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1 EXAMINER MORROW: W e ' l l c a l l Case 10099 

2 a g a i n . 

3 MR. STOVALL: A p p l i c a t i o n of Samuel Gary, 

4 J r . & A s s o c i a t e s , I n c . , f o r a h o r i z o n t a l d i r e c t i o n a l 

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

6 t h e r e f o r e , Sandoval County, New Mexico. 

7 EXAMINER MORROW: C a l l f o r appearances. 

8 MR. BRUCE: Mr. Examiner, Jim Bruce from 

9 t h e H i n k l e Law Fi r m r e p r e s e n t i n g t h e A p p l i c a n t . I 

10 have one w i t n e s s t o be sworn.. And t h i s c o u l d p r o b a b l y 

11 be heard t o g e t h e r w i t h t h e next case, 10100. 

12 EXAMINER MORROW: A l l r i g h t . W e ' l l c a l l 

13 Case 10100. 

14 MR. STOVALL: A p p l i c a t i o n of Samuel Gary, 

15 J r . & A s s o c i a t e s , I n c . , f o r a gas r e i n j e c t i o n p r e s s u r e 

16 maintenance p r o j e c t and s p e c i a l r u l e s t h e r e f o r e , 

17 Sandoval County, New Mexico. Okay. Mr. Bruce, your 

18 w i t n e s s was not sworn at the l a s t h e a r i n g ? 

19 MR. BRUCE: Yes, he was. He t e s t i f i e d . 

20 MR. STOVALL: Okay. W e l l , l e t t h e r e c o r d 

21 r e f l e c t t h a t he was p r e v i o u s l y sworn i n t h i s case and 

22 c o n t i n u e s under o a t h . 

23 MR. BRUCE: Mr. Examiner, p r e l i m i n a r i l y , 

24 Case 10099 was heard on September 1 7 t h b ut was 

25 c o n t i n u e d t o t h i s d o c k e t because a p u b l i c a t i o n n o t i c e 
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1 had not been c o m p l e t e d . I don ' t r e a l l y have much 

2 t e s t i m o n y from Mr. S c h u s t e r , my w i t n e s s , r e g a r d i n g 

3 Case 10099, but h e ' l l been g l a d t o answer any 

4 q u e s t i o n s you want. 

5 One problem t h a t Mr. S t o v a l l has b r o u g h t up 

6 i s t h a t t he case o r i g i n a l l y sought a w e l l l o c a t i o n 934 

7 f e e t from the s o u t h l i n e and 1975 f e e t from t h e west 

8 l i n e . At the l a s t h e a r i n g my c l i e n t wanted t o change 

9 t h e 9 3 4 - f o o t f i g u r e t o , I b e l i e v e i t was, 400 f e e t or 

10 something l i k e t h a t . 

11 MR. STOVALL: 450. 

12 MR. BRUCE: 450 f e e t from t h e s o u t h l i n e . 

13 The 1975 f i g u r e remained t h e same. U n f o r t u n a t e l y , 

14 t h e y were s u b s e q u e n t l y t o l d and I found out l a t e l a s t 

15 week t h a t t he BLM, because of c e r t a i n t i m e c o n s t r a i n t s 

16 i n c o n n e c t i o n w i t h t h e San Y s i d r o Shallow U n i t , would 

17 not a l l o w them t o change t h a t t o r e p e r m i t t h e w e l l , 

18 and t h e r e f o r e t h e A p p l i c a n t i s back a t t h e o r i g i n a l 

19 w e l l l o c a t i o n w hich t h e y have t o commence, I b e l i e v e , 

20 by October 1 5 t h . They d i d g e t an e x t e n s i o n on t h a t . 

21 Mr. Schuster can t e s t i f y t h e y do have 

22 p r o b l e m s , w e l l , not a p r o b l e m , b u t th e y ' v e c o n t r a c t e d 

23 f o r a r i g and t h e y would hope t o s t a r t soon. That i s 

24 t h e problem w i t h t h e case as i t s i t s . We're n o t sure 

25 how th e case was a d v e r t i s e d a t t h i s p o i n t . 
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1 MR. STOVALL: To summarize t h e a d v e r t i z i n g 

2 d i f f i c u l t y , I b e l i e v e t h e o r i g i n a l p r o b l e m w i t h t h e 

3 case i s t h a t i t d i d n ' t g e t i n t h e paper i n Sandova l 

4 C o u n t y . 

5 MR. BRUCE: That's c o r r e c t . 

6 MR. STOVALL: At t h e l a s t h e a r i n g t h e 

7 change of l o c a t i o n was r e q u e s t e d , and i t was i n d i c a t e d 

8 t h e y would r e a d v e r t i s e i t w i t h t h e 4 5 0 - f o o t l o c a t i o n . 

