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WHEREUPON, the f o l l o w i n g proceedings were had a t 

9:15 a.m.: 

EXAMINER STOGNER: At t h i s time 1*11 c a l l Case 

Number 13,188. This i s the A p p l i c a t i o n of Yates Petroleum 

Corporation f o r approval of a u n i t agreement i n Eddy 

County, New Mexico. I ' l l c a l l f o r appearances. 

MR. FELDEWERT: May i t please the Examiner, my 

name i s Michael Feldewert. I'm w i t h the Santa Fe o f f i c e of 

the law f i r m of Holland and Hart, appearing today on behalf 

of Yates Petroleum Corporation, and we have one witness. 

EXAMINER STOGNER: Any other appearances i n t h i s 

matter? 

W i l l the witness please stand t o be sworn? 

(Thereupon, the witness was sworn.) 

JOHN F. HUMPHREY, 

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. FELDEWERT: 

Q. Would you please s t a t e your name and address f o r 

the record? 

A. My name i s John Humphrey, I'm a g e o l o g i s t w i t h 

Yates Petroleum out of A r t e s i a , New Mexico. 

Q. And by whom are you — 

A. Yeah, Yates Petroleum. 
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Q. And you're a geologist? 

A. Yes. 

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

O i l Conservation and had your c r e d e n t i a l s as a petroleum 

g e o l o g i s t made a matter of p u b l i c record? 

A. Yes, I have. 

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 f i l e d i n 

t h i s case? 

A. Yes, I am. 

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

i n the proposed u n i t area? 

A. Yes, I am. 

Q. Have you also conducted a geologic study of the 

area t h a t i s the subject of t h i s A p p l i c a t i o n ? 

A. Yes, I have. 

MR. FELDEWERT: Mr. Examiner, are the witness's 

q u a l i f i c a t i o n s acceptable? 

EXAMINER STOGNER: They are. 

Q. (By Mr. Feldewert) A l l r i g h t , why don't you j u s t 

b r i e f l y s t a t e what Yates seeks w i t h t h i s A p p l i c a t i o n ? 

A. Yates Petroleum seeks approval of the proposed 

Samuel Smith Exploratory U n i t . This u n i t i s comprised of 

approximately 7684 acres, more or l e s s , or s t a t e , f e d e r a l 

and fee acreage i n Eddy County, New Mexico, and we seek t o 

t e s t a l l formations from the surface t o the top of the 

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 

6 

M i s s i s s i p p i a n formation. 

Q. Okay, i s Yates Petroleum Corporation going t o be 

the u n i t operator? 

A. Yes. 

Q. Okay. I s Yates E x h i b i t Number 1 a copy of the 

u n i t agreement? 

A. Yes, Yates E x h i b i t Number 1 i s a u n i t agreement 

f o r t h e development and operation of the Samuel Smith U n i t , 

which i s based on the BLM u n i t agreement form. 

Q. And as the E x h i b i t A t o t h i s u n i t agreement, i s 

t h a t a p l a t of the u n i t i z e d — or the u n i t area? 

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

Q. Okay, i f we t u r n t o t h a t i t shows the boundaries 

of the proposed u n i t area, does i t not? 

A. Yes, i t does. 

Q. Where i s the l o c a t i o n of the i n i t i a l t e s t w e l l ? 

A. The i n i t i a l t e s t w e l l , the bottomhole l o c a t i o n 

w i l l be lo c a t e d i n the southwest q u a r t e r of 33, Township 23 

South, Range 24 East. 

Q. That's on f e d e r a l acreage here? 

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

Q. Now t h i s map shows — i d e n t i f i e s f e d e r a l and 

s t a t e leases involved? 

A. Yes, i t does. 

Q. I t i n d i c a t e s t h a t 85 — over 85 percent of t h i s 
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u n i t area i s f e d e r a l land? 

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

Q. With 12.5 percent s t a t e land? 

A. Yes. 

Q. Now, there's a remaining acreage designated t h e r e 

as fee acreage. On t h i s map i t shows i t as being unleased; 

i s t h a t accurate? 

