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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

I N THE MATTER OF THE HEARING ) 
CALLED BY THE OIL CONSERVATION ) 
DIVISION FOR THE PURPOSE OF ) 
CONSIDERING: ) CASE NOS. 10955, 

10957 
APPLICATIONS OF CONSOLIDATED OIL & GAS fWC~7 

REPORTER'S TRANSCRIPT OF PROCEEDINGS 

EXAMINER HEARING 

BEFORE: D a v i d C a t a n a c h , H e a r i n g E x a m i n e r 

A p r i l 14, 1994 

Santa Fe, New M e x i c o 

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 p r i l 14, 1994, 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 . 

MAY 2 7 
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I N D E X 

A p r i l 14, 1994 
Examiner H e a r i n g 
CASE NOS. 10955, 10956, 10957 

APPEARANCES 

CONSOLIDATED'S WITNESSES: 

PAGE 

3 

P H I L I P G WOOD 
E x a m i n a t i o n by Mr. K e l l a h i n 4 
E x a m i n a t i o n by Mr. A n d e r s o n 58 
F u r t h e r E x a m i n a t i o n by Mr. K e l l a h i n 82 
E x a m i n a t i o n by Examiner C a t a n a c h 84 
E x a m i n a t i o n by Mr. C a r r o l l 88 
F u r t h e r E x a m i n a t i o n by Ex a m i n e r 

C a t a n a c h 91 
F u r t h e r E x a m i n a t i o n by Mr. A n d e r s o n 95 

ALAN HARRISON 
E x a m i n a t i o n by Mr. K e l l a h i n 98 
E x a m i n a t i o n by Mr. A n d e r s o n 118 
E x a m i n a t i o n by Examiner C a t a n a c h 138 
E x a m i n a t i o n by Mr. C a r r o l l 140 

MARY ANDERSON BOLL FAMILY TRUST'S WITNESS: 

EDWARD ANDERSON 
S t a t e m e n t by Mr. A n d e r s o n 143 
E x a m i n a t i o n by Examiner C a t a n a c h 150 
E x a m i n a t i o n by Mr. C a r r o l l 151 
E x a m i n a t i o n by Mr. K e l l a h i n 151 

REPORTER'S CERTIFICATE 157 

E X H I B I T S 

CONSOLIDATED'S EXHIBITS 

E x h i b i t 1 
E x h i b i t 2 
E x h i b i t 3 
E x h i b i t 4 

ID ADMTD 
16 57 
2 1 57 
25 57 
2 6 57 
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E x h i b i t 5 30 57 
E x h i b i t 6 3 1 57 
E x h i b i t 7 3 1 57 
E x h i b i t 8-A 3 1 57 
E x h i b i t 8-B 3 1 57 
E x h i b i t 8-C 3 1 57 
E x h i b i t 9 33 57 
E x h i b i t 10 33 57 
E x h i b i t 11 36 57 
E x h i b i t 12 39 57 
E x h i b i t 16 77 

EXHIBITS FOR ANDERSON: 

E x h i b i t 2 
E x h i b i t 3 
E x h i b i t 4 
E x h i b i t 5 
E x h i b i t 6 
E x h i b i t 7 
E x h i b i t 8 
E x h i b i t 13 

148 150 
148 150 
148 150 
148 150 
148 150 
148 150 
148 150 
149 150 

A P P E A R A N C E S 

FOR THE DIVISION: RAND L. CARROLL, 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 
S a nta Fe, New M e x i c o 87501 

FOR THE APPLICANT: KELLAHIN AND KELLAHIN 
117 N. Guadalupe 
Santa Fe, New M e x i c o 
BY: W. THOMAS KELLAHIN, ESQ. 

FOR HIMSELF AND 
THE MARY ANDERSON 
BOLL FAMILY TRUST: 

EDMUND T. ANDERSON 
2521 Humble 
M i d l a n d , Texas 79705 
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EXAMINER CATANACH: C a l l t h e h e a r i n g back 

t o o r d e r . A t t h i s t i m e c a l l Case 10955. 

MR. CARROLL: A p p l i c a t i o n o f C o n s o l i d a t e d 

O i l & Gas I n c . t o amend D i v i s i o n O r d e r No. R-9033, 

San Juan C o u n t y , New M e x i c o . 

EXAMINER CATANACH: Are t h e r e a p p e a r a n c e 

i n t h i s case? 

MR. KELLAHIN: I f t h e e x a m i n e r p l e a s e , I'm 

Tom K e l l a h i n o f t h e Santa Fe law f i r m o f K e l l a h i n and 

K e l l a h i n , a p p e a r i n g on b e h a l f o f t h e a p p l i c a n t . 

W i t h y o u r p e r m i s s i o n , Mr. E x a m i n e r , we 

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

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

and t h a t a l l t h r e e be h e a r d t o g e t h e r . 

EXAMINER CATANACH: I s t h e r e an a d d i t i o n a l 

a p p e a r a n c e i n t h i s case? 

MR. ANDERSON: Mr. Ex a m i n e r , my name i s 

Edmund T. A n d e r s o n . I'm f r o m M i d l a n d , T e xas, and I'm 

ma k i n g an a p p e a r a n c e on b e h a l f o f m y s e l f , as w e l l as 

i n my c a p a c i t y f o r t r u s t e e f o r t h e Mary A n d e r s o n B o l l 

F a m i l y T r u s t . 

I have an i n t e r e s t i n two o f t h e t h r e e 

c ases t h a t Mr. K e l l a h i n w ants t o combine. I t ' s Case 

No. 10955 and 10957, b u t I d o n ' t t h i n k I have an 

i n t e r e s t i n 10956. I d o n ' t have any o b j e c t i o n t o 
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10955 and 10957 b e i n g combined t o g e t h e r , and I r e a l l y 

d o n ' t know a n y t h i n g a b o u t 10956. 

MR. CARROLL: Mr. Anderson? 

MR. ANDERSON: Yes. 

MR. CARROLL: I have a copy o f t h e l a w s u i t 

you f i l e d i n M i d l a n d C o u n t y , Texas. 

MR. ANDERSON: R i g h t . 

MR. CARROLL: Are you an a t t o r n e y ? 

MR. ANDERSON: Yes. I'm l i c e n s e d i n Texas 

and C a l i f o r n i a . I'm i n a c t i v e i n b o t h j u r i s d i c t i o n s . 

MR. CARROLL: Okay. 

EXAMINER CATANACH: So I guess f o r t h e 

p u r p o s e o f t h i s h e a r i n g , w e ' l l go ahead and 

c o n s o l i d a t e t h e c a s e s . I guess t h a t w o u l d be t h e 

e a s i e s t way t o do i t . 

A t t h i s t i m e c a l l Case 10956 and 10957. 

MR. CARROLL: A p p l i c a t i o n o f C o n s o l i d a t e d 

O i l & Gas I n c . t o amend D i v i s i o n O r d e r No. R-9178 San 

Juan and R i o A r r i b a C o u n t i e s , New M e x i c o . 

A p p l i c a t i o n o f C o n s o l i d a t e d O i l & Gas I n c . 

t o amend D i v i s i o n O r d e r No. R-9179, San Juan and R i o 

A r r i b a C o u n t i e s , New M e x i c o . 

Mr. Examiner? 

EXAMINER CATANACH: Yes. 

MR. CARROLL: We have r e c e i v e d — t h e 
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D i v i s i o n has r e c e i v e d numerous c o r r e s p o n d e n c e f r o m a 

James J. Rubow, i n i t i a l l y r e q u e s t i n g c o n t i n u a n c e o f 

t h i s h e a r i n g t o A p r i l 28, 1994. 

A f t e r c o n s i d e r a t i o n , t h e D i v i s i o n d e n i e d 

Mr. Rubow's r e q u e s t , and I s h o u l d b r i n g up t h a t Mr. 

A n d e r s o n a l s o f i l e d a r e q u e s t f o r c o n t i n u a n c e . B o t h 

r e q u e s t s were d e n i e d on A p r i l 13 by l e t t e r . 

James Rubow has renewed h i s r e q u e s t f o r a 

c o n t i n u a n c e due t o a c o n f l i c t he has w i t h a h e a r i n g 

b e f o r e t h e C o l o r a d o O i l and Gas C o n s e r v a t i o n 

Commiss i o n . 

I guess my r e c o m m e n d a t i o n i s t h a t you t a k e 

h i s r enewed r e q u e s t f o r c o n t i n u a n c e u n d e r a d v i s e m e n t , 

and t h a t i f you see a need f o r Mr. Rubow's 

p a r t i c i p a t i o n a f t e r t h e h e a r i n g has begun and t h e 

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

o r n e c e s s a r y , t h a t you t a k e h i s renewed r e q u e s t f o r a 

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

c o n t i n u a n c e a t t h a t t i m e . 

We w i l l t a k e h i s c o r r e s p o n d e n c e as an 

e n t r y o f a p p e a r a n c e w i t h o u t o b j e c t i o n o f any o f t h e 

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

EXAMINER CATANACH: Mr. K e l l a h i n , I assume 

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

t h i s t i m e ? 
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MR. KELLAHIN: Yes, Mr. E x a m i n e r , we a r e 

i n o p p o s i t i o n , and we a r e r e a d y t o p r o c e e d . 

EXAMINER CATANACH: P r o b a b l y what w e ' l l do 

i s , as my c o u n s e l has a d v i s e d me, i f d u r i n g t h e 

c o u r s e o f t h e h e a r i n g I f e e l t h a t Mr. Rubow's 

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

t h e c a s e , we w i l l l i k e l y c o n t i n u e i t a t t h a t p o i n t 

u n t i l Mr. Rubow can be p r e s e n t . 

W i t h t h a t I guess w e ' l l go ahead and 

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

MR. KELLAHIN: I have two w i t n e s s e s t o be 

sw o r n . 

EXAMINER CATANACH: W i l l t h e w i t n e s s e s 

p l e a s e s t a n d t o be sworn i n ? 

MR. ANDERSON: S i r , I i n t e n d t o t e s t i f y 

a l s o . Do you want me t o be sworn i n now? 

EXAMINER CATANACH: P l e a s e do s o , s i r . 

( W i t n e s s sworn.) 

MR. ANDERSON: Mr. E x a m i n e r , do you mind 

i f I move t h i s a r o u n d a l i t t l e b i t so I can see? 

EXAMINER CATANACH: I have no p r o b l e m w i t h 

t h a t . 

THE WITNESS: Can we move i t back? 

O t h e r w i s e , I c a n ' t g e t down t o i t . 

MR. ANDERSON: Sure . I t h i n k t h a t w i l l 
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1 work. 

2 MR. KELLAHIN: Mr. Examiner, i f I might 

3 share w i t h you the items t h a t we would l i k e t o focus 

4 your a t t e n t i o n on t h i s a f t e r n o o n . And a f t e r d o i n g 

5 t h a t , I ' l l p r e s e n t t o you two w i t n e s s e s , Mr. P h i l 

6 Wood: Mr. Wood i s a p e t r o l e u m landman f o r 

7 C o n s o l i d a t e d O i l & Gas, r e s i d e s i n Denver, and he i s 

8 t h e landman f o r C o n s o l i d a t e d t h a t has handled t h e 

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

10 i n t e r e s t s . 

11 He's f a m i l i a r w i t h t h e Richmond f o r c e 

12 p o o l i n g o r d e r s t h a t we are a s k i n g you t o r e c o n s i d e r . 

13 And he can d i s c u s s w i t h you and t h e r e s t o f us h i s 

14 course of conduct and d e a l i n g s and h i s o p i n i o n s 

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

16 i n t e r e s t of Mr. Anderson and t h e t r u s t he r e p r e s e n t s . 

17 I n a d d i t i o n , I'm go i n g t o p r e s e n t t o you 

18 Alan H a r r i s o n . Mr. H a r r i s o n i s a p e t r o l e u m 

19 e n g i n e e r . He i s w o r k i n g on t h e d e t a i l s o f t h e c o s t s 

20 and t h e a c t i v i t y t o be conducted on thes e t h r e e 

2 1 w e l l s . 

22 We are p i c k i n g up where Richmond l e f t o f f 

23 w i t h t h r e e p o o l i n g o r d e r s i s s u e d by t h e D i v i s i o n . 

24 The p r e h e a r i n g statement t h a t I have f i l e d may serve 

25 as a u s e f u l o u t l i n e f o r you because we are t r y i n g t o 
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p r e s e n t t o you t h r e e d i f f e r e n t p o o l i n g o r d e r s , a l l o f 

w h i c h have common components. 

The o r d e r s were i s s u e d a t t h e r e q u e s t o f 

Richmond P e t r o l e u m , I n c . , so t h a t t h e y c o u l d 

c o n s o l i d a t e v a r i o u s t r a c t s f o r a 320 c o a l gas s p a c i n g 

and t o d r i l l t h r e e w e l l s . 

Each o f t h o s e t h r e e w e l l s was d r i l l e d , b u t 

none o f t h o s e w e l l s was c o m p l e t e d w i t h i n t h e t i m e 

s equences p r o v i d e d by t h e o r i g i n a l p o o l i n g o r d e r . 

One w e l l was c o m p l e t e d i n , o r a t l e a s t p e r f o r a t e d i n 

December — i t ' s t h e f e d e r a l w e l l — i n December o f 

t h e y e a r i t was d r i l l e d , and t h a t w o u l d have been 

December -- I'm s o r r y , t h e w e l l t h a t was p e r f o r a t e d 

was t h e M i l l e r w e l l , and t h a t was p e r f o r a t e d i n 

December o f 1992. 

The sequence i s such t h a t as y o u t r a c t 

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

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

by C o n s o l i d a t e d t h a t when t h e y a c q u i r e d i n t e r e s t i n 

t h e l e a s e s and i n t h e w e l l b o r e s , t h a t a l l o f t h e 

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

p o o l i n g o r d e r by Richmond P e t r o l e u m may n o t have been 

c o m p l i e d w i t h . 

So p a r t o f what we're a s k i n g y ou t o do i s 

t o r e i s s u e t h e s e p o o l i n g o r d e r s so t h a t p a r t i e s t h a t 
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a r e b e i n g s u b j e c t t o t h e p o o l i n g o r d e r w i l l have new 

or a d d i t i o n a l e l e c t i o n p e r i o d s ; t h a t we a d j u s t t h e 

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

c o s t s o f t h e w e l l t o t h e i n t e r e s t o w n e r s , and amend 

t h e v a r i o u s t i m e s i n w h i c h t h e a c t i v i t i e s need t o be 

c o m p l e t e d . 

T h e r e a r e c e r t a i n p a r t i e s i n each o f t h e 

w e l l s t h a t were p o o l e d o r i g i n a l l y , and Richmond 

s u b s e q u e n t l y w o r k e d o u t s o l u t i o n s , and t h e y 

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

I n t h e case o f Mr. A n d e r s o n , f o r t h e two 

w e l l s t h a t he has an i n t e r e s t i n , i t w i l l be Mr. 

Wood's t e s t i m o n y t h a t t h e t r a c t i n w h i c h Mr. An d e r s o n 

has an i n t e r e s t i s n o t t h e d r i l l s i t e . I t i s 

i n c l u d e d w i t h i n t h e 320-gas s p a c i n g u n i t , and t h a t 

t h e l e a s e t h a t Mr. An d e r s o n had o r i g i n a l l y e x e c u t e d 

t o M c E l v a i n , w h i c h M c E l v a i n was c o m m i t t i n g t o 

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

i n v o l v e d e x p i r e d and was n o t o t h e r w i s e h e l d by 

a c t i v i t y on t h e a p p r o p r i a t e w e l l b o r e . 

The p o s i t i o n i s t h a t Mr. A n d e r s o n ' s l e a s e 

has e x p i r e d . He was n o t p o o l e d i n t h e o r i g i n a l 

p o o l i n g o r d e r s . And Mr. Wood w i l l t e l l y ou t h a t he 

has a t t e m p t e d t o make a v o l u n t a r y a g r e e m e n t w i t h Mr. 

An d e r s o n and has n o t been a b l e t o do so. 
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We're g o i n g t o ask you t o a p p l y t h e 

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

and have Mr. And e r s o n ' s i n t e r e s t i n t h e s p a c i n g u n i t 

p o o l e d by an o r d e r o f t h e D i v i s i o n and so t h a t he and 

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

t h e p o o l i n g o r d e r o r t o go n o n c o n s e n t . 

I n a d d i t i o n , as t o t h a t i n t e r e s t , we a r e 

a s k i n g t h a t i f he e l e c t s and t h e t r u s t e l e c t s t o 

p a r t i c i p a t e i n t h e w e l l , t h a t t h e y must pay t h e i r 

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

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

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

Mr. A n d e r s o n and Mr. Wood have a 

d i f f e r e n c e o f o p i n i o n a b o u t t h o s e c o s t s . And so t h a t 

i s g o i n g t o be one o f t h e i s s u e s f o r you t o c o n s i d e r 

i s t h e c o s t a l l o c a t i o n . We w i l l c o n t e n d t h a t we're 

e n t i t l e d t o r e c o v e r f r o m Mr. An d e r s o n ' s i n t e r e s t t h e 

c o s t s t h a t were a l r e a d y expended. 

When we t u r n t o Mr. Rubow's i n t e r e s t , Mr. 

C a r r o l l made r e f e r e n c e t o h i s c o r r e s p o n d e n c e i n t h e 

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

p o s i t i o n w i t h r e g a r d s t o t h e Rubow p r o p e r t y . They 

had a l e a s e f o r w h i c h t h e l e s s e e was a t t e m p t i n g t o 

commit t h a t i n t e r e s t t o t h e s p a c i n g u n i t . I t was n o t 

t h e d r i l l s i t e . T h a t l e a s e e x p i r e d . T h e r e was no 
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1 a c t i v i t y on t h a t w e l l t h a t h e l d t h e l e a s e . 

2 D e s p i t e e f f o r t s by Mr. Wood, he's been 

3 u n a b l e t o g e t t h e Rubow i n t e r e s t s c o m m i t t e d t o t h e 

4 l e a s e . We t a k e t h e p o s i t i o n t h a t we've e x h a u s t e d o ur 

5 good f a i t h o p p o r t u n i t y . The i n t e r e s t i s n o t 

6 c o m m i t t e d , and we want t h e f o r c e p o o l i n g p r o v i s i o n s 

7 o f t h e s t a t u t e i n v o k e d so t h a t Mr. Rubow w i l l have 

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

9 p r o c e s s . 

10 I n a d d i t i o n , we a r e g o i n g t o ask you t o 

11 c o n t i n u e w i t h t h e i m p o s i t i o n o f t h e r i s k f a c t o r 

12 p e n a l t y . I n t h i s c a s e , t h e o r i g i n a l o r d e r s p r o v i d e d 

13 f o r 156 p e r c e n t . Mr. H a r r i s o n i s g o i n g t o d e s c r i b e 

14 f o r you t h e s t a t u s o f t h e w e l l s , what he a n t i c i p a t e s 

15 he needs t o do, and he i s g o i n g t o recommend t o you 

16 t h a t t h e 156 p e r c e n t p e n a l t y c o n t i n u e on each o f 

17 t h e s e w e l l s . 

18 I n a d d i t i o n , we w i l l recommend t o you t h e 

19 o v e r h e a d r a t e s and t h e o t h e r m o d i f i c a t i o n s n e c e s s a r y 

20 i n o r d e r t o s a t i s f y a l l o f us t h a t t h e s e o r d e r s have 

21 been r e i s s u e d and t h a t e v e r y o n e who i s now b e i n g 

22 p o o l e d o r i s s u b j e c t t o p o o l i n g i s g o i n g t o have new 

23 e l e c t i o n s . Whether t h e y g o t them i n t h e p a s t o r n o t , 

24 we're g o i n g t o g i v e them a chance t o have a new 

25 e l e c t i o n u n d e r t h e s e p o o l i n g o r d e r s and remove any 
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d o u b t a b o u t w h e t h e r Richmond e v e r gave them a d e q u a t e 

n o t i c e . 

And so t h a t ' s where we're headed. The 

i s s u e s a r e t h e same i n a l l t h r e e c a s e s . The f a c t s 

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

i d e n t i c a l w i t h r e g a r d s t o t h e seq u e n c e s . And when 

i t ' s a l l s a i d and done, t h e n we w i l l ask you t o use 

y o u r a u t h o r i t y and j u r i s d i c t i o n t o r e v i s e and amend 

t h e p o o l i n g o r d e r s as t h e y now e x i s t . 

P H I L I P WOOD, 

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 

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

f o l l o w s : 

EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Wood, f o r t h e r e c o r d , w o u l d you p l e a s e 

s t a t e y o u r name and o c c u p a t i o n . 

A. My name i s P h i l i p Wood. I'm a p e t r o l e u m 

landman. 

Q. On p r i o r o c c a s i o n s , Mr. Wood, have you 

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 ? 

A. No, I have n o t . 

Q. Summarize f o r us y o u r e d u c a t i o n . 

A. I have a b a c h e l o r ' s and m a s t e r ' s 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 N o r t h e r n C o l o r a d o . 
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Q. I n what y e a r s ? 

A. I r e c e i v e d my b a c h e l o r ' s i n 1979 and ray 

m a s t e r ' s i n 198 1 . 

Q. I n what f i e l d s ? 

A. B o t h were i n g e o g r a p h y . 

Q. D e s c r i b e f o r us what has been y o u r 

i n v o l v e m e n t as a p e t r o l e u m landman. 

A. I s t a r t e d w o r k i n g as a landman i m m e d i a t e l y 

upon g r a d u a t i o n i n 1981 and have done n o t h i n g e l s e 

s i n c e t h e n ; so I guess t h a t w o u l d be 13 y e a r s . I 

wo r k e d f o r a company c a l l e d DeKalb E n e r g y Company f o r 

12 o f t h o s e y e a r s and ended up b e i n g l a n d manager o f 

t h a t company. DeKalb s o l d o u t o f t h e U.S. a t t h e end 

o f 1992, soon a f t e r w h i c h I became l a n d manager o f 

C o n s o l i d a t e d O i l & Gas. 

Q. Your a c t i v i t y w i t h DeKalb i n v o l v e d what 

a r e a o f t h e U n i t e d S t a t e s ? 

A. For a p p r o x i m a t e l y t e n y e a r s , i t was t h e 

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

For t h e l a s t two y e a r s , i t was p r i m a r i l y G u l f Coast 

Texas. 

Q. Your a c t i v i t y as a landman f o r 

C o n s o l i d a t e d has i n v o l v e d what p a r t i c u l a r a r e a , what 

g e o g r a p h i c a r e a ? 

A. G e o g r a p h i c a r e a ? W e l l , p r i m a r i l y most o f 
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t h e Rocky M o u n t a i n b a s i n s , and l i k e I i n d i c a t e d 

e a r l i e r o r j u s t a few m i n u t e s ago, West Texas and t h e 

G u l f C o a s t . 

Q. Have you been t h e landman w i t h y o u r 

company t h a t ' s p r i m a r i l y r e s p o n s i b l e f o r t h e s u b j e c t 

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

A. Yes. 

Q. Have you examined and a r e f a m i l i a r w i t h 

t h e t r a n s a c t i o n y o u r company had w i t h Richmond 

P e t r o l e u m , I n c . ? 

A. Yes. 

Q. And have you been t h e employee o f y o u r 

company t h a t has been d e s i g n a t e d t h e r e s p o n s i b i l i t y 

t o n e g o t i a t e and d i s c u s s Mr. A n d e r s o n ' s i n t e r e s t i n 

t h e t wo s p a c i n g u n i t s o u t o f t h e t h r e e cases? 

A. Yes. 

Q. And, s i m i l a r l y , have you had t h o s e 

d i s c u s s i o n s and n e g o t i a t i o n s w i t h Mr. Rubow? 

A. Yes. 

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

p a r t i e s and t h e i n t e r e s t s i n v o l v e d i n each o f t h e 

s p a c i n g u n i t s ? 

A . Yes, s i r . 

Q. And have you examined and r e v i e w e d t h e 

l e a s e s and o t h e r documents i n v o l v e d i n t r y i n g t o 
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1 c o n s o l i d a t e t h e s e i n t e r e s t s i n t o t h e a p p r o p r i a t e 

2 s p a c i n g u n i t s ? 

3 A. Y e s , s i r . 

4 MR. KELLAHIN: We t e n d e r Mr. P h i l Wood as 

5 an e x p e r t p e t r o l e u m landman. 

6 EXAMINER CATANACH: Mr. Wood i s so 

7 q u a l i f i e d . 

8 Q. (BY MR. KELLAHIN) L e t me have you t a k e a 

9 moment, Mr. Wood, and use t h e l o c a t o r map w h i c h i s 

10 n o t s p e c i f i c a l l y i n t h e e x h i b i t p a c k a g e . I d e n t i f y 

11 f o r us and h e l p us see where we a r e . 

12 A. I ' d be happy t o . I f y o u ' l l r e f e r t o 

13 E x h i b i t 1 o f y o u r p a c k e t s , t h e r e ' s a s h o t o f a 

14 p o r t i o n o f t h i s map. I t h o u g h t i t w o u l d be v e r y 

15 b e n e f i c i a l t o t a k e j u s t a m i n u t e and go t h r o u g h t h e 

16 a c q u i s i t i o n o f t h e Richmond p r o p e r t i e s so you c o u l d 

17 b e t t e r u n d e r s t a n d how we ended up where we a r e 

18 t o d a y . 

19 What you see h e r e i s t h e Colorado-New 

20 M e x i c o b o r d e r , t h e San J u a n - R i o A r r i b a C o u n t y b o r d e r , 

21 w h i c h meanders t h r o u g h h e r e , t h r o u g h t h e M i l l e r and 

22 t h e Carnes l o c a t i o n . 

23 Q. How i s t h a t i d e n t i f i e d on t h e d i s p l a y ? 

24 A. On t h e San Juan R i v e r . Then i n C o l o r a d o 

25 you have t h e j u n c t i o n o f La P l a t a C o u n t y and 
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A r c h u l e t a C o u n t y . 

Back i n 1993, C o n s o l i d a t e d , t h r o u g h i t s 

e f f o r t s t o a c q u i r e p r o p e r t i e s i n t h e San Juan B a s i n , 

a p p r o a c h e d Richmond P e t r o l e u m , I n c . , o f D a l l a s t o 

d i s c u s s a p o s s i b l e a c q u i s i t i o n . They were v e r y 

i n t e r e s t e d , and a t t h e end o f 1993, we a c q u i r e d 

a p p r o x i m a t e l y 14 p r o p e r t i e s i n C o l o r a d o . 

The p r o p e r t i e s were i n v a r i o u s s t a t e s o f 

c o m p l e t i o n . Two o f t h e w e l l s i n La P l a t a C o u n t y had 

a c t u a l l y been hooked up t o a gas l i n e and had 

p r o d u c e d ; t h e r e s t had n o t b u t had a l l q u a l i f i e d f o r 

S e c t i o n 29 t a x c r e d i t f o r t h e c o a l bed methane. And 

t h e s e a r e a l l c o a l bed methane w e l l s , by t h e way. 

A l s o i n c l u d e d i n t h e Richmond package b u t 

n o t c l o s e d upon u n t i l J a n u a r y 1994 were t h e f o u r New 

Mex i c o w e l l s , t h e t h r e e t h a t we're d i s c u s s i n g , t h e 

M i l l e r 1 1 , t h e Carnes, t h e F e d e r a l , and t h e n a n o t h e r 

w e l l , w h i c h I ' l l j u s t p o i n t o u t f o r r e f e r e n c e , t h e 

M i l l e r 10. 

These w e l l s , as you can see, a r e boxed i n , 

s h a l l we say, by t h e N a v a j o R e s e r v o i r . And t h e o n l y 

a c c e s s t o t h e w e l l s and e v e n t u a l l y t h e o n l y way t h a t 

gas can be p r o d u c e d f r o m t h o s e w e l l s , as f a r as we 

can see, w i l l be up t h r o u g h C o l o r a d o . 

We a r e c u r r e n t l y d e s i g n i n g and hope t o 
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i m p l e m e n t t h i s summer o r i n s t a l l t h i s summer a 

g a s - g a t h e r i n g , w a t e r - g a t h e r i n g s y s t e m c o m i n g t h r o u g h 

t h e s e C o l o r a d o w e l l s and t y i n g i n t o t h e New M e x i c o 

w e l l s . And t h a t ' s one o f t h e t h i n g s I w a n t e d you t o 

see, and t h a t ' s why t h i s l a r g e r map i s h e r e . 

So t h a t p r e t t y w e l l t a k e s c a r e o f t h e 

r e f e r e n c e , I t h i n k . 

Q. Okay. L e t ' s t a l k g e n e r a l l y a b o u t t h e New 

Me x i c o p r o p e r t y o r t h e New M e x i c o p o r t i o n o f t h e 

a c q u i s i t i o n , and t h e n we w i l l t a l k s p e c i f i c a l l y a b o u t 

each o f t h e s p a c i n g u n i t s i n t h a t a c q u i s i t i o n . 

A. F i n e . 

Q. The c l o s i n g d a t e on t h e a c q u i s i t i o n t h a t 

i n v o l v e d t h e New Mexico p r o p e r t y you s a i d was 

J a n u a r y ? 

A. Yes. The e f f e c t i v e d a t e was — t h e a c t u a l 

e f f e c t i v e d a t e was J a n u a r y 24, 1994. And I'm n o t 

s u r e what t h e e x h i b i t i s , b u t i n y o u r package y o u ' l l 

f i n d t h e S p e c i a l W a r r a n t y Deed r e c o r d e d i n b o t h New 

Me x i c o c o u n t i e s t h a t shows t h a t d a t e . 

Q. W e ' l l come back and t a l k i n d e t a i l a b o u t 

each o f t h e s p a c i n g u n i t s , b u t g i v e us a g e n e r a l 

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

a landman i n e x a m i n i n g t h e s e t h r e e s p a c i n g u n i t s and 

t r y i n g t o p u t them i n t o a p o s i t i o n where you c o u l d 
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t h e n c o m p l e t e t h e s e w e l l s and p r o d u c e and a l l o c a t e 

t h e p r o d u c t i o n among t h e i n t e r e s t o w n e r s . 

A. The l a n d , and when I say t h a t , I speak t o 

l e a s e s and m i n e r a l o w n e r s h i p , was b a s i c a l l y i n a 

s t a t e o f d i s a r r a y . Richmond had d r i l l e d t h e s e w e l l s 

o r i g i n a l l y u n d e r t h e o r i g i n a l o r d e r s i n , I ' l l say t h e 

f i r s t h a l f o f 1990. They d i d so -- Richmond a c t u a l l y 

owned no l e a s e s ; so most o f t h e l e a s e s — o r a l l o f 

t h e i n t e r e s t s o r i g i n a l were e a r n e d v i a f a r m - i n f r o m 

companies such as M c E l v a i n h e r e i n Santa Fe and 

o t h e r s . Under t h e t e r m s o f t h o s e f a r m - i n s , Richmond 

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

p e r i o d o f t i m e , and t h e y d i d so. 

I n my m i n d , Richmond, t h e main f o c u s t h a t 

Richmond was c e n t e r i n g on was t h e S e c t i o n 29 t a x 

c r e d i t . When t h e t a x c r e d i t was e x t e n d e d , o r t h e 

d e a d l i n e f o r q u a l i f y i n g f o r t h e t a x c r e d i t was 

e x t e n d e d t o , I b e l i e v e i t was t h e end o f 1992, 

Richmond changed t h e i r c o m p l e t i o n p r o g r a m and d i d n o t 

b o t h e r t o e s t a b l i s h t h a t t h e r e was c o a l bed methane 

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

December o f '92. 

They d i d so i n t h e two M i l l e r w e l l s . They 

d i d n o t do so i n t h e Carnes. And t h e F e d e r a l w e l l , 

as Mr. H a r r i s o n can t e l l y o u , i t was n e v e r d r i l l e d t o 
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— i t n e v e r p e n e t r a t e d t h e c o a l . T h e r e f o r e , t h e 

l a n d s i t u a t i o n was somewhat i n d i s a r r a y . We knew 

t h a t g o i n g i n and d o n ' t seek sympathy f o r t h a t . 

S e v e r a l l e a s e s such as Mr. A n d e r s o n ' s and Mr. Rubow's 

had e x p i r e d . The r e a s o n t h e y e x p i r e d i s t h e r e was no 

p r o d u c t i o n . I n f a c t , i n t h e case o f t h e F e d e r a l , you 

c l e a r l y j u s t had a b o r e h o l e p e n e t r a t i n g t h e g r o u n d . 

I t n e v e r even g o t t o t h e c o a l f o r m a t i o n . 

So t h a t was t h e s i t u a t i o n when we t o o k 

o v e r . 

Q. When you a c q u i r e d t h e i n t e r e s t f r o m 

Richmond P e t r o l e u m , what d i d you a c q u i r e w i t h r e g a r d s 

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

t h e s e cases? 

A. We a c q u i r e d a l l o f Richmond's r i g h t , 

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

e q u i p m e n t , w h i c h I d o n ' t b e l i e v e t h e r e was any — Mr. 

