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' a t i o n Oivisi0n 

This matter came on f o r hearing before the New 

Mexico O i l Conservation D i v i s i o n , DAVID K. BROOKS, JR., 

Hearing Examiner, on Thursday, May 22nd, 2003, a t t h e New 

Mexico Energy, Minerals and Nat u r a l Resources Department, 

1220 South Saint Francis Drive, Room 102, Santa Fe, New 

Mexico, Steven T. Brenner, C e r t i f i e d Court Reporter No. 7 

f o r the State of New Mexico. 
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WHEREUPON, the f o l l o w i n g proceedings were had a t 

8:59 a.m.: 

EXAMINER BROOKS: At t h i s time w e ' l l c a l l Case 

Number 13,071, the A p p l i c a t i o n of MYCO I n d u s t r i e s , I n c . , 

f o r compulsory p o o l i n g , Eddy County, New Mexico. 

C a l l f o r appearances. 

MR. CARR: May i t please the Examiner, my name i s 

W i l l i a m F. Carr w i t h the Santa Fe o f f i c e of Holland and 

Hart, L.L.P. We represent MYCO I n d u s t r i e s , I n c . , i n t h i s 

matter, and I have two witnesses. 

I would also request a t t h i s time t h a t you c a l l 

t h e f o l l o w i n g case. I t i s also a compulsory p o o l i n g case 

by MYCO. I t covers the other h a l f of the s e c t i o n which i s 

in v o l v e d . I t ' s p o o l i n g the same p a r t i e s . The evidence 

w i l l be — s u b s t a n t i a l l y between the two of them. We would 

request t h a t they be consolidated f o r purpose of hearing, 

w i t h separate orders t o issue. 

EXAMINER BROOKS: Any o b j e c t i o n t o t h e 

c o n s o l i d a t i o n , Mr. Bruce? 

MR. BRUCE: No, s i r . 

EXAMINER BROOKS: Very good, a t t h i s time w e ' l l 

c a l l Case Number 13,071 [ s i c ] , A p p l i c a t i o n of MYCO 

I n d u s t r i e s , I n c . , f o r compulsory p o o l i n g , Eddy County, New 

Mexico. 
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C a l l f o r appearances. 

MR. CARR: I ' d l i k e the rec o r d t o again note my 

appearance. 

EXAMINER BROOKS: Okay. Mr. Bruce? 

MR. BRUCE: I n both cases, Mr. Examiner, I'm 

e n t e r i n g my appearance on behalf of Chisolm T r a i l Ventures; 

Keystone, Incorporated; Lee M. Bass, I n c o r p o r a t e d ; Sid R. 

Bass, In c o r p o r a t e d ; Thru Line, Inc. — "Thru" i s s p e l l e d 

T-h-r-u — and Bass Enterprises Production Company. 

I have one witness. 

EXAMINER BROOKS: Very w e l l , Cases Numbers 13,071 

and 13,072 w i l l be consolidated f o r the purposes of 

hearing. 

W i l l the witnesses please stand t o be sworn, a l l 

the witnesses? 

(Thereupon, the witnesses were sworn.) 

EXAMINER BROOKS: Could you please repeat the 

p a r t i e s you represent, Mr. Bruce? 

MR. BRUCE: Chisolm T r a i l Ventures; Lee M. Bass, 

In c o r p o r a t e d ; Sid R. Bass, Incorporated; Keystone, 

I n c o r p o r a t e d ; Thru Line, Incorporated; and Bass E n t e r p r i s e s 

Production Company. 

EXAMINER BROOKS: Thank you, Mr. Bruce. 

You may proceed when ready, Mr. Carr. 

MR. CARR: Thank you, Mr. Examiner. 

STEVEN T. BRENNER, CCR 
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SHARI PARR HODGES, 

the witness h e r e i n , a f t e r having been f i r s t d u l y sworn upon 

her oath, was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. CARR: 

Q. Would you s t a t e your name f o r the re c o r d , please? 

A. Shari Darr Hodges. 

Q. Miss Hodges, where do you reside? 

A. A r t e s i a , New Mexico. 

Q. By whom are you employed? 

A. MYCO I n d u s t r i e s , I n c . 

Q. And what i s your p o s i t i o n w i t h MYCO I n d u s t r i e s , 

I n c . ? 

A. Land manager. 

Q. Have you p r e v i o u s l y t e s t i f i e d before the New 

Mexico O i l Conservation D i v i s i o n ? 

A. Yes, s i r . 

Q. At t h a t time were your c r e d e n t i a l s as an expert 

i n petroleum land matters accepted and made a matter of 

record? 

A. Yes, s i r . 

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

MYCO i n each of the consolidated cases? 

A. Yes, s i r . 

Q. Are you f a m i l i a r w i t h the s t a t u s of t h e lands i n 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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each o f the su b j e c t spacing u n i t s ? 

A. Yes, s i r . 

MR. CARR: Are Ms. Hodges' q u a l i f i c a t i o n s 

acceptable? 

EXAMINER BROOKS: They are accepted. Or — I'm 

s o r r y , Mr. Bruce, any objection? 

MR. BRUCE: I have no o b j e c t i o n . 

EXAMINER BROOKS: They are accepted. 

Q. (By Mr. Carr) Ms. Hodges, would you b r i e f l y 

s t a t e what MYCO seeks i n each of these cases? 

A. I n Case Number 13,071 we're seeking an order t o 

pool a l l the minerals i n a l l the formations from the 

surface t o the base of the Morrow fo r m a t i o n i n Section 31 

of Township 21 South, Range 28 East, i n Eddy County, New 

Mexico, as t o the west h a l f a l l formations and/or pools 

developed on 320-acre spacing, as t o the southwest q u a r t e r 

f o r a l l formations and/or pools developed on 160-acre 

spacing, and as t o the northwest q u a r t e r , southwest 

q u a r t e r , f o r a l l formations and/or pools developed on 40-

acre spacing, t o be dedicated t o our Juneau "31" Fee Com 

Number 1 w e l l , t o be d r i l l e d a t a standard gas w e l l 

l o c a t i o n i n U n i t L e t t e r L. 

Q. What about i n Case 13,072? 

A. We're seeking an order t o pool a l l minerals i n 

a l l formations from the surface t o the base of th e Morrow 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



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 

9 

fo r m a t i o n i n Section 31 of Township 21 South, Range 28 

East, i n Eddy County, New Mexico, as t o the east h a l f f o r 

a l l formations and/or pools developed on 320-acre spacing, 

as t o the southeast q u a r t e r f o r a l l formations and/or pools 

developed on 160-acre spacing, and as t o the southeast 

q u a r t e r , southeast q u a r t e r , f o r a l l formations and/or pools 

developed on 40-acre spacing, t o be dedicated t o our 

Panther C i t y "31" Federal Com Number 1, t o be d r i l l e d a t a 

l e g a l l o c a t i o n f o r a standard gas w e l l , U n i t L e t t e r P. 

Q. Let's go t o what has been marked f o r 

i d e n t i f i c a t i o n as MYCO E x h i b i t Number 1. Would you 

i d e n t i f y these and review them f o r the Examiner? 

A. E x h i b i t Number 1 i s a c t u a l l y two p l a t s , t he f i r s t 

p l a t being the p l a t f o r the Juneau "31" Federal Com Number 

1. Y o u ' l l see t h a t i t ' s the west h a l f of Section 31. The 

ye l l o w acreage i s MYCO and i t s p a r t n e r s ' acreage. The 

green h i g h l i g h t e d acreage i s the Bass group acreage. And 

the red dot i s where we plan t o l o c a t e our w e l l . 

Q. I n the Juneau "31" Federal Com Number 1, MYCO has 

75 percent of the working i n t e r e s t ; i s n ' t t h a t c o r r e c t ? 

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

Q. A l l r i g h t , l e t ' s go t o the second page of E x h i b i t 

1. What i s t h i s ? 

A. This page shows the p r o r a t i o n u n i t f o r the 

Panther C i t y Federal "31" Com Number 1, and the green 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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acreage, once again, i s Bass, the yellow acreage i s MYCO, 

and t h e red dot i s where we plan t o have our w e l l . 

Q. I n t h i s p a r t i c u l a r w e l l , MYCO would own 25 

percent of the working i n t e r e s t ? 

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

Q. What are the primary o b j e c t i v e s i n the proposed 

w e l l ? 

A. Morrow, Strawn and Wolfcamp. 

Q. And what i n t e r e s t s are s u b j e c t t o pooling? 

A. We are — Based on i n f o r m a t i o n provided by Bass, 

we're here t o f o r c e pool Chisolm T r a i l Ventures; Keystone, 

I n c . ; Lee M. Bass, I n c . ; Sid R. Bass, I n c . ; Thru Line, 

I n c . ; and Bass Enterprises Production Company. 

Q. A l l of these companies are Bass-related e n t i t i e s ; 

i s t h a t your understanding? 

A. Yes, s i r , t h a t ' s my understanding. 

Q. Are t h e r e other i n t e r e s t owners i n each of these 

w e l l s ? 

A. Yes, s i r , t h e r e are a t o t a l o f , besides MYCO, 

e i g h t other owners. 

Q. And who are they? 

A. They are — A c t u a l l y , there's t h r e e Yates 

e n t i t i e s . That would be MYCO, Yates D r i l l i n g and Abo. And 

then t h e r e are s i x other e n t i t i e s . They are Upside, LLC; 

Jasha C u l t r e r i ; Prospector, LLC; P a r r o t Head P r o p e r t i e s ; 

STEVEN T. BRENNER, CCR 
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B r i a n Reid; and David Godsey. 

Q. There was a company i n th e r e whose name I d i d n ' t 

understand. I t may need t o be s p e l l e d . What was t h e — 

A. Jasha, and t h a t i s J-a-s-h-a, l a s t name C u l t r e r i , 

C - u - l - t - r - e - r - i . 

Q. A l l r i g h t , l e t ' s go t o what has been marked MYCO 

E x h i b i t Number 2. Would you i d e n t i f y t h i s and review i t ? 

A. E x h i b i t Number 2 i s a p i l e of correspondence 

we've had w i t h Bass. And since i t ' s such a l a r g e e x h i b i t , 

we created a summary. The summary i s the f i r s t f i v e pages 

of t h i s e x h i b i t . 