A. That's a mistake on t h i s p a r t i c u l a r map, Mr. 

Examiner. I t i s leased. I t ' s l i s t e d — and w e ' l l cover 

E x h i b i t B on t h i s i n a minute, but on E x h i b i t B y o u ' l l see 

t h a t i t i s leased by Continental Land Resources, LLC. 

Q. Okay, now the numbers on t h i s E x h i b i t A t o the 

u n i t agreement, they correspond t o the numbers shown on 

E x h i b i t B t o t h i s u n i t agreement; i s t h a t c o r r e c t ? 

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

Q. A l l r i g h t . And E x h i b i t B t o the u n i t agreement 

i d e n t i f i e s the owners of the acreage here i n t h i s u n i t 

area? 

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

Q. Now, how much of t h i s t o t a l acreage has been 

committed t o t h i s u n i t ? 

A. 98 percent. 

Q. And does t h a t include a l l of the f e d e r a l and 

s t a t e acreage? 

A. That's c o r r e c t . 
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Q. A l l t h a t acreage i s leased t o Yates; i s t h a t 

c o r r e c t ? 

A. Yes. 

Q. A l l r i g h t . Now, w i t h respect t o the fee acreage 

t h a t comprises two percent of t h i s u n i t , what are Yates's 

plans w i t h respect t o t h a t fee acreage? 

A. Yates w i l l o f f e r — or i n v i t e the 2-percent 

outstanding i n t e r e s t t o j o i n the u n i t a f t e r i t ' s approved 

by t h e — you know, assuming i t ' s approved by the OCD. 

Q. And i s t h a t — The working i n t e r e s t i n t h a t fee 

acreage, t h a t ' s C o n t i n e n t a l Land Resources? 

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

Q. And they're shown on the l a s t page of E x h i b i t B? 

A. That i s c o r r e c t , t h a t ' s t r a c t 19. 

Q. A l l r i g h t . What horizons are being u n i t i z e d i n 

the Samuel Smith Exploratory Unit? 

A. A l l horizons are being u n i t i z e d , and t h a t ' s 

l i s t e d i n A r t i c l e 3 i n the u n i t agreement, which i s on page 

3. 

Q. Okay. 

A. Again, i t s t a t e s a l l formations of the u n i t i z e d 

lands. 

Q. Does A r t i c l e 9, then, i n the u n i t agreement 

i d e n t i f y t he i n i t i a l t e s t well? 

A. Yes, and the TD of the i n i t i a l t e s t w e l l w i l l be 
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approximately 10,600 f e e t t o v e r t i c a l depth, which i s 

s t a t e d i n A r t i c l e 9 on page 5. 

Q. And then A r t i c l e 10 of t h i s u n i t agreement 

provides f o r the p e r i o d i c f i l i n g of plans of development, 

does i t not? 

A. Yes, i t does. 

Q. W i l l these plans also be f i l e d w i t h — Well, w i l l 

these plans be f i l e d w i t h the OCD as w e l l as t h e State? 

A. Yes, they w i l l . 

Q. Okay, and how o f t e n are these plans t o be f i l e d ? 

A. W i t h i n s i x months a f t e r completion of t h e i n i t i a l 

u n i t w e l l , subsequent plans w i l l be f i l e d every 12 months. 

Q. Now, has the State of New Mexico given 

p r e l i m i n a r y approval of t h i s proposed u n i t area? 

A. Yes, they have, and E x h i b i t 2 i s an approval 

l e t t e r from the State Land O f f i c e . 

Q. Okay. And then has the BLM designated t h i s u n i t 

area as an area l o g i c a l l y s u i t e d f o r u n i t development? 

A. Yes, they have, and t h a t i s shown on E x h i b i t 3, 

the l e t t e r from the Bureau of Land Management d e s i g n a t i n g 

t h i s area as the l o g i c a l u n i t area. 

Q. Okay. And then i f we move on t o E x h i b i t Number 

4, i s t h a t an AFE f o r your i n i t i a l t e s t w e l l ? 

