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The A p p l i c a t i o n of M e r r i o n O i l & Gas 
C o r p o r a t i o n f o r Downhole Commingling 
and an U n o r t h o d o x Coal Gas Well 
L o c a t i o n , San Juan County, New Mexi c o . 

BEFORE: 

MICHAEL E. STOGNER 

H e a r i n g Examiner 

S t a t e Land O f f i c e B u i l d i n g 
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EXAMINER STOGNER: A t t h i s t i m e 1*11 

c a l l Case 1 0 9 7 0 , w h i c h i s t h e a p p l i c a t i o n o f 

M e r r i o n O i l & Gas c o r p o r a t i o n f o r d o w n h o l e 

c o m m i n g l i n g and an u n o r t h o d o x c o a l gas w e l l 

l o c a t i o n , San J u a n C o u n t y , New M e x i c o . 

At t h i s t i m e I ' l l c a l l f o r a p p e a r a n c e s 

MR. ROBERTS: Mr. E x a m i n e r , my name i s 

Tommy R o b e r t s . I'm w i t h t h e l a w f i r m o f T a n s e y , 

R o s e b r o u g h , G e r d i n g and S t r o t h e r i n F a r m i n g t o n , 

New M e x i c o , 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 

M e r r i o n O i l & Gas C o r p o r a t i o n , and I have one 

w i t n e s s t o be s w o r n . 

EXAMINER STOGNER: Mr. R o b e r t s , t h e 

w i t n e s s y ou a s k e d t o be s w o r n a t t h i s t i m e , has 

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

MR. ROBERTS: Yes, he h a s . 

EXAMINER STOGNER: L e t t h e r e c o r d show 

t h a t G e o r g e S h a r p e has been p r e v i o u s l y s w o r n i n 

Case 1 0 9 6 9 , and r e m a i n s u n d e r o a t h . 

Any o t h e r a p p e a r a n c e s i n t h i s m a t t e r ? 

I f n o t , p l e a s e c o n t i n u e , Mr. R o b e r t s . 

GEORGE SHARPE 

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 

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

CUMBRE COURT REPORTING 
( 5 0 5 ) 9 8 4-2244 
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EXAM I NAT I ON 

BY MR. ROBERTS: 

Q. Would you s t a t e your name and p l a c e o f 

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

A. My name i s George Sharpe. I l i v e i n 

F a r m i n g t o n , New Mexi c o . 

MR. ROBERTS: Mr. Examiner, Mr. Sharpe 

has p r e v i o u s l y 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 e n g i n e e r , and t h a t would be t h e purpose 

f o r h i s t e s t i m o n y i n t h i s c a s e , and we would ask 

t h a t you t a k e a d m i n i s t r a t i v e n o t i c e o f t h a t 

f a c t . 

EXAMINER STOGNER: N o t i c e i s so t a k e n 

of t h a t f a c t . 

Q. Mr. Sharpe, would you b r i e f l y s t a t e t h e 

purpose o f t h i s a p p l i c a t i o n ? 

A. The purpose o f t h i s a p p l i c a t i o n i s t o 

o b t a i n a p p r o v a l — r e q u e s t a p p r o v a l f o r t h e 

downhole c o m m i n g l i n g of t h e Carnahan Com No. 1 

w e l l i n t h e B a s i n - F r u i t l a n d Coal and F u l c h e r 

K u t z - P i c t u r e d C l i f f s P o o l s . 

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

q u a r t e r of S e c t i o n 35, Township 30 N o r t h , Range 

12 West, San Juan County, New Me x i c o . 

Q. What i s t h e f o o t a g e l o c a t i o n o f t h a t 

CUMBRE COURT REPORTING 
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w e l l ? 

A. The f o o t a g e l o c a t i o n i s 990 f e e t f r o m 

t h e s o u t h l i n e and 990 f e e t f r o m t h e e a s t l i n e o f 

S e c t i o n 35, 30 N o r t h , 12 West. 

Q. Would you b r i e f l y summarize t h e 

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

Carnahan Com No. 1 w e l l ? 

A. The Carnahan Com No. 1 w e l l was d r i l l e d 

i n t h e 1950s as a Dakota w e l l . I t . produced 

t h r o u g h , I b e l i e v e , t h e e a r l y 70s o u t o f t h e 

Dakota, and d e v e l o p e d a c a s i n g l e a k . They 

p l u g g e d i t back o u t o f t h e Dakota, f i x e d t h e 

c a s i n g l e a k , and c o m p l e t e d i t as a Mesaverde 

w e l l . I t has produced as a Mesaverde w e l l f o r a 

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

uneconomic i n t h e Mesaverde, and we would 

r e c o m p l e t e i t back t o t h e F r u i t l a n d and P i c t u r e d 

C l i f f s . 

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

you e x p e c t t o be produced f r o m t h e F r u i t l a n d Coal 

and f r o m t h e P i c t u r e d C l i f f s ? I n o t h e r words, do 

you e x p e c t any l i q u i d h y d r o c a r b o n s f r o m e i t h e r 

zone? 

A. We do n o t a n t i c i p a t e l i q u i d 

h y d r o c a r b o n s . We a n t i c i p a t e d r y gas p r o d u c t i o n 

CUMBRE COURT REPORTING 
( 5 0 5 ) 984-2244 
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f r o m b o t h z o n e s . 

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

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

A. T h e r e i s some p o s s i b i l i t y . 

Q. What a b o u t t h e F r u i t l a n d C o a l ? 

A. T h e r e i s l i t t l e p o s s i b i l i t y . 

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

l o c a t i o n f o r t h e d e v e l o p m e n t o f t h e D a k o t a 

f o r m a t i o n ? 

A. Yes, i t was. 

Q. Was i t a t a s t a n d a r d l o c a t i o n f o r t h e 

M e s a v e r d e f o r m a t i o n ? 

A. Yes, i t was. 

Q. I s t h e w e l l b o r e a t a s t a n d a r d f o o t a g e 

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

C l i f f s f o r m a t i o n ? 

A. Y e s , i t i s . 

Q. For 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 ? 

A. Yes, i t i s . 

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

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

r u l e s a p p l i c a b l e t o t h e B a s i n - F r u i t l a n d C o a l 

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

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

r u l e s ? 

CUMBRE COURT REPORTING 
( 5 0 5 ) 984-2244 
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A . Yes, i t 1s. I t i s l o c a t e d i n t h e 

s o u t h e a s t q u a r t e r , and t h e p r o p e r l o c a t i o n , per 

t h e r u l e s , would be e i t h e r t h e n o r t h e a s t q u a r t e r 

or t h e s o u t h w e s t q u a r t e r o f t h e s e c t i o n . 

Q. Have you f i l e d an a d m i n i s t r a t i v e 

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

gas w e l l l o c a t i o n ? 

A. Yes, we have. 

Q. Has t h a t a p p l i c a t i o n been a c t e d upon by 

t h e O i l C o n s e r v a t i o n D i v i s i o n ? 

A. Not t o my knowledge. 

Q. Do you know t h e s t a t u s of t h a t 

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

A. I do n o t . 

Q. I want you t o r e f e r t o what you have 

marked as t h e A p p l i c a n t ' s E x h i b i t No. 1. 

I d e n t i f y t h e e x h i b i t , and d e s c r i b e t h e 

i n f o r m a t i o n t h a t i s i l l u s t r a t e d on t h e e x h i b i t . 

