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EXAMINER CATANACH: At t h i s time w e ' l l c a l l 

Case 10055, the a p p l i c a t i o n of Me r i d i a n O i l , I n c . , f o r 

an unorthodox c o a l gas w e l l l o c a t i o n and a nonstandard 

gas p r o r a t i o n u n i t , San Juan County, New Mexico. 

Appearances i n t h i s case? 

MR. KELLAHIN: Mr. Examiner, I'm Tom 

K e l l a h i n of the Santa Fe Law Firm of K e l l a h i n , 

K e l l a h i n & Aubrey appearing on b e h a l f of the 

A p p l i c a n t . I have t h r e e witnesses t o be sworn. 

EXAMINER CATANACH: Any other appearances? 

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

i n . 

(Thereupon, the witnesses were sworn.) 

MR. KELLAHIN: Mr. Examiner, by way of 

i n t r o d u c t i o n t o t h i s case, M e r i d i a n i s seeking 

a p p r o v a l of the east h a l f of t h i s s e c t i o n f o r a Basin 

Coal gas w e l l . 

As you can see from the a d v e r t i s e m e n t , the 

sur f a c e l o c a t i o n i s 65 f e e t from the n o r t h l i n e of 

t h a t spacing u n i t and 300 f e e t from the east l i n e , so 

i t ' s i n the n o r t h e a s t / n o r t h e a s t corner of the 

s e c t i o n . I n a d d i t i o n , t h i s i s a nonstandard p r o r a t i o n 

u n i t s l i g h t l y over 300 ac r e s , I b e l i e v e . 

What we would propose t o do to d a y , Mr. 

Examiner, i s present our t e c h n i c a l p r e s e n t a t i o n and 
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t h e n , w i t h your a p p r o v a l , t o amend the a p p l i c a t i o n so 

t h a t we have a p p l i e d i n the a l t e r n a t i v e f o r the 

D i v i s i o n ' s a p p r o v a l t o d i r e c t i o n a l l y d r i l l the w e l l . 

What we would ask f o r , t h e n , i s i n the 

a l t e r n a t i v e the A p p l i c a n t would seek t o d i r e c t i o n a l l y 

d r i l l the w e l l from the s u r f a c e l o c a t i o n d e s c r i b e d i n 

the a p p l i c a t i o n , t o a standard bottom hole c o a l gas 

w e l l l o c a t i o n w i t h i n the n o r t h e a s t q u a r t e r of the east 

h a l f . 

I n t h a t r e g a r d , I have brought today Mr. 

Neale Edwards, who i s a r e g i s t e r e d New Mexico surveyor 

who w i l l d i s c u s s the topography of t h i s s e c t i o n and 

h i s e f f o r t s t o l o c a t e the w e l l on the s u r f a c e . 

I then have brought Mr. Alan Alexander, the 

landman t h a t can t a l k about the ownership and h i s 

acreage problems and h i s proposed s o l u t i o n s f o r the 

nonstandard p r o r a t i o n u n i t . 

And Mr. Jim F a l c o n i , a d r i l l i n g e n g i n e e r , 

r e s e r v o i r engineer w i t h M e r i d i a n , w i l l t a l k about the 

d i r e c t i o n a l d r i l l i n g aspects of the w e l l and the 

advantages and disadvantages of d i r e c t i o n a l d r i l l i n g 

versus v e r t i c a l h o l e . 

I f y o u ' l l p e r m i t me, w e ' l l s t a r t at t h i s 

time w i t h Mr. Neale Edwards. 
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NEALE C. EDWARDS 

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. KELLAHIN: 

Q. Mr. Edwards, f o r the r e c o r d , s i r , would you 

please s t a t e your name and occupation? 

A. Neale C. Edwards. I'm a r e g i s t e r e d land 

su r v e y o r . 

Q. Mr. Edwards, would you d e s c r i b e g e n e r a l l y 

what i t i s t h a t you've done f o r M e r i d i a n concerning 

t h i s p a r t i c u l a r w e l l which i s i d e n t i f i e d as the 

Payne #271 w e l l , I b e l i e v e ? 

A. Yes. We went out to look at a l o c a t i o n 

t h a t had been p r e v i o u s l y staked and not d r i l l e d t o see 

i f i t was going t o be f e a s i b l e f o r M e r i d i a n , when they 

took t h i s over from Unicon. 

Q. I n doing so, s i r , d i d you apply your s k i l l s 

as a surveyor t o f i n d a l o c a t i o n on the su r f a c e and t o 

i d e n t i f y t h a t l o c a t i o n ? 

A. Yes, I d i d . 

Q. Are you also f a m i l i a r w i t h the use of the 

s u r f a c e a r e a s t h a t i n v o l v e c o m p l i a n c e w i t h t h e B u r e a u 

of Land Management r u l e s about s u r f a c e use? 

