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1 HEARING EXAMINER: C a l l t h e n e x t case, 

2 Number 9836. 

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

4 Resources, I n c . , f o r s t a t u t o r y u n i t i z a t i o n , San Juan 

5 County, New Mexico. 

6 HEARING EXAMINER: C a l l f o r appearances. 

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

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

9 & B l a c k , P.A. Of Santa Fe, New Mexico. I r e p r e s e n t 

10 Grand Resources, I n c . , and I have two w i t n e s s e s . 

11 HEARING EXAMINER: Are t h e r e any o t h e r 

12 appearances? 

13 MR. BAGGETT: My name i s B. J. B a g g e t t , Mr 

14 Examiner. I'm an a t t o r n e y f r o m F a r m i n g t o n , New 

15 Mexico, 0155, and I r e p r e s e n t Ari-Mex O i l and 

16 E x p l o r a t i o n , I n c o r p o r a t e d . 

17 HEARING EXAMINER: Are t h e r e any o t h e r 

18 appearances? Mr. B a g g e t t , do you have any w i t n e s s e s 

19 MR. BAGGETT: I may have one, depending on 

20 what t h e p r o p o n e n t p u t s on. 

21 MR. STOVALL: L e t ' s go ahead and have him 

22 s t a n d t o be sworn, w h i l e we do the s w e a r i n g i n . 

23 HEARING EXAMINER: W i l l a l l w i t n e s s e s 

24 p l e a s e s t a n d . 

25 (Thereupon, t h e w i t n e s s e s were sworn.) 
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1 MR. CARR: May i t please the Examiner, by 

2 way of background, i t should be noted t h a t Grand 

3 Resources appeared before the D i v i s i o n i n May of t h i s 

4 year w i t h a p p l i c a t i o n s f o r a v o l u n t a r y u n i t and a 

5 w a t e r f l o o d p r o j e c t , and those were both approved. The 

6 v o l u n t a r y u n i t was approved by Order R-8957. The 

7 w a t e r f l o o d was approved by Order R-8966. 

8 P r i o r to t h a t time we had f i l e d an 

9 a p p l i c a t i o n to s t a t u t o r i l y u n i t i z e t h i s Mesa Gallup 

10 F i e l d . We thought we had reached an agreement. 

11 F o l l o w i n g the e n t r y of the order approving the 

12 v o l u n t a r y u n i t , some questions developed and we were 

13 unable to get everyone to execute a l l the documents, 

14 and so we're here again today seeking approval of a 

15 s t a t u t o r y u n i t . 

16 Through most of the day the p a r t i e s have 

17 been i n meeting. They have reached agreement as to 

18 most of the terms t h a t were at issu e . They have not 

19 been able t o reach agreement as to what the 

20 a p p r o p r i a t e r i s k p e n a l t y should be imposed against any 

21 i n t e r e s t owner who remains non-consent. What we 

22 i n t e n d to do i s present a case f o r s t a t u t o r y 

23 u n i t i z a t i o n . 

24 I w i l l c a l l , t h e n , Mr. Rubenowicz, who w i l l 

25 be the operator of the Mesa Gallup F i e l d , and I w i l l 
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1 ask him t o i d e n t i f y and summarize f o r you, on t h e 

2 r e c o r d , t h e amendments t o t h e U n i t Agreement which 

3 have been agreed t o t o d a y . He w i l l address t h e r i s k 

4 q u e s t i o n . And t h e n , i f I haven't s t a t e d i t a c c u r a t e l y 

5 or i f t h e r e are o t h e r m a t t e r s , t h e n a t t h a t t i m e I ' l l 

6 y i e l d t o Mr. Ba g g e t t and he can make us h o n e s t . 

7 So, at t h i s t i m e , I would l i k e t o c a l l 

8 Mr. Jack S c h r e n k e l . 

9 JACK SCHRENKEL 

10 C a l l e d as a w i t n e s s h e r e i n , a f t e r h a v i n g been f i r s t 

11 d u l y sworn upon h i s o a t h , t e s t i f i e d as f o l l o w s : 

12 HEARING EXAMINER: Okay. Mr. Carr? 

13 MR. CARR: Thank you, Mr. S t o g n e r . 

14 EXAMINATION 

15 BY MR. CARR: 

16 Q. W i l l you s t a t e your f u l l name and p l a c e o f 

17 r e s i d e n c e , p l e a s e . 

18 A. My name i s Jack S c h r e n k e l , and I r e s i d e i n 

19 T u l s a , Oklahoma. 

20 Q. By whom are you employed and i n what 

21 c a p a c i t y ? 

22 A. Grand Resources, as a c o n s u l t i n g p e t r o l e u m 

23 e n g i n e e r . 

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

25 O i l C o n s e r v a t i o n D i v i s i o n and had your c r e d e n t i a l s as 
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1 a p e t r o l e u m e n g i n e e r a c c e p t e d and made a m a t t e r of 

2 r e c o r d ? 

3 A . Yes , I have. 

4 Q. Are you f a m i l i a r w i t h t h e Mesa G a l l u p 

5 F i e l d ? 

6 A. Y e s , s i r . 

7 Q. How d i d you f i r s t become i n v o l v e d w i t h t h i s 

8 p r o j e c t and when? 

9 A. W e l l , I became i n v o l v e d w i t h i t 

10 a p p r o x i m a t e l y two and a h a l f t o t h r e e y e a r s ago when 

11 t h e F i r s t N a t i o n a l Bank & T r u s t Company i n T u l s a , whom 

12 I'm one of t h e i r c u s t o m e r s , made me aware t h e r e was a 

13 f o r e c l o s e d i n t e r e s t f o r s a l e i n th e Mesa G a l l u p F i e l d . 

14 Q. Have you made a s t u d y , an e n g i n e e r i n g 

15 s t u d y , o f t h i s f i e l d ? 

16 A. Yes, s i r , I have. 

17 Q. Have you p r e p a r e d t h e c o n c l u s i o n s o f your 

18 s t u d y i n t h e form o f an e x h i b i t f o r p r e s e n t a t i o n here 

19 today? 

20 A. Y e s , s i r . 

21 MR. CARR: Are t h e w i t n e s s ' s q u a l i f i c a t i o n s 

22 a c c e p t a b l e ? 

23 HEARING EXAMINER: They a r e . 

24 Q. Mr. S c h r e n k e l , what does Grand Resources 

25 seek w i t h t h i s a p p l i c a t i o n ? 
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1 A. Grand Resources seeks approval of s t a t u t o r y 

2 u n i t i z a t i o n . 

3 Q. Could you advise the Examiner as to the 

4 c u r r e n t s t a t u s of t h i s f i e l d ? 

5 A. We l l , i t ' s my understanding t h a t t h e , t h a t 

6 we've had a--that a l l approvals--1 1m l o s t . The 

7 w a t e r f l o o d approvals have been o b t a i n e d , a l l the EPA 

8 requirements have been met. We've had the 

9 a r c h a e o l o g i c a l r e p o r t s , and we have e v e r y t h i n g done 

10 except t h i s s t a t u t o r y u n i t i z a t i o n . 

11 Q. To b r i n g the l a s t i n t e r e s t s in? 

12 A. To b r i n g the l a s t i n t e r e s t i n . 

13 Q. I f we take a look at the r e s e r v o i r , where 

14 does i t stand i n terms of the primary p r o d u c t i o n from 

15 the r e s e r v o i r ? 

16 A. We l l , the primary p r o d u c t i o n or the f i e l d 

17 i s i n a marginal s t a t u s at the present t i m e , and 

18 e s s e n t i a l l y a l l of the primary o i l has been recovered. 

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

20 i d e n t i f i c a t i o n as Grand Resources E x h i b i t 1? 

21 A. Yes. 

22 Q. I d e n t i f y t h i s f o r the Examiner please. 

23 A. This i s E x h i b i t 1. 

24 Q. And i t i s a study t h a t i s e n t i t l e d , 

25 "Waterflood Study of the Mesa Gallup F i e l d , San Juan 

CUMBRE COURT REPORTING 
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1 County, New Mexico"? 

2 A. Y e s , s i r . 

3 Q. Does t h i s c o n t a i n your conclusions based on 

4 the study you made of t h i s p a r t i c u l a r f i e l d ? 

5 A. I t does. 

6 Q. Could you g e n e r a l l y describe the nature of 

7 the r e s e r v o i r we're d e a l i n g w i t h i n t h i s matter? 

8 A. On page 6 of the e x h i b i t i s a summary of 

9 the p e r t i n e n t data of the Mesa Gallup F i e l d . I t ' s 

10 l o c a t e d i n Township 32 North, Range 18 West, San Juan 

11 County, New Mexico. I t produces from the Gallup 

12 sandstone. I t depths of 1,100 t o 1,600 f e e t . There 

13 are 20 producing w e l l s i n the f i e l d or w e l l s t h a t are 

14 capable of being produced. I t ' s very s i m i l a r , the 

15 r e s e r v o i r c h a r a c t e r i s t i c s , are very s i m i l a r to a 

16 number of other Gallup f i e l d s i n the San Juan Basin. 

17 Q. Are the basic parameters, i n terms of pay 

18 t h i c k n e s s , p o r o s i t y , p e r m e a b i l i t i e s and t h i n g s of t h a t 

19 n a t u r e , set f o r t h on Table No. 1? 

20 A. They are. 

21 Q. Could you r e f e r to the p l a t t h a t i s 

22 contained i n E x h i b i t No. 1? I b e l i e v e i t ' s on page 

23 15. Review the i n f o r m a t i o n t h a t i s contained on t h i s 

24 p l a t w i t h the Examiner. 

25 A. Map 1 simply shows the l o c a t i o n of each 
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1 w e l l t h a t ' s been d r i l l e d i n t h i s area, and the 

2 ownership. The green area, which i s l o c a t e d i n , I 

3 b e l i e v e t h a t ' s Section 15 t o the n o r t h , i s the 

4 p r o p e r t y t h a t ' s owned by Ari-Mex C o r p o r a t i o n . 

5 The area o u t l i n e d i n y e l l o w are those 

6 leases t h a t Grand Resources, et a l . , owns. A l l of the 

7 land i s on the Navajo I n d i a n Reservation. You have 

8 one r o y a l t y owner under the whole p r o j e c t . 

9 Q. I b e l i e v e you dated t h a t since i t ' s I n d i a n 

10 l a n d , I b e l i e v e you i n d i c a t e d t h a t EPA approval has 

11 been obtained f o r i n j e c t i o n ; i s t h a t c o r r e c t ? 

12 A. Yes, s i r , i t has. 

13 Q. How i s t h i s u n i t i z e d i n t e r v a l a c t u a l l y 

14 defined? 

15 A. The i n t e r v a l i s d e f i n e d on page 13 of the 

16 r e p o r t or the e x h i b i t , and we are d e f i n i n g the 

17 r e s e r v o i r as the r a d i o a c t i v e marker t h a t ' s noted above 

18 the sandstone the r e t h a t ' s i n y e l l o w , and the top of 

19 the J u a n i t a Lopez, I b e l i e v e , f o r m a t i o n . I'm not too 

20 good on some of the New Mexico nomenclature, but 

21 t h a t ' s the i n t e r v a l we in t e n d t o f l o o d . 

22 Q. And the l o g s e c t i o n i s shown as f i g u r e 2 on 

23 page 13 of E x h i b i t No. 1? 

24 A. Y e s , s i r . 

25 Q. Has the r e s e r v o i r which i s the s u b j e c t of 
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1 t h i s u n i t i z a t i o n a p p l i c a t i o n been reasonably d e f i n e d 

2 by development? 

3 A. Yes, s i r , i t has. 

4 Q. Are there any windows w i t h i n the u n i t 

5 boundary? 

6 A. The re are not . 

7 Q. Have w a t e r f l o o d i n g o p e r a t i o n s , such as you 

8 propose, been s u c c e s s f u l l y implemented i n other Gallup 

9 pools i n t h i s area? 

10 A. Yes, s i r , they have. The l a r g e Horseshoe 

11 Gallup F i e l d has been flooded f o r a number of years, 

12 and also a smaller f i e l d , such as the Many Rocks, both 

13 of these f i e l d s are adjacent t o the Mesa Gallup F i e l d , 

14 and t h e i r c h a r a c t e r i s t i c s are compared on page 7, I 

15 b e l i e v e , of the r e p o r t . The numbers are i n the lower 

16 l e f t - h a n d corner t h e r e . 

