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1 5: I 

IN THE MATTER OF THE HEARING CALLED BY 
THE OIL CONSERVATION DIVISION FOR THE 
PURPOSE OF CONSIDERING: 

APPLICATION OF NADEL AND GUSSMAN 
PERMIAN, L.L.C., FOR COMPULSORY POOLING, 
EDDY COUNTY, NEW MEXICO 

CASE NO. 1 2 , 3 8 0 

ORIGINAL 

REPORTER'S TRANSCRIPT OF PROCEEDINGS : ; f-~, 
~< r ••• 

EXAMINER HEARING J- f '] 

'_• ; } 

BEFORE: MARK ASHLEY, Hearing Examiner c.'? - : 

c J 
cn ^ 

A p r i l 20th, 2000 

Santa Fe, New Mexico 

This matter came on f o r hearing before the New 

Mexico O i l Conservation D i v i s i o n , MARK ASHLEY, Hearing 

Examiner, on Thursday, A p r i l 20th, 2000, a t the New Mexico 

Energy, Minerals and Natural Resources Department, Porter 

H a l l , 2 040 South Pacheco, 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 

10:52 a.m.: 

EXAMINER ASHLEY: This hearing w i l l now come back 

t o order, and the D i v i s i o n c a l l s Case 12,380. 

MS. HEBERT: A p p l i c a t i o n of Nadel and Gussman 

Permian, L.L.C, f o r compulsory p o o l i n g , Eddy County, New 

Mexico. 

EXAMINER ASHLEY: C a l l f o r appearances. 

MR. BRUCE: Mr. Examiner, Jim Bruce of Santa Fe. 

I have two witnesses t o be sworn. 

EXAMINER ASHLEY: C a l l f o r a d d i t i o n a l 

appearances. 

W i l l the witnesses please r i s e t o be sworn in? 

(Thereupon, the witnesses were sworn.) 

SAM H. JOLLIFFE. IV. 

the witness h e r e i n , a f t e r having been f i r s t duly sworn upon 

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

DIRECT EXAMINATION 

BY MR. BRUCE: 

Q. Would you please s t a t e your name and c i t y of 

residence f o r the record? 

A. My name i s Sam J o l l i f f e . I'm a r e s i d e n t of 

Midland, Texas. 

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

A. I work f o r Nadel and Gussman Permian, and I'm 

STEVEN T. 
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t h e i r 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 D i v i s i o n 

as a petroleum landman? 

A. Yes, I have. 

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, they were. 

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 t h i s A p p l i c a t i o n ? 

A. Yes, s i r . 

MR. BRUCE: Mr. Examiner, I tender Mr. J o l l i f f e 

as an expert petroleum landman. 

EXAMINER ASHLEY: Mr. J o l l i f f e i s so q u a l i f i e d . 

Q. (By Mr. Bruce) Mr. J o l l i f f e , could you i d e n t i f y 

E x h i b i t 1 f o r the Examiner and describe what Nadel and 

Gussman seeks i n t h i s case? 

A. Yes, s i r , E x h i b i t 1 i s a land p l a t h i g h l i g h t i n g 

the n o r t h h a l f of Section 34, Township 2 4 South, Range 28 

East i n Eddy County. We seek an order p o o l i n g the n o r t h 

h a l f of 34 t o the base of the Atoka formation f o r a l l pools 

or formations spaced on 40, 160 and 32 0 acres. 

The northeast quarter of the northeast q u a r t e r 

w i l l be dedicated t o the w e l l 40-acre u n i t s , and the 

north e a s t quarter w i l l be dedicated, the w e l l , f o r any 

formations spaced on 160 acres. 

STEVEN T. BRENNER, CCR 
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The proposed w e l l , as you can see on your p l a t , 

i s l o c a t e d 660 f e e t from the n o r t h l i n e and 860 f e e t from 

the east l i n e of Section 34. The w e l l w i l l be d r i l l e d t o a 

depth approximately 12,2 00 f e e t . 

