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HEARING EXAMINER: This hearing w i l l come 

to order. We'll c a l l Case No. 9854. 

MR. STOVALL: I n the matter of Case 9854 

being reopened pursuant t o the p r o v i s i o n s of D i v i s i o n 

Order No. R-9831 which order promulgated temporary 

s p e c i a l r u l e s and r e g u l a t i o n s i n c l u d i n g a p r o v i s i o n 

f o r 160-acre spacing i n the Diablo-Fusselman Pool, 

Chaves County, New Mexico. 

Th i s case has been r e a d v e r t i s e d and 

reopened t o i n c l u d e a d d i t i o n a l p r o v i s i o n s i n c l u d i n g 

the p r o v i s i o n f o r a d m i n i s t r a t i v e a p p r o v a l of 

h o r i z o n t a 1/high-ang1e w e l l b o r e s and the f o r m a t i o n of 

o v e r s i z e d p r o r a t i o n u n i t s t o accommodate such 

w e l l b o r e s . 

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

MR. CARR: May i t please the Examiner, my 

name i s W i l l i a m F. Carr, w i t h the law f i r m of Campbell 

& Black, P.A., of Santa Fe. I rep r e s e n t Stevens 

O p e r a t i n g C o r p o r a t i o n , and I have two w i t n e s s e s . 

HEARING EXAMINER: Are t h e r e any other 

appearances? 

MR. CARROLL: Yes, Mr. Examiner. Ernest 

C a r r o l l of Losee, Carson, Haas & C a r r o l l of A r t e s i a , 

New Mexico. We're appearing here on b e h a l f of Yates 

Petroleum. 
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Mr. Examiner, w i t h respect t o the 

w i t n e s s e s , at t h i s time I t h i n k the Examiner i s aware 

t h a t we have a p p a r e n t l y reached an agreement w i t h 

Stevens, and unless something unusual happens we do 

not a n t i c i p a t e c a l l i n g a w i t n e s s , a l t h o u g h we do have 

some a v a i l a b l e i f some problem does occur. 

MR. BRUCE: Mr. Examiner, my name i s Jim 

Bruce from the H i n k l e Law Firm i n Albuquerque, 

r e p r e s e n t i n g Marsh Op e r a t i n g Company. We have no 

witnesses . 

MR. LOSEE: Mr. Examiner, A. J. Losee, same 

law f i r m as Mr. C a r r o l l - - i t takes two of us t o 

e q u a l i z e or attempt t o e q u a l i z e Mr. C a r r — a l s o 

appearing on b e h a l f of Yates. 

HEARING EXAMINER: Are t h e r e any other 

appearances? 

W i l l the two witnesses f o r Stevens please 

stands t o be sworn at t h i s t i m e . 

(Thereupon, a l l w i t n e s s e s were sworn.) 

HEARING EXAMINER: Mr. Carr, please 

proceed . 

MR. CARR: Mr. Examiner, I have a b r i e f 

opening s t a t e m e n t . 

T h i s case i n v o l v e s what we b e l i e v e i s a 

unique r e s e r v o i r i n Chaves County, New Mexico. I t i s 
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a p r o l i f i c r e s e r v o i r w i t h a gas cap, an o i l column, 

and i t ' s a w a t e r - d r i v e r e s e r v o i r . 

I t was the s u b j e c t of a he a r i n g i n February 

of t h i s y e ar, and f o l l o w i n g t h a t h e a r i n g the D i v i s i o n 

e n t e r e d Order R-9131, which c r e a t e d the 

Diablo-Fusselman Pool and promulgated temporary r u l e s 

f o r 90 days f o r the Pool i n c l u d i n g a g a s / o i l r a t i o of 

6500 t o 1, 160-acre s p a c i n g , 660-foot setbacks from 

the o u t e r boundary of the d e d i c a t e d acreage, and a 

depth b r a c k e t a l l o w a b l e of 384 b a r r e l s a day. 

During the i n t e r i m , we have been o b t a i n i n g 

data and de v e l o p i n g i n f o r m a t i o n on t h i s r e s e r v o i r , and 

we are b e f o r e you today w i t h c o n s i d e r a b l y more 

i n f o r m a t i o n than we had 90 days ago. 

F o l l o w i n g the h e a r i n g , an a p p l i c a t i o n f o r 

h e a r i n g de novo was f i l e d by Yates. We have a l s o , 

since t h a t time and most p a r t i c u l a r l y t o d a y , been 

meeting w i t h r e p r e s e n t a t i v e s of Yates Petroleum 

Co rpo r a t i o n . 

We w i l l today be p r e s e n t i n g a p r o p o s a l , i n 

which I t h i n k Yates co n c u r s , seeking a c o n t i n u a t i o n of 

temporary r u l e s f o r a four-month p e r i o d of t i m e , r u l e s 

t h a t w i l l p r o v i d e f o r 80-acre s p a c i n g , an 80-acre 

depth b r a c k e t a l l o w a b l e of 222 b a r r e l s of o i l per day, 

a c o n t i n u a t i o n of the 6500 t o 1 g a s / o i l r a t i o , and a 
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p r o v i s i o n f o r s e t b a c k s f r o m t h e o u t e r b o u n d a r y o f 

d e d i c a t e d a c r e a g e o f 330 f e e t u n l e s s t h e o f f s e t t i n g 

a c r e a g e i s a d i f f e r e n t l e a s e , a t w h i c h t i m e t h e 

se t b a c k w o u l d be 660 f e e t . 

a p p r o v a l o f a p r o c e d u r e whereby h o r i z o n t a l d r i l l i n g o f 

w e l l s may be a d m i n i s t r a t i v e l y a p p r o v e d i n t h i s a r e a . 

These r u l e s w i l l a l s o be e f f e c t i v e j u s t d u r i n g t h e 

n e x t f o u r months, and t h e s e r u l e s w i l l p r o v i d e t h a t 

t h e h o r i z o n t a l w e l l b o r e be a t l e a s t 100 f e e t f r o m t h e 

o u t e r b o u n d a r y o f t h e d e d i c a t e d 8 0 - a c r e p r o r a t i o n 

u n i t . 

g o i n g t o be s e e k i n g . I have two w i t n e s s e s . My f i r s t 

w i t n e s s i s Mr. A h l e n . 

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 

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 : 

S t evens i s a l s o g o i n g t o be r e q u e s t i n g 

T hat i s , I t h i n k , a summary o f what we're 

JACK AHLEN, 

EXAMINATION 

BY MR. CARR: 

Q. Would you s t a t e y o u r f u l l name f o r t h e 

r e c o r d , p l e a s e ? 

A. My name i s Jack A h l e n . 

Q. Where do you r e s i d e ? 

A. R o s w e l l , New M e x i c o . 
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Q. By whom are you employed, Mr. Ahlen, and i n 

what c a p a c i t y ? 

A. Stevens Op e r a t i n g C o r p o r a t i o n as a 

c o n s u l t i n g g e o l o g i s t i n t h i s m a t t e r . 

Q. 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 the 

D i v i s i o n and had your c r e d e n t i a l s as a g e o l o g i s t 

accepted and made a matter of record? 

A. Yes , s i r , I have . 

Q. Are you f a m i l i a r w i t h the a p p l i c a t i o n s 

f i l e d i n t h i s case? 

A. Yes. 

Q. Are you f a m i l i a r w i t h the Diablo-Fusselman 

Pool? 

A. Yes. 

MR. CARR: Are the w i t n e s s ' q u a l i f i c a t i o n s 

acceptable? 

HEARING EXAMINER: Are t h e r e any 

o b j e c t i o n s ? 

MR. CARROLL: None. 

HEARING EXAMINER: The wi t n e s s i s so 

q u a l i f i e d . 

Q. Mr. Ahlen, have you prepared c e r t a i n 

e x h i b i t s f o r p r e s e n t a t i o n i n t h i s h e a r i n g today? 

A. Yes , I have . 

Q. Would you r e f e r t o what has been marked as 
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Ahlen E x h i b i t 1 , i d e n t i f y t h i s and review the 

i n f o r m a t i o n on t h i s e x h i b i t f o r the Examiner? 

A. My E x h i b i t 1 i s a s t r u c t u r e contour map on 

a Pennsylvanian marker, which i s near the u n c o n f o r m i t y 

between the P e n n s y l v a n i a n , the M i s s i s s i p p i a n and the 

Fusselman, whichever happens t o be a t the 

u n c o n f o r m i t y . 

The map i s based on f i v e subsurface p o i n t s , 

being an o l d w e l l d r i l l e d by Honolulu back i n the 

e a r l y 50s, l o c a t e d i n the southeast of the southeast 

of S e c t i o n 16 i n 10 South 27 East, c o n s i s t i n g a l s o of 

two w e l l s d r i l l e d by Yates, l o c a t e d near the center of 

Se c t i o n 2 1 , same Township; two w e l l s d r i l l e d by 

Stevens, being i n the n o r t h e a s t of the northwest 

q u a r t e r , and the northwest q u a r t e r of the n o r t h e a s t 

q u a r t e r of Se c t i o n 28. The datums of those w e l l s are 

posted s l i g h t l y t o the r i g h t and below those 

p a r t i c u l a r w e l l s . 

The contour map i s a l s o based on seismic 

i n f o r m a t i o n which was d e r i v e d from two n o r t h / s o u t h 

seismic l i n e s and f i v e east/west seismic l i n e s , and 

they are noted on the map w i t h the dashed l i n e s . You 

w i l l note t h a t the p r o d u c i n g w e l l s are near the top of 

the s t r u c t u r e , the dry hole i s over on the f l a n k of 

the s t r u c t u r e . 
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Q. Why are you using the Pennsylvanian as 

opposed t o the Fusselman or the Montoya f o r m a t i o n ? 

A. The Pennsylvanian marker i s the l a s t 

reasonably continuous seismic event on a l l of the 

p r o f i l e s . The p r e M i s s i s s i p p i a n h o r i z o n s are extremel y 

d i f f i c u l t , and e x p e r t s i n the f i e l d d i f f e r 

s i g n i f i c a n t l y as t o the exact c o r r e l a t i o n s and the 

cont o u r s on the s t r u c t u r e maps. 

Q. Does t h i s e x h i b i t show the l o c a t i o n of any 

f a u l t s i n the area? 

A. I t does not show the l o c a t i o n of any 

f a u l t s . I t i n t i m a t e s f a u l t s on the east side as w e l l 

as on the west s i d e . 

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

from E x h i b i t 1? 

A. No, s i r . W e l l , the land s i t u a t i o n , you 

w i l l note t h a t Stevens and Hanson have leases i n 

Sec t i o n 33, Stevens and Hanson i n Sec t i o n 28, Yates 

Petroleum i n S e c t i o n 2 1 , and Stevens and Hanson again 

i n S e c t i o n 16 t o the n o r t h . 

HEARING EXAMINER: Mr. Carr, b e f o r e we go 

any f u r t h e r , l e t me ask: 

Mr. Ahlen, you mentioned Yates had one of 

the w e l l s i n S e c t i o n 21 t h a t you r e f e r r e d t o . Which 

w e l l ? I see two, one marked "3" and one marked "6." 
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THE WITNESS: Those are the two I r e f e r r e d 

t o . 3 i s the d i s c o v e r y w e l l i n the Pool. I t ' s the 

Yates P a t h f i n d e r No. 3, AFT. The other w e l l i s the 

No. 6 P a t h f i n d e r , a more r e c e n t l y d r i l l e d w e l l . 

HEARING EXAMINER: Was the No. 1 and 2 of 

Hanson's d r i l l e d a f t e r the d i s c o v e r y but be f o r e the 

No. 6, or were they i n t e r m i x e d ? 

THE WITNESS: The Stevens No. 1 was d r i l l e d 

a f t e r the No. 3 AFT but be f o r e the No. 6. The No. 6 

and the No. 2 were d r i l l e d at a p p r o x i m a t e l y the same 

t i m e , but s l i g h t l y d i f f e r e n t . 

HEARING EXAMINER: Okay. I wanted t o cat c h 

t h a t . Thank you, Mr. Carr. 

Q. Mr. Ahlen, I would l i k e you now t o go t o 

E x h i b i t 2 which i s a c r o s s - s e c t i o n d i s p l a y e d on the 

w a l l , and i f you're more c o m f o r t a b l e , would you go up 

th e r e and review the i n f o r m a t i o n on t h i s e x h i b i t f o r 

the Examine r . 

A. Let me t r y i t from here. E x h i b i t 2 i s the 

l a r g e i l l u s t r a t i o n on the l e f t , on the board. I n the 

lower r i g h t i s i l l u s t r a t e d an index map showing the 

l o c a t i o n o f the c r o s s - s e c t i o n i t s e l f i n Township 10 

South, Range 27 East. I t a l s o shows s h a l l o w e r w e l l s 

t h a t are d r i l l e d i n t h a t p a r t i c u l a r l o c a l i t y . A l l of 

those s h a l l o w e r w e l l s are San Andres w e l l s , and they 

CUMBRE COURT REPORTING 
(505) 984-2244 



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 

12 

do g i v e a sug g e s t i o n as t o what the deep s t r u c t u r e 

might be, but t h e r e c e r t a i n l y i s not a d i r e c t 

c o r r e l a t i o n . 

The n o r t h i s on the l e f t of t h i s 

c r o s s - s e c t i o n , south i s t o the r i g h t . The o l d d r y 

hole i s the w e l l on the extreme l e f t of the 

c r o s s - s e c t i o n . 

I have marked on t h i s c r o s s - s e c t i o n v a r i o u s 

s t r a t i g r a p h i c h o r i z o n s . S t a r t i n g at the top I have 

marked the Pennsylvanian s t r u c t u r e marker which i s the 

c o r r e l a t i o n p o i n t on the g e o p h y s i c a l map we j u s t 

looked a t . Immediately below t h a t i s the Fusselman, 

the eroded top of the Fusselman lime on the f o u r w e l l s 

to the r i g h t . I t ' s a l s o c o l o r e d y e l l o w , the top of 

t h a t marker i s c o l o r e d y e l l o w . That i s an e r o s i o n a l 

u n c o n f o r m i t y w i t h Pennsylvanian r e s t i n g d i r e c t l y on 

the p r e M i s s i s s i p p i a n sediments. There i s a 

disagreement between Yates and myself on t h a t exact 

r e l a t i o n s h i p , but i t i s an academic argument r a t h e r 

than a n y t h i n g e l s e . 

The w e l l on the l e f t has a t h i c k 

M i s s i s s i p p i a n s e c t i o n p r e s e n t , but i t s t i l l i s an 

u n c o n f o r m i t y at the base of the Pennsylvanian. 

The w e l l on the l e f t i s down-thrown, a 

major r e g i o n a l s t r u c t u r a l f a u l t t o the l e f t , down t o 
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the no r t h . 

The d i s c o v e r y w e l l on the c r o s s - s e c t i o n i s 

the c e n t e r w e l l , and y o u ' l l note t h a t i t ' s 

s t r u c t u r a l l y h i g h e r on the t o p of the Fusselman than 

any of the o t h e r w e l l s , yet i t ' s s t r u c t u r a l l y lower on 

some of the deeper h o r i z o n s , such as the preCambrian, 

which i s the bottom c o r r e l a t i o n l i n e t h e r e . 

And then I have what I c a l l a Montoya 

s t r u c t u r a l marker, t h a t may or may not be at the exact 

top of the Montoya. I n red I've c o l o r e d what I'm 

c a l l i n g "max p o r o s i t y . " I t merely means t h a t t h i s i s 

a zone we note i n a l l of the w e l l s across the 

s t r u c t u r e , and i t does c a r r y some ex t r e m e l y good 

p o r o s i t y . The p o r o s i t y ranges on up t o 20 t o 22 

p e r c e n t . I t w i l l average 16 percent t h r o u g h t h a t 

i n t e r v a l t h a t I have marked i n r e d . 

There i s an a d d i t i o n a l marker immediately 

below the red which i s a c h e r t zone t h a t seems t o be 

continuous t h r o u g h the Pool as w e l l . I t ' s a 

s t r u c t u r a l marker as w e l l as a l i t h o l o g i c marker t h a t 

can be c o r r e l a t e d . I've used a c o l o r scheme of y e l l o w 

f o r gas cap, green f o r the o i l column. The dashed red 

and green i s i n a t r a n s i t i o n zone between the s o l i d 

o i l p r o d u c t i o n and s o l i d water p r o d u c t i o n - -

HEARING EXAMINER: You mean blue and green, 
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don't you ? 

THE WITNESS: What d i d I say? You need t o 

l i s t e n t o what I mean. 

HEARING EXAMINER: I'm s o r r y , go ahead. 

A. On the bottom i s a s o l i d blue l i n e , which 

i s v e r y d e f i n i t e l y water below t h a t w i t h no o i l 

p r o d u c t i o n . I have determined t h a t t r a n s i t i o n zone i s 

based on e l e c t r i c l o g and s a t u r a t i o n values as w e l l as 

p r o d u c t i o n t e s t i n g i n the v a r i o u s w e l l s , as w e l l as 

sample l o g c h a r a c t e r i s t i c s , the samples themselves, 

whether t h e y c a r r y an o i l s t a i n or n o t . 

What e l s e do I need t o cover on t h a t ? 

