
STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

BRUCE KING POST OFFICE BOX 208B 
STATE LAND OFFICE BUILOING 

SANTA FE. NEW MEXICO 87504 
(505) B27-5B00 

GOVERNOR 

June 10, 1991 

PADILLA & SYNDER 
Attorneys at Law 
P. O. Box 2523 
Santa Fe, New Mexico 87504 

RE: CASE NO. 10295 
ORDER NO. R-9520 

Dear Sir: 

Enclosed herewith are two copies of the above-referenced Division order recently entered in the 
subject case. 

Florene Davidson 
OC Staff Specialist 

FD/sl 

cc: Bill Carr 
BLM Carlsbad Office 

Sincerely, 
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STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCE DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF: 
APPLICATION OF YATES ENERGY CORPORATION 
FOR COMPULSORY POOLING, EDDY COUNTY, 
NEW MEXICO. 

CASE NO. 10295 

REPORTERS TRANSCRIPT OF PROCEEDINGS 

EXAMINER HEARING 

BEFORE: MICHAEL E. STOGNER, Examiner 

May 2, 1991 
8:18 a.m. 

Santa Fe, New Mexico 

T h i s m a t t e r came on f o r h e a r i n g b e f o r e t h e O i l 
C o n s e r v a t i o n D i v i s i o n on May 2, 1991, a t 8:18 a.m. a t t h e 
O i l C o n s e r v a t i o n Conference Room, S t a t e Land O f f i c e 
B u i l d i n g , 310 Old Santa Fe T r a i l , Santa Fe, New Mexico, 
b e f o r e Susan G. Ptacek, a C e r t i f i e d Court R e p o r t e r No. 124, 
S t a t e o f New Mexico. 

FOR: OIL CONSERVATION BY: SUSAN G. PTACEK 
DIVISION C e r t i f i e d Court R e p o r t e r 

CCR No. 124 

HUNNICUTT REPORTING 
SUSAN G. PTACEK, CCR 
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I N D E X 

May 2, 1991 
Examiner H e a r i n g 
Case No. 10295 

PAGE 
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YATES ENERGY WITNESSES: 

SHARON R. HAMILTON 
D i r e c t Examination by Mr. P a d i l l a 5 
Exa m i n a t i o n by Examiner Stogner 10 
R e d i r e c t Examination by Mr. P a d i l l a 12 
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1 18 

2 18 

3 18 

4 18 

5 18 

6 18 

7 18 

8 18 

9 18 

10 18 

HUNNICUTT REPORTING 
SUSAN G. PTACEK, CCR 



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 

3 

A P P E A R A N C E S 

FOR THE DIVISION: 

ROBERT G. STOVALL, ESQ. 
General Counsel 
O i l C o n s e r v a t i o n D i v i s i o n 
S t a t e Land O f f i c e B u i l d i n g 
Santa Fe, New Mexico 87504 

FOR YATES ENERGY CORPORATION: 

PADILLA & SNYDER 
A t t o r n e y s a t Law 
BY: ERNEST L. PADILLA, ESQ. 
Post O f f i c e Box 2523 
Santa Fe, New Mexico 87504-2523 

FOR SPIRAL, INC., EXPLORERS PETROLEUM CORPORATION, HEYCO 
EMPLOYEES, LTD., JAMES H. YATES, INC., COLKELAN: 

CAMPBELL & BLACK, P.A. 
A t t o r n e y s a t Law 
BY: WILLIAM F. CARR, ESQ. 
110 N. Guadalupe 
Santa Fe, New Mexico 87501 

* * * 

HUNNICUTT REPORTING 
SUSAN G. PTACEK, CCR 
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EXAMINER STOGNER: C a l l t h e n e x t case, 10295. 

MR. STOVALL: A p p l i c a t i o n o f Yates Energy C o r p o r a t i o n 

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

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

MR. PADILLA: Mr. Examiner, E r n e s t L. P a d i l l a , Santa 

Fe, New Mexico, f o r t h e a p p l i c a n t . I have two w i t n e s s e s . 

