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1 HEARING EXAMINER: I ' l l c a l l t h e n e x t c a s e , 

2 No. 9778, w h i c h i s t h e a p p l i c a t i o n o f H e a f i t z Energy 

3 Management, I n c . , f o r a u n i t a g r e e m e n t . Lea Co u n t y , 

4 New M e x i c o . 

5 At t h i s t i m e I ' l l c a l l f o r a p p e a r a n c e s . 

6 MR. PEARCE: May i t p l e a s e t h e e x a m i n e r , 

7 I'm W. P e r r y Pearce o f t h e law f i r m o f Montgomery & 

8 Andrews i n Santa Fe, New M e x i c o , a p p e a r i n g i n t h i s 

9 m a t t e r on b e h a l f o f H e a f i t z Energy Management, I n c . 

10 I have one w i t n e s s who needs t o be sworn. 

11 M r . E x a m i n e r ? 

12 HEARING EXAMINER: Are t h e r e any o t h e r 

13 a p p e a r a n c e s i n t h i s m a t t e r ? 

14 W i l l t h e w i t n e s s p l e a s e s t a n d and be sworn. 

15 ED INNERARITY, 

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

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

18 DIRECT EXAMINATION 

19 BY MR. PEARCE: 

20 Q. For t h e r e c o r d , w o u l d you p l e a s e s t a t e y o u r 

21 name and where you r e s i d e . 

22 A. Ed I n n e r a r i t y , i n M i d l a n d , Texas. 

2 3 0. Would you p l e a s e s p e l l y o u r l a s t name, Mr. 

24 I n n e r a r i t y . 

25 A. Su r e , I do a l l t h e t i m e . 
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1 I - n - n - e - r - a - r - i - t - y . 

2 Q. Thank you, s i r . Mr. I n n e r a r i t y , what i s 

3 your occupation? 

4 A . I'm an independent producer and c o n t r a c t 

5 petroleum landman. 

6 Q. Have you appeared b e f o r e the D i v i s i o n or 

7 one of i t s examiners p r e v i o u s l y ? 

8 A. Ko, I have n o t . 

9 0. What i s your e d u c a t i o n a l background? 

10 A. I graduated from the U n i v e r s i t y of Texas i n 

11 1974 w i t h a Bachelor of A r t s i n Economics. I have an 

12 MBA from T r i n i t y U n i v e r s i t y which I received in 1975 

13 i n Management. And I have a MS degree, a Master of 

14 Science Degree, from T r i n i t y U n i v e r s i t y , which I 

15 r e c e i v e d i n 1976. 

16 Q. And you appear at the h e a r i n g t h i s morning 

17 r e p r e s e n t i n g H a e f i t z Energy Management, I n c . ; i s t h a t 

18 c o r r e c t ? 

19 A. Yes, t h a t i s c o r r e c t . 

20 Q. What does H a e f i t z seek i n the case t h i s 

21 morn ina? 

22 A. We seek a p p r o v a l of our proposed Tres 

2 3 Amigos U n i t i n Lea County, New Mexico. 

24 0- A l l r i g h t , s i r . At t h i s time I would l i k e 

25 f o r you to r e f e r t o what I have marked as E x h i b i t No. 
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1 1 t o t h i s p r o c e e d i n g . Would you please d e s c r i b e f o r 

2 the examiner and those i n attendance what's r e f l e c t e d 

3 on t h a t e x h i b i t ? 

4 A. This was a g e o l o g i c r e p o r t prepared by an 

5 independent c o n s u l t i n g g e o l o g i s t by the name of Gene 

6 Davis. 

7 This i s e s s e n t i a l l y a summary of an 

8 e x p l o r a t o r y t e s t on our proposed Tres Amigos U n i t . I t 

9 i s a c t u a l l y -- our e x p l o r a t o r y e f f o r t w i l l be the 

10 r e e n t e r i n g and deepenina t o the S i l u r o - D e v o n i a n or 

11 S i l u r i a n formation of a well that was d r i l l e d in 1968 

12 t o the E l l e n b e r g e r by then S k e l l y O i l . 

13 I t was c a l l e d the New Mexico P. Federal No. 

14 1. That S k e l l y w e l l was d r i l l e d t o n e a r l y 2 3,000 f e e t 

15 and t e s t e d the E l l e n b e r g e r , but never -- made no t e s t 

16 whatsoever i n t h i s S i l u r o - D e v o n i a n f o r m a t i o n . 

17 I t was subsequently plugged back t o about 

18 15,600 f e e t as a m a r g i n a l Atoka w e l l . 

19 We propose t o r e e n t e r t h a t w e l l , deepen t o 

20 approximately 19,400 f e e t , but no deeper than 19,800 

21 f e e t , and t e s t the S i l u r o - D e v o n i a n f o r m a t i o n . 

22 Q. Mr. I n n e r a r i t y , I ' d ask you at t h i s time t o 

23 please look at the docket of t h i s case, and I n o t i c e 

24 t h a t the ad v e r t i s e m e n t i n d i c a t e s t h a t the p r o p o s a l i s 

25 f o r 3320 acres of land t o be i n c l u d e d i n t h i s u n i t . 
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1 Has t h a t been r e v i s e d ? 