17 So Table 2 of E x h i b i t 1 sets out a l l the 

18 cumulative data of these two r e s e r v o i r s . Now, the 

19 Horseshoe Gallup F i e l d I've only had data from--or I 

20 had very c l o s e l y c o n t r o l l e d data over about t h i s 

21 Navajo FG & M leases. I'm not i m p l y i n g t h a t t h i s i s 

22 the whole Horseshoe Gallup F i e l d which covers, I 

23 t h i n k , probably s e v e r a l thousand w e l l s w i t h a l l the 

24 w a t e r f l o o d developments going on. I'm j u s t simply 

25 t a k i n g a lease from the Horseshoe Gallup F i e l d and 
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1 then the Many Rocks F i e l d , and comparing i t w i t h the 

2 cha r a c t e r i s t i e s of the Mesa Gallup f i e l d . 

3 Q. When you make t h i s comparison, the average 

4 poros i t y i s s l i g h t l y less i n the Mesa Gallup, i s t h a t 

5 c o r r e c t ? 

6 A. That's r i g h t . 

7 Q. And p e r m e a b i l i t y i s also somewhat less than 

8 what i s - -

9 A. Very s l i g h t l y . I t ' s the same order of 

10 magnitude . 

11 Q. P e r m e a b i l i t y i s also somewhat down? 

12 A. Yes , s i r . 

13 Q. And the water s a t u r a t i o n stays about the 

14 same ? 

15 A. Yes , s i r . 

16 Q. I t h i n k at t h i s time i t would be 

17 a p p r o p r i a t e to r e f e r to Appendix No. 1 and review the 

18 producing h i s t o r y of each of the leases t h a t are the 

19 sub j e c t of t h i s u n i t i z a t i o n . 

20 A. Okay. Appendix 1 s t a r t s on page 21. On 

21 20. I'm s o r r y . 21 i s a summary of the p r o d u c t i o n by 

22 leases, and then which shows on t h i s - - I ' m t r y i n g t o 

23 see — o k a y . This p r o d u c t i o n i s as of 12/88. I haven't 

24 brought i t for w a r d . The p r o d u c t i o n has been 

25 n e g l i g i b l e , r e a l l y . 
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1 That data i s shown g r a p h i c a l l y on page 22. 

2 You can see how the whole f i e l d - - t h e f i e l d , I b e l i e v e , 

3 s t a r t e d producing i n 1961 or '62, so we're j u s t 

4 showing about the l a s t nine years of p r o d u c t i o n on 

5 t h a t p a r t i c u l a r graph on page 22. 

6 Then, on the o t h e r , there are graphs f o r 

7 each producing lease t h a t f o l l o w s , t h a t comprise the 

8 r e s t , and also the data i s t a b u l a t e d i n the remaining 

9 f i g u r e s i n t h i s appendix 1. 

10 So we have, r e a l l y , we have t a b u l a t e d a 

11 complete h i s t o r y w i t h the cumulatives entered before 

12 1980. We j u s t have the d e t a i l s since 1980. But these 

13 are from the records of the O i l Conservation 

14 Commi ss i o n . 

15 Q. What does t h i s t e l l you about the producing 

16 c a p a b i l i t y of the r e s e r v o i r ? 

17 A. Well , i n December of 1988 we produced 352 

18 b a r r e l s of o i l , and c u r r e n t l y the p r o d u c t i o n is--Mr. 

19 Rubenowicz would have a b e t t e r idea of t h a t - - i t ' s 

20 probably not more than 10 b a r r e l s a day. 

21 Q. I n your o p i n i o n , i s the f i e l d at the end of 

22 i t s primary producing l i n e ? 

23 A. Yes, s i r . 

24 Q. Could you summarize the s t a t u s of the w e l l s 

25 i n the proposed u n i t as set out i n appendix 2? And I 
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1 b e l i e v e t h a t s t a r t s on page 33? 

2 A. Yes, s i r . Appendix 2 l i s t s , by w e l l , the 

3 p e r t i n e n t g eologic r e s e r v o i r and completion 

4 c h a r a c t e r i s t i c s of a l l the w e l l s i n the Mesa Gallup 

5 area, both producing and nonproducing. 

6 I might add, when you look at the t a b l e , i f 

7 y o u ' l l look at the very top of the t a b l e , we've got 

8 four b i t s of i n f o r m a t i o n i n each column, and the r e ' s 

9 r e a l l y a very s u b s t a n t i a l amount of i n f o r m a t i o n t h e r e , 

10 such as w e l l name and l o c a t i o n , top sand, base of 

11 sand, net pay, p o r o s i t y , average p e r m e a b i l i t y i f we 

12 know i t , RC f e e t , i f we would know i t , c umulative o i l , 

13 i n i t i a l p o t e n t i a l and a l l of those f a c t o r s . 

14 Q. Mr. Schrenkel, Grand already has obtained 

15 approval from t h i s D i v i s i o n to i n s t i t u t e 

16 water f l o o d i n g , i s t h a t c o r r e c t ? 

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

18 Q. On t a b l e 3, which I b e l i e v e i s page 8 i n 

19 t h i s e x h i b i t , the basic parameters f o r the w a t e r f l o o d 

20 p r o j e c t have been set out. Have those been 

21 subsequently a d j u s t e d or changed? 

22 A. Yes, s i r . We have increased the i n t e r e s t s 

23 i n Tract 1 and 2 to accommodate Ari-Mex C o r p o r a t i o n . 

24 Q. Are the new f i g u r e s set f o r t h i n E x h i b i t 

25 1-A, which i s attached i n s i d e the back cover of 
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1 E x h i b i t 1? 

2 A . Yes , t h e y a r e . They're s t a p l e d i n t h e 

3 back . 

4 Q. Could you r e v i e w f o r t h e Examiner your 

5 economic p r o j e c t i o n s f o r t h e u n i t ? 

6 A . The economic p r o j e c t i o n s f o r t h e w o r k i n g 

7 i n t e r e s t appears on page 10 o f t h e r e p o r t . There 

8 a g a i n , t h i s r e p o r t has not been u p d a t e d . I t ' s 

9 e s s e n t i a l l y an e n g i n e e r i n g f o r e c a s t of what's g o i n g t o 

10 happen, and we've had some d e l a y , so you can t h i n k o f 

11 s h i f t i n g t h e f o r e c a s t i n t o t h e f u t u r e s i x months, s i x 

12 t o t w e l v e months. 

13 Q. What s o r t o f an a d d i t i o n a l i n v e s t m e n t are 

14 you l o o k i n g a t t o implement u n i t o p e r a t i o n s ? 

15 A. W e l l , my e s t i m a t e was $372,000. 

16 Q. And does t h i s e x h i b i t i n d i c a t e t h e f u t u r e 

17 p r o f i t t h a t you are p r o j e c t i n g f o r t h e w a t e r f l o o d 

18 p r o j e c t ? 

19 A. Yes, s i r , i t does. 

20 Q. And what i s t h a t ? 

21 A. W e l l , based on a c o n s t a n t o i l p r i c e o f $15, 

22 I had a p r o f i t of i n the o r d e r of $3 m i l l i o n , an 

23 e s t i m a t e d f u t u r e p r o f i t . Now my t a b l e - - n o , on $15 o i l 

24 I had an e s t i m a t e d f u t u r e p r o f i t of $2,178,000 a f t e r 

25 t h e i n v e s t m e n t . 

CUMBRE COURT REPORTING 
(505) 984-2244 



16 

1 Q. And t h a t i s shown on what page of t h i s 

2 e x h i b i t ? 

3 A. We l l , on page 10 of the e x h i b i t i t shows 

4 the f u t u r e cash f l o w . Page 10 shows a f u t u r e p r o f i t 

5 based on $15 o i l and a recovery of 440,000 b a r r e l s , t o 

6 be $2,178,000. 

7 Q. Do you a n t i c i p a t e an increase i n the 

8 o p e r a t i n g costs? 

9 A. We l l , my f o r e c a s t , I had the o p e r a t i n g 

10 costs would i n c r e a s e , yes, s i r . 

11 Q. Do you have an estimate as to what they 

12 might be--the increases? 

13 A. We l l , I had the estimated o p e r a t i n g costs 

14 at $12,000 i n c r e a s i n g i n a two-year p e r i o d t o 

15 $22,000. Now, I t h i n k the $12,000 cost i s e n t i r e l y 

16 too high at c u r r e n t times. 

17 Q. But you do a n t i c i p a t e there w i l l be an 

18 increase i n the o p e r a t i n g costs? 

19 A. Yes, t h a t ' s r i g h t . 

20 Q. W i l l the economic l i m i t f o r the pool be 

21 extended as a r e s u l t of the u n i t i z a t i o n ? 

22 A. Ri g h t . My schedule of d e p l e t i o n says t h a t 

23 the economic l i f e of the f i e l d w i l l be extended 10 t o 

24 12 years, i n t h a t range. 

25 Q. I n your o p i n i o n , i s u n i t i z e d management and 
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1 o p e r a t i o n , a l o n g w i t h f u r t h e r development of t h i s 

2 p o o l , r e a s o n a b l y n e c e s s a r y t o i n c r e a s e t h e u l t i m a t e 

3 r e c o v e r y o f o i l from t h e p o o l ? 

4 A. Yes, i t i s . 

5 Q. Do you b e l i e v e t h a t you w i l l be a b l e t o 

6 r e c e i v e a r e a s o n a b l e p r o f i t over and above i n c r e a s e d 

7 i n v e s t m e n t and o p e r a t i n g c o s t s ? 

8 A. Yes, s i r , I do. 

9 Q. Could you g e n e r a l l y d e s c r i b e t h e o p e r a t i o n s 

10 p r e s e n t l y b e i n g c o n d u c t e d on the s e l a n d s ? 

11 A. W e l l , I b e l i e v e t h a t t h e r e ' s about f i v e or 

12 s i x w e l l s c u r r e n t l y b e i n g produced by Grand Resources, 

13 and Mr. Rubenowicz knows t h e c u r r e n t s t a t u s o f t h a t . 

14 I'm not f a m i l i a r w i t h what Ari-Mex has, b ut the 

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

16 Q. I f a u n i t p l a n and water f l o o d i n g i s n ' t 

17 i m p lemented, do you have an o p i n i o n as t o whether or 

18 n ot r e s e r v e s w i l l be l e f t i n the ground? 

19 A. W e l l , t h e y v e r y d e f i n i t e l y w i l l be l e f t i n 

20 th e g r o u n d . 

21 Q. I n v a l u i n g t h e p r o j e c t and th e r e s e r v e s , 

22 have you used s t a n d a r d methods u t i l i z e d i n t h e 

23 i n d u s t r y i n p r e p a r i n g t h e d a t a t h a t ' s s e t f o r t h on 

24 pages 10 and 11 of t h i s e x h i b i t ? 

25 A. Yes, I have. 
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1 Q. I n p r e p a r i n g t h e s e c a l c u l a t i o n s , were t a x e s 

2 t a k e n i n t o account? 

3 A. They were. I took i n t o account t h e o i l 

4 severance t a x and a l s o t h e e s t i m a t e d e f f e c t of t h e 

5 p o s s e s s o r y i n t e r e s t t a x t o t h e Navajo N a t i o n . 

6 Q. I f u n i t i z e d methods are i n s t i t u t e d and 

7 w a t e r f 1 o o d i n g i s a p p l i e d t o t h e a r e a , do you b e l i e v e 

8 t h a t t h e w a t e r f l o o d p r o j e c t w hich i s b e i n g proposed 

9 i s , i n f a c t , f e a s i b l e i n t h i s r e s e r v o i r ? 

10 A. Yes, i t i s. 

11 Q. Would c o n t i n u e d use o f such u n i t i z e d 

12 methods o f o p e r a t i o n r e s u l t w i t h r e a s o n a b l e 

13 p r o b a b i l i t y and u l t i m a t e i n i n c r e a s e d r e c o v e r y o f 

14 h y d r o c a r b o n s ? 

15 A. They w i l l . 

16 Q. W i l l t h e u n i t i z e d methods o f o p e r a t i o n 

17 which are b e i n g proposed by Grand Resources b e n e f i t 

18 a l l i n t e r e s t owners i n t h e area? 

19 A. They w i l l . 

20 Q. I s u n i t i z a t i o n n e c e s s a r y i f you a r e , i n 

21 f a c t , g o i n g t o be a b l e t o c a r r y on e f f e c t i v e 

22 w a t e r f l o o d i n g o f t h i s u n i t area? 

23 A. I t i s . 

24 Q. What i s the b a s i s f o r p a r t i c i p a t i o n i n t h e 

25 u n i t , as se t f o r t h i n t h e u n i t agreement? 
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1 A. We've a l l o t t e d 60 percent to the net 

2 f l o o d a b l e acre f e e t based on an isopach map, and t h a t 

3 map i s on page 16 of the e x h i b i t . We've used 30 

4 percent of the cumulative o i l p r o d u c t i o n , which takes 

5 i n t o account the past p r o d u c t i o n , and we've used a 

6 10-percent w e l l f a c t o r . 