MR. CARR: May i t p l e a s e t h e examiner, my name i s 

W i l l i a m F. Carr w i t h t h e law f i r m of Campbell & B l a c k , 

P.A., o f Santa Fe. I would l i k e t o e n t e r an appearance on 

b e h a l f o f S p i r a l , I n c . , E x p l o r e r s Petroleum C o r p o r a t i o n , 

HEYCO Employees, L i m i t e d , James H. Yates, I n c . , and 

C o l k e l a n , and I w i l l n o t c a l l a w i t n e s s nor o t h e r w i s e 

p a r t i c i p a t e i n t h i s p r o c e e d i n g . 

EXAMINER STOGNER: Are t h e r e any o t h e r appearances? 

Would t h e w i t n e s s e s p l e a s e s t a n d and be sworn a t 

t h i s t i m e . 

(Whereupon t h e w i t n e s s e s were d u l y 

sworn.) 

EXAMINER STOGNER: Mr. P a d i l l a . 

MR. PADILLA: Mr. Examiner, a t t h i s t i m e I c a l l S h a r i 

H a m i l t o n . 

SHARON R. HAMILTON, 

t h e Witness h e r e i n , h a v i n g been f i r s t d u l y sworn, was 

examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

HUNNICUTT REPORTING 
SUSAN G. PTACEK, CCR 
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BY MR. PADILLA: 

Q. Miss H a m i l t o n , f o r t h e r e c o r d , p l e a s e s t a t e your 

name. 

A. My name i s Sharon R. H a m i l t o n . 

Q. Miss H a m i l t o n , have you t e s t i f i e d b e f o r e t h e O i l 

C o n s e r v a t i o n D i v i s i o n as a p e t r o l e u m landman f o r Yates 

Energy C o r p o r a t i o n i n t h e past? 

A. Yes, s i r , I have. 

Q. Have your c r e d e n t i a l s been accepted as m a t t e r o f 

r e c o r d i n t h o s e h e a r i n g s ? 

A. Yes, s i r , t h e y have. 

Q. You are a p e t r o l e u m landman; c o r r e c t ? 

A. Yes, I am. 

Q. You are f a m i l i a r w i t h t h e l a n d m a t t e r s i n v o l v e d 

i n t h e compulsory p o o l i n g a p p l i c a t i o n here b e f o r e t h e 

d i v i s i o n ? 

A. Yes, s i r , I am. 

MR. PADILLA: Mr. Examiner, we t e n d e r Miss H a m i l t o n as 

an e x p e r t p e t r o l e u m landman. 

EXAMINER STOGNER: Miss H a m i l t o n i s so q u a l i f i e d . 

Q. (By Mr. P a d i l l a ) Miss H a m i l t o n , would you 

b r i e f l y t e l l us what t h i s h e a r i n g i s about? 

A. Yes, s i r . We're se e k i n g compulsory p o o l i n g t o 

d r i l l a w e l l i n t h e southwest q u a r t e r o f t h e southwest 

q u a r t e r o f S e c t i o n 1, Township 18 South, Range 31 East? 

HUNNICUTT REPORTING 
SUSAN G. PTACEK, CCR 
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Q. Miss H a m i l t o n , l e t ' s go on t o t h e f i r s t e x h i b i t 

i n t h i s h e a r i n g or t h e -- w e l l , l e t me ask you, f i r s t . 

Have you p r e p a r e d c e r t a i n e x h i b i t s f o r i n t r o d u c t i o n or have 

e x h i b i t s been compiled under your s u p e r v i s i o n f o r t h i s 

case? 

A. Yes, s i r , I have. 

Q. Miss H a m i l t o n , l e t me show you now what we have 

marked as E x h i b i t 1, and have you i d e n t i f y t h a t f o r t h e 

examiner? 

A. Yes, s i r . I t ' s a map p l a t t h a t i n d i c a t e s t h e 

Township 18 South, Range 31 East and t h e 40-acre p r o r a t i o n 

u n i t i n t h e southwest q u a r t e r of t h e southwest q u a r t e r o f 

S e c t i o n 1 i s i n d i c a t e d i n t h e y e l l o w . 

