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MR. RAMEY: The hearing w i l l come t o order. I 

t h i n k i t would be proper t o c a l l a l l four cases on the 

docket a t t h i s time. 

MS. TESCHENDORF: Case 6069, Case 6070, they are 

both a p p l i c a t i o n s of A t l a n t i c - R i c h f i e l d f o r s t a t u t o r y 

u n i t i z a t i o n , Lea County, New Mexico. 

Cases 6000 and 5998 are a p p l i c a t i o n s of A t l a n t i c -

R i c h f i e l d f o r a water f l o o d p r o j e c t also i n Lea County Mew 

Mexico. 

MR. RAMEY: C a l l f o r appearances at t h i s time. 

MR. HINKLE: Clarence H i n k l e , Hinkle, Cox, Eaton 

C o f f i e l d and Hensley, Roswell, appearing on behalf of 

A t l a n t i c - R i c h f i e l d . 

We have three witnesses T would l i k e t o have sworn 

and we would l i k e t o have a l l of the cases consolidated f o r 

purposes of t a k i n g testimony. 

MR. RAMEY: They w i l l be consolidated f o r purposes 

of t a k i n g testimony and separate orders w i l l be issued f o r 

each case. Any other appearances? 

MR. KELLAHIN: Tom K e l l a h i n of K e l l a h i n and Fox, 

Santa Fe, New Mexico, appearing on behalf of J. R. Cone and 

Summit Energy. I have two witnesses. 

MR. BATEMAN: Ken Bateman of White, Koch, K e l l y and 

McCarthy, Santa Fe, appearing on behalf of Texaco and I w i l l 

have one witness. 
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MR. KENDRICK: H. L. Kendrick, E l Paso Natural Gas 

Company. 

MR. RAMEY: Are you going t o say anything today, 

Mr. Kendrick? 

MR. KENDRICK: I don't know. 

MR. RAMEY: He sat w i t h us a l l day yesterday and 

d i d n ' t say a t h i n g . 

Any other appearances? I ' l l ask f o r a l l witnesses 

to stand a t t h i s time and be sworn. 

(THEREUPON, the witnesses were sworn.) 

MR. HINKLE: I f the Commission please, there are 

three bound volumes t h a t c o n t a i n a l l together about two hundred 

and s i x t y e x h i b i t s and we have marked them f o r convenience 

A, B, and C. Now, B i s the logs of the w e l l s and we only 

have two copies of i t . But A and C r e f e r t o the e x h i b i t s 

i n there and the witness w i l l r e f e r t o the d i f f e r e n t e x h i b i t s 

as they are marked i n those bound volumes. 

BOB MALAISE 

BY MR. HINKLE: 

Q. State your name, your residence and by whom you are 

employed? 

fl. My name i s Bob Malaise and I am employed by A-clantic-

R i c h f i e l d and my residence i s Midland, Texas. 

Q. What i s your p o s i t i o n w i t h A t l a n t i c - R i c h f i e l d ? 
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A. I am an operations engineer. 

Q. A Petroleum Engineer? 

A. Yes, s i r . 

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

and q u a l i f i e d as a Petroleum Engineer? 

A. Yes, I have. 

Q. Have you made a study of the East B l i n e b r y and East 

Drinkard and the proposed u n i t area and of a l l of the w e l l s 

t h a t have been d r i l l e d w i t h i n these areas and the surrounding 

areas around these u n i t s ? 

A. Yes, I have. 

MR. HINKLE: Are h i s q u a l i f i c a t i o n s acceptable? 

MR. RAMEY: Yes. 

Q. (Mr. Hinkle continuing.) Are you f a m i l i a r w i t h the 

a p p l i c a t i o n of A t l a n t i c - R i c h f i e l d i n these cases? 

A. Yes, I am. 

Q. What does A t l a n t i c - R i c h f i e l d seek t o accomplish? 

A. I n the a p p l i c a t i o n of — i n the o r i g i n a l case 

Number 5997, we f i l e d f o r approval of the u n i t agreement 

covering the East Drinkard u n i t area t h a t i s comprised of 

approximately three thousand and t h i r t y acres of both f e d e r a l 

and fee lands i n Sections 11, 12, 13, 14 23, and 24 i n 

Township 21 South, Range 37 East, i n Lea County. 

I n the o r i g i n a l Case 5998, we f i l e d f o r approval f o r 

water f l o o d p r o j e c t s i n the East Drinkard u n i t area and t o 
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i n j e c t water i n t o the Drinkard formation i n approximately 

t h i r t y w e l l s . 

I n Case 5999, the o r i g i n a l case, we f i l e d f o r an 

a p p l i c a t i o n of approval of the East B l i n e b r y U n i t which i s 

c o e x i s t e n t w i t h the East Drinkard U n i t Area. 

I n Case 6000, the o r i g i n a l case, we f i l e d f o r 

approval of a water f l o o d p r o j e c t f o r the East Bli n e b r y U n i t 

Area by i n j e c t i n g i n t o t h i r t y - e i g h t i n j e c t i o n w e l l s i n t o the 

B l i n e b r y formation. 

Q. Have you prepared or has there been prepared under 

your d i r e c t i o n c e r t a i n e x h i b i t s f o r i n t r o d u c t i o n i n these 

cases? 

A. Yes, I have. 

Q. And they are the ones t h a t have been marked one 

through two hundred f i f t y - s i x ? 

A. Yes. 

Q. Although there are two hundred s i x t y e x h i b i t s as 

p r e v i o u s l y explained a l o t of these are diagrammatic sketchs 

of the i n j e c t i o n w e l l s and they w i l l be r e f e r r e d t o as a 

group so we don't have to go through each i n d i v i d u a l e x h i b i t 

unless there i s some question about i t . 

Refer t o E x h i b i t One and e x p l a i n what t h i s i s and 

what i t shows? 

A. Our E x h i b i t One i n the E x h i b i t Book A, r e f e r s t o and 

shows the o u t l i n e d area of the proposed East Bli n e b r y and 
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I t also shows a l l of the w e l l s t h a t have been d r i l l e d 

w i t h i n the proposed u n i t area and a l l of the w e l l s t h a t are 

surrounding the u n i t area. 

The E x h i b i t One also shows the zones from which the 

w e l l s are now producing, p r e s e n t l y , and t h a t p o r t i o n of the 

land w i t h i n the u n i t area which are f e d e r a l lands and the 

lands which are fee lands. 

I t also shows those i n j e c t i o n s w e l l s which we propose 

to complete as i n j e c t i o n s w e l l s and they are shown as small 

d o t t e d t r i a n g l e s . 

Q. Refer t o E x h i b i t One A and e x p l a i n what t h a t i s t o 

the Commission? 

A. E x h i b i t One A i s an e x h i b i t which shows a l l formation 

t h a t have produced from previous completions f o r those w e l l s 

w i t h i n the u n i t area and also w i t h i n a two mile radius or 

a two-mile boundary of t h i s same proposed u n i t . 

Q. How many acres are included i n the proposed u n i t ? 

A. There are three thousand and e i g h t y acres. 

Q. What p o r t i o n of these are fee and f e d e r a l lands? 

A. Twelve hundred acres are f e d e r a l land which i s 

approximately t h i r t y - e i g h t p o i n t nine percent of the u n i t area 

One thousand e i g h t hundred and e i g h t y acres are fee lands which 

i s sixty-one p o i n t oh four percent. 

Q. Have these u n i t s been designated by the United States 
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Geological Survey as u n i t areas which may be u n i t i z e d under 

the p r o v i s i o n s of the mineral leasing act? 

fl. Yes, they have. I r e f e r t o E x h i b i t One 3 and One C, 

which are copies of l e t t e r s from the r e g i o n a l conservation 

manager f o r the d i r e c t o r of the U.S.G.S. and they are l e t t e r s 

which approved the u n i t area as a l o g i c a l area subject t o 

u n i t i z a t i o n under the p r o v i s i o n s of the mineral leasing a ct. 

They also approved the proposal f o r of the u n i t 

agreement both f o r the East B l i n e b r y U n i t and the East ">rinkard 

u n i t . 

I n these l e t t e r s the U.S.G.S. also concurred i n the 

su p e r v i s o r y 1 s recommendation t h a t the proposal f o r the basis 

of a l l o c a t i o n of u n i t i z e d substances was acceptable. 

MR. HINKLE: I f the Commission please, there are 

three copies of the u n i t agreement and the u n i t operating 

agreement i n each of these cases f i l e d w i t h the o r i g i n a l 

a p p l i c a t i o n so we are not going t o introduce them, the u n i t 

o p e rating agreement, because they are already f i l e d and are 

a p a r t of the record i n these cases. 

Q. (Mr. Hinkle continuing.) How, r e f e r t o E x h i b i t One 

D, and e x p l a i n what t h a t shows? 

fl. E x h i b i t One D i s a s t r u c t u r e map t h a t was made on 

the top of the B l i n e b r y marker and which i s one of the formatio 

t h a t we are proposing t o u n i t i z e . 

You can see the B l i n e b r y formation i s defined 
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i n the u n i t as t h a t s t r a t i g r a p h i c i n t e r v a l t h a t i s encountered 

i n the Sinclair-Roy Barton No. 3, which i s located nineteen 

hundred and e i g h t y f e e t from the n o r t h l i n e and s i x hundred 

s i x t y from the east l i n e of Section 23, Township 21 South, 

Range 37 East, the top of which i s shown — w e l l , i t i s a 

gamma ray neutron l o g dated August 17, 196 3, and i t i s from 

a subsurface depth of f i v e thousand f i v e hundred f i f t y f e e t 

to the bottom which i s shown as a subsurface depth of s i x 

thousand and seven f e e t . 

0. Now, r e f e r t o E x h i b i t One E and One F and e x p l a i n 

these? 

A. One E and One F are cross sections. One E i s the 

north-south cross s e c t i o n across the B l i n e b r y formation which 

i s the formation we are proposing to u n i t i z e . 

One F i s the east-west cross s e c t i o n across the 

Bl i n e b r y formation and these two cross sections shows t h a t 

the B l i n e b r y formation i s continuous and i s s u b s t a n t i a l l y 

uniform over the e n t i r e u n i t area. 

These run the e n t i r e i n t e r v a l of the proposed u n i t 

area and extend a couple of l o c a t i o n s across the proposed 

area t h a t we propose t o u n i t i z e . 

Q. Refer t o E x h i b i t One G and e x p l a i n what t h i s is? 

A. E x h i b i t One G also shows the proposed u n i t area and 

also shows a s t r u c t u r e map t h a t i s contoured on the top of 

the Drinkard f o r m a t i o n . 
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The Drinkard formation being t h a t formation t h a t i s 

also defined i n the Roy Barton S i n c l a i r No. 3 as located 

nineteen e i g h t y f e e t from the n o r t h l i n e and s i x - s i x t y f e e t 

from the east l i n e of Section 23, Township 21 South, Range 

37 East. 

I n t h i s p a r t i c u l a r s e c t i o n of the Wellex log dated 

August 17, 1963, we f i n d an i n t e r v a l from the subsurface 

depth of s i x t y - f o u r f i f t y f e e t the bottom of which i s located 

a t a subsurface depth of sixty-seven t h i r t y f e e t . 

Q. Refer t o E x h i b i t One H and e x p l a i n that? 

A. E x h i b i t One H shows an o u t l i n e of our proposed r a s t 

B l i n e b r y and East Drinkard U n i t water f l o o d . Now, approximatel 

one and a h a l f miles t o the southwest we show the Central 

Drinkard U n i t and t h a t i s operated by Gulf O i l which i s 

located — I said one h a l f m i l e t o the southwest -- t h i s i s 

a Drinkard f l o o d t h a t i s i n operation t o date, a f l o o d which 

was i n s t a l l e d i n 1968. 

I t also -- I also might mention on t h i s e x h i b i t we 

show a proposed North Drinkard U n i t t h a t Sun O i l Corporation 

or Sun O i l Company has looked a t and has studied and i s s t i l l 

i n the proposed s t a t e as f a r as the Drinkard secondary recovery 

p r o j e c t . 

Also not shown on t h i s e x h i b i t — but f o r a p o i n t of 

i n t e r e s t there i s an a d d i t i o n a l area t h a t i s being studied 

by S h e l l O i l Company a t t h i s time f o r a Drinkard secondary 
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recovery p r o j e c t and i t would include areas of Sections 10. 

15 and 22, i n Township 21 South, Range 37, 

Gulf O i l has i n d i c a t e d t h a t they have also shown 

an i n t e r e s t i n lo o k i n g a t a Drinkard secondary recovery 

p r o j e c t j u s t south of the t h i s East B l i n e b r y and East 

Drinkard U n i t s . 

Q. Now, r e f e r t o E x h i b i t s One I and One J and e x p l a i n 

these, please? 

fl. One I and One J are also cross sections of the 

Drinkard formation being the north-south cross s e c t i o n , i n 

E x h i b i t One I . 

One J i s an east-west cross s e c t i o n across the 

Drinkard formation over the i n t e r v a l t h a t we propose to 

u n i t i z e . 

These cross sections show t h a t the u n i t i z e d formation 

i s continuous and has s u b s t a n t i a l u n i f o r m i t y over the proposed 

— the e n t i r e proposed u n i t i z e d area. 

Q. Do E x h i b i t s One D through One J, being s t r u c t u r a l 

maps, support the boundaries of the proposed u n i t area? 

fl. Yes, I f e e l they do. 

Q. Was t h i s same i n f o r m a t i o n submitted to the Geological 

Survey t h a t they designated were s u i t a b l e areas f o r u n i t i z a t i o n 

fl. Yes, they were. I f I can expand on t h i s . I would 

l i k e t o p o i n t out t h a t the B l i n e b r y Pool l i e s on a n o r t h -

south a n t i c l i n e and a c e n t r a l basin p l a t f o r m . 
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The production from t h i s r e s e r v o i r i s at approximate! 

f i f t y - s e v e n hundred f e e t i n the Bl i n e b r y U n i t ^.rea. 

E x h i b i t One B, being the s t r u c t u r e maps, shows t h a t 

rfe have approximately three hundred f e e t of closure i n t h i s 

p a r t i c u l a r f ormation, i n the u n i t area. 

A g a s - o i l contact was o r i g i n a l l y a t a subsea depth 

Df minus twenty-two f i f t y . This contact was shown and marked 

on E x h i b i t s One E and One F. 

The completion progressed s t r u c t u r a l l y or progressed 

ap s t r u c t u r e from the g a s - o i l contact and we saw t h a t we 

tfere c o n t a i n i n g less of an o i l column as we went up s t r u c t u r e . 

I might p o i n t out t h a t as of A p r i l l s t , 1976, we 

^iad a cumulative recovery average, cumulative recovery, i n 

Section 22, Township 21, 37 East, of approximately f o r t y - f i v e 

thousand b a r r e l s of o i l per f o r t y acre l o c a t i o n . 

On the down d i p o f f s e t Section 23, we had an average 

trecovery on a f o r t y acre l o c a t i o n of e i g h t y - f i v e thousand 

o a r r e l s of o i l . This i s as of A p r i l l s t , 1976. 

I a t t r i b u t e the biggest p a r t of t h i s d i f f e r e n c e t o 

the f a c t t h a t we had less o i l column as we went s t r u c t u r a l l y 

ap d i p and t o the west. 

I might also p o i n t out t h a t as we ao t o the east 

and as we can see i n the cross s e c t i o n the B l i n e b r y formation 

s t a r t s t o pinch out or lose i t s a b i l i t y t o produce. The 

formation was defined bv the f a c t t h a t there i s no Bli n e b r y 
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p r o d u c t i o n , or was none, t o the east of t h i s u n i t area. 

There were several w e l l s t h a t were d r i l l e d but 

were not completed commercially. 

The u n i t boundary, or E x h i b i t One F, p o i n t s t h i s 

out I f e e l l i k e on the eastern side. The productive l i m i t s 

t o the south are defined by what we would consider — I would 

consider would be a lack of cumulative recovery on primary 

production t o j u s t i f y a secondary recovery p r o j e c t . 

The Drinkard formation or the Drinkard Pool l i e s 

on the east f l a n k of a l a r g e north-south a n t i c l i n e also and 

i t ' s producing from, i n t h i s p a r t i c u l a r area, from approximate! 

s i x t y - f i v e hundred f e e t . 

The s t r u c t u r e compares reasonably w e l l w i t h the 

B l i n e b r y w i t h i n the area of the u n i t , proposed u n i t , boundary. 

North of the proposed u n i t boundary the Drinkard 

formation has no development i n Section 1, Township 21, 37 

East. 

Section Two has a l i m i t e d amount of Drinkard 

development. Outside the eastern boundary, there again, l i k e 

we said on the B l i n e b r y , we have not e s t a b l i s h e d production on 

the east of the proposed u n i t area. 

The Drinkard development occurs both t o the west and 

to the south of t h i s proposed u n i t . As I said, these areas 

are being studied a t t h i s time by major companies i n the 

hopes t h a t a secondary recovery p r o j e c t can be put i n . I t i s 
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s t i l l i n a development type of study. 

Because of the commingling p r o v i s i o n s w i t h i n t h i s 

p a r t i c u l a r u n i t the f i n a l u n i t boundary we f e e l l i k e would 

have t o be l i m i t e d t o an area where both the B l i n e b r y and 

the Drinkard formations can be considered f l o o d a b l e and exis 

i n a c o e x i s t e n t manner as f a r as f l o o d a b l e reserves. 

Q. Does A t l a n t i c - R i c h f i e l d d e s i r e t o be designated 

as the u n i t operator i n both the u n i t agreement and the 

operating agreement? 

A. Yes, they do. 

Q. Are you f a m i l i a r w i t h a l l of the n e g o t i a t i o n s t h a t 

have been c a r r i e d on f o r the purpose of e f f e c t i n g the 

u n i t i z a t i o n o f these areas i n the water f l o o d p r o j e c t ? 

A. I p a r t i c i p a t e d i n t h i s p a r t i c u l a r u n i t since the 

l a t t e r stages of 1975, and worked — and the work I d i d at 

t h a t time r e q u i r e d me t o go back and study what had been 

done i n the past. 

These two u n i t s or t h i s u n i t area has been studied 

and a u n i t has been t r y i n g t o form of some s o r t s t a r t i n g bac 

as f a r as 1969. 

During t h i s time -- we have another witness here 

today t h a t would be able t o expound on any u n i t operations 

or u n i t n e g o t i a t i o n s or studies t h a t were done p r i o r to 1975 

Q. During t h i s process of study of these areas was an 

engineering committee formed t o study the area? 
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ft. Yes, there was. 

Q. Who was represented i n the engineering committee? 

A. The working i n t e r e s t owners t h a t had an i n t e r e s t 

i n the p a r t i c u l a r u n i t area. 

Q, And meetings were held from time t o time? 

A. Yes, they were. 

Q. And n o t i c e given t o a l l of the working i n t e r e s t 

owners and an o p p o r t u n i t y t o p a r t i c i p a t e i n the meetings? 

A. That's r i g h t . 

Q. A l l r i g h t . 

A. I might add here t h a t since we have i n the l a t t e r 

stages of n e g o t i a t i o n s and since 197 5, t h a t I know of , we 

have had approximately e i g h t working i n t e r e s t owners' meetings. 

There have been a t f i v e of these meetings proposals 

made on some type of a p a r t i c i p a t i o n formula and I have on 

record from going through the minutes — there have been 

approximately twenty-nine formulas t h a t have been proposed a t 

one time or another. 

0. Have a l l of the owners of the working i n t e r e s t s had 

rep r e s e n t a t i v e s a t and given the o p p o r t u n i t y to p a r t i c i p a t e 

i n the meetings? 

A. Yes, they have. 

0. As a r e s u l t of the meetings d i d the working i n t e r e s t 

owners reach s u b s t a n t i a l agreements as t o a p a r t i c i p a t i n g 

formula f o r the r e s p e c t i v e t r a c t s i n the u n i t ? 
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A. Yes, s i r . 

Q. Do both u n i t agreements provide f o r a t r a c t 

p a r t i c i p a t i o n formula? 

A. Yes, they do. 

Q. Would you e x p l a i n these? 

fl. The formula t h a t i s set out — the p a r t i c i p a t i n g 

formula i s set out i n Section 13 of the operating agreement. 

Q. Are these formulas i d e n t i c a l f o r both u n i t s ? 

fl. Yes, they are. 

Q. Okay. 

A. I n Section 13, the formula t h a t was a r r i v e d at t h a t 

i s i d e n t i c a l i n both u n i t s i s found on page 14 of the u n i t 

o p e r ating agreement f o r the East B l i n e b r y U n i t . 

That p a r t i c i p a t i o n c a l l e d f o r t r a c t p a r t i c i p a t i o n 

d uring phase one of t w e n t y - f i v e percent of A, w i t h A being 

defined as the r a t i o of the number of b a r r e l s of remaining 

primary reserves from each t r a c t t o the summation of b a r r e l s 

remaining of primary reserves of a l l t r a c t s a f t e r A p r i l 1, 

1976, as accepted by the working i n t e r e s t owners. 

I t would c a l l f o r t w e n t y - f i v e percent of B, 3 

being defined as the r a t i o of the number of M.M.C.F. of 

remaining primary gas reserves from each t r a c t . The summation 

of M.M.C.F. of remaining primary gas reserves from a l l t r a c t s 

a f t e r A p r i l 1, 1976, as accepted by the working i n t e r e s t 

owners. 
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Twenty-five percent of C, C being defined as the 

r a t i o of o i l production from each t r a c t t o the summation of 

o i l p roduction from a l l t r a c t s d u r i n g the period beginning 

October l s t , 1975, t o A p r i l 1, 1976. 

Twenty-five percent of D, D being the r a t i o of gas 

production from each t r a c t t o the summation of gas production 

from a l l t r a c t s d u r i n g the period beginning October 1, 1975, 

t o A p r i l 1, 1976. 

Five percent of S, w i t h E being t h a t r a t i o of 

surface acres f o r each t r a c t the summation of surface acres 

to a l l t r a c t s . 

That would be the phase one formula. 

The phase two formula — 

MR. RAMEY: Let me i n t e r r u p t . I am not sure but 

I t h i n k you said t w e n t y - f i v e percent of C? 

fl. I am so r r y , i t should be twenty percent of C. 

That would be phase one. 

Phase two would defined as four t e e n percent of F, 

w i t h F being defined as the r a t i o of cumulative o i l production 

from t r a c t t o the summation of cumulative o i l production from 

a l l t r a c t s t o A p r i l 1, 1976. 

E i g h t y - f i v e percent of G, G being the r a t i o of 

remaining primary o i l from each t r a c t t o the summation of 

u l t i m a t e primary o i l from a l l t r a c t s as determined by the 

working i n t e r e s t owners. 
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One percent of E, w i t h E being the r a t i o of surface 

acres of each t r a c t to the summation of surface acres of 

a l l t r a c t s . 

To c l a r i f y the phase change, phase one s h a l l begin 

on the e f f e c t i v e date of t h i s agreement and continue u n t i l 

the f i r s t day of the calander month next f o l l o w i n g the date 

on which — i n the B l i n e b r y each B l i n e b r y u n i t would be 

one m i l l i o n t h i r t y - e i g h t thousand seven hundred and n i n e t y -

nine b a r r e l s of o i l having been c r e d i t or a l l o c a t e d to the 

u n i t a f t e r A p r i l l s t , 1976, i n accordance w i t h Section 15 

hereof determined by the o f f i c i a l production r e p o r t s 

c u r r e n t l y known as C-115 r e p o r t s f i l e d w i t h the -Jew Mexico 

O i l Conservation Commission. 

I might add here t h a t i n the East Drinkard U n i t the 

only change would be t h a t the amount of o i l c r e d i t e d on the 

phase one change would be f i v e hundred and seventy thousand 

si x hundred and f o r t y - f o u r b a r r e l s of o i l . 

Phase two would begin w i t h the t e r m i n a t i o n of phase 

one and continue f o r the remaining term of t h i s agreement. 

Q, I n your o p i n i o n i s the p a r t i c i p a t i n g formula which 

has been used i n respect t o these u n i t s f a i r , reasonable, and 

equitable? 

fl. Yes, I b e l i e v e i t i s . 

0. Does the u n i t agreement and the u n i t operating 

agreement on the East B l i n e b r y make any reference to the 
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u n i t i z a t i o n of the Drinkard formation and does the u n i t agreeriejh 

and the u n i t o p e rating agreement f o r the East Drinkard 

formation make any reference t o u n i t i z a t i o n of the B l i n e b r y 

formation? 

L Yes, i t does and I would l i k e t o read Section 15 

of the agreement. 

Section 15 of both agreements provide f o r the 

a l l o c a t i o n of u n i t i z e d substances of each u n i t r e f e r r e d to 

the other. 

Section 15 provides t h a t the p a r t i e s of t h i s agreement 

t h a t production from the two u n i t s maybe commingled e i t h e r 

i n common w e l l bores or surface f a c i l i t i e s or both as the 

u n i t operator s h a l l consider f e a s i b l e . 

For the purpose of a l l o c a t i n g working i n t e r e s t and 

r o y a l t y i n t e r e s t production f o r a l l purposes a l l production 

from the two u n i t s i s t o be a l l o c a t e d and c r e d i t e d as i f 

s i x t y - f o u r p o i n t f i v e f o u r - f o u r percent of production has 

been produced from the u n t i i z e d formation f o r the Bl i n e b r y 

u n i t and t h i r t y - f i v e p o i n t four f i v e - s i x percent has been 

produced from the u n i t i z e d formation f o r the Drinkard u n i t . 

Whether or not a c t u a l production therefrom and 

whether or not a c t u a l ~- a c t u a l l y commingled, t h i s a l l o c a t i o n i 

to continue u n t i l the o i l production from both u n i t s have been 

deemed uneconomical and both u n i t s have been terminated as 

provided f o r i n Section 23 of both u n i t s . 
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Section 15 also provides t h a t the production so 

a l l o c a t e d and c r e d i t e d s h a l l be deemed t o be u n i t i z e d sub­

stances produced and saved from each u n i t and s h a l l be 

f u r t h e r a l l o c a t e d t o each t r a c t i n accordance w i t h the 

p r o v i s i o n s of each r e s p e c t i v e u n i t . 

Q, Does each u n i t have a t r a c t p a r t i c i p a t i n g schedule? 

A. Yes, i t does. This i s attached t o the u n i t as 

E x h i b i t C i n a schedule provided f o r the a l l o c a t i o n of these 

u n i t i z e d substances f o r each res p e c t i v e t r a c t s w i t h i n each 

u n i t . 

Q. How are the r o y a l t i e s and o v e r r i d i n g r o y a l t i e s t o 

be determined and paid? 

A. Section 15 of the u n i t agreement provides t h a t the 

u n i t i z e d substances a l l o c a t e d t o each t r a c t s h a l l be d i s ­

t r i b u t e d among or accounted f o r -- to the p a r t i e s e n t i t l e d 

t o share i n the production from each t r a c t i n the same manner 

and i n the same p r o p o r a t i o n and upon the same co n d i t i o n s t h a t 

we have p a r t i c i p a t e d i n i n shares i n production from these 

t r a c t s or i n the proceeds thereof t h a t have had the 

r e s p e c t i v e agreements not been entered i n t o . 

0, I n other words the r o y a l t i e s and o v e r r i d i n g r o y a l t i e 

are t o be paid on the basis of the production which i s 

a l l o c a t e d t o the r e s p e c t i v e t r a c t s as shown on schedule C? 

A. Yes, t h a t ' s c o r r e c t . However, each working i n t e r e s t 

owner and the p a r t i e s e n t i t l e d t h e r e t o by v i r t u e of ownership 
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of o i l and gas r i g h t s s h a l l have the r i g h t t o receive t h e i r 

production or t h e i r r e s p e c t i v e share of a l l o c a t e d substances 

i n k i n d . 

Q. I n your o p i n i o n are the p r o v i s i o n s of the respective 

u n i t agreements f o r the commingling and production from the 

B l i n e b r y and Drinkard formations and the a l l o c a t i o n there^ri' '~ 

of s i x t y - f o u r p o i n t f i v e f o u r - f o u r percent t o the B l i n e b r y 

u n i t and t h i r t y - f i v e p o i n t four f i v e - s i x percent t o the 

Drinkard u n i t f a i r and equitable? 

A. Yes, I do. I n expanding on the a l l o c a t i o n , i t 

was an a l l o c a t i o n of the commingled a l l o c a t i o n and was agreed 

t o by the working i n t e r e s t owners. 

The basis upon which t h i s a l l o c a t i o n was made was 

the summation between the B l i n e b r y and Drinkard of remaining 

i n each two zones -- would be the primary o i l and gas 

eq u i v a l e n t plus the amount of secondary o i l t h a t was f i g u r e d . 

Q. Was t h i s a l l o c a t i o n agreed upon i n the various 

meetings held f o r the purpose of n e g o t i a t i n g t h i s u n i t 

agreement? 

A. Yes, i t was. 

Q. Has the United States Geological Servey agreed t o the 

a l l o c a t i o n of production between the two u n i t s ? 

A. Yes, they have. 

Q. Do the r e s p e c t i v e u n i t s provide f o r a plan of 

development? 
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A. Yes, they do. Section 11 of both u n i t s recognizes 

t h a t a l l of the lands subject t o the agreement i s reasonably 

proven t o be productive o f the u n i t i z e d substances and t h a t 

the o b j e c t and purpose of the agreement i s t o formulate and 

put i n t o e f f e c t an approved recovery p r o j e c t i n order t o 

e f f e c t a d d i t i o n a l recoveries of u n i t i z e d substances and 

prevent waste and the conservation of n a t u r a l resources. 

Section 11 also provides f o r water i n j e c t i o n f o r 

purposes of secondary recovery. 

Q. Are both u n i t agreements and u n i t operating agreement 

s u b s t a n t i a l l y the same form? 

A. Yes, they are. 

Q, Do they c o n t a i n s u b s t a n t i a l l y the same p r o v i s i o n s 

as was he r e t o f o r e approved by the Commission i n cases i n v o l v i n g 

water floods? 

A. Yes, they have and they also are i n the same form 

t h a t has been approved by the U.S.G.S. 

Q. I s p r o v i s i o n made f o r a v o t i n g procedure f o r a 

de c i s i o n on matters t o be decided by the working i n t e r e s t 

owners i n respect of which each working i n t e r e s t owner s h a l l 

have a v o t i n g i n t e r e s t equal t o i t s u n i t p a r t i c i p a t i o n ? 

A. Yes. This i s covered i n A r t i c l e IV of the u n i t 

agreement. 

Each operating agreement provides t h a t each working 

i n t e r e s t owner s h a l l designate a r e p r e s e n t a t i v e or an a l t e r n a t e 
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who i s authorized t o represent and bind each working i n t e r e s t 

owner w i t h respect t o u n i t operations. 

Provisions are also made f o r meetings of representa­

t i v e s of the working i n t e r e s t owners f o r a v o t i n g procedure 

f o r each working i n t e r e s t owner. 

They s h a l l have the r i g h t t o vote equal to i t s 

combined p a r t i c i p a t i o n , u n i t p a r t i c i p a t i o n , which i s i n 

e f f e c t a t the time the vote was taken. 

Q. I s p r o v i s i o n made f o r the supervision and conduct 

of the u n i t o p eration i n c l u d i n g the s e l e c t i o n and removal 

or the s u b s t i t u t i o n of a u n i t operator from among the working 

i n t e r e s t owners t o conduct the u n i t operations? 

A. Yes. Section 7 of both u n i t agreements provide 

f o r the r e s i g n a t i o n and the removal of the u n i t operator. 

Section 8 of each u n i t provides f o r a or assesses 

the u n i t operator t o be selected from a working i n t e r e s t 

owner. 

A r t i c l e VI of each working or each operating agreeme 

provides f o r the r e s i g n a t i o n and removal of the u n i t operator 

and the s e l e c t i o n of a new operator from the working i n t e r e s t 

owners. 

There i s also a v o t i n g procedure t h a t i s connected 

w i t h t h i s . 

Q, Has p r o v i s i o n been made f o r the c r e d i t and charges 

t o be made i n the adjustment among the owners i n the area f o r 
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t h e i r r e s p e c t i v e investments i n w e l l s , tanks, pumps, machinery 

and m a t e r i a l s and equipment t o be c o n t r i b u t e d t o the u n i t 

operation? 

A. Section 9 of both u n i t agreements covers t h i s and 

provides f o r cost and expense i n c u r r e d by the u n i t operator 

who i s conducing the u n i t operations, i t w i l l be apportioned 

t o the working i n t e r e s t owners i n accordance w i t h the u n i t 

o perating agreement. 

Section 9 also provides t h a t the u n i t operating 

agreement s h a l l provide f o r the manner i n which the working 

i n t e r e s t owners s h a l l be e n t i t l e d t o receive t h e i r r e s p e c t i v e 

p r o p o r t i o n and a l l o c a t e d t h e i r share of the b e n e f i t s accrued 

i n conforming w i t h other — w i t h t h e i r underlying agreement, 

leases and other c o n t r a c t s . 

Section 10 of each operating agreement provides t h a t 

upon the e f f e c t i v e date of the u n i t the working i n t e r e s t owners 

s h a l l d e l i v e r t o the u n i t operator possession of a l l w e l l s 

completed i n the u n i t i z e d formation together w i t h lease 

equipment i n c l u d i n g casing and tub i n g i n the w e l l s . 

P r o v i s i o n i s also made f o r the working i n t e r e s t 

owners t o make a determination as soon as p r a c t i c a l a f t e r 

the e f f e c t i v e date of the u n i t as t o the property determination 

t o be c i r c l e d and the property i s t o be returned t o the 

working i n t e r e s t owners. 

P r o v i s i o n i s also made f o r an i n v e n t o r y of a l l 
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prop e r t y taken over f o r investment adjustment t o be made 

among the working i n t e r e s t owners. 

0. I s p r o v i s i o n made f o r governing the u n i t cost of 

opera t i o n i n c l u d i n g c a p i t a l investment how i t s h a l l be 

determined and charged t o each separate t r a c t and how such 

costs s h a l l be paid i n c l u d i n g the p r o v i s i o n p r o v i d i n g when 

and how and by whom the u n i t production a l l o c a t e d t o an owner 

who d i d not pay the share of the cost of u n i t o p eration and 

how i t i s t o be charged t o such owner f o r the i n t e r e s t of 

such owner maybe sold and the proceeds applied t o the payment 

of such costs? 

A. A r t i c l e X I I of the re s p e c t i v e operating agreement 

covers operating expense. 

12.1 i s the basis of charges of working i n t e r e s t 

owners. 12.1.1 i s the c a p i t a l costs and 12.1.2 i s the c a p i t a l 

costs o f gas w e l l s , only, and 12.1.3 i s operating costs and 

expenses. 

This A r t i c l e also provides f o r making a budget, 

advance b i l l i n g , commingling of funds and l i e n s and s e c u r i t i e s 

of i n t e r e s t f o r the u n i t operator. 

12.6 provides t h a t i f any working i n t e r e s t owner 

f a i l s t o pay i t s share of the u n i t expenses a f t e r s i x t y 
AJUt. 

days of r e t e n t i o n of h i s statement t h e r e f o r e by the u n i t 

operator each working i n t e r e s t owner agrees upon r e c e i p t of 

u n i t operator t o pay i t s p r o p o r t i o n a t e p a r t of the unpaid share 
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of the u n i t expenses f o r the d e f a u l t i n g working i n t e r e s t 

owner. 

i 

The working i n t e r e s t owners t h a t pays i t s share of 

the u n i t expense of the d e f a u l t i n g working i n t e r e s t owners 

s h a l l be redeemed or reimbursed by the u n i t operator f o r the 

amount so paid plus any i n t e r e s t c o l l e c t e d thereon upon 

r e c e i p t of the u n i t operator of any past due amounts. 

A l l working i n t e r e s t owners so paying a d e f a u l t i n g 

working i n t e r e s t owner's share s h a l l be subrogated t o the l i e n 

of a l l r i g h t s granted t o the u n i t operator. 

Q, I s the operator given a l i e n on the i n t e r e s t of each 

working i n t e r e s t owner t o secure payment of the o b l i g a t i o n 

of each working i n t e r e s t owner? 

fl. Section 12.1 of the operating agreement provides 

t h a t the operator s h a l l have a l i e n upon the o i l and gas 

r i g h t s o f each working i n t e r e s t owner. 

I n the case of d e f a u l t the operator s h a l l have the 

r i g h t t o proceed i n the production of the p a r t y i n d e f a u l t 

u n t i l the amounts due plus i n t e r e s t i s paid. 

0. I s p r o v i s i o n made f o r c a r r y i n g any working i n t e r e s t 

owner on a l i m i t e d c a r r y or net p r o f i t basis payable out of 

production? 

fl. Beth the u n i t operating agreements contemplates each 

working i n t e r e s t owner as t o each f o r t y acre s u b d i v i s i o n t h a t 

i s committed t o the u n i t s h a l l f u r n i s h a w e l l bore which i s 
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i n the o p i n i o n of the working i n t e r e s t owners i s usable 

f o r p r o d u c t i o n of u n i t i z e d substances or f o r the i n j e c t i o n 

of o utside substances i n t o the u n i t i z e d formation. 

This i s covered by Section 11.1 of the respective 

operating agreements. This s e c t i o n also provides i f any 

f o r t y acre s u b d i v i s i o n does not have a usuable w e l l bore the 

p a r t y or p a r t i e s c o n t r i b u t i n g the f o r t y acres s h a l l have the 

o p t i o n f o r n i n e t y days from the e f f e c t i v e date w i t h i n which 

to r e s t o r e , r e d r i l l , plug back, d r i l l deeper, clean out or 

use whatever means necessary t o provide a usable w e l l bore 

acceptable t o the working i n t e r e s t owners. 

At the end of the ninety-day period i f a usable 

w e l l bore has not been provided the working i n t e r e s t owners 

s h a l l have the r i g h t but not the o b l i g a t i o n t o re- e n t e r , redr 

or clean out any w e l l bore not then producing hydrocarbons 

or take whatever a c t i o n deemed necessary by working i n t e r e s t 

owners i n c l u d i n g the d r i l l i n g of a new w e l l t o provide a 

usable w e l l bore f o r each f o r t y acre l e g a l s u b d i v i s i o n . 

I f the working i n t e r e s t owners approve by vote the 

d r i l l i n g of a new w e l l on any f o r t y acre s u b d i v i s i o n on which 

the unusable w e l l bore i s located the p a r t y or p a r t i e s 

c o n t r i b u t i n g each such f o r t y acres s h a l l bear a l l expense and 

cost i n connection w i t h the d r i l l i n g of a new w e l l up t o and 

i n c l u d i n g two hundred thousand d o l l a r s . 

The cost i n excess of two hundred thousand d o l l a r s 
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s h a l l be considered u n i t costs and s h a l l be charged t o 

working i n t e r e s t owners on the basis of t h e i r phase two 

combined p a r t i c i p a t i o n — u n i t p a r t i c i p a t i o n . 

I n l i e u of paying t h i s two hundred thousand d o l l a r s 

i n cash the p a r t y or p a r t i e s c o n t r i b u t i n g each such f o r t y 

acres may n o t i f y the working i n t e r e s t owners t h a t they d e s i r e 

t o pay t h e i r p r o p o r a t i o n a t e p a r t of the cost out of u n i t 

p roduction. 

I n such case the working i n t e r e s t owners have the 

o p t i o n but not the o b l i g a t i o n t o pay said p a r t y or p a r t i e s ' 

share of cost up t o and i n c l u d i n g two hundred thousand 

d o l l a r s . 

I f the working i n t e r e s t owners e l e c t t o pay such 

cost the p a r t y or p a r t i e s c o n t r i b u t i n g the f o r t y acres 

involved s h a l l be deemed t o have r e l i n q u i s h e d t o the working 

i n t e r e s t owners t h e i r share of the production from such 

f o r t y acres u n t i l the proceeds or market value thereof s h a l l 

equal the amount paid by the working i n t e r e s t owners together 

w i t h i n t e r e s t thereon at a r a t e s p e c i f i e d by an accounting 

procedure as attached as E x h i b i t F t o the u n i t operating 

agreement. 

Q. I n the event t h a t any working i n t e r e s t does not 

f u r n i s h a w e l l bore as you have t e s t i f i e d i s necessary do you 

have an estimate of what the cost of d r i l l i n g a new w e l l 

might be? 
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fl. A c u r r e n t cost estimate would be f o r a producing 

w e l l of approximately three hundred and s i x thousand d o l l a r s 

and an i n j e c t i o n w e l l would be approximately three hundred 

and t h i r t y - s i x thousand. 

Q. Of t h a t the working i n t e r e s t owner would pay two 

hundred thousand and a l l of the other working i n t e r e s t owners 

would pay the one hundred and s i x t y thousand, i s t h a t correct? 

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

Q. Now, r e f e r t o E x h i b i t Number Two and e x p l a i n what 

t h i s i s and what i t shows? 

fl. E x h i b i t Number Two i s a map of the proposed East 

B l i n e b r y and East Drinkard u n i t areas. 

This map shows a l l of the i n j e c t i o n w e l l s . The dual 

i n j e c t i o n w e l l s t h a t are shown are double t r i a n g l e s and there 

are t h i r t y i n j e c t i o n w e l l s w i t h i n the u n i t area. 

There are e i g h t s i n g l e i n j e c t i o n w e l l s i n the 

B l i n e b r y formation, only. They are shown as small s i n g l e 

t r i a n g l e s . 

Q. Refer t o E x h i b i t Three and e x p l a i n what t h i s shows? 

fl. E x h i b i t Three i s a l i s t of the names and the 

l o c a t i o n s of the proposed i n j e c t i o n w e l l s . A l l of these 

w e l l s are now producing w e l l s and i n which w i l l be our i n t e n t 

t o convert i n t o i n j e c t i o n w e l l s . 

Q. Refer t o E x h i b i t Four and e x p l a i n t h i s ? 

fl. E x h i b i t Four i s simply a l i s t of a l l o f f s e t operators 
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and t h e i r addresses. 

Q. Refer t o E x h i b i t B5 through Forty-two and e x p l a i n 

what t h i s i s ? 

A. E x h i b i t s Five through Forty-two would be i n the 

book marked B. I t — we have two copies of i t and i t i s 

simply a f u l l - l e n g t h e l e c t r i c logs on the i n j e c t i o n w e l l s 

t h a t we have proposed t o convert i n the u n i t . 

These logs are labeled both as t o the proposed u n i t 

names t h a t we have proposed w i t h i n the u n i t and also the 

names of the w e l l s as i t e x i s t s t o date. 

The dual w e l l s we have i n d i c a t e d , the i n j e c t i o n 

w e l l s , the upper t u b i n g would be a UT designation and would 

be i n the B l i n e b r y and the lower t u b i n g would i n d i c a t e the 

Drinkard completion. 

A l l dual i n j e c t i o n s w e l l s have two s t r i n g s or are 

proposed t o have two s t r i n g s of t u b i n g . The tu b i n g would be 

p l a s t i c l i n e d or p l a s t i c coated. 

Q. Refer t o E x h i b i t s F o r t y - t h r e e through Eighty and 

e x p l a i n what these are? 

A. E x h i b i t s F o r t y - t h r e e through Eighty are schematic 

diagrams, w e l l bore diagrams, t h a t were drawn on the t h i r t y -

e i g h t i n j e c t i o n w e l l s t h a t we propose t o convert i n the u n i t 

boundary. 

These diagrams show the casing s t r i n g t h a t are i n the 

w e l l s a t t h i s time and they include the diameter and s e t t i n g 
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depth of these casing s t r i n g s . 

Also i s shown where the i n f o r m a t i o n was a v a i l a b l e 

the q u a n t i t y of cement and the tops of the cement as we 

can best t e l l i n these p a r t i c u l a r w e l l s . 

The diameter of the t u b i n g , the two and t h r e e - e i g h t h 

i n the s i n g l e completions and the two and one-sixteenth inch 

i n the dual completion and these i n j e c t i o n packers have shown 

t o be a t a depth approximately s e v e n t y - f i v e f e e t , plus or 

minus, above the p e r f o r a t i o n s . 

A l l t u b i n g t h a t i s used i n the i n j e c t i o n w e l l s w i l l 

be p l a s t i c coated pipe. 

Q. I n your o p i n i o n w i l l the completion of the i n j e c t i o n 

w e l l s i n the manner shown by the schematic drawings confine 

the i n j e c t e d water t o the r e s p e c t i v e formations being u n i t i z e d 

A. Yes, I do. 

Q, I n your o p i n i o n are the proposed i n j e c t i o n w e l l s 

located as t o o b t a i n the most e f f i c i e n t sweep and recover 

the g r e a t e s t amount of secondary o i l t h a t would otherwise 

not be recovered? 

A. Yes. 

Q. Refer t o E x h i b i t s Eighty-one through One Hundred 

and Eighteen, please, and e x p l a i n these? 

A. These are simply schematic diagrams of the producing 

w e l l s w i t h i n the producing area. 

Again, these diagrams show the casing s e t t i n g depth 
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1 and the top of the cement behind the pipe. 

2 A l l t u b i n g i n the proposed i n j e c t i o n w e l l s w i l l 

3 be two and three-eighths t u b i n g w i t h one s t r i n g of tu b i n g i n 

4 the producing w e l l s . 

5 Q. Refer t o E x h i b i t One Hundred Nineteen through One 

6 Hundred F o r t y and e x p l a i n these? 

7 A. These are a l l schematic drawings of any other w e l l 

8 bores w i t h i n the u n i t boundary t o include w e l l s w i t h casing 

9 — t o show the casing — and the diameter of the tu b i n g 

10 and the s e t t i n g depth and t h a t they appear a t a t t h i s time. 

11 Q. Refer t o E x h i b i t One Hundred Forty-one through 

12 Two F i f t y - t w o and e x p l a i n these. 

13 A. These, simply, are a l l w e l l s w i t h i n a h a l f a m i l e 

14 of the u n i t boundary. They are schematic drawings t h a t , again, 

15 show a l l w e l l s t h a t have produced or are producing and 

16 i n j e c t i n g or t h a t have been plugged and abandoned w i t h i n a 

17 h a l f a m i l e of the u n i t boundary. 

18 They also show the depth of the casing and the 

19 q u a n t i t i e s of cement t h a t have been used t o cement these 

20 w e l l s . 

21 Q. Now, r e f e r t o E x h i b i t s Two Hundred F i f t y - t h r e e , 

22 Two Hundred F i f t y - f o u r , and Two Hundred F i f t y - f i v e and e x p l a i n 

23 what these show? 

2 4 A. Two F i f t y - t h r e e and Two F i f t y - f o u r are a diagram 

2 5 which shows a graph of our p r o j e c t e d primary performance of 
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the East Drinkard or East B l i n e b r y and East Drinkard u n i t 

r e s p e c t i v e l y . 

The t o t a l remaining primary reserves were c a l c u l a t e d 

a t an engineering committee study and an independent estimate 

was made of those working i n t e r e s t owners a t these meetings 

and i t i s an e x t r a p o l a t i o n * of the i n d i v i d u a l lease declines 

on o i l production as of A p r i l 1, 1976. I t was estimated 

t h a t the B l i n e b r y had nine hundred seventy-four thousand nine 

hundred and twenty b a r r e l s of o i l and t h a t the Drinkard had 

remaining s i x hundred and t h i r t y - f o u r thousand f i v e hundred 

and twenty-two b a r r e l s of o i l . 

The diagram on E x h i b i t Two F i f t y - f i v e shows a l l of 

the B l i n e b r y and Drinkard w e l l s w i t h i n the proposed u n i t 

area and t h e i r cumulative recoveries as of A p r i l 1, 1976. 

At t h a t p a r t i c u l a r time the B l i n e b r y had recovered 

e i g h t m i l l i o n nine thousand e i g h t hundred and ninety-nine 

b a r r e l s of o i l and the Drinkard had recovered four m i l l i o n 

three hundred and n i n e t y - s i x thousand one hundred and f o r t y -

e i g h t b a r r e l s of o i l . 

Q. Do you have any estimate as t o the a d d i t i o n a l o i l 

which may be recovered by reason of the water f l o o d p r o j e c t ? 

fl. From studies t h a t were done i n 1971 — '70 and '71, 

we have an estimate t h a t the secondary recovery from the 

Bl i n e b r y and Drinkard would be approximately nine m i l l i o n 

e i g h t hundred and ten thousand e i g h t y hundred and f o r t y - f i v e 
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b a r r e l s of secondary o i l t h a t would not be recovered w i t h o u t 

a u n i t i z e d u n i t a t t h i s time. 

The estimate i s broken down t h a t the Blinebry 

u n i t would^ recover an a d d i t i o n a l s i x m i l l i o n two hundred and 

eighty-seven thousand three hundred and seventy-four b a r r e l s . 

' The Drinkard u n i t would recover three m i l l i o n f i v e 

hundred twenty-one thousand four hundred and seventy-one 

b a r r e l s . 

This would be an approximate recovery, secondary 

recovery, of seven tenths t o one, secondary t o primary r a t i o . 

Q. Has A t l a n t i c - R i c h f i e l d made an estimate of pr o j e c t e d 

costs of the i n s t a l l a t i o n and ope r a t i o n of the water f l o o d 

p r o j e c t s throughout t h e i r a n t i c i p a t e d l i f e ? 

fl. The c u r r e n t estimate as of the middle of 1977 would 

be twelve p o i n t f i v e m i l l i o n d o l l a r s of c a p i t a l expenditure 

t h a t would be r e q u i r e d f o r both u n i t s . 

Q. Based upon the estimated a d d i t i o n a l secondary 

recovery of o i l of nine m i l l i o n e i g h t hundred ten thousand 

e i g h t hundred and f o r t y - f i v e b a r r e l s and based upon the 

present p r i c e of o i l and an estimated expenditure of twelve 

and a h a l f m i l l i o n f o r operating equipment and so f o r t h , 

i n your o p i n i o n would the water f l o o d p r o j e c t be an economic 

success by r e t u r n i n g a reasonable p r o f i t ? 

fl. Yes, I t h i n k i t would. I t h i n k the p r o f i t f o r t l 

t o t a l u n i t basis would be, before taxes, would be i n the 
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neighborhood of seventy-five t o e i g h t y m i l l i o n d o l l a r s 

undiscounted p r o f i t s . 

Q. Now, each of the operating agreements has attached 

a formal accounting procedure under which the j o i n t accounts 

of the working i n t e r e s t owners i s t o be charged a t the 

f o l l o w i n g r a t e s per w e l l per month: d r i l l i n g w e l l r a t e s 

one thousand one hundred and e i g h t y - e i g h t d o l l a r s ; producing 

w e l l r a t e s one hundred and f i f t y - f i v e d o l l a r s ; and i n j e c t i o n 

w e l l r a t e s f o r each zone i n j e c t e d through separate t u b i n g 

s t r i n g s one hundred and f i f t y - f i v e d o l l a r s . 

I n your o p i n i o n are these r a t e s reasonable when 

compared t o s i m i l a r u n i t s i n the immediate area? 

A. Yes, I t h i n k they are. We have taken a look a t other 

water f l o o d s , both of s i m i l a r depth and shallower and deeper, 

i n Lea County, New Mexico, and these charges are c o n s i s t e n t 

w i t h charges being recovered a t t h i s time. 

Q. Have a l l of the w e l l s i n the proposed u n i t area 

reached an advanced stage of •compiletion and are they g e n e r a l l y 

regarded as s t r i p p e r wells? 

A. Yes. W i t h i n the u n i t boundary as of June of 1977, 

the B l i n e b r y had an average production of about f i v e p o i n t 

f i v e b a r r e l s of o i l per w e l l . The Drinkard's average productio 

was approximately four p o i n t e i g h t . 

Q, I s A t l a n t i c - R i c h f i e l d requesting a p r o j e c t allowable? 

A. Yes, we are and we would l i k e a p r o j e c t allowable 
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e s t a b l i s h e d i n accordance w i t h Rule 7 01 of the Commission. 

I t would be h e l p f u l i f we could e s t a b l i s h t h i s on 

an a d m i n i s t r a t i v e procedure f o r a l l changes t h a t would 

prove t o be necessary i n connection w i t h the i n j e c t i o n w e l l s . 

Q. Has A t l a n t i c - R i c h f i e l d formulated a plan of 

o p e r a t i o n f o r the proposed water f l o o d p r o j e c t ? 

fl. Yes, we have. We propose t o simultaneously water 

f l o o d the B l i n e b r y and the Drinkard formations and A t l a n t i c -

Richf i e l d w i l l operate both u n i t s by i n j e c t i n g water i n t o 

the i n j e c t i o n w e l l s as shown i n E x h i b i t Two. 

Q, I n your o p i n i o n i s i t more economical to water f l o o d 

both the B l i n e b r y and Drinkard formations a t the same time 

or separately? 

A. I t h i n k i t would be more b e n e f i c i a l and more reserves 

would be recovered by f l o o d i n g simultaneously. 

Q. When do you a n t i c i p a t e g e t t i n g the w e l l s converted 

f o r the purpose of i n j e c t i n g water? 

A. The proposal as shown i n E x h i b i t Two as f a r as the 

conversion of the i n j e c t i o n w e l l s , we would begin a program 

once the water supply was completed and the m a j o r i t y of these 

i n j e c t i o n w e l l s would be converted so t h a t we would have a 

conversion c o - e x i s t w i t h the completion of the i n j e c t i o n 

plans. 

The t o t a l p r o j e c t as f a r as the f i n a l conversion woul 

probably be scheduled or would be scheduled f o r approximately 
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eighteen months a f t e r we had i n i t i a t e d the u n i t , i t s e l f , 

the e f f e c t i v e date of the u n i t . 

I t i s conceivable t h a t the l a s t conversion t o be 

made would probably be on the west side of the u n i t boundary. 

This i s the side, the west and the n o r t h , would be the side 

where we would r e q u i r e the most l e a s e - l i n e i n j e c t i o n , 

cooperative i n j e c t i o n , so, i t i s estimated t h a t these probably 

would be the l a s t w e l l s t o be converted t o i n j e c t i o n . 

Q. I s A t l a n t i c - R i c h f i e l d aware of water f l o o d problems 

which have been under study i n several areas i n southeast 

New Mexico? 

A. Yes, we are. These w e l l bore diagrams were submitted 

t o the Commission today and shows a l l of the w e l l s i n the 

u n i t boundary and a l l w e l l s w i t h i n a h a l f a mi l e of the u n i t 

boundary. 

We f e e l l i k e these diagrams i n d i c a t e t h a t there i s 

adequate cement t o p r o t e c t water a t the surface as w e l l as 

other zones w i t h i n the u n i t , other non-unitized zones. 

These schematic diagrams also p o i n t out other w e l l s 

t h a t have been plugged and abandoned and we f e e l l i k e they 

have performed t o the Commission's standards and would not 

be a detriment i n the water f l o o d p r o j e c t . 

Q, I s i t intended t h a t p e r i o d i c step r a t e t e s t s be made 

i n connection w i t h the i n j e c t i o n wells? 

A. Yes. We plan t o run step r a t e t e s t s on the p r o j e c t . 
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We also plan t o keep our i n j e c t i o n pressure below f r a c t u r e 

pressure and never i n any instance t o exceed one P.S.I. per 

per f o o t a t the surface formation i n j e c t i o n pressure. 

I n i t i a l l y we request the a b i l i t y t o i n j e c t as 

surface pressure a t l e a s t p o i n t two tenths per f o o t P.S.I. 

We also would make t h i s request subject t o increase as we 

could show the r e s e r v o i r pressure was i n c r e a s i n g due t o — 

w i t h step r a t e t e s t s — t o show t h a t as the r e s e r v o i r pressure 

increases t h a t we could increase our surface i n j e c t i o n 

pressure. 

Q, What w i l l be the source of water f o r i n j e c t i o n 

purposes? 

fl. The source of water w i l l be the San Andres and we 

plan on d r i l l i n g enough San Andres w e l l s t o meet our requireme 

of twenty-nine thousand b a r r e l s of water per day which would 

be used i n the t h i r t y - e i g h t i n j e c t i o n w e l l s . 

The San Andres — we a t t h i s time would estimate 

would r e q u i r e approximately f o u r water supply w e l l s . These 

w e l l s would be located a t t h i s time i n Section 23, Township 

21 South, Range 37 East; two i n Section 14, Township 21 South, 

Range 37 East; and one i n Section 11, Township 21 South, 

37 East. 

Q. Have any other w e l l s been d r i l l e d i n the San Andres 

formation i n the general area of the proposed u n i t f o r the 

purposes of o b t a i n i n g i n j e c t i o n water? 
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A. The Gulf Central Drinkard u n i t which I r e f e r r e d t o 

e a r l i e r t h e i r source of water i s the San /Andres and E x h i b i t 

Two F i f t y - s i x i s a water an a l y s i s of t h a t p a r t i c u l a r water 

t h a t i s used i n the Gulf Central Drinkard Pool. 

Q. What do you a n t i c i p a t e w i l l be the d e l i v e r a b i l i t y 

of each water supply well? 

fl. We would a n t i c i p a t e t h a t the water supply w e l l s would 

d e l i v e r between e i g h t thousand and ten thousand b a r r e l s of 

water a day. 

Q. Do you also contemplate i n j e c t i o n o f produced water? 

A. Yes, and we would i f i t becomes a v a i l a b l e . 

Q. Do you a n t i c i p a t e any type of work-over program w i l l 

be necessary f o r the producing wells? 

A. I n our producing w e l l s as I st a t e d before we 

a n t i c i p a t e commingling the Blin e b r y and Drinkard formations 

and we f e e l l i k e the proper u t i l i z a t i o n of these w e l l bores 

i n a commingling scheme t h a t instantaneous i n j e c t i o n w i l l 

a llow us t o produce the maximum amount of reserves w i t h i n the 

proposed u n i t i z e d area. 

Q. I s time of the essence w i t h respect t o the 

ina u g u r a t i o n o f the proposed water f l o o d p r o j e c t ? 

A. Yes, I f e e l l i k e i t i s . I f there i s a m a t e r i a l 

delay over and above a year t o eighteen months we f e e l l i k e 

t h a t i t would be a detriment t o t h i s p r o j e c t . 

With the i n s t a l l a t i o n of equipment and the s t a r t of 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Page 12 

i n j e c t i o n there would be approximately an eighteen-month 

p e r i o d before we would be i n a p o s i t i o n t o convert the 

i n j e c t i o n w e l l s i n a t o t a l development program. 

Q. I f the water f l o o d p r o j e c t s are not inaugurated 

as a n t i c i p a t e d or the u n i t agreements are not approved what 

would be the r e s u l t ? 

A. I f e e l l i k e t h a t we would be j e o p a r d i z i n g approxima 

ten m i l l i o n b a r r e l s of p o t e n t i a l secondary recovery i n t h i s 

p a r t i c u l a r area. 

Q. I n your opini o n w i l l the u n i t agreement and the 

water f l o o d p r o j e c t be i n the i n t e r e s t of conservation, 

the prevention o f waste, and the p r o t e c t i o n of c o r r e l a t i v e 

r i g h t s ? 

A. Yes, I do. 

MR. HINKLE: We would l i k e t o o f f e r E x h i b i t s One 

through Two Hundred and F i f t y - s i x . 

MR. RAMEY: Without o b j e c t i o n they w i l l be admitted. 

MR. HINKLE: That's a l l of the d i r e c t . I would l i k e 

t o say a t t h i s time t h a t the next witness w i l l show the 

working i n t e r e s t and r o y a l t y i n t e r e s t t h a t has been completed 

thus f a r i n the u n i t . 

MR. RAMEY: Any questions of the witness? 

MR. KELLAHIN: Yes, I have some, Mr. Ramey, i f I am 

next — 

MR. RAMEY: You may proceed, Mr. K e l l a h i n . 
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CROSS EXAMINATION 

BY MR. KELLAHIN: 

0. Mr. Malaise, I understand from your testimony t h a t 

you are the primary employee of A t l a n t i c - R i c h f i e l d responsible 

f o r the implementation and operation of the water f l o o d 

p r o j e c t , i s t h a t correct? 

A. For the l a s t two years, approximately. 

Q. I thought I understood you before t h a t you had 

examined the minutes of the operators' meetings f o r something 

l i k e the past f i v e years? 

fl. I have reviewed them from time t o time. 

Q. You have been a c t i v e on t h i s p r o j e c t f o r the l a s t 

two years? 

A. I came i n t o the p r o j e c t a t the end of '75, and my 

f i r s t a c t i v e meeting was the f i r s t meeting held i n January. 

I n '75, I was t r a n s f e r r e d i n t o the area and 

f a m i l i a r i z e d myself w i t h t h a t p a r t i c u l a r u n i t operation. 

Q. Who i s the previous A t l a n t i c - R i c h f i e l d employee 

responsible f o r t h i s p r o j e c t , do you r e c a l l ? 

A. The engineer t h a t worked on the i n i t i a l phase of 

the p r o j e c t was Mr. J e r r y Tweed. Several engineers have 

worked on the p r o j e c t from time t o time from the standpoint 

of operations and — of the p r o j e c t . As f a r as conducting 

meetings, Mr. Tweed would be the one t h a t would be the most 

knowledgeable w i t h i n the u n i t operations. 
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Q. I s Mr. Tweed s t i l l an employee of A t l a n t i c - R i c h f i e l d ? 

A Yes, he i s . 

Q. And i s Mr. Tweed availabe f o r cross examination 

concerning h i s work on t h i s p a r t i c u l a r p r o j e c t ? 

A. Yes, he i s . 

Q. A l l r i g h t . So, since the f a l l of 1975, your primary 

r e s p o n s i b i l i t y has been t o put together the water f l o o d and 

t o see t h a t i t i s successful? 

A. Right. 

Q. Did you also -- you t e s t i f i e d as t o c e r t a i n conclusio i 

w i t h regard t o the economic f e a s i b i l i t y of the water f l o o d . 

Are you the primary responsible employee of Atlantic-

Richf ield to make those determinations with regard to economics ? 

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

Q. As f a r as the p r a c t i c a l engineering f e a s i b i l i t y of 

the water f l o o d , i t s e l f , you are also t h a t same employee? 

A. I am t o a p o i n t . I d i d n ' t do the o r i g i n a l study. 

I reviewed the o r i g i n a l study and the secondary reserves are 

based -- we have not changed our conclusions from t h a t study 

any t o date. 

Q. You have reviewed the previous studies and you see 

no reason i n your o p i n i o n t o change the previous conclusions? 

A. As f a r as the f e a s i b i l i t y on the water f l o o d 

economics, no. 

Q. Now, when you came on the scene of t h i s p r o j e c t , 
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had the d e c i s i o n been made t o confine the p r o j e c t t o the 

B l i n e b r y and the Drinkard formations? 

A. When I f i r s t — l e t me say t h i s -- add one t h i n g --

when I f i r s t came on t h i s p r o j e c t we were lo o k i n g at t h a t time 

t o a four-zone u n i t . 

Q. There are, i n f a c t , f o u r zones producing i n t h i s 

area are there not? 

A. That's c o r r e c t , w i t h i n a reasonable amount of 

i n t e r v a l , v e r t i c a l i n t e r v a l . There i s the B l i n e b r y formation 

Q. The B l i n e b r y formation i s which? 

A. The uppermost. 

Q. The next formation i s what one? 

A. The Tubb formation. 

0- Then, the next formation? 

A. I s the Drinkard formation and there i s a Wantz Abo. 

I came i n t o the p r o j e c t and the n e g o t i a t i o n s were such t h a t 

f o u r zones were being considered as a primary u n i t . 

We weren't l o o k i n g at an i n d i v i d u a l Drinkard and 

B l i n e b r y formation a t t h a t time. 

Q. What caused the engineering committee -- l e t me ask 

you, who was the chairman of the engineering study committee 

composed of a l l of these operators? 

A. A t l a n t i c - R i c h f i e l d was the u n i t expediter. 

& Why was the Tubb formation dropped from the proposed 

u n i t area? 
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fl. As I r e c a l l a t the f i r s t of 1976, the u n i t 

n e g o t i a t i o n s were not g e t t i n g anywhere. We had not received, 

or a t t h a t time we had no formula t h a t I know of t h a t had 

been able t o come up w i t h anymore than approximately t h i r t y 

t o t h i r t y - f i v e percent approval. 

They were a t a s t a n d s t i l l or a stalemate. S t i l l , 

even w i t h the four-zone u n i t we f e l t l i k e s t a t u t o r y u n i t i z a t i o n 

would be r e q u i r e d t o get a u n i t together. 

Going under t h a t basis when s t a t u t o r y u n i t i z a t i o n 

was looked i n t o f u r t h e r i t was found t h a t f o r t h a t s t a t u t o r y 

u n i t i z a t i o n we would be l o o k i n g at u n i t i z i n g each i n d i v i d u a l 

pool as recognized by the Commission as a separate u n i t . 

I t was also found t h a t the Tubb gas zone was not 

a zone t h a t secondary recovery could be i n i t i a t e d on. I t 

would not q u a l i f y f o r s t a t u t o r y u n i t i z a t i o n . 

At t h a t p o i n t i t was decided t h a t t o get a u n i t 

together and at t h a t time the economic worth of the u n i t was 

such t h a t the B l i n e b r y and Drinkard were comprising 

approximately n i n e t y percent of the t o t a l worth of the fo u r -

zone u n i t . 

That t o get a u n i t together t h a t we would take the 

Bl i n e b r y and Drinkard which would apply under the s t a t u t o r y 

u n i t i z a t i o n p r o v i s i o n and see i f we could get an agreement 

on t h a t type o f u n i t . 

Once we reached t h a t p o i n t w i t h i n a matter of two 
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working i n t e r e s t owners' meetings we had a formula t h a t was 

agreeable. 

Q. To what percentage of the working i n t e r e s t owners? 

A. Well, a t t h a t time we had i n hand a p a r t i c i p a t i o n 

formula t h a t would meet the seventy-five percent requirement 

of the Commission. 

Q. Would you look at — I bel i e v e i t i s E x h i b i t Three — 

i t shows a p l a t of the u n i t area and shows the l o c a t i o n of 

d i f f e r e n t w e l l s --

fl. E x h i b i t Number Two — 

Q. E x h i b i t Two, t h a t ' s the one, yeah. Could you summari 

f o r us, i f you please, the number of w e l l s t h a t are c u r r e n t l y 

producing from the Drinkard? 

fl. I don't t h i n k I can from t h a t e x h i b i t . 

Q. A l l r i g h t . Do you have the i n f o r m a t i o n a v a i l a b l e 

so t h a t you can t e l l us how many w e l l s produce from the 

Drinkard? 

A. I t would take a w h i l e t o add i t up. As of June, I 

have the w e l l s t h a t are c u r r e n t l y producing and i f you want 

I can get t h a t . I t w i l l take a while t o add i t up. I don't 

have i t i n any e x h i b i t s t h a t we put i n the testimony. 

Q. Do you have i n f o r m a t i o n a v a i l a b l e w i t h you as to 

how many w e l l s are c u r r e n t l y producing from the Blinebry? 

A. Let's see — I t h i n k I have the Drinkard too --

the l a s t c a l c u l a t i o n I had and I b e l i e v e i t was i n June, we 
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had f o r t y - f i v e w e l l s producing i n the Drinkard and approximate! 

f i f t y - e i g h t i n the Bli n e b r y . 

Q. How many w e l l s w i t h i n the proposed u n i t area also 

produce from the Tubb formation? 

fl. I b e l i e v e there are e i g h t w e l l s at t h i s time and 

seven o f them are Tubb gas w e l l s and I bel i e v e there i s one 

Tubb o i l w e l l . 

Q. How many w e l l s w i t h i n the u n i t area are c u r r e n t l y 

producing i n the Abo? 

A I would say t h a t t h a t number would be between e i g h t 

and t en. There, again, I would have t o look i t up. 

Q. Now, w i t h regard t o the Drinkard and the B l i n e b r y 

how many of those w e l l s are authorized t o be commingled down 

hole? 

fl. There, again, I have the data a v a i l a b l e — I would 

guess — you say the Drinkard and the Blinebry? 

Q. Yes, s i r . 

fl. There, again, I would have t o look i t up but i n those 

two r e s e r v o i r s I would t h i n k t h a t there would be approximately 

f i f t e e n w e l l s t h a t have commingling p r o v i s i o n s granted. 

Somewhere i n t h a t neighborhood — f i f t e e n t o twenty — w i t h i n 

the u n i t i z e d area. 

Q. I see. Now, as I understand your testimony you have 

set these up as two separate i n d i v i d u a l water f l o o d p r o j e c t s , 

one, f o r the Drinkard, and one, f o r the Blinebry? 
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A. Yes, t h a t ' s c o r r e c t . 

0. As a p r a c t i c a l matter are you going t o i n j e c t water 

separately i n t o each of those zones? 

A. The i n j e c t i o n w e l l s w i l l have two s t r i n g s of t u b i n g . 

There w i l l be t h i r t y dual i n j e c t i o n w e l l s and they w i l l be 

metered separately i n t o the B l i n e b r y and Drinkard. 

There are e i g h t , a t t h i s time, proposed Blinebry 

i n j e c t i o n s w e l l s and they w i l l be i n j e c t i n g i n t o the B l i n e b r y , 

only, through one s t r i n g of t u b i n g . 

0. You i n d i c a t e d i n response t o a question by Mr. 

Hinkle t h a t i n your o p i n i o n the i n j e c t e d water would stay i n 

and be confined i n each i n j e c t e d zone. 

How are you going t o c o n t r o l t h a t water from going 

i n t o the Drinkard or the B l i n e b r y or from the Bli n e b r y i n t o 

the Drinkard? 

A. I would say i t would be very important from the 

standpoint o f c o n t r o l l i n g your o i l f r o n t s t o know where 

your water was going a t a l l times. 

As an operator of other water floods w i t h i n the 

area we maintain a c o n t r o l over the water through p e r i o d i c 

temperature surveys, t r a c e r surveys e t cetera. There w i l l 

be p r o d u c t i o n surveys t h a t w i l l be performed on these w e l l s . 

I n regard t o the pressure we also plan on running 

step r a t e t e s t s and moni t o r i n g them t o some extent w i t h 

pressure surveys. 
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Q. You i n d i c a t e d an a l l o c a t i o n formula and t h a t there 

were separate r e v i s i o n s i n each of the agreements t h a t allowed 

you t o commingle production from the B l i n e b r y and the 

Drinkard and you had an a l l o c a t i o n formula. 

I b e l i e v e you s a i d t h a t the Drinkard was t h i r t y -

f i v e p o i n t f o u r - f i v e percent and the B l i n e b r y was s i x t y -

f o u r p o i n t f i v e - f i v e percent, something l i k e t h a t . 

T e l l me, again, how you reached t h a t a l l o c a t i o n ? 

A. That a l l o c a t i o n , I b e l i e v e , was on remaining o i l 

and gas equivalents i n secondary recovery f o r the two u n i t s . 

I t was the summation. 

Here, again, t h i s was another piece of e q u i t y t h a t 

was agreed on by the working i n t e r e s t owners. Without some 

type of commingled a l l o c a t i o n a u n i t of t h i s such i t would be 

impossible t o maintain e q u i t y . 

I t h i n k the one premise t h a t you have t o go i n w i t h 

i s t h a t you f e e l l i k e these a l l o c a t i o n s w i l l be f a i r and 

e q u i t a b l e t o a l l i n v o l v e d . 

Q. Mr. Malaise, you t o l d me t h a t you were going t o 

separately meter the i n j e c t i o n water and you are going t o 

keep t r a c k of the water separately. Why, then, do you need 

an a l l o c a t i o n formula? Can you not also keep t r a c k of the 

o i l p r o d u c t i o n separately? 

A. Well, I t h i n k the production i n the commingled o i l 

w i l l be a commingled production. I t h i n k what you have t o go 
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i n t o a u n i t o f t h i s such i s t h a t each of the zones has got 

t o f l o o d , e s s e n t i a l l y , the same. I f you can agree on t h a t 

and agree on the amount of reserves there then a commingled 

a l l o c a t i o n t o me would be f a i r and e q u i t a b l e . 

Q. Let me ask you how you determined the f l o o d a b i l i t y 

of the Blinebry? 

A. The f l o o d a b i l i t y of the B l i n e b r y i s based on a 

study. There, again, I would t h i n k you would want t o d i r e c t 

your questions t o Mr. Tweed since he d i d the o r i g i n a l study 

on the B l i n e b r y -- i t was made under h i s supervision. 

But i t was from a study done, I b e l i e v e , i n 1970 

and 1971, the f i r s t study done i n t h a t area. 

Q. Based upon your e a r l i e r testimony you said t h a t 

Arco had reached the conclusion t h a t there was some k i n d of 

a f l o o d a b i l i t y f a c t o r of zero p o i n t seven t o one? 

A. Point seven t o one. 

Q. A l l r i g h t . Do you have personal knowledge of how 

they reached t h a t f a c t o r ? 

A. Well, t h a t , again, goes back t o the o r i g i n a l study. 

The o r i g i n a l study — would you l i k e t o b r i n g Mr. Tweed t o 

the stand a t t h i s time — 

Q. I ' l l ask him l a t e r on. 

A. Okay, but I would add t h a t seven tenths t o one i s , 

i n f l o o d s , have been successful i n New Mexico. 

I t h i n k i n comparison t o a sand, good clean sand-type 
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body t h a t seven tenths t o one would be a reasonable type 

of a recovery i n a successful water f l o o d i n New Mexico. 

Q. I n regard t o t h i s p a r t i c u l a r f l o o d , i f I understand 

you c o r r e c t l y , you are not i n a p o s i t i o n t o give us expert 

testimony as t o the f l o o d a b i l i t y or how those f i g u r e s were 

a r r i v e d a t w i t h regard t o the Bli n e b r y and the Drinkard? 

A. Well, I can but t h e r e , again, I am rehashing a study 

t h a t was done and I f e e l reasonable comfortable w i t h t h a t 

study but any s p e c i f i c questions on t h a t I t h i n k they can 

be answered by Mr. Tweed. 

Q. We w i l l save those f o r Mr. Tweed, then. Now, you 

i n d i c a t e d t h a t the w e l l s i n the area had reached a s t r i p p e r 

stage. I f o r g o t the exact question t h a t Mr. Hinkle asked you 

but there was something i n regards t o the t o t a l w e l l average 

o f something l i k e f i v e b a r r e l s a day, i s t h a t c o r r e c t ? 

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

Q. A l l r i g h t . Let me d i r e c t your a t t e n t i o n t o t h a t 

p a r t i c u l a r problem. 

F i r s t of a l l , how do you define a s t r i p p e r stage? 

A. I t h i n k the s t r i p p e r stage t h e r e , i f you went 

s t r i c t l y by the d e f i n i t i o n of s t r i p p e r , i t would be some stage 

t h a t i s i n the l a s t p a r t o f the primary l i f e w i t h i n a hydro­

carbon bearing r e s e r v o i r from the standpoing of producible 

primary reserves. 

Q. I gathered from your testimony t h a t a t about f i v e 
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b a r r e l s o f o i l a day would be, i n f a c t , i n the s t r i p p e r 

stage? 

A. I t h i n k you have reached the s t r i p p e r stage and 

t h a t would go along w i t h the d e f i n i t i o n t h a t the f e d e r a l 

government would define as f a r as g i v i n g s t r i p p e r - t y p e 

p r i c e s which would be an average of ten b a r r e l s a day f o r 

a twelve-month p e r i o d . 

0. That's your understanding of the f e d e r a l d e f i n i t i o n ? 

A. I n general i t i s , yes. 

0. I see. 

A. From the standpoint of o i l p r i c e s . 

Q. But w i t h regard t o your c a l c u l a t i o n s you apparently 

had used a f i v e b a r r e l primary recovery c u t o f f ? 

A. As f a r as the economic l i m i t ? 

Q. Yes, s i r . 

A. No, t h a t ' s not c o r r e c t . That i s not what the curve 

i s based on. 

Q. What i s the curve based on? 

A. There, again, t h a t i s something t h a t has been handed 

down and I wasn't i n the o r i g i n a l engineering committe but 

lo o k i n g through the notes we based the o r i g i n a l curves on 

one b a r r e l o f o i l per day per w e l l , was the economic l i m i t 

t h a t was used. 

0. One o f your e x h i b i t s , Mr. Malaise, and I be l i e v e 

you w i l l f i n d i t i n the u n i t agreement and i n the u n i t operating 
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agreement t h a t was submitted w i t h your a p p l i c a t i o n — do you 

have a copy o f those? 

A. Of the" Blinebry? 

Q. Yes, s i r . 

A. Okay. 

Q. I am l o o k i n g at the p l a t t h a t f o l l o w s page number 

t h i r t y - s i x . I t i s simply a p l a t designating d i f f e r e n t numbered 

t r a c t s . Do you have t h a t a v a i l a b l e ? 

A. Right. 

Q. A l l r i g h t . What i s the s i g n i f i c a n c e of the d i f f e r e n t 

numbers i n the c i r c l e s ? 

A. I b e l i e v e those are the t r a c t numbers, themselves. 

Q. Do you know which of these t r a c t s have not been 

committed t o the u n i t ? 

A. I can t h i n k — one of our other witnesses would be 

able t o answer t h a t b e t t e r and t o my knowledge a t t h i s time 

t r a c t t h i r t e e n , the Eubank lease, and t r a c t f i f t e e n , the 

Summit lease had not been q u a l i f i e d at t h i s time as f a r as 

approval of the u n i t agreement. 

Q. Tract No. 13 i s operated by who? 

A. J. R. Cone. 

Q. I i n t e r r u p t e d you — what were you going t o say? 

A. Well, t h a t was i t . 

Q. Now, w i t h regard t o t h i s f i v e b a r r e l s of o i l per 

day, can you i d e n t i f y f o r us on any of your e x h i b i t s which 
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of the w e l l s i n the u n i t area exceed these f i v e b a r r e l s — 

average? 

fl. I have an e x h i b i t t h a t would have i t on a monthly 

basis but I don't have i t i n my testimony. 

0. Do you have an e x h i b i t prepared t h a t would show --

fl. As of June of t h i s year. 

0. I wonder i f we could have tha t ? A l l r i g h t . Mr. 

Malaise, l e t me show you what Arco's counsel has marked as 

E x h i b i t Two Sixty-one and ask you t o i d e n t i f y t h a t document? 

fl. Okay. The e x h i b i t t h a t we have put i n t o testimony 

a t t h i s time has the four zones t h a t from production h i s t o r y 

f o r June o f 1977, f o r the Bl i n e b r y formation and the Drinkard 

formation and the Tubb formation and the Wantz Abo, i t l i s t s 

those w e l l s t h a t are c u r r e n t l y produced i n t h a t month and 

i t l i s t s on a monthly basis o i l , gas and water. 

MR. RAMEY: I s t h i s a one-month production? 

fl. This i s a one-month production and I b e l i e v e i t was 

June o f '77. I t i s e i t h e r May or June. 

0. (Mr. K e l l a h i n continuing.) You have i n d i c a t e d 

e a r l i e r t h a t there was s t i l l some w e l l s producing from the 

Tubb formation? 

fl. Yes. 

0, Could you g e n e r a l l y describe where those w e l l s are? 

A. As I said there are e i g h t w e l l s and what t h i s e x h i b i t 

shows, a l s o , the cross-hatched — i t i s k i n d of hard t o f o l l o w 
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on t h i s p l a t but the p r o r a t i o n u n i t t h a t they are producing 

out of i s shown as cross hatched around the w e l l s t h a t I 

w i l l i d e n t i f y . 

I f you w i l l look i n Section 14 i n the northwest 

a-

quarter there i s a MorcSn-On Well No. 1 t h a t i s producing 

i n the Tubb formation. 

Moving j u s t south t o the J. R. Cone Eubanks t r a c t , 

Well No. 2, Eubanks No. 2, i s producing i n the Tubb formation 

Moving south from t h a t p a r t i c u l a r t r a c t t o Getty-

Williamson No. 2 w e l l i s producing from the Tubb. 

South of t h a t t r a c t the Shell-Sarkeys t r a c t has 

t h e i r No. 2 w e l l producing from the Tubb formation. 

Moving east the Arco Srkieys, t h e i r Well No. 5, i s 

producing from the Tubb formation. 

Just n o r t h of t h e i r the Roy Barton No. 1, i s produc 

from the Tubb. 

North of t h a t t r a c t S h e l l — I guess i t i s the Gulf 

Keenan Well No. 2, i s producing from the Tubb formation. 

The Lockhart B 14 Well No. 2 i s producing from the Tubb 

formation. 

Q, As I understand you, Mr. Malaise, you are going t o , 

i f t h i s a p p l i c a t i o n i s approved, t o commence some type of 

uniform simultaneous water f l o o d i n the B l i n e b r y and Drinkard 

formations, I assume t h a t i s c o r r e c t ? 

fl. We propose t o f l o o d the B l i n e b r y and Drinkard 
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simultaneously. 

A. A l l r i g h t , s i r . How are you going t o p r o t e c t 

the sub-zones t h a t are sandwiched between the Drinkard and 

the B l i n e b r y formations? 

A. There, again, on the i n j e c t i o n w e l l s we would c o n t r o l 

the i n j e c t i o n water through the process o f , as any prudent 

operator would i n any p a r t i c u l a r water f l o o d , would p r o t e c t 

i t by running p e r i o d i c temperature surveys and t r a c e r surveys 

and determine where our water was going. 

Q. Would you be w i l l i n g t o allow those operators 

who c u r r e n t l y produce from the Tubb formation t o deplete the 

Tubb formation before you i n j e c t water i n t o the B l i n e b r y and 

Drinkard formations w i t h i n t h e i r lease or w i t h i n t h e i r 

own p a r t i c u l a r well? 

A. I t h i n k there you are asking me t o make a conclusion 

t h a t the u n i t would have — t h a t the u n i t operators would 

have t o r u l e on. 

I don't t h i n k I could answer t h a t question myself. 

I could give you an o p i n i o n but I don't t h i n k i t would be 

a d e f i n i t e answer. 

0. I would l i k e t o have your opinion? 

A. As t o whether the Tubb could be depleted and t h i s 

u n i t would be able t o be formed? 

My o p i n i o n on t h a t would be t h a t i f the Tubb — i n 

a l l of the w e l l s t h a t are producing a t t h i s time, i s t h a t the 
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the question? 

Q, That's r i g h t . 

fl. To i t ' s economic l i m i t ? 

0. Yes, s i r . 

fl. I f we went t o an economic l i m i t i n the Tubb we 

would get t o the p o i n t t h a t leases w i t h i n t h i s u n i t boundary 

would reach an economic l i m i t a t the jeopardy and the loss 

of some leases. 

The operators t o date, we have reached a t t h i s time, 

the highest approval on the formula t h a t we have ever reached. 

I don't t h i n k t h a t delaying the u n i t t h a t long we would be 

able t o continue t o maintain the sign up among the working 

i n t e r e s t owners. 

I don't t h i n k t h a t the u n i t would be formed i f we 

delayed the u n i t the f u l l e x t ent of the remaining l i f e of the 

Tubb. That's my o p i n i o n . 

Q. A l l r i g h t , s i r . As a p r a c t i c a l matter, then, i f 

we don't delay the formation of the u n i t and you go ahead 

and f l o o d the B l i n e b r y and Drinkard have you made any p r o v i s i o 

t o compensate the operators, the working i n t e r e s t owners, 

and the r o y a l t y owners of those leases t h a t w i l l lose the 

Tubb production? 

fl. Well, I don't know t h a t we have t o lose the Tubb 

production. Of the e i g h t w e l l s t h a t we have producing a t 

t h i s time f i v e of those w e l l s have a l t e r n a t e w e l l bores, a 
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w e l l bore, t h a t can be u t i l i z e d t o produce gas i n . 

