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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE HEARING ) 
CALLED BY THE OIL CONSERVATION ) 
DIVISION FOR THE PURPOSE OF ) 

CONSIDERING: ) CASE NO. 10810 

APPLICATION OF MARBOB ENERGY CORPORATION 

REPORTER'S TRANSCRIPT OF PROCEEDINGS 

EXAMINER HEARING 

BEFORE: M i c h a e l E. S t o g n e r , H e a r i n g Examiner 

A u g u s t 26, 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 D i v i s i o n on A u g u s t 26, 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 . 

ORIGINAL 
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I N D E X 

Au g u s t 26, 1993 
Examiner H e a r i n g 
CASE NO. 10810 

APPEARANCES 
PAGE 

3 

MARBOB ENERGY CORPORATION'S WITNESS: 

RAYE PAUL MILLER 
E x a m i n a t i o n by Mr. C a r r 
E x a m i n a t i o n by Mr. S t o v a l l 

4 
25 

REPORTER'S CERTIFICATE 3 7 

E X H I B I T S 

E x h i b i t 
E x h i b i t 
E x h i b i t 
E x h i b i t 
E x h i b i t 
E x h i b i t 
E x h i b i t 

1 
2 
3 
4 
5 
6 
7 

ID ADMTD 
10 2 4 

E x h i b i t 8 
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A P P E A R A N C E S 

FOR THE DIVISION: ROBERT G. STOVALL, ESQ. 
G e n e r a l C o u n s e l 
O i l C o n s e r v a t i o n Commission 
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 Mexico 87501 

FOR THE APPLICANT: CAMPBELL, CARR, BERGE & 
SHERIDAN, P.A. 

P.O. Box 2208 
Santa Fe, New Mex i c o 87504 
BY: WILLIAM F. CARR, ESQ. 
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EXAMINER STOGNER: H e a r i n g w i l l come t o 

o r d e r . C a l l n e x t case, No. 10810. 

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

C o r p o r a t i o n f o r s t a t u t o r y u n i t i z a t i o n , Eddy County, 

New M e x i c o . 

name i s W i l l i a m F. C a r r w i t h t h e Santa Fe law f i r m 

C a m p b e l l , C a r r , Berge & S h e r i d a n . I r e p r e s e n t Marbob 

Energy C o r p o r a t i o n . I have one w i t n e s s . 

EXAMINER STOGNER: Are t h e r e any o t h e r 

a p p e a r a n c e s ? 

W i l l t h e w i t n e s s p l e a s e s t a n d and be sworn. 

( W i t n e s s sworn.) 

RAYE PAUL MILLER, 

t h e w i t n e s s h e r e i n , a f t e r h a v i n g been f i r s t d u l y sworn 

upon h i s o a t h , was examined and t e s t i f i e d as f o l l o w s : 

EXAMINER STOGNER: C a l l f o r a p p e a r a n c e s . 

MR. CARR: May i t p l e a s e t h e e x a m i n e r , my 

EXAMINATION 

BY MR. CARR: 

W i l l you s t a t e y o u r name f o r t h e r e c o r d , 

p l e a s e . 

A . Raye P a u l M i l l e r . 

Q. Where do you r e s i d e ? 

A. A r t e s i a , New M e x i c o . 

Q. By whom a r e you employed? 

CUMBRE COURT REPORTING 
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A. Marbob Energy C o r p o r a t i o n . 

Q. And what i s y o u r p o s i t i o n w i t h Marbob 

Energy C o r p o r a t i o n ? 

A. I'm a c o r p o r a t e o f f i c e r , 

s e e r e t a r y - t r e a s u r e r . 

Q. What a r e y o u r d u t i e s as s e c r e t a r y - t r e a s u r e r 

o f Marbob Energy? 

A. I o v e r s e e a c c o u n t i n g , l a n d , do i n t e r n a l 

w o r k, e n g i n e e r i n g and g e o l o g y t y p e o f work on o u r 

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

o u t s i d e e n g i n e e r s and g e o l o g i s t s . 

Q. Do you have an i n - h o u s e e n g i n e e r and 

g e o l o g i s t ? 

A. No, we do n o t . 

Q. Are you i t ? 

A. I'm as c l o s e as i t g e t s . 

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

D i v i s i o n ? 

A. No, I have n o t . 

Q. Would you summarize f o r Mr. S t o g n e r y o u r 

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

A. I have an u n d e r g r a d u a t e d e g r e e f r o m t h e 

U n i v e r s i t y o f New Mexico and a b u s i n e s s — o r a 

m a s t e r ' s i n b u s i n e s s a d m i n i s t r a t i o n f r o m t h e 

U n i v e r s i t y o f S o u t h e r n C a l i f o r n i a . 
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Q. How l o n g have you worked f o r Marbob? 

A. I began work i n 1980 f o r Marbob Energy 

C o r p o r a t i o n , and I ' v e been t h e r e f o r t h e p a s t 13 

y e a r s . 

Q. How many w e l l s have you a c t u a l l y been 

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

t h e w e l l s ? 

A. D u r i n g t h e t i m e t h a t I ' v e been w i t h Marbob, 

we've been i n v o l v e d i n t h e d r i l l i n g o f o v e r 200 i n f i l l 

w e l l s . 

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

i n t h i s case? 

A. Yes, s i r . 

Q. Are you f a m i l i a r w i t h t h e s t a t u s o f t h e 

l a n d s i n v o l v e d i n t h e B u r c h - K e e l y U n i t Area? 

A. Yes, s i r . 

MR. CARR: Mr. S t o g n e r , a t t h i s t i m e we 

w o u l d t e n d e r Mr. M i l l e r as a p r a c t i c a l o i l m a n . 

MR. STOVALL: I w o u l d l i k e t o ask Mr. 

M i l l e r one q u e s t i o n . Mr. M i l l e r , i s John Gray a 

p r i n c i p a l i n t h e Marbob Energy? 

THE WITNESS: Yes, s i r . 

MR. STOVALL: Would i t be s a f e t o say t h a t 

you a r e a p p r e n t i c i n g under Mr. Gray as a p r a c t i c a l 

o i l m a n ? 
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THE WITNESS: Would I say what? 

MR. STOVALL: T h a t you a r e a p p r e n t i c i n g 

u n d e r Mr. Gray as a p r a c t i c a l o i l m a n ? 

THE WITNESS: Yes, e x c e p t f o r t h e h a t and 

t h e v o i c e . 

MR. STOVALL: W i t h t h a t k i n d o f e x p e r i e n c e 

and m e n t o r s h i p , how can we o t h e r t h a n q u a l i f y Mr. 

M i l l e r . 

EXAMINER STOGNER: Mr. M i l l e r i s so 

q u a l i f i e d as a p r a c t i c a l o i l and gasman and an 

a p p r e n t i c e o f Mr. Johnny Gray. 