A. Yes. 
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Q. Do you c o n s i s t e n t l y and r e g u l a r l y perform 

t h i s type of du t y f o r M e r i d i a n and o t h e r s i n s t a k i n g 

c o a l gas w e l l s ? 

A. Yes, I do. 

MR. KELLAHIN: We tender Mr. Edwards as an 

expe r t New Mexico s u r v e y o r . 

EXAMINER CATANACH: He i s so q u a l i f i e d . 

Q. Let me d i r e c t your a t t e n t i o n , s i r , t o the 

e x h i b i t book. Let's s k i p the f i r s t E x h i b i t No. 1 and 

t u r n t o the i n f o r m a t i o n behind E x h i b i t No. 2, and 

l e t ' s f i n d t h a t topo map t h a t you have i n f r o n t of 

you . 

A. Okay. 

Q. Do we have the same t h i n g ? 

A. Yes. 

Q. A l l r i g h t , Mr. Edwards, I t h i n k we're a l l 

l o o k i n g at the same topo map. Would you take a moment 

and i d e n t i f y t h a t f o r us? What are we l o o k i n g at? 

A. This i s a blow-up of the seven and a h a l f 

minute quad w i t h 2 0 - f o o t contour i n t e r v a l s . I t ' s the 

mountain eagle quad. 

Q. When we look at t h i s map, hel p us 

u n d e r s t a n d how we f i n d t h e e a s t h a l f o f S e c t i o n 27 . 

How i s i t i d e n t i f i e d ? 

A. I t ' s l i n e d w i t h the dashed heavy l i n e t h e r e 
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i n the cen t e r of the e x h i b i t . 

Q. When we look i n the n o r t h e a s t corner of 

Sec t i o n 27, t h e r e ' s an arrow. What does t h a t 

r e p r e s e n t ? 

A. That's p o i n t i n g t o the proposed l o c a t i o n , 

which i s l o c a t e d at 65 f e e t from the n o r t h and 300 

f e e t from the e a s t . 

Q. Have you been on the su r f a c e of the 

n o r t h e a s t q u a r t e r of Sec t i o n 27? 

A. Yes, I have . 

Q. W i t h i n t h a t area, t h e n , have you determined 

a s u r f a c e l o c a t i o n t h a t meets the c r i t e r i a f o r 

e s t a b l i s h i n g a pad and su r f a c e use f o r a coa l gas 

w e l l ? 

A. Yes . 

Q. And where i s t h a t ? 

A. I t i s at the spot shown 65 f e e t from the 

n o r t h and 300 f e e t from the ea s t . 

Q. I d e n t i f y f o r us what other uses are being 

made of the su r f a c e i n the n o r t h e a s t q u a r t e r . 

A. As you n o t i c e , the two l i t t l e dots t h e r e t o 

the s o u t h w e s t e r l y d i r e c t i o n of t h a t , t h e r e are two 

e x i s t i n g w e l l s t h e r e now, the Payne #5 and the Payne 

#11, on t h a t k n o l l t h a t s t i c k s o u t . 

Q. To gi v e us some r e f e r e n c e as t o where t h a t 
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i s , can you g e n e r a l l y t e l l us, i n terms of a f o o t a g e , 

where e i t h e r the Payne #5 or #11 i s i n r e l a t i o n from 

the n o r t h l i n e and east l i n e of the s e c t i o n ? 

A. Yes, from memory--I should have w r i t t e n i t 

down—but Payne #11, which i s the n o r t h e r l y of the 

two, i s 590 from the n o r t h and a p p r o x i m a t e l y 900 from 

the e a s t . 

Q. A standard l o c a t i o n f o r a coa l gas w e l l 

would be 790 from those two bo u n d a r i e s , would i t not? 

A. Yes . 

Q. And where would t h a t put you on t h i s topo 

map? 

A. I t would put us o f f t o the east and j u s t 

south of the lower dot of the two over the ledge t h a t 

c o n t i n u e s t o go a l l the way on down t o the animus. 

Q. I s t h e r e usable s u r f a c e at t h a t l o c a t i o n ? 

A. No, t h e r e i s n ' t . There's two l o c a t i o n s 

n o r t h of t h e r e now, but at the 790/790, no, i t ' s 

i m p o s s i b l e . I t ' s s t r a i g h t over the edge. 

Q. Based upon your s t u d y , t h e n , are you able 

t o conclude t h a t the l o c a t i o n or w i t h i n the immediate 

v i c i n i t y of the proposed l o c a t i o n 65 f e e t from the 

n o r t h l i n e and 300 f e e t from the east l i n e i s the on l y 

s u i t a b l e l o c a t i o n f o r the s u r f a c e use f o r t h i s w e l l ? 

A. Yes. 
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MR. KELLAHIN: That concludes my 

examination of Mr. Edwards, Mr. Catanach. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Edwards, why i s i t not f e a s i b l e t o 

l o c a t e the proposed w e l l i n c l o s e r p r o x i m i t y t o the 

two e x i s t i n g w e l l s ? 

