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March 22nd, 2001 

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 , MICHAEL E. STOGNER, 

Hearing Examiner, on Thursday, March 22nd, 2001, a t the New 

Mexico Energy, Minerals and Natural 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 

9:42 a.m.: 

EXAMINER STOGNER: C a l l next case, Number 12,620, 

which i s the A p p l i c a t i o n of Elm Ridge Resources, I n c . , f o r 

compulsory p o o l i n g , San Juan County. 

C a l l f o r appearances. 

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

rep r e s e n t i n g the Applic a n t . I have two witnesses. 

EXAMINER STOGNER: Any other appearances? 

MR. HALL: Mr. Examiner, Scott H a l l , M i l l e r 

S t r a t v e r t and Torgerson, Santa Fe, on behalf of Edwards 

Energy Corporation and Pendragon Energy Partners, 

Incorporated. 

EXAMINER STOGNER: Do you have any witnesses? 

M:R. HALL: No, s i r . 

EXAMINER STOGNER: Any other appearances? 

W i l l the two witnesses please stand t o be sworn? 

(Thereupon, the witnesses were sworn.) 

PATRICK HEGARTY. 

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. W i l l you please s t a t e your name and c i t y of 

residence? 

STEVEN T. BRENNER, CCR 
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A. My name i s P a t r i c k Hegarty, and I l i v e i n Aztec, 

New Mexico. 

Q. What i s your occupation? 

A. I am president of DELHI-Trading, Incorporated. 

Q. Okay. And by trade do you p r a c t i c e as a landman? 

A. Yes, I do. 

Q. And what i s your r e l a t i o n s h i p t o Elm Ridge i n 

t h i s matter? 

A. Elm Ridge i s a d r i l l i n g p a r t n e r of mine i n 

various ventures i n the San Juan Basin, as w e l l as t h i s 

p a r t i c u l a r deal here. 

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 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. Are you f a m i l i a r w i t h 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, I am. 

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

an expert petroleum landman. 

EXAMINER STOGNER: Any o p p o s i t i o n or any 

questions? 

MR. HALL: We'll s t i p u l a t e t o h i s q u a l i f i c a t i o n . 

STEVEN T. BRENNER, CCR 
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EXAMINER STOGNER: So q u a l i f i e d . Thank you, s i r . 

Q. (By Mr. Bruce) Mr. Hegarty, b r i e f l y , what does 

Elm Ridge seek i n t h i s case? 

A. We seek compulsory p o o l i n g of the n o r t h h a l f of 

Section 24 i n Township 2 6 North, Range 13 West. 

Q. And the t a r g e t of t h i s w e l l i s the Basin-

F r u i t l a n d Coal Gas Pool? 

A. Yes. 

Q. Which i s spaced on 320 acres? 

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

Q. What i s the name of the w e l l , and where w i l l i t 

be located? 

A. The name of the w e l l i s the Ryley Bart Federal 

Number 1, and i t w i l l be located i n the northeast q u a r t e r 

of Section 24 of Township 26 North, Range 13 West. 

Q. What i s E x h i b i t 1? 

A. E x h i b i t 1 i s the p l a t , land p l a t , showing the 

o f f s e t w e l l s f o r t h i s matter. 

Q. And i t also shades the proposed w e l l u n i t ? 

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

Q. And why don't you keep E x h i b i t IA also i n f r o n t 

of you, Mr. Hegarty? Could you i d e n t i f y the leases 

i n v o l v e d and the ownership of the p a r t i e s i n the n o r t h h a l f 

of Section 24? 

A. The northwest quarter i s an I n d i a n - a l l o t t e d 
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lease. The northeast quarter i s a f e d e r a l BLM lease. 

Q. Okay. And on E x h i b i t IA you've l i s t e d the 

i n t e r e s t owners i n each lease? 

A. Yes, I have. 

Q. Of these i n t e r e s t owners, which a t t h i s time have 

not v o l u n t a r i l y signed the AFE and operating agreement? 

A. There are only two 18 0s t h a t have not volunteered 

t o j o i n i n the d r i l l i n g of t h i s w e l l , and t h a t i s Edwards 

Energy Corporation and Devon Energy Corporation. 

Q. Now, l e t ' s discuss your e f f o r t s 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 p a r t i e s , and I ' l l r e f e r you t o 

E x h i b i t 2. Now, before we get going on t h i s , when d i d you, 

your e n t i t y , and Elm Ridge acquire an i n t e r e s t i n the 

northwest quarter? 