And as you can see by l o o k i n g a t t h i s e x h i b i t , we 

s t a r t e d communicating w i t h Bass on t h i s area i n August of 

2001. And t h i s area, j u s t t o s o r t of get us a l l i n the 

same spot, i s the western edge of the Big Eddy U n i t . And 

du r i n g t h i s time w i t h Bass, you can see by g l a n c i n g through 

t h a t we have supplied w e l l l o g i n f o r m a t i o n on w e l l s t h a t 

they have requested i n f o r m a t i o n on. We've communicated 

t h i n g s t h a t we've heard about other w e l l s i n t h e area t h a t 

we d i d n ' t know whether or not Bass knew about, because we 

wanted t o share the i n f o r m a t i o n w i t h them. And we've sent 

them v a r i o u s proposals on d i f f e r e n t o p tions on how we might 

be able t o develop t h i s area. 

During t h i s time a l s o , we've bought our fee 

leases t w i c e . We bought them once, t h e i r primary term 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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lapsed, we bought them again, they're now i n t h e i r second 

term. 

And Bass's leases, as you may or may not know, 

are t h e Big Eddy U n i t leases which have been h e l d by t h a t 

u n i t , my understanding, as I t h i n k B i l l s a i d , i n t h e 1950s. 

So those leases have been t h e r e v i r t u a l l y 

undeveloped since the 1950s, and we are now ready t o 

develop them. We f e e l t h a t we've waited as long as we can. 

We have a r i g a v a i l a b l e , we have p a r t n e r s ready, and MYCO 

i s ready, w i l l i n g and able t o d r i l l the w e l l s . Up u n t i l as 

l a t e as yesterday afternoon, I was n e g o t i a t i n g w i t h Bass i n 

an e f f o r t t o avoid being here today. We d i d n ' t see any 

o p t i o n , we d i d n ' t get a d e c i s i o n , so we're here today. 

Q. I n the course of these n e g o t i a t i o n s , have you 

also had personal meetings w i t h r e p r e s e n t a t i v e s of Bass? 

A. Yes, s i r , we went t o Midland t o meet w i t h Bass. 

Q. And you've also met w i t h them i n F o r t Worth, have 

you not? 

A. I had one meeting i n For t Worth. 

Q. Let's go t o what has been marked as MYCO's 

E x h i b i t Number 3. Would you i d e n t i f y those, please? 

A. E x h i b i t Number 3 i s an AFE f o r the Juneau "31" 

Fee Com Number 1 and the Panther C i t y "31" Federal Com 

Number 1. 

Q. And are the t o t a l s i d e n t i c a l f o r both w e l l s ? 

STEVEN T. BRENNER, CCR 
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A. Yes, s i r , they are. 

Q. Would you review those t o t a l s , please? 

A. Dryhole cost of $698,000 and completed w e l l 

$1,162,600. 

Q. Ms. Hodges, are these costs i n l i n e w i t h a c t u a l 

costs i n c u r r e d by MYCO i n d r i l l i n g s i m i l a r w e l l s i n t h e 

area? 

A. Yes, s i r . We have d r i l l e d f i v e Morrow w e l l s 

d i r e c t — the west — r i g h t o f f t h i s prospect. And we base 

these AFEs on those costs t h a t we have i n c u r r e d and 

experienced by d r i l l i n g those w e l l s . 

Q. I s MYCO E x h i b i t Number 4 the accounting 

procedures f o r j o i n t operations attached t o the j o i n t 

o p e r a t i n g agreement f o r each of these w e l l s ? 

A. Yes, s i r . 

Q. And t h i s i s the accounting procedure t h a t ' s been 

approved by other i n t e r e s t owners who are v o l u n t a r i l y 

p a r t i c i p a t i n g i n the well? 

A. Yes, s i r . 

Q. Do these accounting procedures provide f o r 

p e r i o d i c adjustment of overhead and a d m i n i s t r a t i v e costs? 

A. Yes, s i r . 

Q. That's set out i n Section I I I on page 3? 

A. Yes, s i r . 

Q. There's an annual adjustment A p r i l 1st of each 

STEVEN T. BRENNER, CCR 
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year? 

A. Yes, s i r . 

Q. Does MYCO request t h a t the overhead and 

a d m i n i s t r a t i v e costs set by the orders r e s u l t i n g from t h i s 

h e a r i n g a l s o provide they be adjusted i n accordance w i t h 

these procedures? 

A. Yes, s i r . 

Q. What are the overhead and a d m i n i s t r a t i v e costs 

t h a t MYCO i s seeking w h i l e d r i l l i n g t h i s w e l l and als o 

w h i l e producing i t i f , i n f a c t , i t i s successful? 

A. While d r i l l i n g $6200 a month, w h i l e producing 

$620. 

Q. And how do these compare t o the Ernst and Young 

f i g u r e s f o r w e l l s a t t h i s depth? 

A. They're c o n s i s t e n t and a c t u a l l y lower than t h a t , 

and t h e y ' r e also lower than an ope r a t i n g agreement we 

rece i v e d from Bass r e c e n t l y . 

Q. You recommend t h a t these f i g u r e s be in c o r p o r a t e d 

i n t o t h e orders t h a t r e s u l t from t h i s hearing? 

A. Yes, s i r , we do. 

Q. Does MYCO I n d u s t r i e s , I n c . , seek t o be designated 

the operator of the proposed wells? 

A. Yes, s i r , we do. As I mentioned a moment ago, 

MYCO has operated f i v e w e l l s i n t h a t immediate area, and 

i t ' s a r a t h e r d i f f i c u l t area. And we've had some problems, 

STEVEN T. BRENNER, CCR 
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we've overcome the problems, we've pa i d f o r some expensive 

lessons. We'd l i k e t o take those w i t h us and d r i l l these 

w e l l s as w e l l , as opposed t o having someone els e operate 

and perhaps having t o pay f o r the same lesson again. 

Q. I s E x h i b i t Number 5 an a f f i d a v i t c o n f i r m i n g t h a t 

n o t i c e of t h i s hearing has been provided i n accordance w i t h 

the Rules of the D i v i s i o n ? 

A. Yes, s i r . 

Q. Were E x h i b i t s 1 through 5 e i t h e r prepared by you 

or compiled under your d i r e c t i o n ? 

A. Yes, s i r . 

MR. CARR: At t h i s time, Mr. Examiner, we move 

th e admission i n t o evidence of MYCO E x h i b i t s 1 through 5. 

EXAMINER BROOKS: Objection? 

MR. BRUCE: No o b j e c t i o n . 

EXAMINER BROOKS: One through 5 admitted. 

MR. CARR: That concludes my d i r e c t examination 

of Ms. Hodges. 

EXAMINATION 

BY EXAMINER BROOKS: 

Q. Well, the AFE t h a t ' s E x h i b i t 3 seems t o me t o be 

decidedly on the modest side f o r — This i s a 12,500-foot 

w e l l — 

A. Yes, s i r . 

Q. — i s t h a t c o r r e c t ? 

STEVEN T. BRENNER, CCR 
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A. Yes, s i r . 

Q. You sa i d t h i s was a d i f f i c u l t area. I'm 

su r p r i s e d you don't — i t doesn't cost you more. I s t h e r e 

any reason f o r t h i s being a r e l a t i v e l y low AFE f o r t h a t 

depth? 

A. Well, MYCO I n d u s t r i e s , I n c . , i s i n v o l v e d w i t h 

Yates Petroleum Corporation, we are a third-owner i n Yates 

Petroleum Corporation. And by having t h a t p o s i t i o n i n New 

Mexico we b e n e f i t from having some good r e l a t i o n s h i p s w i t h 

the d r i l l i n g r i g s and a l o t of the c o n t r a c t o r s , and we are 

able t o keep our costs down, and t h a t helps a l o t . 

Q. Very good. 

A. Yes, s i r . 

Q. Now, you've i d e n t i f i e d some other p a r t i e s . Which 

of those are MYCO — or MYCO/Yates-related e n t i t i e s ? Are 

any of them outsi d e e n t i t i e s ? 

A. Yes, s i r , the only t h r e e t h a t are Yates e n t i t i e s 

are MYCO I n d u s t r i e s , I n c . , Abo Petroleum Corporation, and 

Yates D r i l l i n g Company. 

A l l t he others, the s i x o t h e r s , are o u t s i d e of 

the Yates group. 

Q. That was Abo Petroleum — 

A. — Corporation, yes, s i r . 

Q. — Corporation, and Yates D r i l l i n g ? 

A. Yates D r i l l i n g Company. 
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Q. And the other people you l i s t e d are o u t s i d e 

p a r t i e s t h a t are not associated w i t h e i t h e r Yates or Bass? 

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

Q. Now, Yates owns — I mean MYCO — I s t h e 

ownership, 75 and 25, i s t h a t the t o t a l f o r t h e MYCO group? 

A. Yes, s i r . 

Q. Okay. 

A. The 25 percent would be t o t a l MYCO group. 

A. And how much i s the t o t a l f o r the Bass group? 

A. Well, i n the one w e l l on the west h a l f they have 

25 percent, and on the east h a l f 75 percent. 

Q. Okay, so — Well, what about the other people? 

You know, t h a t doesn't leave anything f o r the other people. 

A. Okay, I'm s o r r y , l e t me c l a r i f y what I was 

saying. On the west h a l f — 

Q. Yeah. 

A. — the yellow acreage, which i s 75 percent of 

t h a t p r o r a t i o n u n i t , MYCO and those other e n t i t i e s t h a t are 

non-Bass own t h a t — share t h a t lease — 

Q. Right. 

A. — and then — So the 75 percent includes those 

o t h e r e n t i t i e s , the Yates e n t i t i e s and the other e n t i t i e s . 

And on the east h a l f the same holds t r u e . Of the 

25 percent, i t ' s MYCO and the Yates e n t i t i e s and the non-

Bass e n t i t i e s . 
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Q. So the Bass people have 25 percent of the west 

h a l f — 

A. Yes, s i r . 

Q. — and 75 percent of the east h a l f ? 

A. Yes, s i r . 

Q. And these outside e n t i t i e s , are they being f o r c e -

pooled or — 

A. No, s i r . No, s i r , they are not. 

Q. Have they entered i n t o an o p e r a t i n g agreement — 

A. Yes, s i r , they have. 

Q. — w i t h MYCO? 

A. They sure have. 

Q. Have they agreed t o the proposal f o r these wells? 

A. I n theory, yes, s i r , they have. 

Q. When you say i n theory, they have not given 

w r i t t e n consent? 

