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CHAIRMAN LEMAY: At t h i s t i m e we'1 i 

c a l l Case 1077 1 . 

3 MR. STOVALL: T h i s i s t h e a p p l i c a t o n 

4 o f OXY USA, I n c . , t o a u t h o r i z e t h e a x p a n s i o n 

5 p o r t i o n o f i t s S k e l l y P e n r o s e ,T B" U n i t w a t e r l o o d 

6 p r o j e c t , a n d q u a l i f y s a i d e x p a n s i o n f o r t h e 

7 r e c o v e r e d o i l t a x r a t e , , p u r s u a n t t o t h e New 

o M e x i c o E n h a n c e d O i l R e c o v e r y A c t . Lea C o u n t y New 

9 M e x i c o . 

1 0 CHAIRMAN LEMAY: A p p e a r a n c e s i n t h o 

I c a s e . 

1 MR. KELLAHIN: May i t p l e a s e t h e 

1 3 C o m m i s s i o n , I'm Tom Ke11 a h i n , o f t h e S a n t a F e 1 a w 

1 f i r m K e l l a h i n & K e l l a h i n , a p p e a r i n g o n be ha 1 r o f 

5 t h e A p p l i c a n t , a n d I h a v e t h r e e w i t n e s s e s t o o e 

I s w o r n . 

-J 7 CHAIRMAN LEMAY: Thank y o u , Mr. 

1 
J. 
S K e l l a h i n . A d d i t i o n a l a p p e a r a n c e s i n t h e c a s e ? 

1 
J. 
9 Tho s e w i t n e s s e s who w i 1 1 be g i v 1 n g 

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

2 1 h a n d s t o be s w o r n i n . 

2 [ A n d t h e w i t n e s s e s w e r e d u l y s w o r n • 

2 o CHAIRMAN LEMAY: Mr. K e l l a h i n , y o u m a y 

2 4 p r o c e e d . 

2 5 MR. KELLAHIN: My f i r s t w i t n e s s t o Ji 

CUMBRE COURT REPORTING 
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1 i s S c o t t G e n g l e r , and w h i l e Mr. G e n g l e r f i n d s i i ^ b 

2 way t o t h e w i t n e s s s t an d , I ' l l p a s s o u t t h e 

3 e x h i b i t p a c k a g e . 

4 We're be f o r e y o u t o d a y t o r e q u e s t t h 3 t 

5 t h e C o m m i s s i o n m o d i f y t h e D i v i s i o n o r d e r t ha t wv a s 

6 e n t e r e d a p p r o v i n g Oxy ' s w a t e r f l o o d p r o j e c t a n d 

7 p r o v i d i n g an e n h a n c e d o i l r e c o v e r y t a x c r e d i t -f .-, -., 

8 w h a t t h e y ' v e i d e n t i f i e d as t h e i r S k e 1 1 y F e n r o s o 

9 "B" U n i t w a t e r f l o o d p r o j e c t . 

1 0 I h a v e t b e e w i t n e s s e s f o r y oa t od ay 

1 1 Mr. G e n g l e r i s t h e p r o j e c t r e s e i v o i r eng i nee r , 

1 2 and he i s g o i n g t o d e s c v i be f o r y o u w h a t , i n h 1 s 

i o e n g i n e e r i n g o p i n i o n , . ... s a s i c j u i f i C c s i i t i. u i i i i y b j. 

1 4 p r o c e s s . T h a t p r o c e s s i n v o l v e s t a k i n g an o l d 

i r. w a t e r f l o o d p r o j e c t t h a t was d e v e l o p e d and 

1 6 d e p l e t e d on an 8 0 - a c r e i n v e r t e d f i v e - s p o t 

1 7 p a t t e r n . H i s c h a n g e i n p r o c e s s i n v o l v e s r e d u c i n g 

^ o t h a t p a t t e r n t o a 4 0- a c r e pa t t e r n . 

1 9 T h a t i s a p r o c e s s t h a t Mc , G e n g 1 e r h 

2 0 c o n c l u d e d i s a s i g n ; f l e a n t c h a n g e w h i c h w o u l d 

2 1 q u a l i f y t h i s p r o j e c t f o r t h e e n h a n c e d o i l 

2 2 r e c o v e r y t a x c r e d i t . 

2 3 The D i v i s i c n E x a m i n e r , Mr. C a t a n a c h . 

2 4 has a g r e e d w i t h Mr. G e n g l e r , and so t h e r e d u c t i o n 

i n p a t t e r n f o r Oxy, as w e l l as o t h e r p r o j e c t s 

CUMBRE COURT REPORTING 
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a p p r o v e d a f t e r t h i s one. h as be e n r e c o g n i z e d b y 

2 t h e D i v i s i o n as a s i g n i f i c a n t c h a n g e. 

3 The i s s u e o f c o n c e r n f o r us i s t h a t 

A 

•* 
E x a m i n e r C a t a n a c h p r o v i d e d a l i m i t a t i o n I n o u r 

5 a p p r o v a l t h a t i s u n i q u e u n t o t h i s o r d e r , e r-. :1 h 

6 n o t b e e n a p p l i e d t o any o t h e r p r o j e c t s l i k e t h '} S 

7 s i n c e o u r o r d e r . 

o B r i e f l y , t h e p r o j e c t a r e a i n v o l v e s ^ o rn e 

9 e x i s t i n g p r o d u c i n g w e l l s . The c h a n g e o f p a t t e r n 

1 0 was s u c h t h a t t h e r e a r e f i v e e x i s t i n g 3n f i 1 1 

1 1 

\ 2 

p r o d u c e r s , a n d t h e r e a r e f i v e more y e t t c be 

U i. j. 1 ^ c u . 

1 3 Mr . C a t a n a c h h a s e x c l u d e d f r om t h e 

1 4 c r e d i t t h e p r o d u c i n g w e l l s t h a t w e r e a l r e a d y 

1 5 d r i l l e d , a l l o w i n g t h e p r o j e c t a r e a t c c o n t a i n 

1 6 o n l y t h o s e f i v e p r o d u c i n g w e l l s t h a t h a d no t y e t 

1 7 b e e n d r i l l e d . T h a t o r d e r , we c o n t e n d .. p r o v i d e s a 

1 S t e s t f o r q u a l i f i c a t i o n t h a t i s n e i t h e r - i n t h e 

H ^> 

.1 3 D i v i s i o n r u l e n o r i n t h e En h a n c e d O i l Rec o v e ;: y 

2 0 A c t . 

2 1 So, f i r s t o f a l l , Mr. G e n g l e r i s h e r e 

2 2 t o t e l l y o u w h a t h i s p r o j e c t i s a b o u t . The 

2 3 s e c o n d w i t n e s s i s Mr. F o p p i a n o , who i s a l r . o a 

f> A 

tL t r e s e r v o i r e n g i n e e r b u t , more i m p o r t a n t t o t h i s 

2 5 c a s e , i s a r e g u l a t o r y e x p e r t f o r h i s company. 

CUMBRE COURT REPORTING 
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1 From h i s e n g i n e e r i n g p e r s p e c t i ve 

o 
c 

we h a v e p r o v i d e d h i m c o p i e s o f a l l s i m i l a r 

o t r a n s c r i p t s , e x h i b i t s , and o r d e r s f o r c a s e s l i k 

4 t h i s p r o c e s s e d by t h e D i v i s i o n , a n d he w i 1 

r. d e m o n s t r a t e f o r y o u t h a t o t h e r p r o j e c t s , w h 

6 e x c e p t i o n o f o u r s , t h a t h a v e b e e n a p p r o v e d s i n e 

L t h e Oxy a p p l i c a t i o n , h a v e n o t c o n t a i n e d t h i s t y P -

3 o f l i m i t a t i o n . 

9 And t h e n f i n a l l y , Mr. C a r r i s oa a 1 

1 0 e x p e r t , who we h a v e a s k e d t o t e s t i f y w i t h r e g a r ds 

1 1 t o t h e l e g i s l a t i v e h i s t o r y , t h e p u r p o s e o f t h e 

" 2 EOR A c t , a n d t o r e n d e r h i s l e g a l o p i n i o n s 

c o n c e r n i n g c e r t a i n t o p i c s o f c o n c e r n w i t h c e g a r f] S 

1 4 t o t h e s p e c i f i c s o f t h i s c a s e . 

1 5 The p a c k a g e o f d o c u m e n t s b e f o r e y o u 

1 6 c o n t a i n t h e p r e h e a r ! rig s t a t e m e n t . I h a v e w r i t t e* J 1 

1 7 o u t f o r y o u t h e s t a t e m e n t o f t h e c a s e t h a t T ' v e 

1 8 j u s t d e s c r i b e d . T h e r e i s a s e c o n d p a c e t h a c s a V s 

1 9 t h e r e l i e f r e q u e s t e d , a n d I h a ve i cl e n t ':, f i e 

2 C y o u t h e t h r e e s p e c i f i c i s s u e s w e ' r e a s k i n g y o u t o 

2 1 d e a l w i t h t h i s m o r n i n g , a n d t h e n a l i s t o f i. i i ir: 

2 2 w i t n e s s e s a n d a q u i c k summary o f w h a t we t h i n k 

2 3 t h e y w i l l t e s t i f y t o . 

2 4 A f t e r t h e p r e h e a r i n g s t a t e m e n t . t h e r e 

2 5 i s c o n t a i n e d i n t h e p a c k a g e , f o r y o u r r e f e r e n c e 
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3 

t h e Oxy o r d e r t h a t i s i n q u e s t i o n t h i s m o r n -, 

F o l l o w e d a f t e r t h a t i s a c o p y o f D i v i s i o 0 <J r d e r 

3 R-9 70S, a n d t h o s e a r e t h e r u l e s and r e g u i o n s 

4 a d o p t e d by t h e C o m m i s s i o n w i t h r e g a r d s t C, t 

5 e n h a n c e d o i l r e c o v e r y p r o c e d u r e , and qua I 1 f y i n g c i 

6 p r o j e c t f o r a p p r o v a l , a n d t h e n t he s u b s e q ri e 

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

r \ 
O p r o j e c t s . 

9 To p o i n t y o u i n t h e r i g h t d i r e o n , - JZ 

I L 

1 0 y o u ' l l t a k e C o m m i s s i o n O r d e r R-9708. t u r •h o pa g e 

•1 
i. 2 o f E x h i b i t A, E x h i b i t A i s t h e a c t u a l r a 1 

2 t u r n t o page 2 o f t h e r u l e s a n d l o o k up a t t h e 

1 3 t o p a n d f i n d n u m b e r e d p a r a g r a p h 4. I t s ays 

I 4 " E x p a n s i o n o r E x p a n d e d Use. " I t i s t h a i -

>J p a r a g r a p h t h a t we a r e d e a l i n g w i t h . 

6 And t h e n , a f t e r 1 t h a t , we h a v e i n c ± L> -.J. t r 

/ t h e r e s t o f t h e h e a r i a g e x h i b i t s f o v t he •/ a r ' o L. 

1 8 w i t n e s s e s . I n c l u d e d i n t h e p a c k a g e a r e •j o ̂  ng t o 

1 9 be c o p i e s o f o t h e r s i m i l a r a c t i o n t a k e n by t h e 

2 C D i v i s i o n , w h e r e we w i l l p o i n t c u t t o you. ,. - 1.. 

W u 
a t we 

2 1 c o n s i d e r t o be t h e i n c o n s i s t e n t t r e a t m e n f t Ir i s 

2 2 p a r t i c u l a r c a s e by t h e D i v i s i o n . 

2 We a r e n o t h e r e i n a in a 11 e r o f d 1 3 p U t 

4 o r c o n t e n t i o n w i t h t h e H e a r i n g E x a m i n e r . n u i t e 

f r a n k l y , he h a s e n c o u r a g e d u s t o c o m e be c o V u 

CUMBRE COURT REPORTING 
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1 t o p r o v i d e h i m w i t h d i r e c t i o n a n d g u i d a n c e o n 1 i O '-A. 

2 t o i n t e r p r e t t h e A c t . T h i s i s i n c r e d i b -1 V 

o c o m p l i c a t e d a n d a t e d i o u 5 p r o c e s s , cx t. i o T h a v e m e t 

A ** w i t h M r . C a t a n a c h s o t h a t I u n d e r s t o o d a 5 i t 1 f, 

5 t h a t h e w a s t r y i n g t o w r i t e i n t h e o r d e r s 

R So. we' r e r, o t h e r e t o c r i t i c ! z e i J. J. s 

i w o r k . We b e l i e v e t h i s i s a d i f f i c u l t p r o c e s s 

W h a t w e ' r e h e r e t o t e 11 y o u i s that, si na e t h 

9 Oxy c a s e , I t h i n k t h e D i v i s i o n h a s come cj a 

1 0 d i f f e r e n t u n d e r s t a n d ! ; i g a n d c o n c l u s i o n a b o u t how 

1 1 t o h a n d l e d r i l l e d VJ e 1 1 s w i t h i n a p r o j e c t a r e a 

i o a n d h a s s u b s e q u e n t l y n o t made t h i s r e q u i r e m e n t o n 

1 3 o t h e r s , a n d we b e l i e v e i t ' s n e c e s s a r y t o c h a n 9 e 

1 A t h i s o r d e r s o t h a t we r e c e i v e c o n s i s t e n t 

1 5 t r e a t m e n t . 

i *J H a v i n g s a l d t h a t , w e ' r e r e a d y t 

1 7 p r e s e n t M r . G e n g l e r . 

1 8 SCOTT GENGLER 

1 9 H a v i n g b e e n f i r s t d u l y 3w o r n u p o n h i s o a t Q , w a s 

2 0 e x a m i n e d a n d t e s t i f i e d a s f o l l o w s : 

2 1 EXAM I NAT I ON 

2 2 BY MR. K E L L A H I N : 

Q . M r . G e n g l e r f o r t h e r e c o r d , w o u 1 d y oc. 

2 4 p l e a s e s t a t e y o u r nan: e a n d o c c u p a t i o n , - .. o 

v : 

A. My name i s S c o t t G e n g l e r . Th a t 

CUMBRE COURT REFOR 
( 5 0 5 ] 9 3 4 - 2 2 4 4 



s p e l l e d G-E-N-G-L-E-R and I'm a p e t r o I e u ;a 

e n g i n e e r . 

o Q . Mr. G e n g l e r 1 t h e m i c r o p h o n e i n t h i s 

4 h e a r i n g room d o e s n e t a in p 1 i f y y o u : • v o i C O . L 

• s 

5 j u s t f o r t h e c o u r t r e p o r t e r ' s r e o o r d i n g 

6 e q u i p m e n t . You h a v e t o s p e a k u p s o we can a 

7 h e a r y o u . 

S A. A l l r i g h t . 

9 Q. D e s c r i b e f o r u s, s i r , w h a t h as Lee n 

1 u y o u r i n v o l v e m e n t i n w i: a i. i i r t s Dee.! 1 a e n t i f i e d c l ^) 

1 1 
J. 

t h e S k e l l y P e n r o s e " B u Tl -i l . vv ci •-. 2 i 1 j. - j o (a p r o j e u. 

i 2 t h a t i s c u r r e n t l y ope r a t e d by y o u r ~ o m P a n y ? 

i A. My i n v o 1 v e T e 7i t w as t o u 11 d =• ;'t a K e a t u d y 

l t o l o o k a t t h e f e a s i b i l i t y c f c o n v e r t ! n o i ir i s o I d 

i 5 8 0 - a c r e f i v e - s p o t w a t e r f l o o d i n t o a 40 - a c r e 

i 6 f i v e - s p o t w a t e r f l o o d t o i n c r e a s e t h e r e co ve r Y c J t 

i 7 o f t h i s u n i t . 

l 
£ Q. D i d y o u and e r t a k e t h a t s t u d y 

i 9 A. Yes, I d i d . 

2 0 Q. D i d y o u h a v e s u f f i c i e n t e n g i nee r i n 

2 1 d a t a a n d i n f o r m a t i o n by w h i c h t c make t h a t s 4- ,, ^ . T " 

A. Yes, I d l d -

2 3 Q. Ba s e d u p o n t h a t i n f o r rn a t i r n , w e r e 

a b l e t o r e a c h c o n c h b i o n s , as a r e s e r v o i r 

5 e n g i n e e r , w i t h r e g a r d s t o t h e f e a s i b i l ._- _i_ 7 rr 

CUMBRE COURT REPORTING 
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± e s t a b l i s h i n g a w a t e r f l o o d p r e i e c i -

L f o r t h i s 

on 4 0 - a c r e i n v e r t e d p a t t e r n ? 

3 A. Yes, I d i d , 

4 MR. KELLAHIN; We t e r Mr. Ge n g l e r a s 

5 an e x p e r t r e s e r v o i r e n g i n e e r . 

6 CHAIRMAN LEMAY: H i s a _̂  -t * j r ? - 4-
•TJ J. -1 i - i v. 1 1 O n s a r e 

r~f a c c e p t a b l e . 

r i 

o Q. Mr. G e n g l e r , I t h i n k i 4- 1 --, u s 

s i r , i f y o u t u r n i n t h e p a c k a g O f e x h i b i t 3 

1 0 w h a t h a s b e e n m a r k e d as Oxy Ex 1 - i * b i t No . 1 

i i h e a r i n g . T h e r e ' s a l s o a l a r g e r K -: ». J. 

1 2 p l a t . On t h e d i s p l a y b o a r d , i 4- s -

d i s p l a y on t h e l e f t , as t h e Co m rn .1 s s i o n I o O s 

1 4 t h e d i s p l a y b o a r d . 

1 E F i r s t o f a l l , d e s c r i be f o r u s .v 1- ~. 
j : o 

JV 

i -

1 6 w e ' r e l o o k i n g a t i n Ex h i b i t No -; 

1 7 A. T h i s i s t h e S k e l l y P e TI r o s e " B " U J i j . 

i o w h i c h i s l o c a t e d s i x nr. 1 1 e s s o u v. n o f E u n i c s . i . 

c o n t a i n s a p p r o x i m a t e l y 2,600 a c r e s .. a n d t i'i ̂  C3 

2 0 d e p i c t s t h e 8 0 - a c r e f i 7 e - 5 p o t w a +-e r f l o o d P a •f 4- e 

O i t h a t was i n e x i s t e n c e w h en w e t o o K o v e r 

2 2 ope r a t i o n s o f t h i s u n i t . 

i i C 0. D e s c r i b e f u r us w h a t h 

2 4 h i s t o r y o f t h e i n i t i a l pr1ro a r y i. L v e 1 o p ra e n JL- a n d 

2 E t h e n t h e f i r s t w a t e r f l o o d a 11 e iii p f i i i 
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A. The f i r s t w e l l i n t h i s u n i t was d r i l l e d 

i n 1 9 3 3 , w i t h s u b s e q u e n t w e l l s d r i l l e d 

t h e r e a f t e r . The u n i t was u n i t i z e d i n 1965, w i t h 

w a t e r f l o o d o p e r a t i o n s b e g i n n i n g i n 1966. 

O i l p r o d u c t i o n was r e a l i z e d i n 1971 a t 

500 b a r r e l s a d a y . and b e g a n d e c l i n i n g f r o m 

t h e r e . By t h e 1 9 8 0 s , t h e w a t e r f l o o d was b e c o m i n g 

d e p l e t e d , h a d a h i g h w a t e r c u t . Makeup w a t e r was 

c e a s e d i n 1984 a n d , a f t e r 1 9 8 4 , b a s i c a l l y , t h e 

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

Q. Who was t h e o r i g i n a l u n i t o p e r a t o r ? 

A. The o r i g i n a l u n i t o p e r a t o r was G e t t y 

O i l . 

Q. Were t h e r e a n y o t h e r i n t e r m e d i a t e 

o p e r a t o r s , b e t w e e n G e t t y ' s o p e r a t i o n and t h e 

p o i n t i n t i m e when Oxy p u r c h a s e d t h e u n i t ? 

A. Yes. T e x a c o b o u g h t G e t t y O i l o u t i n 

1984 a n d became t h e o p e r a t o r i n 1985. I n 1987, 

t h e y s o l d t h e u n i t t o S i r g o O p e r a t i n g , and i n 

1993 , Oxy b o u g h t t h e u n i t f r o m S i r g o O p e r a t i n g . 

Q. A t t h e t i m e Oxy a c q u i r e d t h e u n i t , 

s u m m a r i z e f o r us t h e s t a t u s o f t h e p r o p e r t y . 

A. The p r o p e r t y was p r e t t y much d e p l e t e d . 

O i l p r o d u c t i o n was 22 b a r r e l s a d a y . We h a d one 

a c t i v e i n j e c t i o n w e l l . The w a t e r f l o o d f a c i l i t i e s 
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and e q u i p m e n t w e r e p r e t t y w e l l g o n e . Most o f i t 

was e i t h e r i n d i s r e p a i r o r h a d b e e n r o b b e d o r 

t a k e n away t o some o t h e r p l a c e . B a s i c a l l y , i t 

was on i t s l a s t l e g s . 

Q. W h a t ' s t h e d a t e o f a c q u i s i t i o n by Oxy? 

A. F e b r u a r y 1 s t o f 93. 

Q. The t o p i c c f t h e h e a r i n g t o d a y i s t h e 

c e r t a i n i n f i l l w e l l s t h a t w e r e d r i l l e d as 

p r o d u c i n g w e l l s , w i t h i n w h a t we've i d e n t i f i e d as 

t h e p r o j e c t a r e a ? 

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

Q. Were t h e r e a ny o f t h e p r o j e c t p r o d u c i n g 

w e l l s , t h a t we s o u g h t t o i n c l u d e i n o u r p r o j e c t 

a r e a , t h a t h a d be e n d r i l l e d p r i o r t o t h e t i m e o f 

Oxy's a c q u i s i t i o n o f t h e p r o p e r t y ? 

A. Y e s , t h e r e w e r e f i v e w e l l s w i t h i n t h e 

p r o j e c t a r e a t h a t had been d r i l l e d i n 1983. 

Q. Ba s e d u p o n y o u r s t u d y o f t h e h i s t o r y o f 

t h e p r o j e c t , w h a t was t h e p u r p o s e o f t h a t 

o p e r a t o r , i n d r i l l i n g t h o s e w e l l s ? 

A. The p u r p o s e o f d r i l l i n g t h o s e w e l l s by 

t h a t o p e r a t o r , w h i c h I o b t a i n e d f r o m v i s i t s a n d 

t a l k s w i t h h i m , b a s i c a l l y was t h a t t h e y w e r e 

l o o k i n g f o r some m o b i l e o i l s a t u r a t i o n s w i t h i n 

t h e w a t e r f l o o d p a t t e r n t h a t h a d k i n d o f b a n k e d up 
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an d n o t b e e n r e c o v e r e d . 

T h ey h a d u n d e r t a k e n t h i s i n a n o t h e r 

Queen w a t e r f l o o d , t h e West D o l l a r Hyde Queen U n i t 

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

w h e r e t h e y h a d b a n k e d up o i l , g e t t i n g u p w a r d s o f 

200, 250 b a r r e l s a day i n i t i a l l y o u t o f t h e s e 

w e l l s . 

T hey w e r e t r y i n g t o l o c a t e t h o s e i n 

t h i s u n i t , d r i l l t h e s e f i v e w e l l s , w e r e n ' t 

s a t i s f i e d w i t h t h e r e s u l t s , a n d b a s i c a l l y l e f t i t 

a t t h a t . 

Q. D e s c r i b e f o r me w h a t Oxy u n d e r t o o k , 

t h e n , when i t a c q u i r e d t h e p r o p e r t y , t o make a 

d e c i s i o n on w h a t t o do w i t h t h i s p r o p e r t y ? 

A. The p r e v i o u s o p e r a t o r h a d c o m m i s s i o n e d 

a c o n s u l t i n g r e s e r v o i r e n g i n e e r i n M i d l a n d , 

T e x a s , T. S c o t t H i c k m a n , t o do a s t u d y on t h i s 

p r o j e c t , p r i o r t o t h e d r i l l i n g o f t h e s e 1988 

we l i s . 

B a s e d on h i s s t u d y , a n d a s t u d y t h a t we 

c o n d u c t e d on o u r own, we f e l t l i k e t h e r e was 

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

p a r t i c u l a r u n i t due t o f o u r v e r t i c a l a n d a e r i a l 

sweep e f f i c i e n c i e s f o u n d i n t h e w a t e r f l o o d . T h i s 

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

CUMBRE COURT REPORTING 
(5 05) 9 8 4 - 2 2 4 4 



1 

2 

3 

4 

5 

6 

7 

S 

9 

1 0 

1 1 

1 2 

1 3 

1 4 

1 5 

1 6 

1 7 

1 8 

1 9 

2 0 

2 1 

2 2 

2 3 

2 4 

2 5 

d i s c o n t i n u o u s , w i t h some p e r m e a b i l i t y and 

p o r o s i t y p i n c h o u t s , and f e l t l i k e t h a t t h e r e was 

i n a d e q u a t e sweep t h a t was g o i n g on on t h e 8 0 - a c r t 

f i v e - s p o t . 

Q. L e t ' s t u r n to E x h i b i t No. 2 now, Mr. 

G e n g l e r . I d e n t i f y a n d d e s c r i b e f o r us t h e 

p r o d u c t i o n p l o t w e ' r e l o o k i n g a t h e r e . 

A. T h i s i s a p r o d u c t i o n p l o t o f t h e S k e 1 b 

P e n r o s e "B" U n i t . As y o u c a n s e e , i n 1966, w a t e r 

i n j e c t i o n b e g a n . I t s t a r t e d g e t t i n g a s m a l l 

r e s p o n s e i n 1 9 6 7 , a n d p e a k e d a b o u t 1971 a t 500 

b a r r e I s a d a y . 

I t was on a s t e a d y d e c l i n e u n t i l 1 9 8 4 , 

when t h e o p e r a t o r a t t h a t t i m e d e c i d e d t h a t t h e 

e c o n o m i c s o f t h e p r o j e c t w e r e no l o n g e r t h e r e , 

a n d d e c i d e d t o c u t t h e makeup w a t e r . 

Q. When we l o c k a t t h e p o i n t i n t i m e 

b e t w e e n 84 and 85, and y o u ' r e l o o k i n g a t t h e 

w a t e r i n j e c t i o n r a t e , i t l o o k s l i k e w a t e r 

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

t i m e f r a m e ? 

A. T h a t i s c o r r e c t . 

Q. The o p e r a t o r , t h e n , i s no l o n g e r 

i n j e c t i n g , i n t o t h e f l o o d , makeup w a t e r ? 

A. T h a t i s c o r r e c t . 
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Q. What a r e t h e y i n j e c t i n g ? 

A. They a r e j u s t i n j e c t i n g t h e p r o d u c e d 

w a t e r t h a t t h e y ' r e p r o d u c i n g f r o m t h e i r w e l l s . 

Q. And i t c o n t i n u e s i n t h a t f o r m o f 

o p e r a t i o n u n t i l when? 

A. U n t i l t h e p r e s e n t t i m e . And t h a t ' s 

d e p i c t e d by t h e f a c t t h a t t h e w a t e r i n j e c t i o n 

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

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

Q. Okay. L e t ' s t u r n now t o E x h i b i t No. 

3. You made r e f e r e n c e t o a p r e v i o u s e n g i n e e r i n g 

r e p o r t . What i s E x h i b i t No. 3? 

A. E x h i b i t No. 3 i s t h e r e s e r v o i r s t u d y 

done by T. S c o t t Hickman, or c o n s u l t i n g r e s e r v o i i 

e n g i n e e r , f o r t h e p r e v i o u s o p e r a t o r , done i n 

1987. 

Q. What w e r e t h e H i c k m a n e n g i n e e r s ' 

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

p r o j e c t ? 

A. I f y o u t u r n i n t h e r e p o r t t o t h e s i x t h 

p a g e b a c k , i n t o t h e c o n c l u s i o n s , No. 3, "Under 

c u r r e n t mode o f o p e r a t i o n s , t h e P e n r o s e "B" U n i t 

i s i n t h e l a t t e r s t a g e s o f d e p l e t i o n , " No. 6, 

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

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

i n e f f i c i e n c i e s . " 

And he b a s i c a l l y c o n c l u d e d t h a t t h e 

f e a s i b i l i t y o f t h e 4 0 - a c r e f i v e - s p o t w a t e r f l o o d 

p r o j e c t h a d a h i g h p r o b a b i l i t y o f b e i n g 

s u c c e s s f u l , t h a t t h e r e was m o b i l e o i l s a t u r a t i o n 

t h e r e , a n d b e c a u s e o f t h e h e t e r o g e n e i t y i n t h e 

r e s e r v o i r a n d t h e p o o r sweep e f f i c i e n c i e s , t h a t 

t h e r e was a d d i t i o n a l o i l t h a t c o u l d be r e c o v e r e d 

f r o m t h e p r o j e c t a r e a . 

