover o t h e r p o s s i b l e items of the 

c o n f i d e n t i a l i t y and n o n c o n f i d e n t i a l i t y and i n c l u d e those i n 

the o r d e r ? Mr. Bruce. 

MR. BRUCE: Mr. Chairman, I'm n o t sure how f a r you can 

go, b u t i t p r o b a b l y would be h e l p f u l i n the f u t u r e . As I 

have even s t a t e d i n my argument, I b e l i e v e now we c u r r e n t l y 

have t h r e e examiner h e a r i n g cases b e f o r e the d i v i s i o n and, 

of c o u r s e , j u s t l i k e i n a c o u r t , each examiner's d e c i s i o n 

i n t h a t p a r t i c u l a r case might be a l i t t l e d i f f e r e n t u n l e s s 

t h e r e i s some guidance from the commission as a whole. 

T h e r e f o r e , a l t h o u g h i t i s n ' t j u s t the f o r c e d p o o l i n g case, 

as you w e l l know t h e r e are many o t h e r cases as w e l l t h a t 

c o u l d i n v o l v e c o n f i d e n t i a l i n f o r m a t i o n . Any guidance t h a t 

c o u l d be g i v e n would be a p p r e c i a t e d . 

CHAIRMAN LeMAY: Thank you, Mr. Bruce. I s t h a t your 

d e s i r e , t o o , Mr. K e l l a h i n ? 

MR. KELLAHIN: I'm a f r a i d Mr. Bruce and I are not 

go i n g t o agree on much t h i s m orning, Mr. Chairman. I t 

would appear t o me t h a t t h i s case i s s p e c i f i c w i t h regards 
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t o the items s t i l l b e i n g r e q u i r e d t o be produced under the 

subpoena, and t h a t i s the c a l l of the case. T h i s i s not- a 

r u l e - m a k i n g procedure f o r which t h e r e has been g e n e r a l 

n o t i c e t o the i n d u s t r y about what p o l i c y or r u l e s the 

d i v i s i o n s h o u l d develop f o r d i s c o v e r y . I would contend and 

I w i l l propose t o you i n my arguments t h a t those r u l e s are 

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

d e c i s i o n w i t h r e g a rds t o t h i s s p e c i f i c case and these 

s p e c i f i c f a c t s . To go beyond t h a t I t h i n k b o r d e r s on an 

area where you're v e r y v u l n e r a b l e i n whether you decide t o 

do i t as a m a t t e r of p o l i c y , or these t h i n g s are best 

served on a case-by-case b a s i s i n a narrow framework as we 

have p r e s e n t e d f o r you to d a y . 

CHAIRMAN LeMAY: Thank you. I t h i n k we have i n the 

audience a d d i t i o n a l comments or a t l e a s t c o n c e r n i n g how f a r 

we — 

MR. PEARCE: I f I may, Mr. Chairman, I'm W. P e r r y 

Pearce, w i t h the Santa Fe law f i r m of Montgomery & Andrews. 

And I want t o back Mr. K e l l a h i n ' s comments about my b e l i e f 

t h a t i t ' s i n a p p r o p r i a t e f o r t h i s t o be t u r n e d i n t o any 

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

the O i l C o n s e r v a t i o n D i v i s i o n . I am here because I was 

made aware o f t h i s h e a r i n g t h r o u g h a t e l e p h o n e c a l l , and I 

have c l i e n t s who have reviewed the o r d e r and have l o o k e d a t 

s p e c i f i c items and whether or n o t c e r t a i n s p e c i f i c items 
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s h o u l d or s h o u l d n ot be d i s c l o s e d . Those c l i e n t s are not 

here , and I am n o t here f o r them, but I want t o emphasize 

t o the commission t h a t t h e y l o o k e d a t the s p e c i f i c items i n 

t h a t subpoena, and the y are not on n o t i c e t h a t t h e i r f u t u r e 

i n d i v i s i o n p r o c e e d i n g s i s go i n g t o be a f f e c t e d here 

o u t s i d e t h a t s p e c i f i c subpoena. I would encourage you t o 

not t o t u r n t h i s i n t o any g e n e r a l d i s c o v e r y p r o c e e d i n g 

w i t h o u t g i v i n g the e n t i r e i n d u s t r y n o t i c e t o send t h e i r 

l a w y e r s t o t e l l you what we a l l t h i n k . 

CHAIRMAN LeMAY: Thank you, Mr. Pearce. Mr. Carr. 

MR. CARR: Th i s i s what happens every time you get a 

bunch o f la w y e r s t o g e t h e r . I d i d n o t i n t e n d t o suggest 

t h a t you s h o u l d make -- or t u r n t h i s i n t o a r u l e - m a k i n g 

p r o c e e d i n g . I j u s t suggested t h a t maybe when you e n t e r the 

o r d e r , you mig h t t e l l us as these p a r t i c u l a r i t e m s what 

your r u l i n g was, and I t h i n k on a case-by-case b a s i s the 

way you w i l l handle these m a t t e r s w i l l e v o l v e . But I'm not 

s u g g e s t i n g t h a t you s h o u l d t r y t o make t h i s a r u l e - m a k i n g 

p r o c e e d i n g . I was j u s t h oping t h a t when we got a r u l i n g 

e i t h e r q u a s h ing or de n y i n g the mo t i o n t o quash, we'd have 

some i n d i c a t i o n s of why. 

MR. STOVALL: Mr. Chairman, i f I m i g h t . Two t h i n g s I 

would l i k e t o p o i n t o u t . One i s under the examiner o r d e r , 

the o r a l o r d e r a t the January 1 0th h e a r i n g , he d i d place a 

c o n d i t i o n on the d i s c o v e r y t h a t the i n f o r m a t i o n would be 
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r e l e a s e d o n l y t o Hanley f o r the purpose of t h i s h e a r i n g . 

I t d i d n o t make those documents p u b l i c . 

Second t h i n g I would j u s t l i k e t o -- my adv i c e 

t o the commission on the i s s u e i s t h a t because t h i s i s on 

the docket on a two-day n o t i c e t o the p a r t i e s who are 

p a r t i e s t o the h e a r i n g , I t h i n k we've got t o be v e r y 

c a r e f u l and l i m i t the scope o f i t t o the s p e c i f i c subpoena. 

I would l i k e t o suggest t h a t , perhaps, i f 

a t t o r n e y s who r e g u l a r l y p r a c t i c e b e f o r e the commission have 

some concerns about g e n e r a l d i s c o v e r y r u l e s t h a t perhaps we 

can have a s e s s i o n t o d e t e r m i n e i f t h e r e i s a need f o r a 

more g e n e r a l r u l e making s u b s e q u e n t l y . I agree -- I concur 

w i t h Mr. Carr t h a t we need t o be v e r y c a r e f u l and 

Mr. K e l l a h i n — not t o go too f a r abroad i n the scope, 

s i m p l y because t h i s i s n o t even a docketed case, i f you 

w i l l . I t i s i n the n a t u r e o f an emergency a p p e a l . 

CHAIRMAN LeMAY: Thank you, Mr. S t o v a l l . I hope the 

commission can be of some h e l p i n t h i s p a r t i c u l a r s p e c i f i c 

m a t t e r . We s h a l l c o n t i n u e t h e n w i t h arguments, Mr. Bruce. 

MR. BRUCE: Thank you, Mr. Chairman. I f I can hand 

out an e x h i b i t j u s t f o r i l l u s t r a t i o n of my argument. I t ' s 

marked as Santa Fe E x h i b i t 1. 

As a l r e a d y s t a t e d , Mr. Chairman, the i s s u e today 

i s whether Hanley P e t r o l e u m , who i s an i n t e r e s t e d p a r t y i n 

the Case 10211 i s e n t i t l e d t o c e r t a i n of Santa Fe's w e l l 
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and g e o l o g i c a l i n f o r m a t i o n , which Santa Fe a s s e r t s i s 

c o n f i d e n t i a l . I've handed you an e x h i b i t . I t ' s r e a l l y 

j u s t meant t o o u t l i n e the w e l l s t h a t are — o f p a r t i c u l a r 

i n t e r e s t t o the commission t o d a y . 

What I've drawn you t h e r e i s a p i c t u r e of the 

n o r t h w e s t q u a r t e r o f S e c t i o n 8, Santa Fe and Heyco on the 

east h a l f o f the n o r t h w e s t q u a r t e r and southwest q u a r t e r of 

the n o r t h w e s t q u a r t e r . Hanley P e t r o l e u m owns the lease on 

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

I ' d l i k e t o go i n t o a l i t t l e b i t o f the h i s t o r y 

of Kachina No. 8. 8 No. 1 w e l l was d r i l l e d t o the Wolfcamp 

f o r m a t i o n by Santa Fe as i n d i c a t e d 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 w e s t q u a r t e r . The u n i t f o r t h a t w e l l i s 

o u t l i n e d i n y e l l o w , e ast h a l f . I t ' s owned by Santa Fe and 

Heyco. Santa Fe o r i g i n a l l y wanted t o d r i l l t h a t w e l l as a 

laydown i n the n o r t h h a l f , Mr. Chairman. They c o n t a c t e d 

Hanley about j o i n i n g or f a r m i n g o ut or o t h e r w i s e 

c o n t r i b u t i n g t o the s u p p o r t of t h a t w e l l . Santa Fe was 

i n f o r m e d t h a t Hanley d i d n o t want t o j o i n . 

W e l l , Santa Fe went ahead w i t h i t s p a r t n e r , 

Heyco, d r i l l e d t he w e l l w i t h a standup u n i t a t i t s own cost 

and r i s k and o b v i o u s l y a t no c o s t t o Hanley. Before the 8 

No. 1 w e l l was completed Santa Fe proposed 8 No. 2 w e l l . 

O b v i o u s l y t h e y need Hanley's acreage t o d r i l l t h a t w e l l 

because the p o o l r u l e s f o r the south q u a d r a n t Wolfcamp 
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p r o v i d e f o r 80-acre s p a c i n g . Santa Fe and Hanley d i d 

exchange l e t t e r s , and I'm not sure about t e l e p h o n e c a l l s , 

b u t t h e y r e a l l y c o u l d n ' t come t o term s , so Santa Fe f i l e d 

an a p p l i c a t i o n t o f o r c e p o o l Hanley. 

Hanley responded by d o i n g two t h i n g s . The f i r s t 

was o b t a i n i n g the subpoena t h a t Mr. S t o v a l l has d i s c u s s e d 

and r e f e r r e d you t o . Second, i t f i l e d a compulsory p o o l i n g 

a p p l i c a t i o n of i t s own a s k i n g t h a t the west h a l f of the 

n o r t h w e s t q u a r t e r be p o o l e d , and t h a t t he 8 No. 2 w e l l — I 

don't know i f Hanley has a d i f f e r e n t name f o r i t -- but 

t h a t t h a t be d r i l l e d a t Santa Fe's proposed l o c a t i o n . 

As Mr. S t o v a l l i n d i c a t e d , Hanley r e q u e s t e d t h a t 

the f o l l o w i n g types of data be p r o v i d e d , which f o r ease of 

r e f e r e n c e i n the p r i o r h e a r i n g we c a l l e d raw d a t a . I n 

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

and s e c o n d l y , i n t e r p r e t a t i v e d a t a , such as e n g i n e e r i n g and 

g e o l o g i c a l s t u d i e s , r e s e r v o i r s t u d i e s , e t c e t e r a . 

Santa Fe a s s e r t s and r e a l l y b e l i e v e s t h a t a l l of 

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

Fe. Of cou r s e , the w e l l l o g s , t he o t h e r raw d a t a , came 

from the 8 No. 1 w e l l and i t has n o t been p u b l i c l y f i l e d 

y e t . As t o the o t h e r d a t a , Santa Fe has spent l a r g e 

amounts of time d o i n g t h e i r g e o l o g i c a l i n t e r p r e t a t i o n s and 

o t h e r s t u d i e s . Santa Fe f i l e d t h i s m o t i o n t o quash the 

subpoena and argued b e f o r e Examiner Catanach l a s t week. 
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And as Mr. S t o v a l l s t a t e d , the mo t i o n was g r a n t e d i n p a r t 

and d e n i e d i n p a r t o r d e r i n g Santa Fe t o produce c e r t a i n of 

the raw dat a which Mr. K e l l a h i n had r e q u e s t e d on b e h a l f of 

Hanley. 

Santa Fe o b v i o u s l y agrees w i t h the examiner t h a t 

the i n t e r p r e t a t i v e data s h o u l d be p r o t e c t e d , and t h e y ' r e 

o b v i o u s l y n o t q u a r r e l i n g w i t h t h a t p o r t i o n of 

Mr. Catanach's r u l i n g . But based on the f a c t s of t h i s 

case, Santa Fe does b e l i e v e t h a t Hanley i s not e n t i t l e d t o 

the raw w e l l d a t a and asks the commission t o r e v e r s e the 

examiner's d e c i s i o n as t o the raw w e l l d a t a . Santa Fe has 

appealed t h i s case f o r two reasons. As I j u s t s t a t e d , i t 

does n o t b e l i e v e i t s h o u l d be r e q u i r e d t o g i v e up i t s 

c o n f i d e n t i a l d a t a , and a l s o Santa Fe b e l i e v e s the m a t t e r i s 

v i t a l t o the o i l and gas o p e r a t o r s i n the s t a t e , even i f 

t h i s d e c i s i o n i s l i m i t e d t o the f a c t s of t h i s case. I 

t h i n k i t w i l l serve f o r guidance f o r f u t u r e f o r c e d p o o l i n g 

cases. 

As I p r e v i o u s l y mentioned, now t h a t the d i v i s i o n 

has t h r e e h e a r i n g examiners, i t would be good t o have a 

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

b e f o r e t h i s body c o u l d r e l y upon or a t l e a s t l o o k a t when 

d o i n g f o r c e d p o o l i n g cases. 

Santa Fe a l s o i s b e f o r e the OCD p r o b a b l y as 

o f t e n as anyone. I've r e p r e s e n t e d Santa Fe f o r seven years 
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now, I've appeared c o n s t a n t l y on t h e i r b e h a l f . T h e r e f o r e 

j u s t f o r t h e i r own needs they would l i k e t o have some idea 

what i s a l l o w e d a t a compulsory p o o l i n g h e a r i n g , and we do 

indeed thank the commission f o r h e a r i n g t h i s on an 

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

B e f o r e g e t t i n g i n t o the f a c t s of the case a 

l i t t l e f u r t h e r , l e t ' s address something t h a t Mr. K e l l a h i n 

r a i s e d ; t h a t we are i n an a d m i n i s t r a t i v e p r o c e e d i n g and we 

are n o t i n f r o n t of the c o u r t s . The commission and 

d i v i s i o n were formed by the l e g i s l a t u r e t o d e a l w i t h the 

s p e c i a l n a t u r e of the o i l and gas b u s i n e s s . I b e l i e v e t h a t 

the commission has a d u t y t o take i n t o account t h a t unique 

n a t u r e of the b u s i n e s s . Every o p e r a t o r out t h e r e , p l u s 

g e o p h y s i c a l companies, s e i s m i c companies have l a r g e amounts 

of i n f o r m a t i o n which t h e y c o n s i d e r p r o p r i e t a r y . They are 

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

p a r t i e s u n l e s s t h e r e i s some exchange r e t u r n o f i n f o r m a t i o n 

or i n t h i s case, as Santa Fe has r e q u e s t e d , t h a t Hanley 

j o i n i n the w e l l . We b e l i e v e t h a t t h i s i n f o r m a t i o n should 

be p r o t e c t e d u n l e s s t h e r e i s some c o m p e l l i n g reason f o r i t s 

p r o d u c t i o n , and Santa Fe suggests t h a t t h e r e i s no such 

c o m p e l l i n g reason here. 

Mr. K e l l a h i n has a l r e a d y s t o o d up and s a i d c o u r t 

r u l e s a p p l y and Hanley i s a b s o l u t e l y e n t i t l e d t o the 

i n f o r m a t i o n under d i s c o v e r y . D i s c o v e r y i s a l l o w e d i n the 
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c o u r t s t o p e r m i t a p a r t y t o f i n d o ut an opposing p a r t y ' s 

p o s i t i o n and a l l of t h e i r i n f o r m a t i o n . However, even i n 

c o u r t c o n f i d e n t i a l data i s p r o t e c t e d . And t h e r e are cases, 

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

a d m i n i s t r a t i v e bodies are s i m i l a r t o those of the c o u r t s . 

They are n o t i d e n t i c a l , and I t h i n k t h a t combined w i t h the 

f a c t o f the OCD and the commission's c r e a t i o n t o d e a l w i t h 

the o i l and gas i n d u s t r y , g i v e s the commission some leeway, 

more leeway than t h a t o f the c o u r t s , t o p r o t e c t 

c o n f i d e n t i a l d a t a . 

Even i f you use the g u i d e l i n e s o f the d i s t r i c t 

c o u r t r u l e s , p r o d u c t i o n o f the m a t e r i a l s r e q u e s t e d by 

Hanley i s not a b s o l u t e l y r e q u i r e d . Rule 26 o f the Rules of 

C i v i l Procedure p r o v i d e s t h a t where d i s c o v e r y i s burdensome 

or o p p r e s s i v e a c o u r t may e n t e r an o r d e r d e n y i n g access t o 

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

f o r a p r o t e c t i v e o r d e r so t h a t the i n f o r m a t i o n i s produced 

t o t he l e a s t number of people p o s s i b l e . Rule 26 a l s o 

s p e c i f i c a l l y mentions c o n f i d e n t i a l data as b e i n g 

p r o t e c t a b l e . 

T u r n i n g t o the f a c t s a g a i n , as we mentioned, 

Hanley has re q u e s t e d the raw data on the 8 No. 1 w e l l . 

T h i s i n f o r m a t i o n i s b e i n g kept t i g h t by Santa Fe which i s 

an accepted i n d u s t r y p r a c t i c e . Santa Fe has o f f e r e d t h i s 

d a t a t o Hanley p r o v i d e d t h a t t h e y would agree t o e i t h e r 
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farm o ut or commit t o the w e l l . Now a t the examiner 

h e a r i n g d u r i n g arguments i t came across t o us l o u d and 

c l e a r t h a t t h i s r e a l l y wasn't q u i t e proper because by 

p u t t i n g t h a t c o n d i t i o n on the p r o d u c t i o n o f i n f o r m a t i o n 

Santa Fe had f o r e c l o s e d Hanley from the t h i r d o p t i o n , and 

the t h i r d o p t i o n , of c o u r s e , i s f o r c e d p o o l i n g and go 

nonconsent under the f o r c e d p o o l i n g o r d e r . 

Santa Fe a s s e r t s t h a t under the f a c t s of t h i s 

case t h a t t h i r d o p t i o n i s not r e a l l y t h e r e . I t ' s i l l u s o r y . 

Hanley has f i l e d i t ' s own compulsory p o o l i n g case i n which 

t h e y s t a t e t h e y d e s i r e t o d r i l l a w e l l . I t d e s i r e s t o 

d r i l l the w e l l a t Santa Fe's l o c a t i o n . The o n l y t h i n g I 

can g l e a n from t h a t i s t h a t t h e y want t o be f o r c e d p o o l . 

They don't want t o go nonconsent. So Santa Fe has s a i d , 

"Look, we w i l l g i v e you the d a t a . A f t e r l o o k i n g a t i t , 

t h e n you can say, yes, we w i l l j o i n , o r , yes, we w i l l farm 

o u t . " We b e l i e v e t h a t i n those c i r c u m s t a n c e s Hanley i s not 

b e i n g p e n a l i z e d by Santa Fe's o f f e r . 

And t h i s p r a c t i c e which Santa Fe — or t h i s 

o f f e r Santa Fe made, i n o t h e r words, we w i l l g i v e you the 

d a t a , and then commit or farm o u t , t h a t i s an accepted 

p r a c t i c e i n the i n d u s t r y . Santa Fe has agreed t o do i t i n 

the p a s t , and I b e l i e v e o t h e r o p e r a t o r s have. I would a l s o 

p o i n t o ut t h a t Santa Fe does have a d u t y t o p r o t e c t i t s 

w e l l i n f o r m a t i o n f o r the b e n e f i t of i t s s h a r e h o l d e r s and 
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i t s p a r t n e r s . 

As a r e s u l t , Mr. Chairman, as t o t h a t raw data 

which i s i d e n t i f i e d i n the subpoena, Santa Fe would urge 

the commission t o r e v e r s e the examiner's d e c i s i o n and h o l d 

t h a t Santa Fe need not produce t h a t d a t a t o Hanley. 

A l t h o u g h the examiner u p h e l d the m o t i o n by Santa Fe as t o 

the i n t e r p r e t a t i v e d a t a , I would l i k e t o make some s h o r t 

comments on t h a t . 

I know Mr. K e l l a h i n w i l l p r e s e n t on -- a t l e a s t 

i n the l a s t h e a r i n g p r e s e n t e d a l i t t l e area map t h a t shows 

a s i d e from the 8 No. 1 w e l l t h e r e are 13 or 14 Wolfcamp 

w e l l s i n the immediate v i c i n i t y of the proposed 8 No. 2 

w e l l . Thus Santa Fe b e l i e v e s t h e r e i s p l e n t y o f p u b l i c 

i n f o r m a t i o n . I n f a c t , Santa Fe used t h a t p u b l i c 

i n f o r m a t i o n t o b u i l d t h i s p r o s p e c t . And Hanley can use 

t h a t same p u b l i c i n f o r m a t i o n t o do i t s own e n g i n e e r i n g and 

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

I f a n y t h i n g , Santa Fe would s t a t e t h a t the 8 No. 

1 w e l l o n l y c o n f i r m s Santa Fe's g e o l o g i c a l s t u d i e s , and 

r e a l l y 95 p e r c e n t of the i n f o r m a t i o n r e g a r d i n g g e o logy, e t 

c e t e r a , i s a l r e a d y out t h e r e i n p u b l i c f o r Hanley t o go and 

examine. I f Hanley commits t o j o i n i n g or f a r m i n g out the 

w e l l , i t would b a s i c a l l y have 100 p e r c e n t o f t h a t 

i n f o r m a t i o n . We b e l i e v e t h a t a l l o w i n g Hanley t o get t h i s 

i n t e r p r e t a t i v e data a t no c o s t t o i t s e l f would be e x t r e m e l y 
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u n f a i r t o Santa Fe, which has p u t c o n s i d e r a b l e e f f o r t i n t o 

b u i l d i n g or c o n s t r u c t i n g i t s g e o l o g i c a l e n g i n e e r i n g 

i n t e r p r e t a t i o n s . For t h a t reason I r e q u e s t t h a t the 

commission u p h o l d the examiner r e g a r d i n g t h a t form of d a t a . 

There i s -- one of those it e m s I t h i n k t h a t I do 

want t o ment i o n s p e c i f i c a l l y are economic s t u d i e s . Besides 

b e i n g c o n f i d e n t i a l , I do b e l i e v e t h a t our s t u d i e s , economic 

s t u d i e s , are i r r e l e v a n t t o t h i s case. No showing o f 

r e l e v a n c y has been made by Hanley as t o economic d a t a . 

R e a l l y t h a t ' s the data t h a t companies use t o de t e r m i n e 

t h e i r w e l l p r o s p e c t s ; and i f a n o t h e r company got a h o l d o f 

t h a t , i t c o u l d get a f i n a n c i a l advantage over Santa Fe by 

knowing what Santa Fe uses f o r i t s economics. 

I have been a t h e a r i n g s b e f o r e w i t h a l l the 

a t t o r n e y s i n here where economic s t u d i e s have come up, and 

the companies are v e r y l e e r y of l e t t i n g anybody o u t s i d e of 

the company see t h o s e . And because no showing of r e l e v a n c y 

has been made I do not b e l i e v e t h a t t h i s i s one p a r t i c u l a r 

i t e m t h a t s h o u l d ever be o r d e r e d produced i n my o p i n i o n . 

One f i n a l comment, Mr. Chairman. As I s a i d , I 

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

the f o r c e d p o o l i n g case, i t i s v e r y i m p o r t a n t t o the 

i n d u s t r y , and i t ' s a l s o i m p o r t a n t t o the commission and the 

d i v i s i o n . I f the commission does b e g i n a l l o w i n g access t o 

c o n f i d e n t i a l i n f o r m a t i o n , as I s t a t e d i n my ope n i n g , I 

HUNNICUTT REPORTING 
(505) 982-9770 



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 

26 

b e l i e v e t h e r e are many cases, maybe a v a s t m a j o r i t y of the 

cases i n f r o n t of examiners t h a t i n v o l v e i n some way or 

an o t h e r c o n f i d e n t i a l i n f o r m a t i o n . I f these p r o c e e d i n g s are 

opened up t o a l l o w g r e a t e r access t o c o n f i d e n t i a l 

i n f o r m a t i o n , I t h i n k you w i l l see an e x p l o s i o n of the 

examiners' caseloads as t h e y ' r e c o n f r o n t e d w i t h subpoenas, 

motions t o quash, e t c e t e r a , e t c e t e r a . 

I n t he pa s t the d i v i s i o n and the commission were 

c a r e f u l t o p r o t e c t the company d a t a , and I t h i n k t h e r e are 

some p r a c t i c a l reasons t o do so. I t h i n k the i n d u s t r y as a 

whole and, o f cou r s e , t h i s m i ght get i n t o a f u r t h e r 

r u l e - m a k i n g p r o c e e d i n g , s u p p o r t s r e s t r i c t i o n t o access t o 

some e x t e n t t o c o n f i d e n t i a l d a t a . I t ' s t he l i f e b l o o d of 

these companies, and t h e y need i t i n o r d e r t o do a good j o b 

f o r t h e i r s h a r e h o l d e r s and owners. 

As a r e s u l t I would ask you t o quash the 

subpoena i n i t s e n t i r e t y . As I s a i d , f i r s t because Santa 

Fe has o f f e r e d t h i s raw data t o Hanley, and second as t o 

the i n t e r p r e t a t i v e d a t a , i f Hanley a c c e p t s the 8 No. 1 w e l l 

d ata and goes t o the p u b l i c d a t a , Hanley can do i t s own 

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

o r d e r e d , which Santa Fe does not f a v o r , I b e l i e v e t h e r e 

w i l l have t o be a s t r o n g p r o t e c t i v e p r o v i s i o n i n the or d e r 

so t h a t d i s s e m i n a t i o n o f t h i s i n f o r m a t i o n s t o p s w i t h Hanley 

and no where e l s e . 
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Thank you, Mr. Chairman. 

CHAIRMAN LeMAY: Mr. Bruce, i s i t your d e s i r e t o w a i t 

u n t i l a l l p r e s e n t a t i o n s are made, then i f the commission 

has any q u e s t i o n s we can ask a t t h a t t i m e , or i s t h e r e any 

o p p o r t u n i t y f o r us t o ask q u e s t i o n s ? 

MR. STOVALL: I t h i n k i t ' s the commission's p l e a s u r e 

a t t h i s p o i n t . There i s no r i g i d p r o c e d u r e . You're making 

i t as you go a l o n g so do as you w i s h . I don't t h i n k i t 

p r e j u d i c e s anybody f o r you t o go ahead and ask Mr. Bruce 

w h i l e i t ' s f r e s h . 

CHAIRMAN LeMAY: I s t h a t agreeable? I t might h e l p us. 

I t h i n k f o r our b e n e f i t — a t l e a s t f o r my b e n e f i t -- go 

t h r o u g h a g a i n and j u s t i n d i c a t e those i t e m s i n the subpoena 

t h a t were — the examiner c o n s i d e r e d c o n f i d e n t i a l and 

t h e r e f o r e n o t r e l e a s a b l e . 

MR. STOVALL: 6, 7, 8 and 10, Mr. Chairman, were the 

items t h a t were quashed. 

CHAIRMAN LeMAY: Thank you. So the economic s t u d i e s 

were quashed by the examiner's r u l i n g ? 

MR. BRUCE: Mr. Chairman, i f I may, the o n l y reason I 

b r i n g up t h a t i n t e r p r e t a t i v e data a g a i n i s because of the 

u n c e r t a i n t y as t o the e x t e n t o f t h i s p r o c e e d i n g , whether i t 

i s de novo or whether i t ' s more of an a p p e a l . 

MR. STOVALL: On the i s s u e , I don't t h i n k i t r e a l l y 

m a t t e r s whether i t ' s de novo or a p p e a l . What you r u l e 
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today i s g o i n g t o decide the case. That l i t t l e f o r m a l 

t h i n g i s not too s i g n i f i c a n t i n terms of o v e r a l l scheme. 

CHAIRMAN LeMAY: Do you have any q u e s t i o n s ? 

COMMISSIONER BAILEY: What was the date of the 

c o m p l e t i o n of No. 1 w e l l ? 

MR. BRUCE: My w i t n e s s j u s t i n f o r m e d i t was j u s t t h i s 

p a s t Sunday, the 13th of January. 

CHAIRMAN LeMAY: Mr. Weiss, do you have any q u e s t i o n s 

t h a t you would l i k e t o ask? 

COMMISSIONER WEISS: That's the w e l l t h a t was d r i l l e d . 

I t ' s new. What i s the normal l e n g t h of time b e f o r e the 

i n f o r m a t i o n becomes p u b l i c ? 30 days; i s t h a t r i g h t , or 20 

days? 

MR. STOVALL: We have a 90-day r u l e , Commissioner, 

w i t h r e s p e c t — when i n f o r m a t i o n i s f i l e d i t can be h e l d by 

the d i v i s i o n f o r 90 days. 

COMMISSIONER WEISS: I don't have any o t h e r q u e s t i o n s . 

CHAIRMAN LeMAY: Mr. Bruce, when t h a t w e l l was f l o o d p d 

and d r i l l e d , was i t d r i l l e d t i g h t or i s t h i s i n f o r m a t i o n 

t i e d i n t o --

MR. BRUCE: I t was d r i l l e d t i g h t . 

CHAIRMAN LeMAY: From spud. 

MR. BRUCE: From spud. Let me get you the spud date 

on t h a t , Mr. Chairman. 

MR. KELLAHIN: September 29. 

HUNNICUTT REPORTING 
(505) 982-9770 



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 

2J9 

MR. BRUCE: September 25. 

MR. KELLAHIN: 2 9 t h . 

MR. BRUCE: 2 9 t h . 

CHAIRMAN LeMAY: That's a l l . Do you want t o go n e x t , 

Mr. Carr? 

MR. CARR: Maybe I ought t o . I'm g o i n g t o argue i n 

f a v o r of quashing the subpoena, the n Mr. K e l l a h i n might 

want t o respond t o us. 

MR. KELLAHIN: I'm always anxious t o hear from 

Mr. C a r r . I d i d n ' t know which s i d e you were on. 

MR. CARR: There i s c e r t a i n l y no c o n f u s i o n o f us bei n g 

i n f a v o r of quashing the subpoena. 

May i t please the Commission, I r e p r e s e n t Harvey 

E. Yates Company. Harvey E. Yates Company as Mr. Bruce 

i n d i c a t e d i s one of Santa Fe's p a r t n e r s i n d e v e l o p i n g t h i s 

acreage. They have p a i d t h e i r p r o p o r t i o n a l share of the 

c o s t s of d e v e l o p i n g the i n f o r m a t i o n which i s now bei n g 

sought by subpoena. 

I would submit t o you t h a t t h i s i s n o t a 

d i s t r i c t c o u r t p r o c e e d i n g , and those r u l e s s h o u l d n ot j u s t 

be adopted and i n c o r p o r a t e d en mass i n t o your p r o c e e d i n g s . 

O i l and Gas Act e x p r e s s l y d i r e c t s you t o p r e s c r i b e by r u l e 

the r u l e s of o r d e r and procedure t o be f o l l o w e d i n these 

p r o c e d u r e s . This i s an agency which n ot o n l y has t e c h n i c a l 

e x p e r t i s e and competence i n the area of o i l and gas 
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development, b u t i t i s an agency which s h o u l d be s e n s i t i v e 

t o and r e s p e c t the customs and p r a c t i c e s i n t h i s i n d u s t r y . 

For t h i s reason you are not o n l y d i r e c t e d by the O i l and 

Gas Act t o p r e s c r i b e your own r u l e s o f o r d e r , I submit to 

you t h i s i s a time when you are c a l l e d upon t o develop a 

procedure whereby i n f o r m a t i o n can be p r o v i d e d b ut o n l y 

w i t h i n the custom and p r a c t i c e as we know i t i n t h i s 

p a r t i c u l a r i n d u s t r y . 

R e c e n t l y anyone who r e q u e s t s a subpoena from 

t h i s body g e t s i t . I t ' s t r e a t e d as a m i n i s t e r i a l a c t , and 

I would submit t o you t h a t i s the v e r y seed of the problem. 

The v e r y seed t h a t has grown i n t o what we are d o i n g here 

b e f o r e you to d a y . The problem i s t h a t anyone can walk i n 

and r e q u e s t v i r t u a l l y a n y t h i n g . You g r a n t a subpoena, 

i s s u e the subpoena, and then the p a r t y t o whom the subpoena 

i s d i r e c t e d i s put i n the p o s i t i o n of d i s c l o s i n g 

c o n f i d e n t i a l i n f o r m a t i o n i n a case l i k e t h i s , or t h e y are 

r e q u i r e d t o come i n here and f i g h t and oppose i t . 

I f you l o o k a t the s t a t u t e , the o n l y t h i n g we 

can r a i s e as a defense i s whether or n o t the i n f o r m a t i o n i s 

r e l e v a n t ; and i f you take the same s o r t of approach t h a t 

the d i s t r i c t c o u r t s take i n i n t e r p r e t i n g t h a t t e r m , what 

you are d o i n g when you j u s t m i n i s t e r i a l l y s i g n t h a t 

subpoena i s you say you g i v e them your i n f o r m a t i o n , the 

i n f o r m a t i o n t h a t you have developed and t h a t you have 
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c o n s i d e r e d p r o p r i e t a r y . 

I would submit t o you t h a t t h i s i s the time f o r 

you t o t h i n k about t h a t and de t e r m i n e i f t h a t ' s what you 

want the OCD subpoenas t o become. I t h i n k t h a t approach i s 

wrong. I t i s n o t o n l y i n c o n s i s t e n t w i t h the i n d u s t r y , I 

submit t h a t what i t does i s s i m p l y i n v i t e abuse. When you 

come i n and e n t e r an o r d e r and put a p r o t e c t i v e c l a u s e on 

i t , t h a t ' s v e r y h e l p f u l t o me i f I'm the one who i s bei n g 

o r d e r e d t o s u p p l y the i n f o r m a t i o n t o Mr. K e l l a h i n ' s c l i e n t 

and has the word t h i s i s c o n f i d e n t i a l and sh o u l d be 

p r o t e c t e d , because Mr. Pearce's c l i e n t tomorrow, you is s u e 

a subpoena and then I have t o g i v e i t t o him. Then the 

nex t t h i n g Mr. Bruce's c l i e n t w i l l do the same, and then 

here w i l l come E r n i e P a d i l l a and E r n i e C a r r o l l and 

everybody e l s e , and we have no c o n f i d e n t i a l i t y what 

whatsoever. I t ' s i n c o n s i s t e n t w i t h t he r u l e s of p r a c t i c e 

b e f o r e t h i s commission. 

I would never a g a i n recommend t o a c l i e n t t o 

f i l e a l o g and ask you t o keep i t c o n f i d e n t i a l f o r 90 days, 

because I'm n o t even c o n v i n c e d , and I c o u l d s t a n d b e f o r e 

you and f i g h t t o keep t h a t c o n f i d e n t i a l . When I go o u t , 

when my c l i e n t goes out and th e y i n v e s t money and they 

d r i l l Kachina 8 No. 2 w e l l , t h e y ' r e n ot o n l y s e e k i n g 

p r o d u c t i o n , t h e y ' r e a c q u i r i n g the i n f o r m a t i o n and the y can 

use t h a t i n f o r m a t i o n because t h e y took t he r i s k t o develop 
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o f f s e t t i n g a n o t h e r p r o p e r t y . 

That's what we're d o i n g here today. We're 

a s k i n g you n o t t o say when we go o u t , we take the r i s k and 

we do what o i l and gas o p e r a t o r s do, t h a t you're g o i n g t o 

say w e l l , t h a t ' s j u s t f i n e , b u t anybody i n t h i s room who 

wants a f r e e romp t h r o u g h your f i l e s , I'm g o i n g t o g i v e i t 

t o you and t e l l the guy who's developed the i n f o r m a t i o n and 

spent the money t h a t ' s h i s o n l y r e l i e f i s t o come i n here 

and somehow c o n t r i v e . I can t e l l you we can c o n t r i v e some 

arguments t h a t a s s e r t t h a t t h i s i n f o r m a t i o n i s n ' t r e l e v a n t , 

when i n our h e a r t s we a l l know t h a t i t i s . I t p u t s the 

examiners i n a bad p o s i t i o n when you j u s t m i n i s t e r i a l l y 

i s s u e a subpoena, and then ask them t o go i n and l i s t e n t o 

us come i n w i t h these c o n t r i v e d arguments. 

I w i l l t e l l you r i g h t now t h a t t h i s procedure i s 

f l a t o ut of hand. T h i s i s n ' t j u s t a s i t u a t i o n t h a t ' s come 

up i n t h i s case. I t ' s come up over and over a g a i n d u r i n g 

the l a s t y e a r . I've been b e f o r e you f o r Texaco a r g u i n g 

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

which we have i n t e g r a t e d t h i s i n f o r m a t i o n and make i t t h a t 

way a c c e p t a b l e . That's r i d i c u l o u s . I have been i n here i n 

the l a s t year s a y i n g the M a l l o n w e l l i s a t o t a l d e p t h . We 

want the l o g . Then everyone says t h a t ' s r e a l l y n o t 

r e l e v a n t . That's l i k e p r e t e n d i n g we're two months ago 

b e f o r e the w e l l was d r i l l e d . T h i s s i t u a t i o n i s s i m p l y out 
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of hand. 

The one way you can make sense out of t h i s i s t o 

quash the subpoena, and when somebody comes i n and says I 

want Joe Blow's r e c o r d s , you l o o k a t i t and say, " I have 

e x p e r i e n c e i n the o i l and gas i n d u s t r y . T h i s i s a t o e h o l d . 

They're g o i n g t o t r y t o use t h i s i n f o r m a t i o n f o r f u r t h e r 

development. I t ' s i n f o r m a t i o n t h e y a c q u i r e d by i n v e s t i n g 

t h e i r f u n d s , and I am not j u s t g o i n g t o b l i n d l y say, yes, 

you pass i t down on the s t r e e t c o r n e r and then t o anybody 

who wants a subpoena." 

I t h i n k i t i s a b s o l u t e l y c r i t i c a l t h a t t h i s 

c h a i n of events which s t a r t e d s e v e r a l y e a r s ago i n the 

m i n i s t e r i a l a c t of g r a n t i n g a subpoena come t o a h a l t , and 

what you do i n the f u t u r e , you l o o k a t i t and see i f t h i s 

i s the k i n d of i n f o r m a t i o n you t h i n k an o i l and gas 

o p e r a t o r ought t o be r e q u i r e d t o pass o u t . 

I t h i n k when you do t h a t , the d e c i s i o n making i s 

g o i n g t o be made i n the o f f i c e of the d i r e c t o r or a member 

of the commission who i s empowered t o i s s u e a subpoena, but 

not o r d e r e d t o do so. You are empowered. That doesn't 

mean you have t o . That doesn't mean you have t o s t e p 

o u t s i d e the p r a c t i c e and custom i n t h i s i n d u s t r y . I would 

submit t o you t h a t ' s what has been g o i n g on. 

We urge you t o quash the subpoena, and we would 

suggest t h a t i n the f u t u r e when even I come i n a s k i n g f o r 
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one, you e x e r c i s e some r e a l d i s c r e t i o n and decide i f you 

want t o s t a r t a c h a i n o f events which i s g o i n g t o r e s u l t i n 

another h e a r i n g l i k e the one we're h a v i n g here today. 

CHAIRMAN LeMAY: Mr. Carr, do you want t o answer a 

q u e s t i o n or two? Mr. Weiss has a q u e s t i o n . 

COMMISSIONER WEISS: R e a l l y i t ' s f o r Mr. Bruce, but I 

f o r g o t i t . What does commit t o a w e l l and farm out mean i n 

a g e n e r a l economic sense? 

MR. BRUCE: By "commit" I mean -- i f you l o o k a t the 

l i t t l e map I have, Hanley owns 40 acres out of t h a t 80-acre 

u n i t , and i f t h e y commit t o the w e l l , then t h e y would pay 

h a l f o f the w e l l c o s t s . I'm j u s t s a y i n g commit means they 

agree t o t h e i r p r o p o r t i o n a t e share of a l l c o s t s . 

A f a r m o u t , the terms v a r y , b u t , f o r i n s t a n c e , 

what Santa Fe o f f e r e d t o -- I r e c o g n i z e t h i s i s n ' t i n the 

r e c o r d , b u t i n t h i s p a r t i c u l a r i n s t a n c e Santa Fe s a i d , 

"Give us a farm o u t o f your l e a s e , " and what i t i s i s k i n d 

of — I don't know how t o d e s c r i b e i t . B a s i c a l l y i f Santa 

Fe d r i l l s t he w e l l under the farm o u t from Hanley, i t w i l l 

earn an assignment of a s p e c i f i e d p e r c e n t a g e of Hanley's 

l e a s e . 

COMMISSIONER WEISS: But the r i s k i s a l l --

MR. BRUCE: Santa Fe would pay a l l of the w e l l c o s t s 

a s s o c i a t e d w i t h the Hanley l e a s e . 

COMMISSIONER WEISS: Then under t h a t Hanley would pay 
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t h e i r p r o p o r t i o n a t e s h a r e , so i t ' s a m a t t e r of a s s e s s i n g 

c o s t s . On the t h i r d case how does the economics work i n t o 

t h i s ? The one t h a t you guys t a l k e d about. I n a g e n e r a l 

sense n o t t o t h i s p a r t i c u l a r case. 

MR. BRUCE: I don't know i f I can answer t h a t . I t 

v a r i e s w i t h each company and w i t h each w e l l p r o s p e c t . But 

the g e n e r a l p r o c e d u r e i s t h a t i f Hanley was — or s i n c e 

Hanley has an a p p l i c a t i o n , and i f Santa Fe was f o r c e d t o 

p o o l , and th e y d i d n ot pay t h e i r p r o p o r t i o n a t e share of 

c o s t s , assuming i t was Santa Fe t h a t f o r c e d p o o l and Hanley 

d i d n ' t pay i t s p r o p o r t i o n a t e share o f w e l l c o s t s , then 

Santa Fe would get t o recoup out o f the p r o d u c t i o n , i f 

t h e r e was p r o d u c t i o n , t h a t 50 p e r c e n t o f the w e l l c o s t s 

p l u s a p e n a l t y t o be s e t by the d i v i s i o n or the commission, 

anywhere from zero t o 200 p e r c e n t . So t h e y would get c o s t s 

p l u s a p e n a l t y p e r c e n t a g e . 

COMMISSIONER WEISS: I n your e x p e r i e n c e , l e t ' s say i n 

Santa Fe's e x p e r i e n c e , of these t h r e e o p t i o n s , what 

g e n e r a l l y -- can you say t h a t one i s 10 p e r c e n t b e t t e r than 

the o t h e r or 50 p e r c e n t ? 

MR. BRUCE: I t h i n k t h a t would r e q u i r e e x p e r t 

t e s t i m o n y , b u t , as I s a i d , I've been r e p r e s e n t i n g Santa Fe 

up here now f o r a t l e a s t seven y e a r s , maybe e i g h t y e a r s , 

and i n a l l t h a t time Santa Fe has been up here a l o t and 

the y have never gone nonconsent under a f o r c e d p o o l i n g 
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o r d e r . I t h i n k t h e r e ' s o n l y one or two s i t u a t i o n s where a 

p o o l i n g o r d e r has e n t e r e d a g a i n s t them. But i n any case 

where th e y have an i n t e r e s t i n the w e l l , t h e y have e i t h e r 

farmed o ut or p a i d t h e i r p r o p o r t i o n a t e share. 

COMMISSIONER WEISS: Thank you. 

CHAIRMAN LeMAY: I have a f o l l o w u p . Maybe t h a t ' s 

s i m i l a r because -- her e , a g a i n , Mr. Bruce, t h i s i n v o l v e s 

something you s a i d . You s a i d t h a t you would g i v e the 

i n f o r m a t i o n t o Hanley i f t h e y would j o i n t o farm o ut and 

these are c l e a r - c u t o p t i o n s . But I might c l o u d t h a t a 

l i t t l e b i t because a farm o u t has v a r i o u s t e r m s . You can 

farm o ut f o r h a l f c a r r i e d or you can farm o ut f o r 3 p e r c e n t 

ove r r i de . 

MR. BRUCE: That's t r u e . W e l l , I have a landman here 

who would t e s t i f y t h a t t h e y j u s t weren't a b l e t o come t o 

terms, b u t Santa Fe — i n Santa Fe's o p i n i o n t h e y made an 

o f f e r and no c o u n t e r o f f e r was ever made. G e n e r a l l y terms 

can be found i f people w i l l n e g o t i a t e . 

CHAIRMAN LeMAY: I might d i f f e r b u t t h a t would be a 

p e r s o n a l o p i n i o n . Your f a i r and my f a i r may be two types 

of f a i r . 

MR. BRUCE: I t depends, Mr. Chairman. I t h i n k Santa 

Fe o f f e r e d a 25 p e r c e n t back i n , and th e y d i d n ' t get a 

co u n t e r f o r t h a t . I know a n y t h i n g from 25 t o 40 p e r c e n t 

are common i n New Mexico. 
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CHAIRMAN LeMAY: That may be j u s t w e l l enough t o drop 

t h a t r i g h t t h e r e b e f o r e we get i n t o a c o m p l i c a t e d 

d i s c u s s i o n . I j u s t wanted a c l a r i f i c a t i o n as t o the 

c l e a r - c u t o p t i o n s . I j u s t t h o u g h t t h a t I would c h a l l e n g e 

t h a t one farm o u t as b e i n g a c l e a r - c u t o p t i o n . I t h i n k i t ' s 

c o m p l i c a t e d when you t a l k about f a r m o u t t e r m s ; n o t as 

c l e a r - c u t as you might i m p l y . 

MR. BRUCE: L i k e I s a i d , I f a l l back on the f a c t t h a t 

i n my e x p e r i e n c e w i t h Santa Fe they've always come t o terms 

w i t h p a r t i e s who wanted t o d r i l l a w e l l . I n my e x p e r i e n c e 

i n the p r o v e r b i a l 99 and 44/100 p e r c e n t o f the cases the 

p a r t i e s can come t o terms t h a t are a c c e p t a b l e t o them. 

CHAIRMAN LeMAY: Mr. K e l l a h i n , I guess you're used t o 

b e i n g outnumbered i n these k i n d s of p r o c e e d i n g s . I t ' s your 

t u r n . 

MR. KELLAHIN: Numbers o n l y , Mr. Chairman. I t ' s 

always a t r e a t t o come up a g a i n s t my good opponent, 

Mr. C a r r . He's always w o n d e r f u l . His h y p o t h e c a t e d doom 

and gloom p r e s e n t a t i o n he has g i v e n t o you t h i s morning 

escapes a l l the f a c t s t h a t I am aware of t h a t are r e l e v a n t 

w i t h r e g a r d s t o t h i s p a r t i c u l a r case. I t h i n k we can put 

i n c o n t e x t some of the t h i n g s t h a t may b o t h e r him i n the 

a b s t r a c t . He's always been a b l e t o l a n d on h i s f e e t w i t h 

r e g a r d s t o these subpoena q u e s t i o n s , and I ca n ' t imagine 

t h a t i t ' s g o i n g t o cause the t u r m o i l and c o n f u s i o n t h a t he 
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p r e s e n t s f o r you. 

Let me share w i t h you as a proposed E x h i b i t 

No. 1 t o t h i s p r o c e e d i n g the same d i s p l a y t h a t we shared 

w i t h c o u n s e l and w i t h Examiner Catanach, s i m p l y as a p o i n t 

of v i s u a l r e f e r e n c e t o t a l k about s e v e r a l p o i n t s w i t h 

r e g a r d s t o t h i s p a r t i c u l a r i t e m . Mr. Bruce has conceded 

the r e l e v a n c y o f the i n f o r m a t i o n . He argued t h a t b e f o r e 

Examiner Catanach, and I t h i n k everyone w i l l q u i c k l y see 

t h a t t he i n f o r m a t i o n i s i n f a c t r e l e v a n t . For purposes of 

background, l e t me go t h r o u g h some of t h a t d i s c u s s i o n w i t h 

you so you can reach your own c o n c l u s i o n s about t h a t i t e m . 

We have shaded on the d i s p l a y , I t h i n k 

p r e d o m i n a n t l y i n y e l l o w on one of the d i s p l a y s , those are 

the Wolfcamp c o m p l e t i o n s known t o my c l i e n t t o e x i s t , and 

you can see i n r e l a t i o n t o S e c t i o n 8 t h e y ' r e t o the s o u t h . 

You can a l s o see t h a t t h e r e has been no d i s c u s s i o n y e t 

b e f o r e you w i t h r e g a rds t o the p o t e n t i a l i n the Bone 

S p r i n g s , b u t i n f a c t t h a t e x i s t s and the t e s t i m o n y w i l l be 

t h a t t h i s l o c a t i o n r e p r e s e n t s a p o t e n t i a l i n the Bone 

S p r i n g s . You can see the Bone S p r i n g s development t a k i n g 

p l a c e t o the n o r t h and west of S e c t i o n 8. 

What has o c c u r r e d then i s a need f o r 

i n f o r m a t i o n . We are n o t a s k i n g Santa Fe t o do our homework 

f o r us. We have the g e o l o g i s t s and e n g i n e e r s t o reach our 

own c o n c l u s i o n s about the d a t a . But what we have i s an 
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u n f a i r advantage w i t h r e g a r ds t o one p a r t y and the r e f u s a l 

t o share r e l e v a n t data w i t h a n o t h e r p a r t y . There i s no 

q u e s t i o n t h a t Mr. Bruce's g e o l o g i s t i s g o i n g t o use the 

data t h a t I seek t o share w i t h my t e c h n i c a l people a g a i n s t 

me a t the h e a r i n g . I t i s a b s o l u t e l y c e r t a i n t h a t he w i l l 

produce some type of carb o n a t e i s o p a c h t h a t he i n t e g r a t e s 

the w e l l bore i n f o r m a t i o n u t i l i z e d from the l o g s of the 

Kachina 8 No. 1 w e l l a g a i n s t me. He w i l l have an 

i n t e r p r e t a t i o n of the s i z e and the shape of the Wolfcamp 

r e s e r v o i r . I t has m a t e r i a l of imp o r t a n c e and r e l e v a n c y t o 

the l o c a t i o n o f t h a t w e l l w i t h i n the 80-acre s p a c i n g u n i t . 

We have s i m p l y n o t h i n g e l s e t o do but t o get the 

case f i l e d on our own p a r t f o r which we seek t o o p e r a t e 

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

p a r t i e s c o u l d n ot agree. I'm a t a d i s a d v a n t a g e w i t h 

r e g a r d s t o our e x p e r t i n d e t e r m i n i n g what i s the optimum 

l o c a t i o n w i t h i n t h a t s p a c i n g u n i t . That i s a c r i t i c a l , 

r e l e v a n t , i m p o r t a n t p i e c e of i n f o r m a t i o n and I w i l l t e l l 

you why. Look i n S e c t i o n 5. There i s an open l o c a t i o n 

shown i n S e c t i o n 5, i t i s the sou t h h a l f o f the s o u t h e a s t 

q u a r t e r of 5. You see the symbol t h e r e ? That w e l l i s at 

an u n o r t h o d o x w e l l l o c a t i o n and i t i s processed by Santa Fe 

Energy. 

They were on the examiner docket l a s t Thursday 

w i t h a case i m m e d i a t e l y b e f o r e t h i s one. I t was case 
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10210. They were s e e k i n g t o j u s t i f y t he unorthodox 

l o c a t i o n i n the Wolfcamp, t h i s v e r y same f o r m a t i o n f o r t h a t 

No. 5 w e l l . They chose t o be 330 from the s o u t h e r n 

boundary o f S e c t i o n 5 as opposed t o 660. The l o c a t i o n , 

a d m i t t e d l y by Santa Fe w i t h r e g a rds t o any Wolfcamp w e l l , 

i s c r i t i c a l l y i m p o r t a n t . How e l s e can you e x p l a i n them 

s e e k i n g b e f o r e the commissioners an unorthodox l o c a t i o n 

u t i l i z i n g t he dat a t h a t I seek t o a l s o u t i l i z e . 

That's an i n t e r e s t i n g p r o c e d u r e . The examiner 

heard t h a t case, and g e o l o g i s t Toma f o r Santa Fe used 

E x h i b i t No. 4 i n t h a t p r o c e e d i n g i n which he p r e s e n t e d a 

car b o n a t e i s o p a c h i n t e g r a t i n g t he w e l l bore i n f o r m a t i o n 

from the w e l l I seek t o d i s c o v e r d a t a on. He went t h r o u g h 

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

the examiner w i t h r e g a rds t o t h a t g e o l o g i c i n t e r p r e t a t i o n . 

The case was tak e n under advisement, and o n l y d u r i n g the 

break when I l o o k e d a t t h a t i s o p a c h d i d t h e y t h e n reopen 

the case and de n i e d me access t o t h a t i s o p a c h under the 

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

d i d n ot waive the c o n f i d e n t i a l i t y of t h a t d a t a . 

How do you r e c o n c i l e t h a t ? I f Santa Fe uses the 

data i n the i n t e r p r e t a t i o n i n one case b e f o r e t h i s body, 

and t h e n comes here and t u r n s 180 degrees and says I can't 

have the data f o r my own c l i e n t , so t h a t we can have a 

l e v e l p l a y i n g f i e l d i n o r d e r t o have due process served 
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b e f o r e t h i s commission, so a l l p a r t i e s have a f a i r chance 

t o p r o t e c t themselves when you're e x e r c i s i n g the p o l i c e 

powers of the s t a t e of New Mexico a g a i n s t me? I t i s 

e m i n e n t l y u n f a i r . 

We have conceded and we have n o t sought t o 

appeal those items which Examiner Catanach i n h i s wisdom 

and judgment d e t e r m i n e d we d i d n ot need. I w i l l r e p r e s e n t 

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

i n f o r m a t i o n . I w i l l concede t h a t t h e r e i s perhaps a reason 

f o r a d i f f e r e n c e b e f o r e the r e g u l a t o r y b o dies i n o i l and 

gas o p e r a t i o n s . Those are t h e i r i n t e r p r e t a t i o n s . We w i l l 

have our people t h e r e . We w i l l make our own. But I t h i n k 

i t i s i m p o r t a n t f o r us t o have an o p p o r t u n i t y f o r f a i r n e s s 

w i t h r e g a r d s t o t h i s s p e c i f i c i n f o r m a t i o n . I t i s not a 

g e n e r a l shopping s o r t i e t h r o u g h t h e i r p r o p r i e t a r y 

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

w e l l . 

Let me t e l l you a l i t t l e b i t about t h i s one 

w e l l . I t was spudded on September 29, 1990. The r i g was 

r e l e a s e d on October 30, 1990. There's i n i t i a l t e s t s on 

t h a t w e l l . A p p a r e n t l y t h a t w e l l w i l l produce i n 

s u b s t a n t i a l q u a n t i t i e s of o i l from the Wolfcamp. They're 

b u i l d i n g tank b a t t e r i e s o ut t h e r e . They're g e t t i n g ready 

t o l a y a s i x - i n c h l i n e . A l l k i n d s of a c t i v i t i e s . Except 

t h e y have t o l a y the c o m p l e t i o n o f t h a t w e l l i n o r d e r t o 
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take advantage of the s i t u a t i o n . 

You a l r e a d y have i n e x i s t e n c e p r o c e d u r e s b e f o r e 

t h i s d i v i s i o n and t h i s body w i t h r e g a r d s t o the u t i l i z a t i o n 

o f i m p o r t a n t i n f o r m a t i o n . You can l o o k a t Rule 1105. I 

have some c o p i e s o f 1105 here. I w i l l share them w i t h you. 

I f you w i l l t u r n t o the second page o f 1105, the commission 

or the d i v i s i o n r u l e s and r e g u l a t i o n s a l r e a d y d e a l w i t h the 

c l a i m of p r o p r i e t a r y i n f o r m a t i o n w i t h r e g a r d s t o l o g s . 

There i s a 90-day r u l e i n t h e r e . 

The i n f o r m a t i o n on the C105 i s the k i n d of 

c o m p l e t i o n and p r o d u c t i o n i n f o r m a t i o n , p a r t o f which we 

seek t o have produced. And the reason t h a t r u l e i s i n 

t h e r e i s v e r y good, and i t e l i m i n a t e s and s a t i s f i e s and 

addresses a l l the concerns Mr. Carr was t e l l i n g you about. 

The reason t h a t r u l e i s i n t h e r e i s because i t accomplishes 

i n a v e r y n i c e way two o b j e c t i v e s . One, i t l e t s the 

p a r t i e s t h a t pay f o r g e n e r a t i n g the expense of t h a t data t o 

h o l d them p r o p r i e t a r y f o r 90 days. What does t h a t 

accomplish? What does the c o n f i d e n t i a l i t y accomplish? I t 

l e t s them take t h a t data w i t h a new d i s c o v e r y or w i t h the 

e x t e n s i o n of a p o o l and get t h e i r l a n d people out t h e r e i n 

the woods and le a s e up a d d i t i o n a l acreage so t h a t t h e y have 

not d i s c l o s e d the advantage o f t h a t i n f o r m a t i o n . Now, t h a t 

may n ot be f a i r , b ut t h a t ' s how i t ' s done i n the i n d u s t r y . 

That s a t i s f i e s t he concerns of the i n d u s t r y . 
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But you n o t i c e t h a t a f t e r 90 days t h e y ' r e on 

f i l e t h e y become p u b l i c i n f o r m a t i o n , and everybody qpts t o 

u t i l i z e them. I would suggest t o you i f t h a t i s a concern 

f o r Santa Fe Energy, we w i l l c o n t i n u e the two competing 

f o r c e d p o o l i n g cases f o r 120 days. Give them 90 days t o 

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

i n f o r m a t i o n . L et them s a t i s f y t h e i r concerns about t h e i r 

o w n e r s h i p , and then l e t ' s have the d a t a . 

But you see i n the r u l e i t s e l f , t he 1105 r u l e , 

i t says, "Not w i t h s t a n d i n g t h a t r u l e , the Commission can 

r e q u i r e the p r o d u c t i o n of t h a t i n f o r m a t i o n t h a t ' s r e l e v a n t 

w i t h r e g a r d s t o p r o c e e d i n g s b e f o r e i t . " You've a l r e a d y 

handled t h i s i n the r u l e , and i t ' s o n l y f a i r because you're 

u s i n g the p o l i c e powers of t h i s s t a t e t o d e t e r m i n e what 

w i l l be the a p p r o p r i a t e answer w i t h r e g a r d s t o t h i s case. 

Let me t e l l you what t h i s case i s n o t . We have 

had i n s t a n c e s i n the p a s t , and I t h i n k most of you are 

f a m i l i a r w i t h them i n the f o r c e d p o o l i n g c o n t e x t . For 

example, i f Santa Fe i s under an e x p i r i n g l e a s e problem, 

th e y c a n ' t g et j o i n d e r of a l l the p a r t i e s and t h e y s t a r t 

the 8 No. 1 w e l l i n o r d e r t o save t h e i r l e a s e , Hanley i s i n 

the p o s i t i o n of h a v i n g t o c o n t r i b u t e acreage and the y 

won't, the commission has gone out of i t s way t o a v o i d 

Hanley i n t h a t p o s i t i o n of g a i n i n g an advantage by r i d i n g 

t h a t w e l l down, knowing the r e s u l t s o f t h a t w e l l and then 
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ha v i n g an a f t e r - t h e - f a c t e l e c t i o n of p a r t i c i p a t i o n pursuant 

t o a p o o l i n g o r d e r . 

I t h i n k everybody r e c o g n i z e s the commission has 

t r i e d v a r i o u s avenues of a l t e r n a t i v e s o l u t i o n s t o a v o i d 

t h a t w i n d f a l l t o a p a r t y b e i n g p o o l e d . That i s not the 

case h e r e . The 8 No. 1 w e l l has been d r i l l e d , completed. 

I t forms i t s own v o l u n t a r y s p a c i n g u n i t w i t h i t s i n t e r e s t 

owners i n the east h a l f of t h a t q u a r t e r s e c t i o n . We are 

not p a r t i c i p a t i n g i n t h a t w e l l . We have no acreage t o 

c o n t r i b u t e t o t h a t w e l l , and we have no economic i n c e n t i v e 

t o -- a t r i s k i n t h a t w e l l . What we're l o o k i n g a t i s 

development w e l l s o f f s e t t o t h a t development. We're 

l o o k i n g f o r the l o c a t i o n . 

Now, Santa Fe t e l l s you the be s t l o c a t i o n i s i n 

the s o u t h 40 acres of the 80. My g e o l o g i s t would l i k e the 

o p p o r t u n i t y t o lo o k a t the data i n o r d e r t o d e t e r m i n e i n 

h i s own mind t h a t he c a n ' t , or maybe he s h o u l d , p ut i t i n 

the n o r t h 40, because he might o p t i m i z e the p o t e n t i a l t o 

d u l y complete or o t h e r w i s e produce the Bone S p r i n g s and the 

Wolfcamp. See how the two p o o l s are coming t o g e t h e r ? 

There i s n o t a q u e s t i o n of r e l e v a n c y h e r e , and I t h i n k the 

opponents conceded t h a t . 

But I share w i t h you some of the concerns about 

why t h i s i s so r e l e v a n t . The d r i l l i n g i n f o r m a t i o n , d a i l y 

d r i l l i n g r e p o r t s and c o m p l e t i o n i n f o r m a t i o n i s t e r r i b l y 
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i m p o r t a n t . My en g i n e e r i s w i l l i n g t o come and j u s t i f y h i s 

AFE and h i s d r i l l i n g program f o r h i s w e l l . I t may i n f a c t , 

u n l e s s I am ambushed and s u r p r i s e d , which I am t r y i n g t o 

a v o i d , come up w i t h a program i n o r d e r t o p r o p e r l y , 

e f f e c t i v e l y and s a f e l y p l a n a program f o r the d r i l l i n g of 

the w e l l ; and w i t h o u t the data how am I t o do i t ? I can't 

know. I might as w e l l not come. You t i e my hands behind 

my back i f I don't get t o have the same i n f o r m a t i o n t h e y ' r e 

w o r k i n g from and i t ' s e m i n e n t l y u n f a i r . 

Examiner Catanach w i t h the a s s i s t a n c e of 

commission counsel has d e t e r m i n e d t h a t I was c o r r e c t w i t h 

r e g a r d s t o those items s t i l l l e f t t o be r e q u i r e d t o be 

produced. We b e l i e v e t h a t t h a t p o s i t i o n s h o u l d c o n t i n u e t o 

be s u s t a i n e d , and I w i l l t e l l you t h a t the commission 

examiners have s t r u g g l e d w i t h t h i s on o c c a s i o n . I t ' s not 

v e r y f r e q u e n t . The d i v i s i o n has gone a l o n g way i n 

a v o i d i n g h e a r i n g s by ambush. We have made s i g n i f i c a n t 

p r o g r e s s w i t h the recommendation of o i l and gas a t t o r n e y s 

and w i t h Mr. S t o v a U ' s a s s i s t a n c e t o have a p r e - h e a r i n g 

d i s c l o s u r e s t a t e m e n t . I n the o l d e n days you'd come t o the 

h e a r i n g and you w o u l d n ' t even know who i s coming a g a i n s t 

you. t h a t was a l o t of f u n . We hope we've g o t t e n r i d of 

t h a t . 

Now we're a t the p o i n t where we're t r y i n g t o 

take an i m p o r t a n t p i e c e of i n f o r m a t i o n and have i t shared. 
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We're n o t se e k i n g and I don't t h i n k anyone has sought t o 

u t i l i z e d i s c o v e r y r u l e s . They are t h e r e . I t h i n k we're 

e n t i t l e d t o the d a t a . But as an i n d u s t r y p r a c t i c e i t has 

been s e l e c t i v e l y u t i l i z e d . The commission has the 

a u t h o r i t y t o de t e r m i n e what's f a i r and r e a s o n a b l e . That's 

why we're here today i n t h a t p r o c e d u r e . But l e t me t e l l 

you, t h a t i f t h e r e i s ever a way t o m a i n t a i n a data base 

advantage t o keep t h a t from opposing p a r t i e s , and y e t t o be 

ab l e t o use t h a t data i n a h e a r i n g , quashing t h i s subpoena 

on the b a s i s o f c o n f i d e n t i a l i t y , i s g i v i n g Mr. Carr the 

w o r s t f e a r s imagined, because every subpoena i s s u e d w i l l 

always have t o be quashed on the b a s i s of c o n f i d e n t i a l i t y . 

How e l s e do you generate most of t h i s d a t a , u n l e s s the 

company goes out and spends i t and get s i t ? That does not 

e n t i t l e them t o beat us over the head w i t h i t i n a p o o l i n g 

process where i t ' s o n l y f a i r we a l s o share t h a t 

i n f o r m a t i o n . 

I contend t h e y have waived the c o n f i d e n t i a l i t y 

by t h e i r p a s t a c t i o n s b e f o r e the commission. I t h i n k we're 

e n t i t l e d t o have t h a t i n f o r m a t i o n . One of the t h i n g s t h a t 

the commission has done as an a l t e r n a t i v e , or the 

d i v i s i o n -- I w i l l share them w i t h you because I don't 

t h i n k any of them work v e r y w e l l . I n the f o r c e d p o o l i n g 

case t h e y have s a i d when someone has data t h e y don't want 

t o share and i t ' s r e l e v a n t , w e l l , then t h e y have decided 
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t h a t i t would reduce the r i s k f a c t o r component of the 

p o o l i n g o r d e r . That somehow l e v e l s out the p l a y i n g f i e l d . 

