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EXAMINER STOGNER: A t t h i s t i m e I ' l l c a l l 

Case No. 10656. 

MR. STOVALL: A p p l i c a t i o n o f M i t c h e l l 

Energy C o r p o r a t i o n f o r c o m p u l s o r y p o o l i n g and an 

u n o r t h o d o x gas w e l l l o c a t i o n , Lea C o u n t y , New M e x i c o . 

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

MR. KELLAHIN: Mr. E x a m i n e r , 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 & 

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 , 

M i t c h e l l Energy C o r p o r a t i o n . I have t h r e e w i t n e s s e s 

t o be sworn. 

EXAMINER STOGNER: Any a d d i t i o n a l 

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

MR. CAVIN: Mr. Examiner, my name i s S e a l y 

C a v i n . I'm an a t t o r n e y w i t h t h e S t r a t t o n & C a v i n law 

f i r m i n A l b u q u e r q u e . I'm r e p r e s e n t i n g S t r a t a 

P r o d u c t i o n Company, and I have two w i t n e s s e s . 

EXAMINER STOGNER: Any o t h e r a p p e a r a n c e s ? 

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

sworn a t t h i s t i m e ? 

( T h e r e u p o n , t h e w i t n e s s e s were sworn.) 

EXAMINER STOGNER: Mr. K e l l a h i n ? 

MR. KELLAHIN: Thank y o u , Mr. Examin e r . 

D u r i n g t h e b r e a k , Mr. Examiner, Mr. S t o v a l l and Mr. 

C a v i n and I d i s c u s s e d p o t e n t i a l i s s u e s f o r 
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c o n s i d e r a t i o n by t h e D i v i s i o n Examiner i n t h i s 

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

f o r an o r t h o d o x gas w e l l l o c a t i o n . 

I n t r y i n g t o i d e n t i f y t h e i s s u e s , Mr. C a v i n 

has r a i s e d a n o t i c e q u e s t i o n , and s u b j e c t t o y o u r 

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

f i r s t . Mr. C a v i n has made m e n t i o n o f i t i n h i s 

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

d e s i r e s t o r a i s e an i s s u e a b o u t n o t i c e , t h a t he o u g h t 

t o go f o r w a r d and d e s c r i b e f o r us what h i s c o n c e r n i s 

w i t h r e g a r d s t o n o t i f i c a t i o n . L e t us d e a l w i t h t h a t 

i s s u e and, based upon t h e outcome o f t h a t i s s u e , 

d e t e r m i n e w h e t h e r we go f o r w a r d o r w h e t h e r some o t h e r 

s o l u t i o n i s a p p r o p r i a t e . 

EXAMINER STOGNER: Mr. Cavin? 

MR. CAVIN: Yes, Mr. Exa m i n e r . Our n o t i c e 

i s s u e goes t o t h e q u e s t i o n o f w h e t h e r , i n c o n n e c t i o n 

w i t h c o m p u l s o r y p o o l i n g a c t i o n , M i t c h e l l has 

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

h a l f o f S e c t i o n 28. We have a d v i s e d on s e v e r a l 

o c c a s i o n s -- we have a d v i s e d M i t c h e l l t h e r e i s a 

S t r a t a -- Mr. Mark Murphy, who w i l l be c a l l e d as a 

w i t n e s s , has a d v i s e d M i t c h e l l on s e v e r a l o c c a s i o n s 

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

t h a t M i t c h e l l seeks t o f o r c e p o o l . We have i n d i c a t e d 
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t o M i t c h e l l t h a t we w o u l d -- w h i l e we were t r y i n g t o 

s t r i k e an ag r e e m e n t , t r y t o c o o r d i n a t e t h e d e a l 

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

a p a r t , we t o l d M i t c h e l l i n good f a i t h t h a t we c o u l d n ' t 

speak f o r t h e p a r t n e r s , i f t h e r e was g o i n g t o be a --

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

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

A t t h a t t i m e we s e n t them a l i s t o f t h e 

p a r t n e r s and t h e i r a d d r e s s e s and I b e l i e v e s u g g e s t e d 

t h e y may want t o c o n t a c t t h e s e p a r t i e s . We b e l i e v e 

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

speak f o r t h e i r i n t e r e s t a t t h i s t i m e , Mr. Examiner. 

MR. KELLAHIN: I n r e s p o n s e , Mr. Exa m i n e r , 

l e t me s u b m i t t o you p a r t o f my t e n d e r o f p r o o f on 

t h i s i s s u e . To a i d you i n u n d e r s t a n d i n g what Mr. 

C a v i n ' s c o n c e r n i s , l e t me show you what i s g o i n g t o 

be E x h i b i t No. 6. I t ' s s i m p l y an o w n e r s h i p p l a t . 

M i t c h e l l ' s p r o p o s a l i s t o f o r m u l a t e a 

3 2 0 - a c r e gas s p a c i n g u n i t . There i s n o t y e t gas 

s p a c i n g i n S e c t i o n 28. We a r e p r o p o s i n g t o o r i e n t t h e 

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

The o w n e r s h i p w i t h i n t h e s e c t i o n i s such t h a t M i t c h e l l 

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

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

w e s t q u a r t e r . I t ' s an unshaded t r a c t , and i t ' s 
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l a b e l e d " S t r a t a . " 

Our t e n d e r o f p r o o f i s t h a t based upon a 

t i t l e o p i n i o n r e n d e r e d t o M i t c h e l l E nergy by t h e 

H i n k l e law f i r m , t h a t as o f t h e d a t e o f t h e 

a p p l i c a t i o n and as o f t h e d a t e t h e a p p l i c a t i o n f o r 

c o m p u l s o r y p o o l i n g was s e r v e d on S t r a t a , w h i c h i s 

December 9, t h a t S t r a t a P r o d u c t i o n Company was t h e 

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

f e d e r a l l e a s e . 

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

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

t h e y had t h e a b i l i t y t o make d e a l s on b e h a l f o f t h e 

o p e r a t i n g i n t e r e s t f o r t h a t l e a s e . And t h a t w h i l e 

t h e r e may be o t h e r p a r t n e r s o f S t r a t a , t h e y were 

u n d i s c l o s e d t o us. I t was n o t u n t i l n e g o t i a t i o n s 

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

J a n u a r y 13, we were i n f o r m e d t h a t S t r a t a now was 

t e l l i n g us t h e y had o t h e r i n t e r e s t owners t h a t w o u l d 

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

A p p l i c a t i o n was f i l e d on December 7. 

S t r a t a was s e r v e d on t h e 9 t h . The case was o r i g i n a l l y 

s c h e d u l e d f o r t h e 7 t h o f J a n u a r y , was c o n t i n u e d t o 

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

w h i c h t o see i f t h e y c o u l d come t o an agr e e m e n t . 

I n a d d i t i o n , we w i l l s u b m i t t o you as p a r t 

CUMBRE COURT REPORTING 
P.O. BOX 9262 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1 

22 

2 3 

24 

25 

9 

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

company t h a t does b u s i n e s s i n Lea Co u n t y , New M e x i c o , 

t h a t has a t t e s t e d t o t h e f a c t t h a t t h e y ' v e made a 

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

Me x i c o , f r o m a p e r i o d b e g i n n i n g November 6 o f '92, 

e n d i n g J a n u a r y 19, 1992, and i t shows t h a t S t r a t a 

P r o d u c t i o n Company i s s t i l l t h e owner o f a l l t h o s e 

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

Our p o i n t i s t h e l a s t - m i n u t e e f f o r t t o 

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

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

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

b e l i e v e we've c o m p l i e d w i t h t h e n o t i c e r e q u i r e m e n t s . 

We have d e a l t i n good f a i t h w i t h S t r a t a P r o d u c t i o n 

Company. And i t i s n o t o u r o b l i g a t i o n now t o go o u t 

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

S t r a t a says we a r e now o b l i g a t e d t o seek. 

The c e r t i f i c a t e i s h e r e f o r y o u r 

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

MR. STOVALL: Mr. C a v i n , you a r e n o t 

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

MR. CAVIN: No, s i r . 

MR. STOVALL: Mr. Exa m i n e r , I d o n ' t t h i n k 

t h a t a t t h i s t i m e i t ' s n e c e s s a r y t o r u l e on t h a t 

m a t t e r , q u i t e f r a n k l y . S t r a t a i s h e r e and a p p e a r i n g . 
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The o t h e r p a r t i e s -- i f a p o o l i n g o r d e r i s e n t e r e d , 

t h e p a r t i e s may o b j e c t t o t h a t o r d e r as n o t b e i n g 

a p p l i c a b l e t o them. And i f M i t c h e l l goes f o r w a r d , 

chooses t o go f o r w a r d a t t h i s t i m e , i t does so w i t h 

t h e r i s k , k n o w i n g t h a t t h e r e may be o t h e r p a r t i e s o u t 

t h e r e a t t h i s t i m e who p o s s i b l y were e n t i t l e d t o 

n o t i c e . 

And w i t h o u t m a k i n g t h a t d e t e r m i n a t i o n , I 

w o u l d say t h a t a t t h i s t i m e M i t c h e l l may go f o r w a r d , 

i f i t so d e s i r e s , and t h a t t h o s e o t h e r p a r t i e s , i f Mr. 

C a v i n d o e s n ' t speak f o r them, w i l l have t o a s s e r t 

t h e i r i n t e r e s t . And M i t c h e l l needs t o be aware t h a t 

t h a t may happen, and t h e y may come back i n h e r e and 

have t o do i t a g a i n . B u t so I w o u l d say t h a t t h e 

d e c i s i o n i s up t o M i t c h e l l a t t h i s p o i n t . 

O n l y t h o s e i n t e r e s t s o v e r whom t h e 

Commission has j u r i s d i c t i o n w i l l be p o o l e d , and 

w h e t h e r i t has j u r i s d i c t i o n o v e r t h o s e i n t e r e s t s i s 

n o t a d e c i s i o n t h a t has t o be a d d r e s s e d t o d a y because 

t h e r e ' s — 

MR. KELLAHIN: I beg t o d i f f e r w i t h Mr. 

S t o v a l l . I t h i n k i t ' s c r i t i c a l l y i m p o r t a n t f o r us t o 

know b e f o r e we go t h r o u g h t h i s e x e r c i s e i f we a r e 

p o o l i n g S t r a t a and t h e 25 p e r c e n t w o r k i n g i n t e r e s t 

o w n e r s h i p i n t h a t l e a s e o r w h e t h e r we're o n l y p o o l i n g 

CUMBRE COURT REPORTING 
P.O. BOX 9262 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

1 3 

14 

15 

16 

17 

18 

19 

20 

2 1 

22 

23 

2 4 

2 5 

1_1 

S t r a t a as t o 18.5 p e r c e n t . I t h i n k t h a t makes a 

m a t e r i a l d i f f e r e n c e as t o what we do. We t h i n k we 

have a t e n d e r o f p r o o f t h a t meets t h e r e q u i r e m e n t s on 

n o t i f i c a t i o n . And I d i s a g r e e w i t h Mr. S t o v a l l . I 

t h i n k we need some d e c i s i o n f r o m t h e e x a m i n e r as t o 

w h e t h e r we've n o t i f i e d t h e p r o p e r p r o p e r t i e s . 

MR. CAVIN: M i g h t I i n t e r j e c t , Mr. 

Examiner? We a g r e e t h a t t h e r e i s a due p r o c e s s 

q u e s t i o n as t o t h e s e i n t e r e s t owners t h a t were 

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

Oc t o b e r 26. Perhaps t h e y were i d e n t i f i e d i n g e n e r i c 

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

were s i l e n t p a r t n e r s . 

I t i s n o t u n u s u a l , as you know, t o have 

o t h e r r e c o r d e d i n t e r e s t s , and we, S t r a t a , d i d i t s b e s t 

t o a d v i s e M i t c h e l l o f t h i s s i t u a t i o n . I n f a c t , u nder 

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

p a r t i e s do i n f a c t have o p e r a t i n g r i g h t s even t h o u g h 

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

We w o u l d be happy t o s u b m i t t h a t t o t h e 

D i v i s i o n . 

EXAMINER STOGNER: I suppose you have a 

l a n d w i t n e s s p r e p a r e d t o d a y t o t e s t i f y on t h e i r work 

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

c o r r e c t , Mr. K e l l a h i n ? 
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MR. KELLAHIN: Yes, s i r , and our t e s t i m o n y -

i s t h a t p a r t y i s S t r a t a . And w h i l e t h e y s a i d t h e y had 

o t h e r i n t e r e s t o wners, as l a t e as J a n u a r y 12, t h e y 

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

t o us. And so t h a t i s t h e i s s u e i s w h e t h e r , h a v i n g 

d e a l t w i t h and e x h a u s t e d t h e e f f o r t s w i t h S t r a t a , and 

been u n s u c c e s s f u l t o g e t a v o l u n t a r y agreement because 

t h e y now d i s c l o s e t o us on t h e 1 5 t h o f J a n u a r y — 1 3 t h 

o f J a n u a r y , some 15 o t h e r i n d i v i d u a l s and e n t i t i e s , 

must we now r e s t a r t t h e p r o c e s s and go and t r y t o f i n d 

t h o s e p e o p l e ? 

MR. CAVIN: Mr. Exami n e r , i f I m i g h t , 

S t r a t a -- and I d o n ' t t h i n k t h e r e ' s been any 

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

names. M i t c h e l l has n o t p u r s u e d t h a t . And i t wasn't 

u n t i l -- and we a l s o d i d n o t i n d i c a t e t h a t we had t h e 

a u t h o r i t y t o speak f o r t h e s e i n d i v i d u a l s . We 

i n d i c a t e d t h a t we w o u l d t r y t o work a d e a l . And 

t h a t ' s what we were d o i n g i n a good f a i t h e f f o r t . 

When t h e d e a l came a p a r t , we s a i d , l o o k , t h i s i s 

g e t t i n g t o o c o m p l i c a t e d . You're g o i n g t o have t o go 

t o t h e s e p a r t i e s d i r e c t l y . F r a n k l y , some o f them may 

want t o p a r t i c i p a t e , some o f them you may j u s t have t o 

f o r c e p o o l , and o t h e r s may a c c e p t t h e f a r m - o u t t e r m s . 

And i t ' s i n c u m b e n t on t h e a p p l i c a n t , i t 
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seems t o me, and c e r t a i n l y we w o u l d t a k e t h a t p o s i t i o n 

i f we were f o r c e p o o l i n g , t o c o n t a c t anybody t h a t we 

were aware o f . I t ' s n o t j u s t c o n s t r u c t i v e n o t i c e o f 

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

t h e p r o c e s s . 

EXAMINER STOGNER: T h a t ' s p a r t o f t h e 

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

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

o r r e a s o n a b l e e f f o r t was made, and I t h i n k we can hea r 

t h a t t o d a y and t h a t d e t e r m i n a t i o n can be made. And, 

as a l w a y s , any p a r t y who d o e s n ' t f e e l t h e y ' r e up t o 

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

D i v i s i o n ' s a s s i s t a n c e o r t h e p r o v i s i o n s e i t h e r t h r o u g h 

h e a r i n g o r w h a t e v e r means, b u t o b v i o u s l y we have them 

h e r e t o d a y , and we h a v e n ' t made t h a t d e t e r m i n a t i o n y e t 

by l i s t e n i n g t o any o f t h e t e s t i m o n y . 

Mr. K e l l a h i n ? 

MR. KELLAHIN: We're r e a d y t o go f o r w a r d . 

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

i s s u e s , Mr. S t o v a l l , t h a t you see -- t h a t you 

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

MR. STOVALL: No. I t h i n k i f y o u ' r e 

p r e p a r e d t o go w i t h t h e l a n d case and t h e n , I t h i n k --

t h e l e g a l i s s u e I see h e r e , and I t h i n k Mr. C a v i n i s 

r a i s i n g -- and, Mr. K e l l a h i n , g e t y o u r r e s p o n s e t o 
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t h i s -- i t a p p e a r s t h a t you have c o m p l i e d w i t h t h e 

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

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

MR. KELLAHIN: Yes, s i r . 

MR. STOVALL: A r e you r e q u i r e d t o n o t i f y 

t h o s e -- two q u e s t i o n s i s , have you been g i v e n a c t u a l 

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

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

To what e x t e n t do t h e y have due p r o c e s s r i g h t s t o 

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

MR. KELLAHIN: And t h e n as an a d d i t i o n a l 

i t e m , w h e t h e r o r n o t M i t c h e l l c o u l d r e l y on what t h e y 

b e l i e v e were r e p r e s e n t a t i o n s by S t r a t a t h a t S t r a t a was 

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

d e a l t w i t h t h i s i s s u e . And i f you make t h a t 

d e t e r m i n a t i o n , t h e n we d o n ' t have any o b l i g a t i o n t o 

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

MR. STOVALL: Mr. K e l l a h i n , a g a i n , t h e o n l y 

q u e s t i o n I w o u l d ask you i s what i f one o f t h e s e 

u n d i s c l o s e d p a r t i e s comes back i n and seeks an o r d e r 

f r o m t h e Commission t h a t t h e i r i n t e r e s t s have n o t been 

p o o l e d by t h e o r d e r because t h e y d i d n o t r e c e i v e 

n o t i c e ? 

MR. KELLAHIN: We w o u l d o b v i o u s l y have t o 

have a h e a r i n g and d i s c u s s t h a t i s s u e , b u t o u r d e f e n s e 
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i s t h a t t h e i r i n t e r e s t i s bound by t h e a c t i v i t i e s o f 

S t r a t a . 

MR. STOVALL: I t h i n k we need t o go f o r w a r d 

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

MR. CAVIN: We can say w i t h o u t 

e q u i v o c a t i o n , t h e i r i n t e r e s t s a r e n o t bound by S t r a t a , 

and i f t h e r e i s a case f o r m i s r e p r e s e n t a t i o n , I d o u b t 

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

We w o u l d a l s o a l s o a s s e r t t h a t S t r a t a has 

n o t r e p r e s e n t e d t h a t . We have made a good f a i t h 

e f f o r t . We c o n t i n u e d u n t i l t h e 1 3 t h . J u s t so l o n g as 

e v e r y o n e i s aware o f t h a t as we p r e s s i n t o t h i s . 

We're p e r f e c t l y w i l l i n g t o hea r t h i s case t o d a y . I 

can a l s o a s s u r e you t h a t t h e r e w i l l - - I w o u l d be 

s u r p r i s e d i f none o f t h e s e p a r t i e s o b j e c t s t o n o t j 

h a v i n g n o t i c e . And I j u s t say t h a t f o r t h e r e c o r d 

t o d a y . 
i 

MR. KELLAHIN: One f i n a l p o i n t . Mr. 

C a v i n ' s r e p r e s e n t a t i o n i s i n c o n s i s t e n t w i t h t h e 

p r o o f . T h e r e i s a December 20 l e t t e r f r o m h i s c l i e n t 

t h a t p u r p o r t s an a r r a n g e m e n t and a t t a c h e s t o i t t h e 

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

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

f o r m on b e h a l f o f t h e f u l l 25 p e r c e n t w o r k i n g 

i n t e r e s t s . You c a n ' t have i t b o t h ways, Mr. Examin e r . 
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MR. CAVIN: I t a l s o s t a t e s t h e r e a r e 

u n d i s c l o s e d owners, t h a t we have been i n c o n t a c t w i t h 

t h e s e owners and we have t r i e d t o -- i t e x p r e s s e s t h a t 

i n b l a c k and w h i t e . And i t ' s c o n s i s t e n t w i t h t h e 

wh o l e p a t t e r n . T h e r e a r e u n d i s c l o s e d owners. We have 

t r i e d t o work o u t a d e a l . Where we c a n ' t work o u t 

t h i s d e a l , we s a i d , l o o k , t h i s t h i n g i s t o o 

c o m p l i c a t e d . You're g o i n g t o have t o d e a l w i t h t h e s e 

p e o p l e d i r e c t l y . We s e t t h a t f o r t h i n t h e agreement 

p r e c i s e l y . Our c o r r e s p o n d e n c e i s c o n s i s t e n t . A l l t h e 

t e l e p h o n e c o n v e r s a t i o n s a r e c o n s i s t e n t . And i t was 

j u s t a l a z y landman t h a t d i d n ' t want t o c o n t a c t t h e s e 

f o l k s . We w o u l d have been happy t o g i v e t h e 

i n f o r m a t i o n — 

MR. STOVALL: L e t ' s pass on t h o s e k i n d o f 

j u d g m e n t s , Mr. C a v i n . 

MR. KELLAHIN: T h a t ' s u n f a i r . 

MR. STOVALL: I guess t h e q u e s t i o n i s , we 

d o n ' t even know a t t h i s p o i n t w h e t h e r t h e p e o p l e have 

t h e p r o p e r t y i n t e r e s t s w h i c h i s -- we d o n ' t have a 

r e c o r d on t h a t . So l e t ' s p r o c e e d w i t h t h e l a n d c a s e , 

and t h e r e c o r d s we have b e f o r e us a t t h i s p o i n t show 

no i n t e r e s t o t h e r t h a n S t r a t a , and so t h e r e f o r e we 

d o n ' t even know who t h e y a r e . 

Mr. C a v i n , I w i l l a d v i s e t h a t you c a n n o t 
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r e p r e s e n t t h e s e p e o p l e because y o u a r e -- you have 

r e p r e s e n t e d t o t h i s D i v i s i o n t h i s m o r n i n g t h a t you do 

n o t r e p r e s e n t t h e s e p e o p l e . 

MR. CAVIN: T h a t ' s t r u e . 

MR. STOVALL: T h e r e ' s a l i t t l e b i t o f a 

p r o b l e m t h e r e as f a r as y o u r now t a k i n g up t h e i r f l a g . 

MR. CAVIN: I am n o t a t t e m p t i n g t o 

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

make t h a t p e r f e c t l y c l e a r . I f t h e r e ' s any 

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

r e c o r d . 

MR. KELLAHIN: My c h o i c e o f p r e s e n t a t i o n i s 

t o p r e s e n t t h e g e o l o g i c d a t a f i r s t . T h a t ' s t h e h e a r t 

o f t h e cas e . We're i n t e r e s t e d i n t h e g e o l o g y by w h i c h 

we f u l l y d e v e l o p t h e s e c t i o n , and I'm g o i n g t o c a l l 

Mr. G a w l o s k i f i r s t r a t h e r t h a n d e a l w i t h t h e l a n d 

t e s t i m o n y . 

EXAMINER STOGNER: I ' d r a t h e r h e a r t h e l a n d 

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

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

and t h e o v e r h e a d c h a r g e s , b u t we need t o p r o c e e d w i t h 

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

i s s u e s r a i s e d up because i f t h e r e i s a p r o b l e m , why 

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

MR. KELLAHIN: W e l l , t h a t ' s my p o i n t . 
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We're r a i s i n g t h i s i n t e r m s o f r e s p o n s e t o Mr. S e a l y ' s 

m o t i o n . My t e n d e r o f p r o o f on b e h a l f o f t h e landmen 

i s what I ' v e summarized a t t h i s p o i n t . And i f we're 

g o i n g t o a d d r e s s t h e n o t i c e i s s u e , t h e n I need t o draw 

him o u t o f t h e r e g u l a r sequence o f p r e s e n t a t i o n , and 

w e ' l l t a l k a b o u t t h e n o t i c e . 

MR. STOVALL: I t ' s u n u s u a l . N o r m a l l y , t h e 

l a n d t e s t i m o n y comes f i r s t i n most f o r c e d p o o l i n g s . 

MR. KELLAHIN: I u n d e r s t a n d . 

MR. STOVALL: And p r o b a b l y t h e r e a s o n f o r 

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

case i s , you know, i s t h e r e an agreement and has t h e r e 

been any good f a i t h n e g o t i a t i o n s . 

MR. KELLAHIN: I had u n d e r s t o o d t h e 

f u n d a m e n t a l i s s u e i n t h i s case was t h e o r i e n t a t i o n o f 

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

MR. STOVALL: T h a t ' s t h e i s s u e between t h e 

p a r t i e s . 

MR. KELLAHIN: Yes, s i r . 

MR. STOVALL: The i s s u e b e f o r e t h e 

Commission i s you've g o t t o have t h e b a s i s f o r a 

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

i n t o t h e i s s u e s o f how w i l l t h a t o r d e r be d r a f t e d . 

MR. KELLAHIN: I t ' s a l r e a d y a d m i t t e d 

between t h e s e two p a r t i e s t h a t t h e y c a n ' t come t o an 
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a greement d e s p i t e t h e i r e f f o r t s t o do so. And t h e 

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

25 p e r c e n t o r w h e t h e r t h e y d o n ' t . And i f t h e y d o n ' t , 

t h e n we need t o go back and f i n d t h e r e s t o f them. 

EXAMINER STOGNER: I d o n ' t see any r e a s o n 

why we have t o v e e r f r o m t h e norm. I t h i n k t h e l a n d 

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

MR. KELLAHIN: I f y o u ' l l excuse t h e f a c t 

t h a t t h e e x h i b i t s a r e numbered i n t h e sequence such 

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

Mr. S t e v e S m i t h , who i s t h e landman, f i r s t , 

r e c o g n i z i n g t h a t t h e numbers a r e o u t o f sequence. 

EXAMINER STOGNER: I t w i l l be n o t e d . 

MR. KELLAHIN: W i t h y o u r p e r m i s s i o n . 

EXAMINER STOGNER: You have my p e r m i s s i o n . 

MR. KELLAHIN: L e t me c a l l S t e v e S m i t h . 

I f I m i g h t , b e f o r e we s t a r t , I ' d l i k e t o 

a p o l o g i z e f o r my comment t o w a r d s Mr. S m i t h . 

EXAMINER STOGNER: The r e c o r d w i l l so 

n o t e . 

J u s t f o r t h e r e c o r d , Mr. K e l l a h i n , y o u r 

E x h i b i t s a r e 5 t h r o u g h 19; i s t h a t c o r r e c t ? 

MR. KELLAHIN: Mr. S m i t h i s g o i n g t o t a l k 

a b o u t E x h i b i t 6. E x h i b i t 5 had t o do w i t h t h e 

t o p o g r a p h i c c o n s t r a i n t s on t h e s u r f a c e . Mr. S m i t h 
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w i l l t a l k a b o u t E x h i b i t 6, and t h e n he w i l l t a k e us 

t h r o u g h , I want t o say 17. I have an e n g i n e e r h e r e t o 

a u t h e n t i c a t e t h e AFE. Mr. S m i t h w i l l a l s o t a l k a b o u t 

t h e c e r t i f i c a t i o n , w h i c h i s E x h i b i t 19. 

EXAMINER STOGNER: E x h i b i t s 6 t h r o u g h 17 

and E x h i b i t 19 w i l l be t h e t o p i c s f o r t h i s w i t n e s s . 

Mr. K e l l a h i n ? 

MR. KELLAHIN: Thank y o u , Mr. Examiner. 

STEPHEN J. SMITH, 

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

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

EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. S m i t h , 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 Stephen J. S m i t h . I'm a s e n i o r 

landman f o r M i t c h e l l Energy C o r p o r a t i o n . 

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

A. M i d l a n d , Texas. 

Q. Have you on p r i o r o c c a s i o n t e s t i f i e d as an 

e x p e r t p e t r o l e u m landman 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 ? 

A. Yes, I have. 

Q. Summarize f o r us y o u r e x p e r i e n c e as a 

p e t r o l e u m landman f o r y o u r company. 
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A. I went t o work f o r M i t c h e l l Energy 

C o r p o r a t i o n i n 1985. I s p e n t s i x m o n t h s , a l i t t l e 

o v e r s i x months i n t h e i r Denver o f f i c e as a s e n i o r 

landman and was t r a n s f e r r e d t o M i d l a n d i n A p r i l o f 

1986. I have f u n c t i o n e d as a s e n i o r landman i n t h a t 

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

New M e x i c o , b u t I a l s o do work i n Texas as w e l l . 

Q. D e s c r i b e f o r us i n a g e n e r a l way t h e k i n d s 

o f d ocuments, i n s t r u m e n t s , and n e g o t i a t i o n s t h a t y ou 

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

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

A. Fee o i l and gas l e a s e s , c h e c k s o f f e e t i t l e 

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

n e g o t i a t e f a r m - i n s and f a r m o u t s between o i l and gas 

p a r t n e r s , t e r m s o f o p e r a t i n g a g r e e m e n t s . I t ' s t h e 

f u l l gamut t h a t landmen a r e e x p e c t e d t o do. 

Q. Were you t h e p r i n c i p a l landman on b e h a l f o f 

y o u r company t h a t n e g o t i a t e d w i t h t h e w o r k i n g i n t e r e s t 

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

v o l u n t a r y b a s i s f o r t h e w e s t h a l f o f S e c t i o n 28 t h a t ' s 

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

A. Yes, I was. 

MR. KELLAHIN: We t e n d e r Mr. S m i t h as an 

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

EXAMINER STOGNER: Are t h e r e any o b j e c t i o n s 

CUMBRE COURT REPORTING 
P.O. BOX 9262 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1 

22 

23 

24 

25 

22 

to Mr. Smith's q u a l i f i c a t i o n s ? 

MR. CAVIN: No, Mr. Examiner. 

EXAMINER STOGNER: Mr. Smith i s so 

q u a l i f i e d . 

Q. (BY MR. KELLAHIN) Mr. Smith, l e t me have 

you t u r n to what i s marked as M i t c h e l l E x h i b i t No. 6. 

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

A. That i s a blow-up of t h e Midland map 

r e p r e s e n t i n g the l e a s e h o l d ownership c e n t e r i n g S e c t i o n 

28, Township 20 South, Range 33 E a s t , Lea County, New 

Mexico . 

Q. Have you i n d e p e n d e n t l y v e r i f i e d the 

a c c u r a c y of the i n f o r m a t i o n shown w i t h i n the 

b o u n d a r i e s of S e c t i o n 28 i n terms of t h e c o n f i g u r a t i o n 

of t h o s e l e a s e s ? 

A. Yes, I have. 

Q. Looking e n t i r e l y a t S e c t i o n 28 and s t a r t i n g 

wherever you choose to s t a r t , show us how t h a t t r a c t 

i s d i v i d e d i n terms of t h e l e a s e h o l d . 

A. W e l l , M i t c h e l l Energy C o r p o r a t i o n and i t s 

p a r t n e r s own 100 p e r c e n t of t h e f e d e r a l l e a s e s i n the 

n o r t h h a l f n o r t h e a s t q u a r t e r , t h e s o u t h e a s t n o r t h e a s t 

q u a r t e r , and the n o r t h h a l f s o u t h e a s t q u a r t e r , t h a t 

b eing F e d e r a l L e a s e 62228. 

As t o the f e d e r a l l e a s e c o v e r i n g t h e 
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n o r t h w e s t q u a r t e r and the n o r t h e a s t southwest q u a r t e r , 

M i t c h e l l Energy C o r p o r a t i o n and i t s p a r t n e r s have 100 

p e r c e n t of the o p e r a t i n g r i g h t s below 3,500 f e e t . 

And as to the nor t h w e s t southwest q u a r t e r , 

M i t c h e l l and i t s p a r t n e r s have 100 p e r c e n t of the 

o p e r a t i n g r i g h t s as to t h e f e d e r a l l e a s e to a l l 

d epths. There i s an u n l e a s e d f e d e r a l t r a c t , b e i n g the 

southwest n o r t h e a s t q u a r t e r . 

Q. And t h a t ' s t he a p p r o x i m a t e l y 4 0 - a c r e t r a c t 

t h a t i s u n c o l o r e d and t o t a l l y surrounded by y e l l o w 

s h a d i n g ? 

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

Q. Co n t i n u e . 

A. Based upon my check of t h e county r e c o r d s 

and i n s t r u m e n t s p r o v i d e d to us from t he f e d e r a l 

a b s t r a c t company and the county a b s t r a c t , S t r a t a 

P r o d u c t i o n Company i s the r e c o r d t i t l e owner and owner 

of 100 p e r c e n t of the o p e r a t i n g r i g h t s t o the south 

h a l f southwest q u a r t e r and the southwest s o u t h e a s t 

q u a r t e r of S e c t i o n 28. And t h e r e i s a l s o a f e d e r a l 

l e a s e i n the s o u t h e a s t s o u t h e a s t q u a r t e r , being 40 

a c r e s , and i t ' s owned by P i t c h Energy C o r p o r a t i o n . 

Q. L e t me ask you, i n examining t he documents 

t h a t a f f e c t the o p p o r t u n i t y to p a r t i c i p a t e on a 

v o l u n t a r y b a s i s i n a w e l l to be d r i l l e d t o depths 
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below the top of the Wolfcamp t a r g e t i n g the Morrow i n 

the west h a l f of 28, did you f i n d any voluntary 

agreements entered into by any of the working i n t e r e s t 

owners th a t would have a f f e c t e d t h e i r i n t e r e s t i n the 

west h a l f ? 

A. There i s an operating agreement in place 

between M i t c h e l l Energy Corporation and the partners 

covering a l l of Section 28 and the maj o r i t y of t h i s 

township and range and parts of surrounding townships 

and ranges that governs the i n t e r a c t i o n and 

development of any w e l l s d r i l l e d i n the area between 

the p a r t i e s to tha t agreement. 

Q. When you t a l k about the J o i n t Operating 

Agreement a f f e c t i n g a l l of 28, does th a t include any 

i n t e r e s t for the f e d e r a l l e a s e i d e n t i f i e d i n the south 

h a l f of the southwest quarter? 

A. No. I t only covers the i n t e r e s t s colored 

i n yellow, being the i n t e r e s t s owned by M i t c h e l l 

Energy Corporation and i t s p a r t n e r s . 

Q. Who are the p a r t i e s to the J o i n t Operating 

Agreement that you describe? 

A. M i t c h e l l Energy Corporation i s named as 

operator of t h i s operating agreement, and we have a 50 

percent i n t e r e s t i n the leasehold. Santa Fe Energy 

Operating has a 25 percent i n t e r e s t i n the yellow 
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a c r e a g e , and Maralo, I n c . , has a 25 p e r c e n t i n the 

y e l l o w a c r e a g e as w e l l . 

Q. Has the w e l l t h a t i s t h e s u b j e c t of t h i s 

h e a r i n g been proposed to the i n t e r e s t owners p u r s u a n t 

to the J o i n t O p e r a t i n g Agreement? 

A. Yes, i t h a s . 

Q. And what d e c i s i o n have t h o s e i n t e r e s t 

owners made w i t h r e g a r d s to t h i s w e l l ? 

A. They have agreed to p a r t i c i p a t e i n t h i s 

w e l l p u r s u a n t to t h e o p e r a t i n g agreement. 