MR. BRUCE: Mr. Examiner, one t h i n g before we go 

on. The case was advertised as p o o l i n g t o the base of the 

Morrow formation. I t w i l l only be t o the base of the 

Atoka. 

Q. (By Mr. Bruce) Let's move on t o E x h i b i t 2, and 

could you describe the land ownership i n the n o r t h h a l f of 

Section 34? 

A. Yes, s i r . We have got approximately 13 — 

I n c l u d i n g ourselves, we have 13 working i n t e r e s t owners 

under t h a t n o r t h h a l f , ourselves, Matador Petroleum, 

Hallwood Petroleum, Central Resources, Toreador 

E x p l o r a t i o n , RKC, Inc., Roden P a r t i c i p a n t s and Associates, 

Childress Royalty Company, Exxon Mobil Corporation, Mr. 

A.L. Peters, Mr. Robert E n f i e l d , and Mrs. Mona E n f i e l d . 

Q. Other than Nadel and Gussman, which of these 

i n t e r e s t owners have v o l u n t a r i l y j o i n e d i n the w e l l by 

si g n i n g an AFE and a JOA? 

A. Okay, as f a r as an assigned AFE and JOA sig n a t u r e 

page, Roden P a r t i c i p a n t s and Associates have signed. Their 

cumulative i n t e r e s t i s 1.722 percent. 

Q. Okay. And so a t t h i s p o i n t , other than those 

STEVEN T. BRENNER, CCR 
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p a r t i e s , you seek t o pool everyone on t h i s l i s t ; i s t h a t 

c o r r e c t ? 

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

Q. Now, there are some p r e l i m i n a r y agreements w i t h 

c e r t a i n of these p a r t i e s which w e ' l l go i n t o , but they have 

not f i n a l l y signed an agreement w i t h you? 

A. No, the l e t t e r agreements, but not the a c t u a l 

assignments. 

Q. Okay. Let's move on t o your E x h i b i t 3 and r e a l l y 

j u s t b r i e f l y describe the course of events over the past 

several months i n g e t t i n g these p a r t i e s t o j o i n i n , and 

then maybe go down b r i e f l y on E x h i b i t 2 and t e l l the s t a t u s 

of each of these working i n t e r e s t owners. 

A. Okay. We sent out our o r i g i n a l AFE and JOA i n 

November of 1999 and got some response. Some of the 

response we got, people questioned t h e i r i n t e r e s t . We went 

back and r e v i s i t e d the t i t l e and cleared these i n t e r e s t 

discrepancies up and then reproposed the w e l l February of 

2000 . 

Q. And then enclosed i n t h i s e x h i b i t package i s a l l 

of your w r i t t e n correspondence w i t h the p a r t i e s ? 

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

Q. And also i n here toward the end are — I b e l i e v e 

t h e r e are some phone notes t h a t you have had w i t h the 

p a r t i c i p a n t s or the i n t e r e s t owners i n t h i s w e l l ? 

STEVEN T. BRENNER, CCR 
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A. That's c o r r e c t , once we got down t o the l a s t few 

weeks and we had sent our order out, or our n o t i c e of the 

A p p l i c a t i o n , we were applying f o r f o r c e p o o l i n g , I 

documented my phone conversations w i t h these people, and 

p a r t i c u l a r l y the ones t h a t looked l i k e they weren't going 

t o go along w i t h us. 

Q. Okay, why don't you switch back t o E x h i b i t 2 and 

then maybe go down, s t a r t i n g w i t h Matador, and s t a t e — 

A. Okay. 

Q. — b r i e f l y the c u r r e n t s t a t u s of each i n t e r e s t ? 

A. Sure. Matador Petroleum has advised they w i l l 

p a r t i c i p a t e . They have sent us a signed AFE, but they have 

not provided us w i t h an executed JOA s i g n a t u r e page y e t . 

