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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

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

APPLICATION OF OCEAN ENERGY, INC., FOR 
A NONSTANDARD GAS SPACING AND PRORATION 
UNIT, EDDY COUNTY, NEW MEXICO 

CASE NO. 1 2 , 9 3 2 

ORIGINAL 
REPORTER'S TRANSCRIPT OF PROCEEDINGS 

EXAMINER HEARING 

C3 

BEFORE: MICHAEL E. STOGNER, Hearing Examiner 

September 19th, 2 002 

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, September 19th, 2002, 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 

1:35 p.m.: 

EXAMINER STOGNER: This hearing w i l l come t o 

order. At t h i s time I ' l l c a l l Case Number 12,932, which i s 

the A p p l i c a t i o n of Ocean Energy, I n c . , f o r a nonstandard 

gas spacing and p r o r a t i o n u n i t , Eddy County, New Mexico. 

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 Appli c a n t . I have one witness. 

EXAMINER STOGNER: W i l l the witness please stand 

t o be sworn? 

(Thereupon, the witness was sworn.) 

EXAMINER STOGNER: Mr. Bruce? 

DEROLD MANEY. 

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. BRUCE: 

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

A. Derold Maney. 

Q. Where do you reside? 

A. I n Houston, Texas. 

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

A. I'm a landman f o r Ocean Energy. 

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

A. Yes, I have. 

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

landman accepted as a matter of record? 

A. Yes, they were. 

Q. Does your area of r e s p o n s i b i l i t y i n c l u d e 

southeast New Mexico? 

A. Yes, s i r . 

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, I am. 

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

an expert petroleum landman. 

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

Q. (By Mr. Bruce) Now, i n t h i s case, Mr. Maney, we 

are seeking a nonstandard u n i t i n the Strawn f o r m a t i o n ; i s 

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

A. Yes, s i r . 

Q. And the lands involved are the southeast q u a r t e r 

of Section 28, Township 20 South, Range 28 East? 

A. Yes, s i r . 

Q. Okay, and which w e l l i s inv o l v e d i n t h i s 

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

A. I t ' s the Burton F l a t Deep U n i t Number 13. 

Q. And r e f e r r i n g t o E x h i b i t 1, when was t h a t w e l l 
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d r i l l e d and what formation was i t completed in? 

A. I t was d r i l l e d i n — our f i r s t p r o d u c t i o n was 

December 27th, 1974, and i t was Morrow pr o d u c t i o n . 

Q. Okay. And E x h i b i t 1 i s simply a copy of the 

o r i g i n a l — what, the APD f o r the well? Or no, t h e — 

A. — completion — 

Q. — completion r e p o r t f o r the well? 

A. Yes, s i r . 

Q. What i s E x h i b i t 2? 

A. E x h i b i t 2 i s a production run on the Morrow 

fo r m a t i o n , and f i r s t production appears i n 1985, and the 

t o t a l f o r the year was 396 MCF. And i t produced a t o t a l 

3301 MCF, and t h a t ' s t o t a l p roduction from the Morrow. 

And i n September i t s t a r t e d producing from the 

Strawn. I n i t i a l l y we were going t o plug the w e l l , and 

p r i o r t o plugging i t we reviewed the logs and determined 

t h a t we needed t o t e s t the Strawn t o see i f i t was 

p r o d u c t i v e . And i t indeed was p r o d u c t i v e , and p r o d u c t i o n 

began i n September of 2001. 

Q. Okay. Now, I don't know i f t h i s was p u l l e d up 

o f f of the computer or not, but e s s e n t i a l l y i t looks l i k e 

the Morrow ceased producing i n 199 0? 

A. Yes, s i r . 

Q. So i t had been shut i n f o r t e n or eleven years? 

A. Yes, s i r . 
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Q. Now — Well, l e t ' s get i n t o i t a l i t t l e b i t . 

This w e l l i s i n the Burton F l a t U n i t , i s i t not? 

A. Yes, s i r . 

Q. And 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 p a r t i c i p a t i o n area f o r 

the Morrow on the Burton F l a t Deep U n i t . 

Q. This map shows a l l of the lands t h a t were i n the 

Burton F l a t U n i t o r i g i n a l l y ? 

A. Yes, s i r . 

Q. Okay. And the lands t h a t we're i n v o l v e d w i t h are 

up i n the northwest corner of the u n i t , the southeast 

q u a r t e r of Section 28? 

A. Yes, s i r . 

Q. Now, the e n t i r e south h a l f a t one time was 

sub j e c t t o State Lease L-6322; i s t h a t c o r r e c t ? 

A. Yes, s i r . 

Q. And i n the D i v i s i o n ' s records as t o the Morrow 

fo r m a t i o n , the e n t i r e south h a l f of Section 2 8 was 

dedicated t o the Morrow formation? 

A. Yes, s i r . 

Q. I t was i n the p a r t i c i p a t i n g area f o r the Morrow, 

but as t o j u s t f o r the w e l l u n i t , i t was the south h a l f of 

Section 28? 

