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EXAMINER STOGNER: C a l l n e x t c a s e , No. 

10 7 6 1 . 

MR. STOVALL: The a p p l i c a t i o n o f 

Mewbourne O i l Company f o r s t a t u t o r y u n i t i z a t i o n , 

Lea C o u n t y , New M e x i c o . 

EXAMINER STOGNER: C a l l f o r 

a p p e a r a n c e s . 

MR. BRUCE: Mr. E x a m i n e r , J i m B r u c e , 

f r o m t h e H i n k l e Law F i r m i n S a n t a Fe, 

r e p r e s e n t i n g t h e A p p l i c a n t . I h a v e t h r e e 

w i t n e s s e s t o be s w o r n , a n d I w o u l d r e q u e s t t h a t 

t h i s h e a r i n g be c o n s o l i d a t e d w i t h Case 1 0 7 6 2 . 

EXAMINER STOGNER: Okay. A t t h i s t i m e 

I ' l l c a l l Case 1 0 7 6 2 . 

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

O i l Company f o r a w a t e r f l o o d p r o j e c t a n d 

q u a l i f i c a t i o n f o r t h e r e c o v e r e d o i l t a x r a t e , Lea 

C o u n t y , New M e x i c o . 

EXAMINER STOGNER: O t h e r t h a n t h e 

A p p l i c a n t , a r e t h e r e a n y a p p e a r a n c e s i n t h i s 

m a t t e r ? 

A t t h i s t i m e , w i l l t h e w i t n e s s e s p l e a s e 

s t a n d t o be s w o r n . 

[ A n d t h e w i t n e s s e s w e r e d u l y s w o r n . ] 

EXAMINER STOGNER: Mr. B r u c e . 
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MR. BRUCE: C a l l Mr. Cobb t o t h e s t a n d . 

f i r s t . 

STEVE COBB 

H a v i n g b e e n f i r s t d u l y s w o r n u p o n h i s o a t h , was 

e x a m i n e d a n d t e s t i f i e d as f o l l o w s : 

EXAMINATION 

BY MR. BRUCE: 

0. W o u l d y o u p l e a s e s t a t e y o u r f u l l name 

an d c i t y o f r e s i d e n c e ? 

A. My name i s S t e v e Cobb, a n d I l i v e i n 

M i d l a n d , T e x a s . 

Q. Who a r e y o u e m p l o y e d by a n d i n w h a t 

c a p a c i t y ? 

A. I'm e m p l o y e d by Mewbourne O i l Company 

as d i s t r i c t l a n d m a n . 

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

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

A. No, I h a v e n o t . 

Q. W o u l d y o u p l e a s e b r i e f l y s t a t e y o u r 

e d u c a t i o n a l a n d w o r k b a c k g r o u n d ? 

A. I g r a d u a t e d f r o m O k l a h o m a S t a t e 

U n i v e r s i t y i n 1977 w i t h a m a r k e t i n g d e g r e e , a n d 

c o m p l e t e d t h e O k l a h o m a U n i v e r s i t y PLM p r o g r a m i n 

1980 . 

F o r t h e l a s t t w o y e a r s I h a v e b e e n 
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employed w i t h Mewbourne O i l Company, and t h e 10 

y e a r s p r i o r t o t h a t I was w i t h Santa Fe M i n e r a l s 

i n T u l s a , Oklahoma. Three y e a r s p r i o r t o t h a t I 

was w i t h S o u th Ranch O i l Company i n Oklahoma 

C i t y . 

Q. As a landman, i n t h o s e two p r e v i o u s 

capac i t i es ? 

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

Q. Are you f a m i l i a r w i t h t h e l a n d m a t t e r s 

i n v o l v e d i n t h e s e cases? 

A . I am. 

Q. You're c u r r e n t l y based i n Mewbourne's 

M i d l a n d o f f i c e ? 

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

Q. And you a r e f a m i l i a r w i t h l a n d m a t t e r s , 

or p a r t o f y o u r j o b r e s p o n s i b i l i t y i s l a n d 

m a t t e r s i n S o u t h e a s t New Mexico? 

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

MR. BRUCE: Mr. Examiner, I w o u l d 

t e n d e r Mr. Cobb as an e x p e r t p e t r o l e u m landman. 

MR. STOVALL: Are you a member o f any 

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

THE WITNESS: AAPL and t h e PBLA, 

Permian B a s i n Landman A s s o c i a t i o n . 

MR. STOVALL: And t h e AAPL i s t h e 

RODRIGUEZ REPORTING 
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A m e r i c a n A s s o c i a t i o n o f P e t r o l e u m Landmen? 

THE WITNESS: T h a t ' s c o r r e c t . 

MR. STOVALL: Do y o u h a v e a n y 

c e r t i f i c a t i o n s by t h e m y e t ? 

THE WITNESS: No, I do n o t . 

MR. STOVALL: N o t h i n g f u r t h e r . 

EXAMINER STOGNER: Mr. Cobb, y o u s a i d 

y o u w e r e i n T u l s a w i t h S a n t a Fe? 

THE WITNESS: S a n t a Fe M i n e r a l s . 

EXAMINER STOGNER: W h i c h e n t i t y o f 

S a n t a Fe M i n e r a l s ? 

THE WITNESS: K u w a i t . I t ' s n o t t h e 

r a i l r o a d . 

EXAMINER STOGNER: N o t t h a t t h a t w o u l d 

m a t t e r , w h i c h S a n t a Fe i t was, b u t i t ' s h a r d 

e n o u g h . Okay, Mr. Cobb i s so q u a l i f i e d . 

MR. BRUCE: Mr. E x a m i n e r , b e f o r e we 

b e g i n i n Case 1 0 7 6 1 , Mewbourne s e e k s t o 

s t a t u t o r i l y u n i t i z e t h e Q u e r e c h o P l a i n s - U p p e r 

Bone S p r i n g P o o l i n a p o r t i o n o f T o w n s h i p 18 

S o u t h , Range 22 E a s t . The u n i t a r e a d o e s c o v e r 

2400 a c r e s o f l a n d , a n d i t i s a l l f e d e r a l 

m i n e r a l s . 

I n t h e s e c o n d c a s e , Mewbourne s e e k s 

a p p r o v a l o f a s e c o n d a r y r e c o v e r y w a t e r f l o o d 
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p r o j e c t f o r t h e u n i t , and c e r t i f i c a t i o n o f t h e 

r e c o v e r e d o i l t a x r a t e f o r t h e p r o j e c t . 

Q. (BY MR. BRUCE) Mr. Cobb, r e f e r r i n g t o 

E x h i b i t 1, c o u l d you b r i e f l y i d e n t i f y t h a t f o r 

t h e Examiner? 

A. E x h i b i t No. 1 i s a l a n d p l a t w h i c h 

o u t l i n e s our p r o p o s e d u n i t a r e a and i d e n t i f i e s 

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

These t r a c t s a r e d i v i d e d on common m i n e r a l 

o w n e r s h i p , and t h e r e a r e c u r r e n t l y 24 t r a c t s i n 

t h i s u n i t a r e a , and Mewbourne O i l Company or 

C u r t i s Mewbourne, o p e r a t e s 19 o f t h e 24 t r a c t s . 

Q. Would you i d e n t i f y E x h i b i t 2, p l e a s e ? 

A. E x h i b i t 2 i s a bound volume o f our u n i t 

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

a g r e e m e n t s s u p p l i e d t o me t h r o u g h t h e BLM and 

o t h e r a g r e e m e n t s t h a t have been a p p r o v e d by t h e 

OCD . 

The u n i t agreement d e s c r i b e s t h e u n i t 

a r e a , s e t s f o r t h Mewbourne as o p e r a t o r , d e f i n e s 

t h e u n i t i z e d f o r m a t i o n , and a l s o p r o v i d e s f o r 

e x p a n s i o n o f t h e u n i t a r e a and b a s i c a l l y s e t s o u t 

our r e l a t i o n s h i p between a l l t h e p a r t i e s i n v o l v e d 

i n our u n i t . 

Q. Okay. Now, P a r t I i s t h e u n i t 

RODRIGUEZ REPORTING 
( 505) 988-1772 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

1 2 

1 3 

14 

1 5 

1 6 

1 7 

18 

1 9 

2 0 

2 1 

2 2 

2 3 

24 

25 

10 

o p e r a t i n g agreement. What i s t h e second p a r t o f 

t h a t E x h i b i t 2? 

A. P a r t I i s t h e u n i t agreement and P a r t 

I I i s t h e u n i t o p e r a t i n g agreement. 

Q. So t h e y ' r e b o t h c o n t a i n e d i n t h a t 

volume? 

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

Q. And t h i s s e t s f o r t h t h e d u t i e s and t h e 

a u t h o r i t i e s o f t h e u n i t o p e r a t o r , and t h e 

r e l a t i o n s h i p s among t h e w o r k i n g i n t e r e s t owners? 

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

Q. Now, as t o t r a c t o w n e r s h i p , w o u l d you 

d e s c r i b e how you i d e n t i f i e d or d e t e r m i n e d names 

o f t h e w o r k i n g r o y a l t y i n t e r e s t owners i n t h e s e 

t r a c t s ? 

A. S e v e r a l o f t h e t r a c t s we, Mewbourne, 

c u r r e n t l y o p e r a t e , and we have c u r r e n t D i v i s i o n 

O r d e r s i n - h o u s e o r t i t l e o p i n i o n s ; so, f o r t h e 

t r a c t s we o p e r a t e , we went t o our i n - h o u s e 

r e c o r d s . For t h o s e t r a c t s we do n o t o p e r a t e , I 

had t i t l e o p i n i o n s p r e p a r e d on t h o s e . 

Q. How many i n t e r e s t owners a r e t h e r e i n 

t h e u n i t ? 

A. O r i g i n a l l y t h e r e were a p p r o x i m a t e l y 74, 

75 o v e r r i d i n g r o y a l t y i n t e r e s t owners, one 
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r o y a l t y i n t e r e s t owner, t h a t b e i n g t h e U n i t e d 

S t a t e s o r t h e BLM, and 50 w o r k i n g i n t e r e s t 

owne r s. 

Q. How many a r e t h e r e c u r r e n t l y ? 

A. C u r r e n t l y we have, I b e l i e v e , 18 

w o r k i n g i n t e r e s t owners, one r o y a l t y owner, and, 

a g a i n , a l i t t l e o v e r 75 o v e r r i d i n g r o y a l t y 

i n t e r e s t owners. 

Q. I s t h e d e c r e a s e , f r o m 50 t o 18 w o r k i n g 

i n t e r e s t owners, due t o p u r c h a s e s by Mewbourne? 

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

Q. R e f e r r i n g t o E x h i b i t 3, w o u l d you 

d i s c u s s what t h a t i s and i d e n t i f y t h e w o r k i n g 

i n t e r e s t owners? 

A. E x h i b i t No. 3 i s a b o o k l e t w h i c h l i s t s 

a l l t h e w o r k i n g i n t e r e s t owners i n t h e u n i t . 

Q. T h a t ' s on t h e second page o f t h a t 

b o o k l e t ? 

A. T h a t ' s c o r r e c t . The p e r s o n s t h a t have 

a " 1 " by t h e i r names have a p p r o v e d our u n i t . 

Those t h a t do n o t have a " 1 " by t h e i r names have 

n o t a p p r o v e d our u n i t , and t h o s e a r e t h e ones we 

ar e s e e k i n g t o u n i t i z e t o d a y . 

Q. Okay. And b e h i n d t h e l i s t i n g a r e j u s t 

t h e s i g n a t u r e pages f r o m t h e v a r i o u s w o r k i n g 
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i n t e r e s t owners? 

A. T h a t ' s c o r r e c t , t o our u n i t a g reement. 

Q. And, moving on t o t h e o v e r r i d e s and t o 

E x h i b i t 4, w o u l d you d i s c u s s o w n e r s h i p o f t h e 

o v e r r i d e s ? 

A. A g a i n , t h i s b o o k l e t s e t s f o r t h t h e 

r o y a l t y and o v e r r i d i n g i n t e r e s t owners. Page 1 

l i s t s t h o s e p a r t i e s t h a t have r a t i f i e d our u n i t 

agreement and o p e r a t i n g agreement. Those t h a t do 

n o t have a " 1 " a r e , a g a i n , t h e p a r t i e s we're 

s e e k i n g t o u n i t i z e t o d a y . The t h i r d page t o t h i s 

book i s t h e a p p r o v a l f r o m t h e BLM. 

Q. The p r e l i m i n a r y a p p r o v a l ? 

A. The p r e l i m i n a r y a p p r o v a l f r o m t h e BLM. 

Q. The o t h e r pages a r e t h e s i g n a t u r e pages 

o f t h e o v e r r i d i n g and r o y a l t y i n t e r e s t owners? 

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

Q. We've marked as E x h i b i t 4-A a n o t h e r 

s i g n a t u r e page. C o u l d you e x p l a i n what t h a t i s ? 

A. I j u s t r e c e i v e d i t t h i s m o r n i n g , by f a x 

a t t h i s o f f i c e , f r o m Stephen B u r l e s o n , h i s 

s i g n a t u r e page as an o v e r r i d i n g r o y a l t y i n t e r e s t 

owner. 

Q. And i t was t o o l a t e t o f i t i t i n t o t h e 

b o o k l e t ? 
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A. T h a t ' s c o r r e c t . 

Q. What p e r c e n t a g e o f w o r k i n g i n t e r e s t s 

and o v e r r i d i n g — o r , I s h o u l d say, r o y a l t y 

i n t e r e s t owners, have c o m m i t t e d t h e i r i n t e r e s t s 

t o t h e u n i t ? 

A. One h u n d r e d p e r c e n t o f t h e c o s t - b e a r i n g 

w o r k i n g i n t e r e s t owners have c o m m i t t e d t h e i r 

i n t e r e s t , and 99.01 p e r c e n t o f t h e o v e r r i d i n g 

r o y a l t y i n t e r e s t owners have c o m m i t t e d t h e i r 

i n t e r e s t . 

Q. T h a t ' s 99.01 p e r c e n t o f t h e o v e r r i d e 

and r o y a l t y ? 

A. Which i n c l u d e s t h e BLM, t h a t ' s c o r r e c t . 

Q. Now, as t o t h o s e p e r s o n s who have n o t 

y e t c o m m i t t e d t h e i r i n t e r e s t s , I w o u l d r e f e r you 

t o E x h i b i t s 5-A and 5-B. Co u l d you v e r y b r i e f l y 

d i s c u s s what Mewbourne d i d t o o b t a i n t h e 

commitment o f t h o s e i n t e r e s t s ? 

A. 5-A i s a l i s t o f my c o n t a c t s w i t h t h e 

w o r k i n g i n t e r e s t owners t h a t have n o t c o m m i t t e d . 

The f i r s t one y o u ' l l n o t i c e i s Lewis B u r l e s o n , 

and he has s i g n e d . The second one i s Ann 

McReynolds, and she has s i g n e d . B o t h t h e s e 

p a r t i e s s i g n e d y e s t e r d a y . 

The l a s t one I have on t h e r e i s 
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C l a r e n c e S t u m h o f f e r , and, i f y o u ' l l n o t e , he has 

a 0.00 p e r c e n t i n t e r e s t i n t h e w o r k i n g i n t e r e s t . 

Q. He owns a w o r k i n g i n t e r e s t i n a t r a c t , 

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

A. R i g h t . 

Q. But i t i s a n o n p a r t i c i p a t i n g t r a c t ? 

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

Q. So he's n o t a c o s t - b e a r i n g w o r k i n g 

i n t e r e s t ? 

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

Q. And E x h i b i t 5-B, what does t h a t r e l a t e 

t o ? 

A. T h i s r e l a t e s t o our e f f o r t s t o s e c u r e 

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

owners by t h o s e p e o p l e t h a t have n o t s i g n e d y e t . 