Q. 40 acres i s assigned t o t h i s w e l l ; i s t h a t 

c o r r e c t ? 

A. Yes, s i r , i t ' s a s t a n d a r d p r o r a t i o n u n i t . 

Q. L e t me hand you what we have marked as E x h i b i t 

No. 2 and have you i d e n t i f y t h a t f o r t h e examiner. 

A. Yes, s i r . I t ' s an ownership summary. The f i r s t 

p o r t i o n i n d i c a t e s t h e hundred p e r c e n t ownership i n t h e 

p r o p e r t y , and t h e second s e c t i o n i n d i c a t e s t h e p a r t i e s t h a t 

we r e q u e s t t o f o r c e p o o l . 

Q. Who are t h e p a r t i e s t h a t you are r e q u e s t i n g t o 

f o r c e p o o l ? 

A. S p i r a l , I n c . , E x p l o r e r s Petroleum C o r p o r a t i o n , 

HUNNICUTT REPORTING 
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HEYCO Employees, L t d . , and Chevron USA, I n c . 

Q. Miss H a m i l t o n , what e f f o r t s have you made t o g e t 

t h e v o l u n t a r y j o i n d e r of those n o n c o n s e n t i n g p a r t i e s ? 

A. We had s u p p l i e d them w i t h AFEs and r e q u e s t e d 

p a r t i c i p a t i o n . We've spoken t o them s e v e r a l t i m e s t o 

a t t e m p t t o have them p a r t i c i p a t e i n t h e d r i l l i n g . 

Q. L e t me hand you what we have marked as E x h i b i t 

No. 3 and have you t e l l t h e examiner what t h a t i s and what 

i t c o n t a i n s ? 

A. E x h i b i t 3 i s a summary o f t h e c o n t a c t s t h a t 

we've had w i t h these owners, where we've i n i t i a l l y proposed 

t h e w e l l and spoken t o them on t h e t e l e p h o n e c o n c e r n i n g a 

fa r m o u t or any o t h e r p o s s i b l e agreement. 

Q. What was t h e f i r s t t i m e you c o n t a c t e d t h e s e 

p a r t i e s ? 

A. T h i s w e l l was o r i g i n a l l y proposed i n August o f 

1990 as a Bone Sp r i n g s t e s t . We r e c e i v e d a compulsory 

p o o l i n g o r d e r No. R-9312 i n October, b u t we were unable t o 

d r i l l t h e w e l l under t h a t o r d e r . And we have i n A p r i l --

we rep r o p o s e d t h e w e l l as a s h a l l o w e r t e s t . 

Q. Why d i d you n o t d r i l l i t under t h e p r i o r 

compulsory p o o l i n g order? 

A. The p a r t i e s -- t h e owners i n v o l v e d were n o t --

d i d n o t want t o e c o n o m i c a l l y j u s t i f y t h e d r i l l i n g o f a 

deeper w e l l , and when t h e o i l p r i c e s dropped, we c o u l d n ' t 

HUNNICUTT REPORTING 
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e c o n o m i c a l l y j u s t i f y i t e i t h e r . 

Q. Did you f e e l t h a t you had t o g i v e a new p r o p o s a l 

f o r t h e p r o s p e c t t o be --

A. Yes, s i r , we d i d . 

Q. L e t me hand what we have marked as E x h i b i t No. 

4, and i d e n t i f y t h a t f o r t h e examiner and t e l l him what 

t h a t c o n t a i n s . 

A. These are t h e co p i e s o f t h e correspondence t h a t 

have gone between t h e company c o n c e r n i n g t h i s p r o p e r t y . 

Q. Can you summarize t h e c o n t e n t s o f t h a t e x h i b i t 

f o r t h e examiner, please? 

A. Yes. We had made t h e o r i g i n a l p r o p o s a l and 

a t t e m p t e d t o n e g o t i a t e farmouts w i t h t h e p a r t i e s . Not 

b e i n g a b l e t o n e g o t i a t e any f a r m o u t s , t h e n we r e s u b m i t t e d 

t h e s h a l l o w e r p r o p o s a l w i t h t h e hope t h e y would 

p a r t i c i p a t e . 