7 Q. I n your o p i n i o n , does t h i s formula a l l o c a t e 

8 p r o d u c t i o n to the s e p a r a t e l y owned t r a c t s i n a f a i r , 

9 reasonable and e q u i t a b l e basis? 

10 A. I t does. 

11 Q. Are you prepared to make a recommendation 

12 to the Examiner as to any p e n a l t y t h a t should be 

13 assessed against any i n t e r e s t owner who doesn't 

14 v o l u n t a r i l y pay hi s share of the costs i n c u r r e d i n 

15 development of the u n i t ? 

16 A. Y e s , s i r . 

17 Q. And what would t h a t recommendation be? 

18 A. We l l , t h a t would be the 300 pe r c e n t , or 

19 p e n a l t y f a c t o r which i s common i n most or i n many 

20 o p e r a t i n g agreements. 

21 Q. What do you base t h a t recommendation on? 

22 A. We l l , I base i t on the f a c t t h a t i t ' s been 

23 more or less of an i n d u s t r y standard i n d r i l l i n g 

24 w e l l s , and i t seems q u i t e reasonable here to me. 

25 Q. Mr. Schrenkel, you i n d i c a t e d t h a t you 
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1 became aware of t h i s p r o j e c t when advised t h a t there 

2 was an i n t e r e s t f o r sale by a bank, i s t h a t c o r r e c t ? 

3 A . That 1 s c o r r e c t . 

4 Q • Have you v o l u n t a r i l y j o i n e d i n u n i t 

5 ope r a t i o n s ? 

6 A. Yes , s i r . 

7 Q. Have you executed the Unit Agreement and 

8 Unit Operating Agreement? 

9 A. Yes, s i r , I have. 

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

11 A. 300 percent. 

12 Q. That's a c t u a l plus a 200-percent penalty? 

13 A. Right . 

14 Q. In your o p i n i o n , w i l l g r a n t i n g t h i s 

15 a p p l i c a t i o n be i n the best i n t e r e s t of c o n s e r v a t i o n , 

16 the p r e v e n t i o n of waste and the p r o t e c t i o n of 

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

18 A. They w i l l . 

19 Q. Were E x h i b i t s 1 and 1-A prepared by you ? 

20 A. They were. 

21 MR. CARR: At t h i s t i m e , Mr. Stogner t I 

22 would move the admission of E x h i b i t s 1 and 1-A. 

23 HEARING EXAMINER: E x h i b i t s 1 and 1-A w i l l 

24 be admitted i n t o evidence at t h i s t i m e . 

25 MR. CARR: This concludes my d i r e c t 
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1 examination of Mr. Schrenkel. 

2 HEARING EXAMINER: Thank you, Mr. Carr. 

3 Mr. Baggett, your w i t n e s s . 

4 MR. BAGGETT: Thank you, Mr. Examiner. 

5 EXAMINATION 

6 BY MR. BAGGETT: 

7 Q. Mr. Schrenkel, you've i n d i c a t e d i n the 

8 opening paragraphs of your r e p o r t t h a t has been 

9 admitted i n t o evidence t h a t t h i s i s one of those happy 

10 p r o j e c t s where everyone w i l l b e n e f i t ? 

11 A. I hope t h a t ' s c o r r e c t . 

12 Q. Have you had occasion t o be i n v o l v e d i n , 

13 say, the d r i l l i n g of i n s i d e l o c a t i o n s ? 

14 A. No, I haven't. 

15 Q. Have you been i n v o l v e d i n the d r i l l i n g of 

16 w i l d c a t l o c a t i o n s ? 

17 A. Oh, yeah. 

18 Q. Which of the two, i n s i d e d r i l l i n g or 

19 w i l d c a t l o c a t i o n s , c o n s t i t u t e the g r e a t e s t r i s k , i n 

20 your opinion? 

21 A. We l l , w i l d c a t l o c a t i o n s . 

22 Q. Now, i f t h i s was one of those happy 

23 p r o j e c t s t h a t we're a l l going to be pleased w i t h and 

24 i t ' s abandoned and j o i n e d on the south by two 

25 su c c e s s f u l w a t e r f l o o d p r o j e c t s , give us an assessment 

CUMBRE COURT REPORTING 
(505) 984-2244 



22 

1 of the r i s k i n v o l v e d i n t h i s p r o j e c t w i t h a scale of 

2 1 to 10, w i t h "10" being a w i l d c a t which I presume you 

3 would agree i s the most r i s k y p a r t of t h i s business? 

4 A. Well , l e t me answer i t i n another way, t h a t 

5 I f e e l l i k e t h i s p r o j e c t has an 85-percent p r o b a b i l i t y 

6 of being s u c c e s s f u l . 

7 Q. Okay. That's a good enough answer t o t h a t 

8 q u e s t i o n . Now, p a r t of the p r o j e c t costs i n v o l v e d i n 

9 t h i s t h i n g i s the d r i l l i n g of a water supply w e l l , i s 

10 t h a t c o r r e c t ? 

11 A. That ' s t r u e . 

12 Q. I n o t i c e i n your r e p o r t t h a t you i n d i c a t e 

13 t h a t a w e l l should be d r i l l e d t o the Morrison 

14 Formation? 

15 A. We l l , yes, s i r , t h a t ' s what I'm c a l l i n g i t , 

16 and I have a depth on i t , t o o . 

17 Q. P r i o r t o p r e p a r i n g your own r e p o r t or even 

18 a f t e r p r e p a r i n g your r e p o r t , were you given a copy of 

19 a r e p o r t t h a t was prepared by Mr. Jack Cook and J. D. 

20 Hicks, i n 1972, on t h i s same p r o j e c t ? 

21 A. Ri g h t . I received t h a t probably a year or 

22 s e v e r a l months a f t e r t h i s one was prepared, yes, s i r . 

23 Q. Now, i n t h a t r e p o r t , i t i n d i c a t e s t h a t a 

24 w e l l should be d r i l l e d to the Dakota Formation f o r the 

25 water supply. Do you r e c a l l t h a t ? 
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1 A. No, I don't. I t ' s p o s s i b l e I might have my 

2 nomenclature wrong. I had the l o g f o r the b i g water 

3 sands down i n the w e l l t h e r e t h a t I was proceeding on. 

4 Q. For the purpose of my q u e s t i o n , l e t ' s 

5 assume — a n d I could read i t t o you here, but now I 

6 understand t h a t i t i s proposed t h a t the water supply 

7 w e l l be d r i l l e d to the Dakota Formation, i s t h a t 

8 c o r r e c t ? 

9 A. I t ' s the water sand t h a t ' s at so many f e e t 

10 there i s the one I propose the w e l l be d r i l l e d t o , 

11 yes , s i r . 

12 Q. Now, i n l o o k i n g at your e l e v a t i o n s on these 

13 v a r i o u s f o r m a t i o n s , i t would appear t h a t the Dakota 

14 Formation would be the f i r s t a v a i l a b l e water f o r m a t i o n 

15 and I t h i n k i t ' s - - I don't have your pages numbered i n 

16 my copy, but i t ' s f i g u r e 3 of the c h a r t . 

17 MR. STOVALL: Mr. Baggett, j u s t f o r 

18 reference i n case we have to go back t o the 

19 t r a n s c r i p t , t h a t ' s marked as page 14 i n my copy of the 

2 0 book . 

21 MR. BAGGETT: I t ' s not marked as any page 

22 i n my book . 

23 A. I t i s 14. 

24 Q. Thank you, s i r . Now, i t would appear from 

25 l o o k i n g at t h i s e x h i b i t t h a t the Dakota i s the f i r s t 
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1 water supply f o r m a t i o n recommended by at l e a s t one of 

2 these w a t e r f l o o d s t u d i e s f o r the water supply, i s t h a t 

3 c o r r e c t ? I t ' s the one c l o s e s t t o the Mesa Verde t h a t 

4 we're t a l k i n g about? 

5 A. W e l l , the Morrison on t h i s c r o s s - s e c t i o n 

6 here i s s h a l l o w e r - - I mean, the Dakota i s shallower 

7 than the Morrison. 

8 Q. And c o n s i d e r a b l y f u r t h e r down you have the 

9 Entrada Formation? 

10 A. Well , l e t me c l a r i f y what we're t a l k i n g 

11 about here. When I f i r s t looked at t h i s p r o j e c t and 

12 had the e l e c t r i c logs i n the t h i n g , I was coming up 

13 and i t was my d e t e r m i n a t i o n t h a t there was a major 

14 water source t h a t you would d r i l l a l l of i t by the 

15 time you got to 2,500 or 3,000, f e e t which I'm 

16 c o r r e l a t i n g as the Morrison water sands. I'm not a 

17 San Juan g e o l o g i s t . 

18 Q. And I'm not t r y i n g t o make you one. The 

19 r e p o r t of Mr. Cook and Mr. Hicks done i n '72, t h a t you 

20 s t u d i e d , i n d i c a t e d t h a t the water w e l l should come out 

21 of the Dakota. You have i n d i c a t e d i n your r e p o r t t h a t 

22 you thought i t should come out of the Morrison. And 

23 I'm to l d - - a n d t h i s i s s u b j e c t to being c o r r e c t e d 

24 l a t e r — b u t i f Mr. Rubenowicz t e s t i f i e s a f t e r you t h a t 

25 he's going t o d r i l l i t to the Entrada, t h a t ' s s t i l l a 
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1 deeper f o r m a t i o n . 

2 Based upon those f a c t s , my que s t i o n i s 

3 t h i s : Do you f e e l p r e t t y c o n f i d e n t y o u ' l l get water 

4 i f you d r i l l through the Dakota, which i s your water 

5 zone, and then through the M o r r i s o n , which i s another 

6 water zone, and down through the Entrada, which i s 

7 s t i l l another water zone. 

8 A. Well , my c o r r e l a t i o n s of the water, because 

9 t h a t ' s a very c r i t i c a l p o i n t t h a t water i s t h e r e , i t ' s 

10 got t o be t h e r e , was t h a t my c o r r e l a t i o n s were t h a t I 

11 took the w e l l s t o the south. You're encountering 

12 water sands at much shallower e l e v a t i o n s . I t was my 

13 f e e l i n g t h a t by d r i l l i n g t o 2,500 f e e t you had a very 

14 adequate source of water. 

15 And i f I've got the nomenclature wrong, I 

16 may very w e l l have the nomenclature wrong, and I 

17 ap o l o g i ze . 

18 Q. W e l l , i s there any doubt i n your mind 

19 you're going t o get water when you d r i l l t h i s w e l l ? 

20 A. I wouldn't t h i n k so. 

21 Q. I n a d d i t i o n to d r i l l i n g the water supply 

22 w e l l , what other w e l l s w i l l you be d r i l l i n g ? 

23 A. Well , we plan t o d r i l l no a d d i t i o n a l w e l l s 

24 at t h i s t i m e . We're going t o convert three d i f f e r e n t 

25 w e l l s , which Mr. Rubenowicz has the testimony on t h a t . 
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1 Q. Is there something p a r t i c u l a r l y t r i c k y 

2 about c o n v e r t i n g these w e l l s as opposed to c o n v e r t i n g 

3 a n a t u r a l gas well ? Any s p e c i a l f a c t o r s ? 

4 A. No. You've got t o run i n t e g r i t y t e s t s . 

5 We're i n the process of g e t t i n g ready to do t h a t . And 

6 you've got packers; you've got to put 

7 c o r r o s i o n - r e s i s t a n t m a t e r i a l s , l i k e , the main t h i n g i n 

8 the w a t e r f l o o d i s t h a t you want t o make sure your 

9 o p e r a t i n g costs w i l l be at a minimum, h o p e f u l l y i n the 

10 f u t u r e , because of the absence of c o r r o s i o n , using the 

11 r i g h t type of m a t e r i a l s . There's r e a l l y n o t h i n g 

12 t r i c k y about i t . I t ' s standard procedure. 

13 Q. You don't a n t i c i p a t e any d i f f i c u l t y out of 

14 t h i s type of operation? 

15 A. No. This would be our i n i t i a l approach. 

16 The performance of the w a t e r f l o o d w i l l t e l l us i n the 

17 f u t u r e what other adjustments we need to make t o 

18 recover more o i l . 

19 Q. And the p r o d u c t i o n w e l l s t h a t you're going 

20 to c o n d i t i o n , t h e y ' r e already d r i l l e d i n t o the 

21 producing formation? 