A. Yes, s i r . 

Q. Okay. Now, what i s E x h i b i t 4? 
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A. E x h i b i t 4 i s the u n i t c o n f i g u r a t i o n as i t i s 

today. 

Q. Okay. So comparing E x h i b i t s 3 and 4, a f a i r 

amount of acreage has been — what would be the r i g h t word? 

A. Released. 

Q. — e l i m i n a t e d from the u n i t , i n c l u d i n g , I note, 

the southwest quarter of Section 28 — 

A. Yes, s i r . 

Q. — which had been i n the w e l l u n i t f o r the Number 

13 w e l l ? 

A. Yes, s i r . 

Q. And w e ' l l get i n t o t h i s i n a minute. Now, even 

though t h i s i s the c u r r e n t u n i t o u t l i n e map, t h e r e i s some 

data t h a t i s out of date on t h i s map; i s t h a t c o r r e c t ? 

A. Yes, s i r . 

Q. With respect t o Section 28, i t shows Exxon as 

having the e n t i r e n o r t h h a l f and southwest q u a r t e r of 

Section 28 under a s t a t e lease. That i s not the c u r r e n t 

lease s i t u a t i o n , i s i t ? 

A. No, s i r , i t ' s not. 

MR. BRUCE: Mr. Examiner, f o r your i n f o r m a t i o n , 

the southwest quarter of Section 28 i s covered by State of 

New Mexico Lease VB-539, which was issued i n the year 2000. 

And the n o r t h h a l f of Section 28 i s covered by State Lease 

VB-240. 
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EXAMINER STOGNER: Okay, are you saying V as i n 

V i c t o r or B as i n boy? 

MR. BRUCE: V as i n V i c t o r , B as i n boy. 

EXAMINER STOGNER: V i c t o r Bravo 539, t h a t covers 

j u s t the southwest quarter? 

MR. BRUCE: That i s c o r r e c t . 

EXAMINER STOGNER: And V i c t o r Bravo 240 — 

MR. BRUCE: — covers the remainder, the n o r t h 

h a l f of Section 28. 

EXAMINER STOGNER: And when was 24 0 issued? 

MR. BRUCE: I am showing August 1, 1988. 

EXAMINER STOGNER: Could you be more s p e c i f i c on 

539, when i n 2000 was i t issued? 

MR. BRUCE: There i s a lease ownership r e p o r t 

which I can give you. I d i d n ' t include a copy of t h i s i n 

the e x h i b i t s . I t shows i t as being dated A p r i l 4, 2 000, 

but I know f o r a f a c t t h a t s t a t e leases are always dated on 

the f i r s t of the month, so I'm k i n d of guessing i t ' s A p r i l 

1, 2000. 

EXAMINER STOGNER: Okay. 

Q. (By Mr. Bruce) So anyway, comparing E x h i b i t s 3 

and 4, Mr. Maney, a f t e r the Morrow ceased producing, t he 

southwest q u a r t e r of Section 2 8 was contracted out of the 

u n i t ? 

A. Yes, s i r . 

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 

10 

Q. And under s t a t e l e a s i n g r e g u l a t i o n s , i t would no 

longer be held by the — That p a r t of the lease o u t s i d e of 

the u n i t would terminate? 

A. Yes, s i r . 

Q. When the w e l l was o r i g i n a l l y d r i l l e d , however, i t 

was w i t h i n the u n i t , and a l l under the u n i t agreement and 

the u n i t o p e rating agreement, a l l of the working i n t e r e s t 

owners i n the u n i t would have paid f o r t h i s p a r t i c u l a r 

w e l l , the Number 13 well? 

A. Yes, s i r . 

Q. There i s n ' t — Some u n i t s have p a r t i c i p a t i n g 

areas, but under the u n i t operating agreement, the working 

i n t e r e s t owners a l l shared u n i f o r m l y i n w e l l costs and w e l l 

production? 

A. Yes, s i r . 

Q. Okay. What i s E x h i b i t 5 then? 

A. I t ' s the completion r e p o r t f o r the Morrow 

for m a t i o n . 

Q. Okay. 

A. Excuse me, the Strawn. 

Q. The Strawn. So the w e l l was recompleted i n the 

Strawn, and t h a t ' s what we're here f o r today? 

A. Yes, s i r . 

Q. I t does show the completion date of May 24, but 

i t s t a r t e d producing a t some p o i n t a f t e r t h a t ? 

STEVEN T. BRENNER, CCR 
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A. I b e l i e v e — I t shows f i r s t p r o d u c t i o n 5-25, and 

I don't b e l i e v e i t was producing a t t h a t p o i n t , but I'm not 

— I don't — 

Q. I t might not have been hooked up t o a p i p e l i n e — 

A. Right. 

Q. Okay, and what i s E x h i b i t 6? 

A. E x h i b i t 6 i s production on the Strawn f o r m a t i o n . 

Q. Okay. Now, t h i s i s f o r the f i r s t couple months 

of p r o d u c t i o n — 

A. Yes, s i r . 

Q. — so i t does look l i k e i t was producing, but i t 

r e a l l y d i d n ' t s t a r t producing continuously u n t i l J u l y or 

August of t h a t year? 