2 A. Yes, t h a t was r e v i s e d , and I ' l l t a k e t h e 

3 c r e d i t or t h e blame f o r d o i n a t h a t . 

4 I n an e f f o r t t o g e t t o t h e Commission o ur 

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

6 i n c l u d e d a l l o f l e a s e s t h a t we owned, and s u b s e q u e n t l y 

7 r e v i s e d t h a t t o r e f l e c t two t h i n g s : One, r e g u l a r , 

8 3 2 0 - a c r e s p a c i n g ; and o n l y t h a t p o r t i o n o f our l e a s e s , 

9 or any l e a s e , t h a t was 50 p e r c e n t or more 

10 p r o s p e c t i v e . 

11 S h o r t l y a f t e r t h e a d v e r t i s e m e n t f o r t h e 

12 h e a r i n g went o u t , we made t h e n e c e s s a r y r e v i s i o n s so 

13 t h a t our u n i t b o u n d a r i e s c o r r e c t l y r e f l e c t e d t h e 

14 g e o l o a y . 

15 Q. And what l a n d s a r e now i n c l u d e d w i t h i n t h e 

16 p r o p o s e d u n i t , p l e a s e , by s e c t i o n ? 

17 A. A l l o f t h e s e l a n d s w o u l d be i n Township 26 

18 S o u t h , Range 35 E a s t , i n , o f c o u r s e , Lea Co u n t y , New 

19 M e x i c o . T h i s would be a l l o f S e c t i o n 2 1 , a l l o f 

20 S e c t i o n 22, a l l o f S e c t i o n 16, t h e west h a l f o f 

21 S e c t i o n 15, and t h e s o u t h h a l f o f S e c t i o n 9. 

22 Q. The r o y a l t y o f a l l o f t h e l a n d c o n t a i n e d i n 

23 t h i s u n i t , who owns t h e r o y a l t y ? 

24 A. I t i s a l l owned by e i t h e r f e d e r a l or s t a t e , 

25 w i t h t h e e x c e p t i o n o f S e c t i o n 16, w h i c h i s s t a t e . The 

CUMBRE COURT REPORTING 
(505) 984-2244 



8 

1 b a l a n c e o f t h e u n i t i s f e d e r a l . 

2 Q. At t h i s t i m e I ' d ask you t o r e f e r t o what 

3 we've marked as E x h i b i t No. 2. Could you p l e a s e 

4 a d v i s e t h e examiner and t h o s e i n a t t e n d a n c e what t h a t 

5 e x h i b i t r e f l e c t s . 

6 A. T h i s i s our u n i t aqreement and a t t a c h e d 

7 u n i t o p e r a t i n g agreement. I t ' s our u n i t agreement f o r 

8 t h e de v e l o p m e n t and o p e r a t i o n o f t h e Tre s Amigos U n i t 

9 c o v e r i n o t h e a c r e a g e I j u s t d e s c r i b e d . 

10 Q. You m e n t i o n e d t h a t a l l o f t h e r o y a l t y i n 

11 t h i s l a n d i s s t a t e or f e d e r a l . Who c o n t r o l s t h e 

12 w o r k i n q i n t e r e s t i n t h e u n i t area? 

13 A. The rea s o n f o r my h e s i t a t i o n i s , a c t u a l l y , 

14 H a e f i t z Energy c o n t r o l s a l l o f i t . The u n i t agreement 

15 i s d a t e d O c t o b e r 6, 1989, and c e r t a i n a s s i g n m e n t s had 

16 n o t been e i t h e r r e c e i v e d by t h e BLM as o f t h a t d a t e or 

17 a p p r o v e d by t h e BLM as o f that. d a t e . 

18 S p e c i f i c a l l y , t h o s e were a s s i g n m e n t s f r o m 

19 H e r i t a g e R e s o u r c e s , I n c . , i n p o r t i o n s o f S e c t i o n 9 and 

20 15 and 22, and an a s s i q n m e n t f r o m Pogo c o v e r i n g 40 

21 a c r e s i n S e c t i o n 22. 

22 A l l o f t h o s e a s s i g n m e n t s have been s e n t t o 

23 t h e BLM, b u t u n t i l t h e y ' r e a p p r o v e d , we a r e r e f l e c t i n g 

24 r e c o r d t i t l e on our E x h i b i t s A and B t h e way t h e y were 

25 on t h e d a t e t h e u n i t a p p l i c a t i o n was made; t h a t i s , 

CUMBRE COURT REPORTING 
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1 Oct o b e r 6. 

2 Q. I u n d e r s t a n d t h e r e i s an 80 - a c r e t r a c t h e l d 

3 by one o f t h e Yates companies; i s t h a t Yates 

4 P e t r o l e u m ? 

5 A . Yates P e t r o l e u m , e t a l . , has i n d i c a t e d t h a t 

6 t h e s o u t h h a l f o f t h e s o u t h w e s t q u a r t e r o f S e c t i o n 15, 

7 w h i c h t h e y own, t h e y have e l e c t e d n o t t o p a r t i c i p a t e 

8 i n t h e u n i t . 