Three of the w e l l s , the Getty w e l l , the Cone w e l l , 

JLf 

and the Moron w e l l , do not have a l t e r n a t e w e l l bores. 

There i s a p r o v i s i o n w i t h i n the u n i t agreement where 

a w e l l could be d r i l l e d on t h a t t r a c t and the u n i t , i t s e l f , 

could c a r r y the cost of two hundred thousand as i s mentioned 

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

Q, Let's take a look a t t h a t now. Let's look at the 

u n i t agreement and t h a t i s paragraph 11.1, i s n ' t i t ? 

fl. Yes. 

0. T e l l me how t h a t ' s going t o work, again? 

fl. Well, l e t me give you a l i t t l e background on why 

I f e e l l i k e we need a w e l l bore p r o v i s i o n w i t h i n t h i s u n i t . 

We have a water f l o o d o peration where we f e e l l i k e 

we have t o maintain a c e r t a i n amount of c o n t r o l i n the p a t t e r n 

t h a t we have f o r the proposed i n j e c t i o n . 

I f we lose p a t t e r n s , the more patt e r n s we lose, the 

more reserves we f e e l l i k e we w i l l lose. 

I f the p a t t e r n s — i f we can't c o n t r o l the p a t t e r n s 

then we are obviously going t o lose secondary recovery, 

secondary reserves, i n t h i s p a r t i c u l a r u n i t . 

I t h i n k t h a t was the main reason f o r having a w e l l 

bore p r o v i s i o n t o c o n t r o l the water f l o o d and t r y t o produce 

nine p o i n t e i g h t or approximately ten m i l l i o n b a r r e l s of 

secondary reserves. 
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I f we d i d n ' t have c o n t r o l over the w e l l bores and 

they were not turned over t o the u n i t w i t h i n a reasonable 

amount of time i t would be impossible f o r us t o operate 

the u n i t i n the most e f f i c i e n t manner. 

Now, i n the p r o v i s i o n you spoke of the w e l l bore 

p r o v i s i o n , the way i t a p p l i e s now the operator would have 

n i n e t y days t o t u r n over a w e l l bore on each f o r t y acre 

l o c a t i o n . 

I f he d i d n ' t a w e l l would be d r i l l e d w i t h the approva 

of the working i n t e r e s t owners. 

Q, Now, those w e l l s cost approximately what? 

A. The w e l l s cost — the two hundred thousand d o l l a r s — 

l e t me elaborate on t h a t . 

That was provided f o r by the working i n t e r e s t owners 

at the time t h a t — a t t h a t time the cost was approximately 

e i g h t y percent of what a w e l l would cost. 

That was back i n the e a r l y p a r t of 1976. At t h i s 

time we would estimate t h a t a producing w e l l would cost 

approximately three hundred and s i x thousand d o l l a r s . 

Now, t h a t would be a producing w e l l . An i n j e c t i o n 

w e l l , I b e l i e v e I s a i d , three hundred and t h i r t y - s i x thousand. 

So, the costs have escalated during the l a s t year 

and a h a l f where now we are l o o k i n g a t a penalty of roughly 

sixty-seven or s i x t y - e i g h t percent of what a w e l l , t o t a l 

w e l l , cost would be. 
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Q. Let me see i f I understand you c o r r e c t l y . Assume 

Mr. Cone has not depleted the Tubb formation i n h i s p a r t i c u l a r 

w e l l and t h e r e f o r e cannot tender you the w e l l bore w i t h i n 

the n i n e t y days. 

I t i s reasonable t o assume, I guess, t h a t the Tubb 

would not be depleted w i t h i n the next n i n e t y days? 

A That's r i g h t . 

Q. Therefore, he cannot give you the necessary w e l l 

bore and another w e l l would have t o be d r i l l e d ? 

A. Well, the operating agreement states t h a t one 

wouldn't have t o be d r i l l e d . I t says t h a t the operators have 

the o p t i o n of d r i l l i n g the w e l l , I b e l i e v e . 

Q. Well, you would exercise t h a t o p t i o n i n t h i s case? 

A. I would t h i n k here i n t h i s case of Mr. Cone and 

t h a t p a r t i c u l a r t r a c t i t would be exercised. 

Q, Okay. The o p t i o n i s exercised and the w e l l i s 

d r i l l e d and the u n i t operators p r o r a t e the two hundred 

thousand among themselves? 

A. Well, there are several options t h a t are a v a i l a b l e . 

One, Mr. Cone could pay the f i r s t two hundred thousand d o l l a r s 

h i m self, the f i r s t two hundred thousand d o l l a r s , w i t h the u n i t 

bearing the cost over the two hundred thousand. 

Or, there i s a c a r r y p r o v i s i o n w i t h i n the u n i t 

agreement where the u n i t would c a r r y t h a t two hundred thousand 

d o l l a r s and take the t r a c t ' s share out of the revenue of the 
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t o t a l t r a c t . 

Q. Can you e x p l a i n t o me why t h i s p r o v i s i o n i s not 

a detriment t o Mr. Cone's economic i n t e r e s t ? 

A. Well, we are i n a p o s i t i o n where Mr. Cone has a 

w e l l bore and he can produce h i s remaining Tubb gas reserves 

and he w i l l not lose any money o f f of those reserves. 

The economics are such o f f t h a t t r a c t t h a t as we 

estimate a t t h i s time the cash flo w of the revenue w i l l more 

than pay f o r the two hundred thousand d o l l a r s i n a reasonable 

period of time. 

He w i l l be able t o recoup the r e s t of h i s e q u i t y 

and t h a t amount of remaining revenue o f f of the t r a c t . The 

pay out would be i n a reasonable period of time f o r the 

two hundred thousand d o l l a r s . 

Now, I might add t h a t other operators w i t h i n t h i s 

p a r t i c u l a r area, these p r o v i s i o n s , everyone gives and takes 

i n the n e g o t i a t i n g . Some people had two w e l l s out there i n 

the p a r t i c u l a r u n i t . That second w e l l cost them something 

somewhere down the l i n e . Maybe not a t t h i s time but they d i d 

spend money on t h a t p a r t i c u l a r w e l l . 

Q, Let's go back t o your E x h i b i t Two Sixty-one and i f 

I may summarize what I b e l i e v e t h a t e x h i b i t shows me, i t 

appears t h a t i f you combine the B l i n e b r y and Drinkard p r o d u c t i 

t h a t as you go i n a w e s t e r l y d i r e c t i o n w i t h i n the u n i t d a i l y 

production gets b e t t e r ? 
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A. Yes, I t h i n k your cumulative recoveries would p o i n t 

t h a t out al s o . 

Q On the eastern side of the u n i t the production i s 

not so good? 

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

Q. We t a l k i n terms of t h i s f i v e b a r r e l s of o i l a 

day. I t appears as i f Sections 11, 14 and 23 produce anywhere 

from i n excess of f i v e t o something i n the area of t h i r t e e n 

b a r r e l s of o i l per day? 

A. Are you t a l k i n g about combined or t o t a l production? 

0. Yes, s i r . 

A. I t h i n k t h a t would be c o r r e c t . 

Q. A l l r i g h t . On the east side o f the u n i t i n Sections 

12 and 13 and p o r t i o n s of 24, those p a r t i c u l a r w e l l s appear 

t o produce something less than the f i v e b a r r e l s a day? 

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

0. Can we not conclude t h a t Sections 11, 14 and 23 

have not reached t h e i r economic l i m i t and s t i l l have substantia 

primary recovery? 

A. Could I ask you a question on what you d e f i n e as 

economic l i m i t ? 

0. Yes, s i r , the f i v e b a r r e l s of o i l a day t h a t we are 

t a l k i n g about? 

A. I am not sure t h a t I would agree w i t h the f i v e b a r r e l 

a day economic l i m i t . 
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0, A l l r i g h t , why not. 

fl. Because we s t i l l have over f i v e b a r r e l s a day on a 

l o t of these leases, on the average, and s t i l l making money 

a f t e r expenses are taken out. We are s t i l l i n the p o s i t i o n 

t h a t we are economic. 

Q. You had some f i g u r e s awhile ago about the volumes 

of o i l l e f t i n the B l i n e b r y and Drinkard f o r primary and 

secondary recovery. What were those f i g u r e s , again? 

MR. RAMEY: Mr. K e l l a h i n , would you agree t o a break 

a f t e r the witness answers t h i s question? 

MR. KELLAHIN: Yes, s i r . 

fl. I b e l i e v e I said t h a t the secondary recovery f o r 

the B l i n e b r y we had a n t i c i p a t e d -trine m i l l i o n two hundred eighty 

nine thousand three hundred and seventy-four b a r r e l s of o i l 

and f o r the Drinkard three m i l l i o n f i v e hundred twenty-one 

thousand f o u r hundred and seventy-one b a r r e l s of o i l . 

The remaining primary t h a t was c a l c u l a t e d by the 

engineering committee as of 4/1/7 6, f o r the B l i n e b r y was 

nine hundred seventy-four thousand nine hundred and twenty 

b a r r e l s of o i l f o r the B l i n e b r y , and the Drinkard was s i x 

hundred t h i r t y - f o u r thousand f i v e hundred twenty-three b a r r e l s 

of o i l . 

Q. What was the l a s t f i g u r e , again? 

fl. Six hundred t h i r t y - f o u r thousand f i v e hundred twenty-

three . 
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MR. KELLAHIN: Thank you. 

MR. RAMEY: Let's have a f i f t e e n minute recess. 

(THEREUPON, the hearing was i n recess.) 

MR. RAMEY: The hearing w i l l come t o order. Mr. 

K e l l a h i n , you may proceed. 

MR. KELLAHIN: Thank you, s i r . 

0. (Mr. K e l l a h i n c ontinuing.) Mr. Malaise, before the 

break we were t a l k i n g about the reserves t h a t you had 

estimated f o r t h i s p a r t i c u l a r u n i t and I bel i e v e the t o t a l f o r 

the secondary recovery reserves on the B l i n e b r y and Drinkard 

was something around nine m i l l i o n e i g h t hundred and ten 

thousand? 

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

Q. A l l r i g h t , s i r . How d i d you reach t h a t reserve 

f a c t o r ? 

A. Of secondary reserves? 

Q. Yes, s i r ? 

A. The secondary reserves t h a t I used — here again, 

they came out of the r e p o r t s t h a t I r e f e r r e d t o e a r l i e r . 

Q. I n t h a t r e p o r t they had c e r t a i n parameters or c e r t a i n 

f a c t o r s t h a t they used i n regards t o recovery, I assume. What 

percentage of recovery d i d they use? 

A. Well, here again, I would p r e f e r t h a t you would r e f e r 

t o these i n your questions l a t e r on t o Mr. Tweed, i f t h a t i s 
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acceptable. 

Q. You said you had examined water f l o o d p r o j e c t s 

operated by Gulf i n the southwest p o r t i o n of t h i s area and 

I t h i n k t h a t i s the Gulf Central Drinkard, i s t h a t correct? 

A. Right. 

0. What was your study of the Gulf Central Drinkard 

Unit? 

A. As f a r as lo o k i n g a t i t i n terms of t h i s operation? 

0, Yes. 

A. And our i n t e r e s t i n i t ? 

Q. Right. 

A. I looked a t i t mainly t o see several t h i n g s . One, 

i f the Drinkard could be s u c c e s s f u l l y flooded -- what I mean 

by s u c c e s s f u l l y flooded, a p i l o t was s t a r t e d on t h a t p r o j e c t , 

a p i l o t was s t a r t e d i n the ground I be l i e v e i n 1968, i n the 

two f i v e spots. 

The t h i n k i n g a t t h a t time as has been r e l a t e d to me, 

since I wasn't i n the pro f e s s i o n a t t h a t time, but p i l o t s were 

i n vogue. 

The t h i n k i n g i n a l o t of the o i l companies a f t e r 

l o o k i n g a t p i l o t s are t h a t p i l o t s have not been t h a t successful 

i n e x t r a p o l a t i n g performance t o a l a r g e r water f l o o d . 

I t h i n k one t h i n g t h a t you can determine from a 

p i l o t i s one, can an o i l bank be b u i l t up. Two, can water be 

i n j e c t e d i n t o the ground. 
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So, from '68 t o the end of '72, t h i s i s what Gulf 

e s s e n t i a l l y d i d i n t h i s u n i t . They looked a t two f i v e spot 

p a t t e r n s . They d i d show t h a t o i l could be b u i l t up i n the 

bank and could be swept and there were secondary reserves 

t h a t could be recovered. 

I t h i n k they d i d show t h a t i n j e c t i o n — t h a t water 

could be i n j e c t e d i n t o the i n j e c t i o n w e l l s a t a reasonable 

r a t e . 

So, '73 came and they expanded t h a t p a r t i c u l a r u n i t . 

On the expansion i t wasn't a complete expansion a t t h a t time i n 

terms of the o r i g i n a l study. 

Their study was based and t h e i r performance curves 

were based upon a one hundred percent of the u n i t being 

completed i n so many f i v e spot p a t t e r n s . 

This wasn't the case and there are several reasons 

why the u n i t could not be expanded a t t h a t time. 

One, was t h a t the f a c t t h a t the lease l i n e i n j e c t i o n 

they could not secure the necessary agreements on the o f f s e t 

operators. 

Q. Let me break i n — the answer t o t h i s p a r t i c u l a r u n i t 

t h a t we are discussing today, — what arrangement, i f any, have 

you made w i t h the lease l i n e operators on the west side of t h i s 

u n i t ? 

A. Several of the lease l i n e operators are the same 

operators t h a t have i n t e r e s t i n t h i s u n i t . So, I would 
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a n t i c i p a t e i n n e g o t i a t i n g t h e i r e q u i t i e s t h a t they took t h i s 

i n c o n s i d e r a t i o n . I would say several o f the operators on 

the west and on the n o r t h and on the south. 

The area i s also being studied by S h e l l , as I 

understand a t t h i s time. We have supplied some r e s e r v o i r 

data t o them — what we used as f a r as parameters e t cetera 

and I would a n t i c i p a t e — I have no knowledge of where they 

stand a t t h i s time — but I a n t i c i p a t e t h a t they are looking 

a t a secondary recovery prospects i n the Drinkard formation. 

Now, as f a r as the Cen t r a l Drinkard, t o get back 

t o t h a t question, we also had i n the Central Drinkard U n i t 

a t t h a t time a gas zone or a p a r t of the Drinkard zone had a 

separate gas zone. 

The p r i c e of gas escalated. I t r e q u i r e d a d d i t i o n a l 

development. There were o f f s e t t i n g gas w e l l s t h a t were being 

d r i l l e d i n the Central Drinkard U n i t and these had t o be 

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

So, p a r t of the water f l o o d — g e t t i n g back t o t h i s -

was not expanded t o the performance t h a t was p r e d i c t e d when 

t h i s o r i g i n a l study was done i n '65. 

There are, i n f a c t , today -- I would say there are 

a t l e a s t eleven f i v e - s p o t i n j e c t i o n p a t t e r n s t h a t are not 

completed w i t h probably another eleven h a l f f i v e - s p o t i n j e c t i o n 

p a t t e r n s t h a t are not complete. 

The p r o j e c t w i l l recover a l i t t l e over — about 
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three p o i n t — one p o i n t three m i l l i o n b a r r e l s of o i l since 

the s t a r t of the p r o j e c t , as I r e c a l l , which when you go 

back and you take t h a t o i l and what has been flooded and 

what I would consider a water f l o o d i t would correspond t o 

a reasonable f l o o d i n the Drinkard. 

I t would be one t h a t would be successful. 

0. What percentage? 

fl. I would say t h a t i t would correspond t o the percentag 

t h a t we are t a l k i n g about i n the B l i n e b r y and Drinkard u n i t s — 

f o r the Drinkard i n comparison what we p r o j e c t i n the 

Drinkard u n i t . 

0. What i s t h a t percentage? 

fl. The percent t h a t we say i s p o i n t seven t o one. 

0, I see. 

A. But here again, you have some t h i n g s t h a t you have 

t h a t have masked the f u l l performance of the u n i t when you 

compare i t on the o r i g i n a l studies and what they estimated 

they could recover from the e n t i r e u n i t . 

0. Let me ask you some more questions about your u n i t . 

I understand t h a t you inte n d t o i n j e c t water down d i p and 

you probably — I assume t h a t you work from the east side 

of the u n i t ? 

fl. I would assume t h a t would be our plans a t t h i s time 

t o s t a r t on the east side. There i s a highway t h a t d i v i d e s 

the u n i t and I assume t h a t i s where we would s t a r t our 
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0. There i s a gas cap i n t h i s u n i t i s there not? « 

fl. The B l i n e b r y formation has what we would consider 

a gas cap. The Drinkard formation i s recognized as both 

o i l and gas and i t has a zone t h a t due t o an impermeable 

b a r r i e r between the gas zone and the o i l zone has made i t 

a separate gas zone as f a r as the engineering. 

0. Would you g e n e r a l l y describe f o r the Commission where 

t h i s gas cap i s found? 

A. The o r i g i n a l studies i n d i c a t e d t h a t i t was 

approximately, I b e l i e v e , twenty-two f i f t y subsea depth. 

0. And where w i t h i n the u n i t would i t f a l l ? 

A. Let's see, r e f e r r i n g back t o — r e f e r r i n g back t o , 

I b e l i e v e , One D, the gas cap we would show would run 

approximately down the middle of the proposed u n i t boundary, 

the minus twenty-two f i f t y subsea l i n e on the s t r u c t u r e 

map. 

Q, A l l r i g h t . Now, where on the surface p l a t — i n 

what sections would you f i n d the gas cap? 

A. You f i n d i t i n Sections 11, 14 and 23, p r i m a r i l y . 

0. And i t would be on the western h a l f of those 

sections? 

A. That's c o r r e c t . The western h a l f of the u n i t . 

0. A l l r i g h t , s i r . As you i n j e c t water down d i p how 

are you going t o avoid moving t h a t gas cap o f f t h i s u n i t t o 
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the o f f s e t t i n g operator's property? 

A. Here again, i f you could r e f e r t h a t question t o the 

o r i g i n a l study t h a t was done. We have maps t h a t would show 

where we int e n d t o i n j e c t each p a r t i c u l a r i n t e r v a l of the 

Bl i n e b r y . I t h i n k t h a t question could be answered more 

a p p r o p r i a t e l y w i t h these p a r t i c u l a r maps. 

0. To your own knowledge do you know i f A t l a n t i c -

R i c h f i e l d has any plans t o d r i l l any a d d i t i o n a l w e l l s t o 

produce gas out of t h i s gas cap? 

A. I n January of '76, there was a gas development 

summary t h a t was put out t o the working i n t e r e s t owners and 

a t t h a t time i t was estimated t h a t three a d d i t i o n a l w e l l s 

would be r e q u i r e d w i t h i n the u n i t boundary t o recover those 

gas reserves i n the B l i n e b r y and the Drinkard gas zones t h a t 

would be squeezed o f f once the i n j e c t i o n was s t a r t e d . 

Q. Where would you d r i l l those wells? 

A. This d r i l l i n g plan on the gas w e l l s was published, 

I b e l i e v e , i n January of 1976, and the d r i l l i n g plan a t t h a t 

time c a l l e d f o r any w e l l s t o be d r i l l e d w i t h i n the u n i t 

area would be d r i l l e d f o r a d d i t i o n a l reserves i n the B l i n e b r y 

and the Drinkard t o pick up i n f i l l or pi c k up reserves 

t h a t would be squeezed o f f . 

These w e l l s would be located from — I would say — 

from a prudent operator's standpoint so t h a t they might be 

u t i l i z e d a t a l a t e r date as i n f i l l w e l l s both f o r the water 
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f l o o d , once the gas was completed, since most of the gas as 

you have pointed out from the s t r u c t u r e map the g a s - o i l 

contact i s on the west side of the u n i t . 

I t would be our i n t e n t t o d r i l l these w e l l s i n t h a t 

p a r t i c u l a r area. The w e l l s as i t was pointed out i n the d r i l l 

p lan t h a t was put out would be d r i l l e d on an i n d i v i d u a l 

basis depending on the success of each w e l l . 

I t would not be d r i l l e d simultaneously. The outcome 

of one would p r e d i c t and d i c t a t e the need and the necessity 

f o r a d d i t i o n a l w e l l s . 

At t h a t time the gas t h a t was remaining, estimated 

t o be remaining, i n the cap a t the time the u n i t was t o be 

— we f e l t l i k e could be put together — we had three w e l l s 

t h a t would d e l i v e r the amount of gas t h a t would be necessary 

i n d e p l e t i n g the gas zones. 

0. Do you have any knowledge as t o where A t l a n t i c -

R i c h f i e l d would s p e c i f i c a l l y l o c a t e each of those wells? 

A. As I said, there again, i t would be d i c t a t e d on 

t i m i n g as f a r as when the gas zones were squeezed o f f i n the 

i n j e c t i o n w e l l s and t h a t would d i c t a t e the need f o r a w e l l 

i n a p a r t i c u l a r area. 

But a t t h i s time from l o o k i n g a t the map and our 

present plans are t o d r i l l them on the west side of the 

u n i t . 

Q. Would you d r i l l a w e l l i n the southwest quarter of 
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Section 14? 

fl. There i s a p o s s i b i l i t y t h a t one would be d r i l l e d 

t h e r e . 

0. You i n d i c a t e d t h a t there was some water production 

out of t h i s u n i t . Could you elaborate on t h i s f o r me? Where 

do we f i n d the water production? 

That i s , t h a t r e l a t e s t o the west side of t h i s u n i t ? 

fl. I don't know t h a t we have enough water production — 

are you speaking of the Bl i n e b r y - D r i n k a r d a t t h i s time? 

0. Yes. 

fl. To r e a l l y make a d e f i n i t i o n on where the most of the 

water i s being produced a t t h i s time. I don't know i f there 

i s one p a r t i c u l a r area t h a t would show up more water production 

than i n the other. 

Q. You mentioned t h a t t r a c t number f i f t e e n i n Section 

13 was operated by the Summit Energy, I n c . , and had not 

consented t o the u n i t ? 

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

0. I f Summit would agree w i t h the u n i t t o p a r t i c i p a t e 

i n some cooperative fashion so as t o a s s i s t the u n i t w i t h t h e i r 

water f l o o d p r o j e c t , would you recommend t h a t t r a c t f i f t e e n 

be excluded from the u n i t ? 

fl. I f t h e i r — I w i l l put i t t h i s way — th e r e , again, 

t h i s i s another question t h a t i s my op i n i o n and an answer, I 

f e e l , would have t o come from the working i n t e r e s t owners but 
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as i t stands i f you look a t t r a c t f i f t e e n we have — r e f e r r i n g 

t o E x h i b i t Two, t h a t shows the proposed water f l o o d p a t t e r n . 

The No. 2 w e l l , I b e l i e v e , we show i t here now as producing 

as Summit No. 2 and as shown on t h i s p l a t as No. 30, we have 

one i n j e c t i o n w e l l , a s i n g l e i n j e c t i o n w e l l , i n the B l i n e b r y 

zone. 

Around t h a t p a r t i c u l a r t r a c t we have i n d i c a t e d f i v e 

other i n j e c t i o n w e l l s and from the standpoint of e q u i t y we 

do not f e e l t h a t f i v e i n j e c t i o n w e l l s t o one i n j e c t i o n w e l l , 

as a prudent operator, we could j u s t i f y . 

I guess t h a t has been a p a r t of the problem on t h a t 

t r a c t from the standpoint of e q u i t y i f we d i d go i n t o a 

cooperative water f l o o d program we would not be able t o 

recommend t o the working i n t e r e s t owners t h a t we convert the 

f i v e i n j e c t i o n w e l l s . 

We would have t o leave those w e l l s o f f i f we were 

having t o convert f i v e t o one. I n so doing there would be 

B l i n e b r y and Drinkard reserves both i n the immediate area of 

Summit's t r a c t and by not c l o s i n g the p a t t e r n s i n , would also 

be a d d i t i o n a l reserves t h a t would be l o s t t o the u n i t . 

0. Would the u n i t o p eration be economic i f t r a c t 

f i f t e e n was deleted? 

A. I w i l l say t h i s and t h e r e , again, we are looking a t 

an amount of reserves t h a t would be l o s t i n t h a t p a r t i c u l a r 

area. 
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Q. Lost t o — 

A. Lost t o the u n i t . There, again, I don't know i f 

we could recommend doing t h i s t o the u n i t operators. 

0. I n regards t o t r a c t t h i r t e e n operated by J. R. Cone, 

would the u n i t be economical i f t r a c t t h i r t e e n was excluded 

from the u n i t ? 

A. This, again, i f some type of an agreement could not 

be worked out I would not be able t o recommend — 

Q, Well, l e t ' s assume t h a t Mr. Cone w i l l , i n f a c t , works 

out an agreement t o cooperate and t o p a r t i c i p a t e f o r your 

mutual b e n e f i t i n a water f l o o d p r o j e c t . Would you recommend 

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

A. Well, here again, we t a l k about cooperate. I t h i n k 

what we would have t o look a t i s the t i m i n g , again. Would 

we be subject t o , say, producing the Tubb gas w e l l u n i t u n t i l i -

was uneconomic? 

Here again, we are l o o k i n g a t delay and I t h i n k delay 

i s reserves and i s money. 

Q. I don't understand that? 

A. Well, here again, i f we worked out some type of 

cooperation we would be i n a s i t u a t i o n where we would f e e l 

l i k e one operator could maintain the i n j e c t i o n w e l l s as f a r 

as c o n v e r t i n g them a t a time t o maximize a f l o o d f r o n t . 

I f there i s no assurance t h a t t h i s can be done then 

u n t i l those w e l l s were converted we would not be able t o 
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convert the o f f s e t t i n g i n j e c t i o n w e l l s which would not 

a f f e c t Mr. Cone's t r a c t but i t would have a f f e c t i n the 

pa t t e r n s o f f s e t t i n g him — there would be four or f i v e 

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

Q, You are not going t o lose any o i l by delay are you? 

I t i s j u s t t h a t i t would not be produced? 

A. There again, delay can cause a loss of reserves i n 

secondary recovery i f you cannot c o n t r o l your o i l bank. 

You can sweep o i l o f f of your t r a c t s and i f t i m i n g i s not 

c o r r e c t and i f not a l l the f i v e spots are not backed up 

completely can cause l o s s . 

Q. Well you are not going t o sweep o i l o f f of the u n i t 

on the west side i n any event are you? 

A. There w i l l be some back there w i t h a cooperative 

i n j e c t i o n . I don't know — we would not convert these w e l l s 

u n t i l we got cooperative i n j e c t i o n . 

We are t r a d i n g one f o r one. 

0, How about sweeping o i l o f f of the n o r t h and the 

south ends of the u n i t ? 

A. There again, we wouldn't convert these w e l l s u n t i l 

we got cooperative i n j e c t i o n . 

Q. I b e l i e v e I have concluded c o r r e c t l y from your 

testimony concerning the Gulf Central Drinkard t h a t Arco has 

dismissed the idea of a p i l o t water f l o o d p r o j e c t on t h i s 

p a r t i c u l a r u n i t ? 
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fl. That would be a c o r r e c t assumption. 

Q. You don't b e l i e v e i t would be reasonably necessary 

and prudent t o operate a p i l o t p r o j e c t i n , say, the northeast 

corner of the u n i t or i n the southeast corner of the u n i t ? 

A. I don't t h i n k we could j u s t i f y one. 

0. I n what way could you not j u s t i f y i t ? 

A. Well, here again, on the basis of what a p i l o t would 

t e l l us. I t h i n k a l l we are l o o k i n g a t here i s delay i n so 

many f l o o d s . What people are l o o k i n g a t now i n p i l o t s i s 

t h a t i t has been i n c o n c l u s i v e . I don't t h i n k t h a t we would 

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

o p e r a t i o n . 

Q. You have introduced a number of e x h i b i t s showing 

a schematic diagram of the w e l l bores i n a l l of these w e l l s 

and you concluded i n response t o a question by Mr. Hinkle 

t h a t cement jobs were adequate and t h a t the water i n j e c t e d 

would remain w i t h i n the i n j e c t e d area. 

Are you aware of any communication outside the 

pipe i n any of these wells? 

A. None t o my knowledge today. 

Q. With regards t o the Eubanks No. 2 Well i n t r a c t 

t h i r t e e n , you are aware are you not t h a t t h a t w e l l i s open 

i n a l l four zones, the B l i n e b r y , Drinkard, Tubb and — 

fl. I am aware t h a t i t i s commingled i n the B l i n e b r y and 

Tubb, yes. 
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Q. And i s i t your testimony t h a t you b e l i e v e t h a t the 

B l i n e b r y and the Drinkard could be flooded w i t h o u t damage 

to the Tubb? 

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

Q. You also i n d i c a t e d t h a t there may be necessity t o 

work over e i t h e r the B l i n e b r y or the Drinkard? 

A. Yes. 

0. I n the event of a workover f o r the Eubanks No. 2 

Well, how would you preclude water from damaging the Tubb? 

A. I n t h a t p a r t i c u l a r w e l l we would have t o p u l l the 

w e l l and squeeze o f f the B l i n e b r y zone i n i t , assuming t h a t the 

u n i t was approved and went i n as we stood today. 

Q. I n your o p i n i o n , Mr. Malaise, would the u n i t be able 

t o r e s t o r e production t o the Tubb i f i t were completed o f f 

i n such a fashion? 

A. I d i d n ' t say t h a t the Tubb would be squeezed o f f , 

I said t h a t the B l i n e b r y would be squeezed o f f . 

Q. I am s o r r y , the B l i n e b r y . How would you r e s t o r e 

production t o the Tubb? 

A. There, again, i t would be r e s t o r e d i n the w e l l bore 

once i t was squeezed o f f . 

Q. I see. Let me ask you some questions about the 

overhead charges. There was an e x h i b i t or some testimony w i t h 

regards t o the charges on overhead. What was t h a t f i g u r e , 

again? 
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A. I b e l i e v e i t i s one hundred and f i f t y - f i v e d o l l a r s 

per w e l l per month f o r producing w e l l and one hundred and 

f i f t y d o l l a r s per w e l l month f o r i n j e c t i o n . I b e l i e v e t h a t 

i s i n the u n i t operating agreement. 

0. I s t h a t one hundred and f i f t y - f i v e d o l l a r s per w e l l 

per zone — you have got two separate u n i t s ? 

a. What we are loo k i n g a t i s as i t ap p l i e s t o the i n j e c 

w e l l s -- the producing w e l l s w i l l be commingled and i t w i l l 

be one hundred and f i f t y d o l l a r s per producing w e l l . 

For i n j e c t i o n s w e l l s i t would be one hundred and 

f i f t y - f i v e d o l l a r s per i n j e c t e d zone. There would be two 

s t r i n g s of tub i n g i n each of the i n j e c t i o n w e l l s . I t would 

be metered separately and would not be commingled. I t would 

not be an a l l o c a t i o n . 

0. What services w i l l the u n i t perform f o r t h a t charge? 

fl. To me any of the services t h a t are performed i n 

any secondary recovery o p e r a t i o n t h a t Arco would operate. 

0. We t a l k e d about the recoverable reserves — l e t me 

save t h a t f o r Mr. Tweed. 

Your testimony i n d i c a t e d some s t r i p p e r p r i c e s , Mr. 

Malaise. How many w e l l s w i t h i n the p a r t i c u l a r u n i t are 

c u r r e n t l y g e t t i n g s t r i p p e r o i l prices? 

fl. I n w e l l s — I can answer t h a t — approximately 

n i n e t y percent t o n i n e t y - f i v e percent of the w e l l s apparently 

are s t r i p p e r w e l l s — t o the best of our a b i l i t y t o determine 
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that. 

Thank you, Mr. Malaise, t h a t ' s a l l of the questions 

I have. 

MR. RAMEY: Any other questions — Mr. Bateman? 

CROSS EXAMINATION 

BY MR. BATEMAN: 

Q. Mr. Malaise, I j u s t have a few questions and i n the 

i n t e r e s t of time I ' l l t r y t o be b r i e f . 

Most of the area has already been covered — but 

my main concern about your testimony i s w i t h respect t o the 

possib l e communication of water from one zone t o the other. 

You might look, again, a t the gas caps i n the Blin e b r 

and the Drinkard. Am I c o r r e c t i n assuming t h a t i f you o b t a i n 

optimum r e s u l t s or are able t o , then again, you would i n j e c t 

throughout the e n t i r e u n i t area i n both of those zone 

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

A. That's c o r r e c t , w i t h an o i l column. 

Q. Would t h a t also i n v o l v e s u b s t a n t i a l i n j e c t i o n of 

water along the lease l i n e on the west of the u n i t boundary? 

fl. Before we would convert the w e l l s — 

0. Yes. 

A. Yes, i t would r e q u i r e g e t t i n g lease l i n e cooperative 

agreements signed. 

0. Along the west u n i t boundary would i t i n v o l v e the 
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i n j e c t i o n of how much water — would you i n j e c t ? 

A. Well, I b e l i e v e we were l o o k i n g a t around four 

hundred and f i f t y b a r r e l s of water a day, maximum i n j e c t i o n , 

i n t o the B l i n e b r y and around four hundred a day i n the 

Drinkard, maximum i n j e c t i o n , so, i t would be those eq u i v a l e n t 

amounts. 

0. I s t h a t because th e r e i s more o i l i n one of those 

zones? 

fl. No, now, t h i s I am speaking of terms of what i s 

w i t h i n the u n i t . This i s what the average i n j e c t i o n r a t e 

would be based on the studies of what we would t r y t o maintain. 

Q. Would there be a higher volume on the west than 

on the east? 

fl. There probably would be more pay open up i n the 

west than i n the east. I would estimate t r y i n g t o get more 

water i n t o maintain the proper f l o o d , though. 

0, Try i n g t o get more water i n , would t h a t be a f u n c t i o n 

of the pressure? 

fl. That would be p a r t of i t . The main p a r t of the 

problem there would be p e r m e a b i l i t y , how much negative 

p e r m e a b i l i t y you would have i n the rock you flooded. 

0. I s i t reasonable t o assume t h a t you would i n j e c t 

a t a higher pressure on the west than you would on the east? 

fl. No, I t h i n k we have more p e r m e a b i l i t y on the west 

than on the east. The east has shown from the cumulative t h a t 
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the zone has been less p r o l i f i c and has r e q u i r e d more treatment 

and I t h i n k i t would be easier t o get water i n on the west 

side. 

0, Now, i f you would again review f o r the record what 

steps you would take p a r t i c u l a r l y w i t h regard t o the west 

boundary of the u n i t t o determine whether or not what water 

i s going i n t o the Tubb zone, f o r example? 

fl. Well, I t h i n k what we are l o o k i n g a t here i s — 

we submitted w e l l bore diagrams and as i n d i c a t e d a t t h i s 

time we t h i n k we have cement across these zones. To our 

knowledge there i s n ' t any communication of any type i n any 

of these w e l l s . 

As a prudent operator I don't t h i n k any operator 

i n the u n i t boundary would t h i n k any d i f f e r e n t a t t h i s time. 

I f we found we d i d have water going i n t o i t by 

termperature surveys and the l i k e of t h a t and as a prudent 

operator we would take precautions a t t h a t time and squeeze 

the zones o f f , i f we d i d have water going out of zone. 

I might i n d i c a t e t h a t there i s evidence out there 

due t o pressure d i f f e r e n c e s between the Tubb and the B l i n e b r y 

t o i n d i c a t e t h a t there i s some v e r t i c a l separation between 

these zones due t o impermeable b a r r i e r s . 

I f we d i d have adequate cement jobs a t t h i s time 

we f e e l l i k e a t the present operations and going i n t o t h i s u n i t 

t h a t we could keep the water out of the zones. 
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Q. But you obviously check t o make sure, i s t h a t 

c o r r e c t ? 

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

0. Now, i f you discover t h a t water from a l l zones 

i s going i n t o the Tubb you w i l l squeeze o f f a l l zones would 

you not? 

A. I f we had an i n j e c t i o n w e l l t h a t was not p u t t i n g 

water i n t o the r i g h t zone we would have t o take remedial 

steps t o c o r r e c t t h a t . 

0. Now, i n the west and the southwest there are 

o f f s e t t i n g Tubb gas w e l l s t h a t you propose t o convert t o 

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

A. Yes. 

0. One of them i s one of your wells? 

A. On the west? 

0. Southwest? 

A. Yes, — are you t a l k i n g about the Cone lease, Cone 

0. I am t a l k i n g about Section 23, the southeast 

quarter? 

A. I s t h a t the Sarkeys' lease? 

0. Right, do you operate t h a t one? 

A. Correct. 

0, Do you have a Tubb gas w e l l there i n the southeast 

quarter? 

A. Right, t h a t i s c o r r e c t . 
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0. That would be an area of concern would i t not? 

A. I t h i n k any area where we had Tubb gas producing 

would be an area of concern. 

Q. Do you have cooperative lease l i n e agreements i n 

hand now? 

A. No, we do not. 

Q. Do you have any v e r b a l commitments on them? 

A. We have t a l k e d t o several operators who have an i n t 

i n the u n i t and have i n d i c a t e d t h a t they would cooperate. I 

t h i n k many of the operators took t h i s i n t o c o n s i d e r a t i o n 

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

I f they went t o management and they were going i n t o 

a n e g o t i a t i o n and they were t e l l i n g them t h a t they were going 

t o have t o convert an i n j e c t i o n w e l l t o o f f s e t t h a t then 

i t c e r t a i n l y was discussed a t t h a t time. 

I don't t h i n k they would have signed the agreement 

going i n t o t h i s p a r t i c u l a r u n i t i f i t hadn't been taken i n t o 

c o n s i d e r a t i o n . 

Q. That's j u s t an assumption on your part? 

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

0, There are other o f f s e t t i n g operators t h a t have not 

i n the u n i t ? 

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

Q. Have you t a l k e d t o any of those people? 

A. No, we have not. 
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Q. Well, have you t a l k e d t o enough o f f s e t t i n g operators 

on the west side t o t e l l whether or not you are going t o 

be able t o do that? 

A. Yes, we would be able t o f u l f i l l t h a t west side 

o b l i g a t i o n . 

0, A l l r i g h t . Now, you have also t e s t i f i e d t h a t the 

gas cap i n the B l i n e b r y and the Drinkard, p r i n c i p a l l y on 

the west side of the u n i t — and i t i s your testimony t h a t 

the plan would be t o produce the gas from the gas cap a t the 

same time t h a t you are i n j e c t i n g water i n t o the o i l zones 

below the gas cap, i s t h a t c o r r e c t ? 

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

0. Don't you, again, have a problem w i t h the communicati ) 

of water i n the gas cap? 

A. There again, there seems t o be — i n the o r i g i n a l 

study, and t h e r e , again, Mr. Tweed w i l l elaborate on i t — ther2 

was enough pressure d i f f e r e n c e t o i n d i c a t e t h a t they were not 

i n communication. 

This was brought out when the plan of development 

was put before the working i n t e r e s t owners. The reserves 

t h a t were f i g u r e d i n both — w e l l , one would be a gas cap and 

the other would be a gas zone — were based on d i f f e r e n c e s i n 

pressure a t t h a t time. 

0. Well, the gas zone would imply t h a t there were 

impermeable b a r r i e r s between? 
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A. Well, the gas zone i n the Drinkard would be 

recognized as a gas cap. I n the B l i n e b r y you would recognize 

t h a t as a gas cap but the performance has not been such. 

I t has not produced e x a c t l y as a gas cap. 

There was some pressure d i f f e r e n c e between the o i l 

column t h a t was producing a t t h a t time and the gas zone, or 

the gas cap. 

Q. My question i s , then, you are assuming then t h a t 

there i s an impermeable b a r r i e r — 

A. I n the Drinkard and you don't have s u b s t a n t i a l proof 

i n the B l i n e b r y but there i s some proof and there i s some 

pressure d i f f e r e n c e . 

The w e l l s t h a t we would convert on the end, i n t h i s 

study, we would not convert i n t o the gas cap. I t would be 

squeezed o f f . 

0, I see. 

A. I n the i n j e c t i o n w e l l — we would not be i n j e c t i n g 

water i n t o i t . 

0, But you would be i n j e c t i n g immediately below i t ? 

A. Well, not immediately — I t h i n k t h i s can be brought 

out — i f you could save t h a t question u n t i l we get t o the 

study. I t h i n k from look a t the w e l l s we have converted and 

some of the logs I t h i n k i t could be elaborated on and maybe 

explained a l i t t l e b i t b e t t e r . 

Q. Well, t h a t would be f i n e . I t h i n k you can answer 
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t h i s question, i f there i s not an impermeable b a r r i e r would 

i t not be reasonable t o assume t h a t the gas area i s going 

t o be watered out r a t h e r r a p i d l y once i n j e c t i o n begins? 

A. I don't know what you mean by r a t h e r r a p i d l y . I f 

you look a t the reserves t h a t are out there a t t h i s time 

there appears t o be enough pressure d i f f e r e n c e — I don't 

know whether you could say t h a t — how r a p i d l y i t would or 

would not — we don't in t e n d t o get close enough t o the gas 

zone i n the B l i n e b r y t o get water i n t o i t . 

Q, Well, I recognize t h a t you wouldn't do i t i n t e n t i o n a l 

but assuming the f a c t o r s t h a t you already assume are not 

present, p r i n c i p a l l y , impermeability and the pressure 

d i f f e r e n c e — 

A. Right. 

0. — and you do have communication i n t o the gas area, 

you are going t o lose the gas r a t h e r q u i c k l y ? 

A. Well, I might add t h a t on the gas, i t s e l f , the 

c a l c u l a t i o n s came out t o something l i k e seven b i l l i o n cubic 

f e e t of gas remaining as of 4/1/7 6, i n both the B l i n e b r y and 

the Drinkard gas cap and gas zones. 

This production w i t h the w e l l s t h a t would be d r i l l e d 

a maximum amount of production would l a s t something l i k e seven 

years. The biggest p a r t of the production we estimate would 

be produced w i t h i n four years. 

So, I t h i n k most o f the gas could be recovered before 
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the water f l o o d got completely i n t o the what we would c a l l the 

f i l l u p s t a t e . 

Q. Well, what would be the e f f e c t of the communication 

of o i l i n t o the gas zone? 

A. Well, i t would be a loss of reserves. 

0. That i s a p o t e n t i a l as well? 

A. I would have t o say t h a t i t would be. 

g. Why was the u n i t boundary selected on the west side? 

A. Well, as I stat e d i n the testimony before the 

Bl i n e b r y goes t o gas r a t h e r r a p i d l y and there i s very l i t t l e 

o i l column. The Drinkard does have some flowable reserves 

which are being studied by other major o i l companies. 

To have a u n i t where you have simultaneous i n j e c t i o n 

you would r e q u i r e development w i t h i n both the B l i n e b r y and 

the Drinkard. 

So, i f the B l i n e b r y could not be flooded t h a t would 

be one reason t o cut the boundary o f f on the west side. 

g. I f the west o f f s e t s have no o i l why would they 

cooperate? 

A. Well, i n terms of the Blinebry? 

0. Yes. 

A. Well, there i s some o i l . The west o f f s e t s on there 

i n the Drinkard we a n t i c i p a t e g e t t i n g cooperation i n the 

Drinkard. I n the B l i n e b r y I don't know t h a t we would have 

cooperation on t h a t . 
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A. There again, we wouldn't be sweeping a l l i f there 

i s no o i l i n the B l i n e b r y . We wouldn't be sweeping i t o f f 

of our lease. 

Q. Let's look a t A r t i c l e XI governing the requirements 

f o r a w e l l bore. 

F i r s t of a l l , i s n ' t i t t r u e t h a t the southwest-

northwest quarters of Section 24, which i s roughly i n the 

southeast corner of the u n i t , exempted from the o b l i g a t i o n ? 

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

Q. Why was i t exempted? 

Ji. There was no developed reserves i n e i t h e r the 

B l i n e b r y or the Drinkard i n t h a t p a r t i c u l a r l o c a t i o n . I t 

was not a n t i c i p a t e d t h a t a w e l l would be d r i l l e d i n t h a t 

l o c a t i o n a t t h i s time under the c u r r e n t economics. 

There i s a p o s s i b i l i t y l a t e r on down the l i n e i f 

the p r i c e of o i l rose high enough t h a t the u n i t might want 

to add a w e l l i n t h a t p a r t i c u l a r area. That i s a p r o b a b i l i t y 

t h a t happens t o be very low. 

So, the working i n t e r e s t owners decided t h a t t r a c t , 

the worst of the u n i t , would be about the same percentage 

as what the forumla would give i t as f a r as surface acreage 

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

I f you look a t the formula i n both phase one and 

phase two i t had no e q u i t y . I t c o n t r i b u t e d nothing t o the 

u n i t . Equity i s e s s e n t i a l l y determined from surface acreage. 
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Q. Well, i f i t c o n t r i b u t e d nothing then there r e a l l y 

i s not reason f o r i t t o be there? 

A. Well, there i s a small chance t h a t l a t e r on down 

the l i n e -- and the working i n t e r e s t owners f i g u r e d t h a t 

there was a chance there was enough t o include t h a t p a r t i c u l a r 

t r a c t w i t h i n the u n i t — i t i s paying e s s e n t i a l l y nothing and 

i t c o n t r i b u t e d very l i t t l e e q u i t y . 

0. Does i t p a r t i c i p a t e ? 

fl. Yes, i t does on surface acres which i s a small 

percentage of both phase one and phase two. 

Q. Doesn't t h a t d e t r a c t from the p a r t i c i p a t i o n of other 

t r a c t s i n the u n i t t h a t are a c t u a l l y c o n t r i b u t i n g reserves 

and c o n t r i b u t i n g w e l l bores? 

A. I n what sense? 

Q. I n the sense of equity? 

fl. I t i s r e c e i v i n g very l i t t l e e q u i t y . I t s e q u i t y i s i 

pr o p o r a t i o n t o what i t i s c o n t r i b u t i n g t o the u n i t . I t i s a 

small f r a c t i o n . I don't have the f r a c t i o n i n f r o n t of me 

but i t i s very l i t t l e e q u i t y t h a t p a r t i c u l a r t r a c t i s g e t t i n g . 

Q. Again, w i t h respect t o A r t i c l e X I , the requirements 

f o r the c o n t r i b u t i o n of a w e l l bore what i s the o b j e c t i o n , i f 

there i s any, t o a dual o p e r a t i o n of t h a t w e l l bore from the 

e x i s t i n g operators? 

fl. There, again, t h i s i s my op i n i o n and i t would be 

something t h a t a t t h i s time we have e i g h t y - f i v e percent 
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approval on i t as i s , or more than e i g h t y - f i v e percent 

approval of the working i n t e r e s t owners, which i s the highest 

approval t h a t we have ever got on t h i s p a r t i c u l a r u n i t . 

As f a r as working — the one problem I could see 

was a l l o w i n g — you are speaking of the Tubb or a non-

u n i t i z e d zone producing i n the well? 

0. That's r i g h t , the Tubb and Abo? 

fl. The B l i n e b r y formation the way i t i s set up as I 

said before i s the uppermost formation. The Tubb i s i n the 

middle and the Drinkard i s on the bottom. 

I f you are going t o allow w e l l s out there to produce 

i n the same w e l l bore, i f you are l o o k i n g from the B l i n e b r y 

t o the Drinkard standpoint, you would r e q u i r e three s t r i n g s 

of t u b i n g t o keep these p a r t i c u l a r w e l l s separated. 

I n most cases many of the w e l l s would not accommodate 

three s t r i n g s of t u b i n g . 

Q. Assuming t h a t they would what i s the reason other 

than — 

A. Even w i t h seven inch I don't know t h a t you could 

get the size t u b i n g i n t o produce the w e l l s a t the r a t e s t h a t 

would be r e q u i r e d . 

Q. I f you could t h a t would e l i m i n a t e , as you have said, 

the necessity of the d r i l l i n g of another w e l l t o get t o the 

non-unitized substances? 

fl. I f i t was p h y s i c a l l y possible? 
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0. Yes. 

ft. Yes, where they d i d not have t o be commingled. 

0. Not ov e r l o o k i n g , o f course, the Abo production which 

i s the deepest, i s t h a t r i g h t ? 

A. Yeah, the Abo i s below the Drinkard. 

Q, Now, the twelve m i l l i o n d o l l a r f i g u r e you gave f o r 

the cost of developing the u n i t includes the three gas w e l l s 

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

A. Yes. 

Q. How much do those cost? 

A. The l a s t estimate we have on those, I b e l i e v e , about 

one p o i n t three m i l l i o n d o l l a r s . 

Q. What estimate do you have on the gas reserves t h a t 

are going to be developed there? 

A. The estimate was made 4/1/76, and f o r the t o t a l 

B l i n e b r y and Drinkard was seven p o i n t one — you are speaking 

here of the three gas wells? 

Q. Yes. 

A. Seven p o i n t three one b i l l i o n cubic f e e t of gas i n 

both the B l i n e b r y and the Drinkard. 

Q. Can you give a rough value t o that? 

A. We would be l o o k i n g a t , w e l l , p o s s i b l y f i f t y - s i x 

cents per M.C.F., an average p r i c e of the gas i n the f i e l d , 

so, what t h a t f i g u r e s out t o . 

0. I am t o l d t h a t the t o t a l estimate of cost of each 
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of those w e l l s would be about four hundred forty-thousand, 

i s t h a t r i g h t , f o r each of those gas wells? 

A. I assume t h a t f i g u r e s out t o about t h a t . 

Q. Not the three hundred f i f t y t h a t you p r e v i o u s l y 

t e s t i f i e d to? 

A. No. What I was t e s t i f y i n g t here t o was j u s t the o i l 

w e l l s t h a t would be d r i l l e d . That was a replacement w e l l 

t h a t we had made the l a s t estimate on i n the u n i t — replaceme: 

w e l l w i t h i n the Bl i n e b r y - D r i n k a r d u n i t . 

Q. Why i s the d i f f e r e n t i a l ? 

A. Well, there i s some d i f f e r e n c e i n there — we were 

l o o k i n g a t commingling the production i n the f i v e inch 

casing and the gas w e l l s we are lo o k i n g t o running two s t r i n g s 

of t u b i n g and we would be lo o k i n g a t large casing. 

The o i l w e l l s do not include the pumping equipment 

at the surface. The gas w e l l s we were l o o k i n g a t a d d i t i o n a l 

money t o put i n separation u n i t s t o t i e these p a r t i c u l a r w e l l s 

i n . So, there i s some a d d i t i o n a l cost. 

MR. BATEMAN: Okay. That's a l l of the questions 

t h a t I have. 

MR. RAMEY: We w i l l recess u n t i l o n e - t h i r t y . 

(THEREUPON, the hearing was i n recess.) 

MR. RAMEY: The hearing w i l l come t o order. Mr. 

Bateman, I b e l i e v e you i n d i c a t e d t h a t you were through? 
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MR. BATEMAN: That's c o r r e c t , thank you. 

MR. RAMEY: Are there any other questions of the 

witness? Ms. Teschendorf? 

CROSS EXAMINATION 

BY MS. TESCHENDORF: 

Q. I j u s t have a couple. I t h i n k you said t h a t the 

cost of the p r o j e c t was twelve and a h a l f m i l l i o n and the 

p r o f i t would be between sev e n t y - f i v e and e i g h t y m i l l i o n ? 

A Yes. 

Q. Do you have any estimate of any a d d i t i o n a l cost of 

the u n i t over what i t would have been i f i t remained un-unitiz> 

A I f i t had remained j u s t a primary stage? As f a r 

as expenditure or how i t would compare i n p r o f i t a b i l i t y ? 

Q. As f a r as the expenditures and how i t would compare 

i n p r o f i t a b i l i t y ? 

A. Well, i f we d i d n ' t form a u n i t t here wouldn't be any 

a d d i t i o n a l c a p i t a l investment. The c a p i t a l investment of 

twelve and a h a l f m i l l i o n would come t o put i n the secondary 

operations. 

Q, That would be i n ad d i t i o n ? 

A. But i t you want t o compare i t on the basis of what 

the p r o f i t would be i f we continued primary production versus 

what i t would be i f we had the u n i t , I can give you those 

numbers. 
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0. Okay. 

A. The approximate primary as we had estimated back 

i n '76, would be approximately between e i g h t and ten m i l l i o n 

d o l l a r s i n the continued primary production. That would be 

an undiscounted p r o f i t . 

Q, Have you made any estimates as t o the value of 

a d d i t i o n a l hydrocarbons you w i l l recover w i t h the secondary? 

A. That estimate i s what we stated as secondary 

reserves and t h a t would be approximately nine p o i n t e i g h t 

m i l l i o n b a r r e l s of secondary o i l , a d d i t i o n a l recovery. 

Q. What would the value of t h a t be? 

A. Well, we estimated on our economics, since the 

biggest p a r t of the u n i t was s t r i p p e r p r i c e s i n t h a t u n i t 

a t t h i s time, I b e l i e v e you are t a l k i n g about t h i r t e e n d o l l a r s 

and e i g h t y - f o u r cents. 

Q. So then, i n your o p i n i o n the value of the a d d i t i o n a l 

o i l and gas you would get out of there w i l l exceed — 

A. The twelve p o i n t f i v e m i l l i o n investment, yes. 

0. I had one other question. You said t h a t seventy-

f i v e percent, a t l e a s t s e v e n t y - f i v e percent, of the working 

i n t e r e s t owners had approved the p a r t i c i p a t i o n formula. Have 

they also approved the e n t i r e u n i t ? 

A. This i s c o r r e c t . I n terms of the p a r t i c i p a t i o n 

formula I was speaking i n terms of those people who had 

signed the u n i t agreement, as our next witness w i l l t e s t i f y , 
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depending on phase one or phase two, over e i g h t y - f i v e percent 

of the working i n t e r e s t owners have signed up. 

0. What about the r o y a l t y i n t e r e s t s ? 

A. At t h i s time i t i s comparable. 

MS. TESCHENDORF: That's a l l I have. 

MR. RAMEY: Mr. Stamets? 

CROSS EXAMINATION 

BY MR. STAMETS: 

0. Mr. Malaise, I don't b e l i e v e you have t o t u r n t o i t 

but E x h i b i t F i f t y i n d i c a t e s one i n j e c t i o n w e l l w i t h o u t a 

packer, i s t h a t an e r r o r i n d r a f t i n g ? 

A. Yes, i t would have been. 

Q. You are going t o have packers i n each i n j e c t i o n 

w e l l? 

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

Q. A l l r i g h t . Then, i n E x h i b i t s F o r t y - t h r e e t o Two 

F i f t y - t w o , were you attempting t o comply w i t h Commission's 

Memorandum 3-77? 

A. Those are which ones, Mr. Stamets, are they -- what 

are those diagrams of? 

0. Well, t h a t ' s the diagram of a l l of the w e l l s — 

A. W i t h i n the u n i t area? 

0, I n s i d e and out. 

A. A l l of those w i t h i n the u n i t area? 
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Q. And a l l of those w i t h i n a h a l f a m i l e , 

fl. Yes, we were. 

Q. Now, I j u s t scanned through those and i t appears t o 

me t h a t those w e l l s on the outside of the u n i t boundary do 

not have the cement tops shown. There were some w e l l s t h a t 

d i d not have the p e r f o r a t i o n s shown. Some w e l l s d i d not have 

the plug sizes or l o c a t i o n s . 

I presume t h a t you would be w i l l i n g t o submit that? 

fl. Yes, we would. Where we ran i n t o problems t h e r e , 

of course, i n g e t t i n g t h a t i n f o r m a t i o n from other operators. 

Sometimes we had the sources and sometimes we d i d n ' t . The 

we l l s w i t h i n the u n i t boundary w i t h i n the n e g o t i a t i o n s every­

one has turned over schematics and t h a t type of i n f o r m a t i o n 

and i t was a l i t t l e b i t hard t o get the i n f o r m a t i o n on the 

w e l l s outside. 

MR. STAMETS: That's a l l . 

MR. RAMEY: Any other questions of the witness? Mr 

K e l l a h i n . 

RECROSS EXAMINATION 

BY MR. KELLAHIN: 

Q. An a d d i t i o n a l question — i n response t o Ms. 

Teschendorf's question l e t me make sure I understand what you 

said. 

You a n t i c i p a t e nine m i l l i o n e i g h t hundred ten thous 
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a d d i t i o n a l b a r r e l s of o i l t o be recovered from the secondary 

operation? 

A. That's c o r r e c t , i n the Bl i n e b r y and Drinkard as 

the sum t o t a l . 

Q, A l l r i g h t . What p o r t i o n of t h a t reserve i s 

a t t r i b u t a b l e t o t r a c t s t h i r t e e n and f i f t e e n ? 

fl. That p o r t i o n of the — t h e i r i n t e r e s t , t r a c t t h i r t e e n 

would be approximately — the r e , again, I would have t o r e f e r 

back t o the combined p a r t i c i p a t i o n i n t e r e s t . 

But i t would be t h e i r combined p a r t i c i p a t i o n i n t e r e s t 

i n phase one and phase two of the p r o j e c t . We estimate phase 

one t o l a s t approximately four and a h a l f years. 

So, on a weighted average i t would be somewhere 

close t o e i g h t percent times t h a t e i g h t p o i n t nine b a r r e l s 

of reserves. 

Q. I made t h a t c a l c u l a t i o n and I come up w i t h one 

m i l l i o n one hundred twenty thousand three hundred e i g h t y -

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

I n your o p i n i o n i s t h a t approximately r i g h t ? 

A. I t h i n k t h a t would be approximately c o r r e c t . One 

second — those numbers have been c a l c u l a t e d on the Cone 

t r a c t . I c a l c u l a t e something less than t h a t — t h a t ' s i n the 

neighborhood -- j u s t under a m i l l i o n b a r r e l s — I t h i n k where 

the d i f f e r e n c e would come i n i s how long you c a r r y phase one 

and the combined i n t e r e s t but t h a t i s the approximate number. 
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Q. Well, we are i n the b a l l park w i t h a m i l l i o n one 

hundred thousand. 

I f you s u b s t r a c t those reserves from t r a c t s t h i r t e e n 

and f i f t e e n t h a t would leave you secondary reserves of 

e i g h t m i l l i o n s i x hundred and n i n e t y thousand? 

fl. How many reserves were you p u t t i n g f o r Summit? 

What d i d you get f o r them, roughly three percent? 

Q. For Summit I have got about three percent and f o r 

Cone I have got e i g h t p o i n t four percent. 

fl. So, the f i g u r e s you gave awhile ago were f o r Summit 

and Cone? 

0. That's r i g h t . 

fl. Okay, t h a t would be close. I was t h i n k i n g i n terms 

of Cone, only. 

Q. What would Arco's, as u n i t operator, p r o f i t be based 

on the exclusion of those two t r a c t s ? I n other words what 

would be the p r o f i t based on secondary reserves of the e i g h t 

m i l l i o n s i x hundred n i n e t y thousand? 

fl. I t would be roughly i f we were looking a t seventy 

t o e i g h t y m i l l i o n i t would be roughly eighty-nine percent of 

t h a t . I f we are l o o k i n g a t eleven percent. 

This would not be Arco, i t would be the u n i t . 

Q, I understand. With the exclusion of t r a c t s t h i r t e e n 

and f i f t e e n would not the u n i t s t i l l r eceive a reasonable 

r e t u r n on i t s investment? 
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A. For t h a t p a r t i c u l a r investment I would say, yes. 

MR. KELLAHIN: A l l r i g h t . No f u r t h e r questions. 

CROSS EXAMINATION 

BY MR. RAMEY: 

Q. Mr. Malaise, f o l l o w i n g up on Mr. Ke l l a h i n ' s l i n e of 

questions, i f you d i d drop those two t r a c t s out would you 

s t i l l have the same e f f i c i e n c y i n your flooding? 

A. I t h i n k one would have t o answer t h a t on each t r a c t -

answer each one i n d i v i d u a l l y . 

I t h i n k on the Summit t r a c t , there again, the way 

the p a t t e r n i s set up Summit would be converting one i n j e c t i o n 

w e l l and i f we f u l f i l l our o b l i g a t i o n we would be converting 

f i v e i n j e c t i o n w e l l s around i t . 

We would be sweeping more o i l t o the Summit t r a c t 

than we would keep i n the u n i t and as f a r as the u n i t i s 

concerned we would be l o s i n g reserves i n t h a t area. 

I f we d i d not convert those i n j e c t i o n w e l l s and 

l a i d o f f of f i v e there would d e f i n i t e l y be a loss of reserves 

w i t h i n the u n i t boundaries. 

I f we look a t the Cone t r a c t I t h i n k on i t assuming 

t h a t some type of cooperative agreement could be reached, 

and I guess our f e e l i n g on t h i s a t t h i s time i s t h a t i t probabl 

could not be reached, you would run i n t o the same s i t u a t i o n . 

I f you d i d n ' t convert the i n j e c t i o n w e l l s o f f s e t t i n g 
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i t you would be running the r i s k there of l o s i n g the reserves 

w i t h i n the u n i t boundary. 

From the testimony t h a t has been brought out t h i s 

morning, I t h i n k i t becomes apparent t h a t i n the zone l i k e 

the B l i n e b r y where there are several porous zones w i t h i n i t 

t h a t from an e f f i c i e n c y standpoint one operator would be able 

to operate t h a t p a r t i c u l a r u n i t and maximize the recovery. 

Timing-wise as f a r as converting the i n j e c t i o n w e l l s 

t o maintain the f l o o d f r o n t and making sure the water i s going 

i n t o the zone i t should be, the porous i n t e r v a l i t should be 

going i n t o i n the B l i n e b r y , and I t h i n k the same t h i n g holds 

t r u e i n the Drinkard. 

MR. RAMEY: Any other questions of the witness? 

Mr. K e l l a h i n . 

RECROSS EXAMINATION 

BY MR. KELLAHIN: 

Q. I f a i l t o see the d i f f e r e n c e between working out a 

lease l i n e agreement w i t h those operators on the west t h a t are 

not p a r t i c i p a t i n g i n the u n i t and how t h a t would d i f f e r from 

working out a lease l i n e agreement w i t h Mr. Cone on the west 

side? 

h. Well, on the west side w i t h one w e l l t o f i v e I don't 

see how you can p o s s i b l y work out an eq u i t a b l e p o s i t i o n . 

I n the s i t u a t i o n of Mr. Cone's t r a c t you would be 
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more or less on a one t o one basis i f a lease l i n e agreement 

could be worked out. 

0, We t a l k e d about these lease l i n e agreements before 

and I don't want t o belabor the p o i n t but I want t o f i n d 

out i n your o p i n i o n w i l l a reasonable and prudent operator 

as the u n i t operator want t o have i n h i s possession executed 

lease l i n e agreements not only along the west perimeter but 

also along the south perimeter and along the n o r t h perimeter 

of t h i s u n i t p r i o r t o the time the commencement of a c t u a l 

i n j e c t i o n ? 

A. I t h i n k any u n i t t h a t you went i n t o you would l i k e 

t o have t h i s . What you run i n t o i s the f a c t t h a t , there again, 

from a t i m i n g standpoint, not everyone i s going t o be able 

t o get t h e i r studies done and t h e i r u n i t formed a t the same 

time. 

I t h i n k as a prudent operator i s concerned t h i s i s 

t o the p o i n t where you have made an attempt t o get as many 

people i n , there again, r e f e r r i n g t o those people who have 

an i n t e r e s t i n t h i s p a r t i c u l a r u n i t . 

I s t a r t t o see the s i t u a t i o n of the t a i l wagging 

the dog. I don't t h i n k the u n i t could w a i t t o get every 

lease l i n e signed and every i n j e c t i o n w e l l signed up. I don't 

t h i n k t h a t would be prudent. 

Q. How do you avoid, then, the p o t e n t i a l r i s k of 

l o s i n g reserves across the lease l i n e ? 
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fl. I n which p a r t i c u l a r r e s e r v o i r ? 

Q, I n the B l i n e b r y and the Drinkard by moving i t o f f 

the west side of the u n i t ? 

A. There, again, on the west side we wouldn't convert 

those i n j e c t i o n w e l l s i n the p a t t e r n s next t o the lease l i n e 

u n t i l we do have the lease l i n e agreement signed. 

That, I t h i n k , i s a r i s k t h a t you are going to be 

faced w i t h i n any u n i t t h a t you form t h a t has boundaries. 

Q. With t h a t r i s k wouldn't i t be reasonable and prudent 

to have the O i l Commission enter i n i t s order a p r o v i s i o n 

to r e q u i r e the execution of the lease l i n e agreement from 

those areas p r i o r t o the o f f s e t t i n g i n j e c t i o n ? 

fl. I don't know t h a t I would be q u a l i f i e d t o answer 

t h a t question. 

MR. KELLAHIN: No f u r t h e r questions. 

MR. RAMEY: Any other questions? He may be excused. 

(THEREUPON, the witness was excused.) 

MR. HINKLE: I f the Commission please, I would l i k e 

t o o f f e r i n t o evidence E x h i b i t Two Sixty-one i n t o evidence. 

MR. RAMEY: I t w i l l be accepted i n t o evidence, Mr. 

Hinkle. 

MR. HINKLE: We would l i k e t o c a l l J e r r y Tweed. 

JERRY TWEED 

was c a l l e d as a witness by the a p p l i c a n t , and having been 
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f i r s t duly sworn, t e s t i f i e d upon h i s oath as f o l l o w , t o - w i t : 

DIRECT EXAMINATION 

BY MR. HINKLE: 

0. State your name, your residence, and by whom you 

are employed? 

A. I am J e r r y Tweed. I work and l i v e i n Midland, 

Texas. I work f o r the A t l a n t i c - R i c h f i e l d Company. 

0. What i s your p o s i t i o n w i t h A t l a n t i c - R i c h f i e l d ? 

A. D i s t r i c t Petroleum Engineer. 

Q. Have you p r e v i o u s l y q u a l i f i e d before the Commission? 

A. Yes, I have. 

Q, Q u a l i f i e d as a Petroleum Engineer? 

a. Yes. 

g And have you made a study of the proposed area i n 

the East B l i n e b r y and East Drinkard? 

A. Yes, I have. 

g And of a l l of the w e l l s i n the u n i t and surrounding 

area? 

A. Yes. 

MR. HINKLE: Are h i s q u a l i f i c a t i o n s acceptable? 

MR. RAMEY: The witness i s q u a l i f i e d , Mr. Hinkle. 

g (Mr. Hinkle continuing.) Are you f a m i l i a r w i t h the 

n e g o t i a t i o n s t h a t have been c a r r i e d on f o r the formation of 

t h i s u n i t ? 
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A. Yes. I was involved w i t h the n e g o t i a t i o n s from 

the o u t s e t . 

The f i r s t working i n t e r e s t owners' meeting was 

held, I t h i n k i n 1969. At t h a t time we looked a t u n i t i z i n g 

a l l — u n i t i z i n g four zones — I t h i n k Mr. Malaise has 

t e s t i f i e d — the B l i n e b r y , the Tubb, the Drinkard, and the 

Abo. 

Also a t t h a t time there was no s t a t u t o r y u n i t i z a t i o n 

b i l l i n New Mexico. Those n e g o t i a t i o n s were c a r r i e d on f o r 

a number of years and a t various times i t appeared t h a t we 

would be unable t o form a u n i t and t h a t the p o t e n t i a l of 

ten m i l l i o n b a r r e l s of secondary o i l would not be recovered. 

With the passage of the s t a t u t o r y u n i t i z a t i o n act 

a new i n t e r e s t was shown by the working i n t e r e s t owners i n 

forming the u n i t . They got back together w i t h , I t h i n k , a 

more sense of cooperation and a determination t o t r y t o 

attempt t o put the best secondary recovery u n i t together t h a t 

they could. 

A f t e r t h a t time the u n i t proceeded a t a reasonable 

pace t o t h i s p o i n t . 

Q. This i s the f i r s t time t h a t you f e l t t h a t the 

working i n t e r e s t owners f e l t i t might be f e a s i b l e t o go ahead 

w i t h the u n i t i z a t i o n ? 

A. Well, a t the o u t s e t they thought i t could be 

worked out and we kept running i n t o various problems. So, 
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a t one time i n the e a r l y 1970's, i t appeared t h a t the u n i t 

would not be able t o be formed. 

The f i r s t time a f t e r t h a t p e riod t h a t i t looked 

l i k e i t might be was a f t e r the s t a t u t o r y u n i t i z a t i o n act was 

enacted. 

Q. Who was represented a t the various meetings t h a t 

you held s t a r t i n g i n 1969 and from there on? 

fl. P r a c t i c a l l y a l l of the working i n t e r e s t owners 

appeared a t a t l e a s t one meeting. 

Q. Did you have a l o t of meetings? 

fl. Yes, we had q u i t e a number. 

Q. Did you form an engineering committee t o study the 

s i t u a t i o n ? 

fl. Yes, our f i r s t assignment was an engineering sub­

committee t o make a r e s e r v o i r study of the u n i t and t o 

develop a p a r t i c i p a t i o n parameter t a b l e t o be approved by the 

working i n t e r e s t owners, which we d i d . 

The r e p o r t was issued i n September of 1971, and was 

accepted by the working i n t e r e s t owners. 

0. I b e l i e v e you st a t e d t h a t there had been numerous 

proposals i n connection w i t h t h i s matter t o water f l o o d the 

u n i t i z e d four zones and then l i m i t e d t o the two zones and 

so f o r t h ? 

Before the s t a t u t o r y u n i t i z a t i o n act was passed d i d 

you consider t h i s cooperative f l o o d as f a r as the lease 
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i n t e r e s t are concerned? 

fl. We have looked a t the cooperative from time t o 

time and I would l i k e t o draw your a t t e n t i o n to E x h i b i t 

Two t h a t has been submitted. 

The problem w i t h t h i s i s t h a t Mr. Malaise has 

already t e s t i f i e d t o p a r t of t h i s but I would l i k e t o draw 

a t t e n t i o n t o i t again. 

There are a number of t r a c t s i n here t h a t are not 

e x a c t l y uniform or, say, one hundred and s i x t y acre t r a c t s . 

Summit's t r a c t i s one of them. I t was p r e v i o u s l y t e s t i f i e d 

t h a t i t would be o f f s e t by f i v e i n j e c t o r s and he would 

convert one. 

I t i s our i n t e r p r e t a t i o n of the engineering data 

t h a t more cooperative f l o o d here would r e s u l t i n more o i l 

being swept t o Summit's acreage than he would sweep t o the 

remainder of the u n i t . 

Therefore, we were opposed t o a cooperative agreement 

f o r t h i s t r a c t . 

Now, i f t h a t t r a c t d i d not come i n t o the u n i t the 

only e q u i t a b l e cooperative arrangement t h a t you could make 

would be to convert less than the f i v e proposed i n j e c t i o n 

w e l l s o f f s e t t i n g i t . 

I f t h i s was done you could o b t a i n e q u i t y but you 

would lose u l t i m a t e reserves. We f e l t t h a t i t was a 

r e s p o n s i b i l i t y of the group t o draw up plans t h a t would 
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r e s u l t i n the most e f f i c i e n t recovery of the reserves 

underneath the u n i t boundary t h a t we could. 

That i s one of the reasons t h a t the working i n t e r e s t 

owners favored a u n i t f o r the e n t i r e area r a t h e r than a 

cooperative agreement on c e r t a i n t r a c t s . 

Now, p e r t a i n i n g t o the Eubanks, Cone operates the 

Eubanks, t r a c t you could o b t a i n e q u i t y i f the two w e l l s were 

converted versus the u n i t but there are two problems t h a t 

are involved there which would a f f e c t your e f f i c i e n c y . 

One of these i s the t i m i n g . I f he converted h i s 

i n j e c t i o n w e l l a t the same time t h a t the others were 

converted, then, you would have an e f f i c i e n t f l o o d of sands 

and no loss of reserves. 

However, i f they were not converted they would have 

t o delay conversions of w e l l s o f f s e t t i n g him and would 

convert other w e l l s i n the u n i t . 

This would lead t o an uneven f l o o d of sands i n 

the p o r t i o n s of the u n i t which would r e s u l t i n o i l being 

pushed i n t o areas where i t would not be recovered or l o s t 

o f f of the u n i t and would reduce the secondary recovery 

from the u n i t . 

Also, I would l i k e t o r e f e r t o E x h i b i t One E and 

One F, which are cross sections of the B l i n e b r y . 

I n our study we broke the B l i n e b r y down i n t o f i v e 

producing zones or separate porous streaks. Each one of 
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these has a l i t t l e d i f f e r e n t c h a r a c t e r i s t i c s as f a r as 

p o r o s i t y and p e r m e a b i l i t y . 

Also, as has been p r e v i o u s l y t e s t i f i e d there i s a 

gas cap i n the B l i n e b r y w i t h c e r t a i n zones on the west side 

going from the o i l column i n t o the gas cap. 

So, I t h i n k one operator operating the e n t i r e u n i t 

could more e f f i c i e n t l y determine which zones the water ought 

t o be i n j e c t e d i n and could more e f f e c t i v e l y conduct the 

water f l o o d operations. I t i s a very complex r e s e r v o i r . 

Q. Mr. Malaise made reference t o another water f l o o d 

p r o j e c t i n the area. 

Do you care t o make any f u r t h e r comments w i t h 

respect t o t h i s ? 

a. I would s t a t e t h a t the a n t i c i p a t e d recovery and 

the secondary prospects f o r t h i s p a r t i c u l a r u n i t are comparabl 

to other water floods i n New Mexico. 

A l l of them have somewhat s i m i l a r r e s e r v o i r 

c h a r a c t e r i s t i c s and they have about the same amount of r i s k 

i n v o lved and they have an a n t i c i p a t e d recovery s i m i l a r t o 

what we a n t i c i p a t e here i n the Bl i n e b r y u n i t . 

So, i n my e s t i m a t i o n i t i s from an r e s e r v o i r 

engineering standpoint, i t i s s i m i l a r t o other water floods 

i n the southeastern New Mexico. 

Q, You t h i n k i t w i l l not be successful? 

a. No, s i r , I t h i n k i t w i l l make the reserves t h a t we 
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have estimated. 

I would l i k e t o make one other p o i n t . I t h i n k 

Mr. Malaise has brought t h i s up, but i n reference t o , say, 

the d e laying the f l o o d u n t i l the Tubb i s depleted — the 

greater p o r t i o n of these w e l l s were d r i l l e d between 1952 and 

1958, which i s over twenty years ago, now. 

We estimate t h a t t o deplete the Tubb reserves would 

r e q u i r e another four t o e i g h t years. I f you s t a r t a water 

f l o o d a t t h a t time the w e l l s would be some t w e n t y - f i v e or 

twenty-six years o l d and we a n t i c i p a t e t h a t the l i f e of t h i s 

f l o o d w i l l be some twenty-one years, which would mean t h a t 

you would be using these w e l l s and your equipment f o r some 

f o r t y - s i x t o f i f t y years of t o t a l l i f e . 

We t h i n k from an economical standpoint which, when 

you pi c k an economic l i m i t , r e l a t e s i n t o t a l reserve recovery 

the quicker the f l o o d i s enacted the more our recovery w i l l 

be. Because as these w e l l s get older i t i s going to r e q u i r e 

more expense and the average o i l production per w e l l f o r an 

economic l i m i t w i l l increase. 

Also, I would l i k e t o p o i n t out t h a t there are 

p r o v i s i o n s i n the agreement t h a t allow the operators t o 

produce the Tubb under some means. E i t h e r go t o an a l t e r n a t e 

w e l l bore or he can pay a two hundred thousand d o l l a r 

penalty and keep h i s w e l l bore and produce the Tubb reserves 

through the e x i s t i n g w e l l bore. 
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The economics of the water f l o o d are such t h a t 

he w i l l , the operator w i l l , make a p r o f i t — i t w i l l s t i l l 

r e t u r n him a p r o f i t by paying the two hundred thousand 

d o l l a r penalty and j o i n i n g the u n i t i f he so des i r e s . 

Q. Mr. Tweed, you heard the testimony of Mr. Malaise. 

Do you agree w i t h h i s testimony? 

A. Yes, as a whole. 

Q. Do you agree w i t h h i s estimate of the secondary 

recovery and the amount t o be recovered? 

A. Yes, s i r . The o r i g i n a l secondary recovery r e p o r t 

t h a t was put out i n September 1971, was done under my 

d i r e c t i o n . 

E s s e n t i a l l y , the f i g u r e s t h a t are involved t h a t 

Mr. Malaise has eluded t o I was d i r e c t l y involved i n 

c a l c u l a t i n g . 

Q. You have already commented t o some extent on t h i s 

but what would happen i f the Cone and Summit t r a c t s are 

excluded as f a r as the u l t i m a t e recovery i s concerned? 

A. The way i t appears t o me i t would be one or two 

thi n g s t h a t would happen, I t h i n k . 

The f i r s t t h i n g i s t h a t we have had — these 

n e g o t i a t i o n s f o r t h i s u n i t has gone on f o r e i g h t years. I t 

has been very d i f f i c u l t . There have been times t h a t i t 

appeared t h a t we would be unsuccessful i n forming a u n i t 

here. 
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I f these two t r a c t s were excluded, I t h i n k i t would 

add t o our d i f f i c u l t y of forming a u n i t w i t h the remainder 

of the acreage. 

We have some e i g h t y - f i v e percent approval now 

and I t h i n k i f those two t r a c t s were excluded and we went 

back t h a t we would have d i f f i c u l t y i n d u p l i c a t i n g t h a t . We 

c e r t a i n l y would be running a r i s k t h a t we could not o b t a i n 

the s e v e n t y - f i v e percent necessary f o r s t a t u t o r y u n i t i z a t i o n . 

The other t h i n g t h a t would happen, I t h i n k , t h a t 

i f we d i d form a u n i t excluding t h i s acreage I don't b e l i e v e 

there would be any way t h a t we could recover the t o t a l 

nine p o i n t e i g h t m i l l i o n b a r r e l s of o i l . 

I t h i n k we would s u f f e r a loss i n recovery due t o 

the f a c t , one, l i k e I t e s t i f i e d t o t h a t t o o b t a i n e q u i t y 

we wouldn't be able t o convert a l l f i v e w e l l s o f f s e t t i n g 

Summit. 

Also, I t h i n k we would have a problem w i t h the two 

operators as t o which zones they opened and how much water 

they would put i n t o the i n j e c t i o n w e l l s and when they converted 

t h e i r i n j e c t i o n w e l l s . 

A l l of these p o i n t s are c r i t i c a l t o the optimum 

recovery of the secondary reserves. 

MR. HINKLE: That's a l l on d i r e c t . 

MR. RAMEY: Any questions of the witness? 

MR. KELLAHIN: Yes, s i r , I have several. 
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CROSS EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Tweed, does Mr. Malaise s t i l l work under your 

c o n t r o l and supervision? 

A. Yes, he does. 

0. I ' l l t a l k t o you about some questions he deferred 

t o you e a r l i e r . 

The f i r s t one was w i t h regards t o the a l l o c a t i o n of 

production between the Drinkard and the B l i n e b r y . He t a l k e d 

i n terms of t h i r t y - f i v e percent i n the Drinkard and s i x t y -

f o ur and a h a l f percent t o the Blinebry? 

fl. Yes. 

0, And I asked him how those a l l o c a t i o n s were reached. 

He said there were c e r t a i n studies t h a t you had done upon 

which he r e l i e d . 

Would you t e l l me how you reached the f l o o d a b i l i t y 

f a c t o r of zero p o i n t seven t o one b a r r e l s on the Blinebry? 

fl. F i r s t of a l l , I would l i k e t o answer the a l l o c a t i o n 

of s i x t y - f i v e — t h i r t y - f i v e a l l o c a t i o n — 

Q. Approximately — 

A. Yeah, approximately — s i x t y - f i v e — t h i r t y - f i v e 

a l l o c a t i o n . This was based on the r a t i o of remaining primary 

eq u i v a l e n t gas and secondary reserves i n each zone. 

I n other words a t the present time the B l i n e b r y or 

Drinkard contains approximately t h i r t y - f i v e percent t o t a l 
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remaining reserves and the B l i n e b r y approximately s i x t y -

f i v e . 

This i s what the a l l o c a t i o n formula was based on 

which was the engineering committee's c a l c u l a t i o n of the 

t o t a l remaining reserves, both primary and secondary, along 

w i t h the equivalent gas. 

0. Let me ask you a follow-up question on the a l l o c a t i o n 

The previous testimony i n d i c a t e d t h a t we had an attempt t o 

create two separate f l o o d s , one, f o r the East B l i n e b r y and, 

one, f o r the East Drinkard, but t h a t when i t came t o the 

production we weren't going t o separately monitor production, 

we were simply going t o use the a l l o c a t i o n formula. 

Why i s t h a t necessary i f you are going t o separately 

handle the water f l o w i n t o each zone? 

A. A l l r i g h t . The reason i t i s necessary t o commingle 

the producing w e l l s i s t h a t — simply t h a t you can l i f t more 

f l u i d out o f a s i n g l y completed producing w e l l . 

We t h i n k t h a t i n j e c t i n g the volumes t h a t Mr. Malaise 

t e s t i f i e d t o t h a t we would d r i v e more f l u i d s t o the producing 

w e l l than we could produce out of a dual completion. 

The dual w i t h two s t r i n g s and producing under a 

packer you have a problem of producing gas from under a packer 

which we would have from the Drinkard zone and also i t severely 

r e s t r i c t s the amount of t o t a l f l u i d s you can l i f t . 

This would e i t h e r r e s u l t i n a loss of recovery 
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through d r i v i n g the o i l o f f t o the Bl i n e b r y or t o an 

unrecoverable area or else we would have t o severely reduce the 

amount of i n j e c t i o n and thus extend the l i f e of the f l o o d 

g r e a t l y which would r e s u l t i n some loss of recovery, also. 

Therefore, i t i s more of a mechanical problem, 

r e a l l y . We can put l a r g e r t u b i n g and l i f t more f l u i d on 

the s i n g l e producing w e l l s . 

Now, the reason we want a dual completion i n j e c t i o n 

w e l l i s f o r b e t t e r c o n t r o l of i n j e c t e d f l u i d i n t o the two 

zones. 

You could j u s t set one packer and put water i n both 

zones and i t w i l l be somewhat cheaper but we t h i n k w i t h the 

two s t r i n g s of tub i n g and the dual packer system t h a t we 

w i l l be b e t t e r able to c o n t r o l the i n j e c t i o n i n t o each 

i n d i v i d u a l zone and thus improve the e f f i c i e n c y , the f l o o d 

e f f i c i e n c y , of the u n i t . 

Q. I understand what you are t e l l i n g me. As a p r a c t i c a l 

matter we are going t o t r e a t the Drinkard and Bli n e b r y f o r 

one purpose i n the f l o o d and y e t we have got two sets of 

documents and I f a i l t o understand why we have segregated the 

Bl i n e b r y and the Drinkard? 

A. The B l i n e b r y and Drinkard were set up as two 

separate u n i t s . They were combined i n the a l l o c a t i o n formula 

and combined — plans were made t o commingle the producing 

w e l l s down hole i n an e f f o r t or i n order t o increase a 
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recovery from both u n i t s . 

I t appeared advantageous to both the u n i t s t o 

enter i n t o t h i s agreement, t h i s a l l o c a t i o n agreement, i n 

order t o reduce costs and t o increase the recovery from 

both the u n i t s . 