A. E x h i b i t No. 1 shows t h e o f f s e t a c r e a g e 

and t h e o f f s e t o w n e r s h i p s u r r o u n d i n g our proposed 

l o c a t i o n . The c r o s s - h a t c h e d s e c t i o n , g o i n g f r o m 

n o r t h e a s t t o s o u t h w e s t , i n d i c a t e s t h e 320 a c r e s 

t h a t would be d e d i c a t e d t o t h e F r u i t l a n d C o a l . 

The c r o s s - h a t c h g o i n g f r o m t h e n o r t h w e s t t o t h e 

s o u t h e a s t i n d i c a t e s t h e 160 a c r e s t h a t would be 

CUMBRE COURT REPORTING 
( 5 0 5 ) 984-2244 
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d e d i c a t e d t o t h e P i c t u r e d C l i f f s f o r m a t i o n . 

A l s o shown on t h e map a r e a l l o f f s e t 

P i c t u r e d C l i f f s and F r u i t l a n d Coal w e l l s t h a t 

s u r r o u n d our proposed l o c a t i o n . 

Q. What i s t h e h a l f s e c t i o n w h i c h would be 

d e d i c a t e d t o t h e F r u i t l a n d Coal c o m p l e t i o n i n 

t h i s w e l l ? 

A. The h a l f s e c t i o n i s a s t a n d - u p 320, 

l o c a t e d i n t h e e a s t h a l f o f S e c t i o n 35, Township 

30 N o r t h , Range 12 West. 

Q. I s t h a t a 320 - a c r e s p a c i n g u n i t ? 

A. I d o n ' t know i f i t ' s e x a c t l y 320 a c r e s 

or n o t , t o t e l l you t h e t r u t h . 

Q. To your knowledge, would i t be w i t h i n 

t h e l i m i t s ? 

A. To my knowledge, i t ' s w i t h i n t h e l i m i t s 

of an a c c e p t a b l e s p a c i n g u n i t . 

Q. What i s t h e q u a r t e r s e c t i o n w h i c h would 

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

t h i s w e l l b o r e ? 

A. I t would be t h e s o u t h w e s t — excuse me, 

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 35, Township 30 

N o r t h , Range 12 West. 

Q. Does t h a t c o m p r i s e 160 a c r e s or a t 

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

CUMBRE COURT REPORTING 
(5 0 5 ) 984-2244 
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t h e O i l C o n s e r v a t i o n D i v i s i o n ? 

A. That i s 160 a c r e s . 

Q. How i s t h e l o c a t i o n of t h e Carnahan Com 

No. 1 w e l l d e p i c t e d on E x h i b i t No. 1? 

A. The Ca rnahan Com No. 1 w e l l i s l a b e l e d 

as t h e Carnahan Com No. 1, and an a r r o w p o i n t s t o 

i t s a y i n g i t ' s a proposed F r u i t l a n d r e c o m p l e t i o n , 

and i t s h o u l d be F r u i t l a n d and P i c t u r e d C l i f f s 

r e c o m p l e t i o n . 

Q. What t y p e s of o i l and gas l e a s e s 

c o m p r i s e t h e e a s t h a l f o f S e c t i o n 35? 

A. The e a s t h a l f of S e c t i o n 35 c o n t a i n s 

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

n o r t h e a s t of t h e n o r t h e a s t t h a t ' s owned by 

M e r r i o n . The r e m a i n d e r o f t h e n o r t h e a s t q u a r t e r 

i s a f e d e r a l l e a s e t h a t i s o p e r a t e d by M e r i d i a n . 

And t h e s o u t h e a s t q u a r t e r , 160 a c r e s i s 

a f e e l e a s e t h a t i s owned and o p e r a t e d by 

M e r r i o n . 

Q. Now f o c u s on t h e area s u r r o u n d i n g t h e 

e a s t h a l f o f S e c t i o n 35. Would you d e s c r i b e t h e 

t y p e o f l e a s e s w h i c h o f f s e t t h e e a s t h a l f 

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

and i d e n t i f y t h e o p e r a t o r s of t h o s e l e a s e s ? 

A. The o f f s e t l e a s e s a r e f e d e r a l and f e e 

CUMBRE COURT REPORTING 
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l e a s e s . The o w n e r s a r e Amoco, M e r i d i a n , Conoco 

and S o u t h l a n d R o y a l t i e s . 

Q. What do you know, i f a n y t h i n g , a b o u t 

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

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

d e p i c t e d on t h e e x h i b i t ? 

A. Most o f t h e w e l l s on t h e e x h i b i t a r e 

P i c t u r e d C l i f f s w e l l s . The F u l c h e r K u t z - P i c t u r e d 

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

and w e s t o f o u r w e l l . We're k i n d o f a s t e p o u t 

o f f o f t h i s t r e n d . 

T h e r e ' s one d r y P i c t u r e d C l i f f s 

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

w o u l d be t h e f e e - p o o l e d u n i t No. 1 . So we a r e 

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

t w o - - b a c k t o t h e P i c t u r e d C l i f f s . T h o s e w e l l s , 

most o f them a r e d e p l e t e d , and i f t h e y ' r e 

p r o d u c i n g a n y t h i n g , t h e y ' r e p r o d u c i n g a t v e r y 

m a r g i n a l r a t e s . 

The P i c t u r e d C l i f f s i s f a i r l y 

d e p l e t e d . T h e r e a r e o n l y t w o F r u i t l a n d C o a l 

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

t h e FC S t a t e Com No. 24, l o c a t e d i m m e d i a t e l y e a s t 

o f o u r w e l l , i n S e c t i o n 3 8 , and t h e o t h e r i s t h e 

C o r n e l l No. 5, l o c a t e d i n t h e n o r t h e a s t q u a r t e r 

CUMBRE COURT REPORTING 
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o f S e c t i o n 1 , T o w n s h i p 29 N o r t h , 12 West. 

The C o r n e l l No. 5 i s , I b e l i e v e i t ' s 

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

S t a t e Com No. 24 i s m a k i n g a p p r o x i m a t e l y 70 Mcf a 

d a y , t h e w e l l t o t h e e a s t o f u s , o p e r a t e d by 

Cono c o . 

Q. Now t u r n t o w h a t y o u ' v e m a r k e d as 

E x h i b i t No. 2, and i d e n t i f y t h a t e x h i b i t . 

A. E x h i b i t No. 2 d i s p l a y s t h e d i v i s i o n o f 

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

t h e F r u i t l a n d C o a l s p a c i n g u n i t and shows t h e 

v a r i o u s o w n e r s i n t h o s e f o r m a t i o n s . 

Q. Does t h i s i d e n t i f y 100 p e r c e n t o f t h e 

o w n e r s h i p o f t h e r e v e n u e i n t e r e s t as t o e a c h 

z o n e ? 

A . I t d o e s . 

Q. I t h i n k , f r o m t h e e x h i b i t , i t can be 

see n w h i c h o w n e r s have w o r k i n g i n t e r e s t o w n e r s h i p 

and n e t r e v e n u e a t t r i b u t a b l e t o t h e w o r k i n g 

i n t e r e s t , b u t i t ' s n o t s p e c i f i c w h i c h o f t h e s e 

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

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

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

A. For t h e P i c t u r e d C l i f f s f o r m a t i o n , 

D a v i d A. C a r n a h a n i s t h e r o y a l t y o w n e r , i n t e r e s t 
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a t 12 and a h a l f p e r c e n t . 