Q. (BY MR. CARR) Mr. M i l l e r , w o u l d you 

b r i e f l y s t a t e what Marbob Energy seeks i n t h i s case? 

A. Marbob i s s e e k i n g t h e u n i t i z a t i o n o f t h e 

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

p u r p o s e s . The l a n d s i n v o l v e d were p r e v i o u s l y owned by 

P h i l l i p s P e t r o l e u m Company and were p a r t o f a p r e v i o u s 

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

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

a p p r o v e d u n d e r O r d e r R-7900 i n A p r i l o f 1985. 

A f t e r t h a t , s e v e r a l w e l l s were c o n v e r t e d t o 

i n j e c t i o n w e l l s , and s e v e r a l w e l l s were worked o v e r by 

P h i l l i p s . We a r e t h e -- o r we p u r c h a s e d P h i l l i p s ' 

i n t e r e s t i n November o f l a s t y e a r as t o a l l o f t h a t 

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

CUMBRE COURT REPORTING 
P.O. BOX 9262 

SANTA FE, NEW MEXICO 87504-9262 
(505) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1 

22 

2 3 

24 

25 

8 

We seek t o , w i t h t h e s t a t u t o r y u n i t i z a t i o n , 

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

t h e b u r d e n s o f r i g h t o f ways and h e a r i n g s . A l s o t o 

a d d r e s s q u e s t i o n s o f m i g r a t i o n o f o i l a c r o s s l e a s e 

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

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

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

t h e n o r m a l 330 f e e t s e t o f f t o l e a s e l i n e s . 

We f e e l i t ' s n e c e s s a r y t o have s t a t u t o r y 

u n i t i z a t i o n t o f i x t h e a l l o c a t i o n o f u n i t p r o d u c t i o n 

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

owner w h i c h d i d n o t r a t i f y w o u l d n o t be a b l e t o f i l e a 

c l a i m a g a i n s t Marbob f o r a d d i t i o n a l r e v e n u e . 

H i n d s i g h t i n t h e o i l b u s i n e s s i s e x c e l l e n t . 

W i t h t h i s h e a r i n g we seek t o s o l i d i f y t h e 

u n i t t o p r o t e c t t h e s i z a b l e i n v e s t m e n t t h e w o r k i n g 

i n t e r e s t owners a r e p l a n n i n g t o u n d e r t a k e i n 

d e v e l o p i n g t h e u n i t a r e a and e x p a n d i n g t h e w a t e r f l o o d 

o v e r t h e e n t i r e u n i t a r e a . The e x p a n s i o n o f t h i s 

w a t e r f l o o d w i l l be r e q u e s t e d i n a l a t e r h e a r i n g b e f o r e 

t h e OCD when we've g a t h e r e d more i n f o r m a t i o n t o t r y t o 

ma x i m i z e t h e i n j e c t i o n p a t t e r n f o r t h e b e s t u l t i m a t e 

r e c o v e r y . 

Q. Mr. M i l l e r , what y o u ' r e i n essence d o i n g i s 

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

A. Yes, s i r , t h a t i s c o r r e c t . 

Q. By d o i n g t h a t t h o s e i n t e r e s t owners t h e n 

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

f o r m u l a i n t h e u n i t agreement? 

A. Yes, s i r . 

Q. By d o i n g t h i s t h e y w i l l t h e n have t h e i r 

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

t h e r e s e r v o i r ? 

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

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

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

a r ea? 

A. Yes, s i r . 

Q. A w a t e r f l o o d p r o j e c t was p r e v i o u s l y 

a p p r o v e d ? 

A. Yes, i t has been. 

Q. T h a t was n o t p a r t o f a u n i t p l a n , t h o u g h , 

was i t ? 

A. No. I t was a c o o p e r a t i v e l e a s e agreement. 

Q. T h a t was i n Case 84-18? 

A. R i g h t . 

MR. CARR: Mr. S t o g n e r , a t t h i s t i m e we 

w o u l d r e q u e s t t h a t t h e r e c o r d i n case 84-18 be 

i n c o r p o r a t e d i n t o t h e r e c o r d i n t h i s case. I t 
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c o n t a i n s a f u l l g e o l o g i c a l p r e s e n t a t i o n , and o u r 

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

EXAMINER STOGNER: The r e c o r d i n case No. 

84-18, w h i c h was t h e a p p l i c a t i o n o f P h i l l i p s P e t r o l e u m 

Company f o r a w a t e r f l o o d p r o j e c t , may be i n c o r p o r a t e d 

i n t h e r e c o r d i n t h i s case. 

Q. (BY MR. CARR) Mr. M i l l e r , a r e you f a m i l i a r 

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

A. Yes, s i r . 

Q. Have you p r e p a r e d c e r t a i n e x h i b i t s w h i c h 

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

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

p r o j e c t t h a t you a r e w o r k i n g on f u l l y i m p l e m e n t e d ? 

A. Yes, s i r . 

Q. Can you i d e n t i f y what has been marked f o r 

i d e n t i f i c a t i o n as Marbob E x h i b i t No. 1? 

A. E x h i b i t No. 1 i s t h e a r e a map o f t h e u n i t 

a g r eement. I t l o o k s l i k e t h e copy machine d e s t r o y e d 

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

a c r o s s . The l e a s e s i n v o l v e d a r e seven f e d e r a l 

l e a s e s . They w i n d up -- t h e y a r e i n c l u d e d c o m p l e t e l y 

i n t h i s u n i t . 

Q. Are t h e r e o t h e r u n i t s i n t h e i m m e d i a t e 

area? 

A. Yes, s i r . On t h e n o r t h edge o f t h i s u n i t 
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i n S e c t i o n 12, i t i s bounded by t h e s q u a r e - l i k e U n i t 

12 u n i t , w h i c h i s a G r a y b u r g U n i t o p e r a t e d by Mock 

Energy C o r p o r a t i o n . The s o u t h w e s t c o r n e r i s bounded 

by t h e R o b i n s o n - J a c k s o n U n i t , w h i c h i s o p e r a t e d by 

S o u t h l a n d R o y a l t y , w h i c h i s an o f f s e t Grayburg-San 

A n d r e s U n i t . 

Q. There a r e o t h e r o f f s e t t i n g 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 n o t ? 

A. Yes, s i r . T here a r e l e a s e f l o o d p r o j e c t s 

t h a t a r e i n p l a c e i n S e c t i o n 22 and i n S e c t i o n 14 t o 

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

and t h e r e have been o t h e r l e a s e p r o j e c t s on t h e e a s t 

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

Q. B a s i c a l l y , t h e u n i t b o u n d a r y t h a t we have 

b e f o r e t h e D i v i s i o n t o d a y i s an a r e a s u r r o u n d e d by 

o t h e r a r e a s t h a t have p r e v i o u s l y been s u b j e c t t o 

w a t e r f l o o d ? 

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

Q. L e t ' s go now t o E x h i b i t No. 2. Would you 

i d e n t i f y and r e v i e w t h a t ? 