Q. Have you had any contact w i t h the U.S.G.S. concerning 

the u n i t i z a t i o n of these two formations and the f l o o d a b i l i t y 

of both of them? 

fl. Mr. Malaise handled most of the contacts w i t h the 

U.S.G.S. 

Q. What, i f any, problems are created f o r the unproduced 

Tubb reserves by the implementation of t h i s water f l o o d 

p r o j e c t f o r the B l i n e b r y and the Drinkard? 

fl. I t was t e s t i f i e d t h a t c u r r e n t l y e i g h t w e l l s are 

producing from the Tubb. I t h i n k t o put i t i n prospective, and 

these are j u s t rough f i g u r e s , there i s about three b i l l i o n 

cubic f e e t of Tubb gas reserves remaining. 

I don't know what the p r i c e i s but I would say t h a t 

the value of t h a t would be, I would say, a m i l l i o n f i v e 

hundred thousand d o l l a r s . 

The remaining secondary reserves i n the Bli n e b r y and 

the Drinkard are some ten m i l l i o n b a r r e l s w i t h a value i n 

excess of t h i r t e e n d o l l a r s a b a r r e l which would give you a 

t o t a l gross value of reserves of one hundred t h i r t y t o one 

hundred f o r t y m i l l i o n d o l l a r s . 
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So, i n comparison t o the stakes, c e r t a i n l y , the 

advantage can be seen t o t r y t o go a f t e r and recover the 

secondary reserves i n the B l i n e b r y and the Drinkard. 

Now, i t i s not our i n t e n t t h a t we leave any reserves, 

any economical reserves, i n the ground e i t h e r from the Tubb 

or any other formation. 

However, i t w i l l cost some money and I t h i n k most of 

the e i g h t operators w i l l continue t o produce the Tubb. I 

might add t h a t a l l but the Cone t r a c t have i n t e n t i o n s of 

spending t h a t money t o produce i t . That t r a c t i s not the only 

one involved i n t h i s problem. 

Other people w i l l have t o go i n and p o s s i b l y squeeze 

o f f t h e i r Tubb i n one w e l l and go t o another w e l l bore t h a t 

they have and open i t and t r e a t i t and put i t on stream 

which i s a cost t o them. 

Also, the u n i t provides f o r a person, i f they don't 

have a separate w e l l bore, of keeping the w e l l bore t h a t they 

have and paying the two hundred thousand d o l l a r penalty. 

So, there are p r o v i s i o n s — we have made p r o v i s i o n s 

t o do i t and I t h i n k — now, we have thought — A t l a n t i c -

R i c h f i e l d Company has thought of other p o s s i b i l i t i e s which 

would have t o be approved by the working i n t e r e s t owners, of 

course. 

Q. I t h i n k what you are t e l l i n g me i s t h a t there i s a 

s u b s t a n t i a l r i s k t h a t the Tubb would be watered out by the 
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Bl i n e b r y and Drinkard f l o o d i f the operator of the Tubb 

w e l l doesn't take some a c t i o n on h i s p a r t t o p r o t e c t those 

reserves? 

A. No, I don't b e l i e v e I said t h a t . What I was saying 

was i n order t o produce i t — w e l l , he has t o t u r n us a 

w e l l bore, over. So, he has t o t u r n over a usable w e l l bore 

over t o the u n i t . So, i f he i s c u r r e n t l y producing the Tubb 

he would e i t h e r have t o shut o f f the other zones from 

production and continue t o produce the zones i n the Tubb 

i n t h a t w e l l and pay the two hundred thousand d o l l a r penalty 

or he would have t o squeeze o f f the Tubb i n t h a t w e l l and 

go t o another w e l l and open the Tubb zone up and t r e a t 

i t and b r i n g i t on production. 

Q. You said i t a d i f f e r e n t way but I am not sure i t i s 

anything d i f f e r e n t from what I said. 

A. Well, i t i s j u s t a mechanical means as t o how he 

i s going t o continue t o produce h i s Tubb reserves. I t has 

nothing t o do w i t h the i n j e c t i o n of water i n t o the Bl i n e b r y 

and the Drinkard. 

Q. You are t e l l i n g me t h a t the B l i n e b r y and the Drinkard 

i n j e c t i o n w i l l not pose a s u b s t a n t i a l r i s k t o the Tubb? 

A. Are you asking i n terms of water m i g r a t i n g i n t o 

the Tubb? 

0. Yes, s i r . 

A. Yes, I would say t h a t i t w i l l not pose a s u b s t a n t i a l 
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r i s k t o the Tubb. 

A l l o f these w e l l s have been cemented. One t h i n g 

I would l i k e t o p o i n t out t h a t a t the present time i t i s the 

operators' r e s p o n s i b i l i t y t o produce those w e l l s unless he 

has a commingling p r o v i s i o n so t h a t they are separate. 

So, he would be v i o l a t i n g Commission r e g u l a t i o n s 

i f they a t the present time were i n communication w i t h o u t a 

commingling order. 

On June 22, 1977, Mr. Cone t e s t i f i e d i n a commingling 

hearing and requesting from the Commission approval to 

commingle the B l i n e b r y and the Tubb zones. He had a leak i n 

h i s t u b i n g . I t h i n k he said t h a t i t would be uneconomical 

f o r him t o r e p a i r t h a t and asked f o r commingling. 

He t e s t i f i e d t h a t as of August 197 5, the bottom hole 

pressure i n the Tubb zone was four hundred and n i n e t y pounds 

and t h a t the bottom hole pressure i n the B l i n e b r y zone was 

e i g h t hundred and s i x t y pounds. 

This d i f f e r e n c e i n pressures would i n d i c a t e t h a t 

these two zones are separate a t t h i s time. With proper cement 

jobs there are dense zones i n between where we would be 

i n j e c t i n g i n t o the B l i n e b r y and the Tubb formations. 

Also, there i s a dense zone i n between where we would 

be i n j e c t i n g i n t o the Drinkard formation and the Tubb. So, 

we plan t o maintain our i n j e c t i o n below the f r a c k pressure. 

So, I don't t h i n k we have any problem w i t h communication i n 
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the r e s e r v o i r from e i t h e r the B l i n e b r y or the Drinkard t o 

the Tubb. 

Q. Let me ask you a question about what you j u s t t o l d 

me. 

Did you attend an operators' meeting on March 10, 

1976, i n regards t o t h i s proposed B l i n e b r y u n i t ? 

fl. That, I couldn't answer. There was one meeting 

back i n there someplace t h a t I missed. I don't know i f t h a t 

i s the one or not. 

I would r e i t e r a t e — could I go ahead and answer 

your question t h a t you asked? 

Q. Well, I thought you d i d , about the p o t e n t i a l r i s k 

of watering out the Tubb zone. 

fl. What you said was a s u b s t a n t i a l r i s k — 

Q. Yes, s i r . 

fl. — t o which I said no t o . What I j u s t t e s t i f i e d 

t o t h a t on my a n a l y s i s of the r e s e r v o i r s t h a t there would not 

be any communication i n the r e s e r v o i r . 

I f you have adequate cement jobs which I t h i n k 

p r a c t i c a l l y a l l of the w e l l s do have, then, we would not have 

any r i s k of communication behind the pipe. 

Now, there are always p o s s i b i l i t i e s t h a t you can 

have communication i n your cement jobs and t h a t i s one reason 

as a prudent operator we plan t o run temperature surveys 

and i n j e c t i v i t y p r o f i l e s t o see whether or not we are l o s i n g 
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any water out of the two u n i t i z e d formations. 

I f we are i t i s c o s t i n g us e f f i c i e n c y and money 

and i t could cost us a l l . 

I f we are l o s i n g water out of these zones then we 

plan t o go i n and remedial squeeze between the Tubb and where 

we are i n j e c t i n g i n the Drinkard t o shut o f f any communication. 

Really, I t h i n k i t would be r a r e i n any w e l l t h a t 

we would have any problem w i t h . There could be some but we 

have p r o v i s i o n s — i t would be very few and i f we catch any 

of them we plan t o c o r r e c t them. 

Now, i f you get a small amount of water i n the Tubb, 

i t takes i t awhile t o migrate. I t h i n k the schedule t h a t we 

have up, have planned t o use, t h a t we would catch any loss 

of water p r i o r t o there being any problem i n the producing 

w e l l , i n the Tubb producing w e l l s . 

0, Let's go back t o t h a t operators' meeting on March 10, 

1976, and I have a Xerox copy of the minutes from one of the 

pages of t h a t meeting and a quote was a t t r i b u t e d t o you a t 

t h a t meeting, Mr. Tweed, and you said t h a t t h i s idea — I ' l l 

l e t you read t h i s — 

Mr. Tweed said t h a t t h i s idea has been given 

c o n s i d e r a t i o n but i t was vetoed by the l e g a l considerations 

which emerged from the p o s s i b i l i t y of watering out the Tubb 

gas zones which i s located between the two secondary recovery 

zones, the B l i n e b r y and the Drinkard. 
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Would you look at e n t r y number D there and r e f r e s h 

your r e c o l l e c t i o n and t e l l us what you meant t o say or what 

you, i n f a c t , d i d say? 

A. I don't r e c a l l whether I said i n the term " l e g a l " 

t h a t t h i s was vetoed by l e g a l c o n s i d e r a t i o n — t h a t , I 

probably couldn't comment on. 

I t h i n k there i s some remote p o s s i b i l i t y t h a t you 

could have problems. You said s u b s t a n t i a l and t h a t i s how I 

answered the question. 

I t h i n k t h a t there i s some remote p o s s i b i l i t y t h a t 

you could have m i g r a t i o n of water i n t o the Tubb f o r some 

reason. 

I f there i s s t i l l a remote p o s s i b i l i t y t h a t i t could 

reach the Tubb, a Tubb producing w e l l — I t h i n k t h i s i s very 

remote and I don't r e a l l y a n t i c i p a t e i t happening. 

I f you had your choice -- i f you had your choice --

I would have p r e f e r r e d t o u n i t i z e d a l l horizons. That way 

a l l horizons could be operated most e f f i c i e n t l y t o recover 

t h e i r reserves. 

Q. Why wasn't t h a t done? 

A. I t was impossible — f i r s t of a l l , i t would not 

apply under the s t a t u t o r y u n i t i z a t i o n p r o v i s i o n s . Therefore, 

you would have t o have one hundred percent approval of your 

agreements from your working i n t e r e s t owners. 

Second, i s t h a t we were unable t o -- when we were 
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t r y i n g t o u n i t i z e a l l zones we were unable t o get approval 

of a p a r t i c i p a t i o n formula any higher than about f o r t y 

percent. So, i t j u s t excluded u n i t i z i n g a l l four zones. 

I f I would have had my druthers I would have l i k e d t o have 

u n i t i z e d them. 

Q. We are t a l k i n g about the very remote p o s s i b i l i t y 

t h a t the Tubb would be watered out. 

I s i t so remote, Mr. Tweed, t h a t Arco i s w i l l i n g t o 

guarantee t o Cone t h a t the operation of the water f l o o d i n 

f a c t w i l l not jeopardize t h e i r Tubb production? 

A. I would say t h i s — I t h i n k the u n i t has the 

r e s p o n s i b l i t y t o see t h a t we don't get water i n t o the Tubb. 

I f f o r some reason i t gets i n there and a f f e c t s t h e i r w e l l s 

then I t h i n k the u n i t i s l i a b l e f o r i t . 

Q. Let me ask you a question I asked Mr. Malaise about 

what e f f o r t s you are going t o take t o keep the gas and o i l withjjL 

the u n i t along the n o r t h , south, and west boundaries. 

A. As Mr. Malaise t e s t i f i e d t o we are attempting t o get 

o f f s e t or cooperative i n j e c t i o n agreements w i t h the o f f s e t 

operators. 

This won't be necessary i n a l l areas. Obviously on 

the east there i s not production o f f s e t t i n g there so i t would 

not be necessary and impossible t o get any. 

As you go west I t h i n k as you can see from the Blineb 

s t r u c t u r e map your zone -- the predominant p a r t of the Blinebry 
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goes from the o i l column i n t o the gas column. 

So, i t i s not necessary t o get o f f s e t i n j e c t i o n 

a l l along the west l i n e i n the B l i n e b r y since a predominant 

p a r t o f t h a t i n t e r v a l would be i n the gas column r a t h e r 

than the o i l . 

We are going t o attempt -- so, what I t h i n k I am 

saying, r e a l l y , i s t h a t we are going t o evaluate every 

l o c a t i o n and i n j e c t i o n l o c a t i o n o f f s e t t i n g t h i s as t o what 

we t h i n k we need i n i t and approach the operator t o get i t . 

I couldn't say t h a t we are going t o u n i f o r m i l y 

have Drinkard and B l i n e b r y i n j e c t i o n o f f s e t t i n g every place. 

You get i n t o the problem where i f you, say, get n i n e t y 

percent of so of the people agreeing t o a cooperative 

i n j e c t i o n , and i f one person doesn't you e i t h e r have the 

o p t i o n of not o f f s e t t i n g him w i t h i n j e c t i o n w e l l s i n which 

case i t costs reserves t o the u n i t and j u s t g e n e r a l l y . 

You w i l l recover less t o t a l reserves from the 

p r o j e c t , both from the u n i t area and from the outside area, 

or — 

Q. Where are the areas of p o t e n t i a l r i s k f o r d r i v i n g 

the o i l or gas production o f f ? 

A. Well, the predominant r i s k i s along the west 

B l i n e b r y . 

But I guess what I am saying or attempting t o say i s 

t h a t you k i n d of have t o balance i f somebody i s not w i l l i n g 
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t o do ev e r y t h i n g you would l i k e t o and whether or not you are 

w i l l i n g t o give up reserves and not convert some of your 

w e l l s or whether you want t o take the r i s k of d r i v i n g some 

o i l o f f o f your property and the r e s u l t i n g — and recovering of 

a d d i t i o n a l reserves. 

Q. Mr. Malaise i n d i c a t e d t h a t the l i n e agreements had 

not a c t u a l l y been executed and received i n regards t o those 

areas on the west l i n e t h a t you bel i e v e t o be a p o t e n t i a l 

problem. 

Would i t not be reasonable and prudent t o have 

i n your possession the executed lease l i n e agreements p r i o r t o 

the commencing o f the i n j e c t i o n of water? 

fl. Not p r i o r t o commencing and i n j e c t i n g water i n the 

e n t i r e u n i t . 

We would — i f we d i d n ' t get a l l of the lease l i n e 

agreements we would j u s t deal w i t h t h a t p a r t i c u l a r area r a t h e r 

than the e n t i r e u n i t . 

We might have s u f f i c i e n t approval i n other areas t o 

go ahead and expand the f l o o d t o those l i n e s or we could j u s t 

back o f f the lease l i n e s w i t h our i n j e c t i o n . But I t h i n k , as 

I have t e s t i f i e d t o , I t h i n k the delay, any s u b s t a n t i a l 

delay i n i n i t i a t i n g the f l o o d , would r e s u l t i n the loss of 

reserves. 

Q. I understand what your t h i n k i n g i s w i t h regard t o the 

west l i n e . How i s t h a t any d i f f e r e n t from the omission of 
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t r a c t t h i r t e e n from the u n i t and working out the problem there 

as i t occurs? 

h. There i s one obvious one and t h a t i s Mr. Cone i s 

bordered on three sides by the u n i t and the o f f s e t l i n e s on 

the west would have one border. That makes the problem about 

three times as l a r g e . 

As I s t a t e d , I t h i n k you s t i l l have two problems. 

One i s o f t i m i n g and one i s of volumes i n t o the various zones. 

I f he converted h i s w e l l at the same time as we 

converted the other w e l l s and put i n the proper amount of 

water i n the proper zones, then, there would be no problem. 

I t h i n k w i t h two operators t h a t would be d i f f i c u l t 

and I t h i n k we would have a problem w i t h t i m i n g , both i n 

t i m i n g and i n volume of i n j e c t i o n and zones t h a t are open. 

I t h i n k one operator i n t h a t area can more e f f i c i e 

operate the e n t i r e area than having two operators i n there. 

I t i s not impossible, i t i s improbable i n my 

opinion. 

Q. Would you agree w i t h Mr. Malaise's testimony w i t h 

regards t o the reserves under the secondary recovery of the 

ei g h t m i l l i o n s i x hundred and n i n e t y thousand b a r r e l s i f we 

would exclude t r a c t s t h i r t e e n and f i f t e e n ? 

Remember, we were working w i t h t o t a l secondary 

reserves and there was nine m i l l i o n e i g h t hundred thousand — 

A. I don't b e l i e v e Mr. Malaise said t h a t t h a t much 
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o i l would be recovered from the remainder of the u n i t i f 

those two t r a c t s were excluded. 

What he said i s t h a t i f they recovered t h a t much 

o i l i t would be economical. 

Now, I t h i n k the exclusion of these two t r a c t s as 

I have s t a t e d p r e v i o u s l y w i l l reduce the t o t a l recovery from 

the area. 

0. I understand t h a t but the s t a t u t e requires does i t 

not t h a t the most e f f i c i e n t operation or t h a t you recover a l l 

of the possible gas -- i t simply says t h a t you are going t o 

e f f e c t i v e l y c a r r y on a program t h a t the estimated volumes of 

o i l and gas you w i l l recover plus a reasonable p r o f i t . 

What I am g e t t i n g t o i s i f you exclude t r a c t s 

t h i r t e e n and f i f t e e n would you not s t i l l r e t u r n a reasonable 

p r o f i t based on those reserves being recovered w i t h the 

excl u s i o n o f those two t r a c t s ? 

A. F i r s t o f a l l — I can probably answer t h a t i n two 

ways and p o s s i b l y three — f i r s t of a l l , I would say t h a t i f 

the two t r a c t s were excluded i t would r i s k the formation of 

the u n i t , the remainder of the u n i t . 

I t h i n k there i s a s u b s t a n t i a l r i s k t h a t the r e s t 

o f t h a t u n i t would not be put together. I t has been a very 

d i f f i c u l t p r o j e c t t o u n i t i z e and t h a t would j u s t add an 

a d d i t i o n a l problem. 

I f i t were put together and adequate agreements were 
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worked out the u n i t would, the e x i s t i n g u n i t , would be 

economical but the t o t a l area would recover less reserves 

and t h e r e f o r e the r e s u l t i s waste due t o two or three 

operators r a t h e r than one. 

I t h i n k i t i s my r e s p o n s i b i l i t y from the working 

i n t e r e s t owners and as a Petroleum Engineer t o t r y t o design 

a p r o j e c t t h a t i s going t o recover the optimum reserves. 

Q. Let's t a l k about the question I asked before and 

we never got t o — the f l o o d a b i l i t y c a l c u l a t i o n s on the 

Bl i n e b r y . I assume t h a t was done by core analysis? 

A. What we d i d was we obtained a l l a v a i l a b l e core data 

and analyzed i t and segregated i t and analyzed i t f o r the 

various p o r o s i t y zones i n the Bl i n e b r y . 

We i d e n t i f i e d f i v e p o r o s i t y zones so we put the 

core data up i n t o each one of those zones and analyzed i t . 

We, then, went t o a r e s e r v o i r computer model and 

entered our core data, f l u i d p r o p e r t i e s , and the geometry of 

the formation. 

This p a r t i c u l a r r e s e r v o i r model makes a secondary 

c a l c u l a t i o n o f a f i v e spot p a t t e r n when you feed the r e s e r v o i r 

c h a r a c t e r i s t i c s i n t o i t . 

We ran twelve separate cases of t h i s p a r t i c u l a r 

model t o f u l l y describe the r e s e r v o i r . Some of the things 

v a r i e d . Not a l l of the p a t t e r n s have the same distance i n 

between the i n j e c t o r and the producer. 
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So, we ran three d i f f e r e n t distances between the 

i n j e c t o r s and the producers. 

As you go t o the west you have zone one going t o 

gas and so you have d i f f e r e n t r e s e r v o i r c h a r a c t e r i s t i c s . 

So, we put i n fou r d i f f e r e n t p a t t e r n s of the r e s e r v o i r 

c h a r a c t e r i s t s t h a t best f i t t h a t area of the f i e l d . 

So, we ended up w i t h twelve runs on t h i s p a r t i c u l a r 

computer and then we combined them — we weighted those 

based on the amount of r e s e r v o i r t h a t t h a t p a r t i c u l a r run 

was a p p l i c a b l e t o and hand combined them i n t o one c a l c u l a t i o n . 

With t h a t and an analysis of the geology and 

r e s e r v o i r c h a r a c t e r i s t i c s we came up w i t h the secondary recover 

estimate as has been st a t e d . 

Q. Did you run a s i m i l a r study on the Drinkard? 

A. No, s i r , we d i d n ' t . We d i d not have adequate core 

data t o run t h i s type of an analysis on the Drinkard. 

Based on l o g analysis we f e l t l i k e -- base on l o g 

ana l y s i s and g e o l o g i c a l analysis and the core data t h a t we 

had we f e l t l i k e the Drinkard would be s u b s t a n t i a l l y the same 

as the B l i n e b r y . 

Q. What i s the d o l l a r value you place on the recoverable 

reserves here. I have got two f i g u r e s here and I am not sure 

which one i s the r i g h t one? 

A. Well, l e t ' s see, nine p o i n t e i g h t m i l l i o n b a r r e l s 

times t h i r t e e n d o l l a r s and eighty-two cents, I b e l i e v e , which 
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i s what, around one hundred and t h i r t y m i l l i o n d o l l a r s . 

I could m u l t i p l y t h a t out i f you would l i k e . 

Q. On June 2, 1976, Arco provided the working i n t e r e s t 

owners w i t h a f i g u r e of seventy-three m i l l i o n ? 

fl. The one hundred and t h i r t y m i l l i o n d o l l a r s I j u s t 

quoted i s the gross value of the o i l reserves. 

That seventy-three m i l l i o n , I b e l i e v e , i s the net 

value of the reserves when you substra c t out investment and 

operating costs -- of a l l expenses involved w i t h water 

f l o o d i n g , e s s e n t i a l l y . 

So, i t would be a net t o the working i n t e r e s t owners 

of seventy-three m i l l i o n d o l l a r s , a p p r o x i m a t e l y . 

Q. A l l r i g h t . This seventy-three m i l l i o n d o l l a r f i g u r e 

i s as o f June of 1976? I assume i t i s the undiscounted net 

income? 

A. Right. 

Q. And t h a t s t i l l i s your p r o j e c t i o n ? 

A. Well, i f you run i t today there would be some small 

change but t h a t i s s u b s t a n t i a l l y c o r r e c t . 

Q. I n g e t t i n g t h a t d o l l a r f i g u r e what p r i c e d i d you 

a t t r i b u t e t o the s t r i p p e r o i l ? 

A. I couldn't answer w i t h o u t l o o k i n g a t the economics 

a t t h a t time. I b e l i e v e the c u r r e n t value we use i s t h i r t e e n 

d o l l a r s and eight-two cents a b a r r e l . 

I can check the economics and see what p r i c e we 
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used. 

One t h i n g we d i d -- the p r i c e we used at t h a t time 

was twelve d o l l a r s and f i f t e e n cents a b a r r e l . 

I might say t h a t what we do when we run economics, 

which I t h i n k i s r e l a t i v e l y standard, i s t h a t we run economics 

based on c u r r e n t p r i c e s -- unescalated o i l p r i c e and un-

escalated operating p r i c e . 

Each company or each i n d i v i d u a l has t h e i r own 

i n f l a t i o n f a c t o r s t h a t they can use when they run t h e i r own 

economics. We do not include ours when we submit economics 

t o the working -- t o the other working i n t e r e s t owners. 

That's why the d i f f e r e n c e between the twelve f i f t e e n 

and the t h i r t e e n eighty-two. That's how much o i l p r i c e s have 

escalated i n t h a t p e r i o d of time. 

Q. What d i d you use f o r gas prices? 

A. F i f t y - f i v e cents. 

0. I s t h a t the average gas p r i c e f o r a l l of the gas 

w i t h i n the u n i t ? 

A. That was our best estimate. We j u s t estimated i t . 

As you may know cont r a c t s are c o n f i d e n t i a l i n f o r m a t i o n between 

o i l companies and we could not d i r e c t l y a s c e r t a i n the p r i c e s 

o f gas. We had t o make an estimate based on our knowledge 

of what the average p r i c e of gas was. That i s what t h a t i s . 

Q. You are aware t h a t there are extremely low gas 

prices? 
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A. Yes, s i r , there are both. There are gas p r i c e s 

t h a t are higher and there are gas p r i c e s t h a t are considerably 

lower. 

Q. And t h i s represents your best estimate of what 

t h a t average i s ? 

A Yes, s i r . 

Q. A l l r i g h t . So, the seventy-three m i l l i o n i s the 

net f i g u r e based upon the reserves of nine m i l l i o n e i g h t 

hundred thousand? 

A Yes, s i r . 

Q. A l l r i g h t . The nine m i l l i o n e i g h t hundred thousand 

f i g u r e I b e l i e v e we were t o l d e a r l i e r represents seventy 

percent recovery? 

A That i s the secondary t o primary r a t i o of p o i n t 

seven -- or the secondary recovery would be seventy percent 

o f what the primary recovery was. 

Q. And t h i s i s based on the l i f e of over twenty t o 

twenty-one years or something l i k e t hat? 

A. Yes. 

Q. Arco operates s i m i l a r water f l o o d p r o j e c t s i n the 

B l i n e b r y and Drinkard doesn't i t ? 

A. We do not operate any s i m i l a r p r o j e c t s i n New 

Mexico. We are involved i n a water f l o o d i n Texas t h a t I am 

aware of — there are probably others — there are a number, 

three or f o u r , floods t h a t we are involved i n . We also own 
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an i n t e r e s t i n the Central Drinkard u n i t t h a t Gulf operates. 

Q. You have some knowledge of the Gulf operated 

Central Drinkard Unit? 

fl. Some knowledge. 

Q. What was t h e i r recovery r a t i o between the primary 

and secondary -- do you know what t h a t percentage is? 

fl. On the area a f f e c t e d i t would be our estimate t h a t 

t h e i r u l t i m a t e recovery would be somewhat higher than p o i n t 

seven ten — i n the neighborhood of seven t o — between 

seven and e i g h t tenths — t h a t i s on the a f f e c t e d area as 

Mr. Malaise t e s t i f i e d t o — not the e n t i r e u n i t w i t h o f f s e t t i n g 

cooperative — cooperative i n j e c t i o n has not been put on 

f l o o d . 

Q. Would you consider the f e a s i b i l i t y of operating a 

p i l o t p r o j e c t out of the northeast or the southeast quarters 

of t h i s u n i t ? 

fl. I t was considered by the working i n t e r e s t owners 

and r e j e c t e d . 

0. Why would t h a t not be a reasonable and prudent 

method o f the implementation of the water flood? 

fl. Well, two reasons. As I pointed out these w e l l s 

were d r i l l e d i n 1952 t o 1958, and the water f l o o d i s going t o 

have some twenty-one years of l i f e . 

A p i l o t p r o j e c t would l a s t i n the neighborhood of 

fou r t o f i v e years before expansion occurred. That would add 
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an a d d i t i o n a l delay i n the f u l l u n i t production. 

Also, there are a number of a d d i t i o n a l costs involved 

i n p u t t i n g a p i l o t i n over going the s t r a i g h t - f u l l u n i t 

i n j e c t i o n . 

So, i t would be less economic and b e n e f i c i a l i n 

p u t t i n g the p i l o t i n from also the delay standpoint and i n the 

investment r e q u i r e d . 

Also, you would have an imbalance of f l o o d from i t 

around the p i l o t area which would have some a f f e c t on your 

recovery. 

I n a d d i t i o n the working i n t e r e s t owners had s u f f i c i e n 

confidence i n the r e s e r v o i r c a l c u l a t i o n s t o f e e l l i k e the f l o o d 

would be successful and t o go ahead and put these f u l l 

i n j e c t i o n s i n . 

Q. You have i n d i c a t e d j u s t p r e v i o u s l y t h a t you were 

a n t i c i p a t i n g a seventy percent recovery i n the secondary as 

opposed t o the primary? 

A. Yes, s i r . 

Q. The seventy percent f i g u r e ? Based on your knowledge 

and experience, Mr. Tweed, do you t h i n k t h a t would be the 

optimum or o p t o m i s t i c f i g u r e ? 

A. I don't t h i n k i t i s an o p t i m i s t i c f i g u r e . I t h i n k 

i f you put i n twenty floods of t h i s nature t h a t t h a t would be 

the average. 

I t i s p o s s i b l y s l i g h t l y conservative i n my es t i m a t i o n 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Page 13A 

and we have purposely t r i e d t o look at a l l of the aspects 

of t h i s t h i n g and take i n t o c o n s i d e r a t i o n anything t h a t 

might a f f e c t the recovery. 

0. Could you give me the upper and lower ranges of 

t h a t percentage which you t h i n k might be w i t h i n reason? 

A. Well, I ' l l do t h i s — i f you put i n twenty s i m i l a r 

f l o o d s , j u s t as an example, and t h i s i s j u s t pure speculation 

based on j u s t a guess on my p a r t , I would estimate t h a t 

the lower l i m i t s o f recovery t o be somewhere i n the neighborh 

of f o u r and f i v e tenths and the upper l i m i t of recovery would 

be somewhere i n the neighborhood one t o one p o i n t t o one 

t o two p o i n t . 

MR. KELLAHIN: Thank you, Mr. Tweed, I have no 

f u r t h e r questions. 

MR. RAMEY: Any other questions — Mr. Bateman? 

MR. BATEMAN: I have j u s t one. 

CROSS EXAMINATION 

BY MR. BATEMAN: 

0, Having t o do w i t h the testimony regarding the 

p r o f i t a b i l i t y of the u n i t which apparently i s considerable, 

one hundred t h i r t y m i l l i o n t o t a l , I thin k ? 

A. That's the gross income. 

0. The gross income and p r o f i t i n the neighborhood of 

ei g h t y m i l l i o n ? 
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A. Seventy-three m i l l i o n , I b e l i e v e , was the f i g u r e 

or the one I quoted. 

Q. You would consider t h a t a reasonable return? 

A. I t h i n k i t i s a good economic p r o j e c t . 

Q. Now, i f t h a t i s the case i s n ' t there a l a t i t u d e 

w i t h i n t h a t area o f p r o f i t a b i l i t y t o d r i l l the necessary w e l l s 

i n the u n i t t o avoid t h i s problem of a penalty and permit 

i n d i v i d u a l s here p a r t i c i p a t i n g i n the u n i t t o have u n - u n i t i z e d 

substances t o continue t o produce them through the e x i s t i n g 

w e l l bores? 

I am saying, e s s e n t i a l l y , the case of an i n d i v i d u a l , 

Mr. Cone, who has a w e l l which he would l i k e t o continue t o 

produce and why wouldn't i t be f a i r and s t i l l w i t h i n the 

economic reason, reasonable economic l i m i t s , t o d r i l l on behal 

of the u n i t o f f s e t t i n g w e l l s t o use i n the operations w i t h o u t 

a penalty? 

A. Okay, I t h i n k I get your question. I only see two 

problems w i t h t h a t . The f i r s t t h i n g i s t h a t t h i s w e l l bore 

penalty was a negotiated number and was probably p a r t o f 

what everybody f e l t t h e i r e q u i t y was and i f they had more 

usable w e l l bores they had more b e n e f i t t o the u n i t . 

The second t h i n g i s I t h i n k you have t o r e q u i r e 

a w e l l bore t o be submitted t o the u n i t — f o r instance, i f 

there was no penalty f o r s u b m i t t i n g a w e l l bore somebody t h a t 

j u s t has s t r i c t l y B l i n e b r y and Drinkard w e l l s might not choose 
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t o submit them. You could have a large number of w e l l s t h a t 

would not be submitted t o the u n i t and you would have t o do 

one or two t h i n g s . 

They would e i t h e r have t o d r i l l a l l of those w e l l 

bores negotiated i n t h i s p r i c e and they negotiated those 

back i n t o the u n i t a t a p r i c e above two hundred thousand 

d o l l a r s and t h i s would be d e t r i m e n t a l t o Mr. Cone's economics 

over what the c u r r e n t u n i t agreement c a l l e d f o r . 

Now, I would say t h a t the u n i t could stand the 

d r i l l i n g o f a few a d d i t i o n a l w e l l s l i k e you elude t o and the 

economics would s t i l l be good. 

But i t i s a problem of e q u i t y and i t i s also a 

problem t h a t i f you don't have a penalty then what are a l l of 

the other operators going t o do? 

You have t o t r e a t a l l of the operators the same and 

i f everybody chose t o hold t h e i r w e l l bores out you r e a l l y 

would have a problem. 

Q. I recognize t h a t . But you can also conceive, I t h i n k 

a circumstance where w e l l s are productive i n the u n i t i z e d 

area would be re q u i r e d t o be put i n the u n i t and w e l l s t h a t 

are not productive could be excluded from the p r o v i s i o n s , i s n ' t 

t h a t a p o s s i b i l i t y ? 

fl. Well, Mr. Cone's w e l l e s s e n t i a l l y i s productive from 

the u n i t i z e d i n t e r v a l . 

Q. Yes, and the others are not? There are e i g h t w e l l s 
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t h a t are productive from the Tubb? 

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

Q. I b e l i e v e your testimony was there were ten i n 

the Abo, i s t h a t c o r r e c t ? 

fl. That's i s c o r r e c t . 

Q. They are not a l l productive i n the Drinkard or i n 

the B l i n e b r y , i s t h a t c o r r e c t ? 

fl. Most o f them are dual completions or t r i p l e s w i t h 

one of the u n i t i z e d i n t e r v a l s producing i n them. Now, I 

don't know what percentage but I would estimate over h a l f of 

them are. There are very few s i n g l e s . 

& That brings up the p o i n t on the dual and t r i p l e 

completion aspect and I am sure t h a t i s involved i n these 

procedures and why wouldn't another way t o solve t h a t problem 

be t o permit the dual and t r i p l e and m u l t i p l e completions 

of these w e l l s so t h a t the w e l l bore could be used f o r more 

than one purpose? 

fl. My p o s i t i o n t o t h a t i s t o simply s t a t e t h a t you 

are unable t o l i f t a s u f f i c i e n t amount o f f l u i d from a 

producing w e l l i f i t i s t r i p l e completed. 

We would be faced w i t h a problem of having a t r i p l e 

completion and most of the Tubb w e l l s produce very small 

q u a n t i t i e s , say, two hundred M.C.F. of gas a day. 

I f we had a t r i p l e completion producing, say, two 

hundred M.C.F. a day of Tubb gas and we would t h e r e f o r e be 
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r e s t r i c t i n g how much produc t i o n we could o b t a i n from the 

B l i n e b r y and the Drinkard. 

When the f l o o d k i c k s , those two zones might be 

making a t o t a l of t h i r t y b a r r e l s of each compared t o a 

capacity of one hundred t o one hundred and f i f t y b a r r e l s . 

We might be l o s i n g one hundred and f i f t y b a r r e l s of o i l 

production per day at a value of -- what would t h a t be --

two thousand d o l l a r s i n order t o continue t o produce the 

Tubb a t two hundred M.C.F. w i t h a value of one hundred d o l l a r s 

a day. 

I t would r e s u l t i n the loss o f , I t h i n k , a loss of 

reserves i n the flooded zones. 

Q. Let me ask you a question on t h a t . You continue 

t o minimize the value of the the Tubb gas. When you compare 

t h a t w i t h the cost of d r i l l i n g other w e l l s t o get t o i t there 

i s a question of economics t h a t comes i n t o i t , doesn't i t ? 

fl. I t h i n k the cost o f d r i l l i n g a w e l l i s a cost you 

would have t o f i g u r e economics on based on your t o t a l 

economic p i c t u r e which would include the u n i t i z e d zones. 

Q. So, i f you got one hundred and seventy-five thousand 

d o l l a r s worth of gas there and you have got a two hundred 

thousand d o l l a r penalty i t doesn't make sense t o d r i l l 

another w e l l does i t ? 

fl. Not f o r the Tubb alone. That could be p a r t of the 

cost o f being involved i n the u n i t and t h a t you could e a s i l y 
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bear t h a t a d d i t i o n a l cost o f . 

Q. Provided your computer i s correct? 

A. Well, we t h i n k -- I t h i n k i t i s a good r i s k on 

t h i s t h i n g . 

There are other p o s s i b i l i t i e s . I might j u s t throw 

these out. We would l i k e t o see the u n i t get together and 

we want t o see the Tubb reserves produced as best we can. 

Anything we work out, of course, would be subject t o the 

approval of the working i n t e r e s t owners. 

As Mr. Malaise t e s t i f i e d , h i s best estimate t h a t 

i t w i l l take eighteen months before we s t a r t i n j e c t i o n . I 

t h i n k as everybody i s aware of you have q u i t e long delays 

i n equipment orders. When you order equipment you have a 

l o t o f long d e l i v e r y items, nine months on some valves and 

pumps. 

So, I t h i n k t h a t there i s a p o s s i b i l i t y , I t h i n k 

t h a t c e r t a i n l y there i s a p o s s i b i l i t y , and t h a t has t o be 

approved by the working i n t e r e s t owners, but there c e r t a i n l y 

i s a p o s s i b i l i t y t h a t we could make exceptions t o having 

f o r a p e r i o d , say, eighteen months u n t i l those w e l l s were 

a c t u a l l y needed i n the water f l o o d t o the u n i t t a k i n g the we 

over i n the water f l o o d . 

I n some instances, not a l l , but i n some instances, 

they might allow the operator time t o recover h i s Tubb 

gas reserves. 
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The other p o s s i b i l i t y which I t h i n k has been eluded 

t o t h a t I would l i k e t o throw out and i t would c e r t a i n l y take 

a l o t o f n e g o t i a t i o n s i s i f any of these three gas w e l l s 

are d r i l l e d on acreage t h a t has t h i s problem, then, I would 

c e r t a i n l y hope t h a t the u n i t and the operators could come 

t o some agreement t o share t h a t w e l l . 

Now, there are a l o t of d e t a i l s t h a t would have t o 

be worked out on t h a t type of a sharing plan which has not 

been approached. 

MR. BATEMAN: That's a l l of the questions I have, 

thank you. 

MR. RAMEY: Any other questions? 

CROSS EXAMINATION 

BY MR. RAMEY: 

Q. Mr. Tweed, I have a couple of questions here. You 

show, I t h i n k , something l i k e one hundred t h i r t y m i l l i o n 

d o l l a r s as gross p r o f i t from the two unit s ? 

A. Yes, s i r . 

Q. Twelve m i l l i o n d o l l a r s t o t a l expenses f o r the two 

unit s ? 

A. Yes, s i r . 

Qi I s there some way you could break t h a t down on a 

u n i t basis how much f o r the --

A. I t i s approximately s i x t y - f i v e , or s i x t y - f o u r p o i n t 
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f i v e and t h i r t y - f i v e p o i n t f i v e . 

Q. So, the best o f your knowledge the recovery would 

be on t h a t basis and also the investment? 

fl. The investment expense would be on t h a t same basis. 

MR. RAMEY: A l l r i g h t . Any other questions? You 

may be excused. 

(THEREUPON, the witness was excused.) 

MR. HINKLE: I f i t please the Commission, we have 

one other witness t o c a l l . 

MR. RAMEY: Why don't we take about a ten minute 

recess? 

(THEREUPON, the hearing was i n recess.) 

MR. RAMEY: Mr. H i n k l e , w i l l you continue w i t h your 

next witness? 

WILLIAM L. COLEMAN 

was c a l l e d as a witness by the a p p l i c a n t s , and having been 

f i r s t duly sworn, t e s t i f i e d upon h i s oath as f o l l o w s , t o - w i t : 

DIRECT EXAMINATION 

BY MR. HINKLE: 

Q. State your name, your residence, and by whom you 

are employed? 

fl. My name i s W i l l i a m L. Coleman and I l i v e i n Midland, 
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Texas, and I am employed by A t l a n t i c - R i c h f i e l d Company. 

Q. What i s your p o s i t i o n f o r A t l a n t i c - R i c h f i e l d ? 

A I am the Petroleum Land Man. 

Q. And has A t l a n t i c - R i c h f i e l d assigned any d u t i e s t o 

you as a land man i n connection w i t h the East Bli n e b r y and 

East Drinkard u n i t s ? 

A My duty was t o secure the r a t i f i c a t i o n s of the 

r o y a l t y and working i n t e r e s t owners t o the Bl i n e b r y and Drink 

u n i t s . 

Q. Have you contacted a l l of the working i n t e r e s t 

owners and a l l o f the r o y a l t y owners? 

A. Yes, s i r . 

Q. And i n v i t e d them t o commit t h e i r i n t e r e s t s t o the 

u n i t ? 

A Yes, s i r . 

Q. Have you prepared or has there been prepared under 

your d i r e c t i o n c e r t a i n e x h i b i t s f o r i n t r o d u c t i o n i n t h i s 

case? 

A. Yes, there have been. 

Q. Are they the ones t h a t have been marked Two F i f t y -

seven t o Two s i x t y ? 

A. Yes. 

Q. Refer t o E x h i b i t Two F i f t y - s e v e n and ex p l a i n what 

t h a t shows? 

A. Two F i f t y - s e v e n i n an e x h i b i t where I have broken 
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out the r a t i f i c a t i o n t o the working i n t e r e s t p a r t i c i p a t i o n 

o f the East B l i n e b r y u n i t . I d i d the same f o r the East 

Drinkard u n i t and then I combined the two u n i t s together on 

the s i x t y - f o u r p o i n t f i v e and the t h i r t y - f i v e p o i n t four 

percent combined i n t e r e s t . 

On my e x h i b i t s , f o r example, the East B l i n e b r y u n i t 

I have i t broken down i n t o phase one and phase two. I have 

done t h a t f o r a l l three of them. 

Q. R e f e r r i n g back, now, t o Two F i f t y - s e v e n , what i s your 

t o t a l commitment there as f a r as — w e l l , l e t ' s take the 

combined p a r t i c i p a t i o n ? 

A. The combined commitment of the East B l i n e b r y u n i t 

and the East Drinkard u n i t , phase one I have eighty-nine p o i n t 

f o u r s i x three f o u r - t h r e e percent. 

I n phase two I have eighty-seven p o i n t nine seven 

e i g h t six-one percent. 

Q. Now, r e f e r t o E x h i b i t Two F i f t y - e i g h t A, B, and 

C and e x p l a i n these? 

A. Two F i f t y - e i g h t A and B, these two e x h i b i t s are 

-- I have broken the r o y a l t y i n t e r e s t per t r a c t -- I have the 

r o y a l t y i n t e r e s t r a t i f i e d by t r a c t and then the i n t e r e s t 

t h a t hasn't been r a t i f i e d and then over on the right-hand 

side of the e x h i b i t I have handled i t by the p a r t i c i p a t i o n 

f a c t o r . 

So, I have taken the i n t e r e s t t h a t has been r a t i f i e d 
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times t h a t p a r t i c i p a t i o n f a c t o r and I have come up w i t h a 

u n i t p a r t i c i p a t i o n f a c t o r by t r a c t of the r a t i f i e d p a r t i e s and 

the unsigned p a r t i e s . 

Q. Two F i f t y - e i g h t i s the B l i n e b r y phase one and the 

Bl i n e b r y phase two? 

A. That's c o r r e c t . Two F i f t y - e i g h t B, I have done the 

same f o r the Drinkard f o r phase one and f o r phase two. 

Then, i n E x h i b i t Two F i f t y - E i g h t C I have taken the 

combined p a r t i c i p a t i o n i n phase one and i n phase two and those 

f i g u r e s f o r the combined p a r t i c i p a t i o n i s e i g h t p o i n t seven 

two f o u r nine seven-five percent t h a t have r a t i f i e d i n phase 

one. 

The r o y a l t y i n t e r e s t t h a t have r a t i f i e d i n phase 

two i s e i g h t y - t h r e e p o i n t nine nine seven oh seven-one percent, 

roughly. 

Q. Now, r e f e r t o E x h i b i t Two F i f t y - n i n e and e x p l a i n 

what t h a t shows? 

A. Two F i f t y - n i n e i s an e x h i b i t t h a t I have taken a l i s t 

o f the unsigned r o y a l t y i n t e r e s t by t r a c t . I have j u s t stated 

the p a r t i e s t h a t have not r a t i f i e d the u n i t agreement. This 

i s a c t u a l l y — I am accentuating E x h i b i t s Two F i f t y - e i g h t A 

and B. This i s the same e x h i b i t except I have taken the names 

t h a t are there and am making up these i n t e r e s t s and l a i d them 

out by t r a c t . 

Q. Now, r e f e r t o Two Sixty? 
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A. E x h i b i t Two S i x t y i s the combined p a r t i c i p a t i o n of 

the unsigned working i n t e r e s t owners t o the East B l i n e b r y 

u n i t and the East Drinkard u n i t and i n phase one the combined 

p a r t i c i p a t i o n o f the unsigned working i n t e r e s t owners i s 

ten p o i n t f i v e three s i x f i v e five-seven percent. 

I n phase two the combined p a r t i c i p a t i o n of the un­

signed working i n t e r e s t owners i s twelve p o i n t oh two one 

three-nine percent, approximately. 

Q. These f i g u r e s when added to those others add up 

to one hundred percent? 

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

Q. Do you have any f u r t h e r comment w i t h respect t o 

any o f these e x h i b i t s ? 

A. No, s i r . 

MR. HINKLE: That's a l l we have. 

MR. RAMEY: Any questions of the witness? 

CROSS EXAMINATION 

BY MR. RAMEY: 

Q. Let me ask one question. Do you happen t o know 

what the r o y a l t y i n t e r e s t of Roy G. Barton might be? 

A. Roy G. Barton, yes, I could f i n d t h a t out. 

Q. Would i t make a d i f f e r e n c e ? We have a telegram here 

" I do not now support the u n i t proposed by A t l a n t i c - R i c h f i e l d 

even though I may have p r e v i o u s l y agreed t o i t . " 
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Signed by Roy G. Barton as a r o y a l t y i n t e r e s t 

owner. 

a. I can t e l l you what h i s i n t e r e s t would be i f he 

now decides not t o j o i n --

Q. I am r e a l l y j u s t i n t e r e s t e d i n knowing --

a. You want t o know i f t h a t would m a t e r i a l l y a f f e c t 

the i n t e r e s t s ? 

Q. I t wouldn't drop i t below the seventy-five percent? 

a. No. 

MR. RAMEY: Thank you. Any other questions? You 

may be excused. 

MR. HINKLE: That's a l l we have and a t t h i s time. I 

would o f f e r i n t o evidence these l a s t e x h i b i t s -- E x h i b i t s 

Two F i f t y - s e v e n through Two S i x t y i n c l u s i v e . 

MR. RAMEY: They w i l l be admitted. 

(THEREUPON, the witness was excused.) 

MR. RAMEY: Mr. K e l l a h i n , you may proceed. 

MR. KELLAHIN: Mr. Bateman would l i k e t o go f i r s t . 

MR. RAMEY: A l l r i g h t , Mr. Bateman, you may proceed. 

MR. BATEMAN: I have one witness who hasn't been 

sworn. 

(THEREUPON, the witness was sworn.) 

MORRIS TODD 

was c a l l e d as a witness by the p r o t e s t a n t s , and having been 
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f i r s t duly sworn, t e s t i f i e d upon h i s oath as f o l l o w s , t o - w i t : 

DIRECT EXAMINATION 

BY MR. BATEMAN: 

Q. State your name, please, and your employment? 

fl. My name i s Morris Todd and I work f o r Texaco i n 

Midland, Texas. 

Q. And how long have you worked f o r Texaco? 

fl. Oh, approximately twenty-eight or twenty-nine years, 

almost. 

0. What p o s i t i o n do you c u r r e n t l y hold? 

A. Petroleum Engineer w i t h a s p e c i a l t y i n working 

toward u n i t i z a t i o n s . 

Q. Are you f a m i l i a r w i t h the two u n i t s i n question i n 

t h i s a p p l i c a t i o n here today? 

A. I am f a i r l y f a m i l i a r w i t h them, e s p e c i a l l y w i t h 

respect t o our i n t e r e s t s . 

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

and made your q u a l i f i c a t i o n s a matter of record? 

A. Yes. 

MR. BATEMAN: I s the witness q u a l i f i e d ? 

MR. RAMEY: Yes. 

Q. (Mr. Bateman continuing.) State s p e c i f i c a l l y f o r the 

record what your exposure has been t o the n e g o t i a t i o n s f o r 

these two un i t s ? 
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A. Well, I have attended several of the operators' 

meetings. Not a l l of them and even, probably, a few of the 

engineering committee meetings and c e r t a i n l y not a l l of 

them and p a r t i c i p a t e d i n some of the n e g o t i a t i o n s . 

Q. Over what pe r i o d of time? 

A. I n the l a s t two or three years and i t i s k i n d of hard 

t o say. I would say over the l a s t couple of years, anyway. 

Q. ' Are you thoroughly f a m i l i a r w i t h the proposal i n 

the u n i t o p e r a t i n g agreement which has been proposed by t h i s 

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

A. Yes. 

Q. Would you r e f e r t o Arco's E x h i b i t One D, which i s 

a s t r u c t u r e map but f o r purposes of the record would you 

i d e n t i f y what i n t e r e s t s Texaco has? 

A. Texaco only owns a working i n t e r e s t i n one t r a c t 

and operated by Mr. J. R. Cone, t h a t ' s t r a c t t h i r t e e n , and 

we have a combined p a r t i c i p a t i o n i n phase one of two p o i n t nine 

f o u r five-seven percent and a combined p a r t i c i p a t i o n i n phase 

two of three p o i n t four f i v e two s i x - f o u r percent. 

That's the only working i n t e r e s t we have i n t h i s 

u n i t . 

We do have a small r o y a l t y i n t e r e s t i n t r a c t s s i xteen 

and seventeen, the Getty-Williamson lease, and the A t l a n t i c -

Richf i e l d - B a r t o n lease. 

Q. Now, the Cone lease i s c u r r e n t l y productive i s i t 
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not? 

A. Oh, yes, s i r . 

Q. And d i r e c t i n g your a t t e n t i o n t o the Tubb gas t h a t 

i s produced, what w e l l or w e l l s i s t h a t produced from and 

what i s the market f o r i t ? 

A. Well, the Tubb gas i s produced from the Eubanks 

No. 2 i n the northwest f o r t y acres of the lease. I t i s r i g h t 

on the u n i t boundary and the market f o r t h a t gas -- we have 

a c o n t r a c t whereby we d e l i v e r i t t o E l Paso Natural Gas and 

i t f u r t h e r goes i n t o the i n t e r s t a t e gas sales. 

Q. I s there any casing head gases produced? 

A Oh, yes, there i s casing head gas from the other 

formations and they are d e l i v e r e d by c o n t r a c t , I t h i n k , t o 

Warren Petroleum. 

Q. I s any o i l produced from the Tubb i n the Eubanks 

No. 2 or i s i t a l l gas? 

A. Well, t h a t i s c r e d i t e d t o the production of — 

along w i t h the Tubb gas, yes. 

Q. State i n general terms, then, what the o b j e c t i o n 

of Texaco i s t o the proposed u n i t ? 

A Well, Texaco objects t o the terms of the wording of 

A r t i c l e 11.1 of the u n i t o p e rating agreement. That, i n 

r e a l i t y , i s the only o b j e c t i o n . These terms, I hate t o be 

so b l u n t , gentlemen, but we j u s t can't l i v e w i t h these terms. 

They are, t o us, untenable. 
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Q, Well, describe A r t i c l e 11 and the p a r t i c u l a r 

p r o v i s i o n t h a t you o b j e c t to? 

fl. Well, I know t h a t t h i s a r t i c l e has been read i n 

leng t h by Mr. Malaise but i n b r i e f i t i s t h i s t h a t each, 

w i t h the exception o f one f o r t y - a c r e t r a c t , t h a t has been 

accepted t h a t each f o r t y - a c r e t r a c t must c o n t r i b u t e a w e l l bor 

usable i n the B.linebrv and Drinkard formation or i h the 

absence of doing so must pay a penalty of two hundred thousand 

d o l l a r s and these w e l l s by t h a t a r t i c l e are r e s t r i c t e d t o 

the use o f the u n i t i z e d formation e x c l u s i v e l y . 

Now, i t does provide t h a t you can choose t o be 

c a r r i e d i f you want t o , i f you want t o w i t h h o l d your w e l l , 

and i n s t e a d of paying the two hundred thousand d o l l a r s i t 

provides t h a t you can be c a r r i e d but c a r r i e d on a t o t a l 

t r a c t basis which i s another o b j e c t i o n a b l e f e a t u r e t o us. 

That, i n essence, i s our o b j e c t i o n t o — t h a t , i n 

essence, t o us i s a summary of A r t i c l e 11 and what our 

o b j e c t i o n i s . 

Q. When you say c a r r i e d on a t o t a l t r a c t basis would 

you extend your remarks w i t h respect t o that? 

A. Well, i f -- I don't know t h a t i t would happen but 

i f t h a t would happen i n event of t h i s happening as t o the 

terms of t h i s p a r t o f the a r t i c l e , i f t h i s Eubanks No. 2 was 

not c o n t r i b u t e d t o the u n i t and we d i d not choose t o pay the 

two hundred thousand d o l l a r s , according t o the terms of the 
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agreement i f i t i s approved l i k e i t i s we would a u t o m a t i c a l l y 

be c a r r i e d but the e n t i r e t r a c t would act towards c a r r y i n g 

t h i s two hundred thousand d o l l a r s plus i n t e r e s t , I b e l i e v e , 

as quoted i n the agreement — something l i k e ten percent — 

Now, t h a t means four w e l l s on Mr. Cone's t r a c t 

would p a r t i c i p a t e i n c a r r y i n g t h i s i n t e r e s t . 

Now, t h i s could be another u n f a i r t h i n g and by 

c o n t r a s t would be up here i n the v i c i n i t y of Section 12. I t 

notes t h a t the S h e l l operated leases, i n f a c t , I don't have 

the t r a c t numbers but I t h i n k they are f o u r , f i v e , s i x , 

seven, e i g h t , and nine, something l i k e t h a t . 

I f one of those w e l l s should be under the same 

circumstances and should be w i t h h e l d t h a t w e l l , by i t s e l f , 

and the p a r t i c i p a t i o n of t h a t w e l l , by i t s e l f , would act 

towards paying o f f the two hundred thousand d o l l a r s . 

Whereas, I say again, i f Mr. Cone's lease were 

subjected t o these same terms, why, a l l four w e l l s would be 

subject t o paying the two hundred thousand d o l l a r s . We t h i n k 

t h a t i t i s j u s t a l i t t l e b i t unreasonable. 

Q. That's because one t r a c t may be j u s t f o r t y acres 

and the other one hundred and s i x t y ? 

fl. That's one hundred and s i x t y acres. 

Q. Why, s p e c i f i c a l l y , does Texaco o b j e c t t o A r t i c l e 11? 

fl. Well, we have a c o n t r a c t f o r the production and 

sale of t h i s Tubb gas. We cannot get out of t h i s c o n t r a c t 
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and we have no i n t e n t i o n t o t r y t o do so so long as there i s 

economic Tubb gas production. 

Now, I know the engineering committee has made 

estimates, I t h i n k , i n one t a b l e t h a t they said t h a t the 

remaining reserves f o r the Eubanks No. 2 were approximately 

a f t e r the date o f A p r i l l s t , 1975, were approximately s i x 

hundred and t h i r t y - n i n e m i l l i o n b a r r e l s — M.C.F. — s i x 

hundred and t h i r t y - n i n e m i l l i o n cubic f e e t . 

But our estimates l a t e l y and according t o the 

t r e n d of the w e l l i n d i c a t e s t h a t i t i s very l i k e l y t h a t t h i s 

w e l l w i l l l a s t much longer and might produce as much as e i g h t 

or nine hundred m i l l i o n cubic f e e t of gas. 

Now, we d o n 1 t b e l i e v e t h a t i s i s e x a c t l y f a i r --

we know t h a t there has been testimony put on here t h a t we 

can c o n t r i b u t e t h i s w e l l t o the u n i t and pay our penalty of 

two hundred thousand d o l l a r s or d r i l l a w e l l f o r as t e s t i f i e d 

was three hundred and s i x thousand d o l l a r s and, of course, 

t h a t payment of two hundred thousand i s supposed to be a bargain 

but we can't see i t t h a t way. 

But we can't see why w i t h something t h a t we have i n 

hand here, sales, a c o n t r a c t u r a l o b l i g a t i o n , f o r a p r o f i t a b l e 

sale t h a t f o r the sake of p a r t i c i p a t i n g , being forced t o 

p a r t i c i p a t e , i n t o a proposed u n i t t h a t we should -- t h a t the 

Tubb gas operation should be subjected t o a two hundred thousand 

d o l l a r p enalty and make t h a t an uneconomic venture. 
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We j u s t can't — i t i s j u s t not p a l a t a b l e . 

Q. You said an uneconomic venture, what s p e c i f i c a l l y , 

are the prospects of d r i l l i n g other w e l l s at today's p r i c e s 

t o produce the Tubb gas t o get the reserves? 

fl. To do t h a t or t o pay the two hundred thousand 

d o l l a r s , e i t h e r one, makes i t uneconomical t o us. 

Q. I s n ' t i t t r u e by c o n t r a s t , you must produce the 

Tubb gas f o r sale t o the purchaser on the contract? 

fl. Yes, s i r . We must comply w i t h t h i s c o n t r a c t . 

Q. So, you don't have an o p t i o n of simply c o n t r i b u t i n g 

a w e l l bore and s h u t t i n g i n the Tubb gas, i s t h a t correct? 

A. No, s i r , we must comply w i t h our c o n t r a c t . 

Q. Are there Abo reserves also involved? 

A. Well, there i s Abo p o t e n t i a l . 

Q. Now, t h a t p o t e n t i a l , i s t h a t p o t e n t i a l great enough 

t o make i t economically f e a s i b l e t o d r i l l a new well? 

fl. No, s i r , a t the present time we don't be l i e v e i t i s 

economically f e a s i b l e t o d r i l l a w e l l t o the Abo. 

But i t would be economically f e a s i b l e t o deepen 

down and open the Abo f o r a t e s t . 

Q. But t o produce the Abo, i f i t were prod u c t i v e , would 

r e q u i r e at l e a s t a p r o v i s i o n f o r dual completion would i t 

not or m u l t i p l e completion? 

fl. Yes, t h i s i s r i g h t . 

Q. What i s your opinio n w i t h respect t o t h a t p o s s i b i l i t y 
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t h a t i s , the p o s s i b i l i t y o f m u l t i p l e completions? 

A. We r e a l i z e t h a t every u n i t i s d i f f e r e n t and has i t s 

own p e c u l a r i t i e s and o f f e r s i t s own d i f f i c u l t i e s . But we 

f u r t h e r b e l i e v e t h a t t h i s t a r g e t of nine p o i n t e i g h t m i l l i o n 

b a r r e l s , which has been t e s t i f i e d t o here, o f f e r s an a t t r a c t i v e 

p o t e n t i a l i f i t can be achieved. 

We b e l i e v e t h a t dual completions are f e a s i b l e and 

i n s p i t e o f what the testimony has been we b e l i e v e t h a t 

cooperation i s f e a s i b l e . 

We b e l i e v e i t i s very h i g h l y f e a s i b l e and i s a 

s o l u t i o n , one s o l u t i o n , t o t h i s you might say dispute we have 

i s t o o f f e r a dual completion p r i v i l e g e i n t o the agreement. 

A r t i c l e 11 would have t o be modified t o provide 

f o r t h i s . I t would have t o be modified and f u r t h e r i n t h i s 

p a r t i c u l a r case I know such p r o v i s i o n s are o f t e n w r i t t e n i n t o 

an agreement and i t i s more o f t e n t h a t they are w r i t t e n i n t o 

than they are w r i t t e n l i k e t h i s one where the w e l l s must be 

c o n t r i b u t e d t o the e x c l u s i v e use of the u n i t . 

Now, most of the time such p r o v i s i o n s are put i n t o 

agreements and they say t h a t i n the event of a c o n f l i c t between 

the u n i t operation and the non-unit operation t h a t the u n i t 

operations w i l l p r e v a i l the non-unit operators have got t o go. 

I n t h i s p a r t i c u l a r case we would recommend h i g h l y 

t h a t the p r o v i s i o n be w r i t t e n which has also been done i n 

many agreements, i t i s nothing new, t h a t a dual completion 
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p r i v i l e g e be af f o r d e d but t h a t the operator of the non-unit 

production have every r i g h t i n the w e l l bore j u s t l i k e the 

u n i t operator. 

The non-unit operator doesn't have preference and 

the u n i t operator would not have preference and n e i t h e r one 

could k i c k the other one out they must l e a r n t o get along 

and they can do i t . 

Now, t h i s o i l i n d u s t r y has surmounted a l o t of 

problems and should present no d i f f i c u l t y t o a company as 

experienced as A t l a n t i c - R i c h f i e l d . 

Q. This has been your experience t h a t t h i s has been done 

s u c c e s s f u l l y elsewhere? 

A. Yes. I f I had t o I could name several u n i t s i n west 

Texas. I cannot name one i n New Mexico. 

Q. Would such a m o d i f i c a t i o n i n t e r f e r e i n your opinion 

w i t h the u n i t operations, t h a t i s , the p r o v i s i o n of dual or 

a m u l t i p l e completion. 

fl. Well, i t would probably make i t a l i t t l e more 

d i f f i c u l t i n t h a t i t would r e q u i r e a l i t t l e more close 

cooperation but i t i s not impossible by a long shot. 

Q. Do you have any other recommendations w i t h respect 

to the m o d i f i c a t i o n of A r t i c l e 11? 

A. Yes, which one t h i n g I spoke of before, the c a r r y i n g 

p r o v i s i o n . We s t r o n g l y t h i n k t h a t i t should be f u r t h e r 

m odified t h a t i n the event a w e l l bore even w i t h the dual 
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completion p r i v i l e g e w i t h the w e l l bore not c o n t r i b u t e d — 

l i k e t o c i t e an example of Mr. Cone's lease — 

I f the Eubanks No. 2 were not c o n t r i b u t e d t h a t we 

would have the p r i v i l e g e of s e t t i n g t h a t w e l l , t h a t f o r t y - a c r e 

t r a c t out as a separate t r a c t and have i t be c a r r i e d on i t s 

own m e r i t s . 

That way, i f Mr. Cone's lease i s forced i n t o a u n i t 

then the other three w e l l s can b e n e f i t from any b e n e f i t the 

u n i t has got t o o f f e r assuming t h a t i t i s going t o be 

successful and then the c a r r y i n g would be done by the t r a c t s 

around the Eubanks No. 2 which could be designated as t r a c t 

t h i r t e e n A, f o r example, and there i s an update w i t h i n the 

engineering data t o d i v i d e t h a t p a r t i c i p a t i o n up on the 

same formula w i t h the t o t a l combined of t h i r t e e n and t h i r t e e n 

A equaling what the p a r t i c i p a t i o n i s today. 

0. Now, g e t t i n g back t o the question of d r i l l i n g anothe 

w e l l t o the Tubb, I may have asked you t h i s but I want t o 

be s p e c i f i c about i t , do you have an opinion w i t h respect 

t o whether i t would be economic t o d r i l l a new w e l l based 

on the increased reserves you estimate which apparently i s 

greater than the engineering committee's? 

A. Well, t h i s i s understandable on the gas reserves 

many times no two engineers come up w i t h the same. They 

come close but they don't come the same. 

I know i t ' s not economical t o d r i l l a new w e l l t o 
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recover our Tubb reserves and comply w i t h our c o n t r a c t . 

Q. How long do you t h i n k i t would take t o produce the 

balance of the reserves i n the Eubanks No. 2? 

fl. Well, continued operations can best t e l l t h a t , of 

course, but I t h i n k Mr. Tweed t e s t i f i e d four t o e i g h t years. 

I t h i n k Mr. Cone's w e l l being one of the best w e l l s would be 

on the eight-year side and we can see e x t r a p o l a t i o n s as much 

as f i t e e n or s i x t e e n years. 

Q. Now, l e t me draw your a t t e n t i o n t o the proposed 

u n i t operations. 

Do you have any comments concerning the method, 

p a r t i c u l a r l y , o f production of the Bl i n e b r y and Drinkard gas 

caps? 

fl. Well , we can't help but make an observation t h a t i n 

order t o s u c c e s s f u l l y f l o o d any r e s e r v o i r you are going t o 

have t o pressure t h a t r e s e r v o i r up. 

Well, here on three spots which are as y e t unlocated 

there was proposed t o be up t o three gas w e l l s . I t h i n k i t 

was t e s t i f i e d t h a t they would d r i l l one and t h a t t h a t would 

d i c t a t e whether t o d r i l l another and then another. 

But as yet they are j u s t g e n e r a l l y located on the 

west side. Well, a t the same time, f o r example i n the Bl i n e b r y 

t h e r e w i l l be a d e p l e t i o n of the gas up i n the Bl i n e b r y gas 

cap a t the same you are t r y i n g t o pressure up the o i l column 

and t h a t j u s t doesn't make sense. 
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Now, I know t h a t the l o g says t h a t the Bli n e b r y i s 

d i v i d e d i n t o s i x or seven zones. I t h i n k there was some 

testimony here t h a t said t h a t the gas cap i n the Blin e b r y 

was separate because of some pressure d i f f e r e n t i a l . We are 

not f a m i l i a r w i t h the pressure d i f f e r e n t i a l , whether i t i s 

a d i f f e r e n t i a l of a thousand pounds or ten pounds, we don't 

know. And i t wasn't quoted. 

3 u t from the looks of the logs and the observation 

of the pool t h a t i t i s hard t o believe t h a t t h i s i s separated. 

I t i s hard t o b e l i e v e t h a t mother nature knew t h a t man drew 

those l i n e s t h a t said those zones are separated. 

So, t h e r e f o r e , t o us t r y i n g t o pressure up t h a t 

u n d e r l y i n g o i l column i s immediately t o go up i n t o the gas 

cap and do two t h i n g s ; very l i k e l y water out your brand new 

gas w e l l , which you are going t o spend a m i l l i o n three hundred 

and s i x t y thousand d o l l a r s f o r ; and lose o i l from the o i l 

column t o the gas cap. 

Now, the same t h i n g i s going t o happen w i t h the 

Drinkard, too. That they are not separate. 

We t h i n k i t would be b e t t e r and we would propose 

along w i t h the m o d i f i c a t i o n of A r t i c l e 11 -- now, we r e a l i z e 

t o modify A r t i c l e 11 t h a t you are going t o have t o go around 

and sign up again, but f o r a t a r g e t of nine p o i n t e i g h t m i l l i o n 

b a r r e l s t h a t shouldn't be — t h i s should be a welcome task. 

You see, we t h i n k n e g o t i a t i o n s are very nearly 
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complete and why they are not complete i s because a l l of 

the terms of a l l the agreements haven't been agreed t o . 

But we b e l i e v e t h a t the c u r r e n t w e l l s producing from 

the west side could deplete t h a t gas cap. We believe t h a t 

there can be aff o r d e d dual completions, t h a t i s , w i t h o u t d r i l l 

the three w e l l s . 

We b e l i e v e t h a t there can be dual completion and w i t 

cooperation t h a t can be done and we can deplete our Tubb gas 

reserves and comply w i t h our c o n t r a c t s . 

Furthermore, there i s r e a l l y nothing t h a t we see 

t h a t you s t a r t i n the northeast one h a l f or the west one h a l f 

or the east one h a l f and begin your water f l o o d there. 

I know there was an o b j e c t i o n t o a p i l o t f l o o d but 

what size i s a p i l o t flood? I s i t j u s t four w e l l s w i t h one i n 

the center w i t h producers around, i s t h a t the p i l o t flood? 

Why can't you develop h a l f of t h i s lease and l e t 

operations i n the f u t u r e determine when you progress from 

east t o west. This way we could a l l share our co n t r a c t s 

w i t h o u t a r i d i c u l o u s penalty. 

We could a l l share i n the b e n e f i t s of the u n i t , i f 

t h i s i s not a high r i s k u n i t which we, i n c i d e n t a l l y , believe 

t h a t i t i s b e t t e r than average r i s k . 

We b e l i e v e the problems could be worked out w i t h 

cooperation under the d i r e c t i o n of the Commission, of course. 

Q. I n your opinion w i l l the approval of the u n i t 
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agreement as now proposed r e s u l t i n the waste o f , p o t e n t i a l 

waste, of the Tubb and Abo reserves? 

A. Well, i f we should shut i n , have t o shut i n , the 

Abo or not have the p r i v i l e g e of t e s t i n g the Abo, then, of cour 

i t would be wasting i t . 

I f we should have t o shut i n the Tubb gas, which 

we can't do, but assuming we d i d , i t would be a p h y s i c a l waste 

of reserves there. 

I f we have t o pay the two hundred thousand d o l l a r 

p e nalty f o r the p r i v i l e g e of complying w i t h our c o n t r a c t 

t h a t i s economic waste. 

Q. Do you have anything f u r t h e r t o add? 

A. Well, there i s one other t h i n g i n modifying A r t i c l e 

11.1 or 11, g e n e r a l l y , of the u n i t operating agreement which 

i s our main o b j e c t i o n -- i n doing so as w e l l as a f f o r d i n g a 

dual completion p r i v i l e g e w i t h the non-operator having equal 

r i g h t s w i t h the u n i t i n the w e l l bore i t ought t o be also 

provided t h a t you get the p r i v i l e g e of e x p l o i t i n g the Abo or 

any non-unitized reserves and those r i g h t s stay r i g h t there 

along w i t h those t h a t are producing now. 

Like on our lease, the Tubb, t h i s ought t o be so 

provided and I know A t l a n t i c - R i c h f i e l d i f they were agreeable 

and i f i t was agreeable t o make t h i s m o d i f i c a t i o n , from 

Texaco's viewpoint o n l y , now, — t o t h i s m o d i f i c a t i o n , now, I 

know t h a t they have a l o t of l e g a l t a l e n t i n w r i t i n g agreements 
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and i f not we can w r i t e i t f o r them, and we w i l l be glad 

t o do so — 

We want t o say t h a t we must be i n a p o s i t i o n 

because we operate so many u n i t s and we j o i n so many u n i t s 

t h a t we can't oppose u n i t i z a t i o n . 

But one s o l u t i o n -- another s o l u t i o n t o t h i s t h i n g 

would be and t h i s i s a more than average d i f f i c u l t s i t u a t i o n 

we r e a l i z e , e s p e c i a l l y i f you are not w i l l i n g t o assume a 

cooperative a t t i t u d e , i s t h a t the s o l u t i o n as presented today 

i s e s s e n t i a l l y the only t r a c t s t h a t are not c o n t r i b u t i n g and 

are not signed up at a l l are t r a c t s t h i r t e e n and f i f t e e n . 

I don't know what the l e g a l procedure would be but 

i f t h i s were changed t o a v o l u n t a r y a p p l i c a t i o n and omit 

t h i r t e e n and f i f t e e n you could go about your business and get 

a f t e r e i g h t p o i n t s i x m i l l i o n b a r r e l s instead of nine p o i n t 

e i g h t or i f you want t o penalize t h a t f o r a l l of the great 

losses you have t e s t i f i e d t o , or A t l a n t i c - R i c h f i e l d has 

t e s t i f i e d t o , you can penalize i t down t o e i g h t m i l l i o n 

b a r r e l s and t h a t i s s t i l l going t o o f f e r a very a t t r a c t i v e 

t a r g e t . 

I t h i n k Texaco would go a f t e r i t were our p o s i t i o n s 

reversed. 

Also, I would l i k e t o say t h a t i f our p o s i t i o n s 

were reversed I would hate t o hear — I have had enough 

experience myself i n n e g o t i a t i n g i n over twenty years w i t h 
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A t l a n t i c - R i c h f i e l d , i n c l u d i n g o t hers, which have a l l ended 

very f r i e n d l y , and we have a l l accomplished something 

every time, but I can j u s t hear them squeal i f our s i t u a t i o n s 

were reversed and we were going t o p i n t h a t two hundred 

thousand d o l l a r penalty on them. 

MR. BATEMAN: Thank you. No f u r t h e r d i r e c t . 

MR. RAMEY: Mr. Hinkle? 

CROSS EXAMINATION 

BY MR. HINKLE: 

Q. I be l i e v e you s t a t e d a t the outset here t h a t you 

had p a r t i c i p a t e d i n some of the conferences and n e g o t i a t i o n s 

towards g e t t i n g these u n i t s together? 

A Yes, s i r . 

Q. Were you the designated r e p r e s e n t a t i v e of Texaco? 

A I negot i a t e f o r Texaco's Midland D i v i s i o n o f f i c e , 

yes, which includes southeast New Mexico. 

Q. Did you attend a l l of the meetings? 

fl. No, s i r , I d i d n ' t attend a l l of the meetings because 

there i s u s u a l l y more than one of us working and somebody 

else attended some of them. 

0. Has Texaco s p e c i f i c a l l y disapproved the formula 

f o r p a r t i c i p a t i o n under these u n i t s ? 

fl. We have not disapproved i t but we have not approved 

i t . 
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Q. You haven't disapproved i t ? 

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

Q. I s t h a t also t r u e of the p a r t i c i p a t i o n between the 

two zones? 

fl. We have not objected t o the p a r t i c i p a t i o n , s i r . We 

have not objected t o the p a r t i c i p a t i o n at a l l . 

Q. Okay, f i n e . Now, what i n t e r e s t does Texaco have 

i n t r a c t number t h i r t e e n ? 

A. S i x t y - s i x one s i x t i e t h of e i g h t - e i g h t h s undivided 

working i n t e r e s t . 

Q. What does t h a t amount t o percentage-wise? 

A. I n the p a r t i c i p a t i o n i n the u n i t ? 

0. No, i n the --

A. I t i s f o r t y - o n e p o i n t t w o - f i v e percent. 

Q. I am t a l k i n g about the ownership of t r a c t t h i r t e e n ? 

A. We have forty-one p o i n t t w o - f i v e percent. 

0. Now, I take i t from your testimony t h a t the main 

o b j e c t i o n i s t h a t you want t o continue t o produce the Tubb 

gas w e l l ? 

A. S i r , we have t o . 

0. Because of your c o n t r a c t w i t h E l Paso? 

A. Yes, s i r . 

0. Of course, d r i l l i n g a s u b s t i t u t e w e l l under the 

p r o v i s i o n s o f A r t i c l e 11 would s t i l l permit you t o continue 

t o produce t h a t gas and honor your contract? 
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A. But t h i s i s a r i d i c u l o u s s o l u t i o n business-wise 

i n our o p i n i o n , s i r . 

Q. That's your opinion? 

A. Yes, s i r . 

Q. Now, I b e l i e v e you sta t e d t h a t Texaco could not 

l i v e w i t h A r t i c l e 11? 

A. That's r i g h t . 

Q. Now, i f Texaco pays forty-one p o i n t e i g h t y - f i v e 

percent of what — what i s i t — of the two hundred thousand? 

A. Forty-one p o i n t t w o - f i v e percent. 

Q. They would pay what? 

A. Something l i k e e i g h t y - s i x thousand f i v e hundred 

d o l l a r s or something l i k e t h a t . 

0. Now, i f the evidence shows here t h a t over the twenty-

one years t h a t these u n i t s w i l l probably be i n e f f e c t t h a t 

t r a c t number t h i r t e e n w i l l probably net a p r o f i t of about 

seven m i l l i o n d o l l a r s . 

Do you t h i n k t h a t Texaco could l i v e w i t h the payment 

of e i g h t y - t h r e e thousand seven hundred when they are going 

t o get i t back i n a year or two? 

A. S i r , we o b j e c t t o t h a t e n t i r e l y because we have 

t h i s Tubb gas c o n t r a c t on the one hand and we have the Blinebry 

u n i t and the Drinkard u n i t on the other hand and when we can 

f e a s i b l y share both w i t h o u t an undue penalty — 

Q, You are going t o get i t back — 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Page L6_5_ 

fl. — we hope we get i t back i f the u n i t i s successful 

but a t the same time why be penalized j u s t f o r the sake 

because somebody says we must have the exclusive r i g h t s t o 

these w e l l s . That's an op i n i o n i n i t s e l f , s i r . 

Q. Don't you t h i n k i t i s f a i r since about e i g h t y - s i x 

percent of the working i n t e r e s t owners have agreed? 

fl. No, s i r , t h a t doesn't mean anything, s i r . I have 

been i n the business a long time on u n i t i z a t i o n s and I have 

p a r t i c i p a t e d under the compulsory laws of p u t t i n g u n i t s 

together and i n the other two states n o r t h of the Red River 

and i n Okalahoma and Kansas and I have seen one percent of 

the people t h a t show t h a t they have been t r e a t e d u n f a i r l y — 

and t h i s can defeat a u n i t . 

I t ' s not unreasonable -- i t i s reasonable t o t h i n k 

t h a t eighty-seven percent can have a l i t t l e d i f f e r e n t outlook 

than does t r a c t t h i r t e e n . 

Q. I s n ' t t h a t the purpose of the s t a t u t o r y u n i t i z a t i o n 

p r o v i s i o n t o take care of these s i t u a t i o n s ? 

A. No, s i r , i t ' s t o drag i n r e l u c t a n t dragons. 

Q. Now, I t h i n k your testimony i n d i c a t e d t h a t you 

thought you could dual or t r i p l e these wells? 

fl. Now, I d i d n ' t use the term " t r i p l e complete". I 

said dual. 

Q. Dual, okay. Would the dual completion reduce the 

amount of f l u i d a w e l l would be able t o produce from the 
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u n i t i z e d formation? 

A. Well, s i r , j u s t l i k e p u t t i n g t h i s t h i n g together, 

I t h i n k i t was t e s t i f i e d t h a t they had some twenty-nine 

formulas before they got one. 

There i s a l o t of give and take i n these u n i t s and 

t h i s would be another give and take s i t u a t i o n t o solve a 

problem here t h a t e x i s t s . 

Now, I don't know. I haven't heard any testimony 

as t o what r e s t r i c t e d volumes you would get i f you had --

there hasn't even been any plans f o r dual completion and what 

size t u b i n g and what volumes you would be l i f t i n g and how 

you would be r e s t r i c t e d . There have been no plans. 

1 am not here t o o f f e r you a dual completion plan, 

t h a t i s , a diagram. But I have no t i c e d t h a t there have been 

no plans t e s t i f i e d t o as t o how i t would r e s t r i c t i t . 

Q. You made some reference t o t e s t i n g the Abo and 

producing from the Abo and deepening the w e l l and when was 

Mr. Cone's w e l l d r i l l e d , the one t h a t Texaco owns? 

A. I would r a t h e r they would t e s t i f y t o t h a t but I 

t h i n k i t was around i n the e a r l y 1950's. 

Q. Why wasn't the Abo test e d i n these wells? 

A. There, again, you are g e t t i n g t o where I am not an 

expert but i t has been produced there. I t h i n k there was one 

w e l l t h a t was c r e d i t e d t o having produced f o r f i f t e e n 

thousand b a r r e l s and was sealed o f f w i t h the idea of meeting 
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an o f f s e t o b l i g a t i o n i n the Drinkard t h a t had more p r o l i f i c 

reserves and more p r o f i t a b l e p r o d u c t i o n — you can't c r i t i c i z e 

a man f o r t r y i n g t o make more money. 

MR. HINKLE: That's a l l . 

MR. RAMEY: Any other questions of the witness? 

He may be excused. 

(THEREUPON, the witness was excused.) 

MR. RAMEY: Mr. Kellahin? 

MR. LUCERO: Mr. K e l l a h i n , excuse . me but i n view of 

the time of day and I know t h a t we can't a n t i c i p a t e how long 

cross examination w i l l take but how long w i l l you propose the 

r e s t of your case w i l l take? 

MR. KELLAHIN: U n t i l about f o u r - t h i r t y . 

MR. LUCERO: I s there any r e b u t t a l or r e b u t t a l 

witnesses t h a t you can a n t i c i p a t e ? 

MR. HINKLE: I f there are i t w i l l be very l i t t l e . 

MR. LUCERO: Well, the reason we are asking i s because 

tomorrow we have an Energy Board meeting and we wanted t o 

pr o p e r l y a l l o c a t e our time -- i f we had t o go i n t o tomorrow. 

MR. KELLAHIN: I see no reason why we can't f i n i s h 

t o n i g h t , you know, around f i v e o'clock. 

JOHN C. BYERS 

was c a l l e d as a witness by the p r o t e s t a n t s , and having been 

f i r s t duly sworn, t e s t i f i e d upon h i s oath as f o l l o w s , t o - w i t : 
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DIRECT EXAMINATION 

BY MR. KELLAHIN: 

0, Please s t a t e your name and by whom you are employed 

and i n what capacity? 

A. John C. Byers of Lubbock, Texas, and I am employed 

by J. R. Cone as an engineer. 

0. Mr. Byers, have you p r e v i o u s l y t e s t i f i e d as an expert 

witness before the O i l Conservation Commission of New Mexico? 

A. Yes, I have. 

Q. And have your q u a l i f i c a t i o n s as an expert engineer 

been accepted and made a matter of record? 

A. Yes. 

0. Mr* Bvers, have you made a study of and are you 

f a m i l i a r w i t h the f a c t s surrounding t h i s p a r t i c u l a r a p p l i c a t i o n 

on behalf of A t l a n t i c - R i c h f i e l d ? 

A. Yes, I have. 

MR. KELLAHIN: I f the Commission, please, are Mr. 

Byers' q u a l i f i c a t i o n s acceptable? 

MR. RAMEY: Yes, they are, Mr. K e l l a h i n . 

0. (Mr, K e l l a h i n continuing.;) Mr . Byers, would you 

commence your testimony by g i v i n g us a b r i e f i n d i c a t i o n of 

the p a r t i c u l a r w e l l s operated by J. R. Cone w i t h i n what we 

c a l l t r a c t t h i r t e e n and what t h e i r h i s t o r y has been? 

A. Tract t h i r t e e n of the proposed u n i t , as Mr. Todd 

has t e s t i f i e d , was d r i l l e d i n the e a r l y 1950's. The No. 1 
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Well was d r i l l e d t o and completed i n , i t was a dual, i n the 

Bli n e b r y and Drinkard formations. 

The No. 2 Well was i n i t i a l l y completed i n the 

Bli n e b r y and Drinkard formations and subsequently was plugged 

back t o the Drinkard t o make a dual completion which i s i t s 

c u r r e n t s t a t u s of Drinkard and Tubb dual. 

The No. 3 Well was completed i n the Bl i n e b r y and 

Drinkard formations but upon i n i t i a l completion f o r approximate 

one year t h a t w e l l was produced by gas l i f t and n a t u r a l flow 

from the Abo formation. 

During t h a t year i t produced i n excess of f i f t e e n 

thousand b a r r e l s , an average of some f o r t y b a r r e l s a day. I t 

was shut i n f o r the purpose of plugging i t back and completed 

i n the Drinkard formation f o r economic purposes and t o 

p r o t e c t o f f s e t drainage. 

The No. 4 Well was i n i t i a l l y d r i l l e d and completed 

i n the Bl i n e b r y and Drinkard formations but during the process 

of completion as evidenced on the Form C-105 f i l e d w i t h the 

Commission under the signature of L. O. Strong on February l s t , 

1960, set out an open hole untreated t e s t o f the Abo formation 

d u r i n g which the w e l l flowed s i x p o i n t f i v e b a r r e l s of o i l 

per hour w i t h a three-quarters choke a f t e r having been t r e a t e d 

w i t h two thousand gallons of mud acid. 