For t h e F r u i t l a n d Coal f o r m a t i o n , f r o m 

MMS down, i n c l u d i n g , G. T. M c A l p i n , L. B. 

M c A l p i n , Joe D e n n i s , Kay De n n i s , D u f f - L e a c h , Ted 

D u f t and David Carnahan, t h o s e p a r t i e s a r e t h e 

r o y a l t y owners i n t h e F r u i t l a n d C o a l . 

Q. And a l l o f t h e o t h e r owners n o t 

d e p i c t e d as w o r k i n g i n t e r e s t owners, have 

o v e r r i d i n g r o y a l t y i n t e r e s t s , c o r r e c t ? 

A. Yes . 

Q. T h i s e x h i b i t r e f l e c t s t h a t t h e 

o w n e r s h i p of t h e zones, t o be commingled, i s n o t 

common. I s t h i s t h e rea s o n f o r t h e a p p l i c a t i o n 

i n t h i s case? 

A . Yes. 

Q. Now l e t me have you t u r n t o what's been 

marked as E x h i b i t No. 3, and I would ask you t o 

i d e n t i f y t h a t e x h i b i t . 

A. E x h i b i t No. 3 i s a w e l l b o r e s c h e m a t i c 

showing t h e c u r r e n t s i t u a t i o n a t t h e Carnahan Com 

No. 1. A g a i n , i t shows t h e r e ' s a b r i d g e p l u g 

w i t h cement above t h e Dakota p e r f o r a t i o n s , and 

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

Mesaverde. 

I t shows t h a t a DV t o o l a t 2278 f e e t 
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was used t o p l a c e cement a c r o s s t h e P i c t u r e d 

C l i f f s and t h e F r u i t l a n d Coal f o r m a t i o n s , and so 

we do n o t a n t i c i p a t e any r e q u i r e d c a s i n g work t o 

c o m p l e t e i n t h e s e zones. 

Q. Now, how do you propose t o a f f e c t t h e 

downhole c o m m i n g l i n g o f t h e P i c t u r e d C l i f f s and 

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

w e l l ? 

A. Our r e c o m p l e t i o n p r o c e d u r e would c a l l 

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

a cement p l u g a c r o s s t h e G a l l u p t o p , cement p l u g 

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

would t h e n c o m p l e t e t h e P i c t u r e d C l i f f s , 

p e r f o r a t e , f r a c t u r e , and c o n d u c t a f l o w t e s t on 

t h e P i c t u r e d C l i f f s f o r m a t i o n . We would s e t a 

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

and p e r f o r a t e , f r a c and t e s t t h e F r u i t l a n d Coal 

f o r m a t i o n . 

We would t h e n p u l l t h e b r i d g e p l u g and 

run a s i n g l e s t r i n g o f t u b i n g , and produce t h e s e 

zones as commingled. 

Q. Assuming t h a t downhole c o m m i n g l i n g i s 

a u t h o r i z e d , w i l l f l u i d - s e n s i t i v e sands be 

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

o t h e r l i q u i d s p r oduced f r o m o t h e r zones i n t h e 
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w e l l ? 

A. Yes, t h e y w i l l . A l l o t h e r z o n e s i n t h e 

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

z o n e s , and l a t e r e x h i b i t s w i l l show t h a t t h e 

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

a r e c l o s e t o i d e n t i c a l . We do n o t a n t i c i p a t e a ny 

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

Q. R e f e r t o wh a t y o u ' v e m a r k e d as t h e 

A p p l i c a n t ' s E x h i b i t No. 4 and i d e n t i f y t h a t 

e x h i b i t . 

A. E x h i b i t No. 4 i s a c o p y o f t h e 

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

F r u i t l a n d C o a l f o r m a t i o n s . Shown on t h a t a r e 

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

C o a l and f o r t h e P i c t u r e d C l i f f s . 

I t c an be seen t h a t t h e r e ' s o n l y 14 

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

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

as a d u a l w e l l . 

I n a d d i t i o n , t h e r e ' s a h i g h l i k e l i h o o d 

t h a t a f r a c i n t h e P i c t u r e d C l i f f s w o u l d f r a c up 

i n t o t h e c o a l a n d / o r a f r a c i n t h e c o a l w i l l f r a c 

down i n t o t h e P i c t u r e d C l i f f s and y o u ' l l p r o d u c e 

some c o m m i n g l e d , a n y w a y , a l t h o u g h i t w o u l d be 

o u t s i d e t h e w e l l b o r e . 
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Q. Refer t o what you've marked as 

A p p l i c a n t ' s E x h i b i t No. 5, and i d e n t i f y t h a t 

e x h i b i t . 

A. E x h i b i t No. 5 i s a p r i n t o u t f r o m 

D w i g h t ' s Data S e r v i c e . The f i r s t page g i v e s some 

w e l l i n f o r m a t i o n c o n c e r n i n g t h e C o r n e l l No. 5, 

c o n c e r n i n g i t s F r u i t l a n d Coal c o m p l e t i o n . 

The second page o f t h e e x h i b i t shows 

t h a t i n 1985, t h e l a s t p o i n t t h a t d a t a was 

a v a i l a b l e on t h e F r u i t l a n d Coal i n t h a t w e l l , t h e 

w e l l h e a d s h u t - i n p r e s s u r e i n d i c a t e d by WHSIP was 

300 p s i . Assuming a s o l i d column of gas w i t h no 

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

your b o t t o m h o l e p r e s s u r e a t t h a t low p r e s s u r e and 

a t t h a t s h a l l o w a d e p t h . 

The t h i r d page o f t h e e x h i b i t i s a l s o 

t h e C o r n e l l No. 5, and i t ' s d a t a f r o m t h e 

P i c t u r e d C l i f f s f o r m a t i o n . I t was produced o u t 

of t h e P i c t u r e d C l i f f s f r o m 1956 t h r o u g h 1981, 

and i n 1981 i t was r e c o m p l e t e d t o t h e F r u i t l a n d 

C o a l . I t can be shown i n t h e l a s t d a t a p o i n t , 

w h i c h was 1975, t h e w e l l h e a d s h u t - i n p r e s s u r e was 

186 pounds. 

There's n o t s i g n i f i c a n t p r o d u c t i o n f r o m 

1975 t o 1981. We f e e l t h a t i s r e p r e s e n t a t i v e of 
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t h e d e p l e t e d P i c t u r e d C l i f f s f o r m a t i o n as a w o r s e 

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

b e t w e e n y o u r t w o f o r m a t i o n s i s 300 p s i v e r s u s 

1 8 0 ' i s h p s i , and i s w i t h i n t h e 5 0 - p e r c e n t l i m i t . 

Q. You t e s t i f i e d t h a t t h e s u b j e c t m a t t e r 

o f t h i s e x h i b i t i s t h e C o r n e l l No. 5 w e l l ? 

A . Y es. 

Q. Would y ou p o i n t t h e l o c a t i o n o f t h a t 

w e l l o u t on E x h i b i t No. 1 f o r t h e E x a m i n e r ? 

A. On E x h i b i t No. 1 , i t i s shown i n t h e 

n o r t h e a s t q u a r t e r o f S e c t i o n 1 , T o w n s h i p 29 

N o r t h , Range 12 West. 

Q. Would y ou a n t i c i p a t e t h a t t h e 

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

s i m i l a r t o d a y as t h e y w e r e when l a s t t e s t e d ? 