Q. I s t h e s h a l l o w e r p r o p o s a l i n c l u d e d i n E x h i b i t 4? 

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

Q. What r e s u l t s d i d you o b t a i n from t h a t ? 

A. We haven't -- t h e p a r t i e s t h a t a r e b e i n g f o r c e d 

p o o l a t t h i s t i m e have n o t responded t o p a r t i c i p a t e i n t h e 

w e l l . 

Q. I s t h e r e any l i k e l i h o o d t h a t t h e y w i l l 

p a r t i c i p a t e f o l l o w i n g t h i s h e a r i n g ? 

A. I b e l i e v e t h a t t h e Chevron i n t e r e s t i s pending a 

HUNNICUTT REPORTING 
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t r a n s a c t i o n where t h e y would t u r n t h e i r i n t e r e s t t o a t h i r d 

p a r t y . So a t t h i s t i m e t h e y are i n no p o s i t i o n t o respond 

t o t h e p r o p o s a l . 

Q. Miss H a m i l t o n , have you f o r c e d p o o l t h e s e same 

p a r t i e s i n t h e same area i n t h e past? 

A. Yes, s i r , we have. 

Q. And have t h e r e s u l t s been s i m i l a r t o what you're 

e x p e r i e n c i n g w i t h t h i s p r o p o s a l ? 

A. Yes, s i r . 

Q. And you f o r c e d p o o l these p a r t i e s i n t h e past? 

A. Yes. I n f a c t , t h e w e l l t h a t i s d i r e c t l y 

o p p o s i t e t h i s one we had t o f o r c e p o o l t h e s e same p a r t i e s . 

Q. They have not p a r t i c i p a t e d i n any w e l l s you've 

d r i l l e d o u t t h e r e ? 

A. The S p i r a l , E x p l o r e r s and HEYCO Employees, L t d . , 

have p a r t i c i p a t e d i n one w e l l w i t h us, b u t n o t i n any 

o t h e r s . 

Q. Miss H a m i l t o n , l e t me show you what we have 

i d e n t i f i e d as E x h i b i t No. 5 and t e l l t h e examiner what t h a t 

i s and what i t c o n t a i n s ? 

A. I t ' s t h e AFE t h a t we p r e s e n t e d when we proposed 

t h e w e l l , t o d r i l l a 5600-foot San Andres/Delaware t e s t . 

Q. I s t h a t i n your o p i n i o n a r e a s o n a b l e AFE f o r t h e 

k i n d o f t e s t you're proposing? 

A. Yes, s i r , we b e l i e v e i t i s . 

HUNNICUTT REPORTING 
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Q. I s t h a t AFE based on AFEs t h a t have been used i n 

t h a t same area i n t h e past? 

A. Yes, i t i s . 

Q. Miss H a m i l t o n , l e t me show you what we have 

marked as E x h i b i t 6, and pl e a s e t e l l t h e examiner what t h a t 

i s and what i t c o n t a i n s . 

A. E x h i b i t 6 i s a summary o f t h e E r n e s t & Young 

overhead r a t e c h a r t , and f o r t h e depth o f t h e w e l l we are 

d r i l l i n g we're r e q u e s t i n g t h a t t h e d r i l l i n g w e l l r a t e be 

4,000 a month and t h e p r o d u c i n g w e l l r a t e be 350 a month, 

which i s i n d i c a t e d on t h e i r survey r e s u l t s . 

Q. You have used those t y p e s o f r a t e s based on t h e 

E r n s t & — E r n s t & Young survey r e s u l t s b e f o r e t h e 

d i v i s i o n ? 

A. Yes, we have. 

MR. PADILLA: Mr. Examiner, E x h i b i t No. 7 i s s i m p l y my 

a f f i d a v i t t o g e t h e r w i t h t h e r e t u r n r e c e i p t r e q u e s t e d 

i n f o r m a t i o n , as w e l l as a copy o f t h e n o t i c e t h a t we have 

s e n t i n t h i s case. 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. I n your n o t i c e t h e r e are s e v e r a l p a r t i e s , t h e 

C o l k e l a n C o r p o r a t i o n . That's C - o - l - k - e - l - a - n . But t h e y ' r e 

a j o i n d e r a t t h i s t i m e , are the y not? 

