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EXAMINER STOGNER: At t h i s time I w i l l 

c a l l the next case, No. 10412, which i s the 

A p p l i c a t i o n of MW Petroleum Corporation/Apache 

C o r p o r a t i o n to amend D i v i s i o n Order No. R-9487-A, 

Eddy County, New Mexico. S a i d order a u t h o r i z e d 

the d r i l l i n g of a w e l l at an unorthodox gas w e l l 

l o c a t i o n i n Unit E of S e c t i o n 12, Township 22 

South, Range 23 E a s t i n the I n d i a n B a s i n Upper 

Pen n s y l v a n i a n Gas Pool. 

At t h i s time the a p p l i c a n t s p e c i f i c a l l y 

seeks to amend the gas a l l o w a b l e acreage f a c t o r 

a s s i g n e d to the w e l l by s a i d order. However, the 

a p p l i c a n t has requested t h a t t h i s case be 

continued to the Examiner Hearing scheduled for 

December 5, 1991, which i s scheduled for t h i s 

room, i n Santa Fe, New Mexico. 

Case No. 10412 i s t h e r e f o r e continued 

to the Examiner's Hearing scheduled for December 

5 . 

(And the proceedings were concluded.) 
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STATE OF NEW MEXICO ) 
) s s . 
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EXAMINER CATANACH: At t h i s t i m e w e ' l l 

c a l l Case 10412 . 

MR. STOVALL: A p p l i c a t i o n o f Yates --

A p p l i c a t i o n of MW P e t r o l e u m C o r p o r a t ion/Apache 

C o r p o r a t i o n t o amend D i v i s i o n No. R-9487-A, Eddy 

County, New Mexico. 

EXAMINER CATANACH: Are t h e r e 

appearances i n t h i s case? 

MR. CARR: May i t p l e a s e t h e Examiner, 

my name i s W i l l i a m F. Carr w i t h t h e law f i r m o f 

Campbell, C a r r , Berge & S h e r i d a n o f Santa Fe. I 

r e p r e s e n t MW P e t r o l e u m C o r p o r a t i o n i n t h i s case, 

and I have two w i t n e s s e s . 

EXAMINER CATANACH: Other appearances? 

MR. BRUCE: Mr. Examiner, my name i s 

James Bruce f r o m t h e H i n k l e law f i r m i n 

Al b u q u e r u q e , r e p r e s e n t i n g Musselman, Owen & K i n g 

O p e r a t i n g , I n c . I have one p o t e n t i a l w i t n e s s . 

EXAMINER CATANACH: And o t h e r 

appearances ? 

MR. KELLAHIN: Mr. Examiner, I'm Tom 

K e l l a h i n , of t h e Santa Fe law f i r m of K e l l a h i n , 

K e l l a h i n & Aubrey, a p p e a r i n g on b e h a l f of 

Marathon O i l Company. I do n o t have w i t n e s s e s i n 

t h i s case. 
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EXAMINER CATANACH: W i l l t h e w i t n e s s e s , 

p o t e n t i a l w i t n e s s e s , p l e a s e , s t a n d and be sworn 

i n . 

(The w i t n e s s e s were d u l y sworn.) 

MR. CARR: At t h i s t i m e I c a l l Ceci 

Leonard. 

CECI SEARLS LEONARD 

Having been d u l y sworn upon her o a t h , was 

examined and t e s t i f i e d as f o l l o w s : 

EXAMINATION 

BY MR. CARR: 

Q. Would you s t a t e your name f o r t h e 

r e c o r d , p l e a s e . 

A . My name i s Ceci Leonard. 

Q • And would you s p e l l "Ceci " f o r us? 

A . C-e-c-i . 

Q • Where do you r e s i d e ? 

A . I n Houston, Texas. 

Q • By whom are you employed and i n what 

capac 

A 

t y 

I'm employed by Apache C o r p o r a t i o n as a 

S e n i o r S t a f f R e s e r v o i r E n g i n e e r . 

Q. Have you p r e v i o u s l y t e s t i f i e d b e f o r e 

t h i s D i v i s i o n and had your c r e d e n t i a l s as a 

p e t r o l e u m e n g i n e e r a c c e p t e d and made a m a t t e r o f 

RODRIGUEZ-VESTAL REPORTING 
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r e c o r d ? 

A . Yes, I have. 

Q. Are you f a m i l i a r w i t h t h e a p p l i c a t i o n 

f i l e d i n t h i s case on b e h a l f of MW P e t r o l e u m 

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

A. Yes, I am. 

Q. And are you f a m i l i a r w i t h t h e w e l l t h a t 

i s t h e s u b j e c t o f t h i s h e a r i n g and t h e area t h a t 

s u r r o u n d s t h e w e l l ? 

A. Yes, I am. 

MR. CARR: Are t h e w i t n e s s ' 

q u a l i f i c a t i o n s a c c e p t a b l e ? 

EXAMINER CATANACH: They a r e . 

Q. (BY MR. CARR) Would you b r i e f l y s t a t e 

what MW seeks w i t h t h i s a p p l i c a t i o n . 

A. MW seeks t o amend t h e gas a l l o w a b l e 

acreage f a c t o r a s s i g n e d t o our r e c e n t l y d r i l l e d 

S m i t h F e d e r a l Gas Com. No. 2 w e l l . 

Q. And t h a t was approved by D i v i s i o n Order 

No. R-9487-A? 

A. Yes, i t was. 

Q. And a p e n a l t y was imposed on t h e w e l l 

by t h a t o r d e r ? 

A. Yes, i t was. 

Q. What i s t h e l o c a t i o n of t h e Smi t h 

RODRIGUEZ-VESTAL REPORTING 
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F e d e r a l Gas Com. W e l l No. 2? 

A. The w e l l i s l o c a t e d 2,049 f e e t f r o m t h e 

n o r t h l i n e and 480 f e e t f r o m t h e west l i n e o f 

S e c t i o n 12. 

Q. T h i s i s i n 22 South, 23 East? 

A. Yes, i t i s . 

Q. And i n what p o o l i s t h e w e l l completed? 

A. I t ' s I n d i a n Basin-Upper Penn gas p o o l . 

Q. What are t h e s p a c i n g and w e l l l o c a t i o n 

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

A. The s p a c i n g i s 640 a c r e s per w e l l , and 

th e s e t b a c k r e q u i r e m e n t s a r e 1650 f e e t f r o m t h e 

s e c t i o n l i n e b o u n d a r i e s . 

Q. I s t h i s a p r o r a t e d gas p o o l ? 

A. Yes, i t i s . 

Q. So any p e n a l t y t h a t i s imposed on t h e 

w e l l can be a p p l i e d t o t h e acreage f a c t o r i n t h e 

a l l o w a b l e f o r m u l a ? 

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

Q. Could you r e f e r t o what has been marked 

as MW/Apache E x h i b i t No. 1 and f i r s t i d e n t i f y 

t h a t and t h e n r e v i e w i t f o r t h e Examiner. And i n 

so d o i n g , I t h i n k i t would be h e l p f u l i f you 

would p r o v i d e some g e n e r a l background on t h i s 

w e l l and how we g o t t o t h e h e a r i n g t o d a y . 

RODRIGUEZ-VESTAL REPORTING 
(505) 988-1772 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

1 2 

1 3 

14 

15 

1 6 

1 7 

18 

19 

20 

21 

22 

23 

24 

25 

9 

A. E x h i b i t No. 1 i s a Form C-102, a w e l l 

l o c a t i o n and acreage d e d i c a t i o n p l a t . T h i s was 

th e one t h a t was f i l e d on t h e Smith F e d e r a l Gas 

Com. No. 2. 

I'm g o i n g t o f i r s t t e l l you a l i t t l e 

b i t about t h e h i s t o r y on how MW P e t r o l e u m came t o 

be. Amoco C o r p o r a t i o n was t h e o r i g i n a l owner o f 

th e p r o p e r t i e s i n I n d i a n B a s i n . They a s s i g n e d 

t h e i r i n t e r e s t t o a s u b s i d i a r y of t h e i r s c a l l e d 

MW P e t r o l e u m a c o u p l e o f y e a r s ago. 

Then Apache C o r p o r a t i o n bought MW 

P e t r o l e u m f r o m Amoco e f f e c t i v e J u l y 1 o f t h i s 

y e a r . So a l l of t h e MW P e t r o l e u m p r o p e r t i e s a r e 

now wh o l l y - o w n e d by Apache C o r p o r a t i o n . 

Q. A l l r i g h t . Now, when was t h e Smith 

F e d e r a l No. 2 w e l l o r i g i n a l l y p r o p o s e d , and how 

was i t proposed? 

A. Amoco, i n A p r i l of 1991, o r i g i n a l l y 

p r o posed t h a t we s i d e t r a c k or t h a t a w e l l be 

s i d e t r a c k e d f r o m t h e Smith F e d e r a l Gas Com. No. 1 

l o c a t i o n t o a b o t t o m - h o l e l o c a t i o n window t h a t 

you see on t h i s p l a t . The b o u n d a r i e s o f t h a t 

window a re 330 f e e t t o 430 f e e t f r o m t h e west 

l i n e and 1800 t o 2000 f e e t f r o m t h e n o r t h l i n e of 

th e s e c t i o n . 
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I n J u l y t h e y r e e n t e r e d t h e Smith 

F e d e r a l Gas Com. No. 1 and f o u n d t h a t t h e c a s i n g 

c o u l d n o t t a k e b e i n g r e e n t e r e d . There were 

numerous c a s i n g l e a k s i n t h e i n t e r m e d i a t e c a s i n g , 

and so t h e w e l l was p l u g g e d and abandoned. 

Then i n August of 1991 Apache came 

b e f o r e t h i s Commission and r e q u e s t e d a 

s t r a i g h t - h o l e l o c a t i o n , t h a t s t r a i g h t - h o l e b e i n g 

t h e 480 f e e t f r o m t h e west l i n e and t h e 2049 f e e t 

f r o m t h e n o r t h l i n e . 

The Commission d i d g r a n t our 

a p p l i c a t i o n . And Apache d r i l l e d t h i s w e l l i n 

October o f t h i s y e a r . 

Q. When t h e w e l l was o r i g i n a l l y a pproved 

on t h e Amoco a p p l i c a t i o n , what p e n a l t y was 

imposed by t h e D i v i s i o n on t h a t w e l l ? 

A. A 0.49 . 

Q. When you came back and proposed t h e 

s t r a i g h t h o l e i n l i e u of t h e d e v i a t e d h o l e , d i d 

you r e q u e s t t h e same p e n a l t y ? 

A. Yes, we d i d . 

Q. And you r e c e i v e d a p p r o v a l t o d r i l l a 

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

A. Yes, we d i d . 

Q. Could you e x p l a i n what happened when 

RODRIGUEZ-VESTAL REPORTING 
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you d r i l l e d t h a t w e l l t h a t has b r o u g h t you back 

here today? 

A. A f t e r d r i l l i n g t h e No. 2 w e l l , we 

t e s t e d an i n t e r v a l t h a t was below t h e p e r f o r a t e d 

i n t e r v a l i n t h e Smith No. 1 w e l l . And t h a t 

i n t e r v a l d i d t e s t w a t e r - f r e e and a t commercial 

gas r a t e s . 

As a r e s u l t of t h a t t e s t , we a r e now 

s e e k i n g t o amend t h e p e n a l t y f a c t o r t h a t was 

imposed i n t h e o r i g i n a l o r d e r . 

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

t h e p e n a l t y i n t h e o r i g i n a l o r d e r a c c u r a t e l y 

r e f l e c t t h e r e s e r v o i r as you know i t t o be today? 

A. No, t h e y d o n ' t . 

Q. L e t ' s go t o what has been marked 

MW/Apache E x h i b i t No. 2, and I would ask you 

f i r s t t o i d e n t i f y t h a t and t h e n r e v i e w i t f o r Mr. 

Catanach. 

A. T h i s i s a s t r u c t u r e map on t h e t o p o f 

th e Penn. I t was d e v e l o p e d by John P o l a s e k , who 

i s a g e o l o g i s t w i t h our company. 

Q. I s Mr. Polasek a l s o g o i n g t o t e s t i f y i n 

t h i s case? 

A. Yes, he i s. 

Q. T h i s p a r t i c u l a r s t r u c t u r e map i s i n t h e 
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s o u t h e a s t p o r t i o n o f t h e I n d i a n B a s i n gas p o o l . 

Q. Now, b e f o r e we go i n t o t h e p l a t and 

i d e n t i f y what t h e u n d e r s c o r e d numbers a r e , c o u l d 

you p o i n t o u t t h e proposed w e l l and t h e n i d e n t i f y 

t h e o f f s e t t i n g owners, p l e a s e . 

A. The r e c e n t l y d r i l l e d S m ith F e d e r a l Gas 

Com. No. 2 i s o u t l i n e d i n r e d i n your map. That 

was t h e w e l l t h a t was j u s t d r i l l e d t h i s O ctober. 

The o r i g i n a l w e l l i n t h a t s e c t i o n i s 

the w e l l t h a t ' s l o c a t e d j u s t e a s t of t h a t . 

T h a t ' s t h e Smi t h gas u n i t No. 1, and t h a t w e l l 

has been p l u g g e d . 

Q. A l l r i g h t . Now, t h a t w e l l i s a t an 

u n o r t h o d o x l o c a t i o n ; r i g h t ? 

A . Yes, i t i s . 

Q. And how i s i t u n o r t h o d o x ? 

A. I t ' s u n o r t h o d o x i n t h a t i t i s 480 f e e t 

f r o m t h e west l i n e , and t h e s e t b a c k r e q u i r e m e n t s 

are 1650 f e e t . 

Q. The w e l l i s e n c r o a c h i n g on t h e t r a c t s 

t o t h e west? 

A . Yes, i t i s . 

Q. Who owns and o p e r a t e s S e c t i o n 1 1 , t h e 

640-acre t r a c t t o t h e west? 

A. MW P e t r o l e u m does. T h i s i s one of t h e 
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p r o p e r t i e s t h a t was a c q u i r e d f r o m Amoco. And MW 

has 100 p e r c e n t w o r k i n g i n t e r e s t i n t h a t S e c t i o n 

11 w e l l . 

Q. I s t h a t a f e d e r a l t r a c t ? 

A. Yes, i t i s . 

Q. I s t h e proposed w e l l on S e c t i o n 12 a l s o 

l o c a t e d on a f e d e r a l t r a c t ? 

A. Yes, i t i s . 

Q. Now, y o u ' r e r e q u i r e d t o be 1650 f e e t 

back from t h e o u t e r boundary o f t h e s p a c i n g u n i t ? 

A. Th a t ' s c o r r e c t . 

Q. How f a r a r e you fr o m t h e Musselman 

p r o p e r t i e s i n t h i s area? 

A. 2049 f e e t . 

Q. So y o u ' r e more t h a n t h e s t a n d a r d 

s e t b a c k f r o m them? 

A. Yes, we a r e . 

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

A. T h e i r i n t e r e s t s a r e i n S e c t i o n 1 j u s t 

t o t h e n o r t h o f S e c t i o n 12. 

Q. To your knowledge do t h e y have any 

i n t e r e s t i n S e c t i o n 2? 

A. To my knowledge t h e y do n o t . 

Q. Do t h e y have any i n t e r e s t i n S e c t i o n 
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A. No, t h e y d o n ' t . 

Q. Are any o f t h e i n t e r e s t owners i n t h i s 

a r ea o b j e c t i n g t o t h i s w e l l l o c a t i o n o t h e r t h a n 

Musselman? 

A . No . 

Q. And you a r e more t h a n a s t a n d a r d 

s e t b a c k f r o m them? 

A. Yes. 

Q. You c o u l d i n f a c t be 400 f e e t c l o s e r , 

c o u l d you no t ? 

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

Q. Why was a p e n a l t y o r i g i n a l l y imposed on 

t h i s w e l l ; do you know? 

A. Not r e a l l y . The p e n a l t y was imposed by 

Amoco, and t h a t was b e f o r e we were owners o f t h e 

p r o p e r t y . 

Q. And y o u ' r e s t i l l h a v i n g t o l i v e w i t h an 

o r d e r t h a t approves t h a t l o c a t i o n b u t c o n t a i n s a 

p e n a l t y ? 

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

Q. And y o u ' r e here t o d a y t o t r y and d e a l 

w i t h t h a t p e n a l t y q u e s t i o n ? 

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

Q. What does t h e i n f o r m a t i o n on t h i s 

e x h i b i t t h a t i s u n d e r s c o r e d i n r e d i n d i c a t e ? 
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A. The numbers t h a t a r e u n d e r s c o r e d i n r e d 

are t h e p e r f o r a t e d i n t e r v a l s i n t h e w e l l s . I ' d 

l i k e t o f i r s t draw your a t t e n t i o n t o t h e o r i g i n a l 

w e l l i n S e c t i o n 12, t h e No. 1 w e l l . I t was 

p e r f o r a t e d f r o m a minus 3482 t o a minus 3508. 

Amoco r e p o r t e d t h a t t h a t w e l l had w a t e r e d o u t . 

That was t h e i n f o r m a t i o n t h e y had s u p p l i e d t o 

us . 

Based on t h a t i n f o r m a t i o n i t was our 

o p i n i o n t h e n t h a t t h e gas-water c o n t a c t must be 

on or around a minus 3500 f e e t . That caused us 

t o r e d r i l l t h e w e l l as c l o s e as we c o u l d t o t h e 

west l i n e i n an u p - s t r u c t u r e l o c a t i o n . 

F u r t h e r s t u d y of t h e f i e l d , however, 

d i d r e v e a l t h a t t h e r e were some o f f s e t t i n g 

i n f o r m a t i o n t h a t d i s p u t e d t h i s minus 3500 

gas-water c o n t a c t . 

To t h e n o r t h we have t h e Musselman and 

Owen No. 2 w e l l . And i t ' s p e r f o r a t e d f r o m a 

minus 3594 t o a minus 3612. T h i s i s 

a p p r o x i m a t e l y 100 f e e t d o w n - s t r u e t u r e of t h e 

p e r f o r a t i o n s i n our o r i g i n a l S e c t i o n 12 w e l l . 

To my knowledge t h e c l o s e s t w a t e r 

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

t h a t we have i s i n t h e o r i g i n a l w e l l i n S e c t i o n 
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1, p e r f o r a t e d f r o m a minus 3585 t o minus 3635. 

And t h a t w e l l d i d w a t e r o u t , and i t was sh u t i n 

i n December of 1985. 

We have a d d i t i o n a l i n f o r m a t i o n t o t h e 

s o u t h i n S e c t i o n 13. The Amoco, now MW 

P e t r o l e u m , Hoc F e d e r a l Gas U n i t No. 1, i s 

p e r f o r a t e d f r o m a minus 3648 t o a minus 3744. 

And t h i s w e l l does n o t produce a p p r e c i a b l e 

amounts o f w a t e r . And i t ' s p e r f o r a t e d t o a much 

deeper i n t e r v a l t h a n even t h e minus 3600 f e e t . 

Based on tho s e t h o s e p i e c e s of 

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

gas-water c o n t a c t was n o t a t a minus 3500 f e e t . 

A f t e r t h e d r i l l i n g of t h e Smith F e d e r a l No. 2, we 

d e c i d e d t o t e s t below t h e i n t e r v a l t h a t had been 

p e r f o r a t e d i n t h e No. 1 w e l l and had r e p o r t e d l y 

w a t e r e d o u t . 

Now, I ' d l i k e t o draw your a t t e n t i o n 

now t o our n e x t e x h i b i t , w h i c h i s E x h i b i t No. 3. 

Q. L e t ' s go t o E x h i b i t No. 3. And t h e n i f 

you w o u l d , r e v i e w t h e i n f o r m a t i o n on t h a t e x h i b i t 

f o r Mr. Catanach. 

A. E x h i b i t No. 3 i s a l o g on t h e r e c e n t l y 

d r i l l e d S m ith F e d e r a l Gas Com. No. 2 w e l l . And 

the b o t t o m p o r t i o n o f t h a t l o g , y o u ' l l n o t i c e 
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t h a t t h e r e i s a p e r f o r a t e d i n t e r v a l f r o m 7554 t o 

7574. The b o t t o m p e r f i s a minus 3588. 

Now, t h e i n t e r v a l was n o t s t i m u l a t e d , 

so t h e gas r a t e s a r e n o t s t a g g e r i n g . But t h e 

w e l l d i d t e s t 700 m i l l i o n c u b i c f e e t a day a t 210 

pounds w i t h no f l u i d . 

The n e x t e x h i b i t , E x h i b i t No. 4, i s a 

d e t a i l of t h a t w e l l t e s t . And y o u ' l l n o t e t h a t 

t h e r e were s t e a d y r a t e s p r oduced and t h a t no 

f l u i d was produced f r o m t h i s zone. And t h i s zone 

i s 80 f e e t deeper t h a n t h e zone t h a t had 

r e p o r t e d l y w a t e r e d o u t i n t h e No. 1 w e l l . 

Q. From t h i s i n f o r m a t i o n what c o n c l u s i o n 

can you r e a c h about t h e gas column i n t h e No. 2 

wel 1? 

A. The gas column i s a p p r o x i m a t e l y 100 

f e e t t h i c k e r t h a n we had o r i g i n a l l y t h o u g h t when 

t h e w e l l was proposed. 

Q. So t h i s i s a d i f f e r e n c e between what 

was o r i g i n a l l y b e l i e v e d and what t h e a c t u a l f a c t s 

o f t h e p a r t i c u l a r w e l l have t o be? 

A. Yes, t h a t ' s t r u e . 

Q. B e f o r e we move on fr o m t h e s e e x h i b i t s , 

I would l i k e t o go back f o r a m i n u t e t o your 

s t r u c t u r e map, your E x h i b i t No. 2. Musselman 
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o p e r a t e s a w e l l , do t h e y n o t , i n t h e s e c t i o n 

n o r t h of t h e s e c t i o n w h i c h i s i n v o l v e d i n t h i s 

case ? 

A. Yes, t h e y do. 

Q. And what i s t h e l o c a t i o n o f t h a t w e l l ; 

do you know? 

A. That w e l l i s l o c a t e d 330 f e e t f r o m t h e 

west l i n e and 1650 from t h e s o u t h l i n e of S e c t i o n 

1 . 

Q. So i t ' s a s t a n d a r d s e t b a c k f r o m t h e 

common boundary between t h e two t r a c t s ? 

A. Yes, i t i s . 

Q. I t i s 330 f e e t f r o m i t s west boundary? 

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

Q. Your w e l l i s 480 f e e t f r o m t h e west 

boundary? 

A. Yes, s i r . 

Q. I s t h e r e a p e n a l t y imposed on t h e 

Musselman w e l l ? 

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

Q. What i s t h a t p e n a l t y ? 

A. I b e l i e v e t h a t p e n a l t y i s a 0.57. 

Q. They a re e n c r o a c h i n g t o w a r d t h e west, 

as your w e l l i s a l s o ? 