Okay. I have an o i l / w a t e r c o n t a c t , and I need t o get 

up t h e r e c l o s e t o t h a t t o see what the number i s . The 

g a s / o i l c o n t a c t at a p p r o x i m a t e l y minus 2524 datum, the 

top of the o i l water t r a n s i t i o n zone i s minus 2757, 

and the bottom of the t r a n s i t i o n zone minus 2750. You 

can see we have a p p r o x i m a t e l y 60 t o 65 f e e t of o i l 

column, and then e v e r y t h i n g above t h a t i s d e f i n i t e l y 

i n the gas. 

Now, one of the reasons we asked f o r the 

ex t e n s i o n of time was t o do some d i s c o v e r y as t o 

whether the gas column was s o l i d gas or not and 

whether t h a t s e c t i o n was o i l - s a t u r a t e d . From the 

t e s t i n g t h a t had been done on the Stevens No. 1 w e l l , 
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i t appeared as though the gas column might have some 

o i l s a t u r a t i o n , and t h a t moving the o i l up i n t o the 

gas column would have no e f f e c t on u l t i m a t e r e c o v e r y . 

We have d i s c o v e r e d subsequently t h a t the gas column i s 

not o i l - s a t u r a t e d . 

The next e x h i b i t w i l l show some core 

analyses t h a t we took i n the No. 2 Stevens w e l l 

showing zero o i l s a t u r a t i o n i n the gas column. 

Q. Was t h e r e a problem w i t h coning i n any of 

these w e l l s when t h e y were completed? 

A. Yes. I n i t i a l l y i n c o m p l e t i n g the w e l l s , 

w h i l e we were t e s t i n g the Stevens No. 1 w e l l we had 

p e r f o r a t e d most of the s e c t i o n from the top of the gas 

down i n t o the o i l , and we had l e f t about a 10 - f o o t 

i n t e r v a l r i g h t at the g a s / o i l c o n t a c t t h a t had no 

p e r f o r a t i o n s . We t e s t e d below what we consi d e r e d the 

g a s / o i l c o n t a c t and we recovered a s i g n i f i c a n t amount 

of o i l b u t , at the same t i m e , we had l o t s of gas, 

g r e a t e r than two m i l l i o n c u b i c f e e t of gas per day, 

along w i t h the o i l . 

Q. Any water? 

A. Yes. Water has since s i g n i f i c a n t l y 

i n c r e a s e d . Our c u r r e n t p r o d u c t i o n exceeds 500 b a r r e l s 

of water per day w i t h a p p r o x i m a t e l y 50 b a r r e l s of o i l 

and gas i n excess of two m i l l i o n a day. The 
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e x c e s s i v e l y t h i c k gas column, the t h i n o i l column and 

the v e r y a c t i v e water d r i v e has caused s i g n i f i c a n t 

c o n i n g , both down from the gas and up from the water. 

Now, at t h a t p a r t i c u l a r l o c a t i o n we may be 

j u s t p a r t i c u l a r l y w e l l - f r a c t u r e d , and t h a t might be 

what the problem i s . However, I understand t h a t Yates 

i s having e x a c t l y the same problem w i t h t h e i r two 

w e l l s . They're having excessive water p r o d u c t i o n or 

excessive gas p r o d u c t i o n where they should not be. 

Our second w e l l , the Stevens-McBride No. 2, 

we set c a s i n g i n t o the o i l zone a p p r o x i m a t e l y 15 f e e t 

and then d r i l l e d o u t . We set 7-inch c a s i n g . We had 

t r o u b l e l a n d i n g i t on bottom so i t d i d n ' t q u i t e get on 

bottom, so we have a p p r o x i m a t e l y 25 f e e t of open hole 

i n the bottom of t h a t w e l l . 

I t j u s t so happened t h a t the bottom of our 

hole was i n the o u t s t a n d i n g p o r o s i t y t h a t we see 

c o r r e l a t e d across the c r o s s - s e c t i o n here. The shows 

were e x t r e m e l y good. We d r i l l e d out 10 a d d i t i o n a l 

f e e t and t h a t p a r t i c u l a r w e l l i s capable of prod u c i n g 

i n excess of 800 b a r r e l s of o i l a day w i t h o u t any gas 

or w i t h o u t any water. But we have never done t h a t . 

That was a s i n g l e , one-hour t e s t . I t c u r r e n t l y i s 

prod u c i n g a l i t t l e over 200 b a r r e l s of o i l a day and 

ap p r o x i m a t e l y 15 t o 20 b a r r e l s of water a day w i t h a 

CUMBRE COURT REPORTING 
(505) 984-2244 



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 

17 

g a s / o i l r a t i o of a p p r o x i m a t e l y 400 t o 1. We have 

i n s i g n i f i c a n t water problems and no gas problems. We 

were e x t r e m e l y f o r t u n a t e or ex t r e m e l y smart. We 

p r e f e r t o t h i n k the l a t t e r . Any other q u e s t i o n s on 

i t ? 

HEARING EXAMINER: While we're on t h a t No. 

2, was t h e r e any s t i m u l a t i o n done? 

THE WITNESS: N a t u r a l . No s t i m u l a t i o n 

whatsoever . 

HEARING EXAMINER: How about on the No. 1? 

THE WITNESS: Yes, we a c i d i z e d t h a t . I t 

was a ve r y slow a c i d soak, but n e v e r t h e l e s s we d i d get 

communication. We don't know whether i t ' s 

communication i n the cement sheath or thr o u g h major 

f r a c t u r e s remote from the borehole some 5, 10, 20 

f e e t . 

HEARING EXAMINER: Both w e l l s are producing 

today? 

THE WITNESS: Yes, s i r . 

HEARING EXAMINER: And they have been 

pr o d u c i n g s i n c e t h e y i n i t i a l l y came on? There has not 

been a shutdown p e r i o d ? 

THE WITNESS: There had been t e s t i n g done, 

but t h e y d i d not go on p r o d u c t i o n u n t i l the p i p e l i n e 

was i n p l a c e , and t h e r e was some delay i n t h a t . 
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HEARING EXAMINER: When d i d the p i p e l i n e 

come i n t o place? 

MR. STEVENS: Mid-February. 

MR. BONEAU: February 21. 

MR. STEVENS: February 21. 

HEARING EXAMINER: Mr. Carr, you may 

proceed . 

Q. Mr. Ahlen, l e t ' s go t o E x h i b i t No. 3. I 

would ask you t o i d e n t i f y t h a t and review the 

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

A. E x h i b i t No. 3 i s a core r e p o r t from Core 

L a b o r a t o r i e s i n Mid l a n d , Texas. I t s t a r t s out w i t h 

sample No. 3 th r o u g h 13. We have a p p r o x i m a t e l y 11 

cores t h a t were taken i n the No. 2 w e l l b e f o r e we set 

c a s i n g . These cores are the r o t a t i n g diamond c o r e , 

s i d e w a l l c o r i n g . I went a p p r o x i m a t e l y one-inch i n 

diameter and anywhere from a f r a c t i o n of an i n c h up t o 

an i n c h - a n d - a - h a l f long depending upon the p a r t i c u l a r 

r e c o v e r y . Y o u ' l l note i n the t h i r d column from the 

l e f t the depth of each p a r t i c u l a r c o r e . 

The next column shows the p e r m e a b i l i t y of 

t h a t p a r t i c u l a r piece of cor e . Y o u ' l l n o t i c e an 

a b b r e v i a t i o n , TBFA, t h a t means "too broken f o r 

a n a l y s i s . " P e r m e a b i l i t i e s , as y o u ' l l n o t e , are q u i t e 

low, and i t ' s q u i t e p o s s i b l e t h a t t h e y ' r e not e n t i r e l y 
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r e p r e s e n t a t i v e of the i n t e r v a l . P o r o s i t y v a r i e s from 

a l i t t l e over 10 percent t o a 10th of 1 percent 

t h r o u g h the i n t e r v a l . 

The t h i n g of most i n t e r e s t t o me, though, 

i s the s a t u r a t i o n of the pore volume f o r o i l . Y o u ' l l 

note t h a t sample 12 and sample 13 have 33 and 39 

r e s i d u a l o i l s a t u r a t i o n i n them r e s p e c t i v e l y . Those 

are the two samples from what we've c a l l e d the o i l 

zone, and t h e y ' r e from the o u t s t a n d i n g p o r o s i t y zone 

as w e l l . 

The next two samples up the hole at 6342 

and 6334 are i n a t h i n t r a n s i t i o n zone between the o i l 

and the gas, and they have 19 and 9 percent r e s i d u a l 

o i l satu r a t i o n . 

The r e s t of the o i l s a t u r a t i o n s above t h a t 

are e s s e n t i a l l y z e r o , except f o r the one at 6311, t h a t 

you see i s 2 p e r c e n t . I s t i l l t h i n k t h a t ' s a 

r e l a t i v e l y i n s i g n i f i c a n t amount of o i l . 

So i t i s obvious t h a t t h e r e i s ver y l i t t l e 

o i l i n the gas column. Th i s i s one of the p r i m a r y 

t h i n g s we wanted t o determine w i t h the p r e v i o u s 

t e s t i n g p e r i o d i n the 90 days we asked f o r at the 

pr e v i o u s h e a r i n g . The oth e r columns are r e l a t i v e l y 

s e l f - e x p l a n a t o r y . 

I would l i k e t o t a l k about the d e s c r i p t i o n 
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of the samples. Y o u ' l l note t h a t t h i s i s e s s e n t i a l l y 

d o l o m i t e . Sample-wise you can determine the presence 

of o i l or not on the b a s i s of the type of f l u o r e s c e n c e 

and the s t a i n i n g . Y o u ' l l note t h a t the l a s t f o u r 

e n t r i e s do have b l u e / w h i t e , b l u e / w h i t e , y e l l o w / w h i t e 

and b l u e / w h i t e f l u o r e s c e n c e i n them, whereas the other 

samples do not have a reasonable amount of 

fl u o r e s c e n c e . 

Any ques t i o n s ? 

HEARING EXAMINER: I n t h a t one t h a t you had 

the i n s i g n i f i c a n t show at 6311, i t had a t r a c e of 

y e l l o w . Does t h a t s t i l l r e p r e s e n t your i n s i g n i f i c a n c e 

or what i s t h a t showing us? 

THE WITNESS: I t h i n k so, yes, s i r . When 

you study the data s t a t i s t i c a l l y , t h a t ' s a small 

d i f f e r e n c e i n i n f o r m a t i o n . 

HEARING EXAMINER: No other q u e s t i o n s . Mr. 

Carr. 

Q. A l l r i g h t . L e t ' s go t o E x h i b i t No. 4, the 

east/west c r o s s - s e c t i o n . And i f y o u ' l l go t o the 

e x h i b i t and review i t f o r the Examiner and note how a 

h o r i z o n t a l h o l d might be l o c a t e d i n t h i s f o r m a t i o n ? 

A. This i s a l s o a s t r u c t u r e d c r o s s - s e c t i o n 

datumized, however i t goes east/west r a t h e r than 

n o r t h / s o u t h , and i t goes east/west t h r o u g h the two 
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Stevens we l i s . 

T h is i s the Stevens No. 1 McBride, t h i s i s 

the Stevens No. 2 McBride. The index map immediately 

below shows the Stevens No. 1 w e l l at t h i s l o c a t i o n i n 

the c e n t e r of the n o r t h e a s t q u a r t e r of the northwest 

q u a r t e r , and the No. 2 McBride i n the northwest 

q u a r t e r of the n o r t h e a s t q u a r t e r . I t i s not i n the 

cent e r of t h a t . I t had t o be moved because t h e r e was 

a p i p e l i n e and a power l i n e i n the way, and i t had t o 

be set where i t i s on the b a s i s of s u r f a c e 

o b s t r u c t ions . 

Both w e l l s are e s s e n t i a l l y 660 f e e t from 

the common boundary between the Yates leases and the 

Stevens and Hanson leases . 

The proposed d i r e c t i o n a l d r i l l i n g w i l l be 

done i n the No. 1 w e l l i n e s s e n t i a l l y a w e s t e r l y 

d i r e c t i o n . The aiming p o i n t w i l l be a p p r o x i m a t e l y a 

thousand f e e t from the borehole i n a d i r e c t i o n of 260 

degrees az i m u t h , which i s s l i g h t l y south of s t r a i g h t 

west . 

Now, i f y o u ' l l r e c a l l from the seismic map, 

the c r e s t of the s t r u c t u r a l anomaly i s between the No. 

1 and the No. 2 McBride. T h i s c r o s s - s e c t i o n r e f l e c t s 

t h a t i n f o r m a t i o n - - i t 1s an i n t e r p r e t a t i o n o f t h a t 

data--and r e l a t i v e l y steep d i p eastward i n t o the 
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McBride No. 2 w e l l where we i n t e r s e c t e d the 

o u t s t a n d i n g p o r o s i t y at the i d e a l l o c a t i o n . Then i t 

d i p s t o the west on the o t h e r s i d e of t h a t , t h r o u g h 

the McBride No. 1, i n a r e l a t i v e l y simple a n t i c l i n a l 

f o l d t o the west at a l e s s e r degree. We a n t i c i p a t e 

t h a t the best p o r o s i t y t h a t we are c o m p l e t i n g i n the 

No. 2 w e l l w i l l be i n t e r s e c t e d a p p r o x i m a t e l y 800 t o 

1,000 f e e t west of the McBride No. 1. 

Now, we r e a l i z e t h a t we are p r o j e c t i n g a 

very simple s t r u c t u r e here i n an ext r e m e l y complex 

area, and i t may not be e x a c t l y as we have d e p i c t e d i t 

here. But t h i s i s what I would c o n s i d e r t o be a 

reasonable i n t e r p r e t a t i o n o f the d a t a . 

Our h o r i z o n t a l hole w i l l be i n i t i a t e d by 

squeezing a l l of the p e r f o r a t i o n s i n the No. 1 McBride 

w e l l . We w i l l make a stan d a r d attempt to complete the 

McBride w e l l out of the o i l zone o n l y . However, our 

experience i n the past i s such t h a t we do not expect 

t h a t t o succeed. We expect t h a t i t w i l l s t i l l have 

s i g n i f i c a n t q u a n t i t i e s of wa t e r , r e l a t i v e l y low 

q u a n t i t i e s of o i l and a h i g h g a s / o i l r a t i o . 

I f t h a t i s the case, we p l a n t o pl u g back 

t o a p p r o x i m a t e l y the base of the c h e r t zone, which i s 

a s t r a t i g r a p h i c marker i n t h i s area, we w i l l cut a 

window i n the f i v e - a n d - a - h a l f - i n c h c a s i n g and do 
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what's c a l l e d an i n t e r m e d i a t e r a d i u s d e v i a t e d h o l e , 

u s i n g a diameter of a p p r o x i m a t e l y 100 f e e t . We w i l l 

go out of the casing and have completed our 90-degree 

t u r n w i t h i n 100 f e e t v e r t i c a l l y , as w e l l as 100 f e e t 

h o r i z o n t a l l y out the h o l e . 

Now, t h i s i s a t r u e scale r e p r e s e n t a t i o n of 

t h a t procedure. We'll then proceed t o d r i l l the hole 

out 900 f e e t or as f a r as we t h i n k a p p r o p r i a t e t o 

i n t e r s e c t the maximum p o r o s i t y zone. H o p e f u l l y , w e ' l l 

be s u c c e s s f u l i n doing t h a t . 

Now, even i f we're not s u c c e s s f u l i n 

rea c h i n g the maximum p o r o s i t y zone, w e ' l l s t i l l cut a 

m u l t i t u d e of porous zones t h a t w i l l be w i t h i n the o i l 

column, and i t w i l l s i g n i f i c a n t l y i n c r e a s e the l e n g t h 

of the drainage area and s i g n i f i c a n t l y cut down the 

pressure drop t h a t causes c o n i n g , which i s the main 

problem t h a t we f i n d i n t h i s area. 

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

w i t h t h i s e x h i b i t ? 

A. No, s i r . 

Q. Were e x h i b i t s 1 th r o u g h 4 e i t h e r prepared 

by you or compiled under your d i r e c t i o n ? 

A. Yes, t h e y were. 

MR. CARR: At t h i s t i m e , Mr. Stogner, we 

would move the admission of Ahlen E x h i b i t s 1 thr o u g h 
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HEARING EXAMINER: Are t h e r e any 

ob j ect ions ? 

MR. CARROLL: None. 

HEARING EXAMINER: E x h i b i t s 1 thr o u g h 4 

w i l l be a d m i t t e d i n t o evidence. 

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

t e s t imony? 

A. No, s i r . 

MR. CARR: I have no f u r t h e r q u e s t i o n s . 

HEARING EXAMINER: Do the team of Losee and 

C a r r o l l have any quest i o n s ? 

MR. CARROLL: We don't have any qu e s t i o n s 

of Mr. Ahlen at t h i s t i m e . 

HEARING EXAMINER: Mr. Bruce? I guess he 

l e f t . 

EXAMINATION 

BY HEARING EXAMINER: 

Q. I want t o r e f e r t o E x h i b i t 4, Mr. Ahlen. 

You propose t h a t h o r i z o n t a l p o r t i o n t o be i n a 

w e s t e r l y d i r e c t i o n ? 