Q. Cou l d you j u s t b r i e f l y t o u c h on each 

p e r s o n ? 

A. The f i r s t one we come t o i s Gary and 

Candace Jo B e n n e t t . We have, e i t h e r m y s e l f o r 

p e o p l e w o r k i n g w i t h me, have t a l k e d t o him, and 

he has i n d i c a t e d t h a t he w o u l d s i g n . As o f 

t o d a y , we have n o t g o t t e n h i s s i g n a t u r e i n . 

There i s a t y p o on t h i s page. On my 

l a s t e n t r y t h e r e i t s a y s , " T e l e p h o n e d t o 

a s c e r t a i n i f j o i n d e r t o u n i t and l i e n e x e c u t e d . " 
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"And l i e n " s h o u l d n o t be i n t h e r e . 

Q. Now, t h e c o n t a c t s w i t h them were j u s t 

o v e r t h e p a s t month. C o u l d you e x p l a i n why t h i s 

i s ? 

A. The r e a s o n f o r t h i s i s , t h e BLM had 

r e q u e s t e d t h a t we p u t an a d d i t i o n a l t r a c t i n t o 

our un i t . 

Q. And t h a t was q u i t e r e c e n t , wasn't i t ? 

A. R i g h t . I t was T r a c t No. 1, t h a t we ha 

no t o r i g i n a l l y i n t e n d e d f o r i t t o be i n our 

u n i t . A f t e r m e e t i n g w i t h them, t h e y r e q u e s t e d w< 

add i t i n t o t h e r e . We d i d t h a t , had a t i t l e 

o p i n i o n p r e p a r e d t o a s c e r t a i n o w n e r s h i p , and 

t h e s e a r e t h e o v e r r i d i n g r o y a l t y i n t e r e s t 

owners. A g a i n , t h e s e p e o p l e i n t h i s t r a c t have 

an o v e r r i d i n g r o y a l t y i n t e r e s t , b u t a z e r o 

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

Q. Co u l d you move on t o t h e o t h e r pages? 

A. John B o r g , I I , we have been t r y i n g t o 

l o c a t e him s i n c e 1985. We c u r r e n t l y have money 

i n suspense f o r him. We've a d v i s e d him o f t h a t . 

Mr. C a l v e r t o f our o f f i c e has t a l k e d t o him, and 

he has a d v i s e d Mr. C a l v e r t t h a t h e ' l l 

p a r t i c i p a t e , b u t as o f t h i s d a t e we have n o t 

r e c e i v e d any r e s p o n s e f r o m him. And he's n o t 
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f o l l o w e d up on any o f our a t t e m p t s t o r e l e a s e t h e 

money we're h o l d i n g i n suspense f o r him. 

Q. The suspense money has t o d o — 

A. — w i t h o t h e r w e l l s he's i n , t h a t ' s 

c o r r e c t . R i c h a r d B o r g a a r d , a g a i n , t h i s i s t h e 

T r a c t No. 1 t h a t we were d e a l i n g w i t h , and we've 

n o t been a b l e t o f i n d him. We've c a l l e d 

A n a d arko, who o p e r a t e s t h a t t r a c t , and have 

spoken w i t h t h e i r d i v i s i o n o r d e r a n a l y s t s , and 

t h e y ' v e a d v i s e d us t h a t t h e y ' v e been t r y i n g t o 

l o o k f o r him f o r s e v e r a l y e a r s , and t h a t t h e y 

have money i n suspense t h e i r s e l v e s f o r him, and 

ca n n o t f i n d him. 

We f o u n d one Mr. B o r g a a r d i n Bend, 

Oregon, w h i c h was n o t t h e same one. Had no i d e a 

who he was. We're b a s i c a l l y a t a dead end i n 

t r y i n g t o l o c a t e him. 

Q. A g a i n , he has a z e r o p a r t i c i p a t i o n i n 

t h e u n i t ? 

A. T h a t ' s c o r r e c t . Pamela B r o o k s , she has 

a d v i s e d us by t e l e p h o n e t h a t she was r e v i e w i n g i t 

and she wasn't s u r e a t t h i s t i m e . That was on 

June 8 t h , was t h e l a s t t e l e p h o n e c o n v e r s a t i o n 

we've had w i t h h e r , and we've n o t h e a r d back f r o m 

her . 
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Stephen B u r l e s o n i s s i g n e d . He s i g n e d 

t o d a y . T h a t ' s our E x h i b i t 4 we j u s t t a l k e d 

a b o u t . 

Q. 4-A? 

A. 4-A. W i l l i a m J. Casey, a g a i n , t h e l a s t 

a d d r e s s we had on him was 1973, i n New Y o r k , New 

Yor k . A g a i n , we v i s i t e d w i t h A n a darko, who 

o p e r a t e s t h e t r a c t . T h i s i s t h a t same T r a c t No. 

1. And we've n o t been a b l e t o l o c a t e him. 

A g a i n , Anadarko has t h i s i n t e r e s t i n suspense. 

W e ' l l keep t r y i n g t o f i n d him; and, i f t h e y have 

any l u c k , t h e y ' l l n o t i f y u s. 

MR. STOVALL: T h i s i s n ' t t h e f o r m e r CIA 

d i r e c t o r ? 

THE WITNESS: No. T h a t ' s what t h e y 

asked me. W e l l , e v e r y b o d y knows where he i s . 

[ D i s c u s s i o n o f f t h e r e c o r d . ] 

A. Nancy Hayes i s Lewis B u r l e s o n ' s 

d a u g h t e r and S t e v e ' s s i s t e r . She i s o u t o f town 

r i g h t now and u n a b l e t o s i g n . However, her 

f a t h e r and b r o t h e r have b o t h i n d i c a t e d t h a t she 

w i l l s i g n once she g e t s back f r o m v a c a t i o n . 

Rae L i t t l e , a g a i n we've been t r y i n g t o 

n o t i f y h e r and c o n t a c t her s i n c e 1985, because o f 

money we have i n suspense f o r h e r . We have 
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a p p r o x i m a t e l y $5,000 i n suspense f o r h e r . 

Q • She i s deceased? 

A . T h a t ' s c o r r e c t , b u t h e r e s t a t e has n o t 

been p r o b a t e d , i s our u n d e r s t a n d i n g . And Mr. 

C a l v e r t has had numerous c o n v e r s a t i o n s w i t h t h e 

L i t t l e f a m i l y , and has a d v i s e d them o f t h i s money 

i n suspense and o f our t r y i n g t o g e t t h e u n i t 

a p p r o v e d , and t h e y ' v e n o t r e s p o n d e d t o h i s 

i nqu i r i e s. 

Q. They h a v e n ' t r e s p o n d e d t o i n q u i r i e s f o r 

s e v e r a l y e a r s ? 

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

McReynolds has s i g n e d . We c o u l d d e l e t e t h i s . 

She s i g n e d y e s t e r d a y . 

u n t i l J u l y 5 t h . Her s e c r e t a r y i n d i c a t e d t o us 

t h a t she d o e s n ' t know why she w o u l d n o t s i g n , 

"But I c a n n o t a c t on b e h a l f o f h e r , " i s what she 

s a i d . She has no r e a s o n why she w o u l d n ' t , b u t 

t h e r e ' s n o t h i n g she can do u n t i l she g e t s back. 

Q. A g a i n , t h i s i s T r a c t 1, and t h i s i s a 

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

A. T h a t ' s c o r r e c t . L i t a S a b o n i s , a g a i n 

we've had numerous c o n t a c t s w i t h her f a m i l y . 

We're j u s t u n a b l e t o g e t i n t o u c h w i t h h e r . Her 

M a r g a r e t Johnson McCurdy i s o u t o f town 
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f a m i l y has g i v e n us her a d d r e s s and i t ' s t h e samt 

a d d r e s s we had i n our f i l e s , and we're u n a b l e t o 

g e t her t o c a l l us back. We've t a l k e d t o a l l he: 

r e l a t i v e s b u t c a n ' t g e t h e r t o c o n t a c t us. As a 

m a t t e r o f f a c t , h er r e l a t i v e s have s i g n e d t h i s 

a g reement. She's j u s t h a r d t o g e t a h o l d o f or 

w i l l n o t a c c e p t our c a l l s , or w h a t e v e r . 

Gladys Shannon has a d v i s e d us t h a t she 

i s i n v o l v e d w i t h t h e T r a m m e l l E s t a t e s , who a r e 

t h e n e x t p e o p l e on t h i s r e p o r t . They've l o o k e d 

a t t h i s and t h e y ' v e s e n t us a l e t t e r a d v i s i n g 

t h a t t h e y w i l l n o t s i g n . They have z e r o 

p a r t i c i p a t i o n , why s h o u l d t h e y s i g n . T h a t ' s t h e 

b o t t o m l i n e . They s e n t us a l e t t e r t o t h a t 

e f f e c t , and Gladys Shannon t o l d us, "I'm g o i n g t 

do w h a t e v e r t h e T r a m m e l l E s t a t e s does," and we've 

r e c e i v e d a l e t t e r t h a t t h e y ' r e n o t g o i n g t o s i g n 

" I t ' s t o o s m a l l . We're n o t i n t e r e s t e d . " 

Q. So Shannon and a l l t h r e e T r a m m e l l s — 

A. — a n d a l l t h r e e T r a m m e l l s a r e t h e same 

Q. And t h e y a r e i n T r a c t 1, w h i c h has a 

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

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

Q. And you m e n t i o n e d t h a t t h e r e were two 

u n l o c a t a b l e i n t e r e s t s , W i l l i a m Casey and L i t a 
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S a b o n i s . C o u l d y o u d e s c r i b e w h a t E x h i b i t 6 i s ? 

A. Okay. E x h i b i t 6 i s an a f f i d a v i t o f 

p u b l i c a t i o n i n t h e Hobbs n e w s p a p e r , w h e r e w e ' r e 

a s k i n g f o r - - j u s t t o p u t n o t i c e o f w h a t w e ' r e 

t r y i n g t o do h e r e , a n d f o r t h e m t o p l e a s e n o t i f y 

u s i f we c a n f i n d t h e m . 

Q. I t was a p u b l i c a t i o n n o t i c e t o c o v e r 

a l l y o u r b a s e s ? 

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

Q. T h e r e ' s one e x t r a p e r s o n l i s t e d on 

t h e r e , a G r e g o r y P a n o s . D i d y o u s u b s e q u e n t l y 

l o c a t e h i m ? 

A. Yes. I a c q u i r e d h i s s i g n a t u r e . 

Q. I n y o u r o p i n i o n , h a s Mewbourne O i l 

Company made a g o o d - f a i t h e f f o r t t o s e c u r e 

v o l u n t a r y u n i t i z a t i o n o f a l l t h e t r a c t s ? 

A. Yes, we h a v e . 

Q. Has w r i t t e n n o t i c e o f t h e u n i t i z a t i o n 

h e a r i n g b e e n g i v e n t o a l l l o c a t a b l e p a r t i e s who 

d i d n o t v o l u n t a r i l y j o i n ? 

A. Yes, i t h a s . 

Q. I s E x h i b i t 7 y o u r a f f i d a v i t o f n o t i c e ? 

A. Y e s, i t i s . 

Q. The l e t t e r on t h a t E x h i b i t 7 l i s t s a 

number o f p e o p l e . A l t h o u g h t h e c e r t i f i e d r e t u r n 
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r e c e i p t s a t t a c h e d a r e j u s t some o f t h o s e p e o p l e , 

t h e p e o p l e whose r e t u r n r e c e i p t s a r e o m i t t e d have 

s i n c e s i gned ? 

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

Q. As t o t h e u n i t o p e r a t i n g a g reement, 

does i t c o n t a i n a p r o v i s i o n f o r c a r r y i n g w o r k i n g 

i n t e r e s t owners? 

A. Yes, i t does, t h a t w o u l d be S e c t i o n 

10.4. 

Q. Does t h e o p e r a t i n g agreement p r o v i d e 

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

owner s ? 

A. Yes. S e c t i o n 10.5 p r o v i d e s f o r c o s t 

p l u s 200 p e r c e n t . 

Q. I n y o u r o p i n i o n , i s t h i s a f a i r 

p e n a l t y ? 

A. Yes, i t i s . 

Q. Do o p e r a t i n g a greements i n t h i s a r e a 

t y p i c a l l y c o n t a i n s i m i l a r p e n a l t i e s ? 

A. Yes, t h e y do. 

Q. 100 p e r c e n t o f t h e c o s t - b e a r i n g w o r k i n g 

i n t e r e s t owners have a g r e e d t o t h i s p e n a l t y , have 

t h e y n o t ? 

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

0. What o v e r h e a d r a t e s does t h e u n i t 
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o p e r a t i n g agreement p r o v i d e f o r ? 

A. C u r r e n t l y , i t p r o v i d e s f o r $6,577 

d r i l l i n g w e l l r a t e , and $680 as a p r o d u c i n g w e l l 

r a t e . 

Q. You s a i d t h e d r i l l i n g w e l l r a t e was 

what ? 

A. $6,577. 

Q. W e ' l l g e t t o t h a t i n a m i n u t e . These 

r a t e s w i l l be a d j u s t e d a n n u a l l y , under a c c o u n t i n g 

p r o cedur es ? 

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

Q. Now, s i n c e t h e b o o k l e t w i t h t h e u n i t 

o p e r a t i n g agreement was p r i n t e d , have t h e r e been 

some changes t o t h e u n i t agreement? 

A. Yes, t h e r e have. 

Q. R e f e r r i n g t o E x h i b i t 8, w o u l d you 

d e s c r i b e b r i e f l y what t h e y a re? And t h e s e a r e t o 

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

A. T h a t ' s c o r r e c t . A l l r i g h t . E x h i b i t 

No. 8 r e f l e c t s t h e changes we've e n t e r e d i n t o 

w i t h a c o u p l e o f companies. On page 24, we 

o r i g i n a l l y , on A r t i c l e 10.5, s i x l i n e s down, we 

o r i g i n a l l y had 30 days. 

Q. To pay c o s t s ? 

A. To pay c o s t s . We have a g r e e d w i t h 
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Santa Fe Energy t o amend t h a t t o 90 days. 

Q. What's t h e n e x t change? 

A. Page F-10, p a r a g r a p h 1.2 was amended, 

and i n p a r a g r a p h 1.3 t h e d r i l l i n g w e l l r a t e was 

changed f r o m $6,577 t o $5,400. 

Q. So t h e d r i l l i n g w e l l r a t e w i l l now be 

$5,400 i n s t e a d o f what's p r i n t e d i n t h e o r i g i n a l 

b o o k l e t ? 

A. T h a t ' s c o r r e c t . The p r o d u c i n g w e l l 

r a t e w i l l r e m a i n t h e same. That was a t a r e q u e s 

f r o m Anadarko. 

Q. And f i n a l l y , on page F-12, was t h e r e a 

change ? 

A. F-12, I t e m 4 was amended. 

Q. And t h o s e were j u s t changes i n 

l a n g u a g e , I b e l i e v e ? 

A. R i g h t . 

Q. W i l l a l l w o r k i n g i n t e r e s t owners 

b e n e f i t f r o m t h e s e changes? 

A. Yes, t h e y w i l l . However, I wanted t o 

add one o t h e r change we a g r e e d t o w i t h A n adarko. 

We a g r e e d t h a t Mewbourne O i l Company a g r e e s t o 

a l l o w t h e o p e r a t i n g c o m m i t t e e t o a p p r o v e t h e 

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

r e q u e s t o f Anadarko, and we have a g r e e d t o t h a t . 
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Q. These changes a r e t o t h e b e n e f i t o f t h e 

n o n o p e r a t i n g i n t e r e s t owners, a r e t h e y n o t ? 

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

Q. Now, as f a r as t h e u n i t agreement 

i t s e l f , and r e f e r r i n g t o E x h i b i t B, w h i c h i s t h e 

t r a c t s c h e d u l e , a r e t h e r e any mi n o r changes t h a t 

w i l l be made on here? 