Q. H a v i n g r e v i e w e d t h a t r e p o r t a n d 

a n a l y z e d i t , i n t e r m s o f t h e o t h e r i n f o r m a t i o n 

y o u h a v e a b o u t t h i s p r o j e c t , do y o u a g r e e o r 

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

A. I a g r e e w i t h t h a t c o n c l u s i o n . 

Q. L e t ' s t u r n now t o t h e s p e c i f i c f i v e 

w e l l s t h a t w e r e — t h e f i v e o r s i x w e l l s t h a t w e r e 

d r i l l e d i n 88. F i v e o f t h o s e s i x a r e w i t h i n w h a t 

we p r o p o s e d t o be o u r p r o j e c t a r e a when we f i l e d 

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

A. T h a t i s c o r r e c t . 

Q. L e t ' s t u r n now t o E x h i b i t No. 4 a n d 

ha v e y o u i d e n t i f y a n d d e s c r i b e t h a t . 

A. No. 4 i s a d e c l i n e c u r v e o f t h e f i v e 

i n f i l l w e l l s t h a t w e r e d r i l l e d i n 1988 i n t h e 
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p r o j e c t a r e a . 

As c a n be s e e n b y t h e d e c l i n e c u r v e , 

i n i t i a l l y t h e y came i n a p p r o x i m a t e l y 15 t c 25 

b a r r e l s a day e a c h , b u t t h e y d r o p p e d o f f v e r y 

q u i c k l y . We b e l i e v e t h i s i s due t o l a c k o f 

r e s e r v o i r p r e s s u r e i n t h e r e s e r v o i r , a n d some 

b a n k e d up o i l f r o m t h e 8 0 - a c r e f i v e - s p o t 

w a t e r f l o o d was b a n k e d up i n t h i s a r e a , a n d t h i s 

i s t h e f l u s h p r o d u c t i o n y o u ' r e s e e i n g f r o m i t . 

The f l o o d l e v e l e d o u t , e c o n o m i c s 

s t a r t e d g e t t i n g b a d f o r t h e u n i t , a n d i n 1992, 

S i r g o s h u t i n t h r e e o f t h e w e l l s a n d r e m o v e d t h e 

e q u i p m e n t f r o m t h e m . 

I n 1 9 9 3 , Oxy came i n , d i d a l o t o f w o r k 

on t h e u n i t , i n c l u d i n g r e a c t i v a t i n g t h e t h r e e 

w e l l s t h a t w e r e t e m p o r a r i l y a b a n d o n e d , and saw 

some i n c r e a s e b a c k t o a p p r o x i m a t e l y t h e l e v e l 

t h e y w e r e when t h e y w e r e s h u t i n . 

I n a d d i t i o n , t h e y w o r k e d o v e r one 

a d d i t i o n a l w e l l l a t e i n 1993 t h a t was s u c c e s s f u l , 

w h i c h i n c r e a s e d p r o d u c t i o n t o t h e 35 b a r r e l 

r a n g e , b u t i t q u i c k l y d r o p p e d o f f , a l s o , as t h e r e 

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

Q. Have y o u made e n g i n e e r i n g e s t i m a t e s o f 

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

p r o d u c e ? 

A. Y e s , I h a v e . 

Q. L e t ' s t u r n t o E x h i b i t No. 5 and ha v e 

y o u i d e n t i f y a n d d e s c r i b e t h a t . 

A. T h i s i s a d e c l i n e c u r v e a n a l y s i s on t h e 

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

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

C u r r e n t l y , t h e f i v e w e l l s a r e m a k i n g 

29-1/2 b a r r e l s o f o i l p e r d a y . U s i n g an economic-

l i m i t o f t w o b a r r e l s o f o i l p e r day p e r w e l l , we 

d e t e r m i n e d t h a t t h e r e m a i n i n g r e s e r v e s f ; ../ ... 

d e c l i n e c u r v e a n a l y s i s a r e 42,000 b a r r e l s . 

Q. Do y o u h a v e a t a b u l a t i o n o f w h a t t h e 

c u r r e n t r a t e s a r e on t h o s e w e l l s ? 

A. Y e s , I do. 

Q. I s t h a t shown on E x h i b i t 6? 

A. Y e s , i t i s . 

Q. L e t ' s l o o k a t t h a t now. 

A. The f i v e w e l l s a r e l i s t e d t h e r e . Most 

o f t h e m a r e m a k i n g b e t w e e n f o u r a n d s i x ba 

d a y . W e l l No. 66 i s c u r r e n t l y p r o d u c i n g 11 

b a r r e l s p e r d a y , a nd t h a t was t h e w e l l t h a t we 

w o r k e d o v e r . We t r i e d t h e same w o r k o v e r 

t e c h n i q u e s on t w o o f t h e o t h e r w e l l s , b u t w e r e 
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u n s u c c e s s f u l . 

Q. H a v i n g e x a m i n e d t h e i n f o r m a t i o n a b o u t 

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

t h o s e t o t h e o l d 8 0 - a c r e f i v e - s p o t w a t e r f l o o d 

p a t t e r n , do y o u h a v e an o p i n i o n as t o w h e t h e r o 

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

p r o d u c t i o n r e s p o n s e as a r e s u l t o f t h e 8 0 - a c r e 

f l o o d ? 

A. No, I d o n ' t t h i n k t h a t t h e y r e a l l y 

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

E x h i b i t 5, we c o n c l u d e d t h a t u l t i m a t e r e s e r v e s 

f o r t h e f i v e w e l l s w e r e a p p r o x i m a t e l y 99,000 

b a r r e l s o f o i l o r a p p r o x i m a t e l y 20,000 b a r r e l s 

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

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

u n i t , p r i o r t o u n i t i z a t i o n . 

Q. H a v i n g u n d e r t a k e n t h e s t u d y o f t h e 

p r o j e c t as y o u r e q u i r e d i t , w h a t h a v e y o u 

d e t e r m i n e d i s t h e a p p r o p r i a t e means f o r 

e s t a b l i s h i n g a s e c o n d a r y r e c o v e r y p r o j e c t t o go 

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

p r o p e r t y ? 

A. We f e e l l i k e t h a t g o i n g t o a 4 0 - a c r e 

f i v e - s p o t w i l l i n c r e a s e o u r sweep e f f i c i e n c i e s . 

T h i s i s m a i n l y due t o how t h e r e s e r v o i r i s l a i d 
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o u t w i t h t h e p e r m e a b i l i t y v a r i a t i o n s a n d 

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

The P e n r o s e i n t h i s a r e a c o n t a i n s 11 d i f f e r e n t 

s a n d s , a n d t h e p e r m e a b i l i t y v a r i a t i o n s a n d 

p o r o s i t y v a r i a t i o n s d i f f e r q u i t e r e a d i l y i n 

b e t w e e n w e l l s . 

So, we f e e l l i k e b y d o w n - s p a c i n g i n t o a 

s m a l l e r p a t t e r n , on a f i v e - s p o t , we w i l l c o n t a c t 

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

Q. Do y o u h a v e an o p i n i o n as t o w h e t h e r o r 

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

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

t h a t w i l l r e s u l t i n t h e more e f f i c i e n t sweep o f 

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

A. Y e s , I do. 

Q. What i s t h a t o p i n i o n ? 

A. I b e l i e v e t h a t i t i s a s i g n i f i c a n t 

c h a n g e i n p r o c e s s b e c a u s e a r e a s t h a t w e r e n o t 

s w e p t b e f o r e , w h i c h i s e v i d e n t by t h e f i v e i n f i l l 

w e l l s t h a t w e r e d r i l l e d i n 19 8 8 , h a v e n o t been 

s w e p t , t h e r e i s no p r e s s u r e i n t h e r e s e r v o i r a t 

t h a t p o i n t , a n d we f e e l l i k e by d e c r e a s i n g i t , 

w e ' r e c h a n g i n g t h e p r o c e s s and c o n t a c t i n g new 

a r e a t h a t h a d n o t be e n c o n t a c t e d by t h e 8 0 - a c r e 

f l o o d . 
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Q. I s t h i s s i m p l y a l o g i c a l c o n t i n u a t i o n 

o f an e x i s t i n g w a t e r f l o o d p r o j e c t ? 

A. No, i t ' s n o t . The i n f i l l w e l l s w e r e 

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

p r o j e c t . An 8 0 - a c r e p r o j e c t was r e a l l y a 

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

a r e a o f t h e u n i t , so we f e e l l i k e i t ' s n o t a 

c o n t i n u a t i o n , i t ' s a new w a t e r f l o o d ; e s p e c i a l l y 

when y o u c o n s i d e r t h e s t a t u s o f t h e u n i t , w i t h 

one i n j e c t i o n w e l l a c t i v e a n d t h e u n i t m a k i n g 22 

b a r r e l s a d a y . 

Q. Have y o u made a l i t e r a t u r e s e a r c h t o 

s e e i f t h e r e ' s o t h e r t e c h n i c a l r e f e r e n c e s t h a t 

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

t a k i n g an o l d w a t e r f l o o d p r o j e c t and r e d u c i n g t h e 

p a t t e r n ? 

A. Yes, I h a v e . 

Q. Do y o u h a v e an e x a m p l e o f t h a t t y p e o f 

r e f e r e n c e m a t e r i a l f o r us t o l o o k a t t o d a y ? 

A. Y e s , s i r , i t ' s E x h i b i t No. 7. 

Q. What a r e we l o o k i n g a t ? 

A. T h i s i s a S o c i e t y o f P e t r o l e u m 

E n g i n e e r s p a p e r w r i t t e n by T. S c o t t H i c k m a n and 

C. D. H u n t e r o f t h e T. S c o t t H i c k m a n & A s s o c i a t e s 

c o n s u l t i n g f i r m , t h e t i t l e o f w h i c h i s t h e 
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r e d e v e l o p m e n t o f d e p l e t e d Queen w a t e r f l o o d 

p r o j e c t s i n t h e P e r m i a n B a s i n . 

T h i s p a p e r l o o k s a t s e v e r a l Queen 

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

f e a s i b i l i t y o f g o i n g t o a 4 0 - a c r e f i v e - s p o t 

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

t h a t w e ' r e t a l k i n g a b o u t h e r e i n t h e P e n r o s e 

" B " . 

Mr. H i c k m a n d i d a s t u d y o f w h i c h t h e 

P e n r o s e "B" was one o f t h e u n i t s t h a t h e l o o k e d 

a t a n d d e t e r m i n e d t h a t , b y i m p r o v e d o i l r e c o v e r y -

t e c h n i q u e s , t h a t a d d i t i o n a l o i l c o u l d be 

r e c o v e r e d . T h e s e i m p r o v e d o i l r e c o v e r y 

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

w a t e r f l o o d p r o j e c t f r o m an 8 0 - a c r e f i v e - s p o t t o a 

4 0 - a c r e f i v e - s p o t , t o g r e a t l y e n h a n c e t h e sweep 

e f f i c i e n c i e s i n t h e r e s e r v o i r . 

I n h i s s t u d y , on page No. 2, he s t a t e s , 

"The a u t h o r s h a v e e v a l u a t e d o v e r a d o z e n o f 

t h e s e d e p l e t e d Queen w a t e r f l o o d s f o r i m p r o v e d o i l 

r e c o v e r y p o t e n t i a l i n r e c e n t y e a r s . The t e r m 

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

e x p l o i t i n g t h e p o t e n t i a l o f t h e s e d e p l e t e d f l o o d s 

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

r e e s t a b l i s h m e n t o f f u l l s c a l e w a t e r i n j e c t i o n i s 

CUMBRE COURT REPORTING 
( 505 ) 9 8 4 - 2 2 4 4 



X 

2 

4 

5 

6 

7 

3 

9 

1 0 

1 1 

1 2 

1 3 

1 4 

1 5 

1 6 

1 7 

1 8 

1 9 

2 0 

2 1 

2 2 

2 3 

2 4 

2 5 

2 4 

i n v o l v e d . " 

On t h e n e x t p a g e , a t t h e b o t t o m o f t h e 

l e f t - h a n d s i d e he s t a t e s , "The p r i m a r y and 

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

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

s i n c e b e e n r e n d e r e d o b s o l e t e by e n g i n e e r i n g a n d 

g e o l o g i c a l a d v a n c e s . " 

Q. And t h e p r i m a r y a n d s e c o n d a r y 

d e v e l o p m e n t t e c h n i q u e s h e ' s t a l k i n g a b o u t i n t h e 

Queen, h a v e b e e n t h e o l d t e c h n i q u e o f an 8 0 - a c r e 

p a t t e r n ? 

A. R i g h t . The p r e v a i l i n g c o n c e p t b a c k i n 

t h e 60s a n d 70s was t h a t y o u b a s i c a l l y h a d a 

hom o g e n e o u s r e s e r v o i r t h a t was v e r y c o n t i n u e u s. 

T h e y h a d o l d l o g s w i t h no c o r e s a v a i l a b l e t o 

t h e m , a n d t h e y f e l t l i k e a l l t h e s e s a n d s w e r e 

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

And t h e y u s e d t h e p r e v a i l i n g k n o w l e d g e 

t h a t e v e r y w a t e r f l o o d , f o r e v e r y p r i m a r y b a r r e l 

y o u p r o d u c e , y o u c a n p r o d u c e a s e c o n d a r y b a r r e l 

i n a d d i t i o n . T h i s u n i t was p e r f o r m i n g r i g h t on 

t h a t s c h e d u l e , so t h e y b a s i c a l l y f e l t l i k e t h i s 

was a d e q u a t e w a t e r f l o o d . 

B u t , due t o a d v a n c e s i n e n g i n e e r i n g and 

g e o l o g i c a l s t u d i e s and t h e i n f i l l d r i l l i n g o f 
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t h e s e w e l l s , we f o u n d t h a t t h i s sweep e f f i c i e n c y 

w a s n ' t n e a r l y as g o o d as w h a t t h e y h a d 

a n t i c i p a t e d . 

Q. Does t h e i n f i l l d r i l l i n g o f t h e s e p r i o r 

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

e x e c u t i o n of a p l a n t h a t 'would be a s i g n i f i c a n t 

change i n p r o c e s s to g e t t h e a d d i t i o n a l s e c o n d a r y 

o i l ? 

A. No, i t d o e s n o t . As I r e a d on page 2, 

w h e r e he s a i d t h a t t h e s e d e p l e t e d f l o o d s b o t h 

n e e d i n f i l l d r i l l i n g a n d t h e r e e s t a b l i s h m e n t o f 

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

o b v i o u s i n t h i s f a c t t h a t t h e w a t e r i n j e c t i o n i s 

r e a l l y t h e k e y t o t h i s d e v e l o p m e n t o f t h i s sweep 

e f f i c i e n c y w i t h o u t a n y w a t e r i n j e c t i o n . 

As you c a n s e e , we're not g o i n g to get 

anywh e r e n e a r , you know, r e c o v e r i e s of o i l t h a t 

w o u l d be nee d e d to have a p r o j e c t , j u s t by i n f i l l 

d r i l l i n g . 

Q. L e t ' s t u r n now, Mr. G e n g l e r t o E x h i b i t 

8, a n d h a v e y o u i d e n t i f y a n d d e s c r i b e f o r us how 

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

p a t t e r n t o a 4 0 - a c r e i n v e r t e d f i v e s p o t . 

T h e r e ' s a l a r g e r c o p y o f t h i s same 

d i s p l a y on t h e d i s p l a y b o a r d . I t ' s t h e e x h i b i t 
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on t h e r i g h t . 

A. T h i s i s , a g a i n , an o u t l i n e o f t h e u n i t , 

a n d t h e s h a d e d a r e a s a r e t h e p r o j e c t a r e a . The 

b l a c k t r i a n g l e w e l l s a r e c u r r e n t i n j e c t i o n w e l l s 

u n d e r t h e 8 0 - a c r e f i v e - s p o t ; t h e i n v e r t e d b l u e 

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

w e ' r e g o i n g t o c o n v e r t t o i n j e c t i o n ; t h e w e l l s i n 

g r e e n a r e t h e o n e s t h a t w e r e d r i l l e d i n 193 8; and 

t h e r e d w e l l s w e r e t h e on e s t h a t we w e r e 

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

Q. The o r d e r , as i s s u e d by t h e D i v i s i o n i n 

y o u r c a s e , a p p r o v e d t h e p r o j e c t a r e a t h a t ' s 

d e s c r i b e d on t h i s d i s p l a y i n t h e y e l l o w s h a d i n g , 

i s i t n o t ? 

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

Q. And t h e n , i n a s u b s e q u e n t s e n t e n c e , 

i d e n t i f i e d o n l y f i v e w e l l s as b e i n g w e l l s t h a t 

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

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

c r e d i t ? 

A. T h a t i s c o r r e c t . 

Q. W h i c h o f t h e f i v e w e l l s on t h i s d i s p l a y 

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

a u t h o r i z e d t h e c r e d i t ? 

A. The f i v e w e l l s i n r e d , t h e on e s t h a t : we 
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h a d p r o p o s e d t o d r i l l . 

Q. The o t h e r f i v e w e l l s a r e t h e ones t h a t 

a r e shown i n t h e g r e e n d o t s ? 

A. T h a t i s c o r r e c t . 

Q. T h o s e a r e t h e on e s t h a t w o u l d be t h e 

p r o d u c i n g w e l l s , when y o u r e d u c e t h e p a t t e r n t o a 

4 0 - a c r e i n v e r t e d f i v e - s p o t ? 

A. C o r r e c t . 

Q. L e t ' s t a l k a b o u t sweep e f f i c i e n c i e s . 

L e t ' s t u r n t o y o u r d i s p l a y m a r k e d E x h i b i t 9. I f 

y o u ' l l t a k e t h e o v e r l a y a n d f o l d i t b a c k and l o o k 

a t t h e w h i t e p a g e , d e s c r i b e f o r us w h a t y o u ' r e 

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

as t h e 8 0 - a c r e f i v e - s p o t w a t e r f l o o d p a t t e r n . 

A. B a s i c a l l y , w h a t w e ' r e s h o w i n g a r e t h e 

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

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

s i m p l i f i e d m a n n e r . What w e ' r e s h o w i n g a r e t h e 

c h a n n e l s as i t g o e s f r o m t h e i n j e c t i o n w e l l s t o 

t h e p r o d u c e r s , a n d w h a t k i n d o f sweep t h a t w e ' r e 

a n t i c i p a t i n g o u t o f t h e 8 0 - a c r e f i v e - s p o t . 

Q. I f y o u t a k e t h e o v e r l a y a n d p u t i t o v e r 

t h e 8 0 - a c r e p a t t e r n now, w h a t a r e y o u 

i l l u s t r a t i n g w i t h t h e r e d l i n e s ? 

A. We're i l l u s t r a t i n g g o i n g t o a 4 0 - a c r e 
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f i v e - s p o t p a t t e r n , w h e r e we d r i l l an i n f i l l w e l l 

i n b e t w e e n f o u r w e l l s , c o n v e r t t h e two o l d 

p r o d u c e r s t o i n j e c t i o n , a n d e s t a b l i s h new 

i n j e c t i o n l i n e s i n b e t w e e n t h e i n j e c t o r s and t h e 

p r o d u c e r s . 

Q. Does t h a t c h a n g e i n p r o c e s s a l l o w y o u 

t o c o n t a c t r e s e r v o i r a n d t o sweep t h a t r e s e r v o i r 

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

8 0 - a c r e f l o o d p a t t e r n ? 

A. Y e s , i t d o e s . As y o u c a n s e e , we f e e l 

l i k e w e ' r e n o t o v e r l a p p i n g o u r i n j e c t i o n b e t w e e n 

o u r i n j e c t i o n w e l l s , a r i d t h a t t h e r e ' s a r e a s i n 

t h e m i d d l e t h a t h a v e n o t b e e n c o n t a c t e d . 

T h i s was b a c k e d up by t h e i n f i l l 

d r i l l i n g o f t h e f i v e w e l l s , w h i c h s howed no 

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

8 0 - a c r e f i v e - s p o t . 

Q. W i l l t h a t sweep e f f i c i e n c y , r e s u l t i n g 

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

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

new p r o d u c e r s ? 

A. Yes. 

Q. W i l l i t a l s o a p p l y t o t h e c h a n g e s o f 

sweep e f f i c i e n c y f o r t h o s e p a t t e r n s t h a t c o n t a i n 

o i l w e l l s t h a t a r e a l r e a d y d r i l l e d ? 
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A. Y e s , i t w i l l . 

Q. I s t h e r e a ny d i f f e r e n c e b e t w e e n t h e 

tw o ? 

A. No, o t h e r t h a n t h e f a c t t h a t t h e w e l l s 

d r i l l e d i n 1988 h a v e d e p l e t e d t h e b u l k o f t h e 

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

Q. Have y o u made a d e t e r m i n a t i o n w h e t h e r 

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

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

f r o m t h e p r o j e c t a r e a ? 

A. Yes, I h a v e . 

Q. Have y o u r e d u c e d t h a t i n f o r m a t i o n t o a 

d i sp1 ay ? 

A 

Q 

A 

Q 

A 

Yes, I h a v e . 

I s t h a t E x h i b i t 10? 

Y e s , i t i s . 

D e s c r i b e tha" o r us 

E x h i b i t No. 10 i s o u r r e s e r v e e s t i m a t e s 

b a s e d on v o l u m e t r i c s . And, b a s e d on o u r 

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

l i k e w i t h a sweep e f f i c i e n c y o f 65 p e r c e n t , w h i c h 

i s b a s i c a l l y w h a t we f e e l l i k e a 4 0 - a c r e 

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

a p p r o x i m a t e l y 9 7 2 , 0 0 0 b a r r e l s o f r e c o v e r a b l e o i l 

i n a 4 0 - a c r e f i v e - s p o t w a t e r f l o o d p a t t e r n i n t h e 
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p r o j e c t a r e a . 

Q. L e t ' s t u r n now t o E x h i b i t 11 and h a v e 

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

a r e a s s i g n e d t o t h e p r o j e c t i n o r d e r t o h a v e t h e 

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

A. E x h i b i t 11 i s an i l l u s t r a t i o n o f t h e 

c o s t s t h a t we h a v e i n c u r r e d t o d a t e on o u r 

p r o j e c t . The p r o j e c t h a s p r e t t y much b e e n 

f i n i s h e d , a n d t h e s e a r e t h e l a t e s t e s t i m a t e s . 

To p u t i n t h i s w a t e r f l o o d c n a 4 0 - a c r e 

p a t t e r n , we s p e n t a p p r o x i m a t e l y 2.7 m i l l i o n 

d o l l a r s on t h e p r o j e c t a r e a . 

Q. I n a d d i t i o n t o t h e e x p e n d i t u r e o f t h e s e 

r e s o u r c e s , were t h e r e o t h e r moneys s p e n t on t h e 

p r o p e r t y i n o r d e r to put i t bac k i n o p e r a t i o n a l 

f u n c t i o n ? 

A. Yes. We s p e n t $2 m i l l i o n t o go i n 

t h e r e a n d , w h a t we c o n s i d e r e d , c l e a n up t h e 

u n i t . T h e r e w e r e a l o t o f t e m p o r a r i l y a b a n d o n e d 

i n j e c t i o n w e l l s t h a t h a d t u b i n g t h a t was 

l e a k i n g . Some o f the m h a d c a s i n g l e a k s . We w e n t 

i n t o e v e r y w e l l b o r e on t h e u n i t , i n c l u d i n g t h o s e 

o u t s i d e t h e p r o j e c t a r e a , p u l l e d a l l t h e w e l l s , 

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

a n d r u n a m e c h a n i c a l i n t e g r i t y t e s t on e v e r y 
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w e l l . 

Q. What d o e s t h e t a x c r e d i t do, as an 

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

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

A. What t h e t a x i n c e n t i v e d o e s , i t h e l p s 

t h e e c o n o m i c s o f t h i s p r o j e c t o u t . A l t h o u g h t h e 

p r o j e c t i s an e c o n o m i c p r o j e c t , j u s t l i k e any 

o t h e r company, i t i s p u t i n t o a b a t t l e w i t h a n y 

o t h e r p r o j e c t f o r f u n d s . What t h i s t a x i n c e n t i v e 

d o e s , i t w o u l d a l l o w us t o h i g h e r p r i o r i t i z e t h i s 

p r o j e c t , c o m p a r e d t o o t h e r p r o j e c t s t h a t we h a v e 

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

Q. S u m m a r i z e f o r us y o u r c o n c l u s i o n s a b o u t 

t h e p r o j e c t , Mr. G e n g l e r . 

A. I n c o n c l u s i o n , I f e e l l i k e t h e 8 0 - a c r e 

f i v e - s p o t w a t e r f l o o d p a t t e r n was i n e f f i c i e n t , due 

t o p o o r v e r t i c a l and a e r i a l sweep e f f i c i e n c i e s , 

t h a t t h e r e i s a p p r o x i m a t e l y a m i l l i o n b a r r e l s o f 

o i l t o be r e c o v e r e d o u t o f t h e p r o j e c t a r e a by-

g o i n g t o a 4 0 - a c r e f i v e - s p o t . 

I f e e l l i k e t h a t e v e n t h o u g h t he i n f i l l 

w e l l s w e r e d r i l l e d i n 198 3 , t h a t r e a l l y no 

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

w i t h t h e s e w e l l s . The c o n v e r s i o n o f t h e w e l l s t o 

i n j e c t i o n a n d commencement o f i n j e c t i o n i n t o a l l 

CUMBRE COURT REPORTING 
(5 05) 9 8 4 - 2 2 4 4 



1 

2 

3 

4 

5 

o 

7 

3 

9 

10 

1 1 

1 2 

1 3 

1 4 

1 5 

1 6 

1 7 

1 8 

1 9 

20 

2 1 

2 2 

2 3 

2 4 

2 5 

t h e w e l l s i n t h e p r o j e c t a r e a , i s r e a l l y t h e 

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

m i l l i o n b a r r e l s o f o i l . And we f e e l l i k e t h e 

4 0 - a c r e f i v e - s p o t w i l l i n c r e a s e t h e sweep 

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

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

Q. When we l o o k a t t h e d i s p l a y t h a t shows 

t h e p r o p e r t y a f t e r t h e c h a n g e i n o p e r a t i o n , 

E x h i b i t No. 8, d e s c r i b e f o r us y o u r b a s i s f o r 

i d e n t i f y i n g t h a t as y o u r p r o j e c t a r e a . 

A. We l o o k e d a t , on a r e s e r v o i r s t u d y , t h e 

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

and g e o l o g i c a l p a r a m e t e r s , and we d e c i d e d t h a t 

t h e b e s t p l a c e t o s t a r t w o u l d be t h e b e s t p a r t u f 

t h e u n i t . The p r o j e c t a r e a t h a t we c h o s e h a d t h e 

b e s t q u a l i t y o f p a y , i t h a d t h e b e s t p r i m a r y 

r e s p o n s e , a nd t h e b e s t s e c o n d a r y r e s p o n s e u n d e r 

t h e 8 0 - a c r e f i v e s p o t . 

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

was t h e same a r e a t h a t Mr. H i c k m a n recommended i n 

h i s s t u d y . 

Q. I n y o u r o p i n i o n , i s t h a t p r o j e c t a r e a 

t h e a r e a t h a t s h o u l d q u a l i f y f o r t h e e n h a n c e d o i l 

r e c o v e r y s e v e r a n c e t a x r e d u c t i o n ? 

A. Y es, i t i s . 
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Q . W i l l t h e r e d u c t i o n t h a t i s a t t a i n e d 

from t h a t a r e a be i n r e s p o n s e to a r e d u c t i o n i n 

t h e p a t t e r n ? 

A. Y e s , i t i s . 

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

p r o d u c t i o n y e t t o be a c h i e v e d i n t h a t p r o j e c t 

a r e a ? 

A. T h e r e i s a s m a l l amount o f p r i m a r y 

a n d / o r s e c o n d a r y u n d e r an 8 0 - a c r e t h a t c o u l d be 

r e c o v e r e d . The f i v e w e l l s we e s t i m a t e d a t 42,000 

b a r r e l s . The o t h e r w e l l s w e l l s h a d p r o b a b l y 

a n o t h e r 2 0 - , 25,000 t h a t t h e y m i g h t r e c o v e r . I t 

was a s m a l l a m o u n t . The b u l k o f o u r r e s e r v e s a t 

9 7 2 , 0 0 0 b a r r e l s , i s g o i n g t o be due t o t h e 

i n j e c t i o n on t h e 4 0 - a c r e f i v e - s p o t . 

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

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

w a t e r i n j e c t i o n on t h e 8 0 - a c r e p a t t e r n ? 

A . No . 

MR. KELLAHIN: T h a t c o n c l u d e s my 

e x a m i n a t i o n o f Mr. G e n g l e r . We w o u l d move t h e 

i n t r o d u c t i o n o f h i s E x h i b i t s 1 t h r o u g h 1 1 . 

CHAIRMAN LEMAY: W i t h o u t o b j e c t i o n , 

E x h i b i t s 1 t h r o u g h 11 w i l l be a d m i t t e d i n t o t h e 

r e c o r d . 
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Q u e s t i o n s o f t h e w i t n e s s ? C o m m i s s i o n e 

C a r I s o n . 

EXAMINATION 

BY COMMISSIONER CARLSON: 

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

u n i t w e r e d r i l l e d i n 1933? 

A. T h a t i s c o r r e c t . 

Q. And y o u a c q u i r e d i t i n 1993? 

A. T h a t i s c o r r e c t . 

Q. And a t t h a t t i m e i t was p r o d u c i n g 22 

b a r r e l s a d a y ? 

A. T h a t i s c o r r e c t . 

COMMISSIONER CARLSON: Why d o n ' t y o u 

a l l go o n . 