A . Yes , s i r . 

Q. Has t h a t been determined at t h i s p o i n t or 

w i l l t h e r e be more e v a l u a t i o n s of the hole t o 

s u b s t a n t i a t e t h a t d i r e c t i o n , or i s t h a t s t i l l open? 
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A. The f i r s t t h i n g we w i l l do w i l l be t o 

measure the d e v i a t i o n o f t h a t h o l e , and the d i r e c t i o n , 

and how f a r i t has gone. That w i l l be done by 

Christianson/Eastman and they need t o t e l l us where 

the bottom of the hole i s w i t h respect t o the s u r f a c e 

l o c a t i o n . 

I f we are c l o s e r t o the lease l i n e than 

t h a t 660 f e e t or the s u r f a c e l o c a t i o n , our i n i t i a l 

e x i t from the c a s i n g w i l l be i n such a d i r e c t i o n as t o 

go away from the Yates acreage a t a g r e a t e r angle so 

t h a t we get away from a c o n f l i c t o f — how should I say 

t h a t ? - - s o t h a t we do not d r a i n the Yates acreage 

e x c e s s i v e l y , and then we w i l l aim f o r the spot t h a t ' s 

260 degree azimuth at a p p r o x i m a t e l y 1,000 f e e t from 

the b o r e h o l e . 

Q. Let me ask about h o r i z o n t a l d r i l l i n g i n 

t h i s Pool r e g a r d l e s s of p o l i t i c a l bounds, I should 

say. A h o r i z o n t a l w e l l i n t h i s p o o l , i n your o p i n i o n , 

i s t o - - o k a y , we have the c r e s t r u n n i n g n o r t h and 

south? 

A. Yes , s i r . 

Q. I s i t t o go o f f the c r e s t or would i t be 

b e t t e r t o have the h o r i z o n t a l h o l d r u n n i n g w i t h the 

c r e s t , i n your o p i n i o n ? 

A. I t h i n k i t would be best t o have i t r u n n i n g 
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across the c r e s t , away from the c r e s t , t o take 

advantage of the p o r o s i t y zones as they come o f f the 

s t r u c t u r e , i n t e r s e c t as many porous zones as p o s s i b l e 

w h i l e a t t e m p t i n g t o get t o the maximum p o r o s i t y zone, 

and remaining i n the o i l column. 

The e s s e n t i a l i n g r e d i e n t i s t h a t you 

s t r e t c h the draw-down area from t h e , perhaps, 20 f e e t 

t h a t one n o r m a l l y would p e r f o r a t e t h i s i n t e r v a l , 

m u l t i p l y i t t e n f o l d or t w e n t y f o l d or t h i r t y f o l d so 

t h a t the draw-down i s not n e a r l y as steep. 

Q. Are you pr o p o s i n g — a n d t h e r e again we're 

r e f e r r i n g t o E x h i b i t 4 and your p a r t i c u l a r 

w e l l b o r e - - t o s t i m u l a t e i n any way, or c o u l d you go 

i n t o a l i t t l e more depth on the co m p l e t i o n p o r t i o n of 

t h i s ? 

A. We w i l l a ttempt t o do i t n a t u r a l , as we 

have on the No. 2 w e l l . I t has made an e x c e l l e n t w e l l 

w i t h o u t any s t i m u l a t i o n whatsoever. 

Q. W i l l i t be completed w i t h a s l o t t e d l i n e or 

a p e r f o r a t e d — 

A. Yes, s i r . There w i l l be e n g i n e e r i n g 

t e s t i m o n y i n j u s t a few minutes c o n c e r n i n g t h a t . 

HEARING EXAMINER: Then I ' l l reserve those 

q u e s t i o n s on the p a r t i c u l a r c o m p l e t i o n and d r i l l i n g of 

t h a t p a r t i c u l a r w e l l t o t h a t w i t n e s s . 
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I have no other q u e s t i o n s of Mr. Ahlen at 

t h i s t i m e . I may have some l a t e r . We'll reserve the 

r i g h t t o r e c a l l him at any p o i n t . 

Mr. Carr? 

MR. CARR: I s Mr. Ahlen excused at t h i s 

time? 

HEARING EXAMINER: Yes, unless t h e r e are 

some o t h e r q u e s t i o n s of him. 

MR. CARROLL: We have no qu e s t i o n s at t h i s 

t i m e . 

HEARING EXAMINER: And we r e c e i v e d E x h i b i t s 

1 t h r o u g h 4? 

MR. CARR: Yes, s i r . 

HEARING EXAMINER: Mr. Carr? 

MR. CARR: At t h i s time I would c a l l Mr. 

L u g a n b i l l . 

BRIAN LUGANBILL, 

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

EXAMINATION 

BY MR. CARR: 

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

record? 

A. B r i a n K. L u g a n b i l l . 

Q. Mr. L u g a n b i l l , where do you res i d e ? 
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A. I n Roswell, New Mexico. 

Q. By whom are you employed? 

A. I am employed by Stevens Operating 

C o r p o r a t i o n as a r e s e r v o i r e n g i n e e r i n g c o n s u l t a n t . 

Q. And how long have you been working as a 

c o n s u l t a n t ? 

A. As a c o n s u l t a n t , f o r the past t h r e e y e a r s . 

Q. Your o f f i c e s are l o c a t e d i n Roswell? 

A. I n Roswell. 

Q. 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 the 

O i l C o n s e r v a t i o n D i v i s i o n ? 

A. No, s i r , I haven't. 

Q. Would you b r i e f l y summarize your 

e d u c a t i o n a l background and then review your work 

experience f o r the Examiner? 

A. I graduated from the New Mexico I n s t i t u t e 

of Mining and Technology i n 1979 w i t h a bachelor of 

science degree i n pet r o l e u m e n g i n e e r i n g . 

I then went t o work f o r Gulf O i l 

C o r p o r a t i o n i n t h e i r Midland o f f i c e , working as a 

r e s e r v o i r e n g i n e e r , p r i m a r i l y on f i e l d s l o c a t e d i n the 

Permian Basin o f West Texas and Southeastern New 

Mexico. I was i n t h a t c a p a c i t y w i t h Gulf O i l 

C o r p o r a t i o n f o r two-and-a-half y e a r s , a f t e r which I 

went t o work f o r the F i r s t N a t i o n a l Bank of Midland, 
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Texas, as an e v a l u a t i o n engineer t o e v a l u a t e o i l and 

gas p r o p e r t i e s s e c u r i n g o i l and gas l o a n s . I worked 

t h e r e f o r one-and-a-half y e a r s . 

I went from t h e r e t o an independent o i l 

c o r p o r a t i o n i n W i c h i t a , Kansas, p e r f o r m i n g a c q u i s i t i o n 

work, e v a l u a t i n g producing o i l and gas p r o p e r t i e s f o r 

p o t e n t i a l a c q u i s i t i o n s . 

And f o r the l a s t t h r e e years I've owned my 

own c o n s u l t i n g f i r m l o c a t e d i n Ros w e l l , New Mexico, 

and have done r e s e r v o i r e n g i n e e r i n g work on w e l l s and 

f i e l d s i n the Permian Basin. 

Q. Are you f a m i l i a r w i t h the a p p l i c a t i o n s 

f i l e d i n t h i s case by Stevens O p e r a t i n g C o r p o r a t i o n ? 

A. Yes , s i r . 

Q. Have you made a study of the 

Diablo-Fusselman Pool? 

A. Yes, I am. 

Q. Are you f a m i l i a r w i t h the p r o p o s a l t o 

h o r i z o n t a 1 1 y - - a t l e a s t t e n t a t i v e p r o p o s a l t o 

h o r i z o n t a l l y d r i l l a w e l l i n t h i s Pool? 

A . Yes , I have . 

MR. CARR: We would tender Mr. L u g a n b i l l as 

an e x p e r t w i t n e s s i n pe t r o l e u m e n g i n e e r i n g . 

HEARING EXAMINER: Mr. L u g a n b i l l i s so 

q u a l i f i e d , unless t h e r e are any o b j e c t i o n s . 
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MR. CARROLL: No o b j e c t i o n s . 

HEARING EXAMINER: Mr. Carr. 

Q. I n i t i a l l y , Mr. L u g a n b i l l , c o u l d you j u s t 

d e s c r i b e the g e n e r a l n a t u r e of the f o r m a t i o n t h a t 

we're t a l k i n g about here? 

A. Thi s appears t o be a r a t h e r unique 

f o r m a t i o n i n t h i s p a r t of the Permian Basin. There 

are a number of d o l o m i t e f o r m a t i o n s from t h i s d e p t h , 

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

area, however t h i s i s the o n l y one I'm aware of i n the 

immediate v i c i n i t y t h a t c o n t a i n s a gas cap as w e l l as 

a water l e g . 

To the west a few miles i s a r e c e n t l y 

d i s c o v e r e d r e s e r v o i r , the Comanche S p r i n g s . I t 

co n t a i n s s t r i c t l y gas t o the e a s t . A p p r o x i m a t e l y f o u r 

t o f i v e m i l e s i s the White Ranch r e s e r v o i r , which i s 

s t r i c t l y o i l . To the s o u t h , a p p r o x i m a t e l y f o u r m i l e s , 

i s the Chisolm r e s e r v o i r , which i s a l s o s t r i c t l y o i l . 

To my knowledge, i n t h i s immediate area, 

t h i s i s a r a t h e r unique r e s e r v o i r . 

Q. Would you r e f e r t o what has been marked as 

L u g a n b i l l E x h i b i t 1? I d e n t i f y t h i s f o r Mr. Stogner, 

and using t h i s e x h i b i t review how Stevens would go 

about h o r i z o n t a l l y d r i l l i n g t h i s w e l l ? 

A. E x h i b i t 1 i s a proposed w e l l b o r e schematic 
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of one way a h o r i z o n t a l w e l l might be completed i n 

t h i s w e l l . I t i s set on the neutr o n d e n s i t y l o g t o 

a l l o w you t o see the c o r r e l a t i o n of where the v a r i o u s 

events are t a k i n g place i n r e l a t i o n s h i p t o the 

r e s e r v o i r i t s e l f . 

As Mr. Ahlen s t a t e d p r e v i o u s l y , the c u r r e n t 

p e r f o r a t i o n s w i l l be c o m p l e t e l y squeezed o f f , and an 

attempt w i l l be made t o recomplete and see what e f f e c t 

t h a t would have on the coning of t h i s r e s e r v o i r i n 

t h i s p a r t i c u l a r w e l l . 

I n the event t h a t t h a t f a i l s , Stevens 

a n t i c i p a t e s g e t t i n g a p p r o v a l f o r a h o r i z o n t a l w e l l . 

And one method of ac c o m p l i s h i n g t h a t out of t h i s 

w e l l b o r e would be t o set a permanent whipstock i n the 

casing so t h a t a window can be cut i n the casing j u s t 

below the c h e r t zone. The window would be cut i n the 

c a s i n g , the h o r i z o n t a l w e l l w i l l be d r i l l e d at an 

i n t e r m e d i a t e r a d i u s of 100 f e e t . T h i s would be a 

b u i l d o f 57 degrees per 100 f e e t . 

Then an a d d i t i o n a l h o r i z o n t a l p o r t i o n w i l l 

be d r i l l e d i n t o the r e s e r v o i r u n t i l such time as the 

maximum p o r o s i t y i s deemed t o have been p e n e t r a t e d , or 

pr o b a b l y a maximum of 1,000 f e e t of the r e s e r v o i r . At 

t h a t p o i n t a 2-7/8-inch i n c h s l o t t e d l i n e r w i l l be put 

i n t o t h e h o r i z o n t a l p o r t i o n of the w e l l b o r e , cemented 
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back i n t o t h e v e r t i c a l p o r t i o n , and a h o r i z o n t a l w e l l 

w i l l be produced below packer. 

Q. Would you r e f e r t o L u g a n b i l l E x h i b i t 2 and 

i d e n t i f y t h a t ? 

A. T h i s i s an e x h i b i t which shows what we f e e l 

has been the impact of the coning on the w e l l , and 

what we f e e l w i l l be the p o t e n t i a l r ecovery as a 

r e s u l t of d r i l l i n g the h o r i z o n t a l w e l l s . 

I n t h i s type of r e s e r v o i r which c o n t a i n s 

the f l u i d i n t e r f a c e s i n the r e s e r v o i r , t h e r e i s a 

tendency t o cone. A number of f a c t o r s i n f l u e n c e the 

degree t h a t t h a t coning takes p l a c e , and one of the 

p r i m a r y f a c t o r s i s the draw-down t h a t the r e s e r v o i r 

sees t o the w e l l b o r e . The draw-down i s d i r e c t l y 

r e l a t e d t o the p r o d u c i n g r a t e at which the w e l l i s 

produced, and al s o the e f f e c t i v e w e l l b o r e r a d i u s . 

H o r i z o n t a l w e l l s are g a i n i n g more 

p o p u l a r i t y i n r e d u c i n g t e n d e n c i e s t o cone simply 

because of the f a c t t h a t t h e y put t h a t draw-down over 

a longer r a d i u s and you can produce at hig h e r r a t e s 

w i t h o u t r u n n i n g the r i s k of coning water or gas. 

T h i s e x h i b i t was prepared under the 

assumption t h a t the 40-acre spacing was going t o be 

what was looked at i n t h i s h e a r i n g . I t i s now 80 

acr e s , but i t w i l l s t i l l a p p l y t o the 80-acre case. 
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I t ' s my o p i n i o n t h a t a h o r i z o n t a l w e l l w i l l 

d r a i n 80 a c r e s , as w e l l as a v e r t i c a l w e l l would d r a i n 

80 a c r e s , g i v e n a s i g n i f i c a n t enough time and a small 

enough p r o d u c t i o n r a t e . 

The McBride No. 1, as Mr. Ahlen p o i n t e d 

o u t , i s p r o d u c i n g a h i g h water cut and a hig h g a s / o i l 

r a t i o . Based on d e c l i n e curve a n a l y s i s and a 

p r o j e c t i o n o f the o i l cut versus the c u m u l a t i v e 

p r o d u c t i o n on the w e l l , i t ' s a n t i c i p a t e d t h a t 

a p p r o x i m a t e l y 10,000 b a r r e l s of t o t a l o i l w i l l be 

produced out of t h i s w e l l b e f o r e i t ' s uneconomical t o 

produce i t anymore. 

I n comparing t h i s t o the v o l u m e t r i c 

e s t i m a t e s on a 40-acre b a s i s , which shows up i n the 

McBride No. 2 of 287,000 b a r r e l s , t h a t means t h e r e 

w i l l be an e s t i m a t e d l o s s of reserves i n t h i s 

p a r t i c u l a r w e l l b o r e due t o the coning of 277,000 

b a r r e l s of o i l . 

By d r i l l i n g the h o r i z o n t a l w e l l on an 

80-acre t r a c t , we should be able t o produce the 

reserves l o s t t o c o n i n g , i n a d d i t i o n t o the reserves 

a t t r i b u t a b l e t o t h a t a d d i t i o n a l 40-acre t r a c t , and 

t h e r e f o r e we a n t i c i p a t e a d d i t i o n a l reserves due t o the 

h o r i z o n t a l d r i l l i n g of t h i s w e l l of p o t e n t i a l l y 

554,000 b a r r e l s of o i l . 
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I f the h o r i z o n t a l w e l l i s not d r i l l e d from 

the McBride S t a t e No. 1, t h a t p a r t i c u l a r w e l l b o r e i s 

e s s e n t i a l l y l o s t t o pr o d u c i n g the o i l out of the 

r e s e r v o i r , and we w i l l lose t h a t 277,000 b a r r e l s under 

t h a t 40-acre t r a c t . I n r e a l i t y , you would p r o b a b l y 

lose the a d d i t i o n a l 286,000 b a r r e l s a t t r i b u t a b l e t o 

the o t h e r 40-acre t r a c t , and i n order t o develop those 

reserves y o u ' l l have t o d r i l l two v e r t i c a l w e l l s under 

the p r e v i o u s p r o p o s a l — one w e l l under the c u r r e n t 

p r o p o s a l . 

Q. So b a s i c a l l y what t h i s e x h i b i t i s , i s an 

es t i m a t e of the b e n e f i t s t h a t you b e l i e v e can be 

d e r i v e d from h o r i z o n t a l d r i l l i n g i n t h i s pool? 

A. Yes. 

Q. And the f i g u r e s you've shown f o r the 

McBride No. 1 and No. 2, i n your o p i n i o n , would the 

same s o r t of b e n e f i t s a l s o be a v a i l a b l e t o other w e l l s 

i n the r e s e r v o i r ? 

A. They should be a p p l i c a b l e r e s e r v o i r - w i d e . 

Q. I s Stevens seeking temporary r u l e s t h a t 

would p e r m i t h o r i z o n t a l d r i l l i n g d u r i n g the next f o u r 

months? 

A. Yes , s i r . 

Q. Could you r e f e r t o what's been marked as 

L u g a n b i l l E x h i b i t 3, and i d e n t i f y t h a t , please? 
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A. T h i s i s the proposed procedure f o r a p p r o v a l 

of h o r i z o n t a l d r i l l i n g i n the Diablo-Fusselman Pool. 