22 A. Yes , s i r . 

23 Q. And p e r f o r a t e d ? 

24 A. Ri g h t . 

25 Q. Then would i t be accurate to say t h a t your 

CUMBRE COURT REPORTING 
(505) 984-2244 



27 

1 assessment of the r i s k f a c t o r i n v o l v e d i n t h i s , t h a t 

2 you t h i n k i t ' s 85-percent probable, t h a t the r i s k 

3 f a c t o r i s 15 percent? 

4 A. Of i t not being successful? 

5 Q. Yes. 

6 A. That's probably about r i g h t . 

7 Q. We a l l f e e l c o m f o rtable t h a t t h i s i s going 

8 to work? 

9 A. I t ' s supposed to work. I t ' s going t o work. 

10 MR. BAGGETT: I b e l i e v e t h a t ' s a l l I have. 

11 Thank you . 

12 HEARING EXAMINER: Thank you, Mr. Baggett. 

13 Mr. Carr? 

14 FURTHER EXAMINATION 

15 BY MR. CARR: 

16 Q. Mr. Schrenkel, i n your o p i n i o n , i s there a 

17 p o s s i b i l i t y t h a t the proposed water f l o o d i n g of t h i s 

18 u n i t might not be an economic success? 

19 A. As I've answered p r e v i o u s l y , I t h i n k t h a t 

20 t h e r e i s 85-percent p r o b a b i l i t y t h a t i t w i l l be an 

21 economic success. 

22 Q. So th e r e ' s a 15-percent chance, i n your 

23 o p i n i o n , t h a t i t would not be? 

24 A. That i t could f a i l , r i g h t . 

25 Q. I f t h a t happens and c e r t a i n i n t e r e s t owners 
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1 have gone non-consent, are you aware o f , under the 

2 Unit Agreement or the Unit Operating Agreement, any 

3 way t h a t those who have paid the costs would receive 

4 any c o n t r i b u t i o n from those who d i d not pay t h e i r 

5 share? 

6 A. Would you phrase t h a t again? 

7 Q. I f the p r o j e c t i s not a success — 

8 A. Oh, i f i t ' s not a success, r i g h t . 

9 Q. Who bears the r i s k ? 

10 A. W e l l , the people t h a t have put the money 

11 up. 

12 Q. And i f an i n d i v i d u a l has gone non-consent, 

13 does he have any exposure? 

14 A. He has no exposure. 

15 Q. And i f an i n t e r e s t owner would pay t h e i r 

16 p r o p o r t i o n a t e share, they would share t h a t r i s k , i s 

17 t h a t c o r r e c t ? 

18 A. That's t r u e . 

19 Q. And i f they don't, they're asking others t o 

20 c a r r y them? 

21 A. Y e s , s i r . 

22 Q. I n t h a t s i t u a t i o n , do you b e l i e v e t h a t even 

23 w i t h a 15-percent chance of f a i l u r e , t h a t a r i s k 

24 p e n a l t y should be assessed against those who e l e c t to 

25 go non-consent? 
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1 A. I t should be assessed, yes, s i r . 

2 Q. And does the f a c t t h a t t h e r e ' s only a 

3 15-percent chance of f a i l u r e change your o p i n i o n t h a t 

4 a 200-percent p e n a l t y over a c t u a l costs i s 

5 ap p r o p r i a t e ? 

6 A. No. 

7 MR. CARR: That's a l l I have. 

8 MR. BAGGETT: May I ask one more question? 

9 HEARING EXAMINER: Please. 

10 FURTHER EXAMINATION 

11 BY MR. BAGGETT: 

12 Q. Mr. Schrenkel, are you aware of the New 

13 Mexico s t a t u t e 70-7-7 subpart (F) which r e q u i r e s the 

14 d i v i s i o n t o e s t a b l i s h , i n each i n d i v i d u a l case, the 

15 r i s k f a c t o r ? 

16 A. I'm not aware of t h a t , no, s i r . 

17 Q. Are you aware t h a t t h a t s t a t u t e i n d i c a t e s 

18 t h a t 200 pe r c e n t , what you're asking the Commission t o 

19 approve, i s the maximum allowable? 

20 MR, CARR: I ' l l o b j e c t . He said he's 

21 unaware of the s t a t u t e , so he co u l d n ' t be aware of the 

22 p r o v i s i o n s of i t . 

23 MR. STOVALL: I would advise the Examiner 

24 t h a t we can take n o t i c e of the s t a t u t e . 

25 Before you leave, Mr. Schrenkel, I would 
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1 l i k e to ask you a q u e s t i o n . 

2 EXAMINATION 

3 BY MR. STOVALL: 

4 Q. Are you aware of any other w a t e r f l o o d s i n 

5 t h i s area? 

6 A. Oh, yes, s i r , t h e r e ' s many w a t e r f l o o d s 

7 n o r t h of Farmington. 

8 Q. I n t h i s p a r t i c u l a r formation? 

9 A. Yes, s i r . The Horseshoe Gallup F i e l d has 

10 been s u c c e s s f u l l y w a t e r f l o o d e d from the Gallup 

11 Formation from many years, by people l i k e Exxon, 

12 Amoco, on and on, A t l a n t i c R i c h f i e l d . 

13 Q. Most of those have been successful? 

14 A. Yes, s i r . The ones I have knowledge of 

15 have been s u c c e s s f u l . 

16 MR. STOVALL: No f u r t h e r q u e s t i o n s . 

17 EXAMINATION 

18 BY MR. STOGNER: 

19 Q. Which i s the c l o s e s t Gallup w a t e r f l o o d to 

20 t h i s p a r t i c u l a r p r o j e c t ? 

21 A. We l l , i f y o u ' l l t u r n t o - - l e t ' s look 

22 a t - - t u r n to page 16. The Horseshoe Gallup F i e l d 

23 s t a r t s r i g h t down about where page 16 i s numbered, 

24 about two miles down here, two or three m i l e s , and 

25 then i t goes on to close t o Farmington, n o r t h of 
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1 Farmington. I t ' s a huge f i e l d . 

2 The Many Rocks F i e l d i s over j u s t o f f t o 

3 the east about three m i l e s . As I explained e a r l i e r , I 

4 have extensive knowledge of some leases i n the 

5 Horseshoe Gallup F i e l d , and then I have a study of the 

6 Many Rocks F i e l d . The p r o b a b i l i t y i s high t h a t 

7 a d d i t i o n a l o i l w i l l be recovered. 

8 Q. What i s the source water f o r both the 

9 Horseshoe and the Many Rocks? 

10 A. Wel l , I don't know. I t h i n k i t ' s the 

11 Morrison and the Dakota. They have some r e a l high 

12 volume. I t ' s the Dakota, i s n ' t i t , and the Morrison? 

13 You get a l i t t l e b i t deeper. I t ' s whatever t h e - -

14 He's the g e o l o g i s t . Mr. Baggett's the g e o l o g i s t . I'm 

15 not the g e o l o g i s t . 

16 MR. BAGGETT: I'm a lawyer. 

17 HEARING EXAMINER: Okay. Are there any 

18 other questions of t h i s witness? 

19 I f n o t , he may be excused. Mr. Carr? 

20 MR. CARR: At t h i s time I would c a l l Marvin 

21 Rubenowicz. 

2 2 MARVIN RUBENOWICZ 

23 C a l l e d as a witness h e r e i n , a f t e r having been f i r s t 

24 d u l y sworn upon h i s oath, t e s t i f i e d as f o l l o w s : 

25 
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1 EXAMINATION 

2 BY MR. CARR: 

3 Q. Would you s t a t e your f u l l name f o r the 

4 record , please. 

5 A. Marvin J. Rubenowicz. 

6 Q. Mr. Rubenowicz, where do you reside? 

7 A. Tulsa Oklahoma. 

8 Q. By whom are you employed and i n what 

9 capa c i t y ? 

10 A. Grand Resources. I'm a petroleum engineer 

11 and the owner. 

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

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

14 a petroleum engineer accepted and made a matter of 

15 record? 

16 A. Yes, I have. 

17 Q. 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 f i l e d 

18 i n t h i s case on behal f of Grand Resources seeking 

19 s t a t u t o r y u n i t i z a t i o n of the Mesa Gallup F i e l d ? 

20 A. Yes. 

21 Q. Have you, as a petroleum engineer, made 

22 independent review of the m a t e r i a l t h a t i s a v a i l a b l e 

23 on t h i s f i e l d i n making a d e c i s i o n to go forward w i t h 

24 t h i s p r o j e c t ? 

2 5 A. Yes, I have. 
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1 MR. CARR: Are the witness's q u a l i f i c a t i o n s 

2 acceptable? 

3 HEARING EXAMINER: Are there any 

4 o b j e c t i o n s ? 

5 MR. BAGGETT: No o b j e c t i o n s . 

6 HEARING EXAMINER: The witness 1 s 

7 q u a l i f i c a t i o n s are acceptable. 

8 Q. [BY MR. CARR] Mr. Rubenowicz, I want to 

9 ask you sev e r a l questions about e f f o r t s t h a t have been 

10 undertaken t h i s year to u n i t i z e t h i s p o o l . F i r s t of 

11 a l l , you were the A p p l i c a n t and received the approval 

12 from the O i l Commission i n i t i a l l y f o r w a t e r f l o o d i n g i n 

13 the v o l u n t a r y u n i t , i s t h a t c o r r e c t ? 

14 A. Yes, I was. 

15 Q. Why are we here today? 

16 A. Because there were a couple p o i n t s which 

17 could not be set i n t o the o p e r a t i n g agreement, 

18 p r i m a r i l y , t h a t Ari-Mex C o r p o r a t i o n wanted and t h a t 

19 myself and the other p a r t i c i p a n t s would not agree t o . 

20 Q. Fo l l o w i n g the approval from the O i l 

21 Commission of the v o l u n t a r y u n i t and w a t e r f l o o d i n g , 

22 were you the person who approached EPA to o b t a i n 

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

24 A. Yes, I was. 

25 Q. Have you, at t h i s t i m e , been able to o b t a i n 
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1 t h e i r approval f o r the i n j e c t i o n of f l u i d s i n t o t h i s 

2 r e s e r v o i r ? 

3 A. Yes, I have. 

4 Q. Did you also go t o the BIA and the BLM, 

5 seeking approval t o produce w e l l s to i n j e c t i o n ? 

6 A. Yes, I was . 

7 Q. Have you obtained approval t o do t h a t ? 

8 A. Yes, I have . 

9 Q. Have you also obtained t h e i r approval t o 

10 commence the i n j e c t i o n of f l u i d s i n t o the r e s e r v o i r ? 

11 A. Yes, I have. 

12 Q. Have you, at t h i s t i m e , acquired permits t o 

13 d r i l l water supply wells? 

14 A. Yes, I have. 

15 Q. Have you made a d e c i s i o n as to what 

16 f o r m a t i o n you i n t e n d t o d r i l l t o t o o b t a i n a source of 

17 water f o r the u n i t ? 

18 A. Yes, I have. 

19 Q. And at t h i s time what f o r m a t i o n do you 

20 i n t e n d to d r i l l to? 

21 A. That's the Entrada. 

22 Q. Is t h a t a deeper f o r m a t i o n than the one 

23 recommended i n the Cook study t h a t was referenced by 

24 Mr. Baggett? 

25 A. Yes, i t i s . 
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1 Q. And because i t i s deeper, w i l l i t cost 

2 more? 

3 A. Yes, i t w i l l . 

4 Q. Why d i d you decide t o d r i l l t o a deeper 

5 hor i zon? 

6 A. Upon my i n v e s t i g a t i o n of w e l l s i n the 

7 surrounding area, I found a dry hole w i t h i n a mile and 

8 a h a l f of our f i e l d t h a t p enetrated the Dakota, 

9 Morrison and Entrada Formation. And a f t e r r e v iewing 

10 the e l e c t r i c logs on t h a t w e l l and also spending a 

11 couple days i n Arco's o f f i c e i n Midland, Texas, 

12 re v i e w i n g t h e i r records r e g a r d i n g t h e i r water supply 

13 on the Horseshoe Gallup F i e l d , i t became apparent to 

14 me t h a t the source of water most p r o l i f i c , w i t h the 

15 highest p r o b a b i l i t y of d e l i v e r i n g adequate reserves of 

16 water f o r t h i s p r o j e c t , i s the Entrada. 

17 Q. Mr. Rubenowicz, what percentage i n t e r e s t i n 

18 t h i s w a t e r f l o o d p r o j e c t and u n i t w i l l Grand Resources 

19 a c t u a l l y own? 

20 A. Seven and a h a l f p e r c e n t . 

21 Q. And you re p r e s e n t , i n a d d i t i o n to t h a t , 

22 i n t e r e s t owners t h a t represent what percent? 

