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MR, STOGNERs Call next Case

3678,

MR, TAYLOR: The application of
4ilton Scott to vacate and void Division COrder No. R-7983,
Lea County, Hew Mexico.

MR, STOGNER: Ve will now call
for appearances in this matter.

MR. PADILLA: #r. Fxaminer, fr-
1est L. Padilla, Santa Fe, New Mexico, for the applicant.

I have two witnesses to be

IWOrn.

MR, STOGHRR: <Call for any more
ippearances,

MR, XELLAHIN: If the Examiner
slease, I'm Tom Kellahin of Santa Fe, New Mexico, appearing
m hehalf of APC Operating Partnership.

MR, CARR: Mr. FExaminer, my
wame ts William F, Carr with the law firm Campbell and
ilack, P. A., of Banta Pe,

¥e represent Union Texas Petro-

.eum Corporation,

We do not intand to call a wit-

less.

MR. STOGHNER: Ars there any
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nsther appearances in this matter?

n

%ill the witness please

and be sworn at this time?

{Witnhessas sworn,)

MR, PADILLA:

call wWilton E. Scott ag my first witness.

WILTON E. 8COTT,

stand

Mr. Fxaminer, I

hbeing called ae a witness and being duly sworn upon his
nath, testified as follows, to-wit:
DIPPRCT EXAMINATION

BY MR, PADILLA:

0 Mr. Scott, would vou pleage state your
name and where you reside?

A wilton RE. Scott, Houston, Texas,

0 Are you the applicant in this case?

A I anm.

O Can you --~ well, let me ask, have vyou

previously testified pefore the 0il Conservation Division in

the past?
Q Cuite past, yes,

14 How long ago was that?
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A Probably over forty vears aqo.

Q What is your educational background?

A I'm a ageologist.

C Where did you get your dagree in geology?
A University of Texas.

Q Can vou give us your bhackground in the

2il and qgas industry?
A I moved to New Mexico in 1938, working as
i geologist for Cities Service 0il Company. I remained with

them as District Ceologist in XNew Mexico through about 1943,

it which time I left their employment and went to work for

3uffalo 041 Company, where I rasided in Artesia, New Mexico,

18 an Exploration Manager,

I stayed there until == 1 staved with

suffalo until 1955 when I left their employment and moved to

iouston and joined Tennessee Gas Transmission, which is the

»redecessor to Tenneco, Inc., as Exploration Manaqer,

I held wvarious positions with Tenneco,
‘ne, over the vears and retired in 1978 as Chairman of the
joard and Chief Executive Nfficer, but I remained on the
Joard and Chairman of the Management Development Committee
until 1983 when I retired from the Board.

I have no further connection with Ten-

neca,

0L

What is your ~- can you give us a briesf
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>ackaround of your involvement with the Mortheast Caudill

sclfcamp Pool?

A I first became involved in this area --

vell, 1 became involved hecause my wife and her twn sisters

>wn practically all the minerals under Section 1 of 15§

south, 36 East, and [ put together a number of vears aqo
those leases that turned into Tipperary 0il Company, who

Irilled a well in the northwest qguarter of Section 1.

That well encountered some apparent pay

in the wWolfcamp Reef and were drilled on down to the Penn-
sylvanian and plugged back and was completed as a producer
for a short time. The hottom hole pressure depleted very
juickly and the well was plugged after producing about 1000
aarrels of oil,

Nothing more was done until some while
iater I again put the leases together in that immediate araa
and joined with V-F Petroleum, I thirk I had a third work-
.ng  interest in that well, and we drilled a well south of
the Tipperary Well and though that well had a very thin
streak of porosity at the top of the reef, it obviously at
that time was not commercial. ¥We did not test and we plug-
dqed it, and the leases exnired,

Somewhat later I again collected leases
«n the area and then drilled, along with Frank Late of Dal-

A8, L-A-T-E, Frank tate of Dallas, we drilled a well in the
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south half of Section 1, which also was dry and was plugged,
That well completely missed the reef and
it was after the drilling of that it became apparent that
the reef Aid fall in the west, not the east side of the V-P
Petroleun well, 80 I made a deal with Robert Edeel -~ that's
T=DeS~F=~1, -~ of Dallas. He in turn sold some interest in
the leases that I farmed cut to him and drilled a well in
the northwest of the southwest gquarter of Section 1, and
hat was completed as a producer in the Wolfcamp Reef as the
lcott Ko, 1.

Q You are familiar with the land positions
of the wvarious parties in Sectiona 1} and 2 of the subiect
area?

A Yes, I anm,

MR, PADRILLA: Mr. Examiner, we
offer Mr., Wilton Scott's credentials as a land manager and
tis background in the cil and gag businegs and tender him asg
en expert in that regard, .

MR, STOGNER: Are thare any cb-
cections? le is so qualified, Mr. Padilla,

0 Mr. Scott, I hand you what we have marked
=8 Exhibit Yumber One in this case and ask you what it |is
:nd what it contains.

A This is a letter dated June 3lst of this

rear, which I wrote to Mr, James ¥, Edsel, who ig the Vice

i
i
1
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9
President with his brother's firm, PRobert M. Fdsel, whereby
I advised them how I wanted the leases reassicned to me that

they had failed to validate under their commitment under the

farmout that I made to them a «-

o Let me -~
A -- couple years prior.
Q Let me ask you firat of all to ~- before

v move on, what is your specific interest in, say, Section

-~ Section 1?2

fr. Late, I own two-thirds, Mr. Late owns one-third, inter-
st in the leases covering all of the Allen minerals under
Section 1, which is all of the section excent the west half
0f the northwest guarter, and I, because of that ownership
&nd the farmout that I made to the Edsels, I own 25 -~ two-
thirds interest and Mr. Late owns one-third interest of 25

rercent of the Scott HNo. 1.

Q Do you represent ¥Mr. Late here today?

A Yes, 1 do.

Q What other interest do you represent?

A I also represent my wife and her two sis-

tera, who own all of the minerals under that lease.

Q What is their royalty interest?

A You mean as to the leases --
Q Yoa.
A == covering Section 1? I own, along with
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A 3/16ths.
0 Are vyou the largest working interest
»mer, together with Mr, Late, in the area?
A Y believe I am, Robert Edsel owns about
the same as we Jdo; approximately 25 percent, I'm not sure,
It has been divided a number of times and I'm not just cer-

tain what he owns.

Q toupled with the royalty interest of
3/16ths that you also represent, would that represent the
largest share --

A That would represent over 37 percent of
the interest of the well and certainly the largest interest
»f anybody.

Q Let me hand you what we have marked ag
Ixnibit Number Two and have you identify that for the Exam-
ner and tell him what it is.

A This 1is the farmout agreement that I
race, or Mr, ILate and I made, with Robert Pdsel Company in
allas, and it lists the acreage that was involved in that
‘armout that was covering most of Section 1, parts of Sec-
ion 12, 15 South, 36 East,

0 HNow referring back to Exhibit Number One,
what resulted as a result of your letter to -~ for reassign-
rient?

A had in thie farmout agreement as one of
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as  one of the terms that these people would conduct a con-
tinuous drilling operation on the farmout zcreage, drilling
1 well within 120 days of the completion of the previous
vell, or surrendering to me any undrilled production units,
ind the deep rights 60 feet below any depth of any producing
wllg,

I z2ls0 had a regquirement that they would
“caggign  to me within 150 days interest in any expiring
.easge,

Q What was the date on which reversion of
+hog2 lands was to be made or what was the effective date of
e -

2 The last well that these people drilled
mder this farmout agresment was plugged and abandoned 120

‘iays prior to June the :1Sth of this yvear, and 1 wrote at the

:ime that that well was plugged, which was the Mo. 3-Y |

icott, at the time that well wag plugged I wrote to Mr. Ed-
sel, with whom I made the deal originally, notified him that
:heir termination of rights would he June the 15th of thie
rear, and 1if there was any disaqreement as to that dmte on
anybody's part to please notify me.

There was no notice coming back. In
‘act, Mr, Edsel had verbally advised me that they did not
aropose to do any further drilling on those leases,

{ Was a reassignment rade o you?
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A I, by this letter, called for a reassiqn-
ment. That letter is dated June 31st. I called for a reas~
gignment as of June 15th as per the agreement, and I did --
I have not yet received that reassignment,

Q Wag =~ let me hand you Exhibit Number
Three and have ycu idantify that,

A Ag you can see in this letter, I advised

dr. Edsel to reassign all fo the ~--

0 You're referring to Exhibit Number One
yow, is that correct?

A That's right. Reassiqgn to me all of the
icreage including the southweat of the southwest quarter of
jection One, which was the south offset to the Mo, 1 Scott,
an  the only direct offset that had not beean validated or
drilled on,

And he in turn wrote to the other parners
and advised them that he had received this notice that I was
tiue this reassignment and to please complete the reassign-
ments and forward them to me, the reassignment being two-
thirds to myself an done-third to Mr, lLate.

I received one reassignment, that from
*r., William C. Bahlburqg,

's; who is ™Mr., Bahlburg?

A He is a working interest owner in the --

in the farmout, He waeg a geologlet that worked for Rdnels
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and particpated in this farmout and drilling these wells.

He zent me hias reassignment.

Then on == and this exhibit here is a
Mailgram that I received from him advising me that he was
unaware that the proration unit for the Scott MNo., 1 vwell
1ad  been changed from 40 acreg to 80 acres by order of the
Vew HMexico ©0il and Gas Conservation Commigsion as of June
ist, and acecordingly, asked for me to return his assignment
to him, which eobviously 1 did.

When I received this Mailgram, that waa
the first indication that I had that the 40-acre preration
inits had beon changed.

Q Let me hand you what wa have marked as
Zxhibit Number Pour and have you tell us what that is.

A This is a latter from James Fdsel on the
stationery of Robert M. Edsel Company, directed to all the
working interest owners and in which he says, "By teleqram
dated July 17th we advised each of you we were reviewing the
Lsaue oOf reassignment to the Scott-Late of certain acreage
wvithin the captioned prospect and in light of our learning
about the recent establishment of RB0O-acre proration units in
the Northeast Cavdill wWolfcamp Pool.”

And he qoes on and says, after examining
this evidence he is of the opinion that I am entitled %o a

reassignment of -- they are to keep and not reassign the 80
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acres instead of the 40 acres originally thought to be reas-
signed.
Q ihen -~ can you pinpoint a date when you
first learned of 80-acre spacing?

A He says in this letter, the last para-

jraph, "I am advising Mr, Scott and Late by telephone and a

copy of this letter of our position in this regard. Pleasge

feel free to contact me on this matter,.”

But that, I think, was immediately after

I1'd receivad this Mailgram from Rahlhburg, and I don't pee a
date on it, but it was approximately the same date, early

part of August.

Q And that was after the order had been en-
tered.

A That's right,

Q Let me hand you Exhibit Number Five and

have you tell us what that is.
A This 18 A copy of an oil and qgas -- oil
and gas and mineral lease on a producer 3% form from a land-

owner owned Gilliam to Philip A. Hancock, dated November

18th, 1981, It i3 one of several leaseg all on the samo

form that were later assigned to Plorida 0il and Gaa Com-
pany.,
Q Noes that lease contain a continuous

drilling provision in it?
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A It does not.

G ¥hat is the difference between your farm-
sut agreement and -~ the terms of your farmout agreement to
2dsel and this oil and gas lease inscofar as continuone dril-

ling is concerned?

A Well, thia is a normal, as I said, a pro- |

fucer 28, (not understood) oil and gas lease, which conveys
10 == which did convey to florida 0il and Gas Company -- 0il

and Gas Exploration, thne rights under the east half of Sec-

~ion 2.

It contains no clause or stipulation for

aontinuous drilling, whereas, I made a farmout of leases I

nwned, a number of leases I owned, to Edsel with a contract
specifically calling for continuous drilling ooeration or
reassiqgnment of those leases,

o} Under that producer /8 lease marked Exhi-
it Humber Pive, what advantage or disadvantage would you
hiave under 40 or 80-acre spacing, or would it make any 4if-

ference whether you had 40 or 8D-acre spacing?

A So long as they paid rovalty amounting to

$320 a year and were prudent operators, there would ba no
tequirement of future of development under that contract.

Q How about applied covenants under general
il and gas law?

A Obviously.
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additional allowable. They had no contractual ohlisation to

16 !

There is no exprege provision in --

4

A There is no express provision whatsoever,

Q What motivation do vou speculate, or what
reason do you believe the application was brought for a0-

Aacre spacing?

|

i

HMR. KELLARIN: Objection, Mr.i
“xaminer. It calle for a speculative answer from this wit-i
1es8, It's argumentative and improper.

MR. PADILLA: Mr, Fxaminer, 1
just simply asked -~ I've developed a foundation here on the
sast half of Section 2 and I am asking what the witnegs -~
rendered him as an expert in land management. I believe he
-an answer that.

HR. STOGNER: Mr. Xellahin, oh-

jection overruled,

Mr. Padilla, would you please

restate your question.

Q Mr. Scott, what advantage would APC have

in BO-acre spacing with respect to its lecase?

A Well, I don't really know. APC was not a

narty to my contract and they had one well on the east half

»f Section 2 producing. They had not drilled any other well '

in that section, That well was not making its allowable. I

don't think it ever made its allowable. They would get an |
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don't know.

wall,
O Wwho does?
A ArPC,
8] Who owng ==
A Apache,
Q Who owng ==
A The other half is owned by Union of Texas

and Union of Texas is a party to my contract in Section
nes, and obviouasly, Union of Texas would have a great deal
2f interest in going to 80 versus 40 because their contract
+a8 going out with me and they could hold the -- an 80 in-
itead of a 40 if they got the rules changed at the lanst
‘alnute, even though they had been operating for a vear and a
“alf under 40-acre spacing,

Q Would that include the ~- are you talking
specifically about the southwest quarter of the southwest
tjuarter of the Section 1? Is that on a atand-up a7

A Specifically I'm talking about the west
half of the southwest quarter as an 80 versus a northwsst of
the southwest, which 1is a 40 that they &id have held by

production and under contract with me.

|

do further drilling under a 4C~-acre sgpacing. S0 I aassume

that they had some reason for making this eapplication 1

It == they own half interest in that
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Q Do you racall having onposed AO0-acre

spacing for this area previously?