Hallwood Petroleum i s going t o a c t u a l l y s e l l us 

t h e i r i n t e r e s t . 

C e n tral Resources, we don't know what they're 

going t o do. They won't get back t o us, so... 

Toreador E x p l o r a t i o n and Production has agreed t o 

farm out t o us. There again, we have not received the 

executed assignment from t h a t but should r e c e i v e t h a t any 

day. 

RKC, I n c . , we cannot f i n d them. 

As I mentioned, Roden P a r t i c i p a n t s and Associates 

have signed the AFE and JOA signature page. 

Childress Royalty has agreed t o farm out t o us. 

STEVEN T. BRENNER, CCR 
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Exxon Mobil has advised me t h a t they are not 

going t o do anything. 

Mr. A.L. Peters out of Roswell i s going t o farm 

out t o us. 

And then Mr. and Mrs. E n f i e l d s a i d they would 

farm out, but they are not on reasonable terms. 

Q. Okay. 

A. And t h a t ' s — 

Q. So a t t h i s p o i n t , other than the two Roden 

e n t i t i e s , you do need t o for c e pool a l l of these i n t e r e s t 

owners? 

A. Yes, s i r . 

Q. And a t such time as they s i g n a farmout or a JOA, 

you w i l l n o t i f y the D i v i s i o n t h a t they are no longer 

s u b j e c t t o a p o o l i n g order? 

A. Yes. 

Q. I n your o p i n i o n , have you made a good f a i t h 

e f f o r t t o o b t a i n the v o l u n t a r y j o i n d e r of these i n t e r e s t 

owners i n the well? 

A. Yes, s i r . 

Q. Would you i d e n t i f y your E x h i b i t 4 and discuss i t s 

contents f o r the Examiner? 

A. Okay, E x h i b i t 4 i s our most recent AFE f o r the 

proposed w e l l . I t has an estimated dryhole cost of 

$624,069 and a completed w e l l cost of $304,610. 

STEVEN T. BRENNER, CCR 
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Q. Or the completion cost, c o r r e c t ? 

A. Yes, s i r , completion cost, excuse me. 

Q. So the t o t a l i s over $900,000? 

A. Yes. 

Q. I s t h i s cost i n l i n e w i t h the cost of other w e l l s 

d r i l l e d t o t h i s depth i n t h i s area of Eddy County? 

A. Yes, s i r . 

Q. Does Nadel and Gussman request t h a t i t be 

designated operator of the well? 

A. Yes. 

Q. Do you have a recommendation f o r the amounts 

which should be paid f o r supervision and a d m i n i s t r a t i v e 

expenses? 

A. Yes, we do. We request t h a t $5000 per month be 

allowed f o r a d r i l l i n g w e l l r a t e and $500 per month be 

allowed f o r a producing w e l l r a t e . 

Q. And are these amounts equ i v a l e n t t o those 

normally charged by Nadel and Gussman and other operators 

i n t h i s area f o r w e l l s of t h i s depth? 

A. Yes, s i r . 

Q. Would you also ask t h a t these overhead r a t e s be 

adjusted according t o the COPAS accounting procedure? 

A. Yes. 

Q. Okay. F i n a l l y , Mr. J o l l i f f e , were the 

nonconsenting i n t e r e s t owners n o t i f i e d of t h i s A p p l i c a t i o n ? 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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A. Yes, s i r , submitted as E x h i b i t 5 i s an a f f i d a v i t 

of n o t i c e w i t h copies of the n o t i c e l e t t e r and c e r t i f i e d 

r e t u r n r e c e i p t s attached. 

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

under your s u p e r v i s i o n , or compiled from company business 

records? 

A. Yes, s i r . 

Q. And i n your o p i n i o n , i s the g r a n t i n g of Nadel and 

Gussman's A p p l i c a t i o n i n the i n t e r e s t s of conservation and 

the p r e v e n t i o n of waste? 