A. I w o u l d a n t i c i p a t e t h a t i n i t i a l 

p r e s s u r e i n t h e F r u i t l a n d C o a l w o u l d be v e r y 

s i m i l a r t o t h e 300 p s i . We hope t h a t o u r i n i t i a l 

p r e s s u r e i n t h e PC i s a c t u a l l y much g r e a t e r t h a n 

t h e 186 p o u n d s . We a n t i c i p a t e t h a t b e c a u s e w e ' r e 

a s t e p - o u t w e l l , i t c o u l d be as h i g h as t h e 

v i r g i n p r e s s u r e o f a p p r o x i m a t e l y 500 pou n d s i n 

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

Q. And wh a t y o u a n t i c i p a t e i s — 

A. We a n t i c i p a t e s omewhere b e t w e e n 180 and 

CUMBRE COURT REPORTING 
( 5 0 5 ) 9 8 4-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

1 0 

1 1 

1 2 

1 3 

1 4 

1 5 

1 6 

1 7 

1 8 

1 9 

2 0 

2 1 

2 2 

2 3 

24 

2 5 

1 7 

500 p ounds i n o u r P i c t u r e d C l i f f s , and we 

a n t i c i p a t e 300 pou n d s i n o u r F r u i t l a n d C o a l . 

Q. W i t h t h o s e b o t t o m h o l e p r e s s u r e s , t h e 

r e q u i r e m e n t s o f t h e O i l C o n s e r v a t i o n D i v i s i o n on 

t h e 50 p e r c e n t l i m i t a t i o n , w o u l d s t i l l be 

s a t i s f i e d ? 

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

Q. A r e t h e s e b o t t o m h o l e p r e s s u r e s w h a t y ou 

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

o f f s e t t i n g t h e C a r n a h a n Com No. 1 w e l l ? 

A. The F r u i t l a n d C o a l p r e s s u r e o f 300 

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

t h e e n t i r e a r e a . I ' v e l o o k e d a t most o f t h e 

w e l l s t o t h e s o u t h i n t h e P i c t u r e d C l i f f s , and 

t h e 200 p s i r e s e r v o i r p r e s s u r e f o r t h e F u l c h e r 

K u t z - P i c t u r e d C l i f f s P o o l i s r e p r e s e n t a t i v e o f 

most o f t h e w e l l s t o t h e s o u t h o f u s . 

Q. I n y o u r o p i n i o n , w i l l c r o s s - f l o w o c c u r 

b e t w e e n t h e z o n e s t o be c o m m i n g l e d i n t h i s 

w e l 1 b o r e ? 

A. I n my o p i n i o n , i t w i l l n o t . We 

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

a p p r o x i m a t e l y w e l l c o m p l e t i o n a t a p p r o x i m a t e l y 25 

t o 50 pou n d s p r e s s u r e . T h a t i s s i g n i f i c a n t l y 

b e l o w any a n t i c i p a t e d r e s e r v o i r p r e s s u r e , and 
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t h e r e f o r e we a n t i c i p a t e p r o d u c t i o n n o t 

c r o s s - f l o w e d f r o m t h e z o n e s . 

Q. L e t me have you r e f e r t o wh a t has been 

m a r k e d as A p p l i c a n t ' s E x h i b i t No. 8, and a s k you 

t o i d e n t i f y t h a t e x h i b i t . 

A. E x h i b i t No. 6 has t w o w a t e r a n a l y s e s . 

The f i r s t page i s a w a t e r a n a l y s i s f r o m t h e 

F r u i t l a n d C o a l i n t h e Sus c o No. 3 w e l l l o c a t e d i n 

S e c t i o n 9, 26 N o r t h and 12 West. T h a t i s f o u r 

t o w n s h i p s t o t h e s o u t h o f o u r t o w n s h i p . 

Page 2 o f t h e e x h i b i t i s a w a t e r 

a n a l y s i s f r o m t h e Hi R o l l No. 4, w h i c h i s 

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

S e c t i o n 35, 27 N o r t h 13 West. A g a i n , t h a t i s 

a p p r o x i m a t e l y t h r e e t o w n s h i p s t o t h e s o u t h and 

one t o w n s h i p w e s t o f o u r l o c a t i o n . 

Q. When w e r e t h e s a m p l e s t a k e n f o r e a c h 

z o n e ? 

A. The d a t e on t h e Sus c o No. 3 i s F e b r u a r y 

13, 1 9 9 1 . T h e r e i s no d a t e on t h e H i R o l l . I 

was u n a b l e t o d e t e r m i n e when t h e H i R o l l s a m p l e 

was t a k e n . 

We have no w a t e r a n a l y s e s i n t h e 

i m m e d i a t e a r e a . We do n o t p r o d u c e P i c t u r e d 

C l i f f s o r F r u i t l a n d C o a l i n t h e i m m e d i a t e a r e a , 
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and t h e s e w e r e t h e c l o s e s t a n a l y s e s we c o u l d 

f i n d . H o w e v e r , we w o u l d a n t i c i p a t e t h e s e l o g 

a n a l y s e s t o be g e n e r a l l y r e p r e s e n t a t i v e o f t h e 

w a t e r t h a t y ou w o u l d f i n d i n t h e F r u i t l a n d C o a l 

and P i c t u r e d C l i f f ' s f o r m a t i o n , i n t h e a r e a o f 

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

Q. What p a r a m e t e r s w e r e a n a l y z e d by t h e s e 

t e s t s ? 

A. The d i s s o l v e d s a l t s w e r e a n a l y z e d , and 

i t c an be shown t h a t t h e t o t a l d i s s o l v e d s o l i d s 

on t h e F r u i t l a n d C o a l f r o m t h e Sus c o No. 3, was 

6,407 p a r t s p e r m i l l i o n , and t h a t t h e t o t a l 

d i s s o l v e d s o l i d s f r o m t h e H i R o l l No. 4 o u t o f 

t h e P i c t u r e d C l i f f s f o r m a t i o n , was 5,582 p a r t s 

p e r m i l l i o n . 

I n a d d i t i o n , t h e makeup o f t h e w a t e r , 

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

b o t h . I n s h o r t , t h e s e a r e a l m o s t i d e n t i c a l 

w a t e r s . 

Q. Your t e s t i m o n y i s t h a t t h e s e f l u i d s 

w i l l be c o m p a t i b l e ? 

A. My t e s t i m o n y i s t h e y w o u l d . 

Q. W i l l c o m b i n i n g t h e s e f l u i d s r e s u l t i n 

t h e f o r m a t i o n o f p r e c i p i t a t e s w h i c h m i g h t damage 

e i t h e r z o n e ? 
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A. We w o u l d n o t t h i n k s o . 

Q. L e t me have y ou r e f e r t o what y o u ' v e 

m a r k e d as A p p l i c a n t ' s E x h i b i t 7, and p l e a s e 

i d e n t i f y t h a t e x h i b i t . 

A. E x h i b i t No. 7 i s a summary e c o n o m i c 

r u n , s h o w i n g t h e e c o n o m i c s o f b o t h t h e P i c t u r e d 

C l i f f s w e l l and a F r u i t l a n d C o a l w e l l u n d e r 

v a r i o u s s c e n a r i o s . T h r e e s c e n a r i o s w e r e a n a l y z e d 

f o r e a c h . 

The f i r s t s c e n a r i o i s t h e e c o n o m i c s o f 

c o m m i n g l i n g t h e s e z o n e s ; t h e s e c o n d s c e n a r i o 

w o u l d be t h e e c o n o m i c s o f c o m p l e t i n g t h e s e z o n e s 

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

c o m p l e t i o n , and t h e t h i r d e c o n o m i c r u n w o u l d be 

wha t we w o u l d s ee i f we had t o d r i l l a new w e l l 

t o g e t t h e s e r e s e r v e s . 