A. Yes, i t i s . 

Q. I t ' s going t o t e s t the Morrow f o r m a t i o n ; i s t h a t 
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c o r r e c t ? 

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

Q. And would you review the dryhole and completed 

w e l l c o s t , please? 

A. The dryhole cost i s estimated t o be approximately 

$1.1 m i l l i o n , and the completed w e l l cost i s estimated t o 

be approximately — almost $1.7 m i l l i o n . 

Q. Okay, and when do you plan t o spud the i n i t i a l 

t e s t w e l l f o r t h i s u n i t ? 

A. Sometime d u r i n g the f i r s t q u a r t e r of 2004. 

Q. A l l r i g h t . Okay, then why don't we then t u r n t o 

the geologic p o r t i o n ? I d e n t i f y f i r s t f o r the Examiner, 

what i s the primary o b j e c t i v e of your i n i t i a l t e s t w e l l ? 

A. The primary o b j e c t i v e of the i n i t i a l t e s t w e l l 

w i l l be the upper, middle and lower Morrow sandstones. 

Q. Are there any secondary o b j e c t i v e s ? 

A. Yes, the Atoka sandstones and Strawn lime have 

both found t o be productive i n the r e g i o n a l area around the 

u n i t . 

Q. Okay. Now l e t ' s t u r n t o what's been marked as 

Yates E x h i b i t Number 5. Why don't you i d e n t i f y t h a t f o r 

t h e r e c o r d and review i t f o r the Examiner, please? 

A. Yates E x h i b i t Number 5 i s a s t r u c t u r e map of the 

middle Morrow lime marker. The proposed u n i t l i e s along 

t h e upthrown side of a major southwest-northeast-trending 
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r e g i o n a l f a u l t t h a t has approximately 500 f e e t of throw. 

The f a u l t ' s been d e l i n e a t e d by subsurface c o n t r o l i n the 

area. 

The major f i e l d s t h a t l i e along t h i s f a u l t 

i n c l u d e Rock Tank, which i s on the — the p r o d u c t i o n t h a t 

you see n o r t h of the proposed u n i t boundary, which — 

Q. Okay, l e t me stop you t h e r e . You've got your 

f a u l t l i n e , i s the blue l i n e ? 

A. Yes, the f a u l t l i n e i s the blue l i n e , and t h e 

upthrown side i s i n d i c a t e d by the "U", downthrown si d e by 

the "D". 

Q. Okay, and then you have a number of c i r c l e s . 

A. The c i r c l e s are cumulative — B a s i c a l l y , i t ' s 

cumulative-production bubbles i n d i c a t i n g the magnitude of 

the cumulative production i n the Morrow, so b a s i c a l l y 

y o u ' l l see these bubbles on a l l the maps I ' l l be p r e s e n t i n g 

today, and t h a t ' s showing you the cumulative p r o d u c t i o n of 

the Morrow w e l l s i n the area. 

Q. Okay, so you've got a pr o d u c t i v e f i e l d i n the 

northeast — 

A. Yes. 

Q. — p a r t of the e x h i b i t ? 

A. Yeah, northeast of the proposed u n i t boundary 

along the f a u l t , and you have q u i t e a b i t of p r o d u c t i o n t o 

the south. 
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Q. What i s the d i s t i n c t i o n between — Or what have 

you seen as a d i s t i n c t i o n between the upthrown side of the 

f a u l t and the downthrown side of the f a u l t ? 

A. T y p i c a l l y the Morrow i s wet on the downthrown 

side of the f a u l t . So we f e e l t h a t t h e proposed u n i t i s a 

l o g i c a l boundary located along the upthrown side of the 

f a u l t . And w e ' l l look a t some other e x h i b i t s i n a minute, 

i n d i c a t i n g the nonproductive nature of the Morrow sand on 

t h e downthrown side of the f a u l t . 

Q. Are you, by v i r t u e of t h i s u n i t , k i n d of stepping 

out t o the n o r t h and the west of e x i s t i n g p r o d u c t i o n t o 

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

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

Q. Now, there's a — down the r e i n Section 33, i n 

the u n i t area, t h e r e i s two c i r c l e s w i t h a red l i n e between 

them. 