I guess i t ' s a compromise. I t makes i t a l i t t l e b e t t e r but 

i t ' s s t i l l n o t l e v e l . 

One of the o t h e r cases where Mr. Carr was 

i n v o l v e d i n — I don't know how he ever got h i m s e l f i n t o 

t h i s , b ut h i s c l i e n t had the p r o p r i e t a r y d a t a . Mr. Bruce, 

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

the same t h i n g . He i s the one se e k i n g the d a t a . He's i n 

my p o s i t i o n l a s t June. He and Enron and Texaco are j u s t 

d u k i n g i t out over the d a t a . He's c o n t e n d i n g I've got t o 

have i t , and Mr. Carr says, "Oh, no, I'm g o i n g t o keep i t . 

I t ' s mine." What happens? The h e a r i n g examiner says t h a t 

not o n l y c a n ' t Mr. Bruce have i t , Mr. Carr c a n ' t use i t . 

And how are you g o i n g t o decide a case i n a vacuum? You're 

g o i n g t o p r e t e n d i t ' s n o t t h e r e ? H o l l y cow, how do you f i x 

t h a t ? I t was f i x e d because the p a r t i e s went o u t s i d e the 

h e a r i n g room and s a i d , "My God, what have we done?" They 

e n t e r e d i n t o a c o n f i d e n t i a l i t y agreement and the y exchanged 

the d a t a . And t h a t ' s what we're a s k i n g you t o do here and 

t h a t ' s f a i r . That's a l l we want. 

CHAIRMAN LeMAY: Mr. Weiss? 

COMMISSIONER WEISS: I don't u n d e r s t a n d . I t was my 

i m p r e s s i o n t h a t t he e x h i b i t s a t an examiner h e a r i n g were 

p u b l i c acknowledge. 

HUMHTCUTT REPORTING 
(505) 982-9770 



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 

48 

MR. KELLAHIN: That was my u n d e r s t a n d i n g t o o , 

Commissioner Weiss. 

COMMISSIONER WEISS: What happened? 

MR. KELLAHIN: The e x h i b i t s were w i t h d r a w n and sealed 

and t h a t ' s the s t a t u s of t h a t case a t t h i s p o i n t . 

MR. STOVALL: Commissioner Weiss, i f I might e x p l a i n 

the d i v i s i o n ' s p o s i t i o n a t t h a t t i m e , Mr. K e l l a h i n 

i n d i c a t e d t h a t r e l a t e d o n l y by g e o g r a p h i c a l area case. 

Santa Fe sought an unorthodox l o c a t i o n f o r the w e l l 

Mr. K e l l a h i n d i s c u s s e d i n S e c t i o n 5. They d i d p r e s e n t an 

iso p a c h map. Mr. K e l l a h i n d i d n o t e n t e r an appearance on 

b e h a l f of any p a r t y i n t h a t case. He was n o t i n the case. 

Because of the p r e c e d e n t i a l n a t u r e of t h i s , the examiner 

s e a l e d the r e c o r d i n t h a t case u n t i l such time as an or d e r 

i s i s s u e d s i m p l y because t h e r e were no o t h e r p a r t i e s t h a t 

needed t h a t i n f o r m a t i o n i n t h a t case. I t was i n the 

c o n t e x t o f t h i s r a t h e r c o n t r o v e r s i a l , as I say, 

p r e c e d e n t - s e t t i n g s i t u a t i o n t h a t t h a t was done. 

COMMISSIONER WEISS: What does " s e a l e d " mean? 

MR. STOVALL: Not a l l o w e d f o r p u b l i c use, not f o r 

p u b l i c i n s p e c t i o n . 

COMMISSIONER WEISS: I s t h a t case g o i n g t o be decided 

upon? 

MR. STOVALL: There w i l l be an o r d e r i s s u e d and a t the 

time the o r d e r i s i s s u e d t h a t case f i l e w i l l be opened up 
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and p l a c e d i n the p u b l i c r e c o r d s . 

COMMISSIONER WEISS: Okay. That's a l l . 

CHAIRMAN LeMAY: J u s t some g e n e r a l i n f o r m a t i o n i n the 

area. I'm assuming t h e r e are no e x p i r i n g l e a s e s here i n 

S e c t i o n 8; i s t h a t c o r r e c t ? 

MR. KELLAHIN: That i s my u n d e r s t a n d i n g , Mr. Chairman, 

t h a t i n S e c t i o n 8 the acreage i s b l o c k e d up and h e l d by 

Santa Fe and Heyco. W i t h regards t o the balance acreage my 

c l i e n t owns 100 p e r c e n t of the 40 acres of the t r a c t 

n o r t h w e s t o f the n o r t h w e s t , and t h e r e i s t o the best of my 

knowledge no l e a s e s h e l d by p r o d u c t i o n and t h e r e are no 

e x p i r i n g l e a s e s . At l e a s t w i t h i n the s h o r t term. I'm 

s u g g e s t i n g w i t h i n the ne x t 9 t o 12 months i f my memory 

serves me c o r r e c t . 

CHAIRMAN LeMAY: I s t h a t your o p i n i o n t o , c o u n s e l o r ? 

MR. BRUCE: Yes, s i r . 

CHAIRMAN LeMAY: What about o t h e r w e l l s d r i l l e d t i g h t 

i n the a r e a ; i s t h i s p r e c e d e n t s e t t i n g b e i n g t i g h t or can 

you p o i n t t o some w e l l s on t h i s map or have any knowledge 

of any w e l l s i n the Wolfcamp b e i n g d r i l l e d t i g h t ? 

MR. KELLAHIN: I can' t respond d i r e c t l y t o t h a t 

q u e s t i o n . At t h i s p o i n t the i n f o r m a t i o n g e n e r a l l y 

a v a i l a b l e t o the g e o l o g i s t s , the type of l o g s , the mud 

l o g s , a l l those k i n d s of t h i n g s , are open and a c c e s s i b l e t o 

everyone w i t h t he e x c e p t i o n of t h i s s i n g l e w e l l and t o best 
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of my knowledge i t ' s the o n l y one here t h a t has a 

c o n t i n g e n c y s t i l l p l a c e d upon i t . 

CHAIRMAN LeMAY: You mentioned the w e l l i n S e c t i o n 5. 

Was t h a t a t i g h t w e l l a l s o ? 

MR. KELLAHIN: I t ' s n o t been spudded y e t . I t was 

p r o c e e d i n g b e f o r e Examiner Catanach l a s t Thursday where 

t h e y are s e e k i n g the unorthodox l o c a t i o n of the 5-1 w e l l . 

That w e l l t o the be s t o f my knowledge has not been s t a r t e d . 

CHAIRMAN LeMAY: Bruce. 

MR. BRUCE: Mr. Chairman, on t h i s Wolfcamp w e l l t o the 

sout h of the proposed l o c a t i o n , I b e l i e v e many, i f not most 

of t h o s e , are M e r i d i a n w e l l s and I b e l i e v e M e r i d i a n does 

h o l d t i g h t the i n f o r m a t i o n a c c o r d i n g t o OCD r u l e s . But I 

do n o t know what the age o f those w e l l s are or when they 

were completed. I b e l i e v e i n f o r m a t i o n on those w e l l s was 

h e l d t i g h t when t h e y were d r i l l e d . 

CHAIRMAN LeMAY: For the 90-day p e r i o d of time i s your 

u n d e r s t a n d i n g ? 

MR. BRUCE: Yes, s i r . 

CHAIRMAN LeMAY: Thi s i s r a t h e r i n f o r m a l . Does anyone 

have any knowledge t o t h a t e f f e c t , t h a t the w e l l s i n the 

sout h h a l f of 8, the M e r i d i a n w e l l s , were d r i l l e d t i g h t ? 

MR. CARR: No, I d o n ' t . 

CHAIRMAN LeMAY: I s the i n f o r m a t i o n a v a i l a b l e now? 

MR. TOMA: I t i s a v a i l a b l e now. 
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MR. BRUCE: For the r e c o r d , Mr. Chairman, t h a t was 

John Toma, who i s a g e o l o g i s t f o r Santa Fe Energy. 

CHAIRMAN LeMAY: I t ' s my u n d e r s t a n d i n g you would l i k e 

an o r d e r and I guess one i s s u e d r a t h e r q u i c k l y because what 

happens from t h i s p o i n t on w i l l depend upon what k i n d of 

ord e r we i ssue. 

MR. KELLAHIN: Yes, Mr. Chairman. I'm not s u g g e s t i n g 

t h a t you need t o make an immediate d e c i s i o n . While t h e r e 

are competing f o r c e d p o o l i n g cases on the docke t f o r the 

2 4 t h , I'm aware o f no impediment t h a t c o u l d r e q u i r e those 

cases t o be f u r t h e r c o n t i n u e d u n t i l you saw the r e c o r d 

b e f o r e Examiner Catanach and d e l i b e r a t e upon your d e c i s i o n . 

I would suggest t o you t h a t as p a r t of the procedure t h a t 

Santa Fe s h o u l d produce f o r your i n s p e c t i o n en camera the 

documents r e q u i r e d f o r p r o d u c t i o n . I t ' s my u n d e r s t a n d i n g 

t h a t those documents have been b r o u g h t t o Santa Fe, and we 

would suggest t h a t you may welcome or e x e r c i s e t h a t c h oice 

i n your judgment. 

CHAIRMAN LeMAY: We have a g e n e r a l i d e a what i s 

re q u e s t e d i n t h i s case. Mr. Carr. 

MR. CARR: I would j u s t l i k e t o , i f I c o u l d , c o r r e c t a 

couple o f t h i n g s . F i r s t of a l l , I was not s u g g e s t i n g t h a t 

you i s s u e subpoenas and then have them quashed on the 

c o n f i d e n t i a l i t y . I was s u g g e s t i n g t h a t t he d i v i s i o n 

e x e r c i s e d i s c r e t i o n g o i n g i n . I t h i n k Mr. K e l l a h i n 
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m i s s t a t e d my argument. I would a l s o l i k e t o a d v i s e the 

d i v i s i o n t h a t Heyco d r i l l s w e l l s i n the Bones Sp r i n g s 

p r i m a r i l y i n the area. They d r i l l them t i g h t . They keep 

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

MR. BRUCE: I f I c o u l d c l a r i f y one t h i n g , 

Mr. Chairman, r e g a r d i n g — Mr. K e l l a h i n r e f e r r e d t o an 

Enron case. Santa Fe was i n t h a t case and r e q u e s t e d 

i n f o r m a t i o n , b u t I would p o i n t o ut t h a t when i t r e q u e s t e d 

i n f o r m a t i o n , Santa Fe had a l r e a d y s i g n e d a l e t t e r 

c o m m i t t i n g i t s i n t e r e s t i n the w e l l . Since we're p a y i n g 

f o r p a r t of t h a t w e l l , we t h i n k we're e n t i t l e d t o t h a t 

i n f o r m a t i o n . So I t h i n k t h a t ' s a l i t t l e d i s t i n g u i s h a b l e . 

Mr. K e l l a h i n a l s o r e f e r r e d t o the w e l l i n 

S e c t i o n 5. I n t h a t case Santa Fe ~- i t ' s i n the r e c o r d --

Santa Fe has an e x p i r i n g f a r m o u t . I t had t o p r e s e n t 

s u f f i c i e n t evidence t o the examiner i n o r d e r t o get the 

unort h o d o x l o c a t i o n . And as a r e s u l t i t d i d p r e s e n t 

c e r t a i n i n f o r m a t i o n , and a l s o d i d re q u e s t t h a t i n f o r m a t i o n 

be h e l d c o n f i d e n t i a l . 

One f i n a l t h i n g , Mr. Chairman, a l t h o u g h 

Mr. K e l l a h i n r e f e r r e d t o Mr. Carr's doom and gloom 

s c e n a r i o , I t h i n k i f you lo o k a t Mr. K e l l a h i n ' s map, say, 

f o r i n s t a n c e , the Kachina 8 No. 2 w e l l was d r i l l e d , 

r e g a r d l e s s o f under what c i r c u m s t a n c e s , over i n S e c t i o n 7, 

maybe the ea s t h a l f of the n o r t h e a s t q u a r t e r was owned by 
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some t h i r d p a r t y , w e l l , i f you adopt d i s t r i c t c o u r t r u l e s , 

under d i s t r i c t c o u r t r u l e s I b e l i e v e i t would be p e r f e c t l y 

l e g i t i m a t e f o r t h a t t h i r d p a r t y t o come and subpoena Santa 

Fe's d a t a from the Kachina 8 No. 2 w e l l t o s u p p o r t some 

w e l l or f o r c e d p o o l i n g a p p l i c a t i o n i n t h a t S e c t i o n 7. I 

j u s t don't t h i n k t h a t ' s r i g h t . That's why I agree w i t h 

Mr. Carr t h a t the subpoena power s h o u l d be s e v e r e l y 

r e s t r i c t e d i n t h i s case. 

CHAIRMAN LeMAY: Thank you. I t ' s my u n d e r s t a n d i n g you 

don't want r u l e - m a k i n g - t y p e w i t h t h i s case, b u t i t sounds 

t o me l i k e you're almost a s k i n g f o r r u l e making on the 

subpoena i s s u e . What we might do i s c e r t a i n l y i s s u e 

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

s i t u a t i o n . W i t h t h a t we might c a r r y on some d i s c u s s i o n 

among the o p e r a t o r s as t o subpoena p r o c e d u r e , i f t h e y ' r e i n 

disagreement w i t h the way i t ' s c u r r e n t l y h a n d l e d . I f the 

d i r e c t o r s h o u l d make h i s own d e c i s i o n upon s e e i n g the 

subpoena whether i t was v a l i d one or n o t . We've g o t t e n a 

l i t t l e more d e m o c r a t i c w i t h t h i s p r o c e s s . I t h i n k what 

we're t a l k i n g about i s more or l e s s n o t the degree of maybe 

c o u r t p r o c e d u r e s i n v o l v e d i n OCD h e a r i n g s . What we're 

t a l k i n g about i s -- whether i t be d i s c o v e r y or whether i t 

be subpoenas and quashing or whatever e l s e , we can get i n t o 

t h a t . 

Mr. K e l l a h i n . 
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MR. KELLAHIN: Mr. Chairman, i f I might respond. What 

we're d e a l i n g w i t h here i s the a d m i n i s t r a t i v e due pr o c e s s . 

On b e h a l f of my appearance b e f o r e you, I have no q u a r r e l 

w i t h t he c u r r e n t system as i n t e r p r e t e d by Mr. S t o v a l l . I 

t h i n k i t ' s a b u n d a n t l y f a i r t h a t you i s s u e the subpoenas and 

have h e a r i n g s i n s p e c i f i c cases w i t h r e g a r d s t o c e r t a i n 

i n f o r m a t i o n , and do i t on a case-by-case b a s i s . I t h i n k i t 

i s a quagmire t h a t you w i l l never get out of i f you open up 

to g e n e r a l d i s c u s s i o n of the p o l i c y . 

CHAIRMAN LeMAY: I t h i n k Mr. Bruce's concern t h e r e was 

t h a t we get i n t o f i s h i n g e x p e d i t i o n s by anyone who wants t o 

d r i l l a w e l l , i s s u e the subpoena, get i n t o anyone's f i l e s 

and g et what t h e y want. 

MR. KELLAHIN: You can handle w i t h the s p e c i f i c 

f i n d i n g s w i t h r e g a r d s t o t h i s subpoena and draw them as 

n a r r o w l y or as b r o a d l y as you w i s h . 

CHAIRMAN LeMAY: Thi s i s g o i n g t o be my s u g g e s t i o n 

w i t h my a s s o c i a t e s concurrence t h a t we would i n the 

f i n d i n g s address some of these concerns. 

MR. STOVALL: Mr. Chairman, i f I m i g h t , I ' d l i k e t o --

Mr. Carr r a i s e d the q u e s t i o n about the m i n i s t e r i a l a p p r o v a l 

of subpoenas. I would d i r e c t t he commission and perhaps 

Mr. Carr would want t o respond t o Rule 1211, the second 

sentence o f which says, "A subpoena w i l l be i s s u e d f o r 

at t e n d a n c e a t the h e a r i n g upon w r i t t e n r e q u e s t of any p a r t y 
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i n t e r e s t e d i n the s u b j e c t m a t t e r o f the h e a r i n g . " I t i s 

upon the b a s i s of t h a t i n s t r u c t i o n t h a t I have i s s u e d my 

recommendation t o the d i v i s i o n d i r e c t o r t h a t t h i s becomes a 

m i n i s t e r i a l f u n c t i o n , and t h a t i n f a c t the d i r e c t o r does 

not become an advocate on b e h a l f of the p a r t y from whom 

i n f o r m a t i o n i s sought. That t h e y s h o u l d be t h e i r own 

advocate. 

I t h i n k the i s s u e which i s of concern here and 

one t h a t perhaps needs t o be addressed p r o b a b l y o u t s i d e the 

c o n t e x t o f t h i s h e a r i n g , s i n c e i t i s not a problem here, i s 

the d e f i n i t i o n of "any person i n t e r e s t e d i n the 

p r o c e e d i n g . " I t h i n k t h e r e i s a v e r y v a l i d concern, but I 

don't t h i n k i t ' s w i t h i n the scope o f t h i s h e a r i n g about 

whether j u s t anybody can jump i n t o a p r o c e e d i n g and s t a r t 

r e q u e s t i n g d a t a j u s t because t h e y want the i n f o r m a t i o n , and 

whether or n o t they've got a d i r e c t i n t e r e s t i n the 

p r o c e e d i n g s . 

CHAIRMAN LeMAY: I t h i n k what -- w i t h my a s s o c i a t e s 

agreement we w i l l draw up some f i n d i n g s i n t h i s case 

a d d r e s s i n g the s p e c i f i c i s s u e s as r u l e d on by the examiner, 

and beyond t h a t see where we go from t h e r e . 

Mr . Bruce. 

MR. BRUCE: One f i n a l comment. I t h i n k t h i s l e t t e r --

the o r i g i n a l was g i v e n t o the examiner. 

CHAIRMAN LeMAY: I t h i n k t h a t we have t h a t . 
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MR. BRUCE: Thi s i s the Hondo O i l & Gas l e t t e r . 

CHAIRMAN LeMAY: We have a r e c o r d i n our f i l e where we 

r e c e i v e d t h a t l e t t e r . 

MR. KELLAHIN: Mr. Chairman, I o b j e c t t o t h i s b e i n g a 

p o p u l a r i t y c o n t e s t or some k i n d o f b a l l o t where we p o l l and 

submit l e t t e r s from the i n d u s t r y w i t h o u t comment. You can 

do i t l i k e you always do, p u t them i n the f i l e , b u t I 

r e s i s t and o b j e c t t o i t b e i n g i n t e g r a t e d as a s p e c i f i c 

e x h i b i t i n t h i s case. I f i t ' s meant t o p o l l the i n d u s t r y , 

I would l i k e the o p p o r t u n i t y t o go out and p o l l my own. 

MR. CARR: May i t pleas e the Commission, I b e l i e v e 

t h i s l e t t e r and my appearance f o r Enron are n o t h i n g more 

than j u s t t h a t , t a k i n g a p o s i t i o n and a d v i s i n g you where 

our company s t a n d s . Mr. Bruce and I today have been 

branded as b e i n g from t he same f r a t e r n i t y , and I guess i t ' s 

u n f o r t u n a t e whether i t ' s more p o p u l a r t h a n t he o t h e r s i d e 

a c c o r d i n g t o Mr. K e l l a h i n . 

CHAIRMAN LeMAY: I can guarantee you t h a t the 

commission has n o t based o p i n i o n s on p o p u l a r i t y . We are 

v e r y u n p o p u l a r i n many cases. I f t h e r e are arguments i n 

the l e t t e r s , I c e r t a i n l y l i k e t o read them, but we're not 

t a k i n g p o l l s on the i s s u e because t h e y ' r e n ot an a c c u r a t e 

survey and wo u l d n ' t mean a n y t h i n g anyway. 

MR. KELLAHIN: One f i n a l p r o c e d u r a l t h i n g , i f t h e r e i s 

a d e s i r e t o d e l i b e r a t e t h i s , I would r e q u e s t some guidance 
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on the h e a r i n g next week. We've got them b r e a t h i n g down 

our back. I t w i l l be v i r t u a l l y i m p o s s i b l e I t h i n k , even 

now i f g i v e n the i n f o r m a t i o n , t o t r y t o get i t an a l y z e d and 

i n t e g r a t e d i n t o d i s p l a y s , and we have a s c h e d u l i n g concern 

here based upon how you decide t o handle t h i s . 

CHAIRMAN LeMAY: T a l k i n g about the f o r c e d p o o l i n g 

case? 

MR. KELLAHIN: The two examiner f o r c e d p o o l i n g cases 

are now on the docket f o r the 2 4 t h . I don't mean t o 

suggest how you handle your p r o c e e d i n g , b u t i t i s a concern 

t o me i n t h a t p r e p a r a t i o n t h a t i t i s s i m p l y a week away. 

CHAIRMAN LeMAY: We can get t o g e t h e r on t h a t . I'm not 

i n v o l v e d i n our examiners -- the examiners are here. I t i s 

my u n d e r s t a n d i n g you w i l l need some guidance w i t h t h i s 

i s s u e b e f o r e you go on. Unless you want t o go on w i t h o u t 

t h a t g u idance. 

MR. KELLAHIN: I can't go on w i t h o u t t he guidance and 

I t h i n k we're s t u c k here u n t i l you decide how we're going 

t o p roceed. 

MR. BRUCE: I t h i n k t h a t s h o u l d be r e f e r r e d t o the 

examiner. We don't want the case c o n t i n u e d u n n e c e s s a r i l y . 

CHAIRMAN LeMAY: That i s an argument you w i l l p r o b a b l y 

have t o make b e f o r e him. Since we j u s t appeared t o decide 

t h i s i s s u e , n o t n e c e s s a r i l y what you're g o i n g t o do a t the 

examiner h e a r i n g . 
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I s t h e r e a n y t h i n g e l s e ? We do have some 

l e t t e r s , might j u s t r e f e r t o t h o s e , Mr. S t o v a l l , f o r those 

t h a t are keep i n g t r a c k on a p o p u l a r i t y b a s i s . 

MR. STOVALL: The o n l y one which I've a c t u a l l y seen 

and have a copy of i s from Mewbourne O i l Company, Paul 

Haden, landman. I have not seen the o t h e r l e t t e r s which 

have been s u b m i t t e d . 

CHAIRMAN LeMAY: We have a l e t t e r from Hondo O i l & Gas 

Company. I t ' s on the s i d e of Mr. Bruce and Mr. Carr. 

Those are the o n l y two correspondence, p i e c e s of 

correspondence, t h a t I've r e c e i v e d . And th e y w i l l be 

i n c o r p o r a t e d i n t o the r e c o r d f o r whatever v a l u e t h e y may 

have as t o r e a d a b i l i t y , c e r t a i n l y n o t as t e s t i m o n y . 

I s t h e r e anybody e l s e who has any comments or 

a n y t h i n g t h e y would l i k e t o say i n r e g a r d t o t h i s case? 

Mr. Pearce l e f t . He must have had something e l s e . He was 

here f o r a s h o r t t i m e . 

That's i t . We w i l l t a ke t h i s case under 

a d v i sement. 

(Whereupon, the h e a r i n g was concluded a t the 

ap p r o x i m a t e hour of 10:30 a.m.) 

* * * 
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STATE OF NEW MEXICO 
S S . 

COUNTY OF SANTA FE 

REPORTER'S CERTIFICATE 

I , Susan G. Ptacek, a C e r t i f i e d Shorthand R e p o r t e r and 

No t a r y P u b l i c , do HEREBY CERTIFY t h a t I s t e n o g r a p h i c a l l y 

r e p o r t e d the p r o c e e d i n g s b e f o r e the O i l C o n s e r v a t i o n 

D i v i s i o n , and t h a t t he f o r e g o i n g i s a t r u e , complete and 

a c c u r a t e t r a n s c r i p t of the p r o c e e d i n g s of s a i d h e a r i n g as 

appears from my s t e n o g r a p h i c notes so t a k e n and t r a n s c r i b e d 

under my p e r s o n a l s u p e r v i s i o n . 

I FURTHER CERTIFY t h a t I am not r e l a t e d t o nor 

employed by any of the p a r t i e s h e r e t o , and have no i n t e r e s t 

i n the outcome t h e r e o f . 

DATED a t Santa Fe, New Mexico, t h i s 1 1 t h day of 

Februa r y , 1991. 

SU'SAN G. PTACEK 
C e r t i f i e d Shorthand Reporter 
Nota ry P u b l i c 

My Commission E x p i r e s : 
December 10, 1993 
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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

Cases No. 10211 and 10219 

IN THE MATTER OF CASE NUMBER 10211 ) 
AND CASE NUMBER 10219, CONSOLIDATED, ) 
REGARDING COMPULSORY POOLING IN ) V o l . I I 
LEA COUNTY, NEW MEXICO. ) Pg. 6 1 - 336 

REPORTER'S TRANSCRIPT OF PROCEEDINGS 
VOLUME I I , Pages 61-336 

EXAMINER HEARING 
BEFORE: JIM MORROW, HEARING EXAMINER 

F r i d a y , March 8, 1991 
8:40 a.m. 

Santa Fe, New Mex i c o 

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

t h e O i l C o n s e r v a t i o n D i v i s i o n on March 8, 1 9 9 1 , a t 

8:40 a.m., a t Morgan H a l l , S t a t e Land O f f i c e 

B u i l d i n g , 310 O l d Santa Fe T r a i l , Santa Fe, New 

Me x i c o , b e f o r e : G a i l D. V i n s o n , CCR, C e r t i f i e d 

C o u r t R e p o r t e r Number 297, f o r t h e S t a t e o f New 

Mexico . 

FOR: OIL CONSERVATION BY: GAIL D. VINSON, CCR 
DIVISION C e r t i f i e d C o u r t R e p o r t e 

CCR No. 297 
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I N D E X 

March 8, 1991 
Examiner H e a r i n g 
Cases No.10211 and 10219 

APPEARANCES 

WITNESSES 

LARRY MURPHY 
E x a m i n a t i o n by-
E x a m i n a t i o n by 
E x a m i n a t i o n by 
E x a m i n a t i o n by 

JOHN L. THOMA 
E x a m i n a t i o n by 
E x a m i n a t i o n by 
E x a m i n a t i o n by 
E x a m i n a t i o n by 
E x a m i n a t i o n by 

RANDY OFFENBERGER 
E x a m i n a t i o n by 
E x a m i n a t i o n by 
E x a m i n a t i o n by 
E x a m i n a t i o n by 

DARYL ROBERTS 
E x a m i n a t i o n by 
E x a m i n a t i o n by 

BRETT BRACKET 
E x a m i n a t i o n by 
E x a m i n a t i o n by 
E x a m i n a t i o n by 
E x a m i n a t i o n by 

WILLIAM R. HUCK 
E x a m i n a t i o n by 
E x a m i n a t i o n by 
E x a m i n a t i o n by 

PAGE 

63 

Mr. Bruce 63 
Mr. K e l l a h i n 76 
Mr. Bruce 91 
Mr. K e l l a h i n 93 

M r . B r u c e 9 6 
Mr. K e l l a h i n 110 
Mr. Bruce 135 
Mr. Bruce 329 
Mr. K e l l a h i n 332 

Mr. Bruce 144 
Mr. K e l l a h i n 158 
Mr. Bruce 170 
Mr. K e l l a h i n 174 

Mr. Bruce 177 
Mr. K e l l a h i n 188 

Mr. K e l l a h i n 194 
Mr. Bruce 214 
Mr. C a r r 220 
Mr. S t o v a l l 234 

Mr. K e l l a h i n 239 
Mr. C a r r 273 
Mr. Bruce 283 
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L.D. ROBBINS 
E x a m i n a t i o n by Mr. K e l l a h i n 295 
E x a m i n a t i o n by Mr. C a r r 305 
E x a m i n a t i o n by Mr. Bruce 311 
E x a m i n a t i o n by Mr. S t o v a l l 314 

Recesses 97, 143, 193, 259, 269, 320 
R e p o r t e r ' s C e r t i f i c a t e 336 
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EXAMINER MORROW: S t a t e y o u r a p p e a r a n c e s . 

MR. BRUCE: I am James Bruce o f t h e 

H i n k l e law f i r m r e p r e s e n t i n g t h e a p p l i c a n t . I have 

f o u r w i t n e s s e s t o be sworn. 

EXAMINER MORROW: Any o t h e r 

a p p e a r a n c e s ? 

MR. KELLAHIN: I am Tom K e l l a h i n , o f t h e 

Santa Fe law f i r m o f K e l l a h i n , K e l l a h i n and Au b r e y , 

a p p e a r i n g on b e h a l f o f Hanley P e t r o l e u m , I n c . I 

r e q u e s t t h a t you c a l l t h e n e x t case on t h e d o c k e t s , 

w h i c h i s H a n l e y ' s a p p l i c a t i o n i n Case 10219, and 

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

o f h e a r i n g . 

EXAMINER MORROW: I s t h a t a l l r i g h t w i t h 

y ou ? 

MR. BRUCE: Yes, s i r . 

EXAMINER MORROW: Case Number 10211 and 

Case Number 10219, f o r c o m p u l s o r y p o o l i n g i n Lea 

County, New Me x i c o . 

MR. CARR: May i t p l e a s e t h e Examiner, I 

am W i l l i a m F. C a r r , o f t h e Campbell & B l a c k law 

f i r m . I r e p r e s e n t Harvey E. Yates Company i n b o t h 

o f t h e s e c a s e s . And I do n o t have a w i t n e s s . 

MR. STOVALL: Mr. B r u c e , you s a i d you 

d i d have some w i t n e s s e s ? 
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MR. BRUCE: Perhaps f o u r w i t n e s s e s , and 

I ' d l i k e t o have them a l l be sworn a t t h i s t i m e . 

(Mr. S t o v a l l swore a l l t h e w i t n e s s e s 

p r e s e n t i n t h e c o n f e r e n c e r o o m . ) . 

MR. BRUCE: C a l l Mr. Murphy t o t h e 

s t a n d . 

LARRY MURPHY 

was c a l l e d as a w i t n e s s and h a v i n g been p r e v i o u s l y 

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

EXAMINATION 

BY MR. BRUCE: 

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

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

A. My name i s L a r r y Murphy and I'm f r o m 

M i d l a n d , Texas. 

Q. And who a r e you employed by? 

A. My em p l o y e r i s Santa Fe Energy 

R e s o u r c e s . I am employed as a landsman. 

Q. And what i s t h e r e l a t i o n s h i p o f Santa Fe 

Energy Resources t o Santa Fe Energy O p e r a t i n g 

P a r t n e r s , L.P.? 

A. B a s i c a l l y , t h i s i s a p a r t n e r s h i p t h a t i s 

owned 80 some-odd Santa Fe Energy by Santa Fe 

Res o u r c e s . Any f u r t h e r d e t a i l f r o m t h a t w o u l d have 

t o come f r o m o u r management i n H o u s t o n . 
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Q. And Santa Fe Energy O p e r a t i n g P a r t n e r s 

w o u l d be t h e e n t i t y t h a t owns a p o r t i o n o f t h e l a n d 

t h a t i s i n v o l v e d i n t o d a y ' s c a s e s ; i s i t n o t ? 

A. Yes. 

Q. Have you p r e v i o u s l y t e s t i f i e d b e f o r e t h e 

OCD as a landsman? 

A. Yes, I have. 

Q. And a r e you f a m i l i a r w i t h t h e l a n d 

m a t t e r s i n v o l v e d i n t o d a y ' s cases? 

A. Yes, I am. 

Q. Mr. Exami n e r , I t e n d e r t h e w i t n e s s as an 

e x p e r t landsman 

EXAMINER MORROW: A c c e p t h i s 

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

Q. Mr. Murphy, s t a t e b r i e f l y what Santa Fe 

seeks i n i t s case? 

A. Santa Fe seeks an o r d e r p o o l i n g a l l 

m i n e r a l f o r m a t i o n s under t h e west h a l f , n o r t h w e s t 

q u a r t e r o f S e c t i o n 8, Township 18, s o u t h , Range 33 

e a s t , f o r a l l p o o l s o r f o r m a t i o n s based on 80 a c r e s . 

The u n i t w i l l be d e d i c a t e d t o Santa Fe's K a c h i n a " 8 " 

Fed. W e l l Number 2, t o be l o c a t e d 660 f e e t f r o m t h e 

west l i n e and 1980 f e e t f r o m t h e n o r t h l i n e . 

Q. W i l l you p l e a s e r e f e r t o E x h i b i t 

Number 1 and d e s c r i b e i t s c o n t e n t s f o r t h e Examiner, 
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and a l s o i d e n t i f y t h e p a r t i e s Santa Fe seeks t o 

f o r c e p o o l ? 

A. E x h i b i t Number 1 i s a l a n d p l a t s h o w i n g 

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

and w e l l l o c a t i o n shown i n g r e e n . The l o c a t i o n i s 

1980 f e e t f r o m t h e n o r t h l i n e , 6 6 0 f e e t f r o m t h e 

west l i n e , w h i c h i s a s t a n d a r d under t h e South 

C o r b i n Wolfcamp P o o l R u l e s . The u n c o m m i t t e d 

i n t e r e s t owner i s Ha n l e y P e t r o l e u m , I n c . , w h i c h owns 

100 p e r c e n t o f t h e n o r t h w e s t q u a r t e r n o r t h w e s t 

q u a r t e r . 

Santa Fe and Heyco j o i n t l y own t h e 

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

Q. Has Heyco a g r e e d t o j o i n i n t h i s w e l l ? 

A. Yes. Heyco has a l s o c o n s e n t e d t o 

Santa Fe o p e r a t i n g t h e w e l l . 

Q. Okay. Would you p l e a s e d e s c r i b e y o u r 

e f f o r t s t o g e t Ha n l e y t o j o i n i n Santa Fe's p r o p o s e d 

w e l l ? And I w o u l d r e f e r you t o E x h i b i t 3 -- s k i p 

an e x h i b i t , p l e a s e . 

A. F i r s t o f a l l , I ' d l i k e t o go i n t o t h e 

h i s t o r y o f Santa Fe's K a c h i n a 8 Fed. Number 1 w e l l , 

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

o f S e c t i o n 8. 

Santa Fe had been w o r k i n g on t h i s 
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p r o s p e c t f o r a number o f months, and i n t h e summer 

o f 1990 I c a l l e d H a n l e y ' s o f f i c e and asked i f t h e y 

w o u l d s u p p o r t t h e p r o p o s e d 8 Number 1 w e l l . I t was 

Santa Fe's i n t e n t i o n t o d r i l l t h e w e l l as a n o r t h 

o n e - h a l f n o r t h w e s t q u a r t e r l a y d o w n . I was t o l d t h a t 

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

any k i n d o f s u p p o r t f o r f o r t h e K a c h i n a 8 Number 1 

w e l l . 

As a r e s u l t , Santa Fe r e o r i e n t e d t h e u n i t 

t o an e a s t h a l f , n o r t h w e s t q u a r t e r s t a n d u p . The 

w e l l was spudded on September 29, 1990, and was 

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

B e f o r e i t was c o m p l e t e d , Santa Fe d e c i d e d 

t o p r o c e e d w i t h t h e 8 Number 2 w e l l , and s e n t i t s 

f i r s t l e t t e r t o Hanley P e t r o l e u m on November 12, 

1990, r e q u e s t i n g j o i n d e r o r a f a r m o u t o f Ha n l e y ' s 

a c r e a g e . H a n l e y r e s p o n d e d by l e t t e r d a t e d 

November 26, 1990, c l a i m i n g t h a t Santa Fe f a i l e d t o 

g i v e H a n l e y enough i n f o r m a t i o n and r e q u e s t i n g a l l 

l o g s , r e p o r t s and Santa Fe's g e o l o g i c a l 

i n t e r p r e t a t i o n s . 

As t h e D i v i s i o n i s aware, H a n l e y 

subpoenaed c e r t a i n d a t a , w h i c h Santa Fe has s u p p l i e d 

t o H a n l e y . We o r i g i n a l l y o b j e c t e d t o p r o d u c i n g t h e 

d a t a because i t was c o n f i d e n t i a l . 
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H a n l e y a l s o w a nted t o pay f o r Wolfcamp 

c o s t s o n l y , and n o t any c o s t s a s s o c i a t e d w i t h t h e 

p o o l s spaces on 40 a c r e s such as Bone S p r i n g s . We 

f e e l t h a t t h i s r e q u e s t i s i n a p p r o p r i a t e , because t h e 

Bone S p r i n g a t o u r l o c a t i o n i s wet and o u r g e o l o g i s t 

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

Under t h e o p e r a t i n g agreement we p r o p o s e d 

t o H a n l e y , t h e west h a l f n o r t h w e s t q u a r t e r w o u l d be 

a w o r k i n g i n t e r e s t u n i t and Ha n l e y w o u l d s h a r e any 

p r o d u c t i o n p o o l s spaced on 40 a c r e s . F u r t h e r m o r e , 

we o f f e r e d t o t a k e a f a r m o u t f r o m H a n l e y o n l y as t o 

t h e Wolfcamp, b u t t h e y d i d n o t r e s p o n d t o t h i s 

o f f e r . 

T h i r d , H a n l ey was c o n c e r n e d a b o u t i t s 

o v e r r i d e under a f a r m o u t because i t s l e a s e has a 

s l i d i n g s c a l e r o y a l t y . Santa Fe o f f e r e d t o i n s u r e 

H a n l e y a minimum o v e r r i d e o f two and a h a l f p e r c e n t . 

F i n a l l y , H a n l e y wanted t o o p e r a t e t h e w e l l and I 

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

By l e t t e r d a t e d December 3, 1990, and 

December 17, 1990, I r e s p o n d e d t o H a n l e y ' s l e t t e r . 

As I j u s t d i s c u s s e d , we o f f e r e d t o t a k e a f a r m o u t 

o n l y as t o t h e Wolfcamp, o f f e r e d a minimum o v e r r i d e , 

and s t a t e d t h a t we wanted t o o p e r a t e t h e w e l l due t o 

our e x p e r i e n c e . 
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We o f f e r e d t o l e t H a n l e y see t h e l o g s and 

r e p o r t s o f t h e K a c h i n a 8 Number 1 w e l l t h r o u g h 

November 12, 1990, p r o v i d e d t h a t H a n l e y a g r e e d t o 

j o i n o r f a r m o u t . The r e a s o n we s e t t h i s d a t e i s 

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

p r o p o s e d K a c h i n a 8 Number 2 w e l l , , and H a n l e y w o u l d 

be g i v e n t h e same d a t a t h a t we used when we d e c i d e d 

t o d r i l l t h e Number 2 w e l l . 

H a n l e y s e n t us a l e t t e r d a t e d 

December 19, 1990, a s k i n g f o r an o p e r a t i n g 

a g reement, b u t e s s e n t i a l l y r e j e c t i n g o u r o f f e r s . We 

p o i n t o u t t h a t we have n e v e r r e c e i v e d a c o u n t e r o f f e r 

f r o m H a n l e y . 

We s e n t H a n l e y o u r p r o p o s e d o p e r a t i n g 

a g r e e m e n t , shown as E x h i b i t 5, w h i c h i s t h e s t a n d a r d 

AAPL 1982 f o r m , by l e t t e r d a t e d December 20, 1990. 

There has been s u b s e q u e n t c o r r e s p o n d e n c e , phone 

c a l l s and a m e e t i n g . On F e b r u a r y 4, 1991, H a n l e y 

p r o p o s e d an amendment t o t h e o p e r a t i n g agreement as 

t o t h e r i g h t s below t h e base o f t h e Bone S p r i n g s 

f o r m a t i o n o n l y . 

We f e e l t h a t we have made a good f a i t h 

e f f o r t t o g e t H a n l e y t o j o i n v o l u n t a r i l y i n t h e w e l l 

and ask t h a t t h e y be p o o l e d i n t o t h e w e l l . 

Q. Now, E x h i b i t 3 i s v a r i o u s c o r r e s p o n d e n c e 
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between Santa Fe and H a n l e y ; i s i t n o t ? 

A. Yes, i t i s . 

Q. And i t i n c l u d e s b o t h H a n l e y ' s l e t t e r s 

and Santa Fe's l e t t e r s ? 

A. Yes, i t does. 

Q. And one o t h e r i t e m on t h a t F e b r u a r y 4, 

1991, l e t t e r , by t h a t l e t t e r Santa Fe was i n f o r m e d 

t h a t H a n l e y d e s i r e d t o d r i l l t h e w e l l on i t s 

a c r e a g e ; d i d i t n o t ? 

A. Yes, i t d i d . 

Q. Does Santa Fe r e q u e s t t h a t i t be named 

o p e r a t o r o f t h i s w e l l ? 

A. Yes. We t h i n k t h a t t h e r e a r e s e v e r a l 

good r e a s o n s why Santa Fe's t h e l o g i c a l o p e r a t o r o f 

t h i s we11. 

Q. R e f e r r i n g t o E x h i b i t 2, w o u l d you 

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

A. Santa Fe has s u b s t a n t i a l e x p e r i e n c e i n 

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

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

c u r r e n t l y p r o p o s e d f o r t h i s year,. Santa Fe o p e r a t e s 

a p p r o x i m a t e l y 125 w e l l s i n New M e x i c o , i n c l u d i n g 

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

p o o l s . 

T h i s i s Santa Fe's p r o s p e c t . We own 

HUNNICUTT REPORTING 
GAIL D. VINSON, CCR 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1 

22 

23 

2 4 

25 

72 

i n t e r e s t i n o v e r 3,000 a c r e s i n t h i s a r e a shown on 

E x h i b i t 2, and we a r e t h e ones who d e v e l o p e d t h e 

g e o l o g y and who p r o p o s e d t h i s w e l l . 

Q. By t h i s l e a s e , i s t h a t t h e n o r t h h a l f o f 

S e c t i o n 8 e x c e p t f o r H a n l e y ' s acreage? 

A. Y e t , i t i s . Santa Fe b o u g h t t h i s l e a s e 

i n A u g u s t 1990 and has d r i l l e d one w e l l on t h e l e a s e 

and p l a n s t o d r i l l two more i n t h e near f u t u r e . 

H a n l e y s a t on i t s 40 a c r e l e a s e f o r y e a r s , u n t i l 

Santa Fe p r o p o s e d t h e w e l l . We b e l i e v e t h a t t h i s 

s h o u l d c a r r y some w e i g h t because Santa Fe o b v i o u s l y 

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

Q. Referring back to Exhibit 2, the north 

half of Section 8, exempts forever Hanley's acreage 

lags it is ownership of that acreage? *\ 

A. Santa Fe owns 50 p e r c e n t and Harvey E. 

Yates owns 50 p e r c e n t . 

MR. KELLAHIN: What s e c t i o n d i d you 

r e f e r t o ? 

MR. BRUCE: S e c t i o n 8. 

Q. And what a b o u t t h e s o u t h h a l f o f 

S e c t i o n 8, Mr. Murphy, does Heyco own i n t e r e s t 

i n t e r e s t i n t h a t a creage? 

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

Q. And what i s Santa Fe's i n t e r e s t i n t h e 
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s o u t h h a l f o f S e c t i o n 8 o r i n t h e s o u t h w e s t c o r n e r 

o f S e c t i o n 8? 

A. Santa Fe owns a p p r o x i m a t e l y 19 p e r c e n t . 

Q. Okay. R e f e r r i n g t o E x h i b i t 4, w i l l you 

j u s t b r i e f l y s e t f o r t h t h e p r o p o s e d w e l l c o s t s by 

Santa Fe? 

A. T h i s i s Santa Fe's w e l l c o s t e s t i m a t e 

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

$453,000 w i t h t h e e s t i m a t e o f a c o m p l e t e d w e l l j u s t 

u n der $722,000. I ' d l i k e t o r e f r a i n f r o m g o i n g i n t o 

d e t a i l on t h i s and l e a v e i t t o o u r e n g i n e e r s who 

have more e x p e r i e n c e . 

Q. Does Santa Fe b e l i e v e t h a t w e l l c o s t s , 

i f t h e w e l l i s d r i l l e d a t Santa Fe's l o c a t i o n , 

s h o u l d be a p p o r t i o n e d ? 

A. No, Our e n g i n e e r and g e o l o g i s t s w i l l 

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

t h e r e i s no o t h e r o b j e c t i v e t h a n t h e Wolfcamp w h i c h 

s u p p o r t s t h e d r i l l i n g o f t h i s w e l l . T h e r e f o r e , we 

r e q u e s t t h a t H a n l e y P e t r o l e u m b e a r 50 p e r c e n t o f t h e 

t o t a l w e l l c o s t s . 

Q. And what a r e y o u r r e c o m m e n d a t i o n s as t o 

t h e d r i l l i n g and s u p e r v i s i o n r a t e s f o r Santa Fe's 

p r o p o s e d w e l l ? 

A. I t i s o u r re c o m m e n d a t i o n t h a t $6,260 p e r 
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month be a l l o w e d f o r a d r i l l i n g w e l l and $626 p e r 

month be a l l o w e d f o r a p r o d u c i n g w e l l . 

Q. And a r e t h e s e c o m p a r a b l e w i t h 1990 E r n s t 

& Young r a t e s ? 

A. Yes -- t o my kn o w l e d g e . 

Q. And a r e t h e s e amounts t h a t you have j u s t 

recommended i n l i n e w i t h d r i l l i n g and s u p e r v i s i o n 

r a t e s f o r o t h e r w e l l s o f t h i s t y p e i n t h i s area? 

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

Q. And what p e n a l t y do you recommend 

a g a i n s t H a n l e y i f i t goes n o n c o n s e n t t o t h i s w e l l ? 

A. We're r e q u e s t i n g c o s t s p l u s 200 p e r c e n t . 

T h i s i s a f i g u r e used i n o p e r a t i n g agreements i n 

New Mexico and o u r g e o l o g i s t s w i l l d i s c u s s t h e 

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

Q. And was Ha n l e y P e t r o l e u m n o t i f i e d o f 

t h i s case i n w r i t i n g ? 

A. Yes, t h e y were. 

Q. And i s a copy o f t h e n o t i c e l e t t e r 

s u b m i t t e d as E x h i b i t Number 6? 

A. Yes, i t i s . 

Q. And were E x h i b i t s 1 t h r o u g h 6 one 

p r e p a r e d by you o r c o m p i l e d f r o m company r e c o r d s ? 

A. Yes, t h e y were. 

Q. And i n i n y o u r o p i n i o n w i l l t h e g r a n t i n g 
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o f t h i s a p p l i c a t i o n be i n t h e i n t e r e s t s o f 

c o n s e r v a t i o n , t h e p r e v e n t i o n o f w a s t e , and 

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

A. Yes. 

MR. BRUCE: MR. Exa m i n e r , a t t h i s t i m e I 

w o u l d move t h e a d m i s s i o n o f Santa Fe E x h i b i t s 1 

t h r o u g h 6 

EXAMINER MORROW: E x h i b i t s 1 t h r o u g h 6 

ar e a d m i t t e d . 

( S a n t a Fe E x h i b i t s 1 t h r o u g h 6 

marked f o r i d e n t i f i c a t i o n . ) 

EXAMINER MORROW: I have j u s t a 

q u e s t i o n . B e s i d e s , I t h o u g h t i t m i g h t be 

a p p r o p r i a t e , Mr. Murphy, i f you c o u l d r e f e r t o y o u r 

E x h i b i t Number 2. The ac r e a g e shaded i n y e l l o w i s 

ac r e a g e i n w h i c h Santa Fe O p e r a t i n g Energy P a r t n e r s 

has an o w n e r s h i p i n t e r e s t ; i s t h c i t c o r r e c t ? 

THE WITNESS: Yes, i t i s . 

EXAMINER MORROW: Do you o p e r a t e w e l l s 

i n t h e s o u t h h a l f o f S e c t i o n 8. 

THE WITNESS: No, we do n o t . 

EXAMINER MORROW: Are t h e r e Wolfcamp 

w e l l s i n t h o s e - -

THE WITNESS: M e r i d i a n . 

EXAMINER MORROW: And i s t h a t -- i s t h e 
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w e l l s p o t i n t h e s o u t h w e s t e a s t s o u t h w e s t ; i s t h a t a 

Wolfcamp w e l l ? 

THE WITNESS: Yes, i t i s . 

EXAMINER MORROW: Do you know what 

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

THE WITNESS: No, I do n o t . 

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

EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Murphy, y o u r comments a b o u t t h e r i s k 

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

maximum 200 p e r c e n t , I f I u n d e r s t o o d you c o r r e c t l y , 

a r e based upon g e o l o g i c r e a s o n s ? 

A. Yes. 

Q. As you u n d e r s t a n d i t , t h e r e a r e no l a n d 

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

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

g e o l o g i s t s based upon g e o l o g i c r e a s o n r i s k s ? 

A. Yes. 

Q. I a p o l o g i z e f o r n o t h a v i n g more t h a n one 

copy o f t h e E r n s t & Young 1990 s u r v e y , b u t pe r h a p s 

we c o u l d s h a r e i t c o l l e c t i v e l y among o u r s e l v e s . 

Perhaps we can have t h e w i t n e s s i d e n t i f y and mark 

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

book and -- t o see how t h e y m i g h t compare, and t h e n 
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I ' l l show i t t o t h e Examiner? 

EXAMINER MORROW: 1990, you say? 

MR. KELLAHIN: Yes, i t ' s t h e 1990 book. 

Q. The o v e r h e a d r a t e s were $626 a month --

A. Yes. 

Q. -- p r o d u c i n g w e l l r a t e and $6,200 a 

month d r i l l w e l l r a t e , d i d I remember t h a t r i g h t ? 

A. $6 , 2 60 and $626. 

Q. $6,260 and 626. Oh, I f o r g o t t h e s i x . 

I'm g o i n g t o show you t h e E r n s t & Young book on 

Page 14, f o r a i d e n t i c a l w e l l i n West Texas, and 

E a s t e r n New M e x i c o . These Wolfcamp w e l l s appear t o 

me t o be w i t h i n t h e c a t e g o r y o f d e p t h f r o m 10,000 

f e e t t o 15,000 f e e t ; i s t h a t c o r r e c t ? 

A. Yes. 

Q. And as I r e a d a c r o s s , i t says t h a t t h e 

mean m o n t h l y d r i l l i n g w e l l r a t e f o r 1990 i s $5,184 

and t h e n t h e m o n t h l y p r o d u c i n g w e l l r a t e , t h e mean 

r a t e f o r 1990 f o r w e l l s a t t h i s d e p t h i s 485. L e t 

me show you what I'm r e a d i n g f r o m . 

A. Yeah. 

Q. L e t me show i t t o t h e Examiner b e f o r e 

you r e s p o n d , Mr. Murphy. 

Mr. Murphy, y o u r p r o p o s e d o v e r h e a d r a t e s 

appear t o be i n excess o f t h e E r n s t & Young 
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t a b u l a t i o n f o r 1990 f o r i d e n t i c a l w e l l s a t t h i s 

d e p t h . How do you e x p l a i n y o u r c o n c l u s i o n t h a t y o u r 

r a t e s a r e i n l i n e w i t h t h a t s u r v e y ? 

A. W e l l t h i s i s -- t h e s e numbers t h a t I 

was g i v e n come f r o m our a c c o u n t i n g o f f i c e t h a t --

who p r o v i d e s t h e numbers. But i f H a n l e y and OCD 

b e l i e v e t h e r a t e s i n E r n s t & Young a r e p r o p e r , w e ' l l 

a c c e p t t h o s e . 

Q. L e t me go back t o t h e o w n e r s h i p map and 

p e r h a p s Number 2 i s --

MR. STOVALL: Mr. K e l l a h i n , l e t me j u s t 

i n t e r r u p t y o u . Do you want t o mark i t ? I s i t y o u r 

i n t e n t t o s u b m i t i t so t h a t we can r e f e r t o --

MR. KELLAHIN: Perhaps t o keep t h e r e c o r d 

s t r a i g h t , we m i g h t do t h a t . I w i l l t e n d e r t h a t as 

H a n l ey E x h i b i t A. I do t h a t because I ' v e numbered 

my e x h i b i t s a l r e a d y f r o m my p r e s e n t a t i o n and i t may 

c o n f u s e t h e r e c o r d s . 

So d u r i n g t h e b r e a k , Mr. E xaminer, I 

w o u l d p r o p o s e t h a t t h e E r n s t & Young - Murphy w o u l d 

be marked and t h e n s u b m i t t e d as H a n l e y E x h i b i t A. 

EXAMINER MORROW: Xerox b o t h pages and 

s u b m i t t h a t . 

MR. KELLAHIN: I s t h a t a l l r i g h t w i t h 

you ? 
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MR. BRUCE: T h a t ' s f i n e . 

MR. STOVALL: I d i d n ' t want t o l o s e 

t r a c k o f i t . 

Q. (By Mr. K e l l a h i n ) L e t me d i r e c t y o u r 

a t t e n t i o n t o E x h i b i t Number 2, when we l o o k a t 

S e c t i o n 8, Mr. Murphy? 

A. Yeah. 

Q. The d i s p l a y on E x h i b i t Number 2 shows 

t h a t w i t h t h e e x c e p t i o n o f H a n l e y ' s 40 a c r e d i a g r a m 

i n t h e n o r t h w e s t o f t h e n o r t h w e s t o f S e c t i o n 8, t h e 

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

common f e d e r a l base l e a s e ; i s t h a t c o r r e c t ? 

A. T h i s i s c o r r e c t . 

Q. When we go t o t h e s o u t h h a l f o f 

S e c t i o n 8, has t h e s o u t h h a l f been d i v i d e d i n t o two 

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

q u a r t e r and t h e n t h e s o u t h e a s t q u a r t e r ? 

A . Yes. 

Q. L e t ' s d e a l w i t h t h e n o r t h h a l f ? 

A. Okay. 

Q. C u r r e n t l y i n t h e n o r t h h a l f , Santa Fe 

has d r i l l e d t h e K a c h i n a 8 Number 1 w e l l . 

A. T h i s i s c o r r e c t . 

Q. And t h a t w e l l , l o c a t e d i n u n i t l e t t e r D 

b e i n g t h e n o r t h e a s t o f t h e n o r t h w e s t -- U n i t 
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l e t t e r C o f t h a t s e c t i o n ? 

A. Yes. 

Q. The 8 0 - a c r e s p a c i n g u n i t s t h e e a s t h a l f 

o f t h e n o r t h w e s t q u a r t e r ? 

A. Yes. 

Q. When I l o o k a t t h a t a d j o i n i n g s p a c i n g 

u n i t , t h e w o r k i n g i n t e r e s t owners w i l l be t h e 

Santa Fe Energy Group, i f you w i l l , w i t h 50 p e r c e n t , 

and t h e Heyco Company w i t h t h e b a l a n c e 50 p e r c e n t ? 

A. Yes . 

Q. And t h e n t h e Santa Fe Energy Group i s 

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

company i n some f a s h i o n ? 

A. The 50 p e r c e n t i n t e r e s t i s owned s o l e l y 

by Santa Fe Energy O p e r a t i n g P a r t n e r s . 

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

Number 8 i s s h a r e d e q u a l l y between Heyco and 

Santa Fe Energy? 

A. T h i s i s c o r r e c t . 

Q. When we l o o k a t t h e n o r t h h a l f o f t h e 

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

w e l l , r e g a r d l e s s o f where i t ' s d r i l l e d , i f t h a t i s 

t h e s p a c i n g u n i t , H a n l e y w o u l d have 50 p e r c e n t o f 

t h e w o r k i n g i n t e r e s t , Santa Fe e n e r g y w o u l d have 

25 p e r c e n t , and Heyco w o u l d have t h e l a s t 25 
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p e r c e n t ? 

A. T h i s i s c o r r e c t . 

Q. I n l o o k i n g a t t h e a p p l i c a t i o n and t h e 

d o c k e t s f o r t h e h e a r i n g t o d a y i n case 10211, you 

have asked f o r t h e f o r c e d p o o l i n g o f n o t o n l y t h o s e 

o i l zones t h a t w o u l d be spaced on 80 a c r e s , b u t 

zones t h a t w o u l d be spaced on 40 a c r e s ? 

A. No, j u s t on 80 a c r e s . 

Q. So t h e r e i s n o t an i s s u e b e f o r e t h e 

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

r i g h t s w i t h r e g a r d s t o Bone S p r i n g s o r some o t h e r 

s h a l l o w o i l zone? 

A. No . 

Q. When we l o o k a t t h e 40 a c r e t r a c t where 

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

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

A. Yes. 

Q. A l l o f t h e s h a l l o w r i g h t s above t h e t o p 

of t h e Wolfcamp o i l zone w o u l d be s h a r e d f i f t y - f i f t y 

b etween Santa Fe and Heyco w o u l d t h e y n o t ? 

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

Q. And Ha n l e y w o u l d have; no i n t e r e s t i n 

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

i n t h e s o u t h 40? 

A. Not under my o r i g i n a l p r o p o s a l . 
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Q. Okay. Under y o u r o r i g i n a l p r o p o s a l t h a t 

p r e c e d e d t h e f o r c e d p o o l i n g case, you had d i s c u s s e d 

w i t h H a n l e y t h e f o r m a t i o n o f a w o r k i n g i n t e r e s t u n i t 

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

c o u l d o b l i g a t e under a f o r c e d p o o l i n g o r d e r ? 

A. T h i s i s c o r r e c t . 

Q. Okay. You s a i d t h a t y o u r i n i t i a l 

c o n t a c t s f o r t h e K a c h i n a 8 w e l l were w i t h H a n l e y 

r e p r e s e n t a t i v e s , d i s c u s s i n g w i t h them t h e i r i n t e r e s t 

i n p a r t i c i p a t i n g w i t h Santa Fe i n t h e i r 40 a c r e 

t r a c t s so t h a t a r r a n g e m e n t s w o u l d be made f o r t h e 

K a c h i n a Number 8 w e l l ? 

A. Yes . 

Q. When d i d you make t h a t c o n t a c t ? 

A. That was done i n May o f 1990. 

Q. And w i t h whom d i d you speak? 

A. I'm n o t a b l e t o r e c a l l t h e g e n t l e m a n ' s 

name I spoke t o . 

Q. You spoke w i t h a man,, as opposed t o a 

woman? 

A. Yes. 

Q. You d o n ' t r e c a l l who t h e man was? 

A. I v a g u e l y remember Don. I d o n ' t know 

what h i s l a s t name was. 

MR. STOVALL: You're t a l k i n g a b o u t t h e 
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K a c h i n a 8. The K a c h i n a 8 i s t h e l e a s e name; i s t h a t 

c o r r e c t ? 

MR. KELLAHIN: K a c h i n a 8 i s t h e e x i s t i n g 

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

l e t t e r S e c t i o n 8. 

MR. STOVALL: K a c h i n a 8 Number 1? Make 

s u r e we're t a l k i n g a b o u t t h e r i g h t w e l l and l e a s e . 

Q. The p r o p o s e d Santa Fe w e l l and t h e s o u t h 

40 o f t h e n o r t h h a l f o f t h e n o r t h w e s t does f e d e r a l 

what -- what's t h e p r o p o s e d w e l l name? 

A. K a c h i n a 8 Number 2. 

Q. A l l r i g h t . T h a t ' s no wonder e v e r y b o d y 

i s c o n f u s e d . K a c h i n a 8 Number 1 i s t h e e x i s t i n g 

w e l l . For t h e r e c o r d , K a c h i n a Number 2 i s t h e one 

we're t a l k i n g a b o u t i n t h i s case. 

A. R i g h t . 

Q. A l l r i g h t , I'm w i t h y o u . D i d you t a l k 

t o Mr. Don Robbins? Do you t h i n k t h a t ' s t h e man 

you t a l k e d t o ? 

A. I'm n o t s u r e . I'm n o t g o i n g t o be a b l e 

t o answer t h a t . 

Q. D i d you e v e r -- d i d you f o l l o w up t h a t 

c o n v e r s a t i o n w i t h any w r i t t e n document, 

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

c o n v e r s a t i o n ? 
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A. No, I d i d n o t . 

Q. You j u s t abandoned t h e s u g g e s t i o n t h a t 

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

K a c h i n a Number 8 Number 1 w e l l based on t h a t 

c o n v e r s a t i o n ? 

A. We were eager do d r i l l t h e w e l l and were 

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

l i n e s . 

Q. L e t me see i f I u n d e r s t a n d now f o r t h e 

acr e a g e t h a t Santa Fe has i n t h e n o r t h h a l f o f 

S e c t i o n 8, t h a t i s a r o y a l t y o f o n e - e i g h t h b u r d e n i s 

t h e base l e a s e r o y a l t y an e i g h t h ? 

A. Yes, i t i s . 

Q. The n e x t sequence o f e v e n t s i s t h a t 

Santa Fe and Heyco spuds t h e K a c h i n a 8 Number 1 w e l l 

on September 2 0 t h , 1990? 

A. Yes. 

Q. Am I c o r r e c t i n my r e c o l l e c t i o n t h a t t h e 

r i g f o r t h a t w e l l was r e l e a s e d on O c t o b e r 30, 1990? 

A. I'm n o t s u r e a b o u t t h e r e l e a s e d a t e . 

Q. Am I c o r r e c t i n r e c o l l e c t i o n t h a t t h e 

c o m p l e t i o n o f t h a t w e l l o c c u r r e d on J a n u a r y 1 3 t h o f 

1991? 

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

Q. Do you have an e x p l a n a t i o n as t o why t h e 
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r i g was r e l e a s e d on O c t o b e r 30, 1990, and t h e w e l l 

n o t c o m p l e t e d u n t i l J a n u a r y 1 3 t h ? 

A. I do n o t know. Y o u ' l l have t o d i s c u s s 

t h a t w i t h an e n g i n e e r . 

Q. The s t a t e m e n t you made e a r l i e r a b o u t t h e 

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

A. Yes. 

Q. And t h e f a c t t h a t i f i t ' s l o c a t e d i n t h e 

s o u t h 40, y o u r g e o l o g i s t t e l l s you t h a t t h e 

s h a l l o w e r zone, p r i n c i p a l l y t h e Bone S p r i n g s , i s 

g o i n g t o be wet. And based upon t h a t o p i n i o n you 

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

i t ' s l o c a t e d i n t h e s o u t h 40? 

A. No . 

Q. Any o t h e r b a s i s f o r n o t a l l o c a t i n g t h e 

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

A. No, t h e r e ' s n o t . 

Q. Are you i n v o l v e d as a landsman, 

Mr. Murphy, w i t h any o t h e r a s p e c t s o f t h e AFE f o r 

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

A. No, I am n o t . 

Q. O t h e r t h a n d i s t r i b u t i n g i t t o p o t e n t i a l 

p a r t i e s t o s u b m i t i t f o r t h e i r a p p r o v a l and 

d i s c u s s i o n ? 

A. That i s c o r r e c t . 
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Q. So you w o u l d n o t be a b l e t o r e s p o n d t o 

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

AFE? 

A. No, I w o u l d n o t . 

Q. And how i t m i g h t compare t o t h e a c t u a l 

c o s t s f o r t h e K a c h i n a 8 Number 1 w e l l ? 

A. No . 

Q. I n t e r m s o f an o p e r a t i n g a greement, 

Mr. J i m Rogers o f Ha n l e y and y o u , I t h i n k , have 

exchanged c o r r e s p o n d e n c e and d i s c u s s i o n s a b o u t t h e 

model o p e r a t i n g agreements? 

A. Yes. 

Q. Can I c o n c l u d e a t t h i s p o i n t t h a t b o t h 

you and Mr. Rogers have come t o an agreement on t h e 

c o n t e n t s o f t h e o p e r a t i n g agreement i f one i s 

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

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

an o p i n i o n , b u t I t h i n k t h e r e ' s no p r o b l e m w o r k i n g 

t h a t o u t . 

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 y o u r 

p o s i t i o n i s a t t h i s p o i n t , because t h e p a r t i e s have 

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

t h i s w e l l , t h e y have d i f f e r e n c e s on who i s t h e 

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

w e l l , t h a t we need t h e e x a m i n e r ' s a s s i s t a n c e i n 
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o r d e r t o d e t e r m i n e how t o pr o c e e d ? 

A. Our e n g i n e e r w i l l d i s c u s s t h i s l a t e r . 

But b a s i c a l l y , t h e r e ' s no d i f f e r e n c e i n c o s t . 

Q. Okay. Do you b e l i e v e t h a t t h e r e i s an 

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

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

w e l l , o r a r e we g o i n g t o need t h e Examiner t o d e c i d e 

some o f t h e s e i s s u e s ? 

A. I t h i n k p r o b a b l y t h e Examiner w i l l have 

t o d e c i d e some o f t h e s e i s s u e s . 

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

r e l e a s e s on b e h a l f o f y o u r company w i t h r e g a r d s t o 

t h e K a c h i n a 8 Number 1 w e l l ? 

A. No, i t i s n o t . 

Q. D i d you know t h a t t h e r e was a p r e s s 

r e l e a s e --

A. Yes, I d i d . 

Q. -- on t h a t w e l l ? 

A . Yes, I d i d . 

Q. But t h a t was n o t s o m e t h i n g you i s s u e d ? 

A. No, i t was n o t . 

Q. I s t h a t s o m e t h i n g you can t a l k a b o u t o r 

r e s p o n d t o ? 

A. Yes i t comes f r o m o u r Houston 

management. 
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MR. KELLAHIN: May I t a k e a moment, 

Mr. Examiner. 