Shown f o r e a c h , a c r o s s t h e t o p o f t h e 

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

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

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

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

r e t u r n , u n d i s c o u n t e d p r o f i t , and 20 p e r c e n t 

d i s c o u n t e d p r o f i t . 

Q. How d i d you a s c e r t a i n r e s e r v e s ? 

A. R e s e r v e s w e r e s e t by a s s u m i n g an IP and 
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a d e c l i n e r a t e , and t h e y w e r e v e r i f i e d , a t l e a s t 

f o r t h e P i c t u r e d C l i f f s f o r m a t i o n , b a s e d on 

v o l u m e t r i c s . 

Q. What was t h e b a s i s f o r t h e v a l u e s t h a t 

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

c o s t s ? 

A. Our e x p e r i e n c e i n o p e r a t i n g P i c t u r e d 

C l i f f s and F r u i t l a n d C o a l w e l l s was us e d t o 

d e t e r m i n e o p e r a t i n g e x p e n s e . 

Q. What was t h e b a s i s f o r y o u r i n v e s t m e n t 

f o r e c a s t ? 

A. The i n v e s t m e n t s , we p r e p a r e d AFEs f o r 

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

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

r e q u i r e d t o p r o d u c e t h o s e . 

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

A. I n summary, t h e r e s u l t s o f o u r a n a l y s i s 

i s t h a t t h e c o m m i n g l i n g i s t h e most e c o n o m i c way 

t o p r o d u c e e i t h e r z o n e , and i t ' s t h e o n l y 

e c o n o m i c way t o p r o d u c e t h e F r u i t l a n d C o a l z o n e . 

The c o s t s a v i n g s on t h e i n v e s t m e n t s i d e 

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

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

s h a r i n g o f a pumper, c o m p r e s s o r , and m a i n t e n a n c e 

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

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

C o a l by i t s e l f , t h e e c o n o m i c s a r e — i t ' s b a s i c a l l y 

s u b e c o n o m i c f o r M e r r i o n ' s c u t o f f c r i t e r i a . 

Q. Does t h i s e c o n o m i c a n a l y s i s a l s o show 

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

be l e s s t h a n t h e sum o f t h e v a l u e s o f t h e 

i n d i v i d u a l s t r e a m s ? 

A. N o t o n l y w i l l i t n o t be l e s s , i t w i l l 

be g r e a t e r u n d e r t h e c o m m i n g l e d . We w i l l h a v e 

more r e s e r v e s b e c a u s e w e ' l l have a s h a r e d 

o p e r a t i n g e x p e n s e and be a b l e t o p r o d u c e t o a 

l o w e r e c o n o m i c l i m i t . So, w e ' l l be a b l e t o 

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

o n l y t o M e r r i o n O i l & Gas, and t o o u r w o r k i n g 

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

and o v e r r i d e o w n e r s . 

Q. Now r e f e r t o wh a t y o u ' v e m a r k e d as t h e 

A p p l i c a n t ' s E x h i b i t No. 8, and i d e n t i f y t h a t 

e x h i b i t . 

A. E x h i b i t 8 i s a p r o p o s e d m o n t h l y gas 

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

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

b e t w e e n t h e P i c t u r e d C l i f f s and t h e F r u i t l a n d 

C o a l . 
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Q. Why d o n ' t y ou go ah e a d and go t h r o u g h 

t h e f o r m u l a f o r t h e r e c o r d . 

A. The f i r s t page o f E x h i b i t 8 s u m m a r i z e s 

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

be a l l o c a t e d . The g e n e r a l c o n c e p t i s t o s e t t h e 

P i c t u r e d C l i f f s r e s e r v e s u s i n g v o l u m e t r i c s a n d , 

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

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

know y o u r i n i t i a l r a t e , y ou know y o u r r e s e r v e s , 

and t h e n u se s t a n d a r d e x p o n e n t i a l d e c l i n e 

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

p r o d u c t i o n i n t h e f u t u r e . 

The F r u i t l a n d C o a l p r o d u c t i o n , t h e n , 

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

p r o d u c t i o n f r o m t h e w e l l and y o u r PC r e s e r v e s , as 

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

M o v i n g t o page 1 , a g a i n , s t e p 1 w o u l d 

be t o c a l c u l a t e P i c t u r e d C l i f f r e s e r v e s f r o m 

v o l u m e t r i c s . T h i s e q u a t i o n d e s c r i b e s t h e 

v o l u m e t r i c e q u a t i o n t h a t w o u l d d e f i n e t h e 

P i c t u r e d C l i f f s r e s e r v e s . I t i s 7758 b a r r e l s p e r 

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

y o u r d r a i n a g e a r e a i n a c r e s , t i m e s 1 , m i n u s y o u r 

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

v o l u m e f a c t o r , and a l l o f t h a t m u l t i p l i e d by y o u r 
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BTU f a c t o r . 

A g a i n , w e ' r e d e f i n i n g t h e PC r e s e r v e s 

i n MMBTUs. The p a r a m e t e r s t h a t we have 

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

o f f s e t w e l l s i s a p o r o s i t y o f 18 p e r c e n t , a n e t 

pay o f 30 f e e t , a d r a i n a g e a r e a o f t h e s p a c i n g 

u n i t o f 160 a c r e s , w a t e r s a t u r a t i o n o f 50 

p e r c e n t . 

To c a l c u l a t e gas f o r m a t i o n v o l u m e 

f a c t o r , we assumed a r e s e r v o i r t e m p e r a t u r e o f 100 

d e g r e e s F a h r e n h e i t and a gas d e v i a t i o n f a c t o r 

o f .94. The o n l y unknown i n t h e e q u a t i o n i s t h e n 

t h e r e s e r v o i r p r e s s u r e and t h e BTU f a c t o r . 

I f you c o m b i n e a l l t h e p a r a m e t e r s , you 

come down t o t h e b o t t o m e q u a t i o n i n s t e p 1 , t h a t 

t h e u l t i m a t e gas r e s e r v e s o f t h e P i c t u r e d C l i f f s 

i s e q u a l t o 1263 Mcf p e r p s i a , t i m e s w h a t e v e r t h e 

r e s e r v o i r p r e s s u r e i s , t i m e s t h e 8TU f a c t o r 

o b t a i n e d f r o m t h e gas a n a l y s e s upon i n i t i a l l y 

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

So, o u r p r o c e d u r e t o d e t e r m i n e t h e 

P i c t u r e d C l i f f s r e s e r v e s w o u l d be t o , upon 

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

t h e r e s e r v o i r p r e s s u r e , be i t 200 pou n d s o r be i t 

500 p o u n d s . We w o u l d t h e n be a b l e t o come t o 
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t h i s e q u a t i o n . We w o u l d a l s o g e t a gas a n a l y s e s 

and d e t e r m i n e t h e BTU c o n t e n t o f t h e P i c t u r e d 

C l i f f s g a s . We w o u l d t h e n be a b l e t o come t o 

t h i s e q u a t i o n and d e f i n e o u r P i c t u r e d C l i f f s 

r e s e r v e s i n MMBTUs. 

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

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

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

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

f r o m m o n t h - t o - m o n t h ? 