A. E x h i b i t No. 2 i s a l i s t i n g o f each o f t h e 

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

r o y a l t y owners, t h e o v e r r i d i n g r o y a l t y owners, and t h e 

w o r k i n g i n t e r e s t owners o f each t r a c t . 

Q. Does t h i s u n i t c o n t a i n s t a t e , f e d e r a l , o r 
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f e e l a n d s ? 

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

s u r f a c e and s u b s u r f a c e m i n e r a l i n t e r e s t s . 

Q. Would you now i d e n t i f y E x h i b i t No. 3? 

A. E x h i b i t No. 3 i s t h e u n i t agreement f o r m 

t h a t was u t i l i z e d i n t h i s u n i t . The f o r m i s a f a i r l y 

common s t a n d a r d t y p e o f u n i t f o r m . A l i t t l e b i t o f 

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

l a n d s . A l l t h e r e f e r e n c e s t o t h e Commissioner o f 

P u b l i c Lands and t h o s e t y p e o f n o t a t i o n s have been 

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

u n i t , s e c o n d a r y r e c o v e r y u n i t f o r m . 

Q. So i t p r o v i d e s f o r w a t e r f l o o d ? 

A. Yes, s i r . 

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

o f each o f t h e p a r t i e s ? 

A. Yes, s i r . 

Q. And i t a l s o p r o v i d e s f o r t h e f i l i n g o f 

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

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

Q. W i l l t h o s e p l a n s be f i l e d w i t h 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 a t t h e t i m e t h e y ' r e f i l e d w i t h 

o t h e r g o v e r n m e n t a g e n c i e s ? 

A. I f so r e q u e s t e d . 

Q. W i l l you i d e n t i f y what has been marked as 
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E x h i b i t No. 4? 

A. Yes. E x h i b i t No. 4 i s t h e u n i t o p e r a t i n g 

a greement w h i c h o u t l i n e s t h e o p e r a t i o n s t h a t w i l l be 

c o n d u c t e d , as t o how t h e y ' l l be c o n d u c t e d and p a i d f o r 

on t h e u n i t , who i s t h e o p e r a t o r , t h e r e m o v a l and 

r e p l a c e m e n t o f t h e o p e r a t o r . T h i s agreement has been 

e x e c u t e d by a l l o f t h e w o r k i n g i n t e r e s t owners i n a l l 

o f t h e t r a c t s . 

Q. Has Marbob Energy r e v i e w e d t h i s a p p l i c a t i o n 

w i t h t h e Bureau o f Land Management? 

A. Yes, s i r . The Bureau o f Land Management 

has a p p r o v e d and c e r t i f i e d t h e e f f e c t i v e n e s s o f t h e 

u n i t as o f A u g u s t 1, 1993. 

Q. So t h e v o l u n t a r y u n i t has been approved? 

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

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

b r i n g c e r t a i n o v e r r i d i n g r o y a l t y i n t e r e s t owners i n t o 

t h e u n i t p l a n ? 

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

Q. You've i n d i c a t e d t h a t 100 p e r c e n t o f t h e 

w o r k i n g i n t e r e s t i s v o l u n t a r i l y c o m m i t t e d ? 

A. T h a t i s t r u e . 

Q. B e i n g a l l f e d e r a l l a n d , you have 100 

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

A. T h a t i s c o r r e c t . 
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Q. Co u l d you r e v i e w f o r t h e e x a m i n e r t h e 

e f f o r t s you have made t o i d e n t i f y and o b t a i n t h e 

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

owners i n t h e u n i t area? 

A. These l e a s e s have been p r o d u c t i v e f o r many 

y e a r s , and t h e y a r e on pay s t a t u s , o r t h e y have been 

p a i d b o t h i n o i l and c a s i n g h e a d gas by P h i l l i p s 

P e t r o l e u m and a s u b s i d i a r y , GPM. We t o o k as t h a t t h e 

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

r a t i f i c a t i o n s . 

I n l o o k i n g a t t h e l i s t i n g , t h e r e were some 

i t e m s i n suspense, o r a few o f t h e o w n e r s h i p i n t e r e s t s 

were i n suspense. We d i d a s e a r c h o f t h e r e c o r d s i n 

Eddy County. We have o r d e r e d c o m p l e t e a b s t r a c t s , and 

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

d e t e r m i n e t h r o u g h means o f p r o b a t e o r a s s i g n m e n t s as 

t o where we m i g h t l o c a t e some o f t h e s e f o l k s . 

A l s o what became a p p a r e n t i n o u r r e v i e w was 

t h a t some o f t h e f o l k s t h a t were n o t on pay were 

a c t u a l l y r e l a t e d t o o t h e r p a r t i e s who we d i d have 

a d d r e s s e s f o r . We made s e v e r a l phone c a l l s t o known 

p a r t i e s and were a b l e t o t a l k t o them t o t r y t o 

i d e n t i f y t h e s t a t u s o f some o f t h e s e unknown p a r t i e s . 

Some o f t h e f o l k s a r e deceased and t h e i r 

c h i l d r e n a r e deceased. One o f t h e f o l k s was 
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i d e n t i f i e d as b e i n g l a s t known i n D e t r o i t , M i c h i g a n , 

as h a v i n g gone i n t o a c u l t , t h e Order o f t h e 

B r o t h e r h o o d , and h i s name was Thomas P u r c e l l , and he 

now was g o i n g by t h e name Reverend M i c h a e l . We 

che c k e d w i t h D i r e c t o r y i n D e t r o i t f o r t h e P u r c e l l . We 

che c k e d f o r O r d e r o f t h e B r o t h e r h o o d . 

We expanded i t t o M i c h i g a n and a c t u a l l y had 

a l i s t i n g f o r a Thomas P u r c e l l i n L a n s i n g , M i c h i g a n , 

o r D e a r b o r n . We c a l l e d and t a l k e d t o t h a t p e r s o n , and 

I opened i t by a s k i n g him i f t h e y were t h e P u r c e l l 

t h a t was r e l a t e d t o some o f t h e s e o t h e r s . I t was h i s 

w i f e ; she wasn' t s u r e . I s a y s , " W e l l , does he go by 

t h e name Reverend?" She k i n d o f t h o u g h t she had a 

c r a n k c a l l e r , b u t we made a f a i r l y e x t e n s i v e s e a r c h t o 

t r y t o f i n d t h e s e f o l k s , and i t was n o t v e r y 

s u c c e s s f u l . 

Q. Mr. M i l l e r , were you p e r s o n a l l y r e s p o n s i b l e 

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

A. I made t h e c a l l s . 

Q. Can you i d e n t i f y what has been marked 

Marbob E x h i b i t No. 5? 