A I 4id at the time that Robert Edsel wag '

drilling and attempting completion on the Rdsel 2-SW side-

track, which was extended; the well ~- the smurface location
was in the northeast of the southwest of Section 1. It was
a dry hole at the regular depth,

Rdsael took the well ovar, sidetracked it,
and moved it to test the Wolfcamp Reef in the 40 acres di-
rectly north of where the gurface location wam, and when
they were testing that well, they anplied for forced uniti-
zation across the half saction line, that being the 40 acras

in the southeast of the northwest and the northeast of the

outhwest,
Q Are you saying --
A And they made application to Jjoin these ;

wo in a 40-acre -~ in an 80-acre spacina,

O When vyou say forced unitization, vyou |

really mean compulsory pooling.

b X 1 mean compulsory pooling, you're right,
»ecause there was some difference in some royalty interest
Hetween those twd parties,

Q and do you recall whether that applica-

~ion also asked for special pool rules estanlishing A0-acre

prorvation units?
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A I believe they A4,

Q And 2id4 you --

A I xnow they did,

Q And did you oppose that application?

A Yes. I was given notice of the pending

spplication and I contacted you and hired you to help me op-
>ose that 30-acre spacing at that time.

MR, PARILLA: Mr, Fxaminer, we
request that you take administrative notice of Case 2070,
#hich was the case brought by Robert ¥, gdisel, Inc., last
rear, sometime in March, I beliave.

MR, KELLAHIN: %We would obhject,
Mr. Examiner. It's our contention that {t's not anecessary
+.0 take administrative notice of that case. 1t's {rrelevant
to this case,

If you'll 1look at the tran-
ecript for that case it wili show that it never came to
tearing; that it was voluntarily dismissed by the applicant
and there is no conclusions or inferences that could be
irawn from that action that would aid you in decicding this
case,

Ha therefore think that it's
irrelevant.

MR. PADILLA: W™Mr,. Examiner, for

the purpose of establishing the fact that mr. Scott opposed
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G
the case I think it's important to take administrative no-
tice, and that the case was actually brought for A0-acre
spacing.

I thinkx it would bYe proper for the --

MR, STOGHER: Overruled, he-
zause I'm going to have to take a look at it to see what
rappened in --

MR, KELLAHIN: Mr. Examiner,
the proper procedure would be for you to look at the docu-
nents to determine whether or not you could take administra-
tive notice of their contents for purposes of deciding this
rase,

That does not preclude you from
axamining the transcript to see whether or not you will rule
ne way or another ¢n the threshold question.

We would invite vyou, sir, to
.00k at that transcript and then to rule in our favor that
-t is irrelevant, and that is the purpose of my objection.

MR, STOGHNER: Mr, Xellauin,
would you please restate your objection?

MR, KELLAHIM: “r, Bxaminer, I
¢biect on the grounds that it's irrelevant, the case Mr.
I‘adilla asked you to take administrative notice of, we bhe-
‘ieve is irrelevant; therefore you ocught not to take admini-

ttrative notice in this proceeding.
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ME, STOGHEE: T1'm aning to de-
“er the obilection at this tLime, :
“r, Padilla, please continue,

G Mr. Seott, 1 hand you what we have marked
13 Exhibit Number 8ix and have you tell us what that is and
+at fts contente are?

A ™is ls a copy of a lettexr to Mr, Joe D,
emey of the 0il Congervaction Division by Mr. Kellahin, in
vhich he sent copies to James Fdsel, myself, and to MHr, Pa-
iilla, a copy of the appilcation for the approval of this 86
Aarres we were referring to.

Q What's vour reccllection of what happened
10 this case?

A Well, they made application, The side~
racked hole did encounter the Wolfcamp Reef and at the tirme
‘hey madse this application they thought that it would proh-
atly produce in the 40 above the dry hole that they oriqin-
nlly drilled to the south,

Actually, it diéd not produce and they
plugged the sidetracked hole and dropped the application be-
cause it was of no interest, since both of those parties

irere dry in the resf,

MR, TARYLONI: Excuse me, Mr,

-

noer  this Pxhibhit fix, Jdoes that relate to Case
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=

is that an apnplication to

drill?
MR, PADILLA: HNo, it doesn't,
LY ¥o.
ME,  TAYLOR: It's a different
h8e?
MR. PADILLA: 1It's & different
rase,
MHE. TAYLOHRs Okavy.
0 Mr, Scott, 1is it your recollection that

the cage made -- as shown by Fxhibit Number Zix related to
he f0-acre spacing in -- under Case 20707

& Yes.,

O Are you familiar with the economics of
the two wells that are producing in the fortheast Caudill
el fearp Pocl?

A vell, I'm certainly familiar with the
wconomics of the Scott Mo, 1 and to a lesser degreec of the

ttilliam No. 1.

4] What kind of a woll is the Scott No. 1?
h That well {s not yet 24 monthe old and it

tas produced approximately 120,000 bvarrels to date.
G You've reviewed the transcript of the
(232 resulting in Order R-79837

A Yes,
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3 “hat kin? of production was estimated i

mhat case for wells in the pool? Ultiimate recavery?

\0"

The engineer who gave testimony in that
case  enterad figures of approximately 44,000 barrels of re-
coveranle oil from 42-acre spacing and approximately 65,000
barrels of oil from S0-acre spacing.

2 Do you recall whether that englinear aave
actual production figures of the Scott YNo. 1 Well in  that
case?

kA Ho, he 3id not. At that time the Scott

1ad already produced nver 102,000 barrels of oil.

2 llow guick 4id the Scott No. 1 pay out?
A Pirst production was run on Zeptember the
Deh, 1983, The well reached payout status on January the

N

2nd, 1984, »or less than four montnhs later,

3 In your opinion iz =-- and that was on 40—
wwre spacing?

X That was on 40-acre spacing.

G In vour opinion is that economic on 40-
acre spacing?

2 It certainly is. I really don't see how
thybody could argue that the Scott YNo. 1 was not an economi-

cal well.

G Let's g0 on and focus in on the southwest

tuartexr of the southweat gquarter and how your rights are im-
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vaired incofar as tuose lands are converned,
Would yotr give us a ==
A Well. in my opinion there ia ahsolutely
no  reason whatsocevar to ga to forced A0-acre spacing on tne
ettt Mo, 1 Well, It's an economleal well on 40-acre
spacing. It has heen R very good investment,
The == 1 had contractual obligations o2
wita working interest, other working intarest owners, that
they would develop this field on a continuouas drilling obli-

40 5
jation, and going ?é 20-acre spacing allowed them to breach

that coontract,
And geing to A0-acre spacing, in my opin-
lon, &id aothing but axactly that.

N well, Mr, Scott ==

A Pidn't increase the aliowable or anything
ize, It merely gave tha operator the right to void a con-
ract.

Q Well, these rules are temporary in na-
ure, How would that affact your position?

A Wali, the temporaryness (sic) of the rule
doegn't Thave a thing to Jdo with ny position insofsr az ny
contract is concerned, becauge as of January ~-- as of June
the 13th if B0-acre szpacing is allowed to prevail, the oper-
itor can void his contract with me and holdé 30 acres instead

of 40 acres, which he would have held only previous to the
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Thesn  if they allow A0-z7re snacing under
Lemporary rules, at the expiraticon of the venmporary rule,
the operator has already carned his interest in thae 89, te
could then go and drill forties and I'd have to aither nay
ay 2I percent or take a back-in position,

Q Is tine -~-

A In other words, what governs that acon-
tract is what the spacing was as of June the 15th, that spe-
cific date.

O Is time important o you insofar ag
znanging or vacating this order?

A W2li, it certainly is and the operator of
the well and all the other interaat ownara are aware of
taaz,

I also own, and it wag a nart af this
farmout originally, leases covering the northwest aquarter of

Ssction 12.

HW

Is that Section 12 helow --

”

That was 15 South, 3% Ras*, immecdiately

7

south of Section 1.

That lease was expiring in “arch of 1985,
It was reassigned to me under the terms 2f my farmout agrae-
sent with Edemel and his partiss and 1 secured a one-year ex-

tension so that that lease would extend beynnd the drilling
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commitment  on the southwest of the gouthwest of 1 if they

chose tc drill it or the reassignment if they chosa not  to

-

Jrill it

They are aware of this short term lease
that 1 now hold, I “ave seven months to go on that leaso
Aand if they persist on stalling on my reassignment, it sim-
ply damages me appreciably on the value of the northwest
n:arter of Section 12,

o Do you xnow of any drilling plans by APC
» Inion Texas to drill further -- more wells in the ~-

A Ho, I do not.

Q Do you know whather -- in your cormmunica-
‘ions  with ERdsel were there any plans to further develop
:hat pool?

A fdsel advised me that they had ne plans
o do any further driiling, and in fact, they though that
~he lease contract had expired and were preparing to reas-
¢iign me all, except the one party, when they discovered that
ihe operator had applied for this 2d-acre spacing, ‘hey
vere not aware that that had even happenad.

Q Let me go pack and agk you what the cost
- f the Scott %o. 1 Well was,

b2} The Scott to., 1 ¥ell penetrated the Wolf-
.awp Reef at approximately 10,800 feet, i1t was a wildcat,

It was drilled on down to 13,200 feet to test gome lLower
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connsylvanian prospecis,

It was plugaed back then and compisted in
he  “Ynlfcamp. Tt had charged to lt the tanx bdattery an’
zompleted  an put on produstion for a total of approximataly
$700,2350,

2 ¥hat was the cost given by the engineer
in Case B595 for the irilling of --

A 3 {5 tostified thar it anzld Jast

e

1,100,000 to 4rill a2 well.

0 what'e your opinion of that fiqgure?
A I thin% {t's avsurd anl very misleading,
2 Let =me as< you about the Juna last effec-~

tiva date of Order nN-7783,

A Yo might note that the APC, who had the
yearinag, did not drill that well, It was actually dArillael

w Union of Texas under a farmout agreement with Florida ¥y-

»ioration Company, and APC later bought that well,

0 What relevance Aoes that have?
5 Wall, I question that they know how much

it Aid eost to dArill i+,

2 et me go back now and re-ask the nuesg-
Lion on June lat, the effective AdAate of Order 2-7992,

What -~ do you find any reason for noving

sk o June last, 1982%7

A ™a hearing was held in May. T™he order
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e28 isgued in July, T think July the 12th, but was made re-
troactive to June 1, 1985, for what reason, 7T don't Xnow,
except that by makine that order retrcactive to June 1 you
allowed the operator of the Scott No. 1 to void his contract
#ith me, and that to me is the only thing that could poa-
ainly benefit from makina an order retroactive from the date
1t was issued.

There was no allowables involved, produc-
~ion, anythino else. Fha only thing involved wasg the con-
tract that theae people had with me, which called for dril-
ling %y June 15th.

4) ¥Men you say -- when you talk about an
illowahle, are you saying that no additional oil could be
nsroduced under 40-acre svacing or 80-acre spacing?

A That's rioht,

n 8o there was nothing to gain by going to
N-~acre spacing?

A Except to void my contract,

s} Mr., Scott, do you have anyvthing further
te add tc your testiwmony?

.Y I don't think so,

MR, PADILLAs I tender the wit-

nesg for croas examination,

MR, STOGHFR: Mr, Kellahin,

your witness.




10
1
12
13
14
15
16
17
18
19
20

21

23
24

25

b

R, KELLAMIY Thans vou, ilr,
A5 25 T3 F ol

Hr, Scott has indicated vhat e
a3 raviewved the transcoript and exhibits from che Hay ath,
1 93% hearing in Case 3523, sir. I wonder if we night take x
romant and get a copy of the tranecrint and exhibits from
~he case file, if we "ave those available,

Do we also, sir, have conies »f

the Exhibits One through Six that were used in that hearing?

{here followe? a dlscussion off the record,)

MP, ¥DLLAHIYN: I belisve every-

naidy hasa a copy of the tLranscript, Xr, Uxaniner,

Are there coples of those aexhi-

Mits thae ware used in that hearing? Are thay in your casc
fite?

MK, STOGUEPR: Yes, thay are.,

MR, XELLARIV: May I Dborrow

those coples?

TROSS IDXAMINATION
Y MR, KELLAHIN:
0 Mr, Scott, Mr., Padlilla asXed yrou when he

aualified you as an expert, air, yvour backacround, and T he-
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tigy?
A forrect,
o As a geologist, sir, have you revi

w

ng on May 8th, 19857

 iong, Thera were a numbher of conclusions drawn.

S

'y All righte, sir, In reviewing the t

coript and the exhibits Qo you have any obiection to any

Citnags?

A I'» -~ the -- yes,

2 ALY right, sir, and what are those ob
tione?

A In his correlations witi the -- Irom

cross saction that goes through the well, the -- the Gil
sell over to a well by the -~ deaignatead as the No. 1 A

Led 3

‘er Wall encountered porosity in thes same seciion, same

L

ieve  your aducational packground wasz in the fiald of geol-

ewved

transcript and the exhlbits used by Apache in the hear-

A I have,

3 ¥ith regards to the geologic portion of
that hearing, sir, have you come to any differeast conclu-
iions as a geologist than were expressed in that previous
raaring?

A I Jon't know what you mean iy conclu-

ran-

r
o

*he  testimony wmade on behalf of Apache hy their geoloqgic

jec~

liam

lex~

snler Well, which was a dry hole, he stated that the Alexan-

poOYr-
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asity in the Gilliam and in the Scott ¥o. 1, and I 3o not
think that's correct.

That porosity is -~ it's in the reef, but
it obviously is a different porosity. It'a not tied to,
it's not communicated with either of those other two wells,

Also he indicated that the filliam Well
had exactly the same porosity as in the ¥nstar Scott No. 1
and that is also an {naccuracy. The Gilliam Well had some
porosity above that develoned in the Scott Mo, 1 in the
dol fcamp Reef,

2 Area there any other ohservations, coon-
nents, or objections that yvou would like ¢t express, Mr.
5cott, on behalf of a review of the testimony by the prior
yeoclogist?