A. We acquired an i n t e r e s t i n the northwest q u a r t e r 

i n May of 2 000, v i a a farmout agreement from Marathon O i l 

Corporation. 

Q. Okay. And now we're here about t e n months l a t e r . 

Was t h e r e something necessary before you could r e a l l y get 

the process going of p e r m i t t i n g a well? 

A. Yes, the Navajo I n d i a n a l l o t t e d lease, NO-G-9601-

129 6, comprising the northwest quarter of Section 24 of 26-

13, e x p i r e d on December 31st of the year 2 000. We — I — 

n e g o t i a t e d an extension of t h a t lease f o r the purposes of 

d r i l l i n g a coal gas w e l l . 

STEVEN T. BRENNER, CCR 
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Q. And so you had t o work w i t h the BIA t o get an 

extension of t h a t lease so t h a t you could p r o p e r l y do the 

land work and get t h i s process r o l l i n g ? 

A. Yes, we d i d . 

Q. Okay. And then I b e l i e v e you s t a r t e d p e r m i t t i n g 

the w e l l i t s e l f i n October of 2000? 

A. Yes, we d i d . We submitted a n o t i c e of s t a k i n g on 

October 3 0th t o d r i l l a F r u i t l a n d Coal w e l l i n the 

northeast quarter of Section 24. 

Q. A l l r i g h t . And then s h o r t l y t h e r e a f t e r , you 

began proposing the w e l l t o the i n t e r e s t owners? 

A. That's c o r r e c t . We a c t u a l l y were n e g o t i a t i n g 

w i t h Devon. The p r i o r owner of Devon Corporation was Santa 

Fe Snyder, and through a merger Santa Fe Snyder merged i n t o 

Devon, and we had — b a s i c a l l y , w i t h a l l of the t r a n s f e r s 

of i n t e r e s t we were having some problems g e t t i n g them t o 

r e a l l y focus on t h i s acreage. But as soon as we put the 

n o t i c e of s t a k i n g i n — So i n answer t o your question, we 

were working w i t h Devon p r i o r t o g e t t i n g the lease 

extension or anything, because we thought t h a t would be our 

most problematic i n t e r e s t . But a f t e r we secured the 

extension, f i l e d t he n o t i c e of s t a k i n g , we sent out AFEs 

and asked f o r the j o i n d e r i n the d r i l l i n g of t h i s w e l l from 

the other p e i r t i e s , i n t e r e s t owners i n these two leases t h a t 

we j u s t described. 

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 

Q. Okay, and I don't know which way t o s t a r t . Maybe 

i t would be best t o s t a r t , perhaps, a t the back of E x h i b i t 

2, probably, Mr. — 

A. Okay. 

Q. -- Hegarty. So your f i r s t l e t t e r t o Devon was i n 

September of 2 000? 

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

Q. And then going through t h i s package of e x h i b i t s , 

t h e r e w i l l be other l e t t e r s . But j u s t i n summary, what has 

been Devon's p o s i t i o n or — i n t h i s matter? 

A. Devon's p o s i t i o n i s t h a t w i t h the mergers and the 

expansion of ownership and — I mean, they're probably one 

of the l a r g e s t independents i n the United States a t t h i s 

p o i n t , and they have not been able t o get the personnel 

t h a t r e a l l y handle the workload of miscellaneous i n t e r e s t s 

such as t h i s , and my repeated e f f o r t s t o t r y and get them 

inv o l v e d i n the d r i l l i n g of t h i s w e l l , t o e i t h e r s e l l , farm 

out or p a r t i c i p a t e , have been f r u i t l e s s . 

And they b a s i c a l l y t o l d me t h a t , Hey, we 

understand, you've got t o do what you've got t o do because 

you've got an e x p i r i n g lease, you're j u s t going t o have t o 

f o r c e pool our i n t e r e s t because we can't devote the 

a t t e n t i o n necessary t o make a d e c i s i o n . 

Q. Okay, so they said j u s t go ahead and f o r c e pool 

us? 

STEVEN T. BRENNER, CCR 
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A. Right. 

Q. Okay. And then leaping backwards about f i v e 

pages i n , there's the n o t i c e of s t a k i n g which you d i d i n 

October of 2000? 

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

Q. And then going back another page t h e r e i s a 

l e t t e r t o Marathon? 