Q. Have the y approved the a u t h o r i t y f o r 

e x p e n d i t u r e s of the w e l l ? 

A. Yes, t h e y have. 

Q. And t h e y have agreed upon the w e l l 

l o c a t i o n ? 

A. Yes, they have. 

Q. And they have agreed upon the f o r m a t i o n of 

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

A. Yes, t h e y have. 

Q. What e f f o r t s have you made to i d e n t i f y the 

working i n t e r e s t owners t h a t would be a b l e to commit 

t h e i r i n t e r e s t f o r t h e west h a l f of 28 t h a t a r e not 

c u r r e n t l y committed under the J o i n t O p e r a t i n g 

Agreement? 

A. We conducted a s e a r c h of t h e county and 
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f e d e r a l r e c o r d s i n o r d e r to determine who had r e c o r d 

t i t l e . 

Q. As p a r t of the o r d i n a r y custom and c o u r s e 

of doing b u s i n e s s w i t h your company, do you r e t a i n 

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

to d r i l l s i t e s and s p a c i n g u n i t s ? 

A. Always. 

Q. And d i d you do so i n t h i s c a s e ? 

A. Yes, we d i d . 

Q. L e t me ask you to t u r n to M i t c h e l l E x h i b i t 

No. 7 and i d e n t i f y t h a t document? 

A. That i s a t i t l e o p i n i o n dated December 29, 

1992, r e n d e r e d f o r M i t c h e l l Energy C o r p o r a t i o n by Mr. 

W i l l i a m B. B u r f o r d of t h e H i n k l e , Cox, Eaton, C o f f i e l d 

& Hen s l e y law f i r m . 

Q. The o p i n i o n i s voluminous, and you have 

o n l y a t t a c h e d the f i r s t s i x pages? 

A. T h a t ' s c o r r e c t . And i t p u r p o r t s to cover 

a l l i n t e r e s t s i n the west h a l f e x c e p t f o r depths above 

3,500 f e e t as to T r a c t 1 i d e n t i f i e d on t h a t t i t l e 

o p i n i o n . And we r e q u e s t e d t h a t t h e y e x c l u d e t h o s e 

depths because we had no ownership i n them. 

Q. Based upon your own i n f o r m a t i o n , what had 

you determined to be the working i n t e r e s t owners f o r 

t h a t p o r t i o n of S e c t i o n 28 t h a t ' s i d e n t i f i e d as bei n g 
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included i n the south h a l f of the southwest quarter? 

A. Could you r e s t a t e your question, p l e a s e . 

Q. Yes, s i r . Based upon your information, 

whom did you b e l i e v e or what e n t i t y did you b e l i e v e 

c o n t r o l l e d the operating r i g h t s for the south h a l f of 

the southwest quarter? 

A. Based upon the best information obtainable 

on the records i n d i c a t e d that S t r a t a Production 

Company owned those r i g h t s . 

Q. Then as of December 29th when Mr. Burford 

rendered h i s opinion, did he come to any d i f f e r e n t 

conclusion than you have? 

A. No, he did not. 

Q. Have you subsequently taken a d d i t i o n a l 

a c t i o n to v e r i f y whether there was placed of record i n 

Lea County, New Mexico, any assignments, t r a n s f e r s , or 

conveyances from S t r a t a Production Company tha t would 

d i s c l o s e the i d e n t i t y and the address of subsequent 

i n t e r e s t owners for t h a t t r a c t ? 

A. Once we were put on no t i c e by S t r a t a 

Production Company of t h e i r d e s i r e to s c a t t e r t h i s 

l e a s e to the wind, we obtained a l i m i t e d c e r t i f i c a t e 

from E l l i o t t & Waldron Abs t r a c t Company, who prepared 

the base a b s t r a c t examined by Mr. Burford to 

complement t h a t a b s t r a c t , to come forward from the 
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c l o s i n g date which i s s t a t e d i n t h i s t i t l e o p i n i o n as 

to t h e f e e t r a c t , November 6, 1992, a t 9:00 a.m., 

coming forward from t h a t date through J a n u a r y 19, 

' 92 . 

And the s e a r c h was conducted s p e c i f i c a l l y 

t o determine whether or not S t r a t a had a s s i g n e d out 

any i n t e r e s t t o any p a r t i e s . And t h e c o n c l u s i o n 

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

they have not. 

Q. And t h a t i s through t he ending of what 

p a r t i c u l a r d a t e ? 

A. December 19, 199- -- w e l l -- t h e r e appears 

to be a t y p o g r a p h i c a l e r r o r . 

Q. Yes, i t ' s o b v i o u s l y a typo. 

A. I t sh o u l d be -- i t s d a t e , 1993, Ja n u a r y 19, 

1993, a t 7 a.m. 

Q. You mentioned a w h i l e ago, Mr. Smith, t h a t 

S t r a t a d i s c l o s e d to you the i d e n t i t y of t h e s e 

p r e v i o u s l y u n d i s c l o s e d i n t e r e s t owners? 

A. Yes. 

Q. When d i d they do t h a t ? 

A. By l e t t e r d ated J a n u a r y 13, 1993, r e c e i v e d 

by M i t c h e l l on Ja n u a r y 14, 1993. 

Q. P r i o r to t h a t time, Mr. Smith, had s t r a t a 

or anyone r e p r e s e n t i n g S t r a t a d i s c l o s e d t o you the 
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i d e n t i t y and the a d d r e s s of t h o s e p a r t n e r s ? 

A. No, they had not. 

Q. What was your u n d e r s t a n d i n g and b e l i e f w i t h 

r e g a r d s to t h e a p p r o p r i a t e p a r t y w i t h whom to e n t e r 

n e g o t i a t i o n s f o r the commitment of t h a t o p e r a t i n g 

i n t e r e s t i n t h e south h a l f of the southwest q u a r t e r ? 

A. Based upon t h e i n f o r m a t i o n we o b t a i n e d from 

th e r e c o r d s , S t r a t a appeared to be the 100 p e r c e n t 

owner. We c o n t a c t e d them and e n t e r e d i n t o 

n e g o t i a t i o n s . 

I t was s t a t e d e a r l y on by S t r a t a , by Mr. 

Murphy, t h a t they d i d have s i l e n t p a r t n e r s , but a t no 

time d i d he i n d i c a t e t h a t we would have to have t h e i r 

j o i n d e r i n o r d e r to e n t e r i n t o any agreement; t h a t 

throughout a l l of our n e g o t i a t i o n s , u n t i l the v e r y 

end, he r e p r e s e n t e d h i m s e l f as h a v i n g the c a p a c i t y to 

e n t e r i n t o agreements b i n d i n g a l l the p a r t i e s s h o u l d 

we have r e a c h e d agreement as to terms. 

Q. L e t me i n t e r r u p t you f o r a moment and go 

now to M i t c h e l l E x h i b i t 9, which i s the next E x h i b i t 

i n sequence? 

A. Okay. 

Q. I d e n t i f y and d e s c r i b e f o r me what E x h i b i t 9 

means to you. 

A. E x h i b i t 9 i s a l e t t e r , an i n t e r n a l 
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memorandum, to me from Mrs. H a r r i e t Minton. Mrs. 

Minton i s the a s s i s t a n t manager of J o i n t Venture 

Accounting for our corporation. And among other 

th i n g s , her r e s p o n s i b i l i t i e s include overseeing the 

accounting procedures involved i n j o i n t operated 

p r o p e r t i e s , which in c l u d e s overseeing the overhead 

r a t e s charged under operating agreements. 

And the l e t t e r r e p r e s e n t s , at my request, 

she looked at the operating agreement t h a t ' s i n place 

t h a t I p r e v i o u s l y described between M i t c h e l l and i t s 

p a r t n e r s . I t covers a large part of t h i s area, under 

which there are c u r r e n t l y two producing w e l l s , both in 

the Morrow, and looked at the overhead r a t e s t h a t were 

s t a t e d i n t h a t operating agreement, and provided me 

with a summary of the e s c a l a t i o n s of the overhead 

r a t e s from the e f f e c t i v e date, September 1, 1989, to 

the present to show what current overhead r a t e s are 

c u r r e n t l y being charged under t h a t operating 

agreement. 

Q. Having r e c e i v e d that information, do you 

have a recommendation to the examiner as to the 

overhead r a t e s you're seeking to have applied i n t h i s 

compulsory pooling case? 

A. Yes, I do. Based upon the f a c t t h a t the 

p a r t i e s t h a t have agreed to p a r t i c i p a t e i n t h i s w e l l 
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under t h i s o p e r a t i n g w i l l be charged the r a t e s s t a t e d 

a t t h e bottom of t h e two d r i l l i n g and p r o d u c i n g r a t e 

summaries, we would recommend t h a t S t r a t a be a l s o 

c harged the same overhead r a t e s b e i n g f o r a d r i l l i n g 

w e l l , $6,470, and f o r a p r o d u c i n g w e l l , $647. 

Q. I f t h e Examiner adopts your recommendation, 

t h a t l e v e l of r a t e w i l l be c o n s i s t e n t then w i t h the 

r a t e b e i n g charged t h o s e i n t e r e s t owners v o l u n t a r i l y 

committing t h e i r i n t e r e s t under t h e e x i s t i n g J o i n t 

O p e r a t i n g Agreement? 

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

Q. L e t ' s t u r n now s p e c i f i c a l l y , Mr. Smith, to 

your e f f o r t s to o b t a i n S t r a t a P r o d u c t i o n Company's 

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

A. Okay. 

Q. And w i t h o u t going i n t o g r e a t d e t a i l about 

a l l the c o r r e s p o n d e n c e and t e l e p h o n e c a l l s , l e t me ask 

you when you f i r s t p r o v i d e d w r i t t e n o p p o r t u n i t y to 

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

s p a c i n g u n i t , s u b m i t t i n g to them an AFE and a s k i n g 

them, as one of t h e i r c h o i c e s , t o v o l u n t a r i l y 

p a r t i c i p a t e i n t h e w e l l . Did you do t h a t ? 

A. Yes, we d i d . 

Q. When? 

A. By l e t t e r d ated November 20, 1992. 
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Q. And how i s th a t marked? 

A. I t ' s E x h i b i t 10. 

Q. Did you provide to S t r a t a any other options 

or a l t e r n a t i v e s i n ad d i t i o n to p a r t i c i p a t i n g --

A. Yes, s i r . 

Q. -- by paying t h e i r share of the cost of the 

we l l ? 

A. Yes, we did. We offered them as an 

a l t e r n a t i v e an indu s t r y standard, what we consider an 

indus t r y standard farmout. 

Q. Did you provide them, i n ad d i t i o n to a 

farmout, any other options to handle t h e i r i n t e r e s t in 

the spacing u n i t ? 

A. Not at that time. 

Q. What, i f any, response did you r e c e i v e to 

the November 10 l e t t e r ? 

A. I r e c e i v e d a w r i t t e n response from S t r a t a . 

That w r i t t e n response i s a l e t t e r dated December 9, 

1992, marked E x h i b i t 11. 

Therein S t r a t a offered to M i t c h e l l Energy 

Corporation terms to e i t h e r buy t h e i r o i l and gas 

le a s e t h a t are s t a t e d i n there, or, i n the 

a l t e r n a t i v e , they offered to farm out to M i t c h e l l 

Energy Corporation under s u b s t a n t i a l l y the same terms 

proposed by M i t c h e l l Energy Corporation by l e t t e r 
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dated November 20. However, t h e main d i f f e r e n c e i n 

t h e i r l e t t e r or i n t h e i r p r o p o s a l to farm out was t h a t 

they would r e t a i n an i n c r e a s e d 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 above and beyond t h a t proposed by M i t c h e l l . 

Q. You're d e s c r i b i n g t h e S t r a t a l e t t e r of 

December 9, E x h i b i t No. 11? 

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

Q. What d i d you do i n r e s p o n s e then to t h i s 

l e t t e r ? How d i d you r e p l y to Mr. Murphy? 

A. W e l l , f i r s t , as we always do, I had to seek 

M i t c h e l l management's a p p r o v a l to do a n y t h i n g . We 

c o n t a c t e d the people i n our Woodlands o f f i c e to t e l l 

them what the terms were and seek t h e i r a p p r o v a l f o r a 

t r a d e . We d i d t h a t . 

They approved, a c c e p t i n g S t r a t a ' s farmout 

as w r i t t e n , and v e r b a l l y asked me to make s u r e t h a t i t 

was c l e a r l y understood, as i t c l e a r l y s t a t e s h e r e , 

t h a t i f anyone under the terms of t h i s farmout 

p r o p o s a l wanted to back i n under t h e terms of t h a t 

farmout, t h a t t h e y would have to c o n v e r t 100 p e r c e n t 

of t h e i r o v e r r i d e . That means t h a t they c o u l d n ' t keep 

a p o r t i o n of t h e i r o v e r r i d e and c o n v e r t the o t h e r 

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

t h a t . I t was j u s t s i m p l y to make s u r e a l l p a r t i e s 

understood t h a t . 
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Q. What had you thought you had done then i n 

r e s p o n s e to Mr. Murphy's l e t t e r of December 9? Had 

you f u l l y examined the o p t i o n s t h a t he had p r e s e n t e d 

to your company w i t h r e g a r d s to forming a v o l u n t a r y 

u n i t ? 

A. Yes, we had. 

Q. And were any of t h o s e o p t i o n s a c c e p t a b l e to 

you, or d i d you make a c o u n t e r p r o p o s a l to him? 

A. No. We d e c i d e d to t a k e t h e i r second o p t i o n 

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

Murphy and informed him t h a t M i t c h e l l Energy 

C o r p o r a t i o n would t a k e the terms of h i s farmout as 

proposed. 

Again, I r e s t a t e d , wanted to make s u r e i t 

was c l e a r t h a t everybody understood t h a t a l l p a r t i e s 

had to c o n v e r t 100 p e r c e n t of t h e i r o v e r r i d e f o r 

working i n t e r e s t . 

Q. Were you a b l e to t a k e t h a t i n f o r m a t i o n and 

d i s c u s s i o n and r e d u c e i t to a w r i t t e n document t h a t 

a l l p a r t i e s were w i l l i n g to e x e c u t e ? 

A. No, we weren't. When I c a l l e d Mr. Murphy 

to t e l l him t h a t , he reminded me, and as i t s t a t e s i n 

h i s l e t t e r and as i t s t a t e s i n a l l of my l e t t e r s , t h a t 

the terms s t a t e d i n h i s l e t t e r were s u b j e c t to 

a p p r o v a l by h i s p a r t n e r . He informed me t h a t , w h i l e 
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he f e l t he had the a u t h o r i t y to w r i t e t h e l e t t e r , he 

d i d have to seek h i s p a r t n e r s ' a p p r o v a l . He f e l t he 

stood a b e t t e r chance of o b t a i n i n g t h e i r a p p r o v a l i f 

M i t c h e l l Energy C o r p o r a t i o n would buy t h e i r l e a s e . 

And we got i n t o a d i s c u s s i o n about, you 

know, t h a t ' s a l l good and w e l l , but we've got a d e a l 

h e r e . And the terms proposed i n your December 9 

l e t t e r f o r buyout were u n a c c e p t a b l e . T h a t ' s why we 

d i d n ' t t a k e t h a t o p t i o n . We d i s c u s s e d perhaps 

M i t c h e l l making them the v e r y b e s t c a s h o f f e r to buy 

out S t r a t a . 

Q. At t h i s p o i n t d i d Mr. Murphy n o t i f y you 

t h a t you were going to have to d e a l d i r e c t l y w i t h 

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

i n t e r e s t ? 

A. No, he d i d not. 

Q. What then happened? 

A. W e l l , he t o l d me t o , you know, go back to 

your management and see what you can do and c a l l me 

back. And I d i d t h a t . 

Again, we went back to our management i n 

Woodlands and t o l d them what had been d i s c u s s e d , and 

t h a t S t r a t a , r a t h e r than farming out, even though they 

had o f f e r e d one, would s t i l l r a t h e r s e l l , and t h e y had 

asked us to make them our b e s t c a s h o f f e r to buy t h e i r 
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l e a s e . They, i n turn, gave me a u t h o r i t y to make 

S t r a t a an o f f e r to buy t h e i r l e a s e . 

Q. How did we get from the December 9 l e t t e r , 

which i s E x h i b i t 11, to the December 30 l e t t e r , which 

i s E x h i b i t 12? 

A. There were various phone c a l l s a f t e r 

r e c e i v i n g the December 9 l e t t e r and a f t e r Mr. Murphy's 

and my telephone conversation where he asked us to 

make him an o f f e r . I c a l i e d him back at some l a t e r 

date between those December 9th and 30th dates and 

t o l d him t h a t I had i n f a c t r e c e i v e d a u t h o r i t y to buy 

t h e i r l e a s e and o ffered to do t h a t , paying S t r a t a $150 

per net acre, being a t o t a l of $18,000, and S t r a t a , in 

turn, could a l s o r e t a i n an override equal to the 

d i f f e r e n c e by which 20 percent exceeded l e a s e burdens, 

thereby a s s i g n i n g M i t c h e l l an 80 percent net revenue 

l e a s e . 

Q. Let me t a l k to you for a moment about the 

cash o f f e r . 

A. Right. 

Q. Based upon your experience i n t h i s area, 

what does $150 an acre represent to you as being a 

f a i r and competitive p r i c e by which to acquire t h i s 

kind of i n t e r e s t ? 

A. I t i s higher than what we've paid i n the 
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a r e a , but i n the i n t e r e s t of compromise, we d e c i d e d i t 

would perhaps be b e t t e r t o buy S t r a t a out and have 100 

p e r c e n t of the p r o r a t i o n u n i t , t a k e over c o n t r o l , and 

march on down the road. 

Q. What were you accustomed to p a y i n g to 

a c q u i r e a l l r i g h t s a t a l l depths from t h e s u r f a c e t o 

the base of any p r o d u c t i o n ? 

A. I a c q u i r e d most of t h e l e a s e h o l d i n 

Township 22 South, 33 E a s t , t h a t M i t c h e l l has i n 

v a r i o u s a c q u i s i t i o n s and p a i d p r o b a b l y on average 

around $85 per net a c r e on a s s i g n m e n t s c o v e r i n g a l l 

depths, and on average r e c e i v e d n e t revenues of around 

82 p e r c e n t i n t h o s e a s s i g n m e n t s , 82-1/2. 

Q. L e t me ask you about t h e v e r t i c a l i n t e r v a l 

t h a t you're d e a l i n g w i t h , Mr. Smith. The p o o l i n g c a s e 

asked to pool a l l 320 gas s p a c i n g from the top of the 

Wolfcamp on down. 

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

Q. What f o r m a t i o n s were you d e a l i n g w i t h Mr. 

Murphy on? 

A. A l l depths, a l l d e p t h s . 

Q. The E x h i b i t 12 --

A. Yes. 

Q. What i s t h a t , s i r ? 

A. That i s a l e t t e r d ated December 30, 1992. 
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That was r e c e i v e d by M i t c h e l l two ways, once v i a f a x , 

and once v i a c e r t i f i e d m a i l . 

I b e l i e v e i n a l a t e r l e t t e r t h a t ' s marked 

i t ' s a l a t e r e x h i b i t , where we attempted to 

summize [ s i c ] the corr e s p o n d e n c e and the 

c o n v e r s a t i o n s , I f a i l e d t o mention t h a t we r e c e i v e d a 

fax e d copy of t h i s on J a n u a r y 4. That was the f i r s t 

time we saw t h i s l e t t e r . 

I n my summation, I s a i d we r e c e i v e d i t on 

December 30. We d i d not. We got i t on J a n u a r y 4. 

And i t was s e n t to me a f t e r Mr. Murphy had c a l l e d me 

to t e l l me b a s i c a l l y what the c o n t e n t s of i t would be. 

Q. Without g i v i n g me a l l t h e d e t a i l s , t e l l me 

how to summarize the agreement as Mr. Murphy p r e s e n t s 

i t to you. 

A. W e l l , b a s i c a l l y , i t c o r r e c t l y d e s c r i b e d t he 

ac r e a g e to be conveyed, the l e a s e t o be conveyed, t h e 

d o l l a r per a c r e c o n s i d e r a t i o n , and the o v e r r i d e and 

sum to be -- w e l l , i t d i d n ' t c o r r e c t l y d e s c r i b e t he 

o v e r r i d e . I t went on beyond what was d i s c u s s e d when 

Mr. Murphy and I -- when I made t h e d o l l a r o f f e r t o 

Mr. Murphy t o buy S t r a t a ' s i n t e r e s t . 

I t i n c l u d e d terms such as a r e q u i r e m e n t f o r 

us t o pool S t r a t a ' s r e t a i n e d o v e r r i d e underneath t h e 

e n t i r e s e c t i o n of 28. And, i n t u r n , they would reduce 
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p r o p o r t i o n a t e l y the o v e r r i d e r e t a i n e d on t h e i r l e a s e . 

The e f f e c t was, they were s e e k i n g to have 

an o v e r r i d e under the e n t i r e s e c t i o n as opposed to 

r e t a i n i n g an o v e r r i d e underneath t h e l e a s e which they 

owned. 

Q. G i v e me an i d e a how t h e mechanics worked. 

A. M e c h a n i c a l l y , a g a i n , i n r e t u r n f o r r e d u c i n g 

the o v e r r i d e r e t a i n e d on t h e i r l e a s e , we would have to 

t u r n around and a s s i g n t o them 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 a g a i n s t our l e a s e h o l d , which they p r e v i o u s l y 

had no i n t e r e s t i n . 

Q. Did you have a u t h o r i t y t o a c c e p t t h a t 

p r o v i s i o n ? 

A. No, I d i d not. 

Q. Did you d i s c u s s i t w i t h your management? 

A. Not u n t i l r e c e i p t of t h i s l e t t e r , which we 

r e c e i v e d on J a n u a r y 4. 

Q. Did you r e v i e w then t h i s p r o p o s a l w i t h your 

management, and what a c t i o n , i f any, d i d they t a k e ? 

A. We were t o l d -- I was t o l d t h a t i t was 

u n a c c e p t a b l e ; t h a t was not something we would 

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

Murphy, s t a t i n g the terms t h a t we b e l i e v e d were agreed 

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

Q. As of the December 20, '92, l e t t e r from Mr. 
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Murphy to you, d i d you u n d e r s t a n d t h a t you were 

d e a l i n g w i t h Mr. Murphy f o r the t o t a l i n t e r e s t on 

b e h a l f of t h i s company, or were you d e a l i n g w i t h 

o t h e r s ? 

A. W e l l , up u n t i l t h i s p o i n t , a g a i n , he had 

informed me t h a t t h e r e were p a r t n e r s , and he c l e a r l y 

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

farmout, but I would p o i n t out, i n the December 30 

l e t t e r , a g a i n , t h i s i s E x h i b i t 12, t h a t an e x h i b i t to 

t h i s l e t t e r agreement t h a t p u r p o r t e d to c o n t r o l the 

terms of the s a l e i n S t r a t a ' s l e a s e to M i t c h e l l , 

t h e r e ' s an E x h i b i t A a t t a c h e d w h e r e i n S t r a t a 

r e p r e s e n t e d i t s e l f as be i n g c a p a b l e of a s s i g n e d 

M i t c h e l l Energy C o r p o r a t i o n 100 p e r c e n t r e c o r d t i t l e 

to t h i s l e a s e . 

Q. How do you r e a c h t h a t c o n c l u s i o n by l o o k i n g 

a t t h i s proposed assignment form? 

A. I t ' s a s t a n d a r d form, f e d e r a l form 

assignment of r e c o r d t i t l e , and i f you look down about 

the middle of t h e page where i t d e s c r i b e s t he a c r e a g e 

to be conveyed, t h e r e ' s a column l a b e l e d P e r c e n t a g e of 

I n t e r e s t , and t h e r e a r e t h r e e subcolumns l a b e l e d 

Owned, Conveyed, and R e t a i n e d . 

I n t h e Owned column, i t c l e a r l y shows t h a t 

S t r a t a c l a i m s t o own 100 p e r c e n t r e c o r d t i t l e . Under 
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the Conveyed column, i t c l e a r l y shows t h a t S t r a t a 

p u r p o r t s to be a b l e to convey 100 p e r c e n t r e c o r d t i t l e 

to t h i s l e a s e , and t h a t they i n t e n d t o r e t a i n no 

r e c o r d t i t l e i n t e r e s t . 

p r o v i s i o n i s not a c c e p t a b l e to M i t c h e l l , what then d i d 

you do? 

once we got i t , as I t o l d Mr. Murphy I would -- l i k e I 

s a i d , he c a l l e d me t h a t day and f a x e d i t to me to t e l l 

me the c o n t e n t s of i t . I n t h a t phone c o n v e r s a t i o n , I 

t o l d him t h a t t h a t ' s not the t r a d e ; t h a t was not what 

was p r e s e n t e d t o M i t c h e l l management, but go ahead and 

send i t on. I had no a u t h o r i t y t o p a s s on whether or 

not i t was a c c e p t a b l e t o M i t c h e l l . 

I d i d send i t i n to M i t c h e l l , our 

management i n Houston. I t was t u r n e d down f l a t . I 

was t o l d to w r i t e a l e t t e r back, s t a t i n g what our 

u n d e r s t a n d i n g , t h e terms were, and I d i d t h a t . 

Q • Having come to the d e c i s i o n t h a t t h a t 

A. A f t e r -- of c o u r s e , I took t h i s l e t t e r , 

Q. And how d i d you do t h a t ? 

A. By l e t t e r d ated J a n u a r y 5, 1993. 

Q. T h a t ' s E x h i b i t 13? 

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

Q. What then happened? 

A. I , as i t c l e a r l y shows, I s e n t i t to S t r a t a 
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v i a f a x and by c e r t i f i e d r e t u r n r e c e i p t m a i l . I f a x e d 

i t e a r l y i n t h e m o r n i n g . Mr. Murphy g o t i t , c a l l e d me 

up, and asked me what -- you know, what do you mean; 

t h i s i s n o t wha t we a g r e e d t o . 

And I r e m i n d e d him o r a d v i s e d h im t h a t , you 

know, t h i s i s what we a g r e e d t o on t h e phone. These 

were t h e t e r m s t h a t were d i s c u s s e d , and t h i s l e t t e r i s 

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

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

Q. A t t h i s p o i n t , t h e n , t h e r e i s a d i f f e r e n c e 

o f o p i n i o n as t o what t h e agreement was, and t h e end 

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

agreement? 

A. T h a t ' s t h e b o t t o m l i n e . 

Q. I d e n t i f y f o r us E x h i b i t 14. What i s t h i s ? 

A. T h i s i s a l e t t e r a g a i n s e n t t o us by S t r a t a 

d a t e d J a n u a r y 6. I t was s e n t v i a f a x and by h a r d copy 

by r e t u r n r e c e i p t m a i l . I t was a l e t t e r b a s i c a l l y 

where Mr. Murphy a d v i s e d t h a t he had t a l k e d t o h i s 

p a r t n e r s and a d v i s e d them t h a t we had r e f u s e d t o 

e x e c u t e t h e i r l e t t e r a g r eement. 

He s t a t e s t h a t " i t a p p e a r s we a r e u n a b l e t o 

r e s o l v e t h e s a l e , f a r m o u t o r p a r t i c i p a t e by S t r a t a " 

p r i o r t o t h e J a n u a r y 7 o r i g i n a l h e a r i n g d a t e . And i t 

s t a t e s , as I t o l d h i m , t h a t we, M i t c h e l l , w o u l d 
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request, in an e f f o r t to accommodate them and to 

continue to work t h i s deal out, we would request to 

extend or seek a continuance to the next docket date. 

We did th a t . 

I t a l s o s t a t e s that they now thought they 

perhaps -- w e l l , they might now consider wish to j o i n 

the w e l l . To be honest with you, t h i s i s the f i r s t 

time -- i t purports to say that we had di s c u s s e d 

S t r a t a ' s p a r t i c i p a t i o n . I would go on record saying 

that t h i s i s the f i r s t point i n time where S t r a t a ever 

i n d i c a t e d any i n t e r e s t i n p a r t i c i p a t i n g i n our w e l l , 

and asked that we send them an AFE or send them a 

j o i n t — 

Q. A JOA? 

A. JOA, and asked to be put on noti c e of any 

people that were opposing our unorthodox l o c a t i o n . 

Q. At any point during the neg o t i a t i o n s with 

S t r a t a , did you provide them or cause to be provided 

any geologic data? 

A. I did not. 

Q. Do you know whether or not your company 

provided geologic data to them? 

A. I t ' s my understanding t h a t we have, tha t 

M i t c h e l l Energy Corporation has provided S t r a t a with 

g e o l o g i c a l data to show them our p i c t u r e of why we're 
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d o i n g what we're d o i n g . 

Q. A f t e r t h e J a n u a r y 6 l e t t e r , E x h i b i t 14, 

what t h e n happened, Mr. Smith? 

A. W e l l , I w r o t e a l e t t e r b a ck. A g a i n , Mr. 

Murphy i n h i s p r e v i o u s l e t t e r a c t e d as i f we were --

had moved t h e l o c a t i o n u nbeknownst t o h i m , and I 

r e m i n d e d h i m i n o u r J a n u a r y 6 l e t t e r -- t h i s i s 

E x h i b i t 15, Mr. Examiner -- t h a t t h e l o c a t i o n r e m a i n e d 

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

l o c a t i o n , w h i l e i t was u n o r t h o d o x , was u n o r t h o d o x o n l y 

because o f a r c h e o l o g i c a l and t o p o g r a p h i c a l r e a s o n s . 

And t h a t we were unaware o f any o p p o s i t i o n f r o m t h e 

p a r t i e s who were n o t i f i e d o f o u r u n o r t h o d o x l o c a t i o n , 

and e x p e c t e d none. 

Q. D i d you r e s p o n d t o h i s r e q u e s t f o r a 

p r o p o s e d J o i n t O p e r a t i n g Agreement? 

A. I d i d i n c l u d e -- a g a i n , I p r e p a r e d f o r 

S t r a t a an o p e r a t i n g agreement w h i c h was v i r t u a l l y 

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

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

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

Q. You t a i l o r e d y o u r p r o p o s e d o p e r a t i n g 

a g reement w i t h Mr. Murphy and S t r a t a P r o d u c t i o n based 

upon what document? 

A. A g a i n , i t ' s t h e o p e r a t i n g a greement t h a t i s 
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i n p l a c e between M i t c h e l l p a r t n e r s t h a t would have 

governed or w i l l govern t h e i r p a r t i c i p a t i o n i n t h i s 

w e l l . 

Q. Did you have any d i s c u s s i o n s w i t h S t r a t a 

P r o d u c t i o n Company w i t h r e g a r d s t o what f o r m a t i o n s or 

v e r t i c a l i n t e r v a l s were being asked t o f i n a l l y be 

committed to t h i s w e l l ? 

A. W e l l , we proposed a l l depths i n a l l 

f o r m a t i o n s . That was our i n t e n t . 

Q. E x h i b i t 15, you've summarized v a r i o u s 

a c t i v i t i e s . At the end of t h e r e anywhere, d i d you 

l e a v e open the o p p o r t u n i t y f o r t h e e x e r c i s e of any 

o t h e r s o l u t i o n s ? 

A. W e l l , b a s i c a l l y , y e s . I b a s i c a l l y o f f e r e d 

to S t r a t a t he t h r e e o p t i o n s t h a t M i t c h e l l was w i l l i n g 

to c o n s i d e r to r e s o l v e t he problem, and I l i s t e d them 

i n our o r d e r of p r e v e n t i o n : one, they p a r t i c i p a t e i n 

the w e l l as we proposed; two, t h a t t h e y agree to farm 

out t o M i t c h e l l under t he terms t h e y proposed t o us. 

We were more than happy to a c c e p t t h o s e terms; or, 

t h r e e -- or, excuse me, two, t h a t t h e y s e l l c e r t a i n 

terms t h a t we b e l i e v e d to be agreed t o ; or, t h r e e , 

farm out as agreed i n t h e i r l e t t e r t o u s . 

Q. I d e n t i f y f o r us what i s E x h i b i t No. 16. 

A. E x h i b i t 16 i s a l e t t e r from S t r a t a 
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P r o d u c t i o n Company t o M i t c h e l l Energy C o r p o r a t i o n 

dated January 12. 

Q. I'm not g o i n g t o ask you t o go t h r o u g h t h e 

l e t t e r , Mr. Smith. Am I c o r r e c t i n c o n c l u d i n g t h a t 

you and Mr. Murphy d i s a g r e e w i t h some of t h e s p e c i f i c 

items w i t h r e g a r d s t o t h i s l e t t e r ? 

A. I would say t h a t t h e r e i s minor agreement 

as t o minor d e t a i l s , and I would say t h a t t h e r e are 

c o l o r i z a t i o n s o f c o n v e r s a t i o n s t h a t are perhaps 

i n a c c u r a t e i n bo t h b u t --

Q. I don't want t o get i n t o t h a t , Mr. Smith. 

A. The g i s t of the d e a l i s t h a t i t b o t h 

c l e a r l y summized [ s i c ] t h e meat o f t h e terms or t h e 

e f f o r t s t o reach agreement. And t h e r e ' s n o t r e a l l y 

any s u b s t a n t i a l d i f f e r e n c e i n e i t h e r summation of the 

f a c t s . 

Q. Let me ask you t o t u r n t o t h e l a s t page of 

t h a t l e t t e r , E x h i b i t 16, and t h e l a s t paragraph, 

second t o t h e l a s t sentence says, "Since you have had 

n o t i c e t h a t these u n d i s c l o s e d owners e x i s t , we would 

ask t h a t you g r a n t a n o t h e r two weeks' c o n t i n u a n c e and 

n o t i f y t hese p a r t i e s o f your a p p l i c a t i o n . " 

Did you do t h a t ? 

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

Q. At what p o i n t d i d you r e c e i v e , i f a t a l l , 
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from S t r a t a P r o d u c t i o n Company, a l i s t of the names 

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

A. The f i r s t a c t u a l n o t i c e of the e n t i t i e s 

t h a t had been h e r e t o f o r e c h a r a c t e r i z e d as p a r t n e r s 

w i t h S t r a t a was r e c e i v e d v i a f a x on J a n u a r y 13, 1993, 

and we r e c e i v e d a c e r t i f i e d copy on J a n u a r y 14. 