A. That i s c o r r e c t , other than they've been a p a r t y 

t o a l l of the documents w i t h Bass, and we're j u s t w a i t i n g 

t o get the paperwork c i r c u l a t e d t o them. They are a l l i n 

agreement. 

Q. Okay. 

A. We have an arrangement w i t h them t h a t a llows them 

t o p a r t i c i p a t e under the operating agreement or do t h e 

nonconsent or farmout, so we have a r e a l t i g h t arrangement 

w i t h them. 
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Q. Yeah, okay. 

A. So i t ' s v i r t u a l l y wrapped up. 

Q. And they are p a r t i e s t o an op e r a t i n g agreement 

t h a t names MYCO as the operator? 

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

EXAMINER BROOKS: Okay, I t h i n k t h a t ' s a l l I 

have. 

Mr. Catanach? 

EXAMINER CATANACH: Just one. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Ms. Hodges, i t seems t o me t h a t you've mostly 

d e a l t w i t h Mr. Wayne Bailey. I s he p r e t t y much — Does he 

represent t h a t group? 

A. That's my understanding. Wayne i s the only one 

t h a t I've d e a l t w i t h , t h a t ' s t r u e . 

EXAMINER CATANACH: Okay. 

EXAMINER BROOKS: Thank you. 

THE WITNESS: Thank you. 

MR. BRUCE: Mr. Examiner, I have a few questions. 

EXAMINER BROOKS: I'm so r r y , I should have l e t 

you examine before I d i d . 

MR. BRUCE: I j u s t have a couple. 

EXAMINER BROOKS: I have a tendency t o do t h a t . 

Go ahead. 

STEVEN T. 
(505) 
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CROSS-EXAMINATION 

BY MR. BRUCE: 

Q. Ms. Hodges, i n what order do you propose d r i l l i n g 

t h e w e l l , does MYCO propose d r i l l i n g the w e l l ? 

A. We propose t o d r i l l the Juneau "31" Fee Com 

Number 1 f i r s t . 

Q. That's the west h a l f ? 

A. That's the west h a l f , yes, s i r . And we h o p e f u l l y 

w i l l do t h a t i n the next two or thr e e — s t a r t that' i n the 

next two or th r e e weeks. 

Q. I s t h e r e some time deadline t h a t mandates t h a t 

two or t h r e e weeks? 

A. We have a r i g a v a i l a b l e t h a t we would l i k e t o use 

t h e r e . I t ' s a r i g t h a t we're f a m i l i a r w i t h , a crew t h a t 

we're very comfortable w i t h . As I sa i d a moment ago, i t ' s 

a very dangerous d r i l l i n g spot, and t h a t ' s the r i g we would 

p r e f e r t o use here. 

Q. What i s the acreage on the west h a l f ? 

A. You mean what type of ownership? 

Q. No, no, no, no. What i s the t o t a l acreage, 

number of acres? 

A. 320, more or les s . There are some l o t s i n t h e r e . 

Q. Okay. I s i t a standard-sized u n i t ? 

A. Yes, s i r . 

Q. Now, i t ' s not h i g h l i g h t e d on your E x h i b i t 1, but 
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i s MYCO c u r r e n t l y d r i l l i n g a w e l l i n the east h a l f of 

Section 36, immediately t o the west of your Juneau w e l l , 

proposed — 

A. No, s i r , we're not d r i l l i n g i t ; we have d r i l l e d 

i t . 

Q. You have d r i l l e d i t ? 

A. I t ' s been d r i l l e d , yes, s i r . 

Q. Has i t been completed? 

A. No, s i r . 

Q. Has i t been logged? 

A. Yes, s i r . 

Q. Are ther e any problems w i t h the w e l l ? 

A. I don't know t h a t I'm a t l i b e r t y t o discuss t h a t 

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

Q. Does t h a t w e l l i n f l u e n c e the d r i l l i n g of t h i s 

Juneau w e l l ? 

A. Well, t h a t ' s probably more of a geology quest i o n , 

and I can gi v e you what I've gleaned from t h i s area, but 

I'm not an expert. And t h a t i s t h a t f o r the most p a r t one 

w e l l does not r e a l l y i n f l u e n c e the next. And I t h i n k t h a t 

maybe Mr. Reid can e n l i g h t e n you a l i t t l e more, because I'm 

j u s t — I don't t h i n k so, i s my op i n i o n — 

Q. Okay. 

A. — t o answer your question. 

MR. BRUCE: I have nothing f u r t h e r , Mr. Examiner. 
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EXAMINER BROOKS: Your testimony a moment ago 

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

Do you have an exact acreage, Mr. Carr? 

MR. CARR: No, I don't. 

EXAMINER BROOKS: Okay — 

MR. CARR: But I can provide — 

EXAMINER BROOKS: — i f you f i n d out i f i t ' s 

under the 32 0 — 

MR. CARR: I w i l l l e t you know t h a t . 

EXAMINER BROOKS: — please advise me. 

I b e l i e v e t h a t ' s a l l I have. Anything e l s e from 

t h i s witness? Okay, beg the p a r t i e s ' indulgence. I would 

l i k e t o c a l l a fi v e - m i n u t e recess a t t h i s t ime. 

(Thereupon, a recess was taken a t 9:19 a.m.) 

(The f o l l o w i n g proceedings had a t 9:24 a.m.) 

EXAMINER BROOKS: Okay, we're ready t o proceed 

again. 

MR. CARR: May i t please the Examiner, a t t h i s 

time we c a l l B r i a n Reid. 

BRIAN REID. 

the witness h e r e i n , a f t e r having 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 : 

DIRECT EXAMINATION 

BY MR. CARR: 

Q. Would you s t a t e your neime and place o f residence? 

STEVEN T. BRENNER, CCR 
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A. Br i a n Reid, Midland, Texas. 

Q. How do you s p e l l your l a s t name? 

A. My l a s t name i s R-e-i-d. 

Q. By whom are you employed? 

A. Featherstone Development Corporation. 

Q. And what i s the r e l a t i o n s h i p of Featherstone t o 

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

A. Featherstone i s a p a r t i c i p a n t i n the p r o j e c t and 

i n t he d r i l l i n g of several of the other w e l l s i n the area, 

through the other companies t h a t you asked about e a r l i e r , 

t h a t are not MYCO companies. 

Q. What i s your r e l a t i o n s h i p t o t h i s p r o j e c t ? 

A. As p a r t of t h a t p a r t i c i p a t i o n i n Featherstone 

development, I provide geologic support f o r t h e d r i l l i n g . 

Q. You're the g e o l o g i s t on the p r o j e c t ? 

A. I am. 

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

D i v i s i o n ? 

A. I have not. 

Q. Could you review f o r the Examiners your 

e d u c a t i o n a l background? 

A. I received a bachelor of a r t s degree from T r i n i t y 

U n i v e r s i t y i n geology i n 1979. I received a master of 

science degree i n geology from Miami U n i v e r s i t y i n Ohio. 

Q. Summarize your work experience. 
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A. A f t e r my schooling I went t o work f o r Exxon 

Company, USA. I worked f o r Exxon f o r 13 years, the l a s t 

f o u r years of which were i n Midland, working the Permian 

Basin, p r i m a r i l y southeast New Mexico. A f t e r l e a v i n g Exxon 

I worked as an independent co n s u l t a n t i n Midland, p r i m a r i l y 

d e a l i n g w i t h the Permian Basin. And f o r the l a s t two years 

I've worked f o r Featherstone Development. A l l of t h i s work 

has been as a petroleum g e o l o g i s t . 

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

each of these cases? 

A. Yes, s i r . 

Q. Have you made a study of the area which i s the 

su b j e c t of these A p p l i c a t i o n s ? 

A. I have. 

Q. Are you prepared t o share the r e s u l t s of your 

work w i t h the Examiners? 

A. Yes, s i r . 

MR. CARR: Are the witness's q u a l i f i c a t i o n s 

acceptable? 

EXAMINER BROOKS: Any obj e c t i o n ? 

MR. BRUCE: No o b j e c t i o n . 

EXAMINER BROOKS: He's q u a l i f i e d . 

Q. (By Mr. Carr) B a s i c a l l y , Mr. Reid, what i s the 

purpose of your testimony here today? 

A. The purpose of my testimony i s t o discuss t h e 
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r i s k i n v o l v e d i n d r i l l i n g Morrow w e l l s , s p e c i f i c a l l y those 

two t h a t are proposed. 

Q. And the primary o b j e c t i v e i n t h i s w e l l i s the 

Morrow formation? 

A. I s the Morrow forma t i o n , the East Carlsbad Gas 

Pool. 

Q. East Carlsbad-Morrow Gas Pool? 

A. I'm s o r r y , East Carlsbad-Morrow Gas Pool. 

Q. Are the r e secondary o b j e c t i v e s ? 

A. The Strawn formation and the Wolfcamp f o r m a t i o n 

have produced i n the area, and we w i l l look a t them and 

evaluate them. But they're not such t h a t they would cause 

th e w e l l t o be commercial. We're r e a l l y f o c u s i n g on the 

Morrow. We need a good Morrow w e l l t o make the w e l l 

commercial. 

Q. I f you don't have a good Morrow zone, you're not 

r e a l l y l o o k i n g a t the Strawn and the Wolfcamp as changing 

t h i s t o a paying w e l l ; i t ' s j u s t t o help you o f f s e t your 

loss? 

A. I t ' s not l i k e l y t h a t those two formations would -

Q. Could you g e n e r a l l y describe the Morrow f o r m a t i o n 

i n t h i s area? 

A. I n the s p e c i f i c area of these w e l l s , i t ' s very 

s i m i l a r t o the r e g i o n a l Morrow. The Morrow occurs as sand-
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f i l l e d channels. I n t h i s area they run g e n e r a l l y northwest 

t o southeast. The amount of sand t h a t you encounter i n 

these channels i s q u i t e v a r i a b l e . They pinch out r a p i d l y 

l a t e r a l l y , and even w i t h i n the channels o f t e n the sand i s 

not present. 

I n a d d i t i o n t o t h a t , the p r o d u c t i o n from t h e sand 

i s somewhat un p r e d i c t a b l e . Even w e l l s t h a t have, say, tens 

of f e e t of sand may not produce i n paying q u a n t i t i e s or 

commercial q u a n t i t i e s . So there's the u n p r e d i c t a b i l i t y of 

t h e r e s e r v o i r performance as w e l l as the amount of sand 

present. 

