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

10761 . 

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

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

Lea County, New Mexic o . 

EXAMINER STOGNER: C a l l f o r 

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

MR. BRUCE: Mr. Examiner, Jim Bruce, 

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

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

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

t h i s h e a r i n g be c o n s o l i d a t e d w i t h Case 10762. 

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

I ' l l c a l l Case 10762. 

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

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

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

County, New Me x i c o . 

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

m a t t e r ? 

At t h i s t i m e , w i 2 2 t h e w i t n e s s e s p l e a s e 

s t a n d t o be sworn. 

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

EXAMINER STOGNER: Mr. Bruce. 

EXAMINER STOGNER: Other t h a n t h e 
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MR. BRUCE: C a l l Mr. Cobb t o t h e s t a n 

f i r s t . 

STEVE COBB 

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

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

EXAMINATION 

BY MR. BRUCE: 

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

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

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

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

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

c a p a c i t y ? 

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

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

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

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

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

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

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

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

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

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

1 9 8 0. 

F o r t h e l a s t t w o y e a r s I h a v e b e e n 

RODRIGUEZ REPORTING 
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employed w i t h Mewbourne O i l Company, and t h e 10 

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

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

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

C i t y . 

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

c a p a c i t i e s ? 

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

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

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

A. I am. 

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

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

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

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

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

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

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

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

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

MR. STOVALL: Are you a member o f any 

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

THE WITNESS: AAPL and t h e PBLA, 

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

MR. STOVALL: And t h e AAPL i s t h e 
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American A s s o c i a t i o n of Petroleum Landmen? 

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

MR. STOVALL: Do you have any 

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

THE WITNESS: No, I do n o t . 

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

EXAMINER STOGNER: Mr. Cobb, you s a i d 

you were i n T u l s a w i t h Santa Fe? 

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

EXAMINER STOGNER: Which e n t i t y o f 

Santa Fe M i n e r a l s ? 

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

r a i l r o a d . 

EXAMINER STOGNER: Not t h a t t h a t w o u l d 

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

enough. Okay, Mr. Cobb i s so q u a l i f i e d . 

MR. BRUCE: Mr. Examiner, b e f o r e we 

b e g i n i n Case 10761, Mewbourne seeks t o 

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

Bone S p r i n g P o o l i n a p o r t i o n o f Township 18 

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

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

m i n e r a l s . 

I n t h e second case, Mewbourne seeks 

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

r e c o v e r e d o i l tax r a t e f o r the p r o j e c t . 

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

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

the Examiner? 

A. E x h i b i t No. 1 i s a land p l a t which 

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

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

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

ownership, and t h e r e a r e c u r r e n t l y 24 t r a c t s i n 

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

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

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

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

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

agreements s u p p l i e d to me through the BLM and 

other agreements t h a t have been approved by the 

OCD . 

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

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

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

ex p a n s i o n of the u n i t a r e a and b a s i c a l l y s e t s out 

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

i n our u n i t . 

Q. Okay. Now, P a r t I i s the u n i t 
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o p e r a t i n g a g reement. What i s t h e second p a r t o f 

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

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

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

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

volume ? 

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

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

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

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

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

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

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

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

t r a c t s ? 

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

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

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

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

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

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

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

t h e u n i t ? 

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

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

S t a t e s or the BLM, and 50 working i n t e r e s t 

owners. 

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

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

working i n t e r e s t owners, one r o y a l t y owner, and, 

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

i n t e r e s t owners. 

Q. I s the d e c r e a s e , from 50 to 18 working 

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

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

Q. R e f e r r i n g to E x h i b i t 3, would you 

d i s c u s s what t h a t i s and i d e n t i f y the working 

i n t e r e s t owners? 

A. E x h i b i t No. 3 i s a booklet which l i s t s 

a l l the working i n t e r e s t owners i n the u n i t . 

Q. T h a t ' s on the second page of t h a t 

b o o k l e t ? 

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

a "1" by t h e i r names have approved our u n i t . 

Those t h a t do not have a "1" by t h e i r names have 

not approved our u n i t , and those a r e the ones we 

are s e e k i n g to u n i t i z e today. 

Q. Okay. And behind the l i s t i n g a r e j u s t 

the s i g n a t u r e pages from the v a r i o u s working 
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i n t e r e s t owners? 

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

Q. And, moving on to the o v e r r i d e s and to 

E x h i b i t 4, would you d i s c u s s ownership of the 

o v e r r i d e s ? 

A. Again, t h i s b o o k l e t s e t s f o r t h the 

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

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

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

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

s e e k i n g to u n i t i z e today. The t h i r d page to t h i s 

book i s the a p p r o v a l from the BLM. 

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

A. The p r e l i m i n a r y a p p r o v a l from the BLM. 

Q. The other pages a r e the s i g n a t u r e pages 

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

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

Q. We've marked as E x h i b i t 4-A another 

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

A. I j u s t r e c e i v e d i t t h i s morning, by fax 

at t h i s o f f i c e , from Stephen B u r l e s o n , h i s 

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

owner. 

Q. And i t was too l a t e to f i t i t i n t o the 

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

Q. What p e r c e n t a g e of working i n t e r e s t s 

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

i n t e r e s t owners, have committed t h e i r i n t e r e s t s 

to the u n i t ? 

A. One hundred p e r c e n t of the c o s t - b e a r i n g 

working i n t e r e s t owners have committed t h e i r 

i n t e r e s t , and 99.01 p e r c e n t of the o v e r r i d i n g 

r o y a l t y i n t e r e s t owners have committed t h e i r 

i n t e r e s t . 

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

and r o y a l t y ? 

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

Q. Now, as to those p e r s o n s who have not 

y e t committed t h e i r i n t e r e s t s , I would r e f e r you 

to E x h i b i t s 5-A and 5-B. Could you v e r y b r i e f l y 

d i s c u s s what Mewbourne d i d to o b t a i n the 

commitment of those i n t e r e s t s ? 

A. 5-A i s a l i s t of my c o n t a c t s w i t h the 

working i n t e r e s t owners t h a t have not committed. 

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

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

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

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

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

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

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

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

A. R i g h t . 

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

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

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

i n t e r e s t ? 

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

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

t o ? 

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

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

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

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

p e r s o n ? 

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

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

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

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

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

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

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

a s c e r t a i n i f j o i n d e r t o u n i t and l i e n e x e c u t e d . " 
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"And l i e n " s h o u l d not be i n t h e r e . 

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

over the p a s t month. Could you e x p l a i n why t h i s 

i s ? 

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

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

our u n i t . 

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

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

not o r i g i n a l l y i n t e n d e d f o r i t to be i n our 

u n i t . A f t e r meeting w i t h them, they r e q u e s t e d we 

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

o p i n i o n p r e p a r e d to a s c e r t a i n ownership, and 

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

owners. Again, t h e s e people i n t h i s t r a c t have 

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

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

Q. Could you move on to the o t h er pages? 

A. John Borg, I I , we have been t r y i n g to 

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

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

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

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

p a r t i c i p a t e , but as of t h i s date we have not 

r e c e i v e d any r e s p o n s e from him. And he's not 
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f o l l o w e d up on any of our attempts to r e l e a s e the 

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

Q. The suspense money has to do--

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

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

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

not been a b l e to f i n d him. We've c a l l e d 

Anadarko, who o p e r a t e s t h a t t r a c t , and have 

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

they've a d v i s e d us t h a t they've been t r y i n g to 

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

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

cannot f i n d him. 

We found one Mr. Borgaard i n Bend, 

Oregon, which was not the same one. Had no id e a 

who he was. We're b a s i c a l l y at a dead end i n 

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

Q. Again, he has a zero p a r t i c i p a t i o n i n 

the u n i t ? 

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

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

and she wasn't s u r e at t h i s time. That was on 

June 8th, was the l a s t telephone c o n v e r s a t i o n 

we've had w i t h her, and we've not heard back from 

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

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

about. 

Q. 4-A? 

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

a d d r e s s we had on him was 1973, i n New York, New 

York. Again, we v i s i t e d w i t h Anadarko, who 

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

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

Again, Anadarko has t h i s i n t e r e s t i n s u s p e n s e . 

We'll keep t r y i n g to f i n d him; and, i f they have 

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

MR. STOVALL: T h i s i s n ' t the former CIA 

d i r e c t o r ? 

THE WITNESS: No. That's what they 

asked me. W e l l , everybody knows where he i s . 

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

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

daughter and S t e v e ' s s i s t e r . She i s out of town 

r i g h t now and unable to s i g n . However, her 

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

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

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

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

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

Q. She i s deceased? 

A. T h a t ' s c o r r e c t , but her e s t a t e has not 

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

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

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

i n suspense and of our t r y i n g to get the u n i t 

approved, and they've not responded to h i s 

i n q u i r i e s . 

Q. They haven't responded to i n q u i r i e s for 

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

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

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

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

Margaret Johnson McCurdy i s out of town 

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

t h a t she doesn't know why she would not s i g n , 

"But I cannot a c t on b e h a l f of h e r , " i s what she 

s a i d . She has no r e a s o n why she wouldn't, but 

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

Q. Again, t h i s i s T r a c t 1, and t h i s i s a 

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

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

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

We're j u s t unable to get i n touch w i t h her. Her 
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f a m i l y has g i v e n us h e r a d d r e s s and i t ' s t h e same 

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

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

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

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

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

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

G l a d ys Shannon has a d v i s e d us t h a t she 

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

p u b l i c a t i o n i n the Hobbs newspaper, where we're 

a s k i n g f o r - - j u s t to put n o t i c e of what we're 

t r y i n g to do here, and f o r them to p l e a s e n o t i f y 

us i f we can f i n d them. 

Q. I t was a p u b l i c a t i o n n o t i c e to cover 

a l l your b a s e s ? 

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

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

t h e r e , a Gregory Panos. Did you s u b s e q u e n t l y 

l o c a t e him? 

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

Q. I n your o p i n i o n , has Mewbourne O i l 

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

v o l u n t a r y u n i t i z a t i o n of a l l the t r a c t s ? 