9 That a d v e r t i s e m e n t has gone out f o r t h e 

10 October 17th d o c k e t . The q u e s t i o n we have i s whether 

11 or not the 9 3 4 - f o o t l o c a t i o n was ever a d v e r t i s e d . So 

12 we need t o r e s e a r c h t h a t and d e t e r m i n e whether we can 

13 t a k e i t under advisement i n t h i s h e a r i n g . 

14 I t r i e d t o l o c a t e t h a t y e s t e r d a y t o 

15 d e t e r m i n e i f we ever g ot t h e 934 i n t h e paper . W e ' l l 

16 a t t e m p t t o make t h a t d e t e r m i n a t i o n and g e t an answer 

17 f o r you, and we can proceed .at t h i s p o i n t w i t h 

18 whatever i t i s you want t o add t o t h e case, and w e ' l l 

19 f i g u r e out what t o do from t h e r e . 

20 MR. BRUCE: Okay. 

21 RICHARD STEPHEN SHUSTER P.E. 

22 The 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 p r e v i o u s l y d u l y 

23 sworn upon h i s o a t h , was examined and t e s t i f i e d 

24 f u r t h e r as f o l l o w s : 

25 
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1 FURTHER EXAMINATION 

2 BY MR. BRUCE: 

3 Q. J u s t f o r t h e r e c o r d , would you p l e a s e 

4 r e s t a t e your name and c i t y of r e s i d e n c e ? 

5 A. My name i s R i c h a r d S h u s t e r , and I r e s i d e a t 

6 24 F l o r a Way, Golden, C o l o r a d o . 

7 Q. The r e c o r d , as n o t e d , r e f l e c t e d t h a t you 

8 were p r e v i o u s l y sworn i n . Are you f a m i l i a r w i t h t h e 

9 e n g i n e e r i n g m a t t e r s r e l a t e d i n t h e s e two cases? 

10 A. Y e s , I am. 

11 Q. Now, j u s t b r i e f l y i n Case 10099, you 

12 t e s t i f i e d r e g a r d i n g t h e d r i l l i n g of t h e u n i t ' s i n i t i a l 

13 h o r i z o n t a l w e l l i n S e c t i o n 1 1 , i s t h a t c o r r e c t ? 

14 A. Y e s , s i r . 

15 Q. Once aga i n f o r t h e r e c o r d , would you j u s t 

16 b r i e f l y d e s c r i b e how th e w e l l w i l l be d r i l l e d ? 

17 A. The w e l l ' s c u r r e n t s u r f a c e l o c a t i o n i s 934 

18 from t h e s o u t h l i n e , 1975 f e e t from t h e west l i n e , 

19 S e c t i o n 1 1 , 20 N o r t h , 3 West. 

20 We're p l a n n i n g t o d r i l l t h e w e l l v e r t i c a l l y 

21 t o a dep t h of a p p r o x i m a t e l y 3500 f e e t . At t h a t p o i n t 

22 i t w i l l k i c k o f f i n a n o r t h / n o r t h w e s t e r l y d i r e c t i o n , 

23 about 15 degrees a z i m u t h , and b u i l d a t 12, 13 degrees 

24 per 100 f e e t t o an angle of about 80 d e g r e e s , t h e 

25 angle a t which we w i l l p e n e t r a t e t h e Mancos 
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1 f o r m a t i o n . 

2 Our h o r i z o n t a l or almost h o r i z o n t a l p o r t i o n 

3 of the w e l l b o r e , r i g h t now i t ' s scheduled a t about 

4 2000 i n l e n g t h , based on where we are w i t h t h e 

5 b o t t o m - h o l e l o c a t i o n . I t c o u l d be l e s s , i t c o u l d be 

6 a l i t t l e b i t more, but r i g h t now our e s t i m a t e i s i t 

7 w i l l be about 2000 f o o t i n l e n g t h . 