A. Yes, s i r . 

Q. Now, i n lo o k i n g a t i t , the pr o d u c t i o n i s about 

what, 4 00,000 a day — 

A. Yes, s i r , i n i t i a l l y . 

Q. — which — 

A. I t ' s — The c u r r e n t production r i g h t now i s j u s t 

over 300 MCF a day. 

Q. Okay. And those are f a i r l y good producing r a t e s , 

r i g h t ? 

A. Yes, s i r . 

Q. And w e ' l l get i n t o t h i s i n a minute. Did you 

apply t o the BLM and the Land O f f i c e f o r a p a r t i c i p a t i n g 

STEVEN T. BRENNER, CCR 
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area i n the Strawn formation f o r t h i s w e l l ? 

A. Yes, we d i d . 

Q. And i s E x h i b i t 7 a copy of t h a t a p p l i c a t i o n ? 

A. Yes, i t i s . 

Q. Okay. What d i d the BLM and the Land O f f i c e say? 

A. That the w e l l was not economic as a Strawn w e l l . 

Q. Okay. 

A. So t h e r e f o r e they denied the p a r t i c i p a t i o n area 

f o r the Strawn. 

Q. Okay, under the u n i t agreement, i n order t o form 

a p a r t i c i p a t i n g area the w e l l has t o be capable of — has 

t o be a commercial well? 

A. Yes, s i r . 

Q. And i n lo o k i n g a t t h i s , they do not look a t 

completions, do — j u s t recompletions? 

A. No, s i r , they look a t the cost of d r i l l i n g a new 

w e l l t o t h a t formation. 

Q. Okay. So i f you had t o d r i l l a new w e l l t o the 

Strawn formation and you would get these r a t e s , what the 

State Land O f f i c e and the BLM are saying i s t h a t i t would 

not be a commercial well? 

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

Q. And E x h i b i t s 8 and 9 are t h e i r l e t t e r s s t a t i n g 

t h a t they would not approve a p a r t i c i p a t i n g area? 

A. Yes, s i r . 
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Q. Now, were a l l other i n t e r e s t owners i n Section 

28, other than the — I should say a l l i n t e r e s t owners i n 

the n o r t h h a l f and the southwest quarter of Section 28 

n o t i f i e d of t h i s hearing? 

A. Yes, they were. 

Q. And by t h a t I mean not only the working i n t e r e s t 

owners, but the o v e r r i d i n g r o y a l t y owners and the r o y a l t y 

owner? 

A. Yes, s i r . 

Q. I t ' s e n t i r e l y a s t a t e s e c t i o n , so there's one 

r o y a l t y owner? 

A. Correct. 

Q. But they were a l l n o t i f i e d of the hearing, and 

t h a t ' s shown on E x h i b i t 10, i s i t not? 

A. Yes, i t i s . 

Q. Now, w i t h respect t o the southwest q u a r t e r of 

Section 28, the State i s the r o y a l t y owner, and i t i s owned 

e n t i r e l y by the Yates group; i s t h a t c o r r e c t ? 

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

Q. The southwest quarter, Yates Petroleum, Yates 

D r i l l i n g , Abo Petroleum and MYCO own 100 percent of the 

working i n t e r e s t ? 

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

Q. Okay — 

EXAMINER STOGNER: Repeat t h a t one more time? 
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Q. (By Mr. Bruce) The southwest q u a r t e r of — Let 

me put t h i s i n the form a question. As t o the southwest 

q u a r t e r of Section 28, Mr. Maney, i s 100 percent of the 

working i n t e r e s t owned c o l l e c t i v e l y by Yates Petroleum 

Corporation, Yates D r i l l i n g Company, Abo Petroleum 

Corporation and MYCO I n d u s t r i e s , Inc.? 

A. Yes, i t i s . 

Q. And you had a leasehold ownership r e p o r t prepared 

on your behalf t o determine t h a t ? 

A. Yes, we d i d . 

Q. Okay. I n looking — I f you'd t u r n t o the t h i r d 

page of E x h i b i t 10, Mr. Maney, as t o the n o r t h h a l f , then, 

of course, the Commissioner of Public Lands i s a r o y a l t y 

owners, Yates i s the southwest, but s t a r t i n g w i t h Winged 

Foot O i l Company, Winged Foot, Jay Floyd, G.K. Partners, 

Bernard Lankford, Mr. M i l l e r , Mr. Brian M i l l e r , Scott 

Wilson — those e n t i t i e s or persons own 100 percent of the 

working i n t e r e s t i n the Strawn formation i n the n o r t h h a l f 

of Section 28; i s t h a t correct? 

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

Q. And the remaining i n t e r e s t owners are o v e r r i d i n g 

r o y a l t y owners? 

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

Q. Have you heard any o b j e c t i o n from any of these 

p a r t i e s ? 
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A. I have not. 

Q. Have you obtained a waiver of t h i s A p p l i c a t i o n 

from the Yates Petroleum Group? 