A. Well, b a s i c a l l y i t ' s a l e t t e r dated November 1st. 

And the purpose of i n c l u d i n g t h i s l e t t e r i s j u s t t o show 

t h a t , number one, there i s an agreement between Marathon 

and myself which gives me r i g h t s t o be here today, and i t 

acknowledges t h a t Elm Ridge Resources w i l l be the 

designated operator f o r the d r i l l i n g of the w e l l s i n t h i s 

p a r t i c u l a r t r a c t . 

Q. Okay. And then the next couple of pages are the 

amendment of the N a v a j o - a l l o t t e d lease, extending the 

primary term of the lease? 

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

Q. Okay. 

A. And b a s i c a l l y I included t h a t t o demonstrate t o 

the Hearing Examiner and a l l i n t e r e s t e d p a r t i e s t h a t t h e r e 

i s — we're under a time clock here t o get a w e l l d r i l l e d 

t o p r o t e c t our i n t e r e s t s . 

Q. Okay. And then go back the next couple of pages, 

t h e r e i s correspondence w i t h the BLM regarding the Navajo-

STEVEN T. BRENNER, CCR 
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a l l o t t e d lease, and there i s a demand t o develop t h a t 

lease? 

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

Q. Okay, t h a t ' s k i n d of i n t r o d u c t o r y . And then you 

get i n t o the correspondence. And w i t h o u t going i n t o i t i n 

too much d e t a i l , on December 21 you f i r s t wrote t o Edwards 

Energy Corporation? 

A. Yes, we faxed and sent v i a c e r t i f i e d m a i l an 

i n v i t a t i o n t o p a r t i c i p a t e i n the d r i l l i n g of the s u b j e c t 

w e l l . 

Q. And then a few days l a t e r you sent another l e t t e r 

t o Devon Energy, making the same proposal t o them, on 

December 27th? 

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

Q. And again, you wrote t o Devon on January 5 t h , 

proposing the well? 

A. That's c o r r e c t . And they wanted t o know what our 

basis f o r — you know, we t o l d them t h a t i f we couldn't get 

something done — I ' d a c t u a l l y been working w i t h them — I 

d i d n ' t i nclude a l l the correspondence t h a t I had w i t h Santa 

Fe Snyder, but I've been working w i t h them f o r about a year 

on t h i s p r o j e c t , and so my only a l t e r n a t i v e i s t o f o r c e 

po o l , which I d i d n ' t want t o do, and they wanted me t o 

j u s t i f y my ownership i n the t r a c t , so I d i d t h a t f o r them. 

Q. Then on January 10th of t h i s year you sent a 

STEVEN T. BRENNER, CCR 
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second request t o Edwards Energy Corporation? 

A. Yes, and t h a t was faxed and by c e r t i f i e d m a i l . 

Q. And on January 17th you again contacted Devon 

Energy by mail? 

A. Yes. 

Q. Now, there's a l e t t e r i n here, January 23, t o 

Greg Merrion, the president of Merrion O i l and Gas 

Corporation. What i s t h e i r s t a t u s i n t h i s p r o j e c t ? 

A. B a s i c a l l y , Pendragon — When I used t o work f o r 

Merrion O i l and Gas and I put t h i s acreage, the o p e r a t i n g 

agreement, together, t h a t covered the northeast q u a r t e r of 

theit t r a c t , w h i l e employed w i t h Merrion O i l and Gas. 

And Pendragon — I ' d been having conversations 

w i t h Pendragon, and they said t h a t they acquired an 

i n t e r e s t i n Edwards' p o s i t i o n and t h a t Merrion may have an 

i n t e r e s t as w e l l . So as a precautionary measure, I j u s t 

sent T. Greg Merrion a copy of t h i s whole proceeding t o 

advise him of what we were doing and t o i n v e s t i g a t e what 

h i s records showed, j u s t as a precautionary measure. 

Q. Okay. But a t t h i s p o i n t you do not b e l i e v e they 

have an i n t e r e s t ? 

A. No, we confirmed they do not have an i n t e r e s t . 

Q. Okay. Then on January 2 3rd you wrote — I ' l l 

t ake a step back. At f i r s t you d i d not know of Pendragon*s 

i n t e r e s t i n the well? 