I t ' s s i m p l y the proposed procedure so Stevens can go 

t h r o u g h , or any o p e r a t o r , f o r t h a t m a t t e r , can go 

throug h and ga i n a d m i n i s t r a t i v e a p p r o v a l f o r 

h o r i z o n t a l d r i l l i n g i n the r e s e r v o i r . 

Q. I s i t Stevens' recommendation t h a t these 

r u l e s be on a temporary b a s i s f o r f o u r months? 

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

Q. And they r e q u i r e t h a t a w e l l be d r i l l e d 

from a standard l o c a t i o n or an approved unorthodox 

l o c a t ion? 

A. R i g h t . 

Q. No t i c e of any p r o p o s a l would have t o be 

given t o o f f s e t t i n g o p e r a t o r s , i s t h a t c o r r e c t ? 

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

Q. And th e y would have the o p p o r t u n i t y t o 

o b j e c t ? 

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

Q. Thi s a l s o p r o v i d e s t h a t the borehole s h a l l 

be no c l o s e r than 100 f e e t t o the o u t e r boundary of 

the p r o r a t i o n u n i t ? 

A. Yes , s i r . 

Q. That would apply both t o the end of the 

borehole or any p o r t i o n o f the b o r e h o l e , i s t h a t 
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cor r e c t ? 

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

Q. And t h a t the borehole should be no c l o s e r 

than 660 f e e t t o an o f f s e t t i n g t r a c t , i s t h a t r i g h t ? 

A. Yes, s i r , t h a t i s r i g h t . 

Q. And would t h a t apply t o any o f f s e t t i n g 

t r a c t or j u s t t o an o f f s e t t i n g t r a c t , i f i t was a 

d i f f e r e n t lease? 

A. That would apply t o an o f f s e t t i n g t r a c t , i f 

i t i s a d i f f e r e n t l e a s e . 

MR. CARR: Mr. Stogner, t h e r e ' s something 

m i s s i n g from these proposed r u l e s . What we've 

discussed w i t h Yates and, I t h i n k , a l l p a r t i e s are i n 

agreement on, i s t h a t the bor e h o l e would be no c l o s e r 

than 660 f e e t t o an o f f s e t t i n g l e a s e , but i f i t ' s 

w i t h i n the same lease i t c o u l d be w i t h i n 330 f e e t of 

the o u t e r boundary of the 80 acres: i s t h a t c o r r e c t , 

Mr. Losee? 

MR. LOSEE: I t h i n k t h a t ' s what we s a i d . 

MR. CARR: I'm mis r e a d i n g Rule 2. 

Q. I t does p r o v i d e t h a t the borehole should be 

no c l o s e r than 100 f e e t t o the outer boundary of the 

p r o r a t i o n u n i t unless the o f f s e t t i n g t r a c t i s a 

d i f f e r e n t l e a s e , then i t would be 660. That c o r r e c t l y 

s t a t e s the agreement? 
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A. Yes. 

MR. STOVALL: Mr. Carr, when you're 

r e f e r r i n g t o borehole here, t h i s i s the h o r i z o n t a l 

p o r t i o n of a h i g h l y d e v i a t e d w e l l ? 

MR. CARR: Yes, t h a t ' s c o r r e c t . 

Q. Mr. L u g a n b i l l , j u s t t o review the 

recommendation, i n your o p i n i o n would 80-acre spacing 

f o r an i n i t i a l f o u r months enable the o p e r a t o r s i n 

t h i s Pool t o c o n t i n u e t o develop data and i n f o r m a t i o n 

t h a t c o u l d be u t i l i z e d i n the a d o p t i o n of permanent 

Pool r u l e s ? 

A. Yes, i t would . 

Q. I t i s the recommendation of a l l the p a r t i e s 

t h a t a standard depth b r a c k e t a l l o w a b l e of 222 b a r r e l s 

per day be al l o w e d f o r each 80-acre t r a c t ? 

A. Yes , s i r . 

Q. A g a s / o i l r a t i o of 6500 t o 1 should a l s o be 

mai n t a i n e d d u r i n g t h i s p e r i o d of time? 

A. Yes , s i r . 

Q. And the setbacks as p r o v i d e d , 660 f e e t f o r 

v e r t i c a l holes i f i t ' s o f f s e t t i n g a d i f f e r e n t lease 

would be a p p l i c a b l e ? 

A. Yes. 

Q. 330 f e e t would be the setback f o r v e r t i c a l 

holes i f i t ' s w i t h i n the same l e a s e , i s t h a t c o r r e c t ? 
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A. Yes , s i r . 

Q. And h o r i z o n t a l holes c o u l d encroach i f 

t h e y ' r e w i t h i n the same lease t o o , w i t h i n 100 f e e t of 

the o u t e r boundary? 

A. Right . 

Q. I n your o p i n i o n , i f these r u l e s are adopted 

on a temporary b a s i s , would i t serve the best i n t e r e s t 

of c o n s e r v a t i o n , the p r e v e n t i o n of waste and the 

p r o t e c t i o n of c o r r e l a t i v e r i g h t s ? 

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

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

t e s t imony? 

A. No . 

Q. Were L u g a n b i l l E x h i b i t s 1 and 2 prepared by 

you ? 

A. Yes , s i r . 

Q. E x h i b i t 3 i s a copy of the proposed r u l e s ? 

A. Yes , s i r . 

MR. CARR: At t h i s t i m e , Mr. Stogner, we 

would move the admission of L u g a n b i l l E x h i b i t s 1 

thro u g h 3 . 

HEARING EXAMINER: Are t h e r e any 

o b j e c t i o n s ? 

MR. CARROLL: No o b j e c t i o n t o the admission 

of these e x h i b i t s . 
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For the r e c o r d , Mr. Examiner, I know Mr. 

Carr has asked Mr. L u g a n b i l l i f a l l p a r t i e s agreed t o 

th e s e , and I want the r e c o r d t o c l e a r l y show t h a t 

these recommendations were a r r i v e d at th r o u g h 

c o n s u l t a t i o n w i t h Yates Petroleum, and the statement 

made r e p r e s e n t i n g t h a t Yates was i n agreement i s 

c o r r e c t . 

MR. CARR: At t h i s time I would move the 

admission of those L u g a n b i l l E x h i b i t s 1 through 3. 

MR. CARR: Stevens' E x h i b i t s 1, 2, 3, 

marked L u g a n b i l l , w i l l be a d m i t t e d i n t o evidence at 

t h i s t i m e . 

MR. CARR: The o n l y other t h i n g I would 

l i k e t o do i s o f f e r what has been marked Stevens 

E x h i b i t 1 , which i s an a f f i d a v i t from Campbell & 

Black, w i t h a t t a c h e d l e t t e r s c o n f i r m i n g t h a t n o t i c e 

has been p r o v i d e d of t h i s h e a r i n g , as r e q u i r e d by Rule 

1207 . 

HEARING EXAMINER: The addresses marked on 

E x h i b i t A, these are o f f s e t — 

MR. CARR: These are the o p e r a t o r s w i t h i n 

the Pool or w i t h i n a m i l e of the Pool, the owners of 

unleased m i n e r a l i n t e r e s t s . 

HEARING EXAMINER: Okay. The e x h i b i t 

marked Stevens w i l l be a d m i t t e d i n t o evidence at t h i s 
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t ime . 

MR. CARR: I have n o t h i n g f u r t h e r of Mr. 

L u g a n b i l l . 

MR. CARROLL: We have one q u e s t i o n Mr. 

Losee would l i k e t o ask him. 

EXAMINATION 

BY MR. LOSEE: 

Q. I ' l l d i r e c t t h i s t o Mr. L u g a n b i l l , and 

maybe h i s counsel or Mr. Stevens can answer i t . 

I r e f e r you t o paragraph C of your proposed 

a d m i n i s t r a t i v e procedure f o r h o r i z o n t a l d r i l l i n g , t o 

p r o v i d e t h a t at the c o n c l u s i o n or d u r i n g d r i l l i n g you 

would f u r n i s h not o n l y - - i t says, "Submit a copy of 

sai d survey t o the Santa Fe and a p p r o p r i a t e d i s t r i c t 

o f f i c e s . " 

I would e n v i s i o n you might run more than 

one survey d u r i n g t h a t t i m e , and I would ask, would 

you have any o b j e c t i o n t o amending i t t o say "copies 

of a l l surveys"? 

MR. STEVENS: No problem. 

MR. CARR: We'll be g l a d t o do t h a t . 

MR. LOSEE: Nothing f u r t h e r . 

HEARING EXAMINER: We'll j u s t change t h a t 

t o show "submit a copy of a l l surveys." 

Mr. Carr, any que s t i o n s ? 
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MR. CARR: No. We would be happy t o have 

the r u l e amended i n t h a t r e g a r d . 

HEARING EXAMINER: Mr. C a r r o l l , Mr. Losee, 

any o t h e r q u e s t i o n s ? 

MR. CARROLL: No. 

EXAMINATION 

BY HEARING EXAMINER: 

Q. Mr. L u g a n b i l l , l e t ' s look at E x h i b i t 2. 

Help me a l i t t l e b i t on McBride No. 1. You show 40 

acres t o t a l e s t i m a t e r e s e r v e s , 9,543 b a r r e l s of o i l , 

and I'm g e t t i n g a l i t t l e confused here. I look down t o 

es t i m a t e d l o s s of reserves due t o c o n i n g , gas and 

water, which i s a l o t b i g g e r number. 

Whenever you t a l k about e s t i m a t e d r e s e r v e s , 

i s t h a t r e c o v e r a b l e reserves from a v e r t i c a l w e l l or 

what ? 

A. B a s i c a l l y what I d i d on t h i s was took a 

v o l u m e t r i c e s t i m a t e of the t o t a l reserves i n p l a c e , 

and then based on recov e r y f a c t o r s seen i n o f f s e t 

r e s e r v o i r s , a p p l i e d t h a t r e c o v e r y f a c t o r t o t h i s 

r e s e r v o i r on a 40-acre t r a c t . 

The r e c o v e r a b l e reserves on a 40-acre t r a c t 

based on those r e c o v e r y f a c t o r s i s shown on the 

McBride 2, 40-acre t o t a l , which would be 287,000 

b a r r e l s a p p r o x i m a t e l y . That should a l s o apply t o the 
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McBride No. 1. 

Based on the d e c l i n e curve of the o i l from 

the McBride No. 1, as w e l l as a p l o t of the o i l cut 

versus c u m u l a t i v e p r o d u c t i o n from the McBride No. 1, 

i t ' s e s t i m a t e d t h a t i n a c t u a l i t y o n l y 9,543 b a r r e l s of 

o i l w i l l be produced out of t h a t w e l l b e f o r e i t 

becomes uneconomical t o produce anymore. 

T h e r e f o r e , based on the r e c o v e r y f a c t o r , we 

should be seeing the coning e f f e c t on the w e l l i s a 

lo s s of 277,000 b a r r e l s of o i l . 

Q. Okay. Let ' s go t o E x h i b i t 1. This i s a 

b u i l d i n g and an angle of the i n t e r m e d i a t e curved 

p o r t i o n , 57 degrees per hundred f e e t , d i d you say? 

A. Yes. 

Q. I have been out of the business f o r a 

w h i l e . W i l l t h a t be done w i t h a mud motor or r o t a r y ? 

A. That p o r t i o n w i l l be done w i t h a mud motor. 

Q. Okay. That's a 4-3/4-inch h o l e , and you 

propose t o run 2-7/8-inch t u b i n g l i n e r at the curved 

p o r t i o n , i s t h a t c o r r e c t ? 

A. R i g h t . 

Q. And t h a t w i l l be cemented a l l the way back 

i n t o the curve? 

A. I n t o the v e r t i c a l w e l l b o r e . 

Q. And t h a t w i l l be a s l o t t e d l i n e r ? I s i t 
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j u s t going t o be t u b i n g w i t h s l o t s i n i t or 

p e r f o r a t i o n s , or i s t h i s going t o be a Johnson type? 

A. I t w i l l be a 2-7/8-inch s l o t t e d l i n e r . 

Q. I'm going t o ask a question--and , Mr. 

Ahlen, you can answer i t or Mr. L u g a n b i l l . 

We have our h o r i z o n t a l w e l l b o r e , and the 

purpose of t h i s i s t o help a l l e v i a t e c o n i n g , but 

you're going from one p o r o s i t y zone t o an o t h e r , a 

high e r p o r o s i t y zone. I s i t safe t o assume t h a t the 

zone of maximum p o r o s i t y i s more than l i k e l y going t o 

cone q u i c k e r than the lower p o r o s i t y zones? 

A. I t ' s my o p i n i o n t h a t the maximum p o r o s i t y 

zone w i l l not cone as q u i c k l y as the lower ones, 

simply because you have a hi g h e r h o r i z o n t a l 

p e r m e a b i l i t y i n the maximum p o r o s i t y zone. So your 

h o r i z o n t a l t o v e r t i c a l r a t i o i s l e s s than i t ' s going 

to be i n your minimum p o r o s i t y zones, t h e r e f o r e your 

tendency t o cone i s going t o be l e s s i n the maximum 

p o r o s i t y zone than i t i s i n the s m a l l e r one. 

MR. AHLEN: I concur. 

Q. When we s t a r t seeing water and f l u x due t o 

co n i n g , we're going t o see i t back toward the 

v e r t i c a l , i s t h a t what you're t e l l i n g me? 

A. I n a l l l i k e l i h o o d , yes. 

Q. I was v i s u a l i z i n g i t the ot h e r way around. 
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So i f t h i s w e l l waters o u t , t h a t ' s i t ? 

A. At t h a t p o i n t t h e r e ' s not a whole l o t e l s e 

you can do . 

HEARING EXAMINER: Mr. Carr, i s t h i s the 

e x t e n t of your t e s t i m o n y today t h a t you're going t o 

pres e n t ? 

MR. CARR: Yes, s i r . 

Q. I've heard a l o t today about spacing i n the 

o i l zone, but I haven't heard t h a t much about spacing 

the development p o r t i o n of the gas cap. And I'm 

speaking my tho u g h t s now. The best way t o develop 

t h i s i s t o get the o i l out of t h e r e f i r s t , am I 

c o r r e c t ? 

A. Yes. 

Q. What about the spacing i n the gas cap? I s 

160 the o p t i m a l or do we need t o go the 80 t h e r e also? 

How i s t h a t proposed? 

A. At some p o i n t i n the f u t u r e t h e r e w i l l be 

an e v e n t u a l blow-down of the gas cap, and I t h i n k t h a t 

w i l l be b e t t e r addressed at t h a t t i m e . I would 

a n t i c i p a t e t h a t 160's or 320's even would e v e n t u a l l y 

be a b l e t o produce the gas cap, but t h a t ' s not t o be 

addressed at t h i s t i m e , I don't b e l i e v e . 

Q. But we do have some w e l l s t h a t are 

produ c i n g from the gas cap p r e s e n t l y , c o r r e c t ? 
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A. Yes . 

Q. Would those go t o 80? 

A. Those would go t o 80, but they would have 

the 6500 GOR, temporary. 

MR. CARR: These r u l e s would be i n e f f e c t 

f o r j u s t a four-month p e r i o d of time? 

THE WITNESS: That i s c o r r e c t . 

Q. Do you f e e l t h e r e w i l l be any r e s e r v o i r 

damage t h a t i s going t o r e s u l t by going w i t h the 

80-acre spacing f o r a four-month p e r i o d of time w h i l e 

t h i s a d d i t i o n a l data i s being accumulated? 

A. No, I don't t h i n k t h e r e w i l l be a d d i t i o n a l 

r e s e r v o i r damage or l o s s of r e c o v e r a b l e reserves i n a 

four-month p e r i o d of t i m e . 

EXAMINATION 

BY MR. STOVALL: 

Q. Can you say t o your knowledge, working f o r 

Mr. Stevens, whether he has plans t o d r i l l any 

a d d i t i o n a l w e l l s d u r i n g t h i s four-month p e r i o d , or i s 

the bulk of the e f f o r t going t o be d i r e c t e d t o g e t t i n g 

t h i s h o r i z o n t a l w e l l completed and t e s t e d ? 

A. I t ' s my un d e r s t a n d i n g at t h i s p o i n t i n time 

the b u lk of the e f f o r t i s going t o be c o n c e n t r a t e d on 

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

a d d i t i o n a l i n f o r m a t i o n on the r e s e r v o i r i n g e n e r a l , 

CUMBRE COURT REPORTING 
(505) 984-2244 



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 

46 

the pressure i n f o r m a t i o n , PVT d a t a , and t h a t type of 

t h i n g . That w i l l p r o b a b l y t a k e the bulk of f o u r 

months j u s t t o do a l l t h a t . 

Q. No EPD 1 s pending at t h i s time? 

A. Not t h a t I'm aware o f . 

MR. STEVENS: I ' d be happy t o answer. 

MR. STOVALL: You're not under o a t h , Mr. 

Stevens . 

Q. What i s being proposed today i s t o take a 

Po o l , which i s now under 160-acre s p a c i n g , t o 80-acre 

s p a c i n g . Do you know whether or not t h e r e are going 

t o be any i n t e r e s t s which are e l i m i n a t e d , any revenue 

i n t e r e s t s which are e l i m i n a t e d from any w e l l s as a 

r e s u l t o f the r e d u c t i o n i n spacing? 