A. Yes, t h e r e a r e . At t h e r e q u e s t o f t h e 

BLM, we have a g r e e d t o make t h e f o l l o w i n g 

changes. T r a c t 3 and 13 a r e r e v e r s e d ; i n o t h e r 

w o r d s, T r a c t 3 w i l l be 13, and 13 w i l l be 3. 

They have a l s o r e q u e s t e d where we have b a s i c 

r o y a l t y and p e r c e n t a g e , t h a t column, where we 

have 12 and a h a l f p e r c e n t , t h e BLM has r e q u e s t e d 

us t o p u t Sch e d u l e B i n l i e u o f t h e 12 and a h a l f 

p e r c e n t . J u s t t h e words "Schedule B." 

Q. That d o e s n ' t a f f e c t a l l t h o s e t r a c t s , 

does i t ? 

A. No, j u s t t h o s e t r a c t s t h a t have a 

s l i d i n g s c a l e w i l l . And, I b e l i e v e t h a t i s a l l 

t h a t t h e y ' v e r e q u e s t e d . 

Q. The BLM changes d o n ' t change any o f t h e 

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

A. No, t h e y do n o t . 

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

c o n s e r v a t i o n , t h e p r e v e n t i o n o f w a s t e , and t h e 

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

A . They w i l l . 

Q. And were E x h i b i t s 1 t h r o u g h 8 p r e p a r e d 

by you or under y o u r d i r e c t i o n or c o m p i l e d f r o m 

company r e c o r d s ? 

A. They were. 

MR. BRUCE: Mr. Examiner, I move t h e 

a d m i s s i o n o f Mewbourne E x h i b i t s 1 t h r o u g h 8. 

EXAMINER STOGNER: E x h i b i t s i t h r o u g h 8 

w i l l be a d m i t t e d i n t o e v i d e n c e a t t h i s t i m e . 

EXAMINATION 

BY MR. STOVALL: 

Q. Mr. Cobb, i t a p p e a r e d t o me, f r o m 

l o o k i n g a t t h e e x h i b i t s , t h a t none o f t h e p a r t i e s 

t h a t w o u l d be f o r c e d i n t o t h e u n i t by t h e e f f e c t 

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

be t h e same w h e t h e r i t ' s v o l u n t a r y o r c o m p u l s o r y ; 

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. Any p a r t y who w o u l d be a f f e c t e d by c o s t 

i s s u e s , such as o v e r h e a d r a t e s , p e n a l t y r a t e s f o r 

p a r t i c i p a t i o n , e t c e t e r a , has s i g n e d t h e 

agreement and a g r e e d t o t h o s e ? 
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A. T h a t ' s c o r r e c t . I do have a h u n d r e d 

per c e n t . 

MR. STOVALL: I d o n ' t have any o t h e r 

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

case . 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. So, o n l y n o n e o s t - b e a r i n g p a r t i e s , 

p u r s u a n t t o y o u r q u e s t i o n , Mr. S t o v a l l , a r e b e i n g 

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

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

Q. I assume when t h e a p p l i c a t i o n was made, 

t h a t , however, was n o t t h e case? 

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

Q. Now, i f I go t o my E x h i b i t No. 1 and 

f i n d T r a c t 3, I need t o change t h a t t o 13? 

A. T h a t ' s c o r r e c t . And t h e n , o f c o u r s e , 

13 t o 3. 

MR. STOVALL: Do you know why t h e BLM 

wanted t o change t h o s e numbers? 

THE WITNESS: They wanted t h e s e t r a c t s 

i n o r d e r o f d a t e , t h e e a r l i e s t l e a s e b e i n g T r a c t 

No. 1. So, 13 was d a t e d b e f o r e 3. 

MR. STOVALL: T h i s i s n ' t some s o r t o f 

b u r e a u c r a t i c t h i n g , i s i t ? 
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THE WITNESS: No. No. 

EXAMINER STOGNER: I h a v e no q u e s t i o n s 

o f t h i s w i t n e s s . He may be e x c u s e d a t t h i s 

t i m e . T h a n k y o u . 

KEVIN MAYES 

H a v i n g b e e n f i r s t d u l y s w o r n u p o n h i s o a t h , was 

e x a m i n e d a n d t e s t i f i e d as f o l l o w s : 

EXAMINATION 

BY MR. BRUCE: 

Q. W o u l d y o u p l e a s e s t a t e y o u r name an d 

c i t y o f r e s i d e n c e ? 

A. My name i s K e v i n Mayes, a n d I r e s i d e i n 

T y l e r , T e x a s . 

Q. What i s y o u r o c c u p a t i o n a n d who i s y o u r 

e m p 1 o y e r ? 

A. I'm a p e t r o l e u m e n g i n e e r w i t h Mewbourne 

O i l Company. 

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

t h e D i v i s i o n as a p e t r o l e u m e n g i n e e r ? 

A. Yes, I h a v e . As a m a t t e r o f f a c t , I 

p r e s e n t e d t e s t i m o n y i n Case No. 10497 i n J u l y o f 

1 9 9 2 . T h i s r e s u l t e d i n D i v i s i o n O r d e r No. 

R-9737, g i v i n g Mewbourne p e r m i s s i o n t o t e s t t h e 

i n j e c t i v i t y o f t h e F i r s t Bone S p r i n g s s a n d a t 

Q u e r e c h o P l a i n s . 
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Q. So, y o u a r e 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 e p r o p o s e d u n i t 

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

A. Y e s , l a m . 

EXAMINER STOGNER: What was t h a t R 

number a g a i n ? 

THE WITNESS: R-9737. 

EXAMINER STOGNER: Okay. 

MR. BRUCE: Mr. E x a m i n e r , I t e n d e r Mr. 

Mayes as an e x p e r t p e t r o l e u m g e o l o g i s t . 

EXAMINER STOGNER: Was t h e o r d e r 

g r a n t e d ' 

THE WITNESS: Y e s, i t was. 

EXAMINER STOGNER: Okay. 

MR. STOVALL: Then h e ' s q u a l i f i e d . 

EXAMINER STOGNER: I'm s o r r y , Mr. 

B r u c e 

MR. BRUCE: I was j u s t a s k i n g i f t h e 

w i t n e s s was c o n s i d e r e d q u a l i f i e d 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 STOGNER: Yes, he i s . 

Q. (BY MR. BRUCE) Mr. Mayes, r e f e r r i n g t o 

E x h i b i t 9, w h a t i s t h e u n i t i z e d f o r m a t i o n ? 

A. E x h i b i t No. 9 i s a t y p e l o g f o r t h e 

f i e l d . I t ' s a d e n s i t y n e u t r o n p o r o s i t y l o g r u n 
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i n November 1987. I t was r u n i n Mewbourne O i l 

Company's F e d e r a l "L" #4 w e l l . That w e l l i s 

l o c a t e d i n S e c t i o n 23, P r o r a t i o n U n i t B. 

For t h e Ex a m i n e r ' s c o n v e n i e n c e , we've 

s u b m i t t e d a f u l l s e c t i o n o f t h a t l o g t o him, and 

I b e l i e v e h e ' l l f i n d t h e u n i t i z e d f o r m a t i o n 

d e p t h s p r o b a b l y t w o - t h i r d s o f t h e way t h r o u g h 

t h a t c o m p l e t e l o g , s t a r t i n g a t a p p r o x i m a t e l y 830 0 

f e e t . 

EXAMINER STOGNER: 8328? 

THE WITNESS: The a c t u a l d e p t h w i l l be 

8328 t h r o u g h 8620 f e e t i n t h i s w e l l . And t h e n , 

o f c o u r s e , t h e u n i t i z e d f o r m a t i o n w i l l be a l l t h e 

s t r a t a t h a t i s g e o l o g i c a l l y c o r r e l a t i v e t o t h i s 

i n t e r v a l u n d e r l y i n g t h e u n i t i z e d a r e a . 

Q. And t h i s f o r m a t i o n i s d e s i g n a t e d by t h e 

D i v i s i o n as t h e Querecho P l a i n s Upper Bone 

Spr i n g s Poo 1? 

A. Yes, i t i s . 

Q. Would you r e f e r t o E x h i b i t 10 and 

d i s c u s s t h e c o n t i n u i t y o f t h e f o r m a t i o n ? 

A. Yes. E x h i b i t 10 i s t h e s t r a t i g r a p h i c 

c r o s s - s e c t i o n a c r o s s t h e u n i t a r e a . To r e f r e s h 

e v e r y o n e ' s memory, t h e two ma j o r sands l o c a t e d i n 

t h e u n i t i z e d f o r m a t i o n Mewbourne has i d e n t i f i e d 
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as t h e g r e e n sand and t h e b l u e sand, and a g a i n 

t h i s c r o s s - s e c t i o n i s p r e s e n t e d t o d a y t o 

d e m o n s t r a t e t h a t t h e sands a r e c o n t i n u o u s a c r o s s 

t h e u n i t i z e d a r e a . 

Q. T h i s was p r e s e n t e d i n t h e p r i o r 

hear i n g , a l s o ? 

A. Yes, i t was. 

Q. Would you r e f e r t o E x h i b i t s 11 and 12 

and d i s c u s s t h e o u t l i n e o f t h e u n i t a rea? 

A. E x h i b i t No. 11 w i l l be a n e t h i g h 

i s o p a c h above t h e w a t e r / o i l c o n t a c t f o r t h e g r e e n 

sand, and E x h i b i t 12 w i l l be t h e same i s o p a c h f o r 

t h e b1ue sand. 

The r e s e r v o i r i s d e f i n e d by p o r o s i t y 

p i n c h o u t s on t h e n o r t h , e a s t and west s i d e s , and 

t h e w a t e r / o i l c o n t a c t on t h e s o u t h s i d e . 

Q. Does t h e p r o p o s e d u n i t c o v e r t h e e n t i r e 

Querecho P l a i n s Upper Bone S p r i n g s Pool? 

A. No, t h e r e a r e c e r t a i n f r i n g e a r e a s o f 

t h e r e s e r v o i r t h a t were o m i t t e d f o r economic 

c o n s i d e r a t i o n s . However, we do have 100 p e r c e n t 

of t h e c o s t - b e a r i n g p a r t i c i p a n t s a g r e e i n g t o t h i s 

u n i t b o u n d a r y , as w e l l as 99 p e r c e n t o f t h e 

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

That i n c l u d e s t h e Bureau o f Land Management's 
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d e s i g n a t i o n o f t h i s u n i t a r e a . 

Q. And I b e l i e v e Mewbourne had a c o u p l e o f 

m e e t i n g s w i t h t h e BLM t o d i s c u s s t h e o u t l i n e o f 

t h i s u n i t ? 

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

Q. R e f e r r i n g t o E x h i b i t s 13 and 14, w o u l d 

you d e s c r i b e t h e h i s t o r y o f t h e p r o p o s e d u n i t 

a r ea? 

A. E x h i b i t 13 i s a p l a t s h o w i n g t h e 

de v e l o p m e n t o f t h e f i e l d . The d i s c o v e r y and 

i n i t i a l c o m m e r c i a l p r o d u c t i o n came f r o m S h e l l O i l 

Company's Querecho P l a i n s #2 w e l l , w h i c h i s 

l o c a t e d i n S e c t i o n 27, P r o r a t i o n U n i t M. I t was 

b r o u g h t o n t o p r o d u c t i o n i n A p r i l o f 1959. 

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

more a t t e m p t s were made t o c o m p l e t e t h e Upper 

Bone S p r i n g s P o o l . Next a t t e m p t s were made i n 

1980, w i t h two a t t e m p t s made down i n S e c t i o n 34. 

And t h e n Mewbourne c o m p l e t e d t h e i r F e d e r a l "G" 

w e l l , w h i c h i s l o c a t e d i n S e c t i o n 27, P r o r a t i o n 

U n i t K, i n 1984, and t h e n t h e f i e l d d e v e l o p e d t o 

t h e n o r t h / n o r t h e a s t i n a f a i r l y r a p i d f a s h i o n . 

There were 35 c o m p l e t i o n a t t e m p t s made 

w i t h i n t h e u n i t a r e a . There a r e c u r r e n t l y 32 

p r o d u c i n g w e l l s f r o m t h e p r o p o s e d u n i t i z e d 
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f o r m a t i o n w i t h i n t h e u n i t a r e a . The s p a c i n g on 

t h e w e l l s i s 40 a c r e s . 

MR. STOVALL: How much? Say i t a g a i n . 

THE WITNESS: 40 a c r e s . 

Q. And E x h i b i t 14, p l e a s e ? 

A. E x h i b i t 14 i s a g r a p h i c a l 

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

a r e a and a s s o c i a t e d p r e d i c t i o n o f t h e p r i m a r y 

d e p l e t i o n f o r t h e f i e l d . Peak p r o d u c t i o n was 

29,950 b a r r e l s per month. That o c c u r r e d i n May 

of 1986. P r o d u c t i o n was f a i r l y f l a t , t h e n , 

d u r i n g t h e d e v e l o p m e n t phase, u n t i l l a t e 1989, 

and t h e f i e l d went on an a p p r o x i m a t e 40 p e r c e n t 

n o m i n a l d e c l i n e r a t e . 

Cumulative o i l p r o d u c t i o n through 

October of 1992 i s 1,556,000 b a r r e l s . Cumulative 

gas i s a p p r o x i m a t e l y 5 Bcf. The d r i v e mechanism 

i s s o l u t i o n - g a s , w i t h the c u r r e n t GOR being 6,700 

s t a n d a r d c u b i c f e e t per s t o c k tank b a r r e l . 

The r e s e r v o i r p r e s s u r e , the o r i g i n a l 

p r e s s u r e i n the r e s e r v o i r was 3,341 p s i . I t has 

now d e c l i n e d to 705 p s i . Our remaining p r e d i c t e d 

p r i mary p r o d u c t i o n as of November 1, 1992, i s 

473,376 s t o c k tank b a r r e l s . 

Q. I s t h e u n i t a r e a i n an advanced s t a t e 
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o f d e p l e t i o n w i t h r e s p e c t t o p r i m a r y p r o d u c t i o n ? 

A. Yes, i t i s . The w e l l s c u r r e n t l y 

average seven b a r r e l s of o i l per day. 

Q. Has t h e p o r t i o n o f t h e p o o l w h i c h you 

pr o p o s e t o u n i t i z e been a d e q u a t e l y d e f i n e d by 

de v e l o p m e n t ? 

A. Yes, i t has. 

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

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

A. Yes, we b e l i e v e so. There a r e no Bone 

S p r i n g s sand w a t e r f l o o d s i n New Mexico, to the 

bes t of my knowledge. However, the r e s u l t s of 

two i n j e c t i v i t y t e s t s , the co n t i n u o u s n a t u r e of 

the sands and the r e s u l t s o b t a i n e d from computer 

modeling, suggest t h a t t h i s f o r m a t i o n i s s u i t a b l 

f o r a w a t e r f l o o d . 

Q. When d i d Mewbourne O i l Company f i r s t 

c o n s i d e r u n i t i z i n g t h i s p o o l ? 

A. The r e s e r v o i r was f i r s t c o n s i d e r e d a 

p o t e n t i a l EOR c a n d i d a t e w i t h f l u i d and c o r e 

a n a l y s i s work p e r f o r m e d i n l a t e 1987. 

0. And, r e f e r r i n g t o E x h i b i t 15, w o u l d yo-

d i s c u s s t h e f e a s i b i l i t y s t u d y w h i c h was p r e p a r e d 

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

A. Yes. E x h i b i t 15 i s a t h i r d - p a r t y 
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c o n s u l t a n t ' s r e p o r t on t h e p o o l . I n p a r t i c u l a r , 

i t ' s P e t r e s i m I n t e g r a t e d T e c h n o l o g i e s o u t o f 

Hou s t o n . Texas. The r e p o r t i s s u b m i t t e d i n i t s 

e n t i r e t y , as i t c o n t a i n s some v e r y good summaries 

o f t h e f l u i d work and r o c k work t h a t we d i d . I t 

a l s o has a c o m p l e t e r e s e r v o i r d e s c r i p t i o n i n i t , 

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

p r i m a r y d e p l e t i o n as w e l l as w a t e r f l o o d 

o p e r a t i o n s . 