A. Yes, we have. 

Q. And i s t h a t marked E x h i b i t 11? 

A. Yes, i t i s . 

Q. Okay. And so i t was signed on behalf of a l l the 

Yates e n t i t i e s , and as p a r t of t h a t you signed on behalf of 

Ocean t h a t you would not o b j e c t t o a Yates nonstandard u n i t 

comprising the southwest quarter of Section 2 8? 

A. Yes, I d i d . 

Q. At t h i s p o i n t , because a l l of the working 

i n t e r e s t owners i n the u n i t c o n t r i b u t e d t o the w e l l , i n 

your o p i n i o n would i t be d i f f i c u l t or maybe even u n f a i r t o 

a p p o r t i o n w e l l costs among other i n t e r e s t owners i f they 

had t o be brought i n t o the well? 

A. I b e l i e v e i t would, and I also b e l i e v e t h a t they 

would probably not p a r t i c i p a t e because of the economics of 

t h i s s i t u a t i o n . They would have t o pay the f u l l cost of a 

Strawn w e l l , and the production and reserves don't support 

i t . 

Q. Okay. And Ocean Energy i t s e l f would not d r i l l a 

new w e l l t o the Strawn formation f o r these reserves? 

A. No, s i r . 

Q. Do you request t h a t approval of t h i s nonstandard 
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u n i t be made r e t r o a c t i v e t o date of f i r s t p r o d u c t i o n from 

the Strawn formation from the Burton F l a t Deep U n i t Number 

13 w e l l ? 

A. Yes, we do. 

Q. Were E x h i b i t s 1 through 11 prepared by you, under 

your s u p e r v i s i o n or compiled from company business records? 

A. Yes, they were. 

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

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

of E x h i b i t s 1 through 11. 

EXAMINER STOGNER: E x h i b i t s 1 through 11 w i l l be 

admitted i n t o evidence. 

MR. BRUCE: I pass the witness. 

And one other t h i n g , Mr. Examiner, i f you would 

l i k e me t o make a copy of the leasehold ownership r e p o r t 

showing these e n t i t i e s , I ' d be glad t o do so. 

EXAMINER STOGNER: Yes, I ' d l i k e t h a t , and make 

t h a t a p a r t of the record. 

MR. BRUCE: I w i l l mark t h a t E x h i b i t 12. 

Q. (By Mr. Bruce) And again, Mr. Maney, the 

leasehold ownership report, was prepared under your 

s u p e r v i s i o n , was i t not? 
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A. Yes, i t was. 

EXAMINER STOGNER: And a t t h i s time, I — 

MR. BRUCE: I would move t h i s — I w i l l g i v e i t 

t o you so you can review i t , and then I w i l l make copies 

f o r you. 

The f i r s t page contains i n f o r m a t i o n on shallow 

depths on the n o r t h h a l f of Section 28, so i t ' s not r e a l l y 

a p p l i c a b l e . 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. Okay, f i r s t of a l l , Mr. Maney, Strawn p r o d u c t i o n 

— Let's see, the C-115 shows date of f i r s t p r o d u c t i o n "RC; 

5/25/01". I'm not f a m i l i a r w i t h what "RC" stands f o r . Do 

you know what t h a t means? And I'm r e f e r r i n g t o E x h i b i t 

Number 5. I t looks l i k e t h a t would be e n t r y — I don't 

even know what e n t r y i t would be, 28 — 

A. Yes. 

Q. -- 29? 

A. I don't know what RC i s e i t h e r . I — 

Q. Maybe recom- — I don't know. 

A. Recompletion? That would be my guess. 

Q. But as f a r as you know, and then I'm r e f e r r i n g 

now t o E x h i b i t Number 2, the Strawn d i d not s t a r t — I'm 

so r r y , i t shows here t h a t the Strawn d i d n ' t s t a r t producing 

u n t i l September of 2 001; i s t h a t c o r r e c t ? 
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A. Yes, s i r . And t h a t was my understanding als o . 

Q. Do you know how many days i t produced — 

A. Let's see here. 

Q. — i n September or — This doesn't have the days 

produced, does i t ? 

A. Let's see here. I be l i e v e — Let's see. Well, 

t h a t ' s water b a r r e l s a day. I thought t h e r e was some k i n d 

of — No, I don't, I don't b e l i e v e i t does. 

Q. Now, what's the c u r r e n t s t a t u s as of today of 

t h i s w e ll? 

A. I t ' s shut i n . 

Q. Okay, and when was i t shut in? 

A. I t was shut i n immediately a f t e r your l e t t e r t o 

Mr. Bruce. 

Q. And t h a t was September 13th. 

A. Yes, s i r . I be l i e v e — I t may not have been shut 

i n on t h a t exact day, but I know t h a t I checked Monday when 

I got back i n the o f f i c e , and i t was shut i n on Monday. 

EXAMINER STOGNER: Okay, and I ' l l take 

a d m i n i s t r a t i v e n o t i c e of the f i l e s of the D i v i s i o n here 

concerning the previous a d m i n i s t r a t i v e a p p l i c a t i o n , Mr. 