H a r r i s o n can speak t o t h a t , as w e l l as any r i g h t s t o 

p r o d u c t i o n t h a t Richmond may have e a r n e d by v i r t u e o f 

d r i l l i n g t h e w e l l . 

And I s h o u l d p o i n t o u t t h a t we b e l i e v e , 

and s t i l l do, t h a t Richmond's o w n e r s h i p i n t h e 

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

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

p u r c h a s e d f r o m them, due t o e x p i r a t i o n o f l e a s e s , 
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e t c . 

Q. Was c o n s i d e r a t i o n p a i d by C o n s o l i d a t e d t o 

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

and i n t e r e s t s w i t h i n t h e s p a c i n g u n i t s ? 

A. Yes, s i r . 

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

u n i t s . L e t ' s l o o k a t E x h i b i t No. 2. T h i s i s t h e 

F e d e r a l 9 #1 W e l l . I t ' s t h e s u b j e c t o f O r d e r 

R-9033. F i r s t o f a l l , l e t ' s l o o k a t how t h e t r a c t s 

a r e c o n f i g u r e d i n t h e s p a c i n g u n i t . Do y o u have an 

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

A. I have an i l l u s t r a t i o n . I t ' s E x h i b i t 2. 

Q. D e s c r i b e f o r us what you've i l l u s t r a t e d . 

A. E x h i b i t 2 o u t l i n e s t h e d i f f e r e n t t r a c t 

o w n e r s h i p i n what we hope t o be t h e s p a c i n g u n i t f o r 

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

h a l f o f 9, o r t h e e a s t h a l f e q u i v a l e n t o f 9. 

Below i t I have shown t h e w o r k i n g i n t e r e s t 

owners a n d / o r u n l e a s e d m i n e r a l o w n e r s , t h e i r 

i n t e r e s t , o r a t l e a s t what I b e l i e v e t o be t h e i r 

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

d e r i v e d . 

Q. T h e r e a r e f o u r t r a c t s t h a t compose t h e 

c o n f i g u r a t i o n o f owners i n t h e e a s t h a l f o f 9? 

A. Yes, s i r . 
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Q. And have you a p p r o x i m a t e d t h e a c t u a l 

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

A. As b e s t we c o u l d , y e s , s i r . 

Q. I t ' s up i n u n i t l e t t e r A o f t h e s e c t i o n ? 

A. Yes, s i r . 

Q. You've t a b u l a t e d t h e i n t e r e s t o w n e r s . Now 

l e t ' s f o c u s t h e e x a m i n e r ' s a t t e n t i o n on t h e p a r t i e s 

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

i n y o u r o p i n i o n , had t h e i r i n t e r e s t s c o m m i t t e d t o t h e 

w e l l i n t h e s p a c i n g u n i t ? 

A. T h a t w o u l d be --

Q. I'm g o i n g t o r e a d , j u s t t o keep i t 

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

L. and a Donna M. Young? 

A. Yes. T h e i r i n t e r e s t i s d e r i v e d f r o m T r a c t 

No. 1. They were an u n l e a s e d m i n e r a l owner a t t h e 

t i m e Richmond d r i l l e d t h e w e l l . We were s u c c e s s f u l 

i n l e a s i n g t h e i r i n t e r e s t . And a l t h o u g h I do n o t 

have a copy o f t h e l e a s e t o p r o v i d e t o y o u , t h e l e a s e 

has been t a k e n , p a i d f o r , and i s b e i n g r e c o r d e d . 

Q. On E x h i b i t No. 2, do you show t h e Young 

i n t e r e s t as p a r t o f t h e C o n s o l i d a t e d O i l & Gas 

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

A. Yes, s i r , I do. 

Q. Do you have a l l t h e e x e c u t e d documents 
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n e c e s s a r y t o s a t i s f y y o u r s e l f t h a t t h e Young i n t e r e s t 

has been f u l l y c o m m i t t e d t o a l e a s e w h i c h i s now h e l d 

by C o n s o l i d a t e d ? 

A. Yes, s i r . 

Q. So we may d e l e t e t h e Young i n t e r e s t f r o m 

t h e e f f e c t s o f any p o o l i n g o r d e r t h e D i v i s i o n may 

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

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

Q. T h e r e a r e two o t h e r p a r t i e s o r i n t e r e s t s 

w i t h i n t h e e a s t h a l f o f 9 l i s t e d i n t h e a p p l i c a t i o n . 

F i r s t , t h e r e i s t h e R a l p h O. and Suzanne W. 

Bog e b e r g . I s t h e i r i n t e r e s t s t i l l shown on E x h i b i t 

2? 

A. Yes, s i r , as t r a c t No. 3. 

Q. D e s c r i b e t h a t i n t e r e s t and why i t i s s t i l l 

shown on E x h i b i t 2. 

A. The Bogeberg i n t e r e s t i s a m i n e r a l f e e 

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

by Richmond. Richmond was u n a b l e t o l o c a t e t h e 

B o g e b e r g s , and so were we. 

Q. Summarize f o r t h e r e c o r d t h e k i n d s o f 

e f f o r t s y ou made t o t r y t o f i n d t h e B o g e b e r g s . 

A. We c o n t a c t e d and a c t u a l l y h i r e d t h e f i e l d 

landman t h a t Richmond used i n c o n d u c t i n g t h e i r 

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

A. H i s name i s James F u l l e r t o n . 

Q. To y o u r k n o w l e d g e , was Mr. F u l l e r t o n a b l e 

t o l o c a t e o r f i n d B ogebergs o r anyone k n o w i n g where 

t h e y m i g h t be l o c a t e d ? 

A. No, s i r , he was n o t . 

Q. D i d you r e v i e w f o r y o u r s e l f and make a 

d e t e r m i n a t i o n as a landman t h a t Mr. F u l l e r t o n ' s 

e f f o r t s had been i n good f a i t h and had been d i l i g e n t 

enough t o t r y t o f i n d t h o s e p e o p l e ? 

A. I b e l i e v e t h e y were more t h a n d i l i g e n t , 

y e s , s i r . 

Q. D e s p i t e t h a t e f f o r t , n e i t h e r y o u n o r Mr. 

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

A. C o r r e c t . 

Q. So you've l e f t them on E x h i b i t 2 as an 

i n t e r e s t t o be p o o l e d ? 

A. Yes. 

Q. L e t ' s t u r n t o what i s c h a r a c t e r i z e d as t h e 

Edward A n d e r s o n , e t a l . , i n t e r e s t . Was t h a t an 

i n t e r e s t t h a t Richmond p o o l e d o r i g i n a l l y i n t h i s 

w e l l ? 

A. Yes, s i r . T h a t i n t e r e s t was u n d e r l e a s e 

t o T.H. M c E l v a i n . 

Q. I s t h e r e a p o o l i n g c l a u s e i n t h a t l e a s e ? 
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A. Yes, s i r . 

Q. So i t was c o m m i t t e d t o t h e s p a c i n g u n i t 

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

A. C o r r e c t . Or s h a l l I say i t was Richmond's 

i n t e n t i f p r o d u c t i o n were e s t a b l i s h e d t o commit i t t o 

a s p a c i n g u n i t . 

Q. Then what happened? 

A. Richmond n e v e r c o m p l e t e d t h e w e l l . Under 

t h e t e r m s o f t h e l e a s e , t h e l e a s e e x p i r e d and has s a t 

dor m a n t t h r o u g h t o d a y . 

Q. I s t h a t an i n t e r e s t t h a t y ou seek t o have 

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

p r o d u c t i o n o u t o f t h e F e d e r a l 9 W e l l ? 

A. Yes. 

Q. A r e t h e r e any o t h e r i n t e r e s t s t o be 

a d d r e s s e d by t h e e x a m i n e r w i t h r e g a r d s t o t h a t w e l l 

and t h a t s p a c i n g u n i t ? 

A. No, s i r . 

Q. L e t ' s t u r n t o E x h i b i t No. 3. I d e n t i f y and 

d e s c r i b e what you've p r e p a r e d h e r e . 

A. E x h i b i t No. 3 i s t h e p r o p o s e d 3 2 0 - a c r e 

s p a c i n g u n i t f o r t h e Carnes 11 #1 W e l l . The map 

above shows t h e l o c a t i o n o f t h e w e l l , t h e 

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

as w e l l as t h e i n d i v i d u a l t r a c t c o n f i g u r a t i o n s . The 
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i n t e r e s t s o r t h e p o r t i o n b e l o w i t shows t h e 

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

and where t h a t i n t e r e s t was d e r i v e d . 

Q. To e x p e d i t e y o u r r e s p o n s e s , Mr. Wood, l e t 

me r e f e r t o t h e a p p l i c a t i o n f i l e d f o r C o n s o l i d a t e d i n 

amending t h i s p o o l i n g o r d e r and a d d r e s s t h e p a r t i e s 

t h a t y o u ' r e s e e k i n g t o p o o l . F i r s t o f a l l , t h e r e ' s a 

James Rubow, P a s s p o r t Energy, I n c . , w i t h a .025 

i n t e r e s t ? 

A . Yes. 

Q. Was t h a t a p a r t y o r i g i n a l l y p o o l e d by 

Richmond i n t h e s p a c i n g u n i t ? 

A. T h a t was a -- h i s i n t e r e s t was o r i g i n a l l y 

u n d e r l e a s e . Mr. Rubow, as w e l l as o t h e r s , b o u g h t 

t h e m i n e r a l i n t e r e s t o f someone a f t e r t h e y had 

a l r e a d y l e a s e d t o M c E l v a i n . Richmond was e a r n i n g an 

i n t e r e s t i n t h e l e a s e v i a a f a r m - i n f r o m M c E l v a i n . I 

c a n ' t t e l l you t o d a y when t h e y b o u g h t t h a t i n t e r e s t , 

w h e t h e r i t was b e f o r e o r a f t e r t h e o r d e r was i s s u e d . 

Q. A t t h e t i m e t h e a p p l i c a t i o n was f i l e d , d i d 

you have v o l u n t a r y commitment o f t h e Rubow i n t e r e s t 

e i t h e r by f a r m o u t , by l e a s e , o r by some v o l u n t a r y 

a g r e e ment ? 

A. W i t h Mr. Rubow? 

Q. Yes, s i r . 
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A . No . 

Q. Do you have s u b s e q u e n t d o c u m e n t a t i o n i n 

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

and n e g o t i a t i o n s w i t h Mr. Rubow? 

A. Yes. 

Q. And have you as o f t o d a y been a b l e t o 

r e a c h a v o l u n t a r y w r i t t e n a greement w i t h Mr. Rubow t o 

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

A. No, I have n o t . 

Q. The n e x t i n t e r e s t l i s t e d i n t h e 

a p p l i c a t i o n i s a Buddy Baker? 

A. Yes. 

Q. I s t h a t i n t e r e s t shown on y o u r E x h i b i t No. 

3? 

A. No, i t i s n o t . The r e a s o n why i t i s n o t 

i s Mr. Rubow s u p p l i e d C o n s o l i d a t e d w i t h a r e c o r d e d 

m i n e r a l c o nveyance f r o m Mr. Baker t o h i m s e l f 

c o n v e y i n g a l l Mr. B a k e r ' s r i g h t , t i t l e , and 

i n t e r e s t . T h e r e f o r e , Mr. Rubow i s c r e d i t e d w i t h a 

f u l l - - r a t h e r t h a n 2-1/2 p e r c e n t and Mr. Baker w i t h 

2-1/2 p e r c e n t , we show Mr. Rubow w i t h a f u l l 5 

p e r c e n t on t h i s e x h i b i t . 

Q. And so t h e Baker i n t e r e s t now h e l d by Mr. 

Rubow i s an i n t e r e s t t h a t you seek t o have p o o l e d by 

t h e D i v i s i o n i n t h i s h e a r i n g ? 
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A . Yes. 

Q. And i t ' s n o t an i n t e r e s t t h a t ' s o t h e r w i s e 

c o m m i t t e d by some v o l u n t a r y agreement? 

A. No, i t i s n o t . 

Q. The n e x t l i s t e d i n t e r e s t i s t h e A n d e r s o n 

and t h e t r u s t i n t e r e s t t h a t Mr. A n d e r s o n r e p r e s e n t s . 

I s t h a t an i n t e r e s t i n t h i s s p a c i n g u n i t t h a t ' s u n d e r 

t h e same l e a s e t h a t we've j u s t d e s c r i b e d f o r t h e 

f e d e r a l w e l l ? 

A. Yes. 

Q. And y o u r answers a r e t h e same as t o t h e 

Carnes s p a c i n g u n i t as t h e y were t o t h e F e d e r a l u n i t ? 

A. Yes. 

Q. T h a t you do n o t have a w r i t t e n v o l u n t a r y 

a g r e e m e n t w i t h Mr. A n d e r s o n o r h i s t r u s t i n t e r e s t t o 

commit t h a t i n t e r e s t t o t h e Carnes s p a c i n g u n i t ? 

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 t h e n e x t l i s t e d 

i n t e r e s t . T h e re i s a Manuel R o d r i g u e z f o r t h e Carnes 

s p a c i n g u n i t ? 

A. Yes. 

Q. I s t h a t s t i l l l i s t e d on y o u r E x h i b i t No. 

3? 

A. Yes, i t i s . 

Q. Why i s t h a t s t i l l l i s t e d ? 
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A. We were u n a b l e t o l o c a t e Mr. R o d r i g u e z . 

Richmond was u n a b l e t o l o c a t e Mr. R o d r i g u e z . We s e n t 

c e r t i f i e d l e t t e r s t o Mr. R o d r i g u e z ' s l a s t known 

a d d r e s s . They came r e t u r n t o s e n d e r , and we have n o t 

been a b l e t o l o c a t e h i m . 

Q. Have you o r Mr. F u l l e r t o n made e f f o r t s t o 

v e r i f y t h e a d d r e s s and made y o u r b e s t e f f o r t s t o t r y 

t o l o c a t e Mr. R o d r i g u e z ? 

A. Yes, we have. 

Q. And t h i s i s t h e l a s t known b e s t a d d r e s s 

t h a t y ou had f o r him? 

A. Yes, i t i s . 

Q. I t ' s one l i s t e d i n S c o t t s d a l e , A r i z o n a ? 

A. C o r r e c t . 

Q. The R i c h a r d C l a r k i n t e r e s t , w h a t ' s t h e 

s t a t u s o f t h a t ? 

A. The R i c h a r d C l a r k i n t e r e s t i s i d e n t i c a l , 

as f a r as where we s t a n d , t o t h e R o d r i g u e z i n t e r e s t . 

Q. Was i t o r i g i n a l l y p o o l e d by Richmond? 

A. Yes. 

Q. I s t h i s a p a r t y t h a t you have n o t been 

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

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

Q. L e t ' s t u r n t o t h e t h i r d s p a c i n g u n i t . 

T h a t ' s t h e one f o r t h e M i l l e r 1 1 , and t h a t ' s t h e 
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s u b j e c t o f Or d e r R-9178. The a p p l i c a t i o n i n d i c a t e s 

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

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

u n i t . I t ' s Rubow and Baker. What's t h e s t a t u s o f 

t h e i r i n t e r e s t w i t h r e g a r d s t o t h e M i l l e r 11 s p a c i n g 

u n i t ? 

A. I t ' s i d e n t i c a l t o t h a t w i t h t h e Carnes. 

We have been u n a b l e t o r e a c h an agr e e m e n t w i t h them 

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

Mr. B a k e r ' s i n t e r e s t has s i n c e been c o n v e y e d t o Mr. 

Rubow. A copy o f t h e deed i s i n t h e c o r r e s p o n d e n c e 

e x h i b i t . 

Q. Do you remember t h e t i t l e on t h e 

Rubow-Baker i n t e r e s t ? Was i t s u b j e c t t o a l e a s e a t 

t h e t i m e Richmond h e l d t h e i r i n t e r e s t ? 

A. I t was s u b j e c t t o t h e same l e a s e as t h e 

i n t e r e s t was un d e r t h e Carnes' w e l l . 

Q. And so Rubow and Baker were n o t s u b j e c t t o 

t h e o r i g i n a l p o o l i n g o r d e r by Richmond? 

A. No, t h e y were n o t . 

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

o p i n i o n , has e x p i r e d ? 

A. Yes, i t has. 

Q. L e t ' s t u r n now t o t h e n e x t s u b j e c t m a t t e r 

i n t h e e x h i b i t package i s E x h i b i t 5. And s t a p l e d 
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3 1 

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

A. Yes. 

Q. A r e you f a m i l i a r w i t h t h e s e o r d e r s , Mr. 

Wood? 

A. Yes, I am. 

Q. L e t me have you go on t o i d e n t i f y t h e n e x t 

d ocuments. F o l l o w i n g 5 i s a t h r e e - p a g e l e g a l s i z e 

p a p e r marked as E x h i b i t No. 6. What a r e we l o o k i n g 

a t h e r e ? 

A. I d o n ' t have --

Q. I t s h o u l d be stamped on t h e v e r y back i f 

you t u r n i t a l l t h e way o v e r ? 

A. Oh, I do have. I b e l i e v e t h e s e were t h e 

Richmond AFE's s u b m i t t e d t o t h e Commission a t t h e 

t i m e o f t h e o r i g i n a l p o o l i n g . 

Q. L e t ' s go now and have you i d e n t i f y E x h i b i t 

No . 7 . 

A. E x h i b i t No. 7 i s a l e t t e r f r o m t h e 

D i v i s i o n t o Richmond, g r a n t i n g them e x t e n s i o n i n 

w h i c h t o commence o p e r a t i o n s on t h e F e d e r a l No. 9 

W e l l . 

Q. L e t ' s t u r n now t o t h e d o c u m e n t a t i o n on 

when each o f t h e s e w e l l s was commenced. I f y o u ' l l 

l o o k a t what i s marked E x h i b i t s 8-A, -B, and -C, 
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w o u l d you i d e n t i f y f o r t h e r e c o r d each o f t h o s e 

d o c u m e n t s . 

A. 8-A i s t h e s u n d r y n o t i c e on t h e Carnes 1 1 . 

Q. Which i n d i c a t e s what f o r t h e spud d a t e ? 

A. Which i n d i c a t e s t h a t t h e w e l l was spud on 

June 5, 1990. 

Q. I s t h a t a l s o y o u r i n f o r m a t i o n as t o when 

t h a t w e l l was spudded? 

A. T h a t i s t h e i n f o r m a t i o n t h a t we have, y e s , 

s i r . 

Q. L e t ' s t u r n now t o t h e M i l l e r . 

A. E x h i b i t 8-B h e r e i s t h e s u n d r y n o t i c e f o r 

t h e M i l l e r 10. I b e l i e v e t h e one we w a n t e d t o s u b m i t 

b e f o r e t h e Commission was t h e s u n d r y n o t i c e f o r t h e 

M i l l e r 1 1 . 

MR. KELLAHIN: T h a t ' s c o r r e c t . W i t h y o u r 

p e r m i s s i o n , Mr. Examin e r , I ' d l i k e t o w i t h d r a w and 

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

B, w h i c h w o u l d be t h e one f o r t h e M i l l e r 1 1 . T h i s i s 

o b v i o u s l y t h e i n c o r r e c t s u n d r y n o t i c e . 

Q. Do you have i n f o r m a t i o n , Mr. Wood, as t o 

what y o u r r e c o r d s show t o be t h e commencement d a t e o f 

t h e M i l l e r 11 W e l l ? 

A. I d o n ' t have t h a t w i t h me, no. Mr. 

H a r r i s o n w i l l be a b l e t o answer t h a t q u e s t i o n f o r 
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you . 

Q. A l l r i g h t , s i r . W e ' l l come back t o t h a t 

t h e n . 

I f y o u ' l l l o o k a t E x h i b i t 8-C, i d e n t i f y 

and d e s c r i b e f o r us t h e s u n d r y n o t i c e t h a t we're 

l o o k i n g a t t h e r e . 

A. 8-C i s t h e s u n d r y n o t i c e f o r t h e F e d e r a l 

No. 9 W e l l s h o w i n g t h a t i t was spud on May 13, 1990. 

Q. Have you i n c l u d e d as one o f t h e e x h i b i t s , 

Mr. Wood, a copy o f t h e document t h a t shows t h a t 

C o n s o l i d a t e d now has a p r o p e r t y i n t e r e s t i n t h e 

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

A. Yes. T h a t w o u l d be E x h i b i t No. 9. 

Q. What a r e we l o o k i n g a t when we see E x h i b i t 

No. 9? 

A. You're l o o k i n g a t a r e c o r d e d copy o f a 

S p e c i a l W a r r a n t y Deed f r o m Richmond P e t r o l e u m , I n c . , 

t o C o n s o l i d a t e d O i l & Gas, w h i c h e s s e n t i a l l y c o n v e y s 

a l l o f Richmond's r i g h t , t i t l e , and i n t e r e s t , 

w h a t e v e r t h a t may be, i n and t o t h e w e l l s shown on 

E x h i b i t A and t h e l e a s e s t o f o l l o w on E x h i b i t A. 

Q. Have you a l s o made a s e a r c h o f i n f o r m a t i o n 

c o n c e r n i n g what Richmond has expended f o r each o f t h e 

w e l l s i n v o l v e d ? 

A. Yes, s i r . You s h o u l d have b e f o r e you 
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E x h i b i t 10, w h i c h i s a f a i r l y d e t a i l e d i t e m i z a t i o n o f 

t h e c o s t o f each o f t h e t h r e e w e l l s . 

Q. What's t h e s o u r c e o f t h i s i n f o r m a t i o n ? 

A. Richmond's a c c o u n t i n g d e p a r t m e n t . 

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

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

each o f t h e s e t h r e e w e l l s i s as a c c u r a t e as you can 

d e t e r m i n e i t t o be? 

A. Yes, we have. 

Q. And what i s y o u r c o n c l u s i o n ? 

A. We b e l i e v e t h i s t o be an a c c u r a t e 

r e p r e s e n t a t i o n o f what Richmond s p e n t , e s p e c i a l l y 

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

Q. You have a copy f o r each o f t h e t h r e e 

w e l l s , s t a r t i n g f i r s t w i t h t h e Carnes and t h e n m o v i n g 

t o t h e F e d e r a l and t h e n f i n a l l y t h e M i l l e r 11? 

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

Q. D e s c r i b e f o r us f r o m y o u r p e r s p e c t i v e i n 

t e r m s o f f u t u r e c o s t s a t t h e t i m e you a c q u i r e d t h e 

p r o p e r t y . What was y o u r n e x t s t e p o r n e x t c o u r s e o f 

c o n d u c t f o r C o n s o l i d a t e d t o t a k e t h e n e x t phase o f 

o p e r a t i o n , i f you w i l l , f o r each o f t h e w e l l s ? 

A. Two o f t h e w e l l s , t h e Carnes and t h e 

F e d e r a l , had y e t t o q u a l i f y f o r S e c t i o n 29 t a x 

c r e d i t s , w h i c h we saw as v a l u a b l e n o t o n l y t o 
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C o n s o l i d a t e d b u t f o r a l l p a r t i e s , w o r k i n g i n t e r e s t 

and r o y a l t y . 

The d e a d l i n e f o r f i l i n g t h e a p p l i c a t i o n 

had been e x t e n d e d t o March 3 1 , and t h a t was s o m e t h i n g 

t h a t was deemed as v a l u a b l e by a l l p a r t i e s , and we 

f e l t t h e need t o p r o c e e d w i t h t h a t i m m e d i a t e l y p r i o r 

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

on a l l t h e w e l l s . 

Q. What was t h e t i m i n g t o c o m p l e t e t h a t 

p a r t i c u l a r phase o f a c t i v i t y ? 

A. We had t o have t h e a p p l i c a t i o n f i l e d p r i o r 

t o t h e end o f March. 

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

a n y t h i n g , d i d you have t o do o r have done t o t h e 

F e d e r a l w e l l o r t h e Carnes 11 W e l l ? 

A. The F e d e r a l w e l l , and l e t me say t h a t Mr. 

H a r r i s o n can go i n t o much g r e a t e r d e t a i l , b u t t h e 

F e d e r a l w e l l e s s e n t i a l l y had t o be d r i l l e d i n t o t h e 

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

was c o a l bed methane by b r i n g i n g gas t o s u r f a c e . 

The Carnes w e l l had a l r e a d y p e n e t r a t e d t h e 

c o a l f o r m a t i o n . Work needed t o be done e s s e n t i a l l y 

t o b r i n g gas t o s u r f a c e . 

Q. For t h e M i l l e r 11 W e l l , t h a t w e l l u n d e r 

o p e r a t i o n s by Richmond had a l r e a d y been p e r f o r a t e d i n 
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3 6 

t h e c o a l ? 

A. Yes. They d i d t h a t i n December o f 1992 

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

Q. Were t h e t a x c r e d i t f i l i n g s t i m e l y made 

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

A . Yes , s i r . 

Q. I d e n t i f y f o r us what we're l o o k i n g a t f o r 

E x h i b i t No. 11? 

A. E x h i b i t No. 11 i s C o n s o l i d a t e d ' s 

a u t h o r i z a t i o n f o r e x p e n d i t u r e . I t was p r o v i d e d t o 

a l l p a r t i e s f o r t h e f u r t h e r c o m p l e t i o n w o r k , and when 

I say t h a t I mean b r i n g i n g gas t o s u r f a c e t h a t we 

j u s t d i s c u s s e d on t h e C a r n e s ' w e l l and f o r t h e 

F e d e r a l w e l l . 

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

e i t h e r t h e Carnes o r t h e F e d e r a l w e l l i n o r d e r t o 

have them r e a d y and c a p a b l e o f gas p r o d u c t i o n o u t o f 

t h e c o a l gas p o o l ? 

A. No, s i r . A l l we've e s t a b l i s h e d i s t h e 

a v a i l a b i l i t y o f c o a l and c o a l bed methane i n t h e s e 

w e l l s . Mr. H a r r i s o n can go i n t o much g r e a t e r d e t a i l , 

b u t e s s e n t i a l l y what we need t o do i s s u p p l y 

f a c i l i t i e s t o t h e s e w e l l s , t o f r a c t u r e s t i m u l a t e 

t h e s e w e l l s , and t o hook t h e s e w e l l s up t o a gas 

g a t h e r i n g s y s t e m . 
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Q . D i d you c i r c u l a t e t h e AFE shown on E x h i b i t 

No. 11 t o any o f t h e p a r t i e s f o r w h i c h y o u now seek 

p o o l i n g o r d e r s f r o m E xaminer Catanach? 

A. The a p p r o p r i a t e AFE's were s u b m i t t e d t o 

a l l p a r t i e s . 

Q. T h a t w o u l d have i n c l u d e d Mr. Ander s o n ? 

A. Yes, s i r . 

Q. Would i t have i n c l u d e d Mr. Rubow and Mr. 

Baker? 

A. Yes, s i r . 

Q. And a l l t h e o t h e r s f o r w h i c h y o u ' r e 

s e e k i n g p o o l i n g ? 

A. Yes. 

Q. Do you have any r e c o m m e n d a t i o n o r o p i n i o n 

t o t h e e x a m i n e r as t o w h a t , i f any, m o d i f i c a t i o n o f 

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

I n t h e o r i g i n a l p o o l i n g o r d e r s , i f memory s e r v e s me 

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

r a t e s . 

And i f y o u ' l l l o o k a t t h e O r d e r R-9033 i n 

E x h i b i t 5, f o r t h e F e d e r a l w e l l , i t was $3,500 

d r i l l i n g w e l l r a t e and t h e n $350 a month p r o d u c i n g 

w e l l . And t h e n i f you t u r n t o t h e M i l l e r 11 o r d e r , 

i t ' s $4,500 a month and $450 a month p r o d u c i n g . And 

t h e n , f i n a l l y , i f you l o o k a t t h e l a s t one, t h e 
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Ca r n e s , t h a t ' s g o i n g t o be $4,500 and $450. 

What, i f a n y t h i n g , do y ou wan t t h e 

e x a m i n e r t o do w i t h r e g a r d s t o m o d i f y i n g t h o s e l e v e l s 

o f o v e r h e a d r a t e s ? 

A. C o n s o l i d a t e d f e e l s t h a t t h e $3,500 and 

$350 i s a f a i r amount t o use and we w o u l d l i k e t o 

amend a l l t h r e e o r d e r s t o r e a d t h e same. 

Q. So f o r t h e M i l l e r 11 o r d e r , w h i c h i s 

R-9178, y o u ' r e s e e k i n g t o have t h a t r e d u c e d ? 

A. C o r r e c t . 

Q. I n a d d i t i o n , y o u ' r e a s k i n g t h e D i v i s i o n t o 

change t h e o p e r a t o r d e s i g n a t e d i n each o f t h e p o o l i n g 

o r d e r s ? 

A. Yes. 

Q. What, i f any, a c t i v i t y has C o n s o l i d a t e d 

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

r e g u l a t o r y a g e n c i e s t h a t you have assumed o p e r a t i o n s ? 

A. W e l l , we have done j u s t t h a t . We have 

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

r e q u i r e m e n t s , and I b e l i e v e we a r e f u l l y i n s t a l l e d as 

o p e r a t o r i n t h a t r e g a r d . 

Q. And f o r each o f t h e s e c ases t h e n you w o u l d 

l i k e them amended t o now s u b s t i t u t e i n C o n s o l i d a t e d 

as t h e o p e r a t o r i n p l a c e o f Richmond? 

A . Yes, s i r . 
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Q. L e t ' s t u r n now p r o b a b l y t o t h e most 

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

Mr. Wood, and i t ' s t h e package o f c o r r e s p o n d e n c e and 

documents t h a t has been s t a p l e d t o g e t h e r as a s i n g l e 

e x h i b i t and marked as C o n s o l i d a t e d E x h i b i t 12. 

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

what we a r e now l o o k i n g a t . 

A. T h i s i s a copy o f a l l o f t h e 

c o r r e s p o n d e n c e t h a t has t r a n s p i r e d s i n c e my o r i g i n a l 

n o t i c e t o Mr. Rubow, Mr. A n d e r s o n , and Mr. Baker and 

t h e o t h e r s . I ' v e a l s o i n c l u d e d c o p i e s o f any 

c o r r e s p o n d e n c e t h e y have s e n t t o me, some o f w h i c h I 

b e l i e v e were s e n t t o t h e c o m m i s s i o n f i r s t ; so i t ' s 

somewhat r e d u n d a n t . 

I ' v e a l s o i n c l u d e d c o p i e s o f , i n Mr. 

Rubow's c a s e , t h e deeds f r o m Buddy Baker t o h i m s e l f , 

and p r i o r t o t h a t , Mr. Rubow's i n t e r e s t was owned by, 

I b e l i e v e , h i s company, w h i c h i s P a s s p o r t E n e r g y , 

w h i c h c o n v e y e d i t t o h i m s e l f . 

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

l e a s e f r o m w h i c h Mr. Rubow's m i n e r a l s were o r i g i n a l l y 

c o v e r e d back i n 1990 when t h e w e l l s were d r i l l e d . 

And Mr. A n d e r s o n ' s case i s i d e n t i c a l , and I a l s o 

i n c l u d e a copy o f Mr. A n d e r s o n ' s l e a s e t h a t e x p i r e d 

i n 1990. 
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Q. W i t h o u t h a v i n g t o r e a d t h r o u g h a l l t h i s , 

l e t me ask you t o t u r n t h r o u g h t h e d o c u m e n t s , and 

l e t ' s d i s c u s s Mr. Rubow's p o s i t i o n and w h a t , i f 

a n y t h i n g , you've done. And i f y o u ' l l t u r n w i t h me 

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

s i g n a t u r e t h a t i s d a t e d March 1 s t o f 1994 -- a r e you 

w i t h me? 

A. Yes. 

Q. I n r e f e r e n c e t o t h e March 1 s t l e t t e r , 

p r i o r t o t h a t d a t e , d i d you have any v e r b a l o r 

w r i t t e n c o m m u n i c a t i o n s w i t h Mr. Rubow c o n c e r n i n g h i s 

i n t e r e s t i n t h e Ca r n e s ' w e l l ? 

A. I had had one f a c e - t o - f a c e m e e t i n g w i t h 

Mr. Rubow. 

Q. What was t h e t o p i c o f d i s c u s s i o n , and w i t h 

w hat r e s u l t ? 

A. The t o p i c o f d i s c u s s i o n was n o t w h e t h e r 

t h e l e a s e t h a t was i n e f f e c t when Richmond d r i l l e d 

t h e w e l l was s t i l l i n e f f e c t t o d a y . 

Q. Why was t h a t n o t a t o p i c ? 

A. Because t h a t l e a s e e x p i r e d . 

Q. D i d Mr. Rubow communicate t o you a n y t h i n g 

t h a t c a u s e d you t o b e l i e v e t h a t he a g r e e d w i t h t h a t ? 

A. Yes, he b e l i e v e s i t e x p i r e d . 

Q. I n a d d i t i o n t o t h e Ca r n e s ' w e l l , i s t h a t 
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a l s o t r u e o f t h e M i l l e r w e l l i n w h i c h Mr. Rubow had 

an i n t e r e s t ? 

A. I t ' s i d e n t i c a l . The s i t u a t i o n i s 

i d e n t i c a 1 . 