A. They're i n t e r e s t e d s u b j e c t t o an o p e r a t i n g 

HUNNICUTT REPORTING 
SUSAN G. PTACEK, CCR 



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 

11 

agreement. 

Q. That has been executed? 

A. Yes, s i r . 

Q. Same w i t h t h e James H. Yates, I n c o r p o r a t e d 

i n t e r e s t ? 

A. Yes. 

Q. And t h e Harvey E. Yates Company? 

A. They are a l s o under an executed o p e r a t i n g 

agreement. 

Q. You mentioned i n your t e s t i m o n y t h a t Chevron's 

i n t e r e s t i s b e i n g — i s p r e p a r i n g t o be t u r n e d over t o a 

t h i r d i n t e r e s t ? Can you e l a b o r a t e on t h a t ? 

them, t h e y ' r e a t t e m p t i n g t o f i n a l i z e some t y p e o f a t r a d e 

t r a n s a c t i o n w i t h a t h i r d p a r t y where t h e t h i r d p a r t y would 

assume t h e i r p o s i t i o n i n these p r o p e r t i e s . So t h e y were i n 

no p o s i t i o n t o respond t o us as th e y haven't f i n a l i z e d 

t h e i r d e a l y e t . 

Q. You wouldn't happen t o know who t h a t p a r t y was? 

A. I b e l i e v e i t i s M e r i d i a n who i s a l s o a c t i v e i n 

t h i s area. 

Q. But s i n c e t h a t has n o t been executed between 

Chevron and M e r i d i a n , M e r i d i a n i s n o t a p a r t y t o t h i s case; 

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

A. No, s i r . 

A. From my u n d e r s t a n d i n g from my d i s c u s s i o n w i t h 

HUNNICUTT REPORTING 
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Q. Order No. R-9312 which covered t h i s p r e v i o u s 

area, was t h a t a l s o f o r a 40-acre o i l t e s t ? 

A. I t was a 40-acre b u t i t was f o r a Bone S p r i n g , 

deeper t e s t . When we f i r s t proposed t h a t d e p t h , l o c a t i o n 

t h e owners o b j e c t e d t o t h e depth and i n d i c a t e d t h a t t h e y 

would be more i n t e r e s t e d i n d r i l l i n g j u s t a s h a l l o w w e l l . 

So when we reproposed i t we t h o u g h t t h a t per chance t h e y 

m i g h t go ahead and consent t o p a r t i c i p a t e . 

Q. So t h e Bone Springs w i l l n o t be t e s t e d a t t h i s 

t i m e? 

A. No, s i r , i t w i l l n o t . 

EXAMINER STOGNER: I have no o t h e r q u e s t i o n s o f t h i s 

w i t n e s s . 

MR. PADILLA: I o n l y have one o t h e r . 

REDIRECT EXAMINATION 

BY MR. PADILLA: 

Q. Miss H a m i l t o n , i f t h i s o r d e r i s approved, does 

Yates Energy C o r p o r a t i o n d e s i r e t o be named t h e o p e r a t o r o f 

t h e w e l l ? 

A. Yes, s i r , we do. 

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

EXAMINER STOGNER: No f u r t h e r q u e s t i o n s , Miss H a m i l t o n 

may be excused. 

MR. PADILLA: C a l l B i l l Baker a t t h i s t i m e , 

Mr. Examiner. 
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BILL BAKER, 

t h e Witness h e r e i n , h a v i n g been f i r s t d u l y sworn, was 

examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. PADILLA: 

Q. Mr. Baker, have you p r e v i o u s l y t e s t i f i e d b e f o r e 

t h e O i l C o n s e r v a t i o n D i v i s i o n and had your c r e d e n t i a l s 

a ccepted as a p e t r o l e u m g e o l o g i s t ? 

A. Yes, s i r , I have. 

Q. You are an employee o f Yates Energy C o r p o r a t i o n ; 

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

A. Yes, s i r , I am. 

Q. Did you prepare c e r t a i n g e o l o g i c e x h i b i t s f o r 

i n t r o d u c t i o n here today? 