A et me run throuch this for just a se-
cond., I don't remember all of the thinas,

He -~- he indicated that there was a
rather homogeneous porosity hetween the Gilliam and the ¥n-
star iells that -- that I don't agree with. T think that
the norosity between the two, those two wells is also rather
irregular. Some of it undoudtedly is connected; other narts
of it is not --

MR, PADILLA: HMr. Examiner,

3 ~= in my opinion,

MR, PADILLAs: Qur next witness
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#1111l go more into detail on geolonic differencee and (not
underatood.)

Q Other than thoee comments, observations,
Mr. Scott, do you see any others as a geoloaist that vou
~would exprees in terms of a review of the Apache geoclogist's
testimony and exhihite?

A Yes, Mr. Brunner testified in response
te this guestion, I ouote:

De vou see any adverse consequences to
any correlative rights of any parties involved in this pool
should we now change this from AQ-acre dedication to RBN-acre
ledication?

And his answer was, "No, I 4o not.,"

And that most certainly is an inaccurate
statement hecause if my correlative rights weren't at stake,
[ can't imaqgine whose were,

O I beliave that's at the and of Mr. Brun-
ser's teatimony.

A That's on page 14,

2 All riaqht, sir.

MR. KELLAHIY: #r, Examniner, we
vould requeat that you take administrative notice of the
crangcript and the exhibits in Case 8535.

MR, PADILLA: HNo obijection.

MP, STOGHNER: Administrative
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notice will be taken of Case Number 0595,

0 Mr., Scott, let me ask you some questions,
gir, about these -~ asowe zpecific arean of your direct tes-
timony.

I'd like to first cf all focus in on the
June lst effective date, Noes it satisfy vour objection to
the Division Order if the effective date of the order |s

made some date other than June lst of 'a57

153}

A SO long as it was not a retroactive or-

der.

Q 80 1if the order i{s wrodified and made ef-
factive as of the date the order was sianad, which is the
July 12th date, would that satisfy your ohijection?

A I have no obiection but I can't imagine
your client being willing to do that hecause if I would read
the contract corragctly, thev would have «o assigqn me one --

an additional one-~half intevest in the Scott No, 1 wHell,

o My client's APC Operating, Mr. Scott,
A I'm sorry.
0 I don’t know if they will do it or no%.

The purpose of my question is does it satisfy vour concerns
shout the pooling and the spacing --

A Hot really, thouqgh certainly T would
benefit from that, but I'm firmly of the conviction that

this well, this nool can be aconaomicaliv developed on 40~




10
1
12
13
14
15
16
17
18
19
20

21

23
24

25

34
acre spacing. It has paid out under 40~acre spacing. It
has shown a qood rate of return under 40-acre spacing, and
after a year and a half of history of production, I s&«e no
raason whatsoever to now go to l80-acre spacing,

What we need to do to insure orderly
development of this reservoir is to continue 40-acre spacinn
an explore the south extension of this pool. It very well
may extend for a half or a mile to the south. There is no
well that limits the production on the south end of the reef
and for conservation purposes, for every logical reason, we
should retain 40-acre spacing until we have at lemgt limited
the south end of that pool.

That's mv objection,

4] So changing the effactive date of the
pool rules from June lst to, say, July 12th of '85% does not
satisfiy all of your obilections.

A That's correct, bhut they would satisfy a
helluva lot more than the June lst date does,

0 1 believe in vour direct testimony vou
nade refergnce to the V-~F Petroleum Allen No. 1 Well --

A Yes.

1 -- in the southeast of the saouthwest
juarter of Saection %No. 1.

A That's aorrect.

< And that was a dry hole,
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A That wag a dry hole,

& Does that not Jdefine the southern limits
5f the ~-

A No, it defines the oastern extent of the

reef, which runs north/northeast scuth/snuthwest, or sgouth,
Je don't know exactly where it goes ts the south,

G Let me have you --

A It missed the reef., Fxcuse me, it missed
the reef on the east side, the front side of the reef, the
same as the Enmtar Ho. 2 did, Those two wells migs the reef
3n the east side and are almoat identical.

The V=F Petroleur did have, according to
2 log interpretation by Schlumberger, which they did for me,
a2 few feet of pay in the top of the reef. I attempted to qo
»ack  into that well and with the intent of recompleting it
in the very top of that reef and ! thouqht that we nrobably
could make 3 well. I spent about fif{teen Javs and a lot of
noney trying to qget inte that 8-5/%ths inch pipe and
zouldn't do it, so T backed out and that's wheri we drilled
zhe Late ¥Mo. 1.

N All right. Let me direct vour attentinon
ww to the effect of 40 versus 30 in the west half of the
southwest qguarter of Section 1,

We thave in that 30-acre tract, we have

mder the farmout with Zdsel a certain relaticnship whereby
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vyou and your family have a 25 percent working interest if we

ralculate it --

tion on the

A
8]
A

Q

That's correct.
== plus a royaliy,
Yes.
And you would have that share of produc-

Scott No. 1 Well whether it's spaced upon for-

ties or sichties,

orties,

A

[s)

-

Yeg, sir,

All right, If the spacing is set up on

then we would have the southwest of the southwest

nf Saction 2 that is not dedicated to a well.

4lmacre

A That is correct.

0 Do you propose to drill a well {n that
trace?

A I think I probably would, ves,

G tave you made any decision about when vou

would comnmence <drilling a wall?

A

Actually, when 1 thought I had a reas-

nigament coming and the Edsels had actuallyl written a let-

~er and

valking

asked the other people to reassion to me, [ was

to

a 4rilling contractor about getting started on

rhat well quite scon hecause of my short term lease to the

routh of that, which I wanted to evaluate before T ran out

f.‘f ti!!‘ﬂ.

and I was at the point of beina very serious in my
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reqotiations when the corner of the tent feil in.

Q Let's agsume that the Fdsel farmouts take
i"lace and you're reassigned the southwest of the southwest,

A All right.

Q And let's also assume that the Commission
irontinues A0-acre apacing f9r the wvool., What will be the
offect of that fact situation upon your participation in the
sJeatt No. 1 Well?

A Weil, I don't guees it would he chanaed.

Q Would you not incresse your share in the
3cott No. 1 Well?

A 1f the June 1 date orevailed?

Q No, sir, if the June i riate dves not pre-
vail, if Fdsels have to make the reassignment.

A 1'Ll assume the ansgwer tn your question
is yes, but that's a legal question and I‘m rot really gual-
ified and I've not had an attorney study that, actually.

0 I'm gorry, I didn't mean to make my ques-
tion so unclear as to require a lawver,

My purpose wag to have you tell me {if you
calculated what the working interest and rovaity interest
will be for you and your family and Mr. Late under a fact

situation where the Fdeels are required to raconvey to  you

. the southwest of the soutnwest, to dedicate 80 acres, then,
25 |

to the Scott No. 1 ¥Well, and aither have tc force pool you




10
1
12
13
14
15
16
17
18
19
20

21

23
24

25

38
LQ get you to participate with the 40 acres or some volun-
.Ary agreement,

My guestion is whether or not there's a
difference in interest between whether you participate with
.ne 80 dedicated to the Scott well under that fact saitua-
Lion.,

A Well, as I thought Y explained in rather
detail, we need to extend or to limit this pool to the south
and arn orderly development of that pool would call for dril-

~ing of a well in the southwest of the southwest of Section

If you 30 to the RO-acrs spacing as ap-
nrovesd, it would force the next locatisn to mave a half a
nile to the south in an attempt to establish south limits of
whe pool and as narrow as that reef is, that's a very
‘.r2acherous distance to bs moving.

G Do you or your family have any Wolfcamp
righta in Section ll, the section southwest of Section 2?

» Sertion 11, nao, we 46 not have.

o Mr. Secotz, have you had any -~ with re-
gatrds to this specific area, Sactiona 1 or 2 in the wolfcamp
-~ have you had any correspondence or communications sither
Yrom you or to you from Apache or AP Operating Partnership?

A Mo, giv, T don't enhink sa,

M, EELLAHRING I have nothing
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further, thank you.

MP, STOGNER: Mr. Carr, your

sitneas,

CRO3S EXAMIHATION
Y MR, CARR:
o Mr. Scott, just a few cquestions.
At the prior hearing vou testified ¢hat
production information waeg aiven on ths Scott No. 1 Well,

which was apparently in error.

A Ho, I 3id not say that,
O 511 right, what did you aay?
A I said that the testimcny was that this

field would recover 44,000 barrels if it were developed on
40~-acre spacing, an? that recoverv would go to 65,000 bar-
rela if A0=-acre spacing prevailed, amd I said at that -- andg
there was no testimony whatsoever abhout ~ow much oil  the
Scott ¥No, 1 would produce, Actually, at that time, early
part of “ay, that well haa already produced owver 100,000
harrels of oil.,

G Do you Xnow what the vyoduetian from the
Ziliianm Well was at that period in time?

A Ho, 1 do not.

A Do you know enerally how the «~- that

well comparss ¢ the Scott well in torma of 4its  producing
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capabilitcy?

A It has approximately one~half of the net
pay in the reef. 1It's on the -~ it's back of the reef front
and as you back into the lagoonal facies of a reef vyour
porosity bhegins to pinch out and actually that's what causes
the back side of a reservoir, and in this case it had -- the
porogity in the Mo. 1 Scott had pinched down to approxi-
sately half of what was in the Gilliam, however, again you
can't really correlate those streaks of porosity with any
jreat deal of accuracy.

Q In correlating those streaks of porosity
7ou  testified that you have looksd at the testimony pre-
sented on May the 8th and that there appeared to bhe in the |

3illiam %Hell above that that was ancountered in the Scott

do0, 1,
HOW ==
A That's =my ovinion, ves,
] How my question is, that porosity in the

3iiliam that's above the porosity in the Scott No. 1, is
that a separate zone or i{s that an additicnal zone?

A In addition to what?

Q In addition -~ are there also zones that
io corralate hetweaen the two wells.,

A There are zones that do correlate, ves.

Q 50 your testimony wasn't that there were
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different porosity rones, it’'s just that there is an --

A ¥Nao.

Q -- adZitional higher --

A Yes, vou're correct,

Q All right. Your testimony was that in

your opinion the area could be economically developed on 4G-
acre spacina. fave you prepared, or has anyone prepared
drainage calculations that would show the area that would be
Arilled by a well at the Scott No. 1?

A I believe we will nresent suffictent avi-
dence for you with the next witness.

Q All right. Now when we look at the ac-
reage  available to be dedicated to the Scott Mo, 1, 1f we
agsume tust for the purpose of the guestion, that it's 90-
acre apacing, I just don't know, is there something that
#ould control what acreage would be Aedicated? vould it

aave to be the southwest of the southwest of Section 2 or

s»ould it be --

A In my opinion, ves.
0 And why is that?
A Because {t’s really the only offaset loca-

tion to the Scott Mo. 1 that's untested.

Q There would be a possibility, however, to

arient the AC-acre apacing unit in another fashion, 4is that

St true?
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A I suppose so©, but vou'd have to include a
d4ry hole in a producing 20 acres.
¢ I1f that was done, would that then triqger
a reassignment of -- of the acreage to you that you would

need for a drilling location?

A No, it would not.
Q It would not.
A I'm sorry, I'm not sure I answered vour

guestion. It would triager reassignment to me of another 40
that would go with the 49 that the %o, 1 Scott ia on, It
would trigger the reassignment to me of the southwest of the
southwest, which {is really the 40 that I think should be
reassigned, I think has notential,

Q So if a new C=-102 was filed dedicating to
the Scott No. 1 the northwest of the southwest and also the
northeast of the southwest, albeit the dry hole there, vou
would then be under vour agreements with all the parties in
a pogition where they would be reguired to reassign to vyou
the southwest of the southwest,

A That's correct,

o] Okay, And to vyour XxXnowledge has
anything been done to indicate which of those tracts will in
fact be added to a spacing unit, {f in fact additional
acreage must he added to the Scott No. 1?

3 Mo, 0f course in the hearing they asked
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for the southweat of the southwest to he assigned on stand-
up eighties.

& Do you operate other properties or have
interest in other properties in YNew Maxico?

R Yes, I do,

G Do you have -- are vou on the 0il
Commission's mailing liet?

A Ho, T am not. I asked if I operated anvy,
I have interest in other production. 1 don't operate any
properties.

0 Right, How many other wells do you have
an interest in in New Mexico, just as --

A Two,

Q Two others. And I believe you testified
that the Scott No, 1 was actually drilled by Pdsel. 1Is that
your understanding?

A No, I think Enstar actually drilled that
well as the operator for the participants in that farmout.

Q put your communications, like vour Exhi-
hit Number One, are direct to the Fdsels and they ~-

A I made my contract with Robert Edsel,

0 And then it ig the Edsels who would noti-
fy other people with whom they have contract arrangements,

A That's true,

MPE, CARR: That's all I have,
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MR. STOCNERs Mr, Padilla, re-~
direct?
MR, PADILLA: Ho, I don't be-~

lieve 1 have any cuestions at this time,

CROSS FXAMINATION
Y MR, TAYLOR:
Q nid you receive any notice of the appli-

cation in Case 8595 or have any knowladqe that that case was

A That's the case we're talking ahout to-
lay?

0O Right,

A No, I did nnt,

o This case that --

A I 4id not. Neither did, to my knowiedge,
any of the other operating partners, nonoperating partici-
Dants.

If I had seen an advertisement of this
hearing, I question that I would have recognized it. I had
nevar heard of APC before,

The sign on the well says the operator is
Apache and I don't know what the relationahip is hetween APC
and Apache but I assume Apache is the operator and why they

made application in APC I don't know, T doubt that T would
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1ave recoqnized APC as being the orerator of the offsetting
well even if 1 nad seen it,

0 In the previocus hearing, 035%5%, thare was
testimony, and I believe they're referring to drilling the
vell, which is the well near your --near the -—-

A It's a direct offset to the Scott ¥o. 1
ro the west.

] And the testimony in that case was that
>n  40-acre spacing that well is economically unattractive,
is “uneconomically® attractive, the testimony says.

Do vyou have any knowledge on which you
sould give an opinion as to whether that is a correct eval-
1wtion or not?

A I wouldn't know hecause I don't know how
‘much  they spent drilling that well. I know they did not
1ave any trouble, so I can't imagine it helng more than
1700,000, though they used in their figures a Million One.