Q. Let's go t o MYCO E x h i b i t Number 6. Would you 

i d e n t i f y t h i s and review the i n f o r m a t i o n on the e x h i b i t f o r 

the Examiner? 

A. This i s a n i n e - s e c t i o n p l a t showing the 

p e n e t r a t i o n s of the Morrow i n the general area of t h e 

proposed w e l l s . I t shows of the w e l l s t h a t have been 

completed the amount of gas t h a t ' s been produced i n 

m i l l i o n s of cubic f e e t . I f there's a red c i r c l e on the 

w e l l , then i t ' s been productive of gas from the Morrow. 

And the number i s i n m i l l i o n s . 

There have been 14 p e n e t r a t i o n s t o date of t h e 

Morrow i n t h i s immediate area. Nine of them have had 

completions attempted. And of those nine, f o u r have been 

commercial w e l l s . 
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Q. What you're doing, a c t u a l l y , i s stepping out t o 

the southeast from an area i n which t h e r e has been 

development, c o r r e c t ? 

A. You can see the d e n s i t y of the w e l l s on the west 

si d e of the map i s q u i t e a b i t more than the center and the 

east, and some of those are MYCO w e l l s , and we're t r y i n g t o 

continue the development t h a t we've accomplished t h e r e t o 

the east i n t o Section 31. 

Q. And a dryhole cost f o r a w e l l i n t h e area i s 

approximately what? 

A. I t i s almost $700,000. 

Q. And the success r a t i o i n t h i s area i s t o date 

f o u r out of 14 attempts; i s t h a t r i g h t ? 

A. That's c o r r e c t . 

Q. And even i f you make a w e l l , t h e r e i s a chance 

you wouldn't have a commercial w e l l ? 

A. That's c o r r e c t , many have not been commercial. 

Q. Are you prepared t o make a recommendation t o the 

Examiners as t o the r i s k p e nalty t h a t should be assessed 

a g a i n s t any i n t e r e s t s not v o l u n t a r i l y committed t o t h e 

we l l ? 

A. Yes, I am. 

Q. And what i s th a t ? 

A. Two hundred percent. 

Q. I n your o p i n i o n , do you b e l i e v e t h a t g r a n t i n g 
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t h i s A p p l i c a t i o n and approving a 200-percent r i s k p e n a l t y 

w i l l be i n the best i n t e r e s t s of conservation, t h e 

pre v e n t i o n of waste and the p r o t e c t i o n of c o r r e l a t i v e 

r i g h t s ? 

A. Yes, s i r , I do. 

Q. And how soon could MYCO go forward w i t h t h e 

a c t u a l commencement of d r i l l i n g ? 

A. I t ' s my understanding t h a t the r i g i s a v a i l a b l e 

and under c o n t r a c t as soon as i t f i n i s h e s a w e l l , i t ' s 

a v a i l a b l e t o d r i l l on these l o c a t i o n s i n two or t h r e e 

weeks. 

Q. Was E x h i b i t 6 prepared by you? 

A. Yes, i t was. 

MR. CARR: At t h i s time, Mr. Examiner, we move 

the admission i n t o evidence of MYCO E x h i b i t Number 6. 

EXAMINER BROOKS: Objection? 

MR. BRUCE: No o b j e c t i o n . 

EXAMINER BROOKS: Six i s admitted. 

MR. CARR: And t h a t concludes our d i r e c t 

examination of Mr. Reid. 

EXAMINER BROOKS: Mr. Bruce? We'll f o l l o w proper 

form t h i s time. 

CROSS-EXAMINATION 

BY MR. BRUCE: 

Q. Mr. Reid, I ' l l s t a r t o f f w i t h t he qu e s t i o n I 
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asked Ms. Hodges. What i s the s t a t u s of the A u s t i n Number 

2 w e l l i n the southeast quarter of Section 3 6? 

A. I don't know the l a t e s t up-to-date s t a t u s of the 

w e l l . I have — I provide geologic i n f o r m a t i o n t o MYCO, 

but I'm not p r i v y t o t h e i r management discussions of the 

w e l l s . The l a s t time I t a l k e d t o them, i t was my 

understanding t h a t they intended t o complete t h e w e l l , so I 

marked i t on my map as completing, and I don't know the 

l a t e s t developments i n the attempts i n t h a t completion, or 

t h e i r — 

Q. Completing — 

A. — or t h e i r i n t e n t i o n t o complete i t . 

Q. Completing i n the Morrow? 

A. Possibly. 

Q. You don't know which zone they're going t o 

complete the w e l l in? 

A. The l a s t time t h a t I t a l k e d t o them, they were 

d i s c u s s i n g t h a t completion i n the Morrow, and I b e l i e v e 

they w i l l attempt i t . 

Q. Do you know i f i t ' s the upper Morrow, middle 

Morrow, lower Morrow? 

A. I know t h a t t h e r e are sands t h a t could be 

completed i n e i t h e r the middle or the lower. 

Q. What thickness — Have you looked a t the logs on 

t h a t w e l l ? 
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A. I have looked a t the logs. 

Q. Now, have you done any geologic e v a l u a t i o n of 

t h i s w e l l , of the A u s t i n Number 2 and the Juneau Number 1? 

A. The Juneau i s proposed, so I don't have any 

a d d i t i o n a l geologic i n f o r m a t i o n on t h a t w e l l . But I have 

seen t h e logs on the A u s t i n Number 1 — Number 2. 

Q. That's not the question. Have you prepared a 

g e o l o g i c a l e v a l u a t i o n of these wells? 

A. Of the proposed wells? 

Q. Yes. 

A. Yes, I have. 

Q. Okay. Have you prepared maps? Do you have any 

idea what you p r o j e c t as the Morrow thickness? Do you have 

gross-pay maps, net-pay maps? 

A. I have made maps before the A u s t i n was d r i l l e d , 

and I have updated those maps w i t h the i n f o r m a t i o n t h a t the 

A u s t i n provided, so... 

Q. And what do they show? I mean, you d i d n ' t b r i n g 

them w i t h you today? 

A. I d i d n ' t b r i n g them w i t h me today. 

Q. Why not? 

A. Because the nature of the Morrow sands i s such 

t h a t t he channels are very u n p r e d i c t a b l e , and as I 

t e s t i f i e d , the amount of sand present from w e l l t o w e l l 

v a r i e s g r e a t l y . 
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Q. So geology i s not valuable i n e v a l u a t i n g t h i s 

prospect? 

A. There i s a l o t of u n c e r t a i n t y i n the geology, 

and... 

Q. What i s the middle Morrow thi c k n e s s i n the A u s t i n 

Number 2 ? 

A. I'm not a t l i b e r t y t o discuss t h a t . 

MR. BRUCE: Mr. Examiner, I ' d request t h a t he be 

r e q u i r e d t o t e s t i f y about t h a t i n f o r m a t i o n . We t h i n k i t ' s 

r e l e v a n t t o the d r i l l i n g of these two w e l l s . 

EXAMINER BROOKS: Mr. Carr? 

MR. CARR: The testimony i s t h a t one w e l l has 

r e a l l y no d i r e c t bearing on the development of another. 

Heyco i s going forward developing — I'm s o r r y , MYCO going 

forward developing what i t can out here w h i l e i t ' s f o r two 

years been t r y i n g t o deal w i t h t h a t . 

At t h i s p o i n t i n time i t seems t o me t h a t t o use 

these proceedings simply t o t r y and r i d e t he smaller 

company i s i n a p p r o p r i a t e . The data i s not something we're 

usi n g t o base our testimony on or our request f o r a r i s k 

p e n a l t y , and i t ' s i n a p p r o p r i a t e t o r e q u i r e t h a t they s t a r t 

u s ing t h i s — be allowed t o use t h i s hearing as a f i s h i n g 

process. 

You can see t h a t the success r a t i o here i n the 

evidence we have presented e s t a b l i s h e s the r i s k p e n a l t y , 
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and we do not b e l i e v e we should be r e q u i r e d t o show 

a d d i t i o n a l i n f o r m a t i o n t h a t we have not e l e c t e d t o use t h a t 

we a t t h i s p o i n t i n time consider p r o p r i e t a r y . 

MR. BRUCE: Mr. Examiner, t h a t ' s the f i r s t time 

I've heard the Yates e n t i t i e s be c a l l e d small companies. 

But — 

MR. CARR: I o b j e c t t o t h a t . They're not a l l the 

same, and MYCO i s n ' t Yates Petroleum. Mr. Bruce knows 

t h a t . 

MR. BRUCE: Mr. Examiner, i n v i r t u a l l y every case 

before you i n a f o r c e p o o l i n g case they come forward w i t h 

geology t o present g e o l o g i c a l r i s k i n v o l v e d t o t e s t i f y 

about the r i s k i n v o l ved i n d r i l l i n g t h i s w e l l . We t h i n k 

i t ' s completely r e l e v a n t , not only t o g i v i n g the other 

companies an idea as t o whether t o p a r t i c i p a t e i n the w e l l , 

but a l s o t o j u s t i f y t h e i r r i s k . I don't t h i n k mere 

p r o d u c t i o n data i s s u f f i c i e n t . I t h i n k t h a t data i s 

r e l e v a n t t o t h i s case, t o both cases, and should be 

produced. 

EXAMINER BROOKS: Well, i t ' s not r e a l l y p r a c t i c a l 

t o r e q u i r e a witness t o produce something they haven't 

brought w i t h them i n the context of our Examiner Hearings. 

However, I w i l l a l l ow you t o ask the question. 

I w i l l o v e r r u l e the o b j e c t i o n , because I take i t 

Mr. Carr has interposed an o b j e c t i o n of t r a d e s e c r e t , and I 
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don't b e l i e v e t h a t ' s e s t a b l i s h e d a t t h i s time. So f o r the 

purpose of t h i s question w e ' l l d i r e c t the witness t o answer 

the question i n the n a r r a t i v e . 

Q. (By Mr. Bruce) And I t h i n k what I was asking i s , 

Mr. Reid, what thickness i n the middle Morrow and 

sep a r a t e l y the lower Morrow d i d you see on the logs i n the 

A u s t i n Number 2 well? 