A. Yes, t h e y a r e . 
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Q. Who o p e r a t e s t h e t r a c t t o t h e west o f 

th e Musselman w e l l ? 

A. Oryx does. 

Q. I s t h a t a f e d e r a l t r a c t ? 

A. No. I t has some s t a t e i n t e r e s t s on 

i t . I t ' s a s t a t e t r a c t . 

Q. Now, your w e l l i s a l s o u n o r t h o d o x t o 

the west? 

A. Yes, i t i s . 

Q. Are you e n c r o a c h i n g on any o t h e r 

p r o d u c e r ? 

A. Only our own Smith F e d e r a l No. 1, w h i c h 

i s l o c a t e d on a f e d e r a l t r a c t . 

Q. Okay. You're a l s o a f e d e r a l t r a c t ? 

A. Yes. I would l i k e t o e x p l a i n f u r t h e r 

what t h e pr o b l e m might have been i n t h e Smith gas 

u n i t No. 1, t h e o r i g i n a l w e l l t h a t had w a t e r e d 

o u t , or had r e p o r t e d l y w a t e r e d o u t i n S e c t i o n 

1 2 . 

The n e x t e x h i b i t t h a t I have --

Q. Tha t ' s E x h i b i t No. 5? 

A. Yes, s i r . -- i s a p r o d u c t i o n c u r v e on 

the Smith F e d e r a l Gas Com. No. 1. And y o u ' l l 

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

volume of gas, over 3 m i l l i o n a day, t h r o u g h t h e 
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m i d d l e o f 1989. And i t was e s s e n t i a l l y 

w a t e r - f r e e t h r o u g h t h e m i d d l e o f 1989. 

Then i n a m a t t e r o f one month, t h e w e l l 

went f r o m no w a t e r t o 800 b a r r e l s of w a t e r a 

day. And t h e n i t w a t e r e d o u t i n s i x months. 

T h i s i s r e a l i n c o n s i s t e n t w i t h t h e p e r f o r m a n c e of 

o t h e r w e l l s t h a t I ' v e l o o k e d a t i n t h i s f i e l d . 

Most of t h e w e l l s t a k e anywhere f r o m 

f o u r t o s i x y e a r s t o w a t e r o u t , and t h e y don't 

e x p e r i e n c e t h a t k i n d o f i n c r e a s e i n w a t e r 

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

We su s p e c t t h a t t h i s w e l l d i d n o t w a t e r 

out b u t t h a t i n f a c t s u f f e r e d f r o m a c a s i n g 

l e a k . T h i s i s f u r t h e r s u p p o r t e d by a v i s u a l 

i n s p e c t i o n t h a t we made of t h e c a s i n g t h a t was 

p u l l e d f r o m t h a t w e l l when t h e w e l l was p l u g g e d 

and abandoned. 

The c a s i n g was i n h o r r i b l e c o n d i t i o n , 

and i t was r e v i e w e d by b o t h our p r o d u c t i o n 

e n g i n e e r , who i s i n charge o f t h i s a r e a , as w e l l 

as our p r o d u c t i o n foreman. 

Q. At no t i m e when Amoco o p e r a t e d t h e w e l l 

were t e s t s r u n on t h e c a s i n g t o d e t e r m i n e t h e 

i n t e g r i t y ? 

A. At no t i m e . There i s so m e t h i n g e l s e 
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I ' d l i k e t o p o i n t o ut about t h e Smith F e d e r a l No. 

1, and t h a t i s --

Q . J u s t a second. Mr. Bruce i s h a n d i n g me 

a n o t e s a y i n g t h e y are m i s s i n g e x h i b i t s . 

MR. BRUCE: Wc haven't had any of 

them. 

MR. CARR: Okay. 

MR. STOVALL: Nice t r y , Mr. C a r r . 

MR. CARR: Gosh d a r n . 

A. There was a t e s t p r i o r t o t h e s h u t t i n g 

i n and t e m p o r a r y abandonment o f t h e Smith F e d e r a l 

Gas Com. No. 1. The w e l l was t e s t e d a t a sub-sea 

l e v e l of about a minus 3610. And i t d i d t e s t a l l 

w a t e r w i t h no s t i m u l a t i o n . 

I p e r s o n a l l y do n o t f e e l t h a t t h e t e s t 

was v a l i d . They s t i l l never checked f o r a c a s i n g 

l e a k i n t h i s w e l l . I don't t h i n k t h a t t h a t w a t e r 

came f r o m t h a t zone t h a t was p e r f o r a t e d , b u t 

n o n e t h e l e s s t h a t was below a minus 3610 f e e t , 

w h i c h i s where we s u s p e c t our l o w e s t known gas t o 

be a t t h e p r e s e n t t i m e . 

Q. Ms. Leonard, i f y o u ' r e n o t e n c r o a c h i n g 

on any o t h e r p r o d u c e r , why are you s e e k i n g a 

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

new l o c a t i o n ? 
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A. We're s e e k i n g a p e n a l t y because t h a t ' s 

e s s e n t i a l l y what we i n h e r i t e d f r o m Amoco. 

Q. L e t ' s go t o what has been marked as 

your E x h i b i t No. 6, and I would ask you t o 

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

A. E x h i b i t No. 6 i s an acreage f a c t o r 

c a l c u l a t i o n f o r t h e Smith F e d e r a l Gas Com. No. 

2. And t h i s c a l c u l a t i o n i s c o n s i s t e n t w i t h t h a t 

t h a t Amoco had c a l c u l a t e d i n A p r i l o f t h i s y e a r . 

We d i d i n c l u d e t h e new i n f o r m a t i o n as a 

r e s u l t of t h e t e s t i n g o f t h e w e l l and as a r e s u l t 

of t h e new l o c a t i o n o f t h i s w e l l compared t o what 

was b e l i e v e d a t t h a t A p r i l h e a r i n g . 

Q. T h i s e x h i b i t t h e n i s s i m p l y t h e same 

method p r e s e n t e d by Amoco i n p r e v i o u s h e a r i n g s 

u s i n g c u r r e n t i n f o r m a t i o n on t h e w e l l ? 

A. Th a t ' s c o r r e c t . 

Q. Now, t h e r e a r e b a s i c a l l y t h r e e f a c t o r s 

i n t h i s ; i s t h a t c o r r e c t ? 

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

Q. L e t ' s go t o t h e f i r s t one, t h e 

p r o d u c t i v e acreage method. Could you e x p l a i n how 

you d i d t h a t ? 

A. I t o o k t h e amount of area or acreage 

u p - d i p o f a minus 3600 f e e t sub-sea, w h i c h i s 
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what we c u r r e n t l y s u s p e c t i s our l o w e s t known 

gas, and t h e amount of t h a t area i s 500 a c r e s . 

And t h i s i s a p p r o x i m a t e l y 78 p e r c e n t of t h e 

640-acre s e c t i o n . 

Q. Now, t h e n e x t t h i n g you have i s a 

t w o - c i r c l e method. Why d i d you use t h e 

t w o - c i r c l e method? 

A. A g a i n , I used t h e t w o - c i r c l e method 

because t h i s i s what was used by Amoco i n t h e 

pa s t . 

Q. And j u s t e x p l a i n how you used t h i s 

f a c t o r . 

A. The t w o - c i r c l e method, we drew a 

500-acre c i r c l e , w h i c h i s t h e amount of 

p r o d u c t i v e a r e a , around t h e e x i s t i n g l o c a t i o n and 

around t h e n e a r e s t l e g a l l o c a t i o n or r e g u l a r 

l o c a t i o n . And t h e n you l o o k a t t h e amount of 

are a t h a t l i e s o u t s i d e of t h a t w h i c h w o u l d be 

d r a i n e d by a r e g u l a r l o c a t i o n . 

And as i t t u r n s o u t from t h i s 

c a l c u l a t i o n , 77 p e r c e n t o f t h e proposed or t h e 

e x i s t i n g d r a i n a g e p a t t e r n i s w i t h i n t h e 

c o r r e l a t i v e r i g h t s o f t h e gas u n i t . 

Q. Now, l e t me ask you, when you d r i l l e d 

t h e c i r c l e around t h e w e l l a t t h e u n o r t h o d o x 
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l o c a t i o n , you a c t u a l l y were d r a w i n g t h a t c i r c l e 

f a r t h e r away f r o m Musselman t h a n t h e o r i g i n a l 

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

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

Q. And you have a d d i t i o n a l d r a i n a g e a r e a . 

Was any o f t h a t on t h e Musselman t r a c t , or was 

t h e r e a c t u a l l y l e s s on t h a t t r a c t ? 

A. W e l l , t h e r e ' s a c t u a l l y l e s s on t h i s 

t r a c t t h a n was o r i g i n a l l y p r oposed by Amoco. 

Q. And i s t h e r e l e s s t h a n you would have 

i f t h e w e l l were moved t o a 1650 l o c a t i o n o f f 

t h e i r l e a s e l i n e ? 

A. Yes, s i r . 

Q. A l l r i g h t . L e t ' s go t o t h e 

d i s t a n c e - r a t i o method, and I ' d ask t o you e x p l a i n 

what you mean by t h a t . 

A. Tha t ' s s i m p l y t h e s e t b a c k t o t h e 

n e a r e s t boundary over t h e l e g a l s e t b a c k . I t ' s 

t h a t r a t i o . And we are 480 f e e t f r o m t h e west 

l i n e , and 1650 i s t h e s t a n d a r d s e t b a c k . And t h a t 

r a t i o i s 29 p e r c e n t . 

Q. And t h e n what d i d you do w i t h a l l t h e s e 

f a c t o r s ? 

A. I s i m p l y averaged a l l t h r e e f a c t o r s and 

came up w i t h t h e 61 p e r c e n t p e n a l t y f a c t o r . 
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Q. Are you recommending a 61 p e r c e n t 

p e n a l t y ? 

A. No, I'm n o t . 

Q. What a re you recommending? 

A. I'm recommending a 7 7 - a n d - a - h a l f 

p e r c e n t p e n a l t y f a c t o r . 

Q. How do you get t h a t ? 

A. By a v e r a g i n g t h e p r o d u c t i v e acreage and 

th e t w o - c i r c l e method, t h e average o f tho s e two 

f a c t o r s i s 7 7 - a n d - a - h a l f p e r c e n t . 

Q. Do you t h i n k a p e n a l t y of 77 p e r c e n t 

w o uld be more r e a l i s t i c based on what you 

u n d e r s t a n d o f t h e r e s e r v o i r ? 

A. Yes, I do. 

MR. STOVALL: Mr. C a r r , i f I may 

c l a r i f y , a r e you t a l k i n g about a p e n a l t y 

p r o d u c t i o n f a c t o r ? 

MR. CARR: A p r o d u c t i o n f a c t o r o f t h a t . 

MR. BRUCE: An a l l o w a b l e . 

MR. CARR: An a l l o w a b l e f a c t o r of 77 

p e r c e n t . 

MR. STOVALL: J u s t t o make s u r e . We 

don' t p e n a l i z e you t h e amount you want t o be a b l e 

t o p roduce. 

MR. CARR: I'm sure we would go de novo 
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i f t h a t happened, and t h e y w o u l d have Mr. 

K e l l a h i n here r e p r e s e n t i n g them when t h e y 

s t r a i g h t e n e d i t o u t . 

Q. (BY MR. CARR) I n your o p i n i o n w i l l 

a p p r o v a l of t h i s a p p l i c a t i o n -- would a p p r o v a l of 

th e a p p l i c a t i o n w i t h o u t a p e n a l t y r e s u l t i n MW 

and Apache g a i n i n g an u n f a i r advantage on 

o f f s e t t i n g t r a c t s ? 

A. No, I don't b e l i e v e so. 

Q. And why i s t h a t ? 

A. The o n l y t r a c t upon w h i c h we are 

e n c r o a c h i n g i s S e c t i o n 11. That i s an MW 

P e t r o l e u m t r a c t . We have 100 p e r c e n t of t h a t , 

and i t ' s a l s o a f e d e r a l l e a s e h o l d . So t h e r e 

i s -- we're w i l l i n g t o ac c e p t t h a t . There i s a 

s i g n i f i c a n t amount of p r o d u c t i v e acreage 

r e m a i n i n g i n S e c t i o n 12. T h i s i s a c o m p e t i t i v e 

r e s e r v o i r . 

Q. Would a p p r o v a l of t h e a p p l i c a t i o n w i t h 

no p e n a l t y p e r m i t you t o g a i n an advantage on any 

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

A . No, s i r . 

Q. Would a 77 p e r c e n t p e n a l t y i n your 

o p i n i o n e n a b l e you t o produce t h e w e l l , t r y i n g t o 

honor t h e p e n a l t y t h a t was p r e v i o u s l y imposed, 
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and a t t h e same t i m e a d j u s t i n g t h e p r o d u c t i v e 

a c r e s t h a t you now b e l i e v e t o be under t h e t r a c t ? 

A . Yes, s i r . 

Q. Could you i d e n t i f y E x h i b i t No. 7, 

p l e a s e . 

A. E x h i b i t No. 7 i s an a f f i d a v i t t h a t 

W i l l i a m F. C a r r , a t t o r n e y f o r t h i s case, d i d 

se r v e n o t i c e t o a l l of t h e w o r k i n g i n t e r e s t 

owners a f f e c t e d . 

Q. A t t a c h e d t o t h a t do we have r e t u r n 

r e c e i p t s showing t h a t t h e o f f s e t t i n g o p e r a t o r s 

have i n f a c t r e c e i v e d n o t i c e of t o d a y ' s h e a r i n g ? 

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

Q. I n your o p i n i o n w i l l g r a n t i n g t h e 

a p p l i c a t i o n of MW t o amend t h e a p p l i c a t i o n by 

i n c r e a s i n g t h e p r o d u c t i o n f a c t o r t o 7 7 - a n d - a - h a l f 

p e r c e n t cause waste? 

A. The g r a n t i n g of t h i s a p p l i c a t i o n w i l l 

n o t cause waste. 

Q. Why i s t h a t ? 

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

p r o d u c t i o n o f r e s e r v e s and i n t h e p r o t e c t i o n of 

c o r r e l a t i v e r i g h t s , I b e l i e v e t h a t t h i s w e l l 

ought t o be a l l o w e d t o produce i t s f a i r s hare o f 

t h i s f i e l d ' s r e s e r v e s , and t h a t i n t e r e s t i s b e s t 
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p r o t e c t e d by a 77-and-a-ha1f p e r c e n t acreage 

f a c t o r . 

Q. Would any r e s e r v o i r damage occ u r by 

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

A. Oh, no. 

Q. You're n o t e n c r o a c h i n g on any o t h e r 

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

i m p a i r e d ? 

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

Q. W i l l MW a l s o c a l l a g e o l o g i c a l w i t n e s s ? 

A. Yes. 

Q. Were E x h i b i t s 1 t h r o u g h 7 e i t h e r 

p r e p a r e d by you or c o m p i l e d under your d i r e c t i o n 

and s u p e r v i s i o n ? 

A. Yes, t h e y were. 

MR. CARR: At t h i s t i m e , Mr. Catanach, 

I w o u l d move t h e a d m i s s i o n o f E x h i b i t s 1 t h r o u g h 

7 . 

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

7 w i l l be a d m i t t e d as e v i d e n c e . 

MR. CARR: That c o n c l u d e s my d i r e c t i o n 

e x a m i n a t i o n of Ms. Leonard. 

EXAMINER CATANACH: Mr. Bruce. 

EXAMINATION 

BY MR. BRUCE: 
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Q. Ms. Leonard, you t a l k e d about t h e 

p e n a l t y , b ut I b e l i e v e under t h e c u r r e n t o r d e r , 

whatever t h a t number may be, 9487-A, t h e r e ' s a 48 

or 49 p e r c e n t a l l o w a b l e f a c t o r ; i s t h a t c o r r e c t ? 

A. Yes, s i r . 

Q. Not a p e n a l t y f a c t o r ? 

A. Th a t ' s c o r r e c t . 

Q. Th a t ' s t h e a l l o w a b l e . And y o u ' r e 

s e e k i n g now a 77.5 p e r c e n t a l l o w a b l e f a c t o r ? 

A. Yes. 

Q. And t h a t ' s -- you can c a l c u l a t e i t i f 

you want, b u t t h a t w i l l r o u g h l y a l l o w MW t o 

i n c r e a s e p r o d u c t i o n by about 60 p e r c e n t ? 

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

Q. The Smith No. 1 w e l l i n S e c t i o n 12, how 

much has t h a t produced t o date? 

A. That w e l l has produced a p p r o x i m a t e l y 30 

Bcf . 

Q. Three-zero? 

A . Yes, s i r . 

Q. Now, I b e l i e v e i n your c a l c u l a t i o n s on 

p r o d u c t i v e acreage i n S e c t i o n 12, you used 500 

a c r e s ; i s t h a t c o r r e c t ? 

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

Q. Wouldn't a l a r g e amount o f t h a t have 
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a l r e a d y been d r a i n e d by t h i s S m i t h No. 1 w e l l ? 

A. W e l l , yes, s i r , i t has, b u t t h e r e ' s 

been a s i g n i f i c a n t p r e s s u r e d e p l e t i o n as a r e s u l t 

of t h i s f r o m t h e F e d e r a l No. 1 p r o d u c i n g . 

Q. Do you have any i d e a how much has been 

d r a i n e d by t h e Smith No. 1 as f a r as acreage? 

A. No, s i r , I d o n ' t . 

Q. What was t h e l a s t p r e s s u r e r e p o r t e d on 

th e Smith No. 1? 

A. I don't have t h a t i n f o r m a t i o n . The 

f i e l d p r e s s u r e i s a p p r o x i m a t e l y 1600 pounds. 

Q. What i s t h e p r e s s u r e i n your Smith No. 

2? 

A. A p p r o x i m a t e l y 1550 pounds. 

Q. And t h e Smith No. 1, i s i t s h u t i n now? 

A. I t ' s p l u g g e d and abandoned. 

Q. And you don't have a f i n a l p r e s s u r e on 

t h a t ? 

A. No, I don ' t . 

Q. Now, r e g a r d i n g w a t e r p r o d u c t i o n , a r e 

t h e r e w e l l s t o t h e e a s t i n t h e I n d i a n Basin-Upper 

Penn p o o l t h a t have w a t e r e d o u t ? 

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

Q. I s t h e t r e n d g e n e r a l l y f r o m t h e e a s t t o 

th e west w a t e r encroachment? 
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A. I n my o p i n i o n t h e t r e n d i s g e n e r a l l y 

f r o m t h e n o r t h e a s t . 

Q. Okay. So i t ' s coming from t h e 

n o r t h e a s t t o t h e s o u t h w e s t ? 

A. Yes. 

Q. So i f t h e r e ' s g o i n g t o be w a t e r i n g o u t , 

t h e Musselman w e l l w ould p r o b a b l y w a t e r o ut 

b e f o r e y o u r Apache w e l l -- I mean your Smith No. 

2 w e l l ? 

A. For s e v e r a l r e a s o n s . We are 

s t r u c t u r a l l y s i g n i f i c a n t l y h i g h t o t h e Musselman 

w e l l . And t h e o t h e r r e ason i s t h a t t h a t w e l l i s 

in d e e d n o r t h e a s t o f our w e l l or more n o r t h . 

Q. I t ' s f u r t h e r n o r t h , b u t s i n c e t h e w a t e r 

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

would r e a c h t h e r e f i r s t ? 

A. Yes. 

Q. Even i f t h e y were a t t h e same l e v e l 

s t r u c t u r a l l y ? 

A. Yes. 

Q . R e g a r d i n g t h e Smi t h No. 1 w e l l , was 

t h e r e e v i d e n c e of a t u b i n g or packer l e a k i n t h a t 

w e l l a f t e r w a t e r i n g o u t ? 

A. I t was never t e s t e d . 

Q. Okay. But you d i d s t a t e you t h o u g h t 
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t h e r e was a c a s i n g l e a k above t h e packer? 

A. I don't know where t h a t c a s i n g l e a k 

was. I s i m p l y b e l i e v e t h a t t h e r e i s a c a s i n g 

l e a k . 

Q. Th a t ' s s p e c u l a t i o n because you haven't 

t e s t e d i t ? 

A. No, i t h a s n ' t been t e s t e d . Amoco was 

t h e o p e r a t o r of t h e w e l l a t t h e t i m e . 

Q. What was t h e method of t e s t i n g t h e 

p r e s s u r e i n t h e Smith No. 2 w e l l ? 

A. S h u t t i n g t u b i n g p r e s s u r e s . 

Q. I n t h e Smith No. 1 w e l l , d i d you have 

any w a t e r sample f r o m t h a t w e l l ? 

A. No, s i r . 

Q. So t h e r e s i s t i v i t y wasn't checked? 

A. No, s i r . 

Q. Does Amoco -- excuse me, MW or Apache 

have any p a r t n e r s i n t h e Smi t h No. 2 w e l l ? 

A. Yes, we do. Oryx i s a 50 p e r c e n t 

w o r k i n g i n t e r e s t owner i n t h e Smith No. 2. 

Q. A p p r o x i m a t e l y how t h i c k -- and you may 

want t o d e f e r t h i s t o t h e g e o l o g i s t -- b u t how 

t h i c k i s t h e Upper Penn f o r m a t i o n ? 

A. I ' l l l e t John answer t h a t s i n c e he's 

t h e one t h a t d e v e l o p e d a l l t h a t . 
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Q. You men t i o n e d Oryx i s a p a r t n e r i n t h e 

w e l l . O b v i o u s l y t h e y have approved of t h e 

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

A. Yes, s i r , t h e y have. 

Q. I s t h a t i n any way prompted by t h e i r 

own i n t e r n a l economics or --

A. I don 1 t know. 

MR. STOVALL: Mr. Bruce, can you w a i t 

j u s t a moment. 

(A r e c e s s was t a k e n . ) 

MR. BRUCE: J u s t a m i n u t e , Mr. 

Examiner. I b e l i e v e I'm al m o s t done h e r e . One 

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

Q. I b e l i e v e you s a i d E x h i b i t 6 was -- a t 

l e a s t some of t h e c a l c u l a t i o n s were d e r i v e d u s i n g 

new i n f o r m a t i o n -- t h a t was c a l c u l a t e d u s i n g new 

i n f o r m a t i o n d e r i v e d f r o m your No. 2 w e l l ; i s t h a t 

c o r r e c t ? 

A. Th a t ' s c o r r e c t . 

Q. What was new fr o m t h e No. 2 w e l l as 

opposed t o what Amoco t o l d you about t h e No. 1 

w e l l ? 

A. Amoco had i n f o r m e d us t h a t t h e Sm i t h 

F e d e r a l No. 1 had w a t e r e d o u t as a r e s u l t o f 

wa t e r encroachment. T e s t i n g o f t h e No. 2 w e l l 
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i n d i c a t e d t h a t we had a p p r o x i m a t e l y 100 f e e t o f 

a d d i t i o n a l gas column t h a t was n o t e x p e c t e d i n 

t h a t w e l l . 