A. Yes, we have. 

Q. Has w r i t t e n n o t i c e of the u n i t i z a t i o n 

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

d i d not v o l u n t a r i l y j o i n ? 

A. Yes, i t has. 

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

A. Yes, i t i s . 

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

number of people. Although the c e r t i f i e d r e t u r n 
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r e c e i p t s a t t a c h e d a r e j u s t some o f t h o s e p e o p l e , 

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

s i n c e s i g n e d ? 

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

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

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

i n t e r e s t owners? 

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

10.4. 

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

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

owners ? 

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

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

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

p e n a l t y ? 

A. Yes, i t i s . 

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

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

A. Yes, t h e y do. 

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

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

t h e y n o t ? 

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

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

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

d r i l l i n g w e l l r a t e , and $680 as a producing w e l l 

r a t e . 

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

what? 

A. $6,577 . 

Q. We'll get to t h a t i n a minute. These 

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

p r o c e d u r e s ? 

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

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

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

some changes to the u n i t agreement? 

A. Yes, t h e r e have. 

Q. R e f e r r i n g to E x h i b i t 8, would you 

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

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

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

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

w i t h a couple of companies. On page 24, we 

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

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

Q. To pay c o s t s ? 

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

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

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

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

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

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

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

b o o k l e t ? 

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

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

f r o m A n a d a r k o . 

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

change ? 

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

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

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

A. R i g h t . 

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

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

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

add one o t h e r change we a g r e e d t o w i t h Anadarko. 

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

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

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

r e q u e s t o f An a d a r k o , and we have a g r e e d t o t h a t . 
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Q. These changes a r e to the b e n e f i t of the 

no n o p e r a t i n g i n t e r e s t owners, a r e they not? 

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

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

i t s e l f , and r e f e r r i n g to E x h i b i t B, which i s the 

t r a c t s c h e d u l e , a r e t h e r e any minor changes t h a t 

w i l l be made on h e r e ? 

A. Yes, t h e r e a r e . At the r e q u e s t of the 

BLM, we have agreed to make the f o l l o w i n g 

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

words, T r a c t 3 w i l l be 13, and 13 w i l l be 3. 

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

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

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

us to put Schedule B i n l i e u of the 12 and a h a l f 

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

Q. That doesn't a f f e c t a l l those t r a c t s , 

does i t ? 

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

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

t h a t they've r e q u e s t e d . 

Q. The BLM changes don't change any of the 

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

A. No, they do not. 

Q. I n your o p i n i o n , w i l l the g r a n t i n g of 
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t h e s e a p p l i c a t i o n s be i n the i n t e r e s t of 

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 

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. They w i l l . 

Q. And were E x h i b i t s 1 through 8 prepared 

by you or under your d i r e c t i o n or compiled from 

company r e c o r d s ? 

A. They were. 

MR. BRUCE: Mr. Examiner, I move the 

a d m i s s i o n of Mewbourne E x h i b i t s 1 through 8. 

EXAMINER STOGNER: E x h i b i t s 1 through 8 

w i l l be admitted i n t o e v i d e n c e at t h i s time. 

EXAMINATION 

BY MR. STOVALL: 

Q. Mr. Cobb, i t appeared to me, from 

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

t h a t would be f o r c e d i n t o the u n i t by the e f f e c t 

of the o r d e r , t h e i r p a r t i c i p a t i o n or s h a r e w i l l 

be the same whether i t ' s v o l u n t a r y or compulsory; 

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

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

Q. Any p a r t y who would be a f f e c t e d by c o s t 

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

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

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

p e r c e n t . 

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

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

case . 

EXAMINATION 

BY EXAMINER STOGNER: 

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

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

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

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

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

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

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

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

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

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

13 t o 3. 

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

wan t e d t o change t h o s e numbers? 

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

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

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

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

b u r e a u c r a t i c t h i n g , i s i t ? 

RODRIGUEZ REPORTING 
(505) 988-1772 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

1 2 

1 3 

14 

15 

16 

1 7 

1 8 

19 

20 

21 

22 

23 

24 

25 

27 

THE WITNESS: No. No. 

EXAMINER STOGNER: I have no q u e s t i o n s 

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

t i m e . Thank you. 

KEVIN MAYES 

H a v i n g been f i r s t d u l y sworn upon h i s o a t h , was 

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

EXAMINATION 

BY MR. BRUCE: 

Q. Would you p l e a s e s t a t e y o u r name and 

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

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

T y l e r , Texas. 

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

e m p l o y e r ? 

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

O i l Company. 

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

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

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

1992. T h i s r e s u l t e d i n D i v i s i o n Order No. 

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

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

Querecho P l a i n s . 
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Q. So, you a r e f a m i l i a r w i t h the 

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

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

A. Yes, I am. 

EXAMINER STOGNER: What was t h a t R 

number a g a i n ? 

THE WITNESS: R-9737. 

EXAMINER STOGNER: Okay. 

MR. BRUCE: Mr. Examiner, I t e n d e r Mr. 

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

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

g r a n t e d ? 

THE WITNESS: Yes, i t was. 

EXAMINER STOGNER: Okay. 

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

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

Bru c e . 

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

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

p e t r o l e u m e n g i n e e r . 

EXAMINER STOGNER: Yes, he i s . 

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

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

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

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

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

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

For the Examiner's convenience, we've 

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

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

depths p r o b a b l y t w o - t h i r d s of the way through 

t h a t complete l o g , s t a r t i n g a t a p p r o x i m a t e l y 8300 

f e e t . 

EXAMINER STOGNER: 8328? 

THE WITNESS: The a c t u a l depth w i l l be 

8328 through 8620 f e e t i n t h i s w e l l . And then, 

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

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

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

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

D i v i s i o n as the Querecho P l a i n s Upper Bone 

S p r i n g s Pool? 

A. Yes, i t i s . 

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

d i s c u s s the c o n t i n u i t y of the fo r m a t i o n ? 

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

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

e v e r yone's memory, the two major sands l o c a t e d i n 

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

t h i s c r o s s - s e c t i o n i s p r e s e n t e d today to 

demonstrate t h a t the sands a r e c o n t i n u o u s a c r o s s 

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

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

h e a r i n g , a l s o ? 

A. Yes, i t was. 

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

and d i s c u s s the o u t l i n e of the u n i t a r e a ? 

A. E x h i b i t No. 11 w i l l be a net high 

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

sand, and E x h i b i t 12 w i l l be the same i s o p a c h for 

the b l u e sand. 

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

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

the w a t e r / o i l c o n t a c t on the south s i d e . 

Q. Does the proposed u n i t cover the e n t i r e 

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

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

the r e s e r v o i r t h a t were omitted f o r economic 

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

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

u n i t boundary, as w e l l as 99 p e r c e n t of the 

r o y a l t y i n t e r e s t s a g r e e i n g to the u n i t boundary. 

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

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

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

t h i s u n i t ? 

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

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

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

a r e a ? 

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

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

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

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

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

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

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

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

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

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

And t h e n Mewbourne c o m p l e t e d t h e i r F e d e r a l "G" #1 

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

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

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

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

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

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

the w e l l s i s 40 a c r e s . 

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

THE WITNESS: 40 a c r e s . 

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

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

r e p r e s e n t a t i o n of p r o d u c t i o n from the u n i t i z e d 

a r e a and a s s o c i a t e d p r e d i c t i o n of the primary 

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

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

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

d u r i n g the development phase, u n t i l l a t e 1989, 

and the f i e l d went on an approximate 40 p e r c e n t 

nominal d e c l i n e r a t e . 

C umulative o i l p r o d u c t i o n through 

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

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

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

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

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

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

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

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

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

Q. I s the u n i t a r e a i n an advanced s t a t e 
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of d e p l e t i o n w i t h r e s p e c t to primary p r o d u c t i o n ? 

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

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

Q. Has the p o r t i o n of the pool which you 

propose to u n i t i z e been a d e q u a t e l y d e f i n e d by 

development? 

A. Yes, i t has. 

Q. I s t h i s p o r t i o n of the pool s u i t a b l e 

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

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

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

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

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

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

modeling, suggest t h a t t h i s f o r mation i s s u i t a b l e 

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

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

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

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

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

a n a l y s i s work performed i n l a t e 1987. 

Q. And, r e f e r r i n g to E x h i b i t 15, would you 

d i s c u s s the f e a s i b i l i t y study which was p r e p a r e d 

f o r the proposed u n i t ? 

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

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

Houston, Texas. The r e p o r t i s submitted i n i t s 

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

of the f l u i d work and rock work t h a t we d i d . I t 

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

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

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

o p e r a t i o n s . 

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

the study p r e p a r e d by P e t r e s i m ? 

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

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

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

a p p l i e d f o r and r e c e i v e d the D i v i s i o n Order from 

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

i n j e c t i v i t y of the sand. 

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

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

r e s u l t s of the i n j e c t i v i t y t e s t s ? 

A. Yeah. E x h i b i t 16 i s going to be a p l a t 

showing the l o c a t i o n of the two i n j e c t o r s . 

E x h i b i t 17 i s going to be a performance 

curve f o r the Government "K" #2 w e l l , which was 

one of the two t e s t w e l l s . 
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E x h i b i t 18 i s a performance curve f o r 

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

s u g g e s t e d t h e s e w e l l s would only take 200 b a r r e l s 

of water per day, and, as one can see from the 

performance c u r v e s , we got i n j e c t i v i t y along the 

l i n e s of 700 to 800 b a r r e l s per day. T h i s was 

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

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

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

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

A. E x h i b i t 19 i s a p l a t showing our 

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

i s the optimum p a t t e r n as i t was determined by 

P e t r e s i m ' s computer modeling work. 

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

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

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

Q. Okay. L e t ' s move on to E x h i b i t s 20, 21 

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

performance of your w a t e r f l o o d ? 