I don't have those actual fiqures. I
don't know how much that well had recovered as of that taes~
<imony. 1 do know that as of now, a few months after that
.estimony, that well has produced 57,000 barrels of oil and
+~ or if you would run the figures on, say, 650 or $700,000
<08t of the well, I think that would give vou a fairly good

rate of return.

Q Is it your testimony as tc the Scott Ho.
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1, 40-acre spacing for that well would be a2conomically at-
tractive,

A Ho guestion ahout it.

O That'e atl. Vell, one further guestion.,

In calling for ths hearinag this morning
3id you give notice to the other operators in the area?

.S I encouraged Mr., Padilla to be sure to
1wtify everybody that had any interest whatsoever in that
vell,

0 Thank you. That's all the guestions 1T
1ave,

MR, STOGNER: Any further ocuesg-
tions of this witnessa? 1f not, he mav be excused,

A Thank you.

MR, RELLAHIN: May 1 request a
ten minute recess, sir?
MR, STOGNER: You may thave

that, a ten minute recess at this time as reguested,

(Thereupon a recess was taken,)

MR, STOGHER: I have one ques-
sion for Mr. wilton Scott, I1'd like to recall him at this

iime.

MR. PADILLA: Qercainly,
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CRHOES FXAMINATION

3Y MR. STOGWER:

0 HMr, Scott.
A Yew, sir.
o On Fxhihit Number One, that's your letter

to Rohert P. E¥dsel?

A Yes, asir,

5] Your date shows June 3lat, 1985 on the
first page and June 19%th, 1985 on the second page, Alasa,
there i3 no 3lst of June, Could you straichten me out on
that?

A Chviously, wae made a mistake with the
31st figure. I don't know what -- I don't remember what the
-= June == oh, ! see, it's dated June 1%th.

I assume that the 3lat is a typographical
error and the letter was written on the 19th, because it was
to be written soon after the June 15th date, and I was at-
tempting to notify them as soon after that date as feasible.

And 1 assume that somehow we 3just got the

' wrong date on the first page.

0 Thank you, Mr. Scott. 1 have no further
auestions., You may step down,
$ir, Padilla, pleaae continue,

MR,  PADILLA: My, Pxaminer, I
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zall William Mcfoy as my second witness,

WILLIAM G, MoCoY,
peing called as a witness snd being duly sworn upon his

c>ath, testified as follows, to-wit:

DIRECT EXAMINATION

8Y MR. PADILLA:

Q Mr. McCoy, would you please state your
name and what your connection with the applicant is?

A My name is William G. #ecCoy. I'm a con-
sulting engineer and geologist residing in Santa Fe,

I've been retained by ¥r, Scott to review

Case 8595 and its effect on his interest,

Q Have your credentials ae a petroleum en-
jineer and a petroleum ganlogist been accepted at previous

testimony before the NDivision?

A It has.
Q It's neen accepted as a matter of record?
A It is.

£

And have you made a study of Cage 1’3598 -

A I have,

Q -= and tha resulting order?

A I have.

g Have you made an independent study of the
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Hortheast Caudill Wolfesmp Pool in -~

A Yes, I have,

2 -~ .23 County?

A I have.

o] Tell us, sir, what materiale -- well, Mr,
Examiner, 1 tender Mr. McCoy as an expart geologist and en-~
yineer, |

MR, STOGNER: Are there any ob-
jections or questions?

If not, he 1z g0 qualified,

MR, PADILLA: In addition at
this time, Mr. Bxaminer, I would move the admission of gxhi-
bits One through Six that were introduced by Mr. Scott,

MR. STCGNER: Are there any oh-
jections?

MR, FKELLAMIN: T believe we'ves
already noted our obiections, Mr. Stogner.

MR, STOGNER: On any of those
particular exhibits or just the recommendation of taking ad-
vrinistrative notice on Case Number 877

MR, PADILLA; 1 don't helieve
thare were any objections to the exhibhits.

HF, STOGNER: 1 don't remember

{t, either.

MR. XELLAHIN: I have no objec-
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tions to the exhibits,
¥R, CARR: ¥Nor have I,

HE, 8TNGHER: Thank you., Exhi-

bits One through 8ix will be admitted into evidence.

Q Mr. 4cCoy, what materials have vyou
studied concerning Case 85952

A My first research started with the testi-
mony provided in Case 8595 and the exhibits presented there-
with,

0] Did you also make an indenandent study of
the pool?

A Yes, I did, I accunulated the production

figures on the Gilliam and the No. 1 Scott and determined
the cumulative production, gas, oil, and water; made a rouqgh
estimate of the gas/water ratio, gas/oil ratio and wataer/oil
catio for the first five months of 1985,

0 DPid you communicate with any other engi-
nears or geologists who were involved or had knowledge about
the Northeast Caudill wWolfcamp Pool?

A 1 ai4d. In the file I found a copy of a
letter addressed to Mr. R, L. Stamets of the il Conserva-
tion Division, signed by Jearry Gentry, Michale Kennard,
>wight Smith, Bruce Johnseon, and Nick Lsuenberger, who wero
employees of Plorida Exploration Company wito drilled the

well and expresaing their opinion on the ¥o. 1 Gilliam anA
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tiie potential 8G-acre spacing.

o Lhich of these neople 2id you contact?

A 1 firet talked to fir. Jerry Gilbert, who
was a supervising engineer on the well and to Michele Ken-
nard, a geologist who developed the prospect for Plorida Ex-
ploration.

Q Are these people with flerida Exploration
or who do they work for?

A Today Mr. Gentry and Miss ¥ennard work
for Houston Hatural Gas in Denver, Colorado.

¢ Uid any of these people provide any
naterials for vour examination?

A Yes, they did, Miss ¥ennard, who was the
jeologist, transmitted to me a bottom hole pressure survey
on the Gilliam and a cross smection that she had prepared in
leveloping the prospect,

Q Let wme refer -- you nay step up to the
wall where we have nung the exhibits at this +«ime,

Mr. McCoy, I ask you to refer to what w
nave parked as Exhibkit Number Seven and ask you to identify
that for us and what i1t shows.

A Okay. Seven is a cross section presented
>y Apache Corporatiorn in their retition for the SO-acre
srracing, Now the significance here at this point is not

correlations,
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“ha  sac¢tion, just lonk at the titles,
title "iock, the writing down below on the Gilliam dell, and
you <can 100k at the <orralations through hers on the sec-
tions,

Apache Torporation's Mr, Srunner, R. L.
Arunner’s testimony, are these -- thig is one of two cross

sectiong presented ~- "Were these cross sections prepared YHv

you?™ “Yes, they were,”

2} Wherse 1id you find that ~--

A This came from the haaring file pre-
jented,

ta) And is that in the transcript of the

rearing fila?
A It is, I believe, on page 82
MR, STOGHER: hat page? I'm
WorTy?

& Yerh, nage 8B, about the third question,

0 Let me refar you 0 what we have marked
as Applicant's Exhibit Yusmber Fight and ask vou to identify
hat,

Y This 18 a cross section which T received
Trom Miss Michele Kennard, one of twa cross sections she

srepared for tha nrospect.

Here again we notice all the symbols, the

correlations, the writing on the logs, all this information
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prepared oy #fisges Kennard in Cctoher of 1984,
These two sactiong are identical,

Q How does that relate to the testimony

siven by Mr., Brunner?

A It's in conflict with nhig Testimoay.
Q In what respect?
A That apparently the title block on Miss

Rennard's cross section was replaced with one by Apache Cor-
DOTARL IO,

o Are you saying that the -~ ars vou saying
that Mr, 2runner did not prepared that exhibit?

A From what 1've seen here thav Ls what f
would have te base ny opinion on.

G In your communication with Migs Yannard,
wnhat did she say concerning Bxhibisc Number Tight?

ME, KELLANHIN: Mr, Examiner,
I'm going to object to the hearsay testimony from this wit-
ness  ansnut what Miss Kennard gaid or did not  say. That's
hearsay.

MR, PADILLA: Hr, Examiner, he
has personal knowledge, g had a3 communication with Misc
fennar’? and I think he's allowed to talkx about=- testify
concerning his conversation with her,

MR, STOGHER: dbjaction over-

ruied, You may continue,
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A Heil, my filrat convarsation for informa-
tion with Miss Kennard was on $friday, August 9th. She
transmitted the data to me, which I recasived on Monday, thae
lith,

On  recelving this cross section 1 im;-
tedintely recognized in my mind I had gseen it before in the
case file, I then called Miss Xennard and questioned ter
about why the Adiscrepancy in these cases and ahe advised
that Apache's geologist, and no name was niven, had callad
1er regarding this case and said that they were presentinc
it because Union of Texas 4id not want ta nhe involved in the
1earing.

Q May wa --

A And this was her arass section that sghe

s} Taxae your seat at this time, Mr, MHaCov.
I hand you what we have marked ag Exhiblt

lumbar Hine and have you identify that for the Examliner,

A Exhihit Tine is the letter Y've previous-
.Y referred to from the amployees of Tlorida !latural Gas to
Mr. Stamaets, expressing their opinion on the Cilliawm tn, 1
'iell and the spacing problenm,

2 Ware the 2ontents of this letter included
~n the record of the Case 85952

A I founrd nn rafarance in the file, tha in
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0 Tan you summarize for the EIxaminer tha
tontentas of the mattera contained in this letter?

A gsgentially they informed -- they were
informing the Commission anout the productinn from the No, 1
31lliam and its reaction after completion, and subsequent,
they reperforated the well in a section above the Scott/cil-
iiam original completions, an interval at 10745 to 10792,
and thay acidized those perforations and recovered 530 bar-
rels of o0il per day water~free,

@ Is that good or »ad production?

A Exceptional production. It's above tha
allowable for that dapth.

Subsequent to that, in Kovember, 1984,
they were trying to deternine where the production was ocow~-
ing from. They ran a temperature survay and found accordng
to their analysgis 75 percant of the production was coming
from the upper set of perforations, a sesction which is no:
prasent in the No, 1 Scott,

Then they evidentiy, thoy malde further
tegts on it and found ocut they had nrocduction problems and
cut Ltha paraffin and increased the nproductisn to %00 harrels
again, after the well had decreased to 225.

And following that evidently the well was

transtezred to Apache {orporation March lst and has since




10
n
12
13
14
15
16
17
18
19
20

21

23
24

25

1%
continued to decline with an increars in water nroduction,
It’s their opinion that the production is

coming, water produztion is coming from the lower set of
parforations and {t'a their opinion that the Gilliam, since
it was completed water-free structurally lower than the
3ottt Well, that these wells are not necessarily prbducinq
from the same formation,

2 How nes that relate to 40 or 80-acre
spacing?

LY Hell, in ==

MR, EELLAHIN: Hr, Rxaniner, at
this time I'm going to obhject to this question and the pre-
vious question, move the teatimony of this witness he stric-
ken and require that this exhibit not be adaitted into evi-
jance,

This is simply hearsay upon
hearsay. Theese people obviocusly have a vested intserest in
the property, they indicate they're overriding royalty
interest owners. Thaey've expressed opinions upon which now
Mr. McCoy wants to recite for the record. Thay are not here
to be cross examined, They are not avallable for us to talk
Lo Tt vieclates our rights to due process, and we oObljact
not only to this exhidit hut to Mr, MeCoy's testimony hased
upon facts which he docas not know of his own direct %now-

ledge.
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MR, PADILLA: Mr., Examiner, I
wave previously asked Mr, McCoy whether he has made an
independent study of this area and whether he hae had
ommunications with other experts or other engineers and
jenlogists, and he has indicated that he has.

He's entitled to rely on the
information supplied by those people, and if vou will let me
rroceed, I will in a few moments ask him whether or not he
ran corroborate this information contained in this letter.

MR. STOGRER: Mr, McCov, whers
1id vou get a copy cof thie letter?

A Prom the file 4595,

MR, STOGNER: And it is wmade

sart of the file in our records, is that riqght?
A Affirmnative,

MR, STOCSHEP: 'm going to let
fr, McCoy continue teatifying on this.

o Mr. McCoy, have vyou independently veri-
fied the contents of this letter?

A I have verified the perforacions of the

wvells being distinctly different in Miss Xennard's cross

section: that the well in the dilliam, the upper zone {s not
srofucing or present in the Mo, 1 Scott.
Production history, as I mentioned, I've

summarized, reviewed, and are fully familiar with the pro-
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Q Water oroduction and oil production?
A Yes, I have,
O Let me ask you now how this relates to 40

and 8C-acre spacing.

A I beliave the critical noint in the ~~
that's reflected in the cross sections is that we are deal-
ing with a heterogenecus reservoir, We have not one reser-
oir to analyze and put parameters out that we c¢an mnake
reasonahble estimates on recoverable resaerves, either on 40
ar 80 at this time,

I think we Xnow that, and it's pretty ob-
7ious that when you have a heterogeneous reservoir each zone
1as its own producing capacity.

I theae wells there hag been to attempt,
according to the record, to seqgregate each perforated zone
into its producing capacity. Very likely, a lot of cases
that we have of heterogeneous reservoirs, one zone may take
sver oroduction and preferentially deplete a zone, and until
such time as the pressure changegs the other gones may not
produce. So any attempt to use methods on homogeneous
regervoirs in applications to heterogeneous is, well, a lit-
tle bit shakv, really.

If we're dealing with a zone, for in-

stance, 1like the Bough ¢, and heare we know we're dealing
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«ith one reservoir, vyou can apply parameters to that one
zone.,

0 Are you saying that you can't compare the
oroduction from the Cilliam No. 1 well to the Scott ¥No. 1
#"ell because they're not -- because thay're not producing
from the same zone?

A Well, I don't believe I said that they're
10t producing from the same zone. I think from the cross
section, esquivalent zones in each well are perforated, but I
ion't Dbelieve I would want to say that five zones in the
sasic interval of the Lower Wolfcamp in the Gilliam Well are
:quivalent and producing at the same rate as the four zones
in the Ho. 1 Scott. I wnuldn't want to make that statement,

We might have one zone in the Scott pro-
iucing and three in the silliam,

0 Let mne hand you what we have marked as
Sxhibit Number Ten and have you identify that.

A Pxhibit Ten is a reproduction of Exhibit
‘ne nresented in Case A595, to which I have added my own in-

terpretation of structure, and certain other data that I

rave accunulated.