CHAIRMAN LEMAY: C o m m i s s i o n e r W e i s s ? 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. Was t h e f u l l e x p a n s i o n i n y e l l o w t h e r e 

p r e s e n t e d t o t h e E x a m i n e r ? 

A. Y e s , i t was. 

Q. A t t h a t t i m e , d i d y o u r e q u e s t t h e 

e n t i r e a r e a be s u b j e c t to t h e r e d u c t i o n i n t h e 

t a x ? 

A. Y e s , I d i d . 

Q. What d o e s t o d a y ' s p r i c e do t o t h i s 
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p r o j e c t ? 

A. I t makes i t v e r y m a r g i n a l . 

Q. Have y o u a l r e a d y done t h e w o r k ? 

A. Y e s , we h a v e done t h e w o r k s i n c e t h e 

o r d e r was w r i t t e n . 

Q. So y o u d o n ' t h a v e more money t o s p e n d , 

y o u ' v e a l r e a d y s p e n t i t , i s t h a t t h e p o i n t ? 

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

Q. M i g h t n o t g e t i t b a c k , huh? 

A. W e l l , i t d e p e n d s on wh a t o i l p r i c e s do. 

Q. T h e n , on y o u r r a t e g r a p h s , a n y o f them 

t h e r e , j u s t a q u e s t i o n o f c l a r i f i c a t i o n . What 

d o e s "CD" mean? 

A. C a l e n d a r d a y . T h a t ' s o i l r a t e p e r 

c a l e n d a r d a y . 

Q. Okay. I d i d n ' t know w h a t "CD" was. On 

" E x h i b i t 7" i n E x h i b i t 3, y o u ' v e g o t t h e h i s t o r y 

o f t h e u n i t , o f t h e a r e a . 

A. Okay. 

Q. What was w a t e r f l o o d f i l l - u p t h e r e as a 

p e r c e n t o f p r i m a r y ? D i d y o u f i g u r e t h a t o u t , i n 

y o u r i n v e s t i g a t i o n ? 

A. No, I d i d n ' t . 

Q. And t h e n , on one o f t h e o t h e r e x h i b i t s , 

y o u h a d a v o l u m e f a c t o r on E x h i b i t No. 10. 
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r e s e r v e e s t i m a t e s ? 

A. C o r r e c t . 

Q. I s t h a t a m e a s u r e d n u m b e r , o r i s t h a t 

an e s t i m a t e ? 

A. T h a t i s an e s t i m a t e . 

Q. And t h e n w h a t ' s t h e a v e r a g e i n j e c t i o n 

r a t e p e r d a y p e r w e l l ? 

A. U n d e r t h e 4 0 - a c r e f i v e - s p o t o r t h e 

SO-a c r e ? 

Q. The 80 o r 40, e i t h e r o n e . What d o e s a 

w e l l t a k e o u t t h e r e ? 

A. W e l l , t h e y a l l v a r y . An a v e r a g e w e l l 

w e ' r e t r y i n g t o k e e p b e t w e e n 200, 250 b a r r e l s o f 

w a t e r p e r d a y . Some w e l l s w i l l t a k e more t h a n 

t h a t , o t h e r s w i l l t a k e l e s s , b u t w e ' r e t r y i n g t o 

b a l a n c e i n j e c t i o n . 

Q. I s t h e r e a l i m i t on w e l l h e a d p r e s s u r e 

o u t t h e r e ? 

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

Q. What i s t h a t l i m i t ? 

A. I t v a r i e s f r o m w e l l t o w e i l , b a s e d on 

s t e p - r a t e t e s t s . 

Q. What i s t h e maximum t h a t y o u ' r e 

p e r m i t t e d ? 

A. I w o u l d h a v e t o go b a c k a nd l o o k . I 
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d o n ' t know, o f f t h e t o p o f my h e a d . I b e l i e v e 

i t ' s 1,500 o r 1,600 p o u n d s , b u t I w o u l d h a v e t o 

l o o k . 

Q. T h a t ' s f i n e . T h a t e s t i m a t e , 1,500 

p o u n d s w i l l p r o b a b l y c a t c h i t . T h a t ' s a b o u t 

r i gh t , h u h ? 

A. Uh-huh. 

COMMISSIONER WEISS: No more 

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

CHAIRMAN LEMAY: I h a v e one o r t w o 

h e r e . 

EXAMINATION 

BY CHAIRMAN LEMAY: 

Q. You m e n t i o n e d t h e r e s e r v o i r p r e s s u r e i s 

p r e t t y w e l l d e p l e t e d . Do y o u know what i t was 

when t h o s e f i v e w e l l s w e r e d r i l l e d i n 88? 

A. No, we d o n ' t . We w e r e n ' t t h e o p e r a t o r 

a t t h a t p o i n t i n t i m e , so — 

Q. How a b o u t when y o u t o o k o v e r t h e 

o p e r a t i o n i n 1993? 

A. We d i d n ' t a c t u a l l y m e a s u r e t h e 

b o t t o m h o l e p r e s s u r e , b u t we f e e l l i k e t h a t i t was 

v e r y m i n i m a l ; b a s i c a l l y , t h e f a c t t h a t t h e y ' r e 

n o t p u t t i n g a n y w a t e r i n t h e g r o u n d e x c e p t f o r i n 

one we 1 1 . 
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Q. The f a c t t h a t t h e y d r i l l e d t h e f i v e 

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

one e x p e c t some s a n d s t h a t m i g h t be e n c o u n t e r e d 

on a 4 0 - a c r e f i v e - s p o t , w h e r e y o u h a d some o i l 

t h a t was j u s t l e f t t h e r e u n d e r p r i m a r y means, o r 

a r e a l l t h e s e s a n d s somehow, a t l e a s t , i n 

p r e s s u r e c o m m u n i c a t i o n , so t h a t e v e n t h o s e new 

s a n d s t h a t w e r e p e n e t r a t e d w e r e d r a i n e d by 

p r i m a r y o r by t h e p r e v i o u s w a t e r f l o o d ? 

A. B a s e d on t h e f i v e w e l l s t h a t w e r e 

d r i l l e d a n d t h e n t h e s u b s e q u e n t f i v e w e l l s t h a t 

we h a v e d r i l l e d now, w e ' r e f i n d i n g some o f t h e 

s a n d s t o t a l l y p i n c h o u t on p o r o s i t y and 

p e r m e a b i l i t y . So i t i s h i g h l y l i k e l y t h a t some 

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

h a d n o t b e e n c o n t a c t e d by a n y w a t e r f l o o d a t a l ] . 

Q. How w e r e t h e y d r a i n e d u n d e r p r i m a r y , i f 

t h e y w e r e n ' t c o n t a c t e d u n d e r — You s a i d t r I e % 

w e r e d r a i n e d i n p r i m a r y . As p a r t o f t h e sweep, 

y o u mean, o r j u s t n o t i n c o m m u n i c a t i o n a t a l l 

w i t h t h e o p e r a t i o n ? 

A. W e l l , t h e w e l l s t h a t w e r e d r i l l e d 

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

w e r e p e n e t r a t e d . And t h e s e w e l l s , t h e n , w e r e 

c o n v e r t e d t o i n j e c t i o n , e v e r y o t h e r w e l l . And 
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t h e w a t e r t h a t was i n j e c t e d i n t h e s a n d s t h a t 

w e r e c o n t i n u o u s , b e t w e e n an i n j e c t i o n w e l l a n d a 

p r o d u c e r , p r o b a b l y , w e r e s w e p t f a i r l y w e l l . 

The w e l l s t h a t h a d t h i s p o r o s i t y o r 

p e r m e a b i l i t y p i n c h o u t , t h e r e p r o b a b l y was no 

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

t h e r e f o r e , y o u saw no s e c o n d a r y r e s p o n s e i n t h a t 

p a r t i c u l a r s a n d , b e c a u s e t h e r e was no way o f 

c o m m u n i c a t i n g . 

Q. Were t h e r e a ny s a n d s y o u e n c o u n t e r e d 

t h a t w e r e n ' t d r a i n e d i n t h e p r i m a r y ? Sands t h a t 

w e r e j u s t i s o l a t e d i n t h e r e t h a t y o u p e n e t r a t e d 

t h a t maybe h a d some v i r g i n p r e s s u r e L. „i i j 3 tn T i . . 

A , T h a t ' s p o s s i b l e , b u t t h e r e ' s no way o f 

i s o l a t i n g t h o s e s a n d s i n d i v i d u a l l y . T h e r e ' s v e r y 

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

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

e a c h i n d i v i d u a l s a n d . So t h e r e was no way o f 

t e l l i n g , y o u know, w h a t k i n d o f p r e s s u r e o r w h a t 

s a n d was p r o d u c i n g w h a t o i l , b e c a u s e y o u c o u l d n ' t 

i s o l a t e t h e m . 

Q. I'm t r y i n g t o v i s u a l i z e t h e 

d i s c o n t i n u o u s s a n d s . W o u l d a 2 0 - a c r e s p o t , i n 

o t h e r w o r d s , p o s s i b l y g e t y o u more o i l b e c a u s e i t 

w o u l d c o m m u n i c a t e w i t h s a n d s t h e r e a g a i n t h a t 
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w o u l d n ' t be c o v e r e d u n d e r t h e 4 0 - a c r e f i v e - s p o t ? 

A. I w o u l d s a y y e s , b u t t h e e c o n o m i c s , 

y o u ' v e g o t t o l o o k a t t h a t end o f i t , t c o . And, 

b a s e d on o u r sweep e f f i c i e n c y f a c t o r s , b a s e d on 

r e s e r v o i r e n g i n e e r i n g p r i n c i p l e s , b a s i c a l l y wou1 

s a y t h e amount o f o i l y o u w o u l d r e c o v e r , f r o m a 

40 down t o a 20, w o u l d be s u c h t h a t t h e e c o n o m i c 

o f d r i l l i n g t h e a d d i t i o n a l w e l l s arid a s s o c i a t e d 

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

e c o n o m i c a l l y r e c o v e r t h o s e r e s e r v e s . 

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

f o r me d i d y o u , e a r l y o n , o n c e y o u t o o k i t o v e r ? 

Any f e e l f r o m t h a t ? Have y o u g o t some f i l l - u p , 

i n o t h e r w o r d s , t h a t y o u ' r e g o i n g t o h a v e t o go 

t h r o u g h , b e f o r e y o u g e t a r e s p o n s e ? 

A. T h a t i s c o r r e c t . 

Q. A b o u t how l o n g do y o u e x p e c t t o be 

f i l l i n g up b e f o r e you r e a c h a s i g n i f i c a n t 

r e s p o n s e ? 

A. We're l o o k i n g a t n i n e m o n t h s t o a y e a r 

t o see i n i t i a l r e s p o n s e . 

Q. I n i t i a l r e s p o n s e . And, y o u s a y 20,000 

b a r r e l s o f o i l p e r we-11 was a e s t i m a t e o f 

p r i m a r i l y r e c o v e r y on t h e Q u e e n - P e n r o s e ? 

A. B a s e d on t h i s d e c l i n e c u r v e a n a l y s i s . . 
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w h i c h i s E x h i b i t No. 5, t o t a l r e s e r v e s a t t h e 

b o t t o m was e s t i m a t e d a t 99,000 b a r r e l s f o r t h e 

f i v e i n f i l l w e l l s , o f w h i c h 5 6 ,800 was p r o d u c e d 

p r i o r t o t o d a y . 

Q. So y o u ' r e t a l k i n g a b o u t t h o s e f i v e 

i n f i l l w e l l s , n o t h i n g on a c u m u l a t i v e b a s i s p e r 

w e l l i n i t i a l l y f o r p r i m a r y ? T h i s i s j u s t t h e 

f i v e i n f i l l s a t 20,000 a w e l l ? 

A. Y e a h , on an a v e r a g e . 

Q. You d i d n ' t , g i v e a f i g u r e on w h a t t h e 

a v e r a g e w e l l made p r i m a r y , d i d you ? 

A. A v e r a g e p r i m a r y w e l l , b a s e d on o u r 

s t u d y , a v e r a g e d 2 7 - , 28,000 b a r r e l s . 

CHAIRMAN LEMAY: T h a t ' s a l l t h e 

q u e s t i o n s I h a v e . 

COMMISSIONER WEISS: I h a v e one more. 

CHAIRMAN LEMAY: Okay. C o m m i s s i o n e r 

We i s s ? 

FURTHER EXAMINATION 

BY COMMISSIONER WEISS: 

Q. On t h i s b u s i n e s s a b o u t b o t t o m h o l e 

p r e s s u r e , on t h e new w e l l s y o u d r i l l e d , d i d any 

o f t h e m f l o w ? 

A . No . 

Q. D i d w e l l s f l o w i n 1933? 
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A. Y e s . 

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

i t was v i r g i n , t h e n . 

COMMISSIONER WEISS: Okay. No f u r t h e r 

q u e s t i o n s . 

CHAIRMAN LEMAY: C o m m i s s i o n e r C a r l s o n ? 

COMMISSIONER CARLSON: Okay, I ' l l t r y . 

FURTHER EXAMINATION 

BY COMMISSIONER CARLSON: 

Q. On y o u r E x h i b i t No. 10, w h e r e y o u show 

an e s t i m a t e d p r o j e c t r e c o v e r y of 971,000 b a r r e l s , 

what w o u l d be y o u r i n i t i a l p r o d u c t i o n r a t e , would 

you e s t i m a t e ? 

A. Our i n i t i a l p r o d u c t i o n r a t e , as f a r as 

r i g h t a f t e r we d r i l l e d , or a f t e r . 

Q. A f t e r y o u g e t t h e r e s p o n s e . 

A. We a n t i c i p a t e d p e a k p r o d u c t i o n a r o u n d 

200 t o 250 b a r r e l s a d a y f r o m t h e 10 w e l l s . 

Q. And how l o n g do y o u e s t i m a t e t h e s e 

w e l l s w i l l p r o d u c e to g e t to t h e i r e c o n o m i c 

l i m i t , or u n t i l t h e y p r o d u c e t h e i r 971,000 

b a r r e l s ? 

A. We're l o o k i n g a t , p r o b a b l y , 15 y e a r s . 

Q. The money on E x h i b i t 11 i s a l r e a d y 

s p e n t , i s t h a t r i g h t , t h e 2.7 m i l l i o n ? 
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A. T h a t ' s c o r r e c t . 

Q. You s p e n t t h a t a f t e r y o u g o t t h e 

E x a m i n e r ' s O r d e r ? 

A. T h a t i s c o r r e c t . 

Q. You s p e n t a n o t h e r t w o m i l l i o n , b e f o r e 

t h a t p e r i o d , on t h e u n i t a f t e r y o u a c q u i r e d i t ? 

A. R i g h t . We s p e n t a p p r o x i m a t e l y two 

m i l l i o n b e t w e e n F e b r u a r y 1 and t h e h e a r i n g d a t e , 

j u s t on g e t t i n g t h e u n i t b a c k i n t o s hape to when 

you c o u l d o p e r a t e on an e f f i c i e n t b a s i s . 

Q. You d o n ' t h a v e a r e s p o n s e y e t t o t h e 

new i n j e c t i o n ? 

A. We s t a r t e d i n j e c t i o n on a l l t h e w e l l s 

on t h e 1 5 t h o f December o f 1993. 

Q. When do y o u a n t i c i p a t e y o u r f i r s t 

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

A. We're l o o k i n g a t somewhere b e t w e e n 

O c t o b e r and December of 94, s e e i n g t h e f i r s t 

r e s p o n s e . 

Q. G e t t i n g t o t h e e c o n o m i c s f o r a m i n u t e , 

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

a d d i t i o n a l m i l l i o n b a r r e l s o f o i l , a n d t h a t ' s 

o v e r 15 y e a r s , a n d i f we assume a $15 b a r r e l 

p r i c e , w e ' r e t a l k i n g a b o u t an a d d i t i o n a l $15 

m i l l i o n w o r t h o f o i l , i s t h a t c o r r e c t , o v e r 15 
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y e a r s ? 

A. T h a t ' s b e f o r e r o y a l t y a n d e x p e n s e s . 

Q. R i g h t . And, I f t h i s t a x b r e a k Selves 

y o u r company, I t h i n k i t ' s 1-7/8 p e r c e n t , i s t h a t 

c o r r e c t ? 

A. I b e l i e v e t h a t ' s c o r r e c t . 

Q. So y o u ' r e l o o k i n g a t a s a v i n g s o f 

a p p r o x i m a t e l y $ 3 0 0 , 0 0 0 o v e r 15 y e a r s ? I f I vise 

t w o p e r c e n t t i m e s 15 m i l l i o n . , t h a t ' s $ 3 0 0 , 0 0 0 . 

A. Okay. 

Q. You s a y t h a t ' s e n o u g h t o i n f l u e n c e y o u r 

company t o d e c i d e w h e t h e r t o e n t ̂  r a p r o j e c t ] i k 

t h i s ? 

A. I'm n o t s a y i n g w h e t h e r o r n o t i t 

i n f l u e n c e s w h e t h e r o r n o t we e n t e r i n t o t h i s 

p r o j e c t , I'm t a l k i n g a b o u t , we ha v e more p r o j e c t s 

t h a n we h a v e c a p i t a l . And t h e p r i o r i t y o f t h e 

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

We r a n k o u r p r o j e c t s by r a t e o f r e t u r n 

on o u r c a p i t a l . Some p r o j e c t s a r e g o i n g t o h a v e 

t o be c u t a n d , by t h e t a x r a t e i n c e n t i v e t h a t i s 

i n c l u d e d i n t h i s , i t w o u l d a l l o w u s t o r a n k t h i s 

p r o j e c t h i g h e r t h a n w h a t i t w o u l d n o r m a l l y b e, 

and a l l o w us t o n o t o n l y c o n t i n u e w i t h t h i s p h a s e 

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

Q. What i s y o u r e x p e c t e d r a t e o f r e t u r n on 

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

A. A p p r o x i m a t e l y 30 p e r c e n t . T h a t was 

b a s e d on t h e o r i g i n a l e c o n o m i c s done w i t h t h e 

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

w i t h t h e new p r i c e . 

Q. D i d y o u w o r k y o u r r a t e o f r e t u r n w h a t 

i t w o u l d be w i t h o u t t h e t a x c r e d i t ? 

A. No, I d i d n o t . 

Q. I t p r o b a b l y w o u l d n ' t c h a n g e i t a l o t , 

w o u l d i t ? 

A. I'm n o t s u r e . I c a n ' t s a y . 

Q. W e l l , i f w e ' r e t a l k i n g a b o u t $3 00,000 

o v e r 15 y e a r s , I w o u l d g u e s s t h a t i t w o u l d v e r y 

m a r g i n a l l y c h a n g e yo u. r r a t e o f r e t u r n . Do y o u 

a g r e e w i t h t h a t ? 

A. I f y o u ' r e l o o k i n g a t u n d i s c o u n t e d 

d o l l a r s . B u t , i f y o u l o o k a t d i s c o u n t e d d o l l a r s , 

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

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

c h a n g e on t h e e c o n o m i c s . The f a r t h e r o u t y o u 

r e c e i v e t h i s money on a d i s c o u n t e d b a s i s , y o u r 

d o l l a r h a s l e s s e f f e c t . 

COMMISSIONER CARLSON: T h a t ' s a l l t h e 
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q u e s t i o n s I h a v e . 

CHAIRMAN LEMAY: C o m m i s s i o n e r W e i s s . 

FURTHER EXAMINATION 

BY COMMISSIONER WEISS: 

Q. I'm m i x e d up now cn r e c o v e r i e s . Now I 

h e a r 100,000 b a r r e l s p e r w e l l . I s what you 

e x p e c t ? 

A. W e l l , I was a t 99 , 0 0 0 u l t i m a t e b a r r e l s 

f o r t h e f i v e w e l l s t h a t w e r e d r i l l e d i n 1988. 

Q. T h i s m i l l i o n b a r r e l s on r e s e r v e 

e s t i m a t e s on E x h i b i t 10, w h e r e i s t h a t g o i n g t o 

come f r o m ? 

A. T h a t ' s g o i n g t o come f r o m t h e i n j e c t i o n 

of t h e w a t e r on t h e 4 0 - a c r e f i v e - s p o t r e c o v e r e d 

i n t h e 10 we l i s . 

Q. 10 i n t o t h a t i s a b o u t a h u n d r e d 

t h o u s a n d a w e l l , i s n ' t i t ? 

A. C o r r e c t . 

Q. What was t h e a v e r a g e w a t e r f l o o d 

r e c o v e r y on 8 0 - a c r e s p e r w e l l ? 

A. A p p r o x i m a t e l y — c a n y o u r e s t a t e y o u r 

q u e s t i o n ? 

Q. You s a i d p r i m a r y i s a b o u t 27,000 

b a r r e l s p e r w e l l . I t h o u g h t s e c o n d a r y w o u l d be 

a b o u t t h e same on 80 a c r e s , w h i c h i s a n o t h e r 
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27,000 b a r r e l s p e r w e l l ? 

A. On t h e a v e r a g e a c r o s s t h e e n t i r e u n i t . 

We're t a l k i n g a b o u t , i n t h i s p r o j e c t a r e a , t h e 

b e s t p a r t o f t h e u n i t a n d t h e b e s t r e s e r v o i r , 

a n d , when y o u t a k e an a v e r a g e o v e r t h e e n t i r e 

u n i t , y o u ' r e a v e r a g i n g n o t o n l y t h e b e s t p a r t b u t 

t h e a r e a s t h a t a r e n ' t as g o o d . 

Q. So, t h e s e c o n d a r y r e c o v e r y a n d p r i m a r y , 

r e c o v e r y f r o m t h e w e l l s , was a l s o a b o u t a h u n d r e d 

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

A. C o r r e c t . 

FURTHER EXAMINATION 

BY CHAIRMAN LEMAY: 

Q. L e t ' s t a l k a b o u t t h e m i l l i o n b a r r e l s . 

You d i v i d e i t by t h e 10 p r o d u c i n g w e l l s y o u ' v e 

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

i n j e c t o r s i n w h a t ' s i n c l u d e d on a 4 0 - a c r e b a s i s , 

y o u e n d up w i t h 5 0,000, i s n ' t t h a t c o r r e c t , f o r 

40 a c r e s , r o u g h l y ? I j u s t r o u g h l y c o u n t e d 19 

4 0 - a c r e t r a c t s i n t h e r e . 

A. Yeah, a p p r o x i m a t e l y . 

Q. And d o e s w a t e r f l o o d e c o n o m i c s n o r m a l l y 

i n c l u d e i n j e c t o r s , as f a r as r e c o v e r y g o e s ? L e t 

me s t a t e i t a d i f f e r e n t way. I f y o u ' r e s t a t i n g 

t h e a v e r a g e r e c o v e r y i s l i k e o n e - t o - o n e , t h e 
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a v e r a g e Queen w e l l makes 50,000 b a r r e l s , you 

wou l d a n t i c i p a t e a n o t h e r 50,000 b a r r e l s . 

B u t , when y o u ' r e w o r k i n g y o u r 

e c o n o m i c s , y o u ' r e not f i g u r i n g an a d d i t i o n a l 

50,000 b a r r e l s o n l y on y o u r p r o d u c i n g w e l l s ? 

A r e n ' t you a l s o f i g u r i n g y o u r i n j e c t i o n w e l l s i n 

t h e r e , so y o u r t o t a l r e c o v e r y , a s you e s t i m a t e , 

l i k e a o n e - t o - o n e , would be on e a c h 40 a c r e s i n 

the f l o o d ? 

A. L e t me b a c k t r a c k f o r a m i n u t e . The o l d 

adage of o n e - t o - o n e was on t h e 8 0 - a c r e 

f i ve - spo t . B a s e d on t h e work, t h a t Mr. Hickman 

d i d i n h i s s t u d y , and h i s s u b s e q u e n t work i n h i s 

SPE p a p e r , he d e t e r m i n e d , by g o i n g to a 4 0 - a c r e 

f i v e - s p o t , t h a t upwards of two to t h r e e more of 

s e c o n d a r y o i l from b o t h t h e 80 and t h e 40, to 

p r i m a r y , would be a n t i c i p a t e d from a 4 0 - a c r e 

f l o o d . 

So, we're d e a l i n g w i t h a l i t t l e b i t 

d i f f e r e n t numbers. When you s a y o n e - t o - o n e , 

t h a t ' s on an 8 0 - a c r e f i v e - s p o t , and h e ' s l o o k i n g 

a t two- to t h r e e - t o - o n e i f you go down to 4 0 - a c r e 

s p a c i n g . 

Q. To c l a r i f y t h e t e r m i n o l o g y , e v e n on an 

8 0 - a c r e f l o o d , a r e y o u i n c l u d i n g i n j e c t i o n s on a 
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o n e - t o - o n e , or a r e you o n l y c a l c u l a t i n g y o u r 

p r o d u c i n g w e l l s ? 

A. You c a l c u l a t e a l l y o u r p r i m a r y 

p r o d u c t i o n from b o t h c u r r e n t i n j e c t o r s and 

p r o d u c e r s f o r y o u r p r i m a r y p r o d u c t i o n . Of 

c o u r s e , on s e c o n d a r y p r o d u c t i o n , a l l you have i s 

from p r o d u c e r s . 

Q. W e l l , w i t h o u t t h e i n j e c t o r s y ou 

w o u l d n ' t g e t i t , so i f y o u ' r e g o i n g — 

A. E x a c t l y . 

Q. — i f y o u ' r e l o o k i n g a t t h e f l o o d 

p r o p e r — 

A. No. What I'm s a y i n g i s , on o n e - t o - o n e , 

i n t h a t t e r m i n o l o g y , y o u a d d up a l l your' 

p r o d u c t i o n f r o m e v e r y w e l l i n t h e u n i t , under-

p r i m a r y , a n d e x t r a p o l a t e t h a t o u t t o an u l t i m a t e 

p r i m a r y n u m b e r . And t h e n y o u t a k e y o u r p r o d u c e r s 

u n d e r t h e 8 0 - a c r e f i v e - s p o t , e s t i m a t e t h e 

u l t i m a t e r e c o v e r y s e c o n d a r y f r o m t h o s e , a nd 

t h a t ' s w h e r e y o u come up w i t h o n e - t o - o n e . 

So, j u s t b e c a u s e a p r i m a r y w e l l made 

28,000 b a r r e l s , d o e s n ' t mean t h a t you e x p e c t 

28,000 b a r r e l s from t h a t w e l l , a l s o . Y o u ' r e a l s o 

t a k i n g p r i m a r y r e s e r v e s from t h e i n j e c t i o n w e l l . 

CHAIRMAN LEMAY: T h a t was my p o i n t , I 
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g u e s s . T h a n k y o u . I was t r y i n g t o c l a r i f y t h a t 

f o r t h e r e c o r d . 

A d d i t i o n a l q u e s t i o n s o f t h e w i t n e s s ? 

I f n o t , he may be e x c u s e d . 

Mr. K e l l a h i n , y o u may c a l l y o u r n e x t 

w i t n e s s . 

MR. KELLAHIN: Mr. C h a i r m a n , a t t h i s 

t i m e , I w o u l d c a l l Mr. R i c k F o p p i a n o . 

R I C K FOPPIANO 

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

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

EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. F o p p i a n o , f o r t h e r e c o r d , 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 a nd o c c u p a t i o n , 

p l e a s e . 

A. My name i s R i c k F o p p i a n o . T h a t ' s 

s p e l l e d F-O-P-P-I-A-N-0, a n d my o c c u p a t i o n i s a 

r e g u l a t o r y a d v i s e r f o r Oxy's o p e r a t i o n s t h a t a r e 

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

Q. On p r i o r o c c a s i o n s , Mr. F o p p i a n o , h a v e 

y o u t e s t i f i e d b e f o r e t h i s D i v i s i o n n o t o n l y as a 

p e t r o l e u m e n g i n e e r b u t as an e n g i n e e r i n v o l v e d 

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

t h e O i l C o n s e r v a t i o n D i v i s i o n o f New M e x i c o ? 
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A. Yes, I h a v e . 

Q . P u r s u a n t t o your' e m p l o y m e n t , 'nave y o u 

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

p a r t i c u l a r w a t e r f l o o d p r o j e c t ? 

A. Y e s , I h a v e . 

Q. Were y o u p r e s e n t a n d d i d y o u a t t e n d t h e 

E x a m i n e r h e a r i n g o f t h i s c a s e ? 

A. Yes, I d i d . 

Q. I n a d d i t i o n , h a v e y o u u n d e r t a k e n 

e x a m i n a t i o n o f a l l o f t h e D i v i s i o n - a p p r o v e d EOR 

p r o j e c t s , t o i d e n t i f y t h o s e p r o j e c t s w h i c h t h e 

D i v i s i o n h a s a p p r o v e d t h a t h a v e s i m i l a r i t i e s t o 

y o u r p r o j e c t ? 

A. Y e s , s i r , T h a v e . 

Q. B a s e d upon t h a t e n t i r e s t u d y , do y o u 

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

r e g a r d s t o t h i s o r d e r ? 

A. I do . 

MR. KELLAHIN: We t e n d e r a s an e x p e r t 

e n g i n e e r , w i t h s p e c i a l e x p e r t i s e i n c o n s e r v a t i o n 

r u l e s and r e g u l a t i o n s . 