STEVEN T. BRENNER, CCR 
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A. Right, because the record check t h a t we d i d of 

the BLM records — and t h a t was by Schutz A b s t r a c t Company 

— showed t h a t Edwards a c t u a l l y owned a l l of the i n t e r e s t , 

and Pendragon advised us t h a t they d i d , i n f a c t , own an 

i n t e r e s t — 

Q. Okay, so — 

A. — v i a an assignment, of a general assignment 

w i t h Edwards. 

Q. Okay. So on January 2 3rd, you proposed the w e l l 

t o Pendragon? 

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

Q. And you had a d d i t i o n a l conversations w i t h 

Pendragon, and they have agreed t o j o i n v o l u n t a r i l y i n the 

w e l l ? 

A. Yes, they have. 

Q. Okay, and w e ' l l get t o t h a t i n a minute. Then on 

January 2 9th you sent a t h i r d request t o Edwards Energy? 

A. Yes, we faxed and again sent another r e g i s t e r e d 

l e t t e r t o Edwards Energy Corporation. 

Q. Okay, and l e t ' s get t o t h a t . Mr. Examiner, i f 

you t u r n t o the t h i r d page from the top of E x h i b i t 2, t h i s 

would be the f i n a l l e t t e r — the agreement signed by 

Pendragon; i s t h a t correct? 

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

Q. And what they d i d , they wanted some adjustments 

STEVEN T. BRENNER, CCR 
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i n the estimated w e l l costs and you agreed t o those? 

A. Yes. 

Q. And page 4 of t h i s e x h i b i t i s the AFE t h a t 

Pendragon has a c t u a l l y signed? 

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

Q. And i t reduced the proposed cost of the w e l l 

somewhat? 

A. That's r i g h t . And b a s i c a l l y , i f you want d e t a i l 

t h e r e — 

Q. Well, l e t ' s get i n t o t h a t i n a second. 

A. Okay. 

Q. But i n s h o r t , you've had a number of telephone 

c a l l s and correspondence, w r i t t e n correspondence, w i t h 

Pendragon, and they j o i n e d --

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

Q. -- w i t h Edwards Energy. And you hope they s i g n , 

but they haven't yet? 

A. Well, Edwards Energy has never r e p l i e d t o any of 

our c e r t i f i e d l e t t e r s t h a t were faxed and c e r t i f i e d . 

Q. Okay. And then Devon Energy, most of a l l , you've 

been i n touch w i t h them any number of times, and they j u s t 

s a i d , Go ahead and forc e pool us? 

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

Q. Okay. I n your op 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 a l l 

STEVEN T. BRENNER, CCR 
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i n t e r e s t owners i n the well? 

A. Yes, I have. 

Q. Does Elm Ridge — Do you request t h a t Elm Ridge 

Resources, I n c . , be designated operator of the w e l l ? 

A. Yes, I do. 

Q. And what overhead r a t e s are requested? 

A. The overhead r a t e s t h a t are requested are $4000 

d r i l l i n g w e l l r a t e and a $350 producing w e l l r a t e . 

Q. Are these r a t e s f a i r and reasonable and 

comparable t o overhead r a t e s used by other operators i n 

t h i s area? 

A. Yes, they are. 

Q. Now, what i s E x h i b i t 3? 

A. E x h i b i t 3 i s the o r i g i n a l AFE t h a t was tendered 

t o a l l the i n t e r e s t owners. 

Q. I n your opinion, i s the completed w e l l cost of 

$131,000 i n l i n e w i t h the cost of other F r u i t l a n d Coal 

w e l l s d r i l l e d i n t h i s area of San Juan County? 

A. Yes, i t i s . 

Q. Now, g e t t i n g back t o E x h i b i t 2, Pendragon d i d 

request some changes i n t h i s AFE? 

A. They d i d . 

Q. And page 4 of t h a t e x h i b i t , do you b e l i e v e — 

what would be the — i t 1 s k i n d of hard t o read on t h i s — 

A. Okay — 

STEVEN T. BRENNER, CCR 
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Q. — copy. 

A. — i t ' s r e a l easy. B a s i c a l l y , r i g s r i g h t now are 

extremely d i f f i c u l t t o acquire, and they — our extension 

of the lease was such t h a t we've got t o get a w e l l d r i l l e d . 