Bruce. I be l i e v e t h a t was done by you; i s t h a t c o r r e c t ? 

MR. BRUCE: That i s c o r r e c t , Mr. Examiner. 

EXAMINER STOGNER: And then my correspondence 

t h a t served t o deny t h a t a p p l i c a t i o n — 
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MR. BRUCE: Yes, s i r . 

EXAMINER STOGNER: — August 6th. And then my 

l e t t e r again of September 13th. And t h a t was a response t o 

a l e t t e r , I b e l i e v e , by you on September the 5th. 

MR. BRUCE: That i s c o r r e c t , Mr. Examiner. 

EXAMINER STOGNER: Okay. Now l e t ' s t a l k about 

the a u t h o r i t y t o get the Strawn pr o d u c t i o n , and then where 

the money a t t r i b u t e d t o the Strawn p r o d u c t i o n — where i t 

i s today. 

Q. (By Examiner Stogner) F i r s t of a l l , what i s 

needed t o put a w e l l on production? Do you know? 

A. Well, i n t h i s p a r t i c u l a r case they had t o 

recomplete the w e l l , and then they probably had t o hook i t 

up t o the p i p e l i n e , because I'm sure i t s t i l l wasn't hooked 

up a f t e r those eleven years when i t was — I'm not sure, 

but I assume t h a t i t was not hooked up a f t e r those eleven 

years t h a t i t was not producing i n the Morrow f o r m a t i o n . 

So I suspect t h a t they had t o get a c o n t r a c t and hook i t 

up. 

Q. Okay, how about the a u t h o r i t y , then, t o o b t a i n 

approval t o t u r n the w e l l on f o r production purposes? 

What's needed t o get t h a t through the d i s t r i c t o f f i c e s ? 

A. Well, I believe they f i l e d some k i n d of a sundry 

n o t i c e on a recompletion, and I'm sure they were i n 

communication as we were producing the w e l l , because we 
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would f i l e f o r a Strawn p a r t i c i p a t i n g area. But I'm not 

f a m i l i a r w i t h the forms t h a t the r e g u l a t o r y group f i l e s . 

Q. Now, when d i d — A l l r i g h t , so you don't know i f 

there's a C-104? That's the a u t h o r i z a t i o n f o r a l l o w a b l e . 

A. My suspicion i s -- My guess i s , yes, t h a t Jeanie 

McMillan probably f i l e d t h a t . 

Q. How about a corresponding C-102? That would be 

the dedicated acreage p l a t f o r t h i s p r o d u c t i o n . 

MR. BRUCE: Mr. Examiner, I looked a t the w e l l 

f i l e , and I could not f i n d an acreage d e d i c a t i o n p l a t . And 

I — 

EXAMINER STOGNER: Okay. As f a r as the 

r e t r o a c t i v e -- t h i s would take care of the r e t r o a c t i v e 

request. 

MR. BRUCE: Yeah. 

EXAMINER STOGNER: So as f a r as the p r o d u c t i o n 

moneys and the money set aside f o r r o y a l t y i n t e r e s t s and 

working i n t e r e s t s , t h a t ' s a l l based on the 160, or was i t 

based on a laydown 32 0 or a standup 3 2 0? 

A. Those moneys are based on a 160, and I don't 

b e l i e v e anything has been paid a t t h i s p o i n t . I t h i n k 

those moneys are s t i l l i n suspense, pending the outcome 

here. 

I f we've paid anything, we've paid the r o y a l t y , 

because t h a t ' s who would get the — the State would r e c e i v e 
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the money i n e i t h e r case. 

Q. And t h a t would be based, e i t h e r i n your o p i n i o n 

or a c t u a l , j u s t on t h a t lease -- what, L-6223? 

A. The southeast q u a r t e r , yes, s i r . 

Q. Just the southeast q u a r t e r . 

MR. BRUCE: 6322. 

EXAMINER STOGNER: 6322. That's L-6322, r i g h t ? 

MR. BRUCE: That's c o r r e c t , Mr. Examiner 

Q. (By Examiner Stogner) Okay, help me out here as 

f a r as the h i s t o r i c a l . Let's take a look a t t h a t southwest 

q u a r t e r , because the southwest quarter of Section 2 8 was 

once i n s i d e the u n i t ; i s t h a t c o r r e c t ? 

A. Yes. 

Q. Okay. Now, t h a t was also a t one time a — what, 

h a l f of State Lease L-6322? 

A. I b e l i e v e t h a t ' s r i g h t , yes. 

Q. Okay. Now, who was the working i n t e r e s t 

o r i g i n a l l y when the u n i t was set up f o r t h a t south h a l f of 

Section 28? 

A. I t would have been the working i n t e r e s t owners i n 

the u n i t as i t i s o u t l i n e d on t h i s p l a t . So those working 

i n t e r e s t owners are the remaining i n t e r e s t owners t h a t are 

now s t i l l w i t h i n the u n i t a f t e r the c o n t r a c t i o n . That 

lease e x p i r e d , and then I b e l i e v e Yates or maybe somebody 

even p r i o r t o Yates had leased i t . I don't know the 
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h i s t o r y . 