A. Yes, i t i s . 

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

of Nadel and Gussman's E x h i b i t s 1 through 5. 

EXAMINER ASHLEY: E x h i b i t s 1 through 5 w i l l be 

admitted as evidence a t t h i s time. 

EXAMINATION 

BY EXAMINER ASHLEY: 

Q. Mr. J o l l i f f e , does Nadel and Gussman own 100 

percent i n t e r e s t i n any of the proposed u n i t s ? 

A. Yes, s i r , we own 100 percent of the middle 160 

acres, 

Q. The middle 160 acres? 

A. Yes. 

Q. What i s that? That's the northeast quarter? 

A. Yes, s i r , we own the west h a l f of the northeast 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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and the east h a l f of the northwest. That's how we get our 

50 percent working i n t e r e s t . 

Q. Okay. 

A. We have 100 percent of t h a t f e d e r a l lease. 

Q. Okay. And d i d I miss what you s a i d you were 

going t o be p o o l i n g , or you wanted t o pool f o r the 4 0 

acres, as well? 

A. Yes, s i r . 

Q. And you don't own 100 percent of t h a t ? 

A. No, no, by v i r t u e of these farmouts we have 

committed, t h a t w i l l give us probably about around 40 

percent of t h a t northeast q u a r t e r , or the northeast of the 

northe a s t . And then the northeast i t s e l f , we would, of 

course, have 50 percent by v i r t u e of our west h a l f , 

n o r t heast ownership. 

EXAMINER ASHLEY: Okay, I have nothing f u r t h e r . 

Thank you. 

THE WITNESS: Thank you. 

SCOTT H. GERMANN. 

the witness h e r e i n , a f t e r having been f i r s t d uly 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. ASHLEY: 

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

A. Scott Germann. 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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Q. Where do you reside? 

A. Midland, Texas. 

Q. By whom are you employed, and i n what capacity? 

A. Nadel and Gussman Permian, L.L.C. I'm t h e i r 

e x p l o r a t i o n 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 D i v i s i o n 

as a petroleum geologist? 

A. Yes, I have. 

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, they were. 

Q. And are you f a m i l i a r w i t h the geology i n v o l v e d i n 

t h i s case? 

A. Yes, s i r . 

MR. BRUCE: Mr. Examiner, I tender Mr. German as 

an expert petroleum g e o l o g i s t . 

EXAMINER ASHLEY: Mr. German i s so q u a l i f i e d . 

Q. (By Mr. Bruce) What i s the primary zone of 

i n t e r e s t f o r your proposed well? 

A. The Atoka formation. 

Q. Would you r e f e r t o your E x h i b i t 6 and discuss the 

Atoka i n t h i s area? 

A. Yes, I w i l l . E x h i b i t 6 i s an Atoka net isopach, 

a p a r t i c u l a r horizon t h a t we c o l l o q u i a l l y j u s t c a l l the 

orange zone. This i s a net isopach showing p r o d u c t i o n from 

STEVEN T. BRENNER, CCR 
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the e x i s t i n g formation, w i t h the orange c i r c l e s , and i t has 

footages, both gross and net beside those, each w e l l . And 

also the cumulative BCF t o date. 

For example, the w e l l s t h e r e i n 22, Section 22, 

one w e l l made 9.5 BCF and has 14 f o o t of gross and 14 f o o t 

of net. 

Going f u r t h e r south on the same t r e n d , there's a 

w e l l proposal t h e r e t h a t we're discussing i n the northeast 

q u a r t e r of 34 t h a t we t h i n k w i l l be i n the f a i r w a y of the 

sand channel t r e n d f o r t h i s p a r t i c u l a r Atoka f o r m a t i o n . 

Also i l l u s t r a t e d t h e r e , there's a f o u r w e l l — or 

t h r e e - w e l l cross-section going through the proposed 

l o c a t i o n , which i s E x h i b i t 7. 