A. I ' l l answer your question. Could you be more 

s p e c i f i c about the thickness? 

Q. Well, what parameters do you use, what c u t o f f do 

you use? 

A. I g e n e r a l l y use a — I g e n e r a l l y map on a gross-

sand b a s i s , the amount of sand, and depends on which p a r t 

o f t h e Morrow we're l o o k i n g a t , whether I'm mapping on a 

s p e c i f i c t a r g e t sand or on a l a r g e r package of sand t h a t ' s 

not n e c e s s a r i l y one continuous sand. 

Q. Well, i n these p a r t i c u l a r w e l l s , which sands d i d 

you map? Did you map the lower Morrow? 

A. I d i d not. 

Q. Did you map the middle Morrow? 

A. Yes, I d i d . 

Q. And d i d you only do a gross sand map? 

A. I only d i d a gross sand map. 

Q. And what was the thickness i n the A u s t i n Number 2 

we l l ? 
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A. Three f e e t . 

Q. And what thickness d i d you p r o j e c t i n t h e Juneau 

Number 1? 

A. Forty f e e t . 

Q. And what thickness d i d you p r o j e c t i n the Panther 

C i t y Number 1? 

A. T h i r t y - f i v e f e e t . 

Q. I s s t r u c t u r e important i n these we l l s ? 

A. I t i s not. 

Q. And t o the best of your knowledge, t h e r e has been 

no t e s t i n g of the A u s t i n Number 36; i t may w e l l be i n the 

process of completion? 

A. To the best of my knowledge, no t e s t i n g . 

Q. That's a l l you know about i t ? 

A. That's a l l I know. 

MR. BRUCE: That's a l l I have, Mr. Examiner. 

MR. CARR: I have nothing f u r t h e r . 

EXAMINER BROOKS: I don't have any questions. 

Mr. Catanach? 

EXAMINER CATANACH: (Shakes head) 

EXAMINER BROOKS: Very good. 

MR. CARR: That concludes our d i r e c t 

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

EXAMINER BROOKS: Mr. Bruce? 

MR. BRUCE: I ' l l c a l l Mr. B a i l e y t o t h e stand. 
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JERRY WAYNE BAILEY, 

the witness h e r e i n , a f t e r having 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 : 

DIRECT EXAMINATION 

BY MR. BRUCE: 

Q. Would you please s t a t e your name f o r the record? 

A. I t ' s J e r r y Wayne Bai l e y . 

Q. Where do you reside? 

A. For t Worth, Texas. 

Q. Who do you work f o r and i n what capacity? 

A. I'm the d i v i s i o n landman f o r Bass E n t e r p r i s e s 

Production Company. 

Q. And ther e was a question. Bass i s here 

r e p r e s e n t i n g those other e n t i t i e s I named i n my e n t r y of 

appearance, i s i t not? 

A. That's c o r r e c t . 

Q. Have you p r e v i o u s l y t e s t i f i e d before the D i v i s i o n 

as a petroleum landman? 

A. Yes. 

Q. And were your c r e d e n t i a l s as an expert accepted 

as a matter of record? 

A. Yes. 

Q. And are you f a m i l i a r w i t h the land matters 

i n v o l v e d i n these A p p l i c a t i o n s ? 

A. Yes, I am. 
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Q. Now, before we get i n t o your e x h i b i t s , Mr. 

Ba i l e y , we're here today on two w e l l s . A c t u a l l y , MYCO 

proposed a d d i t i o n a l w e l l s t o Bass, d i d i t not? 

A. Yes. 

Q. How many w e l l s t o t a l ? 

A. MYCO proposed e i g h t w e l l s i n f i v e 320-acre 

p r o r a t i o n u n i t s . There were these two, t h e r e was another 

one t o t h e east of these two, and t h e r e were two more t o 

the n o r t h . 

Q. Okay. 

A. And a l l of those u n i t s are u n i t s i n which Bass 

has a s u b s t a n t i a l i n t e r e s t . I n the Juneau or t h e west h a l f 

of Section 31 we have 25 percent, but i n the other f o u r we 

have anywhere from 75-percent i n t e r e s t t o 87-1/2-percent 

i n t e r e s t . 

Q. Since th e r e are f i v e w e l l u n i t s , then t h e r e are 

what, t h r e e proposed i n f i l l w e l l s a l s o , or second w e l l s on 

a w e l l u n i t ? 

A. Correct. 

Q. Okay. And Ms. Hodges t e s t i f i e d t h a t t h i s acreage 

i s w i t h i n the Big Eddy U n i t , i s i t not? 

A. That's c o r r e c t , and Bass i s the u n i t operator 

r e s p o n s i b l e f o r various r e p o r t i n g and p e r m i t t i n g 

o b l i g a t i o n s t o the BLM, the OCD and the State of New 

Mexico, according t o the o b l i g a t i o n s of the Big Eddy U n i t 
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agreement. 

Q. Okay, t h a t u n i t agreement was approved by a l l 

t h r e e e n t i t i e s , was i t not? 

A. Correct. 

Q. And Bass i s designated operator by a l l t h r e e 

e n t i t i e s under the various u n i t documents? 

A. Bass has the excl u s i v e o b l i g a t i o n of r e p o r t i n g t o 

the agencies f o r a l l operations i n v o l v i n g u n i t leases. 

Q. Okay. Now, t o summarize the issues you're here 

f o r today, t h e r e are e i g h t w e l l s , and i s i t Bass's o p i n i o n 

t h a t t he reasonable way t o d r i l l these w e l l s i s t o d r i l l 

one, provide the data, and move on t o the next one? 

A. That's c o r r e c t . 

Q. And also, i f these A p p l i c a t i o n s are granted, does 

Bass request t h a t i t be designated operator? 

A. Yes. 

Q. Okay, w e ' l l get i n t o t h a t i n a minute. F i r s t , 

c ould you b r i e f l y i d e n t i f y E x h i b i t 1 and describe what t h a t 

shows f o r the Examiner? 

A. E x h i b i t 1 i s a base map showing the l o c a t i o n of 

the Big Eddy U n i t boundary and the c u r r e n t w e l l s t h a t have 

been d r i l l e d t o date, along w i t h the f i v e p r o r a t i o n u n i t s 

t h a t were proposed by MYCO. And these u n i t s are t h e 

su b j e c t of many conversations and phone c a l l s and whatnot 

between Bass and MYCO over a several-month p e r i o d , as was 
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p r e v i o u s l y t e s t i f i e d . 

Q. Okay, up through yesterday? 

A. Yes, through yesterday. And I haven't reviewed 

the A p p l i c a n t ' s l i s t of contacts which were presented i n 

testimony, but I do n o t i c e t h a t t h e r e are two l e t t e r s from 

Bass t o MYCO which are not on t h a t l i s t , and I don't see 

them i n the package where Bass has made o f f e r s t o develop 

a l l f i v e — or excuse me, f o u r of the f i v e p r o r a t i o n 

u n i t s — 

Q. Okay — 

A. — and t o s y s t e m a t i c a l l y d r i l l , and Bass would 

make e l e c t i o n s t o e i t h e r p a r t i c i p a t e or farm out or g r a n t a 

term assignment t o MYCO i n a step-by-step process. 

Q. Okay. Now, the f i r s t l e t t e r t h a t wasn't inc l u d e d 

was a l e t t e r dated May 14th, 2003? 

A. Correct. 

Q. And then a second l e t t e r dated May 19th, 2003? 

A. Correct. 

Q. And t h a t May 19th l e t t e r i s marked E x h i b i t 2, i s 

i t not? 

A. Yes. 

Q. And i t ' s r e a l l y j u s t more or less an update or a 

refinement of the May 14th l e t t e r ? 

A. Yes, t h i s i s the l a s t o f f e r t h a t was made by 

Bass, and t h e r e were conversations a f t e r t h a t l e t t e r . 
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There was another l e t t e r from MYCO t h a t ' s i n t h e i r package, 

and u n t i l l a t e yesterday afternoon Bass and MYCO were 

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

development of t h i s area, i n c l u d i n g the two A p p l i c a t i o n s 

being discussed today. 

Q. Okay. Now, wi t h o u t going i n t o d e t a i l , t h i s 

l e t t e r of May 19th does set f o r t h what Bass proposed, does 

i t not? 

A. The May 14th was a t one time what we proposed. 

The May 19th i s the most recent proposal, and i t ' s very 

s u b s t a n t i a l t o the — or i t ' s comparable t o the May 14th, 

but i t provides f o r even more l o c a t i o n s t o be d r i l l e d . 

Q. Okay, and i t would provide f o r Bass on a t i m e l y 

basis t o e i t h e r j o i n i n a w e l l or farm out or g i v e a term 

assignment on t h i s acreage; i s t h a t c o r r e c t ? 

A. That's c o r r e c t , and i t would a l s o p r o v i d e f o r 

Bass t o d r i l l and p a r t i c i p a t e i n the two w e l l s t o the 

n o r t h , which are not the subject of the A p p l i c a t i o n s today, 

but i t does show t h a t Bass was making reasonable o f f e r s and 

had made e l e c t i o n s t o MYCO — 

Q. Okay. 

A. — and t h a t we would make e l e c t i o n s on these two 

A p p l i c a t i o n s i n due time, i n time f o r them t o meet t h e i r 

requirements, t i m i n g requirements, as they were made known 

t o Bass. 
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Q. Okay. Now, t h e r e i s i n one of t h e paragraphs 

here t a l k about the A u s t i n State "36" Number 2 w e l l . Bass 

was i n t e r e s t e d i n o b t a i n i n g data from t h a t w e l l , was i t 

not? 

A. Correct. 

Q. That has not been provided t o Bass, has i t ? 

A. No. 

Q. Were t h e r e i n d i c a t i o n s e a r l y on t h a t MYCO might 

p r o v i d e data on t h a t w e l l t o Bass? 

A. Yes. 

Q. But t o date t h e r e has been no — 

A. Correct. 

Q. — data? Let's move on t o the o p e r a t o r s h i p 

issue. Bass as u n i t operator has c e r t a i n d u t i e s , does i t 

not? 

A. That's c o r r e c t . 

Q. Could you summarize those f o r the Hearing 

Examiner, and perhaps h i g h l i g h t a couple problems i n v o l v e d 

i f Bass i s not named operator? 