Q. Okay, l e t me — as f a r as — Who are the working 

i n t e r e s t s i n L-6322 c u r r e n t l y ? 

A. I can't answer t h a t , I'm s o r r y . 

MR. BRUCE: Mr. Examiner, I can giv e you data on 

t h a t i f you d e s i r e . I know i n t e s t i f y i n g t o a c e r t a i n 

e x t e n t , i f y o u ' l l look a t E x h i b i t 3 — I t ' s one of the u n i t 

p l a t s . 

EXAMINER STOGNER: I've got E x h i b i t 4 and E x h i b i t 

7 . 

MR. BRUCE: I say t h i s because I have examined 

t i t l e t o the — 

EXAMINER STOGNER: Oh, I'm s o r r y , t h a t ' s E x h i b i t 

3. I n my case, the 3 looks l i k e a 7. 

MR. BRUCE: Mr. Examiner, i f y o u ' l l look a t the 

south h a l f of 28, C i t i e s Service O i l Company owned 100 

percent of the working i n t e r e s t i n t h a t lease, and I have 

examined t i t l e t o t h a t , and I can give you e v i d e n t i a r y 

backup i f you need on t h a t . 

That u n i t , t h a t e n t i r e lease, continued t o be 

owned by i t s successor, OXY, u n t i l l a t e l a s t year when an 

a f f i l i a t e of Ocean Energy purchased t h a t i n t e r e s t . 

So as f a r as the working i n t e r e s t i t s e l f i n t h a t 

p a r t i c u l a r lease, j u s t e x c l u s i v e of the u n i t area, i t was 

C i t i e s Service from the date of issuance, which you see as 
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May 31, 1981, f o r about 2 0 years, C i t i e s Service and i t s 

successors up through OXY USA, WTP L i m i t e d P a r t n e r s h i p 

owned 100 percent of the working i n t e r e s t i n t h a t lease, 

and then i t was acquired by Ocean. 

Q. (By Examiner Stogner) I'm t r y i n g t o f i g u r e out 

c u r r e n t l y a l s o , because as I understand i t , t h i s 160 acres 

i s not p a r t of the u n i t , because i t ' s not commercial. So 

t h e r e f o r e i t ' s not c o n t r i b u t i n g t o the u n i t . 

A. The working i n t e r e s t owners of the u n i t p a i d f o r 

i t , and what we are proposing i s t h a t i t be produced on a 

lease basis f o r the 160-acre d e d i c a t i o n , and those 

p a r t i c i p a n t s i n t h a t w e l l w i l l be the ones who re c e i v e the 

working i n t e r e s t share of the production. 

Q. And who i s tha t ? 

A. Ocean Energy and — Gosh, there's a number of 

them, and I apologize, I can't — 

MR. BRUCE: Mr. Examiner, I could g i v e you a 

c u r r e n t l i s t i n g of the working i n t e r e s t owners i n the u n i t . 

I'm s o r r y , I d i d n ' t b r i n g t h a t today. 

EXAMINER STOGNER: Okay, I'm g e t t i n g confused 

here. I understand, because t h i s w e l l ' s p r o d u c t i o n i s 

n o n p a r t i c i p a t i n g , t h e r e f o r e — 

MR. BRUCE: I t ' s n o n p a r t i c i p a t i n g and — Let me 

t e l l you two t h i n g s . F i r s t of a l l , as t o the r o y a l t y , the 

State of New Mexico, Commissioner of Public Lands, w i l l 
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rec e i v e 100 percent of the r o y a l t y i n t e r e s t a t t r i b u t a b l e t o 

pro d u c t i o n . And even though i t ' s — and t h e r e are no 

o v e r r i d i n g r o y a l t y owners. 

And then as t o the working i n t e r e s t share, even 

though i t ' s n o n p a r t i c i p a t i n g , the u n i t o p e r a t i n g agreement, 

which i s i n the D i v i s i o n ' s f i l e s — and I ask t h a t you take 

a d m i n i s t r a t i v e n o t i c e of t h a t — provided t h a t the working 

i n t e r e s t owners share i n production p r o p o r t i o n a t e l y as t o 

t h e i r i n t e r e s t s throughout the e n t i r e u n i t . 

So Ocean doesn't get 100 percent of the working 

i n t e r e s t share of production. I t i s d i s t r i b u t e d t o a l l of 

the c u r r e n t working i n t e r e s t owners i n the u n i t . 

EXAMINER STOGNER: So the r o y a l t y i s a t t r i b u t e d 

a t 100 percent — 

MR. BRUCE: — t o the Commissioner of Pu b l i c 

Lands. 

EXAMINER STOGNER: — t o the Commissioner of 

Pub l i c Lands, under t h a t case, which whoever the 

b e n e f i c i a r y — Which of course b r i n g s me up t o the next 

one: Who are the b e n e f i c i a r i e s underneath these f o u r 

q u a r t e r sections? 