Q. Has Mewbourne done a n y t h i n g t o c o n f i r m 

t h e s t u d y p r e p a r e d by P e t r e s i m ? 

A. Yes. As a r e s u l t o f our h e a r i n g l a s t 

y e a r and as a r e s u l t , a c t u a l l y , o f a June 1992 

o p e r a t o r s ' m e e t i n g c o n c e r n i n g t h i s p r o j e c t , we 

a p p l i e d f o r and r e c e i v e d t h e D i v i s i o n Order f r o m 

l a s t y e a r , t h e D i v i s i o n Order R-9737, t o t e s t t h e 

i n j e c t i v i t y o f t h e sand. 

Q . And, moving on t o E x h i b i t s 16, 17 and 

18, w o u l d you d i s c u s s them t o g e t h e r and t h e 

r e s u l t s o f t h e i n j e c t i v i t y t e s t s ? 

A. Yeah. E x h i b i t 16 i s g o i n g t o be a p l a t 

s h o w i n g t h e l o c a t i o n o f t h e two i n j e c t o r s . 

E x h i b i t 17 i s g o i n g t o be a p e r f o r m a n c e 

c u r v e f o r t h e Government "K" #2 w e l l , w h i c h was 

one o f t h e two t e s t w e l l s . 
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E x h i b i t 18 i s a p e r f o r m a n c e c u r v e f o r 

t h e F e d e r a l "E" #11 w e l l . P e t r e s i m ' s s i m u l a t i o n 

s u g g e s t e d t h e s e w e l l s w o u l d o n l y t a k e 200 b a r r e l s 

o f w a t e r p er day, and, as one can see f r o m t h e 

p e r f o r m a n c e c u r v e s , we g o t i n j e c t i v i t y a l o n g t h e 

l i n e s o f 700 t o 800 b a r r e l s p e r day. T h i s was 

much b e t t e r t h a n we were a n t i c i p a t i n g and i s v e r y 

e n c o u r a g i n g t o us. 

Q. R e f e r r i n g t o E x h i b i t 19, what i n j e c t i o n 

p a t t e r n w i l l you use f o r t h e w a t e r f l o o d ? 

A. E x h i b i t 19 i s a p l a t s h o w i n g our 

p r o p o s e d i n i t i a l i n j e c t i o n p a t t e r n . T h i s p a t t e r n 

i s t h e optimum p a t t e r n as i t was d e t e r m i n e d by 

P e t r e s i m ' s computer m o d e l i n g work. 

Q. And i t ' s a l i n e d r i v e model? 

A. Yes, i t i s , l i n e d r i v e w i t h t h e 

i n j e c t o r s a l i g n e d e a s t / w e s t . 

Q. Okay. L e t ' s move on t o E x h i b i t s 20, 2 1 

and 22, and w i l l you d i s c u s s t h e p r e d i c t e d 

p e r f o r m a n c e o f y o u r w a t e r f l o o d ? 

A. Yes. E x h i b i t No. 20 i s P e t r e s i m ' s 

p r e d i c t e d p r o d u c t i o n under w a t e r f l o o d 

o p e r a t i o n s . T h i s p r e d i c t i o n , I ' l l make a n o t e 

f o r t h e Examiner, i s s l i g h t l y d i f f e r e n t f r o m 

w h a t ' s p r e s e n t e d i n t h e i r r e p o r t , as t h i s 
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p r e d i c t i o n i n E x h i b i t 20 t a k e s i n t o a c c o u n t 

m o d i f i c a t i o n s f o r t h e i n j e c t i v i t y t e s t s b e i n g 

b e t t e r t h a n we t h o u g h t t h e y were g o i n g t o be. 

E x h i b i t 2 1 , t h e n , i s a g r a p h i c a l 

r e p r e s e n t a t i o n o f P e t r e s i m ' s p r e d i c t i o n , and 

E x h i b i t 22 i s a g r a p h i c a l r e p r e s e n t a t i o n o f t h e 

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

o b t a i n e d d u r i n g w a t e r f l o o d o p e r a t i o n s v e r s u s 

p r i m a r y d e p l e t i o n . 

Again, you can see on E x h i b i t 22, the 

rema i n i n g primary f o r the pool would be 473,376 

b a r r e l s of o i l , and the i n c r e m e n t a l o i l , due to 

the w a t e r f l o o d , i s p r e d i c t e d to be 1.4 m i l l i o n 

b a r r e 1s of o i l . 

Q. R e f e r r i n g t o E x h i b i t 23, w o u l d you j u s 

b r i e f l y d i s c u s s t h e economics o f t h e p r o p o s e d 

u n i t ? 

A. Yes. E x h i b i t 23 i s a summary o f t h e 

economics. You can see t h e i n i t i a l c a p i t a l 

i n v e s t m e n t r e q u i r e d f o r t h i s p r o j e c t i s 

$2,850,000. I f one uses t h e 1.4 m i l l i o n b a r r e l s 

o f i n c r e m e n t a l o i l , i t g e n e r a t e s a p p r o x i m a t e l y 

$14 m i l l i o n o f p r e s e n t w o r t h t o t h e w o r k i n g 

i n t e r e s t owners as a g r o u p . 

The r e t u r n on i n v e s t m e n t w i l l be 5.9 t 
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1, and t h e i n t e r n a l r a t e o f r e t u r n w i l l be 52 

p e r c e n t . A l s o l i s t e d i n E x h i b i t 23 i s t h e 

b e n e f i t t o t h e BLM and t h e b e n e f i t t o t h e 

o v e r r i d i n g r o y a l t y i n t e r e s t s as a g r o u p . 

I ' l l n o t e t h e s e economics do have t h e 

BLM r o y a l t y r e d u c t i o n S c h e d u l e B t a k e n i n t o 

c o n s i d e r a t i o n , as w e l l as t h e s t a t e ' s EOR. 

Q. W i l l t h e o i l and gas r e c o v e r e d by u n i t 

o p e r a t i o n s exceed u n i t c o s t s p l u s a r e a s o n a b l e 

p r o f i t ? 

A. Yes, i t w i l l . 

Q. What i s t h e e s t i m a t e d l i f e o f t h e 

wat e r f l o o d ? 

A. A p p r o x i m a t e l y 12 y e a r s . We b e l i e v e t h e 

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

t h e y e a r 2005. 

Q. I s t h e u n i t a r e a so d e p l e t e d t h a t i t ' s 

p r u d e n t t o a p p l y an enhanced r e c o v e r y program? 

A. Yes, i t i s . 

Q. I n yo u r o p i n i o n , i s t h e w a t e r f l o o d 

a p p l i c a t i o n e c o n o m i c a l l y and t e c h n i c a l l y f e a s i b l e ; 

a t t h i s t i m e ? 

A. Yes, i t i s . 

Q. W i l l w a t e r f l o o d o p e r a t i o n s i n t h i s 

p o r t i o n o f t h e p o o l p r e v e n t waste? 
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A. Yes, i t w i l l . 

Q. And w i l l t h e y r e s u l t , w i t h a r e a s o n a b l e 

p r o b a b i l i t y , i n i n c r e a s e d r e c o v e r y o f 

s u b s t a n t i a l l y more h y d r o c a r b o n s t h a n w o u l d 

o t h e r w i s e be r e c o v e r e d ? 

A . Yes, i t w i l l . 

Q. I n y o u r o p i n i o n , w i l l u n i t i z a t i o n and 

s e c o n d a r y r e c o v e r y o p e r a t i o n s b e n e f i t t h e w o r k i n g 

and r o y a l t y i n t e r e s t owners i n t h e p o r t i o n o f t h e 

p o o l b e i n g u n i t i z e d ? 

A. Yes, i t w i l l . 

Q. W i l l u n i t i z a t i o n o f j u s t a p o r t i o n o f 

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

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

A. No. I f a n y t h i n g , o f f s e t o p e r a t o r s may 

r e c e i v e some p r e s s u r e m a i n t e n a n c e f r o m our 

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

Q. L e t ' s move on t o E x h i b i t 24. W i l l you 

i d e n t i f y t h a t ? 

A. Yes. E x h i b i t 24 i s t h e New Mexico 

S t a t e Form C-108. I t was s u b m i t t e d w i t h our 

a p p l i c a t i o n , and i t i s r e q u i r e d i n o r d e r t o 

i n j e c t f l u i d s . 

Q. Would you p l e a s e d i s c u s s y o u r p r o p o s e d 

i n i e c t i o n w e l l s ? 
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A. Yes. Pages 2 t h r o u g h 16 o f t h e C-108 

a r e s c h e m a t i c s o f a l l o f our p r o p o s e d i n j e c t i o n 

we l i s . 

Q. And t h e pages o f t h e C-108 a r e numbered 

f o r t h e ease o f t h e Examiner? * 

A. For t h e c o n v e n i e n c e o f t h e Examiner, 

y e s , s i r . 

Q. Go ahead, Mr. Mayes. 

A. I f I c o u l d r e f e r e v e r y b o d y t o page 2, 

on t h e f i r s t s c h e m a t i c , how we c a l c u l a t e d t h e t o p 

of cement i s documented on t h a t f i r s t s c h e m a t i c , 

and how we c a l c u l a t e d t h a t t o p o f cement i s used 

t h r o u g h o u t t h e C-108. 

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

cement y i e l d a t 25 p e r c e n t r e d u c t i o n t o t h i s 

y i e l d , and no c o n s i d e r a t i o n was g i v e n t o c a s i n g 

c o l l a r s . 

I t i s our i n t e n t i o n t o s e t a p a c k e r 

w i t h i n 100 f e e t o f t h e t o p p e r f o r a t i o n and use 

n o n c o a t e d t u b i n g . 

Q. Would you p l e a s e d i s c u s s t h e w e l l s i n 

t h e a r e a o f r e v i e w . 

A. Yes. The a r e a o f r e v i e w i s d e f i n e d as 

a o n e - h a l f m i l e r a d i u s a r o u n d each i n j e c t o r . 

Pages 18 t h r o u g h 23 o f t h e C-108 c o n t a i n a spread: 
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s h e e t l i s t o f a l l m e c h a n i c a l i n f o r m a t i o n f o r 

w e l l s w i t h i n t h i s a r e a o f r e v i e w w h i c h p e n e t r a t e 

t h e u n i t i z e d f o r m a t i o n . 

Q. Are t h e r e any p l u g g e d and abandoned 

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

A. Yes, t h e r e a r e . Pages 24 t h r o u g h 27 

c o n t a i n s c h e m a t i c s o f a l l p l u g g e d and abandoned 

we l i s . 

Q. To t h e b e s t o f y o u r k n o w l e d g e , i s t h e 

m e c h a n i c a l i n t e g r i t y of a l l o f t h e s e w e l l s 

s u f f i c i e n t f o r you t o c o n d u c t y o u r w a t e r f l o o d 

o p e r a t i o n s ? 

A. Yes, I b e l i e v e so. However, I w o u l d 

l i k e t o d i s c u s s t h e F e d e r a l E #1 w e l l , as i t was 

t h e t o p i c o f our l a s t h e a r i n g . 

EXAMINER STOGNER: What page am I g o i n g 

t o f i n d t h a t on? 

THE WITNESS: We're g o i n g t o s u b m i t a 

new e x h i b i t . 

Q. I f you c o u l d , Mr. Examiner, r e f e r t o 

E x h i b i t 25, and I ' l l r e f e r Mr. Mayes t o t h a t , and 

d i s c u s s t h e F e d e r a l E #1 w e l l . And, as you s a i d , 

t h i s was b r o u g h t up a t t h e h e a r i n g l a s t J u l y , was 

i t n o t ? 

A. T h a t ' s c o r r e c t . E x h i b i t 25 a r e some 
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c a l c u l a t i o n s c o n c e r n i n g t h e E #1 w e l l . The 

c o n c e r n w i t h t h e E #1 w e l l i s t h a t t h e c a l c u l a t e d 

TOC, t o p o f cement, does n o t c o v e r t h e F i r s t Bone 

S p r i n g s sand. We d i d a t h o r o u g h check o f our 

r e c o r d s and i n d e e d we d i d n o t r u n a t e m p e r a t u r e 

l o g o r a cement bond l o g t o v e r i f y t h i s t o p o f 

cement. 

However, we do have a c a l i p e r l o g , and 

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

volume a t 100 p e r c e n t s l u r r y volume, and t a k i n g 

c a s i n g c o l l a r s i n t o a c c o u n t . However, t h e 

c a l c u l a t e d t o p o f cement i s 10,666 f e e t , and i t 

s t i l l does n o t c o v e r t h e F i r s t Bone S p r i n g s 

sand . 

However, i n d e f e n s e o f n o t r e e n t e r i n g 

t h e E #1 f o r p o t e n t i a l squeeze o p e r a t i o n s , I 

w o u l d l i k e t o o f f e r up some i t e m s f o r d e f e n s e . 

F i r s t o f a l l , t h e mud t h a t i s i n t h e 

a n n u l u s between t h e 5-1/2" c a s i n g and t h e 

w e l l b o r e , i s an 11.8 pound p e r g a l l o n mud. T h i s 

i s a v e r y heavy mud. We t r i e d t o f i n d t h e mud 

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

added t o t h i s mud, and we c o u l d n o t f i n d them. 

However, an 11.8 per pound g a l l o n mud, 

we s u s p e c t , has s u b s t a n t i a l amount o f g e l and 
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p o s s i b l y b a r i t e used t o w e i g h t i t up t h a t heavy. 

One o f t h e i t e m s i n t h e D i v i s i o n Order 

t h a t was i s s u e d l a s t y e a r , was t h a t we w o u l d 

m o n i t o r t h e c a s i n g a n n u l u s on t h i s E #1 w e l l t o 

see i f any p r e s s u r e w o u l d o c c u r on t h e s u r f a c e . 

We've m o n i t o r e d t h a t c a s i n g s p o o l a t t h e s u r f a c e 

f o r a l m o s t a y e a r now and have n e v e r seen any 

p r e s s u r e on t h a t a n n u l u s . 

The E #1 w e l l i s t h e d i r e c t west o f f s e t 

t o one o f our t e s t i n j e c t i o n w e l l s , a l s o , and we 

i n j e c t e d 50,000 p l u s b a r r e l s o f w a t e r i n t o t h a t 

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

f i l l up volume f o r t h e E #1 a r e a . A g a i n , i f we 

were g o i n g t o see p r e s s u r e a t t h e s u r f a c e o f t h e 

E #1 on t h a t a n n u l u s , we w o u l d have e x p e c t e d t o 

see i t d u r i n g i n j e c t i o n p r o c e d u r e s i n t h e o f f s e t 

t e s t w e l l ; b u t , a g a i n , we ne v e r d i d see any 

p r e s s u r e t h e r e . 

I w o u l d l i k e t o r e i t e r a t e some 

t e s t i m o n y I gave l a s t y e a r c o n c e r n i n g t h i s 

i s s u e . T h i s v e r y heavy mud has been i n t h a t 

a n n u l u s f o r a p p r o x i m a t e l y 20 y e a r s now. I ' v e had 

s i m i l a r e x p e r i e n c e i n t r y i n g t o c i r c u l a t e cement 

i n t o an a n n u l u s a f t e r a heavy mud has been 

l o c a t e d t h e r e f o r t h i s l e n g t h o f t i m e , and our 
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e x p e r i e n c e was t h a t we punched some h o l e s i n t h e 

c a s i n g and t r i e d t o c i r c u l a t e some cement i n t o 

t h e a n n u l u s , and what we ended up d o i n g was j u s t 

e x c e e d i n g f r a c g r a d i e n t , and we never c o u l d g e t 

t h a t mud t o move i n t h a t a n n u l u s a g a i n . I t had 

s e t up t o a p o i n t o f h a v i n g a l m o s t i m m o b i l e 

p r o p e r t i e s . 