As a r e s u l t o f t h a t a d d i t i o n a l 100 f o o t 

o f gas column, we have e x t e n d e d t h e amount of 

p r o d u c t i v e acreage of down-dip of what was 

o r i g i n a l l y b e l i e v e d t o have been t h e gas-water 

c o n t a c t . 

MR. BRUCE: Okay. I have n o t h i n g 

f u r t h e r a t t h i s t i m e , Mr. Examiner. 

EXAMINER CATANACH: Mr. K e l l a h i n . 

MR. KELLAHIN: Thank you, Mr. 

Examiner. 

EXAMINATION 

BY MR. KELLAHIN: 

Q. Ms. Leonard, I'm g o i n g t o t r y t o 

u n d e r s t a n d t h e sequence o f e v e n t s between what I 

w i l l c a l l t h e Amoco o r d e r , w h i c h was t h e second 

amended o r d e r t h a t you o b t a i n e d f r o m t h e 

D i v i s i o n . There were t h r e e p a r a m e t e r s or f a c t o r s 

i n t h e p e n a l t y c a l c u l a t i o n , were t h e r e n o t ? 

A. When Amoco o r i g i n a l l y s e c u r e d t h e o r d e r 

i n May o f 1991, b e f o r e MW had pur c h a s e d t h e 

p r o p e r t y , t h e r e were t h o s e t h r e e f a c t o r s i n c l u d e d 

i n t h a t c a l c u l a t i o n , t h a t ' s c o r r e c t . 
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Q. When you came back i n August o f 91 --

A. Yes, s i r . 

Q. -- th o s e same t h r e e f a c t o r s were 

a p p l i e d t o t h e p e n a l t y c a l c u l a t i o n ? 

A. Yes, s i r . 

Q. But t h e r e was an a d j u s t m e n t made -- was 

t h e r e any a d j u s t m e n t made? 

A. No, s i r , t h e r e was no a d j u s t m e n t made. 

Q. Okay. The t h r e e f a c t o r s were what 

we've c h a r a c t e r i z e d a p r o d u c t i v e acreage 

component, t h e d o u b l e - c i r c l e component and t h e n a 

d i s t a n c e - t o - b o u n d a r y component; r i g h t ? 

A. Th a t ' s c o r r e c t . 

Q. Okay. When Amoco p r e s e n t e d and you 

p r e s e n t e d , I guess, back i n t h e August h e a r i n g i n 

91 t h e p r o d u c t i v e acreage f a c t o r , was t h a t based 

upon a s t r u c t u r e map? 

A. Amoco's p r o d u c t i v e acreage f a c t o r was 

not based upon a s t r u c t u r e map. I d i d n ' t r e a l l y 

p r e s e n t a n y t h i n g . I s i m p l y recommended t h a t we 

c o n t i n u e w i t h t h e same acreage f a c t o r t h a t Amoco 

had r e q u e s t e d i n t h e i r A p r i l h e a r i n g . 

Q. What was t h e acreage f a c t o r Amoco had 

r e q u e s t e d or used i n t h e e a r l i e r h e a r i n g s ? 

A. The p r o d u c t i v e a c r e s were 352 a c r e s . 
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Q. Okay. How was t h a t d e r i v e d ; do you 

know? 

A. Amoco drew a l i n e f r o m t h e o r i g i n a l 

w e l l i n S e c t i o n 1, w h i c h was t h e Arco Smith No. 

w e l l . That l i n e t h e n e x t e n d e d t o t h e Smith 

F e d e r a l Gas Com. No. 1 w e l l t o t h e s o u t h , and 

t h e n over t o a d r y h o l e t o t h e s o u t h e a s t of t h e 

Smith F e d e r a l Gas Com. No. 1, w h i c h would be t h e 

Pan American Dunkin F e d e r a l No. 1. And t h e y 

s i m p l y s t a t e d t h a t a l l acreage west of t h a t l i n e 

was p r o d u c t i v e acreage. 

Q. There wasn't a s t r u c t u r a l f a c t o r 

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

acreage? 

A. No, s i r , t h e r e was n o t . 

Q. So when you and your g e o l o g i s t s t h e n 

p r e p a r e d t h e s t r u c t u r e map, i t i s t h e s t r u c t u r e 

map t h a t y o u ' r e now u s i n g t o make t h e a d j u s t m e n t 

i n t h e p r o d u c t i v e acreage? 

A. Yes, s i r . 

Q. And p r o d u c t i v e acreage i s s i m p l y t h a t 

p o r t i o n o f t h e s t r u c t u r e above t h e minus 3600? 

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

Q. Contour e l e v a t i o n on t h e s t r u c t u r e ? 

A. Yes, s i r . 
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Q. And e v e r y t h i n g below t h a t t h e n i s 

presumed n o t t o c o n t r i b u t e f o r purposes of t h e 

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

A. For purposes of t h e c a l c u l a t i o n , we're 

r e a l l y c o n s i d e r i n g t h e minus 3600 as t h e l o w e s t 

known gas. I f i r m l y b e l i e v e t h a t t h e r e i s 

p r o d u c t i v e acreage below a minus 3600. I s i m p l y 

c a n ' t p r o v e i t . So we're u s i n g t h e minus 3600 as 

our boundary f o r t h e c a l c u l a t i o n of t h e p e n a l t y . 

Q. E x p l a i n t o me a g a i n t h e d a t a between 

t h e No. 1 and t h e No. 2 w e l l i n S e c t i o n 12 t h a t 

causes you t o b e l i e v e t h a t t h e l o w e s t known gas 

i s now a p p r o x i m a t e l y 100 f e e t below what Amoco 

was u s i n g f o r t h e l o w e s t known gas. 

That was based upon r e - a n a l y z i n g t h e 

No. 1 w e l l and a t t r i b u t i n g t h e wa t e r produced i n 

the No. 1 t o a c a s i n g l e a k ? 

A. Yes, s i r . 

Q. Was t h e r e any wa t e r a n a l y s i s made of 

the w a t e r produced fro m t h e No. 1 w e l l ? 

A. We fou n d no w a t e r a n a l y s e s i n t h e f i l e . 

Q. Do you have any way t o c a l c u l a t e or 

e s t i m a t e t h e a p p r o x i m a t e l o c a t i o n of t h e c a s i n g 

l e a k ? 

A. No, s i r , we d o n ' t . 
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Q. Where would you a t t r i b u t e t h e w a t e r 

p r o d u c t i o n t o i n t h a t w e l l i f i t ' s n o t coming 

f r o m t h e f o r m a t i o n w i t h i n t h e p o o l ? 

A. That w a t e r p r o d u c t i o n c o u l d be coming 

f r o m an i n t e r v a l t h a t ' s deeper t h a n a minus 3600 

f e e t . The w e l l was d r i l l e d t h r o u g h t h e e n t i r e 

Penn s e c t i o n . I t c o u l d be coming from a 

s h a l l o w e r i n t e r v a l . 

I p e r s o n a l l y s u s p e c t i t ' s coming 

somewhere deep w i t h i n t h e upper Penn, b u t I 

r e a l l y -- t h a t ' s a s u s p i c i o n o n l y and has no 

p r o o f or f a c t s b e h i n d i t . 

Q. Have you r e v i e w e d t h e d r i l l i n g and 

c o m p l e t i o n r e p o r t s and i n f o r m a t i o n f o r t h e No. 1 

w e l l ? 

A. I have r e v i e w e d a l l o f t h e c u r r e n t --

or I ' d say r e c e n t r e p o r t s , any w o r k o v e r s t h a t 

have been done w i t h i n t h e l a s t t h r e e y e a r s . 

Q. Do you f i n d any i n f o r m a t i o n t h a t shows 

t h a t t h e w e l l i s c o m p l e t e d i n such a f a s h i o n t h a t 

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

deeper w a t e r c o n t a c t up i n t o t h e w e l l b o r e ? 

A. There i s no s u g g e s t i o n t h a t t h a t c o u l d 

happen. 

Q. Give me y o u r b e s t h y p o t h e s i s of where 
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t h e w a t e r i s coming f r o m . 

A. I t h i n k t h e w a t e r i s coming f r o m 

somewhere deep i n t h e Penn s e c t i o n . 

Q. Okay. U s i n g t h e g e o l o g i s t ' s s t r u c t u r e 

map and t h e n d e t e r m i n i n g t h e number of s u r f a c e 

acreage i n t h e s e c t i o n above t h e minus 3600 f o o t , 

you g et t h e a p p r o x i m a t e l y 500 a c r e s , was i t ? 

A. Yes, s i r . 

Q. So t h e n 500 a c r e s i n a r a t i o t o t h e 640 

was t h e n t h e p r o d u c t i v e acreage p o r t i o n o f t h e 

p e n a l t y c a l c u l a t i o n ? 

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

Q. When you p u t t h a t i n p l a c e w i t h t h e 

o t h e r two f a c t o r s , what number do you g e t f o r t h e 

p r o d u c t i o n a l l o w a b l e number? 

A. F o l l o w i n g t h e same f o r m u l a t h a t Amoco 

used i n t h e o r i g i n a l a p p l i c a t i o n , we g e t 0.61 

a l l o w a b l e , acreage a l l o w a b l e f a c t o r . 

Q. Okay. You've s u g g e s t e d or r e q u e s t e d a 

77.5 p e r c e n t a l l o w a b l e f a c t o r . What d i d you 

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

A. To g e t t h e 77-and-a-ha1f p e r c e n t 

a l l o w a b l e f a c t o r ? 

Q. Above t h e 61 p e r c e n t . 

A. I d i d n ' t a d j u s t a n y t h i n g . I t o o k t h e 
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average o f t h e p r o d u c t i v e a c r e s and t h e 

t w o - c i r c l e method and used t h a t a verage, and t h a t 

was 7 7 - a n d - a - h a l f . 

Q. Okay. I f you t a k e t h e p r o d u c t i v e 

acreage number — 

A. Yes, s i r . 

Q. -- and average t h a t w i t h t h e 

d i s t a n c e - t o - b o u n d a r y r a t i o and d e l e t e t h e 

d o u b l e - c i r c l e p o r t i o n , do you know what you get? 

A. No, s i r , I don 1 t . 

Q. I f t h e w e l l y o u ' r e s e e k i n g an i n c r e a s e 

i n i t s a l l o w a b l e on was n o t r e s t r i c t e d i n any 

f a s h i o n , had a f u l l a l l o w a b l e , what would be i t s 

d a i l y gas p r o d u c t i o n r a t e ; do you know? 

A. The average a l l o w a b l e f o r 1990, I 

b e l i e v e , was 4.4 m i l l i o n a day. I r e a l l y d o n ' t 

know what t h e average a l l o w a b l e has been f o r 

1991. 

Q. Does t h e No. 2 w e l l i n S e c t i o n 12 have 

t h e c a p a c i t y t o produce a f u l l a l l o w a b l e i f i t 

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

A. I don't t h i n k a f u l l a l l o w a b l e , no. We 

t e s t e d t h e w e l l f o r a c o u p l e o f days, and i t 

produced 2.9 m i l l i o n a day a t 780 pounds. I 

don ' t r e a l l y know what t h e w e l l w ould do w i t h 
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a d d i t i o n a l drawdown. 

The w e l l hadn't c o m p l e t e l y c l e a n e d up 

a t t h a t t i m e , b u t I s u s p e c t t h a t t h e l i m i t s of 

i t s p r o d u c t i o n i s somewhere around 

t h r e e - a n d - a - h a l f m i l l i o n a day. 

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

i s a p p l i e d a t t h e 61 p e r c e n t , what w o u l d be t h e 

p r o d u c i n g r a t e o f your w e l l on a d a i l y b a s i s ? 

A. I f I assumed -- l e t ' s j u s t have a n i c e 

r o u n d number -- f o u r m i l l i o n a day, t h a t would be 

a p p r o x i m a t e l y t w o - a n d - a - h a l f m i l l i o n a day. 

Q. Okay. And i f we move i t up t o t h e 

7 7 - a n d - a - h a l f , would your w e l l be r e s t r i c t e d a t 

a l l ? 

A. Yes, i t would be somewhat because t h e 

a l l o w a b l e would be t h e n s o m e t h i n g around t h r e e 

m i l l i o n a day. 

MR. KELLAHIN: Thank you, Mr. 

Examiner. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Ms. Leonard, when Amoco o r i g i n a l l y came 

i n t o p e r m i t t h i s d e v i a t e d w e l l , do you know why 

Amoco proposed a p e n a l t y ? 

A . No . 
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Q. Was t h e a p p l i c a t i o n o b j e c t e d t o as f a r 

as you know? 

A. I b e l i e v e t h a t Musselman, Owen & K i n g 

o b j e c t e d t o t h e a p p l i c a t i o n , b u t I do n ' t know i f 

t h e y o b j e c t e d t o i t because o f t h e p e n a l t y or 

n o t . I don't know where t h a t e n t e r e d i n t o i t . I 

r e a l l y don't u n d e r s t a n d t h a t sequence of e v e n t s . 

MR. BRUCE: We mig h t be a b l e t o c l e a r 

t h a t up, and I ' l l have a w i t n e s s d i s c u s s t h a t 

b r i e f l y . 

MR. STOVALL: Do you want t o w a i t u n t i l 

h i s w i t n e s s ? 

MR. BRUCE: B a s i c a l l y i t was agreed 

upon 

hear ing? 

EXAMINER CATANACH: P r i o r t o t h e 

MR. BRUCE: Yes. 

EXAMINER CATANACH: I would ask Mr. 

K e l l a h i n how Marathon f e e l s t h e y ' r e b e i n g 

a f f e c t e d by t h i s whole t h i n g . 

MR. KELLAHIN: We're n o t t a k i n g a 

p o s i t i o n i n t h e i r case. We are i n t e r e s t e d 

i n s o f a r as how t h i s p e n a l t y i s a p p l i e d t o our 

case, w h i c h i s t h e f o l l o w i n g case, and t h e 

r e l a t i o n s h i p between S e c t i o n s 13 and 14. 
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EXAMINER CATANACH: I see. 

MR. STOVALL: T r y i n g t o b u i l d a r e c o r d , 

are you, Mr. K e l l a h i n ? 

MR. KELLAHIN: Doing what I can. 

MR. CARR: Reminds me, you always e n t e r 

y o u r o r d e r s b e f o r e you g e t t h e r e c o r d s , so my 

e f f o r t s a r e t o no a v a i l . 

MR. STOVALL: W e ' l l keep your c a u s t i c 

comments on t h e r e c o r d . 

MR. CARR: I d i d n ' t say t h a t . 

MR. KELLAHIN: I'm j u s t r e p e a t i n g what 

my a b l e c o u n s e l has s u g g e s t e d . 

( D i s c u s s i o n o f f t h e r e c o r d . ) 

Q. (BY MR. CATANACH) Ms. Leonard, on your 

a l l o w a b l e c a l c u l a t i o n , why would you t h r o w o u t 

t h e d i s t a n c e - r a t i o method i n your c a l c u l a t i o n ? 

A. I n my o p i n i o n t h e r e a r e p r o b a b l y more 

t h a n 500 p r o d u c t i v e a c r e s i n t h i s s e c t i o n t h a t 

a r e p r o d u c t i v e . And I t h i n k i t would be u n f a i r 

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

i t a chance t o produce t h e gas r e s e r v e s t h a t 

r e m a i n i n t h a t 640-acre s p a c i n g u n i t . 

Q. Do you have any i d e a what t h o s e 

r e s e r v e s m i g h t be? 

A. Not r e a l l y . 
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Q. I t ' s ray u n d e r s t a n d i n g t h a t MW or Apache 

c u r r e n t l y owns a l l of S e c t i o n 11 and S e c t i o n 12; 

i s t h a t c o r r e c t ? 

A. No, s i r . We have h a l f of S e c t i o n 12, 

bu t we do own a l l of S e c t i o n 11. 

Q. H a l f o f S e c t i o n 12. And who owns t h e 

o t h e r h a l f ? 

A. Oryx. 

Q. So t h e y ' r e a 50 p e r c e n t p a r t n e r i n t h e 

w e l l ? 

A. Yes, s i r . 

Q. Now, i n t r y i n g t o u n d e r s t a n d how you 

d e t e r m i n e t h e minus 3600 f e e t as b e i n g t h e l o w e s t 

known gas, t h a t was d e t e r m i n e d how again? 

A. That was d e t e r m i n e d u s i n g t h e 

i n f o r m a t i o n , t h e p e r f o r a t i o n i n f o r m a t i o n i n b o t h 

t h e n o r t h and s o u t h o f f s e t s , w h i c h a r e b o t h 

p e r f o r a t e d t o below a minus 3600, n e i t h e r w e l l 

p r o d u c i n g s i g n i f i c a n t volumes of w a t e r . And 

based on t h e t e s t i n t h e No. 2 w e l l , i t was 

t e s t e d down t o minus 3588 and d i d n o t produce any 

1 i q u i d s a t a l l . 

Q. So i s i t your o p i n i o n i n t h e Smith w e l l 

No. 1 i n S e c t i o n 12 t h a t was p l u g g e d t h a t t h e 

i n t e r v a l f o r minus 3508 t o minus 3600, t h a t ' s a l l 
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p r o d u c t i v e ? 

A. Th a t ' s a l l p r o d u c t i v e . 

Q. And i t was never t e s t e d i n t h a t w e l l ? 

A. No, s i r . I f o u n d a p r o c e d u r e i n t h e 

w e l l r e q u e s t i n g t h a t t h e c a s i n g be t e s t e d , b u t 

when we r e v i e w e d t h e a c t u a l r e c o r d s o f how t h e 

w e l l was t e s t e d , t h e c a s i n g was never t e s t e d . 

T h i s was a t a t i m e when Amoco was 

d i s p o s i n g o f t h e p r o p e r t y . I do n ' t t h i n k t h a t 

t h e y were maybe p a y i n g as much a t t e n t i o n t o i t as 

t h e y might o t h e r w i s e . 

Q. A l s o i n your o p i n i o n you don't b e l i e v e 

t h a t t h e i n t e r v a l f r o m minus 3482 t o minus 3508 

w i t h i n S e c t i o n 12 was d r a i n e d c o m p l e t e l y by t h e 

f i r s t we 11? 

A. No, s i r . The s e c t i o n s t i l l has 

p r e s s u r e . We s t i l l have a p p r o x i m a t e l y 1600 

pounds o f r e s e r v o i r p r e s s u r e . 

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

a l l I have f o r t h a t . 

MR. STOVALL: I ' v e g o t a c o u p l e 

q u e s t i o n s , i f I m i g h t . 

EXAMINATION 

BY MR. STOVALL: 

Q. L e t me make sure I u n d e r s t a n d t h e 
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sequence. Amoco o p e r a t e d t h e No. 1 w e l l , g ot 

w a t e r i n i t , and b a s i c a l l y s a i d we need t o go 

u p - s t r u c t u r e , l e t ' s k i c k o f f and go over t o a 

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

w e l l b o r e ; i s t h a t c o r r e c t ? 

A. Th a t ' s c o r r e c t . 

Q. Got t h a t approved. D e t e r m i n e d t h e y 

c o u l d n ' t do i t because t h e w e l l wasn't i n good 

enough m e c h a n i c a l c o n d i t i o n t o do i t ? 

A. Yes, s i r . 

Q. S o l d t h e p r o p e r t y t o MW or Apache -- or 

s o l d MW t o Apache, I guess, i s what you s a i d t h e y 

d i d ; r i g h t ? 

A. That was f a i r l y c l o s e . We bought t h e 

p r o p e r t y e f f e c t i v e J u l y 1 of 1991. We t o o k over 

o p e r a t i o n s e f f e c t i v e August 1 o f 9 1 . The a t t e m p t 

t o r e - e n t e r t h e w e l l was made i n J u l y o f 91 w h i l e 

Amoco s t i l l had o p e r a t i o n s of t h e w e l l , b u t 

Apache was t h e owner a t t h a t t i m e . 

Q. Then Apache d r i l l e d t h e No. 2 

subsequent t o t a k i n g over o p e r a t i o n s i n August, I 

guess; i s t h a t c o r r e c t ? 

A. Yes, s i r . 

Q. And d r i l l e d t h e No. 2 based p r i m a r i l y 

on t h e g e o l o g y and e n g i n e e r i n g p r e s e n t e d by 
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Amoco; i s t h a t c o r r e c t ? 

A. We a u t h o r i z e d t h e No. 2 i n t e r n a l l y 

based on Amoco's g e o l o g y and e n g i n e e r i n g . At t h e 

t i m e t h a t t h a t w e l l was b e i n g d r i l l e d , John 

P o l a s e k , who you w i l l meet i n a m i n u t e , was 

h i r e d . And I asked him t o do an in - h o u s e 

g e o l o g i c i n t e r p r e t a t i o n s i n c e we d i d n ' t have 

one. So he s t a r t e d h i s in - h o u s e i n t e r p r e t a t i o n 

a t t h e t i m e t h a t w e l l was d r i l l i n g . 

Q. And s u b s e q u e n t l y , based upon h i s work 

and your l a t e r a n a l y s i s , you d e t e r m i n e d t h a t 

w a t e r r e a l l y wasn't t h e p r o b l e m -- w a t e r 

f o r m a t i o n wasn't t h e p r o b l e m i n t h e w e l l ? 

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

Q. Given t h a t knowledge, i f you were 

g e t t i n g a f r e s h s t a r t , i f No. 2 weren't d r i l l e d 

t o d a y , would you t e n d t o go f u r t h e r away f r o m t h e 

s e c t i o n l i n e and go back c l o s e r t o t h e No. 1? 

H y p o t h e t i c a l q u e s t i o n . I t r e a l l y doesn't mean a 

who 1e l o t . 

A. My o p i n i o n i s I would recommend i t t o 

management because t h e n we w o u l d n ' t have t o mess 

around w i t h t h i s p e n a l t y s t u f f . 

Q. I n o t h e r words, t h a t s t r u c t u r a l g a i n 

t h a t you make by moving t h i s f a r e a s t i s n ' t as 
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s i g n i f i c a n t as Amoco t h o u g h t a t t h e t i m e t h e y --

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

Q. -- sought t h e a p p l i c a t i o n ; i s t h a t 

c o r r e c t ? 

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

Q. W i t h r e s p e c t t o t h e c a s i n g l e a k , 

a l t h o u g h i t wasn't t e s t e d , you d i d i n d i c a t e t h a t 

somebody -- p r o d u c t i o n e n g i n e e r and p r o d u c t i o n 

s u p e r i n t e n d e n t -- a c t u a l l y l o o k e d a t t h e c a s i n g 

t h a t was p u l l e d ? 

A. We had — 

Q. You had some p h y s i c a l e v i d e n c e t h a t 

t h e r e was some bad c a s i n g i n t h e h o l e ; i s t h a t 

c o r r e c t ? 