Q. And t h a t i s E x h i b i t No. 17? 

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

Q. L e t me ask you to h e l p me d e a l w i t h another 

item. I f y o u ' l l look a t E x h i b i t 19, which i s my 

c e r t i f i c a t e of n o t i c e f o r h e a r i n g --

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

Q. -- and go back, s i r , t o the p l a t which i s 

E x h i b i t 6, the unorthodox l o c a t i o n i s 1,650 from t he 

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

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

Q. And so i t i s moving i n a n o r t h e r l y 

d i r e c t i o n as i t becomes unorthodox? 

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

Q. Did you determine t he o f f s e t t i n g o p e r a t o r s 

f o r whom n o t i c e of t h a t l o c a t i o n was to be p r o v i d e d ? 

A. Yes, we d i d . 

Q. Can you i d e n t i f y f o r me, u s i n g E x h i b i t 19 

and E x h i b i t 6, and c o n f i r m whether or not t h e p a r t i e s 

t h a t were e n t i t l e d to n o t i c e of the l o c a t i o n have i n 
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f a c t r e c e i v e d n o t i f i c a t i o n ? 

A. Yes, I would. Again, t he movement or the 

d i r e c t i o n i n which we encroached went northward, and 

t h e r e f o r e we were r e q u i r e d to n o t i f y t he p a r t i e s i n 

S e c t i o n 21 and I b e l i e v e the southwest q u a r t e r of 20 

of t h a t encroachment. And t h o s e p a r t i e s were 

Southwest R o y a l t i e s , who had a 50 p e r c e n t i n t e r e s t i n 

the s o u t h e a s t q u a r t e r of S e c t i o n 20; E n e r l o c k 

R e s o u r c e s , who had t h e o t h e r 50 p e r c e n t i n t e r e s t i n 

the s o u t h e a s t q u a r t e r of S e c t i o n 20. 

We n o t i f i e d Santa Fe Energy O p e r a t i n g 

P a r t n e r s and Maralo because we knew t h a t a t the time, 

they were i n n e g o t i a t i o n s to p u r c h a s e Southwest 

R o y a l t i e s and E n e r l o c k ' s i n t e r e s t s ; so we i n c l u d e d 

them. 

As to t h e -- we a l s o n o t i f i e d P h i l l i p s 

P etroleum Company, who has a p a r t i a l i n t e r e s t i n t h e 

west h a l f s o uthwest q u a r t e r and the n o r t h e a s t q u a r t e r 

of S e c t i o n 21. 

We a l s o n o t i f i e d Oryx, who a l s o has a 

p a r t i a l i n t e r e s t i n t h a t same l e a s e , and we n o t i f i e d 

Grace Petroleum C o r p o r a t i o n , who owns the l e a s e h o l d 

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

southwest q u a r t e r of S e c t i o n 28. 

Q. And then t h e f i r s t n o t i f i c a t i o n was to 
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S t r a t a P r o d u c t i o n Company because t h e y were the p a r t y 

to be pooled i n the s p a c i n g u n i t ? 

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

MR. KELLAHIN: That c o n c l u d e s my 

e x a m i n a t i o n of Mr. Smith. We move t h e i n t r o d u c t i o n of 

E x h i b i t s 6 through 17 and E x h i b i t 19. 

EXAMINER STOGNER: Any o b j e c t i o n s ? 

MR. CAVIN: No, s i r . 

EXAMINER STOGNER: E x h i b i t s 6 through 17 

and E x h i b i t No. 19 w i l l be ad m i t t e d i n t o e v i d e n c e a t 

t h i s time. 

Mr. C a v i n , your w i t n e s s . 

MR. CAVIN: Thank you. 

MR. STOVALL: L e t me do one t h i n g f i r s t to 

make s u r e we c l e a r t h e r e c o r d . I n o t i c e t h a t on t h e 

l i s t of i n t e r e s t owners i s an S.H. C a v i n . Any 

r e l a t i o n ? 

MR. CAVIN: Yes. T h a t ' s my f a t h e r . 

MR. STOVALL: And you a r e not r e p r e s e n t i n g 

your f a t h e r h e r e today? 

MR. CAVIN: No. He's s m a r t e r than t h a t . 

MR. STOVALL: I won't go any f u r t h e r w i t h 

t h a t one. 

EXAMINATION 

BY MR. CAVIN: 
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Q. Mr. Smith, I ' d l i k e to ask you a few 

questions on what I think -- you may be able to help 

me. I can't see the e x h i b i t number on t h i s ? 

A. S i x . 

MR. KELLAHIN: Six. I t ' s on the back. 

Q. (BY MR. CAVIN) E x h i b i t No. 6. Can you 

t e l l me what the s t a t u s of ownership i s on the 

southwest of the northwest quarter? 

A. That i s an unleased f e d e r a l t r a c t . 

MR. KELLAHIN: I'm so r r y . I think you 

misspoke. Say i t again. 

Q. (BY MR. CAVIN) I'm sorr y , the southwest of 

the northeast quarter of Section 28? 

A. That's c o r r e c t . That i s an unleased 

f e d e r a l t r a c t . 

Q. Has there been any attempt to l e a s e t h i s 

t r a c t and put i t up for nomination? 

A. We wrote a l e t t e r to Miss Martha R i v e r a i n 

September of 1992 i n an e f f o r t to nominate i t , and we 

had every b e l i e f that i t would be as appeared i n t h i s 

most recent f e d e r a l s a l e ; however, by l e t t e r from Miss 

R i v e r a , i t did not reach the s a l e because they f a i l e d 

to v e r i f y that the l e a s e had a c t u a l l y terminated. 

They f e l t t h a t they would probably have i t up on the 

next s a l e . 
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Q. Okay. When would the next s a l e be? 

A. I b e l i e v e i t w i l l be A p r i l 21. 

Q. Okay. Can you t e l l me what the s t a t u s --

and i f you've a l r e a d y t e s t i f i e d t o t h i s , I a p o l o g i z e 

-- the s t a t u s of the ownership or s t a t u s of the l e a s e 

i n the n o r t h w e s t q u a r t e r of the southwest q u a r t e r of 

S e c t i o n 28? 

A. I t i s a f e d e r a l l e a s e t h a t , a g a i n , as I 

s t a t e d , i s owned by M i t c h e l l Energy C o r p o r a t i o n and 

i t s p a r t n e r s , and i t w i l l be s c h e d u l e d to e x p i r e on 

10-1-93. 

Q. Have t h e r e been any comments throughout 

your n e g o t i a t i o n s w i t h Mr. Murphy t h a t would i n d i c a t e 

t h a t he had the u n f e t t e r e d a u t h o r i t y to a c t f o r h i s 

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

A. I would say t h e r e were no comments made by 

him t h a t s a i d he d i d n ' t have. And I would p o i n t a g a i n 

to t h a t l e t t e r agreement t h a t he s e n t f o r our 

e x e c u t i o n where i t was obvious t h a t he had a t t a c h e d an 

e x h i b i t t h a t had a f e d e r a l a s s i gnment t h a t S t r a t a 

p u r p o r t e d t o have a u t h o r i t y to a c t on a l l p a r t s . 

Q. T h a t ' s c o n s i s t e n t w i t h your u n d e r s t a n d i n g 

thought t h a t he had t h e u n f e t t e r e d a u t h o r i t y t o d e a l 

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

A. He had the a u t h o r i t y to s i g n an agreement 

CUMBRE COURT REPORTING 
P.O. BOX 9262 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

2 0 

2 1 

22 

23 

24 

25 

52 

b i n d i n g a l l p a r t i e s t o whatever agreement we reached. 

Q. So i n h i s e a r l i e r correspondence where he 

s a i d i t would be s u b j e c t t o p a r t n e r a p p r o v a l , you f e l t 

l i k e t h a t was j u s t a misstatement? 

A. No. That t o me, i t ' s a s t a n d a r d -- I p u t 

i t i n my l e t t e r s . That's an i n d u s t r y s t a n d a r d t h i n g . 

Q. Would i t be t y p i c a l f o r you t o r e q u i r e any 

documentation where someone says t h e y have t h e 

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

A. I as p a r t of the t i t l e e x a m i n a t i o n , i t ' s 

g e n e r a l l y r e q u i r e d t h a t we determine t h e s t a t u s of 

whoever i t i s and from t h e search of t h e county 

r e c o r d s d e t e r m i n e whether they have r e c o r d t i t l e t o 

th e p r o p e r t y , and we d i d t h a t . 

Q. As p a r t of your due d i l i g e n c e you would 

n o r m a l l y do, i f a p a r t y t o l d you th e y have u n d i s c l o s e d 

p a r t n e r s , would i t be t y p i c a l t o a s c e r t a i n t h e 

a u t h o r i t y o f those p a r t i e s ? 

A. As lo n g as I'm under t h e -- i t ' s n o t 

uncommon out here f o r companies l i k e S t r a t a t o have 

l o t s o f s i l e n t p a r t n e r s . I mean, M i t c h e l l Energy 

C o r p o r a t i o n i s made up by l o t s o f s i l e n t s h a r e h o l d e r s , 

and we do n o t have t o seek t h e i r j o i n d e r t o e n t e r i n t o 

any agreements. 

Q. Would i t be unusual f o r M i t c h e l l t o have 

CUMBRE COURT REPORTING 
P.O. BOX 9262 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

2 0 

21 

22 

23 

24 

2 5 

53 

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

A. We never seek t he s h a r e h o l d e r s ' a u t h o r i t y 

to e n t e r i n t o o p e r a t i n g agreements or s e l l or farm 

out. 

Q. I guess I mean p a r t n e r s , not s h a r e h o l d e r s . 

I'm not s p e a k i n g of s h a r e h o l d e r s of M i t c h e l l . I'm 

s a y i n g your p a r t n e r s . You say you have p a r t n e r s q u i t e 

A. W e l l , when we have e n t e r e d i n t o an 

o p e r a t i n g agreement and we have o b t a i n e d agreement 

from our p a r t n e r s to d r i l l a w e l l , and t h a t o p e r a t i n g 

agreement would govern what would happen i f we 

a c q u i r e d an i n t e r e s t w i t h i n the c o n t r a c t a r e a , we can 

a c t on our own b e h a l f . And i f t h e p a r t n e r s d i d n ' t 

l i k e what we d i d , we have to s u f f e r the consequences 

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

Q. As f a r as t h e d i s p o s i t i o n of an i n t e r e s t or 

the farming out of an i n t e r e s t , i s i t u n u s u a l f o r 

M i t c h e l l to have the u n f e t t e r e d a u t h o r i t y to d e a l f o r 

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

A. I wouldn't e v e r p u r p o r t to farm out --

l e t ' s j u s t , as an example, t u r n t h i s around. I f I 

were a t t e m p t i n g or had e n t e r e d i n t o n e g o t i a t i o n s w i t h 

S t r a t a to farm out M i t c h e l l ' s l e a s e h o l d f o r a w e l l 

proposed by S t r a t a i n the west h a l f , no, I would not 
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p u r p o r t t o be a b l e t o b i n d e i t h e r M a r a l o 7 s o r Santa Fe 

Ener g y ' s i n t e r e s t . 

Q. You m e n t i o n e d t h e o v e r h e a d r a t e . How does 

t h a t -- a r e you f a m i l i a r w i t h t h e E r n s t and Whinney's 

A. A b s o l u t e l y . 

Q. — p r o p o s e d o v e r h e a d r a t e ? 

A. S u r e . 

Q. Does y o u r o v e r h e a d r a t e — how does t h a t 

compare t o t h e p r o p o s e d o v e r h e a d r a t e s t h e r e ? 

A. The a v e r a g e i n E r n s t & Whinney I b e l i e v e 

r i g h t now i s a r o u n d -- i t ' s l o w e r t h a n what we 

p r o p o s e d . I d o n ' t know e x a c t l y w hat i t i s . B u t t h e 

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

b e i n g c h a r g e d i n t h e a r e a . 

We o p e r a t e two Morrow w e l l s i n t h i s 

t o w n s h i p , and i f you expand o u t i n t o s u r r o u n d i n g 

t o w n s h i p s , we have seven o r e i g h t o r n i n e . And we 

s i m p l y were a s k i n g S t r a t a t o pay t h e same o v e r h e a d 

r a t e e v e r y o n e e l s e i s i n t h e a r e a . 

Q. Would you have any p r o b l e m u s i n g t h e E r n s t 

& Whinney o v e r h e a d r a t e f o r t h e S t r a t a and i t s 

p a r t n e r s ? 

A. I w o u l d b e l i e v e t h a t t h e r a t e s p r o p o s e d by 

M i t c h e l l a r e r e a s o n a b l e , and t h a t ' s what we w o u l d want 
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t o s t a y w i t h . 

Q. So you w o u l d n ' t be a g r e e a b l e t o t h e E r n s t & 

Whinney's o v e r h e a d r a t e s ? 

A. I d o n ' t b e l i e v e I , as a s e n i o r landman, 

have t h e a u t h o r i t y t o make t h a t d e c i s i o n on M i t c h e l l 

Energy C o r p o r a t i o n ' s b e h a l f . I w o u l d have t o seek 

management a p p r o v a l t o make t h a t s t a t e m e n t . 

Q. Would i t s u r p r i s e you t h a t j u s t 

c a t t y - c o r n e r t o t h a t S e c t i o n 28 l e a s e i n S e c t i o n 32 

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

$1,000 an a c r e ? 

A. Would i t s u r p r i s e me? I'm n o t aware o f i t . 

Q. Based on t h e p r i c e t h a t M i t c h e l l ' s been 

p a y i n g i n t h i s a r e a t h a t a r e much l o w e r t h a n $150? 

A. W e l l , I w i l l say t h a t I'm a landman, and 

t e r m s o f a t r a d e a r e a l w a y s g o v e r n e d by what two 

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

r e a s o n M e r i d i a n t h o u g h t s o m e t h i n g was w o r t h $1,000, 

t h a t ' s between them and whoever t h e y s t r u c k t h e i r 

t r a d e w i t h . 

Q. I t m i g h t be p o s s i b l e t h a t $150 i s n ' t an 

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

A. We have no qualms a b o u t p a y i n g $150 an 

a c r e . We, i n w r i t i n g , o f f e r e d t o pay t h a t and w o u l d 

g l a d l y a c c e p t t h a t t o d a y . 
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Q. Okay. Based on t h e c o r r e s p o n d e n c e and 

c o m m u n i c a t i o n s w i t h Mr. Murphy, d i d you e v e r b e l i e v e 

i f y ou w e r e n ' t a b l e t o s t r i k e a g r e e m e n t t h a t y ou m i g h t 

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

A. Not u n t i l r e c e i p t o f t h e J a n u a r y 14 o r 13 

l e t t e r . 

Q. D i d you e v e r ask Mr. Murphy f o r i n f o r m a t i o n 

on t h e p a r t n e r s ? 

A. He a l w a y s d e s c r i b e d them as s i l e n t 

p a r t n e r s , and I ' v e d e a l t w i t h any number o f companies 

i n t h e p a s t who had s i l e n t p a r t n e r s . And when I'm l e d 

t o b e l i e v e t h a t t h e i n d i v i d u a l w i t h whom I am d e a l i n g 

has t h e c a p a c i t y t o b i n d t h o s e s i l e n t p a r t n e r s , I 

d o n ' t need t o know who t h e y a r e . 

Q. Okay. So you d i d n ' t ask f o r t h a t 

i n f o r m a t i o n ? 

A. Based upon t h e r e p r e s e n t a t i o n s by Mr. 

Murphy t h a t he had t h e c a p a c i t y t o b i n d t h o s e 

i n t e r e s t s , no, I d i d n ' t . 

Q. D i d you e v e r c o n s i d e r g e t t i n g s o m e t h i n g i n 

w r i t i n g f r o m Mr. Murphy t h a t he had t h e a u t h o r i t y t o 

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

MR. STOVALL: L e t me i n t e r r u p t t h i s a t t h i s 

p o i n t and say, l e t ' s go back t o E x h i b i t 12. I ' d l i k e 

t o -- you r e f e r r e d t o t h e a t t a c h m e n t t o E x h i b i t 12, 
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and p a r d o n me f o r d o i n g t h i s . I t h i n k we can 

s h o r t - c i r c u i t t h i s l i n e o f q u e s t i o n i n g . 

THE WITNESS: The a t t a c h m e n t t o E x h i b i t 

D i d you r e a d t h i s l e t t e r , Mr 

12? 

MR. STOVALL: 

S m i t h , a t t h e t i m e ? 

THE WITNESS: You're t a l k i n g E x h i b i t 12? 

MR. STOVALL: I'm t a l k i n g E x h i b i t 12, t h e 

December 3 0 t h l e t t e r . 

THE WITNESS: Yes, I d i d . 

EXAMINER STOGNER: T h i r d page. 

MR. STOVALL: L e t ' s d i s p o s e o f i t by j u s t 

g o i n g t o p a r a g r a p h s No. 5, No. 7, and No. 8. 

MR. KELLAHIN: I'm s o r r y , I'm n o t w i t h 

you. Which e x h i b i t ? 

THE WITNESS: Tw e l v e . 

MR. KELLAHIN: And w h i c h p a r a g r a p h s ? 

MR. STOVALL: P a r a g r a p h s 5, 7, and 8. 

MR. KELLAHIN: Of t h e body o f t h e --

MR. STOVALL: Of t h e body o f t h e l e t t e r 

i t s e l f . 

THE WITNESS: I d i d r e a d i t . 

MR. STOVALL: W i t h t h a t i n f o r m a t i o n i n t h e 

r e c o r d , Mr. C a v i n , do you w i s h t o p u r s u e t h i s l i n e o f 

q u e s t i o n i n g ? 
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MR. CAVIN: A b s o l u t e l y , and I ' d be happy t o 

e x p l a i n , t o o , because I was r e s p o n s i b l e f o r d r a f t i n g 

t h i s . T h i s was sent t o M i t c h e l l --

MR. STOVALL: Mr. Cavin, p l e a s e don't 

t e s t i f y . Use a w i t n e s s . 

MR. CAVIN: A l l r i g h t . 

Q. At any tim e p r i o r t o December 3 0 t h , d i d you 

re q u e s t a n y t h i n g i n w r i t i n g from Mr. Murphy r e g a r d i n g 

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

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

Q. Was i t your u n d e r s t a n d i n g Mr. Murphy c o u l d 

c u t j u s t any d e a l , or were t h e r e j u s t c e r t a i n deals? 

A. No. He t o l d me t h a t i t would t a k e h i s 

p a r t n e r s ' a p p r o v a l . As I s t a t e d i n my l e t t e r s , i t 

takes management a p p r o v a l . I un d e r s t o o d t h a t he was 

a c t i n g as a go-between, as I was. 

Q. R e f e r e n c i n g your E x h i b i t 12, d i d you 

i n t e r p r e t t h a t paragraph 7 t o be u n l i m i t e d or t i e d t o 

t h i s agreement? 

A. D i r e c t me a g a i n . 

Q. I'm s o r r y , your E x h i b i t 12, i t ' s on page 3, 

i t ' s paragraph 7. 

A. Un d i s c l o s e d Owners. Re s t a t e your q u e s t i o n , 

p l e a s e . 

Q. Did you i n t e r p r e t t h i s t o be a p p l i c a b l e t o 
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j u s t any agreement or s p e c i f i c to t h i s agreement? 

A. W e l l , I would s t a t e t h a t i f i t ' s p o s s i b l e 

f o r S t r a t a to make t h i s s t a t e m e n t i n t h i s agreement, 

then i t would imply t h a t S t r a t a has t h e c a p a c i t y to 

bind t h o s e p a r t n e r s i n any agreement s h o u l d t he 

p a r t n e r s have agreed to i t . 

Q. Do you see any d i f f e r e n c e between a s a l e 

and a j o i n t o p e r a t i n g v e n t u r e as f a r as the p a r t n e r s 

would be concerned and S t r a t a b i n d i n g them to t h o s e ? 

A. W e l l , as long as S t r a t a r e t a i n e d 100 

p e r c e n t r e c o r d t i t l e i n t e r e s t , no. 

Q. Did you ever -- i n your c o n v e r s a t i o n s w i t h 

Mr. Murphy, d i d you ever a l l u d e to r e a s o n s f o r a west 

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

A. I a l l u d e d to one o f . 

Q. What would t h a t r e a s o n be? 

A. One of the r e a s o n s i s t h a t I d i d s t a t e to 

him was t h a t we have an e x p i r i n g l e a s e , and we would 

c e r t a i n l y l i k e t o save i t , but I d i d c l e a r l y s t a t e to 

him t h a t i t was one of many r e a s o n s . 

And I would c l a r i f y by s t a t i n g t h a t t h a t 

was a landman t o landman k i n d of r e a s o n i n g . I won't 

p u r p o r t t o be a g e o l o g i s t ; t h a t t h a t ' s j u s t one of 

many r e a s o n s . There were o t h e r r e a s o n s ; i . e . , an 

u n l e a s e d f e d e r a l t r a c t i n the sout h w e s t n o r t h e a s t t h a t 
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any r e a s o n a b l e and p r u d e n t o p e r a t o r w o u l d n o t i n c l u d e 

w i t h i n a p r o r a t i o n u n i t . 

Q. Was t h e r e any d i s c u s s i o n i f you s e t up a 

west h a l f p r o r a t i o n u n i t t h a t , i n t h a t f a s h i o n , you 

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

e v e r d i s c u s s e d w i t h Mr. Murphy? 

A. T h a t was t h e main g e o l o g i c r e a s o n i n g and 

r e a l l y t h e main r e a s o n i n g t o do i t t h e way we're d o i n g 

i t i s t h a t we b e l i e v e -- and I d o n ' t want t o g e t i n t o 

g e o l o g y because I'm n o t a g e o l o g i s t -- b u t t h a t i s t h e 

main r e a s o n f o r d o i n g what we're d o i n g . 

Q. Do you keep a phone l o g , Mr. Smith? 

A. Not i n d e t a i l . 

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

Mr. E x a m i n e r . 

EXAMINER STOGNER: Mr. S t o v a l l ? 

MR. STOVALL: I d o n ' t t h i n k I have any. 

W e l l , l e t me --

EXAMINATION 

BY MR. STOVALL: 

Q. I s t h e r e any i n d i c a t i o n t h a t you have, Mr. 

S m i t h , do you know t h e n a t u r e o f t h e i n t e r e s t o r t h e 

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

A. No. We were r e l y i n g on t h e f a c t t h a t 

S t r a t a i s o f r e c o r d , t h e r e c o r d t i t l e owner t o 100 

CUMBRE COURT REPORTING 
P.O. BOX 9262 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1 

22 

23 

24 

25 

61 

p e r c e n t i n t e r e s t , and they a r e a New Mexico 

c o r p o r a t i o n c a p a b l e of c o n d u c t i n g b u s i n e s s i n New 

Mexico, and h i s r e p r e s e n t a t i o n t o us t h a t he spoke f o r 

t h e s e s i l e n t p a r t n e r s and was c a p a b l e of b i n d i n g them 

i n an agreement. 

Q. Based upon your e x p e r i e n c e as a 

p r o f e s s i o n a l landman, you've been i n v o l v e d i n 

s i t u a t i o n s b e f o r e where t h e r e a r e -- I t h i n k you've 

s t a t e d t h a t --

A. I n v e s t o r s ? 

Q. I n v e s t o r s i n the w e l l ? 

A. Sure. 

Q. I s i t n e c e s s a r i l y t he c a s e t h a t they always 

own a working i n t e r e s t i n l e a s e s , t h a t t h o s e i n v e s t o r s 

own working i n t e r e s t i n l e a s e s ? 

A. When you say -- I'm not s u r e I u n d e r s t a n d 

your d i r e c t i o n . 

Q. As an o p e r a t o r and t h e owner of o i l and gas 

l e a s e s , and you i n v e s t e d and put up money to 

p a r t i c i p a t e i n your o p e r a t i o n s , do t h o s e i n v e s t o r s 

a l w a y s , u n e q u i v o c a l l y have an i n t e r e s t i n the r e a l 

p r o p e r t y , or do they have an i n t e r e s t i n the 

p r o d u c t i o n or --

A. Mr. Examiner, I would say t h a t I ' v e never 

worked f o r a company t h a t o p e r a t e d t h a t way and would 
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not be able to comment. I've only worked for a major 

corporation i n my c a p a c i t y as a s e n i o r landman, and we 

don't have i n v e s t o r s . We have shareholders. 

MR. STOVALL: Okay. I don't think I have 

anything f u r t h e r . 

MR. KELLAHIN: I have one follow-up 

question, Mr. Examiner. 

EXAMINER STOGNER: Mr. K e l l a h i n . 

FURTHER EXAMINATION 

BY MR. KELLAHIN: 

Q. From a landman's p e r s p e c t i v e , Mr. Smith, 

t e l l me, what, i f any, d i f f i c u l t i e s are created with 

regards to the unleased f e d e r a l t r a c t i n the southeast 

of the northeast, i f , for example, the spacing u n i t i s 

the east h a l f or the north h a l f , and you have to now 

include that t r a c t as an unleased t r a c t i n the spacing 

u n i t . What are your r e s e r v a t i o n s , concerns, or 

observations? 

A. Well, the f e d e r a l government or the BLM 

would allow you to d r i l l a w e l l and approve a 

communitization agreement covering the p r o r a t i o n u n i t 

containing an unleased f e d e r a l t r a c t as long as i t 

wasn't the d r i l l s i t e l e a s e and as long as i t did not 

c o n s t i t u t e a ma j o r i t y of the p r o r a t i o n u n i t . 

In doing t h a t , they would allow you to 
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d r i l l your w e l l , and a t such t i m e s as t h a t l e a s e then 

came up f o r s a l e , on the next s a l e t h a t i t d i d come up 

on, a c o n d i t i o n would be p l a c e d upon t h e i s s u a n c e of 

t h a t l e a s e to the winner t h a t t h e winner would be 

r e q u i r e d to s i g n a c o m m u n i t i z a t i o n agreement c o v e r i n g 

the w e l l i n t h a t -- or c o v e r i n g t h a t t r a c t as i t 

a p p l i e d to t h a t w e l l . 

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

e x e r c i s e i n o r d e r to form a s p a c i n g u n i t ? 

A. I t ' s not what would be c o n s i d e r e d 

r e a s o n a b l e and prudent because you would then be 

p u t t i n g f o r s a l e an i n t e r e s t i n a known q u a n t i t y up 

f o r a u c t i o n . You would be l e a v i n g a h o l e i n your 

p r o r a t i o n u n i t f o r anyone to s t e p i n and buy i t and 

b i d the p r i c e up to whatever i t might go t o . I t ' s 

j u s t not something a r e a s o n a b l e and prudent o p e r a t o r 

would do. 

MR. KELLAHIN: T h a t ' s a l l t h e q u e s t i o n s I 

have. 

MR. CAVIN: I have a f o l l o w - u p , Mr. 

Examiner. 

EXAMINER STOGNER: Mr. C a v i n . 

FURTHER EXAMINATION 

BY MR. CAVIN: 

Q. Mr. Smith, you have e x p e r i e n c e w i t h f e d e r a l 
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l e a s e s , I b e l i e v e you stated? 

A. Yes. 

Q. Do you have any reason to doubt, based on 

your conversations with the BLM, th a t t h i s l e a s e w i l l 

be put up at the next s a l e ? 

A. We have a l e t t e r i n our f i l e s from Martha 

tha t i t did not make — we inquired as to why i t did 

not make t h i s most recent s a l e , and the reason was 

that they had f a i l e d to v e r i f y , through whatever 

procedure they do so, th a t the l e a s e had a c t u a l l y 

expired; that they f e l t and assured us tha t , as long 

as the lea s e has expired, i t should make the next 

f e d e r a l s a l e . 

Q. Which again you say th a t was — 

A. I b e l i e v e i t ' s A p r i l 21st of t h i s year. 

Q. Are there any c o n s i d e r a t i o n s t h a t would 

req u i r e you to d r i l l t h i s w e l l before t h a t date? 

A. We have signed AFE's with our partners 

covering the proposed w e l l that under the operating 

agreement w i l l expire a f t e r a c e r t a i n period of time. 

Q. Your pa r t n e r s being --

A. Santa Fe Energy and Maralo. And we would 

proceed p r e f e r to get on with our busines s . 

MR. CAVIN: Oh, sure. I have no f u r t h e r 

questions. 
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EXAMINER STOGNER: Any o t h e r q u e s t i o n s of 

Mr. Smith? 

MR. KELLAHIN: No, s i r . 

EXAMINER STOGNER: He may be excuse d . 

Mr. K e l l a h i n . 

MR. KELLAHIN: I'm p r e p a r e d t o c o n t i n u e 

w i t h my w i t n e s s e s , i f you d e s i r e . I f you want to d e a l 

w i t h t he n o t i c e i s s u e , I guess we can do t h a t , too. 

However you would l i k e to proceed. 

EXAMINER STOGNER: You may c o n t i n u e , Mr. 

K e l l a h i n . 

MR. CAVIN: Could I t a k e a 60-second break? 

EXAMINER STOGNER: W e ' l l t a k e f i v e minutes. 

(Thereupon, a r e c e s s was t a k e n . ) 

EXAMINER STOGNER: Mr. K e l l a h i n ? 

MR. KELLAHIN: Thank you, Mr. Examiner. 

We'd c a l l a t t h i s time Mr. Ted G a l o w s k i . 

TED GAWLOSKI 

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

upon h i s oath, 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. G a w l o s k i , would you p l e a s e s t a t e your 

name and o c c u p a t i o n . 

A. I'm Ted G a w l o s k i . I'm a s t a f f g e o l o g i s t 
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for M i t c h e l l Energy Corporation i n Midland, Texas. 

Q. Mr. Gawloski, on p r i o r occasions, have you 

t e s t i f i e d as an expert petroleum g e o l o g i s t before the 

O i l Conservation D i v i s i o n ? 

A. Yes, I have. 

Q. Describe f o r us what i t i s that you have 

done for your company with regards to the area i n Lea 

County, New Mexico, t h a t your company i s exploring for 

Morrow gas production. What i s i t that you do i n that 

process? 

A. I'm e s s e n t i a l l y the ge o l o g i s t who works the 

expl o r a t i o n end of de f i n i n g the f i r s t l o c a t i o n i n an 

area for the Morrow, using a l l a v a i l a b l e geologic data 

that we have to determine the best p o s s i b l e l o c a t i o n s 

to develop Morrow gas i n the area. 

Q. Section 28 t h a t ' s the s u b j e c t of t h i s case 

i s your own personal p r o j e c t ? 

A. Yes, i t i s . 

Q. And you are the exp l o r a t i o n g e o l o g i s t that 

i s attempting to f i n d Morrow production i n t h i s 

s e c t i o n and other areas i n the township? 

A. That's c o r r e c t . 

Q. Based upon t h a t study, have you done 

c e r t a i n mapping and reached c e r t a i n conclusions with 

regards to i s s u e s t h a t are r e l e v a n t to t h i s hearing? 
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A. Yes, I have. 

MR. KELLAHIN: We t e n d e r Mr. G a w l o s k i as an 

e x p e r t petroleum g e o l o g i s t . 

EXAMINER STOGNER: Any o b j e c t i o n s ? 

MR. CAVIN: No, Mr. Examiner. 

EXAMINER STOGNER: Mr. G a w l o s k i i s so 

q u a l i f i e d . 

Q. (BY MR. KELLAHIN) Mr. G a w l o s k i , l e t me ask 

you to t a k e M i t c h e l l E x h i b i t No. 1. I s t h i s an 

e x h i b i t t h a t you p r e p a r e d ? 

A. Yes, i t i s . 

Q. I d e n t i f y f o r us the S e c t i o n 28 t h a t ' s the 

s u b j e c t or the t o p i c of t h i s h e a r i n g . Where i s i t ? 

A. S e c t i o n 28 i s i n the lower p o r t i o n of t h i s 

map. I t i s i n Township 20 South, Range 33 E a s t -- I 

mean, t h e r e ' s a green dot showing t h e approximate 

l o c a t i o n of the w e l l , t h e Tomahawk 28 F e d e r a l Com or 

F e d e r a l #1. 

Q. G i v e us a g e n e r a l o v e rview of t h e 

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

a r e a w i t h r e g a r d s to t h o s e gas f o r m a t i o n s below the 

top of the Wolfcamp. What i s happening to develop 

t h o s e p o t e n t i a l gas r e s e r v e s ? 

A. From a M i t c h e l l p o i n t of view or from 

j u s t — 
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Q. From anybody's p o i n t o f v i e w . 

A. T h e r e i s some Morrow a c t i v i t y o n g o i n g i n 

t h e a r e a , a l o t o f i t by M i t c h e l l E n e r g y ; some o f i t 

by o t h e r o p e r a t o r s . T h e r e ' s w e l l s b e i n g d r i l l e d t o 

t h e n o r t h and some t o t h e s o u t h and e a s t , as w e l l , f o r 

t h e Morrow h o r i z o n i n h e r e . 

Q. U s i n g t h e l e g e n d , Mr. G a w l o s k i , how have 

you i d e n t i f i e d Morrow w e l l s ? 

A. C u r r e n t l y a c t i v e Morrow w e l l s ? 

Q. Yes, s i r . 

A. U s i n g t h e a r r o w . However, t h a t ' s a l s o f o r 

o t h e r w e l l s . I t ' s n o t j u s t f o r Morrow a c t i v i t y i n 

h e r e . 

Q. I f I f i n d a l i g h t b l u e d o t , t h e l e g e n d says 

t h a t ' s a Morrow. A Morrow what? 

A. A Morrow p r o d u c e r . I t ' s p r o d u c e d gas o u t 

o f t h e Morrow f o r m a t i o n . 

Q. What i s t h e n e a r e s t Morrow p r o d u c e r i n t h i s 

a r e a i n r e l a t i o n s h i p t o S e c t i o n 28? 

A. There a r e two a p p r o x i m a t e l y t h e same 

d i s t a n c e away, a w e l l i n S e c t i o n 33, j u s t t o t h e 

s o u t h . However, t h a t w e l l d i d n o t make any c o m m e r c i a l 

q u a n t i t i e s o f gas, j u s t e s s e n t i a l l y a show. The o t h e r 

w e l l c l o s e s t t o i t i s o u r M i t c h e l l Energy w e l l , Top 

Hat F e d e r a l W e l l , w h i c h has j u s t been on l i n e f o r 
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a p p r o x i m a t e l y a y e a r r i g h t now. 

So t h e r e ' s r e a l l y n o t a w h o l e l o t o f Morrow 

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

Q. When I move n o r t h o f 28 a b o u t t h r e e 

s e c t i o n s and g e t up i n t o S e c t i o n 9, t h e r e ' s a b l u e d o t 

and t h e n a r e d a r r o w ? 