Q How is vour interpretation on that exhi-
2it depicted?
A wWall, first of all, tryving to rationalize

the reservoir limits drilled on nn Exhibit One hy Apache,
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there is no Dbasis in my opinion for drawing a reservoir

limit through the scuth part of the structure reflected by

“heir contours,

0 Why is that?

A We have no wells directly south until we
reach the Craig Well down in the southwest southwest of Sec~
:ion 12, is the only southern limit.

We have an eastern limit in the southeast

»f the southwest, the V-F Petroleum No. 1 Allen.

We have 3 western limit with the PanAm in

*he northwest of the northeast of Section 1i1l.

S hetween those two wells, using the

same data that they have available, looking at the logs on

the well in 12, the V-F Petroleum, the Scott, the Gilliam,

iand the PanAm, my interpretation of a ageological structure

running on a north/south, alightly east of north/south,

lirection i3 a reasonable interpretation hased on the data

wvajlable,

I find no reason, or no geological reason

o bring a =6300 foot line hetween the Scott at -6298 and

he Craig Well in the southwest of 12 at 6295, You cannot
ic that hased on reasonahle geoloaical contouring.

50 wy feature, as I have drawn it, ias as

~easonable, and probably more reasonable, than cutting of

~he reservoir limits arbitrarily as thev have done.
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A For the record the well in the southwest
southwesnt of 12 is the Parl T, Smith Mo. 1 Crockett.

How that wou Ld he a reasonable
interpretation inferring to me that there is further
2xtengion of this reservoir to the south and possibly the
najor part of the reef may may to the south along the common

line betwsen Section 11 and 12.

Q Dc you need further definition of that
00l to the south?

A I would say vou would need one or two
rore wells to even get an indication of which way the rcef
wes. But the main point here is that there is no reason
for the reservoir limit drawn on the map, as shown.

0 Let's turn now to the pressures that -—-
1ave you made a studv of the presssures of those wells shown
on Exhibit %umber Ten?

a Yer, T Thave. Based on the testimony
nresented in the case, there on page 27, let's see, on the
:onv of page 27 testimony was presented that they would
#xpect a pressure of 4500 pounds, or agreater, within this
Ares.,

To familiarize myself with an expected
pressure in the area 1 went back and reviewed certain drill
ntem tests as being indicative of potential reservoir pres-

sures within the area.
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in Section 1, the Tipperary Brittany Well
in the southwest quarter of the northwest quarter -- south-
rast guarter of the northwest quarter of Section 1, and
these are all tested {ntervals are approximately equivalent,
1ad an initial shut~in pressure on a drill stem test of 2952
ssi. Their final shut-in pressurs was 2482, which would he
1 decrease in 496 pai hetween initial and final shut-in.
That would indicate to me that we are dealing with a limited
reservoir on the north end.

The Pfrittany Well in the southwest quar-
ter of the northwest quarter had an initial shut in pressure
of 2990, final of 2772, with a decrease of ~211 psi, aagain
indicating a reservoir limited,.

The Sohioc Well, which actually was origi-
nally érilled hy (not understood clearly), was tested in the
equivalent interval; had an initial shut-in presgure of
3191, final shut-in of 1759, or greater. That indicates
that there is a possible wellhore damage initially in that
well,

Getting down to the filliam Well in the
northeagt of the sgsoutheast, the initial shut-in preesure was
2914: the final shut-in pressure, 209F, and still building.
It had not reached final.

Here also I looked at the final shut-in

rressure, which «~- I mean final flow pressure, which was
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1307 poundas. That, over the final shut-in pressure of 2992,
gives a ratio that indicates the formation 1is not too
porous. It's about an average porosity.

Moving over to the Fnstar Scott Well,
initial pressure was 33446 nsgi. The final pressure was 3339,
a differance of -7 pai.

On a drill stem test if your initial and
final pressures are with 12 psi vyou can assume vyou've
reached initial reservoir pressure.

The flow presssure in 3cott, final flow,
was 2767; over the hottom hole pressure of 3329 gives a high
ratio, indicating good porosity and permeability.

0 Is that -~ iz that pressgsure the highest
prassure encountered in the wells that you have =--

A Wwell, in the producing wells, but I was
going ot go down to the PanAm Weall in Section 11. There arse
no initial or final to hase that on, bhut they had a preassure
of 3822 psi, which would indicate a difference in reservoirs
petween the PanAm ¥Kell and the Scott Wall, bhased on the
Scott having only 3339 and apparentlvy i{nitial reservolir
pressure.

¥hen we get down to the ®arl T. Smith
Wwell in 12, southwest of 12, we Mnhave initial shut-in
pressure of 2750 and a final shut-in pressure of 1845;

definitely a limited or marqinal reservoir quality rock,
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How that would tell me that within this
area were I to drill a well 1 would not expect pressure,
producing pressure, probably, in excess of the No. 1 Scott
Well,

Q How dogs that compare with the 4500
pounds that were -- was tegtified to in the --

A The comparison is, there is actually no
comparison batween the two figures, I thnink the hasis for
that 4500 pounds was a rough ruls of thumb that scme people
use in a virqgin reservoir area, that vour gradient to be eax-
nacted is .432 times the depth. That's hydrostatic pres-
sure, and the proper application would he to reduce that for
the apecific gravity of the fluids you're drilling with, but
you're looking for a 45 Jdeqree API qravity, would give vyou

So I think where we actually have pres-
sure differences in the area, I think thevy're not as re-
flacted in the testimony in 8595.

Q wWell, 1is it better to use actual --
actual pressure data than --

A A rule of thumb, We have enough data in
the area to potentially examine what pressure we expect, and
as further notice I looked at the Denton lYelfcamp Field

arproximately six miles east of thig area and in New Mexico

2i1 and Gas Engineaering Committee Report for the vear 1954,

volume I, they showed initial reserveir pressure of 23300
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9 Let me hand you, since you've gone inte
that, Exhibit Number Xleven, and ask you to {dentify that?
A This is the copy of the data I obhtained

from the New Mexico 011 and Cas Fngineering Committee Re-

port, 1934, Volume I, reflecting the initial production in

the Denton Wolfcamp Field.

Q How far away is the Denton Wolfcamp =~
A Aprroximately six miles.
G Doea that «- is that -- how is that rele-

vant Lo -

R That jis a ~=-
2 -=- this cage?
A ~= 200d pnroducing field in the Wolfcamp,

yut it shows that when we start out we shouldn't expect
jreater presgsure than that field and that field is probably
313111 -~ gsome of the wells are still producing today.
Aut it does indicate to me that the Wol €~
anp in this area is definitely an under pressure reservoir.
o o does  that compare with the 4500
souvnds?
A Well, {f we are aoing to qo hask and make
#  comparison in the testirony on the same page, the infer-
ence 13 that we're seeino a depressed -- I'm quoting from

the record -- we're neeins a denressed reservoir pressure in
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the neighborhood of 1600 pounds, which is essentially a de-
pressed or a depletion of approximately ocne-third of the
original bhottom hole pressure, 80 we are definitely ~- s0 we
are ~- we definitely are sesing very effective drainace oc-
carring in this reserveir,

Now, according to my analysis, the infi-
tial pressure in the Scott is acceptable as initial bottom
hole preasure of 3349, Well, 1 call it 2247, and the presa-
sure in the Cilliam is 2408, which we have a record of,
showing only a 438~pound pressure decrease hetween the two
wells, or approximately 132 percent, not 33 percent as re-
flected in the testimony.

These are actual finures, They're not

1ypotheses,
Q How does that affect drainage?
A It would reflect that the drainage is not

significant as proposed in the Came 8395, There is a slight
irainage, which you would expect, bhecause at the time the
3illiam wWell was comnleted the Scott had alreadv produced
for one year and had produced 120,751 tarvrels of oil, 67,6948

L g~

HCF of gas, and 1,890 feet of water,

Sfa you would axnect a pressure  decrease
¥ there is any communication hetween the two, dut not sig-
nificant. That 13 percent decreass is not significant, in

try opinion.
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MR,  TRYLOR: Yrecuse me, Mr,
teCoy, you sajid feet of water,
A Barrels,
MR, TAYLOR: »id you mean bar-
volm 0Of water?
A 1,820 harrels of water,
o Let me hand you Exhibit Number Eleven and

have vou identify that for the Examiner,

A This?

o Exhibit “Twelve, I'm  sorry, Pxhibit
Twelve,

R This esxhibhit was furnished me by Michele

Kennard of Plorida ZSxwnioration, which is a bottom hole
presgure survey report from -~ on the Ho, 1 Gilliam on 9«2~
24, approximately or initial comnletion.

And the bottom hole extrapolated, the
awtton hole pressure is 220R8,.2 nsi absolute, and that is the
sressure I used in calculating the pressure depletion
netween the Scott and the MNo. 1 Gilliam,

Q S0 again we're geaing in that -~ thisg is

MR, XKFELLAHIN: I'm going to
>hisct, Mr., Txaminer, o the attornsy for Mr. Scott
racharactarizing the axpert witnass' tastimony, That's

inappronriate,
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MR, PADRILLA: I'll rephrase the
question, Mr., Examiner.

O How does that pressure reflect the drain-
age for the Gilliam Mo. 1 Well?

A It Jdust signifies that there has heen a
432 psi decrease, assuming that the No. 1 Scott was draining
this area starting at initial bottom hole pressure of 3346
in the Scott Well and running this pressure survey of 2908,
that there has been some drainage, but realizing that we are
nly 990 feet apart between these two wells, vyou would ex-
sect some drainage.

Q If you have actual lower pressures, I be-
lieve vyour testimony has been that this pool {s underpres-
surized, how does that affect 40 versus 80 acre spacing?

A Well, based on the data avallable today
and my interpretation of the data, there is nc indication
that there would be effective drainage over an S80-acre
s.ract.

Q Let me refer you to page 27 of the tran-~
script at the second line from the bottom. There's a figure
there of 47.3 acres, Can yvou tell us what you believe that
tigure to mean?

A 1 have no data in the file to reflect how
that fiqure was arrvived at,

Q Could that -~-
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A It is merely opinion.
Q Could that fiagure also indicate that the
remaining acreaqe on an 80-acre spacing would be undrained?

MR, KELLAHIN: I'm going to ob-
ject to the question. The witness had already told him he
coulén't answer it, so he speculates for him on opinion.

¥R, ATOGHTER: Rephrase vour
question, Mr., Padilla.

0 Repeat for me what you bhelieve that fig-
ure to nean.

MR, KELLAHIN: I believe the
question has been asked and answered, Mr. Examiner. e savs
he doesn't know what it means.

o Let me -- let me ask the qguestion. Is -~
rephrase the question,

In vyour reading of this transcript and
the materials presented in connection with Case 8595, d4igd
you find any justification of how that figqura was arrived
at?

A I found no data in the record of the
iearing showing how that figure was calculated,
o Assuming that fiqure is accurate, would

it indicate that on 80-acre spacing there would be some un-

Arained acreaqge?

A At the time thisz was calculated, ves, it
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would,

Q And how much acreage on R0-acre spacing
would be undrained?

A It would be 33.7 acres.

Q Let me hand you Exhibit “umber Thirteen
and ask you to identify that,

A Exhibit Thirteen is an approach to calcu~-
lating payout and return on investment on the No. 1 Scott
and the Ho, 1 Gilliam.

This was prepared based on a completed
well cost of $700,000 reflected by my discussion with Mr,
Scott on well cost.

I then calculated the -~ or tabulated the
cumulative production through Juns lst of this year and
then, using a fiqure preasented in 8595 on gas price and oil
price, which are summarized down below on assumptions, I
calculated the gross barrels of oil required to payout the
well. This would be in both cases 34,000 barrels.

Subtracting that from the cumulative vyou
come up with profit barrels and of that the working in-
terest, as I underastand it, is B81.25 percent,

We then calculate the net barrels to the
working interest and the value of those net barrels to the
working interest, based on a net price of $25.34 per barrel

on the Ho. 1l Scott, amounted to $1,811,789,
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tising the gqas price, gas recovery and
less operations of 51500 a month, the working interest oaas
income would be $167,911.

S0 the total value on the Scott would he
$1,979,700, The payout, according to my calculations, in
4.6 months.,

Uging this same analysis on the ailliam,
nut changing the cumulative to account for the actual pro-
Juction, we have a gross profit to the working interest of
§522,758 and a payout of 4.2 months,

The return on inveatment at this time is

G What do vou say at this time?
A That, number one, the Soott is an sconom-

ical prospect on 40-acre spacing and the Gilliam, I would

aave to, with only nine months production, it's kind of 4if-

ficult to make any reasonable estimate on a future rate of

return Decause we have no regarvolr data availahle to us to

make any estimated ultimate recovery.

0 wWhere dié you obtain the prices given in

*he assumptions section of that exhibit?

A That was Exhidit, I heliave, Pour -~
Q I.et me ask the question thig ~-
A Oh, it would be on Exhibit F~4 tabhle,

Reflection of Prices for 1988, 0il price, $27.54; qas

~rice, $31.06., That's gross, and my estimate of taxes is .8
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percent on oil and 11 percent on gas.

e} In other words you used Apache's figures

for thene —-

A Right.

Q -= agsumptions?

A Right,

9] Is it your opinion that payouts of 4.5

months and 4.2 months for the Scott No, 1 and aflliam Waells,
respectively, are aconomiz?

A T 40 helleve they are,

¢ L.et me hand you what we have marked as
Fxhibits Fourteen and Pifteen and have you ldentify both of
thomre exhibits for the Examiner,

A Fourteen is a copy of Exhibit ¥-Three in
“age }3595,

Fxhihit Piftean (s a cony of Exhibit
Three-A of Case 859%,

The FExnibit Fourteen reflacts an esti-
nated recoverable oil on 40-acre spacing of 43,792 bharrels
of ofl.

Exhibit Pifteen reflects an estimated ra-
sovery of 6%,362 barrels of 0il on 80-acre spacing.