A. I f y o u ' l l n o t i c e , t h e r e ' s a l i n e drawn 

across t h e r e , i t ' s j u s t a l i g h t l i n e . I t ' s j u s t 

p l o t t e d from v i s u a l . There's a p i p e l i n e t h a t runs o f f 

the h i l l t h e r e j u s t south and west of t h a t and goes on 

down i n t o the v a l l e y , and t h e r e ' s a p i p e l i n e e x h i b i t 

on the next page t h a t s e r v i c e s s e v e r a l p i p e l i n e s down 

below. And w i t h o u t a blo c k o f f on t h a t l i n e t o shut 

i t i n and t o get the BLM t o a l l o w you t o set i t on 

t h a t l e d g e , t o p i t i t t h e r e over the edge, I f e e l i t ' s 

i m p o s s i b l e — w e l l , i m p r a c t i c a l . 

Q. So you c o u l d n ' t d r i l l f r om, say, one of 

those same paths t o the coal? 

A. No. There's small pads t o begin w i t h and 

th e r e are two e x i s t i n g l o c a t i o n s on them now t h a t 

s t i c k out on t h a t k n o l l . I t comes back i n and then 

w i d e n s o u t a g a i n , and we've s e t b a c k t o w h a t 

requirements the BLM makes us from t h e r e . 

EXAMINER CATANACH: That's a l l I have. 
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Your w i t n e s s may be excused. 

(At t h i s t i m e , Mr. S t o v a l l e n t e r s the 

he a r i n g room . ) 

MR. KELLAHIN: I would l i k e t o c a l l Mr. Jim 

F a l c o n i . 

JIM FALCONI 

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. KELLAHIN: 

Q. Mr. F a l c o n i , would you please s t a t e your 

name and occupation? 

A. I'm Jim F a l c o n i . I'm a r e s e r v o i r engineer 

f o r M e r i d i a n O i l i n Farmington, New Mexico. 

Q. Mr. F a l c o n i , on p r i o r occasions have you 

t e s t i f i e d b e f o r e t h i s D i v i s i o n as a r e s e r v o i r 

engineer? 

A. Yes, I have . 

Q. Pursuant t o your employment by your 

company, have you made a study of the f a c t s 

s u r r o u n d i n g t h i s a p p l i c a t i o n ? 

A. Yes , I have . 

Q. Are you f a m i l i a r w i t h not only the v e r t i c a l 

d r i l l i n g aspects of t h i s w e l l but the p o s s i b l e 

a l t e r n a t i v e s o l u t i o n o f d i r e c t i o n a l d r i l l i n g of t h i s 
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w e l l ? 

A. Yes. I've reviewed b o t h . 

MR. KELLAHIN: We tender Mr. F a l c o n i as an 

expert r e s e r v o i r e n g i n e e r . 

EXAMINER CATANACH: He i s so q u a l i f i e d . 

Q. Mr. F a l c o n i , l e t me have you take a moment, 

s i r , and l e t us look at the i n f o r m a t i o n behind E x h i b i t 

No. 3. Would you i d e n t i f y t h a t f o r us? 

A. Yes. E x h i b i t No. 3 i s a F r u i t l a n d Coal Net 

Isopach t h i c k n e s s map, and i t d e p i c t s the net clean 

c o a l t h i c k n e s s of the F r u i t l a n d Coal i n t e r v a l . And 

the s u b j e c t w e l l i s l o c a t e d i n the n o r t h e a s t of 

Sec t i o n No. 27, and i t ' s shown as a dot i n t h a t 

s e c t i o n . 

Q. I n l o o k i n g at p o s s i b l e ways t o develop the 

c o a l gas reserves t h a t u n d e r l i e t h i s nonstandard u n i t 

i n the east h a l f of Se c t i o n 27, have you considered 

the o p t i o n s of a v e r t i c a l w e l l at t h i s unorthodox 

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

w e l l b o r e u s i n g the unorthodox s u r f a c e l o c a t i o n and 

botto m i n g the w e l l at the c l o s e s t standard l o c a t i o n ? 

A. Yes, we have . 

Q. Let's t u r n back, s i r , t o the l a s t d i s p l a y 

behind Tab No. 2. I t shows some o f f s e t t i n g w e l l s . Do 

you have t h a t ? 
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A. Yes, I do . 

Q. Give us an ove r v i e w , Mr. F a l c o n i , of the 

development plans t h a t are going on on b e h a l f of your 

company and o t h e r s as you develop t h i s area of the 

basin . 

A. From t h i s map--

Q. And what are we l o o k i n g at here? 

A. Thi s map d e p i c t s proposed F r u i t l a n d Coal 

w e l l s i n the area t h e r e i n d i c a t e d by the black 

t r i a n g l e , and the proposed w e l l i s , a g a i n , l o c a t e d i n 

the n o r t h e a s t q u a r t e r of Sec t i o n 27, i n d i c a t e d by a 

black c i r c l e . 