A. Uh-huh. 

Q. What does t h a t i n d i c a t e ? 

A. Due t o rugged topography i n the area, Mr. 

Examiner, t h i s w e l l w i l l be d i r e c t i o n a l l y d r i l l e d from 

Section 32 t o the bottomhole l o c a t i o n i n Section 33. That 

red l i n e i n d i c a t e s the t r a j e c t o r y of the w e l l b o r e . 

Q. Okay. Now you mentioned the f a c t t h a t your 

t a r g e t i s the upper, middle and lower Morrow sands. Do you 

have some net sand isopachs and some cross-sections f o r the 
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primary t a r g e t s , which are your middle and your upper 

zones? 

A. Yes. 

Q. Okay. Why don't you then t u r n t o what•s been 

marked as Yates E x h i b i t Number 6? 

A. E x h i b i t 6 i s a net-sand isopach of the middle 

Morrow "B" sand over the proposed u n i t area. The u n i t l i e s 

along m u l t i p l e mappable sand trends extending from known 

pr o d u c t i o n t o the south of the u n i t . The middle Morrow i s 

the main p r o d u c t i v e sand, one of the main p r o d u c t i v e sands 

t o the south, and should be p r o d u c t i v e on the upthrown side 

of the f a u l t . 

And next w e ' l l look a t — you see a c r o s s - s e c t i o n 

A-A1 i n d i c a t e d on the sand isopach, which w e ' l l look a t 

next, showing the nature of the sand on the upthrown and 

t h e downthrown side of the f a u l t . 

Q. Okay. And again, your proposed w e l l l o c a t i o n i s 

shown i n Section — 

A. — 33, bottomhole l o c a t i o n i n Section 33. 

Q. A l l r i g h t . They why don't we t u r n t o what's been 

marked as Yates E x h i b i t Number 7. This i s your cross-

s e c t i o n , c o r r e c t ? 

A. E x h i b i t 7 i s cro s s - s e c t i o n A-A' showing the 

p r o d u c t i v e c h a r a c t e r i s t i c s of the middle Morrow on the 

upthrown side of the f a u l t versus good sand q u a l i t y and low 
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r e s i s t i v i t y , i . e . , wet, on the downthrown si d e . 

The f i r s t w e l l you're l o o k i n g a t i s Yates 

Petroleum L e c h u g u i l l a Canyon U n i t Number 6 t o the south of 

the proposed u n i t boundary, i t ' s cumulative p r o d u c t i o n of 

4.1 BCF, the same sand we see i n the Harvey E. Yates 

Company Last Chance Number 1, good sand q u a l i t y , reasonable 

p o r o s i t y but slow r e s i s t i v i t y , and t e s t e d water on d r i l l 

stem t e s t . 

So b a s i c a l l y the f a u l t i s the t r a p p i n g mechanism 

f o r most of these sands i n the area. 

Q. Okay. So t h a t the w e l l on the l e f t s ide of 

E x h i b i t Number 7 i s on the down- — upthrown side — 

A. Upthrown side, and the w e l l on t h e r i g h t s i d e i s 

on the downthrown side. 

Q. Okay. 

A. I t ' s a 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 . 

Q. Anything else about these — w i t h these two 

e x h i b i t s ? 

A. I don't b e l i e v e so. 

Q. Okay, l e t ' s then t u r n t o the next s e t of 

e x h i b i t s , which has been marked as E x h i b i t s — Yates 

E x h i b i t s 8 and 9. 

A. Yates E x h i b i t Number 8 i s a net sand isopach of 

the upper Morrow over the proposed u n i t area. I n i t i a l t e s t 

w e l l , again, i n the southwest p a r t of 33, w i l l t e s t the 
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p r o d u c t i v i t y of the sand over the area. 

Cross-section C-C, again, w e ' l l look a t another 

c r o s s - s e c t i o n showing what the sand — the p r o d u c t i v e 

nature of the sand on the upthrown side of the f a u l t versus 

i t being wet on the downthrown side. 