Q. T h a t s i t u a t i o n i s i d e n t i c a l w i t h t h o s e two 

s p a c i n g u n i t s ? 

A. Yes. E x c e p t f o r t h e i n t e r e s t i n v o l v e d and 

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

Q. T h a t m e e t i n g w i t h Mr. Rubow, wh a t was t h e 

t o p i c ? 

A. The t o p i c was t w o f o l d . One, I made Mr. 

Rubow an o f f e r t o l e a s e h i s u n l e a s e d m i n e r a l 

i n t e r e s t . A t t h e t i m e we were u n a b l e t o r e a c h any 

s o r t o f c o n s e n s u s . 

A l s o , i n t h e e v e n t t h a t he d i d n o t w i s h t o 

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

b o t h w e l l s , a c t u a l l y , by v i r t u e o f h i m j o i n i n g i n a l l 

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

p r o p o r t i o n a t e s h a r e o f c o s t s i n c u r r e d by Richmond. 

Q. What d i d Mr. Rubow do w i t h r e g a r d t o t h a t 

p r o p o s a l by you? 

A. Mr. Rubow v o i c e d h i s o p i n i o n f i r s t 

v e r b a l l y , l a t e r i n w r i t i n g , t h a t — w e l l , he r e j e c t e d 

my l e a s e t e r m s . As f a r as h i s r i g h t t o p a r t i c i p a t e , 

Mr. Rubow b e l i e v e s he has a r i g h t t o p a r t i c i p a t e i n 
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t h e w e l l ; however, he b e l i e v e s h i s r i g h t -- and as 

f a r as I c o u l d t e l l , he was a s s e r t i n g t h a t he a l r e a d y 

owned an i n t e r e s t i n my w e l l b o r e , o r C o n s o l i d a t e d ' s 

w e l l b o r e . 

MR. CARROLL: Mr. Ex a m i n e r , b e f o r e we go 

much f u r t h e r , I r e a l i z e t h e R u l e s o f E v i d e n c e a r e 

r e l a x e d i n t h e s e p r o c e e d i n g s , b u t we're g e t t i n g i n t o 

a l o t o f h e a r s a y h e r e as t o what Mr. Rubow s a i d 

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

MR. KELLAHIN: I r e s p e c t f u l l y d i s a g r e e 

w i t h y o u . I t ' s n o t h e a r s a y when a p a r t y o f r e c o r d 

b e f o r e t h e D i v i s i o n has made a d m i s s i o n s t o my c l i e n t 

who i s u n d e r o a t h and h e r e t o t e s t i f y . T h a t d o e s n ' t 

c o n s t i t u t e h e a r s a y when a p a r t y i n v o l v e d has made 

a d m i s s i o n s t o t h i s man a b o u t h i s i n t e r e s t s . 

MR. CARROLL: Whether t h o s e a d m i s s i o n s a r e 

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

sounds l i k e Mr. Rubow was a s s e r t i n g t h a t he had an 

i n t e r e s t i n t h e w e l l b o r e , and t h a t i s n o t a g a i n s t h i s 

i n t e r e s t i n t h i s m a t t e r . 

I ' d j u s t i n t e r j e c t t h a t t o make t h e 

e x a m i n e r aware o f t h e h e a r s a y o b j e c t i o n s t h a t can be 

made t o e v i d e n c e c u r r e n t l y b e i n g e n t e r e d . 

MR. KELLAHIN: I d o n ' t want t o p l a y s c h o o l 

on e v i d e n c e , Mr. Ex a m i n e r . Mr. C a r r o l l and I a r e 
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g o i n g t o d i s a g r e e on what t h a t i s and what t h a t r u l e 

means. What I ' d l i k e t o do, t h o u g h , i s t o p u t on t h e 

r e c o r d what Mr. Wood b e l i e v e s were t h e i s s u e s t o 

n e g o t i a t e b e t ween h i m s e l f and Mr. Rubow, wha t 

happened w i t h t h o s e n e g o t i a t i o n s , and why he now 

seeks t o have t h a t i n t e r e s t p o o l e d . 

T h a t ' s t h e p r e d i c a t e I need t o e s t a b l i s h 

f o r y ou so t h a t you can say we've g o t an u n c o m m i t t e d 

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

been a b l e t o r e a c h an agreement and t h e r e f o r e a r e 

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

EXAMINER CATANACH: You may p r o c e e d . 

Q. (BY MR. KELLAHIN) The i s s u e o f d i f f e r e n c e 

was t h a t Mr. Rubow a s s e r t e d t o you t h a t he had an 

o w n e r s h i p i n t e r e s t i n t h e w e l l b o r e ? 

A. T h a t i s c o r r e c t . And t h a t he was more 

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

o f t h e w e l l and o p e r a t i o n o f t h e w e l l ; h owever, he 

a s s e r t e d t h a t h i s r i g h t was a b s e n t o f h a v i n g t o pay 

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

w e l l . 

Q. Subsequent t o t h a t c o n v e r s a t i o n , d i d you 

o f f e r i n w r i t i n g f o r each o f t h o s e t wo s p a c i n g u n i t s , 

t h e Carnes and t h e M i l l e r s p a c i n g u n i t , a n o t h e r 

o f f e r ? 
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A. I t was b a s i c a l l y t h e same o f f e r . 

Q. B u t you have now r e p e a t e d i t i n d e t a i l i n 

w r i t i n g ? 

A. I n w r i t i n g . And t h a t was my l e t t e r o f 

March 1 s t . 

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

l e a s e a c q u i s i t i o n , d i d you o f f e r Mr. Rubow t h e same 

r a n g e o f c o m p e n s a t i o n t h a t you had been o f f e r i n g 

o t h e r s ? 

A. I o f f e r e d Mr. Rubow e x a c t l y what I had 

o f f e r e d o t h e r p e o p l e i n t h e e x a c t same t r a c t s t h a t 

Mr. Rubow's i n t e r e s t was d e r i v e d . 

MR. KELLAHIN: We a r e l o o k i n g , Mr. 

Exa m i n e r , a t t h e c o r r e s p o n d e n c e f r o m March 1 s t o f 

'94. And t h e p a r t i c u l a r copy I have i n f r o n t o f me 

says t h e Ca r n e s ' w e l l . I t ' s a d d r e s s e d t o Mr. Rubow. 

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

a r r a n g e m e n t , had you been s u c c e s s f u l i n o b t a i n i n g 

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

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

A. Yes, s i r , we have. 

Q. What, i f any, r e s p o n s e d i d y o u g e t f r o m 

Mr. Rubow c o n c e r n i n g y o u r p r o p o s a l o f March 1 , i f you 

w i l l , f o r t h e C a r n e s ' w e l l , and t h e March 4 t h l e t t e r 

f o r t h e M i l l e r w e l l ? 
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A. Mr. Rubow v e r b a l l y r e j e c t e d o u r o f f e r t o 

l e a s e and o u r p r e m i s e c o n c e r n i n g c o s t s . 

Q. D i d h i s p o s i t i o n change f r o m y o u r 

c o n v e r s a t i o n e a r l i e r w i t h him? 

A. No, i t d i d n o t . 

Q. The p o i n t o f d i f f e r e n c e i s s t i l l t h e same? 

A. Yes, i t i s . 

Q. Summarize f o r u s , Mr. Wood, i f you have an 

o p i n i o n , why you have d i s a g r e e d w i t h Mr. Rubow on h i s 

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

a l r e a d y s p e n t i n t h i s b a s i n ? 

MR. ANDERSON: Your Honor -- e x c u s e me, I 

d i d n ' t mean t o say Your Honor, b u t I d i d , d i d n ' t I ? 

I'm g o i n g t o o b j e c t t o Mr. Wood t e s t i f y i n g as t o a 

m a t t e r o f law. The q u e s t i o n t h a t has been posed t o 

him i s n o t a q u e s t i o n o f f a c t t h a t ' s w i t h i n h i s 

c a p a c i t y t o answer, b u t r a t h e r i t ' s a q u e s t i o n o f law 

and a m a t t e r f o r a c o u r t . 

MR. CARROLL: Mr. A n d e r s o n , what e x a c t l y 

i s t h e q u e s t i o n o f law t h a t y o u ' r e b r i n g i n g up? 

MR. ANDERSON: The q u e s t i o n o f law i s why 

i s C o n s o l i d a t e d e n t i t l e d t o Richmond's c o s t s f r o m Mr. 

Rubow. T h a t i s a m a t t e r o f l a w . The r i g h t o f 

C o n s o l i d a t e d t o t h o s e c o s t s i s a m a t t e r o f l a w . I t ' s 

n o t an o p i n i o n q u e s t i o n f o r a w i t n e s s . 
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1 MR. KELLAHIN: Mr. A n d e r s o n and I a r e 

2 g o i n g t o d i s a g r e e . W i t h o u t o b j e c t i o n , Mr. Wood has 

3 been q u a l i f i e d as an e x p e r t p e t r o l e u m landman, and 

4 w i t h i n t h e c o n t e x t o f t h a t e x p e r t i s e , he c e r t a i n l y 

5 can r e a c h and e x p r e s s an o p i n i o n as t o why he and Mr. 

6 Rubow have d i s a g r e e d a b o u t how and i f Mr. Rubow 

7 p a r t i c i p a t e s i n t h i s w e l l and w h e t h e r o r n o t he i s 

8 e n t i t l e d t o b e n e f i t i n some c o s t a r r a n g e m e n t s . 

9 We've been t a l k i n g a b o u t i t f o r a l m o s t an 

10 h o u r now, and I t h i n k i t ' s t h e n e x t l o g i c a l q u e s t i o n 

11 t o ask and f u l l y w i t h i n h i s e x p e r t i s e . 

12 MR. ANDERSON: C e r t a i n l y t h e q u e s t i o n as 

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

14 h i s competence. As t o why C o n s o l i d a t e d i s e n t i t l e d 

15 t o Richmond's c o s t s , t h a t ' s n o t w i t h i n h i s 

16 c ompetence. 

17 MR. CARROLL: Mr. A n d e r s o n , and I ' d 

18 recommend t o t h e e x a m i n e r h e r e , I t h i n k he's 

19 t e s t i f y i n g as t o why t h e r e ' s a d i s a g r e e m e n t , and he 

20 i s n o t t e s t i f y i n g as t o h i s o p i n i o n on t h e l e g a l 

21 m a t t e r . 

22 MR. ANDERSON: Okay. 

23 MR. CARROLL: I s t h a t c o r r e c t ? 

24 MR. KELLAHIN: I'm g o i n g t o ask h i m h i s 

25 o p i n i o n on t h a t d i s a g r e e m e n t . 
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MR. ANDERSON: My p o i n t was he w a n t s h i s 

l e g a l o p i n i o n on t h a t m a t t e r , and he's n o t c o m p e t e n t 

t o t e s t i f y as t o t h a t . 

MR. CARROLL: I t h i n k , Mr. E x a m i n e r --

MR. KELLAHIN: Mr. A n d e r s o n has m i s s t a t e d 

my q u e s t i o n . I'm n o t a s k i n g him a l e g a l o p i n i o n . 

I'm a s k i n g him a p r o f e s s i o n a l e x p e r t o p i n i o n w i t h i n 

h i s e x p e r t i s e . 

MR. CARROLL: Mr. E x a m i n e r , I ' d recommend 

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

and you need t o t a k e u n d e r c o n s i d e r a t i o n t h a t he's 

n o t a l a w y e r and h i s o p i n i o n i s g i v e n f o r what i t ' s 

w o r t h , and i t ' s s u r e n o t i n any way b i n d i n g upon you. 

EXAMINER CATANACH: Yes, because t h i s i s 

n o t t h e f i n a l s a y - s o by any means i n t h i s m a t t e r , I'm 

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

t h e i r o p i n i o n i n t h e m a t t e r . So I w i l l go ahead and 

a l l o w i t . 

THE WITNESS: Can you r e s t a t e t h e 

q u e s t i o n ? 

MR. KELLAHIN: Yes, s i r . 

Q. Mr. Rubow a s s e r t e d t o you t h a t he was 

u n w i l l i n g t o make an a g r e e m e n t , and t h e p r o b l e m w i t h 

t h e a g r e e m e n t was t h a t he w a n t e d t o be c r e d i t e d w i t h 

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

CUMBRE COURT REPORTING 
P.O. Box 9262 

S a n t a Fe, New M e x i c o 85704-9262 
(505) 984-2244 FAX: 984-2092 



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 

4_8 

s p e n t . I s t h a t a c o r r e c t s t a t e m e n t o f what he t o l d 

you? 

A. Yes. 

Q. A l l r i g h t . What p o s i t i o n d i d y o u t a k e on 

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

A. I b e l i e v e Mr. Rubow i s i n c o r r e c t . And t h e 

r e a s o n s I b e l i e v e Mr. Rubow i s i n c o r r e c t , I mean, 

once a g a i n , t a k e you back t o t h e a c q u i s i t i o n o f t h e s e 

p r o p e r t i e s . When C o n s o l i d a t e d was l o o k i n g a t and 

l a t e r a c q u i r e d t h e s e p r o p e r t i e s f r o m Richmond, we 

d i d n ' t — we r e c o g n i z e d t h a t t h e i r o w n e r s h i p i n t h e 

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

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

Mr. Rubow's i n t e r e s t was u n l e a s e d . I d i d n o t c r e d i t 

Mr. Rubow w i t h an a u t o m a t i c i n t e r e s t i n t h e w e l l b o r e , 

and I ' l l e x p l a i n why. 

These, b o t h w e l l s , t h e M i l l e r and t h e 

C a r n e s , were d r i l l e d u n d e r -- by v i r t u e o f f a r m o u t s 

and u n d e r t h e Commission o r d e r s . Those Commission 

o r d e r s p r o v i d e d Richmond t h e o p p o r t u n i t y t o d r i l l 

F r u i t l a n d c o a l w e l l s and s u b s e q u e n t l y e s t a b l i s h 

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

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

Richmond d i d n o t p e r f o r m u n d e r t h o s e 

o r d e r s , f u l l y p e r f o r m , i n my o p i n i o n . Richmond d i d 
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d r i l l t h e w e l l s , b u t Richmond n e v e r c o m p l e t e d t h e 

w e l l s , as I b e l i e v e was r e q u i r e d by t h e o r d e r , f o r 

q u i t e some t i m e a f t e r w a r d s . 

I n f a c t , t h e C a r n e s ' w e l l , Richmond n e v e r 

d i d t o u c h a g a i n . E s s e n t i a l l y , i t was j u s t a b o r e h o l e 

t h a t i t p e n e t r a t e d , i t was cased t h r o u g h t h e 

F r u i t l a n d c o a l . No gas had been b r o u g h t t o s u r f a c e . 

No p r o d u c t i o n had been e s t a b l i s h e d . 

The M i l l e r w e l l was i n t h e same p o s i t i o n 

u n t i l December o f '92, when, f o r w h a t e v e r r e a s o n , 

Richmond chose t o c o m p l e t e t h a t w e l l . 

I n o t h e r w o r d s , what I'm s a y i n g i s t h a t 

t h e o r i g i n a l Commission o r d e r s p r o v i d e d Richmond w i t h 

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

s u b s e q u e n t l y p o o l i n t e r e s t s . Richmond d i d n o t 

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

O b v i o u s l y , l e a s e s d i d e x p i r e , and I d o n ' t 

b e l i e v e t h a t a n y t h i n g t h a t has t r a n s p i r e d 

r e t r o a c t i v e l y g i v e s Mr. Rubow any s o r t o f i n t e r e s t i n 

t h a t w e l l b o r e . We have n e v e r q u e s t i o n e d Mr. Rubow's 

r i g h t t o p r o d u c t i o n i n t h e e v e n t t h a t c o a l bed 

methane p r o d u c t i o n i s e s t a b l i s h e d and 3 2 0 - a c r e 

e q u i v a l e n t s p a c i n g u n i t i s used. We have n e v e r 

q u e s t i o n e d t h a t . 

We have m e r e l y q u e s t i o n e d h i s r i g h t t o 

CUMBRE COURT REPORTING 
P.O. Box 9262 

Santa Fe, New M e x i c o 85704-9262 
(505) 984-2244 FAX: 984-2092 



50 

1 e s s e n t i a l l y have r e t r o a c t i v e o w n e r s h i p i n t h e 

2 w e l l b o r e o r w e l l b o r e s . 

3 Q. Have you been i n v o l v e d i n l a n d t i t l e 

4 t r a n s a c t i o n s and a r r a n g e m e n t s where o i l and gas 

5 l e a s e s have t e r m i n a t e d o r e x p i r e d o f t h e i r t e r m s and 

6 have n o t been h e l d by p r o d u c t i o n ? 

7 A. I n t h i s --

8 Q. I n any o f y o u r d e a l i n g s as a landman 

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

10 have you d e a l t w i t h t h e sequence o f e x p i r i n g o i l and 

11 gas l e a s e s w i t h i n a s p a c i n g u n i t ? 

12 A. Yes. 

13 Q. Do you have a copy o f t h e Rubow o i l and 

14 gas l e a s e t h a t i s t h e s u b j e c t i n t h i s case? 

15 A. Yes. 

16 Q. Mr. Rubow's i n t e r e s t i n t h e s p a c i n g u n i t 

17 was a m i n e r a l i n t e r e s t ? 

18 A. Yes. 

19 Q. I s t h e r e a copy o f t h e o i l and gas l e a s e 

20 t h a t a f f e c t e d h i s i n t e r e s t ? 

21 A. Yes. I b e l i e v e i t ' s s t a p l e d b e h i n d a l l o f 

22 t h e c o r r e s p o n d e n c e . I t ' s t h e S t e l l a Q u i n t a n a l e a s e 

23 d a t e d May 20, 1988. 

24 Q. The S t e l l a Q u i n t a n a l e a s e t o M c E l v a i n ? 

25 A. T h a t i s c o r r e c t . 
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Q. How i n t h a t l e a s e does Mr. Rubow have an 

i n t e r e s t ? 

A. Have an i n t e r e s t i n what? 

Q. By t h e t i m e t h a t Richmond d r i l l e d t h e 

w e l l ? 

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

t h e m i n e r a l i n t e r e s t t h a t was c o v e r e d by t h i s l e a s e . 

Q. How does t h a t i n t e r r e a c t w i t h t h e 

Q u i n t a n a - M c E l v a i n l e a s e t h a t ' s d a t e d May 20, 1988? 

A. I'm n o t s u r e I u n d e r s t a n d t h e q u e s t i o n . 

Q. What i s t h e s o u r c e o f Mr. Rubow's i n t e r e s t 

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

somebody, o r does he own t h e m i n e r a l s ? 

A. He owns t h e m i n e r a l s . 

Q. Were t h o s e m i n e r a l s e v e r u n d e r l e a s e t o 

M c E l v a i n , t o Richmond, o r anyone e l s e ? 

A. I t ' s my u n d e r s t a n d i n g t h e y were u n d e r 

l e a s e a t t h e t i m e he b o u g h t them by v i r t u e o f t h i s 

l e a s e o f May o f '88 t o T.H. M c E l v a i n , J r . 

Q. He b o u g h t t h e o i l and gas m i n e r a l i n t e r e s t 

t h a t was s u b j e c t t o t h e S t e l l a Q u i n t a n a l e a s e t o 

M c E l v a i n ? 

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

Q. When t h i s l e a s e e x p i r e d t h e n , he had t h e 

u n d e r l y i n g m i n e r a l i n t e r e s t ? 
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A. T h a t i s c o r r e c t . 

Q. A l l r i g h t , I'm w i t h y o u . I n o r d e r f o r 

Richmond t o do s o m e t h i n g on e i t h e r o f t h o s e s p a c i n g 

u n i t s , t o h o l d and make e f f e c t i v e t h i s o i l and gas 

l e a s e t h a t w o u l d b u r d e n t h e Rubow i n t e r e s t , what 

w o u l d Richmond have t o have done? 

A. Richmond w o u l d have had t o had e i t h e r a 

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

we're t a l k i n g gas, a gas w e l l c a p a b l e o f p r o d u c t i o n 

s h u t i n . 

Q. And d i d t h a t o c c u r i n e i t h e r case? 

A. No, i t d i d n o t . 

Q. And t h e r e f o r e t h e l e a s e e x p i r e d ? 

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

Q. Do you f i n d any o t h e r document o r 

agre e m e n t by w h i c h Mr. Rubow w o u l d have c o m m i t t e d h i s 

i n t e r e s t t o t h e w e l l ? 

A. No. 

Q. By w h i c h he w o u l d have c o m m i t t e d h i s 

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

A. No . 

Q. Was t h e w e l l l o c a t e d on h i s l e a s e ? 

A. No, i t was n o t . 

Q. The Buddy Baker i n t e r e s t , i s t h a t a 

s i m i l a r a r r a n g e m e n t as t h e James Rubow i n t e r e s t ? 
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A. I t ' s i d e n t i c a l . 

Q. Would y o u r o p i n i o n s , c o n c l u s i o n s , and 

s t a t e m e n t s a b o u t James Rubow be t h e same i f a p p l i e d 

t o t h e Buddy Baker i n t e r e s t ? 

A. Yes. 

Q. You c o n t a c t e d Mr. Baker b e f o r e he 

c o m m i t t e d h i s i n t e r e s t t o Mr. Rubow, and you were n o t 

a b l e t o make a l e a s e a r r a n g e m e n t w i t h him? 

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 t h e s u b j e c t o f t h e 

An d e r s o n i n t e r e s t . I f y o u ' l l thumb t h r o u g h t h e 

c o r r e s p o n d e n c e , t h e r e i s a l e t t e r d a t e d March 1 s t o f 

'94 as t o t h e F e d e r a l w e l l i n t h e e a s t h a l f o f 9 

s p a c i n g u n i t , and t h e n t h e r e ' s one f o r t h e Carnes i n 

t h e s o u t h h a l f o f 1 1 , d a t e d a l s o March 1 1 . 

A . Yes, s i r . 

Q. Do you r e c a l l t h o s e i n s u c c e s s i o n ? 

A. Yes, s i r . 

Q. F o l l o w i n g w r i t i n g t h a t l e t t e r , d i d you 

have any v e r b a l o r o t h e r c o r r e s p o n d e n c e , w r i t t e n o r 

o t h e r w i s e w i t h Mr. Anderson? 

A. I had t e l e p h o n e c o m m u n i c a t i o n w i t h Mr. 

A n d e r s o n . 

Q. What was t h e c o n t e x t o f t h e c o n v e r s a t i o n ? 

A. A l t h o u g h I do n o t remember w o r d f o r w o r d , 
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i t was e s s e n t i a l l y t h e same as w i t h Mr. Rubow. I t 

was, one, an i n t r o d u c t i o n ; t w o , a d e s c r i p t i o n o f o u r 

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

be. And I'm n o t s u r e , so I won't say — I'm n o t s u r e 

i f I made Mr. A n d e r s o n a v e r b a l l e a s e o f f e r i n any 

v e r b a l c o m m u n i c a t i o n . 

Q. Do t h e two March 1 s t l e t t e r s o f t h i s y e a r 

r e p r e s e n t y o u r f i r s t w r i t t e n s p e c i f i c p r o p o s a l t o Mr. 

An d e r s o n f o r h i s i n d i v i d u a l and t h e t r u s t i n t e r e s t s 

i n each o f t h o s e s p a c i n g u n i t s ? 

A. Yes, t h e y do. 

Q. What, i f any, r e s p o n s e d i d you r e c e i v e 

back f r o m him? 

A. I'm n o t s u r e what o t h e r v e r b a l 

c o m m u n i c a t i o n . We've had o t h e r v e r b a l 

c o m m u n i c a t i o n . I'm n o t s u r e where i t f i t s i n t o t h e 

sequence o f e v e n t s . E s s e n t i a l l y , Mr. A n d e r s o n 

r e s p o n d e d i n w r i t i n g w i t h h i s l e t t e r o f March 14. 

Q. L e t ' s f i n d t h a t . Where i n t h e package 

w i l l we f i n d t h a t ? 

A. T h a t w i l l be r i g h t above my l e t t e r s . 

Q. I t f o l l o w s p r i o r t o y o u r l e t t e r ? 

A. Subsequent t o my l e t t e r , on t o p o f . 

Q. What p o s i t i o n does he t a k e c o n c e r n i n g t h e 

n e g o t i a t i o n ? 
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A. Mr. An d e r s o n e s s e n t i a l l y a s s e r t s a s i m i l a r 

o p i n i o n as d i d Mr. Rubow i n t h a t he b e l i e v e s he does 

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

p a y i n g any s h a r e o f any back expenses i n d r i l l i n g t h e 

w e l l . 

Q. Does Mr. A n d e r s o n m a i n t a i n i n any o f h i s 

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

h i s i n t e r e s t i s s t i l l an e f f e c t i v e l e a s e ? 

A. No. Mr. A n d e r s o n and I f u l l y a g r e e d f r o m 

t h e b e g i n n i n g , a s s e r t e d t h a t h i s l e a s e had e x p i r e d . 

Q. When we l o o k a t h i s l e a s e , what a r e we 

l o o k i n g a t , and where i s i t f o u n d i n t h i s package? 

A. I t ' s i n t h e back o f my l e t t e r s . 

Q. I t ' s on l e g a l p a p e r ? 

A. I t ' s on l e g a l p a p e r . I t ' s a X e r o x . My 

a p o l o g i e s , i t ' s somewhat p o o r . I t ' s i n a d i f f e r e n t 

f o r m t h a n Mr. Rubow's. I t ' s a l e a s e d a t e d J u l y 19, 

1988, once a g a i n , t o T.H. M c E l v a i n , J r . , c o v e r i n g 

l a n d s i n t h e s o u t h e a s t s o u t h e a s t o f S e c t i o n 9 and t h e 

s o u t h e a s t s o u t h w e s t o f S e c t i o n 1 1 . 

Q. P r i m a r y t e r m o f two y e a r s ? 

A. P r i m a r y t e r m o f two y e a r s . The e f f e c t i v e 

d a t e o f t h e l e a s e was J u l y 19, 1988. 

Q. D i d you make Mr. A n d e r s o n and t h e t r u s t a 

s i m i l a r o f f e r as you made t o Mr. Rubow and Mr. Baker 
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p a r t i c i p a t i o n ? 

A. I made them an i d e n t i c a l l e a s e o f f e r and 

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

b e i n g t h e i r i n t e r e s t . 

Q. When you l o o k a t t h e sequence o f e v e n t s , 

d i d y ou come t o a c o n c l u s i o n c o n c e r n i n g w h e t h e r any 

o f t h e a c t i v i t y by Richmond on e i t h e r t h e F e d e r a l 

w e l l o r t h e Carnes w e l l was s u f f i c i e n t t o e x t e n d t h e 

A n d e r s o n l e a s e beyond i t s p r i m a r y t e r m ? 

A. A f t e r e x a m i n i n g i t , I d o n ' t b e l i e v e t h a t 

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

no. 

Q. D i d you a d v i s e Mr. A n d e r s o n t h a t you and 

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

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

s p e n t ? 

A. Yes, b o t h v e r b a l l y and i n w r i t i n g . 

Q. And you've n o t been a b l e t o r e s o l v e t h a t ? 

A. No, I have n o t . 

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. Wood. 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 12, and l e t me 

renew my r e q u e s t t o s u b s t i t u t e t h e a p p r o p r i a t e s u n d r y 

n o t i c e f o r t h e M i l l e r 11 W e l l i n s t e a d o f t h e M i l l e r 
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10. We're a s k i n g p e r m i s s i o n t o w i t h d r a w E x h i b i t 8-B 

and t o g i v e you t h e r i g h t f o r m . 

EXAMINER CATANACH: I s t h e r e any 

o b j e c t i o n ? 

MR. ANDERSON: No o b j e c t i o n . 

EXAMINER CATANACH: E x h i b i t s 1 t h r o u g h 12 

w i l l be a d m i t t e d , and E x h i b i t 8-B w i l l be s u b s t i t u t e d 

a t a l a t e r t i m e . 

EXAMINER CATANACH: Mr. A n d e r s o n , do you 

have any q u e s t i o n s o f t h e w i t n e s s ? 

MR. ANDERSON: Yes, s i r , I do. J u s t f o r 

my own e d i f i c a t i o n , s i n c e I ' v e n e v e r done t h i s 

b e f o r e , Mr. C a t a n a c h , I met y o u , b u t , s i r , I d o n ' t 

know who you a r e . 

MR. CARROLL: Rand C a r r o l l i s my name. 

MR. ANDERSON: Randy? 

MR. CARROLL: J u s t Rand. 

MR. CARROLL: Rand C a r r o l l . And you a r e 

an a t t o r n e y , Mr. C a r r o l l ? 

MR. CARROLL: Yes. 

MR. ANDERSON: I s i t C-A-R-R-O-L-L? 

MR. CARROLL: You g o t i t . 

MR. ANDERSON: A r e you g e n e r a l c o u n s e l t o 

t h e Commission? 

MR. CARROLL: Yes, I am. 
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EXAMINATION 

BY MR. ANDERSON: 

Q. Mr. Wood --

A. Yes, s i r . 

Q. L e t ' s see. A f t e r y ou c o m p l e t e d t h e 

a c q u i s i t i o n by Richmond, d i d you have t o go back and 

buy a bunch o f l e a s e s t o s h o r e up t h e t i t l e ? 

A. I'm n o t s u r e what y o u mean by a bunch, b u t 

we d i d a c q u i r e some new l e a s e s , b o t h on m i n e r a l s t h a t 

were u n l e a s e d -- were n e v e r l e a s e d by Richmond o r 

anyone e l s e a t t h e t i m e t h a t t h e y d r i l l e d t h e w e l l , 

and some o f t h o s e t h a t had e x p i r e d , t h a t i s c o r r e c t . 

Q. Can you g i v e me an a p p r o x i m a t e number o f 

t h e l e a s e s t h a t y ou b o u g h t ? T h i s w o u l d i n c l u d e b o t h 

New M e x i c o and C o l o r a d o ? 

A. The C o l o r a d o -- C o l o r a d o i s n o t i n a 

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

-- and i t i s n o t shown on t h e map t h a t t h e r e ' s 

c o n v e n t i o n a l p r o d u c t i o n . By t h a t I mean Mesaverde 

and o t h e r p r o d u c t i o n t h r o u g h o u t t h e a r e a i n C o l o r a d o , 

t h a t HVP's most o f t h e l e a s e s . 

Q. So Richmond's t i t l e i n C o l o r a d o was okay? 

A. Richmond's t i t l e i n C o l o r a d o p r e s e n t e d 

d i f f e r e n t c h a l l e n g e s t h a n t h e i r t i t l e i n New M e x i c o . 

Q. Then you d i d n ' t have t o buy any l e a s e s i n 

CUMBRE COURT REPORTING 
P.O. Box 9262 

Santa Fe, New M e x i c o 85704-9262 
(505) 984-2244 FAX: 984-2092 



7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1 

22 

23 

24 

25 

59 

C o l o r a d o ? 

A. I have n o t y e t , no. 

Q. B u t y o u ' r e g o i n g t o have t o ? 

A. I'm n o t s a y i n g I w o n ' t , b u t I h a v e n ' t 

f i n i s h e d my -- t h e s e w e l l s a r e n o t -- t h e w e l l s i n 

C o l o r a d o a r e n o t on l i n e e i t h e r . I d o n ' t want t o 

t e l l y ou t h a t t h e r e won't be a d d i t i o n a l l e a s e s t a k e n 

i n C o l o r a d o . I'm s a y i n g I c a n ' t t e l l y ou o f one 

t o d a y t h a t I'm i n t h e p r o c e s s o f t a k i n g o r t h a t I 

know I have t o t a k e . 

Q. So a l l t h e l e a s e s t h a t you t o o k were i n 

New M e x i c o ? 

A. Yes. 

Q. A l l t h e new l e a s e s ? 

A. A l l t h e new l e a s e s . 

Q. And a p p r o x i m a t e l y how many o f t h o s e d i d 

you t a k e ? 

A. Two. Two l e a s e s , t h r e e i n d i v i d u a l s . 

Yeah, I w o u l d n ' t c a l l i t a bunch. 

Q. What was t h e most you p a i d f o r any o f 

t h e s e l e a s e s ? 

A. I n d o l l a r amount? 

Q. Yeah? 

A. $60 p e r n e t a c r e . 

Q. And t h e maximum r o y a l t y t h a t y o u p a i d ? 
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A. 20 p e r c e n t . 

Q. And t h e b e s t t e r m t h a t was g i v e n ? 

A. P r i m a r y t e r m ? 

Q. R i g h t , p r i m a r y t e r m ? 

A. One y e a r . 

Q. You s a i d t h a t Richmond a c q u i r e d M c E l v a i n ' s 

i n t e r e s t by way o f a f a r m o u t ; i s t h a t r i g h t ? 

A. Yes. Most, and I s t r e s s t h e w o r d "most," 

o f Richmond's i n t e r e s t was d e r i v e d t h r o u g h a f a r m - i n 

f r o m T.H. M c E l v a i n . 