A. Well, according t o the u n i t agreement and the 

r e g u l a t i o n s of the t h r e e agencies, namely the Code of 

Federal Regulations and various r e g u l a t i o n s by the Minerals 

Management Service and the Bureau of Land Management, as 

w e l l as the State Mineral O f f i c e — or State Land O f f i c e 

and t h e OCD r e q u i r e u n i t operators t o f i l e numerous items 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



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 

41 

of documentation f o r each well d r i l l e d f o r the production 

of u n i t i z e d substances. These include permits, 

designations of agent, d r i l l i n g and completion progress 

reports, commercial well determinations, submittals of 

p a r t i c i p a t i n g areas. 

And then a f t e r a well i s placed on production, 

the u n i t operator s charged with the duty of reporting 

r o y a l t y t o the Mineral Management Service, based on e i t h e r 

lease w e l l production or on a p a r t i c i p a t i n g area basis, i n 

the event a p a r t i c i p a t i n g area i s assigned. 

Q. Okay, l e t ' s go to that participating-area issue 

f o r a minute. I f a p a r t i c i p a t i n g area i s formed, i t could 

conceivably include multiple wells, could i t not? 

A. That's correct. 

Q. And multiple well units? 

A. That's a correct, a p a r t i c i p a t i n g area i s — or 

i n order t o summarize the u n i t agreement, a p a r t i c i p a t i n g 

area i s the geographical boundary of known productive 

substances, or reasonably known at that time, of the area 

t h a t i s commercially productive. And i t can be one 320-

acre u n i t i n the case of a Morrow w e l l , or i t can be two or 

three. Regardless of the number of wells t h a t are d r i l l e d , 

i t i s a geological process. 

Q. So i t could conceivably include a number of wells 

where, i f MYCO i s the operator, Bass might be the operator 
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o f c e r t a i n other w e l l s i n s i d e the same p a r t i c i p a t i n g area? 

Conceivably — 

A. Well — 

Q. — i f MYCO i s granted these A p p l i c a t i o n s , i s what 

I'm saying? 

A. That's c o r r e c t , and t h a t would v i o l a t e t h e Big 

Eddy U n i t agreement and various other r e g u l a t i o n s t h a t Bass 

has been r e q u i r e d t o maintain d u r i n g the l i f e o f these 

f e d e r a l u n i t s and the w e l l s t h a t have been produced. 

Q. And i n a p a r t i c i p a t i n g area, the u n i t operator or 

the operator of t h a t p a r t i c i p a t i n g area, has t o r e p o r t on a 

u n i f i e d basis r o y a l t i e s ? 

A. Correct. 

Q. And severance taxes? 

A. Correct. 

Q. And make other f i l i n g s w i t h the government 

agencies? 

A. There i s a myriad of f i l i n g s t h a t are the 

r e s p o n s i b i l i t y of the u n i t operator t o f i l e , from the 

s t a k i n g of a w e l l through the pr o d u c t i v e l i f e of a w e l l , i f 

i t ' s p r o d u c t i v e . And i f a w e l l i s p r o d u c t i v e , Bass 

recei v e s a l e t t e r mandating Bass as u n i t operator t o 

pro v i d e a commercial w e l l determination. And t h a t ' s w i t h 

any w e l l t h a t i n v o l v e s u n i t i z e d substances. And both of 

these A p p l i c a t i o n s i n v o l v e u n i t i z e d substances. 
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Q. So i t doesn't matter t h a t t h e r e may be 

uncommitted acreage i n a well? 

A. No. And then a f t e r a commercial w e l l 

d e t e r m i n a t i o n i s made, Bass must t i m e l y , w i t h i n a c e r t a i n 

described p e r i o d , provide an o u t l i n e of the area of known 

g e o l o g i c a l p r o d u c t i o n , which i s then determined t o be the 

p a r t i c i p a t i n g area. 

Q. And i f i t cannot do t h a t on a t i m e l y b a s i s , i t 

does face p e n a l t i e s from the s t a t e and f e d e r a l governments 

r e g a r d i n g the r e p o r t i n g of produ c t i o n or payment of 

r o y a l t i e s , does i t not? 

A. That's c o r r e c t . 

Q. As a r e s u l t , Bass requests t h a t i f these 

A p p l i c a t i o n s are granted, Bass be named operator? 

A. That's c o r r e c t . 

Q. Has Bass signed a de s i g n a t i o n of agent i n favor 

of MYCO? 

A. No. 

Q. Were E x h i b i t s 1 and 2 prepared by you or under 

your supervision? 

A. Yes. 

Q. Do you b e l i e v e t h a t i f these A p p l i c a t i o n s are 

granted, Bass should be named operator? 

A. Yes. 

Q. Moreover, would you request t h a t these 

STEVEN T. BRENNER, CCR 
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A p p l i c a t i o n s be e i t h e r continued or denied so t h a t t he 

p a r t i e s can work out t h e i r d i f f e r e n c e s ? 

A. That's c o r r e c t . The p a r t i e s have had numerous 

conversations. Recently we had agreed on the — we had an 

agreement i n p r i n c i p l e concerning the major s u b s t a n t i v e 

p r o v i s i o n s of a v o l u n t a r y agreement. 

Q. I n your o p i n i o n , i s Bass's proposal i n t h e 

i n t e r e s t s of conservation and the pr e v e n t i o n of waste? 

A. Yes. 

MR. BRUCE: Mr. Examiner, I ' d move th e admission 

of Bass E x h i b i t s 1 and 2. 

MR. CARR: No o b j e c t i o n . 

EXAMINER BROOKS: One and 2 are admitted. 

MR. BRUCE: And I have nothing f u r t h e r of the 

witness. 

EXAMINER BROOKS: Mr. Carr? 

CROSS-EXAMINATION 

BY MR. CARR: 

Q. Mr. Ba i l e y , i s i t c o r r e c t t h a t Bass had — When 

d i d Bass a c t u a l l y acquire the i n t e r e s t i n the spacing u n i t s 

t h a t are the su b j e c t of t h i s hearing? 

A. I don't know. 

Q. These are t r a c t s t h a t are not going t o e x p i r e 

because of the Big Eddy U n i t s i t u a t i o n ; i s t h a t f a i r t o 

say? 
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A. Yes. 

Q. The Big Eddy U n i t was approved back i n the 1950s, 

was i t not? 

A. Yes. 

Q. And has Bass operated the u n i t a l l t h a t time? 

A. Yes. 

Q. So you've had these i n t e r e s t s since the 1950s? 

A. I don't know. 

Q. Would t h e r e be any reason t o suspect you hadn't? 

A. I don't know. 

Q. You w i l l agree, however — 

A. I don't know the date t h a t Bass acquired the 

leases i n Section 31. 

Q. You agree you've had them f o r some time? 

A. You're asking me a question t h a t I don't know. 

Q. Okay. And I would assume t h a t over t h i s p e r i o d 

of time, e s p e c i a l l y since n e g o t i a t i o n s commenced two years 

ago, t h a t Bass has been studying the Morrow i n t h i s area; 

i s t h a t f a i r t o say? 

A. Yes, we've been studying i t very s e r i o u s l y and 

d i l i g e n t l y . 

Q. Were you studying i t , or do you know, p r i o r t o 

the time t h a t MYCO s t a r t e d l o o k i n g a t these p r o p e r t i e s ? 

A. Yes, we've always s t u d i e d i t . 

Q. Always? How f a r back i s always? 
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A. I don't know. 

Q. I n t h e course of these s t u d i e s , does Bass have 

any disagreement w i t h MYCO t h a t a 200-percent p e n a l t y 

should be assessed i f someone e l e c t s not t o p a r t i c i p a t e i n 

a Morrow w e l l ? 

A. I'm not prepared t o answer t h a t q u e s t i o n . 

Q. I s i t because you don't know? 

A. Yes. 

Q. So a penalty of less than 200 percent might be 

po s s i b l e , but you don't know? 

A. I'm not prepared t o answer t h a t q u e s t i o n , 

t h e r e f o r e I do not know. 

Q. Would you agree w i t h me t h a t as of today t h e r e i s 

no agreement w i t h MYCO f o r the development of any of t h e 

spacing u n i t s t h a t you've been discussing? 

A. That's c o r r e c t . 

Q. Did you see the request f o r a continuance of t h i s 

h e a r i n g t h a t was f i l e d by Mr. Bruce? 

A. Yes. 

Q. And do you understand t h a t i n t h a t request f o r a 

continuance t h e r e were rep r e s e n t a t i o n s t h a t agreements had 

been reached on c e r t a i n p r o p e r t i e s ? 

A. I don't — 

Q. I f we look a t your — 

A. — the repr e s e n t a t i o n s would have t o be s p e c i f i c , 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



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 

47 

and I would comment on them. 

Q. Let's look a t your l e t t e r of May the 19th. 

A. Okay. 

Q. Do you have t h a t i n f r o n t of you? 

A. Yes. 

Q. There's a paragraph — I t h i n k i t ' s the second 

paragraph — i t s t a r t s out by saying, "By now, you should 

have re c e i v e d Bass' w r i t t e n e l e c t i o n s t o p a r t i c i p a t e i n two 

of t h e above p r o r a t i o n u n i t s , being the west h a l f of 

Section 19 and the west h a l f of Section 3 0." Do you see 

t h a t language? 

A. Yes. 

Q. There i s no agreement between the two of you now 

f o r t h e west h a l f of 19, i s there? 

A. That's only due t o the lack of a response from 

the p a r t i e s t h a t own a leasehold i n t e r e s t i n those two 

p r o r a t i o n u n i t s . Bass has corresponded w i t h them, asking 

f o r t h e i r execution of an operating agreement. 

Q. U n t i l t h a t , you don't have an agreement? 

A. That's c o r r e c t . 

Q. Does Bass d e s i r e t o operate the west h a l f of 19? 

A. I s MYCO proposing t o operate the west h a l f of 19? 

A. MYCO proposed a w e l l i n Section 19, yes. 

Q. As t o the west h a l f of Section 30, have you 

reached an agreement on th a t ? 
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A. That's what we were t r y i n g t o do yesterday. No, 

excuse me. There's no w r i t t e n agreement i n the west h a l f 

of Section 30. 

Q. Have you reached an agreement on a w e l l l o c a t i o n 

i n t h a t acreage? 

A. Bass has proposed a l o c a t i o n . We have no w r i t t e n 

response concerning t h a t l o c a t i o n . 