A. Yes, we do. We had two members o f our 

s t a f f l o o k a t i t . And we were l o o k i n g f o r 

l o c a t i o n s f o r t h e Smith F e d e r a l No. 2, and we 

were out on l o c a t i o n . And t h e r e was c a s i n g . I t 

was l y i n g down, and t h e y l o o k e d a t i t and were 

h o r r i f i e d a t t h e c o n d i t i o n of t h a t c a s i n g . 

Q. You don't know what p a r t i c u l a r d e p t h 

t h e c a s i n g t h e y were l o o k i n g a t came from? 

There's no i n d i c a t i o n of t h a t ; i s t h a t c o r r e c t ? 

A . No . 

Q. Mr. Bruce asked you about t h e wa t e r 
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encroachment. You say i t ' s coming f r o m , r e a l l y 

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

or k i n d o f a l o n g a s t r i k e , I guess? 

A. I t ' s n o t n e c e s s a r i l y c o n f o r m i n g t o 

s t r u c t u r e . I n my o p i n i o n , based on t h e way we've 

got i t mapped, t h e volume o f w a t e r , t h e sou r c e of 

wa t e r i s l a r g e l y f r o m t h e n o r t h e a s t , and i t 

conforms t o s t r u c t u r e somewhat b u t n o t i n t h e 

c l a s s i c a l sense. 

Q. Assuming t h a t i s t h e case and you 

t e s t i f i e d t h a t t h e Musselman w e l l w o u l d p r o b a b l y 

w a t e r o u t f i r s t because i t i s b o t h l o w e r and t o 

the n o r t h of t h e No. 2 Smith w e l l , does t h e 

l o c a t i o n of t h e No. 2 Smith w e l l have any b e a r i n g 

on when t h e Musselman w e l l w i l l w a t e r o u t ? 

A. I n my o p i n i o n , i t d o e s n ' t . There a re 

a p p r o x i m a t e l y 34 w e l l s c u r r e n t l y p r o d u c i n g f r o m 

t h i s f i e l d . And a l l o f t h o s e w e l l s have b e a r i n g 

on when t h e Musselman w i l l w a t e r o u t . 

Q. B e a r i n g i n t h e sense t h a t t h e y a r e 

w i t h d r a w i n g gas and l e a v i n g room f o r t h e w a t e r ; 

i s t h a t what you mean? 

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

Q. But whether t h e Apache w e l l i s a t --

what i s i t ? 480 f e e t or 1620 f e e t , i t ' s t h e 
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w i t h d r a w a l of gas and n o t t h e l o c a t i o n of t h e 

w e l l ? 

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

Q. One o t h e r t h i n g . You've s t a t e d t h a t --

and c o r r e c t me i f I'm p u t t i n g words i n your 

mouth -- t h a t t h e d i s t a n c e - r a t i o p e n a l t y f a c t o r 

i s n ' t n e c e s s a r i l y a p p r o p r i a t e i n t h i s case 

because t h e d i s t a n c e -- you are e n c r o a c h i n g o n l y 

on your own p r o p e r t y and n o t somebody e l s e ' s ; i s 

t h a t c o r r e c t ? 

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

Q. But i f e i t h e r of t h e p a r c e l s were t o be 

s o l d and i t were t o become d i f f e r e n t o w n e r s h i p , 

t h e n t h a t m ight be a s i g n i f i c a n t f a c t o r ; i s t h a t 

c o r r e c t ? 

A. I t c e r t a i n l y c o u l d . 

Q. The o t h e r q u e s t i o n i s based upon t h i s 

u n o r t h o d o x l o c a t i o n , assuming t h e r e i s some — 

c a l l i t excess d r a i n a g e f o r l a c k o f a b e t t e r 

t e r m -- fr o m S e c t i o n 1 1 , does t h a t i n e f f e c t mean 

t h a t Apache has g i v e n some o f i t s gas t o Oryx, i f 

you w i l l , because t h e y ' r e a p a r t n e r i n t h e w e l l 

t h a t ' s d o i n g t h a t , some of i t s S e c t i o n 11 gas? 

I t ' s g i v i n g i t s own gas t o i t s p a r t n e r 

i n i t s own w e l l ; i s t h a t c o r r e c t ? T r i c k y 
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q u e s t i o n . 

A. I don't t h i n k so. I t h i n k t h a t i t w i l l 

be a l l t h a t t h e Sm i t h F e d e r a l No. 2 can do t o 

a d e q u a t e l y d r a i n t h e r e s e r v e s t h a t a re under i t s 

own s e c t i o n . I don't t h i n k i t has any 

c o m p e t i t i v e advantage over t h e s t r u c t u r a l l y 

h i g h e r and much t h i c k e r Smith F e d e r a l No. 1 i n 

Sect i o n 11. 

MR. STOVALL: Good answer. Okay. That 

was k i n d of a throw-away q u e s t i o n anyway. 

I d o n ' t have any o t h e r q u e s t i o n s . 

EXAMINER CATANACH: A n y t h i n g f u r t h e r ? 

Mr . Bruce. 

MR. BRUCE: Can I ask one, j u s t a 

c l a r i f i c a t i o n ? 

FURTHER EXAMINATION 

BY MR. BRUCE: 

Q. On t h e No. 1 w e l l , I t h i n k you s a i d i t 

was t e s t e d i n t h e Upper Penn i m m e d i a t e l y b e f o r e 

i t was p l u g g e d and t h a t w a t e r was f o u n d ; i s t h a t 

c o r r e c t ? 

A. I t was t e s t e d a t a p p r o x i m a t e l y minus 

3610. That zone was n o t s t i m u l a t e d a t a l l , and 

u s u a l l y t h e Upper Penn has t o be s t i m u l a t e d 

somewhat b e f o r e i t g i v e s up any s i g n i f i c a n t 
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volumes of f l u i d . And t h e y swabbed a p p r o x i m a t e l y 

350 b a r r e l s o f w a t e r per day f r o m t h a t and were 

n o t a b l e t o keep up w i t h t h e w a t e r volume. 

That s u g g e s t s t o me t h a t t h e w a t e r t h e y 

were p r o d u c i n g was t h e same w a t e r t h a t t h e y were 

p r o d u c i n g f r o m t h e upper zone. Th a t ' s why I 

t h i n k t h e w a t e r i s coming from t h e lowe r Penn 

someplace, someplace down deep from a c a s i n g 

l e a k . 

Q. Was t h a t t e s t done by Amoco or by 

Apache ? 

A. That t e s t was done by Amoco i n 1990. 

MR. BRUCE: Thanks. 

EXAMINER CATANACH: The w i t n e s s may be 

excused. 

MR. CARR: At t h i s t i m e we c a l l John 

Polasek. 

JOHN POLASEK 

Having been d u l y sworn upon h i s o a t h , was 

examined and t e s t i f i e d as f o l l o w s : 

EXAMINATION 

BY MR. CARR: 

Q. Would you s t a t e y o u r name f o r t h e 

r e c o r d , p l e a s e . 

A. John P o l a s e k . 
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Q. Would you s p e l l " Polasek." 

A. P-o-1-a-s-e-k. 

Q. Where do you r e s i d e ? 

A. Houston, Texas. 

Q . By whom are you employed and i n what 

capac i t y ? 

A. I'm employed by Apache C o r p o r a t i o n as a 

S e n i o r S t a f f G e o l o g i s t . 

Q. Have you p r e v i o u s l y t e s t i f i e d b e f o r e 

t h e New Mexico O i l C o n s e r v a t i o n D i v i s i o n ? 

A. No, I h a v e n ' t . 

Q. Would you b r i e f l y summarize your 

e d u c a t i o n a l background and t h e n r e v i e w y o u r work 

e x p e r i e n c e f o r Mr. Catanach. 

A. I got a b a c h e l o r ' s degree i n g e o l o g y 

f r o m Syracuse U n i v e r s i t y i n 1974, a mas t e r ' s 

degree f r o m t h e S t a t e U n i v e r s i t y of New York i n 

1978. I s t a r t e d o f f w o r k i n g w i t h Amoco i n 1978, 

and went t o a company c a l l e d Wintershaw i n 1982, 

where I worked t h e r e a p p r o x i m a t e l y t h r e e y e a r s . 

I n 1985 I became an i n d e p e n d e n t 

g e o l o g i s t . And I was an i n d e p e n d e n t c o n s u l t a n t 

as w e l l as owned JP E x p l o r a t i o n . My l a t e s t 

c o n s u l t i n g j o b was Apache C o r p o r a t i o n , w h i c h I 

s t a r t e d i n l a t e August, I b e l i e v e . And I ' v e been 
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h i r e d by Apache C o r p o r a t i o n s i n c e t h e n . 

Q. You're now a f u l l - t i m e employee o f 

Apache ? 

A. I'm a f u l l - t i m e employee. 

Q. What were your degrees i n ? 

A. Geology. 

Q. Are you c e r t i f i e d as a p e t r o l e u m 

g e o l o g i s t ? 

A. Yes. I'm c e r t i f i e d by t h e S o c i e t y of 

Indepe n d e n t P r o f e s s i o n a l E a r t h S c i e n t i s t s , or 

SIPES, Houston c h a p t e r . 

Q. Are you f a m i l i a r w i t h t h e area w h i c h i s 

i n v o l v e d i n t h i s a p p l i c a t i o n i n t h e s u b j e c t w e l l ? 

A. Yes, I am f a m i l i a r . 

Q. And have you made a g e o l o g i c a l s t u d y of 

t h i s area? 

A. Yes, I have. 

MR. CARR: We t e n d e r Mr. Polasek as an 

e x p e r t w i t n e s s i n p e t r o l e u m g e o l o g y . 

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

Q. Have you p r e p a r e d an e x h i b i t f o r 

p r e s e n t a t i o n i n t h i s h e a r i n g today? 

A. Yes, I have. 

Q. Tha t ' s what has been marked as 

MW/Apache E x h i b i t No. 8? 
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A. Correc t . 

Q. Would you i d e n t i f y t h a t now and r e v i e w 

i t f o r Mr. Catanach, and we mi g h t s t a r t w i t h t h e 

s t r u c t u r e map. 

A. Okay. On t h e l e f t - h a n d s i d e o f t h i s 

c r o s s - s e c t i o n , D-D p r i m e , t h e r e ' s a s t r u c t u r e map 

w i t h t h e s t r u c t u r a l c r o s s - s e c t i o n . The w e l l s 

i n c l u d e d i n t h i s s t r u c t u r e c r o s s - s e c t i o n are t h e 

Pan Am-Smith 1 i n S e c t i o n 1 1 , t h e Apache-Smith 

No. 2 w e l l , t h e Smith No. 1, and t o an o l d Pan Am 

d r y h o l e i n t h e s o u t h e a s t p a r t of t h e f i e l d . 

The s t r u c t u r e map i s on t o p of t h e 

P e n n s y l v a n i a n . And t h a t i s a major u n c o n f o r m i t y 

i n t h e a r e a . Do you have a c o l o r e d copy of 

t h a t ? 

MR. STOVALL: I j u s t d i s c o v e r e d we do 

have a c o l o r e d copy. 

A. Okay. The s t r u c t u r e map i s on t o p o f 

th e Penn, t h e Cisco Canyon i s t h e f o r m a t i o n name, 

as t h e y c a l l i t . Upper Penn. I guess t h e 

C o n s e r v a t i o n c a l l s i t t h e Upper Penn. 

T h i s i n f o r m a t i o n was p u t t o g e t h e r by 

a l l t h e e x i s t i n g w e l l s t h a t have been d r i l l e d i n 

t h i s p o r t i o n of t h e f i e l d . Some o f t h e 

i n t e r p r e t a t i o n on t h e c r o s s - s e c t i o n was based on 
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l o g , l o g ' s c h a r a c t e r , c o r e s , and any sample 

a n a l y s e s t h a t were done. 

I want t o show on t h a t s t r u c t u r e map 

th e y e l l o w o u t l i n e s . I n S e c t i o n 11 i s 100 

p e r c e n t MW/Apache. I n S e c t i o n 12 i n t h e Smith 

F e d e r a l , i t ' s 50 p e r c e n t Apache, MW/Apache, 50 

p e r c e n t Oryx. And S e c t i o n 13 i t ' s a p p r o x i m a t e l y 

93 p e r c e n t Apache, 7 p e r c e n t Oryx. 

Q. I f we l o o k a t t h e s t r u c t u r e map, t h i s 

i s t h e same s t r u c t u r a l map t h a t was p r e s e n t e d as 

E x h i b i t No. 2; i s t h a t c o r r e c t ? 

A. E x a c t l y . 

Q. And you p r e p a r e d t h i s ? 

A. I p r e p a r e d t h i s . 

Q. D i d you p r e p a r e i t f o r t h i s h e a r i n g , or 

b a s i c a l l y what were you asked t o do? 

A. No. When I f i r s t s t a r t e d c o n s u l t i n g 

f o r Apache, t h e y had t h i s a r e a . They had 

a c q u i r e d i n t e r e s t i n 26 w e l l s i n t h i s p a r t i c u l a r 

a r e a . The maps t h a t Amoco had were maps t h a t had 

been done p r e v i o u s l y and hadn't been u p d a t e d i n a 

few y e a r s . And I s t a r t e d a p r o j e c t i n he r e t o 

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

F e d e r a l l e a s e . 

Q. D i d you i n t e g r a t e t h e Amoco i n f o r m a t i o n 
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i n t o your work? 

A. Yes, I d i d . 

Q. And your i n t e r p r e t a t i o n i s based on 

t h a t and, what, s e i s m i c i n f o r m a t i o n ? 

A. No. I t was j u s t based on a d d i n g 

a d d i t i o n a l w e l l s t h a t hadn't been i n c l u d e d i n t h e 

Amoco map i n a l i t t l e b i t more s u b s u r f a c e 

d e t a i l . T h e i r map was on 1 0 0 - f o o t c o n t o u r 

i n t e r v a l , and mine i s on 50. 

Q. When you compare your work t o t h a t o f 

Amoco, i s your e v a l u a t i o n of S e c t i o n 12 — has i t 

d i f f e r e d i n any m a t e r i a l way? 

A. Yeah. My map i s a l i t t l e b i t more 

c o n s e r v a t i v e . 

Q. L e t ' s go now t o t h e c r o s s - s e c t i o n 

p o r t i o n of t h i s e x h i b i t , and I ' d ask you t o 

r e v i e w t h a t f o r Mr. Catanach. 

A. W e l l , t h e f i r s t t h i n g t h a t ' s o b v i o u s 

f r o m t h i s s t r u c t u r e c r o s s - s e c t i o n — and l e t me 

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

t o r i g h t , a r e Pan Am, o l d Pan Am, MW/Apache 

w e l l s . That goes a p p r o x i m a t e l y e a s t t o west. 

And t h e f i n a l w e l l i s t o t h e s o u t h e a s t . These 

ar e hung on a minus 3600 s t r u c t u r e datum. 

The t h i n g t h a t ' s o b v i o u s here i s t h e 

RODRIGUEZ-VESTAL REPORTING 
( 505 ) 988-1772 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1 

22 

23 

24 

25 

58 

c o l o r , and l e t me e x p l a i n t h e c o l o r . T y p i c a l l y , 

g e o l o g i c a l c o l o r s f o r d o l o m i t e i s p i n k , f o r 

l i m e s t o n e i t ' s b l u e . T h i s b l u e i s n o t w a t e r ; 

i t ' s l i m e s t o n e . And f o r s h a l e y l i m e s or s h a l e y 

d o l o m i t e s i t ' s g r a y . 

What I ' v e done on t h i s c r o s s - s e c t i o n i s 

i d e n t i f y t h e base of t h e d o l o m i t e , w h i c h i s 

b a s i c a l l y t h e r e s e r v o i r r o c k of t h e I n d i a n B a s i n 

f i e l d . Okay. T h i s d o l o m i t e s i t s on bedded 

l i m e s t o n e s , a p p r o x i m a t e l y Canyon age, and i s 

o v e r l a i n by Wolfcamp age, s h a l e s , and e l a s t i c s i n 

some cases. I t ' s a major u n c o n f o r m i t y i n t h e 

ar e a , so t h e t o p o f t h i s r e e f has been eroded 

down somewhat. 

I a l s o i n c l u d e d on here t h e zones t h a t 

were p e r f ' d and produced out of t h e r e s e r v o i r i n 

r e d . The p e r f s a r e i n r e d . On t h e r i g h t - h a n d 

s i d e of t h e c r o s s - s e c t i o n was t h e o r i g i n a l 

o i l - w a t e r c o n t a c t of a p p r o x i m a t e l y 3800 f e e t , 

minus 3800 f e e t . And t h a t i s j u s t based on t h e 

d r y h o l e i n t h e Pan Am No. 1, Dunkin F e d e r a l t o 

th e s o u t h e a s t . The Dst r e c o v e r e d w a t e r a l o n g 

w i t h gas. 

Okay. As you can see, t h e t h i c k n e s s o f 

t h e d o l o m i t e i n t h e Pan Am No. 1 Smith F e d e r a l i n 
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S e c t i o n 12 i s a p p r o x i m a t e l y 350 f e e t t h i c k . As 

you go fr o m t h a t w e l l t o t h e Apache w e l l . No. 2 

Smith F e d e r a l , we o n l y t o p p e d about -- t h e t o p , 

160 f e e t r o u g h l y . 

And as you go westward f r o m t h e r e , t h e 

No. 1 Smith i n S e c t i o n 11 i s a p p r o x i m a t e l y 277 

f e e t t h i c k . You can see i n here t h a t I have 

marked some s h a l e zones. T h i s i s based on 

i n t e r p r e t a t i o n . 

There i s Paleo i n here as f a r as 

d i f f e r e n t i a t i n g d i f f e r e n t zones, b u t when you g e t 

i n t o d o l o m i t e , t h e Paleo -- a l l t h e bugs a re 

p r e t t y w e l l o b l i t e r a t e d by t h e d o l o m i z a t i o n . 

You can a l s o see on t h e Smith No. 2 

w e l l t h e l o w e s t zone t h a t we p e r f ' d and t h e upper 

zones t h a t we p e r f ' d and t e s t e d . And t h e r e i s a 

b r i d g e p l u g between t h e two zones. 

Q. B a s i c a l l y what c o n c l u s i o n s have you 

reached f r o m y o u r g e o l o g i c s t u d y as t h a t r e l a t e s 

t o S e c t i o n 12? 

A. As f a r as t h e comparison between t h e 

No. 1 Smith F e d e r a l and No. 2, we are 

g e o l o g i c a l l y a p p r o x i m a t e l y 30 f e e t s t r u c t u r a l l y 

h i g h e r ; however, we don't have open t h e whole 

zone. We're b a s i c a l l y s t r u c t u r a l l y h i g h e r . I 
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do n ' t t h i n k i t has any b e a r i n g on t h e r e s e r v o i r . 

Q. And your s t u d y and your g e o l o g i c a l 

i n t e r p r e t a t i o n i s t h e b a s i s f o r t h e d e t e r m i n a t i o n 

t h a t t h e r e a r e 500 p r o d u c t i v e a c r e s i n t h i s 

s e c t i o n? 

A. C o r r e c t . 

Q. The b l u e on t h e e x h i b i t does n o t 

i n d i c a t e w a t e r ? 

A. Does n o t i n d i c a t e w a t e r . 

Q. Was E x h i b i t No. 8 p r e p a r e d by you? 

A. Yes, i t was. 

MR. CARR: At t h i s t i m e , Mr. Catanach, 

we move t h e a d m i s s i o n of MW E x h i b i t No. 8. 

EXAMINER CATANACH: E x h i b i t No. 8 w i l l 

be a d m i t t e d as e v i d e n c e . 

MR. CARR: Thank you. That c o n c l u d e s 

my d i r e c t e x a m i n a t i o n o f t h i s w i t n e s s . 

EXAMINER CATANACH: Mr. Bruce. 

EXAMINATION 

BY MR. BRUCE: 

Q. What was t h e g r a y , t h e s e g r a y s t r i n g e r s 

on E x h i b i t 8 r e p r e s e n t ? 

A. A g a i n , t h i s i s hung s t r u c t u r a l l y , so 

th e g r a y doesn't — when you l o o k a t i t on t h e 

l o g , sometimes i t ' s o f f s e t . But i t b a s i c a l l y 
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i n d i c a t e s a s h a l e y l i m e s t o n e or s h a l e y d o l o m i t e . 

Q. Okay. 

A. And 

Q. Go ahead. 

A. And t h a t ' s based on Amoco co r e 

i n f o r m a t i o n and c o r e s t h a t t h e y have t a k e n i n 

t h i s a r e a . 

Q. Okay. L o o k i n g a t t h e Pan American No. 

1, Smith Fed. w e l l , t h e r e a r e two s e t s of p e r f s 

t h e r e , one marked i n r e d and one marked i n b l u e . 

What does t h e b l u e i n d i c a t e ? 

A. The b l u e one i s t h e p e r f , i s t h e zone 

t h a t was t e s t e d , t h a t Amoco t e s t e d and produced 

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

Q. And t h a t ' s j u s t s l i g h t l y below 3600 

f e e t ? 

A. R i g h t . 

Q. Below sea l e v e l ? 

A. C o r r e c t . 

Q. And i s t h a t e q u i v a l e n t t o t h e 

p e r f o r a t i o n s i n t h e Musselman w e l l t o t h e n o r t h ? 

A. The Musselman w e l l p e r f s -- and a g a i n , 

t h i s i s done by Ceci -- I b e l i e v e a r e -- see, t h e 

d i f f e r e n c e between our w e l l and t h e Musselman 

w e l l , t h e Musselman w e l l has about 50 or 60 f e e t 
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of l i m e s t o n e above t h e d o l o m i t e . So t h e i r main 

zone i s a p p r o x i m a t e l y s t r a t i g r a p h i c a l l y 

e q u i v a l e n t t o t h e zone t h a t we see i n t h e No. 1 

Smith i n t h a t p a r t i c u l a r w e l l . 

Q. The No. 1 Smith i n S e c t i o n 11? 

A. R i g h t . 

Q. Okay. Do you know what t h e o r i g i n a l 

f o r m a t i o n or r e s e r v o i r p r e s s u r e was? 

A. I b e l i e v e t h e o r i g i n a l r e s e r v o i r 

p r e s s u r e i n t h i s f i e l d was about 2800 pounds. 

P r e s e n t l y i t ' s about 1600 pounds. And most o f 

t h e w e l l s were d r i l l e d i n t h e e a r l y 60s. 

Q. Okay. And y o u ' r e s a y i n g 1600 pounds 

based upon your p r e s s u r e t e s t i n t h e Smith Fed. 

No. 2 w e l l ? 

A. C o r r e c t . But o t h e r w e l l s i n t h e area 

t h a t have been r e d r i l l e d r e c e n t l y i n t o t h e 

r e s e r v o i r have t h a t same r e s e r v o i r . 

Q. R e g a r d l e s s o f whether t h e y ' r e h i g h or 

low i n t h e Upper Penn? 