EXAMINER MORROW: I f i t ' s a l l r i g h t , 

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

up a q u e s t i o n Mr. K e l l a h i n a s k e d . 

D i d you say t h a t H a n l e y and Santa Fe a r e 

e s s e n t i a l l y i n agreement on what s h o u l d be c o n t a i n e d 

i n t h e o p e r a t i n g agreement o r can come t o an 

agreement ? 

THE WITNESS: Yes, I d o n ' t t h i n k t h e r e 

w i l l be any p r o b l e m w i t h t h a t . 

EXAMINER MORROW: And on t h e w e l l c o s t s , 

a l s o ? 

THE WITNESS: Well, the well costs are 
Oaf -k^B 

b a s i c a l l y t h e same. j \ RFE i n c l u d e s i t e m s t h a t t h e i r s 

does n o t , and o u r e n g i n e e r w i l l go i n t o d e t a i l on 

t h o s e . 

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

Q. (By Mr. K e l l a h i n ) Mr. Murphy, l e t me 

show you what I ' v e had marked as Ha n l e y Proposed 

E x h i b i t B and ask i f t h i s i s t h e p r e s s r e l e a s e w i t h 

w h i c h you a r e f a m i l i a r ? 

A. Yes, i t i s . 

Q. I s i t c u s t o m a r y f o r y o u r company t o 

i s s u e p r e s s r e l e a s e s o f t h i s t y p e on Wolfcamp o i l 
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w e l l s ? 

A. To my knowledge on p r o b a b l y any w e l l 

t h a t we d r i l l , t h a t we have success on, we're g o i n g 

t o have a p r e s s r e l e a s e on i t . 

Q. L e t me ask you a b o u t y o u r c o r r e s p o n d e n c e 

between you and H a n l e y . I'm i n t e r e s t e d i n y o u r 

l e t t e r o f December 1 7 t h , Mr. Murphy. 

A. Okay. 

Q. What was t h e p u r p o s e o f t h e 

December 1 7 t h l e t t e r . W i t h o u t r e a d i n g i t i n d e t a i l , 

Mr. Murphy, what was t h e i d e a t h a t you were t r y i n g 

t o convey t o Mr. Rogers o f Hanley? 

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

a l l o w them t o j o i n i n t h e w e l l , s e t up a t i m e where 

t h e y c o u l d r e f e r t h e d a t a t h a t t h e y r e q u e s t e d f o r a 

commitment t o j o i n o r f a r m o u t . 

Q. I f t h a t was y o u r o b j e c t i v e w i t h t h e 

l e t t e r , why had Santa Fe Energy asked y o u r a t t o r n e y 

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

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

December 1 1 t h , some s i x days b e f o r e you s i g n e d t h e 

l e t t e r c o n t i n u i n g d i s c u s s i o n s on p a r t i c i p a t i o n i n 

t h e w e l l ? 

A. J u s t t r y i n g t o c o v e r a l l my bases. 

Q. W e l l why w o u l d you p r o p o s e t o s t a r t 
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f o r c e d p o o l i n g a c t i o n p r i o r t o e x a u s t i n g good f a i t h 

e f f o r t s t o g e t H a n l e y t o p a r t i c i p a t e i n t h e w e l l ? 

A. Because my management had p u t t i m e 

f r ames on us t o g e t w e l l s d r i l l e d . 

Q. What i s t h a t t i m e f r a m e , Mr. Murphy? 

A. W e l l , i t depends on w h i c h w e l l i t i s . 

Q. I s t h e r e a s e t p r o c e d u r e f o r you t o 

f o l l o w i n cases l i k e t h i s ? 

A. No t h e r e ' s n o t . 

Q. When you send o u t t h e i n i t i a l p r o p o s a l 

t o any p a r t i e s l i k e H a n l e y o f f e r i n g them t o 

p a r t i c i p a t e i n a w e l l , how l o n g a t i m e do you a l l o w 

t o e x p i r e b e f o r e you f i l e a f o r c e d p o o l i n g case? 

A. I t ' s case by case, each one i s 

d i f f e r e n t . 

Q. D i d you make t h e ju d g m e n t t o d e c i d e when 

t o f i l e t h i s f o r c e d p o o l i n g case a g a i n s t Hanley? 

A. Yes, I d i d . I f e l t i n my l e t t e r s and 

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

r e a c h an a r r a n g e m e n t , and i n my e x p e r i e n c e t h a t as 

soon as you have a f o r c e d p o o l i n g o r d e r s on t h e 

d o c k e t , i t ' s e a s i e r t o come t o t e r m s , q u i c k e r on 

b o t h s i d e s . 

Q. I f y o u ' l l l o o k a t t h e sequence o f 

c o r r e s p o n d e n c e , you have p r o p o s e d t h e w e l l and soon 
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t h e r e a f t e r H a n l e y i s a s k i n g you t o p r o v i d e them some 

d a t a by w h i c h t h e y c o u l d make an i n f o r m e d c h o i c e on 

t h i s w e l 1 . 

A. Yes. 

Q. And i n r e s p o n s e t o t h a t you seek a 

f o r c e d p o o l i n g o r d e r a g a i n s t them? 

A. Yes. 

MR. KELLAHIN: No f u r t h e r q u e s t i o n s . 

MR. BRUCE: Can I ask some f o l l o w - u p 

q u e s t i o n s ? 

EXAMINATION 

BY MR. BRUCE: 

Q. Mr. Murphy, Mr. K e l l a h i n asked you i f 

t h e r e were some i s s u e s you t h o u g h t t h e Examiner 

m i g h t have t o d e c i d e ? 

A. Yes. 

Q. From what -- f r o m y o u r e x p e r i e n c e , i s 

i t y o u r o p i n i o n t h a t Santa Fe and Heyco on one s i d e 

and H a n l e y on t h e o t h e r a r e v e r y f a r a p a r t on t h e 

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

A. Yes, we a r e . 

Q. And a r e you a l s o p r e t t y f a r a p a r t on who 

s h o u l d o p e r a t e t h e w e l l ? 

A. Yes, we a r e . 

Q. And t h a t ' s r e a l l y s e p a r a t e f r o m t h e 
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o p e r a t i n g a g r e e m e n t , o r t h e t e r m s o f t h a t o p e r a t i n g 

agreement ? 

A. R i g h t . 

Q. Now, r e f e r r i n g back t o y o u r December 17, 

1990 l e t t e r , t h e r e had a l r e a d y been s e v e r a l l e t t e r s 

between t h e p a r t i e s , had t h e r e n o t . 

A. Yes, t h e r e had been. 

Q. And i s i t y o u r p o l i c y t o c o n t i n u e t o 

n e g o t i a t e even a f t e r a f o r c e d p o o l i n g a p p l i c a t i o n i s 

f i l e d ? 

A. Yes, i t i s . 

Q. Of c o u r s e , s i n c e t h i s l e t t e r t h r e e 

months have gone by, h a v e n ' t t h e y ? 

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

Q. And t h e p a r t i e s have s t i l l n o t been a b l e 

t o r e a c h t e r m s , have t h e y ? 

A . They have n o t . 

Q. Would Santa Fe p r e f e r t o have Hanley 

j o i n i n i t s wel1? 

A. Yes, we w o u l d . 

Q. And n o t g e t f o r c e d p o o l i n g ? 

A. Yes. 

Q. Now I b e l i e v e Mr. Rogers' l e t t e r o f 

November 2 6 t h d i d r e q u e s t c e r t a i n w e l l d a t a ; d i d he 

n o t ? 
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A. Yes, he d i d . 

Q. D i d Santa Fe c o n s i d e r t h a t d a t a 

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

A. Yes. We t h o u g h t t h a t i n f o r m a t i o n was 

c o n f i d e n t i a l , and t h e o n l y way we w o u l d g i v e i t up 

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

Q. And r e a l l y you t h o u g h t you were 

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

d a t a ? 

MR. KELLAHIN: O b j e c t i o n , he's l e a d i n g 

t h e w i t n e s s . 

A. Yes. 

Q. W e l l , Mr. Murphy,? 

MR. MORROW: Would you r e p h r a s e y o u r 

q u e s t i o n ? 

MR. BRUCE: Sure, Mr. Examiner. 

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

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

d a t a ? 

A. To my u n d e r s t a n d i n g and my e x p e r i e n c e , 

t h e w e l l d a t a was ne v e r — when i t was subpoenaed 

was ne v e r t u r n e d o v e r . 

Q. Never r e q u i r e d t o be t u r n e d o v e r ? 

A. Yes . 

Q. And f u r t h e r m o r e , Mr. Murphy, d i d 
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Santa Fe -- Santa Fe and Heyco t o o k a l l t h e r i s k on 

t h e 8 Number 1 w e l l ; d i d n ' t t h e y ? 

MR. KELLAHIN: O b j e c t i o n . Mr. Bruce i s 

t e s t i f y i n g f o r h i s c l i e n t s . The q u e s t i o n i s 

l e a d i n g . 

EXAMINER MORROW: T r y a g a i n , Mr. B r u c e . 

MR. BRUCE: Oh, s u r e . 

Q. Who p a i d f o r t h e 8 Number 1 w e l l ? 

A. Santa Fe Energy O p e r a t i n g P a r t n e r s and 

Harvey E. Yates Company. 

Q. H a l f and h a l f ? 

A. F i f t y p e r c e n t each. 

Q. So t h e y t o o k a l l t h e r i s k on t h a t ? 

A. Yes, we d i d . 

MR. BRUCE: N o t h i n g f u r t h e r , 

Mr. Examiner. 

MR. KELLAHIN: Couple o f f o l l o w - u p 

q u e s t i o n s , based on Mr. Bruce's c r o s s 

EXAMINATION 

BY MR. KELLAHIN: 

Q. L e t me u n d e r s t a n d t h e o p e r a t i n g 

agreement p o s i t i o n o f y o u r company, Mr. Murphy. 

Have you a g r e e d t o a c c e p t t h e o p e r a t i n g agreement 

t h a t Mr. Rogers, on b e h a l f o f H a n l e y , has s u b m i t t e d 

t o Santa Fe? 
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A. They have n o t s u b m i t t e d t o an o p e r a t i n g 

a greement. They have s u b m i t t e d changes t o t h e one I 

p r o p o s e d t o them. 

Q. Are t h o s e changes a c c e p t a b l e t o 

Santa Fe? 

A. Some o f them a r e ; some o f them a r e n o t . 

Q. So we d o n ' t have an agreement on t h e 

o p e r a t i n g ? 

A. That can be worked o u t . 

Q. I f t h e w e l l i s d r i l l e d i n t h e n o r t h 

40 a c r e t r a c t , w i l l Santa Fe p a r t i c i p a t e i n t h e w e l l 

w i t h Hanley? 

A. Yes, we w i 1 1 . 

Q. I f t h e D i v i s i o n Examiner d e c i d e s t h a t 

H a n l e y w i l l be t h e o p e r a t o r , w i l l Santa Fe 

p a r t i c i p a t e i n t h e w e l l ? 

A. Yes, we w i l l , i f t h e c o s t s a r e 

a p p o r t i o n e d o u t . 

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

t h e w e l l i s l o c a t e d i n t h e n o r t h 40? 

A. Yes. 

Q. But n o t a p p o r t i o n e d o u t i f i t ' s i n t h e 

s o u t h 40? 

A. Th a t i s c o r r e c t . 

Q. D i d you have any i n v o l v e m e n t i n t h e 
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d e c i s i o n a b o u t t h e l o c a t i o n o f t h e K a c h i n a 8 

Number 1 w e l l ? 

A. No, I have no --

Q. Are you aware t h a t i t ' s 500 f e e t f r o m 

t h e common b o u n d a r y w i t h t h e e a s t s i d e o f t h e 

s p a c i n g u n i t s t h a t w o u l d be d e d i c a t e d t o t h e K a c h i n a 

8 Number 2 w e l l ? 

A. No, I was n o t . 

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

EXAMINER MORROW: Mr., Murphy, you t a l k e d 

a b o u t y o u r e x p e r i e n c e s i n t h e a r e a . Would you p o i n t 

o u t t h e Wolfcamp w e l l s t h a t have been d r i l l e d and 

a r e o p e r a t e d by Santa Fe i n t h i s area? 

THE WITNESS: We have t h e K a c h i n a 8 

Number 1, o f c o u r s e . And we a r e c u r r e n t l y d r i l l i n g 

t h e K a c h i n a 5 Number 1. I t ' s l o c a t e d i n t h e --

l e t s see, excuse me f o r a moment.. I t ' s i n t h e s o u t h 

w e s t , s o u t h e a s t q u a r t e r o f S e c t i o n 5. 

EXAMINER MORROW: A l l r i g h t . I b e l i e v e 

I see i t s p o t t e d r i g h t t h e r e . 

THE WITNESS: Yes, s i r . Our g e o l o g i s t 

can g i v e you -- and o u r e n g i n e e r can t e l l you more 

a b o u t t h e w e l l s we do o p e r a t e a t t h e Wolfcamp t h a n I 

can . 

EXAMINER MORROW: Do you know how many 
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t h e r e are? 

THE WITNESS: We o p e r a t e n i n e t o t a l . 

EXAMINER MORROW: I n t h i s area? 

THE WITNESS: I n t h i s a r e a I b e l i e v e 

t h e r e ' s t w o , o r maybe t h r e e . 

EXAMINER MORROW: Two o r t h r e e p l u s t h e 

one d r i l l i n g ? 

THE WITNESS: Yes. 

EXAMINER MORROW: A l l r i g h t . 

MR. STOVALL: I t h i n k you asked my 

q u e s t i o n . T h a t ' s okay. 

EXAMINER MORROW: A l l r i g h t . The 

w i t n e s s may be excused. 

C a l l Mr. Thoma t o t h e s t a n d . 

(A r e c e s s was t a k e n a t 9:20 a.m.) 

JOHN L. THOMA,, 

was c a l l e d as a w i t n e s s and, h a v i n g been p r e v i o u s l y 

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

EXAMINATION 

BY MR. BRUCE: 

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

f o r t h e r e c o r d ? 

A. My name i s John Thoma. 

Q. And who do you work f o r and where, i n 

what c a p a c i t y ? 
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A. I am a s e n i o r g e o l o g i s t f o r Santa Fe 

Energy R e s o u r c e s . 

Q. And have you p r e v i o u s l y t e s t i f i e d b e f o r e 

t h e OCD as an e x p e r t g e o l o g i s t ? 

A. Yes, I have. 

Q. And y o u r c r e d e n t i a l s were a c c e p t e d as a 

m a t t e r o f r e c o r d ? 

A. Yes, t h e y were. 

Q. And a r e you f a m i l i a r w i t h t h e g e o l o g y 

i n v o l v e d i n b o t h t h e Santa Fe and H a n l e y cases? 

A. Yes, I am. 

MR. BRUCE: Mr. Ex a m i n e r , I t e n d e r t h e 

w i t n e s s as an e x p e r t . 

MR. MORROW: We a c c e p t h i s 

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

Q. Mr. Thoma, w o u l d you p l e a s e r e f e r t o 

Santa Fe E x h i b i t Number 7 and d e s c r i b e t h e 

g e o l o g i c a l b a s i s f o r y o u r Wolfcamp w e l l l o c a t i o n . 

Q. E x h i b i t Number 7 i s a montage o f s e v e r a l 

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

f o r m a t i o n , i n t h e a r e a o f i n t e r e s t . The c r o s s -

s e c t i o n on t h e b o t t o m o f t h e e x h i b i t , 

c r o s s - s e c t i o n B t o B p r i m e t r a v e r s e s t h e p r o s p e c t 

a r e a f r o m t h e s o u t h , on t h e west end o f t h e s e c t i o n 

a t P o i n t B, t o t h e e a s t , a t B p r i m e . 
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I t r u n s t h r o u g h -- i t s t a r t s i n t h e 

s o u t h and R o y a l t y West C o r b i n F e d e r a l Number 9, 

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

S e c t i o n 8, r u n s t h r o u g h t h e p r o p o s e d Santa Fe Energy 

l o c a t i o n , t h e K a c h i n a 8 Number 2 i n t h e s o u t h w e s t o f 

t h e n o r t h w e s t o f S e c t i o n 8; c o n t i n u e s i n t o t h e 

Santa Fe Energy o p e r a t e d K a c h i n a 8 Number 1, i n t h e 

n o r t h e a s t o f t h e n o r t h w e s t o f S e c t i o n 8; and t h e n 

t e r m i n a t e s i n t h e O x i F e d e r a l AG Number 2 and i n 

s o u t h w e s t — I'm s o r r y , s o u t h e a s t o f t h e n o r t h e a s t 

o f S e c t i o n 8. 

On t h a t c r o s s - s e c t i o n I ' v e h i g h l i g h t e d i n 

brown t h e b o u n d i n g m a r k e r beds f o r each o f f i v e 

p r o s p e c t i v e c a r b o n a t e i n t e r v a l s . They a r e l a b e l e d 

f r o m t o p t o b o t t o m AC, AD, AE, AF, and AG. Those 

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

The i s o p a ^ s — o r r a t h e r t h e maps on t h e 

r i g h t - h a n d s i d e o f t h e montage a r e i s o p a ^ s , c l e a n 

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

i n t e r v a l s . I n t h e p r o s p e c t a r e a I b e l i e v e t h a t 

t h e r e w i l l be t h r e e p r o s p e c t i v e c a r b o n a t e s , t h e AE, 

t h e AF, and t h e AG. 

And t h a t ' s based p r i m a r i l y on what we're 

s e e i n g d e v e l o p e d i n t h e K a c h i n a 8 Number 1, as w e l l 

as what we have seen d e v e l o p e d i m m e d i a t e l y s o u t h o f 
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t h e a r e a i n t h e West C o r b i n Number 9, and i n o t h e r 

w e l l s on t o t h e s o u t h o f t h a t . 

The c l e a n c a r b o n a t e map u t i l i t y u t i l i z e s 

a gamma r a y c u t o f f o f 40 API u n i t s . The i n t e r v a l s 

t h a t a r e mapped, t h e t h i c k n e s s e s mapped a r e shown i n 

b l u e on t h e c r o s s - s e c t i o n . That b l u e i s t h e 

c a r b o n a t e t h i c k n e s s w h i c h i s l e s s t h a n 40 API gamma 

r a y u n i t s . 

You can see f r o m l o o k i n g a t t h e t h r e e 

i s o p a ^ maps t h a t t h e o v e r a l l d e p o s i t i o n a l t r e n d s o f 

t h e c a r b o n a t e s , t h e p r o d u c t i v e c a r b o n a t e s i n t h e 

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

s o u t h w e s t . 

Each o f t h e s e c a r b o n a t e u n i t s were 

d e p o s i t e d , we b e l i e v e , Santa Fe b e l i e v e s , as 

c a r b o n a t e d e t r i t i s shed f r o m t h e Wolfcamp s h e l f edge 

t o t h e n o r t h . The p r o d u c t i o n t h e i t d e v e l o p s w i t h i n 

t h e s e c a r b o n a t e l e n s e s i s h i g h l i g h t e d on each o f t h e 

i s o p a k maps. 

For example, l o o k i n g eit t h e map i n t h e 

u pper r i g h t - h a n d c o r n e r t h e AG c a r b o n a t e -- t h e 

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

g r e e n . The o t h e r w e l l s , w h i c h have t h i c k n e s s e s o f 

t h e AG p r e s e n t , may o r may n o t have been t e s t e d i n 

t h e zone t o d a t e . 
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And t h e same i s g e n e r a l l y t r u e o f t h e AF 

map and t h e AE map, t h e p r o d u c i n g w e l l s f r o m t h a t 

i n t e r v a l a r e shown. You can see t h a t t h e r e ' s a w i d e 

s c a t t e r o f p r o d u c t i o n f r o m each o f t h e s e zones i n 

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

t h e 8 Number 2. 

F u r t h e r , i t a p p e a r s t h a t t h e r e i s a 

g e n e r a l r e l a t i o n s h i p between c a r b o n a t e t h i c k n e s s and 

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

c o n d i t i o n s i n t h e Wolfcamp. The Wolfcamp r e s e r v o i r 

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

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

c a r b o n a t e l e n s e s . 

I n t h e Santa Fe K a c h i n a w e l l , f o r 

example, we e n c o u n t e r e d a l a r g e t h i c k n e s s o f c l e a n 

c a r b o n a t e i n t h e AF zone. And i f y o u ' l l l o o k a t t h e 

two l o g s on t h e s e c t i o n , I ' v e g o t a p o r o s i t y l o g on 

t h e l e f t and a r e c i d i v i t y l o g on t h e r i g h t . And 

you can see t h a t t h e r e i s v e r y good p o r o s i t y 

d e v e l o p e d . 

I w o u l d d e f i n e good p o r o s i t y as a n y t h i n g 

g r e a t e r t h a n 4 p e r c e n t . We have up t o 10, 

12 p e r c e n t i n t h i s w e l l . And we've p r o b a b l y g o t , i f 

you use a 4 p e r c e n t c u t o f f , upwards o f 50 t o 60 f e e t 

o f m a t r i x , good m a t r i x p o r o s i t y . 
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I f you move d i r e c t l y s o u t h i n t o t h e s o u t h 

l a n d r o y a l t y w e l l you can see t h a t you have v e r y 

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

p o r o s i t y d e v e l o p e d . You can go ahead and map 

p o r o s i t y , w h i c h I have done i n t h e a r e a , and i t 

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

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

So w h e t h e r you use an i s o p o r o s i t y map o r 

a c l e a n c a r b o n a t e map, I t h i n k e i t h e r one w i l l --

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

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

I ' v e chosen t o use a c l e a n c a r b o n a t e map. 

And you can see t h a t t h e K a c h i n a w e l l , 

t h e 8-1, i s l o c a t e d r i g h t a l o n g t h e a x i s o f a f a i r l y 

w e l l d e v e l o p e d c a r b o n a t e t h i c k t r e n d i n each o f t h e 

t h r e e i n t e r v a l maps. 

You can a l s o see t h a t t h e l o c a t i o n , t h e 

p r o p o s e d l o c a t i o n , t h e 8 Number 2, i s l o c a t e d 

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

K a c h i n a 8 Number 1. And so I'm a n t i c i p a t i n g t h a t we 

w i l l e n c o u n t e r a t l e a s t t h e same c l e a n c a r b o n a t e s 

c o n d i t i o n s , and h o p e f u l l y t h e same d e g r e e o f 

p o r o s i t y d e v e l o p m e n t t h a t we've seen i n each o f 

t h e s e zones. 

The H a i l y l o c a t i o n on t h e o t h e r hand i n 
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t h e n o r t h w e s t o f t h e n o r t h w e s t q u a r t e r o f S e c t i o n 8 

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

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

t h e Wolfcamp you a r e i n c r e a s i n g y o u r r i s k , 

s t a t i s t i c a l l y i n c r e a s i n g y o u r r i s k , by m o v i n g 

t o w a r d s t h e edge o f t h e l o b e a t t h e H a n l e y 

l o c a t i o n . 

And I f e e l t h a t t h e b e t t e r o f t h e two 

l o c a t i o n s — t h e l o w e r r i s k o f t h e two l o c a t i o n s 

f o r t h e Wolfcamp w o u l d be i n t h e s o u t h w e s t o f t h e 

n o r t h w e s t o f S e c t i o n 8 where Santa Fe has l o c a t e d 

t h e we11. 

Q. Why d o n ' t you move on t o E x h i b i t 8 and 

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

A. Okay. I n t h e Bone S p r i n g s I ' v e mapped 

what we b e l i e v e i s t h e p r i m a r y c o m m e r c i a l t a r g e t i n 

t h e p r o s p e c t a r e a . And t h e r e a r e two d o l o m i t e s 

d e v e l o p e d i n t h e f i r s t Bone S p r i n g c a r b o n a t e . I ' v e 

l a b e l e d them h e r e as t h e S n i p e r d o l o m i t e and t h e 

Young deep d o l o m i t e on t h e c r o s s - s e c t i o n s . The 

c r o s s - s e c t i o n on t h i s montage A t o A p r i m e s t a r t s 

o v e r i n Young n o r t h f i e l d a t a Santa Fe o p e r a t e d 

p r o d u c i n g l o c a t i o n , t h e S h a r p s h o o t e r Number 2, 

S t a t e Number 1. 

T h a t w e l l was c o m p l e t e d i n -- i t was 
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c o m p l e t e d i n O c t o b e r o f 1989 , and i s c u r r e n t l y -

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

i s 234 b a r r e l s o f o i l a day f r o m t h e S n i p e r zone, 

w i t h no w a t e r . 

M o v i n g e a s t t o w a r d t h e p r o s p e c t a r e a , we 

move i n t o an M e r i d i a n o p e r a t e d w e l l , t h e S o u t l a n d 

R o y a l t y West C o r b i n F e d e r a l Number 9 — 19, excuse 

me. Santa Fe Energy has a w o r k i n g i n t e r e s t i n t h i s 

w e l l . B o t h t h e S n i p e r d o l o m i t e and t h e Young deep 

d o l o m i t e i s p r e s e n t i n t h i s w e l l . , There i s a 

c l e a r l y d e f i n e d o i l / w a t e r c o n t a c t i n t h e West C o r b i n 

F e d e r a l Number 19. 

I f y o u ' l l l o o k a t t h e two l o g s a g a i n on a 

c r o s s - s e c t i o n , t h e l o g on t h e l e f t i s a p o r o s i t y 

l o g , t h e l o g on t h e r i g h t i s a r e s i s t i v i t y l o g . And 

t h e o i l / w a t e r c o n t a c t i s c l e a r l y d e f i n e d by t h e 

t r a n s i t i o n f r o m h i g h e r r e s i s t i v i t y , two o r t h r e e 

h u n d r e d i n t h i s a r e a upwards t o 500 dolms d r o p p i n g 

down t o l e s s t h a n 100 dolms f o r t h e b a l a n c e o f t h e 

r e s e r v o i r . 

I n f a c t , t h e w e l l was t e s t e d a c r o s s t h a t 

o i l / w a t e r c o n t a c t , as t h e p e r f o r a t i o n s a r e shown, 

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

amount o f w a t e r . I t was c o m p l e t e d p r o d u c i n g 

54 b a r r e l s o f o i l , 276 b a r r e l s o f w a t e r p e r day. 
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And i t has r e m a i n e d a t a b o u t t h o s e r a t e s s i n c e 

c o m p l e t i o n . 

C o n t i n u i n g west i n t o t h e S o u t h l a n d 

R o y a l t y West C o r b i n F e d e r a l Number 7, a g a i n t h e r e i s 

a v e r y w e l l d e v e l o p e d d o l o m i t e , p o r o u s d o l o m i t e 

d e v e l o p m e n t , i n b o t h t h e S n i p e r and t h e Young deep 

zone. I n t h e S n i p e r i t was b o t h d r i l l s t a m p - t e s t e d 

and p r o d u c t i o n t e s t e d , and i t was p r o v e n t o be 

wet . 

From b o t h DST and -- a c t u a l l y , t h e DST 

was s o r t o f e n c o u r a g i n g . They d i d r e c o v e r some gas 

t o s u r f a c e and a l i t t l e b i t o f o i l . They went i n , 

p e r f o r a t e d i t and r e c o v e r e d -- p r o d u c e d t h e -- a 

l i t t l e w h i l e d u r i n g t e s t i n g , we were r e c o v e r i n g 

r a t e s o f 9 b a r r e l s o f o i l and 120 b a r r e l s o f w a t e r a 

day . 

You can see t h a t w e l l i s p r o x i m a l t o t h e 

p r o j e c t e d o i l / w a t e r c o n t a c t as d e f i n e d i n t h e West 

C o r b i n F e d e r a l 19. 

I m i g h t p o i n t o u t i f you l o o k , as we 

have, a t a number o f t h e s e w e l l s a c r o s s t h i s 

b o u n d a r y on t h e s t r u c t u r e map, you can see t h e 

o i l / w a t e r c o n t a c t s , and many o f t h e s e w e l l s o v e r 

h e r e as w e l l . And, i n f a c t , t h e w e l l s a l o n g t h e r e 

t h a t have been c o m p l e t e d f r o m t h e S n i p e r zone have 
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p r o d u c e d a f a i r l y l a r g e amount o f w a t e r w i t h t h e 

o i l . And, i n f a c t , some o f them have gone e n t i r e l y 

t o w a t e r a t t h i s p o i n t . 

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

K a c h i n a 8 F e d e r a l Number 2, based on t h e s t r u c t u r e 

mapping, and t h e s t r u c t u r e mapping u t i l i z e s a 

c o n s t a n t r a t e o f d i p as e s t a b l i s h e d by a number o f 

w e l l s i n t h e a r e a . And t h a t d i p i s -- r a t h e r t h e 

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

p l a c e s t h e 8 Number 2 l o c a t i o n w e l l below t h a t 

p r o j e c t e d o i l / w a t e r c o n t a c t . 

The K a c h i n a 8 F e d e r a l Number 1 came i n 

h i g h t o o u r 8 Number 2 l o c a t i o n and does have some 

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

d a t e . But based on shows and r e s i s t i v i t y , I b e l i e v e 

t h a t t h a t p r o b a b l y i s p r o d u c t i v e . I t came i n h i g h , 

b u t I b e l i e v e t h e 8 Number 2 w i l l be down d i p . 

I t ' s c l e a r a l s o f r o m l o o k i n g a t t h i s t h a t 

t h e H a n ley l o c a t i o n w i l l i n f a c t be i n t h e o i l 

p o o l . I f t h e y d e v e l o p p r o p e r r e s e r v o i r c o n d i t i o n s , 

w h i c h I b e l i e v e t h e y have a r e a s o n a b l y good chance 

o f d o i n g , I b e l i e v e t h e y w i l l have an o i l column i n 

t h e S n i p e r d o l o m i t e . 

And t h e n m o v i n g on o f f t o t h e west -- o r 

e a s t , excuse me a g a i n -- i n l o o k i n g a t t h i s O x i 
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F e d e r a l w e l l . A g a i n , t h e S n i p e r zone, w h i l e 

u n t e s t e d , i s below t h e o i l / w a t e r c o n t a c t . The Young 

deep zone was t e s t e d , and gave up l a r g e amounts o f 

w a t e r , 4,301 f e e t t o be e x a c t . 

The Young deep zone you can see i s wet 

a l l t h e way a c r o s s t h e p r o s p e c t a r e a , w i l l l i k e l y be 

low a t b o t h l o c a t i o n s and wet — b o t h t h e Ha n l e y 

and t h e K a c h i n a 8 2 l o c a t i o n . And a g a i n t h a t w a t e r 

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

t h e o i l / w a t e r c o n t a c t s has been p e n e t r a t e d i n 

s e v e r a l w e l l s and t h e Young n o r t h f i e l d n o t a b l y i n 

t h e S h a r p s h o o t e r S t a t e t o Number 1, w h i c h I 

p r e v i o u s l y d i s c u s s e d . 

Q. So, Mr. Thoma, r e g a r d i n g Santa Fe's 

p r o p o s e d l o c a t i o n f o r t h e K a c h i n a 8 Number 2, what 

i s y o u r o p i n i o n r e g a r d i n g any r e q u e s t s t h e r e may be 

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

A. Because o f t h e f a c t t h a t we d o n ' t f e e l 

t h a t t h e r e i s any p o t e n t i a l t o be had i n t h e p r i m a r y 

o b j e c t i v e i n t h i s a r e a i n t h e Bone S p r i n g , t h e 

c a r b o n a t e s , t h e S n i p e r and Young deep c a r b o n a t e , we 

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

8 Number 2. 

Q. A l t e r n a t i v e l y , what i s y o u r o p i n i o n 

r e g a r d i n g t h e w e l l i f i t ' s d r i l l e d a t H a n l e y ' s 

HUNNICUTT REPORTING 
GAIL D. VINSON, CCR 



1 

2 

3 

4 

5 

6 

7 

8 

9 

1 0 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1 

22 

2 3 

24 

25 

108 

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

A. The w e l l d r i l l e d a t H a n l e y ' s l o c a t i o n , 

i f we have no r i g h t i n t h e Bone S p r i n g , w h i c h we 

c u r r e n t l y do n o t have, and d r i l l t h e w e l l a t d r i l l 

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

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

Bone S p r i n g , t h a t i s -- because t h e y c l e a r l y a r e 

w i t h i n t h e p r o j e c t e d o i l p o o l f o r t h e S n i p e r 

d o l o m i t e . 

Q. And what p e n a l t y do you recommend 

a g a i n s t H a n l e y , i f i t goes n o n c o n s e n t and Santa Fe's 

a p p l i c a t i o n i s g r a n t e d ? 

A. I r e q u e s t c o s t s p l u s 200 p e r c e n t . 

Q. And what i s t h a t based on? 

A. That i s based on p r i m a r i l y t h e g e o l o g i c 

r i s k a s s o c i a t e d w i t h t h e Wolfcamp. 

Q. And a r e t h e r e any examples o f t h a t r i s k 

i n l o o k i n g a t y o u r Wolfcamp map? 

A. Yes. I f y o u ' l l l o o k a t t h i s p r o d u c t i o n 

map l o c a t e d a t t h e upper l e f t - h a n d c o r n e r o f t h e 

montage, I ' v e l a b e l e d o r c o l o r coded a l l Wolfcamp 

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

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

p r o d u c a b i 1 i t y o f t h e Wolfcamp v a r i e s g r e a t l y f r o m 

one l o c a t i o n t o t h e n e x t , f o r t h e v e r y r e a s o n t h a t I 
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c i t e d e a r l i e r , o f t h e e r r a t i c d e v e l o p m e n t s o f 

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

An example o f t h i s w o u l d be l o o k i n g a t 

two w e l l s , one o f them l o c a t e d i n t h e n o r t h w e s t o f 

t h e n o r t h e a s t o f S e c t i o n 18, t h a t w e l l was d r i l l e d 

by M e r i d i a n . Santa Fe has a w o r k i n g i n t e r e s t i n t h e 

w e l l , p a r t i c i p a t e d i n t h e w e l l . To d a t e -- i t was 

c o m p l e t e d i n June o f '89 — t o d a t e i t has p r o d u c e d 

60,000 b a r r e l s o f o i l and o u r e n g i n e e r s f e e l t h a t 

i t w i l l l i k e l y come i n t h e 150,000 b a r r e l r a n g e . 

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

West C o r b i n Number 16 l o c a t e d i n t h e s o u t h , 

s o u t h w e s t o f t h e -- I'm s o r r y , t h e -- y e s , t h e 

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

a Wolfcamp d r y h o l e . I t i s r i g h t now s e r v i n g as a 

d i s p o s a l w e l l f o r w a t e r i n t h e f i e l d . We p e n e t r a t e d 

f a i r l y l a r g e t h i c k n e s s e s o f c l e a n c a r b o n a t e i n t h e 

AF zone as w e l l as i n t h e AG zone. However n e i t h e r 

zone has p o r o s i t y d e v e l o p e d . 

And as a r e s u l t , t h e w e l l d u r i n g t e s t i n g 

made a t h o u s a n d b a r r e l s o f o i l , b u t was s u b s e q u e n t l y 

p l u g g e d back because o f n o n c o m m e r c i a l p r o d u c t i o n 

f r o m t h e Wolfcamp. 

And t h e r e a r e a number o f examples a r o u n d 

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

because o f t h e g e o l o g y . 

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

Santa Fe's a p p l i c a t i o n i n t h e i n t e r e s t s o f 

c o n s e r v a t i o n and t h e p r e v e n t i o n o f waste? 

A. Yes. 

Q. And were E x h i b i t s 7 and 8 p r e p a r e d by 

you o r under y o u r d i r e c t i o n ? 

A. Yes, t h e y were. 

MR. BRUCE: Mr. Exami n e r , I move t h e 

a d m i s s i o n o f Santa Fe E x h i b i t s 7 and 8. 

EXAMINER MORROW: E x h i b i t s 7 and 8 a r e 

a d m i t t e d 

( S a n t a Fe E x h i b i t s 7 and 8 

marked f o r i d e n t i f i c a t i o n . ) 

MR. KELLAHIN: Mr. C a r r , do you have 

q u e s t i o n s ? 

MR. CARR: I have no q u e s t i o n s 

EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Thoma, l e t me d i s c u s s w i t h you t h e 

Bone S p r i n g s a n a l y s i s and t h e n w e ' l l come back t o 

Wolfcamp, i f t h a t ' s a l l r i g h t ? 

A. Sure. 

Q. L o o k i n g a t t h e s t r u c t u r e map w h i c h you 
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d i s p l a y e d on E x h i b i t Number 8, what i s t h e 

s t r u c t u r a l d i f f e r e n c e between t h e Ha n l e y l o c a t i o n 

and t h e K a c h i n a 8 Number 2 l o c a t i o n i n t h a t 80 a c r e 

s p a c i n g u n i t ? 

A. The Ha n l e y -- t h e c o n t o u r i n t e r v a l on 

t h i s map i s 25 f e e t . The d a r k l i n e s a r e --

r e p r e s e n t 100 f o o t i n c r e m e n t s . The l o c a t i o n o f t h e 

Ha n l e y w e l l w o u l d be a p p r o x i m a t e l y a t 4560, so I ' d 

say a minus 4560. The Santa Fe l o c a t i o n i s 

p r o j e c t e d a t 4660, minus 4660. 

Q. H a n l e y has a p p r o x i m a t e l y 100 f o o t 

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

n o r t h 40 v e r s u s t h e Santa Fe l o c a t i o n i n t h e s o u t h 

40? 

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

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

Bone S p r i n g s , does t h a t f o l l o w t h e r e e f f r o n t t h a t 

was d e p o s i t e d f o r t h e Bone S p r i n g s so t h a t t h e f a c e 

o f t h a t r e e f f r o n t i s g e n e r a l l y o r i e n t e d e a s t west? 

I s t h a t how I r e a d y o u r s t r u c t u r e map? 

A. The s t r u c t u r e — I t h i n k y o u ' r e s t e p p i n g 

beyond what you can i n t e r p r e t f r o m t h e s t r u c t u r e 

map. The s t r u c t u r e map does n o t n e c e s s a r i l y have t o 

r e f l e c t d i p a l o n g t h e r e e f f r o n t . We're l o o k i n g a t 

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

HUNNICUTT REPORTING 
GAIL D. VINSON, CCR 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1 

22 

23 

2 4 

25 

112 

w h i c h does n o t n e c e s s a r i l y have t o d i r e c t l y a l i g n 

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

I'm n o t r e a l l y q u i t e s u r e , Tom, what 

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

p r e c i s e l y e a s t - w e s t -- on t h i s map. 

Q. On t h i s map i n t h e s t r u c t u r e , on t h e 

Bone S p r i n g s ? 

A. Yes. T h a t ' s a g a i n based on t h e c o n t r o l . 

Q. You're s a t i s f i e d t h a t you have a d e q u a t e 

c o n t r o l i n t h e Bone S p r i n g s t o make d e c i s i o n a b o u t 

t h e o r i e n t a t i o n o f t h e s t r u c t u r e : f o r t h e Bone 

S p r i n g s ? 

A. Yeah. And I ' v e used v e r y r e a s o n a b l e 

c o n t o u r i n g methods t o c o n t o u r t h i s s t r u c t u r e . You 

can see t h e r e a r e no l a r g e breaks: o r a n o m a l i e s i n 

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

— you know, based on what y o u ' r e s a y i n g o v e r t o 

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

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

So I'm n o t j u s t — you know, I'm u s i n g 

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

a r e a and s a y i n g a r e t h e r e a n o m a l i e s ? Because 

c e r t a i n l y i f t h e r e was a way t o -- a r e a s o n t o b r i n g 

a h i g h t h r o u g h h e r e , I w o u l d have been o p t i m i s t i c 

and b r o u g h t a h i g h t h r o u g h h e r e . 
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Q. And t h a t ' s what I'm a s k i n g y o u , t h e 

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

o r i e n t a t i o n as i t a p p l i e s t o t h e S e c t i o n 8 area? 

A. R i g h t . I have v e r y good c o n f i d e n c e t h a t 

i t ' s a r e a s o n a b l e and a c c u r a t e i n t e r p r e t a t i o n . 

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 f o r 

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

c a r b o n a t e , as mapped on t h e i s o p a ^ w o u l d be 

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

on t h e s t r u c t u r e so t h a t when -- so t h a t when you 

map t h e i s o p a k , y o u ' r e g o i n g t o see i t p e r p e n d i c u l a r 

t o t h e a x i s o f t h e s t r u c t u r e on S e c t i o n 8? 

A. Repeat t h a t f o r me? 

Q. When I l o o k a t t h e i s o p a ^ and compare i t 

t o t h e s t r u c t u r e map, i t l o o k s l i k e on t h e i s o p a ^ 

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

mapped on t h e isopak^ a r e p e r p e n d i c u l a r t o t h e 

s t r u c t u r e ? 

A. T h a t ' s c o r r e c t . Keep i n mind t h a t t h e 

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

t o p o f t h e c a r b o n a t e and n o t t h e s t r u c t u r e a t t h e 

base o f t h e c a r b o n a t e . The s t r u c t u r e a t t h e base 

o f t h e c a r b o n a t e may be d i f f e r e n t , because y o u ' r e 

l o o k i n g a t b a s i c a l l y sedements t h a t a r e shed o f f t h e 

r e e f and t h e y ' r e g o i n g t o d e p o s i t t h e m s e l v e s o u t o f 
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s u s p e n s i o n i n a r e a s where t h e y w i l l f l o w t o down t h e 

s l o p e . 

So t y p i c a l l y , i f you mapped t h e base o f 

t h i s c a r b o n a t e , t h e r e may be, i n f a c t , a low h e r e — 

w e l l , I s h o u l d n ' t p o i n t t o t h a t map. A low her e 

( i n d i c a t i n g ) w h i c h w o u l d have caused t h e 

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

To answer y o u r q u e s t i o n , I'm n o t s u r e 

what y o u ' r e a s k i n g me. You're r e a l l y l o o k i n g a t t h e 

map and s t a t i n g e s s e n t i a l l y what t h e map i s 

sh o w i n g . Yes, a t t h e t o p t h e d i p on t h e s e 

c a r b o n a t e s i s p e r p e n d i c u l a r t o t h e d i p on -- t o t h e 

d e p o s i t . 

Q. When we move t o t h e Wolfcamp -- you've 

mapped t h e t o p o f t h e s t r u c t u r e o f t h e Wolfcamp? 

A. No, t h e s t r u c t u r e map i s a t t h e t o p o f 

t h e AF. 

Q. The t o p o f t h e AF i s t h e b a s i s f o r t h e 

c o n t r o l o f t h e s t r u c t u r e map t h a t you've shown? 

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

Q. Would t h e s t r u c t u r e be d i f f e r e n t i f you 

had mapped t h e base o f t h e Wolfcamp? 

A. I t p r o b a b l y w o u l d be d i f f e r e n t . I t 

w o u l d show -- i t w o u l d be somewhat d i f f e r e n t , Tom. 

I h o n e s t l y c o u l d n ' t t e l l you t o what d e g r e e . I 
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mean, I ' v e done some base o f Wolfcamp mapping i n t h e 

ar e a and you see t h e r e some a r e a lows s i m i l a r t o 

what y o u ' r e s e e i n g i n t h e Bone S p r i n g a t t h e base o f 

t h e c a r b o n a t e . You're s e e i n g low a r e a s w h i c h a r e , I 

assume, f o c u s i n g t h e d e p o s i t i o n o f t h e c a r b o n a t e . 

The s e d i m e n t s a r e r u n n i n g t o w a r d s t h a t low and b e i n g 

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

B u t , a g a i n , one t h i n g I m i g h t p o i n t o u t 

between t h e s e two i n t e r v a l s i s t h a t i n t h e Bone 

S p r i n g you a r e s i t t i n g r i g h t a t t h e t o e o f t h e r e e f , 

t h e s l o p e . I n t h e Wolfcamp I b e l i e v e you a r e way 

o u t i n f r o n t o f t h e r e e f f r o n t . You're a t --

b a s i c a l l y , i f you were t o l o o k at; a c r o s s - s e c t i o n 

t h r o u g h e i t h e r t h e Bone S p r i n g o r t h e Wolfcamp r e e f 

f r o n t s , t h e Bone S p r i n g r e e f f r o n t w o u l d come down 

and r i g h t a t t h e v e r y base you w o u l d have t h e 

c a r b o n a t e d e p o s i t e d d e b r i s . 

The Wolfcamp d e b r i s -- and y o u r s l o p e i s 

f a i r l y s t e e p . As you move f u r t h e r away f r o m t h e edge 

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

o u t d r a m a t i c a l l y . 

Q. Are you s p e a k i n g o f Bone S p r i n g s ? 

A. I'm s p e a k i n g o f b o t h . I t ' s t h e same 

g e n e r a l s t r u c t u r e o f b o t h . 

So t h e s t r u c t u r e you see her e and t h e 
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r e l a t i o n s h i p between t h e s e d i m e n t s t h a t a r e 

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

s t r u c t u r a l c o n f i g u r a t i o n , may be d i f f e r e n t t h a n what 

you see i n t h e Bone S p r i n g because you a r e on a 

f l a t t e r — t h e s e d i m e n t s were d e p o s i t e d on a 

f l a t t e r s u r f a c e . 

Q. You have t a k e n t h e p o s i t i o n — o r made 

t h e g e o l o g i c j u d g m e n t t o s e p a r a t e o u t t h e Wolfcamp 

i n t o v a r i o u s zones, AF, AE, AG? 

A. R i g h t , r i g h t . 

Q. D i d you p r e p a r e a g r o s s map, i f you 

w i l l , on a l l t h e c l e a n c a r b o n a t e i n t h e Wolfcamp t o 

see what t h a t i s o p a k w o u l d l o o k l i k e ? 

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

t h r e e maps and add them t o g e t h e r , t h e y w o u l d l o o k 

l i k e t h e s e t h r e e maps. Because t h e r e ' s n o t a l o t o f 

d i s p l a c e m e n t o f t h e t h i c k s between t h e zones. The 

t h i c k s a r e s t a c k i n g , more o r l e s s . 

Q. I n o r d e r t o use t h e i s o p a k as a u s e f u l 

t o o l t o f i n d Wolfcamp o i l , 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 t h e o b j e c t i s t o p e n e t r a t e as 

many o f t h e s e Wolfcamp zones t h a t have t h e g r e a t e s t 

t h i c k n e s s ? 

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

Q. When we l o o k a t a l l y o u r i s o p a k maps, 
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one o f t h e c o n t r o l p o i n t s i s t h e K a c h i n a 8 Number 1 

w e l l ? 

A. C o r r e c t . 

Q. On t h e AG map you show t h a t as h a v i n g 

31 f e e t o f c l e a n c a r b o n a t e ? 

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

Q. And t h a t was t h e p e r f o r a t e d i n t e r v a l i n 

t h a t w e l l b ore? 

A. I show -- y e s . I mean t h i s i s t h e w e l l 

b o r e h e r e ( i n d i c a t i n g ) and t h e p e r f o r a t i o n i s 

a c t u a l l y e x t e n d e d a l i t t l e b i t b e l o w where we had 

c a r b o n a t e . 

Q. L e t me show you what we've i n t r o d u c e d as 

H a n l e y e x h i b i t s -- b e i n g , Mr. Thoma, t h i s i s t h a t 

p r e s s r e l e a s e f r o m y o u r company s u m m a r i z i n g t h e 

i n f o r m a t i o n on t h a t w e l l . I t says t h e Bone S p r i n g s 

f o r m a t i o n a l s o a p p e a r s t o be o i l b e a r i n g ? 

A. R i g h t . 

Q. D e m o n s t r a t e t h a t f o r us on y o u r l o g f o r 

t h e K a c h i n a 8 Number 1 w e l l . I t ' s shown i n t h e 

g r e e n s h a d i n g s t h e n on E x h i b i t Number 8? 

A. T h a t ' s c o r r e c t ( i n d i c a t i n g ) . 

Q. D i d you f i n d i n t h a t w e l l t h e p r e s e n c e 

o f w a t e r and -- o r t h e a p p a r e n t p r e s e n c e o f w a t e r 

i n any o f t h e Wolfcamp? 
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A. We have -- we have n o t t e s t e d e i t h e r o f 

t h e o t h e r two p r o s p e c t i v e Wolfcamp zones. I w o u l d 

— based on l o g a n a l y s i s , I w o u l d a n t i c i p a t e t h i s 

zone t o have w a t e r i n i t . 

Q. That w o u l d be t h e m i d d l e zone? 

A. I'm s o r r y , t h e AF zone, t o have w a t e r i n 

i t -- a m i x t u r e o f w a t e r and h y d r o c a r b o n s . The AE 

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

v e r y l i t t l e w a t e r , based on t h e l o g a n a l y s i s . 

Q. When we l o o k a t t h e AG zone, t h e l o w e r 

zone t h a t was p e r f o r a t e d , d i d t h a t p r o d u c e w a t e r ? 

A. No, i t d i d n o t . V e r y l i t t l e . 

Q. When we l o o k a t y o u r s t r u c t u r e map i n 

t h e Wolfcamp what i s t h e d i f f e r e n c e i n s t r u c t u r e 

between t h e H a n l e y l o c a t i o n and Santa Fe's p r o p o s e d 

l o c a t i o n f o r t h e K a c h i n a 8 Number 1? 

A. A p p r o x i m a t e l y 45 f e e t . 

Q. I s t h e o c c u r r e n c e o f w a t e r a p r o b l e m f o r 

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

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

our e x p e r i e n c e , we've p a r t i c i p a t e d i n , I b e l i e v e , 

now up t o 9 -- w e l l , 10 w e l l s . And I ' v e l o o k e d a t 

a number o f t h e o t h e r p r o d u c e r s i n h e r e . Water i s 

no t -- n o t g e n e r a l l y a s i g n i f i c a n t p r o b l e m . A l m o s t 

e v e r y Wolfcamp zone w i l l p r o d u c e c o n a t e w a t e r s , some 
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c o n a t e w a t e r . I t i s a s o l u t i o n g a s - d e r i v e d — 

r e s e r v o i r i n t h e l o w e r Wolfcamp. And w a t e r 

e n croachment t o d a t e has n o t been a p r o b l e m . 

Q. When you l o o k a t t h e s t r u c t u r e map on 

t h e Wolfcamp d i s p l a y s and f i n d t h e o r i e n t a t i o n o f 

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

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

does n o t appear t h a t you've o r i e n t e d t h e i s o p a k s so 

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

s t r u c t u r e . I s t h a t a c o r r e c t o b s e r v a t i o n o f t h e 

d i s p l a y ? 

A. I t ' s a c o r r e c t o b s e r v a t i o n . But I'm n o t 

o r i e n t i n g t h e s e ( i n d i c a t i n g ) because o f t h i s 

( i n d i c a t i n g ) . T h i s map i s a r e s u l t o f t h e d a t a you 

see h e r e and t h e c o n t r o l . I am n o t u s i n g t h e isopajtt^ 

t o c o n t r o l what t h e s t r u c t u r e s h o u l d l o o k l i k e . And 

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

of t h i s c a r b o n a t e t o c o n t r o l what t h e g e o m e t r y o f 

any o f t h e s e d e p o s i t s s h o u l d l o o k l i k e . 

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 o u g h , 

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

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

A. I n t h e Wolfcamp t h a t ' s n o t n e c e s s a r i l y 

t h a t ' s n o t n e c e s s a r i l y t r u e , , I t does n o t have 

t o be . 
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Q. So i t d o e s n ' t b o t h e r you t h a t i n mapping 

t h e c o n t o u r l i n e s f o r t h e i s o p a ] ^ t h a t t h o s e --

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

t h e s t r u c t u r e ? 

A. No. No. 

Q. L e t ' s l o o k a t t h e AG i s o p a j ^ . When we 

l o o k i m m e d i a t e l y t o t h e west on t h e z e r o l i n e — 

i m m e d i a t e l y t o t h e west o f e i t h e r o f Santa Fe o r t h e 

Han l e y l o c a t i o n and f i n d t h e z e r o c o n t o u r l i n e ? 

A. R i g h t . 

Q. The n e x t w e l l o u t t o t h e west i s n o t 

deep enough t o p r o v i d e d a t a f o r c o n t r o l p o i n t f o r 

t h e i s o p a k ; i s i t ? 

A. Which w e l l a r e you t c i l k i n g a b o u t ? 

Q. I t says NDE. I presume t h a t ' s " n o t deep 

enough"? 

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

Q. What i s t h e b a s i s , t h e n , o f d r a w i n g t h e 

z e r o l i n e as you have p u t i t on t h a t d i s p l a y ? 

A. The o v e r a l l r a t e o f t h i n n i n g and 

t h i c k e n i n g t h a t you see between w e l l s i n t h e a r e a t o 

t h e s o u t h , and t h e n on t o t h e s o u t h o f t h a t i n South 

C o r b i n — and I ' v e g o t s t r i k e , d e p o s i t i o n a l s t r i k e , 

g e n e r a l l y e s t a b l i s h e d h e r e . We've g o t t h e K a c h i n a 

w e l l , t h e 31 f e e t , and i f you go d i r e c t l y s o u t h e a s t 
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f r o m t h e -- o r s o u t h w e s t excuse me, f r o m t h e K a c h i n a 

Number 1 t o t h e West C o r b i n Number 16 i n t h e 

s o u t h w e s t o f t h e s o u t h e a s t , and 7, you have 

3 5 f e e t . 

So t h o s e two w e l l s a r e a b o u t on 

d e p o s i t i o n a l s t r i k e w i t h one a n o t h e r . And because 

you have o t h e r t h i c k e r w e l l s e a s t o f t h a t , t h e West 

C o r b i n Number 12 i n t h e n o r t h w e s t o f t h e n o r t h e a s t , 

i s t h i c k e r . 

So I b e l i e v e t h e t h i c k a x i s i s t o t h e 

e a s t o f t h e West C o r b i n 16 i n s e c t i o n 17, and t h e 

K a c h i n a Number 1 i n S e c t i o n 8. 

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

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

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

Q. When we l o o k a t t h e w e l l s p o t h e r e f o r 

t h e Santa Fe K a c h i n a 5 Number 1 w e l l --

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

Q. — i n t h e s o u t h w e s t o f t h e s o u t h e a s t o f 

Number 5? 

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

Q. Do you have any l o g s on t h a t w e l l t o 

h e l p you w i t h y o u r i n t e r p r e t a t i o n a t t h i s p o i n t ? 

A. No, Tom. 

Q. What's t h e s t a t u s o f t h e w e l l ? 
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A. I t ' s c u r r e n t l y d r i l l i n g . 

Q. There i s a n o t h e r l o c a t i o n i n t h e s o u t h 

h a l f o f S e c t i o n 8, i n t h e n o r t h e a s t o f t h e 

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

A. Yes. Th a t w e l l -- y e s , t h a t w e l l was 

l o g g e d l a s t week. 

Q. Have you i n t e g r a t e d t h e l o g s i n t o y o u r 

d i s p l a y ? 

A. They have n o t . They have n o t been -- I 

d i d n ' t have t i m e t o r e d o t h i s d i s p l a y . 

Q. So you d o n ' t know --

A. But I can t e l l you t h a t t h e y do c o n f i r m 

t h i s i n t e r p r e t a t i o n . 

Q. Okay, so you have l o o k e d a t t h e l o g s 

enough t o s a t i s f y y o u r s e l f t h a t t h e i n f o r m a t i o n f r o m 

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

i n t e r p r e t a t i o n on E x h i b i t Number 7? 

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

Q. When we l o o k i n S e c t i o n 8 o v e r i n t h e 

s o u t h e a s t o f t h e n o r t h e a s t q u a r t e r 

A. Yes. 

Q. — i t i s t h e f i r s t w e l l on y o u r B, 

B p r i m e c r o s s - s e c t i o n ? 

A. I t ' s a t P o i n t B p r i m e . 

Q. I t ' s a t P o i n t B p r i m e ? I t shows on t h e 
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AG i s o p a k t o have -- what's t h a t number 30 f e e t ? 

A. I b e l i e v e so. 

Q. T h i r t y f e e t o f n e t c l e a n c a r b o n a t e ? 

T hat was a d r y h o l e i n t h a t zone wasn't t h e r e ? 

A. They p l u g g e d i t . Whether o r n o t i t ' s a 

d r y h o l e i s v e r y q u e s t i o n a b l e . I f you l o o k a t t h e 

d r i l l stem t e s t t h a t was r u n o v e r t h i s i n t e r v a l , 

t h e y r e c o v e r e d -- t h e 651 f e e t o f s l i g h t l y o i l and 

g a s - c u t mud i n t h e sample chamber, w h i c h i s v e r y 

s i g n i f i c a n t i n r e c o v e r i n g 1300 c u b i c f e e t o f o i l , 

50 c u b i c f e e t o f mud and 4.7 c u b i c f e e t o f gas. 

T h e i r s h u t - i n p r e s s u r e - - i n i t i a l s h u t - i n p r e s s u r e 

was 5 2 6 1 . T h e i r f i n a l s h u t - i n p r e s s u r e was 5236. 

V e r y , v e r y l i t t l e drawn down. 

We h a v e n ' t done an a n a l y s i s o f t h e draw 

down b u t I'm v e r y e n c o u r a g e d by t h e r e c o v e r y we g o t 

f r o m t h a t t e s t . And I'm n o t s u r e t h a t t h a t zone 

s h o u l d be -- i s a d r y zone. 

Q. D e s p i t e y o u r assessment t h o u g h , t h e 

o p e r a t o r , based upon t h a t d r i l l stem t e s t chose n o t 

t o c o m p l e t e t h e w e l l n e t zone? 

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

Q. How i s t h e AG i s o p a k u s e f u l t o us t o 

f i n d o i l i f we're l o o k i n g f o r a r e a s o f g r e a t e s t n e t 

c l e a n t h i c k e s t c a r b o n a t e , and I f i n d an a r e a t h a t ' s 
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g o t 30 f e e t , and y e t i t ' s a t a l o c a t i o n where you 

d r i l l stem t e s t t h e w e l l and d o n ' t c o m p l e t e i t ? 

A. W e l l , t h a t ' s -- t h a t ' s one o f t h e r i s k s 

o f t h e Wolfcamp. You know, I'm n o t a b r a i n 

s u r g e o n . What I can t e l l you i s t h a t i f you d r i l l 

o u t s i d e o f where t h e AG c a r b o n a t e i s p r e s e n t , you 

f o r s u r e have a d r y h o l e . A l l r i g h t ? 

So t h e f i r s t p r e r e q u i s i t e s o f f i n d i n g 

p r o d u c t i o n i n t h e AG zone i s t o be i n t h e 

c a r b o n a t e . 

Q. Now --

A. The second p r e r e q u i s i t e i s t o have 

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

r e s e r v o i r c o n d i t i o n s c o n t r o l i n g r e s e r v o i r c o n d i t i o n s 

i n t h e AG i s f r a c t u r e s , n o t p o r o s i t y . One o f t h e 

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

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

b u t f r a c t u r e p o r o s i t y . 

M e r i d i a n , who has d r i l l e d p r o b a b l y 

upwards o f 40 w e l l s s o u t h o f h e r e — as I s t a t e d 

we've been i n 25 p e r c e n t o f t h o s e w e l l s w i t h them --

has u t i l i z e d many d i f f e r e n t t e c h n i q u e s f o r 

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

p r e s e n t i n t h e AG zone, i n c l u d i n g l o g a n a l y s i s , and 

a number o f o t h e r t e c h n i q u e s . 
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And as y e t t h e y have n o t been a b l e t o 

f i n d a s u c c e s s f u l t e c h n i q u e i n p r e d i c t i n g where t h e 

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

t h e y have them when t h e y d r i l l t h e w e l l . And we 

have n o t , e i t h e r . 

However, i f you d o n ' t have t h e c a r b o n a t e , 

y o u ' r e n o t g o i n g t o have p r o d u c t . So you've g o t --

t h e f i r s t p r e r e q u i s i t e , you've g o t t o have t h i s . 

And t h e second i s e x t r e m e l y h a r d t o d e t e r m i n e . 

Q. B o t h l o c a t i o n s meet t h e f i r s t c r i t e r i a 

o f h a v i n g c a r b o n a t e ; do t h e y n o t ? 

A. They b o t h meet t h e c r i t e r i a o f h a v i n g 

c a r b o n a t e . However, y o u r r i s k , o f e n c o u n t e r i n g 

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

a t t h e p r o p o s e d H a n l e y l o c a t i o n t h a n i t i s a t t h e 

p r o p o s e d Santa Fe l o c a t i o n because o f t h e d i f f e r e n c e 

i n t h i c k n e s s -- i n t h e c a r b o n a t e t h i c k n e s s . 

Q. To u n d e r s t a n d t h e d i s p l a y you have 

c i r c l e d i n g r e e n -- o r shaded i n g r e e n , t h o s e w e l l s 

t h a t have p e n e t r a t e d t h e AG zone o f t h e Wolfcamp and 

have been t e s t e d i n t h a t zone and p r o d u c e o i l ? 

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

Q. Can I d i s t i n g u i s h o r n o t e f r o m t h i s 

d i s p l a y w h i c h o f t h o s e w e l l s have been t e s t e d i n 

t h a t zone and n o t shown t o be p r o d u c t i v e ? 
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A. From t h i s d i s p l a y you c a n n o t . 

Q. Do you know w i t h i n t h e a r e a above t h e 

z e r o c o n t o u r l i n e on t h e AG d i s p l a y how many o f 

t h o s e a r e d r y h o l e s v e r s u s p r o d u c e r s ? 

A. From t h e AG? 

Q. Yes, s i r . 

A. No, because as I s t a t e d a moment ago, 

you c a n n o t d e t e r m i n e w h e t h e r o r n o t you have a 

p r o d u c e r f r o m a l o g a n a l y s i s o f t h e AG. The o n l y 

way you know i f you have a p r o d u c e r i n t h e AG, i f 

you've g o t t h e c a r b o n a t e i s by t e s t i n g i t . Not 

n e c e s s a r i l y by DSTing i t , as we've seen up h e r e i n 

t h e O x i w e l l -- a l t h o u g h i f I had t h a t DST, I w o u l d 

have r u n p i p e on i t . I w o u l d have recommended 

r u n n i n g p i p e . 

But s t r a i g h t f r o m l o g a n a l y s i s you c a n n o t 

d e t e r m i n e . 

Q. When we l o o k a t t h e AG i s o p a k and l o o k 

a t t h e t h i c k e s t p a r t , i f you w i l l , o r p o r t i o n o f t h e 

pod i n — I l o s t t r a c k o f my s e c t i o n s h e r e — 

S e c t i o n 9. I n s e c t i o n 9, t h e r e i s a 50 f o o t c o n t o u r 

l i n e t h a t shows t h e g r e a t e s t t h i c k n e s s on t h e 

i s o p a k . What i s y o u r c o n t r o l p o i n t f o r t h a t 

t h i c k n e s s ? 

A. There i s no c o n t r o l , o t h e r t h a n i t does 
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d e v e l o p t o t h a t t h i c k n e s s i n t h e a r e a and t h e w e l l 

i n S e c t i o n 9, i n t h e n o r t h w e s t o f t h e n o r t h e a s t 

r e a c h i n g 42 f e e t , s u g g e s t s t h a t t h e r e i s a f a i r l y -

good l i k e l i h o o d t h a t i t may t h i c k e n a l i t t l e b i t 

t h i c k e r o r t h i c k e n a l i t t l e b i t more. 

Q. When we l o o k a t t h e n o r t h e a s t , n o r t h e a s t 

o f S e c t i o n 8, t h e z e r o c o n t o u r l i n e p l u n g e s 

s o u t h w a r d l y i n t o S e c t i o n 8; what's t h e b a s i s f o r 

d o i n g t h a t ? 

A. Okay. The b a s i s i s t h e t h i n w e l l t h a t 

we have down i n S e c t i o n 18 i n t h e s o u t h , i n t h e 

s o u t h e a s t o f t h e n o r t h e a s t , w h i c h i s v e r y t h i n , f i v e 

f e e t t h i c k . That i s t h e r e a s o n f o r b i s e c t i n g t h a t 

l o b e . 

Q. When we l o o k i n t h e s o u t h w e s t o f t h e 

s o u t h e a s t o f S e c t i o n 8 and f i n d t h e w e l l shaded i n 

g r e e n , t h a t ' s g o t 21 f e e t i n i t , you see t h a t one? 

A . C o r r e c t . 

Q. D i d t h a t w e l l p r o d u c e o u t o f t h a t zone? 

A. I b e l i e v e i t d i d , Tom. I h o n e s t l y c a n ' t 

t e l l you how much. That w e l l i s c o m p l e t e d . And 

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

Wolfcamp zone and p e r f o r a t e s c l e a n c a r b o n a t e f r o m 

t h e b o t t o m up u n t i l t h e y g e t a c o m m e r c i a l p r o d u c e r . 

I n t h a t w e l l t h e y s t a r t e d i n t h e AG, I 
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b e l i e v e t h e y had n o n c o m m e r c i a l r a t e s , some were i n 

t h e r a n g e o f 20 t o 30 b a r r e l s a day. They came up 

and t h e y t e s t e d AF, AE. And t h e y added maybe s m a l l 

i n c r e m e n t s o f o i l . 

They g o t up t o t h e AC, and t h e y made 

t h e y had a b r i d g e p l u g s e t -- I r e c a l l now. I j u s t 

remembered t h e l o g . They do have a b r i d g e p l u g 

s e t . I'm s o r r y , Tom, t h e y do have a b r i d g e p l u g 

s e t i n t h e l o w e r Wolfcamp s h a l e . And t h e y a r e 

p r o d u c i n g — t h e y t e s t e d i t , b u t t h e y ' r e p r o d u c i n g 

f r o m AC, p r e d o m i n a n t l y f r o m t h e AC zone. 

Q. L e t me show you what I ' v e marked as 

Ha n l e y E x h i b i t C, and ask you i f you can i d e n t i f y 

t h i s ? 