MR. BRUCE: Yeah, a l l I know i s t h a t t he 

b e n e f i c i a r y — and I thought i t was common schools — i s 

the same under the south h a l f . I don't know i f i t ' s t he 

same under the n o r t h h a l f . 
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EXAMINER STOGNER: Okay, I ' l l t e l l you what. 

I've got something here. I ' l l go ahead and take 

a d m i n i s t r a t i v e n o t i c e o f , there again, D i v i s i o n records — 

and t h i s i s on ONGARD — and they show t h a t Lease VB-24 0, 

which i s the n o r t h h a l f , i s common schools, and the 

southwest q u a r t e r , being VB-539, again i s common schools, 

and also the b e n e f i c i a r y f o r L-6322 i s common schools. 

So — And t h a t i s on our records on ONGARD, which 

i s c o n t r i b u t e d by the State Land O f f i c e . 

Q. (By Examiner Stogner) Now, f o l l o w i n g 

h i s t o r i c a l l y , t h i s being 320 acres, there's a previous 

Morrow pro d u c t i o n , even though t h e r e wasn't t h a t much, was 

c o n t r i b u t e d or assigned the south h a l f ; i s t h a t — 

A. Yes, yes. 

Q. Okay. 

A. And t h a t production was paid t o the working 

i n t e r e s t share, t o the working i n t e r e s t owners i n the u n i t , 

under the u n i t operating agreement, and the State of New 

Mexico received the r o y a l t y . 

Q. Was i t p a r t i c i p a t i n g a t the time? 

A. I t was i n the Morrow p a r t i c i p a t i n g area, yes. 

And then they contracted t h a t . 

Again, I don't know e x a c t l y when t h a t happened, 

but based on production i t was no longer p r o d u c t i v e , and 

the way t h a t the u n i t was contracted e l i m i n a t e d the 
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southwest q u a r t e r . 

Q. Now, I know you contacted the State Land O f f i c e , 

but have you t a l k e d t o them concerning t h i s matter? 

A. I have not pe r s o n a l l y t a l k e d t o them. I don't 

know who has, but I know we've been i n communication. 

MR. BRUCE: Mr. Examiner, I c a l l e d Pete Martinez, 

but we traded c a l l s , and so I do not have any fo l l o w - u p on 

t h a t . 

EXAMINER STOGNER: Part of my concern, Mr. Bruce, 

i s precedents. 

As you know, when we change the pool r u l e s or the 

general r u l e s f o r deep gas, one of the s t i p u l a t i o n s was, 

i t ' s s t i l l 3 2 0-acre spacing and we're not going t o hand out 

160-acre spacing u n i t s unless — 

MR. BRUCE: Yes. 

EXAMINER STOGNER: — I guess we consider i t 

s p e c i a l . 

Q. (By Examiner Stogner) And i s t h i s an example, 

I'm assuming, of what you consider s p e c i a l , and I'm t r y i n g 

t o e s t a b l i s h t h a t a t t h i s time, e s p e c i a l l y when, of course, 

I can say, and I'm going t o ask, why don't you f o r c e pool 

t o create a standard 320-acre laydown spacing u n i t f o r t h i s 

production? 

A. Well, we could do t h a t , but I've t a l k e d t o Yates, 

and we've t a l k e d t o t h e i r g e o l o g i s t , and t h a t was one of 
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the reasons we got the l e t t e r from them, because they had 

no o b j e c t i o n . 

They recognized t h a t they would not p a r t i c i p a t e 

i n a Strawn w e l l i f we d i d f o r c e pool, and t h a t was why we 

got t h a t l e t t e r . 

But — And w i t h us a l l o w i n g them t o d r i l l t h e i r 

own Strawn w e l l , i f they so choose, again by s i g n i n g t h e i r 

l e t t e r , which granted our — the l e t t e r of no o b j e c t i o n . 

So I don't b e l i e v e t h a t Yates would p a r t i c i p a t e 

i f we f o r c e pooled them, and i t would j u s t take a l i t t l e 

b i t longer t o do and take up a d d i t i o n a l time. 

Q. So i f Strawn production does take o f f out here, 

then i t would be necessary f o r another 160-acre spacing 

u n i t t o be — 

MR. BRUCE: That i s c o r r e c t , Mr. Examiner. 

Q. (By Examiner Stogner) — e s t a b l i s h e d , and I'm 

assuming t h a t Ocean wouldn't have a problem w i t h t h a t as a 

u n i t operator. 

A. As a u n i t operator, we have no problem w i t h Yates 

d r i l l i n g a w e l l i n t h a t southwest quarter of Section 28. 

Q. Or they could d r i l l t h e r e and dedicate the west 

h a l f , which would then lead the other people t o form a 

nonstandard 160 i n the northwest quarter? 

A. Yes, and we would not o b j e c t t o t h a t . 

EXAMINER STOGNER: Let's see, were you going t o 
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g i v e me any a d d i t i o n a l i n f o r m a t i o n , Mr. Bruce? 