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

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

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

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

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

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

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

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

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

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

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

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

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

A g a i n , you can see on E x h i b i t 22, t h e 

r e m a i n i n g p r i m a r y f o r t h e p o o l w o u l d be 473,376 

b a r r e l s o f o i l , and t h e i n c r e m e n t a l o i l , due t o 

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

b a r r e l s o f o i l . 

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

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

u n i t ? 

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

eco n o m i c s . You can see t h e i n i t i a l c a p i t a l 

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

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

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

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

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

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

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

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

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

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

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

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

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

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

p r o f i t ? 

A. Yes, i t w i l l . 

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

w a t e r f l o o d ? 

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

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

t h e y e a r 2005. 

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

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

A. Yes, i t i s . 

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

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

a t t h i s t i m e ? 

A. Yes, i t i s . 

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

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

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

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

s u b s t a n t i a l l y more hydrocarbons than would 

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

A. Yes, i t w i l l . 

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

secondary r e c o v e r y o p e r a t i o n s b e n e f i t the working 

and r o y a l t y i n t e r e s t owners i n the p o r t i o n of the 

pool being u n i t i z e d ? 

A. Yes, i t w i l l . 

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

the pool a d v e r s e l y a f f e c t the n o n u n i t i z e d 

p o r t i o n s of the pool? 

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

r e c e i v e some p r e s s u r e maintenance from our 

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

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

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

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

S t a t e Form C-108. I t was submitted w i t h our 

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

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

Q. Would you p l e a s e d i s c u s s your proposed 

i n j e c t i o n w e l l s ? 
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A. Yes. Pages 2 through 16 of the C-108 

a r e s c h e m a t i c s of a l l of our proposed i n j e c t i o n 

w e l I s . 

Q. And the pages of the C-108 a r e numbered 

fo r the ease of the Examiner? « 

A. For the convenience of the Examiner, 

ye s , s i r . 

Q. Go ahead, Mr. Mayes. 

A. I f I c o u l d r e f e r everybody to page 2, 

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

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

and how we c a l c u l a t e d t h a t top of cement i s used 

throughout the C-108. 

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

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

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

c o l l a r s . 

I t i s our i n t e n t i o n to s e t a packer 

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

noncoated t u b i n g . 

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

the a r e a of r e v i e w . 

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

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

Pages 18 through 23 of the C-108 c o n t a i n a spread 
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s h e e t l i s t of a l l m e c h a n i c a l i n f o r m a t i o n f o r 

w e l l s w i t h i n t h i s a r e a of re v i e w which p e n e t r a t e 

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

Q. Are t h e r e any plugged and abandoned 

w e l l s w i t h i n the a r e a of r e v i e w ? 

A. Yes, t h e r e a r e . Pages 24 through 27 

c o n t a i n s c h e m a t i c s of a l l plugged and abandoned 

we l i s . 

Q. To the b e s t of your knowledge, i s the 

me c h a n i c a l i n t e g r i t y of a l l of th e s e w e l l s 

s u f f i c i e n t f o r you to conduct your w a t e r f l o o d 

operat i o n s ? 

A. Yes, I b e l i e v e so. However, I would 

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

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

EXAMINER STOGNER: What page am I going 

to f i n d t h a t on? 

THE WITNESS: We're going to submit a 

new e x h i b i t . 

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

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

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

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

i t not? 

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

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

TOC, top of cement, does not cover the F i r s t Bone 

S p r i n g s sand. We d i d a thorough check of our 

r e c o r d s and indeed we d i d not run a temperature 

log or a cement bond log to v e r i f y t h i s top of 

cement. 

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

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

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

c a s i n g c o l l a r s i n t o a ccount. However, the 

c a l c u l a t e d top of cement i s 10,666 f e e t , and i t 

s t i l l does not cover the F i r s t Bone S p r i n g s 

sand . 

However, i n defense of not r e e n t e r i n g 

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

would l i k e to o f f e r up some items f o r d e f e n s e . 

F i r s t of a l l , the mud t h a t i s i n the 

annulus between the 5-1/2" c a s i n g and the 

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

i s a v e r y heavy mud. We t r i e d to f i n d the mud 

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

added to t h i s mud, and we c o u l d not f i n d them. 

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

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

One of the items i n the D i v i s i o n Order 

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

monitor the c a s i n g annulus on t h i s E #1 w e l l to 

see i f any p r e s s u r e would occur on the s u r f a c e . 

We've monitored t h a t c a s i n g spool at the s u r f a c e 

f o r almost a year now and have never seen any 

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

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

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

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

t e s t i n j e c t o r , which i s g e t t i n g c l o s e to being a 

f i l l up volume f o r the E #1 a r e a . Again, i f we 

were going to see p r e s s u r e at the s u r f a c e of the 

E #1 on t h a t a nnulus, we would have expected to 

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

t e s t w e l l ; but, a g a i n , we never d i d see any 

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

I would l i k e to r e i t e r a t e some 

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

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

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

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

i n t o an annulus a f t e r a heavy mud has been 

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

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

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

e x c e e d i n g f r a c g r a d i e n t , and we n e v e r c o u l d g e t 

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

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

p r o p e r t i e s . 

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

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

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

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

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

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

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

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

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

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

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

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

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

can and r e v e r t a l i t t l e b i t , down a t t h e b o t t o m 

o f t h i s E x h i b i t 25 a r e some h y d r o s t a t i c 

c a l c u l a t i o n s f o r t h a t mud. That mud, 11.8 pound 

p e r g a l l o n mud, g e n e r a t e s a h y d r o s t a t i c head a t 

t h e t o p o f t h e Bone S p r i n g s f o r m a t i o n o f 5,106 
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p s i . And I ' l l remind you t h a t the v i r g i n 

p r e s s u r e f o r the Bone S p r i n g s pool was 3,341 p s i 

and the maximum p r e d i c t e d r e s e r v o i r p r e s s u r e we 

a n t i c i p a t e d u r i n g w a t e r f l o o d o p e r a t i o n s i s 3,971 

ps i . 

J u s t s t r i c t h y d r o s t a t i c s would d i c t a t e 

t h a t n o t h i n g w i l l e n t e r the a n n u l a r a r e a from th 

F i r s t Bone S p r i n g s f o r m a t i o n , due to t h i s heavy 

mud . 

Q. As p a r t of your t e s t s , you d i d monitor 

the annulus of the E #1? 

A. R i g h t . We've monitored t h a t annulus 

f o r about a y e a r now, and we've s t i l l not seen 

any p r e s s u r e on t h a t a n n u l u s . The E #1 does 

c o n t a i n s i g n i f i c a n t Morrow gas r e s e r v e s . I t ' s 

c u r r e n t l y p roducing out of the Morrow fo r m a t i o n . 

We f e e l t h a t r e e n t e r i n g t h a t w e l l p r o v i d e s a 

tremendous amount of r i s k to l o s i n g those gas 

r e s e r v e s , so we would a g a i n r e q u e s t t h a t 

m o n i t o r i n g t h i s w e l l b o r e be a l l o w e d , v e r s u s 

r e e n t e r i n g t h a t w e l l b o r e . 

Q . I s i t i n the b e s t i n t e r e s t of the 

working i n t e r e s t owners to keep a l l i n j e c t e d 

water i n the u n i t i z e d f o r m a t i o n ? 

A. T h a t ' s c o r r e c t . You l o s e e f f i c i e n c y 
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w i t h a w a t e r f l o o d any time you l e t water out of 

the u n i t i z e d f o r m a t i o n , and we w i l l make every 

e f f o r t not to l e t t h a t happen. 

Q. W i l l you p l e a s e d i s c u s s your p l a n s f o r 

rewor k i n g the i n j e c t i o n w e l l s ? 

A. The proposed i n j e c t i o n w e l l s a r e a l l 

c u r r e n t l y p r o d u c i n g and w i l l r e q u i r e removal of 

rod pump equipment. We p l a n to i n s t a l l a packer 

w i t h i n 100 f e e t of the top p e r f o r a t i o n i n each 

w e l l , and have an i n e r t f l u i d c i r c u l a t e d i n t o the 

c a s i n g t u b i n g a n n u l u s . A l l i n j e c t o r s w i l l 

r e c e i v e a c i d t r e a t m e n t s d u r i n g t h e i r c o n v e r s i o n s , 

and a l l w e l l h e a d s w i l l have p r e s s u r e gauges 

i n s t a l l e d on the t u b i n g and c a s i n g a n n u l i . 

Q. What a d d i t i o n a l f a c i l i t i e s w i l l 

Mewbourne O i l Company need to i n s t a l l f o r the 

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

A. We propose both a c e n t r a l i n j e c t i o n 

f a c i l i t y and a c e n t r a l p r o d u c t i o n f a c i l i t y . The 

i n j e c t i o n f a c i l i t y w i l l c o n s i s t of a p p r o p r i a t e 

s t o r a g e c a p a c i t y , f i l t e r s , meters and i n j e c t i o n 

pumps. The p r o d u c t i o n f a c i l i t i e s w i l l c o n s i s t of 

a p p r o p r i a t e s t o r a g e , s e p a r a t i n g equipment, meters 

and s a l e s hookups. Produced water w i l l be 

r e i n j e c t e d , and a l l flow l i n e s w i l l be r e r o u t e d 
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a c c o r d i n g l y . A water s e r v i c e l i n e a p p r o x i m a t e l y 

t h r e e m i l e s i n l e n g t h w i l l be b u i l t to connect to 

the C i t y of C a r l s b a d ' s Double E a g l e system. 

Q. What i n j e c t i o n p r e s s u r e do you r e q u e s t 

a p p r o v a l o f ? 

A. The p r o j e c t i o n p r e d i c t i o n we o b t a i n e d 

from computer modeling i s based on i n j e c t i n g a t a 

s u r f a c e p r e s s u r e at 2,000 p s i , and we would 

r e q u e s t a l l o w i n g t h a t 2,000 p s i as the maximum 

i n j e c t i o n p r e s s u r e . 

Q. R e f e r r i n g to E x h i b i t 26, c o u l d you 

d i s c u s s the b a s i s f o r your r e q u e s t ? 