A. Yes, s i r , I have. 

Q. You are f a m i l i a r w i t h t h e areas as f a r as 

geology and as f a r as t h e p r o s p e c t i s concerned? 

A. Yes, s i r , I am. 

MR. PADILLA: Mr. Examiner, we t e n d e r Mr. Baker as a 

p e t r o l e u m g e o l o g i s t . 

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

Q. (By Mr. P a d i l l a ) Mr. Baker, l e t ' s t u r n r i g h t t o 

E x h i b i t No. 8 and t e l l t h e examiner what t h a t i s and what 

t h a t c o n t a i n s . 

A. E x h i b i t No. 8 i s a s t r u c t u r e map on t o p o f t h e 
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San Andres f o r m a t i o n , which i s t h e p r i m a r y o b j e c t i v e o f t h e 

Thornbush F e d e r a l No. 2. Thi s p a r t i c u l a r e x h i b i t r i g h t 

here j u s t b a s i c a l l y i n d i c a t e s t h e r e g i o n a l d i p o f t h e San 

Andres f o r m a t i o n . I t i n d i c a t e s t h e r e g i o n a l d i p i s i n a 

s o u t h e a s t o r i e n t a t i o n , and our proposed l o c a t i o n w i l l 

e n c o u n t e r t h e San Andres a t t h e subsea d e p t h o f 

a p p r o x i m a t e l y minus 550 f e e t . 

Q. What's t h e g e n e r a l geology i n t h i s a r e a , 

Mr. Baker? 

A. The g e n e r a l geology i n t h i s p a r t i c u l a r area 

p e r t a i n i n g t o t h e San Andres f o r m a t i o n i s t h a t we're a t 

such a p o i n t on t h e Pecos Abo sl o p e s h e l f , i t ' s where t h e 

San Andres f o r m a t i o n i s i n t e r f i n g e r i n g w i t h Delaware sands. 

T h e r e f o r e , i t p r o v i d e s f o r a sand c a r b o n a t e - t y p e sequence, 

i n t e r f i n g e r i n g sequence, and t h e San Andres f o r m a t i o n i n 

here i s comprised o f c l a s t i c d o l o m i t e . When enc o u n t e r e d 

w i t h p o r o s i t y forms e x c e l l e n t t r a p s . 

Q. What does t h a t mean t o someone l i k e m y s e l f 

who — i n terms o f e n c o u n t e r i n g p r o d u c t i o n i n t h e San 

Andres? 

A. I t i n d i c a t e s t h a t when you g e t i t , i t ' s 

e x t r e m e l y p r o l i f i c b u t i t ' s e x t r e m e l y r i s k y because i t i s a 

s t r a t i g r a p h i c t r a p . Due t o t h e n a t u r e o f t h e f a c t t h a t 

i t ' s i n t e r f i n g e r i n g w i t h t h e Delaware sands, i t sometimes 

i s somewhat hard t o p r e d i c t . So i t adds an element o f 
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e x t r a r i s k t h e r e . 

Q. L e t ' s go on t o your n e x t e x h i b i t , w hich i s 

E x h i b i t No. 9, and have you i d e n t i f y t h a t f o r t h e examiner 

and I would l i k e f o r you t o e x p l a i n what i t c o n t a i n s . 

A. E x h i b i t No. 9 i s an iso p a c h map o f t h e San 

Andres d o l o m i t e , u s i n g a p o r o s i t y c u t o f f o f g r e a t e r t h a n 12 

p e r c e n t p o r o s i t y i n t h e San Andres d o l o m i t e . As you can 

i n d i c a t e from my isopach map here on t h e w e l l c o n t r o l , i t 

appeared l i k e t hese l i t t l e p o r o s i t y pods o r i e n t e d i n a 

eas t - w e s t o r i e n t a t i o n . You can a l s o n o t i c e f r o m t h e 

is o p a c h map t h e y ' r e e x t r e m e l y narrow and t h i n , and as I 

w i l l show you on E x h i b i t No. 10 i n a second, you don ' t have 

t o move v e r y f a r from e x t r e m e l y p r o l i f i c t o zero p o r o s i t y . 