A. I do not know t h a t . 

MR. STOVALL: Mr. Carr, do you have 

somebody? Perhaps Mr. Stevens needs t o be sworn and 

answer a few of these q u e s t i o n s . 

MR. CARR: Mr. Stevens i s here. 

MR. STOVALL: I f he's capable of answering 

them, then I t h i n k we're going t o need t o do t h a t . 

MR. CARR: Yes, and I t h i n k he can. 

MR. STOVALL: We'll get t o him i n a moment. 

Let ' s do t h i s . 

Q. Are you aware of any Pool i n the Stat e i n 
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which the w e l l setback or spacing requirements are 

based upon lease ownership? 

A. No, s i r , I'm not t h a t f a m i l i a r w i t h the 

r u l e . 

Q. That i s being proposed i n t h i s case, i s i t 

not? 

A. I b e l i e v e i t i s , yes. 

Q. What i s your u n d e r s t a n d i n g of the r a t i o n a l e 

f o r t h a t type of p r o v i s i o n i n the r u l e s ? 

A. Could you rephrase the q u e s t i o n ? 

Q. I f I understand, w i t h respect t o the 

h o r i z o n t a l w e l l i n p a r t i c u l a r , you're asking t h a t the 

w e l l b o r e be no c l o s e r than 100 f e e t t o the o u t e r 

boundary of a p r o r a t i o n u n i t unless the o f f s e t t i n g 

t r a c t i s on a d i f f e r e n t l e a s e , i n which case i t ' s no 

c l o s e r than 660. So the l o c a t i o n requirement f o r t h a t 

h o r i z o n t a l w e l l b o r e i s r e a l l y dependent upon who owns 

the p r o p e r t y next door, i s t h a t not c o r r e c t ? 

A. That would be c o r r e c t . 

Q. What i s the b a s i s f o r t h a t request? What's 

the r a t i o n a l e ? What j u s t i f i c a t i o n , i n terms of 

c o n s e r v a t i o n , p r e v e n t i o n of waste and p r o t e c t i o n of 

c o r r e l a t i v e r i g h t s can you make f o r t h a t ? 

A. I d e a l l y you would want t o d r i l l your 

h o r i z o n t a l w e l l b o r e as long a d i s t a n c e i n t o the 
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r e s e r v o i r as you p o s s i b l y can. I n t h i s i n s t a n c e 

t h e r e ' s n o t h i n g t o prevent an o f f s e t o p e r a t o r from 

doing the same t h i n g t h a t you are d o i n g , and i n my 

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

Q. McBride No. 1 i s the w e l l you're e n t e r i n g , 

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

A. Yes. 

Q. What p r o r a t i o n u n i t do you propose t o 

e s t a b l i s h f o r t h a t ? 

A. At t h i s p o i n t i t r e a l l y hasn't been 

dec i d e d . At t h i s p o i n t i t can go a lay-down 80 or a 

stand-up 80. We're not s p e c i f i c a l l y asking a 

p a r t i c u l a r p r o r a t i o n u n i t at t h i s p o i n t i n t i m e . 

Q. Do you happen t o know the footage d i s t a n c e s 

of t h a t w e l l ? 

A. No, s i r . 

MR. AHLEN: 1980 and 660. 

A. 1980 and 660 . 

Q. You got t h a t i n f o r m a t i o n from Mr. Ahlen, i s 

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

A. F rom Mr. Ahlen. 

Q. That's i n the south h a l f , i s t h a t c o r r e c t ? 

A. No, i t ' s i n the n o r t h h a l f of the northwest 

q u a r t e r . 

Q. So i n e f f e c t , t h a t w e l l l o c a t i o n i s 1980 
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f e e t from the f u r t h e s t end of e i t h e r p r o r a t i o n u n i t ? 

I s my a r i t h m e t i c and un d e r s t a n d i n g of land surveys 

c o r r e c t ? 

A. No. 

Q. I f you have a n o r t h h a l f of the northwest 

q u a r t e r p r o r a t i o n u n i t , i t ' s a h o r i z o n t a l lay-down 

u n i t , you're 1980 from the west end of t h a t t r a c t ? 

A. That would be c o r r e c t i n t h a t case. 

Q. I f you have an east h a l f of the northwest 

q u a r t e r , does t h a t not als o make you 1980 from the 

south l i n e of t h a t p r o r a t i o n u n i t ? 

A. Yes, t h a t would. 

Q. W e l l , you could go a thousand f e e t i n 

e i t h e r d i r e c t i o n and s t i l l s t a y 660 away from i t ? 

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

Q. With respect t o , l e t ' s say, the w i d t h of 

the p r o r a t i o n u n i t , i f you d e v i a t e d l a t e r a l l y the 

s h o r t w i d t h of the p r o r a t i o n u n i t , your r u l e s don't 

a n t i c i p a t e you co u l d move w i t h i n 100 f e e t of a 

p r o r a t i o n u n i t boundary w i t h i n a common lease i n t h a t 

manner, do you? Or do you? I s t h a t your 

a n t i c i p a t i o n ? Do you f o l l o w what I'm saying or do we 

need t o make a diagram? 

A. I understand what you're s a y i n g . You could 

s t i l l be w i t h i n 100 f e e t of t h a t . 
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Q. So i t ' s 100 f e e t anywhere around as long as 

you've got a common lease? 

A. Right . 

Q. What's your p r o p o s a l f o r a v e r t i c a l w e l l , 

the w e l l l o c a t i o n on the v e r t i c a l w e l l ? I s t h e r e a 

pr o p o s a l t o modify the r u l e s w i t h respect t o a w e l l 

l o c a t i o n on a v e r t i c a l w e l l ? I know I've heard some 

c o n v e r s a t i o n o u t s i d e t h i s h e a r i n g , but are you making 

any s p e c i f i c p r o p o s a l at t h i s time? 

MR. CARR: 660, unless i t ' s w i t h i n the same 

l e a s e , and i t ' s 330. 

Q. I f I understand t h i s c o r r e c t l y , and make 

sure you agree t h a t t h i s i s what the case i s , because 

I'm now aski n g f o r your e n g i n e e r i n g knowledge once we 

get th r o u g h w i t h the l o c a t i o n , you're saying a w e l l 

w i l l be spaced 660 f e e t from the o u t s i d e boundary of 

the p r o r a t i o n u n i t , but i t may be as clos e as 330 f e e t 

t o t h e o u t s i d e boundary of a p r o r a t i o n u n i t i f the 

o f f s e t t i n g t r a c t i n t h a t d i r e c t i o n i s a common lease 

w i t h the p r o r a t i o n u n i t ? 

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

Q. What's the r a t i o n a l e f o r t h a t ? I s t h a t the 

same as w i t h a h o r i z o n t a l w e l l ? 

A. No, s i r . 

Q. As a petro l e u m e n g i n e e r , what reason can 
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you g i v e me f o r a l l o w i n g you t o move your w e l l c l o s e r 

i f you're moving on the same l e a s e , than i f you're 

moving on a d i f f e r e n t l e a s e , o t h e r than the f a c t , 

o b v i o u s l y , t h a t you're d r a i n i n g y o u r s e l f and not 

somebody else? 

A. You ' re r i g h t . 

Q. There's a broader concept of p r e v e n t i o n of 

waste . 

A. Thi s i s n ' t n e c e s s a r i l y saying t h a t you're 

going t o d r i l l a w e l l at 330 f e e t . I f the o p e r a t o r 

determines t h a t ' s the best way t o d r a i n the r e s e r v o i r 

at t h a t p o i n t under h i s acreage, t h a t might be the 

proper place t o place t h a t w e l l . But i t ' s not 

n e c e s s a r i l y s aying t h a t i t ' s going t o happen. 

Q. Why does t h a t become a d i f f e r e n t q u e s t i o n 

depending on who owns the o f f s e t t i n g t r a c t ? Do you 

understand the purpose of a w e l l spacing i s t o attempt 

t o d r a i n most e f f i c i e n t l y the e n t i r e p r o r a t i o n u n i t ? 

A. Yes. 

Q. And are you not d e f e a t i n g t h a t purpose i f 

you're now a l l o w i n g i t t o get f u r t h e r away from the 

cent e r of the p r o r a t i o n u n i t s i m p l y because t h e r e ' s 

l e s s of a c o r r e l a t i v e r i g h t s impact because you happen 

to be on the same lease? What e n g i n e e r i n g 

j u s t i f i c a t i o n can you g i v e f o r t h a t ? 
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We'll get t o you, Mr. Ahlen. We'll g i v e 

you a chance t o get back on the stand . 

I understand t h e r e may be some g e o l o g i c a l 

reasons, and I'm sure Mr. Ahlen would love t o address 

t h o s e . He chomps at the b i t t h e r e . But why are those 

reasons d i f f e r e n t depending on who owns the lease? 

This i s a unique concept i n OCD h i s t o r y as f a r as 

w r i t i n g l o c a t i o n r u l e s f o r a w e l l . 

A. I haven't looked at t h a t aspect of i t . 

MR. STOVALL: I suspect we may have t o c a l l 

Mr. Ahlen back. 

MR. CARR: I t h i n k you're going t o have t o , 

because I t h i n k t h a t ' s where the answer w i l l come 

from. 

Q. Let me go back t o the h o r i z o n t a l s i t u a t i o n 

f o r a moment. Looking at the d i s t a n c e s i t u a t i o n , i n 

your o p i n i o n as an en g i n e e r , would not my qu e s t i o n s be 

a p p l i c a b l e as w e l l t o a h o r i z o n t a l w e l l b o r e , t h a t the 

more you're going t o keep i t towards the center of a 

p r o r a t i o n u n i t , the more l i k e l y you are t o d r a i n the 

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

A. Yes, t h a t would be c o r r e c t , under s t a n d a r d , 

i d e a l c o n d i t i o n s , r e s e r v o i r e n g i n e e r i n g c o n d i t i o n s , 

t h a t would be c o r r e c t . I f t h e r e were o t h e r c o n d i t i o n s 

t h a t p r e v a i l e d , o t h e r than j u s t s t r i c t l y i f the 
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r e s e r v o i r was homogeneous t h r o u g h o u t t h a t p r o r a t i o n 

u n i t , and extended beyond t h a t p r o r a t i o n u n i t , what 

you're saying would be c o r r e c t . 

Q. And then I k i n d of suspect what I'm going 

t o hear from Mr. Ahlen i s t h a t t h e r e may be some 

s t r u c t u r a l or g e o l o g i c a l s i t u a t i o n s t h a t e x i s t i n t h i s 

r e s e r v o i r which might d i c t a t e t h a t the best w e l l 

l o c a t i o n i s not n e c e s s a r i l y i n the center of a 

p r o r a t i o n u n i t , but you may want t o h i t a more 

s t r u c t u r a l l y , or whatever, advantageous l o c a t i o n . And 

the c u r r e n t way t o do t h a t under normal Pool r u l e s i s 

you apply t o the D i v i s i o n f o r an unorthodox l o c a t i o n . 

Why should t h a t not be the procedure here, 

go t h r o u g h the normal procedure which i s c u r r e n t l y i n 

e f f e c t f o r a l l Pools i n the s t a t e , r a t h e r than c r e a t e 

t h i s r a t h e r unique beast based upon — 

A. I b e l i e v e t h e r e i s a p r o v i s i o n i n t h e r e 

t h a t i t c o u l d p o t e n t i a l l y be an unorthodox l o c a t i o n , 

and you would have t o go t h r o u g h t h a t the procedure. 

Q. What I'm saying i s you've now got one 

l o c a t i o n t h a t ' s o r t h o d o x — n o t based on geology or 

a n y t h i n g e l s e , but based upon ownership of adja c e n t 

pieces of l a n d , i f you w i l l . As an engi n e e r , as a 

s c i e n t i s t , i s t h a t a proper b a s i s f o r going t o a 

d i f f e r e n t set of r u l i n g s ? 
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A. That, s t r i c t l y a l o n e , p r o b a b l y would not 

be . 

MR. STOVALL: I don't t h i n k I have any 

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

HEARING EXAMINER: Are t h e r e any oth e r 

q u e s t i o n s f o r Mr. L u g a n b i l l ? 

I f n o t , you may be excused at t h i s t i m e . 

W e ' l l c a l l Mr. Ahlen back t o the s t a n d . 

JACK AHLEN, 

r e c a l l e d t o the s t a n d , t e s t i f i e d f u r t h e r as f o l l o w s : 

EXAMINATION 

BY MR. STOVALL: 

Q. I know you've been l i s t e n i n g i n t e n t l y t o 

a l l my q u e s t i o n s , and you're ready t o answer them? 

A. I t h i n k t h a t you responded t o them w h i l e 

you were a s k i n g them, i n most i n s t a n c e s . 

The v a g a r i e s of s t r u c t u r a l p o s i t i o n 

s i g n i f i c a n t l y have an e f f e c t on recov e r y of o i l from 

d i f f e r e n t p a r t s of the r e s e r v o i r . I n some i n s t a n c e s 

you might d e v i a t e from a random access t o a c q u i r i n g 

the o i l t o a s p e c i f i e d - - i f you t h i n k you know enough 

about the r e s e r v o i r and you want t o cross f a u l t s or 

f r a c t u r e s , or a s i g n i f i c a n t number of f a u l t s and 

f r a c t u r e s , one coul d u t i l i z e one d i r e c t i o n f o r your 

d e v i a t e d h o l e , or i f you wanted t o maximize your 
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h e i g h t f o r a p a r t i c u l a r zone, t h a t would be another 

reason f o r d e v i a t i n g your h o l e . 

The standard c e n t e r of a 40 i s at best j u s t 

a s t a t i s t i c a l reason t o d r i l l your w e l l t h e r e . I t 

c e r t a i n l y has n o t h i n g t o do w i t h the g e o l o g i c a l 

circumstances of the r e s e r v o i r i f i t ' s a nonhomogenous 

r e s e r v o i r . That works v e r y w e l l i n a nonhomogenous 

r e s e r v o i r t h a t ' s t y p i c a l l y a c l a s t i c sediment, l i k e 

the sandstone. 

I n l o t s of p l a c e s , sandstones have random 

p o r o s i t y so t h a t t h a t ' s a good method. We know ver y 

w e l l i n the Permian Basin t h a t sandstones have many 

v a g a r i e s . We're d e a l i n g w i t h a carbonate r e s e r v o i r 

r i g h t h ere, and t h e r e can be s i g n i f i c a n t d e v i a t i o n s 

from random l o c a t i o n s of the p o r o s i t y t o much b e t t e r 

l o c a t i o n s f o r the p o r o s i t y . 

Q. I t h i n k I understand what you're s a y i n g . 

A. And at some time we might be i n t e l l i g e n t 

enough t o t e l l where t h a t i s . I don't know t h a t we 

know t h a t y e t , but we're l e a r n i n g more and more about 

t h i s r e s e r v o i r as time goes on. 

Q. I t h i n k I understand what you're s a y i n g , 

but l e t me ask you t h i s . Does the n a t u r e of the 

ownership of v a r i o u s t r a c t s change t h a t geology i n any 

way? 
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A. No, the geology was t h e r e b e f o r e Stevens 

and Yates owned those t r a c t s . 

Q. Why should the nature of the ownership 

change the l o c a t i o n or the requirements f o r the w e l l ? 

A. Primary c o n s i d e r a t i o n i n the 660 from 

o p p o s i t e ownership or oth e r ownership of a lease t o 

preserve c o r r e l a t i v e r i g h t s across those boundaries. 

Stevens c e r t a i n l y doesn't want t o get any c l o s e r than 

660 t o the Yates l e a s e s . That's a p r i m a r y 

c o n s i d e r a t i o n because of the o b j e c t i o n f o r c o r r e l a t i v e 

r i g h t s . At the same time we do not want Yates t o get 

any c l o s e r than 660 f e e t from the common boundary as 

w e l l . 

Q. I s i t p o s s i b l e t h a t the ownership of those 

leases c o u l d change or be d i v i d e d ? 

A. Not at t h i s p o i n t , no, s i r . 

Q. The geology i s p r e t t y w e l l f i x e d over 

something which none of us have c o n t r o l , i s t h a t not 

c o r r e c t ? 

A. Yes , s i r . 

Q. But the ownership of i n t e r e s t i s something 

which i s not immutably set i n c a r b o n a t e , i s t h a t not 

als o c o r r e c t ? 

A. For the most p a r t , i n the St a t e of New 

Mexico, leases change hands every t e n years i f t h e y ' r e 
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not h e l d by p r o d u c t i o n . So long as these leases are 

held by p r o d u c t i o n , I doubt s e r i o u s l y t h a t t h e r e w i l l 

be a change i n ownership of the subsurface r i g h t s or 

the m i n e r a l i n t e r e s t s . 

Q. N e i t h e r Yates Petroleum nor Mr. Stevens 

never s e l l s a lease or buys a lease? 

A. They do. But I doubt t h e r e w i l l be any 

t r a d e t r a n s a c t e d along those l i n e s . 