0 How do these numbers, 53,792 and 65,632,

for 40-acre spacing and 80-acre spacing, reepectively, com-

sare with actual production?
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A In both cases, the Yo, 1 Scott has ex-
ceaded the 80~acre withdrawal on the present spacing. The
production, the cumulative production on the Scott as of the
first of June was 121,999 barrels of oil, and baged on 40
acres the No. 1 Gilliam has recovered 54,975 barrels of oil.

Both wells are still producing and have
not reached ultimate recovery.

o If we takXe these same figqures as shown by
Exhibit Fourteen, the figure 43,792, and we double that
figure, if we were to be on 40-acre spacing, let me strike
that guestion.

You made a study of how recoverable re-
serves would he affected if vou assumed that these two fig-
ures are correct.

A I have not made a study, I have reviewed
these figures and looked at those and it would infer to me
that if we take 43,792 on 40 and we continued 40, the infar-
ence is we'd double the production, which would be 87,584
barrels.

But if we go to B0-acre spacing we're
only qoing to recover 55,532 barrels, which would mean a
loss of 21,952 barrels.

Q Based upon their own fiqures.

a Based on the --

Q Apache's figures.
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A -=- two exhibits.

Q And we already know that actual produc-
tion 1is much higher than any of these figures even on 80-
acre spacing,

A Correct,

0 Let me hand you Exhibit HNumber Sixteen
and have you tell us what that s,

A Exhibit Sixteen is a copy of API Bulletin
D-14, 24 Edition, April 30th, 1984, which is titled Statis-

tical Analysis of Crude O0ll1 Pecovery and Recovery

Efficiency.

This article -~ this bulletin was refer-
red to {in testimony on the bottom of page 20 and I quote
from the record that the recovery factory =- recovery fac-
tor, the answer is, “Mostly experience of factor with this
type of pay, although they were verified by API Bulletin D-
t4,”

On the second page of Exhivbit 14, the

ctlosing paragraph --

Ao

Exhibit Sixteen, Mr. McCoy.

A Huh?

)

Exhibit Sixteen,
.Y Rixteen, second paae, closing paragraph

regarding the use of these factors.

The gubcommittee on recovery efficliency
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cautions against continued use of correlations from API Bul-

letin D=~14, Statistical Study of Recovery Efficiency, Octo-

ber '67 to predict recovery or racovery efficiency from any
one reservoir.

Furthar, o avoid any undue significance
neing attached to the correlations developed in this current
study, only those results required to substantiate the ex-
sress conclusions are cited in this revort.

In sssence, don't use the recovery fac-
torg that they have previously published,

4] Is that what Apache relied on?

A It is according to one of the factors on
~=~ the case refers to this hulletin as a bagis for uzing re-
rovery factors and on Exhibit Fourteen on the hottom, a com-
ment made by someone, API Rulletin confirmed, ND=-14, So --

Q Is that handwritten notas at the hottom
of that exhibit?

A Yes.

Q Mr. McCoy, do you agree with any of the
figures presented by Apache in Came B5952

A I find my findinas are different from
their findings, based on the data we have presented here and
investigations that I have made; that the pressure data is
not reliable; that the assumption that one well can drain 80

scres with a heterogeneous reservoir, as we have, i3 ques-
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tionable; and I did not prepare any radius of drainage be-
cause I didn't feel it was cur position to prove drainage.
The drainage basisz s strictly on Apache's back. If thevy
can't prove it, then 1 think we should maintain 40 acres.

MR, KELLAHIN: I'm going to
move %to strike those last comments, They're arqumentative
and beyond the scope of his expertise. They call for leaga
conclusions and they are objectionable,

MR. STOGNER: The record will
8o reflace,

ME, PADILLA: 1Is that a ruling,
Mr, Fxaminer, on his ohijection?

MR. STOGNER: The record wilil
80 note Mr, Kellahin's ohiection.

Q ¥r, McCoy, would BO-acre spacing be in
the best interestes of conservation of oil and gas in the

Northeast Caudill Wolfcamp Pool?

MR, KFLLAHIN: Objiection, Mr.

. Examiner, that calls for a leqal conclusion by this witness,
20 '

it is the provence of this
examiner to determine what decision is in the best interest
of conservation for the State,

MR. PADILLA: Mr., Examiner, I
think 1I'm seimply askina for an opinion as ¢to what his

testimony has been insofar as conservation is concerned,
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MR. STOCGHER: Overruled,

A It is my opinion that based on the data I
have seen that 40-acre spacing is economic and would he in
the best interest of recovering the maximum reserves under
a2 proration unit assiqgned on 40 acres.

Q Would 40-acre spacing in vyour opinion
srevent waste?

A It would,

MR, PADILLA: Pass the witness,
4r. Examiner,

MR. STOGHER: Mr. Kellahin,
four witness.

YR, XELLAHIN: Mr. Padilla, are
+ou tendering exhidbits for introduction at this time?

MR, PADILLA: Yes. I would of-
“er Exhibits Seven through Sixteen at this time,

MR, STOGNER: Are there any ob-
jections?

MR, KELLAHIMN: ¥Mr. Examiner,
we'll object to Exhibit Bumber Eleven, which is the produc-
t.ion information on the Denton HWolfcamp Field.

It is our contention that WMr,
padilla has failed to lay the necessary foundationary (sic)
cuegtions to show the relationship of the Caudill volfcamp

to the Denton Wolfcamp Pools, and therefore we object to
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this exhibit,

We have no obijections teo the

other exhibits.

MR, STOGHER: Your obhijection

will be so noted.

Fxhibits One -~ or what was the

nnmbera?

MR, PADILLA: Seven through

2ixteen,

MR. STOGNER: Seven throuoh

Siyteean will be admitted into evidence.

CRORS EXAMINATION
Y MR, XELLAHIN:
0 Mr. MeCoy, let me direct your attention,
sir, to Exhibits Fourteen and Pifteen,
A Yes,
Q On those exhibiteg the Anache witness had

indfcated A recovervy nercentage factor for each of the

vella?

A Yes, sir.
0 Po you have vour own oninion as ta what

reacavery percentage factor ouqht to he apnlied to the calcu-

tation?

bt Mo,
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Q tthat information is requlred by a person
o2f your profassion, MMr. “2Coy, to do a Arainage calculation
for this Caudill Wolfcamp Pool?

A I could find -~ I could not find suffi~
cient data in the files of the Commigsion or in the responsa
to any -- to the {not undarstood) people other than tha bot-
tom hole pressure.

Q All right. Let me ask you first of all,
you said you found insufficient data absent,

Tell me first of all what tha data (g
that you need to make vour calculation.

A That's what I was going to do, what I was
looking for.

dumber one, when you start out you need
the original bottom hole pressure, the temparature of the
reservelr, vicosity of the oil, the qas/oil ratic, and this
should Dbe not an estimated or reported on C~105 hut an ac-
tual gas/oil ratio test which would include a specific gqrav-
ity of the gas and a gas analysis.

From that data we ~an make an a2stimate of
:he properties of the coil in the reservoir.

How, Dbased on that we will have an ini-
~ial reservoir prassure survey run, make a Horner plot of
such  to get a Kh ratio, a permesaiility to thickness ratio,

and then watch the production and in a period, say, six
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months from then perform the game type of test, Then take
that data and put it intc a materisl balance calculation and
| from that we can qget an estimate of original oil in place
and a potential recovery from the reservoir.

¢ some of that information that is required
for the calculation for drainage is depicted on Fxhibits
Fourteen and Fifteen, is it not?

A Yes, +that's true. Rut for instance, I
attempted to use tha data, same data that I see in the file
of {not understood) and 50 forth. I cannot effectively cal-
culate a recovery factor hecause I don’'t have the anecific
gravity of the gas being produced,

Thaerefore 1 can make no -- othar than an
estimated ballpark figure, make a calculation on the re-
sovery factor,

o All rigqht., BRefore we net to the recovery
factor in estimating that numbher, based upon what informa-
tion is available --

A Yes.

Q -= ¢an we get through the calculation un
tc that point with some reasonable degree of accuracy?

A Without background data, you can, but
that’s just accepting. ! can do the same thing. I can put
soma figures Adown there and give them to you and you «can

look at thew the sarme way. Would you accept them?

L
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Q You'te the axpert, M¥r, McCoy, I'm asking
you the quastions.

A Well, that's =y point, It's tha sama
thing.

Q When you use the information available up
to the recovery factor, where {n that information do vyou
disagree with the numbers usad in the calculation?

A Wall, the formation volume factor. 1
nelileve I checked the connate water. I will agree with that
flgure.

I could not verify the porosity.

Q The porosity would come from looking at
ore 9f the —-

A The logs that he furnished there, I aiq
ot make a cross plot with the poresity. e had a neuatron
“ensity log and based on the productiocn that I see, 1 would

estimate that that porosity would be higher than 5.2

reroent,
in] Can you give -~
A That's pretty low,
Q Can you give us a range of the oorosity

wuat you anticipate ~-

A I would tend €5 belisve the data that 1
daw, and this is not a croas plot porosity, but it could ha

1> in the range of pesaibly 7 percent.
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o Plugaing a 2 mercent increase in  the
porosity calculation, if vou run it through the whole calcu-
lation, will reduce the radius of drainage.

A right, The hiaher the norozity the legs
the radius,

O All riaght. In terms of runninag thie cal-
culation would a 2 percent change in the porosity result {n
a significant differance in the drainaga radius?

A Acresgewise I couldn't say that without
trying to ruen it through there.

Q Hhat are the -~ any of the other parva-
reters regulred for the calculation that vou have not been
ible to confirm?

A Well, I've already furnished what 1 think
wag necessary and I think we have none of the data available
on this form,

e] You've indicated for us that we have a
presgure differential or a decrease in pressure in the Gil-
1iam Well of 433 psi.

A Right.

Q Anéd that was over a period of how many
tonths d4dif the Scott Well produce hefnre the pressure was
=sken on the Gilliam Well?

You said it was about a year,

A Ho, I don‘'t believe that's correct.
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campd Pool,

&

milen awvay

A

nentk, Hr.,

My . ¥McCovy?

Ard  rou said that'es nmpproximately  oix

Six miles o the east.
MR, KFLLAETF: Fey 7 bave a mo-
reaniner?

P, ETOCNTFE: let's take about

1 five minute recess,

{Thereupon a recess was taken,)

MR, STOGHER: HMr. ¥ellahin,

slease continve,

'xaninor.

Trommence

wR, KULLARTIH: Thank you, Mr.

Hr. Mooy, approximatels whan did

e
9
=

your atudy of this pool and the transcrint and ex-

“irits of the prior hearinc in preparation ~-

»
ey

O

oy

n

Al.out *wo vaaks ana,
Bag pardon?
Two waeks ago.,

In that =renaration, Mr, M"cCoy, have vonu

“ontactnd Apache to ohtalin additional Aatn or {nfarmacsion?

¥, I Rave not.,
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s Bave vou contacted Fnstar or {ta asucren-
nor, Union nf Tazxas, for additional information?

A ¥o, 1 have not.,

HMP, XELLAHTN: T have nothine

further,

MR, RTOGNERR: Mr. Carr, vour
vitnens,

MR. CARR: 1 have no cueationa.

MR, STOXONER: Mr. Padilla, re-
tiirece?

MR. PADILLA: ¥ don't believe I
Yave any ounestionsa, Mr. Examiner.

MR, STNCONER: T halisve we'rm
-= ara there any other auestions of Mr. McCoy?

Tf not, he may he exrused,

T think at thia time we're

-aady for closinag statements,

Mr, Kellahin, we'll let von ao
First.

MR, KFLLAHIN: Some nreliminarv
msttera, Mr. Examiner, that I would liks tn address.

The record of May 8th, 1985,
vn8 Apache's presentation to the Examiner with regards to

respacing this on &80 acres,

Yo tandered at that time two
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vitnesses, an engineer and a ~7eolsviat, We Alzanverad lams
wagk that naither nf +thoea Aaepntlemen would be availanhle for
Hearing  today and T zoutht a oontinuance which T assume v
tha inaction of the Corrilasinan was daniad,

Par tha roarcard, I will offer to

Mr, Padilla the onprartunity to

3

rnas axaninag those  exnart
witaggaas and T will make avery effort and attemnt to  have
them available at the new: hearing on Aucust 23¢%, which i
2130 2 haarina for vhich thia Fyaminer nraesides, and T don't
want Mr. Dadilla or his slient not to fiave the nponrtunicy
Lty arees axamine the experts prasented in the firet portion
5f this case.

T would agk Mr, pPadilla if hae
vanta the opmortunity to croas examine those experts,

MR, PADILLA: My, Fxaminer, I
inn't Believa T nesad to crogs axamine those yitnagsas, tra
ult  dust simply 90 nn tha basis and strength of Aaur casa
hera todany,

™ey have nresented their case
n Case 3595 and we helieve tha™ w2 dAon't need those witneas-
raa and we don't nead to cross examine thelr fioures,

HR,  KELLARIY:  If the Txaminar
“lenaa, 1 would, hacavuse ofF the unavailanility of my witnes~
taz, 1 wnulAd reguest that this cese ramain aven for the no-

tantinl nf rehuttal wvitneaases hy muv client A+ the hearinn
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a7 AvTuat 27,

MR, OOARTNLLY: vl Sxaniaer, o
2ast e other side had astice of this hearina:; we didn't
wvave notlice, and I imagim:r that thay onuld? Mave ha' - thay
1ad an opportunity ta Y%e hare and {t's not sur fault the

couldn’t be here today.,

They tha? notice of thias loacr-

“P,  TTOOHTD, 50 you plan to
have any witnesses?