A. Yeah. E x h i b i t 5 i s a c t u a l l y a c o m p i l a t i o n 

i n a c o u p l e o f d i f f e r e n t ways o f what t h e s t a t u s o f 

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

i n T r a c t 3A, 3B, and 6 a r e f u l l y c o m m i t t e d . I n T r a c t 
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1, t h e r e a r e 37 o v e r r i d e s . Of t h o s e 37 i n d i v i d u a l s o r 

i n d i v i d u a 1 s / c o m p a n i e s / e n t i t i e s , 31 o f them have 

c o m m i t t e d o r s i g n e d r a t i f i c a t i o n s t o t h e u n i t . 

Those o v e r r i d e s , i n o t h e r w o r d s , t h e 

o v e r r i d e s d i f f e r by p a r t y , and we a c t u a l l y c a l c u l a t e d 

what p e r c e n t a g e o f t h o s e 31 o v e r r i d e s o f t h e t o t a l 

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

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

b a s i c a l l y i s c o m m i t t e d . The o t h e r s i x f o l k s have t h e 

r e m a i n i n g 11 p e r c e n t . And a l l o f t h e p e o p l e i n T r a c t 

1 were i d e n t i f i e d o r were n o t i f i e d o f -- r e q u e s t e d t o 

s i g n t h e r a t i f i c a t i o n and n o t i f i e d o f t h i s h e a r i n g . 

S i m i l a r l y , i n T r a c t 2, 4 and 5 i s t h e same 

t y p e o f a n a l y s i s . T r a c t 2 i s where t h e u n f i n d a b l e s 

a r e . T h ere a r e seven o f t h o s e p a r t i e s , b u t as you can 

see, t h e y c o m p r i s e a v e r y s m a l l i n t e r e s t i n t h e 

b u r d e n s a c t u a l l y on t h i s t r a c t . 

A l s o , I m i g h t n o t e because I d i d n o t l i s t 

i t o u t , many o f t h e o v e r r i d i n g r o y a l t y owners i n v o l v e d 

i n t h i s a r e p e o p l e w i t h s u b s t a n t i a l k n o w ledge o f t h e 

o i l and gas b u s i n e s s . These a r e n o t a l l j u s t f a m i l i e s 

t h a t a r e l i v i n g i n T i m b u k t u . P e o p l e who have j o i n e d 

and s i g n e d r a t i f i c a t i o n s a r e p e o p l e such as Jack 

McCaw, used t o be landman f o r Y a t e s P e t r o l e u m , D o r o t h y 

Kemper, who wor k s a t Ya t e s and i s p r e s e n t landman o r 
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p r i n c i p a l landman's m o t h e r . 

And so t h e r e were a v a r i e t y o f p e o p l e who 

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

as o v e r r i d i n g r o y a l t y owners who have c o m m i t t e d , and 

we've r e c e i v e d no o b j e c t i o n o r q u e s t i o n f r o m anyone. 

Q. Would you i d e n t i f y what has been marked 

Marbob E x h i b i t No. 6? 

A. E x h i b i t No. 6 i s a s t a c k o f n o t i c e s w h i c h 

a l s o show t h e r e c e i p t f r o m t h e owner as t o r e q u e s t i n g 

t h e i r r a t i f i c a t i o n . A l s o n o t i f y i n g them t h a t t h e y had 

q u e s t i o n s , t h e y c o u l d c o n t a c t t h e BLM, n o t i f y i n g them 

o f a h e a r i n g a t t h e OCD, and v o l u n t e e r i n g t o h e l p , i f 

t h e y had any q u e s t i o n s , t o c o n t a c t u s . 

Q. The Bureau o f Land Management was a l s o 

n o t i f i e d ? 

A. Yes. The l a s t n o t i c e i s a n o t i c e t o t h e 

Bureau o f Land Management w h i c h n o t i f i e d them o f t h i s 

h e a r i n g . 

Q. C o u l d you i d e n t i f y f o r Mr. S t o g n e r t h e 

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

u n i t i z a t i o n a p p l i c a t i o n ? 

A. Yes. The u n i t a c t u a l l y c o v e r s f r o m t h e t o p 

o f t h e Seven R i v e r s t o t h e base o f t h e San Andres 

f o r m a t i o n o r 5,000 f e e t , w h i c h e v e r i s l e s s e r . T h a t 

w o u l d c o v e r t h e g e o l o g i c a l f o r m a t i o n s o f Seven R i v e r s , 
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Queen, G r a y b u r g , and San A n d r e s . 

Q. And t h e d e s c r i p t i o n you j u s t gave o f t h e 

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

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

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

Q. The f o r m a t i o n s t h a t y o u ' r e p r o p o s i n g t o 

u n i t i z e h e r e , a r e t h o s e t h e same f o r m a t i o n s t h a t were 

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

i n t h a t p r i o r case? 

A. A c t u a l l y , t h e w a t e r f l o o d a p p r o v a l o f t h e 

p r i o r case was f o c u s e d on t h e G r a y b u r g and San Andres 

f o r m a t i o n . I t d i d n o t i n c l u d e t h e Seven R i v e r s and 

t h e Queen, and t h i s a r e a i s n o t p r o d u c t i v e . 

The Seven R i v e r s was added t o t h e u n i t 

because o f t h e ex t r e m e m a r g i n a l p r o d u c t i v e 

c h a r a c t e r i s t i c s i n t h i s a r e a . And t h e r e were a few 

w e l l s t h a t were a l r e a d y downhole commingled i n t h a t , 

and we f e l t t h a t t h e r e w o u l d be a l o s s o f r e s e r v e s i f 

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

t h a t zone had t o be p l u g g e d o f f . 

Q. I s t h e 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 you 

p r o p o s e d t o u n i t i z e been r e c e n t l y d e f i n e d by 

de v e l o p m e n t ? 

A. Yes. There have been 209 w e l l s p r e v i o u s l y 

d r i l l e d i n t h e u n i t a r e a . 
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Q. C o u l d you j u s t i d e n t i f y w h a t ' s marked as 

Marbob E x h i b i t No. 7? 

A. E x h i b i t No. 7 i s a b r i e f summary, 

g e o l o g i c a l summary t h a t was p a r t o f t h e BLM f i l e t h a t 

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

Q. T h i s i s i n f a c t a p r e s e n t a t i o n t h a t Marbob 

made t o t h e BLM? 

A. Yes, t h a t i s c o r r e c t . 

Q. T h i s i s t h e document t h a t i s i n c l u d e d i n 

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

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

Q. Do you b e l i e v e t h e e n t i r e u n i t i z e d a r e a i n 

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

A . Yes, we do. 

Q. A r e t h e r e p r o d u c t i v e w e l l s t h r o u g h o u t ? 

A. Yes, t h e r e a r e . 

Q. Based on y o u r e x p e r i e n c e i n d r i l l i n g 

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

i n c o m m u n i c a t i o n ? 

A. Yes. 

Q. Can t h e p o r t i o n o f t h e p o o l t h a t ' s i n c l u d e d 

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

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

A. Yes, i t can. 

Q. And you've p r e v i o u s l y e x p l a i n e d how t h e 
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b o u n d a r i e s were a c t u a l l y s e l e c t e d based on o t h e r u n i t s 

i n p r i o r w a t e r f l o o d i n g ? 