Q. Does E x h i b i t No. 10 show any p r o d u c i n g w e l l s i n 

t h e San Andres f o r m a t i o n ? 

A. Yes, i t sure does. I t i n d i c a t e s Thornbush No. 

1, which i s a key w e l l i n t h i s area t h a t we're o f f s e t t i n g , 

was p r o d u c t i v e from t h e San Andres f o r m a t i o n . I t a l s o 

i n d i c a t e s t h a t t h e r e are two w e l l s l o c a t e d i n S e c t i o n 35 

and 36 d i r e c t l y n o r t h o f our proposed l o c a t i o n t h a t d i d 

produce from t h e San Andres f o r m a t i o n back i n t h e e a r l y 

50s. 

Q. Do you have a n y t h i n g f u r t h e r c o n c e r n i n g e i t h e r 

E x h i b i t s 8 or 9? 

A. No, s i r . 
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Q. L e t ' s move on t o E x h i b i t No. 10 and have you 

e x p l a i n t h a t t o t h e examiner, p l e a s e . 

A. E x h i b i t No. 10 i s a s t r u c t u r a l c r o s s s e c t i o n 

showing t h r e e key w e l l s i n t h e area t h r o u g h t h e San Andres. 

I f you w i l l l o o k a t i t from -- I s h o u l d say -- r i g h t t o 

l e f t o r A t o A pr i m e , on t h e f a r r i g h t - h a n d s i d e o f t h e 

cr o s s s e c t i o n i s t h e Yates Energy P r i c k l y Pear F e d e r a l 

No. 1. T h i s was a w e l l which was proposed s h o r t l y a f t e r 

t h e Thornbush F e d e r a l No. 1 was completed i n t h e San Andres 

f o r m a t i o n . We b e l i e v e d a t t h a t t i m e t h e p o r o s i t y d i d 

i n d i c a t e -- extend down i n t o t h e n o r t h h a l f o f S e c t i o n 12. 

We proposed a w e l l , we d r i l l e d a d i r e c t s o u t h e a s t o f f s e t , 

700 f e e t away from t h e Thornbush F e d e r a l No. 1. We 

enco u n t e r e d t h e San Andres d o l o m i t e , b u t as you can see 

from my c r o s s s e c t i o n I have i n d i c a t e d t h e 12 p e r c e n t 

p o r o s i t y c u t o f f l i n e , t h e f o r m a t i o n was t i g h t . I t proved 

t o be n o n p r o d u c t i v e i n t h e San Andres f o r m a t i o n , and was 

su b s e q u e n t l y recompleted i n t h e Queen sands f o r a 

r e l a t i v e l y noncommercial w e l l , about 10 b a r r e l s o f o i l a 

day. 

As you c o n t i n u e t o move t o t h e l e f t on t h e c r o s s 

s e c t i o n you encounter t h e Yates Energy Thornbush F e d e r a l 

No. 1 w e l l . T h i s i s t h e key w e l l t h a t i s s e t t i n g up t h e 

Thornbush F e d e r a l No. 2. T h i s was d r i l l e d as a 9 1 0 0 - f o o t 

Bone S p r i n g s t e s t . The Bone Springs ended up b e i n g 
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uneconomic. We subsequently recompleted t o the San Andres 

for m a t i o n . The i n i t i a l p o t e n t i a l was 125 b a r r e l s of o i l 

per day and 16 b a r r e l s of water. The w e l l has c u r r e n t l y 

made a t o t a l cum of about 8,000 b a r r e l s of o i l and i s 

c u r r e n t l y making about 19 b a r r e l s of o i l a day and 80 

b a r r e l s of water a day. 

Q. I n terms of r i s k , how do you assess your 

prospects, Mr. Baker? 

A. I n terms of r i s k there's -- the primary r i s k 

here i s pur e l y s t r a t i g r a p h i c r i s k . And due t o the nature 

the way t h i s p o r o s i t y comes and goes, i t ' s p r e t t y r i s k y , as 

you can see from what happened on the P r i c k l y Pear Federal 

No. 1. 