CHAIRMAN LEMAY: H i s q u a l i f i c a t i o n s a r e 

a c c e p t a b l e . 

Q. B e f o r e we l o o k a t y o u r s p r e a d s h e e t 

s u m m a r i z i n g y o u r w o r k , l e t me h a v e y o u , s i r , 
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r e s t a t e y o u r c o n c e r n s , on b e h a l f o f y o u r company, 

w i t h t h e p a r t i c u l a r l i m i t a t i o n s t h a t t h e D i v i s i o n 

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

i n s o f a r as i t c o v e r s t h e e n h a n c e d o i l r e c o v e r y 

p o r t i o n , 

A. My c o n c e r n s s t e m f r o m t h e E x a m i n e r ' s 

f o c u s on p r e v i o u s l y d r i l l e d w e l l s i n o u r 

p r o j e c t . I t seems t o me t h a t , i n r e a d i n g t h e 

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

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

d r i l l e d w e l l s , b e c a u s e i t d o e s n ' t m a t e r i a l l y 

i m p a c t t h e d i s p l a c e m e n t p r o c e s s o f a 4 0 - a c r e 

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

h a v e b e e n e x c l u d e d . 

So, my c o n c e r n s t h e r e a r e , o n e, t h i s i s 

a m a r g i n a l p r o j e c t , I t n e e d s a l l t h e h e l p i t c a n 

g e t , p a r t i c u l a r l y w i t h t h e o i l p r i c e s as t h e y a r e 

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

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

some p o l i c y , as o p p o s e d t o t h e s e p r e v i o u s l y 

d r i l l e d w e l l s i n a p r o j e c t w h e r e an o p e r a t o r -

comes i n a n d a s k s f o r a c e r t i f i c a t i o n when 

t h e y ' r e g o i n g t o c h a n g e t h e i r p a t t e r n s i n a 

p r o j e c t . 

Q. I n e x a m i n i n g t h e D i v i s i o n ' s h a n d l i n g o f 
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o t h e r EOR p r o j e c t s , c a n y o u s e p a r a t e o u t t h e i r 

p r o c e s s i n g o f new w a t e r f l o o d p r o j e c t s f r o m how 

t h e y h a v e h a n d l e d e x i s t i n g p r o j e c t s ? 

A . I'm n o t s u r e I u n d e r s t a n d t h e c/uest i o n .• 

Tom . 

Q. T h e r e ' s a w h o l e l i s t o f EOR p r o j e c t s 

t h a t h a v e b e e n p r o c e s s e d by t h e D i v i s i o n ? 

A. Yes. 

Q. Some o f t h o s e a p p l y t o new w a t e r f l o o d s " 

A. Yes. 

Q. And o t h e r s a p p l y t o w h a t we w o u l d 

c h a r a c t e r i z e a s e x p a n s i o n s of o l d p r o j e c t s ? 

A. Y e s . 

Q. A l l r i g h t . To u n d e r s t a n d t h e 

d e f i n i t i o n , what i s y o u r u n d e r s t a n d i n g of how t h e 

D i v i s i o n h a s d e f i n e d new w a t e r f l o o d p r o j e c t s ? 

What does t h a t mean? 

A. P r i m a r i l y on t h e b a s i s o f i n j e c t i o n . 

I f t h e r e was n o t i n j e c t i o n i n t h e p r o j e c t b e f o r e , 

on t h e p a r t i c u l a r r e s e r v o i r t h a t was g o i n g t o be 

f l o o d e d , t h e n I t h i n k t h a t ' s p r e t t y much a new 

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

Where t h e r e h a s b e e n p r i o r i n j e c t i o n , 

l i k e on one p a t t e r n , a nd t h e r e ' s g o i n g t o be a 

c h a n g e o f a p a t t e r n , o r i f t h e r e h a s b e e n p r i o r 
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i n j e c t i o n i n one zo n e a n d t h e o p e r a t o r w a n t s t o 

s t a r t i n a new z o n e o r t h e y w a n t t o e x p a n d 

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

h a d n ' t s e e n w a t e r f l o o d i n j e c t i o n b e f o r e , t h e n I 

t h i n k t h o s e a r e p r e t t y much h a n d l e d as e x p a n s i o n s 

o f e x i s t i n g w a t e r f l o o d p r o j e c t s , 

Q. When we l o o k a t t h o s e c a t e g o r i e s o f 

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

p r o j e c t s , a r e t h e r e any l i m i t a t i o n s p l a c e d u p o n 

t h o s e o p e r a t o r s t o d i s q u a l i f y , f r o m t h e EOR 

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

t h o s e new w a t e r f l o o d p r o j e c t s ? 

A. None t h a t I'm a w a r e o f , 

Q. A l l r i g h t . When we l o o k a t t h e 

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

w e ' r e t a l k i n g a b o u t as t h e k i n d s o f ways you c a n 

e x p a n d an e x i s t i n g p r o j e c t . 

A. As I m e n t i o n e d p r e v i o u s l y , a p r o j e c t , 

f o r s e v e r a n c e t a x p u r p o s e s — and t h i s i s b a s e d on 

my i n t e r p r e t a t i o n o f t h e r u l e s , a n d my 

e x p e r i e n c e — a p r o j e c t c o u l d be e x p a n d e d by-

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

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

e x p a n d e d g e o g r a p h i c a l l y , i n t o a n o t h e r h o r i z o n . 

I t ' s w i t h i n t h e same d e f i n e d i n t e r v a l a s , s a y , a 
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Queen o r a n o t h e r t y p e p o o l . 

T h e r e m i g h t be a n o t h e r z o n e t h a t ' s 

c o n t i n u o u s a n d h a s n o t s e e n a n y w a t e r i n j e c t i o n , 

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

i n t o t h a t new z o n e , o r , as i n o u r c a s e , he w a n t s 

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

t h e r e s e r v o i r w i t h w a t e r i n j e c t i o n as a r e s u l t o f 

t h a t c h a n g e i n p a t t e r n . 

Q. A r e y o u f a m i l i a r w i t h t h e 

C o m m i s s i o n - i s s u e d O r d e r R-9708, t h a t e s t a b l i s h e s 

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

r u l e s f o r q u a l i f y i n g a p r o j e c t f o r t h e EOR t a x 

r e d u c t i on? 

A. Ye s, I am. 

Q. When we l o o k a t t h e d e f i n i t i o n o f 

e x p a n s i o n o r e x p a n d e d u s e , m e a n i n g a s i g n i f i c a n t 

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

has t h e D i v i s i o n , i n o t h e r c a s e s , a p p r o v e d an 

8 0 - a c r e w a t e r f l o o d r e d u c t i o n t o 40, as a 

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

a l l o w e d o t h e r o p e r a t o r s t o h a v e a p r o j e c t a r e a 

q u a l i f y f o r t h e t a x r e d u c t i o n ? 

A. Y e s , t h e y h a v e . 

Q. D i d t h o s e o t h e r a p p r o v e d p r o j e c t a r e a s 

a l r e a d y c o n t a i n p r o d u c i n g o i l w e l l s ? 
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A . Yes , t h e y d i d . 

Q • D i d t h e o n l y c h a n g e i n p r o c e s s t h a t 

o c c u r r e d was f o r t h a t o p e r a t o r t o t a k e t h o s e 

e x i s t i n g w e l l b o r e s , r e c o n f i g u r e t h e m f o r 

i n j e c t i o n p u r p o s e s , a n d t h e r e b y r e d u c e t h e 

p a t t e r n t o 40 a c r e s ? 

p r o j e c t a r e a f o r i n j e c t i o n a n d , on t h e b a s i s o f 

t e s t i m o n y a n d e v i d e n c e t h a t e x i s t i n g , p r o d u c i n g 

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

t h e y w e r e made a p a r t o f t h e a p p l i c a t i o n and w e r e 

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

c r e d i t . 

Q. Do y o u see a n y r e q u i r e m e n t o r b a s i s , 

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

t h e EOR A c t , t o p u t t h i s t y p e o f l i m i t a t i o n on 

q u a l i f y i n g a p r o j e c t a r e a , by e x c l u d i n g t h o s e o i l 

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

A. No, I do n o t . 

Q. L e t ' s t u r n t o y o u r s p r e a d s h e e t , Mr. 

F o p p i a n o , i f y o u ' l l l o o k a t w h a t i s m a r k e d 

E x h i b i t No. 12. B e f o r e we d i s c u s s i t , d e s c r i b e 

w h a t y o u s e a r c h e d f o r , 

A. What I d i d i s l o o k a t t h e c a s e s t h a t 

w e r e v e r y s i m i l a r t o o u r s ; i n o t h e r w o r d s , c h a n g e 

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

come i n a n d t o l d t h e C o m m i s s i o n , " I ' m g o i n g t o 

c h a n g e t h e i n j e c t i o n p a t t e r n i n my w a t e r f l o o d , 

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

s e v e r a n c e t a x i n c e n t i v e r u l e . " 

And t h i s e x h i b i t , more o r l e s s , 

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

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

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

Q. L e t ' s t u r n t o t h e f i r s t one on y o u r 

s p r e a d s h e e t , w h i c h i s t h e T e x a c o c a s e . I t ' s 

Case No. 1 0 7 9 8 , h e a r d by t h e E x a m i n e r on A u g u s t 

1 2 t h o f 93. I t was h e a r d a p p r o x i m a t e l y , I 

b e l i e v e , a m o n t h a f t e r y o u r c a s e was h e a r d . 

Y o u r s was h e a r d i n J u l y o f 93, and T e x a c o ' s was 

h e a r d i n A u g u s t o f 9 3 

What d i d y o u f i n d when y o u e x a m i n e d t h 

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

A. W e l l , t h e y w e r e a p p l y i n g t o h a v e , j u s t 

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

8 0 - a c r e f i v e - s p o t s t o 4 0 - a c r e f i v e - s p o t s , e x a c t I 

w h a t y o u see h e r e , w h i c h was t h e s u b j e c t o f o u r 

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

I n t h e p r o j e c t a r e a t h a t t h e y 

d e s c r i b e d , a n d w h i c h was a p p r o v e d , t h e y h a d 33 
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w e l l s t h a t w e r e a l r e a d y p r o d u c i n g . And t h e 

t e s t i m o n y was t h a t t h o s e 33 w e l l s s h o u l d see an 

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

w e r e e x c l u d e d s h o u l d see an i n c r e a s e i n 

p r o d u c t i o n , a n d t h e n t h e y w e r e a l s o g o i n g t o add 

18 new w e l l s , e i t h e r c o n v e r s i o n s o f i n j e c t i o n 

w e l l s t o p r o d u c e r s , o r d r i l l new w e l l s . So, t h e y 

w e r e g o i n g t o a d d 18 p r o d u c i n g w e l l s . 

So, as a p e r c e n t o f t h e t o t a l number o f 

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

o r d e r , 65 p e r c e n t o f the m w e r e a l r e a d y p r o d u c i n g 

a t t h e t i m e t h e a p p l i c a t i o n was made. 

Q. I f y o u ' l l k e e p h a n d y E x h i b i t 12, b u t 

t u r n t o E x h i b i t 13, w h a t d o e s E x h i b i t 13 show? 

A. E x h i b i t 13 i s a r e p r o d u c t i o n o f t h e 

e x h i b i t t h a t was u s e d i n t h e T e x a c o h e a r i n g . As 

I m e n t i o n e d b e f o r e , t h e i r a p p l i c a t i o n was on t h e 

b a s i s o f c h a n g i n g p a t t e r n s f r o m 8 0 - a c r e f i v - s p o t 

t o 4 0 - a c r e f i v e - s p o t . They h ad t w o p o o l s , 

a c t u a l l y , t h e J a l m a t a n d t h e L a n g l i e - M a t t i x , so 

i t ' s h a r d t o see t h e p a t t e r n s i i i t h i s p i c t u r e 

h e r e b e c a u s e t h e y ' r e o f f s e t t i n g p a t t e r n s , 

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

The t e s t i m o n y i n t h e r e c o r d was t h a t 

t h e y w e r e 8 0 - a c r e f i v e - s p o t s a n d t h e y w e r e 

CUMBRE COURT REPORTING 
( 5 0 5 ) 9 8 4 - 2 2 4 4 



1 

2 

3 

4 

5 

6 

7 

8 

9 

1 0 

1 1 

1 2 

1 3 

1 4 

1 5 

1 6 

1 7 

1 8 

1 9 

20 

2 1 

2 2 

2 3 

2 4 

2 5 

5 9 

r e d e v e l o p i n g on 4 0 - a c r e f i v e s p o t s . T h e i r 

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

p r o d u c t i o n on 33 e x i s t i n g p r o d u c i n g w e l l s w i t h i n 

t h i s g r a y - s h a d e d a r e a t h a t y o u see on t h i s 

e x h i b i t . 

Q. I n t h e T e x a c o c a s e , d i d i t m a t t e r how-

much money T e x a c o was s p e n d i n g ? 

A. I d i d n ' t s ee t h a t i t m a t t e r e d , no. 

Q. D i d i t m a t t e r how much s e c o n d a r y o i l 

t h e y w e r e g o i n g t o r e c o v e r ? 

A. I d i d n o t see t h a t i t m a t t e r e d . 

Q. D i d i t m a t t e r i f t h e y h a d d r i l l e d t h e i 

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

p r i o r to t h e h e a r i n g ? 

A. I t d i d n ' t a p p e a r t o m a t t e r , n o . 

Q. D i d i t m a t t e r as t o how much an 

e c o n o m i c i n c e n t i v e i t was t o h a v e t h e p r o j e c t 

a p p r o v e d f o r EOR p u r p o s e s ? 

A. I b e l i e v e t h e r e w e r e some q u e s t i o n s by 

t h e E x a m i n e r t o t h a t e f f e c t , w h i c h w e r e a d d r e s s e 

v e r y s i m i l a r t o t h e way o u r w i t n e s s a d d r e s s e d 

them. 

Q. The e l e m e n t o f e n h a n c e m e n t o r i n c e n t i v 

i s n o t an i s s u e i n e i t h e r o r d e r , i s i t ? 

A, No, i t i s n o t . 
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Q. I s i t a t e s t , f o r t h e T e x a c o p r o j e c t . , 

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

A. A p p a r e n t l y n o t . I t was a p p r o v e d 

Q. L e t ' s t u r n now t o t h e P h i l l i p s c a s e . 

The P h i l l i p s c a s e d e a l s w i t h , t h e E a s t Vacuum 

G r a y b u r g / S a n A n d r e s U n i t , w h i c h i s a p r e s s u r e 

m a i n t e n a n c e p r o j e c t , r i g h t ? 

A. Y e s . 

Q . T h i s p r e s s u r e m a i n t e n a n c e p r o j e c t 

q u a l i f i e d f o r t h e EOF c r e d i t ? 

A. Yes. T h i s c h a n g e o f p a t t e r n i n t h e s e 

p r o j e c t a r e a s d i d q u a l i f y . 

MR. KELLAHIN: The h e a r i n g i n t h i s 

c a s e , Mr. C h a i r m a n , was i n Case 1 0 7 7 9 . I t was 

h e a r d on J u l y 29, 1993. I t was t h e h e a r i n g a f t e r 

t h e Oxy h e a r i n g was p r e s e n t e d t o t h e D i v i s i o n . 

Q. Now, P h i l l i p s h a d a r a t h e r c o m p l i c a t e d 

p r o c e s s , d i d i t n o t ? They had f i v e a r e a s w i t h i n 

t h e u n i t ? 

A. Yes. T h i s was a C0-2 w a t e r 

i n j e c t i o n - t y p e p r o j e c t , a t e r t i a r y - t y p e p r o j e c t . 

What t h e n e x t f o u r e x h i b i t s show, a r e 

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

t h e y a p p l i e d f o r i n t h a t one a p p l i c a t i o n . They 

c a l l e d t h e m A r e a 2, A r e a 3, A r e a 4 and A r e a 5. 
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And A r e a 1 i s n o t i n c l u d e d b e c a u s e t h e r e h a d n o t 

b e e n a n y p r i o r i n j e c t i o n i n A r e a 1 , so i t was 

h a n d l e d , more o r l e s s , as a new t y p e p r o j e c t . 

And A r e a s 2 t h r o u g h 5, t h e r e h a d b e e n i n j e c t i o n 

g o i n g on p r i o r , a n d t h e r e was a c h a n g e o f 

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

t h e E x a m i n e r t o q u a l i f y as a s i g n i f i c a n t c h a n g e 

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

Q. L e t ' s t a k e A r e a 2 and l o o k a t t h e map 

f o r a m i n u t e . 

A. Okay. 

Q. The a r e a a p p r o v e d , i s t h a t a r e a 

d e s c r i b e d by t h e b l u e l i n e ? 

A. Y e s . 

Q. W i t h i n t h a t a r e a , w h a t was P h i l l i p s 

p r o p o s i n g t o do? 

A. What P h i l l i p s was p r o p o s i n g t o do was 

t o a d d t h r e e new i n f i l l p r o d u c e r s . T h e r e was 

a l r e a d y one i n j e c t i o n w e l l b e i n g u s e d , W e l l #8 

t h e r e . I t ' s r a t h e r d i f f i c u l t t o s e e , b u t i t ' s 

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

i t , k i n d o f i n t h e c e n t e r o f A r e a 2. T h a t was 

b e i n g u t i l i z e d as a CO-2 w a t e r i n j e c t i o n w e l l . 

T h e y w e r e g o i n g t o a d d t h r e e new i n f i l 

p r o d u c i n g w e l l s , # 2 0 , #13 a n d # 2 1 , a n d add 
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a n o t h e r i n j e c t i o n w e l l , w h i c h was W e l l #1 t h e r e . 

And, p r e t t y much what t h e y were d e s c r i b i n g t h i s 

c hange was, was t o go from j u s t a change i n 

p a t t e r n . I t was k i n d of an i r r e g u l a r p a t t e r n , 

but i t was t o imp r o v e t h e sweep e f f i c i e n c y i n s i d e 

t h i s l i t t l e p r o j e c t a r e a , j u s t l i k e an 8 0 - a c r e to 

a 4 0 - a c r e would do. 

Q. T h e y ' r e g o i n g t o h a v e a t o t a l o f 10 

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

A. T h a t i s c o r r e c t , a n d s e v e n o f them w e r e 

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

made . 

Q. D i d t h e E x a m i n e r e x c l u d e t h o s e s e v e n 

p r o d u c i n g w e l l s ? 

A. No, t h e y w e r e a p p r o v e d i n t h e o r d e r . 

Q. A l l r i g h t . L e t ' s t u r n t o A r e a 3. 

T h a t ' s E x h i b i t No. "•". D e s c r i b e what t h e p l a n 

was h e r e . 

A. I n A r e a 3, t h e A p p l i c a n t t e s t i f i e d t h a t 

t h e y were g o i n g to change t h e p a t t e r n from two 

8 0 - a c r e n i n e - s p o t s i n t h i s b l u e o u t l i n e a r e a , to 

a 1 6 0 - a c r e l i n e d r i v e - t y p e p a t t e r n . T h e r e a g a i n , 

a n o t h e r change of p a t t e r n , change of d i s p l a c e m e n t 

t y p e of a p p l i c a t i o n . 

And t h e i r a c t i v i t y t h a t t h e y s a i d t h e y 
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w e r e g o i n g t o u n d e r t a k e was. t h e y w e r e g o i n g t u 

ad d a n o t h e r i n j e c t i o n w e l l a n d t h r e e new 

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

c u r r e n t l y t w o a c t i v e CO-2 w a t e r i n j e c t o r s , W e l l s 

#5 a n d # 2 . As y o u c a n s e e . W e l l #002 i s t h e new 

i n j e c t o r t h a t t h e y ' r e g o i n g t o add t h e r e . 

So t h e y w e r e g o i n g t o h a v e t h r e e new 

i n j e c t i o n w e l l s t h e r e , a n d t h r e e new p r o d u c e r s , 

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

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

t h e y ' r e g o i n g t o a d d t h r e e , so t h e y h a d a t o t a l 

o f 12 p r o d u c i n g w e l l s d e s c r i b e d a n d a p p r o v e d i n 

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

Q. As t h e p r o j e c t was a p p r o v e d , t h e r e w e r e 

f i v e w e l l s p r o d u c i n g o r w i l l be p r o d u c i n g w i t h ! n 

t h e a p p r o v e d p r o j e c t a r e a ? 

A. S e v e n . 

Q. A r e a 3 ? 

A . A r e a 3 . 

Q. We've g o t — 

A. T h e r e ' s a t o t a l o f 12 p r o d u c i n g w e l l s , 

s e v e n o f w h i c h w e r e a l r e a d y t h e r e when t h e 

a p p l i c a t i o n was f i l e d . 

Q. I'm r e a d i n g on y o u r s p r e a d s h e e t , t h e 

n e x t l i n e down. I t s a y s n i n e . 
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A. N i n e , t h a t ' s c o r r e c t . 

Q. N i n e . T h r e e new, t o t a l o f 12. A l l 12 

g e t a p p r o v e d ? 

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

Q. L e t ' s go t o A r e a 4. A g a i n , w h a t ' s t h e 

p l a n ? 

A. The p l a n a t t h a t p o i n t was b a s i c a l l y t o 

c h a n g e t h e p a t t e r n f r o m one 8 0 - a c r e n i n e - s p o t , t o 

one 7 0 - a c r e n i n e - s p o t i n a 1 5 0 - a c r e l i n e d r i v e . 

And, i n t h e p r o c e s s o f d o i n g t h a t , t h e y w e r e 

g o i n g t o u t i l i z e t w o e x i s t i n g C0-2 a n d w a t e r 

i n j e c t i o n w e l l s , Wei I s -#6 a n d # 8 , and t h e y w e r e 

g o i n g t o a d d one new i n j e c t i o n w e l l , W e l l #1 

t h e r e , a n d one new p r o d u c e r . 

I n t h a t a r e a , n i n e w e l l s w e r e a l r e a d y 

p r o d u c i n g a n d a p p r o v e d as p a r t o f t h e o r d e r , a n d 

t h e y w e r e g o i n g t o a d d one p r o d u c i n g w e l l , so 

t h e y h a d a t o t a l o f 10 p r o d u c i n g w e l l s t h a t w e r e 

a p p r o v e d i n t h e p r o j e c t a r e a . 

Q. I s t h e P h i l l i p s o r d e r t h a t a p p r o v e d 

A r e a 4, l i m i t e d o n l y t c t h e one new p r o d u c i n g o i l 

w e l l w i t h i n t h e p r o j e c t a r e a ? 

A. No, i t ' s n o t . 

Q. I t a p p r o v e s a l l 10 w e l l s t h a t w i l l 

p r o d u c e o i l i n t h e p r o j e c t a r e a ? 
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A. And t h e b a s i s o f t h a t was t h a t t h o s e 

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

see r e s p o n s e f r o m t h i s p r o p o s e d c h a n g e , j u s t l i k e 

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

w o u l d s ee some r e s p o n s e f r o m t h e 4 0 - a c r e 

r e d e v e l o p m e n t t h a t we 'were p r o p o s i n g . 

Q. I s n ' t t h a t t h e p l a n o f t h e A > t and o f 

t h e o r d e r ? 

A. T h a t ' s my i n t e r p r e t a t i o n , y e s . 

Q. To a p p r o v e a p r o j e c t a r e a ? 

A. Yes. 

Q. And t o g e t t h e r e s e v v o i r e n g i n e e r s t o 

l o o k a t t h a t a r e a , a n d t o see i f t h e r e ' s g o i n g t o 

be some r e s p o n s e ? And i t ' s n o t m e a s u r e d by 

i n d i v i d u a l w e l l s , i s i t ? 

A. No. I t a p p e a r s t h e A c t and t h e r u l e 

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

l i k e we h a v e . Once y o u d e f i n e t h i s i s w h a t 

y o u ' r e g o i n g t o do. a n d i t ' s a p p r o v e d , i t w o u l d 

seem t h a t t h a t ' s t h e b e s t way t o d e s c r i b e i t 

a e r i a l l y , as o p p o s e d t o w e l l by w e l l . 

Q. T h e r e ' s n o t h i n g w r o n g w i t h a n y o f t h e s e 

P h i l l i p s a r e a s , i s t h e r e ? I f t h a t i s t h e a r e a 

t h a t ' s e f f e c t e d , t h a t t h e e n g i n e e r s c a n d e t e r m i n e 

i s g o i n g t o be i m p a c t e d by t h e f l o o d , t h e n t h a t ' s 
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w h a t t h e p r o j e c t a r e a o u g h t t o be, r i g h t ? 

A. I f t h o s e w e l l s a r e t r u l y g o i n g t o see 

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

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

on down i n t h e r e s e r v o i r , t h e n , y e s , I t h i n k t h e 

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

Q. L e t ' s l o o k a t t h e l a s t a r e a , A r e a 5, i , 

t h e P h i l l i p s o r d e r . What was t h e p l a n ? 

A. P r e t t y much t h e same as t h e p r e v i o u s 

o n e s . T h e i r p l a n h e r e was t o c h a n g e t h e p a t t e r n 

f r o m an 8 0 - a c r e i n v e r t e d n i n e - s p o t , t o an 8 0 - a c r 

l i n e d r i v e , a n d i n o r d e r t o do t h a t , t h e y w e r e 

g o i n g t o add one i n j e c t i o n w e l l t o t h e e x i s t i n g 

i n j e c t i o n w e l l t h e y a l r e a d y h a d o u t t h e r e , a n d 

d r i l l no new p r o d u c e r s ; j u s t u t i l i z e t h e s e v e n 

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

when t h e a p p l i c a t i o n was f i l e d . 

Q. A g a i n , t h e same t y p e o f t h i n g t h a t t h e 

o t h e r s had? 

A. Same t y p e o f t h i n g . 

Q. A l l r i g h t . 

MR. KELLAHIN: Mr. C h a i r m a n , E x h i b i t s 

18 a n d 19, E x h i b i t 18 i s t h e a c t u a l T e x a c o o r d e r 

i f y o u w a n t t o l o o k a t t h e e x a c t l a n g u a g e . The 

P h i l l i p s o r d e r i s E x h i b i t 19, and a g a i n , i t h a s 
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t h e s p e c i f i c d e t a i l s o f t h a t o r d e r . 

Q. I n c o n c l u s i o n , Mr. F o p n i a P o , s u m m a r i z e 

f o r us what i t i s t h ^ t y o u ' r e a s k i n g t h e 

C o m m i s s i o n to do. 

A. We're a s k i n g t h e C o m m i s s i o n t o amend 

t h e E x a m i n e r ' s O r d e r so i t a p p l i e s t o t h e f i v e 

p r e v i o u s l y - d r i l l e d w e l l s t h a t w e r e i n e x i s t e n c e 

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

l i n e w i t h w h a t i s a p p a r e n t l y e x i s t i n g p o l i c y now, 

as e v i d e n c e d by t h e T e x a c o a nd P h i l l i p s c a s e s 

t h a t w e r e a p p r o v e d s u b s e q u e n t t o o u r s . 

MR. KELLAHIN: T h a t c o n c l u d e s my 

e x a m i n a t i o n o f Mr. F o p p i a n o . We move t h e 

a d m i s s i o n o f h i s E x h i b i t s 12 t h r o u g h 19. 

CHAIRMAN LEMAY: W i t h o u t o b j e c t i o n , 

E x h i b i t s 12 t h r o u g h 19 w i l l be a d m i t t e d i n t o t h e 

r e c o r d . 

CHAIRMAN LEMAY: C o m m i s s i o n e r C a r l s o n . 

EXAMINATION 

BY COMMISSIONER CARLSON: 

Q. Were t h e r e a ny c a s e s , p r i o r t o y o u r 

c a s e , b e f o r e a H e a r i n g E x a m i n e r ? The T e x a c o and 

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

A. T h a t ' s c o r r e c t . C o m m i s s i o n e r C a r l s o n , 

t h e r e was a p r i o r c a s e . We c a l l i t t h e M a r a t h o n 
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c a s e . I t was p r e t t y much t h e f i r s t one o u t o f 

t h e b o x f o r e x p a n s i o n s . 

I n t h a t c a s e , a nd I s u s p e c t i t was t h e 

s o u r c e o f t h e E x a m i n e r ' s r e l u c t a n c e i n g r a n t i n g 

us e v e r y t h i n g we a s k e d f o r , b u t , i n t h a t c a s e , 

w h a t d i s t i n g u i s h e s us f r o m t h a t one i s t h a t t h e 

o p e r a t o r , when t h e y came i n and f i l e d f o r t h a t , 

t h e y h a d done a l l t h e w o r k , t h e y h a d c o n v e r t e d 

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

t h e r e , w a i t i n g , when t h e y f i l e d t h e a p p l i c a t i o n . 

So, a l l t h e w o r k h a d a l r e a d y b e e n d o n e , 

as o p p o s e d t o o u r c a s e , w h i c h i s , we came i n and 

we s a i d , "We've g o t a p r o j e c t . I t r e q u i r e s t h e 

c o n v e r s i o n o f e x i s t i n g p r o d u c e r s t o i n j e c t i o n 

s e r v i c e , d r i l l i n g o f new w e l l s , " a n d we had n o t 

s p e n t t h a t money when we f i l e d t h e a p p l i c a t i o n . 

I t was a p r o j e c t t h a t was down t h e r o a d . 