23 A. 85 per c e n t . 

24 Q. And w i l l those 85-percent i n t e r e s t owners 

25 pay t h e i r share of the cost of the w e l l to the deeper 
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1 i n t e r v a l ? 

2 A. Yes, they w i l l . 

3 Q. I s the s e l e c t of an i n t e r v a l i n which to 

4 complete a water supply w e l l , i n your experience, 

5 c u s t o m a r i l y a d e c i s i o n t h a t r e s t s w i t h the operator of 

6 the u n i t ? 

7 A. Oh, i t ' s u s u a l l y amongst—the p a r t n e r s 

8 agree. I t ' s not j u s t the ope r a t o r ' s r e s p o n s i b i l i t y . 

9 You get p a r t n e r s a p p r o v a l . 

10 Q. What i s the s t a t u s of r i g h t - o f - w a y s f o r 

11 l a y i n g i n j e c t i o n l i n e s at t h i s time? 

12 A. I have had environmental impact statements, 

13 I've had archaeology r e p o r t s prepared and submitted t o 

14 BLM and BIA. We have a l l approvals, r i g h t - o f - w a y s , 

15 damages have been paid f o r p a r t of the work t o be 

16 done, and we d i d not want to s e t t l e the damages f o r 

17 the remainder u n t i l we were a c t u a l l y ready t o do the 

18 work . 

19 Q. At t h i s p o i n t i n time how close are you to 

20 being able to implement a w a t e r f l o o d p r o j e c t i n t h i s 

21 u n i t ? What obstacles remain? 

22 A. P r i m a r i l y Ari-Mex's approving our proposed 

23 o p e r a t i o n . However, as of today's date, Ari-Mex has 

24 approved a l l of our recommendations except one. 

25 Q. And what i s t h a t ? 

CUMBRE COURT REPORTING 
(505) 984-2244 



37 

1 A. That i s t h e p e n a l t y c l a u s e i n t h e o p e r a t i n g 

2 agreement. They are s e e k i n g a l e s s e r p e n a l t y c l a u s e 

3 f o r non-consent on c a p i t a l e x p e n d i t u r e s . 

4 Q. And t h i s i s the one o u t s t a n d i n g i s s u e s t h a t 

5 r e s u l t s i n our b e i n g b e f o r e t h i s Commission s e e k i n g 

6 s t a t u t o r y u n i t i z a t i o n , i s t h a t c o r r e c t ? 

7 A. C o r r e c t . 

8 Q. I would l i k e you t o i d e n t i f y what has been 

9 marked as Grand E x h i b i t No. 2? 

10 A. T h i s i s t h e U n i t Agreement w h i c h s e t s out 

11 t h e p e r c e n t a g e s t h a t t h e d i f f e r e n t p a r t i e s p a r t i c i p a t e 

12 under t h e o p e r a t i o n o f t h i s p r o j e c t by Grand, and a l l 

13 f a c t o r s w i t h i n t h e U n i t Agreement have been approved 

14 by Ari-Mex. 

15 Q. And i s t h i s t h e U n i t Agreement t h a t was 

16 approved by the O i l C o n s e r v a t i o n D i v i s i o n when you 

17 were b e f o r e them s e e k i n g a p p r o v a l o f v o l u n t a r y 

18 u n i t i z a t i o n ? 

19 A. Yes, i t i s . 

20 Q. I d e n t i f y what has been marked as Grand 

21 Resources E x h i b i t No. 3? 

22 A. E x h i b i t No. 3 i s t h e U n i t O p e r a t i n g 

23 Agreement o f the same p r o j e c t . 

24 Q. Has t h i s U n i t O p e r a t i n g Agreement been t h e 

25 s u b j e c t o f n e g o t i a t i o n s here t o d a y ? 
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1 A. Yes, i t has. 

2 Q. Could you review f o r the Examiner those 

3 amendments to t h i s o p e r a t i n g agreement which have been 

4 agreed to by the p a r t i e s ? 

5 A. The amendments which we have agreed to i n 

6 the m o d i f i c a t i o n of t h i s document are as f o l l o w s : 

7 I n the a p p r a i s a l of the surface equipment, 

8 there are p r o v i s i o n s , t h e r e ' s wordings i n the 

9 p r o v i s i o n s of using 65 percent and 75 percent of the 

10 equipment v a l u e , and t h a t ' s p r i m a r i l y f o r d i s p o s a l of 

11 equipment. We have agreed t o a mu t u a l l y accepted 

12 i n d i v i d u a l by the name of Kenny Osborne, or another 

13 m u t u a l l y acceptable person, to set the value of a l l 

14 surface equipment w i t h i n Ari-Mex and the Grand 

15 Resources leases. Those values w e ' l l be bound by f o r 

16 c o n t r i b u t i o n i n t o the u n i t . 

17 The next would be rega r d i n g prepayments of 

18 moneys f o r c a p i t a l e x p e n d i t u r e s . We have agreed t h a t 

19 Grand w i l l submit a 30-day expected expenditures f o r 

20 c a p i t a l items on the p r o j e c t to be submitted t o a l l 

21 working i n t e r e s t p a r t n e r s , and 15 days a f t e r t h e i r 

22 r e c e i p t of these expected e x p e n d i t u r e s , they are 

23 expected to prepay. I f they do not pay w i t h i n 15 days 

24 of r e c e i p t of the estimated 30-day c o s t s , they w i l l 

25 then be deemed to have gone non-consent on those 
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1 expenses, and the remaining working i n t e r e s t p a r t n e r s j 

2 w i l l be o b l i g a t e d to pay f o r the non-consenting 

3 p a r t y ' s share. 

4 Regarding commingling of funds, we have 

5 agreed t h a t Grand w i l l not commingle revenue generated 

6 by the p r o j e c t i n t o Grand Resources' cor p o r a t e 

7 account; t h a t those revenues received from p r o d u c t i o n 

8 w i l l be put i n t o a t r u s t account t o be managed by 

9 Grand f o r the account of the working i n t e r e s t 

10 p a r t n e r s , and those moneys w i l l then be d i s t r i b u t e d to 

11 the working i n t e r e s t p a r t n e r s . 

12 We also agreed to e l i m i n a t e the language 

13 which addressed any non-consenting p a r t y ' s working 

14 i n t e r e s t , cannot be disposed o f , t h a t the consenting 

15 p a r t i e s on matters of c a p i t a l expenditures or 

16 o p e r a t i n g expenses, would pick up the non-consenting 

17 p a r t y ' s i n t e r e s t - - u n d e r " c a p i t a l . " 

18 Under " o p e r a t i n g expenses," the operator 

19 and/or the remaining working i n t e r e s t p a r t n e r s would 

20 recoup any d e f i c i e n c i e s through p r o d u c t i o n of o i l plus 

21 a 1-1/2-percent p e n a l t y per month against the 

22 d e f i c i e n c i e s . 

23 We decided to change the language which 

24 addressed t h a t they are d e f i c i e n t a f t e r 60 days i n the 

25 o p e r a t i n g agreement, t h a t they are d e f i c i e n t a f t e r 30 
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1 days. So they must pay t h e i r J I B, t h e i r j o i n t 

2 i n t e r e s t b i l l i n g , t h e i r share of the o p e r a t i n g 

3 expenses, w i t h i n 30 days of r e c e i p t of the j o i n t 

4 i n t e r e s t b i l l i n g . 

5 We also amended the overhead charge 

6 e s c a l a t i o n s or m o d i f i c a t i o n s , t o be t i e d to the CPI 

7 percentage, or the Ernst & Whinney percentage as we've 

8 described i n the o p e r a t i n g agreement, and we had 

9 changed the wording t o "whichever i s l e s s , " r a t h e r 

10 than "whichever i s more." And we s t a r t e d o f f the 

11 overhead charge at $325 per month per w e l l . And t h a t 

12 includes producing w e l l s , i n j e c t i o n w e l l s and water 

13 supply w e l l s . 

14 Those are the p o i n t s which we have agreed 

15 t o modify i n the o p e r a t i n g agreement v o l u n t a r i l y . And 

16 we w i l l submit at a l a t e r date these changes t o the 

17 Commission. 

18 Q. Do you a n t i c i p a t e any problem having the 85 

19 percent working i n t e r e s t owners who have a l r e a d y 

20 j o i n e d i n t h i s p r o j e c t , agreeing to any and a l l of 

21 these changes? 

22 A. No problem. I w i l l have no problem. 

23 Q. Does t h i s o p e r a t i n g agreement c o n t a i n a 

24 p r o v i s i o n f o r a r i s k p enalty? 

25 A. Yes, i t does . 
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1 Q. What r i s k p e n a l t y i s set f o r t h i n t h a t 

2 agreement? 

3 A. We have a p e n a l t y of 200 percent on, again, 

4 c a p i t a l e x p e n d i t u r e s , not o p e r a t i n g expenses, t o any 

5 non-consenting p a r t y , a f t e r being provided adequate 

6 AFE's f o r these e x p e n d i t u r e s , and f o r t h e i r d e f a u l t i n 

7 going non-consent, of not p a r t i c i p a t i n g w i t h what i s 

8 recommended. 

9 Q. This 200 percent f i g u r e i s a p e n a l t y over 

10 and above a c t u a l cost? 

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

12 Q. Do you have a recommendation to make to the 

13 Examiner as to the p e n a l t y t h a t should be assessed i n 

14 the Order t h a t r e s u l t s from t h i s hearing s t a t u t o r i l y 

15 u n i t i z i n g t h i s f i e l d ? 

16 A. Yes, I do. 

17 Q. And what do you recommend? 

18 A. I recommend a 200-percent p e n a l t y be l e v i e d 

19 against a l l non-consenting p a r t i e s due to the r i s k s 

20 i n v o l v e d i n the two primary matters which we're 

21 proposing: One, the p r o b a b i l i t y of the success of a 

22 f i n a n c i a l l y v i a b l e s u c c e s s f u l secondary recovery 

23 p r o j e c t on one s i d e , t h a t i n c l u d e s the d r i l l i n g of the 

24 water supply w e l l , the implementation of the water 

25 p l a n t , the l a y i n g of the i n j e c t i o n l i n e s , e v e r y t h i n g 
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1 t h a t goes along w i t h implementation of t h i s 

2 w a t e r f l o o d . Those c a p i t a l expenditures are extensive 

3 and they are r e q u i r e d w i t h i n a very short p e r i o d of 

4 time. There are no guarantees t h a t these c a p i t a l 

5 expenditures w i l l be recouped. I f t h i s w a t e r f l o o d i s 

6 a f a i l u r e , they w i l l not be recouped. So th e r e i s an 

7 elements of r i s k so f a r as the secondary recovery 

8 p r o j e c t . 

9 On the other s i d e , any a d d i t i o n a l w e l l s to 

10 be d r i l l e d w i t h i n the u n i t boundary--these are o i l 

11 w e l l s which w i l l be d r i l l e d . And, i n my mind, the r e 

12 i s no such t h i n g as a l e a d - p i p e - c i n c h i n the o i l 

13 business, p e r i o d . There i s r i s k , whether i t be a 

14 w i l d c a t or a developmental w e l l . I've p a r t i c i p a t e d i n 

15 a l o t of developmental w e l l s t h a t were dry h o l e s , 

16 p e r i o d . 

17 Q. Are you f a m i l i a r w i t h other w a t e r f l o o d 

18 p r o j e c t s i n the area? 

19 A. Yes, I am. 

20 Q. As a petroleum engineer, do you have an 

21 o p i n i o n as to whether or not they have a l l been 

22 success f u l ? 

23 A. They have not. 

24 Q. Are you aware of any i n p a r t i c u l a r t h a t 

25 have not been s u c c e s s f u l , from an economic p o i n t of 
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1 view? 

2 A. Yes , I am. 

3 Q. Can you i d e n t i f y any of those f o r the 

4 Examiner? 

5 A. The c l o s e s t r e s e r v o i r t o the Mesa Gallup 

6 p r o j e c t i s the Many Rocks w a t e r f l o o d . And the Many 

7 Rocks w a t e r f l o o d , as per the c u r r e n t owner and the 

8 c u r r e n t operator of Many Rocks, was a f i n a n c i a l 

9 f a i l u r e and i s today a very marginal p r o j e c t . 

10 Q. Mr. Rubenowicz, i n your o p i n i o n , w i l l 

11 g r a n t i n g t h i s a p p l i c a t i o n , i n c l u d i n g the i m p o s i t i o n of 

12 a 200-percent r i s k p e n a l t y , be i n the best i n t e r e s t of 

13 c o n s e r v a t i o n , the p r e v e n t i o n of waste and the 

14 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 ? 