Q. Okay, l e t me stop you t h e r e . Has t h a t cross-

s e c t i o n been marked as Yates E x h i b i t Number 9? 

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

Q. So i f we p u l l out E x h i b i t Number 8 and l a y i t 

next t o E x h i b i t Number 9, those two go t o g e t h e r , c o r r e c t ? 

A. Yes. 

Q. A l l r i g h t , what do they show? 

A. The w e l l on the l e f t i s the Harvey Yates Last 

Chance Number 1 again. We have a reasonably good q u a l i t y 

upper Morrow sand again t h a t ' s wet, very low r e s i s t i v i t y . 

And the w e l l t o the r i g h t on C-C, we see the 

Moncrief w e l l , Marathon State 2, which has a cumulative 

p r o d u c t i o n of 3.2 BCF out of the upper Morrow on the 

upthrown side of the f a u l t . While i t ' s a d i f f e r e n t sand — 

There's not a l o t of c o n t r o l i n the upper Morrow over the 

u n i t area. I n most cases you need a s t r u c t u r a l t r a p — a t 

l e a s t areas I've mapped, you need a s t r u c t u r a l t r a p f o r 

t h i s upper Morrow. 

Q. Okay, why don't you summarize f o r t h e Examiner 

why Yates believes t h i s proposed area i s a p p r o p r i a t e f o r 
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development under a u n i t plan? 

A. The w e l l costs are f a i r l y expensive i n t h i s area, 

and we b e l i e v e t h a t the proposed u n i t boundary l i e s along a 

l o g i c a l geologic boundary, i . e . , t he f a u l t , t h a t makes i t 

s u i t a b l e f o r development under a u n i t p l a n . 

Q. And does t h a t f a u l t run northeast t o southwest? 

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

Q. Okay. A l l r i g h t . And you're stepping out of 

your p r o d u c t i o n — known production t o the n o r t h and t o the 

west — 

A. Yes. 

Q. — t o t h a t f a u l t l i n e ? 

A. Yes. 

Q. I n your o p i n i o n , i s t h i s an area t h a t can be 

e f f e c t i v e l y developed under a u n i t plan? 

A. And w i l l the formation of t h i s u n i t r e s u l t i n the 

most reasonable and e f f i c i e n t development of these 

reserves? 

A. I b e l i e v e i t w i l l . 

Q. I n your op i n i o n , w i l l approval of t h i s 

A p p l i c a t i o n be i n the best i n t e r e s t s of conservation, the 

p r e 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. 

Q. Were Yates E x h i b i t s 1 through 9 prepared by your 
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o f f i c e or under your d i r e c t i o n and supervision? 

A. Yes. 

MR. FELDEWERT: Mr. Examiner, a t t h i s time I 

would move the admission i n t o evidence of Yates E x h i b i t s 1 

through 9. 

EXAMINER STOGNER: E x h i b i t s 1 through 9 w i l l be 

admitted i n t o evidence. 

MR. FELDEWERT: And t h a t concludes our 

examination of t h i s witness. 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. Mr. Humphrey, i t ' s hard f o r me t o make out some 

of the w e l l symbols on some of your maps. Now, t h e r e show 

t o be some o l d wellbores t h a t are i n s i d e the u n i t area; i s 

t h a t c o r r e c t ? 

A. Yes, s i r . 

Q. Are any of these a c t u a l l y producing now? 

A. None of those are a c t i v e a t the c u r r e n t t i m e , no. 

And there's one shallow dry hole which d i d not penetrate 

the Morrow i n Section 25. 

Q. Now your proposed w e l l — I'm s o r r y , the w e l l i n 

which — the i n i t i a l w e l l f o r t h i s u n i t , i t ' s going t o be 

i n the southwest quarter of 33; i s t h a t c o r r e c t ? 

A. Yes, s i r . 

Q. Now, there's already a wellbore t h e r e . I s t h a t 
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the surface or the bottomhole? 

A. That's the surface. 

Q. That i s the surface? 

A. That's the surface l o c a t i o n , i t ' s not an a c t u a l 

w e l l , i t ' s j u s t a l o c a t i o n . 