Q. Why don't you move on t o your E x h i b i t 7 and 

discuss the zones of i n t e r e s t you're l o o k i n g f o r i n t h i s 

w e l l ? 

A. This i 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 , again 

shown t h e r e i n 6. S t a r t i n g t o the n o r t h on the l e f t s i d e , 

going t o the south, t o the r i g h t , the f i r s t w e l l t h e r e i s 

lo c a t e d i n Section 27, which i s a 2.7 BCF Atoka fo r m a t i o n 

producer, going through the proposed l o c a t i o n down t o the 

southeast of 3 4 and then i n t o Section 2. 

Y o u ' l l n o t i c e again, the orange sand, we've 

la b e l e d t h e r e and colored f o r you. There's a r e s i s t i v i t y 

p l o t and a p o r o s i t y p l o t f o r each w e l l t o help you i d e n t i f y 

STEVEN T. BRENNER, CCR 
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the sand. This i s datum'd on the base of t h a t lime 

producer t h e r e i n purple, and again showing how the orange 

sand, we b e l i e v e , goes through our l o c a t i o n , through the 

other t h r e e w e l l s also. 

Q. Are any of these other zones, other than the 

Atoka orange sand, prospective? 

A. Yes, what we c a l l the Atoka lime bank producer 

t h e r e i n the blue might also have some p o t e n t i a l , as w e l l 

as some other s t r a y Atoka sands. You can see on the very 

f a r r i g h t t h e r e i n the Section 2 w e l l , there's a second 

Atoka sand t h a t comes i n , t h a t w e ' l l be l o o k i n g out f o r a l l 

those. 

Q. Okay. Why don't we move on t o your E x h i b i t 8 and 

maybe discuss some other producing zones i n t h i s area? 

A. Sure. This i s , again, the n o r t h h a l f of 3 4 i s 

h i g h l i g h t e d w i t h the proposal i n the northeast. 

Now, as you know, many of these Atoka zones are 

a l l lumped together f o r r e g u l a t o r y purposes. So on t h i s 

p a r t i c u l a r map, the Delaware i s green, Morrow i s yellow, 

Atoka i s orange, the Bone Spring i s blue. And again, you 

can observe around the proposed l o c a t i o n t h a t most of the 

producers are orange producers. There i s a l i t t l e c l u s t e r 

of Delaware producers over t o the f a r r i g h t and a few Bone 

Spring producers over t o the l e f t . 

These reserves are mostly p r e t t y marginal and 

STEVEN T. BRENNER, CCR 
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would only be considered a b a i l - o u t or secondary. 

Q. Okay. And obviously you hope t o make a good 

w e l l , but you are — what? — moving about t h r e e - q u a r t e r s 

of a m i l e away from any est a b l i s h e d Atoka w e l l ? 

A. Yes, s i r . Yes. And also, t h i s i s a mature Atoka 

area, so the other r i s k , not only do you f i n d the Atoka 

orange sand but also f o r drainage, as we f i n d many places 

i n southeast New Mexico. 

Q. And t h i s i s what? A 12,200-foot well? 

A. Yes, s i r . 

Q. And there's always the r i s k of mechanical 

problems w i t h a w e l l l i k e t h a t ? 

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

Q. I n your opinion, what penalty should be assessed 

against any i n t e r e s t owner who goes nonconsent i n t h i s 

w e l l ? 

A. Cost plus 200 percent. 

Q. Were E x h i b i t s 6 through 8 prepared by you or 

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

A. Yes, s i r , they were. 

Q. And i n your opinion, i s the g r a n t i n g of Nadel and 

Gussman's A p p l i c a t i o n i n the i n t e r e s t s of conservation and 

the prev e n t i o n of waste? 

A. Yes, s i r , they are. 

MR. BRUCE: Mr. Examiner, I ' d move the admission 
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of Nadel and Gussman E x h i b i t s 6 through 8. 