8 Q. I f p e r m i t t e d t o do so by t h e OCD, what i s 

9 t h e schedule d a t e f o r commencing t h i s i n i t i a l w e l l ? 

10 A. The r i g i s m o b i l i z i n g now and w i l l be 

11 a v a i l a b l e t o spud on a S a t u r d a y , maybe F r i d a y 

12 a f t e rnoon . 

13 Q. Now, r e g a r d i n g Case 10100 t o a c e r t a i n 

14 e x t e n t , are t h e r e p l a n s t o d r i l l a second u n i t w e l l 

15 t h i s year? 

16 A. Yes. And i f t h e w e l l s are s u c c e s s f u l , we 

17 w i l l c o n t i n u e t h e d r i l l i n g program. 

18 Q. And as c u r r e n t l y e n v i s i o n e d , you would l i k e 

19 t o commence the second w e l l as soon as p o s s i b l e a f t e r 

20 t h e f i r s t w e l l i s c o m p l e t e d , i s t h a t c o r r e c t ? 

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

22 Q. What i s t h e reason f o r t h a t ? 

23 A. One of t h e l a r g e s t reasons i s r i g 

24 a v a i l a b i l i t y . W i t h t h e p r i c e as h i g h as i t i s , many 

25 people are t r y i n g t o get t h e i r w e l l s d r i l l e d and take 
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1 advantage of high p r i c e s and f l u s h p r o d u c t i o n . So r i g 

2 a v a i l a b i l i t y , not j u s t i n t h i s area but everywhere, i s 

3 a r e a l problem i n d r i l l i n g programs. 

4 Q. Are there any a d d i t i o n a l w e l l s c u r r e n t l y 

5 p e r m i t t e d by the BLM? 

6 A. Yes. We have three w e l l s being d r i l l e d , 

7 Section 6, 20 North, 2 West; Sections 12 and 13, 20 

8 North, 3 West. 

9 Q. Regarding subsequent w e l l s w i t h i n the u n i t , 

10 might some of them be d r i l l e d at nonstandard surface 

11 l o c a t i o n s ? 

12 A. On the s u r f a c e , yes, based on our geologic 

13 i n t e r p r e t a t i o n . O c c a s i o n a l l y we w i l l need t o move one 

14 way or the other outside the standard l o c a t i o n i n 

15 order t o penet r a t e the Mancos f o r m a t i o n at an optimum 

16 p o i n t i n the r e s e r v o i r as perceived by our g e o l o g i s t . 

17 Although the surface l o c a t i o n might not be standard, 

18 the bottom-hole l o c a t i o n w i l l conform w i t h the 660 

19 setbacks as s p e c i f i e d , and t h a t w i l l be monitored very 

20 c l o s e l y . 

21 Q. Now, regarding these t h r e e w e l l s you 

22 mentioned, I r e f e r you to E x h i b i t A and would you 

23 describe t h a t e x h i b i t f o r the Examiner? 

24 A. E x h i b i t A i s e s s e n t i a l l y the same e x h i b i t 

25 as we presented l a s t time f o r the w e l l i n Section 11. 
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1 These are the t h r e e w e l l s , S e c t i o n 6, 12 and 13, and 

2 t h e y are v i r t u a l l y t h e same. 

3 Our g o a l i s t o d r i l l v e r t i c a l l y t o 

4 a p p r o x i m a t e l y 400 above th e t o p of t h e Mancos and t h e n 

5 s t a r t our d i r e c t i o n a l a c t i v i t i e s . I n each case, based 

6 on th e g e o l o g i c a l i n t e r p r e t a t i o n , t h e d i r e c t i o n i s 

7 a p p r o x i m a t e l y 15 degrees n o r t h / n o r t h w e s t t o e n c o u n t e r 

8 t h e optimum f r a c t u r e . A l l t h r e e w e l l s v i r t u a l l y have 

9 t h e same d e s i g n . The f o r m a t i o n a c r o s s t h e area we're 

10 d r i l l i n g i s v i r t u a l l y t h e same, and we see no reason 

11 t o change our d e s i g n a t t h i s p o i n t . 

12 MR. STOVALL: Mr. Bruce, may I i n t e r r u p t 

13 f o r j u s t a second here on a p r o c e d u r a l q u e s t i o n ? 

14 MR. BRUCE: Sure. 

15 MR. STOVALL: The evidence t h a t he's 

16 p r e s e n t i n g r i g h t now, i s t h a t i n 10099 or 10100? 