Q. Okay, would t h i s be a — W i l l t h i s be a new w e l l 

d r i l l e d v e r t i c a l l y , or i s going t o be the r e - e n t r y of t h i s 

one? 

A. The l o c a t i o n you see i n 32 i s j u s t a l o c a t i o n , 

i t ' s not an e x i s t i n g w e l l , Mr. Examiner. I t w i l l be 

d r i l l e d d i r e c t i o n a l l y from Section 32 t o Section 33. 

Q. Okay, but t h a t ' s not the w e l l you're proposing 

f o r t he i n i t i a l w e l l of t h i s u n i t ? 

A. No, not the surface l o c a t i o n , no, s i r . I f I 

understood you r i g h t . 

Q. Well, I — okay, I may — Oh, what's going t o be 

the i n i t i a l w e l l and how w i l l i t be d r i l l e d ? 

A. I t w i l l be d r i l l e d d i r e c t i o n a l l y , and the i n i t i a l 

w e l l w i l l be i n Section 33 i n the southwest q u a r t e r . 

Q. The bottomhole or the surface? 

A. The surface l o c a t i o n w i l l be l o c a t e d — I t ' s on 

the AFE. Surface l o c a t i o n i s 1400 from the south, 1170 

from t h e east i n Section 32. The bottomhole l o c a t i o n w i l l 

be 1000 from the south, 660 from the west i n Section 33, 

Mr. Examiner. 
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Q. What's the necessity f o r d r i l l i n g d i r e c t i o n a l l y ? 

A. The topography i s extremely rugged out here. 

Q. Okay, and your proposed bottomhole l o c a t i o n was 

obvi o u s l y — or, i t appears t o me, picked f o r g e o l o g i c a l 

reasons? 

A. Yes, s i r . You see the two w e l l s t o the south, 

one of which i s on cross-section A-A', you have a f a i r l y 

d i s t i n c t mappable t r e n d i n the middle Morrow "B" going 

across what I t h i n k — going over the proposed l o c a t i o n . 

You can see i t even on the downthrown side of the f a u l t . 

And again, i t ' s i n d i c a t e d on cro s s - s e c t i o n A-A'. And 

b a s i c a l l y I wanted t o d r i l l d i r e c t i o n a l l y t o get i n t o the 

gut of t h a t channel and be on t r e n d w i t h those L e c h u g u i l l a 

w e l l s t o the south. 

Q. Now, has the a p p l i c a t i o n f o r permit t o d r i l l been 

f i l e d f o r t h i s w e ll? 

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

Q. Who with? Both p a r t i e s , both BLM and the OCD? 

A. Yes, i t ' s been approved. 

Q. Okay. Let's see. Now, t h i s u n i t i s a c t u a l l y 

l o c a t e d south and west of Carlsbad; i s t h a t c o r r e c t ? 

A. Yes, s i r . 

Q. How f a r n o r t h of the Carlsbad Cavern area? 

A. I t i s northwest of Carlsbad Cavern — t h i s i s 

rough — 15 miles? 
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Q. Okay. 

A. That's j u s t a rough estimate. I t ' s — I f you 

know the area, i t ' s near the i n t e r s e c t i o n of Dark Canyon 

Road and the Queen Highway, i f you're f a m i l i a r w i t h t h e 

area. 

Q. Yeah, and there's a l o t of other t h i n g s j u s t 

besides surface c o n s t r a i n t s t h a t the BLM i s concerned about 

out t h e r e a l s o — 

A. Uh-huh. 

Q. — k a r s t topography, I guess t h a t ' s s t i l l a 

concern? 

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

Q. What l e d t o the formation of t h i s request f o r 

t h i s u n i t ? This p a r t i c u l a r w e l l , or other c o n s t r a i n t s ? 

The reason I'm asking i s because you're on State land, as 

f a r as the surface goes — 

A. Yes, s i r . 

Q. — but you're d r i l l i n g over t o f e d e r a l ? 

A. Uh-huh. 

Q. Was t h a t some concern t h a t caused f o r the 

c r e a t i o n of t h i s u n i t ? 