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

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

A. The b l u e d o t was a M i t c h e l l Morrow 

d i s c o v e r y . T h a t was j u s t c o m p l e t e d , oh, a p p r o x i m a t e l y 

t h r e e o r f o u r months ago, t h e A n a s a z i F e d e r a l Mine # 1 , 

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

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

Q. L e t me t a l k t o you f o r a moment a b o u t y o u r 

p e r s o n a l e x p e r i e n c e as an e x p l o r a t i o n g e o l o g i s t 

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

have you been engaged i n t h a t a c t i v i t y f o r y o u r 

company? 

A. Ever s i n c e I s t a r t e d a t M i t c h e l l i n 1984, I 

have been engaged i n Morrow e x p l o r a t i o n a c t i v i t y and 

i n y e a r s b e f o r e t h a t when I was w o r k i n g f o r Amoco 

P r o d u c t i o n Company i n t h e same a r e a . 

Q. Can you g i v e us any o f y o u r p e r s o n a l 

e x p e r i e n c e i n how s u c c e s s f u l you a r e i n a p p l y i n g y o u r 

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

p r o d u c i n g Morrow gas? 

A. We have been s u c c e s s f u l i n numerous Morrow 

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

w e l l s i n h e r e r i g h t now a t p r e s e n t . And t h e s u c c e s s 

r a t e we've had i n t h i s a r e a has been e x c e l l e n t . 

Q. G i v e us a sense o f t h e r a n g e o f y o u r 

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

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

and what has been t h e s u c c e s s o f t h o s e a t t e m p t s ? 

A. We've had -- w i t h i n t h e a r e a , a p p r o x i m a t e l y 

seven t o e i g h t Morrow w e l l s t h a t I ' v e been r e s p o n s i b l e 

f o r . And each one we have, a r e p r o d u c i n g gas o u t o f , 

r u n p i p e and p r o d u c e gas o u t o f i t . Most o f t h e w e l l s 

a r e new and t h e cum's o f them a r e y e t t o be 

d e t e r m i n e d . 

Q. When you t a r g e t Morrow p r o d u c t i o n , i s t h e r e 

any p a r t i c u l a r p o r t i o n o f t h e Morrow t h a t y o u ' r e 

l o o k i n g a t as a way t o t h e n d e t e r m i n e where t o l o c a t e 

a w e l l ? 

A. Yes. Our p r i m a r y t a r g e t i n t h i s a r e a i s 

our package o f Morrow sands, we c a l l t h e Morrow B 

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

does come o u t o f . 

Q. For you as an e x p l o r a t i o n g e o l o g i s t l o o k i n g 
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f o r Morrow B, what g e o l o g i c t o o l s a r e you u s i n g by 

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

t h e Morrow? 

A. We use -- p r i m a r i l y , w e ' l l go i n t h e r e and 

i s o p a c h t h e Morrow B S e c t i o n , and t h e n we w o u l d 

c o n s t r u c t a s t r u c t u r e map, u s i n g a l l a v a i l a b l e w e l l 

d a t a . I n o u r s t r u c t u r e map, we use a l l a v a i l a b l e 

s e i s m i c d a t a t h a t we have i n t h e a r e a , and i t ' s q u i t e 

e x t e n s i v e i n t h i s p a r t i c u l a r a r e a . We use t h a t i n 

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

map . 

And we a l s o use c r o s s - s e c t i o n s t o show t h e 

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

sands. 

Q. What i s y o u r e x p l o r a t i o n s t r a t e g y o r method 

by w h i c h , h a v i n g f o u n d an a r e a t h a t y ou want t o 

d e v e l o p w i t h i n a s e c t i o n , what d e c i s i o n s do you make 

a b o u t how t o d r i l l f o r Morrow p r o d u c t i o n ? 

A. When we go i n t o an a r e a l i k e t h i s , and t h i s 

i s w hat we've done numerous o c c a s i o n s i n h e r e p r i o r t o 

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

f o r m a t i o n i s i n h e r e . And, i n t h i s c a s e , i t ' s t h e 

Morrow f o r m a t i o n , and p r i m a r i l y t h e Morrow B sands 

s e c t i o n . 

We t h e n d e t e r m i n e t h e p r o r a t i o n u n i t s , 
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e s t a b l i s h f o r t h a t , i n t h i s c a s e , t h e Morrow b e i n g 320 

a c r e s . We t h e n use an a p p r o a c h i n h e r e how t o b e s t 

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

t o o l s t h a t we have, u s i n g t h e i s o p a c h and t h e 

s t r u c t u r e maps. 

Q. What i s t h e o b j e c t i v e t h a t y o u ' r e t r y i n g t o 

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

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

A. We're t r y i n g t o a c h i e v e how b e s t t o d e v e l o p 

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

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

o r i s i t a two w e l l , 3 2 0 - a c r e d e v e l o p m e n t c o n c e p t o r 

e x p l o r a t i o n c o n c e p t ? 

A. I t ' s a t w o - w e l l c o n c e p t t h a t we've used i n 

t h i s a r e a . I t ' s s o m e t h i n g t h a t we've done i n t h e 

p a s t , and we w o u l d do i n t h e f u t u r e . 

Q. What do you a c h i e v e by l o o k i n g a t t h e 

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

t h e n you g i v e y o u r s e l f two s p a c i n g u n i t s and two 

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

u n i t s ? 

A. Can you — 

Q. Yes, s i r . What's t h e o b j e c t i v e , what i s 

t h e g o a l t h a t y o u ' r e t r y i n g t o a c h i e v e w i t h i n a 

s e c t i o n by l o o k i n g a t t h e w h o l e s e c t i o n as opposed t o 
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a s i n g l e 320 spac i n g u n i t ? 

A. We're t r y i n g t o maximize our p o t e n t i a l f o r 

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

Q. How do you do t h a t ? 

A. We do t h a t u s i n g our g e o l o g i c a l maps t h a t 

we have c o n s t r u c t e d f o r t h a t area. 

Q. Let me ask you now t o t u r n t o t h e s t r u c t u r e 

map. Again, i s t h i s a d i s p l a y t h a t has been prepared 

by you? 

A. Yes, i t has. 

Q. Before we l o o k a t t h e s p e c i f i c c o n c l u s i o n s 

t h a t you reach about 28, t e l l us how t o read and 

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

A. Thi s i s a s t r u c t u r e map, a g a i n , u s i n g a l l 

a v a i l a b l e w e l l d a t a , as w e l l as t h e s e i s m i c d a t a , and 

you can see them m a i n l y on t h e s e c t i o n l i n e s , a l l t h e 

se i s m i c data t h a t M i t c h e l l has i n t h i s area. I t ' s an 

e x t e n s i v e database t h a t we use i n here t o develop 

r e g i o n a l t r e n d s f o r t h e Morrow. We use these maps i n 

a r e g i o n a l sense and th e n hone i n on t h e area t h a t 

we're w o r k i n g on. 

You can see t h a t t h e r e ' s e x t e n s i v e 

s t r u c t u r a l component s t r u c t u r e i n t h e area, numerous 

f a u l t s and s t r u c t u r e s and t h i n g s t h a t show i n t h i s 

area h e r e . 
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Q. Analyze t h e s t r u c t u r e map f o r us as i t 

a p p l i e s t o S e c t i o n 28 and t e l l us how, i f a t a l l , t h a t 

i n f o r m a t i o n a f f e c t e d how you proposed t o o r i e n t t h e 

spacing u n i t i n 28. 

A. You can see i n S e c t i o n 28 -- i t ' s t h e 

s e c t i o n t h a t has t h e green o u t l i n e on i t ? As you move 

i n t o t h e n o r t h e r n h a l f of S e c t i o n 28, t h e r e ' s a c t u a l l y 

a s t r u c t u r a l c l o s u r e t h a t i s developed i n S e c t i o n 28. 

And t h e n o r t h e r n p a r t o f t h a t s e c t i o n i s t h e best 

developed s t r u c t u r e . 

As you move south i n t h a t s e c t i o n , you los e 

a c o n s i d e r a b l e amount of s t r u c t u r e , which g r e a t l y 

i n c r e a s e s your r i s k i n t h i s area f o r f i n d i n g Morrow 

p r o d u c t i o n . 

Q. The arrow, t h e p o i n t of t h e arrow, i s t h a t 

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

l o c a t i n g t h e proposed unorthodox l o c a t i o n ? 

A. That approximates t h e unorthodox l o c a t i o n . 

Q. The s c a l e i s so s m a l l , I guess i t ' s h a rd t o 

see, b u t t h a t i s i n t e n d e d t o r e p r e s e n t t h e 1,650 from 

t h e n o r t h l i n e ? 

A. That's c o r r e c t . 

Q. As opposed t o 1,980 from t h e n o r t h l i n e ? 

Give us an u n d e r s t a n d i n g of t h e w e l l 

c o n t r o l i n f o r m a t i o n t h a t you have t o h e l p you i n f e r 
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t h e s t r u c t u r e and t h e c l o s u r e of t h e minus 9400 l i n e 

w i t h i n S e c t i o n 28. What's your c o n t r o l ? 

A. W e l l , t h e r e ' s a w e l l i n S e c t i o n 27, a w e l l 

i n S e c t i o n 26, a w e l l t o t h e south i n 33, and f a r t h e r 

t o t h e n o r t h , our w e l l i n S e c t i o n 9. 

Q. Le t ' s t a l k about t h e s e i s m i c c o n t r o l . 

Where i s t h a t ? 

A. There's e x t e n s i v e s e i s m i c c o n t r o l east-west 

a l o n g t h e s o u t h e r n p a r t of S e c t i o n 28, n o r t h - s o u t h 

across t h e western p o r t i o n of S e c t i o n 28, another 

east-west l i n e r u n n i n g across S e c t i o n 21, and i n t h e 

mid d l e p o r t i o n of S e c t i o n 21, and another l i n e , 

e ast-west l i n e a l o ng t h e n o r t h e r n p o r t i o n o f S e c t i o n 

21 and s e v e r a l o t h e r l i n e s n o r t h - s o u t h t h r o u g h t h e 

area. Very e x t e n s i v e s e i s m i c base we have here. 

Q. Based upon t h e s t r u c t u r e map, do you have 

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

examiner, i n your recommendation, s h o u l d assess 

a g a i n s t any nonconsenting i n t e r e s t owner r e g a r d l e s s of 

where t h e w e l l i s l o c a t e d i n S e c t i o n 28? 

A. The r i s k f o r d r i l l i n g a w e l l i n t h i s area 

i s t h a t we are on, e s s e n t i a l l y on a s t r u c t u r e t h a t has 

been u n t e s t e d . That would be t h e p r i m a r y r i s k . The 

c l o s e s t w e l l t o us has t e s t e d t h e Morrow i n S e c t i o n 27 

and d i d n o t produce o u t of t h e Morrow s e c t i o n . I t d i d 

CUMBRE COURT REPORTING 
P.O. BOX 9262 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1 

2 2 

23 

24 

25 

7 6 

produce out of the Atoka s e c t i o n . 

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

you as a g e o l o g i s t r e l y upon, what i s t h e r i s k f a c t o r 

i n terms of a p e r c e n t a g e as a s s e s s e d by the D i v i s i o n 

t h a t you would recommend t h a t be a p p l i e d i n t h i s c a s e ? 

A. I b e l i e v e the maximum p e n a l t y s h o u l d be 

a p p l i e d i n t h i s c a s e , t h a t b e i n g 200 p e r c e n t p l u s 

c o s t s . 

Q. Does the r i s k d i m i n i s h so t h a t the p e n a l t y 

f a c t o r ought to be l e s s than 200 p e r c e n t , i f you move 

the l o c a t i o n from the c l o s e s t s t a n d a r d l o c a t i o n to the 

proposed unorthodox l o c a t i o n ? 

A. No, I don't b e l i e v e t h a t s h o u l d change a t 

a l l . 

Q. Why not? 

A. I t ' s a minimal d i s t a n c e t h a t you're moving 

s t r u c t u r a l l y , and the r i s k i s s t i l l going to be t h e r e 

because t h e s t r u c t u r e i s u n t e s t e d . 

Q. Can you r e a c h t h a t same c o n c l u s i o n then 

w i t h r e g a r d s to wherever the w e l l i s l o c a t e d w i t h i n 

the s p a c i n g u n i t , i t ' s not going to have a m a t e r i a l 

e f f e c t so t h a t the maximum p e n a l t y s h o u l d be l e s s than 

200 p e r c e n t ? 

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

Q. L e t ' s t u r n now to t h e i s o p a c h i n f o r m a t i o n . 
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I n a d d i t i o n t o making a s t r u c t u r a l i n t e r p r e t a t i o n , 

what e l s e do you do? 

A. I go i n t o the Morrow s e c t o n , and I i s o p a c h 

what we c a l l t h e Morrow B s e c t i o n . I t a k e t h e 

p o r o s i t y c u t o f f of a d e n s i t y p o r o s i t y of 7 p e r c e n t , 

which we used as a l i m i t a t i o n f o r p r o d u c t i o n , and we 

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

c o n t r o l t h a t we have. 

Q. And you have done t h a t w i t h t h i s i s o p a c h 

t h a t ' s i d e n t i f i e d as E x h i b i t No. 3? 

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

Q. T h i s i s your work? 

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

Q. I n making a d e c i s i o n i n S e c t i o n 28 about 

how to o r i e n t t he s p a c i n g u n i t s so t h a t you can 

a c h i e v e maximum development on 320 gas s p a c i n g f o r 

t h a t s e c t i o n , how does the i s o p a c h h e l p you make t h o s e 

c h o i c e s ? 

A. The i s o p a c h i s used i n c o n j u n c t i o n w i t h t he 

s t r u c t u r e map. You determine, you t r y to get the b e s t 

p o s s i b l e i s o p a c h v a l u e a r e a t h a t your t h i c k e s t sand by 

i n t h e r e , and use t h a t i n c o n j u n c t i o n w i t h your 

s t r u c t u r e map to maximize your p o t e n t i a l w i t h i n 

S e c t i o n 28. 

Q. Looking a t the i s o p a c h , can you g i v e us an 
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example or an i l l u s t r a t i o n of t h e ranges of 

d i f f e r e n c e s you achieve w i t h a w e l l based upon 

t h i c k n e s s of t h e Morrow B? 

A. The Morrow B, t h e way I have i t mapped, has 

a p p r o x i m a t e l y 30 f e e t o f t h i c k n e s s i n t h e west h a l f , 

i n c r e a s e s t o a p p r o x i m a t e l y 50 and a l i t t l e b i t toward 

t h e c e n t e r p a r t of t h e s e c t i o n . I t goes back down t o 

a p p r o x i m a t e l y 40 f e e t on t h e e a s t e r n p o r t i o n of t h e 

s e c t i o n . 

Q. I n r e l a t i o n t o o f f s e t t i n g or w e l l s i n t h e 

area, I guess you have t o go over t o 26, two s e c t i o n s 

away, what was the success of t h a t w e l l i n r e l a t i o n t o 

t h i c k n e s s o f t h e Morrow B sand? 

A. That w e l l was a s u c c e s s f u l Morrow t e s t 

based upon t h i s same isopach t h a t we used i n t h i s 

ar ea. 

Q. And t h a t had a p p r o x i m a t e l y 60 f e e t i n i t ? 

A. Yes. 

Q. As we move south i n t o S e c t i o n 33, we f i n d a 

Morrow t e s t i n S e c t i o n 33 i n t h e southwest q u a r t e r 

t h a t i s about 30 f e e t of t h i c k n e s s ? 

A. That's c o r r e c t . 

Q. Were you ab l e t o o b t a i n a s u c c e s s f u l Morrow 

w e l l ? 

A. That w e l l was e s s e n t i a l l y an e x t r e m e l y poor 
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producer, 226,000 c u b i c f e e t . So i t r e a l l y i s a 

nonproducer, j u s t a l i t t l e show of gas. 

Q. How do you use the i s o p a c h to h e l p you 

d e c i d e the o r i e n t a t i o n of the s p a c i n g u n i t you want? 

A. We use the i s o p a c h to t r y to get i n t o the 

t h i c k e s t sand body t h a t we can i n t h e b e s t s t r u c t u r a l 

p o s i t i o n and u s i n g our tw o - w e l l concept to b e s t 

develop the s e c t i o n . 

Q. I f i t i s a n o r t h h a l f - s o u t h h a l f 

o r i e n t a t i o n , how does the i n t e g r a t i o n of the two 

e x h i b i t s , t h e s t r u c t u r e map and t h e i s o p a c h , a f f e c t 

t h a t d e c i s i o n ? 

A. The i s o p a c h v a l u e shows t h a t the t h i c k go 

through t h e n o r t h - s o u t h . However, the s t r u c t u r e map 

shows a p r e f e r r e d o r i e n t a t i o n or a p r e f e r r e d s t r u c t u r e 

i n t he n o r t h h a l f . So as you move south i n t o t h e 

s e c t i o n , you w i l l be g e t t i n g o f f s t r u c t u r e , and i t 

would i n s p e c t your r i s k c o n s i d e r a b l y . 

So we'd use the i s o p a c h and s t r u c t u r e map 

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

would be i n t h e n o r t h w e s t q u a r t e r and n o r t h e a s t 

q u a r t e r of S e c t i o n 28. 

Q. What happens i f the o r i e n t a t i o n of t h e 

s p a c i n g u n i t i s such t h a t t h e r e ' s a n o r t h h a l f and a 

south h a l f ? How does t h a t a f f e c t your a b i l i t y t o 
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develop the whole s e c t i o n ? 

A. I t would l i m i t our a b i l i t y to develop the 

whole s e c t i o n . The f i r s t w e l l would f i t the mapping, 

meet our c r i t e r i a , but the south w e l l would be at such 

a r i s k t h a t , based upon our mapping here r i g h t now, we 

would not recommend a w e l l i f i t was i n the south 

h a l f . 

Q. What do you achieve i f you stand the 

spacing u n i t s up and you have a west h a l f and an east 

h a l f o r i e n t a t i o n to the 320 gas spacing u n i t s ? 

A. I t gives us the opportunity to f u l l y 

develop the s e c t i o n . I have a l o c a t i o n i n the 

northwest quarter and the northeast quarter. 

Q. Each of which i s upst r u c t u r e from the south 

h a l f ? 

A. That's c o r r e c t . 

Q. And i s comparable then i n s t r u c t u r a l 

p o s i t i o n ? 

A. That's c o r r e c t . 

Q. L e t ' s turn now to E x h i b i t No. 4 and look at 

your s t r a t i g r a p h i c c r o s s - s e c t i o n . Before we d i s c u s s 

the conclusions you reach about E x h i b i t No. 4, Mr. 

Gawloski, show us the l i n e of c r o s s - s e c t i o n , what 

w e l l s you've picked. 

A. Th i s c r o s s - s e c t i o n goes from the north end 
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a c r o s s our Geronimo p r o s p e c t . I t ' s t he w e l l on the 

f a r l e f t . I t goes through a w e l l i n S e c t i o n 9, which 

i s our new d i s c o v e r y , the M i t c h e l l Energy A n a s a z i 

F e d e r a l #9 w e l l , moves f u r t h e r s o u t h to our proposed 

l o c a t i o n i n S e c t i o n 28, and t i e s i n a couple of the 

w e l l s i n the S a l t Lake south Morrow f i e l d , which i s 

the c l o s e s t p r o d u c t i o n to the s o u t h of us. 

Q. Why have you chosen t h o s e w e l l s to form a 

l i n e f o r t h e c r o s s - s e c t i o n ? 

A. I t g i v e s us a l i n k of p r o d u c t i o n t h a t we 

have to the n o r t h and to the south , and i t shows us 

the c h a r a c t e r and n a t u r e of the sands t h a t we a r e 

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

Q. E x c l u d i n g f o r a moment t h e Morrow B sand, 

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

Morrow sands f o r us. 

A. There i s p o t e n t i a l i n t h e o t h e r Morrow 

packages, but we f e e l t h a t i t ' s somewhat l i m i t e d i n 

the a r e a . Our w e l l i n S e c t i o n 9 d i d not have a v e r y 

good development of the Morrow C. So our primary 

t a r g e t i n h e r e i s the Morrow B sand s e c t i o n . 

Q. L e t ' s look s p e c i f i c a l l y a t the Morrow B now 

and d e s c r i b e t h a t f o r u s . What do you see about t h e 

c o n t i n u i t y of t h e sands from w e l l t o w e l l ? 

A. The Morrow B or the sand package t h a t l i e s 
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below that yellow l i n e on the c r o s s - s e c t i o n , and as 

you can see as you go across t h i s s e c t i o n here the 

v a r i a b i l i t y and discontinuous nature of these Morrow 

sands. And we have more experience i n t h i s area and 

have found t h a t you need to develop t h i s Morrow on a 

320-acre p r o r a t i o n to adequately develop the e n t i r e 

s e c t i o n . The nature of these sands have a tendancy to 

come and go, and we do f i n d new r e s e r v o i r s i n d r i l l i n g 

w i t h i n the 320-acre p r o r a t i o n u n i t . 

Q. Based upon your experience i n t h i s area 

with d r i l l i n g Morrow w e l l s , what i s your conclusion 

about the component of r i s k that you undertake i n 

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

A. Because of the nature of the Morrow i n t h i s 

area, there i s always a r i s k of not f i n d i n g sands in 

one area and f i n d i n g them i n another. The 

discontinuous nature always i n c r e a s e s the r i s k of 

d r i l l i n g for the Morrow i n t h i s area. 

Q. Can you c h a r a c t e r i z e t h i s as step-out 

development of the e x i s t i n g e s t a b l i s h e d Morrow 

production? 

A. To me, from our -- the way M i t c h e l l i s 

looking at i t , i t i s a wi l d c a t w e l l . We are d r i l l i n g 

north of a f i e l d , of the S a l t Lake f i e l d , which we 

f e e l has strong s t r u c t u r a l component to i t and f e e l 
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t h a t we're on an o t h e r s t r u c t u r a l t r e n d n o r t h of i t 

t h a t has y e t to be f u l l y developed, and our c l o s e s t 

o t h e r p r o d u c t i o n i s up to the n o r t h where we a r e 

c u r r e n t l y a c t i v e r i g h t now. 

Q. U s i n g t h i s s t r a t i g r a p h i c c r o s s - s e c t i o n , 

h e l p us i d e n t i f y t h e i n t e r v a l t h a t you have used to 

i s o p a c h f o r E x h i b i t No. 3. 

A. The i n t e r v a l I used t o i s o p a c h i s the 

i n t e r v a l between what's marked on the e x h i b i t as Top 

of t he Morrow B and Top of the Morrow C. T h a t ' s the 

i n t e r v a l t h a t I used to i s o p a c h . 

Q. Having t a k e n t h a t i n t e r v a l then, how do you 

c a l c u l a t e t h e t h i c k n e s s w i t h i n t h a t i n t e r v a l by which 

you then had p r e p a r e d t he i s o p a c h ? 

A. I go through t h a t s e c t i o n and determine 

what i s the sand i n he r e , and I ' v e used t he p o r o s i t y 

c u t o f f t h a t i s what we use as a s t a n d a r d f o r 

p r o d u c t i o n . 

Q. T h a t ' s the 7 p e r c e n t ? 

A. 7 p e r c e n t d e n s i t y . And then I e s s e n t i a l l y 

go i n t h e r e and add up the t h i c k n e s s e s w i t h i n t h a t 

s e c t i o n . 

Q. The i s o p a c h t h a t ' s been g e n e r a t e d then i s a 

net sand i s o p a c h ? 

A. A n e t sand i s o p a c h of t h i s Morrow B 
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i n t e r v a l . 

Q. U s i n g t he 7 p e r c e n t c u t o f f ? 

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

Q. L e t me ask you to t u r n t o E x h i b i t No. 5 

now. E x h i b i t 5 doesn't have the q u a r t e r s e c t i o n or 

the s e c t i o n l i n e s on i t , and you're going to have to 

he l p us not get con f u s e d i n t h e d i s p l a y , Mr. 

Ga w l o s k i . I f y o u ' l l , b e f o r e we t a l k about t h e 

c o n c l u s i o n s , look a t 5 and t e l l us where i t came 

from. What i s t h i s ? 

A. T h i s i s a p l a t t h a t was p r e p a r e d by 

a r c h e o l o g i s t s . When you go i n t o a f e d e r a l l e a s e h o l d 

and you're p r o p o s i n g a w e l l , you have t o have an 

a r c h e o l o g i c a l s u r v e y done on the l o c a t i o n and the pad 

s i t e b e f o r e you can proceed w i t h your p e r m i t t i n g . 

Q. You had chosen f o r t h e development of the 

s e c t i o n a w e l l l o c a t e d i n the west h a l f 1,980 from the 

no r t h and 1,980 from t he west? 

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

Q. Where do we f i n d t h a t l o c a t i o n on E x h i b i t 

5? 

A. I t ' s marked i n the c e n t e r p o r t i o n of the 

diagram r i g h t t h e r e under the word " r i d g e " on dune 

r i d g e , on the lower p o r t i o n of the dune. 

Q. Were your f i e l d people s u c c e s s f u l i n 
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o b t a i n i n g s u r f a c e c l e a r a n c e f o r a w e l l to be l o c a t e d 

as you had i n i t i a l l y proposed? 

A. No, they were not. 

Q. What happened? 

A. F i r s t o f f , t h e r e i s a t o p o g r a p h i c a l 

c o n s i d e r a t i o n . There was a l a r g e dune r i d g e , and 

t h a t ' s shown i n t h e r e by the dashed l i n e , e s s e n t i a l l y 

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

the edge of t h a t dune r i d g e . 

The o t h e r c o n s i d e r a t i o n i n here, which goes 

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

a r c h e o l o g i c a l s i t e , and you can see i t has a 

d e s i g n a t i o n t h e r e , and i t ' s shown by t h e b o l d e r dark 

l i n e on t h e dune r i d g e . E s s e n t i a l l y , the dune r i d g e 

was a t o p o g r a p h i c a l f e a t u r e t h a t he found 

a r c h e o l o g i c a l — whatever a r t i f a c t s on t h e r e . So 

t h a t we d i d not have c l e a r a n c e then t o proceed w i t h 

t h a t l o c a t i o n . 

Q. Were you a b l e to l o c a t e a w e l l t h a t 

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

of S e c t i o n 28? 

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

Q. And where d i d you u l t i m a t e l y f i n d t h a t you 

had an a p p r o v a b l e s u r f a c e l o c a t i o n ? 

A. Moving a l i t t l e b i t to t h e n o r t h where the 
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l o c a t i o n would be approximately 1,650 from the north 

l i n e i n s t e a d of 1,980. That would give -- you can see 

the box around tha t l o c a t i o n i s the boundary of the 

w e l l pad. That would be e s s e n t i a l l y the minimum 

dis t a n c e we could move from there and s t i l l conduct 

our business i n a manner tha t would have been approved 

by the a r c h e o l o g i s t and probably the BLM. 

Q. In a s s e s s i n g the r i s k , i s there a m a t e r i a l 

d i f f e r e n c e or a change i n the r i s k i f you moved from 

the c l o s e s t standard l o c a t i o n to t h i s unorthodox 

l o c a t i o n ? 

A. No, the r i s k i s about the same. I t ' s a 

minimal d i s t a n c e that we're moving here. 

Q. The choices you've made about the 

methodology for ex p l o r a t i o n of the s e c t i o n , the two-

w e l l concept, i s that made by you as a g e o l o g i s t 

independent i n i t i a l l y of any other l i m i t a t i o n s or 

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

A. No, s i r . There's other c o n s i d e r a t i o n s that 

we use i n conjunction with the g e o l o g i c a l information. 

Q. I n i t i a l l y , however, what goes into the 

d e c i s i o n that you make as a g e o l o g i s t about how to 

o r i e n t the spacing u n i t s ? 

A. I n i t i a l l y , i t ' s what I do with the 

g e o l o g i c a l end of i t i s what I do i n i t i a l l y , and then 

CUMBRE COURT REPORTING 
P.O. BOX 9262 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1 

22 

23 

24 

25 

87 

i f t h e r e ' s any o t h e r c o n s i d e r a t i o n s , we a d d r e s s them. 

Q. A p a r t f r o m o t h e r c o n s i d e r a t i o n s now, 

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

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

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

Q. And what was t h a t d e c i s i o n t h a t you made 

f o r S e c t i o n 28? 

A. T h a t t h e b e s t way t o d e v e l o p S e c t i o n 28 

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

h a l f and t h e w e s t h a l f and have a w e l l posed i n t h e 

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

Q. I f t h a t i s a p p r o v e d by t h e e x a m i n e r , what 

does t h a t a l l o w M i t c h e l l t o do t h e n w i t h t h e 

s u b s e q u e n t d e v e l o p m e n t o f t h e s e c t i o n ? 

A. I t a l l o w s M i t c h e l l t o t h e n p r o c e e d w i t h a 

w e l l . I f deemed p r o d u c t i v e , t h e f i r s t w e l l deemed 

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

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

Q. H a v i n g made t h a t i n i t i a l d e c i s i o n , were 

t h e r e any o t h e r i n f o r m a t i o n s o r f a c t s b r o u g h t t o you 

s u b s e q u e n t l y t h a t caused you t o change y o u r o p i n i o n 

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

A. A l e a s e h o l d c o n s i d e r a t i o n was b r o u g h t t o my 

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

q u a r t e r . 
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Q. The t o p o g r a p h i c l i m i t a t i o n was brought to 

your a t t e n t i o n ? 

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

Q. And you've had to a d j u s t f o r t h a t ? 

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

Q. Any o t h e r t h i n g t h a t ' s a f f e c t e d your c h o i c e 

about how to o r i e n t t he s p a c i n g u n i t s ? 

A. No . 

Q. Having s e l e c t e d the o r i e n t a t i o n , summarize 

f o r us the c r i t e r i a t hen t h a t g e t s you to the u l t i m a t e 

c o n c l u s i o n about t he stand-u p s . What's the c r i t e r i a ? 

A. The c r i t e r i a i s one t h a t we used i n t h i s 

a r e a , t h a t we have used i n t h i s a r e a . We t a k e our 

g e o l o g i c maps, c r o s s - s e c t i o n s . We t a k e t he i s o p a c h s , 

determine where the b e s t -- a r e a of b e s t t h i c k n e s s i n 

the Morrow B, which i s our primary t a r g e t . We then 

look a t our s t r u c t u r e map. And then we look a t both 

of t h o s e and t a k e t h o s e i n t o c o n s i d e r a t i o n to 

determine what t h e b e s t l o c a t i o n s would be to 

a d e q u a t e l y develop the s e c t i o n . 

And i n t h i s c a s e , u s i n g t h e i r s t r u c t u r e and 

i s o p a c h , l o c a t i o n s i n the no r t h w e s t q u a r t e r and 

n o r t h e a s t q u a r t e r on the e a s t and west h a l f p r o r a t i o n 

u n i t s were the b e s t way to f u l l y d e v e l o p S e c t i o n 28. 

Q. D e s c r i b e f o r us the c r i t e r i a you use i n 
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s e l e c t i n g t h e w e l l l o c a t i o n f o r each o f t h e two 

s p a c i n g u n i t s once you've d e c i d e d t h e o r i e n t a t i o n . 

A. W e l l , once we d e c i d e t h e o r i e n t a t i o n , i n 

t h i s case a w e s t - h a l f p r o r a t i o n u n i t , we n o r m a l l y go 

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

i s what we d i d i n t h i s case. And t h e n we s u b m i t t h a t 

t o g e t p e r m i t t e d based upon c l e a r a n c e o f BLM a p p r o v a l 

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

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

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

i n t r o d u c t i o n o f E x h i b i t s 1 t h r o u g h 5. 

EXAMINER STOGNER: E x h i b i t s 1 t h r o u g h 5 

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 . Thank 

yo u , Mr. K e l l a h i n . 

Mr. C a v i n , y o u r w i t n e s s . 

MR. CAVIN: Thank y o u , Mr. Exa m i n e r . 

EXAMINATION 

BY MR. CAVIN: 

Q. Can you h e l p me w i t h y o u r name, p l e a s e . 

I'm s o r r y , I ' d j u s t l i k e t o p r o n o u n c e i t c o r r e c t l y . 

A. Ted G a w l o s k i . 

Q. G a w l o s k i , okay. I f I m i s p r o n o u n c e i t , you 

have my a p o l o g i e s i n advance. 

A. I'm used t o i t . 

Q. W e l l , S e a l y i s n o t a r e a l w i n n e r e i t h e r f o r 
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easy names t o pronounce. 

Le t me r e f e r you t o E x h i b i t 5 as f a r as the 

v a r i o u s l o c a t i o n s you have looked a t , and can you t e l l 

me where i s i t on t h i s map t h a t you c a n ' t d r i l l ? I 

guess I d i d n ' t u n d e r s t a n d t h a t , from a t o p o g r a p h i c a l 

A. The c e n t e r p o r t i o n of t h e p l a t , e s s e n t i a l l y 

r i g h t under t h e "g" i n " r i d g e " was t h e i n i t i a l 

proposed l o c a t i o n , o r t h o d o x l o c a t i o n . 

Q. And t h a t would be, r i g h t under t h e "g" 

would be 1,980? 

A. R i g h t . You can see r i g h t t o t h e r i g h t of 

t h a t , i t says 1,980 from t h e n o r t h and west and t h e 

arrow p o i n t i n g t h e r e . That i s t h e l o c a t i o n . 

Q. I s t h a t where t h e Crosshatch i s ? 

A. Yes. 

Q. The Crosshatch i s 1,980, 1,980? 

A. Yes. 

Q. So t h a t Crosshatch i s on t h e r i d g e , so t o 

speak? 

A. I t ' s r i g h t on the edge of t h e r i d g e and 

ex t r e m e l y c l o s e t o t h e a r c h e o l o g i c a l s i t e . The t h i n g 

we d i d n ' t have drawn here i s t h e s i z e of t h e w e l l pad 

which would be what you see on each of those o t h e r 

ones; so t h e w e l l pad would e s s e n t i a l l y be i n t h e 
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m i d d l e o f t h a t dune r i d g e and a r c h e o l o g i c a l s i t e . 

Q. How l a r g e i s t h a t w e l l pad? 

A. I t says up t h e r e 400 by 400. 

Q. Okay, 400 by 400. Am I c o r r e c t , i f you 

move t h e 1,980, 1,980 l o c a t i o n s o u t h , you have t o move 

i t s o u t h a t l e a s t 200 f e e t because o f t h e w e l l pad? 