I t was subsequently t r e a t e d w i t h twenty thousand 

gal l o n s and a f r a c k job and was again t e s t e d a t the r a t e of 
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seven b a r r e l s an hour w i t h a three-quarters choke. This 

i s , e v i d e n t l y , a producible w e l l . 

This i s an open hole s e c t i o n and the w e l l was 

subsequently plugged back and completed and has been produced 

ever since from the B l i n e b r y and Drinkard. 

The Tubb formation f o r the No. 2 i s p r e s e n t l y 

producing approximately ten m i l l i o n M.C.F. a month, about one 

hundred twenty t o one hundred t h i r t y m i l l i o n a year. 

The engineering subcommittee of the proposed East 

B l i n e b r y and Drinkard u n i t s i n t h e i r e x t r a p o l a t i o n of the P 

over Z curves has c r e d i t e d t h i s w e l l w i t h approximately s i x 

hundred -- or seven or e i g h t hundred thousand M.C.F. 

We concur w i t h Mr. Todd t h a t i n our opinion t h i s 

w e l l could w e l l represent i n excess of a b i l l i o n M.C.F. 

Our No. 4 Well i n i t i a l l y was so completed t h a t upon 

e x p l o i t a t i o n o f the B l i n e b r y and Drinkard zones we could 

plug i t back and recomplete the w e l l as a Tubb-Abo dual. 

Q. Let me d i r e c t your a t t e n t i o n t o paragraph 11.1 of 

the Arco proposed u n i t o p erating agreement and ask i f you 

w i l l d i r e c t your comments t o t h a t p a r t i c u l a r paragraph? 

A. Okay. That's the c o n f i s c a t i o n clause. 

Q. What, i f any, o b j e c t i o n does J. R. Cone have t o t h a t 

p a r t i c u l a r paragraph? 

A. I n good f a i t h , Mr. Cone and the other j o i n t operating 

owners of t h i s lease, have developed a lease f o r the purpose 
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of the e x p l o i t a t i o n of the n a t u r a l resources therefrom i n 

the most economical methods known t o them at the time. 

I n good f a i t h they have produced various zones. 

We have two remaining zones t o be e x p l o i t e d , the Tubb and 

the Abo. 

We are convinced t h a t upon d e p l e t i o n of the Tubb 

gas from the No. 3 Well i t may w e l l be converted t o a Tubb 

completion of the No. 4 Well and could y i e l d an a d d i t i o n a l 

two t o three b i l l i o n f e e t of gas. 

There i s no reason t o expect i n the past h i s t o r y 

t h a t a completion i n the Abo formation from the No. 3 and the 

No. 4 w e l l could not y i e l d f i f t y t o seventy-five thousand 

b a r r e l s each. 

These reserves would d e f i n i t e l y be denied the working 

i n t e r e s t owners of t h i s t r a c t i f the p r o v i s i o n s of A r t i c l e 

11.1 are invoked. 

QL Would you elaborate f o r us i n what way they would 

be denied? 

A. We would be faced w i t h a penalty of paying up t o 

four hundred thousand d o l l a r s , at a minimum, f o r two w e l l s 

t o the u n i t t o provide ourselves w i t h two bore holes through 

which we could deplete these reserves. 

The other a l t e r n a t i v e would be the d r i l l i n g of at 

l e a s t two more holes at the cost of some three hundred thousand 

d o l l a r s . 
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Therefore, the reserves l e f t here would not create 

a favorable economy on the basis of t h i s cost. Therefore, 

t h i s reserve would be denied the owners and i n our opinion 

would be a loss of n a t u r a l resources. 

Q. Let me d i r e c t your a t t e n t i o n t o what we have marked 

as Cone E x h i b i t Number Two and ask you t o i d e n t i f y i t and 

e x p l a i n what i n f o r m a t i o n i t contains? 

A. E x h i b i t Number Two was taken from the engineering 

subcommittee r e p o r t dated, I b e l i e v e , i t was July of 1971, I 

b e l i e v e , and probably i t i s on f i l e i n which we have simply 

set out on t h i s typed s e c t i o n the B l i n e b r y u n i t i z e d formation 

i n the i n t e r v a l f i f t y - f i v e f i f t y through s i x thousand and seven 

f e e t and the u n i t i z e d s e c t i o n f o r the Drinkard formation i n 

the i n t e r v a l f i f t y - f o u r f i f t y t o sixty-seven t h i r t y f e e t and 

show sandwiched i n between the B l i n e b r y and the Drinkard i s the 

Tubb gas zone which i s p r o d u c t i v e . 

Immediately below the Drinkard and separated by 

no more than seventy f e e t i s the Abo formation which i s 

productive of o i l and gas. 

Q. You have heard the testimony today from the Arco 

witnesses w i t h regards t o the f l o o d i n g of the B l i n e b r y and 

the Drinkard formations. I n your o p i n i o n , Mr. Byers, what, 

i f any, r i s k i s presented by t h a t water f l o o d w i t h regard 

t o the Tubb production? 

A. I t h i n k the techniques t h a t A t l a n t i c has proposed 
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are sound. I f a leak has occurred i n a s t r i n g of casing or 

behind a s t r i n g o f casing or a crack i n the formation t h i s 

i s a proposal of surveys t o f i n d t h i s leak and are sound. 

What happens — how f r e q u e n t l y are we going t o 

operate these surveys? Once a month, every s i x months or 

every year? 

I n the process of i n j e c t i n g i n t o one of these w e l l s 

a t the r a t e of four t o e i g h t hundred b a r r e l s a day and we lose 

h a l f o f t h a t water over a six-month p e r i o d , where does i t 

go? I n the Tubb. 

With the spacing of w e l l s t h a t i s necessary f o r the 

operation o f t h i s u n i t i t i s not unconceivable t h a t we could 

drown out the Tubb gas, or e s s e n t i a l l y drown i t out, i n 

t h i s p e r i o d of time. 

Q. What p e r i o d of time are you r e f e r r i n g to? 

A. I am e s t i m a t i n g from s i x months t o a year surveys 

and I don't t h i n k i t would be economically j u s t i f i e d much 

more o f t e n than t h a t . 

Q. I n order t o avoid watering out the Tubb how o f t e n 

would you recommend t h a t the surveys be run regardless of the 

economic f a c t o r ? 

A. From our p o i n t of view we would l i k e them every 

day. 

0. W i t h i n a reasonable p e r i o d of time, Mr. Byers, what 

would t h a t be? 
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A. I would t h i n k a t l e a s t once a month. 

Q. I d i r e c t your a t t e n t i o n t o what we have marked as 

Cone E x h i b i t Number Three and ask you t o i d e n t i f y i t ? 

A. That i s an economic prognosis prepared i n my 

o f f i c e i n which we have generalized the economic p o t e n t i a l 

o f t h i s lease t o the working i n t e r s t owners, seven-eighths 

working i n t e r e s t owners, from the remaining reserves, primary 

reserves, t h a t are a v a i l a b l e -- a b i r d i n the hand so t o 

speak -- t o these operators r i g h t now. 

The r e s u l t — the recovery of these would probably 

r e q u i r e about twenty years. I t would also r e s u l t i n a 

net p r o f i t t o these people of about seven m i l l i o n two hundred 

thousand d o l l a r s . 

Now, on the other hand under the proposed u n i t i z e d 

o p e r a t i o n plan and i n accordance w i t h the p a r t i c i p a t i o n 

equation and the p r o j e c t e d production schedule we have estimate! 

what the i m p l i c a t i o n i s under u n i t i z a t i o n and we f i n d t h a t 

we end up w i t h a net p r o f i t of ten m i l l i o n e i g h t hundred 

and s i x t y - f o u r thousand d o l l a r s , an increase of some two and 

a h a l f m i l l i o n d o l l a r s , almost three m i l l i o n d o l l a r s . 

But the cost of development reduces t h i s t o a net 

gain o f one m i l l i o n p o i n t three m i l l i o n . We haven't yet 

introduced any r i s k i n t h i s o p e r a t i o n . 

What i f the p r o j e c t f a i l s by t h i r t y - s e v e n percent? 

This could happen even i f we have t o leave a twenty acre 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Page LL5. 

border on the ouside of the t h i n g because o f the f a i l u r e t o 

a r r i v e a t s a t i s f a c t o r y o f f s e t i n j e c t i o n s agreements. 

Q. Let me make sure t h a t I understand t h i s e i g h t and 

a h a l f m i l l i o n d o l l a r f i g u r e . 

What parameters have you used? I assume you have 

used the same set of f i g u r e s t h a t Mr. Tweed and Arco used 

i n d e r i v i n g the reserves? 

A. Yes. I p o s s i b l y used s l i g h t l y d i f f e r e n t crude p r i c e 

numbers. I used the crude values of a l i t t l e e a r l i e r date. 

I used eleven d o l l a r s and some odd cents f o r the o i l value. 

We used Arco's f i f t y - f i v e cents gas value and 

eleven e i g h t y - f i v e f o r the o i l value. We used the e x i s t i n g 

c u r r e n t values f o r the ope r a t i o n of the Cone Jalmat lease. 

We are c u r r e n t l y r e c e i v i n g twelve d o l l a r s and sixty-one cents 

f o r the o i l . We are r e c e i v i n g forty-seven cents f o r casing 

head gas. We are r e c e i v i n g eighty-seven and a h a l f cents 

f o r gas w e l l gas. 

Q. I n these c a l c u l a t i o n s d i d you use the nine p o i n t 

e i g h t m i l l i o n b a r r e l s of recoverable reserves? 

A. No, we a c t u a l l y used a s l i g h t l y l a r g e r f i g u r e t h a t 

came out i n an e a r l i e r r e p o r t than the l a s t one t h a t I had. 

That was j u s t under ten p o i n t — I t h i n k i t was ten p o i n t 

s i x m i l l i o n b a r r e l s . 

Q. Go ahead. 

A. We f e e l very w e l l t h a t i t could be as much as 
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t o t h i r t y - f i v e or t h i r t y - s e v e n percent r i s k f a c t o r i n the 

f a i l u r e t o perform. 

Q. Upon what do you base your opinion t h a t there i s 

a reasonable chance of a t h i r t y - s e v e n percent r i s k f a c t o r ? 

fl. We looked a t the p r o j e c t e d production from t h i s 

u n i t as proposed by Arco and I t h i n k i t i s a good p r o j e c t i o n 

and a very sound p r o j e c t i o n . 

We placed t h a t on a w e l l production basis. We f i n d 

t h a t we a n t i c i p a t e the u n i t peaking out at a production of 

around t h i r t e e n hundred b a r r e l s per month per w e l l . 

We c o r r e l a t e d the r e s u l t s of the Gulf Central 

Drinkard u n i t i n time w i t h t h i s and we f i n d t h a t i t reached 

a peak produ c t i o n of only two hundred and ei g h t y b a r r e l s 

a w e l l month and i t i s c u r r e n t l y averaging less than two 

hundred. 

We f e e l , then, t h i s discrepancy between the act u a l 

performance of the Central Drinkard u n i t and t h i s one even 

though i t i s not developed f u l l y and i t would c e r t a i n l y 

i n d i c a t e t h a t i t has only performed about t w e n t y - f i v e percent 

of what we had hoped f o r on t h i s . 

Do we t h i n k t h a t we are t h a t much b e t t e r than they 

are and can we develop t h a t much more? I t h i n k we have got 

t o ask ourselves the question before we spend the money. 

Q. I d i r e c t your a t t e n t i o n t o what we have marked as 

Cone E x h i b i t Number Four and ask you t o i d e n t i f y that? 
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fl. That i s a copy o f the New Mexico O i l Conservation 

Commission Form C-105 i n which i s set out i n the bottom of 

the f i r s t page the t e s t o f the Abo formation i n open hole 

s e c t i o n o f the w e l l o f our Eubanks Well No. 4. 

Q. Please r e f e r t o what we have marked as Cone E x h i b i t 

Number Five and i d e n t i f y i t ? 

fl. That i s a p l a t taken from the East Blinebry-Drinkard 

u n i t documents on which we have averaged e s s e n t i a l l y the same 

data t h a t Arco d i d i n t h e i r E x h i b i t One Hundred Sixty-seven 

or something l i k e t h a t -- set out production. 

We have set out the average production as b a r r e l s 

per w e l l per day and connected t h i s data w i t h Iso production 

contour l i n e s which i n d i c a t e s t h a t a l i n e approximately down 

the middle of t h i s d i v i d e s the w e l l s on the east as producing 

less than f i v e b a r r e l s per day and those on the west greater 

than f i v e b a r r e l s a day. 

Our data curves are very close w i t h Arco's. The 

only d i f f e r e n c e — I see a vast d i f f e r e n c e between the west 

side production and the eastside production. The east side 

i s approaching economic d e p l e t i o n . The west side i s not. 

At the present rates of d e c l i n e probably some s i x 

t o seven t o e i g h t years might be required f o r the west side 

production t o reach the average production l e v e l t h a t the east 

i s experiencing today. 

I t h i n k t h i s p l a t d i c t a t e s t h a t Arco i s abs o l u t e l y 
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c o r r e c t . We need t o look f o r secondary recovery. We need 

t o look f o r pressure maintenance i n t h a t area. 

But we do not need t o do i t w i t h high r i s k a t the 

expense o f known reserves i n the western and southwestern 

p o r t i o n of the u n i t . 

Q. I n your o p i n i o n , Mr. Byers, does the u n i t area 

conta i n acreage f o r which i t would be premature t o commence 

water f l o o d operations? 

A. Not i f the process, i t s e l f , was proven and the r i s k 

was low. 

Q. I n your opini o n based on the i n f o r m a t i o n you have beer 

t o l d today and on your previous studies what, i f any, adverse 

a f f e c t would the u n i t o peration have on t r a c t t h i r t e e n 

operated by J. R. Cone? 

A. I t w i l l adversely a f f e c t i t i f i t i s caused t o be 

included i n the u n i t under the plan of operation under the 

e x i s t i n g u n i t agreement — 

I t w i l l cause the loss of proven primary reserves. 

I t w i l l cause us t o become i n v i o l a t i o n of Federal Power 

Commission r u l e s and r e g u l a t i o n s and laws r e q u i r i n g us t o 

d e l i v e r Tubb gas, high pressure gas, t o E l Paso Natural Gas 

Company. 

I t w i l l place us i n a high r i s k , i n our op i n i o n , as 

t o the u l t i m a t e success of t h i s t h i n g . 

Q. R e d i r e c t i n g your a t t e n t i o n t o Cone E x h i b i t Number 
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Three, what i n your o p i n i o n i s your best estimate of the 

economic loss t h a t J. R. Cone would s u f f e r i f t r a c t t h i r t e e n 

i s included w i t h i n the u n i t operations? 

fl. I t h i n k t h a t i f i t i s included and i s successful 

t o the e x t e n t of seventy-three percent of p r o j e c t e d and 

t h a t because of i n a c c e s s i b i l i t y of the known producing 

remaining primary reserves i n the Tubb and the Abo, we lose 

f i f t y percent of t h a t , and we are going t o end up i n twenty 

years e x a c t l y w i t h the same amount of money i n our pockets 

t h a t we would have had had we continued t o operate t h i s t h i n g 

on the primary methods. 

Q. A l l r i g h t . You have i n d i c a t e d a r i s k of loss of 

the water f l o o d operations of f i f t y percent as the l a s t e n t r y 

on E x h i b i t Number Three. What do you mean by the entry? 

fl. I f we are forced i n t o t h i s i t has been i n d i c a t e d 

t h a t eighteen months t o three years, probably, can be expected 

before i n j e c t i o n w i l l s t a r t i n the western p o r t i o n of t h i s 

u n i t . 

I would be assume, then, t h a t Arco would cooperate 

w i t h us t o the e x t e n t of a l l o w i n g us t o at l e a s t deplete our 

proven Tubb and a p o r t i o n of our Abo reserves during t h a t 

time through m u l t i p l e completions. 

I f i t r e q u i r e s us seven t o ten years t o deplete a l l 

of t h a t , then, l e t ' s assume t h a t we may get h a l f of i t during 

t h i s grace period t h a t they may grant us. 
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Q. Let me d i r e c t your a t t e n t i o n t o Cone E x h i b i t 

Number Six and ask you t o i d e n t i f y i t and e x p l a i n what i t 

contains? 

fl. We r e f e r r e d on the date on t h i s E x h i b i t a few 

minutes ago. The upper dashed curve i s taken from Arco's 

p r o j e c t e d production h i s t o r y , a n t i c i p a t e d production h i s t o r y , 

from t h i s property and based on s i x t y w e l l s and based on 

b a r r e l s of production per w e l l month. 

The bottom curve i s simply a summation of the t o t a l 

p roduction from the Gulf Central Drinkard u n i t on a b a r r e l 

per month basis. 

The t o t a l b a r r e l s produced d i v i d e d by the number of 

b a r r e l s producing t h a t month. The top curve peaks out a t about 

t h i r t e e n hundred b a r r e l s per month per w e l l and the bottom 

curve as evidenced peaks out a t about two hundred and e i g h t y — 

c u r r e n t l y peaks out a t about three hundred e i g h t y t o three 

hundred n i n e t y , c u r r e n t l y , and about two hundred e i g h t y w e l l 

b a r r e l s a month, i n d i c a t i n g t h a t the performance of the 

Central Drinkard u n i t of twenty-six hundred acres w i t h f i f t y -

t hree w e l l s comparable w i t h the three thousand acres t h a t we 

are l o o k i n g a t here and s i x t y w e l l s , i s not r e a l f a v o r a b l e . 

0. I see. 

fl. We have got some r i s k i n v o l v e d . 

Q. What i s the s i g n i f i c a n c e — I am having t r o u b l e 

reading my copy — what i s the s i g n i f i c a n c e o f , I b e l i e v e , 
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of t w e n t y - f i v e p o i n t f i v e something percent? 

fl. That i s simply the a c t u a l performance, summation 

of p r o d u c t i o n , during t h a t cross hatched period — the 

summation of production under the dashed curve d i v i d e d by 

the summation of — d i v i d e d i n t o the summation of production 

of the s o l i d curve. 

Which i s t o say t h a t d u r i n g t h i s p e riod the Central 

Drinkard u n i t on a per w e l l basis has recovered about twenty-

f i v e percent of what we hoped t o get out of the B l i n e b r y -

Drinkard u n i t . 

Now, i t i s also evident t h a t they have not f i l l e d 

up i n a l l of t h i s time and I t h i n k we may w e l l a n t i c i p a t e 

the same t h i n g w i t h respect t o our gas cap. 

They have been i n j e c t i n g f o r over f i v e years and 

a t t h i s time have i n j e c t e d three b a r r e l s of water f o r every 

b a r r e l of o i l t h a t was ever taken out of i t . 

They are g e t t i n g s e v enty-five percent water cut i n 

production now and they are s t i l l producing a t twenty-three 

thousand t o one G.O.R. 

I t h i n k we have a long ways t o go before we f i l l i t 

up. I t h i n k i t w i l l work but I t h i n k i t i s going to take a 

l o t longer than we are l o o k i n g a t . 

Q. Now, how does the operation of the Gulf Central 

Drinkard u n i t compare t o the proposed Blin e b r y - D r i n k a r d u n i t 

t o be operated by Arco? 
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ft. I am not f a m i l i a r w i t h the operation of the 

Central Drinkard u n i t . 

Q. This i s j u s t simply an i n d i c a t i o n — 

A. An i n d i c a t i o n from raw production data. 

Q. Would you r e f e r t o E x h i b i t Number Seven and i d e n t i f y 

i t , please? 

A. E x h i b i t Number Seven i s e s s e n t i a l l y the same data. 

Curve No. 1 — t h a t i s our p r o j e c t i o n , r a t e of income from 

the f u t u r e , primary production — j u s t leave us alone w i t h 

the Eubanks lease and t h i s i s the h i s t o r y t h a t we are going 

t o f o l l o w over the next twenty years. 

Curve No. 2 i s t h a t which our revenue should f o l l o w 

i f we are included i n the East B l i n e b r y and East Drinkard 

u n i t s i n accordance w i t h the p a r t i c i p a t i o n percentages t h a t 

are v i s u a l i z e d and the operations hoped f o r which shows a 

very favorable economy. 

I f we reduce t h a t economy by f i f t y percent, again, 

as r i s k , we t u r n out the l o s e r s . 

Q. Go ahead — 

ft. The two numbers come out e x a c t l y the same. 

Q. You heard Mr. Tweed's testimony e a r l i e r t h i s a f t e r ­

noon t h a t he a n t i c i p a t e d a r a t i o of primary t o secondary 

recovery of approximately seventy percent and t h a t he 

i n d i c a t e d the upper and lower ranges of t h a t p r o j e c t i o n could 

be anywhere from a low of f o r t y t o f i f t y percent t o a high 
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as, I b e l i e v e , a hundred percent? 

A. Yes, I would concur because i n the an a l y s i s of 

t h i s I reviewed t h e i r data and I t h i n k they d i d a b e a u t i f u l 

job. I t h i n k t h e i r numbers are r i g h t . But even though 

our numbers are i n the machine and they are r i g h t they s t i l l 

have t o prove t h i s i n the r e s e r v o i r . 

Q. What w i l l be the economic impact on the J. R. Cone 

property i f the u n i t i z e d o p eration has a f o r t y or f i f t y 

percent p r o j e c t e d e f f i c i e n c y ? 

A. I t w i l l be an economic loss t o us -- a t the best 

a break even t h i n g . 

Q. At what p o i n t w i l l i t break even? 

A. Oh, i t w i l l probably be some years before i t w i l l 

a c t u a l l y net anything because the expentures because a 

successful — the d i f f e r e n c e i n t h i s , I t h i n k we have a l l got 

to r e a l i z e t h i s , t h a t i f we were s i t t i n g here next t o a 

proven successful f l o o d our r i s k would be low and our 

expenditures would be low. 

We get out here and get i n t o t h i s t h i n g and f i n d 

t h a t we are not moving along i n the fashion we had hoped f o r 

then our expenses immediately go up because we are going t o 

s t a r t t o look f o r the whys. 

Therefore, our costs goes up and our production i s 

not performing as hoped f o r and the red numbers get a l i t t l e 

b i t l a r g e r . 
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Q. Please d i r e c t your a t t e n t i o n t o E x h i b i t s Eight 

and Nine and t e l l us what those are? 

fl. E x h i b i t s Eight and Nine are from the engineering 

subcommitte work. Again, very good — i t c o n s t i t u t e s an 

isopach map of the B l i n e b r y gas cap and the Drinkard gas 

cap under the u n i t area r e s p e c t i v e l y . 

Q, What s i g n i f i c a n c e do you draw from these two 

e x h i b i t s ? 

fl. We t h i n k t h a t these both represent a s u b s t a n t i a l 

volume of gas. We c e r t a i n l y should recover a l l we can. We 

should also recover the o i l t h a t i s underlying these. 

But we concur w i t h Mr. Todd t h a t the prosecution 

of a vigorous i n j e c t i o n program of down dippi n g t h i s t h i n g 

f o r the simultaneous producion of the gas cap w i t h the volumes 

t h a t we see here w i l l create a pressure d i f f e r e n t i a l a t the 

o i l - w a t e r contact wherever t h i s i s and regardless of how 

i r r e g u l a r i t may be. 

I t i s going t o r e s u l t i n the m i g r a t i o n of o i l i n 

the gas cap which w i l l be l o s t t o us. 

I t may w e l l also r e s u l t i n the watering out of our 

gas w e l l s . We t h i n k t h a t the gas w e l l s are a high r i s k . 

0. Please r e f e r t o E x h i b i t Number Ten and i d e n t i f y i t ? 

fl. Number Ten i s a t a b u l a r summary of the operation 

expense by months f o r the seven w e l l s f o r the l a s t twenty-

one months which shows t h a t we are operating those w e l l s , 
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a l l , i s less than three hundred d o l l a r s per w e l l month. 

This i s s u b s t a n t i a l l y less than the overhead and 

general f i e l d pumping a n t i c i p a t e d i n the economic prognosis 

of t h i s u n i t . 

0. And E x h i b i t Number Eleven i s what? 

A. That E x h i b i t Number Eleven i s operating expense — 

Ten and Eleven should be combined. 

0. One i s f o r '76, and the other i s f o r '77? 

A. Yes, and combined they cover twenty-one months. 

0. I d e n t i f y E x h i b i t Number Twelve? 

A. E x h i b i t Number Twelve i s a lease map and includes 

the r i g h t - h a n d p o r t i o n , the o u t l i n e , of the boundary of the 

proposed u n i t and shows t h a t the center of t h a t u n i t t o 

the center of the Central Drinkard u n i t i s approximately four 

m i l e s . 

So, we are c l o s e l y r e l a t e d , g eographically, as w e l l 

as w e l l as g e o l o g i c a l l y — t h i s Drinkard s e c t i o n . 

MR. KELLAHIN: Mr. Lucero. I said about f o u r - t h i r t y 

and l e t me see i f I can't f a c i l i t a t e our summary of Mr. Cone's 

o b j e c t i o n t o the s t a t u t o r y u n i t i z a t i o n . 

0. (Mr. K e l l a h i n continuing.) I show you a Xerox copy 

of the s t a t u t o r y u n i t i z a t i o n act and I r e f e r you t o Section 

65-14-6. I want t o ask you some s p e c i f i c questions as t o 

some of these matters which are precedent t o the Commission 

i n the issuance of an order f o r s t a t u t o r y u n i t i z a t i o n . 
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Now, w i t h regards t o the J. R. Cone t r a c t i n your 

o p i n i o n l o o k i n g a t subparagraph one whether as i t r e l a t e s 

t o the Cone t r a c t whether the u n i t i z e d management operations 

and f u r t h e r development of the o i l and gas pool or a p o r t i o n 

thereof i s reasonably necessary i n order t o e f f e c t i v e l y 

c a r r y on a pressure maintenance secondary recover o p e r a t i o n , 

e t c e tera. 

What, i f any comments, can you make w i t h regard t o 

t h a t precedent? 

A. We concur w i t h i t wholeheartedly. We do not concur 

i n s o f a r as the phraseology of t h i s or any other u n i t i s 

concerned t h a t t h i s i s the proper s i z e . 

We t h i n k i t should be u n i t i z e d and i t should be under 

u n i t i z e d management and the best plan f o r op e r a t i o n . That 

u n i t should be confined t o the areas as set out i n t h i s u n i t 

agreement f o r m o d i f i c a t i o n of the u n i t l i n e s , the u n i t 

boundary, t o the extent t h a t t h a t p o r t i o n of the u n i t area 

t h a t i s away from the producible recovery of the Abo and 

Tubb reserves. 

That i s be completed i n the B l i n e b r y and Drinkard 

and should be put under secondary recover under u n i t i z e d 

management. 

This i s not t o say t h a t t h a t u n i t i z e d operation i n 

the secondary recovery p r o j e c t should be expanded u n t i l proven 

i n t o the other areas as o u t l i n e d i n t h i s u n i t area. 
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0. I f I may summarize, Mr. Byers, i t appears t h a t 

you are saying t h a t there i s a p o r t i o n of the proposed u n i t 

area f o r which secondary recover operations are t i m e l y a t 

t h i s p o i n t and there i s a p o r t i o n t h a t i s premature? 

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

0. For which p o r t i o n i s i t t i m e l y and f o r which p o r t i o n 

i s i t premature? 

fl. Generally, the east h a l f c e r t a i n l y should be 

subjected t o the quick review of secondary recovery and the 

i n s t i t u t i o n of secondary recovery or some other pressure 

maintenance. 

At the time t h a t such o p e r a t i o n , even perhaps a t 

the expense of reserves, a t the time those operations are 

proven and h i g h l y successful then they should be expanded i n t o 

the r e s t of the area. 

0. A l l r i g h t . With regard t o t h a t expansion what i n 

your o p i n i o n or when i n your o p i n i o n w i l l the J. R. Cone 

t r a c t , designated t h i r t e e n , be ready f o r secondary recovery? 

fl. As we have i n d i c a t e d before probably at the optimum 

of seven t o ten years. At the worst we may never be i f 

the process of secondary recovery as we now conceive i t i n 

the B l i n e b r y and Drinkard i s unsuccessful. 

0. Let me d i r e c t your a t t e n t i o n t o precedent two which 

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

u n i t i z e d methods w i l l prevent waste. I n your o p i n i o n , Mr. 
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Byers, w i l l the u n i t i z e d o p e r a t i o n prevent waste regarding 

the J. R. Cone t r a c t ? 

fl. I f i n s t i t u t e d a t t h i s time i t w i l l cause waste. 

Q. I n what way, s i r ? 

fl. Because we w i l l lose Abo and Tubb reserves. 

Q. I see. 

fl. I f d e f e r r e d t o a time as we i n d i c a t e d before the 

Tubb and Abo could be depleted t o such a s t a t e t h a t they 

are i n s i g n i f i c a n t compared t o the main reserves and the 

reserve processes proven, then, c e r t a i n l y i t could prevent 

waste. 

Q. D i r e c t i n g your a t t e n t i o n t o precedent t h r e e , i n 

your o p i n i o n w i l l the d e p l e t i o n of t r a c t t h i r t e e n from the 

u n i t o peration s t i l l a l l o w the u n i t operator t o r e t u r n a 

reasonable p r o f i t on h i s investment? 

fl. I would see no reason t h a t they should not. The 

d e p l e t i o n of t r a c t t h i r t e e n going back t o e a r l i e r testimony 

we are lo o k i n g a t a u n i t here w i t h a — by almost a s i x mile 

boundary exposed t o p r o d u c i b i l e B l i n e b r y and Drinkard w e l l s 

on the n o r t h , west, and south. 

The d e l e t i o n of t r a c t t h i r t e e n w i l l only decrease 

t h i s by a m i l e . I don't see t h a t i t i s t h a t much d i f f e r e n c e . 

Q, Let me d i r e c t your comments t o precedent f o u r , w i l l 

the u n i t i z e d o p e r a t i o n b e n e f i t the working i n t e r e s t and 

r o y a l t y i n t e r e s t u n d e rlying the J. R. Cone t r a c t ? 
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A. Not a t t h i s time. Again, a t some l a t e r date, yes, 

and i n a l l p r o b a b i l i t y s u b s t a n t i a l l y . 

0. Precedent s i x i n d i c a t e s t h a t the p a r t i c i p a t i o n 

formula contained i n the u n i t i z a t i o n agreement must be f a i r 

and reasonable and e q u i t a b l e . 

With regards t o the J. R. Cone t r a c t and the 

production from those t r a c t s are there any i n q u i t i e s or 

unreasonable f a c t o r s i n t h a t p a r t i c i p a t i o n formula? 

A. I do not disgree w i t h the p a r t i c i p a t i o n formula 

i n general and I t h i n k probably I would not a l t e r i t 

m a t e r i a l l y . 

I t h i n k there have been some o v e r s i g h t s . 

Q. Would you d i r e c t your remarks t o what oversights 

may have occurred? 

A. For instance, i n the case of our No. 3 Well which 

you w i l l r e c a l l was completed i n i t i a l l y i n the Drinkard and 

the B l i n e b r y , f o r the l a s t ten or fourteen years has been 

shut i n i n the Drinkard and has produced i n the B l i n e b r y and 

the Tubb. 

At the time t h a t t h a t w e l l was shut i n i n the 

Drinkard i t was making s i x t o e i g h t b a r r e l s of o i l a day. 

How much would i t have made during t h i s time t h a t should have 

been c r e d i t e d t o i t ? We don't know. I t i s a matter of 

conjecture. 

But I t h i n k as long as t h i s i s based on reserves and 
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on production h i s t o r y and I t h i n k we represent reserves t h a t 

we have not been c r e d i t e d w i t h . 

0. What reserves, s p e c i f i c a l l y have you not been 

c r e d i t e d with? What w e l l was that? 

fl. The No. 3 Well, Eubanks. 

Q, Are there any other w e l l s being operated on the 

Cone lease f o r which you b e l i e v e you have not received 

proper c r e d i t f o r ? 

fl. No. 

0. You i n d i c a t e d t h a t t h a t was the Eubanks No. 3 and 

I b e l i e v e i t i s the No. 2? 

fl. The No.2, I beg your pardon, yes, i t i s . 

0. Do you have any f u r t h e r opinions or comments t h a t 

you would l i k e t o express w i t h regards t o J. R. Cone's 

op p o s i t i o n t o the s t a t u t o r y u n i t i z a t i o n ? 

fl. We are not opposed t o u n i t i z a t i o n a t t h i s hearing. 

As we pointed out v i g o r o u s l y our o p p o s i t i o n i s simply based 

on our economics a t t h i s time as we see i t i n the remaining 

primary reserves and the r i s k t h a t we see i n developing 

the secondary reserves. 

I t h i n k t h a t the p r i n c i p a l s of forced pooling and 

forced u n i t i z a t i o n i f we were d e a l i n g w i t h a simple r e s e r v o i r 

and one horizon w i t h very low r i s k then I t h i n k probably 

they are very a p p l i c a b l e and an order should be exercised. 

But we are deal i n g w i t h a complex f a c t o r and very 
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1 complex d i f f e r e n c e between i n d i v i d u a l s and a very complex 

2 r e s e r v o i r one i n which we have not proven the processes we 

3 plan t o use. 

4 I n s p i t e of the o b j e c t i o n s t o p i l o t f l o o d i n g I 

5 would l i k e t o see, very much, and I would support the 

6 c r e a t i o n of a s e c t i o n or a s e c t i o n and a h a l f , i n i t i a l f l o o d , 

7 i n the northern and eastern p o r t i o n s of t h i s . VJe t h i n k i t 

8 should be done -- and operated t o a p o i n t t h a t the operators 

9 of t h a t u n i t and standing on i t s own can prove t o us 

10 and t h i s Commission t h a t those processes should be expanded 

11 beyond the i n i t i a l l i m i t s and i n t o the other areas. 

12 0. Except f o r those e x h i b i t s t h a t we have sought t o 

13 i n t r o d u c e , t h a t came out of the A t l a n t i c - R i c h f i e l d u n i t , 

14 the u n i t agreement or t h e i r engineering data, were the 

15 other e x h i b i t s introduced by J. R. Cone prepared by you 

16 or prepared under your d i r e c t i o n and supervision? 

17 A. Yes, they were — no, I have t o take t h a t back r e a l l y 

18 most of the p r i n t i n g and the b e a u t i f u l job done by A t l a n t i c , 

19 we interposed our data. 

20 0. I see. That's what I am t r y i n g t o r e f e r t o , the 

21 a d d i t i o n s l i k e the over-drawing and the d a i l y production — 

22 A. Yes, s i r . 

2 3 0, On E x h i b i t Five was done by you based upon the --

2 4 A. Superimposed data on the very nice job A t l a n t i c 

25 d i d . 
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MR. KELLAHIN: I f the Commission, please, I move 

the admission of Cone's E x h i b i t s One through Twelve. 

MR. RAMEY: They w i l l be admitted. 

MR. KELLAHIN: That concludes our d i r e c t examination 

of Mr. Byers. 

MR. RAMEY: Any question of the witness? 

MR. HINKLE: I have j u s t a few. 

CROSS EXAMINATION 

BY MR. HINKLE: 

0, Mr. Byers, I don't know whether I understood you 

d i r e c t l y or not but i t i s my understanding of your testimony 

t h a t i t might be several years before Mr. Cone i s ready 

f o r secondary recovery, i s t h a t r i g h t ? 

A Depending upon the circumstances, yes, s i r , i t 

could be. He could be ready i n a year. But the performance 

of the r e s e r v o i r , i t s e l f , i t has got t o prove t o us t h a t 

these methods are a p p l i c a b l e and t h a t they are j u s t i f i e d 

economically and we are j u s t i f i e d i n j e o p a r d i z i n g known 

e x i s t i n g o i l and gas reserves, n a t u r a l resources, f o r the 

b e n e f i t of greater resources. 

0. Would i t probably be more d e s i r a b l e from h i s stand­

p o i n t t o w a i t seven or e i g h t years? 

A I t would c e r t a i n l y be d e s i r a b l e from our standpoint 

but we r e a l i z e also t h a t we are i n c o n f l i c t w i t h your p o s i t i o n 
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the r e . 

Q. I n seven or e i g h t years what i s going t o happen t o 

a l l of the other w e l l s i n the pool? 

fl. Well, I would suggest a f t e r updating the production 

curves t h a t since the l a s t update of Ju l y or June, I be l i e v e 

i t was, of '76, a c t u a l l y our w e l l s are producing a l i t t l e 

b e t t e r than the curve a n t i c i p a t e d and most of the oth e r s , 

at l e a s t f i f t y percent of the others, are producing less than 

t h a t . 

I would suggest t h a t they would give a l i t t l e 

a t t e n t i o n t o t h i s . 

Q, I s n ' t i t a f a c t t h a t some of those w e l l s , some of 

those leases, w i l l e x p ire because of the w e l l s being 

depleted? 

fl. I would not t h i n k so. 

0. Wouldn't t h a t deny u n i t i z a t i o n of t h i s e n t i r e thing? 

fl. I would not t h i n k so i f we i n s t i t u t e d a secondary 

recovery program of some form i n the northeast area, n o r t h ­

eastern p a r t of t h i s area. 

Q. Well, i f a delay d i d jeopardize the u n i t i z a t i o n of 

these two pools i t would cause a waste of an estimated nine 

or t en m i l l i o n b a r r e l s of o i l would i t not? 

fl. No, as long as we do not apply any extraneous pressu 

to the crude o i l i n the r e s e r v o i r i t i s not going to move 

anywhere. I t i s going to stay r i g h t t h e r e . 
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Q. You would never get i t together again — 

fl. I t ' s l o s t now — i t i s r i g h t where i t i s going t o 

be now i f we s t a r t i n j e c t i o n t en years from now. 

Q. I s the purpose of the u n i t i z a t i o n i s t o save? 

fl. No, the purpose of u n i t i z a t i o n i s t o get i t out of 

the ground quicker. 

0, Now, I b e l i e v e you touched upon the f a c t t h a t you 

might be prevented from developing your Abo formation? 

fl. Yes, we could be. 

0. Now, why haven't your present w e l l s been deepened 

to the Abo? Why don't you d r i l l other w e l l s to the Abo 

at the present time? 

fl. Because u n t i l t h i s time and even a t t h i s time we 

cannot a f f o r d t o d r i l l a w e l l f o r f i f t y thousand b a r r e l s . 

We are t a l k i n g i n terms of d r i l l i n g a three hundred f i f t y 

thousand d o l l a r w e l l f o r f i f t y or seventy-five thousand 

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

That i s not a r e a l good r e t u r n . But we have two 

w e l l s already p e n e t r a t i n g t h a t formation and a l l we lack 

i s cleaning them up and p u t t i n g them on production and we 

could s t i l l get t h a t f i f t y or seventy-five thousand b a r r e l s . 

0. I s n ' t i t a f a c t , Mr. Byers, t h a t when these u n i t s 

are depleted as f a r as water f l o o d i n g i s concerned t h a t 

these w e l l s w i l l a l l be turned back t o the operators and 

they can then deepen t o the Abo i f you want to? 
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A. That i s t r u e and i n the meantime what happens t o 

the Tubb gas of S h e l l and Mr. Getty and the r e s t of them 

t h a t are producing i t v i g o r o u s l y along our west l i n e ? 

0. You mean outside the u n i t ? 

A. Outside of the u n i t , what happens t o i t ? 

Q. Our testimony shows the they in t e n d t o have border­

l i n e agreements --

A. Not i n the Tubb and not i n the Abo. 

0. Not i n the Tubb gas but there i s a p r o v i s i o n i n 

the u n i t , i t s e l f , f o r the p r o t e c t i o n of the Tubb. You 

can d r i l l another w e l l so t h a t you could produce your Tubb 

gas and i t w i l l not a f f e c t t h a t . 

A. Yes, we can and we are being penalized by a minimum 

of two hundred thousand d o l l a r s f o r t h a t p r i v i l e g e . 

0, And do you t h i n k t h a t penalty i s very m a t e r i a l 

when Cone i s going t o r e a l i z e maybe, from t r a c t t h i r t e e n , 

i s going t o r e a l i z e under A t l a n t i c - R i c h f i e l d ' s estimate 

seven m i l l i o n d o l l a r s f o r a two hundred thousand d o l l a r 

penalty? 

A. S i r , I don't t h i n k i t i s nearly as germane as t o what 

you make as how you make i t . 

MR. HINKLE: I b e l i e v e t h a t ' s a l l we have. 

MR. RAMEY: Any other questions? Mr. Byers, I 

would l i k e t o ask you a couple — 
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CROSS EXAMINATION 

BY MR. RAMEY: 

0. I t seems l i k e the Texaco man i n d i c a t e d , Mr. Todd, 

i n d i c a t e d t h a t there were l i k e s i x hundred thousand M.C.F. 

of gas i n the Tubb? 

A Yes. 

0. And p o s s i b l y nine hundred thousand? 

A. Yes. 

0, And you come out w i t h a f i g u r e of over a b i l l i o n ? 

A Yes. 

0. Your reserves up here show three p o i n t f i v e b i l l i o n ? 

A Yes, we have already produced — we w i l l u l t i m a t e l y 

produce four and a h a l f b i l l i o n out of the No. 3 Well and 

we see no reason why we should not complete the No. 4 Well 

and do l i k e w i s e . 

Those two w e l l s are about — almost seventeen hundred 

f e e t apart. 

0 That was the reserves from the No. 2 Well t h a t you 

are t a l k i n g about? 

fl. Yes, the No. 2 and the No. 4. Our logs are 

e x c e l l e n t i n the No. 4 Well. 

0 So, your gas on t h i s t r a c t , the remaining gas, i n 

the Tubb i s near l y four b i l l i o n ? 

A. Yes, we f e e l t h a t i t i s . 

0. And i s i t possible t h a t the Abo w e l l i s f i f t y 
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thousand b a r r e l s ? 

A. Probably f i f t y t o seventy-five thousand b a r r e l s 

i n t h a t space i n the area. 

Q. You couldn't a f f o r d to pay two hundred thousand t o 

d r i l l a well? 

fl. At f i f t y t o sev e n t y - f i v e thousand we are t a l k i n g 

about a gross revenue t o the working i n t e r e s t a t the best 

under the present market say ten d o l l a r s a b a r r e l . 

Q. You are t a l k i n g about a dual t o the Tubb? 

fl. Well, we would t h i n k i n terms of dual, yes, i f we 

had t o do t h i s . 

p. You are showing — I am assuming t h a t one w e l l can 

d r a i n the acreage? 

fl. I don't b e l i e v e i t can i n s o f a r as the Tubb. I 

t h i n k a prime example here, of course, we don't know what 

the drainage area i s , but our w e l l and the Duran-Owen w e l l 

are two of the best gas w e l l s i n t h i s area and they are 

about t h i r t e e n hundred and twenty f e e t apart. 

Gosh, he has produced b e t t e r t h a t f o u r m i l l i o n out 

of each of them, so, what i s our r e a l drainage area i n t h a t 

s t u f f ? 

Q. You show i n excess of f i v e m i l l i o n d o l l a r s worth 

of value i n the Tubb and Abo combined? 

A. Well, gas a t e i g h t y - f i v e t o n i n e t y cents — we are 

almost up the n i n e t y - s i x cents now on our gas and up to 
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one hundred and f i f t e e n t o one hundred and f i f t y thousand 

b a r r e l s of crude o i l w i t h the present w e l l s and i t i s 

a v a i l a b l e as assets, r e a l l y . 

Q. I t looks good enough t h a t i f the Commission approved 

t h i s i t would be good enough t o e n t i c e you t o d r i l l a well? 

Wouldn't you as a petroleum engineer recommend 

d r i l l i n g a w e l l t h a t would cost you something i n excess 

of two hundred thousand d o l l a r s t o po s s i b l y p i c k up f i v e 

m i l l i o n d o l l a r s worth of reserves? 

R. Probably would but again t h i s i s , t o us, c o n f i s c a t i o n 

of p r o p e r t y because we have already spent t h a t i n i t i a t i o n 

fee and had planned on i t f o r the l a s t twenty years of 

ope r a t i o n . 

Now, i f we set t h i s t h i n g up t o do i t t h i s way 

f i f t e e n or twenty years ago — 

So, t o us i t i s not whether or not i t i s l o g i c a l 

or not but i t i s what we lose i n the process a t the expense 

of a property up here t h a t i s i n need of some help now. 

But they don't need our lease — t h a t e x t r a m i l e 

of border r e a l l y doesn't mean t h a t much t o them. I t 

shouldn't, i f they have got a v i a b l e p r o j e c t . 

I f t h i s process works and i f i t does a good job 

then I don't t h i n k there w i l l be any problem w i t h cooperation 

down here. 

Q. Another question. You show much more remaining 
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reserves i n the Abo than you have i n the Drinkard? 

A. We used the engineer subcommittee reserves i n the 

Drinkard and i n the B l i n e b r y . We are not convinced t h a t 

these are adequate but these are what we used, anyway. 

Q. Do you t h i n k the reserves i n the Drinkard would 

approach those i n the Abo? I assume the Abo f i g u r e s are yours? 

fl. Yes, they are. The Abo f i g u r e s are e s s e n t i a l l y 

an e x t r a p o l a t i o n of what we might take from a f o r t y - b a r r e l -

a-day w e l l produced t h i s way over a year w i t h very l i t t l e 

d e c l i n e and applying t h i s t o what we might expect t h i s No. 4 

Well t o produce a f t e r a day's t e s t . 

A l l we have got t o go on i s t h a t , plus h i s t o r y . 

Now, the h i s t o r y of the area, we have Abo w e l l s i n the area. 

I t h i n k the highest I have seen i s one hundred and seventy-

f i v e t o two hundred thousand recovery i n the v i c i n i t y . 

But I would say t h a t the average i s probably 

f i f t y t o sev e n t y - f i v e — would cover i t . T his, I t h i n k , we 

have t o use. 

Q. What I am g e t t i n g around t o i s why haven't you 

plugged o f f the Drinkard and completed back t o the Abo? 

A. Making too much money out of the other. 

Q. There are more reserves t h e r e . 

A. S t i l l making too much out of the other. 

Qi Don't you t h i n k you would make more money out of 

the Abo? 
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A. Not r i g h t now. 

MR. R7AMEY: Any other questions of the witness? 

He may be excused. 

(THEREUPON, the witness was excused.) 

MR. RAMEY: Do you have another witness, Mr. 

Kellahin? 

MR. KELLAHIN: I f the Commission please my next 

witness on behalf of Summit Energy w i l l take a s u b s t a n t i a l 

p eriod of time, I imagine. 

MR. RAMEY: You may continue, Mr. K e l l a h i n . 

PAUL G. WHITE 

was c a l l e d as a witness f o r the p r o t e s t a n t s , and having been 

f i r s t duly sworn, t e s t i f i e d upon h i s oath as f o l l o w s , t o - w i t : 

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Please s t a t e your name, by whom you are employed and 

i n what capacity? 

A. My name i s Paul White and I am employed by Summit 

Energy, I n c . , as the Vice President of Production. 

Q. Mr. White, have you t e s t i f i e d before the O i l 

Conservation Commission o f New Mexico and had your q u a l i f i c a t i 

accepted as an expert witness and made a matter of record? 
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A. Yes, s i r . 

0. I n what p r o f e s s i o n a l area of e x p e r t i s e do you hold 

a degree in? 

A. Petroleum Engineering. 

0. Have you made a study of and are you f a m i l i a r w i t h 

the f a c t s surrounding t h i s p a r t i c u l a r a p p l i c a t i o n by Arco 

i n your capacity as a Petroleum Engineer? 

A. Yes. 

0. Does Summit Energy operate o i l and gas p r o p e r t i e s 

w i t h i n the designated proposed area by Arco? 

A. Yes, s i r , we do. 

MR. KELLAHIN: I f the Commission please, are the 

witness' q u a l i f i c a t i o n s acceptable? 

MR. RAMEY: He i s q u a l i f i e d . 

0. (Mr. K e l l a h i n c o n tinuing.) Would you please r e f e r 

t o what we have marked as E x h i b i t Number One and i d e n t i f y i t ? 

A. Yes, we can q u i c k l y get through t h a t one. I t i s 

simply a p l a t showing our lease, the Gulf-Bunin lease, colored 

i n red and designated as t r a c t f i f t e e n by A t l a n t i c - R i c h f i e l d . 

Q. What w e l l s t o you operate on t h a t lease? 

A. We operate four w e l l s t h e r e . We operate one Wantz-

Abo w e l l and three B l i n e b r y w e l l s . 

0. I d i r e c t your a t t e n t i o n t o what I have marked as Sum 

Energy's E x h i b i t Number Two and ask you t o i d e n t i f y that? 

A. E x h i b i t Number Two we put together t o — I might 
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give a l i t t l e background behind E x h i b i t Number Two. 

I attended the f i r s t operators' meeting t h a t was 

held on t h i s B l i n e b r y - D r i n k a r d u n i t . At t h a t time they were 

proposing a quadruple zone u n i t i z a t i o n . 

I made the statement i n the meeting, I don't know 

i f i t went i n t o the record, but I made the statement t h a t 

t h i s would be completely u n f e a s i b l e . I t would be a mechanical 

nightmare to attempt t o u n i t i z e the four zones i n t h i s area. 

I attended one more meeting and then I wrote 

A t l a n t i c - R i c h f i e l d and t o l d them t h a t Summit Energy was not 

i n t e r e s t e d i n j o i n i n g the u n i t and p a r t i c i p a t i n g i n anything 

t h a t they wanted t o put together i f t h a t was the case. 

Q. That i s the substance of your l e t t e r dated November 

7, 1975? 

fl. Yes, s i r . Now, subsequent t o t h a t Mr. Malaise and 

one of h i s associates came by my o f f i c e — t h i s i s a year 

l a t e r — and they stated t h a t they wanted me t o come back 

to the meetings because they had the operation b o i l e d down 

to where they were going t o u n i t i z e only the B l i n e b r y and 

Drinkard and they would be separate u n i t s . 

Now, I attended a meeting, then, on the presumption 

t h a t t h i s was going t o be done. Then, I could q u i c k l y 

determine t h a t they had two u n i t s proposed, an East Drinkard 

and an East B l i n e b r y , but the two booklets was j u s t under — 

under the guise o f one u n i t because there was going t o be a 
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commingling of the production i n the bore hole and there 

would be a separation of the o i l on the surface of the 

ground based on t h i s s i x t y - f i v e , t h i r t y - f i v e formula which 

I d i d not ever — I never completely determined even how 

they came up w i t h t h a t nor d i d I f e e l l i k e i t was e q u i t a b l e 

because how can we say t h a t we can separate t h i s o i l on 

the surface of the ground when we don't know how much water 

i t going i n t o the t h i n g or how much o i l i s i t going to 

produce — how much water i s going to go i n t o the Bli n e b r y 

and how much o i l the B l i n e b r y i s going t o produce. 

Now, A t l a n t i c - R i c h f i e l d drew these l i n e s on t h i s 

p l a t and then they t e s t i f i e d t h a t I am i n a non-negotiating 

p o s i t i o n . 

I f e e l l i k e t h a t t h i s study has been going on f o r 

about s i x years and the reason f o r the long n e g o t i a t i o n s was 

because of the co m p l e x i t i e s and unknown i n t h i s o p e r a t i o n . 

I f e e l l i k e t h a t w i t h a l l of the t h i n g s they have 

ironed out between the number of operators i n t h i s f i e l d and 

determined these e q u i t i e s t h a t they could c e r t a i n l y have gone 

i n w i t h Summit and t r i e d t o a r r i v e a t some cooperative 

e f f o r t because subsequent l e t t e r s i n E x h i b i t Two, copies of 

which went t o the Commission, I repeat i n each l e t t e r t h a t 

we w i l l cooperate. 

There was no attempt made t o say t h a t we are going 

t o put on w e l l No. 2 and the u n i t put on the other f i v e . 
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We r e a l i z e t h a t we have t o do b e t t e r than t h i s . We 

r e a l i z e t h a t t o cooperate we are going t o have t o pay some 

of the costs of these other f i v e i n j e c t i o n w e l l s . 

We c e r t a i n l y f e e l l i k e there can be some kind of 

e q u i t y worked out j u s t as there has t o be some e q u i t i e s 

worked out on the lease l i n e s t o the west and t o the n o r t h , 

p a r t i c u l a r l y . 

So, E x h i b i t Two p o i n t s out f o r several years the 

attempts by Summit t o delay the u n i t , f i r s t of a l l , and then 

i f i t d i d go i n we wanted t o cooperate and not j o i n . 

That, i n essence i s what E x h i b i t Two p o i n t s out. 

Q. You have i n d i c a t e d i n a l e t t e r of October 4, 1976, 

to A t l a n t i c - R i c h f i e l d t h a t i t was your d e s i r e t o cooperate 

and support the necessary water f l o o d i n j e c t i o n ? 

A. Yes, s i r . 

Q. The next l e t t e r i s June 14, 1977, i n which you 

repeat your o f f e r t o cooperate i n a manner t o make the water 

f l o o d successful? 

A. Yes, s i r . At the bottom I o u t l i n e d a couple of 

reasons why I do not f e e l t h a t we want t o j o i n . 

We do not l i k e the multi-pay area. We don't l i k e 

the way the d i s t r i b u t i o n of the o i l i s being handled. 

We f e e l l i k e i t should be handled d i f f e r e n t . We 

also f e e l t h a t i t w i l l be very complicated. 

Now, I also p o i n t out there t h a t the operating costs 
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under the u n i t o p e r a t i o n would not be as conservative as i t 

would be under our op e r a t i o n . 

I would l i k e t o say too, a t t h i s time, t h a t the 

t i m i n g of the u n i t i s our b i g o b j e c t i o n . U n i t i z a t i o n , we have 

no o b j e c t i o n t o but i t i s the t i m i n g of t h i s u n i t and we w i l l 

get i n t o t h a t i n E x h i b i t Three. 

0. A l l r i g h t s i r . The next l e t t e r i n E x h i b i t Number Two 

i s dated J u l y 18, 1977. What i s the substance of t h a t 

l e t t e r ? 

fl. Okay. I f e l t l i k e — I knew t h a t there was going t o 

be s t a t u t o r y p o o l i n g . I knew t h a t i t was going t o be t r i e d 

t o be forced upon Summit Energy. I knew t h i s way back i n 

1975. 

I f e l t l i k e t h a t I might help our cause by w r i t i n g 

t o some of the other operators i n the area. 

I t h i n k I was l a t e i n doing t h i s . I t h i n k i f I 

had g o tten t h i s out before they had studied t h i s more 

c a r e f u l l y — I don't know whether the sign up would have 

occurred or not. Possibly i t would. 

But i n t h i s l e t t e r I t r i e d t o p o i n t out some of the 

th i n g s t h a t — some observations which I f e e l l i k e t h a t w i l l 

be wrong w i t h t h i s secondary op e r a t i o n . 

Q. Are the o b j e c t i o n s t h a t you have made and summarized 

i n your l e t t e r of J u l y 18, 1977, the same ob j e c t i o n s t h a t 

you now have made today? 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Page 206 

A. Yes, s i r . 

Q. Okay, go ahead — 

A. They are b a s i c a l l y t h i s , t h a t the Tubb zone, the 

Abo zone, these other pools w i l l be completely -- they w i l l 

lose t h e i r i d e n t i t y i f t h i s f l o o d takes place. 

I f they are damaged there w i l l be no way t h a t 

they can be recovered and brought back t o l i f e again. 

We have a Blinebry-Tubb dual t h a t we j u s t r e c e n t l y 

worked on and a l l we d i d was p u l l the rod and tubing out of 

the w e l l and the f l u i d s from the top zone invaded the Tubb 

zone and i t i s n ' t back t o i t s producing r a t e y e t . 

Q. You heard Mr. Tweed's testimony today t h a t there 

was a remote r i s k t h a t the water i n j e c t i o n i n the Bl i n e b r y 

and Drinkard would cause watering out of the Tubb? 

A. I don't t h i n k i t i s remote. I t h i n k i t i s going 

to happen. 

You know, there i s a misconception about cementing. 

Cement doesn't mean anything unless i t i s placed i n the 

r i g h t p r o p o r t i o n s and i n the r i g h t place. One c u p f u l of 

cement w i l l keep water from going i n t o the Tubb zone. But 

t w e n t y - f i v e tons of cement might not. 

Once you get the invasion of water outside the 

bore hole i n t o the Tubb zone — there has been some t a l k about 

squeezing here — you cannot squeeze cement w i t h moveable 

f l u i d . 
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You can't hold cement i n place as long as water or 

o i l i s moving. I t w i l l not set up under t h a t movement and 

t h i s i s what would happen: the f i r s t workover t h a t took 

place i f they had t o load the B l i n e b r y zone and p u l l the 

tub i n g out and would get communication during the workover, t h 

your inv a s i o n of water i n t o the Tubb zone would occur. 

Then, when you t r i e d t o do some squeeze work you 

have got the problem of s h u t t i n g o f f moving water. 

So, I don't t h i n k t h a t i t i s remote — I wouldn't 

say t h a t a t a l l . Now, i t i s p o s s i b l e , of course, t o get water 

i n t o the Drinkard zone and water i n the Bl i n e b r y zone w i t h o u t 

going i n t o the Tubb zone but i t i s also h i g h l y possible t h a t 

i t would go i n t o the Tubb zone. 

0, Are any of these formations fra c t u r e d ? 

ft. Oh, I have no idea. I don't know. 

Q. A l l r i g h t , s i r . Let's go through your other 

o b j e c t i o n s here w i t h regard t o t h i s u n i t i z a t i o n ? 

fl. Okay. I f e e l l i k e a p i l o t o p eration i s the only 

way t o set t h i s t h i n g up i f we are going t o do i t now. 

Now, I t h i n k i f the t i m i n g i s proper t h a t t h i s 

u n i t can be put together. I t can be put together when 

secondary recovery becomes necessary. 

My E x h i b i t Three w i l l p o i n t t h i s out very c l e a r l y , 

I t h i n k . We s t i l l have a l o t of property i n t h i s area 

t h a t can make a p r o f i t and can make a good p r o f i t . 
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So, I t h i n k t h a t as long as we have a primary 

o p e r a t i o n t h a t i s economically f e a s i b l e and i s making a 

p r o f i t t h a t we should i f we want t o put i n a water f l o o d 

put i n a p i l o t o p e ration a t the present time or not put 

i n any. 

I t h i n k there i s a very high r i s k i nvolved i n 

multi-zone f l o o d i n g t o say the l e a s t . I t i s high enough 

i n s i n g l e zone f l o o d i n g . 

With t h i s r i s k i n v o l ved and the money involved and 

the p r o perty and people i n v o l v e d , c e r t a i n l y , t h a t t h i s 

should be done — a t l e a s t get some idea of what the Drinkard 

i s going t o take and what f l u i d s the B l i n e b r y i s going to 

take and what k i n d of a response time are we looking a t . 

I don't t h i n k t h a t i t would be time wasted. That, 

i n essence, are my o b j e c t i o n s t o the u n i t . 

Q. I show you what has been marked as Summit's E x h i b i t 

Number Three and ask you t o i d e n t i f y i t and e x p l a i n what 

i n f o r m a t i o n i t contains? 

A. A l l r i g h t . This i s a present r a t e of income. Now, 

t h i s i s taken s t r a i g h t o f f the books of Summit Energy, I n c . , 

i n the accounting department. 

Our gross income i s set out by the month from 

January '77, f o r the f i r s t s i x months of the year and our 

operating expense which by the way checks out very c l o s e l y 

w i t h Mr. Byers' testimony. We have an operating cost of 
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seven thousand s i x hundred e i g h t y - f i v e d o l l a r s f o r s i x months 

on four w e l l s which approximates three hundred d o l l a r s a w e l l 

per month. 

That's about what Mr. Byers said they were operating 

f o r so t h a t i s p r e t t y general. 

Now, our net income, s i x t y - e i g h t thousand d o l l a r s , 

t h a t we are n e t t i n g — we are n e t t i n g a l i t t l e over eleven 

thousand d o l l a r s a month on t h i s lease. 

Now, t h i s i s an eastern lease. I t has been t e s t i f i e d 

t h a t the r a t e of production i s lower on the eastern side 

than i t i s anywhere i n the u n i t and t h a t the western side has 

a higher r a t e of production. 

The western side has some gas producing. The east 

side has been categorized as being the p a r t of the u n i t 

t h a t i s kind of i n the economical l i m i t . 

Well, economic l i m i t i s r e l a t i v e t o the persons 

operating the property and the persons doing the graphs and 

the persons who are p r o j e c t i n g the economics. 

This i n d i c a t e s t h a t i f our lease i s operating a t 

a p r o f i t of eleven thousand d o l l a r s a month t h a t the Commission 

could check the p r o f i t p i c t u r e of the leases i n the u n i t 

and see what the western reserves are because i f t h i s p r o f i t 

i s t a k i n g place on our lease i t i s obvious t h a t on the 

western side there i s a greater p r o f i t being made. 

I f these kinds of p r o f i t s are being made then the 
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u n i t t i m i n g i s bad because your reserves i n the ground are 

worth more than they are on top of the ground. 

We know t h a t we are going t o get some e s c a l a t i o n 

i n o i l p r i c e . We know t h a t we are going t o get some new 

techniques i n CO 2 f l o o d i n g and we know t h a t we are going 

to have a l o t of t h i n g s develop i n t h a t f i e l d i n the next 

couple or three years. 

The testimony has i n d i c a t e d t h a t t h i s eleven m i l l i o n 

or nine m i l l i o n b a r r e l s t h a t i f i t i s n ' t flooded next month 

i t i s going t o be l o s t . This i s not the case a t a l l . 

Nobody i n t h i s room i s going t o walk o f f and leave 

eleven m i l l i o n b a r r e l s down there, I ' l l t e l l you t h a t . 

There i s going t o be somebody working out some water f l o o d s . 

There may be three floods or there may be two or 

there may be ten but there i s going t o be some f l o o d i n g done. 

So, I t h i n k the t i m i n g of the u n i t i s — i f t h i s i s 

the p r o f i t p i c t u r e on the east side — the t i m i n g of the u n i t 

i s bad. We need t o w a i t . 

I t h i n k from the testimony t h a t Mr. Byers gave t h a t 

about seven years or e i g h t years i s about what we would 

p r o j e c t t h a t we need, s t i l l , t o produce our primary reserves. 

We also have some Abo p r o d u c t i o n , p o t e n t i a l Abo 

pr o d u c t i o n , beneath our B l i n e b r y casing depths and we would 

l i k e some day t o deepen t h a t . 

One reason we haven't done t h i s i s because of the 
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p r i c e of crude seems t o be going i n the r i g h t d i r e c t i o n and 

we f e e l l i k e our reserves are important t o us i n place. 

So, t h a t i n essence, i f what E x h i b i t Three p o i n t s 

out. 

Q. We are s t i l l on E x h i b i t Number Three, Mr. White, 

you heard e a r l i e r today t h a t Mr. Malaise t e s t i f i e d as t o what 

he believed Arco's overhead would be f o r the operation of 

each of the w e l l s i n the u n i t and t h a t he believed t h a t 

t o be a f a i r and reasonable charge. 

Based upon your experience w i t h t h i s p a r t i c u l a r 

t r a c t , number f i f t e e n , i n your opini o n would the Arco overhead 

charges be f a i r and reasonable? 

A Under u n i t operations w i t h other major companies 

I t h i n k t h a t they are i n l i n e w i t h what a major company would 

charge. 

I do t h i n k t h a t i t i s obvious t h a t on a f o u r - w e l l 

lease and one i n j e c t o r we would be faced w i t h one hundred and 

f i f t y - f i v e d o l l a r s per zone on the i n j e c t o r and one hundred 

and f i f t y d o l l a r s per w e l l on the producers. 

Now, t h a t i s j u s t the overhead cost. That doesn't 

include the lease operating expenses or taxes. 

Q. I d i r e c t your a t t e n t i o n t o what has been marked 

as Summit E x h i b i t Pour and ask you t o i d e n t i f y t h a t and 

e x p l a i n what i n f o r m a t i o n i t contains? 

A. Okay. We l i k e to p r o j e c t our own economics. We 
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have j u s t r e c e n t l y done an update on Summit's o i l and gas 

reserves and we were i n a p o s i t i o n to b r i n g t h i s e x h i b i t 

i n t o the Commission t o l e t them see i t . 

We made our p r o j e c t i o n of primary reserves based on 

our idea of what the r a t e - t i m e curve w i l l do and how long 

i t w i l l l a s t . 

Now, we escalated the o i l p r i c e a t s i x percent 

per year. We are a s t r i p p e r lease. 

I j u s t r e c e n t l y c a l l e d Texaco and they are going 

t o f o u r t e e n e i g h t y - f i v e a b a r r e l . We have already had fourteen 

d o l l a r s and e i g h t y - f i v e cents a b a r r e l posted by Navajo and 

t h a t i s being paid as of August 1 and so i s i t posted by 

C i t i e s Service. 

So, before the t y p i n g was done on the e x h i b i t the 

s i x percent r a i s e was already i n e f f e c t f o r t h i s year. 

I had two meetings w i t h the r e f i n e r y personnel 

a t Navajo-Holly coporation and w i t h M a r isol Gas and Refining 

and they f e e l l i k e t h a t i t i s sensible t o p r o j e c t your o i l 

p r i c e on your s t r i p p e r crude a t s i x percent per year increase 

u n t i l you get t o twenty d o l l a r s a b a r r e l before taxes and 

then hold i t t h e r e . 

I escalated the operating costs, ten percent per 

year, because I f e e l l i k e t h a t i s also going t o be the case. 

I t i s going t o run up about ten percent per year. 

Now, attached t o E x h i b i t Four, i s the years and 
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r a t e s a t which we f e e l we w i l l produce the o i l and our 

income and our gas and so on and t h e r e , again, t h i s e x h i b i t 

p o i n t s out t h a t c e r t a i n l y i n seven or e i g h t years i t i s 

going t o be p r o f i t a b l e t o Summit Energy — a f a i r l y nice 

p r o f i t . 

We have cumulated net income and i n seven or e i g h t 

years our cumulative net primary income i s going t o be over 

seven hundred and n i n e t y thousand d o l l a r s . 

So, t h e r e , again, we f e e l t h a t the t i m i n g of the 

u n i t i s not good. 

Q I n your opini o n then, Mr. White, the i n c l u s i o n 

of t r a c t t h i r t e e n i n the u n i t water f l o o d you b e l i e v e i s 

immature a t t h i s p o i n t since you s t i l l have s i g n i f i c a n t 

primary reserves t o recover? 

A. Yes, s i r , t h a t i s r i g h t . 

Q, You heard Mr. Tweed t e s t i f y e a r l i e r i n response to 

questions about working out a cooperative agreement w i t h 

Summit Energy and t h a t he believes t h a t there were a t l e a s t 

two reasons why a cooperative water f l o o d would not work 

and would be d e t r i m e n t a l t o the u n i t operations. 

Have you i n your correspondence o f f e r e d on 

several occasions t o enter i n t o a cooperative water flood? 

I n what way would you s p e c i f i c a l l y enter i n t o a cooperative 

water f l o o d and would your curves agree w i t h Mr. Tweed's 

summation t h a t the property water f l o o d would not work? 
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fl. I do not concur t h a t a co-op f l o o d would not work. 

I concur w i t h Mr. Tweed t h a t the u n i t o peration cannot put 

on f i v e i n j e c t i o n w e l l s and Summit one w e l l . 

One of my l e t t e r s i n d i c a t e d t h a t t h i s i s what we 

would do but a t t h a t e a r l y time i n the u n i t planning we d i d n ' t 

know what a l l was going t o take place so we pr o j e c t e d to 

A t l a n t i c the f a c t t h a t we would cooperate and put on an 

i n j e c t i n g w e l l . 

Well, since then I t o l d Mr. Tweed on the phone a 

year back t h a t we d i d not in t e n d t o get by w i t h p u t t i n g on 

one w e l l and the u n i t operator and the j o i n t operators p u t t i n g 

on f i v e . 

We know, as I stated before, we have t o pay some 

of the costs of those other f i v e w e l l s i n some f a i r and 

eq u i t a b l e way. 

Now, we don't want the u n i t t o go i n a t the present 

time. But i f i t has t o go we f e e l l i k e t h a t we can s i t down 

w i t h the u n i t operator or the u n i t operating committee and 

work out some f e a s i b l e workable plan because i f we can work 

out the e q u i t y i n t h i s complicated s i t u a t i o n t h a t you a l l 

heard about today they can work out something w i t h one 

lease. 

So, I do not concur w i t h Mr. Tweed on t h a t but I 

t h i n k we can cooperate and I t h i n k we have been i n the o i l 

and gas operations f o r t w e n t y - f i v e years and we know what 
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we have t o do t o recover reserves. 

We l i k e t o get them out of the ground and we have 

been p r e t t y successful a t i t . 

Q. Let me d i r e c t your a t t e n t i o n t o what we have marked 

as Summit Energy's E x h i b i t Number Five and ask you t o i d e n t i f y 

t h a t and e x p l a i n what i n f o r m a t i o n i t contains? 

fl. E x h i b i t Five sets out the secondary economics on the 

same lease and we d i d t h i s e x h i b i t based on seven tenths t o 

one recovery of primary so i t would match up somewhat w i t h 

A t l a n t i c - R i c h f i e l d ' s p r o j e c t i o n . 

Now, we have more primary o i l than A t l a n t i c -

R i c h f i e l d p r o j e c t e d because we can simply operate t h a t lease 

longer than they f e e l t h a t we can and we f e e l l i k e we can 

get more money f o r the crude. 

I t h i n k we are j u s t i f i e d i n doing t h a t . Now, we 

used an o i l p r i c e of f o u r t e e n e i g h t y - f i v e per b a r r e l f o r the 

l i f e of the f l o o d as opposed t o A t l a n t i c - R i c h f i e l d 1 s t h i r t e e n 

d o l l a r s and e i g h t y - f o u r cents, I b e l i e v e . 

But a l l of the other f i g u r e s t h a t we used — I 

might p o i n t out t h a t the development costs of three quarters 

of a m i l l i o n d o l l a r s — t h a t doesn't i n d i c a t e t h a t we were 

going t o put on one i n j e c t i o n w e l l . 

One i n j e c t i o n w e l l on our lease w i l l cost us about -

we can put i t on f o r approximately f i f t y thousand d o l l a r s . 

So, we have got money a l l o c a t e d t o e i t h e r develop our own 
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water supply from the San Andres which i s what the u n i t 

operator proposes t o do and also t o put some money or costs 

i n t o these other i n j e c t o r s t h a t the u n i t operator would 

be p u t t i n g i n . 

So, t h a t i n essence, i s the secondary economics. 

I used four d o l l a r s a b a r r e l o p erating costs f o r the l i f e of 

the f l o o d . 

Q. I show you Summit E x h i b i t Number Six and ask you 

to i d e n t i f y t h a t and e x p l a i n what i n f o r m a t i o n i t contains? 

fl. E x h i b i t Number Six j u s t combines E x h i b i t Number 

Four and Five and i t very simply gives the Examiner the 

t o t a l of what we f e e l would be our net income, undiscounted, 

i f we stay out of the u n i t . 

We come up w i t h the f i g u r e of four m i l l i o n two 

hundred twenty-nine thousand e i g h t hundred f i f t y - o n e d o l l a r s . 

Now, t h i s compares w i t h what the u n i t would award 

us w i t h a roughly three percent i n both phase one and phase 

two. 

The f i g u r e t h a t I p r o j e c t e d there was two m i l l i o n 

seven hundred s i x t y thousand but since f u r t h e r testimony I 

have changed t h a t t o two m i l l i o n two hundred f i f t y thousand 

d o l l a r s . 

That would be Summit's p r o f i t o f f of the roughly 

seventy-five m i l l i o n d o l l a r s p r o f i t t h a t i s p r o j e c t e d by 

A t l a n t i c - R i c h f i e l d . 
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Q. I f t r a c t f i f t e e n stays out of the u n i t what i s 

your p r o f i t ? 

a. And cooperate our p r o f i t w i l l be four m i l l i o n 

two hundred and twenty-nine thousand e i g h t hundred and 

f i f t y - o n e d o l l a r s . 

Q, And i f you are forced i n t o the u n i t on s t a t u t o r y 

u n i t i z a t i o n ? 

a. Our p r o f i t would be approximately two m i l l i o n two 

hundred and f i f t y thousand d o l l a r s . 

Now, we have not p r o j e c t e d the cost of debt service 

i n there because i n the e a r l y l i f e of a water f l o o d as you 

a l l know we have high investment costs. 

So, a l o t of times the i n d i v i d u a l has t o borrow 

the money to c a r r y h i s load, so t o speak, and so we have not 

p r o j e c t e d the cost of debt service which could very e a s i l y 

be put i n here also. 

There would, however, be some debt service i f 

Summit cooperated and put i n t h e i r own f l o o d . 

So, t h a t i n essence, combines the two e x h i b i t s . 

We hope t h a t we can — through l o o k i n g a t the p r o f i t p i c t u r e 

of these leases — we hope t h a t we can convince the 

Commission t h a t the u n i t as such we are not opposed t o . 

We are opposed as t o the t i m i n g of t h i s u n i t . 

Secondary reserves are i d e n t i f i e d as reserves which 

are necessary t o produce when you reach the economic l i f e 
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of the primary reserves. 

Primary reserves are cheaper t o produce than the 

secondary reserves. The secondary reserves t h a t we are 

holdin g onto r i g h t now i n t h a t deal could very e a s i l y be worth 

a l o t more money than they are worth r i g h t now on these 

p r o j e c t i o n s t h a t we have seen today j u s t because of the 

e s c a l a t i o n and the s c a r c i t y of o i l or energy. 

This i s b a s i c a l l y Summit's case. 

Q. I n your o p i n i o n , Mr. White, i f t r a c t f i f t e e n i s 

included w i t h i n the proposed Arco u n i t what, i f any, economic 

waste would occur t o the working i n t e r e s t and the r o y a l t y 

owners w i t h i n t h a t t r a c t ? 

fl. Well, i f we were forced i n t o the u n i t , forced to 

j o i n , we would incur about a two m i l l i o n d o l l a r d i f f e r e n c e 

i n f u t u r e net income, undiscounted. 

Now, i f we j o i n e d the u n i t and cooperated we would 

not i n c u r t h a t much l o s s . 

0. Were E x h i b i t s One through Six prepared by you 

d i r e c t l y or under your d i r e c t i o n ? 

fl. Yes, s i r , d i r e c t l y by me. 

MR. KELLAHIN: We move the i n t r o d u c t i o n of E x h i b i t s 

One through Six a t t h i s time. 

MR. RAMEY: They w i l l be admitted. 

MR. KELLAHIN: That concludes our examination. 

MR. RAMEY: Any questions of the witness — Mr. 
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H i n k l e ? 

CROSS EXAMINATION 

BY MR. HINKLE: 

Q, I have j u s t one question, Mr. White. I bel i e v e you 

said t h a t Summit would l i k e t o get t h i s o i l out of the 

ground as q u i c k l y as possible? 

A. I know what you are leading up to here. We would 

l i k e t o get our o i l out of the ground w i t h the proper t i m i n g . 

Once we s t a r t t o get i t out — what I am g e t t i n g a t there — 

we are not going t o leave secondary reserves under t h a t Gulf 

u n i t lease. 

Q. I s n ' t i t a f a c t t h a t the water f l o o d , both of these 

water f l o o d p r o j e c t s , would cause you to get your primary 

o i l much e a r l i e r than you would otherwise, sooner? 

A. We would not be — we would not get our primary 

out. Our primary o i l would lose i t s i d e n t i t y i n the commingl 

of Drinkard o i l . 

Q. You would get a q u a n t i t y equal t o i t much sooner 

than you would otherwise, i s n ' t t h a t true? 

A. Yes, you would get q u a n t i t i e s equal t o i t . 

MR. HINKLE: That's a l l I have. 

MR. RAMEY: Any other question of the witness? 

He may be excused. 

(THEREUPON, the witness was excused.) 
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MR. RAMEY: Do you have anything f u r t h e r , Mr. 

Kellahin? 

MR. KELLAHIN: Nothing f u r t h e r , thank you. 

MR. HINKLE: We would l i k e t o put on Mr. Malaise 

on f o r about three questions and then Mr. Tweed f o r one or 

two. 

MR. RAMEY: A l l r i g h t . 

BOB MALAISE, RECALLED 

was c a l l e d as a witness by the a p p l i c a n t s , and having been 

p r e v i o u s l y sworn, t e s t i f i e d upon h i s oath as f o l l o w s , t o - w i t 

DIRECT EXAMINATION 

BY MR. HINKLE: 

Q, Mr. Malaise, there has been some i n d i c a t i o n here 

i n the testimony as t o why i t was necessary t o u n i t i z e these 

zones separately, t h a t i s , the Drinkard and the Abo. Was 

t h a t suggested by A t l a n t i c - R i c h f i e l d or by the U.S.G.S.? 

fl. When we worked w i t h the U.S.G.S. on the plan of 

operation and t h a t was the suggestion we had as f a r as g e t t i 

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

Q. So, the U.S.G.S. wanted i t t h a t way i n the u n i t ? 

fl. Yes. 

Q, Did the operators give c o n s i d e r a t i o n t o the 

suggestion t h a t o b j e c t i o n s made by Summit as i n d i c a t e d by t h 
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l e t t e r s , by the correspondence, t h a t they have w r i t t e n ? 

fl. I have a l e t t e r dated January 20, 1976, which was 

sent t o the Commission w i t h a copy sent t o Summit Energy 

and I would j u s t l i k e t o take several minutes out and say 

t h a t we d i d a t t h a t time — I ' l l read verbatim the t h i r d 

paragraph, "Summit Energy, I n c . , proposes t o cooperate i n 

a lease l i n e i n j e c t i o n agreement t o be a v i a b l e a l t e r n a t i v e 

t o the u n i t p a r t i c i p a t i o n i n normal circumstances where 

e q u i t y could be obtained. 

"Under the proposed i n j e c t i o n p a t t e r n , " i t says 

see attached diagram which i s our E x h i b i t Two, " A t l a n t i c -

R i c h f i e l d can see no e q u i t a b l e agreement which can be reached 

w i t h Summit by t h e i r c o n v e r t i n g the Gulf-Bunin Well i n t o an 

i n j e c t i o n w e l l f o r the proposed p a t t e r n and i n j e c t i n g an 

equal amount of water. 

"Acting as a prudent operator of the u n i t we cannot 

recommend o f f s e t t i n g the Gulf-Bunin lease w i t h i n j e c t o r s 

i n f i v e d i r e c t i o n s f o r the conversion of the Gulf-Bunin 

Well No. 2." 

We also went on t o s t a t e t h a t i n the second l e t t e r 

dated January 13, 1976, t o the New Mexico O i l and Gas 

Commission, we made the statement t h a t i n performance the 

working i n t e r e s t owners would not t r e a t them e q u i t a b l y . 

At the time only one meeting had taken place i n 

which only f i v e formulas had been proposed a t t h a t time. 
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Summit was not present i n the meeting when a l l 

the formulas f a i l e d t o c a r r y . 

We went on t o s t a t e t h a t n e g o t i a t i o n s were s t i l l 

going on t o a r r i v e a t a formula t h a t would t r e a t a l l p a r t i e s 

e q u i t a b l y . 

We would l i k e Summit Energy t o come i n t o the u n i t and 

w i l l continue t o f u r n i s h them w i t h a l l correspondence 

a f f e c t i n g the u n i t operations. 

I t was a f t e r t h i s l e t t e r , I b e l i e v e sometime i n 

March, t h a t I d i d meet w i t h Paul White as he stated i n the 

previous testimony. 

Q. Have you made an estimate of the amount of gas 

i n place i n connection w i t h the Tubb Well No. 2? 

A. Yes, I have. We would l i k e t o enter t h a t as 

another e x h i b i t . 

As f a r as the P over Z t h a t was r e f e r r e d t o e a r l i e r 

i n the testimony by Mr. Byers, t h i s was the P over Z t h a t 

was used when we were i n the four zoned u n i t . 

The only d i f f e r e n c e between the P over Z and the 

one Mr. Byers eluded t o i s the f a c t t h a t one a d d i t i o n a l p o i n t 

has been added, the l a s t p o i n t on the P over Z. 

That p o i n t we added t o t h i s p a r t i c u l a r P over Z 

a f t e r the Cone hearing on the Eubanks No. 2, Case Number 

5966, i n which Mr. Cone app l i e d f o r a commingling p r o v i s i o n 

between the B l i n e b r y and the Tubb. 
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He st a t e d a t t h a t time t h a t there had been a leak 

i n the t u b i n g i n t h i s p a r t i c u l a r w e l l whereby the B l i n e b r y 

formation was being — was i n communication w i t h the Tubb. 

At t h a t time he stated t h a t the l a s t reading on 

which I would r e l y was August of 197 5, when we had four hundred 

and n i n e t y pounds remaining i n the Tubb. 

This p o i n t corresponds t o t h a t four hundred and 

n i n e t y pounds on the P over Z. That P over Z a t t h i s time — 

we went back and f i g u r e d what those reserves would be and 

at t h a t time we c a l c u l a t e d t h a t the amount of production as 

of August 1, 1977, from the Eubanks 2 was four p o i n t one 

f i v e b i l l i o n cubic f e e t . 

Using t h i s c o r r e c t e d P over Z we would have four 

p o i n t f i v e four b i l l i o n cubic f e e t as an economic l i m i t 

using the same P over Z which would have an estimated remaining 

reserves of three hundred and n i n e t y m i l l i o n cubic f e e t i n 

t h i s p a r t i c u l a r w e l l bore. 

As I understand i t the Tubb gas zone i s a zone 

which i s prorated a t t h i s time on one hundred and s i x t y 

acres and i t i s my assumption t h a t the Commission recognizes 

t h i s as a drainage area f o r the Tubb a t t h i s time. 

So, I would question the f a c t t h a t three b i l l i o n 

or three p o i n t nine b i l l i o n cubic f e e t of gas remains on the 

Tubb t r a c t t h i r t e e n . 

Q. Mr. Malaise, i f i t should prove necessary t o d r i l l 
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a s u b s t i t u t e w e l l on t r a c t t h i r t e e n , under A r t i c l e 11 of 

the o p erating agreement, do you have any estimate as t o 

the pay out of the two hundred thousand t h a t would be 

necessary t o be expended by the working i n t e r e s t owners? 

a. I have one other e x h i b i t t h a t sums t h a t up. What 

t h i s e x h i b i t shows i s t h a t the J. R. Cone t r a c t — what I 

d i d , I took the same economics t h a t we used to p r o j e c t the 

u n i t economics t h a t have already been put i n t o the testimony, 

the seventy-three m i l l i o n before taxes, undiscounted present 

worth. 

Those numbers — I took Mr. Cone's — not Mr. Cone 

but the Cone t r a c t ' s u n i t p a r t i c i p a t i o n which was seven 

p o i n t one four percent i n phase one and e i g h t p o i n t three 

seven percent i n phase two and applied i t t o the p r o j e c t e d 

o i l and the p r o j e c t e d gas t h a t we were p r o j e c t i n g at t h a t 

time f o r the u n i t . 