MR, CARR: e Jdo net plan to
211 a2 witnesa on the 29t%h,

MPL STOGHETR: Mo glive everyhody

fair chance we'll kespn the record onen and Year apy RGN~

v amd give evarybody a chance to cross svamine,
MR, KELLAHTN: That being the
decksion of the Fxaminer, T would live to withhold my clow-
Crerogarauments until then,
MR. STOTRR: Thank vou.
Mr, OAPRP: Mr. Blodaner, T 0o
ret have a closing arcument,

-

vl Ti{%e 1o mote that the
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s-dar ehat Mr. Padilla is asiing vou D sez aside wawg  an-

navad  an July 12, 199%,  and the order naraaranh providen
~hat ihe o9nerator of wallg in tha oool shall file new -
192%g witnin 50 fays of tha dare of that ordar, tnat ig Jualy
12vh, v the allowanlae far the weallas that rave not had a now
=102 filed for then will Ha gancellad,
iIninn Taxas is the overator of
cthe Scott Yo, 1 Well., wWe find oursalvaes in a4 nosition whera
Vg Wwill nave to take soma action by Septamher 10th fto dedi-
sate addisional acreassna ©o the well to avoid cancellazion of
linwabile, which I'm sure, ghould we a0t file a new C-1N02,
«111 orecipitate addirvional claims against "Iniosn bv someone,
and we would like teo —ali  that
> your attantion and ncte that after thae hearing 20 tha
ey we will be asXing far an expedited ordar or a waiver of
mat nrovision, Ordar Paragranh Hunher Tour ia Orlar R-7333,
MR, PANITLA:T  Mr., Txaminer, for
reagons exnlalaned by Mr.  Scott, we'll alsc e reqsuasting an
cxsadlced  ordec bacauss we've qot to get this ghow on  the
road and come to an ultimate conslusion o1 thig casa (n or-
"o 0 see whera we are at the snd of final determination.
MR, STONNER:  Owav, T'm goiag
1o raguast that bhoeh sartizae in this casa,  Tinion and Apache

.eing ane party, to submit o e an the 29%% rough draft ore
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IABRTS IR PN S 40 e'11 be hapn
t (‘f’ e“‘l: R
MR,  STOONPD: M wa'll exne-

Cite an order on this decinion.

Fowevar, is theres anything fur-
ther to come today on thig canse?

MR, CAPE: Ve niaht file an or-
‘er independent of Apache, if that meets with vour aprroval.

MR, STOGUTR: Mr, radilla, de
vou  have any further arguments at this tire 6r do vou  wish

“1. held w-

YR, PARILLA: I'll holf my ar-

[y
~—
o

ctent abeyance until we here what the other vwvithesseg
wmve Lo gay,

58 &

. TAYVIOY . Mr.  Yellahin,
vould vou notify the other counsel within a week o7 t%e next
tesring 1f  you 2o not intend to present your witnesses «c
thnt they will not have te show up?

MRL. STOGNER: Anvthing further
in this case tcday?

¥ onet, this case will he 1laft
cpen pending the continuance ~f thia case Lo be heard on Au-
ust 20th, 1935, and by the way, due to a reeting r, Cuin-
cErhA o Wil he attending on tusust 20eh, T will alteo be  the

Yoosrling exanminer that 2uny, alsc,

{Hearing concluded.)
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CERTIPICATE

I, S&ALLY W, B0OYD, C,85.R., DO HERERY CERTIFY that
the foreqoing Transcript of Hearing hefore the 0il Conserva-
tion Division was reported by me; that the said transcript
is a full, true, and correct record of the hearing, prepared

by me to the bast of my ability,

iﬁm*w@ Coe
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MR,  TTOCHFR: le'1l call next
Cage Yumber 82678,
MR, TAYLOR: The application of
Wilton Scatt to vacate and wold Division QOrder Mo, w-79£3,
*.ea Countv, Mew Mexico.
MR, PADILLA: *r. Examiner, Er-
nest L. Padilla, 8anta Pe, %Yew Mexico, for the applicant,

e woul?d likxe to present some

i

o
-
i

sjiditional testimony thia case. TL will not take long

2

il it'g -~

MR, STOGHEDN; What's your defi-
aition of long?

MR, PADILLA: About five
ainutes in thiz case,

MR, STOCHER: Okavy.

MR. PADILLA: 1'd lixe to re-
26kl Mr. Scoett to the atand.

R, STOONFR: Mr, Carr, do you
+ish o entar an appearance?

¥R, CARR: 1 ontered my appear-
IO . We had appeared {n the pravious poartion of the case
arior to enntinuance,

Again we Jo not intend to pre-~

ient  any testimony and I'm aprearing for nion Texas Petro-
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leum Corporation.

MR. KELLAHIN: May the record
reflect, Mr. Examiner, that I'm Tom XKellahin and I'm again
appearing for APC Operating Partnership.

MR, STOGNER: will all witnes-

ses please stand and he sworn at this time?

{Witness sworn.)

MR, PADILLA: Mr, Stogner, I
tender a proposed order in this case to opposing counsel and
in accordance with your recuest I have supplied that,

MR, STOGHER: Okay.

HILTON SCOTT,
peing called as a witness and being duly sworn upon his

path, testified as follows, to~wit:

DIRECT BXAMINATION
8Y ME. PADILLA:
e Mr. Scott, have you reviewed the proposed
srder submitted by APC Overating Partnership in this case in

connection with this hearing?
A Yes, 1 have.

Q And in particular have you reviewed a




10
n
12
13
14
15
16
17
18
19
20

21

23
24

25

finding which hasicalls allows on 80-acre espeacing the dedi-
ertion of laydown unite and would invelve the north half of

the southwest guarter?

A Yes.

o Can vou briefly deecrihe what it iz that
- well, vour oninicrn on vhat lavdowm unite in thiese case
wolY do?

A cur richts to develey the Zast Caudill

TMield to  the south, which is the only undefined limit *o
that pocl, wonld be rgually impaired regardless of how the
riahties were aligned,

Such alionment as is stqgansted in  east-
wagt  vergus a north/south would include a dry hole in  each

o+ thae producing units in fection 1 {f indnnd the scuthwest

»f the smouthwast were Lo nroduce.

-3

he ordsr as written provides that each
»¥ditional well must He located within 159 feet of the cen-
t+r 0f a nuarter secticon guarter section,

The Past Caudill ¥ield praduces from =
v+ry narrow north/northeast to south/socuthweat trending
woLfeamy Reef, Hells drilled at or near the edge of that
resf in the vicinity of a deep—neated structure are prolific
aroviucars.

Wells drilled oi the front side, on tha

gt gida, eompletely miss the reef and walls drilled on the
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backside, the west side, encounter rapidly diminishing por-
ous section,

This is the reason that every well dril-
led to develop this pool, except the discovery well, has
been drilled on a 330 locatinn, or very close thereto, in-
cluding the gilliam Yo, 1.

To propose a change in that standard rule
now after two vears of good production history, when only
one direction remains to be explored, causes us major prob-
lems.

The APC Mo, 1 Gilliam offsets our proper-
ty 1in Section 1 by 330 feet, How can we be denied equal
rights?

This reef production could easily extend
for another mile to the south, We don't know but we would
like the opportunity to extend this production under the
same rules that have existed up to now. ¥No valid reason has
ceen advanced to the contrary.

Q Do you have anything further to add to
your testimony, Mr. Scott?
A I don't think so.
4R, PADILLA: Pass the witness,
4r. Examiner.
HR, STOGKER: Mr. Carr?

MR, CARR: Mo questions.
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MR. STOGNER: Mr. Kellahin?

MR, KELLAHIN: WNo questions.

MR, STOONER: Is there anything
further of this witness at this time?

There being no further ques-
tions of Mr. Scott, he may he step down.

MR. SCOTT: Thank you,

MR. PADILLA: Mr, Examiner, in
anticipation of rebuttal testimony we have had an affidavit
submitted to us by Michele Xennard, a geologist with now HRG
Company, and I'd like to tender that for the Nivision's con-
sideration.

MR, STOGNER: That has been -~-
or is it being presented to the parties?

MR, PADILLA: The exhibits at-
tached to that, or cross section A-A' and n-R‘', we have pre-
viously submitted as Exhibit Right to this hearing and Exhi-
bit C to that has also previously been submitted to the 0fl
Conservation Division as part of our main case.

MR, KELLANIM: My, Stooner,
ve'll object to the affidavit, It denies us an opportunity
toc cross examine Ms., Kennard. It's hearsay and we would
strongly urge you not to accept thie affidavit as evidence,

MR, CARR: We alao would doin

in that objection as it relates to Paragraph 10 in particu-
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lar, for here we have an individual who isn't here who could
e cross examined, who states that it was in her opinion
that there was n0o apparent or real interest on the part of
Apache Corporation in the case and that it was being brought
as an accommodation to Union Texas Petroleum,

We think that before you admit
this we at least should have an opportunity to cross examine
Michele Kennard to ascertain what the basis of her opinion
is and if we're not entitled to that wa're not being af-
forded due process and you're accepting into the record Jjust
rankX hearsay.

MP, PADILLA: Mr., Examiner, we
have had a continuance in this case of two waeks in order
that the witnesses for Apache Corporation who were here pre-
viously in Case 85925 be present to defend and justify their
position,

HWe, in anticipation of the tes-
timony, had this prepared and submitted to us for tendering
to you today,

This is already part of the re-
cord and this simply verifies from Ms. Kennard that certain
conversatione with Mr, DBrunner took place and that it simply
strengthens our position with regard to preparation of cer-

tain exhibits that were submitted by Mr, Brunner in Case

8595,
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She waa at all times, she was
contacted by Mr. Brunner regarding Case 8595 and was more or
less educated by Ms. Kennard in that regard,

She would have been here but
the last paragraph on that affidavit indicates that she {s
over esight months pregnant and was not allowed by her Aoctor
to travel: otherwise she would have been here today.

We believe that thies is not
hearsay and it should be submitted.

MR, STOGNER: Mr, Carr, are you
proposing, or do you wish us to subpcoena Ms, Kennard?

MR, CARR: I think that's some-
thing that Mr. Padilla should pursue,

I hate to be put in the posi-
tion, having now read the whole thing, of beinq cast as
peing against motherhood or somathing, but the fact that she
haa a medical condition which prevents her testimony here
today and also the timing of a continuance, really does not
address the fact that the evidence presented is hearsay, and
Lf Mr, Padilla wantes her testimony concerning what she
inderstood from Mr, Brunner to be the situation between

ipache and Union Texas that that could be appropriately

arought before the Commission, then I think they have to

aave the witness present so she can be subject to cross exa-

aination.
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If not, we have just one per-
son's statement offered, VWe don‘t have an opportunity to
pursue what she's basing her opinions on. It clearly is
hearsay and we think it's inadmissible.

We are not asking that vou con-
tinue the hearing., The reason is we're sitting here as the
operator of the Scott to, 1 Well, Union Texas is, and we
have a date of September the 10th and on that date we sither
have to dedicate 40 additional acres to that well or have
that well's allowable cancelled, and we think that to con-
tinue this would require gpome other action on your part,
either set aside or stay that date. I think {it's an un-
necessary delay in the entire proceeding and our objection
si1mply goes as to the admissibility of this affidavit, We
think that it is not admissible, that it is hearsay, anda
that it cannot and should not be admitted into the record in
this case,

MR, TAYLOPR: Let's see. What
we've decided iz we're qoing to admit this unless you object
on the baszis of your right to cross examine and -~

MR, XELLAHIN: That's what I
obiected to.

MR, TAYLOR: And thereupon
vour‘re going to have to request that we gsubpoena the witness

and get her here 80 you can cross examine,
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MR. KELLAHIN: I don't believe
+hat's required by your rules and we obiject to doing it.

me . TAYIOP: So voy don't want
wc oross sxaminer her hut vou're aoinag to obiecrt because vou
-an’t, is that what you're saving?

MR, CARR: We're objecting he-
rause  the svidenrce ir iradmissible under the rules Dbecause
{t's hearsay,

e think that Mr, Scott is an-
tious to have 2 ruling in this oase and #0 {2 Union Texas
and we think the qguesticon before vou is not whether or not
we have to continue this again and bdbBring {n »n additional
vitnesg, bDut whather this niece of evidenrce i3 admisaible
mAer -- undar the Rules »f Procedure and we cbmit that it
is not, and we think thzat the case -- that +he -- we are
iz¥ing  you to not admit this into evidence an? to take the
irage under advisement and than in an expeditinug fashion en-
ter an ordsr,

MR. TAYLOR: tiall, what we're
‘‘oing i3 overruling vour obijection on hearsay “ut we're say-
wng that if you object on the hasis af yonx wrnt to cross
axamine this witness, we will auhpnena the witneas and con-
“inyed the case and hring her here »r ma¥e arrangements for
her to be gquestioned on this topic.

MR, KELLAAIIM: Whst you've done
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is ahifted the hurden unreasonably to us to provide admis-
uible testimony that Mr, Padilla wants in the record.

Now that's not appropriate, but
2f that'e your decision, so be it.

MR. TAYLOR: Well, if you want
~0 subpoena the witness for purpose of cross examination,
wa'll do that.

MR, CARR: Our objection -- my
ohjection is on the hearsay ground, period. 1If that's being
asverruled, that's your ruling, and I'm not going to insist
that the case be continued; that works a hardship on the
neople that are involved and it does put us in the position
of bringing additional testimony, which, at least as it now
standa, we submit is inappropriate and not correctly hefore
you,

HR. TAYLOR: Mr. Kellahin, are
you going to stand on --

MR, KELLAHIM: I've said all I
want to say,

MR, TAYLOR: ~= On a =-- what,
your right to cross examine?

Mr, Carr is saying he's not ob-
jecting on his right to cross examine. He's merely objected
to it ag hearsay.

MR, KELLAHIM: 1I've objected to
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the evidence as not admissible for a number of reasons.

MR. TAYLOR: And one of those
is you want a riqht to cross sxamine the witness,

MR, FFLLAHIN: That's right,
rnd that this is hearsay. He has not laié a rroper founda-
tion for its admwission and he has not tendere? this witness
for crnss examination and it cannot be (not clearly under-

sitood. ,

MR. PADRTLLA: Mr, Taylor, if I

nay respond to that,

I believe we establighed a
foundation at the hearing on August 14th relative to this
resue,

Mr, McCoy testified at that
time basically this save fact, ‘There was no Sbjection on
rhe basis of hearsay at that time,

MR, ¥RLLAMINY, Cortainly was,
Hy, Padilla,

MR, PADILLAg Wot on this is-
suer not obdect on this specific issuved vhern ¥r, ~- or move
t0 strike his testimony when he testifiesd o that effect,

MR, TAYLOR: wall, what we're

-= what we're aoing to do is we are overruling %he objection

rased upon haarsay, but I “elisve that if a party demande to

ross examine A witness kased upon information that somebody
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else wants in the record, they have that right,

If Mr, ¥ellahin is saying he
vants to cross examine that witness, then I think we're --
wve're stuck with either doing that or having Mr., Padilla
vithdraw the request to have it made an exhibit,.