A. I t ' s t h e c o m p l e t i o n r e p o r t , c o m p l e t i o n 

r e p o r t s on t h e K a c h i n a 8 Number 1 w e l l . 

Q. I f y o u ' l l t u r n i t o v e r on t h e back s i d e , 

i t t a l k s a b o u t , i n S e c t i o n 37 o f t h e summary o f 

p o r o u s zones, f i n d f o r us t h e Wolfcamp zones t h a t 

r e l a t e t o t h e i n f o r m a t i o n on t h e Wolfcamp e n t r i e s 

f o r t h e C108 --

A. The--

Q. I'm s o r r y , t h e C104? 

MR. STOVALL: 105. 

MR. KELLAHIN: 105. C o m p l e t i o n r e p o r t ? 
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A. Okay, 306 TO 350 w o u l d be t h e AG. 

Q. L e t me w r i t e t h a t down. The 30 --

A. 1 1306 t o 1 1350 . 

Q. -- i s t h e l a s t entry,, and t h a t w i l l be 

t h e AG? 

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

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

A. The n e x t e n t r y , n e x t s h a l l o w e r e n t r y 

f r o m 11150 t o 246 i s t h e AF. 

The n e x t e n t r y f r o m 10972 t o 11,026 w o u l d 

be t h e AE. 

Q. We're l o o k i n g a t t h e s t r u c t u r e map on 

t h e Wolfcamp E x h i b i t Number 7. D e s c r i b e f o r us t h e 

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

t o t h e s t r u c t u r a l p o s i t i o n o f t h e K a c h i n a 8 

Number 1 w e l l ? 

A. I have a l r e a d y d i s c u s s e d t h a t , Tom. 

Q. W e l l , answer t h e q u e s t i o n . What i s t h e 

f o o t a g e r e l a t i o n s h i p between t h e two? 

A. We're 50 f e e t h i g h . Are you -- t h e 

Han l e y l o c a t i o n i s 50 f e e t h i g h t o t h e p r o p o s e d — 

t o t h e p r o p o s e d — 

Q. Th a t wasn't t h e q u e s t ; i o n . L e t me do i t 

a g a i n . The K a c h i n a 8 Number 1 i s t h e c u r r e n t 

p r o d u c e r t h a t you have t o t h e o f f s e t ? 
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A. I'm s o r r y , I'm sorry,, Tom. Excuse me. 

The 8 Number 1 i s l o c a t e d a t t h e Sub C i s 7179. The 

p r o p o s e d H a n l e y l o c a t i o n i s a p p r o x i m a t e l y 7180. So 

t h e y s h o u l d be a b o u t f l a t . 

Q. Okay. 

A. Maybe a l i t t l e b i t h i g h e r . A c t u a l l y i t 

s h o u l d be a l i t t l e b i t h i g h . I t s h o u l d be more l i k e 

a b o u t 7160. The Hanley l o c a t i o n s h o u l d be a b o u t 

7160 f r o m t h a t map, w h i c h w o u l d be 19 f e e t h i g h t o 

t h e K a c h i n a 8, 1. 

Q. And t h e n as we move s o u t h we're g o i n g 

down s t r u c t u r e , and t h a t was a p p r o x i m a t e l y how many 

f e e t , t e l l me a g a i n ? 

A. 50 f e e t . 

Q. Okay. 

A. To t h e 8 Number 2 l o c a t i o n . I m i g h t 

p o i n t o u t t h a t on t h i s -- on t h i s r e p o r t , I l i s t e d 

o i l and w a t e r because when we f i r s t c o m p l e t e d t h e 

w e l l — I l i f t e d o i l and w a t e r f r o m t h e AG zone 

because when we f i r s t c o m p l e t e d t h e w e l l i t d i d 

p r o d u c e some w a t e r . 

A p p a r e n t l y i t was l o w , t h o u g h . I d i d n ' t 

know t h e w a t e r a n a l y s i s -- I d i d n ' t have t h e w a t e r 

a n a l y s i s when I d i d t h i s -- I t was v e r y e a r l y on i n 

t h e t e s t i n g o f t h e w e l l . Because as you n o t i c e when 
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we c o m p l e t e d t h e w e l l , we c o m p l e t e d i t making 59 

b a r r e l s o f w a t e r . That w a t e r has s i n c e d r i e d up. 

And i t ' s b a s i c a l l y p r o d u c i n g a l l h y d r o c a r b o n s now. 

Q. D i d you p a r t i c i p a t e , Mr. Thoma, i n t h e 

c h o i c e o f l o c a t i o n f o r t h e K a c h i n a 8 Number 1 w e l l ? 

A. Yes, I d i d . 

Q. What was t h e b a s i s f o r p i c k i n g t h a t 

l o c a t i o n ? 

A. Two r e a s o n s . One was t h e Wolfcamp, 

because I b a s i c a l l y had t h i s map p r o j e c t e d o u t t o 

t h e n o r t h e a s t as you see i t now. The o t h e r r e a s o n 

was f o r t h e Bone S p r i n g s . 

Q. You had a s u r f a c e p r o b l e m w i t h i n t h a t 

40 a c r e t r a c t , i f I'm n o t m i s t a k e n , t h a t r e q u i r e d 

you t o move t h e w e l l o f f o f a s t a n d a r d 660 l o c a t i o n ? 

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

Q. Why d i d you choose t o o move i t t o t h e 

w e s t , as opposed t o t h e e a s t ? 

A. That was done -- b a s i c a l l y , t h e 

d i r e c t i o n — t h e m i n o r movements f r o m t h e s t a n d a r d 

was chosen, f o r l a c k o f a b e t t e r w o r d , by t h e 

o p e r a t i o n s e n g i n e e r . And he's he r e and w i l l t e s t i f y 

l a t e r . 

Q. I t d i d n o t make a g e o l o g i c d i f f e r e n c e t o 

you t h e n , t o move f r o m 660 t o t h e 500 f o o t l o c a t i o n ? 
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A. W i t h t h e l e v e l o f c o n t r o l we had a t t h e 

t i m e -- and I p o i n t o u t t h a t a t t h e t i m e t h i s w e l l 

was n o t h e r e . We had a w e l l -- t h e n e a r e s t w e l l 

was t h e Oxx w e l l i n t h e southeast:, n o r t h e a s t o f 

S e c t i o n 8, and t h a t was i t . 

I was g o i n g t o say, b u t t h i s was i n t h e 

Bone S p r i n g . We had a Bone S p r i n g c o n t r o l p o i n t i n 

t h e s o u t h w e s t o f t h e s o u t h e a s t o f t h e t h i c k w h i c h 

c o n t r o l l e d t h e Bone S p r i n g . But b a s i c a l l y you were 

v e r y c l o s e t o a m i l e f r o m y o u r n e a r e s t c o n t r o l . So 

I f e l t t h a t m o v i n g t h e w e l l 100 f e e t , w i t h t h a t 

c o n t r o l , d i d make a d i f f e r e n c e . 

W i t h t h e l e v e l o f c o n t r o l we have now, 

w i t h t h e K a c h i n a 8, 1, I t h i n k i t does make a 

d i f f e r e n c e as t o where you p u t t h e w e l l . 

Q. The w e l l t o t h e n o r t h i n S e c t i o n 5 i s a t 

an u n o r t h o d o x l o c a t i o n ; i s i t not;? 

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

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

t h a t a t t h e u n o r t h o d o x l o c a t i o n f o r t h e K a c h i n a 5, 

Number 1 w e l l i n S e c t i o n 5? 

A. Because we were s t e p p i n g n o r t h f r o m t h e 

K a c h i n a 8 Number 1, and as you can see t h e r e i s no 

w e l l c o n t r o l t o t h e n o r t h o f t h e 8 Number 1. And, 

you know, I'm p u s h i n g t h e s e c o n t o u r s o u t h e r e u s i n g 
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a c o n s t a n t r a t e o f t h i c k e n i n g . And so I f e l t t h a t 

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

p r o j e c t i o n w o u l d add r i s k . 

And we had a c h o i c e o f movi n g t h e 

l o c a t i o n n o r t h f r o m t h e s t a n d a r d , t o s o l v e o ur 

t o p o g r a p h i c a l p r o b l e m s , b u t because o f t h e l a c k o f 

c o n t r o l and t h e i n c r e a s e d r i s k , I recommended t h a t 

t h e w e l l be moved s o u t h . 

Q. W i t h o u t any more i n f o r m a t i o n t h a n i t 

r e d u c e d t h e r i s k t o p l a c e t h e K a c h i n a 5 w e l l c l o s e r 

t o t h e K a c h i n a 8 Number 1 w e l l ? 

A. Repeat t h e q u e s t i o n , Tom? 

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

w e l l i n -- K a c h i n a 5 w e l l ? 

A. R i g h t , r i g h t . 

Q. You're g o i n g t o be f a r t h e r away f r o m t h e 

K a c h i n a 8 Number 1? 

A. R i g h t . 

Q. And y o u ' r e i n an a r e a where you have no 

c o n t r o l ? 

A. C o r r e c t . 

Q. And so t h e c h o i c e was based upon 

r e d u c i n g t h e r i s k by movi n g c l o s e r t o t h e K a c h i n a 8 

Number 1 w e l l ? 

A. T h a t ' s c o r r e c t . 
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Q. D i d you have any s e i s m i c i n f o r m a t i o n , 

Mr. Thoma, t o h e l p you d e f i n e t h e s t r u c t u r e ? 

A. We have had access t o s e i s m i c d a t a i n 

t h i s a r e a i n t h e Wolfcamp. And because w a t e r 

e n croachment h a s n ' t been a p r o b l e m , d e t e r m i n i n g 

where you a r e on s t r u c t u r e h a s n ' t been a v e r y h i g h 

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

We have l o o k e d a t s e i s m i c i n t h e a r e a . 

We have n o t i n c o r p o r a t e d i t i n t o any o f t h e 

i n t e r p r e t a t i o n s because we f e e l i t r e a l l y d o e s n ' t 

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

f o r e x p l o r a t i o n and d e v e l o p m e n t s i n t h e Wolfcamp. 

M e r i d i a n has used t h e d a t a t o t h e s o u t h 

i n t h e C o r b i n a r e a and t h e y g e n e r a l l y have r e a c h e d 

t h e same c o n c l u s i o n . They use i t , b u t o n l y because 

t h e y have i t . 

Q. And you've n o t used i t i n any o f y o u r 

work here? 

A. We have n o t i n c o r p o r a t e d i t i n t h e s e 

d i s p l a y s . 

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

e x a m i n a t i o n , Mr. Thoma. Thank y o u . 

MR. BRUCE: I have a c o u p l e o f f o l l o w - u p 

q u e s t i o n s , Mr. Thoma. 
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EXAMINATION 

BY MR. BRUCE: 

Q. R e f e r r i n g t o t h e i s o p a ^ on t h e -- t h e 

AG, t h e one i n t h e upper r i g h t - h a n d c o r n e r , some o f 

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

and some a r e n o t ; i s t h a t c o r r e c t ? 

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

Q. But I c a n ' t t e l l -- some may n o t be 

p r o d u c t i v e ; i s t h a t c o r r e c t ? 

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

Q. And some j u s t were n o t t e s t e d ; i s t h a t 

c o r r e c t ? 

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

Q. And one f i n a l q u e s t i o n : From what you 

j u s t t e s t i f i e d a few m i n u t e s ago, what y o u ' r e 

s t a t i n g i s t h a t t h e r e s u l t s o f t h e 8 Number 1 w e l l 

m e r e l y c o n f i r m y o u r p r i o r g e o l o g i c mapping; i s t h a t 

c o r r e c t ? 

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

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

Mr. Examiner. 

EXAMINER MORROW: Okay. A n y t h i n g more 

Mr. K e l l a h i n ? 

MR. KELLAHIN: I'm t h r o u g h , t h a n k y o u . 

EXAMINER MORROW: On t h e a l l o c a t i o n o f 

HUNNICUTT REPORTING 
GAIL D. VINSON, CCR 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

1 3 

14 

15 

16 

17 

18 

19 

2 0 

2 1 

22 

23 

2 4 

25 

136 

w e l l c o s t you t a l k e d a b o u t , Mr. Thoma, what i s t h e 

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

l o c a t i o n , i f t h e w e l l were l o c a t e d t h e r e ? 

THE WITNESS: What i s t h e e x i s t i n g 

p r o p o s e d --

EXAMINER MORROW: What do you mean by 

a l l o c a t i o n o f w e l l c o s t ? 

THE WITNESS: W e l l , t h a t i f we d o n ' t 

have r i g h t s i n t h e Bone S p r i n g , w h i c h we d o n ' t , 

because -- w e l l , i f we d o n ' t have r i g h t s t o any 

p o o l s on 40 a c r e s , w h i c h we do n o t have i n t h e 

n o r t h w e s t n o r t h w e s t , as a 100 p e r c e n t H a n l e y l e a s e , 

t h a t 40 a c r e l e a s e , i f we d r o v e t h e w e l l t h e r e , t o 

my u n d e r s t a n d i n g we w o u l d n o t have any r i g h t s on 40 

a c r e p o o l s , w h i c h t h e Bone Spring- i s . 

And so i f we d r o v e a Wolfcamp back t h e r e 

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

t o t h e Wolfcamp, we a r e p a y i n g f o r c o s t s f r o m t h e 

s u r f a c e t o t h e base o f t h e Bone S p r i n g , o r t o t h e 

t o p o f t h e Wolfcamp, f o r w h i c h we w i l l g e n e r a t e no 

rev e n u e s . 

EXAMINER MORROW: Would t h e same t h i n g 

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

H a n l e y have any i n t e r e s t down t h e r e ? 

THE WITNESS: They do n o t . We have --
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t h e r e a r e two a s p e c t s o f t h e t h e l o c a t i o n down 

t h e r e . F i r s t i s t h a t we have o f f e r e d H a n ley -- t o 

Hanley t o f o r m an 80 a c r e w o r k i n g i n t e r e s t u n i t and 

p o o l them i n t h e Bone S p r i n g r i g h t s o r i n t h e Bone 

S p r i n g -- o r i n a l l 40 a c r e p o o l s i n t h e s o u t h w e s t 

and t h e n o r t h w e s t . 

You can arg u e t h a t t h a t ' s a moot p o i n t 

because we b e l i e v e i t ' s g o i n g t o be we t . T h a t ' s 

a l s o t h e o t h e r r e a s o n why we b e l i e v e t h e y s h o u l d pay 

t h e i r c o s t s t h r o u g h t h e Bone S p r i n g . Because t h e r e 

p r o b a b l y i s n o t g o i n g t o be any r e s e r v e s t o be had. 

But we've o f f e r e d t o p o o l i n case t h e r e i s , i n case 

we f i n d a zone t h a t we're n o t e x p e c t i n g . We're 

w i l l i n g t o g i v e them --

EXAMINER MORROW: Do you know what t h e 

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

w o u l d be? 

THE WITNESS: I w o u l d p r e f e r i f one o f 

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

EXAMINER MORROW: Are you t h e one t o ask 

ab o u t t h e l o c a t i o n s t h a t H a n l e y o p e r a t e s i n t h i s 

a r e a , t h e Wolfcamp l o c a t i o n s ? I mean t h a t Santa Fe 

o p e r a t e s ? 

THE WITNESS: Am I -- I'm s o r r y ? 

EXAMINER MORROW: When I asked t h e 
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e a r l i e r w i t n e s s a b o u t t h e Wolfcamp w e l l s o p e r a t e d by-

Santa Fe i n t h i s a r e a he p r e f e r r e d t o w a i t f o r 

a n o t h e r w i t n e s s . Are you t h e one o r s h a l l we w a i t 

f o r a n o t h e r ? 

THE WITNESS: I can t e s t i f y t o t h a t . 

We have -- on t h i s d i s p l a y , i f y o u ' l l 

l o o k a t t h e Bone S p r i n g d i s p l a y , I b e l i e v e t h a t t h e 

map t h a t he had -- t h a t L a r r y had --

EXAMINER MORROW: Go ahead and l o o k a t 

t h e Wolfcamp on o v e r t h e r e -- because t h e y ' r e 

marked, t h e Wolfcamp c o m p l e t i o n s a r e marked — 

THE WITNESS: R i g h t , r i g h t . 

EXAMINER MORROW: and c i r c l e d and 

c o l o r e d y e l l o w . 

THE WITNESS: On t h e Wolfcamp d i s p l a y we 

o p e r a t e t h e K a c h i n a 8 Number 1, t h e K a c h i n a 5 

Number 1. M e r i d i a n o p e r a t e s t h e b a l a n c e o f o u r 

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

I f you go a p p r o x i m a t e l y t h r e e m i l e s west 

i n t o t h e Young n o r t h p o o l , we're l o o k i n g a t 

g e n e r a l l y t h e same Bones -- Wolfcamp r e s e r v o i r s . We 

o p e r a t e t h e Wolfcamp t e s t s i n t h e n o r t h w e s t 

n o r t h w e s t o f S e c t i o n 15. And we o p e r a t e two 

Wolfcamp t e s t s j u s t o f f t h i s map i n S e c t i o n 8 o f 

1832. So we o p e r a t e t h r e e w e l l s i n 1832, t h r e e 
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Wolfcamp w e l l s i n 1832, and two w e l l s i n 18 --

Wolfcamp w e l l s , t h a t i s , i n 1833. 

EXAMINER MORROW: I n t h e AF zone i n 

Wolfcamp i n t e r v a l i n t h e Hanley — t h e K a c h i n a 8 

Number 1, t e l l me a g a i n what you s a i d c o n c e r n i n g t h e 

p o t e n t i a l f o r t h a t i n t e r v a l ? What do you e x p e c t 

when you f i n a l l y p e r f o r a t e t h a t ? 

THE WITNESS; T h i s i n t e r v a l , t h e AF? 

EXAMINER MORROW: Yes, s i r . 

THE WITNESS: I e x p e c t o i l and w a t e r . 

I w o u l d e x p e c t f a i r l y h i g h r a t e s e v e r o i l and w a t e r 

because o f t h e p o r o s i t y . T hat may be t h e a c t u a l 

r a t e , t h e q u a l i t y o f t h e r a t e may be more dependent 

on f r a c t u r i n g . I d o n ' t know t h a t r i g h t now. 

And t h a t ' s one o f t h e t h i n g s we w i l l 

l e a r n when we p e r f o r a t e t h i s , because t h e r e a r e v e r y 

few r e s e r v o i r s i n t h e s o u t h C o r b i n p o o l t h a t have 

t h i s k i n d l y o f p o r o s i t y developed.. 

And t o d a t e most o f t h e r e s e r v o i r s a r e 

t h i n n e r r e s e r v o i r s such as t h i s AE r e s e r v o i r , and 

have shown some i n d i c a t i o n s o f f r a c t u r i n g . 

I f you b e l i e v e t h a t t h e m i c r o SFL l o g 

s p i k i n g i s an i n d i c a t o r o f f r a c t u r i n g , you do see 

some o f t h a t h e r e , and you do see i t i n some o t h e r 

w e l l s . You d o n ' t see q u i t e as much o f i t h e r e i n 
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t h e AG. And t h a t ' s s t r i c t l y a q u a n t i t a t i v e --

q u a l i t a t i v e a n a l y s i s . There's r e a l l y no way o f 

q u a n t i t a t i v e l y --

EXAMINER MORROW: You do t h i n k , t h o u g h , 

i t w o u l d be c o m m e r c i a l --

THE WITNESS: Yes, I do. 

EXAMINER MORROW: You w o u l d e x p e c t an 

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

THE WITNESS: Yes, y e s . 

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

MR. STOVALL: Yes, I j u s t want t o 

c l a r i f y my u n d e r s t a n d i n g o f what Santa Fe's p o s i t i o n 

i s as f a r as t h e l o c a t i o n . T e l l me why Santa Fe 

p r e f e r s t h e -- i t s p r o p o s e d l o c a t i o n as opposed t o 

H a n l e y ' s . I t ' s j u s t f r o m a g e o l o g i c — 

THE WITNESS: J u s t f r o m a g e o l o g i c , 

because we b e l i e v e we w i l l e n c o u n t e r t h i c k e r 

s e c t i o n s o f c a r b o n a t e i n t h e Wolfcamp. I r r e g a r d l e s s 

o f s t r u c t u r a l p o s i t i o n . F i f t y f e e t , I d o n ' t b e l i e v e 

w i l l make a s i g n i f i c a n t d i f f e r e n c e as t o w h e t h e r o r 

no t we have c o m m e r c i a l h y d r o c a r b o n p r o d u c t i o n i n 

t h e s e Wolfcamp zones i n t h e AG, AF o r AD. 

I t h i n k what w i l l d e t e r m i n e w h e t h e r o r 

no t we have c o m m e r c i a l p r o d u c t i o n i s , one, w h e t h e r 

we have t h i c k c l e a n c a r b o n a t e s ; and, t w o , w h e t h e r o r 
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n o t t h e r e ' s r e s e r v o i r d e v e l o p e d i n t h a t c a r b o n a t e . 

MR. STOVALL: But you d o n ' t e x p e c t any 

Bone S p r i n g i n y o u r l o c a t i o n ? 

THE WITNESS: T h a t ' s c o r r e c t . 

MR. STOVALL: Now w i t h H a n l e y ' s l o c a t i o n 

t h e n , do I u n d e r s t a n d you c o r r e c t l y t o say t h a t you 

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

Wolfcamp? 

THE WITNESS: T h a t ' s c o r r e c t . 

MR. STOVALL: But t h a t t h e r e i s a 

g r e a t e r p o t e n t i a l f o r Bone S p r i n g d e v e l o p m e n t . 

THE WITNESS: R i g h t . But we d o n ' t have 

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

MR. STOVALL: W e l l , I u n d e r s t a n d t h a t . 

I'm j u s t a s k i n g you as a g e o l o g i s t , n o t as an 

i n t e r e s t owner. 

THE WITNESS: No, i f we had an i n t e r e s t 

— i f we're g o i n g t o s p e c u l a t e h e r e , I guess I ' l l 

go ahead and s p e c u l a t e . I f we had an i n t e r e s t up 

h e r e , I s t i l l w o u l d n ' t d r i l l t h i s as a Wolfcamp 

l o c a t i o n . I w o u l d d r i l l i t as a Bone S p r i n g 

l o c a t i o n . And I w o u l d s t i l l d r i l l t h i s as a 

Wolfcamp l o c a t i o n ( i n d i c a t i n g ) . 

MR. STOVALL: But n o t --

THE WITNESS: But f o r o t h e r r e a s o n s t h a t 
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w i l l be t e s t i f i e d t o l a t e r . There a r e o t h e r r e a s o n s 

why I w o u l d n ' t d r i l l t h e r e , okay? T h a t go beyond 

j u s t geo1ogy. 

But g e o l o g i c a l l y s p e a k i n g , i f you t a k e 

r e s e r v o i r o u t o f i t , and you j u s t l o o k a t t h e 

g e o l o g y , I w o u l d d r i l l t h i s ( i n d i c a t i n g ) as a 

Wolfcamp w e l l , and -- y e s , I w o u l d d r i l l t h e 

8 Number 1 as a Wolfcamp -- 8 Number 2 as a Wolfcamp 

w e l l , and I w o u l d s t e p n o r t h t h e n and d r i l l t h e 

n o r t h w e s t n o r t h w e s t as a Bone S p r i n g s l o c a t i o n . 

MR. STOVALL: So you w o u l d d r i l l b o t h 

w e l l s i f you c o n t r o l l e d a l l t h e a c r e a g e ; i s t h a t 

what y o u ' r e s a y i n g ? 

THE WITNESS: R i g h t . 

MR. STOVALL: One t o t h e Bone S p r i n g s 

and t h e o t h e r one t h r o u g h t h e Bone S p r i n g t o t h e 

Wo 1f camp ? 

THE WITNESS: Wolfcamp, c o r r e c t . 

EXAMINER MORROW: I s t h e AF zone a good 

t h i c k one t h e r e i n t h e m i d d l e . 

THE WITNESS: Yes, i n d e e d . 

EXAMINER MORROW: I f you d r i l l t h e w e l l 

up l o c a t i o n n o r t h , t h e Hanley p r o p o s e d l o c a t i o n , 

what w o u l d you e x p e c t , l e s s w a t e r p r o d u c t i o n f r o m 

t h a t i n t e r v a l t h a n you w o u l d have a t y o u r 8 Number 2 
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l o c a t i o n ? 

THE WITNESS: 

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

w a t e r , w a t e r t h a t i s bound i n t h e r e s e r v o i r and w i l l 

be p r o d u c e d w i t h t h e o i l , n o t as a d r y , b u t w i t h t h e 

o i l . And i t ' s a f u n c t i o n o f t h e n a t u r e o f t h e 

r e s e r v o i r r o c k . 

I b e l i e v e t h a t t h i s i s — we d o n ' t have 

a c o r e t h r o u g h i t , b u t f r o m l o o k i n g a t samples I 

b e l i e v e i t ' s a v e r y c h a l k y l i m e s t o n e , so I b e l i e v e 

i t ' s g o i n g t o have a l o t o f w a t e r i n i t . T h a t ' s why 

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

EXAMINER MORROW: You d o n ' t t h i n k t h e 

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

THE WITNESS: No, no, I d o n ' t -- I d o n ' t 

see a o i l / w a t e r c o n t a c t i n h e r e . You l o o k a t t h e 

p o r o s i t y , l o o k i n t h e r e s i s t i v i t y l o g , you d o n ' t see 

o i l / w a t e r c o n t a c t i n h e r e . And t h a t ' s why, I d o n ' t 

t h i n k t h e r e ' s g o i n g t o be a s i g n i f i c a n t i m p a c t i n 

t h a t r e s p e c t . 

EXAMINER MORROW: T h a t ' s a l l I had. 

Anybody e l s e ? 

The w i t n e s s may be exc u s e d . 

We'11 t a k e t e n . 

(A r e c e s s was t a k e n a t 10:30 a.m. un t i 1 
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10:45 a.m.) 

EXAMINER MORROW: I b e l i e v e e v e r y b o d y i s 

h e r e . L e t ' s go ahead and s t a r t a g a i n . 

MR. KELLAHIN: Mr. Examiner, t o keep t h e 

pa p e r w o r k s t r a i g h t a t t h i s t i m e , I ' d l i k e t o move 

t h e i n t r o d u c t i o n o f Ha n l e y ' s E x h i b i t s A and B and C 

where we a r e . 

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

EXAMINER MORROW: Ha n l e y ' s E x h i b i t s A, B 

and C a r e a d m i t t e d 

( H a n l e y ' s E x h i b i t s A, B and C 

a d m i t t e d i n t o e v i d e n c e . ) 

RANDY OFFENBERGER 

was c a l l e d as a w i t n e s s and, h a v i n g been p r e v i o u s l y 

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

EXAMINATION 

BY MR. BRUCE: 

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

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

A. My name i s Randy O f f e n b e r g e r and I l i v e 

i n M i d l a n d , Texas. 

Q. And who do you work f o r and i n what 

c a p a c i t y ? 

A. I'm a s e n i o r r e s e r v o i r e n g i n e e r w i t h 

Santa Fe Energy R e s o u r c e s . 
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Q. Have you p r e v i o u s l y t e s t i f i e d b e f o r e t h e 

D i v i s i o n ? 

A. No, I h a v e n ' t . 

Q. Would you p l e a s e o u t l i n e y o u r 

e d u c a t i o n a l and work e x p e r i e n c e ? 

A. Okay, 1978 g r a d u a t e o f M a r i e t t a C o l l e g e , 

B a c h e l o r o f S c i e n c e , p e t r o l e u m e n g i n e e r i n g . S i n c e 

'78 I ' v e had 13 y e a r s o f e n g i n e e r i n g e x p e r i e n c e , 10 

b e i n g i n r e s e r v o i r , 3 b e i n g i n d r i l l i n g and 

p r o d u c t i o n w i t h C i t y S e r v i c e , S o u t h l a n d R o y a l t y 

Company w h i c h was b o u g h t o u t by M e r i d i a n and Tom 

Brown, and, more r e c e n t l y , Santa Fe. 

Q. How l o n g have you been w i t h Santa Fe? 

A. I ' v e been w i t h them a. y e a r and a h a l f . 

Q. And f o r Santa Fe a r e you i n c h a r g e o f 

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

i n t e r e s t i n Santa Fe's a p p l i c a t i o n ? 

A. Yes, I am. 

MR. BRUCE: Mr. Exami n e r , I w o u l d t e n d e r 

Mr. O f f e n b e r g e r as a e x p e r t i n r e s e r v o i r 

e n g i n e e r i n g . 

EXAMINER MORROW: A l l r i g h t . 

Q. Mr. O f f e n b a r g e r , w o u l d you r e f e r t o 

Mr. Thoma's D e p o s i t i o n E x h i b i t 7 and d e s c r i b e t h e 

p a t t e r n o f Wolfcamp d e v e l o p m e n t i n t h i s p o o l ? 
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A. Okay. On E x h i b i t 7, on t h e p r o d u c t i o n 

map h e r e , we have h i g h l i g h t e d a f i e l d d e v e l o p m e n t 

p a t t e r n t h a t ' s been e s t a b l i s h e d i n t h e s o u t h C o r b i n 

Wolfcamp f i e l d . The h i g h l i g h t h e r e i s i n a l i n e 

w i t h t h e d i a g o n a l 8 0 - a c r e s p a c i n g f o r t h a t f i e l d 

w h i c h has been p r e d o m i n a n t l y d e v e l o p e d by M e r i d i a n . 

And as you can see h e r e f r o m t h e 

h i g h l i g h t s , we have a n o r t h e a s t s o u t h w e s t p a t t e r n o f 

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

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

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

We have s e l e c t e d t h a t l o c a t i o n n o t o n l y 

f o r g e o l o g i c r e a s o n s l i k e John had m e n t i o n e d , b u t 

a l s o f o r r e s e r v o i r r e a s o n s , t h a t we have e x p e r i e n c e d 

t h r o u g h our j o i n t i n t e r e s t i n t h e s e w e l l s down h e r e 

w i t h M e r i d i a n o i l company. 

Q. R e g a r d i n g t h a t r e s e r v o i r , have you 

r e v i e w e d t h e r e c o r d o f case — OCD Case 8802, i n 

w h i c h t h e South C o r b i n Wolfcamp p o o l r u l e s were 

e s t a b 1 i shed? 

A. Yes, I have. 

Q. And have you r e v i e w e d t h e e x h i b i t s and 

t h e t e s t i m o n y i n t h a t case? 

A. Yes, I have. 

Q. C o u l d you d i s c u s s t h e outcome o f t h a t 
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case f o r t h e Exami n e r , p l e a s e ? 

A. That case a d d r e s s e d t h e i s s u e o f f i e l d 

s p a c i n g r u l e s i n t h e South C o r b i n Wolfcamp. And i n 

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

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

d e v e l o p m e n t i s 8 0 - a c r e s p a c i n g . From t h a t 

i n f o r m a t i o n t h e y d e t e r m i n e t h a t t h e d i a g o n a l w e l l 

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

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

Q. And what i n t h a t case — what was t h e 

d r a i n a g e w h i c h M e r i d i a n e s t a b l i s h . e d i n t h a t case --

or I b e l i e v e i t was S o u t h l a n d R o y a l t y Company, was 

i t n o t ? 

A. I t was S o u t h l a n d Roya.lty Company d u r i n g 

t h e t i m e o f w h i c h t h e y were b e i n g p u r c h a s e d by 

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

Q. Okay. And what d r a i n a g e was e s t a b l i s h e d 

by M e r i d i a n -- o r S o u t h l a n d R o y a l t y ? 

A. They had e s t a b l i s h e d 8 0 - a c r e p r o r a t i o n 

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

80 a c r e s i s t h e f e a s i b l e d rainage: p a t t e r n . 

Q. And what does t h e a v e r a g e w e l l r e c o v e r , 

t h e a v e r a g e Wolfcamp w e l l r e c o v e r , i n t h a t p o o l ? 

A. Based on t h e i r t e s t i m o n y , t h e y had 

i d e n t i f i e d t h a t t h e a v e r a g e w e l l i n i n a r e a can 
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r e c o v e r a p p r o x i m a t e l y 100,000 b a r r e l s o f o i l . T hat 

t e s t i m o n y was p r e s e n t e d back i n '86. And s i n c e t h a t 

t i m e we've u p d a t e d a l o t o f o u r p r o d u c t i o n and 

p r o j e c t i o n s and s u p p o r t t h a t r e c o v e r y . We f e e l 

s t i l l t o d a y t h a t 100,000 p e r w e l l i s what we f e e l i s 

a t y p i c a l Wolfcamp r e c o v e r y number. 

Q. Now u s i n g t h a t number w o u l d you compare 

d r a i n a g e a t Santa Fe's p r o p o s e d l o c a t i o n w i t h 

H a n l e y ' s p r o p o s e d l o c a t i o n ? 

A. We have an e x i s t i n g p r o d u c e r h e r e , t h e 

K a c h i n a 8 Number 1, t h a t i s p r o d u c i n g o u t o f t h e AG 

Number 1. We're l o o k i n g a t t h a t w e l l as p r o b a b l y a 

t y p i c a l Wolfcamp w e l l , w h i c h we can r e c o g n i z e t h e r e 

w i l l l i k e l y be an a p p r o x i m a t e 8 0 - a c r e o f d r a i n a g e 

e x p e r i e n c e d by t h a t p r o d u c e r . 

And by o u r 8 Number 2 l o c a t i o n , what we 

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

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

c a p t u r e d w i t h t h e Hanley Wolfcamp w e l l . Based on 

p r e s s u r e d a t a t h a t we have e x p e r i e n c e d i n o t h e r 

f i e l d s , p a r t i c u l a r l y o v e r h e r e i n S e c t i o n 15 where 

M e r i d i a n has d r i l l e d 40 a c r e o f f s e t w e l l s --

e s s e n t i a l l y 40 a c r e -- i t ' s a s t a t e w i d e s p a c i n g 

t h e r e . 

Q. Are t h o s e Wolfcamp w e l l s ? 
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A. Those a r e Wolfcamp w e l l s . And t h o s e 

were d e v e l o p e d -- t h e o r i g i n a l l e a s e h o l d e r t h a t 

M e r i d i a n had a c q u i r e d t h e a c r e a g e f r o m f o r c e d them 

t o d r i l l t h e 40 a c r e w e l l s . And what t h e y ' v e seen 

f r o m t h e f i r s t w e l l t o t h e second w e l l , a f t e r s i x 

months o f p r o d u c t i o n -- k e e p i n g i n mind t h a t t h a t i s 

an e q u i v a l e n t 4 0 - a c r e o f f s e t -- t h e y ' v e seen 1,000 

pounds go up i n i n t e r f e r e n c e d r a i n a g e f r o m one w e l l 

t o t h e 40 a c r e o f f s e t . 

And t h a t ' s s u p p o r t i n g more o r l e s s why we 

f e e l t h a t we need t o s t i c k t o an 8 0 - a c r e p r o g r a m 

o v e r h e r e a t t h e C o r b i n -- South C o r b i n Wolfcamp. 

Q. Now, t h e M e r i d i a n w e l l s you j u s t 

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

Wo1f camp? 

A. Yes, s i r . 

Q. And w o u l d t h a t p r e s s u r e d r o p t h a t 

M e r i d i a n has seen i n s i x months, w o u l d t h a t i n d i c a t e 

i n t e r f e r e n c e on a 40 a c r e s p a c i n g ? 

A. Yes, i t w o u l d . 

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

same c a r b o n a t e as t h e K a c h i n a 8 Number 1? 

A. Yes, t h e y a r e — t h e AG c a r b o n a t e . 

Q. What i s y o u r e s t i m a t i o n o f r e s e r v e s t h a t 

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

HUNNICUTT REPORTING 
GAIL D. VINSON,, CCR 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1 

22 

23 

2 4 

25 

150 

n o r t h w e s t q u a r t e r o f S e c t i o n 8, i f t h e w e l l i s 

d r i l l e d a t H a n l e y ' s p r o p o s e d l o c a t i o n ? 

A. Assuming t h a t we can e n c o u n t e r a t y p i c a l 

w e l l , o r Ha n l e y e n c o u n t e r s a t y p i c a l w e l l and we 

have a t y p i c a l w e l l , we're l o o k i n g a t some d r a i n a g e 

i n t e r f e r e n c e between t h o s e two w e l l s . And a l o n g 

t h a t l i n e , we're l o o k i n g a t a p o r t i o n o f t h e 

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

what we f e e l has been e s t a b l i s h e d d r a i n a g e r a d i u s e s 

o v e r i n t h i s a r e a . 

Q. But have you made an e s t i m a t e o f how 

many b a r r e l s w o u l d be l e f t -- b a r r e l s o f o i l w o u l d 

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

i f H a n l e y ' s w e l l i s d r i l l e d as opposed t o 

Santa Fe's? 

A. Yes, I have. I f t h i s w e l l i s d r i l l e d 

w i t h i n t h e n e x t f o u r t o f i v e months, my e s t i m a t e 

based on v o l u m e t r i c a n a l y s i s a ssuming 100,000 b a r r e l 

r e c o v e r y f o r t h e Ha n l e y l o c a t i o n , we're e s t i m a t i n g 

a p p r o x i m a t e l y 40, o r 50 t o 60 p e r c e n t o f a t y p i c a l 

Wolfcamp w e l l r e s e r v e s w i l l be l e f t b e h i n d , one 

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

t h e r e s e r v o i r u n d r a i n e d . 

Q. So y o u ' r e e s t i m a t i n g 50,000 t o 60,000 

b a r r e l s w o u l d n o t be r e c o v e r e d by H a n l e y ' s w e l l s ? 
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A . T h a t ' s t r u e . 

Q. And now r e g a r d i n g o f f s e t w e l l s , l o o k i n g 

t o t h e s o u t h h a l f o f S e c t i o n 8, how many w e l l s a r e 

i n t h a t s o u t h w e s t q u a r t e r ? 

A. We have t h r e e w e l l s h e r e , two b e i n g 

p r o d u c e r s and one p i p e has been s e t i n t h e n o r t h e a s t 

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

Q. So t h e r e a r e two w e l l s i n t h e s o u t h w e s t 

q u a r t e r o f S e c t i o n 8 w h i c h a r e now c o m p l e t e d o r soon 

w i l l be c o m p l e t e i n t h e Wolfcamp; i s t h a t c o r r e c t ? 

A. There a r e two t h a t a r e c o m p l e t e d i n t h e 

Wolfcamp and t h e r e i s one t o be c o m p l e t e d i n t h e 

Wolfcamp. 

Q. I was j u s t l o o k i n g a t t h e s o u t h w e s t 

q u a r t e r now. 

A. Oh, t h e s o u t h w e s t , r i g h t . T here's one 

p r o d u c i n g and one t o be c o m p l e t e d . 

Q. And i n y o u r o p i n i o n w o u l d t h a t w e l l i n 

t h e n o r t h e a s t q u a r t e r o f t h e s o u t h w e s t q u a r t e r o f 

S e c t i o n 8, w o u l d t h a t d r a i n a p o r t i o n o f t h e s o u t h 

h a l f o f t h e n o r t h w e s t q u a r t e r , i f t h e w e l l — i f 

Santa Fe's w e l l i s n o t good? 

A. I b e l i e v e i t w i l l . 

Q. And do you have an e s t i m a t i o n o f what 

p e r c e n t o f t h a t 50,000 t o 60,000 b a r r e l s w o u l d be 
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d r a i n e d by t h a t w e l l i n t h e s o u t h e a s t q u a r t e r -- I 

mean i n t h e n o r t h e a s t q u a r t e r o f t h e s o u t h w e s t 

q u a r t e r ? 

A. A p p r o x i m a t e l y , p r o b a b l y , 30,000 b a r r e l s 

o f o i l . 

Q. And t h e r e m a i n d e r w o u l d j u s t be l e f t i n 

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

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

Q. So, and I b e l i e v e -- were you h e r e 

e a r l i e r w h e t h e r Mr. Murphy was t e s t i f y i n g a b o u t l a n d 

o w n e r s h i p ? 

A. Yes, I was. 

Q. And Santa Fe's i n t e r e s t i n t h e K a c h i n a 8 

Number 1 w e l l i s a b o u t 25 p e r c e n t -- i s 25 p e r c e n t ; 

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

A. C o u l d you r e s t a t e t h a t ? 

Q. Santa Fe's and Heyco's i n t e r e s t i n t h e 

K a c h i n a 8 Number 2 w e l l , t h e p r o p o s e d w e l l , w h e t h e r 

i t ' s d r i l l e d a t H a n l e y ' s o r Santa Fe's l o c a t i o n , 

t h e y ' r e each 25 p e r c e n t ? 

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

Q. And i n t h e s o u t h w e s t q u a r t e r , Santa Fe's 

i n t e r e s t i s o n l y 19 p e r c e n t ; i s t h a t c o r r e c t ? 

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

Q. And Heyco's i n t e r e s t i s z e r o p e r c e n t ? 
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A. T h a t ' s c o r r e c t . 

Q. So i f t h e r e s e r v e s i n t h e s o u t h h a l f o f 

t h e n o r t h w e s t q u a r t e r a r e g o i n g t o be r e c o v e r e d by 

t h e w e l l s , t h e w e l l o r w e l l s i n t h e s o u t h w e s t 

q u a r t e r , t h a t w i l l i m p a i r Santa Fe's and Heyco's 

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

A. Yes, i t w i l l . I m i g h t m e n t i o n a l s o a t 

t h i s t i m e , i f I may, i s t h a t M e r i d i a n O i l Company, 

t h e y d i d g e t i n c o n t a c t w i t h us and a g r e e d t o 

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

a l o c a t i o n t h a t w o u l d e f f i c i e n t l y and e f f e c t i v e l y 

d r a i n o u r a r e a . And l i k e w i s e t h e y do have o w n e r s h i p 

i n S e c t i o n 7, i n t o t h e s o u t h h a l f o f 8. They do n o t 

have o w n e r s h i p i n t h e s o u t h h a l f o f 8. 

Q. Now you m e n t i o n i n S o u t h l a n d R o y a l t y , 

Case 8802, you m e n t i o n economics and some economic 

t e s t i m o n y t h e r e . Are t h e a s s u m p t i o n s t h a t S o u t h l a n d 

R o y a l t y Company made i n t h a t case s t i l l v a l i d ? 

A. I b e l i e v e so. They used $20 o i l and 

$1.50 gas and I t h i n k t h a t ' s w i t h i n r e a s o n o f 

t o d a y ' s p r o d u c t p r i c e s t h a t we're s e e i n g . 

Q. I n r e f e r r i n g t o t h e n o r t h e a s t q u a r t e r o f 

s e c t i o n 17, i s t h e r e a p r o p o s e d l o c a t i o n i n t h a t 

a rea? 

A. Yes, t h e r e i s . On t h e map i t s e l f , you 
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can see t h a t t h e r e i s an i n d u s t r y l o c a t i o n i n t h e 

n o r t h w e s t and t h e n o r t h e a s t q u a r t e r w h i c h M e r i d i a n 

has p r o p o s e d t h a t w e l l -- l e t me r e p h r a s e t h a t . 

Santa Fe has p r o p o s e d t h a t w e l l t o M e r i d i a n , and 

have s i n c e , based on what we've seen i n d i s c u s s i o n 

w i t h them, we have m u t u a l l y a q r e e d t o move t h a t 

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

n o r t h e a s t , n o r t h e a s t o f 17. 

Q. So i t w o u l d c o n f o r m t o t h e f i e l d - w i d e 

w e l l s s p a c i n g c u r r e n t l y i n e f f e c t ? 

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

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

Wolfcamp w e l l a t Santa Fe's p r o p o s e d l o c a t i o n be i n 

t h e i n t e r e s t s o f c o n s e r v a t i o n and p r e v e n t i o n o f 

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

A. Based on what we've seen o u t h e r e i n t h e 

Wolfcamp, I b e l i e v e t h a t ' s c o r r e c t . 

Q. And c o n v e r s e l y , i n y o u r o p i n i o n , w i l l 

d r i l l i n g o f t h e Wolfcamp a t H a n l e y ' s l o c a t i o n h i n d e r 

Santa Fe's and Heyco's c o r r e l a t i v e r i g h t s ? 

A. Yes. 

Q. And w i l l i t a l s o r e s u l t i n waste? 

A. Yes. 

MR. BRUCE: Mr. Exami n e r , I have no 

f u r t h e r q u e s t i o n s a t t h i s t i m e . I w o u l d ask t h a t 
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t h e Examiner i n c o r p o r a t e t h e r e c o r d o f Case 8802 i n 

t h e r e c o r d o f t h i s case. 

MR. KELLAHIN: I w o u l d o b j e c t , 

Mr. Examiner. 

EXAMINER MORROW: What's t h e b a s i s o f 

y o u r o b j e c t i o n ? 

MR. KELLAHIN: The o r d e r e n t e r e d i n t h a t 

case e s t a b l i s h i n g t h e p o o l r u l e s i s Or d e r R-8181B; 

t h e o r d e r speaks f o r i t s e l f . We're n o t h e r e t o 

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

p o o l r u l e s . I t h i n k i t ' s i n a p p r o p r i a t e t o 

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

c ase. T h i s i s n o t an a t t a c k on t h e p o o l r u l e . 

MR. BRUCE: Mr. Exam i n e r , we're n o t 

a t t a c k i n g t h e p o o l r u l i n g s . But I t h i n k i t s e r v e s 

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

Mr. O f f e n b e r g e r has j u s t g i v e n , and a l s o w i l l a s s i s t 

t h e Examiner i n d e t e r m i n i n g w h e t h e r o r n o t w a s t e 

w i l l o c c u r i f Santa Fe's a p p l i c a t i o n i s n o t g r a n t e d . 

MR. STOVALL: Mr. E x a m i n e r , i f I m i g h t 

a d v i s e you — o r make some comments and 

s u g g e s t i o n s , I t h i n k Mr. O f f e n b e r g e r has t e s t i f i e d 

t o t h e e s s e n t i a l e l e m e n t s o f what's i n t h a t case; i s 

t h a t c o r r e c t , Mr. B r u c e . 

MR. BRUCE: I t h i n k t h e b a s i c f i n d i n g s 
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o f t h e case. 

MR. STOVALL: I'm s o r r y , go ahead. 

MR. BRUCE: I s a i d I t h i n k he s t a t e d t h e 

b a s i c f i n d i n g s o f t h a t case. 

MR. STOVALL: And by i n c o r p o r a t i n g t h e 

r e c o r d , you c o m p l i c a t e y o u r j o b a l i t t l e b i t . You 

need t o — p e r h a p s you can r e s e r v e t h a t q u e s t i o n o r 

a c t on i t . The o n l y q u e s t i o n w o u l d be -- i s n o t 

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

w h e t h e r i t r e a l l y h e l p s you o r w h e t h e r you want t o 

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

c o n s i d e r a t i o n on y o u r p a r t n o t a -- I'm t r y i n g t o 

save you some wo r k , t h a t ' s what I'm t r y i n g t o do, 

Mr. Examiner. 

And you know, u n l e s s Mr. Bruce f e e l s t h a t 

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

p a r t i c u l a r l y r e l e v a n t -- I d o n ' t d i s a g r e e -- I'm n o t 

s u g g e s t i n g t h a t t h e i n f o r m a t i o n i s n o t h e l p f u l . But 

I t h i n k i t ' s j u s t -- becomes v o l u m i n o u s , q u i t e 

f r a n k l y . 

I f we can i d e n t i f y a n y t h i n g t h a t w o u l d be 

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

g o t t h a t m i g h t be u s e f u l , t h a t w o u l d be n i c e . And 

o f c o u r s e t h e o r d e r i s -- o b v i o u s l y a f f e c t s t h i s 

case d i r e c t l y . The f i n d i n g s - - t h e o r d e r and 
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f i n d i n g s I t h i n k . --

MR. BRUCE: W e l l , t h a t ' s f i n e , i f you 

t a k e t h e o r d e r and f i n d i n g s i n t o t h e r e c o r d , I d o n ' t 

have any p r o b l e m w i t h t h a t . 

EXAMINER MORROW: L e t ' s do t h a t t h e n , 

t h a t sounds l i k e s o m e t h i n g we can a l l a g r e e on. 

MR. KELLAHIN: I have no o b j e c t i o n , 

Mr. E x a m i n e r . 

EXAMINER MORROW: A l l r i g h t , f i n e . 

Excuse me. We t o o k - - what was t h e o r d e r number. 

MR. STOVALL: I t h i n k i t w o u l d be R8181B 

and t h e n t h e p o o l r u l e s were made permanent by 

R8181C. 

EXAMINER MORROW: L e t t h e r e c o r d show 

t h a t we t o o k n o t i c e o f t h a t , p l e a s e . 

MR. STOVALL: L e t me ask you w h e t h e r i n 

c o n n e c t i o n w i t h -- can you t e l l me what 8181 and 

8181A a d d r e s s , a r e t h e y r e l e v a n t ? 

MR. BRUCE: 8181 d e n i e d t h e r e q u e s t . 

8181A was an o r d e r nunc p r o t u n c , j u s t c o r r e c t i n g 

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

MR. STOVALL: And B was t h e 

MR. BRUCE: Was t h e de novo --

MR. STOVALL: Okay. 

EXAMINER MORROW: Mr. C a r r , a r e you up? 
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MR. CARR: I have no q u e s t i o n s . 

EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. H o f f e n b e r g e r you have d e s c r i b e d --

i s i t H o f f e n b e r g e r ? 

A. No, i t ' s O f f e n b e r g e r , s t a r t s w i t h an 0. 

Q. How do you s p e l l i t ? 

A. O-F-F-E-N-B-E-R-G-E-R. 

Q. O f f e n b e r g e r ? 

A. R i g h t . 

Q. Mr. O f f e n b e r g e r , you have r e l i e d upon 

t h e p o o l r u l e s f o r t h e South C o r b i n Wolfcamp p o o l t o 

s u p p o r t y o u r argument c o n c e r n i n g m a i n t a i n i n g a w e l l 

p a t t e r n t h a t w o u l d p u t w e l l s so t h a t you w o u l d n o t 

have Wolfcamp w e l l s on o f f s e t t i n g 40 a c r e t r a c t s ? 

A. E s s e n t i a l l y , t h a t ' s t h e b a s i s o f my 

t e s t i m o n y . 

Q. Are you f a m i l i a r w i t h t h o s e r u l e s ? 

A. The 4 0 - a c r e , o r t h e 8 0-acre s p a c i n g 

r u l e s ? 

Q. A l l t h e r u l e s i n t h e South C o r b i n 

Wolfcamp t h a t a r e i s s u e d under O r d e r 8181B? 

A. Not t h e t o t a l d e t a i l s . I am f a m i l i a r 

t h a t s p a c i n g i s 80 a c r e s p e r r a t i o u n i t . 

Q. Are you f a m i l i a r w i t h R u l e 2 o f t h a t 
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o r d e r t h a t does n o t s p e c i f i c a l l y d e s i g n a t e a q u a r t e r 

q u a r t e r s e c t i o n f o r a w e l l i n an 8 0 - a c r e s p a c i n g 

u n i t ? 

A. No, I'm n o t . 

Q. Are you aware t h a t under Rule 2, t h e 

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

40 a c r e t r a c t s i n an 80 a c r e s p a c i n g u n i t ? 

A. No, I'm n o t . 

Q. Are you aware under Rule 3 t h a t an 

o p e r a t o r w i t h o u t n o t i c e and h e a r i n g can o b t a i n a 

n o n s t a r d a r d 4 0 - a c r e s p a c i n g u n i t f o r a C o r b i n 

Wolfcamp p o o l w e l l ? 

A. No, no. 

MR. KELLAHIN: Mr. Examiner h e r e ' s a 

copy o f t h o s e r u l e s . 

Q. The b a s i s o f y o u r p o s i t i o n i s t h a t we 

need t o g e t t h e w e l l i n t h e s o u t h h a l f so t h a t i t 

w i l l n o t be c o m p e t i n g w i t h t h e K a c h i n a 8 Number 1 

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

A. Not j u s t so much t h e K a c h i n a 8 Number 1, 

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

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

Wolfcamp Number 26 -- o r t h e West C o r b i n Number 26. 

Q. D i d y o u r c o n c e r n o v e r k e e p i n g t h e w e l l s 

i n o f f s e t t i n g 4 0 - a c r e t r a c t s so t h a t t h e y a r e more 
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e q u i t a b l y spaced e n t e r i n t o Santa Fe's d e c i s i o n t o 

d r i l l t h e K a c h i n a 5 Number 1 w e l l , w h i c h i s 

d i a g o n a l l y o f f s e t on a 40 a c r e s p a c i n g u n i t f r o m t h e 

K a c h i n a 8 Number 1 w e l l ? 

A. C o u l d you r e p h r a s e t h a t , I'm n o t --

Q. F i n d t h e K a c h i n a 5 Number 1 w e l l . 

A. I g o t i t , okay. 

Q. You see t h a t ? 

A. Uh-huh. 

Q. You f i n d t h e 40 a c r e s t h a t t h e K a c h i n a 8 

Number 1 w e l l i s l o c a t e d i n ? 

A. Yes. 

Q. T h e y ' r e d i a g o n a l l y 40 a c r e s a p a r t ; 

a r e n ' t t h e y ? 

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

Q. Th a t v i o l a t e s t h e p a t t e r n t h a t y o u ' r e 

t r y i n g t o e s t a b l i s h i n t h e p o o l ; d o e s n ' t i t ? 

A. No, i t d o e s n ' t . I d o n ' t b e l i e v e i t 

does. Because what we're l o o k i n g a t , a l s o , i s 

d r a i n a g e p a t t e r n s e t up t o t h e n o r t h 5, i n S e c t i o n 

5, t h e d i a g o n a l t h a t we w o u l d see on a d e v e l o p m e n t 

up i n t h e n o r t h e a s t o f t h e s o u t h e a s t o f 5. 

Q. E x p l a i n t o me a g a i n , how do you deny 

h a n d l i n g t h e o p p o r t u n i t y f o r a 40 a c r e west o f f s e t , 

t o t h e Number 8 -- 8 Number 1 w e l l , and a t t h e same 
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t i m e g i v e y o u r s e l f a d i r e c t . 40 a c r e d i a g o n a l o f f s e t 

t o t h e n o r t h e a s t ? 

( A t t o r n e y - c l i e n t c o n f e r e n c e . ) 

MR. BRUCE: Do you u n d e r s t a n d t h e 

q u e s t i o n ? 

A. No, I r e a l l y d o n ' t . I'm n o t r e a l l y 

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

Q. (By Mr. K e l l a h i n ) L e t me t r y a g a i n . 

You see t h e 40 a c r e s where t h e K a c h i n a Number 8 w e l l 

i s i n ? 

A. R i g h t . 

Q. I f you go t o t h e 40 a c r e s t h a t a d j o i n 

t h e n o r t h e a s t c o r n e r o f t h a t 40 a c r e s w i t h t h e 

K a c h i n a 8 w e l l ? 

A. Uh-huh. 

Q. You're now i n t h e 40 a c r e s where 

Santa Fe d i d t h e Number 5 w e l l ; r i g h t ? 

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

Q. Those w e l l s a r e g o i n g t o be c o m p e t i n g 

f o r -- you've g o t two w e l l s on 80 a c r e s , i n e f f e c t ; 

i s n ' t t h a t t r u e ? 

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

Q. C o r r e c t . How i s t h a t any d i f f e r e n t 

t h a n i f we have t h e K a c h i n a 8 Number 1 i n t h e 

n o r t h e a s t o f t h e n o r t h w e s t and have t h e H a n l e y 
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Wolfcamp w e l l d r i l l e d i n t h e n o r t h w e s t o f t h e 

n o r t h w e s t ? Same t h i n g , r i g h t ? 

A. I d i s a g r e e . 

Q. Okay, why? 

A. Because o f t h e f a c t o f y o u r d r a i n a g e 

r a d i u s t h a t y o u ' l l be e x p e r i e n c i n g . The Ha n l e y 

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

o u r 8 Number 1. The 5 Number 1, g r a n t e d , w i l l see 

some l i m i t e d i n t e r f e r e n c e f r o m t h e 8 Number 1, b u t 

you w i l l a l s o be d r a i n i n g t o t h e n o r t h e a s t , as o u r 

i s o p a ^ i n d i c a t e s . 

Q. I t ' s o n l y t h e b a s i s o f t h e isopa^. t h a t 

t e l l s you as a r e s e r v o i r e n g i n e e r what t h e l i k e l y 

shape o f t h a t d r a i n a g e i s g o i n g t o be? 

A. I n most cases. 

Q. There i s de f a c t o 40 a c r e s p a c i n g i n a 

number o f i n s t a n c e s i n t h e South C o r b i n Wolfcamp 

p o o l ; a r e t h e r e n o t ? 

A. C o u l d you i d e n t i f y t h o s e on --

Q. Yes, s i r . I f y o u ' l l l o o k i n S e c t i o n 17 

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

t h e r e ' s a w e l l . Got i t ? 

A. Yes. 

Q. 40 a c r e s t o t h e west i s a n o t h e r Wolfcamp 

w e l l . Got i t ? 
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A. T h a t ' s c o r r e c t . 

Q. South o f t h a t i s a n o t h e r Wolfcamp w e l l ; 

r i g h t ? 

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

Q. You've g o t t h r e e w e l l s on 120 a c r e s ? 

A. The s i t u a t i o n t h e r e , Tom, i s t h a t you do 

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

amongst t h o s e t h r e e w e l l s . So when we're t a l k i n g 

a b o u t r e s e r v o i r d r a i n a g e , we need t o keep i n mind 

t h a t a l t h o u g h i t i s a l l Wolfcamp, t h e r e a r e s e p a r a t e 

i n t e r v a l s t h a t a r e b e i n g d r a i n e d f r o m t h o s e 40 a c r e 

we11s. 

The w e l l i n t h e s o u t h e a s t -- t h e 

n o r t h e a s t o f S e c t i o n 18 i s p r o d u c i n g f r o m t h e AF 

zone -- t h e Wolfcamp AF zone. 

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

A. The w e l l l o c a t e d i n t h e s o u t h w e s t o f t h e 

n o r t h w e s t i n s e c t i o n 17 w h i c h i s t h e West C o r b i n 

Number 5 i s p r o d u c i n g o u t o f t h e AF, p l u s t h e AD 

zone, w h i c h , r e v i e w i n g i n t e r n a l l y , we f e e l a l o t o f 

t h e p r o d u c t i o n i s coming f r o m t h e AD zone. 

Q. Okay. 

A. You go t o t h e s o u t h o f t h e West C o r b i n 

Number 1, you have t h e West C o r b i n Number 10 w h i c h 

i s i n t h e n o r t h e a s t o f t h e s o u t h e a s t o f S e c t i o n 18. 
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And t h a t w e l l i s p r o d u c i n g o u t o f t h e AF and t h e AG, 

a l s o . What you have h e r e i s a c o m b i n a t i o n o f 

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

Q. A l l r i g h t . And each o f t h o s e t h r e e 

w e l l s , a t l e a s t one c o m b i n a t i o n has t h e AF open i n 

a l l t h r e e ? 

A. T h a t ' s c o r r e c t . But may n o t be t h e 

p r e m i e r p r o d u c i n g zone i n any p a r t i c u l a r w e l l . 

Q. Have you v e r i f i e d t h e a v e r a g e r e c o v e r y 

— u l t i m a t e r e c o v e r y f r o m t h e C o r b i n Wolfcamp 

w e l l s , t h e number was 100,000 r o u n d e d o f f ? 

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

Q. Have you v e r i f i e d t h a t w i t h t h e d e c l i n e 

c u r v e a n a l y s i s ? 

A. Yes, I have. 

Q. And do you have t h o s e w i t h you? 

A. Not r e a d i l y a v a i l a b l e . 

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

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

r e c o v e r y ? 

A. Your r a n g e can a v e r a g e anywhere f r o m a 

few t h o u s a n d b a r r e l s -- 10,000 b a r r e l s , up t o 250. 

We've seen a c o u p l e w e l l s t h a t have e x h i b i t e d a b o u t 

250 r e c o v e r y p o t e n t i a l . 

Q. Have you done any r e s e r v e c a l c u l a t i o n 
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s p e c i f i c a l l y on t h e K a c h i n a 8 Number 1 w e l l ? 

A. We h a v e n ' t done any p r o j e c t i o n s . T h a t ' s 

why I s t a t e d e a r l i e r t h a t we f e e l t h a t t h i s i s g o i n g 

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

h i s t o r y i s a c c u m u l a t e d t o t e l l us o t h e r w i s e . And 

we're n o t a t t h a t p o i n t y e t , I d o n ' t b e l i e v e . 

Q. Have you a t t e m p t e d t o do any s p e c i f i c 

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

a t t r i b u t a b l e t o t h e K a c h i n a 8 Number 1 w e l l ? 

A. Yes, I have. 

Q. Do you have t h a t c a l c u l a t i o n b e f o r e you? 

A. No, I d o n ' t . 

Q. Can you t e l l me what you used f o r y o u r 

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

A. Our p o r o s i t y v a l u e c u t o f f , I b e l i e v e , 

was f o u r p e r c e n t . 

Q. Four p e r c e n t ? 

A. Yes. 

Q. And what d i d you use f o r y o u r e f f e c t i v e 

w a t e r s a t u r a t i o n ? 

A. T w e n t y - f i v e p e r c e n t . 

Q. And what d i d you use f o r y o u r t h i c k n e s s 

f a c t o r ? 

A. T h i r t y - o n e f e e t ( i n d i c a t i n g ) . 

Q. T h i r t y - o n e f e e t i s t h e p e r f o r a t e d 
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i n t e r v a l i n t h e AG sand, I guess, o r t h e AG 

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

A. No, t h a t ' s o u r n e t number. 

Q. T h a t ' s y o u r n e t c l e a n ? 

A. Net pay. 

Q. Okay. U s i n g o n l y t h e n e t c l e a n 

c a r b o n a t e o u t o f t h a t AG c a r b o n a t e f o r y o u r 

v o l u m e t r i c s ? 

A. C o r r e c t . 

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

c a r b o n a t e t h i c k n e s s v a l u e f o r t h e AF o r t h e AE zone? 

A. T h a t ' s t r u e . Because we d o n ' t know 

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

Q. What d i d you use f o r a r e c o v e r y f a c t o r ? 

A. L e t me see -- 25 p e r c e n t . 

Q. And t h e f o r m a t i o n volume f a c t o r what 

were you u s i n g ? 

A. Between 1.4 and 1.5. 1.4 o r .5. 

Q. And you use an a r e a as a f a c t o r i n t h e 

c a l c u l a t i o n as w e l l ; d o n ' t you? 

A. T h a t ' s what you d e f i n e . 

Q. Okay. 

A. You d e f i n e t h e d r a i n a g e a r e a based on 

100,000 r e c o v e r y , t h a t ' s what you back o u t . You 

back o u t on an e f f e c t i v e d r a i n a g e a r e a . 
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Q. And when you d i d t h a t you backed o u t 

80 a c r e s f o r t h a t w e l l ? 

A. For t h a t p a r t i c u l a r w e l l , we're s t i l l 

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

l o o k i n g a t a p p r o x i m a t e l y 80 t o 100 a c r e s . 

Q. Do you a t t e m p t t o p e r i m e t e r t h e changes 

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

v o l u m e t r i c c a l c u l a t i o n ? 

A. No, we h a v e n ' t . And p r i m a r i l y f r o m t h e 

f a c t o f what Mr. Thoma s t a t e d e a r l i e r t h a t t h e 

t h i c k n e s s i s n o t t o t a l l y an i d e n t i f y i n g c r i t e r i a f o r 

r e s e r v e s . I t ' s n o t l i k e a s a n d s t o n e where you may 

have a d e f i n i t e c o r r e l a t i o n . There i s some random 

d i s t r i b u t i o n o u t h e r e as f a r as t h i c k n e s s goes, 

v e r s u s r e c o v e r y . 

Q. So t h e c a l c u l a t i o n w i l l assume a u n i f o r m 

t h i c k n e s s o f 31 f e e t ? 

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

Q. Have you a s s i g n e d a r e c o v e r a b l e r e s e r v e 

v a l u e t o t h e 4 0 - a c r e t r a c t , b e i n g t h e n o r t h w e s t o f 

t h e n o r t h w e s t o f S e c t i o n 8? 

A. Yes --

Q. The H a n l e y t r a c t s ? 

A. -- I d i d . 

Q. And what number d i d you g e t ? 
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A. A p p r o x i m a t e l y 40,000 b a r r e l s , f r o m t h e 

Wolfcamp. 

Q. A g a i n t h a t c a l c u l a t i o n i s g o i n g t o be 

i n f l u e n c e d -- based upon Mr. Thoma's n e t c l e a n 

c a r b o n a t e i s o p a k ? 

A. Yes. And t h e t i m e l i n e s s o f d r i l l i n g 

t h a t w e l 1 . 

Q. I f i t ' s n o t d r i l l e d soon what happens t o 

t h e o i l r e s e r v e s u n d e r n e a t h t h a t t r a c t ? 

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

t h a t t r a c t i n t h e Wolfcamp, p o r t i o n s o f i t may be 

d r a i n e d . 

Q. By t h e K a c h i n a Number 8, t h e 8 Number 1 

w e l l ; r i g h t ? 

A. Or t h e 8 Number 2 w e l l , i f we d r i l l on 

our l o c a t i o n . 

Q. I f --

A. You've g o t t o keep i n mind t h a t i f t h e r e 

i s no r e s e r v o i r under t h a t 40 a c r e s t h e r e w i l l be no 

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

Q. I u n d e r s t a n d t h a t ' s s u b j e c t — 

A. Okay. 

Q. When we l o o k a t t h e s o u t h 40 u s i n g 

Mr. Thoma's i s o p a k o f t h a t AG c a r b o n a t e , t h a t ' s t h e 

one w i t h t h e 31 f e e t ; r i g h t ? 
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A. Yeah, AG. 