So we were b a s i c a l l y — Elm Ridge Resources owns a d r i l l i n g 

company and Bearcat, and we were going t o get a bigger r i g 

than was r e a l l y necessary t o d r i l l t h i s w e l l , because 

t h a t ' s the only r i g we could get, and i t was because of the 

f a c t — 

Q. — t i g h t n e s s of the r i g s ? 

A. — r i g h t , e x a c t l y , and so — but we were able t o 

f i t i n — Jim Ludwick, who owns LB Speed D r i l l , b a s i c a l l y 

extended me a favor, and he said t h a t he was d r i l l i n g some 

w e l l s up t h e r e , and he would allow t h i s a d d i t i o n a l w e l l t o 

be s l i p p e d i n t o get i t d r i l l e d . And so by v i r t u e of t h a t 

f a c t , we were able t o shave o f f some money o f f the AFE. 

Q. Okay. So on the AFE signed by Pendragon, the 

approximate cost i s what? $168,000? 

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

Q. And i n your opinion t h a t i s a f a i r and — 

A. Yes. 

Q. — reasonable cost also? 

A. Yes. 

Q. Were there any other changes t h a t Mr. A l N i c o l of 

Pendragon wanted? 
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A. Yes. B a s i c a l l y , we were going t o perform a 

H a l l i b u r t o n sand-wedge f r a c , and we — he, A l N i c o l s , i s 

very concerned about, you know, the type of f r a c we put on, 

because he s a i d these coals are very underpressured. And 

anyway, he wants us t o make sure we use some s o r t of 

energized proppant. And so we s t a r t e d , you know, l o o k i n g 

a t some of the other products t h a t were out t h e r e . And 

American Energy has a f r a c job t h a t ' s $10,000 cheaper and 

s a t i s f i e d A l Nicol's concerns i n t h a t regard. And so i n 

essence he went ahead and signed the AFE. 

Q. And t h a t i s r e f l e c t e d i n t h i s r e v i s e d AFE? 

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

Q. And t h i s i s the AFE you would propose t o Devon 

and Edwards Energy a t t h i s time also? 

A. Yes. 

Q. And was n o t i c e of t h i s hearing given t o t h e 

nonconsenting i n t e r e s t owners? 

A. Yes, i t was. 

Q. And i s E x h i b i t 4 simply my a f f i d a v i t of n o t i c e 

w i t h 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 ? 

A. Okay. 

Q. Were E x h i b i t s 1 through 4 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, they were. 
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Q. And i n your opinion, i s the g r a n t i n g of Elm 

Ridge'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 Elm Ridge E x h i b i t s 1 through 4. 

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

EXAMINER STOGNER: E x h i b i t s 1 through 4 w i l l be 

admitted i n t o evidence. 

Thank you, Mr. Bruce. 

Mr. H a l l , your witness. 

CROSS-EXAMINATION 

BY MR. HALL: 

Q. Mr. Hegarty, l e t me ask you b r i e f l y about some of 

the e f f o r t s t o secure the Edwards Energy v o l u n t a r y j o i n d e r 

i n the w e l l . I f you look a t your c o m p i l a t i o n , E x h i b i t 2, 

your f i r s t correspondence t o Edwards dated January — I'm 

so r r y , December 21st, 2000, t h a t was your f i r s t proposal t o 

Edwards; i s t h a t correct? 

A. Let me f l i p t o t h a t page. Yes, i t was. 

Q. And a t the time of t h a t proposal i t was assumed 

t h a t Edwards owned 92-1/2-percent operating r i g h t s i n the 

northeast q u a r t e r ; i s t h a t r i g h t ? 

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

Q. And t h a t ownership i n t e r e s t was also r e f l e c t e d i n 
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your second l e t t e r t o Edwards, dated January 10th, 2 001? 

A. Yes. 

Q. And t h a t l a t e r proved t o be i n c o r r e c t ; i s t h a t 

r i g h t ? 

A. Yes. 

Q. Okay. Could you e x p l a i n t o the Hearing Examiner 

the circumstances behind t h a t confusion of the ownership 

s i z e f o r Edwards i n the northeast quarter? 

A. Okay. B a s i c a l l y , the assignment from Edwards t o 

Pendragon was not recorded i n the BLM records, and so i t 

was not r e f l e c t e d i n the t i t l e work t h a t was done. 

Edwards n o t i f i e d Pendragon, Pendragon c a l l e d me, 

A l N i c o l s w i t h Pendragon informed me of t h i s assignment. 