A. I t seems t o be, yes. 

MR. BRUCE: N o t h i n g f u r t h e r , Mr. 

Examiner. 

EXAMINER CATANACH: Mr. K e l l a h i n . 

MR. KELLAHIN: I do n ' t have a copy o f 
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your s t r u c t u r e map. L e t me borrow one. 

EXAMINATION 

BY MR. KELLAHIN: 

Q. I n l o o k i n g a t S e c t i o n 12, what would be 

t h e optimum l o c a t i o n i n 12 t o d r i l l a w e l l ? 

A. I n 12? 

Q. Uh-huh. 

A. W e l l , I t h i n k s t r u c t u r a l l y i t doesn't 

seem t o m a t t e r . I t h i n k t h e optimum l o c a t i o n 

w ould be f o r t h e t h i c k e s t d o l o m i t e . 

Q. Do you have a g r o s s i s o p a c h t h a t w i l l 

show t h e p i c t u r e s ? 

A. Yes, I do. But I ' l l have i t f o r t h e 

ne x t -- I mean I do have i t , yes. I do have a 

d o l o m i t e i s o p a c h . 

Q. D e s c r i b e f o r me why you reached t h e 

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

c r i t e r i a f o r p i c k i n g t h e optimum l o c a t i o n i n 

S e c t i o n 12. 

A. The Hoc No. 1, t h e Pan Am Hoc, or now 

i t ' s t h e MW/Apache Hoc No. 1, has been p r o d u c i n g 

a t a p p r o x i m a t e l y minus 3700 or below t h a t or 

below 3650 and c l o s e r t o 3700. 

MR. CARR: T h a t ' s t h e w e l l on t h e n o r t h 

h a l f o f 13; r i g h t . 
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THE WITNESS: Th a t ' s t h e w e l l on t h e 

n o r t h h a l f of 13. And t h a t p a r t i c u l a r w e l l i s 

s t i l l making gas, a l t h o u g h a t m a r g i n a l amounts 

w i t h no wa t e r p r o d u c t i o n . 

None of t h e o t h e r w e l l s a l o n g t h a t 

t r e n d i n S e c t i o n 13, 14, 11, o t h e r t h a n t h e Pan 

Am w e l l i n 12, have had any wa t e r p r o d u c t i o n 

what s o e v e r . 

Q. (BY MR. KELLAHIN) What's t h e t h i c k n e s s 

of t h e r e s e r v o i r a t t h e Apache 2 w e l l l o c a t i o n o f 

Sect i o n 12? 

A. We d i d n o t go deep enough, b u t i t ' s 

e s t i m a t e d about 300 f e e t t h i c k , and i t ' s t h i n n e r 

t h a n t h e No. 1. 

Q. How does t h a t compare t o t h e 

Musselman-Smith No. 2 i n S e c t i o n 1? 

A. Musselman, I do n o t know. They o n l y 

t o p p e d t h e zone. They went about 30 or 40 f e e t 

i n t o i t , and t h a t ' s i t . 

Q. Do you have s u f f i c i e n t d a t a f r o m t h e 

w e l l s d r i l l e d i n t h i s a r ea t o draw a n e t pay map, 

i f you w i l l , of t h e r e s e r v o i r by w h i c h you c o u l d 

a p p o r t i o n r e s e r v o i r share among t h e v a r i o u s 

s p a c i n g u n i t s ? 

A. No, I d o n ' t . 
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MR. KELLAHIN: No f u r t h e r q u e s t i o n s . 

MR. STOVALL: J u s t one easy g e o l o g i c 

q u e s t i o n . 

EXAMINATION 

BY MR. STOVALL: 

Q. Do you agree w i t h t h e e n g i n e e r t h a t 

were t h e Smith No. 2 n o t a l r e a d y d r i l l e d , t h a t 

you w o u l d n ' t n e c e s s a r i l y seek t h i s u n o r t h o d o x 

l o c a t i o n based upon t h e i n f o r m a t i o n you have 

today? 

A. I t appears as though t h e d o l o m i t e i s 

t h i c k e r i n t h e No. 1 l o c a t i o n . 

Q. So you'd go f u r t h e r e a s t ? 

A. I t h i n k Amoco had a l i t t l e d i f f e r e n t 

i n t e r p r e t a t i o n . I t h i n k when t h e y a p p l i e d f o r 

t h i s t h i n g , t h e i r i n t e r p r e t a t i o n was t o go 

s t r u c t u r a l l y u p - d i p . And I fou n d no n e t d o l o m i t e 

maps or a n y t h i n g t h a t Amoco had done i n t h e i r 

f i l e . So i t was al m o s t -- I s t a r t e d f r o m s c r a t c h 

p r e t t y much. 

MR. STOVALL: Tha t ' s my q u e s t i o n . 

EXAMINER CATANACH: I have no 

q u e s t i o n s . The w i t n e s s may be excused. 

MR. CARR: That c o n c l u d e s our d i r e c t 

p r e s e n t a t i o n . 
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(A r e c e s s was t a k e n . ) 

EXAMINER CATANACH: You may p r o c e e d , 

Mr. Bruce. 

MR. BRUCE: Mr. Examiner, I have one 

w i t n e s s , Mr. S t a t t o n . 

BOB STATTON 

Having been d u l y sworn upon h i s o a t h , was 

examined and t e s t i f i e d as f o l l o w s : 

EXAMINATION 

BY MR. BRUCE: 

Q. Would you, p l e a s e , s t a t e your name f o r 

the r e c o r d . 

A. Yes. My name i s Bob S t a t t o n . 

Q. And what i s your o c c u p a t i o n ? 

A. I'm a p e t r o l e u m e n g i n e e r c o n s u l t a n t i n 

M i d l a n d , Texas, w i t h t h e f i r m G i s t & S t a t t o n , 

I n c . 

Q. And who are you employed by i n t h i s 

case ? 

A. Employed by Musselman, Owen & K i n g . 

Q. Have you p r e v i o u s l y t e s t i f i e d b e f o r e 

t h e OCD as an e n g i n e e r ? 

A. No, I have n o t . 

Q. Would you, p l e a s e , s t a t e y o u r 

e d u c a t i o n a l and work background f o r t h e 

RODRIGUEZ-VESTAL REPORTING 
(505) 988-1772 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

1 2 

13 

14 

1 5 

16 

1 7 

18 

19 

20 

21 

2 2 

23 

24 

2 5 

67 

Examiner. 

A. Okay. I g r a d u a t e d f r o m Texas A & M i n 

1979 w i t h a BS i n p e t r o l e u m e n g i n e e r i n g . I went 

t o work f o r A l l e n A t w e l l o u t of Hobbs f o r a 

c o u p l e of y e a r s b e f o r e j o i n i n g HJ & A s s o c i a t e s 

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

f i v e - a n d - a - h a l f y e a r s and t h e n moved t o M i d l a n d 

and worked f o r Osborn & Y u l e , a n o t h e r 

c o n s u l t a n t i n g f i r m , f o r about f o u r y e a r s b e f o r e 

my p a r t n e r , Rhet G i s t , and I s p l i t o f f here l a s t 

A p r i l and s t a r t e d our own c o n s u l t i n g f i r m . 

Q. Are you f a m i l i a r w i t h t h e e n g i n e e r i n g 

m a t t e r s r e l a t e d t o t h i s case? 

A. Yes, I am. 

Q. Were you h i r e d by Musselman, Owen & 

K i n g s p e c i f i c a l l y t o a n a l y z e t h i s area? 

A. Yes, I was. 

MR. BRUCE: Mr. Examiner, I t e n d e r t h e 

w i t n e s s as an e x p e r t p e t r o l e u m e n g i n e e r . 

EXAMINER CATANACH: He i s so 

q u a l i f i e d . 

Q. Mr. S t a t t o n , f i r s t of a l l , j u s t b r i e f l y 

w o u ld you d e s c r i b e how t h e p e n a l t y i n Order 

R-9487-A came t o be? 

A. My u n d e r s t a n d i n g f r o m t a l k i n g w i t h Mike 
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H e a d r i c k o f Musselman, Owen & K i n g , i s t h a t Amoco 

and Musselman, Owen & K i n g m u t u a l l y agreed t o 

t h a t p r o d u c t i o n f a c t o r . 

Q. Okay. And i n t h i s case, Musselman, 

Owen & K i n g i s n ' t r e a l l y c oncerned about Apache 

d r a i n i n g r e s e r v e s o f f of S e c t i o n 1, are they? 

A. No, t h e y ' r e n o t . 

Q. What i s t h e b a s i c concern? 

A. Musselman, Owen & K i n g are concerned 

about a p o t e n t i a l c o n i n g p r o b l e m t h a t may r e s u l t 

as a consequence of i n c r e a s e d w i t h d r a w a l r a t e s o f 

any w e l l s n e a r b y , s p e c i f i c a l l y t h e one i n t h e 

case h e r e . 

Q. So i f t h e r e ' s t o o much p r o d u c t i o n f r o m 

t h e w e l l s i n t h e a r e a , t h e r e might be w a t e r 

encroachment? 

A . C o r r e c t . 

Q. On Musselman's w e l l ? 

A. Tha t ' s r i g h t . 

Q. Would you go i n t o t h i s c o n i n g a l i t t l e 

b i t and t e l l us what your f e a r s a r e . 

A. We had been l o o k i n g , a f t e r t h e 

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

y e a r - a n d - a - h a l f , and we had a d v i s e d Musselman, 

Owen & K i n g t h a t we wanted t o t a k e a b o t t o m w e l l 
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p r e s s u r e t e s t back i n March of t h i s year t o do 

two t h i n g s : One was t o d e f i n e p o s s i b l e s k i n 

damage. We t h o u g h t f r o m d o i n g t h e p r e s s u r e 

b u i l d u p a n a l y s i s we c o u l d d e t e c t t h a t , and i f so, 

maybe we c o u l d do some s t i m u l a t i o n . 

But a l s o we wanted t o p o s s i b l y see what 

t h e o p t i m a l r a t e of w i t h d r a w a l would be so t h a t 

we would n o t cause a w a t e r cone t o o c c u r . And 

t h i s t e s t was p e r f o r m e d i n March o f t h i s y e a r , 

March 22, 1991. We f o u n d t h e r e s e r v o i r p r e s s u r e 

t o be q u i t e a b i t lower t h a n what Apache s t a t e d . 

We f o u n d i t t o be 1350 pounds as opposed t o 

1600 . 

And a l s o f r o m t h a t t e s t we r a n some 

a n a l y t i c a l c a l c u l a t i o n s t h a t s u g g e s t e d a t t h e i r 

l o c a t i o n , a t Musselman, Owen & Kin g ' s l o c a t i o n , 

t h a t g o i n g much above a m i l l i o n a day mig h t cause 

w a t e r t o come up i n t o t h e i r w e l l b o r e r e g i o n , 

t h e r e b y r e s t r i c t i n g a d a p t a b i l i t y . 

Q. Okay. 

A. I mig h t add t o o t h a t t h i s w e l l has 

s t a r t e d p r o d u c i n g w a t e r . Musselman, Owen & 

Kin g ' s w e l l i s p r o d u c i n g w a t e r and has been s i n c e 

about October 29 of t h i s y e a r . 

They c o n f e r r e d w i t h us and asked us 
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what t h e y s h o u l d do, and we su g g e s t e d c u t t i n g 

back t o t h e r a t e s t h a t we had recommended i n t h e 

f i r s t p l a c e . They have s i n c e done t h a t , and t h e 

wat e r p r o d u c t i o n i s coming down. 

We're t r y i n g t o r e e s t a b l i s h a h i g h e r 

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

t o l i f t t h e wa t e r t h a t i s t h e r e . We don't have 

any w a t e r p r o d u c t i o n , b u t our r a t e s a r e way o f f 

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

Q. I n your o p i n i o n i f t h e r e i s t o o h i g h o f 

a w i t h d r a w a l r a t e of gas from t h i s p o r t i o n o f t h e 

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

Musselman, Owen & K i n g w e l l ? 

A. R i g h t . 

Q. T h e r e f o r e might i n c r e a s i n g t h e 

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

Musselman's c o r r e l a t i v e r i g h t s ? 

A. I b e l i e v e i t wo u l d . I would a l s o l i k e 

t o p o i n t o u t a t t h i s t i m e t h a t when we s t a r t e d 

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

back t o t h e e a s t where t h e r e ' s a l o t o f w e l l s 

t h a t have been p l u g g e d , many of th o s e w e l l s a r e 

much h i g h e r s t r u c t u r a l l y t h a n e i t h e r t h e 

Musselman, Owen & K i n g w e l l or t h e Apache new 

we 11 . 
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And we t h i n k t h a t p a r t o f t h a t w a t e r i n g 

o u t was i n f a c t due t o a se v e r e w i t h d r a w a l r a t e , 

b r i n g i n g i n t h e w a t e r , and t h e r e f o r e c u t t i n g 

s h o r t t h e r e s e r v e s , t h e l i f e of t h e w e l l . 

Q. So s t r u c t u r e i s n ' t v e r y i m p o r t a n t i n 

t h e w a t e r ? 

A. S t r u c t u r e has some i m p o r t a n c e , b u t 

r a t e s a l s o have a v e r y b i g e f f e c t . One would --

i n o t h e r words, h i g h r a t e or a low r a t e . You're 

g o i n g t o see d i f f e r e n t p r o d u c i n g mechanisms 

around as w e l l , of c o u r s e . 

Q. Do you have a n y t h i n g f u r t h e r i n t h i s 

m a t t e r , Mr. S t a t t o n ? 

A . No . 

MR. BRUCE: I ' d pass t h e w i t n e s s , Mr. 

Examiner. 

MR. CARR: Mr. C a r r . 

EXAMINATION 

BY MR. CARR: 

Q. Mr. S t a t t o n , t h e Musselman w e l l i n 

S e c t i o n 1, t h a t l o c a t i o n was approved and a 

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

not? 

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

Q. What i s t h a t p e n a l t y r a t e ? 
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A. I don't have t h a t a v a i l a b l e t o me. 

Q. Are you p r o d u c i n g a t or about t h e 

p r o d u c t i o n l i m i t as imposed by t h e o r d e r ? 

A. A c t u a l l y below i t . 

Q. Has t h a t always been t h e case? 

A. Not al w a y s . 

Q. I n f a c t , i s n ' t i t t r u e t h a t e a r l y t h i s 

y ear t h e r e was a d i s p u t e between Musselman and 

Amoco when i n f a c t Amoco c o m p l a i n e d t h a t you were 

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

A. I c a n ' t answer t h a t . 

Q. I s i t o n l y r e c e n t l y t h a t you have 

d i s c o v e r e d t h a t t h e w e l l i s i n f a c t r a t e 

s e n s i t i v e ? 

A. No. We d i s c o v e r e d i t back i n March. 

Q. You're n o t aware of any m e e t i n g s w i t h 

t h e O i l C o n s e r v a t i o n D i v i s i o n s t a f f , some of t h e 

pe o p l e perhaps p r e s e n t , when t h e r e were 

c o m p l a i n t s about t h e r a t e t h a t you were p r o d u c i n g 

r a i s e d by Amoco? 

A. No, I'm n o t . 

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

a t t h a t w e l l , t h a t i n f a c t would a l s o a f f e c t t h e 

p o t e n t i a l f o r c o n i n g i n t h e w e l l ; i s n ' t t h a t 

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

Q. Now, i f I u n d e r s t a n d your t e s t i m o n y , 

y o u ' r e n o t r e a l l y concerned about t h e l o c a t i o n ; 

y o u ' r e concerned about t h e r a t e ? 

A. T h a t ' s r i g h t . 

Q. So we're n o t t a l k i n g about d r a i n a g e 

her e ? 

A. The l o c a t i o n r e l a t i v e t o Musselman's 

w e l l , we are concerned about because i t i s f a i r l y 

c l o s e by. I f you l o o k a t t h e map, i t i s one of 

th e c l o s e s t w e l l s t o t h e Musselman w e l l t h a t ' s 

p r o d u c i n g r i g h t now. 

Q. Now, your Musselman w e l l would a l s o be 

a f f e c t e d by t h e w e l l i n S e c t i o n 2, would i t n o t ? 

A. I haven't l o o k e d a t t h e map. Could you 

p o i n t t h a t o ut f o r me, p l e a s e . 

Q. There's a Conoco S t a t e No. 1 w e l l i n 

S e c t i o n 2. 

A. Yes, s i r . I t would a l s o be a f f e c t e d by 

t h a t . 

Q. Wouldn't i t a l s o be a f f e c t e d by t h e Pan 

Americ a n - S m i t h No. 1 F e d e r a l i n S e c t i o n 11? 

A. Yes, s i r . 

Q. Have you c o n s i d e r e d any a c t i o n t o 

perhaps adopt s p e c i a l r u l e s f o r t h e p o o l t o 
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r e s t r i c t p r o d u c t i o n because of t h i s problem? 

A. No, we have n o t . 

Q. But you b e l i e v e t h a t t h e p e n a l t y s h o u l d 

be imposed j u s t on t h e Apache w e l l ? 

A. I b e l i e v e t h a t Apache s h o u l d a b i d e by 

what t h e y agreed t o , yes, s i r . 

Q. Were you i n v o l v e d i n t h e a c t u a l 

n e g o t i a t i o n of t h a t agreement? 

A. No, s i r , I was n o t . 

Q. Do you know whether i t was based on 

d r a i n a g e or r e s e r v o i r p r e s s u r e ? 

A. I'm n o t aware of t h a t . 

Q. Are you aware i f i t was based on 

p r o x i m i t y o f t h e common l e a s e l i n e ? 

A . No, s i r . 

Q. Do you know t h a t t h e Musselman w e l l was 

c l o s e r t o t h e common boundary between t h e s e 

p r o p e r t i e s t h a n t h e Apache w e l l ? 

A . Yes, s i r . 

Q. Do you know t h a t t h e Musselman w e l l i s 

c l o s e r t o t h e w e s t e r n boundary t h a n t h e Apache 

w e l l i s t o t h e w e s t e r n boundary of i t s s e c t i o n ? 

A. Yes, s i r . 

Q. And do you know t h a t your w e l l i s 

e n c r o a c h i n g on a t r a c t o p e r a t e d by a n o t h e r 
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o p e r a t o r , Oryx? 

A. Which one would t h a t be, s i r ? 

Q. To t h e west i n S e c t i o n 2. 

A. When you say " e n c r o a c h i n g , " what do you 

mean? 

Q. Are you c l o s e r t o S e c t i o n 2 t h a n 

a u t h o r i z e d by s p a c i n g r u l e s , or do you know? 

A. I don't know t h a t . 

Q. Do you know what t h e s p a c i n g r u l e s a r e 

i n t h i s p o o l ? 

A. I do n o t -- w e l l , I know what t h e 

s p a c i n g i s , b u t t h i s i s an u n o r t h o d o x l o c a t i o n 

j u s t as t h e Apache l o c a t i o n . 

Q. Do you know t h e b a s i s f o r s e t t i n g 

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

A. No, s i r . 

Q. Do you know t h e d i f f e r e n c e between t h a t 

and, say, i m p o s i n g a p o o l r u l e t o p r o t e c t a g a i n s t 

d i s s i p a t i o n of r e s e r v o i r energy? 

A . No, s i r . 

MR. CARR: Tha t ' s a l l I have. 

EXAMINER CATANACH: Mr. K e l l a h i n . 

MR. KELLAHIN: J u s t a few q u e s t i o n s , 

Mr. S t a t t o n . 

EXAMINATION 
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BY MR. KELLAHIN: 

Q. You've i n d i c a t e d t h a t you've made a 

s t u d y of t h e r a t e s e n s i t i v i t i e s ? 

A. Yes, s i r . 

Q. Of w h i c h w e l l s ? 

A. Of t h e Musselman, Owen & K i n g w e l l . 

Q. Tha t ' s t h e w e l l i n S e c t i o n 1? 

A. That's i n S e c t i o n 1, yes, s i r . 

Q. Have you made a r a t e s e n s i t i v i t y s t u d y 

of any o f t h e o t h e r w e l l s i n t h e p o o l ? 

A. No, s i r , because we don't have access 

t o t h a t d a t a . I w i s h we d i d . We would l i k e t o 

have t h a t d a t a f r o m t h e o l d Amoco w e l l , b u t 

t h a t ' s s o m e t h i n g t h a t ' s p r o h i b i t e d us from g o i n g 

i n t o t h a t k i n d of s t u d y . 

Q. Do you have e s t i m a t e s of t h e gas 

r e s e r v e s i n p l a c e u n d e r n e a t h S e c t i o n 1 t h a t a r e 

b e i n g produced by your w e l l ? 

A. I have an e s t i m a t e , yes, s i r . 

Q. Do you have t h o s e e s t i m a t e s f o r any of 

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

A. Yes, I do. 

Q. Have you a t t e m p t e d t o d e t e r m i n e t h e 

a p p o r t i o n a t e share of t h o s e r e s e r v e s among a l l 

t h e s e c t i o n s ? 
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A. Yes, s i r , I have, a t l e a s t I have a map 

here t h a t we c o u l d e n t e r as an e x h i b i t t h a t we've 

worked up t h a t i n v o l v e s much — many more 

s e c t i o n s t h a n t h i s one does, and we've done our 

a n a l y s i s based on t h a t . 

Q. What was t h e purpose of t h e a n a l y s i s ? 

A. To f i g u r e o u t a p p r o x i m a t e u l t i m a t e 

r e c o v e r i e s per 640 i n t h i s area so t h a t we c o u l d 

t h e n t r y t o d e f i n e what m i g h t be r e c o v e r e d f r o m 

t h e Musselman, Owen & K i n g w e l l . 

Q. Have you been a b l e t o t a k e t h a t 

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

f o r t h o s e w e l l s t h a t are a t u n o r t h o d o x l o c a t i o n s 

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

c o r r e l a t i v e r i g h t s of t h e i n t e r e s t owners 

i n v o l v e d ? 

A. No, s i r , because we wer e n ' t asked t o do 

t h a t . 

Q. Okay. The Musselman w e l l i s a t an 

u n o r t h o d o x l o c a t i o n . You're 330 o f f t h a t w e s t e r n 

boundary? 

A. C o r r e c t . 

Q. Your p r o d u c i n g a l l o w a b l e f o r t h a t w e l l 

i s what p e r c e n t a g e ; do you remember? 

A. I do n ' t remember. 
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Q. Okay. 

A. But we're below t h a t p e r c e n t a g e because 

of t h e r e s e r v o i r problems t h a t we see, and we're 

t r y i n g t o r e s t o r e r e l a t i v e p e r m e a b i l i t y t o gas 

t h a t ' s been a d v e r s e l y a f f e c t e d by t h e 

encroachment of w a t e r . 

So we've c u t back on our r a t e s h o p i n g 

t h a t t h e w a t e r would s u b s i d e back down and 

t h e r e b y r e d u c e , you know, e f f e c t i v e p e r m e a b i l i t y 

of t h e wa t e r and i n c r e a s e t h e e f f e c t i v e 

p e r m e a b i l i t y of t h e gas. 