A. No, t h e r e was some concern a t the State Land 

O f f i c e , t h a t d i d n ' t con- — I f you n o t i c e the l e t t e r from 

the State Land O f f i c e , i f we do make a commercial producer 

i n 33, they're going t o r e q u i r e us t o d r i l l a w e l l i n the 
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east h a l f of 32 p r o t e c t i n g , you know, the State's r i g h t s . 

As f a r as the u n i t , there's j u s t a l o t of leases. 

They're not coming up t h a t soon, i t j u s t seemed t o be a 

more o r d e r l y development. You know, there's a l o t of 

t h i n g s happening here. We f e l t t h a t forming the u n i t would 

lead t o a more o r d e r l y development. 

Q. Now the — i t ' s a fee acreage, i t ' s i d e n t i f i e d on 

the l a s t page, and t h a t i s Co n t i n e n t a l Land Resources, 

L.L.C? 

A. Yes, s i r . 

Q. Have you been i n contact w i t h C o n t i n e n t a l Land 

Resources, L.L.C, about the — j o i n i n g t h i s v o l u n t a r y u n i t 

p r i o r t o now? 

A. No, we have not. 

Q. How come? 

A. The land department f e l t t h a t i t would be best t o 

go t h e r e w i t h the — you know, assuming we get the 

approval, they thought i t would be b e t t e r t o go t h a t r o u t e . 

Q. Did the BLM or the State Land O f f i c e , d i d they 

voice any concerns about fee acreage i n t h e r e , or was t h a t 

a t o p i c of conversation, ever come up? 

A. I t r e a l l y d i d n ' t come up w i t h e i t h e r p a r t y . 

EXAMINER STOGNER: Does anyone else have any 

questions of Mr. Humphrey? 

MS. MacQUESTEN: No, but I would l i k e t o ask a 

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 

22 

que s t i o n of Mr. Feldewert. Just on the n o t i c e requirement, 

do you f e e l i t ' s not necessary t o contact C o n t i n e n t a l Land 

Resources p r i o r t o applying f o r t h i s agreement? 

MR. FELDEWERT: When I f i r s t d i d t h i s , t h e u n i t -

agreement case, two years ago, I got the f i l e from my 

pa r t n e r B i l l Carr. I got i t the day before the hearing, I 

looked through i t , and I had the same exact question t h a t 

you j u s t asked now. And i f you go through the Rules, t he 

D i v i s i o n Rules, there's no n o t i c e requirements f o r approval 

of a u n i t agreement. 

And i t ' s my understanding t h a t the h i s t o r i c a l 

development t o t h i s process has been t h a t the State of New 

Mexico and the Commissioner of Public Lands r e q u i r e s the 

O i l Conservation D i v i s i o n , as p a r t of the State's approval, 

t o a t l e a s t review and issue an order u n i t i z i n g t h e area 

before the State a c t u a l l y grants f i n a l approval of t h i s 

u n i t area. 

What the State i s e s s e n t i a l l y doing here, or what 

the D i v i s i o n i s e s s e n t i a l l y doing here, i s n o t h i n g more 

than a review of a p r i v a t e agreement between — i n t h i s 

case, Yates, the State, the BLM and p o t e n t i a l l y 

C o n t i n e n t a l . 

And as a r e s u l t , there's no n o t i c e requirement 

t h a t — i n f a c t , you don't give n o t i c e t o anyone. A l l the 

State i s doing here a t t h i s p o i n t i s reviewing t h e u n i t 

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 

23 

area t o assure t h a t i t indeed makes some sense t o u n i t i z e 

the area and t h a t there's a reason f o r u n i t development 

here. 

And so h i s t o r i c a l l y t h e r e has not been a n o t i c e 

requirement f o r the p a r t i e s t h a t are i n v o l v e d . But i t ' s 

funny, I had the same question when I f i r s t d i d t h i s . 

MS. MacQUESTEN: Thank you. 

EXAMINER STOGNER: Along these same l i n e s , Mr. 