We v e r i f i e d the le g i t i m a c y of t h i s assignment and sent 

Pendragon a n o t i c e . And there was some question as t o 

whether Merrion might own an i n t e r e s t as w e l l , and so as a 

precautionary measure we j u s t sent i t t o everybody t h a t 

could p o t e n t i a l l y claim t o own an i n t e r e s t and — t o make 

sure t h a t we had everybody covered. 

Q. A l l r i g h t . I f y o u ' l l look again i n your E x h i b i t 

2, i n your January 2 3rd l e t t e r t o Merrion, i t references 

the JOA you spoke about. At the time the w e l l was being 

proposed t o the other i n t e r e s t owners, was t h e r e some 

u n c e r t a i n t y as t o who the a c t u a l operator of the w e l l would 

be, around January 23rd? 
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A. Well, b a s i c a l l y the operating agreement t h a t was 

put together i n 1990, which I put together as an employee 

of Merrion O i l and Gas, designated Merrion O i l and Gas as 

operator of the northeast quarter of Section 24, Township 

2 6 North, Range 13 West. 

The Merrions do not own an i n t e r e s t i n the 

northeast q u a r t e r , so they're designated operator — the 

f a c t was, i f we wanted t o u t i l i z e t h a t o p e r a t i n g agreement 

i t would have t o be r e v i s e d t o designate another p a r t y as 

operator because Merrion d i d n ' t own an i n t e r e s t i n the 

su b j e c t lands. 

So anyway, we f e l t i t a p propriate by v i r t u e of 

the f a c t t h a t the agreement was out th e r e and I had 

personal knowledge of i t , having put i t together t o n o t i f y 

them and j u s t — you know, j u s t t o l e t them know what was 

going on. 

Q. Okay. And when was t h a t issue resolved, f i n a l l y , 

t h a t Merrion would not — Merrion's JOA would not be 

a p p l i c a b l e t o the land? 

A. B a s i c a l l y , i t was probably e a r l y February, I had 

a conversation w i t h T. Greg. And Pendragon as w e l l , they 

were the only other p a r t y t h a t could p o t e n t i a l l y be an 

operator, because they have the resources t o operate, A l 

N i c o l s being an engineer. And anyway, he was comfortable 

w i t h the f a c t of Elm Ridge being the designated operator, 
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and thus he signed the agreement. 

Q. A l l r i g h t . So as of February, anyway, the deal 

was c e r t a i n w i t h respect t o , one, who the operator was and, 

two, the AFE cost which a t t h a t time would have s t i l l been 

the $181,000 — 

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

Q. — AFE proposal? 

And e a r l i e r , I bel i e v e I heard you respond t o a 

question from Mr. Bruce t h a t you'd never received a 

response from Edwards Energy — 

A. Right. 

Q. — a t a l l . But I would r e f e r you t o your l e t t e r 

dated January 29th, 2001, i f you could look t o t h a t , 

please. 

A. Okay. 

Q. I f you w i l l look a t the t h i r d paragraph t h e r e i t 

says, "We have confirmed your a s s e r t i o n of ownership of BLM 

Leeise. . .Number 31059; Edwards Energy owns 25% of 67.50%..." 

A. Right. 

Q. "...16.875% of 8/8ths net) of the o p e r a t i n g 

r i g h t s f o r the NE/4 of se c t i o n 24, T26N R12W." Let me ask 

you about t h a t . Does t h a t i n d i c a t e t h e r e were some 

communications between you and Edwards about the proposal? 

A. No, Pendragon advised us of Edwards' a s s e r t i o n . 

Q. A l l r i g h t . I f y o u ' l l look a t your correspondence 
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from Pendragon t o you dated February 6th, again c o n s i s t e n t 

w i t h your testimony, t h a t ' s the f i r s t i n d i c a t i o n you had 

from Pendragon, anyway, t h a t the w e l l costs might not be i n 

l i n e f o r a — 

A. Yes. 

Q. — Coal well? 

A. That's r i g h t . 

Q. And again, t h a t i n d i c a t e s u n c e r t a i n t y over who 

the operator would be — 

A. Right. 

Q. — as of e a r l y February? 

And pursuant t o n e g o t i a t i o n s w i t h Pendragon, you 

reduced the cost and submitted a new AFE as r e c e n t l y as 

March 19th, and t h a t ' s attached t o your March 19th 

correspondence t o Pendragon, a p a r t of your e x h i b i t ? 