Q. What d i d you c a l c u l a t e i n t h e s o u t h 40 

f o r t h e r e c o v e r a b l e r e s e r v e s , i s t h a t -- what number 

i s t h a t ? 

A. I d i d n ' t u t i l i z e v o l u m e t r i c s . I 

u t i l i z e d what we have e x p e r i e n c e d on t h i s p a t t e r n 

o u t h e r e on d i a g o n a l 80s and t h a t w o u l d be 100,000 

b a r r e l s . We f e e l t h a t i f t h e 8 Number 1 and 

8 Number 2 a r e d r i l l e d , t h e 8 Number 2 d r i l l e d a t 

our l o c a t i o n , we f e e l t h a t a t y p i c a l w e l l can be 

e x p e c t e d g e t t i n g 80,000 b a r r e l s o f o i l -- o r 

100,000, excuse me. 

Q. Have you a t t e m p t e d t o c r e a t e an 

e x t r a p o l a t i o n o f p o o l d e c l i n e t o see how c l o s e t h i s 

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

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

A. We h a v e n ' t done i t on a p o o l b a s i s . We 

have on an i n d i v i d u a l w e l l base. 

Q. Can you t e l l me t h e i n d i v i d u a l w e l l s 

t h a t you've made t h i s e s t i m a t e o f r e c o v e r a b l e 

r e s e r v e s on? 

A. I d o n ' t have t h e c u r v e s w i t h me t o be 

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

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

w e l l s w i t h i n t h a t s o u t h C o r b i n Wolfcamp t h e r e . 
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Q. Whether o p e r a t e d by you o r M e r i d i a n ? 

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

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

MR. BRUCE: I have a c o u p l e o f f o l l o w - u p 

q u e s t i o n s . 

EXAMINATION 

BY MR. BRUCE: 

Q. R e f e r r i n g t o t h e w e l l p a t t e r n i n t h e 

s o u t h C o r b i n f i e l d , t h e K a c h i n a 5 Number 1 i s a 

d i a q o n a l o f f s e t t o t h e 8 Number 1; i s i t n o t ? 

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

Q. And t h e p r o p o s e d K a c h i n a 8 Number 2 w i l l 

a l s o be a d i a g o n a l o f f s e t ; i s t h a t c o r r e c t ? 

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

Q. Whereas, H a n l e y ' s we]. 1 w i l l be a d i r e c t 

4 0 - a c r e o f f s e t t o t h e K a c h i n a 8 Number 1; w i l l i t 

n o t ? 

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

Q. So t h e r e i s -- so t h e K a c h i n a 5 

Number 1, i f you draw a l i n e t h r o u g h t h e 5 Number 1, 

t o t h e 8 Number 1, t o t h e 8 Number 2, i t w i l l 

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

n o t ? 

A. T h a t ' s e s t a b l i s h e d i n t h e f i e l d ; t h a t ' s 

c o r r e c t . 
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Q. The o n l y d i f f e r e n c e i s t h a t t h e 

5 Number 1 w e l l i s somewhat u n o r t h o d o x --

A . I t i s . 

Q. -- i n i t s l o c a t i o n ? 

A. And k e e p i n g i n mind t h a t a l s o a 

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

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

p a t t e r n on f u r t h e r n o r t h . 

MR. BRUCE: Thank you Mr. Exami n e r . 

EXAMINER MORROW: You m e n t i o n e d t h e 

l o c a t i o n i n t h e n o r t h w e s t o f t h e n o r t h e a s t o f 17, 

and i n d i c a t e d t h a t agreement had been r e a c h e d t o 

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

A. T h a t ' s c o r r e c t , w i t h M e r i d i a n . 

Q. The l o c a t i o n shown i n t h e n o r t h w e s t o f 

t h e s o u t h e a s t , has any d i s c u s s i o n been had on t h a t 

l o c a t i o n as t o w h e t h e r o r n o t i t s h o u l d be moved t o 

t h e e a s t , a l s o ? 

A. I'm n o t -- what l o c a t i o n was t h a t ? 

EXAMINER MORROW: I t ' s i n 17, i t ' s t h e 

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

d i r e c t l y s o u t h o f t h e one t h a t you d i s c u s s e d 

e a r l i e r . 

A. I'm n o t f a m i l i a r w i t h t h a t . 

EXAMINER MORROW: Do you know who w o u l d 
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be t h e -- w e l l I ' l l ask y o u , who i s t h e o p e r a t o r o f 

t h a t p a r t i c u l a r l o c a t i o n . 

THE WITNESS: (No r e s p o n s e . ) 

MR. STOVALL: I f you d o n ' t know t h e 

answer, p l e a s e say so. 

THE WITNESS: I d o n ' t know d e f i n i t e l y 

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

EXAMINER MORROW: Does Santa Fe have an 

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

THE WITNESS: No, we d o n ' t . 

EXAMINER MORROW: D i d you have an 

i n t e r e s t i n t h e one t o t h e n o r t h , i n t h e n o r t h w e s t 

o f t h e n o r t h e a s t ? 

THE WITNESS: The p r o p o s e d l o c a t i o n ? 

EXAMINER MORROW: No, 117. 

THE WITNESS: Yes, t h e one t h a t we had 

ag r e e d t o move t o t h e n o r t h e a s t n o r t h e a s t . 

EXAMINER MORROW: A l l r i g h t . Where i s 

t h e west C o r b i n Number 26, you t a l k e d a b o u t ? 

THE WITNESS: Excuse me, i t ' s i n t h e 

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

S e c t i o n 8. I t ' s g o t a w e l l l o c a t i o n s e v e r a l --

EXAMINER MORROW: N o r t h e a s t o f t h e 

s o u t h w e s t . T h a t ' s a l l I have. 

MR. STOVALL: I j u s t w anted t o make s u r e 
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I u n d e r s t a n d t h a t t h e -- you say you have done some 

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

c o r r e c t , i n r e s p o n s e t o Mr. K e l l a h i n ? 

THE WITNESS: I n t h i s a r e a , y e s . Not 

e x t e n s i v e . 

MR. STOVALL: Do you t h i n k t h e w e l l s 

based on t h o s e c a l c u l a t i o n s do you have an 

i n d e p e n d e n t o p i n i o n beyond j u s t t h e p o o l r u l e s case 

t h a t ' s been i d e n t i f i e d e a r l i e r a b o u t t h e d r a i n a g e 

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

o f t h o s e w e l l s . 

THE WITNESS: My i n d e p e n d e n t assessment 

w o u l d be i n s u p p o r t o f what my f i n d i n g s have been 

w i t h t h a t case. 

MR. STOVALL: And what i s t h a t ? 

THE WITNESS: The f a c t t h a t 80 a c r e s i s 

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

Wolfcamp w e l l . 

MR. STOVALL: And based upon t h e --

Mr. Thoma's g e o l o g y and y o u r e v a l u a t i o n , do you 

t h i n k t h a t d r i l l i n g i n t h e Santa Fe p r o p o s e d 

l o c a t i o n and i n t h e K a c h i n a 8 Number 2 i s -- w i l l 

e f f e c t i v e l y d r a i n -- t h a t t o g e t h e r w i t h t h e 

K a c h i n a 8 Number 1 w i l l e f f e c t i v e l y d r a i n t h e 

n o r t h w e s t q u a r t e r o f S e c t i o n 8? 
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THE WITNESS: I b e l i e v e so. 

MR. STOVALL: What i s y o u r o p i n i o n w i t h 

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

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

S e c t i o n 8, s p e a k i n g i n t e r m s o f wa s t e and 

c o r r e l a t i v e r i g h t s , how do you -- w o u l d you 

recommend t h a t ? 

THE WITNESS: Two 4 0 - a c r e p r o r a t i o n 

u n i t s f o r Wolfcamp? 

MR. STOVALL: C o r r e c t . 

THE WITNESS: No, I w o u l d n ' t recommend 

i t . 

MR. STOVALL: Why n o t ? 

THE WITNESS: Because o f o u r d r a i n a g e 

t h a t we have f o u n d i n i n a r e a t o p r o v e t h a t 80 a c r e s 

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

MR. STOVALL: I have no f u r t h e r 

q u e s t i o n s . 

MR. KELLAHIN: I have a f o l l o w - u p 

q u e s t i o n t o Mr. S t o v a l l , i f I m i g h t ? 

EXAMINATION 

BY MR. KELLAHIN: 

Q. Have you recommended t o Santa Fe o r 

M e r i d i a n t h a t t h e y f i l e a case b e f o r e t h e D i v i s i o n 

t o change t h e c u r r e n t p o o l r u l e s so t h a t you c a n n o t 
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have w e l l s i n o f f s e t t i n g 4 0 - a c r e t r a c t s ? 

A. No, we h a v e n ' t . 

Q. The K a c h i n a Number 8 Number 1 w e l l --

A. The p r o d u c i n g w e l l ? 

Q. Yes, s i r . I t ' s 500 f e e t f r o m t h e Ha n l e y 

l e a s e ; i s n ' t i t ? 

A. I b e l i e v e t h a t ' s t h e l o c a t i o n . 

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

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

A. No, I d i d n o t . 

Q. Who made t h e d e c i s i o n a b o u t t h e 

l o c a t i o n ? 

A. I t was between o u r E x p l o r a t i o n and o u r 

O p e r a t i o n s p e o p l e . 

Q. I s t h e r e an e n g i n e e r t h a t you can 

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

d i d n ' t ? 

A. No, I'm n o t t h a t f a m i l i a r w i t h t h a t 

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

MR. KELLAHIN: Thank you. 

EXAMINER MORROW: L e t ' s see, I had n o t 

s t u d i e d t h e r u l e s as I s h o u l d have. T e l l me what 

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

p o o l r u l e s . 

MR. STOVALL: Mr. Exami n e r , I t h i n k I 
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d i d r e a d t h r o u g h t h e r u l e s , and t h e d i s t a n c e i s 150 

f e e t -- w i t h i n 150 f e e t o f t h e c e n t e r o f t h e 

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

w i t h r e c e n t s p e c i a l p o o l r u l e s t h a t t h e D i v i s i o n has 

i s s u e d where d r i l l i n q i s on 4 0 - a c r e t r a c t s 

e s s e n t i a l l y . 

EXAMINER MORROW: So w o u l d t h a t p u t 

8 Number 1 a t a s t a n d a r d l o c a t i o n ? 

MR. STOVALL: I b e l i e v e t h a t w o u l d be 

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

MR. KELLAHIN: I'm s o r r y , t h e q u e s t i o n 

was t h e K a c h i n a 8 Number 1? 

EXAMINER MORROW: I s i t a s t a n d a r d 

l o c a t i o n , t h e K a c h i n a 8 Number 1--- i s i t a s t a n d a r d 

l o c a t i o n ? 

MR. KELLAHIN: Yes, s i r . I t ' s on t h e 

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

w e l 1 l o c a t i o n . 

MR. BRUCE: Mr. Examin e r , H a n l e y 

E x h i b i t C, t h e c o m p l e t i o n r e p o r t s , s t a t e t h a t t h e 

f o o t a g e l o c a t i o n i s 660 f e e t f r o m t h e n o r t h l i n e and 

1830 f e e t f r o m t h e west l i n e . So t h a t w o u l d p u t i t 

a t t h e o u t e r bounds -- 510 f e e t f r o m H a n l e y ' s l e a s e 

l i n e . 

EXAMINER MORROW: You're t e l l i n g me t h a t 
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w o u l d be s t a n d a r d ? 

MR. BRUCE: That w o u l d be a s t a n d a r d . 

T h a t w o u l d be r i g h t on t h e edge o f t h e c i r c l e . 

MR. STOVALL: One h u n d r e d f i f t y f r o m t h e 

c e n t e r i s what i t w o u l d be. 

EXAMINER MORROW: A l l r i g h t . A n y t h i n g 

e l s e o f Mr. O f f e n b e r g e r ? 

You may be excus e d . 

C a l l Mr. R o b e r t s t o t h e s t a n d . 

DARYL ROBERTS 

was c a l l e d as a w i t n e s s and, h a v i n g been p r e v i o u s l y 

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

EXAMINATION 

BY MR. BRUCE: 

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

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

A. My name D a r y l R o b e r t s and I'm w i t h 

l i v e i n M i d l a n d , Texas. 

Q. And who do you work f o r and i n what 

c a p a c i t y ? 

A. Santa Fe Energy Resources as a d r i l l i n g 

e n g i n e e r . 

Q. Have you p r e v i o u s l y t e s t i f i e d b e f o r e t h e 

OCD as a d r i l l i n g e n g i n e e r ? 

A. Yes, I have. 
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Q. And a r e you f a m i l i a r w i t h t h e m a t t e r s 

i n v o l v e d i n d r i l l i n g i n t h e K a c h i n a 8, Number 1 w e l l 

and t h e p r o p o s e d K a c h i n a 8 Number 2 w e l l ? 

A. Yes, I am. 

MR. BRUCE: Mr. Exami n e r , I w o u l d t e n d e r 

Mr. R o b e r t s as an e x p e r t d r i l l i n g e n g i n e e r . 

EXAMINER MORROW: A c c e p t t h e 

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

Q. F i r s t , Mr. R o b e r t s , r e f e r r i n g t o 

Santa Fe E x h i b i t Number 4, d i d you p r e p a r e t h a t 

e x h i b i t ? 

A. Yes, I d i d . 

Q. And you a r e r e s p o n s i b l e once a g a i n f o r 

t h e d r i l l i n g o f t h e s e c a t c h w e l l s f o r Santa Fe; i s 

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

A. T h a t ' s t r u e . One o f many. 

Q. Would you p l e a s e d e s c r i b e a l i t t l e 

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

c o s t s o f Wolfcamp w e l l s ? 

A. Okay. W e l l , p r e v i o u s t o Santa Fe I 

worked f o r M e r i d i a n and a l s o S o u t h l a n d R o y a l t y . I 

went t o work f o r S o u t h l a n d r o y a l t y i n ' 8 1 . And 

s i n c e 19 -- l e t ' s see, s i n c e '8 2, I ' v e worked i n 

t h a t a r e a , s o u t h e a s t e r n New M e x i c o . 

And s i n c e 1986 I ' v e d r i l l e d 27 w e l l s i n 
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t h e s e two t o w n s h i p s , 1833 and 1832. I ' v e d r i l l e d 27 

w e l l s , 15 o f t h o s e b e i n g Wolfcamp, w i t h b o t h --

w i t h e i t h e r M e r i d i a n , S o u t h l a n d o r Santa Fe. 

Q. And when d i d you become employed by 

M e r i d i a n ? 

A. M e r i d i a n ? 

Q. Yes. 

A. I n '86. 

Q. And when d i d you you go t o work f o r 

Santa Fe? 

A. A y e a r ago. 

Q. And t h o s e 27 w e l l s you m e n t i o n e d , t h a t 

was a l l under M e r i d i a n and Santa Fe; r i g h t ? 

A. R i g h t . M e r i d i a n -- S o u t h l a n d and 

Santa Fe . 

Q. I n t h i s p a r t i c u l a r a r e a how many w e l l s 

and y o u ' r e t a l k i n g Townships 1832 and 1833 --

how many w e l l s does Santa Fe o p e r a t e ? 

A. S i x t e e n . 

Q. And how many does i t have an i n t e r e s t 

i n ? 

A. T h i r t y - f i v e . 

Q. Now H a n l e y P e t r o l e u m s e n t o v e r an AFE, 

p r o p o s e d AFE, t o Santa Fe f o r i t s w e l l ; d i d i t n o t ? 

A. I t d i d . 
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Q. And have you compared. Santa Fe's AFE t o 

H a n l e y ' s AFE? 

A. Yes, I have. 

Q. And i s t h a t s u b m i t t e d as p r e p a r e d i n 

s p r e a d s h e e t f o r m and s u b m i t t e d as E x h i b i t Number 9? 

A. Yes, t h a t ' s t r u e . 

Q. Would you go t h r o u g h E x h i b i t Number 9 , 

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

i t e m i z e where Santa Fe's and H a n l e y ' s w e l l c o s t s 

v a r y and t h e r e a s o n s f o r t h a t v a r i a n c e ? 

A. Okay. W e l l f i r s t o f f , I ' d l i k e t o 

e x p l a i n , t o make t h e c o m p a r i s o n e q u i t a b l e , i f y o u ' l l 

n o t i c e t h e -- under t h e Santa Fe's p r o d u c e r s ' 

c u m u l a t i v e t o t a l c o s t , i s $35,000 h i g h e r t h a n t h e 

c o s t t h a t was s u b m i t t e d t o H a n l e y w h i c h i s 

E x h i b i t 4. 

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

A. The r e a s o n f o r t h a t , when I p r e p a r e d t h e 

c o s t e s t i m a t e f o r t h e K a c h i n a 8 Number 2, i t was my 

a s s u m p t i o n t h e y w o u l d be u s i n g t h e same t a n k b a t t e r y 

as we have on t h e 8 Number 1. So, b u t -- j u s t t o 

make i t f a i r , because Santa Fe -- because H a n l e y ' s 

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

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

Q. So, i n s h o r t , E x h i b i t 9 i n c l u d e s t h e 
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t a n k b a t t e r y , whereas E x h i b i t 4 d i d n o t ? 

A. T h a t ' s r i g h t . 

Q. For Santa Fe? 

A. T h a t ' s t r u e . But i t ' s t o a l l o w us t o 

be c o m p a r i n g a p p l e s and a p p l e s . So i f y o u ' l l l o o k 

a t t h i s e x h i b i t , I can go t h r o u g h l i n e by l i n e , i f 

you 1 i k e , o r — 

Q. W e l l , f i r s t compare t h e d r y h o l e c o s t s . 

A. The d r y h o l e c o s t s i n my m i n d , o r 

H a n l e y ' s d r y h o l e c o s t s i s $438,0 00 v e r s u s o u r c o s t s 

o f $453,000, w h i c h a r e e s s e n t i a l l y t h e same. 

Q. So you v i e w t h a t as i n s i g n i f i c a n t ? 

A. R i g h t . And t h e n as f a r as H a n l e y ' s 

p r o d u c i n g c o s t s , t h e r e ' s a $667,000. 

Q. For Hanley? 

A. For H a n l e y . And o u r s i s $657 --

$757,000. 

Q. And w o u l d y o u , maybe n o t 1 i n e - b y - 1 i n e , 

b u t I b e l i e v e t h e r e a r e some numbers h i g h l i g h t e d i n 

o r a n g e on t h e e x h i b i t s ? 

A. Okay. These a r e t h e ones i n o r a n g e on 

t h e f a r r i g h t - h a n d c o r n e r -- a r e i t e m s t h a t I t h i n k 

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

n o t a d d r e s s e d i n H a n l e y ' s c o s t e s t i m a t e . 

Q. And what a r e t h o s e ? 
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A. The c o n d u c t o r c a s i n g w h i c h w o u l d be 

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

Q. And t h a t ' s t h a t $3,000? 

A. $3 , 000. Under t h e l e a s e f a c i l i t y -

c o s t s , t h e r e ' s $15,000 f o r l a b o r , w h i c h w o u l d 

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

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

$15,000. 

Under t h e i n t a n g i b l e w e l l c o s t s , t h e r e ' s 

f e n c i n g , w h i c h i s $4200, t h a t we've i n c l u d e d t h a t 

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

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

o f f t h e t a n k b a t t e r y a f t e r t h e t a n k b a t t e r y i s 

i n s t a l l e d . 

The n e x t i t e m i s i n s p e c t i o n o f t a n g i b l e s , 

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

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

$5,000. D r i l l i n g e q u i p m e n t r e n t a l s a r e -- w h i c h 

i s v a r i o u s r e n t a l s t h a t we use on a d r i l l i n g 

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

Same t h i n g w i t h t h e c o m p l e t i o n t o o l 

r e n t a l , i s $4,000. There's m i s c e l l a n e o u s 

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

companies i n o r d e r t o be a b l e t o c o m p l e t e t h e w e l l . 

Then t h e n e x t i t e m i s $9200 f o r 
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a d m i n i s t r a t i o n o v e r h e a d , w h i c h i s a l w a y s c h a r g e d . 

And t e s t i n g o f t h e w e l l i s $5,000, w h i c h I t h i n k 

e v e r y b o d y a g r e e s you have t o t e s t t h e w e l l a f t e r 

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

A l l t h a t adds up t o a r o u n d $48,000 t h a t I 

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

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

Q. Okay. 

A. So i n t h e i r f rame --

Q. Now t h i s w o u l d s t i l l l e a v e you a l i t t l e 

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

n o t ? 

A. T h a t ' s t r u e . 

Q. Now, i n ma k i n g up y o u r e s t i m a t e s , does 

Santa Fe t e n d t o be l i b e r a l on t h e c o s t s i d e s ? 

A. Yes, o u r c o s t s a r e u s u a l l y on t h e h i g h 

s i d e . We use t h e book p r i c e , j u s t t o a l l o w o u r 

p a r t n e r s and a l s o o u r management s t a f f n o t t o have 

t o s u p p l e m e n t t h e AFE a f t e r a w e l l because, you 

know, i t ' s n o t an e x a c t s science,, But t h e r e a g a i n , 

I was b r i n g i n g up t h e f a c t t h a t w h a t e v e r o u r c o s t s 

a r e , t h a t ' s what g e t s c h a r g e d t o us and t o o u r 

p a r t n e r s . 

Q. I n o t h e r w o r d s , Santa Fe by u s i n g t h e s e 

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

A. T h a t ' s c o r r e c t , i t w o u l d be a h i g h s i d e 

e s t i m a t e . 

Q. C o u l d you compare Santa Fe's p r o p o s e d 

c o s t s f o r t h e 8 Number 1 w i t h any o f f s e t t i n g w e l l 

c o s t s ? 

A. Yes, I have -- we're p a r t n e r s i n t h e 

west C o r b i n 26 w e l l w h i c h i s i n S e c t i o n 8, t h e 

d i r e c t o f f s e t . 

Q. T h a t ' s t h e n o r t h e a s t q u a r t e r o f t h e 

s o u t h w e s t q u a r t e r o f S e c t i o n 8? 

A. R i g h t . 

Q. What i s t h e p r o p o s e d w e l l c o s t t h e r e by 

M e r i d i a n ? 

A. I t ' s $743,000. 

Q. And a r e t h e r e any o t h e r p r o p o s e d --

c u r r e n t p r o p o s e d w e l l s ? 

A. Yes t h e r e ' s a w e l l t h a t ' s b e i n g -- has 

been d r i l l e d i n S e c t i o n 7 w h i c h w o u l d be d i r e c t l y t o 

t h e e a s t , t o t h e west o f o u r -- o f t h i s S e c t i o n 8. 

And i t was $742,000 f o r a c o m p l e t e w e l l c o s t . 

Q. And what w e l l was t h a t ? 

A. The West C o r b i n Number 25. 

Q. Okay. So Santa Fe's p r o p o s e d w e l l c o s t 

h e r e on E x h i b i t Number 9, i s i n l i n e w i t h M e r i d i a n ' s 
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c o s t s ; i s i t n o t ? 

A. T h a t ' s t r u e . 

Q. And M e r i d i a n i s t h e p r i m a r y o p e r a t o r i n 

t h i s p o o l ; i s i t n o t ? 

A. R i g h t . 

Q. C o u l d you compare Santa Fe's p r o p o s e d 

c o s t s f o r t h e 8 Number 1 w e l l , t h e one t h a t ' s 

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

A. Our a c t u a l c o s t s a r e $705,000, t a n k 

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

Q. And what was Santa Fe's AFE f o r t h a t 

w e l l ? 

A. I d o n ' t have t h a t -- f o r t h a t w e l l , b u t 

f o r o u r -- as you can see h e r e -- t h e K a c h i n a 5 

Number 1 was $756,000, w h i c h i s $51,000 d i f f e r e n c e 

o r 6.8 p e r c e n t . 

Q. And you w o u l d hope and have e v e r y 

e x p e c t a t i o n o f coming i n w i t h a c o s t , h o p e f u l l y 

s u b s t a n t i a l l y l e s s t h a n t h i s $75 7,000 c o s t f o r t h e 

8 Number 2 w e l l ? 

A. R i g h t . 

Q. A c o u p l e o f f i n a l i t e m s , Mr. R o b e r t s . 

Santa Fe has a l r e a d y d r i l l e d t h e 8 Number 1 w e l l and 

we're h e r e t o d a y on a second w e l l i n t h e n o r t h w e s t 

q u a r t e r . Does Santa Fe have any p l a n s t o d r i l l any 
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a d d i t i o n a l Wolfcamp w e l l s i n t h e n o r t h h a l f o f 

S e c t i o n 8 d u r i n g 1991? 

A. I n t h e n o r t h h a l f o f S e c t i o n 8? Yes, I 

guess so. N o r t h h a l f o f S e c t i o n 8? 

Q. On o u r c u r r e n t — or. t h i s l e a s e , on 

t h i s p a r t i c u l a r l e a s e ? 

A. W e l l , y e s , we had -- I t h i n k t h e r e ' s a 

space f o r one more w e l l . 

Q. M i g h t Mr. Thoma be a l i t t l e more 

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

A. Yeah, I m a i n l y j u s t t a k e them and d r i l l 

them . 

Can I add s o m e t h i n g ? 

Q. Sure. 

A. Back a g a i n t o t h e c o s t e s t i m a t e s . You 

know, we were t a l k i n g t h a t -- see i n my o p i n i o n t h a t 

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

same, and t h e b i g g e s t d i f f e r e n c e t h a t I can see i s 

you can see on t h i s , i s t h e $28,0 00 on f a c i l i t i e s . 

And I t h i n k i f you w i l l n o t i c e o u r E x h i b i t 

Number 10, i s an award f r o m t h e BLM, i t ' s an 

e n v i r o n m e n t a l i n i t i a t i v e award w h i c h commended 

Santa Fe on i t s s u r f a c e f a c i l i t i e s and way o f d o i n g 

t h i n g s . 

And so I t h i n k t h a t t h e s i g n i f i c a n c e o f 
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t h a t i s i t ' s a n o t h e r g o v e r n m e n t a l agency t h a t t h i n k s 

t h a t Santa Fe has done w e l l i n o p e r a t i n g t h e i r 

l e a s e s . And t h a t I t h i n k r e l a t e s t o t h e t a n k 

b a t t e r i e s and o u r s i g n s and t h e way we c o n f o r m t o 

t h e -- and ad h e r e t o t h e r e g u l a t i o n s . 

Q. Thank you. Mr. R o b e r t s , was E x h i b i t 

Number 9 p r e p a r e d by you? 

A. Yes, i t was. 

Q. And was E x h i b i t 10 c o m p i l e d f r o m company 

r e c o r d s ? 

A. Yes, i t was. 

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

Santa Fe's a p p l i c a t i o n be i n t h e i n t e r e s t s o f 

c o n s e r v a t i o n , t h e p r e v e n t i o n o f wa s t e --

A. Yes. 

Q. -- and t h e p r o t e c t i o n o f c o r r e l a t i v e 

r i g h t s ? 

A. Yes, I do. 

MR. BRUCE: Mr. Exa m i n e r , I move t h e 

a d m i s s i o n o f E x h i b i t s 9 and 10. 

EXAMINER MORROW: E x h i b i t s 9 and 10 a r e 

a d m i t t e d 

( S a n t a Fe E x h i b i t s 9 and 10 

a d m i t t e d i n e v i d e n c e . ) 

MR. CARR: No q u e s t i o n s . 
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EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. R o b e r t s , r e f r e s h my r e c o l l e c t i o n , 

you r e f e r r e d t o t h e West C o r b i n 5 w e l l ? 

A. Yes. 

Q. P l e a s e f i n d i t f o r me, o r t e l l me where 

i t i s so I can f i n d i t on one o f t h e maps? 

A. A l l I know i s i t ' s i n S e c t i o n 7. 

Q. Okay. Do you know when t h a t w e l l was 

spudded? 

A. I can l o o k i t up. I ' v e g o t t h e d r i l l i n g 

r e p o r t s f r o m M e r i d i a n . 

Q. Would you mind d o i n g t h a t f o r me, 

p l e a s e ? 

A. Okay. J a n u a r y 26, 1991. 

Q. 1/26/91? 

A. Yes. 

Q. Spud d a t e . What's t h e c o m p l e t i o n d a t e ? 

A. I t h i n k i t ' s s t i l l c o m p l e t i n g . 

Q. Okay. T h e y ' r e on l o c a t i o n c o m p l e t i n g 

now? 

A. As f a r as I know. I have a r e p o r t h e r e 

on F e b r u a r y t h e 2 8 t h . 

Q. Okay. Do you have t h e a c t u a l c o s t s , 

c u r r e n t t h r o u g h now on t h a t w e l l ? 
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A. I have t h e i r c o s t . T h a t ' s c a r r i e d on 

t h e i r -- t h a t have been r e p o r t e d t o us. 

Q. They r e p o r t c o s t s t o you on a -- what 

t y p e o f b a s i s ? How o f t e n do t h e y r e p o r t c o s t s ? 

A. On a d a i l y b a s i s . 

Q. On a d a i l y b a s i s you g e t c o s t s r e p o r t s 

on how t h e y ' r e s p e n d i n g t h e money on t h e w e l l ? 

A. R i g h t . 

Q. And the total costs on that well at this 

point is what now? . M, 

A. On t h a t p a r t i c u l a r base, i t was $600,00. 

Q. How l o n g does i t t y p i c a l l y t a k e f r o m 

s p u d d i n g t o c o m p l e t i o n f o r t h e s e C o r b i n Wolfcamp 

w e l l s ? 

A. I d o n ' t have any i d e a . I can t e l l you 

how l o n g t h e y t a k e t o d r i l l . 

Q. A l l r i g h t . The K a c h i n a 8 Number 1 w e l l 

was spudded on September 29, 1990? Do you have t h a t 

i n f o r m a t i o n ? 

A. I do. Yes, September 2 9 t h . 

Q. The r i g was r e l e a s e d on O c t o b e r 30, 

1990? 

A. T h a t ' s t r u e . 

Q. When was t h e c o m p l e t i o n d a t e p u t on t h e 

l o c a t i o n t o compete t h e w e l l ? 
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A. I d o n ' t have any -- t h a t i n f o r m a t i o n . 

Q. Do you know when t h e K a c h i n a 8 Number 1 

w e l l was c o m p l e t e d ? 

A. No, I d o n ' t . 

Q. The t o t a l a c t u a l cost; on t h a t w e l l a r e 

$705,000, c o m p l e t e d w e l l c o s t s ? 

A. $705,437 i s what I have. 

Q. Do you do l i k e M e r i d i a n and r e p o r t t o 

y o u r o p e r a t o r s on a d a i l y -- o r y o u r w o r k i n g 

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

o f t h o s e w e l l s as you do them? 

A. Yes, s i r . 

Q. Are you aware t h a t t h e r e i s a r o y a l t y 

d i f f e r e n c e between t h e H a n l e y l e a s e and t h e l e a s e t o 

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

A. No, n o t a r o y a l t y -- You mean a w o r k i n g 

i n t e r e s t ? 

Q. A r o y a l t y d i f f e r e n c e i n p e r c e n t a g e ? 

A. No, I'm n o t . 

Q. Would t h a t n e c e s s i t a t e p u t t i n g on a t a n k 

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

K a c h i n a 8 Number 1 w e l l ? 

A. More t h a n l i k e l y , y e s . 

MR. KELLAHIN: Thank you. 

EXAMINER MORROW: I f you a l l o c a t e d c o s t s 
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t o t h e Bone S p r i n g s , what p e r c e n t o f t h e c o s t w o u l d 

be a l l o c a t e d t o t h e Bone S p r i n g s l o c a t i o n ? 

THE WITNESS: I wor k e d up a c o s t 

e s t i m a t e f o r a Bone S p r i n g w e l l o n l y , t o 9900 f e e t 

and t h e c o s t was $616,000 c o m p l e t e d c o s t s . 

EXAMINER MORROW: $616,000? 

THE WITNESS: Yes, s i r . . • 

EXAMINER MORROW: And o c c a s i o n a l c o s t 

w o u l d be t h e d i f f e r e n c e between t h a t $616,000 and --

THE WITNESS: And $750,000. 

EXAMINER MORROW: L o o k i n g a t S e c t i o n 8, 

i t l o o k s l i k e t h e r e was room f o r two more w e l l s i n 

t h a t n o r t h e a s t q u a r t e r , p o s s i b l y -- o r i s t h a t 

c o r r e c t ? 

THE WITNESS: W e l l , does t h a t i n c l u d e 

t h e 8 Number 2? 

MR. BRUCE: N o r t h e a s t c o r n e r . 

EXAMINER MORROW: L e t me see. 

THE WITNESS: L e t me see i f I have a 

map . 

MR. STOVALL: Use t h e one on t h e w a l l , 

E x h i b i t 3, i f you need t o . 

THE WITNESS: The n o r t h e a s t c o r n e r ? 

EXAMINER MORROW: N o r t h e a s t q u a r t e r o f 

S e c t i o n 8 w o u l d a p p a r e n t l y have two more s p o t s a t 
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l e a s t . 

THE WITNESS: R i g h t , yeah, I a g r e e . 

EXAMINER MORROW: I b e l i e v e you s a i d one 

had a l r e a d y been t a l k e d a b o u t i n y o u r company; i s 

t h a t r i g h t . 

THE WITNESS: Yes. We're r e a l l y t a l k i n g 

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

EXAMINER MORROW: Maybe I m i s u n d e r s t o o d , 

b u t --

MR. BRUCE: The n o r t h e a s t q u a r t e r , y e s , 

Mr. E x a m i n e r , I was a s k i n g a b o u t t h e n o r t h e a s t 

q u a r t e r . I t h i n k Mr. R o b e r t s was u n c l e a r on t h a t . 

THE WITNESS: T h a t ' s e v i d e n t . 

EXAMINER MORROW: Okay. So t h a t answers 

t h a t . 

T h a t ' s a l l I have. 

MR. STOVALL: I t h i n k we've done enough 

damage so f a r . 

EXAMINER MORROW: A l l r i g h t , t h e w i t n e s s 

may be exc u s e d . 

MR. STOVALL: T h i s w o u l d be a good t i m e 

t o b r e a k f o r l u n c h . 

EXAMINER MORROW: About 45 m i n u t e s ? 

Mr. B r u c e , do you have a n y t h i n g e l s e a t 

t h i s t i m e . 
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MR. BRUCE: I ' l l r e s t a t t h i s t i m e 

u n l e s s I have some r e b u t t a l f o r Mr. K e l l a h i n . But 

t h a t ' s my w i t n e s s e s , Mr. Examiner. 

EXAMINER MORROW: We're t h i n k i n g a b o u t 

b r e a k i n g f o r l u n c h . Does anybody have any a i r p l a n e 

commitments o r a n y t h i n g e l s e ? 

( L a u g h t e r . ) 

MR. STOVALL: What t i m e do y o u r p l a n e s 

l e a v e t o m o r r o w , t h a t ' s what we're c o n c e r n e d about? 

Mr. K e l l a h i n , have you g o t a b o u t t h e same 

amount o f t i m e t h i s a f t e r n o o n as we s p e n t t h i s 

m o r n i n g ? R e c o g n i z i n g t h a t Mr. Bruce may have a 

q u e s t i o n o r two f o r some o f y o u r w i t n e s s e s . 

MR. KELLAHIN: Perhaps two and a h a l f 

h o u r s . 

EXAMINER MORROW: We w i l l b r e a k u n t i l 

1:00. 

(The h e a r i n g was r e c e s s e d f r o m 11:45 a.m. 

u n t i l 1:00 p.m.). 

EXAMINER MORROW: Now, we're r e a d y t o 

s t a r t w i t h Henry's p r e s e n t a t i o n . 

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

I ' d l i k e t o c a l l a t t h i s t i m e Mr. B r e t t B r a c k e n . 
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BRETT BRACKEN,, 

was c a l l e d as a w i t n e s s and, h a v i n g been p r e v i o u s l y 

sworn, 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. B r a c k e n , f o r t h e r e c o r d , w o u l d you 

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

A. B r e t t B r a c k e n , g e o l o g i s t . 

Q. Would you summarize f o r us y o u r 

e d u c a t i o n a l b a c k g r o u n d as a g e o l o g i s t ? 

A. I g r a d u a t e d f r o m t h e U n i v e r s i t y o f Texas 

a t A r l i n g t o n , 1980, w i t h a BS Degree i n Geology. 

Q. Subsequent t o g r a d u a t i o n , summarize y o u r 

p r o f e s s i o n a l employment as a p e t r o l e u m g e o l o g i s t ? 

A. I , i m m e d i a t e l y upon g r a d u a t i n g , went t o 

work f o r Texaco as a g e o l o g i s t . I worked t h e r e f o r 

t h r e e and a h a l f y e a r s . And t h e n I went t o work f o r 

Ha n l e y P e t r o l e u m , and I ' v e been t h e r e f o r a l i t t l e 

o v e r seven y e a r s . So I ' v e been a p e t r o l e u m 

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

Q. As p a r t o f y o u r g e o l o g i c d u t i e s , do you 

l o o k f o r and d e v e l o p p r o s p e c t s i n t h e Wolfcamp 

f o r m a t i o n i n Lea County, New Mexico? 

A. Yes, I do. 

Q. And as p a r t o f t h o s e d u t i e s , have you 
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made a s t u d y o f t h e g e o l o g y t h a t i s a p p l i c a b l e t o 

t o d a y ' s h e a r i n g ? 

A. Yes, I have. 

MR. KELLAHIN: We t e n d e r Mr. B r a c k e n as 

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

EXAMINER MORROW: We a c c e p t h i s 

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

Q. Summarize f o r us t h e t y p e o f g e o l o g i c 

i n t e r p r e t a t i o n s t h a t you have made t h a t w i l l a p p l y 

t o t h i s case? 

A. Okay. The c o n c l u s i o n s , o r some 

c o n c l u s i o n s t h a t I ' v e come t o , i s t h a t s t r u c t u r e 

p l a y s an i m p o r t a n t i n t e g r a l r o l e i n Wolfcamp 

p r o d u c t i o n i n t h e C o r b i n South F i e l d . The f i e l d i s 

h i g h l y i r r e g u l a r and v a r i a b l e i n n a t u r e . C a r b o n a t e 

d e b r i s i s n o t c o n s i s t e n t f r o m w e l l t o w e l l — i t ' s 

p r e s e n c e o r absence i s n o t c o n s i s t e n t f r o m w e l l t o 

w e l l . 

P o r o s i t y i s n o t c o n s i s t e n t f r o m w e l l t o 

w e l l . And, a l s o , t h e r e ' s an o c c u r r e n c e o f w a t e r 

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

f r o m w e l l t o w e l l . And, f i n a l l y , t h e e f f e c t i v e 

d e v e l o p m e n t o f t h e f i e l d has been on 40 a c r e s . 

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

c o n c l u s i o n d e a l i n g w i t h s t r u c t u r e . And when you 
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a p p l y t h o s e c o n c l u s i o n s s p e c i f i c a l l y t o t h e west 

h a l f o f t h e n o r t h w e s t q u a r t e r o f 8 --

A. Yes. 

Q. — and you as a g e o l o q i s t a r e t r y i n g t o 

d e t e r m i n e t h e optimum l o c a t i o n ---

A. Uh-huh. 

Q. -- f o r a w e l l t o p e n e t r a t e and t e s t t h e 

Wolfcamp c a r b o n a t e --

A. Uh-huh. 

Q. — And you have a c h o i c e between t h e 

n o r t h 40 and t h e s o u t h 40 --

A. Uh-huh. 

Q. -- How does s t r u c t u r e h e l p you make t h a t 

c h o i c e ? 

A. I t ' s s t r u c t u r e - - t h e w e l l i n t h e n o r t h 

40 i s g o i n g t o be h i g h e r t o t h e s o u t h 40, and 

p o s s i b l y h i g h e r t o t h e K a c h i n a 8 F e d e r a l - -

s t r u c t u r a l l y h i g h e r . 

Q. What i s t h e s i g n i f i c a n c e o f b e i n g 

s t r u c t u r a l l y h i g h e r t o t h e s o u t h 40, i f you have a 

w e l l i n t h e n o r t h 40? 

A. Reduces t h e r i s k o f w a t e r p r o d u c t i o n . 

Q. How have you d e t e r m i n e d t h e d e p o s i t i o n 

o f t h e c a r b o n a t e s i n t h e Wolfcamp as t h e y a r e mapped 

i n S e c t i o n 8 ? 
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A. The -- t o t h e n o r t h i s t h e Permal Pan 

r e e f f r o n t . I t has an e a s t - w e s t r e g i o n a l t r e n d . 

And t h e d i p f r o m t h i s — o u t f r o n t o f t h i s Permal Pan 

t r e n d i s s t e e p and t o t h e s o u t h . A g a i n , t h e 

s t r u c t u r a l s t r i k e i s more o r l e s s e a s t and w e s t . 

Any d e b r i s — 

Q. How c o n f i d e n t a r e you t h a t you have 

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

t h e Wolfcamp? 

A. I ' v e v e r y c o n f i d e n t o f i t . 

Q. D e s c r i b e i n a r e g i o n a l way what you draw 

f r o m as a g e o l o g i s t t o s a t i s f y y o u r s e l f t h a t t h e 

o r i e n t a t i o n - - o r t h e a x i s o f t h e s t r u c t u r e i s 

c o r r e c t i n y o u r i n t e r p r e t a t i o n ? 

A. W e l l , among w e l l c o n t r o l , p e r s o n a l 

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

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

h o r i z o n s . For i n s t a n c e , t h e Abo r e e f t r e n d t o t h e 

n o r t h , i t has t h e same s t r i k e i n t h e beds o v e r t h a t 

and o u t i n f r o n t o f i t , s h a l l o w e r beds. They a l l 

e x h i b i t t h i s d o w n - t o - t h e - s o u t h s t r u c t u r a l d i p , as 

w e l l as a more o r l e s s e a s t - w e s t t r e n d . 

You can see t h i s d i p and t h i s t r e n d a l l 

t h e way up t o t h e Y a t e s , i f n o t a t t h e s u r f a c e on a 

t o p o g r a p h i c map. 
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Q. H a v i n g s a t i s f i e d y o r u s e l f a b o u t t h e 

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

how do you a p p l y t h e s t r u c t u r a l o r i e n t a t i o n t o t h e 

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

A. W e l l , i f you've g o t t h i s r e e f up t o t h e 

n o r t h , and you've g o t e a s t - w e s t d i p -- I mean 

e a s t - w e s t s t r u c t u r a l s t r i k e , and s o u t h d i p , t h e o n l y 

l o g i c a l t h i n g t o do-- o r l o g i c a l c o n c l u s i o n you can 

come t o , i s t h a t any d e b r i s t h a t ' s g o i n g t o come o f f 

of t h i s r e e f f r o n t i s g o i n g t o r o l l down i t l i k e a 

cannon b a l l . And-- w h i c h i s p e r p e n d i c u l a r t o t h e 

r e e f f r o n t . 

And t h a t ' s -- t h u s , t h e o r i e n t a t i o n o f my 

i s o p a k up t h e r e . 

Q. When you make t h e c h o i c e as a g e o l o g i s t 

of how t o s e l e c t t h e i n t e r v a l s f o r mapping i n t h e 

Wolfcamp t o p r e p a r e y o u r i s o p a k - -

A. Uh-huh. 

Q. — what d e c i s i o n s d i d you have t o make 

and w h a t , i n f a c t , d i d you make? 

A. W e l l , a f t e r c a r e f u l e x a m i n a t i o n o f 

numerous w e l l l o g s i n t h e a r e a , I came t o t h e 

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

i n d i v i d u a l zones, w e l l t o w e l l , due t o t h e n a t u r e o f 

t h e b e a s t . We're d e a l i n g w i t h a c a r b o n a t e d e b r i s 
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t h a t had t u m b l e d down and i n p u l s e s - - t h e r e ' s 

b l o c k s , r u b b l e . And i t ' s a l l i n t e r m i n g l e d , 

c o n v o l u t e d . 

Some o f t h e s e pods, when t h e y come down, 

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

d e p o s i t e d . So i t ' s j u s t a j u m b l e d up mess o f r o c k . 

Q. I n o r d e r t o map t h e i s p a k o f t h i s 

c a r b o n a t e t h e n , what do you choose f o r t h e i n t e r v a l 

t h a t i s mapped on y o u r isopak,? 

A. I chose t o map t h e n e t c l e a n l o w e r 

Wolfcamp l i n e w i t h i n t h e t o p o f t h e l o w e r Wolfcamp 

and t h e base o f t h e l o w e r Wolfcamp. I summarized 

a l l t h e — t o t a l e d t h e c l e a n l i n e w i t h i n t h a t 

i n t e r v a l and massed i t t o g e t h e r . 

Q. H a v i n g come t o a s t r u c t u r a l c o n c l u s i o n 

t h a t t h e n o r t h 40 and t h e s p a c i n g u n i t has a 

s t r u c t u r a l a d v a n t a g e - -

A. Uh-huh. 

cX 

Q. - - i n e x a m i n i n g t h e i s o p a ^ and t h e 

r e l a t i o n s h i p o f t h e n o r t h 40 t o t h e s o u t h 40, what 

c o n c l u s i o n d i d you r e a c h as a g e o l o g i s t ? 

A. W e l l , t h e n o r t h 40 i s g o i n g t o have j u s t 

as much r o c k as a w e l l i n t h e s o u t h 40, i f n o t more. 

Q. L e t me hav ejyou go t o what i s marked as 

H a n l e y E x h i b i t Number 1, a copy o f w h i c h we p u t on 
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t h e w a l l . And have you t a k e us t h r o u g h t h e key 

components o f t h a t E x h i b i t Number 1 and s u p p o r t f o r 

us t h e f a c t u a l e v i d e n c e t h a t causes you t o r e a c h 

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

t h e n o r t h 40, and t h e t h i c k n e s s o f t h e n e t c l e a n 

c a r b o n a t e i n t h e Wolfcamp, and i t ' s a d v a n t a g e i n t h e 

n o r t h 40 v e r s u s t h e s o u t h 40. 

A. Okay. F i r s t o f a l l , i n t h e -- i t ' s a 

montage and p r e t t y much t h e same f o r m a t as 

Mr. Thoma's e x h i b i t . I n t h e n o r t h - - t h e upper 

r i g h t - h a n d c o r n e r , I have a s t r u c t u r e map on t h e 

base o f t h e l o w e r Wolfcamp, and i t shows-- t h e 

c o n t o u r i n t e r v a l i s 50 f e e t , s c a l e i s z e r o t o 2,000. 

I have t h e p r o p o s e d p r o r a t i o n o f w o r k i n g i n t e r e s t 

u n i t shown and t h e l o c a t i o n shown. 

I t a l s o shows t h e l i n e o f c r o s s - s e c t i o n , 

A t o A p r i m e . The t h i n g t h a t s t a n d s o u t on t h i s map 

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

d i p w h i c h has an e a s t -- more o r l e s s e a s t - w e s t 

t r e n d . And t h i s s e t s up t h e d e p o s i t i o n o f t h e t o t a l 

l i n e - - o r t o t a l n e t c l e a n l i n e , w h i c h I have 

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

r i g h t c o r n e r o f t h e map, b a s i c a l l y . 

A g a i n , i t ' s t h e same s c a l e , 50 f e e t 

c o n t r a i n t e r v a l . And t h e t h i n g I want t o p o i n t o u t 
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i s t h i s n o r t h - s o u t h t r e n d , o r a x i s , o f t h e d e p o s i t 

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

t h e c e n t e r o f t h i s t r e n d . I t ' s i n t h e optimum, b e s t 

p o s i t i o n w i t h i n t h e t h i c k . 

And g o i n g back t o t h e s t r u c t u r e map, 

a g a i n , o u r l o c a t i o n -- I'm s h o w i n g i t t o be between 

25 and 35 f e e t h i g h t o a l o c a t i o n i n t h e s o u t h w h i c h 

i s w o r k i n g i n t e r e s t o n l y . 

Q. I n l o o k i n g a t y o u r 4 0 i n t h e n o r t h p a r t 

o f t h e s p a c i n g u n i t --

A. Yes, s i r . 

Q. -- On t h e s t r u c t u r a l map, what i s i t ' s 

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

K a c h i n a Number 1 w e l l t o t h e e a s t ? 

A. I t i s a l s o h i g h t o t h e K a c h i n a w e l l t o 

t h e e a s t . Do you want t o know how h i g h ? 

Q. A p p r o x i m a t e l y . 

A. About 2 0 f e e t . 

Q. When we l o o k a t y o u r i s o p a ^ --

A. Uh-huh. 

Q. -- And compare i t t o t h e o r i e n t a t i o n t h a t 

Mr. Thoma has f o r t h e d e p o s i t i o n a l t r e n d o f t h e 

v a r i o u s members o f t h e Wolfcamp c a r b o n a t e - -

A. Uh-huh. 

Q. -- There's a s u b s t a n t i a l d i f f e r e n c e ; 
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i s n ' t t h e r e ? 

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

Q. How come you b e l i e v e y o u ' r e r i g h t ? 

A. W e l l , l i k e I s a i d , t h e s t r u c t u r e i s a 

key i n g r e d i e n t i n t h e o r i e n t a t i o n . I t ' s n o t l o g i c a l 

t o assume t h a t t h e s e pods w o u l d be a t an o b l i q u e 

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

g o i n g t o p l a y an i m p o r t a n t r o l e i n how t h e s e t h i n g s 

were d e p o s i t e d . 

And t h a t ' s my r e a s o n f o r maki n g t h e 

o r i e n t a t i o n as such. I t ' s g o i n g t o be p e r p e n d i c u l a r 

t o t h i s d i p -- s t r u c t u r a l d i p . 

Q. I n coming t o t h e c o n c l u s i o n t h a t t h e 

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

a x i s o f t h e s t r u c t u r e - -

A. Uh-huh. 

Q. — have you h o n o r e d a l l a v a i l a b l e 

g e o l o g i c d a t a ? 

A. Yes, I have. 

Q. I s y o u r i n t e r p r e t a t i o n i n c o n s i s t e n t w i t h 

any o f t h e d a t a t h a t you've d e m o n s t r a t e d on y o u r 

d i s p l a y ? 

A. No, s i r . 

Q. So you d i d n ' t have t o i g n o r e any l o g 

i n f o r m a t i o n o r o t h e r g e o l o g i c d a t a i n o r d e r t o 
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make-- come up w i t h t h i s c o n c l u s i o n ? 

A. No, I made t h e s i m p l e s t , most l o g i c a l 

c o n c l u s i o n you c o u l d come t o . 

Q. A l l r i g h t , s i r . B e f o r e we l e a v e E x h i b i t 

Number 1, p o i n t o u t t h e s t r u c t u r a l d i p f o r us on 

y o u r E x h i b i t Number 1? 

A. W e l l , I --

Q. I t ' s on t h e c r o s s - s e c t i o n . 

A. Yeah, I n e v e r g o t t o e x p l a i n t h e 

c r o s s - s e c t i o n h e r e . T h i s i s a n o r t h - t o - s o u t h 

s t r u c t u r a l c r o s s - s e c t i o n , n o r t h b e i n g on t h e l e f t . 

And, by t h e way, t h e Number 1 w e l l on t h i s 

c r o s s - s e c t i o n i s Santa Fe's Number 1 K a c h i n a 8 

F e d e r a l . 

As you can see, I have c o l o r e d some o f my 

c o r r e l a t i o n marks and f r o m t h e base o f t h i s l o w e r 

Wolfcamp on up t o t h e l a s t c o r r e l a t i o n t h a t I have, 

i t ' s a l l h o r i z o n s e x h i b i t s an o b v i o u s n o r t h - t o - s o u t h 

s t r u c t u r a l d i p . 

Sub C datum on t h i s c r o s s - s e c t i o n i s t h e 

marked a t 6500 f e e t b e l o w sea l e v e l . I n a s c a l e -- a 

v e r t i c a l s c a l e , t h a t ' s one i n c h t o 100 f e e t . I t has 

no h o r i z o n t a l s c a l e . 

Q. L e t ' s go t o y o u r n e x t montage, 

Mr. B r a c k e n . A l l r i g h t , s i r , w o u l d you i d e n t i f y 
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and d e s c r i b e f o r us Hanley E x h i b i t Number 2? 

A. Yes, s i r . I t ' s t h e same f o r m a t as t h e 

p r e v i o u s e x h i b i t , i n c o r p o r a t i n g t h e same s t r u c t u r e 

map, same i s o p a k map. The o n l y d i f f e r e n c e i s i t 

i n c o r p o r a t e s a w e s t - t o - e a s t c r o s s - s e c t i o n , B t o 

B p r i m e , w h i c h i s shown, t h e l i n e o f s e c t i o n i s 

shown on b o t h maps. 

I n t h e s e s c a l e s and datum on t h i s 

c r o s s - s e c t i o n a r e i d e n t i c a l t o t h a t — t o t h a t 

c r o s s - s e c t i o n o v e r t h e r e ( i n d i c a t i n g ) . Sub C datum 

and mines 6500 f e e t , and h o r i z o n t a l s c a l e o f - - no 

s c a l e h o r i z o n t a l o r v e r t i c a l s c a l e one i n c h t o one 

h u n d r e d f e e t . 

Q. D e s c r i b e f o r us y o u r c o n c l u s i o n s a b o u t 

t h e d i s p l a y ? 

A. A g a i n , t h e s e maps h e r e a r e t h e same. I 

won't go i n t o them. 

B u t , what i t shows i s t h a t t h i s i s o p a k 

i n t e r v a l h e r e t h a t I have summed up t h e t o t a l l i n e , 

c l e a n l i n e , e x h i b i t s a-- somewhat o f a l i t t l e more 

s t r u c t u r e . I t ' s n o t r e a l l y s t r u c t u r e , b u t o v e r t h i s 

p i l e o f r o c k -- and I t h i n k t h a t ' s due t o t h i s p i l e 

o f r o c k t h a t has been — t h i s a c c u m u l a t i o n o f r o c k 

t h a t has been dumped o u t i n t h i s i n t e r v a l . 

One t h i n g t o n o t e i s t h a t t h e -- t h e i r 
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zone i s p r o d u c i n g i n t h e K a c h i n a 8 F e d e r a l , t h e 

b o t t o m h e r e , and back up, p r o d u c i n g p e r f o r a t i o n s a r e 

i n d i c a t e d by s o l i d b l a c k b a r s on t h e c e n t e r w e l l 

c olumn. 

There i s n o t h i n g t o t h e west t o i n d i c a t e 

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

Q. T h i s w e l l b e i n g t h e f i r s t numbered w e l l 

on t h e B, B p r i m e c r o s s - s e c t i o n - -

A. Yes, s i r , i t w o u l d be i n Q u a d r a n t - -

l o o k s l i k e Q u a d r a n t C o f 7. 

Q. And you have a v a i l a b l e l o g s on t h a t 

w e l l , b u t i t s t o p s — t h e w e l l b o r e s t o p s j u s t s h o r t 

o f t h e l o w e r Wolfcamp t h a t Mr. Thoma has i d e n t i f i e d 

as t h e AG? 

A. Looks l i k e i t s t o p p e d TDs a b o u t 

somewhere i n t h e m i d d l e o f what he w o u l d c a l l t h e - -

I guess t h e AF, w h a t e v e r . 

Q. What have you used on y o u r i s o p a k t h e n 

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

c a r b o n a t e as you come t h r o u g h t h e w e s t e r n h a l f o f 

S e c t i o n 8? 

A. I have used t h e b l u e s h a d i n g t h a t I have 

i n d i c a t e d on t h e l o g . Or, i n o t h e r w o r d s , I have 

summed up t h o s e t h i c k n e s s e s . 

Q. I n o r d e r t o have an e f f e c t i v e t o o l t o 
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f i n d o i l i n t h e Wolfcamp, what do you do as a 

g e o l o g i s t i n mapping t h e i s o p a k o f t h e c a r b o n a t e ? 

A. W e l l , we were t r y i n g t o l o c a t e t h e 

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

o f r o c k , f a v o r a b l e s t r u c t u r a l p o s i t i o n . 

Q. C o u l d y o u , as a g e o l o g i s t , u t i l i z e 

Mr. Thoma's i s o p a ) ^ on t h e AG p r o d u c e r w h i c h i s i n 

t h e upper r i g h t p o r t i o n o f h i s d i s p l a y , E x h i b i t 

Number 7, f o r example, w o u l d you as a g e o l o g i s t use 

t h a t w i t h c o n f i d e n c e t o h e l p you f i n d t h e b e s t 

l o c a t i o n f o r o i l p r o d u c t i o n i n t h e Wolfcamp? 

A. No, I w o u l d n o t . 

Q. Why n o t ? 

A. W e l l , I d o n ' t l i k e h i s o r i e n t a t i o n . 

Excuse me, I'm n o t t r y i n g t o c u t anybody down. 

B u t , f i r s t o f a l l , h i s o r i e n t a t i o n i s — 

goes a g a i n s t l o g i c . T here's no b a s i s f o r t h e skewed 

n o r t h e a s t - s o u t h w e s t t r e n d . As a m a t t e r o f f a c t , I 

c o u l d c o n t o u r t h e s e -- h i s numbers, i n a n o r t h - s o u t h 

d i r e c t i o n , e a s i l y . 

He has no -- t h e o t h e r p r o b l e m i s t h a t --

t a k e each w e l l on a — each map on an i n d i v i d u a l 

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

t h e Wolfcamp w h i c h do n o t p r o d u c e o u t o f t h a t --

w h a t e v e r i n t e r v a l he's t r y i n g t o i s o p a ^ . 
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I n f a c t , t h e m a j o r i t y o f t h e w e l l s w o u l d 

be n o n p r o d u c e r s o r d r y h o l e s f o r each one o f h i s 

i n t e r v a l s . So i t ' s m i s l e a d i n g . I t w o u l d l e a d you 

t o b e l i e v e you c o u l d package, o r map a l l o f t h e s e 

zones i n t o n i c e c o r r e l a t a b l e p a c k a g e s , when i t ' s 

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

Q. L e t me have you r e t u r n t o y o u r s e a t i f 

y o u ' r e f i n i s h e d w i t h E x h i b i t Number 2. 

And l e t me have you a t t h i s p o i n t 

i d e n t i f y and d e s c r i b e what we w i l l mark as Ha n l e y 

E x h i b i t Number 3. 

I d e n t i f y t h a t d i s p l a y f o r me, p l e a s e ? 

A. I t i s a s t r u c t u r e map on t o p o f t h e - -

what I c a l l t h e second Bone S p r i n g c a r b o n a t e Payne 

Zone B. T h i s i s a p e r s o n a l n o m e n c l a t u r e f o r t h a t 

zone. 

Q. A l l r i g h t . Why d i d you want t o p r e p a r e 

a s t r u c t u r e map u s i n g t h e second Bone S p r i n g s 

C a r b o n a t e pay? 

A. W e l l , f i r s t o f a l l , i t ' s a good 

c o r r e l a t a b l e m a r k e r on t h e l o g s . And i t a l s o 

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

s t r u c t u r a l s t r u c t u r e i n t h e a r e a , and t h a t i s t h e 

e a s t - w e s t s t r u c t u r a l s t r i k e and t h e s t e e p d i p t o t h e 

s o u t h . T h i s i s c o n s i s t e n t w i t h t h e Permal Penrjand 
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Abo r e e f f r o n t s t o t h e n o r t h . 

Q. How i s t h i s s t r u c t u r e map d i f f e r e n t t h a n 

t h e one you d i s p l a y e d on e i t h e r E x h i b i t 1 o r 2? 

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

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

may be a l i t t l e more d i p . B a s i c a l l y t h e same, 

t h o u g h . 

Q. So i t ' s c l e a r , w hat's y o u r s t r u c t u r a l 

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

mapping on t h e s t r u c t u r e s shown on E x h i b i t s 1 and 2 

and how does t h a t d i f f e r f r o m E x h i b i t -- d i d I say 

E x h i b i t 4? I t h i n k i t ' s E x h i b i t 3. I'm s o r r y , 

E x h i b i t 3. How a r e t h e s e d i f f e r e n t ? Are you 

mapping on t h e same i n t e r v a l ? 

A. I'm s o r r y , I d i d n ' t --- m i s u n d e r - -

Q. When you l o o k a t t h e s t r u c t u r e maps, 

you've g o t a s t r u c t u r e map shown on E x h i b i t s 1 and 

2? 

A. Yes. 

Q. What a r e you mapping? What p o r t i o n o f 

t h e s t r u c t u r e a r e you mapping? 

A. I t ' s t h e base o f t h e l o w e r Wolfcamp. 

Q. Okay. When we l o o k a t E x h i b i t 3, what 

a r e you mapping? 

A. Zone -- a p p r o x i m a t e l y a t o p o f a zone 
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a p p r o x i m a t e l y , oh, 3,000 f e e t h i g h e r on t h e t o p o f 

t h e Zone B Bone S p r i n g c a r b o n a t e . 

Q. When we l o o k a t t h e t o p o f t h e Bone 

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

shown on e i t h e r E x h i b i t s 1 o r 2? 

A. No . 

Q. A l l r i g h t . We're f a r above t h a t 

i n t e r v a l ? 

A. Yes. 

Q. Why i s i t i m p o r t a n t t o you as a 

g e o l o g i s t t o have mapped t h e s t r u c t u r e on t h e Bone 

S p r i n g s and compared i t s r e l a t i o n s h i p t o t h e 

Wolfcamp s t r u c t u r e ? 

A. I t j u s t -- i t adds more emphasis t o t h e 

Wolfcamp. I t v e r i f i e s i t , i n t h a t a s t r u c t u r a l - -

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

g o i n g t o be h i g h e r t h a n t h e i r p r o p o s e d l o c a t i o n a t 

a l l h o r i z o n s . 

Q. So i n t h e n o r t h 40 o f t h e s p a c i n g u n i t , 

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

have a s t r u c t u r a l a d v a n t a g e i n t h e n o r t h 40 o v e r t h e 

s o u t h 40? 

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

Q. W i l l t h i s h o l d t r u e n o t o n l y f o r t h e 

Wolfcamp, b u t t h e Bone S p r i n g s and any o t h e r 
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p o t e n t i a l o i l f o r m a t i o n ? 

A. Yes. 

Q. What a r e t h e o t h e r o i l f o r m a t i o n s t h a t 

a r e l i k e l y t a r g e t s f o r a w e l l t o be d r i l l e d i n t h e 

n o r t h 40? 

A. W e l l , n o t o n l y t h e i r AG zone, b u t I 

ag r e e w i t h Thoma t h a t t h e - - w h a t e v e r t h e y c a l l t h e 

AF and t h e AE — o r w h a t e v e r t h e y a r e c a l l e d , t h e y ' l l 

p r o b a b l y be p r o d u c t i v e . Bone S p r i n g s sands, Bone 

S p r i n g c a r b o n a t e s , Delaware sands, Queen/Grayburg. 

Q. L e t me d i r e c t y o u r a t t e n t i o n now t o what 

i s E x h i b i t 4. T h i s i s y o u r p r o d u c t i o n map. You 

want t o t a l k a b o u t i t ? 

A. I f you want me t o . 

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

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

A. Yes, I d i d . 

Q. I d e n t i f y and d e s c r i b e i t f o r us. 

A. Okay. I t i s a p r o d u c t i o n map o f t h e 

C o r b i n a r e a . The s c a l e i s z e r o t o one i n c h i s 2,000 

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

t h e a r e a and what zones t h e y p r o d u c e o u t o f . For 

i n s t a n c e , t h e — I guess i t ' s p u r p l e , w o u l d be t h e 

Queen/Grayburg a t , say, 4,000 f e e t . D e l a w a r e i s i n 

t h e -- Delawa r e p r o d u c t i o n i s k i n d o f h a r d t o see, 
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b u t i t ' s k i n d o f a more oran g e c o l o r . And t h a t 

p r o d u c e s a t a b o u t 5,000 f e e t . 

Bone S p r i n g i s a d a r k e r r e d c o l o r and i t 

p r o d u c e s f r o m t h e — l i k e I s a i d , f r o m t h e d o l o m i t e 

and sand b e t w e e n , say, 8400 t o 9400. Wolfcamp i s 

shown i n y e l l o w , and t h e n t h e r e i s some Wolfcamp 

shown i n y e l l o w and i t p r o d u c e s a t a r o u n d 10,700 t o 

11,500. And t h e n t h e r e i s some p r o d u c t i o n f r o m t h e 

Straw and t h e Morrow i t ' s d eeper -- much d e e p e r . 

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

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

Oh -- I ' l l w a i t . Maybe you want t o ask 

me s o m e t h i n g e l s e . 

Q. From any o f y o u r d i s p l a y s , do you a g r e e 

w i t h Mr. Thoma t h a t a w e l l d r i l l e d i n t h e s o u t h 40 

f o r Bone S p r i n g s p r o d u c t i o n i s g o i n g t o be t o o low 

i n t h e s t r u c t u r e and, t h e r e f o r e , wet? 

A. Yeah, I a g r e e w i t h him. 

Q. When we l o o k a t t h e Wolfcamp, can you 

s p e c i f i c a l l y i d e n t i f y w e l l s f o r us on any o f y o u r 

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

w i t h t h e i r Wolfcamp o i l p r o d u c t i o n ? 

A. You b e t . 

Q. P l e a s e do t h a t f o r me. 

A. Okay. I ' l l do i t on t h e n o r t h - s o u t h 
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c r o s s - s e c t i o n , o r e x h i b i t - - I guess i t ' s E x h i b i t 1. 

The Number 2 w e l l on t h e c r o s s - s e c t i o n d i d n ' t even 

t e s t t h e AG zone a c c o r d i n g t o t h e Santa Fe's 

n o m e n c l a t u r e . 