The f i r s t case I ran, the economics, i f Mr. Cone 

would j o i n the w e l l and t u r n over a l l four w e l l s , there are 

not any Tubb gas reserves i n t h i s c a l c u l a t i o n because i t 

was my assumption t h a t i f Mr. Cone turned over a l l four w e l l s 

he would s t i l l be i n a p o s i t i o n where h i s Tubb he would 

produce — i f he turned the w e l l bore over — i f he d i d n ' t 

t u r n i t over then my next case takes care of t h a t . 

Mr. Cone, i n my assumption, was going to be able 

t o produce h i s Tubb gas w e l l s . 
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The f i r s t case I show h i s investment, net 

investment, t o be a l i t t l e over a m i l l i o n d o l l a r s , one 

m i l l i o n f o r t y - s i x thousand d o l l a r s , roughly. 

The expected undiscounted present worth of the 

u n i t o p e r a t i o n i n t h a t case would r e t u r n seven p o i n t four 

m i l l i o n d o l l a r s from the Cone t r a c t which would be what I 

would consider an economic success. 

Then, I looked a t the case as i f Mr. Cone turned 

over h i s — or d i d not t u r n over the w e l l s and I looked a t 

what I considered the most p e s s i m i s t i c case and t h a t i s as 

i f the u n i t c a r r i e d the w e l l . 

What I d i d a t t h a t p o i n t I took out of the revenue, 

and I considered t h i s non-taxable revenue, a minus two hundred 

and f i f t y - f o u r thousand d o l l a r s — where the a s t e r i s k i s — 

and t h i s would represent the two hundred thousand d o l l a r 

p e nalty t h a t Mr. Cone would have t o pay. 

I t would also i n c l u d e the a d d i t i o n a l t r a c t 

p a r t i c i p a t i o n because we said t h a t the u n i t was going t o 

pay f o r — or the u n i t would pay and I would assume they 

would pay f o r i t — and i t also included t h a t — i t i s not 

shown i n the summation — another t w e n t y - f i v e thousand 

d o l l a r s t o squeeze o f f the B l i n e b r y or i n t h i s case i t would 

be t o squeeze o f f the B l i n e b r y zone i n the Tubb w e l l s . 

I f the u n i t c a r r i e d i t then we would assume t h a t 

the u n i t zone would be squeezed o f f and only produce the 
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Tubb reserves out of t h a t w e l l . 

So, I burdened h i s revenue -- and there again we 

are t a l k i n g about t r a c t revenue — w i t h two hundred and 

f i f t y - f o u r thousand d o l l a r s and I came up w i t h an undiscounted 

present worth of seven p o i n t four m i l l i o n d o l l a r s undiscounted 

f o r t h a t p a r t i c u l a r case. 

Q. You r e f e r t o the cost and so f o r t h t h a t Mr. Cone 

would have t o pay. Now, i s n ' t i t a f a c t t h a t t r a c t t h i r t e e n 

i s owned twenty-six p o i n t t w e n t y - f i v e percent by J. R. Cone; 

twenty-three p o i n t oh three by Markham; and forty-one p o i n t 

e i g h t - f i v e by Texaco; and f i v e p o i n t two-nine by Redfern; 

and three p o i n t t w o - f i v e by J. H. Hern? 

A. Yes, s i r , t h a t i s the i n t e r e s t but my economics 

are based on the t r a c t , i t s e l f . 

0. I understand t h a t but my next question i s t h a t the 

costs t h a t you are r e f e r r i n g t o , these p a r t i e s would pay t h a t 

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

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

Q. I t wouldn't be a l l Cone's expense? 

A. No. 

MR. HINKLE That's a l l I have. 

MR. RAMEY: Any questions — Mr. Kellahin? 

CROSS EXAMINATION 

BY MR. KELLAHIN: 
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Q. I t has been i n d i c a t e d t h a t the two u n i t agreements 

were put together a t the i n s i s t e n c e of the U.S.G.S. 

Did the U.S.G.S. give you any i n d i c a t i o n as t o 

why they were opposed t o having the two formations u n i t i z e d 

under one set of documents? 

A. Their paragraph of t h e i r approval says t h a t your 

proposed forms of the u n i t o p e rating agreement w i l l be 

acceptable. One copy of the proposed form i s enclosed and 

one copy i s sent t o the O i l and Gas Supervisor, Albuquerque, 

New Mexico. 

We hereby concur i n the Supervisor's recommendation 

t h a t the proposed basis of u n i t i z e d substances w i l l be 

accepted. 

This i s what we received from the U.S.G.S. We 

had several meetings w i t h them and a t t h a t time — p r i o r t o 

the two-zone u n i t , they had looked a t four zones which they 

f e l t l i k e was a complicated s i t u a t i o n . 

At t h a t time when we f i r s t s t a r t e d n e g o t i a t i n g p r i o r 

t o l o o k i n g i n t o the s t a t u t o r y u n i t i z a t i o n avenue of approach 

to get a u n i t together, they sta t e d a t t h a t time t h a t i t would 

be hard f o r them t o come up w i t h a r o y a l t y — t o separate 

r o y a l t y f o r the f e d e r a l government i n four zones. 

We looked a t d i v i d i n g up and having three separate 

r o y a l t y u n i t s and one working i n t e r e s t u n i t . 

When we got the other two zones out they f e l t l i k e 
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i t would be acceptable and i t could be worked out w i t h i n 

the U.S.G.S. This was a t the time i t looked l i k e not only 

d i d we have the U.S.G.S. t o approve t h i s p a r t i c u l a r u n i t 

but also the working i n t e r e s t owners as was stated before. 

Q. Re f e r r i n g t o your l a s t e x h i b i t t h a t was introduced, 

I b e l i e v e i t i s Two S i x t y - t h r e e — t h a t was your economics 

on t r a c t t h i r t e e n ? 

fl. Yes. 

Q. This assumes the same success r a t i o of secondary 

recovery t h a t Arco t e s t i f i e d t o the e n t i r e afternoon, the 

seventy percent? 

A. Yes. This i s c o r r e c t . What I d i d , I took the u n i t 

economics t h a t we presented — from the graph t h a t was 

presented by Mr. Byers — and t h i s i s the basis f o r the 

a l l o c a t i o n of the u n i t i z e d substances, the performance. 

Q. I f your success r a t i o i s something less than the 

seventy percent f i g u r e then the expected undiscounted net 

worth i s going t o drop depending on what the a c t u a l success 

is? 

A. I am loo k i n g a t a r a t i o here where the investment 

of one m i l l i o n d o l l a r s and I am only l o o k i n g a t seven tenths 

and I am lo o k i n g a t seven p o i n t f o u r as i s and i t would 

have t o drop considerably t o be i n an uneconomic p o s i t i o n . 

MR. KELLAHIN: I have no f u r t h e r questions. 

MR. RAMEY: Any other questions? 
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CROSS EXAMINATION 

BY MR. RAMEY: 

0. Mr. Malaise, r e f e r t o E x h i b i t Two S i x t y - t h r e e and 

I n o t i c e the e x h i b i t r e f e r s t o t r a c t f o u r t e e n , should t h a t 

have been t r a c t t h i r t e e n ? 

A I t h i n k t h a t i s a typographic e r r o r . I t i s the 

J. F. Cone t r a c t . 

MR. HINKLE: You can change t h i s e x h i b i t t o t h i r t e e n . 

MR. RAMEY: Mr. Hinkle, the graph i s Two S i x t y -

two? 

MR. HINKLE: That i s Two Sixty-two and I have the 

o r i g i n a l here f o r you, stamped, and I w i l l give them t o you 

now. 

MR. RAMEY: You may be excused. 

(THEREUPON, the witness was excused.) 

JERRY TWEED, RECALLED 

was c a l l e d as a witness by the a p p l i c a n t s , and having been 

p r e v i o u s l y sworn, t e s t i f i e d upon h i s oath as f o l l o w s , t o - w i t : 

DIRECT EXAMINATION 

BY MR. HINKLE: 

Q. Mr. Tweed, i n your op i n i o n would the formation of 

these u n i t s r e s u l t i n economic waste t o the Cone t r a c t and 

the Summit t r a c t ? 
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A. I n my op i n i o n i t would not. I t would r e s u l t i n 

an economic b e n e f i t f o r both t r a c t s . 

I would l i k e t o r e f e r t o Cone's economics j u s t 

b r i e f l y and I b e l i e v e t h a t t h a t i s E x h i b i t Five — t h a t 

Mr. Byers presented — 

He shows e s s e n t i a l l y four b i l l i o n cubic f e e t of 

gas reserves, Tubb gas reserves, under the Cone t r a c t . 

I t h i n k Mr. Malaise has t e s t i f i e d t h a t the P over 

Z graph t h a t i s i n evidence t h a t there i s p o s s i b l y three 

hundred t h i r t y m i l l i o n cubic f e e t of gas reserves under 

th e r e . 

I t has been my a n a l y s i s of the Tubb t h a t i t does 

cover drainange c e r t a i n l y over more than f o r t y acres and I 

don't concur t h a t the other w e l l s t h a t Mr. Byers said t h a t 

they would complete i n the Tubb would be i n a v i r g i n r e s e r v o i r 

and undrained. 

I would l i k e t o p o i n t out t h a t i f i t were, you would 

have from two t o three p o i n t s i x b i l l i o n cubic f e e t of 

reserves and c e r t a i n l y i t would be economical t o d r i l l a 

w e l l f o r those reserves. 

Also, he i n d i c a t e s t h a t t h a t l o c a t i o n would have 

f i f t y thousand b a r r e l s of Abo reserves. I t would be 

economical t o d r i l l a w e l l and complete i t i n the Abo and 

the Tubb and recover those reserves i f h i s estimate i s 

r i g h t . 
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What I am o b j e c t i n g t o i s the comparison of h i s 

economics w i t h what he says h i s primary i s versus what he 

says i t would be versus the u n i t because he has other 

a l t e r n a t i v e s from what he has presented i n h i s economics. 

Also, I do question the reserves t h a t he s t a t e d . 

I would l i k e t o p o i n t out t h a t upon completion of 

the u n i t the Cone t r a c t would receive those w e l l bores 

back and i t i s my op i n i o n t h a t the Abo reserves would s t i l l 

be i n place and a t t h a t time he would have the o p p o r t u n i t y 

t o produce those Abo reserves a l b e i t twenty years or twenty-

one years down the l i n e . 

I contend t h a t those reserves are not going t o be 

l o s t . 

Q. Go ahead. 

A Now, i n reference t o Mr. White's E x h i b i t Number 

Four, the economic e x h i b i t , he compares the economics of 

him cooperating and g e t t i n g the primary o i l and cooperating 

on secondary versus what we propose. 

He s t a r t s , I b e l i e v e as I r e c a l l , a t fourteen e i g h t y -

f i v e a b a r r e l . I could stand corrected on t h a t and I b e l i e v e 

we s t a r t a t twelve e i g h t y - f i v e . 

He escalated h i s o i l p r i c e s a t s i x percent a year. 

As I st a t e d before I t h i n k i t i s l o g i c a l t h a t — I t h i n k t h a t 

there i s nothing wrong w i t h h i s s t a r t i n g p o i n t or h i s 

e s c a l a t i o n of s i x percent a year. 
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However, i f you use those same p r i c e s on our 

economics the d i f f e r e n c e i n h i s staying out and not j o i n i n g 

the u n i t i s s u b s t a n t i a l l y less or e s s e n t i a l l y the same i f 

you use the o i l p r i c e s i n both cases — the economics would 

be s u b s t a n t i a l l y the same. 

The reason we d i d not escalate the o i l p r i c e s i s 

t h a t we show an o i l p r i c e a t the time we run the economics. 

There, again, o i l p r i c e e s c a l a t i o n i s normally held t o be 

c o n f i d e n t i a l i n f o r m a t i o n and they are normally d i f f e r e n t , 

a l s o , between each operator. 

We f e e l l i k e each operator should take our basic 

r a t e s and reserve f o r e c a s t and t h e i r own o i l and gas pr i c e s 

and determine t h e i r own i n d i v i d u a l economics. 

So, I t h i n k when you compare the two cases you 

should compare them on an equal basis. 

I t h i n k h i s economics, other than t h a t , I t h i n k 

they are q u i t e c o r r e c t . I would have no o b j e c t i o n t o them 

other than the f a c t t h a t two d i f f e r e n t o i l p r i c e s were used 

i n the comparison. 

I guess t h a t ' s about i t . 

MR. HINKLE: That's a l l we have. 

MR. RAMEY: Any questions? You may be excused, Mr. 

Tweed. 

(THEREUPON, the witness was excused.) 

MR. RAMEY: Anything f u r t h e r , Mr. Hinkle? 
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MR. HINKLE: I would a t t h i s time o f f e r E x h i b i t s 

Two Sixty-two and Two S i x t y - t h r e e i n t o evidence. 

MR. RAMEY: They w i l l be admitted. 

MR. HINKLE: I w i l l want to give a b r i e f summary 

i f they do — 

MR. KELLAHIN: I f the Commission please, the basis 

of the Cone and Summit Energy o b j e c t i o n s , I t h i n k , i s 

q u i t e apparent a t t h i s p o i n t but I w i l l summarize — 

I t i s our b e l i e f t h a t the i n c l u s i o n of t r a c t s 

t h i r t e e n and f i f t e e n are premature a t t h i s p o i n t and t h a t 

there are s u b s t a n t i a l recoverable primary reserves i n place 

on those t r a c t s and t h a t the i n s t i t u t i o n of secondary recovery 

at t h i s p o i n t would be premature to the extent and the 

detriment of the owners of t r a c t s t h i r t e e n and f i f t e e n . 

Now, w i t h regard t o t r a c t t h i r t e e n , our testimony 

has shown t h a t there i s a s u b s t a n t i a l r i s k of p h y s i c a l waste 

w i t h regards t o the Tubb formation and t h a t there i s a 

serious p o t e n t i a l r i s k of economic loss both on t r a c t s 

t h i r t e e n and f i f t e e n . 

We b e l i e v e t h a t Arco has f a i l e d t o show i n 

accordance w i t h the s t a t u t o r y r e g u l a t i o n s t h a t they are unable 

to operate t h i s u n i t w i t h o u t p a r t i c i p a t i o n by Cone and Summit 

and the p a r t i c i p a t i o n of those t r a c t s . 

I t has been shown through t h e i r own witnesses t h a t 

i t maybe something of a nuisance to exclude those two t r a c t s 
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but t h a t i t i s c e r t a i n l y f e a s i b l e and i t w i l l be economic 

and i t w i l l r e t u r n them a s u b s t a n t i a l — not only reasonable 

but a s u b s t a n t i a l — p r o f i t on t h e i r investment. 

That, t h e r e f o r e , there i s no reason t o force these 

two p a r t i e s and these two t r a c t s i n t o the u n i t w i t h o u t such 

a showing. 

Furthermore, w i t h regards t o the Summit t r a c t there 

has been proposed a method t o i n s i t i t u t e a cooperative water 

f l o o d . I r e a l i z e t h a t Arco would p r e f e r not t o do i t but 

we b e l i e v e t h a t Mr. White's testimony i s persuasive and t h a t 

t h a t method can be worked out whereby he can operate h i s 

own p r o p e r t i e s w i t h o u t detriment t o the u n i t , i t s e l f . 

Regardless of those p a r t i c u l a r o b j e c t i o n s t o the 

u n i t and our b e l i e f t h a t Arco has f a i l e d i n t h e i r burden of 

proof t o support the s t a t u t o r y u n i t i z a t i o n — should the 

Commission b e l i e v e t h a t s t a t u t o r y u n i t i z a t i o n i s the only 

remedy i n t h i s s i t u a t i o n we would request t h a t the order, 

i t s e l f , i n c lude p r o v i s i o n s t o p r o t e c t the Cone t r a c t 

p a r t i c u l a r l y from the m i g r a t i o n of the gas and o i l o f f of 

the west boundary. 

What I am saying i s t h a t i t would be reasonable 

and prudent t o r e q u i r e the u n i t operator p r i o r to the 

commencement of the water f l o o d i n t h i s area t o execute and 

enter i n t o the boundary l i n e agreements w i t h the o f f s e t 

operators t o insure t h a t the p a r t i c i p a t i o n of a l l t r a c t s , 
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i n c l u d i n g the Cone and the Summit, are not disadvantaged 

by a l l o w i n g o i l and gas t o migrate o f f the u n i t . 

That i s n ' t a small matter and i t doesn't discount 

the f a c t t h a t we are vehemently opposed t o i n c l u s i o n w i t h i n 

the u n i t and we w i l l make every reasonable e f f o r t t o 

cooperate w i t h the u n i t but we bel i e v e t h a t they have f a i l e d 

t o meet t h a t burden and t h a t accordingly the a p p l i c a t i o n f o r 

the s t a t u t o r y u n i t i z a t i o n ought t o be denied. 

MR. RAMEY: Mr. Bateman, do you have a statement? 

MR. BATEMAN: Texaco concurs w i t h Mr. K e l l a h i n ' s 

remarks. 

MR. RAMEY: Thank you. Mr. Hinkle? 

MR. HINKLE: I f the Commission please, the testimony 

here shows the n e g o t i a t i o n s t o form these u n i t s has been 

c a r r i e d on f o r approximately e i g h t years. 

I t looked l i k e i t had come t o an impasse and i t i s 

going t o be impossible t o u n i t i z e before the s t a t u t o r y 

u n i t i z a t i o n act was passed. 

That gave the whole t h i n g a d i f f e r e n t complexion 

and the operators wanted t o go ahead and more than seventy-

f i v e percent f e l t t h a t i t should go ahead under the 

s t a t u t o r y u n i t i z a t i o n a c t . 

Now, the s t a t u t o r y u n i t i z a t i o n act covers the 

exact s i t u a t i o n i t was intended t o cover, the exact same 

s i t u a t i o n t h a t we have here. 
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We have a m i n o r i t y i n t e r e s t who can't agree w i t h 

the m a j o r i t y . 

The evidence shows t h a t e i g h t y percent of the 

working i n t e r e s t owners have agreed t o t h i s u n i t i z a t i o n and 

i t i s agreed t o by the U.S.G.S. who found t h a t i t was 

reasonable and f a i r . 

We t h i n k t h a t there i s s u b s t a n t i a l evidence t h a t 

has been introduced t o support every f i n d i n g t h a t the 

Commission i s r e q u i r e d to make under the s t a t u t o r y u n i t i z a t i o n 

a c t . I don't t h i n k t h a t there i s arty doubt about i t . 

You won't have any t r o u b l e i n supporting your 

d e c i s i o n because of the evidence t h a t has been introduced 

because i t was s u b s t a n t i a l on everything t h a t the Commission 

i s r e q u i r e d t o f i n d — i t i s supported by s u b s t a n t i a l evidence. 

As I say, t h i s i s the exact type of case t h a t the 

s t a t u t o r y u n i t i z a t i o n act was intended t o cover. We t h i n k 

t h a t i t i s c l e a r and t h a t i f these a p p l i c a t i o n s are not 

approved i t w i l l stymie the u n i t i z a t i o n maybe forever which 

would mean the waste of e i g h t or ten m i l l i o n b a r r e l s of o i l . 

As f a r as l e t t i n g out the Summit t r a c t and t r a c t 

t h i r t e e n , the Cone t r a c t , i f you do t h a t i t means t h a t you 

would have t o go back t o a l l of the working i n t e r e s t owners 

and you would have t o s t a r t a l l over and s t a r t a new 

agreement which would be an impossible s i t u a t i o n . 

These two have been the f l y i n the ointment a t the 
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present time and they would s t i l l be i f you el i m i n a t e d them. 

An e l i m i n a t i o n of these t r a c t s , of course, would prevent 

the recovery of reserves which w i l l be recovered under 

the formula t h a t has been presented. 

We submit t h a t the a p p l i c a t i o n should be approved. 

MR. RAMEY: Thank you, Mr. Hin k l e . I am going t o 

ask t h a t each p r o t e s t a n t , i f they so d e s i r e , t o submit 

s u b s t i t u t e a r t i c l e s t o the proposed u n i t agreement which i n 

t h e i r o p i n i o n would make t h i s t h i n g f a i r , reasonable, and 

eq u i t a b l e . 

This should r e f l e c t your testimony a t the hearing 

today. 

MR. KELLAHIN: Do you want t o set a time l i m i t on 

t h a t , Mr. Ramey? 

MR. RAMEY: Would the f i f t e e n t h of November be 

s u f f i c i e n t time? 

MR. HINKLE: That only applies t o you a l l — 

MR. KELLAHIN: The f i f t e e n t h w i l l be f i n e . 

MR. HINKLE: You are going t o get up a proposal? 

MR. KELLAHIN: Yes, s i r . 

MR. RAMEY: For the record we have l e t t e r s from 

Chevron, Getty and from — a telegram from Continental 

supporting A t l a n t i c ' s case today and then the previous 

mentioned telegram from Roy G. Barton saying t h a t he as a 

r o y a l t y owner now doesn't agree. 
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I s there anything f u r t h e r i n the case? 

MR. KENDRICK: Mr. Ramey? 

MR. RAMEY: Yes, Mr. Kendrick? 

MR. KENDRICK: As has been heard today E l Paso 

purchases gas from w e l l s i n t h i s area and i t i s E l Paso's 

des i r e t o continue purchasing gas from these w e l l s and not 

lose t h i s gas t h a t i s dedicated t o an i n t e r s t a t e market. 

MR. RAMEY: Thank you, Mr. Kendrick. The Commission 

w i l l take the case under advisement and the hearing i s 

adjourned. 

(THEREUPON, the hearing was concluded.) 
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MR. RAMEY: We w i l l c a l l , I t h i n k , the next two 

cases. They probably can be combined. I s there any o b j e c t i o n 

t o that? 

MR. KELLY: None. 

MR. RAMEY: C a l l the next two cases, please. 

MS. TESCHENDORF: They are Cases 5998, 6000, 6069, 

and 6070, rehearings of the a p p l i c a t i o n of A t l a n t i c R i c h f i e l d 

Company f o r two s t a t u t o r y u n i t i z a t i o n s and two w a t e r f l o o d 

p r o j e c t s , Lea County, New Mexico, hearing upon the a p p l i c a ­

t i o n s of Texaco, Incorporated, J r . R. Cone, and Summit Energy, 

Incorporated. 

MR. RAMEY: Mr. K e l l y , are you representing Texaco 

i n t h i s case? 

MR. KELLY: That's r i g h t . 

MR. RAMEY: Would i t be agreeable f o r you to dismiss 

your p o r t i o n of the case and become a p a r t y i n the second case 

of t h i s ? 

MR. KELLY: Well, I c e r t a i n l y want t o become a 

pa r t y i n both proceedings. I'm not sure t h a t I would want on 

the record saying t h a t I'm agreeable t o dismiss i t but I 

would l i k e t o be a p a r t y i n both proceedings. 

MR. RAMEY: I n the a l t e r n a t i v e , would i t be agreeable 

t o have j u s t one order t o cover a l l of these cases? 

MR. KELLY: A l l r i g h t , t h a t w i l l be f i n e . 

MR. RAMEY: Okay, I w i l l ask f o r appearances a t t h i s 
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time. 

MR. HINKLE: Clarence H i n k l e , H i n k l e , Cox, Eaton, 

C o f f i e l d and Hensley, Roswell, appearing on behalf of A t l a n t i c 

R i c h f i e l d . 

MR. RAMEY: How many witnesses do you expect? 

MR. HINKLE: Three witnesses. 

MR. KELLY: Booker K e l l y , White, Koch, K e l l y and 

McCarthy, Santa Fe. We w i l l have one witness. 

MR. KELLAHIN: Tom K e l l a h i n , K e l l a h i n and Fox, 

appearing on behalf of J. R. Cone and Summit Energy, Inc. I 

have two witnesses. 

MR. RAMEY: How do you want t o proceed? 

MR. HINKLE: I f the Commission please, of course, 

these are the a p p l i c a t i o n s f i l e d by the p r o t e s t a n t s i n these 

cases and I t h i n k t h a t the Commission should approve t h a t they 

have the burden of proof because the order stands as i t i s and 

they have requested t h a t the hearing be l i m i t e d t o Tracts 13 

and 15 and i t seems t o me t h a t the Commission should r u l e t h a t 

they have the burden of proof and then, of course, we w i l l 

f o l l o w w i t h our evidence. 

MR. RAMEY: Okay. 

MR. KELLY: Well, I would o b j e c t t o t h a t procedure. 

I t h i n k t h a t t h i s i s a rehearing i n f r o n t of the f u l l Com­

mission t h a t has been granted. This i s n ' t r e a l l y a procedure 

f o r appeal i n the s i t u a t i o n and a rehearing i s a de novo 
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hearing and i t i s j u s t l i k e you are hearing the whole t h i n g 

over again except the issues are l i m i t e d . 

MR. KELL7AHIN: I agree w i t h Mr. K e l l y , Mr. Ramey. 

I t ' s not our burden t o prove or disprove what A t l a n t i c 

R i c h f i e l d i s seeking t o accomplish. By g r a n t i n g the rehearing 

i t i s my o p i n i o n t h a t the Commission has found probable cause 

f o r g r a n t i n g the a p p l i c a t i o n , t h a t there perhaps i s some m e r i t 

t o the matters r a i s e d i n the a p p l i c a t i o n f o r rehearing and as 

Mr. K e l l y has i n d i c a t e d , we w i l l need t o proceed as i f t h i s 

was a f i r s t rehearing and simply have A t l a n t i c R i c h f i e l d 

present t h e i r case again. 

MR. RAMEY: A l l r i g h t , we w i l l r u l e , Mr. Hin k l e , 

t h a t you w i l l put on your case f i r s t and i f you want t o b r i n g 

your witnesses back a f t e r — 

MR. HINKLE: Well, i s i t a l l r i g h t f o r the record t o 

show as f a r as these t r a c t s are concerned, the evidence which 

was p r e v i o u s l y introduced on behalf of A t l a n t i c R i c h f i e l d i n 

these cases. I don't see any use i n encumbering the record 

w i t h a whole l o t of d u p l i c a t i o n here of t h i s whole t h i n g . 

MR. KELLY: I would l i k e t o be heard on t h i s . I 

sympathize w i t h the Commission's concern and Mr. Hinkle's 

concern about p u t t i n g e v e r y t h i n g on again but I t h i n k t h a t 

the s t a t u s of t h i s case i s t h a t i t has t o be heard again. 

Now I wouldn't have any o b j e c t i o n s t o i n c o r p o r a t i n g the t e s t i ­

mony t o the extent t h a t i t doesn't r e l a t e t o any of the issues 



i n t h i s case as f a r as the basic proof or the w a t e r f l o o d 

or the u n i t other than where i t c o n f l i c t s w i t h the issues t h a t 

are i n t h i s case but anything t h a t would p e r t a i n t o the issues 

now I t h i n k has t o be l i v e testimony subject t o cross examina­

t i o n and i t would be an e r r o r f o r the Commission t o t r i m t h i s 

i n t o some s o r t of an ap p e l l a n t based on the e a r l i e r record. 

MR. RAMEY: What concerns me i s t h a t I wonder i f 

A t l a n t i c R i c h f i e l d can put on a case w i t h o u t covering the 

whole matter. 

MR. HINKLE: That's our concern. We don't know j u s t 

where t o s t a r t and leave o f f on t h i s t h i n g . As the Commission 

w e l l knows, we put on a f u l l case before and i t covered the 

whole u n i t and the w a t e r f l o o d and everything and i t wasn't 

l i m i t e d t o j u s t Tracts 13 and 15. Now I t h i n k t h a t there i s 

no use i n d u p l i c a t i n g a l l t h a t we have put on before. We 

have some evidence which we w i l l put on t h a t r e l a t e s d i r e c t l y 

t o 13 and 15 and I t h i n k i t w i l l cover j u s t what you want, 

w i t h the understanding t h a t a l l of the evidence t h a t was 

pr e v i o u s l y introduced covering the whole u n i t and the water-

f l o o d , i n s o f a r as i t r e l a t e s t o 13 and 15 w i l l s t i l l go i n . 

MR. RAMEY: I t h i n k I w i l l change horses i n the 

middle of the stream and I t h i n k I w i l l have the a p p l i c a n t s 

i n the case, being Cone and Summit and Texaco, put on t h e i r 

case f i r s t and then A t l a n t i c put on t h e i r s . 

MR. HINKLE: I t h i n k i t w i l l be more o r d e r l y . 
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MR. KELLAHIN: May I ask f o r a c l a r i f i c a t i o n , Mr. 

Ramey, i f you please? Does t h a t also mean t h a t you are r u l i n g 

t h a t the burden o f proof i s upon J. R. Cone, Summit Energy, 

and Texaco t o prove the m e r i t s of t h e i r a p p l i c a t i o n f o r a r e ­

hearing? 

MR. RAMEY: I would t h i n k so, Mr. K e l l a h i n . 

MR. KELLAHIN: We would take exception w i t h p l a c i n g 

the burden of proof on J. R. Cone and Summit Energy, I n c . , but 

we w i l l proceed as you order. 

MR. KELLY: For the record I would l i k e t o o b j e c t on 

behalf of Texaco not only t o the s h i f t i n g of the burden of 

proof but as t o the s h i f t i n g o f the pr e s e n t a t i o n of evidence 

which i s t o t a l l y c o n t r a r y t o the whole concept of a hearing 

de novo which the Commission granted. 

MR. RAMEY: Your o b j e c t i o n s w i l l be noted. 

Who wants t o go f i r s t ? Mr. K e l l y , do you want t o go 

f i r s t ? 

MR. KELLY: I would defer t o Mr. K e l l a h i n . 

MR. RAMEY: I would ask a t t h i s time t h a t a l l 

witnesses please stand and be sworn a t t h i s time. 

(THEREUPON, the witnesses were duly sworn.) 

MR. KELLAHIN: May I ask f o r one more c l a r i f i c a t i o n , 

Mr. Ramey? Have you i n your comments incorporated the previou: 

record i n t h i s case before the Commission f o r reconsideration? 

MR. RAMEY: I t h i n k i t would be proper t o do so. 
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MR. KELLAHIN: I'm not making t h a t motion, i t was 

simply t o i n q u i r e as t o where we stand on the previous record 

MR. RAMEY: Does someone want t o make t h a t motion 

t h a t we incor p o r a t e the previous record? 

MR. HINKLE: I would so move. 

MR. RAMEY: Any objections? 

MR. KELLY: I would have t o o b j e c t on the basis of 

our previous statements. This i s not an app e l l a n t procedure 

and i t has not been approved i n t h i s hearing. 

MR. KELLAHIN: We concur i n Mr. Ke l l y ' s o b j e c t i o n s 

t o the i n c o r p o r a t i o n of the record, I w i l l , however, i n 

handling t h i s case, based upon your d e c i s i o n , r e f e r t o t h a t 

record and i n doing so I want t o make i t c l e a r t h a t I am i n 

no way waiving what we b e l i e v e t o be an e r r o r i n the incorpor 

t i o n of t h a t record. 

JOHN C. BYERS 

c a l l e d as a witness, having been f i r s t duly sworn, was 

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

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q Mr. Byers, would you please s t a t e your name, addres 

and occupation? 

A John Byers, Lubbock, Texas, I am a p r o f e s s i o n a l 

engineer employed by J. R. Cone. 
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Q Mr. Byers, have you p r e v i o u s l y t e s t i f i e d before t h i s 

Commission and had your q u a l i f i c a t i o n s as an expert petroleum 

engineer accepted and made a matter of record? 

A Yes r we have. 

MR. RAMEY: Mr. K e l l a h i n , I want t o i n t e r r u p t j u s t 

a moment. 

MR. KELLAHIN: Yes, s i r . 

MR. RAMEY: We w i l l i n c orporate the record on the 

previous case. 

Q (Mr. K e l l a h i n continuing.) Mr. Byers, d i d you appeal 

on behalf of J. R. Cone and provide testimony i n the hearing 

i n t h i s case on October 20, 1977? 

A Yes, I d i d . 

Q Have you made a study of and are you f a m i l i a r w i t h 

the f a c t s surrounding the a p p l i c a t i o n of A t l a n t i c R i c h f i e l d 

Company f o r s t a t u t o r y u n i t i z a t i o n and wa t e r f l o o d p r o j e c t s as 

they a f f e c t the J. R. Cone Company? 

A Yes, I have. 

MR. KELLAHIN: I f the Commission please, are Mr. 

Byers' q u a l i f i c a t i o n s as an expert witness acceptable? 

MR. RAMEY: Yes, they are. 

Q (Mr. K e l l a h i n continuing.) Mr. Byers, do you have 

a copy of the o u t l i n e d proposed Arco u n i t i n t h i s case? 

A I b e l i e v e I do. Yes. 

Q What t r a c t has A t l a n t i c R i c h f i e l d designated by way 
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of number f o r the J. R. Cone i n t e r e s t ? 

A Tract Number 13. 

Q And where i s t h a t Tract located? 

A That c o n s i s t s of the southwest one quarter of Section 

14, Township 21 South, Range 37 East, Lea County, New Mexico. 

Q Would you describe b r i e f l y f o r the b e n e f i t of the 

Commission what w e l l s J. R. Cone operates on Tract 13? 

A There are fo u r boreholes on t h i s T r a c t , each of whicr 

are m u l t i p l y completed e i t h e r i n the B l i n e b r y , Drinkard, 

Tubb or open but not completed i n a t t h i s time, the Abo 

formation. 

Q A l l r i g h t , commencing w i t h the f i r s t w e l l on t h a t 

T r a c t , Mr. Byers, could you describe i t s l o c a t i o n , i t s name, 

and i t s c u r r e n t s t a t u s of completion? 

A The No. 1 Well i s located i n P r o r a t i o n U n i t M, I 

be l i e v e i t i s . I t ' s i n the southwest quarter of the southwest 

quarter of Section 14. I t i s a d u a l l y completed w e l l i n the 

Bl i n e b r y and Drinkard, both production. 

Q A l l r i g h t , s i r , and Well No. 2? 

A Well No. 2 i s located i n P r o r a t i o n U n i t L, Section 

14, being the northwest q u a r t e r of the southwest qua r t e r . 

This w e l l i s d u a l l y completed i n the B l i n e b r y and Tubb. 

Q And Well No* 3? 

A No. 3 i s located i n P r o r a t i o n U n i t K, I b e l i e v e . I t 

i s the northeast quarter of the southwest quarter of Section 
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14, Township 21 South, Range 37 East. I t i s d u a l l y completed 

i n the B l i n e b r y and Drinkard. 

Q Well No. 4? 

A Well No. 4 i s located i n P r o r a t i o n U n i t N of the 

southeast quarter of the southwest quarter of Section 14. I t 

i s d u a l l y completed i n the B l i n e b r y and Drinkard. I t has a 

bridge plug set over t e s t e d production i n the /Abo. 

Q A l l r i g h t . Has J. R. Cone received permission t o 

commingle production i n any o f those wells? 

A Yes, production i s commingled i n the Blin e b r y and 

Tubb of No. 2. 

Q Are there any other w e l l s i n which the production i s 

commingled? 

A I b e l i e v e i t i s commingled downhole i n No. 3. I 

may be co r r e c t e d on t h a t . 

Q A l l r i g h t , now, Mr. Byers, J. R. Cone i s the operator 

of Tract 13, what i n t e r e s t s does Mr. Cone represent i n t h a t 

Tract? 

A Approximately t h i r t y percent, I b e l i e v e i t i s , 

working i n t e r e s t . 

Q Can you i d e n t i f y f o r us the other working i n t e r e s t 

owners i n Tr a c t 13? 

A Yes, Texaco has a mineral i n t e r e s t t o the extent of 

for t y - o n e percent of t h a t quarter s e c t i o n . Mr. Jack Marcum 

has a working i n t e r e s t equal t o twenty-three p o i n t three two 
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percent of the working i n t e r e s t . Redfern O i l Company, f i v e 

percent; J. R. Hurd, three p o i n t f i v e percent. Mr. Cone's 

i n t e r e s t i s twe n t y - s i x p o i n t f i v e percent. 

Q Mr. Byers, have the working i n t e r e s t owners of 

Tract 13 agreed t o v o l u n t a r i l y j o i n i n the formation of t h i s 

u n i t f o r w a t e r f l o o d p r o j e c t s and u n i t i z a t i o n of the Bli n e b r y 

and the Drinkard formations? 

A No. 

Q Would you s t a t e b r i e f l y the reasons why J. R. Cone 

has not sought t o p a r t i c i p a t e on a v o l u n t a r y basis? 

A The f i r s t reason, we are not convinced t h a t there i s 

not a high r i s k i n secondary recovery, p a r t i c u l a r l y w i t h r e ­

spect t o our lease. During 1977 the production from the four 

w e l l s i n Tract 13 created a net p r o f i t t o the working i n t e r e s t 

of f o u r hundred and f o r t y - f o u r thousand, two hundred and twenty 

d o l l a r s . We h a r d l y t h i n k t h i s i s a s t r i p p e r lease. Our 

product i o n i s s u b s t a n t i a l l y greater than the average of the 

u n i t area. We concur w i t h A t l a n t i c t h a t secondary recovery 

i s probably imminent but i t i s not time. 

Our second p r i n c i p a l o b j e c t i o n : We s t a r t e d i n t o 

t h i s t h i n g and encouraged, i f i t had t o be u n i t i z e d , the 

u n i t i z a t i o n of a l l horizons u n d e r l y i n g t h i s lease. We do not 

see t h a t we can p h y s i c a l l y separate them. A t l a n t i c attempted 

t h i s , f a i l e d , and then they came up w i t h a gimmick i n the u n i t 

o p e r a t i n g agreements r e q u i r i n g , l i t e r a l l y p r o v i d i n g f o r them 
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the r i g h t t o c o n f i s c a t e personal property. The r i g h t 

generates, I b e l i e v e i t ' s from A r t i c l e Eleven of the operating 

agreement whereby we are r e q u i r e d t o d e l i v e r a w e l l or w e l l s 

l o c a t e d on each f o r t y acre t r a c t . I n the absence of our 

d e l i v e r y of s a t i s f a c t o r y w e l l s t o the u n i t they are assessing 

a f i n e against us of up t o two hundred thousand d o l l a r s a 

l o c a t i o n . To me t h i s i s pure c o n f i s c a t i o n . We have v a l i d , 

producing o i l and gas r i g h t s i n the Abo and also the Tubb. 

These are producing, generating good revenue. We have so 

completed our w e l l s t h a t we could e x p l o i t a l l f o u r horizons 

throughout the h i s t o r y of t h i s lease economically and do so 

o r d e r l y . A t l a n t i c i s asking us now t o v i o l a t e e v e r y t h i n g t h a t 

we have done i n the past. 

Q I n your o p i n i o n , Mr. Byers, w i l l waste occur i f 

Tract 13 i s excluded from the u n i t ? 

A Waste w i l l not occur. We have not seen a p r o v i s i o n 

as t o the p r o t e c t i o n of the boundary of t h i s proposed u n i t . 

I f we do not develop the secondary recovery program a t t h i s 

time o i l i s not going anywhere. Now i f we do develop a 

secondary recovery program and we are r e q u i r e d t o shut i n our 

Tubb gas p r o d u c t i o n , our Tubb reserves are going d i r e c t l y t o 

the o f f s e t operators who i s producing the Tubb immediately 

up d i p from us. We would e i t h e r be forced w i t h a recompletion 

of t h a t w e l l , an expensive w e l l , or the loss of our reserves. 

Q You mentioned the Tubb reserves, i s there a loss of 
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A I don't t h i n k we are t a l k i n g about a loss of reserves 

as f a r as the reserve as i t b e n e f i t s production t o the State 

or our country, we are t a l k i n g about the loss of reserves t o 

the i n d i v i d u a l owners. 

Q I n your o p i n i o n , Mr. Byers, w i l l the i n c l u s i o n of 

Tract 13 i n t o the u n i t r e s u l t i n p h y s i c a l waste? 

A I t could w e l l r e s u l t i n p h y s i c a l waste. We are 

producing both Tubb gas, a loss of reserves t o us, we are 

producing Tubb and B l i n e b r y gas, we s t a r t e d i n j e c t i n g i n t o the 

B l i n e b r y , we are going t o move gas updip t o be captured else­

where, we are going t o lose our Tubb r i g h t s and i n a l l 

p r o b a b i l i t y we w i l l end up l o s i n g the Abo r i g h t s , reserves. 

Q I n your o p i n i o n , Mr. Byers, can the u n i t e f f e c t i v e l y 

c a r r y on secondary recovery operations w i t h o u t the i n c l u s i o n 

of Tract 13? 

A Yes, I see no reason t h a t they can't. 

Q Upon what do you base t h a t opinion? 

A There i s adequate room i n t h i s u n i t i n the northern 

and eastern h a l f of the u n i t area t o develop t o a reasonable 

degree, probably as much as t w o - t h i r d s of t h i s u n i t area, 

produce t h a t t o a p o i n t a t which we may see t h a t the method of 

operations i s t r u l y adequate and can r e s u l t i n the recovery of 

a d d i t i o n a l n a t u r a l resources. 

Q Have you had an o p p o r t u n i t y t o examine the u n i t 
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agreement and the u n i t o p erating agreement proposed by Arco? 

A Yes. 

Q And have you also had an o p p o r t u n i t y t o examine the 

i n j e c t i o n p a t t e r n t o be used f o r the wa t e r f l o o d p r o j e c t ? 

A Yes, I have. 

Q Would you describe f o r us b r i e f l y the proposed i n ­

j e c t i o n p a t t e r n t o be used? 

A They are proposing a f i v e - s p o t p a t t e r n based on 

i n j e c t i o n w e l l s on f o r t y - a c r e l o c a t i o n s such t h a t i n essence 

every other w e l l w i l l be converted t o an i n j e c t i o n w e l l , 

e i t h e r i n the B l i n e b r y and Drinkard or one of the other 

horizons. 

Q Tract 13 i s located on the west boundary of the 

proposed u n i t , i s i t not? 

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

Q Along the west boundary of the proposed u n i t how 

many of those f i v e - s p o t p a t t e r n s are open? 

A By open you mean no i n j e c t i o n o f f s e t t i n g the u n i t ? 

Q That's r i g h t . 

A There are none, they have provided none. 

Q What i s the distance i n miles along the west bounda: 

of the u n i t ? 

A About s i x and a h a l f m i l e s , the open area, n o r t h 

and south and west, about s i x and a h a l f miles. 

Q I f Tract 13 i s excluded from the u n i t what w i l l be 
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the increase i n open area t o which the u n i t i s exposed? 

A Increased about a h a l f a m i l e . 

Q Are you aware of any proposal by the u n i t t o provide 

f o r lease l i n e p r o t e c t i o n by way of i n j e c t i o n w e l l s on the 

u n i t ? 

A They have mentioned i t but we have seen nothing 

concrete. 

Q I n your o p i n i o n , Mr. Byers, w i l l the i n c l u s i o n of 

Tract 13 i n t o the proposed u n i t be premature at t h i s time? 

A Very. 

Q Do you have any e x h i b i t s t h a t you prepared, Mr. 

Byers? 

A We o f f e r our summary of net operating income f o r 

the year 1977 as taken from our books and based upon even the 

d i f f e r e n t i a l crude, n a t u r a l gas p r i c e s received by Texaco and 

Cone. 

Q Would you describe what i n f o r m a t i o n i s contained on 

J. R. Cone E x h i b i t Number One t o t h i s hearing? 

A From our books we have determined the net r e c e i p t s 

from o i l sales t o C i t i e s Service O i l Company f o r the calendar 

year 1977. This i s shown i n the f i r s t column. Less the 

taxes p a i d , t h i s i s , of course, production t a x , l e a v i n g a net 

revenue of o i l sales of two hundred and f o r t y - f o u r thousand, 

s i x hundred and eighty-two d o l l a r s and f i v e cents. We have 

also entered s i m i l a r l y gas sales t o E l Paso and gas sales t o 
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Gulf Warren Petroleum Company. These are two separate sales 

c o n t r a c t s , the one r e l a t i n g t o high pressure the other t o low 

pressure gas. The sum of the gross revenue from t h i s lease 

duri n g calendar year 1977 was f i v e hundred and ten thousand, 

two hundred and s i x t y - t h r e e d o l l a r s and t h i r t y - n i n e cents. We 

paid a gross production severance tax of t h i r t y - e i g h t thousand 

seven hundred and fort y - o n e d o l l a r s and seventy-six cents, 

l e a v i n g a net revenue t o the working i n t e r e s t of four hundred 

and seventy-one thousand, f i v e hundred and twenty-one d o l l a r s 

and s i x t y - t h r e e cents. Our lease o p e r a t i n g expense during 

t h a t twelve-month p e r i o d was twenty-seven thousand, three 

hundred and one d o l l a r s and s i x t e e n cents, l e a v i n g a net p r o f i t 

f o r the year of four hundred and f o r t y - f o u r thousand, two 

hundred and twenty d o l l a r s and forty-seven cents. 

Q Have you prepared any other e x h i b i t s ? 

A None t h a t are v i a b l e . 

Q Okay. I n your o p i n i o n , Mr. Byers, i s the i n c l u s i o n 

of Tract 13 i n t o the u n i t necessary f o r the u n i t i n order f o r 

i t t o recover a reasonable p r o f i t ? 

A No, i t i s not. I f t h i s u n i t represents something 

less than t e n percent or i n the order of ten percent of the 

p a r t i c i p a t i o n of the u n i t , the u n i t i s a n t i c i p a t i n g seventy 

odd m i l l i o n d o l l a r r e t u r n on the p r o j e c t i t s e l f . I f we reduce 

t h a t by ten percent i t seems t o me there i s s t i l l s i x t y odd 

m i l l i o n d o l l a r s which i s a reasonable p r o f i t I would say. 
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Q I n your o p i n i o n , Mr. Byers, w i l l the u n i t i z a t i o n 

b e n e f i t the owners of Tract 13? 

A Not a t t h i s time. 

Q I n d i c a t i n g not a t t h i s time, are you able t o a n t i c i ­

pate a t what time i n the f u t u r e Tract 13 would be ready f o r 

secondary recovery? 

A At such time t h a t we could reasonably a n t i c i p a t e 

w i t h o u t doubt t h a t secondary recovery as applied under these 

techniques t o the B l i n e b r y and Drinkard could be reasonably 

expected t o be h i g h l y successful t o the degree t h a t A t l a n t i c 

has i n d i c a t e d . At the present time the only c o r o l l a r y we 

see i s the Gulf Central Drinkard U n i t which has not performed 

t o t h i s degree and there i s no i n d i c a t i o n t h a t i t ever w i l l . 

I f we are l o o k i n g a t a performance t h a t low then i t i s our 

opin i o n t h a t we should deplete our lease by primary methods 

because we are representing a s u b s t a n t i a l f u t u r e revenue of 

primary d e p l e t i o n before we enter i n t o a r i s k of development 

of secondary recovery on t h i s t h i n g . 

Q Mr. Byers, do you have an o p i n i o n expressed i n the 

number of years as t o how long i t w i l l take the owners of 

Tract 13 t o deplete the B l i n e b r y , Tubb, and Drinkard? 

A According t o the d e c l i n e curves e x t r a p o l a t e d by the 

East B l i n e b r y Drinkard Engineering Committee, approximately 

t h i r t e e n years. I b e l i e v e t h a t ' s i n the order. 

MR. HINKLE: Excuse me, i s t h a t the Tubb and 
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B l i n e b r y both? 

A No, B l i n e b r y and Drinkard. 

MR. HINKLE: Thank you. 

Q (Mr. K e l l a h i n continuing.) How many years w i l l i t 

take you t o deplete the Tubb? 

A Probably another nine years a t present r a t e s . 

Q You made reference t o the Gulf C e n t r a l Drinkard' 

U n i t , are you f a m i l i a r w i t h the e f f i c i e n c y of t h a t p a r t i c u l a r 

w a t e r f l o o d p r o j e c t ? 

A We are f a m i l i a r w i t h i t t o the extent t h a t we have 

observed the production from i t and also the development and 

have compared the r a t e of production on a b a r r e l s per month 

basis per w e l l t o t h a t of t h i s proposal. 

Q Could you describe b r i e f l y how the proposed Arco 

u n i t and the Gulf Central Drinkard U n i t compare i n operation 

and proposed e f f i c i e n c y ? 

A S i m i l a r techniques have been employed. As A t l a n t i c 

has p o i n t e d out, they d i d not develop the Central Drinkard 

U n i t i n i t s e n t i r e t y i n i t i a l l y y e t they developed an adequate 

p a r t of i t t o prove or disprove the f e a s i b i l i t y of secondary 

recovery and i t has been successful t o a minor degree. The 

degree of success based on production or i n terms of b a r r e l s 

per w e l l month has only a t t a i n e d an e f f i c i e n c y of about t h i r t y -

f i v e or f o r t y percent, what A t l a n t i c a n t i c i p a t e s from t h i s one 

I f we can't a n t i c i p a t e a greater degree of success than t h a t 
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so f a r as b a r r e l s per day from our w e l l s , revenue from our 

w e l l s , then we are l o o k i n g a t a ma r g i n a l l y economic p r o j e c t , 

p a r t i c u l a r l y i n view of the f a c t t h a t we are here l o o k i n g a t 

l a s t year's revenue of fo u r hundred and f o r t y - f o u r thousand 

f o r t h i s t h i n g , o p erating our w e l l s on an average of less than 

three hundred d o l l a r s per w e l l a month. The minute we go i n t o 

t h i s u n i t we are going t o increase our operating cost on these 

w e l l s by almost three f o l d . 

Q Do you r e c a l l , Mr. Byers, what Arco's testimony was 

w i t h regards t o the a n t i c i p a t e d e f f i c i e n c y of t h e i r proposed 

u n i t ? 

A They a n t i c i p a t e d a peak e f f i c i e n c y of about twelve 

hundred b a r r e l s per w e l l per month average. 

Q Can you express t h a t i n a percentage? 

A A percentage of the Gulf Drinkard? 

Q No, s i r , a percentage as t o one hundred percent f u l l 

secondary recovery of the Drinkard and B l i n e b r y . 

A They have a n t i c i p a t e d an average production of 

approximately t h i r t e e n hundred b a r r e l s per w e l l per month 

average from the u n i t . This i s under f u l l development and 

I'm assuming t h a t we have f u l l backup of lease l i n e i n j e c t i o n 

p a t t e r n s surrounding i t . The Central Drinkard Unit has 

performed only t o the extent of about f o r t y percent of t h i s . 

Q What I'm g e t t i n g t o , Mr. Byers, was the percentage 

f a c t o r t h a t Arco used i n determining a l l of t h e i r numbers, 
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they were using a seventy percent f i g u r e , were they not? 

A They are using ultimate recovery, they are anticipa­

t i n g seventy percent recovery, barrel per barrel primary. 

Q A l l r i g h t , they are using a seventy percent figur e . 

Let's assume that Tract 13 i s excluded from the u n i t and does 

not p a r t i c i p a t e , can you express i n dollars what the remaining 

reserves of the Blinebry, Tubb and Drinkard w i l l represent to 

the unit? 

A They are a t t r i b u t i n g approximately ten m i l l i o n 

barrels to the Blinebry and Drinkard. I think t h i s reserve 

p o t e n t i a l i s i n order. Tract 13 represents approximately ten 

percent of t h i s , therefore, we must represent approximately a 

m i l l i o n barrels i n t h e i r opinion. I think t h i s i s probably 

wel l i n order also i f the project can be operated with the 

degree of e f f i c i e n c y that t h e i r calculations have indicated. 

Now then i f we remove Tract 13 from the Unit then i t i s 

evident that we reduce t h e i r p o t e n t i a l reserves from the uni t 

by about ten percent, instead of ten m i l l i o n they are looking 

at roughly nine m i l l i o n barrels. 

Q The question was, Mr. Byers, i f Tract 13 i s excluded 

from the u n i t and does not p a r t i c i p a t e and you continue to 

operate as you have and continue through secondary recovery, 

do you have a figure expressed i n dollars as to what the 

value i s of your reserves? 

A We think that our future net revenue of continued 
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of continued primary operations i n t h i s t h i n g and also 

apparently A t l a n t i c concurs w i t h us i n t h i s , approximately 

seven and a h a l f t o e i g h t m i l l i o n d o l l a r s t h a t we are going t o 

recover. Through u n i t i z a t i o n , p a r t i c i p a t i o n i n t h i s u n i t , i f 

i t i s successful as has been i n d i c a t e d , through continued 

primary operations, d e p l e t i o n of the t h i n g t o i t s end product 

we see a t t h i s time, we are going t o generate a revenue of 

s i x m i l l i o n , f o u r hundred and f o u r t e e n thousand d o l l a r s . 

Q A l l r i g h t , t h i s s i x m i l l i o n , f our hundred and 

fou r t e e n thousand d o l l a r f i g u r e represents what Tract 13 w i l l 

r e a l i z e i f they do not p a r t i c i p a t e i n the u n i t ? 

A That's r i g h t , from continued primary. 

Q A l l r i g h t , now, i f we use the seventy percent 

f i g u r e t h a t Arco i s recommending as t h e i r success r a t e and 

Tract 13 i s i n c l u d e d , what then w i l l be the value r e a l i z e d 

by Tract 13, expressed i n d o l l a r s ? 

A Approximately e i g h t m i l l i o n seven hundred thousand 

or about two p o i n t three m i l l i o n greater than primary. 

Q Now t h a t ' s based upon a seventy percent f i g u r e ? 

A That's r i g h t . 

Q I n your o p i n i o n , Mr. Byers, i s t h a t seventy percent 

e f f i c i e n c y f i g u r e a r e a l i s t i c f i g u r e t o use f o r t h i s p r o j e c t ? 

A Not a t t h i s time. 

Q Why not? 

A Because we have not seen a comparable performance i n 
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any p o r t i o n o f the Cen t r a l Drinkard U n i t . 

Q Assuming t h a t the Arco p r o j e c t i s no more e f f i c i e n t 

than t h i s Gulf C e n t r a l Drinkard U n i t and t h a t the success r a t e 

i s somewhere between t h i r t y - f i v e and f o r t y percent, what then 

would be the value expressed i n d o l l a r s as t o Tract 13? 

A We would probably reduce our revenue under the u n i t 

by some three and a h a l f m i l l i o n d o l l a r s , i f so, we have r e ­

duced our f u t u r e revenue from the u n i t t o a f i g u r e of approxi­

mately f i v e p o i n t two m i l l i o n or about a m i l l i o n less than we 

can o b t a i n through continued primary. 

Q Now you made a reference awhile ago t o the a l l o c a t i o r 

of c o s t s , Mr. Byers, I would l i k e t o d i r e c t your a t t e n t i o n t o 

whether or not you f e e l Arco has provided f i g u r e s t h a t are f a i l 

and reasonable w i t h regards t o t h e i r a n t i c i p a t e d costs of 

running t h i s p r o j e c t ? 

A I t h i n k t h a t they are a l i t t l e b i t excessive. 

Q A l l r i g h t , l e t me ask you t h i s , what are Cone's 

c u r r e n t cost of monthly operation f o r Tract 13? 

A Less than three hundred d o l l a r s per w e l l a month. 

Q A l l r i g h t , i f you p a r t i c i p a t e or are forced t o 

p a r t i c i p a t e under the u n i t what w i l l your costs be? 

A We have no r e a l c o n t r o l on t h i s , the l a s t economic 

prognosis, I b e l i e v e , was put out i n 197 6. At t h a t time i t 

was i n d i c a t e d — t h e best I can determine t h a t our average cost 

probably under the u n i t w i l l probably be i n the order of nine 
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hundred d o l l a r s per w e l l a month. 

Q Okay. So under your c u r r e n t operations you are 

operating a t about three hundred d o l l a r s a w e l l month? 

A That's r i g h t . 

Q And under the proposed u n i t operations i t i s p o s s i b l 

t h a t your costs would increase t o something l i k e nine hundred 

d o l l a r s a w e l l month? 

A That much. 

Q With regard to these costs, Mr. Byers, have you made 

a comparison t o see how the costs of operating Tract 13 w i t h i n 

the u n i t would compare t o the cost of the other t r a c t s w i t h i n 

the u n i t ? 

A Under the u n i t ? 

Q Yes, s i r . 

A There i s a p o i n t t h a t I'm concerned about and i t has 

not been c l a r i f i e d as I can f i n d anywhere i n the plan of 

ope r a t i o n provided f o r the u n i t . We are l o o k i n g at our w e l l s , 

a t l e a s t the producing side of our w e l l s , being commingled 

under the plan of o p e r a t i o n , commingled between the B l i n e b r y 

and Drinkard, i n which case the basic overhead costs I b e l i e v e 

provide a hundred and f i f t y - f i v e d o l l a r s per w e l l month and 

the n o r t h and east, w e l l , s c a t t e r e d throughout t h i s u n i t , we 

see m u l t i p l e w e l l s completed i n p r o r a t i o n u n i t s and we presume 

t h a t they w i l l be r e t a i n e d on p r o d u c t i o n , t h e r e f o r e , what are 

we l o o k i n g a t there as f a r as overhead c o s t s , are we looking a 
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two overhead costs or j u s t one as i n the case of ours. Some o 

these p r o r a t i o n u n i t s we see as many as three m u l t i p l e w e l l s 

completed, how are we going t o handle that? I t seems a l i t t l e 

b i t i n e q u i t a b l e t h a t we should be req u i r e d t o give up our Tubb 

or pay a f i n e and s t i l l a s s i s t i n the workover i f i t ' s neces­

sary of a l l of these other m u l t i p l e completions or m u l t i p l e y 

d r i l l e d holes. 

Q I n your o p i n i o n , Mr. Byers, w i l l a p a r t i c i p a t i o n on 

t h a t basis by Tract 13 be upon an a r b i t r a r y d i s p r o p o r t i o n a t e 

basis w i t h the other t r a c t s w i t h i n the u n i t ? 

A I t h i n k probably the p a r t i c i p a t i o n equation was 

reasonably n e g o t i a t e d , c e r t a i n l y t o the s a t i s f a c t i o n of the 

m a j o r i t y of the i n t e r e s t owners, i t would appear, and although 

i t ' s not a major f a c t o r , I o b j e c t t o the i n c l u s i o n of an 

acreage f a c t o r i n t h i s t h i n g . We've got about a h a l f s e c t i o n 

of goat pasture included on the east side of i t . 

Q Has the p a r t i c i p a t i o n f a c t o r suggested by Arco f o r 

Tract 13 taken i n t o c o n s i d e r a t i o n a l l of your B l i n e b r y and 

Drinkard? 

A Yes, i t has. 

Q Let me d i r e c t your a t t e n t i o n t o t h i s two hundred 

percent penalty f a c t o r as expressed i n Paragraph 11-1 of the 

oper a t i n g agreement. 

A Two hundred percent? 

Q The paragraph number i s n ' t 7.1? 
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A Two hundred percent n o n - p a r t i c i p a t i o n ? 

Q I'm t a l k i n g about the two hundred thousand d o l l a r s . 

A Two hundred thousand, a l l r i g h t . 

Q Would you express f o r the Commission J. R. Cone's 

p o s i t i o n w i t h regards to the two hundred percent p r o v i s i o n i n 

t h a t agreement? 

A The two hundred thousand d o l l a r s ? 

Q I'm s o r r y , I keep saying percent, i t i s two hundred 

thousand d o l l a r s , the f a c t o r . 

A We t h i n k c e r t a i n l y t h a t we developed the B l i n e b r y , 

Tubb, and Drinkard i n t h i s hole and e l e c t e d t o produce the 

B l i n e b r y and Tubb i n order t o p r o t e c t the r i g h t s t o t h i s 

lease because of o f f s e t Tubb production. We are down t o a 

p o i n t of probably some four hundred thousand MCF of reserves 

i n t h i s t h i n g ; we are producing about three hundred thousand 

a day, generating good revenue, and we are being asked t o 

abandon t h i s w e l l or i f we do not e l e c t t o abandon i t , pay a 

f i n e of two hundred thousand d o l l a r s t o the operators of the 

u n i t . This seems i n c o n s i s t e n t . I t h i n k t h a t i f we are t o be 

forced t o abandon t h i s w e l l then the u n i t should make t h i s 

r e c i p r o c a l and they should pay us f o r abandonment costs and 

replacement cost j u s t as though they are asking us t o replace 

the w e l l f o r them. 

Q Let me d i r e c t your a t t e n t i o n t o a p r o v i s i o n i n the 

Commission Order w i t h regards t o c e r t a i n w e l l s w i t h i n the U n i t 
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boundaries which r e q u i r e c e r t a i n remedial work, are you 

f a m i l i a r w i t h t h a t p r ovision? 

A Yes, the Commission has found apparently through 

t h e i r records t h a t we do not have a v a i l a b l e t h a t there are 

i n d i c a t i o n s of inadequate cement behind the pipe i n several 

w e l l s both i n and adjacent t o the U n i t . They ordered t h a t 

cement bond logs be run i n these w e l l s but i f inadequate cement 

i s found t o p r o t e c t the m i g r a t i o n of water from the zone of 

e n t r y t h a t i t should be re-cemented. However, i f there i s 

such a w e l l i n s i d e of the u n i t and nowhere i n the u n i t agree­

ment or i n the order i s there a p r o v i s i o n made f o r the 

o f f s e t of expenses t o be r e q u i r e d i n doing t h i s work. I f such 

w e l l s are i n s i d e of the u n i t then c e r t a i n l y t o me, c l e a r l y , 

i t should be the r e s p o n s i b i l i t y of the owner c o n t r i b u t i n g t h a t 

w e l l t o do a l l of t h i s work. I f i t i s outside of the u n i t 

then c e r t a i n l y I can j u s t i f y the u n i t expense f o r doing i t . 

Now I t h i n k the order as w r i t t e n also i s a l i t t l e 

b i t s h o r t sighted i n t h a t they r e f e r , I b e l i e v e , t o the 

Bl i n e b r y as avoiding m i g r a t i o n upward. I f we are going t o 

i s o l a t e the B l i n e b r y we've got t o i s o l a t e i t from m i g r a t i o n of 

waters both above and below and we've also got t o i s o l a t e the 

Drinkard from m i g r a t i o n both above or below or we are going t o 

damage both the Tubb and the Abo. 

MR. KELLAHIN:: I b e l i e v e t h a t ' s a l l the questions 

I have f o r Mr. Byers a t the moment. 
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MR. RAMEY: Any questions of the witness? Mr. Hinkle 

MR. HINKLE: I t h i n k I have a few. 

CROSS EXAMINATION 

BY MR. HINKLE: 

Q Mr. Byers, my questions may not be ex a c t l y i n the 

order i n which you t e s t i f i e d here t o d i f f e r e n t things but I ' l l 

take them as they come here. 

F i r s t , r e f e r t o your e x h i b i t , Cone E x h i b i t Number One 

which shows the revenue there. Now t h a t ' s f o r the whole Byers' 

lease? 

A That's f o r the whole Eubanks' lease, seven-eighths 

working i n t e r e s t . 

Q And t h a t ' s a gross income, you might say, because 

you do not take o f f taxes? 

A Yes, we take o f f gross production t a x , not income 

tax. 

Q Now you t e s t i f i e d , I b e l i e v e , t o the e f f e c t t h a t 

the Gulf Central w a t e r f l o o d has been about f o r t y percent 

e f f i c i e n t ? 

A Yes, f o r t y percent of the e f f i c i e n c y a n t i c i p a t e d f o r 

t h i s u n i t . 

Q How long has t h a t been i n operation? 

A I t ' s about 1968, I be l i e v e i t was, the f i r s t 

reasonable expansion, I b e l i e v e , was 1972, i f I'm not mistaken. 

Q What i s the a n t i c i p a t e d l i f e of i t ? 
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A I haven't p r o j e c t e d t h a t . 

Q Now the a n t i c i p a t e d l i f e of the A t l a n t i c R i c h f i e l d 

w a t e r f l o o d here i s about twenty-one years. 

A Here, Mr. H i n k l e , I t h i n k we have got t o a n t i c i p a t e , 

I'm not disagreeing w i t h the end r e s u l t , I t h i n k t h a t the 

recovery of the o i l from both the A t l a n t i c proposal and the 

Gulf C e n t r a l Drinkard probably are going t o be comparable, the 

end r e s u l t of b a r r e l s recovered. The whole purpose of secondarj 

recovery i s t o shorten time. Now i f the e f f i c i e n c y a t t a i n e d 

by the Central Drinkard U n i t i s only f o r t y percent of t h a t 

t h a t we a n t i c i p a t e f o r the Bl i n e b r y Drinkard U n i t then i t i s 

evident t o recover comparable volumes of o i l we are going t o 

have t o operate t h a t u n i t two and a quarter times as long or 

f i f t y years instead of twenty-one. 

Q Did they s t a r t t h i s out as the p i l o t f l o o d s t a r t e d 

out? 

A I t h i n k they d i d . 

Q Wouldn't t h a t draw i t out a l i t t l e b i t longer? 

A Not n e c e s s a r i l y . 

Q How can you determine at t h i s time t h a t i t i s only 

f o r t y percent e f f i c i e n t when you are j u s t e a r l y i n the l i f e 

of i t ? 

A I f we take the w e l l s a f f e c t e d and take the gross 

production from the p r o f i t , the monthly basis and we d i v i d e 

the gross monthly production by the number of w e l l s producing, 
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we come up w i t h b a r r e l s per w e l l month. Then i f we take the 

p r o j e c t e d performance curve from the East Bli n e b r y East Drinkar 

U n i t and i f we take the peak production i n b a r r e l s per month 

and d i v i d e t h a t by the a n t i c i p a t e d number of w e l l s t o be pro­

ducing we come up w i t h a comparable b a r r e l s per w e l l month. 

These two are comparable numbers. 

Q Now I gather from your testimony t h a t one of your 

personal o b j e c t i o n s i s t o t r y t o replace Well No. 2 which i s 

a gas w e l l from the Tubb and Blinebry? 

A I t c e r t a i n l y i s . Of t h i s four hundred thousand 

d o l l a r s t h a t we generated l a s t year approximately a quarter of 

t h a t came from gas out of t h i s w e l l . 

Q Now t h a t w e l l i s d u a l l y completed i n the Blinebry and 

Tubb formations? 

A Yes, i t i s . 

Q What percentage of your gas being produced comes 

from the Blinebry? 

A We a l l o c a t e t h i s based on annual t e s t s . The Blinebry 

i s about f i f t y - s i x percent, I t h i n k i t i s , the Tubb i s about 

the remainder. 

Q So you've got f i f t y - s i x and f o r t y - f o u r percent? 

A Roughly. 

Q Now i n your previous testimony you t e s t i f i e d t h a t 

your p r i n c i p a l reserves are i n the Tubb, I believe? 

A I b e l i e v e they are. 
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Q What do you estimate the reserves t o be? 

A I t h i n k they are a l i t t l e b i t gre a t e r . A t l a n t i c ' s 

Engineering Committee estimated approximately four hundred 

thousand MCF remaining and I don't v a s t l y disagree w i t h t h i s 

even though we are seeing somewhat of a f l a t t e n i n g i n the 

pressure curve, we may have some i n f l u e n c e because t h i s w e l l 

i s commingled i n the B l i n e b r y and the Tubb. There may be some 

in f l u e n c e i n t h i s t h a t we do not c o n t r o l . 

Q By the replacement of t h i s w e l l you are contending 

you w i l l lose your reserves i n the B l i n e b r y , i s t h a t r i g h t ? 

A No, we are l o s i n g the reserves i n the Tubb. 

Q I n the Tubb? 

A We would assume t h a t our p a r t i c i p a t i o n i n t h i s w e l l 

w i l l c e r t a i n l y o f f s e t the B l i n e b r y gas reserves, I hope we 

operate e f f i c i e n t l y . Now we also have a v a i l a b l e t o us sub­

s t a n t i a l gas reserves and we see no reason they should not 

extend up t o and i n c l u d i n g p o s s i b l y three b i l l i o n f e e t of gas 

from our No. 4 Well. We have not seen any d i s c e r n i b l e 

measure of i n t e r f e r e n c e between our Tubb production and t h a t 

of Moran o f f s e t t i n g us t o the n o r t h t h i r t e e n hundred and 

twenty f e e t . Why should we not then expect t o the southeast 

some eighteen hundred f e e t away t o produce s i m i l a r reserves 

under the No. 4 Well when the s e c t i o n i s comparable or b e t t e r ? 

Q You mentioned the Moran Well t o the n o r t h , i t ' s , 

you might say, an o f f s e t t o your No. 2? 
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A Yes, i t i s . 

Q And you know Moran has consented t o the u n i t ? 

A That's t h e i r problem. 

Q And he i s also producing about the same amount of gas 

A Yes, t h a t ' s r i g h t . 

Q Now I b e l i v e , I don't know whether you expressed i t 

or not, but you d i d before, I b e l i e v e , your concern t h a t maybe 

there i s a mixup i n the completion or recompletion of the 

No. 2 Well there t h a t you would plug o f f the Tubb formation? 

A I don't t h i n k there i s any doubt i f you t r y t o work 

on t h i s w e l l t o recomplete i t and i s o l a t e the Bli n e b r y i n 

order t h a t we may r e t a i n j u s t our Tubb r i g h t s i n the t h i n g , I 

don't t h i n k there i s any doubt but we would probably also 

damage our Tubb. 

Q Well, now, would your o b j e c t i o n s be met s u b s t a n t i a l l y 

i f t h i s 11.1 i n the op e r a t i n g agreement were amended t o pro­

vide t h a t you would have the o p t i o n of d r i l l i n g the replace­

ment w e l l and completing i t i n only the Tubb formation and l e t 

the u n i t rework the other w e l l , t h a t No. 2 Well and plug o f f 

the Tubb so t h a t they would open the B l i n e b r y and the Drinkard; 

A We have t h a t i n h erent r i g h t under the u n i t agreement 

as i t i s drawn and has been approved, t h i s i s one of our 

o b j e c t i o n s among oth e r s . We have the r i g h t t o r e d r i l l any­

where on the lease t h a t i s permissible by the Commission t o 

recover our Tubb but we already have a w e l l t h a t i s recovering 
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our Tubb and we are being denied t h i s w e l l through t h i s order. 

Q But under the terms of the u n i t you are t o f u r n i s h 

a wellbore f o r each f o r t y acre t r a c t ? 

A That's r i g h t and t h i s i s what causes the c o n f l i c t . 

Q I'm j u s t saying t h a t i f t h i s were amended so t h a t 

they could d r i l l a Tubb gas w e l l and give you the r i g h t t o 

produce t h a t and produce your Tubb reserves and so f o r t h would 

t h a t meet your objection? 

A I t would a l l e v i a t e p a r t of i t . 

Q Well, i t wouldn't cost any more, i n other words, 

a l l you would have t o pay i s two hundred thousand d o l l a r s 

toward i t and the u n i t would pay the balance? 

A That's the way the p r o v i s i o n s are w r i t t e n now. 

Q Yes, but the d i f f e r e n c e i s t h a t they would d r i l l a 

new w e l l t o be produced from the Bl i n e b r y and the Drinkard. 

A Yes. 

Q I f you amend i t t o say t h a t you could d r i l l a w e l l 

t o be produced, i t would be your w e l l , the owners of Tract 13, 

t o be produced from the Tubb formation? 

A We have t h a t r i g h t , there would be no m o d i f i c a t i o n , 

we have t h a t r i g h t now. I n forming t h i s u n i t we w i l l not 

r e l i n q u i s h our r i g h t s t o the Tubb or the Abo, only t o the 

B l i n e b r y and the Drinkard. I f we c o n t r i b u t e t h i s w e l l we s t i l 

have the r i g h t t o go out and d r i l l another w e l l but i t i s 

going t o cost us. 
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Q That's r i g h t but I'm t a l k i n g about the w e l l t h a t 

you are t o f u r n i s h . 

A I t w i l l s t i l l cost us two hundred thousand d o l l a r s . 

Q That's r i g h t , but as I say the d i f f e r e n c e i s there 

t h a t you would modify i t so t h a t they could d r i l l a gas w e l l 

t o the Tubb and t u r n i t over t o you t o produce t h a t Tubb. As 

I understand your p r i n c i p a l o b j e c t i o n i s t h a t you are being 

denied the r i g h t or p o s s i b l y being denied the r i g h t t o the 

Tubb reserves? 

A That's r i g h t . I t h i n k t h i s would a l l e v i a t e p a r t of 

our problem but we s t i l l have our problem, we are convinced 

t h a t we have provided f o r f u r t h e r d e p l e t i o n of Tubb reserves 

i n t h i s area through our No. 4 Well. What are we going t o do 

w i t h i t then, we have the same problem. I f you r e l i e v e us on 

one si d e , pay us two hundred thousand d o l l a r s , you pic k up the 

two hundred thousand i n s t e a d of us, you s t i l l only solve h a l f 

of the problem, we s t i l l have another w e l l t o concern us. 

MR. KELLY: Mr. Commissioner, I'm wondering i f t h i s 

i s a l i t t l e b i t unusual but may I ask counsel a question I'm 

not so sure about but I don't know whether t h i s could be 

c l a s s i f i e d as deposal. Are you suggesting as a proposal t h a t 

the u n i t would pay the cost of d r i l l i n g a Tubb w e l l t o replace 

the--

MR. HINKLE: No, on l y , you see, 11.1 of the operatinc 

agreement provides t h a t i f they f a i l t o f u r n i s h a wellbore that 
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t h a t i s usable i n the u n i t t h a t they can d r i l l another w e l l 

and t h a t they would pay two hundred thousand d o l l a r s of the 

cost of t h a t w e l l and the u n i t , working i n t e r e s t owner u n i t , 

pay the r e s t but t h a t contemplates completing a w e l l t o be 

produced from the B l i n e b r y and the Drinkard formations- Now 

my question t o him was, would i t answer h i s ob j e c t i o n s i f t h a t 

were amended t o provide t h a t t h a t w e l l could be d r i l l e d and 

completed as a Tubb gas w e l l and they would only have t o pay 

two hundred thousand and the u n i t would pay a l l of the d i f f e r ­

ence and t h a t w e l l be turned over t o the Cones and these 

owners and they could produce i t as a gas w e l l . 

MR. KELLY: A l l r i g h t . 

MR. HINKLE: This i s simply a suggestion t o answer 

t h e i r o b j e c t i o n s t h a t they are going t o be denied t h e i r r i g h t 

p o s s i b l y t o produce t h e i r Tubb r i g h t s by working over t h i s 

other w e l l . I w i l l j u s t throw t h a t out as a suggestion. We'll 

have some testimony along t h a t l i n e , t h i s i s j u s t a prelude t o 

i t . 

Q (Mr. Hinkle continuing.) I might ask you t h i s , 

Mr. Byers, do you t h i n k t h a t one w e l l completed i n the Tubb 

formation w i l l e f f e c t i v e l y and e f f i c i e n t l y d r a i n the gas from 

a hundred and s i x t y acres? 

A We t h i n k p o s s i b l y i t could. 

Q Regardless of where i t i s located? 

A No, I t h i n k i t would have t o be moved from the preset 
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l o c a t i o n , perhaps, i n order t o . 

Q Well, the suggestion I made there would contemplate 

t h a t you could d r i l l t h a t w e l l anyplace you wanted t o on t h i s 

hundred and s i x t y acres. 

A I understand t h i s , Mr. H i n k l e , but s t i l l i t does not 

r e l i e v e us of anything, we are s t i l l spending the same two 

hundred thousand d o l l a r s and g i v i n g up our w e l l simultaneously. 

We are g i v i n g up a w e l l so I t h i n k we should receive something. 

Q Do you have any o b j e c t i o n t o the f a c t t h a t you 

would have t o give up a l l of your revenue i n connection w i t h 

t h a t two hundred thousand u n t i l i t i s paid? 

A Yes, we do. I t doesn't matter who i s going t o pay 

the b i l l . We have an o b j e c t i o n b a s i c a l l y as we suggested 

before even i n t h i s curved out production payment type i n 

s a t i s f a c t i o n of t h i s two hundred thousand d o l l a r s , you w i l l 

take a l l of our revenue j u s t t o s e t t l e t h a t two hundred 

thousand d o l l a r s , t o pay i t out. We would s t i l l have operatinc 

expense, we are a t the mercey of A t l a n t i c i n the operation of 

t h i s t h i n g , we have no c o n t r o l over our own business u n t i l we 

have r e s t o r e d t h a t two hundred thousand d o l l a r s . 

Q Would i t f u r t h e r meet your o b j e c t i o n i f t h i s was 

amended t o provide t h a t , say, one-half or one-fourth of the 

a l l o c a t i o n s t o Tract No. 13 could be c r e d i t e d t o the two 

hundred thousand d o l l a r o b l i g a t i o n ? 

A I would say i t might be more p a l a t a b l e b u t , no, i t 
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southwest p a r t of t h i s t h i n g producing more than ten b a r r e l s . 

We are almost f o u r times t h e i r p r oduction, our costs are 

s u b s t a n t i a l l y less than t h e i r s , I see t h a t they've got problems 

but we have also. 

Q What c o n s t i t u t e s a t i m e l y w a t e r f l o o d p r o j e c t ? 

A The time a t which you can s u b s t a n t i a l l y show t h a t 

you are going t o gain both reserve and economically out of 

i t . The purpose o f the i n d u s t r y i s t o supply f u e l t o our 

n a t i o n but the way we maintain t h i s purpose i s through economy 

t h a t generates through our own account. We have got t o look 

at i t s t r i c t l y from the economic standpoint and as long as 

we look a t i t from the economic standpoint and f o l l o w t h i s 

t r u t h f u l l y we w i l l c o n t r i b u t e reserves t o our n a t i o n . 

Q Now you i n d i c a t e d the two t h i n g s , t i m e l y , t h a t mean 

t i m e l y t o you, are reserves, increased reserves and an i n ­

crease i n economics? 

A That's r i g h t . 

Q More money coming in? 

A That's r i g h t . 

Q A l l r i g h t , now, i f A t l a n t i c i s successful on t h i s 

p r o j e c t and they do a c t u a l l y get seventy percent primary, 

would t h a t increase your reserves? 

A Yes, but we've got t o s a t i s f y the " i f " . 

Q Would t h a t increase your economics? 

A Yes. 
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Q Okay, what you have said then, I t h i n k as t o t h a t 

p o i n t , i s t h a t you are not convinced a t t h i s time t h a t they 

can a c t u a l l y achieve t h a t k i n d of recovery? 

A I n the p e r i o d of time t h a t we are l o o k i n g a t , yes, 

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

Q Now you t a l k e d about t h i s two hundred thousand 

d o l l a r s f o r a wellbore as being a f i n e . I n the normal u n i t 

agreement, i n a v o l u n t a r y u n i t agreement, what i s the normal 

process f o r a t r a c t t h a t does not have a w e l l on i t ? 

A This i s g e n e r a l l y , I would say covering two fashions, 

one, s i m i l a r t o t h i s . The operator w i l l be given an opportunit 

t o so provide a w e l l f o r t h a t t r a c t but the f a c t t h a t the w e l l 

i s there i s taken i n t o c o n s i d e r a t i o n g e n e r a l l y i n the p a r t i c i ­

p a t i o n equation such t h a t i f he does d r i l l the w e l l he en­

hances h i s p a r t i c i p a t i o n and we are not p r o v i d i n g here, we are 

being denied i s my p o i n t . We are being denied a Tubb w e l l . 

Q Okay, but as f a r as the u n i t agreement i s concerned, 

what A t l a n t i c R i c h f i e l d proposes i s r e a l l y no d i f f e r e n t than 

any other u n i t agreement? 

A I t i s no d i f f e r e n t i f the Tubb were missing, i f i t 

were not f o r the Tubb and the Abo p o t e n t i a l of t h i s lease. 

I n t h a t way we have e l e c t e d , under the auspices of the Com­

mission, t o complete our w e l l s . We have completed our w e l l s 

m u l t i p l e y and have a n t i c i p a t e d producing them on a t i m e l y 

b asis. This was s t a r t e d back i n 19 54, I b e l i e v e , when the 
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f i r s t w e l l was d r i l l e d , '54 or '56, and we have followed t h i s 

t e n a c i o u s l y t o t h i s time. So t h i s i s a time a t which t h i s 

w e l l i s dedicated t o the Tubb and, t h e r e f o r e , i s being denied 

us and the f a c t t h a t we d r i l l e d another w e l l does not enhance 

our p a r t i c i p a t i o n a t a l l , a l l i t does i s keep us from paying 

two hundred thousand d o l l a r s . 

Q Now I understand your answer but f o r the purpose 

of the record and speaking only t o the u n i t i z e d formations, 

t h a t two hundred thousand d o l l a r s which i s included i n the 

u n i t agreement i s a s t r i c t l y normal p r o v i s i o n i n the u n i t 

agreement? 

A No, I r e a l l y don't t h i n k so. 

Q Well, now, t e l l me how i t i s d i f f e r e n t ? 

A I t h i n k t h a t i f i t were d i f f e r e n t we w o u l d — i n a 

normal u n i t agreement, i f we t r y t o put t h i s t h i n g i n the same 

context, i f we had t o e i t h e r pay the two hundred thousand or 

provide a w e l l , we would assume f i r s t t h a t there was not a 

w e l l located there t o s t a r t w i t h . 

Q Okay. 

A And t h a t when we d r i l l e d a w e l l we would enhance our 

p a r t i c i p a t i o n percentage by v i r t u e of the f a c t t h a t i t was 

included i n a w e l l cap. I n t h i s case we are not enhancing our 

p a r t i c i p a t i o n percentage. The f a c t t h a t we provide a w e l l or 

don't provide a w e l l doesn't a l t e r our p a r t i c i p a t i o n percentag< 

one i o t a . I n a normal u n i t i t would, we would get something 
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i n r e t u r n . 

Q I f I understood your o r i g i n a l answer back a number 

of sentences ago, you i n d i c a t e d t h a t i n a regu l a r u n i t agree­

ment you e i t h e r provide a wellbore or your p a r t i c i p a t i o n would 

be a l t e r e d i n such a way t h a t you would r e a l l y be paying f o r 

t h a t new w e l l out of your income? 

A No, you might consider i t t h a t , your p a r t i c i p a t i o n 

might be diminished but i t also would be enhanced i f you d i d . 

Q But i n any event, t h a t t r a c t i s going t o pay f o r the 

w e l l t h a t i s completed on t h a t t r a c t ? 

A That's r i g h t . 

Q Okay. 

A Everyone i s going t o pay f o r t h e i r own w e l l so why 

pay f o r two, we are being asked t o pay f o r two. 

Q I s n ' t A t l a n t i c r e a l l y j u s t asking you t o supply one 

w e l l i n the u n i t i z e d formations? 

A Yes, they are, but also a t the same time i n order t o 

provide t h a t they are denying us the use of our Tubb w e l l or 

assessing a penalty and t h i s t o me i s c o n f i s c a t i o n . 

Q Now you i n d i c a t e d l a t e r t h a t you might lose as much 

as three and a h a l f m i l l i o n d o l l a r s a t f o r t y - f i v e percent 

e f f i c i e n c y ? 

A I t h i n k t h a t we could lose as much as t h a t over 

time. 

Q Let's assume now t h a t t h i s u n i t doesn't go i n and 
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you w a i t f o r t e n years and f i n a l l y put a wa t e r f l o o d i n . I f 

t h a t has the same e f f i c i e n c y as the A t l a n t i c R i c h f i e l d p r o j e c t 

has or t h a t you p r o j e c t e d t h a t i t has, then your loss would 

be e s s e n t i a l l y the same a t t h a t time, would i t not? 