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

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

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

A. Yes. 

Q. I n f a c t , i f t h e y a r e n o t c o m m i t t e d , w i l l i t 

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

w a t e r f l o o d i n such a way t h a t you may have t o 

r e e v a l u a t e t h e p r o j e c t ? 

A. I t poses an a d d i t i o n a l r i s k as t o f u t u r e 

r e v i e w by p e r s o n s a f t e r t h e p r o j e c t has been done, 

whereas what a p p e a r s now t o be f a i r m i g h t appear t o be 

u n f a i r a t a l a t e r t i m e . 

Q. I n y o u r o p i n i o n , i s u n i t i z e d management, 

o p e r a t i o n , and f u r t h e r d e v e l o p m e n t o f t h e a r e a t h a t ' s 

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

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

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

A. Yes, d e f i n i t e l y . 

Q. W i l l t h e a d d i t i o n a l v a l u e o f c o n d u c t i n g 

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

a d d i t i o n a l o i l t h a t can be r e c o v e r e d f r o m u n i t i z e d 

management p l u s a r e a s o n a b l e p r o f i t ? 

A. Would you r e s t a t e ? 
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Q. E x a c t l y . W i l l t h e a d d i t i o n a l c o s t , i f any, 

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

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

A. No. A c t u a l l y , we a n t i c i p a t e c o s t s i n v o l v e d 

i n t h e u n i t t o be somewhere on t h e o r d e r o f $28 

m i l l i o n . We a n t i c i p a t e a d d i t i o n a l v a l u e t o be 

r e c o v e r e d o f excess o f $81 m i l l i o n . 

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

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

A. Yes. 

Q. W i l l t h e method o f o p e r a t i o n f o l l o w i n g 

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

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

r e c o v e r e d w i t h o u t t h i s s t a t u t o r y u n i t i z a t i o n ? 

A. Yes. Our e s t i m a t e i s t h a t u n d e r c u r r e n t 

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

r e c o v e r y f r o m t h e u n i t w o u l d be r o u g h l y 1,487,000 

b a r r e l s o f o i l . We a n t i c i p a t e based on u n i t 

o p e r a t i o n s a t o t a l r e c o v e r y o f 5,796,000 b a r r e l s o f 

o i l , o r an i n c r e a s e d r e c o v e r y o f i n excess o f 4 

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

Q. C o u l d you i d e n t i f y what has been marked 

Marbob E x h i b i t No. 8? 

A. Yes. E x h i b i t No. 8 i s a d e c l i n e c u r v e t h a t 

shows b a s i c a l l y t h e c u m u l a t i v e o i l and gas p r o d u c t i o n 
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o f t h e seven l e a s e s on a u n i t b a s i s f o r 1982 t o '92. 

I t shows an a n t i c i p a t e d d e c l i n e u n d e r c o n t i n u e d 

o p e r a t i o n s and a h o p e d - f o r improvement u n d e r u n i t 

o p e r a t i o n s . 

Q. I f t h i s a p p l i c a t i o n i s a p p r o v e d , Marbob 

i n t e n d s t o come back a t a l a t e r d a t e t o seek a p p r o v a l 

o f e x p a n s i o n and changes i n t h e w a t e r f l o o d p r o j e c t 

w i t h a C-108 a p p l i c a t i o n ; i s t h a t r i g h t ? 

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

Q. P r i o r t o t h a t t i m e , i f t h i s a p p l i c a t i o n i s 

a p p r o v e d , w i l l Marbob be u n d e r t a k i n g a d d i t i o n a l work 

t o d e t e r m i n e e x a c t l y what needs t o be p r e s e n t e d i n 

t h a t s u b s e q u e n t a p p l i c a t i o n ? 

A. Yes, t h a t ' s t r u e . We have a l r e a d y 

s u b m i t t e d a p l a n o f o p e r a t i o n s t o t h e Bureau o f Land 

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

o p e r a t i o n s t h r o u g h t h e r e m a i n d e r o f 1993 and 

a n t i c i p a t e d t h r o u g h 1994, '95 and '96. 

C u r r e n t l y on t h i s l e a s e t h e r e a r e 49 w e l l s 

t h a t a r e e i t h e r i n a c t i v e i n j e c t o r s , TA'd o r s h u t i n 

p r o d u c e r s o r i n j e c t o r s . P a r t o f o u r p l a n i s t o r e t u r n 

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

t h r e e y e a r s . A d d i t i o n a l l y , we're l o o k i n g a t an i n f i l l 

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

t h e u n i t w h i c h may have c o n s i d e r a b l e a d d i t i o n a l 
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r e s e r v e s t o be g a i n e d t h r o u g h s e c o n d a r y r e c o v e r y . And 

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

m a x i m i z e w h a t e v e r i n f o r m a t i o n we've a c q u i r e d t h r o u g h 

p u t t i n g t h e w e l l s back on and d e v e l o p i n g a d d i t i o n a l 

i n f i l l l o c a t i o n s . 

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

f o r m u l a i n t h e u n i t agreement? 

A. The p a r t i c i p a t i o n f o r m u l a i n t h e u n i t 

a g reement t h a t was s e t up o r t h a t has been a p p r o v e d by 

t h e BLM was based 50 p e r c e n t on t h e p r i o r c u m u l a t i v e 

p r o d u c t i o n , 12-1/2 p e r c e n t on c o n t i n u e d o p e r a t i o n s o r 

a n t i c i p a t e d e s t i m a t e d c o n t i n u e d o p e r a t i o n s , 12-1/2 

p e r c e n t on t h e 1992 p r i o r y e a r p r o d u c t i o n , and 25 

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

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

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

u n i t i n a f a i r , r e a s o n a b l e , and e q u i t a b l e b a s i s ? 

A. Yes. 

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

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

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

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

owners i n t h e a r e a a f f e c t e d by t h i s a p p l i c a t i o n ? 

A. Yes. 

Q. I n y o u r o p i n i o n , i s u n i t i z e d management, 
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o p e r a t i o n , and f u r t h e r d e v e l o p m e n t i n t h e p o r t i o n o f 

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

n e c e s s a r y t o e f f e c t i v e l y c a r r y on t h e s e s e c o n d a r y 

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

A. Yes. 

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

w a t e r f l o o d p r e v e n t w aste o f o i l and r e s u l t w i t h 

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

o i l f r o m t h e u n i t i z e d p o r t i o n o f t h e p o o l ? 

A. Yes. 

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

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

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

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

A. Yes. 

Q. Mr. M i l l e r , were e x h i b i t s 1 t h r o u g h 8 

e i t h e r p r e p a r e d by you o r c o m p i l e d u n d e r y o u r 

d i r e c t i o n and s u p e r v i s i o n ? 