Q. Of t h e o p t i o n s t o c o n t r o l t h e r a t e s of 

w i t h d r a w a l between your w e l l and t h e Apache w e l l , 

one of t h e c h o i c e s would be a p o o l r u l e change by 

w h i c h t h e r a t e s were c o n t r o l l e d so t h a t t h e y 

w ould b o t h be w i t h d r a w i n g a t t h e optimum r a t e ? 

A. Yes, s i r . 

Q. Another a l t e r n a t i v e i s t o l o o k a t t h e 

e x i s t i n g p e n a l t i e s i n p l a c e on b o t h of tho s e 

w e l l s and see i f by happenstance or o t h e r w i s e 

t h o s e p e n a l t i e s , as t h e y are now, are c l o s e 

enough t h a t t h e y w i l l b a l a n c e t h e w i t h d r a w a l 

r a t e s so t h a t you don't have a problem? 

A . C o r r e c t . 

Q. Have you done t h e second p a r t ? 
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A. No, s i r , we have n o t . We have n o t been 

asked t o do t h a t . 

Q. E x p l a i n t o me a g a i n y o u r p o s i t i o n i n 

o p p o s i n g t h e a p p l i c a n t ' s a p p l i c a t i o n . 

A. I t ' s r e a l l y more t h a n j u s t a t e c h n i c a l 

p o s i t i o n . One i s i t was an agreement t h a t came 

b e f o r e t h i s c o u r t , I would say. Two, from my 

s i d e and t h e r e a s o n I am here i s because we 

b e l i e v e t h a t t h e s e w e l l s and, a g a i n , f r o m our 

s t u d y o f t h e whole area are s e n s i t i v e t o 

w i t h d r a w a l r a t e s t h a t some of t h e s e o t h e r w e l l s 

t h a t have w a t e r e d out a t much h i g h e r s t r u c t u r a l 

p o s i t i o n s t h a n e i t h e r of t h e s e two w e l l s c o u l d 

have i n f a c t produced more gas had t h e r e been 

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

t h e i r l i f e . 

So i f we go i n here and g e t r e a l 

a g g r e s s i v e w i t h e i t h e r t h e Musselman w e l l or t h e 

Apache w e l l , t h e same k i n d of p r o b l e m , we 

b e l i e v e , would p e r s i s t . 

Q. Have you been a b l e t o or have you 

q u a n t i f i e d t h e impact i t w i l l have i f t h e Apache 

w e l l i s i n c r e a s e d f r o m t h e 49 p e r c e n t up t o t h e i r 

r e q u e s t e d 77 p e r c e n t of a l l o w a b l e ? 

A. We wo u l d have t o see a p r e s s u r e 
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t r a n s i e n t t e s t p e r f o r m e d on t h a t w e l l t o even get 

an i d e a of what t h a t w ould do t o o u r s . I d e a l l y , 

we would l i k e t o see an i n t e r f e r e n c e t e s t r u n 

where one w e l l i s sh u t i n and t h e o t h e r w e l l 

w ould t h e n be produced and a n a l y z e t h e s h u t - i n 

w e l l t o see how much i n t e r f e r e n c e t h e r e t r u l y i s 

at t h e s e d i f f e r e n t r a t e s . I t h i n k t h a t ' s one way 

of t r y i n g t o prove our p o i n t . 

Q. I u n d e r s t a n d your p o s i t i o n . I'm t r y i n g 

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

t h a t ' s a c t u a l l y i n p l a c e on t h e w e l l now, t h e 48 

p e r c e n t . 

A. I am n o t aware of how t h e 48 p e r c e n t 

was d e r i v e d . 

Q. So you don't have any knowledge about 

whether or n o t t h a t i s an a p p r o p r i a t e r a t e a t 

w h i c h t o produce t h e Apache w e l l i n o r d e r n o t t o 

exceed t h e r a t e i n w h i c h t h e r e s e r v o i r i s 

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

A. I do n o t t h i n k you can say what p e n a l t y 

r a t e i s based on some acreage p o s i t i o n . I t ' s g ot 

t o be more due t o p r e s s u r e and p r e s s u r e a n a l y s i s 

where you c o u l d r e a l l y e s t a b l i s h t h i s s t u f f . 

O t h e r w i s e , i t ' s an a r b i t r a r y p i c k on where your 

gas-water c o n t a c t i s . 
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I c o u l d make a case t h a t t h a t gas-water 

c o n t a c t i n f a c t i s west o f t h e o l d Amoco w e l l 

j u s t as much as I c o u l d make a case f o r what 

Apache i s s a y i n g . So t h e r e ' s a l o t more 

a r b i t r a r y a s s u m p t i o n s i n t h a t p a r t t h a n t h e r e 

w o u l d be i f we s t a r t e d d o i n g some more d e f i n i t i v e 

t e s t i n g . 

Q. How do you make t h e case t h a t t h e wat e r 

c o n t a c t i s west of t h e Apache w e l l ? 

A. Very s i m p l e , i t w a t e r e d o u t . 

MR. KELLAHIN: Thank you, Mr. 

Examiner. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Do you know how l o n g t h e Musselman w e l l 

has been p r o d u c i n g ? 

A. I can f i n d o u t . I b e l i e v e we're 

p r o d u c i n g f o r a l i t t l e over two y e a r s . S i n c e May 

a p p r o x i m a t e l y 3 Bcf and u n t i l t h e l a s t two months 

was making around 2 m i l l i o n a day or 1.8. 

They've c u t t h e w e l l back a g a i n because of t h i s 

w a t e r p r o b l e m . 

Q. What's t h e c u r r e n t r a t e ? 

A. C u r r e n t r a t e r i g h t now, l i k e 

y e s t e r d a y ' s r a t e was r i g h t around 2- t o 300 Mcf 
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w i t h no w a t e r ; whereas, t h e p r e v i o u s month t h e 

r a t e s have been coming down a l o n g w i t h t h e 

w a t e r . We had su g g e s t e d t h a t t h e y p u t a back 

p r e s s u r e r e g u l a t o r on t h e i r s e p a r a t o r t o t r y t o 

keep t h e f l o w i n g t u b i n g p r e s s u r e s up so we don't 

l o a d up w i t h w a t e r and k i l l t h e w e l l . And t h a t ' s 

what was done. 

Q. By c o n t r o l l i n g t h e r a t e i n t h e Smith 

No. 2 w e l l or by k e e p i n g i t down somewhat, i t 

might d e l a y w a t e r i n g o ut your w e l l ? 

A. C o r r e c t , and t h e i r w e l l t o o , i n our 

o p i n i o n . 

Q. I t ' s e v e n t u a l l y g o i n g t o happen, 

th o u g h , maybe due t o p r o d u c t i o n f r o m w e l l s i n 

S e c t i o n 2 and S e c t i o n 11? 

A. Could happen, yes, s i r . E v e n t u a l l y i t 

w i l l . I t ' s a m a t t e r o f how much you can g e t 

o u t . And i f i t ' s c o n i n g , t h e n y o u ' r e g o i n g t o be 

b a s i c a l l y w a s t i n g a wedge of p r o d u c t i o n o ut t h e r e 

w h i c h you mig h t have had had you n o t coned t h e 

wa t e r t o b e g i n w i t h . 

Q. Do you b e l i e v e i t ' s f a i r t o c u r t a i l 

o n l y t h i s one o p e r a t o r when t h e r e ' s o t h e r 

o p e r a t o r s i n v o l v e d i n t h i s whole s c e n a r i o ? 

A. Yes, s i r , I do because, a g a i n , i t was 
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agreed upon. And we t h i n k because of t h e 

l o c a t i o n of t h i s w e l l t o t h e Musselman w e l l , 

w h i c h i t i s one of t h e c l o s e s t w e l l s i f n o t t h e 

c l o s e s t p r o d u c e r , t h a t i t w i l l have t h e most 

e f f e c t . 

Q. Do you t h i n k t h e a d d i t i o n a l d a t a t h a t 

Apache has come up w i t h d oesn't j u s t i f y t h e 

i n c r e a s e i n a l l o w a b l e ? 

A. We have n ' t seen t h e d a t a we would l i k e 

t o see, one o f w h i c h would be a r e s i s t i v i t y o f 

the w a t e r produced f r o m t h a t Amoco w e l l . A n o ther 

would have been t h e b o t t o m - h o l e p r e s s u r e 

a s s o c i a t e d w i t h t h a t w e l l . I f i t was a c a s i n g 

l e a k u p s t a i r s , t h e p r e s s u r e would have been a l o t 

h i g h e r . 

We would have l i k e d t o have seen t h a t ; 

we j u s t d o n't have t h a t i n f o r m a t i o n handy. I 

don't t h i n k i t ' s t h e i r f a u l t ; i t ' s j u s t i t wasn't 

ava i l a b 1e. 

Q. You c a n ' t say t h a t t h a t i n c r e a s e f r o m 

49 p e r c e n t t o 77 p e r c e n t d e f i n i t e l y w i l l have an 

impact ? 

A. I cannot say t h a t u n t i l we have had a 

chance t o l o o k a t a n o t h e r p r e s s u r e t e s t on t h e i r 

w e l l . That would be as c r i t i c a l as a n y t h i n g 
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e l s e . But from what we saw on our w e l l , we d i d 

see a d i f f e r e n c e , so I'm j u s t g o i n g by a n a l o g y . 

Q. But t h e Musselman w e l l p roduced 2 

b i l l i o n a day f o r a p p r o x i m a t e l y two yea r s ? 

A. A c t u a l l y , h i g h e r t h a n t h a t . I t was 

p r o d u c i n g over t h r e e - a n d - a - h a 1 f f o r q u i t e some 

t i m e . And t h e n t h e y had some k i n d o f 

di s a g r e e m e n t w i t h , I b e l i e v e , Amoco and/or t h e 

p i p e l i n e about what t h e y ought t o be p r o d u c i n g . 

So t h e y ' v e c u t t h e i r s back t o an agreed a l l o w a b l e 

t h a t i s now lower t h a n what i t used t o be. 

Q. I s t h e c u t b a c k i n p r o d u c t i o n due t o t h e 

f a c t t h a t maybe your w e l l or t h e Musselman w e l l 

was o v e r p r o d u c e d ? 

A. Yes, s i r . I t was a t one t i m e . The 

w e l l was o v e r p r o d u c e d . And I t h i n k t h e r e ' s a 

two-year p e r i o d t h a t s t a r t e d sometime back i n 

t h i s y e a r a t w h i c h t h e y ' v e d e c i d e d t o c u t i t back 

t o p e r f o r m up t o what Amoco had wanted i n t h e 

f i r s t p l a c e , w h i c h was t o get back i n l i n e w i t h 

p r o d u c t i o n . 

Q. So y o u ' r e n o t e n t i r e l y c u r t a i l i n g your 

w e l l j u s t because of -- j u s t because you t h i n k 

i t ' s r a t e s e n s i t i v e ? 

A. At t h i s p o i n t we a r e , yes, s i r . We 
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were a t a r a t e much h i g h e r a week ago t h a n we are 

r i g h t now, or two weeks ago f o r t h a t m a t t e r . 

We're d o i n g i t r i g h t now f o r r e s e r v o i r s . B e f o r e 

i t was done because o f , I guess, t h e agreement 

t h a t was made w i t h t h e OCD t o c u t i t back. But 

we're d o i n g i t r i g h t now t o t r y t o keep t h e w e l l 

f r o m l o a d i n g up and d y i n g . 

The r e s e r v o i r p r e s s u r e i s lower t h a n 

what was s t a t e d e a r l i e r . And, of c o u r s e , f r o m a 

h y d r a u l i c s t a n d p o i n t t h a t means i t ' s g o i n g t o be 

h a r d e r t o l i f t t h e s e lower b o t t o m - h o l e p r e s s u r e s , 

and t h a t ' s what we're v e r y concerned a b o u t . 

Q. So as f a r as you know, t h e w e l l i s n o t 

b e i n g c u r t a i l e d a t t h i s p o i n t due t o t h e OCD 

r e q u i r i n g i t ? 

A. No, s i r , i t ' s n o t . 

MR. STOVALL: Do I g e t t o v e n t u r e i n t o 

e n g i n e e r i n g now? 

EXAMINER CATANACH: Have a t i t . 

EXAMINATION 

BY MR. STOVALL: 

Q. I t h i n k you've answered i t b e f o r e , b u t 

once a g a i n , t h e r a t e s e n s i t i v i t y i s s u e i s , A, 

i t ' s dependent upon w i t h d r a w a l s f r o m t h e e n t i r e 

f i e l d ; i s t h a t c o r r e c t ? 
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A. Yes , s i r . 

Q. And, B, i t ' s based upon an a b s o l u t e 

w i t h d r a w a l r a t e o f gas from t h e r e s e r v o i r - , i s 

t h a t c o r r e c t ? 

A. Yes, s i r . And i t ' s a l s o a f u n c t i o n o f 

th e l o c a l r e g i o n around t h o s e w e l l b o r e s as t o 

what t h e p e r m e a b i l i t i e s a r e . They do v a r y a c r o s s 

t h e r e g i o n . 

Q. L e t ' s assume t h a t e i t h e r Apache d r i l l e d 

t h e w e l l a t an o r t h o d o x l o c a t i o n or t h a t t h e y 

were s t i l l a b l e t o r e p a i r and c o n t i n u e t o o p e r a t e 

t h e Pan American No. 1 and t h e n produce a t a t o p 

a l l o w a b l e , w o u l d n ' t t h a t have t h e same e f f e c t ? 

A. Yes, s i r , i f i t c o u l d have, b u t I t h i n k 

t h a t ' s a h y p o t h e t i c a l q u e s t i o n . 

Q. W e l l , assuming you've got t h e same 

w i t h d r a w a l r a t e f r o m a l o c a t i o n t h a t ' s 1200 f e e t 

f u r t h e r e a s t --

A. Are you a l s o assuming t h e w a t e r i s n ' t 

t h e r e too? T h a t ' s my q u e s t i o n . 

Q. I'm s o r r y . Yes, I am assuming t h a t --

A. Yes, s i r . 

Q. -- t h e i r c o n c l u s i o n about t h e w a t e r i s 

c o r r e c t , t h a t t h e Pan American w a t e r e d o ut due t o 

m e c h a n i c a l f a i l u r e r a t h e r t h a n r e s e r v o i r --
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A. Yes, s i r , I would have t o agree w i t h 

what you s a i d . 

Q. Okay. Do you u n d e r s t a n d t h a t t h e 

p e n a l t y i s a p o r t i o n of a l l o w a b l e ? 

A. Yes, s i r . 

Q. And t h a t i f you c o u l d a s s i g n a 10 

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

enough, you c o u l d s t i l l g e t a r a t e t h a t i s above 

some l i m i t t h a t you would s e t as an e n g i n e e r as a 

maximum e f f i c i e n t r a t e f o r t h e r e s e r v o i r ? 

A. I'm n o t sure I f o l l o w e d t h a t . 

Q. I n o t h e r words, 10 p e r c e n t o f 20 

m i l l i o n c o u l d be h i g h e r t h a n 68 p e r c e n t o f 2 

m i l l i o n ? 

A. Yes, s i r , I u n d e r s t a n d t h a t , what 

y o u ' r e s a y i n g . 

Q. And so i t sounds t o me l i k e y o u ' r e 

coming i n here u s i n g t h e wrong forum t o t r y t o do 

what you want t o . As an e n g i n e e r what you would 

l i k e t o do i s see t h e w i t h d r a w a l r a t e s f r o m 

r e s e r v o i r l i m i t e d based upon s c i e n c e t o a number 

w h i c h would be d e t e r m i n e d by s c i e n t i s t s as b e i n g 

t h e a b s o l u t e number above w h i c h you s t a r t d o i n g 

damage t o t h e r e s e r v o i r t h r o u g h c o n i n g ; i s t h a t 

c o r r e c t ? 
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A. No, s i r . The re a s o n I am here i s 

because more -- I guess you would say a d e f e n s i v e 

p o s t u r e . Not knowing what t h e y were g o i n g t o 

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

i n f o r m a t i o n t h e y had, one, t h e r e was an agreement 

of .49. And two, from what t h e y have s t a t e d and 

what we have seen i n th e s e w e l l b o r e s , a t l e a s t 

t h e Musselman, Owen & K i n g , i n f a c t t h e s e w e l l s 

t o t h e e a s t have w a t e r e d o u t a t a h i g h e r p o s i t i o n 

t h a n even our w e l l or t h e i r w e l l , t e l l s me i t i s 

somewhat s e n s i t i v e t o t h e w i t h d r a w a l r a t e . 

I'm n o t p r o p o s i n g t h a t we change 

r u l e s . I'm s a y i n g how i t a f f e c t s t h e Musselman, 

Owen & K i n g w e l l , and I a l s o propose i t w i l l do 

the same t h i n g t o t h e Apache w e l l . 

Q. To t h e e x t e n t t h e r e ' s agreement, do you 

r e a l i z e , i f i t ' s any s o r t of e n f o r c e a b l e 

agreement, t h a t t h e d i s t r i c t c o u r t i s g o i n g t o 

have t o e n f o r c e i t , n o t t h e OCD; t h a t as f a r as 

we're c o n c e r n e d , b o t h t h e Musselman w e l l and t h e 

Apache w e l l a r e l i m i t e d by o r d e r ? 

A. Yes, s i r . 

Q. And t h a t agreement may have been --

wha t e v e r agreement t h e r e may have been i s p a r t o f 

th e e v i d e n c e t h a t went i n t o t h e e n t e r i n g of t h a t 
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o r d e r ? 

A. Yes, s i r , I u n d e r s t a n d . 

Q. And you u n d e r s t a n d t h a t Apache now i s 

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

was a v a i l a b l e a t t h e t i m e t h e o r d e r was e n t e r e d 

and t h e r e f o r e t h e y ' r e a s k i n g t h a t t h e o r d e r be 

changed based upon new and d i f f e r e n t i n f o r m a t i o n ; 

i s t h a t c o r r e c t ? 

A. I u n d e r s t a n d t h a t t h e y are s u b m i t t i n g 

d i f f e r e n t i n f o r m a t i o n . I wo u l d j u s t say i t ' s 

i n c o m p l e t e , b u t I u n d e r s t a n d what y o u ' r e s a y i n g . 

Q. But you haven't s u b m i t t e d a n y t h i n g e l s e 

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

A. I can subm i t any and a l l e x h i b i t s 

r e q u i r e d by Apache. 

Q. Of c o u r s e , you know, t h a t i s your 

o p t i o n , b u t I want t o make sure t h a t we're 

t a l k i n g i n t h e r i g h t framework i s where I'm 

coming f r o m . I'm j u s t c o ncerned, and I t h i n k 

e v e rybody e l s e has r a i s e d t h e same c o n c e r n , t h a t 

you may be a s k i n g f o r t h e r i g h t t h i n g f o r t h e 

wrong reasons i n t h i s case. 

A. Okay. 

MR. STOVALL: I have no f u r t h e r 

q u e s t i o n s . 
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EXAMINER CATANACH: I have one 

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

FURTHER EXAMINATION 

BY EXAMINER CATANACH: 

Q. Do you agree w i t h Apache's c o n t e n t i o n 

t h a t t h e r e was a p o r t i o n of t h e r e s e r v o i r t h a t 

was n o t d r a i n e d by t h e Smith No. 1 below where 

t h e y were o r i g i n a l l y p e r f o r a t e d ? 

A. I d i s a g r e e w i t h t h a t because, a g a i n , I 

b e l i e v e t h a t t h i s w e l l w a t e r e d o u t due t o w a t e r 

encroachment f r o m -- t h e wa t e r was i n d i g e n o u s t o 

t h a t zone and was not a c a s i n g l i n k . So I would 

d i s a g r e e w i t h t h a t . 

Q. So you would d i s a g r e e w i t h t h e 500 

ac r e s p r o d u c t i v i t y r a t e s ? 

A. That's c o r r e c t . I t h i n k t h e o n l y way 

t o p r o v e t h a t o b v i o u s l y i s t o have done a 

r e p l a c e m e n t w e l l t o t h e w e l l t h e y j u s t p l u g g e d . 

And had t h a t w e l l been wet, I t h i n k t h e p r o o f 

would have been i n t h e p u d d i n g or v i c e v e r s a . 

But I t h i n k r i g h t now i t ' s presumptuous t o say 

i t ' s 500 a c r e s or even 200 a c r e s . 

FURTHER EXAMINATION 

BY MR. STOVALL: 

Q. Let me f o l l o w up w i t h you and ask you 
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t h e n , t h e y have p r e s e n t e d some e v i d e n c e i n 

s u p p o r t of t h e i r c o n t e n t i o n t h a t t h e w a t e r was 

due t o c a s i n g l i n k . Do you have any e v i d e n c e t o 

th e c o n t r a r y ? What e v i d e n c e do you have t o 

s u p p o r t your argument? 

A. I don't have any e v i d e n c e , but w i t h a l l 

due r e s p e c t , I don't t h i n k t h e y do e i t h e r . A l l 

t h e y have i s e v i d e n c e of c a s i n g . We don't know 

where i t was p u l l e d f r o m . I would say i t wasn't 

p u l l e d f r o m t h e b o t t o m . We don't know i f t h a t 

c a s i n g i n f a c t had comm u n i c a t i o n b e h i n d t h e p i p e 

t o t h i s p a r t i c u l a r zone. 

We asked them f o r w a t e r r e s i s t i v i t i e s 

t o back up t h e i r c l a i m t h a t t h e wat e r was i n f a c t 

i n d i g e n o u s or a b o t t o m - h o l e p r e s s u r e t e s t , e i t h e r 

one o f w h i c h would have s a i d yes, say t h i s was or 

was n o t a c a s i n g l i n k . I say we don't have 

e v i d e n c e , b u t t h e y don't e i t h e r . 

MR. STOVALL: I don't have any f u r t h e r 

q u e s t i o n s . 

EXAMINER CATANACH: A n y t h i n g f u r t h e r ? 

MR. CARR: I do. 

FURTHER EXAMINATION 

BY MR. CARR: 

Q. Mr. S t a t t o n , do you happen t o know when 
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th e Smith No. 1 w e l l i n 12 was d r i l l e d 

a p p r o x i m a t e l y ? 

A. I would have t o l o o k a t my n o t e s , b u t I 

do n o t know, s i r . 

Q. Do you know when t h e Musselman w e l l i n 

No. 1 was d r i l l e d ? 

A. I t was d r i l l e d , I b e l i e v e , i n 1988, b u t 

I would have t o go back and l o o k . 

Q. That d a t e i s j u s t a p p r o x i m a t e , I 

under s t and. 

A. R i g h t . 

Q. That w e l l , t h e Musselman w e l l , was 

d r i l l e d sometime a f t e r t h e w e l l i n 12, was i t 

not ? 

A. The w e l l i n 12? Yes, s i r , t h i s one 

here . 