E x i s t i n g F r u i t l a n d Coal w e l l s are i n d i c a t e d 

by a t r i a n g l e ; n o n c o l o r e d . And these w e l l s , as t h i s 

p l a t d e p i c t s , are l o c a t e d on a no r t h e a s t / s o u t h w e s t 

p a t t e r n . 

Q. When we compare t h a t development or 

a n t i c i p a t e d development t o the net coa l isopach map 

t h a t we d e s c r i b e d e a r l i e r , d e s c r i b e f o r us, i f you 

can, the d i f f e r e n c e between c o a l t h i c k n e s s at the 

proposed unorthodox l o c a t i o n and what would be the 

c l o s e s t standard bottom hole l o c a t i o n ? 

A. E s s e n t i a l l y , t h e r e i s no d i f f e r e n c e i n coal 

t h i c k n e s s between the two l o c a t i o n s . 

Q. We look on the isopach and the unorthodox 
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l o c a t i o n i s s l i g h t l y h i gher i n t h i c k n e s s above the 

35 - f o o t contour l i n e ? 

A. Cor r e c t . 

Q. And then i f we go t o the c l o s e s t standard 

l o c a t i o n , you're somewhere below the 3 5 - f o o t contour 

l i n e ? 

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

Q. W i l l e i t h e r one of those l o c a t i o n s , i n your 

o p i n i o n as a r e s e r v o i r e n g i n e e r , g i v e you an 

accepta b l e l o c a t i o n t o develop the c o a l reserves i n 

t h a t spacing u n i t ? 

A. Yes, they w i l l . We would p r e f e r t o stay on 

p a t t e r n and develop the reserves under the spacing 

u n i t . 

Q. "On p a t t e r n , " you mean e i t h e r the n o r t h e a s t 

q u a r t e r or the southwest q u a r t e r ? 

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

Q. Let me have you d e s c r i b e f o r the Examiner 

what your concerns are as a r e s e r v o i r engineer i n 

making your comparisons between a v e r t i c a l w e l l at the 

unorthodox l o c a t i o n versus d e v i a t i n g t h i s w e l l b o r e t o 

a standard bottom hole l o c a t i o n ? 

A. Tom, w h a t w e ' r e c o n c e r n e d w i t h d e v e l o p i n g 

the p r o r a t i o n u n i t , of course, i s r e c o v e r i n g the most 

reserves t h a t we can. We f e e l t h a t a v e r t i c a l w e l l 
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would n o t , as e f f i c i e n t l y , d r a i n the 320-acre spacing 

u n i t as would a d e v i a t e d w e l l t o a standard bottom 

hole l o c a t i o n . 

Q. What are the r i s k s t h a t you have i d e n t i f i e d 

as an engineer between the two types of o p e r a t i o n s ? 

A. The r i s k s we have i d e n t i f i e d , Tom, are 

l i s t e d i n E x h i b i t 4. 

Q. Let's t u r n t o those and have you summarize 

them f o r us . 

A. E x h i b i t 4 i s a c h a r t which d e p i c t s some of 

the r i s k s a s s o c i a t e d or the n e g a t i v e aspects 

n e g o t i a t e d w i t h a d e v i a t e d w e l l b o r e . 

The f i r s t r i s k t h a t I've l i s t e d , of course, 

i s d u r i n g d i r e c t i o n a l d r i l l i n g o p e r a t i o n s we r i s k 

l o s i n g the w e l l b o r e , or t h e r e i s an increased r i s k i n 

d r i l l i n g the w e l l b o r e versus a v e r t i c a l w e l l b o r e when 

we undertake a d i r e c t i o n a l d r i l l i n g o p e r a t i o n . 

The second r i s k t h a t we f e e l i s presented 

to us by a d e v i a t e d w e l l b o r e , of course the d e v i a t e d 

w e l l b o r e w i l l be a longer w e l l b o r e and t h e r e f o r e t h e r e 

w i l l be more f l u i d f l o w r e s i s t a n c e and, t h e r e f o r e , 

t h i s w e l l b o r e would r e q u i r e a r t i f i c i a l l i f t equipment 

e a r l i e r i n the l i f e of the p r o j e c t . 

The t h i r d statement I've made i s t h a t we do 

a n t i c i p a t e a r t i f i c i a l l i f t equipment w i l l be r e q u i r e d 
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i n the l a t e r l i f e of t h i s p r o j e c t and, as such, a 

d e v i a t e d w e l l b o r e w i l l l i m i t the use of c o n v e n t i o n a l 

a r t i f i c i a l l i f t equipment. 

Q. Let's t u r n now t o the i n f o r m a t i o n behind 

Tab No. 5, E x h i b i t 5, and have you d e s c r i b e f o r us, 

usin g t h i s schematic, what you propose t o do. 