A. Yes. Again, E x h i b i t 26 c o n t a i n s 

c a l c u l a t i o n s showing the f r a c g r a d i e n t w i l l not 

be exceeded w i t h the 2,000 p s i s u r f a c e p r e s s u r e . 

Again, t h i s 2,000 p s i s u r f a c e p r e s s u r e 

was a t o p i c of our J u l y 92 h e a r i n g . The 

D i v i s i o n ' s Order a l l o w e d f o r a t u b i n g p r e s s u r e of 

1,650 p s i , w i t h a procedure f o r a d m i n i s t r a t i v e 

a p p r o v a l f o r 2,000 p s i . I t t u r n s out t h a t we use 

produced Delaware water as s o u r c e water f o r 

t e s t i n g those i n j e c t o r s , and i t was much h e a v i e r 

than we a n t i c i p a t e d , so a d m i n i s t r a t i v e a p p r o v a l 

was never sought. 

The g r a d i e n t h y d r o s t a t i c head f o r t h i s 

RODRIGUEZ REPORTING 
(505) 988-1772 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

12 

13 

14 

1 5 

16 

17 

1 8 

19 

20 

21 

22 

23 

24 

25 

47 

Delaware w a t e r was .51 p s i p e r f o o t , and 

g e n e r a t e d a t o t a l head o f .70 when 1,650 p s i was 

added t o i t . 

The i n j e c t e d f l u i d f o r t h e f u l l f l o o d 

w i l l be a m o s t l y l o w - d i s s o l v e d - s o l i d s c o n t e n t 

w a t e r f r o m t h e C i t y o f C a r l s b a d . I f one uses a 

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

w a t e r , and a 2,000 p s i s u r f a c e p r e s s u r e , one 

c a l c u l a t e s a t o t a l head o f .69 p s i p e r f o o t , w e l l 

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

e s t a b l i s h e d as t h e .74 f o r t h e p o o l . 

Q. I s t h i s r e q u e s t s u p p o r t e d by t h e 

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

A. Yes, i t i s . I ' l l r e f e r e v e r y o n e t o 

E x h i b i t s 27, 28 and 29, w h i c h showed t h a t t h e 

w a t e r s t a y e d c o n t a i n e d i n t h e Bone S p r i n g s d u r i n g 

t h o s e i n j e c t i v i t y t e s t s . 

E x h i b i t 27 i s a p r e s s u r e g r a d i e n t 

s u r v e y c o n f i r m i n g t h e head o f t h e Delaware w a t e r 

was .51 p s i p e r f o o t and, as a r e s u l t , we were 

i n j e c t i n g a t .70 p s i p e r f o o t d u r i n g o ur t e s t . 

And E x h i b i t s 28 and 29, a r e i n j e c t i o n 

s u r v e y s s h o w i n g t h a t t h e w a t e r s t a y e d c o n t a i n e d 

w i t h i n t h e u n i t i z e d f o r m a t i o n . You can see on 

t h e second page o f t h e - - w e l l , l e t ' s t a k e E x h i b i t 
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28 w h i c h i s t h e p r o f i l e s u r v e y f o r t h e Government 

K #2 w e l l , you can see on Page No. 2 o f t h a t 

e x h i b i t t h a t t h e s u r v e y company c o n c l u d e d t h a t no 

f l u i d moved above t h e t o p p e r f o r a t i o n . 

Page No. 2 w h i c h i s v e r y busy, and I 

k i n d o f a p o l o g i z e f o r t h a t b u t , i t has a s e r i e s 

o f t e m p e r a t u r e l o g s r u n a t v a r i o u s s h u t - i n 

p e r i o d s t o v e r i f y t h a t t h e w a t e r d i d n o t go p a s t 

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

Then E x h i b i t 29 i s g o i n g t o be a 

s i m i l a r p r o f i l e l o g f o r t h e F e d e r a l E # 1 1 , and 

a g a i n t h e s e two p r o f i l e l o g s on our two t e s t 

w e l l s do show t h a t t h e w e l l s s t a y e d c o n t a i n e d , 

and we w i l l be i n j e c t i n g a t a l o w e r g r a d i e n t t h a n 

we were d u r i n g t h e s e t e s t s , d u r i n g o ur whole 

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

Q. Of t h e i n j e c t i o n w a t e r , what p e r c e n t a g e 

do you a n t i c i p a t e w i l l be f r e s h w a t e r f r o m t h e 

C a r l s b a d system? 

A. A p p r o x i m a t e l y 90 p e r c e n t s h o u l d be C i t y 

o f C a r l s b a d w a t e r . And 10 p e r c e n t we hope t o 

p i c k up as p r o d u c e d w a t e r f r o m v a r i o u s o f f s e t 

o p e r a t o r s i n our own o p e r a t i o n s . 

Q. W i l l t h i s be a c l o s e d system? 

A. Yes, i t w i l l . 
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Q. Are t h e r e any f r e s h water s o u r c e s 

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

A. There a r e no a c t i v e f r e s h w a t e r w e l l s , 

a c c o r d i n g t o t h e New Mexico S t a t e E n g i n e e r ' s 

O f f i c e . There was an a t t e m p t t o d e v e l o p a w a t e r 

w e l l i n S e c t i o n 26; however, i t was d r y and 

abandoned. 

Q . Are t h e r e any f a u l t s o r h y d r o l o g i c 

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

i n j e c t i o n p o i n t ? 

A. No, t h e r e a r e no f a u l t s , t o my 

kn o w l e d g e , and a l l w e l l b o r e s have c a s i n g s a i d t o 

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

s o u r c e s i n t h e r e g i o n . 

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

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

A. Yes. An a n a l y s i s i s p r e s e n t e d on pages 

30 t h r o u g h 36 o f t h e C-108. T h i s r e p o r t was 

p r e p a r e d by a c o m m e r c i a l l a b o r a t o r y and i n d i c a t e s 

m i n i m a l c o m p a t i b i l i t y p r o b l e m s e x i s t . 

Q. I s t h e u n i t i z e d management, o p e r a t i o n 

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

e f f e c t i v e l y c a r r y on s e c o n d a r y r e c o v e r y 

o p e r a t i o n s ? 

A. Yes, i t i s . 
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Q. And, i n your o p i n i o n , w i l l i t 

s u b s t a n t i a l l y i n c r e a s e the u l t i m a t e r e c o v e r y of 

o i l from the u n i t i z e d p o r t i o n of the pool? 

A. Yes, I b e l i e v e so. 

Q. I n your o p i n i o n , does the u n i t 

agreement p r o v i d e f o r a f a i r and e q u i t a b l e p l a n 

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

A. Yes, i t does. 

Q. Mr. Mayes, i f you c o u l d r e f e r back to 

E x h i b i t 2, c o u l d you d e s c r i b e how p r o d u c t i o n w i l l 

be a l l o c a t e d among the t r a c t s under the u n i t 

agreement ? 

A. Yes, and we a r e r e f e r r i n g back to the 

u n i t agreement, i f everybody wants to get t h a t 

back out. 

Q. And what pages i n p a r t i c u l a r do we want 

to r e f e r t o ? 

A. I ' l l r e f e r everyone to pages 6 and 7 of 

the u n i t agreement, and t h a t w i l l be A r t i c l e s 

2.23 and 2.24. What we propose i s a two-phase 

a l l o c a t i o n formula, the i n i t i a l phase d e f i n e d as 

the p r i m a r y phase and A r t i c l e 2.23 i s s e t up to 

a l l o c a t e the re m a i n i n g primary r e s e r v e s of the 

r e s e r v o i r to the s e p a r a t e t r a c t s . 

Then, on page 7, we propose a l a t e r 
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phase, which i s d e f i n e d as the secondary phase i n 

A r t i c l e 2.24, and i t i s s e t up to a l l o c a t e the 

secondary r e s e r v e s , i . e . , the 1.4 m i l l i o n b a r r e l s 

of o i l , and the c a p i t a l c o s t s a s s o c i a t e d w i t h 

t h e s e secondary r e s e r v e s . 

R e f e r r i n g back to page 6 r e a l q u i c k , 

the p r i mary phase w i l l be i n p l a c e u n t i l the 

t o t a l u n i t r e maining primary i s produced, and 

a g a i n t h a t volume i s determined to be t h i s 

473,376 b a r r e l s of o-il as of November 1, 1992. 

I ' l l r e f e r everybody ahead to page 22 

r e a l q u i c k . The proposed primary formula i s 100 

p e r c e n t r e m a i n i n g primary r e s e r v e s as they were 

determined by d e c l i n e c u r v e a n a l y s i s , i . e . , the 

t r a c t r e m a i n i n g primary d i v i d e d by the t o t a l u n i t 

r e m a i n i n g primary. The p r o d u c t i o n w i l l then be 

a l l o c a t e d to the t r a c t s based on the secondary 

formula, which we propose i s 100 p e r c e n t u l t i m a t e 

p r i m a r y o i l , as determined by d e c l i n e curve 

a n a l y s i s . 

Q. I n your o p i n i o n , does the p a r t i c i p a t i o n 

formula a l l o c a t e the produced, and s a v e s 

hydrocarbons to the i n d i v i d u a l u n i t t r a c t s on a 

f a i r , r e a s o n a b l e and e q u i t a b l e b a s i s ? 

A. Yes, we do. 
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Q. What i s the i n i t i a l p r o j e c t a r e a f o r 

the w a t e r f l o o d ? 

A. The i n i t i a l p r o j e c t a r e a p ursuant to 

D i v i s i o n Rule 7 0 1 ( G ) ( 3 ) w i l l encompass 1,280 

a c r e s , a l l l o c a t e d i n s i d e the u n i t boundary. 

Q. What p r o j e c t a l l o w a b l e does Mewbourne 

r e q u e s t ? 

A. Mewbourne would r e q u e s t t h a t each 

p r o d u c i n g w e l l be gra n t e d an a l l o w a b l e equal to 

i t s c a p a c i t y to produce. 