Q. Not n e c e s s a r i l y between the two of them. 

My concern i s , and q u i t e f r a n k l y , t h a t what 

may be f i n e f o r today may not work t e n years from 

now. I need a j u s t i f i c a t i o n f o r using l e a s e h o l d 

ownership as a b a s i s f o r c r e a t i n g d i f f e r e n t spacing 

r e q u i r e m e n t s , depending on who owns the o f f s e t t i n g 

t r a c t . I know, as a lawye r , t h a t i t ' s p o s s i b l e f o r 

t h a t ownership t o change. 

To me, the e x i s t e n c e today i s not 

s u f f i c i e n t j u s t i f i c a t i o n t o use t h a t as a bas i s when 

most of our r u l e s are based u p o n - - I ' l l g r a n t i t 

somewhat s t r u c t u r e d , based upon government su r v e y s , 

but based upon t e c h n i c a l s c i e n t i f i c reasons. You may 

have g i v e n me a good reason t o put a w e l l i n a 

p a r t i c u l a r l o c a t i o n , but t h a t doesn't g i v e me a reason 

to change the requirements based upon the ownership of 

o f f s e t t i n g t r a c t s . I'm s t i l l l o o k i n g f o r t h a t answer, 
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I guess . 

A. I don't know t h a t I know the answer t h a t 

you're s e a r c h i n g f o r . I do know, though, t h a t 

g e o l o g i c a l circumstances can change d r a s t i c a l l y w i t h i n 

a r e s e r v o i r . 

Q. I understand t h a t . 

A. We would l i k e t o reserve the r i g h t t o 

attempt t o f i n d the best o i l - p r o d u c i n g p lace t o 

prevent waste . 

Q. Wouldn't t h a t be p o s s i b l e i f you went w i t h 

our more t r a d i t i o n a l r u l e s of l e t ' s - - r e g a r d l e s s of 

whether we p i c k 660 or 330 or something i n between, i s 

i t not p o s s i b l e t h a t you co u l d come t o us w i t h an 

a p p l i c a t i o n f o r an unorthodox l o c a t i o n and i n f a c t i t 

may not be o b j e c t e d t o because — 

A. At t h i s time we r e a l l y do not a n t i c i p a t e 

d r i l l i n g w i t h i n 100 f e e t of the n e i g h b o r i n g p r o r a t i o n 

u n i t . We a n t i c i p a t e d r i l l i n g as proposed on the 

c r o s s - s e c t i o n at an angle of 260 degrees, and t h a t 

w i l l not b r i n g us anywhere near the 100-foot l i n e . 

Q. You're o n l y going out about a thousand f e e t 

at the most? 

A. Yes, s i r . And we're t a l k i n g temporary 

r u l e s now f o r the next f o u r months. 

Q. I f we change the r u l i n g s w i l l you move the 
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w e l l ? 

A. No way. 

Q. Do you understand what my problem i s ? 

A. Sometimes we would l i k e t o do t h a t . 

Q. We've been b a n t e r i n g a l i t t l e b i t 

f a c e t i o u s l y here, but I have a s e r i o u s concern about 

using l e a s e h o l d ownership as a b a s i s f o r w r i t i n g 

l o c a t i o n r u l e s i n a set of Pool r u l e s . That has been 

the purpose of my q u e s t i o n s of both you and Mr. 

L u g a n b i l l . I'm not sure I've g o t t e n the answer y e t , 

but you've done as w e l l as can be expected. 

MR. STOVALL: I have no f u r t h e r q u e s t i o n s 

on t h a t i ssue f o r Mr. Ahlen. 

HEARING EXAMINER: I have q u e s t i o n s f o r Mr. 

Ahlen, but I want t o tak e a 10-minute recess t o confer 

w i t h my g e n e r a l c o u n s e l . 

(Thereupon, a recess was taken.) 

MR. STOVALL: Mr. Carr, do you wish t o take 

the i n i t i a t i v e i n t h i s a c t i o n at t h i s time? 

MR. CARR: I ' l l t r y a g a i n . I c o u l d n ' t read 

Rule A2. 

During the break, because of the concern 

t h a t o b v i o u s l y has been expressed by the D i v i s i o n 

c o n cerning s e t t i n g spacing based on o f f s e t t i n g 

ownership, the p a r t i e s have agreed t h a t , w i t h your 
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p e r m i s s i o n , t h e y would amend t h e i r p r o p o s a l t o p r o v i d e 

f o r a 330 setback from the o u t e r boundary of any 

80-acre d e d i c a t e d p r o r a t i o n u n i t . 

That would apply t o the l o c a t i o n of any 

w e l l . However, w i t h a h o r i z o n t a l h o l e , t h e y would 

l i k e t o p r o v i d e t h a t the h o r i z o n t a l hole be no c l o s e r 

than 100 f e e t from the o u t e r boundary of any 80-acre 

spacing u n i t . 

Mr. Ahlen i s on the s t a n d , and I understand 

you have some a d d i t i o n a l q u e s t i o n s of him. I can 

advise you t h a t Mr. Boneau i s a v a i l a b l e and w i l l be 

c a l l e d by Yates t o e x p l a i n the r a t i o n a l e f o r t a k i n g a 

h o r i z o n t a l hole t o a p o i n t w i t h i n 100 f e e t of the 

out e r boundary of the d e d i c a t e d 80-acre sp a c i n g . 

MR. CARROLL: Mr. Carr has expressed our 

agreement c o r r e c t l y , and we do have Mr. Boneau and 

pla n t o present him t o p r o v i d e an e n g i n e e r i n g answer 

t o the concern you've j u s t expressed concerning t h i s 

approaching the boundary w i t h i n 100 f e e t . 

MR. STOVALL: I s t i l l have a q u e s t i o n f o r 

Mr. Ahlen. 

HEARING EXAMINER: May I ask him? 

MR. STOVALL: Go ahead. 

EXAMINATION 

BY HEARING EXAMINER: 
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Q. Mr. Ahlen, p r e s e n t l y the spacing f o r t h i s 

Pool i s 160. I n keeping t h i s c o n f i g u r a t i o n , how would 

t h a t a f f e c t the d r i l l i n g of the h o r i z o n t a l w e l l f o r 

the No. 1? 

A. We don't propose t o keep the 160-acre 

s p a c i n g . We propose t o change i t t o 80. 

Q. Let me rephrase my q u e s t i o n . I f spacing 

was t o remain on 160, how would t h a t a f f e c t the 

d r i l l i n g of your h o r i z o n t a l w e l l ? 

A. That would remain the same. 

HEARING EXAMINER: That's a l l the q u e s t i o n s 

I have . 

MR. STOVALL: Let me ask Mr. Ahlen one 

other q u e s t i o n . 

FURTHER EXAMINATION 

BY MR. STOVALL: 

Q. Mr. Ahlen, do you know i f Mr. Stevens has 

plans t o d r i l l any a d d i t i o n a l w e l l s d u r i n g the 

four-month p e r i o d ? 

A. Yes, p r o b a b l y he does, i n a d d i t i o n t o the 

h o r i z o n t a l w e l l . 

Q. That's based upon 80-acre s p a c i n g , i s t h a t 

c o r r e c t ? 

A. Yes , s i r . 

MR. STOVALL: I have no f u r t h e r q u e s t i o n s 
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of Mr. Ahlen. 

HEARING EXAMINER: Any other q u e s t i o n s of 

t h i s w i t n e s s? 

MR. LOSEE: I'm not sure. I want t o t h i n k 

j u s t a second. 

EXAMINATION 

BY MR. LOSEE: 

Q. Mr. Ahlen, please r e f e r t o your E x h i b i t 1. 

You p r o b a b l y gave t h i s i n your d i r e c t t e s t i m o n y . 

Can you t e l l me the footage l o c a t i o n of the 

Hanson No. 2 w e l l ? 

A. I t ' s 660 from the n o r t h , and west about 

1980, and i t ' s about 2200 from the east l i n e . 

Q. How f a r i s i t from the cen t e r l i n e of t h a t 

s e c t i o n ? 

A. About 40 0 f e e t . 

Q. I n the a d j o i n i n g 1 6 0 - s e c t i o n or q u a r t e r 

s e c t i o n t o the n o r t h and the Yates acreage i n Se c t i o n 

21, southeast q u a r t e r , under the e x i s t i n g r u l e s c o u l d 

they d r i l l a w e l l t h a t ' s a d i r e c t n o r t h o f f s e t , under 

the spacing r u l e s ? 

A. Yes , s i r . 

Q. How would the y get w i t h i n 400 f e e t of t h a t 

s i t e boundary l i n e under the e x i s t i n g r u l e s ? 

A. You mean the proposed r u l e s ? 

CUMBRE COURT REPORTING 
(505) 984-2244 



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 

63 

Q. No, the e x i s t i n g r u l e s , i f you l e f t them 

the same. 

A. W e l l , our l o c a t i o n was based on the f a c t 

t h a t we cou l d not d r i l l a 1980 l o c a t i o n because the 

p i p e l i n e was immediately underneath t h a t p a r t i c u l a r 

l o c a t i o n . We moved the l o c a t i o n west, and we had t o 

change i t again because the power l i n e was i n t h a t 

d i r e c t i o n , so we set i t d i r e c t l y between the two. 

I would presume t h a t the Yates l o c a t i o n 

would have the same problem w i t h the p i p e l i n e because 

i t goes almost n o r t h / s o u t h t h r o u g h t h e r e . So they 

would p r o b a b l y have t o go a l i t t l e b i t t o the e a s t . 

Q. I n making t h a t l o c a t i o n , Stevens d i d not 

secure a p p r o v a l f o r an unorthodox l o c a t i o n , d i d they? 

A. I do not know. 

MR. LOSEE: No f u r t h e r q u e s t i o n s , i f he 

does not know the answer t o i t . 

HEARING EXAMINER: Are t h e r e any other 

q u e s t i o n s of Mr. Ahlen? I f n o t , he may be excused. 

DON STEVENS, 

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

EXAMINATION 

BY MR. CARR: 

Q. W i l l you s t a t e your name f o r the record? 
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A. My name i s Don Stevens. 

Q. Mr. Stevens, are you the o p e r a t o r of the 

McBride w e l l s which are two of the w e l l s c u r r e n t l y 

d r i l l e d and completed i n the Diablo-Fusselman 

format ion? 

A. Our w h o l l y - c o r p o r a t i o n , Stevens Operating 

C o r p o r a t i o n , i s the o p e r a t o r . 

Q. How long have you been i n the o i l and gas 

business i n New Mexico? 

A. 3 3 ye a r s . 

Q. How many w e l l s do you c u r r e n t l y operate i n 

t h i s s t a t e ? 

A. A p p r o x i m a t e l y 50. 

Q. You're f a m i l i a r w i t h the c u r r e n t 

development of the Diablo-Fusselman Pool? 

A. Yes , s i r . 

Q. And the e s t a b l i s h m e n t of a l l n e g o t i a t i o n s 

c o n cerning a l l the r u l e s and development of t h i s Pool? 

A. I t h i n k so. 

MR. CARR: I s the w i t n e s s q u a l i f i e d t o 

t e s t i f y ? I'm not o f f e r i n g him as a t e c h n i c a l 

e n g i n e e r i n g w i t n e s s , but t o answer c e r t a i n q u e s t i o n s . 

MR. STOVALL: He's also the p r o p r i e t o r of 

the business and the business decision-maker, so I 

t h i n k he's capable of making those answers. 
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HEARING EXAMINER: I f t h e r e i s no o b j e c t i o n 

i n t h a t a s p e c t , Mr. Stevens i s so q u a l i f i e d . 

Q. I would l i k e t o ask you s e v e r a l q u e s t i o n s 

t h a t have been p r e v i o u s l y r a i s e d i n t h i s proceeding 

t h a t p r i o r witnesses have not been able t o respond 

t o . 

I n terms of revenue i n t e r e s t , by reducing 

the spacing as proposed t o two 80-acre t r a c t s , are you 

aware of any revenue i n t e r e s t s t h a t are going t o be 

e l i m i n a t e d from p a r t i c i p a t i o n i n any w e l l ? 

A. None. 

Q. I f the spacing stayed on 160 ac r e s , would 

t h a t pose any problems f o r your plans f o r development 

of t h i s area? 

A. Yes. We p l a n one a d d i t i o n a l w e l l t o be 

d r i l l e d i n t h i s four-month p e r i o d , p r o b a b l y a south 

o f f s e t t o the No. 2 or the No. 1. I t w i l l be d r i l l e d 

v e r t i c a l l y , i n i t i a l l y , and p o s s i b l y subsequently 

d r i l l e d h o r i z o n t a l l y . 

Q. When you went f o r w a r d w i t h the d r i l l i n g of 

the McBride No. 2 w e l l , were you r e q u i r e d t o o b t a i n 

a p p r o v a l f o r an unorthodox l o c a t i o n ? 

A. No. That was bef o r e the f i e l d r u l e s were 

promulgated and i t was, by the f i e l d r u l e s ' terms, 

g r a n d f a t h e r e d as an orthodox l o c a t i o n . 
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Q. I f Yates proposed t o come and o f f s e t t h a t 

w e l l an equal d i s t a n c e from the common boundary n o r t h 

of t h a t w e l l under e x i s t i n g r u l e s , c o u l d they do t h a t 

w i t h o u t having t o o b t a i n a p p r o v a l of an unorthodox 

w e l l l o c a t i o n ? 

A. They c o u l d n o t , because t h a t would be 1980 

from the east l i n e and they would have t o come i n 2220 

from the east l i n e t o make a due n o r t h o f f s e t . 

The c u r r e n t r u l e s p r o v i d e a maximum of 1980 

from the east l i n e . You cannot go the 2220. I t h i n k 

i t ' s something l i k e 430 f e e t , our w e l l i s , from the 

cent e r l i n e . They would have t o be 660 f e e t from 

t h e i r n o r t h / s o u t h c e n t e r l i n e . So the c u r r e n t r u l e s 

would not a l l o w them t o d r i l l t h a t w e l l as a due-north 

o f f s e t . 

MR. CARR: I have no f u r t h e r q u e s t i o n s . 

Pass the w i t n e s s . 

EXAMINATION 

BY MR. LOSEE: 

Q. You don't have any o b j e c t i o n t o them 

d r i l l i n g one, do you, Mr. Stevens? 

A. We have no o b j e c t i o n s at a l l . 

MR. LOSEE: No f u r t h e r q u e s t i o n s . 

EXAMINATION 

BY MR. STOVALL: 
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Q. I presume t h a t means so long as they don't 

go h o r i z o n t a l l y s o u t h , i s t h a t c o r r e c t ? 

A. W i t h i n the f i e l d r u l e s as proposed, I don't 

t h i n k they p l a n t o . 

Q. The q u e s t i o n I o r i g i n a l l y asked and the 

q u e s t i o n Mr. Carr asked you, are t h e r e revenue 

i n t e r e s t s which w i l l be e l i m i n a t e d by the r e d u c t i o n of 

the spacing u n i t s i z e . Let me ask another q u e s t i o n 

r e l a t e d . Are t h e r e any revenue i n t e r e s t s which w i l l 

be changed by v i r t u e of t h a t s i z e or i s t h i s a common 

t r a c t w i t h common ownership? 

A. The n o r t h h a l f i s a common t r a c t w i t h 

common ownership. The south h a l f i s d i f f e r e n t . By 

the time we d r i l l i t , i t w i l l p r o b a b l y be the same. 

Q. The south h a l f i s common i t s e l f , i s t h a t 

r i g h t ? 

A. Yes. 

Q. I f the D i v i s i o n e l e c t e d t o leave t h i s 

spacing at 160 d u r i n g the proposed a d d i t i o n a l 

four-month temporary p e r i o d , how would t h a t a f f e c t 

your development? 

A. We would be f o r c e d t o d r i l l i n the south 

h a l f at a f a r t h e r d i s t a n c e than we would p r e f e r t o 

d r i l l , s i m p l y because the g r e a t e r the d i s t a n c e the 

g r e a t e r the g e o l o g i c a l r i s k , r e g a r d l e s s of the f a c t 
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t h a t we had c o n s i d e r a b l e seismic i n f o r m a t i o n . 

Another f a c t o r i s t h a t the c u r r e n t r u l e s 

have 660 spacing setbacks. We would p r e f e r t o d r i l l 

i t on a 330 setback i f we had t o d r i l l i n the south 

h a l f , f o r g e o l o g i c a l reasons. These reasons are not 

exact nor p e r f e c t l y known, but they are i n d i c a t i o n s 

t h a t we have had from the seismic data and the 

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

We t h i n k the c u r r e n t f i e l d r u l e s would 

d e f i n i t e l y a f f e c t our o p e r a t i o n s i n a poor manner, a 

bad manner, and we c e r t a i n l y would not be able t o 

d r i l l the w e l l s where we t h i n k they should be d r i l l e d . 

The r e s u l t i n economic waste c o u l d be c o n s i d e r a b l e . 

Q. Are those w e l l s necessary t o recover the 

reserves? 

A. They're necessary e v e n t u a l l y t o recover the 

re s e r v e s . The w e l l I'm pro p o s i n g t o d r i l l i s 

necessary because I've got a continuous d r i l l i n g 

o b l i g a t i o n from a f a r m o u t e u r . I f I don't d r i l l i t 

w i t h i n the four-month p e r i o d , I lose a l l r i g h t s t o the 

remaining acreage w i t h i n t h a t s e c t i o n and i n Se c t i o n 

16 . 