EXAMINER ASHLEY: E x h i b i t s 6 through 8 w i l l be 

admitted i n t o evidence at t h i s time. 

EXAMINATION 

BY EXAMINER ASHLEY: 

Q. Mr. Germann, the Delaware and the Bone Springs 

were your secondary objectives? 

A. Yes, s i r . There are some other s t r a y Atoka zones 

and Strawn zones t h a t w e ' l l be lo o k i n g a t , t h a t produce i n 

the area. But t h i s i s by f a r our primary o b j e c t i v e . But 

we w i l l a lso be ev a l u a t i n g through normal procedures 

mudloggers, d r i l l stem t e s t s , as we proceed down through 

the s e c t i o n , through the Delaware and the Bone Spring. 

One note, s i r , the Morrow i s r e a l l y not very 

p r o d u c t i v e i n t h i s area. That's one of the reasons we 

decided not t o proceed down t o the Morrow. I t also takes 

an i n t e r m e d i a t e s t r i n g , so your $900,000 p r i c e t a g goes up 

t o over a m i l l i o n d o l l a r s , and f o r the economics we j u s t 

c o u l dn't go any deeper. 

Q. What k i n d of drainage do these w e l l s u s u a l l y 

have? 

A. Well, i t i s a t h i n sand, s i r , and you can see 

t h a t from the cross-section. So we've worked on t h a t a 

l i t t l e b i t , and I d i d not prepare t h a t as an e x h i b i t , but 

we could — S h a l l we send t h a t up separately, or do you 
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want me j u s t t o — 

MR. BRUCE: Why don't you discuss i t v e r b a l l y ? 

EXAMINER ASHLEY: Yeah, you can j u s t — 

THE WITNESS: About 160 acres t o — you know. 

And of course, i t depends how the sand i s o r i e n t e d . And 

als o , of course, the cum. I might note t h a t the 9 BCF 

w e l l s up t h e r e , you can see i n the same Section 22 there's 

a 4.2 BCF w e l l and a 9.5 BCF w e l l i n the same s e c t i o n , i n 

Section 22. 

Q. (By Examiner Ashley) Just north? 

A. Yeah, j u s t n o r t h of us th e r e . There's a 9.5 i n 

the southeast and there's a 4.2 i n the northwest of 22. 

And then there's a 5.4 and 15. So when you s t a r t g e t t i n g 

i n t he 10- t o 15-foot range, you can see i t ' s very 

p r o l i f i c . So you have three w e l l s there t h a t a l l made over 

5 BCF i n b a s i c a l l y a mil e and a h a l f . So, you know — But 

then again, the pressure w i l l be drawn down i n our 

l o c a t i o n . 

Q. This w e l l w i l l be i n the S a l t Draw-Atoka Gas 

Pool, t h a t ' s the c l o s e s t pool t o t h i s w e l l ? 

A. I'm not sure t h a t I — I can look j u s t r e a l quick 

t o see — 

Q. Okay. 

A. That w e l l i n 34 — I'm going t o look t o see which 

pool i t ' s i n , s i r , i f you bear w i t h me j u s t a moment. Yes, 
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s i r , e x a c t l y r i g h t . The w e l l i n 34 J i s i n the S a l t Draw-

Atoka f i e l d , and so we'd be applying f o r the same f i e l d 

r u l e s , t h a t ' s c o r r e c t . 

EXAMINER ASHLEY: Okay, I have nothing f u r t h e r . 

Thank you. 

MR. BRUCE: I have nothing f u r t h e r i n t h i s 

matter, Mr. Examiner. 

EXAMINER ASHLEY: There being nothing f u r t h e r i n 

t h i s case, Case 12,380 w i l l be taken under advisement. 

(Thereupon, these proceedings were concluded a t 

11:15 a.m.) 

* * * 
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