Q. And do you r e q u e s t t h a t the order 

e n t e r e d i n t h i s matter c o n t a i n an a d m i n i s t r a t i v e 

procedure f o r approving unorthodox w e l l l o c a t i o n s 

or f o r changing producing w e l l s to i n j e c t i o n 

we 1 I s ? 

A. Yes. I n order to o p t i m i z e the 

w a t e r f l o o d i n the f u t u r e , i t may be n e c e s s a r y to 

c o n v e r t producing w e l l s to i n j e c t o r s , or to d r i l l 

a d d i t i o n a l w e l l s a t unorthodox l o c a t i o n s and we 

would r e q u e s t t h a t an a d m i n i s t r a t i v e procedure be 

e s t a b l i s h e d i n the order to a c c o m p l i s h t h i s . 

Q. I s your p r o p o s a l submitted as E x h i b i t 

30? 

A. Yes, i t i s . 

Q. Was n o t i c e of the w a t e r f l o o d s e n t out 
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as r e q u i r e d by Form C-108? 

A. Yes, i t was. We n o t i f i e d a l l o p e r a t o r s 

and l e s s e e s w i t h i n o n e - h a l f m i l e of the proposed 

i n j e c t o r s , t o g e t h e r w i t h s u r f a c e owners and a l l 

l e s s e e s of s u r f a c e r i g h t s . 

Q. I s E x h i b i t 31 your a f f i d a v i t r e g a r d i n g 

n o t i c e ? 

A. Yes, i t i s . I t c o n t a i n s the r e t u r n and 

c e r t i f i e d r e c e i p t s . 

Q. I n your o p i n i o n , w i l l the g r a n t i n g of 

t h i s a p p l i c a t i o n be i n the i n t e r e s t s of 

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

A. Yes, i t w i l l . 

Q. Were E x h i b i t s 9 through 31 prepared by 

you or under your d i r e c t i o n , or compiled from 

company r e c o r d s ? 

A. Yes, they were. 

MR. BRUCE: Mr. Examiner, I move the 

a d m i s s i o n of E x h i b i t s 9 through 31. 

EXAMINER STOGNER: E x h i b i t s 9 through 

31 w i l l be admitted a t t h i s time. 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. Mr. Mayes, on E x h i b i t No. 30, t h i s i s 

your proposed r u l e s , t h e r e ' s a l o t of i n f o r m a t i o n 
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t h a t ' s been s i m u l a t e d , so f o r g i v e me i f I'm 

r e p e a t i n g a few t h i n g s I might have missed. 

Are you going to propose an 

a d m i n i s t r a t i v e procedure f o r i n j e c t i o n i n c r e a s e 

o r - - I know the 2,000 p s i i s over the .2 p s i per 

foot to the uppermost p e r f t h a t we r e q u i r e . I s 

your 2,000 going to be the maximum throughout the 

l i f e t i m e , or do you a n t i c i p a t e a h i g h e r i n j e c t i o n 

p r e s s u r e ? 

A. No, s i r . 2,000 p s i w i l l be our maximum 

p r e s s u r e throughout the l i f e . 

Q. I n r e v i e w i n g your s c h e m a t i c f o r your 

i n j e c t i o n w e l l s , y o u ' l l be u s i n g 2-7/8" or 2-3/8" 

t u b i n g f o r your proposed i n j e c t i o n w e l l s ? 

A. R i g h t . 

Q. F i r s t of a l l , how many i n j e c t i o n w e l l s 

t o t a l ? 

A. 15 w i l l be c o n v e r t e d . Of c o u r s e , two 

a r e a l r e a d y c o n v e r t e d and 15 t o t a l . 

Q. I n o t i c e t h a t t h e r e i s no p r o p o s a l or 

p l a n f o r p l a s t i c - 1 i n e d or l i n e d t u b i n g , t h a t 

you're going w i t h bare s t e e l . What i s the 

c o n f i g u r a t i o n on the two e x i s t i n g i n j e c t i o n w e l l s 

at t h i s time? 

A. They both have bare s t e e l i n them. We 
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r a n some c o r r o s i o n coupons i n our i n j e c t i o n l i n e s 

d u r i n g our t e s t and, a f t e r running a n a l y s i s on 

those coupons, i t was e s t a b l i s h e d the c o r r o s i o n 

weight was a p p r o x i m a t e l y 1.6 m i l per y e a r . I 

have e x p e r i e n c e d i n f l o o d s where c o r r o s i o n r a t e s 

of four and f i v e m i l s per y e a r was o b t a i n e d , or 

e f f e c t i v e . And throughout an e i g h t - y e a r l i f e 

t h a t I worked w i t h t h a t w a t e r f l o o d , we never had 

any t u b i n g problems a s s o c i a t e d w i t h t h a t high of 

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

Q. And, i f I heard c o r r e c t l y , your water 

s o u r c e w i l l be a t l e a s t 90 p e r c e n t C i t y of 

C a r l s b a d . I s t h i s f r e s h water, or i s t h i s from 

the sewer system? 

A. I t ' s t h e i r Double E a g l e System which, I 

b e l i e v e , i t ' s Caprock water. We have an a n a l y s i s 

of i t which i s l o c a t e d i n t h a t C-108 water 

a n a l y s i s package, the l a t t e r pages of the C-108, 

and I be1ieve--we 11, l e t me j u s t g i v e you the 

c o r r e c t TDS c o n t e n t of t h a t water. 

Okay, t o t a l d i s s o l v e s s o l i d s - -

Q • Which page a r e you on? 

A. I don't have a numbered one. 

MR. STOVALL: Page 31. I s i t the 

l e t t e r from Caprock L a b o r a t o r y ? 
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THE WITNESS: Yeah. J u s t f o l l o w i n g 

t h a t a r e some a n a l y s i s s h e e t s . 

A. Page 33 i s the Double E a g l e a n a l y s i s , 

and they've got a number down the l e f t s i d e of 

t h a t page, No. 16 i s the t o t a l d i s s o l v e d s o l i d s 

c o n t e n t of the water, 8,213 p a r t s per m i l l i o n . 

Q. Do you know what fo r m a t i o n t h i s water 

i s from? 

A. I r e a l l y don't know, e x a c t l y . 

Q. Do you know where t h e i r w e l l i s 

l o c a t e d , or i s t h i s from a system? 

A. Yeah, t h e i r w e l l s are n o r t h and e a s t of 

us, a good 15, 20 m i l e s , and then t h e i r system 

runs s e v e r a l m i l e s to the C i t y of C a r l s b a d . 

Q. But t h i s i s one of the systems or one 

of the w e l l s , whatever the case may be, t h a t 

f eeds f r e s h water i n t o the C i t y of C a r l s b a d ? 

A. Yes, and i t ' s q u i t e an e x t e n s i v e system 

r i d e . I t i s p e r m i t t e d and tapped f o r i n d u s t r i a l 

use a l l along i t s way, a l s o . 

Q. And you would j u s t be p i c k i n g up a 

port i o n of i t ? 

A. C o r r e c t . 

Q. You s a i d 10 p e r c e n t , would t h a t be 

r e i n j e c t e d s o u r c e water from your proposed 
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I n j e c t i o n , or would t h e r e be other produced 

w a t e r s from o u t s i d e t h i s u n i t ? 

A. I t w i l l be both. We'll r e c y c l e a l l the 

u n i t - p r o d u c e d water, as w e l l as we have o f f s e t 

o p e r a t o r s to us producing f a i r l y s u b s t a n t i a l 

amount of Delaware water t h a t we're n e g o t i a t i n g 

to take o f f t h e i r hands f o r them. 

Q. I s t h e r e a t e c h n i c a l r e a s o n or 

f o r m a t i o n or g e o l o g i c r e a s o n why 100 p e r c e n t 

produced water or r e i n j e c t i o n water c o u l d not be 

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

A. W e l l , d u r i n g the l i f e of the f l o o d , 

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

produce a p p r o x i m a t e l y 100 b a r r e l s of water a day, 

and we r e q u i r e 10,000 b a r r e l s of water a day f o r 

the f l o o d . As the f l o o d matures and the 

producing w e l l s break through, of c o u r s e , the 

produced water w i l l i n c r e a s e . 

I s t h a t your q u e s t i o n ? I don't know i f 

I u n d e r s t a n d you c o r r e c t l y . 

Q. Yes, and i n f a c t you're going i n t o i t 

to the d e t a i l t h a t I t h i n k i s a p p l i c a b l e . 

Throughout the l i f e , what ar e you going to be 

s e e i n g and what k i n d of changes? 

A. We e s t i m a t e t h a t probably t h r e e y e a r s 
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i n t o the l i f e of the f l o o d w e ' l l be c y c l i n g 80 

p e r c e n t of our water and only r e c e i v i n g 20 

p e r c e n t of our water from the C i t y of C a r l s b a d . 

Of c o u r s e the TDS content of t h a t 

produced water i s going to be breakthrough water 

t h a t w i l l have C i t y of C a r l s b a d q u a l i t y or Bone 

S p r i n g s q u a l i t y and we f e e l l i k e the t o t a l 

d i s s o l v e d s o l i d s of the water i s not going to 

i n c r e a s e s u b s t a n t i a l l y over the l i f e of the 

w a t e r f l o o d , over the l i f e of c y c l i n g t h a t water. 

Q. Say i n about another 10 to 15 y e a r s , 

when you're u t i l i z i n g , say, 80 p e r c e n t 

r e i n j e c t i o n as opposed to 20 p e r c e n t C i t y water, 

e s s e n t i a l l y makeup water a t t h a t p o i n t - -

A. R i g h t . 

Q. --what k i n d of water a n a l y s i s would you 

e x p e c t , as f a r as t o t a l d i s s o l v e d s o l i d s ? 

A. W e l l , I haven't done t h a t c a l c u l a t i o n 

so i t ' s hard to g i v e you a hard and f a s t number; 

but, i f one l o o k s at t h a t , t h i s a n a l y s i s i n the 

back of the C-108, t h e r e ' s a Bone S p r i n g 

a n a l y s i s . 