A. T h a t c o u l d . A l l I ' v e done i s gone 

t h r o u g h t h e v o l u m e t r i c s . L e t me c o n t i n u e t h r o u g h 

t h e e x h i b i t . S t e p 2 o f t h e e x h i b i t i s t o 

c a l c u l a t e t h e P i c t u r e d C l i f f s ' i n i t i a l m o n t h l y 

p r o d u c t i o n r a t e . 

The P i c t u r e d C l i f f s ' m o n t h l y p r o d u c t i o n 

r a t e w o u l d be t h e r a t i o o f t h e P i c t u r e d C l i f f s 

t e s t r a t e o v e r t h e sum o f t h e P i c t u r e d C l i f f s 

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

C l i f f s , p l u s t h e F r u i t l a n d C o a l t e s t r a t e upon 

i n i t i a l l y c o m p l e t i n g t h e F r u i t l a n d C o a l ; 

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

p r o d u c t i o n i n MMBTUs p e r m o n t h . 

T h a t w o u l d t h e n be, i f t h e m o n t h was a 

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

CUMBRE COURT REPORTING 
( 5 0 5 ) 9 8 4-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

1 0 

1 1 

1 2 

1 3 

1 4 

1 5 

1 6 

1 7 

1 8 

1 9 

2 0 

2 1 

2 2 

2 3 

24 

2 5 

2 6 

m o n t h ' s p r o d u c t i o n , and so t h a t w o u l d s e t o u r 

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

d e c l i n e e q u a t i o n . 

S t e p 3 i n t h e p r o c e s s c a l c u l a t e s t h e 

a b a n d o n m e n t r a t e o f t h e P i c t u r e d C l i f f s b a s e d on 

t h e o p e r a t i n g c o s t s o f $500 p e r m o n t h , assumed i n 

o u r a n a l y s i s , and a b u c k - s i x t y - f i v e p e r MMBTU 

w e l l h e a d gas p r i c e , n e t r e v e n u e i n t e r e s t o f 84 

p e r c e n t , t a x r a t e o f n i n e p e r c e n t . The 

c a l c u l a t e d a b a n d o n m e n t r a t e i s 396 MMBTUs p e r 

m o n t h , i s t h e e c o n o m i c l i m i t o f t h e P i c t u r e d 

C l i f f s p r o d u c t i o n . 

S t e p 4, now t h a t we know t h e i n i t i a l 

r a t e , t h e f i n a l r a t e and t h e r e s e r v e s , we can 

r e a r r a n g e t h e e x p o n e n t i a l d e c l i n e e q u a t i o n t o 

c a l c u l a t e t h e d e c l i n e r a t e , as d e p i c t e d i n t h a t 

S t e p 4, w h e r e t h e d e c l i n e r a t e i s e q u a l t o t h e 

i n i t i a l r a t e m i n u s t h e a b a n d o n m e n t r a t e o v e r t h e 

r e s e r v e s . 

S t e p 5, o n c e we know t h e d e c l i n e r a t e 

and we now know t h e i n i t i a l r a t e , we can 

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

any m o n t h i n t h e f u t u r e b a s e d on t h e f o r m u l a , 

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

p r o d u c t i o n a t any t i m e i n t h e f u t u r e i s e q u a l t o 
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y o u r i n i t i a l p r o d u c t i o n t i m e s E t o t h e n e g a t i v e 

d e c l i n e r a t e , t i m e s how many m o n t h s t o t h a t 

d a t e . 

So, we w i l l be a b l e t o g e n e r a t e o u r 

P i c t u r e d C l i f f s p r o d u c t i o n s c h e d u l e f r o m now t o 

t h e f u t u r e , and assume t h a t t h a t ' s a c c u r a t e . 

S t e p 6 m e r e l y t a k e s t h e t o t a l 

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

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

F r u i t l a n d C o a l p r o d u c t i o n r a t e f o r any g i v e n 

m o n t h . 

Q. Has t h i s b a s i c a l l o c a t i o n f o r m u l a been 

a p p r o v e d by 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 i n a 

p r i o r c a s e ? 

A. T h i s a l l o c a t i o n f o r m u l a has been 

a p p r o v e d by 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 . 

Q. Do you have a c a s e number o r o r d e r 

number a v a i l a b l e t o y o u ? 

A. I d o n ' t have t h a t i n f r o n t o f me. Do 

yo u ? 

MR. ROBERTS: Mr. E x a m i n e r , f o r t h e 

r e c o r d , i t ' s Case No. 1 0 7 0 0 , O r d e r No. R-9 8 8 1 . 

I t was an a p p l i c a t i o n o f M e r i d i a n f o r d o w n h o l e 

c o m m i n g l i n g o f P i c t u r e d C l i f f s and F r u i t l a n d C o a l 

p r o d u c t i o n i n t h e w e l l b o r e o f t h e S h i o t a n i 400 
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w e l l , I b e l i e v e . 

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

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

t h a t was p r o p o s e d by M e r i d i a n i n t h e S h i o t a n i 

c a s e ? 

A. T h e r e ' s one s l i g h t d i f f e r e n c e , and t h a t 

i s t h a t I p r o p o s e - t o a l l o c a t e on a MMBTU b a s i s , 

as o p p o s e d t o an Mcf b a s i s , r e c o g n i z i n g t h e 

d i f f e r e n c e i n t h e BTU c o n t e n t s o f t h e P i c t u r e d 

C l i f f s and t h e F r u i t l a n d C o a l . 

The s t e p s , t h e e q u a t i o n s , t h e 

m e t h o d o l o g y i s i d e n t i c a l . 

Q. Why i s i t more a p p r o p r i a t e , i n y o u r 

o p i n i o n , t o a l l o c a t e on t h e b a s i s o f MMBTUs as 

o p p o s e d t o M c f ? 

A. B e c a u s e t h a t i s how t h e d o l l a r s a r e 

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

p a i d i s on t h e v a l u e o f t h e i r g a s . I t ' s 

a l l o c a t e d t o t h e i r f o r m a t i o n . I f y ou a l l o c a t e on 

an Mcf b a s i s , t h e n t h e F r u i t l a n d C o a l , w h i c h we 

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

t h e P i c t u r e d C l i f f s g a s , w o u l d be r e c e i v i n g t o o 

much o f t h e v a l u e . 

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

a l l o c a t i o n f o r m u l a a d e q u a t e l y and e q u i t a b l y 
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p r o t e c t a l l o w n e r s o f p r o j e c t i o n f r o m e a c h z o n e ? 

A. Y e s , i t d o e s . 

Q. Now, i n t h e e v e n t t h e r e ' s p r o d u c t i o n o f 

l i q u i d h y d r o c a r b o n s , how s h o u l d t h e y be 

a l l o c a t e d ? 

A. They s h o u l d be a l l o c a t e d t o t h e 

P i c t u r e d C l i f f f o r m a t i o n . We d o n ' t a n t i c i p a t e 

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

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

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

h y d r o c a r bon s. 

Q. R e f e r now t o A p p l i c a n t ' s E x h i b i t No. 9, 

and i d e n t i f y t h a t e x h i b i t . 

A. E x h i b i t No. 9 i s an a f f i d a v i t s t a t i n g 

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

o f f s e t o p e r a t o r s ; Amoco, C o n o c o , M e r i d i a n and 

S o u t h l a n d R o y a l t i e s . I n a d d i t i o n , a c o p y was 

s e n t t o t h e B u r e a u o f Land Management, due t o t h e 

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

A l s o a t t a c h e d a r e c o p i e s o f t h e 

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

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

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

i n d i v i d u a l s r e c e i v e d t h e i r c o p i e s A p r i l 2 0 t h , 

A p r i l 2 0 t h , A p r i l 2 1 s t and A p r i l 2 2 n d . 
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Q . What w e r e t h e d a t e s o f t h e c e r t i f i e d 

T e t t e r s n o t i f y i n g t h e p a r t i e s o f t h i s h e a r i n g ? 