W h e r e a s i n M a r a t h o n ' s c a s e , I c a n 

u n d e r s t a n d t h e E x a m i n e r ' s r e l u c t a n c e . They w e r e 

w o r r i e d , Was t h i s t r u l y an i n c e n t i v e ? So I 

t h i n k , t h r o u g h an e x e r c i s e o f c a u t i o n , M a r a t h o n 

was d e n i e d . 

Q. I n y o u r e x a m i n a t i o n o f t h e f i l e s i n 

t h e s e c a s e s , y o u m e n t i o n e d t h e r e w a s n ' t much 

d i s c u s s i o n o f t h e e c o n o m i c s ? 
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A. T h e r e was i n t h e T e x a c o c a s e . As I 

r e c a l l f r o m t h e t r a n s c r i p t , t h e r e was some 

d e c i s i o n on t h e e c o n o m i c s . T h e r e was some 

q u e s t i o n , i n f a c t i f I r e c a l l c o r r e c t l y , a b o u t 

t h e e f f e c t o f t h e t a x i n c e n t i v e . You know, was 

i t t r u l y an i n c e n t i v e , t h i s k i n d o f t h i n g . 

S i m i l a r t o t h e same q u e s t i o n s y o u w e r e a s k i n g o f 

o u r w i t n e s s . 

Q. I s i t y o u r o p i n i o n t h a t e c o n o m i c 

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

w h e t h e r a m a j o r e x p a n s i o n i s g o i n g t o o c c u r ? 

A. I d o n ' t t h i n k i t s h o u l d be a t e s t f o r 

t h e A p p l i c a n t , t h a t t h e i n c e n t i v e makes o r b r e a k s 

a p r o j e c t , b e c a u s e i n t r u t h , C o m m i s s i o n e r , I 

d o n ' t t h i n k a n y o f us w o u l d be b e f o r e y o u i f t h a t 

was t h e t e s t . I t i s an i n c e n t i v e . 

I t h i n k c e r t a i n l y i t ' s a p p r o p r i a t e t o 

as k q u e s t i o n s a n d e l i c i t t e s t i m o n y a b o u t how much 

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

t h e b a s i s o f t h e f a c t t h a t i t may n o t be much o f 

an i n c e n t i v e , c a u s e s me, a t l e a s t , some p r o b l e m s 

b e c a u s e — i t ' s k i n d o f l i k e , we l o o k a t t h e s e 

i n c e n t i v e s i n t o t a l . 

New M e x i c o h a s an i n c e n t i v e , t h e f e d s 

h a v e an i n c e n t i v e , w i t h t h e F I T t a x c r e d i t a n d 
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t h e r o y a l t y r e d u c t i o n s , a n d we t r y and t a k e 

a d v a n t a g e o f e v e r y s i n g l e one we c a n t o i m p r o v e 

t h e e c o n o m i c s o f o u r p r o j e c t . T h a t ' s t h e 

a p p r o a c h we t a k e . 

I t h i n k i t ' s f a i r t o a s k w h a t k i n d o f 

an i n c e n t i v e i t i s , b u t I w o u l d h a t e t o •.-<•<.•- t h e 

C o m m i s s i o n d e n y a n y a p p l i c a t i o n s on t h e b a s i s o f 

how much o f an i n c e n t i v e i t may be f o r an 

o p e r a t o r . 

Q. B u t c o s t s a n d e c o n o m i c s s h o u l d be 

i n d i c a t i v e i f i t i s , i n f a c t , a m a j o r e x p a n s i o n , 

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

b u s i n e s s o f o p e r a t i n g a u n i t , i s n ' t t h a t c o r r e c t 

A. S u r e . I t h i n k t h e r e ' s p o t e n t i a l f o r 

a b u s e . T h e r e ' s p o t e n t i a l f o r o p e r a t o r s t o do a 

v e r y , v e r y i n s i g n i f i c a n t c h a n g e . Add a l i t t l e 

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

c o s t s 2,000 b u c k s a m o n t h , a n d come i n a n d a s k 

f o r a s e v e r a n c e t a x i n c e n t i v e a n d g e t a huge 

w i n d f a l l o v e r s o m e t h i n g t h a t d o e s n ' t r e a l l y mean 

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

s o m e t h i n g f o r n o t h i n g . 

So, b e c a u s e o f t h a t p o t e n t i a l f o r 

a b u s e , I t h i n k i t ' s v e r y p r o p e r t o e x a m i n e , w h a t 

a r e y o u s p e n d i n g ? What k i n d o f a c t i v i t y i s t h i s 
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g o i n g t o b e , i n t e r m s o f d r i l l i n g new w e l l s ? and 

t h a t k i n d o f t h i n g . I f u l l y a g r e e w i t h t h a t , 

COMMISSIONER CARLSON: T h a t ' s a l l I 

h a v e . 

CHAIRMAN LEMAY: C o m m i s s i o n e r W e i s s ? 

COMMISSIONER WEISS: Yes. 

EXAMINATION 

BY COMMISSIONER WEISS: 

Q. I h a v e a q u e s t i o n c o n c e r n i n g y o u r 

i n t e r p r e t a t i o n o f t h e r u l e . On page 5 o f E x h i b i t 

2, s p e c i f i c a l l y 2 ( A ) ( 3 ) , w h a t ' s a " p o s i t i v e 

p r o d u c t i o n r e s p o n s e , " a n d how d i d y o u go a b o u t 

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

do t h a t ? I t h i n k y o u h a v e t o do s o m e t h i n g a b o u t 

t h a t b e f o r e y o u g e t t a x r e l i e f . 

A. Yes. T h a t ' s my u n d e r s t a n d i n g , a l s o , i s 

t h a t t h i s i s j u s t a, more o r l e s s , t h r e e - p h a s e 

p r o c e s s ; Phase I b e i n g t o c e r t i f y t h e p r o j e c t 

a r e a . Phase I I , a f t e r y o u ' v e commenced i n j e c t i o n , 

y o u come i n a n d show t h a t y o u ' v e r e c e i v e d some 

r e s p o n s e f r o m t h i s p r o j e c t , a n d t h e n Phase I I I 

y o u go t o t h e Revenue & T a x a t i o n D e p a r t m e n t a n d 

g e t y o u r c r e d i t . 

Y o u r q u e s t i o n i s , i f I i n t e r p r e t i t 

c o r r e c t l y , how w o u l d we show o u r r e s p o n s e ? 
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Q. N o t o n l y t h a t , b u t how h a v e t h e s e o t h e r 

p e o p l e , T e x a c o a nd P h i l l i p s s p e c i f i c a l l y , done 

t h a t ? 

A. To my k n o w l e d g e , no one has come i n yr t 

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

Q. How do y o u p l a n t o do i t ? 

A. B a s e d on my e x p e r i e n c e , a n d t h i s i s a 

v e r y s i m i l a r l a w t o T e x a s , a n d I h a v e f i l e d a l l 

o v e r f o r my company i n T e x a s , I ' v e done some o f 

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

b e c a u s e Phase I o f t h i s p r o c e s s i s a t e c h n i c a l 

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

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

p r o j e c t , t h a t t h e s e c o n d p h a s e s h o u l d be a 

v e r y — j u s t a v e r y f a c t u a l r e v i e w o f l o o k i n g a t 

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

f r o m t h e p r o j e c t , a n d i n t o t a l . 

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

t a l k i n g t o Oxy, "You s a i d y o u w e r e g o i n g t o 

c o n v e r t t h e s e w e l l s , d r i l l new p r o d u c e r s , " so 

f o r t h a n d so o n . You come i n f o r r e s p o n s e 

c e r t i f i c a t i o n , " D i d y o u do w h a t y o u s a i d y o u w e r e 

g o i n g t o do? I f y o u d i d , show me w h a t r e s p o n s e 

y o u g o t f r o m i t . Show me y o u r p r o d u c t i o n g r a p h 

on t h e p r o j e c t a r e a , a l l t h e p r o d u c i n g w e l l s i n 
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t h e p r o j e c t a r e a . Bo I see i n j e c t i o n on t h e r e ? 

Do I s e e a r e s p o n s e t o t h a t i n j e c t i o n ? " 

T h e n , i f s o , I t h i n k t h e r e s p o n s e 

s h o u l d be c e r t i f i e d a n d b a c k d a t e d t o t h e d a t e t h e 

r e s p o n s e was f i r s t o b s e r v e d . I t h i n k i t ' s p r e t t y 

much l o o k i n g a t t h e p r o d u c t i o n a n d i n j e c t i o n , and 

e v a l u a t i n g t h e o p e r a t o r ' s p l a n s ; w h a t he d i d , 

c o m p a r e d t o w h a t he s a i d he was g o i n g t o do. 

Q. Now, t h i s i s h y p o t h e t i c a l . L e t ' s s a y , 

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

Seven R i v e r s b y m i s t a k e , p u t t h e w a t e r i n t h e r e 

a n d d i d n ' t g e t i t i n t h e Queen, so y o u w o u l d n ' t 

h a v e a n y p r o d u c t i o n r e s p o n s e . Then y o u ' r e n o t 

e n t i t l e d t o a n y t a x r e l i e f , i s t h a t c o r i e c t ? 

A. And t h e r e may be one p a r t i c u l a r p r o b l e m 

on a w e l l - b y - w e l l b a s i s i n t h i s p r o j e c t a r e a 

t h a t , f o r some r e a s o n , h a s n o t s e e n a r e s p o n s e . 

I n my m i n d , a s k i n g t h e A p p l i c a n t t o w a i t u n t i l 

h e ' s g o t a r e s p o n s e , on a w e l l - b y - w e l l b a s i s f o r 

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

t r e m e n d o u s b u r d e n on t h e C o m m i s s i o n , a nd i s g o i n g 

t o p r e s e n t a t r e m e n d o u s b u r d e n on t h e o p e r a t o r . 

T h e r e ' s a l o t o f t h i n g s t h a t can c h a n g e 

o r e f f e c t t h e p r o d u c t i o n , when y o u l o o k a t i t on 

a w e l l - b y - w e l l b a s i s ; c h a n g i n g o u t a pump, 
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s t i m u l a t i n g t h e w e l l , t h e s e k i n d s o f t h i n g s . 

P l u s , t h e y a l l w i l l n o t see a r e s p o n s e a t t h e 

same t i m e . 

P a r t i c u l a r l y i n T e x a c o ' s c a s e , t h e 

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

see a r e s p o n s e b e f o r e t h e w e l l s f a r t h e r away do. 

And s h o u l d an o p e r a t o r h a v e t o w a i t u n t i l e v e r y 

w e l l s e e s a r e s p o n s e ? I n my m i n d , I d o n ' t t h i n k 

s o . 

I t h i n k i f t h e p r o j e c t a r e a s e e s a 

r e s p o n s e , i f t h e o p e r a t o r d i d what he s a i d he was 

g o i n g t o do, and t h e p r o j e c t a r e a p r o d u c t i o n 

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

be c e r t i f i e d . 

COMMISSIONER WEISS: Thank you. I have 

no more q u e s t i o n s . 

EXAMINATION 

BY CHAIRMAN LEMAY: 

Q. I w o u l d l i k e t o e x p l o r e t h i s , how t o 

q u a l i f y an a r e a , b e c a u s e i t t e n d s t o a f f e c t t h e 

o v e r a l l r e s p o n s e . A g r e e d , we h a v e n ' t s e e n a 

p o s i t i v e p r o d u c t i o n r e s p o n s e . B u t l e t ' s p l a y 

some h y p o t h e t i c a l games a g a i n . 

A. Okay. 

Q. Oxy w a n t s t h i s y e l l o w a r e a — an d I'm 
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b a c k on E x h i b i t No. 10, t h e one t h a t ' s on t h e 

b o a r d up t h e r e . 

A. Okay. 

Q. You a r e l o o k i n g f o r a p o s i t i v e 

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

W o u l d i t be y o u r i n t e r p r e t a t i o n i f t h a t w e l l , 

s a y , f o r e x a m p l e , W e l l # 2 0 , t h a t ' s n o t i n t h e 

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

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

q u a r t e r o f t h e n o r t h w e s t q u a r t e r o f S e c t i o n 5 — 

A. Yes, s i r , I see i t . 

Q. — w o u l d y o u e x p e c t t o r e t r o a c t i v e l y g e t 

t h a t w e l l q u a l i f i e d as a t a x c r e d i t w e l l , b e c a u s e 

i t ' s o u t s i d e t h e a r e a b u t w o u l d r e c e i ve a 

r e s p o n s e ? 

A. My i n t e n t i o n was, a n d I'm t h e one t h a t 

t o l d our guys how to draw t h e p r o j e c t a r e a , was 

to t a k e a v e r y c o n s e r v a t i v e a p p r o a c h on an a r e a 

t h a t w o u l d be a f f e c t e d by t h e 4 0 - a c r e d e v e l o p m e n t 

p a t t e r n . I b e l i e v e t h e r e ' s p o t e n t i a l f o r W e l l 

#20, and o t h e r w e l l s t h a t a r e s u r r o u n d i n g t h e 

p r o p o s e d new i n j e c t i o n w e l l s , to s e e a r e s p o n s e , 

but t h e y a l s o w i l l s e e some i n f l u e n c e from some 

o t h e r w e l l s t h a t a r e a l r e a d y on i n j e c t i o n or have 

been i n j e c t e d i n t o b e f o r e . 
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So, my i n t e n t w i t h t h e y e l l o w a r e a was 

t o be v e r y c o n s e r v a t i v e a n d j u s t c o n f i n e i t t o 

t h e 4 0 - a c r e p a t t e r n s t h a t we w e r e p r o p o s i n g . 

B u t , I t h i n k t h e c a s e c o u l d be made t o add more 

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

o t h e r o p e r a t o r s h a v e done i n s u b s e q u e n t 

a p p l i c a t i o n s . 

Q. Do y o u see t h e p r o b l e m , t h e d i l e m m a 

w e ' r e f a c i n g h e r e ? Y o u ' r e c o m i n g t o t h e 

C o m m i s s i o n , a n d b e f o r e y o u i n j e c t w a t e r y o u ' r e 

s a y i n g , We 1 r e g o i n g t o s p e n d t h i s a mount o f 

money. T h i s i s t h e a r e a we t h i n k , w i l l be 

a f f e c t e d by o u r i n v e s t m e n t . And t h e n , a f t e r t h e 

f a c t , y o u ' l l make t h e i n v e s t m e n t . , y o u ' l l come 

b a c k , a n d y o u may o r may n o t r e c e i v e r e s p o n s e s 

w i t h i n t h a t y e l l o w a r e a , y o u may r e c e i v e 

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

e s s e n c e , r e d r a w t h e y e l l o w a r e a t o c o n f o r m t o 

w h e r e y o u r e c e i v e t h e 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 . 

B u t t h e way I see t h e r u l e s a n d 

r e g u l a t i o n s i n t h e b i l l , we w o u l d o n l y c e r t i f y , 

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

r e s p o n s e . T h a t may t a k e some f i x i n g . We're 

c o n c e n t r a t i n g on t h e q u a l i f y i n g a r e a now, and 
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t h a t ' s why I r a i s e d t h a t p o i n t . 

S p e c i f i c a l l y to y o u r p r o j e c t 

p l a y one more s c e n a r i o w i t h you, and I want you 

to t h i n k c l o s e l y a b o u t t h e an s w e r to t h i s . L e t ' s 

assume t h o s e f i v e w e l l s t h a t were d r i l l e d i n 1933 

were d r i l l e d i n 1973, and l e t ' s assume t h a t t h o s e 

w e l l s had r e c e i v e d some k i n d of a b e n e f i t by t h e 

r e s p o n s e of t h e f l o o d b a c k t h e n . Would you be 

h e r e t o d a y , t r y i n g to q u a l i f y t h o s e w e l l s a s 

b e i n g p a r t of t h e y e l l o w a r e a f o r t h e 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 ? 

A. M o s t d e f i n i t e l y . 

Q. Why? 

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

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

f r o m 8 0 - a c r e t o 4 0 - a c r e . Y o u ' r e c o n t a c t i n g new 

a r e a s o f t h e r e s e r v o i r y o u h a v e n ' t c o n t a c t e d 

b e f o r e , b e c a u s e o f t h e d i s c o n t i n u i t y o f t h e 

r e s e r v o i r , as t e s t i f i e d t o b e f o r e , t h e i n f i l l 

d r i l l i n g i m p r o v e s t h e sweep e f f i c i e n c y . A l l 

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

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

Q. I a s k e d y o u t o t h i n k a b o u t t h a t 

q u e s t i o n . Had t h o s e w e l l s b e e n d r i l l e d b a c k i n 

1973 , w o u l d n o t t h a t p a r t i c u l a r p a r t o f t h e f l o o d 
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be a f i v e - s p o t f l o o d , a n d w o u l d n o t t h a t h a v e 

b e n e f i t e d , t h e n , by w h a t a m o u n t e d t o maybe a 

f i v e - f o o t 4 0 - a c r e f l o o d w i t h i n an 8 0 - a c r e a; • • • ~ 

A. You d o n ' t h a v e a f i v e - s p o t 4 0 - a c r e 

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

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

w h a t c h a n g e s t h e d i s p l a c e m e n t p r o c e s s , i n my 

o p i n i o n . You h a v e t o p u t w a t e r i n t h o s e f o «r 

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

d i s p l a c e m e n t . 

J u s t t h e f a c t t h a t y o u h a d t h e m t h e r e 

a n d t h e y w e r e p r o d u c i n g — i n f a c t , I c o u l d make an 

a r g u m e n t t h a t i t ' s more b e n e f i c i a l , b e c a u s e 

y o u ' r e r e c o v e r i n g t h e p r i m a r y p o r t i o n o f t h e 

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

t h e s e c o n d a r y a s s o c i a t e d w i t h t h e 4 0 - a c r e 

r e d e v e l o p m e n t . 

W h e r e a s on t h e s e new d r i l l s , t h e r e ' s 

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

p o t e n t i a l f o r a l i t t l e more o i l t o g e t q u a l i f i e d 

w i t h t h o s e new w e l l s t h a n w o u l d h a v e g o t t e n 

q u a l i f i e d w i t h t h e o l d o n e s , b e c a u s e y o u ' v e 

d e p l e t e d t h e a r e a more w i t h t h e o l d w e l l s . 

Q. W e l l , t h e n e x t w i t n e s s may g e t i n t o t h e 

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

b e , i f c a p i t a l i n v e s t m e n t was b e i n g made, and 

" s i g n i f i c a n t " i s p r o b a b l y a p r e t t y g o o d w o r d 

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

b e n e f i t s o f t a x r e l i e f . 

I f t h e w e l l s were a l r e a d y t h e r e , and 

what y o u ' r e d o i n g i s , a g r e e d , g o i n g from an 

8 0 - a c r e t o a 4 0 - a c r e f i v e - s p o t , b u t , i n e s s e n c e , 

o n l y i n j e c t i n g w a t e r , r e v e r s i n g t h e p a t t e r n w i t h 

w e l l s t h a t a r e a l r e a d y t h e r e , i s n ' t t h e r e some 

q u e s t i o n i n y o u r mind w h e t h e r t h a t s h o u l d 

q u a l i f y ? 

A. W e l l , h e r e a g a i n , no, t h e r e i s n ' t , 

b e c a u s e i t t a k e s s i g n i f i c a n t i n v e s t m e n t t o 

commence t h e 4 0 - a c r e i n j e c t i o n , e v e n when y o u 

h a v e t h o s e w e l l s a l r e a d y d r i l l e d t h e r e . I t h i n k 

one o f t h e p r i o r e x h i b i t s i l l u s t r a t e s t h a t t h e 

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

a b o u t a m i l l i o n d o l l a r s o f t h a t 2.7 m i l l i o n 

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

So t h e r e ' s 1.7 m i l l i o n d o l l a r s 

a d d i t i o n a l c a p i t a l w e ' r e g o i n g t o s p e n d , w h i c h I 

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

s p e n d , w h i c h I t h i n k i s s i g n i f i c a n t , j u s t t o 

c o n v e r t t h e i n j e c t i o n w e l l s , e v e n i f a l l 10 o f 

CUMBRE COURT REPORTING 
(5 05) 9 8 4 - 2 2 4 4 



1 

2 

3 

4 

5 

6 

7 

8 

9 

1 0 

1 1 

1 2 

1 3 

1 4 

1 5 

1 6 

1 7 

1 8 

1 9 

2 0 

2 1 

2 2 

2 3 

24 

25 

3 0 

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

I t h i n k t h a t ' s a s i g n i f i c a n t i n v e s t m e n t 

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

n e c e s s a r y t o g e t t h e 4 0 - a c r e d i s p l a c e m e n t 

p a t t e r n , w h i c h i s r e a l l y t h e t h i n g t h a t r e s u l t s 

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

was c o n t e m p l a t e d u n d e r t h e A c t , when t h e A c t 

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

t h e d i s p l a c e m e n t o f o i l . T h a t ' s why I k e e p 

k e y i n g o f f o f — i n j e c t i o n , r e a l l y , i s w h a t i s 

c h a n g i n g . 

Q. You u n d e r s t a n d o u r p r o b l e m . What w e ' r e 

t r y i n g t o do i s g e t away f r o m a d d i n g a f e w b u g s , 

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

t h a t w o u l d t r u l y r e c o v e r more o i l when g e t t i n g 

t h e c r e d i t , a n d w e ' r e t r y i n g t o d r a w t h a t l i n e . 

T h a t ' s why a l l t h e s e q u e s t i o n s , I t h i n k , a r e 

s i g n i f i c a n t i n t r y i n g t o b o i l down, w h a t s h o u l d 

q u a l i f y as a q u a l i f y i n g a r e a ? How do y o u q u a l i f y 

an a r e a ? 

A. And I t h i n k t h e C o m m i s s i o n ' s a p p r o a c h 

i n s c r u t i n i z i n g t h e s e c l o s e l y , on t h e f i r s t p a s s , 

i s v a l i d . I t h i n k t h e C o m m i s s i o n s h o u l d l o o k 

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

c o n s e r v a t i v e on t h e i r p r o j e c t a r e a s t h a t t h e y 
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draw, and make them go t h r o u g h t h e hoops on t h a t 

f i r s t p a s s . 

But t h e n , a t l e a s t i n my v i e w , when an 

o p e r a t o r h a s done what he s a y s h e ' s g o i n g to do 

and comes ba c k to t h e C o m m i s s i o n f o r r e s p o n s e 

c e r t i f i c a t i o n , t h a t r e a l l y s h o u l d be l o o k e d a t on 

a p r o j e c t a r e a b a s i s . What i s t h e p r o d u c t i o n 

from t h a t a p p r o v e d p r o j e c t a r e a ? 

B e c a u s e y o u ' v e a l r e a d y j u m p e d t h r o u g h 

t h e h o o p s a b o u t , w h a t a r e y o u g o i n g t o do and 

w h a t s h o u l d be a f f e c t e d as a r e s u l t o f w h a t y o u 

p l a n n e d t o do. You r e a l l y s h o u l d n ' t h a v e t o go 

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

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

y o u w e r e g o i n g t o do. T h a t ' s a l e g i t i m a t e r e a s o n 

f o r c u t t i n g down t h e p r o j e c t a r e a , I t h i n k . 

I n o u r m i n d , i f we d i d e v e r y t h i n g we 

p r o p o s e d t o d o, we h a d one o r t w o w e l l s t h e r e 

t h a t h a d n o t y e t s e e n r e s p o n s e , s h o u l d we be 

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

r e s p o n s e , o r s h o u l d t h o s e w e l l s be t h r o w n o u t 

b e c a u s e t h e y h a d j u s t n o t y e t s e e n a r e s p o n s e 

when we come i n f o r t h e a p p l i c a t i o n ? 

And I u n d e r s t a n d i t ' s b a c k d a t e d , b u t 

w e ' r e t r y i n g t o g e t t h e i n c e n t i v e t o d a y , t o 
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a f f e c t o u r e c o n o m i c s , o u r o p e r a t i n g c o s t s , so 

t h a t we c a n be h e r e t h r e e y e a r s f r o m now t o 

c o n t i n u e t o p r o d u c e . 

Q. B u t y o u d i d t e s t i f y as t o t h a t a r e a 

i n i t i a l l y s h o u l d be a c o n s e r v a t i v e l y d r a w n area., 

b o t h by t h e o p e r a t o r a n d by t h e a p p r o v a l o f t h e 

D i v i s i o n o r t h e C o m m i s s i o n ? 

A. I n my o p i n i o n , y e s . 

CHAIRMAN LEMAY: A r e t h e r e a d d i t i o n a l 

q u e s t i o n s o f t h e w i t n e s s ? 

MR. STOVALL: Mr. C h a i r m a n , I w o u l d 

l i k e t o a s k o n e , a c t u a l l y , r e g a r d i n g t h a t same 

q u e s t i o n . 

EXAMINATION 

BY MR. STOVALL: 

Q. You t a l k e d a l i t t l e b i t a b o u t t h e 

q u e s t i o n o f , w h a t i f y o u see a r e s p o n s e i n a w e l 

o u t s i d e t h e a r e a , a n d y o u ' v e a l s o s t a t e d t h a t i f 

a s i n g l e w e l l i n t h e a r e a d o e s n ' t show a 

r e s p o n s e , t h a t s h o u l d n ' t n e c e s s a r i l y d i s q u a l i f y 

t h e r e c e i p t o f t h e c r e d i t . 

What i f , l e t ' s s a y i n t h i s s i t u a t i o n , 

t h a t n o r t h e a s t c o r n e r , y o u g e t a p o s i t i v e 

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

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

r e s p o n d i n g , I b e l i e v e i t ' s b e e n t h e D i v i s i o n 

t h i n k i n g t h a t , i n t h a t c a s e , t h e p r o j e c t a r e 

m i g h t be r e d u c e d , r a t h e r t h a n an i s o l a t e d w e 1 i j n 

t h e m i d d l e , f o r an a r e a o f t h e p r o j e c t a r e a w h i ,. i -

d i d n o t r e s p o n d t o t h e e f f o r t s . 

A. Are you g o i n g to p e n a l i z e us f o r h a V i n g 

a more m a r g i n a l w a t e r f l o o d ? 

Q. No, I'm n o t s a y i n g p e n a l i z e yo u , b u h-

I'm s a y i n g when t h e p o i n t comes t h a t y o n ge t a 

p o s i t i v e p r o d u c t i o n r e s p o n s e , t h e w h o l e p r o j e c + 

a r e a m i g h t n o t q u a l i f y . We m i g h t f i n d a po r t - i - o n 

of t h e p r o j e c t a r e a w h i c h d i d not qua 1 i f y b e c a u s e 

t h a t p o r t i o n , l o o k i n g a t t h e w h o l e p o r t i o n , d 1 d 

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

A. My c o n c e r n w o u l d be t h a t b e c a u s e o r 
X he 

r e s e r v o i r q u a l i t y t h r o u g h o u t t h e p r o j e c t a x e a 

y o u ' r e g o i n g t o h a v e some w e l l s t h a t w i 1 1 s e e 

i m m e d i a t e r e s p o n s e , and y o u ' r e g o i n g t o hav e s o m e 

w e l l s whose r e s p o n s e i s d e l a y e d . They w i 1 1 no 4-
L 

r e s p o n d a l l a t t h e same t i m e . 

I n o u r c a s e , a d m i t t e d l y , I t h i nk t h e 

r e s p o n s e w i l l o c c u r p r o b a b l y w i t h i n a 1 2 - m o n t h 

p e r i o d o f t i m e , on a l l w e l l s . B u t , i n o t h e r 

c a s e s w h e r e we've s e e n , a n d i n c a s e s we h a v e t h a t 
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we're l o o k i n g a t r i g h t now, y o u ' r e g o i n g to have 

w e l l s t h a t do s e e a r e s p o n s e much l a t e r t h a n t h e y 

do t o d a y b e c a u s e of t h e i r p r o x i m i t y to t h e 

i n j e c t i o n w e l l s and b e c a u s e of t h e r e s e r v o i r 

q u a l i t y , t h e s e t h i n g s . 

And t o e x c l u d e t h o s e w e l l s j u s t b e c a u s e 

t h e y h a v e n ' t s e e n t h e r e s p o n s e a t t h a t t i m e , I 

don't t h i n k was t h e i n t e n t of the A c t . I t h i n k 

i t was t h e i n t e n t of the A c t to g i v e i t w h e r e v e r 

you might s e e a r e s u l t i n t h e p r o j e c t t h a t y o u ' r e 

i n s t i t u t i n g . T h a t ' s where t h e e n g i n e e r i n g r e v i e w 

comes i n , i n t h e f i r s t p r o c e s s . What does i t 

l o o k l i k e , from a t e c h n i c a l and e n g i n e e r i n g -

s t a n d p o i n t , s h o u l d be a f f e c t e d by what y o u ' r e 

p r o p o s i n g t o do. 

Q. I n o t h e r w o r d s , w h a t y o u ' r e s u g g e s t i n g 

i s t h a t , t h e way t h e r u l e s a r e , o n c e t h e p r o j e c t 

a r e a i s q u a l i f i e d , t h a t f i x e s t h e a r e a r e g a r d l e s s 

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

A. I n t e r m s o f r e s p o n s e , y e s . I n t e r m s o f 

t h e o p e r a t o r ' s p l a n s , i f he d o e s n ' t do e v e r y t h i n g 

t h a t he s a i d he was g o i n g t o d o , t h e n I t h i n k 

t h a t ' s c e r t a i n l y a l e g i t i m a t e r e a s o n f o r c u t t i n g 

down t h e p r o j e c t a r e a . 