MR. BRUCE: I w i l l g ive you a summary of the u n i t 

agreement and u n i t operating agreement, togethe r w i t h the 

c u r r e n t working i n t e r e s t owners i n the u n i t and t h e i r 

i n t e r e s t s i n the u n i t . 

EXAMINER STOGNER: Okay. Anything f u r t h e r , Mr. 

Brooks? 

EXAMINER BROOKS: Well, j u s t t o understand t h i s . 

I t h i n k you explained i t , but I want t o be sure I 

understand i t . 

The southeast quarter i s s t i l l w i t h i n the u n i t , 

c o r r e c t ? 

MR. BRUCE: That i s c o r r e c t , s i r . 

EXAMINER BROOKS: And ther e i s a u n i t o p e r a t i n g 

agreement i n fo r c e t h a t provides t h a t w e l l s t h a t are w i t h i n 

the u n i t t h a t are not w i t h i n a p a r t i c i p a t i n g area, t h a t the 

working i n t e r e s t s share what they shared among the working 

i n t e r e s t owners i n the u n i t i n p r o p o r t i o n t o t h e i r 

ownership i n the t o t a l u n i t ? 

MR. BRUCE: That i s c o r r e c t , s i r . 

EXAMINER BROOKS: But of course the r o y a l t y 

owners and o v e r r i d i n g r o y a l t y owners are not a p a r t y t o the 

u n i t o p e r a t i n g agreement? 

MR. BRUCE: That i s c o r r e c t . 

EXAMINER BROOKS: And under the terms of the u n i t 
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agreement i t s e l f , w i t h o u t regard t o the u n i t o p e r a t i n g 

agreement where i t ' s not i n a p a r t i c i p a t i n g area, they 

p a r t i c i p a t e on a t r a c t basis? 

MR. BRUCE: Yes, on a t r a c t or a lease basis, 

yes, s i r . 

EXAMINER BROOKS: Okay, I thought t h a t was the 

way i t was, but I wanted t o be sure. Thank you. 

EXAMINER STOGNER: Anything f u r t h e r ? 

MR. BRUCE: The only t h i n g I have, Mr. Examiner 

— and t h i s i s j u s t f o r your i n f o r m a t i o n — c e r t a i n data 

was submitted t o the BLM and the State Land O f f i c e , 

geologic data, and I would — we don't have a witness t o 

t e s t i f y t o i t , I ' l l j u s t give t h a t t o you f o r your 

i n f o r m a t i o n . 

EXAMINER STOGNER: Okay, so you've handed me some 

a d d i t i o n a l documentation here. 

MR. BRUCE: A Strawn isopach, a Strawn s t r u c t u r e 

map and a cross-s e c t i o n . 

EXAMINER STOGNER: This w i l l be made p a r t of the 

record but w i l l not be stamped as an e x h i b i t a t t h i s time. 

THE WITNESS: And t h a t was suppl i e d t o the State 

of New Mexico and the Bureau of Land Management. 

EXAMINER STOGNER: Do you know when? 

THE WITNESS: When we made a p p l i c a t i o n f o r the 

expansion of the p a r t i c i p a t i o n area. 
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MR. BRUCE: That was p a r t of E x h i b i t 7, I 

be l i e v e . E x h i b i t 7. 

EXAMINER STOGNER: So t h i s would serve t o 

complete E x h i b i t Number 7 i n i t s e n t i r e t y , as i t was 

submitted t o both the Commissioner of Pu b l i c Lands and — 

MR. BRUCE: Yes, s i r . I f you look on t h a t , i t 

would be the t h i r d paragraph of E x h i b i t 7, references t h i s 

data as Items 2, 3 and 4. 

EXAMINER STOGNER: And then the completion r e p o r t 

would be what's E x h i b i t Number 1 today. 

MR. BRUCE: I t would be E x h i b i t Number — 

EXAMINER STOGNER: I'm s o r r y , 5, E x h i b i t Number 

5. E x h i b i t Number 1 i s the o l d completion r e p o r t . 

Okay. Well, i f there's no other questions of 

t h i s witness, you may be excused. 

Anything f u r t h e r a t t h i s time? 

MR. BRUCE: No, s i r . 

I f I could, I ' l l j u s t mark t h a t leasehold 

ownership r e p o r t I gave you as E x h i b i t 12. 

EXAMINER STOGNER: Let's do t h a t , and I'm going 

t o g i v e t h a t back t o you t o make sure t h a t — 

MR. BRUCE: I w i l l give you copies, t o g e t h e r w i t h 

Mr. Brenner. 

EXAMINER STOGNER: Okay. Anything f u r t h e r i n 

t h i s matter? 
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MR. BRUCE: No, s i r . 

EXAMINER STOGNER: Then a t t h i s time I ' l l take 

Case Number 12,932 under advisement. 

(Thereupon, these proceedings were concluded a t 

2:10 p.m.) 

* * * 

t H e Examiner ^ p & Z ^ l ^ ^ ° 
heard by ̂  ^ J J ^ ^ ^ 
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