Our c o n c e r n w i t h r e e n t e r i n g t h e E #1 

w o u l d be t h a t we w o u l d t r y cement and squeeze 

o p e r a t i o n s and e s s e n t i a l l y t h e same t h i n g w o u l d 

happen t o us. We w o u l d exceed f r a c g r a d i e n t and 

we w o u l d squeeze our cement o u t i n t o t h e f r a c 

p l a n e and we w o u l d n e v e r g e t any cement 

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

A n o t h e r p o i n t I ' l l make i s t h a t 

mud-laden f l u i d s a r e used i n p l u g g i n g and 

a b a n d o n i n g w e l l s , and t h a t mud-laden f l u i d i s 

t r u s t e d t o keep c r o s s - f l o w f r o m r e s e r v o i r t o 

r e s e r v o i r f r o m o c c u r r i n g . 

I a l s o m i g h t go back, excuse me i f I 

can and r e v e r t a l i t t l e b i t , down a t t h e b o t t o m 

of t h i s E x h i b i t 25 a r e some h y d r o s t a t i c 

c a l c u l a t i o n s f o r t h a t mud. That mud, 11.8 pound 

per g a l l o n mud, g e n e r a t e s a h y d r o s t a t i c head a t 

t h e t o p o f t h e Bone S p r i n g s f o r m a t i o n o f 5,106 
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p s i . And I ' l l r e m i n d you t h a t t h e v i r g i n 

p r e s s u r e f o r t h e Bone S p r i n g s p o o l was 3,341 p s i 

and t h e maximum p r e d i c t e d r e s e r v o i r p r e s s u r e we 

a n t i c i p a t e d u r i n g w a t e r f l o o d o p e r a t i o n s i s 3,971 

p s i . 

J u s t s t r i c t h y d r o s t a t i c s w o u l d d i c t a t e 

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

F i r s t Bone S p r i n g s f o r m a t i o n , due t o t h i s heavy 

mud . 

Q. As p a r t o f y o u r t e s t s , you d i d m o n i t o r 

t h e a n n u l u s o f t h e E #1? 

A. R i g h t . We've m o n i t o r e d t h a t a n n u l u s 

f o r a b o u t a y e a r now, and we've s t i l l n o t seen 

any p r e s s u r e on t h a t a n n u l u s . The E #1 does 

c o n t a i n s i g n i f i c a n t Morrow gas r e s e r v e s . I t ' s 

c u r r e n t l y p r o d u c i n g o u t o f t h e Morrow f o r m a t i o n . 

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

tremendous amount o f r i s k t o l o s i n g t h o s e gas 

r e s e r v e s , so we w o u l d a g a i n r e q u e s t t h a t 

m o n i t o r i n g t h i s w e l l b o r e be a l l o w e d , v e r s u s 

r e e n t e r i n g t h a t w e l l b o r e . 

Q. I s i t i n t h e b e s t i n t e r e s t o f t h e 

w o r k i n g i n t e r e s t owners t o keep a l l i n j e c t e d 

w a t e r i n t h e u n i t i z e d f o r m a t i o n ? 

A. T h a t ' s c o r r e c t . You l o s e e f f i c i e n c y 
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w i t h a w a t e r f l o o d any t i m e you l e t w a t e r o u t o f 

t h e u n i t i z e d f o r m a t i o n , and we w i l l make e v e r y 

e f f o r t n o t t o l e t t h a t happen. 

Q. W i l l you p l e a s e d i s c u s s y o u r p l a n s f o r 

r e w o r k i n g t h e i n j e c t i o n w e l l s ? 

A. The p r o p o s e d i n j e c t i o n w e l l s a r e a l l 

c u r r e n t l y p r o d u c i n g and w i l l r e q u i r e r e m o v a l o f 

r o d pump e q u i p m e n t . We p l a n t o i n s t a l l a p a c k e r 

w i t h i n 100 f e e t o f t h e t o p p e r f o r a t i o n i n each 

w e l l , and have an i n e r t f l u i d c i r c u l a t e d i n t o t h e 

c a s i n g t u b i n g a n n u l u s . A l l i n j e c t o r s w i l l 

r e c e i v e a c i d t r e a t m e n t s d u r i n g t h e i r c o n v e r s i o n s , 

and a l l w e l l h e a d s w i l l have p r e s s u r e gauges 

i n s t a l l e d on t h e t u b i n g and c a s i n g a n n u l i . 

Q. What a d d i t i o n a l f a c i l i t i e s w i l l 

Mewbourne O i l Company need t o i n s t a l l f o r t h e 

u n i t and t h e w a t e r f l o o d ? 

A. We p r o p o s e b o t h a c e n t r a l i n j e c t i o n 

f a c i l i t y and a c e n t r a l p r o d u c t i o n f a c i l i t y . The 

i n j e c t i o n f a c i l i t y w i l l c o n s i s t o f a p p r o p r i a t e 

s t o r a g e c a p a c i t y , f i l t e r s , m e t e r s and i n j e c t i o n 

pumps. The p r o d u c t i o n f a c i l i t i e s w i l l c o n s i s t o f 

a p p r o p r i a t e s t o r a g e , s e p a r a t i n g e q u i p m e n t , m e t e r s 

and s a l e s hookups. Produced w a t e r w i l l be 

r e i n j e c t e d , and a l l f l o w l i n e s w i l l be r e r o u t e d 
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a c c o r d i n g l y . A w a t e r s e r v i c e l i n e a p p r o x i m a t e l y 

t h r e e m i l e s i n l e n g t h w i l l be b u i l t t o c o n n e c t t o 

th e C i t y o f C a r l s b a d ' s Double Eagle s y s t e m . 

Q. What i n j e c t i o n p r e s s u r e do you r e q u e s t 

a p p r o v a l o f ? 

A. The p r o j e c t i o n p r e d i c t i o n we o b t a i n e d 

f r o m computer m o d e l i n g i s based on i n j e c t i n g a t a 

s u r f a c e p r e s s u r e a t 2,000 p s i , and we w o u l d 

r e q u e s t a l l o w i n g t h a t 2,000 p s i as t h e maximum 

i n j e c t i o n p r e s s u r e . 

Q. R e f e r r i n g t o E x h i b i t 26, c o u l d you 

d i s c u s s t h e b a s i s f o r y o u r r e q u e s t ? 

A. Yes. A g a i n , E x h i b i t 26 c o n t a i n s 

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

be exceeded w i t h t h e 2,000 p s i s u r f a c e p r e s s u r e . 

A g a i n , t h i s 2,000 p s i s u r f a c e p r e s s u r e 

was a t o p i c o f our J u l y 92 h e a r i n g . The 

D i v i s i o n ' s Order a l l o w e d f o r a t u b i n g p r e s s u r e o f 

1,650 p s i , w i t h a p r o c e d u r e f o r a d m i n i s t r a t i v e 

a p p r o v a l f o r 2,000 p s i . I t t u r n s o u t t h a t we use 

p r o d u c e d Delaware w a t e r as s o u r c e w a t e r f o r 

t e s t i n g t h o s e i n j e c t o r s , and i t was much h e a v i e r 

t h a n we a n t i c i p a t e d , so a d m i n i s t r a t i v e a p p r o v a l 

was n e v e r s o u g h t . 

The g r a d i e n t h y d r o s t a t i c head f o r t h i s 
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Delaware w a t e r was .51 p s i per f o o t , and 

g e n e r a t e d a t o t a l head o f .70 when 1,650 p s i was 

added t o i t . 

The i n j e c t e d f l u i d f o r t h e f u l l f l o o d 

w i l l be a m o s t l y l o w - d i s s o l v e d - s o l i d s c o n t e n t 

w a t e r f r o m t h e C i t y o f C a r l s b a d . I f one uses a 

.45 f l u i d g r a d i e n t f o r t h a t C i t y o f C a r l s b a d 

w a t e r , and a 2,000 p s i s u r f a c e p r e s s u r e , one 

c a l c u l a t e s a t o t a l head o f .69 p s i p e r f o o t , w e l l 

below t h e f r a c g r a d i e n t , and t h e f r a c g r a d i e n t i s 

e s t a b l i s h e d as t h e .74 f o r t h e p o o l . 

Q. I s t h i s r e q u e s t s u p p o r t e d by t h e 

r e s u l t s o f y o u r i n j e c t i v i t y t e s t s ? 

A. Yes, i t i s . I ' l l r e f e r e v e r y o n e t o 

E x h i b i t s 27, 28 and 29, w h i c h showed t h a t t h e 

w a t e r s t a y e d c o n t a i n e d i n t h e Bone S p r i n g s d u r i n g 

t h o s e i n j e c t i v i t y t e s t s . 

E x h i b i t 27 i s a p r e s s u r e g r a d i e n t 

s u r v e y c o n f i r m i n g t h e head o f t h e Delaware w a t e r 

was .51 p s i per f o o t and, as a r e s u l t , we were 

i n j e c t i n g a t .70 p s i per f o o t d u r i n g our t e s t . 

And E x h i b i t s 28 and 29, a r e i n j e c t i o n 

s u r v e y s s h o w i n g t h a t t h e w a t e r s t a y e d c o n t a i n e d 

w i t h i n t h e u n i t i z e d f o r m a t i o n . You can see on 

t h e second page o f t h e — w e l l , l e t ' s t a k e E x h i b i t 
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28 w h i c h i s t h e p r o f i l e s u r v e y f o r t h e Government 

K #2 w e l l , you can see on Page No. 2 o f t h a t 

e x h i b i t t h a t t h e s u r v e y company c o n c l u d e d t h a t no 

f l u i d moved above t h e t o p p e r f o r a t i o n . 

Page No. 2 w h i c h i s v e r y busy, and I 

k i n d o f a p o l o g i z e f o r t h a t b u t , i t has a s e r i e s 

of t e m p e r a t u r e l o g s r u n a t v a r i o u s s h u t - i n 

p e r i o d s t o v e r i f y t h a t t h e w a t e r d i d n o t go p a s t 

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

Then E x h i b i t 29 i s g o i n g t o be a 

s i m i l a r p r o f i l e l o g f o r t h e F e d e r a l E # 1 1 , and 

a g a i n t h e s e two p r o f i l e l o g s on our two t e s t 

w e l l s do show t h a t t h e w e l l s s t a y e d c o n t a i n e d , 

and we w i l l be i n j e c t i n g a t a l o w e r g r a d i e n t t h a n 

we were d u r i n g t h e s e t e s t s , d u r i n g our whole 

f l o o d o p e r a t i o n s . 

Q. Of t h e i n j e c t i o n w a t e r , what p e r c e n t a g e 

do you a n t i c i p a t e w i l l be f r e s h w a t e r f r o m t h e 

C a r l s b a d system? 

A. A p p r o x i m a t e l y 90 p e r c e n t s h o u l d be C i t y 

o f C a r l s b a d w a t e r . And 10 p e r c e n t we hope t o 

p i c k up as p r o d u c e d w a t e r f r o m v a r i o u s o f f s e t 

o p e r a t o r s i n our own o p e r a t i o n s . 

Q. W i l l t h i s be a c l o s e d system? 

A. Yes, i t w i l l . 
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Q. Are t h e r e any f r e s h w a t e r s o u r c e s 

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

A. There a r e no a c t i v e f r e s h w a t e r w e l l s , 

a c c o r d i n g t o t h e New Mexico S t a t e E n g i n e e r ' s 

O f f i c e . There was an a t t e m p t t o d e v e l o p a w a t e r 

w e l l i n S e c t i o n 26; however, i t was d r y and 

abandoned. 

Q. Are t h e r e any f a u l t s or h y d r o l o g i c 

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

i n j e c t i o n p o i n t ? 

A. No, t h e r e a r e no f a u l t s , t o my 

kno w l e d g e , and a l l w e l l b o r e s have c a s i n g s a i d t o 

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

s o u r c e s i n t h e r e g i o n . 

Q. I s t h e p r o p o s e d i n j e c t i o n w a t e r 

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

A. Yes. An a n a l y s i s i s p r e s e n t e d on page 

30 t h r o u g h 36 o f t h e C-108. T h i s r e p o r t was 

p r e p a r e d by a c o m m e r c i a l l a b o r a t o r y and i n d i c a t e 

m i n i m a l c o m p a t i b i l i t y p r o b l e m s e x i s t . 

Q. I s t h e u n i t i z e d management, o p e r a t i o n 

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

e f f e c t i v e l y c a r r y on s e c o n d a r y r e c o v e r y 

o p e r a t i o n s ? 

A. Yes, i t i s . 
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Q. And, i n y o u r o p i n i o n , w i l l i t 

s u b s t a n t i a l l y i n c r e a s e t h e u l t i m a t e r e c o v e r y o f 

o i l f r o m t h e u n i t i z e d p o r t i o n o f t h e p o o l ? 

A, Yes, I b e l i e v e so. 

Q. I n y o u r o p i n i o n , does t h e u n i t 

agreement p r o v i d e f o r a f a i r and e q u i t a b l e p l a n 

o f u n i t i z a t i o n ? 

A . Yes, i t does. 

Q. Mr. Mayes, i f you c o u l d r e f e r back t o 

E x h i b i t 2, c o u l d you d e s c r i b e how p r o d u c t i o n w i l l 

be a l l o c a t e d among t h e t r a c t s under t h e u n i t 

agreement ? 

A. Yes, and we a r e r e f e r r i n g back t o t h e 

u n i t agreement, i f e v e r y b o d y wants t o g e t t h a t 

back o u t . 

Q. And what pages i n p a r t i c u l a r do we want 

t o r e f e r t o ? 

A. I ' l l r e f e r e v e r y o n e t o pages 6 and 7 o f 

t h e u n i t a g reement, and t h a t w i l l be A r t i c l e s 

2.23 and 2.24. What we p r o p o s e i s a two-phase 

a l l o c a t i o n f o r m u l a , t h e i n i t i a l phase d e f i n e d as 

t h e p r i m a r y phase and A r t i c l e 2.23 i s s e t up t o 

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

r e s e r v o i r t o t h e s e p a r a t e t r a c t s . 

Then, on page 7, we p r o p o s e a l a t e r 
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phase, w h i c h i s d e f i n e d as t h e s e c o n d a r y phase i n 

A r t i c l e 2.24, and i t i s s e t up t o a l l o c a t e t h e 

s e c o n d a r y r e s e r v e s , i . e . , t h e 1.4 m i l l i o n b a r r e l s 

of o i l , and t h e c a p i t a l c o s t s a s s o c i a t e d w i t h 

t h e s e s e c o n d a r y r e s e r v e s . 

R e f e r r i n g back t o page 6 r e a l q u i c k , 

t h e p r i m a r y phase w i l l be i n p l a c e u n t i l t h e 

t o t a l u n i t r e m a i n i n g p r i m a r y i s p r o d u c e d , and 

a g a i n t h a t volume i s d e t e r m i n e d t o be t h i s 

473,376 b a r r e l s o f o i l as o f November 1, 1992. 

I ' l l r e f e r e v e r y b o d y ahead t o page 22 

r e a l q u i c k . The p r o p o s e d p r i m a r y f o r m u l a i s 100 

p e r c e n t r e m a i n i n g p r i m a r y r e s e r v e s as t h e y were 

d e t e r m i n e d by d e c l i n e c u r v e a n a l y s i s , i . e . , t h e 

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

r e m a i n i n g p r i m a r y . The p r o d u c t i o n w i l l t h e n be 

a l l o c a t e d t o t h e t r a c t s based on t h e s e c o n d a r y 

f o r m u l a , w h i c h we p r o p o s e i s 100 p e r c e n t u l t i m a t e 

p r i m a r y o i l , as d e t e r m i n e d by d e c l i n e c u r v e 

a n a l y s i s . 