Q. I s t h a t a t t a c h e d as an e x h i b i t ? 

A. No, i t i s n o t . 

Q. Do you have c o p i e s o f t h o s e f a r m - i n 

a g r e e m e n t s w i t h you? 

A. No, I do n o t . I d i d n ' t t h i n k t h e y w o u l d 

be p e r t i n e n t t o t h e d i s c u s s i o n . I can t e l l you t h a t 

i n t h e M c E l v a i n , as w e l l as any o t h e r f a r m - i n s t h a t 

Richmond may have had, no a s s i g n m e n t s have y e t been 

made — were made t o Richmond o r have been made t o 

C o n s o l i d a t e d . 

When we were i n t h e p r o c e s s , and I'm n o t 

s u r e o f t h e sequence o f t h e e v e n t s , b u t e i t h e r i n t h e 

p r o c e s s o r had j u s t a c q u i r e d t h e s e p r o p e r t i e s , I 

spoke w i t h each and e v e r y f a r m o r , such as T.H. 

M c E l v a i n , and s e c u r e d an a g r e e m e n t , o r I guess I ' l l 
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use t h e t e r r a " r a t i f i c a t i o n , " even t h o u g h n o t h i n g was 

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

be i n f o r c e and e f f e c t i f i n d e e d C o n s o l i d a t e d was 

s u c c e s s f u l i n e s t a b l i s h i n g c o a l bed methane 

p r o d u c t i o n . 

Q. So a p p a r e n t l y M c E l v a i n n e v e r f e l t 

c o m p e l l e d t o a s s i g n t h e l e a s e s t h a t M c E l v a i n owned t o 

Richmond? 

A. Not t h a t I ' v e e v e r seen, no. 

Q. Have you ch e c k e d t h e r e c o r d s i n San Juan 

County? 

A. P e r s o n a l l y ? 

Q. Yes. 

A. No. I m i g h t add t h a t t h e new l e a s e s , t h a t 

one o f t h e new l e a s e s I t o o k p u r s u a n t t o my agreement 

was a c t u a l l y t a k e n i n t h e name o f T.H. M c E l v a i n . 

Q. I n t h e f a r m - i n agreement --

A. Which, w i t h M c E l v a i n ? 

Q. Yes. I'm n o t s u r e I r e a l l y want t o ask 

you because I d o n ' t have a chance t o c r o s s - e x a m i n e 

t h e document. I w o u l d l i k e t o know w h e t h e r o r n o t 

M c E l v a i n was o b l i g a t e d u n d e r t h e t e r m s o f t h e f a r m - i n 

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

see t h e document. Would i t be p o s s i b l e t o have 

C o n s o l i d a t e d send me t h o s e f a r m - i n a g r e e m e n t s ? 
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EXAMINER CATANACH: Mr. K e l l a h i n ? 

MR. KELLAHIN: I d o n ' t know what i t ' s 

r e l e v a n t f o r . I f Mr. A n d e r s o n can p e r s u a d e i t ' s 

somehow r e l e v a n t t o y o u r d e c i s i o n , Mr. E x a m i n e r . 

They a r e m a t t e r s I guess we can f i n d and a r e s u b j e c t 

t o d i s c o v e r y , i f t h e y ' r e somehow d e t e r m i n e d r e l e v a n t . 

MR. CARROLL: Mr. A n d e r s o n , what i s t h e 

r e l e v a n c e o f t h e f a r m - i n a g r e e m e n t s t o m a t t e r s a t 

hand h e r e ? 

MR. ANDERSON: W e l l , i t ' s r e l a t e d t o 

w h e t h e r o r n o t my l e a s e i s s t i l l i n f o r c e and 

e f f e c t . And t h e r e i s an a s s i g n m e n t on t h e r e c o r d i n 

San Juan County f r o m Richmond t o C o n s o l i d a t e d i n my 

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

a s s i g n m e n t f r o m M c E l v a i n t o Richmond. 

C o n s o l i d a t e d i s c o n t e n d i n g t h a t t h e y 

a c q u i r e d a l l o f Richmond's i n t e r e s t , b u t I d o n ' t 

t h i n k C o n s o l i d a t e d a c q u i r e d my l e a s e . T h a t ' s t h e 

p o i n t . 

MR. CARROLL: C o r r e c t me i f I'm wro n g , Mr. 

A n d e r s o n , b u t h a s n ' t C o n s o l i d a t e d a d m i t t e d t h a t y o u r 

l e a s e has e x p i r e d ? 

MR. ANDERSON: They t h i n k i t ' s e x p i r e d and 

I t h i n k i t ' s e x p i r e d , b u t o f r e c o r d i t ' s s t i l l 

t h e r e . T h e r e ' s been no r e l e a s e f i l e d . I h a v e n ' t 
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a t t o r n e y examine t h e t i t l e , t h e y w o u l d t e l l y ou t h a t 

y o u r m i n e r a l s were s t i l l u n d e r l e a s e u n t i l y o u g o t 

t h e r e l e a s e . And t h i s b e a r s on w h e t h e r o r n o t I am 

an owner u n d e r t h e t e r m s o f t h e s t a t u t e t h a t c o n f e r s 

j u r i s d i c t i o n o f t h e Commission upon me, t h a t c o n f e r s 

j u r i s d i c t i o n o v e r me. 

MR. KELLAHIN: Mr. Ex a m i n e r , t h i s i s an 

i s s u e o f c o n c e r n t o Mr. A n d e r s o n b u t i s n o t r e l e v a n t 

t o y o u . I f M c E l v a i n has n o t f i l e d a r e l e a s e o f 

r e c o r d t o t h e o i l and gas l e a s e , t h a t ' s o f no 

consequence h e r e . 

MR. ANDERSON: I'm s o r r y --

MR. KELLAHIN: A l l p a r t i e s a d m i t t h a t t h e 

l e a s e has e x p i r e d . 

MR. ANDERSON: I'm s o r r y , b u t t h a t ' s j u s t 

n o t t h e case a t a l l . For t h e Commission t o have 

j u r i s d i c t i o n o v e r me as an owner, I have t o have t h e 

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

p r o d u c e i t . T h a t ' s what t h e s t a t u t e s a y s . 

MR. CARROLL: Mr. Anderson? 

MR. ANDERSON: R i g h t . 

MR. CARROLL: You'd have t o show me t h a t 

s t a t u t e . I f you own m i n e r a l i n t e r e s t i n t h e S t a t e o f 

New M e x i c o , I b e l i e v e we have j u r i s d i c t i o n o v e r y o u . 
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1 MR. ANDERSON: No, s i r , t h a t ' s n o t r i g h t . 

2 For t h i s Commission t o have j u r i s d i c t i o n o v e r me i n 

3 t h i s h e a r i n g , I have t o be an owner i n t e r m s o f t h e 

4 s t a t u t e . 

5 MR. CARROLL: I beg t o d i f f e r t h e r e , Mr. 

6 A n d e r s o n . 

7 MR. ANDERSON: W e l l , what I'm t a l k i n g 

8 a b o u t i s S e c t i o n 7-2-17, p a r a g r a p h C, and t h e n 

9 f u r t h e r t h e t e r m "owner" i s d e f i n e d by S e c t i o n 

10 7-2-33: "Owner means a p e r s o n who has t h e r i g h t t o 

11 d r i l l i n t o and t o p r o d u c e f r o m any p o o l and t o 

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

13 h i m s e l f and a n o t h e r . " And I'm t e l l i n g y ou t h a t I 

14 d o n ' t have t h a t r i g h t as I s t a n d h e r e t o d a y because 

15 t h e c o n d i t i o n my l e a s e i s i n . 

16 MR. CARROLL: Can we go o f f t h e r e c o r d ? 

17 (A d i s c u s s i o n was h e l d o f f t h e r e c o r d . ) 

18 MR. CARROLL: L e t t h e r e c o r d r e f l e c t t h a t 

19 we've had a d i s c u s s i o n w h e t h e r t h e Commission has 

20 j u r i s d i c t i o n o v e r t h i s m a t t e r . A f t e r r e c o m m e n d a t i o n 

21 f r o m c o u n s e l , t h e e x a m i n e r has r u l e d as f o l l o w s . Go 

22 ahead. 

23 EXAMINER CATANACH: I t h i n k t h a t w e ' l l 

24 c o n t i n u e on t h e a s s u m p t i o n t h a t Mr. A n d e r s o n does 

25 have an i n t e r e s t , a l t h o u g h t h a t may be s u b j e c t t o 
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some l i t i g a t i o n . We can o n l y assume a t t h i s p o i n t 

t h a t he does have an i n t e r e s t and p r o c e e d a t t h a t , 

b u t I d o n ' t know what e l s e we can do a t t h i s p o i n t . 

MR. ANDERSON: C o u l d I add one t h i n g , 

p l e a s e . 

EXAMINER CATANACH: Yes, s i r . 

MR. ANDERSON: T h a t we a l s o d i s c u s s e d 

w h e t h e r o r n o t t h e Commission has j u r i s d i c t i o n o v e r 

me as an i n d i v i d u a l , as an owner u n d e r t h e t e r m s o f 

t h e s t a t u t e . 

MR. CARROLL: T h a t i s c o r r e c t , t h a t 

d i s c u s s i o n was had d u r i n g t h e r e c e s s . Whether t h a t 

i n t e r e s t i s c l o u d y o r i n d o u b t , i t i s s t i l l an 

i n t e r e s t , and you a r e an owner o f t h a t i n t e r e s t , and 

by b e i n g h e r e and v o l u n t a r i l y s u b j e c t i n g y o u r s e l f t o 

t h e j u r i s d i c t i o n o f t h e Commission, we b e l i e v e we 

have j u r i s d i c t i o n . 

MR. ANDERSON: May I r e s p o n d t o t h a t , 

p l e a s e . 

MR. CARROLL: Sure. 

MR. ANDERSON: I f I h a d n ' t showed up, t h e n 

p r o b a b l y t h e o r d e r w o u l d have been i s s u e d , and I 

w o u l d n o t have had t h e r i g h t t o r a i s e i t on a p p e a l 

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

h e a r new e v i d e n c e . So me b e i n g h e r e v o l u n t a r i l y i s 
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n o t an i n d i c a t i o n t h a t I t h i n k I'm s u b j e c t t o t h e 

Commission's j u r i s d i c t i o n b u t r a t h e r p r e s e r v i n g my 

r i g h t on a p p e a l . 

MR. CARROLL: Mr. A n d e r s o n , y o u r i n t e r e s t 

i s s u b j e c t t o t h e j u r i s d i c t i o n o f t h i s C ommission, 

and j u s t based upon t h a t i n t e r e s t , I b e l i e v e you 

w o u l d have t h e r i g h t o f a p p e a l . 

MR. ANDERSON: Okay. W e l l , I guess 

t h e r e ' s no sense i n g o i n g any f u r t h e r . 

Back t o my q u e s t i o n , can I g e t c o p i e s o f 

t h e f a r m - i n a g r e e ment between M c E l v a i n and Richmond? 

MR. KELLAHIN: We w o u l d o b j e c t on t h e 

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

i s s u e . 

MR. ANDERSON: Mr. Ex a m i n e r , t o e x p l a i n 

what t h e r e l e v a n c e i s , i t ' s a q u e s t i o n o f w h e t h e r o r 

n o t I'm an owner u n d e r t h e t e r m s o f t h e s t a t u t e w h i c h 

s u b j e c t s me t o t h e Commission h e a r i n g . 

EXAMINER CATANACH: W i l l t h o s e documents 

e n a b l e you t o make t h e d e t e r m i n a t i o n t h a t y ou a r e ? 

MR. ANDERSON: I t w i l l h e l p me f i g u r e o u t 

who owns my l e a s e . For i n s t a n c e , i f a l l t h a t was 

r e q u i r e d u n d e r t h e f a r m - i n a g r e e m e n t was f o r Richmond 

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

t h e n Richmond p r o b a b l y i s e n t i t l e d t o an a s s i g n m e n t 
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f r o m M c E l v a i n . 

I f , on t h e o t h e r hand, t h e f a r m - i n 

a g r e e m e n t , w h i c h i s more c u s t o m a r y , r e q u i r e s t h e 

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

t h a t Richmond n e v e r e a r n e d t h e i n t e r e s t and t h a t 

M c E l v a i n s t i l l owns t h e l e a s e . 

EXAMINER CATANACH: Mr. A n d e r s o n , i s t h i s 

t h e same i s s u e t h a t y o u ' r e t a k i n g t o c o u r t ? 

MR. ANDERSON: I t ' s one o f them. I'm 

t r y i n g t o f i g u r e o u t who t o sue t o g e t my l e a s e back 

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

sued Richmond and C o n s o l i d a t e d , b u t a f t e r l o o k i n g a t 

t h e r e c o r d s i n San Juan C o u n t y , Richmond n e v e r 

a c q u i r e d i t o f r e c o r d . 

Today i s t h e f i r s t t i m e I e v e r h e a r d a b o u t 

t h e e x i s t e n c e o f t h i s f a r m - i n a g r e e m e n t , b u t I need 

t o know w h e t h e r t h e t e r m s o f t h e f a r m - i n , Richmond i s 

e n t i t l e d t o an a s s i g n m e n t f r o m M c E l v a i n . 

Somebody i s o b l i g a t e d t o g i v e me a 

r e l e a s e , and I d o n ' t know who i t i s . I t ' s e i t h e r 

M c E l v a i n , Richmond, C o n s o l i d a t e d o r e v e r y b o d y e l s e 

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

MR. CARROLL: Excuse me, Mr. A n d e r s o n , b u t 

d i d n ' t Mr. Wood u n d e r o a t h say t h a t t h e l e a s e had 

e x p i r e d t h a t you have an i n t e r e s t i n ? 
l 
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MR. ANDERSON: He d i d . 

MR. CARROLL: I t a p p e a r s t o me you have an 

o p e n - a n d - s h u t case i f you go t o c o u r t . 

MR. ANDERSON: I t h i n k i t ' s open and s h u t , 

b u t I d o n ' t know who t o sue t o g e t i t , w h e t h e r I sue 

i n Texas o r New M e x i c o . I ' v e g o t t o sue somebody. 

MR. KELLAHIN: T h i s r e c o u r s e i s a g a i n s t 

M c E l v a i n . T h e y ' r e t h e ones t h a t a r e t h e p a r t i e s t o 

t h e f a r m - i n o r t h e f a r m o u t . 

MR. ANDERSON: We d o n ' t know what t h e 

f a r m - i n s a y s . L i k e I s a i d , i f Richmond i s o b l i g a t e d 

t o g e t an a s s i g n m e n t o r i s e n t i t l e d t o an a s s i g n m e n t 

f r o m M c E l v a i n , t h e n Richmond and C o n s o l i d a t e d o u g h t 

t o be p a r t i e s t o t h e s u i t . 

MR. CARROLL: Mr. A n d e r s o n , y o u ' r e 

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

h e a r i n g . Your r e c o u r s e i s a g a i n s t M c E l v a i n . I f t h e y 

won't f i l e a r e l e a s e o f t h e l e a s e , sue M c E l v a i n , b u t 

i t r e a l l y d o e s n ' t p e r t a i n t o t h e m a t t e r s h e r e b e f o r e 

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

MR. ANDERSON: I t h i n k i t b e a r s on t h e 

o w n e r s h i p i s s u e . 

MR. CARROLL: Excuse me. You e i t h e r have 

a r o y a l t y i n t e r e s t u n d e r t h e l e a s e o r y ou own t h e 

m i n e r a l i n t e r e s t . 
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1 MR. ANDERSON: R i g h t . 

2 MR. CARROLL: You're an owner e i t h e r way. 

3 MR. ANDERSON: No. I f y o u ' r e j u s t a 

4 r o y a l t y owner, you d o n ' t have t h e r i g h t t o d r i l l and 

5 c o m p l e t e a w e l l and t o w i t h d r a w t h e p r o d u c t i o n ; 

6 t h e r e f o r e , y o u ' r e n o t s u b j e c t t o any p o o l i n g o r d e r . 

7 MR. CARROLL: B u t you've t a k e n t h e 

8 p o s i t i o n t h e l e a s e has e x p i r e d ? 

9 MR. ANDERSON: I have. 

10 MR. CARROLL: And t h a t y ou a r e t h e owner? 

11 MR. ANDERSON: I have. 

12 MR. CARROLL: You've s a i d t h a t on t h e 

13 r e c o r d ; t h e r e f o r e , y o u ' r e an owner u n d e r t h e s t a t u t e 

14 and we have j u r i s d i c t i o n o v e r you and o v e r t h i s 

15 m a t t e r by y o u r own a d m i s s i o n . 

16 MR. ANDERSON: No. T h a t ' s n o t t h e way i t 

17 w o r k s , t h o u g h . You have t o have l e g a l r i g h t t o d r i l l 

18 and w i t h d r a w f r o m t h e p o o l . 

19 MR. CARROLL: You do have t h e l e g a l r i g h t 

20 t o d r i l l . I f you want t o c l e a r y o u r t i t l e , t h e n you 

21 sue M c E l v a i n t o g e t a r e l e a s e o f r e c o r d . 

22 MR. ANDERSON: I f y o u r t i t l e has a c l o u d 

23 on i t , t h e n you d o n ' t have t h e r i g h t . You c o u l d n ' t 

24 g e t a p a r t n e r i n Texas o r New Me x i c o t o d r i l l a w e l l 

25 w i t h y o u . 
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MR. CARROLL: T h a t ' s o u t s i d e t h e scope o f 

ou r r e g u l a t o r y a u t h o r i t y ; so --

MR. ANDERSON: Can I g e t a copy o f t h e 

f a r m - i n ? 

MR. KELLAHIN: He needs t o make demands 

upon M c E l v a i n t o g e t t h e f a r m - i n . I t ' s n o t my 

p r o b l e m . He c a n ' t have i t b o t h ways. He c a n ' t be a 

l e s s e e and r e c e i v e h i s r o y a l t y and, on t h e o t h e r 

hand, n o t , and y e t want a s h a r e o f a c t u a l c o s t s s p e n t 

w i t h o u t h a v i n g p a i d f o r i t . 

H i s p r o b l e m i s w i t h M c E l v a i n , and t h a t ' s 

why we have f o r c e p o o l i n g , and t h a t ' s why 

C o n s o l i d a t e d g e t s t o u t i l i z e i t . And we d o n ' t need 

t o g e t i n h i s box i n t h i s p r o b l e m . He needs t o go 

see M c E l v a i n . 

THE WITNESS: I f i t w o u l d be o f 

a s s i s t a n c e , and I hope I'm n o t o u t o f l i n e , I'm 

w i l l i n g t o t e s t i f y t h a t , i n my o p i n i o n , Richmond d i d 

n o t e a r n an a s s i g n m e n t o r t h e r i g h t s t o an a s s i g n m e n t 

o f y o u r l e a s e f r o m M c E l v a i n , and, t h e r e f o r e , one was 

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

EXAMINER CATANACH: L e t ' s t a k e a s h o r t 

r e c e s s . 

(A r e c e s s was t a k e n . ) 

EXAMINER CATANACH: W e ' l l c a l l t h e h e a r i n g 

CUMBRE COURT REPORTING 
P.O. BOX 9262 

Santa Fe, New M e x i c o 85704-9262 
(505) 984-2244 FAX: 984-2092 



7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

2 0 

2 1 

22 

23 

24 

25 

71 

back t o o r d e r a t t h i s t i m e , and we're g o i n g t o 

c o n t i n u e w i t h t h i s c a s e . And, Mr. A n d e r s o n , I 

b e l i e v e t h a t y o u ' r e s t i l l c r o s s - e x a m i n i n g t h e 

w i t n e s s . 

MR. ANDERSON: Yes, s i r . Thank y o u . 

EXAMINER CATANACH: Maybe we o u g h t t o 

s e t t l e t h e i s s u e a b o u t t h e agreement t h a t y o u 

r e q u e s t e d . Mr. K e l l a h i n has a g r e e d o f f t h e r e c o r d t o 

che c k w i t h M c E l v a i n , and i f i t ' s n o t — t h e agreement 

i s n o t p r o p r i e t a r y i n any f a s h i o n , t h a t he w i l l 

r e l e a s e i t t o t h e D i v i s i o n . 

MR. KELLAHIN: I w i l l ask M c E l v a i n i f t h e y 

w i l l r e l e a s e i t t o t h e D i v i s i o n , t o Mr. A n d e r s o n , and 

t o me, and w e ' l l a d v i s e a l l t h e p a r t i e s o f what t h e i r 

r e s p o n s e i s . And I w i l l do t h a t t o m o r r o w as soon as 

Mr. Wood and I can g e t back t o o u r o f f i c e s . 

Q. (BY MR. ANDERSON) L e t ' s see, Mr. Wood. 

A. I ' v e f o r g o t t e n where we were a t . 

Q. Me t o o . L e t me c l e a r up s o m e t h i n g t h a t ' s 

a p r o b l e m i n my mi n d . I g o t t h e i m p r e s s i o n f r o m y o u r 

e a r l i e r t e s t i m o n y t h a t y ou w e r e n ' t s u r e w h e t h e r o r 

n o t my l e a s e was c o m m i t t e d t o t h e Carnes and t h e 

F e d e r a l w e l l s ; i s t h a t c o r r e c t ? 

A. The q u e s t i o n i s , i s y o u r l e a s e c o m m i t t e d 

t o t h o s e w e l l s ? 
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Q. W e l l , no. I g o t t h e i m p r e s s i o n t h a t y ou 

d i d n ' t know o r you w e r e n ' t s u r e w h e t h e r o r n o t my 

l e a s e was c o m m i t t e d t o t h e Carnes and F e d e r a l w e l l s . 

A. Okay. Why I --

Q. I'm a s k i n g y o u , do you know w h e t h e r o r n o t 

i t was? 

A. I t was? 

Q. I'm a s k i n g y o u , do you know w h e t h e r o r n o t 

i t was c o m m i t t e d ? 

A. Back when? I guess t h a t ' s what I'm t r y i n g 

t o f i g u r e o u t . How f a r back a r e you g o i n g , when? A t 

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

w e l l s were d r i l l e d ? 

Q. A t t h e t i m e t h e w e l l s were d r i l l e d , I 

gu e s s . 

A. Which was a f t e r t h e o r i g i n a l o r d e r had 

been i s s u e d o r o r d e r s . And y o u r l e a s e and t h e way I 

r e a d t h e o r d e r and t h e way I u n d e r s t a n d i s y o u r l e a s e 

was c o m m i t t e d t o t h e w e l l i f i n d e e d Richmond — t o 

t h e u n i t , i f i n d e e d Richmond p e r f o r m e d ; i . e . , 

d r i l l i n g t h e w e l l and c o m p l e t i n g t h e w e l l as a 

p r o d u c i n g c o a l bed methane w e l l . 

Q. So y o u ' r e n o t aware o f any d e c l a r a t i o n o f 

p o o l i n g a g r e e m e n t s — you s a i d you h a d n ' t c h e c k e d t h e 

r e c o r d s i n San Juan County? 
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A. I s a i d I p e r s o n a l l y had n o t gone t o San 

Juan C o u n t y and c h e c k e d t h e r e c o r d s . 

Q. So y o u ' r e n o t aware o f any d e c l a r a t i o n o f 

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

A. I am aware t h a t Richmond and t h e o t h e r 

w o r k i n g i n t e r e s t owners f i l e d d e c l a r a t i o n s p o o l i n g , I 

t h i n k , on a l l o f t h e s e w e l l s . 

Q. My r e s e a r c h shows t h e r e were two p o o l i n g 

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

A. A r e we t a l k i n g a b o u t one w e l l , o r we 

t a l k i n g a b o u t --

Q. They c o v e r e d s e p a r a t e w e l l s . One was on 

t h e Carnes w e l l , and one was on t h e F e d e r a l w e l l . 

And t h a t my l e a s e was l i s t e d i n E x h i b i t A t o t h o s e 

two p o o l i n g a g r e e m e n t s . Do you know t h a t t o be t h e 

f a c t ? 

A. I b e l i e v e t h a t t o be t r u e , y e s . 

Q. Have you had a t i t l e o p i n i o n done on t h e 

Carnes and F e d e r a l w e l l s ? 

A. No, s i r . 

Q. Do you p l a n t o have one done? 

A . Yes, s i r . 

Q. A r e you f a m i l i a r w i t h how t h e Carnes and 

t h e F e d e r a l w e l l s were d r i l l e d , o r s h o u l d I d i s c u s s 

t h a t w i t h --
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A. M e c h a n i c a l l y ? 

Q. R i g h t . 

A. I s u g g e s t you save y o u r q u e s t i o n s f o r Mr. 

H a r r i s o n . 

Q. Okay. How much d i d C o n s o l i d a t e d pay f o r 

t h e Carnes w e l l ? 

A. I b e l i e v e t h a t ' s c o n f i d e n t i a l i n f o r m a t i o n . 

Q. W e l l , i t may be c o n f i d e n t i a l , b u t i t ' s 

r e a l r e l e v a n t . I mean, y o u ' r e a s k i n g me t o r e i m b u r s e 

C o n s o l i d a t e d based on Richmond's c o s t s , b u t you may 

have p a i d 15 bucks f o r i t . 

A. I can a s s u r e you we d i d n o t a l l o c a t e 15 

buck s t o i t . B u t when d i s c u s s i n g -- and s t o p me i f 

you w i s h , b u t I was asked t h e q u e s t i o n . When y o u ' r e 

t r y i n g t o t a l k a b o u t one w e l l i n a l a r g e a c q u i s i t i o n , 

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

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

w e l l - b y - w e l l b a s i s . 

Q. Mr. Wood, I know t h a t you a l l d i d an 

e n g i n e e r i n g s t u d y on t h e s e w e l l s b e f o r e you b o u g h t 

them because you guys a r e c o m p e t e n t o p e r a t o r s , and I 

know you a l l o c a t e d a p e r c e n t a g e o f what y o u p a i d 

Richmond f o r t h e s e two w e l l s ? 

A. Yes, we d i d . 

Q. I want t o know how much y o u p a i d f o r t h e 
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C a r n e s ' w e l l . 

A. I'm n o t g o i n g t o s h a r e t h a t i n f o r m a t i o n a t 

t h i s t i m e u n l e s s i n s t r u c t e d t o do so. 

MR. CARROLL: Mr. K e l l a h i n , do y o u have 

s o m e t h i n g t o say? 

MR. KELLAHIN: The w i t n e s s s ays he d o e s n ' t 

have h i s management a p p r o v a l t o d i s c l o s e t h o s e k i n d s 

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

a c q u i s i t i o n , and I can do n o t h i n g e l s e t h a n d e f e n d 

h i s s t a t e m e n t . 

I t h i n k he's g o t a p p r o v a l t o t e l l y ou t h e 

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

we're n o t a t l i b e r t y w i t h management t o d i s c l o s e how 

t h a t may have been i t e m i z e d , i f a t a l l . 

MR. ANDERSON: Mr. C a t a n a c h , we're j u s t 

d o i n g t h e Texas t w o - s t e p h e r e . T h e y ' r e a s k i n g me t o 

r e i m b u r s e them f o r c o s t s p a i d by Richmond, b u t i t may 

bea r a b s o l u t e l y no r e l a t i o n s h i p t o what t h e y a c t u a l l y 

p a i d f o r them. T h i s sounds l i k e d o u b l e - d i p p i n g o r 

u n j u s t e n r i c h m e n t t o me, and I t h i n k I have a r i g h t 

t o know how much t h e y p a i d f o r t h e Carnes and F e d e r a l 

w e l I s . 

MR. KELLAHIN: My p o s i t i o n i s i t ' s n o t 

r e l e v a n t what t h e y p a i d f o r i t . The q u e s t i o n i s , 

what i s i t g o i n g t o c o s t Mr. A n d e r s o n t o 
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p a r t i c i p a t e . A t t h i s p o i n t he h a s n ' t p a i d a n y t h i n g . 

MR. ANDERSON: F i n e . W e ' l l j u s t l e t 

C o n s o l i d a t e d s e t t h e f a r e h e r e . 

EXAMINER CATANACH: We w o u l d r u l e t h a t t h e 

i n f o r m a t i o n i s r e l e v a n t . So we w o u l d i n s t r u c t t h e 

w i t n e s s t o answer t h e q u e s t i o n as b e s t he c a n . 

THE WITNESS: I f you w o u l d e x c u s e me f o r a 

sec o n d . I d i d n ' t b r i n g --

MR. KELLAHIN: May we v i s i t a b o u t t h a t 

t o p i c , a b o u t how t o r e s p o n d ? 

EXAMINER CATANACH: Sure . 

(A d i s c u s s i o n was h e l d o f f t h e r e c o r d . ) 

EXAMINER CATANACH: L e t ' s go back on t h e 

r e c o r d a t t h i s t i m e . 

MR. KELLAHIN: Mr. Wood, i n r e s p o n s e t o 

Mr. A n d e r s o n ' s q u e s t i o n d u r i n g t h e o f f - t h e - r e c o r d 

b r e a k , d i d you examine i n y o u r b r i e f c a s e and 

d e t e r m i n e i f you had a copy o f t h a t p o r t i o n o f t h e 

p u r c h a s e agreement between Richmond and C o n s o l i d a t e d 

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

back t o t h e w e l l b o r e s t h a t a r e t h e t o p i c o f t h e 

d i s c u s s i o n b e f o r e t h e D i v i s i o n t h i s a f t e r n o o n ? 

THE WITNESS: Yes, I d i d . 

MR. KELLAHIN: Has t h a t copy t h a t you 

b r o u g h t w i t h you been marked as C o n s o l i d a t e d E x h i b i t 
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No. 16? 

THE WITNESS: Yes, i t h a s . 

MR. KELLAHIN: Mr. E x a m i n e r , we w o u l d have 

t h i s document e n t e r e d i n e v i d e n c e as a p r i v i l e g e d , 

c o n f i d e n t i a l c o m m u n i c a t i o n t o be d i s c l o s e d among 

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

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

f o r w a r d w i t h t h e q u e s t i o n s and answers t h a t Mr. Wood 

r e s p o n d s t o f o r t h e e x h i b i t be t r e a t e d as 

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

EXAMINER CATANACH: T h a t r e q u e s t w i l l be 

g r a n t e d , Mr. K e l l a h i n . 

MR. ANDERSON: May I a p p r o a c h t h e w i t n e s s 

and p i c k up t h e e x h i b i t ? 

EXAMINER CATANACH: Yes, s i r . 

EXAMINATION 

- C o n t i n u e d -

BY MR. ANDERSON: 

Q. A c c o r d i n g t o t h i s e x h i b i t , you p a i d 

r o u g h l y $192,300 f o r t h e Carnes w e l l ? 

A. I f t h a t ' s w h a t ' s i n d i c a t e d t h e r e . 

Q. And Richmond's c o s t , as r e f l e c t e d on 

E x h i b i t 10, $199,000 p l u s u n d e r c o s t ? 

A. Richmond's, t h e t o t a l c o s t o f d r i l l i n g t h e 

w e l l ? 
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Q - Yes. 

A. W e l l , I d o n ' t have i t i n f r o n t o f me. I 

as s u m i n g y o u ' r e q u o t i n g i t c o r r e c t l y . 

Q. I'm r e a d i n g f r o m E x h i b i t 10 h e r e . 

A. Okay. 

Q. Then on t h e F e d e r a l No. 1, p a i d $264,000 

f o r t h e w e l l , and Richmond s p e n t $135,000; i s t h a t 

c o r r e c t ? I t h i n k I ' v e g o t t h a t r i g h t , a b o u t 

$135,000? 

A. I b e l i e v e y o u ' r e r e a d i n g o u t o f t h e n e t 

co l u m n . 

Q. I'm s o r r y , y o u ' r e r i g h t . $140,000 p l u s ? 

A. Gross c o s t o f t h e w e l l . 

Q. I t h i n k I d i d t h a t on t h e o t h e r one, t o o 

Richmond s p e n t a b o u t $224,616 on t h e Carnes w e l l ? 

A. The e x h i b i t t h a t I j u s t handed you i s 

based upon Richmond's n e t . The f i g u r e s I b e l i e v e 

y o u ' r e q u o t i n g a r e g r o s s c o s t s o f f E x h i b i t 10; i s 

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

Q. Yes, t h a t ' s c o r r e c t . So y o u must have 

g i v e n some v a l u e t o gas i n t h e g r o u n d , a t l e a s t i n 

t h e F e d e r a l w e l l ? 

A. We gave v a l u e t o t h e w e l l b o r e i t s e l f and 

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

Q. Can we go back t o Richmond's c o s t s ? D i d 
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Richmond p r e p a r e E x h i b i t 10, o r d i d you? 

A. Richmond d i d . 

Q. And I t a k e i t t h e y p r e p a r e d t h i s p r o b a b l y 

f r o m t h e i r i n v o i c e s o r what? 

A. W e l l , I w o u l d make t h a t a s s u m p t i o n b u t — 

Q. B u t you d o n ' t know? 

A. I have no i d e a what e l s e t h e y c o u l d have 

p r e p a r e d i t f r o m . 

Q. They d i d n ' t t e l l you where t h e y g o t t h e 

i n f o r m a t i o n ? They d i d n ' t say what t h e s o u r c e o f 

t h e s e numbers was? 