T h i s second zone w h i c h l o o k s l i k e t h a t - -

we assume t h a t i t c o u l d c o o r e l a t e t o t h e second zone 

on t h e Number 2 w e l l t r a c e a t a b o u t 11,160 t o 7250, 

t h e r e a b o u t s . Appears t o c o r r e l a t e t o t h e i r zone 

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

i n t e r v a l and r e c o v e r e d swab 20 b a r r e l s o f o i l , and 

50 b a r r e l s o f f o r m a t i o n w a t e r . E v e n t u a l l y moved up 

t h e h o l e t o an e n t i r e i n t e r v a l . 

A l s o , i n t h e i r AG zone, t h e t h i r d w e l l on 

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

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

t h a t t h e i r w e l l -- t h e Santa Fe w e l l , p r o d u c e d o u t 

o f - - and t h e y swabbed 8 b a r r e l s o f w a t e r w i t h a 

t r a c e o f o i l and t h e y e v e n t u a l l y squeezed t h e p e r f s . 

So i n t h a t r e s p e c t , you'd t h i n k t h a t w a t e r i s 

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

Q. Okay. 

A. A n y t h i n g e l s e ? 

Q. No, s i r . 

The Examiner must make a j u d g m e n t on t h e 

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 a p p l y i n e i t h e r 
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case, Mr. B r a c k e n . Mr. Thoma has recommended t o t h e 

Examiner t h a t i f he a p p r o v e d a w e l l i n t h e s o u t h 40 

t h a t i t j u s t i f i e s t h e maximum r i s k f a c t o r p e n a l t y o f 

2 00 p e r c e n t . 

A. Uh-huh. 

Q. Do you a g r e e o r d i s a g r e e w i t h Mr. Thoma 

w i t h r e g a r d s t o a w e l l i n t h e s o u t h 4 0 - a c r e t r a c t ? 

A. W i t h t h a t p e n a l t y , y e s , i t ' s r i s k i e r . 

I t ' s a r i s k i e r l o c a t i o n . 

Q. I f y o u ' r e recommending t o t h e Examiner a 

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

n o r t h 40 --

A. Uh-huh. 

Q. -- what i s y o u r r e c o m m e n d a t i o n t o him 

based upon t h e g e o l o g i c r i s k i n v o l v e d f o r a w e l l a t 

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

A. W e l l , i n our o p i n i o n , i t i s l e s s r i s k y , 

and we w o u l d be w i l l i n g t o a s s i g n a p e n a l t y o f 

150 p e r c e n t i n s t e a d o f 200 p e r c e n t . 

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

e x a m i n a t i o n o f Mr. B r a c k e n . We move t h e 

i n t r o d u c t i o n o f E x h i b i t s 1 t h r o u g h 4. 

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

a r e a d m i t t e d . 

HUNNICUTT REPORTING 
GAIL D. VINSON, CCR 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1 

22 

23 

24 

25 

2 14 

( H a n l e y E x h i b i t s 1 t h r o u g h 4 

a d m i t t e d i n t o e v i d e n c e . ) 

EXAMINATION 

BY MR. BRUCE: 

Q. Mr. B r a c k e n , do you d i s a g r e e w i t h 

Mr. Thoma's b r e a k i n g up t h e Wolfcamp i n t o f i v e 

s e p a r a t e pays? 

A. I agr e e o n l y i n t h e sense t h a t t h e r e a r e 

s e p a r a t e p a y s . But I d o n ' t t h i n k you can map them 

l i k e he's done i t . I t h i n k t h a t w o u l d be an 

e x e r c i s e i n — you know, y o u ' r e j u s t k i d d i n g 

y o u r s e l f i f you t h i n k you can c o r r e l a t e t h a t s t u f f . 

Q. Okay. 

A. There a r e s e p a r a t e p ci y s , yes --

Q. Would you ? 

A. -- I w o u l d a g r e e w i t h t h a t . 

Q. Would you a l s o a g r e e t h a t some o f t h o s e 

pays may be p r o d u c t i v e , w h i l e o t h e r s a r e n o t ? 

A. Yes. 

Q. Now, you mapped i t , cis I u n d e r s t a n d i t 

t o t a l -- t o t a l l e d a l l t h o s e pays t o make y o u r 

i s opa^.? 

A. Yes, s i r . 

Q. W i l l t h a t r e f l e c t i n d i v i d u a l 

d e p o s i t i o n a l e n v i r o n m e n t s f o r t h e s e p a r a t e pays? 
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A. I b e l i e v e so. Th e y ' r e a l l g o i n g t o --

w e l l , I ' l l j u s t l e a v e i t a t t h a t . 

Q. Now, l o o k i n g a t — I ' l l p i c k o u t y o u r 

E x h i b i t 2 h e r e . 

A. Uh-huh. 

Q. I b e l i e v e you t e s t i f i e d t h a t y o u r 

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

A. P e r p e n d i c u l a r t o s t r i k e . 

Q. W e l l , i s n ' t -- i f t h a t ' s t h e case, 

s h o u l d n ' t y o u r o r i e n t a t i o n be f r o m t h e n o r t h w e s t t o 

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

A. W e l l , I t h i n k y o u ' r e s p l i t t i n g h a i r s , i f 

y o u ' r e g o i n g t o go i n t o t h a t . I see -- t h a t map i s 

a s m a l l p o r t i o n o f a l a r g e r r e g i o n a l map t h a t I ' v e 

done and i t ' s c l e a r l y e a s t - w e s t d i r e c t i o n and on --

a n o t h e r t h i n g i s t h a t t h e r e has been some t i l t i n g 

t h a t has t a k e n p l a c e , I b e l i e v e d u r i n g t h e T e r t i a r y 

t i m e , t h a t i s g o i n g t o — I'm t r y i n g t o t h i n k o f a 

word . 

EXAMINER MORROW: Change? 

A. Yes, change t h e o r i g i n a l s t r u c t u r e a t 

t h e t i m e o f d e p o s i t i o n . 

Q. I ' v e a l s o made a n o t e t h a t you s a i d t h i s 

p o o l was e f f e c t i v e l y d e v e l o p e d on 40 a c r e s ? 

A. Yes, s i r . 
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Q. C o u l d you e x p l a i n t h c i t ? 

A. Sure can. I ' l l show you on h e r e . Who 

do you want me t o show i t t o ? 

Q. We need t o f i n d a d i s p l a y t h a t -- you 

need t o f i n d a d i s p l a y t h a t e v e r y b o d y can r e c o g n i z e . 

A. I t h i n k we've a l r e a d y gone i n t o i t on 

p r e v i o u s t e s t i m o n y , b u t , Mr. E x a m i n e r , i f I c o u l d 

draw y o u r a t t e n t i o n t o t h e , say, west h a l f o f 

S e c t i o n 17, and t h e e a s t h a l f o f S e c t i o n 18, t h e r e ' s 

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

-- t h e y ' r e a l l d i r e c t o f f s e t s t o each o t h e r . 

You can go o v e r t o S e c t i o n 16 t o t h e e a s t 

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

you see t h r e e w e l l s t h a t a r e more o r l e s s -- w e l l , 

n o t more o r l e s s , t h e y a r e e f f e c t i v e l y 40 a c r e 

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

Q. L e t ' s l o o k a t S e c t i o n 17. 

A. Okay. 

Q. I n t h e west h a l f o f S e c t i o n 17, and t h e n 

t h e west h a l f o f t h e e a s t h a l f o f S e c t i o n 17, t h a t ' s 

a b o u t 480 a c r e s . How many w e l l s a r e i n t h e r e ? 

A. Say t h a t a g a i n ? I d i d n ' t f o l l o w you. 

Q. E x c l u d i n g t h e e a s t h a l f o f t h e e a s t h a l f 

o f S e c t i o n 17 --

A. Uh-huh. 
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Q. — h o w many w e l l s a r e p r o d u c i n g f r o m t h e 

Wolfcamp? 

A. Looks l i k e t h e r e ' s s i x w e l l s . 

Q. C o u l d you d i v i d e 480 by 6 f o r me? 

A. E i g h t , I b e l i e v e . 

Q. I b e l i e v e t h a t ' s 80? 

A. E i g h t y ? Yeah, 80. 

Q. So i n o t h e r w o r d s , t h e r e ' s one w e l l 

e v e r y 80 a c r e s i n S e c t i o n 17; i s n ' t t h e r e ? 

A. R i g h t . L e g a l l y t h e r e ' s one w e l l f o r 80 

a c r e s . But e f f e c t i v e l y t h e r e ' s -- i n some i n t a n c e s , 

t h e r e ' s p h y s i c a l l y one w e l l f o r 40 a c r e s . 

Q. I n t h e a r e a o f i n t e r e s t , I do r e c o g n i z e 

t h a t l o o k i n g a t S e c t i o n 18 t h e r e i s a 4 0 - a c r e d i r e c t 

o f f s e t ; i s n ' t t h e r e ? 

A. Uh-huh. 

Q. But r e a l l y , i f you l o o k a t S e c t i o n s 8, 

17, and 18 -- and 7, t h a t ' s r e a l l y t h e o n l y i n s t a n c e 

o f a 4 0 - a c r e o f f s e t ; i s n ' t i t ? A d i r e c t 4 0 - a c r e 

o f f s e t ? 

A. W e l l , l i k e I s a i d , o v e r i n t h e s o u t h w e s t 

q u a r t e r o f S e c t i o n 16, t h a t — I can draw y o u r 

a t t e n t i o n a g a i n down t o S e c t i o n 2 1 , i n t h e e a s t h a l f 

o f t h e west h a l f , you've g o t t h r e e w e l l s t h a t a r e 

s t a c k e d on t o p o f each o t h e r , 40 a c r e s a p a r t . 
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Q. We're a l i t t l e c l o s e r t o S e c t i o n 17, 

a r e n ' t we? 

A. Yeah. 

Q. How many o t h e r Wolfcamp w e l l s has H a n l e y 

d r i l l e d i n New Mexico? 

A. What do you mean Wolfcamp w e l l s , we've 

d r i l l e d ? Wolfcamp w e l l s we've p r o d u c e d f r o m o r 

w e l l s t h a t we've d r i l l e d t o t h e Wolfcamp? 

Q. How many Wolfcamp w e l l s a r e you 

o p e r a t i n g r i g h t now i n New Mexico? 

A. No Wolfcamp p r o d u c e r s . 

Q. Now, I b e l i e v e you s a i d s t r u c t u r e i s 

i m p o r t a n t ? 

A. Yes. 

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

d i f f e r e n c e between Santa Fe's p r o p o s e d l o c a t i o n and 

H a n l e y ' s l o c a t i o n ? 

A. Santa Fe's p r o p o s e d l o c a t i o n and --

Q. Yes. 

A. -- R i g h t ? 

Q. Yes, f o o t a g e d i f f e r e n c e i n s t r u c t u r e . 

A. I n s t r u c t u r e i s between 25 and, say, 

30 f e e t . A g a i n we're d e a l i n g w i t h a 50 f o o t 

c o n t o u r i n t h e r e . 

Q. Okay. 
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A. We w o u l d be a t 25 t o 30 f e e t h i g h e r t h a n 

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

Wolf camp. 

Q. Okay. Then d r o p down t o S e c t i o n 17, and 

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

q u a r t e r o f S e c t i o n 17? 

A. S o u t h w e s t o f t h e n o r t h w e s t , E --

Qua d r a n t E? 

Q. Yes. 

A. Uh-huh. 

Q. How much l o w e r s t r u c t u r a l l y i s t h a t w e l l 

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

A. Pro p o s e d l o c a t i o n -- a b o u t 67 f e e t 

l o w e r . 

Q. Are you aware o f how much t h a t w e l l has 

produced? 

A. Yeah, I am. 

Q. How much? 

A. Oh, somewhere i n t h e 200,000 r a n g e . I t 

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

one t h a t t h e Santa Fe K a c h i n a 8 F e d e r a l p r o d u c e s 

f r o m . 

Q. Okay. W e l l , l e t ' s g e t i n t o t h a t . So 

t h e w e l l s do p r o d u c e f r o m some o f t h e d i f f e r e n t 

p a y s ; r i g h t ? 
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A. R i g h t . 

Q. And so t h a t m i g h t a f f e c t y o u r comments 

a b o u t e f f e c t i v e 4 0 - a c r e s p a c i n g , because some o f 

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

even t h o u g h t h e y ' r e d i r e c t 4 0 - a c r e o f f s e t s ; i s n ' t 

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

A. I t ' s c o r r e c t , a l t h o u g h some o f t h e 

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

-- l a r g e i n t e r v a l s where t h e r e ' s no way t o 

d e t e r m i n e what zone i s p r o d u c i n g . You j u s t know 

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

s e c t i o n . 

MR. BRUCE: I ' l l pass t h e w i t n e s s t o 

Mr. C a r r . 

MR. KELLAHIN: Mr. B r a c k e n , why d o n ' t you 

have a s e a t . 

EXAMINATION 

BY MR. CARR: 

Q. Mr. B r a c k e n , i f I u n d e r s t o o d y o u r 

t e s t i m o n y , you s t a t e d t h a t you b e l i e v e t h e Ha n l e y 

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

by Santa Fe; i s t h a t c o r r e c t ? 

A. Yes. 

Q. And i f I a l s o u n d e r s t o o d y o u r t e s t i m o n y , 

you s t a t e d t h a t one o f t h e b e n e f i t s t h a t w o u l d come 

HUNNICUTT REPORTING 
GAIL D. VINSON, CCR 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1 

22 

23 

2 4 

25 

221 

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

have l e s s o f a p o t e n t i a l w a t e r p r o b l e m i n t h e w e l l ; 

i s t h a t what you s a i d ? 

A. Less r i s k o f w a t e r p r o d u c t i o n , r i g h t . 

Q. Now, I know you t o l d Mr. Bruce t h a t you 

d o n ' t o p e r a t e any Wolfcamp w e l l s i n New M e x i c o . You 

have s t u d i e d t h e w e l l s i n t h e g e n e r a l a r e a o f t h i s 

l o c a t i o n , have you n o t ? 

A. I n t h i s l o c a t i o n , as w e l l as t h r o u g h o u t 

t h e s o u t h e a s t e r n New Mexico and M i d l a n d B a s i n a r e a s , 

Permian B a s i n . 

Q. And i f I l o o k a t y o u r s t r u c t u r e map, 

i t ' s on t h e base o f a l l Wolfcamp s t r u c t u r e s ; i s t h a t 

c o r r e c t ? On E x h i b i t Number 2? 

A. Base o f t h e l o w e r Wolfcamp s t r u c t u r e ? 

R i g h t . 

Q. And what you s a i d was y o u ' r e 

e x p e r i e n c i n g a d r o p o f f as you move t o w a r d t h e 

s o u t h ; i s t h a t r i g h t ? 

A. There i s d i p s -- down-dip s t r u c t u r e t o 

t h e s o u t h . 

Q. And t h e y e l l o w s p o t s on t h i s w i l l show 

Wolfcamp w e l l s ; i s t h a t r i g h t ? 

A. Uh-huh. 

Q. And t h e y a r e s o u t h o f y o u r p r o p o s e d 
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l o c a t i o n ? 

A. That i s r i g h t . 

Q. And t h e y ' r e down s t r u c t u r e ? 

A. That i s r i g h t . 

Q. And a r e you aware o f any r e a l w a t e r 

p r o b l e m s anyone i s h a v i n g down t h e r e ? 

A. Yes, I am. But I'm n o t p r e p a r e d t o 

t e s t i f y t o t h a t . Somebody e l s e w i l l . 

Q. You're g o i n g t o have t e s t i m o n y on t h e 

w a t e r p r o b l e m s t h a t a r e coming down s t r u c t u r e ? 

A. You b e t . 

Q. W i t h a -- how much d i f f e r e n c e a r e you 

t a l k i n g a b o u t between t h e p r o p o s e d l o c a t i o n and t h e 

Santa Fe l o c a t i o n ? 

A. How much d i f f e r e n c e i n what? 

Q. I n s t r u c t u r e . How much l o w e r ? 

A. Between o u r l o c a t i o n and t h e p r o p o s e d 

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

Q. Yes. 

A. A g a i n , between 25 and 30 f e e t . T h e i r 

l o c a t i o n i s g o i n g t o be between 25 and 30 f e e t l o w , 

a t t h e base o f t h e l o w e r Wolfcamp. 

Q. Now, you p r e p a r e d t h e s t r u c t u r e map? 

A. Yes. 

Q. And i n p r e p a r i n g i t , d i d you use any 
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s e i s m i c ? 

A. No, s i r , I d i d n o t . 

Q. I t ' s a l l w e l l c o n t r o l ? 

A. Yes. 

Q. I f I l o o k a t t h e w e l l s o f f -- I t h i n k 

t h e y ' r e -- w e l l , I b e l i e v e t h e y ' r e deeper w e l l s . 

Are t h e y Morrow -- t h e y ' r e t h e w e l l s i n S e c t i o n 7. 

There's one w i t h a l e t t e r B by i t and i t ' s a c i r c l e 

w i t h a d o t . 

A. Yes. 

Q. T h a t ' s a deeper w e l l t h a n t h e Wolfcamp? 

A. W e l l , i f you l o o k a t t h e l e g e n d t h e r e , a 

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

t h e Wolfcamp. And what I mean by r e a c h i n g t h e 

Wolfcamp, t h a t may be j u s t t h e t o p o f t h e upper 

Wolfcamp --

Q. Okay. What does NDE mean? 

A. I t means n o t deep enough. 

Q. So t h a t ' s n o t a w e l l t h a t you used i n 

s t r u c t u r i n g a s t r u c t u r e map on t h e base o f t h e 

Wolfcamp? 

A. On t h e base o f t h e Wolfcamp, now, I have 

a up — t o p o f t h e l o w e r Wolfcamp w h i c h I do have a 

s t r u c t u r e p o i n t on t h a t . 

Q. But my p o i n t i s when you say NDE on — 
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A. I t ' s n o t deep enough a t t h a t p o i n t , 

c o r r e c t . 

Q. Now, i f I l o o k a t t h i s I d o n ' t see w e l l s 

n o r t h — o r r e a l l y west o f t h e p r o p o s e d l o c a t i o n 

t h a t seem t o have p e n e t r a t e d t h e Wolfcamp; i s t h a t 

r i g h t ? 

A. You d o n ' t see them on t h a t — t h a t 

d i s p l a y . 

Q. And t h i s d i s p l a y goes, oh, a m i l e west 

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

A. That i s c o r r e c t f r o m my --

Q. And how c l o s e d i d you have a c t u a l 

Wolfcamp c o n t r o l n o r t h t h a t y o u ' r e n o t s h o w i n g on 

t h i s map? 

A. I'm g o i n g t o say -- l e t me see. Okay, I 

b e l i e v e — l e t ' s see. I t w o u l d be between 29, 30, 

3 1 , 32 -- I b e l i e v e I have -- I d o n ' t b e l i e v e i t , I 

know I had a w e l l c o n t r o l up h e r e . And t h e n I have 

w e l l c o n t r o l s f a r t h e r o f f t h i s map i n t h e same 

t o w n s h i p ( i n d i c a t i n g ) . 

Q. And you were s h o w i n g t h a t you had w e l l 

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

A. N o r t h e a s t and n o r t h and n o r t h e a s t . 

Q. N o r t h and n o r t h e a s t ? 

A. Yes. 
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Q. Do you have a n y t h i n g t o t h e west? 

A. To t h e west -- I do, I do. I'm j u s t 

t r y i n g t o remember t h e — how f a r n o r t h t h e y go. I 

do have w e l l c o n t r o l t o t h e w e s t , and t o e s t a b l i s h 

t h a t -- y o u ' l l j u s t have t o t a k e my word f o r i t . 

Q. W e l l , l e t me ask you t h i s : I n t e r m s o f 

t h e c o n t o u r s t h a t you p l a c e d , say, i n S e c t i o n s 4, 5 

and 6, were you u s i n g j u s t w e l l c o n t r o l i n t h e 

Wolfcamp t o map t h a t ? 

A. W e l l , l i k e I s a i d , I ' v e g o t w e l l c o n t r o l 

t o , I b e l i e v e i t ' s S e c t i o n 32, i t w o u l d be 17 S o u t h , 

33 e a s t . I n f a c t , I have a v a l u e f o r t h a t . And I 

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

f r o m t h a t p o i n t t o where I g a i n w e l l c o n t r o l a g a i n . 

Q. And--

A. I t ' s s imp1e. 

Q. I n d o i n g t h i s mapping, were you o n l y 

u s i n g Wolfcamp d a t a o r were you t r y i n g t o draw d a t a 

f r o m f o r m a t i o n s above and below? 

A. B o t h . 

Q. D i d you use some i n f o r m a t i o n f r o m , say, 

Bone S p r i n g s i n f o r m a t i o n t o p r o j e c t y o u r g e n e r a l 

t r e n d s i n t h i s area? 

A. Yeah. 

Q. I n y o u r g e n e r a l , mapping a c t u a l l y t h e 
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Wolfcamp s h e l f i s o f f t h e n o r t h ; i s n ' t i t ? 

A. The Wolfcamp s h e l f i s o f f t o t h e n o r t h , 

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

Q. And you w o u l d n ' t be a b l e t o n e c e s s a r i l y 

e x p e c t Bone S p r i n g s i n f o r m a t i o n t o m i r r o r what you 

g e t i n t h e Wolfcamp; i s n ' t t h a t f a i r t o say? 

A. Say t h a t a g a i n ? 

Q. C o u l d you l o o k a t t h e s l o p e i n , say, t h e 

Bone S p r i n g s , and be a b l e t o p r o j e c t what t h e 

Wolfcamp i s d o i n g f r o m t h a t , o r w o u l d you have t o 

have o t h e r d a t a t o do t h a t ? 

A. P r o j e c t i t w i t h what d e g r e e o f a c c u r a c y ? 

J u s t t h a t t h e y a r e c o n f o r m a b l e ? 

Q. D i d you u t i l i z e t h a t i n c o n c l u d i n g --

A. Yes, y e s . The beds f r o m — l i k e I s a i d , 

f r o m t h e Yates down t o t h e -- gosh, upper Penn w o u l d 

be more o r l e s s c o n f o r m a b l e and w o u l d e x h i b i t t h i s 

n o r t h - t o - s o u t h s t r u c t u r a l d i p . 

Q. When we l o o k a t y o u r c o n t o u r s on t h e 

base o f t h e l o w e r Wolfcamp and we l o o k a t y o u r 70-

t o 5 0 - f o o t c o n t o u r , t h i s i s t h e s e c t i o n t h a t you 

s e l e c t e d o u t o f t h e r e g i o n a l map t o show t h e t r e n d 

i n t h i s a r e a ; i s n ' t t h a t c o r r e c t ? You were t h e 

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

A. Me, s o l e l y ? 
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Q. W e l l --

A. T h a t map, y e s , I d i d use t h a t -- I d i d 

choos e t h a t . 

Q. Okay. And when we're d r a w i n g t h i s 

c o n t o u r , y o u ' r e u t i l i z i n g t h e p o i n t s t h a t you have 

n o r t h , n o r t h e a s t and somewhere o f f t o t h e west — 

t h r e e p o i n t s i s t h a t what you were t e l l i n g me? 

A. Yeah. 

Q. And based on t h a t and i n t e g r a t i n g y o u r 

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

i n t e r p r e t a t i o n o f t h e l o w e r Wolfcamp as i t comes 

a c r o s s t h e s u b j e c t area? 

A. I t ' s my b e s t i n t e r p r e t a t i o n ; r i g h t . 

Q. And i f we l o o k a t t h e t h r e e s e c t i o n s 

n o r t h o f i t , we see y o u r 7250 f o o t c o n t o u r coming — 

g o i n g s o u t h . I f we move t o t h e w e s t , i t d r o p s s o u t h 

a b o u t a t h o u s a n d f e e t a s e c t i o n , d o e s n ' t i t ? 

A. A t h o u s a n d f e e t a s e c t i o n ? No, a b o u t --

Q. How many f e e t w o u l d you say you have 

come down on, say, t h e e a s t s i d e o f S e c t i o n 6 f r o m 

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

A. W e l l , e v e r y one o f t h o s e heavy b l a c k 

l i n e s i s 250 f e e t . So t h a t w o u l d be a b o u t 250 f e e t 

d i f f e r e n c e f r o m t h e -- i f you p i c k a p o i n t t h e r e a t 

t h e n o r t h e a s t c o r n e r o f t h a t S e c t i o n 4, i s 100 and 
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s o m e t h i n g -- excuse me, 250 f e e t h i g h t o a p o i n t , 

say, t w o - t h i r d s o f t h e way down on t h e l e f t - h a n d 

s i d e o f S e c t i o n 6. 

Q. And y o u ' r e s a y i n g t h a t on t h e s u r f a c e o f 

t h e g r o u n d f r o m t h e c o r n e r o f S e c t i o n 6, t o where 

y o u r c o n t o u r i n t e r s e c t s i t i s 25 0 f e e t ? 

A. Not on t h e s u r f a c e o f t h e g r o u n d . 

Q. How many f e e t on t h e s u r f a c e o f t h e 

ground? About 3,000 f e e t ? 

A. On t h e s u r f a c e o f t h e ground? 

Q. Yes, s i r . 

A . I t -- no. 

Q. I'm a s k i n g you how many f e e t t o t h e 

s o u t h y o u r c o n t o u r moves i f you l o o k s t r a i g h t down 

on i t ? 

A. W e l l , y o u ' r e c o n f u s i n g me now. Are we 

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

o r a r e we t a l k i n g a b o u t t h i s map? 

Q. I'm t a l k i n g a b o u t y o u r map, Mr. B r a c k e n , 

and I am a s k i n g y o u , s i n c e you say t h e s e c o n t o u r s 

a r e n o r t h - s o u t h , I'm a s k i n g you how much -- when you 

l o o k down a t i t -- how much t o t h e s o u t h you a r e 

movi n g on t h e west l i n e o f S e c t i o n 6? Where does 

t h i s i n t e r s e c t w i t h t h e west l i n e o f S e c t i o n 6? 

A. M i d p o i n t ? T w o - t h i r d s o f t h e way down. 
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Q. Okay, now — 

A. About 250 f e e t d i f f e r e n c e f r o m t h e t o p 

of t h a t s e c t i o n , n o r t h p a r t o f t h a t s e c t i o n down t o 

t h a t t w o - t h i r d s p o i n t on t h a t s e c t i o n . 

MR. STOVALL: Mr. C a r r , maybe t o q u a l i f y , 

y o u ' r e t a l k i n g a b o u t h o r i z o n t a l d i s p l a c e m e n t o f a 

s i n g l e c o n t o u r e l e v a t i o n . And I b e l i e v e t h e w i t n e s s 

i s t a l k i n g t h e v e r t i c a l d i f f e r e n c e between t h a t 

n o r t h w e s t c o r n e r o f t h e s e c t i o n . 

Do you u n d e r s t a n d t h i s -- what he i s 

s a y i n g ? 

A. I t h i n k now, a f t e r you -- say i t a g a i n ? 

I'm s o r r y , I'm n o t t r y i n g t o be d i f f i c u l t . Say i t 

a g a i n . 

Q. I'm a s k i n g you i f you know how many f e e t 

a r e on t h e s i d e o f S e c t i o n 6 -- on t h e west s i d e o f 

S e c t i o n 6. 

A. About a m i l e -- 5,280 f e e t S o r r y . 

Q. And i f we have 5,280 f e e t , you have 

moved t h e c o n t o u r , t h e 7,250 f o o t c o n t o u r how many 

f e e t down? T w o - t h i r d s o f t h a t 3,000 f e e t maybe? 

A. Yes. 

Q. And so t h a t means as we go a c r o s s t h r e e 

s e c t i o n s and we're m o v i n g s o u t h -- w h i c h I i m a g i n e 

i s t o w a r d t h e b o t t o m o f y o u r map; i s t h a t a f a i r 
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as s u m p t i o n ? 

A. Uh-huh. 

Q. That you have gone -- you have t i l t e d 

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

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

A. One t h o u s a n d f e e t h o i r i z o n t a l 

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

Q. T h a t ' s what I'm t a l k i n g a b o u t . 

A. Yeah, okay. 

Q. Now, i f we go t o y o u r 75 f o o t c o n t o u r --

t h e r e ' s a 7500 f e e t c o n t o u r --

A. Uh-huh. 

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

t o s o u t h w e s t , h o r i z o n t a l l y ? 

A. Uh-huh. 

Q. A l l r i g h t ? And I t h i n k you s t a t e d t h a t 

you w o u l d e x p e c t t h e Wolfcamp t o l a y p e r p e n d i c u l a r 

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

A. Yeah. 

Q. Wou l d n ' t you e x p e c t t h e s l o p e — i s n ' t 

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

n o r t h w e s t - s o u t h e a s t s l o p e based on t h e s e c o n t o u r s 

t h a t you p i c k e d ? 

A. Based on b o t h c o n t o u r s — 

Q. That you p i c k e d . 
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A. To answer y o u r q u e s t i o n , y e s . 

Q. And you p i c k e d them? 

A. Yes. 

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

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

based on t h i s e x h i b i t ? 

A. I t does n o t t i l t n o r t h e s t — o r — 

Q. L e t me j u s t ask you t h i s --

A. I t does n o t t i l t n o r t h e a s t t o s o u t h w e s t 

based on t h a t c o n t o u r . I t ' s t h e e x a c t o p p o s i t e . 

Q. I f we were d r a w i n g a l i n e p e r p e n d i c u l a r 

-- t h e s l o p e o f t h i s f o r m a t i o n based on t h e s e 

c o n t o u r s i s n o r t h w e s t - s o u t h e a s t ? 

A. Based on t h a t ? R i g h t . 

Q. And p e r p e n d i c u l a r t o t h a t w o u l d be 

n o r t h e a s t - s o u t h w e s t ? 

A. P e r p e n d i c u l a r t o t h a t w o u l d be — 

Q. P e r p e n d i c u l a r --

A. - - w o u l d be n o r t h e a s t - s o u t h w e s t , y e s . 

MR. KELLAHIN: I d o n ' t want t o i n t r u d e , 

b u t I t h i n k t h e d i r e c t i o n s a r e wrong. To be 

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

s o u t h e a s t . I t h i n k you misspoke,. 

MR. CARR: The s l o p e i s s o u t h w e s t t o --

you w o u l d t i l t n o r t h e a s t t o s o u t h w e s t . 
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MR. KELLAHIN: I t ' s b a c k w a r d s . 

EXAMINER MORROW: Do you have any 

q u e s t i o n s , Mr. K e l l a h i n ? 

MR. KELLAHIN: No, s i r . 

EXAMINER MORROW: L e t me ask you a 

q u e s t i o n a b o u t p e r p e n d i c u l a r . On E x h i b i t Number 2, 

ze r o c o n t o u r l i n e --

THE WITNESS: Uh-huh. 

EXAMINER MORROW: -- r u n s on y o u r i s o p a k 

map, r u n s g e n e r a l l y e a s t - w e s t ; i s t h a t c o r r e c t ? 

THE WITNESS: R i g h t . 

EXAMINER MORROW: And t h i s 7500 f o o t l i n e 

on t h e c o n t o u r , mines 7500 f o o t s u b s e c t i o n , on t h e 

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

r u n n i n g n o r t h and s o u t h ; i s t h a t c o r r e c t ? 

THE WITNESS: I'm s o r r y . My a t t e n t i o n 

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

EXAMINER MORROW: The mine's 7500 f e e t C 

l i n e r i g h t t h e r e . A t t h i s p o i n t i s i t r u n n i n g n o r t h 

and s o u t h ? 

THE WITNESS: Oh, yes.. 

EXAMINER MORROW: I s t h a t what you mean 

by p e r p e n d i c u l a r , t h e z e r o l i n e i s p e r p e n d i c u l a r t o 

t h e -- mine's 7500 f o o t Sub-& l i n e ; i s t h a t what 

you mean? 
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THE WITNESS: No, I mean t h a t t h e t o t a l 

a c c u m u l a t i o n o f r o c k , c l e a n r o c k , d e b r i s , as 

i n d i c a t e d by t h e i s o p a k , has a n o t h - s o u t h d i r e c t i o n 

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

s t r i k e w h i c h has a more o r l e s s e a s t - w e s t d i r e c t i o n . 

And t h i s i s -- t h i s i s p a r a l l e l t o t h e Perma Pan 

r e e f f r o n t t o t h e n o r t h as w e l l as t h e Abo r e e f 

f r o n t . 

T here a r e m i n o r v a r i a t i o n s i n t h e - - i n 

t h e s t r i k e — s t r u c t u r a l s t r i k e , due t o t h e f a c t 

t h a t t h e r e was p o s t d e p o s i t i o n a 1 t i l t t o t h e w e s t . 

EXAMINER MORROW: I can see t h a t t h e s e 

r i d g e s t h a t you've c o n t o u r e d h e r e on y o u r i s o p a ^ map 

on E x h i b i t Number 2 --

THE WITNESS: Uh-huh. 

EXAMINER MORROW: -- a r e p e r p e n d i c u l a r t o 

t h e Bone S p r i n g s d i p , as shown on E x h i b i t 3. I s 

t h a t what you mean by p e r p e n d i c u l a r , t h a t t h e 

g e n e r a l r e g i o n a l d i p --

THE WITNESS: Yes. 

EXAMINER MORROW: --as r e f l e c t e d on 

E x h i b i t Number 3, i s p e r p e n d i c u l a r t o t h e r i d g e s o f 

a c u m u l a t i o n o f r o c k on y o u r i s o p a ^ ? 

THE WITNESS: Yes, y e s . 

EXAMINER MORROW: I s t h e Santa Fe 
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Number 1, was t h a t t h e s u b j e c t w e l l -- t h e w e l l t h a t 

was t h e s u b j e c t o f t h e subpoena? 

THE WITNESS: Yes. 

EXAMINER MORROW: Do you know when 

Ha n l e y ' s f o r c e p o o l i n g case was f i l e d r e l a t i v e t o 

Santa Fe's, i n t i m e ? 

THE WITNESS: I w o u l d n ' t have t h a t . I 

w o u l d n ' t know t h a t . 

EXAMINER MORROW: D i d you say you'd 

recommend 150 p e r c e n t p e n a l t y f o r t h e n o r t h l o c a t i o n 

and 200 p e r c e n t f o r t h e s o u t h l o c a t i o n s ? 

THE WITNESS: Yes. 

EXAMINER MORROW: T h a t ' s a l l I have. 

MR. STOVALL: I do have a c o u p l e o f 

q u e s t i o n s . And I p r e f a c e them w i t h a s t a t e m e n t t h a t 

I am supposed t o be an a t t o r n e y , so I am, by 

d e f i n i t i o n , u n q u a l i f i e d f o r a n y t h i n g . 

MR. KELLAHIN: I ' d l i k e a copy o f t h a t . 

MR. CARR: I ' d l i k e a copy o f t h a t . 

EXAMINATION 

BY MR. STOVALL: 

Q. When I l o o k a t t h e s t r u c t u r e map, i n 

y o u r -- I t h i n k i t ' s y o u r E x h i b i t 2 -- w e l l , t h e y ' r e 

b o t h t h e same s t r u c t u r e map; a r e n ' t t h e y -- on b o t h 

o f y o u r e x h i b i t s , and y o u r s t r u c t u r e map i s t h e base 
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o f t h e Wolfcamp; i s t h a t what I u n d e r s t a n d you t o 

say? 

A. The base o f t h e l o w e r Wolfcamp. 

Q. R i g h t . Now, i f I l o o k a t Mr. Thoma's, 

t h e one I can see o v e r on t h e w a l l , w h i c h I b e l i e v e 

i s t h e i r E x h i b i t Number 7, l o o k i n g a t t h e s t r u c t u r e 

map w h i c h i s -- one end i s i d e n t i f i e d as t h e 

s t r u c t u r e map t h a t ' s a c t u a l l y on a — t h o s e 

s t r u c t u r e s a r e drawn on a d i f f e r e n t i n t e r v a l i n t h e 

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

A. Can I l o o k a t t h e map? 

Q. P l e a s e do. I want t o make s u r e t h a t I'm -• 

A. Top o f t h e AG. Yes, y e s . 

Q. Now, w o u l d you — when I l o o k e d a t 

t h e s e , i t a p p e a r e d t o me t h a t -- s i t t i n g back h e r e 

l o o k i n g a t them -- t h e y l o o k , t h e s t r i k e , 

e s s e n t i a l l y t h e same on t h e two o f them. 

A. You say my map more o r l e s s compares t o 

h i s as f a r as s t r u c t u r e ? 

Q. G e n e r a l l y s p e a k i n g . I'm n o t t a l k i n g 

e x a c t . 

A. G e n e r a l l y s p e a k i n g , y e s . 

Q. Now, you m i g h t l o o k a t i t and say y o u r 

7250 l i n e , i t ' s g e o g r a p h i c l o c a t i o n , r o u g h l y t h e 

same as I t h i n k Mr. Thoma's -- i s i t 7500 f e e t -- o r 
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7,000 f o o t l i n e , I b e l i e v e . K i n d o f a c r o s s t h e t o p 

of S e c t i o n 5? 

A. 7250 and what -- 7,000? 

Q. I s t h a t h i s 7,000? 

A. Yeah. 

Q. So t h a t w o u l d i n d i c a t e t h a t t h e mark e r 

he's used i s a b o u t 250 f e e t h i g h e r t h a n t h e mark e r 

you've used t o mark t h e s t r u c t u r e , t o map t h e 

s t r u c t u r e ; i s t h a t r i g h t ? 

A. I s 250 f e e t h i g h e r ? I d o n ' t --

Q. H i s i s -- t h e p o r t i o n o f t h e f o r m a t i o n 

t h a t he's mapping i s a o b u t 250 f e e t h i g h e r t h a n 

y o u r s ? 

A. Yes. 

Q. Am I c o r r e c t ? 

A. Yes. 

Q. But y e t u s i n g d i f f e r e n t p o r t i o n s o f t h e 

-- and we're t a l k x n g a o b u t t h e Wolfcamp, how t h i c k 

a r e we t a l k i n g a b o u t , t h e t o t a l Wolfcamp? 

A. The t o t a l Wolfcamp i n t e r v a l i s a b o u t 650 

f e e t , r o u g h l y . 

Q. You're mapping t h e b o t t o m o f i t and he's 

mapping a t h i r d o f t h e way up f r o m t h e b o t t o m o f i t ; 

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

A. Yeah, a t h i r d . Yeah., 
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Q. We're n o t t a l k i n g e x a c t . Remember, I'm 

t h e D i v i s i o n l a w y e r h e r e . So even t h o u g h y o u ' r e 

mapping d i f f e r e n t i n t e r v a l s , y o u ' r e g o i n g a b o u t t h e 

same d i r e c t i o n r e a l l y ? 

A. S t r u c t u r a l l y . 

Q. So t h e s t r i k e o f a Wolfcamp, y o u ' r e 

p r e t t y c o n s i s t e n t on t h a t , i t l o o k s l i k e ? 

A. S t r u c t u r a l l y . 

Q. S t r u c t u r a l l y . Now, I guess what y o u ' r e 

s a y i n g , t h o u g h , i s when you l o o k a t y o u r i s o p a ^ , 

y o u r i s o p a ^ map g e n e r a l l y o r i e n t s t h e t h i c k n e s s , 

more n o r t h - s o u t h , and h i s i s more 

n o r t h e a s t - s o u t h w e s t ? 

A. N o r t h e a s t - s o u t h w e s t , c o r r e c t . Uh-huh. 

Q. What's t h e s i g n i f i c a n c e — what's t h e 

d i f f e r e n c e ? What d i f f e r e n c e does i t make t o us f r o m 

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

i n f o r m a t i o n ? 

A. I t makes a b i g d i f f e r e n c e , because he 

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

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

i n my o p i n i o n , t h e r e ' s no j u s t i f i c a t i o n f o r t h a t 

c o n c l u s i o n . 

I f e e l we're g o i n g t o have -- by t h e way, 

I ' v e drawn i t , based on o t h e r p a r a m e t e r s , t h a t w e ' l l 
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have j u s t as much r o c k i n our l o c a t i o n as t h e 

l o c a t i o n i n t h e s o u t h q u a r t e r s e c t i o n , i f n o t more. 

T h a t ' s a l w a y s a p o s s i b i l i t y , because you have t o 

remember t h a t i s o p a j ^ map i s a t o t a l o f a l l k i n d s o f 

zones and p i l e s o f d e b r i s coming down. We m i g h t g e t 

l u c k y and g e t a n o t h e r zone. 

Q. Yours i s t h e t o t a l Wolfcamp c l e a n l i n e ; 

r i g h t ? 

A. Yes. 

Q. Yours i s one i s o p a k s h o w i n g a l l t h e 

c l e a n l i n e ? 

A. Yes. 

Q. W i t h i n t h e Wolfcamp t h a t ' s known as t h e 

Wolfcamp f o r m a t i o n ? 

A. Lower Wolfcamp. 

Q. Lower Wolfcamp, okay. Now, t h e r e ' s 

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

zones w i t h i n t h a t l o w e r Wolfcamp a r e a ; i s t h a t 

c o r r e c t ? 

A. Uh-huh. 

Q. So a g a i n t h e numbers a r e n ' t t h e same. 

But y o u ' r e s a y i n g t h a t by p i l i n g i t more 

n o r t h - s o u t h , you g e t more t h i c k n e s s on y o u r l o c a t i o n 

t h a n he w o u l d g i v e you by p i l i n g i t 

n o r t h e a s t - s o u t h w e s t ? 
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A. T h a t ' s r i g h t . 

MR. STOVALL: I d o n ' t have any more 

q u e s t i o n s . I ' v e g o t m y s e l f f a r enough i n t o g e o l o g y 

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

EXAMINER MORROW: Anyone e l s e ? 

MR. KELLAHIN: No, s i r . 

EXAMINER MORROW: Thank y o u , Mr. B r a c k e n . 

MR. KELLAHIN: I ' d l i k e t o c a l l a t t h i s 

t i m e Mr. B i l l Huck. 

WILLIAM R. HUCK, 

was c a l l e d as a w i t n e s s and, h a v i n g been p r e v i o u s l y 

d u l y sworn, 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. Huck, w o u l d you p l e a s e s t a t e y o u r 

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

A. My name i s W i l l i a m R. Huck. I'm a 

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

Q. Mr. Huck, w o u l d you summarize y o u r 

e d u c a t i o n a l b a c k g r o u n d ? 

A. I g r a d u a t e d f r o m M a r i e t t a C o l l e g e i n 

1977 w i t h a BS i n p e t r o l e u m e n g i n e e r i n g . 

Q. Subsequent t o g r a d u a t i o n , summarize y o u r 

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

A. I ' v e worked as a p e t r o l e u m e n g i n e e r f o r 
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t h e p a s t 14 y e a r s i n West Texas and New Mexico f o r 

v a r i o u s companies, namely M a r a t h o n , H a n l e y , A r c o 

P e t r o l e u m . 

Q. D u r i n g t h e c o u r s e o f p e r f o r m i n g y o u r 

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

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

Ba s i n ? 

A. Yes, s i r , I am. 

Q. Are you a l s o f a m i l i a r w i t h t h e d e t a i l s 

o f p r e p a r i n g and e v a l u a t i n g AFEs f o r t h e d r i l l i n g o f 

Bone S p r i n g s Wolfcamp w e l l s and w e l l s t o o t h e r 

f o r m a t i o n s i n t h e P ermian B a s i n ? 

A. Yes, I am. 

Q. Have y o u , as an e n g i n e e r , made any 

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

on a r e s e r v o i r b a s i s w i t h i n t h e C o r b i n Wolfcamp p o o l 

t h a t we're d i s c u s s i n g t o d a y ? 

A. Yes, I have. 

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

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

EXAMINER MORROW: A c c e p t h i s 

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

Q. Mr. Huck, l e t me d i r e c t y o u r a t t e n t i o n , 

s i r , t o what i s marked E x h i b i t Number 5. Would you 

i d e n t i f y t h a t f o r us? 
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A. E x h i b i t Number 5 i s a map o f t h e s o u t h 

C o r i n Wolfcamp f i e l d . The Wolfcamp c o m p l e t i o n s a r e 

shown i n y e l l o w . T h i s map -- t h e numbers b e s i d e 

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

t h r o u g h September o f 1990 f o r each Wolfcamp 

c o m p l e t i o n i n t h e f i e l d . 

And t h e n a f t e r t h e s l a s h , i t i n d i c a t e s 

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

1990 f o r t h a t p a r t i c u l a r w e l l . For example i n 

S e c t i o n 8, on t h e two w e l l s a t t h e b o t t o m o f t h e 

s e c t i o n , t h e w e l l i n U n i t M -- Number 9-M, has 

a c c u m u l a t e d 51,457 b a r r e l s , and i n September was 

p r o d u c i n g 16 b a r r e l s a day. 

W e l l Number 11-0 has a c c u m u l a t e d 135,434 

b a r r e l s , and i n September was p r o d u c i n g 170 b a r r e l s 

a day. 

The a s t e r i s k s b e s i d e some o f t h e 

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

ceased p r o d u c t i o n f r o m t h e Wolfcamp. 

Q. I n o r d e r t o p r o p e r l y p r e p a r e y o u r s e l f t o 

make e n g i n e e r i n g c o n c l u s i o n s and c a l c u l a t i o n s 

c o n c e r n i n g t h e Wolfcamp p r o d u c t i o n i n t h e C o r b i n 

Wolfcamp have you a l s o s t u d i e d t h e p r o d u c t i o n 

h i s t o r y f o r t h e w e l l i n t h e p o o l ? 

A. Yes, s i r , I have. 
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Q. And a r e you f a m i l i a r w i t h t h e p r o d u c t i o n 

i n f o r m a t i o n f o r each o f t h o s e w e l l s ? 

A. Yes, s i r , I am. 

Q. Were you a s s i g n e d t h e r e s p o n s i b i l i t y as 

H a n l e y ' s p e t r o l e u m e n g i n e e r t o t r y t o e v a l u a t e and 

q u a n t i f y t h e Wolfcamp p o t e n t i a l f o r t h e 40 a c r e s i n 

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

t h e Wolfcamp p o t e n t i a l o i l i n t h e s o u t h h a l f o f t h e 

s p a c i n g u n i t ? 

A. Yes, s i r , I was. 

Q. What was t h e m e t h o d o l o g y a p p l i e d by you 

t o come t o a b a s i s t o f o r m o p i n i o n s ? 

A. B a s i c a l l y , I used a l o g i c a l sequence t o 

-- w e ' l l be d r i l l i n g t h i s w e l l , s e a r c h i n g f o r o i l . 

We t r y t o e s t a b l i s h t r e n d s as t o where o i l 

a c c u m u l a t i o n s m i g h t be i n t h e s o u t h C o r b i n Wolfcamp 

f i e l d . The s t a r t o f t h i s was t h i s E x h i b i t Number 5, 

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

w e l l s i n t h e f i e l d . 

Q. Once you've done t h a t t h e n , what i s t h e 

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

A. L o o k i n g a t t h e p r o d u c t i o n h i s t o r i e s on 

each o f t h e w e l l s i n t h e f i e l d . You t r y t o 

e s t a b l i s h -- o r I t r i e d t o e s t a b l i s h a t p y i c a l w e l l 

i n t h e f i e l d , a good w e l l i n t h e f i e l d , a p o o r w e l l 
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i n t h e f i e l d , f o r p u r p o s e s o f economic a n a l y s i s and 

e v a l u a t i n g t h e i r i n v e s t m e n t . 

Q. I n maki n g t h a t e v a l u a t i o n , d i d you 

p r e p a r e an i s o p r o d u c t i o n map? 

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

Q. And what does t h a t mean? 

A. S h a l l I show i t now? 

Q. I ' l l g i v e i t t o you i n a moment. 

A. I s o p r o d u c t i o n map w o u l d be s i m i l a r t o --

i n g e o l o g y , an i s o p a ^ map where t h e y c o n t o u r t h e 

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

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

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

Q. Why i s t h a t i n f o r m a t i o n u s e f u l t o you as 

an e n g i n e e r ? 

A. I t l e a d s me t o c o n c l u s i o n s as t o where 

t h e o i l may be a c c u m u l a t e d i n t h e s o u t h C o r b i n 

f i e l d , where t h e most o i l may be a c c u m u l a t e d i n t h e 

s o u t h C o r b i n f i e l d . 

Q. L e t me draw y o u r a t t e n t i o n t o what i s 

marked as Ha n l e y E x h i b i t Number 6. I s t h i s y o u r 

i s o p r o d u c t i o n map? 

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

Q. D e s c r i b e f o r us how you p r e p a r e d t h e 

map? 
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A. E x h i b i t Number 6, t o t h e upper r i g h t o f 

each Wolfcamp p r o d u c e r i s t h e e s t i m a t e d u l t i m a t e 

r e c o v e r y f o r t h a t w e l l based on t h e d e c l i n e c u r v e 

a n a l y s i s i n t h o u s a n d s o f b a r r e l s . These 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 were t h e n c o n t o u r e d on 50,000 

b a r r e l s t o o b t a i n t h i s i s o p r o d u c t i o n o r i s o EUR map. 

Shown i n b l u e , t o t h e l o w e r r i g h t o f each w e l l , i s 

t h a t w e l l ' s a v e r a g e 1990 w a t e r p r o d u c t i o n t h r o u g h 

September e x p r e s s e d as a p e r c e n t . 

Q. When we l o o k a t t h e i s o p r o d u c t i o n map, 

can you draw any c o n c l u s i o n s a b o u t t h e r i s k i n v o l v e d 

i n e n c o u n t e r i n g w a t e r when you t e s t f o r p r o d u c t i o n 

i n t h e Wolfcamp zones? 

A. Y e s , s i r , you can. The o c c u r r e n c e o f 

w a t e r seems t o c o i n c i d e w i t h t h e s o u t h o r downdip 

s i d e o f each o f t h e s e o i l a c c u m u l a t i o n s . L e t me 

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

happen i n i s o l a t e d a r e a s t h a t a r e d e f i n e d i n p a r t by 

t h e p r e s e n c e o r absence o f p o r o s i t y i n t h e Wolfcamp. 

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

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

cas e s . 

Q. When you l o o k a t t h e v a l u e o f t h e 

4 0 - a c r e t r a c t i n t h e n o r t h v e r s u s t h e v a l u e o f t h e 

4 0 - a c r e t r a c t i n t h e s o u t h f o r t h e s p a c i n g u n i t , 
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what c o n c l u s i o n do you re a c h ? 

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

v a l u e i n t h e s o u t h -- o r t h e w e l l i n t h e s o u t h 

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

g r e a t e r -- much g r e a t e r r i s k t o us, r e s e r v e w i s e , 

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

t h e p r o p o s e d u n i t . 

Q. Have you examined Mr. Bracken's g e o l o g i c 

i n t e r p r e t a t i o n t o see w h e t h e r o r n o t you can draw 

any c o n c l u s i o n s based upon h i s work as compared t o 

y o u r i s o p r o d u c t i o n map? 

A. Yes, s i r , I have. The t o t a l 

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

t o m i r r o r h i s i s o p a k u s map, i n t h a t t h e s e o i l 

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

d i r e c t i o n . The i n d i v i d u a l a c c u m u l a t i o n s o r -- t o 

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

a r e a s , t h a t a r e more o r l e s s o r i e n t e d on an 

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

p o r o s i t y absence and p i n c h e d on t h e s o u t h by e i t h e r 

p o r o s i t y absence o r t h e p r e s e n c e o f w a t e r . I t 

squeezes t h e shapes o f t h e s e a c c u m u l a t i o n s . 

Q. I f you have t o choose between 

Mr. B r a c k e n ' s g e o l o g i c i n t e r p r e t a t i o n and t h a t o f 

Mr. Thoma, and draw a c o m p a r i s o n t o y o u r 
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i s o p r o d u c t i o n map, w h i c h g e o l o g i c i n t e r p r e t a t i o n i s 

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

i s o p r o d u c t i o n map? 

A. Mr. B r a c k e n ' s . 

Q. Why? 

A. A g a i n , h i s g r o s s l i n e i n t e r v a l o r i e n t s 

i n a n o r t h - s o u t h d i r e c t i o n . And t h a t c o r r e s p o n d s t o 

t h e o c c u r r e n c e o f h y d r o c a r b o n s , w h i c h i s what we're 

l o o k i n g f o r i n t h i s case. 

Q. H a v i n g come t o t h e c o n c l u s i o n t h a t t h e 

H a n l e y 4 0 - a c r e t r a c t has g r e a t e r o i l p o t e n t i a l i n 

t h e Wolfcamp t h a n t h e Santa Fe-Heyco t r a c t t o t h e 

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

q u a n t i f y t h e r e s e r v e p o t e n t i a l f o r each o f t h o s e 

t r a c t s ? 

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

Q. What was t h e m e t h o d o l o g y a p p l i e d by you 

t o come t o a r e a s o n a b l e e n g i n e e r i n g c e r t a i n t y a b o u t 

t h e a c c u r a c y o f y o u r numbers? 

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

a r o u n d t h e Santa Fe K a c h i n a w e l l -- o r t o s t a r t w i t h 

t h e Santa Fe K a c h i n a w e l l i t s e l f , , T h at w e l l 

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

and had t h e h i g h e s t t u b e and p r e s s u r e o f any w e l l 

t h a t we know o f i n t h e f i e l d . T h e r e f o r e , we g i v e i t 
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t h e h i g h e s t r e s e r v e v a l u e . 

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

be above t h e c u r r e n t p r o d u c i n g zone, we f e e l 

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

b a r r e l s e a s i l y . The shape o f t h e p r o d u c i n g — t h e 

a c c u m u l a t i o n pod a r o u n d t h a t w e l l , was drawn t o 

match t h e shape o f t h e pods t o t h e s o u t h . 

I f you l o o k a t t h e c o n t o u r l i n e s , y o u ' l l 

see a w e l l on o u r l o c a t i o n t h a t we assume w i l l 

p r o d u c e on t h e o r d e r o f a q u a r t e r of a m i l l i o n 

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

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

o r d e r o f 130,000 b a r r e l s o f o i l . I t h i n k t h i s i s a 

genero u s assessment o f t h e w e l l i n t h e s o u t h ' s 

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

K a c h i n a 8 Number 1 and t h e p o s s i b l e d i s a p p e a r a n c e o f 

p o r o s i t y . 

Q. Have you p r e p a r e d y o u r r e s e r v e e s t i m a t e s 

and y o u r economic assessment i n t h e t e r m s o f an 

e x h i b i t ? 

A. Yeah. I ' v e r u n a s t a n d a r d cash f l o w 

a n a l y s i s . 

Q. L e t me s h a r e t h a t w i t h e v e r y b o d y . Hang 

on j u s t a m i n u t e . 

I ' v e passed o u t E x h i b i t Number 7, 
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H a n l e y ' s E x h i b i t Number 7, Mr. Huck. Would you 

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

A. E x h i b i t Number 7 i s a c o m p a r i s o n o f t h e 

r e s e r v e s we e x p e c t between a w e l l i n t h e n o r t h h a l f 

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

p r o p o s e d u n i t , and t h e r e s u l t i n g economics f o r 

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

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

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

o f o i l , minimum, w h i l e t h e w e l l i n t h e s o u t h end 

w o u l d p r o d u c e a maximum o f 13 0,000 b a r r e l s . 

Assuminq t h e same n e t i n v e s t m e n t f o r 

e i t h e r l o c a t i o n t o H a n l e y P e t r o l e u m , w h i c h w o u l d be 

50 p e r c e n t o r $334,000, i t w o u l d t a k e r o u g h l y t h e 

same amount o f o i l t o pay o u t t h e d r i l l i n g 

i n v e s t m e n t f o r t h i s w e l l . A l t h o u g h a w e l l on t h e 

s o u t h end, because o f a l e s s e r i n i t i a l r a t e , w o u l d 

pay o u t i n e i g h t months i n s t e a d o f f o u r months f o r 

t h e n o r t h w e l 1 . 

The main i m p a c t w o u l d be i n t h e p r e t a x 

c a s h f l o w t o H a n l e y . A w e l l i n t h e n o r t h end o f t h e 

u n i t w o u l d r e t u r n t o us r o u g h l y $1.6 m i l l i o n , n e t o f 

i n v e s t m e n t , w h i l e t h e w e l l i n t h e s o u t h end w o u l d 

o n l y r e t u r n r o u g h l y $600,000, a d i f f e r e n c e o f a l m o s t 

$ 1 m i l l i o n . 
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Our d i s c o u n t e d n e t pre;sent v a l u e f o r a 

w e l l i n t h e n o r t h end w o u l d be $1.2 m i l l i o n , 

compared t o $450,000 p e r w e l l i n t h e s o u t h end, 

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

m i l l i o n d o l l a r s . L i k e w i s e o u r r o y a l t y i n t e r e s t 

u n der t h i s 4 0 - a c r e t r a c t w o u l d s u f f e r t o t h e t u n e o f 

a q u a r t e r o f a m i l l i o n d o l l a r s . 

Q. I n t e r m s o f t h e n e t p r e s e n t v a l u e , what 

does t h a t show? 

A. The p r e s e n t v a l u e t o t h e r o y a l t y 

i n t e r e s t ? 

Q. T h a t ' s t h e b o t t o m l i n e on t h e d i s p l a y , 

t h e 432? 

A. Yes. R o y a l t y i n t e r e s t s , n e t p r e s e n t 

v a l u e f o r a w e l l i n t h e n o r t h end w o u l d be $432,000 

compared t o $185,000 f o r a w e l l i n t h e s o u t h end. 

As I m e n t i o n e d , t h e d i f f e r e n c e o f a q u a r t e r o f a 

m i l l i o n d o l l a r s . 

Q. The n e x t p o r t i o n o f t h e d i s p l a y t h e 

c a p t i o n e d r i s k a n a l y s i s ? 

A. Yes, s i r . 

Q. What a r e you s t u d y i n g h e r e and what a r e 

t h e c o n c l u s i o n s ? 

A. T h i s i s a s t a t i s t i c a l summary o f t h e 

EURs f o r a l l t h e w e l l s i n t h e South C o r b i n Wolfcamp 
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f i e l d , w h i c h t h e r e ' s 32 by o u r c o u n t . I t d o e s n ' t 

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

Wolfcamp. 

S t a t i s t i c a l l y s p e a k i n g , i f you can lump 

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

b e i n g z e r o t o 45,000 b a r r e l s , t h e amount t o pay o u t 

-- r e q u i r e d t o pay o u t y o u r d r i l l i n g i n v e s t m e n t , 13 

o f t h e s e w e l l s o r o v e r 40 p e r c e n t w i l l n o t p r o d u c e 

t h e 45,000 b a r r e l s . 

An a d d i t i o n a l 7 w e l l s , f o r a t o t a l o f 20, 

or 63 p e r c e n t , w o u l d p r o d u c e l e s s t h a n 90,000 

b a r r e l s o f o i l , o r t h e amount w h i c h w o u l d be 

c o n s i d e r e d minimum economics f o r a d e v e l o p m e n t 

l o c a t i o n . 

Q. Mr. O f f e n b e r g e r was u s i n g t h e a s s u m p t i o n 

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

c o r r i d o r w o u l d have 100,000 b a r r e l s o f o i l 

r e c o v e r a b l e , i f I remember t h a t c o r r e c t l y ? 

A. Yes, s i r . 

Q. I f t h a t i s t h e a s s u m p t i o n , w o u l d t h a t be 

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

o wners, i f t h a t ' s a l l t h e r e s e r v e s t h e r e were t o 

sh a r e i n t h e 8 0 - a c r e s p a c i n g u n i t s ? 

A. T h a t w o u l d be b o r d e r l i n e e c onomics. 

What we w o u l d c o n s i d e r t h e minimum r e s e r v e s 
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n e c e s s a r y t o r e q u i r e -- t o j u s t i f y t h e i n v e s t m e n t i n 

a d e v e l o p m e n t Wolfcamp l o c a t i o n . 

I m i g h t p o i n t o u t , i f you want t o go back 

t o E x h i b i t Number 5, t h e c u m u l a t i v e p r o d u c t i o n f r o m 

t h e s e w e l l s , y o u ' l l see -- and a l s o E x h i b i t 6, t h e 

EURs -- t h e r e ' s a ra n g e o f z e r o t o 250,000 

b a r r e l s . T h ere's — nowhere does t h e a v e r a g e h o v e r 

a r o u n d 100,000 b a r r e l s p e r 8 0 - a c r e u n i t . You can 

move d i a g o n a l l y away f r o m a good w e l l and g e t a p o o r 

w e l l i f you l o o k a t -- on E x h i b i t 7 -- w e l l , w e ' l l 

j u s t s t a y w i t h E x h i b i t 5. 

You move s o u t h w e s t f r o m t h e s o u t h e a s t 

q u a r t e r o f S e c t i o n 8, W e l l Number 11-0 has p r o d u c e d 

135,000 b a r r e l s o f o i l . You move s o u t h w e s t , you 

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

30,000 b a r r e l s o f o i l . Then you come t o a w e l l 

t h a t ' s p r o d u c e d o v e r 200,000 b a r r e l s and we e x p e c t 

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

EXAMINER MORROW: What's t h e l o c a t i o n 

a g a i n ? You l o s t me. 

THE WITNESS: You w o u l d be s t a r t i n g w i t h 

t h e w e l l i n t h e s o u t h e a s t q u a r t e r o f S e c t i o n 8 and 

U n i t 0, and move s o u t h w e s t d i a g o n a l l y , you come t o 

t h e w e l l i n t h e n o r t h w e s t q u a r t e r o f 17. I t w a t e r e d 

o u t and no l o n g e r p r o d u c e s f r o m t h e Wolfcamp. 
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You move f u r t h e r s o u t h w e s t t o t h e w e l l 

a l o n g t h e west l i n e o f 17, i t ' s p r o d u c e d 213,000 

b a r r e l s and we e x p e c t i t t o p r o d u c e a q u a r t e r o f a 

mi 1 1 i o n . 

You move f u r t h e r s o u t h w e s t t o t h e n e x t 

w e l l . I t ' s p r o d u c e d 39,000 b a r r e l s . We e x p e c t i t 

t o a c c u m u l a t e a r o u n d 75,000 b a r r e l s . I t ' s p r o d u c i n g 

a t an 85 p e r c e n t w a t e r c u t r i g h t now. 

EXAMINER MORROW: Okay. 

Q. When you l o o k a t t h e u l t i m a t e r e c o v e r y 

number t h a t you've p u t on E x h i b i t Number 7, d i d you 

d e r i v e t h a t number based upon a v o l u m e t r i c 

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

A. No, s i r , i t was d e r i v e d on d e c l i n e c u r v e 

a n a l y s i s . 

Q. L e t me have you d e s c r i b e f o r us y o u r 

d e c l i n e c u r v e a n a l y s i s t h a t gave you t h o s e r e s u l t s 

and u l t i m a t e r e c o v e r i e s . 

A. I f I m i g h t o f f e r --

Q. Yes, s i r , we need t o f i n d where t h e 

c u r v e s a r e . 

A. Mr. E x a m i n e r , t h i s i s a g r a p h i c 

r e p r e s e n t a t i o n o f t h e — 

MR. KELLAHIN: Excuse me, B i l l . 

A. S o r r y . 
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Q. A l l r i g h t , p l e a s e c o n t i n u e , Mr. Huck. 

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

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

t h e f i e l d . I a p o l o g i z e , i t ' s a l o t o f d a t a on a l o t 

o f w e l l s . 

B u t , b a s i c a l l y , each w e l l has been 

s e p a r a t e d by c o l o r . The e s t i m a t e d d e c l i n e s i n t h e 

f u t u r e t h a t t h e s e EURs a r e based on show a s t a s h 

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

t h e a c t u a l d a t a t o d a t e . 

Q. L e t me s t o p you --

EXAMINER MORROW: -- To t h e r i g h t --

A. The dash l i n e s o u t t o t h e r i g h t s i g n i f y 

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

e v a l u a t i n g t h e EURs f o r each w e l l i n t h e f i e l d . 

Q. L e t me s t o p you and ask you w h e t h e r o r 

n o t f o r t h e Wolfcamp you can t a k e t h e t y p i c a l 

v o l u m e t r i c c a l c u l a t i o n and come up w i t h a r e l i a b l e 

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

u n i t ? 

A. No, s i r , you c a n ' t . 

Q. Why n o t ? 

A. To use v o l u m e t r i c s , you've g o t t o assume 

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

e n t i r e d r a i n a g e a r e a . The d e p o s i t i o n a l n a t u r e o f 
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t h e s e l i m e s t o n e pods w o u l d g i v e you v a r i a t i o n s i n 

p o r i s i t y and p e r m i a b i 1 i t y , w e l l t o w e l l , o v e r s h o r t 

d i s t a n c e s . You j u s t have t o make t o o many 

a s s u m p t i o n s t o have a v a l i d r e s e r v e e s t i m a t i o n f o r 

each w e l 1 . 

Q. How w o u l d t h e m u l t i p l i c i t y o f f r a c t u r e s 

i n t h e v a r y i n g s i z e and shape and l e n g t h o f t h o s e 

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

A. I t c o u l d a f f e c t i t d r a m a t i c a l l y i f 

t h e y ' r e s h o r t e r t h a n appear t o be by w e l l l o g , o r 

l o n g e r t h a n w o u l d appear t o be by y o u r w e l l l o g . 

Q. V o l u m e t r i c a l l y , i s t h e r e any r e l i a b l e 

way t o c a l c u l a t e t h e -- i n a r e a l i s t i c b a s i s , t h e 

po o r volume t h a t w o u l d c o n t a i n t h e o i l i n t h e 

r e s e r v o i r ? 

A. No, s i r . 

Q. The b e s t c h o i c e t h e n i s t h e d e c l i n e 

c u r v e a n a l y s i s ? 

A. Yes, s i r , t h a t ' s what you g e t back f r o m 

t h e w e l l . 