Q. I b e l i e v e t h a t ' s page 34. 

A. T h a t ' s c o r r e c t . And you can see t h a t 

the d i s s o l v e d s o l i d s of t h i s water i s 1-49,000 
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p a r t s per m i l l i o n , but the water t h a t ' s a c t u a l l y 

going to be Bone Spring-produced water i s going 

to be so d i l u t e d by the C i t y of C a r l s b a d water 

t h a t I would a n t i c i p a t e t h a t t h a t t o t a l d i s s o l v e d 

s o l i d s would not a p p r e c i a b l y i n c r e a s e over 8,000 

p a r t s per m i l l i o n . 

Again, you know, I haven't done those 

c a l c u l a t i o n s and i t ' s hard to g i v e you a hard and 

f a s t number. 

Q. Your water a n a l y s i s shows no hydrogen 

s u l f i t e ? 

A. R i g h t . 

Q. So t h i s i s a sweet o i l pool? 

A. The temperature of the r e s e r v o i r i s 

130, 140 degrees, and I would a n t i c i p a t e t h a t any 

b a c t e r i a t h a t might form H2s d u r i n g the l i f e of 

the p r o j e c t w i l l be k i l l e d at those 

t e m p e r a t u r e s . We're not a n t i c i p a t i n g a heavy H2s 

problem. 

Q. My concern at t h i s p o i n t i s bare s t e e l , 

a l l o w i n g i t a t t h i s p o i n t , and what happens i n 

the f u t u r e . 

A. W e l l , I would submit t h a t , a g a i n , we 

a r e going to have an i n e r t f l u i d i n between the 

t u b i n g and c a s i n g annulus on a l l of our i n j e c t i o n 
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w e l l s , and w e ' l l be m o n i t o r i n g t h e p r e s s u r e o f 

t h a t a n n u l u s a t t h e s u r f a c e . I f we w o u l d have a 

t u b i n g l e a k o c c u r , we're g o i n g t o be a b l e t o see 

i t v e r y q u i c k l y . And i f i t a p p e a r s t o us t h a t 

b a r e s t e e l i s g o i n g t o become a p r o b l e m , t h e n i n 

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

a t t h a t t i m e . But we w o u l d p r o p o s e i n i t i a l l y , 

g o i n g i n t o t h e f l o o d , t h a t we use b a r e s t e e l and 

m o n i t o r t h e s i t u a t i o n . 

Q. I s t h e g r a d e o f t u b i n g t h a t y o u ' r e 

u t i l i z i n g j u s t s t a n d a r d , o i l f i e l d g r a d e , r e g u l a r 

p r o d u c t i o n - t y p e t u b i n g , o r a n y t h i n g s p e c i a l ? 

A. I t ' s s t a n d a r d N80 J55 t u b i n g . 

Q. I n r e f e r r i n g t o y o u r C-108, E x h i b i t No. 

24, s t a r t i n g w i t h page 18, t h i s i s y o u r r e v i e w o f 

w e l l s w i t h i n t h e a r e a o f r e v i e w , t h e h a l f - m i l e 

a r e a ? 

A. Uh-huh. 

Q. When you show t o p s o f cement, were 

t h e s e a l l c a l c u l a t e d o r were any o f them f r o m 

t e m p e r a t u r e s u r v e y s , o r were t h e y f r o m v a r i o u s 

means? 

A. For t h e most p a r t t h e y ' r e c a l c u l a t e d . 

However, t h e r e a r e some t h a t t h e c o l u m n - - I ' l l 

r e f e r you t o t h e f i r s t page, t h e t h i r d w e l l down 
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has some l e t t e r symbols i n p a r e n t h e s e s next to 

the top of cement? 

Q. You're t a l k i n g about the Mewbourne 

F e d e r a l M #1 and the l e t t e r V, as i n V i c t o r , 

shows up? 

A. R i g h t . The "V" s t a n d s f o r v i s u a l . I n 

ot h e r words, I a c t u a l l y saw the cement come back 

to s u r f a c e on those w e l l s . There a r e some other 

l e t t e r d e s i g n a t i o n s . T h e r e ' s a CBL, l i t t l e "B" 

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

Cement Bond Log, and t h i s i s a l l l a b e l e d on the 

l a s t page of t h a t s p r e a d s h e e t — w e l l , was. I take 

t h a t back. I t ' s not. I a p o l o g i z e . 

A V i s f o r V i s u a l , and a CBL i s f o r 

Cement Bond Log, and I b e l i e v e those are the only 

two n o t a t i o n s t h a t - - y e a h , those are the only two 

n o t a t i o n s t h a t I put i n t h e r e . A l l the r e s t w i l l 

be c a l c u l a t e d tops of cement. 

Q. Pursuant to the same c a l c u l a t i o n t h a t 

you u t i l i z e d on page 2 of the C-108? 

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

Q. There a g a i n , f i g u r i n g i n no c o l l a r s ? 

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

Q. And a 25 p e r c e n t a c c e s s ? 

A. T h a t ' s c o r r e c t . 
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Q. Now I'm g o i n g t o r e f e r t o E x h i b i t No. 

22 and do somewhat o f some k i n d o f c o m p a r i s o n 

work h e r e t o E x h i b i t 15. 

Now, when I show y o u r i n c r e m e n t a l o i l , 

r e f e r r i n g t o E x h i b i t No. 22, t h i s i s t h e o i l 

w h i c h we e x p e c t t o r e c o v e r w i t h t h e w a t e r f l o o d , 

t h e 1.4 m i l l i o n b a r r e l s , i s t h a t c o r r e c t ? 

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

Q. Now, I c o u l d n o t f i n d an E x h i b i t No. 

15, b u t i s i t d i f f e r e n t when I f i n d t h a t 

i n f o r m a t i o n i n h e r e , o r i s i t even p r e s e n t e d i n 

y o u r E x h i b i t 15? 

A. No. E x h i b i t 15 a r e j u s t g o i n g t o be 

t h e r e s u l t s o f t h e p r o d u c t i o n coming o u t o f t h e 

computer m o d e l i n g work. I guess I s h o u l d ask a 

f o l l o w - u p t o y o u r q u e s t i o n . I t has a l l o f t h e 

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

f l o o d o p e r a t i o n s . I n o t h e r w o r ds, i t has b o t h 

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

p r e d i c t i o n . I s t h a t t h e answer y o u ' r e l o o k i n g 

f o r ? 

Q. I b e l i e v e i t i s . There was a r e f e r e n c e 

i n y o u r summary. R e s e r v o i r d e p l e t i o n was 

e s t i m a t e d t o be 1.86 m i l l i o n s t a n d a r d s t o c k t a n k 

b a r r e l s . 
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A. Stock tank b a r r e l s , y e s . 

Q. I s t h i s f i g u r e u t i l i z e d throughout, or 

am I going to see d i f f e r e n t r e s e r v o i r f i g u r e s ? 

A. No. The 1.4 and the 473,000 b a r r e l s of 

o i l , adding up to t h i s 1.8 you're r e f e r r i n g to, 

i s t a k i n g P e t r e s i m ' s computer s i m u l a t i o n numbers 

and a p p l y i n g Mewbourne O i l Company economic 

e v a l u a t i o n to those p r e d i c t i o n s . 

So E x h i b i t 22, the i n c r e m e n t a l o i l i s 

based on economic pa r a m e t e r s , not j u s t computer 

modeling t h a t P e t r e s i m d i d i n E x h i b i t 15. 

Q. I hate to b e l a b o r t h i s , but when I look 

at your E x h i b i t 19, I show 15 i n j e c t i o n w e l l s . 

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

Q. I s t h a t 13 new ones, or 13 c o n v e r s i o n s 

p l u s your two, or are you going to have a t o t a l 

of 17? 

A. No, you have i t c o r r e c t . I t ' s two 

e x i s t i n g and 13 w i l l be c o n v e r t e d , f o r a t o t a l of 

15 . 

Q. And those are a l l c o n v e r s i o n Bone 

S p r i n g c o m p l e t i o n s ? 

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

Q. You t e s t i f i e d t h a t the average w e l l 

produces seven b a r r e l s of o i l a t t h i s p o i n t , i s 
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t h a t c o r r e c t ? 

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

Q. What's t h e h i g h s i d e ? What's one o f 

y o u r b e s t p r o d u c e r s o u t t h e r e ? 

A. P r o b a b l y 15 b a r r e l s p e r day. I n o t h e r 

words t h e r e were some w e l l s t h a t d i d n ' t q u i t e 

meet t h e BLM's Sc h e d u l e B r o y a l t y r e d u c t i o n s , and 

t h e i r cap i s 15 b a r r e l s p e r day, so I ' l l o f f e r up 

15 b a r r e l s a day as a h i g h s i d e . 

Q . How a b o u t y o u r low s i d e ? 

A. There a r e some w e l l s t h a t a r e s h u t i n , 

c u r r e n t l y . 

Q. What's economic p r o d u c e r s o u t t h e r e ? 

A. Three b a r r e l s p e r day. 

Q. Do you have some o f t h o s e ? 

A. W e l l , you know, I say t h r e e b a r r e l s p er 

day. P l e a s e u n d e r s t a n d , t h a t ' s d e p e n d i n g on t h e 

gas r a t e s o u t o f t h e w e l l , e t c e t e r a , e t c e t e r a . 

Q. To come up w i t h seven b a r r e l s o f o i l a 

day, d i d you i n c l u d e t h o s e ones t h a t a r e s h u t i n ? 

A. Yes, I d i d . B a s i c a l l y , a l l t h e w e l l s 

i n t h e u n i t a r e a c u r r e n t l y make 230 b a r r e l s p er 

day t o t a l , and I d i v i d e d t h a t by t h e 32 w e l l s 

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

Q. Now, i f I remember r i g h t , t h e r e were 35 
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com p l e t i o n a t t e m p t s ? 