A. T h e i r a c c o u n t i n g r e c o r d s . 

Q. They t o l d you t h a t , Mr. Wood? 

A . Yes. 

Q. I i m a g i n e t h a t Richmond as o p e r a t o r 

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

b u t do you know what p e r c e n t a g e s o f t h e s e c o s t s 

Richmond a c t u a l l y p a i d and what p e r c e n t a g e t h e y 

r e c o u p e d u n d e r t h e J I B ? 

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 c o r r e c t l y , 

Richmond p a i d a l l t h e c o s t s and c o l l e c t e d a l l t h e 

money due them f r o m t h e o t h e r j o i n t w o r k i n g i n t e r e s t 

o w n e r s . 

Q. T h a t ' s what I'm t r y i n g t o g e t a t . 

A. Yes. 
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Q. The p e r c e n t a g e t h a t t h e y c o l l e c t e d u n d e r 

t h e J I B ' s ? 

A. They had no o u t s t a n d i n g J I B ' s a t t h e t i m e 

we b o u g h t . 

Q. I d o n ' t mean t h a t e i t h e r . How much --

l e t ' s t a k e t h e Carnes w e l l . 

A. Yes. 

Q. Out o f $224,616.72, how much d i d t h e 

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

A. W e l l , i f y o u ' l l r e a d , Richmond i s s h o w i n g 

t h e i r n e t a t a l i t t l e o v e r $199,000. I'm a s s u m i n g 

t h a t t h e d i f f e r e n c e was c o l l e c t e d f r o m t h e o t h e r 

n o n o p e r a t i n g p a r t i e s . 

Q. So you t h i n k t h a t t h i s n e t amount column 

h e r e i s what Richmond was a c t u a l l y o u t - o f - p o c k e t ? 

A. I b e l i e v e t h a t ' s c o r r e c t . 

Q. And you s t a t e d t h a t Richmond a c t u a l l y p a i d 

a l l t h e b i l l s ? 

A. I d o n ' t know t h a t t o be a f a c t . I t i s 

c u s t o m a r y f o r t h e o p e r a t o r t o pay t h e b i l l s . 

Q. T h e r e were a t o n o f l i e n s f i l e d a g a i n s t 

Richmond i n San Juan C o u n t y . I d i d n ' t l o o k a t a l l o f 

them. But do you know w h e t h e r i n f a c t Richmond 

a c t u a l l y p a i d o u t $199,471.83 on t h e Carnes w e l l ? 

A. No, I do n o t . 
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Q. Would t h e same be t r u e o f t h e F e d e r a l 

w e l l , do you know t h a t Richmond p a i d $135,415.25? 

A. No, I do n o t . 

Q. Would you know, f o r i n s t a n c e , on t h e 

Carnes w e l l , t h e d i f f e r e n c e b e t w een t h e g r o s s amount 

and t h e n e t amount, w o u l d p o s s i b l y t h a t be a t t r i b u t e d 

t o any moneys p a i d by M c E l v a i n ? 

A. Can you g i v e me an example? I'm n o t --

Q. L e t ' s say M c E l v a i n o n l y had my l e a s e when 

i t w e nt i n t o t h e w e l l . I d o n ' t t h i n k t h a t was t h e 

ca s e , b u t l e t ' s j u s t assume t h a t t h e y o n l y had 1/32 

o f t h e w e l l . Do you know w h e t h e r o r n o t M c E l v a i n 

p a i d 1/32 o f t h e s e c o s t s ? 

A. No, I d o n ' t know. I know p u r s u a n t t o t h e 

f a r m o u t a g r e e m e n t , t h e y were n o t r e q u i r e d t o do t h a t , 

and I ' l l make t h e a s s u m p t i o n t h e y d i d n o t , b u t I 

d o n ' t have a r e c o r d o f money c h a n g i n g h a n d s . 

Q. Do you know w h e t h e r o r n o t M c E l v a i n was 

b i l l e d a n y t h i n g by Richmond? 

A. My answer i s t h e same. P u r s u a n t t o t h e 

a g r e e m e n t t h a t Richmond o p e r a t e d u n d e r , M c E l v a i n was 

t o pay no c o s t s . Richmond was t o assume t h o s e c o s t s 

o r pay t h o s e c o s t s a t t r i b u t a b l e t o M c E l v a i n ' s s h a r e , 

as i s c u s t o m a r y i n a f a r m o u t a g r e e m e n t , i f I 

u n d e r s t a n d what y o u ' r e a s k i n g me c o r r e c t l y . 
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1 Q. What I r e a l l y want t o know i s w h e t h e r o r 

2 n o t M c E l v a i n p a i d any o f t h e s e c o s t s on e i t h e r t h e 

3 Carnes o r t h e F e d e r a l w e l l ? 

4 A. Not t o my k n o w l e d g e . 

5 Q. But you d o n ' t know w h e t h e r t h e y d i d o r 

6 n o t , a c t u a l l y ? 

7 A. I have no i d e a , no. 

8 MR. ANDERSON: I t h i n k t h a t ' s a l l I ' v e 

9 g o t . 

10 MR. KELLAHIN: I ' v e g o t one p o i n t on 

11 r e d i r e c t , i f I may. 

12 EXAMINER CATANACH: Okay, s u r e . 

13 FURTHER EXAMINATION 

14 BY MR. KELLAHIN: 

15 Q. Mr. Wood, Mr. A n d e r s o n r e f e r r e d t o two 

16 d e c l a r a t i o n o f p o o l i n g a g r e e m e n t s . T h e r e ' s 

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

18 a g r e e m e n t f i l e d f o r t h e Carnes and one f i l e d f o r t h e 

19 F e d e r a l w e l l . Do you u n d e r s t a n d what a d e c l a r a t i o n 

20 o f p o o l i n g a g r e e ment i s ? 

21 A. Yes, I do. 

22 Q. D e s c r i b e what i t i s . 

23 A. D e c l a r a t i o n o f p o o l i n g i s a v o l u n t a r y 

24 p o o l i n g amongst t h o s e who p o s s e s s t h e r i g h t t o p o o l , 

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

s p a c i n g u n i t t h a t ' s e s t a b l i s h e d by t h e Commission. 

Q. W i l l t h a t d e c l a r a t i o n be e x e r c i s e d by t h e 

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

p r o v i s i o n c l a u s e s o f t h e o i l and gas l e a s e s , i f t h o s e 

l e a s e s have t h o s e k i n d s o f c l a u s e s ? 

A. T y p i c a l l y , y e s . 

Q. What happens i f e i t h e r b e f o r e o r a f t e r t h e 

d e c l a r a t i o n i s f i l e d o r e x e c u t e d , one o f t h e 

u n d e r l y i n g o i l and gas l e a s e s t e r m i n a t e s o r e x p i r e s 

f o r any r e a s o n ? 

A. T h a t l e a s e i s u n a f f e c t e d by t h e p o o l i n g . 

I t i s n o t a p a r t o f t h e p o o l i n g . The p o o l i n g 

r e g u i r e s , as I b e l i e v e does t h e Commission o r d e r , f o r 

t h e o p e r a t o r t o p e r f o r m i n a c e r t a i n manner. I t 

p r o v i d e s them an o p p o r t u n i t y -- i t o u t l i n e s what w i l l 

be i f t h e o p e r a t o r p e r f o r m s ; i . e . , i n t h i s c a s e , t h e 

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

n o t h i n g happens o r i f t h a t d o e s n ' t happen, t h e n i t 

c a r r i e s no f o r c e o r e f f e c t . 

MR. KELLAHIN: Thank y o u . 

EXAMINER CATANACH: G i v e me a c o u p l e o f 

m i n u t e s . I ' v e g o t t o make a phone c a l l . 

(A r e c e s s was t a k e n . ) 

EXAMINER CATANACH: L e t ' s go back on t h e 
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r e c o r d , and a c o u p l e o f q u e s t i o n s . 

THE WITNESS: My e x h i b i t s a r e a l l messed 

up so g i v e me t i m e . 

EXAMINER CATANACH: T h i s has been l i k e 

g o i n g t h r o u g h a maze h e r e . I j u s t w a n t t o c l a r i f y 

some i s s u e s t o make s u r e I u n d e r s t a n d . 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Goin g t h r o u g h each o f t h e s e , I'm g o i n g t o 

s t a r t w i t h E x h i b i t 2, and I want t o d e t e r m i n e 

a c t u a l l y w h i c h i n t e r e s t s have been c o n s o l i d a t e d and 

w h i c h i n t e r e s t s you guys a r e a c t u a l l y p o o l i n g a t t h i s 

t i m e . I mean, you've g o t a bunch o f i n t e r e s t s 

l i s t e d , i f y o u ' l l l o o k a t E x h i b i t No. 2. 

A. Yes. 

Q. O b v i o u s l y , a l l o f C o n s o l i d a t e d ' s i n t e r e s t 

i s i n t h e w e l l . You d o n ' t have an a g r e e m e n t w i t h Mr. 

A n d e r s o n , Mr. Bogeberg? 

A. Yes. 

Q. You do n o t have an agreement w i t h him? 

A. I do n o t have a g r e e m e n t s w i t h A n d e r s o n o r 

Bog e b e r g . I was t r y i n g t o show y o u t h e o t h e r w o r k i n g 

i n t e r e s t p a r t i e s . 

Q. R i g h t . 

A. I do have a g r e e m e n t s w i t h M c E l v a i n , 
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Raymond, and S o u t h l a n d R o y a l t y . 

Q. You do have a g r e e m e n t s w i t h t h o s e p a r t i e s ? 

A. I do have a g r e e m e n t s . I f y o u ' l l a l l o w me, 

I ' l l make t h e b l a n k e t s t a t e m e n t t h a t I have s i g n e d 

a g r e e m e n t s — w e l l , t h e y ' r e n o t r e a l l y a g r e e m e n t s , 

t h e y ' r e j u s t c o n f i r m a t i o n s , f r o m a l l o f t h e o r i g i n a l 

w o r k i n g i n t e r e s t owners. 

I s e n t l e t t e r s o u t t h a t b a s i c a l l y s a i d our 

r e c o r d s i n d i c a t e t h a t t h i s i s t h e i n t e r e s t you have 

i n t h i s p a r t i c u l a r w e l l , and p l e a s e c o n f i r m t h a t . 

And I a l s o l i s t e d t h e a g r e e m e n t s t h a t t h e y were 

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

p a r t i e s e x c e p t Mr. A n d e r s o n , Mr. Rubow, s i g n e d t h e 

AFE's f o r t h e s e w e l l s . 

Q. The Bogeberg i n t e r e s t was n o t l o c a t a b l e ? 

A. C o r r e c t . 

Q. So i s i t y o u r o p i n i o n t h a t i n each o f 

t h e s e w e l l s , t h e o n l y i n t e r e s t t h a t has n o t been 

c o n s o l i d a t e d a r e t h e A n d e r s o n and t h e Rubow 

i n t e r e s t s ? 

A. Yes. 

MR. KELLAHIN: No. 

THE WITNESS: I n a d d i t i o n t o Bog e b e r g and 

C l a r k and R o d r i g u e z , y e s . 

Q. (BY EXAMINER CATANACH) The F e d e r a l w e l l 
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d i d n o t p e n e t r a t e t h e c o a l . T h a t ' s what I h e a r d ? 

A. C o r r e c t . C o n s o l i d a t e d d i d t h a t o v e r t h e 

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

S e c t i o n 29 t a x c r e d i t , once a g a i n Mr. H a r r i s o n can 

t e l l y ou e x a c t l y what went on, b u t we had t o d r i l l 

i n t o t h e c o a l . I d o n ' t know why Richmond s t o p p e d 

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

Q. T h a t was done r e c e n t l y , i n t h e p a s t two 

months? 

A. I t was done, y e s , once a g a i n , i n o r d e r t o 

q u a l i f y t h e w e l l f o r t h e S e c t i o n 29 income t a x 

c r e d i t . 

Q. Was t h a t w e l l c o m p l e t e d ? 

A. We b r o u g h t gas t o s u r f a c e . We c o n s i d e r 

t h a t w e l l as b e i n g a s h u t - i n gas w e l l now, w a i t i n g on 

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

Q. Would i t be more a p p r o p r i a t e t o ask Mr. 

H a r r i s o n ? 

A. I w o u l d save y o u r q u e s t i o n s f o r Mr. 

H a r r i s o n . 

Q. The o t h e r two w e l l s , one o f t h e w e l l s was 

c o m p l e t e d , p e r f o r a t e d ? 

A. The M i l l e r 1.1 was p e r f o r a t e d I b e l i e v e i n 

December o f '92, w h i c h a t t h e t i m e I b e l i e v e was t h e 

d e a d l i n e f o r t h e S e c t i o n 29 t a x c r e d i t o r j u s t b e f o r e 
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t h e d e a d l i n e . 

Q. And t h e Carnes w e l l ? 

A. The Carnes w e l l was n e v e r p e r f o r a t e d u n t i l 

j u s t r e c e n t l y . I t h i n k i t was done e i t h e r — I 

b e l i e v e i t was done j u s t b e f o r e t h e F e d e r a l w e l l . 

Q. T h a t was done by C o n s o l i d a t e d ? 

A. Yes. 

Q. The a c t u a l d r i l l i n g c o s t t h a t you want t o 

base y o u r — l e t me back up h e r e . You've g o t an 

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

Richmond? 

A. Yes, s i r . 

Q. Those j u s t i n c l u d e d r i l l i n g c o s t s , o r do 

t h e y i n c l u d i n g c o s t s i n c u r r e d by C o n s o l i d a t e d ? 

A. They do n o t i n c l u d e any c o s t s i n c u r r e d by 

C o n s o l i d a t e d . 

Q. E x h i b i t No. 1 1 , y o u r AFE f o r t h e Carnes 

and t h e F e d e r a l w e l l s --

A. Yes, s i r . 

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

c o s t s ? 

A. Those a r e e s t i m a t e s f o r c o m p l e t i o n c o s t s 

— w e l l , n o t a l l c o m p l e t i o n c o s t s . Once a g a i n , t h e 

o b j e c t o f t h e work done i n t h o s e two w e l l s was t o 

b a s i c a l l y b r i n g gas t o s u r f a c e , e s t a b l i s h t h a t i t ' s 
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1 c o a l bed methane, and q u a l i f y f o r S e c t i o n 29 income 

2 t a x c r e d i t • 

3 Q . T h e y ' r e e s t i m a t e d c o s t s o f what 

4 C o n s o l i d a t e d has a l r e a d y s p e n t ? 

5 A. T h i s i s what was s e n t o u t p r i o r t o o u r 

6 c o n d u c t i n g t h e w ork. 

7 Q • But t h e work has been c o m p l e t e d ? 

8 A . Yes . 

9 Q. I s t h e r e an e x h i b i t s h o w i n g e s t i m a t e d 

10 c o m p l e t i o n c o s t s ? 

11 A. From t h i s p o i n t f o r w a r d ? 

12 Q • R i g h t . 

13 A . No, t h e r e i s n o t . Can I s u g g e s t you save 

14 t h a t q u e s t i o n f o r Mr. H a r r i s o n ? 

15 EXAMINATION 

16 BY MR. CARROLL: 

17 Q • Mr. Wood, I have a c o u p l e o f q u e s t i o n s . 

18 What happened t o Richmond, a r e t h e y s t i l l i n 

19 o p e r a t i o n ? 

2 0 A. I s Richmond s t i l l — 

21 Q. A company, o p e r a t i n g ? 

22 A. To t h e b e s t o f my k n o w l e d g e , t h e y a r e , 

2 3 y es . 

2 4 Q. Do you know what p r o b l e m s t h e y were 

25 e x p e r i e n c i n g up t h e r e n o r t h o f N a v a j o Lake i n 
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1 c o m p l e t i n g t h e w e l l s and c o n n e c t i n g them t o g a t h e r i n g 

2 l i n e s ? 

3 A. You mean why wa s n ' t i t done? 

4 Q. R i g h t . 

5 A. Do I know why? I know some o f t h e 

6 r e a s o n s . I'm s u r e I d o n ' t know a l l . Richmond, you 

7 have t o u n d e r s t a n d , d r i l l e d a l o t more w e l l s t h a n 

8 j u s t t h o s e t h a t we're l o o k i n g a t . These a r e n o t a 

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

10 n o t t h e m a j o r i t y o f e v e r y t h i n g Richmond d i d i n 

11 w h a t e v e r , f o u r o r f i v e - y e a r span t h e y were an a c t i v e 

12 o p e r a t o r . 

13 I know t h e t h i n g s t h a t r e a d i l y come t o 

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

15 t h e S o u t h e r n Ute l a w s u i t o v e r o w n e r s h i p , c e r t a i n l y 

16 has a g r e a t i m p a c t o r had on Richmond, as w e l l as a 

17 l o t o f o p e r a t o r s i n C o l o r a d o . T h a t w o u l d p r o b a b l y be 

18 one o f t h e m a j o r i t e m s . 

19 To be h o n e s t , I ' v e t r i e d t o a p p l y l o g i c t o 

20 a l o t o f t h i n g s Richmond d i d , and I d o n ' t know. 

2 1 You'd have t o ask them. 

2 2 Q. Who owns t h e g a t h e r i n g l i n e s i n t h a t 

2 3 l i t t l e p e n i n s u l a t h e r e ? 

24 A. What l i t t l e p e n i n s u l a ? 

25 Q. J u t t i n g down s o u t h i n t o N a v a j o Lake? 
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A. I n t o New Mexico? 

Q. Yes. 

A. T h e r e a r e no g a t h e r i n g l i n e s . 

Q. Who owns t h e c l o s e s t g a t h e r i n g l i n e ? 

A. Mr. H a r r i s o n can speak t o i t , b u t I 

b e l i e v e i t ' s t h e s u r f a c e l i n e i n C o l o r a d o , w h i c h none 

o f t h e s e c o a l bed w e l l s a r e c o n n e c t e d t o , t h a t ' s 

r e f e r r e d t o as t h e o l d T i f f a n y l i n e , and I b e l i e v e 

i t ' s owned by S o u t h w e s t e r n , b u t I d o n ' t know. 

Q. Mr. Rubow b o u g h t Buddy B a k e r ' s i n t e r e s t , 

and t h a t was f a i r l y r e c e n t l y ? 

A. He was r e c o n v e y e d t h a t i n t e r e s t . I'm 

as s u m i n g he b o u g h t i t , b u t y e s . The i n t e r e s t was 

o r i g i n a l l y a t -- w e l l , when we came on t h e scene, t h e 

i n t e r e s t was owned, s p l i t e v e n l y b e t w e e n P a s s p o r t 

E n e r g y , I b e l i e v e t h a t ' s t h e name, and Mr. Ba k e r . 

P a s s p o r t c o n v e y e d i t s i n t e r e s t t o Mr. Rubow, and so 

d i d Mr. Ba k e r . So t h a t ' s a l l been c o n s o l i d a t e d . And 

he has p r o v i d e d me, and I b e l i e v e i t ' s i n t h e 

c o r r e s p o n d e n c e , a r e c o r d e d m i n e r a l deed t o t h a t 

e f f e c t . 

Q. Yes. I b e l i e v e t h e d a t e on i t i s March 

24 , ' 94. 

A. Yes. I t j u s t happened. 

Q. You s a i d t h e S e c t i o n 29 t a x c r e d i t , t h e 
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d e a d l i n e was e x t e n d e d t o March 3 1 , 1994? 

A. For some w e l l s , o f w h i c h t h e s e were some. 

I'm n o t s u r e o f t h e f u l l e x t e n t . I j u s t know t h a t i n 

ou r c o n v e r s a t i o n w i t h t h e a p p r o p r i a t e a g e n c i e s , t h a t 

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

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

f o r c e d us i n t o somewhat g e t t i n g t h e c a r t b e f o r e t h e 

h o r s e . We w o u l d have much r a t h e r g o t t e n some t h i n g s 

s e t t l e d , b u t i t ' s v a l u a b l e t o a l l p a r t i e s , r o y a l t y 

o w n e r s , w o r k i n g i n t e r e s t o w n e r s , e v e r y b o d y . I t was 

s o m e t h i n g t h a t needed t o be done. 

Q. J u s t one more. What a r e J I B ' s ? 

A. J o i n t i n t e r e s t b i l l i n g s , i n v o i c e s . 

MR. CARROLL: T h a t ' s a l l I have. 

FURTHER EXAMINATION 

BY EXAMINER CATANACH: 

Q. J u s t a c o u p l e more, Mr. Wood. I'm s t i l l 

t r y i n g t o make sense o u t o f t h e Anderson/Rubow 

i n t e r e s t s . I n i t i a l l y , t h e A n d e r s o n and Rubow 

i n t e r e s t s were l e a s e d t o M c E l v a i n ? 

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

Q. Now, M c E l v a i n , how d i d t h o s e i n t e r e s t s g e t 

co n v e y e d t o w a r d s him? 

A. Can I j u s t k i n d o f f r e e a s s o c i a t e h e r e ? 

Q . S u r e . 
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A. T h a t ' s k i n d o f what we've been d o i n g . I 

d o n ' t know a b o u t you g e n t l e m e n , b u t I'm g e t t i n g a 

l i t t l e t i r e d . 

You're c o r r e c t . B o t h l e a s e s were l e a s e d 

t o T.H. M c E l v a i n , J r . Richmond, by v i r t u e o f a 

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

Richmond goes o u t and d r i l l s w e l l s on t h e p r o p e r t i e s 

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

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

c e r t a i n i n t e r e s t s i n t h o s e l e a s e s f r o m T.H. M c E l v a i n . 

Q. And t h e r e ' s no c o s t t o M c E l v a i n i n 

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

A. T h a t i s c o r r e c t . M c E l v a i n w o u l d have an 

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

r e c o u p e d t h e i r c o s t s a t t r i b u t a b l e t o M c E l v a i n ' s 

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

Q. I'm s o r r y , r u n t h a t by me a g a i n . I was 

t r y i n g t o w r i t e s o m e t h i n g . 

A. M c E l v a i n went back i n f o r a s h a r e , I 

b e l i e v e i t was a t h i r d , a t such t i m e as Richmond 

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

i n t e r e s t s ; i . e . , i f Richmond s p e n t $100,000, and 

M c E l v a i n o r i g i n a l l y had 30 p e r c e n t , once Richmond 

r e c o u p e d t h e $30,000 t h a t M c E l v a i n w o u l d have s p e n t 

had t h e y p a r t i c i p a t e d i n t h e w e l l , t h e n M c E l v a i n 
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w o u l d back i n f o r a s h a r e , a c t u a l l y own a s h a r e o f 

t h e w e l l . Richmond d i d n o t p e r f o r m , and no 

a s s i g n m e n t s were e v e r made. 

The f i r s t t h i n g I d i d when we were b u y i n g 

t h i s i n t e r e s t i s I f l e w down h e r e and met w i t h 

M c E l v a i n r e p r e s e n t a t i v e s and n e g o t i a t e d , j u s t l i k e 

I ' v e done w i t h e v e r y b o d y , l a i d a l l t h e c a r d s on t h e 

t a b l e and s a i d , "Now where do we go?" 

The M c E l v a i n s a g r e e d t o h o n o r t h e t e r m s o f 

t h e f a r m o u t even t h o u g h i t was f o u r y e a r s o l d o r so, 

way p a s t i t s t e r m , i f C o n s o l i d a t e d w o u l d use i t s b e s t 

e f f o r t s t o c o m p l e t e t h e w e l l s and hook them up f o r 

gas s a l e s . M c E l v a i n and C o n s o l i d a t e d b o t h r e a l i z e d 

t h a t M c E l v a i n does n o t have t h e f u l l i n t e r e s t t h a t i t 

d i d back i n 1990. C e r t a i n l e a s e s have e x p i r e d . 

Q. Rubow's? 

A. Mr. A n d e r s o n ' s , Mr. Rubow's. And t h a t 

j u s t happens i n t h e b u s i n e s s . And t h e M c E l v a i n s a r e 

f u l l y c o g n i z a n t o f t h a t . My agreement w i t h them was 

t o use my b e s t e f f o r t s a t C o n s o l i d a t e d ' s s o l e c o s t t o 

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

M c E l v a i n l e a s e s t h a t had e x p i r e d . The new l e a s e s 

I ' v e t a k e n were i n M c E l v a i n ' s name, and I p a i d f o r 

them. And t h a t ' s what I f e l t was t h e r i g h t t h i n g t o 

do, and t h a t was t h e f i r s t s t a r t t o p u t t i n g a l l t h i s 
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back t o g e t h e r . 

E v e r y t h i n g t h a t c o u l d have gone wrong went 

w r o n g , and C o n s o l i d a t e d has gone t o -- we knew we 

were b u y i n g a mess. So I'm n o t t r y i n g t o say we were 

i n n o c e n t b y s t a n d e r s , b u t we've gone t o g r e a t l e n g t h s 

t o t r e a t e v e r y b o d y f a i r l y , s t r a i g h t f o r w a r d . I have 

n o t o f f e r e d anybody any more money t o l e a s e t h a n I ' v e 

a l r e a d y l e a s e d t o o t h e r p e o p l e f o r . And we've been 

v e r y open and f o r t h r i g h t , d i d as much as we can 

t h r o u g h t h i s e n t i r e p r o c e s s . T r i e d t o g e t t h e s e 

w e l l s back on, and o f c o u r s e t r i e d t o do w h a t ' s i n 

e v e r y b o d y ' s b e s t i n t e r e s t s , e s p e c i a l l y 

C o n s o l i d a t e d ' s , s i n c e t h a t ' s my j o b . 

And we're a l m o s t done. I'm g l a d t o say 

i t ' s a l m o s t t h e r e . Mr. Rubow and Mr. A n d e r s o n a r e 

r e a l l y t h e — n o t t h a t some m i n o r l a n d i s s u e s may n o t 

come up i n D i v i s i o n o r d e r t y p e o f t i t l e , b u t as f a r 

as r e e s t a b l i s h i n g i n t e r e s t s i n t h e w e l l s , we're 

a l m o s t done. 

EXAMINER CATANACH: I have n o t h i n g 

f u r t h e r . 

MR. ANDERSON: C o u l d I ask j u s t a c o u p l e 

o f q u e s t i o n s ? 

EXAMINER CATANACH: B r i e f l y . 

FURTHER EXAMINATION 
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BY MR. ANDERSON: 

Q. Has anybody e l s e p r o p o s e d a w e l l i n t h e 

s o u t h h a l f o f S e c t i o n 1 1 , T o w n s h i p 32 N o r t h , Range 6 

West o r t h e e a s t h a l f o f S e c t i o n 9, T o w n s h i p 32 

N o r t h , Range 6 West? 

A. To C o n s o l i d a t e d ? 

Q. R i g h t . 

A. S i n c e o u r t a k i n g o v e r ? 

Q. Yes. 

A. A F r u i t l a n d c o a l w e l l ? 

Q. R i g h t . 

A. Or any w e l l ? 

Q. Any w e l l ? 

A. Not t o my k n o w l e d g e . 

Q. Has anybody c o n t e s t e d y o u r r i g h t t o 

c o m p l e t e t h e Carnes and F e d e r a l w e l l s ? 

A. Not t o my k n o w l e d g e , no. 

Q. And I d i d n ' t c o n t e s t y o u r r i g h t t o 

c o m p l e t e t h o s e w e l l s ? 

A. No, s i r , you d i d n o t . 

Q. Has anybody e l s e a s s e r t e d t h e r i g h t t o 

d r i l l i n t h e s o u t h h a l f o f S e c t i o n 11 o r t h e e a s t 

h a l f o f S e c t i o n 9? 

A. L e t me j u s t make a s t a t e m e n t , and t h e n 

I ' l l answer y o u r q u e s t i o n . My r i g h t s a r e l i m i t e d t o 
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1 t h e F r u i t l a n d c o a l . 

2 Q. Okay. 

3 A. Okay? So I'm n o t aware o f o t h e r t h i n g s 

4 t h a t may go on. 

5 Q. T h a t ' s f i n e . You can l i m i t t h e q u e s t i o n 

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

7 A. Okay. Can you r e s t a t e t h e q u e s t i o n ? 

8 Q. Sure. Has anybody a s s e r t e d t h e r i g h t t o 

9 d r i l l i n t o t h e F r u i t l a n d c o a l f o r m a t i o n i n t h e s o u t h 

10 h a l f o f S e c t i o n 11 o r t h e e a s t h a l f o f S e c t i o n 9? 

11 A. I'm n o t s u r e what you mean by y o u r 

12 q u e s t i o n . I t ' s v e r y s i m i l a r t o t h e one I j u s t 

13 a n s w e r e d , I t h o u g h t . 

14 Q • T r u e . 

15 A. S t i l l I'm n o t s u r e what y o u ' r e — i s i t 

16 t h e same? I'm n o t s u r e what y o u ' r e a s k i n g me. 

17 Q. Nobody has p r o p o s e d a w e l l ? 

18 A. R i g h t . 

19 Q. Nobody has c o n t e s t e d y o u r r i g h t t o d r i l l 

20 o r c o m p l e t e t h e s e w e l l s , b u t has anybody a s s e r t e d 

2 1 t h e i r r i g h t t o d r i l l an a d d i t i o n a l w e l l ? 

2 2 A. I'm n o t s u r e what you mean a s s e r t e d t h e i r 

2 3 r i g h t t o d r i l l . 

24 Q • Has anybody c a l l e d you on t h e phone o r 

25 w r i t t e n y ou a l e t t e r and s a i d , " I have a r i g h t t o 
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d r i l l t h e w e l l i n t o t h e F r u i t l a n d c o a l f o r m a t i o n i n 

t h o s e two h a l f s e c t i o n s a l s o " ? 

A. Not i n so many w o r d s , no. I'm s t i l l n o t 

c l e a r w hat y o u ' r e a s k i n g me, and I a p o l o g i z e . 

Q. I d o n ' t know how e l s e t o say i t . 

A. P l e a s e t r y . I'm more t h a n w i l l i n g t o 

answer t h e q u e s t i o n . I j u s t c a n ' t . 

EXAMINER CATANACH: One a t a t i m e , p l e a s e . 

MR. ANDERSON: S o r r y . 

Q. Has anybody n o t i f i e d y o u , o r have you 

h e a r d o f anybody i n s i s t i n g t h a t t h e y a l s o have t h e 

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

h a l f o f 11 o r t h e e a s t h a l f o f 9? 

A. Maybe t h i s w i l l answer y o u r q u e s t i o n . I 

have had nobody e x p r e s s t h e i r i n t e n t t o do so. 

Q. Have I p r o p o s e d a w e l l ? 

A. Not t o my k n o w l e d g e . 

MR. ANDERSON: Okay. Thank y o u . 

EXAMINER CATANACH: The w i t n e s s may be 

e x c u s e d . 

MR. KELLAHIN: Mr. E x a m i n e r , a t t h i s t i m e 

I c a l l Mr. A l a n H a r r i s o n . 

ALAN HARRISON, 

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 

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

EXAMINATION 

BY MR. KELLAHIN: 

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

o c c u p a t i o n . 

A. My name i s A l a n H a r r i s o n . I'm t h e 

d i s t r i c t o p e r a t i o n s manager f o r C o n s o l i d a t e d O i l & 

Gas . 

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

t h e o i l and gas i n d u s t r y ? 

A. I do. I have a B a c h e l o r o f S c i e n c e Degree 

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

Mi n e s , and I o b t a i n e d t h a t i n 1 9 8 1 . 

Q. What do you s p e c i f i c a l l y do f o r y o u r 

company? 

A. Okay. My p r i m a r y f u n c t i o n t h e r e i s t o 

o v e r s e e any r e s e r v o i r - and o p e r a t i o n - r e l a t e d 

a c t i v i t i e s t o o u r p r o p e r t i e s t h a t we o p e r a t e . And i n 

t h i s p a r t i c u l a r i n s t a n c e I ' v e been a s s i g n e d t h e 

Richmond a r e a o r t h e San Juan B a s i n a r e a . 

Q. I n c l u d i n g t h e Ca r n e s , t h e M i l l e r 1 1 , and 

t h e F e d e r a l 9 W e l l ? 

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

Q. As p a r t o f y o u r d u t i e s , have y o u made 

i n v e s t i g a t i o n s o f t h o s e w e l l b o r e s t o s a t i s f y y o u r s e l f 
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what a d d i t i o n a l work needs t o be done i n t h o s e w e l l s ? 

A. I have. 

Q. And have you f o r m u l a t e d o p i n i o n s a b o u t t h e 

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

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

A. I have. 

Q. I n a d d i t i o n as an e n g i n e e r , have you 

r e a c h e d an o p i n i o n w i t h r e g a r d s t o t h e r e m a i n i n g r i s k 

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

t o have s u f f i c i e n t p r o d u c t i o n t o pay f o r t h e c o s t o f 

t h o s e w e l l s ? 

A. Yes. I have c o n s i d e r e d t h a t and have 

v a r i o u s o p i n i o n s on t h a t . 

MR. KELLAHIN: We t e n d e r Mr. H a r r i s o n as 

an e x p e r t e n g i n e e r . 

EXAMINER CATANACH: Any o b j e c t i o n ? 