Fssentially wvhat we'll do is -«
ff 4f ne demands to cross examine her on this, we'll gub-
soenz, we're laft with nothing but subpoenaing her so she
zan be cross examined,

Do you want to take a receas
for a few minutes?

MR, STOSGNER: We'll take about

a five minute recess,

(Theraupon a recess was taken.)

MR. STOGNER: Let's go back on
the record, Sally.

MR, PADILLA: ¥r. Examiner,
we're going to withdraw that in the interest of time because
wve have tO get on with a dacision on this case and we'll
withdraw the exhibit, or the affidavit,

MR, STOONER: Anything further
in this casa?

Closing statementa?
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MR. EPLLAHIN;g Yes, Mr. Stog-

ner.

HR. STOGHNER: Okay, Mr. Xella-
hin, Mr. Carr.

Mr, Padilla, you may be last,

MR. KELLAHIN;: I think, Mr.
Stogner, we need to begin consideration of this case in
terms of what this case is not.

¥We talked about a great number
of things in Mr. Scott's presentation of this case at the
last hearing, virtually none of which, I think, is important
<0 the decision that you need ot make in terms of what is
the appropriate spacing for a temporary period of one vyear
in this pool.

It doas not matter that Mr,
ficott di€ not get actual notice of hearing back in May. The
notice for that hearing was provided pursuant to Commission
rules and regulations; whether or not that notice is adguate
or not {2 moot at thiz point hecause in all fairness to
everyone, the Commission in this case, as it dces in most
every case, if there's an objection we have a hearing and we
tear what those individuals have to say.

Don‘t The dJdistracted bhy the
suestion of notice because that is moot now and it does not

ratter that we've done this case in parts.




10
11
12
13
14
15
16
17
18
19
20

21

23
24

25

16

It also does not matter about
the economics of the fact that Mr, Scott's well, in which he
mas an interest, the Scott No. 1 Well, can pay out over such
2 period of time that he believes that 4C-acre spacing is
inpropriate.

It does not matter {f that well
would pay out with ten acres or five acres, It simply does
70t matter and the reason it does not matter is that the
Commission under your statutory obligation spaces pools and
fields based upon the abilities of wells to effectively and
2fficiently drain the reservoir and it does not matter 1if
you punch ten straws into the pool or two straws., What you
Are concerned about is the minimum number of wells necessary
10 produce the reserves,

The Commission historically for
npplications like this, if they err, it ervs on the side of
wide spacing because we know the old adage, you can't un-
Arill unnecessary wells, They're there and you're stuck
with them, and if Mr., McCoy's wrong, he's wronc and it's too
late,

If the APC witneeses back in
‘ay are wrong we can infill drill or change the spacing and
it's my contention that Mr., Bcott in his interest is not ad-

vergely affected,

I1f we believe that wells can be
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drilled closer together, as Mr, McCoy and Mr. Scott contend,
because the existing wells cannot adequately drain the re-
mervoir because of limited extent, then we are not producing
the reserves underlying much more than the 40~-acre tracts.
Those reserves will stay in place until such time as Mr,
Scott or someone elee produces them from that acreage.

S0 it does not matter about the
sConomics.,

What does matter is the only
nvidence in the record with regards to drainage calculations
and  we asked Mr. McCoy at the last hearing, have you done
those calculations? Can you tell us what the drainage rad-
ius is for either one of those wells? And he said that he
could not or would not because of what he thoucht was inauf-
ficient data.

8pacing cases are decided on
¢rainage radiuses and you've done it hefore and you'll do it
sgain and this case is one where you will do it. The only
evidence is the onae Mr. Quintana heard back in May using Fx-
hibit Six that our engineering witness provided in which he
sumnarizes for you the drainage radiuses.

That's what we have, In addi-

tion, we have some pressure differentials and there's a dia~

oute  in the testimony on that point and you have to weigh

“he evidence and resolve which expert is correct.
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Mr. McCoy says this is an under
pressurized reservoir.

Our expert says it is not: that
he can see pressure 4differential between the Scott and the
Zilliam WwWells and he attributes that pressure differential
5f those wells heinc the distance apart they are to indicate
that these wells are in communication and that they will ad-
versely affect each other,

The Scott Well produced for a
year 100,000 barrels of oil before the Cilliam Well went on
line. There's testimony that you need to review and resolve
the dispute between the experts on that point,

We spent some time talking
about who prepared the geologic exhibits, Florida, or
Apache, or whoever they were, That does not matter, The
record is, and it's undisputed, that wvhoever 4id the draf-
“ing and the work had been reviewed by Mr. Prunner and he
iooked at it and he concurred in it and we sec that all the
time, These experts come in here and they look at someone
¢lse's work ané he says, vyeah, 1 aqree, I've been to
#chool, 1 know about this stuff, and I think that's all
right, and that's what he said. And I asked Mr. Scott very
carefully as a geologist had he reviewed the transcript.

'Yas, sir, T have.'

‘Have vyou looked at the exhi-
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bits?*

‘You bet.'

And we spent some time going
through what he thought was right and what was wrong.

Basically he thought the pool
had bheen unexplored and was open ended to the south, and we
contend it is not, We contend that there is a water
encroachment to the south, I think that's in that earlier
record.

You'll resolve that, You've
done it before, you can do it again,

Do not be mislead by the fact
that Mr. Scott wants to drill a well in the southwest quar-
ter of that Section. It is our position that despite what
the pool rules are at this point, there is mechanisms avail-
able by which he can drill where he wants to 4rill in that
quarter section,

Cne suggestion from Mr, Carr
last time was that he could lay the units down. “r, Scott
says, wall, you're dedicating a dry hole acreage to the pro-
ration unit. Well, we see it happening. If nobody objecte
I guess it could be done,

We spent a lot of time talking
about who owns what, the BEdsels, Union of Texas, Mr. Scott,

they're in a fight with each other over contracts. It
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doesn't matter to ycu. You should not be influenced hy a
decision based upon contractual owvnershin with regards to
the interasts in that Scott well hecause it does not matter,
You are ohligated to space
#ells based upon engineering and geologic justifications ir-
regardless of surface ownership or how these quys put their

leal together,

If you went around and epaced
avery pool in New Mexico based upon ownership you'd have the
itrangest looking creatures that you ever say: they'd ha
yerrymandered all ovar the sections. We do them for speci-
fic reasons. We tend to block them up into forties,
aighties, one-sixties, in ways that have some geologica, en-
rjineering sense or logic to them,

We invite you not to vacate the
order as written, We belisve that Mr, Scott has failed to
sustain any burden he has to demonstrate that the temporary
spacing in this pool is not justifiad at this time, It may
very well be, as it happens, that a2 vear from now we may
tave additional evidenge to show vou that we decrease the
spacing or infill drill. That's not novel, Rememher, wa
tan't undrill this well or any other wells if they become

LNNecassary.

One other point that has been

9iscussed here is the fact that APT Operating Partnership
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doesn't care one way or another. I contend to vyou, sir,
that they do very much care whether or not unnecessary wells
are drilled in this reservoir when in fact it's their expert
oninion that the existing two wells are adequate to develop
this reaervoir, If they are obligated to 4rill a second
well in their tract becruse of demand from owners under
thair proverty for an extra well, they've doubled the cost
end not increased the reserves to be produced,

You <¢an see from some of the
letters from the former employees in Florida what they were,
They own an overridina royalty interest, Man, 4if I had an
overriding royalty interest, 1°'d be in there and we'd Aaril}
#ells on lO-acre tracts, hecause I'm not paying for then.
I'm camrhing my check based upon rovalties, free and clear of
the cost. You can see where thev're coming from even though
they're not here to talk to, that's what their motive ig.

Don't, don't he influenced by
that., A lot of thinas have been talked about, vary faw of
which are important. We think the importaat ones have not
Heean  redbutted by Mr. Padilla and his client and therefore
“he order ought to stand,

MR, STOGNER: Mr. Carr.

¥R, CARR: Mr. Stogner, T have
nothing further to add axcept again to ask that the order be

axoadited, reminding vou that if the order ~- if a new order




10
1"
12
13
14
15
16
17
18
19
20

21

23
24

25

v2
hiags not leen entered prior to September the 10th, at that
time Union Texas will dedicate additional acreage to the
Beott ¥Wo., 1 Well,

I have nothing further,

MR. STOGKER: Mr. Padilla.

MR, PADILLA: If it please the
Examiner, 1 believe Mr. Kellahin uses a lot of introductory
statements that say "it does not matter this"™ or "it Jdoes
not matter that", hut we canot ignore the fact that Order
7983 1in an unusunal procecdure was retroactive, was made eof~
fective June the lst, 198%,

The record contains no justifi-
cation whatsoever for that effective date. The only reason
that was done is for the mole purpose of retaining title to
lands that were not planned to he drilled and were not going
e be developed,

It's pure and simple a land
qrab is wvhat it is,

Turn to the paramount question
“efore this Division, we throw the word “"waste™ and "corre-
rative righte® here all the time but Case 159% is a classic
rage on wasted, By the figures vpresented by the witnesses
for Apache Corporation or APC Operating Partnership, you

hhave reserves ecstimated at 44,000, or thareabouts, an 40-

acre spacing.
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The fact is that the Scott No.
1 Well has already produced three times as much.

The Gilliam Xo. 1 Well has pro-
duced almoat 55,000 barrels of oil,

How 1in the world do you recon-
cile 44,000 or even 65,000 barrels of oil on the estimates
nf ~=- presented by the witnesseg for APC. There is <4ust no
justification for these fiqures.

If vyou turn to the last few
pages of the transcrint in this case, Mr., 2Juintana, in his
cross exanination of Mr, Lang tells him, he says, vyour
recovery -- the guestion {s, your recovery factors for your
10-acre spacing and 80-acre spacing calculations, could you
reneat to me where you derived thege recovery factors from?

The answar is, *Fasentially
it's oxperience factor more than anything, but to verify the
factors we uge there's an API Bulletin D-14 we use to verify
~hese recovery factors and essentially, under that calcula-
wion, I came up with 15 percent, so I just arbitrarily used
what for my RO0-acre epacing and to look at a 40-acre spvacing
nptimistically I increased {t to 20 percent.”

don't do us any favors by in-
vreasing that to 20 nercaent. The fact is that the actual
recovery rates from those wells have exceeded any of these

fiqures. The API bulletin clearly states that it {s not to
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be used for that purpose. It is unreliable. Pressures are
calculated in the same fashion, 4500 pounds per sguare inch.
He prasume that those were based on hydrostatic pressures
based on the depth 0of the wells,

The record, the transcrint con-
tains no evidence of any actual pressures being used for
that pool. 1If you look at the Scott No. 1, the actual pres-
sures that we submitted for the Scott No. 1 and the Gilliam
No. 1, we have admitted that the cilliam ¥o. 1 was affected
by earlier drilling or earlier production than the Scott ¥No.
1 and there was some effect, but those drawdowns are based
an actual pressures,

If you take 4500 pounds, as HMr,
Lang testified to, you, of course, are going te have a pres-
sure reduction of 1600 -~ 1800 pounde, which is indicative
»f wider drainage, »ut if you go to Exhibit Mumber Six that
“r. Kellahin has mentioned in his closing argument here,
that exhibit does not contain a drainage radius and no cal-
culastion is made of a drainage radius.

Thare is not one sinqgle figqure
itn  that transcript that is correct and in fact vou have
material omigsions that [ think range on the -- are desianed
0 twist the facts in order to achieve a result that ig un-
jugt and ic misuses the authority of the Diviaion to space a

2021 as in this caser user the Commission to achieve a re-~
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sult which is a land grah,

How, we turn to the paramount
Tuty of this Diviegion and that is the question of waste. We
are alleaing a violation of correlative rights as well, but
vaste is the most important.

If you're going to drill on 40-
acre spacing and you're aoina to recover under the estimate
nresented by the witnesses for APC, 44,000 and we were to
Zouble that to 82,000, the difference between 88,000 and
55,000 1is the diffarence which iz going to be wvasted if we
lc not drill additional wells.

We have shown that the wells
are economic on AD-acre spacing. In fact, the proposed or-
jer of APC indicates that Wilton Scott provided evidence
that the Scott Mo. Well would be economic on 40-acre spac-
ina,

That seems to me like an admie-
sion that the Scott Mo, 1 Well certainly is economic on 40-
scre spacing, therefore I think it really matters. Thare
2re a lot of thiaqgs that matter here, if vou design a case
solely for a purpose, not for conservation of oil and qas,

secause Case R595 does not conserve il anéd qgas.

Finally, T would simply point

Jut that we have been delaved an additional two weeks and

{‘m not blaming Mr. Kellahin, 7T believe ha's representing
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this clients fairly, but to say that we're going to come and
defend this case, or to say that they would like to be here

present to -~ to protect their order, I think they ought to
e there today to protect their order, but I alsoc balieve
that they were going to get asome heat {f they showed up here
today from not only the Divigion but from myself bhecause I
was going to ask them questions of how -~ wnether they ac-
tually prepared soma of those exhibits or not,

b had a witness here thisg
morning who admitted that he 414 not Qo a cross section., Mo
gave the originator of that cross section credit. He lookecd
at it, as Mr, Xellahin said, that he ~- that you look at
those cross sections and you say, well, vyou Xnow, to say
that vou prepare? something when vou actually Aidn't, that's
3 lie and the whole thing, the whole case is designed solely
for the purposs of Xeanina acreage,

We asX that Order 7983 be abo-
lished and voided from the date of its inception.

Thank you,

ME. STOGNER: Thank you, Mr,
Padilla. Thank you, everyone,

If cthere’s nothing further in
“asae Tiumber 8573, thers being none, we'll take this under

idvisemnant,

{Hearing concluded.}
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CERTIPICATE

I, SKALLY W. 80YD, C.S.R., DO HERERY
CERTIFY that the foreqoing Transcript of Hearing before the
il Conservation Division (Commission) was reported by me:
“hat the gaid transcript is a full, true, and correct record

nf the hearing, prepared by me to the best of my ability.
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