15 A. I b e l i e v e i t w i l l . 

16 Q. W i l l the i m p o s i t i o n of a 200-percent 

17 p e n a l t y assure t h a t those who advance the costs are 

18 p r o p e r l y compensated f o r the r i s k s they take by 

19 advancing costs t o those t h a t do not j o i n i n the 

20 p r o j e c t ? 

21 A. I n r e a l i t y , i n d r i l l i n g of w e l l s , I have 

22 been i n v o l v e d i n numerous w e l l s w i t h 4- and 

23 500-percent p e n a l t i e s f o r non-consent. A 300-percent 

24 p e n a l t y i s not the highest p e n a l t y I've p a r t i c i p a t e d 

25 i n p e r s o n a l l y . 
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1 Q. Could you i d e n t i f y what has been marked as 

2 Grand E x h i b i t No. 4? 

3 A. O i l Conservation of New Mexico Depa r tment 

4 of Energy and M i n e r a l s . I n the Matter of : Grand , f o r 

5 S t a t u t o r y U n i t i z a t i o n , State of New Mexico. 

6 Q. I s t h a t an a f f i d a v i t c o n f i r m i n g t h a t n o t i c e 

7 has been given of t h i s h e a r i n g , as r e q u i r ed by the O i l 

8 Conservation D i v i s i o n r u l e s ? 

9 A. I t appears to be an a f f i d a v i t . 

10 Q. I s t h a t signed by your counsel •? 

11 A. Yes, i t has been. 

12 Q. Were E x h i b i t s 2 and 3 prepared by you or 

13 under your d i r e c t i o n and su p e r v i s i o n ? 

14 A. Yes, they were. 

15 Q. Is E x h i b i t No. 4 an a f f i d a v i t t h a t appears 

16 to have been prepared by your counsel? 

17 A. I t has been. 

18 MR. CARR: At t h i s time I move the 

19 admission of Grand E x h i b i t s 2 through 4. 

20 HEARING EXAMINER: Are there a ny 

21 obj ections? 

22 MR. BAGGETT: No o b j e c t i o n s . 

23 HEARING EXAMINER: E x h i b i t s 2, 3 and 4 w i l l 

24 be admitted i n t o evidence. Mr. Baggett, you r 

25 witness . 
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1 MR. BAGGETT: Thank you. 

2 EXAMINATION 

3 BY MR . BAGGETT: 

4 Q • Mr. Rubenowicz, what r e l a t i o n s h i p do you 

5 have wi t h t h e p r i o r w i t n e s s , Mr. S c h r e n k e l ? 

6 A. None . 

7 Q. Did he do any work f o r you? 

8 A. Yes . 

9 Q • Don't you c o n s i d e r t h a t t o be a 

10 " r e l a t i o n s h i p " ? 

11 A . I t h o u g h t a r e l a t i o n s h i p meant, i s he my 

12 c o u s i n o r my b r o t h e r . 

13 Q. No. Now t h a t we've got i t s t r a i g h t -

14 A . Okay. He's a c o n s u l t i n g e n g i n e e r and a l s o 

15 a w o r k i ng i n t e r e s t p a r t i c i p a n t i n t h e Mesa G a l l u p 

16 w a t e r f l o o d • 

17 Q. You heard Mr. S c h r e n k e l ' s t e s t i m o n y b e f o r e 

18 you g o t on t h e w i t n e s s stand? 

19 A. Yes , I d i d . 

20 Q. Do you agree or d i s a g r e e ? 

21 A . I d i s a g r e e w i t h him. 

22 Q. Did you do t h i s b e f o r e or a f t e r you h i r e d 

23 him as you r c o n s u l t a n t ? 

24 A. I j u s t r e a l i z e d what he s a i d when I heard 

25 him on the s t a n d . I d i s a g r e e w i t h what he s a i d . 
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1 Q. Do you agree w i t h what he said t h a t the 200 

2 per c e n t , some people have the idea t h a t t h a t ' s an 

3 i n d u s t r y standard of some s o r t ? 

4 A. I've never heard of an i n d u s t r y standard, 

5 p e r i o d . I've never heard of an i n d u s t r y standard. 

6 Q. Are you t e l l i n g us now t h a t you t h i n k t h i s 

7 w a t e r f l o o d p r o j e c t has a b e t t e r than 50-percent chance 

8 of f a i l u r e ? 

9 A. No, i t does not have a b e t t e r than 

10 50-percent chance of f a i l u r e . 

11 Q. Give me your estimate of i t s chance of 

12 f a i l u r e . 

13 A. I t h i n k i t ' s got a 60/40, 70/30 chance of 

14 being s u c c e s s f u l . 

15 Q. Okay. Now, you i n d i c a t e d t h a t a l l working 

16 i n t e r e s t owners w i l l pay t h e i r share. Are you sure 

17 t h a t ' s an accurate statement? Aren't there some 

18 c h a r i t y working i n t e r e s t owners i n t h i s t h i n g ? 

19 A. W e l l , there's a n e t - p r o f i t s i n t e r e s t i n the 

20 p r o j e c t t h a t w i l l bear no f i n a n c i a l r i s k i n the 

21 p r o j e c t . 

22 Q. He w i l l not pay h i s share, i s t h a t c o r r e c t ? 

23 A. W e l l , they pay t h e i r share out of the o i l 

24 sales o n l y , but they u p - f r o n t no moneys or have no 

25 f i n a n c i a l o b l i g a t i o n t o pay b i l l s . 

CUMBRE COURT REPORTING 
(505) 984-2244 



1 Q. And t h i s i s an agreement t h a t your people 

2 made w i t h some t h i r d p a r t i e s and not Ari-Mex, i s t h a t 

3 cor r e c t ? 

4 A. No, I d i d not make i t . I i n h e r i t e d i t . I 

5 i n h e r i t e d the agreement. 

6 Q. Do you p r e s e n t l y have an agreement which 

7 provides t h a t there are some people i n t h i s w a t e r f l o o d 

8 p r o j e c t who w i l l not be p u t t i n g up any money i n 

9 advance f o r the development of t h i s w a t e r f l o o d 

10 p r o j e c t ? 

11 A. Yes, ther e are. 

12 Q. And i f t h i s p r o j e c t f a i l s , those people 

13 w i t h whom you have c o n t r a c t e d under those 

14 circumstances, they w i l l not be paying you anything 

15 e i t h e r and y o u ' l l bear the f u l l cost of t h i s p r o j e c t , 

16 won ' t you ? 

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

18 Q. Do you f e e l t h a t when you made t h a t 

19 agreement w i t h these people, do you f e e l t h a t ' s a b i g 

20 r i s k t o you? 

21 A. Oh, a b s o l u t e l y . Big r i s k . 

22 Q. Would you e x p l a i n to the Commission why you 

23 made the agreement? 

24 A. I d i d n ' t make the agreement. I i n h e r i t e d 

25 i t . I t ' s l i k e when you marry someone and they've got 
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1 a brother t h a t you r e a l l y don't want to have an y t h i n g 

2 t o do w i t h , but he's her b r o t h e r . I d i d n ' t marry him, 

3 I married her. I n t h i s instance we bought t h i s 

4 p r o p e r t y w i t h the f u l l knowledge t h a t t h e r e was a 

5 n e t - p r o f i t s i n t e r e s t associated w i t h i t . We have 

6 t r i e d e v e r y t h i n g i n our power to e l i m i n a t e the 

7 n e t - p r o f i t s i n t e r e s t , but some people j u s t are 

8 u n e l i m i n a t a b l e . 

9 And i n t h i s p a r t i c u l a r i n s t a n c e , because 

10 we're the stuckee, we're the stuckee, and we have t o 

11 bear the f i n a n c i a l r i s k of t h e i r p r o p o r t i o n a t e 

12 exposure versus upside b e n e f i t s . We are saddled w i t h 

13 i t . 

14 Q. And whatever you might recover of t h e i r 

15 share of costs out of p r o d u c t i o n , i s t h a t what you're 

16 saying you w i l l do? 

17 A. Yes. 

18 Q. Whatever t h a t share might be w i l l be simply 

19 t h e i r share of the c o s t s , i s t h a t c o r r e c t , and w i l l 

20 not be 300 percent of the share of costs? 

21 A. Costs p l u s . I t h i n k i t ' s a 108-percent 

22 language. I t ' s an e i g h t - p e r c e n t p e n a l t y . 

23 Q. I t ' s an e i g h t - p e r c e n t p e n a l t y on those 

24 people? 

25 A. C o r r e c t . 
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1 Q. And how much i n t e r e s t i s represented by 

2 t h a t type of arrangement? 

3 A. About seven and a h a l f percent of the t o t a l 

4 revenue to be generated goes t o the net p r o f i t s s i d e . 

5 Q. So seven and a h a l f percent of t h i s 

6 w a t e r f l o o d p r o j e c t c o n t a i n s only an e i g h t - p e r c e n t 

7 p e n a l t y , and they do not put t h e i r money up i n 

8 advance, and i f t h i s w a t e r f l o o d p r o j e c t f a i l s you get 

9 not h i n g from these people, c o r r e c t ? 

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

11 Q. Now, you're going t o d r i l l one water supply 

12 w e l l , i s t h a t c o r r e c t ? 

13 A. C o r r e c t . 

14 Q. And you're going t o go through the Dakota 

15 and through the Morrison and i n t o the Entrada? 

16 A. C o r r e c t . 

17 Q. Are you aware of the f a c t t h a t your 

18 c o n s u l t i n g engineer's r e p o r t recommends the Morrison 

19 w e l l ? 

20 A. Yes, I am. 

21 Q. You're going t o go deeper because you want 

22 to be sure you get water, i s t h a t c o r r e c t ? 

23 A. I want t o make sure I have adequate water, 

24 c o r r e c t . 

25 Q. Suppose, Mr. Rubenowicz, t h a t you h i t q u i t e 
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1 a good source of water i n the Dakota, would you stop 

2 there or would you s t i l l go t o the Entrada? 

3 A. W e l l , the a d d i t i o n a l costs of d r i l l i n g the 

4 w e l l t o the Morrison, which i s what our engineer 

5 proposed, versus i n t o the Entrada, should be 

6 approximately less than $10,000 a d d i t i o n a l cost of 

7 d r i l l i n g and completing the w e l l i n one zone versus 

8 the o t h e r , which represents about a 10-percent 

9 increase. We're a n t i c i p a t i n g a completed water supply 

10 w e l l to cost about $108,000. 

11 So, i f I d r i l l e d i t through the M o r r i s o n , 

12 t h a t same w e l l would cost about $95,000, $90,000. I f 

13 I d r i l l e d a Dakota water supply w e l l , I could probably 

14 get away f o r $85,000, $90,000, something l i k e t h a t . 

15 Those are the a d d i t i o n a l moneys we would spend t o 

16 d r i l l an Entrada w e l l . 

17 Q. My ques t i o n to you, though, i f you 

18 encounter a good water supply i n the Dakota Formation, 

19 which i s the shallowest water supply, even though you 

20 encountered t h a t water supply you would s t i l l d r i l l 

21 deeper? 

22 A. What you're saying i s "adequate." Like I 

23 s a i d , I have done ext e n s i v e i n v e s t i g a t i o n i n t o the 

24 water supply of the Horseshoe Gallup, a l l of t h e i r 

25 water supply w e l l s . I looked at t h e i r w e l l f i l e s and 
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1 I evaluated how they completed t h e i r w e l l s . They f e l t 

2 t h a t they had q u a l i t y water supply w e l l s i n the 

3 Dakota, and they found out l a t e r t h a t they had to 

4 spend extensive amounts of money to make those w e l l s 

5 f u n c t i o n as designed. They were inadequate. I t cost 

6 tremendous more money than they a n t i c i p a t e d . So they 

7 had never done i t b e f o r e . 

8 I f e e l l i k e I've learned from t h e i r 

9 experiences what I should be doing, as compared t o 

10 what they d i d . That f u r t h e r r e i n f o r c e s my b e l i e f t h a t 

11 the adequate water supply f o r t h i s p r o j e c t should be 

12 the Entrada because, over the long h a u l , i t should be 

13 the cheapest source of water to use i n t h i s p r o j e c t . 

14 Q. Let me ask you my question once again. I f 

15 you encountered an adequate water supply i n the Dakota 

16 Formation, would you d r i l l on down t o the Entrada? 

17 A. "Adequate"? I f i t was adequate, yes. 

18 Q. Well , you can t e s t the w e l l ? 

19 A. No, you can't d r i l l one of these water 

20 w e l l s w i t h o u t s e t t i n g pipe on i t . A d r i l l - s t e m t e s t , 

21 I do not b e l i e v e , w i l l give you adequate, long-term 

22 p r o j e c t e d water source i n the Dakota f o r m a t i o n . 