I f I'm f o r c e d t o d r i l l on the south h a l f , a 

g e o l o g i c a l l y i n f e r i o r l o c a t i o n at t h i s t i m e , I would 

have t o make a tough assessment of whether I wanted t o 
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or n o t , versus the r i s k of l o s i n g a l l the remaining 

r i g h t s of the s e c t i o n . I t would have a s e r i o u s 

economic e f f e c t on us. 

MR. STOVALL: I have no f u r t h e r q u e s t i o n s . 

HEARING EXAMINER: Are t h e r e any other 

q u e s t i o n s of t h i s w itness? He may be excused. 

Mr . Carr? 

MR. CARR: That's a l l I have. 

MR. LOSEE: We'll c a l l Dr. Boneau. 

MR. STOVALL: Mr. Losee, Mr. C a r r o l l , I 

would ask whoever i s going t o do the examination t o 

come t o the t a b l e . 

HEARING EXAMINER: Let the re c o r d show t h a t 

Dr. Boneau has been p r e v i o u s l y sworn at the be g i n n i n g 

of t h i s case . 

DAVE BONEAU, 

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

EXAMINATION 

BY MR. CARROLL: 

Q. Could you please s t a t e your name and by 

whom you are employed? 

A. David F r a n c i s Boneau i s my name. I'm 

employed as an engineer by Yates Petroleum C o r p o r a t i o n 

i n A r t e s i a , New Mexico. 
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Q. Mr. Boneau, you have t e s t i f i e d b e f o r e the 

Commission p r e v i o u s l y t o t h i s d a t e , have you not? 

A. Yes , s i r . 

Q. And your c r e d e n t i a l s have been accepted as 

an e x p e r t i n your f i e l d ? 

A. Yes , s i r . 

MR. CARROLL: Are Mr. Boneau's c r e d e n t i a l s 

a c c e p t a b l e , Mr. Stogner? 

HEARING EXAMINER: Are t h e r e any 

o b j e c t i o n s ? Dr. Boneau i s so q u a l i f i e d . 

Q. Dr. Boneau, you have been present d u r i n g 

the e a r l i e r p a r t of t h i s proceeding where c e r t a i n 

q u e s t i o n s were r a i s e d c o n c e r n i n g , at l e a s t , a problem 

w i t h the a l l o w i n g of a h o r i z o n t a l w e l l h o l e t o approach 

w i t h i n 100 f e e t of a lease l i n e , have you not? 

A. Yes, s i r , I was here. 

Q. Dr. Boneau, t h e r e are s e v e r a l reasons why 

the p a r t i e s , both Yates and Stevens, propose t o a l l o w 

A h o r i z o n t a l h ole t o approach w i t h i n 100 f o o t of a 

lease l i n e , i s t h a t c o r r e c t ? 

A. Yes, t h e r e are reasons. 

Q. Would you mind s e t t i n g those reasons f o r t h 

f o r the Commission so t h a t t h e y might understand our 

thought process? 

A. I ' l l a ttempt t o do t h a t , yes. I'm sure we 
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a l l understand by now t h a t the h o r i z o n t a l w e l l s o f f e r 

an e x c e l l e n t o p p o r t u n i t y t o recover t h i s o i l and 

prevent the coning of water. The h o r i z o n t a l w e l l s 

o f f e r t h a t o p p o r t u n i t y because the o i l can be produced 

w i t h a s m a l l e r draw-down because of the l e n g t h of the 

h o r i z o n t a l w e l l s , and the a d d i t i o n a l s u r f a c e area 

t h a t ' s open t o the f o r m a t i o n . 

I n order t o be e f f e c t i v e , the h o r i z o n t a l 

w e l l s need t o be l o n g . I ' l l t r y t o approach two 

reasons and see i f they come out r i g h t . 

The h o r i z o n t a l w e l l s need t o be long i n 

order t o incr e a s e the amount of o i l t h a t can be 

produced w i t h o u t c o n i n g . There are s i t u a t i o n s - - I 

t h i n k maybe the McBride No. 2, which i s 420 f e e t from 

the c e n t e r , i f you're going t o make t h a t a h o r i z o n t a l 

w e l l going towards the middle of the f o r m a t i o n , you've 

o n l y got 420 f e e t t o go. For t h a t t o be w o r t h w h i l e he 

needs t o come cl o s e t o h i s cen t e r l i n e . I'm l o o k i n g 

down the road, but t h a t ' s an example of where, f o r a 

h o r i z o n t a l w e l l t o do any good out of h i s No. 2, i t ' s 

got t o come p r e t t y c l o s e t o the edge of the spacing 

u n i t s . 

I don't see any problem w i t h i t coming 

p r e t t y c l o s e , 100 f e e t from the edge of the spacing 

u n i t . The v e r t i c a l w e l l s are r o u t i n e l y spaced, set 
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back 330 f e e t , and are presumed t o not p u l l 

hydrocarbons from the o f f s e t lease e x c e s s i v e l y . 

The h o r i z o n t a l w e l l s have a reduced 

draw-down, and the r e d u c t i o n i n the draw-down i s a 

f a c t o r of 3 or 4 or 5, depending on the l e n g t h of 

them. I f you take hydrocarbons 330 f e e t away from a 

v e r t i c a l w e l l and say they've not got much of a chance 

of g e t t i n g over t h e r e , and w i t h a r e d u c t i o n i n the 

draw-down of a f a c t o r of 3 or 4, the same hydrocarbons 

are not going t o make i t t o a h o r i z o n t a l w e l l b o r e 

t h a t ' s 100 f e e t away. 

There's a f a c t o r of 3 or 4 i n the 

draw-down, and i n my mind t h a t reduces the 330-foot 

setback of a v e r t i c a l w e l l t o around 100 f e e t f o r a 

h o r i z o n t a l w e l l b o r e as being the e q u i v a l e n t place f o r 

gra b b i n g hydrocarbons from an o f f s e t spacing u n i t . 

That's a way i n my mind t h a t I can get a 

h o r i z o n t a l w e l l b o r e c l o s e t o an o f f s e t lease not being 

a problem. That made sense t o me. I hope i t made 

sense t o Mr. S t o v a l l . I'm not sure what I read on h i s 

f ace . 

B a s i c a l l y my p o i n t i s the h o r i z o n t a l w e l l s 

need t o be l o n g , and t h e r e are s i t u a t i o n s where they 

j u s t p l a i n have got t o w i g g l e out t h e r e as they m i g h t , 

f a i r l y c l o s e t o the o f f s e t spacing u n i t . 
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My second p o i n t i s , t h e r e ' s a pressure 

draw-down argument t h a t says t h a t 100-foot setback f o r 

a p o r t i o n of a h o r i z o n t a l w e l l i s a p p r o x i m a t e l y 

e q u i v a l e n t t o a 330-foot setback f o r a v e r t i c a l w e l l . 

Q. I f I might j u s t t r y t o put t h i s i n a l i t t l e 

b i t d i f f e r e n t c o n t e x t u r a l packaging. 

What we're saying i s t h a t t h i s i s a unique 

r e s e r v o i r . A p p a r e n t l y the t r a d i t i o n a l d r i l l i n g of 

v e r t i c a l w e l l s , when you produce them as you n o r m a l l y 

would, i t a c t u a l l y causes problems and a c t u a l l y 

causes, t h r o u g h t h i s c o n i n g , a l o s s of r e s e r v e s , i s 

t h a t a f a i r statement? 

A. Yes, s i r . Mr. Stevens' witnesses show t h a t 

t h e r e ' s a q u a r t e r of a m i l l i o n b a r r e l s of o i l p o s s i b l e 

from these w e l l s and we're g e t t i n g something l i k e 

10,000 of i t , so t h e r e ' s a huge p o t e n t i a l f o r 

in c r e a s e d o i l recovery i f the h o r i z o n t a l w e l l s can be 

made t o work . 

Q. And the reason the h o r i z o n t a l w e l l s w i l l 

work i s because they r e q u i r e l e s s of a p r e s s u r e , or 

they reduce pressure so you get away from the coning 

e f f e c t as i t p u l l s o i l from the w e l l ? 

A. Yes. There w i l l be l e s s pressure pushing 

the water towards those h o r i z o n t a l w e l l s . 

Q. That i s , t h e r e f o r e , l i n k e d t o your argument 
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why you don't f e e l t h a t , i n e f f e c t , d r i l l i n g w i t h i n 

100 f e e t h o r i z o n t a l l y i s almost l i k e d r i l l i n g 

v e r t i c a l l y 330 f e e t from the lease l i n e ? You don't 

see a r e a l d i f f e r e n c e then i n the amount or p r e s s u r e , 

I guess, draw-down, which would equate i n the 

p r o d u c t i o n of o i l ? 

A. I b e l i e v e t h a t the hydrocarbon on the 

o f f s e t spacing u n i t sees a p p r o x i m a t e l y the same f o r c e s 

i n those two cases. 

Q. So the net e f f e c t , t h e n , on an o f f s e t lease 

or an o f f s e t p r o r a t i o n u n i t i s going t o be e s s e n t i a l l y 

the same? 

A. Yes, s i r , t h a t ' s my b e l i e f . 

Q. Now, w i t h respect t o t h i s o v e r a l l p l a n , i s 

i t your o p i n i o n and t e s t i m o n y t h a t by the a d o p t i o n of 

t h i s p l a n , t h a t we a r e , i n f a c t , s e t t i n g up a method 

or a p l a n by which we can in c r e a s e the r e c o v e r a b l e 

reserves from t h i s Diablo-Fusselman Pool? 

A. Yes, I b e l i e v e t h a t h o r i z o n t a l w e l l s o f f e r 

the one good o p p o r t u n i t y t o produce s i g n i f i c a n t 

amounts of o i l from t h i s r e s e r v o i r . There's f i v e 

m i l l i o n b a r r e l s of o i l i n place i n t h i s r e s e r v o i r , and 

the o n l y way t o get a decent f r a c t i o n of i t , a m i l l i o n 

b a r r e l s or more of i t , i s w i t h h o r i z o n t a l w e l l s . 

Q. I s i t your o p i n i o n and t e s t i m o n y t h a t the 
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a d o p t i o n of these proposed r u l e s , as they've been 

amended here at t h i s h e a r i n g , would t h e y prevent waste 

and p r o t e c t c o r r e l a t i v e r i g h t s ? 

A. Yes , s i r . 

Q. Mr. Boneau, do you f e e l t h a t one v e r t i c a l 

w e l l w i l l recover a l l of the reserves i n a 160-acre 

t r a c t under c o n v e n t i o n a l methods of prod u c i n g r i g h t 

now? 

A. One v e r t i c a l w e l l i n 160 acres has 

e s s e n t i a l l y no chance of r e c o v e r i n g a s i g n i f i c a n t 

amount of the o i l reserves under t h a t 160 acre s . 

Q. Because of the unique n a t u r e of t h i s 

p a r t i c u l a r o i l - p r o d u c i n g r e s e r v o i r ? 

A. Yes , s i r . 

Q. That's been proven t o Yates and t o Stevens 

by t h e i r experiences out t h e r e i n the past few months? 

A. Yes, s i r . We've both t r i e d t o do t h a t 

w i t h o u t g r e a t success. 

Q. Are t h e r e any plans by Yates Petroleum t o 

d r i l l a w e l l or w e l l s w i t h i n the four-month p e r i o d 

t h a t we're pr o p o s i n g f o r these temporary r u l e s t o be 

extended? 

A. I b e l i e v e t h a t Yates would d r i l l at l e a s t 

one w e l l w i t h i n the four-month p e r i o d i n the south 

h a l f of the south h a l f of S e c t i o n 2 1 . 
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Q. Would t h i s be an o f f s e t t o the McBride No. 

2 w e l l ? 

A. I t would be an o f f s e t t o t h e i r No. 1 or 

t h e i r No. 2. I'm not sure which. I recommended i t be 

to t h e i r No. 2. 

Q. Under the present f i e l d r u l e s , would Yates 

be able t o d r i l l t h a t o f f s e t ? 

A. No, Yates cannot d r i l l t h a t o f f s e t under 

the present f i e l d r u l e s . 

Q. Now, t h i s a d d i t i o n a l w e l l t h a t Yates 

proposes t o d r i l l and w i t h respect t o the a d d i t i o n a l 

w e l l s t h a t Stevens has t e s t i f i e d t o , t h e i r h o r i z o n t a l 

w e l l and p o s s i b l y another v e r t i c a l w e l l t o the s o u t h , 

would those w e l l s , i n your e s t i m a t i o n , p r o v i d e 

i n f o r m a t i o n t h a t would be c r i t i c a l or c r u c i a l t o 

d e c i d i n g what the O i l Co n s e r v a t i o n Commission should 

do at the end of the f o u r months? 

A. Yes. Mr. Stevens has proposed t h a t a 

h o r i z o n t a l w e l l i s ve r y c r i t i c a l t o pro d u c i n g o i l from 

t h i s r e s e r v o i r . The h o r i z o n t a l w e l l s , as I s a i d , are 

the prime hope f o r p r o d u c i n g t h a t o i l , and I s u r e l y 

hope t h a t he can prove t h a t i t can be done 

s u c c e s s f u l l y . 

Q. I n your o p i n i o n , t h e n , would the a d d i t i o n a l 

i n f o r m a t i o n t h a t would come from the d r i l l i n g of these 
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a d d i t i o n a l w e l l s , would t h a t be b e n e f i c i a l t o a l l 

p a r t i e s t o t h i s cause, and, I suppose, the State of 

New Mexico because they h o l d a r o y a l t y i n t e r e s t and 

what-have-you? 

A. Yes, very d e f i n i t e l y . 

MR. CARROLL: I pass the w i t n e s s at t h i s 

t i m e . 

HEARING EXAMINER: Mr. Carr, your w i t n e s s . 

MR. CARR: No q u e s t i o n s . 

EXAMINATION 

BY HEARING EXAMINER: 

Q. Dr. Boneau, t a l k i n g about the south h a l f of 

the southeast q u a r t e r of 21 , t h a t was the h a l f or 

q u a r t e r s e c t i o n which you s t a t e d t h a t Yates would be 

l o o k i n g at d r i l l i n g a w e l l , i s t h a t c o r r e c t ? 

A. That's the 80 acres t h a t o f f s e t s McBride 

No. 2 , I b e l i e v e . 

Q. Are you p r o p o s i n g t o d r i l l a h o r i z o n t a l 

w e l l or v e r t i c a l w e l l , or does t h a t depend upon Mr. 

Stevens' h o r i z o n t a l p r o posal? 

A. My recommendation t o management has been 

t h a t we consi d e r d r i l l i n g a h o r i z o n t a l w e l l t h e r e , and 

I would l i k e t o be able t o have some i n d i c a t i o n o f the 

success of h i s b e f o r e we s t a r t i t , f r a n k l y . 

Q. I've heard a l o t of t a l k about h o r i z o n t a l 
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w e l l s , and when I look at the e x h i b i t s today and your 

t e s t i m o n y , i t ' s a l l i n agreement t h a t a h o r i z o n t a l 

w e l l i n the o i l p o r t i o n would g r e a t l y enhance the 

development of t h i s p a r t i c u l a r p o o l , i . e . , get the o i l 

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

A. Yes , s i r . 

Q. I s t h e r e any need t o have a v e r t i c a l or a 

h o r i z o n t a l w e l l i n the gas cap? 

A. No. 

Q. What k i n d of a l i m i t e d l i f e do these 

h o r i z o n t a l , or even a v e r t i c a l w e l l , what k i n d of a 

l i f e are you seeing out t h e r e or do you hope t o see, 

or what's the a c t u a l i t y ? 

A. Our v e r t i c a l w e l l , P a t h f i n d e r No. 3, i s 

prod u c i n g s i g n i f i c a n t amounts of water a f t e r t h r e e or 

fo u r months of p r o d u c t i o n . More or less the same 

r e s u l t as h i s . I t ' s produced about 10,000 b a r r e l s of 

o i l and i t ' s s t a r t i n g t o make s i g n i f i c a n t amounts of 

water . 

Each 80 acres out t h e r e c o n t a i n s about a 

m i l l i o n b a r r e l s of o i l , i n round numbers, and a normal 

reco v e r y f a c t o r o f 15 or 20 p e r c e n t , you would hope t o 

be ab l e t o get 200,000 b a r r e l s or 286,000 b a r r e l s . 

But 200- t o 300,000 b a r r e l s of o i l , and i t looks l i k e 

we're g e t t i n g 10,000 or $20,000, you know, mis s i n g a 
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whole bunch of i t , l e a v i n g v e r y much of the n o r m a l l y 

r e c o v e r a b l e o i l i n the ground. 

With a h o r i z o n t a l w e l l you ought t o be able 

t o recover more of t h a t , but i t ' s o b v i o u s l y got t o be 

a l o t more. A h o r i z o n t a l w e l l making 30,000 b a r r e l s 

i s not going t o do g r e a t , but i t ' s got t o make 100,000 

b a r r e l s or 150,000 b a r r e l s . 