MR. ANDERSON: No o b j e c t i o n . 

EXAMINER CATANACH: Mr. H a r r i s o n i s so 

q u a l i f i e d . 

Q. (BY MR. KELLAHIN) Perhaps t h e e a s i e s t way 

i s t a k e them one a t a t i m e . 

A. T h a t ' s how I have them s e t up h e r e . T h a t 

w i l l w o rk j u s t f i n e . 

Q. P i c k one. Which one do you want t o s t a r t 

w i t h ? 
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1 A. W e ' l l s t a r t w i t h t h e Carnes. 

2 Q. Okay. B e f o r e we t a l k a b o u t t h e c o s t s , 

3 t e l l me t h e s t a t u s o f t h e w e l l b o r e a t t h e p o i n t o f 

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

5 A. Okay. A t t h e t i m e o f a c q u i s i t i o n , what 

6 e x i s t e d was a w e l l b o r e t h a t was n o t c a p a b l e o f 

7 p r o d u c i n g gas t o t h e s u r f a c e . I t had l i m i t e d s u r f a c e 

8 e q u i p m e n t , r e a l l y o n l y t o t h e e x t e n t t h a t i t had a 

9 w e l l h e a d on t h e r e , and t h a t was i t , r e a l l y no o t h e r 

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

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

12 Q. D i d you make an e x a m i n a t i o n o f t h e 

13 m e c h a n i c a l i n t e g r i t y o f t h e w e l l b o r e , a n y t h i n g t o do 

14 w i t h w h e t h e r o r n o t i t was s t i l l s e r v i c e a b l e and 

15 s u i t a b l e f o r t h e p u r p o s e t o w h i c h i t had been 

16 i n t e n d e d ? 

17 A. Yes, I d i d . For i n s t a n c e , I c o n s t r u c t e d 

18 t h e w e l l b o r e d i a g r a m s f r o m t h e r e c o r d s t h a t were 

19 p r o v i d e d i n t h e Richmond f i l e s and so f o r t h and t r i e d 

20 t o d e t e r m i n e e x a c t l y what was below t h e s u r f a c e . 

21 Q. And what d i d you f i n d o u t ? 

22 A. Okay. B a s i c a l l y , what t h e y had done i s 

23 t h e y had d r i l l e d t o a c e r t a i n d e a t h above t h e c o a l s , 

24 s e t an i n t e r m e d i a t e s t r i n g c a s i n g , came back a t a 

25 l a t e r d a t e , t h a t b e i n g i n December o f '92, d r i l l e d 
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down t h r o u g h t h e c o a l , s e t a l i n e r i n p l a c e , cemented 

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

h o l e . 

Subsequent t o t h a t a c t i v i t y , t h e y 

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

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

t o p . They s i m p l y w a l k e d away a t t h a t p o i n t f r o m 

e v e r y t h i n g I see. They n e v e r r e t u r n e d t o e i t h e r 

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

Q. When we l o o k a t t h e Carnes w e l l i n t h a t 

s t a t u s , and r e c o g n i z i n g t h a t I have t o l d y o u t h e 

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

p e n a l t y o f 156 p e r c e n t , and t h a t i f t h e r e a r e 

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

s h a r e o f a w o r k i n g i n t e r e s t may be a s s i g n e d a r i s k 

p e n a l t y number, t h e 156 number, do y ou have an 

o p i n i o n as t o w h e t h e r t h e e x a m i n e r o u g h t t o r e d u c e o r 

change o r somehow m o d i f y t h a t p e n a l t y f a c t o r f o r t h e 

Carnes w e l l ? 

A. I w o u l d have t o say t h a t t h a t a s s e s s m e n t , 

i n my o p i n i o n , i s a f a i r a s s e s s m e n t , and i t s h o u l d be 

c o n t i n u e d w i t h . 

Q. Does t h e f a c t t h e w e l l b o r e has been 

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

A. No, i t d o e s n ' t . And I want t o q u a l i f y 
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t h a t , t o t h e e x t e n t t h a t , f r o m a g e o l o g i c a l 

s t a n d p o i n t , t h e p r e s e n c e o f t h e c o a l s , we're f a i r l y 

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

d r i l l i n g a w e l l t o t h a t d e p t h a r e t a k e n u n d e r a 

s l i g h t r i s k t o t h e o p e r a t o r because t h e y ' r e u s u a l l y 

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

So r e a l l y t h e m a j o r i t y o f t h e r i s k l i e s i n 

k n o w i n g what t y p e o f w e l l y o u ' r e g o i n g t o g e t . 

T h e r e ' s j u s t a w i d e v a r i a n c e t h r o u g h o u t t h e B a s i n i n 

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

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

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

Q. Does t h a t r i s k t h e n s t i l l r e m a i n ahead o f 

or i n t h e f u t u r e f o r C o n s o l i d a t e d and t h e o t h e r 

w o r k i n g i n t e r e s t owners? 

A . I t does. 

Q. I s t h e r e a n y t h i n g a b o u t t h e way t h e Carnes 

w e l l was d r i l l e d t h a t a f f e c t s t h e r i s k ? 

A. Yes. And I have t o say, i t n o t o n l y 

a f f e c t s t h e Carnes w e l l b u t a l l t h e w e l l s h e r e . And 

t h a t i s , a t t h e t i m e t h e s e w e l l s were d r i l l e d , w h i c h 

was back i n t h e m i d d l e o f 1990, a l o t o f o p e r a t o r s 

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

t h e i r r i s k o f b l o w o u t d r i l l e d w i t h d r i l l i n g mud. And 

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

o f s t e p s t o r e s e a r c h t h e damage t h a t ' s c a u s e d by 

d r i l l i n g i n an o v e r b a l a n c e d s i t u a t i o n and d r i l l i n g 

w i t h a f l u i d t h a t poses some c o n t a m i n a n t s t o t h e c o a l 

beds. And nowadays what you see a r e o p e r a t o r s 

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

A g a i n , i t ' s s o m e t h i n g t h a t a t t h e t i m e t h e 

w e l l s were d r i l l e d , i t was p r o b a b l y an a c c e p t a b l e 

p r a c t i c e . Now we know t h a t i t can cause some 

f o r m a t i o n damage, g i v e n t h e f a c t t h a t t h e Carnes as 

w e l l as t h e o t h e r two w e l l s were d r i l l e d w i t h 

d r i l l i n g mud, we do a n t i c i p a t e t h e r e c o u l d be some 

f o r m a t i o n damage, and we're h o p e f u l t h a t t h r o u g h o u r 

r e s e a r c h and d e t e r m i n i n g a way t o s t i m u l a t e t h i s t h a t 

we m i g h t be a b l e t o r i d t h a t damage, b u t i t i s a r i s k 

t h a t s t i l l l i e s ahead, and i t ' s n o t c e r t a i n as t o 

what e x t e n t we may be a b l e t o c o r r e c t t h e f o r m a t i o n 

damage. 

Q. When we l o o k a t t h e Carnes w e l l , t h e 

D i v i s i o n r e c o r d s r e f l e c t an AFE i n t h e cas e f i l e f o r 

t h e C a r n e s . I t ' s i n o u r package as C o n s o l i d a t e d 

E x h i b i t No. 6. I t shows c e r t a i n d r y h o l e and 

p r o p o s e d c o m p l e t e d w e l l c o s t s . 

Then we have s u b m i t t e d t h e c o s t s as 
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a c c o u n t e d t o us by Richmond f o r moneys a c t u a l l y s p e n t 

on t h a t w e l l . And t h a t was marked as E x h i b i t No. 

10. Do you have a copy o f t h a t , Mr. H a r r i s o n ? 

A. Yes, I do. 

Q. And t h e n E x h i b i t No. 11 i s an AFE f o r t h e 

a d d i t i o n a l work t h a t was done t o q u a l i f y t h e w e l l f o r 

t h e t a x c r e d i t . Do you have t h a t ? 

A. I s u r e do. 

Q. Lead us t h r o u g h t h e p r o c e s s now. What I 

want t o know i s y o u r o p i n i o n on t h e r a n g e o f c o s t s 

f o r a c o m p l e t e d w e l l . Show us where we a r e w i t h 

a c t u a l c o s t s s p e n t by Richmond, a c t u a l c o s t s s p e n t by 

C o n s o l i d a t e d , and what l i e s ahead t h e n as f u t u r e 

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

o w n ers. 

A. Sure. I ' v e l o o k e d a t t h e AFE e s t i m a t e 

t h a t was p r o v i d e d t o t h e w o r k i n g i n t e r e s t owners 

p r i o r t o t h e d r i l l i n g o f t h e w e l l , and based on t h e 

i t e m i z e d c o s t i t e m s t h e r e , i n my o p i n i o n , t h e y ' r e 

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

t h a t b e i n g i n 1990. 

You know, I c a n ' t say t h a t t h e s e c o s t s a r e 

r e f l e c t i v e o f t o d a y because p r i c e s have changed 

r e g a r d i n g c e r t a i n s e r v i c e s , b u t y e s , t h e AFE does 

appe a r t o be r e a s o n a b l e . 

CUMBRE COURT REPORTING 
P.O. Box 9262 

Santa Fe, New M e x i c o 85704-9262 
(505) 984-2244 FAX: 984-2092 



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 

105 

L o o k i n g a t what t h e y have i n c u r r e d i n 

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

g e t t i n g t o t h e p o i n t where t h e y have c a s e d t h e w e l l 

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

r e a s o n a b l e c o s t s . I t h i n k i t ' s p r e t t y o b v i o u s t h a t 

i n j u s t s e e i n g t h e r e l o c a t i o n s t h e m s e l v e s t h a t 

Richmond was c o n c e r n e d a b o u t c o s t s and t h e n p r o b a b l y 

t o o k p r e c a u t i o n s t o keep t h e c o s t s down. 

So y e s , e v e r y t h i n g t h a t was i n c u r r e d , 

a g a i n , i s r e a s o n a b l e . 

As f a r as what we've u n d e r t a k e n , as was 

a l l u d e d t o e a r l i e r , t h e r e was a d e a d l i n e i n o r d e r t o 

c o m p l e t e o u r a p p l i c a t i o n f o r t h e S e c t i o n 29 t a x 

c r e d i t s u n d e r t h e NGPA 107-2. We p u t t o g e t h e r a 

w o r k - o v e r p r o c e d u r e t h a t w o u l d a l l o w us t o go i n and 

r e c o v e r gas f r o m t h e c o a l beds, a n a l y z e t h a t gas, and 

s u p p l y t h a t t o t h e p r o p e r s t a t e agency t o v e r i f y t h a t 

y e s , t h i s w e l l i s p r o d u c i n g c o a l bed methane gas. 

T h a t was done. We p r e p a r e d an AFE t h a t 

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

w o r k . Our AFE e s t i m a t e was $24,850. We went o u t 

t h e r e , and we a c t u a l l y d i d t h e work f o r u n d e r 

$2 0,000. 

I c a n ' t g i v e you an a c c u r a t e c o s t e s t i m a t e 

a t t h i s p o i n t because t h e r e s t i l l a r e some b i l l s t h a t 
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a r e c o m i n g i n . I t ' s v e r y common p r a c t i c e i n an o i l 

f i e l d t h a t when you go o u t and c o n d u c t w o r k w i t h t h e 

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

t h e i r s c h a r g e . We're g o i n g t h r o u g h t h a t p r o c e s s . I 

i m a g i n e i n a n o t h e r two o r t h r e e weeks, we w i l l have 

an a c c u r a t e c o s t f o r d e s c r i b i n g t h e w o r k h e r e . I 

know i t does come i n u n d e r t h e AFE c o s t . 

As f a r as what we see ahead f o r t h i s w e l l , 

as was i n d i c a t e d , t h i s w e l l has n o t h i n g on i t more 

t h a n a w e l l h e a d . We h a v e n ' t i n s t a l l e d t u b i n g i n t h e 

w e l l , w h i c h was done d u r i n g t h e t i m e o f t h e 

w o r k o v e r . We w i l l need t o go i n t h e r e , s t i m u l a t e t h e 

w e l l t o p r o d u c e i t a t i t s optimum l e v e l s . 

T h a t i s g o i n g t o p r o b a b l y be t h e m a j o r i t y 

o f o u r c o s t e s t i m a t e a t t h e t i m e t h a t we p r e p a r e d 

t h a t . We a l s o have t o e q u i p t h e w e l l w i t h t h e p r o p e r 

f a c i l i t i e s t o a l l o w t h e gas t o come f r o m t h e w e l l , 

r i d i t s e l f o f any l i q u i d s , and t h e n e v e n t u a l l y l a y a 

f l o w l i n e f r o m t h a t w e l l t o o u r g a t h e r i n g s y s t e m and 

g e t t h e w e l l on p r o d u c t i o n . I ' v e e s t i m a t e d t h o s e 

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

Of $150,000. 

And I w o u l d l i k e t o q u a l i f y t h a t and say 

t h a t t h e r e a s o n we have n o t p r e p a r e d a d e t a i l e d 

e s t i m a t e on t h a t a t t h i s t i m e i s we a r e p r o b a b l y two 

CUMBRE COURT REPORTING 
P.O. BOX 9262 

Santa Fe, New M e x i c o 85704-9262 
(505) 984-2244 FAX: 984-2092 



7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

107 

t o t h r e e months away f r o m a c t u a l l y g e t t i n g t o t h a t 

p o i n t on t h e s e w e l l s . We're s t i l l n o t c o m f o r t a b l e 

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

enough t o go o u t and say t h a t , h e r e ' s what we're 

g o i n g t o do on t h i s w e l l , and h e r e ' s how much i t ' s 

g o i n g t o c o s t . 

Over t h e n e x t c o u r s e o f a month, I w i l l be 

r e s e a r c h i n g t h a t more i n t e n s e l y and e x p e c t t o a r r i v e 

a t a d e c i s i o n on how we w i l l s t i m u l a t e t h e w e l l , and 

t h e n we w i l l go t o t h e p r o p e r s e r v i c e companies t o 

g e t b i d s . A g a i n , t h a t ' s p r o b a b l y g o i n g t o be t h e 

main c o s t i n t h e c o s t o f c o m p l e t i n g t h i s w e l l i n 

o r d e r t o p u t i t on p r o d u c t i o n . T h a t ' s where we a r e 

w i t h t h e c o s t s . 

Q. S u b j e c t t o t h e f i n e - t u n i n g t h e s p e c i f i c 

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

e s t i m a t e a t t h i s t i m e i s t h a t i t ' s i n t h e r a n g e o f 

$150,000? 

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

Q. L e t me s h a r e w i t h you what t h e p r o c e d u r e 

n o r m a l l y i s f o r AFE's u n d e r p o o l i n g o r d e r s and see 

how we m i g h t f i t s u p p l e m e n t a l AFE's i n t o a s c h e d u l e . 

Q u i t e f r a n k l y , t h e D i v i s i o n , I t h i n k , has n o t been 

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

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

AFE's, as you have done? 

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

Q. L e t me s u g g e s t a p r o c e d u r e , and you t e l l 

us how i t w o u l d w ork. I f t h e D i v i s i o n e x a m i n e r 

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

p o o l i n g o r d e r i s i s s u e d w i t h i n some t i m e sequence, 

you w o u l d have an o b l i g a t i o n t o s u b m i t a s p e c i f i c AFE 

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

t h a t a r e s u b j e c t t o t h e p o o l i n g o r d e r . And i t w o u l d 

be t h e same AFE t h a t y o u ' r e g o i n g t o send t o t h e 

w o r k i n g i n t e r e s t owners t h a t a r e c o m m i t t e d t o t h e 

w e l l s e i t h e r by a JOA o r some o t h e r document. 

A f t e r t h a t n o t i c e i s s e n t o u t , t h e n t h e 

p a r t i e s u n d e r t h e p o o l i n g o r d e r have a chance t o pay 

t h e i r s h a r e . T h e r e a f t e r , once money i s a c t u a l l y 

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

o b j e c t t o a c t u a l r e a s o n a b l e c o s t s and b r i n g y ou back 

b e f o r e t h e e x a m i n e r and t a l k a b o u t i f a l l t h o s e 

e x p e n d i t u r e s were f a i r , r e a s o n a b l e , and a p p r o p r i a t e . 

Would t h a t g e n e r a l schemework o f t h i n g s 

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

r e m a i n i n g f u t u r e c o s t s f o r t h e s e w e l l s by h a v i n g you 

p r e p a r e and s u b m i t t o t h e D i v i s i o n and t o t h e s e o t h e r 

o wners t h a t s p e c i f i c AFE t h a t i d e n t i f i e s t h e i t e m s 
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t h a t go i n t o t h e $150,000? 

A. Yes. I can p r e p a r e t h a t w i t h i n , I'm g o i n g 

t o s a y , a 30-day p e r i o d a f t e r t h e o r d e r i s i s s u e d . 

Q. T h a t t i m e f r a m e , w o u l d t h a t be a 

s u f f i c i e n t t i m e f r a m e i n w h i c h t o have e l e c t i o n s made 

f o r t h e a d d i t i o n a l work and t o g e t t h a t w o r k done i n 

a t i m e l y f a s h i o n ? 

A. Yes, i t w o u l d . And i f we f e l t t h a t i t 

needed t o be done e a r l i e r , t h e n we w o u l d j u s t send 

o u t t h e AFE's e a r l i e r . 

Q. L e t ' s t u r n t o t h e n e x t w e l l i n y o u r 

p a c k a g e . What's t h e n e x t --

A. I have t h e F e d e r a l . 

Q. L e t ' s l o o k a t t h e F e d e r a l 9 W e l l . A t t h e 

t i m e C o n s o l i d a t e d a c q u i r e d t h a t w e l l , d e s c r i b e f o r us 

t h e s t a t u s o f t h e w e l l as you have d e t e r m i n e d i t t o 

be . 

A. Okay. T h i s was, i s what t h e i n d u s t r y 

c a l l s i t t h a t w o r k s i n t h e San Juan B a s i n , a t o p - s e t 

w e l l . I t was d r i l l e d down t o t h e t o p o f t h e c o a l s . 

An i n t e r m e d i a t e c a s i n g s t r i n g was s e t r i g h t above 

t h a t t o keep t h e i n t e g r i t y o f t h e h o l e , and i t was 

l e f t a t t h a t . 

I m i g h t a l s o add, a g a i n , i t was o n l y 

e q u i p p e d w i t h a w e l l h e a d , no o t h e r t y p e o f f a c i l i t i e s 
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on l o c a t i o n . 

Q. Have you examined t h e i n t e g r i t y o f t h a t 

w e l l b o r e and t h e method o f d r i l l i n g t h a t w e l l ? 

A. I have. 

Q. What's y o u r c o n c l u s i o n ? 

A. I t was done as most o p e r a t o r s w o u l d do i t 

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

Q. What r e m a i n s t o be done? 

A. L e t me say t h a t we have done some work 

s i n c e Richmond, and t h e n I ' l l l e a d i n t o w hat we p l a n 

on d o i n g . 

A g a i n , t h i s was a w e l l t h a t b ecause gas 

had n o t been b r o u g h t t o s u r f a c e , t h e a p p l i c a t i o n was 

n o t c o m p l e t e d . So o u r i n t e n t was t o go o u t t h e r e , 

d r i l l t h e w e l l down t h r o u g h t h e c o a l bed, b r i n g gas 

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

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

p r o c e s s , s u b m i t t h a t t o t h e p r o p e r agency t o comply 

w i t h t h e d e a d l i n e f o r t h e S e c t i o n 29 t a x c r e d i t . 

P r o b a b l y t h e one i n t e r e s t i n g f e a t u r e a b o u t 

t h e F e d e r a l w e l l i s t h a t most t o p - s e t w e l l s a r e 

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

what i s c a l l e d t h e c a v i t y - t y p e c o m p l e t i o n , w h i c h i s 

b a s i c a l l y an open h o l e - t y p e c o m p l e t i o n . We f e e l 

b ased on c o n v e r s a t i o n s w i t h o t h e r o p e r a t o r s t h a t t h a t 
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m i g h t be a good method f o r t h i s w e l l . 

So we, i n o u r d e c i s i o n t o go i n and g e t 

t h i s gas sample, we have l e f t i t i n an o p e n - h o l e 

c o n d i t i o n a f t e r d r i l l i n g down t h r o u g h t h e r e . A g a i n , 

t h e c o s t a s s o c i a t e d w i t h d o i n g t h a t i n t h e AFE, l i k e 

t h e o t h e r w e l l , t h e AFE's were p r e p a r e d i n advance, 

s e n t t o p a r t n e r s . 

We've gone and have done t h e w o r k . We 

a c h i e v e d o u r g o a l s . And t h e AFE, I b e l i e v e , was 

e s t i m a t e d , o r t h e c o s t s shown on t h e AFE a r e 

$46,400. We were a c t u a l l y a b l e t o do t h e work f o r i n 

t h e r a n g e o f $30,000. 

We o v e r e s t i m a t e d o u r c o s t s b e c ause we were 

u n d e r t h e o p i n i o n t h a t we needed a c e r t a i n t y p e o f 

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

we were a b l e t o d e t e r m i n e t h a t we c o u l d do t h i s 

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

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

t h e amount s t a t e d on t h e AFE. 

As f a r as what l i e s ahead o f u s , a g a i n , we 

f e e l s t r o n g l y a t t h i s p o i n t t h a t t h i s may be a 

c a v i t a t i o n c a n d i d a t e . T h a t i s a p r o c e s s o f , when 

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

c a v i t y , i t ' s an o n g o i n g , i t ' s a d a y - t o - d a y d e c i s i o n 

as t o w h e t h e r o r n o t you c o n t i n u e . W i t h my k n o w l e d g e 
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o f t h e a r e a a t t h i s p o i n t , I'm g o i n g t o e s t i m a t e t h a t 

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

s u c c e s s f u l w i t h t h e c a v i t y - t y p e c o m p l e t i o n , w i l l be 

$195,000. 

A g a i n , t h e b u l k o f t h a t c o s t w o u l d be 

a t t r i b u t a b l e t o t h e c a v i t a t i o n p r o c e s s , w h i c h I'm 

e s t i m a t i n g c o u l d t a k e two weeks a t a d a i l y c o s t i n 

t h e r a n g e o f $7,000, and t h a t ' s a f i g u r e t h a t a g a i n 

we have r e s e a r c h e d . 

So t h a t ' s what we're g o i n g w i t h a t t h i s 

p o i n t . A g a i n , we w o u l d p r e p a r e an AFE t o r e f l e c t 

t h i s t y p e o f c o m p l e t i o n p r o c e s s as w e l l t h e o t h e r 

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

as w e l l t h e e q u i p m e n t needed t o e q u i p t h e f a c i l i t y 

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

Q. Those a d d i t i o n a l f u t u r e e x p e n d i t u r e s w o u l d 

be s e n t o u t t o t h e w o r k i n g i n t e r e s t owners w i t h a 

s u p p l e m e n t a l AFE? 

A. Yes. 

Q. Can t h a t p r o c e s s be u t i l i z e d t o send o u t 

t h i s s u p p l e m e n t a l AFE t o any p a r t y t h a t w o u l d be 

s u b j e c t t o t h e p o o l i n g o r d e r ? 

A. Yes. 

Q. And a l l o w them t o make an e l e c t i o n based 

upon t h a t AFE as a c t u a l l y s u b m i t t e d ? 
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A. Yes. 

Q. When you l o o k a t t h e c o s t s i n v o l v e d i n t h e 

w e l l , w hat Richmond s p e n t , what you s p e n t t o g e t t h e 

sample f o r t h e t a x c r e d i t , and what you f o r e c a s t as 

r e m a i n i n g e x p e n d i t u r e s , can you t e l l us what t h a t 

t o t a l number, i n y o u r e s t i m a t e , i s g o i n g t o be? 

A. Sure. Richmond i n t h e i r AFE e s t i m a t e d a 

p r o d u c i n g w e l l e q u i p p e d on p r o d u c t i o n w o u l d c o s t 

$385,000. I n g e t t i n g t o t h e t o p - s e t s t a t u s , t h e y 

s p e n t $140,000. We have gone i n , as I s t a t e d 

e a r l i e r , s p e n t an a d d i t i o n a l $30,000 t o d r i l l t h e 

w e l l down t h r o u g h t h e c o a l , o b t a i n t h e gas sample. 

T h a t and t h e $195,000 t h a t I'm e s t i m a t i n g we w i l l 

s pend t o f i n i s h c o m p l e t i n g t h e w e l l and e q u i p i t w i l l 

b r i n g us t o a t o t a l c o s t o f $365,000, w h i c h i s 

a p p r o x i m a t e l y $20,000 l e s s t h a n t h e o r i g i n a l AFE s e n t 

o u t by Richmond. 

A g a i n , I b e l i e v e t h a t t h e c o s t s t h a t t h e y 

i n c u r r e d were r e a s o n a b l e . They d i d i t i n a q u i c k 

manner. They d i d n o t have any p r o b l e m s . And, 

c o n s e q u e n t l y , any c o n t i n g e n c y i t e m s t h a t w o u l d be i n 

t h e AFE t h a t w o u l d s u p p o r t a h i g h e r c o s t e s t i m a t e 

were n o t i n c u r r e d . So t h e $140,000 t h e y s p e n t was 

v e r y r e a s o n a b l e . 

Q. L e t ' s go back t o t h e Carnes w e l l and have 
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you g i v e me t h a t a r i t h m e t i c f o r t h a t w e l l . 

A. S u r e . 

Q. What do you f o r e c a s t t o be t h e t o t a l c o s t 

t o t h e Carnes w e l l ? 

A. The t o t a l f o r e c a s t e d c o s t f o r t h a t w e l l 

w o u l d be $393,000. 

Q. And you g e t t o t h a t number by? 

A. By t a k i n g i n t o a c c o u n t t h e $224.6 t h o u s a n d 

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

$18,000 we s p e n t i n g e t t i n g t h e gas sample f o r t h e 

NGPA a p p l i c a t i o n , and t h e n t h e a d d i t i o n a l $150,000 

f o r c o m p l e t i n g t h e w e l l and e q u i p p i n g i t . 

Q. How does t h a t compare t o t h e o r i g i n a l AFE 

s u b m i t t e d t o t h e D i v i s i o n by Richmond f o r t h e Carnes 

w e l l ? 

A. I t ' s a p p r o x i m a t e l y $77,000 g r e a t e r t h a n 

t h e Richmond's e s t i m a t e . 

Q. And t h a t d i f f e r e n c e i s a t t r i b u t e d t o what? 

A. I w o u l d say t h a t p r o b a b l y t h e p r i m a r y 

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

p r e p a r e d t h i s AFE back i n 1990. The c o s t f o r 

m a t e r i a l s and so f o r t h t o s t i m u l a t e t h e w e l l a t t h e 

s i z e t h a t t h e y had p l a n n e d on s t i m u l a t i n g i t , t h o s e 

c o s t s a r e much g r e a t e r i n t o d a y ' s m a r k e t . 

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

c o s t a l l o c a t i o n . And o f c o u r s e t h e r e i s t h a t $18,000 

t h a t i s r e a l l y an i n c r e m e n t a l phase o f t h e c o m p l e t i o n 

p h a se, b u t we had t o s e g r e g a t e i t i n o r d e r t o meet 

t h e d e a d l i n e . 

So t h o s e t h r e e main a r e a s a r e t h e r e a s o n s . 

Q. Are you s t i l l s a t i s f i e d t h a t t h e 

r e e v a l u a t e d c o s t f o r t h e w e l l as a t o t a l c o m p l e t e d 

w e l l i s r e a s o n a b l e ? 

A. Yes, I w o u l d s t i l l say t h a t . 

Q. L e t ' s go on t o M i l l e r 1 1 . What was t h e 

s t a t u s o f t h a t w e l l when you a c q u i r e d i t ? 

A. I t was a c o m p l e t e d w e l l b o r e . I n o t h e r 

w o r d s , i t had been d r i l l e d down t h r o u g h t h e c o a l s , 

c a s i n g was s e t t h r o u g h t h e c o a l s , t h e c o a l beds were 

p e r f o r a t e d , and gas sample was t a k e n , and t h e 

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

Q. Have you examined t h a t w e l l b o r e and i t s 

s t a t u s and r e a c h e d any c o n c l u s i o n s ? 

A. Not t o t h e b e s t o f my k n o w l e d g e . I t has 

t h e i n t e g r i t y n e c e s s a r y t o c a r r y f o r t h w i t h i t f r o m a 

c o m p l e t i o n s t a n d p o i n t . T h e r e ' s n o t h i n g i n t h e 

r e c o r d s t h a t w o u l d i n d i c a t e o t h e r w i s e . So we do 

b e l i e v e i t ' s a w e l l b o r e w i t h i n t e g r i t y and can be 

c a r r i e d on w i t h i n t h e f u t u r e . 
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Q. Do you have a f o r e c a s t o f t h e r e m a i n i n g 

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

A. Yes. T h a t amount i s $170,000. T h i s w e l l 

i s v e r y s i m i l a r t o t h e Carnes w e l l , w h i c h I e s t i m a t e d 

a t $150,000. I'm e s t i m a t i n g an a d d i t i o n a l $20,000 

h e r e because we have d e t e r m i n e d t h a t a d d i t i o n a l r o a d 

work i s g o i n g t o be n e c e s s a r y , s i t e r e c l a m a t i o n , and 

t h e r e have been some o t h e r i s s u e s r e g a r d i n g t h e 

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

more c o s t s . 

Q. L e t ' s go t h r o u g h t h e c o s t c o mponents. 

L o o k i n g a t Richmond's a c t u a l c o s t s , what c o s t s you 

have a c t u a l l y s p e n t t o d a t e , and what y o u l o o k as 

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

w e l l . 

A. Okay. 

Q. G i v e us t h e t o t a l number, and t h e n l e t ' s 

t a l k a b o u t t h e components. 

A. S u r e . A g a i n , t h e i r AFE t o d r i l l and 

c o m p l e t e t h a t w e l l us $326.4 t h o u s a n d . T h e i r c o s t s 

t o d a t e have been $142.8 t h o u s a n d . We have n o t s p e n t 

any a d d i t i o n a l d o l l a r s on t h a t w e l l f o r i t s 

c o m p l e t i o n . 

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

c o m p l e t e t h a t w e l l o f $170,000, t h a t , w i t h t h e c o s t 
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t o d a t e , w o u l d g i v e us a t o t a l o f a p p r o x i m a t e l y 

$313,000 o r $13,000 l o w e r t h a n Richmond's e s t i m a t e . 

Q. Any o p i n i o n o r c o n c l u s i o n a b o u t t h e 

r e a s o n a b l e n e s s ? 

A. No. I ' d say a g a i n t h a t e v e r y t h i n g a p p e a r s 

t o be i n l i n e . L o o k i n g a t t h e i r i t e m i z e d c o s t s t h a t 

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

t h i s f a i r l y c l o s e l y t o t h e i r AFE e s t i m a t e s . 

A g a i n , what we see i n t e r m s o f what l i e s 

a head, Richmond d i d n o t q u a l i f y e x a c t l y w h a t t h e y had 

p l a n n e d i n t e r m s o f s t i m u l a t i o n and so f o r t h , b u t we 

b e l i e v e , w i t h t h e e s t i m a t e s t h a t we've made t o d a t e , 

t h a t t h e $170,000 i s a v e r y good number. And add 

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

t o t h e i r AFE c o s t . So e v e r y t h i n g seems t o be i n 

l i n e . 

Q. The r e m a i n i n g f u t u r e c o s t , t h e $170,000, 

has t h a t been i t e m i z e d i n an AFE r e a d y f o r s u b m i t t a l 

t o t h e w o r k i n g i n t e r e s t owners? 

A. Not a t t h i s p o i n t . 

Q. A g a i n , t h e same p r o c e s s t h e n as we have 

s u g g e s t e d f o r t h e o t h e r t wo w e l l s ; t h a t when t h a t AFE 

i s r e a d y , i t goes o u t t o t h e w o r k i n g i n t e r e s t 

o w n e r s . I t w o u l d a l s o go o u t t o any p a r t y w i t h 

r i g h t s f o r e l e c t i o n u n d e r t h e p o o l i n g o r d e r , and t h e y 
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1 w o u l d have t h e o p p o r t u n i t y t o make e l e c t i o n s i n a 

2 s i m i l a r f a s h i o n , i f you w i l l , as t h e o t h e r w o r k i n g 

3 i n t e r e s t owners? 

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

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

6 e x a m i n a t i o n o f Mr. H a r r i s o n . 

7 EXAMINATION 

8 BY MR. ANDERSON: 

9 Q. L e t me see i f I u n d e r s t a n d . On t h e Carnes 

10 w e l l , Richmond s e t a l i n e r t h r o u g h t h e F r u i t l a n d 

11 c o a l ? 

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

13 Q. How b i g was t h a t l i n e r ? 

14 A. 4-1/2 i n c h . 

15 Q. Do you know how many f e e t t h a t was, by 

16 chance? 

17 A. I'm g o i n g t o use r o u n d e d - o f f numbers, c a l l 

18 i t 300 -- I can t e l l you e x a c t l y . 