A. Yes, t h e y were. 

MR. CARR: A t t h i s t i m e , Mr. S t o g n e r , we'd 

move t h e a d m i s s i o n o f Marbob Energy E x h i b i t s 1 t h r o u g h 

8 . 

EXAMINER STOGNER: E x h i b i t s 1 t h r o u g h 8 

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

MR. CARR: I have n o t h i n g f u r t h e r o f Mr. 
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M i l l e r on D i r e c t . 

EXAMINATION 

BY MR. STOVALL: 

Q. I guess I do have some q u e s t i o n s , and I'm 

n o t s u r e what t h e y a r e . I guess because we d o n ' t have 

a g e o l o g i c p r e s e n t a t i o n , and t h i s i s n o t — l e t me 

s t a r t o u t and make s u r e I u n d e r s t a n d . The Order 

R-7900 w h i c h a u t h o r i z e d t h e w a t e r f l o o d p r o j e c t --

A. Yes, s i r . 

Q. -- i s t h a t t h e same h o r i z o n t a l and v e r t i c a l 

b o u n d a r i e s as you a r e u n i t i z i n g t o d a y ? 

A. No, s i r . T h i s map, i f you want t o l o o k 

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

w a t e r f l o o d agreement i s o u t l i n e d by t h i s b o u n d a r y 

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

n o r t h and t o t h e e a s t . 

Q. I s t h a t marked i n one o f t h e e x h i b i t s we've 

a l r e a d y g o t ? 

A. No, i t i s n o t , b u t I w i l l p r o v i d e you t h a t , 

i f you w o u l d l i k e . 

Q. Can we g e t t h a t ? 

A. Yes. 

Q. So b a s i c a l l y S e c t i o n 18 -- 13, 18, and t h e 

n o r t h t h r e e q u a r t e r s o f 19 a r e n o t unde r t h e c u r r e n t 

w a t e r f l o o d p r o j e c t ; i s t h a t r i g h t ? 
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A. T h a t ' s c o r r e c t . 

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

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

w a t e r f l o o d -- w e l l , i s i t a w a t e r f l o o d e x p a n s i o n 

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

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

A. W e l l , w e ' l l d e t e r m i n e t h a t a t a l a t e r 

d a t e . A l s o we have p r e v i o u s l y s u b m i t t e d t o t h e BLM, 

and I s u s p e c t I have a copy o f i t h e r e , i f I can f i n d 

i t , t h a t w o u l d o u t l i n e what was i d e n t i f i e d as a 

p r o p o s e d e x p a n s i o n under t h e w a t e r f l o o d , b u t we 

d e f e r r e d a l l work on t h a t u n t i l we g a i n e d more 

k n o w l e d g e . 

Q. So t h i s o r d e r i s a s i n g l e w a t e r f l o o d 

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

c o r r e c t ? 

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

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

c o o p e r a t i v e f l o o d i n p a r t , and a l l we've done i s added 

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

u n i t . And t h e y a r e p r o d u c t i v e i n t h e G r a y b u r g , San 

Andres f o r m a t i o n i n s i d e and o u t s i d e and a r e c o n t i g u o u s 

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

Q. I s i t y o u r i n t e n t i o n t o somehow e x t e n d t h e 

w a t e r f l o o d i n t o t h a t o u t s i d e a r e a so t h a t t h e y w i l l --
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t h e r e w i l l i n f a c t be some f l o o d i n g i n t h o s e 

a d d i t i o n a l a r e a s ? 

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

Q. So when you say y o u ' r e n o t s u r e w h e t h e r 

i t ' s an e x p a n s i o n o r a new p r o j e c t , i t i s because o f 

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

A. E x a c t l y . I t ' s n o t a q u e s t i o n o f d o i n g t h e 

e x p a n s i o n . I t ' s j u s t a q u e s t i o n o f how i t needs t o be 

d e f i n e d t o t h e Commission a t a l a t e r h e a r i n g . 

T h e re i s , i f you want t o l o o k , i s one o f 

t h e r o u g h s t h a t was done o f t h e expanded i n j e c t i o n 

w e l l s i n t o t h e o u t l y i n g a r e a s . P a r t o f t h e p r o b l e m 

t h a t we see a t t h i s p o i n t i s w i t h as many w e l l s TA'd's 

and i n a c t i v e , we're v e r y c o n c e r n e d t h a t some o f t h o s e 

w e l l s may n o t be s u i t a b l e . I f t h e r e i s a m e c h a n i c a l 

downhole p r o b l e m , t h o s e w e l l s may have t o be i n d e e d 

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

t h e a r e a . 

And, as a r e s u l t , p r i o r t o coming f o r w a r d 

and d e f i n i n g what w e l l s w o u l d a c t u a l l y be c o n v e r t e d 

i n t o i n j e c t i o n w e l l s , we f e l t i t was v e r y i m p o r t a n t t o 

t r y t o g a i n as much i n f o r m a t i o n as we c o u l d a b o u t 

where t h e r e were p r o b l e m s i n s i d e t h e l e a s e . 

A c t u a l l y , i n t h e l a s t -- I t h i n k o u r 

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

s t a t u s i n t h e r e m a i n d e r o f 1993. And i n t h e month o f 

J u l y , I b e l i e v e t h e r e were a c t u a l l y 11 w e l l s , one 

i n j e c t o r and 10 p r o d u c e r s , t h a t were a c t u a l l y r e t u r n e d 

t o a c t i v e s t a t u s because we f e l t l i k e t h a t t h a t was 

good f a i t h e f f o r t t o show t h e BLM t h a t we were g e t t i n g 

s t a r t e d w i t h t h e p l a n as i t had been i d e n t i f i e d t o 

them. 

Q. Under y o u r p r o p o s e d u n i t agreement and u n i t 

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

b r o u g h t i n w i l l i n f a c t s h a r e i n p r o c e e d s and expenses 

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

A. T h a t ' s c o r r e c t . A l l o f t h e u n i t f o r m u l a 

f o r s h a r i n g o f income and expenses i s based on t h e 

a l l o c a t i o n t h a t ' s shown. 

Q. I n coming up w i t h t h a t a l l o c a t i o n , d i d you 

i n any way a c c o u n t f o r t h e f a c t t h a t t h e 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 -- t h e expense o f i n s t a l l i n g i t had 

o c c u r r e d , t h e r e had been some w a t e r f l o o d i n g a l r e a d y , 

and t h e r e was some r e c o v e r y f r o m t h a t ? 

A. The expense p o r t i o n i s r e a l l y n o t an i s s u e 

w i t h t h e p a r t i e s i n v o l v e d because t h e p a r t i e s o wning 

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

a r e a and i n s i d e a r e i d e n t i c a l . I n o t h e r w o r d s , t h e i r 

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

a l l o c a t i o n f o r m u l a was t h a t what we have f o u n d i n our 

e x p e r i e n c e i n d e a l i n g w i t h -- we o p e r a t e t h e 

o f f s e t t i n g a c r e a g e t o t h e west i n S e c t i o n 22 and 

S e c t i o n 14, and i t was a s i m i l a r t y p e o f p r o j e c t t h a t 

we d i d on a l e a s e b a s i s b e g i n n i n g w i t h o u r p u r c h a s e o f 

t h a t p r o p e r t y i n 1982, was t h a t some o f t h e a d d i t i o n a l 

r e s e r v e s were d i r e c t l y c o r r e l a t e d t o where t h e b e s t 

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

d i s c o v e r e d . 