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

Q. Now, e a r l i e r — Let me make sure the record i s 

c l e a r on t h i s . I bel i e v e Mr. Bruce asked you whether the 

AFE c o s t s on t h e r e v i s e d AFE were $168,000. 

A. Yes. 

Q. The l e t t e r i n d i c a t e s $158,000. Which i s co r r e c t ? 

A. $168,000. That's a ty p o g r a p h i c a l e r r o r . 

EXAMINER STOGNER: Which l e t t e r are you r e f e r r i n g 

t o t h a t has the wrong — 

MR. HALL: The March 19th l e t t e r t o Pendragon. 
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MR. BRUCE: Mr. Examiner, the t h i r d page of 

E x h i b i t 2. 

Q. (By Mr. H a l l ) I t ' s hard t o t e l l what's r e f l e c t e d 

on the AFE attached t o t h a t , but can you t e l l us what the 

AFE f i g u r e is? 

A. I t ' s $168,543. I can provide the o r i g i n a l copy 

of t h a t — 

Q. Okay. 

A. — i f need be, t o v e r i f y those numbers. 

Q. Now, was the r e v i s e d AFE proposal provided t o 

Edwards? 

A. No, i t was not. 

Q. W i l l you be p r o v i d i n g t h a t t o Edwards? 

A. Only i f d i r e c t e d t o , yes. I mean, i f he wants t o 

p a r t i c i p a t e , we would c e r t a i n l y allow him t o p a r t i c i p a t e , 

as long as he prepays h i s moneys owed. 

Q. A l l r i g h t . I f I understand your testimony, 

you're o f f e r i n g Edwards Energy t o p a r t i c i p a t e on the same 

basi s , same AFE as --

A. Surely. 

Q. — provided t o Pendragon? 

A. Yes, no problem. 

Q. Do you have a witness who w i l l be t e s t i f y i n g 

about the r i s k penalty you're seeking f o r the w e l l ? 

A. Yes. 
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Q. That's your next witness? 

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

MR. HALL: Okay. Nothing f u r t h e r , Mr. Hegarty. 

EXAMINER STOGNER: Any r e d i r e c t , Mr. Bruce? 

MR. BRUCE: No, s i r . 

EXAMINER STOGNER: I'm sorry? 

MR. BRUCE: No, s i r . 

EXAMINER STOGNER: I have no questions of Mr. 

Hegarty. He may be excused. 

JAMES M. HORNBECK. 

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 and c i t y of 

residence f o r the record? 

A. My name i s James Hornbeck, and I r e s i d e i n 

Farmington, New Mexico. 

Q. What i s your occupation? 

A. I am a c o n s u l t i n g g e o l o g i s t . 

Q. And have you been employed by Elm Ridge i n t h i s 

matter? 

A. Yes, I have. 

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 ge o l o g i s t ? 
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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 

the proposed well? 

A. Yes, I am. 

MR. BRUCE: Mr. Examiner, I tender Mr. Hornbeck 

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

EXAMINER STOGNER: Any o b j e c t i o n s or any 

questions? 

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

EXAMINER STOGNER: Mr. Hornbeck i s so q u a l i f i e d . 

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

your E x h i b i t 5 and discuss i t s contents f o r the Examiner? 

A. E x h i b i t 5 i s a basal F r u i t l a n d Coal th i c k n e s s 

map. I t shows the existence of the basal F r u i t l a n d Coal, 

ranging i n thickness anywhere from 16 f e e t t o a maximum of 

26 f e e t across the area of review. The average thickness 

i s around 20 f e e t i n the nor t h h a l f of Section 24. 

Q. I n d r i l l i n g these F r u i t l a n d Coal w e l l s , there's 

r e a l l y no question t h a t the F r u i t l a n d Coal u n d e r l i e s t h i s 

area, i s there? 

A. Not based on the e x i s t i n g data. 

Q. Would you then r e f e r t o your E x h i b i t 6, discuss 
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t h a t f o r the Examiner and the r i s k s i n v o l v e d i n d r i l l i n g 

w e l l s of t h i s type? 

A. Okay, E x h i b i t 6 i s the same scale base map, nine 

sections surrounding Section 24. What I've presented t h e r e 

i s the cumulative production i n MCF, gas. The yel l o w 

c i r c l e s are j u s t i n d i c a t i v e p r o p o r t i o n a t e t o the o v e r a l l 

cumulative production as of now, the present. And the 

ranges are s i g n i f i c a n t . They range anywhere from under 2 00 

m i l l i o n cumulative production t o as much as almost 900 

m i l l i o n , so i t shows t h a t the coal i s not a uniform 

r e s e r v o i r i n t h i s area. 