A Not ne c e s s a r i l y because we may be deali n g w i t h an 

e n t i r e l y d i f f e r e n t economy a t t h a t time. We are deali n g w i t h 

i n f l a t i o n a r y pressure and crude p r i c e s . I n our o p i n i o n , crude 

i s not going t o get any cheaper, t h e r e f o r e , our revenue might 

be even b e t t e r . Ten years ago i t might have been d o u b t f u l 

but even i n A t l a n t i c ' s o p i n i o n t h a t the attempt of t h i s t h i n g 

might have been m a r g i n a l l y successful. 

Q How many b a r r e l s of o i l would be recovered, would 

they be e s s e n t i a l l y the same? 

A E s s e n t i a l l y the same. I don't t h i n k time makes much 

d i f f e r e n c e t h e r e . 

MR. STAMETS: That's a l l the questions I have. 

MR. RAMEY: Any other questions? Mr. Nutter? 

CROSS EXAMINATION 

BY MR. NUTTER: 

Q Mr. Byers, now I t h i n k your No. 1 Well i s a Blinebry 

Drinkard w e l l ? 

A The No. 1 Well, yes, i t i s . 

Q The No. 2 i s a Bl i n e b r y Tubb? 

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

Q The No. 3 i s Bl i n e b r y Drinkard? 
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A That's c o r r e c t . 

Q And the No. 4 i s a Bl i n e b r y Drinkard? 

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

Q Okay, we are t a l k i n g about three formations there 

and we are t a l k i n g about a hundred and s i x t y acres? 

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

Q Now, w i t h the Commission's spacing f o r these three 

formations and the types of w e l l s we've got here, i n order t o 

f u l l y develop the hundred and s i x t y acres i n these three 

pools we need nine w e l l s , i s t h a t correct? 

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

Q And you've got e i g h t wells? 

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

Q So you are short a we l l ? 

A We are sho r t one w e l l , t h a t i s c o r r e c t . 

Q Now when you mentioned t h a t the Gulf Central Drinkard 

U n i t was achieving some t h i r t y - f i v e t o f o r t y percent e f f i c i e n c y 

i s t h a t t h i r t y - f i v e t o f o r t y percent of the primary recovery 

t h a t they had i n there or i s t h a t t h i r t y - f i v e t o f o r t y percent 

of what they a n t i c i p a t e d ? 

A No, s i r , I would presume and I would have done l i k e ­

wise probably, s t r i c t l y from r e s e r v o i r c a l c u l a t i o n s and 

r e s e r v o i r data, would probably a n t i c i p a t e a peak production 

i n the Ce n t r a l Drinkard U n i t on a per w e l l basis very s i m i l a r 

t o what A t l a n t i c has p r e d i c t e d here w i t h o u t any a d d i t i o n a l 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Page 45 

knowledge. Now then, the f a c t i s t h a t so f a r t h i s C e n tral 

Drinkard U n i t has a t t a i n e d a r a t e of production of only about 

t h i r t y - f i v e t o f o r t y percent of t h i s . Now t h i s doesn't mean 

t h a t t h e i r reserves w i l l not be e q u i v a l e n t , i t means t h a t i t 

i s going t o take about two and a quarter times as long t o get 

i t . 

Q Well now, you mentioned A t l a n t i c here was a n t i c i p a t ­

i n g a recovery of about twelve hundred b a r r e l s ? 

A B a r r e l s per w e l l per month a t peak. 

Q What d i d Gulf a n t i c i p a t e would be t h e i r peak? 

A I'm not f a m i l i a r w i t h t h e i r prognosis but I would 

have done approximately the same t h i n g i n my o f f i c e t h a t 

A t l a n t i c has done and I would have ended up w i t h t h i s twelve 

hundred b a r r e l s a day p r o j e c t i o n and I assume t h a t probably 

Gulf d i d but the f a c t remains t h a t they have only a t t a i n e d 

over a short period of time some three hundred b a r r e l s per 

month as opposed t o the twelve hundred. Now then, i t i s 

also evident t h a t they have not f u l l y developed t h a t t h i n g 

and, t h e r e f o r e , we are probably weighting down t h i s number 

s l i g h t l y because we have some u n e f f e c t i v e w e l l s included i n 

our numbers but c e r t a i n l y we haven't got seventy-five percent 

of the w e l l s u n e f f e c t i v e . 

Q Now t h e i r f l o o d i s Drinkard only? 

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

Q And these f i g u r e s t h a t you were producing awhile ago 
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about primary recovery being s i x m i l l i o n b a r r e l s or s i x m i l l i o n 

d o l l a r s worth and e i g h t and a h a l f m i l l i o n d o l l a r s worth 

u n i t i z e d operations? 

A Yes. 

Q That's B l i n e b r y and Drinkard both, i s n ' t i t ? 

A Yes, t h a t i s c o r r e c t . 

Q So you are applying a c r i t e r i a f o r the parameter of 

Gulf's experience i n the Drinkard t o the Bl i n e b r y and the 

Drinkard both here? 

A Yes, I am. The Engineering Committee has done s i m i ­

l a r l y t o t h i s . 

Q Have there been any floods i n the Blinebry? 

A No, not t h a t I know of i n the near area, none t h a t 

I'm aware o f . Now we can go t o West Texas and pic k up some 

equ i v a l e n t Clear Fork w a t e r f l o o d s . That has experienced 

v a r y i n g degrees of success, some good and some not so good. 

Q Now durin g the primary l i f e of the Gulf Central 

Drinkard area and the primary l i f e of t h i s proposed A t l a n t i c 

area, were the producing c h a r a c t e r i s t i c s i n the Drinkard 

p r e t t y much the same? 

A I would say probably the Central Drinkard primary 

was equ i v a l e n t or s l i g h t l y b e t t e r than the Drinkard of t h i s 

area. 

Q Now I understand t h a t they are engaged i n a program 

of a l o t of i n f i l l d r i l l i n g t o get some gas w e l l s i n the r e . 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

ig 

20 

21 

22 

23 

24 

25 

Page £7 

Do you a n t i c i p a t e t h a t i s going t o be necessary here? 

A I don't see t h a t i t w i l l be necessary, A t l a n t i c 

a n t i c i p a t e s the d r i l l i n g of a t l e a s t three B l i n e b r y gas w e l l s . 

Q I'm t a l k i n g about Drinkard gas w e l l s , now Gulf i s 

d r i l l i n g Drinkard gas w e l l s . 

A No, I don't see t h a t we would but A t l a n t i c has 

a n t i c i p a t e d the B l i n e b r y gas w e l l s . I have not seen anything 

i n t h e i r prognosis r e l a t i n g t o Drinkard gas w e l l s . 

Q Now a t one p o i n t i n your d i r e c t testimony you mentio 

t h a t the main purpose of secondary recovery i s t o shorten the 

l e n g t h of time of p r o d u c t i o n , i t ' s also t o increase reserves, 

i s n ' t i t ? 

A Yes, s i r , we are doing t h i s but we are recovering, 

we are moving reserves t o the surface i n a s h o r t e r period of 

time. We might say t h a t we could s i t here and produce these 

t h i n g s i f we could economically a t a t e n t h of a b a r r e l or a 

b a r r e l a day f o r the next hundred years and we could get the 

same value. 

Q But you couldn't do i t economically? 

A That's r i g h t , we couldn't do i t economically. 

Q So by secondary recovery we are i n c r e a s i n g the 

reserves t h a t can be economically produced? 

A Yes, we are because we are shortening time. 

MR. NUTTER: I b e l i e v e t h a t ' s a l l . Thank you. 
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BY MR. RAMEY: 

Q Mr. Byers, l e t ' s do a l i t t l e supposing. Suppose the 

Commission saw f i t t o grant t h i s u n i t w i t h the exception of 

the Cone t r a c t and A t l a n t i c immediately, say i n s i x months, 

went i n t o a f u l l - s c a l e w a t e r f l o o d , would Cone be w i l l i n g a t 

t h i s time t o have a lease l i n e agreement f o r i n j e c t i o n on 

there? 

A Yes, we would, we would want t o delay i n t h i s t o 

such time t h a t we could see t h a t we could a n t i c i p a t e reasonable 

rates of recovery as a r e s u l t of t h i s secondary recovery 

program. We could a c t u a l l y see t h a t we could m a t e r i a l l y gain 

from secondary recovery then we would be glad t o execute a 

lease l i n e . 

Q At what stage would t h i s occur? 

A A t l a n t i c i s e s t i m a t i n g some eighteen months t o two 

years f o r i n s t i t u t i o n of the water i n j e c t i o n program. I would 

expect t h a t i f t h i s t h i n g operates according t o what they say, 

and I see nothing wrong w i t h t h e i r numbers, t h a t we are lookinc 

at probably another two t o two and a h a l f years before we can 

see p o s i t i v e r e s u l t s w i t h o u t m a t e r i a l break through of water. 

I t h i n k w i t h i n t h a t time we would be ready t o go. We can see 

enough economy t o say t o ourselves, we can now a f f o r d t o 

abandon t h i s Tubb w e l l or replace i t and s t i l l be way ahead. 

Q What would be the e f f e c t , say, of your w a i t i n g ten 
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years? 

A I don't t h i n k i t would bother m a t e r i a l l y . I f i t i s 

going t o do t h a t then we are way premature i n t h i s t h i n g becaus 

t o t h i s time we have not seen anything t o the e f f e c t t h a t we 

are going t o o f f s e t i n j e c t i o n along t h i s s i x mile perimeter 

of t h i s t h i n g , so i f we are going t o be damaged by our l i t t l e 

h a l f mile or mi l e perimeter i t seems t o me we are going t o 

s u f f e r s i x times the damage i n the gross perimeter of t h i s 

t h i n g . 

Q What would be the e f f e c t i f Cone decided not t o 

i n j e c t ? Say you got ten years down the l i n e and s a i d , w e l l , 

I can't a f f o r d t h i s , what would be the e f f e c t of the u n i t ? 

Let's say the u n i t would not be able t o immediately o f f s e t 

your t r a c t w i t h i n j e c t i o n , w i t h such a u n i t they could not do 

t h a t . 

A I t h i n k t h i s i s a r e a l p o s s i b i l i t y . A f t e r a l l we 

are d e a l i n g here w i t h Mr. Cone and the other small people who 

are independents and they represent a f i n i t e f u t u r e , a f i n i t e 

economy, but also we have representing over h a l f i n t e r e s t i n 

t h i s t h i n g , Texaco, a corporate, and the purpose of a corporate 

i s being perpetual so I don't t h i n k we would have any problem 

i f a t any time we can see t h a t we have reduced the r i s k of a 

secondary recovery program t o an order t h a t we can l i v e w i t h 

then I t h i n k we would be w i l l i n g t o go. I don't t h i n k there 

would be a shortage of funds i f we can continue t o produce t h i i 
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t h i n g a t the present r a t e . Part of the problem, when we go 

i n t o the u n i t t h i s i s what we expect, we are g i v i n g up approxi­

mately four hundred thousand d o l l a r s a year revenue and pi c k i n g 

up almost an equal o b l i g a t i o n t o develop t h i s t h i n g . We are 

going t o lose a l l of our revenue f o r two or three years anyway 

so whether we lose i t now or ten years down the l i n e doesn't 

r e a l l y matter. 

Q You are not w i l l i n g t o j o i n the u n i t so the question 

would be, would you be w i l l i n g t o w a t e r f l o o d your own p r o j e c t ? 

A Yes, we would be. 

Q At some f u t u r e time? 

A Maybe ten years down the l i n e or committed t o the 

u n i t a t t h a t time. 

Q By t h a t time maybe the u n i t has flooded a l l of the 

a v a i l a b l e flooded property? 

A I don't t h i n k they w i l l have i f they are a n t i c i p a t i n g 

a twenty-year l i f e and I suppose t h a t r e a l l y a l l of us who go 

i n t o these p r o j e c t s , I haven't seen one, I haven't operated 

one, t h a t I d i d n ' t a t t h i s p o i n t i n time, I haven't had t o 

extend the l i f e by s u b s t a n t i a l numbers of years and I t h i n k 

t h a t n e a r l y everybody i n the business does because we are 

improving our techniques. 

Q What would be the e f f e c t i f you d i d not choose t o 

waterflood? 

A I don't t h i n k i t would m a t e r i a l l y d i m i n i s h them, 
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i t would d i m i n i s h them approximately t o the extent t h a t we 

weren't t h e r e . 

Q The u n i t then could not d i r e c t l y o f f s e t your propert 

t o p r o t e c t the u n i t ? 

A No, w i t h i n j e c t i o n , no, they could not. 

Q So they would have t o move back a row? 

A That's r i g h t . 

Q A l l r i g h t , w i t h ten percent of the reserves under 

your t r a c t , what would be the e f f e c t of the u n i t having t o 

move back another row of i n j e c t i o n w e l l s and not being able t o 

secondary recover the w e l l s around the perimeter of your 

lease w i t h i n the u n i t ? 

A I n e f f e c t i t could r e s u l t f e a s i b l y i n the loss of 

recovery f o r approximately s i x t y acres of u n i t property as 

opposed t o a hundred and s i x t y of ours. 

Q Only s i x t y acres? 

A That would be the approximate area bounded by a 

l i n e j o i n i n g the o f f s e t w e l l s of t h i s lease and the lease 

l i n e and i t comes up t o — n o , about a hundred and twenty acres. 

There are twenty acres between each w e l l , roughly, o f f s e t t i n g 

us on our boundary. 

Q About a hundred and twenty acres? 

A About a hundred and twenty acres, yes. 

Q Which would be ten percent? 

A Ten percent or e i g h t percent, something i n t h i s orde 
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but i f i t i s t h a t j u i c y a t t h a t time, why wouldn't we j o i n i s 

our c o n t e n t i o n . Now i f i t i s marginal they probably don't 

want i t anyway. 

Q A l l r i g h t now, you say you have about s i x m i l l i o n 

d o l l a r s worth of primary l e f t ? 

A We t h i n k we do. 

Q I s t h a t from the Tubb and Blinebry? 

A Yes. 

Q I mean from the B l i n e b r y and Drinkard? 

A B l i n e b r y , Drinkard and Tubb. 

Q How much of t h i s do you a l l o c a t e t o the Tubb? 

A About a b i l l i o n f e e t of gas. 

Q Which i s how much? 

A A d o l l a r , so we've got a hundred thousand d o l l a r s 

worth of Tubb gas, a t l e a s t . A m i l l i o n d o l l a r s worth of Tubb 

gas. 

Q A m i l l i o n d o l l a r s worth of Tubb gas? 

A Yes. 

Q And how much would i t cost t o d r i l l a w e l l t o the 

Tubb? 

A Probably three hundred odd thousand, three hundred 

and f i f t y . 

Q Of which the u n i t would pay two hundred thousand? 

A No, they are asking us t o pay two hundred thousand, 

they don't have t o pay anything. 
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Q You would pay two hundred of the three hundred 

thousand then? 

A No. 

Q For a new well? 

A No, we are t a l k i n g a b o u t — i f we do not d e l i v e r our 

No. 2 Well t o them we can keep the w e l l but pay them two 

hundred thousand d o l l a r s . What they are saying i s t h a t our 

maximum l i a b i l i t y i s two hundred thousand d o l l a r s , plus ten 

percent o f any of the cost above t h a t . 

Q Or you can, as I understand, you can d e l i v e r the w e l l 

t o them, pay two hundred thousand d o l l a r s and they w i l l d r i l l 

you a w e l l t o the Tubb? 

A No, there i s no p r o v i s i o n f o r t h a t . Now, Mr. Hinkle 

touched on t h i s but there i s no p r o v i s i o n i n the u n i t t o 

t h a t e f f e c t . 

Q You mentioned some h a l f s e c t i o n of goat pasture on 

the east side? 

A Yes. 

Q I s t h i s r e c e i v i n g p a r t i c i p a t i o n i n the u n i t ? 

A As I say, i t i s k i n d of a r b i t r a r y , i t gives one 

percent per acre i n the phase two p a r t i c i p a t i o n . 

Q I assume by goat pasture i t i s n o t — 

A Not developed. 

Q There are no wells? 

A No w e l l s . I understand the reason f o r i t , i t ' s 
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p r o t e c t i o n , i t has got t o be prote c t e d but i f we go t o the 

extent of p r o t e c t i n g the down d i p side, I t h i n k before we s t a r t 

t h i s u n i t , before we go any f a r t h e r w i t h i t , we've got t o 

have p r o t e c t i o n on the up d i p side , we have got t o know what 

our o f f s e t operators are going t o do. I s t h i s u n i t of S h e l l , 

i s i t going together? I b e l i e v e t h a t ' s the u n i t t h a t i s pro­

posed along the west boundary, i s i t going together, i s i t 

going together w i t h i n the time t h a t t h i s u n i t as proposed may 

be damaged from lack of o f f s e t i n j e c t i o n ? Are they looking a t 

delay, also l o o k i n g a t , what are you going t o do, how i s i t 

going t o get along? They are lo o k i n g a t the same t h i n g we 

are r e a l l y , are they not? 

Q Let's dwe l l on t h i s f o r a l i t t l e b i t , i f S h e l l forms 

a u n i t , i s i t t o the west? 

A Yes. 

Q Would you be w i l l i n g t o j o i n t h e i r u n i t ? 

A I t might be. 

Q I f they came out w i t h a s i m i l a r operating agreement 

as A t l a n t i c ? 

A I don't t h i n k we would be i f we were faced w i t h the 

d e n i a l of a w e l l or a penalty. 

Q So we could v i s u a l i z e the Arco u n i t w i t h o u t you i n 

i t ? 

A That's r i g h t . 

Q And v i s u a l i z e the S h e l l u n i t w i t h o u t you i n i t ? 
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A No, I t h i n k we w o u l d — 

Q So we could v i s u a l i z e a hundred and s i x t y acre 

window? 

A We could v i s u a l i z e t h a t but I t h i n k t h i s i s not t h e -

the p o i n t of the whole t h i n g i s t o recover economically and i f 

we see t h i s being done we are going t o want t o be a p a r t of 

one u n i t or the other. I f they are both formed then we have 

no choice but t o go i n t o one or the other. 

Q And i f you d i d n ' t j o i n then the u n i t s would e f f e c t 

the w a t e r f l o o d i n g and perhaps push o i l i n t o your property? 

A They could do i t , i t could be, and I've seen t h i s 

done. 

Q So i t could be a great economic advantage t o you not 

t o j o i n any u n i t ? 

A No, I don't t h i n k i t would be t h a t great of an 

advantage, i f i t were^ i f we could gain t h a t much from i t , 

then why don't we s t a r t w i t h doubling the spacing i n the u n i t 

i f we can t r a n s m i t energy t h a t f a r across t h i s t h r e s h o l d , see, 

because i f we can t r a n s m i t energy over our e i g h t y acre water-

f l o o d f i v e spot, we are asking i n order t o give us t h i s sub­

s t a n t i a l b e n e f i t , we are r e q u i r i n g the transmission of water 

over twice the distance we are i n d i c a t i n g i s advisable i n 

t h i s . I f t h i s i s the case then why don't we s t a r t w i t h a 

l a r g e r spacing which might be even b e t t e r . 

MR. RAMEY: Any other questions of the witness? He 
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may be excused and we w i l l take a f i f t e e n minute recess. 

(THEREUPON, the hearing was i n recess.) 

MR. RAMEY: The hearing w i l l come t o order. Mr. 

K e l l a h i n , would you l i k e t o proceed, please? 

MR. KELLAHIN: Mr. Ramey, a t t h i s time I would l i k e 

t o introduce an associate counsel on behalf of J. R. Cone. 

Mr. James Milam of Lubbock, Texas i s general counsel f o r J. R. 

Cone, a member o f the Texas Bar and I would appreciate h i s 

as s o c i a t i o n i n t h i s case. Mr. Milam. 

That concludes my witnesses f o r J. R. Cone. I b e l i e \ 

Mr. K e l l y has a witness next on the same t r a c t . 

MR. KELLY: Mr. Ramey, I discussed t h i s w i t h Mr. 

Hinkle d u r i n g the break and Mr. Hinkle a l l u d e d t o a new pro­

posal. I t h i n k i t would be h e l p f u l and i f he i s agreeable t o 

go ahead and put t h a t witness on who would d e t a i l t h i s proposal 

and then we would put on our case. 

MR. HINKLE: We would have no o b j e c t i o n i f i t w i l l 

a s s i s t them i n doing i t . We have J e r r y Tweed here and we 

would l i k e t o put him on t o t e s t i f y t o the proposal which I 

i n d i c a t e d we had t o Mr. Byers. 

MR. KELLAHIN: I understand h i s testimony would be 

l i m i t e d only t o t h a t proposal. 

MR. HINKLE: That's a l l and then a f t e r we get througi. 

you go ahead w i t h your testimony and we w i l l put on ours. 
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MR. RAMEY: A l l r i g h t , i f t h a t i s agreeable to every­

one . 

JERRY TWEED 

c a l l e d as a witness, having been f i r s t d uly sworn, was 

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

DIRECT EXAMINATION 

BY MR. HINKLE: 

Q State your name, your residence and by whom you are 

employed? 

A J e r r y Tweed, I l i v e i n Midland, Texas and I'm em­

ployed by A t l a n t i c R i c h f i e l d Company. 

Q What i s your p o s i t i o n w i t h A t l a n t i c R i c h f i e l d ? 

A I'm the D i s t r i c t Petroleum Engineer f o r New Mexico. 

Q And you t e s t i f i e d before the Commission i n connectiorj 

w i t h t h i s case a t the previous hearing? 

A Yes, I d i d . 

Q And your q u a l i f i c a t i o n s are a matter of record? 

A Yes, they are. 

MR. HINKLE: Are h i s q u a l i f i c a t i o n s acceptable? 

MR. RAMEY: Yes. 

Q (Mr. Hinkle continuing.) Now, Mr. Tweed, you heard 

the testimony of my cross examination of Mr. Byers and the 

suggestion t h a t we might have a proposal of amendment t o 11.1 

of the operating agreement? 
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A Yes. 

Q I have had marked here as E x h i b i t E ight t h i s proposed 

amendment t o 11.1 and I'm going t o ask Mr. Tweed t o comment on 

i t and how i t came up and j u s t what the proposal i s and how 

i t would work. 

A Well t h i s proposal came about, I t h i n k , by Mr. Byers 

testimony i n the previous hearing t h a t there was a great deal 

of undrained Tubb reserves u n d e r l y i n g h i s t r a c t , and also he 

t e s t i f i e d today, I t h i n k two t h i n g s I would l i k e t o repeat. 

One o f them, he said t h a t a w e l l i n a proper l o c a t i o n he 

bel i e v e d would d r a i n a hundred and s i x t y acres i n the Tubb. 

Second, he t e s t i f i e d t h a t h i s e x i s t i n g Tubb w e l l , Well No. 2, 

had about f o u r hundred thousand cubic f e e t of remaining reserve 

and I b e l i e v e he also t e s t i f i e d t h a t the No. 4 l o c a t i o n has 

about three b i l l i o n cubic f e e t of reserves. Therefore, we 

thought as the c u r r e n t wellbore p r o v i s i o n stands, 11-1, the 

o p t i o n the operator has i f he wished t o keep the w e l l was i f 

he would keep the e x i s t i n g w e l l , say the Eubanks No. 2, and 

t h a t the u n i t would d r i l l a replacement w e l l . He would pay 

a two hundred thousand d o l l a r penalty and the u n i t would pay 

the remaining cost o f d r i l l i n g and completing t h a t . 

Due t o Mr. Byers testimony, we thought i t might be 

more acceptable t o a l l p a r t i e s and a reasonable compromise i f 

the u n i t d r i l l e d and cased a w e l l through the Tubb at a loca­

t i o n of Mr. Cone's choice. A l e g a l l o c a t i o n , of course, on h i 
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lease at his choice and that he pay the two hundred thousand 

d o l l a r penalty and that the u n i t pay the additional cost of 

d r i l l i n g the w e l l . Now what our in t e n t i o n would be that the 

u n i t would d r i l l a well and case i t to the base of the Tubb, 

that the operator, Mr. Cone, would then take the well over and 

bear the completion costs and that expense and that the u n i t 

would take over the e x i s t i n g w e l l and pay the expense of p u l l i : 

the dual equipment out and squeezing the Tubb horizon i n that 

w e l l . 

In order to accomplish that we submitted for the 

Commission's—well, one reason to propose t h i s i s , i f i t would 

a l l e v i a t e the p l a i n t i f f ' s objection i n t h i s case. Certainly 

i t would have to be approved by the operators. We polled 

c e r t a i n of the operators and they are w i l l i n g to agree to 

something l i k e t h i s i f i t w i l l expedite the formation of the 

u n i t . 

And so for the Commission's consideration t h i s 

p a r t i c u l a r amendment was drawn up and I might read i t . In 

l i n e t h i r t e e n on page eighteen a f t e r the word "subdivision", 

change the period to a semicolon and add the following: 

(Reading) provided, however, any w e l l to be contributed toward 

the u n i t operation i s completed as a gas w e l l producing from 

the Tubb formation, the contributing party or parties shall 

have the option to request the u n i t operator to d r i l l a new 

wel l to be cased to the base of the Tubb formations i n any 
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l o c a t i o n designated by such p a r t y or p a r t i e s , t o be produced 

i n l i e u of the c o n t r i b u t e d w e l l and the new w e l l and the pro­

d u c t i o n therefrom s h a l l not be involved i n the u n i t operations. 

I f working i n t e r e s t owners approve by a vote and exercise 

t h e i r r i g h t as above provided the p a r t y or p a r t i e s c o n t r i b u t i n g 

the f o r t y acre s u b d i v i s i o n on which the usual wellbore i s 

located s h a l l bear a l l cost and expense i n connection t h e r e ­

w i t h or i n d r i l l i n g a s u b s t i t u t e gas w e l l , as the case may 

be, up t o and i n c l u d i n g two hundred thousand d o l l a r s . I f the 

o p e r a t i o n costs i n excess of two hundred thousand d o l l a r s , 

the a d d i t i o n a l costs i n excess thereof s h a l l be considered unit 

costs and charged t o the working i n t e r e s t owners on the basis 

of t h e i r phase two combining p a r t i c i p a t i o n . I n case the w e l l 

d r i l l e d i s t o take the place of a Tubb gas w e l l , the operation 

s h a l l i n clude the d r i l l i n g and casing of said w e l l t o the base 

of the Tubb formations and running e l e c t r i c logs i n connection 

t h e r e w i t h . A l l expenses i n c u r r e d i n connection w i t h condition­

i n g so the c o n t r i b u t e d w e l l could be used as a u n i t w e l l s h a l l 

be borne by the working i n t e r e s t owners. (End of reading.) 

Q Now as I r e c a l l the testimony a t the previous hear­

i n g , and I t h i n k Mr. Byers i n d i c a t e d i t too, t h a t i f the 

No. 2 Well, which i s completed i n the Tubb and the B l i n e b r y , 

t h a t there would be some problem i n v o l v e d i n connection w i t h 

working t h a t w e l l over. What would be the problem t h a t you 

would have? 
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A I don't know t h a t I t o t a l l y agree t h a t there would 

be a problem working the w e l l over, however, when you have a 

low pressure formation i t does take time t o get the f l u i d s 

back out o f i t and you k i l l the w e l l , put o i l or water i n i t , 

k i l l i t t o p u l l the equipment and block o f f the Bli n e b r y and 

i t would take a time t o get the f l u i d s back out of the w e l l 

and some expense would be i n v o l v e d and as I understood i t t h a t 

was p a r t of h i s o b j e c t i o n . 

Q But i f they kept t h a t t o use as a Tubb gas w e l l t h e i r 

p o s i t i o n would be t h a t there i s a good p o s s i b i l i t y , or they 

t h i n k there would be, of k i l l i n g the Tubb or damaging the 

well? 

A You say t h a t was h i s testimony? 

Q Well, I b e l i e v e i t was p r e v i o u s l y . 

A Yes. 

Q And t h i s would avoid t h a t s i t u a t i o n ? 

A Right. 

Q And place a l l of the o b l i g a t i o n on the u n i t operator 

t o c o n d i t i o n t h a t w e l l f o r u n i t purposes i f they d r i l l a r e ­

placement w e l l as a Tubb gas we l l ? 

A That i s c o r r e c t . Also i t would provide a l o c a t i o n 

I t h i n k which Mr. Byers has t e s t i f i e d t o , i t would provide a 

l o c a t i o n where he t h i n k s a d d i t i o n a l Tubb reserves could be 

recovered. 

Q And as you have t e s t i f i e d and he t e s t i f i e d t h a t t h i s 
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one w e l l would probably e f f e c t i v e l y and e f f i c i e n t l y d r a i n the 

whole one hundred and s i x t y acres? 

A Right, i n a proper l o c a t i o n . 

Q So there wouldn't be any loss of Tubb gas reserves? 

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

Q Do you have any f u r t h e r comments? 

A No. 

MR. HINKLE: That's a l l we have 

MR. RAMEY: Mr. K e l l y . 

CROSS EXAMINATION 

BY MR. KELLY: 

Q Mr. Tweed, I've got some question which you may or 

may not be able t o answer on t h i s . 

A Yes. 

Q As I understand the proposal, the two hundred 

thousand d o l l a r s would be paid by Cone and Texaco i n t h i s 

s i t u a t i o n and eve r y t h i n g else would be paid by the u n i t ? 

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

Q Now what a c t u a l l y would you do, what are you pro­

posing t h a t would be a shared cost? 

A That the u n i t would pay fo r ? 

Q Yes. 

A I t i s our estimate j u s t i n rough numbers t h a t i t 

would cost about three hundred and f i f t y thousand d o l l a r s t o 

d r i l l and complete a w e l l i n the Tubb. Now I t h i n k due t o 
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some—so normally, i f you did i t say normally, you could do i t 

one way where the u n i t d r i l l e d and completed the we l l i n the 

Tubb and i t was Cone's and the completion would be at the 

unit's r i s k but then Cone would have the r i s k and expense of 

p u l l i n g the dual completion equipment out and shutting o f f , 

squeezing the Tubb formation. Rather than do that we f e l t 

l i k e that i t was, you know, a swap out i n d o l l a r s , that the 

u n i t would d r i l l and case the we l l to the base of the Tubb and 

that we would pay a l l costs above two hundred thousand dollars 

to do that and that we i n addition would pay the cost to p u l l 

the—we take over the e x i s t i n g wellbore, the u n i t , a;; i s , and 

we would pay the cost of p u l l i n g that equipment out of there 

and squeezing o f f the Tubb formation which would have normally 

f a l l e n to Cone or to the operator under the agreement. 

Q When would the new well be required to be d r i l l e d ? 

A Upon formation of the u n i t . 

Q Which you estimate w i t h i n the next several months? 

A That i s correct. I f approved by the Commission i t 

would take e f f e c t i n approximately three or four months. We 

would then request the wellbores. The u n i t operator has ninety 

days to answer. I f he elects to take t h i s option then we 

would c i r c u l a t e an AFE for approval to other working i n t e r e s t 

owners i n the u n i t and then we would proceed to d r i l l the well. 

I would say a l l of that would take i n the neighborhood of four 

months, barring any major problems i n obtaining the r i g . 
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Q During the time before the new w e l l could be compleb 

would you be w i l l i n g t o allow the Tubb production t o continue 

i n Well No. 2? 

A Subject t o — I t e l l you what I would recommend to 

the working i n t e r e s t owners and i t would be subject t o t h e i r 

approval, of course, I t h i n k i t would be e q u i t a b l e t h a t u n t i l 

such a w e l l could be d r i l l e d t h a t the e x i s t i n g w e l l be allowed 

t o produce and t h a t the s p l i t out on production be the same as 

i s c u r r e n t l y set out by the Commission order f o r t h i s w e l l . 

I n other words, a c e r t a i n percentage of the t o t a l production 

would be c r e d i t e d t o the Tubb which would go t o the operator, 

Cone and h i s i n t e r e s t owners, and a c e r t a i n percentage be 

c r e d i t e d t o the B l i n e b r y t o go t o t h e i r owners. 

Q You have no plan t o a c t u a l l y do anything w i t h t h a t , 

w i t h the subject w e l l , f o r some time a t any r a t e , do you? 

A I t i s our estimate t h a t i t would take about i n the 

neighborhood of eighteen months a f t e r the e f f e c t i v e date of 

the u n i t t o s t a r t i n j e c t i o n . 

Q Now i f the new Tubb w e l l turned out t o be dry what 

would be the s i t u a t i o n ? 

A Well, I t h i n k i t i s r e a l d i f f i c u l t t o w r i t e an 

agreement or t o make statements t h a t would cover a l l happen­

stance. Now c e r t a i n l y i f the operator of the Cone t r a c t 

e l e c t s t o g o — t o take t h i s w e l l or go t h i s r o u t e , then the 

completion would be a t t h e i r r i s k . Now i f i t turned out dry 
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and they came back and sai d , w e l l , we would l i k e — w e l l , I 

assume i t would j u s t have t o be a t t h e i r r i s k because f o r us 

t o do anymore swapping at t h a t p o i n t i t would have t o be 

mutually agreed upon by both p a r t i e s and anything t h a t we 

worked out from t h a t p o i n t would be j u s t by separate n e g o t i a t i c 

Q Could you e n v i s i o n the p o s s i b i l i t y of using the new 

wellbore f o r the u n i t w e l l , then j u s t s w i t c h i n g back i n e f f e c t ; 

A I could v i s u a l i z e t h a t i f the w e l l was d r i l l e d on 

the same l o c a t i o n as the No. 2 i s on but I assume t h a t there 

i s a p o s s i b i l i t y t h a t the operator might choose t o d r i l l i t at 

some other l o c a t i o n a t which time i t would not be s u i t a b l e . 

Q For your spacing problems? 

A Right. 

Q Would you have any o b j e c t i o n t o , say, a t h i r t y day 

time p e r i o d f o l l o w i n g t h i s hearing t o allow t h i s matter t o 

be considered by Cone and Texaco? Before an order would be 

entered? 

A I s what you are requesting t h a t you have t h i r t y days 

i n which t o consider i t and r e p o r t back t o the Commission 

whether you w o u l d — 

Q Wel l , I t h i n k there would n a t u r a l l y be, i f we worked 

out a s a t i s f a c t o r y arrangement e i t h e r on t h i s proposal or 

perhaps some s l i g h t m o d i f i c a t i o n of i t we would inform the 

Commission t h a t there would be at l e a s t t h i r t y days before 

an order be entered t o see i f a negotiated r e s o l u t i o n could 
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(THEREUPON, a discussion was held 

o f f the record.) 

MR. HINKLE: I f the Commission please, maybe I can 

c l a r i f y t h i s a l i t t l e b i t . I t h i n k t h a t the Commission has a 

good deal of l a t i t u d e i n whether or not they want t o accept 

t h i s amendment as being i n the i n t e r e s t of e q u i t y i n c a r r y i n g 

out the e q u i t i e s i n v o l v e d . We have no o b j e c t i o n t o the 

Commission i n c o r p o r a t i n g t h i s proposed amendment i n the order 

of the Commission i f they f e e l l i k e i t i s going t o be i n the 

i n t e r e s t of balancing the e q u i t i e s among the p a r t i e s . But 

now we would be opposed t o any s u b s t a n t i a l time here t o j u s t 

consider the amendment by the p a r t i e s . I t would be j u s t 

another element of delay. I t h i n k t h a t they can s t a t e t h e i r 

p o s i t i o n t o the Commission, not only a t t h i s hearing but w i t h i i 

a reasonable time afterwards and the Commission can decide 

whether or not i t i s i n the i n t e r e s t of everybody concerned 

and w i l l b e t t e r c a r r y out the e q u i t i e s i n v o l v e d , t o incorporate 

t h i s i n the order. I t h i n k t h i s i s w i t h i n the d i s c r e t i o n of 

the Commission and I t h i n k the s t a t u t o r y u n i t i z a t i o n act i s 

even broad enough t h a t you could incorporate t h i s i n the order 

and i t would not be a b s o l u t e l y necessary t o go back and have 

t h i s approved by a l l the working i n t e r e s t owners because t h i s 

i s j u s t a change i n the a l l o c a t i o n of e q u i t i e s , f o r m a l l y you 

might say and I b e l i e v e t h a t the s t a t u t e i s broad enough f o r 
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t h a t purpose but we oppose any appreciable delay j u s t f o r the 

purpose of considering t h i s amendment. 

MR. KELLAHIN: May I be heard i n support of Mr. K e l l y 

motion? This comes obviously as a s u r p r i s e t o the opponents, 

t o the s t a t u t o r y u n i t i z a t i o n . This i s by way of a proposed 

compromise t o our o b j e c t i o n s and t o present i t here before the 

Commission and then give i t t o us on a take i t or leave i t 

basis a t t h i s hearing r e a l l y doesn't give us any other choice 

but t o r e j e c t the compromise. We have had no o p p o r t u n i t y t o 

examine the r a m i f i c a t i o n s of the proposed m o d i f i c a t i o n of the 

plan. The i m p l i c a t i o n or the p l a c i n g of the burden of an 

economic Tubb w e l l upon the Cone or the owners of Tract 13 i s 

a s u b s t a n t i a l r i s k and t o r e q u i r e us t o make a quick dec i s i o n 

on t h a t I t h i n k i s u n f a i r . 

I agree w i t h Mr. Hinkle t h a t i f Arco wants t o pro­

pose t h i s as an amendment t o t h e i r a p p l i c a t i o n then i t i s 

e n t i r e l y w i t h i n the realm of the Commission's a u t h o r i t y t o 

r u l e on i t as p a r t of t h e i r a p p l i c a t i o n but I would concur 

w i t h Mr. K e l l y t h a t i f t h i s i s intended as a proposed s o l u t i o n 

i n which we are asked t o agree, t h a t we cannot agree at t h i s 

stage and we need a t h i r t y day pe r i o d . 

MR. RAMEY: I agree w i t h Mr. K e l l a h i n , I don't 

t h i n k Mr. K e l l y made a formal motion, I t h i n k he asked the 

witness i f he would be w i l l i n g t o w a i t t h i r t y days on t h i s 

and so perhaps a motion would be i n order a t some f u t u r e date, 
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maybe when Mr. K e l l y puts on h i s witness. 

MR. KELLY: I have nothing f u r t h e r . 

MR. RAMEY: Any other questions of the witness? 

MR. KELLAHIN: No, s i r . 

MR. RAMEY: The witness may be excused. 

MR. HINKLE: I would l i k e t o o f f e r t h i s E x h i b i t 

Number Eight. This i s out of order, our other e x h i b i t s are 

marked one through e i g h t but I would l i k e t o o f f e r t h i s a t 

t h i s time. 

MR. RAMEY: Okay, the Commission w i l l accept the 

e x h i b i t . 

(THEREUPON, Arco E x h i b i t Eight was entered 

i n t o evidence.) 

MORRIS TODD 

c a l l e d as a witness, having been f i r s t duly sworn, was 

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

DIRECT EXAMINATION 

BY MR. KELLY: 

Q Would you s t a t e your name, by whom employed and i n 

what capacity? 

A My name i s Morris Todd. I'm employed by Texaco, Inc 

i n Midland, Texas as a Petroleum Engineer. I guess the o f f i ­

c i a l t i t l e i s D i v i s i o n U n i t i z a t i o n Engineer. 

Q Mr. Todd, were you a witness a t the f i r s t hearing i n 
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t h i s matter? 

A Yes, s i r , I was. 

Q And i n your capacity w i t h Texaco, have you had the 

op p o r t u n i t y t o p a r t i c i p a t e i n n e g o t i a t i o n s i n the forming of 

u n i t agreements and u n i t o p e r a t i n g agreements? 

A Yes, s i r , f o r about twenty years. 

Q How many do you t h i n k you have p a r t i c i p a t e d i n over 

those years? 

A I would hate t o count them, w e l l over two hundred or 

more. 

MR. RAMEY: Mr. K e l l y , i f I may i n t e r r u p t , I t h i n k 

i f you are t r y i n g t o q u a l i f y the witness I'm sure he w i l l be 

q u a l i f i e d and I would say the same t o the r e s t of the people. 

These people who have p r e v i o u s l y t e s t i f i e d i n t h i s case, I 

don't see any reason t o go through the process of q u a l i f y i n g 

them. 

MR. KELLY: That i s a l l I wanted t o j u s t b r i n g out 

h i s p a r t i c u l a r q u a l i f i c a t i o n s as f a r as u n i t agreements are 

concerned. I w i l l tender the witness as an expert i n the 

f i e l d of petroleum engineering. 

Q (Mr. K e l l y c ontinuing.) Can you t e l l us what Texaco 

i n t e r e s t i n t h i s u n i t i s ? 

A Our only working i n t e r e s t i n t h i s u n i t i s a non-

operating working i n t e r e s t i n Tract 13, operated by Mr. Cone. 

We have a fort y - o n e p o i n t two f i v e percent of e i g h t - e i g h t h s 
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i n t e r e s t . Our i n t e r e s t i n the u n i t under the combined p a r t i c i 

p a t i o n of the B l i n e b r y Drinkard combined u n i t s under phase one 

i s two p o i n t nine f i v e percent and under phase two i s three 

p o i n t f o u r f i v e percent. That's Texaco's p a r t i c i p a t i o n . 

Q A l l r i g h t , and what i s Texaco's o b j e c t i o n t o the 

p r o v i s i o n s i n t h i s u n i t agreement or u n i t operating agreement? 

A Well, i t i s the same as we t e s t i f i e d t o during the 

October 20th hearing, i t s a r t i c l e eleven of the u n i t operating 

agreement of both agreements set f o r the B l i n e b r y u n i t and 

the Drinkard u n i t . 

Q Can you s p e c i f y what the o b j e c t i o n i s ? 

A Well, the o b j e c t i o n p a r t i c u l a r l y i s t h a t i f you must 

f u r n i s h a wellbore usable i n e i t h e r or both the Bli n e b r y or 

Drinkard formations on each f o r t y acre t r a c t and i n not doing 

so you must, i f you decide t o r e t a i n t h a t w e l l , you must pay 

a penalty of two hundred thousand d o l l a r s . We t h i n k t h i s 

p enalty i s unreasonable and u n f a i r . 

Q A l l r i g h t , now, as t o the necessity f o r d r i l l i n g 

another w e l l , what i s Texaco's p o s i t i o n about t h a t as f a r as 

both the e f f i c i e n t p roduction o f the various zones involved 

and as t o the economics involved? 

A Well, i f we were forced t o d r i l l another w e l l t o 

recover and comply with,what we have i s a Tubb gas c o n t r a c t 

w i t h El Paso N a t u r a l Gas where i t goes i n t o i n t e r s t a t e sales. 

I f we were forced t o comply w i t h , t o d r i l l another w e l l i n 
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order t o comply w i t h our c o n t r a c t , i t would make i t an un­

economic s i t u a t i o n , the production of our remaining Tubb gas 

reserves. 

Q What i s the p r i c e t h a t Texaco i s g e t t i n g now? 

A A very low twenty-one cents r i g h t now. 

Q Now i s there any reason t h a t you can see why the 

e x i s t i n g wellbore which i s completed i n both zones cannot con­

t i n u e t o be used both as a u n i t w e l l f o r the Bl i n e b r y and Tubb 

and f o r Texaco's pr o d u c t i o n , I mean the B l i n e b r y and Drinkard 

of Texaco's pr o d u c t i o n , and the Tubb? 

A We t h i n k t h i s i s e n t i r e l y f e a s i b l e . We r e a l i z e t h a t 

i t would be a d i f f i c u l t s i t u a t i o n but many times we face 

d i f f i c u l t s i t u a t i o n s i n u n i t i z a t i o n e f f o r t s where you have 

s i t u a t i o n s of non-unit production and u n i t production. Some­

times you face the s i t u a t i o n where you have t o or you are 

forced t o cooperate whether you l i k e i t or not and i t can be 

done s u c c e s s f u l l y , we t h i n k t h i s i s a reasonable t h i n g . 

Q C e r t a i n l y i f the w e l l continued t o produce from the 

two zones there would be no a d d i t i o n a l expense e i t h e r t o the 

u n i t o p e r a t i o n or t o the operation of the Tubb zone. 

A We don't b e l i e v e there would be any appreciable 

expense, any a t a l l . 

Q And the two hundred thousand would be saved? 

A That's r i g h t . 

Q I n a d d i t i o n , you would save the cost of working t h a t 
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w e l l over t o e i t h e r shut o f f the Tubb zone or t o shut o f f the 

Bl i n e b r y , i s t h a t c o r r e c t ? 

A We l l , i f a w e l l were c o n t r i b u t e d t o the u n i t we would 

have the expense of going i n and squeezing o f f the Tubb zone 

and removing the dual completion equipment and p r o v i d i n g the 

w e l l i n accordance w i t h the u n i t agreement as a usable w e l l i n 

the B l i n e b r y and Drinkard. We would save t h a t expense. 

Q Do you have any estimate of what t h a t expense would 

be? 

A We l l , I heard t h a t i t could be done as low as t h i r t y 

thousand d o l l a r s i f you d i d n ' t have t r o u b l e , but I t h i n k Mr. 

Byers has t e s t i f i e d t o the p o t e n t i a l of damage and t h a t could 

go much higher. 

Q I s there a r e a l p o s s i b i l i t y i n your mind t h a t the 

working over of t h i s w e l l could damage the zone t h a t i t i s not 

completed in? 

A I don't t h i n k there i s any doubt about t h i s p o s s i ­

b i l i t y . That p o s s i b i l i t y faces you every time you work over 

a w e l l or enter a w e l l and k i l l i t and then t r y t o r e - e s t a b l i s h 

p r o d u c t i o n , you do face t h i s p o s s i b i l i t y . 

Q As a matter of f a c t , t h i s w e l l i s n o t — i t i s a 

commingled w e l l t e c h n i c a l l y r a t h e r than a dual completion? 

A Yes, I understand t h a t i t i s . 

Q You have a c t u a l l y a hole i n your casing and received 

Commission approval? 
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A I understand from Mr. Cone that there i s a hole i n 

the tubing, i n one of the strings of tubing, and because of 

t h i s i t i s a commingled w e l l . 

Q What i s the a l l o c a t i o n formula that these two zones 

are on now? 

A According to the al l o c a t i o n formula that we understan 

the Commission permits and recognizes, i t ' s f i f t y - e i g h t percent 

of the gas goes to the Blinebry and forty-two percent to the 

Tubb. 

Q And would you recommend that that a l l o c a t i o n formula 

be followed i f t h i s w e l l were l e f t alone but the Blinebry 

dedicated to the unit? 

A I f we were allowed to continue the production of t h i s 

w e l l or Mr. Cone would be allowed to continue the production of 

t h i s w e l l , I think i t would be a p r a c t i c a l solution to a 

d i f f i c u l t and dangerous thing i n the po t e n t i a l of losing your 

present zones to be able to continue i t i n i t s present alloca­

t i o n w i th Mr. Cone operating the wel l e n t i r e l y and f i f t y - e i g h t 

percent of a l l of the gas by some agreement with the u n i t 

operator, either proceeds of the sales or they could take t h e i i 

share i n kind, f i f t y - e i g h t percent of i t could go to the un i t 

account and be disbursed i n accordance with u n i t p a r t i c i p a t i o n . 

Q A l l r i g h t , now, looking at the waterflood of t h i s 

u n i t , do you see any danger i n i n s t i t u t i n g a waterflood over 

the p a r t i c u l a r section that the Cone well i s now located i n as 
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an i n i t i a l project? 

A Well, the Cone wel l i s i n an area not only of Tubb 

gas production, I think i t was t e s t i f i e d to i n the l a s t hear­

ing that there are eight Tubb gas completions and a l l of those 

Tubb gas completions are i n Section 14 and 23, Mr. Cone's 

being i n Section 14. Now, not only i s there danger i n water­

ing out t h i s Tubb gas through i n j e c t i o n above i t and below i t 

i n t o the Blinebry and Drinkard but also i t has been t e s t i f i e d 

to and exhibits presented that there are s i g n i f i c a n t gas cap 

reserves i n the Blinebry and s i g n i f i c a n t gas cap reserves i n 

the Tubb and development of the e n t i r e area, especially around 

the Mr. Cone lease, i n i t i a l l y could run the r i s k of damaging 

these reserves. 

Q You would water out those reserves? 

A This i s possible, highly possible. 

Q Now do you f e e l that the present wells that are pro­

ducing from t h i s gas cap are capable of e f f i c i e n t l y and 

economically draining that gas cap? 

A Yes, we do. 

Q Do you f e e l that there i s any need as the u n i t agree-f 

ment now contemplates, f o r the d r i l l i n g of three additional 

gas wells to drain those gas caps? 

A No, s i r , we don't. As a matter of f a c t , we can't 

agree that i t ' s sound engineering to do that. 

Q Would you have a recommendation to the Commission as 
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far as phasing of the waterflood? 

A Yes, s i r , and I believe that we have previously 

made statements i n t h i s regard, i s that i t could be or would 

be our recommendation that the u n i t be phased i n i t s develop­

ment, not development i n i t s e n t i r e t y . We would recommend— 

now we know that the gas cap areas are on the west side, they 

even include Section 11 as well as 14 and 23, however, the 

predominance of the gas cap area has been mapped to be i n 

Sections 14 and 23. Now i t would seem l o g i c a l to us and 

because of the inherent greater than average r i s k of t h i s 

waterflood, to rather than take t h i s thing developed over the 

enti r e area, to develop i t i n two stages. Now that's not 

p i l o t flooding. Stage one could be something l i k e , agreed 

upon by the working i n t e r e s t owners, but something l i k e i n ­

cluding a l l of the u n i t area w i t h i n Sections 11, 12, 13, and 

24. Now at some l a t e r date that the u n i t operator upon the 

recommendation of the working i n t e r e s t owners had decided 

that the flood i s worthy of expansion to f u l l scale operations 

then upon a hearing before t h i s Commission and upon approval 

and order by the Commission, then i t could be ordered complete 

u n i t development, that i t would cover down i n t o 14 and 23. 

May I go on on this? 

Q Yes. 

A Now the reasons for t h i s are p r i n c i p a l l y t h i s : we 

are not t r y i n g to argue a point or win a debate or anything 
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l i k e t h i s , b u t , of course, we are working toward a s o l u t i o n 

t o our d i f f e r e n c e o f o p i n i o n and I be l i e v e i t was t e s t i f i e d 

t o a t the October meeting t h a t the u n i t development costs 

t o t a l e d twelve m i l l i o n f i v e hundred and seven thousand d o l l a r s . 

Now a p a r t of t h a t twelve m i l l i o n f i v e hundred and seven 

thousand d o l l a r s i s a m i l l i o n three hundred and twenty-six 

thousand d o l l a r s f o r three gas w e l l s . Now I t h i n k i n the u n i t 

o p e r a t i n g agreement f o r both u n i t s i n Section 10.5 and 10.6, 

i t contemplates the d r i l l i n g of these gas w e l l s because i t 

t a l k s about adjustment of the e q u i t y i n these gas w e l l s . The 

gas w e l l s are t o f i r s t be shared i n accordance w i t h phase one 

p a r t i c i p a t i o n . At the end of phase one they are t o be shared 

according t o phase two p a r t i c i p a t i o n , b u t, however, we haven't 

t a l k e d t o A t l a n t i c R i c h f i e l d since October 20th about t h i s 

p o i n t but we asked many times before then where those gas wells 

were t o be d r i l l e d ; i f we are t o pay a share of them where are 

you going t o be d r i l l i n g ? W e l l , even a t the testimony the 

only testimony given was t h a t the u n i t operator would prudently 

l o c a t e them i n some s t r a t e g i c place, or words t o t h a t e f f e c t , 

and then the second and t h i r d w e l l would be d i c t a t e d by the 

completion of the f i r s t one. 

Now there are supposed t o be gas caps o v e r l y i n g the 

B l i n e b r y , gas caps o v e r l y i n g the Drinkard, now the testimony 

the l a s t time d i d n ' t t e l l us a t a l l t h a t there was any c l e a r 

cut separation between the gas zones i n the Bl i n e b r y and the 
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o i l zones and the gas zone i n the Drinkard and the o i l zone. 

I know we could argue t h i s f o r e v e r . No, we are not going t o 

argue i t f o r e v e r because we have got t o come t o a conclusion, 

but I could f i n d nothing i n the testimony t h a t t o l d me t h a t 

there was a separation between the gas and the o i l . Now, I 

t h i n k the plan i s something l i k e t h i s , i t i s as i t p r e s e n t l y 

stands, i t i s t o develop the u n i t i n i t s e n t i r e t y on an ei g h t y 

acre f i v e spot w a t e r f l o o d . Now the o i l zones are n a t u r a l l y t o 

be waterflooded. You complete your i n j e c t i o n w e l l s i n the 

o i l zone below the gas cap, there i s some speaking of squeezing 

o f f the gas cap, you complete your producing w e l l s i n the o i l 

zone, the same treatment below the gas cap and you make an 

attempt t o f l o o d from the o i l zone, from the i n j e c t i o n w e l l , 

s t r a i g h t across t o the producing w e l l . Now i f t h i s gas cap 

e x i s t s up here there i s a b s o l u t e l y nothing t o keep the injectec 

water and the o i l t h a t advances ahead of i t from going i n t o 

the gas cap. Now there i s no engineering testimony here on 

core data and so on about the r e l a t i v e s a t u r a t i o n s of o i l i n 

the gas cap or r e l a t i v e s a t u r a t i o n s of o i l i n the o i l zone but 

I t h i n k i t i s p r e t t y standard experience t o t h i n k , v a r y i n g 

w i t h the r e s e r v o i r , t h a t a f t e r you sweep a r e s e r v o i r w i t h 

i n j e c t e d water t h a t the r e s i d u a l o i l s a t u r a t i o n behind i t 

could be i n the neighborhood of eighteen, twenty, twenty-two 

percent or twenty-four percent. Also i n a gas cap s i t u a t i o n 

you have, on the average, many r e s e r v o i r s , I mean I have turne I 
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t h i s up, on the average you have much less r e s i d u a l o i l satura­

t i o n or s a t u r a t i o n i n the gas cap. 

Now i f you are t o i n j e c t i n the o i l zone i n one w e l l 

on an e i g h t y acre f i v e spot or any w e l l s , there i s ab s o l u t e l y 

nothing t h a t we can see t o keep t h a t i n j e c t e d water and any 

o i l bank t h a t d r i v e s ahead of i t from going i n t o a low pressure 

zone, up i n t o the gas cap, and r e - s a t u r a t i n g t h a t gas cap and 

I t h i n k any r e s e r v o i r engineer would t e s t i f y t h a t such a c t i o n 

would cause considerable loss of reserves, l o s t t o the u n i t , 

l o s t t o the working i n t e r e s t owners, l o s t t o the r o y a l t y owners 

l o s t t o the Federal who owns and l o s t t o the State as r o y a l t y . 

Now t h i s pressure sink i n the gas cap i s proposed t o be f u r t h e r 

a m p l i f i e d by the f a c t t h a t you are going t o d r i l l three gas 

w e l l s i n the gas cap and produce from the gas cap at the same 

time as you are f l o o d i n g the o i l zone below, a l l being con­

nected or l e t me say t h i s , there i s no evidence t h a t I've 

seen t h a t they are not connected. 

Well, t h i s i s not sound engineering and we are r e a l l ] 

r a t h e r s u r p r i s e d a t the proposal. We t h i n k t h a t i f you took 

t h i s t h i n g i n two stages t h a t you could have an o r d e r l y de­

p l e t i o n of the gas cap reserves and you could develop the 

stage one, eighteen hundred acres approximately, we wouldn't 

be f i x e d t o t h a t f i g u r e i n acreage but say approximately s i x t y 

percent of the u n i t would be stage one and then you would 

w a t e r f l o o d i t . By the time you proved your w a t e r f l o o d was 
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worthy of expansion i n t o what would be stage two i n our Sec­

t i o n s 14 and 23, a t the time you prove t h i s worthy of expansion, 

and upon order of the Commission t o expand f u l l scale expan­

s i o n , a f t e r hearing, then i t i s very l i k e l y your gas cap would 

be depleted or near so and you wouldn't run a r i s k of f o o l i s h l y 

spending a m i l l i o n three hundred and twenty-six thousand 

d o l l a r s , you wouldn't be running a r i s k of t r a p p i n g gas r e ­

serves, you wouldn't run a r i s k of d r i v i n g them o f f t o the 

west and l o s i n g them. 

I might add one other t h i n g . Normally w i t h s i g n i f i c a 

gas cap reserves i f a gas cap i n any normal w a t e r f l o o d , anybody 

knows, i s depleted, i n order t o prevent, again I come back t o 

the m i g r a t i o n of o i l i n the gas cap and the loss of reserves, 

i t i s common p r a c t i c e t o f i l l t h a t gas cap w i t h water because 

i t i s also common knowledge, and I know you gentlemen know 

t h i s , there i s no w a t e r f l o o d t h a t succeeds u n t i l every pore 

space i s f i l l e d up, u n t i l t h a t r e s e r v o i r i s charged w i t h f l u i d . 

Now, what's a l l the p o i n t of t h i s ? Well, of course, one i s t o 

p r o t e c t our i n t e r e s t i n three p o i n t four f i v e percent of a 

m i l l i o n , three hundred and twenty-six thousand d o l l a r s we 

don't want spent but the most s i g n i f i c a n t p a r t of t h i s pro­

posal or t h i s testimony t h a t we are p u t t i n g on, i s t h a t we 

might be through t h i s way perm i t t e d t o continue the production 

of our Tubb gas reserves w i t h o u t danger of being watered out 

and a t the same time i f such a proposal should be developed 



and i n s t i g a t e d by the Commission, a two stage proposal, I f e e l 

sure a t t h a t time Texaco, speaking only f o r Texaco, we would 

be w i l l i n g t o give up our Tubb gas reserves and c o n t r i b u t e the 

w e l l t o the u n i t a t t h a t time, hoping a t t h a t time t h a t a con­

t r a c t t h a t we can comply w i t h , we must comply w i t h now, hoping 

t h a t c o n d i t i o n s change i n two or three or four years, t h a t ' s 

a l l we are asking t o delay t h i s whole t h i n g and I t h i n k the 

removal of the r i s k , element of r i s k , by proving i t productive 

before you go ahead t o the f u l l scale development and the 

o r d e r l y d e p l e t i o n of the gas cap reserves, i t only seems t o 

me t o be reasonable. I hope I'm making myself c l e a r because 

I'm g e t t i n g mixed up now. 

Q Well, l e t me ask, now you are not suggesting t h a t 

t h i s p a r t i c u l a r s e c t i o n be removed from the u n i t ? 

A No, s i r , not from Texaco's standpoint. 

Q And the production as a l l o c a t e d t o the Blin e b r y 

would, upon the u n i t becoming e f f e c t i v e , be applied t o the 

u n i t t o the b e n e f i t of the u n i t ? 

A That's r i g h t . I f we were able t o continue the 

production of t h i s Eubanks No. 2 and t o comply w i t h our gas 

c o n t r a c t , according t o the es t a b l i s h e d Commission order, I'm 

sure f i f t y - e i g h t percent of those reserves produced from t h a t 

w e l l and gas, I'm sure Mr. Cone would pay t o the u n i t account 

f o r d i s t r i b u t i o n i n accordance w i t h u n i t a l l o c a t i o n s . 

Q So the u n i t would stay the same as f a r as boundaries 
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but the w a t e r f l o o d would j u s t be phased and u n t i l such time 

as the operator f e l t t h a t i t was appropriate t o move i n t o the 

second phase, then he would go t o the Commission and put on the 

second phase of h i s work? 

A Yes, s i r , t h a t would be our thoughts, t h a t would be 

a l o g i c a l sequence of events. 

Q Now i n your o p i n i o n does the p r o j e c t i t s e l f , the 

w a t e r f l o o d p r o j e c t hold high r i s k of not being a p a r t i c u l a r l y 

successful p r o j e c t ? 

A We t h i n k t h i s i s a b e t t e r than average r i s k . However 

we have t e s t i f i e d before, we have no o b j e c t i o n s t o e n t e r i n g 

i n t o i t , we have no o b j e c t i o n t o running the r i s k w i t h the 

other operators, we have no o b j e c t i o n t o p a r t i c i p a t i o n of 

such. 

Q But i f i t turned out t h a t i t was not a successful 

f l o o d the u n i t p a r t i c i p a n t s would be saved the cost of changing 

a l l o f the present producing w e l l s i n t o i n j e c t i o n w e l l s , 

wouldn't they? 

A Yes, s i r , I b e l i e v e t h a t twelve p o i n t f i v e m i l l i o n , 

I t h i n k we have t h a t schedule of development costs r i g h t here. 

That twelve p o i n t f i v e m i l l i o n d o l l a r s includes four p o i n t 

three f i v e f i v e m i l l i o n d o l l a r s f o r workovers and w e l l work 

and i f you save f o r t y percent o f t h a t , t h a t saves two m i l l i o n 

d o l l a r s you would save the operator i f you couldn't work a 

successful f l o o d i n the f i r s t stage. 
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Q Then you would also keep the production from those 

wells that would be turned i n t o i n j e c t i o n wells? 

A Well, yes, that's true. 

Q /And you would save the m i l l i o n dollars for the new 

three gas wells? 

A Yes, that i s most important to us. 

Q And would protect the Blinebry, the Drinkard, and 

the Tubb gas zones? 

A Yes, s i r , I think that would permit an orderly re­

serve, you see, I think the l a s t time i t was t e s t i f i e d t o , 

I believe Mr. Malaise t e s t i f i e d that there was over seven 

b i l l i o n cubic feet of gas i n the Blinebry and Drinkard gas 

caps. 

Q Now, do you see any disadvantage as far as from the 

e f f i c i e n t secondary recovery project of phasing t h i s develop­

ment i n the way you have suggested? 

A Not from the recovery of o i l , s i r , I don't see any 

reduction of e f f i c i e n c y through phasing, not as far as the 

recovery o i l . As a matter of f a c t , you might see an improve­

ment i n the recovery of gas, you probably would prevent the 

loss of many gas reserves. 

Q Was t h i s basic proposal submitted by Texaco to 

A t l a n t i c by l e t t e r of February 3rd, 197 8? 

A Yes, we presented t h i s very proposal to A t l a n t i c 

R i c h f i e l d . 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Page 83 

Q I n t h a t proposal I t h i n k you had a p a r t i c u l a r time 

p e r i o d f o r t h a t delay? 

A W e l l , we asked them, we said f i r s t of a l l , why don't 

you j u s t delay c o n t r i b u t i n g t h i s w e l l t o the u n i t f o r four 

years and l e t us have a chance t o get most of our Tubb gas 

reserves out? That i s e s s e n t i a l l y what we s a i d , but i f t h i s 

two-stage operation were accepted I t h i n k we would waive t h a t . 

Q You heard the testimony of Mr. Tweed t h a t i t would 

take eighteen months before you could even s t a r t i n j e c t i o n , 

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

A Yes, I d i d . I t h i n k the testimony l a s t time i n d i c a ­

t e d t h a t , when I read i t again l a s t n i g h t i t says they would 

s t a r t i n j e c t i o n on the east side and i t would take eighteen 

months before they completed t o t a l u n i t i n j e c t i o n , the 

mechanics of development as I understood i t . 

Q As I understand the u n i t agreement, upon i t becoming 

e f f e c t i v e you would be r e q u i r e d t o shut i n t h a t Tubb zone and 

dedicate t h a t w e l l t o the Blinebry? 

A The way the u n i t agreement i s w r i t t e n now t h a t i s 

c o r r e c t . We would be forced by the agreement and under the 

s t a t u t o r y u n i t i z a t i o n act t o shut o f f the Tubb gas and t o 

f u r n i s h the w e l l t o the u n i t operator as a usable w e l l i n the 

B l i n e b r y and the Drinkard. 

Q Even though nothing would be r e q u i r e d of t h a t w e l l 

f o r a t l e a s t eighteen months? 
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A That's r i g h t , i t would j u s t set t h e r e , I would hope 

i t would produce some u n i t f l u i d s . 

Q C e r t a i n l y there could be no reason t h a t c o n t i n u a t i o n 

of the present production d u r i n g t h a t p eriod would not harm 

anyone? 

A Well, we can't see any reason why a c o n t i n u a t i o n of 

the present production w i t h i n the Well No. 2 now f o r a period 

of eighteen months plus another twelve months. I t w i l l 

probably be a t l e a s t twelve months before they receive stimula 

t i o n . I t ' s t o be three-sided i n j e c t i o n anyway, i t ' s not a 

complete f i v e spot wrapped around i t and three-sided i n j e c t i o n 

i s much more i n e f f i c i e n t , I t h i n k any engineer w i l l t e s t i f y to 

than a complete enclosed f i v e spot and i t i s on the edge too. 

Q Now l e t me hand you what has been marked as Texaco's 

E x h i b i t Number One and ask you i f you can s t a t e t h a t i s the 

l e t t e r you r e f e r r e d t o t h a t contained Texaco's proposal t h a t 

you have t e s t i f i e d t o and have s l i g h t l y modified by testimony? 

A Yes, i t i s . 

Q And d i d you receive a response from Arco on t h i s ? 

A Yes, we received a response from Mr. Tweed. 

Q I s t h a t E x h i b i t Number Two? 

A Yes, dated February 10th, 1978. 

MR. RAMEY: What i s the number? 

MR. KELLY: The response i s marked E x h i b i t Number 

Two. 
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(THEREUPON, a discussion was held 

o f f the record.) 

MR. KELLY: I t h i n k copies of these were sent t o the 

Commission but we want t o get them marked as e x h i b i t s . 

Q (Mr. K e l l y continuing.) And the response was a 

t u r n down? 

A Well , i t was a t u r n down, yes. 

Q Now there was some testimony or questions from the 

Commission concerning how standard t h i s p a r t i c u l a r paragraph 

eleven i n the u n i t agreement was. Do you have some thoughts 

f o r the Commission on whether or not t h i s i s a standard 

agreement t h a t would be i n any u n i t agreement? 

A Well, r e a l l y I'm not t r y i n g t o be argumentive but 

such p r o v i s i o n s as a r t i c l e eleven, as they are w r i t t e n , are not 

standard i n any way. N a t u r a l l y I have seen many, many, many 

agreements. I doubt i f you can r e a l l y c a l l any one p a r t i c u l a r 

p r o v i s i o n a standard. That p a r t i c u l a r p r o v i s i o n i s s o r t of 

w r i t t e n t o meet the c o n d i t i o n s of t h i s p a r t i c u l a r u n i t . We 

t h i n k t h a t the c o n d i t i o n s t h a t are presented r i g h t here insofar 

as the Cone lease i s concerned are harsh. Most ge n e r a l l y such 

u n i t agreements w i l l provide f o r dual completions, some w i l l 

provide f o r dual completions upon the e f f e c t i v e date and then 

t h e r e a f t e r there w i l l be no more dual completions w i t h o u t 

approval of the u n i t operator. They also provide, where they 

do t h i s most g e n e r a l l y but not always, t h a t the u n i t has p r i o r 
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r i g h t s i n the w e l l and i n the event of i n t e r f e r e n c e between 

the u n i t operations and the non-unit operations then the non-

u n i t operator has got t o go. 

We have negotiated s i t u a t i o n s t o where i t would be 

l i k e i n i t s e l f t o the Cone No. 2, t o where you would except 

the Cone No. 2 from, i n t h i s instance, from these p r o v i s i o n s 

and i t would say t h a t i t p e r m i t t e d dual completions and i t 

would say t h a t as so long as e i t h e r side or the non-unit opera­

t i o n s were economical t h a t you couldn't remove i t . You see 

the p o i n t I'm g e t t i n g t o i s there i s no standard and they are 

patterned a f t e r the c o n d i t i o n s t h a t are p r e v a i l i n g r i g h t here 

or p r e v a i l i n g i n the p a r t i c u l a r u n i t and they take a l l shapes 

and forms. Now we know, i f I might go on, we know t h a t the 

u n i t operator wants complete c o n t r o l and we can understand 

why he does t h i s because t h i s i s a d i f f i c u l t s i t u a t i o n . This 

i s d i f f i c u l t i n t h a t there are the B l i n e b r y , the Drinkard, 

the Tubb i n between and the /Abo below. Because of the way he 

i s o p e r a t i n g the B l i n e b r y and the D r i n k a r d , i n d i v i d u a l i n j e c t i c 

and dual or commingled, t h a t ' s the i n d i v i d u a l dual i n j e c t i o n , 

and plans, as I understand i t , commingle pro d u c t i o n , he f e e l s 

l i k e he must have complete c o n t r o l of the w e l l and, of course, 

these p r o v i s i o n s u s u a l l y i n these agreements i f i t does not 

adversely a f f e c t a p a r t i c u l a r operator he has already agreed 

t o h i s u n i t p a r t i c i p a t i o n and the i n c l u s i o n of h i s u n i t w i t h i n 

the boundary of the u n i t , i f i t doesn't adversely a f f e c t him 
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he's not going t o o b j e c t t o these p r o v i s i o n s . 

Now you get r i g h t down t o the s i t u a t i o n of the Cone 

Eubanks No. 2, which i s the heart of our o b j e c t i o n and our gas 

c o n t r a c t . I t h i n k Mr. Malaise t e s t i f i e d the l a s t time t h a t 

there were e i g h t Tubb gas completions and I t h i n k he also 

t e s t i f i e d t h a t s i x of those completions had a l t e r n a t e w e l l s . 

Well, you see those people t h a t have the a l t e r n a t e w e l l t o use 

t h a t solves t h e i r problem w i t h respect t o the gas c o n t r a c t . 

So t h i s p a r t i c u l a r p r o v i s i o n i n t h i s agreement centers around 

the remaining two w e l l s . Now the other one, aside from the 

Cone No. 2 i s the n o r t h o f f s e t on t r a c t 10 operated by Moran 

and Arco has an i n t e r e s t i n i t . So I f e e l l i k e i t centers and 

zeros i t s e l f , t h a t p r o v i s i o n does, u n f a i r l y on the Eubanks 

No. 2. 

Now there have been several occasions where you make 

a p r o v i s i o n l i k e t h i s i n an agreement but you f i n d t h a t there 

i s one p a r t i c u l a r operator or one p a r t i c u l a r lease where i t 

adversely a f f e c t s , where you bend your n e g o t i a t i o n s t o take 

care of t h i s s i t u a t i o n . This has not been done here. As f a r 

as we know the u n i t operator decided he had eighty-seven 

percent sign up or agreement, he b e l i e v e d t h a t the s t a t u t o r y 

u n i t i z a t i o n act i s complete magic and he had h i s u n i t but he 

d i d not complete h i s n e g o t i a t i o n s and t h a t ' s why we are here 

today. 

So, no, s i r , I would hate t o be argumentive a t a l l , 
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I r e a l l y don't want t o , but my experience has been t h a t there 

i s nothing standard about t h i s p a r t i c u l a r p r o v i s i o n . I'm sure 

you see i t again and again but there i s nothing standard about 

i t . 

Q Now the f i g u r e , eighty-seven percent sign up then, i s 

misleading as f a r as the p a r t i c u l a r problem being addressed by 

t h i s hearing? 

A Well, the eighty-seven percent sign up, I b e l i e v e a t 

the l a s t hearing Mr. Hinkle asked me i f the eighty-seven percen 

sign up d i d n ' t have some i n d i c a t i o n of the f a i r n e s s as t o the 

agreements i n t o t a l , every paragraph. Well, my answer to t h a t 

has t o be, from experience, no, i t does not, i t only i n d i c a t e s 

t h a t eighty-seven percent of the i n t e r e s t met around the 

n e g o t i a t i n g t a b l e and t h a t the terms of the agreement came 

w i t h i n the realm or boundaries of t h e i r standards and they 

agreed t o i t and signed i t . That made them e l i g i b l e t o appear 

before t h i s Commission f o r approval of t h e i r u n i t agreement 

and t h e i r u n i t o p e rating agreement but they s t i l l have the 

burden of proof t o prove t h a t they were f a i r and e q u i t a b l e t o 

every s i n g l e p a r t y here one hundred percent and i n our opinion, 

s i r , t h a t has not been done. 

Q I n your o p i n i o n there has not been a good f a i t h 

n e g o t i a t i o n o f the dispute t h a t centers around the Cone well? 

A I hate t o use the words "not good f a i t h " . I would 

r a t h e r use the word "incomplete", they j u s t stopped s h o r t . 
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MR. KELLY: I would a t t h i s time tender E x h i b i t s One 

and Two on the p a r t of Texaco's case. 

MR. RAMEY: They w i l l be accepted. 

(THEREUPON, Texaco E x h i b i t s One and Two 

were admitted i n t o evidence.) 

MR. KELLY: That's a l l I have on d i r e c t . 

MR. RAMEY: We w i l l continue the hearing u n t i l about 

o n e - t h i r t y . 

(THEREUPON, the hearing was i n recess.) 

MR. RAMEY: The hearing w i l l come t o order. 

Did you f i n i s h w i t h your witness, Mr. Kelly? 

MR. KELLY: I had j u s t completed my d i r e c t , yes. 

MR. RAMEY: You d i d n ' t t h i n k of anything else over 

the lunch hour? 

MR. KELLY: Nothing. 

MR. RAMEY: Are there any questions of Mr. Todd? 

MR. HINKLE: I have some. 

CROSS EXAMINATION 

BY MR. HINKLE: 

Q Mr. Todd, the way I i n t e r p r e t your testimony, you, 

Texaco, would consider committing i t s i n t e r e s t i n Tract 13 t o 

the u n i t provided Mr. Cone was per m i t t e d t o produce Well No. 2 

w i t h an a l l o c a t i o n of f i f t y - e i g h t percent t o the Blin e b r y and 

f o r t y - t w o percent t o the Tubb, i s t h a t r i g h t ? 
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A Well, yes, s i r , but t h a t wasn't a l l of i t . 

Q Well i s t h a t s u b s t a n t i a l l y c o r r e c t ? Did you inte n d 

t h a t the u n i t operator produce the w e l l or Mr. Cone produce 

the w e l l ? 

A Mr. Cone. 

Q Mr. Cone? 

A Yes, s i r . 

Q That would be an exception t h a t would have t o be 

made t o the u n i t ? 

A Yes, s i r . 

Q Only t h a t one we l l ? 

A Well t h a t ' s a l l t h a t we are i n t e r e s t e d i n . 

Q Do you know how much gas i s being produced at the 

present time from the Blinebry? 

A Well as I understand i t the w e l l i s producing around 

three hundred thousand cubic f e e t a day and I assume t h a t 

f i f t y - e i g h t percent of i t i s a l l o c a t i n g . 

Q Just a l l o c a t i n g that? 

A Right. 

Q But you don't know e x a c t l y how much gas i s being 

produced? 

A We are i n a commingled s i t u a t i o n , I don't know how 

anybody w i l l know. 

Q Now l e t ' s assume t h a t happened, you committed your 

acreage and t h i s a l l o c a t i o n s t a r t e d . Now sometime i n the l i f e 
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of t h i s w a t e r f l o o d you are going t o have a response t o the 

w a t e r f l o o d and the f l u i d s are going t o increase, are they not? 

A From the s t i m u l a t e d formations you would hope they 

would. 

Q Yes. I n t h i s case i t would be the B l i n e b r y forma­

t i o n ? 

A Yes, s i r . 

Q And suppose t h a t i t increased considerably and you 

are making a l o t of o i l , now would t h a t f i f t y - e i g h t percent 

and f o r t y - t w o percent a l l o c a t i o n be e q u i t a b l e i n t h a t case? 

A We d i d not i n t e n d t h i s t o be a permanent t h i n g . 

Q But you d i d n ' t say how long you wanted i t ? 

A I t h i n k we i m p l i e d or s t a t e d how long. Of course, 

i n the Arco l e t t e r which i s a matter of record we s t a t e d four 

years. 

Q You would l i k e t o have t h i s go on f o r four years? 

A No, t h a t we could operate the w e l l f o u r years. I 

t h i n k we said t h a t i n the o f f e r t o A t l a n t i c R i c h f i e l d . Now i f 

the u n i t i s developed l i k e we t h i n k i t should be i n order t o 

p r o t e c t the gas cap and r e a l i z e the greatest p o t e n t i a l from i t 

and t o minimize the r i s k by a stage o p e r a t i o n , then I t h i n k we 

s a i d a t the time t h a t the u n i t operator, whether i t be two, 

t h r e e , four years or what have you, a t the time he showed 

j u s t i f i c a t i o n f o r f u l l scale expansion, t h a t i s expand i n t o 

stage two, t h a t Texaco f o r t h e i r forty-one p o i n t two f i v e 
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percent of the w e l l would be w i l l i n g t o y i e l d t h a t w e l l . 

Q I n other words your proposal i s on the f u r t h e r con­

d i t i o n t h a t you go ahead w i t h the stage of production t h a t i s -

A That i s one avenue we see as a s o l u t i o n t o t h i s 

problem. 

Q Well now you would have the same problem a f t e r you 

had a response t o the w a t e r f l o o d and the pressure increased 

i f you d i d n ' t t u r n i t over t o the u n i t operator of those 

f l u i d s going i n t o the Tubb formation, would you not? 

A I t h i n k we by agreement would agree t o t u r n i t over. 

Q Now I t h i n k you also proposed t h a t a dual completion 

would be a p a r t i a l s o l u t i o n t o t h i s s i t u a t i o n ? 

A Yes, t h a t ' s a p o s s i b i l i t y , yes, s i r . 

Q Do you know the size of the wellbores i n the four 

w e l l s t h a t are on Tract 13? 

A I can't quote i t t o you, I would have t o consult 

w i t h Mr. Cone, but I assume they are between four and a h a l f 

and f i v e and a h a l f casing. 

Q Well I'm informed t h a t No. 2 and 3 and 1 are a l l 

f i v e and a h a l f inch casing? 

A That's dual completions many times have f i v e and a 

h a l f . 

Q The only one w i t h seven inch casing i s No. 4. Do 

you t h i n k you could get dual s t r i n g s i n the f i v e and a h a l f 

i n c h casing there t h a t would produce the f l u i d s t h a t would be 
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req u i r e d t o produce under t h i s u n i t ? 

A There would be some r e s t r i c t i o n but I t h i n k i t could 

be done under a cooperative e f f o r t . I t h i n k you could also 

say t h a t your n e g o t i a t i o n s aren't complete or ended, t h a t the 

u n i t operator came t o Mr. Cone and s a i d , we are having a 

problem here, we can't pump these w e l l s up, I'm sure down the 

l i n e t h a t problem can be worked out. 

Q That could also prevent the Drinkard from being 

produced, would i t not? 

A I don't t h i n k so, no, s i r . 

MR. HINKLE: That's a l l I have on cross examination. 

MR. RAMEY: Any other questions of the witness? He 

may be excused. 

Does t h a t complete your testimony, Mr. Kelly? 

,MR. KELLY: That's r i g h t . 

MR. RAMEY: Mr. K e l l a h i n , do you want t o c a l l your 

next witness? 

MR. KELLAHIN: Yes, s i r . C a l l Mr. Paul White. 

PAUL G. WHITE 

c a l l e d as a witness, having been f i r s t duly sworn, was 

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

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q Mr. White, would you please s t a t e your name and your 
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occupation? 

A My name i s Paul White, I l i v e i n A r t e s i a , New Mexico 

and I'm Vice President f o r Summit Energy, Incorporated. 

Q You are a petroleum engineer, are you not, s i r ? 

A Yes, s i r . 

Q And you have p r e v i o u s l y t e s t i f i e d before t h i s 

Commission? 

A Yes, s i r . 

MR. KELLAHIN: I f the Commission please, may we 

tender Mr. White as an expert witness i n the f i e l d of petroleun 

engineering? 

MR. RAMEY: Yes, you c e r t a i n l y can. 

Q (Mr. K e l l a h i n continuing.) You have some e x h i b i t s 

there don't you? 

A Yes, s i r . 

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

have marked as Summit Energy, I n c . E x h i b i t Number One and ask 

you t o i d e n t i f y i t and e x p l a i n what i n f o r m a t i o n i t contains? 

A Mr. K e l l a h i n , t h i s Tract 15 i n the proposed A t l a n t i c 

R i c h f i e l d u n i t i z a t i o n program, i t i s now operated by Summit 

Energy, Incorporated, i t ' s our Gulf u n i t lease and t h i s p l a t 

j u s t shows the l o c a t i o n of t h a t lease i n r e l a t i o n t o the u n i t 

boundaries as proposed by A t l a n t i c . 

Q Would you i d e n t i f y the w e l l s t h a t you operate on 

T r a c t 15? 
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A Yes, s i r , they are Wells No. 2, 3, and 4 which pro­

duce from the B l i n e b r y and Well No. 1 which produces from the 

Wantz-Abo fo r m a t i o n , a hundred and twenty acres. 

Q 1, 3, and 4 from the Blinebry? 

A No, 2, 3, and 4 from the Bl i n e b r y and 1 from the 

Wantz-Abo. 

Q A l l r i g h t . What i s your second e x h i b i t there? 

A Okay, Number Two. We w i l l have t o get i n t o some 

statements, Tom, t o e x p l a i n them. 

Q A l l r i g h t , Mr. White, would you r e f e r t o what I have 

marked as Summit E x h i b i t Number Two and i d e n t i f y i t ? 

A Yes, s i r , w i t h your permission, Mr. Ramey and Mr. 

K e l l a h i n , I would l i k e t o make some statements p r i o r t o g e t t i n g 

i n t o E x h i b i t Number Two because I t h i n k they e x p l a i n why we 

prepared t h i s e x h i b i t . 

Q A l l r i g h t , s i r . 

A F i r s t of a l l , Summit's e a r l i e r p o s i t i o n i n t h i s 

u n i t i z a t i o n t h i n g needs t o be reviewed. We, a t one of the 

e a r l y meetings as brought out i n the testimony i n the previous 

hearing i n t h i s case, we decided t h a t we d i d not want t o be 

a p a r t of t h i s u n i t i z a t i o n . At t h a t time the A t l a n t i c R i c h f i e ] 

Engineering Committee was proposing t o u n i t i z e the Tubb, 

B l i n e b r y , Abo, and Drinkard formations. The USGS at t h a t time, 

as I understand, denied t h i s type of u n i t . I t has always been 

adverse t o the New Mexico O i l Commission and the USGS, i t i s 
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adverse t o t h e i r r u l e s and r e g u l a t i o n s and r u l e s t o commingle 

and t o combine separate and d i s t i n c t r e s e r v o i r s . We wrote 

several l e t t e r s t o A t l a n t i c which were l a r g e l y ignored and we 

became aware of the f a c t t h a t s t a t u t o r y p o o l i n g would become 

a p a r t of t h i s hearing. Now i n the i n t e r i m of a year or two 

A t l a n t i c R i c h f i e l d came back and suggested t o Summit t h a t we 

atte n d some more meetings because they had decided t h a t they 

would only u n i t i z e the B l i n e b r y and Drinkard zones and these 

would be u n i t i z e d separately. We attended the next meeting 

and i t was evident t h a t there would be two booklets published 

and there would be two u n i t s proposed but they i n essence are 

one u n i t . Now I don't know i f the Commission has r e a l l y ever 

f u l l y understood t h a t . I hope they have. The Drinkard and 

the B l i n e b r y are being t r e a t e d separately i n t h i s u n i t i z a t i o n 

e f f o r t but there i s r e a l l y only one u n i t . We want t o b r i n g 

t h a t out i n f u t u r e testimony. 