A. T h a t ' s a p p r o x i m a t e l y i t , y e s . 

Q. So you have t o have a w e l l pad t h a t ' s 400 

by 400/ i s t h a t p r e t t y much --

A. T h a t ' s what we n o r m a l l y do f o r o u r Morrow 

w e l l s . T h a t ' s n o t my a r e a o f e x p e r t i s e , b u t he has 

t h i s drawn i n h e r e as s u c h . T h a t ' s what he w o u l d do. 

Q. So t h a t ' s s t a n d a r d f o r y o u r Morrow w e l l s ? 

A. I'm l e d t o b e l i e v e t h a t , y e s . 

Q. Do you make any e x c e p t i o n s f o r t h e s e 

l o c a t i o n s i z e s , y o u r pad, I s h o u l d say? 

A. V e r y r a r e l y , because I do know t h i s , you 

have t o have so much s p a c i n g o u t t h e r e f o r s a f e t y 

r e a s o n s t h a t you have t o have enough room t o do t h a t , 

and t h i s i s p r o b a b l y p r e t t y s t a n d a r d f o r BLM deep gas 

w e l l s . 

Q. Can you t e l l me, and I s h o u l d p r o b a b l y know 

t h i s , b u t I F #1 means? 

A. T h a t i s an i s o l a t e d f i n d , I b e l i e v e , i s how 

he d e s c r i b e s t h a t . T h e r e ' s i s o l a t e d f i n d s o u t s i d e o f 
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t h a t dune r i d g e t h a t he f o u n d and he's numbered. 

Q. And I F #2 i s t h e same s o r t o f t h i n g ? 

A. Yes. 

Q. Okay. And i t l o o k s l i k e t h a t ' s an access 

r o a d t h a t p a s s e s t h r o u g h t h e r e ? 

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

Q. The l o c a t i o n 2,180 by 2,180, t h a t i s what's 

a c c e p t a b l e f o r a r c h e o l o g i c a l and t o p o g r a p h i c a l 

r e a s o n s ; i s t h a t r i g h t ? 

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

Q. But n o t f o r g e o l o g i c r e a s o n s ? 

A. T h a t ' s c o r r e c t . W e l l , t h e r e was two -- we 

had two l o c a t i o n s h e r e , and we chose t h e n o r t h e r n one 

based upon g e o l o g i c a l c o n s i d e r a t i o n s . 

Q. But 2,180 and 2,180 i s a c c e p t a b l e f r o m 

a r c h e o l o g i c a l --

A. Yes. 

Q. Can you t e l l me, I t h i n k y o u ' v e s a i d you 

work i n t h e Per m i a n B a s i n a r e a . What o t h e r a r e a s do 

you work? 

A. I ' v e w o r k e d t h e s o u t h e a s t New M e x i c o f o r 

a l l 12 o f my y e a r s as a g e o l o g i s t . 

Q. So t h a t ' s b a s i c a l l y 100 p e r c e n t o f y o u r 

work? 

A. I t ' s been i n t h e D e l a w a r e B a s i n , s o u t h e a s t 
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New M e x i c o , t h a t ' s c o r r e c t . 

Q. I t sounds l i k e you've g o t q u i t e an 

i m p r e s s i v e amount o f g e o l o g i c d a t a . I s t h a t s o m e t h i n g 

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

j o i n , i n y o u r i n t e r p r e t a t i o n s ? 

A. I t ' s s o m e t h i n g we do n o t n o r m a l l y do u n l e s s 

we're bound by some s o r t o f agr e e m e n t . The o t h e r 

p a r t i e s u s u a l l y make up t h e i r own d e c i s i o n s , have 

t h e i r own s t a f f o f g e o l o g i s t s and u s u a l l y w i l l do t h a t 

t h e m s e l v e s . So we d o n ' t n o r m a l l y do t h a t . 

Q. Would you c o n s i d e r i t i n t h i s case i f i t 

w o u l d h e l p f a c i l i t a t e t h e what w o u l d M i t c h e l l ' s 

p o s i t i o n be? 

A. We a l r e a d y d i d . I s e n t a p o r t i o n o f t h i s 

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

d i s c u s s i o n s we were h a v i n g so t h a t we m i g h t a l l e v i a t e 

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

s t r u c t u r e map up t o them, and i t was c o n f i r m e d t h a t he 

d i d r e c e i v e t h a t map. 

I t ' s s o m e t h i n g t h a t we sometimes do t o h e l p 

a l l e v i a t e a p r o b l e m i n an a r e a t o g e t s o m e t h i n g g o i n g , 

b u t n o r m a l l y i t ' s n o t s o m e t h i n g t h a t we do. I t ' s more 

above and beyond what we u s u a l l y do. 

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

and i s i t Santa Fe t h a t y o u r o t h e r p a r t n e r i s ? 
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A. That's c o r r e c t . We d i d not -- t h e y have 

t h e i r own g e o l o g i s t s , and they work t h a t up 

themselves. 

Q. Do th e y have access t o t h e i n f o r m a t i o n t h a t 

your maps are based on? 

A. I do not know. I'm sure th e y have t h e w e l l 

c o n t r o l . Now, t h e s e i s m i c d a t a , I do not know. I 

cannot speak f o r them on t h a t . I know we have a very 

e x t e n s i v e s e i s m i c database i n t h i s area. 

Q. I would r e f e r you t o your E x h i b i t No. 2, 

and I tak e i t t h i s i s a s t r u c t u r e map showing t h e t o p 

of t h e Morrow. Now, can you t e l l me, i f you c o u l d , 

where would you l o c a t e t h i s w e l l i f you c o u l d p i c k t h e 

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

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

A. W i t h o u t c o n s i d e r a t i o n s — you would s t i l l 

have t o be w i t h i n l e g a l bounds o f a l o c a t i o n . You'd 

have t o have some s o r t o f c o n s i d e r a t i o n of t h e n o r t h 

l i n e . 

Q. I guess I'm t r y i n g t o g e t your o p i n i o n , 

what i s t h e b e s t l o c a t i o n , l e g a l l o c a t i o n , i f you had 

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

S e c t i o n 28 a c c o r d i n g t o your s t r u c t u r e map? 

A. I f you were l o o k i n g a t i t from a o n e - w e l l 

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

i s t o m a x i m i z e o u r p o t e n t i a l f o r t h e s e c t i o n s . And 

we've done t h a t w i t h s e v e r a l w e l l s i n t h i s a r e a , 

s e v e r a l Morrow w e l l s , i n c l u d i n g t h e w e l l i n S e c t i o n 9, 

and we have n o t changed o u r a p p r o a c h f o r t h i s l o c a t i o n 

a t a l l . 

Q. So b a s i c a l l y what y o u ' r e s a y i n g i s , i f you 

had t o p i c k t h e b e s t s t r u c t u r a l p o s i t i o n i n 28 t h a t 

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

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

A. You c o u l d move i t a l i t t l e f u r t h e r n o r t h i f 

you were l o o k i n g a t i t f r o m a o n e - w e l l s t a n d p o i n t . 

Q. And t h a t w o u l d be a b e t t e r g e o l o g i c 

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

A. For t h i s one w e l l . 

Q. So i t ' s y o u r o p i n i o n t h a t t h e r i s k s h o u l d 

be t h e same t h r o u g h o u t any p a r t o f S e c t i o n 28, and 

t h a t ' s t h e 200 p e r c e n t p l u s c o s t s ? 

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

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

l o c a t i o n i s j u s t t o o r i s k y , and you d o n ' t see any 

g e o l o g i c m e r i t t o t h a t ? 

A. I f we were f o r c e d t o do n o r t h h a l f - s o u t h 

h a l f , based upon t h i s m a p p i n g , I w o u l d n o t recommend 

i t t o my management. S t r u c t u r e i n h e r e does p l a y an 
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i m p o r t a n t r o l e . The f i e l d on t h e s o u t h and we s t on 

t h i s map i s , as you can see, on a s t r u c t u r a l f e a t u r e 

a t S a l t Lake S o u t h F i e l d , and as you g e t o f f o f t h a t 

s t r u c t u r e , you do g e t w e l l s t h a t you g e t i n t o some 

zones t h a t do n o t p r o d u c e and a r e w e t . 

Q. I t a p p e a r s t h a t some o f t h e s e w e l l s a r e 

p r e t t y good p r o d u c e r s t h a t a r e o f f s t r u c t u r e ; i s t h a t 

c o r r e c t ? 

A. Which w e l l s a r e you r e f e r r i n g t o ? 

Q. W e l l , I guess t h e -- up i n S e c t i o n 14 up i n 

t h a t Q u a i l R i d g e a r e a , t h o s e w e l l s up t h e r e , i t w o u l d 

appear t h e y ' r e somewhat o f f s t r u c t u r e ? 

A. T h a t w e l l i s on t h e edge o f a s t r u c t u r e . I 

w o u l d i n t e r p r e t i t as b e i n g on t h e edge o f a 

s t r u c t u r e , and t h e r e ' s s t r a t i g r a p h i c and s t r u c t u r a l 

components t o t h e w e l l s i n h e r e . 

Q. How a b o u t t h e w e l l i n S e c t i o n 19 o f t h a t 

same t o w n s h i p and range? 

A. Th e r e i s no p r o d u c e r i n S e c t i o n 19 o f t h a t 

t o w n s h i p and r a n g e . Which one a r e you r e f e r r i n g t o ? 

Q. L e t me g e t my b e a r i n g s h e r e . I b e l i e v e 

t h a t w o u l d be 19-33. L e t me c o n f i r m t h a t f o r y o u . 

A. T h a t w e l l i n 19 o f 19-33 i s an e x t r e m e l y 

p o o r p r o d u c e r . E i g h t m i l l i o n o u t o f t h e Morrow I 

w o u l d n o t c a l l a good Morrow p r o d u c e r . 
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Q. E i g h t ? 

A. E i g h t m i l l i o n . T h a t ' s s o m e t h i n g we 

c e r t a i n l y w o u l d n o t c a l l -- I'm s u r e you can go 

t h r o u g h h e r e and f i n d one o r two e x c e p t i o n s , b u t 

y o u ' r e g o i n g t o f i n d most o f them t h a t a r e g o i n g t o be 

e i t h e r on o r on t h e edge o f a s t r u c t u r e , and t h e w e l l 

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

component t o i t . 

Q. So I guess y o u r p o s i t i o n i s i t ' s s t r u c t u r a l 

and s t r a t i g r a p h i c ? 

A. S t r u c t u r e p l a y s a v e r y i m p o r t a n t p a r t i n 

t h i s a r e a , and I t h i n k i t ' s o b v i o u s f r o m t h e map h e r e . 

Q. What w o u l d be more s i g n i f i c a n t , t h e age o f 

s t r u c t u r e o r t h e t o p o f t h e s t r u c t u r e , i n y o u r o p i n i o n 

— I'm s o r r y , t h e edge? 

A. The edge o f t h e s t r u c t u r e v e r s u s t h e t o p o f 

t h e s t r u c t u r e ? 

Q. Um-hm. L e t me j u s t r e p h r a s e t h i s . I f you 

had y o u r d r u t h e r s , y o u ' r e s a y i n g you'd come r i g h t i n 

a t t h e v e r y t o p o f t h e s t r u c t u r e ? 

A. T h a t ' s n o t c o r r e c t . I f I was l o o k i n g a t 

t h i s one map by i t s e l f , t h a t may be what you w o u l d 

do. T h a t i s n o t t h e way we do b u s i n e s s . I can f i n d a 

s t r u c t u r e o u t h e r e t h a t has no sand i n i t , and i t ' s 

n o t g o i n g t o do me any good t o d r i l l i t . So I do n o t 
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use t h i s map by i t s e l f . 

The w e l l i n S e c t i o n 5 i s i n a n i c e 

s t r u c t u r a l p o s i t i o n , and i t had v e r y l i t t l e sand i n 

i t ; so i t d i d n ' t do any good t o be on t h e s t r u c t u r e . 

You've g o t t o use a l l t h e t o o l s y ou have a v a i l a b l e t o 

you. I n t h i s c a s e , you use y o u r i s o p a c h and y o u r 

s t r u c t u r e . 

Q. Do you f e e l l i k e t h i s i s a p r e t t y p r e c i s e 

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

A. T h i s i s as p r e c i s e as we can g e t i t w i t h 

t h e d a t a we have. 

Q. I s t h e and I b e l i e v e t h i s i s t h e c o r r e c t 

name -- t h e A n a s a z i w e l l up i n S e c t i o n 9 t o t h e n o r t h , 

S e c t i o n 28, i s t h a t o n s t r u c t u r e o r o f f s t r u c t u r e o r on 

t h e edge? 

A. I t came i n mapped on t h e edge o f a 

s t r u c t u r e . And, a g a i n , t h i s i s a p r i m e example o f how 

we work a s e c t i o n i n t h i s a r e a . We d e t e r m i n e d t h a t 

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

ma x i m i z e t h e d e v e l o p m e n t o f t h a t s e c t i o n , we were 

g o i n g t o have l a y - d o w n p r o r a t i o n u n i t s , and we're 

c u r r e n t l y i n t h e p r o c e s s o f p e r m i t t i n g 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 9, a g a i n , u n d e r t h e same 

m e t h o d o l o g y as we're d o i n g i n S e c t i o n 28, g e t a good 

t h i c k n e s s n e c e s s a r y o f sand and i n i t a good 
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s t r u c t u r a l p o s i t i o n . 

Q. But your w e l l you're p r o p o s i n g i n t h e south 

h a l f of 9 would be as f a r o f f s t r u c t u r e as t h e 

a l t e r n a t e l o c a t i o n you propose i n S e c t i o n 28; i s t h a t 

c o r r e c t ? 

A. As f a r o f f s t r u c t u r e ? 

Q. Let me see. You s a i d you proposed a w e l l 

i n S e c t i o n 9? 

A. That's c o r r e c t . 

Q. I n t h e south h a l f ? 

A. That's c o r r e c t . 

Q. Now, t h e r e were two l o c a t i o n s t h a t you t o l d 

me were approved on t h e E x h i b i t 5? 

A. I never s a i d t h e y were approved y e t . They 

were proposed l o c a t i o n s . 

Q. Would be a c c e p t a b l e as f a r as t o p o g r a p h i c 

and a r c h e o l o g i c a l ? 

A. Yes. 

Q. Now, based on your mapping, t h e l o c a t i o n 

2,180 from n o r t h l i n e , 2,180 from t h e west l i n e , my 

q u e s t i o n i s , you're s a y i n g t h a t ' s t o o f a r 

o f f s t r u c t u r e , I b e l i e v e ? 

A. No, I d i d n ' t say t h a t . I s a i d i t i s 

f a r t h e r o f f s t r u c t u r e . I f I was go i n g t o move t h e 

l o c a t i o n , i f I had two choices t o move t h e l o c a t i o n , I 
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would move i t t o get a l i t t l e b i t b e t t e r s t r u c t u r a l 

p o s i t i o n . That's j u s t a good g e o l o g i c a l d e c i s i o n t o 

make. Why move f u r t h e r d o w n s t r u c t u r e when you don't 

have to? 

Q. So i f I heard you c o r r e c t l y , your p r i m a r y 

reason from a g e o l o g i c s t a n d p o i n t f o r t h i s l o c a t i o n as 

opposed -- o r , I'm s o r r y , a west h a l f s pacing u n i t i s 

so t h a t you can get two w e l l s i n t h e n o r t h h a l f of 

S e c t i o n 28? 

A. That's c o r r e c t . 

Q. And t h i s we can t a l k t o Mr. Smith about 

t h i s , t o r e c a l l him, but under t h e o p e r a t i n g 

agreement, would you have any problem s h a r i n g your 

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

t h a t be a problem f o r t h e p a r t i c i p a n t s who p a r t i c i p a t e 

i n t h e w e l l you're proposing? 

A. We are do i n g t h a t r i g h t now. I b e l i e v e 

we're s h a r i n g t h e g e o l o g i c data r i g h t now. I t i s not 

something we n o r m a l l y do because we tak e a l o t of 

t i m e , and we have a l o t more data t h a n most people do 

t o do t h i s . And we've a l r e a d y gone above and beyond 

and shared s t r u c t u r e maps w i t h s e i s m i c data on t h e r e 

t h a t we don't n o r m a l l y do. 

We've s o r t of bent over backwards t o t r y t o 

work w i t h you, w i t h S t r a t a on t h i s ; so i t ' s n o t 
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s o m e t h i n g we n o r m a l l y do, b u t we're d o i n g i t r i g h t 

now. 

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

Mr. E x a m i n e r . 

EXAMINER STOGNER: Thank y o u Mr. C a v i n . 

Mr. K e l l a h i n , any r e d i r e c t ? 

Mr. K e l l a h i n ? 

MR. STOVALL: He a l r e a d y s a i d no, b u t I 

d o n ' t have any. 

EXAMINER STOGNER: Mr. S t o v a l l , my 

a p o l o g i e s . 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 . 

A t t h i s p a r t i c u l a r t i m e , w e ' l l t a k e a 

r e c e s s f o r l u n c h u n t i l — 

MR. STOVALL: Tom, how l o n g i s y o u r 

e n g i n e e r ? 

MR. KELLAHIN: F i v e m i n u t e s . He's g o i n g t o 

a u t h e n t i c a t e t h e AFE. I f t h a t ' s n o t a d i s p u t e , maybe 

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

EXAMINER STOGNER: L e t ' s go ahead and h e a r 

t h e e n g i n e e r ' s t e s t i m o n y a t t h i s t i m e . 

( T h e r e u p o n , 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 . ) 

MR. KELLAHIN: Mr. E x a m i n e r , w i t h t h e 

s t i p u l a t i o n o f o p p o s i n g c o u n s e l t h a t M i t c h e l l ' s 
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E x h i b i t 18 may be i n t r o d u c e d and a c c e p t e d as 

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

t h i s w e l l , I w i l l choose n o t t o p r e s e n t Mr. R i c h a r d , 

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

e x h i b i t . 

W i t h t h a t s t i p u l a t i o n t h e n we w o u l d seek 

t h e i n t r o d u c t i o n o f E x h i b i t No. 18. 

MR. STOVALL: Mr. K e l l a h i n , who can answer 

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

t o D r i l l ? 

MR. KELLAHIN: We've g o t somebody h e r e t h a t 

can. 

EXAMINER STOGNER: I t h o u g h t y o u r 

e n g i n e e r i n g w i t n e s s was g o i n g t o do t h a t a t t h i s t i m e . 

MR. KELLAHIN: No. He was g o i n g t o 

a u t h e n t i c a t e t h i s AFE. 

EXAMINER STOGNER: As f a r as a u t h e n t i c i t y 

o f t h e AFE, I have no --

MR. STOVALL: We can a d m i t E x h i b i t 18 as 

t h e p r o p o s e d A u t h o r i z a t i o n For E x p e n d i t u r e w i t h o u t 

o b j e c t i o n and c o n t e s t . 

MR. KELLAHIN: Our APD w i t h t h e BLM i s on 

f i l e and has n o t y e t been a p p r o v e d . I t h i n k t h a t ' s a 

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

EXAMINER STOGNER: I ' d l i k e t o h e a r f r o m 
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y o u r w i t n e s s , i f you've g o t one. 

MR. STOVALL: Has he been sworn? 

MR. KELLAHIN: We may have t o t a k e a b r e a k 

and p u t him on a f t e r l u n c h and g e t o u r a c t t o g e t h e r on 

APD because I w a s n ' t p r e p a r e d t o p r e s e n t t h e s t a t u s o f 

a p p r o v a l o f t h e APD. 

MR. STOVALL: Mr. K e l l a h i n , so you can 

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

we're e x p r e s s i n g w i t h t h i s i s w i t h r e s p e c t t o t h e 

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

w h e t h e r you've g o t t h e c l e a r a n c e s n e c e s s a r y o r w h e t h e r 

i t ' s s t i l l i n a r e v i e w o r i t ' s s i m p l y an 

a d m i n i s t r a t i v e p r o c e s s t o g e t t h e a p p r o v a l done. 

MR. KELLAHIN: I need t o d o u b l e - c h e c k and 

make s u r e we g i v e you t h e r i g h t answer. 

MR. STOVALL: W i t h t h o s e c o n s i d e r a t i o n s , 

t h a t ' s what you need t o t a l k t o y o u r --

EXAMINER STOGNER: So w i t h t h a t , w e ' l l t a k e 

a b r e a k f o r l u n c h and r e c o n v e n e as 1:45 

( T h e r e u p o n , t h e l u n c h r e c e s s was t a k e n . ) 

EXAMINER STOGNER: The h e a r i n g w i l l come t o 

o r d e r . Mr. K e l l a h i n ? 

MR. KELLAHIN: Thank y o u , Mr. Ex a m i n e r . 

MR. STOVALL: Has t h i s w i t n e s s been s w o r n , 

Mr. K e l l a h i n ? 
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MR. KELLAHIN: No, s i r , he has n o t . I ' d 

l i k e t o c a l l Mr. Mark S t e p h e n s o n a t t h i s t i m e . 

MARK STEPHENSON, 

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

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

EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. S t e p h e n s o n , 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 Mark S t e p h e n s o n . T h a t ' s s p e l l e d 

w i t h a p-h i n s t e a d o f a v. I'm employed by M i t c h e l l 

Energy C o r p o r a t i o n as t h e manager o f t h e p r o d u c t i o n 

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

Q. Do you have a t e c h n i c a l d e g r e e i n any 

p r o f e s s i o n a l a r e a , Mr. Stephenson? 

A. No, s i r , I d o n ' t . I have a b u s i n e s s d e g r e e 

f r o m Sam H o u s t o n S t a t e U n i v e r s i t y i n H u n t s v i l l e , 

Texas. I g r a d u a t e d i n December o f 1979, and I ' v e been 

employed by M i t c h e l l Energy C o r p o r a t i o n s i n c e J a n u a r y 

o f 1980, v a r i o u s c a p a c i t i e s i n t h e f i e l d o f r e g u l a t o r y 

a f f a i r s . I ' v e been i n my c u r r e n t c a p a c i t y as manager 

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

J a n u a r y o f 1988. 

Q. As p a r t o f y o u r d u t i e s and among y o u r 

e x p e r i e n c e s , have you p a r t i c i p a t e d on b e h a l f o f y o u r 
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company w i t h r e g a r d s t o d r i l l i n g , p e r m i t t i n g , and 

e x a m i n i n g r u l e s and r e g u l a t i o n s f o r o i l and gas w e l l s 

t o be d r i l l e d i n what i s c a l l e d t h e D i v i s i o n O r d e r 

R - l l l - P a rea? 

A. Yes, s i r , I have. 

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

t h e I n t e r i o r ' s F e d e r a l P o t a s h E n c l a v e and t h e r u l e s 

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

A. U n f o r t u n a t e l y , y e s , I'm v e r y f a m i l i a r w i t h 

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

Q. W i t h r e g a r d s t o y o u r company's e f f o r t s t o 

o b t a i n an a p p r o v e d APD f r o m t h e Bure a u o f Land 

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

you been i n v o l v e d i n t h a t p r o c e s s ? 

A. Yes, I have. 

MR. KELLAHIN: We t e n d e r Mr. S t e p h e n s o n as 

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

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

EXAMINER STOGNER: Any o b j e c t i o n s ? 

MR. CAVIN: No, s i r . 

EXAMINER STOGNER: So q u a l i f i e d . 

Q. (BY MR. KELLAHIN) Mr. S t e p h e n s o n , l e t me 

ask y o u , s i r , t o i d e n t i f y f o r t h e r e c o r d what has been 

marked as M i t c h e l l E x h i b i t No. 20. 

A. E x h i b i t No. 20 i s a copy o f t h e 
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A p p l i c a t i o n f o r P e r m i t t o D r i l l f o r t h e s u b j e c t w e l l . 

I t was f i l e d by M i t c h e l l w i t h t h e Bure a u o f Land 

Management's C a r l s b a d o f f i c e on November 20, 1992. 

Q. T h i s APD was f i l e d o v e r t h e s i g n a t u r e o f 

George M u l l e n . Who i s George M u l l e n ? 

A. George M u l l e n i s an employee o f my 

d e p a r t m e n t . He i s t h e one who f i l e s most o f t h e APD's 

i n t h e s o u t h e a s t New M e x i c o a r e a . O c c a s i o n a l l y I f i l e 

a few o f t h o s e . I n t h i s p a r t i c u l a r c a s e , Mr. M u l l e n 

i s t h e one t h a t f i l e d t h i s APD. 

Q. T h i s r e q u e s t was f i l e d u n d e r l e t t e r d a t e d 

November 20 o f 1992, and y o u ' r e s e e k i n g a p p r o v a l o f 

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

t h e u n o r t h o d o x w e l l l o c a t i o n we've d e s c r i b e d ? 

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

Q. As t o t h a t l o c a t i o n , what a r e t h e 

a p p l i c a b l e r u l e s as you know them c o n c e r n i n g d r i l l i n g 

i n t h e p o t a s h a r e a o r w i t h i n R - l l l - P ? Where i s t h i s 

a c r e a g e ? 

A. T h i s p a r t i c u l a r a c r e a g e i s l o c a t e d on 

f e d e r a l a c r e a g e . T h e r e ' s no s t a t e a c r e a g e i n v o l v e d i n 

S e c t i o n 28. And, as su c h , we're r e a l l y o p e r a t i n g 

u n d e r t h e '86 s e c r e t a r i a l o r d e r r a t h e r t h a n R - l l l - P . 

Q. Where a r e we i n r e l a t i o n t o R - l l l - P 

a c r e a g e ? A r e we w i t h i n o r w i t h o u t t h a t b o u n d a r y ? 
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A. We're a c t u a l l y w i t h i n t h e b o u n d a r y o f t h e 

d e s i g n a t e d R - l l l - P a r e a . 

Q. B u t you a r e more t h a n a m i l e away f r o m an 

LMR? 

A. I'm n o t c e r t a i n t h a t we're more t h a n a m i l e 

f r o m an LMR. 

Q. W i t h r e g a r d s t o t h e n o t i c e r e q u i r e m e n t s 

u n d e r R - l l l - P , what i s t h e r e q u i r e m e n t t h a t a p p l i e s t o 

t h i s t r a c t and wh a t , i f a n y t h i n g , have you done? 

A. What we do and o u r p r o c e d u r e b a s i c a l l y on 

p e r m i t t i n g w e l l s w i t h t h e BLM, w e l l s t h a t a r e s u b j e c t 

t o t h e 1986 s e c r e t a r i a l o r d e r , t h e BLM has l e s s f o r m a l 

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

p o t a s h a r e a , t h a t a r e a d e s i g n a t e d u n d e r t h e '86 

s e c r e t a r i a l o r d e r . They d o n ' t have s t r i c t g u i d e l i n e s 

as f a r as n o t i c e r e q u i r e m e n t s a r e c o n c e r n e d , as you 

have, f o r example, i n R - l l l - P . 

Our n o r m a l c o u r s e o f a c t i o n f o r any w e l l 

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

i s t o c o n t a c t t h e BLM p r i o r t o t h e t i m e we f i l e t h e 

A p p l i c a t i o n f o r P e r m i t t o D r i l l . We c o n s u l t w i t h t h e 

mine e n g i n e e r s i n t h e BLM's C a r l s b a d o f f i c e . 

Q. Was t h a t done i n t h i s case? 

A. Yes, s i r , i t was. I d i d t h a t m y s e l f i n an 

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

due t o p o t a s h r e s t r i c t i o n s . We do t h a t i n an e f f o r t 

t o save o u r s e l v e s and BLM some t i m e and t r o u b l e , i f 

p o s s i b l e . T h e r e ' s some cases where i t ' s v e r y c l e a r l y 

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

upon an LMR o r a c e r t a i n p a r t o f t h e e n c l a v e . T h e r e ' s 

o t h e r a r e a s where I t h i n k t h e y can l o o k a t t h e 

i n f o r m a t i o n t h e y have i n t h a t o f f i c e and g i v e you a 

f a i r l y good e d u c a t e d guess as t o w h e t h e r o r n o t t h e y 

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

a t t h a t l o c a t i o n . T h a t ' s p a r t o f what we do. 

The o t h e r p a r t o f what we do i s we 

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

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

and we g i v e n o t i c e t o t h o s e p a r t i e s . 

Q. Was t h a t done i n t h i s case? 

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

Q. L e t me d i r e c t y o u r a t t e n t i o n t o E x h i b i t 21 

and have you i d e n t i f y and d e s c r i b e t h a t e x h i b i t . 

A. E x h i b i t No. 21 i s a l e t t e r d a t e d November 

17, 1992. I t ' s a d d r e s s e d t o Mr. Randy F o o t e w i t h 

M i s s i s s i p p i C h e m i c a l C o r p o r a t i o n i n C a r l s b a d , New 

M e x i c o . I t ' s a l e t t e r g i v i n g n o t i c e t o Mr. F o o t e and 

M i s s i s s i p p i C h e m i c a l C o r p o r a t i o n t h a t M i t c h e l l 

i n t e n d e d t o f i l e a P e r m i t t o D r i l l w i t h t h e BLM a t 
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t h i s l o c a t i o n . 

Q. What, i f any, response have you r e c e i v e d 

from M i s s i s s i p p i Chemical C o r p o r a t i o n c o n c e r n i n g t h i s 

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

A. We have f i l e d no response. We have 

r e c e i v e d no response a t a l l , a f f i r m a t i v e or n e g a t i v e , 

no i n d i c a t i o n o f p r o t e s t from M i s s i s s i p p i Chemical. 

We do p e r i o d i c a l l y check on t h e s t a t u s o f 

these APD's. As you can see, t h i s p a r t i c u l a r 

a p p l i c a t i o n has been pending f o r over two months now, 

and we d i d communicate w i t h t h e Carlsbad o f f i c e o f t h e 

BLM l a s t week, and we're a d v i s e d t h a t t h e a p p l i c a t i o n 

was s t i l l p ending, but we are i n f o r m e d t h a t i t had 

been re v i e w e d w i t h r e s p e c t t o potash r e s t r i c t i o n s , and 

t h e r e d i d n ' t appear t o be a problem t h e r e . Of course, 

t h a t won't be determined d e f i n i t i v e l y u n t i l t h e p e r m i t 

i s a c t u a l l y i s s u e d , b u t t h a t ' s what we were t o l d l a s t 

week. 

Q. I n terms of o b t a i n i n g an approvable APD, 

are you aware of any o t h e r r e g u l a t i o n s , r e s t r i c t i o n s , 

or l i m i t a t i o n s on t h e a p p r o v a l of t h e APD? 

A. No, s i r , I'm n o t . 

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

s u r f a c e use i n terms of i t s l o c a t i o n w i t h r e g a r d s t o 

a r c h e o l o g i c a l s i t e s or s u r f a c e l i m i t a t i o n s such as t h e 
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dunes involved i n t h i s case? 

A. I b e l i e v e we have. As has been previously-

t e s t i f i e d , t h i s s i t e has been reviewed by an 

a r c h e o l o g i s t with the BLM or one tha t was r e t a i n e d to 

conduct an a r c h e o l o g i c a l survey on behalf of the BLM. 

And as a r e s u l t of that a r c h e o l o g i c a l survey, we had 

to move the l o c a t i o n . But my understanding i s tha t 

the proposed l o c a t i o n i s acceptable with the BLM. 

Q. Based upon your cu r r e n t information on t h i s 

p a r t i c u l a r proposal and your experience i n general 

with t h i s type of permitting, what i s your conclusion 

about the a p p r o v a b i l i t y of t h i s l o c a t i o n as we've 

requested i t from the examiner? 

A. Af t e r s e v e r a l checks with the BLM, again, 

we have no i n d i c a t i o n t h a t t h e r e ' s any problem i n 

permitting t h i s w e l l . My expectation would be that 

t h i s permit w i l l be approved. 

MR. KELLAHIN: That concludes my 

examination of Mr. Stephenson. Move the in t r o d u c t i o n 

of M i t c h e l l ' s E x h i b i t s 20 and 21. 

EXAMINER STOGNER: Thank you, Mr. 

K e l l a h i n . Do you have any questions? 

MR. CAVIN: Yes, s i r . 

EXAMINATION 

BY MR. CAVIN: 
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Q. Mr. Stephenson, can you t e l l me where the 

-- I'm looking at E x h i b i t 20, and i t ' s the map with 

the one-mile r a d i u s , I guess. Can you t e l l me where 

the LMR i s j u s t for --

A. Well, I don't know how f a m i l i a r you are 

with BLM r e g u l a t i o n s or the OCD r e g u l a t i o n s on potash 

and s p e c i f i c a l l y with respect to LMR's, but LMR's are 

considered c o n f i d e n t i a l by the potash companies and 

the r e g u l a t o r y agencies, and t h a t ' s p r o p r i e t a r y 

information. We don't have th a t information. 

What we have to do i s r e l y on the agencies 

to t e l l us whether or not we're w i t h i n a c e r t a i n 

d i s t a n c e from the LMR. 

Q. Okay. When do you expect to r e c e i v e 

approval based on your experience? 

A. Based on our communication with the BLM 

l a s t week, I would think i t would be i n the next 

couple of weeks. 

Q. Can you t e l l me, Mr. Stephenson, where the 

proposed l o c a t i o n i s with r e s p e c t to e i t h e r proven or 

probable potash r e s e r v e s ? 

A. I don't have a copy of the BLM's 1984 

potash map i n f r o n t of me. I think the examiner may 

have one. I'd be happy to look at h i s map and t r y to 

help you with that question. 
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MR. STOVALL: B e f o r e we even b r i n g t h a t 

i n t o t h e t h i n g , w h a t ' s t h e r e l e v a n c e o f t h a t t o t h e 

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

MR. CAVIN: W e l l , I guess i f I knew a 

l i t t l e more a b o u t t h e p o t a s h , i t m i g h t move o u r 

l o c a t i o n one way o r a n o t h e r . I j u s t d o n ' t know. 

MR. STOVALL: I f t h e l o c a t i o n g e t s 

a p p r o v e d , i t g e t s a p p r o v e d by t h e BLM, and we d o n ' t 

have any i n p u t i n t o t h a t w h a t s o e v e r because i t ' s a l l 

f e d e r a l l a n d . I f i t were s t a t e o r f e e l a n d s , t h e n we 

wo u l d have an a p p r o v a l p r o c e s s , t h e OCD. 

MR. CAVIN: J u s t as t o t h e c a s i n g t h e n i s 

a l l t h e OCD has i n v o l v e m e n t i n o r n o t even t h a t ? 

MR. STOVALL: W e l l , even t h e c a s i n g . T h i s 

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

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

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

OCD a r e g e n e r a l l y c o n s i s t e n t on t h o s e r e q u i r e m e n t s , 

t h e y a r e a d m i n i s t e r e d i n t h i s c ase by t h e BLM. 