T h ere a r e a l o t o f s e p a r a t e s t r i n g e r s and 

d i f f e r e n t pay s e c t i o n s f r o m a d e p t h o f a b o u t 2300 f e e t 

t o 3300 f e e t t h a t a r e p r o d u c t i v e . Some o f t h e s e have 

been o r some o f t h o s e zones have been f a i r l y w e l l 

d e v e l o p e d and c o m p l e t e d , whereas many o f them e x h i b i t 

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

c h a r a c t e r i s t i c s . 

But i t was i n t e n d e d t o c o r r e l a t e t h e p r i o r 

s u c c e s s f u l p r o d u c t i o n was a l s o where o u r i n f i l l work 

and r e a c t i v a t i o n o f t h e f l o o d was t h e most 

s u c c e s s f u l . And t h a t was why i t was t h e l a r g e s t 

f a c t o r , and t h e n t h e r e was o t h e r l o g i c t h a t we used as 

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

a r e r e s e r v e s t h a t w o u l d have been p r o d u c e d o t h e r w i s e 

w i t h o u t any t y p e o f u n i t i z a t i o n . T h e re was c e r t a i n l y 
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a f a c t o r as t o what you have r e c e i v e d i n t h e l a s t y e a r 

may c o r r e l a t e t o what you s h o u l d be e n t i t l e d t o . And 

t h e n t h e o t h e r s i n g l e l a r g e s t f a c t o r was what we 

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

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

And t h a t was -- t h o s e c a l c u l a t i o n s were 

done by an o u t s i d e e n g i n e e r on a l e a s e - b y - l e a s e b a s i s 

and were p a r t o f o u r t e s t i m o n y o r o u r p r e s e n t a t i o n t o 

t h e Bureau o f Land Management because one o f t h e a r e a s 

o f c o n c e r n was t h e s e l e a s e s a r e n o t s t a n d a r d 12-1/2 

p e r c e n t f e d e r a l r o y a l t y l e a s e s . Some a r e , b u t t h e r e 

a r e a l s o some 5 p e r c e n t f e d e r a l r o y a l t y l e a s e s , and 

you a l s o have t h e r e c e n t i m p l i c a t i o n o f t h e s t r i p p e r 

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

And p a r t o f o u r work t h e r e was t o 

d e m o n s t r a t e t h a t what t h e Feds had under t h e c u r r e n t 

l e a s e o p e r a t i o n s y s t e m w o u l d r o u g h l y be e q u i v a l e n t t o 

e x a c t l y what t h e y w o u l d have un d e r t h i s p a r t i c u l a r 

l e a s e - b y - l e a s e a l l o c a t i o n i n t o t h e u n i t i z a t i o n , t h a t 

t h e y w o u l d r o u g h l y w i n d up w i t h e x a c t l y t h e same, even 

g i v e n t h e v a r i a n c e s t h a t a r e t h e r e . 

Q. So r e a l l y t h e o n l y -- I guess what y o u ' r e 

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

i n t h e o v e r r i d e s ? 

A. The o v e r r i d e s a r e n o t c o n s i s t e n t . The 
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r o y a l t y was n o t c o n s i s t e n t a c r o s s t h e u n i t , b u t 

b a s i c a l l y what t h e Feds w o u l d have g o t t e n on an 

u n u n i t i z e d b a s i s v e r s u s what t h e y g o t on a u n i t i z e d 

b a s i s was r o u g h l y e q u i v a l e n t . The w o r k i n g i n t e r e s t 

c e r t a i n l y i s e q u i v a l e n t . I n d i v i d u a l owners, t h e i r 

c h e c k s w o u l d r o u g h l y be t h e same b e f o r e and a f t e r , b u t 

i t ' s based on a t r a c t a l l o c a t i o n . Some w o u l d be 

s l i g h t l y h i g h e r . Some w o u l d be s l i g h t l y l e s s . 

Q. V e r t i c a l i n t e r v a l s t h e same f o r t h e p r o j e c t 

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

A. The f l o o d w i l l p r o b a b l y be i d e n t i f i e d as 

Grayburg-San A n d r e s . A t t h i s p o i n t we're n o t l o o k i n g 

t o a c t u a l l y f l o o d t h e Seven R i v e r s . 

Q. The u n i t i z e d i n t e r v a l w i l l t a k e i n a l l o f 

t h e w a t e r f l o o d area? 

A. Yes, i t w i l l . 

Q. I s t h e r e any Seven R i v e r s p r o d u c t i o n ? 

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

Q. And i t w i l l s t i l l be a l l o c a t e d , even t h o u g h 

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

f o r m u l a ? 

A. I t w i l l be a l l o c a t e d u n d e r t h e f o r m u l a 

because i t i s e x t r e m e l y m a r g i n a l . The p r o d u c t i o n o u t 

of t h e Seven R i v e r s i n t h a t a r e a cum's p r o b a b l y l e s s 

t h a n 2,000 b a r r e l s i n t h e u l t i m a t e r e c o v e r y p e r w e l l . 
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There a r e p r e s e n t l y , I b e l i e v e , f i v e w e l l s t h a t a r e 

p e r f o r a t e d and p r o d u c i n g o u t o f t h e Seven R i v e r s . 

Q. W h i l e i t w o u l d appear f r o m y o u r E x h i b i t 5 

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

b e a r i n g i n t e r e s t i s l e s s t h a n 25 p e r c e n t , w o u l d you 

v e r i f y t h a t t h a t i s t r u e ? 

A. Yes. I n T r a c t 1 , t h e u n c o m m i t t e d i s 11 

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

u n i t . I n o t h e r w o r ds, t h e o v e r r i d e t o t a l , t h e r e ' s 

o n l y 11 p e r c e n t o f t h a t t h a t i s n o t c o m m i t t e d . And i n 

T r a c t 2, t h e r e i s l e s s t h a n 14 p e r c e n t o f t h e t o t a l 

o v e r r i d e b u r d e n . The o v e r r i d e b u r d e n on t h e s e t r a c t s 

may be -- i t v a r i e s . Some o f i t ' s 5 p e r c e n t . Some o f 

i t ' s r o u g h l y 7-1/2 p e r c e n t . B ut t h a t ' s t h e o n l y 

p o r t i o n t h a t has n o t been c o m m i t t e d a t t h i s p o i n t . 

Many o f t h e s e a r e --

Q. P r o b a b l y l e s s t h a n 1 o r 2 p e r c e n t o f t h e 

t o t a l c o s t - b e a r i n g i n t e r e s t t h a t ' s n o t c o m m i t t e d ? 