Feldewert, would i t — what p a r t i c u l a r instance i n a u n i t 

agreement, a v o l u n t a r y u n i t agreement, or perhaps the fee 

leasee or the fee leasor would be n o t i f i e d or should be 

n o t i f i e d before coming before t h i s agency? 

MR. FELDEWERT: I'm not — i n my o p i n i o n — i t ' s 

n o t h i n g more than t h a t — there probably shouldn't — t h e r e 

has not been and should not be a n o t i c e requirement, 

p r i m a r i l y because t h i s i s a v o l u n t a r y u n i t . You can opt i n 

or you can opt out. And i f you choose not t o become 

in v o l v e d i n the u n i t i z a t i o n of the area, then of course you 

w i l l be p a i d — i f a w e l l i s d r i l l e d on your acreage, you 

w i l l be p a i d pursuant t o your acreage i t s e l f , your lease, 

as opposed t o sharing i n the production from the e n t i r e 

u n i t area. 

So you make a — i n essence, as an operator out 

t h e r e , you make a d e c i s i o n as t o whether you want t o go i t 

alone and d r i l l a w e l l on your acreage or whether you want 
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t o be p a r t of a u n i t and share the p r o d u c t i o n of the u n i t 

area and, by the same token, share the p r o d u c t i o n from your 

acreage w i t h the e n t i r e u n i t area. 

So, Mr. Examiner, I r e a l l y don't see any 

s i t u a t i o n o f f the top of my head where a n o t i c e requirement 

would be necessary, given t h a t t h i s i s a v o l u n t a r y u n i t . 

EXAMINER STOGNER: Well, l e t ' s p l o t the acreage 

i n t h i s instance. How about i f i t was 98-percent fee and 

1-percent s t a t e and 1-percent f e d e r a l , and you were coming 

i n and asking f o r such an item? 

MR. FELDEWERT: Well, a t t h a t p o i n t i n time you'd 

have t o have approval from a s u f f i c i e n t percentage of the 

fee acreage t o assure t h a t you have e f f e c t i v e c o n t r o l over 

u n i t operations. Otherwise you wouldn't be i n a p o s i t i o n 

t o ask f o r approval of a u n i t area. 

So i n other words, you'd have t o have enough 

v o l u n t a r y p a r t i c i p a t i o n a t t h a t p o i n t t o provide e f f e c t i v e 

c o n t r o l over u n i t operations. And i n your scenario, i f you 

d i d n ' t have the approval, v o l u n t a r y approval of the fee 

acreage t h a t comprises 98 percent of the u n i t area, you 

would not have e f f e c t i v e c o n t r o l over u n i t o p e r a t i o n s . 

EXAMINER STOGNER: E s s e n t i a l l y what we're g e t t i n g 

a t i s , each u n i t i s looked upon somewhat as i t comes up; i s 

t h a t c o r r e c t ? 

MR. FELDEWERT: Correct, c o r r e c t . 
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EXAMINER STOGNER: And ther e has been instances 

where i t ' s been a hundred-percent fee acreage t h a t has been 

u n i t i z e d , but you haven't been in v o l v e d i n those instances, 

have you, where a hundred percent of the u n i t i z e d acres was 

fee? 

MR. FELDEWERT: Not t h a t I can remember. 

EXAMINER STOGNER: Okay. 

MR. FELDEWERT: But again, you have t o have 

enough v o l u n t a r y p a r t i c i p a t i o n t o provide e f f e c t i v e c o n t r o l 

over u n i t operations. 

EXAMINER STOGNER: And t h a t would depend upon the 

u n i t agreement, what t h a t would be; would t h a t be c o r r e c t ? 

MR. FELDEWERT: Correct. 

EXAMINER STOGNER: Any other questions? 

MS. MacQUESTEN: No, thank you. 

EXAMINER STOGNER: I s the r e anything f u r t h e r i n 

Case Number 13,188 a t t h i s time? Then t h i s matter w i l l be 

taken under advisement. 

Let's take a 10-minute recess. 

(Thereupon, these proceedings were concluded a t 

9 : 4 1 a . m . ) 
f 4b be-
a t - * * * \ '"'aMhe foregoing }fc 
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