MR. CAVIN: So i t ' s n o t a m a t t e r t o be 

d e c i d e d by t h e OCD? 

MR. STOVALL: C o r r e c t . 

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

EXAMINATION 

BY MR. STOGNER: 
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Q. Mr. Stephenson, r e a l l y what I asked you up 

here today f o r was e s s e n t i a l l y , i n l o o k i n g a t E x h i b i t 

No. 5, 1,980, 1,980 i s marked on t h i s e x h i b i t ? 

A. Yes, s i r . 

Q. What I wanted t o f i n d out was, d i d the BLM 

come out and r e q u e s t you move t h i s l o c a t i o n ? You had 

two l o c a t i o n s t o choose from. I was j u s t t r y i n g t o 

f i n d what t h e s t a t u s was as opposed to t h e s u r f a c e 

l o c a t i o n and what k i n d of BLM r e q u i r e m e n t s were made 

and what were the s t e p s as f a r as t h e o n - s i t e r e v i e w 

and how much d i d M i t c h e l l Energy r e a l l y have a say i n 

moving t h i s l o c a t i o n ? 

A. Okay. I ' d be happy to go through t h a t w i t h 

you, Mr. Examiner. 

Q. J u s t keep i t b r i e f but do co v e r i t . 

A. A l l r i g h t . W e l l , anytime we d r i l l a w e l l 

on f e d e r a l a c r e a g e , we're r e q u i r e d t o have an 

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

a r c h e o l o g i s t t o do t h a t h e r e . As a r e s u l t of t h i s 

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

l o c a t i o n was not a c c e p t a b l e due to t o p o g r a p h i c and 

a r c h e o l o g i c a l r e a s o n s . 

When they do f i n d a l o c a t i o n u n a c c e p t a b l e , 

we do t r y t o g i v e them a l t e r n a t e l o c a t i o n s to look a t 

or a t l e a s t an a r e a t h a t would be a c c e p t a b l e . I n t h i s 
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p a r t i c u l a r c a s e , t h e a r c h e o l o g i s t came up w i t h two 

a l t e r n a t e l o c a t i o n s . We l o o k e d a t , I g u e s s , t h e 

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

n o r t h e r n a l t e r n a t i v e h e r e , was t h e b e s t o p t i o n i n t h i s 

p a r t i c u l a r c a s e . 

Q. Now, t h i s o p t i o n t h a t was, has i t had an 

o n - s i t e r e v i e w by t h e BLM p e r s o n n e l a t t h i s p o i n t ? 

A. By t h e a r c h e o l o g i s t ? 

Q. Anybody e l s e i n t h e BLM's b u r e a u c r a c y t h a t 

r e q u i r e d o n - s i t e . I know i t changes i n d i f f e r e n t 

a r e a s . 

A. I d o n ' t know t h e answer t o t h a t , Mr. 

S t o g n e r . I do know t h e a r c h e o l o g i s t has a p p r o v e d i t . 

They do have t o do an e n v i r o n m e n t a l a s s e s s m e n t , and 

I'm n o t s u r e w h e t h e r t h a t has been c o m p l e t e d a t t h i s 

p a r t i c u l a r l o c a t i o n . A g a i n , o u r l a s t c o m m u n i c a t i o n 

w i t h t h e BLM i n d i c a t e d t h a t t h e r e a p p e a r e d t o be no 

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

EXAMINATION 

BY MR. STOVALL: 

Q. T h e r e a r e more t h a n j u s t a r c h e o l o g i c a l 

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

A. T h a t ' s r i g h t . And d u r i n g a p e r m i t t i n g 

p r o c e s s , we d o n ' t t r y t o communicate w i t h each 

i n d i v i d u a l t h a t ' s i n v o l v e d i n t h e p e r m i t t i n g p r o c e s s 
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a t t h e BLM. T h a t w o u l d j u s t be i m p o s s i b l e t o t r a c k 

t h a t . 

What we do t r y t o do i s f i n d o u t what s t a g e 

o f t h e p e r m i t t i n g p r o c e s s i t ' s i n and when we can 

a n t i c i p a t e a p p r o v a l , o r i f t h e r e ' s any c o m p l i c a t i o n s , 

we c e r t a i n l y want t o know a b o u t t h a t , b u t we d o n ' t t r y 

t o m o n i t o r t h e s e t h i n g s w i t h e v e r y p e r s o n a t t h e BLM 

t h a t t o u c h e s t h e p a p e r . 

Q. I n y o u r e x p e r i e n c e w i t h t h e BLM and based 

on where you a r e a t t h i s s t a g e o f t h e p r o c e s s , do you 

b e l i e v e you w o u l d have h e a r d f r o m them i f t h e s u r f a c e 

l o c a t i o n were u n a c c e p t a b l e f o r any r e a s o n ? 

A. Yes, s i r . I can c e r t a i n l y say t h a t i n t h e 

p a s t , a n y t i m e t h a t t h e y d e t e r m i n e t h e r e ' s a p r o b l e m 

w i t h t h e p e r m i t , t h e y ' r e v e r y e x p e d i t i o u s i n a d v i s i n g 

you o f s u c h . 

Q. B o t h l o c a t i o n s a r e u n o r t h o d o x ; i s t h a t 

c o r r e c t ? 

A. B o t h l o c a t i o n s ? 

Q. B o t h o f t h e a l t e r n a t e l o c a t i o n s , t h e 

s o u t h e r n one and t h e n o r t h e r n one? I f I'm r e a d i n g 

y o u r measurements r i g h t , i t ' s a s t a n d a r d s i z e s e c t i o n , 

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

u n i t a t 2,180? 

A. T h a t ' s c o r r e c t . 
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EXAMINER STOGNER: T h a t ' s a l l I have f o r 

t h i s w i t n e s s . Any o t h e r q u e s t i o n s f o r Mr. Stephenson? 

MR. KELLAHIN: No, s i r . 

EXAMINER STOGNER: Can he be excused? 

MR. CAVIN: May I ask one q u e s t i o n , p l e a s e , 

Mr. Examiner? 

FURTHER EXAMINATION 

BY MR. CAVIN: 

Q. We h e a r d e a r l i e r a b o u t t h e pad s i z e . I t ' s 

400 by 400. I s t h a t a r e q u i r e m e n t o f t h e BLM, o r i s 

t h a t a M i t c h e l l p r a c t i c e ? 

A. I t h i n k t h a t ' s s o m e t h i n g t h a t ' s p r o b a b l y 

j o i n t l y d e t e r m i n e d by b o t h p a r t i e s . I can t e l l you 

t h a t 400 by 400 i s o u r s t a n d a r d pad s i z e f o r a Morrow 

w e l l l o c a t i o n . 

MR. CAVIN: Okay. 

EXAMINER STOGNER: Any o t h e r q u e s t i o n s ? 

MR. CAVIN: No f u r t h e r q u e s t i o n s , s i r . 

EXAMINER STOGNER: Mr. S t e p h e n s o n may be 

exc u s e d . Mr. K e l l a h i n , do you have a n y t h i n g f u r t h e r ? 

MR. KELLAHIN: No, s i r , we have n o t h i n g 

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

EXAMINER STOGNER: Okay, Mr. C a v i n . 

MR. CAVIN: Mr. Ex a m i n e r , o u r f i r s t w i t n e s s 

i s Mark Murphy, p r e s i d e n t o f S t r a t a P r o d u c t i o n 
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Company. 

MARK MURPHY, 

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

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

EXAMINATION 

BY MR. CAVIN: 

Q. Mr. Murphy, can you p l e a s e t e l l t h e 

ex a m i n e r y o u r b a c k g r o u n d i n t h e o i l and gas b u s i n e s s ? 

A. Yes. My name i s Mark B e r t r a m Murphy. I'm 

p r e s i d e n t o f S t r a t a P r o d u c t i o n Company. I ' v e been 

i n v o l v e d i n t h e o i l and gas b u s i n e s s s i n c e I was 15 

y e a r s o l d when I s t a r t e d as a r o u s t a b o u t i n 

s o u t h e a s t e r n New Mex i c o and west Texas. My f a m i l y has 

been a c t i v e l y i n v o l v e d i n o i l and gas v e n t u r e s i n 

s o u t h e a s t e r n New Me x i c o and west Texas s i n c e 1957. 

I ' v e w o r k e d as a landman f o r E a g l e O i l and 

Gas o u t o f D a l l a s , Texas, a D a l l a s i n d e p e n d e n t , and 

Robb H a r t O i l and Gas o u t o f L o c k h a r t , Texas. I n 

1983, I j o i n e d my f a t h e r and s i s t e r i n a New M e x i c o 

o i l and gas company by t h e name o f Murphy O p e r a t i n g 

C o r p o r a t i o n . We o p e r a t e d a t o u r peak a p p r o x i m a t e l y 

400 w e l l s , p r i m a r i l y i n s o u t h e a s t e r n New Mex i c o and 

wes t Texas. We a p p e a r e d numerous t i m e s a t t h e O i l 

C o n s e r v a t i o n Commission, s e e k i n g u n i t i z a t i o n a p p r o v a l 

on w a t e r f l o o d s , p r i m a r i l y , San A n d r e s w a t e r f l o o d s 

P.O. BOX 9262 
SANTA FE, NEW MEXICO 87504-9262 

(505) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1 

22 

2 3 

24 

25 

118 

l o c a t e d i n R o o s e v e l t and Chaves C o u n t i e s . 

I c u r r e n t l y s e r v e as p r e s i d e n t and have 

s i n c e l a t e 1 9 9 1 , as p r e s i d e n t o f S t r a t a P r o d u c t i o n 

Company. We o p e r a t e a p p r o x i m a t e l y 70 w e l l s . We 

p r o d u c e a l i t t l e o v e r 2,000 b a r r e l s a day. 

I s e r v e as an i n d u s t r y a d v i s e r t o t h e 

P e t r o l e u m R e c o v e r y R e s e a r c h C e n t e r a t New M e x i c o Tech 

i n S o c o r r o . I ' v e t e s t i f i e d i n f r o n t o f numerous 

l e g i s l a t i v e h e a r i n g s on i s s u e s f r o m t h e enhanced o i l 

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

ago t o s t a t e l a n d p o l i c y t o f e d e r a l l a n d p o l i c y . I'm 

c u r r e n t l y a p a s t b o a r d member and t r e a s u r e r o f t h e New 

Mexico O i l and Gas A s s o c i a t i o n . I'm c u r r e n t l y t h e 

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

P e t r o l e u m A s s o c i a t i o n o f New M e x i c o . 

I ' v e s e r v e d as a t h r e e - y e a r t e r m w i t h t h e 

N a t i o n a l P u b l i c Lands A d v i s o r y C o u n c i l , w h i c h a d v i s e s 

t h e Bureau o f Land Management and t h e D e p a r t m e n t o f 

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

S e c r e t a r y L u j a n and D i r e c t o r Sy J a m i s o n on f e d e r a l 

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

c o u n c i l . L a s t y e a r I s e r v e d as c h a i r m a n f o r t h a t 

c o u n c i l . I ' v e been r e a p p o i n t e d f o r a t h r e e - y e a r 

t e r m . 

I c o u l d go on, b u t I hope t h a t w i l l do i t . 
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MR. CAVIN: Mr. Examiner, I ' d l i k e t o 

t e n d e r Mr. Murphy as an e x p e r t q u a l i f i e d to t e s t i f y on 

lan d m a t t e r s and a l s o as an o i l and gas o p e r a t o r . 

EXAMINER STOGNER: Are t h e r e any 

obj e c t i o n s ? 

MR. KELLAHIN: I s Mr. Murphy going to be 

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

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

MR. CAVIN: No. 

MR. KELLAHIN: No o b j e c t i o n . 

EXAMINER STOGNER: Mr. Murphy i s so 

q u a l i f i e d . 

THE WITNESS: Thank you. 

Q. (BY MR. CAVIN) Mr. Murphy, I would r e f e r 

you t o what i s marked as S t r a t a E x h i b i t A and ask i f 

you c o u l d d e s c r i b e t h a t f o r the examiner? 

A. Yes. E x h i b i t A i s a r e p r o d u c t i o n of a 

Midland Map Company, 1 i n c h I b e l i e v e to 4,000 s c a l e , 

f o r a p o r t i o n of Lea County and s p e c i f i c a l l y shows 

Township 20 South, Range 33 E a s t . Somewhat c e n t e r e d 

on t h a t map i s S e c t i o n 28. 

I t i s c o l o r - c o d e d . The p i n k a c r e a g e i s 

ac r e a g e t h a t M i t c h e l l a p p a r e n t l y has an i n t e r e s t i n . 

There a r e t h r e e l e a s e s i n v o l v e d i n t h a t . The one 

marked No. 1 e x p i r e s A p r i l 1, 1994, and I b e l i e v e i t ' s 
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Lease No. 57280. No. 2 e x p i r e s 9-1-95, I b e l i e v e ; 

i t ' s l e a s e No. 62228. And No. 3 e x p i r e s 10-1-93, and 

i t ' s l e a s e No. 77074. 

The l e a s e shown i n b l u e , w h i c h i s t h e 

s o u t h w e s t q u a r t e r o f 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 

28, e x p i r e d on o r a b o u t J u l y 1 o f 1992. The M i d l a n d 

map i n d i c a t e s t h a t t h e s o u t h e a s t o f t h e s o u t h e a s t i s 

owned by one B u l l d o g Energy. I t ' s shown i n y e l l o w . 

I t e x p i r e s 4-1-96. And S t r a t a ' s l e a s e No. 82927 i s 

shown i n g r e e n , and i t e x p i r e s November 1, 1994. 

D u r i n g o u r i n i t i a l c o n v e r s a t i o n s , my 

i n i t i a l c o n v e r s a t i o n s w i t h Mr. S m i t h o f M i t c h e l l , I 

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

p r o r a t i o n u n i t . T h a t , based on my u n d e r s t a n d i n g o f 

t h e a r r a n g e m e n t between M i t c h e l l and Santa Fe and 

M a r a l o , had t h a t been done, w o u l d r e s u l t i n M i t c h e l l 

o w n i n g 50 p e r c e n t , Santa Fe o w n i n g 25 p e r c e n t , and 

M a r a l o o w n i n g 25 p e r c e n t . 

A t one p o i n t i t was p o i n t e d o u t t o me t h a t 

t h a t l e a s e had e x p i r e d on J u l y 1 o f 1992, some seven 

months ago, ample t i m e , i n my o p i n i o n , t o n o m i n a t e and 

p u r c h a s e t h a t l e a s e . Once a g a i n , I b e l i e v e i t was 

t e s t i f i e d t h i s m o r n i n g t h a t a r e q u e s t was made 

sometime i n September, some two months a f t e r t h e l e a s e 

had e x p i r e d . 
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Had a s o u t h h a l f p r o r a t i o n u n i t been 

f o r m e d , t h e n M i t c h e l l w o u l d own a p p r o x i m a t e l y 25 

p e r c e n t , Santa Fe and M a r a l o w o u l d own a p p r o x i m a t e l y 

12-1/2 p e r c e n t a p i e c e , S t r a t a w o u l d own 37-1/2 

p e r c e n t , B u l l d o g w o u l d own 12-1/2 p e r c e n t . 

Q. When were you f i r s t c o n t a c t e d by M i t c h e l l , 

Mr. Murphy, i n c o n n e c t i o n w i t h t h e i r p r o p o s e d w e l l ? 

A. I f I c o u l d , I w o u l d l i k e t o r e f e r t o o u r 

E x h i b i t No. 2, w h i c h i s S t r a t a P r o d u c t i o n Company's 

l e t t e r d a t e d J a n u a r y 12, 1993. I t has a l s o been 

e n t e r e d t h i s m o r n i n g as M i t c h e l l ' s E x h i b i t No. 16. 

Q. Okay. 

A. I n t h i s l e t t e r b e g i n n i n g on page 2, I 

summarized t h e t e l e p h o n e c o n v e r s a t i o n s and r e l e v a n t 

c o r r e s p o n d e n c e — 

Q. Can I ask y o u , b e f o r e you b e g i n , do you 

keep a t e l e p h o n e l o g , Mr. Murphy? 

A. Yes, I do. 

Q. Thank y o u . 

A. On O c t o b e r 26, Mr. M i t c h e l l -- excuse me --

Mr. S m i t h w i t h M i t c h e l l c o n t a c t e d me and s a i d t h a t 

t h e y were c o n s i d e r i n g -- " t h e y " b e i n g M i t c h e l l — were 

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

n o r t h w e s t q u a r t e r o f S e c t i o n 28, and t h a t t h e y w o u l d 

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

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

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

I a d v i s e d them a t t h a t t i m e t h a t we w o u l d 

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

i t . We w o u l d a l s o c o n s i d e r o r f a r m i n g o u t . I 

i n f o r m e d Mr. S m i t h a t t h a t t i m e t h a t we had o t h e r 

p a r t n e r s ; t h a t u n t i l a d e a l , s p e c i f i c d e a l was 

n e g o t i a t e d t h a t we c o u l d recommend, t h a t I c o u l d n ' t 

r e p r e s e n t t h o s e p a r t n e r s ; t h a t , h owever, h i s t o r i c a l l y , 

n o r m a l l y when we r e a c h e d an agreement t h a t we c o u l d 

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

go a l o n g w i t h t h a t d e a l , b u t I c o u l d n o t g u a r a n t e e 

t h a t . 

S i n c e we're on t h i s s u b j e c t , I w o u l d e l s e 

b r i n g t o y o u r a t t e n t i o n M i t c h e l l ' s E x h i b i t No. 1 1 , 

w h i c h i s S t r a t a c o r r e s p o n d e n c e d a t e d December 9, 

1992. The l a s t s e n t e n c e i n t h e b o t t o m o f page 1 --

and I d o n ' t have i t i n f r o n t o f me — b u t i t goes on 

t o say t h a t any t e r m s w o u l d have t o be a p p r o v e d by 

S t r a t a ' s p a r t n e r s , and I b e l i e v e t h e wo r d " p a r t n e r s " 

i s on t h e t o p o f page 2 o f t h a t l e t t e r . 

Q. L e t me j u s t ask y o u , i n t h e p r o c e s s --

A. Sure . 

Q. -- d i d y o u e v e r say a n y t h i n g i n c o n n e c t i o n 
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w i t h t h e s e c o n v e r s a t i o n s t h a t w o u l d i n d i c a t e t h a t you 

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

p a r t n e r s ? 

A. A b s o l u t e l y n o t . As a m a t t e r o f f a c t , I 

i n f o r m e d Mr. S m i t h t o t h e c o n t r a r y . Each o f t h e s e 

p a r t n e r s had t h e i r own i n t e r e s t i n h e r e . T h a t t h e r e 

were numerous p a r t n e r s ; I b e l i e v e I s a i d 10 o r 15. I 

t h i n k t h e a c t u a l number amy be c l o s e r t o 16. But t h a t 

t h e p r o c e s s we n o r m a l l y go t h r o u g h i n t h i s case i s 

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

I f we f e l t l i k e t h a t we c o u l d recommend t h e d e a l t o 

our p a r t n e r s , I ' d be happy t o t r y t o f a c i l i t a t e t h e 

d e a l by w o r k i n g w i t h my p a r t n e r s d i r e c t l y . 

Q. Why d o n ' t you c o n t i n u e and t e l l me what 

happened n e x t ? 

A. We had a s e r i e s o f t e l e p h o n e c o n v e r s a t i o n s , 

and t h e y ' r e summarized u n d e r Nos. 2 and 3 o f S t r a t a ' s 

E x h i b i t 2, M i t c h e l l ' s E x h i b i t 16, where we went back 

and f o r t h on v a r i o u s t e r m s . 

A t one p o i n t on December 16, as a r e s u l t o f 

S t r a t a ' s c o r r e s p o n d e n c e d a t e d December 9, w h i c h i s 

M i t c h e l l ' s E x h i b i t 1 1 , Mr. S m i t h c a l l e d me and s a i d 

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

p r o p o s a l ; however, i t was s u b j e c t t o c e r t a i n 

c o n d i t i o n s . And t h e c o n d i t i o n t h a t he m e n t i o n e d was 
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t h a t we would be r e q u i r e d to c o n v e r t a l l of our 

o v e r r i d e to working i n t e r e s t . 

I reminded him t h a t we had numerous 

p a r t n e r s , and t h a t each p a r t n e r may want to do 

something d i f f e r e n t . Some may e l e c t t o c o n v e r t a t 

payout; some may not, and t h a t t h a t would be ex t r e m e l y 

d i f f i c u l t to do. I reminded him of t h e s e p a r t n e r s 

a l s o i n the c o n t e x t of a d m i n i s t r a t i v e burdens t h a t i t 

would t a k e and su g g e s t e d t h a t t h e y r e c o n s i d e r a 

p u r c h a s e of t h e l e a s e . 

Q. Did Mr. Smith ever ask f o r a l i s t of t h e s e 

p a r t n e r s ? 

A. No, he d i d not. 

Q. Did you e v e r do a n y t h i n g t o i n d i c a t e t o Mr. 

Smith you would p r o v i d e t h a t l i s t ? 

A. W e l l , yeah, he d i d not up to t h i s p o i n t . 

We had a subsequent c o n v e r s a t i o n on J a n u a r y 13. And 

a t t h a t p o i n t , i n r e s p o n s e to a l e t t e r where I 

sugg e s t e d t h a t he c o n t a c t the p a r t n e r s d i r e c t l y , I 

asked i f he was going t o do t h a t . He s a i d no, t h a t he 

had no i n t e n t i o n of doing t h a t ; t h a t t h e y f e l t l i k e 

t h e y had met the n o t i c e r e q u i r e m e n t s . I t o l d him t h a t 

he was aware of t h e s e p a r t n e r s a l l a l o n g . He s a i d 

t h a t he had never been p r o v i d e d a l i s t of t h o s e 

p a r t n e r s . 
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So I wrote a l e t t e r dated J a n u a r y 13, I 

b e l i e v e , but I don't have the M i t c h e l l e x h i b i t number, 

but i t was e n t e r e d i n t o the r e c o r d t h i s morning, which 

l i s t e d t he p a r t i e s , t h e i r a d d r e s s e s , and t h e i r 

i n t e r e s t s . 

Q. S o r r y to d i v e r t you. Go ahead --

A. T h a t ' s okay. Once we had made agreement on 

our d e a l , I c o n t a c t e d , e i t h e r m y s e l f or o t h e r people 

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

terms to them. Everybody was a g r e e a b l e to doing i t . 

We went ahead and d r a f t e d the l e t t e r agreement dated 

December 3 0. 

P r i o r to s e n d i n g t h a t l e t t e r agreement, I 

c a l l e d Mr. Smith and s a i d -- and r e v i e w e d t h e l e t t e r 

agreement, s p e c i f i c a l l y r e v i e w i n g w i t h him t h e 

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

responded t h a t when he had gone back to management, he 

had f a i l e d to b r i n g t h a t to t h e i r a t t e n t i o n but to go 

ahead and send the l e t t e r anyway. And so I d i d . 

I d i d n ' t h e a r a n y t h i n g from him u n t i l I got 

the J a n u a r y 5 t h , I guess the next day, M i t c h e l l 

c o r r e s p o n d e n c e . I was s u r p r i s e d to get t h a t 

c o r r e s p o n d e n c e because i t b a s i c a l l y d i d not r e f l e c t 

t h e d e a l terms t h a t we had agreed t o . I had j u s t 

s p e n t a l o t of time and e f f o r t c o n s t r u c t i n g a l e t t e r 
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agreement, t h e December 30th l e t t e r agreement, and we 

t a l k e d on January 5 t h j u s t s h o r t l y a f t e r t h a t 

agreement was faxed t o me. 

That c o n v e r s a t i o n i s summarized under No. 

13 on page 5 of M i t c h e l l ' s E x h i b i t No. 16. 

Q. Let me ask you a q u e s t i o n r e g a r d i n g t h e 

l e t t e r dated December 30, '92, which i s r e a l l y a 

l e t t e r agreement, because t h e r e ' s been some q u e s t i o n 

r a i s e d r e g a r d i n g paragraph 7 of t h e l e t t e r agreement. 

Where d i d you get t h a t p r o v i s i o n , t h a t language? 

A. From a p r e v i o u s l e t t e r agreement t h a t we 

d i d w i t h another company. 

Q. Was t h a t a lease sale? 

A. Yes, i t was. I t was a f e d e r a l lease s a l e . 

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

s p e c i f i c , or was t h i s t o r e p r e s e n t t h a t you had 

a u t h o r i t y t o make any k i n d of d e a l t h a t t h e y wanted t o 

make? 

A. I t was d e a l s p e c i f i c . 

Q. And t h a t was c e r t a i n l y your i n t e n t i o n , 

wasn't i t ? 

A. That was c e r t a i n l y my i n t e n t i o n , and u n t i l 

we communicated I had no -- I never r e p r e s e n t e d 

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

approved t h e terms of t h e d e a l . And once we a r r i v e d 
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a t terms t h a t I thought we had agreed upon, and I 

communicated t h a t d e a l to the p a r t i e s , they agreed. 

And a t t h a t p o i n t then I c o u l d r e p r e s e n t them and d i d 

so i n t h a t l e t t e r because I had t h e i r a p p r o v a l to do 

so on t h o s e s p e c i f i c t erms. 

Q. What's the b i g d e a l between o v e r r i d e and 

working i n t e r e s t ? Why would the y mind not t a k i n g an 

i n t e r e s t under the farmout? 

A. They would be s u b j e c t t o o p e r a t i n g 

agreements and o t h e r c o n t r a c t u a l agreements, and I 

s i m p l y would not f e e l c o m f o r t a b l e i n -- I c o u l d not 

r e p r e s e n t t h e i r i n t e r e s t . They'd have to s i g n t h o s e 

t h i n g s as i n d i v i d u a l s . 

Q. Who a r e t h e s e p a r t i e s , as a g e n e r a l r u l e ? 

A. As a g e n e r a l r u l e , t h e y ' r e long-term 

i n v e s t o r s of S t r a t a . 

Q. So you had some f a m i l i a r i t y w i t h what they 

t y p i c a l l y i n v e s t i n ? 

A. A b s o l u t e l y . 

Q. Do you f i n d them to be the k i n d of f o l k s to 

t a k e working i n t e r e s t w i t h b i g companies? 

A. G e n e r a l l y not. 

Q. T h a t ' s a l l t h e q u e s t i o n s f o r t h a t . 

Could you e x p l a i n f o r me, a g a i n , I got a 

l i t t l e b i t c o n f u s e d t h e r e , t he chronology on t h e 
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farmout agreement and how e x a c t l y i t was that t h a t 

didn't work out? 

A. Oh, the farmout agreement terms. We sent a 

l e t t e r , I b e l i e v e i t ' s dated December 9, i t ' s M i t c h e l l 

E x h i b i t No. 11, whereby we proposed to e i t h e r s e l l or 

farm out. And then t h a t r e s u l t e d i n our telephone 

conversation of December 16. And t h a t ' s when Mr. 

Smith advised me that they would be i n c l i n e d to accept 

the farmout p r o v i s i o n s . However, i t was a c o n d i t i o n a l 

acceptance, which I've always taken to be a 

counterproposal. And the condition was that a l l of 

the override had to be converted to working i n t e r e s t . 

Q. Did you think that $150 was a f a i r p r i c e ? 

A. Absolutely. As a matter of f a c t , and once 

again i t ' s summarized, telephone conversation, t h i s i s 

No. 3 on page 2 of M i t c h e l l E x h i b i t No. 16 -- that Mr. 

Smith s a i d he f e l t t hat the acreage p r i c e of $300 an 

acre o r i g i n a l l y was e x c e s s i v e . I informed him that I 

did not f e e l i t was e x c e s s i v e , t h a t i t was c o n s i s t e n t , 

i f not lower, to what recent s t a t e and f e d e r a l s a l e s 

had brought in t h i s area. I was f a m i l i a r t h a t 

Meridian had purchased the Exxon acreage i n Section 

32, which i s immediately adjacent to the S t r a t a 

acreage for $1,000 an acre. I'm not sure -- I'm sure 

I did not s p e c i f i c a l l y mention t h a t , but what my point 
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was i s that i t was not out of l i n e . 

When he came back with $150 an acre, he 

s a i d t h a t was somewhat higher than what he had been 

paying to the north; however, the acreage to the north 

g e n e r a l l y i s not involved i n what i s now a very hot 

play concerning Delaware and Bone Springs, p r i m a r i l y 

Delaware r i g h t s . 

Q. So you have some f a m i l i a r i t y with t h i s area 

in general? 

A. Yes, I do. We operate approximately ten 

we l l s i n Sections 32 and 33 of 20-33 and Section 4 of 

whatever the township i s immediately to the south. 

Q. These partners that are l i s t e d i n your 

January 13 l e t t e r , which i s M i t c h e l l E x h i b i t 17, are 

these long-term partners that have had an i n t e r e s t i n 

t h i s property, or are these j u s t people you j u s t went 

out and sold i t to? 

A. These are long-term p a r t n e r s . As a matter 

of f a c t , those partners a c t u a l l y own a s i m i l a r 

i n t e r e s t i n Section 33 immediately o f f s e t . They were 

e x i s t i n g partners i n Section 33 when t h i s came up for 

bid. Even though we did not have a formal area of 

mutual i n t e r e s t , we of f e r e d i t to those partners so 

they could p a r t i c i p a t e . 

Q. I s there anything you s a i d to Mr. Smith 
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throughout these conversations you think could be 

construed as the kind of r e p r e s e n t a t i o n that he 

i n d i c a t e d you made as to your a u t h o r i t y to deal for 

these p a r t n e r s ? 

A. Absolutely not and to the contrary. I t o l d 

him a l l along t h a t we had numerous p a r t n e r s ; t h a t the 

way we've handled t h i s i n the past i s t h a t we'd 

negotiate the best deal we could, and we'd e i t h e r 

recommend i t or not recommend i t to our p a r t n e r s . But 

that I could not bind them i n any way, but as a 

general r u l e that they would go along with our 

recommendation. 

Q. Do you have experience i n t h i s area? Do 

you deal with any p a r t i e s where you have undisclosed 

owners or p a r t i e s contacting you to see whether you're 

i n t e r e s t e d i n s e l l i n g a l e a s e or farming out? 

A. Absolutely. As a matter of f a c t , many 

times i n leasehold s i t u a t i o n s l i k e t h i s , you don't 

immediately make assignments to a l l the p a r t i e s u n t i l 

a w e l l i s d r i l l e d or some ac t i o n taken. So i f you do 

s e l l i t , you only have to handle one assignment from 

S t r a t a to whoever the purchaser i s . I f we a s s i g n t h i s 

out to a l l these p a r t i e s , they would have to gather up 

-- we'd have to gather up 15 assignments into 

M i t c h e l l or to whomever. 
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Q. I s t h e r e a n y t h i n g f u r t h e r you'd l i k e to say 

w i t h r e s p e c t to the J a n u a r y 12 l e t t e r , Mr. Murphy? 

A. Excuse me j u s t a second. L e t me r e v i e w i t 

here q u i c k l y . 

Q. We can come back to i t l a t e r . 

A. Not a t t h i s time. I may w i s h to r e t u r n to 

i t l a t e r . 

Q. Okay. Next I ' d r e f e r you to what i s marked 

as S t r a t a E x h i b i t C, and t h a t ' s a Model Form O p e r a t i n g 

Agreement. 

A. Yes, s i r . 

MR. STOVALL: E x h i b i t C or E x h i b i t 3, Mr. 

C a v i n ? 

THE WITNESS: W e l l , I hope -- have we. 

MR. STOVALL: Change them to numeric, 

p l e a s e . 

MR. CAVIN: I a p o l o g i z e f o r t h a t . I t 

s h o u l d be E x h i b i t 3. 

THE WITNESS: Yes. T h i s was an o p e r a t i n g 

agreement t h a t was forwarded to me by Mr. Smith a t 

M i t c h e l l . 

Q. (BY MR. CAVIN) Are t h e r e any p r o v i s i o n s 

t h a t you f e e l u n u s u a l , p a r t i c u l a r l y i n the c o n t e x t of 

a f o r c e d pool where you r e a l l y don't have any c h o i c e 

and you're being s o r t of m a r r i e d by shotgun, so to 

P.O. BOX 9262 
SANTA FE, NEW MEXICO 87504-9262 

(505) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1 

22 

23 

24 

25 

132 

speak? 

A. T h e r e ' s a number of p r o v i s i o n s t h a t I f i n d 

u n u s u a l . The f i r s t , I draw your a t t e n t i o n to A r t i c l e 

V. B . I , as found on page 4. T h i s has to do w i t h the 

R e s i g n a t i o n or Removal of the O p e r a t o r . I t ' s i n d u s t r y 

p r a c t i c e t h a t -- and i t ' s on the p r e p r i n t e d form --

t h i s has been d e l e t e d and s t r i c k e n i n t h i s c a s e , i f 

the o p e r a t o r f a i l s and r e f u s e s to c a r r y out i t s 

d u t i e s , then t h e r e m a i n i n g p a r t i e s have the r i g h t to 

vote t h e o p e r a t o r out. I n t h i s c a s e , i t puts the 

burden of a c t u a l l y have to b r i n g a s u i t , a c t u a l l y 

i n i t i a t i n g some s o r t of l e g a l a c t i o n . That would be a 

v e r y d i f f i c u l t burden on a s m a l l independent o i l and 

gas company. 

Q. Have you ever seen a p r o v i s i o n l i k e t h a t ? 

A. No. 

Q. How many o p e r a t i n g agreements have you 

r e v i e w e d i n your c a p a c i t y as an o p e r a t o r over the 

y e a r s ? 

A. Hundreds. 

I would a l s o draw your a t t e n t i o n to A r t i c l e 

V I . B . l . T h i s a r t i c l e b a s i c a l l y s a y s an o p e r a t o r 

s h o u l d o n l y use i t s b e s t e f f o r t s to p r o v i d e 

n o n o p e r a t o r s 24 hours advance n o t i c e of any work to be 

conducted on S a t u r d a y , Sunday, and l e g a l h o l i d a y s . 
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I t i s common p r a c t i c e i n the o i l and gas 

i n d u s t r y , r e c o g n i z i n g t h a t i t ' s a seven day a week, 24 

hour b u s i n e s s , t h a t you always p r o v i d e weekend and 

n i g h t t i m e numbers i n c a s e of d i s c u s s i o n or 

n o t i f i c a t i o n i s r e q u i r e d . T h i s l e s s e n s t h a t burden on 

the o p e r a t o r h a v i n g to make pr o p e r n o t i c e and c o n s u l t 

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

I a l s o draw your a t t e n t i o n to A r t i c l e XVI. 