Also there appears t o be a water contact w i t h i n 

the San Andres formation here. The reason t h a t t h i s w e l l 

i s c u r r e n t l y producing so much water i s we got down t o a 

r a t e of about 23 b a r r e l s of o i l a day and about 3 b a r r e l s 

of water and attempted a f r a c t u r e s t i m u l a t i o n . At t h a t 

time we broke down i n t o the water and a c t u a l l y l o s t some of 

our o i l p r o d u c t i o n , and increased our water p r o d u c t i o n up 

t o about 80 b a r r e l s of water a day. So ther e i s a 

s i g n i f i c a n t r i s k as f a r as a completion standpoint of 

s t a y i n g out of water, too. 

Q. How about r i s k as f a r as bad i s concerned? 

A. Right now we f e e l l i k e t h i s i s -- the w e l l --
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we've g o t r e s e r v e book o f about 42,000 b a r r e l s , w hich i s 

b a s i c a l l y j u s t b a r e l y a t h r e e t o one r e t u r n on i n v e s t m e n t . 

So i f e v e r y t h i n g were t o go i n an i d e a l s i t u a t i o n , t h i s i s 

j u s t b a r e l y an economic v e n t u r e . 

Q. Mr. Baker, what recommendation do you have f o r 

r i s k p e n a l t y assessment? 

A. The maximum, s i r . 

Q. 200 pe r c e n t ? 

A. Yes, s i r . 

Q. Mr. Baker, would a p p r o v a l o f t h i s a p p l i c a t i o n i n 

your o p i n i o n be i n t h e be s t i n t e r e s t o f c o n s e r v a t i o n o f o i l 

and gas? 

A. Yes, s i r . 

MR. PADILLA: Mr. Examiner, we t e n d e r E x h i b i t s 1 

t h r o u g h 10, and we pass t h i s w i t n e s s f o r c r o s s - e x a m i n a t i o n . 

EXAMINER STOGNER: E x h i b i t s 1 t h r o u g h 10 w i l l be 

a d m i t t e d i n t o evidence a t t h i s t i m e . 

(Yates Energy E x h i b i t s 1 t h r o u g h 10 

was a d m i t t e d i n evidence.) 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. Mr. Baker, t h i s i s on f e d e r a l l e a s e , i s i t not? 

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

Q. Has a w e l l l o c a t i o n been s t a k e d a t t h i s t i me? 

A. Yes. A c t u a l l y t h e r e have been two s t a k e d o u t 
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here. We st a k e d one a t t h e t i m e i n which we had t h e 

Thornbush No. 2 proposed as a 9100 - f o o t t e s t , and t h e n f o r 

t h i s p a r t i c u l a r p r o p o s a l we have n o t come back and r e s t a k e d 

i t . We l e f t i t a t t h e o l d l o c a t i o n , which was g o i n g t o be 

t h e 9 1 0 0 - f o o t t e s t . 

Q. What was t h e o l d l o c a t i o n as f a r as t h e foo t a g e ? 

A. W e l l , i t was a c t u a l l y 660 from t h e s o u t h and 330 

from t h e west l i n e . 

THE WITNESS: I s t h a t c o r r e c t , Sharon? 

MS. HAMILTON: Yes. 

Q. (By Examiner Stogner) That's a t a s t a n d a r d 

l o c a t i o n , i s i t not? 

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

EXAMINER STOGNER: I have no o t h e r q u e s t i o n s o f t h i s 

w i t n e s s . Are t h e r e any o t h e r q u e s t i o n s o f Mr. Baker? 

MR. PADILLA: I have n o t h i n g f u r t h e r , Mr. Examiner. 

EXAMINER STOGNER: He may be excused. A n y t h i n g 

f u r t h e r i n t h i s case? Does anybody e l s e have a n y t h i n g 

f u r t h e r i n case number 10295? I f n o t , t h i s case w i l l be 

t a k e n under advisement. 

(Whereupon, t h e h e a r i n g was concluded a t t h e 

appr o x i m a t e hour o f 8:39 a.m.) 

* * * 
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