B u t , i n o u r c a s e , we've c o n v e r t e d a l l 
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t h e w e l l s , we've got i n j e c t i o n g o i n g i n t o a l l 

t h o s e 4 0 - a c r e f i v e - s p o t s , but we have r e s p o n s e on 

n i n e of t h e 10 w e l l s . I do not b e l i e v e i t ' s f a i r 

to f o r c e u s to e x c l u d e t h a t one w e l l we h a v e n ' t 

s e e n a r e s p o n s e on y e t , b e c a u s e we s h o u l d s e e a 

r e s p o n s e . 

I n f a c t , i f we h a v e n ' t s e e n a r e s p o n s e , 

t h e r e ' s n o t much o i l t h e r e t h a t ' s a s s o c i a t e d w i t h 

t h e c r e d i t , anyway. 

CHAIRMAN LEMAY: R i c k , I ' v e g o t t o jump 

on t h a t one f o r a m i n u t e . 

THE WITNESS: Okay. 

FURTHER EXAMINATION 

BY CHAIRMAN LEMAY: 

Q. Y o u ' r e t a l k i n g a b o u t w h a t ' s f a i r ' . I s 

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

r e c e i v e s r e s p o n s e t h a t w a s n ' t i n th. e a r e a , a nd 

n o t r e j e c t w e l l s t h a t w e r e i n t h e a r e a and d i d 

n o t r e c e i v e a r e s p o n s e ? Seems t o me, i f y o u ' r e 

g o i n g t o t a k e o n e , y o u ' v e g o t t o t a k e t h e o t h e r . 

A. I f I was r e d o i n g t h i s a p p l i c a t i o n now, 

I w o u l d d r a w t h e p r o j e c t a r e a b i g g e r , t o i n c l u d e 

t h e w e l l s t h a t m i g h t see a n y k i n d o f r e s p o n s e 

f r o m t h e i n j e c t i o n w e l l s . 

Q. From a r e g u l a t o r y p o i n t o f v i e w , we 
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h a v e a p r o b l e m , I w o u l d t h i n k , i f we a g r e e i t h a s 

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

y e t , i f y o u ' r e g o i n g t o g e t t h e c r e d i t on t h e 

maximum a m o u n t o f a c r e a g e y o u i n c l u d e d i n t h e 

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

c o n s e r v a t i v e , b u t v e r y , v e r y l i b e r a l . 

A. E x a c t l y . 

Q. B e c a u s e , no m a t t e r w h a t t h e r e s p o n s e s 

a r e , y o u ' r e g o i n g t c c l a i m t h a t t h a t ' s t i r e a r e a 

a f f e c t e d ; a n d , t h e r e f o r e , y o u o u g h t t o g e t i t f o r 

t h a t w h o l e a r e a . So t h e n we a r g u e , s u b j e c t i v e l y , 

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

c o n s e r v a t i v e . 

You s ee t h e p r o b l e m we g e t i n t o w i t h 

t h e y a r d s t i c k s a n d t h e i n t e n t , and how we t e n d t o 

e n f o r c e t h a t as a r e g u l a t o r y a g e n c y ? 

A. 11 's t o u g h . 

Q. A l s o , t h e i d e a o f i n c l u d i n g t h e w e l l , 

w h i c h I t h o u g h t we m e n t i o n e d t h a t m i g h t be 

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

i t t h e t a x c r e d i t , b u t a r e a s l i k e Mr. S t o v a l l 

came up w i t h , t h a t , f o r some r e a s o n w e r e t i g h t , 

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

b e c a u s e i t was p a r t o f t h e i n i t i a l p r o j e c t a r e a . 

A. T h a t ' s a go o d p o i n t , a n d i t r a i s e s a 
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q u e s t i o n i n my m i n d , i f , when we come i n f o r 

r e s p o n s e c e r t i f i c a t i o n , c o u l d we a s k f o r w e l l s 

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

a r e a t h a t we t h i n k h a v e s e e n a r e s p o n s e ? 

Q. I t h i n k t h a t w i l l g e t some a t t e n t i o n , 

when y o u come i n f o r 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 

c e r t i f i c a t i o n . 

A. I t ' s a v e r y d i f f i c u l t i s s u e . 

C o m m i s s i o n e r LeMay. I t ' s v e r y d i f f i c u l t . And I 

t h i n k t h a t ' s why t h e Phase I o f t h i s p r o c e s s i s 

so i m p o r t a n t , t h a t t h e r e v i e w o f w h a t t h e 

A p p l i c a n t ' s p r o p o s i n g , a n d a d e t e r m i n a t i o n be 

made as t o w h a t c o u l d be a f f e c t e d o r w h a t w i l l be 

a f f e c t e d b y w h a t t h e A p p l i c a n t ' s p r o p o s i n g t o do. 

B u t , o n c e t h a t d e t e r m i n a t i o n i s made, I 

do h a v e a p r o b l e m w i t h , W e l l , n o t e v e r y w e l l 

r e s p o n d e d t h e way y o u s a i d i t was g o i n g t o 

h a p p e n , so w e ' r e o n l y g o i n g t o g i v e y o u t h e 

c r e d i t on a w e l l - b y - w e l l b a s i s . 

What a b o u t t h e p r o j e c t s w h e r e y o u h a v e 

h u n d r e d s o f w e l l s ? I s an o p e r a t o r g o i n g t o come 

i n w i t h 100 p r o d u c t i o n g r a p h s and go t h r o u g h , 

g r a p h - b y - g r a p h , f o r p r o d u c t i o n r e s p o n s e ? I t h i n k 

t h e i n t e n t o f t h e l e g i s l a t i o n was t o l o o k a t i t 

on a p r o j e c t a r e a b a s i s . And, i f y o u show a 
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r e s p o n s e f r o m t h e p r o j e c t a r e a , t h e n y o u s h o u l d 

g e t i t c e r t i f i e d . 

Q. As a p r a c t i c a l m a t t e r , i f y o u h a v e one 

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

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

h a r m w o u l d y o u s u f f e r ' f r o m t h a t w e l l b e i n g -

e x c l u d e d b e c a u s e i t d i d n ' t make a n y o i l anyway? 

A. A t t h e t i m e , y e a h . My p o i n t i s , i t may 

see a r e s p o n s e l a t e r on down t h e r o a d . 

Q. C o u l d n ' t y u u come b a c k w i t h a n o t h e r 

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

A . I d o n ' t k i i o w . 

Q. I t h i n k w e ' l l h a v e some q u e s t i o n s t h e 

f i r s t t i m e we r e c e i v e an a p p l i c a t i o n f o r 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 . 

A. We're g o i n g t o l e t some o t h e r s b l a z e 

t h e t r a i l f o r u s . 

MR. STOVALL: Mr. C h a i r m a n , I w o u l d 

l i k e t o j u s t s t a t e w h a t t h e D i v i s i o n h a s done i n 

t h e s e h e a r i n g s a n d w h a t i t ' s s t a t e d , so t h a t t h e 

C o m m i s s i o n c a n a d d r e s s t h e i s s u e . I t h i n k i t ' s a 

r e a l c o n c e r n . 

I t h i n k t h e D i v i s i o n h a s t a k e n t h e 

a p p r o a c h a n d l o o k e d a t t h e s e p r o j e c t a r e a s as 

s o r t o f a maximum a r e a t h a t c a n q u a l i f y f o r a 
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r e s p o n s e . We've s t a t e d t h i s to A p p l i c a n t s when 

t h e y ' v e come i n on t h e s e , t h a t you c a n come i n 

and c e r t i f y y o u r a r e a . 

And t h e n , when y o u come b a c k f o r t h e 

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

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

o k a y , a p o r t i o n o f t h e p r o j e c t d i d n ' t q u a l i f y . 

I t d i d n ' t r e c e i v e t h e r e s p o n s e . 

I t h i n k t h e r e a s o n t h a t we've t a k e n 

t h a t a p p r o a c h i s b e c a u s e — w e l l , Mr. F o p p i a n o may 

h a v e b e e n c o n s e r v a t i v e i n h i s a p p r o a c h , b u t I 

t h i n k some o p e r a t o r s a r e g o i n g t o be l e s s 

c o n s e r v a t i v e a n d s e e k a l a r g e r a r e a . I f we d o n ' t 

h a v e t h e a b i l i t y t o look, a t a r e a s , n o t i n d i v i d u a l 

w e l l s , as w e ' r e t a l k i n g a b o u t h e r e , w h e r e y o u ' v e 

g o t a t i g h t w e l l i n an a r e a s u r r o u n d e d by — b u t 

w h e r e y o u h a v e an a r e a i n t h e p r o j e c t t h a t ' s 

i d e n t i f i e d o r i g i n a l l y , t h a t d o e s n ' t r e s p o n d , t h e n 

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

b e n e f i t o f t h a t e f f o r t . 

The D i v i s i o n h a s t a k e n t h e a p p r o a c h 

t h a t we c a n r e d u c e t h a t , a n d I t h i n k we've a l s o 

t a k e n t h e a p p r o a c h t h a t o n c e t h e p r o j e c t a r e a i s 

c e r t i f i e d , i t ' s g o i n g t o be d i f f i c u l t t o e x p a n d 

i t . Y o u ' r e g o i n g t o h a v e t o come b a c k i n and g e t 
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a r e c e r t i f i c a t i o n o f t h e e x p a n d e d a r e a , a n d t h e n 

show y o u r r e s p o n s e . And t h a t g e t s t r i c k y . 

B u t I t h i n k , f r o m t h e D i v i s i o n ' s 

s t a n d p o i n t a n d how t h e D i v i s i o n h a s a p p r o a c h e d 

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

w h i c h t h e D i v i s i o n n e e d s c l a r i f i c a t i o n on f r o m 

t h e C o m m i s s i o n . 

E s s e n t i a l l y , I'm d i s a g r e e i n g w i t h Mr. 

F o p p i a n o . I n h i s c a s e , i f h e ' s be e n 

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

t h e w h o l e t h i n g a n d i t s h o u l d n ' t be an i s s u e . I n 

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

f o r t h e maximum a r e a , I t h i n k t h e D i v i s i o n ' s 

i n c l i n e d t o s a y , Okay, i t l o o k s l i k e i t m i g h t 

h a p p e n . We c a n c e r t i f y t h e maximum a r e a ; b u t , 

when y o u g e t a r e s p o n s e , w e ' r e g o i n g t o l o o k a t 

w h e r e y o u r e a l l y g e t a r e s p o n s e . 

The D i v i s i o n w o u l d r e q u e s t g u i d a n c e 

f r o m t h e C o m m i s s i o n a t t h i s p o i n t . 

CHAIRMAN LEMAY: A d d i t i o n a l q u e s t i o n s 

o f t h e w i t n e s s ? C o m m i s s i o n e r W e i s s . 

FURTHER EXAMINATION 

BY COMMISSIONER WEISS: 

Q. Mr. F o p p i a n o , d o e s t h e t a x i n c e n t i v e 

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

A . From my unde r s t: a x \ d I n g , 1 f t h e r e s p o n s e 

was c e r t i f i e d , t h e t a x c r e d i t w o u l d a p p l y t o a l l 

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

COMMISSIONER WEISS: Tha n k y o u . 

CHAIRMAN LEMAY: A d d i t i o n a l q u e s t i o n s ? 

I f n o t , t h e w i t n e s s — 

COMMISSIONER CARLSON: I m i g h t h a v e 

one . 

CHAIRMAN LEMAY: C o m m i s s i o n e r C a r l s o n . 

FURTHER EXAMINATION 

BY COMMISSIONER CARLSON: 

Q. I n r e s p o n s e t o w h a t y o u a n d Mr. S t o v a l l 

s a i d , i s i t y o u r o p i n i o n t h a t t h e C o m m i s s i o n , 

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

c a n a c t u a l l y amend t h e a r e a ? I'm l o o k i n g a t t h e 

A c t a n d t h e r e g u l a t i o n , a n d t o me t h e y c e r t i f y 

" y e s i t h a s " o r "no i t h a s n ' t " a n d t h e y r e a l l y 

d o n ' t go b a c k a n d amend t h e a r e a . 

Maybe Mr. C a r r c a n a d d r e s s t h i s when he 

g e t s i n t o t h e l e g i s l a t i v e i n t e n t o f t h i s , b u t i f 

t h a t ' s t h e c a s e , I w o u l d l i k e t o h e a r y o u r 

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

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

t h a t q u a l i f i e s , r a t h e r t h a n a h u n d r e d p e r c e n t , as 
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y o u j u s t s a i d ? 

A. My o p i n i o n t o y o u r f i r s t p o i n t i s , T 

t h i n k t h a t i s t h e i s s u e t h a t Mr. S t o v a l l a n d I 

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

C o m m i s s i o n ' s r e v i e w o f t h e p r o j e c t a r e a when t h e 

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

r e s p o n s e c e r t i f i e d . 

I b e l i e v e t h e C o m m i s s i o n i s c e r t a i n l y 

p r o p e r i n r e v i e w i n g t h e p r o j e c t a r e a i n t e r m s o f 

w h a t d i d t h e o p e r a t o r s a y t h e y w e r e g o i n g t o do, 

an d w h a t d i d t h e y do. I f we p r o p o s e t o do t h e s e 

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

n o t e x p e c t t h e D i v i s i o n t o a p p r o v e a l l t h e 

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

a p p r o v e d t h a t b e f o r e . I t h i n k t h e p o t e n t i a l f o r 

a b u s e t h e r e i s r a t h e r o b v i o u s . 

So, I t h i n k i t ' s p r o p e r f o r t h e 

C o m m i s s i o n t o r e v i e w t h e p r o j e c t a r e a , b u t I do 

h a v e c o n c e r n s w i t h t h e C o m m i s s i o n l o o k i n g a t i t 

on a w e l l - b y - w e l l b a s i s , a n d t h r o w i n g o u t t h e 

on e s t h a t h a v e n ' t s e e n a r e s p o n s e , o r i t ' s n o t 

c l e a r t h a t t h e y ' v e s e e n a r e s p o n s e , a n d k e e p t h e 

on e s t h a t h a v e s e e n a r e s p o n s e , 

I w o u l d be i n f a v o r o f , a n d i t may be 

t h a t t h e A c t o r t h e r u l e d o e s n ' t a l l o w f o r i t , 
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b u t I w o u l d be i n f a v o r o f t h e s e p a r t i c u l a r 

s i t u a t i o n s b e i n g d e a l t w i t h w i t h a b a s e l i n e 

c u r v e , s u c h t h a t an o p e r a t o r e s t a b l i s h e s t h a t 

t h e y h a v e some b a s e l i n e p r o d u c t i o n t h a t w o u l d 

h a v e o c c u r r e d h a d t h e y n o t done a n y t h i n g , a n d 

t h a t t h e c r e d i t a p p l y t o t h e i n c r e m e n t a l amount 

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

I n f a c t , t h i s i s how we h a n d l e d t h i s 

v e r y same t h i n g i n some o t h e r j u r i s d i c t i o n s . We 

e s t a b l i s h t h e b a s e l i n e c u r v e , i t ' s a p p r o v e d , a nd 

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

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

o f o i l a b o v e t h a t b a s e l i n e c u r v e t h a t was 

a p p r o v e d when t h e p r o j e c t a r e a was c e r t i f i e d . 

CHAIRMAN LEMAY: C o m m i s s i o n e r C a r l s o n , 

I n e e d t o j u m p i n on t h a t o n e . 

FURTHER EXAMINATION 

BY CHAIRMAN LEMAY: 

Q. I know t h a t was c o n s i d e r e d i n t h e l a w , 

an d when i t was c o n s i d e r e d , i t was c o n s i d e r e d a 

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

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

a d m i n i s t e r a t 50 p e r c e n t o f a l l t h e o i l j u s t 

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

r e q u i r e d t o i d e n t i f y t h a t i n c r e m e n t a l o i l . 
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So, i n e s s e n c e , y o u r argument was t a k e n 

i n t o c o n s i d e r a t i o n when t h e A c t was p a s s e d , and 

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

t h a t was g r a n t e d . 

A. And maybe t h a t ' s t h e i s s u e a b o u t 

l o o k i n g a t i t on a w e l l - b y - w e l l b a s i s . B e c a u s e 

i t ' s o n l y a 5 0 - p e r c e n t c r e d i t , t h a t i t may not be 

n e c e s s a r y t o a c t u a l l y l o o k f o r a r e s p o n s e on a 

w e l l - b y - w e l l b a s i s , to d e t e r m i n e t h e r e s p o n s e 

a r e a t h a t q u a l i f i e s . 

MR. STOVALL: C o m m i s s i o n e r C a r l s o n , t h e 

q u e s t i o n you a s k e d i s the one t h e D i v i s i o n would 

l i k e t h e C o m m i s s i o n to a n s w e r f o r u s , w i t h r e g a r d 

to a change i n t h e p r o j e c t a r e a a f t e r t h e i n i t i a l 

c e r t i f i c a t i o n . 

THE WITNESS: And I would echo Mr. 

S t o v a l l ' s c o n c e r n s , to t h e e x t e n t t h e C o m m i s s i o n 

c o u l d g i v e us some g u i d a n c e on how to do t h e s e 

r e s p o n s e c e r t i f i c a t i o n s , i t would be v e r y much 

a p p r e c i a t e d . 

Q. W e l l , o u r j u r i s d i c t i o n i n t h i s c a s e i s 

not so much to r e d r a w y o u r a r e a , i s i t , a s to 

l o o k a t t h o s e f i v e w e l l s w h i c h were d r i l l e d t h a t 

were e l i m i n a t e d from c o n s i d e r a t i o n by t h e 

E x a m i n e r o r d e r ? 
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A. Our o r d e r a p p r o v e d o u r p r o j e c t a r e a as 

a l i s t o f w e l l s . I g u e s s as p a r t o f t h e r e l i e f , 

we w o u l d a s k t h a t o u r p r o j e c t a r e a be d e s i g n a t e d 

a e r i a l l y , as shown i n t h e y e l l o w o u t l i n e t h e r e , 

i n s t e a d o f on a w e l l - b y - w e l l b a s i s . H o p e f u l l y 

t h a t l a y s t h e g r o u n d w o r k , when we come i n f o r 

r e s p o n s e c e r t i f i c a t i o n , t h a t we l o o k a t t h a t on 

an a e r i a l b a s i s , as o p p o s e d t o a w e l l - b y - w e l l 

b a s i s . 

Q, B u t t h e r e s p o n s e c e r t i f i c a t i o n , T t a k e 

i t , i s t h a t p a r t o f o u r d u t y t o d a y ? I d o n ' t 

b e l i e v e t h a t i t ' s p a r t o f t h e c a s e t o d a y . 

A. I d o n ' t t h i n k s o , b u t i t may i m p a c t 

t h a t , l a t e r on down t h e r o a d , t h e way you r u l e 

t o d a y . 

CHAIRMAN LEMAY: A n y t h i n g e l s e ? 

MR. STOVALL: I t h i n k t h e a n s w e r t o 

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

p r o v i s i o n y o u ' r e c o r r e c t , do t h o s e f i v e w e l l s 

q u a l i f y f o r t h e p r o j e c t . I t h i n k , i n t h e way o f 

f i n d i n g s , y o u c a n g i v e some d i r e c t i o n as t o , y o u 

know, w h e t h e r i t ' s an a e r i a l a p p r o a c h o r a 

w e l l - b y - w e l l a p p r o a c h . 

CHAIRMAN LEMAY: A d d i t i o n a l q u e s t i o n s ? 

I f n o t , t h e w i t n e s s may be e x c u s e d . T h a n k y o u , 
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Mr. F o p p i a n o . 

L e t ' s t a k e a b o u t a 1 5 - m i n u t e b r e a k 

h e r e , a n d come b a c k f o r l e g i s l a t i v e i n t e n t . 

[A r e c e s s was t a k e n . ] 

CHAIRMAN LEMAY: We s h a l l r e s u m e . Mr. 

K e l l a h i n . 

MR. KELLAHIN: Mr. C h a i r m a n , t h a n k 

y o u . A t t h i s t i m e , I w o u l d l i k e t o c a l l Mr. 

W i l l i a m F. C a r r . 

WILLIAM F. CARR, ESQ. 

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

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

EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. C a r r , f o r t h e r e c o r d , w o u l d y o u 

p l e a s e s t a t e y o u r name a n d o c c u p a t i o n ? 

A. My name i s W i l l i a m F. C a r r . I'm an 

a t t o r n e y i n p r i v a t e p r a c t i c e i n S a n t a Fe, New 

M e x i c o . 

Q. Mr. C a r r , d o e s a s i g n i f i c a n t p o r t i o n o f 

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

New M e x i c o O i l C o n s e r v a t i o n D i v i s i o n a n d 

C o m m i s s i o n ? 

A . I t d o e s . 

Q. A r e y o u r e c o g n i z e d by t h e New M e x i c o 
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Bar A s s o c i a t i o n ' s B o a r d o f L e g a l S p e c i a l i z a t i o n 

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

A. Y e s , l a m . 

Q. Were y o u a r e g i s t e r e d l o b b y i s t i n v o l v e 

i n t h e f o r m u l a t i o n and p a s s a g e o f w h a t we've 

d e s c r i b e d b e f o r e t h e C o m m i s s i o n as t h e E n h a n c e d 

O i l R e c o v e r y A c t ? 

A. Y e s , I was. 

Q. D i d y o u t e s t i f y as an e x p e r t w i t n e s s 

b e f o r e t h e New M e x i c o O i l C o n s e r v a t i o n 

C o m m i s s i o n , when i t p r o m u l g a t e d i t s r u l e s and 

r e g u l a t i o n s on t h e E n h a n c e d O i l R e c o v e r y A c t , 

t h a t i s a d o p t e d a n d i d e n t i f i e d as D i v i s i o n O r d e r 

R-9708? 

A. I d i d . 

Q. As p a r t o f y o u r p r a c t i c e , do y o u r e n d e 

l e g a l o p i n i o n s c o n c e r n i n g t h e E n h a n c e d O i l 

R e c o v e r y A c t a n d t h e D i v i s i o n ' s O r d e r R-9708? 

A. I do. 

Q. As p a r t o f y o u r p r a c t i c e , h a v e y o u 

p r e s e n t e d t o t h e D i v i s i o n e x a m i n e r s v a r i o u s 

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

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

a p p r o v e d as e n h a n c e d o i l r e c o v e r y p r o j e c t s ? 

A. I h a v e . 
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Q. And i n 196 1 , w e r e y o u t h e 

p a r l i a m e n t a r i a n o f t h e S a n t a Fe H i g h S c h o o l Gave] 

S o c i e t y , a n d a member o f t h e S a n t a Fe H i g h Debate-

Team, m a k i n g a p r e s e n t a t i o n on b e h a l f o f t h a t 

o r g a n i z a t i o n t o t h e f o r e n s i c g r o u p i n A l b u q u e r q u e 

on A p r i l 7 t h a n d 8 t h o f 1961? 

A. I t was t h e 9 t h a n d 1 0 t h , I b e l i e v e . 

Q. And i s t h i s y o u r p h o t o g r a p h , Mr. C a r r , 

i n 19 6 1 , t a l k i n g t o a Mr. B y r o n Meyer i n t h e o l d 

h i g h s c h o o l d o w n t o w n , t h a t ' s now t h e C i t y H a l l ? 

I s t h a t y o u , s i r ? 

A. T h a t i s . 

MR. KELLAHIN: We t e n d e r Mr. C a r r as a 

l e g a l e x p e r t on t h e O i l R e c o v e r y A c t , a nd t o a s k 

h i m t o r e n d e r h i s e x p e r t o p i n i o n s as an e x p e r t on 

t h a t s u b j e c t , c o n c e r n i n g t h e l e g i s l a t i v e h i s t o r y 

a n d t h e p u r p o s e o f t h a t A c t , as w e l l as t h e 

r e q u i r e m e n t s u n d e r D i v i s i o n O r d e r R-9955. 

CHAIRMAN LEMAY: He's q u a l i f i e d i n t h a t 

r e g a r d , a n d a l s o as a h i g h s c h o o l d e b a t e r . 

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

Q. (BY MR. KELLAHIN) Mr. C a r r , do y o u 

h a v e an o p i n i o n , s i r , w i t h r e g a r d s t o t h e p u r p o s e 

o f w h a t we've d e s c r i b e d as t h e E n h a n c e d O i l 

R e c o v e r y A c t ? 
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A. I do . 

Q. And w h a t i s t h a t o p i n i o n , s i r ? 

A. The A c t was p r o m u l g a t e d t o e n c o u r a ge 

e n h a n c e d o i l r e c o v e r y p r o j e c t s i n New M e x i c o by 

p r o v i d i n g an i n c e n t i v e t o o p e r a t o r s t o go o u t a n d 

d e v e l o p t h e s e p r o g r a m s . 

The p u r po s e o f t h e A c t was t o i m p r o ve 

t h e e c o n o m i c s so t h a t t h e s e p r o j e c t s w o u l d b e 

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

m a x i m i z e d . When I s a y " t i m e l y f a s h i o n , " t h e 

c o n c e r n was t h a t t h e s e p r o j e c t s be i m p l e m e n t e d a s 

s o o n as p o s s i b l e so t h a t o t h e r r e l a t e d c o s t s 

l i k e r e s e r v o i r f i 1 1 - u p , a nd u s e o f a v a l i a b l e 

w e l l b o r e s , t h o s e k i n d s o f t h i n g s wou 1 d no t 

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

i m p l e m e n t s e c o n d a r y r e c o v e r y p r o j e c t s . 

Q. D i d y o u p a r t i c i p a t e , on b e h a l f o f t h e 

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

r e q u e s t s b e f o r e t h e v a r i o u s l e g i s l a t i v e 

commi t t e e s ? 

A. I d i d . 

Q. Can y o u d e s c r i b e f o r us t h e o b j e c t i v e s 

o f t h a t A c t , as y o u u n d e r s t a n d t h e m t o be? 

A. I t h i n k i t ' s i m p o r t a n t t o n o t e t h a t t h e 

New M e x i c o Supreme C o u r t h a s s a i d t h a t e v e n 
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l e g i s l a t o r s c a n n o t t e s t i f y as t o w h a t t h e i n t e n t 

o f t h e l e g i s l a t u r e i s , so w h a t I'm s a y i n g i s 

b a s i c a l l y a r e v i e w o f l e g i s l a t i v e h i s t o r y , which. 

I b e l i e v e y o u , as a C o m m i s s i o n , c a n c o n s i d e r i n 

i m p l e m e n t i n g an A c t i n a f a s h i o n c o n s i s t e n t w i t h 

w h a t t h e l e g i s l a t u r e i n t e n d e d . So, t h a t r e a l l y 

i s n ' t j u s t f o r m o v e r s u b s t a n c e , I t h i n k t h e r e i s 

a r e a l d i f f e r e n c e t h e r e . 

The q u e s t i o n was, what was t h e i n t e n t 

of t h e A c t ? 

Q. No, s i r , t o d e s c r i b e f o r u s , b a s e d u p o n 

y o u r p e r s o n a l i n v o l v e m e n t , w h a t was t h e 

l e g i s l a t i v e h i s t o r y o f t h i s A c t t o o b t a i n w h a t 

p u r p o s e o r w h a t o b j e c t i v e ? 

A. L e g i s l a t i v e h i s t o r y i n v o l v e d i n t e r i m 

h e a r i n g s i n 1990, l e g i s l a t i v e p r e s e n t a t i o n s to 

th e l e g i s l a t u r e i n 1991, and e n a c t m e n t of an 

E n h a n c e d O i l R e c o v e r y B i l l t h a t was v e t o e d by 

G o v e r n o r K i n g . 

We w e r e m o d e l i n g t h e A c t a f t e r T e x a s 

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

o f t i m e i n 1 9 9 0 , t h e r e w e r e amendments t o t h e 

T e x a s b i l l , so t h e b i l l we came b a c k w i t h i n 

1 9 9 2 , a c t u a l l y was amended i n c e r t a i n r e s p e c t s 

t o — i n r e s p o n s e , b a s i c a l l y , t o w h a t h ad o c c u r r e d 
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i n T e x a s , a n d i t was amended s p e c i f i c a l l y t o 

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

r e c o v e r y p r o j e c t s . T h a t was t h e p r i m a r y 

amendment. 

The b i l l was p a s s e d a g a i n i n 1 9 9 2 , and 

s i g n e d by G o v e r n o r K i n g , a n d became e f f e c t i v e i n 

m i d - 1 9 9 2. 

Q. L e t ' s go b a c k t o t h e b a s i c o b j e c t i v e , 

I ' v e h a n d e d y o u w h a t we've m a r k e d as Oxy E x h i b i t 

No. 20. I t ' s t h e i l l u s t r a t i o n i n f r o n t o f y o u . 

D e s c r i b e f o r us w h a t was p r e s e n t e d , i n t e r m s o f 

t h e p u r p o s e o f t h e A c t , when t h i s p r e s e n t a t i o n 

was made t o t h e l e g i s l a t u r e . 