I t ' s t h e Other P r o v i s i o n s towards t he back of the 

o p e r a t i n g agreement. T h i s i s -- excuse me. Did I say 

XVI? I t ' s XV. Excu s e me. 

T h i s p r o v i s i o n p r o v i d e s t h a t i f the 

o p e r a t o r ' s i n t e r e s t i s under common c o n t r o l of another 

company or t r a n s f e r r e d , then t h e v o t i n g p r o v i s i o n s of 

the o p e r a t i n g agreement a r e not n e c e s s a r y . I n o t h e r 

words, t h e o p e r a t i o n s go w i t h t he o p e r a t o r , and i n 

t h i s c a s e M i t c h e l l . 

That i s not so u n u s u a l r e a l l y , but what i s 

somewhat u n u s u a l i s , i f they s e l l " s u b s t a n t i a l l y a l l , " 

and I'm quo t i n g , " s u b s t a n t i a l l y a l l of o p e r a t o r ' s o i l 

and gas p r o p e r t i e s , then t he t r a n s f e r e e s h a l l 

a u t o m a t i c a l l y become the s u c c e s s o r o p e r a t o r w i t h o u t 

the a p p r o v a l of the n o n o p e r a t o r s . " 

T h i s does not g i v e t he p a r t n e r s a chance to 

vote on t h i s new o p e r a t o r . I n o t h e r words, we're 
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b a s i c a l l y whoever M i t c h e l l , s h o u l d t h e y e l e c t and 

d e c i d e to s e l l t o somebody e l s e , t h a t becomes t h e 

p a r t n e r ' s o p e r a t o r whether we l i k e i t or not. 

Q. So i t ' s anybody? T h e r e ' s no l i m i t a t i o n s 

t h a t you're aware o f ? 

A. No l i m i t a t i o n s . 

Q. How would t h a t n o r m a l l y be handled? 

A. Normally, when you s e l l a p r o p e r t y l i k e 

t h a t , you no l o n g e r own an i n t e r e s t i n the c o n t r a c t 

a r e a . T h e r e f o r e , then the p a r t n e r s would vote on whom 

the o p e r a t o r would be. 

Q. Okay. 

A. I ' d a l s o draw your a t t e n t i o n t o E x h i b i t C, 

COPAS Form A c c o u n t i n g Procedure J o i n t O p e r a t i o n s , page 

4, p r o v i s i o n I I I , Overhead, which i s l . A . ( l ) . I'm 

r e f e r r i n g t o the d r i l l i n g w e l l r a t e of $6,500 and the 

p r o d u c i n g w e l l r a t e of $650 per month. 

At t h i s time I ' d l i k e t o r e f e r e n c e S t r a t a ' s 

E x h i b i t No. 4 ( i n d i c a t e d ) . T h i s was f a x e d to us by 

E r n s t & Young. I d i d not have -- and I b e l i e v e t h e y 

were r e f e r r e d to t h i s morning as E r n s t & Whinney. 

They a r e now known as E r n s t & Young. They p u b l i s h t he 

monthly d r i l l i n g and monthly p r o d u c i n g w e l l r a t e s . 

Y o u ' l l note t h a t t he 1992 b r o c h u r e has not 

come out, or a t l e a s t I have not r e c e i v e d i t . So the 
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one t h a t I had b e f o r e was 1991. We d i d , however, c a l l 

E r n s t & Young and as k e d them t o f a x us t h e i r most 

r e c e n t , and y o u ' l l n o t e t h a t i t has t h e 1992 amounts 

on t h e r e . I t shows t h e median d r i l l i n g r a t e f o r a gas 

w e l l i n w e s t Texas and e a s t e r n New M e x i c o t o be 

$5,000, and t h e p r o d u c i n g r a t e , t h e med i a n , t o be 

$500 . 

Q. A r e t h o s e numbers a c t u a l l y g o i n g t h e o t h e r 

way? I l o o k a t ' 9 1 . Can you t e l l me, a r e t h e y 

d e c r e a s i n g f r o m '91 t o '92, o r am I m i s r e a d i n g t h i s ? 

A. The '91 and '92 median on t h e d r i l l i n g w e l l 

r a t e s were t h e same. The mean i n c r e a s e d , i t a p p e a r s 

t o me. 

Q. From '91 t o '92? 

A. Yes. I t depends on w h e t h e r y o u ' r e t a l k i n g 

a b o u t t h e median o r t h e mean. The 1991 median f o r 

10,000 t o 15,000 f o o t w e l l s was $5,000. The 1992 was 

a l s o $5,000. 

Q. A r e you l o o k i n g a t o i l o r gas? 

A. I'm l o o k i n g a t gas. 

Q. I'm s o r r y , can you t e l l me a g a i n what t h e 

median i s f o r t h a t d e p t h w e l l ? 

A. 1991 i s $5,000. 1992 i s $5,000. 

Q. And t h e n ? 

A. P r o d u c i n g w e l l r a t e s , 1991 median i s 513, 
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1992 median i s 500. 

Q. You're r i g h t . I'm s o r r y . I was r e a d i n g --

I guess I need b i f o c a l s . 

L e t me ask y o u , i t ' s my u n d e r s t a n d i n g f r o m 

t e s t i m o n y e a r l i e r t h i s m o r n i n g t h a t t h e $6,500 and t h e 

$650 i s t h e c h a r g e made t o M i t c h e l l ' s o t h e r p a r t n e r s . 

I s t h e r e any p r o b l e m — y o u ' r e an o p e r a t o r -- i s t h e r e 

any p r o b l e m f o r most a c c o u n t i n g s y s t e m s b r e a k i n g t h a t 

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

r e n t s ? 

A. No. As a m a t t e r o f f a c t , i t ' s f a i r l y 

common. I n many c a s e s , you have t o -- e s p e c i a l l y i n 

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

many t i m e s two o r more o p e r a t i n g a g r e e m e n t s . They n o t 

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

d i f f e r e n t c o n d i t i o n s and p r o c e d u r e s . So t h a t ' s f a i r l y 

common. 

Q. Would you have a r a t e t o p r o p o s e t o 

M i t c h e l l u n d e r t h a t agreement? 

A. I t a k e i s s u e w i t h t h e i r r a t e , and I c i t e as 

t h e i n d u s t r y s t a n d a r d t h e E r n s t & Young amounts w h i c h 

a r e shown as E x h i b i t 4. 

Q. A r e t h e r e any o t h e r comments r e g a r d i n g t h e 

o p e r a t i n g a g r eement? 

A. No. 
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Q. Next I would r e f e r you to E x h i b i t 5, S t r a t a 

E x h i b i t 5, and ask i f you would d e s c r i b e that for the 

examiner? 

A. Yes. That's a noti c e of s t a k i n g for the 

Pavo No. 2 to be located 810 f e e t from the south l i n e 

and 1,980 from the west l i n e . T h i s w e l l , a formal APD 

has not been submitted yet, but the BLM and the 

a r c h e o l o g i s t have approved the d r i l l s i t e . 

Q. I s that an orthodox l o c a t i o n for a south 

h a l f spacing u n i t ? 

A. Yes, i t i s . 

I'd l i k e to, during our conversation -- and 

I say "our" — my conversation with Mr. Smith of 

November 18 — t h i s i s shown as No. 3 on page 2 of 

S t r a t a ' s E x h i b i t No. 2 -- I had s t a t e d e a r l y on i n our 

conversations that we would p r e f e r t h a t M i t c h e l l form 

a north h a l f p r o r a t i o n u n i t and leave the S t r a t a l e a s e 

out of i t so that we would have — one option, of 

course, i s to d r i l l a w e l l i n the south h a l f . 

He s a i d that they intended to form the west 

h a l f p r o r a t i o n u n i t based on l e a s e e x p l o r a t i o n 

c o n s i d e r a t i o n s . And that was the ex p l o r a t i o n of the 

northwest quarter of the the southwest quarter i n 

October of 1983. I s a i d that we did not see any 

t e c h n i c a l b a s i s for tha t and asked him to rec o n s i d e r . 
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L a t e r on he p o i n t e d o u t t o me — d u r i n g one 

o f t h e p o i n t s o f my December 30, 1992, l e t t e r 

a g r eement was t h e s h a r i n g o f g e o l o g i c i n f o r m a t i o n , 

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

p o i n t e d o u t t h a t t h e r e was an e x p i r e d l e a s e , t h e 

s o u t h w e s t q u a r t e r o f t h e n o r t h e a s t q u a r t e r shown as 

l e a s e No. 2 -- excuse me, i t ' s c o l o r e d b l u e on E x h i b i t 

A. 

Q. E x h i b i t 1? 

A. E x h i b i t 1, excuse me. He s a i d t h a t t h e y 

were c o n c e r n e d t h a t i f t h e i n f o r m a t i o n g o t o u t , t h a t 

when t h a t l e a s e d i d come a v a i l a b l e , t h a t t h e y w o u l d 

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

k n o w l e d g e o f t h e g e o l o g i c i n f o r m a t i o n on t h e w e l l t h e y 

p r o p o s e d i n t h e n o r t h w e s t q u a r t e r . And I s u g g e s t e d 

t h e way t o h a n d l e t h a t , t h a t i t was n o t o u r i n t e n t t o 

go and t r y t o compete w i t h them t h e r e , t h a t we w o u l d 

be happy t o s i g n a c o n f i d e n t i a l i t y and non-compete 

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

l e a s e . 

Q. I f you c o u l d c o m p l e t e t h e s a l e t h a t you 

p r o p o s e d ; was t h a t t h e c o n t e x t ? 

A. T h a t ' s e x a c t l y r i g h t . 

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

You s t a t e 1,980 f r o m t h e west l i n e and 810 f r o m t h e 
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s o u t h l i n e o f S e c t i o n 28. 

A. We a r e g o i n g t o seek a v o l u n t a r y a p p r o v a l 

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

we w i l l move f o r c o m p u l s o r y p o o l i n g . 

Q. For what? 

A. For t h e s o u t h h a l f o f S e c t i o n 28. 

Q. What t y p e o f w e l l a r e you c o n t e m p l a t i n g 

t h e r e ? 

A. A Morrow w e l l . 

Q. I s i t y o u r f e e l i n g t h a t M i t c h e l l has made a 

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

p a r t i e s , Mr. Murphy? 

A. No, i t ' s n o t . I had i n f o r m e d Mr. S m i t h a l l 

a l o n g t h a t we had u n d i s c l o s e d o w n e r s . I had as k e d , 

and I w o u l d have t o check t h e c o r r e s p o n d e n c e , b u t I 

b e l i e v e -- excuse me. 

MR. KELLAHIN: W h i l e Mr. Murphy i s 

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

i n t r o d u c e an o b j e c t i o n . I d o n ' t t h i n k i t ' s t h e 

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

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

EXAMINER STOGNER: I a g r e e w i t h Mr. 

K e l l a h i n . I b e l i e v e you have a l r e a d y s t i p u l a t e d , Mr. 

C a v i n , t h a t S t r a t a has no p r o b l e m w i t h t h e 

n o t i f i c a t i o n t o d a y o r as f a r as S t r a t a ' s i n t e r e s t . 
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You m i g h t want t o move on, p l e a s e . 

MR. CAVIN: Okay. 

Q. Mr. Murphy, i s t h e r e a n y t h i n g i n M i t c h e l l ' s 

e x h i b i t s t h a t y o u w o u l d l i k e t o r e f e r t o ? Do you have 

a copy o f t h o s e ? 

A. No, I do n o t have a co p y . 

Q. F or f u r t h e r comment ( i n d i c a t e d ) ? 

A. I d o n ' t b e l i e v e so a t t h i s t i m e . 

Q. Any f u r t h e r t e s t i m o n y y o u ' d l i k e t o p u t on 

t h e r e c o r d ? 

A. No, s i r . 

MR. CAVIN: Mr. Ex a m i n e r , a t t h i s t i m e I 

w o u l d l i k e t o move t o a d m i t S t r a t a E x h i b i t s 1 t h r o u g h 

5 . 

EXAMINER STOGNER: A r e t h e r e any 

o b j e c t i o n s ? 

MR. KELLAHIN: No o b j e c t i o n s . 

EXAMINER STOGNER: E x h i b i t s 1 t h r o u g h 5 

w i l l be a d m i t t e d a t t h i s t i m e . 

Mr. K e l l a h i n ? 

MR. KELLAHIN: Thank y o u , Mr. Ex a m i n e r . 

EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Murphy, was t h e H i n k l e law f i r m 

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

w h i c h i s p r e s e n t e d as M i t c h e l l E x h i b i t 7, t h a t as o f 

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

w o r k i n g i n t e r e s t o w n e r s h i p o r t h e o p e r a t i n g r i g h t s , i f 

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

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

t h e w e s t h a l f s p a c i n g u n i t was owned and c o n t r o l l e d by 

S t r a t a P r o d u c t i o n Company? 

A. He l i s t s h e r e t h a t we're -- I t h i n k t h e 

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

Q. Yes. I s t h a t c o r r e c t ? 

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

Q. And a t t h a t p o i n t had you as r e c o r d t i t l e 

owner o f t h a t l e a s e a s s i g n e d o u t any o f t h e w o r k i n g 

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

A. No . 

Q. So t h e o p e r a t i n g r i g h t s and t h e r e c o r d 

t i t l e were s t i l l h e l d by S t r a t a P r o d u c t i o n Company? 

A. T h a t ' s r i g h t , w i t h t h e p r o v i s o t h a t Mr. 

S m i t h had been g i v e n n o t i c e t h a t t h e r e were 

u n d i s c l o s e d o w ners. 

Q. You t o l d h i m t h e r e were s i l e n t i n t e r e s t 

owners t h a t -- t h e i d e n t i t y o f t h o s e i n d i v i d u a l s was 

n o t d i s c l o s e d t o him? 

A. I t was n o t d i s c l o s e d u n t i l he r e q u e s t e d 
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them d u r i n g a t e l e p h o n e c o n v e r s a t i o n o f J a n u a r y 13. 

And, by t h e way, I t a k e o b j e c t i o n t o t h e t e r m " s i l e n t 

p a r t n e r s . " I n e v e r used t h a t t e r m . 

Q. U n d i s c l o s e d p a r t n e r s ? 

A. I b e l i e v e t h e t e r m was, we have p a r t n e r s i n 

t h i s l e a s e . 

Q. And you d i d n o t d i s c l o s e t o Mr. S m i t h t h e 

name and a d d r e s s o f t h o s e i n d i v i d u a l s o r companies? 

A. Not u n t i l so r e q u e s t e d , no. 

Q. I s E l l i o t t and W a l d r o n T i t l e & A b s t r a c t 

Company c o r r e c t i n t h e i r c e r t i f i c a t i o n t h a t f o r t h e 

p e r i o d f r o m November 6, o f '92, e n d i n g on J a n u a r y 19, 

1993, t h a t t h e i r s e a r c h o f t h e Lea County r e c o r d s 

shows t h a t , as o f p u b l i c r e c o r d i n f o r m a t i o n , S t r a t a 

P r o d u c t i o n Company i s s t i l l t h e owner o f t h e f e d e r a l 

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

A. To t h e b e s t o f my k n o w l e d g e , y e s . 

Q. The J o i n t O p e r a t i n g Agreement t h a t you've 

d e s c r i b e d i n y o u r t e s t i m o n y , t h e one t h a t Mr. S m i t h 

p r o v i d e d t o you? 

A. Um-hm. 

Q. You've g i v e n us t h r e e o r f o u r i t e m s o f 

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

cause you t o commit S t r a t a ' s i n t e r e s t t o t h e w e s t h a l f 

s p a c i n g u n i t ? W i l l t h a t s o l v e t h e p r o b l e m ? 
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A. No. We have been -- I p o i n t t h e s e o u t 

because o f i t b e i n g shown as a model f o r m and t h e 

number o f changes t h a t have been made t o t h i s model 

f o r m . I t i s o u r p o s i t i o n t h a t we w o u l d m a i n t a i n t h a t 

t h e p r o r a t i o n u n i t be a n o r t h h a l f p r o r a t i o n u n i t ; 

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

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

Q. So t h e l a n g u a g e and t e r m s o f t h e J o i n t 

O p e r a t i n g Agreement i s n o t t h e d i s p o s i t i v e i s s u e t h a t 

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

A. No. 

Q. The u n o r t h o d o x w e l l l o c a t i o n t h a t M i t c h e l l 

i s s e e k i n g a p p r o v a l f o r i n f a c t moves f a r t h e r away 

f r o m any a c r e a g e t h a t S t r a t a c o n t r o l s ? 

A. I t moves t o t h e n o r t h , t h a t ' s t r u e . 

Q. Away f r o m you? 

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

Q. You d e s c r i b e d a w h i l e ago t h a t t h e r e were 

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

Company e i t h e r had an i n t e r e s t i n o r o p e r a t e d ? D i d 

you say — 

A. We s e r v e as o p e r a t o r and have an i n t e r e s t 

i n . 

Q. Are any o f t h o s e Morrow gas w e l l s ? 

A. New M e x i c o F e d e r a l # 1 , w h i c h i s l o c a t e d i n 
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S e c t i o n 4, was a Morrow gas w e l l . I t was r e c o m p l e t e d 

i n t h e Bone S p r i n g s and l a t e r i n t h e D e l a w a r e . 

Q. A t t h e t i m e i t was a Morrow w e l l , d i d you 

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

A. I b e l i e v e t h a t w e l l was p u r c h a s e d o r f a r m e d 

o u t -- I c a n ' t r e c a l l — f r o m Grace P e t r o l e u m , and I 

am u n s u r e as t o t h e s t a t u s when we t o o k p o s s e s s i o n . 

Q. I t was o r i g i n a l l y d r i l l e d by Grace 

P e t r o l e u m ? 

A. T h a t ' s what I r e c a l l , y e s , s i r . 

MR. STOVALL: Excuse me j u s t a second, make 

s u r e t h a t we know what y o u ' r e t a l k i n g a b o u t . I s t h a t 

1 i n 33, 20-33, Mr. Murphy? 

THE WITNESS: No, I'm s o r r y . I t w o u l d be 

New M e x i c o F e d e r a l # 1 . I t w o u l d be i n S e c t i o n 4 down 

t o t h e s o u t h w e s t o f t h e c o l o r e d a c r e a g e . I t ' s shown 

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

MR. KELLAHIN: I can h e l p you f i n d t h a t on 

E x h i b i t --

MR. STOVALL: T h a t ' s i n t h a t 32, what i s 

i t , 19 and I guess -- 21 and 32; i s t h a t c o r e r c t ? 

EXAMINER STOGNER: Long s e c t o n t o t h e 

s o u t h ? 

THE WITNESS: Yes, s i r , t h a t ' s c o r r e c t . 

MR. STOVALL: I t ' s i n t h e n o r t h w e s t c o r n e r 
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o f S e c t i o n 4? 

EXAMINER STOGNER: T h a t w o u l d be L o t 6 o f 

t h a t l o n g s e c t i o n ? 

MR. STOVALL: You're l o o k i n g , Mr. K e l l a h i n , 

a t M i t c h e l l E x h i b i t 1 , I t h i n k ? 

MR. KELLAHIN: M i t c h e l l E x h i b i t 1 shows 

t h a t same w e l l , Mr. S t o v a l l . 

MR. STOVALL: J u s t t o know where we a r e i n 

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

Q. (BY MR. KELLAHIN) W i t h i n t h e a r e a , and 

we're l o o k i n g a t , I guess, y o u r E x h i b i t No. 1, i s i t , 

s i r ? I s t h a t what you mean by -- o r E x h i b i t A, yeah, 

t h a t one? 

A. E x h i b i t 1 . I b e l i e v e I r e f e r r e d t o i t as A 

b e f o r e . 

Q. W i t h i n t h a t a r e a , does S t r a t a P r o d u c t i o n 

Company c u r r e n t l y o p e r a t e any p r o d u c i n g Morrow gas 

w e l l s ? 

A. Not shown on t h i s , I d o n ' t b e l i e v e so 

t h a t ' s shown on t h i s map. Th e r e w o u l d be one s l i g h t l y 

o f f o f t h e map t o t h e w e s t . I b e l i e v e i t ' s t h e Snowdy 

F e d e r a l # 1 . I c a n ' t remember t h e p r e c i s e l o c a t i o n , 

b u t i t w o u l d be a m i l e o r two w e s t o f t h e edge o f t h e 

map. 

Q. Are you t h e o p e r a t o r o f t h a t w e l l ? 
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A. And a c t u a l l y I t h i n k t h a t w e l l has r e c e n t l y 

been r e c o m p l e t e d i n t h e Wolfcamp, i f I r e c a l l . 

Q. When you l o o k a t Mr. G a w l o s k i ' s E x h i b i t No. 

1, t h e M i t c h e l l e x h i b i t , a r e t h e r e any w e l l s on t h a t 

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

P r o d u c t i o n Company o p e r a t e s ? 

A. T h e r e ' s a l o t o f w e l l s shown on t h i s map, 

and I h a v e n ' t s p e n t -- I d i d n ' t t h i n k a b o u t t h i s . I 

h a v e n ' t s p e n t a l o t o f t i m e , b u t I d o n ' t b e l i e v e so. 

Q. Do you have a w o r k i n g i n t e r e s t i n any o f 

t h e Morrow gas w e l l s shown on e i t h e r one o f t h o s e 

d i s p l a y s ? 

A. A b s e n t t h e New Mexico F e d e r a l #1 and t h e --

oh, you mean w e l l s o p e r a t e d by somebody e l s e t h a t we 

may own a w o r k i n g i n t e r e s t i n ? 

Q. Yes, s i r . 

A. I d o n ' t b e l i e v e so. 

Q. L e t me go t o t h e t o p i c o f t h e o v e r h e a d 

r a t e s ? 

A. Yes. 

Q. Have y o u t a k e n t h e E r n s t & Young 

t a b u l a t i o n , w h i c h I u n d e r s t o o d i s 1991 i n f o r m a t i o n — 

A. 1992. 

Q. Have you t a k e n t h a t i n f o r m a t i o n and a p p l i e d 

t h e e s c a l a t o r t o i t u n d e r t h e COPAS a t t a c h m e n t ? 
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A. The e s c a l a t o r w i l l n o t t a k e e f f e c t u n t i l 

A p r i l o f 1993. So t h o s e r a t e s a r e c u r r e n t f o r '92, 

and n o r m a l l y t h e o p e r a t i n g a g r e e m e n t , t h e e x c a l a t i o n 

p r o v i s i o n , once a r a t e has been a g r e e d t o , e s c a l a t e s 

a n n u a l l y t h e 1 s t day o f A p r i l . 

Q. I t ' s c o n s i s t e n t w i t h t h e c u s t o m and 

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

COPAS a t t a c h m e n t s t o them t h a t have t h e s e e s c a l a t o r s 

i n them? 

A. Yes. I f y o u ' r e a s k i n g w h e t h e r t h e COPAS 

f o r m i s a model f o r m t h a t ' s used q u i t e a b i t i n t h e 

i n d u s t r y , t h e answer i s y e s . 

Q. Yes. And i t has an e s c a l a t o r i n i t ? 

A. Yes, i t does. 

Q. I s i t u n u s u a l t o you as an e x p e r t i n t h i s 

a r e a t o f i n d on M i t c h e l l E x h i b i t 9 t h a t an o r i g i n a l 

J o i n t O p e r a t i n g Agreement i n f a c t had t h e o v e r h e a d 

r a t e s e s c a l a t e d ? 

A. No, i t ' s n o t u n u s u a l . Once an agreement 

has been r e a c h e d between p a r t i e s , s i n c e y o u c a n ' t 

p r e - d e t e r m i n e what t h e e s c a l a t o r w i l l be, i t ' s 

p r o v i d e d by E r n s t & Young a n n u a l l y . However, t h a t i s 

n o t t o say t h a t a p a r t y coming i n t o an agreement i s 

bound t h e same way t h e p a r t i e s have a l r e a d y -- t h a t 

a r e a l r e a d y p a r t o f t h a t agreement a r e bound. 

P.O. BOX 9262 
SANTA FE, NEW MEXICO 87504-9262 

(505) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

148 

Q. E x h i b i t NO. 5? 

A. Yes. 

Q. The D i v i s i o n Form C-102? 

A. Yes. 

Q. How come t h a t ' s n o t f u l l y c o m p l e t e d ? 

A. W e l l , i t ' s c o m p l e t e d as f a r as t h e s t a k i n g 

and a p l a t . T h i s i s what I had i n my f i l e . 

Q. Have y o u f i l e d t h a t y e t ? 

A. I d o n ' t know. I d o n ' t b e l i e v e so, b u t I --

w e l l , no, I t a k e t h a t back. We f i l e d t h r e e o f them. 

We f i l e d t h e Pavo 1, Pavo 2, and Pavo 3 i n each 

p r o r a t i o n u n i t o f S e c t i o n 28 a l o n g o u r l e a s e , t h e 

s o u t h w e s t q u a r t e r -- s o u t h w e s t s o u t h w e s t , s o u t h e a s t , 

and so f o r t h . 

Q. I need t o g e t t h a t back f r o m you so we can 

f i g u r e t h i s o u t . Do you have a n o t h e r copy? 

MR. CAVIN: L e t me see. Oh, yes we've g o t 

one. 

Q. (BY MR. KELLAHIN) T e l l me a g a i n now, i n 

S e c t i o n 28, you've g o t t h i s Pavo F e d e r a l 2 w h i c h i s 

down h e r e i n t h e s o u t h e a s t o f t h e s o u t h w e s t . You've 

g o t t h a t one on t h i s C-102. You s a i d t h e r e were some 

o t h e r s ? 

A. Yes. T h e r e ' s one i n t h e s o u t h w e s t o f t h e 

s o u t h w e s t . 
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Q. S o u t h w e s t s o u t h w e s t , okay? 

A. S o u t h e a s t s o u t h w e s t , and s o u t h w e s t 

s o u t h e a s t . T h e r e ' s one i n each o f t h o s e 40's. No, 

excuse me, n o t t h a t one b u t t h a t one. 

Q. Okay. You h a v e n ' t d e c l a r e d a s p a c i n g u n i t 

f o r t h e Pavo F e d e r a l #2 on t h e form? 

A. I d i d n ' t c o m p l e t e t h i s f o r m , b u t no, I 

d o n ' t see one on t h e r e . The r e a s o n t h a t we've s t a k e d 

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

some De l a w a r e w e l l s i n S e c t i o n 32. I b e l i e v e t h e y 

have f o u r l o c a t i o n s s t a k e d . They've c o m p l e t e d two o f 

t h o s e . 

Q. These a r e De l a w a r e s t a k i n g s ? 

A. These a r e Delawar e s t a k i n g s w i t h t h e i n t e n t 

t h a t t h e Pavo #2 c o u l d e i t h e r be d r i l l e d t o t h e 

D e l a w a r e , i f i t ' s s u c c e s s f u l , o r t o t h e Morrow. I n 

o t h e r w o r d s , a deep w e l l w o u l d more t h a n l i k e l y be 

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

Q. And y o u r p l a n t h e n w o u l d be a s o u t h h a l f 

d e d i c a t i o n ? 

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

Q. When a r e you g o i n g t o s h a r e t h a t p l a n w i t h 

M i t c h e l l ? 

A. We a r e r i g h t now. 

Q. P r i o r t o t h i s v e r y moment, have you e v e r 
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proposed t h a t as a Morrow w e l l submission? 

A. We're w a t c h i n g t h e d r i l l i n g a c t i v i t y o ut 

t h e r e , Mr. K e l l a h i n , t r y i n g t o determine what i s 

pr u d e n t f o r us t o do. 

Q. Have you f i l e d an APD? 

A. No, we have n o t . We have n o t f i l e d any 

APD's because we have n o t determined t h e depths t h a t 

these w e l l s w i l l be d r i l l e d . 

MR. KELLAHIN: No f u r t h e r q u e s t i o n s . 

EXAMINER STOGNER: Mr. Cavin, any 

r e d i r e c t ? 

FURTHER EXAMINATION 

BY MR. CAVIN: 

Q. Yes. Why i s i t you haven't f i l e d an APD? 

I t ' s j u s t seven days ago t h a t n e g o t i a t i o n s broke 

down. Were you s t i l l t r y i n g t o work something out? 

A. W e l l , t h a t and t h e r e ' s two o t h e r w e l l s . 

M i t c h e l l has j u s t completed t h e i r w e l l i n t h e 

n o r t h e a s t of t h e southwest, and t h e y have a l s o got two 

w e l l s s t a k e d . I do n o t know t h e s t a t u s of t h e 

d r i l l i n g . One i n t h e southwest of t h e n o r t h e a s t and 

one i n t h e s o u t h e a s t of t h e n o r t h e a s t of S e c t i o n 32. 

We a l s o have pla n s t o work on i t over our 

G a v i l a n F e d e r a l #1 which i s i n S e c t i o n 33. 

Q. What about S e c t i o n 32 lands t h a t M e r i d i a n 
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j u s t a c q u i r e d ? You've worked p r e t t y c l o s e w i t h 

M e r i d i a n . Do you know i f they have any p l a n s i n 

S e c t i o n 32? 

A. My u n d e r s t a n d i n g i s t h e y have d r i l l e d and 

completed t h e i r second w e l l , and th e y have two more 

s t a k e d . 

Q. So t h e r e ' s a l o t going on out i n t h i s a r e a ? 

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

amount of Delaware a c t i v i t y out i n t h i s a r e a . 

Q. Have you c r i t i c a l l y r e v i e w e d the gas 

b a l a n c i n g agreement and some of t h e o t h e r p r o v i s i o n s , 

the s p e c i a l p r o v i s i o n s of the o p e r a t i n g agreement? 

A. No, I have not. The on l y t h i n g I noted on 

the gas b a l a n c i n g agreement, i t i s not the model form 

t h a t we u s e . I b e l i e v e -- and i t may be r e p r i n t e d by 

M i t c h e l l , u s i n g the same language. I j u s t don't know, 

but t h e r e i s a model form, I b e l i e v e , t h a t ' s been done 

by Mountain S t a t e s L e g a l Foundation or Rocky Mountain 

O i l and Gas or RMOGA or somebody, but t h e r e i s a model 

form t h a t we're used to u s i n g . And I have not 

r e v i e w e d t h a t a g a i n s t t h e gas b a l a n c i n g agreement. 

Q. Would you propose, i f a gas b a l a n c i n g 

agreement i s even n e c e s s a r y , would you propose t h a t 

model form as opposed to -- s i n c e you're f a m i l i a r w i t h 

i t and s i n c e i t i s a model form, as opposed to t h i s 
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gas balancing agreement? 

A. I don't know without reviewing t h i s gas 

balancing agreement. I t may be s u b s t a n t i a l l y the same 

as the model form agreement. I'm not sure. 

MR. CAVIN: I have no f u r t h e r questions. 

EXAMINER STOGNER: Mr. S t o v a l l ? 

MR. STOVALL: A l l of my questions have been 

answered. 

(Thereupon, a d i s c u s s i o n was held 

off the record.) 

EXAMINER STOGNER: I have no questions of 

Mr. Murphy at t h i s time. Any other questions? He may 

be excused. 

Mr. Cavin? 

MR. CAVIN: Mr. Examiner, I'd l i k e to c a l l 

George Scott as a witness. 

MR. STOVALL: Mr. Sc o t t , would you s i t at 

the end of the t a b l e , p lease. 

GEORGE L. SCOTT, JR. 

The witness herein, a f t e r having been f i r s t duly sworn 

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

EXAMINATION 

BY MR. CAVIN: 

Q. Mr. Scott, could you s t a t e for the examiner 

your background in the o i l and gas indu s t r y ? 
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MR. STOVALL: S t a t e your name f i r s t , 

p l e a s e . 

THE WITNESS: George L. S c o t t , J r . , 

R o s w e l l , New Mexico. 

Q. (BY MR. CAVIN) And your a s s o c i a t i o n w i t h 

S t r a t a ? 

A. With S t r a t a , I own some of the s t o c k i n 

S t r a t a . A l s o my o r g a n i z a t i o n , S c o t t E x p l o r a t i o n , i s 

i n v o l v e d w i t h S t r a t a i n t h e sen s e t h a t we t r y to 

o r i g i n a t e p r o s p e c t s , and S t r a t a o p e r a t e s them. 

Q. Could you g i v e us — s t a t e your background 

i n t he o i l and gas i n d u s t r y , p l e a s e , Mr. S c o t t . 

A. I t goes back to 1952. I have a B.S. and an 

M.S. i n geology from the U n i v e r s i t y of Oklahoma. I 

worked n i n e y e a r s f o r the o l d Humble Company. T h a t ' s 

Exxon now. And I ' v e been an independent f o r n e a r l y 30 

y e a r s i n R o s w e l l , New Mexico. 

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

Mr. S c o t t as an e x p e r t i n petroleum geology. 

EXAMINER STOGNER: Any o b j e c t i o n s , Mr. 

K e l l a h i n ? 

MR. KELLAHIN: No o b j e c t i o n . 

EXAMINER STOGNER: Mr. S c o t t , l e t me make 

s u r e I ' v e got t h i s s t r a i g h t . You're here today w i t h 

Mr. C a v i n as a g e o l o g i s t , or you're here w i t h S t r a t a 
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today as a g e o l o g i s t ? 

THE WITNESS: Yes. 

EXAMINER STOGNER: I s t h a t c o r r e c t ? 

THE WITNESS: Yes. 

EXAMINER STOGNER: Thank you. You may 

proceed. 

Q. (BY MR. CAVIN) Mr. S c o t t , I was wondering 

i f you c o u l d r e f e r to the v a r i o u s e x h i b i t s t h a t 

M i t c h e l l p r e s e n t e d e a r l i e r i n t h e day, and l e t ' s see 

i f we can go over t h o s e . 

MR. KELLAHIN: Do you want an e x t r a copy of 

t h o s e ? 

MR. CAVIN: That would be g r e a t . As you 

can t e l l , I ' v e memorized them but — 

Q. Mr. S c o t t , i f you would, p l e a s e , I ' d l i k e 

to r e f e r you to the s t r u c t u r e map t h a t was p r e p a r e d by 

M i t c h e l l Energy, E x h i b i t No. 2. I t was a d m i t t e d 

e a r l i e r as E x h i b i t No. 2, and ask i f you would 

d e s c r i b e the c r i t i c a l w e l l s , as f a r as S t r a t a i s 

concerned, p l e a s e , and t e l l me what r o l e you t h i n k 

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

A. Okay. L e t me p r e f a c e , i f I might, my 

remarks by s a y i n g t h a t we have a l o t of r e s p e c t f o r 

Mr. G a w l o s k i as a g e o l o g i s t . I know the g e o l o g i s t s 

t h a t work f o r me have been i n c o n t a c t w i t h him over 
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the y e a r s over v a r i o u s m a t t e r s . And i n l o o k i n g a t h i s 

map, I b a s i c a l l y -- we're t a l k i n g h e r e now about the 

s t r u c t u r e map -- I have no s e r i o u s o b j e c t i o n to the 

way he i n t e r p r e t e d t h i s . T h e r e ' s always a l i t t l e 

d i f f e r e n c e i n how g e o l o g i s t s w i l l c ontour maps. 