A. The d a t e on t h e l e t t e r i s A p r i l 1 8 t h . 

The l e t t e r s w e r e m a i l e d A p r i l 1 9 t h . 

Q. D i d you have any r e s p o n s e s t o t h e s e 

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

A. We had n o n e . 

Q. Do you r e c a l l t h e d a t e o f t h e 

n o t i f i c a t i o n t o t h e B u r e a u o f Land Management? 

A. They w e r e s e n t n o t i f i c a t i o n a t t h e same 

t i m e . I d i d n o t s e n d t h e m a s e p a r a t e l e t t e r ; I 

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

Q. I n y o u r o p i n i o n , h ave t h e n o t i c e 

r e q u i r e m e n t s o f t h e O i l C o n s e r v a t i o n D i v i s i o n , 

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

s a t i s f i e d ? 

A. They h a v e . 

MR. ROBERTS: Mr. E x a m i n e r , we have t w o 

o t h e r e x h i b i t s i n y o u r p a c k a g e , E x h i b i t Nos. 10 

and 1 1 . These e x h i b i t s a p p l y more s p e c i f i c a l l y 

t o M e r r i o n ' s a p p l i c a t i o n f o r a d m i n i s t r a t i v e 

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

f o r 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 , and I t h i n k 

i t ' s p r o b a b l y n o t a p p r o p r i a t e t h a t t h e y be 

s u b m i t t e d i n t o e v i d e n c e i n t h i s c a s e . 
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O r i g i n a l l y we had f i l e d t h i s as an 

a p p l i c a t i o n f o r d o w n h o l e commi n g1 i n g o n l y . We 

knew t h a t we had f i l e d t h e a p p l i c a t i o n f o r 

a d m i n i s t r a t i v e a p p r o v a l and had hoped t h a t t h a t 

m i g h t be a p p r o v e d by t h i s t i m e . 

I t h i n k t h e D i v i s i o n a d v e r t i s e d t h i s 

c a s e as an a p p l i c a t i o n f o r a p p r o v a l o f t h e 

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

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

h e a r i n g t o d a y . So t h e A p p l i c a n t , I t h i n k , w o u l d 

l i k e t o r e l y on i t s a d m i n i s t r a t i v e a p p l i c a t i o n 

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

Q. (BY MR. ROBERTS) Mr. S h a r p e , i n y o u r 

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

i n t h e b e s t I n t e r e s t o f c o n s e r v a t i o n , and r e s u l t 

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

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

A. Yes . 

Q. Were E x h i b i t Nos. 1 t h r o u g h 9 e i t h e r 

p r e p a r e d by you o r a t y o u r d i r e c t i o n and u n d e r 

y o u r s u p e r v i s i o n ? 

A. Yes, t h e y w e r e . 

MR. ROBERTS: Mr. E x a m i n e r , I w o u l d 

move t h e a d m i s s i o n o f E x h i b i t Nos. 1 t h r o u g h 9. 

EXAMINER STOGNER: E x h i b i t s 1 t h r o u g h 9 
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w i l l be a d m i t t e d i n t o e v i d e n c e a t t h i s t i m e . 

MR. ROBERTS: I have no o t h e r q u e s t i o n s 

on d i r e c t . 

EXAM I NAT I ON 

BY EXAMINER STOGNER: 

Q. Mr. Sharpe, you m e n t i o n e d t h a t t h i s 

case d i f f e r s f r o m t h e M e r i d i a n c a s e s , i n 

p a r t i c u l a r Order No. R - 9 8 8 1 — w h i c h I ' l l t a k e 

a d m i n i s t r a t i v e n o t i c e o f , by t h e way. The 

d i f f e r e n c e was t h a t y o u ' r e p r o p o s i n g an MMBTU 

i n s t e a d o f a Bcf . Why i s t h a t d i f f e r e n c e a g a i n ? 

A. The s p l i t of Mcfs o f gas between, as 

M e r i d i a n has p r o p o s e d , between t h e w e l l s , would 

i n d e e d a c c u r a t e l y s p l i t how many Mcfs were 

produce f r o m each zone, as t h e y proposed i t . 

However, i f I t a k e t h e d o l l a r amount 

t h a t ' s b e i n g p a i d t o each o f t h o s e zones and 

s p l i t i t on t h a t same b a s i s , i t w i l l i n a c c u r a t e l y 

s p l i t i t , because t h e Mcfs t h a t go t o t h e PC 

would have an 1100 BTU per Mcf, or MMBTU per Mcf 

r a t i o , w h i l e t h e c o a l gas would have i n t h e 

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

So, i f I t a k e my d o l l a r s w h i c h i s p a i d 

on an MMBTU b a s i s , and I s p l i t i t t h e same as 

t h o s e M c f s , t h e n I ' l l i n a c c u r a t e l y a l l o c a t e t h e 
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d o l l a r s , w h i c h i s t h e t r u e b o t t o m l i n e o f t h e 

a l l o c a t i o n . 

T h e r e f o r e , we f e e l i t ' s more a c c u r a t e 

t o make a s p l i t on an MMBTU b a s i s t h a t a c c o u n t s 

f o r t h e BTU c o n t e n t o f y o u r PC and y o u r F r u i t l a n d 

C o a l . You w i l l end up w i t h t h e same M c f s , i t ' s 

j u s t t h a t y o u r PC MMBTUs a r e g o i n g t o be g r e a t e r 

t h a n t h e y w o u l d have been b e f o r e . 

I n o t h e r w o r d s , i f I t a k e my PC s t r e a m 

a t 1100 BTUs and my F r u i t l a n d C o a l s t r e a m a t a 

t h o u s a n d BTUs and I c o m b i n e t h o s e t w o , I ' v e g o t a 

t h o u s a n d and f i f t y BTU s t r e a m , a s s u m i n g i t ' s a 

50/50 s p l i t . 

I f I d i v i d e my M c f s 5 0 / 5 0 , t h e n I ' v e 

done i t c o r r e c t l y ; b u t i f I d i v i d e my d o l l a r s 

5 0 / 5 0 , t h e n I ' v e n o t done i t c o r r e c t l y , b e c a u s e 

t h e PC w o u l d have 50 p e r c e n t t i m e s 1100 BTUs, t h e 

F r u i t l a n d C o a l w o u l d h a v e 50 p e r c e n t t i m e s 1000 

BTUs, and t h e r e f o r e t h e d o l l a r s s h o u l d go w i t h 

t h e BTUs and n o t w i t h t h e M c f s . 

Q. Would t h a t be a d i l u t i o n o f t h e 

F r u i t l a n d C o a l o f t h e moneys t h a t s h o u l d be 

a t t r i b u t a b l e t o t h e F r u i t l a n d C o a l g o i n g t o t h e 

PC? 

A. I t w o u l d be a d i l u t i o n o f t h e PC moneys 
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i f i t w e r e done d i f f e r e n t l y . I f y ou d i d n o t 

a c c o u n t f o r t h e h i g h e r BTU c o n t e n t o f t h e 

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

w o u l d s e n d t h o s e i n c r e m e n t a l 50 BTU d i f f e r e n c e 

b e t w e e n t h e F r u i t l a n d C o a l — you w o u l d be p a y i n g 

t h e F r u i t l a n d C o a l f o r BTUs t h a t i t d i d n ' t 

c o n t a i n . 