A. The f i r s t schematic behind Tab No. 5 i s a 

p r o f i l e view of the planned d e v i a t e d w e l l b o r e . What 

we would a n t i c i p a t e t o do i s s t a r t at the surface 

l o c a t i o n 65 f e e t from the n o r t h l i n e and 300 f e e t from 

the east l i n e , set a p p r o x i m a t e l y 900 f e e t of sur f a c e 

c a s i n g , and d r i l l v e r t i c a l l y down t o a k i c k - o f f p o i n t 

i d e n t i f i e d t h e r e at 2111 f e e t t o v e r t i c a l d e p t h . 

At t h a t p o i n t i n time we would d r i l l a 

b u i l d s e c t i o n at 12 degrees per hundred f e e t t o a 

maximum d e v i a t i o n of 45 degrees, d r i l l a 45-degree 

tangent s e c t i o n and again reverse our curve at 12 

degrees per hundred f e e t u n t i l we are v e r t i c a l , and 

t h a t l o c a t i o n would be 840 f e e t from the n o r t h l i n e 

and 840 f e e t from the east l i n e , which g i v e s us a 

50- f o o t cushion i n s i d e the orthodox window. 

At t h a t p o i n t we would set seven-inch 

c a s i n g and d r i l l below the seven-inch casing 

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

Q. Why don't you si m p l y c o n t i n u e the 45-degree 
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tangent and i n t e r s e c t the c o a l at an angle as opposed 

t o t r y i n g t o go p e r p e n d i c u l a r t o the bed of the hole? 

A. M e r i d i a n ' s c o m p l e t i o n t e c h n i q u e on t h i s 

w e l l i s a n t i c i p a t e d t o be an open-hole c o m p l e t i o n 

t e c h n i q u e , and t h e r e f o r e t h e r e are a d d i t i o n a l 

mechanical r i s k s i n v o l v e d i n going t h r o u g h the coal 

bed at an angle of 45 degrees, or any other angle 

other than v e r t i c a l . 

Q. Has M e r i d i a n undertaken a d i r e c t i o n a l l y 

d r i l l e d w e l l i n t h i s f a s h i o n i n the c o a l bed 

development thus f a r ? 

A. No, we have n o t . We have d r i l l e d 

h o r i z o n t a l l y or at a h i g h angle t h r o u g h the c o a l beds. 

Q. Thi s would be the f i r s t d e v i a t e d w e l l of 

t h i s p a r t i c u l a r type? 

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

Q. Let's t u r n t o page 2 and look at the bottom 

hole t a r g e t on the p l a i n view. 

A. The second e x h i b i t t h e r e i s a p l a i n view of 

the w e l l , and again i t shows the unorthodox s u r f a c e 

l o c a t i o n at 65 f e e t from the n o r t h l i n e , 300 f e e t from 

the east l i n e of Sec t i o n 27 . 

The heavy black l i n e i n d i c a t e s the 

a n t i c i p a t e d d i r e c t i o n t h a t we would t u r n the w e l l b o r e 

from the k i c k - o f f p o i n t and head towards the n o r t h e a s t 
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orthodox window, which i s i n d i c a t e d by the 

cross-hatched area. 

The heavy black l i n e c o n t i n u e s t o t h a t 

window, and the bottom hole l o c a t i o n i s d e p i c t e d w i t h 

a b l a c k d o t . That l o c a t i o n i s 840 f e e t from the n o r t h 

and 840 f e e t from the east l i n e . 

Q. Of the two choices i n the a p p l i c a t i o n , one 

i s t o d r i l l the v e r t i c a l w e l l at the unorthodox 

l o c a t i o n , the a l t e r n a t i v e choice i s t o d i r e c t i o n a l l y 

d r i l l t o t h i s standard bottom hole l o c a t i o n ? 

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

Q. What i s your p r e f e r e n c e on what the 

Examiner does, about choosing between the f i r s t or the 

second choice? 

A. We would p r e f e r t h a t the Examiner issue us 

pe r m i s s i o n t o d r i l l the w e l l d i r e c t i o n a l l y ; however, 

our management i s w i l l i n g t o undertake the r i s k - -

Q. I t h i n k you s a i d t h a t backwards. You s a i d 

your p e r s o n a l p r e f e r e n c e i s t o d r i l l i t d i r e c t i o n a l l y ? 

A. Yes, our pr e f e r e n c e i s t o d r i l l the w e l l 

v e r t i c a l l y from a r i s k s t a n d p o i n t , but d i r e c t i o n a l l y 

i n order t o e f f e c t i v e l y develop the reserves under the 

e a s t h a l f o f S e c t i o n 2 7 . 

Q. The a c t u a l assessment of t h a t r i s k i s hard 

t o q u a n t i f y at t h i s p o i n t s i mply because you've never 

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 

19 

done t h i s before? 

A. That i s c o r r e c t . We have never d r i l l e d a 

d e v i a t e d w e l l b o r e and entered the coa l v e r t i c a l l y . 