A. Yes, s i r . 

Q. And 32 pro d u c i n g w e l l s ? 

A. C u r r e n t l y p r o d u cing. Yes, s i r . 

Q. Now, a r e those a c t u a l l y producing or 

a r e some of them shut i n ? 

A. W e l l , t r u e . Some of them a r e shut i n . 

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

open to the F i r s t Bone S p r i n g sand. 

Q. Do you know how many a c t u a l l y are 

pumping and a c t u a l l y making o i l ? 

A. W e l l , 32, minus the two t e s t i n j e c t o r s 

i s 30, minus the S p r i n k l e No. 2. 

Q. J u s t a rough e s t i m a t e , how many s h u t - i n 

w e l l s have you got? 

A. L e t ' s say 29. 

MR. STOVALL: 29 shut i n , or 29 

a c t i v e ? 

THE WITNESS: 29 a c t i v e . 

Q. I f I look at t h a t average p r o d u c t i o n on 

those 25 a c t i v e w e l l s , would t h a t f a l l under 10 

b a r r e l s of o i l per day. Okay. The 29 a c t i v e 

w e l I s - -

A. - - d i v i d e d i n t o the 230 days, would be 

l e s s than 10 b a r r e l s a day, y e s . 
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Q. So we're d e f i n i t e l y t a l k i n g s t r i p p e r 

w e l I s ? 

A. Yes. 

EXAMINER STOGNER: We w i l l take 

a d m i n i s t r a t i v e n o t i c e of Order No. R-9737 and the 

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

w i t h t h a t , I have no other q u e s t i o n s of t h i s 

w i t n e s s at t h i s time. 

MR. STOVALL: W e l l , I do. 

EXAMINATION 

BY MR. STOVALL: 

Q. I t h i n k your a p p l i c a t i o n s t a t e s you a r e 

a s k i n g f o r the EOR tax c r e d i t ? 

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

Q. Other than your i n j e c t i v i t y t e s t t h i s 

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

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

Q. I note, i n l o o k i n g a t your v a r i o u s 

maps, t h e r e a r e some undeveloped p r o r a t i o n u n i t s 

w i t h i n the p o o l . Have those been determined to 

be j u s t not p r o d u c t i v e or no o i l i n p l a c e w i t h i n 

the u n i t a r e a ? 

A. Can you be a l i t t l e more s p e c i f i c ? 

Q. I'm l o o k i n g a t E x h i b i t 19. I'm l o o k i n g 

at E x h i b i t 19, s p e c i f i c a l l y , because i t has the 
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i n j e c t o r s , but Section 27, Section 28--

A. Right. 

Q. --they look p r e t t y w e l l developed 

w i t h i n the i n t e r i o r pool. Are most of the 

undeveloped t r a c t s on the e x t e r i o r of the pool? 

A. A couple of things are happening with 

that area of the pool. One i s , there's not a l o t 

of mapping points over there, and we don't know 

how much deposition occurred over there. We 

don't know how much net height to give that 

ar ea. 

Obviously, the owners of those t r a c t s 

were not i n t e r e s t e d i n those t r a c t s for the 

primary r e s e r v e s alone, and did not d r i l l a w e l l 

for the primary r e s e r v e s . 

However; we, and of course a l l the 

p a r t i c i p a n t s i n the u n i t , and the BLM, be l i e v e 

that there might be j u s t i f i c a t i o n to d r i l l a w e l l 

for the primary plus the secondary r e s e r v e s of 

those t r a c t s . We plan on developing those t r a c t s 

as soon as the waterflood has proven i t s e l f to be 

s u c c e s s f u l . 

Q. I s the p o t e n t i a l primary i n there 

c a l c u l a t i n g 400-and-some-thousand primary? 

A. No, s i r . 
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Q. I t ' s not i n c l u d e d ? I t ' s o n l y i n the 

developed? 

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

Q. How f a m i l i a r a r e you w i t h the EOR tax 

c r e d i t p r o v i s i o n or r a t e r e d u c t i o n ? 

A. Oh, v a g u e l y f a m i l i a r . I'm f a m i l i a r 

w i t h the r a t e s , not f a m i l i a r w i t h the paperwork 

to a p p l y f o r i t . 

Q. T h i s i s i t . You're i n i t . 

A. Okay. 

Q. I w i l l e x p l a i n i t b r i e f l y to you, t h a t 

what has to happen i s t h a t t h i s i s a new 

p r o j e c t . The a p p r o v a l of a p r o j e c t a f t e r the 

date can q u a l i f y the p r o j e c t , i t meets the b a s i c 

c r i t e r i a f o r q u a l i f i c a t i o n . That does not mean 

you get the t a x r a t e , t h a t means we can c e r t i f y 

i t as a q u a l i f i e d EOR p r o j e c t . 

You would not be e l i g i b l e f o r the tax 

r a t e u n t i l such time as t h e r e i s a 

pr o d u c t i o n - - w h a t • s the word? 

MR. BRUCE: P r o d u c t i o n r e s p o n s e . 

Q. P o s i t i v e p r o d u c t i o n r e s p o n s e . Thank 

you, Mr. Bruce. When do you p l a n to a c t u a l l y 

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

A. We'll put the u n i t i n t o e f f e c t the 
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f i r s t of the month, a f t e r we r e c e i v e the D i v i s i o n 

order. 

Q . I mean a c t u a l water. I don't care 

about the u n i t . 

A. We're going to s t a r t water into those 

two t e s t i n j e c t o r s as soon as we r e c e i v e the 

d i v i s i o n order. 

Q. Now, you've already put some water in 

those, i s that c o r r e c t ? 

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

Q. And have you had any response from 

that? 

A. No, we haven't. Not yet. Those w i l l 

j u s t to t e s t the i n j e c t i v i t y . 

Q. Which w e l l s are those? Well, where are 

those w e l l s located? I'm looking at E x h i b i t 19, 

because i t kind of gives me an a e r i a l . 

A. I t ' s Section 23, Proration Unit K, and 

Section 27, P r o r a t i o n Unit A. 

Q. How long i s i t going to take to 

construct and convert the r e s t of the u n i t ? 

A. To get f u l l flood up and running, i t 

would take approximately three months, I would 

est imate. 

Q. From the dates the p r o j e c t I s 
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c e r t i f i e d , because t h i s i s a secondary p r o j e c t , 

you would have f i v e years to get a p o s i t i v e 

production response. I'm kind of gathering, from 

what you're saying, that three months i s n ' t going 

to be a big deal or make i t or break i t ? 

A. No. No, s i r . 

Q. So, we could c e r t i f y the p r o j e c t at the 

time as of the date that the order i s entered 

approving the p r o j e c t ? 

A. Yeah. 

Q. Now, a c t u a l l y , that f i v e years i s not 

to get the response, but i s to apply for a 

c e r t i f i c a t i o n of p o s i t i v e production. You may 

get i t i n a year, but i f you don't apply to us 

wi t h i n the f i v e years, you lose the c r e d i t 

r e g a r d l e s s of when you got the response. 

You're not t a l k i n g about phase 

development of t h i s p r o j e c t , i s that c o r r e c t ? 

You're going to s t a r t converting and keep on 

moving? 

A. Uh-huh. 

Q. What we w i l l do at the time we approve 

i t would be to c e r t i f y the area, and i t would 

seem to me appropriate to c e r t i f y the un i t area 

at that time. 
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How long do you a n t i c i p a t e i t w i l l take 

to get your Phase I out onto the u n i t agreement? 

A. Our estimates are three and a h a l f 

years r i g h t now, about 470,000 b a r r e l s . 

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

increased production r a t e during that period? 

A. Yes. 

Q. And t h a t ' s simply for accounting 

purpose, not for a recovery purpose? 

A. Right. 

Q. At the time we c e r t i f y the area, as I 

say, I think we can c e r t i f y the e n t i r e unit 

area. The question I ' l l have, at the time you 

come i n with a p o s i t i v e production response, i t 

i s very l i k e l y that the D i v i s i o n w i l l look 

c l o s e l y at where you are a c t u a l l y i n j e c t i n g and 

appear to be r e c e i v i n g a b e n e f i t . 

Now, what you're going to have to do i s 

come i n and demonstrate, and I think i n t h i s 

case, be prepared to show which w e l l s have 

benefited from the response, by use of production 

curves. I assume you have curves on most of the 

w e l l s , i s that c o r r e c t ? 

A. Yes, s i r , we do on a l l of them, yes. 

Q. So, you could come i n and say which 
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w e l l s are r e c e i v i n g i t . What I'm p a r t i c u l a r l y 

concerned with i n t h i s case i s i n those t r a c t s 

that are undeveloped, i n which you may d r i l l . 

I t may be that i n i t i a l l y , when you get 

the p o s i t i v e production, those areas w i l l be 

excluded, because there i s some primary recovery 

t h a t ' s going to occur f i r s t , before you get a 

secondary response. 

A. Okay. 

Q. I s that making sense? I'm not t e l l i n g 

you what w i l l happen but I'm t e l l i n g you things I 

think w e ' l l need to look a t . 

A. And be prepared to address those 

i s s u e s ? 

Q. Be prepared to address those, because 

i f you've got areas w i t h i n the p r o j e c t which have 

not had any primary production at a l l , and then 

you go and develop them subsequent to the 

c e r t i f i c a t i o n of your p r o j e c t , I think we may, as 

I say, c o n s t r i c t the a c t u a l area which i s 

q u a l i f i e d for the r a t e , at the time you get the 

p o s i t i v e production response, to those areas that 

have shown a true p o s i t i v e responses over an 

e s t a b l i s h e d primary d e c l i n e r a t e . 

A. Okay. 
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Q. And those areas, again, Section 28, 

27. Those look l i k e the biggest ones; maybe 13, 

where you don't have an e s t a b l i s h e d primary there 

and, as I say, they may not be included in the 

p r o j e c t area, because the r a t e a p p l i e s to a l l 

production, not j u s t to incremental production. 