19 Q. I ' l l t e l l you what, w o u l d you j u s t g i v e me 

20 t h e c a s i n g p r o g r a m on t h a t , p l e a s e . 

21 A. Sure. They s e t s u r f a c e c a s i n g , w h i c h i s 

22 9-5/8 i n c h , t h e y s e t t h a t t o a d e p t h o f 233 f e e t . 

23 They d r i l l e d down t h r o u g h t h a t s u r f a c e t o a d e p t h o f 

24 2,517 f e e t . They s e t a s t r i n g o f 7 - i n c h c a s i n g . 

25 Q. 2 , 517? 
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A. 2,517. They t h e n came i n and d r i l l e d down 

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

a p p r o x i m a t e l y 2,298 f e e t , e x t e n d i n g t o a d e p t h o f 

2,839 f e e t . 

Q. And t h a t g o t them t h r o u g h t h e F r u i t l a n d 

c o a l ? 

A. Yes, i t d i d . 

Q. They s p e n t $19,866 on t h e i r c a s i n g 

p r o g r a m . T h a t ' s j u s t t h e c o s t o f t h e c a s i n g . T h a t 

d o e s n ' t i n c l u d e t h e cement; r i g h t ? 

A. Yes, t h a t w o u l d j u s t s t r i c t l y be c a s i n g 

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

Q. We're p a y i n g a b o u t $10 a f o o t f o r 9-5/8. 

What a r e y o u a l l p a y i n g ? 

A. You p a i d how much? 

Q. Ab o u t $10 a f o o t . 

A. I'm g o i n g t o say -- you know, l e t me 

q u a l i f y t h a t and say t h a t I'm n o t r e a l f a m i l i a r w i t h 

p i p e p r i c e s i n t h e San Juan B a s i n a r e a , b u t I'm g o i n g 

t o v e n t u r e t o say t h a t we're p r o b a b l y g o i n g t o be 

a b l e t o a c q u i r e , i f we g e t t o t h e p o i n t where we e v e r 

need p i p e l i k e t h i s t h a t i t w i l l p r o b a b l y be i n t h a t 

n e i g h b o r . A g a i n , I have n o t c h e c k e d on p i p e p r i c e s 

i n t h e a r e a ; so I r e a l l y c a n ' t answer t h a t q u e s t i o n 

w i t h any d e g r e e o f a c c u r a c y . 
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Q. 7 - i n c h we're p a y i n g a b o u t $6.50 a f o o t i n 

West Texas. What a r e you a l l p a y i n g o u t h e r e ? 

A. A g a i n , we h a v e n ' t p u r c h a s e d any p i p e i n 

t h i s a r e a f o r t h a t . We do v e r y l i t t l e d r i l l i n g . 

Q. I n t h i s a r e a ? 

A. W e l l , i n any o f o u r a r e a s t h a t we o p e r a t e 

i n . Our d r i l l i n g i s somewhat l i m i t e d , and a g a i n 

t h a t ' s n o t my d e p a r t m e n t . I w o u l d n o t be r e s p o n s i b l e 

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

o r d e r . We have somebody e l s e t h a t w o u l d do t h a t , 

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

p i p e . 

Q. So y o u ' r e w o r k i n g m o s t l y as a c o m p l e t i o n 

o r r e s e r v o i r e n g i n e e r ? 

A. W e l l , l e t me say t h i s . Up t o t h i s p o i n t 

i n t h i s b a s i n , we have n o t had t h e need t o go o u t , o r 

we h a v e n ' t d r i l l e d any w e l l s . We have n o t had t o p u t 

a n y t h i n g i n t h e h o l e o t h e r t h a n t u b i n g . So f o r me t o 

be f a m i l i a r w i t h what p i p e c h a r g e s a r e i n t h i s a r e a , 

I h a v e n ' t v e n t u r e d i n t o t h a t a r e a , b u t s i n c e I am i n 

c h a r g e o f t h i s p r o j e c t , when we g e t t o a p o i n t where 

we w i l l need t h o s e k i n d s o f t h i n g s , I w o u l d be 

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

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

s e r v i c e s . So, y e s , I w o u l d become f a m i l i a r w i t h 
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t h o s e . 

Q. D i d you have a chance t o r e v i e w Richmond's 

i n v o i c e s ? 

A. No . 

Q. I have a c o u p l e q u e s t i o n s a b o u t t h e s e 

i t e m s t h a t I guess Richmond has p r o v i d e d y o u . The 

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

a c c o u n t , do you have any i d e a what t h a t i s , 

$6,378.50? 

A. A re we t a l k i n g a b o u t t h e Carnes w e l l ? 

Q. I'm s o r r y , y e s . The n e x t t h i n g . L e t ' s go 

back t o t h e Carnes. The f i r s t i t e m , a p p r o v e d 

l e a s e h o l d n o n p r o d u c i n g , $2,892.23, do you know what 

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

A. No, I d o n ' t . 

Q. How a b o u t t h e t h i r d i t e m , a p p r o v e d 

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

$21,050.70? 

A. I d o n ' t know e x a c t l y what t h o s e a r e f o r . 

I know enough t o know what t h e y ' r e s a y i n g t h e r e , b u t 

I have n o t seen t h e a c t u a l i n v o i c e s t h a t w o u l d 

i n d i c a t e what t h e i t e m i z e d b r e a k d o w n o f t h o s e t o t a l 

c o s t s a r e . 

Q. What do you t h i n k t h a t c o s t c o v e r s ? 

A. W e l l , a t t o r n e y s f e e s f o r d o i n g a t i t l e 
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o p i n i o n , r e c o r d i n g f e e s w i t h t h e v a r i o u s c o u n t y c o u r t 

houses once t h e y ' v e o b t a i n e d l e a s e s , a s s i g n m e n t s , 

w h a t e v e r . A g a i n , t h o s e — I w o u l d v e n t u r e t o say 

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

Q. W e l l , I wonder how t h a t d i f f e r s w i t h i t e m 

4, r e c o r d i n g f e e s and t i t l e work? 

A. T h e r e ' s t h a t i t e m "WK" n e x t t o t h a t , and, 

a g a i n , I d o n ' t know what t h a t a b b r e v i a t i o n s t a n d s f o r . 

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

w o r k , p r o b a b l y a t t o r n e y s . 

A. A g a i n , I c a n ' t speak f o r t h o s e t y p e o f 

c o s t i t e m s . 

Q. How a b o u t t h e f i f t h one, p r e v i o u s l y 

u n a l l o c a t e d c l e a r p r o p e r t y a c c o u n t , $ 1 6 , 2 5 4 . 3 1 , do 

you know what t h a t ' s f o r ? 

A . No . 

Q. On t h e w e l l h e a d e q u i p m e n t , I guess i t ' s 

i t e m 7, more o r l e s s , $10,357.75. What k i n d o f 

w e l l h e a d e q u i p m e n t was on t h e l o c a t i o n ? 

A. What t h e y had were -- t h e y had a main 

m a s t e r v a l v e , and t h e y had two w i n g v a l v e s , and t h e y 

were b r a n d new t y p e e q u i p m e n t . The m a n u f a c t u r e r s , I 

c o u l d n ' t t e l l y ou who t h e m a n u f a c t u r e r s o f t h o s e 

w e r e , b u t what we d i d do, we t o o k them t o a l o c a l 

w e l l s e r v i c i n g company and have p l a c e d them on t h e i r 
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p r o p e r t i e s t o a v o i d anybody w a l k i n g o f f w i t h them 

because t h e two w i n g v a l v e s were l a y i n g o f f on t h e 

s i d e . B ut t h e y a r e new q u a l i t y , t h e y have been 

i n s p e c t e d and so f o r t h . 

Q. S i n c e t h e y r a n a l i n e r b u t d i d n ' t r u n t o 

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

c a s i n g and t h e 7 i n c h ? 

A. What t h e y have i s a c a s i n g h e a d , w h i c h 

w o u l d be t i e d on t o t h e 7 i n c h . The l i n e r i s 

a c t u a l l y hung o f f n e a r t h e b o t t o m o f t h e i n t e r m e d i a t e 

s t r i n g w i t h t h e use o f a l i n e r h a n g e r , w h i c h i s 

n o t h i n g more t h a n a p a c k e r - t y p e e l e m e n t . 

Q. T h i s c o s t d o e s n ' t sound h i g h t o you? 

A. On w h i c h ? 

Q. On t h e w e l l h e a d e q u i p m e n t ? 

A. For b r a n d new e q u i p m e n t o f t h e t y p e o f 

q u a l i t y v a l v e s and t h e s i z e t h a t t h e y had, t h a t t o me 

i s p r o b a b l y p r e t t y c l o s e . 

Q. R e a l l y ? 

A. Yes. 

Q. We're o n l y p a y i n g a b o u t $2,000 f o r a new 

w e l l h e a d and a b o u t $1,000 f o r a u s e d . 

A. T h i s Carnes w e l l was t h e e x c e p t i o n t o what 

t h e y n o r m a l l y e q u i p t h e i r w e l l s w i t h o u t h e r e . On 

a l m o s t e v e r y one o f t h e s e , t h e y j u s t had a L a r k i n 

CUMBRE COURT REPORTING 
P.O. BOX 9262 

Santa Fe, New M e x i c o 85704-9262 
(505) 984-2244 FAX: 984-2092 



7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

2 0 

2 1 

2 2 

2 3 

2 4 

25 

124 

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

p r i c e w i t h a b o n n e t s t i c k i n g up f r o m t h a t u n d e r n e a t h 

t h e cap. 

And, a g a i n , t h a t t y p e o f e q u i p m e n t , 

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

t h o s e t y p e s o f p r i c e s . T h i s w e l l was an e x c e p t i o n . 

Why t h e y had t h i s p r e m i u m - t y p e e q u i p m e n t o u t t h e r e , I 

c a n ' t answer t h a t . 

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

t h e w e l l h e a d , b u t i t e m , i t l o o k s l i k e No. 9, was a 

g a t h e r i n g s y s t e m , $426.83. Do you know what t h a t ' s 

f o r ? 

A. No. I t ' s a low amount. I'm g o i n g t o — 

no, I c a n ' t say e x a c t l y what t h a t ' s f o r . V a r i o u s 

c o m p a n i e s , when t h e y go t o c o d i n g i n v o i c e s and so 

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

names, f o r i n s t a n c e , g a t h e r i n g s y s t e m s . I t ' s my 

guess t h a t s o m e t h i n g t h e y d i d on t h a t w e l l e i t h e r i n 

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

w o u l d be r e l a t e d t o what t h e y had p l a n n e d t o do down 

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

w h e t h e r i t be a f l o w l i n e p a t h o r s o m e t h i n g l i k e t h a t , 

t h a t ' s t h e o n l y t h i n g , b u t , a g a i n , I do n o t know 

e x a c t l y what t h a t s t a n d s f o r . 

Q. Have you v i s i t e d t h e Carnes and t h e 
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F e d e r a l l o c a t i o n ? 

A. I s u r e have. 

Q. And t h e r e ' s n o t h i n g t h e r e b u t a w e l l h e a d ? 

A. T h e r e ' s n o t h i n g t h e r e b u t a w e l l h e a d , 

t h a t ' s c o r r e c t . L e t me v e n t u r e t o say t h a t , y e a h , 

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

Q. The p i t s h a v e n ' t been c l o s e d ? 

A. No, t h e y h a v e n ' t . T h a t ' s s o m e t h i n g t h a t , 

a g a i n , we have a d d r e s s e d w i t h t h e v a r i o u s a g e n c i e s , 

and t h a t w i l l be t a k e n c a r e o f . 

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

w o r k i n g p r o g r e s s , $546.21? 

A. A g a i n , I c o u l d n ' t t e l l y ou e x a c t l y what 

i t e m i z e d amount t h a t w o u l d be. 

Q. How a b o u t t h e d r i l l i n g c o n t r a c t , do you 

know i f i t was f o o t a g e o r t u r n k e y ? 

A. I t ' s my u n d e r s t a n d i n g t h a t t h e s e were 

d r i l l e d on a f o o t a g e b a s i s . 

Q. So i t l o o k s l i k e a b o u t w h a t , $12 a f o o t o r 

so? 

A. A c c o r d i n g t o t h e i r AFE's, t h e y were 

e s t i m a t i n g $11.25 a f o o t . I t a k e t h a t b a c k . T h a t ' s 

on t h e F e d e r a l w e l l . On t h e Carnes, $12.00 a f o o t . 

Q. The n e x t i t e m , s i t e p r e p a r a t i o n , e t c . , 

$3 0,000? 
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A. R i g h t . I f you l o o k a t t h i s l o c a t i o n , i t ' s 

c u t i n t o t h e s i d e o f a h i l l . You can see a l o t o f 

d i r t had t o be moved, t h e r o a d i n t o t h e l o c a t i o n 

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

a l o n g r o a d . I t ' s p r o b a b l y t h r e e q u a r t e r s o f a 

m i l e . I t was r o c k e d . They t o o k some p r e c a u t i o n s t o 

a s s u r e them t h e y c o u l d r e e n t e r t h e l o c a t i o n i n bad 

w e a t h e r an so f o r t h . 

Q. So t h a t l o o k s l i k e a r e a s o n a b l e c h a r g e t o 

you? 

A. Yes. I'm g o i n g t o say i t ' s p r o b a b l y a 

l i t t l e on t h e h i g h s i d e , b u t a g a i n when you l o o k a t 

a l l t h e w o r k , t h e d i r t t h a t has been removed o u t 

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

c o u l d e a s i l y see i t c o s t i n g t h a t much. 

Q. They d r i l l e d and s e t a l i n e r . They've g o t 

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

i n h i b i t o r s , I guess i t i s , I M H I . Do you know what 

t h a t $1,455.08 i s f o r ? 

A. I'm g o i n g t o v e n t u r e t o say t h a t what 

p r o b a b l y happened i s , a f t e r t h e y p e r f o r a t e d t h e w e l l , 

t h e y were n o t a b l e t o b r i n g i n a s u f f i c i e n t amount o f 

gas and p r o b a b l y t h o u g h t t h a t t h a t was due t o some 

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

a s m a l l a c i d j o b on t h e w e l l t o c l e a r t h o s e 
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p e r f o r a t i o n s t o a l l o w t h e gas t o come o u t e a s i e r . 

Q. Any i d e a what t h e o t h e r s e r v i c e i s , 

$1,899.53 i s f o r ? 

A. No. A g a i n , i t ' s one o f t h o s e t h i n g s t h a t 

v a r i e s by company. I t c o u l d v e r y w e l l be some 

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

t h e r e , w e l d e r s . Of c o u r s e , I r e a l l y h a v e n ' t l o o k e d 

t o see i f t h e y have i t i t e m i z e d f o r w e l d e r s , b u t my 

gu e s s , i t i s v a r i o u s s e r v i c e s such as w e l d i n g and 

t h i n g s l i k e t h a t . 

Q. On t h e o v e r h e a d c h a r g e , i f t h e y were 

c h a r g i n g $3,500 a day o v e r h e a d , w h a t , i t t o o k a b o u t 

t e n days t o d r i l l t h e w e l l ? 

A. What t h e y d i d , keep i n mind i t was done i n 

s t a g e s . They a c t u a l l y d r i l l e d a t o p - s e t t y p e w e l l 

i n i t i a l l y . So when t h e w e l l was spudded back i n 

June, and I ' d have t o p u l l o u t t h e d r i l l i n g r e p o r t s , 

i t was p r o b a b l y a t o t a l t i m e on l o c a t i o n , I'm g o i n g 

t o e s t i m a t e p r o b a b l y f i v e t o s i x d a y s , b u t b e f o r e I 

say t h a t , I do have s o m e t h i n g t h a t s h o u l d -- i t ' s 

a c t u a l l y i n a f i l e down t h e r e on t h e t a b l e . 

MR. KELLAHIN: Which one do you want? 

THE WITNESS: I t ' s t h e C a r n e s . I t s h o u l d 

be up on t o p . 

I t w o u l d be f i v e d a y s . 
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Q. (BY MR. ANDERSON) F i v e days t o d r i l l ? 

A. On t h e i n i t i a l d r i l l i n g p r o c e d u r e t o t o p 

s e t t h e w e l l . 

Q. And t h e n how many days t o s e t t h e l i n e r , 

do you know? 

A. T h a t ' s i n a s e p a r a t e r e p o r t h e r e . I 

b e l i e v e t h a t i n c l u d e s -- t h o s e d a t e s have been f i l e d 

on a s u n d r y n o t i c e as w e l l . A c t u a l l y , Richmond's 

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

l o t o f t h e s e q u e s t i o n s t h a t y o u ' r e a s k i n g . So t h a t ' 

w h a t ' s t a k i n g some t i m e h e r e . 

I t w o u l d be my guess t h a t i t was, a g a i n , 

t h r e e - o r f o u r - d a y p r o c e s s . 

Q. On t h e l i n e r ? 

A. So s e t t i n g t h e l i n e r , r i g h t . T h a t w o u l d 

be — you have t o d r i l l down t h e w e l l and s e t y o u r 

l i n e r , cement i t , w a i t a day f o r y o u r cement b e f o r e 

you go i n and p e r f o r a t e . 

A c t u a l l y , I b e l i e v e I f o u n d i t r i g h t 

h e r e . T h a t was a f o u r - d a y p r o c e s s . 

Q. On t h e c o m p l e t i o n , I guess t h e y a t t e m p t e d 

a c o m p l e t i o n t h e r e , d i d t h e y ? 

A. W e l l , a r e you r e f e r r i n g t o I t e m 104, 

c o m p l e t i o n work o v e r swab? 

Q . Yes. 
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A. A g a i n , t h a t ' s t h e a d d i t i o n a l c o s t t h e y 

i n c u r r e d by b r i n g i n g a w o r k - o v e r r i g o u t t h e r e t o 

d r i l l t h e w e l l down. I t was p r o b a b l y a w e l l w i t h a 

f a i r l y l a r g e s i z e s u b s t r u c t u r e j u s t as a 

p r e c a u t i o n a r y measure. They w o u l d hook up a 

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

t h e c o a l s , use t h a t same r i g t o s e t t h e i r l i n e r w i t h , 

cement w i t h , and so f o r t h . And t h a t ' s why you see 

t h e a l m o s t $24,000 c h a r g e u n d e r t h a t c o s t i t e m . T h a t 

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

i n t o t h e c o a l beds, s e t t i n g t h e l i n e r , c e m e n t i n g , and 

so f o r t h . 

Q. Does i t say on t h e d r i l l i n g r e p o r t what 

k i n d o f r i g t h e y used? 

A. I do know t h a t t h e y u s e d w h a t ' s c a l l e d i n 

t h e B a s i n a c o m p l e t i o n r i g , w h i c h i s a r i g t h a t ' s 

e q u i p p e d f o r 2 4 - h o u r - t y p e o p e r a t i o n . They g e n e r a l l y 

have a s u b s t r u c t u r e o f anywhere f r o m 18 t o 24 f e e t t o 

accommodate t h e BOP's, because, a g a i n , when you go 

i n t o a d r i l l - o u t s i t u a t i o n , you may want t o d r i l l o u t 

un d e r b a l a n c e and you want t o have t h e p r o t e c t i o n . 

Q. Do you t h i n k t h a t ' s r e a s o n a b l e ? 

A. We, a g a i n , i n o u r r e s e a r c h i n t h e a r e a , a 

l o t o f co m p a n i e s , even a l o t o f m a j o r c o m p a n i e s , 

p r e f e r t o use a r i g w i t h a l a r g e s u b s t r u c t u r e because 

CUMBRE COURT REPORTING 
P.O. Box 9262 

Santa Fe, New Me x i c o 85704-9262 
(505) 984-2244 FAX: 984-2092 



130 

1 t h e y have c e r t a i n p o l i c i e s r e g a r d i n g BOP-type 

2 s e t u p s . We f e e l t h a t we can do t h i s w i t h a m o d i f i e d 

3 d a y l i g h t r i g , w h i c h i s l e s s c o s t l y , and t h a t ' s how we 

4 u n d e r t o o k t h i s p r o j e c t f o r d r i l l i n g o u t t h e F e d e r a l , 

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

6 Q. F i n a l l y , I guess mud and c h e m i c a l s , i t e m 

7 No. I l l , t h o s e were i n c u r r e d d u r i n g t h e s e t t i n g o f 

8 t h e l i n e r , do you t h i n k ? 

9 A. Those were l i k e l y i n c u r r e d d u r i n g t h e 

10 d r i l l i n g p r o c e s s . A g a i n , t h e y were u s i n g a g e l - t y p e 

11 s y s t e m t o d r i l l down w i t h . So i t w o u l d be t h e mud 

12 and c h e m i c a l s i n v o l v e d i n t h e d r i l l i n g t o t h e 

13 p l a c e m e n t o f t h e 7 - i n c h c a s i n g , a g a i n , w h i c h i s a t a 

14 d e p t h o f a b o u t 2,500 f e e t . 

15 A g a i n , t h a t ' s — i t ' s one o f t h o s e c o s t 

16 i t e m s t h a t n o t k n o w i n g e x a c t l y where t h e mud came 

17 f r o m , i f t h e y were a p r u d e n t o p e r a t o r , t h a t mud w o u l d 

18 have been m i x e d o f f l o c a t i o n and b r o u g h t i n , h a u l e d 

19 i n i n t r u c k s t o a s s u r e t h e q u a l i t y o f i t . And, y e s , 

20 I c o u l d see c o s t s t h a t h i g h . 

21 Q. How a b o u t i t e m 124, o t h e r s e r v i c e s , any 

22 i d e a what i t ' s f o r ? 

23 A. I t e m 124. A g a i n , I'm g o i n g t o have t o 

24 r e f e r back t o my answer on t h e o t h e r s e r v i c e s . 

25 A g a i n , what I t h i n k i s h a p p e n i n g h e r e i s t h e y have 

CUMBRE COURT REPORTING 
P.O. Box 9262 

Santa Fe, New M e x i c o 85704-9262 
(505) 984-2244 FAX: 984-2092 



13 1 

1 c o s t c a t e g o r i e s , i n t a n g i b l e , t a n g i b l e , and so f o r t h , 

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

3 c o m p l e t i o n t h e y ' r e i n . 

4 So g i v e n t h a t t h i s o t h e r s e r v i c e i s u n d e r 

5 what w o u l d be an i n t a n g i b l e - t y p e i t e m , a g a i n , i t ' s 

6 p r o b a b l y a w e l d i n g t y p e s e r v i c e , any s l e w o f s e r v i c e s 

7 t h a t m i g h t be r e q u i r e d f o r t h e o p e r a t i o n t h a t t h e y 

8 were u n d e r t a k i n g . 

9 We do t h e same t h i n g a l o t o f t i m e s i n o u r 

10 company. We have i t e m s t h a t , because you d o n ' t want 

11 t o p r e s e n t an AFE t h a t ' s so cumbersome w i t h d e t a i l s , 

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

13 s e r v i c e s . I f i t ' s s o m e t h i n g t h a t y ou have a r e a l 

14 good f e e l f o r what t h e y m i g h t be, you m i g h t p u t some 

15 p a r e n t h e s e s i n y o u r AFE s t a t i n g what you e x p e c t t h o s e 

16 o t h e r s e r v i c e s t o be. 

17 T h a t ' s how we w o u l d do i t . I d o n ' t know 

18 what Richmond's p o l i c y was. T h a t ' s my guess as t o 

19 what i t i s . 

20 Q. How a b o u t i t e m 2 0 1 , t h e r e ' s a n o t h e r c a s i n g 

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

22 A. A g a i n , t h a t ' s p r o b a b l y j u s t t h e i r s e r v i c e 

23 c a s i n g , g i v e n t h a t t h e y o n l y r a n 233 f e e t a t a c o s t 

24 o f $14 a f o o t I b e l i e v e i s what t h e y -- l e t me g e t t o 

25 t h e Carnes h e r e . 
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Yes, t h e y e s t i m a t e d a c o s t o f $1,900 i n 

t h e i r AFE f o r s u r f a c e c a s i n g . As you can see, t h a t 

c h a r g e i s $1,967. So I w o u l d assume t h a t w o u l d be 

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

Q. I guess I have t h e same q u e s t i o n w i t h 

i t e m s 204 and 213. Why a r e t h e y d u p l i c a t e d h e r e 

a g a i n ? 

A. The w e l l h e a d e q u i p m e n t , t h a t c o u l d , a g a i n , 

be a n e e d l e v a l v e o r some o t h e r s m a l l v a l v e t h a t 

maybe t h e y o r d e r e d on l o c a t i o n . S o m e t h i n g , a g a i n , a 

s m a l l a u x i l i a r y p i e c e o f e q u i p m e n t , w h e t h e r i t be t h e 

b o n n e t t h a t was i n s t a l l e d on t h e w e l l h e a d 

a f t e r w a r d s . 

A g a i n , w i t h o u t a d e t a i l e d e s t i m a t e , 

l o o k i n g a t t h a t s m a l l o f a c o s t , t h a t w o u l d be my 

gue s s , i s an a u x i l i a r y i t e m , w h e t h e r i t be a p a c k i n g 

e l e m e n t , t h e b o n n e t i t s e l f , o r w h a t e v e r . 

Q. And i t e m 213, t h e s u r f a c e e q u i p m e n t ? 

A. S u r f a c e e q u i p m e n t i n s t a l l a t i o n ? 

Q. We had t h a t u n d e r i t e m 10 a l s o . 

A. A g a i n , t h a t ' s p r o b a b l y based on what phase 

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

i n . They w o u l d have d u p l i c a t i o n o f c o s t i t e m s t o 

r e f e r t o w h e t h e r i t was a d r y h o l e c o s t i t e m , a 

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

t h e r e , t h a t c o u l d -- a g a i n , i t w o u l d have t o be 

r e l a t e d t o t h e w e l l h e a d because t h e r e i s no o t h e r 

s u r f a c e e q u i p m e n t o u t t h e r e , and t h e r e n e v e r has been 

o t h e r t h a n r e n t a l - t y p e e q u i p m e n t . 

Q. And t h e n f i n a l l y 214, n o n c o n t r o l w e l l 

m a i n t e n a n c e ? 

A. N o n c o n t r o l l a b l e w e l l m a i n t e n a n c e . 

Q. N o n c o n t r o l l a b l e ? 

A. I c a n ' t answer what t h a t w o u l d s t a n d f o r . 

What I d i d i n a s s e s s i n g t h e s e c o s t s , j u s t t o 

r e i t e r a t e , a l o t o f t i m e s when y o u go i n t o a d r i l l i n g 

o p e r a t i o n and so f o r t h , you know, a l o t o f u n e x p e c t e d 

t h i n g s o c c u r o r o t h e r s e r v i c e s , some come i n g r e a t e r 

t h a n you w o u l d a n t i c i p a t e , some come i n l e s s . 

By t h e t i m e t h o s e c h a r g e s g e t back t o t h e 

o f f i c e and a r e coded i n t o t h e p r o p e r c o s t c a t e g o r i e s , 

as you can see, t h e r e ' s a much more i t e m i z e d 

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

v e r s u s what t h e AFE has. I t ' s my guess o r , e x c u s e 

me, i t ' s my o p i n i o n t h a t t h e t o t a l c o s t t h a t t h e y 

have i n c u r r e d h e r e t o t h e p o i n t t h a t t h e y were a r e 

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

s e r v i c e s were c o n d u c t e d and so f o r t h . 

When I see t h i s i t e m i z e d s t a t e m e n t and see 
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t h e s e i t e m s , a g a i n , t h a t pose some q u e s t i o n s i n my 

m i n d , I have t o j u s t go back and say w i t h o u t s e e i n g 

w hat e x a c t l y t h e i r p o l i c y i s f o r c o d i n g i n v o i c e i t e m s 

f r o m t h e f i e l d , I have t o l o o k a t t h i s more i n a 

g e n e r a l s e nse, and t h a t ' s what I ' v e done. 

Q. Were you p a r t o f t h e team t h a t w o r k e d up 

t h e b i d s f o r t h e p r o p e r t y ? 

A. No, I w a s n ' t . 

Q. I t a k e i t , t h o u g h , t h a t whoever w o r k e d on 

t h e s e b i d s f r o m C o n s o l i d a t e d p r e t t y much r e l i e d on 

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

i n v o i c e s ? 

A. T h a t ' s -- w e l l , a g a i n , I c a n ' t answer t h a t 

f r o m t h e s t a n d p o i n t t h a t , s i n c e I w a s n ' t i n v o l v e d 

w i t h t h a t , I d o n ' t know how t h e y t r e a t e d t h a t . I 

t h i n k i t ' s s a f e t o say t h a t i n any e v a l u a t i o n , t h e r e 

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

guess i t w o u l d m a i n l y be r e s e r v e s . 

Q. Do you have any i d e a p e r c e n t a g e w i s e how 

much C o n s o l i d a t e d a l l o c a t e d t o t h e r e s e r v e s i n t h e s e 

b i d s ? 

A. When you say b i d s — 

Q. W e l l , i n t h e o f f e r t o --

A. No, I d o n ' t . 

Q. To Richmond? 
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A. No. I t was my f u n c t i o n t h e r e , t h o s e 

t h i n g s a r e t o t a l l y k e p t s e p a r a t e f r o m what I do. 

I t ' s r e a l l y n o t my b u s i n e s s t o ask a b o u t t h o s e 

t h i n g s . Those a r e o t h e r p e r s o n s ' r e s p o n s i b i l i t i e s . 

Q. B u t i s i t y o u r u n d e r s t a n d i n g t h a t i n t h e 

money p a i d t o Richmond t h a t p a r t o f t h e money, 

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

A. I t h i n k — t h e o n l y t h i n g I can speak t o 

i s t h a t t h e cash c o n s i d e r a t i o n g i v e n t o Richmond was 

f o r what we f e l t was t h e m a r k e t v a l u e o f t h o s e 

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

p r o p e r t i e s . 

Q. Which i n c l u d e d t h e r e s e r v e s i n p l a c e ? 

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

e s t i m a t e d r e m a i n i n g r e s e r v e s . 

Q. You s a i d you were g o i n g t o have t o b i l l 

y o u r own g a t h e r i n g s y s t e m . I f I j o i n y o u i n t h i s 

w e l l , w i l l you s e l l my gas? 

A. A g a i n , t h a t ' s n o t my p o s i t i o n . I t ' s n o t 

my — I d o n ' t have t h e a u t h o r i t y t o make t h o s e 

d e c i s i o n s ; so I c a n ' t s p e c u l a t e on t h a t one. Those 

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

Q. Who w o u l d be a b l e t o answer t h a t q u e s t i o n ? 

A. T h a t w o u l d p r o b a b l y be o u r gas m a r k e t i n g 

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

CUMBRE COURT REPORTING 
P.O. BOX 9262 

Santa Fe, New M e x i c o 85704-9262 
(505) 984-2244 FAX: 984-2092 



3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

2 0 

2 1 

2 2 

23 

24 

2 5 

13 6 

We have d i r e c t i o n f r o m o u r e x e c u t i v e s t a f f as t o how 

we're g o i n g t o h a n d l e s i t u a t i o n s l i k e t h a t . 

Q. Can C o n s o l i d a t e d g u a r a n t e e me t h a t i f I 

j o i n i n t h e d r i l l i n g o f t h i s w e l l , t h e y w i l l s e l l my 

gas? 

MR. KELLAHIN: O b j e c t i o n . T h a t ' s 

i r r e l e v a n t t o t h e d i s c u s s i o n h e r e . We're n o t h e r e t o 

m a r k e t Mr. A n d e r s o n ' s gas. We're h e r e t o f o r c e p o o l 

h i s i n t e r e s t s . 

EXAMINER CATANACH: I w o u l d a g r e e w i t h 

t h a t , Mr. K e l l a h i n . 

MR. ANDERSON: I u n d e r s t a n d t h e y ' r e h e r e 

t o f o r c e p o o l me, b u t i f I pay a l l t h i s money and 

t h e y r e f u s e t o m a r k e t my gas, t h e n I ' v e w a s t e d a l o t 

o f t i m e and money. 

MR. CARROLL: I s t h e r e a q u e s t i o n h e r e , 

Mr. A n d e r s o n ? 

MR. ANDERSON: Yes. I want t o know i f 

C o n s o l i d a t e d w i l l m a r k e t my gas i f I j o i n i n d r i l l i n g 

o f t h i s w e l 1 . 

MR. KELLAHIN: What he does i s he w r i t e s 

them a l e t t e r and e n t e r s i n t o n e g o t i a t i o n s a b o u t gas 

m a r k e t i n g , w h i c h has n o t h i n g t o do w i t h f o r c e 

p o o l i n g . We're g o i n g t o be t h e o p e r a t o r o f t h e 

w e l l . We d o n ' t have any o b l i g a t i o n t o m a r k e t h i s 
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s h a r e o f t h e gas. I f t h a t ' s what he w a n t s t o do, he 

needs t o n e g o t i a t e w i t h C o n s o l i d a t e d . And I p r o p o s e 

t h a t t h a t t a k e p l a c e o u t s i d e t h e c o n t e x t o f t h i s 

h e a r i n g . 