The one t h i n g t h a t I would q u e s t i o n a 

l i t t l e b i t h e r e i s i n t h e v i c i n i t y of the p r o s p e c t i n 

S e c t i o n 28, he made used the p h r a s e , t h e r e was 

" e x t e n s i v e " s e i s m i c . I wouldn't c o n s i d e r t h a t you 

have e x t e n s i v e s e i s m i c h e r e . There i s no n o r t h - s o u t h 

l i n e down the middle of S e c t i o n 28, nor a l o n g t h e e a s t 

l i n e of S e c t i o n 28, nor n o r t h - s o u t h l i n e i n the middle 

of S e c t i o n 27 to the e a s t . 

So a l t h o u g h t h e r e i s f a i r l y good, perhaps 

we would say, s e i s m i c coverage, i t ' s c e r t a i n l y not 

e x t e n s i v e . And as to e x a c t l y how the s t r u c t u r e would 

r e s u l t i n t h e n o r t h h a l f of S e c t i o n 28 when i t ' s a l l 

s a i d and done c o u l d be a l i t t l e b i t d i f f e r e n t t han the 

way he has i t mapped. But by and l a r g e , I can f i n d no 

f a u l t w i t h t h e way he contoured. 

Q. Mr. S c o t t , i t seems t h a t t h e d e c i s i o n i s 

based p r i m a r i l y on, f i r s t of a l l , two w e l l s i n the 

n o r t h h a l f and, s e c o n d l y , on s t r u c t u r e . Can you t e l l 

me, i n your o p i n i o n , how i m p o r t a n t s t r u c t u r e i s ? 

A. T here a r e l o t s of Morrow w e l l s t h a t a r e low 
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s t r u c t u r e w e l l s . This i s true i n eas t e r n Eddy County 

and southwestern Lea County. There are w e l l s t h a t are 

on top of the s t r u c t u r e . There are w e l l s on the flank 

of s t r u c t u r e s . And t h i s e x h i b i t t h a t they have 

furnished us, E x h i b i t 2, shows many w e l l s t h a t are 

down the flank or way down the nose, the plunge, the 

s t r u c t u r a l plunge of these closed f e a t u r e s t h a t they 

show here. 

I p e r s o n a l l y don't consider i t c r i t i c a l 

whether you d r i l l on top of a cl o s e d feature or not. 

The sands are a l l l e n t i c u l a r , and the c o n t r o l l i n g 

f a c e t , c r i t e r i a , i n my opinion, on Morrow sand 

production i s whether or not you get the sand 

channel. And those may occur low on the flan k of the 

s t r u c t u r e as w e l l as over the c r e s t of a s t r u c t u r e . 

So I guess one could say, w e l l , yes, I'd 

pr e f e r to catch a sand channel up high on a fea t u r e , 

but, as a p r a c t i c a l matter, we f i n d them a l l over the 

area out here. And many times the sands are a c t u a l l y 

t h i c k e r and b e t t e r developed i n the s t r u c t u r a l lows. 

Q. Mr. Scott, do you have much experience i n 

the Morrow, dea l i n g with the Morrow formation? 

A. Over the years, many times I've been 

involved i n the Morrow. I've made a l o t of s t r u c t u r a l 

maps. I've worked for -- when I was doing l a r g e l y 
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co n s u l t i n g , I did work for many c l i e n t s , s t r u c t u r a l 

mapping, p o r o s i t y isopaching c r o s s - s e c t i o n s , 

recommending l o c a t i o n s , recommending r e e n t r i e s , and 

then I have acquired some i n t e r e s t i n Morrow w e l l s , 

too, as a r e s u l t of t h i s . 

Q. So you have some -- how many w e l l s would 

you say we're t a l k i n g about over the years? 

A. Well, t h a t ' s a tough one. I don't know. 

Goodness. I've looked at and examined probably 

s e v e r a l hundred Morrow w e l l s i n the course of my 

i n v e s t i g a t i o n s . I've been involved i n , oh, I guess 

four or f i v e Morrow deals, perhaps, and been c l o s e l y 

a s s o c i a t e d with people d r i l l i n g Morrow w e l l s or 

putting Morrow prospects together. 

Q. Could you look at the production map, which 

i s M i t c h e l l E x h i b i t 1, and al s o the s t r u c t u r e map at 

the same time and show us which w e l l s -- I'd l i k e to 

have an idea of which of the w e l l s are good producers 

that are o f f s t r u c t u r e . J u s t give us a quick review, 

i f you would. 

A. I haven't s a t down and made a d e t a i l e d 

study of which are good w e l l s and what are bad w e l l s . 

And when you say good w e l l s and bad w e l l s , t h a t 

depends on the p r i c e of gas. 

Q. Sure. 
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A. You know, a w e l l t h a t ' s not too s w i f t a t 90 

c e n t s a thousand can be a h e l l of a w e l l a t $5 a 

thousand. So t h a t e n t e r s i n t o your judgment. A l l I 

co u l d submit to you i s , i n l o o k i n g a t t h e map he r e , 

and a l l t he w e l l s a r e i n d i c a t e d as Morrow c o m p l e t i o n s , 

t h e r e a r e many of them t h a t a r e on t h e f l a n k of 

s t r u c t u r e s and even i n s y n c l i n a l lows. 

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

w h i l e i t may be a f a c t o r , i t ' s c e r t a i n l y not t h e 

c o n t r o l l i n g f a c t o r i n a Morrow gas w e l l ? 

A. W e l l , you've got to have t h e r e s e r v o i r 

r o ck. You've got to be i n one of t h e s e sand 

c h a n n e l s . 

I guess you c o u l d g i v e e q u a l c o n s i d e r a t i o n , 

perhaps, t o s t r u c t u r a l p o s i t i o n as w e l l as your sand, 

but I can t e l l you t h a t many of t h e c h a n n e l s a r e found 

on t he f l a n k s of s t r u c t u r e s . 

I would l i k e to submit i n r e g a r d t o t h a t an 

e x h i b i t h e r e . T h i s i s not a p a r t i c u l a r l y f a n c y 

e x h i b i t , but we made a q u i c k copy of t h i s b e f o r e we 

l e f t R o s w e l l y e s t e r d a y , and I would l i k e to show you 

an a r e a i n the next township south of h e r e where 

Morrow w e l l s do not appear to have any c l o s e 

s t r u c t u r a l a s s o c i a t i o n . 

MR. CAVIN: We'd l i k e t o admit t h i s as 
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E x h i b i t 6, Mr. Examiner, i f t h e r e ' s no o b j e c t i o n . 

EXAMINER STOGNER: Are t h e r e any 

o b j e c t i o n s , Mr. K e l l a h i n ? 

MR. KELLAHIN: Has t h e w i t n e s s 

a u t h e n t i c a t e d t h e e x h i b i t ? 

THE WITNESS: Me? Yes. I t was done 

d i r e c t l y under my s u p e r v i s i o n . 

MR. KELLAHIN: No o b j e c t i o n s . 

EXAMINER STOGNER: No. 6 w i l l be a d m i t t e d . 

Q. (BY MR. CAVIN) Could you t e l l us what i s 

c o n t a i n e d on E x h i b i t 6, Mr. S c o t t ? 

A. W e l l , t h a t i s map c o n t o u r e d on top of the 

Morrow C l a s t i c U n i t , an i m p o r t a n t d i v i s i o n of the 

Morrow, and a f a i r l y good s t r u c t u r a l marker. And 

e n c i r c l e d i n orange a r e a number of Morrow w e l l s . And 

a l l you see a r e some minor s t r u c t u r a l n o s i n g and minor 

r e e n t r a n c e , s o u t h e a s t p l u n g i n g d i p . So I would submit 

t h a t p r o b a b l y t h e s t r a t i g r a p h y , the development of the 

sands i s e q u a l l y i m p o r t a n t t h e r e . 

A l s o , I n o t i c e d on the p o r o s i t y , on the 

i s o p a c h map, t h e sand i s o p a c h map --

Q. Which e x h i b i t i s t h a t , p l e a s e , Mr. S c o t t . 

A. That i s E x h i b i t No. 3. 

Q. M i t c h e l l E x h i b i t No. 3? 

A. Yes -- t h a t they d i s p l a y an a r e a of v e r y 
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t h i n sandstone down here coming across the southeast 

corner of Section 32, trending r i g h t a c r o s s the top of 

the s t r u c t u r e . So you can d r i l l r i g h t on top of these 

s t r u c t u r e s and not encounter with sand development. 

Q. What e l s e can you t e l l us about M i t c h e l l 

E x h i b i t 3, Mr. Scott, t h a t would i n d i c a t e that --

A. Well, E x h i b i t 3 — 

MR. KELLAHIN: Excuse me, there wasn't a 

question there. 

Q. (BY MR. CAVIN) — t h a t would i n d i c a t e that 

the l o c a t i o n proposed by M i t c h e l l i s maybe not the end 

a l l or perhaps the best l o c a t i o n ? 

A. Okay. On t h i s e x h i b i t , there i s very 

l i t t l e w e l l c o n t r o l i n the v i c i n i t y of Section 28 or 

21 or 20 or 16 or 17, back over to the e a s t i n 15, 

22. T h i s i s a subsurface isopach map based on w e l l 

c o n t r o l , and yet the w e l l c o n t r o l i s very, very sparse 

out there. 

And t h i s map, the isopach map purports to 

show the t h i c k and t h i n s of the sands and I suppose a 

r e p r e s e n t a t i o n of the way these channels, these 

l e n t i c u l a r sand bodies i n the Morrow, are developed. 

And t h i s approach i s a v a l i d approach, i n my opinion. 

I j u s t want to point out that the w e l l c o n t r o l i s 

very, very s c a r c e out i n here. There i s no way of 
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p r e d i c t i n g at t h i s l o c a t i o n that t h e r e ' s going to be 

45 f e e t of net sand. There may be 80, or there may be 

none based on contouring from w e l l c o n t r o l . 

Now, we a l l think i n terms of trends, 

sandstone trends, and i t would appear t h a t Mr. 

Gawloski, down at the south here, saw a t h i c k and made 

an e f f o r t to connect i t up with a t h i c k s i x miles 

north. And that might be a l i t t l e r i s k y , you know. 

That would be my comment there. 

Another thing about these kinds of maps, i f 

y o u ' l l look at the c r o s s - s e c t i o n e x h i b i t , these sands 

do not a l l occur i n the same place i n t h i s Morrow B 

Unit. This type of map i s a lumping map. You take 

a l l of the sands i n a p a r t i c u l a r i n t e r v a l and a 

p a r t i c u l a r w e l l , and then you contour to those values 

from w e l l to w e l l . I t doesn't mean tha t these are 

going to be the same sands. These i n d i v i d u a l sands 

may have completely d i f f e r e n t trends and o r i e n t a t i o n s 

than you would -- you might expect from looking at a 

map l i k e t h i s . 

Now, once again, t h i s i s about a l l you can 

do with the Morrow u n t i l you a c t u a l l y d r i l l some 

w e l l s . And then once you've d r i l l e d some c l o s e - i n 

w e l l s , you can contour i n d i v i d u a l sands and work your 

trends. But i t ' s based on very poor remote w e l l 
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c o n t r o l . So t h e r e i s an element of r i s k r i g h t t h e r e 

i n S e c t i o n 28 as to what you're going t o f i n d . 

Q. What would you say about the Morrow 

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

i s p r o p o s i n g i n the southwest -- I'm s o r r y , t h e 

s o u t h e a s t q u a r t e r of t h e southwest q u a r t e r of S e c t i o n 

28 based on the i s o p a c h map p r e p a r e d by M i t c h e l l and 

a l s o t he s t r u c t u r e map? 

A. W e l l , t h e i s o p a c h map would i n d i c a t e about 

th e same t h i c k n e s s of sand as f o r a l o c a t i o n i n the 

n o r t h h a l f , and the s t r u c t u r e map would i n d i c a t e you 

would be coming down t h e f l a n k of the s t r u c t u r e , but 

you're s t i l l w i t h o u t b e i n g the l o w e s t p o s i t i o n 

s t r u c t u r a l l y compared to a r e a s a d j a c e n t t h e r e s e v e r a l 

m i l e s away. 

So to answer your q u e s t i o n s i m p l y , you 

would be d r i l l i n g on t h e f l a n k of a c l o s e d s t r u c t u r e , 

j u s t l i k e many of the w e l l s t h a t a r e on t h i s map. 

Q. I s t h e r e a n y t h i n g you would l i k e t o add as 

f a r as the s t r u c t u r e map i s concerned, Mr. S c o t t , as 

f a r as your e v a l u a t i o n of i t ? 

A. I b e l i e v e t h a t I ' v e p r e t t y w e l l c o v e r e d 

t h a t . I c a n ' t t h i n k of any o t h e r t h i n g h e r e . L e t me 

check my n o t e s . 

I guess I c o u l d s t a t e t h e o b v i o u s . I f you 
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made a good w e l l i n the north h a l f of the s e c t i o n , I 

sure would f e e l safe about d r i l l i n g i n the south h a l f . 

You know, i t gives us an important c o n t r o l w e l l out 

there. 

Q. Would you see a need to d r i l l another w e l l 

i n the north h a l f i f you make a good w e l l where they 

have proposed? 

A. I would not see a n e c e s s i t y to, no. Once 

again, things l i k e t h a t depend on how t h i c k your sands 

are, what you think the o r i e n t a t i o n of those sands 

are. And i n t h i s day and time, there are logging 

techniques we can employ that give us trends of these 

sand trends. Both Schlumberger and H a l l i b u r t o n have 

logging t o o l s that give you o r i e n t a t i o n of these sand 

bodies. 

So depending on the information gained from 

that w e l l , i t could t e l l you whether you ought to 

d r i l l i n the north h a l f or the south h a l f . My guess 

i s j u s t as good a l o c a t i o n could be made i n the south 

h a l f as the north h a l f as f a r as the information we 

have here. 

Q. Mr. Scott, I ' d ask you to look at the — I 

be l i e v e t h a t was the s t r u c t u r e map -- the isopach map 

prepared by M i t c h e l l and t e l l the examiner i f you have 

any f u r t h e r c r i t i q u e or comment on that map. 
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A. I ' v e a l r e a d y covered t h a t , I b e l i e v e , i n 

some of the remarks. 

Q. I s t h e r e a n y t h i n g you'd l i k e t o add w i t h 

r e s p e c t to S t r a t a E x h i b i t 6 t h a t you've p r o v i d e d ? 

MR. STOVALL: I ' l l t a k e t h a t as a no, Mr. 

S c o t t . 

MR. CAVIN: I'm s o r r y . 

Q. J u s t one f u r t h e r q u e s t i o n . Mr. S c o t t , i s 

i t your o p i n i o n as an e x p e r t i n petr o l e u m geology t h a t 

a west h a l f s p a c i n g u n i t i s not w a r r a n t e d i n t h i s c a s e 

i n l i g h t of the l o c a t i o n of the w e l l ? 

A. Say i t a g a i n . 

Q. A west h a l f s p a c i n g u n i t i n S e c t i o n 28, i n 

l i g h t of t h e l o c a t i o n of the w e l l , i s i t your o p i n i o n 

t h a t t h a t s h o u l d be wa r r a n t e d i n t h i s c a s e ? 

A. W e l l , my o p i n i o n i s t h a t i t would pr o b a b l y 

be b e t t e r to d r i l l i n the no r t h h a l f and t h e south 

h a l f . You know, I t h i n k I ' v e a l r e a d y a d d r e s s e d t h a t 

i n d i s c u s s i n g t he t r e n d s of t h e s e s a n d s t o n e s . 

I would l i k e t o make one more remark here , 

i f I might, about t h i s a r e a . 

MR. KELLAHIN: I'm going to o b j e c t t o the 

n a r r a t i v e answer to a q u e s t i o n t h a t ' s not ask e d . 

EXAMINER STOGNER: I'm going t o agree w i t h 

Mr. K e l l a h i n , Mr. C a v i n . 
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Q. (BY MR. CAVIN) Mr. Scott, do you have any 

c l o s i n g remarks that you'd l i k e to make regarding the 

Morrow i n t h i s area, the area of Section 28? 

A. No, I have none regarding the Morrow. 

MR. CAVIN: I have no f u r t h e r questions. 

EXAMINER STOGNER: Thank you, Mr. Cavin. 

Mr. K e l l a h i n , do you have any? 

MR. KELLAHIN: J u s t a few, Mr. Examiner. 

EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Scott, when were you asked to be an 

expert i n t h i s case? 

A. Oh, s e v e r a l days ago, I guess. 

Q. How many hours would you estimate that you 

devoted to studying what would be the appropriate way 

to maximize development i n Section 28? 

A. I've looked at the s e i s m i c map tha t you a l l 

furnished or M i t c h e l l furnished to S t r a t a , looked at 

i t and had one of my g e o l o g i s t s who i s r e s p o n s i b l e for 

the Lea County D i s t r i c t review the Morrow w e l l s i n the 

area, and I di s c u s s e d t h i s with him sometime back, I 

guess about the time we got your s e i s m i c map. 

Q. Approximately when did you get tha t map? 

A. Oh, l e t me thin k . When -- I b e l i e v e that 

was -- you brought t h a t downstairs to our o f f i c e the 
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day i t was r e c e i v e d up there. 

MR. MURPHY: I think so. 

THE WITNESS: I'm r e f e r r i n g to t h i s e x h i b i t 

r i g h t here. 

MR. STOVALL: Mr. Scott, the question i s 

being asked of you, so j u s t to the best of your 

r e c o l l e c t i o n ; okay? 

THE WITNESS: Oh, okay. Heck, three or 

four weeks ago, I suppose. 

MR. KELLAHIN: Let me see what was provided 

to you, s i r . 

THE WITNESS: Okay. 

Q. (BY MR. KELLAHIN) You were provided a 

portion of Mr. Gawloski's s t r u c t u r e map? 

A. Yes. 

Q. And i t i s an area t h a t ' s approximately two 

s e c t i o n s on each s i d e north and south, e a s t and west, 

of Section 28? 

A. I t ' s four s e c t i o n s wide. 

Q. Yes, s i r . My question for you, s i r , i s , 

once you were asked to be involved as an expert, how 

many hours did you p e r s o n a l l y devote to studying what 

to do with Section 28? 

A. I spent a l l day yesterday and u n t i l about 

eleven o'clock l a s t night reviewing data. And t h i s 
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d o esn't — okay, your q u e s t i o n was a f t e r I was asked 

to be a w i t n e s s . 

Q. Yes, s i r . 

A. That doesn't t a k e i n t o account t he many 

hours I ' v e been i n v o l v e d i n t h i s a r e a b e f o r e . 

Q. L e t ' s look a t Mr. G a w l o s k i ' s s t r u c t u r e map, 

t h i s a r e a . I d e n t i f y f o r me any of the Morrow w e l l s i n 

which you were the e x p l o r a t i o n g e o l o g i s t t h a t proposed 

t h a t Morrow w e l l . 

A. T h i s i s j u s t a s m a l l segment of Lea 

County. I have not been i n v o l v e d i n any Morrow w e l l s 

i n t h i s a r e a r i g h t h e r e , to the b e s t of my knowledge. 

L e t me t h i n k f o r j u s t a minute, because t h i s i s -- l e t 

me t h i n k . I have to go back about 25 y e a r s h e r e i n 

t h i s a r e a , and I may w e l l have been, but to t e l l you 

the t r u t h , I would have to go back and check my 

f a c t s . 

I have g e n e r a t e d Morrow p r o s p e c t s i n t h i s 

a r e a , put i t t h i s way -- t h a t I have t r i e d t o g e t 

c l i e n t s to move on them, y e s , over t h e y e a r s . 

Q. My q u e s t i o n was t h a t as an e x p l o r a t i o n 

g e o l o g i s t , t h e r e ' s none of t h e s e Morrow w e l l s on t h a t 

d i s p l a y t h a t you were t h e pr i m a r y g e o l o g i s t t h a t 

proposed t h a t w e l l and got i t d r i l l e d ? 

A. I don't b e l i e v e so. 
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Q. L e t me look a t the s t r u c t u r e map t h a t 

you've i n t r o d u c e d as E x h i b i t No. 6. 

A. Yes. 

Q. I f I can o r i e n t m y s e l f as to where you a r e , 

I t h i n k your map ends, t h e n o r t h end of your map ends 

A. I t does. 

Q. -- j u s t about where Mr. G a w l o s k i ' s s o u t h 

end of h i s map s t o p s ? 

A. That i s c o r r e c t , y e s . I j u s t wanted to 

show t h a t south of here but s t i l l i n the g e n e r a l a r e a , 

what i t looked l i k e t h e r e . 

Q. You have c i r c l e d a p o r t i o n of your d i s p l a y 

w i t h an orange e l l i p t i c a l shape? 

A. Yes. 

Q. J u s t n o r t h of t h a t shape, Hat Mesa? 

A. Yes. 

Q. Does t h a t not show you as a g e o l o g i s t t h a t 

t h e r e i s a s i g n i f i c a n t s t r u c t u r a l component to the 

s u c c e s s of Morrow w e l l s when t h e y ' r e d r i l l e d on 

s t r u c t u r e ? 

A. No, not a t a l l because t h e r e ' s some w e l l s 

r i g h t on top of t h e r e t h a t have n e a r l y no sand a t a l l . 

Q. The b e s t w e l l s i n t h a t Hat Mesa a r e on the 

b e s t s t r u c t u r a l p o s i t i o n i n t h a t p o o l , a r e t h e y not, 
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s i r ? 

A. No, I c a n ' t deny t h a t . Where t h e s e sand 

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

of some w e l l s but not a l l . Where t h e r e a r e no sands, 

your p r o d u c t i o n i s v e r y poor, or p o o r l y developed 

sands, your p r o d u c t i o n i s poor. 

Q. On your E x h i b i t No. 6 p r e p a r e d i n December 

of '92, d i d you p r e p a r e a s t r u c t u r e map t h a t would 

t a k e i n t o S e c t i o n 28 j u s t t o the n o r t h ? 

A. We have o t h e r maps. T h i s one p a r t i c u l a r 

map i s one t h a t -- l e t me say, t h i s i s a work map, a 

map t h a t we keep up, we keep c u r r e n t , t r y to keep up 

w i t h the a c t i v i t y on, and we have o t h e r mapping 

segments up t h e r e . Now, I don't --

Q. But you chose not to b r i n g any of t h o s e and 

u t i l i z e them today to u t i l i z e your p o i n t s about 

S e c t i o n 28? 

A. I t was not u p - t o - d a t e . No, I d i d not 

choose to b r i n g i t because we do not keep up w i t h 

c u r r e n t Morrow a c t i v i t y i n t h o s e two townships up 

n o r t h . 

Q. How about an i s o p a c h , d i d you p r e p a r e an 

i s o p a c h t h a t i n v o l v e s S e c t i o n 28 so we can see what 

your o p i n i o n i s w i t h r e g a r d s to t h i c k n e s s ? 

A. I r e a l l y d i d n ' t t h i n k t h a t was n e c e s s a r y 
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because I have no o b j e c t i o n t o the v a l u e s t h a t Mr. 

Gaw l o s k i p u t s on h i s map h e r e . 

Q. You d i d n ' t see h i s i s o p a c h u n t i l today, d i d 

you? 

A. No, t h a t i s c o r r e c t but --

Q. How d i d you i n d e p e n d e n t l y v e r i f y the 

a c c u r a c y of t h a t e x h i b i t i f you've j u s t seen i t ? 

A. I have to go by the r e p u t a t i o n of Mr. 

G a w l o s k i . 

Q. And i t ' s p r e t t y good, i s n ' t i t ? 

A. I n my o p i n i o n , as I s a i d when I s t a r t e d , I 

have a h i g h r e g a r d f o r him. I a l s o s a i d t h a t t h e way 

he c o n t o u r e d the map i n here, h i s i s o p a c h map, i s 

s u b j e c t t o q u e s t i o n . 

Q. Mr. G a w l o s k i ' s c o n c l u s i o n was t h a t any w e l l 

d r i l l e d i n S e c t i o n 28 because of the i n h e r e n t r i s k i n 

d r i l l i n g Morrow gas w e l l s was going t o j u s t i f y t h e 

maximum r i s k f a c t o r p e n a l t y of 200 p e r c e n t . Do you 

concur i n t h a t o p i n i o n ? 

A. I would have to g i v e t h a t some s e r i o u s 

thought. 

Q. L e t ' s t a l k about some of your comments. 

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

v e r y s p a r s e i n f o r m a t i o n , and you s a i d i t was h i g h 

r i s k . 
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A. I f I used t h e word " h i g h " r i s k , I ' d l i k e t o 

m o d i f y t h a t . T h e r e i s r i s k , c e r t a i n l y . T h e r e ' s 

c o n s i d e r a b l e r i s k t h e r e because you d o n ' t have any 

c l o s e - b y w e l l s . You're p r o j e c t i n g sand t r e n d s a c r o s s 

a map w i t h v e r y l i t t l e c o n t r o l ; so t h e r e has t o be 

r i s k . We're i n a game o f r i s k , o b v i o u s l y . 

MR. KELLAHIN: No f u r t h e r q u e s t i o n s , Mr. 

Exam i n e r . 

EXAMINER STOGNER: Any o t h e r q u e s t i o n s o f 

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

Do you have a n y t h i n g f u r t h e r , Mr. C a v i n . 

MR. CAVIN: Yeah, I ' d l i k e t o ask — f i r s t 

o f a l l , I ' d l i k e t o ask Mr. S c o t t a q u e s t i o n , i f you 

d o n ' t m i n d , Mr. Exa m i n e r . 

EXAMINER STOGNER: Okay, R e d i r e c t ? 

MR. CAVIN: Yes 

FURTHER EXAMINATION 

BY MR. CAVIN: 

Q. Mr. S c o t t , do you t h i n k y o u r e x p e r i e n c e s i n 

t h e Morrow, i n o t h e r a r e a s o f Lea County i n t h e 

Per m i a n B a s i n , a r e v a l i d when we're l o o k i n g a t S e c t i o n 

28 h e r e ? 

A. I c e r t a i n l y do. 

Q. So you d o n ' t see a n y t h i n g t h a t ' s u n i q u e 

a b o u t t h i s a r e a t h a t w o u l d n o t a l l o w you t o p u l l on 
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your 30-some y e a r s ' experience i n the Permian Basin? 

A. C e r t a i n l y , experience helps, you know. I 

would think yes, that I'm p r e t t y competent. I'm not 

sure I'm answering your question e x a c t l y . 

MR. CAVIN: I have no f u r t h e r questions for 

Mr. S c o t t . 

I would l i k e to ask -- these are the 

n o t i c e s of s t a k i n g , and I was going to see, i f t h e r e ' s 

no o b j e c t i o n , admitting those, or I can have Mr. 

Murphy admit them, but they're the n o t i c e s of s t a k i n g 

for the w e l l s for the l o c a t i o n s t h a t Mr. Murphy has 

described. 

MR. STOVALL: Why don't you hand those to 

Mr. K e l l a h i n and l e t him look at them so he can r e f e r 

to them? 

MR. CAVIN: We can make more copies. 

THE WITNESS: Am I excused? 

MR. KELLAHIN: No o b j e c t i o n . 

MR. STOVALL: Mr. Cavin, I ' l l r e t u r n these 

to you, please make copies, two for us and copies for 

everybody e l s e a f t e r the conclusion of the hearing. 

EXAMINER STOGNER: I s there anything 

f u r t h e r , Mr. Cavin? 

MR. CAVIN: Do you mean a c l o s i n g 

statement? 
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EXAMINER STOGNER: I t ' s up t o you i f you'd 

l i k e t o make a c l o s i n g . 

MR. STOVALL: We'd l i k e t o h e a r t h e 

t e s t i m o n y f i r s t . 

MR. CAVIN: We have no f u r t h e r t e s t i m o n y , 

Mr. E x a m i n e r . 

EXAMINER STOGNER: I guess we're r e a d y f o r 

c l o s i n g s t a t e m e n t s , i f you c a r e t o go f i r s t , Mr. 

C a v i n . 

MR. CAVIN: Mr. Ex a m i n e r , what we have h e r e 

i s a case where M i t c h e l l w a n t s e v e r y t h i n g i t s own 

way. They want a w e s t h a l f p r o r a t i o n u n i t . They want 

t h e l o c a t i o n t h e y want. They want t h e o p e r a t i n g 

a greement t h e y want. And t h e y j u s t want t o s o r t o f 

shove i t down S t r a t a ' s t h r o a t . 

M i t c h e l l has s t a t e d t h a t t h e l o c a t i o n c o u l d 

be i m p r o v e d by movi n g i t t o t h e n o r t h . C e r t a i n l y i f 

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

s h o u l d be s a t i s f i e d w i t h one w e l l i n t h e n o r t h h a l f . 

We b e l i e v e M i t c h e l l s h o u l d move t h e l o c a t i o n t o t h e 

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

u n i t . 

S t r a t a has s t a k e d t h e s o u t h h a l f l o c a t i o n , 

t h e l e g a l l o c a t i o n f o r t h e Morrow w e l l . S t r a t a 

i n t e n d s t o seek p a r t i c i p a t i o n f o r M i t c h e l l and o t h e r 
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owners i n t h e south h a l f of S e c t i o n 28 or, 

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

I n summary, M i t c h e l l ' s r e q u e s t f o r an 

unorthodox w e l l s h o u l d be denied f o r the r e a s o n s 

s t a t e d . 

Mr. Examiner, I would a l s o note, w h i l e I do 

not r e p r e s e n t any of the p a r t n e r s a t t h i s time, S t r a t a 

i s c oncerned t h a t i t s p a r t n e r s have not r e c e i v e d 

adequate n o t i c e r e q u i r e d by both t h e S t a t e and F e d e r a l 

C o n s t i t u t i o n . We b e l i e v e t h e s e p a r t n e r s s h o u l d have a 

chance to a d d r e s s t h i s body e i t h e r i n support or 

o p p o s i t i o n t o M i t c h e l l ' s a p p l i c a t i o n . And, f r a n k l y , 

we don't know which t h e y would do. We would note t h a t 

i t ' s d i f f i c u l t to b e l i e v e t h a t M i t c h e l l has made a 

good f a i t h , d i l i g e n t e f f o r t to p r o v i d e such n o t i c e . 

Thank you, Mr. Examiner. 

EXAMINER STOGNER: Thank you, Mr. C a v i n . 

Mr. K e l l a h i n . 

MR. KELLAHIN: Couple of q u i c k p o i n t s , Mr. 

Examiner. The e f f o r t s t h a t Mr. Smith has extended on 

b e h a l f of h i s company to r e a c h a v o l u n t a r y agreement 

have been e x h a u s t i v e . D e s p i t e h i s e f f o r t s , t h e 

p a r t i e s admit t h e r e i s no agreement. 

The i s s u e of n o t i f i c a t i o n t o t h e s e 

u n d i s c l o s e d p a r t n e r s i s a r e d h e r r i n g i n t h i s c a s e . 
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I t would s e t an u n u s u a l and onerous p r e c e d e n t f o r the 

examiner i n a s i t u a t i o n such as t h i s t o a l l o w a p a r t y 

t h a t has r e q u i r e d us to go through t h i s e x h a u s t i v e 

e f f o r t of compulsory p o o l i n g to f r u s t r a t e and escape 

p o o l i n g by, a t t h e l a s t minute, a week b e f o r e h e a r i n g , 

now t e l l i n g us f o r the f i r s t time t h e i d e n t i t y and 

a d d r e s s e s of some 15 or 16 i n d i v i d u a l s . Our 

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

w i t h r e p r e s e n t a t i o n s made to us w i t h r e g a r d s to t h a t 

i n t e r e s t , and we have i n good f a i t h c omplied w i t h t h a t 

o b l i g a t i o n . 

I t would be an u n u s u a l p r e c e d e n t to a l l o w a 

p a r t y being pooled a t the l a s t minute, a f t e r a l l t h i s 

e f f o r t , to then come i n and t e l l you they now have 10, 

20, 1,500 people t h a t t h e y ' r e a s s i g n i n g t h e i r i n t e r e s t 

t o . T h a t ' s not how we need to do t h i s . 

I must t e l l you about Mr. G a w l o s k i ' s 

geology t h a t Mr. S c o t t h a s n ' t a l r e a d y c o n f i r m e d f o r 

us. He admits t h a t Mr. Ga w l o s k i i s w e l l r e c o g n i z e d 

among h i s p e e r s as being v e r y good a t what he does, 

and p a r t of what he does i s not u n u s u a l f o r S e c t i o n 

28. I t ' s a development methodology t h a t M i t c h e l l i s 

u t i l i z i n g f o r t h e Morrow p l a y . I t ' s a h i g h - r i s k p l a y , 

and he's l o o k i n g f o r two l o c a t i o n s i n the s e c t i o n , and 

t h a t ' s the way you o p t i m i z e the development of the 
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s e c t i o n . You take your best t h i c k n e s s and your best 

s t r u c t u r a l p o s i t i o n , and the only way to accomplish 

that i s to stand them up. 

The notion t h a t S t r a t a i s s e r i o u s now about 

t h i s w e l l l o c a t i o n they have proposed today i n Section 

5 i s made r i d i c u l o u s when you look at the l a s t 

e x h i b i t s t h a t Mr. Cavin submitted to you. On the very 

face of those e x h i b i t s , every one of those three 

w e l l s , i n c l u d i n g t h i s one, i s s p e c i f i c a l l y i d e n t i f i e d 

to be a shallow, Delaware o i l w e l l . There i s no 

e f f o r t , no i n t e n t nor execution on t h e i r part to 

propose a south h a l f o r i e n t a t i o n . We think we've done 

a l l we need to do and more, and we would l i k e to have 

our forced pooling order. 

EXAMINER STOGNER: Thank you, Mr. 

K e l l a h i n . 

Does anybody e l s e have anything f u r t h e r i n 

Case 10,656? I f not, t h i s case w i l l be taken under 

advisement. 

Take a five-minute r e c e s s . 
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