MR. KELLAHIN: That concludes my 

examination of Mr. F a l c o n i . 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Let me see i f I have t h i s s t r a i g h t . 

M e r i d i a n p r e f e r s t o d i r e c t i o n a l l y d r i l l from the 

drai n a g e s t a n d p o i n t , but p r e f e r s t o d r i l l v e r t i c a l l y 

as f a r as the r i s k goes? 

A. Yes. I n t h i s p a r t i c u l a r case we are 

w i l l i n g t o assume the r i s k t o d r i l l the w e l l 

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

Q. I s t h a t your f i r s t o p t i o n , t o d i r e c t i o n a l l y 

d r i l l the w e l l ? 

A. Yes. 

Q. I s t h e r e a s u b s t a n t i a l d i f f e r e n c e i n the 

cost a s s o c i a t e d w i t h d i r e c t i o n a l d r i l l i n g as opposed 

t o v e r t i c a l ? 

A. I n t h i s p a r t i c u l a r case we would a n t i c i p a t e 

a w e l l d r i l l e d d i r e c t i o n a l l y would double the d r i l l i n g 

c o s t s of the w e l l assuming t h e r e i s no t r o u b l e time 

a s s o c i a t e d w i t h d r i l l i n g the d i r e c t i o n a l w e l l . 

EXAMINER CATANACH: That's a l l we have. 
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MR. KELLAHIN: Thank you. I would l i k e t o 

c a l l Mr. Alexander at t h i s t i m e . 

ALAN ALEXANDER 

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. KELLAHIN: 

Q. Mr. Alexander, f o r the re c o r d would you 

please s t a t e your name and occupation? 

A. My name i s Alan Alexander. I'm employed as 

a s e n i o r land a d v i s o r w i t h M e r i d i a n O i l i n the 

Farmington, New Mexico, o f f i c e . 

Q. Mr. Alexander, are you f a m i l i a r w i t h the 

ownership of the east h a l f of Se c t i o n 27, 32 N o r t h , 10 

West? 

A. Yes, I am. 

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

o p e r a t o r s t o t h a t spacing u n i t ? 

A. Yes , s i r . 

Q. Have you, on p r i o r o c c a s i o n s , t e s t i f i e d as 

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

A. I have. 

Q. And you propose t o do so again today? 

A. Yes, s i r . 

MR. KELLAHIN: We tender Mr. Alexander as 
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an e x p e r t p e t r o l e u m landman. 

EXAMINER CATANACH: He i s SO q u a l i f i e d . 

Q. Mr. Alexander, l e t ' s go t h r o u g h the e x h i b i t 

book and have you i d e n t i f y and d e s c r i b e the 

i n f o r m a t i o n behind E x h i b i t No. 1 . 

A. E x h i b i t No. 1 i s our a p p l i c a t i o n . I t was 

o r i g i n a l l y s t y l e d as an unorthodox l o c a t i o n f o r t h i s 

p a r t i c u l a r d r i l l i n g u n i t . I t a l s o i n c l u d e s a land 

p l a t showing the d e d i c a t e d acreage t o the proposed 

spacing u n i t , as w e l l as the o f f s e t o p e r a t o r p l a t 

which i s a t t a c h e d as the f i n a l page of the 

a p p l i c a t i o n . 

Q. I n l o o k i n g at the a v a i l a b l e acreage f o r the 

f o r m u l a t i o n of the spacing u n i t f o r the c o a l gas 

w e l l s , were you able t o f o r m u l a t e a standard spacing 

u n i t f o r t h i s w e l l ? 

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

Q. You were or were not able t o form a 

standard spacing u n i t ? 

A. I t does meet the r u l e s since i t ' s 304 

acr e s , a p p r o x i m a t e l y . I t o n l y r e q u i r e d 240 t o meet 

t h a t a p p r o v a l . 

Q. I n what way, s i r , t h e n , i s t h i s a 

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

A. I t should be consi d e r e d a standard 
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p r o r a t i o n u n i t under the Basin F r u i t l a n d Coal Pool 

Rules . 

Q. The on l y requirement then i s f o r approval 

of the unorthodox s u r f a c e l o c a t i o n o r , i n the 

a l t e r n a t i v e , the d i r e c t i o n a l d r i l l i n g ? 

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

Q. The docket f o r the c a l l of the case today 

i d e n t i f i e d t h i s as one of those t h a t had a nonstandard 

spacing u n i t aspect t o i t , and t h a t i s not c o r r e c t ? 

A. Yes, s i r . Our a p p l i c a t i o n , I t h i n k , 

c o r r e c t l y i d e n t i f i e s i t as simply an unorthodox 

l o c a t i o n . 

Q. When we look at the o f f s e t t i n g ownership 

p l a t , who are the o f f s e t t i n g o p e r a t o r s towards which 

t h i s w e l l encroaches? 

A. The w e l l o n l y encroaches towards l e a s e h o l d s 

t h a t are owned by M e r i d i a n . 