So, n o , t h i s i s t h e most a c c u r a t e 

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

i d e n t i c a l a l l o c a t i o n o f M c f s . The Mcf a l l o c a t i o n 

w i l l be t h e same. One way t o do t h i s w o u l d be t o 

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

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

a v e r a g e BTU t o a l l o c a t e y o u r d o l l a r s . T h a t w o u l d 

be d o i n g t h e same as j u s t i n c l u d i n g t h e MMBTUs i n 

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

B ut w h a t I u n d e r s t o o d M e r i d i a n d i d was 

t h a t t h e y ' r e g o i n g t o a l l o c a t e M c f s and t h e n t a k e 

t h e a v e r a g e BTU c o n t e n t o f t h e c o m b i n e d gas 

s t r e a m , and assume t h a t r e p r e s e n t s b o t h t h e PC 

and t h e F r u i t l a n d C o a l . 

Q. A p e r c e n t a g e , p e r se? 

A . R i g h t . 

Q. R e f e r r i n g t o E x h i b i t No. 3, w h i c h i s 

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

o p p o s e d t o d o w n h o l e c o m m i n g l e d ? 

A. R e f e r r i n g t o E x h i b i t 4, w h i c h shows t h e 

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

and t h e F r u i t l a n d C o a l i n more d e t a i l t h a n 

E x h i b i t 3, i t w o u l d be m e c h a n i c a l l y d i f f i c u l t 

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

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

t o k eep t h e z o n e s f r o m b e i n g c o m m i n g l e d o u t s i d e 

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

B a s i n - F r u i t l a n d C o a l t o t h e P i c t u r e d C l i f f s . 

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

w o u l d be d i f f i c u l t t o do i n s i d e t h e w e l l b o r e , and 

i t w o u l d be p o s s i b l y i m p o s s i b l e t o do o u t s i d e t h e 

w e l l b o r e . 

Q. Do you t h i n k a p e r i o d i c s p i n n e r s u r v e y 

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

you have any i d e a how a c c u r a t e t h a t w o u l d 

r e p r e s e n t ? 

A. I w o u l d t e n d t o t h i n k t h a t t h a t w o u l d 

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

p r o d u c t i o n f r o m y o u r F r u i t l a n d C o a l . We w o u l d 

a n t i c i p a t e some w a t e r p r o d u c t i o n . And a l t h o u g h 

t h e r e a r e m e t h o d s t o a t t e m p t t o d i v i d e y o u r gas 

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

d i f f i c u l t t o do t h a t a c c u r a t e l y . 

I t h i n k t h a t t h e m e t h o d p r o p o s e d by 

M e r i d i a n , I t h i n k t h a t p i n n i n g down t h e PC 

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

t h o s e r e s e r v e s a r e p i n n e d down; a n d , on a 

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

may n o t n e c e s s a r i l y be a c c u r a t e . Y o u ' r e r e a l l y 

k i n d o f g u e s s i n g . 

But I t h i n k o v e r t h e l o n g r u n , t h r o u g h 

t h e e c o n o m i c l i m i t o f t h e w e l l , t h a t y o u ' v e 

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

b e t w e e n t h e f o r m a t i o n s and t h a t a t t e m p t i n g t o do 

t h a t i n any way on a m o n t h - t o - m o n t h b a s i s , and 

c h a n g i n g i t on a m o n t h - t o - m o n t h b a s i s , w o u l d be 

e x t r e m e l y d i f f i c u l t . 

EXAMINER STOGNER: I have no o t h e r 

q u e s t i o n s o f t h i s w i t n e s s . 

THE WITNESS: May I p o i n t o u t an 

o m i s s i o n ? 

EXAMINER STOGNER: S u r e . 

THE WITNESS: I t j u s t came t o me, an 

o m i s s i o n i n t h e a l l o c a t i o n f o r m u l a , E x h i b i t No. 

8, s t e p 1. The u l t i m a t e gas r e s e r v e s , t h e 

e q u a t i o n I have t h e r e d e s c r i b e s t h e gas i n p l a c e . 
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T h a t n e e d s t o be m u l t i p l i e d by a r e c o v e r y f a c t o r 

t o g e t r e s e r v e s . 

EXAMINER STOGNER: Okay. W h i c h f o r m u l a 

a r e y ou t a l k i n g a b o u t ? 

THE WITNESS: E x h i b i t 8, page 2, s t e p 

1. The e q u a t i o n a t t h e t o p , GP e q u a l s e t c e t e r a , 

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

" t i m e s r e c o v e r y f a c t o r . " And t h e r e c o v e r y 

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

t h e S h i o t a n i 4 0 0 , w h i c h i s a f e w m i l e s away, has 

a r e c o v e r y f a c t o r o f 85 p e r c e n t . 

So t h e f i n a l e q u a t i o n a t t h e b o t t o m , 

gas r e s e r v e s e q u a l s 1 2 6 3 , t i m e s p r e s s u r e , t i m e s 

BCD f a c t o r , t i m e s 85 p e r c e n t r e c o v e r y f a c t o r . 

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

MR. ROBERTS: Mr. E x a m i n e r , we c o u l d 

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

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

EXAMINER STOGNER: Why d o n ' t we do 

t h a t . I ' v e made t h e m a r k s , and so d i d Mr. S h a r p e 

h e r e , b u t i f y o u ' l l s u b m i t t o me a t a l a t e r t i m e 

an amended E x h i b i t 8, t h a t way w e ' l l have t h a t on 

f i l e . 

MR. ROBERTS: I have no o t h e r q u e s t i o n s 

f o r t h i s w i t n e s s . 
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EXAMINER STOGNER: You may be e x c u s e d . 

I f t h e r e ' s n o t h i n g f u r t h e r , I ' l l t a k e Case No. 

10970 u n d e r a d v i s e m e n t . 

(And t h e p r o c e e d i n g s c o n c l u d e d . ) 

I do hereby certify that the foregoing is 
a complele r ecord of the proceedings in 
the Examiner hearing o f ^ a e No. /£>?7Q 
heard by me onV) 1 9 ^ ' 

Examiner 
Oil Conservation Division 
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CERTIFICATE OF REPORTER 

STATE OF NEW MEXICO 

COUNTY OF SANTA FE 

) 

) s s . 
) 

I , C a r l a D i a n e R o d r i g u e z , C e r t i f i e d 

S h o r t h a n d R e p o r t e r and N o t a r y P u b l i c , HEREBY 

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

p r o c e e d i n g s b e f o r e t h e O i l C o n s e r v a t i o n D i v i s i o n 

was r e p o r t e d by me; t h a t I c a u s e d my n o t e s t o be 

t r a n s c r i b e d u n d e r my p e r s o n a l s u p e r v i s i o n ; and 

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

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

r e l a t i v e o r e m p l o y e e o f any o f t h e p a r t i e s o r 

a t t o r n e y s i n v o l v e d i n t h i s m a t t e r and t h a t I have 

no p e r s o n a l i n t e r e s t i n t h e f i n a l d i s p o s i t i o n o f 

t h i s m a t t e r . 

I FURTHER CERTIFY t h a t I am n o t a 

WITNESS MY HAND AND SEAL May 20, 1994. 
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