Q. So you have no agreement on the l o c a t i o n ? 

A. Correct. 

Q. Have you advised MYCO t h a t you're f i l i n g a 

compulsory p o o l i n g A p p l i c a t i o n on the west h a l f of 19? 

A. Yes. 

Q. So we have no agreement there? 

A. What agreement are you r e f e r r i n g to? 

Q. I mean, do you have an agreement? I f you have 

one, t e l l me about i t . 

A. We have attempted t o o b t a i n an agreement. 

Q. But you have no — 

A. We have no response. 

Q. Okay. Now, as t o the need f o r data on the A u s t i n 

"36" State Number 2 w e l l , do you have any ownership i n t h a t 

w e l l ? Does Bass have any ownership i n the w e l l ? 

A. No. 

Q. Ms. Darr s t a t e d t h a t i n the — I mean, Ms. Hodges 

s t a t e d t h a t i n the past they had provided c e r t a i n w e l l data 
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and i n f o r m a t i o n t o Bass; i s t h a t c o r r e c t ? 

A. That's what I've been t o l d . I was not i n v o l v e d 

i n t h a t . 

Q. I n proposing w e l l s t h a t Bass might be w i l l i n g t o 

d r i l l i n the area, does Bass have concern about the order 

t h a t the w e l l s are d r i l l e d or j u s t — I mean, i s t h a t one 

o f t h e issues, the order of development? 

A. Yes. 

Q. You have c e r t a i n w e l l s you p r e f e r t o have d r i l l e d 

f i r s t ? 

A. That's what I've been t o l d . I'm not a g e o l o g i c a l 

witness, I'm not a g e o l o g i s t . Those are r e f e r r i n g t o 

g e o l o g i c a l issues. 

Q. You are the person t h a t ' s been p r i n c i p a l l y 

i n v o l v e d i n the n e g o t i a t i o n s w i t h MYCO? 

A. Correct. 

Q. Have you been t o l d t h a t t h e r e are concerns about 

the order of development, whatever they might be? 

A. By who? 

Q. Well, anyone i n your company. 

A. Have I been t o l d — Could you c l a r i f y your 

question? 

Q. I'm j u s t t r y i n g t o f i n d out i f t h a t i s an issue, 

and you s a i d w e l l , you weren't a g e o l o g i s t . I s t h a t an 

issue, i s the order of development an issue? 
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A. I t h i n k the order of development i s ob v i o u s l y an 

issue i n any broad area t o be developed. I t ' s an obvious 

issue t h a t i s c r u c i a l t o anyone who has a s u b s t a n t i a l r i s k 

and expense i n the number of w e l l s t h a t are being 

considered i n t h i s area. 

Q. And I know you're not a g e o l o g i s t . I'm not 

asking you a g e o l o g i c a l question. I'm j u s t asking you i f 

t h a t i s an issue. I s i t j u s t a generic issue, or i s t h e r e 

some p a r t i c u l a r reason t h a t you — you know, a l i s t t h a t 

you'd l i k e t o pursue? I j u s t don't know, and I j u s t want 

t o know. I f you're n e g o t i a t i n g , i s t h a t something t h a t ' s 

j u s t from you j u s t i n a generic way, or i s t h e r e some 

p a r t i c u l a r concern about where the development should 

s t a r t , or do you know? 

A. We've been t o l d from MYCO t h a t t he west h a l f of 

Section 31 would be d r i l l e d as the f i r s t w e l l i n the 

p r o r a t i o n u n i t s t h a t are being a p p l i e d f o r today. That's 

what I know about the order. 

Q. Okay. 

A. Bass has no o b j e c t i o n t o t h a t . That's the ext e n t 

of my knowledge. 

Q. And t h a t ' s the extent of where I'm t r y i n g t o go 

w i t h t h i s . You have a request t h a t i f these A p p l i c a t i o n s 

are granted, t h a t Bass be designated the oper a t o r ; i s t h a t 

c o r r e c t ? 
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A. Correct. 

Q. You haven't f i l e d an A p p l i c a t i o n t o po o l t h e 

lands or seek desi g n a t i o n of an operator, have you? 

A. Not a t t h i s p o i n t . 

Q. And you've known t h i s A p p l i c a t i o n was pending f o r 

se v e r a l weeks? 

A. I've also known t h a t we were, i n my o p i n i o n , very 

close t o a v o l u n t a r y agreement. 

Q. And you've been working on t h a t agreement f o r two 

years? 

A. There have been discussions from the date t h a t i s 

presented. I don't — I cannot t e s t i f y t o the accuracy of 

t h a t date. We have had serious discussions and 

correspondence f o r approximately the l a s t month. 

Q. Okay. 

A. And more r e c e n t l y , the conversations and 

correspondence have been very prudent by both p a r t i e s , 

which i s why Bass f i l e d f o r a continuance t o a l l o w f o r a 

v o l u n t a r y agreement, and Bass knows of no reason f o r MYCO 

t o have gone through w i t h the compulsory p o o l i n g hearing i n 

an emer- — we know of no emergency a t t h i s date. 

Q. These unique requirements i n the Big Eddy U n i t , 

Bass has been aware of these f o r some time, have you not? 

A. Yes. 

Q. I n your discussions w i t h MYCO, have you discussed 
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these problems i n terms of the unique p r o v i s i o n s of the Big 

Eddy U n i t — 

A. We have al l u d e d — 

Q. — w i t h Ms. Hodges? 

A. We have a l l u d e d t o the requirements of t h e Big 

Eddy U n i t and the requirements of Bass as operator. 

Q. Have you set those out or explained those t o Ms. 

Hodges? 

A. Not i n d e t a i l . Did you r a i s e t h i s problem i n the 

prehearing statement t h a t was f i l e d i n t h i s case? 

A. I don't r e c a l l . 

Q. Do you know i f a prehearing statement was f i l e d 

i n t h i s case? 

A. I'm not sure what a — what a l l a prehearing i s , 

what i s r e q u i r e d . I assume a statement was f i l e d t o 

designate t h a t Bass would be prese n t i n g a witness. I don't 

know how d e t a i l e d i t i s — 

Q. A l l r i g h t . 

A. — I don't know what i t s a i d , I don't know i f i t 

a l s o i n c ludes a prehearing statement. I t might have. 

Q. Have you discussed t h i s s i t u a t i o n , t h i s 

p a r t i c u l a r s i t u a t i o n , w i t h MYCO proposing t o d r i l l i n t h i s 

area? 

A. What s i t u a t i o n ? 

Q. The proposals MYCO i s making t o d r i l l . Have you 
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discussed t h i s matter w i t h the BLM? 

A. I've discussed some of t h e i r proposals, not a l l 

of t h e i r proposals. I don't r e c a l l i f the discussions 

i n v o l v e t he two w e l l s being a p p l i e d f o r today. 

Q. I n your discussions, has the BLM t o l d you t h a t 

the i n c l u s i o n of fee acreage i n the spacing u n i t w i l l 

render them nonunit wells? 

A. No. 

MR. CARR: That's a l l I have. Thank you. 

EXAMINER BROOKS: Anything f u r t h e r , Mr. Bruce? 

MR. BRUCE: Not a t t h i s time. 

EXAMINATION 

BY EXAMINER BROOKS: 

Q. I s the acreage t h a t ' s claimed by MYCO and the 

other non-Bass p a r t i e s i n t h i s u n i t — i n these proposed 

spacing u n i t s , i s t h i s noncommitted acreage? 

A. Myco's leases are noncommitted t o the u n i t 

agreement. 

Q. Okay. 

A. Bass's leases are committed t o the u n i t 

agreement. Therefore, any operations i n the proposed 

p r o r a t i o n u n i t s are committed t o the u n i t agreement, and 

Bass i s t h e r e f o r e o b l i g a t e d t o perform i t s d u t i e s as u n i t 

o perator, and a l l t h r e e agencies are a p a r t y t o the u n i t 

agreement, as w e l l as many other p a r t i e s t h a t d i d commit 
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t h e i r leases — 

Q. But Myco — 

A. — t o the u n i t . Myco — 

Q. — Myco and i t s partners are not p a r t i e s t o the 

u n i t agreement because t h e i r acreage i s uncommitted, 

c o r r e c t ? 

A. Correct. 

Q. They may have t e s t i f i e d t o t h i s , but I d i d n ' t 

focus on i t . Are t h e i r leases fee leases? They're not 

f e d e r a l leases? 

A. To my knowledge, they're a l l fee leases. 

Q. Okay. Now, i s th e r e a u n i t o p e r a t i n g agreement 

f o r t h e Big Eddy Unit? 

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

Q. And Myco i s not a p a r t y t o i t , c o r r e c t ? 

A. To my knowledge, no. 

Q. And Bass i s the operator under the terms of the 

u n i t o p e r a t i n g agreement? 

A. Yes, s i r . 

Q. Do you — Does Bass o b j e c t t o e i t h e r of t h e 

proposed l o c a t i o n s ? 

A. To t h i s date, I have not been t o l d of such an 

o b j e c t i o n . 

Q. So you're not here t o t e s t i f y t o any such 

o b j e c t i o n ? 
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A. No, s i r . But we don't have as much data as Myco 

has. Therefore, i n a l l precaution of s a f e t y I ' l l reserve 

t h a t o p i n i o n on behalf of other people of my company. 

EXAMINER BROOKS: Okay. Mr. Catanach? 

EXAMINER CATANACH: (Shakes head) 

EXAMINER BROOKS: Anything else? 

MR. BRUCE: Nothing e l s e , Mr. Examiner. 

EXAMINER BROOKS: Very good. Summation? 

MR. BRUCE: Mr. Examiner, as Mr. B a i l e y 

t e s t i f i e d , t h e r e are some l e g a l issues i n v o l v e d r e g a r d i n g 

o p e r a t o r s h i p of the w e l l s , and I won't r e i t e r a t e them other 

than t o say t h a t i f these A p p l i c a t i o n s are granted we would 

request t h a t Bass be named operator. 

EXAMINER BROOKS: Well, I would be i n t e r e s t e d i n 

hearing any e l u c i d a t i o n you can make of the l e g a l 

i m p l i c a t i o n s because they are, t o my mind, somewhat 

complicated. 