Q. Are those l e a s e h o l d s i n which you have the 

same base r o y a l t y owner? 

A. That i s c o r r e c t . They are a l l f e d e r a l 

l e a s e h o l d s w i t h 12 and a h a l f percent r o y a l t y . 

Q. Let's look t o E x h i b i t 2 and the i n f o r m a t i o n 

c o n t a i n e d behind t h a t e x h i b i t . 

A. E x h i b i t 2 c o n s i s t s of the C-102 form as 

f i l e d w i t h the Stat e of New Mexico, showing the 
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l o c a t i on and the spacing u n i t . 

Q. This w e l l i s s u b j e c t t o the Cedar H i l l ' s 

Rules, i s i t not? 

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

C-102 was f i l e d showing Bas i n , we are going t o r e f i l e 

t h a t showing the Cedar H i l l Pool Rules t o c o r r e c t 

t h a t . 

been t e s t i f i e d t o by Mr. Edwards. I t i s the 

to p o g r a p h i c map showing the l o c a t i o n , f o l l o w e d by a 

p i p e l i n e map, and al s o by the land map t h a t shows the 

proposed and e x i s t i n g F r u i t l a n d Coal w e l l s i n the area 

of t h i s u n i t . 

Q. Have you r e c e i v e d any o b j e c t i o n from any of 

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

A. No, s i r , we have n o t . 

Q. What i s your company's p o s i t i o n w i t h 

regards t o the d i r e c t i o n a l d r i l l i n g versus the 

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

A. Since the w e l l i s l o c a t e d i n the extreme 

n o r t h e a s t q u a r t e r of the u n i t , i t pre s e n t s a l i t t l e 

unusual p o s i t i o n f o r us i n t h a t we would p r e f e r t o 

d r i l l the w e l l v e r t i c a l from a r i s k s t a n d p o i n t . 

Q. The next e x h i b i t ? 

A. The next e x h i b i t i s the e x h i b i t t h a t has 

However, the l o c a t i o n of t h a t we 11 i s not 
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i d e a l f o r complete drainage of the u n i t . We have 

decided t h a t we would r i s k the d r i l l i n g of t h i s w e l l 

as a d e v i a t e d f a s h i o n , and we would r i s k t h a t o n l y i n 

t h i s case and we would hope the Commission would not 

see t h i s as a precedent s e t t i n g . 

T h i s w e l l i s l o c a t e d i n a h y p e r t e n t i a l 

area, and we t h i n k we can overcome the r i s k t o make 

the v e n t u r e p r o f i t a b l e . Those r i s k s are unknown 

today, and we r e a l l y can't run the type of economic 

study t h a t we would l i k e , because we simply don't 

understand a l l the r i s k s of t r y i n g t o d r i l l a w e l l 

l i k e t h i s . 

MR. KELLAHIN: That concludes my 

examination of Mr. Alexander. 

We would move the i n t r o d u c t i o n of M e r i d i a n 

E x h i b i t s 1 th r o u g h 6, E x h i b i t 6 being the c e r t i f i c a t e 

of not i f i cat i o n . 

EXAMINER CATANACH: E x h i b i t s 1 throu g h 6 

w i l l be a d m i t t e d as evidence i n t h i s case. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Alexander, you s a i d the p r o r a t i o n u n i t 

was standard under the poo l r u l e s f o r the Basin 

F r u i t l a n d Coal. I s i t standard under the Cedar H i l l 

Rules? 
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A. Yes, s i r , I b e l i e v e t h a t i t i s . 

MR. STOVALL: L e t ' s go one step f u r t h e r , 

Mr. Alexander. Perhaps we need t o review the Cedar 

H i l l Rules because I don't t h i n k t h e y ' r e e x a c t l y the 

same as F r u i t l a n d . 

I f i t i s i n f a c t not s t a n d a r d , i f i t has 

the 10-percent v a r i a n c e which was put i n some s p e c i a l 

r u l e s , would you l i k e us t o approve the nonstandard 

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

THE WITNESS: Yes, we would. I f , i n f a c t , 

t h a t i s the case, we would l i k e the u n i t approved as a 

nonstandard u n i t . 

MR. KELLAHIN: The d i f f e r e n c e i n acreage 

s i z e r e s u l t s simply by governmental survey where you 

have a s e r i e s of l o t s t h a t are e i t h e r more than or 

le s s than 40 acres? 

THE WITNESS: That i s c o r r e c t . 

Q. (BY EXAMINER CATANACH) Now, you t e s t i f i e d 

t h a t the b a s i c r o y a l t y was the same underneath the 

east h a l f of S e c t i o n 27 and a l l the o f f s e t leases t h a t 

M e r i d i a n owns? 

A. That's c o r r e c t , yes, s i r . They're a l l 

f e d e r a l l e a s e h o l d s . 

Q. How about working i n t e r e s t ? I s t h a t the 

same ? 
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A. I t i s . I t ' s the working i n t e r e s t i n s o f a r 

as those t r a c t s t h a t the w e l l encroaches upon, are a l l 

owned by M e r i d i a n . 