Now t i m i n g has been a b i g f a c t o r and Mr. Stamets 

j u s t spoke about time awhile ago and asked Mr. Cone some 

questions on i t , as t o when t h i s u n i t should be formed. Well, 

s t a t u t o r y p o o l i n g as I understand the r u l e does not have t o 

be invoked immediately, i t could be u t i l i z e d down the l i n e , 

i t could be u t i l i z e d three years from now, as I understand i t , 

i f t here i s some economic i n j u s t i c e i s being done, i t can be 

u t i l i z e d a t t h a t time t o c o r r e c t the s i t u a t i o n . I t seems t o 

me t h a t the t i m i n g of the u n i t has come about because A t l a n t i c 
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R i c h f i e l d has convinced the Commission of two t h i n g s : number 

one t h a t the f i e l d i s i n an economically depleted s t a t e of 

a f f a i r s , and number two t h a t t h i s o i l w i l l be unrecovered i f 

t h i s u n i t i s not put i n t o e f f e c t immediately. We hoped i n the 

l a s t hearing t o prove t h i s t o be untrue. We f e e l t h a t we have 

i n E x h i b i t Two and some f u r t h e r i n f o r m a t i o n here t h a t the 

t i m i n g o f the u n i t i s not proper. We f e e l there w i l l be no 

waste i n c u r r e d . You see A t l a n t i c R i c h f i e l d cannot receive an 

Emmy Award, perhaps I should say an O i l y Award f o r t h e i r e f f o r t 

i n recovering t h i s o i l i n the frame of mind they are going 

about t h i s because t h i s o i l w i l l be recovered, there i s n ' t 

going t o be eleven m i l l i o n b a r r e l s of o i l l e f t i n the f i e l d 

out t h e r e , t h a t o i l w i l l be recovered and we hope t o show here 

today how i t could be recovered i n various means and there i s 

not going t o be any waste and as t o the t i m i n g of the u n i t , we 

can present E x h i b i t s Two and Three and show t h a t there i s not 

a s t a t e of d e p l e t i o n t h a t r equires immediate i n s t i t u t i o n of 

secondary recovery. 

Now the Commission put out an order on Case Number 

6000, they said under t h e i r f i n d i n g s the the m a j o r i t y of the 

w e l l s i n the p r o j e c t area are i n an advanced s t a t e of deple­

t i o n and should probably be c l a s s i f i e d as s t r i p p e r w e l l s . Now 

there i s a misconception as t o what a s t r i p p e r w e l l i s too. 

S t r i p p e r w e l l s are some of the most p r o f i t a b l e operations i n 

the United States r i g h t now. We have leases which we wish were 
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i n the s t r i p p e r category as I'm sure everyone else has here. 

S t r i p p e r leases are the most, are r i g h t now the most p r o f i t a b l e 

operations i n the United States. So j u s t because a lease i s 

designated as a s t r i p p e r lease doesn't mean t h a t i t i s i n a 

depleted s t a t e of a f f a i r s and needs a secondary recovery 

op e r a t i o n t o keep i t going. 

Now g e t t i n g t o E x h i b i t Two. We took a Drinkard w e l l 

a n a l y s i s , we took every w e l l i n the Drinkard pool t h a t i s i n 

t h i s u n i t , the proposed u n i t , and we f i g u r e d the gross income 

on o i l based on fourteen d o l l a r s and eighty-one cents a b a r r e l , 

which i s the s t r i p p e r p r i c e being paid i n t h a t f i e l d . We come 

up w i t h a gross income on the o i l , then we come up w i t h a gross 

income on the gas. We used f i f t y - t w o cents per MCF, which I 

t h i n k i s reasonable. 

MR. NUTTER: The gross income over what period of 

time? 

A I n 1976, ending 1-1-77. 

MR. NUTTER: These f i g u r e s are f o r a f u l l year then? 

A Yes, s i r , and, Mr. N u t t e r , they are f o r 1976. That 

i s c u r r e n t as we could get on our s t a t i s t i c a l w e l l . 

MR. NUTTER: Okay, thank you. 

A We took the b a r r e l s and gas from the New Mexico O i l 

Commission's s t a t i s t i c a l r e p o r t . We used f i f t y - t w o cents per 

MCF t o get a gas income which we f e e l i s reasonable. There 

i s some one d o l l a r gas down there and some t w e n t y - f i v e cent 
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gas but we came up w i t h a t o t a l income on each of these leases 

from the o i l and gas produced. 

Now our y e a r l y operating costs, we used f i v e hundred 

d o l l a r s per w e l l per Drinkard w e l l per month. We f e e l t h i s 

f i v e hundred d o l l a r s i s excessive. We operate our lease f o r 

three hundred and eighteen d o l l a r s per w e l l per month. Now 

s u b t r a c t i n g out the oper a t i n g costs we come up w i t h a net 

income on each of those leases down there i n the Drinkard pool 

only and we come up w i t h a p r o f i t per w e l l . Not one w e l l i n 

the Drinkard pool showed a net l o s s . I f i t shows a net loss 

you are a poor operator. We f e e l t h i s way about i t , those 

f i g u r e s are r e a l i s t i c on the p r i c e we use f o r o i l and gas and 

the p r i c e we use f o r l i f t i n g costs and at l e a s t they are r e l a ­

t i v e and c o n s i s t e n t between the leases and the w e l l s . We come 

up w i t h r i g h t now a net p r o f i t per w e l l of eleven thousand 

two hundred and eighty-two d o l l a r s i n the Drinkard pool. This 

i s a per year p r o f i t per w e l l i n the Drinkard pool. C e r t a i n l y 

t h i s i s not as good as a ten m i l l i o n a day Morrow w e l l over i n 

Eddy County but i t i s b e t t e r than an economic l i m i t , i t ' s 

b e t t e r than saying t h i s i s i n a depleted s t a t e of a f f a i r s . 

I t r e l a t e s back t o the t i m i n g and I might d i r e c t 

t h i s comment t o Mr. Stamets. I f you can operate your lease 

now a t a net p r o f i t under primary operations, I'm sur p r i s e d 

t h a t some of the major companies i n attendance aren't being 

c r i t i c i z e d by the management t o hold o f f on t h i s u n i t because 
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r i g h t now the p r i c e of o i l w i l l be twenty d o l l a r s a b a r r e l i n 

three years. That i s f i v e d o l l a r s a b a r r e l more than i t i s 

now down th e r e . So i f your response occurred i n twelve months 

from today or three years from today, you are going to be 

lo o k i n g a t f i f t y m i l l i o n bucks. Waste i s not o n l y — n o t only 

does waste have t o be associated w i t h waste of b a r r e l s , i t has 

t o be associated and t i e d back t o waste of d o l l a r s and the 

Commission doesn't u s u a l l y use any imagination when i t comes 

to economics because they r e l a t e economics t o b a r r e l s . The 

companies r e l a t e economics t o d o l l a r s . 

Q E x h i b i t Three? 

A Okay, E x h i b i t T h r e e — 

MR. RAMEY: Mr. White, what was the d o l l a r value you 

had on the gas and o i l ? 

A I had fourteen d o l l a r s and eighty-one cents on the 

o i l and f i f t y - t w o cents per MCF on gas and f i v e hundred d o l l a r s 

a month per w e l l on the operating costs. 

By the way, those p r o f i t s t i e i n c l o s e l y w i t h what 

Mr. Cone t e s t i f i e d t o from h i s a c t u a l book values on h i s 

pr o p e r t y , on the Cone lease on these two deals, they t i e i n 

p r e t t y close t o what he had p r e d i c t e d or what he had as a c t u a l 

p r o f i t s i n 1976. 

Q (Mr. K e l l a h i n continuing.) Would you r e f e r t o Exhibi 

Number Three, i d e n t i f y i t and t e l l us what i t contains? 

A Okay, E x h i b i t Number Three, Mr. K e l l a h i n , does the 
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same t h i n g w i t h the Bli n e b r y w e l l s t h a t are i n t h i s proposed 

u n i t boundary, using the same d o l l a r f i g u r e on o i l , the same 

d o l l a r f i g u r e on gas, the same d o l l a r f i g u r e on operating costs 

we again do not come up w i t h any w e l l i n the f i e l d t h a t ' s 

o p e r a t i n g a t a net loss and, i n f a c t , we show a ten thousand 

s i x hundred and ninety-one d o l l a r p r o f i t on the w e l l s i n t h i s 

B l i n e b r y pool. I might r e f e r s p e c i f i c a l l y t o the Summit 

Energy lease, we show a t o t a l net income of a hundred and 

seven thousand d o l l a r s i n 1976. That's our net income. I 

can't see where i n the world the Commission could come up w i t h 

the f a c t t h a t the proposed, t h a t the m a j o r i t y of the w e l l s i n 

the p r o j e c t area are i n an advanced s t a t e of d e p l e t i o n and 

should probably be c l a s s i f i e d as s t r i p p e r w e l l s . They already 

have been c l a s s i f i e d as s t r i p p e r w e l l s , a l l of them I t h i n k 

except the Gulf. Gulf has a lease down there t h a t i s n ' t but 

a l l the r e s t were already declared s t r i p p e r w e l l s three or 

four years ago and those two e x h i b i t s , I hope t o convince 

somebody t h a t these two pools are not i n t h a t s t a t e of a f f a i r s 

where you have t o u n i t i z e and c e r t a i n l y they are not i n the 

s t a t e of a f f a i r s where you have t o invoke the s t a t u t o r y pool­

i n g r u l e because i t i s unnecessary r i g h t now, i t ' s completely 

unnecessary. I f we are allowed t o produce our w e l l s f o r three 

more years a t t h i s r a t e of p r o f i t , unless we are d e s t i t u t e we 

should do so because then we are going t o reap the b e n e f i t s 

of twenty d o l l a r a b a r r e l o i l and we are going t o increase and 
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enhance the recovery of the o i l . I t i s immaterial whether the 

recovery o f the o i l i s s t a r t e d now or the recovery of the o i l 

i n 19 80, t h a t makes no d i f f e r e n c e t o me a t a l l because i t ' s 

not going anywhere. I t might go somewhere i f you i n s t i t u t e 

t h i s secondary recovery program as o u t l i n e d by A t l a n t i c . 

Q Let me ask you some questions, Mr. White. I n r e f e r e r 

t o E x h i b i t s Two and Three, you have no Drinkard production, 

your confined production on Tract 15 i s t o the Blinebry? 

A Yes, s i r , we have a l i t t l e Wantz-Abo production, i t ' s 

c l a s s i f i e d , I t h i n k , i n t h e — i t ' s B l i n e b r y production f o r the 

most p a r t , yes, s i r . 

Q A l l r i g h t . Do you want Tract 15 included i n the 

u n i t ? 

A No, we do not. 

Q I n your o p i n i o n i s the i n c l u s i o n of Tract 15 i n the 

u n i t a t t h i s time premature? 

A Yes, the i n c l u s i o n of Tract 15 i n t h i s proposed u n i t 

w i t h the B l i n e b r y and Drinkard both involved i s premature 

and i n e q u i t a b l e t o Summit Energy. 

Q Hand me your next e x h i b i t , please? 

A I've got a Four-A and a Four-B. 

Q Fine, l e t ' s do i t . Mr. White, would you i d e n t i f y 

E x h i b i t s Four-A and Four-B f o r us and e x p l a i n what you are 

seeking t o accomplish w i t h these two e x h i b i t s ? 

A Yes, s i r , we prepared t h i s e x h i b i t i n two parts and 
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what we hope t o do i s comment and make some observations as t o 

these windows which the Commission has been aware of or t a l k e d 

about and which A t l a n t i c R i c h f i e l d has stressed or in s i n u a t e d 

would occur should t h i s u n i t not include Tract 15. Mr. Nutter 

brought up the question as t o the f a c t t h a t there was not any 

Bli n e b r y o i l f l o o d as such i n t h i s area. I t has been kicked 

around as t o why the u n i t stopped on the east side where i t d i d 

and t h a t ' s obvious because there i s no more production but i t 

hasn't been t a l k e d about too much as t o why the u n i t stopped on 

the west side. I suspicion the reason i t stopped t h e r e , S h e l l 

i s going t o form a u n i t over there and A t l a n t i c i s going t o 

form a u n i t on t h i s and we are going t o be i n the same p o s i t i o n 

i n t h i s t h i n g because we have a lease over on t h a t west side. 

Now look a t i t t h i s way, I t h i n k a t the second meet­

in g t h a t A t l a n t i c R i c h f i e l d had, I stood up and probably made 

a f o o l o f myself but I s a i d , w e l l , l e t ' s form a u n i t on j u s t 

the Section 12, 13 and 14, I mean 24, pardon me, 12, 13, and 

24, because t h a t ' s where the B l i n e b r y production comes from, 

t h a t ' s where the Bl i n e b r y w e l l s are, a t l e a s t , t h a t i s where 

there are not Drinkard w e l l s . That p o r t i o n of the f i e l d i s 

f a i r l y — i t ' s p u r e l y B l i n e b r y . 

Now i f a u n i t had been proposed f o r the east h a l f 

of those s p e c i f i c sections t h i s would have e l i m i n a t e d t h i s 

s i x t y - f i v e , t h i r t y - f i v e percent d i v i s i o n of commingled o i l , whi 

to me i s r e a l l y something e l s e , I don't see how t h a t came about 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Page 104 

I d i d n ' t see any evidence, by the way, presented by anybody 

t h a t said t h i s i s the way i t should be done. They j u s t said 

t h i s i s what i s going t o be done. This would have e l i m i n a t e d 

downhole commingling over a larg e p o r t i o n of t h i s u n i t , almost 

h a l f of i t . I t would have allowed the p a r t i c i p a n t s on the west 

h a l f of the u n i t t o commingle and accept formulas or parameters 

based on a common Bli n e b r y - D r i n k a r d pool where they have both 

zones p r e v a l e n t . I t would not create any i n e q u i t y i n the 

i n j e c t i o n p a t t e r n f o r the B l i n e b r y or recovery. The f i v e - s p o t 

p a t t e r n would continue, there would be no windows on the east 

side of i t a t a l l . I t would not create an i n e q u i t y i n the 

i n j e c t i o n p a t t e r n f o r Drinkard o i l recovery. You know t h a t 

the gentleman from Texaco t e s t i f i e d as t o the gas cap and the 

r e s i d u a l o i l i n place or o i l s a t u r a t i o n . A l l of these things 

enter i n t o t h i s complicated s i t u a t i o n and t h i s would e l i m i n a t e 

the doubts o f s t r u c t u r a l problems, gas caps, o i l columns, 

g r a v i t a t i o n a l movement of t h i s o i l , m i g r a t i o n of waters, i t 

would e l i m i n a t e t h a t s t r u c t u r a l problem i f the operators on the 

west side were allowed t o do t h e i r t h i n g and on the east side 

do t h e i r t h i n g . 

The west h a l f of the u n i t could then work out 

cooperative agreements as w i l l be necessary, lease l i n e agree­

ments, w i t h o u t a f f e c t i n g the eq u i t y on the east side and a l l 

of the o f f s e t operators f o r the most p a r t are on the n o r t h and 

west and the south side of the p o r t i o n of t h i s proposed u n i t 
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t h a t contains both Drinkard and Blinebry products. I t would 

not create any waste of o i l or gas and, i n f a c t , would probably 

recover more o i l , a t l e a s t from the Bl i n e b r y pool. 

We heard testimony t o the f a c t t h a t the Gulf Central 

Drinkard U n i t had recovered some f o r t y percent of p r e d i c t e d 

seventy percent which they hoped t o recover. The Drinkard zone 

i n t h i s area, I'm t o l d , i s equi v a l e n t and homogeneous and 

c o r r e l a t i v e t o Drinkard zones elsewhere i n Lea County, so t h i s 

would not create any problem i f the Drinkard performs l i k e the 

Central Drinkard U n i t i s doing. The Blin e b r y would be set on 

i t s own, i t would be a one on one deal f o r the east side of 

t h i s u n i t and the plan would r e s i s t Arco's masquerade of pro­

posing two separate u n i t s when i n r e a l i t y only one u n i t w i l l be 

i n e f f e c t i f t h i s i s allowed by the New Mexico O i l Commission 

t o go ahead. I'm su r p r i s e d t h a t t h i s wasn't discovered and 

brought out i n the order and time given f o r the operators t o 

go back and attempt t o form t h i s t h i n g i n t h i s framework 

because why would the Drinkard, would the operators of Drinkarc 

w e l l s , by the way some of i t i s i n an undesirable p o s i t i o n and 

we are one o f the operators t h a t have no production i n the 

west side of t h i s u n i t . We don't have any over t h e r e , so 

when you are going t o sign these parameters t h a t have been 

designated t o you i n the Drinkard and the B l i n e b r y , we don't 

have any leeway. C o n t i n e n t a l has production on both sides, 

so does S h e l l . A t l a n t i c doesn't have anything on the east side 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Page 106 

of t h i s u n i t . Now I venture t o say i t would be d i f f i c u l t t o 

sign up the west side i f they l e f t out the east side because 

i t i s going t o h u r t t h e i r e q u i t y . I t i s not going t o be t o the 

economic advantage of Summit Energy t o j o i n a u n i t t h a t has 

a l l Drinkard w e l l s loaded over on one side of the u n i t and 

none on the other and y e t they are combined i n t o i t . Have 

you ever wondered why they d i d n ' t separate, w e l l , w e ' l l get 

i n t o t h a t l a t e r , but anyway I would wonder why, I have been 

wondering why. 

Q Mr. White, does the i n c l u s i o n of Tract 15, which i s 

the Summit t r a c t , i n your o p i n i o n reasonably necessary f o r 

the u n i t t o e f f e c t i v e l y c a r r y out the secondary recovery 

operations i n the Blinebry? 

A I f the u n i t , as proposed, goes i n t o e f f e c t Tract 15 

w i l l be needed t o recover the B l i n e b r y o i l . I f the B l i n e b r y 

o i l i s recovered from Tract 15 as proposed by A t l a n t i c 

R i c h f i e l d i t w i l l create an i n e q u i t y t o Summit Energy and I 

t h i n k probably t o some of the other east side operators. I f 

Tract 15 were allowed t o cooperate as we have suggested several 

times and, i n f a c t , wrote the Commission t o t h a t e f f e c t i n our 

follow-up l e t t e r a f t e r the l a s t hearing, i f they are allowed 

t o cooperate then i t would not be needed i n the proposed u n i t 

proper, i f we were allowed t o cooperate w i t h A t l a n t i c i n a 

lease l i n e manner t h a t we proposed t o them. 

Can I read t h a t l i t t l e piece r i g h t now, Tom? 
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Q Well, l e t ' s w a i t and get t o i t . 

A Okay, but t h a t answers your question, I hope, yes, 

i t would be needed i f you are going t o recover the Bl i n e b r y o i l 

out of t h i s u n i t but the B l i n e b r y o i l , i t would be i n e q u i t a b l e 

t o Summit t o include i t i n the proposed u n i t . 

Q Show me E x h i b i t Number Five. 

A Now t h a t ' s two p a r t s a l s o . 

Q Please r e f e r t o what has been marked as E x h i b i t s 

Five-A and B and i d e n t i f y them and s t a t e what i n f o r m a t i o n they 

contain? 

A Okay, Five-A shows the proposed i n j e c t i o n p a t t e r n 

f o r Drinkard w e l l s i n t h i s w a t e r f l o o d as proposed by A t l a n t i c 

R i c h f i e l d . Five-B i s j u s t a series of statements which I want 

t o comment on and r e l a t e back t o Five-A, t h i s map. 

Now I want t o p o i n t out and t h i s w i l l f o l l o w up my 

testimony f o r E x h i b i t s Four-A and B, t h a t on the e n t i r e east 

p a r t of t h i s u n i t , Sections 12, 13, and 24, t h a t there are o n l j 

e i g h t Drinkard w e l l s of a t o t a l of f o r t y - e i g h t Drinkard w e l l s 

i n t h i s proposed u n i t o u t l i n e , t h i s boundary. There i s not 

one i n j e c t i o n w e l l proposed by the u n i t operator and the 

Engineering Subcommittee f o r any of these e i g h t Drinkard w e l l s 

i n the subject s e c t i o n s , none of the w e l l s i n 12 and 13 and 24 

are completed i n the Drinkard w i l l be used as i n j e c t i o n w e l l s 

unless they have changed the p a t t e r n . 

Now the '76 production as we put t h i s together out 
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of t h a t s t a t i s t i c a l r e p o r t and i t t o t a l e d nine thousand three 

hundred and seventy-one b a r r e l s from the Drinkard zone i n the 

subject s e c t i o n s , 12,13, and 24 as compared t o eighty-two 

thousand nine hundred and eighty-seven b a r r e l s f o r the t o t a l 

Drinkard production i n 1976. So eleven percent o f the produc­

t i o n came from 12, 13, and 24, the Sections 12, 13, and 24. 

Now here i s r e a l l y a nice one f o r you. The cumulativ 

o i l p roduction on these Sections 12, 13, and 24, t o t a l e d three 

hundred and two thousand nine hundred and f o r t y - t w o b a r r e l s as 

of 1-1-77. The t o t a l Drinkard cumulative o i l from t h i s area 

approximates four m i l l i o n f i v e hundred and ninety-nine thousand 

b a r r e l s . So s i x and a h a l f percent, now s i x and a h a l f percent 

of the o i l , a l l of the Drinkard w e l l s , was produced from t h i s 

e n t i r e east side of t h i s u n i t . There i s not much Drinkard 

over t h e r e , i s there? You would almost have t o conclude t h a t . 

Now they have proposed three producers i n the Drinkard on t h i s 

p a r t of the u n i t . I n Section 12 there are two and i n Section 

24 there i s one and I see no problem there i f t h i s u n i t comes 

about i n time t h a t they could s t i l l produce those Drinkard 

w e l l s . 

Further, most of your dual completions are on the 

west side o f the u n i t , so you would j u s t completely e l i m i n a t e 

the problem f o r almost h a l f of t h i s proposed u n i t , create no 

waste, you would s t i l l have your e q u i t y , c e r t a i n l y you would 

have t o work up parameters on the east h a l f of the u n i t becausi 
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those people who have j u s t B l i n e b r y production deserve the r i g h 

t o look a t t h a t t h i n g i f i t i s workable, i f we are not throwing 

out something t h a t i s not workable, i t would be d i f f e r e n t i f 

we were p u t t i n g before the Commission something t h a t was f o o l i s 

or something w i t h no basis of f a c t t o i t . I t would be f o o l i s h 

t o put before the Commission something l i k e , we want t o stay 

out of t h i s u n i t , we don't want t o do anything, we want t o 

produce our leases i s a l l we want t o do, which we would sure 

l i k e t o do, but we aren't proposing t h a t . We are proposing 

what looks l i k e t o me a f a i r and e q u i t a b l e t h i n g . 

Now i f the u n i t operator, present u n i t operator, 

wanted t o work up something and operate t h a t side of the u n i t 

t h a t ' s f i n e i f they w i l l separate i t out. I don't see any 

problem i n separating i t out. Brother, the problems they had 

f o r the l a s t two or three years, t h i s i s minor. 

Q I n your o p i n i o n , Mr. White, w i l l the u n i t i z a t i o n 

proposed by Arco b e n e f i t the owners of Tract 15? 

A No. 

Q Have you made any c a l c u l a t i o n s as to what the d o l l a r 

amounts in v o l v e d are f o r the p a r t i c i p a n t s i n Tract 15 i n 

r e l a t i o n t o whether they are included i n the u n i t or l e f t out? 

A Yes, s i r . 

Q Do you have t h a t i n the form of an e x h i b i t ? 

A Yes, I do. I t ' s E x h i b i t Six. 

Q A l l r i g h t , Mr. White, l e t me d i r e c t your a t t e n t i o n 
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to Exhibit Number Six and have you i d e n t i f y i t ? 

A Exhibit Number Six i s an economic appraisal i f the 

Blinebry u n i t was framed up on Sections 12, 13, and 24, the 

east side of the u n i t , as compared to the Arco proposal as 

per the ent i r e u n i t boundary on t h e i r p l a t s . 

We worked the economics i n the previous hearing which 

pointed out what we were going to lose i f we even unitized. 

Then we worked i t up, what we were going to have i f we cooper­

ated and we worked i t up then i f A t l a n t i c R i c h f i e l d took the 

un i t over and operated as proposed and as ordered by the Com­

mission. 

Now i n Exhibit Six we took the t o t a l cumulative 

barrels that have been produced i n Sections 12, 13, and 24. 

Now i f we use cum o i l as a parameter on that east h a l f , which 

I think has got to enter i n t o i t , cum o i l would probably be a 

big factor i n establishing any kind of equity over there. 

Then we predicted on the secondary recovery, based on seventy-

f i v e percent to one hundred percent for t h i s Blinebry east 

side, that we would have an equity, Summit would have an equity 

i n these secondary barrels of two hundred and sixty-seven 

thousand, eighty-one barrels. That present worth i s three 

m i l l i o n nine f i v e f i v e four seventy. The present worth of our 

primary o i l , we think, i s one two seven eight four one four, s< 

the t o t a l Summit worth, present worth, undiscounted, would be 

f i v e m i l l i o n two hundred and t h i r t y - t h r e e thousand eight hundri :< 
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and e i g h t y - f o u r d o l l a r s . The same c a l c u l a t i o n s are made w i t h 

the s u p p o s i t i o n t h a t we were i n the Arco proposed u n i t and we 

would come up w i t h a t o t a l Summit e q u i t y of three m i l l i o n s i x 

hundred and t h i r t e e n thousand four hundred and eighteen d o l l a r s 

or a d i f f e r e n c e of one m i l l i o n s i x hundred and twenty thousand 

fou r hundred and s i x t y - s i x d o l l a r s and t h a t would be the d i f ­

ference i n Summit u n i t i z i n g w i t h a c o r r e c t parameter i n the 

east side where the Bl i n e b r y production i s , i n the absence of 

Drinkard p r o d u c t i o n , and ope r a t i n g under the Arco u n i t . 

These are gross f i g u r e s and they r e a l l y don't reveal 

the whole p i c t u r e because we f e e l t h a t the operating cost per 

w e l l under the Arco proposal w i l l be about e i g h t hundred dollai} 

per month per w e l l and under our operation p r e s e n t l y i t i s 

three hundred and eighteen d o l l a r s . We t h i n k i t w i l l double. 

I t ' s not unusual under u n i t i z a t i o n t o double. 

I would l i k e t o make t h i s observation t h a t we s t i l l 

f e e l Summit's p o s i t i o n i s t h i s : t h a t we f e e l l i k e we have 

p l e n t y of time t o recover these reserves. This p o s i t i o n t h a t 

these reserves are t o t a l l y unrecoverable i f we walk out of the 

room today and don't give Arco the r i g h t t o go ahead w i t h t h i s 

To me i t i s j u s t completely w i t h o u t basis of f a c t , i t i s j u s t 

a r e a l strong i n s i n u a t i o n t h a t they are never going t o be 

recovered i f we don't do i t tomorrow and t h i s can't be r i g h t . 

I t also p o i n t s out t h a t t i m i n g i s not being taken i n t o con­

s i d e r a t i o n by the Commission i n t h e i r order because we f e l t 
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we had proven t h a t i t i s not a t i t s economic l i m i t and I don't 

know how else we can go about proving t h i s , I don't see any­

t h i n g else we can do t o convince the Commission. F i r s t of a l l 

the w e l l s are not i n t h a t s t a t e where forced u n i t i z a t i o n i s 

necessary. 

You know, i f t h i s w i l l set a precedent, i f a company 

wants t o run out and get seventy-five percent of the people 

to vote f o r them they could, I guess, s t a t u t o r y pool anything 

i n the State whether i t i s economical or not and, you know, 

the s i g n i n g of the m a j o r i t y of the people i n a u n i t has a l o t 

of psychology behind i t . When you go t o a l o t of the working 

i n t e r e s t and p a r t i c u l a r l y a l o t of the r o y a l t y i n t e r e s t , you 

are going t o k i c k around some p r e t t y b i g f i g u r e s . You are 

going t o say, look here, we've got eleven m i l l i o n b a r r e l s of 

o i l down t h e r e , there i s no way you are going t o get yours out 

unless we get i t f o r you and look how much i t ' s worth t o you. 

So you s t a r t k i c k i n g around these b i g f i g u r e s and I'm not say­

in g t h a t a m a j o r i t y of the people i n t h i s u n i t would not 

recognize t h i s but there are a l o t of people who sign because 

they l i k e those numbers and they sign w i t h o u t any knowledge 

of what u n i t i z a t i o n i s and what have you. There i s always 

t h a t t h i n g i n v o l v e d i n g e t t i n g a m a j o r i t y of the people. 

So these two t h i n g s , the t i m i n g of the u n i t , and the 

f a c t t h a t the o i l w i l l be recovered, the f a c t t h a t we have 

presented an a l t e r n a t i v e t h a t I can't f o r the l i f e of me see 
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would take any more time than t h i s has taken, we t h i n k s t a b i l i 

Summit's p o s i t i o n . 

MR. KELLAHIN: That concludes our d i r e c t examination 

Thank you. 

MR. RAMEY: Mr. Hink l e , any questions? 

CROSS EXAMINATION 

BY MR. HINKLE: 

Q Mr. White, I n o t i c e on your E x h i b i t s Two and Three 

t h a t they are dated February 16, 1978. Are these f i g u r e s f o r 

the l a s t year up t o February 16, 1978? 

A No, s i r . 

Q What are they? 

A I already sai d 1-1-77. 

Q I n other words, up t o January 1977? 

A Up t o January l s t , 1977. 

Q I t would be 1976 t h a t these f i g u r e s are for? 

A The f i g u r e s are up t o January l s t , 19 77 f o r the 

year 1976. 

Q For the year 19 76? 

A That's r i g h t . 

Q That's a l l I wanted t o know. Now, Mr. White, of 

course you r e a l i z e , I'm sure, t h a t the Commission can't leave 

out T r a c t 15 i n i t s order and s t i l l order u n i t i z a t i o n of the 

remaining acreage. You understand t h a t , don't you? 

A No, s i r , I do not understand i t . 
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Q Because t h i s would be changing the complete u n i t as 

t o what eighty-seven percent of the people agreed t o . I f you 

l e f t out Tracts 13 and 15 i t means t h a t you would have t o s t a r t 

over again. You would have t o go back t o a l l of these people 

and i t has taken e i g h t years t o do i t and God only knows when 

we would get i t done again. 

A Yes, s i r , t h i s i s okay w i t h me i f i t takes t h a t long. 

That's f i n e . I don't see why we shouldn't use the time because 

as I pointed out i n testimony, i t w i l l be worth a l o t more 

money then. 

Q What do you base your twenty d o l l a r o i l on? 

A I base my twenty d o l l a r o i l on the f a c t t h a t I 

p r e d i c t e d back i n 1972 t h a t o i l would go up s i x percent a 

b a r r e l on the d o l l a r p r i c e and i t has and i t w i l l go up t h a t 

much more, i t w i l l be twenty d o l l a r s three years from now. 

Q Have you taken i n t o c o n s i d e r a t i o n any p r i c e c o n t r o l 

t h a t the Congress m i g h t — 

A Well, p r i c e c o n t r o l — c r u d e f l o a t e d w i t h the market 

p r i c e . 

MR. RAMEY: I t h i n k Mr. O'Leary p r e d i c t s t w e n t y - f i v e 

A I t h i n k i t could very e a s i l y be more than t h a t . We 

might be l o o k i n g a t t h i r t y - f i v e d o l l a r o i l by the time we got 

a response from t h i s u n i t and t h a t ' s a ton of money. 

Q (Mr. Hinkle continuing.) What I'm g e t t i n g a t , your 

proposal i s t h a t you leave out 15 and we s t a r t over again and 
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we have two d i f f e r e n t waterfloods, one on the east side and 

one on the west side, i n effect? 

A My proposal i s predicated by one thing p r i o r to that. 

F i r s t of a l l , no u n i t because of the primary l i f e l e f t and 

then we form a u n i t and we take advantage of price increases 

and we take advantage of the things that are developing i n the 

energy f i e l d . I don't think there i s anyone i n the room that 

thinks that o i l i s going to go down. Now then, i f we cannot 

do i t that way, i f we can't get the thing quieted down and 

don't do the u n i t r i g h t , even though there has been a l o t of 

work expended, they've got to do something and so I would l i k e 

to put i t t h i s way: i f we can't get the u n i t quieted down, 

not form the u n i t r i g h t now, r i g h t at the present time and I 

think i f — 

Q And hold i t o f f f o r how long? 

A I would l i k e to hold i t o f f for three years. I thinly 

then we could look at i t again, we might want to hold i t o f f 

three more years. 

Let me point out a case that i s relevant to t h i s 

s i t u a t i o n . The West Loco H i l l s flood which Summit owns a 

f i v e percent i n t e r e s t i n , i s operated by Newmont O i l Company. 

They recovered about eleven or twelve m i l l i o n barrels of 

secondary o i l . I t has been a highly successful flood. At the 

f i r s t of 1977 we were through. There was s t i l l a m i l l i o n 

barrels of o i l i n the ground. At 1-1-77 we were through becaus < 
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economically we could not produce the o i l . They had produced 

under the o l d o i l p r i c e of f i v e d o l l a r s and f i f t y cents a 

b a r r e l and we could see the economic l i m i t , there was no more. 

Newmont and some associates went before the Federal Energy 

A d m i n i s t r a t i o n and got some r e l i e f from t h i s and they awarded 

them s t r i p p e r p r i c e on the r e s t of the remaining crude. I t 

put a whole new ballgame i n t o e f f e c t . They had a m i l l i o n 

b a r r e l s a t fo u r t e e n bucks a b a r r e l so they went ahead f l o o d i n g 

What I'm b r i n g i n g up i s , three years from now we might not 

want i t , no. Three years from now we might. 

Q You might want t o w a i t six? 

A Yes, s i r . 

Q And when you d i d get ready you would probably want 

two w a t e r f l o o d s , from your i n d i c a t i o n here, one on the west 

side and one on the east side? 

A Yes, s i r , t h a t i s c o r r e c t . 

Q And what would the cost of those two waterfloods be 

as compared t o one w a t e r f l o o d here where you are i n j e c t i n g i n 

both the B l i n e b r y and the Drinkard? 

A The cost , i f my experience t e l l s me anything, the 

cost would be less on the east h a l f of the u n i t by f a r because 

of the lack of dual completions and the cost on the west side 

would be comparable t o what i t would cost now, other than 

increases i n supplies and servi c e s . 

Q You would have t o have one set up f o r the Blin e b r y 
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would you n o t , a l l of the equipment and so f o r t h , and then 

you've got t o have another f o r the Drinkard and you do these 

separately? 

A I t would be separately. The o i l made from Sections 

12, 13, and 24 would go i n t o tank b a t t e r i e s w i t h o u t the com­

ming l i n g e f f e c t of the separation of the s i x t y - f i v e t h i r t y - f i v e j 

o i l . The o i l on the west h a l f of the u n i t would go i n t o com­

mingled b a t t e r i e s and be separated a r b i t r a r i l y how ever the 

working i n t e r e s t s wanted t o work i t out. 

Q Does t h a t mean you would have t o have m u l t i p l e 

completions i n a l o t of the wells? 

A Not on the e n t i r e east si d e , no, s i r , we could f l o o d 

the B l i n e b r y over there w i t h o u t any m u l t i p l e completions. 

Q What about the Drinkard? 

A The Drinkard on the west h a l f would continue t o have 

the problem o f commingling and the problem of separation of 

i n j e c t i o n waters. 

Q Was your proposal ever made t o the committee t h a t 

s t u died t h i s a t a l l of the meetings? 

A I t was only s t a t e d i n a meeting when a l l of the 

working i n t e r e s t s were there and I don't know i f i t went i n t o 

the minutes or n o t , Mr. H i n k l e , but I t a l k e d i n these terms 

a t , I t h i n k the t h i r d meeting o f the operators' committee 

meeting, i t was e i t h e r the second or t h i r d meeting. 

Q Do you know whether they considered i t or not? 
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A No, s i r , they d i d not. As f a r as I know i t was 

never considered. I sure never d i d see anything on i t . 

MR. HINKLE: That's a l l I have. 

MR. RAMEY: Any other questions of the witness? 

Ms. Teschendorf? 

CROSS EXAMINATION 

BY MS. TESCHENDORF: 

Q Mr. White, you were t a l k i n g a l i t t l e b i t about 

u l t i m a t e recovery, I t h i n k , of o i l i n v o l v e d i n the u n i t opera­

t i o n s , do you t h i n k t h a t the u n i t operations w i l l s u b s t a n t i a l l y 

increase u l t i m a t e recovery or w i l l i t be the same whether i t is 

u n i t i z e d or not? 

A U n i t i z a t i o n i n the r i g h t and proper framework i n ­

creases u l t i m a t e recovery of o i l . 

Q Do you t h i n k i t w i l l i n t h i s case, as the u n i t i s 

proposed? 

A U n i t i z a t i o n by the Arco proposal w i l l increase the 

recovery of the u l t i m a t e o i l i n t h i s f i e l d . U n i t i z a t i o n as 

proposed by Paul White w i l l increase i t even more and I might 

add, d o l l a r w i s e i t w i l l increase i t tremendously, the value of 

our product out t h e r e . I can't imagine not wanting to w a i t 

and buy t h e i r time. I f I had fou r gas w e l l s out there t h a t 

weren't being drained p r e s e n t l y I would produce them at the 

minimum r a t e and I wouldn't worry about whether the n a t i o n got 

energized or not, i t ' s j u s t p a r t of the ballgame. 
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CROSS EXAMINATION 

BY MR. RAMEY: 

Q Mr. White, you s t a t e d t h a t you thought t h a t the 

oper a t i n g costs would go from your three hundred plus t o about 

e i g h t hundred and I t h i n k the Cone people said i t would go t o 

about nine hundred. What i s going t o cause t h i s increase i n 

oper a t i n g costs, i s t h a t due t o the secondary recovery? 

A Yes, s i r , Joe, t o a c e r t a i n extent i t i s due t o 

secondary recovery plus overhead. Overhead rates t h a t are 

being d i s t r i b u t e d , p a r t i c u l a r l y major companies, not j u s t Arco 

and S h e l l , C o n t i n e n t a l and what have you, when you expand your 

o p e r a t i o n a l base which you have t o do p e r i o d i c a l l y and th a t ' s 

one reason they want t o u n i t i z e r i g h t quick. You have t o 

expand your o p e r a t i o n a l base t o take care o f your people and 

so you want t o increase overhead and i t increases the overhead 

i n a w a t e r f l o o d , p a r t i c u l a r l y of t h i s k i n d where you have dual 

i n j e c t o r s , you have an increase i n ope r a t i n g costs. You have 

an increase i n Christmas bonuses and p a y r o l l , compensation and 

si c k pay and I'm t e l l i n g you, there i s a l i s t t h a t long t h a t 

i s on the j o i n t b i l l i n g . I should have brought one of those, 

i t would have been a nice e x h i b i t t o show what goes i n t o t h e — 

and under our frame we don't, i f you are s i c k you are j u s t sic* 

you j u s t don't get p a i d . 

Q Could you give me a rough idea, you know, of what 

the o p e r a t i n g costs of your leases versus one of Arco's leases 
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i n the immediate area, do you have an idea? 

A Presently? 

Q Yes. 

A I would say p r e s e n t l y we are op e r a t i n g f o r , I believe 

i t ' s t h ree hundred and eighteen d o l l a r s per w e l l per month 

and I would say Arco probably more nearly approaches f i v e 

hundred d o l l a r s per month r i g h t now. You see, Arco adds over­

head t o t h e i r own s t u f f too and so w i t h the number of people 

in v o l v e d i n the operation i t i s n e c e s s a r i l y h i g h . I'm not 

saying, J oe—an independent should operate cheaper than a 

major company, i n f a i r n e s s t o the major company, an independent 

should operate cheaper. 

MR. RAMEY: Thank you. Any other questions of the 

witness? He may be excused. 

(THEREUPON, the witness was excused.) 

MR. RAMEY: Anything f u r t h e r , Mr. Kellahin? 

MR. KELLAHIN: That's a l l , Mr. Ramey. 

I would l i k e t o move the i n t r o d u c t i o n of my Cone 

e x h i b i t s and my Summit e x h i b i t s , please. 

MR. RAMEY: They w i l l be admitted. 

(THEREUPON, Cone E x h i b i t One and Summit 

Energy E x h i b i t s One through Six were 

admitted i n t o evidence.) 

MR. RAMEY: Mr. Hi n k l e , would you l i k e t o proceed, 

please? 
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BOB MALAISE 

c a l l e d as a witness, having been f i r s t duly sworn, was 

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

DIRECT EXAMINATION 

BY MR. HINKLE: 

Q State your name, your residence and by whom you are 

employed? 

A My name i s Bob Malaise, I'm employed by A t l a n t i c 

R i c h f i e l d and I l i v e i n Midland, Texas. 

Q What i s your p o s i t i o n w i t h A t l a n t i c R i c h f i e l d ? 

A I'm an operations engineer. 

Q You were one of the p r i n c i p a l witnesses i n the 

o r i g i n a l hearing before the Commission? 

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

Q And q u a l i f i e d as a petroleum engineer? 

A Yes, s i r . 

MR. HINKLE: Are h i s q u a l i f i c a t i o n s acceptable? 

MR. RAMEY: Yes, they are. 

Q (Mr. Hinkle continuing.) Have you prepared or has 

there been prepared under your d i r e c t i o n c e r t a i n e x h i b i t s f o r 

i n t r o d u c t i o n f o r t h i s hearing? 

A Yes, s i r , t here have. 

Q Those are the ones t h a t have been marked One through 
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E x h i b i t Seven? 

A Yes, s i r , they have. 

Q I hand you E x h i b i t Number One, Mr. Malaise, e x p l a i n 

what t h i s i s and what i t shows? 

A E x h i b i t One was prepared over the proposed u n i t i z e d 

area of the B l i n e b r y and the Drinkard and e s s e n t i a l l y what we 

have shown i s the f u l l development of the B l i n e b r y and the 

Drinkard and we have t h i r t y dual i n j e c t i o n w e l l s t h a t are 

dualed i n the B l i n e b r y and dualed i n the Drinkard formation 

and we have e i g h t on the east s i d e , e i g h t s i n g l e B l i n e b r y 

i n j e c t i o n w e l l s . Now i f one hundred percent of the t r a c t s 

came i n t o the u n i t boundary as we have proposed, t h i s would be 

an e s t i m a t i o n of what we would consider the a r e a i sweep or the 

area a f f e c t e d by i n j e c t i o n and i t would assume t o have f u l l 

lease l i n e cooperation but the area t h a t i s colored blue i s 

the area t h a t would be a f f e c t e d by the i n j e c t i o n under the 

proposed operations. 

Q I n your o p i n i o n t h i s w i l l give an e f f e c t i v e sweep of 

the whole area? 

A Yes, s i r . 

Q Now r e f e r t o E x h i b i t Two? 

A B a s i c a l l y what E x h i b i t Two shows i s t h a t we made the 

assumption t h a t Tract 13, which i s the Cone-Eubank T r a c t , 

would not form any type of cooperative agreement and would 

stay out of the u n i t . The Tract 15, the Summit Tra c t , we 
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assumed here t h a t t h a t t r a c t would cooperate i n the u n i t and 

t h a t the i n j e c t i o n w e l l No. 30 would be converted as we have 

shown on our i n j e c t i o n plan a t t h i s time. 

The yellow areas are what we would consider would be 

areas t h a t would not be swept. 

Now l o o k i n g more c l o s e l y a t Tract 13 and then Tract 

15, I ' l l t r y t o e x p l a i n how we came up w i t h these areas. I f 

Cone d i d not cooperate and stayed out of the u n i t and d i d not 

i n j e c t i n t o e i t h e r one of the two i n j e c t i o n w e l l s t h a t we have 

proposed on the f i r s t p l a t , Well No. 48, u n i t w e l l s , and 

Well No. 50, then we would have t o back o f f of i n j e c t i o n . The 

u n i t would not be able t o convert those i n j e c t i o n w e l l s around 

t h a t t r a c t because we would be sweeping o i l t o t h a t t r a c t and 

we would not be g e t t i n g compensating i n j e c t i o n f o r i t , so what 

t h i s area shows i s those w e l l s numbered 34, 38, 46, 58, 64, 

and 62 would be the w e l l s t h a t we would have t o convert. Here 

again we would assume t h a t we would have lease l i n e o b j e c t i o n 

t o the east and t o the west of t h i s area. 

What I have done here i s had t h i s area converted i n 

E x h i b i t Two-A t o b a r r e l s o f secondary o i l . 

Did everyone get a copy of E x h i b i t Two-A? I t ' s a 

summation t a b u l a t i o n . 

Now I broke the t a b l e down i n t o an area around Tract 

13 and an area around Tract 15. Looking a t the Tract 13 area 

what I d i d was go back i n every lease t h a t was a f f e c t e d i n 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Page 124 

t h i s drainage area, or actually unswept area. I assumed or 

total e d the ultimate primary recovery as was projected by the 

Engineering Committee. To that number I applied a seven-tenths 

which was what we estimated the secondary recovery factor woulc 

be and t h i s would give me secondary reserves. At that time I 

put down on each t r a c t what the t o t a l number of acres were i n 

that t r a c t and then from the numbers i n these areas I was able 

to come up with a swept and unswept area i n terms of acres. 

Then proportioning each t r a c t , the amount that was unswept, to 

the t o t a l amount of acres i n that t r a c t and applying that to 

what that t o t a l secondary ought to be for the t r a c t , I came 

up with an unswept secondary reserve number. 

Now what I'm saying i s that around Tract 13 and i n ­

cluding Tract 13, the t o t a l area that would be unswept would 
Jcvoo 

be an equivalent to almost ten m i l l i o n barrels of secondary 

reserves or one point nine six six point nine m i l l i o n barrels 

i s the amount of secondary o i l that would not be swept, i n our 

estimation. Carrying i t one step further i n terms of Tract 

15, I ' l l say i t here that Tract 15 would be included i n the 

un i t and Summit Energy would convert t h e i r Unit Well No. 30 

under the current i n j e c t i o n plan. Well, there again we would 

have to back o f f Unit Well No. 26, 28, and 4 3 from the proposer 

i n j e c t i o n pattern. There again I went through the same proces: 

of coming up with areas that would not be swept because of 

backing o f f of i n j e c t i o n and for the Summit Energy Tract area 
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No. 15 we estimate there would be four hundred and eighteen 

thousand b a r r e l s of secondary reserves t h a t would not be swept 

by the f a c t t h a t we would have t o back i n j e c t i o n o f f t h a t 

t r a c t . 

The t o t a l amount o f secondary reserves t h a t would 

be l o s t , both t o the u n i t and both t o the u n i t operator i n 

t h i s area we would estimate t o be almost two p o i n t four m i l l i o r 

b a r r e l s of secondary reserves. 

Q Do you have any f u r t h e r comments? 

A No. 

Q Now r e f e r t o E x h i b i t Three and e x p l a i n what t h i s i s 

and what i t shows? 

A B a s i c a l l y what t h i s e x h i b i t shows, t o the best of 

the a b i l i t y we have and what records we had a v a i l a b l e , we made 

an estimate of the c u r r e n t s t a t u s of the casing programs t h a t 

were run i n the w e l l s w i t h i n t h i s u n i t boundary, the ones t h a t 

we had put f o r t h before the Commission i n the f i r s t hearing 

as proposed u n i t w e l l s and the green c i r c l e would i n d i c a t e thai 

the w ellbore or the m a j o r i t y of the wellbores i n these w e l l s 

would be f i v e and a h a l f inch casing. 

Q How many a l l together? 

A I b e l i e v e we have f i f t y - n i n e w e l l s t h a t have f i v e 

and a h a l f inch casing. There are seventeen w e l l s t h a t are 

i n d i c a t e d w i t h a red c i r c l e t h a t have seven inch casing and 

the p o i n t here being t h a t i f we are i n a p o s i t i o n t o look a t 
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dual p r o v i s i o n s w i t h i n these wellbores, i f we are going t o 

maintain u n i t operations as we put f o r t h before the Commission 

i n s i d e of f i v e and a h a l f inch casing, i t would be v i r t u a l l y 

impossible t o t r i p l e complete a wellbore and t h i s would be one 

of the t h i n g s we would have t o do i f we were going t o allow 

the Tubb gas zone t o be produced simultaneously w i t h the 

Bli n e b r y and the Drinkard w a t e r f l o o d . I t i s p h y s i c a l l y im­

possib l e t o get tu b i n g i n t o f i v e and a h a l f inch casing. They 

don't even make packers and other equipment f o r a t r i p l e 

completion w i t h i n t h a t k i n d o f a wellb o r e . 

We have said t h a t i n our engineering estimates we 

were l o o k i n g a t i n j e c t i n g p o s s i b l y a t a peak i n j e c t i o n r a t e 

of around f o u r hundred and f i f t y b a r r e l s a day i n t o the 

Bl i n e b r y and p o s s i b l y f o u r hundred b a r r e l s i n t o the Drinkard. 

I f we assume t h a t we reach these c o n d i t i o n s l a t e r on i n t o a 

u n i t o p e r a t i o n and assuming t h a t we were able t o produce 

roughly f i f t y percent of t h a t i n a producing w e l l we would be 

lo o k i n g a t or l i f t i n g i n the neighborhood of four hundred t o 

four hundred and f i f t y b a r r e l s of f l u i d a day. 

I f you go back and you look a t what size t u b i n g and 

what size pump you would need t o l i f t t h i s type of f l u i d i n 

a s i t u a t i o n where we would have a commingled zone of Bl i n e b r y 

Drinkard as we proposed, you would be l o o k i n g a t somewhere i n 

the neighborhood of a two and a quarter inch pump and two and 

seven-eighths inch t u b i n g t o l i f t t h a t four hundred b a r r e l s a 
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day so i t v i r t u a l l y e l i m i n a t e s running two s t r i n g s of t u b i n g 

i n t o f i v e and a h a l f inch casing, two and seven-eighths inch. 

One other problem you get i n t o , you can run smaller 

t u b i n g i n and we have run some c a l c u l a t i o n s t h a t show t h a t 

smaller t u b i n g , f o r instance, two and a s i x t e e n t h , a s p e c i a l 

t u b i n g , the rod size t h a t we could run w i t h i n the tub i n g 

s t r i n g s would be such t h a t the s t r e s s — t h e rods would be so 

small t h a t the st r e s s would not allow us t o l i f t four hundred 

b a r r e l s of f l u i d a day. So we s t a r t running i n t o a l l kinds 

of mechanical problems when we s t a r t t a l k i n g about t r i p l e 

and d u a l l y completed w e l l s and I t h i n k the Commission can see 

i n the case of the Tubb zone t h a t i f we were t r y i n g t o produce 

i t simultaneously w i t h the B l i n e b r y and Drinkard we would be 

l o o k i n g a t a t r i p l e l y completed w e l l and t o maintain the type 

of withdrawal rates which we f e e l are necessary t o operate a 

f l o o d of t h i s magnitude and produce a t the rates w i t h o u t 

sweeping o i l o f f our property once we h i t peak response t h a t 

we would be l o o k i n g a t at l e a s t two and seven-eighths inch 

t u b i n g i n the commingled wellbores. 

Q Now r e f e r t o E x h i b i t Number Four and e x p l a i n what 

t h i s i s and what i t shows? 

A E x h i b i t Four i s an economic analysis on the Blinebry 

and the Drinkard w a t e r f l o o d s . The pr e s e n t a t i o n shows before 

tax and a f t e r t a x e s t i m a t i o n of what we t h i n k the p r o f i t would 

be on these p r o j e c t s . Now before tax economics were presented 
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at the l a s t hearing. Since t h a t time we have gone back and 

i t was our testimony at t h a t time t h a t each company necessarily 

would go out and take t h e i r own p r o j e c t i o n s and apply t h e i r 

own tax p o s i t i o n t o i t . What we have done here i s gone one 

step f a r t h e r and shown a f t e r tax a s i t u a t i o n based upon a 

company t h a t would have a f o r t y - e i g h t percent equivalent tax 

r a t e and a ten percent investment c r e d i t and re-ran the 

economics a f t e r tax as w e l l as before. I t h i n k t h a t the 

before tax i s the same t h i n g t h a t we presented a t the f i r s t 

h earing. We ran a constant o i l p r i c e of t h i r t e e n d o l l a r s and 

e i g h t y - f o u r cents and a constant gas p r i c e of f i f t y - t h r e e cents 

per MCF and our t o t a l investment being twelve and a h a l f 

m i l l i o n d o l l a r s . There again we were l o o k i n g at a pay out of 

a l i t t l e over three years, about three and a t h i r d years, w i t h 

an expected l i f e on t h i s p r o j e c t of twenty-one years. 

Now the undiscounted present worth t h a t we show 

before tax and we presented a t the f i r s t hearing, was e i g h t y -

two p o i n t e i g h t m i l l i o n d o l l a r s . A f t e r tax would give us 

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

Q Any f u r t h e r comments? 

A No. 

Q Refer t o E x h i b i t Number Five and e x p l a i n what t h i s 

i s and what i t shows? 

A E x h i b i t Five i s an economic analysis on the Tract 13 

t h a t J. R. Cone operates and there again we have before and 
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a f t e r t a x c a l c u l a t i o n s and the before being the same c a l c u l a ­

t i o n s t h a t were shown a t the o r i g i n a l hearing and we have made 

three assumptions on Tract 13. The f i r s t assumption was the 

economics t h a t the Cone Tract would be subject t o i f he turned 

o v e r — j o i n e d the u n i t and turned over a l l f our wellbores as 

proposed i n the operating agreement. He would be lo o k i n g a t 

a phase one p a r t i c i p a t i o n of seven p o i n t one fou r percent and 

a phase two p a r t i c i p a t i o n of e i g h t p o i n t three seven percent, 

which would give him an undiscounted or an expected undiscounti 

present worth of about seven p o i n t f o u r m i l l i o n d o l l a r s before 

tax and three p o i n t nine m i l l i o n d o l l a r s a f t e r tax. 

Now the second assumption was i n the case of h i s 

No. 2 Well, the Eubanks 2, where we have the Tubb gas s i t u a ­

t i o n commingled w i t h the B l i n e b r y . We made the assumption 

t h a t Mr. Cone would go ahead and t u r n over three wellbores and 

keep the other w e l l out, a l l o w i n g the u n i t t o d r i l l a w e l l and 

the u n i t would c a r r y t h i s p a r t i c u l a r w e l l out of production 

and what I have done here i s run the same economics only I put 

two hundred and f i f t y - f o u r thousand d o l l a r s i n t o nontaxable 

revenue. I n other words, I have deducted t h i s o f f the top of 

the revenue t h a t has come i n from the Cone Tract u n t i l i t i s 

paid out. The reason f o r the two hundred and f i f t y - f o u r 

thousand d o l l a r s , two hundred thousand d o l l a r s was the penalty 

plus the recompletion cost i n the o l d wel l b o r e . The economics 

i n t h i s case, Mr. Cone would have an expected undiscounted 
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present worth of seven p o i n t one f i v e m i l l i o n d o l l a r s before 

t a x and roughly three p o i n t s i x s i x m i l l i o n d o l l a r s a f t e r t ax. 

And the t h i r d assumption was the worst case we could 

t h i n k o f . I f Mr. Cone wanted t o keep a l l f o u r wellbores out 

of the u n i t and produce h i s Tubb reserves and any Abo reserves 

t h a t he has underneath h i s t r a c t and he would be looking at 

paying a penalty f o u r times what he paid i n case two, which 

would be a l i t t l e over a m i l l i o n d o l l a r s . Applying t h i s there 

again t o h i s economics we would be l o o k i n g at an expected 

present worth of roughly s i x p o i n t f o u r m i l l i o n d o l l a r s before 

tax and two p o i n t nine m i l l i o n d o l l a r s a f t e r t ax. 

The only other t h i n g I would l i k e t o say or make i n 

terms of economics, Mr. Byers t e s t i f i e d t h i s morning t h a t the 

continued operations would recover roughly s i x m i l l i o n d o l l a r s 

or have a s i x m i l l i o n d o l l a r p r o f i t . I r e a l l y don't know what 

p r i c e s he used or how much Tubb gas was associated w i t h those 

p r i c e s and whether he took i n t o account t h a t he would be able 

t o produce h i s Tubb gas a f t e r the u n i t was formed, so I r e a l l y 

don't know what basis h i s economics were evaluated on. 

Q Now r e f e r t o E x h i b i t Number Six and e x p l a i n t h i s ? 

A E x h i b i t Number Six i s the economic analysis f o r the 

Summit T r a c t , Tract 15. 

Q Did you give out the wrong one? 

A Yes, I t h i n k I d i d . Four and Six are backwards. 

What has happened, Number Four was turned i n t o the Commission 
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as, or Summit was turned i n as E x h i b i t Four and I read Four 

o f f as the t o t a l u n i t economics i f you want t o c o r r e c t them 

and get them i n t o the record s t r a i g h t . The e x h i b i t s were 

passed out i n c o r r e c t l y . 

MR. RAMEY: Number Four i s the t o t a l of the u n i t ? 

A Number Four i s the t o t a l u n i t economics. Number 

Five i s the economics o f the Cone Tract and Number Six w i l l 

be the economics of the Summit Tra c t . 

(THEREUPON, a discussion was held o f f the record.) 

A Well, going w i t h Number Six as being the economics 

of the Summit Tract we show the Summit Tract t o have approxi­

mately, before t a x , of two p o i n t f i v e m i l l i o n d o l l a r s under 

u n i t operations and one p o i n t f o u r s i x m i l l i o n d o l l a r s a f t e r 

t a x , economics w i t h the u n i t o p e r a t i o n t o continue. 

Q (Mr. Hinkle continuing.) Now, Mr. Malaise, r e f e r 

t o E x h i b i t Number Seven and e x p l a i n t h i s ? 

A E x h i b i t Seven was b a s i c a l l y touched on at the l a s t 

hearing. The E x h i b i t Seven shows the c u r r e n t status of Tubb 

product i o n i n t h i s f i e l d . There are e i g h t Tubb w e l l s t h a t are 

c u r r e n t l y producing. 

E x h i b i t Seven shows the p r o r a t i o n u n i t s t h a t are 

assigned t o these e i g h t producing Tubb w e l l s . We have the 

Moran Owen No. 1 as producing from the Tubb. 

Q Where i s t h a t located? 

A That i s loc a t e d i n Section 14 i n the northwest 
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quar t e r and i s shown on the p l a t as a s t a r w i t h c u r r e n t gas 

production f o r the month of J u l y of 1977. I t i s shown as 

ten p o i n t three m i l l i o n f o r the month and a l l of these f i g u r e s 

w i l l be f o r the month. 

The Cone immediately south, the Cone T r a c t , one 

hundred and s i x t y acres, has the Eubanks No. 2 which i s 

c u r r e n t l y producing from the Tubb. 

South of t h a t T ract the Getty has t h e i r Williamson 

No. 2 which i s producing from the Tubb and south of t h a t Tract 

S h e l l operates the Sarkeys No. 2 from the Tubb. 

Going back t o Section 14 Gulf has the Keenum No. 2 

t h a t i s c u r r e n t l y producing from the Tubb. 

Q Where i s i t located? 

A That i s i n Section 14. That i s the hundred and 

s i x t y acres t h a t i s i n the east h a l f and i t would be the west 

h a l f of the east h a l f . 

South of t h a t t r a c t A t l a n t i c R i c h f i e l d operates the 

Borden No. 1 i n the Tubb. South of t h a t t r a c t A t l a n t i c 

R i c h f i e l d w i l l operate the Sarkeys No. 5 i n the Tubb. 

There i s one other a d d i t i o n a l Tubb w e l l . I t i s i n 

Section 14 and operated by C o n t i n e n t a l . I t ' s the Lockhart 

B-14 No. 2 which i s i n the east h a l f of t h a t s e c t i o n and i t 

i s a hundred and s i x t y acre p r o r a t i o n u n i t . 

I would l i k e t o elaborate on the c o n d i t i o n of these 

w e l l s . We have three w e l l s r a t h e r than two t h a t do not have 
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a l t e r n a t e w ellbores. The Moran Owen No. 1 does not have an 

a l t e r n a t e w e l l b o r e . The Eubanks No. 2, Cone's Eubanks No. 2 

does not have an a l t e r n a t e w ellbore and the Getty's Williamson 

No. 2 does not have an a l t e r n a t e wellbore. There was some 

mention t o the f a c t t h a t Mr. Cone was i n a p o s i t i o n t h a t 

n e g o t i a t i o n s have not been complete on. I would l i k e t o p o i n t 

out t h a t the other f i v e wellbores i n the Tubb t h a t do have 

a l t e r n a t e w ellbores, these people w i l l be r e q u i r e d t o pay f o r 

the recompletion t o t h a t other w e l l . So there are costs t h a t 

are going t o be in v o l v e d and are going t o be i n f l i c t e d on thes 

people. 

I might p o i n t out too t h a t the Moran w e l l , t h e i r 

Owen No. 1, i s roughly the same amount or probably h a l f as 

much remain, Tubb reserves, as the Cone w e l l does and they 

are a p a r t y t o the agreement. I n f a c t , the only t r a c t t h a t 

i s producing from the Tubb t h a t has not agreed t o the u n i t 

i s the J. R. Cone Tract. 

Q Any f u r t h e r comments? 

A No. 

(THEREUPON, a discussion was held 

o f f the record.) 

Q (Mr. Hinkle continuing.) Now r e f e r t o what has been 

marked as E x h i b i t Number Nine, e x p l a i n what t h i s i s and what 

i t shows? 

A Well, we have made mention i n previous testimony 
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today but there i s another Drinkard f l o o d i n the area and we 

recognize t h a t the Central Drinkard Flood i s roughly two miles 

t o the southwest of the proposed B l i n e b r y and Drinkard water-

f l o o d . What I have here i s a schematic of the Central Drinkarc 

U n i t area. I have shown, there again i t i s on a f i v e - s p o t 

p a t t e r n , e i g h t y acre f i v e - s p o t , t h a t i s s i m i l a r t o what 

A t l a n t i c R i c h f i e l d i s proposing as a p a t t e r n i n the B l i n e b r y -

Drinkard U n i t . We see two f i v e - s p o t s t h a t are shaded. One of 

the f i v e - s p o t s has a producing w e l l , No. 116, i n the center of 

the f i v e - s p o t and the other f i v e - s p o t has a producing w e l l , 

No. 124. 

These were the f i r s t two complete f i v e - s p o t s t h a t 

were e s t a b l i s h e d i n t h i s p a r t i c u l a r u n i t . The t o t a l p r o j e c t 

was not put i n i n an e n t i r e t y , i t was put i n as a p i l o t . The 

p i l o t began i n l a t e 1967. The p i l o t , as I s a i d , encompasses 

these two f i v e - s p o t s . The expansion i n t o the area t h a t Mr. 

Byers t e s t i f i e d t o t h i s morning, i n 1972, i s shown as f i v e -

spots t h a t are not shaded i n and here we see p o s s i b l y nine 

complete f i v e spots i s a l l we are l o o k i n g a t w i t h i n the u n i t 

boundary, plus the two p i l o t areas. 

I f you w i l l look around the boundary of the u n i t , 

the f i v e - s p o t s have not completed and there are as many f i v e -

spots uncompleted as there are w i t h i n t h i s u n i t . So what 

I'm saying, t h a t the m a j o r i t y of the Drinkard has r e a l l y not 

been flooded a t t h i s date. One reason t h a t they have had a 
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delay i n the expansion i s , i t was pointed out to t h i s morning, 

and i n more d e t a i l was that the gas cap or gas zone i n the 

Drinkard was developed by o f f s e t operators to t h i s u n i t and 

consequently the t o t a l expansion of the u n i t was not complete. 

They met the o f f s e t obligations by going i n and d r i l l i n g , the 

Central Drinkard Unit d r i l l e d u n i t wells to the gas zone and 

produced those independent of the waterflood. 

One point I would l i k e to make here i s that these 

wells on the edge of the boundary of t h i s project are completec 

i n the gas zone. This gas zone has seen no adverse effects 

from the waterflood that I can t e l l . In f a c t , the Central 

Drinkard Unit has gone i n and I cannot quote the number, i t ' s 

four to six wells that have been d r i l l e d w i t h i n the area that 

has been subject to waterflood w i t h i n the enclosed five-spot 

areas I show on t h i s p l a t and have completed gas wells i n 

t h i s area i n the gas zone and they have shown no effects of 

any water from the waterflood i n the o i l zone and I agree with 

the testimony that was presented t h i s morning that the Drinkarc 

zone i s continuous. I t i s the same type of l i t h o l o g y , we can 

map i t across two miles and we see the same type of zone, so 

I would think w i t h i n our area the problem of getting water up 

i n the gas zone, or w i t h i n the Drinkard, has already been sub­

stantiated by Gulf that they have had no adverse effects w i t h i i 

t h i s p a r t i c u l a r u n i t and I can see no reason why we would have 

any effects i n a properly controlled waterflood ourselves. 
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I f you take a look a t the area which I consider has 

a c t u a l l y been flooded, would be the two f i v e - s p o t s t h a t we 

show as producing w e l l s 116 and 124. These have been i n since 

1967 and I took those and d i d a f u r t h e r a n alysis on those and 

the next three e x h i b i t s , I t h i n k we w i l l have t o hand out t o 

go i n t o a l i t t l e more d e t a i l . 

Q This i s Ten? 

A This i s Number Ten, yes, s i r . 

MR. RAMEY: Let's take a break. 

(THEREUPON, the hearing was i n recess.) 

MR. RAMEY: The hearing w i l l come t o order. 

Q (Mr. Hinkle continuing.) Mr. Malaise, r e f e r t o 

E x h i b i t s Ten, Eleven, and Twelve and e x p l a i n these? 

A Well, Ten and Eleven f o l l o w up on the two p i l o t 

f i v e - s p o t s . What I d i d was have the monthly production of a l l 

i n water f o r these two f i v e - s p o t s p l o t t e d up on a monthly 

basis since 1965 and these are f o r Wells No. 116 and No. 124 

which were the p i l o t producing w e l l s . The i n j e c t i o n s t a r t e d 

on 9-67 i n these two, around these two w e l l s , and completed 

f i v e - s p o t s . 

The s o l i d l i n e represents the o i l f o r both w e l l s , 

the monthly p r o d u c t i o n , and the d o t t e d l i n e represents the 

t o t a l monthly water production. From these curves I extrapo­

l a t e d what I consider the remaining secondary reserves or 

remaining reserves f o r these w e l l s from December of 1977 and 
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I ' l l get i n t o t h a t i n E x h i b i t Twelve, but e s s e n t i a l l y Ten and 

Eleven are j u s t a graphic summary of the production since 

water i n j e c t i o n i n Wells No. 116 and 124. 

E x h i b i t Number Twelve i s a performance analysis of 

these two f i v e - s p o t s and remember again t h a t both f i v e - s p o t s 

have been i n j e c t i n g f o r approximately ten years. The f i v e -

spot number one, what I c a l l the f i v e - s p o t number one, i s 

around Well No. 116 and there I took the f o u r i n j e c t i o n w e l l s 

around t h a t producing w e l l , Nos. 109, 115, 117, and 123 and 

f o r each i n j e c t i o n w e l l around i t I put what the cumulative 

primary production had been f o r these four w e l l s and I d i v i d e d 

t h i s by f o u r which would be e s s e n t i a l l y the amount of reserves 

t h a t each w e l l would be c o n t r i b u t i n g t o the p o t e n t i a l secondary 

recovery f o r t h a t e i g h t y acre f i v e - s p o t . And i n the case of 

the number one I also added the t o t a l primary production from 

Well No. 116 which gave t h i s f u l l e i g h t y acre f i v e - s p o t a t o t a ] 

primary recovery of two hundred and eighty-seven p o i n t e i g h t 

thousand b a r r e l s of o i l . These are b a r r e l s of o i l i n a tank 

and as primary p r o d u c t i o n . 

The t o t a l secondary production from the curve on the 

116 and from the production records show t h a t the 116 has 

recovered a hundred and seventy-eight thousand b a r r e l s of o i l . 

From the curve I p r o j e c t the t o t a l remaining secondary reserves 

of t h i s w e l l t o be approximately one hundred and twenty-four 

p o i n t seven thousand b a r r e l s of o i l , which would give an u l t i m ; 
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primary t o t h a t p a r t i c u l a r w e l l of three hundred and two p o i n t 

seven thousand b a r r e l s of o i l . This i s using the economic 

l i m i t of approximately three b a r r e l s of o i l per day from our 

p r o j e c t i o n . 

This would give me an estimated secondary-primary 

r a t i o f o r t h a t 116 of p o i n t seven e i g h t t o one. I went through 

the same type of a n a l y s i s f o r Well No. 124 and there I got an 

estimated f u l l primary recovery f o r the f i v e - s p o t of three 

hundred and e i g h t y - s i x p o i n t one thousand b a r r e l s of o i l and 

a p r o j e c t e d u l t i m a t e secondary of a hundred and e i g h t y - s i x 

p o i n t two thousand b a r r e l s which would give a secondary t o 

primary r a t i o of p o i n t four e i g h t two t o one. I f I combine 

these two f i v e - s p o t s I w i l l get an estimated secondary t o 

primary r a t i o f o r both f i v e - s p o t s of p o i n t s i x three two t o 

one which i s a reasonable e s t i m a t i o n of what the Drinkard 

formation or how the Central Drinkard U n i t would perform. 

I don't f e e l i n my mind t h a t these other f i v e - s p o t s 

have been i n j e c t e d long enough t o p r o j e c t what t h e i r u l t i m a t e 

recovery would be and put i t on a r a t i o but the two t h a t have 

been i n j e c t e d on a f u l l f i v e - s p o t p a t t e r n estimate i n my mind 

t h a t we would recover almost p o i n t s i x f o u r t o one, which i s 

not too f a r removed from what Arco i s e s t i m a t i n g i n t h e i r 

Drinkard p o r t i o n of t h e i r secondary p r o j e c t . I might add one 

other t h i n g t h a t t o the n o r t h and t o the east of both of these 

f i v e - s p o t s we do not have back up, adequate back up, looking 
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at the p l a t , so I don't t h i n k our p r o j e c t i o n s from a r e s e r v o i r 

standpoint would be too f a r out of l i n e , p o i n t seven t o one, 

based on t h i s a n a l y s i s . 

Q Now i s A t l a n t i c R i c h f i e l d a p a r t y t o t h i s Central 

Drinkard Unit? 

A We have an i n t e r e s t of approximately seven percent. 

Q And you have access t o a l l of t h e i r i n f o r m a t i o n and 

from t h i s i n f o r m a t i o n these e x h i b i t s have been compiled? 

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

Q Now r e f e r t o E x h i b i t Number Th i r t e e n and e x p l a i n 

what t h i s shows? 

A E x h i b i t T h i r t e e n i s what I c a l l a s e n s i t i v i t y 

a n a l y s i s of secondary t o primary r a t i o and how i t a f f e c t s the 

t o t a l u n i t economics. On the l e f t - h a n d side of t h i s p a r t i c u l a i 

graph I have p l o t t e d a f t e r tax undiscounted present worth i n 

m i l l i o n s of d o l l a r s . On the bottom i s estimated secondary t o 

primary r a t i o f o r the East B l i n e b r y and East Drinkard U n i t . 

What I'm saying here by t h i s graph, t h i s d o t t e d l i n e I have 

shown i s i f we were t o perform as we expect and get a p o i n t 

seven t o one secondary t o primary r a t i o we would r e a l i z e an 

a f t e r tax p r o f i t of around f o r t y - e i g h t p o i n t f i v e m i l l i o n 

d o l l a r s . This i s what our economics i n a previous e x h i b i t 

r e f l e c t e d . I f you go down t o your break even p o i n t , which 

would be zero present worth a f t e r t a x , a zero, you could go 

down as low as approximately p o i n t three three secondary t o 
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primary r a t i o and s t i l l have a break even s i t u a t i o n i n t h i s 

u n i t . 

What I t r i e d t o show here i s the s e n s i t i v i t y i f our 

p o i n t seven t o one i s lower than we p r o j e c t e d how low we could 

go. We've shown here t h a t the Central Drinkard U n i t on the 

p i l o t has shown a p o s s i b i l i t y of recovering a p o i n t s i x three 

two so I don't t h i n k t h a t our economics—I t h i n k we have some 

down-side p o t e n t i a l and s t i l l make a p r o f i t on t h i s p r o j e c t . 

Also there i s a p o s s i b i l i t y t h a t we would have some up-side 

p o t e n t i a l and be able t o recover more than seven-tenths t o one 

and the p r o f i t could be s u b s t a n t i a l l y higher than f o r t y - e i g h t 

m i l l i o n d o l l a r s . 

Q Do you have anything f u r t h e r ? 

A There were a few comments I would l i k e t o make i n 

regard t o some of the testimony, i f the Commission w i l l allow 

me, t h a t have already been made today. 

One of those comments i s , I would l i k e t o t a l k about 

the Cone Eubanks No. 2. I b e l i e v e i t has been entered i n the 

testimony t h a t t h i s w e l l i s a commingled w e l l i n the Bl i n e b r y 

and the Drinkard. We have also heard testimony t h a t the Bline) 

gas i s being a l l o c a t e d i n a commingled s i t u a t i o n . S i x t y - e i g h t 

percent i s being a l l o c a t e d t o the B l i n e b r y and I be l i e v e f o r t y ' 

two percent of the gas i s t o the Tubb. I f I am c o r r e c t , these 

a l l o c a t i o n s were made on two t e s t s t h a t were submitted t o 

the Commission a t the hearing t h a t J. R. Cone requested a 
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commingled order be issued. One of the t e s t s on the Blinebry 

o i l was taken before i t was shut i n . I b e l i e v e the shut i n 

date on the B l i n e b r y was January l s t of 1972 and i t was shut 

i n because i t appeared i n testimony i t was a high r a t i o o i l 

w e l l and acreage t o t h i s w e l l was dedicated t o another w e l l 

i n t h a t one hundred and s i x t y acre t r a c t . The t e s t t h a t was 

submitted f o r t h i s a l l o c a t i o n when there appeared t o be a 

leak i n the t u b i n g was based on a t e s t taken i n October 21st, 

1971, f o r the B l i n e b r y . 

The Tubb t e s t and t h a t t e s t was twelve b a r r e l s of 

o i l and three hundred and eighty-two MCF of gas i n the 

B l i n e b r y . There again t h a t t e s t was taken i n 1971. The t e s t 

t h a t was submitted f o r the Tubb was i n June 21st, 1976, and i t 

was f i v e b a r r e l s of o i l f o r the Tubb and two hundred and eighty 

MCF of gas f o r the Tubb and t h i s was the basis of the f i f t y -

e i g h t percent gas and f o r t y - t w o percent f o r the Bl i n e b r y and 

f o r t y - t w o percent f o r the Tubb. 

There was another t e s t t h a t was taken on t h a t w e l l 

but I do not b e l i e v e i t was used i n coming up w i t h t h i s com­

mingled a l l o c a t i o n . 

At the same hearing Mr. Byers t e s t i f i e d t h a t the 

Tubb a t t h a t time, the t e s t a t t h a t time, a pressure t e s t , 

t h a t they f e l t was reasonable i n the Tubb p r i o r to having a 

leak i n the t u b i n g was taken i n August of 1975 and a t t h a t 

time we had f o u r hundred and n i n e t y pounds or n i n e t y pounds 
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w e l l s could be d r i l l e d under the operating agreement. Along 

t h a t same l i n e , they would also have t o be approved by the 

Commission, both as t o the l o c a t i o n and the f a c t t h a t they 

could be j u s t i f i e d . 

One other t h i n g along t h i s same l i n e , when we t a l k 

about the w e l l s , the l a s t p r o j e c t i o n was made e a r l y i n 1976 

and t h a t we had roughly seven b i l l i o n cubic f e e t i n both the 

Tubb combined w i t h the B l i n e b r y and the Drinkard gas formations 

Since t h a t time some of t h i s gas has been produced. The calcu­

l a t i o n s or the r a t e p r o j e c t i o n s a t t h a t time i n d i c a t e d and t h i s 

i s back i n the f i r s t p a r t of '76, t h a t e i g h t y percent of t h i s 

gas cap or gas zone i n the B l i n e b r y and the Drinkard could be 

produced w i t h i n a four-year p e r i o d . Well, i f we go back and 

i f we look a t t h i s time a t p u t t i n g i n a u n i t , assuming t h a t 

i t could be approved w i t h i n three or four months, another 

eighteen month p e r i o d before we s t a r t e d i n j e c t i o n , p o s s i b l y 

another year before we see any response, e i g h t y percent of 

t h i s gas i s going t o be produced and we are back i n the same 

s i t u a t i o n of t r y i n g t o put water i n t o the gas zone i t s e l f or 

the gas cap, you are s t i l l going t o be faced w i t h a s i t u a t i o n 

of having t o go i n and f l o o d the o i l column and I don't t h i n k 

t h a t we r e a l l y have jeopardized the gas reserves t h a t remain 

a t t h a t time s u b s t a n t i a l l y , both i n the B l i n e b r y and the 

Drinkard gas zones as opposed t o going ahead and producing 
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those and d e l a y i n g the w a t e r f l o o d . 

The only other t h i n g , as f a r as n e g o t i a t i o n s , I have 

not been connected w i t h the n e g o t i a t i o n s on t h i s u n i t from the 

very beginning. I have spent approximately, as I t e s t i f i e d a t 

the l a s t hearing, a l i t t l e over two years and i n t h a t two-year 

p e r i o d have had several occasions t o go back and review past 

correspondence and t h i n g s t h a t have happened w i t h i n the u n i t 

o p e r a t i o n . The n e g o t i a t i o n s have l a s t e d i n excess of ten 

years. I t has not been a couple of months or j u s t since 

s t a t u t o r y u n i t i z a t i o n took place t h a t we have f e l t l i k e t h a t 

we had a u n i t . I t has been long, i t has been hard, and I 

f e e l l i k e the eighty-seven percent approval has taken ten 

years t o come by. I f e e l a t t h i s time, and t h i s i s my op i n i o n 

only, t h a t i f the u n i t was denied a t t h i s time t h a t i t would 

be very d i f f i c u l t t o d u p l i c a t e t h i s eighty-seven percent again 

Q I b e l i e v e Mr. Todd t e s t i f i e d t h a t d u r i n g the l a t t e r 

n e g o t i a t i n g p e r i o d they weren't given an o p p o r t u n i t y t o r e a l l y 

n e g o t i a t e anything, i s there anything t o that? 

A Well, r e a l l y the n e g o t i a t i o n s on t h i s u n i t have the 

l a s t three years been the most serious n e g o t i a t i o n s , I would 

say, and duri n g t h a t p e r i o d there have probably been i n excess 

of ten working i n t e r e s t owners' meetings and as we t e s t i f i e d , 

I b e l i e v e a t the f i r s t hearing, there have probably been i n 

excess of t w e n t y - f i v e formulas t h a t have been proposed a t one 

time or another w i t h Texaco proposing several of these. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Page 145 

Q Do you have anything f u r t h e r ? 

A No. 

MR. HINKLE: That's a l l on d i r e c t . 

MR. RAMEY: Any questions? 

CROSS EXAMINATION 

BY MR. KELLAHIN: 

Q Mr. Malaise, l e t me ask you some questions w i t h 

regards t o E x h i b i t s One, Two, and Two-A. 

With regard t o E x h i b i t Number One, the sweep e f f i ­

ciency i n d i c a t e d on t h i s p l a t i s the seventy percent f a c t o r 

t h a t you have been using? 

A Yes, s i r , t h i s i s the area t h a t would be contacted 

by the f l o o d , t h a t ' s r i g h t . 

Q Assuming the seventy percent e f f i c i e n c y , what i s 

your estimate of the a d d i t i o n a l recoverable reserves w i t h the 

i n c l u s i o n of Tracts 15 and 13? 

A Well, are you asking me what are the secondary r e ­

serves t h a t are associated w i t h Tracts 13 and 15? 

Q No, the t o t a l u n i t recoverable reserves, i n c l u d i n g 

Tracts 15 and 13 f o r the t o t a l u n i t ? 

A We t e s t i f i e d a t the l a s t hearing t h a t i t was some­

t h i n g l i k e nine p o i n t e i g h t m i l l i o n b a r r e l s p l u s . 

Q Your testimony today has not changed or a l t e r e d t h a t 

f i g u r e ? 

A No. 
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Q Let's look a t E x h i b i t Number Two. Let's assume f o r 

the sake o f the question t h a t t h i s i s your success r a t i o w i t h 

Tracts 13 and 15 excluded, what are your recoverable reserves, 

assuming t h a t E x h i b i t Number Two i s what i n f a c t happens? 

A I t h i n k what you have t o do i s take roughly the two 

p o i n t f o u r m i l l i o n b a r r e l s we say won't be swept and su b t r a c t 

i t from the nine p o i n t e i g h t m i l l i o n b a r r e l s . 

Q A l l r i g h t , we've got unswept b a r r e l s of two p o i n t 

f o u r , you said? 

A Yes, s i r . I b e l i e v e t h a t i s what E x h i b i t Two-A 

shows. 

Q Okay. And assuming t h a t your e f f i c i e n c y under 

E x h i b i t Number Two, w i t h the exclusions of Tracts 13 and 15, 

the u n i t w i l l recover seven p o i n t f o u r m i l l i o n b a r r e l s , r i g h t ? 

A Right. 

Q Su b t r a c t i n g two p o i n t f o u r from nine p o i n t eight? 

What i s the expected undiscounted present worth of t h a t 

f i g u r e , seven p o i n t four m i l l i o n b a r r e l s ? 

A Well, you could r a t i o i t o u t , the a f t e r t a x , I 

be l i e v e we s a i d , was f o r t y - e i g h t p o i n t three m i l l i o n d o l l a r s 

t o the u n i t and i f you take a r a t i o of two p o i n t f o u r , d i v i d e d 

by the nine p o i n t e i g h t and app l i e d i t t o i t I t h i n k t h a t 

would be reasonable. 

Q W i l l you do t h a t c a l c u l a t i o n f o r me and give me the 

f i g u r e ? 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Page 112 

(THEREUPON, the witness complies.) 

A I f I have c a l c u l a t e d r i g h t , i t ought t o be roughly 

t h i r t y - s i x f o u r would be what the present worth would be f o r 

the amount of recovered reserves shown i n the blue area. 

Q (Mr. K e l l a h i n continuing.) Okay. That i s t h i r t y -

s i x p o i n t four m i l l i o n , i s t h a t c o r r e c t ? 

A A f t e r t a x , r i g h t , undiscounted. 

Q And what i s your undiscounted present worth a f t e r ta> 

based upon the recovery of nine p o i n t e i g h t m i l l i o n b a r r e l s ? 

A Well, i t was f o r t y - e i g h t p o i n t t h r e e . 

Q A l l r i g h t . I f I understand you c o r r e c t l y , then w i t h 

the i n c l u s i o n s of Tracts 13 and 15 we have an undiscounted 

present net worth a f t e r taxes of f o r t y - e i g h t p o i n t three 

m i l l i o n and t h a t i f those t r a c t s are excluded the u n i t w i l l 

s t i l l r e a l i z e t h i r t y - s i x p o i n t f o u r m i l l i o n d o l l a r s , i s t h a t 

c o r r e c t ? 

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

Q I n your o p i n i o n does t h a t not represent a reasonable 

p r o f i t t o the u n i t ? 

A Well, t h a t w i l l represent a reasonable p r o f i t but 

here again I don't t h i n k we are l o o k i n g a t the recovery of a l l 

of the reserves. 