MR. BRUCE: And I — Mr. Examiner, I must say 

t h a t Mr. B a i l e y d i d not inform me he was coming out here 

u n t i l about f o u r o'clock yesterday, which i s why I d i d not 

p r e v i o u s l y n o t i f y the D i v i s i o n he would be t e s t i f y i n g , and 

I have not p u l l e d out the u n i t o p e r a t i n g agreement. I 

would l i k e t o be given a few days t o do t h a t , r a t h e r than 

speak o f f the top of my head. 

EXAMINER BROOKS: Okay. Well, we would be happy 
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t o r e c e i v e any e l u c i d a t i o n i n the form of a w r i t t e n 

submission, i f i t would be more convenient. 

MR. BRUCE: Furthermore, i f the A p p l i c a t i o n s are 

granted, we request t h a t they be staggered so t h a t , as Ms. 

Hodges s a i d , i f the west-half w e l l i s d r i l l e d f i r s t , we 

t h i n k i t ' s only f a i r t o give out the data a f t e r t h a t w e l l 

i s d r i l l e d so a de c i s i o n can be made as t o the second w e l l . 

And t h i r d l y , we'd request t h a t an i n f i l l — t h a t 

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

you've r e c e n t l y incorporated i n another case. Again, we 

would put forward the request t h a t we t h i n k e i t h e r a d e n i a l 

or a continuance of these A p p l i c a t i o n s i s proper. I t may 

w e l l lead t o v o l u n t a r y settlement among the p a r t i e s . 

F i n a l l y , I would note t h a t I b e l i e v e t h i s i s a 

nonstandard p r o r a t i o n u n i t . I don't know i f t h a t r e q u i r e s 

readvertisement or not. I t h i n k the west h a l f i s a 

nonstandard p r o r a t i o n u n i t . I t h i n k i t ' s l e s s than 316 

acres, based on the land p l a t t h a t was submitted by MYCO, 

and t h a t should be corr e c t e d . 

EXAMINER BROOKS: Well, i s t h e r e evidence of t h a t 

— t h e land p l a t , now, i s t h a t — What e x h i b i t was t h a t ? 

MR. BRUCE: E x h i b i t 1, MYCO E x h i b i t Number 1. I 

b e l i e v e i f you look a t those l o t s , Lots 1 through 4, I 

can't see a l l the numbers, but I b e l i e v e Lot 4 looks t o be 

37.50 acres, and as you step northward they get s l i g h t l y 
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l a r g e r i n acreage. But nonetheless, since t h e y ' r e a l l less 

than 39 acres, I t h i n k you can see some acreage f i g u r e s 

of — 

EXAMINER BROOKS: I can see some f i g u r e s , but I 

can't read any of them, even i n Lot 4. The .50 I can read, 

but I can't — I t ' s 3-something-50, but I can't t e l l i f 

t h a t ' s a 7 or — 

MR. BRUCE: I b e l i e v e t h e r e are le s s than 316 

acres i n t h a t w e l l u n i t , t h e r e f o r e i t i s a nonstandard 

u n i t . 

EXAMINER BROOKS: Okay. Mr. Carr, d i d you — 

MR. CARR: Yes, s i r . 

EXAMINER BROOKS: — have anything by way of 

summation? 

MR. CARR: May i t please the Examiner, we have 

been — we, MYCO, have been t r y i n g t o get t h i s acreage 

developed f o r two years. And i n the meantime, our lease 

has e x p i r e d , we had t o go out and re-ac q u i r e t h e p r o p e r t y . 

During t h i s p e r i o d of time we have been n e g o t i a t i n g w i t h 

Bass. 

We stand before you today having met a l l the 

requirements of s t a t u t e . We're e n t i t l e d t o p o o l i n g orders 

on each of these t r a c t s . There's more than one i n t e r e s t 

owner i n each spacing u n i t , the p a r t i e s have been unable t o 

reach v o l u n t a r y agreement, the n e g o t i a t i o n s have continued 
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over an extended p e r i o d of time, a t l e a s t on MYCO's si d e , 

i n good f a i t h . 

We've gone t o hearing, we've provided n o t i c e , and 

we submit we're e n t i t l e d t o p o o l i n g orders, and we're 

e n t i t l e d t o be designated operator. 

I don't t h i n k the D i v i s i o n goes out and s e l e c t s 

an operator. I t h i n k you grant or deny an a p p l i c a t i o n f o r 

t h a t , and t h e r e i s no a p p l i c a t i o n before you seeking 

d e s i g n a t i o n of Bass as operator of anything. And over the 

l a s t two years they haven't e l e c t e d t o come i n here and ask 

you t o designate them operator of anything. They've only 

showed up here today w i t h new arguments they haven't 

d i s c l o s e d before. 

As t o the r i s k , the r i s k i s c l e a r . I n t h i s area 

people have attempted 14 times t o make a Morrow w e l l , and 

they've been successful f o u r times. I f MYCO has t o c a r r y 

Bass t o get the acreage developed and Bass has 75 percent 

of t h e working i n t e r e s t , we're c l e a r l y e n t i t l e d t o a 200-

percent p e n a l t y on a w e l l of t h i s nature. The data before 

you supports t h a t A p p l i c a t i o n . 

As we've gone through t h i s process t r y i n g t o 

reach a v o l u n t a r y agreement, we have repeatedly shared data 

w i t h Bass. And a l l they want i s more and more, delay, 

delay, t o look a t more. And now, yesterday, t h e y ' r e 

s t a r t i n g t o f i s h f o r i n f o r m a t i o n on the w e l l t h a t MYCO 
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d r i l l e d o f f s e t t i n g the subject spacing u n i t s . 

They own nothing i n the w e l l , t h e y ' r e e n t i t l e d t o 

no data, and i t w i l l not r e a l l y impact t h e i r d e c i s i o n 

because these w e l l s are h i g h - r i s k . One w e l l doesn't 

d i c t a t e what's going t o happen t o the other. 

We've been t r y i n g t o do t h i s f o r two years. 

They've been s i t t i n g on the p r o p e r t y f o r 50. We have no 

d e c i s i o n from Bass. 

I f you look a t the request f o r continuance 

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

were agreements on two spacing u n i t s , and t h e r e are not. 

One of those two spacing u n i t s , the one i n Section 19, the 

west h a l f of 19, Bass has now proposed a d i f f e r e n t operator 

and i t says they're going t o f o r c e pool us. That doesn't 

even get close t o being an agreement. And w h i l e we 

represent we would l i k e a l i t t l e time t o work t h i s out, 

we're d r i f t i n g f a r t h e r away. 

As t o the west h a l f of 30, we want a d i f f e r e n t 

l o c a t i o n . Look a t the map, look where the w e l l s are, and 

y o u ' l l see t h a t a d i f f e r e n t l o c a t i o n can have a huge impact 

on whether or not you want t o d r i l l a Morrow w e l l out here. 

When you change l o c a t i o n , you go back t o go. 

There i s no agreement. And a f t e r two years w i t h v a l u a b l e 

p r o p e r t y i n t e r e s t s t h a t we'd l i k e t o develop, we have t o 

come t o you because we cannot get Bass t o s i g n on the 
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bottom l i n e . 

I s i t a nonstandard u n i t ? We'll check t h a t , 

w e ' l l advise, and w e ' l l c o r r e c t t h a t i f we need t o . 

But you know, the t h i n g t h a t bothers me most 

about t h i s i s , a f t e r two years of t r y i n g t o work i t out, 

when do we f i n d t h a t we have a bunch of issues t h a t s t i l l 

are on the t a b l e ? We found out t h i s morning before t h e 

OCD. 

Bass a l l t h i s time may have, as Mr. B a i l e y s a i d , 

a l l u d e d t o issues t h a t s p r i n g from the Big Eddy U n i t . I 

would suggest they should have discussed those and put them 

on t h e t a b l e about 24 months ago, but they d i d n ' t . 

Our conversations w i t h the BLM go a d i f f e r e n t 

d i r e c t i o n and say t h a t fee lands make these and render 

these nonunit w e l l s , and the argument they want t o s p r i n g 

today does not take away from you the r i g h t and, I submit, 

under t h e s t a t u t e , t he o b l i g a t i o n t o pool t h e lands and 

designate us the operator. 

I t ' s i n t e r e s t i n g t o us t h a t today we have a 

nonstandard u n i t , today we have u n i t issues, and they 

d i d n ' t even f i l e a prehearing statement t o a l e r t us of 

these issues. 

This i s hearing by ambush. We've been t r y i n g f o r 

years t o get these p r o p e r t i e s developed, by us or by Bass, 

and I would suggest t h a t the f i r s t Basshole we've seen was 
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here a t hearing today. 

EXAMINER BROOKS: Rebuttal? 

MR. BRUCE: Mr. Examiner, there's no need t o 

i n s u l t Bass. I would note t h a t one of these w e l l s i s on 

u n i t acreage. I t h i n k t h a t alone makes i t a u n i t w e l l . 

There may be squabbles as t o the other w e l l , the we s t - h a l f 

w e l l , but c l e a r l y the e a s t - h a l f w e l l i s on u n i t acreage. 

One p a r t y i s never always r i g h t or always wrong, 

Mr. Examiner, but i t ' s also the o b l i g a t i o n t o in f o r m i t s e l f 

of procedures regarding the Big Eddy U n i t i f i t ' s going t o 

be d r i l l i n g i n the Big Eddy U n i t . 

EXAMINER BROOKS: Okay, are you through? I'm 

s o r r y , I cut you o f f . 

How long w i l l you need t o submit your 

observations on u n i t issues? 

MR. BRUCE: I could do i t by Tuesday. 

EXAMINER BROOKS: By Tuesday. Would you want 

o p p o r t u n i t y t o respond? 

MR. CARR: Yes, s i r , we would. 

EXAMINER BROOKS: How long would you need? 

MR. CARR: We would t r y t o have i t by the 

f o l l o w i n g Monday a t 5:00. That's the n i g h t before the 

F r u i t l a n d Coal hearing. Thank you, Mr. Bruce. 

EXAMINER BROOKS: Okay, thank you very much, 

gentlemen. Subject t o the leave t h a t has been granted t o 
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submit post-hearing arguments, Cases Numbers 13,071 and 

13,072 are taken under advisement. 

(Thereupon, these proceedings were concluded a t 

10:14 a.m.) 

* * * 

f ^ p l e i e r e c o r d : ! ' * fcr^S is 

^ f e y m e o < ) No. 
— 19 ~~~ 
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