9 Q. Have you d i s c u s s e d t h a t p a r t i c u l a r 8 0 - a c r e 

10 t r a c t w i t h t h e r o y a l t y owner, t h e f e d e r a l g overnment? 

11 A. Yes. And s i n c e H a e f i t z and o t h e r j o i n i n g 

12 w o r k i n g i n t e r e s t and r e c o r d t i t l e owners o f t h e l e a s e 

13 have t h e r e m a i n i n g 95 p e r c e n t and have a p p r o v e d , w e ' l l 

14 j u s t a l l o w Yates t o n o t be a p a r t y t o t h e u n i t . 

15 Q. I s i t c o r r e c t t h a t t h e u n i t p r o p o s a l i s f o r 

16 a d i v i d e d i n t e r e s t t y p e o f u n i t so t h a t i f a p a r t y 

17 e l e c t s n o t t o p a r t i c i p a t e , t h e y w i l l n o t be c h a r g e d 

18 w i t h any expenses u n l e s s t h e i r i n d i v i d u a l l a n d s a r e 

19 d e v e l o p e d ? 

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

21 MR. PEARCE: I had s e p a r a t e d t h e u n i t 

22 o p e r a t i n g agreement f r o m t h e u n i t a g r e e m e n t . Mr. 

23 E x a m i n e r , he's d i s c u s s e d t h a t b r i e f l y . That i s t h e 

24 d i v i d e d i n t e r e s t document. 

25 I w i l l now hand you what we've marked as 

CUMBRE COURT REPORTING 
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1 E x h i b i t 3. I t i s , Mr. Ex a m i n e r , a d i v i d e d 

2 i n t e r e s t - t y p e o p e r a t i n g agreement so t h a t , a l t h o u g h 

3 Yates P e t r o l e u m has an 80-a c r e t r a c t w h i c h t h e y have 

4 i n d i c a t e d t h e y e l e c t n o t t o have p a r t i c i p a t e d i n t h e 

5 u n i t , t h o s e l a n d s w i l l bear no p a r t o f t h e c o s t s o f 

6 t h i s u n i t u n l e s s t h e i n d i v i d u a l l a n d s a r e d e v e l o p e d , 

7 and a l l o f t h e r e m a i n i n g w o r k i n g i n t e r e s t i n t h e 

8 p r o p o s e d u n i t area i s c o n t r o l l e d by H a e f i t z Energy 

9 Mana gement. 

10 Q. At t h i s t i m e , Mr. I n n e r a r i t y , do you have 

11 a n y t h i n g f u r t h e r t o p u t on t h e r e c o r d o f t h i s 

12 p r o c e e d i n g ? 

13 A. No, I do n o t . 

14 MR. PEARCE: Mr. Exa m i n e r , t h a t ' s a l l I 

15 have. I would r e g u e s t t h e a d m i s s i o n o f E x h i b i t s 1 , 2, 

16 and 3 t o t h i s p r o c e e d i n g , and t h e w i t n e s s i s a v a i l a b l e 

17 i f you have q u e s t i o n s . 

18 HEARING EXAMINER: E x h i b i t s 1 , 2, and 3 

19 w i l l be a d m i t t e d i n t o e v i d e n c e a t t h i s t i m e . 

20 DIRECT EXAMINATION 

21 BY HEARING EXAMINER: 

22 Q. Mr. I n n e r a r i t y , have you r e c e i v e d 

23 p r e l i m i n a r y a p p r o v a l f r o m b o t h t h e S t a t e Land O f f i c e 

24 and t h e BLM a t t h i s t i m e ? 

25 A. No, n o t f r o m t h e s t a t e . They were p r e t t y 

CUMBRE COURT REPORTING 
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1 much f o l l o w i n q t h e l e a d o f t h e BLM, b u t we have 

2 r e c e i v e d a p p r o v a l f r o m t h e Bureau o f Land Management 

3 i n R o s w e l l . 

4 Q. But t h e p r o p e r p a p e r s and f o r m s have been 

5 f i l e d w i t h t h e S t a t e Land O f f i c e ; i s t h a t c o r r e c t ? 

6 A. Yes, t h e y have. 

7 HEARING EXAMINER: I have no o t h e r 

8 q u e s t i o n s o f t h i s w i t n e s s . 

9 Are t h e r e any o t h e r q u e s t i o n s o f Mr. 

10 I n n e r a r i t y ? 

11 MR. PEARCE: N o t h i n g f u r t h e r , Mr. Examin e r . 

12 HEARING EXAMINER: I f n o t , he may be 

13 e x c u s e d . 

14 Does anybody have a n y t h i n g f u r t h e r i n Case 

15 No. 9778? 

16 T h i s case w i l l be t a k e n under a d v i s e m e n t . 

17 

18 

19 

20 

21 

22 

23 

24 

25 
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