Q Well, t h a t wasn't my questio n , Mr. Malaise. My 

question was simply d i r e c t e d t o the f a c t of whether or not 

t h a t represented a reasonable p r o f i t ? 
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A That would represent a reasonable p r o f i t . 

Q Now l e t ' s look a t E x h i b i t Number Two. Why have you 

chosen not t o place the f o l l o w i n g w e l l s under i n j e c t i o n : 

Numbers 26, u n i t w e l l No. 28, and u n i t w e l l No. 42? 

A I t h i n k i f you w i l l look at E x h i b i t One I t h i n k I 

can e x p l a i n i t most c l e a r l y on t h a t e x h i b i t . I f you take a 

look a t t h a t Summit t r a c t , Summit would be converting i n j e c t i o r 

Well No. 30 and A t l a n t i c R i c h f i e l d as operator of the u n i t 

would be co n v e r t i n g 26, 28, 32, 40, and 42. We would be con­

v e r t i n g f i v e i n j e c t i o n w e l l s t o t h e i r one and i t ' s obvious 

from l o o k i n g a t the diagram t h a t more o i l would be swept t o 

the Summit t r a c t than the Summit t r a c t would sweep t o the 

t o t a l u n i t , t h e r e f o r e , we would have to back o f f i n j e c t i o n and 

lease three of these w e l l s t o maintain e q u i t y f o r the u n i t . 

Q So i t i s your testimony t h a t you would back o f f and 

not i n j e c t i n t o 26, 28 and 42 wells? 

A Yes. 

Q How many open f i v e - s p o t s , using E x h i b i t Number One, 

how many open f i v e - s p o t s i n your i n j e c t i o n p a t t e r n would you 

have under t h a t proposed plan of i n j e c t i o n ? 

A Along the east boundary? 

Q Along a l l o f the boundaries. 

A Along the n o r t h and northeast and south you would 

have seven, assuming t h a t you could not get lease l i n e i n ­

j e c t i o n agreements. 
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Q Northeast and south would leave me seven open f i v e -

spots, along the west how many open f i v e spots? 

A I'm sorry, the northwest and south, along the e a s t — 

I think what you have to look at there, I wouldn't consider 

those p a r t i c u l a r five-spots to be open. In other words, the 

reservoir on the u n i t boundary terminated, there i s no perme­

a b i l i t y , there i s no porosity and essentially you have a 

trapped or void space and r e a l l y there would be no way to get 

i n j e c t i o n i n t o that boundary. 

Q Now l e t ' s go to Exhibit Number Two and assuming the 

exclusions of Tracts 13 and 15, how many open five-spots do 

you have i n your i n j e c t i o n patterns? 

A Well, that's what I gave you awhile ago, excluding 

13 and 15. Okay, 13 and 15, you would eliminate two patterns 

on the west side and on the east s i d e — you would possibly 

have two on the east side that would not be closed. 

Q Okay, so i t increases the open five-spots from seven 

to eleven, i s that right? 

A That i s correct. 

Q How come i n the preparation of Exhibit Number Two 

you didn't include the unswept area that would be represented 

by the open five-spot along the north, south, and east boundard 

of the unit? 

A I would say l i k e when I made my testimony that we 

would have i n j e c t i o n , o f f s e t i n j e c t i o n wells i n that area 
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agreement. 

Q A l l r i g h t , l e t ' s make the assumption t h a t you have a 

cooperative agreement w i t h J. R. Cone on Tract 13, what's 

t h a t going t o do t o y o u r — 

A Well, t h a t would enclose t h a t area, we would be able 

t o o f f s e t i t . 

Q A l l r i g h t . 

A I n other words, t h i s area r i g h t here t h a t i s colored 

yellow you would not have, you would have i t swept. 

Q And t h a t same p r o p o s i t i o n w i l l apply t r u l y t o Tract 

Number 15 i f Summit agrees? 

A No. 

Q That does not hold true? 

A No, I can't agree w i t h t h a t because of the symmetry 

of t h a t p a r t i c u l a r t r a c t . I don't see how e q u i t y can be 

maintained on a hundred and e i g h t y acre t r a c t . We would have 

t o back o f f of i n j e c t i o n there i f he converted the one i n ­

j e c t i o n w e l l and simply paying f o r a d d i t i o n a l conversion costs 

would not o f f s e t the amount of o i l t h a t would be swept by t h a t 

t r a c t over and above what we would have i f a l l f i v e i n j e c t i o n 

w e l l s were converted. 

Q Do you c u r r e n t l y have lease l i n e agreements w i t h 

the o f f s e t t i n g operators n o r t h , south, and west of the proposer 

u n i t ? 

A No, we do not. 
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Q A l l r i g h t . Let me r e f e r you t o E x h i b i t Number Five. 

I f I understand your testimony c o r r e c t l y on E x h i b i t Number 

Five, Mr. Malaise, the d i f f e r e n c e i n i n f o r m a t i o n contained 

under Items One, Two and Three v a r i e s , depending upon the 

number of w e l l s t o be c a r r i e d by the u n i t ? 

A B a s i c a l l y t h a t i s c o r r e c t . 

Q Let's compare One and Three, the d i f f e r e n c e between 

One and Three i s simply an i n d i c a t i o n of the economic impact 

on the Cone Tract t h a t t h i s two hundred thousand d o l l a r f a c t o r 

w i l l have on t h a t t r a c t ? 

A That's c o r r e c t . What I'm saying i n the t h i r d case 

i s t h a t i f Mr. Cone decided t h a t he had enough Tubb and enough 

Abo reserves t h a t he wanted t o keep those wellbores t o produce 

those w e l l s , he could s t i l l make a si z a b l e p r o f i t by keeping 

those out and paying a wellbore penalty on a l l four w e l l s and 

have the u n i t d r i l l f o ur more w e l l s and the u n i t c a rry a l l 

four w e l l s out of production. 

Q And on the other hand, Mr. Malaise, we could simply 

e l i m i n a t e the two hundred thousand d o l l a r f a c t o r and the u n i t 

i t s e l f would s t i l l r e a l i z e a reasonable p r o f i t , would i t not? 

A Well, there again you are l o o k i n g at maintaining an 

e q u i t y f o r people who have already negotiated and been through 

the same t h i n g Mr. Cone has and i t wouldn't be reasonable t o 

assume t h a t you would t r e a t one p a r t y any d i f f e r e n t than you 

would other p a r t i e s t o the operating agreement. 
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Q Well, i t ' s apples and oranges, i s n ' t i t , Mr. Malaise, 

those people have made i n t e l l i g e n t conscious choices t o 

p a r t i c i p a t e i n the u n i t and Mr. Cone has made the same consciou 

choice not t o p a r t i c i p a t e , you know, I f a i l t o see the compari­

son. Let me ask you w i t h regards t o E x h i b i t Number Seven, you 

i d e n t i f i e d on E x h i b i t Number Seven the p a r t i c u l a r w e l l s t h a t 

produced from the Tubb? 

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

Q I s there any o f f s e t production of Tubb on the west 

of the proposed u n i t ? 

A I do not have t h a t data w i t h me, there po s s i b l y 

could, I would not expect there would be. 

Q So you would expect Tubb production on the west? 

A I expect Tubb production on the west. 

Q A l l r i g h t . I f the u n i t takes i n Tract 13 what i s 

to preclude the Tubb production from being drained o f f the 

lease? 

A I see no reason, there are a l t e r n a t i v e s a v a i l a b l e t o 

Mr. Cone t o continue t o produce h i s Tubb gas i n the Eubanks 

No. 2 or any other wellbore he has on h i s t r a c t . 

Q Subject t o payment of the penalty? 

A He s t i l l has an economic choice. 

Q You haven't examined the o f f s e t Tubb production on 

the west of the u n i t I take i t ? 

A No, I haven't. I would not expect the Tubb produc-
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t i o n on the west t o be any d i f f e r e n t than what we have on any 

u n i t boundary from l o o k i n g a t the p r o r a t i o n schedules as f a r 

as marginal versus nonmarginal w e l l s though. 

Q Would you look at E x h i b i t Two-A again f o r me, please 

I want t o c l a r i f y something on here. Your e x h i b i t s i n d i c a t e d 

as a u n i t area a f f e c t e d by the e l i m i n a t i o n of Tracts 13 and 

15, why have you included i n the l a s t column of t h a t e x h i b i t 

the Tract 13, the e i g h t hundred and twenty p o i n t f i v e m i l l i o n 

f i g u r e ? 

A Well, what I'm saying here i s t h a t i f Mr. Cone 

doesn't cooperate t h a t w i l l be l o s t , maybe not t o the u n i t 

but t h a t w i l l be l o s t r e s e r v e s — w e l l , e i g h t hundred and twenty 

p o i n t f i v e i s the secondary reserves t h a t are a t t r i b u t e d t o 

t h a t t r a c t and what I'm saying, i f he does not i n j e c t i n t o i t , 

t h a t i s going t o be l o s t because secondary recovery w i l l not 

go or the energy w i l l not get over t o the Cone t r a c t and 

unless he cooperates t h a t t r a c t i s not going t o be flooded 

because we w i l l back o f f . 

Q That doesn't represent a loss t o the u n i t , does i t , 

t h a t ' s Mr. Cone's loss? 

A I don't t h i n k t h i s i s what t h i s e x h i b i t was intended 

t o show, i t was intended t o show the amount of secondary 

reserves w i t h i n the u n i t boundary t h a t would be l o s t . 

Q Regardless of ownership? 

A Regardless of who owned i t . 
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MR. KELLAHIN: I have nothing f u r t h e r , thank you. 

MR. RAMEY: Mr. Kelly? 

CROSS EXAMINATION 

BY MR. KELLY: 

Q You were here t h i s morning when Texaco presented i t s 

proposal f o r a two-phase op e r a t i o n here. Now w i t h t h a t pro­

posal, of course, the Cone w e l l would be p a r t of the u n i t ? 

A And operated by Cone, I'm s o r r y , the No. 2 Well, 

Mr. K e l l y , okay. 

Q You would agree then t h a t your e x h i b i t s , c e r t a i n l y 

E x h i b i t s Two and Two-A would not apply t o t h a t s i t u a t i o n ? 

A That i s c o r r e c t . That Cone Tract was p a r t of i t 

and a l l of the wellbores were. 

Q Now your E x h i b i t Three, your casing e x h i b i t , as I 

understand your testimony, your p o s i t i o n i s t h a t the Cone 

w e l l would have t o be a t r i p l e completion because you are 

t a l k i n g about B l i n e b r y , Drinkard and Tubb? 

A That i s c o r r e c t , the B l i n e b r y formation i s v e r t i c a l l y 

at the top , the Tubb i s the second formation and the Drinkard 

i s below i t . 

Q Now there i s no reason why you couldn't dual the 

Bl i n e b r y and Tubb, commingle t h a t , I mean the Blin e b r y and 

the Drinkard and dual i t w i t h the Tubb? 

A Except t h a t you would be pumping the Drinkard under 

packer and you would also be r e s t r i c t e d i n t h a t sense, you 
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would not be able t o l i f t as much f l u i d under t h a t mechanical 

c o n d i t i o n i n t h a t p a r t i c u l a r w e l l b o r e . 

Q But t h a t i s an a l t e r n a t i v e ? 

A That would be an a l t e r n a t i v e . 

Q Now as I understand i t , under the present u n i t 

arrangement, l e t ' s assume t h a t i t would go i n t o operation i n 

about three months, a t the moment t h a t u n i t went i n t o 

o p e r a t i o n under the u n i t agreement and the operating agreement 

the Cone Tubb zone would have t o be shut in? 

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

Q But you have t e s t i f i e d t h a t you expected i t w i l l be 

about eighteen months before you get t o the p o i n t where you 

would be using t h a t w e l l i n any way d i f f e r e n t than you would 

now? 

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

Q And then you also t e s t i f i e d , I b e l i e v e j u s t a 

moment ago, t h a t you might be going f o r another year or more 

beyond t h a t before you got any k i n d of a response? 

A Sizable response. 

Q So a l l during t h a t p eriod of time which could go 

from three t o , three years or p o s s i b l y more, the Tubb zone 

would be unnecessarily shut in? 

A Well, unnecessarily, he could be producing from 

another w e l l b o r e . 

Q But he could also be producing from the Tubb zone 
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and not have any e f f e c t on your u n i t ? 

A Well, i t would have an e f f e c t i n t h a t there are 

e i g h t Tubb w e l l s i n the p a r t i c u l a r u n i t and i f you s t a r t 

e l i m i n a t i n g , p i c k i n g out one i n d i v i d u a l w e l l , the p r o b a b i l i t y 

i s t h a t other operators are going t o want the same co n d i t i o n s 

and the f i r s t t h i n g you have i s a s i t u a t i o n where you have 

open spots because you would not be able t o — w e l l , once you 

receive response you would have a p o s s i b i l i t y of e i g h t l o c a t i 

t h a t you would not be able t o l i f t the amount of f l u i d t h a t 

we have t a l k e d about today a t peak response. 

Q As I understand i t though, you have admitted t h a t 

there are o n l y — t h a t of those e i g h t w e l l s f i v e have a l t e r n a t e 

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

A That i s c o r r e c t , but these people are going t o be 

out a c e r t a i n amount of money t o recomplete those. I don't 

t h i n k i t i s unreasonable t o expect t h a t they would want the 

same p r i v i l e g e s here and not have t o spend a d d i t i o n a l money. 

Q But you are not t e s t i f y i n g before t h i s Commission 

t h a t you are i n a p o s i t i o n t o represent these other people of 

what t h e i r p o s i t i o n would be i f t h i s matter were resolved? 

A A l l I'm doing i s give my o p i n i o n as attending two 

years of meetings and what peoples 1 opinions have been sta t e d 

a t the meetings, i t i s my o p i n i o n only. 

Q I t i s your testimony t h a t people have t o l d you t h a t 

they would expect some s o r t o f d i f f e r e n t treatment i f t h i s 
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matter was resolved b y — 

A I know t h a t A t l a n t i c R i c h f i e l d has i n t e r e s t i n three 

of the w e l l s you speak of and I f e e l l i k e we would, speaking 

s t r i c t l y f o r A t l a n t i c R i c h f i e l d , I t h i n k we would desire the 

same type of treatment. 

Q For what wells? 

A For the Roy Borden, the one on the Borden Tr a c t , the 

Sarkeys T r a c t , and our i n t e r e s t probably i n the Moran Owen 

Well. 

Q Now you are t a l k i n g about you would want what k i n d 

of treatment then? 

A Any treatment as what you have p o s s i b l y propose, any 

delay. 

Q I f the Tubb w e l l could remain as i s you would want 

some s i m i l a r arrangement f o r y o u r s e l f ? 

A Yes. 

Q I f t h i s was phased you wouldn't need t h a t though, 

would you? 

A Well, f i r s t of a l l , I couldn't agree t o — I t h i n k 

there are p o i n t s on phasing, the two-stage o p e r a t i o n , t h a t I 

couldn't agree t o t o s t a r t w i t h and i f i t were approved and 

i f i t were under the c o n d i t i o n s of phase t h i s gas would be 

able t o be produced w i t h i n a four-year p e r i o d p o s s i b l y . 

Q A l l r i g h t . 

A Can I make one more statement along t h a t same l i n e 
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of the Tubb gas? I n a l e t t e r t h a t Texaco brought out i n 

testimony t h i s morning, i n A t l a n t i c R i c h f i e l d ' s answer, they 

took the p o s i t i o n i n t h a t p a r t i c u l a r l e t t e r t h a t we r e a l i z e or 

recognize there would be a p e r i o d of time t h a t involved before 

these wellbores would a c t u a l l y be needed and we s t a t e d i n t h a t 

l e t t e r t h a t we had no o b j e c t i o n whatsoever of b r i n g i n g up these) 

Tubb w e l l s t o the working i n t e r e s t owners the p o s s i b i l i t y of 

l e t t i n g them t o continue t o produce u n t i l such time as they 

were needed by the u n i t . Now we f e l t t h a t f o u r years was an 

excessive p e r i o d of time. We s t a t e d t h a t we had no o b j e c t i o n 

and we would e n t e r t a i n such an o p t i o n a t a working i n t e r e s t 

owners meeting t o be c a l l e d t h i r t y days a f t e r t h i s rehearing. 

I t h i n k t h a t ought t o be pointed out. 

Q But four years could w e l l end up being an appropriate 

time under your time schedule? 

A Give or take a year. Mr. K e l l y , t h a t i s four years 

a f t e r the u n i t i s formed and not f o u r years from whenever, I 

mean, we could be i n n e g o t i a t i o n s or i n c o u r t or i n a hearing 

f o r several months. 

Q I understand. 

A Okay. 

MR. KELLY: That's a l l I have. 

MR. RAMEY: Any other questions of the witness? 

MR. HINKLE: Unless somebody else has one, I've got 

one or two more here. 
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REDIRECT EXAMINATION 

BY MR. HINKLE: 

Q Mr. Malaise, i n response t o Mr. K e l l a h i n 1 s question 

as regard t o reasonable p r o f i t i f Tracts 13 and 15 were ex­

cluded from the u n i t , you s t a r t e d t o say something t h a t also 

had a bearing on t h a t , what was i t t h a t you had i n mind? 

A Well, I do agree w i t h Mr. K e l l a h i n t h a t t h a t would 

be a reasonable p r o f i t but I also f e e l l i k e there would be a 

reasonable amount of reserves t h a t would be l o s t both t o the 

u n i t and t o both of the t r a c t s t h a t were omitted from t h i s 

p a r t i c u l a r u n i t area and I t h i n k i t i s our o b l i g a t i o n t o t r y 

t o design and create a u n i t t h a t would maximize the amount of 

reserves t h a t would be recovered. 

Q You also t e s t i f i e d i n response t o Mr. Kellah i n ' s 

question t h a t you d i d not have o f f s e t or cooperative agree­

ments around the u n i t a t the present time. What makes you 

be l i e v e you w i l l have no t r o u b l e o b t a i n i n g these? 

A Well, I'm not saying t h a t we would be able to get 

a hundred percent agreements j u s t by going out and approach­

i n g the people but I do t h i n k t h a t we have two things t h a t 

are o p e r a t i n g i n our fa v o r . One of these i s the f a c t t h a t 

several of these o f f s e t t r a c t s have i n t e r e s t i n t h i s u n i t and 

I t h i n k these people took the f a c t t h a t they w i l l be convert­

i n g wellbores t o o f f s e t t h i s u n i t i n account when they 

negotiated t h e i r e q u i t i e s w i t h our management, so these 
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people are not going t o be a problem. They've already run the 

economics, they've already decided t h a t i t would be an 

economic venture. 

The other t h i n g i s the f a c t t h a t , and i t has been 

mentioned p r i o r a t t h i s testimony, t h a t S h e l l O i l Company i s 

contemplating a wa t e r f l o o d t o the west and I t h i n k i t would be 

reasonable t o assume t h a t i f t h i s u n i t went i n t h a t would 

expedite t h a t p a r t i c u l a r u n i t . 

MR. HINKLE: That's a l l I have. 

MR. RAMEY: Any other questions of the witness? He 

may be excused. 

MR. HINKLE: We would l i k e t o c a l l J e r r y Tweed i n 

r e b u t t a l . 

JERRY TWEED 

r e c a l l e d as a witness, having been p r e v i o u s l y sworn, was 

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

REDIRECT EXAMINATION 

BY MR. HINKLE: 

Q Mr. Tweed, you heard the testimony o f Paul G. White 

f o r Summit Energy, I n c . , do you have any comments w i t h respect 

t o h i s testimony? 

A I would j u s t l i k e t o make a few comments. F i r s t of 

a l l , according t o our c a l c u l a t i o n s f o r the month of J u l y , 1977 

the Drinkard w e l l s w i t h i n the u n i t boundary were averaging 
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approximately f o u r and a h a l f b a r r e l s of o i l per day production 

r a t e and the Bl i n e b r y f i v e and a h a l f b a r r e l s of o i l per day. 

I could conclude from a r e s e r v o i r engineering standpoint t h a t 

t h i s i s an advanced s t a t e of d e p l e t i o n of t h i s r e s e r v o i r . We 

do not disagree a t a l l t h a t the leases are s t i l l economical 

and I would agree w i t h Mr. White t h a t they are s t i l l economical 

but i t i s not a co n s i d e r a t i o n n e c e s s a r i l y of when t o put the 

wat e r f l o o d i n i s t o w a i t u n t i l the leases are uneconomical or 

near uneconomical t o put the w a t e r f l o o d i n . That i s not 

always a major c o n s i d e r a t i o n , i n f a c t i n some instances, 

depending on the r e s e r v o i r , i t could be more of a b e n e f i t t o 

i n s t a l l secondary or enhanced recovery operations p r i o r to 

d e p l e t i o n . I n t h i s case I t h i n k we would get- some small 

increase i n recovery the e a r l i e r t h a t you put i t i n operation 

i n t h a t the r e s i d u a l o i l s a t u r a t i o n i n the crude would not be 

shrunk as much, your Beta f a c t o r would be higher and you 

would have more gas s a t u r a t i o n , gas i n s o l u t i o n i n the o i l t o 

take up space i n the r e s i d u a l o i l so you would get some small 

increases i n recovery i f we put i t i n a l i t t l e e a r l i e r . 

Also I would l i k e t o p o i n t out i n Mr. White's 

E x h i b i t Four-A, I b e l i e v e he s t a t e d t h a t A t l a n t i c R i c h f i e l d 

Company d i d not have an i n t e r e s t on the east side of the 

u n i t and I would l i k e t o p o i n t out t h a t we do have a twenty-

f i v e percent i n t e r e s t i n a l l of the t r a c t s operated by 

Conti n e n t a l O i l Company and these are i n Sections 11, 12, and 
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13, among o t h e r s , so we do have an i n t e r e s t i n the east side 

as w e l l as i n the west side o f t h i s u n i t . 

Mr. White also made the p o i n t t h a t i t might create 

economic waste because we would be i n i t i a t i n g the f l o o d a t 

t h i s time and the p r i c e of o i l would go up i n the f u t u r e . I 

t h i n k everybody r e a l i z e s , or a t l e a s t b e l i e v e s , t h i s i s a 

b e l i e f and not normal f a c t t h a t the p r i c e of o i l w i l l go up 

but t o r e a l i z e an economic advantage t o w a i t i n g , one, the 

p r i c e of the o i l would have t o go up more than the p r i c e of 

goods and services or more than the i n f l a t i o n r a t e and also 

you have a present worth value of your money, so a d o l l a r t h a t 

you get today i s worth more t o you than you would get i n the 

f u t u r e and i f anybody disagrees I would be happy t o take t h e i r 

hundred d o l l a r s and give them a hundred d o l l a r bond. 

Just my p o i n t i s t h a t j u s t the f a c t t h a t you 

p h y s i c a l l y get more d o l l a r s i n the f u t u r e does not make i t 

more economically a t t r a c t i v e t o do i t i n the f u t u r e than t o 

do i t now and the p r i c e or the i n f l a t i o n of the cost of puttinc 

a f l o o d i n would have t o be taken i n t o c o n s i d e r a t i o n also and 

i t c e r t a i n l y would not be A t l a n t i c R i c h f i e l d Company's p o s i t i o i 

or I t h i n k any major company's p o s i t i o n t o d e l i b e r a t e l y delay 

the development of reserves on a p o t e n t i a l increase of p r i c e 

i n the f u t u r e . 

Just one other comment and t h a t i s on Summit's 

E x h i b i t Six. I n h i s economics he p r e d i c t e d i f he stayed out 
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of the u n i t or i f the u n i t , excuse me, i f j u s t the Bl i n e b r y 

u n i t was formed on the east side he p r e d i c t e d t h a t i t would 

recover s e v e n t y - f i v e percent t o a hundred percent of the prima] 

recovery on secondary and compared t h i s economics t o j o i n i n g 

the u n i t where we are p r e d i c t i n g a recovery of seventy percent 

I t h i n k t h i s i s an u n f a i r comparison i n t h a t i f i n a c t u a l i t y 

the u n i t d i d recover s e v e n t y - f i v e or a hundred percent of the 

o i l then Mr. White, as a l l the other operators, would share 

i n the a d d i t i o n a l recovery and a d d i t i o n a l revenue. 

Also there i s not enough d e t a i l i n h i s economics 

f o r me t o t e l l whether I would agree or not agree w i t h the 

primary economics comparison between w a i t i n g and having a 

separate B l i n e b r y u n i t versus j o i n i n g the c u r r e n t proposal. 

Q Do you have anything f u r t h e r ? 

A Mr. White's E x h i b i t Five-A shows the proposed 

Drinkard w a t e r f l o o d development. This was a proposal t h a t 

was made back when o i l was s e l l i n g a t approximately three 

d o l l a r s and f i f t y cents a b a r r e l a number of years ago. With 

the increase i n the p r i c e of o i l we had submitted t o the 

working i n t e r e s t owners and they had agreed on an expanded 

Drinkard f l o o d p a t t e r n and I b e l i e v e we submitted t h a t as an 

e x h i b i t i n the l a s t hearing. 

I might make j u s t one other comment about the w e l l ­

bore p r o v i s i o n which I hope i s h e l p f u l . The reason f o r a 

wellbore p r o v i s i o n of t h i s type i s e s s e n t i a l l y i t i s t r y i n g t o 
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o b t a i n the best economics f o r the u n i t and every operator 

i n v o l v e d . I f you had no penalty f o r wellbores, i f an operator 

submitted you no wellbores and you d i d n ' t charge him, there 

was no penalty i n v o l v e d , you could get i n the s i t u a t i o n where 

none of the operators would submit a wellbore then the u n i t 

would have t o bear the expense of d r i l l i n g wellbores i n order 

t o f l o o d the property. I n a case l i k e t h a t , J. R. Cone i s an 

operator and a l l of the other operators would end up paying 

more money than the two hundred thousand d o l l a r penalty. I 

t h i n k t h i s k i n d of a penalty i s an attempt t o insure t h a t the 

major wellbores, t h a t wellbores be given t o the u n i t i s i n 

answer t o economic conservation. 

Q Anything f u r t h e r ? 

A No, t h a t ' s a l l . 

Q Mr. Tweed, assuming t h a t the p r i c e of o i l does go 

up t o twenty d o l l a r s i n the next three or four years, the 

u n i t i s going t o b e n e f i t by i t , i s n ' t i t ? 

A Yes, s i r , I can best give t h a t i n one example of a 

f l o o d t h a t we put i n the Seven Rivers Queen U n i t . We put i t 

i n i n approximately 1972 and i t was a t a time when the i n f l a ­

t i o n r a t e was low and we put i t i n and our development costs 

were considerably less than i t i s today and when we got 

response the o i l p r i c e s went up and we k i n d of had a double 

b e n e f i t . I t cost us less t o develop i t and then when the 

response came along we got the b e n e f i t of the higher o i l p r i c e 
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went up w i t h i n the next three or four years when i t was r e ­

c e i v i n g response we would s i m i l a r l y get t h a t double b e n e f i t . 

I f you put i t i n a t a lower p r i c e due t o today's d o l l a r s 

r a t h e r than i n f l a t e d d o l l a r s three or fo u r or s i x or e i g h t 

years from now and y e t when we got response we would receive 

the higher o i l p r i c e . 

Q The working i n t e r e s t owners stand t o g r e a t l y p r o f i t 

by t h i s increase? 

A I t h i n k so, yes. 

MR. HINKLE: That's a l l I have. 

MR. RTAMEY: Any questions, Mr. Kellahin? 

CROSS EXAMINATION 

BY MR. KELLAHIN: 

Q Mr. Tweed, i n your testimony before the Commission 

on October 20, 1977 you i n d i c a t e d i n your response t o a 

question by Mr. Bateman on behalf of Texaco, you i n d i c a t e d 

there c e r t a i n l y i s a p o s s i b i l i t y t h a t we could make exceptions 

t o having f o r a pe r i o d of time, say eighteen months, u n t i l 

those w e l l s were a c t u a l l y needed, and you are making reference 

t o the Tract 13 Cone w e l l , a c t u a l l y needed i n the w a t e r f l o o d 

t o the u n i t , t a k i n g the w e l l s over i n the w a t e r f l o o d i n some 

instances, not a l l , but i n some instances they, meaning the 

u n i t operators, might allow the operator of the Cone Tract 

time t o recover h i s Tubb gas reserves. I s t h a t s t i l l your 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Page 166 

p o s i t i o n today, t h a t i s f i r s t of a l l t h a t i t i s going t o take 

eighteen months before the Cone w e l l s are needed f o r the 

w a t e r f l o o d p r o j e c t ? 

A I f you w i l l indulge me, I would l i k e t o answer t h a t 

i n several d i f f e r e n t ways. F i r s t of a l l , I would l i k e t o 

r e f e r t o Texaco's l e t t e r . I n t h e i r l e t t e r they requested t h a t 

they be allowed t o produce t h a t w e l l f o r a period of four 

years a f t e r the u n i t was formed. I t h i n k t h a t i s an excessive 

p e r i o d of time and I t h i n k we would have received response 

and i t would cause a loss of B l i n e b r y and Drinkard reserves 

t o delay t h a t long. 

Now i t i s s t i l l my o p i n i o n t h a t the u n i t could, and 

I say could, forego a c t u a l operations on the Cone w e l l f o r a 

p e r i o d of eighteen months w i t h o u t i t being p a r t i c u l a r l y 

harmful. Of course, the u n i t does give up something i n t h a t 

they would not be producing i n the Drinkard during t h a t 

eighteen-month p e r i o d , which they wouldn't be e n t i t l e d t o i f 

they had a w e l l b o r e , however, we don't a n t i c i p a t e response 

w i t h i n t h a t eighteen-month p e r i o d . 

Q Okay. You have a n t i c i p a t e d an e f f i c i e n c y of about 

seventy percent, I understand, f o r t h i s p a r t i c u l a r u n i t ? 

A Yes. 

Q Then Mr. Malaise' testimony w i t h regard t o the 

Gulf Central Drinkard U n i t compared the two p i l o t w e l l s and I 

f o r g o t e x a c t l y what the e f f i c i e n c y f a c t o r s were but they 
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averaged out t o be about s i x t y - t h r e e percent, something l i k e 

t hat? 

A That's r i g h t . I would l i k e t o comment on t h a t . 

Q Yes, s i r . 

A One reason t h a t we f e e l l i k e the Gulf recovery 

f a c t o r i s lower than what we are es t i m a t i n g i s t h a t i t was a 

p i l o t and you d i d not maintain pressure surrounding i t and t h i s 

i s k i n d of t y p i c a l i n a p i l o t o p e r a t i o n where you are p i l o t i n g 

i n a r e s e r v o i r t h a t has some pressure d e p l e t i o n . This lack 

of pressure or lack of back up surrounding the p i l o t o f t e n 

r e s u l t s i n the m i g r a t i o n of secondary reserves out of the p i l o t 

area and we f e e l l i k e t a k i n g t h a t i n t o c o n s i d e r a t i o n t h a t had 

i t been a f u l l - s c a l e u n i t development t h e i r recovery w i t h i n 

t h a t p i l o t area would have been l a r g e r than the s i x t y - t h r e e 

percent and would, i n f a c t , been around seventy percent and 

maybe even s l i g h t l y higher. 

Q Wouldn't i t be more prudent on the p a r t of Arco t o 

i n s t i t u t e a p i l o t p r o j e c t f o r t h i s p a r t i c u l a r u n i t so t h a t we 

could e s t a b l i s h some k i n d of t r a c k record, some e f f i c i e n c y , so 

t h a t you could convince us r e l u c t a n t owners of your a b i l i t y t o 

reach the seventy percent? 

A We have a w a t e r f l o o d t h a t we have t e s t i f i e d t o , the 

Cent r a l Drinkard U n i t , which i s w i t h i n two miles of here which 

a l l witnesses have agreed has a s i m i l a r r e s e r v o i r character­

i s t i c of the Drinkard under t h i s f l o o d , so I t h i n k i n essence 
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we have had a p i l o t p r o j e c t i n the Drinkard i n t h i s area and 

we c e r t a i n l y t h i n k t h a t i s s u f f i c i e n t t o prove the f l o o d a b i l i t y 

of t h a t zone. I t h i n k also i f you put t h i s p i l o t i n i n two 

stages, i f the f l o o d i s put i n i n two stages, excuse me, you 

co n s t r u c t w a t e r f l o o d f a c i l i t i e s t o f l o o d p a r t of i t and then 

you come back a t a l a t e r date, four t o s i x years, and expand 

i t and b u i l d a d d i t i o n a l w a t e r f l o o d f a c i l i t i e s , due t o the 

i n f l a t i o n r a t e you are going t o have to pay more money and due 

to the loss of e f f i c i e n c y i n modifying your e x i s t i n g f a c i l i t i e s 

over o r i g i n a l l y p u t t i n g i n the size of f a c i l i t i e s you want 

i t has cost you more money t o i n i t i a t e t h i s w a t e r f l o o d i n two 

stages than i t would t o do i t a l l i n one stage. 

Also i n the area t h a t you are f l o o d i n g , t h a t you 

were f l o o d i n g i n the f i r s t stage, you would have some water 

m i g r a t i o n toward the unflooded area and uneven f l o o d f r o n t 

advances. I n my analysis i t would reduce your recovery because: 

your f l o o d f r o n t would be unevenly advanced i n some areas. 

Q I f I understand you c o r r e c t l y you inte n d t o simul­

taneously commence i n j e c t i o n i n a l l of these i n j e c t i o n w e l l s 

i n the u n i t ? 

A Yes. 

Q What i s t o be the source of your i n j e c t i o n water? 

A There are several t h i n g s being under c o n s i d e r a t i o n 

and a t the present time what we would plan t o do would be t o 

d r i l l w e l l s , water supply w e l l s , t o the San Andres and use 
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San Andres water t o f l o o d the u n i t . 

Q How many i n j e c t i o n w e l l s do you have? 

A I would have t o count them. 

Q There are t h i r t y — 

MR. MALAISE: I t ' s t h i r t y - e i g h t dual and e i g h t single 

MR. KELLAHIN: What i s t o be your t o t a l volume of 

i n j e c t e d water? 

MR. MALAISE: Insi d e the u n i t boundary I b e l i e v e i t 

i s twenty-nine thousand b a r r e l s a day. 

Q (Mr. K e l l a h i n c o n tinuing.) And you plan f o r how 

many source w e l l s i n the San Andres? 

A There again I would have t o look i t up. I believe 

i t i s t h r e e , t o the best of my knowledge. 

Q You don't have any San Andres w e l l s yet? 

A No, s i r , the Central Drinkard U n i t i s r e c e i v i n g t h e i r 

water from t h a t source. 

Q And w i l l t h i s water or f l u i d be i n j e c t e d under 

pressure or w i l l i t be taken by vacuum? 

A I t w i l l be i n j e c t e d under pressure. 

Q Do you have any i n d i c a t i o n what t h a t f l u i d i s going 

t o be? 

A What we would plan as we have i n the past i n the 

waterfloods we operate, we would take a pressure p a r t i n g 

t e s t on the i n j e c t i o n w e l l s and maintain our surface i n j e c t i o n 

pressure t o be below p a r t i n g pressure. That would roughly be 
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a surface i n j e c t i o n pressure of f o u r - t e n t h s p s i per f o o t and 

I b e l i e v e we have a depth of approximately f i f t y - f i v e hundred 

f e e t so t h a t would be what, twenty-two hundred pounds surface 

i n j e c t i o n pressure or something i n t h a t neighborhood. Four 

or f i v e t e n t h s , so i t would be i n the neighborhood o f twenty-

f i v e hundred pounds i n j e c t i o n pressure. 

MR. KELLAHIN: Thank you. I have no f u r t h e r question;. 

MR. RAMEY: Mr. K e l l y . 

RECROSS EXAMINATION 

BY MR. KELLY: 

Q Mr. Tweed, as I understand your o b j e c t i o n t o a phase 

wa t e r f l o o d here i s t h a t , one, i t i s going t o cost more i n the 

f u t u r e than i t i s now? 

A That i s one of my o b j e c t i o n s , yes, s i r . 

Q Of course, t h a t i s a f a c t of l i f e and i n t h a t case 

we should do eve r y t h i n g today, I guess? 

A No, i t ' s two, the cost i s i n two phases, one of 

them i s the i n f l a t i o n p a r t of i t , the other i s the f a c t t h a t 

you design and you put one system i n and then you come back 

and modify t h a t system. I t h i n k there i s an i n e f f i c i e n c y i n 

coming back and modifying a system t h a t you have i n existence 

and where i n c u r r e n t d o l l a r s i t would cost you more money t o 

do i t t h a t way than i t would t o put i t a l l i n a t one time. 

Q C e r t a i n l y i t i s not unusual t o s t a r t a wa t e r f l o o d 

w i t h a p i l o t program, i s i t ? I n f a c t , the w a t e r f l o o d t h a t 
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you were r e l y i n g on t h a t was comparable was s t a r t e d w i t h a 

p i l o t , wasn't i t ? 

A P i l o t s were more common i n the past, I t h i n k f o r two 

reasons. 

Q My question i s : I t i s not unusual t o use a p i l o t ? 

A I t i s less common today than i t was f i f t e e n years 

ago. , 

Q You would agree t h a t a p i l o t normally denotes a very 

small i n d i v i d u a l p r o j e c t using l i k e maybe i n the Central 

Drinkard, I t h i n k there were two producing w e l l s t h a t con­

s t i t u t e d t h a t p i l o t ? 

A There were two producing w e l l s i n t h a t p i l o t and s i x 

i n j e c t o r s . I wouldn't condone t h a t as being a good operation. 

Q A l l r i g h t , but t h i s would not be r e a l l y c l a s s i f i e d 

as a p i l o t i f you are t a l k i n g about eighteen hundred acres 

under Texaco's plan under an i n i t i a l stage, i t wouldn't be 

considered a p i l o t under i t ? 

A I wouldn't say i t i s e x a c t l y a p i l o t . 

Q And any time you end a w a t e r f l o o d p r o j e c t you are 

fa c i n g a boundary s i t u a t i o n where you are going t o have some 

i n e q u i t i e s , aren't you, and r i g h t now you have on your west 

sid e , you don't have any lease l i n e agreements at the present 

time and wherever you e v e n t u a l l y end a f l o o d there i s going t o 

be some m i g r a t i o n past some of your w e l l s , i s n ' t there? 

A That i s c o r r e c t . I would p o i n t out one t h i n g t h a t 
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hasn't been pointed out today. I t h i n k Mr. Malaise d i d p o i n t 

out t h a t on the n o r t h , south and west boundaries most of the 

operators involved there t h a t we would be asking f o r lease 

l i n e agreements also have an i n t e r e s t i n the u n i t . We have 

not a t t h i s time and i t i s not customary t o request lease l i n e 

agreements p r i o r t o having the u n i t formed so we have reason to 

b e l i e v e t h a t we w i l l be q u i t e successful i n g e t t i n g lease l i n e 

agreements. 

You are going up d i p i n the Bl i n e b r y to the west so 

t h a t the o i l column i s g e t t i n g t h i n n e r and I t h i n k a t some 

p o i n t i n t h e r e , the f a c t t h a t you don't have i n j e c t i o n w e l l s 

west of you, say, would not be a f a c t o r i n reducing your 

recovery i n the B l i n e b r y . Also i t has been t e s t i f i e d t h a t 

S h e l l i s working on a u n i t west of ours, they w i l l i n s t a l l a 

w a t e r f l o o d u n i t t h e r e . I f they got i t i n i n a reasonable 

l e n g t h of time I t h i n k we would be o p t i m i z i n g recovery from 

t h a t standpoint. 

Q But the main o b j e c t i o n you have t o a phased u n i t i s 

t h a t you p o s s i b l y would be spending more money over the long 

run? 

A I have two o b j e c t i o n s , one t h a t we would be spending 

more money over the long run and two, and here I am j u s t con­

cerned about w i t h i n the u n i t boundary but we would have an 

uneven advance of f l o o d water t h a t when we put the second 

stage i n , due t o t h i s uneven advance we would reduce our o i l 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

recovery w i t h i n the u n i t boundary. 

Q You wouldn't be able t o even t h a t up i n your second 

stage? 

A I don't b e l i e v e we would be able t o ; I wouldn't say 

t h a t i t would be t o t a l l y impossible but I would say i t i s 

probably i m p r a c t i c a l and i t i s probably impossible i n some 

areas. Also i f you do t h i s i n stages and delay f o r s i x years 

or so, i n i t i a t i n g your w a t e r f l o o d on the west side, your w e l l ­

bores are s i x years o l d e r and a l l of your equipment i s s i x 

years o l d e r and I t h i n k your o p e r a t i n g costs also would increa 

due t o the age of your equipment. 

Q Now on the other side of t h a t , though, you are by 

phasing i t p r o t e c t i n g any damage t o the Bl i n e b r y and Drinkard 

gas caps, aren't you? 

A I don't t h i n k so. I don't t h i n k t h a t there i s any 

more p r o t e c t i o n i n phasing than there i s i n p u t t i n g i t — 

Q Well, you are not going t o be producing water t h a t 

could migrate, or i n j e c t i n g water t h a t could migrate t o those 

gas caps? 

A You mean i n t h a t period of time? 

Q Yes. 

A There again as Mr. Malaise t e s t i f i e d t o t h a t i n 

1976 we estimated t h a t e i g h t y percent of t h a t gas would be 

recovered w i t h i n the next f o u r years. I t w i l l be t h a t period 

of time, i t w i l l be 1980 before we are i n j e c t i n g water i f the 
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u n i t i s approved i n the near f u t u r e . Also as Mr. Malaise 

t e s t i f i e d t o i n the Central Drinkard U n i t , they have not had 

any problems w i t h water e n t e r i n g the gas producing zone and I 

don't a n t i c i p a t e t h a t we w i l l here. 

Q Of course, t h a t only has t o do w i t h the Drinkard? 

A Yes. 

Q And I b e l i e v e by your testimony you are saying you 

have no p a r t i c u l a r o b j e c t i o n t o a n a t u r a l phasing j u s t due t o 

the delays but you are o b j e c t i n g t o a phasing t h a t would be 

imposed by the Commission r e q u i r i n g you t o come back and 

extend your f l o o d under an order? 

A Well, I don't b e l i e v e I understand your question. 

Q I thought you t e s t i f i e d t h a t because of the n a t u r a l 

delays i n g e t t i n g t h i s going i t i s going t o give the operators 

a chance t o get t h a t gas cap produced before you s t a r t f l o o d ­

i n g i t ? 

A Yes, I d i d t e s t i f y t h a t due t o n a t u r a l delays they 

w i l l produce e i g h t y percent of the gas, quoting what Mr. 

Malaise s a i d . They were h i s c a l c u l a t i o n s . 

Q Which i s i n e f f e c t an i n f o r m a l phasing, i s n ' t i t ? 

A Well, i t i s a delay of p u t t i n g the u n i t i n , i t i s 

an i n a d v e r t e n t delay. I t i s my o p i n i o n t h a t had t h a t u n i t 

been put i n i n 1976 we would s t i l l recover the gas reserves. 

Q Now Mr. Malaise also t e s t i f i e d t h a t i n h i s o p i n i o n 

you wouldn't need t o do anything about t h a t p a r t i c u l a r wellbore 
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i n the Cone wel l f o r somewhere, I think he said give or take 

a year w i t h i n four years, three to f i v e years, would you agree 

with that? 

A I'm not sure what he was saying i n there, he may 

have been saying from t h i s period of time. 

Q I think he said from the formation of the u n i t . 

A I believe what he inf e r r e d was that that was what 

was i n Texaco's l e t t e r . I t i s my estimation that we w i l l get 

response w i t h i n two and a half years a f t e r that u n i t i s formed 

and possibly quicker so I think that any delay i n giving a 

well over would be excessive, I think i f i t i s over eighteen 

months i t would be excessive, eighteen to twenty-four months, 

any delay past that would be excessive i n giving that wellbore 

to the u n i t . Also what I would l i k e to point out again, that 

i f the u n i t doesn't get that wellbore at the e f f e c t i v e date of 

the u n i t we w i l l be prevented from producing the Drinkard 

reserves or producing the Drinkard from the time that the 

u n i t i s formed u n t i l i t i s turned over to us so there w i l l be 

some loss to the u n i t . As I understand Texaco's recommendatior 

i t i s that the wel l be produced as i t currently i s for a 

period of time and then turned over to the u n i t and i f that 

i s done, l i k e I said, we would not be able to produce the 

Drinkard during that period of time. 

Q But the Blinebry would go to the unit? 

A Well, i t would be allocated to the u n i t but there i s 
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also testimony shown, I t h i n k there i s no guarantee t h a t t h a t 

i s an e q u i t a b l e a l l o c a t i o n e i t h e r t o Mr. Cone or to the u n i t . 

I t i s a p r e t t y rough guess as t o what the amount of hydro­

carbons i s due t o both operators and i t i s f i n e as long as the 

i n t e r e s t i s the same i n both zones but t h a t i s k i n d of s p l i t 

when you have a d i f f e r e n t i n t e r e s t , i t gets t o be a l i t t l e 

more questionable. 

Q I f the Commission were t o r e q u i r e you to phase t h i s 

and come back i n a t some f u t u r e time t o expand i t , based on 

your formulas, would you have any p a r t i c u l a r o b j e c t i o n t o t h a t 

A Yes, I would. I guess the f i r s t one i s t h a t i f the 

Commission r e q u i r e d i t , i t would r e q u i r e us going back t o the 

working i n t e r e s t owners and t o the USGS, I might add the USGS 

has approved the f i n a l o p e rations, contingent upon OCC approva 

t h a t we have submitted. I f we submit another plan of opera­

t i o n t h a t would r e q u i r e them t o reapprove i t , which i s no 

c e r t a i n t y , i t would also r e q u i r e t h a t we receive approval of 

A t l a n t i c R i c h f i e l d Company's management, which i n my opinion 

c e r t a i n l y may or may not be approved. Also we would have t o 

again get a t l e a s t s e v e n t y - f i v e percent approval of the work­

in g i n t e r e s t owners t o t h i s new plan of operation p r i o r t o 

being able t o i n s t i t u t e i t and c e r t a i n l y I wouldn't guarantee 

by any means t h a t we would get more approval of t h a t plan than 

we have of the c u r r e n t p l a n , i n f a c t , i t would be my estima­

t i o n t h a t we would get less approval. 
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Q I can t e l l you one approval t h a t you would probably 

have a l o t b e t t e r chance of g e t t i n g . 

A Yes, three percent and there are other approvals 

t h a t I doubt t h a t we would get. 

MR. KELLY: I have nothing f u r t h e r . 

MR. RAMEY: Any other questions of the witness? 

Mr. N u t t e r . 

CROSS EXAMINATION 

BY MR. NUTTER: 

Q Mr. Tweed, what i s the delay, the eighteen months 

from the date of u n i t i z a t i o n u n t i l you s t a r t i n j e c t i o n , i s 

t h a t t o develop your water supply and t o lay the l i n e s and 

convert the w e l l and a l l t h a t ? 

A Yes, s i r , t h a t i s c o r r e c t . There are c e r t a i n items, 

a t l e a s t i n the past, t h a t have had long d e l i v e r y and i t could 

be as much as s i x t o nine months t o get some i n j e c t i o n pumps 

and then we would have the p h y s i c a l time involved i n g e t t i n g 

the equipment on and then c o n v e r t i n g the w e l l s and b u i l d i n g 

the i n j e c t i o n p l a n t s . 

Q And then when you said you a n t i c i p a t e d response two 

and a h a l f years a f t e r the formation of the u n i t , you meant 

i n other words t h a t i t would take about a year t o achieve f i l l 

up and get a response? 

A Yes, s i r , a year t o receive response a f t e r we s t a r t 

i n j e c t i o n . 
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MR. NUTTER: That's a l l I have. Thank you. 

MR. RAMEY: Any other questions? The witness may 

be excused. 

MR. HINKLE: We have one more witness. 

TOM FURTWANGLER 

c a l l e d as a witness, having been f i r s t duly sworn, was 

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

DIRECT EXAMINATION 

BY MR. HINKLE: 

Q State your name, your residence and by whom you are 

employed? 

A My name i s Tom Furtwangler. 

Q Would you s p e l l t h a t , please? 

A F-u-r-t-w-a-n-g-l-e-r. I l i v e i n Midland, Texas and 

I'm employed by A t l a n t i c R i c h f i e l d . 

Q What i s your p o s i t i o n w i t h A t l a n t i c R i c h f i e l d ? 

A I'm a Landman working i n the Land Department. 

Q Has i t been among your d u t i e s t o look a f t e r t h i s 

u n i t agreement as f a r as g e t t i n g approval of extensions and 

so f o r t h ? 

A I have r e c e n t l y taken over these d u t i e s . The person 

preceding me was t r a n s f e r r e d t o Denver. 

MR. HINKLE: Now I might s t a t e , i f the Commission 

pleases, the purpose of t h i s testimony i s t o show t h a t the 
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time that was provided i n the u n i t agreement has been extended 

and that another extension i s contemplated. 

Q (Mr. Hinkle continuing.) Now what does the u n i t 

agreement provide with respect to determination, e f f e c t i v e date 

and term? 

A I n Section 23 of both u n i t agreements, under the 

o r i g i n a l agreement, the u n i t would be placed i n t o e f f e c t the 

f i r s t day of the month following approval, but no event a f t e r 

January 1, 1978. There i s provision i n there that would allow 

the working i n t e r e s t owners by b a l l o t to vote for an extension 

not exceeding s i x months. The b a l l o t was sent out i n October 

and we did receive over seventy-five percent of approval for 

the working i n t e r e s t owners i n both cases. 

Q So i t has now been extended to what date? 

A July 1, 1978. 

Q Now i s any action contemplated as to any further 

extensions? 

A We recently sent out a l e t t e r dated February 17, 

1978. 

(THEREUPON, a discussion was held 

o f f the record.) 

Q (Mr. Hinkle continuing.) Now you started to say 

that something had been sent out? 

A A l e t t e r dated February 17, 1978, we sent out a 

l e t t e r explaining the s i t u a t i o n that has occurred as far as 
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order p r o v i d i n g t h a t i t should run con c u r r e n t l y w i t h the pro­

v i s i o n s of the u n i t as f a r as the t e r m i n a t i o n date i s concerned 

That's a l l we have o f t h i s witness. 

MR. RAMEY: Any questions of the witness? 

CROSS EXAMINATION 

BY MR. KELLAHIN: 

Q When was t h i s l e t t e r sent out? 

A Last Friday. 

Q You have not received any responses a t t h i s p o i n t , 

I assume? 

A Well, I was not i n Midland today. 

(THEREUPON, a discussion was held 

o f f the record.) 

MR. KELLAHIN: I'm through w i t h t h i s witness and I 

have a witness t o r e c a l l . 

MR. RAMEY: Mr. Hi n k l e , do you have anything else? 

MR. HINKLE: Rested. 

MR. KELLAHIN: I would l i k e t o r e c a l l Mr. White, 

please. 

Did you move the i n t r o d u c t i o n of your e x h i b i t s , 

Mr. Hinkle? 

MR. HINKLE: I f the Commission please, I would l i k e 

t o o f f e r E x h i b i t s One through F i f t e e n . 

MR. RAMEY: E x h i b i t s One through F i f t e e n w i l l be 

accepted. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Page 182 

(THEREUPON, Arco E x h i b i t s One through 

F i f t e e n were admitted i n t o evidence.) 

PAUL G. WHITE 

r e c a l l e d as a witness, having been p r e v i o u s l y sworn, was 

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

REDIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q Mr. White, I would l i k e t o d i r e c t your a t t e n t i o n t o 

Arco's E x h i b i t Number Two, i f you have a copy of t h a t e x h i b i t ? 

A Yes, s i r . 

Q I would l i k e you t o d i r e c t your a t t e n t i o n t o the 

o u t l i n e of Tract 15 which i s the Summit t r a c t and i n d i c a t e f o r 

me i n your o p i n i o n whether you be l i e v e t h a t the unswept area 

as i n d i c a t e d i n yellow on t h a t p l a t w i l l , i n f a c t , occur? 

A Mr. K e l l a h i n , I don't know i f the unswept areas are 

completely accurate and I imagine Mr. Malaise would admit t h a t 

a l s o . We don't know i f t h i s i s e x a c t l y r i g h t or not. I do 

t h i n k t h a t they do not have t o occur, the unswept areas do not 

have t o occur. 

Q Why not? 

A I t h i n k there are a l t e r n a t i v e s , I t h i n k f i r s t of a l l 

i t goes back t o t h e , and I keep hammering on t h i s , but i t goes 

back t o the t i m i n g . Just a minute ago Mr. Tweed t e s t i f i e d 

t h a t i n J u l y of 1977 there were Drinkard w e l l s making four 
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p o i n t f i v e b a r r e l s o f o i l per day and Bl i n e b r y w e l l s making 

f i v e p o i n t f i v e b a r r e l s a day. Now i f you run the economics 

out based on fourt e e n d o l l a r and eighty-one cent o i l t h i s 

exceeds, exceeds the p r o f i t per w e l l p i c t u r e which I presented 

i n my e a r l i e r testimony. Now i f the economic l i f e which has 

h i s t o r i c a l l y i n a l l of the other u n i t s t h a t I have ever been 

associated w i t h , other than some gas i n j e c t i o n when gas a t one 

time was being f l a r e d r a t h e r than wasted, was being i n j e c t e d 

i n the r e s e r v o i r . Other than those cases, h i s t o r i c a l l y a l l 

secondary recovery techniques were i n i t i a t e d when the economic 

l i f e of the f i e l d became necessary t o i n i t i a t e i t . Now there 

are reasons f o r t h a t because primary o i l i s g e n e r a l l y cheaper 

t o produce than secondary o i l . 

Now l o o k i n g at these unswept areas, i t would not havej 

t o occur i f the u n i t a t the present time was not put together 

as proposed by A t l a n t i c but i f Summit was allowed t o cooperate 

w i t h A t l a n t i c . Now you are i n an unusual p o s i t i o n when a 

company has meetings and draws a l i n e around your lease and 

says, you are being u n f a i r t o us, t h i s i s r e a l l y an unusual 

p o s i t i o n t o get i n because you can have the operators' meeting: 

and draw up a l l of the s t a t i s t i c s and draw a l i n e around a 

person's lease and say, you can't p o s s i b l y be f a i r t o us and 

then t o put the burden of proof on Summit t o prove t h a t they 

are not being u n f a i r i s a l i t t l e unusual t o say the l e a s t , 

e s p e c i a l l y when Summit wrote t o the Commission and s a i d , 
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Summit a t t h e i r cost would convert the Gulf No. 2 Bunin Well. 

This i s a l e t t e r w r i t t e n to the O i l Commission, dated October 

31, 1977. Summit a t t h e i r cost would convert the Gulf No. 2 

Bunin i n j e c t i o n w e l l t o water i n j e c t i o n , gave the l o c a t i o n 

of the w e l l , and i n a d d i t i o n Summit would pay the i n v o i c e cost 

f o r another one and one-half water i n j e c t i o n w e l l surrounding 

t h e i r lease. Summit would c o n t r o l and i n j e c t the appropriate 

water i n t o the No. 2 Gulf Bunin Well, maintain proper i n j e c t i o n 

pressure, maintain proper measurement of i n j e c t i o n water and 

f u r n i s h the u n i t operator w i t h monthly r e p o r t s as r e q u i r e d . 

Summit would r e t a i n the o p e r a t i o n of the Gulf Bunin lease 

comprised of the Wells 1, 2, 3, and 4. 

Now t h i s has been denied by A t l a n t i c as a method 

t h a t they could l i v e w i t h i n t h e i r u n i t o p e r a t i o n . So we come 

back, today and we propose, okay, we w i l l take the east h a l f 

of the u n i t , form a B l i n e b r y u n i t , which does not create any 

unswept areas i f the B l i n e b r y u n i t i s formed on the east side, 

p r o p e r l y put on i n j e c t i o n , Summit w i l l e n t e r t a i n the parameters 

as worked up by Arco i f they want t o operate t h a t side of the 

u n i t and there w i l l be no unswept areas. For these reasons 

we t h i n k these are unnecessary. 

Q I show you what I have marked as Summit E x h i b i t s 

Seven and Eight and ask you i f you w i l l i d e n t i f y those e x h i b i t s 

e x p l a i n where they were obtained and what i n f o r m a t i o n they 

contain? 
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A Okay, t h i s i n f o r m a t i o n now came t o me from A t l a n t i c 

R i c h f i e l d and the Engineering Committee worked up these numbers 

on the B l i n e b r y o i l and Drinkard o i l and Wantz-Abo o i l and t h i s 

was updated as of A p r i l 1, 1976. And what t h i s shows, and t h i s 

i s A t l a n t i c R i c h f i e l d ' s i n f o r m a t i o n , and the Engineering Com­

mittee's i n f o r m a t i o n , i t shows the primary l i f e , as I under­

stand t h i s remaining, the primary remaining reserves. I t gives 

by the way, i t gives the Summit lease seventy-one thousand 

e i g h t hundred and f i f t y - f i v e b a r r e l s of remaining primary which 

i s n ' t too f a r o f f of Summit's p r e d i c t i o n of e i g h t y - s i x thousand 

b a r r e l s of primary. The reason f o r the extension i n the primar 

o i l i s because of an increase i n o i l r a t e s . You can extend 

your r a t e time curve t o your economic l i f e as your o i l r a t e 

goes up a b i t , so we are not t h a t f a r o f f on our reserve 

f i g u r e f o r primary reserves and i n t h i s p r o j e c t i o n , i f I am 

c o r r e c t i n the manner i n which I understand t h i s , there i s 

l i f e i n months and years j o t t e d down i n one of the center 

columns there and i t gives the Summit l i f e i n years of eighteer 

and a quarter years. 

I would l i k e t o ask whether t h i s i s j u s t f o r primary 

or f o r primary and secondary o i l . I don't know who t o ask 

t h a t . I would assume i t i s primary o i l . 

Q What conclusions do you draw from t h i s e x h i b i t ? 

A I draw t h i s conclusion, I would have t o say t h a t 

you n o t i c e there where they have the f i n a l r a t e they p r o j e c t e d 
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a t h i r t y b a r r e l s of o i l per month per w e l l , which i s the EL 

which stands f o r the economic l i m i t of these leases, so they 

are saying the economic l i m i t of these leases i s one b a r r e l 

of o i l per day per w e l l and we are pr e s e n t l y producing on wells 

which have a very low r a t e of d e c l i n e , we are producing four 

and a h a l f b a r r e l s a day per w e l l i n the Drinkard and f i v e 

and a h a l f i n the Bl i n e b r y so i t a l l t i e s back t o the f a c t 

t h a t I s t i l l maintain the u n i t i s premature, the u n i t i z a t i o n 

i s premature. 

I can't come up w i t h any more numbers t h a t I know 

of t o show t h a t i t i s but t h i s i s A t l a n t i c R i c h f i e l d ' s own 

numbers and I wanted t o b r i n g t h a t out. 

Now I brought up the f a c t t h a t h i s t o r i c a l l y the 

secondary reserves are u s u a l l y formulated and i n i t i a t e d based 

on economic l i f e . We not only o f f e r e d t o pay the cost of 

those i n j e c t i o n w e l l s which i s the only t h i n g I knew t o come 

up w i t h . I d i d n ' t know of anything else I could o f f e r A t l a n t i c 

R i c h f i e l d t o cooperate. I d i d n ' t want the u n i t t o begin w i t h 

but I thought, w e l l , t h i s i s the next best way out. Of course, 

they d i d not agree t o t h a t . 

W ell, the next t h i n g we can do t o create an equitable 

s i t u a t i o n f o r Summit, and I don't t h i n k there i s anyone i n the 

room t h a t could f u r n i s h me w i t h the i n f o r m a t i o n t h a t would 

b a s i c a l l y prove t h a t Summit Energy i s not going t o s u f f e r i n 

excess of a m i l l i o n d o l l a r s loss i f we are forced i n t o t h i s 
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u n i t . I don't t h i n k s t a t u t o r y p o o l i n g was designed t o p r e j u d i c 

an operator t o t h i s e x t e n t . 

The f a c t t h a t I d i d not have a c u r r e n t Drinkard 

i n j e c t i o n w e l l p l a t does not bother me a t a l l , I wish I had. 

This E x h i b i t One, and I'm r e f e r r i n g t o i t now, Tom, o n — 

Q Arco's E x h i b i t One? 

A Yes, s i r , I wanted t o comment on t h a t because we 

have a change th e r e . I t e s t i f i e d on a p l a t f o r Drinkard 

i n j e c t o r s t h a t was not r i g h t , i t i s not c o r r e c t . These 

Drinkard i n j e c t o r s t h a t are proposed here, dual i n j e c t o r s , 

they don't v i o l a t e anything, we are not opposed, i n f a c t , we 

would emphasize t h a t these be put on, they are back-up w e l l s 

i s what i t amounts t o , f o r the Drinkard. I t emphasizes the 

f a c t t h a t there i s s t i l l a very l i m i t e d i f any reserves l e f t 

i n the Drinkard on t h i s east side. The i n j e c t o r s themselves, 

i f you w i l l see on E x h i b i t One, are a l l back-up Drinkard 

i n j e c t o r s and so we have no o b j e c t i o n t o t h a t , they could 

s t i l l be u t i l i z e d as B l i n e b r y i n j e c t o r s , the o i l on the 

Bli n e b r y side of the u n i t could s t i l l be i d e n t i f i e d as Blinebry 

o i l and get away from the commingling p r o v i s i o n . 

I want t o make a couple of comments on Mr. Tweed's 

testimony. The reason we use sev e n t y - f i v e percent instead of 

seventy percent i n our p r o j e c t i o n , t h a t i s our pr e r o g a t i v e . 

We f e e l l i k e s e v e n t y - f i v e percent i s more r e a l i s t i c i f j u s t 

the B l i n e b r y f l o o d i s i n i t i a t e d on the east side. We have 
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no comment t o make on the seventy percent on the Drinkard. We 

f e e l i t i s a l i t t l e high but we used seventy-five percent on 

t h a t B l i n e b r y because we t h i n k t h a t i s what our economics w i l l 

be and we have the r i g h t t o do so. 

S t a r t i n g the u n i t now, Mr. Tweed made a comment about 

i n f l a t i o n , and one of the best hedges I know of against i n ­

f l a t i o n i s t o t r y t o create a s i t u a t i o n where your product 

increases i n value. We are going t o have i n f l a t i o n and no 

one knows what r a t e i t i s going t o be and I t h i n k i f we put 

the f l o o d on i n the next s i x months we are going to have 

i n f l a t i o n , I t h i n k i n the next three years we w i l l have i n f l a ­

t i o n , so I t h i n k they counteract each other t o t h a t extent but 

I do be l i e v e the discount r a t e of the d o l l a r , I d i d a reserve 

r e p o r t r e c e n t l y f o r a f i r m i n Roswell and they d i d not even 

want me t o discount because they f e l t l i k e t h a t the p r i c e 

increases i n t h e i r gas, t h i s was gas t h a t I'm t a l k i n g about, 

would o f f s e t any discount r a t e . So t h a t p a r t could be debated 

also f o r a long time. 

I j u s t wanted t o make these observations. I wanted 

t o see i f I had anything e l s e . When I get a rematch I b e t t e r 

say a l l I'm going t o say. I t h i n k t h a t ' s a l l of my— 

MR. KELL/AHIN: Thank you, Mr. White. That concludes 

my r e d i r e c t on Mr. White. 

CROSS EXAMINATION 

BY MR. RAMEY: 
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Q Mr. White, as I understand i t , you would be w i l l i n g 

t o j o i n a B l i n e b r y u n i t comprising, say, the east h a l f of the 

area? 

A Yes, s i r , we c e r t a i n l y would i f we would, of course, 

see the parameters and the e q u i t y worked out but i t wouldn't 

take long and we would, yes, s i r . 

Q You would do t h i s immediately p r o v i d i n g the e q u i t i e s 

were proper? 

A Yes, s i r , and we would also want t o be sure and check 

op e r a t i n g costs. You know I get i n t o t h a t a l i t t l e too much 

po s s i b l y but j u s t the f a c t t h a t on Mr. Malaise' e x h i b i t where 

he shows the p r o f i t on the Summit t r a c t , as I understand i t 

on the Summit t r a c t , t h i s i s Mr. Malaise' E x h i b i t Five, I 

b e l i e v e , and i t shows what Summit would be expected undiscounte 

worth. I t shows two and a h a l f m i l l i o n d o l l a r s t o the Summit 

t r a c t . Now I assume t h a t i s not net p r o f i t but undiscounted 

gross p r o f i t a f t e r taxes. 

MR. KELLAHIN: That's Arco E x h i b i t Number Six. 

MR. MALAISE: There i s one before and one a f t e r . The 

one a f t e r taxes have been taken o u t , i n both cases severence 

taxes and taxes on the o i l have been taken i n t o c o n s i d e r a t i o n . 

MR. WHITE: Okay, have operating costs been taken 

out? 

MR. MALAISE: They have been taken out. The only 

d i f f e r e n c e i n the two i s income taxes were applied t o an a f t e r 
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tax s i t u a t i o n . Now ope r a t i n g costs have been taken out, 

r o y a l t y taxes, your one-eighth r o y a l t y has been taken out. 

MR. WHITE: This two and a h a l f m i l l i o n i s net t o 

Summit? 

MR. MALAISE: Correct. 

MR. WHITE: I n t h e i r t r a c t . Now, i f we look at 

E x h i b i t T h i r t e e n and we show a p o i n t seven t o one recovery of 

Bli n e b r y - D r i n k a r d o i l , i t shows an undiscounted p r o f i t of 

f o r t y - e i g h t p o i n t three m i l l i o n ? 

MR. MALAISE: Right. 

MR. WHITE: So f o r t y - e i g h t p o i n t three m i l l i o n and 

Summit has approximately t h i r t y percent, i t shows us w i t h a 

net p r o f i t of a m i l l i o n f o u r . 

MR. MALAISE: Well, the m i l l i o n four i s a f t e r t a x , 

and t h a t ' s what t h a t i s . 

MR. WHITE: This i s a f t e r tax? 

MR. MALAISE: Yes, and t h a t ' s t h i s column r i g h t 

here, we are showing a m i l l i o n four s i x . 

MR. WHITE: So i f we accept these f i g u r e s as being 

accurate t o Summit, then a l l of the numbers I have worked up 

show Summit would s u f f e r t o the amount of somewhat i n excess o 

a m i l l i o n d o l l a r s and I would have t o guess t h a t any operator 

here who had the Summit t r a c t , who had j u s t the Summit t r a c t , 

B l i n e b r y o i l , not i d e n t i f i a b l e Drinkard o i l , not i d e n t i f i e d 

w i t h the west side problems of commingling and t h a t a r b i t r a r y 
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d i v i s i o n of t h i r t y - f i v e s i x t y - f i v e Drinkard-Blinebry commingled 

o i l , I would say they would be s i t t i n g i n my chair f i g h t i n g 

i t . I don't think we would be alone i n t h i s i f we h a d — i f 

someone else had that t r a c t , they would also be here f i g h t i n g 

the s i t u a t i o n because we do f e e l we w i l l suffer a do l l a r loss 

i n that amount. 

Q (Mr. Ramey continuing.) How does the picture change 

by forming a u n i t on j u s t the east side? 

A Well, Mr. Ramey, we would have a homogeneous forma­

t i o n , we would have one formation to deal with so that the 

parameters would not have to be so complicated. The parameters 

of phase one and phase two are unreal i n t h e i r complications 

because of so many d i f f e r e n t facets involved. Most of these 

e x i s t on the west side and as Mr. Malaise t e s t i f i e d there 

were some twenty-five formulas presented before they could get 

a majority vote, taking one of the formulas for phase one and 

one for phase two. 

We f e e l that on the east side of the unit we would 

not be faced with t h i s type of complication, we fe e l that that 

part of the flood would be associated with one o i l zone and 

our own estimation, or our own guesstimation, i s that i t would 

be based pr i m a r i l y on cumulative o i l and when we work that out 

as j u s t one of the parameters, we are not saying that would 

be the only one, but when we work that out we come up with 

our Exhibit Six which showed us, I believe, i n excess of f i v e 
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MR. R/AMEY: Any other questions of the witness? He 

may be excused. 

MR. HINKLE: I would l i k e t o c a l l Mr. Tweed again fo 

a few r e b u t t a l questions. 

JERRY TWEED 

r e c a l l e d as a witness, having been p r e v i o u s l y sworn, was 

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

REDIRECT EXAMINATION 

BY MR. HINKLE: 

Q Mr. Tweed, you have heard the testimony of Mr. White 

f o r Summit i n r e b u t t a l , do you have any comments w i t h respect 

t o i t ? 

A I would l i k e t o make a couple. Again, one t h i n g he 

asked, t h i s l i f e and t h i s i s primary l i f e on E x h i b i t Number 

Seven, he submitted. 

Also he said t h a t i f they stayed out of the u n i t the 

would recover an a d d i t i o n a l m i l l i o n d o l l a r s . I would l i k e t o 

say i f the Commission w o u l d — i t would be p h y s i c a l l y impossible 

t o run a l t e r n a t i v e cases ahead of time of economics. I f the 

Commission wanted we could submit a case concerning c e r t a i n 

reasonable assumptions t h a t would show Summit making less 

p r o f i t i f he stayed out of the u n i t than i f he j o i n e d i t . We 

could also submit a case t h a t showed t h a t he made more money 
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by staying out of the u n i t than j o i n i n g i t . We have t e s t i f i e d 

that i f we converted a l l f i v e o f f s e t wells to i n j e c t i o n and 

he converted the one that we would inequitably sweep c l i l to _ 

him, therefore, i t would be my assumption that i f he stayed 

out and we converted those f i v e offsets that he would make 

more money by staying out than j o i n i n g because the unit's 

c o r r e l a t i v e r i g h t s would not be protected, the u n i t would be 

sweeping more o i l to his property than would be compensated 

by sweeping o f f the other d i r e c t i o n . 

Also when you run economics and operating cost you 

either have to make an assumption as to how much i t would cost 

Summit to develop water i n j e c t i o n f a c i l i t i e s or what he would 

buy water f o r from the u n i t . Obviously i f he drove a hard 

bargain and we sold him water at less than our cost then he 

would make more money by staying out, i f we sold i t for more 

than our cost then we are f u l l y compensated for i n j e c t i o n and 

he would make less money. 

So there are a number of assumptions that can be 

made i n an economic case and I guess j u s t my point i s , yes, he 

could make more money i f he stayed out but i t could easily be 

at the expense of the u n i t . I don't agree that j o i n i n g the 

u n i t i s an economic burden on Summit. That's a l l . 

MR. HINKLE: That's a l l . 

MR. RAMEY: Any questions? The witness may be 

excused. 
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MR. KELLAHIN: I move the i n t r o d u c t i o n of Summit 

E x h i b i t s Seven and Eigh t . 

MR. RAMEY: They w i l l be admitted. 

(THEREUPON, Summit E x h i b i t s Seven and 

Eig h t were admitted i n t o evidence.) 

MR. RAMEY: Anything f u r t h e r i n the case? Mr. Kelly? 

MR. KELLY: Mr. Ramey, I would l i k e t o f o r m a l l y 

move, as was suggested t h i s morning, t h a t since a proposal was 

made i n the case which may or may not be acceptable, but i t 

may be something t h a t would lead t o an agreement t h a t would 

avoid having the s t a t u t o r y forced u n i t i z a t i o n , t h a t the 

Commission consider g i v i n g some reasonable period of time and 

t h i r t y days was suggested, before an order i s entered so t h a t — 

I t h i n k t h a t the i n f o r m a t i o n t h a t came out today may lead t o 

some s o r t of n e g o t i a t i o n s and some r e s o l u t i o n t o the problem. 

I would suggest t h a t i t would be appropriate i f we could report 

back t o the Commission t h a t i t had been resolved, not i n the 

s p i r i t of delay, but i n the s p i r i t of working out a compromise 

because i t does take time t o look a t these t h i n g s and there 

may be some counter o f f e r s and i t appears t h a t there have been 

some at l e a s t c l o s i n g t h e i r p o s i t i o n here, so I would move 

t h a t the Commission consider g i v i n g some time p r i o r t o the 

en t r y o f an order f o r f u r t h e r n e g o t i a t i o n s of the question. 

MR. RAMEY: Mr. Hinkle? 

MR. HINKLE: Yes, I might comment, I don't t h i n k we 
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would o b j e c t t o t h i r t y days t o respond t o t h i s but I t h i n k that 

i s s u f f i c i e n t and we have gone over a whole l o t of things here 

and I t h i n k we ought t o get on w i t h i t i f we can't agree w i t h i r 

t h i r t y days. 

MR. RAMEY: Well, t h a t ' s agreeable, t h a t ' s f i n e . 

Do you want us t o keep the record open f o r t h i r t y days? 

MR. HINKLE: I t h i n k so. 

MR. RAMEY: A l l r i g h t we w i l l keep the record open 

f o r t h i r t y days f o r comments. 

MR. KENDRICH: H. L. Kendrich of E l Paso Natural Gas. 

I would l i k e t o r e i t e r a t e t h a t E l Paso Na t u r a l Gas has Tubb 

gas i n t h i s area dedicated t o i t s i n t e r s t a t e market and we 

would l i k e t o keep t h i s gas a v a i l a b l e f o r our customers. 

MR. RAMEY: Thank you, Mr. Kendrich. Any other 

c l o s i n g statements? 

MR. EMERICK: My name i s Glenn Emerick, employed by 

Chevron U.S.A. i n Denver. Chevron U.S.A. i s a working i n t e r e s t 

owner i n the proposed East B l i n e b r y and East Drinkard U n i t s . 

Chevron engineers have p a r t i c i p a t e d i n the planning of these 

p r o j e c t s and agree t h a t the p r o j e c t s as proposed w i l l r e s u l t 

i n the recovery of o i l t h a t would otherwise be l o s t by a l t e r a ­

t i o n of the proposed plan. The f i e l d i s now i n an advanced 

stage of d e p l e t i o n and i t i s t i m e l y t h a t the p r o j e c t be 

implemented f o r maximum u l t i m a t e o i l recovery. Chevron suppor- i 

A t l a n t i c R i c h f i e l d i n the formation of the u n i t s and commence-
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ment of the w a t e r f l o o d o p e r a t i o n as proposed. 

MR. RTAMEY: Any other statements? Mr. Lyon? 

MR. LYON: I'm V. T. Lyon w i t h C o n t i n e n t a l O i l Compan 

and Con t i n e n t a l O i l Company has p r e v i o u s l y gone on record i n 

support of t h i s u n i t . We would l i k e t o r e i t e r a t e t h a t p o s i t i o n 

and I would l i k e t o mention t h a t we have some Tubb reserves 

t h a t we are s a c r i f i c i n g i n j o i n i n g t h i s u n i t , provided t h a t 

i t becomes l e g a l t o do so and t h a t we f e e l t h a t i t i s t o our 

economic b e n e f i t and t o the economic b e n e f i t of a l l of the 

working i n t e r e s t owners. 

MR. RAMEY: Thank you, Mr. Lyon. 

MR. LANDIS: I am Bruce Landis w i t h Amoco Production 

Company and Amoco Production i s also a working i n t e r e s t owner 

who i s committed t o t h i s u n i t and we would l i k e t o r e i t e r a t e 

our former support. Obviously we t h i n k i t i s time t h a t we 

get on i n view of the lengthy n e g o t i a t i o n s over the past ten 

years t h a t i t has taken t o come t o t h i s p o i n t . 

MR. RAMEY: Thank you, Mr. Landis. Any other s t a t e ­

ments? 

MR. KELLAHIN: Mr. Ramey, I would l i k e t o c l a r i f y 

one p o i n t i n response t o some questions d i r e c t e d t o Mr. Byers 

by the Commission e a r l i e r t h i s morning and t h a t was w i t h 

regards t o the e f f e c t of the excl u s i o n of Tract 13. I t would 

appear t o me t h a t under the s t a t u t o r y u n i t i z a t i o n t h a t the 

Commission can pursuant t o 65-14-11 approve an order which can 

1 
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provide f o r u n i t operations on less than the whole of a pool 

where the u n i t area i s of such size and shape as may be 

reasonably suitable for that purpose and the conduct thereof 

would not have adverse e f f e c t upon other portions of the pool. 

In addition I believe that there i s no reason, or at 

least the evidence we presented demonstrates that there i s a 

substantial reason f o r the exclusion of Tract 13, that i t i s 

premature to include either Tract 13 or 15 at t h i s point and 

there i s nothing to preclude Arco from coming back on a sub­

sequent date when the need arises to include either or both of 

those t r a c t s for i t s waterflood project. We believe that the 

inclusion of those t r a c t s at t h i s stage w i l l v i o l a t e the 

cor r e l a t i v e r i g h t s of the owners of Tract 13 and 15 and that 

i s i n d i r e c t c o n f l i c t with the statutory u n i t i z a t i o n act 

provided for i n Section 65-14-6, subparagraph C, which says 

that the Commission i s obligated to protect and safeguard the 

respective r i g h t s and obligations of the working i n t e r e s t 

owners and the royalty owners w i t h i n the proposed area. 

We think that i f the Commission enters the order or 

reaffirms the order as w r i t t e n that you have a substantial 

problem with regard p a r t i c u l a r l y to the Tubb production o f f 

of Tract 13 and I am confident that the order as w r i t t e n con­

s t i t u t e s a confiscation of that property or imposition of an 

unreasonable penalty. In either case I b e l i e f that the Com­

mission ought to give regard to how they are going to handle 
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that Tubb production. The order as w r i t t e n , I think, i s — i t 

cannot be supported. I n addition I think that we have demon­

strated that the exclusion of Tracts 15 and 13 w i l l r e s u l t i n 

a reasonable p r o f i t to the remaining owners of the u n i t , t a l k ­

ing terms of an undiscounted worth of f o r t y - e i g h t point three 

m i l l i o n d o l l a r s . Arco has indicated that i t i s going to be 

d i f f i c u l t to get the percentage signed up i f those p a r t i c u l a r 

t r a c t s are not included. I f i n d that very d i f f i c u l t to believe 

that those other i n t e r e s t owners are going to simply forego 

the p o t e n t i a l of r e a l i z i n g the kind of money for t h i s project. 

We have also shown that while Arco says i t i s more 

e f f i c i e n t to include Tracts 13 and 15, that i s not what the 

statute requires. The statute simply requires that an e f f e c t i v ; 

waterflood project, one that i s feasible, one that w i l l r e s u l t 

reasonably i n the p r o b a b i l i t y of the recovery of more o i l and 

gas. I t does not require that the Commission approve the 

absolute most e f f e c t i v e perfect way to do t h i s project and we 

contend that to include these t r a c t s w i l l do substantial 

damage to the r i g h t s of those owners and to exclude them and 

provide an order fo r the exclusion of those t r a c t s w i l l s t i l l 

be consistent with the statutory u n i t i z a t i o n act. Thank you. 

MR. RAMEY: I think we have some correspondence. 

I have a Mailgram from Texas Financial Consultants, 

Limited, who i s a royalty owner: As a royalty i n t e r e s t owner 

we strongly encourage your Commission to approve Arco's pro-
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i n t e r e s t owners and n e g o t i a t i n g a new u n i t and the testimony 

i s such t h a t i t has taken e i g h t t o ten years t o get where we 

are today and i f you exclude those t r a c t s and go back, you are 

s t a r t i n g over again and nobody knows how long i t would take 

or i f i t could ever be a f f e c t e d . 

So I t h i n k you have got t o keep i n mind the purpose 

of t h i s s t a t u t o r y u n i t i z a t i o n a c t , i s t o take care of a 

s i t u a t i o n such as we have here today where you have got more 

than s e v e n t y - f i v e percent of a l l of the i n t e r e s t e d p a r t i e s 

have agreed t o i t , about e i g h t y - s i x percent i n t h i s case, and 

t h i s i s the type of t h i n g t h a t the s t a t u t e was intended t o do 

t o fo r c e those others who can't agree and who have been given 

every o p p o r t u n i t y i n the world t o agree, t o come i n and 

p a r t i c i p a t e . And I t h i n k i t has been shown c o n c l u s i v e l y t h a t 

i t i s going t o be f o r the b e n e f i t of everybody to go ahead 

w i t h t h i s u n i t . I f we do not go ahead w i t h i t and you eliminait 

Tracts 13 and 15 and the t h i n g i s delayed or u n i t i z a t i o n i s 

a f f e c t e d , then you are going t o lose e i g h t t o ten m i l l i o n 

b a r r e l s o f o i l . 

I submit t h a t the Commission should go along w i t h 

us and approve the s t a t u t o r y u n i t i z a t i o n j u s t as i t d i d i n 

i t s o r i g i n a l order. I am glad t o have the statement of Texaco 

t h a t there i s a p o s s i b i l i t y t h a t they might come t o some 

agreement. Now we do not mind making some minor adjustments 

as f a r as t o balance e q u i t i e s , such as we proposed today, and 
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i f anything can be worked out along t h a t l i n e I t h i n k the 

Commission under t h i s s t a t u t e has the r i g h t t o do t h a t but I 

don't t h i n k they can change b a s i c a l l y the whole agreement 

t h a t was entered i n t o by e i g h t y - s i x percent o f these working 

i n t e r e s t owners. 

MR. KELLY: Mr. Ramey, I w i l l t r y and be b r i e f . 

Obviously the Commission has the power t o do something a t these 

hearings other than j u s t approve the a p p l i c a t i o n of the a p p l i ­

cant, i f t h a t was the case i t would be a waste of time. 

The s t a t u t e s p e c i f i c a l l y says t h a t i f the Commission 

makes decisions t h a t change the u n i t agreement or the u n i t 

o p e r a t i n g agreement t h a t i t goes back f o r r a t i f i c a t i o n by the 

operators but i t i s r i d i c u l o u s t o assert t o you t h a t you have 

no power t o do anything other than accept the word of the 

a p p l i c a n t . 

Now Texaco's p o s i t i o n , i t i s c e r t a i n l y midway betweer 

Cone and Arco. We are not asking t h a t t h i s p a r t i c u l a r s e c t i o n 

be e l i m i n a t e d from the u n i t , we are asking f o r what we consider 

a very reasonable p r o v i s i o n t h a t would allow t h i s Tubb gas t o 

be produced s a f e l y , t o allow the Drinkard and the Blinebry 

gas caps t o be produced s a f e l y , t h a t would allow production 

w i t h o u t the necessity of d r i l l i n g three a d d i t i o n a l gas w e l l s 

and the cost , the two hundred thousand d o l l a r p e n a l t y , the 

cost of reworking the Cone w e l l and allow t h i s f l o o d t o go i n 

i n a way t h a t could be looked a t by a l l o f the operators t o 
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see whether i t should be expanded t o the west. None of the 

ob j e c t i o n s t h a t were brought up would be v a l i d as f a r as the 

suggestions made by Texaco and c e r t a i n l y i f the u n i t operator, 

Arco, can c i r c u l a t e a t t h i s l a t e date an amendment t h a t i s 

going t o extend the l i f e of t h i s agreement t o 1980 then they 

can also consider any other reasonable p r o v i s i o n s such as the 

type of p r o v i s i o n s t h a t Texaco has announced and c e r t a i n l y i f 

the Commission decides t h a t our approach i s a reasonable one, 

I doubt very much t h a t i s going t o defeat t h i s vast u n i t . 

MR. RAMEY: Thank you, Mr. K e l l y . Anything f u r t h e r 

i n the case? 

The Commission w i l l take the case under advisement 

and the hearing i s adjourned. 

(THEREUPON, the hearing was adjourned.) 
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