A. Okay. But you have to show a response? 

Q. But you have to show a response. The 

o b j e c t i v e i s to give you the c r e d i t , r e a l l y , for 

the incremental o i l you're going to be 

recovering, but do i t by way of giving you h a l f a 

tax r a t e on a l l of the o i l rather than having to 

c a l c u l a t e some incremental number. 

That i s an i s s u e that we w i l l want to 

look at when you come in for your p o s i t i v e 

production response hearing. I guess what that 

means, i f you want to q u a l i f y those areas e a r l y , 

you may want to think about e a r l y development of 

those areas so you can get an e s t a b l i s h e d d e c l i n e 

rate and then show a response. 

That's obviously a management 

question. E i t h e r that, or you go ahead and 

develop them l a t e r and come back i n for an 

expansion into those areas, when you expand the 

flood into those areas. I f t h a t ' s the case, that 
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you go and d r i l l and get primary, then you can 

come back when you're ready to expand, and get a 

secondary and expand the response area. And 

w e ' l l get you the c r e d i t at that time. 

A. Okay. 

Q. That's p r e t t y much the process. Five 

years from the date that the order i s going to be 

entered w i l l be your magic date. I f you don't 

get us an a p p l i c a t i o n i n by that date, you w i l l 

not r e c e i v e the c r e d i t r e g a r d l e s s of how good a 

job you did. 

A. I'm sure w e ' l l apply for that as soon 

as p o s s i b l e . 

Q. Also, the e f f e c t i v e date of the c r e d i t 

i s to the date of the p o s i t i v e production 

response. So, what we've encouraged operators to 

do i s to make sure i t i s t r u l y a p o s i t i v e 

production response and not j u s t a burp i n the 

production, because you're taking better care of 

the w e l l s and putting new equipment on them. 

A. Seeing gas f l a p s g allons and some 

other--

A. Right. 

Q. I t doesn't hurt you to wait s i x months 

to make sure i t ' s a v a l i d response and then come 
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back I n , because the c r e d i t w i l l go back to the 

date we determine i s a response date. You w i l l 

not lose that value for that period. 

A. Okay. 

Q. I think t h a t ' s a l l I have, unless you 

have any fu r t h e r questions about the process? 

A. No. I think we can accommodate that. 

MR. CALVERT: May I ask a question? 

EXAMINER STOGNER: For the record, why 

don't you i d e n t i f y y o u r s e l f , and then ask. 

MR. CALVERT: A l l r i g h t . My name i s 

Ken C a l v e r t . I'm employed by Mewbourne O i l 

Company as manager of secondary recovery, and I 

have a question, not of anything that we've 

tal k e d about here, but do you have, Mr. S t o v a l l , 

an e x p l i c i t one, two, three, four a p p l i c a t i o n for 

the tax abatement, other than what you have 

v e r b a l l y t o l d us? 

MR. STOVALL: We do not. You have done 

the f i r s t process here of get t i n g the p r o j e c t 

approved. You have completed Step 1. Step 2 i s 

to implement the p r o j e c t and get a p o s i t i v e 

production response. And the burden i s on you to 

come back and say, "We've received a p o s i t i v e 

production response. Please c e r t i f y that 
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response to Taxation and Revenue," at which time 

we would say, "Which w e l l s and what lands?" 

But t h e burden i s on you t o come back 

i n and demonstrate i t and show us how t h a t ' s 

happening. And, no, we do not have a one, two, 

t h r e e , f o u r cookbook process. We haven't had a 

p o s i t i v e p r o d u c t i o n response y e t . We've had 

s e v e r a l cases f o r the c e r t i f i c a t i o n of a p r o j e c t , 

but no p o s i t i v e p r o d u c t i o n responses y e t s i n c e 

i t ' s o n l y been i n e f f e c t s i n c e March. 

MR. MAYES: Can I ask a f o l l o w - u p t o 

t h a t ? So, do you a p p l y , when you apply f o r the 

a p p l i c a t i o n a f t e r r e c e i v i n g the response, do you 

do t h a t on a t r a c t - b y - t r a c t b asis? 

MR. STOVALL: No. Again, i n t h i s case, 

the e n t i r e u n i t area w i l l be c e r t i f i e d as the 

p r o j e c t area. Y o u ' l l a p p l y f o r a p o s i t i v e 

p r o d u c t i o n response, and, a t t h a t t i m e , 

demonstrate which w e l l s w i t h i n t h a t p r o j e c t area 

are a c t u a l l y b e n e f i t i n g from the w a t e r f l o o d and 

showing a response. 

Again, f o r example, u s i n g S e c t i o n 27, 

you have an i n j e c t o r out i n t h e , l o o k s l i k e , U n i t 

G of 27, and i f those o f f s e t t i n g p r o d u c i n g w e l l s 

d i d n ' t show a response, t h a t might be excluded 
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from a p r o j e c t area even though you've got 

i n j e c t i o n g o i ng on. 

With enhanced r e c o v e r y , i f you're not 

a c t u a l l y g e t t i n g a response from the producers i n 

the p a t t e r n , i t c o u l d c o n c e i v a b l y be excluded 

from t h e response area and might not get the 

c r e d i t u n t i l you get the response i n . Does t h a t 

answer your q u e s t i o n ? 

MR. MAYES: I guess what I have t r o u b l e 

u n d e r s t a n d i n g , the revenues are d i s t r i b u t e d t o 

the w e l l s on a t r a c t - b y - t r a c t b a s i s . How would 

you t a x abate one w e l l w i t h o u t another w e l l i n 

the same t r a c t ? 

MR. STOVALL: That's something you 

might want t o address when you come back i n f o r a 

the response. Each time we do i t , a new q u e s t i o n 

comes up. Good q u e s t i o n . That's a 

c o n s i d e r a t i o n , t o o . 

MR. MAYES: I ' l l f o l l o w t h a t one up a 

l i t t l e b i t . 

MR. STOVALL: I t may be, i s your t a x 

r a t e g o i n g t o be p a r t of your p a r t i c i p a t i o n 

f ormula? Even though one w e l l q u a l i f i e d f o r the 

ta x r a t e and the o t h e r d i d n ' t , t h a t t r a c t would 

s t i l l share i n the revenue, on the b a s i s of the 
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t r a c t p a r t i c i p a t i o n , without regard to 

the — because the c r e d i t i s a reduction of 

expense, i t ' s not a p o s i t i v e production share. 

I t ' s not a production share, i t ' s a reduction of 

expense over the u n i t . 

MR. MAYES: Sounds l i k e a question to 

ask the accountants. 

MR. CALVERT: Mr. S t o v a l l , may I make a 

statement concerning that? T y p i c a l l y , a l o t of 

u n i t s are put together where the r o y a l t y owner, 

a l l t r a c t s are s o - c a l l e d u n i t i z e d , and the 

p a r t i c i p a t i o n , r o y a l t y , and everything, everybody 

has one number for the e n t i r e u n i t , okay? 

MR. STOVALL: Okay. 

MR. CALVERT: We have found, i n dealing 

with some other large u n i t s , that i t i s very 

cumbersome to deal with, and what you have j u s t 

s a i d , i t would be almost impossible to have one 

number for everybody, because that one number 

might have d i f f e r e n t taxes. 

I n other words, for instance, i f , say, 

Tract 5 — o r any of them — b u t a person had 

i n t e r e s t i n Tract 5 and had an i n t e r e s t i n Tract 

2, those wouldn't be taxed at a d i f f e r e n t r a t e . 

And, i n other words, i f 5 got abatement and 2 
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didn't, but you had to c r e d i t a r o y a l t y owner or 

a working i n t e r e s t owner with that amount, that 

would be very d i f f i c u l t to tr a c k . 

So, from what you're saying, our 

t r a c k i n g by t r a c t and maintaining t r a c t s separate 

throughout the u n i t , w i l l probably be the e a s i e s t 

way to handle that. 

MR. STOVALL: Well, my suggestion to 

you i s , and again y o u ' l l have to t a l k to your 

accountants about that because t h a t ' s an 

accounting problem, not a recovery problem— 

MR. CALVERT: True. 

MR. STOVALL: - - i s that r e g a r d l e s s of 

which portions of the un i t q u a l i f y for the 

c r e d i t , i f you're applying the r a t e , the r a t e ' s 

going to be on t o t a l production from the u n i t , 

except for those portions of the unit which do 

not q u a l i f y . 

I t may be that you j u s t simply don't 

d i s c r i m i n a t e — those t r a c t s may get the benefit of 

the c r e d i t even though those w e l l s have not 

s p e c i f i c a l l y shown a p o s i t i v e production 

response, and the production from those s p e c i f i c 

w e l l s , i f you're not getting a p o s i t i v e 

production response, the tax rate on three to 
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seven b a r r e l s a day i s not go i n g t o make or break 

any t r a c t . 

That's r e a l l y the key iss u e t h e r e . I 

wouldn't spend a whole l o t of a c c o u n t i n g money. 

I don't t h i n k i t changes your a c c o u n t i n g , i t 

s i m p l y j u s t changes the number i n the cost 

column. I don't see why you would have t o 

sepa r a t e the way you account t o the owners i n a 

t r a c t which d i d not r e c e i v e the EOR t a x r a t e . 

My guess would be t h a t j u s t s i m p l i c i t y 

would d i c t a t e t h a t you t r e a t them the same, 

r e g a r d l e s s , because they've shared i n the cost 

and they've c o n t r i b u t e d t o the r e n t . I t i s 

s i m p l y a--the o n l y people i t w i l l e f f e c t are the 

o v e r a l l c o s t s t o you and the revenue t o the 

s t a t e . 

At the time t h a t i t a c t u a l l y comes up, 

we may have t o r e l o o k a t i t . I t h i n k i t ' s a 

v a l i d q u e s t i o n . 

EXAMINER STOGNER: A n y t h i n g f u r t h e r i n 

e i t h e r of these cases a t t h i s time? 

I f n o t , t h e n , Case Nos. 10761 and 10762 

w i l l be taken under advisement. 

L e t ' s take a 10-minute r e c e s s . 

(And the proceedings concluded.), 
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