Q. 100 percent? 

A. Yes , s i r . 

Q. I n c l u d i n g the east h a l f of Se c t i o n 27? 

That's 100 percent? 

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

EXAMINER CATANACH: Okay. I b e l i e v e t h a t ' s 

a l l I have of the w i t n e s s . He may be excused. 

MR. STOVALL: One q u e s t i o n , Mr. Alexander. 

EXAMINATION 

BY MR. STOVALL: 

Q. You i n d i c a t e d i n your t e s t i m o n y t h a t 

because of the extreme unorthodox l o c a t i o n , t h a t 

M e r i d i a n i s w i l l i n g t o undertake the d i r e c t i o n a l 

d r i l l i n g , but you don't want i t considered as 

precedent. Could you e x p l a i n what you mean by not 

wanting t h a t as p r e c e n t i a l ? 

A. W e l l , I t h i n k t h e r e ' s two areas t o look at 

t h e r e . One i s because i t i s l o c a t e d at 64 f e e t , I 

b e l i e v e i t was, and 300 hundred f e e t , which i s an 

extreme l o c a t i o n . We have other nonstandard w e l l s 

t h a t we have d r i l l e d i n the p a s t , and I'm sure w e ' l l 

p r o b a b l y have some i n the f u t u r e t h a t are not l o c a t e d 
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as extreme as t h i s one i s and t h e y ' r e i n d i f f e r e n t 

areas of the b a s i n , and the coa l i n those v a r i o u s 

areas have d i f f e r e n t p o t e n t i a l s t o them. 

We t h i n k t h i s p a r t i c u l a r w e l l i s i n an area 

t h a t has h i g h enough p o t e n t i a l t h a t we co u l d r i s k the 

unknown f a c t o r s and attempt the d e v i a t e d hole here, 

whereas we would not recommend t o the Commission, from 

an economic s t a n d p o i n t or a r i s k s t a n d p o i n t , t o d r i l l 

t h i s type of a w e l l i n ot h e r areas of the b a s i n . 

We would p r o b a b l y come t o the Commission 

and request a p p r o v a l of the nonstandard l o c a t i o n as 

opposed t o the d e v i a t e d w e l l b o r e . 

Q. What you're saying i s , because you're doing 

i t t h i s time doesn't mean we should expect you t o do 

i t i n every unorthodox l o c a t i o n ? 

A. That's what we're r e q u e s t i n g , t h a t ' s 

c o r r e c t . 

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

EXAMINER CATANACH: Anythin g f u r t h e r i n 

t h i s case ? 

MR. KELLAHIN: Not i n t h i s case. 

EXAMINER CATANACH: Case 10055 w i l l be 

r e a d v e r t i s e d f o r d i r e c t i o n a l d r i l l i n g f o r t h e 1 9 t h o f 

September, and we w i l l leave the r e c o r d open u n t i l 

then . 
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1 P R O C E E D I N G S 

2 HEARING EXAMINER: At t h i s time w e ' l l c a l l Case 

3 10055. 

4 MR. STOVALL: A p p l i c a t i o n of Meridian O i l , I nc. f o r 

5 non-standard gas p r o r a t i o n u n i t , an unorthodox coal gas w e l l 

6 l o c a t i o n , and d i r e c t i o n a l d r i l l i n g , San Juan County, New 

7 Mexico. 

8 HEARING EXAMINER: Mr. K e l l a h i n . 

9 MR. KELLAHIN: Mr. Examiner, I am Tom K e l l a h i n of 

10 the Santa Fe law f i r m of K e l l a h i n , K e l l a h i n & Aubrey. I am 

11 appearing on behalf of the a p p l i c a n t . 

12 HEARING EXAMINER: Do you have any a d d i t i o n a l 

13 evidence and testimony i n t h i s case, Mr. Kellahin? 

14 MR. KELLAHIN: Mr. Examiner, we heard t h a t case 

15 second hearing i n August. I t was o r i g i n a l l y a d v e r t i s e d f o r the 

16 unorthodox l o c a t i o n alone. During the course of the hearing we 

17 presented t e c h n i c a l evidence on the a l t e r n a t i v e remedy of 

18 d i r e c t i o n a l d r i l l i n g . And f o r t h a t reason then the case was 

19 r e a d v e r t i s e d t o include t h a t remedy f o r today's docket. 

2 0 We have no f u r t h e r evidence t o present and ask the 

21 case be taken under advisement. With your permission I would 

22 l i k e t o submit a supplemental n o t i f i c a t i o n as t o the 

23 a l t e r n a t i v e remedy. I f a i l e d t o b r i n g i t w i t h me t h i s morning, 

24 but I ' d l i k e t o submit i t t o you a f t e r the hearing. 

25 HEARING EXAMINER: Okay. That w i l l be f i n e . 
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