Q. I n y o u r o p i n i o n , does t h e p a r t i c i p a t i o n 

f o r m u l a a l l o c a t e t h e p r o d u c e d , and saves 

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

f a i r , r e a s o n a b l e and e q u i t a b l e b a s i s ? 

A. Yes, we do. 
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Q. What i s t h e i n i t i a l p r o j e c t a r e a f o r 

t h e w a t e r f l o o d ? 

A. The i n i t i a l p r o j e c t a r e a p u r s u a n t t o 

D i v i s i o n R u l e 7 0 1 ( G ) ( 3 ) w i l l e n c o m p a s s 1,280 

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

Q. What p r o j e c t a l l o w a b l e d o e s Mewbourne 

r e q u e s t ? 

A. Mewbourne w o u l d r e q u e s t t h a t e a c h 

p r o d u c i n g w e l l be g r a n t e d an a l l o w a b l e e q u a l t o 

i t s c a p a c i t y t o p r o d u c e . 

Q. And do y o u r e q u e s t t h a t t h e o r d e r 

e n t e r e d i n t h i s m a t t e r c o n t a i n an a d m i n i s t r a t i v e 

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

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

w e l l s ? 

A. Yes. I n o r d e r t o o p t i m i z e t h e 

w a t e r f l o o d i n t h e f u t u r e , i t may be n e c e s s a r y t o 

c o n v e r t p r o d u c i n g w e l l s t o i n j e c t o r s , o r t o d r i l l 

a d d i t i o n a l w e l l s a t u n o r t h o d o x l o c a t i o n s a n d we 

w o u l d r e q u e s t t h a t an a d m i n i s t r a t i v e p r o c e d u r e be 

e s t a b l i s h e d i n t h e o r d e r t o a c c o m p l i s h t h i s . 

Q. I s y o u r p r o p o s a l s u b m i t t e d as E x h i b i t 

30? 

A. Yes, i t i s . 

Q. Was n o t i c e o f t h e w a t e r f l o o d s e n t o u t 
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as r e q u i r e d by Form C-108? 

A. Yes, i t was. We n o t i f i e d a l l o p e r a t o r s 

and l e s s e e s w i t h i n o n e - h a l f m i l e o f t h e p r o p o s e d 

i n j e c t o r s , t o g e t h e r w i t h s u r f a c e owners and a l l 

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

Q. I s E x h i b i t 31 y o u r a f f i d a v i t r e g a r d i n g 

n o t i c e ? 

A. Yes, i t i s . I t c o n t a i n s t h e r e t u r n and 

c e r t i f i e d r e c e i p t s . 

Q. I n y o u r o p i n i o n , w i l l t h e g r a n t i n g o f 

t h i s a p p l i c a t i o n be i n t h e i n t e r e s t s o f 

c o n s e r v a t i o n and t h e p r e v e n t i o n o f waste? 

A. Yes, i t w i l l . 

Q. Were E x h i b i t s 9 t h r o u g h 31 p r e p a r e d by 

you o r under y o u r d i r e c t i o n , or c o m p i l e d f r o m 

company r e c o r d s ? 

A. Yes, t h e y were. 

MR. BRUCE: Mr. Examiner, I move t h e 

a d m i s s i o n o f E x h i b i t s 9 t h r o u g h 3 1 . 

EXAMINER STOGNER: E x h i b i t s 9 t h r o u g h 

31 w i l l be a d m i t t e d a t t h i s t i m e . 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. Mr. Mayes, on E x h i b i t No. 30, t h i s i s 

y o u r p r o p o s e d r u l e s , t h e r e ' s a l o t o f i n f o r m a t i o n 
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t h a t ' s been s i m u l a t e d , so f o r g i v e me i f I'm 

r e p e a t i n g a few t h i n g s I m i g h t have m i s s e d . 

Are you g o i n g t o p r o p o s e an 

a d m i n i s t r a t i v e p r o c e d u r e f o r i n j e c t i o n i n c r e a s e 

o r - - I know t h e 2,000 p s i i s ov e r t h e .2 p s i p e r 

f o o t t o t h e uppermost p e r f t h a t we r e q u i r e . I s 

yo u r 2,000 g o i n g t o be t h e maximum t h r o u g h o u t t h e 

l i f e t i m e , o r do you a n t i c i p a t e a h i g h e r i n j e c t i o n 

p r e s s u r e ? 

A. No, s i r . 2,000 p s i w i l l be our maximum 

p r e s s u r e t h r o u g h o u t t h e l i f e . 

Q. I n r e v i e w i n g y o u r s c h e m a t i c f o r y o u r 

i n j e c t i o n w e l l s , y o u ' l l be u s i n g 2-7/8" or 2-3/8 

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

A. R i g h t . 

Q. F i r s t o f a l l , how many i n j e c t i o n w e l l s 

t o t a l ? 

A. 15 w i l l be c o n v e r t e d . Of c o u r s e , two 

a r e a l r e a d y c o n v e r t e d and 15 t o t a l . 

Q. I n o t i c e t h a t t h e r e i s no p r o p o s a l o r 

p l a n f o r p 1 a s t i c - 1 i n e d o r l i n e d t u b i n g , t h a t 

y o u ' r e g o i n g w i t h b a r e s t e e l . What i s t h e 

c o n f i g u r a t i o n on t h e two e x i s t i n g i n j e c t i o n w e l l s 

a t t h i s t ime ? 

A. They b o t h have b a r e s t e e l i n them. We 
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r a n some c o r r o s i o n coupons i n our i n j e c t i o n l i n e s 

d u r i n g our t e s t and, a f t e r r u n n i n g a n a l y s i s on 

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

w e i g h t was a p p r o x i m a t e l y 1.6 m i l p e r y e a r . I 

have e x p e r i e n c e d i n f l o o d s where c o r r o s i o n r a t e s 

o f f o u r and f i v e m i l s per y e a r was o b t a i n e d , o r 

e f f e c t i v e . And t h r o u g h o u t an e i g h t - y e a r l i f e 

t h a t I worked w i t h t h a t w a t e r f l o o d , we n e v e r had 

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

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

Q. And, i f I heard c o r r e c t l y , your water 

s o u r c e w i l l be a t l e a s t 90 p e r c e n t C i t y of 

C a r l s b a d . I s t h i s f r e s h water, or i s t h i s from 

the sewer system? 

A. I t ' s t h e i r Double E a g l e System w h i c h , I 

b e l i e v e , i t ' s Caprock w a t e r . We have an a n a l y s i s 

o f i t w h i c h i s l o c a t e d i n t h a t C-108 w a t e r 

a n a l y s i s package, t h e l a t t e r pages o f t h e C-108, 

and I b e l i e v e — w e l l , l e t me j u s t g i v e you t h e 

c o r r e c t TDS c o n t e n t o f t h a t w a t e r . 

Okay, t o t a l d i s s o l v e s s o l i d s - -

Q. Which page a r e you on? 

A. I d o n ' t have a numbered one. 

MR. STOVALL: Page 3 1 . I s i t t h e 

l e t t e r f r o m Caprock L a b o r a t o r y ? 

RODRIGUEZ REPORTING 
{ 505 ) 988-1772 



1 

2 

3 

4 

5 

6 

7 

8 

9 

1 0 

1 1 

1 2 

1 3 

1 4 

1 5 

1 6 

1 7 

1 8 

1 9 

20 

2 1 

2 2 

23 

24 

25 

56 

THE WITNESS: Yeah. J u s t f o l l o w i n g 

t h a t a r e some a n a l y s i s s h e e t s . 

A. Page 33 i s t h e D o u b l e E a g l e a n a l y s i s , 

a n d t h e y ' v e g o t a number down t h e l e f t s i d e o f 

t h a t p a g e , No. 16 i s t h e t o t a l d i s s o l v e d s o l i d s 

c o n t e n t o f t h e w a t e r , 8,213 p a r t s p e r m i l l i o n . 

Q. Do y o u know w h a t f o r m a t i o n t h i s w a t e r 

i s f r o m ? 

A. I r e a l l y d o n ' t know, e x a c t l y . 

Q. Do y o u know w h e r e t h e i r w e l l i s 

l o c a t e d , o r i s t h i s f r o m a s y s t e m ? 

A. Yeah, t h e i r w e l l s a r e n o r t h a n d e a s t o f 

u s , a g o o d 15, 20 m i l e s , a n d t h e n t h e i r s y s t e m 

r u n s s e v e r a l m i l e s t o t h e C i t y o f C a r l s b a d . 

0. B u t t h i s i s one o f t h e s y s t e m s o r one 

o f t h e w e l l s , w h a t e v e r t h e c a s e may b e , t h a t 

f e e d s f r e s h w a t e r i n t o t h e C i t y o f C a r l s b a d ? 

A. Yes, a n d i t ' s q u i t e an e x t e n s i v e s y s t e m 

r i d e . I t i s p e r m i t t e d a n d t a p p e d f o r i n d u s t r i a l 

u s e a l l a l o n g i t s way, a l s o . 

Q. And y o u w o u l d j u s t be p i c k i n g up a 

p o r t i o n o f i t ? 

A. C o r r e c t . 

Q. You s a i d 10 p e r c e n t , w o u l d t h a t be 

r e i n j e c t e d s o u r c e w a t e r f r o m y o u r p r o p o s e d 
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i n j e c t i o n , or w o u l d t h e r e be o t h e r p r o d u c e d 

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

A. I t w i l l be b o t h . W e ' l l r e c y c l e a l l t h 

u n i t - p r o d u e e d w a t e r , as w e l l as we have o f f s e t 

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

amount o f Delaware w a t e r t h a t we're n e g o t i a t i n g 

t o t a k e o f f t h e i r hands f o r them. 

Q. I s t h e r e a t e c h n i c a l r e a s o n or 

f o r m a t i o n or g e o l o g i c r e a s o n why 100 p e r c e n t 

p r o d u c e d w a t e r or r e i n j e c t i o n w a t e r c o u l d n o t be 

u t i l i z e d i n t h i s p r o j e c t ? 

A. W e l l , d u r i n g t h e l i f e o f t h e f l o o d , 

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

p r o d u c e a p p r o x i m a t e l y 100 b a r r e l s o f w a t e r a day 

and we r e q u i r e 10,000 b a r r e l s o f w a t e r a day f o r 

t h e f l o o d . As t h e f l o o d m a t u r e s and t h e 

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

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

I s t h a t y o u r q u e s t i o n ? I d o n ' t know i 

I u n d e r s t a n d you c o r r e c t l y . 

Q. Yes, and i n f a c t y o u ' r e g o i n g i n t o i t 

t o t h e d e t a i l t h a t I t h i n k i s a p p l i c a b l e . 

T h r o u g h o u t t h e l i f e , what a r e you g o i n g t o be 

s e e i n g and what k i n d o f changes? 

A. We e s t i m a t e t h a t p r o b a b l y t h r e e y e a r s 
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i n t o the l i f e of the f l o o d w e ' l l be c y c l i n g 80 

p e r c e n t of our water and o n l y r e c e i v i n g 20 

p e r c e n t of our water from the C i t y of C a r l s b a d . 

Of c o u r s e the TDS content of t h a t 

produced water i s going to be breakthrough water 

t h a t w i l l have C i t y of C a r l s b a d q u a l i t y or Bone 

S p r i n g s q u a l i t y and we f e e l l i k e the t o t a l 

d i s s o l v e d s o l i d s of the water i s not going to 

i n c r e a s e s u b s t a n t i a l l y over the l i f e of the 

w a t e r f l o o d , over the l i f e of c y c l i n g t h a t water. 

Q. Say i n about a n o t h e r 10 t o 15 y e a r s , 

when y o u ' r e u t i l i z i n g , s ay, 80 p e r c e n t 

r e i n j e c t i o n as opposed t o 20 p e r c e n t C i t y w a t e r , 

e s s e n t i a l l y makeup w a t e r a t t h a t p o i n t — 

A. R i g h t . 

Q. — w h a t k i n d o f w a t e r a n a l y s i s w o u l d you 

e x p e c t , as f a r as t o t a l d i s s o l v e d s o l i d s ? 

A. W e l l , I h a v e n ' t done t h a t c a l c u l a t i o n 

so i t ' s h a r d t o g i v e you a h a r d and f a s t number; 

b u t , i f one l o o k s a t t h a t , t h i s a n a l y s i s i n t h e 

back o f t h e C-108, t h e r e ' s a Bone S p r i n g 

a n a l y s i s . 

Q. I b e l i e v e t h a t ' s page 34. 

A. T h a t ' s c o r r e c t . And you can see t h a t 

t h e d i s s o l v e d s o l i d s o f t h i s w a t e r i s 149,000 
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p a r t s p e r m i l l i o n , b u t t h e w a t e r t h a t ' s a c t u a l l y 

g o i n g t o be Bone S p r i n g - p r o d u c e d w a t e r i s g o i n g 

t o be so d i l u t e d by t h e C i t y o f C a r l s b a d w a t e r 

t h a t I w o u l d a n t i c i p a t e t h a t t h a t t o t a l d i s s o l v e d 

s o l i d s w o u l d n o t a p p r e c i a b l y i n c r e a s e o v e r 8,000 

p a r t s p er m i l l i o n . 

A g a i n , you know, I h a v e n ' t done t h o s e 

c a l c u l a t i o n s and i t ' s h a r d t o g i v e you a h a r d and 

f a s t number. 

Q. Your w a t e r a n a l y s i s shows no h y d r o g e n 

s u l f i t e ? 

A. R i g h t . 

Q. So t h i s i s a sweet o i l p o o l ? 

A. The t e m p e r a t u r e o f t h e r e s e r v o i r i s 

130, 140 d e g r e e s , and I w o u l d a n t i c i p a t e t h a t any 

b a c t e r i a t h a t m i g h t f o r m H2s d u r i n g t h e l i f e o f 

t h e p r o j e c t w i l l be k i l l e d a t t h o s e 

t e m p e r a t u r e s . We're n o t a n t i c i p a t i n g a heavy H2s 

p r o b l e m . 

Q. My c o n c e r n a t t h i s p o i n t i s b a r e s t e e l , 

a l l o w i n g i t a t t h i s p o i n t , and what happens i n 

t h e f u t u r e . 

A. W e l l , I w o u l d s u b m i t t h a t , a g a i n , we 

ar e g o i n g t o have an i n e r t f l u i d i n between t h e 

t u b i n g and c a s i n g a n n u l u s on a l l o f our i n j e c t i o n 
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w e l l s , and w e ' l l be m o n i t o r i n g t h e p r e s s u r e o f 

t h a t a n n u l u s a t t h e s u r f a c e . I f we w o u l d have a 

t u b i n g l e a k o c c u r , we're g o i n g t o be a b l e t o see 

i t v e r y q u i c k l y . And i f i t a p p e a r s t o us t h a t 

b a r e s t e e l i s g o i n g t o become a p r o b l e m , t h e n i n 

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

a t t h a t t i m e . But we w o u l d p r o p o s e i n i t i a l l y , 

g o i n g i n t o t h e f l o o d , t h a t we use b a r e s t e e l and 

m o n i t o r t h e s i t u a t i o n . 

Q. I s t h e gra d e o f t u b i n g t h a t y o u ' r e 

u t i l i z i n g j u s t s t a n d a r d , o i l f i e l d g r a d e , r e g u l a 

p r o d u e t i o n - t y p e t u b i n g , o r a n y t h i n g s p e c i a l ? 

A. I t ' s s t a n d a r d N80 J55 t u b i n g . 

Q. I n r e f e r r i n g t o y o u r C-108, E x h i b i t No 

24, s t a r t i n g w i t h page 18, t h i s i s y o u r r e v i e w o 

w e l l s w i t h i n t h e a r e a o f r e v i e w , t h e h a l f - m i l e 

a rea? 