Q. L e t ' s t a l k t h e n a b o u t E x h i b i t s 8, 9 and 

10, and have you t a k e us t h r o u g h t h e main p o i n t s o f 

t h a t i n f o r m a t i o n t o show us how you s u p p o r t t h e 

r e l i a b i l i t y o f y o u r u l t i m a t e r e c o v e r y numbers 

u t i l i z e d i n E x h i b i t Number 7. 
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A. Okay. A g a i n , each w e l l ' s p r o d u c t i o n 

h i s t o r y i s p l o t t e d on a s i n t i l o g p a p e r i n a 

h i s t o r i c a l f a s h i o n . To t h e l e f t you see o i l r a t e 

and b a r r e l s p e r month. And on t h e b o t t o m s c a l e you 

j u s t see t i m e i n y e a r s . And you see d i f f e r e n t 

s t a r t i n g p o i n t s f o r each w e l l , because t h i s i s an 

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

I n a l l c a s e s , you see a f a i r l y s t e e p 

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

f o r t h e f i r s t y e a r t o two y e a r s -- t h e a v e r a g e i s 

a b o u t 60 p e r c e n t . Then i t l e v e l s o f f t o 23 t o 30 

p e r c e n t o v e r t h e r e s t o f t h e 12-year l i f e . 

You can f i t o r match a good w e l l t o t h i s , 

s t a r t a w e l l o u t a t t o p a l l o w a b l e ; , d e c l i n e i t a t 

60 p e r c e n t f o r a l m o s t two y e a r s , t h e n f l a t t e n i t 

o u t . Y o u ' l l match up w i t h some o f t h e b e t t e r w e l l s 

i n t h i s f i e l d . You can s t a r t out: a w e l l a t a h a l f 

a l l o w a b l e , a r o u n d 200 b a r r e l s a day, l e t i t d e c l i n e 

l i k e w i s e f o r two y e a r s , and f l a t t e n i t o u t . And you 

w i l l match up w i t h some o f t h e m e d i o c r e w e l l s i n 

t h i s f i e l d . 

Q. Based upon y o u r e n g i n e e r i n g s t u d y , 

Mr. Huck, do you have a r e c o m m e n d a t i o n f o r t h e 

Examiner f o r a r i s k f a c t o r p e n a l t y t o be a p p l i e d i f 

he a l l o w s H a n l e y t h e o p p o r t u n i t y t o have t h e w e l l 
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l o c a t e d i n t h e n o r t h 4 0 - a c r e t r a c t o f t h e s p a c i n g 

u n i t — 

A. Yes --

Q. -- v e r s u s l o c a t i n g i t i n t h e s o u t h 40? 

A. Yes, s i r , I do. 

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

A. Based on t h e e x p e c t e d r e s e r v e s 

r e c o v e r a b l e i n t h e s e l o c a t i o n s , we f e e l much l e s s 

r i s k t o be a p p l i e d t o a w e l l i n t h e n o r t h end o f t h e 

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

Q. Do you have a percent;age l e v e l i n 

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

you can recommend t o t h e Examiner? 

A. I f e e l a r i s k f a c t o r o f 150 p e r c e n t 

w o u l d be e q u i t a b l e t o t h e r i s k -- r e l a t i v e r i s k 

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

Q. Have you a l s o examined t h e r u l e s t h a t 

a p p l y t o t h e C o r b i n Wolfcamp p o o l , Mr. Huck? 

A. Yes, s i r , I have. 

Q. L e t me show you what i s marked as 

E x h i b i t Number 1 1 , and ask you i f t h i s i s a t r u e and 

a c c u r a t e copy o f t h e r u l e s as you know them t o 

e x i s t ? 

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

Q. Santa Fe has u r g e d t h a t t h e r e s h o u l d be 
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m a i n t a i n e d some k i n d o f sequence so t h a t t h e 

o p p o s i t e 4 0 - a c r e t r a c t s , i n f a c t , have t h e w e l l . Do 

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

c u r r e n t l y t o t h e p o o l , t h a t t h e r e ' s t h a t t y p e o f 

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

A. No, s i r , t h e r e ' s no J. i m i t a t i o n o t h e r 

t h a n t h a t a w e l l has t o be w i t h i n 150 f e e t o f a 

g o v e r n m e n t a l q u a r t e r -- w i t h i n 150 f e e t o f t h e 

c e n t e r o f a g o v e r n m e n t a l q u a r t e r , q u a r t e r s e c t i o n . 

I n f a c t , Rule 2 s p e c i f i c a l l y p r o v i d e s f o r t h e 

d r i l l i n g o f w e l l s on a d j a c e n t q u a r t e r , q u a r t e r 

s e c t i o n s . 

Q. W i t h r e g a r d s t o t h e p o s s i b i l i t y o f 

h a v i n g Rule 3 o f t h e s p e c i a l r u l e s used as a 

s o l u t i o n t o t h i s p r o b l e m , whereby each o p e r a t o r i s 

a l l o w e d t h e o p p o r t u n i t y t o d r i l l a Wolfcamp w e l l and 

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

c o n s i s t i n g o f 40 a c r e s , i s t h a t ci v i a b l e s o l u t i o n i n 

y o u r o p i n i o n ? 

A. I n my o p i n i o n i t ' s a more v i a b l e 

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

w e l l i n t h e s o u t h end t o d r i l l 10 0 p e r c e n t w e l l i n 

t h e n o r t h end and a c c e p t t h e p e n a l t y . 

Q. I f t h e w e l l i s awarded i n t h e n o r t h 40 

a c r e s , and i t ' s on a 4 0 - a c r e s p a c i n g u n i t , what 

HUNNICUTT REPORTING 
GAIL D. VINSON, CCR 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

2 4 

25 

258 

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

o f f s e t t i n g K a c h i n a 8 Number 1 w e l l ? 

A. I t w o u l d be h a l f . 

Q. Would t h a t be e q u i t a b l e and f a i r ? 

A. As f a r as r u l e s o f c a p t u r e , no, i t 

w o u l d n ' t . I n t e r f e r e n c e between t h e w e l l s -- t h e r e 

w o u l d , I t h i n k , s t i l l be d r a i n a g e h a p p e n i n g t o t h e 

K a c h i n a 8's a d v a n t a g e . 

Q. I f t h e w e l l i s l o c a t e d as Santa Fe 

p r o p o s e s i n t h e s o u t h 40, what w i l l happen t o t h e 

o i l r e s e r v e s u n d e r l y i n g t h e n o r t h 4 0 - a c r e t r a c t i n 

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

i m m e d i a t e area? 

A. I f e e l t h a t t h e y ' l l be more l i k e l y 

c a p t u r e d by t h e c l o s e s t w e l l t o t h a t u n i t , and a l s o 

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

w h i c h i s t h e K a c h i n a 8 Number 1. 

Q. L e t me d i r e c t y o u r a t t e n t i o n now, Mr. 

Huck, t o t h e t o p i c o f t h e e s t i m a t e d c o s t f o r t h e 

d r i l l i n g o f t h e w e l l . L e t me show y o u , s i r , what i s 

marked as E x h i b i t Number 12. 

A. I t h i n k y o u ' r e — 

MR. KELLAHIN: Take a moment, 

Mr. E x a m i n e r , and see i f I h a v e n ' t m i x e d t h e s e a l l 

up . 
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EXAMINER MORROW: W e ' l l t a k e a b o u t f i v e 

o r t e n m i n u t e s h e r e . L e t ' s say, be back a t t e n t i l l 

3:00. 

(A r e c e s s was t a k e n a t 2:35 p.m. u n t i l 

2:53 p.m.) 

EXAMINER MORROW: A l l r i g h t , l e t ' s 

c o n t i n u e . 

Q. Mr. Huck, l e t me t u r n y o u r a t t e n t i o n now 

t o t h e e s t i m a t e d w e l l c o s t s t h a t you have p r e p a r e d 

on b e h a l f o f y o u r company and a n a l y s i s you have made 

o f Santa Fe Energy's AFE t h a t th«;y have a p p l i e d t o 

y o u r company. I n d o i n g so, l e t me d i r e c t y o u r 

a t t e n t i o n n o t o n l y t o H a n l e y E x h i b i t Number 12, b u t 

t o have you g e t a copy o f t h e Santa Fe Energy 

E x h i b i t Number 9. You have b o t h o f t h o s e b e f o r e 

y ou ? 

A. Yes, I do. 

Q. Summarize and d e s c r i b e f o r us t h o s e 

i m p o r t a n t e l e m e n t s t o you as an e n g i n e e r ? 

A. F i r s t o f f , E x h i b i t Number 12 i s 

e s s e n t i a l l y , l i n e - b y - l i n e c o m p a r i s o n o f t h e AFEs on 

Han l e y ' s f o r m a t . I ' l l work f r o m H a n l e y ' s E x h i b i t 

Number 9, s i n c e e v e r y b o d y i s a l r e a d y seen i t and i s 

f a m i l i a r . 

Santa Fe o b j e c t e d t o H a n l e y ' s o m i t t i n g 
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o m i t t i n g c o n d u c t o r p i p e f r o m t h e AFE. As o u r 

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

a t t h e expense o f t h e c o n t r a c t o r and a l o t o f 

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

o u t . I n any e v e n t , t h e r a t h o l e machine i s a l s o a t 

t h e c o n t r a c t o r ' s expense and t h a t ' s a l l i n c l u d e d i n 

t h e d r i l l and f o o t a g e r a t e . 

They o b j e c t e d t o l a b o r f o r t a n k b a t t e r y 

i n s t a l l a t i o n . T h i s was an o m i s s i o n on t h e Ha n l e y 

AFE. We e x p e c t i t t o c o s t between $8,000 and 

$10,000. 

B a t t e r y t o t h e s o u t h w i t h a h e a t e d 

t r e a t e r , a t h o u s a n d b a r r e l s o f s t o r a g e and 500 

b a r r e l s o f w a t e r s t o r a g e r e c e n t l y c o s t us $6500 t o 

i n s t a l l . 

They o b j e c t e d t o f e n c i n g . We i n c l u d e 

t h a t i n o u r AFE c o s t s o r i n o u r l o c a t i o n c o s t s o f 

$16,000. And t h a t ' s w i t h i n t h e l i n e o f what we've 

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

They o b j e c t e d t o d r i l l i n g e q u i p m e n t 

f 
r e n t a l . I n s p e c ' t i n o f i n t a n g i b l e s and f u r t h e r down 

t e s t i n g . A l l t h o s e -- we lump and i n c l u d e i n o u r 

c o n t i n g e n c i e s . And t h e y a r e i n e v i t a b l y c o v e r e d by 

our c o n t i n g e n c i e s . 

They o b j e c t on t h e b o t t o m t o us n o t 
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i n c l u d i n g d r i l l i n g o v e r h e a d As H a n l e y p r o p o s e d --

or t h e j o i n t o p e r a t i n g agreement as p r o p o s e d by 

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

o v e r h e a d i n a d d i t i o n t o b e i n g p l a c e d a t $5,000, 

compared t o Santa Fe's $6260, and p r o d u c i n g r a t e was 

r e q u e s t e d t o be made $500 a month, compared t o 

Santa Fe's $620. 

I n a d d i t i o n t o p r o p o s i n g t h o s e r a t e s , we 

a l s o p r o p o s e d t h a t t h e p r o v i s i o n t h a t makes them 

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

and employee s a l a r i e s be i n c l u d e d i n t h e o v e r h e a d 

r a t e s . 

H a n l e y has i n c l u d e d some $10,000 f o r 

s u p e r v i s i o n i n t h e d r i l l i n g o f t h i s w e l l . T h i s w i l l 

be a b s o r b e d — t h i s i s more t h a n what we f i g u r e t h e 

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

w i l l be a b s o r b e d by H a n l e y . So no o v e r h e a d i s shown 

on t h e AFE because H a n l e y p r o p o s e s t h a t -- a g a i n , 

t h a t any o v e r h e a d c h a r g e s i n t h e JOA be made t o 

o b s e r v e f i r s t - l i n e s u p e r v i s i o n , e n g i n e e r i n g and 

t e c h n i c a l s a l a r i e s and c h a r g e s . 

We had a c o u p l e o f o b j e c t i o n s t o t h e i r 

AFE. From t h e t e c h n i c a l s t a n d p o i n t , t h e y were g o i n g 

t o r u n e i g h t and f i v e - e i g h t s 24-pound p i p e t o 3,000 

f e e t . U s i n g s t a n d a r d p r a c t i c e s f o r c a s i n g d e s i g n , 
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we t h i n k t h e c o l l a p s e r a t i n g o f t h i s p i p e w i l l be 

exceeded a t a d e p t h b e l o w 2200 f e e t . So we have 

recommended an RAFE -- o r p r o p o s e an RAFE w i t h 

32-pound p i p e be used i n y o u r i n t e r m e d i a t e s t r i n g 

b e low 2200 f e e t , and we can f u r n i t h i t a t a c o s t 

some $6,000 l e s s t h a n t h e i r i n t e r m e d i a t e s t r e n g t h . 

L i k e w i s e , on t h e p r o d u c t i o n s t r e n g t h , 
'2, 

t h e y ' v e p r o p o s e d f i v e and a h a l f , 1515 K55 c a s i n g as 

a p o r t i o n o f t h e i r d e s i g n . You can -- c o n v e n t i o n a l 

API d e s i g n w i l l a l l o w you t o use some 3500 f e e t o f 

t h a t p i p e i n y o u r s t r i n g , b u t due; t o t h e p r o b a b i l i t y 

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

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

a g a i n , a t a l e s s e r c o s t — a t l e a s t 17-pound K p i p e , 

i f n o t 17-pound M80, i n t h e d r i l l i n g -- i f we g e t t o 

o p e r a t e t h e w e l l . 

Thus, t h e b a s i c d i f f e r e n c e s i n t h e AFE. 

Q. When you g e t down t o t h e b o t t o m l i n e 

t o t a l s on a d r y h o l e v e r s u s AFE and a c o m p l e t e d w e l l 

v e r s u s each AFE, where a r e we? 

A. For a d r y h o l e ? As Mr. R o b e r t s s t a t e d , 

when you a d j u s t f o r t h i s o m i s s i o n o f d r i l l i n g 

o v e r h e a d and abandonment c o s t s - - w h i c h we d o n ' t 

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

t h e y ' r e e s s e n t i a l l y t h e same. But f o r a c o m p l e t e d 
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w e l l , H a n l e y i s some $80,000 t o $90,000 c h e a p e r . 

Q. I n y o u r o p i n i o n , Mr. Huck, does H a n l e y 

P e t r o l e u m Company have t h e q u a l i f i e d p e r s o n n e l and 

t h e e x p e r t i s e and e x p e r i e n c e t o be d e s i g n a t e d by t h e 

D i v i s i o n as t h e o p e r a t o r o f t h i s w e l l ? 

A. Yes, s i r , t h e y do. H a n l e y o p e r a t e s o v e r 

300 w e l l s i n t h e Permian B a s i n and has i n t e r e s t s i n 

hundreds more. We've p r o d u c e d some 1 m i l l i o n 

b a r r e l s o f o i l l a s t y e a r , and r i g h t a t 3 b c f o f gas. 

We've been a r o u n d s i n c e t h e t u r n o f t h e c e n t u r y . 

We're q u a l i f i e d t o o p e r a t e i n t h e Permian B a s i n . 

We've o p e r a t e d some -- i f we m i g h t go t o a -- I'm 

p r o b a b l y g e t t i n g ahead o f m y s e l f . 

We've o p e r a t e d some f i v e w e l l s i n t h i s 

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

a r e a . T here's a Bone S p r i n g w e l l t o t h e s o u t h , a PD 

t o 8700 f e e t . T here's a n o t h e r Bone S p r i n g w e l l t o 

t h e t o w n s h i p t o t h e w e s t , PD'd a t 8800 f e e t . We 

d r i l l e d a w e l l t o t h e Morrow t o t h e west i n Township 

29 e a s t -- Range 29 e a s t . We d r i l l e d t h r o u g h t h e 

Wolfcamp i n t h a t w e l l . 

We're -- we have d r i l l e d i n t h i s a r e a and 

we're q u a l i f i e d t o d r i l l i n t h i s a r e a . 

Q. Does t h e f a c t t h a t Santa Fe Energy --

does t h e f a c t t h a t t h e y have d r i l l e d more w e l l s i n 
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t h e i m m e d i a t e v i c i n i t y t h a n H a n l e y cause you, as an 

e n g i n e e r , t o c o n c l u d e t h a t t h e y ' r e more q u a l i f i e d t o 

be o p e r a t o r t h a n you are? 

A. Not more q u a l i f i e d , s i r , no. 

Q. Do you have some a c t u a l c o s t s t o compare 

y o u r AFE c o s t , t o o , so t h a t t h e Examiner can have 

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

Santa Fe's i s a r e l i a b l e , r e a l i s t i c number? 

A. Yes, s i r , I do. 

Q. How do you make t h a t c o m p a r i s o n ? 

A. I have a summary o f AFE v e r s u s a c t u a l 

c o s t s on a w e l l d r i l l e d , i f we m i g h t go ahead and 

o f f e r i t . 

Q. Yes, s i r . I t w i l l be E x h i b i t -- E x h i b i t 

13, i s i t ? I s t h a t what you have? 

A. Yes, 13. 

Q. T h i r t e e n . 

A. E v e r y b o d y has c o p i e s ? 

Q. Yes. 

EXAMINER MORROW: I s t h a t t h e one marked 

12 ? 

MR. KELLAHIN: I t ' s t h i s one. L e t me 

g i v e i t t o you, i f i t d i d n ' t g e t marked. 

EXAMINER MORROW: Thank you v e r y much. 

A. E x h i b i t Number 13, Gentlemen, i s a 
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c o m p a r i s o n o f AFE v e r s u s a c t u a l c o s t s f o r an 8700 

f o o t Bone S p r i n g t e s t d r i l l e d t h r e e m i l e s t o t h e 

s o u t h o f t h i s s u b j e c t a c r e a g e . 

To summarize t h e c o m p a r i s o n , t h e w e l l i s 

c o m p l e t e d . These c o s t s a r e 99 p e r c e n t c o m p l e t e , a r e 

a c t u a l c o s t s f o r $542,000 compared t o an AFE c o s t o f 

$536,000. We o v e r s p e n t t h e AFE by one p e r c e n t . And 

we had some e x t r a r i g t i m e t h a t -- due t o h o l e s i n 

t h e d r i l l p i p e k i n d o f caused most o f t h a t . 

The w e l l was spudded on December 2 9 t h . 

I t was c o m p l e t e d on F e b r u a r y 6 t h . T h i s b e i n g 

March 8, I t h i n k i t ' s f a i r t o n o t e t h a t 30 days 

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

a c c o u n t i n g p r o c e d u r e s on t h e w e l l i s c o m p l e t e . We 

have a summary o f our c h a r g e s i n , checks have been 

w r i t t e n , b i l l s have been p a i d , where t h i s j o i n t 

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

t h i s p o i n t . , . 

I m i g h t a l s o had t h i s $542,000 was a 

c o m p l e t e d Bone S p r i n g s p r o d u c e r t h r o u g h t h e t a n k s . 

E a r l i e r , Mr. R o b e r t s , I b e l i e v e , r e f e r r e d t o 

a l l o c a t i n g some $660,000 o f c o m p l e t e d w e l l c o s t s t o 

t h e Bone S p r i n g s i n t h e s u b j e c t a c r e a g e . We b e l i e v e 

t h a t ' s a l i t t l e e x c e s s i v e . 

Q. What does i t c o s t you f o r a Bone S p r i n g s 
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c o m p l e t i o n ? 

A. I n t h i s case i t waas $542,000. 

Q. T u r n now t o E x h i b i t Number 14, and 

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

A. E x h i b i t Number 14 i s a l i s t o f w e l l s 

o p e r a t e d by H a n l e y i n New Mexico t o d a t e . And t h e n 

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

H a n l e y has a w o r k i n g i n t e r e s t i n New Mexico t o d a t e . 

Keep i n mind we have r e a l l y s t a r t e d f o c u s i n g and 

w o r k i n g o v e r h e r e i n 1983. 

Q. Have you a n a l y z e d t h e q u e s t i o n o f c o s t 

a l l o c a t i o n so t h a t i f t h e Examiner f e e l s i t ' s 

a p p r o p r i a t e t o a l l o c a t e c o s t s between t h e Bone 

S p r i n g s and t h e Wolfcamp p o r t i o n o f t h i s w e l l , t h a t 

he may do so i n some f a i r and r e a s o n a b l e way? 

A. Yes, s i r , I have. 

Q. What i s t h e b a s i c i n f o r m a t i o n t h a t you 

u t i l i z e d upon w h i c h t o draw c o n c l u s i o n s a b o u t 

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

A. I ' v e r e a d t h e r e c o r d o f some p r i o r cases 

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

zones. I ' v e s t u d i e d t h e c o m p l e t e d w e l l c o s t s o f 

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

w e l l s i n t h e a r e a . And, b a s i c a l l y , t h a t ' s i t . 

F o r m u l a t e d what I b e l i e v e i s a f a i r and 
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e q u i t a b l e method o f c r o s s - i d e n t i f i c a t i o n . 

Q. S p e c i f i c a l l y , Mr. Huck, d i d you make 

y o u r s e l f f a m i l i a r and aware o f t h e D i v i s i o n 

O r der R-9093C e n t e r e d i n t h e Yates Energy 

C o r p o r a t i o n case on November 29, 1990? 

A. Yes, s i r . 

MR. KELLAHIN: Mr. E x a m i n e r , I show you a 

copy o f t h a t o r d e r f o r y o u r i n f o r m a t i o n . 

Q. I n a d d i t i o n , have you p r o p o s e d c o s t 

a l l o c a t i o n and i s t h a t f o r m u l a shown on E x h i b i t 15? 

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

Q. And t h e n , f i n a l y , on E x h i b i t 16 i s t h a t 

t h e Copus B u l l e t i n Number 2 t h a t shows a method o f 

d e t e r m i n i n g c o s t a l l o c a t i o n s f o r j o i n t o p e r a t i o n s ? 

A. I have -- as p a r t o f E x h i b i t 15, o r 

s h o u l d be E x h i b i t 16, I t h i n k t h e r e ' s an example 

a l l o c a t i o n . 

Q. We a r e m i s s i n g t h a t f r o m t h e package. 

I f y o u ' l l g i v e me some more c o p i e s , w e ' l l add t h a t 

t o E x h i b i t 15. 

A. Here you go. Somehow i t g o t f o l d e d up 

o v e r h e r e . 

Q. I'm g o i n g t o mark y o u r example c o s t 

a l l o c a t i o n as E x h i b i t Number 17, Mr. Huck. T h i s one 

i s n o t i n t h e package. 
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A. Okay. 

Q. L e t ' s go back t h e n t o E x h i b i t 15 and 

have you compare i t — w e l l , f i r s t o f a l l , go t o 15 

and d e s c r i b e f o r us t h e m e t h o d o l o g y you p r o p o s e t o 

u t i l i z e f o r t h e a l l o c a t i o n o f c o s t s between t h e 

s h a l l o w f o r m a t i o n s and t h e Wolfcamp t e s t ? 

A. Yes, s i r . F i r s t o f f , we p r o p o s e and ask 

t h a t s h a l l o w c o s t s be a l l o c a t e d on t h e b a s i s o f — 

on t h i s b a s i s f o r a w e l l d r i l l e d i n e i t h e r t h e n o r t h 

end o r t h e s o u t h end o f t h e p r o p o s e d u n i t . T h i s 

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

a l l o c a t i n g c o s t s between t h e Wolfcamp and any 

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

w e l l b o r e no l o n g e r p r o d u c e f r o m t h e Wolfcamp. T h i s 

method o f a l l o c a t i o n i s o u t l i n e d i n t h e Copus 

B u l l e t i n Number 2 t h a t we've o f f e r e d as E x h i b i t 

Number 16, e n t i t l e d d e t e r m i n a t i o n o f v a l u e s f o r w e l l 

c o s t a d j u s t m e n t o f j o i n t o p e r a t i o n and has been 

a d o p t e d by t h e Commission i n p r i o r c a s e s , most 

n o t a b l y O r d e r Number R9093C, as m e n t i o n e d by Mr. 

K e l l a h i n . 

To summarize t h e p a r a m e t e r s we p r o p o s e 

under S e c t i o n A, t h e d e t e r m i n a t i o n o f i n t a n g i b l e 

c o s t s , we w o u l d l i k e t o see t h e a c t u a l h i s t o r i c a l 

c o s t s used. And i f t h e Wolfcamp p r o d u c e s and 
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a d j u s t m e n t s a r e made down t h e r o a d , t h e s e h i s t o r i c a l 

c o s t s c o u l d ^ be a m o r t i z e d u s i n g t h e s t r a i g h t - 1 i n e 

method i n S e c t i o n 3, where t h e number o f y e a r s 

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

e x p e c t e d t o be i n t h e l i f e o f the; w e l l . 

Under S e c t i o n B, t h e a l l o c a t i o n o f t h e s e 

i n t a n g i b l e c o s t s , we r e f e r t o S u b s e c t i o n s IA and 2 

of t h e B u l l e t i n -- ' 

(A f i v e - m i n u t e r e c e s s was t a k e n f r o m 

3:10 p.m. u n t i l 3:15 p.m., t o r e p l a c e a b r o k e n 

s t e n o g r a p h m a c h i n e . ) . 

MR. KELLAHIN: Go ahead. 

A. To c o n t i n u e , a g a i n , t h e d e t e r m i n a t i o n o f 

i n t a n g i b l e c o s t s , we ask t h a t the; a c t u a l h i s t o r i c a l 

c o s t s be used. To a l l o c a t e i n t a n g i b l e c o s t s we 

r e f e r t o S u b s e c t i o n s IA and 2, w h i c h a l l o c a t e such 

c o s t s on a d r i l l and day r a t i o . We ask t h a t t h i s 

day r a t i o e q u a l t h e number o f days t o d r i l l t o 

100 f e e t below any s h a l l o w zone o f i n t e r e s t , be 

d i v i d e d by t h e t o t a l number o f days f r o m spud t o r i g 

r e l e a s e and any a c t i v i t i e s known t o be zone s p e c i f i c 

such as DSTs o r c o r i n g be w i t h h e l d f r o m t h e t o t a l 

c o s t and t h e c o r r e s p o n d i n g days d e d u c t e d f r o m t h e 

t o t a l days b e f o r e m a k i n g t h i s d i v i s i o n . 

We p r o p o s e t h e t a n g i b l e c o s t s be 
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d e t e r m i n e d as i n S u b s e c t i o n I A , w h i c h i s b a s i c a l l y 

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

d e p r e c i a t e d a c c o r d i n g t o S u b s e c t i o n 2B, w h i c h i s a 

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

The -- I b e l i e v e t h a t ' s t h e n o r m a l l i f e o f t a n g i b l e 

goods f o r t a x p u r p o s e s . 

We ask t h a t t h e s e t a n g i b l e c o s t s be 

a l l o c a t e d a c c o r d i n g t o S u b s e c t i o n s 1, 2 and 3, t o 

summarize c a s i n g t h a t any -- i f b o t h zones p r o d u c e 

t h e n any c a s i n g t h a t s e r v e s b o t h zones be e q u a l l y 

t h e c o s t s be e q u a l l y d i v i d e d between t h o s e 

zones. 

I f o n l y one zone p r o d u c e s o r o n l y a 

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

t h a t zone w i l l be 100 p e r c e n t a t t r i b u t a b l e t o t h a t 

zone . 

W e l l head and p r o d u c t i o n t a n k a g e a r e 

r e f e r r e d t o i n S e c t i o n s 2 and 3 and b a s i c a l l y t h e 

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

As P a r t 2 o f t h i s p r o p o s a l t h a t -- f o r 

t h e p u r p o s e of t h e s e c a l c u l a t i o n s , H a n l e y p r o p o s a l s 

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

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

o f t h e a c t u a l w e l l c o s t s w i t h i n 60 days o f t h e 

c o m p l e t i o n o f d r i l l i n g and c o m p l e t i o n o p e r a t i o n s . 
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E x h i b i t 17 i s s i m p l y an example 

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

assumed t h a t t h e s h a l l o w zone i s t h e Wolfcamp a t 

9,000 f e e t . The c o s t s a r e f r o m H a n l e y ' s AFE 

f u r n i s h e d on 1/7/91, t o t a l i n g $667,000. 

And t h e d r i l l i n g day r a t i o i s t a k e n f r o m 

Santa Fe's K a c h i n a 8 F e d e r a l Number 1 where i t t o o k 

15 days t o d r i l l t o 9,000 f e e t . We a l l o w e d two 

e x t r a days t h e r e m a k i n g a t o t a l o f 17 f o r l o g g i n g 

and r u n n i n g c a s i n g . 

They s p e n t a t o t a l o f 33 days on t h e 

w e l l . We t o o k o u t f o r t h e -- t h e a t t e m p t e d DST and 

t h e TC p r o b l e m f o r a t o t a l o f 30 under t o t a l d a y s . 

Q. L e t me i n t e r r u p t you f o r a second. 

A. Yes, s i r . 

Q. I t h i n k you mi s s p o k e when you s a i d 

Wolfcamp a t 9,000 f e e t ? 

A. I'm s o r r y , I meant Bone S p r i n g s a t 

9,000 f e e t . 

G o i n g back t o t h e d r i l l day r a t i o s , t h e 

r e s u l t i n g r a t i o w o u l d be 17 d i v i d e d by 30, o r .566. 

My main p o i n t o f t h i s e x h i b i t w i t h o u t g o i n g i n t o 

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

a t t r i b u t a b l e t o t h e Bone S p r i n g s , i t amounts t o 

$278,000. 
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T h i s compares t o a t o t a l d r y h o l e c o s t on 

Han l e y ' s F e d e r a l 24 w e l l , w i t h Bone S p r i n g p r o d u c e r 

t o t h e s o u t h , o f $287,000, and compares t o a -- an 

e q u i v a l e n t d r y h o l e c o s t on a K a c h i n a 8 F e d e r a l 

Number 1 a t t h i s d e p t h o f $261,000. 

So t h e method, t h e r e s u l t o f t h e method 

i s i n l i n e w i t h what w o u l d a c t u a l l y be e x p e c t e d t o 

d r i l l a Bone S p r i n g s w e l l i n t h e a r e a , and we f e e l 

i t ' s f a i r and e q u i t a b l e . 

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

p r e s e n t a t i o n , Mr. Huck. 

We move f o r i n t r o d u c t i o n o f h i s 

E x h i b i t s 5 t h r o u g h 17. 

EXAMINER MORROW: E x h i b i t s 5 t h r o u g h 17, 

were t h e r e t h a t many? 

MR. KELLAHIN: Yes, s i r . 

MR. STOVALL: I t d i d n ' t seem l i k e i t . 

EXAMINER MORROW: E x h i b i t s 5 t h r o u g h 17 

ar e a d m i t t e d . 

( H a n l e y E x h i b i t s 5 t h r o u g h 17 

a d m i t t e d i n t o e v i d e n c e . ) 

MR. CARR: I j u s t have a c o u p l e o f s h o r t 

ones. 
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EXAMINATION 

BY MR. CARR: 

Q. A c c o r d i n g t o Mr. K e l l a h i n , I have p r o v e n 

I d o n ' t know what p e r p e n d i c u l a r means. Now, I'm 

g o i n g t o show you I d o n ' t know what an i s o p r o d u c t i o n 

map i s . My q u e s t i o n i s what a r e you mapping here? 

T h i s i s y o u r E x h i b i t Number 6. 

A. I f we can r e f e r t o i t ; as an 

i s o p r o d u c t i o n map o r iso-EUR, t h a t i s t h e e s t i m a t e d 

u l t i m a t e r e c o v e r y v a l u e s f o r each Wolfcamp p r o d u c e r . 

Q. So what you t a k e i s t h e u l t i m a t e 

r e c o v e r y and t h e n a r e you — what a r e you mapping, a 

d r a i n a g e a r e a o r --

A. You're c o n t o u r i n g i t , f r o m 50,000 b a r r e l 

i n t e r v a l s . 

Q. Okay. Does t h i s i n any way r e l a t e --

do you i n t e g r a t e g e o l o g y o r t h e i s o p a ^ maps t h a t a r e 

p r e p a r e d by t h e g e o l o g i s t s i n t o t h i s o r i s t h i s an 

i n d e p e n d e n t t o o l t h a t you use? 

A. I n i t i a l l y , i t ' s i n d e p e n d e n t . You 

c o n t o u r i t and you see has shape you come up w i t h . 

I n t h i s case we f o u n d o u t t h a t t h e s e pods, 

p a r t i c u l a r l y t h e a r e a s t h a t w o u l d g i v e you 150,000 

t o 250,000 b a r r e l s p e r w e l l a r e e x t r e m e l y s m a l l and 

i s o l a t e d . The o v e r a l l pods, g o i n g down t o t h e 
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s m a l l e r r e s e r v e s seem t o be squashed i n t o an 

e a s t - w e s t e l o n g a t i o n due t o , we t h i n k , w a t e r 

p r o d u c t i o n on t h e s o u t h end. 

A f t e r you g e t t h e shapes, t h a t ' s 

d e t e r m i n e d i n d e p e n d e n t l y . They a l s o happen t o 

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

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

o v e r a l l c l e a n c a r b o n a t e t h i c k n e s s i n t h e Wolfcamp. 

Q. So i f we l o o k a t t h e pod you've drawn 

a r o u n d y o u r p r o p o s e d l o c a t i o n and t h e K a c h i n a 8 

Number 1, you've e l o n g a t e d t h a t e a s t - w e s t ; i s t h a t 

r i g h t ? 

A. I ' v e e l o n g a t e d i t somewhat e a s t - w e s t . 

Q. I f we l o o k a t o t h e r ones, l i k e t h e one 

down i n 16, t h a t seems t o be a e l o n g a t e d 

n o r t h - s o u t h , why i s t h a t ? 

A. You have t o --

Q. I t w o u l d move a r o u n d --

A. Yes. I know where y o u ' r e t a l k i n g a b o u t , 

down b u t -- down i n t h e s o u t h e a s t c o r n e r o f 16? 

Q. Yes, i n t h e s o u t h e a s t . I t ' s g o t a 50 

w i t h a q u e s t i o n mark a f t e r i t on t h e i s o p r o d u c t i o n 

map I have. Why w o u l d you go n o r t h - s o u t h t h e r e ? 

A. T h a t ' s been -- t h e z e r o l i n e has been 

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

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

But i t p r o d u c e d 100 b a r r e l s , so we p u t i t on t h e r e . 

The w e l l t o t h e s o u t h e a s t , w h i c h j u s t 

c o m p l e t e d , we've g i v e n i t 125,00 0 b a r r e l s o f 

r e s e r v e s . I t s p o t e n t i a l was f o r 400 b a r r e l s a day, 

b u t i t t h e t u b i n g p r e s s u r e was down a r o u n d 

300 pounds, I b e l i e v e . I t ' s g o i n g t o be a good 

w e l l , b u t how good we d o n ' t know,. 

Q. And so what y o u ' r e d o i n g , f o r t h e 

r e c o r d , i s y o u ' r e t a k i n g t h e s e p o i n t s t h a t show, I 

guess, u l t i m a t e r e c o v e r y i n 500 -- o r 50,000 b a r r e l s 

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

map j u s t l i k e you b u i l t a s t r u c t u r e map w i t h 

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

A. Yes, a s i m i l a r p r o c e s s . 

Q. Now i f I go t o t h e pods t h a t you've 

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

i m m e d i a t e e a s t o f f s e t , how i s i t t h a t you've 

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

t h e 4 0 - a c r e t r a c t t h a t you own and c o n t r o l i n t h a t 

a r ea ? 

A. A g a i n , I ' v e shaped i t t o match t h e 

o r i e n t a t i o n and t h e shape o f t h e pods t o t h e s o u t h 

w h i c h have -- a l o t o f t h o s e w e l l s have p r o d u c e d 
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f o r , some o f them f i v e , s i x , some; o f them as much as 

t w e l v e y e a r s . 

Q. I f I l o o k a t t h i s map, you've shaded 

some o f t h e s e s p o t s b l u e , and t h a t i s t h e p e r c e n t 

w a t e r c u t ; i s t h a t what t h a t i s ? 

A. The b l u e number t o t h e l o w e r r i g h t o f 

each w e l l i s t h e p e r c e n t w a t e r c u t . The b l u e 

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

p e r c e n t i s n e a r l y e n t i r e l y b l u e ; 50 p e r c e n t i s h a l f 

b l u e . 

Q. And can you t e l l me what i n y o u r o p i n i o n 

t h e s e b l u e d o t s show you a b o u t t h i s r e s e r v o i r ? 

A. The b l u e d o t s show me t h a t as you s i t on 

t h e s o u t h o r downdip s i d e o f t h e s e o i l 

a c c u m u l a t i o n s , t h e s e pods, t h e y seem t o be l i m i t e d 

o r t r a p p e d on t h e n o r t h by t h e absence o f p o r o s i t y . 

And as you s i t on t h e s o u t h w e s t s i d e you p r o d u c e d 

w a t e r s o o n e r . You p r o d u c e d g r e a t e r q u a n t i t i e s o f 

i t , and y o u r u l t i m a t e r e c o v e r y i s a f f e c t e d by i t . 

Q. Dees t h a t mean t h a t i f y o u ' r e 

d o w n s t r u c t u r e , you've g o t a w a t e r p r o b l e m ? 

A. Yes, s i r , i n most c a s e s . 

Q. I f you l o o k a t t h e K a c h i n a 2 Number 8, I 

t h i n k t h a t ' s i t , i t ' s t h e w e l l i n t h e s o u t h e a s t 

I'm s o r r y , s o u t h w e s t , s o u t h w e s t o f S e c t i o n 8? 
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A. Sout h w e s t -- t h a t w o u l d be w e l l 

Number 9M. 

Q. W e l l , i t ' s t h e K a c h i n a -- I t h i n k 

8 Number 2. I t ' s i n S e c t i o n 8 i n t h e s o u t h w e s t 

s o u t h w e s t . I t has -- what? 

EXAMINER MORROW: I t h i n k Number 2 i s a 

p r o p o s e d w e l l , I b e l i e v e . 

Q. A l l r i g h t . W e l l t h e n l e t ' s l o o k a t t h e 

w e l l down here i n t h e s o u t h w e s t s o u t h w e s t . 

A. Yes, s i r . 

Q. I f we l o o k a t t h a t w e l l -- and I go back 

t o y o u r s t r u c t u r e map -- i t a p p e a r s t h a t i t has a 

i t ' s a t a d e p t h o f 7459; m i g h t be? 

A. Okay, y e s , s i r . 

Q. And i f you compare t h a t w e l l and you go 

down i n S e c t i o n 17 t o t h e s o u t h , s l i g h t l y e a s t , 

t h e r e ' s a w e l l down t h e r e i n t h e n o r t h e a s t o f t h e 

s o u t h w e s t t h a t ' s g o t a 10 p e r c e n t w a t e r c u t ? 

A. N o r t h e a s t o f t h e s o u t h w e s t ? Yes, s i r . 

Q. And t h a t w e l l , i f I r e l a t e i t back t o 

y o u r s t r u c t u r e map, i s a t a minus 7474. T h a t w o u l d 

be deeper -- a deeper d e p t h t h a n t h i s w e l l i n t h e 

s o u t h w e s t s o u t h w e s t ? 

A. Yes, s i r . 

Q. How do you e x p l a i n t h e f a c t t h a t i t ' s 
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g o t a 10 p e r c e n t w a t e r r a t e b e i n g deeper i n t h e 

r e s e r v o i r t h a n t h a t w e l l -- t h a n t h e w e l l i n t h e 

s o u t h w e s t , s o u t h w e s t ? 

A. The w e l l i n S e c t i o n 17, Number 2 K, I 

b e l i e v e i s what i t ' s c a l l e d , i s c o m p l e t e d and w o u l d 

be e i t h e r t h e AC o r AD c a r b o n a t e s as r e f e r r e d t o i n 

t h e uppermost p a r t o f t h e zone. The w e l l i n t h e 

s o u t h w e s t s o u t h w e s t o f S e c t i o n 8, w e l l Number 9 M, I 

t h i n k i t ' s West C o r b i n Number 9 M, i s c o m p l e t e d and 

I w o u l d c a l l i t t h e E zone — o r i t w o u l d p r o b a b l y 

c o r r e s p o n d t o t h e E zone. 

A d d i t i o n a l l y , i t seems t o be on t h e s o u t h 

s i d e o f a n o t h e r pod, a n o t h e r t r a p mechanism. 

Q. So, c o r r e c t me I'm n o t t r y i n g t o 

m i s s t a t e has y o u ' r e s a y i n g . T h a t ' s because i t ' s --

pe r h a p s because i t i s i n a d i f f e r e n t p a r t o f t h e 

Wo1f camp. 

A. P r o b a b l y a d i f f e r e n t p a r t o f t h e 

Wolfcamp and / o r a d i f f e r e n t p o r o s i t y pod. 

Q. I f we move f r o m t h e w e l l i n t h e 

s o u t h w e s t s o u t h w e s t o f 18 and move t o t h e e a s t , we 

g e t a w e l l t h a t , I guess, has a f i v e p e r c e n t w a t e r 

c u t . Do you see t h a t w e l l ? I t ' s i n S e c t i o n 8. 

I t ' s i n t h e s o u t h w e s t o f t h e s o u t h e a s t and i t ' s g o t 

a 5 by i t , a 5 p e r c e n t w a t e r c u t ? 
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A. Yes, s i r . 

Q. Now, compare t h a t t o t h e s t r u c t u r e map 

t h a t ' s a t a d e p t h o f minus 7500 f e e t , o r 41 f e e t 

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

A. Yes, s i r . 

Q. A g a i n , i f I asked you t o e x p l a i n t h a t 

w o u l d y o u r answer be t h e same? 

A. A g a i n , t h a t w e l l i s c o m p l e t e d i n what 

w o u l d be c o n s i d e r e d -- Santa Fe c a l l s t h e i r AG. 

W e ' l l c a l l i t t h e b a s a l l i n e o f t h e l o w e r Wolfcamp 

package. I t ' s a v e r y good w e l l , , by t h e way. You 

see t h a t h e r e -- y o u ' l l see a good w e l l l i k e i n t h e 

s o u t h e a s t o f S e c t i o n 8, l i k e i n t h e n o r t h w e s t o f 

S e c t i o n 17. 

And l i k e i n t h e s o u t h e a s t o f S e c t i o n 16, 

y o u ' l l see one good w e l l t h a t w i l l p r o d u c e t h e s e 

k i n d o f r e s e r v e s . But t h e n as t h e y ' v e moved away 

f r o m i t , t h e r e ' s l o c a t i o n s move away f r o m i t , you 

see a g r e a t e r i n c r e a s e i n w a t e r , p a r t i c u l a r l y on t h e 

downdip s i d e . 

Q. Okay. And c o u l d t h a t be a g a i n because 

i t ' s i n a d i f f e r e n t p a r t o f t h e Wolfcamp? 

A. A d i f f e r e n t p a r t o r d i f f e r e n t p o r o s i t y . 

Q. Pods? 

A. Pod. 
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Q. Or c o u l d i t be a d i f f e r e n t s t r i n g e r o r 

d i f f e r e n t s t r a n d i n t h e r e s e r v o i r ? 

A. A d i f f e r e n t p o r o s i t y pod; w e ' l l c a l l i t 

pay zone. A g a i n t h e r e ' s a t r a p p i n g mechanism on 

t h e n o r t h s i d e -- oh, o r on t h e u p d i p s i d e s o f t h e 

s t u f f t h a t has t o be an absence o f p o r o s i t y . But 

t h i s map i s an e v a l u a t i o n o f t h e l o c a l Wolfcamp 

i n t e r v a l , t h a t ' s why you have t h e s e v a r i a t i o n s . 

Q. And t h a t ' s c o n s i s t e n t w i t h t h e way y o u r 

g e o l o g y has been done on t h i s p o r t i o n ? 

A. I t happens t o match i t , y e s , s i r . 

Q. I f you g e t t h e s e d i f f e r e n c e s because 

t h e y ' r e i n d i f f e r e n t zones, w o u l d n ' t i t be b e t t e r t o 

e v a l u a t e i t on t h e d i f f e r e n t s t r i n g e r s , as Mr. Thoma 

has, o f t h e d i f f e r e n t zones i n s t e a d o f g r o u p i n g i t 

a l l t o g e t h e r ? 

A. Not f o r p i c k i n g o u r one l o c a t i o n i n our 

one chance a t o i l i n t h i s r e s e r v o i r . We need t o 

e v a l u a t e them on a c u m u l a t i v e b a s i s . 

Q. I f I go t o y o u r E x h i b i t Number 7? 

A. Yes, s i r . 

Q. And you have an u l t i m a t e r e c o v e r y 

e s t i m a t e d f o r a w e l l a t y o u r l o c a t i o n o f 260,000 

b a r r e l s ? 

A. Yes, s i r . 
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Q. Now, how d i d you come up w i t h t h a t 

number? 

A. I t h i n k due t o s t r u c t u r a l p o s i t i o n and 

p r o x i m i t y -- p r o x i m i t y w i t h a c a p i t a l P, t h a t w e ' l l 

have r e s e r v e s c o m p a r a b l e t o t h e K a c h i n a 8 Number 1. 

Q. And t h e n how d i d you g e t t h a t number. 

I mean i s i t — 

A. We gave t h e K a c h i n a 8 Number 1 a q u a r t e r 

o f a m i l l i o n b a r r e l s , a g a i n because i t had t h e 

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

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

p o t e n t i a l i t y . So we g i v e i t an u l t i m a t e r e c o v e r y 

e q u a l t o t h e h i g h e s t i n t h e f i e l d . 

Q. And t h e n , because y o u ' r e a l i t t l e b i t 

h i g h e r t h a n t h a t , you i n c r e a s e t h e number; i s t h a t 

f a i r ? I'm n o t t r y i n g t o t e s t i f y . . 

A. I f you c a l l i t i n c r e a s i n g f r o m 250 t o 

260. I t h i n k t h e t o t a l on my economic a n a l y s i s came 

o u t t o 260; t h a t ' s j u s t t h e way t h e d e c l i n e t o t a l e d . 

T h a t e x t r a b a r r e l 12 y e a r s i n t h e f u t u r e i s 

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

Q. So y o u ' r e e x p e c t i n g a w e l l t h a t w o u l d be 

co m p a r a b l e t o t h e o f f s e t t i n g w e l l ? 

A. Yes, s i r . 

Q. D i d you t a k e i n t o a c c o u n t you w o u l d have 
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two w e l l s i n t h i s one pod c o m p e t i n g f o r t h o s e 

r e s e r v e s , and how t h a t m i g h t a f f e c t t h e number? 

A. Yes, i t may r e d u c e t h e i r w e l l . 

Q. But i t w o u l d n o t r e d u c e y o u r s ? 

A. I t ' s p o s s i b l e t h a t i t m i g h t . Yes, i t ' s 

p o s s i b l e . 

Q. But you d i d n ' t f a c t o r t h a t i n i n 

r e a c h i n g t h i s ? 

A. There's such an open end on t h e up s i d e s 

o f t h e s e r e s e r v e s f o r t h e s e two w e l l s on t h e n o r t h 

end. You can g i v e t h e Santa Fe w e l l a q u a r t e r o f a 

m i l l i o n b a r r e l s j u s t o u t o f t h e 30 f e e t t h e y g o t 

p e r f o r a t e d , and t h e y ' v e g o t 40 t o 60 f e e t above t h a t 

i n a m i d d l e zone, and t h e y ' v e g o t a n o t h e r zone above 

t h a t . 

I d o n ' t t h i n k e i t h e r w e l l w i l l p r o d u c e 

l e s s t h a n a q u a r t e r o f a m i l l i o n b a r r e l s . 

Q. And y o u ' r e b a s i n g t h a t on t h e one p o i n t 

i n t h i s c i r c l e o f t h e i s o p r o d u c t i o n map? 

A. Yes, s i r , I am. 

Q. And f r o m t h a t p o i n t y o u ' r e g o i n g t o 

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

s e c t i o n ? 

A. Yes, s i r , I am. 

Q. And you can p u t two w e l l s i n a pod 
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t h a t ' s a b o u t t h e same s i z e as some o f t h e s e t h a t 

have 250 f o o t t o t a l pods? 

A. Yes, s i r . 

Q. And you can say each o f them w i l l g e t a 

q u a r t e r o f a m i l l i o n ? 

A. You say 250 f o r t h e t o t a l pod. 

Q. No, t h a t ' s p r o b a b l y a m i s s t a t e m e n t . 

You've q o t 250 on t h e e x i s t i n g w e l l i n t h e pods? 

A. Uh-huh. 

Q. And y o u ' r e — i t ' s y o u r e s t i m a t e t h a t 

you've g o t two w e l l s i n t h e r e t h a t each w o u l d 

p r o d u c e t h a t ? 

A. Yes, s i r . 

MR. CARR: T h a t ' s a l l t h a n k you. 

EXAMINATION 

BY MR. BRUCE: 

Q. Mr. Huck, were you her e when 

Mr. O f f e n b e r g e r t e s t i f i e d ? 

A. Yes, s i r . 

Q. And d i d you hear him comment a b o u t 

p r e s s u r e d r o p i n t h e Wolfcamp? 

A. Yes, s i r . 

Q. And i f I remember, I b e l i e v e he s a i d 

t h a t p r e s s u r e d r o p on o f f s e t t i n g 40 a c r e Wolfcamp -• 

i n t h e n o r t h w e l l Wolfcamp was a b o u t a t h o u s a n d 
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pounds i n s i x months; i s t h a t c o r r e c t ? 

A. I r e c a l l a t h o u s a n d pound p r e s s u r e d r o p 

i n h i s t e s t i m o n y . I f you say i t was s i x months --

Q. L e t ' s assume f o r now i t ' s s i x months. 

A. Yes. 

Q. Would t h a t have any e f f e c t on y o u r 

c a l c u l a t i o n s o f r e s e r v e s f o r H a n l e y ' s p r o p o s e d 

l o c a t i o n ? 

A. A g a i n , i t ' s t h e up s i d e i s so g r e a t on 

t h e K a c h i n a 8 Number 1, you can p u t a q u a r t e r o f a 

m i l l i o n b a r r e l s c o m f o r t a b l y i n t h e o n l y zone t h e y ' v e 

g o t p e r f o r a t e d . I t h i n k t h e r e ' s i n t e r f e r e n c e , o r 

w i l l be i n t e r f e r e n c e , between t h e i r w e l l and t h e 

w e l l i n t h e n o r t h end o f o u r t r a c t s . But t h a t 

i n t e r f e r e n c e i s a two-way s t r e e t . . I t s h o u l d n ' t a l l 

go t o t h e K a c h i n a 8 Number 1. 

Q. W e l l w o u l d n ' t 25 p e r c e n t p r e s s u r e 

d e p l e t i o n w i t h i n s i x months k i n d o f a l a r m you? 

A. Yes, i t w o u l d . 

Q. Now, r e f e r r i n g t o E x h i b i t 6, a g a i n , you 

draw t h e s e pods, and you have one r a t h e r l a r g e one 

i n t h e s o u t h c o v e r i n g p a r t s o f S e c t i o n s 17 and 16, 

18? 

A. Yes, s i r . 

Q. C o u l d n ' t -- l o o k i n g a t S e c t i o n 18, 
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i s n ' t i t p o s s i b l e , i f y o u ' r e c o r r e c t on t h e s e pods, 

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

S e c t i o n 18 and t h e one i n t h e n o r t h w e s t and 

n o r t h e a s t o f t h e o f S e c t i o n 18 w o u l d f o r m a s e p a r a t e 

pod f r o m t h o s e t o t h e e a s t ? 

A. Yes, s i r , I t h i n k i t ' s p o s s i b l e t h a t i t 

c o u l d . There's n o t enough c o n t r o l t o c l o s e o f f t h e 

c i r c l e s . 

Q. And by t h e same t o k e n , t h e o t h e r f o u r 

w e l l s , t h e two i n t h e e a s t h a l f — e a s t h a l f o f 

S e c t i o n 18, and t h e two w e l l s i n t h e n o r t h w e s t 

q u a r t e r o f S e c t i o n 17 c o u l d f o r m a s e p a r a t e p o r o s i t y 

pod? 

A. Two w e l l s i n t h e n o r t h w e s t -- I d o n ' t 

t h i n k so. You have a p r o d u c t i o n l i m i t a t i o n on t h e 

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

i n S e c t i o n 17 on t h e s o u t h end o f 17, t o be i n t h e 

same pod. 

Q. Okay. W e l l l e t ' s t a k e t h a t t h e n . A l l 

t h e w e l l s i n t h e s o u t h end o f S e c t i o n 17 c o u l d be on 

one pod. And t h e n you j u s t a d m i t t e d t h a t o v e r t o 

t h e west those: two w e l l s on S e c t i o n 18 c o u l d be i n 

pods. I f t h a t was t h e case t h o s e pods w o u l d be 

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

w o u l d n ' t t h e y ? 
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A. Are you t a l k i n g a b o u t t h e i r shape? 

Q. Yes, t h e i r shape. K i n d o f an o v a l 

shape, o r w i t h t h e — 

A. I ag r e e w i t h t h e o v a l shape. I d o n ' t 

a g r e e w i t h t h e n o r t h e a s t s o u t h w e s t a x i s . 

Q. No, why n o t ? 

A. You have y o u r d a t a p o i n t s on t h e west 

h a l f o f 17 and t h e e a s t h a l f o f 18; t h a t p r e c l u d e s 

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

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

Q. W e l l , you do have a p o r o s i t y pod o v e r i n 

S e c t i o n 16 t h a t ' s o r i e n t e d i n a n o r t h - s o u t h 

d i r e c t i o n o r a f t e r t h a t f a s h i o n , i s n ' t i t ? 

A. A g a i n , we had t o honor t h o s e p o i n t s --

t h a t 100 b a r r e l p o i n t up i n -- o r I have h o n o r e d 

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

16. T h a t s t r e t c h e s t h a t pod. I f you e l i m i n a t e 

t h a t , t h a t pod i t s e l f s q u i s h e s more i n t o a c i r c u l a r . 

Q. But i t ' s p o s s i b l e , f o r i n s t a n c e , you 

know, i n t h e a r e a o f t h e K a c h i n a 8 Number 1 w e l l , 

t h a t pod c o u l d be o r i e n t e d e i t h e r n o r t h - s o u t h o r 

n o r t h e a s t - s o u t hwest ? 

A. I t ' s p o s s i b l e , a l t h o u g h even i f you 

o r i e n t i t t h a t way, i f y o u ' l l l o o k a t t h e w e l l i n 

t h e s o u t h w e s t c o r n e r o f S e c t i o n 16, W e l l Number 2 N, 
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I b e l i e v e i t i s , i t ' s F e d e r a l 16 Number 2 N. I t has 

a 75 p e r c e n t w a t e r c u t . That w e l l come i n e v e r y b i t 

as good as Number 1 J up i n t h e b u l l s e y e o f t h e pods 

p r o d u c e d f o r seven months and the; w a t e r h i t and 

p r o d u c t i o n d r o p p e d o f f t o near z e r o . 

Q. Which one i s h i g h e r s t r u c t u r e , r e a l l y ? 

A. I t r e a l l y shows t h e Number 2 t o be 

h i g h e r on t h e base o f t h e Wolfcamp s t r u c t u r e , 

r e a l l y . 

Q. The one t h a t has t h e 75 p e r c e n t w a t e r 

c u t i s h i g h e r s t r u c t u r a l l y t h a n t h e one t h a t has a 

50 p e r c e n t w a t e r c u t ; i s t h a t has y o u ' r e s a y i n g ? 

A. Yes, s i r . But I m i g h t add t o i t , t h e y 

a r e i n d i f f e r e n t zones. The one t h a t has t h e dashed 

50 p e r c e n t , a g a i n , t h a t ' s a c c o r d i n g t o gas 

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

coming up s u s p i c i o u s l y a t t h e same t i m e t h a t W e l l 

Number 2's w a t e r c u t came up. But w e l l number two 

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

But g o i n g back t o my o r i g i n a l p o i n t , W e l l 

Number 1 J i s i n what w o u l d be t h e b a s a l c a r b o n a t e 

zone. W e l l Number 2 i s i n has w o u l d be t h e m i d d l e 

c a r b o n a t e zone t o us. 

Q. New i n y o u r e s t i m a t i o n w h i c h w e l l , 

l o o k i n g a t S e c t i o n 8 -- w h i c h o f t h e s e w e l l s i s 
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g o i n g t o d r a i n , t h e n o r t h -- o r I s h o u l d say t h e 

n o r t h h a l f o f t h e n o r t h w e s t q u a r t e r ? 

A. Which w e l l s w o u l d b e t t e r d r a i n ? 

MR. KELLAHIN: You're t a l k i n q between 

Santa Fe's p r o p o s e d w e l l and H a n l e y ' s p r o p o s e d 

w e l l ? 

Q. W e l l , I'm s a y i n q w h i c h o f t h e s e w e l l s ? 

Look a t them. Say, t a k e t h e K a c h i n a 8 Number 1. 

There's a w e l l t h a t w i l l -- s t i l l t o be c o m p l e t e d i n 

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

be H a n l e y ' s w e l l , a s suming H a n l e y ' s w e l l g e t s i t s 

l o c a t i o n . 

A. So w h i c h o f t h o s e t h r e e w o u l d b e t t e r 

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

w o u l d depend on w h i c h l o c a t i o n w o u l d have a p o r o s i t y 

zone c o n n e c t i n g i n t o t h e s o u t h h a l f o f t h a t 

p r o r a t i o n u n i t . And I w o u l d assume t h a t t o be any 

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

l o c a t i o n . 

Q. So i t c o u l d be H a n l e y ' s l o c a t i o n ? 

A. More l i k e l y H a n l e y ' s l o c a t i o n . 

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

t h e s o u t h w e s t , c o u l d n ' t i t ? 

A. Less l i k e l y , i t ' s f u r t h e r away. 

Q. But t h a t w e l l i n t h e n o r t h e a s t o f t h e 
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s o u t h w e s t d o e s n ' t have a 4 0 - a c r e o f f s e t , does i t ? 

A. No, s i r , i t d o e s n ' t s t i l l . 

Q. Mr. Huck, how d i d you a r r i v e a t u l t i m a t e 

r e c o v e r y f o r t h e 8 Number 1 w e l l ? 

A. A g a i n , i t was i t s p o t e n t i a l f o r t h e 

h i g h e s t o i l r a t e o f any w e l l i n t h e f i e l d and i t s 

f l o w i n p r e s s u r e was h i g h e r t h a n any w e l l i n t h e 

f i e l d , so we gave i t an EUR h i g h e s t o f any o f t h e 

w e l l s i n t h e f i e l d . 

Q. And f o r t h a t you used t h o s e d e c l i n i n g 

c u r v e s -- I f o r g e t t h e e x h i b i t number? 

A. No, t h e r e ' s no c u r v e s , j u s t p o t e n t i a l 

some 60 days ago. I t ' s s t i l l p r o d u c i n g t o my 

knowledge a t t o p l e v e l . 

Q. Now, y o u r b a s i s f o r t h e r e c o v e r y o f t h e 

o t h e r w e l l s you have on t h i s E x h i b i t 6, t h a t i s 

based on d e c l i n i n g c u r v e a n a l y s i s ; i s n ' t i t ? 

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

Q. And t h e s e w e l l s , say, l o o k i n g a t 

S e c t i o n 17 t h a t ' s based on 8 0 - a c r e s p a c i n g , i s n ' t 

i t ? 

A. The ones t h a t a r e c u r r e n t l y d r i l l e d y e s , 

s i r . E x c e p t f o r t h e 5E, t h a t ' s o f f s e t 40 a c r e s t o 

t h e w e s t . 

Q. T h a t ' s t h e o n l y one t h a t i s o f f s e t by a 
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4 0 - a c r e w e l l ; i s i t n o t ? 

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

Q. One f i n a l q u e s t i o n , Mr. Huck. Do you 

know i f Santa Fe's a p p l i c a t i o n i s g r a n t e d , w i l l 

H a n l e y j o i n i n t h a t one? 

A. I w o u l d recommend t h a t t h e y n o t . I 

wo u l d recommend t h a t t h e y a p p l y f o r t h e i r own 

l o c a t i o n t o t h e n o r t h . 

MR. BRUCE: Thank you, Mr. Examiner. 

EXAMINER MORROW: You have a n y t h i n g Mr. 

K e l l a h i n ? 

MR. KELLAHIN: No, s i r . 

EXAMINER MORROW: On E x h i b i t 5, 

Mr. Huck, you showed a c u m u l a t i v e and c u r r e n t 

p r e d i c t i o n . I b e l i e v e you s a i d t h r o u g h September, 

o r t h e c u r r e n t one as o f d u r i n g t h e month o f 

September. 

THE WITNESS: September 1990. 

EXAMINER MORROW: That was what t h e y 

p r o d u c e d , a v e r a g e d i n September. On E x h i b i t 7, 

t e l l me a g a i n why t h e p a y o u t was d i f f e r e n t f o r t h e 

two c a s e s . 

THE WITNESS: The l o w e r i n d i c a t i o n o r 

t h e 130 b a r r e l case a t t h e Santa Fe l o c a t i o n , i t 

r e q u i r e s r o u g h l y --
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EXAMINER MORROW: The p a y o u t t i m e i s 

what I'm g e t t i n g a t , t h e f o u r months and e i g h t 

months. 

THE WITNESS: The d e c l i n i n g c u r v e t o 

match t h o s e r e s e r v e s w o u l d s t a r t a t a l e s s e r r a t e , 

i t w o u l d t a k e t h a t w e l l e i g h t months t o p r o d u c e t h a t 

85,000 b a r r e l s o f o i l . 

EXAMINER MORROW: So you d o n ' t t h i n k i t 

w o u l d p r o d u c e a t t o p a l l o w a b l e ? 

THE WITNESS: No, s i r , I d o n ' t . 

EXAMINER MORROW: Okay. What i s t o p 

a l l o w a b l e ? 

THE WITNESS: Top a l l o w a b l e i s 445 

b a r r e l s a day f o r an 8 0 - a c r e w e l l . 

EXAMINER MORROW: And you recommended 

150 p e r c e n t r i s k p e n a l t y f o r a Ha n l e y w e l l . What 

w o u l d you recommend f o r t h e Santa Fe w e l l , you s a i d 

h i g h e r ? 

THE WITNESS: I t ' s a h i g h e r r i s k w e l l . 

I assume t h a t a h i g h e r r i s k w o u l d a p p l y . They've 

been q u o t i n g 200 p e r c e n t . 

EXAMINER MORROW: L e t ' s see on 

E x h i b i t 6, a g a i n , t h a t e v e r y b o d y t a l k s a b o u t i n 

S e c t i o n 8, t h e two w e l l s w i t h a Santa Fe K a c h i n a 8 

Number 1 has a 250 b e s i d e i t . 
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THE WITNESS: Yes, s i r . 

EXAMINER MORROW: And t h e w e l l down i n 

t h e s o u t h w e s t o f t h e s o u t h e a s t heis a 257 b e s i d e i t . 

THE WITNESS: Yes, s i r . 

EXAMINER MORROW: D i d you have any 

c o n t r o l p o i n t s between t h o s e two --

THE WITNESS: No, s i r . 

EXAMINER MORROW: -- w e l l s ? 

THE WITNESS: There a r e none. 

EXAMINER MORROW: Do you t h i n k t h e r e ' s 

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

-- s e c o n d a r y o r t e r t i a r y a f t e r p r i m a r y i s 

r e c o v e r e d ? 

THE WITNESS: I t h i n k we -- I t h i n k you 

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

t h i n k you'd see w a t e r I p u t i n one w e l l s h o w i n g up 

anywhere e l s e . 

EXAMINER MORROW: You d o n ' t t h i n k i t 

w o u l d be? 

THE WITNESS: I t h i n k i t w o u l d be 

u n s u c c e s s f u l . 

THE EXAMINER: U n s u c c e s s f u l . I f 

Santa Fe d r i l l e d a w e l l , o r i f H a n l e y d r i l l e d a 

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

e s t i m a t e d c o s t ? 
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THE WITNESS: You're t a l k i n g a b o u t f o r 

a l l o c a t i o n ? 

EXAMINER MORROW: B i l l i n g o f p a r t n e r s , 

w o u l d you b i l l i o n t h e p a r t n e r on y o u r e s t i m a t e d AFE 

c o s t s o r a c t u a l AFE c o s t s . 

THE WITNESS: I b e l i e v e i t ' s on t h e 

a c t u a l f i e l d c o s t s as t h e t i c k e t s come i n o f f t h e 

w e l l . I d o n ' t know -- I d o n ' t t h i n k H a n l e y 

p r e b i 1 1 s . 

EXAMINER MORROW: On t h e a l l o c a t i o n o f 

c o s t s , what i s t h e b o t t o m l i n e on t h a t E x h i b i t 17, 

what -- say, i f H a n l e y d i d d r i l l a w e l l and t h e 

c o s t s were a l l o c a t e d , and assume you made a t l e a s t 

t h r e e t y p e s o f w e l l s , what w o u l d you a l l o c a t e t o 

t h e 

THE WITNESS: For a c o m p l e t e -- what 

w o u l d I a l l o c a t e t o t h e Wolfcamp? 

EXAMINER MORROW: Yes, s i r . 

THE WITNESS: As t h i s s t u f f w o rks t h e 

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

t i m e t h e Wolfcamp was c o m p l e t e d . Then a t t h e t i m e 

t h e w e l l was c o m p l e t e d t o t h e Bone S p r i n g , t h e 

a l l o c a t i o n w o u l d be made and t h e Bone S p r i n g owners 

w o u l d r e i m b u r s e --

EXAMINER MORROW: They w i l l r e i m b u r s e ? 