A. T h i s may be t h e most o v e r u s e d e x h i b i t 

s i n c e A l G r e e r b r o u g h t t h e Canado H i j i t o s U n i t , 

b u t w h a t t h i s b a s i c a l l y i s , t h i s i s an e x h i b i t 

t h a t was p r e s e n t e d by Amerada H e s s , t c t h e 

D i v i s i o n , c o n c e r n i n g t h e i r p r o j e c t i o n s f o r t h e 

N o r t h Monument G r a y b u r g / S a n A n d r e s u n i t . 

The a r e a s h a d e d i n r e d , t h e s p i k e on 

t h e r i g h t - h a n d s i d e , s h a d e d i n r e d , shows w h a t 

t h e y w e r e e s t i m a t i n g t o be a d d i t i o n a l r e c o v e r y as 

a r e s u l t o f t h e w a t e r f l o o d p r o j e c t . 

I t h i n k t h e p u r p o s e o f t h i s e x h i b i t , 

a n d t h i s e x h i b i t was a l s o i n v o l v e d i n some 
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i n t e r i m c o m m i t t e e h e a r i n g s i n 1990, was l o 

a d d r e s s — i t r e a l l y a d d r e s s e s t h e q u e s t i o n of t h e 

50 p e r c e n t t a x c r e d i t . The l i g h t g r e e n on t h e 

r i g h t shows what was p r o j e c t e d a s r e m a i n i n g 

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

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

o i l r e c o v e r y p r o j e c t , and t h e c o n c e r n was, how do 

we a l l o c a t e p r o d u c t i o n b e t w e e n t h e new 

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

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

r e m a i n i n g p r i m a r y . 

So an a r b i t r a r y number, 5 0 p e r c e n t , was 

s e l e c t e d , and i t was a number t h a t , I t h i n k , was 

g e n e r a l l y c o n c e d e d would, i n most c i r c u m s t a n c e s , 

f a v o r t h e s t a t e . But t h e t a x i n c e n t i v e r a t e i s 

50 p e r c e n t of t h e s e v e r a n c e t a x . The r e a s o n i s , 

i t ' s t o t r y and honor r e m a i n i n g p r i m a r y 

p r o d u c t i o n . T h a t ' s why t h e 50 p e r c e n t f i g u r e was 

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

p r i c e of West T e x a s i n t e r m e d i a t e c r u d e s t a y s , on 

an a n n u a l b a s i s , b elow $27, m e a s u r e d May 1 of 

e a c h y e a r . 

Q. When w e ' r e t a l k i n g a b o u t a p r o j e c t 

a r e a , a s we've now u s e d t h e term w i t h i n t h e r u l e , 

what was p r e s e n t e d to t h e l e g i s l a t u r e a s t h e 

CUMBRE COURT REPORTING 
( 5 0 5 ) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

1 0 

1 1 

1 2 

1 3 

1 4 

1 5 

1 6 

i 7 

1 8 

1 9 

20 

2 1 

2 2 

2 3 

24 

2 5 

103 

u n d e r s t a n d i n g and meaning of a p r o j e c t a r e a ? 

What was t h a t f o r ? 

A. The w h o l e A c t i s b a s e d on t h e c o n c e p t 

o f a p r o j e c t a r e a , n o t on i n d i v i d u a l w e l l b o r e s . 

I t h i n k t h e r e a s o n f o r t h a t was s i m p l y t o t r y and 

h o n o r t h e way s e c o n d a r y r e c o v e r y e f f o r t s go 

f o r w a r d . T h ey go f o r w a r d on a p r o j e c t b a s i s , and 

n o t on an i n d i v i d u a l w e l l b a s i s . T h a t ' s why t h e 

w h o l e A c t a n d a l l t h e r e g u l a t i o n s , r e a l l y , a r e 

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

Q. When we l o o k a t a p r o j e c t a r e a , i s 

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

t h e A c t t h a t r e q u i r e s t h e e x c l u s i o n o f e x i s t i n g 

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

a r e a c a n be c e r t i f i e d f o r t h e t a x r e d u c t i o n ? 

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

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

p r o j e c t a r e a b e c a u s e o f p r e e x i s t i n g w e l l b o r e s , 

w h e t h e r t h e y ' r e w e l l s d r i l l e d t w o o r t h r e e y e a r s 

a g o , o r 15 o r 20 y e a r s a g o . 

The l e g i s l a t u r e d e t e r m i n e d t h a t an 

i n c e n t i v e was a p p r o p r i a t e , a n d th<-• r, i t ' s p a s s e d 

t o t h e O i l C o n s e r v a t i o n D i v i s i o n t o d e t e r m i n e 

w h a t i s an a p p r o p r i a t e p r o j e c t a r e a . And t h e 

t e s t i s w h e t h e r o r n o t t h e r e ' s g o i n g t c be 
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d i s p l a c e m e n t o f o i l as a r e s u l t o f a new e n h a n c e d 

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

So, t h e f a c t t h a t t h e r e ' s an e x i s t i n g 

w e l l b o r e , r e c e n t l y d r i l l e d o r d r i l l e d many, many 

y e a r s a g o , d o e s n ' t , i n and o f i t s e l f , a f f e c t 

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

t h e A c t . 

Q. Do y o u f i n d a n y p r o v i s i o n o f t h e A c t , 

o r t h e r u l e s t h a t i m p l e m e n t t h e A c t , by w h i c h t h e 

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

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

a r e a ? 

A. No. I'm a w a r e o f n o t h i n g i n t h e A c t , 

o r t h e r u l e s , o r t h e t e s t i m o n y , when e i t h e r w e r e 

a d o p t e d , t h a t w o u l d make t h e d r i l l i n g o f a w e l l 

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

q u a l i f i c a t i o n . 

Q. I n t e r m s o f q u a l i f y i n g a p r o j e c t a r e a , 

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

o f t h a t p r o j e c t ? 

A. The c o s t , as I u n d e r s t a n d — w h a t we 

p r e s e n t e d c o n c e r n i n g t h e c o s t f i g u r e s , i t ' s 

e x a c t l y w h a t C o m m i s s i o n e r C a r l s o n a d d r e s s e d i n 

h i s q u e s t i o n s o f Mr. F o p p i a n o . 

The r e a s o n t h i s w h o l e a r e a i s e n t r u s t e d 
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t o t h e O i l C o n s e r v a t i o n C o m m i s s i o n , o r D i v i s i o n , 

i s t o a s s u r e t h e r e i s no a b u s e . T h a t ' s one 

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

y o u h a v e a b o n a f i d e e n h a n c e d r e c o v e r y p r o j e c t , 

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

w i t h t h i s . 

I t i s n ' t a c h a n g e i n some i n s i g n i f i c a n t 

f a c t o r , t h a t y o u ' l l t h e n come r u n n i n g i n and s a y , 

w e l l , t h i s s h o u l d q u a l i f y t h e p r o j e c t as a 

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

m e t h o d e m p l o y e d , s o m e t h i n g l i k e t h a t . 

Q. When w e ' r e t a l k i n g a b o u t s i g n i f i c a n t 

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

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

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

t e s t i m o n y , by a n y o f t h e l e g i s l a t o r s t o any o f 

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

h a n d l e e x p a n s i o n s , i f y o u w i l l , w i t h i n an 

e x i s t i n g p r o j e c t ? 

A. Don W h i t a k e r , R e p r e s e n t a t i v e f r o m 

H o b b s , was t h e p r i m a r y s p o n s o r o f t h e b i l l . As I 

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

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

t h e b i l l . T h e s e w e r e d e v e l o p e d , a c t u a l l y , i n 

c o n s u l t a t i o n w i t h O i l C o n s e r v a t i o n D i v i s i o n 
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s t a f f . 

I n t e s t i f y i n g b e f o r e t h e House B u s i n e s s 

a n d I n d u s t r y C o m m i t t e e , a n d I d o n ' t h a v e t h e 

e x a c t d a t e b u t i t was d u r i n g t h e 1992 l e g i s l a t i v e 

s e s s i o n , R e p r e s e n t a t i v e W h i t a k e r t e s t i f i e d as 

f o l l o w s , a n d I q u o t e : 

"As I i n d i c a t e d e a r l i e r , t h e b i l l h a s 

b e e n amended i n c e r t a i n m i n o r w a y s . L a n g u a g e h a s 

b e e n a d d e d a t t h e r e q u e s t o f t h e O i l C o n s e r v a t i o n 

D i v i s i o n t o p r o v i d e f o r a p p r o v a l o f e x p a n s i o n s o f 

e x i s t i n g e n h a n c e d r e c o v e r y p r o j e c t s . We h a v e 

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

e x i s t i n g u n i t f r o m b e i n g a p p r o v e d as an e n h a n c e d 

o i l r e c o v e r y p r o j e c t . " 

T h a t ' s t h e o n l y t e s t i m o n y t h a t I c o u l d 

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

t h a t t h e amendments w e r e p r o p o s e d t o p e r m i t 

q u a l i f i c a t i o n o f a n y e x i s t i n g u n i t , i f i t met t h e 

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

Q. W i t h r e g a r d s t o d e f i n i n g an o p e r a t i o n , 

w h a t i f a n y s i g n i f i c a n c e i s a t t a c h e d t o t h e 

a c t i v i t y o f a c t u a l l y i n j e c t i n g w a t e r i n t o t h e 

r e s e r v o i r ? Does t h a t h a v e a n y s i g n i f i c a n c e , i n 

t e r m s o f q u a l i f y i n g a p r o j e c t u n d e r t h e A c t ? 

A. We d i d n ' t f o l l o w t h e same a p p r o a c h t h a t 

CUMBRE COURT REPORTING 
(50 5} 9 8 4 - 2 2 4 4 



1 

2 

3 

4 

5 

6 

7 

8 

9 

1 0 

1 1 

1 2 

1 3 

14 

1 5 

1 6 

1 7 

1 8 

1 9 

20 

2 1 

2 2 

2 3 

24 

2 5 

107 

was f o l l o w e d i n T e x a s , w h e r e t h e y a c t u a l l y 

d e f i n e d commencement o f o p e r a t i o n s as p u t t i n g t h e 

f l u i d i n t h e r e s e r v o i r . The way t h e b i l l a nd t h e 

r u l e s h a v e b e e n i m p l e m e n t e d h e r e , i s t h a t a 

p r o j e c t a r e a w i l l be a p p r o v e d , b u t t h e 

c e r t i f i c a t i o n o f t h e p r o j e c t as a q u a l i f y i n g 

a r e a , n o t t h a t t h e r e ' s b e e n a p r o d u c t i o n 

r e s p o n s e , b u t t h a t c e r t i f i c a t i o n i s made t o 

T a x a t i o n & Revenue a f t e r t h e o p e r a t o r a d v i s e s t h e 

D i v i s i o n t h a t t h e y a r e a b o u t t o commence 

i n j e c t i o n . 

So, i t seems t o me t h e y ' r e c o n s i s t e n t , 

a n d t h e commencement o f i n j e c t i o n o f f l u i d s i s 

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

p r o j e c t a r e a o c c u r s . 

Q. W i l l i t d i s q u a l i f y a p r o j e c t ^ r e a f r o m 

b e i n g e l i g i b l e f o r c e r t i f i c a t i o n i f a c t i v i t y h as 

a l r e a d y t a k e n p l a c e i n t h e p r o j e c t a r e a , w h e r e b y 

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

a l r e a d y e x i s t w i t h i n t h e p r o j e c t a r e a ? 

A. The k e y t h i n g , as I u n d e r s t a n d t h e A c t , 

i s i n j e c t i o n o f f l u i d , n o t t h e d r i l l i n g o f w e l l s , 

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

a c t u a l p h y s i c a l commencement o f o p e r a t i o n s ; i . e . , 

i n j e c t i o n o f f l u i d . 
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Q. Mr. C a r r , do y o u h a v e an o p i n i o n 

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

p r o j e c t , by O r d e r R-9955, a r e r e q u i r e d e i t h e r by 

t h e EOR A c t o r by t h e D i v i s i o n r u l e s i m p l e m e n t i n g 

t h a t A c t , w h i c h a r e s e t f o r t h i n O r d e r R-9708? 

A. My o p i n i o n i s t h a t t h e r e ' s n o t h i n g , i n 

e i t h e r t h e s t a t u t e o r t h e A c t , t h a t w o u l d e x c l u d e 

an a r e a b e c a u s e t h e r e was a p r e e x i s t i n g w e l l , as 

l o n g as t h e r e h a d n ' t bee 

i n j e c t i o n . B e c a u s e t h e t e s t i s n ' t t h e e x i s t e n c e 

o f w e l l b o r e s , t h e t e s t i s w h e t h e r o r n o t t h e r e i s 

a commencement o f an a c t i v i t y t h a t d i s p l a c e s o i l 

i n t h e p r o j e c t a r e a , 

Q. Do y o u h a v e a n y r e c o m m e n d a t i o n s t o t h e 

C o m m i s s i o n w i t h r e g a r d s t o how t h e y s h o u l d h a n d l e 

t h a t i s s u e t h a t ' s now p l a c e d b e f o r e t h e m i n t h e 

Oxy o r d e r , c o n c e r n i n g t h e d i s q u a l i f i c a t i o n o f t h e 

f i v e p r e e x i s t i n g i n f i l l w e l l s f r o m t h e p r o j e c t 

a r e a ? 

A. I n t h e T e x a c o o r d e r , i n t h e P h i l l i p s 

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

c a s e , w a t e r f 1 o o d i n g b o t h L a n g l i e - M a t t i x and 

J a l m a t p o o l s , w h e r e t h e r e w e r e e x i s t i n g w e l l s , 

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

z o n e s i n , s a y , a J a l m a t w e l l i n t h e 
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N o n e t h e l e s s , t h e y w e r e w o r k i n g w i t h a 

number o f w e l l b o r e s t h a t w e r e p r e e x i s t i n g , and 

t h e a p p r o a c h t a k e n by t h e D i v i s i o n i n t h a t c a s e 

a n d t h e P h i l l i p s c a s e was t h a t t h e e x i s t e n c e o f 

t h e w e l l b o r e s w a s n ' t t h e t e s t , i t was w h e t h e r o r 

n o t y o u a r e i m p l e m e n t i n g a bona f i d e w a t e r f l o o d 

p r o j e c t , a n d a r e y o u g o i n g t o u l t i m a t e l y come 

b a c k a n d show an i n c r e a s e i n p r o d u c t i o n b e c a u s e 

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

I f t h e same s t a n d a r d i s a p p l i e d t o t h e 

Oxy c a s e , t h e n t h e t e s t i s n ' t t h a t w e l l s e x i s t , 

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

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

p a r t i c u l a r w e l l s . As s u c h , t o j u s t e x c l u d e t h e m 

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

w i t h t w o a c t i o n s t a k e n by t h e D i v i s i o n s i n c e t h e 

Oxy o r d e r was e n t e r e d . 

MR. KELLAHIN: T h a t c o n c l u d e s my 

e x a m i n a t i o n o f Mr. C a r r . We move t h e 

i n t r o d u c t i o n o f E x h i b i t No. 20. 

CHAIRMAN LEMAY: W i t h no o b j e c t i o n t o 

E x h i b i t 20, t h e e x h i b i t w i l l be r e c e i v e d i n t o t h 

r e c o r d . 

CHAIRMAN LEMAY: C o m m i s s i o n e r C a r l s o n . 
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EXAMINATION 

BY COMMISSIONER CARLSON: 

Q. Mr. C a r r , who w e r e y o u l o b b y i n g on 

b e h a l f o f d u r i n g t h e 1991 and 92 s e s s i o n s ? 

A. I l o b b i e d a t t h a t t i m e f o r 

A t l a n t i c / R i c h f i e l d a n d f o r Amoco P r o d u c t i o n 

Company, a n d I t e s t i f i e d as a r e p r e s e n t a t i v e o f 

t h e New M e x i c o O i l and Gas A s s o c i a t i o n . 

Q. The E n h a n c e d O i l R e c o v e r y A c t was 

v e t o e d i n 1991? 

A. Y e s, i t was. 

Q. Do y o u know t h e r e a s o n f o r t h a t v e t o ? 

A. No, I do n o t . 

COMMISSIONER CARLSON: I have no 

f u r t h e r q u e s t i o n s . 

CHAIRMAN LEMAY: C o m m i s s i o n e r W e i s s ? 

COMMISSIONER WEISS: I h a v e no 

q u e s t i o n s . 

CHAIRMAN LEMAY: Mr. C a r r , I have one 

q u e s t i o n t h a t p e r t a i n s to y o u r e x h i b i t , 

a c t u a l l y . 

EXAMINATION 

BY CHAIRMAN LEMAY: 

Q. I ' v e l o o k e d a t t h i s e x h i b i t I ' l l b e t 

h u n d r e d t i m e s , a n d a l w a y s w a n t e d t o a s k t h i s 
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q u e s t i o n . Who t o o k t h e b i t e o u t o f t h a t p r i m a r y 

p r o d u c t i o n ? 

A. I h a v e no i d e a . 

Q. E v e r y t h i n g i s s m o o t h , a n d a l l o f a 

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

p r o d u c t i o n . The k e y q u e s t i o n i s , i f we a c c e p t 

y o u r a r g u m e n t , I g u e s s , t h a t t h e t e s t i s t r u l y 

t h e i n j e c t i o n o f w a t e r a n d t h e commencement o f 

a c t i v i t y , w e ' r e t a l k i n g a b o u t t h e a r e a a f f e c t e d , 

a r e n ' t we, b y t h a t a c t i v i t y ? 

A. T h a t ' s r i g h t . 

Q. I s i t y o u r t e s t i m o n y t h a t t h a t a r e a 

a f f e c t e d s h o u l d be t h e p r o j e c t a r e a , o r p r e s u m e d 

t o be a f f e c t e d ? 

A. I t h i n k t h a t t h e w h o l e t h r u s t o f t h e 

A c t a n d t h e r e g u l a t i o n f o c u s e s n o t w e l l - b y - w e l l , 

b u t on p r o j e c t a r e a s . I t h i n k i f y o u a d d r e s s 

t h a t , y o u h a v e t o r e c o g n i z e how d i f f e r e n t t h e s e 

p r o j e c t s a r e g o i n g t o be as t h e y come b e f o r e 

y o u . 

The T e x a c o p r o j e c t , A r c o / S o u t h J u s t i s , 

a r e b r o u g h t t o y o u i n p h a s e s , a n d t h e y ' r e t a l k i n g 

a b o u t c e r t i f y i n g s u b p a r t s o f t h e u n i t , as t h e y go 

f o r w a r d w i t h t h e i r e f f o r t . I t h i n k , i n most 

c a s e s , t h e p r o j e c t a r e a i s s o m e t h i n g t h a t y o u 
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w i l l be l o o k i n g a t . C e r t a i n l y , a n y t h i n g b e y o n d 

t h e p r o j e c t a r e a i s n ' t i n t h e game, a nd y o u d o n ' t 

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

w e l l s o u t s i d e t h e o r i g i n a l a r e a see a p o s i t i v e 

p r o d u c t i o n r e s p o n s e o r n o t . T h e y ' r e j u s t s i m p l y 

n o t p a r t o f t h e p r o c e s s , as i t ' s s e t u p . 

B u t , as y o u ' l l g e t t o l o o k i n g a t w h a t ' s 

i n t h e u n i t , w h a t ' s i n t h e p r o j e c t a r e a , a n d w h a t 

p o r t i o n s o f t h a t may h a v e s e e n an a c t u a l 

p r o d u c t i o n r e s p o n s e , I t h i n k y o u ' r e g o i n g t o be 

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

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

I s u g g e s t t h a t , i n t h e huge u n i t , S o u t h 

J u s t i s , t h e T e x a c o u n i t , t h a t w e l l - b y - w e l l 

r e v i e w s , a s to e v e r y s i n g l e w e l l b o r e , may be 

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

l i k e t h i s , i f y o u ' r e not s e e i n g a p o s i t i v e 

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

comes i n , t o d i s q u a l i f y i t , b e c a u s e i t i s n ' t 

p r oduc i n g . 

I t ' s s o r t o f a t w o - e d g e d s w o r d . Why 

s h o u l d Oxy c a r e ? Why s h o u l d t h e s t a t e c a r e ? The 

f a c t o f t h e m a t t e r i s , t h e w h o l e p r o j e c t a r e a j s 

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

r e s p o n s e t o an e a r l i e r q u e s t i o n , do y o u h a v e 

CUMBRE COURT REPORTING 
( 5 0 5 ) 9 8 4 - 2 2 4 4 



1 

2 

4 

5 

6 

7 

8 

9 

1 0 

1 1 

1 2 

1 3 

1 4 

1 5 

1 6 

1 7 

1 8 

1 9 

20 

2 1 

2 2 

2 3 

24 

2 5 

1 1 3 

a u t h o r i t y t o make t h a t k i n d o f j u d g m e n t ? 

A b s o l u t e l y , y o u d o . The A c t s a y s t h a t t h e 

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

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

t o be a f f e c t e d by t h e e n h a n c e d r e c o v e r y p r o j e c t 

o r e x p a n s i o n . 

So, y o u h a v e a u t h o r i t y . And I t h i n k 

w h a t ' s r e a l l y g o i n g t o be r e q u i r e d a n d w o u l d be 

i m p o r t a n t i n t h e f i n d i n g s t h a t come f r o m t h i s 

c a s e , i s some g u i d a n c e , so t h a t when we come b a c k 

i n we d o n ' t f i n d our' s e l v e s — and I'm n o t m e a n i n g 

a n y t h i n g n e g a t i v e by t h i s — b u t i n a n i t p i c k i n g , 

n i c k e l - a n d - d i m e a p p r o a c h t o w h a t i s an e f f o r t and 

an i n c e n t i v e t h a t ' s b e e n a u t h o r i z e d by t h e 

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

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

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

i s r e s p o n d i n g t o t h e w a t e r f l o o d . T h a t ' s t h e k i n d 

o f q u e s t i o n I t h i n k y o u ' l l be a s k e d , a nd t h a t ' s 

w h a t I t h i n k y o u a r e b e i n g a s k e d t o do when t h o s e 

c a s e s come t o y o u . 

Q. Y o u ' r e a s k i n g t o p u t some f i n d i n g s i n 

t h i s so we c a n g e t some g u i d a n c e as t o w h a t t o 

e x p e c t when t h e y do come i n w i t h t h e i r 

c e r t i f i c a t i o n r e q u e s t s ? 
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A. I t h i n k t h a t w o u l d be h e l p f u l , a n d I 

t h i n k t o j u s t r e q u i r e t h r o w i n g o u t a s i n g l e t r a c t 

b e c a u s e t h e r e may be some p a r t i c u l a r p r o b l e m w i t h 

t h e way t h e w e l l was c o m p l e t e d o r s o m e t h i n g , g o es 

f a r b e y o n d w h a t a n y b o d y i n t e n d e d . And, 

b a s i c a l l y , i t ' s a p r o j e c t a r e a r e v i e w . 

B u t , c e r t a i n l y , i f t h e n o r t h h a l f o f 

t h e p r o j e c t i s n ' t s e e i n g a n y r e s p o n s e , t h e n I 

t h i n k y o u ' r e a u t h o r i z e d by s t a t u t e n o t t o c e r t i f y 

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

MR. STOVALL: L e t me g e t a 

c l a r i f i c a t i o n , Mr. C h a i r m a n . T h a t was k i n d o f 

w h a t I was a s k i n g a b o u t b e f o r e . 

EXAMINATION 

BY MR. STOVALL: 

Q. T h e r e a r e t w o c e r t i f i c a t i o n s i n v o l v e d , 

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

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

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

A. Y e s . 

Q. Y o u r l a s t s t a t e m e n t was a b o u t n o t 

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

I s t h a t t h e 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 

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

A. Y e s , t h a t ' s w h a t I'm t a l k i n g a b o u t 
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t h e r e . 

Q. I s t h a t c o n s i s t e n t w i t h w h a t I h a d 

d i s c u s s e d w i t h Mr. F o p p i a n o and a s k e d the 

C o m m i s s i o n to a d d r e s s b e f o r e ? A re you s u p p o r t i n g 

t h a t s t a t e m e n t ? 

A. I t h i n k I'm s u p p o r t i n g t h a t s t a t e m e n t , 

but to s u p p o r t Mr. S t o v a l l ' s s t a t e m e n t s a l w a y s 

make me n e r v o u s . B u t , 7 think, t h e r e ' s a b a l a n c e 

t h a t h a s t o be s t r u c k b e t w e e n l o o k i n g a t an a r e a 

and s a y i n g , y e s , t h e y ' r e s e e i n g a r e s p o n s e i n 90 

p e r c e n t of t h e w e l l s out h e r e , and i t ' s 

a p p r o p r i a t e to c e r t i f y t h e p r o j e c t : a t t h i s p o i n t 

i n t i m e . I t h i n k t h a t ' s one k i n d of a 

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

I t h i n k what o p e r a t o r s a r e a f r a i d of I s 

t h a t w i t h an 8 0 - w e i l p r o j e c t , of 12-A and of 

17-C, and on and on, a r e g o i n g to be l i t t l e 

windows t h r o u g h t h i s , and i t becomes a 

n i g h t m a r e . 

And a l s o , t h e way t h e A c t f u n c t i o n s :s 

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

come i n a n d a s k f o r c e r t i f i c a t i o n . I t d o e s n ' t 

mean y o u n e e d t o come i n t h e f i r s t m o n t h . You 

may w a i t a y e a r , b e c a u s e t h e t a x c r e d i t w i l l be 

e f f e c t i v e b a c k a t t h e d a t e y o u — y o u s e t a d a t e 
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when y o u see t h a t . So, we s h o u l d n ' t h a v e t o w a i t 

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

a r e a , u n t i l we h a v e e v e r y w e l l r e s p o n d i n g , t o 

come i n a n d a s k y o u t o make t h a t d e t e r m i n a t i o n . 

I t h i n k t h a t ' s t a k i n g t o o h a r d a r e a d on t h e A c t , 

and i t a l s o , I s u g g e s t , g e t s b e y o n d b r i n g i n g i t 

t o t h e O i l C o m m i s s i o n . 

I t comes t o y o u , as t h e C o u r t s a y s , 

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

w i t h t h e s e q u e s t i o n s . " I f i t was e v e r y s i n g l e 

w e l l h a v i n g t o be e v a l u a t e d , on a s t a n d - a l o n e 

b a s i s , I s u s p e c t t h e r e c o u l d be a f o r m d e v i s e d by 

t h e T a x a t i o n & Revenue D e p a r t m e n t , w h e r e a c l e r k 

c o u l d l o o k a t a n u m b e r , look, a t a n o t h e r number., 

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

w e l l - b y - w e l l . 

So, I t h i n k w h a t o p e r a t o r s a r e 

c o n c e r n e d a b o u t , now t h a t we h a v e g o t t e n a r e a s 

a p p r o v e d , a n d o n e , Y a t e s P e t r o l e u m i n p a r t i c u l a r , 

i s p l a n n i n g t o come t r a c k a n d s e e k c e r t i f i c a t i o n 

t o T a x a t i o n & Revenue i n t h e v e r y n e a r f u t u r e . 

We're m o v i n g t o t h a t p o i n t , a n d some g e n e r a l 

g u i d a n c e on how y o u w o u l d v i e w t h i s w o u l d be 

h e l p f u l t o us i n p r e p a r a t i o n f o r t h i s n e x t r o u n d 

o f h e a r i n g s . 
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CHAIRMAN LEMAY: Do y o u t h i n k , Mr. 

C a r r , t h a t we, as a C o m m i s s i o n o r D i v i s i o n , as a 

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

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

a r e a b e i n g c e r t i f i e d a t a l a t e r d a t e , i f and when 

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

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

p r o j e c t a r e a , w i t h o u t r e v i s i t i n g i t ? 

THE WITNESS: I t h i n k y o u c o u l d c e r t i f y 

t h e s o u t h h a l f o f t h e p r o j e c t a n d come b a c k , and 

l e a v e t h e n o r t h h a l f o f t h e p r o j e c t a r e a 

a v a i l a b l e f o r s u b s e q u e n t c e r t i f i c a t i o n u n d e r 

S e c t i o n G o f 7 2 9 ( A ) ( 3 ) . 

Q. (BY MR. STOVALL) A g a i n , y o u ' r e t a l k i n g -

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 c e r t i f i c a t i o n and 

n o t p r o j e c t c e r t i f i c a t i o n ? 

A. Y e s , l a m . 

CHAIRMAN LEMAY: S e c t i o n G? 

THE WITNESS: S e c t i o n G o f 7 2 9 ( A ) ( 3 ) . 

"The r e c o v e r e d o i l t a x r a t e s h a l l a p p l y o n l y t o 

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

c e r t i f i e s t o be a f f e c t e d by t h e e n h a n c e d r e c o v e r y 

p r o j e c t o r e x p a n s i o n . " 

CHAIRMAN LEMAY: You h a v e t h e b i l l and 

n o t t h e — 
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THE WITNESS: I h a v e t h e b i l l , 

ac t u a 1 l y . 

CHAIRMAN LEMAY: A d d i t i o n a l q u e s t i o n s 

o f t h e w i t n e s s ? 

MR. STOVALL: Yes. 