MR. CARROLL: T h e r e a r e o t h e r m a r k e t e r s 

o u t t h e r e t h a t can m a r k e t y o u r gas p r o d u c e d f r o m 

t h e s e w e l l s . 

Q. (BY MR. ANDERSON) I t a k e i t t h a t when you 

d r i l l e d down t h r o u g h t h e F r u i t l a n d f o r m a t i o n i n t h e 

F e d e r a l w e l l , t h a t you used w a t e r ? 

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

Q. I s t h i s c a v i t a t i o n p r o c e s s done w i t h 

n i t r o g l y c e r i n ? 

A. No, i t ' s n o t . I t ' s done w i t h e i t h e r a i r 

o r n i t r o g e n and maybe a f o a m i n g a g e n t o f some t y p e t o 

h e l p c a r r y back some o f t h e c o a l , b u t , no, no 

n i t r o g l y c e r i n w h a t s o e v e r . 

Q. T h e r e ' s no downhole e x p l o s i o n i n v o l v e d ? 

A. No, t h e r e s u r e i s n ' t . 

Q. Any i n d i c a t i o n how t h e F e d e r a l w e l l w i l l 

t u r n o u t ? 

A. We f e e l v e r y p o s i t i v e a b o u t i t j u s t based 

on t h e r e s p o n s e t h a t we saw d o i n g what we d i d on t h e 

w e l l . I t seems t o have a c e r t a i n d e g r e e o f 

p e r m e a b i l i t y . We d o n ' t know t o what e x t e n t , b u t 
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based on s h u t - i n p r e s s u r e s a f t e r we've t a k e n a n a l y s i s 

and so f o r t h , i t l o o k s v e r y e n c o u r a g i n g . A g a i n , 

t h a t ' s why we're l e a v i n g i t open f o r a p o s s i b l e 

c a v i t a t i o n t y p e o f c o m p l e t i o n . 

MR. ANDERSON: Thank y o u . 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. H a r r i s o n , u n d e r an amended f o r c e 

p o o l i n g o r d e r , w o u l d you p r o p o s e t h a t Mr. A n d e r s o n 

and Mr. Rubow be g i v e n a new e l e c t i o n p e r i o d w i t h 

w h i c h t o d e c i d e w h e t h e r o r n o t t h e y want t o j o i n t h e 

w e l l ? 

A. Sure. 

MR. KELLAHIN: Yes, s i r , t h a t ' s o u r 

c ommitment. 

EXAMINER CATANACH: S t a n d a r d 30-day 

e l e c t i o n p e r i o d ? 

MR. KELLAHIN: Whatever we can b u i l d i n t o 

t h e s e q u e nce, b u t my p r e s u m p t i o n was i t w o u l d be 30 

days . 

Q. (BY EXAMINER CATANACH) The t e r m s o f t h e 

f o r c e p o o l i n g o r d e r r e q u i r e t h e s u b m i t t a l o f an AFE. 

A f t e r t h e e f f e c t i v e d a t e o f t h e o r d e r , you w o u l d be 

r e q u i r e d t o f u r n i s h t h a t t o t h e i n t e r e s t o w n e r s . 

Would t h a t AFE c o n t a i n t h e c o s t s you've summarized i n 
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y o u r t e s t i m o n y ? 

A. What I see, t h e AFE w o u l d c o v e r t h e f u t u r e 

r e m a i n i n g c o s t s . To g i v e t h e w o r k i n g i n t e r e s t owners 

an i d e a o f what w o u l d have t o be i n c u r r e d f r o m t h i s 

day f o r w a r d , I w o u l d -- and t h i s i s s o m e t h i n g I have 

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

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

and I d o n ' t know i f you want t o c a l l i t an AFE, 

s u m m a r i z i n g t h e c o s t s t h a t have been i n c u r r e d t o d a t e 

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

I d o n ' t see them b e i n g one AFE. I see 

them b e i n g two s e p a r a t e i t e m s . The AFE I w o u l d 

s u b m i t w o u l d be f o r c o s t s t o be i n c u r r e d r e l a t e d t o 

t h e c o m p l e t i o n o f t h e w e l l . 

Q. B u t you w o u l d be a b l e t o p u t t h o s e two 

AFE's t o g e t h e r and s u b m i t them t o — 

A. I s u r e c o u l d . 

Q. You a r e m a i n t a i n i n g t h a t s h o u l d t h e s e 

p a r t i e s e l e c t t o go n o n c o n s e n t , t h a t t h e y s t i l l be 

a s s e s s e d a r i s k p e n a l t y o f 156 p e r c e n t f o r each w e l l ? 

A. I do. As I s t a t e d e a r l i e r , I f e e l t h e r e ' s 

s t i l l a g r e a t d e g r e e o f r i s k ahead o f us. I t ' s j u s t 

t h e n a t u r e o f t h e b e a s t t h a t we're d e a l i n g w i t h o u t 

t h e r e , i n a d d i t i o n t o t h o s e o t h e r — t h a t o t h e r a r e a 

o f r i s k , w h i c h w o u l d be t h e p o s s i b l e f o r m a t i o n damage 
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as a r e s u l t o f d r i l l i n g w i t h a d r i l l i n g r i g . 

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

o f t h e w i t n e s s . 

MR. CARROLL: I j u s t have a c o u p l e o f 

q u e s t i o n s h e r e . 

THE WITNESS: Sure . 

EXAMINATION 

BY MR. CARROLL: 

Q. The c l o s e s t g a t h e r i n g l i n e i s owned by 

S o u t h w e s t e r n ? 

A. Yes. S o u t h w e s t e r n P r o d u c t i o n Company. Do 

you m i n d i f I s t e p down, and I ' l l show y o u on t h i s 

t o p o map t h a t we have h e r e . S o u t h w e s t e r n Gas 

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

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

m i d d l e o f o u r p r o p e r t i e s as t h e y ' r e shown h e r e , w h i c h 

w o u l d be a p p r o x i m a t e l y a m i l e and a h a l f n o r t h o f t h e 

New M e x i c o S t a t e l i n e , r i g h t a l o n g t h i s c o u n t y r o a d . 

T h e r e a r e some d i v e r g e p o i n t s t h a t p i c k up 

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

l i n e i n p l a c e . I t i s a s u r f a c e l i n e . I want t o 

emphasize t h a t . 

Q. Who does S o u t h w e s t e r n c o n n e c t t o ? 

A. N o r t h w e s t P i p e l i n e . 

Q. And t h e n how f a r a r e y o u r w e l l s f r o m t h e 
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S o u t h w e s t e r n g a t h e r i n g l i n e ? 

A. We're t h e same d i s t a n c e t h a t t h e i r w e l l s 

a r e f o r t h e most p a r t b e c a u s e , as was spo k e n t o 

e a r l i e r , we have t h e c o a l r i g h t s o n l y . We have t w i n 

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

a r e c o n v e n t i o n a 1 - t y p e w e l l s . Those c o n v e n t i o n a l - t y p e 

w e l l s a r e owned by S o u t h w e s t P r o d u c t i o n . So t h e y ' r e 

t a k i n g t h e gas f r o m t h o s e c o n v e n t i o n a l w e l l s t o t h e i r 

g a t h e r i n g s y s t e m . 

So i n answer t o y o u r q u e s t i o n , t h e i r l i n e 

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

Q. What a b o u t t h e t h r e e w e l l s i n q u e s t i o n 

h e r e ? 

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

The n e a r e s t p r o x i m i t y , a g a i n , w o u l d be a b o u t a m i l e 

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

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

Q. So w o u l d t h e y b u i l d a c o n n e c t i n g l i n e , o r 

you w o u l d b u i l d a l i n e t o S o u t h w e s t ? 

A. T h a t ' s s o m e t h i n g t h a t ' s t y p i c a l l y 

n e g o t i a t e d . I f t h e y were g o i n g t o g a t h e r o u r gas, 

t h e y w o u l d p r o b a b l y say, "Okay, w e ' l l b i l l t o y o u , 

and h e r e ' s g o i n g t o be y o u r g a t h e r i n g c o s t . " I f we 

b i l l t o them, t h e y w o u l d p r o b a b l y o f f e r us a r e d u c e d 

t y p e g a t h e r i n g f e e s i n c e t h e y d i d n ' t have t o i n c u r 
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t h a t c o s t t o b i l l t o us. 

MR. CARROLL: T h a t ' s a l l I have. 

EXAMINER CATANACH: The w i t n e s s may be 

e x c u s e d . 

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

p r e s e n t a t i o n . 

EXAMINER CATANACH: Thank y o u , Mr. 

K e l l a h i n . Do you want t o t a k e a l i t t l e b r e a k h e r e ? 

MR. ANDERSON: I d o n ' t c a r e . I ' v e g o t an 

e i g h t - h o u r d r i v e . I ' d j u s t as soon p l o w ahead. 

EXAMINER CATANACH: L e t ' s t a k e f i v e . 

(A r e c e s s was t a k e n . ) 

EXAMINER CATANACH: C a l l t h e h e a r i n g back 

t o o r d e r , and a t t h i s t i m e I ' l l t u r n i t o v e r t o Mr. 

A n d e r s o n who i s g o i n g t o t e s t i f y i n a n a r r a t i v e 

f a s h i o n ? 

MR. ANDERSON: I suppose so. I f t h e r e ' s 

no o b j e c t i o n , I w o u l d l i k e t o e n t e r some t e s t i m o n y 

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

EXAMINER CATANACH: Any o b j e c t i o n , Mr. 

K e l l a h i n ? 

MR. KELLAHIN: L e t ' s do i t . I r e c o g n i z e 

t h a t Mr. A n d e r s o n has a d v i s e d t h e D i v i s i o n he i s an 

a t t o r n e y t h a t d o e s n ' t p r a c t i c e i n New M e x i c o . I 

d o n ' t want t o i n t e r r u p t h i s p r e s e n t a t i o n . I w o u l d 

CUMBRE COURT REPORTING 
P.O. Box 9262 

Santa Fe, New M e x i c o 85704-9262 
(505) 984-2244 FAX: 984-2092 



2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

2 0 

2 1 

22 

2 3 

24 

25 

14 3 

o b j e c t t o t h e l e g a l c o n c l u s i o n s . Be t h a t as i t may, 

I'm i n t e r e s t e d t o h e a r h i s p o s i t i o n and wha t he has 

t o say. So l e t me j u s t make t h a t comment, and i t can 

r u n as t o an o b j e c t i o n as t o t h e l e g a l c o n c l u s i o n s . 

B u t I assume t o l e t h i m make h i s p r e s e n t a t i o n and 

l e t ' s see what he has t o say. 

THE WITNESS: I r e a l l y d i d n ' t i n t e n d t o 

make any l e g a l a r g u m e n t s . 

MR. KELLAHIN: A l l r i g h t , s i r . L e t ' s 

p r o c e e d . 

THE WITNESS: My name i s Edmund T. 

An d e r s o n I V , and I'm f r o m M i d l a n d Texas. I'm h e r e 

r e p r e s e n t i n g m y s e l f and m y s e l f as t r u s t e e f o r t h e 

Mary A n d e r s o n B o l l F a m i l y T r u s t . 

The m i n e r a l s i n q u e s t i o n were p u r c h a s e d by 

my f a t h e r i n a b o u t 1949, and t h e y were l e a s e d t o T.H. 

M c E l v a i n , J r . , on J u l y 19, 1988. I t ' s an u n d i v i d e d 

one q u a r t e r m i n e r a l i n t e r e s t i n t h e s o u t h e a s t q u a r t e r 

o f t h e s o u t h e a s t q u a r t e r o f S e c t i o n 9 and t h e 

s o u t h e a s t q u a r t e r o f t h e s o u t h w e s t q u a r t e r o f S e c t i o n 

1 1 , b o t h i n T o w n s h i p 32 N o r t h , Range 6 West, o f t h e 

New M e x i c o P r i m e M e r i d i a n , San Juan C o u n t y , New 

M e x i c o . 

The l e a s e p r o v i d e d f o r a t w o - y e a r t e r m and 

a t w o - y e a r l i m i t a t i o n on s h u t - i n gas r o y a l t i e s . I 
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won't go i n t o t o o much d e t a i l on t h e l e a s e , b u t 

p a r a g r a p h 12.E. o b l i g a t e d M c E l v a i n t o n o t i f y me o f 

any a s s i g n m e n t o f my l e a s e and t o send me a copy. 

I n e v e r r e c e i v e d a n y t h i n g f r o m M c E l v a i n 

even t h o u g h t h e l e a s e p r o v i d e d i n p a r a g r a p h 13 t h a t 

he was o b l i g a t e d t o send me l o c a t i o n p l a t s and 

d r i l l i n g r e p o r t s . The f i r s t c o m m u n i c a t i o n I had f r o m 

M c E l v a i n was on November 1 4 t h o f 1990 when he s e n t me 

a check f o r s h u t - i n gas r o y a l t i e s . S i n c e t h i s was 

pas s e d t h e end o f t h e p r i m a r y t e r m , I w r o t e on 

November 20 o f 1990 and r e q u e s t e d a d r i l l i n g r e p o r t . 

O r i g i n a l l y t h e s h u t - i n gas r o y a l t i e s were 

t e n d e r e d f o r t h e F e d e r a l 32-9-6 No. 1 o n l y . I t 

was n ' t u n t i l A p r i l t h e 22nd o f 1991 t h a t I r e c e i v e d a 

r e p l y f r o m M c E l v a i n , a t w h i c h t i m e a Rhonda W i l k i n s o n 

o f h i s o f f i c e c a l l e d me t o t e l l me t h a t somehow my 

r e q u e s t had s l i p p e d t h r o u g h t h e c r a c k and t h e y w o u l d 

send me a d r i l l i n g r e p o r t . I n f a c t , I d i d g e t a 

d r i l l i n g r e p o r t . I b e l i e v e i t was on t h e F e d e r a l No. 

1 o n l y . I seem t o have m i s p l a c e d i t ; so I c a n ' t 

r e a l l y say t h a t f o r s u r e . 

A t any r a t e , i t was v e r y c l e a r f r o m t h e 

d r i l l i n g r e p o r t t h a t t h e w e l l had n o t been 

c o m p l e t e d . So I asked f o r a c o m p l e t i o n r e p o r t . And 

s e v e r a l months p a s s e d , I n e v e r r e c e i v e d a c o m p l e t i o n 
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r e p o r t , so I d e s t r o y e d t h e s h u t - i n gas r o y a l t y c h e c k . 

I d o n ' t remember f o r s u r e w h e t h e r s h u t - i n 

gas r o y a l t i e s were t e n d e r e d i n 199 1 , b u t on May t h e 

1 1 t h o f 1992, Richmond P e t r o l e u m , I n c . , s e n t me a 

check f o r s h u t - i n gas r o y a l t i e s . A g a i n s u p p o s e d l y i t 

c o v e r e d o n l y t h e F e d e r a l No. 1 w e l l . 

I w r o t e Richmond on May 22, 1992, and t o l d 

them t h a t i n my o p i n i o n t h e l e a s e had e x p i r e d . 

A p p a r e n t l y , Richmond was unphased by my 

c o r r e s p o n d e n c e because on A p r i l t h e 2 3 r d o f 1993, 

Richmond a g a i n s e n t me s h u t - i n gas r o y a l t i e s . And on 

A p r i l t h e 2 8 t h o f 1993, I s e n t them back. I w r o t e 

them a l e t t e r . I t was v e r y s h o r t . I t j u s t s a i d t h a t 

t h e l e a s e had e x p i r e d and t h e check i s r e t u r n e d . 

I a l s o f i l e d an a f f i d a v i t i n San Juan 

County n o t i n g t h a t t h e l e a s e had e x p i r e d . And 

sometime i n J a n u a r y o r F e b r u a r y o f 1994, C o n s o l i d a t e d 

c a l l e d me — a c t u a l l y , i t was P h i l t h a t c a l l e d me, 

and he t o l d me t h a t C o n s o l i d a t e d had a c q u i r e d 

Richmond's i n t e r e s t and i n t e n d e d t o c o m p l e t e b o t h o f 

t h e s e w e l l s and w o u l d l i k e f o r me t o l e a s e . 

And when I r a i s e d t h e q u e s t i o n o f 

p a r t i c i p a t i o n , C o n s o l i d a t e d o b j e c t e d t o i t . And 

f i n a l l y on March t h e 1 s t , 1994, C o n s o l i d a t e d s e n t me 

an o f f e r t o l e a s e , and i n t h e a l t e r n a t i v e t h e y w o u l d 
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l e t me p a r t i c i p a t e i f I p a i d my p r o p o r t i o n a t e p a r t o f 

what t h e y t h o u g h t Richmond's c o s t s w e r e . 

I have c h e c k e d t h e r e c o r d s i n San Juan 

C o u n t y , New M e x i c o , and t h e r e i s no r e l e a s e on f i l e 

f o r my l e a s e , n o r have I e v e r r e c e i v e d one. I a l s o 

c a n n o t f i n d any a s s i g n m e n t f r o m M c E l v a i n t o Richmond 

o r C o n s o l i d a t e d o r any o t h e r p a r t y . Of r e c o r d 

M c E l v a i n s t i l l owns t h i s l e a s e . 

The l e a s e i s r e c o r d e d i n Volume 1092 a t 

Page 165 o f t h e r e c o r d s o f San Juan C o u n t y . 

The e a s t h a l f o f S e c t i o n 9 was p o o l e d i n a 

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

1121 a t Page 313 o f t h e r e c o r d s o f San Juan C o u n t y , 

and T.H. M c E l v a i n , J r . , s i g n e d t h i s d e s i g n a t i o n o f 

p o o l u n i t . The d e s i g n a t i o n was c o r r e c t e d i n Volume 

1143 a t Page 129. Whatever c o r r e c t i o n t h e y made d i d 

n o t a f f e c t my i n t e r e s t i n my l e a s e . 

T h i s p o o l e d u n i t c o v e r s t h e F e d e r a l No. 1, 

and my l e a s e was l i s t e d i n t h e e x h i b i t o f l e a s e s t h a t 

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

s o u t h h a l f o f S e c t i o n 1 1 , w h i c h i s t h e Carnes No. 1, 

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

Volume 1127 a t Page 379. My l e a s e was l i s t e d as an 

e x h i b i t i n t h a t p o o l i n g a g r e e ment a l s o , and M c E l v a i n 

was named as t h e owner o f t h e l e a s e . 
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I have a number o f o b j e c t i o n s t o t h e c o s t s 

w h i c h I w o u l d l i k e p e r m i s s i o n t o s u b m i t t o you i n 

w r i t i n g , i f t h a t ' s p o s s i b l e . 

EXAMINER CATANACH: T h a t w o u l d be f i n e . 

THE WITNESS: I have n o t p r o p o s e d t o d r i l l 

a w e l l w i t h my i n t e r e s t s , n o r have I e v e r i n d i c a t e d 

t h a t I have t h e r i g h t t o d r i l l one. I have n o t t r i e d 

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

Carnes o r t h e F e d e r a l w e l l s . 

I w o u l d l i k e t o s t a t e t h a t o f r e c o r d i n 

San Juan C o u n t y , t h e r e were a l o t o f l i e n s f i l e d 

a g a i n s t Richmond. I d o n ' t have an e x a c t number, and 

I d i d n ' t l o o k a t them, and t h e r e were some r e l e a s e s 

f i l e d . I d o n ' t have any i d e a i f any o f t h e s e a p p l i e d 

t o t h e Carnes o r t h e F e d e r a l w e l l s , b u t I w o u l d l i k e 

t o r e s e r v e t h e r i g h t t o check i n t o t h a t f u r t h e r . 

MR. CARROLL: I n t o w h e t h e r r e l e a s e o f 

l i e n s were f i l e d ? 

THE WITNESS: Yes. T h e r e were a bunch o f 

them f i l e d a g a i n s t Richmond. 

THE WITNESS: I have a number o f e x h i b i t s 

w h i c h I w o u l d l i k e t o l e a v e w i t h y o u . Some o f t h e s e 

have a l r e a d y been e n t e r e d i n t o t h e r e c o r d ; so I won't 

l e a v e them. E x h i b i t No. 2 i s M c E l v a i n ' s l e t t e r o f 

November 14, 1990, s e n d i n g me s h u t - i n gas r o y a l t i e s 
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on t h e F e d e r a l No. 1. T h e r e a r e two p a r t s t o t h a t 

e x h i b i t . 

E x h i b i t 3 i s my l e t t e r t o M c E l v a i n d a t e d 

November 20, 1990, r e q u e s t i n g a d r i l l i n g r e p o r t . 

MR. CARROLL: Mr. A n d e r s o n . Pardon me, 

what was E x h i b i t No. 1? 

THE WITNESS: I'm s o r r y . 1 was t h e o i l 

and gas l e a s e , b u t i t ' s a l r e a d y been e n t e r e d ; so I 

d o n ' t i n t e n d t o e n t e r i t a g a i n . 

MR. CARROLL: A l l r i g h t . 

THE WITNESS: T h a t ' s why t h e s e numbers 

p r o b a b l y a r e n ' t i n o r d e r . 

E x h i b i t No. 4 i s t h e l e t t e r o f Richmond 

P e t r o l e u m d a t e d May 1 1 , 1992, a g a i n t e n d e r i n g s h u t - i n 

gas r o y a l t i e s . 

E x h i b i t 5 i s my l e t t e r t o Richmond d a t e d 

May 22, 1992. 

E x h i b i t 6 i s t h e a f f i d a v i t t h a t I f i l e d , 

w h i c h i s r e c o r d e d i n San Juan C o u n t y . 

E x h i b i t 7 i s t h e l e t t e r o f Richmond 

P e t r o l e u m d a t e d A p r i l 23, 1993, a g a i n t e n d e r i n g s h u t -

i n gas r o y a l t i e s . 

E x h i b i t 8 i s my l e t t e r o f A p r i l 28, 1993, 

t o Richmond r e t u r n i n g t h e i r s h u t - i n gas r o y a l t i e s . 

And I b e l i e v e t h e r e m a i n d e r o f what I had p r e v i o u s l y 
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marked has been e n t e r e d by C o n s o l i d a t e d ; so I won't 

b o t h e r w i t h t r y i n g t o e n t e r t h o s e . 

I do have a p r e p a r e d w r i t t e n s t a t e m e n t 

w h i c h I w o u l d c a l l a r e s p o n s e w h i c h I ' v e marked as 

E x h i b i t 13 t h a t I w o u l d l i k e t o l e a v e w i t h y o u . And 

I r e q u e s t a t t h i s t i m e t h a t t h e s e e x h i b i t s be e n t e r e d 

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

EXAMINER CATANACH: Okay. Can you r e p e a t 

t h e numbers t h a t you had a g a i n f o r me, p l e a s e . 

THE WITNESS: Sure. No. 2 i s t h e l e t t e r 

f r o m M c E l v a i n — 

EXAMINER CATANACH: You d o n ' t have t o -

j u s t t h e numbers. 

THE WITNESS: Okay. T h e r e ' s a No. 2; i t 

has two pages t o i t . T h e r e ' s a No. 3, c o n s i s t i n g o f 

one page. No. 4, w h i c h i s one page. No. 5, w h i c h i s 

two pages. No. 6, w h i c h i s one page. A No. 7, w h i c h 

i s one page, 8, w h i c h i s one page, and 13, w h i c h i s 

f o u r pages. 

EXAMINER CATANACH: Mr. A n d e r s o n , do you 

have c o p i e s o f t h o s e e x h i b i t s f o r Mr. K e l l a h i n ? 

THE WITNESS: No. I'm s o r r y , I ' v e been 

w o r k i n g o u t o f my d u f f l e bag f o r t h r e e d a y s , and I 

d o n ' t . 

MR. KELLAHIN: I t ' s n o t a p r o b l e m , Mr. 
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E x a m i n e r . Mr. An d e r s o n t o l d me t h a t he was s h o r t 

c o p i e s . I have no o b j e c t i o n t o i n t r o d u c i n g t h o s e . 

I f y ou can s e t them a s i d e f o r me, I ' l l come by 

t o m o r r o w and g e t a s e t . 

EXAMINER CATANACH: Thank y o u , Mr. 

K e l l a h i n . E x h i b i t s 2, 3, 4, 5, 6, 7, 8 and 13 w i l l 

be a d m i t t e d as e v i d e n c e a t t h i s t i m e . 

THE WITNESS: S h a l l I l e a v e t h e s e up 

h e r e ? 

EXAMINER CATANACH: J u s t l e a v e them w i t h 

us h e r e . 

THE WITNESS: I b e l i e v e t h a t ' s a l l I have 

u n l e s s you a l l have some q u e s t i o n s . 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. As I u n d e r s t a n d y o u r p o s i t i o n , Mr. 

A n d e r s o n , i t i s y o u r p o s i t i o n t h a t y o u s h o u l d be 

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

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

A . Yes, s i r . 

Q. And f u t u r e c o s t s ? 

A. Oh, no. I mean --

Q. You b e l i e v e y o u ' r e s u b j e c t t o f u t u r e 

c o s t s ? 

A. Oh, a b s o l u t e l y . And I o f f e r e d t h e same t o 
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C o n s o l i d a t e d . 

MR. WOOD: And t h a t ' s i n w r i t i n g . 

THE WITNESS: And I o f f e r e d t o p r e p a y them 

a l s o . 

Q. (BY EXAMINER CATANACH) The o n l y d i s p u t e 

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

A. C o s t s i n c u r r e d by Richmond, r i g h t . 

Q. By Richmond? 

A. R i g h t . 

Q. Not i n c u r r e d by C o n s o l i d a t e d ? 

A. No . 

Q. You're w i l l i n g t o pay t h o s e ? 

A. Oh, a b s o l u t e l y . 

EXAMINATION 

BY MR. CARROLL: 

Q. Mr. A n d e r s o n , t h e l e g a l memorandum you 

m e n t i o n e d e a r l i e r t o d a y , t h a t i s E x h i b i t 13, I t a k e 

i t ? 

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

MR. CARROLL: T h a t ' s a l l I have. 

EXAMINER CATANACH: Mr. K e l l a h i n ? 

EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. A n d e r s o n , does y o u r w r i t t e n s t a t e m e n t , 

E x h i b i t 10, i n c l u d e y o u r d i s c u s s i o n and r e a s o n i n g why 
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you p r o p o s e t h a t you s h o u l d n o t have t o pay f o r t h o s e 

c o s t s t h a t Richmond expended f o r t h e w e l l s ? 

A. I t h i n k t h a t ' s 13. 

MR. CARROLL: T h a t ' s E x h i b i t 13. 

Q. (BY MR. KELLAHIN) 13, w h a t e v e r t h e 

E x h i b i t number i s ? 

A. Yes, i t does. 

Q. You have p u t i n w r i t i n g y o u r argument? 

A. A l o t o f them. I w o u l d l i k e t o be a b l e t o 

f i l e an a d d i t i o n a l r e s p o n s e a f t e r t h e h e a r i n g based 

on w h a t I ' v e h e a r d t o d a y , i f t h a t ' s p o s s i b l e , b u t 

y e s , i t does. 

MR. KELLAHIN: I'm n o t g o i n g t o q u i z you 

on i t i f you've g o t a w r i t t e n s t a t e m e n t g i v i n g us 

d i r e c t i o n on how you have r e a c h e d y o u r p o s i t i o n , and 

t h a t ' s what I ' d l i k e t o examine. 

We need t o d i s c u s s how t o p r o c e e d f r o m 

h e r e . I t ' s up t o t h e e x a m i n e r . T y p i c a l l y , h e ' l l ask 

b o t h p a r t i e s t o p r e p a r e d r a f t o r d e r s a n d / o r any 

a d d i t i o n a l s u p p l e m e n t a l memos t h a t he w a n t s o r t h a t 

y o u m i g h t l i k e t o f i l e . And i t ' s up t o h i s p l e a s u r e 

as t o how he w a n t s t o p r o c e e d . 

EXAMINER CATANACH: Would b o t h p a r t i e s 

l i k e t o s u b m i t b r i e f s a g a i n ? Mr. K e l l a h i n , you i n 

r e s p o n s e t o what he has f i l e d ? 
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MR. KELLAHIN: Yes, s i r . I ' v e n o t r e a d 

i t . I d o n ' t know what he s a i d . 

EXAMINER CATANACH: And, Mr. A n d e r s o n , you 

want t o s u p p l e m e n t y o u r b r i e f ? 

THE WITNESS: Yes, s i r , I ' d l i k e t o . 

MR. CARROLL: Maybe i t w o u l d be b e t t e r f o r 

b o t h p a r t i e s a f t e r each s i d e has exam i n e d t h e 

e x h i b i t s t o f i l e p o s t - h e a r i n g s t a t e m e n t s and t h e n 

r e p l i e s t o each o t h e r as opposed t o o t h e r s t a t e m e n t s , 

o r i s t h a t g e t t i n g t o o cumbersome? 

EXAMINER CATANACH: I t h i n k one i s 

s u f f i c i e n t . 

MR. CARROLL: Okay. 

EXAMINER CATANACH: I t a p p e a r s t o be 

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

MR. KELLAHIN: We've d i s c u s s e d i t a l l day, 

and I t h i n k I u n d e r s t a n d Mr. A n d e r s o n ' s p o s i t i o n . He 

and I d i s a g r e e . I ' d l i k e t o r e a d e x a c t l y how he's 

p h r a s e d i t , b u t I d o n ' t t h i n k I need a n y t h i n g e l s e i n 

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

s u g g e s t e d o r d e r and l e t y o u d e a l w i t h t h e ca s e . 

EXAMINER CATANACH: D r a f t o r d e r s a l s o , i f 

you w o u l d s u b m i t a d r a f t o r d e r . Time f r a m e s , 

g e n t l e m e n ? 

MR. KELLAHIN: A t y o u r p l e a s u r e . I can do 
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MR. ANDERSON: T h a t ' s f i n e . 

EXAMINER CATANACH: Okay. W e ' l l say have 

t h e b r i e f s and t h e d r a f t o r d e r s i n w i t h i n t e n d a y s . 

MR. KELLAHIN: A l l r i g h t , s i r . 

EXAMINER CATANACH: And t h e c o n f i d e n t i a l 

i s s u e , we need t o s e t t l e t h a t t o m o r r o w ? 

MR. KELLAHIN: Yes, s i r . I t ' s r u n n i n g 

l a t e , and Mr. Wood can g e t back t o h i s o f f i c e 

t o m o r r o w . He and I w i l l d i s c u s s w h i c h o f us c o n t a c t s 

M c E l v a i n . We w i l l c o n t a c t M c E l v a i n a b o u t t h e f a r m o u t 

a g r e e m e n t . 

EXAMINER CATANACH: R i g h t . 

MR. KELLAHIN: Mr. Wood w i l l c o n t a c t h i s 

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

a g r e e m e n t w i t h Richmond and a d v i s e me i f I may 

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

E x h i b i t 16 and t h e t e s t i m o n y r e l a t e d t o t h a t . 

EXAMINER CATANACH: Okay. 

MR. KELLAHIN: I b e l i e v e t h a t ' s a l l I was 

as k e d . 

EXAMINER CATANACH: So you w i l l l e t us 

know t o m o r r o w as t o t h e n a t u r e o f t h a t ? 

MR. KELLAHIN: I ' l l g i v e y o u a p r o g r e s s 

r e p o r t . Tomorrow may be t o o s h o r t t o t a l k t o 
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Richmond, b u t h o p e f u l l y e a r l y n e x t week we can c l e a r 

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

b e t w e e n u s , and we can d r a f t o r d e r s a c c o r d i n g l y . 

EXAMINER CATANACH: And y o u ' r e s t i l l i n 

p o s s e s s i o n o f t h a t e x h i b i t ? 

MR. KELLAHIN: No, s i r . We r e t u r n e d i t t o 

yo u , and you now have t h e o n l y copy. 

MR. CARROLL: We have i t . 

EXAMINER CATANACH: I'm g o i n g t o l e a v e i t 

w i t h y o u , and you do what you want w i t h i t . 

MR. KELLAHIN: We can e i t h e r t a k e a few 

m i n u t e s and g e t a copy f o r Mr. A n d e r s o n t o t a k e w i t h 

h i m , o r I w i l l g e t i t t o m o r r o w when I g e t h i s s t u f f , 

and I ' l l j u s t f a x him a copy, w h a t e v e r y o u ' d l i k e t o 

do . 

THE WITNESS: E i t h e r one i s okay. 

MR. KELLAHIN: I want t o go home. I ' l l do 

i t t o m o r r o w . 

EXAMINER CATANACH: What e l s e ? 

MR. KELLAHIN: U n l e s s you have some 

s p e c i f i c t h i n g s f o r us t o a d d r e s s , I'm w e l l aware o f 

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

o u r p o s i t i o n , and Mr. A n d e r s o n w i l l do t h a t . Then 

you can d e c i d e . 

EXAMINER CATANACH: Okay. I suppose w e ' l l 
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have a l l t h e i n f o r m a t i o n we need when we g e t t h e 

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

p o i n t . And a t t h i s t i m e w e ' l l t a k e t h e case u n d e r 

a d v i s e m e n t . 

MR. ANDERSON: And you guys a r e g o i n g t o 

check on t h e f a r m - i n ? 

MR. KELLAHIN: Yes. 
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