Q. And i t had produced f o r some p e r i o d of 

t i m e b e f o r e Musselman's w e l l was a c t u a l l y 

d r i l l e d ? 

A . C o r r e c t . 

Q. When d i d Musselman a c q u i r e i t s i n t e r e s t 

i n S e c t i o n 1? 

A. I am n o t sure o f t h a t . 

Q. There would have been an o p p o r t u n i t y 

f o r e i t h e r Musselman or i t s p r e d e c e s s o r t o d r i l l 
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a w e l l p r i o r t o t h a t t i m e i f t h e y were concerned 

about t h e Smith No. 1; i s n ' t t h a t r i g h t t oo? 

A. Yes, s i r . 

Q. To p r o t e c t t h e i r c o r r e l a t i v e r i g h t s and 

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

A. Would you r e p e a t t h a t . 

Q. They c o u l d have d r i l l e d t h e w e l l a t an 

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

t h e r e t o produce or p r o t e c t ? 

A. I would assume t h a t ' s c o r r e c t , y e s , 

s i r . 

Q. You've t a l k e d about t h e agreement. 

Here, a g a i n , I j u s t want t o make sure I 

u n d e r s t a n d you do know t h e r e was an agreement, 

b u t you d o n ' t know what t h e f a c t o r s were t h a t 

went i n t o t h ose n e g o t i a t i o n s ? 

A. No, s i r . I was n o t p r i v y t o t h a t . 

MR. CARR: That ' s a l l . 

EXAMINER CATANACH: Mr. Bruce. 

FURTHER EXAMINATION 

BY MR. BRUCE: 

Q. Mr. S t a t t o n , j u s t a c o u p l e of 

q u e s t i o n s . I n response t o Mr. S t o v a l l , you s a i d 

t h e r e was a f i e l d - w i d e r a t e s e n s i t i v i t y r e g a r d i n g 

p r o d u c t i o n ; r i g h t ? 
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A. We b e l i e v e t h e r e i s . 

Q. But what's more i m p o r t a n t , f i e l d - w i d e 

or t h e immediate w e l l s ? 

A. I would say t h e immediate w e l l b o r e s , 

p r o x i m i t y t o t h e Musselman w e l l . 

MR. BRUCE: Thank you. 

EXAMINER CATANACH: A n y t h i n g f u r t h e r of 

t h i s w i t n e s s ? I f n o t , t h i s w i t n e s s may be 

excused. 

MR. BRUCE: Mr. Examiner, i f I c o u l d , 

Mr. Carr has r a i s e d some q u e s t i o n s , and t h e r e i s 

one p e r s o n who c o u l d p r o b a b l y answer some of 

tho s e q u e s t i o n s here r e g a r d i n g t h e agreement w i t h 

Amoco, t h e a l l o w a b l e , e t c e t e r a . I f I c o u l d , he 

w o u l d n ' t be t e s t i f y i n g as an e x p e r t , b u t j u s t h i s 

knowledge o f t h e d a y - t o - d a y o p e r a t i o n s of t h e 

w e l l . And i f I c o u l d have him sworn i n t o 

t e s t i f y — 

EXAMINER CATANACH: That would be f i n e . 

MR. STOVALL: He's n o t been p r e v i o u s l y 

sworn? 

MICHAEL HEADRICK 

Having been d u l y sworn upon h i s o a t h , was 

examined and t e s t i f i e d as f o l l o w s : 

EXAMINATION 
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BY MR. BRUCE: 

Q. Would you, p l e a s e , s t a t e your name f o r 

the r e c o r d . 

A. My name i s M i c h a e l H e a d r i c k . 

Q. Where do you r e s i d e ? 

A. M i d l a n d , Texas. 

Q. Could you s t a t e f o r t h e Examiner what 

your i n t e r e s t i s i n t h e w e l l and your a s s o c i a t i o n 

w i t h Musselman, Owen & King? 

A. I'm an in d e p e n d e n t businessman i n 

M i d l a n d . I d e v e l o p e d t h i s p r o s p e c t b e f o r e i t was 

d r i l l e d and s o l d t h e p r o s p e c t t o Musselman, Owen 

& K i n g . I a c q u i r e d t h e acreage fro m Hondo, t h e 

suc c e s s o r t o Arco t h a t owned t h e acreage a f t e r 

t h e o r i g i n a l w e l l i n S e c t i o n 1 w a t e r e d o u t . 

We -- Musselman, Owen & K i n g t h e n 

d r i l l e d t h e w e l l . And I share o f f i c e space w i t h 

Musselman, Owen & K i n g and am i n t i m a t e l y i n v o l v e d 

i n t h e da y - t o - d a y o p e r a t i o n s of t h e w e l l . 

Q. When d i d Musselman, Owen & K i n g a c q u i r e 

i t s i n t e r e s t i n t h i s w e l l ? 

A. I a c q u i r e d a f a r m o u t f r o m Hondo on t h e 

acreage i n t h e f a l l of 1987. I a s s i g n e d t h a t 

i n t e r e s t t o Musselman, Owen & K i n g f o l l o w i n g 

t h e i r d r i l l i n g of t h a t w e l l . The w e l l was 
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c o m p l e t e d i n F e b r u a r y of 88, went on p r o d u c t i o n 

i n May of 88 . 

Q. Now, Mr. Carr r a i s e d some q u e s t i o n s . 

F i r s t of a l l , w ould you d e s c r i b e what i s t h e , 

s t r i c t l y s p e a k i n g , t h e a l l o w a b l e or t h e a l l o w a b l e 

f a c t o r f o r Musselman Owen & K i n g ' s w e l l ? 

A. I t was o r i g i n a l l y e s t a b l i s h e d t h r o u g h 

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

area a t l e a s t of coming up w i t h an average o f t h e 

t h r e e d i f f e r e n t f a c t o r s , t h e acreage and t h e 

d i s t a n c e t o t h e l i n e s and t h e c o n c e n t r i c c i r c l e s , 

e t c e t e r a , e t c e t e r a . 

Q. The f a c t o r s d i s c u s s e d by Ms. Leonard? 

A. Yes. 

Q. What i s t h e a l l o w a b l e f o r t h e Musselman 

w e l l ? 

A. I c a n ' t remember o f f h a n d what t h e e x a c t 

p e r c e n t a g e was, b u t i t ' s i n t h e low 50s. S e c t i o n 

1 i s l a r g e r t h a n 640 s e c t i o n s , so t h e acreage 

f a c t o r was 1.06 or so m e t h i n g l i k e t h a t t i m e s t h e 

o r i g i n a l p e n a l t y , a r r i v i n g a t around 57 p e r c e n t 

a l l o w a b l e f a c t o r . 

Q. Okay. Now, i t ' s been d i s c u s s e d about 

o v e r p r o d u c t i o n on t h e w e l l . Could you d i s c u s s 

t h a t , how i t o c c u r r e d , and what r e s u l t e d . 
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A. Yes. T h i s i s t h e o n l y w e l l t h a t 

Musselman, Owen & K i n g o p e r a t e s i n New Mexico. 

They were u n f a m i l i a r w i t h t h e p r o r a t e d t y p e 

f i e l d s . And t h e o r i g i n a l f a c t o r o f .57, as i t 

was i n c o r p o r a t e d i n t o t h e p r o r a t i o n books u n t i l 

l a s t s p r i n g , was i n c o r r e c t . 

And t h e a l l o w a b l e t h a t was -- t h e y were 

e i t h e r n o t g i v e n an a l l o w a b l e i n t h e p r o r a t i o n 

book f o r m a l l y , or t h e y were l a t e r a s s i g n e d a 

p r o d u c t i o n volume t h a t was i n c o r r e c t . Musselman, 

Owen & K i n g e s s e n t i a l l y f o l l o w e d a l o n g w i t h 

w h a t ever g u i d a n c e t h e y were g i v e n i n t h e 

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

B e f o r e t h e s c h e d u l e was -- I say 

c o r r e c t e d i n a l i b e r a l sense -- we -- or 

Musselman, Owen & K i n g r e q u e s t e d t h a t t h e 

Commission c o r r e c t t h e book, and i t was n o t 

c o r r e c t e d u n t i l , I'm g o i n g t o guess i t was around 

a y e a r - a n d - a - h a l f ago. 

When t h e c o r r e c t i o n was made, t h e 

a l l o w a b l e was -- t h e a c t u a l volume was s t i l l 

i n c o r r e c t . Musselman, Owen & K i n g c o n t i n u e d t o 

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

And i t wasn't u n t i l s p r i n g of 91 when 

Amoco went back and a n a l y z e d a l l of t h e f i g u r e s 
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i n t h e p r o r a t i o n s c h e d u l e v e r s u s what t h e a c t u a l 

p r o d u c t i o n was t h a t n ot o n l y t h e s t a t e , b u t 

Musselman, Owen & K i n g d i s c o v e r e d t h a t t h e r e was 

o v e r p r o d u c t i o n i n excess of what w o u l d have been 

a l l o w e d under t h e normal c i r c u m s t a n c e s . 

Q. And what r e s u l t e d f r o m t h e d i s c u s s i o n s 

among t h e s t a t e and by Amoco and Musselman, Owen 

& King? 

A. We n e g o t i a t e d w i t h Amoco so t h a t we 

c o u l d -- or t h a t Musselman, Owen & K i n g c o u l d 

c o n t i n u e t o produce t h e i r w e l l w i t h o u t b e i n g shut 

i n u n t i l t h e a l l o w a b l e was made up. And t h e 

agreement t h a t we s t r u c k was t h a t MO&K c o u l d 

produce t h e i r w e l l a t 1.6 m i l l i o n a day v e r s u s a 

volume t h a t w ould p r o b a b l y be two- t o 

t w o - a n d - a - h a l f t i m e s t h a t amount u n t i l t h e 

o v e r p r o d u c t i o n was worked o f f . 

Q. You men t i o n e d t h e two- t o 

t w o - a n d - a - h a l f t i m e s . That w o u l d mean under i t s 

a l l o w a b l e , i t s 50 p e r c e n t , or 52 p e r c e n t 

a l l o w a b l e would a l l o w i t t o produce a t t w i c e t h e 

1.6 m i l l i o n r a t e ? 

A. Yeah. For i n s t a n c e , i f we were not 

o v e r p r o d u c e d , .57 of t h e a l l o w a b l e f r o m March 

t h r o u g h October would have been s o m e t h i n g l i k e 75 
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m i l l i o n a month. And we've been p r o d u c i n g 

anywhere from around 30 m i l l i o n t o 45 m i l l i o n a 

month i n conformance t o t h e agreement. 

Q. Okay. 

A. There was a c t u a l l y a three-way 

agreement between t h e OCD, Amoco, and us. 

Q. And l a t e l y you've been p r o d u c i n g much 

l e s s t h a n t h a t 1.6 m i l l i o n a day? 

A. Yes. I t was a c o m b i n a t i o n o f c o n c e r n 

over a r e p o r t t h a t G i s t & S t a t t o n gave t o us l a s t 

s p r i n g over d r a w i n g w a t e r i n t o t h e w e l l b o r e . I t 

was a l s o based on t h e new agreement t h a t we made 

w i t h t h e OCD and, i n a d d i t i o n , p r i c e 

c o n s i d e r a t i o n s , when p r i c e s dropped t o t h e lower 

l e v e l s i n t h e summertime. 

Q. And f i n a l l y , w ould you d i s c u s s how t h e 

p e n a l t y or t h e a l l o w a b l e f o r MW/Apache's-Smith 

F e d e r a l No. 2 w e l l came ab o u t . 

A. I t was under t h e same -- I'm s o r r y . 

Apache-Smith 2? 

Q. Yes. The one we're c u r r e n t l y here f o r 

t oday. 

A. As I remember, i t was a s i m i l a r t y p e o f 

c a l c u l a t i o n t o what we used when we e s t a b l i s h e d 

our we 11. 
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Q. And MO&K agreed w i t h Amoco on t h a t 

p e n a l t y ? 

A. Yes, we d i d . 

Q. And d i d n o t p r o t e s t t h e h e a r i n g w h e r e i n 

t h a t p e n a l t y was g r a n t e d ? 

A. We d i d n o t . 

MR. BRUCE: Thank you, Mr. Examiner. 

EXAMINER CATANACH: Any c r o s s , Mr. 

Car r ? 

MR. CARR: J u s t a c o u p l e . 

EXAMINATION 

BY MR. CARR: 

Q. When d i d you become concerned about 

t h i s r a t e s e n s i t i v i t y i s s u e ? 

A. Our p r o x i m i t y t o t h e f l o o d f r o n t moving 

from t h e n o r t h e a s t t o t h e so u t h w e s t has always 

been a c o n s i d e r a t i o n . There was a w e l l d r i l l e d 

by BHP i n S e c t i o n 36 j u s t n o r t h of us t h a t d i d 

th e same t h i n g . 

The o r i g i n a l w e l l i n t h e s e c t i o n 

w a t e r e d o u t . They moved away from t h e 

e n c r o a c h i n g f l o o d f r o n t and got a new w e l l , a 

good w e l l . We d r i l l e d our w e l l r i g h t a f t e r t h a t 

u s i n g t h e same t h e o r y and o b t a i n e d a good w e l l . 

Q. I f i t ' s always been a c o n s i d e r a t i o n , 
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when, I guess my q u e s t i o n i s , d i d you s t a r t 

c u r t a i l i n g p r o d u c t i o n f r o m your w e l l t o t r y and 

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

S t a t t o n mentioned? 

A. We o r i g i n a l l y , l i k e I s a i d b e f o r e , we 

were concerned about i t f r o m t h e f i r s t . We d i d a 

s t u d y -- I d i d a s t u d y of t h e p r o d u c t i o n i n 

p r o x i m i t y t o our l e a s e , l o o k i n g a t t h e d a t e s when 

wa t e r o r i g i n a l l y began t o be produced f r o m t h e 

w e l l s and t h e d a t e s t h a t t h e w a t e r s were 

c o m p l e t e l y consumed by wat e r p r o d u c t i o n and t h e 

amount of gas t h a t was produced between t h o s e two 

d a t e s . 

And we assumed, because of a l l t h e 

o t h e r w e l l s t h a t had w a t e r e d o u t , t h e y had made 

anywhere from maybe a Bcf t o t h r e e or f o u r Bcf i n 

t h a t i n t e r v a l , t h a t i f a t some p o i n t our w e l l 

began t o show s i g n s of making w a t e r , t h a t we 

c o u l d reduce t h e r a t e and c o n s e r v e . But up i n t o 

t h a t p o i n t we w o u l d n ' t have any i n d i c a t i o n t h a t 

t h e w a t e r — t h e f l o o d f r o n t was upon us. 

Q. When d i d t h a t o c cur? When d i d you 

a c t u a l l y c u r t a i l p r o d u c t i o n because o f t h i s 

p r o b l e m of w a t e r ? 

A. Okay. Our w e l l was n o t making any 
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u n u s u a l volumes of wa t e r u n t i l -- and I have t o 

c o r r e c t Mr. S t a t t o n -- i t was around t h e f i r s t 

week i n Octo b e r . We had been s h u t i n p r i o r t o 

t h a t f o r two t o t h r e e weeks because t h e Marathon 

p l a n t was down. 

We had always been concerned because o f 

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

because s i n c e Marathon had i n s t a l l e d new 

compressors, t h e l i n e p r e s s u r e had been dropped. 

But i t v a r i e d as much as 200 t o 250 pounds from 

day t o day, t h e r e b y , one day w i t h low l i n e 

p r e s s u r e i t would p u l l r e a l h a r d on us; t h e n e x t 

day i t would be h i g h e r and our w e l l would be 

c u r t a i l e d somewhat because of l i n e p r e s s u r e . 

We were concerned about t h i s , and 

Marathon shut t h e i r p l a n t i n , so we were s h u t i n 

f o r two t o t h r e e weeks. And when t h e y t u r n e d 

back on, t h e l i n e p r e s s u r e was lower t h a n 

a n t i c i p a t e d . And i t p u l l e d our w e l l 

e x c e p t i o n a l l y h a r d , and w i t h i n a c o u p l e o f days, 

we began t o make w a t e r . 

Q. So t h e n d i d you t h e n a t t h a t t i m e b e g i n 

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

A. We d i d . 

Q. When would t h a t be? 
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A. I t would be r i g h t a t or r i g h t a f t e r t h e 

f i r s t week i n October. 

Q. When t h e agreement w i t h Amoco 

c o n c e r n i n g t h e p e n a l t y was worked o u t , was i t my 

u n d e r s t a n d i n g o f your t e s t i m o n y t h a t b a s i c a l l y 

t h e same f a c t o r s were used as when t h e p e n a l t i e s 

were imposed on your w e l l ? 

A. Yes. 

Q. Those a r e b a s i c a l l y t h e f a c t o r s t h a t 

Ms. Leonard t a l k e d about? 

A. Yes, t h e o r i g i n a l agreements. 

MR. CARR: Tha t ' s a l l I have. 

THE WITNESS: Tha t ' s why -- I'm s o r r y . 

I f I might say, t h a t ' s why we d i d n ' t p r o t e s t 

t h e i r c a l c u l a t i o n of t h e i r 49 p e r c e n t a l l o w a b l e 

because we t h o u g h t t h e y ought t o be a b l e t o 

produce t h a t amount b u t n o t an e x c e s s i v e amount 

because o f p r o x i m i t y t o t h e f l o o d f r o n t . 

Q. (BY MR. CARR) D i d you d i s c u s s t h e 

p r o x i m i t y t o t h e f l o o d f r o n t or t h e l e a s e l i n e s 

i n t h o s e n e g o t i a t i o n s , or do you r e c a l l ? 

A. W e l l , as Mr. S t a t t o n s t a t e d e a r l i e r , 

and no d i s r e s p e c t t o t h e Commission, b u t we were 

j u s t d o i n g b u s i n e s s as u s u a l . And b u s i n e s s as 

u s u a l was u s i n g t h o s e t h r e e c a l c u l a t i o n s and n o t 
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some form of r e s e r v o i r d a t a , w h i c h t o my 

knowledge has never been used. 

MR. CARR: That's a l l . 

EXAMINER CATANACH: Mr. K e l l a h i n . 

MR. KELLAHIN: L e t me f o l l o w up on 

th e s e l a s t comments. 

EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. H e a d r i c k , you s a i d t h e t h r e e - f a c t o r 

f o r m u l a was b u s i n e s s as u s u a l ? 

A. W e l l , as f a r as d e t e r m i n i n g an 

a l l o w a b l e p e r c e n t a g e on u n o r t h o d o x l o c a t i o n s . 

Not b u s i n e s s as u s u a l f o r us, b u t j u s t as f a r as 

we u n d e r s t o o d i t was d e t e r m i n e d i n t h e s t a t e of 

New Mexico. 

Q. Other t h a n t h e Musselman w e l l and t h e 

Apache w e l l , can you c i t e me t o any o t h e r p e n a l t y 

o r d e r i n t h i s p o o l t h a t uses t h o s e t h r e e f a c t o r s 

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

A. I b e l i e v e t h e BHP w e l l i n S e c t i o n 36 

n o r t h of us used t h a t . 

Q. Any o t h e r s ? 

A. T h a t ' s t h e one we keyed o f f of when we 

d i d our p r e s e n t a t i o n and o b t a i n e d w a i v e r s f r o m 

o f f s e t o p e r a t o r s . And as I remember -- I don't 
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have i t i n f r o n t of me -- b u t as I remember, t h e 

Amoco p r o p o s a l t o us was al m o s t v e r b a t i m o f f of 

our p r o p o s a l --

Q. Thank you. 

A. -- our o r i g i n a l p r o p o s a l . 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mig h t i t have been a b e t t e r i d e a t o 

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

p r o d u c t ion? 

A. W i t h o u t a do u b t . 

Q. But you d i d n o t do so? 

A. We -- as I s t a t e d e a r l i e r , I t h i n k t h a t 

i t ' s -- h i n d s i g h t i s f a b u l o u s i n t h i s case. We 

t h o u g h t t h a t from l o o k i n g a t t h e o t h e r w e l l s t h a t 

have w a t e r e d o ut t o t h e n o r t h and e a s t of us t h a t 

we would have ample w a r n i n g i n t h e fo r m o f s m a l l 

i n c r e m e n t a l amounts of w a t e r b e i n g produced a t 

f i r s t so t h a t we c o u l d b r i n g our p r o d u c t i o n down 

t o a p o i n t where we c o u l d make i t l i v e as l o n g as 

p o s s i b l e a f t e r w a t e r began t o en c r o a c h . 

I n h i n d s i g h t we b e l i e v e , and i t ' s my 

o p i n i o n , t h a t t h e s e r a t e s p r o b a b l y s h o u l d have 

been red u c e d , you know, b e f o r e we d i d reduce them 

because of r e s e r v o i r f a c t o r s . 
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EXAMINER CATANACH: I b e l i e v e t h a t ' s a l l 

I have. A n y t h i n g e l s e o f t h i s w i t n e s s ? 

MR. STOVALL: Yes. 

EXAMINATION 

BY MR. STOVALL: 

Q. Back t o one -- keep g o i n g back t o t h i s 

agreement t h i n g . What i s your u n d e r s t a n d i n g of 

th e purpose of a p e n a l t y i n an u n o r t h o d o x 

l o c a t i o n s i t u a t i o n , p e n a l t y a g a i n s t a w e l l or 

r e s t r i c t i o n , w h a tever you want t o c a l l i t ? 

A. My o r i g i n a l u n d e r s t a n d i n g was t h a t t h e 

s t a t e o f New Mexico d i d n o t encourage u n o r t h o d o x 

l o c a t i o n s , e s p e c i a l l y a t t h e t i m e t h a t we were 

a p p l y i n g f o r o u r s and t h a t any o f f s e t o p e r a t o r 

who had an i n t e r e s t , r e g a r d l e s s o f w h i c h s i d e of 

th e s e c t i o n he was on from t h e w e l l i n t h e 

u n o r t h o d o x l o c a t i o n , t h a t he c o u l d p r o t e s t . 

Q. I s i t your u n d e r s t a n d i n g t h e n t h a t t h e 

p e n a l t y -- t h e purpose of t h e p e n a l t y i s t o 

d i s c o u r a g e u n o r t h o d o x l o c a t i o n s , or does i t have 

a n o t h e r purpose? 

A. Tha t ' s what we were t o l d when we 

a p p l i e d f o r ou r s i s t h a t t h e s t a t e o f New Mexico 

had d i s c o u r a g e d them. But as l o n g as we c o u l d --

as t h e o p e r a t o r c o u l d come t o an agreement 
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o u t s i d e of t h e h e a r i n g p r o c e s s on e s t a b l i s h i n g a 

reduced r a t e , t h e n t h e OCD would a l l o w i t . 