Because of the coning I t h i n k they need t o 

be produced at r e l a t i v e l y low r a t e s . The request here 

was f o r an a l l o w a b l e of 222 b a r r e l s a day. Maybe i t 

ought t o be 125 or 150 b a r r e l s a day. And at those 

k i n d of r a t e s you're t a l k i n g about a l i f e t h a t ' s f i v e 

y e a r s , i f they s t a y c o n s t a n t at those r a t e s , and of 

course t h e y ' r e going t o d e c l i n e somewhat. 

I f the h o r i z o n t a l w e l l s are s u c c e s s f u l , 

t h e y w i l l l a s t f i v e , e i g h t , t e n y e a r s . We're not 

t a l k i n g about the p r o j e c t being over at the end of 

t h i s four-month t r i a l p e r i o d unless the p r o j e c t i s a 

f a i l u r e . I f i t ' s over, then i t ' s going t o be a 

f a i l u r e . 

We're l o o k i n g at a s u b s t a n t i a l l e n g t h of 

time f o r pro d u c i n g o i l from these w e l l s . I t r i e d t o 

answer your q u e s t i o n , and I hope I d i d . 

Q. I'm t r y i n g t o f o r m u l a t e a second q u e s t i o n 

c o n c e r n i n g the gas cap. 80 acres i n the gas cap, i s 
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t h a t crude? i s i t overdevelopment? What would an 

80-acre spacing do t o the gas cap? And how would t h a t 

e f f e c t your h o r i z o n t a l d r i l l i n g i f o f f s e t t i n g you have 

a gas w e l l and a gas cap spaced on 80 acres? 

A. I ' l l t r y t o be t r u t h f u l w i t h you. 

MR. STOVALL: Please do. You're under 

o a t h . 

A. The gas cap co u l d be produced w i t h a small 

number of w e l l s . Two w e l l s , p r o b a b l y , c o u l d produce 

the gas cap. The gas i s sour and needs t o be t r e a t e d 

b e f o r e i t can be s o l d , and so t h e r e ' s a l i m i t t o how 

much gas you can produce out of w e l l s on 80. I f you 

had gas w e l l s on 80, you r e a l l y c o u l d not produce f o u r 

times as much as you co u l d on t h r e e 20s, because your 

gas p l a n t sweetening c a p a c i t y would not handle i t . 

So what would happen i f , at the end of fou r 

months we decided t h i s was a f a i l u r e and a l l we had 

was some gas t o produce, whatever w e l l s we had on 80s 

would produce a t o t a l of 8 m i l l i o n a day or something, 

and be s o l d . There would be an e x t r a one or two w e l l s 

p r o d u c i n g , but the gas would not be produced any 

f a s t e r or go any harder because of the gas p l a n t 

c a p a c i t y . 

I t h i n k t h a t ' s as cl o s e t o what I r e a l l y 

t h i n k w i l l happen as what I can say. 
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HEARING EXAMINER: Any other q u e s t i o n s of 

Dr. Boneau? 

EXAMINATION 

BY MR. STOVALL: 

Q. Let me go back t o the q u e s t i o n which caused 

me the look on my f a c e , which caused you c o n s t e r n a t i o n 

as t o whether you had been c l e a r or n o t . A c t u a l l y , 

you were c l e a r . I understood what you were saying i n 

terms of the pressure draw-down. 

Let me v i s u a l i z e . As your w e l l b o r e goes 

h o r i z o n t a l l y , I understand what you're saying i s you 

have a s m a l l e r pressure draw-down because you're 

drawing out the same volume over a l a r g e r area, i n 

e f f e c t ? I s t h a t a s i m p l i f i e d layman's e x p l a n a t i o n ? 

A. Yes , s i r . 

Q. I'm e n v i s i o n i n g two d i f f e r e n t scenes. One 

i s where the end of the h o r i z o n t a l w e l l b o r e goes t o 

w i t h i n 100 f e e t of the leased l i n e . How much draw i s 

t h e r e o f f the end of t h a t w e l l b o r e ? You have a straw 

w i t h holes i n the side and no hole on the end. How 

much p u l l i s coming from t h a t r e s e r v o i r f u r t h e r down 

t h a t w e l l b o r e i t s e l f ? I s i t d i f f e r e n t than what you 

get coming i n o f f the side? Do you f o l l o w ? Does my 

qu e s t i o n make sense? 

A. Yes, your q u e s t i o n makes sense. I t h i n k 
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the answer i s t h a t i t ' s so long and so skinny t h a t 

almost a l l - - 9 9 - p o i n t - s o m e percent of i t i s what I'm 

c a l l i n g l i n e a r f l o w , s t r a i g h t i n t o the h o r i z o n t a l 

sect i o n . 

You're t a l k i n g about what's coming i n from 

here. And f o r something a thousand f e e t l o n g , t h a t ' s 

a v e r y s m a l l - - i t might be 5 p e r c e n t , but i t ' s a very 

s m a l l f r a c t i o n and t h e r e ' s no s p e c i a l magic zapper 

p o i n t on the end of t h i s t h a t a t t r a c t more f o r c e f u l l y 

or a n y t h i n g . 

I t h i n k a l l I'm s a y i n g , t h e r e ' s n o t h i n g 

s p e c i a l about the end and t h e r e ' s not going t o be any 

p a r t i c u l a r e x t r a amount of f l o w i n towards t h a t end. 

Q. My t h i n k i n g was the o p p o s i t e . What I'm 

t h i n k i n g of i s i t may be one t h i n g t o a l l o w the 

h o r i z o n t a l w e l l b o r e t o t e r m i n a t e at a p o i n t t h a t ' s no 

c l o s e r than 100 f e e t from the o f f s e t t i n g l e a s e . You 

measure from the end of t h a t t o the t e r m i n a t i o n . 

You used the example of h o l d i n g your pen up 

i n a h o r i z o n t a l manner, you go o f f the p o i n t of your 

pen and go 100 f e e t i n the d i r e c t i o n your pen i s 

p o i n t i n g . I s i t d i f f e r e n t i f I move my pen l a t e r a l l y 

t o a p o i n t 100 f e e t from the lease — a n d I'm runni n g 

p a r a l l e l t o t h a t l i n e t h a t ' s r u n n i n g 100 f e e t away—am 

I more l i k e l y t o cause drainage than I am coming o f f 
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the p o i n t of my pen? 

A. Yes, your thought i s r i g h t , I b e l i e v e . 

Q. I n terms of these r u l e s , i t may be more 

a p p r o p r i a t e t o a l l o w the w e l l t o be l a t e r a l l y not 

c l o s e r than something g r e a t e r than 100 f e e t , but 

t e r m i n a t e a t a p o i n t t h a t 1 s - -

A. Yes, we're t h i n k i n g of the h o r i z o n t a l w e l l s 

going f a i r l y much i n a s t r a i g h t d i r e c t i o n . And they 

s t a r t towards the i n t e r i o r of the spacing u n i t . Under 

normal c o n d i t i o n s the end would be c l o s e s t t o the edge 

of the spacing u n i t . 

I t would be d i f f i c u l t t o s t a r t i n the 

i n t e r i o r of the spacing u n i t and d r i l l t o the edge of 

the spacing u n i t and m a g i c a l l y t u r n and stay 100 f e e t 

from the edge. That would be hard t o do. I t ' s not 

the i n t e n t i o n o f what we're doing here, but I agree i t 

i s w i t h i n t h e l e t t e r of what's w r i t t e n . 

Q. T h i s i s f o r my e d i f i c a t i o n . I f you're 

t a l k i n g about a v e r t i c a l w e l l b o r e and a drainage 

r a d i u s , you're t a l k i n g about the i n f i n i t e s e r i e s of 

planes around t h a t w e l l b o r e , measured out h o r i z o n t a l l y 

from t h a t v e r t i c a l bore, i s t h a t c o r r e c t ? You're 

t a l k i n g about the c i r c u l a r — 

A. Yes, s i r . 

Q. --drainage p a t t e r n . I f you have a 
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h o r i z o n t a l w e l l b o r e , what i s the drainage p a t t e r n i n a 

t h r e e - d i m e n s i o n a l sense? I s i t a l s o a c i r c l e around 

the w e l l b o r e w i t h a r a d i u s ? Would the w e l l b o r e be i n 

the c e n t e r ? 

A. The drainage p a t t e r n i s going t o be 

determined by the h o r i z o n t a l s e c t i o n and i n a 

two-di m e n s i o n a l sense, which I t h i n k i s b e t t e r 

u n d e r s t o o d , i t ' s going t o be an e l l i p s e . 

Q. I t ' s a h o r i z o n t a l e l l i p s e , are you saying? 

A. I t ' s going t o be an e l l i p s e t h a t you 

no r m a l l y r o t a t e around the h o r i z o n t a l w e l l t o get the 

t h r e e - d i m e n s i o n a l p i c t u r e . I don't know what t h a t 

f i g u r e i s c a l l e d . I t i s going t o be ci g a r - s h a p e d . 

Q. Now I understand i t . That's j u s t the 

answer I wanted t o hear. We lawyers can understand 

c i g a r s . 

Dr. Boneau, does Yates at t h i s time have a 

plan t o e i t h e r d r i l l or r e e n t e r and complete 

h o r i z o n t a l l y any w e l l i n the P o o l , or i s i t merely 

your recommendation? I b e l i e v e you s a i d you would 

recommend i t . Or can you say? 

A. I r e a l l y can't say. The plans at our place 

change from time t o t i m e . I t ' s my b e l i e f t h a t i f what 

Mr. Stevens' group presented i s approved, t h a t w e ' l l 

d r i l l a h o r i z o n t a l w e l l w i t h i n the four-month p e r i o d . 
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Q. I ' l l ask you another q u e s t i o n and I don't 

know i f you're q u a l i f i e d t o answer i t or not F but I 

w i l l need an answer. 

Are you f a m i l i a r enough w i t h the ownership 

i n t h i s area, and p a r t i c u l a r l y w i t h i n the Yates 

p r o p e r t i e s t o be able t o answer the same q u e s t i o n I've 

asked of Mr. Stevens, as t o whether t h e r e w i l l be a 

change i n revenue i n t e r e s t s i n any of the t r a c t s as a 

r e s u l t of r e d u c t i o n i n spacing? 

A. I b e l i e v e t h a t I'm q u a l i f i e d t o answer 

t h a t , and the answer i s t h a t t h e r e w i l l be no change 

i n ownership i f the spacing i s reduced. 

Q. Yates' i n t e r e s t i s S e c t i o n 2 1 , i s t h a t 

c o r r e c t , a l l of Se c t i o n 21? 

A. Yes , s i r . 

Q. That i s u n i f o r m l y owned? 

A. Yes , s i r . 

MR. STOVALL: I have no f u r t h e r q u e s t i o n s 

of Dr. Boneau. 

HEARING EXAMINER: Are t h e r e any other 

q u e s t i o n s of t h i s w itness? I f n o t , he may be 

excused. 

Are t h e r e any oth e r witnesses? 

I have one c l a r i f i c a t i o n q u e s t i o n I would 

l i k e from Mr. Ahlen. 

CUMBRE COURT REPORTING 
(505) 984-2244 



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 

86 

JACK AHLEN, 

having been p r e v i o u s l y d u l y sworn, t e s t i f i e d f u r t h e r 

as f o l l o w s : 

FURTHER EXAMINATION 

BY HEARING EXAMINER: 

Q. On E x h i b i t 2, I want t o go from w e l l t o 

w e l l . What are the p e r f o r a t i o n s ? 

A. That's the Yates No. 6. 

Q. Are the p e r f o r a t i o n s shown? 

A. Yes, s i r . The f i n a l r e p o r t has not yet 

been p u b l i s h e d on the two Yates w e l l s . I'm not an 

exp e r t on those exact p e r f o r a t i o n s , but those are the 

p e r f o r a t i o n s t h a t I have heard o f . 

Q. How about w i t h the Stevens w e l l ? 

A. On the Stevens, yes. 

Q. And t h a t ' s the v e r t i c a l l i n e s ? 

A. Yes. And we're open-hole i n the No. 2, the 

No. 2 McBride. We're open-hole. 

Q. Why don't you mark those p e r f o r a t i o n s and 

the open-hole--

A. I t ' s marked i n the broad l i n e r i g h t t h e r e . 

That's the open-hole i n t e r v a l . And the same i s t r u e 

over h e r e . These are the p e r f o r a t i o n s i n the No. 1 

McBr ide . 

HEARING EXAMINER: Thank you, Mr. Ahlen. 
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I don't have any q u e s t i o n s of anybody. 

Anybody on the stand i s excused. 

Are t h e r e any statements? Mr. Losee? 

MR. LOSEE: I have a couple of t h i n g s t h a t 

I would l i k e t o say as a statement . 

HEARING EXAMINER: You may s t a r t . 

MR. LOSEE: Okay. As Mr. Carr has s t a t e d , 

and Mr. C a r r o l l has c o n c u r r e d , we've asked f o r what's 

amended today t o change the temporary r u l e s t o extend 

f o r a four-month p e r i o d , which o b v i o u s l y i s t o p e r m i t 

the f u r t h e r d a t a - g a t h e r i n g i n the r e s e r v o i r , both by 

v e r t i c a l and h o r i z o n t a l w e l l s . 

As a r e s u l t , w i t h a four-month p e r i o d , 

we're anxious t o get an order as p r o m p t l y as p o s s i b l e , 

h o p e f u l l y f u l f i l l i n g the requests of the a p p l i c a n t and 

the o t h e r p a r t y i n the r e s e r v o i r , Yates, because i f i t 

gets delayed we won't r e a l l y have the four-month 

p e r i o d , and we won't be abl e t o get a h o r i z o n t a l w e l l 

down and see i f i t can a c t u a l l y do what we hope i t 

can. So we ask the Examiner and the Commission 

D i v i s i o n ' s indulgence i n t r y i n g t o get i t out as 

pro m p t l y as p o s s i b l e . 

MR. STOVALL: Mr. Losee, may I i n t e r r u p t 

you f o r j u s t a moment on t h a t p o i n t ? 

MR. LOSEE: Sure. 
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MR. STOVALL: I f the order p r o v i d e s i t w i l l 

be f o u r months from the date of the o r d e r , t h a t 

a l l e v i a t e s t h a t problem, does i t not? 

MR. LOSEE: That's p e r f e c t , yes. 

MR. STOVALL: And the p a r t i e s have no 

problem w i t h c o n t i n u i n g under the c u r r e n t temporary 

r u l e s u n t i l the order i s i s s u e d , I assume, do they? 

MR. CARR: That's f i n e . 

MR. CARROLL: No problem. 

MR. STOVALL: Sorry f o r the i n t e r r u p t i o n . 

I j u s t wanted t o c l a r i f y t h a t . 

MR. LOSEE: Second stateme n t . We have 

asked the Commission f o r a de novo h e a r i n g on the 

o r i g i n a l de novo, and i t ' s set f o r h e a r i n g next week. 

We would propose t o ask f o r a continuance of i t u n t i l 

t h i s order gets i s s u e d , and a continuance f o r our 

a p p l i c a t i o n . And I suppose Mr. Stevens has no 

o b j e c t i o n ? 

MR. CARR: We have no o b j e c t i o n . 

MR. LOSEE: We'll f i l e a w r i t t e n request t o 

co n t i n u e i t . And t h a t ' s a l l . 

HEARING EXAMINER: Thank you, Mr. Losee. 

Mr. C a r r o l l , do you have any other 

comment s? 

MR. CARROLL: I t h i n k we've covered the 
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w a t e r f r o n t , Mr. Stogner. 

HEARING EXAMINER: Mr. Carr, you may 

speak . 

MR. CARR: Mr. Examiner, I t h i n k at t h i s 

time we can waive a c l o s i n g argument. Our pro p o s a l i s 

befo r e you. I t enjoys the support of a l l the 

o p e r a t o r s i n the Pool. We're h o p e f u l f o u r months from 

now we can be b e f o r e you i n agreement again w i t h data 

t h a t w i l l be the b a s i s f o r permanent r u l e s f o r the 

Pool. I n the meantime we're anxious t o c o n t i n u e t o go 

for w a r d w i t h c o l l e c t i n g data and de v e l o p i n g the 

r e s e r v o i r , and are o p t i m i s t i c t h a t f o u r months from 

now t h i s m a t ter can be put t o r e s t once and f o r a l l . 

HEARING EXAMINER: I would l i k e t o request 

a rough d r a f t o r d e r . I ' l l ask Mr. Carr, but a l s o i f 

you would get w i t h Mr. Losee and Mr. C a r r o l l . 

MR. CARROLL: I t h i n k we can come up w i t h a 

s i n g l e proposed o r d e r , and w e ' l l be g l a d t o work w i t h 

Mr . Carr. 

HEARING EXAMINER: When do you t h i n k y o u ' l l 

be able t o have t h a t t o me? 

MR. CARR: I t h i n k we can have i t w i t h i n a 

week, and w e ' l l t r y and e x p e d i t e i t more q u i c k l y than 

t h a t . 

HEARING EXAMINER: I f t h e r e ' s n o t h i n g 
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f u r t h e r i n Case No. 9854, then I ' l l t a k e i t under 

a d v i sement . 

Hearing a d j o u r n e d . 
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