HUNNICUTT REPORTING 
GAIL D. VINSON, CCR 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

1 6 

17 

18 

19 

20 

2 1 

22 

23 

2 4 

25 

294 

THE WITNESS: The Wolfcamp owners based 

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

EXAMINER MORROW: You i n d i c a t e d you had 

recommend t h a t t h e Ha n l e y d r i l l a w e l l i n t h a t n o r t h 

40 a c r e s i f f a c e d w i t h t h e c h o i c e o f j o i n i n g 

Santa Fe o r n o t . Would t h e r u l e s , c u r r e n t r u l e s , 

p e r m i t you t o do t h a t ? 

THE WITNESS: Yes, s i r , t h e y w o u l d . 

EXAMINER MORROW: T h a t ' s a l l I have. 

MR. STOVALL: B e f o r e I s t a r t , I want t o 

f i n d o u t i f Mr. K e l l a h i n has any o t h e r w i t n e s s e s . 

MR. KELLAHIN: Yes, I do. I have one 

l a s t w i t n e s s , Mr. S t o v a l l . 

MR. STOVALL: What a r e h i s a r e a s o f 

e x p e r t i s e and scope o f t e s t i m o n y ? 

MR. KELLAHIN: He i s t h e p r e s i d e n t o f 

Hanley P e t r o l e u m Company. 

MR. STOVALL: He's t h e one I want. 

MR. KELLAHIN: He's a g e o l o g i s t . 

MR. STOVALL: The main man i s h e r e . 

I ' l l w a i t 

e x cused 

EXAMINER MORROW: Mr., Huck, you may be 
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L.D. ROBBINS, 

was c a l l e d as a w i t n e s s and, h a v i n g been p r e v i o u s l y 

s worn, 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. R o b b i n s , f o r t h e r e c o r d w o u l d you 

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

A. My name i s L.D. R o b b i n s , and I am t h e 

p r e s i d e n t o f Ha n l e y P e t r o l e u m . 

Q. Do you h o l d a p r o f e s s i o n a l d e g r e e i n 

e i t h e r p e t r o l e u m g e o l o g y o r e n g i n e e r i n g ? 

A. I have a B a c h e l o r ' s i n p e t r o l e u m 

g e o l o g y , and a M a s t e r ' s f r o m T u l s a U n i v e r s i t y . 

Q. I n has y e a r s d i d you o b t a i n each o f 

t h o s e d e g r e e s ? 

A. 1955 and 1967. 

Q. Have you t e s t i f i e d b e f o r e t h e O i l 

C o n s e r v a t i o n D i v i s i o n o f New Mexico on p r i o r 

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

Han l e y P e t r o l e u m , I n c . , o r i n y o u r c a p a c i t y as a 

p e t r o l e u m g e o l o g i s t ? 

A. Yes, s i r . 

Q. Have t h e employees o f y o u r company t h a t 

have t e s t i f i e d p r e v i o u s l y i n t h i s case been under 

y o u r c o n t r o l and management w i t h r e g a r d s t o t h e i r 
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a n a l y s i s o f t h e d a t a a v a i l a b l e t o y o u r company and 

a v a i l a b l e t o you? 

A. Yes, t h e y have. 

Q. Based upon y o u r own p r o f e s s i o n a l 

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

as t h e p r e s i d e n t o f Han l e y P e t r o l e u m , I n c . , do you 

have c e r t a i n c o n c l u s i o n s and reco m m e n d a t i o n s t o t h e 

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

A. Yes, I do. 

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

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

EXAMINER MORROW: Mr. Robbins was t h a t 

'57 o r '67 ? 

THE WITNESS: '67. 

EXAMINER MORROW: You c e r t a i n l y 

q u a l i f y . And w e ' l l a c c e p t h i s q u a l i f i c a t i o n s . 

Q. Mr. R o b b i n s , e a r l i e r t h i s m o r n i n g 

Mr. Murphy t e s t i f i e d t h a t he had an o r a l 

c o n v e r s a t i o n w i t h someone a t Han l e y P e t r o l e u m — I 

t h i n k i n t h e s p r i n g o f 1990, i n w h i c h he f i r s t asked 

y o u r company t o c o n t r i b u t e i n some f a s h i o n , 

p a r t i c i p a t i o n o f y o u r 4 0 - a c r e t r a c t w i t h t h e w e l l 

t h a t has a c t u a l l y been d r i l l e d . I t ' s t h e K a c h i n a 8 

Number 1 w e l l ? 

A. ( W i t n e s s n o d s ) . 
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Q. D i d he have c o n t a c t w i t h y o u , s i r ? 

A. No, s i r . 

Q. To t h e b e s t o f y o u r k n o w l e d g e , d i d he 

have c o n t a c t w i t h any o f y o u r employees o r 

p e r s o n n e l ? 

A. Not t o my know l e d g e . And a l o n g t h o s e 

l i n e s we have a b o u t 28 employees, and a l l b u t a b o u t 

7 o f t h e s e a r e i n t h e f i e l d pumping w e l l s and d o i n g 

work l i k e t h a t . So w i t h i n o u r o f f i c e , t h o s e t h a t 

a r e t h e r e , f o u r a r e a c c o u n t a n t s . And so t h e r e s t o f 

t h e g r o u p a r e j u s t r i g h t n e x t d o o r t o each o t h e r . 

A l o n g t h o s e l i n e s , you know, we were t o l d 

t h i s m o r n i n g t h a t H a n l e y P e t r o l e u m had been s i t t i n g 

on t h e i r l e a s e f o r e v e r and t h a t t h i s was Santa Fe's 

p r o s p e c t . J u s t t o s e t t h e r e c o r d s t r a i g h t , we 

b o u g h t o u r l e a s e i n 1986 a t a c o m p e t i t i v e f e d e r a l 

s a l e , a 4 0 - a c r e l e a s e . The a d j o i n i n g a c r e a g e owned 

by t h e f e d e r a l g overnment was u n l e a s e d . 

Q. There i s a d j o i n i n g a c r e a g e t h a t l a t e r 

i s i n S e c t i o n 8? 

A. The n o r t h h a l f o f S e c t i o n 8. 

Q. The n o r t h h a l f , okay? 

A. And t h a t a c r e a g e was t h e n p u t up f o r 

s a l e i n 1990, I b e l i e v e , and we were o u t b i d by a 

combine composed o f Santa Fe and Y a t e s . So i t was 
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v e r y p r u d e n t f o r us t o w a i t f o r t h e r e s t o f t h e 

ac r e a g e t o come up where we c o u l d c o m p l e t e t h e 

l e a s e h o l d s on o u r p r o s p e c t s t h a t we had l o n g b e f o r e 

Santa Fe had a l e a s e h o l d i n t h e a r e a . 

Q. B e f o r e t h e f e d e r a l a c r e a g e came 

a v a i l a b l e t o 40 and 80 a c r e s s p a c i n g u n i t s ? 

A. ( W i t n e s s n o d s ) . 

Q. What t h e n happened? 

A. W e l l , t h e n e x t t h i n g t h a t happened was 

t h a t we had -- Santa Fe had g o t t h a t a c r e a g e and we 

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

w e l l , t h e y w o u l d s u r e l y c o n t a c t us. U s u a l l y when 

y o u ' r e d r i l l i n g a w e l l n e x t t o an o f f s e t o p e r a t o r , 

y o u ' l l c o n t a c t them f o r s u p p o r t . 

I went t o a l l my employees a b o u t a n y t h i n g 

coming f r o m Santa Fe a s k i n g us t h a t t h e y w o u l d j o i n 

o r s u p p o r t o ur w e l l and t h e y s a i d , no, nobody c a l l e d 

anybody. We p o l l e d e v e r y o n e t h a t worked t h e r e i n 

t h e o f f i c e . We n e v e r r e c e i v e d a n y t h i n g i n w r i t i n g , 

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

s u p p o r t , o r j o i n i n t h e w e l l . 

So we were s t i l l s i t t i n g t h e r e where we 

t h o u g h t t h e i r w e l l was a l o c a t i o n , and t h e n e x t 

t h i n g , we s t a r t g e t t i n g t h i n g s i n t h e m a i l , 

r e g i s t e r e d m a i l , c e r t i f i e d , r e t u r n r e c e i p t , you w i l l 
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do t h i s i n 10 day s , and a l l t h i s s t u f f . 

And, you know, i f you've been down t h e s e 

r o a d s b e f o r e , you say, what's g o i n g on w i t h t h i s 

w e l l up t h e r e . And t h e n when t h e t h i n g s t a r t e d t o 

u n r a v e l and we f i n a l l y g o t t h e d a t a smoked o u t , we 

saw t h e y had c o m p l e t e d a m a j o r w e l l j u s t 510 f e e t 

f r o m o ur l e a s e h o l d . 

Q. As a p e t r o l e u m g e o l o g i s t have you been 

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

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

l o c a t i o n between t h e Hanley a c r e a g e and t h e Santa Fe 

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

A. Yes, s i r , I have. I m i g h t add t o t h a t 

s t a r t i n g back i n 1968, o u t i n t h e b a s i n h e r e i n New 

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

t h a t w o u l d s t a r t t o show up where t h e p e o p l e w o u l d 

be d r i l l i n g t o deeper h o r i z o n s and i t was h a r d t o 

e x p l a i n what k i n d o f r o c k i t was. 

And, anyway, i t d e v e l o p e d and l a t e r when 

I was w i t h M a r a t h o n Dr. John Larms, L l o y d P r a y , and 

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

Wolfcamp and i n t h e Bone Springs., And t h e i r 

a n a l y s i s based on c o r e s and o u t c r o p s t u d i e s and 

o t h e r t h i n g s , were t h a t t h e s e d e p o s i t s were, i n d e e d , 

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

were t o t h e n o r t h and t r e n d e d g e n e r a l l y f r o m t h e 

west t o w a r d s t h e e a s t . 

And t h i s goes c l e a r up t h r o u g h Abo. And 

because o f t h e n a t u r e o f t h e d e p o s i t s b e i n g d e n s i t y 

f l o w s and t h i s r u b b l e comes r o l l i n g down, f o r 

w h a t e v e r r e a s o n , t h e y t e n d t o t a k e t h e p a t h o f l e a s t 

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

Q. P r i o r t o t o d a y , had you had an 

o p p o r t u n i t y t o a c t u a l l y see t h e Santa Fe g e o l o g i c 

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

A. No, s i r . E x c e p t I m i g h t add f r o m one 

p r e v i o u s h e a r i n g t h e y had, on one p a r t i c u l a r 

s o - c a l l e d zone. I m i g h t add, t o o , a b o u t t h e s e 

d e p o s i t s , t h e y ' r e -- you can c o r r e l a t e a d e p o s i t 

l i k e t h e l o w e r Wolfcamp t h a t may be 600 f e e t t h i c k 

and i t may be a m i l e o r so, o r two m i l e s w i d e , and 

i t may be some m i l e s l o n g . 

But when you g e t w i t h i n t h i s , a l l o f t h i s 

r u b b l e and s t u f f , and you l o o k a t a w e l l , t h a t ' s a 

p e n e t r a t i o n o f t h e whole t h i n g , and you g e t a n o t h e r 

l o c a t i o n f r o m i t , o r maybe two l o c a t i o n s . You may 

sometimes be a b l e t o t r a c e a b l o c k o r a p i l e o f 

b l o c k s o r s o m e t h i n g . 

But when g e t much beyond t h i s , and you 
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s t a r t c o r r e l a t i n g i t , t h e n y o u ' r e f o o l i n g y o u r s e l f , 

because i t i s n o t c o n t i n u o u s . And so when you l a y e r 

cake s o m e t h i n g t h a t i s n ' t l a y e r c ake, y o u ' r e j u s t 

m a n u f a c t u r i n g a map t h a t w i l l show, you know, t h i c k s 

where maybe 11 o u t o f 15 o r 20 w e l l s , o r w h a t e v e r i t 

i s , a r e d r y h o l e s . 

Q. You're t h e man t h a t w r i t e s t h e check. 

You're t h e guy t h a t ' s g o i n g t o d e c i d e f o r y o u r 

company where y o u ' r e g o i n g t o spend y o u r d o l l a r s ? 

A. When you l o o k a t Mr. B r a c k e n ' s g e o l o g i c 

i n t e r p r e t a t i o n and you have t h a t t o c o n t r a s t a g a i n s t 

Mr. Thoma's g e o l o g i c i n t e r p r e t a t i o n , you have two 

g e o l o g i s t s and you must make t h e b u s i n e s s j u d g m e n t s 

a b o u t w h i c h t o b e l i e v e and where t o p u t y o u r money, 

what a r e you g o i n g t o do? 

A. W e l l , I p r e f e r t h e n o r t h w e s t n o r t h w e s t 

o f S e c t i o n 8 because t h i s l o c a t i o n w i l l r e c o v e r t h e 

most o i l . I t w i l l r e c o v e r t h e most o i l i n t h e 

Queen. I t w i l l r e c o v e r t h e most o i l i n t h e Bone 

S p r i n g s . I t w i l l r e c o v e r t h e most o i l i n t h e 

Wolfcamp. 

I t h i n k Mr. Huck's a n a l y s i s o f c o n t o u r i n g 

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

t h e v a r i o u s zones i n t h i s i n t e r v a l o f l o w e r Wolfcamp 

shows t h a t t h e h i g h p r o d u c t i v e a r e a s a r e what we 
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f o n d l y r e f e r t o as sweet s p o t s , a r e i s o l a t e d , and 

y o u r b e s t chance o f r e c o v e r i n g t h e most o i l i s i n 

t h e c l o s e s t p r o x i m i t y you can g e t t o t h a t . And i t ' s 

a l s o r e f e r r e d t o as c l o s e o l o g y . 

Q. Mr. Thoma has g o t an a n a l y s i s t h a t pods 

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

n o r t h w e s t o f 8 t o what Mr. B r a c k e n has. Now, how 

a r e you g o i n g t o r e s o l v e t h a t ? 

A. There a g a i n , when you c o n t o u r a l l o f t h e 

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

i n a n o r t h - s o u t h d i r e c t i o n , more o r l e s s p a r a l l e l t o 

what t h e s t r u c t u r a l s t r i k e was a t t h a t t i m e . T h i s 

was k e e p i n g i t s o r i e n t a t i o n because t h i s was t h e 

d e p o s i t i o n a l p o s i t i o n o f i t . When you g e t up i n t h e 

s t r u c t u r e , t h e r e ' s a t e r t i a r y t i l t i n v o l v e d and you 

c u t a window i n a map, i t may l o o k l i k e i t has a 

l i t t l e skew. 

N o n e t h e l e s s , t h i s i s t h e way we e x p e c t 

t h e most r o c k , and t h e r e f o r e t h e most p o t e n t i a l and 

t h e most zones t o be. 

Q. Mr. Thoma d i s m i s s e s t h e i m p o r t a n c e o f 

w a t e r i n t h e Wolfcamp f o r m a t i o n as a q u e s t i o n f o r 

p e o p l e i n y o u r p o s i t i o n i n t e r m s o f d e c i d i n g w e l l 

l o c a t i o n s . 

A. W e l l , i t i s a s t o n i s h i n g t e s t i m o n y when 
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you see Mr. Huck's e x h i b i t s and her e a r e , l i k e where 

t h e r e ' s some p r o d u c t i v e h i s t o r y on t h e w e l l s down 

t h e r e , 18 and 17 — w e l l s m a k i n g 85 p e r c e n t w a t e r , 

85 p e r c e n t w a t e r , 85 p e r c e n t w a t e r , t o say t h a t 

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

Q. When you t a k e w a t e r i n t o c o n s i d e r a t i o n , 

where t h e n w o u l d you p l a c e t h i s w e l l i n t h i s s p a c i n g 

u n i t ? 

A. I w o u l d g e t as h i g h as I c o u l d . Now I'm 

n o t any r e s e r v o i r e n g i n e e r , b u t b e l i e v e me, I 

u n d e r s t a n d o i l and w a t e r and s t r u c t u r e . 

Q. I n t h e absence o f a w e l l i n t h e 

n o r t h w e s t o f t h e n o r t h w e s t o f 8, what i s y o u r 

assessment a b o u t y o u r a b i l i t i e s t o p r o t e c t y o u r 

p r o t e c t i v e r i g h t s f r o m c o m p e t i t i o n by t h e Santa Fe 

K a c h i n a 8 Number 1 w e l l i m m e d i a t e l y t o t h e e a s t o f 

y o u r 4 0 - a c r e t r a c t s ? 

A. W e l l , f i r s t o f f , t h e y ' r e 510 f e e t f r o m 

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

and t h e y ' v e been p r o d u c i n g o i l , f o r w e l l o v e r a 

month. So we're i n j e o p a r d y r i g h t now. And, 

a l s o , o u r r o y a l t y owner, t h e f e d e r a l g o v e r n m e n t , 

where t h e y have a q u a r t e r r o y a l t y u nder us a t t h e s e 

r a t e s and an e i g h t h f o r t h e o f f s e t t i n g a c r e a g e . So 

we're c o n c e r n e d a b o u t r o y a l t y . 
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Q. What i s y o u r r e c o m m e n d a t i o n t o t h e 

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

a p p l i e d i n t h i s p o o l i n g case? 

A. W e l l , Santa Fe i s p r o p o s i n g , I b e l i e v e , 

a 200 p e r c e n t p e n a l t y , w h i c h I t h i n k i s t h e maximum, 

above r e c o v e r y o f t h e c o s t s on t h e i r p r o p o s e d 

l o c a t i o n f o r t h e 8-2. We f e e l o u r s has 

s u b s t a n t i a l l y l e s s r i s k , so we're; w i l l i n g t o c u t 

t h i s t o 150 p e r c e n t . 

Q. And y o u r assessment, Mr. R o b b i n s , i s 

Han l e y P e t r o l e u m , I n c . , r e a d y , w i l l i n g and a b l e t o 

a c t as an o p e r a t o r ? Can you do so i n a p r u d e n t and 

e f f e c t i v e manner i f t h e D i v i s i o n a l l o w s you t h e 

o p p o r t u n i t y t o be t h e o p e r a t o r ? 

A. Yes, s i r . We w i l l . We've been i n t h e 

b u s i n e s s a l o n g t i m e . We o p e r a t e o v e r 340 w e l l s i n 

t h e Permian B a s i n and have i n t e r e s t s i n hundreds o f 

o t h e r s . And Mr. Huck summarized what o i l we 

p r o d u c e d l a s t y e a r . And I know we're a 

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

an e f f i c i e n t j o b and t h a t we can do i t c h e a p e r . 

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

e x a m i n a t i o n o f Mr. R o b b i n s . 
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EXAMINATION 

BY MR. CARR: 

Q. Mr. R o b b i n s , i f I u n d e r s t o o d y o u r 

t e s t i m o n y , you o b t a i n e d t h e p r o p e r t y i n 1987? 

A. '86, I b e l i e v e , i s r i g h t . I s n ' t t h a t 

c o r r e c t , Mr. Rogers? 

MR. ROGERS: We a c q u i r e d i t i n a s a l e i n 

t h e f a l l o f '86, t h e l e a s e was e f f e c t i v e J a n u a r y 1. 

MR. STOVALL: We have a sworn w i t n e s s 

who's t r y i n q t o say s o m e t h i n g . I'm g o i n g t o ask t h e 

Examiner t o s t r i k e t h a t . 

A. '86 a p p r o x i m a t e l y , sometime ago. 

Q. You've been h o l d i n g t h e p r o p e r t y s i n c e 

t h a t t i m e . Why d i d you d e c i d e t o go f o r w a r d w i t h 

t h e p o o l i n g case now? 

A. Our l e a s e has been i n e f f e c t s i n c e t h a t 

t i m e . I t was a 10-year l e a s e . 

Q. And why now d i d you go f o r w a r d w i t h t h e 

p o o l i n g ? Was i t t h e d r i l l i n g o f an o f f s e t t i n g 

w e l l ? 

A. Yes. 

Q. And when you d e c i d e d t o go f o r w a r d w i t h 

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

a b o u t p u t t i n g t o g e t h e r a t r a c t f o r t h e -- f o r t h e 

d r i l l i n g o f t h i s w e l l ? 
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A. We have no o t h e r i n t e r e s t owners i n our 

40 a c r e s . We own i t 100 p e r c e n t . 

Q. D i d you c o n s i d e r p u t t : i n g t o g e t h e r an 

8 0 - a c r e t r a c t f o r m o f a w e l l ? 

A. We have p r o p o s e d t o f o r c e p o o l t h e west 

h a l f o f t h e n o r t h w e s t q u a r t e r i n t o an 80 a c r e 

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

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

Q. W i t h t h i s p r o p o s a l , d i d you ask Santa Fe 

t o j o i n w i t h you i n t h a t e f f o r t ? 

A. Yes, I t h i n k we d i d ask them. 

Q. D i d you ev e r c o n t a c t s Yates and ask them 

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

A. No, we've n e v e r c o n t a c t e d Y a t e s . We 

u n d e r s t o o d t h e y were n o t t h e o p e r a t o r . 

Q. And you knew — 

A. We d i d c o n t a c t Yates t h o u g h , p a r d o n me, 

t o s u p p o r t us as o p e r a t o r o f a w e l l . And we were 

i n f o r m e d t h e y w o u l d s u p p o r t us as o p e r a t o r s o f a 

w e l l . They l a t e r r e v e r s e d t h e i r p o s i t i o n t h a t t h e y 

w o u l d s u p p o r t us as o p e r a t o r s o f t h e w e l l . 

Q. You d i d know t h e y had an i n t e r e s t i n t h e 

t r a c t t h a t was g o i n g t o be p o o l e d ? 

A. Yes, t h e y have a -- i t i s our 

u n d e r s t a n d i n g i n t h e Santa Fe l e a s e t h e y own 
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25 p e r c e n t , t h e y own 50 p e r c e n t . 

Q. D i d you e v e r ask them t o j o i n and pay 

t h e i r s h a r e i n t h e w e l l ? 

A. We were a s k i n g Yates t o do t h a t t h r o u g h 

o u r p o o l i n g . 

Q. D i d you e v e r ask them f o r f a r m o u t o r any 

o t h e r way v o l u n t a r i l y j o i n ? 

A. No, we have n o t asked Yates o r Santa Fe 

o f a f a r m o u t o f i n t e r e s t . We f i g u r e d , you know, 

w i t h t h e t y p e o f w e l l t h a t t h e y had, t h a t w o u l d be a 

waste o f o u r t i m e . 

Q. D i d you see t h e answer t h a t was f i l e d i n 

t h i s case? 

MR. KELLAHIN: I n w h i c h case Mr. C a r r ? 

MR. CARR: I'm s o r r y , t h e p o o l i n g case 

f o r Hanley? 

A. H a n l e y ' s a p p l i c a t i o n o r Santa Fe's? 

Q. H a n l e y ' s . 

MR. KELLAHIN: L e t me f i n d a copy i n 

h e r e . J u s t a second. 

I'm s o r r y f o r t h e i n t e r r u p t i o n . 

Q. Now my q u e s t i o n was, s i r , have you seen 

t h e answer f i l e d i n t h i s case by Ha n l e y P e t r o l e u m , 

I n c . ? 

A. I have. I t h i n k I have g e n e r a l 
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knowledge o f i t . I d i d n o t w r i t e i t and I d i d n o t 

p r e p a r e i t . 

Q. L e t me j u s t — 

MR. CARR: Tom, i f you want t o l o o k a t 

t h i s , t h a t ' s t h e t r a n s m i t t a l l e t t e r and t h e 

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

EXAMINER MORROW: What i s t h a t , 

Mr. C a r r ? 

MR. CARR: That i s a copy. 

MR. STOVALL: We have i t i n t h e f i l e , 

t o o . 

MR. CARR: T h a t ' s a copy o f a p p l i c a t i o n 

t h a t was f i l e d by Ha n l e y . 

MR. STOVALL: I ' l l f i n d i t f o r y o u . 

MR. CARR: May I show t h a t t o t h e 

w i t n e s s ? 

EXAMINER MORROW: Why d o n ' t you h o l d up 

j u s t a m i n u t e , u n t i l we f i n d i t . We d o n ' t have i t . 

MR. STOVALL: Here's a copy. 

EXAMINER MORROW: C o n t i n u e . 

Q. (By Mr. C a r r ) I ' d l i k e t o show you what 

we u n d e r s t a n d t o be and have r e c e i v e d as t h e 

a p p l i c a t i o n f i l e d i n t h i s case on b e h a l f o f Ha n l e y . 

Would you l o o k a t t h a t f o r a m i n u t e , p l e a s e , s i r ? 

A. I j u s t g o t t h r o u g h r e a d i n g i t . 
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Q. I ' d l i k e t o d i r e c t y o u r a t t e n t i o n t o 

P a r a g r a p h 4 on Page 2 where i t s t a t e s t h a t H a n l e y 

has s o u g h t v o l u n t a r y agreement f r o m t h e i n t e r e s t 

owners i n t h e w e l l and has been u n a b l e t o o b t a i n 

t h e i r v o l u n t a r y a g reement; i s n ' t t h a t c o r r e c t ? 

A. T h a t ' s what t h i s s a y s . 

Q. And t h e n i f you go t o t h e back o f t h a t 

on t h e v e r y l a s t page, f i n d t h e s i g n a t u r e pages, i s 

an E x h i b i t A t h a t shows Harvey Yates i s one o f t h e 

i n t e r e s t owners t h a t needs t o be p o o l e d ? 

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

Q. And I u n d e r s t a n d y o u r t e s t i m o n y t o be 

t h a t you d i d n ' t ask Yates t o v o l u n t a r i l y --

A. I t h i n k we s e n t Yates an AFE, a copy o f 

our AFE. 

Q. Do you know when t h a t m i g h t have been 

s e n t ? 

A. L e t me see. I t h i n k I have i t r i g h t 

h e r e . J a n u a r y 7. 

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

t h e O i l C o n s e r v a t i o n f i v e days b e f o r e , i s n ' t t h a t 

t r u e ? 

A. T h a t ' s what t h e d a t e s show. 

Q. And t h i s m o r n i n g Mr. K e l l a h i n asked 

Mr. Murphy i f he d i d n ' t t h i n k i t was s t r a n g e t o 
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commence p o o l i n g b e f o r e he --

MR. KELLAHIN: I'm g o i n g t o o b j e c t . I 

t h i n k Mr. Robbins i s n o t t h e r i g h t w i t n e s s . I'm t h e 

w i t n e s s Mr. C a r r wants t o a d d r e s s . I d i d t h e 

a p p l i c a t i o n on b e h a l f o f my c l i e n t and I ' l l be happy 

t o t e s t i f y i f he l i k e s . 

MR. CARR: I'm a s k i n g q u e s t i o n s o f 

Mr. R o b b i n s , and t h a t ' s an a p p r o p r i a t e q u e s t i o n . 

MR. KELLAHIN: I f he knows t h e answer, 

he can r e s p o n d . 

MR. CARR: D i d you --

A. L e t ' s back up now and b e g i n a t t h e 

b e g i n n i n g . 

Q. I'm a s k i n g --

A. I f you b e g i n a t t h e b e g i n n i n g , a l l o f 

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

t i g h t , and no p o t e n t i a l on i t f o r 60 days , and 

f o r c e d p o o l i n g s t a r t e d w i t h Santa Fe, who i s Harvey 

Y a t e s ' p a r t n e r . 

Q. D i d you hear t h e q u e s t i o n I was a s k i n g 

Mr. Murphy t h i s m o r n i n g ? 

A. Yes. 

Q. My q u e s t i o n i s , why d i d you f i l e a 

p o o l i n g answer b e f o r e you had a t t e m p t e d t o n e g o t i a t e 

w i t h Heyco? 
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A. Because Heyco was Santa Fe's p a r t n e r . 

Q. But you h a v e n ' t n e g o t i a t e d d i r e c t l y w i t h 

Heyco ? 

A. No. 

MR. CARR: Okay. May i t p l e a s e --

A. And Heyco was n o t t h e o p e r a t o r was t h e 

r e a s o n . I t was n o t h i n g t o do w i t h Heyco, p e r se. 

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

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

EXAMINER MORROW: Mr. Bruce? 

EXAMINATION 

BY MR. BRUCE: 

Q. Mr. R o b b i n s , I b e l i e v e you answered t h a t 

H a n l e y has had t h e i r l e a s e f o r a b o u t f o u r y e a r s o r 

so -- owned t h i s l e a s e , t h e n o r t h w e s t n o r t h w e s t o f 

S e c t i o n 8? 

A. Yes, s o m e t h i n g o v e r f o u r y e a r s . 

Q. And how l o n g have you been aware t h a t 

t h e r e was a good Bone S p r i n g s p o t e n t i a l o r good 

Wolfcamp p o t e n t i a l i n t h e n o r t h w e s t q u a r t e r ? 

A. Our s t u d y i n t h e a r e a began, oh, 

somewhere i n '83 o r i n when we s t a r t e d p u t t i n g more 

o f t h e emphasis on t h i s p a r t i c u l a r t r e n d i n New 

Me x i c o . And so we had been s t u d y i n g t h e a r e a f o r a 

l o n g t i m e and p r e p a r i n g maps, and a n a l y z i n g d a t a and 
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t r y i n g t o g e t a l e a s e h o l d . We were s u c c e s s f u l i n 

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

We m e n t i o n e d a c o u p l e t h a t we j u s t 

f i n i s h e d d e v e l o p i n g , and t h i s was a t r a c t , and t h i s 

was one o f our p r o s p e c t s we d e v e l o p e d h e r e . 

Q. You b o u g h t t h e l e a s e because you t h o u g h t 

i t was a good area? 

A. W e l l , as I r e c a l l , we p a i d a b o u t , a l m o s t 

$400 an a c r e f o r t h i s a c r e a g e , f o r t h e r o y a l t y on 

i t . W i t h a q u a r t e r r o y a l t y on i t : . 

Q. W e l l , how come sometime sooner t h a n 

t h i s , you d i d n ' t d r i l l a 4 0 - a c r e Bone S p r i n g w e l l o r 

maybe a l s o d r i l l i t down t o t h e Wolfcamp w i t h a 

4 0 - a c r e n o n s t a n d a r d u n i t ? I b e l i e v e Mr. Huck s a i d 

40 a c r e u n i t s w o u l d be p r e f e r a b l e t o Hanley? 

A. I know y o u ' r e n o t an o i l man, o b v i o u s l y . 

You d o n ' t d r i l l a 4 0 - a c r e , 12,000 f o o t w i l d c a t w e l l . 

You t r y t o b u i l d y o u r s e l f a b l o c k where i f y o u ' r e 

l u c k y enough t o f i n d s o m e t h i n g , you d o n ' t have a l l 

y o u r r i s k r i d i n g on one w e l l and y o u ' r e a b l e t o make 

a r e a l economic s u c c e s s , l i k e Santa Fe and Y a t e s , 

when t h e y f o r m e d t h e i r combine on t h e r e s t o f t h e 

ac r e a g e s h e ' s e t s t h e i r s up a b l o c k t o d r i l l t h e i r 

w i l d c a t w e l l . 

Q. And t h e i r t e s t i m o n y was t h e y have 
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i n t e r e s t s , o r Santa Fe any way has i n t e r e s t s , i n 

abo u t 3,000 a c r e s i n t h i s i m m e d i a t e area? 

A. W e l l , I ' l l j u s t have t o r e l y on y o u r 

knowledge f o r t h a t . 

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

EXAMINER MORROW: Mr. R o b b i n s , d i d 

Santa Fe c o n t a c t you c o n c e r n i n g y o u r p a r t i c i p a t i o n 

i n t h e t h e i r K a c h i n a 8 Number 2 p r i o r t o t h e i r 

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

THE WITNESS: I t h i n k we g o t a l e t t e r , 

some days -- I'm j u s t r e l y i n g on my memory h e r e , and 

my landman h a n d l e d a l l t h i s . But my r e c o l l e c t i o n i s 

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

was a s o r t o f a -- you know, r e p l y w i t h i n 10 days t o 

j o i n o r f a r m o u t on a, you know, u n a c c e p t a b l e t y p e o f 

a p r o p o s a l . 

And t h e n s h o r t l y a f t e r t h a t and I t h i n k 

i t was i n a m a t t e r o f days r a t h e r t h a n weeks, t h e y 

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

EXAMINER MORROW: Do you know on t h e i r 

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

f i l e d p r i o r t o y o u r f o r c e d p o o l i n g a p p l i c a t i o n ? 

THE WITNESS: Yes, s i r , i t was, I know 

t h a t . 

EXAMINER MORROW: I t was f i l e d e a r l i e r ? 
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THE WITNESS: Yes. 

EXAMINER MORROW: Bob, do you have any 

q u e s t i o n s ? 

MR. STOVALL: Yes, I do have a few, 

Mr. Examiner. 

EXAMINATION 

BY MR. STOVALL: 

Q. I guess I ' l l back up and do t h i s 

c h r o n o l o g i c a l l y , now. You say Ha n l e y b o u g h t t h e 

l e a s e i n 1986, i s t h a t c o r r e c t , t h e 40 a c r e s ? 

A. I b e l i e v e t h a t ' s c o r r e c t . 

Q. And p e r h a p s i f somebody c o u l d f i n d 

Santa Fe E x h i b i t 2 f o r y o u , we Ccin use t h a t as k i n d 

o f a r e f e r e n c e so t h a t I know w h e t h e r we're t a l k i n g 

on t h e same t h i n g . 

And d i d I hear you say t h e n t h a t t h e 

b a l a n c e o f t h e a c r e a g e i n S e c t i o n 8 was u n l e a s e d a t 

t h e t i m e you p u r c h a s e d i t ? 

A. T h a t ' s my -- y e s , s i r , i t was e i t h e r 

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

became a v a i l a b l e . But i t was n o t -- i t was n o t i n 

t h e l e a s e s a l e when we b o u g h t t h e 40 a c r e s t h a t was 

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

r e c o l l e c t i o n i s t h a t i t was u n l e a s e d . 

Q. Are you f a m i l i a r w i t h t h e BLM n o m i n a t i n g 
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p r o c e s s f o r l e a s e s a t t h a t t i m e ? 

A. For t h e BLM? 

Q. T h i s i s f e d e r a l a c r e a g e ; i s t h a t 

c o r r e c t ? 

A. Yes, s i r . 

Q. Do you know a p r o c e s s t h e y used --

A. Our l e a s e was b o u g h t , as I r e c a l l , on a 

KG S s a l e . 

Q. Which w o u l d -- t h a t was back i n t h e 

t i m e when t h e y s t i l l -- d i d t h e y have t h e 

c o m p e t i t i v e and n o n c o m p e t i t i v e p r o c e s s e s ; i s t h a t 

c o r r e c t ? 

A. T h a t ' s c o r r e c t . And i f I r e c a l l r i g h t , 

we b o u g h t o u r s a t a o r a l s a l e . I may be wrong on 

t h a t , b u t I'm t h i n k i n g i t was an o r a l s a l e . 

Q. Based upon y o u r b e l i e : f , you know, i f i t 

was KGF, i f i t went t o c o m p e t i t i v e s a l e , i t was 

KGF. Would t h a t mean t h a t t h e r e s t o f t h e n o r t h 

h a l f w o u l d a l s o have been KGF? 

A. For some r e a s o n I d o n ' t know t h e d e t a i l s 

on i t , I ' d have t o ask my landman. But when t h i s 

o t h e r p a r t came up, i t was i n a d i f f e r e n t t y p e o f 

s a l e . I t was n o t a KGF s a l e because i t had t h i s 

o n e - e i g h t h r o y a l t y on i t . 

Q. I t came up i n 1990, a p p r o x i m a t e l y ? 
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A. I t h i n k t h a t ' s r i g h t . 

Q. I w i l l s t a t e f o r t h e r e c o r d I am aware 

t h a t t h e BLM changed i t s b i d d i n g p r o c e s s e s between 

1986 and 1990 and t h e n e l i m i n a t e d . 

A. Yes, and I was di s m a y e d when I f o u n d o u t 

t h i s o t h e r had a e i g h t h r o y a l t y and o u r 40 had a 

s l i d i n g s c a l e . 

Q. Do you know a b o u t t h e a c r e a g e i n S e c t i o n 

7 — do you know what t h e s t a t u s o f t h a t was a t t h e 

t i m e you p u r c h a s e d t h e --

A. As I remember -- a g a i n , I'm n o t 

q u a l i f i e d as a l a n d e x p e r t , b u t j u s t as my g e n e r a l 

knowledge o f t h e a r e a , I t h i n k i t was h e l d by 

p r o d u c t i o n . 

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

t i m e ? 

A. Yes, s i r , s i n c e 1982. 

Q. And i n S e c t i o n 5 what was --

A. I t h i n k t h i s was h e l d f o r p r o d u c t i o n . 

Q. What a b o u t t h e s o u t h h a l f o f S e c t i o n 8? 

A. W e l l , I t h i n k -- I'm n o t s u r e , b u t as I 

r e c a l l i t was h e l d by p r o d u c t i o n . I do remember 

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

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

e v a l u a t e a p r o s p e c t , o ur s t r a t e g y was t o g e t t h i s 
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f i r s t t r a c t t h a t came open and t h e n buy t h i s o t h e r 

when i t came up a t t h e s a l e . 

And t h e n we p r o p o s e d t o d r i l l a w e l l . We 

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

Q. Do you know when i n 1990 t h e b a l a n c e o f 

S e c t i o n 8 became a v a i l a b l e — when i t was p u r c h a s e d ? 

L e t me say t h a t — l e t me r e p h r a s e t h a t q u e s t i o n . 

A. I'm n o t s u r e . I'm l o o k i n g a t t h i s map 

t h a t Santa Fe p r o v i d e d , and i t says H.E. Y a t e s , 

e t a l . , 6-1-90. 

Q. So t h a t w o u l d i n d i c a t e t h a t i t was 

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

a b o u t May? 

A. F i r s t o f June 1990, I ' d guess. 

Q. Now w o u l d i t be s a f e t o say a t t h a t 

p o i n t you r e a l i z e d t h a t t h e 40 a c r e s was a l l you 

were g o i n g t o have i n t h a t area? 

A. T h a t ' s s u r e t h e way i t l o o k e d . 

Q. D i d you -- what d i d you do? What d i d 

y o u r company do t h e n a t t h a t p o i n t ? 

A. W e l l , we k e p t o u r powder d r y and w a i t e d 

t o see what t h e o t h e r l e a s e h o l d e r s were g o i n g t o 

do, t h o s e t h a t had enough a c r e a g e t o d r i l l a w i l d c a t 

w e l 1 on. 

Q. So you d i d n ' t i n i t i a t e any e f f o r t s --
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A. No, i t w o u l d be t h e t a i l t r y i n g t o wag 

t h e dog, so t o speak, a t t h i s p o i n t . A t t h i s p o i n t 

what we're t a l k i n g a b o u t i s d e v e l o p m e n t d r i l l i n g . 

Q. Okay. When d i d you f i s t p r o p o s e 

d r i l l i n g a w e l l ? When d i d you i n t e r n a l l y -- when 

d i d y o u , as p r e s i d e n t o f H a n l e y , a u t h o r i z e d r a f t i n g 

an AFE and p r o p o s i n g a w e l l f o r y o u r acreage? 

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

Santa Fe, and we were a b l e t o subpoena t h e i r d a t a 

and f i n d o u t what t h e w e l l d a t a i n d i c a t e d and t o 

e v a l u a t e t h e p r o s p e c t s . 

Q. I'm g o i n g t o go t h r o u g h t h e sequences 

and make s u r e I u n d e r s t a n d i t . Now t h e f i r s t t h i n g 

you say, H a n l e y t e s t i f i e d t h a t t h e y t h o u g h t t h e y ' d 

c o n t a c t e d you a b o u t t h e Number 1 w e l l ? 

A. Yes. 

Q. I t ' s y o u r b e l i e f t h a t nobody i n y o u r 

o r g a n i z a t i o n --

A. Yes t h a t ' s -- t o my r e c o l l e c t i o n , I 

nev e r t a l k e d t o anybody. And I s p e c i f i c a l l y asked 

a l l my employees i f t h e y e v e r t a l k e d t o anybody, and 

t h e y say t h e y n e v e r t a l k e d t o Santa Fe a b o u t i t . 

And i t ' s my knowledge — i t ' s s o m e t h i n g l i k e o v e r 40 

y e a r s i n t h e o i l b u s i n e s s -- when you want t o s e t 

t h e d r i l l , t h e p r u d e n t t h i n g i s t o w r i t e a l e t t e r 
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and ask f o r s u p p o r t . And we d i d n o t r e c e i v e t h i s . 

Q. Were a l l t h e same employees w i t h you now 

t h a t were w i t h you back a t t h e t i m e ? 

A. Yes, s i r . 

Q. Okay. Then we've g o t t h e p a c k e t s --

excuse me, Santa Fe E x h i b i t Number 3 w h i c h goes 

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

j u s t l e t t h a t s t a n d i n t h e r e c o r d . We d o n ' t need t o 

go back and r e a d a l l t h a t . 

But Santa Fe a p p r o a c h e d H a n l e y i n 

November; H a n l e y d i d n o t a g r e e t o p a r t i c i p a t e a t 

t h a t t i m e ? 

A. I d o n ' t know t h a t t h a t ' s a c o r r e c t 

s u m m a r i z a t i o n o f o u r p o s i t i o n . We r e c e i v e d — and 

i f y o u ' l l r e a d t h e l e t t e r t h a t we r e c e i v e d f r o m 

Santa Fe, i t was n o t , "come o v e r and t a l k a b o u t 

d r i l l i n g a w e l l w i t h us. " I t was a v e r y c u t and 

d r i e d , g i v e o r t a k e , 10 d a y s . 

And when we g o t t h e r e l e t t e r we s a i d , 

"what i s g o i n g on up t h e r e " ? And t h e y s a i d , w e l l 

t h e y ' v e g o t a l e a s e up t h e r e . I s a i d , w e l l , 

somebody b e t t e r go up t h e r e and see t h a t l o c a t i o n , 

a l s o . 

And when we g o t t h e r e , t h e w e l l i s down 

and h e r e we're g e t t i n g t h i s l e t t e r . 
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Q. You're t a l k i n g a b o u t t h e Number 1 w e l l ? 

A. The 8 - 1 . 

Q. I'm t a l k i n g Number 2 and t h e s t u f f 

t h a t ' s i n E x h i b i t Number 3. They s e n t a l e t t e r 

o f f e r i n g t o e i t h e r have you j o i n t h e w e l l o r 

f a r m o u t ? 

EXAMINER MORROW: L e t me be s u r e I 

u n d e r s t a n d . When you g o t t h e c o r r e s p o n d e n c e on t h e 

8 Number 2, you s e n t someone up t h e r e t o see a b o u t 

t h e 8 Number 2; i s t h a t c o r r e c t . 

THE WITNESS: Yes, s i r . We wanted t o 

see what was g o i n g on. We were c a u g h t f l a t - f o o t e d . 

EXAMINER MORROW: You nev e r d i d -- . 

THE WITNESS: I ne v e r d i d g e t any 

c o r r e s p o n d e n c e on 8-2. 

MR. STOVALL: Mr. Examiner, can I t a k e 

one m i n u t e ? I have g o t t o answer a phone c a l l . 

(A b r i e f r e c e s s was t a k e n . ) 

MR. STOVALL: Now I'm j u s t g o i n g t o 

summarize what I u n d e r s t a n d t h e r e c o r d t o be. 

There's no p o i n t t o h a v i n g you r e t e s t i f y t o t h e 

whole t h i n g . And we're t a l k i n g o n l y a b o u t t h e 

Number 2 w e l l a t t h i s p o i n t . 

The r e c o r d i n d i c a t e s t h a t Santa Fe f i r s t 

a p p r o a c h e d H a n l e y on November 12,. 1990. Ha n l e y 
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r e s p o n d e d a s k i n g f o r more i n f o r m a t i o n and s u g g e s t i n g 

t h a t t h e y w o u l d l i k e t o o p e r a t e t h e w e l l , t h a t 

H a n l e y w o u l d l i k e t o o p e r a t e t h e w e l l . 

C o n v e r s a t i o n was had i n -- more c o m m u n i c a t i o n t o o k 

p l a c e i n December and sometime i n e a r l y t o m i d -

December, Santa Fe f i l e d t h e i r a p p l i c a t i o n f o r 

f o r c e d p o o l i n g . 

A. Our --

Q. I s t h a t i t so f a r ? 

A. I s t h i s o u r e x h i b i t y o u ' r e r e a d i n g 

from? 

Q. T h i s i s Santa Fe E x h i b i t Number 3. 

A. D i d we p r e s e n t o u r e x h i b i t ? 

MR. KELLAHIN: We have n o t y e t p r e s e n t e d 

o u r documents -- s e t o f c o r r e s p o n d e n c e . I t may be 

s l i g h t l y d i f f e r e n t t h a n Santa Fe's, because we have 

a few more b i t s and p i e c e s t h a n — 

A. We had p r e p a r e d an e x h i b i t t h a t was a 

c h r o n o l o g i c a l o r d e r o f a l l t h e documents we know o f 

t h a t p e r t a i n t o t h i s case. Our landman was g o i n g t o 

p r e s e n t i t , b u t i n t h e i n t e r e s t o f t i m e he's n o t 

g o i n g t o t e s t i f y . And so we h a v e n ' t s u b m i t t e d t h a t , 

b u t we can s u b m i t i t . 

But w h a t e v e r c h r o n o l o g i c a l o r d e r t h a t 

t h a t shows i s what we b e l i e v e happened. Now what 
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y o u ' r e s a y i n g , seems t o me t o be t h e r i g h t 

c h r o n o l o g y o f e v e n t s . 

But i f t h e r e ' s a v e r y i m p o r t a n t p o i n t 

h i n g i n g on t h i s , I r e a l l y c a n ' t t e s t i f y t o t h a t , 

because I'm n o t l o o k i n g a t i t . 

Q. Okay. I'm j u s t t r y i n g t o g e t a g e n e r a l 

s ummary. 

A. I t h i n k what y o u ' r e s a y i n g i s g e n e r a l l y 

r i g h t . 

Q. I s i t t h a t what you w o u l d o f f e r w o u l d 

s u p p l e m e n t t h i s ? 

MR. KELLAHIN: I p r o p o s e t o o f f e r o u r 

package o f documents. 

MR. BRUCE: And I have no o b j e c t i o n . 

MR. KELLAHIN: W i t h o u t c a l l i n g 

Mr. Rogers t o a u t h e n t i c a t e i t , so t h a t a g a i n , w i t h 

b o t h s e t s o f c o r r e s p o n d e n c e you h o p e f u l l y have a l l 

t h e p i e c e s . 

Q. L e t me j u s t f o l l o w t h i s l i n e o f t h i n k i n g 

t h e n , because I d o n ' t t h i n k i t h i n g e s on s p e c i f i c 

d e t a i l s . Sometime i n e a r l y t o mid-December t h e 

Santa Fe a p p l i c a t i o n f o r f o r c e d p o o l i n g was f i l e d ; 

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

A. I t h i n k t h a t ' s r i g h t , . 

Q. Okay. Now as f a r as -- and t h i s i s what 
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I'm r e a l l y c o n c e r n e d w i t h -- t h e Ha n l e y a p p l i c a t i o n 

f o r f o r c e d p o o l i n g was f i l e d on -- I b e l i e v e i t was 

J a n u a r y 2nd, I b e l i e v e t h e r e c o r d shows, t h e d a t e o f 

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

t h e OCD r e c e i v e d stamp on J a n u a r y 2nd. 

D i d you a u t h o r i z e and d i r e c t t h a t t h a t 

a p p l i c a t i o n be f i l e d ? 

A. Yes. 

Q. I f I'm n o t m i s t a k e n t h e o r i g i n a l 

a p p l i c a t i o n , t h e Santa Fe a p p l i c a t i o n , was s c h e d u l e d 

f o r h e a r i n g on J a n u a r y — 

MR. KELLAHIN: 1 0 t h . 

And t h e n t h e r e was t h e subpoena i s s u e 

t h a t came up. 

A. ( W i t n e s s n o d s ) . 

MR. STOVALL: Mr. K e l l a h i n , p e r h a p s you 

can h e l p me a g a i n . What was t h e Commission's o r d e r 

on t h e subpoena i s s u e ? 

MR. BRUCE: F e b r u a r y 1 5 t h , Mr. S t o v a l l . 

MR. STOVALL: F e b r u a r y 1 5 t h . 

MR. KELLAHIN: There were s e v e r a l 

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

MR. STOVALL: The Commission o r d e r i s 

t h e one t h a t I'm c o n c e r n e d w i t h . The one t h a t you 

f i n a l l y 
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EXAMINER MORROW: I d o n ' t know i f t h e y 

a g r e e d , b e f o r e i t was i s s u e d . 

MR. STOVALL: I t h i n k t h e Commission 

i s s u e d an o r d e r ; i s t h a t n o t c o r r e c t ? 

MR. KELLAHIN: Yes, s i r . I t ' s d a t e d 

F e b r u a r y 15, 1991. 

Q. (By Mr. S t o v a l l ) Okay. H a n l e y f i l e d 

an amended a p p l i c a t i o n p r i o r t o t h a t t i m e t o move 

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

t h a t n o t c o r r e c t ? 

A. Yes, s i r . I know t h a t ' s r i q h t . 

Q. And d i d you a u t h o r i z e t h a t ? 

A. Yes. 

Q. Upon what i n f o r m a t i o n d i d you make t h a t 

d e c i s i o n ? 

A. On t h e d a t a t h a t we had a t t h a t t i m e . 

And p r e v i o u s l y we d i d n ' t have t h i s d a t a because we 

d i d n ' t have t h i s subpoena t o o b t a i n t h e a d d i t i o n a l 

d a t a . We had a l s o a t t a i n e d a d d i t i o n a l d a t a a b o u t 

t h e i r w e l l f r o m t h e f i e l d . So i t was -- as our 

knowledge and o u r u n d e r s t a n d i n g s and e v e r y t h i n g o f 

t h e a r e a p r o g r e s s e d , we amended o u r f i l i n g . 

MR. KELLAHIN: Mr. Exam i n e r , I'm s o r r y . 

Mr. S t o v a l l , Mr. Exam i n e r , t h e amended a p p l i c a t i o n 

s p e c i f i c a l l y c h a n g i n g i n w r i t i n g t h e l o c a t i o n was 
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f i l e d on F e b r u a r y 1 2 t h , w h i c h was a f t e r t h e t i m e 

t h a t Mr. Bruce and h i s c l i e n t f u r n i s h e d us some o f 

t h e i n f o r m a t i o n . 

MR. STOVALL: Okay. 

EXAMINER MORROW: The o r i g i n a l H a n l e y 

f i l i n g had i t i n t h e s o u t h h a l f o f t h a t 80; i s t h a t 

c o r r e c t ? 

MR. STOVALL: I t was t h e same l o c a t i o n , 

I b e l i e v e , as t h e o r i g i n a l Santa Fe l o c a t i o n ; i s 

t h a t n o t c o r r e c t ? 

MR. KELLAHIN: Yes. 

MR. STOVALL: So t h e y were b o t h 

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

l o c a t i o n as o r i g i n a l l y f i l e d ? 

MR. KELLAHIN: Then based on a 

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

Mr. Bruce had p r o v i d e d t o us a f t e r t h e J a n u a r y 2 4 t h 

h e a r i n g i n w h i c h Mr. Catanach made some p r e l i m i n a r y 

r u l i n g s . I'm n o t s u r e i f i t was — I b e l i e v e i t 

was t h e 2 4 t h . 

MR. STOVALL: I t was t h e 1 8 t h . 

MR. BRUCE: I t h i n k we o r i g i n a l l y had t h e 

argument b e f o r e Mr. Catanach a b o u t -- a week l a t e r 

b e i n g on t h e 1 8 t h . We d i d i t b e f o r e t h e Commission, 

Santa Fe -- b e f o r e t h e w r i t t e n o r d e r was i s s u e d , 
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t u r n e d o v e r l o g s and c e r t a i n o t h e r d a t a 

a p p r o x i m a t e l y t h e 3 0 t h o r 3 1 s t o f J a n u a r y . And t h e 

w r i t t e n o r d e r i s s u e d on F e b r u a r y 1 5 t h , and Santa Fe 

h a n d - d e l i v e r e d t h e r e m a i n i n g d a t a t o Mr. K e l l a h i n , I 

b e l i e v e . On t h e 2 5 t h o f F e b r u a r y . 

MR. KELLAHIN: So t h a t ' s r i g h t . So 

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

J a n u a r y 3 1 s t , I f i l e d t h e amended a p p l i c a t i o n , t h a t 

i s my r e c o l l e c t i o n o f t h e sequence. 

MR. STOVALL: Okay. I t h i n k one more 

q u e s t i o n w i l l t a k e me t h r o u g h t h e r e t h e n . 

Q. D i d you a u t h o r i z e o r d i r e c t y o u r 

landman, a f t e r you d e c i d e d t o chcinge t h e l o c a t i o n t o 

c o n t a c t any o t h e r w o r k i n g i n t e r e s t owner i n t h e west 

h a l f o f t h e n o r t h w e s t q u a r t e r o f S e c t i o n 8 t o 

a t t e m p t t o seek j o i n d e r o f a w e l l a t y o u r new 

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

A. No, I d o n ' t t h i n k we d i d . 

MR. STOVALL: I have no f u r t h e r 

q u e s t i o n s . 

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

MR. KELLAHIN: No, s i r . 

MR. CARR: Mr. B r u c e , do you have 

q u e s t i o n s ? 

MR. BRUCE: No, I have n o t . 
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EXAMINER MORROW: A n y t h i n g f u r t h e r o f 

t h i s w i t n e s s ? Would you w i s h t o i n t r o d u c e a n o t h e r 

e x h i b i t ? 

MR. KELLAHIN: Yes, s i r , i f now i s an 

a p p r o p r i a t e t i m e . 

EXAMINER MORROW: I hope we're g e t t i n g 

c l o s e t o f i n i s h e d . 

MR. KELLAHIN: E x h i b i t 18, Mr. Examin e r , 

i s my C e r t i f i c a t e o f M a i l i n g f o r t h e o r i g i n a l 

p o o l i n g case t o c o m p l e t e t h a t a s p e c t o f 

p r e s e n t a t i o n . 

And t h e n i f y o u ' l l p e r m i t me, I have 

s i m p l y c o l l e c t i v e l y marked as Hanley E x h i b i t 19, 

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

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

d e a l t w i t h t h e e f f o r t s o f Santa Fe and Ha n l e y and 

Heyco t o come t o agreement on v a r i o u s a s p e c t s o f t h e 

case. And we w o u l d l i k e d t h a t i n t r o d u c e d as E x h i b i t 

19. C opies f o r Mr. C a r r and Mr. B r u c e . 

MR. BRUCE: Thank you, I t h i n k . 

MR. KELLAHIN: Okay. That c o m p l e t e s o ur 

p r e s e n t a t i o n , Mr. Examiner. 

EXAMINER MORROW: Are a l l t h e e x h i b i t s 

i n ? 

MR. KELLAHIN: Yes, I t h i n k so. 
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MR. STOVALL: L e t ' s g e t one t h i n g on t h e 

r e c o r d . Mr. Bruce and Mr. C a r r , do you s t i p u l a t e t o 

t h e Commission o f E x h i b i t 19 o r -- a c t u a l l y i t has 

n o t been t r u l y s p o n s o r e d by a w i t n e s s . 

MR. BRUCE: I have no p r o b l e m s w i t h i t , 

Mr. E x a m i n e r . 

EXAMINER MORROW: Are you t h r o u g h ? 

MR. STOVALL: I'm t h r o u g h w i t h t h e 

w i t n e s s . 

MR. KELLAHIN: Have you a d m i t t e d a l l 

y o u r w i t n e s s e s ? I t w i l l be E x h i b i t s 18 and 19, we 

move t h a t t h e y be a d m i t t e d a t t h i s t i m e . 

EXAMINER MORROW: Okay we a d m i t 18 and 

19 a t t h i s t i m e . 

And Mr. Bruce now wants t o r e c a l l one o f 

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

( E x h i b i t s 18 and 19 were 

a d m i t t e d i n t o e v i d e n c e . ) 

MR. BRUCE: I w o u l d l i k e t o r e c a l l 

Mr. Thoma. 

JOHN L. THOMA, 

was r e c a l l e d as a w i t n e s s and, h a v i n g been 

p r e v i o u s l y d u l y sworn, was examined and t e s t i f i e d as 

f o 1 l o w s : 
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EXAMINATION 

BY MR. BRUCE: 

Q. And Mr. Thoma, I ' l l ask you one 

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

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

Wolfcamp? 

A. Yes. I ' l l make t h i s v e r y b r i e f . I 

t h i n k i t ' s w o r t h t a k i n g a moment t o l o o k a t t h i s . 

MR. KELLAHIN: Speak up John, so she can 

hear y o u . 

A. I'm s o r r y . I b e l i e v e t h a t you can 

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

You can say t h a t you c a n ' t , b u t t h e f a c t o f t h e 

m a t t e r i s , I ' v e done i t . 

I f you l o o k a t t h e s t r u c t u r e map w h i c h i s 

on t o p o f t h e AF c a r b o n a t e , t h e same s t r u c t u r a l 

i n c l i n a t i o n d i p s and has no f e a t u r e s t h a t F r e d has 

shown on h i s s t r u c t u r e map. And you l o o k a t -- you 

t a k e t h e E x h i b i t 6, o f Ha n l e y P e t r o l e u m , and you 

p o s t t h e w a t e r p r o d u c i n g , o r w a t e r c u t s , on t h e 

w e l l s and t h e n l o o k t o each one o f t h e s e i s o p a k s and 

l o o k a t where t h e w a t e r i s s t r u c t u r a l l y o c c u r r i n g on 

— i n each one o f t h e s e zones i n t h e AG zone, 

w h i c h i s t h e zone p r o d u c t i v e i n t h e 8 Number 1. 

We're a t a z e r o w a t e r c u t . 
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Look a t t h e West C o r b i n Number 12, and 

t h e West C o r b i n Number 18. The 18 has a two p e r c e n t 

w a t e r c u t ; t h e 12 has a 15 p e r c e n t w a t e r c u t . Look 

where we a r e s t r u c t u r a l l y . The 8 Number 1 i s 7 1 , 

minus 7179. The 12 i s minus 7257. The 18 i s minus 

7246 . 

We a r e r o u g h l y 61 f e e t down d i p a t t h e 18 

and we're p r o d u c i n g e s s e n t i a l l y w a t e r f r e e . The 

l o c a t i o n t h a t we've p r o p o s e d i s 21 f e e t down d i p 

f r o m t h e 8 Number 1. Look a t t h e AF zone. Zero 

w a t e r c u t i n t h e AF, and o u r w e l l u n t e s t e d 

o b v i o u s l y . 

Go down d i p and a g a i n we're l o o k i n g now 

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

Go down d i p i n t o t h e 12 and you've g o t a 15 p e r c e n t 

o i l c u t . And on t h e AF you a r e 61 f e e t down d i p . 

I f you l o o k a t t h e AE, you've g o t two 

w e l l s p r o d u c i n g , t h e West C o r b i n 12, and t h e West 

C o r b i n 1 1 . The West C o r b i n 11 i s a l s o open i n t h e 

AC w h i c h I do n o t have an i s o p a k o f . But on t h e 

s t r u c t u r e map t h e West C o r b i n 11 i s a t 7299, 200 

f e e t down d i p f r o m t h e 8-1. And i t ' s p r o d u c i n g a 

5 p e r c e n t w a t e r c u t . 

I f you l o o k a t t h e s t r u c t u r e map, 

Mr. E x a m i n e r , t h e h i g h w a t e r c u t s a r e coming i n down 
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h e r e a t 7270, 7309, 7343, and o v e r h e r e i n 16 

t h e y ' r e f a i r l y h i g h , where y o u ' r e down below t h e 

7000 c o n t o u r . 

So I w o u l d c o n t e n d , based on t h i s 

m apping, t h a t y o u r w a t e r e n c roachment i s n o t a 

p r o b l e m anywhere i n b a s i c a l l y t h e n o r t h h a l f o f 17, 

t h e n o r t h h a l f o f 18, t h e e n t i r e S e c t i o n 8 and 

S e c t i o n 7. And f r o m i n t h e n o r t h . T h a t ' s a l l I 

wanted t o p o i n t o u t . 

EXAMINER MORROW: Mr,. K e l l a h i n , do you 

have any q u e s t i o n s o f Mr. Thoma c o n c e r n i n g h i s 

t e s t i m o n y ? 

MR. KELLAHIN: No. 

EXAMINER MORROW: Mr,, B r u c e , a n y t h i n g 

f u r t h e r ? 

MR. BRUCE: J u s t one f i n a l t h i n g , 

Mr. Thoma. Santa Fe i s d r i l l i n g a w e l l i n 

S e c t i o n 5, i s i t on t h a t a c r e a g e o f f i c i a l l y . 

THE WITNESS: No, we d o n ' t . I b e l i e v e 

t h a t i f H a n l e y P e t r o l e u m h o n e s t l y w a nted t o b u i l d a 

b l o c k o u t h e r e , t h e y c o u l d have b u i l t a b l o c k . 

S e c t i o n 5, w h i c h — t h i s a c r e a g e h e r e was a c q u i r e d 

f r o m Oxi' P e t r o l e u m w i t h i n t h e l a s t s i x months. The 

acr e a g e was a v a i l a b l e , i f you were d o i n g y o u r home 

work . 
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MR. BRUCE: Thank y o u , Mr. Thoma. 

THE WITNESS: Thank you 

EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Thoma, do you know what Hanley b i d 

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

t h e 8, when i t came up f o r p u b l i c s a l e a g a i n s t y o u r 

company? 

A. No, I d o n ' t , Mr. K e l l a h i n . 

Q. When you l o o k a t y o u r W e l l Number 12, 

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

t h e Wolfcamp and w o u l d n ' t t h a t mask t h e p r e s e n c e o r 

c o n t r i b u t i o n o f w a t e r t o any o f t h o s e zones? 

A. No, i t w o u l d n ' t . Because i t ' s p r o d u c i n g 

f r o m t h e AG, t h e AF, and t h e AE. I f t h e r e was w a t e r 

p r o d u c t i o n f r o m any one o f t h o s e zones, you w o u l d 

see i t . The o t h e r w e l l s on t h e map t h a t H a n l e y has 

p r e s e n t e d , t h e y ' v e lumped a l l t h e zones t o g e t h e r and 

where t h e y ' r e w e t , you see t h e w a t e r . 

Q. I'm c o n f u s e d y o u r p o s i t i o n Mr. Thoma. 

T h i s m o r n i n g you t o l d me t h a t w a t e r was n o t a 

p r o b l e m i n s o f a r l o c a t i n g Wolfcamp w e l l s i n 

S e c t i o n 8? 

A. I d o n ' t b e l i e v e t h a t w a t e r i s a p r o b l e m 

i n t h i s r e s e r v o i r , p e r i o d . I s t i l l b e l i e f t h a t t h e 
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w a t e r we're s e e i n g down d i p i s n o t w a t e r 

e n croachment f r o m a w a t e r l o g b u t i t ' s a m a t t e r o f 

t h e r e s e r v o i r d e p l e t i n g , t h e o i l d e p l e t i n g f r o m t h e 

r e s e r v o i r and i n c r e a s e d f r i c t i o n and d e v e l o p m e n t s o f 

co n a t e w a t e r b e i n g p r o d u c e d . 

EXAMINER MORROW: Excuse me. We can 

c o n t i n u e t h i s i f you'd l i k e t o . I b e l i e v e you've 

made y o u r p o i n t t o us, you d o n ' t b e l i e v e t h i s 

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

do w i t h s t r u c t u r e . And t h e o t h e r s i d e has made 

t h e i r p o i n t t h a t t h e y t h i n k i t does. 

And i f you want t o d w e l l on i t some more, 

w e ' l l s t a y so l o n g as you want t o . But I t h i n k we 

u n d e r s t a n d each s i d e ' s p o s i t i o n . 

Q. (By Mr. K e l l a h i n ) And t h a t was my l a s t 

q u e s t i o n t o y o u , Mr. Thoma. You and Mr. Huck have a 

t o t a l d i s a g r e e m e n t a b o u t w a t e r i n t h e Wolfcamp? 

A. Yeah, we do. But I t h i n k t h a t t h i s 

d a t a , t h e d a t a I ' v e p r o v i d e d on t h i s montage, 

d e m o n s t r a t e s t h a t t h e r e i s n o t g o i n g t o be a w a t e r 

p r o b l e m i n S e c t i o n 8 and s t r u c t u r e w i l l n o t be a 

f a c t o r . 

MR. KELLAHIN: I u n d e r s t a n d y o u r 

p o s i t i o n . Thank y o u . 

EXAMINER MORROW: A n y t h i n g more i n t h i s 
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case ? 

MR. KELLAHIN: No, s i r . 

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

Mr. Examiner. 

EXAMINER MORROW: The cases 10211 and 

10219 w i l l be t a k e n under a d v i s e m e n t . 

And we d i d have one more t h i n g we needed 

t o say on t h e r e c o r d c o n c e r n i n g Case 10241. I t 

needs t o be --

y e s t e r d a y we l e f t t h a t case open because we w e r e n ' t 

s u r e , we t h o u g h t i t maybe had t o be c o n t i n u e d f o r 

one more h e a r i n g , and t h a t i s c o r r e c t . T h a t case 

f o r an a d v e r t i s i n g p u r p o s e needs t o be c o n t i n u e d t o 

t h e n e x t -- t h e f i r s t o f March. 

MR. STOVALL: Yes, i n t h e h e a r i n g 

EXAMINER MORROW: Adj o u r n e d . 

(The h e a r i n g was a d j o u r n e d a t 4:42 p.m.) 
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