Q. Okay. So lo o k i n g a t an areawide basis, t h e r e i s 

q u i t e a b i t of v a r i a b i l i t y i n production among these 

F r u i t l a n d Coal wells? 

A. Yes, there i s . 

Q. Do you have an idea of when some of these w e l l s 

were d r i l l e d ? 

A. I do. The m a j o r i t y of the w e l l s were d r i l l e d 

i n — commenced i n the e a r l y 1990s. Some of the w e l l s have 

been completed as r e c e n t l y as the year 2 000, so over the 

span of the l a s t 10 years the area has been c o n t i n u a l l y 

developed. 

The most recent w e l l completed i n the area, based 

on my research, i s the w e l l i n the southeast of Section 18 

i n 2 6 North, 12 West, southwest of Section 18, and i t ' s 

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 

27 

cum'd 65 m i l l i o n . 

Some of the other w e l l s , f o r example some of the 

old e r w e l l s completed back i n the e a r l y 1990s, there's a 

w e l l i n the southwest of Section 24, i n Township 26 North, 

13 West, t h a t was completed i n June of 1993, and i t ' s only 

cum'd 252 m i l l i o n . 

Q. Okay. So i t ' s your o p i n i o n t h a t you w i l l h i t the 

coal here, but there i s v a r i a b i l i t y i n pr o d u c t i o n from the 

coal i n t h i s area? 

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

Q. As a r e s u l t , do you recommend t h a t t he usual 

p e n a l t y f o r coal gas w e l l s , which i s cost p l u s 156 percent, 

be assessed against nonconsenting working i n t e r e s t owners 

i n t he proposed well? 

A. I do. 

Q. And were E x h i b i t s 5 and 6 prepared by you or 

under your supervision? 

A. They were prepared by me. 

Q. I n your opinion, i s the g r a n t i n g of Elm Ridge's 

A p p l i c a t i o n i n the i n t e r e s t of conservation and the 

pre 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 Elm Ridge E x h i b i t s 5 and 6. 

MR. HALL: No o b j e c t i o n t o the e x h i b i t s , and I 
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have no questions f o r the witness. 

EXAMINER STOGNER: E x h i b i t s 5 and 6 w i l l be 

admitted i n t o evidence. 

I'm s o r r y , what were those r i s k p e n a l t y f a c t o r s 

again? 

MR. BRUCE: Cost plus 156 percent, Mr. Examiner. 

EXAMINER STOGNER: No questions of t h i s witness. 

You may be excused. 

Do you have anything f u r t h e r , Mr. Bruce? 

MR. BRUCE: Nothing f u r t h e r , Mr. Examiner. 

EXAMINER STOGNER: Do you have anything f u r t h e r , 

Mr. H a l l ? 

MR. HALL: No, s i r . 

EXAMINER STOGNER: I f there's n o t h i n g e l s e 

f u r t h e r i n Case Number 12,620, then t h i s matter w i l l be 

taken under advisement. 

(Thereupon, these proceedings were concluded a t 

10:19 a.m.) 

* * * 

i«e Exam 

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



29 

CERTIFICATE OF REPORTER 

STATE OF NEW MEXICO ) 
) ss. 

COUNTY OF SANTA FE ) 

I , Steven T. Brenner, C e r t i f i e d Court Reporter 

and Notary P u b l i c , HEREBY CERTIFY t h a t the f o r e g o i n g 

t r a n s c r i p t of proceedings before the O i l Conservation 

D i v i s i o n was reported by me; t h a t I t r a n s c r i b e d my notes; 

and t h a t the foregoing i s a t r u e and accurate record of the 

proceedings. 

I FURTHER CERTIFY t h a t I am not a r e l a t i v e or 

employee of any of the p a r t i e s or att o r n e y s i n v o l v e d i n 

t h i s matter and t h a t I have no personal i n t e r e s t i n the 

f i n a l d i s p o s i t i o n of t h i s matter. 

WITNESS MY HAND AND SEAL March 2 5th, 2 001. 

STEVEN T. BRENNER 
CCR No. 7 

My commission expires: October 14, 2002 

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