A. Oh, y e s , much l e s s . These o v e r r i d e s t h a t 

y o u ' r e l o o k i n g a t , some o f t h e s e f o l k s have f i v e z e r o s 

a f t e r t h e d e c i m a l p o i n t b e f o r e you g e t t o t h e i r 

i n t e r e s t , and t h a t was b e f o r e we u n i t i z e d them. We 

had t o use some l o n g d i g i t c a l c u l a t o r s t o --

Q. These p e r c e n t a g e s , a r e t h e y t h e p e r c e n t a g e 

o f t h e number o f o v e r r i d e i n t e r e s t s o r t h e p e r c e n t a g e 
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o f t h e p e r c e n t a g e o f o v e r r i d e i n t e r e s t s on E x h i b i t 5? 

Does t h a t make sense? Do you f o l l o w me? 

A. Yes, i t does because t h e y a r e n o t t h e 

p e r c e n t a g e o f t h e numbers. I n o t h e r w o r d s , what t h e y 

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

b u r d e n was 5 p e r c e n t . I f one owner had a 1 p e r c e n t 

o v e r r i d e , t h e n t h a t w o u l d show h e r e as 20 p e r c e n t n o t 

b e i n g c o m m i t t e d . 

Q. Okay. 

A. T h i s i s t h e p e r c e n t o f o v e r r i d i n g r o y a l t y 

o f t h e t o t a l o v e r r i d i n g r o y a l t y t h a t has n o t been 

c o m m i t t e d . 

Q. So t h a t t h e c o m m i t t e d number e q u a l s t h e 

number o f o v e r r i d i n g i n t e r e s t owners. Committed 

p e r c e n t e q u a l s t h e p e r c e n t owned by t h a t number o f 

owners ? 

A. Of t h e o v e r r i d i n g r o y a l t y b u r d e n , t h a t ' s 

c o r r e c t . 

MR. STOVALL: I t h i n k I'm c e r t a i n l y as 

c o n f u s e d as I want t o be. 

THE WITNESS: I must say I p r e p a r e d t h a t 

m y s e l f t o t r y t o make i t c l e a r . O b v i o u s l y , I b o t c h e d . 

MR. STOVALL: No, I'm t a l k i n g a b o u t t h e 

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

t h a t e x h i b i t . The i d e a o f u n i t i z i n g an e x i s t i n g f l o o d 
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t h a t ' s b i g g e r t h a n t h e f l o o d , t h a t w i l l keep Mr. C a r r 

busy f o r t h e n e x t h e a r i n g . 

THE WITNESS: We have had t h e BLM busy. 

I ' v e had t h e OCD busy. We're a l r e a d y r e v i e w i n g w i t h 

Mr. C atanach t h e c u r r e n t p r e s s u r e l i m i t a t i o n s on t h e 

c o o p e r a t i v e f l o o d . There a r e s e v e r a l , o r t h e r e a r e 

m u l t i p l e a s p e c t s . You're r i g h t , I w i s h t h i s was t h e 

l a s t t i m e we w o u l d be h e r e , b u t I'm a f r a i d i t i s n o t . 

MR. STOVALL: Mr. C a r r , I w o u l d s u g g e s t 

t h a t i t m i g h t be u s e f u l t o mark and e n t e r and i f we 

need t o p h o t o c o p y , we can do t h a t , t h e two i t e m s w h i c h 

Mr. — I was g o i n g t o say Mr. Marbob has p r e s e n t e d --

Mr. M i l l e r has p r e s e n t e d . 

MR. CARR: The two p l a t s , Mr. S t o v a l l ? 

MR. STOVALL: There a r e two p l a t s . 

MR. CARR: They w o u l d be o u r E x h i b i t s 9 and 

10 . 

MR. STOVALL: Okay. And t h e n f o r r e f e r e n c e 

I w o u l d say l e t ' s c a l l E x h i b i t 9 t h e p l a t on w h i c h i s 

o u t l i n e d t h e e x i s t i n g w a t e r f l o o d , B u r c h - K e e l y 

w a t e r f l o o d o u t l i n e . And E x h i b i t 10 w i l l be t h e p l a t 

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

t h e p r o p o s e d i n j e c t i o n w e l l s . The e x a m i n e r has made 

number n o t a t i o n s on t h o s e so we can -- i f we need t o 

r e p r o d u c e them so we can have them back, we can do 
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t h a t . 

MR. CARR: Mr. S t o g n e r , w i t h y o u r 

p e r m i s s i o n , I w o u l d move t h e a d m i s s i o n o f E x h i b i t s 9 

and 10, and we w i l l make c o p i e s a v a i l a b l e f o r t h e 

r e c o r d . 

EXAMINER STOGNER: E x h i b i t s 9 and 10 w i l l 

be a d m i t t e d i n t o e v i d e n c e a t t h i s t i m e . Do you need 

t h e s e back? 

MR. CARR: Yes, s i r . 

EXAMINER STOGNER: You w i l l mark them more 

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

MR. STOVALL: Who i s Dawn A l l e n W i l l i s ? I s 

she r e l a t e d t o Jack A l l e n . 

THE WITNESS: I t ' s J a c k ' s d a u g h t e r . She 

d i d t h e wo r k , was s c h e d u l e d t o t e s t i f y i f we had 

p r o b l e m s -- w e l l , we were a n t i c i p a t i n g h a v i n g some 

p r o b l e m s t h a t d i d n ' t a r i s e . She was g o i n g t o q u a l i f y 

b e f o r e t h e Commission t o t e s t i f y i n t h i s . She had a 

c h i l d r e c e n t l y , and she i s f a i r l y , what you w o u l d say 

n o t young f o r c h i l d - b e a r i n g y e a r s . But she's a 

co m p e t e n t g e o l o g i s t . Don't g e t me wrong. 

MR. STOVALL: No r e l a t i o n s h i p between t h e 

tw o ; r i g h t ? 

MR. CARR: And s h e ' l l be happy t o have t h a t 

i n t h e r e c o r d , I'm s u r e . 
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THE WITNESS: S o r r y a b o u t t h a t . 

MR. STOVALL: I t h i n k I'm, as I say, as 

c o n f u s e d as I need t o be. 

EXAMINER STOGNER: Mr. C a r r , do you have 

a n y t h i n g f u r t h e r ? 

MR. CARR: I have n o t h i n g f u r t h e r , Mr. 

S t o g n e r . 

EXAMINER STOGNER: I have n o t h i n g f u r t h e r 

t o c o n f u s e t h e i s s u e . I f t h e r e ' s n o t h i n g f u r t h e r i n 

case 10810, i t w i l l be t a k e n u n d e r a d v i s e m e n t a t t h i s 

t i m e , and i f you w i l l s u p p l y me w i t h E x h i b i t s 9 and 

10 . 
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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 
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