23 Q. How do you determine, i n any w e l l you 

24 d r i l l , whether i t ' s the Mor r i s o n , the Dakota or the 

25 Entrada, whether you have an adequate water supply? 
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1 A. Very good q u e s t i o n . The best way to t e s t 

2 any w e l l , whether i t we an o i l w e l l , a gas w e l l or a 

3 water supply w e l l , i s t o produce i t f o r s i x months. 

4 A f t e r s i x months you know i f i t ' s adequate or not. 

5 Q. In answer to my q u e s t i o n , you would d r i l l 

6 to the Entrada? 

7 A. Yes. 

8 Q. Even though you f e l t i t might be an 

9 adequate supply i n the Dakota? 

10 A. I co u l d n ' t t e s t i t f o r s i x months. There's 

11 no way I can do t h a t . 

12 Q. I'm confused. How would you determine the 

13 adequacy of the water i n the Entrada as opposed to 

14 t h a t i n the Dakota? 

15 A. The way t h a t you would do i t i s , i f I 

16 wanted t o t e s t the Dakota t o see i f i t was adequate, I 

17 would d r i l l i t to the Dakota, I would set pipe on i t , 

18 I would p e r f o r a t e i t and I would put i t on to see i f 

19 i t d e l i v e r e d an adequate source of water. 

20 I f i t was inadequate, then I would have t o 

21 probably d r i l l another w e l l down t o the Dakota, or 

22 Morrison water, which would be the next zone. And i f 

23 t h a t one was inadequate, then I would have t o d r i l l 

24 another one to go down, unless I s t a r t e d o f f w i t h a 

25 b i g casing and I j u s t kept d r i l l i n g a smaller and 
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1 smaller h o l e . 

2 From an engine e r i n g s t a n d p o i n t , I could do 

3 i t , but the a d d i t i o n a l cost of doing i t t h a t way, 

4 versus doing i t the way I'm proposing i t , t h e r e ' s no 

5 comparison. 

6 Q. Do you f e e l reasonably c e r t a i n you're going 

7 t o get an adequate supply of water f o r t h i s w a t e r f l o o d 

8 p r o j e c t ? 

9 A. I f e e l 80-percent c o m f o r t a b l e . There's no 

10 lead-pipe cinch to d r i l l i n g a water supply w e l l . The 

11 Dakota, the Morrison and the Entrada may not be 

12 t h e r e . I mean, the r e ' s r i s k s i n v o l v e d . This i s the 

13 o i l business, now. 

14 Q. You have two paragraphs i n t h i s Unit 

15 Operating Agreement t h a t r e f e r s t o p e n a l t i e s , and 

16 non-consenting p a r t i e s . I n your E x h i b i t H, you 

17 i n d i c a t e t h a t understand c e r t a i n c o n d i t i o n s , 

18 non-consenting p a r t i e s share the cost of any 

19 newly-acquired surface equipment beyond the w e l l head 

20 w i l l be paid by the non-consenting p a r t y only at 100 

21 p e r c e n t , i s t h a t c o r r e c t ? 

22 A. Yes. 

23 Q. But a l l those costs t h a t are i n c u r r e d down 

24 h o l e , from the w e l l head down h o l e , you've got i n here 

25 300 percent of the costs? 
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1 A. Co r r e c t . 

2 Q. Now, i s p a r t of the down-hole r i s k some 

3 down-hole equipment, such as t u b i n g or — 

4 A. Well , the down-hole r i s k i s whether what i s 

5 down hole produces a substance t h a t i s f i n a n c i a l l y 

6 v i a b l e f o r the investment. As compared to surface 

7 equipment, i f you put something at the surface and i t 

8 doesn't work, you go ahead and s e l l i t and dispose of 

9 i t and hope to recoup your moneys. 

10 Q. Except f o r the c a s i n g , you would do the 

11 same t h i n g down h o l e , wouldn't you? 

12 A. But the costs of down hole i s p r i m a r i l y i n 

13 the i n t a n g i b l e items of d r i l l i n g the hole i t s e l f . 

14 There's no way t o recoup your d r i l l i n g c o s t s , 

15 e s p e c i a l l y on a water supply w e l l . 

16 Q. I n your main p o r t i o n of t h i s , though, t h i s 

17 agreement, there i s no d i s t i n c t i o n made i n t h a t 

18 p o r t i o n . Do you want to make these read the same, or 

19 are you going t o leave them i n d i f f e r e n t languages 

20 l i k e t h i s ? 

21 A. We could c l a r i f y i t . I f the r e ' s a 

22 discrepancy i n your mind as f a r as what should be 

23 in c l u d e d i n 100-percent p e n a l t y versus what should be 

24 in c l u d e d i n 300-percent p e n a l t y , I b e l i e v e we could 

25 c l a r i f y t h a t . 

CUMBRE COURT REPORTING 
(505) 984-2244 



55 

1 Q. Now, t h i s paragraph A doesn't i n d i c a t e 

2 there's any p e n a l t y , i t ' s j u s t 100-percent share of 

3 the c o s t s . 

4 A. Costs of a l l surface equipment. 

5 Q. Yeah. 

6 A. Because the surface equipment on an Entrada 

7 w e l l versus a Morrison w e l l versus a Dakota w e l l w i l l 

8 be i d e n t i c a l l y the same. There should be no 

9 d i f ference . 

10 Q. Maybe I'm not making myself c l e a r . I want 

11 to make sure we get t h i s c l e a r . 

12 A. I know. 

13 Q. This 300 percent t h a t ' s provided f o r i n 

14 paragraph B, i t i s your understanding, and our 

15 understanding, t h a t t h i s f i g u r e w i l l be changed, 

16 perhaps, but i t w i l l be su b j e c t t o what t h i s 

17 Commission r u l e s i s an a p p r o p r i a t e penalty? 

18 A. Correct . 

19 Q. Okay. And we don't have any disagreement 

20 w i t h t h a t ? 

21 A. No. Whatever the Commission r u l e s , t h a t ' s 

22 what we're bound by. 

23 Q. That w i l l be s u b s t i t u t e d i n t h i s agreement 

24 th r o u g h o u t , wherever i t r e f e r s to a penalty? 

25 A. I f i t needs to be changed. 
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1 MR. STOVALL: Mr. Baggett, may I i n t e r r u p t 

2 you here and ask which page you are on? 

3 MR. BAGGETT: I'm on E x h i b i t H, and i t ' s 

4 the next to the l a s t page of t h a t one. I t begins, 

5 "100 percent of each non-consenting p a r t y ' s share." 

6 MR. STOVALL: I'm w i t h you. 

7 MR. BAGGETT: A l l I want to make c l e a r f o r 

8 the r e c o r d , Mr. S t o v a l l , i s t h a t t h i s agreement, and 

9 we're going t o sign o f f on t h i s agreement, s u b j e c t to 

10 t h i s Commission f i x i n g , based upon the testimony t h a t 

11 we have, the p e n a l t y clause t h a t i s a p p r o p r i a t e i n 

12 t h i s case under the s t a t u t e . 

13 That's a l l I have, I b e l i e v e . 

14 HEARING EXAMINER: Thank you, Mr. Baggett. 

15 Mr. Carr, do you have any r e d i r e c t ? 

16 MR. CARR: No, I do not. 

17 MR. STOVALL: Mr. Rubenowicz, l e t me ask 

18 you a que s t i o n to get i t i n the record f o r the 

19 Examiner . 

20 EXAMINATION 

21 BY MR. STOVALL: 

22 Q. The language t h a t i s used i n the E x h i b i t H 

23 t h a t Mr. Baggett i s asking you about, where d i d you 

24 get t h a t language? I s t h a t f a i r l y standard o p e r a t i n g 

25 agreement-type language, or i s i t unique t o your 
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1 agreement? 

2 A. No, I mean, i t ' s p r e t t y much s t a n d a r d as 

3 f a r as s e t t i n g t h e p e n a l t i e s f o r n o n - c o n s e n t i n g 

4 p a r t i e s on recommended work t o be p e r f o r m e d on a 

5 p r o d u c i n g o i l or gas w e l l . On equipment t h a t we would 

6 buy t h a t would be used a t the s u r f a c e , a 

7 n o n - c o n s e n t i n g p a r t y would pay 10 0 - p e r c e n t p e n a l t y 

8 v e r s u s t h e d r i l l i n g and r e w o r k i n g o f a w e l l , t h a t i t 

9 s h o u l d be 300. 

10 Now, t h e reason we use 300, i n t h e m a j o r i t y 

11 o f my o p e r a t i n g agreements o f c l o s e t o a hundred w e l l s 

12 t h a t I o p e r a t e , t h e g r e a t m a j o r i t y o f tho s e agreements 

13 c a l l f o r a 300-, 5 0 0 - p e r c e n t p e n a l t y . And because t h e 

14 p e n a l t y i s so s t i f f , I have never e x e r c i s e d i t t o t h i s 

15 day. Never had t o . And I d o n ' t r e a l l y a n t i c i p a t e 

16 e x e r c i s i n g i t i n t h i s case. But we wanted t o p u t 

17 enough t e e t h i n i t t h a t nobody g e t s a f r e e r i d e i n t h e 

18 r i s k s t h a t are i n v o l v e d i n what we're p r o p o s i n g . I f 

19 t h e y d o n ' t want t o pay t h e i r money, t h e n t h e y s h o u l d 

20 not get a l l t h e i r b e n e f i t s o f th o s e t h a t do. 

21 Q. And i f I u n d e r s t a n d t h e i n t e n t o f t h i s 

22 agreement c o r r e c t l y - - a n d p l e a s e t e l l me i f you have a 

23 d i f f e r e n t u n d e r s t a n d i n g — t h e 1 0 0 - p e r c e n t p r o v i s i o n i n 

24 p a r a g r a p h A r e l a t e s t o equipment and o p e r a t i o n s f o r 

25 which t h e r e r e a l l y i s no r i s k a t t a c h e d , because you 
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1 now have a producing w e l l and you've got recoverable 

2 equipment and costs t h a t are only going t o be i n c u r r e d 

3 i f there's production? 

4 A. C o r r e c t . 

5 Q. The 300-percent recovery f a c t o r a p p l i e s i n 

6 s i t u a t i o n s where you don't know what you're going t o 

7 end up w i t h f o r the expenditure of your money, 

8 c o r r e c t ? 

9 A. Co r r e c t . When you get one f o o t below the 

10 surface of the ground, I j u s t haven't found a man t h a t 

11 I could lower down there yet t h a t can t e l l me what's 

12 going t o happen. 

13 Q. And even worse, you can't lower him down 

14 before you get him down. 

15 A. That's r i g h t . Someone's got to r o l l the 

16 dice and pay those b i l l s . 

17 Q. I f I understand c o r r e c t l y , the disagreement 

18 or the one item of c o n t e n t i o n between you and the 

19 Ari-Mex p a r t i e s i s not what items w i l l be covered by 

20 t h a t i n excess of 100-percent recovery f a c t o r , but 

21 r a t h e r how much i n excess of 100 percent t h a t f a c t o r 

22 w i l l be? 

23 A. Co r r e c t . 

24 Q. And t h a t seems to be the item of 

25 disagreement? 
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1 A. That's c o r r e c t . 

2 MR. STOVALL: Mr. Baggett, would you agree 

3 w i t h t h a t ? 

4 MR. BAGGETT: That's c o r r e c t . And I would 

5 l i k e to--your q u e s t i o n i n g has caused me to ask another 

6 one, though. 

7 MR. STOVALL: Oh, I'm so s o r r y , Mr. 

8 Baggett. 

9 FURTHER EXAMINATION 

10 BY MR. BAGGETT: 

11 Q. This E x h i b i t H, however, d i d you not i n f o r m 

12 me e a r l i e r , Mr. Rubenowicz, t h a t t h i s i s an e x h i b i t or 

13 a c o n t r a c t u a l agreement t h a t i s used i n the 

14 e x p l o r a t i o n and d r i l l i n g of o i l w e l l s ? 

15 A. Yes. 

16 Q. I t i s not something you've g o t t e n from a 

17 w a t e r f l o o d p r o j e c t , i s i t ? 

18 A. To t e l l you the t r u t h , where a l l these 

19 words came from, I don't t h i n k t h a t we p u l l e d t h i s out 

20 of one of our o p e r a t i n g agreement's. Usually i t i s a 

21 standard 610 o p e r a t i n g agreement i s the o p e r a t i n g 

22 agreement t h a t I'm used t o , and t h i s i s not a 610 t h a t 

23 we have i n f r o n t of us. 