A. Uh-huh. 

Q. When you show t o p s o f cement, were 

t h e s e a l l c a l c u l a t e d or were any o f them f r o m 

t e m p e r a t u r e s u r v e y s , or were t h e y f r o m v a r i o u s 

means? 

A. For t h e most p a r t t h e y ' r e c a l c u l a t e d . 

However, t h e r e a r e some t h a t t h e column — I ' l l 

r e f e r you t o t h e f i r s t page, t h e t h i r d w e l l down 
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has some l e t t e r symbols i n p a r e n t h e s e s n e x t t o 

t h e t o p o f cement? 

Q. You're t a l k i n g a b o u t t h e Mewbourne 

F e d e r a l M #1 and t h e l e t t e r V, as i n V i c t o r , 

shows up? 

A. R i g h t . The "V" s t a n d s f o r v i s u a l . I n 

o t h e r w o r ds, I a c t u a l l y saw t h e cement come back 

t o s u r f a c e on t h o s e w e l l s . There a r e some o t h e r 

l e t t e r d e s i g n a t i o n s . T h ere's a CBL, l i t t l e "B" 

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

Cement Bond Log, and t h i s i s a l l l a b e l e d on t h e 

l a s t page o f t h a t s p r e a d s h e e t — w e l l , was. I t a k e 

t h a t back. I t ' s n o t . I a p o l o g i z e . 

A V i s f o r V i s u a l , and a CBL i s f o r 

Cement Bond Log, and I b e l i e v e t h o s e a r e t h e o n l y 

two n o t a t i o n s t h a t — y e a h , t h o s e a r e t h e o n l y two 

n o t a t i o n s t h a t I p u t i n t h e r e . A l l t h e r e s t w i l l 

be c a l c u l a t e d t o p s o f cement. 

Q. P u r s u a n t t o t h e same c a l c u l a t i o n t h a t 

you u t i l i z e d on page 2 o f t h e C-108? 

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

Q 

A 

Q 

A 

There a g a i n , f i g u r i n g i n no c o l l a r s ? 

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

And a 25 p e r c e n t access? 

T h a t ' s c o r r e c t . 
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Q. Now I'm g o i n g t o r e f e r t o E x h i b i t No. 

22 and do somewhat o f some k i n d o f c o m p a r i s o n 

work h e r e t o E x h i b i t 15. 

Now, when I show y o u r i n c r e m e n t a l o i l , 

r e f e r r i n g t o E x h i b i t No. 22, t h i s i s t h e o i l 

w h i c h we e x p e c t t o r e c o v e r w i t h t h e w a t e r f l o o d , 

t h e 1.4 m i l l i o n b a r r e l 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. Now, I c o u l d n o t f i n d an E x h i b i t No. 

15, b u t i s i t d i f f e r e n t when I f i n d t h a t 

i n f o r m a t i o n i n h e r e , or i s i t even p r e s e n t e d i n 

y o u r E x h i b i t 15? 

A. No. E x h i b i t 15 a r e j u s t g o i n g t o be 

t h e r e s u l t s o f t h e p r o d u c t i o n coming o u t o f t h e 

computer m o d e l i n g work. I guess I s h o u l d ask a 

f o l l o w - u p t o y o u r q u e s t i o n . I t has a l l o f t h e 

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

f l o o d o p e r a t i o n s . I n o t h e r w o r d s , i t has b o t h 

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

p r e d i c t i o n . I s t h a t t h e answer y o u ' r e l o o k i n g 

f o r ? 

Q. I b e l i e v e i t i s . There was a r e f e r e n c e 

i n y o u r summary. R e s e r v o i r d e p l e t i o n was 

e s t i m a t e d t o be 1.86 m i l l i o n s t a n d a r d s t o c k t a n k 

b a r r e 1s. 
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A. S t o c k t a n k b a r r e l s , y e s . 

Q. I s t h i s f i g u r e u t i l i z e d t h r o u g h o u t , or 

am I g o i n g t o see d i f f e r e n t r e s e r v o i r f i g u r e s ? 

A. No. The 1.4 and t h e 473,000 b a r r e l s o f 

o i l , a d d i n g up t o t h i s 1.8 y o u ' r e r e f e r r i n g to., 

i s t a k i n g P e t r e s i m ' s computer s i m u l a t i o n numbers 

and a p p l y i n g Mewbourne O i l Company economic 

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

So E x h i b i t 22, t h e i n c r e m e n t a l o i l i s 

based on economic p a r a m e t e r s , n o t j u s t computer 

m o d e l i n g t h a t P e t r e s i m d i d i n E x h i b i t 15. 

Q. I h a t e t o b e l a b o r t h i s , b u t when I l o o k 

a t y o u r E x h i b i t 19, I show 15 i n j e c t i o n w e l l s . 

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

Q. I s t h a t 13 new ones, or 13 c o n v e r s i o n s 

p l u s y o u r two, or a r e you g o i n g t o have a t o t a l 

o f 17? 

A. No, you have i t c o r r e c t . I t ' s two 

e x i s t i n g and 13 w i l l be c o n v e r t e d , f o r a t o t a l c f 

1 5 . 

Q. And t h o s e a r e a l l c o n v e r s i o n Bone 

S p r i n g c o m p l e t i o n s ? 

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

Q. You t e s t i f i e d t h a t t h e ave r a g e w e l l 

p r o d u c e s seven b a r r e l s o f o i l a t t h i s p o i n t , i s 
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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. What's t h e h i g h s i d e ? What's one o f 

y o u r b e s t p r o d u c e r s o u t t h e r e ? 

A. P r o b a b l y 15 b a r r e l s p er day. I n o t h e r 

words t h e r e were some w e l l s t h a t d i d n ' t q u i t e 

meet t h e BLM's Sch e d u l e B r o y a l t y r e d u c t i o n s , and 

t h e i r cap i s 15 b a r r e l s p e r day, so I ' l l o f f e r up 

15 b a r r e l s a day as a h i g h s i d e . 

Q. How about y o u r low s i d e ? 

A. There a r e some w e l l s t h a t a r e s h u t i n , 

c u r r e n t l y . 

Q. What's economic p r o d u c e r s o u t t h e r e ? 

A. Three b a r r e l s p er day. 

Q. Do you have some o f t h o s e ? 

A. W e l l , you know, I say t h r e e b a r r e l s per 

day. P l e a s e u n d e r s t a n d , t h a t ' s d e p e n d i n g on t h e 

gas r a t e s o u t o f t h e w e l l , e t c e t e r a , e t c e t e r a . 

Q. To come up w i t h seven b a r r e l s o f o i l a 

day, d i d you i n c l u d e t h o s e ones t h a t a r e s h u t i n ? 

A. Yes, I d i d . B a s i c a l l y , a l l t h e w e l l s 

i n t h e u n i t a r e a c u r r e n t l y make 230 b a r r e l s p er 

day t o t a l , and I d i v i d e d t h a t by t h e 32 w e l l s 

t h a t a r e b e i n g u n i t i z e d . 

Q. Now, i f I remember r i g h t , t h e r e were 35 
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c o m p l e t i o n a t t e m p t s ? 

A . Y es, s i r . 

Q. And 32 p r o d u c i n g w e l l s ? 

A. C u r r e n t l y p r o d u c i n g . Y e s , s i r . 

Q. Now, a r e t h o s e a c t u a l l y p r o d u c i n g o r 

a r e some o f t h e m s h u t i n ? 

A. W e l l , t r u e . Some o f t h e m a r e s h u t i n . 

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

o p e n t o t h e F i r s t Bone S p r i n g s a n d . 

Q. Do y o u know how many a c t u a l l y a r e 

p u m p i n g and a c t u a l l y m a k i n g o i l ? 

A. W e l l , 32, m i n u s t h e t w o t e s t i n j e c t o r s 

i s 30, m i n u s t h e S p r i n k l e No. 2. 

Q. J u s t a r o u g h e s t i m a t e , how many s h u t - i n 

w e l l s h a v e y o u g o t ? 

A. L e t ' s s a y 29. 

MR. STOVALL: 29 s h u t i n , o r 29 

a c t i v e ? 

THE WITNESS: 29 a c t i v e . 

Q. I f I l o o k a t t h a t a v e r a g e p r o d u c t i o n on 

t h o s e 25 a c t i v e w e l l s , w o u l d t h a t f a l l u n d e r 10 

b a r r e l s o f o i l p e r d a y . Okay. The 29 a c t i v e 

we l i s — 

A. — d i v i d e d i n t o t h e 230 d a y s , w o u l d be 

l e s s t h a n 10 b a r r e l s a d a y , y e s . 
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Q. So we're d e f i n i t e l y t a l k i n g s t r i p p e r 

w e l l s ? 

A. Yes. 

EXAMINER STOGNER: We w i l l t a k e 

a d m i n i s t r a t i v e n o t i c e o f Order No. R-9737 and t h e 

p r e v i o u s case t h a t r e s u l t e d i n t h a t o r d e r , and 

w i t h t h a t , I have no o t h e r q u e s t i o n s o f t h i s 

w i t n e s s a t t h i s t i m e . 

MR. STOVALL: W e l l , I do. 

EXAMINATION 

BY MR. STOVALL: 

Q. I t h i n k y o u r a p p l i c a t i o n s t a t e s you a r e 

a s k i n g f o r t h e EOR t a x c r e d i t ? 

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

Q. Other t h a n y o u r i n j e c t i v i t y t e s t t h i s 

i s a new p r o j e c t , i s t h a t c o r r e c t ? 

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

Q. I n o t e , i n l o o k i n g a t y o u r v a r i o u s 

maps, t h e r e a r e some u n d e v e l o p e d p r o r a t i o n u n i t s 

w i t h i n t h e p o o l . Have t h o s e been d e t e r m i n e d t o 

be j u s t n o t p r o d u c t i v e or no o i l i n p l a c e w i t h i n 

t h e un i t a rea? 

A. Can you be a l i t t l e more s p e c i f i c ? 

Q. I'm l o o k i n g a t E x h i b i t 19. I'm l o o k i n g 

a t E x h i b i t 19, s p e c i f i c a l l y , because i t has t h e 
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i n j e c t o r s , but S e c t i o n 27, S e c t i o n 2 8 — 

A. R i g h t . 

Q. --they look p r e t t y w e l l developed 

w i t h i n the i n t e r i o r p o o l . Are most of the 

undeveloped t r a c t s on the e x t e r i o r of the pool? 

A. A couple of t h i n g s a r e happening w i t h 

t h a t a r e a of the p o o l . One i s , t h e r e ' s not a l o t 

of mapping p o i n t s over t h e r e , and we don't know 

how much d e p o s i t i o n o c c u r r e d over t h e r e . We 

don't know how much net h e i g h t to g i v e t h a t 

a r e a . 

O b v i o u s l y , the owners of those t r a c t s 

were not i n t e r e s t e d i n those t r a c t s f o r the 

primary r e s e r v e s a l o n e , and d i d not d r i l l a w e l l 

f o r the primary r e s e r v e s . 

However, we, and of c o u r s e a l l the 

p a r t i c i p a n t s i n the u n i t , and the BLM, b e l i e v e 

t h a t t h e r e might be j u s t i f i c a t i o n to d r i l l a w e l l 

f o r the primary p l u s the secondary r e s e r v e s of 

those t r a c t s . We p l a n on d e v e l o p i n g those t r a c t s 

as soon as the w a t e r f l o o d has proven i t s e l f to be 

s u c c e s s f u l . 

Q. I s the p o t e n t i a l primary i n t h e r e 

c a l c u l a t i n g 400-and-some-thousand p r i m a r y ? 

A. No, s i r . 
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Q. I t ' s not i n c l u d e d ? I t ' s o n l y i n the 

developed? 

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

Q. How f a m i l i a r a r e you w i t h the EOR tax 

c r e d i t p r o v i s i o n or r a t e r e d u c t i o n ? 

A. Oh, vag u e l y f a m i l i a r . I'm f a m i l i a r 

w i t h the r a t e s , not f a m i l i a r w i t h the paperwork 

to a pply f o r i t . 

Q. T h i s i s i t . You're i n i t . 

A. Okay. 

Q. I w i l l e x p l a i n i t b r i e f l y to you, t h a t 

what has to happen i s t h a t t h i s i s a new 

p r o j e c t . The a p p r o v a l of a p r o j e c t a f t e r the 

date can q u a l i f y the p r o j e c t , i t meets the b a s i c 

c r i t e r i a f o r q u a l i f i c a t i o n . That does not mean 

you get the tax r a t e , t h a t means we can c e r t i f y 

i t as a q u a l i f i e d EOR p r o j e c t . 

You would not be e l i g i b l e f o r the t a x 

r a t e u n t i l such time as t h e r e i s a 

p r o d u c t i o n - - w h a t 1 s the word? 

MR. BRUCE: P r o d u c t i o n r e s p o n s e . 

Q. P o s i t i v e p r o d u c t i o n r e s p o n s e . Thank 

you, Mr. Bruce. When do you p l a n to a c t u a l l y 

s t a r t w a t e r f l o o d o p e r a t i o n s ? 

A. We'll put the u n i t i n t o e f f e c t the 
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f i r s t of the month, a f t e r we r e c e i v e the D i v i s i o n 

o r d e r . 

Q. I mean a c t u a l water. I don't c a r e 

about the u n i t . 

A. We're going to s t a r t water i n t o those 

two t e s t i n j e c t o r s as soon as we r e c e i v e the 

d i v i s i o n o r d e r . 

Q. Now, you've a l r e a d y put some water i n 

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

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

Q. And have you had any response from 

t h a t ? 

A. No, we haven't. Not y e t . Those w i l l 

j u s t to t e s t the i n j e c t i v i t y . 

Q. Which w e l l s a r e t h o s e ? W e l l , where are 

those w e l l s l o c a t e d ? I'm l o o k i n g a t E x h i b i t 19, 

because i t k i n d of g i v e s me an a e r i a l . 

A. I t ' s S e c t i o n 23, P r o r a t i o n U n i t K, and 

S e c t i o n 27, P r o r a t i o n U n i t A. 

Q. How long i s i t going to take to 

c o n s t r u c t and c o n v e r t the r e s t of the u n i t ? 

A. To get f u l l f l o o d up and r unning, i t 

would take a p p r o x i m a t e l y t h r e e months, I would 

e s t imate. 

Q. From the d a t e s the p r o j e c t i s 
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c e r t i f i e d , because t h i s i s a secondary p r o j e c t , 

you would have f i v e y e a r s to get a p o s i t i v e 

p r o d u c t i o n r e s p o n s e . I'm k i n d of g a t h e r i n g , from 

what you're s a y i n g , t h a t t h r e e months i s n ' t going 

to be a b i g d e a l or make i t or break i t ? 

A. No. No, s i r . 

Q. So, we c o u l d c e r t i f y the p r o j e c t at the 

time as of the date t h a t the order i s e n t e r e d 

approving the p r o j e c t ? 

A. Yeah. 

Q. Now, a c t u a l l y , t h a t f i v e y e a r s i s not 

to get the re s p o n s e , but i s to apply f o r a 

c e r t i f i c a t i o n of p o s i t i v e p r o d u c t i o n . You may 

get i t i n a y e a r , but i f you don't apply to us 

w i t h i n the f i v e y e a r s , you l o s e the c r e d i t 

r e g a r d l e s s of when you got the r e s p o n s e . 

You're not t a l k i n g about phase 

development of t h i s p r o j e c t , i s t h a t c o r r e c t ? 

You're going to s t a r t c o n v e r t i n g and keep on 

moving? 

A. Uh-huh. 

Q. What we w i l l do a t the time we approve 

i t would be to c e r t i f y the a r e a , and i t would 

seem to me a p p r o p r i a t e to c e r t i f y the u n i t a r e a 

at t h a t t ime. 
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How long do you a n t i c i p a t e i t w i l l take 

to get your Phase I out onto the u n i t agreement? 