Q. What i f I t o l d you t h a t t h e r e a l 

purpose of t h e -- I s h o u l d use t h e t e r m 

" r e s t r i c t i o n " r a t h e r t h a n p e n a l t y , a l t h o u g h 

we've always used p e n a l t y -- i s t o negate any 

advantage t h a t an o p e r a t o r g a i n s f r o m moving 

c l o s e r t o a n o t h e r o p e r a t o r ' s t r a c t i n terms o f 

d r a i n i n g t h a t second o p e r a t o r ' s t r a c t ? 

A. We 11, yeah. 

Q. Does t h a t make sense t o you? 

A. Sure. T h a t ' s -- we assumed t h a t ' s 

where i t o r i g i n a l l y s t a r t e d and because of t h a t 

t h e n t h e OCD d i s c o u r a g e d u n o r t h o d o x e d l o c a t i o n s . 

Q. The reason i t d i s c o u r a g e d them i s t o 

p r e v e n t t h e d r a i n a g e f r o m — and t h e whole reason 

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

have a w e l l d r a i n i t s own p r o r a t i o n u n i t r a t h e r 

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

A. R i g h t . We assumed t h a t w i t h o u t t h o s e 

g u i d e l i n e s t h a t any o p e r a t o r c o u l d go -- p u t a 

w e l l anywhere t h e y wanted t o on t h e i r l e a s e and 

d r a i n of f s e t . 

Q. Sounds l i k e s p i n d l e t o p t o me. 

A. Yeah. So we agree w i t h t h e r e a s o n i n g 
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b e h i n d a l l of i t . And as l o n g as t h e r e ' s an 

agreement w i t h o f f s e t o p e r a t o r s , t h e n --

Q. W e l l , t h e n a l l t h e t e s t i m o n y h e r e , and 

a g a i n we're g o i n g back t o t h e same p o i n t t h a t ' s 

been r a i s e d , i s t h a t t h i s u n o r t h o d o x l o c a t i o n i s 

not l i k e l y t o cause any, i f you w i l l , excess 

d r a i n a g e o f f t h e Musselman t r a c t ; i s t h a t 

c o r r e c t , because i t doesn't get any c l o s e r t o i t ? 

A. Yeah. Our c o n t e n t i o n a l l a l o n g has n o t 

been t h a t we're concerned about t h e i r d r a i n i n g 

our r e s e r v e s , per se. We're more --

Q. Okay. Let me s t o p you r i g h t t h e r e . 

Your c o n c e r n has t o do w i t h t h i s t h i n g about t h e 

wat e r c o n i n g and t h e --

A. Yeah. 

Q. -- i f you would draw t o o f a s t , you 

would b r i n g w a t e r i n and a l l t h o s e problems? 

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

Q. A g a i n , i f t h e y p u t t h e i r w e l l a t 16 --

what i s i t 1650 -- 1650 of t h e c o r n e r , t h e y ' r e 

p r o b a b l y a c t u a l l y a l i t t l e c l o s e r t o your w e l l , a 

l i t t l e f u r t h e r t o t h e e a s t , doesn't t h a t have a 

g r e a t e r p o t e n t i a l t o b r i n g w a t e r i n and you've 

got no r e c o u r s e because you don't have an 

u n o r t h o d o x l o c a t i o n s i t u a t i o n i n w h i c h t o t r y t o 
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e n f o r c e some r e s t r i c t i o n ; i s t h a t c o r r e c t ? 

A. Yes. There's no immediate remedy as 

f a r as t h e Commission goes, as f a r as I'm aware 

o f . But t h e c l o s e r t h e p r o x i m i t y t o t h e f l o o d 

f r o n t , t h e more l i k e l y t h e y a r e t o draw w a t e r i n . 

Q. I n o t h e r words, t h e c l o s e r t h e y g ot t o 

th e f l o o d f r o n t and t h e c l o s e r t h e y g ot t o your 

w e l l , y e t you'd have no remedy i n t h a t case; 

i s n ' t t h a t c o r r e c t ? 

A. W e l l , n o t so much t h e c l o s e r t h e y g o t 

t o our w e l l as t h e y are t o t h e f l o o d f r o n t . 

Those two w e l l s e s s e n t i a l l y , i f I m i g h t , i t ' s my 

o p i n i o n t h a t t h o s e two w e l l s , a l t h o u g h t h e y ' r e 

l e g a l d i s t a n c e a p a r t , even now i n t h e i r c u r r e n t 

s i t u a t i o n t h e y c r e a t e a l o c a l i z e d p r e s s u r e s i n k 

t h a t draws w a t e r and gas t o them. 

Q. I w i l l e x p r e s s t o you my co n c e r n a g a i n , 

as e x p r e s s e d t o Mr. S t a t t o n , i s t h a t y o u ' r e i n an 

u n o r t h o d o x w e l l case w h i c h i s e n c r o a c h i n g upon 

p r o p e r t y w h i c h i s n o t y o u r s , t r y i n g t o impose a 

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

t o p r e v e n t t h e aura of w a t e r c o n i n g and drawdown, 

and t h e n when you l o o k a t t h e manner i n w h i c h t h e 

p e n a l t y i s a p p l i e d , a g a i n t h e q u e s t i o n o f 

p e r c e n t a g e o f an a l l o w a b l e , i t doesn't 
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n e c e s s a r i l y a c c o m p l i s h t h a t because t h e a l l o w a b l e 

i s h i g h enough you've s t i l l g o t t h e same p r e s s u r e 

drawdown, even i f you impose a v e r y s i g n i f i c a n t 

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

A. W e l l , I t h i n k t h a t i t would t a k e a v e r y 

e x h a u s t i v e p r e s s u r e s t u d y of t h e area i n o r d e r t o 

a r r i v e a t t h e optimum w i t h d r a w a l r a t e s f r o m n o t 

j u s t our w e l l or t h e i r w e l l b u t a l l w e l l s . But 

i t ' s my u n d e r s t a n d i n g t h a t , as we d i s c u s s e d 

e a r l i e r , t h a t t h e purposes o f the s e p e n a l t i e s i s 

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

o f f s e t o p e r a t o r s , b u t a l s o t o conserve 

r e s o u r c e s . 

And I t h i n k t h a t by p r e v e n t i n g , i n 

whatever manner we can w i t h i n r e a s o n a b l e bounds, 

economic bounds, t h e encroachment o f w a t e r s , t h e n 

we're p r o t e c t i n g our r i g h t s . But a l s o I t h i n k 

t h a t -- I mean i t ' s our o p i n i o n t h a t Apache w i l l 

be, by l o w e r i n g t h e i r r a t e s , w i l l be p r o t e c t i n g 

t h e i r r e s o u r c e s under t h e i r l e a s e a l s o . 

Q. I f t h a t makes good e n g i n e e r i n g sense, 

presumably Ms. Leonard w i l l f i g u r e t h a t o u t . 

They may s t a r t s e e i n g w a t e r i n t h a t w e l l , I 

guess. I guess what I'm s a y i n g t o you i s we 

c o u l d impose a 10 p e r c e n t a l l o w a b l e on t h a t w e l l , 
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w e l l t h e n t h e y j u s t say, " L e t ' s go back t o an 

o r t h o d o x l o c a t i o n and d r i l l a g a i n , " i f t h e y 

d i d n ' t g et enough gas, and t h e y a g g r a v a t e , 

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

Once a g a i n , I'm concerned t h a t we are 

i n t h e wrong case t o a c c o m p l i s h what you wou l d 

because we're l o o k i n g a t u n o r t h o d o x l o c a t i o n s on 

a we 1 1 - s p e c i f i c b a s i s , and what y o u ' r e t a l k i n g 

about i s a r e s e r v o i r management s i t u a t i o n . 

A. W e l l 

Q. So I suggest you t h i n k about i t . 

T h a t ' s n o t a q u e s t i o n . T h a t ' s a s t a t e m e n t . So I 

don't know t h a t -- I u n d e r s t a n d why y o u ' r e h e r e . 

I t ' s t h e forum you've g o t r i g h t now. 

A. We agree w i t h you. I t p r o b a b l y ought 

t o be addressed i n t h e f u t u r e because t h e I n d i a n 

B a s i n f i e l d i s a huge r e s o u r c e t h a t needs t o be 

managed. And t h e edge w e l l s a l l around t h i s 

f i e l d a r e g o i n g t o have t h i s p r o b l e m f r o m now 

on. And t h e w i t h d r a w a l r a t e s i n t h e f i e l d , 

w h ether t h e y ' r e up on t o p of t h e s t r u c t u r e or 

r i g h t n e x t t o t h e f l o o d f r o n t , a r e g o i n g t o have 

s o m e t h i n g t o do w i t h t h e amount o f gas t h a t ' s 

p r oduced out of t h e f i e l d u l t i m a t e l y . 

MR. STOVALL: And I ' l l be a l i t t l e 
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h e r e t i c a l and say t h a t t h e o t h e r f o u r m i g h t be 

the a l l o w a b l e here i n t h e semiannual a l l o w a b l e 

h e a r i n g . F a m i l i a r i z e y o u r s e l f w i t h t h a t p r o c e s s 

t o d e t e r m i n e how a l l o w a b l e s -- t h a t w i l l g e t my 

e n g i n e e r a l l e x c i t e d when I s t a r t t a l k i n g about 

t h a t . 

But I have n o t h i n g f u r t h e r . 

EXAMINER CATANACH: A n y t h i n g f u r t h e r of 

t h i s w i t n e s s ? I f n o t , he may be excused. Would 

c o u n s e l l i k e t o g i v e b r i e f c l o s i n g s t a t e m e n t s ? 

MR. KELLAHIN: We waive c l o s i n g 

s t a t e m e n t s . 

MR. BRUCE: Mr. Examiner, l e t me f i r s t 

a d dress Mr. S t o v a l l ' s s u g g e s t i o n about l a c k o f 

j u r i s d i c t i o n . I t h i n k Musselman, Owen & K i n g i s 

t r y i n g t o p r o t e c t t h e i r c o r r e l a t i v e r i g h t s , w h i c h 

i s c e r t a i n l y w i t h i n t h e OCD's j u r i s d i c t i o n . And 

a l t h o u g h t h e MOK pe o p l e s t a t e t h a t t h e y ' r e n ot 

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

w a t e r s o ut q u i c k l y , t h o s e r e s e r v e s w i l l be 

c a p t u r e d by someone e l s e , n o t by Musselman, Owen 

& K i n g . 

F u r t h e r m o r e , when you t a l k about t h i s 

i s t h e wrong forum t o assess a p e n a l t y because of 

t h e , i n e f f e c t , t h e l o c a t i o n of t h e Apache w e l l 
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s t a n d a r d as t o Musselman, Owen & K i n g , I would 

r a i s e t h e i s s u e of t h e Stevens O p e r a t i n g case 

w h e r e i n a p e n a l t y was assessed a g a i n s t a w e l l a t 

a s t a n d a r d l o c a t i o n i n an o i l p o o l i n e f f e c t . 

So I b e l i e v e t h e OCD does have 

j u r i s d i c t i o n t o do what's n e c e s s a r y i n t h i s case 

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

of Musselman, Owen & K i n g . 

MR. STOVALL: Let me make t h e r e c o r d 

c l e a r so t h a t you u n d e r s t a n d i t . I am n o t 

s u g g e s t i n g t h a t t h e y don't have t h e j u r i s d i c t i o n 

i n t h i s case. I am s u g g e s t i n g t h a t we may n o t be 

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

MR. BRUCE: I'm r a i s i n g t h a t j u s t t o 

make my r e c o r d . MOK agrees t h a t MW/Apache i s n ' t 

moving c l o s e r t o MOK, b u t as has been s t a t e d , 

t h a t ' s n o t t h e pro b l e m . The pr o b l e m i s w a t e r 

encroachment. Apache's own w i t n e s s e s s t a t e d t h e 

wat e r i s coming down from t h e s o u t h e a s t . 

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

i t r eaches t h e Apache w e l l . 

The Musselman w e l l began p r o d u c i n g 

w a t e r a p p r o x i m a t e l y two months ago. And combined 

w i t h t h e r e p o r t o f w a t e r i n t h e Amoco and now 

Apache Smith No. 1 w e l l , t h e r e i s a doubt where 
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t h e f l o o d f r o n t i s . I t c o u l d be c l o s e ; i t c o u l d 

be r e l a t i v e l y f a r away. But I t h i n k a c t i o n needs 

t o be t a k e n t o p r o t e c t t h e r e s o u r c e s i n t h i s 

f i e l d . 

MW/Apache, i n essence, seeks t o 

i n c r e a s e i t s a l l o w a b l e , i t s p r o d u c t i o n r a t e , by 

60 p e r c e n t . The c u r r e n t a l l o w a b l e f a c t o r i s 48 

or 49 p e r c e n t , and t h e y seek t o i n c r e a s e t h a t t o 

7 7 - a n d - a - h a l f p e r c e n t . T h a t ' s a s u b s t a n t i a l 

i n c r e a s e . 

Musselman, Owen & K i n g i s a f r a i d t h a t 

t h i s may cause a more r a p i d w a t e r i n g o u t of t h e i r 

w e l l , t h e r e f o r e c a u s i n g wasted r e s e r v e s and, as I 

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

r i g h t s. 

For t h a t r e a son we b e l i e v e t h a t you 

must l e a v e t h e d i s t a n c e method i n t h e p e n a l t y 

c a l c u l a t e d by Apache. The nearness t o t h e 

s e c t i o n l i n e c l e a r l y a l l o w s MW t o — i t appears 

t o o b t a i n a b e t t e r w e l l , and t h i s i n c r e a s e d 

p r o d u c t i o n w i l l a f f e c t Musselman, Owen & K i n g . 

MOK i s s y m p a t h e t i c t o t h e i r p l i g h t . 

O b v i o u s l y , MOK has an u n o r t h o d o x l o c a t i o n , and 

b o t h companies c l e a r l y want t o d r a i n what's under 

t h e i r s e c t i o n s . I n f a c t , MOK does not agree t o a 
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s m a l l i n c r e a s e i n t h e a l l o w a b l e . We do n o t t h i n k 

t h a t w i l l u n d u l y harm t h e MOK w e l l . But we don't 

t h i n k t h e r e s h o u l d be a 60 p e r c e n t i n c r e a s e i n 

th e a l l o w a b l e . 

And f o r t h a t r e a s o n we would suggest 

t h a t i f t h i s a p p l i c a t i o n i s g r a n t e d , t h a t any 

i n c r e a s e s h o u l d be k e p t r e l a t i v e l y s m a l l . I 

t h i n k d u r i n g t h e w i n t e r months, t h e a l l o w a b l e s on 

the s e w e l l s a r e q u i t e h i g h . And as p o i n t e d o ut 

by Mr. S t o v a l l , even a s m a l l i n c r e a s e i n t h e 

a l l o w a b l e would a l l o w s u b s t a n t i a l a d d i t i o n a l 

p r o d u c t i o n . 

Thank you. 

EXAMINER CATANACH: Mr. C a r r . 

MR. CARR: May i t p l e a s e t h e Examiner, 

t h i s i s a s t r a n g e case. What we have i s a 

s i t u a t i o n where Apache/MW t a k e s over a p r o p e r t y 

f r o m Amoco, and t h e y d r i l l a w e l l t h a t has been 

approved by t h e D i v i s i o n w i t h a p e n a l t y imposed 

based on a s s u m p t i o n s . 

When t h e w e l l was d r i l l e d , t h e 

ass u m p t i o n s don't match i n f o r m a t i o n f r o m t h e 

r e s e r v o i r . And so t h e y ' r e b e f o r e you to d a y 

s e e k i n g an a d j u s t m e n t i n t h e p e n a l t y . 

We c a n ' t t e l l you why a p e n a l t y i s 
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a p p r o p r i a t e a t a l l . We're n o t e n c r o a c h i n g on 

anybody b u t o u r s e l v e s , b u t f o r some reason we've 

i n h e r i t e d t h e w e l l w i t h an o r d e r t h a t imposes a 

p e n a l t y , t h e d a t a u n d e r l y i n g t h a t p e n a l t y 

c a l c u l a t i o n has changed, so we're a s k i n g f o r a 

s i m i l a r change. 

Musselman, an o f f s e t o p e r a t o r t o t h e 

n o r t h , comes i n and o b j e c t s . They're c l o s e r t o 

th e common boundary t h a n we a r e . They admit t h a t 

t h e y ' r e n ot concerned about t h e l o c a t i o n . 

They're concerned about w i t h d r a w a l r a t e s , and 

t h e i r c o n c e r n stems from t h e f a c t t h a t t h e i r w e l l 

i s making w a t e r because i t ' s c l o s e t o a f l o o d 

f r o n t . 

We get some s u g g e s t i o n s t h a t what we 

ought t o do i s b a l a n c e w i t h d r a w a l r a t e s between 

our w e l l and t h e i r s t o d e a l w i t h t h e pr o b l e m . 

C e r t a i n l y t h a t misses t h e p o i n t . I f t h e r e i s a 

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

t h a t would a p p l y f i e l d - w i d e . I t would a p p l y t o 

e v e r y o p e r a t o r i n t h e f i e l d . 

And, i n f a c t , j u s t because somebody 

happens t o have a w e l l p o s i t i o n e d near t o a 

w a t e r f r o n t doesn't mean n e c e s s a r i l y , w i t h o u t any 

e v i d e n c e t o s u p p o r t i t , o t h e r t h a n j u s t 
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s p e c u l a t i o n , t h a t we s h o u l d come i n and s t a r t 

l o o k i n g a t an a l l o w a b l e h e a r i n g or c h a n g i n g t h e 

r u l e s a t a l l . 

T h a t ' s a n o t h e r case. That's a n o t h e r 

day. I f t h a t comes up, Mr. K e l l a h i n and I w i l l 

r e a l l y be on t h e same s i d e and s u r e , because 

w e ' l l be opposed t o t h e r e d u c i n g of t h e s e 

a l l o w a b l e s j u s t because one w e l l i s near a 

wat e r f r o n t . 

I t ' s a b i z a r r e case, b u t i t doesn't 

have t o be because when y o u ' r e asked t o d e c i d e a 

case, Mr. Catanach, what you l o o k a t , I assume, 

i s t h e a p p l i c a t i o n . I assume you l o o k a t t h e 

r u l e s . And I assume you r e v i e w t h e r e c o r d . I 

have no r e a s o n t o t h i n k you do o t h e r w i s e . 

When you l o o k a t t h e a p p l i c a t i o n , 

t h e r e ' s one t h i n g b e f o r e you, t h a t ' s an 

a d j u s t m e n t i n p e n a l t y . When you l o o k a t t h e 

r e c o r d , o n l y two p e o p l e t e s t i f i e d and p r e s e n t e d 

e v i d e n c e . Musselman says t h e y c o u l d , b u t t h e y 

d i d n ' t . They come and say, " W e l l , we don't 

b e l i e v e t h e i r e v i d e n c e . " T h a t ' s a r g u m e n t a t i v e , 

and t h a t ' s n o t s u p p o r t e d by a n y t h i n g t h e y ' v e p u t 

i n t h e r e c o r d . 

Look a t t h e r e c o r d . Two e x p e r t 
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w i t n e s s e s q u a l i f i e d . Two p e o p l e p r e s e n t e d d a t a , 

and b o t h of them showed t h a t t h e r e s e r v o i r 

d oesn't match t h e assu m p t i o n s t h a t were used i n 

s e t t i n g t h i s p e n a l t y . For t h a t a l o n e I t h i n k you 

need t o , when you r e v i e w t h e r e c o r d , l o o k a t what 

MW and Apache has p r e s e n t e d . 

Then you a l s o have t o t a k e t h a t 

i n f o r m a t i o n and, Mr. Catanach, you have t o l o o k 

a t t h a t i n f o r m a t i o n i n c o n t e x t of t h e r u l e s . 

T h i s i s n ' t j u s t an e q u i t a b l e forum where i n t h e 

c o n t e x t o f t h e u n o r t h o d o x l o c a t i o n case we can 

come i n and t a l k about maximum e f f i c i e n t r a t e s , 

b a l a n c i n g e q u i t i e s , w hatever e l s e , i f s t u d i e s 

were done, w h i c h haven't been done. 

We're t a l k i n g about a p e n a l t y f o r an 

u n o r t h o d o x l o c a t i o n . And t h e a u t h o r i t y t h a t you 

have t o l o o k t o i s Rule 104-G. And t h a t r u l e 

says t h a t whenever an e x c e p t i o n -- we're t a l k i n g 

about l o c a t i o n e x c e p t i o n s -- whenever an 

e x c e p t i o n i s g r a n t e d , t h e D i v i s i o n may t a k e such 

a c t i o n as w i l l o f f s e t any advantage w h i c h t h e 

pe r s o n s e c u r i n g t h e e x c e p t i o n may o b t a i n over 

o t h e r p r o d u c e r s by reason of t h e u n o r t h o d o x 

l o c a t i o n . 

You see, t h i s case f a l l s even o u t s i d e 
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th e s t a t u t e i f y o u ' r e t o impose a p e n a l t y . What 

we have here i s no advantage b e i n g g a i n e d on 

a n o t h e r p r o d u c e r -- we're o n l y e n c r o a c h i n g on 

o u r s e l v e s -- and no advantage b e i n g g a i n e d by 

reason o f t h e u n o r t h o d o x l o c a t i o n . 

Why s h o u l d t h e r e be a p e n a l t y ? We 

submit i f you l o o k a t t h e r u l e s , i f you l o o k a t 

t h i s a p p l i c a t i o n , and i f you l o o k a t t h e r e c o r d , 

the o n l y t h i n g you can do i s g r a n t a 77.5 p e r c e n t 

p r o d u c t i o n f a c t o r or r e a l l y f o l l o w t h e law and 

th e r u l e and impose no p e n a l t y a t a l l . 

And i f Musselman has a l e g i t i m a t e 

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

o f t h e p a r t i c u l a r g e o l o g y and t h e n t h e 

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

was d r i l l e d y e a r s a f t e r o t h e r p e o p l e d e v e l o p e d 

t h e p o o l , i f t h e y have a r e a l c o m p l a i n t and a 

r e a l c o n c e r n , t h i s forum remains open and i s 

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

de v e l o p e d t h a t addresses t h i s w a t e r f r o n t and 

wa t e r c o n i n g p r o b l e m . That i s n o t t h e q u e s t i o n 

b e f o r e you t o d a y . 

When you r e v i e w t h i s case, we ask you 

t o l o o k a t t h e a p p l i c a t i o n , r e v i e w t h i s r e c o r d , 

and compare t h a t t o t h e r u l e s o f t h i s D i v i s i o n , 
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and when you do, you w i l l g r a n t t h e a p p l i c a t i o n 

o f Apache and MW C o r p o r a t i o n . 

EXAMINER CATANACH: Thank you, Mr. Carr 

and Mr. Bruce. 

I s t h e r e a n y t h i n g f u r t h e r ? There b e i n g 

n o t h i n g f u r t h e r , Case 10412 w i l l be t a k e n under 

a d v i s e m e n t . 

(The p r o c e e d i n g s were c o n c l u d e d . ) 

f do hereby c«-ti fv 

Oil Conservcmon Division 
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