24 Q. I b e l i e v e you i n d i c a t e d e a r l i e r , you don't 

25 know where t h i s t h i n g came from, do you? 
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1 A. As f a r as s a y i n g t h a t I s u p e r v i s e d e v e r y 

2 word i n t h e sentences and p u n c t u a t i o n and answers, 

3 no. I u n d e r s t a n d t h e g i s t of i t and why i t ' s t h e r e 

4 and what i t says, b u t e x a c t l y where i t came f r o m , was 

5 i t d i c t a t e d by me or was i t d i c t a t e d by c o u n s e l , or 

6 d i d i t come out o f one o f our o t h e r o p e r a t i n g 

7 agreements, I d o n ' t have t h a t answer. 

8 MR. BAGGETT: Okay. Thank you. 

9 MR. STOVALL: I d o n ' t have a n y t h i n g 

10 f u r t h e r . 

11 HEARING EXAMINER: Nor do I . Mr. C a r r , do 

12 you have a n y t h i n g f u r t h e r i n t h i s case? 

13 MR. CARR: I would l i k e t o make a v e r y 

14 b r i e f c l o s i n g . 

15 HEARING EXAMINER: Mr. B a g g e t t , do you wi s h 

16 t o b r i n g your w i t n e s s on a t t h i s t i m e ? 

17 MR. BAGGETT: No, Your H o n o r — I ' m 

18 s o r r y — H r . Examiner. 

19 HEARING EXAMINER: Would you l i k e t o make a 

20 c l o s i n g s t a t e m e n t , Mr. B a g g e t t ? 

21 MR. BAGGETT: I would l i k e t o make a s h o r t 

22 one a f t e r h i s , yes. 

23 MR. CARR: I t h i n k , as A p p l i c a n t , I go 

24 l a s t . 

25 HEARING EXAMINER: Tha t ' s u s u a l l y t h e way I 
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1 do i t . Mr. Baggett, you may go f i r s t . 

2 MR. BAGGETT: The only t h i n g t h a t I would 

3 l i k e to say i n respect to the one bone of c o n t e n t i o n 

4 t h a t we've thrown on the t a b l e i s t h a t i f 200 percent 

5 p e n a l t y i g an i n d u s t r y standard, then the s t a t u t e , as 

6 i s w r i t t e n , i s i n a r t f u l l y drawn and i s redundant and 

7 useless because t h a t s t a t u t e , i f I read i t c o r r e c t l y , 

8 says t h a t t h i s Commission w i l l look at each p a r t i c u l a r 

9 a p p l i c a t i o n f o r s t a t u t o r y u n i t i z a t i o n and w i l l , I 

10 presume, based upon the r i s k f a c t o r s i n v o l v e d i n t h a t 

11 p a r t i c u l a r p r o j e c t , w i l l set a p e n a l t y not to exceed 

12 200 percent. 

13 Now, i f we're j u s t going t o set 200 percent 

14 i n every case, even i n a s i t u a t i o n where we have 

15 testimony t h a t the p r o b a b i l i t y of success i n t h i s 

16 venture i s 85 per c e n t , i f t h a t ' s s t i l l going t o 

17 r e q u i r e a 200-percent p e n a l t y f o r non-payment, then 

18 the s t a t u t e , to me, would be r e l a t i v e l y w o r t h l e s s . 

19 You might as w e l l j u s t set i t and l e t i t be f i x e d and 

20 not worry about i t . 

21 I would l i k e to p o i n t out t h a t a l l people 

22 are not i n the happy p o s i t i o n as most of Mr. 

23 Rubenowicz's working i n t e r e s t p a r t n e r s who have 

24 money. You do have s i t u a t i o n s where there might be 

25 some i n t e r e s t owners i n t h i s p a r t i c u l a r w a t e r f l o o d 
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1 p r o j e c t who don't have the money. And so i f a u n i t 

2 operator comes along under, f o r i n s t a n c e , E x h i b i t H 

3 and says, we want to d r i l l an o i l w e l l out here, the 

4 w a t e r f l o o d i s not i n e f f e c t yet and we t h i n k i t ' s 

5 going t o be a great t h i n g , but we t h i n k we would l i k e 

6 to go ahead and punch a w e l l down, we might get some 

7 p r e t t y good p r o d u c t i o n out of t h a t , now, the working 

8 i n t e r e s t owner has got to decide whether he wants t o 

9 go along w i t h t h a t or not. 

10 Now, i n t h i s case i f he doesn't have 15 

11 percent of a hundred thousand d o l l a r s to put up, why 

12 should he be penal i z e d 200 percent? He may even 

13 disagree w i t h the a n a l y s i s of the operator who wants 

14 t o punch the w e l l down. 

15 So i t ' s not a question of somebody g e t t i n g 

16 a fr e e r i d e ; you have to consider what the e f f e c t 

17 might be on a person who may not have the money to 

18 c o n t r i b u t e t o a l l of these p r o j e c t s t h a t the u n i t 

19 operator i s u n t i t l e d t o come up w i t h under these 

20 agreements. He's got f u l l c o n t r o l of t h i s t h i n g . 

21 The only p r o t e c t i o n t h a t a s t a t u t o r i l y 

22 u n i t i z e d person has i s what t h i s Commission does. And 

23 the r u l e s say, the s t a t u t e says i n two or three places 

24 and p a r t i c u l a r l y i n Section 7, t h a t a l l t h i n g s must be 

25 f a i r and e q u i t a b l e to a l l the p a r t i e s , and 
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1 s p e c i f i c a l l y to the non-consenting p a r t i e s who are 

2 being forced i n t o t h i s arrangement, i n many cases 

3 against t h e i r consent. And t h a t , t o me, i s what t h i s 

4 s t a t u t e i s designed f o r . 

5 I t ' s not a question o f , I've got l o t s of 

6 money and I j u s t don't want t o put i t up and I want t o 

7 be stubborn about i t and make Mr. Rubenowicz go spend 

8 h i s money, i f th e r e ' s a great chance t h a t i t ' s going 

9 to f a i l , I agree w i t h t h a t . That's not r i g h t . But 

10 t h a t ' s not the only s i t u a t i o n you can run i n t o here. 

11 And w i t h o u t going i n t o any great d e t a i l , 

12 there are many cases and could be cases i n t h i s one 

13 r i g h t here, where the p a r t y who opposes such a p r o j e c t 

14 may oppose i t on good grounds, i n c l u d i n g the ground 

15 t h a t he doesn't have the money t o p a r t i c i p a t e . I f he 

16 doesn't have the money to p a r t i c i p a t e , the s t a t u t e 

17 doesn't appear to say t h a t you're j u s t going t o be 

18 a u t o m a t i c a l l y p e n a l i z e d or pay three times the cost i n 

19 t h a t p r o j e c t . 

20 What we've come before the Commission f o r 

21 i s t o get a r u l i n g on t h i s s i t u a t i o n . That's why we 

22 developed the testimony i n d i c a t i n g t h a t t h i s 

23 p r o j e c t — and I don't disagree w i t h the testimony — has 

24 an 85-percent chance of success. Based upon t h a t 

25 t e s t i m o n y , i t seems i t ' s not a very h i g h - r i s k venture 
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1 and should not bear the absolute maximum a l l o w a b l e 

2 p e n a l t y under the s t a t u t e . Thank you. 

3 HEARING EXAMINER: Thank you. Mr. Carr? 

4 MR. CARR: May i t please the Examiner, 

5 Grand Resources i s before you today seeking an order 

6 s t a t u t o r i l y u n i t i z i n g the Mesa Gallup F i e l d . We were 

7 h a p p i l y before t h i s Commission l a s t May, t h i n k i n g we 

8 had a v o l u n t a r y agreement as to a l l terms, and then 

9 t h i n g s came unraveled. And so we are before you today 

10 seeking an order s t a t u t o r i l y u n i t i z i n g the lands. 

11 I f v o l u n t a r y agreements f o l l o w and t h a t 

12 order i s meaningless, we w i l l advise of you of t h a t , 

13 but we're asking you f o r an order s t a t u t o r i l y 

14 u n i t i z i n g t h i s u n i t area. 

15 I resent Mr. Baggett's comment t h a t the 

16 s t a t u t e was i n a r t f u l l y drawn, inasmuch as I'm the 

17 person who d r a f t e d i t . But I t h i n k i t ' s important t o 

18 note t h a t whether i t ' s an i n d u s t r y standard or n o t , 

19 t h e r e ' s a p r o v i s i o n i n t h i s Act t h a t addresses the 

20 r i s k s t h a t are i n v o l v e d i n developing a p o o l . 

21 The o i l business i s a business t h a t i s f u l l 

22 of r i s k and i s f u l l of b e n e f i t s , p o t e n t i a l b e n e f i t s as 

23 w e l l , and you can't look j u s t at the r i s k s i d e . You 

24 ca n ' t , j u s t because you don't have the money, assume 

25 someone else w i l l c a r r y the r i s k f o r you and you can 
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1 simply d e r i v e the b e n e f i t . 

2 I submit to you the f a c t t h a t somebody 

3 doesn't have the money, maybe, t o pay t h e i r share of a 

4 w e l l , i s r e a l l y not an important issue f o r you to 

5 consi d e r . C o r r e l a t i v e r i g h t s don't t a l k about the 

6 f i n a n c i a l s t a t u s of the people coming i n , c o r r e l a t i v e 

7 r i g h t s t a l k s about an o p p o r t u n i t y to produce your j u s t 

8 and f a i r share, and there are ways t o do i t . You can 

9 go i n t o a u n i t and i f somebody else takes the r i s k f o r 

10 you because you're unable or u n w i l l i n g t o pay, then 

11 because they took the r i s k , not because you d i d n ' t 

12 pay, they ' r e e n t i t l e d t o recover more than j u s t the 

13 money they put i n t o i t f o r your share, because they 

14 c a r r i e d your i n t e r e s t and i f the p r o j e c t f a i l e d , you 

15 were out of i t f r e e and c l e a r , having asked someone 

16 else or p e r m i t t e d someone else t o make the investment 

17 f o r you . 

18 I f you look at the testimony i n t h i s case, 

19 you can look at the parameters contained on page 7 of 

20 E x h i b i t 1 and you can see t h a t i n the Mesa Gallup 

21 F i e l d , p o r o s i t y and p e r m e a b i l i t y are not as good as 

22 even i n Many Rocks, and the record shows t h a t Many 

23 Rocks has been a f a i l u r e . I f you look at the record 

24 before you, you can see t h a t 85 percent of the 

25 i n t e r e s t owners i n t h i s u n i t have v o l u n t a r i l y agreed 
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1 t h a t 200 perc e n t , whether i t ' s i n d u s t r y standard or 

2 not, i s an a p p r o p r i a t e p e n a l t y . 

3 What we have here i s a s i t u a t i o n where 

4 we're being asked p o t e n t i a l l y t o c a r r y someone else 

5 and to assume r i s k f o r them. When we do t h a t we t h i n k 

6 a 200-percent p e n a l t y i s a p p r o p r i a t e . Just because we 

7 i n h e r i t e d n e t - p r o f i t s i n t e r e s t which imposes a burden 

8 on t h i s p r o j e c t doesn't j u s t i f y imposing a d d i t i o n a l 

9 burdens by coming i n w i t h a r i s k f a c t o r t h a t i s 

10 a r b i t r a r i l y low because somebody else may not be able 

11 to come fo r w a r d , at sometime now or i n the f u t u r e , and 

12 pay t h e i r share of c a p i t a l c o s t s . We ask you to look 

13 at the evidence, the p o r o s i t y f i g u r e s , the 

14 p e r m e a b i l i t y f i g u r e s , the success i n the Many Rocks 

15 p r o j e c t , and we ask you to impose a 200-percent 

16 p e n a l t y and an order t h a t s t a t u t o r i l y u n i t i z e s t h i s 

17 f i e l d . 

18 HEARING EXAMINER: Thank you, Mr. Carr. 

19 MR. BAGGETT: I would l i k e t o say f o r the 

20 r e c o r d , Mr. Examiner, t h a t I withdraw my statement 

21 about the s t a t u t e being i n a r t f u l l y drawn. Maybe i t ' s 

22 j u s t been i n a r t f u l l y a p p l i e d . 

23 HEARING EXAMINER: Thank you, Mr. Baggett. 

24 I'm going t o take a d m i n i s t r a t i v e n o t i c e i n cases i n 

25 which orders number R-8957 and R-8966 were issued 
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1 e a r l i e r t h i s y e a r . 

2 Does anybody e l s e have a n y t h i n g f u r t h e r i n 

3 Case 9836 at t h i s t i m e ? 

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

5 HEARING EXAMINER: Then t h i s case w i l l be 

6 t a k e n under a d v i s e m e n t . 

7 
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