Q. (BY MR. STOVALL) I w o u l d l i k e t o go 

b a c k a n d d i s c u s s some o f t h e t h i n g s we c o v e r e d 

b e f o r e . A g a i n , w e ' r e g e t t i n g a l i t t l e b i t b e y o n d 

t h e s c o p e o f t h e Oxy t h i n g , b u t I t h i n k t he y a ve 

v e r y r e l e v a n t q u e s t i o n s . 

Number o n e , r e a d i n g t h a t s t a t u t e , we 

t a l k e d e a r l i e r w i t h Mr. F o p p i a n o a b o u t , w h a t i f 

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

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

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

A. I t ' s n o t w i t h i n a p r o j e c t a r e a t h a t ' s 

b e e n c e r t i f i e d , and I t h i n k t o t h e e x t e n t we 

t h i n k y o u o u g h t t o h o n o r p r o j e c t a r e a s , we o u g h t 

t o do t h e same. 

Q. S e c o n d q u e s t i o n , a n d t h i s may k i n d o f , 

a c t u a l l y , h e l p r e s o l v e i t . You p r o b a b l y know, 

an d I know Mr. F o p p i a n o k n o w s , t h a t I h a v e t a k e n 

t h e a p p r o a c h , on b e h a l f o f t h e D i v i s i o n , t h a t 

when y o u come i n f o r a p r o j e c t e x p a n s i o n 

a p p r o v a l , i t c a n n o t q u a l i f y f o r t h e i n c e n t i v e t a x 
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r a t e i f t h a t e x p a n s i o n i s done u n d e r an o r d e r 

t h a t was i s s u e d b e f o r e t h e e f f e c t i v e d a t e o f t h e 

A c t . 

T h a t was t h e a p p r o v a l o f t h e p r o j e c t 

t h a t q u a l i f i e d , a n d i n o r d e r t o q u a l i f y , y o u must 

come i n a n d g e t a new a p p r o v a l f r o m t h e D i v i s i o n 

s u b s e q u e n t t o t h e e f f e c t i v e d a t e o f t h e A c t . 

Now, I g u e s s t h e a p p r o v a l t h a t I 

s u g g e s t t h a t t h e s t a t u t e i s l o o k i n g f o r i s not 

some u n i q u e EOR a p p r o v a l , but r e a l l y an a p p r o v a l 

of a w a t e r f l o o d p r o j e c t , and t h a t may be the key 

to t h e a n s w e r to t h i s q u e s t i o n i s , when you come 

i n , I t h i n k t h e A c t a n t i c i p a t e s t h a t i t w i l l be 

an a p p r o v a l w h i c h i s a l r e a d y done p r i o r to t h e 

ti m e of t h i s A c t . 

The D i v i s i o n a p p r o v e s w a t e r f l o o d 

p r o j e c t s , and i t ' s when t h e D i v i s i o n a p p r o v e d 

t h a t w a t e r f l o o d p r o j e c t , and once you a p p r o v e t h e 

p r o j e c t y o u ' r e r e a l l y a u t h o r i z i n g t h e i n j e c t i o n 

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

w h a t e v e r o t h e r s e c o n d p r o j e c t — and you've d e f i n e d 

t h e a r e a a t t h a t t i m e , b e c a u s e t h a t ' s where t h e 

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

a u t h o r i t y ? 

Does t h a t make s e n s e t o y o u , Mr. C a r r ? 
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Do y o u f o l l o w me? 

A. I f I u n d e r s t a n d t h e q u e s t i o n , t h e A c t 

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

e n h a n c e d o i l r e c o v e r y p r o j e c t , u n d e r t h e A c t , 

f i l e d p r i o r t o M a r c h 6, 19 9 2 , i t t a l k s a b o u t , 

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

B u t t h e t e s t i m o n y f r o m R e p r e s e n t a t i v e 

W h i t a k e r , a n d I t h i n k t h e s t a t u t e p r o v i d e s , t h a t 

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

new EOR p r o j e c t a p p r o v e d i f , i n f a c t , y o u meet 

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

m e t h o d u s e d t o a c h i e v e t h e d i s p l a c e m e n t o f o i l i n 

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

Q. I t seems t o me, i n t h e e x p a n s i o n s , as 7 

w o u l d i n t e r p r e t t h a t , y o u do t w o t h i n g s : You 

come i n a n d g e t t h e p r o j e c t a p p r o v e d u n d e r t h e 

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

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

r e s e r v o i r f o r e n h a n c e d r e c o v e r y p u r p o s e s ? 

A. R i g h t . 

Q. And t h e n t h e s e c o n d p a r t o f t h a t s a y s , 

i n t h e c a s e o f t h e s e e x p a n s i o n s , we w i l l l o o k and 

s a y , t h e r e ' s a l i t t l e e x t r a p i e c e t a g g e d on t o 

t h a t p r o c e s s t o s a y , i n t h e c a s e o f an e x p a n s i o n 

o n l y , t o s a y , i s t h i s an e x p a n s i o n ? W o u l d y o u 
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a g r e e w i t h t h a t ? 

A. Y e s , e i t h e r g e o g r a p h i c o r b e c a u s e o f 

some s i g n i f i c a n t c h a n g e , I t h i n k t h e p h r a s e i s . 

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

some t h i n g ? 

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

d i s p 1 a c e o i l . 

Q. Now t h e i n t e n t , y o u h a d t a l k e d e a r l i e r 

a b o u t t h e a c t u a l i n j e c t i o n o f w a t e r , and a g a i n , 

f r o m t h e D i v i s i o n ' s s t a n d p o i n t I t h i n k we h a v e 

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

q u a l i f y , as n o t b e i n g t h a t d a t e , b u t r a t h e r t o 

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

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

A. C o r r e c t . 

Q. Now, g o i n g b a c k t o w h a t w e ' r e d o i n g , 

and k i n d of p u t t i n g a i l t h a t t o g e t h e r , I t h i n k 

what I have j u s t s a i d may l e n d some s u p p o r t to 

Mr. F o p p i a n o ' s argument t h a t , i f we a p p r o v e a 

p r o j e c t a r e a f o r t h e p u r p o s e of i n j e c t i o n of 

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

a r e a f o r t h e EOR p r o j e c t , b e c a u s e t h a t ' s r e a l l y 

t h e a p p r o v a l t h a t t h e s t a t u t e i s l o o k i n g f o r , i s 

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

A. T h a t ' s r i g h t . 
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Q. W h i c h t h e n r a i s e s t h e q u e s t i o n a b o u t , 

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

a r e a d o n ' t show any s o r t o f r e s p o n s e ? Mr. 

F o p p i a n o ' s a r g u m e n t i s , w e l l , o n c e y o u ' v e 

a p p r o v e d t h a t p r o j e c t a r e a , y o u ' v e d e f i n e d i t . 

E i t h e r y o u ' v e g o t a p o s i t i v e p r o d u c t i o n r e s p o n s e 

o r y o u d o n ' t , w i t h i n t h e p r o j e c t a r e a . 

You and I , a l i t t l e e a r l i e r , have 

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

d o e s n ' t q u a l i f y , we c a n r e d u c e t h e p r o j e c t a r e a 

f o r t a x c r e d i t p u r p o s e s , and I'm not s u r e t h a t 

t h a t ' s t r u e . And, once a g a i n , I would s a y t h a t ' s 

a q u e s t i o n we need g u i d a n c e from t h e C o m m i s s i o n 

on, on t h a t i s s u e . 

Do you c o n c u r , a s a b r i l l i a n t a t t o r n e y 

on t h e w i t n e s s s t a n d , a r e you a b l e to s u p p o r t 

t h a t ? 

A. I d i d n ' t know Mr. K e l l a h i n was 

t e s t i f y i n g , b u t , y e s . 

MR. KELLAHIN: I o b j e c t t o c o u n s e l 

b a d g e r i n g my w i t n e s s . 

Q. Okay. That, l e a v e s me i n t h e p o s i t i o n 

o f w h e r e I t h i n k t h e D i v i s i o n n e e d s some 

g u i d a n c e , a n d I g u e s s w h a t I w o u l d s a y a t t h i s 

p o i n t i s , i f t h a t i s t h e c a s e , t h e n t h e D i v i s i o n 
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w o u l d t h e n h a v e t o l o o k much more c r i t i c a l l y a t 

t h e p r o j e c t a r e a i t a p p r o v e s a t t h e t i m e o f t h e 

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

s e c o n d c h a n c e t o come b a c k a nd l o o k a t t h a t a r e a 

i n t e r m s o f s e c o n d a r y — o f p o s i t i v e p r o d u c t i o n 

r e s p o n s e . 

I f we f o l l o w t h a t l i n e o f r e a s o n i n g, 

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

Mr. F o p p i a n o i s c o r r e c t , t h e n i t i s f o r t h e 

p r o j e c t a r e a . So t h a t w i l l be h e l p f u l t o t h e 

E x a m i n e r s t o know w h a t t h e y ' v e g o t t o l o o k a t , 

t h e f i r s t t i m e . 

A. The o n l y t h i n g I w o u l d s a y i n r e s p o n s e 

t o t h a t i s , t h e u n i t s t h a t come b e f o r e y o u d i f f e 

t r e m e n d o u s l y i n s i z e a n d i n j u s t t h e n a t u r e o f 

t h e p r o j e c t , a n d I t h i n k t h a t you., as a 

C o m m i s s i o n a nd a D i v i s i o n , h a v e b e e n a s k e d t o us 

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

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

i n c e n t i v e i f i t m e e t s t h e t e s t s o f t h a t s t a t u t e . 

We're g e t t i n g t o a p o i n t i n t h e 

d e v e l o p m e n t o f t h e w h o l e h i s t o r y o f t h i s 

i n c e n t i v e , w h e r e some g u i d a n c e w o u l d be i m p o r t a n 

t o t h e i n d u s t r y , I t h i n k . 

CHAIRMAN LEMAY: T h a n k y o u , Mr. O a r r . 
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A d d i t i o n a l q u e s t i o n s o f t h e w i t n e s s ? 

I f n o t , he may be e x c u s e d . 

Mr. K e l l a h i n , I w o u l d l o v e t o h a v e a 

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

C o m m i s s i o n e r s , i f y o u w o u l d n ' t m i n d . 

A n y t h i n g a d d i t i o n a l ? 

MR. KELLAHIN: J u s t a b r i e f comment t o 

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

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

p r o c e s s , b u t s p e c i f i c a l l y t h e r e ' s a t w o - p a r t 

p r o c e s s . 

We have a c e r t i f i c a t i o n of a p r o j e c t 

a r e a . S u b s e q u e n t l y , w i t h i n a f i v e - y e a r p e r i o d , 

we come b a c k f o r c e r t i f i c a t i o n of a p o s i t i v e 

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

E x a m i n e r C a t a n a c h h a s p r e m a t u r e l y made a judgment 

a b o u t t h e p r o j e c t a r e a and d i s q u a l i f i e d our 

p r o j e c t a r e a , a t l e a s t h a l f of i t , b e c a u s e t h e r e 

were f i v e e x i s t i n g o i l w e l l s i n i t . We f i n d no 

b a s i s f o r d o i n g t h a t . 

The s c i e n t i f i c t e s t i m o n y b y Mr. 

G e n g l e r , t h e S P E p a p e r , t h e e n g i n e e r i n g r e p o r t by 

S c o t t H i c k m a n ' s g r o u p , i n d i c a t e t h a t t h e 

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

f r o m 80 t o 40 a c r e s , w h i c h c a n o c c u r w i t h o r 
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w i t h o u t t h e d r i l l i n g o f t h e a d d i t i o n a l we 1 1 s • We 

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

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

becomes o u r o b l i g a t i o n t o show, a t some f u t u r e 

d a t e , a p o s i t i v e i n j e c t i o n r e s p o n s e a t ano t h e r 

h e a r i n g , i f t h e D i v i s i o n so r e q u i r e s . 

So, my c o n c e r n i s t h e y ' v e p r e mat u r e •r y 

d e n i e d us t h e q u a l i f i c a t i o n o f a p r o j e c t a r e a 

t h a t we t h i n k d e s e r v e s a t l e a s t a c e r t i f i c a t i o n 

as a p r o j e c t a r e a . We b e l i e v e i t i s t r e a t me n 

i n c o n s i s t e n t w i t h how o t h e r s h a v e r e c e n t l y b e e n 

t r e a t e d , a n d we t h i n k t h e o r d e r i s s a t i s f a c t o r y 

f o r w h a t we w a n t t o d o , p r o v i d e d t h e Co m m i s s i o n 

w i l l m o d i f y t h e p r o j e c t a r e a a n d p u t ba ck i n f i v e 

w e l l s t h a t w e r e e x c l u d e d . 

I ' l l be more t h a n h a p p y t o d r a f t a 

p r o p o s e d C o m m i s s i o n o r d e r . 

CHAIRMAN LEMAY: A n y t h i n g e l s e i n t h e 

c a s e ? 

I f n o t , w e ' l l t a k e t h e c a s e u n d e r 

a d v i s e m e n t . 

(And t h e p r o c e e d i n g s c o n c l u d e d . ) 
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STATE OF NEW MEXICO ) 
) s s . 

COUNTY OF SANTA FE ) 

I , C a r l a D i a n e R o d r i g u e z , C e r t i f i e d 

S h o r t h a n d R e p o r t e r a n d N o t a r y P u b l i c , HEREBY 
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p r o c e e d i n g s b e f o r e t h e O i l C o n s e r v a t i o n 

C o m m i s s i o n was r e p o r t e d by me; t h a t I c a u s e d my 

n o t e s t o be t r a n s c r i b e d u n d e r my p e r s o n a l 

s u p e r v i s i o n ; a n d t h a t t h e f o r e g o i n g i s a t r u e and 

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

I FURTHER CERTIFY t h a t I am n o t a 

r e l a t i v e o r e m p l o y e e o f a n y o f t h e p a r t i e s o r 

a t t o r n e y s i n v o l v e d i n t h i s m a t t e r a n d t h a t I h a v e 
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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION COMMISSION 

CASE NOS 111) 10,345, 10,346, 10,772, 

10,823, 10,788 and 10,790 

CONTINUED AND DISMISSED CASES 

TRANSCRIPT OF PROCEEDINGS 

ORIGINAL 
BEFORE: WILLIAM J. LEMAY, CHAIRMAN 

WILLIAM WEISS, COMMISSIONER 
JAMI BAILEY, COMMISSIONER 

FFR I I IQQ/l 

January 13, 1994 

Santa Fe, New Mexico 

This matter came on f o r hearing before the O i l 

Conservation Commission on January 13, 1994, a t Morgan 

H a l l , State Land O f f i c e B u i l d i n g , 310 Old Santa Fe T r a i l , 

Santa Fe, New Mexico, before Steven T. Brenner, C e r t i f i e d 

Court Reporter No. 7 f o r the State of New Mexico. 

* * * 
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WHEREUPON, the f o l l o w i n g proceedings were had a t 

9:02 a.m.: 

CHAIRMAN LEMAY: Good morning, happy new year. 

This i s the O i l Conservation Commission, and my name i s 

B i l l LeMay, I'm chairman. 

To my l e f t i s Commissioner B i l l Weiss, t o my 

r i g h t Commissioner Jami Bai l e y , r e p r e s e n t i n g the 

Commissioner of Public Lands, State of New Mexico. 

We w i l l s t a r t by c a l l i n g Cases 10,345 and 10,346, 

Louise Locke. 

MR. STOVALL: A p p l i c a t i o n s of Louise Locke t o 

consider o b j e c t i o n s t o w e l l costs, San Juan County, New 

Mexico. 

Mr. Bruce, as I understand, Louise Locke has 

r e c e n t l y received the w e l l cost i n f o r m a t i o n and has 

requested some a d d i t i o n a l time t o a u d i t the i n f o r m a t i o n 

before t h i s case goes forward; i s t h a t c o r r e c t ? 

MR. BRUCE: Yes, Mr. T u l l y requested some e x t r a 

time, and we have no o b j e c t i o n on behalf of BHP. 

CHAIRMAN LEMAY: Thank you. Without o b j e c t i o n , 

those cases w i l l be continued t o the — I have March 10th 

docket. 

* * * 

CHAIRMAN LEMAY: And c a l l Case Number 10,772, 

Barber O i l . I'm jumping on you here, Counselor. 
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MR. STOVALL: A p p l i c a t i o n of Barber O i l , I n c . , 

f o r s a l t w a t e r d i s p o s a l , Eddy County, New Mexico. 

App l i c a n t has requested t h i s case be continued t o 

the February 10th docket. 

CHAIRMAN LEMAY: Without o b j e c t i o n , t h a t case 

w i l l be continued t o the February 10th docket. 

* * * 

CHAIRMAN LEMAY: And c a l l Case Number 10,771. 

MR. STOVALL: A p p l i c a t i o n of OXY USA, I n c . , t o 

aut h o r i z e the expansion of a p o r t i o n of i t s S k e l l y Penrose 

"B" U n i t Waterflood P r o j e c t and q u a l i f y s a i d expansion f o r 

the recovered o i l t a x r a t e pursuant t o the New Mexico 

Enhanced O i l Recovery Act, Lea County, New Mexico. 

Ap p l i c a n t has requested t h a t case be continued t o 

the February 10th docket. 

CHAIRMAN LEMAY: I s there any obj e c t i o n ? I f not, 

t h a t case w i l l be continued t o the February 10th docket. 

* * * 

CHAIRMAN LEMAY: And we w i l l now c a l l Cases 

10,823, 10,788 and 10,790. 

MR. STOVALL: Mr. Chairman, I t h i n k there's a — 

CHAIRMAN LEMAY: I'm so r r y . 

MR. STOVALL: — d i f f e r e n t procedural matter on 

— We can do them, but I t h i n k we need t o — 

CHAIRMAN LEMAY: Separate them. 
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MR. STOVALL: — do them i n d i v i d u a l l y , yeah. 

CHAIRMAN LEMAY: Yeah, okay. 

MR. STOVALL: 10,823 i s the A p p l i c a t i o n of 

Nearburg Producing Company f o r compulsory p o o l i n g , Eddy 

County, New Mexico. 

Ap p l i c a n t Nearburg Producing has requested t h i s 

case be continued t o the February 10th, 1994, docket. 

CHAIRMAN LEMAY: I s ther e any o b j e c t i o n t o t h a t ? 

I f n o t , Case 10,82 3 w i l l be continued t o the February 10th 

docket. 

* * * 

CHAIRMAN LEMAY: And we w i l l c a l l Cases 10,788 

and 10,790. 

MR. STOVALL: 10,788 i s the A p p l i c a t i o n of 

Nearburg Producing Company f o r compulsory p o o l i n g , Eddy 

County, New Mexico. 

Case 10,790 i s the A p p l i c a t i o n of Yates Petroleum 

Corporation f o r compulsory p o o l i n g , Eddy County, New 

Mexico. 

These are competing f o r c e - p o o l i n g a p p l i c a t i o n s , 

and I understand there's been an agreement reached. 

MR. CARROLL: That's c o r r e c t . Mr. Chairman, w i t h 

respect t o Yates's Case 10,790 — 

MR. STOVALL: Excuse me, Mr. C a r r o l l , do you want 

t o go ahead and enter your appearance f o r the record? 
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MR. CARROLL: I'm so r r y , I'm Ernest C a r r o l l of 

the Losey law f i r m of A r t e s i a , New Mexico, appearing on 

behalf of Yates Petroleum, the Ap p l i c a n t i n Case 10,790. 

MR. BRUCE: And Jim Bruce from the Hi n k l e law 

f i r m i n Santa Fe, representing Nearburg Producing Company, 

the A p p l i c a n t i n Case 10,788. 

CHAIRMAN LEMAY: Thank you. Are t h e r e a d d i t i o n a l 

appearances i n these cases? 

Okay, Mr. C a r r o l l ? 

MR. CARROLL: Mr. LeMay, Yates Petroleum, w i t h 

respect t o the case i n which i t i s the A p p l i c a n t , 10,790, 

a t t h i s time would move t o dismiss i t s A p p l i c a t i o n , or i t s 

A p p l i c a t i o n f o r a de novo hearing w i t h respect t o t h a t 

A p p l i c a t i o n f i l e d , and would f u r t h e r advise t h a t w i t h 

respect — i n con j u n c t i o n — both cases, Yates Petroleum 

and Nearburg Producing Company have reached an agreement 

whereby Yates has elected t o p a r t i c i p a t e i n the d r i l l i n g of 

the Nearburg w e l l i n Section 2. 

We have signed an AFE and retur n e d i t , and i t i s 

my understanding Nearburg w i l l agree and s t i p u l a t e on the 

record t h a t such AFE was t i m e l y submitted w i t h respect t o 

the Order. 

And furthermore, the only other t h i n g t h a t Yates 

would l i k e t o note, a t t h i s p o i n t i n time the w e l l , by 

order of the Commission, i s scheduled t o be d r i l l e d by 
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February 1. 

Yates would l i k e t o put a record. We don't know 

i f there's going t o be a problem, but we want t o put a 

record t h a t we expect a w e l l t o be spudded on or before 

February 1 and would oppose any f u r t h e r extension. 

CHAIRMAN LEMAY: Mr. Bruce? 

MR. BRUCE: Mr. Chairman, on behalf of Nearburg, 

we s t i p u l a t e t h a t Yates has t i m e l y e l e c t e d t o j o i n i n 

Nearburg's proposed w e l l , i n other words, w i t h o u t a r i s k 

p e n a l t y . 

We would request t h a t an order be entered i n t h i s 

case, r e f l e c t i n g t h i s s t i p u l a t i o n , because no op e r a t i n g 

agreement has yet been signed by the p a r t i e s . So we want 

t h a t t o p r o t e c t Yates and t o p r o t e c t Nearburg. 

There i s c u r r e n t l y a February 1, 1994, 

commencement deadline. Yates does oppose any extension of 

t h a t . 

Nearburg i s i n the process of o b t a i n i n g a 

c o n t r a c t on a d r i l l i n g r i g . I t would l i k e a two- t o f o u r -

week extension of t h a t . I t does plan t o commence i t s d i r t 

work t h i s month. 

We hope t o spud i t by the end of the month, but 

t o be safe we would l i k e t o have an extension of two t o 

fo u r weeks. But Nearburg does commit t h a t i t w i l l take the 

steps necessary t o preserve Yates' lease, which i s — I f 
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d r i l l i n g i s not commenced, obviously, i t w i l l e x p i r e . 

CHAIRMAN LEMAY: Let me ask you, does Yates have 

a spudder on t h a t s t a t e lease t o spud i t ? 

MR. CARROLL: Yes. Yes, s i r , we do. We've had 

i t out t h e r e f o r q u i t e some time now, and t h a t ' s the main 

reason we have an o b j e c t i o n . 

I would suggest t h a t the proper t h i n g i s t h a t a 

formal a p p l i c a t i o n be made. I don't know i f our c l i e n t s 

can work t h i s matter out. And there may not be a problem, 

because there's not much a c t i v i t y going on down t h e r e , and 

I t h i n k t h e r e are some r i g s a v a i l a b l e . And we do have more 

than two weeks, you know, a v a i l a b l e t o get a w e l l spudded. 

So I would t h i n k the proper way would be t o make 

a formal a p p l i c a t i o n , and l e t ' s see what happens, and w e ' l l 

determine — 

CHAIRMAN LEMAY: How much i s your spudder c o s t i n g 

you? Do you know? 

MR. CARROLL: What's the spudder run, Randy? I'm 

not sure? 

FROM THE FLOOR: I r e a l l y don't r e c a l l . I 

j u s t — 

MR. CARROLL: I'm sor r y , Mr. LeMay, I don't have 

t h a t . 

CHAIRMAN LEMAY: That's a l l r i g h t . Would i t be 

app r o p r i a t e t o have t h a t p a r t of the cost of the t o t a l 
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w e l l , do you t h i n k , i n the event t h a t Nearburg couldn't get 

a r i g on l o c a t i o n by February 1? 

MR. CARROLL: I t h i n k t h a t t h a t might be a very 

a p p r o p r i a t e remedy, or some extension t h a t Nearburg would 

have t o reimburse any costs t h a t were out. 

CHAIRMAN LEMAY: Maybe not reimburse, but t h a t ' s 

j u s t t he cost of doing the w e l l and share i n p r o p o r t i o n 

your i n t e r e s t i n the p r o r a t i o n u n i t . 

MR. CARROLL: That's c o r r e c t , t h a t could be a 

s o l u t i o n , yes, s i r . 

CHAIRMAN LEMAY: I mean, I r e a l i z e t h a t r i g s , you 

j u s t always can't get them when you want them, but I 

understand i f you're going t o do the d i r t work t h a t 

Nearburg — Does he have a c o n t r a c t o r , do you know? 

MR. BRUCE: I'm not c e r t a i n , Mr. Chairman. They 

d i d i n d i c a t e t o me on the phone yesterday t h a t they would 

be s t a r t i n g the d i r t work by the end of the month, but they 

are i n the process — What he i n d i c a t e d was t h a t he d i d not 

have a d r i l l i n g r i g under c o n t r a c t y e t . 

CHAIRMAN LEMAY: You might check on t h a t as a 

po s s i b l e s t i p u l a t i o n i n the event the w e l l i s not s t a r t e d 

by February 1 and there needs t o be a d d i t i o n a l extension t o 

any cost of t h a t cable t o o l t o save t h a t lease w i l l be p a r t 

of the b i l l of the w e l l you're going t o d r i l l . 

MR. BRUCE: T o t a l w e l l costs. 
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CHAIRMAN LEMAY: T o t a l w e l l costs. 

MR. BRUCE: Thank you, Mr. Examiner. 

CHAIRMAN LEMAY: Thank you, gentlemen. Anything 

else i n t h i s case? 

MR. STOVALL: C l a r i f y one t h i n g j u s t t o make 

sure. 

This w e l l — I s your p o s i t i o n and p a r t of the 

s t i p u l a t i o n , t h i s w e l l i s being d r i l l e d under the f o r c e -

p o o l i n g order, not i n l i e u of the f o r c e - — not — based on 

agreement which voids the f o r c e - p o o l i n g order? 

MR. BRUCE: I t ' s being d r i l l e d under the f o r c e -

p o o l i n g order as of t h i s — And i f they do si g n an 

ope r a t i n g agreement, we w i l l l e t the Commission know 

immediately. 

MR. CARROLL: That's a l l I have. 

CHAIRMAN LEMAY: Thank you, Mr. C a r r o l l . Thank 

you, Mr. Bruce. 

* * * 

(Thereupon, these proceedings were concluded a t 

9:12 a.m.) 

* * * 
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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION COMMISSION 

IN THE MATTER OF THE HEARING ) 
CALLED BY THE OIL CONSERVATION ) 
COMMISSION FOR THE PURPOSE OF ) 
CONSIDERING: ) CASE NO. 10771 

APPLICATION OF OXY USA I n c . 

REPORTER'S TRANSCRIPT OF PROCEEDINGS 

COMMISSION HEARING 

BEFORE: W i l l i a m R. LeMay, Chairman 
Gary C a r l s o n , Commissioner 
B i l l W eiss, Commissioner 

F l o r e n e D a v i d s o n , S e n i o r S t a f f S p e c i a l i s t 

November 10, 1993 

Santa Fe, New Mexico 

T h i s m a t t e r came on f o r h e a r i n g b e f o r e t h e 

O i l C o n s e r v a t i o n Commission on November 10, 1993, a t 

Morgan H a l l , S t a t e Land O f f i c e B u i l d i n g , 310 O l d Santa 

Fe T r a i l , Santa Fe, New M e x i c o , b e f o r e Deborah O'Bine, 

RPR, C e r t i f i e d C o u r t R e p o r t e r No. 63, f o r t h e S t a t e o f 

New M e x i c o . 

CUMBRE COURT REPORTING 
P.O. BOX 9262 

Santa Fe, New Mexico 85704-9262 
(505) 984-2244 FAX: 984-2092 
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CHAIRMAN LeMAY: I n case t h e r e i s someone 

h e r e w a i t i n g f o r t h e Oxy case, we're n o t g o i n g t o hear 

t h a t . We can go on t h e r e c o r d and say t h a t case w i l l 

be c o n t i n u e d u n t i l J a n u a r y 1 3 t h . 

CUMBRE COURT REPORTING 
P.O. Box 9262 

Santa Fe, New Mex i c o 85704-9262 
(505) 984-2244 FAX: 984-2092 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

2 0 

2 1 

22 

23 

24 

25 

3 

CERTIFICATE OF REPORTER 

STATE OF NEW MEXICO ) 

) s s . 

COUNTY OF SANTA FE ) 

I , Deborah O'Bine, C e r t i f i e d S h o r t h a n d 

R e p o r t e r and N o t a r y P u b l i c , HEREBY CERTIFY t h a t I 

caused my n o t e s t o be t r a n s c r i b e d u n d e r my p e r s o n a l 

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

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

h e a r i n g . 

o r employee o f any o f t h e p a r t i e s o r a t t o r n e y s 

i n v o l v e d i n t h i s m a t t e r and t h a t I have no p e r s o n a l 

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

I FURTHER CERTIFY t h a t I am n o t a r e l a t i v e 

WITNESS MY HAND AND SEAL, November 12, 

1993 . 

DEBORAH O'BINE 
CCR No. 63 

CUMBRE COURT REPORTING 
P.O. Box 9262 

Santa Fe, New Mexico 85704-9262 
(505) 984-2244 FAX: 984-2092 