A. Our e s t i m a t e s a r e t h r e e and a h a l f 

y e a r s r i g h t now, about 470,000 b a r r e l s . 

Q. But you do a n t i c i p a t e t h e r e w i l l be an 

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

A. Yes. 

Q. And t h a t ' s s i m p l y f o r a c c o u n t i n g 

purpose, not f o r a r e c o v e r y purpose? 

A. R i g h t . 

Q. At the time we c e r t i f y the a r e a , as I 

say, I t h i n k we can c e r t i f y the e n t i r e u n i t 

a r e a . The q u e s t i o n I ' l l have, at the time you 

come i n w i t h a p o s i t i v e p r o d u c t i o n r e s p o n s e , i t 

i s v e r y l i k e l y t h a t the D i v i s i o n w i l l look 

c l o s e l y at where you a r e a c t u a l l y i n j e c t i n g and 

appear to be r e c e i v i n g a b e n e f i t . 

Now, what you're going to have to do i s 

come i n and demonstrate, and I t h i n k i n t h i s 

c a s e , be p r e p a r e d to show which w e l l s have 

b e n e f i t e d from the r e s p o n s e , by use of p r o d u c t i o n 

c u r v e s . I assume you have c u r v e s on most of the 

w e l l s , i s t h a t c o r r e c t ? 

A. Yes, s i r , we do on a l l of them, y e s . 

Q. So, you c o u l d come i n and say which 
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w e l l s a r e r e c e i v i n g i t . What I'm p a r t i c u l a r l y 

concerned w i t h i n t h i s c a s e i s i n those t r a c t s 

t h a t a r e undeveloped, i n which you may d r i l l . 

I t may be t h a t i n i t i a l l y , when you get 

the p o s i t i v e p r o d u c t i o n , those a r e a s w i l l be 

e x c l u d e d , because t h e r e i s some primary r e c o v e r y 

t h a t ' s going to occur f i r s t , b e f o r e you get a 

secondary r e s p o n s e . 

A. Okay. 

Q. I s t h a t making s e n s e ? I'm not t e l l i n g 

you what w i l l happen but I'm t e l l i n g you t h i n g s I 

t h i n k w e ' l l need to look a t . 

A. And be p r e p a r e d to a d d r e s s those 

i s s u e s ? 

Q. Be p r e p a r e d to a d d r e s s t h o s e , because 

i f you've got a r e a s w i t h i n the p r o j e c t which have 

not had any primary p r o d u c t i o n a t a l l , and then 

you go and develop them subsequent to the 

c e r t i f i c a t i o n of your p r o j e c t , I t h i n k we may, as 

I say, c o n s t r i c t the a c t u a l a r e a which i s 

q u a l i f i e d f o r the r a t e , at the time you get the 

p o s i t i v e p r o d u c t i o n r e s p o n s e , to those a r e a s t h a t 

have shown a t r u e p o s i t i v e r e s p o n s e s over an 

e s t a b l i s h e d primary d e c l i n e r a t e . 

A. Okay. 
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Q. And those a r e a s , a g a i n . S e c t i o n 28, 

27. Those look l i k e the b i g g e s t ones; maybe 13, 

where you don't have an e s t a b l i s h e d p r imary t h e r e 

and, as I say, they may not be i n c l u d e d i n the 

p r o j e c t a r e a , because the r a t e a p p l i e s to a l l 

p r o d u c t i o n , not j u s t to i n c r e m e n t a l p r o d u c t i o n . 

A. Okay. But you have to show a r e s p o n s e ? 

Q. But you have to show a r e s p o n s e . The 

o b j e c t i v e i s to g i v e you the c r e d i t , r e a l l y , f o r 

the i n c r e m e n t a l o i l you're going to be 

r e c o v e r i n g , but do i t by way of g i v i n g you h a l f a 

tax r a t e on a l l of the o i l r a t h e r than h a v i n g to 

c a l c u l a t e some i n c r e m e n t a l number. 

That i s an i s s u e t h a t we w i l l want to 

look a t when you come i n f o r your p o s i t i v e 

p r o d u c t i o n response h e a r i n g . I guess what t h a t 

means, i f you want to q u a l i f y those a r e a s e a r l y , 

you may want to t h i n k about e a r l y development of 

those a r e a s so you can get an e s t a b l i s h e d d e c l i n e 

r a t e and then show a r e s p o n s e . 

T h a t ' s o b v i o u s l y a management 

q u e s t i o n . E i t h e r t h a t , or you go ahead and 

develop them l a t e r and come back i n f o r an 

e x p a n s i o n i n t o those a r e a s , when you expand the 

f l o o d i n t o those a r e a s . I f t h a t ' s the c a s e , t h a t 
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you go and d r i l l and get primary, then you can 

come back when you're ready to expand, and get a 

secondary and expand the resp o n s e a r e a . And 

w e ' l l get you the c r e d i t a t t h a t time. 

A. Okay. 

Q. T h a t ' s p r e t t y much the p r o c e s s . F i v e 

y e a r s from the date t h a t the order i s going to be 

e n t e r e d w i l l be your magic date. I f you don't 

get us an a p p l i c a t i o n i n by t h a t d ate, you w i l l 

not r e c e i v e the c r e d i t r e g a r d l e s s of how good a 

job you d i d . 

A. I'm s u r e w e ' l l apply f o r t h a t as soon 

as poss i b l e . 

Q. A l s o , the e f f e c t i v e date of the c r e d i t 

i s to the date of the p o s i t i v e p r o d u c t i o n 

r e s p o n s e . So, what we've encouraged o p e r a t o r s to 

do i s to make s u r e i t i s t r u l y a p o s i t i v e 

p r o d u c t i o n response and not j u s t a burp i n the 

p r o d u c t i o n , because you're t a k i n g b e t t e r c a r e of 

the w e l l s and p u t t i n g new equipment on them. 

A. S e e i n g gas f l a p s g a l l o n s and some 

o t h e r - -

A. R i g h t . 

Q. I t doesn't h u r t you to w a i t s i x months 

to make s u r e i t ' s a v a l i d r esponse and then come 
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back i n , because the c r e d i t w i l l go back to the 

date we determine i s a re s p o n s e date. You w i l l 

not l o s e t h a t v a l u e f o r t h a t p e r i o d . 

A. Okay. 

Q. I t h i n k t h a t ' s a l l I have, u n l e s s you 

have any f u r t h e r q u e s t i o n s about the p r o c e s s ? 

A. No. I t h i n k we can accommodate t h a t . 

MR. CALVERT: May I ask a q u e s t i o n ? 

EXAMINER STOGNER: For the r e c o r d , why 

don't you i d e n t i f y y o u r s e l f , and then ask. 

MR. CALVERT: A l l r i g h t . My name i s 

Ken C a l v e r t . I'm employed by Mewbourne O i l 

Company as manager of secondary r e c o v e r y , and I 

have a q u e s t i o n , not of a n y t h i n g t h a t we've 

t a l k e d about here, but do you have, Mr. S t o v a l l , 

an e x p l i c i t one, two, t h r e e , four a p p l i c a t i o n fo 

the tax abatement, o t h e r than what you have 

v e r b a l l y t o l d us? 

MR. STOVALL: We do not. You have don 

the f i r s t p r o c e s s here of g e t t i n g the p r o j e c t 

approved. You have completed Step 1. Step 2 i s 

to implement the p r o j e c t and get a p o s i t i v e 

p r o d u c t i o n r e s p o n s e . And the burden i s on you t 

come back and say, "We've r e c e i v e d a p o s i t i v e 

p r o d u c t i o n r e s p o n s e . P l e a s e c e r t i f y t h a t 
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r e s p o n s e to T a x a t i o n and Revenue," at which time 

we would say, "Which w e l l s and what l a n d s ? " 

But the burden i s on you to come back 

i n and demonstrate i t and show us how t h a t ' s 

happening. And, no, we do not have a one, two, 

t h r e e , four cookbook p r o c e s s . We haven't had a 

p o s i t i v e p r o d u c t i o n r e s p o n s e y e t . We've had 

s e v e r a l c a s e s f o r the c e r t i f i c a t i o n of a p r o j e c t , 

but no p o s i t i v e p r o d u c t i o n r e s p o n s e s y e t s i n c e 

i t ' s o n l y been i n e f f e c t s i n c e March. 

MR. MAYES: Can I ask a f o l l o w - u p to 

t h a t ? So, do you apply, when you a pply f o r the 

a p p l i c a t i o n a f t e r r e c e i v i n g the r e s p o n s e , do you 

do t h a t on a t r a c t - b y - t r a c t b a s i s ? 

MR. STOVALL: No. Again, i n t h i s c a s e , 

the e n t i r e u n i t a r e a w i l l be c e r t i f i e d as the 

p r o j e c t a r e a . Y o u ' l l apply f o r a p o s i t i v e 

p r o d u c t i o n r e s p o n s e , and, a t t h a t time, 

demonstrate which w e l l s w i t h i n t h a t p r o j e c t a r e a 

a r e a c t u a l l y b e n e f i t i n g from the w a t e r f l o o d and 

showing a r e s p o n s e . 

Again, f o r example, u s i n g S e c t i o n 27, 

you have an i n j e c t o r out i n the, l o oks l i k e , U n i t 

G of 27, and i f those o f f s e t t i n g p roducing w e l l s 

d i d n ' t show a r e s p o n s e , t h a t might be e x c l u d e d 
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from a p r o j e c t a r e a even though you've got 

i n j e c t i o n going on. 

With enhanced r e c o v e r y , i f you're not 

a c t u a l l y g e t t i n g a response from the p r o d u c e r s i n 

the p a t t e r n , i t c o u l d c o n c e i v a b l y be e x c l u d e d 

from the response a r e a and might not get the 

c r e d i t u n t i l you get the r e s p o n s e i n . Does t h a t 

answer your q u e s t i o n ? 

MR. MAYES: I guess what I have t r o u b l e 

u n d e r s t a n d i n g , the revenues a r e d i s t r i b u t e d to 

the w e l l s on a t r a c t - b y - t r a c t b a s i s . How would 

you tax abate one w e l l w i t h o u t another w e l l i n 

the same t r a c t ? 

MR. STOVALL: T h a t ' s something you 

might want to a d d r e s s when you come back i n f o r a 

the r e s p o n s e . Each time we do i t , a new q u e s t i o n 

comes up. Good q u e s t i o n . T h a t ' s a 

c o n s i d e r a t i o n , too. 

MR. MAYES: I ' l l f o l l o w t h a t one up a 

l i t t l e b i t . 

MR. STOVALL: I t may be, i s your tax 

r a t e going to be p a r t of your p a r t i c i p a t i o n 

f ormula? Even though one w e l l q u a l i f i e d f o r the 

t a x r a t e and the other d i d n ' t , t h a t t r a c t would 

s t i l l s h a r e i n the revenue, on the b a s i s of the 
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t r a c t p a r t i c i p a t i o n , w i t h o u t r e g a r d to 

the — because the c r e d i t i s a r e d u c t i o n of 

expense, i t ' s not a p o s i t i v e p r o d u c t i o n s h a r e . 

I t ' s not a p r o d u c t i o n s h a r e , i t ' s a r e d u c t i o n of 

expense over the u n i t . 

MR. MAYES: Sounds l i k e a q u e s t i o n to 

ask the a c c o u n t a n t s . 

MR. CALVERT: Mr. S t o v a l l , may I make a 

statement c o n c e r n i n g t h a t ? T y p i c a l l y , a l o t of 

u n i t s a r e put t o g e t h e r where the r o y a l t y owner, 

a l l t r a c t s a r e s o - c a l l e d u n i t i z e d , and the 

p a r t i c i p a t i o n , r o y a l t y , and e v e r y t h i n g , everybody 

has one number f o r the e n t i r e u n i t , okay? 

MR. STOVALL: Okay. 

MR. CALVERT: We have found, i n d e a l i n g 

w i t h some other l a r g e u n i t s , t h a t i t i s v e r y 

cumbersome to d e a l w i t h , and what you have j u s t 

s a i d , i t would be almost i m p o s s i b l e to have one 

number f o r everybody, because t h a t one number 

might have d i f f e r e n t t a x e s . 

I n o t h e r words, f o r i n s t a n c e , i f , say, 

T r a c t 5--or any of t h e m — b u t a person had 

i n t e r e s t i n T r a c t 5 and had an i n t e r e s t i n T r a c t 

2, those wouldn't be taxed a t a d i f f e r e n t r a t e . 

And, i n o t h e r words, i f 5 got abatement and 2 
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d i d n ' t , but you had to c r e d i t a r o y a l t y owner or 

a working i n t e r e s t owner w i t h t h a t amount, t h a t 

would be v e r y d i f f i c u l t to t r a c k . 

So, from what you're s a y i n g , our 

t r a c k i n g by t r a c t and m a i n t a i n i n g t r a c t s s e p a r a t e 

throughout the u n i t , w i l l p r o b ably be the e a s i e s t 

way to handle t h a t . 

MR. STOVALL: W e l l , my s u g g e s t i o n to 

you i s , and a g a i n y o u ' l l have to t a l k to your 

a c c o u n t a n t s about t h a t because t h a t ' s an 

a c c o u n t i n g problem, not a r e c o v e r y problem--

MR. CALVERT: True. 

MR. STOVALL: - - i s t h a t r e g a r d l e s s of 

which p o r t i o n s of the u n i t q u a l i f y f o r the 

c r e d i t , i f you're a p p l y i n g the r a t e , the r a t e ' s 

going to be on t o t a l p r o d u c t i o n from the u n i t , 

except f o r those p o r t i o n s of the u n i t which do 

not q u a l i f y . 

I t may be t h a t you j u s t s i m p l y don't 

d i s c r i m i n a t e - - t h o s e t r a c t s may get the b e n e f i t of 

the c r e d i t even though those w e l l s have not 

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

r e s p o n s e , and the p r o d u c t i o n from those s p e c i f i c 

w e l l s , i f you're not g e t t i n g a p o s i t i v e 

p r o d u c t i o n r e s p o n s e , the tax r a t e on t h r e e to 
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seven b a r r e l s a day i s not going to make or break 

any t r a c t . 

T h a t ' s r e a l l y the key i s s u e t h e r e . I 

wouldn't spend a whole l o t of a c c o u n t i n g money. 

I don't t h i n k i t changes your a c c o u n t i n g , i t 

s i m p l y j u s t changes the number i n the c o s t 

column. I don't see why you would have to 

s e p a r a t e the way you account to the owners i n a 

t r a c t which d i d not r e c e i v e the EOR tax r a t e . 

My guess would be t h a t j u s t s i m p l i c i t y 

would d i c t a t e t h a t you t r e a t them the same, 

r e g a r d l e s s , because they've s h a r e d i n the c o s t 

and they've c o n t r i b u t e d to the r e n t . I t i s 

s i m p l y a--the o n l y people i t w i l l e f f e c t a r e the 

o v e r a l l c o s t s to you and the revenue to the 

s t a t e . 

At the time t h a t i t a c t u a l l y comes up, 

we may have to r e l o o k at i t . I t h i n k i t ' s a 

v a l i d q u e s t i o n . 

EXAMINER STOGNER: Anything f u r t h e r i n 

e i t h e r of t h e s e c a s e s a t t h i s time? 

I f not, then, Case Nos. 10761 and 10762 

w i l l be taken under advisement. 

L e t ' s take a 10-minute r e c e s s . 

(And the p r o c e e d i n g ^ fi^^h* Is 

Q comok e record of the proceedings in 
the Examiner hearing of Case H o , 0 j J ^ / c M ^ 
heard by r o e ^ n ^ + 

Examines 
ROD R»l iUML^'*R WP\JSA MtieiXr; 
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