17 MR. BRUCE: L e t me e x p l a i n , i f I c o u l d make 

18 a b r i e f s t a t e m e n t . T h i s has more t o do w i t h 10100. 

19 These w e l l s t h a t Mr. Shuster i s r e f e r r i n g t o a r e n ' t 

20 o f f i c i a l l y p a r t of t h e a p p l i c a t i o n f o r 10100. We're 

21 j u s t showing what we would l i k e t o do. 

22 I t h i n k a t t h e l a s t h e a r i n g we p u t on 

23 evidence w i t h t h e landman, Mr. Ambler, p l u s Mr. 

24 Shuster whereby we s a i d we would l i k e t o get an 

25 a d m i n i s t r a t i v e p r o c e d u r e i n p l a c e f o r f u t u r e 
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1 h o r i z o n t a l w e l l s , and we're j u s t p r e s e n t i n g t h i s as 

2 p a r t of the i n f o r m a t i o n on what we p l a n t o do i n t h e 

3 f u t u r e . And, i f p o s s i b l e , we would l i k e t o 

4 s u b s e q u e n t l y a p p l y a d m i n i s t r a t i v e i y f o r a p p r o v a l of 

5 these h o r i z o n t a l w e l l s . 

6 MR. STOVALL: I f I'm not m i s t a k e n , I saw i n 

7 t h e a d v e r t i s i n g t h a t went out f o r t h e October 1 7 t h 

8 d o c k e t , a d d i t i o n a l a p p l i c a t i o n s f o r Samuel Gary, i s 

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

10 MR. BRUCE: That i s c o r r e c t . I put t h o s e 

11 on t h e d o c k e t , Mr. S t o v a l l , j u s t i n case we d i d n ' t g e t 

12 t h e a d m i n i s t r a t i v e a p p r o v a l we were s e e k i n g , and I'm 

13 t r y i n g t o make sure we get a p p r o v a l f o r a subsequent 

14 w e l l i n a t i m e l y f a s h i o n . 

15 MR. STOVALL: Okay. My reason f o r 

16 e x p r e s s i n g c o n c e r n , you're o p e r a t i n g i n t i g h t t i m e 

17 f r a m e s , and I want t o keep i t as simple as p o s s i b l e 

18 f o r t h e Examiners. You have two Examiners on t h i s 

19 case a l r e a d y , and you want an o r d e r out p o s s i b l y 

20 b e f o r e we can t a k e t h e case under a d v i s e m e n t . 

21 MR. BRUCE: For 10099. 

22 MR. STOVALL: Okay. You're s a y i n g t h a t i s 

23 j u s t s i m p l y t h e s i n g l e w e l l b o r e ? 

24 MR. BRUCE: Tha t ' s t h e s i n g l e w e l l , 10099. 

25 MR. STOVALL: And as f a r as you ' r e 
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1 concerned now— 

2 MR. BRUCE: I t h i n k w e ' r e okay on t h e 

3 a d v e r t i s e m e n t f o r Case 10100. 

4 MR. STOVALL: As f a r as t e s t i m o n y i n 10099 

5 w i t h r e s p e c t t o j u s t i f i c a t i o n f o r t h a t w e l l b o r e - -

6 MR. BRUCE: That was e s s e n t i a l l y p r e s e n t e d 

7 at th e l a s t h e a r i n g and i t ' s c o m p l e t e d . 

8 MR. STOVALL: Okay. I ' l l l e t you go ahead, 

9 t h e n . I ' l l have some a d d i t i o n a l q u e s t i o n s as t h e y 

10 come t o mind h e r e , but I wanted t o know where you were 

11 g o i n g w i t h i t . 

12 MR. BRUCE: T h i s i s p r e s e n t e d more f o r 

13 i n f o r m a t i o n purposes on t h e s e t h r e e w e l l s , j u s t on 

14 f u t u r e p l a n s by t h e operator.. 

15 Q. (BY MR. BRUCE) Of t h e w e l l s t h a t a r e 

16 p e r m i t t e d , and even any f u t u r e w e l l s i n t h e u n i t , Mr. 

17 S h u s t e r , do t h e d r i l l i n g p r o c e d u r e s c o n f o r m t o 

18 c o n v e n t i o n a l h o r i z o n t a l p r o c e d u r e s ? 

19 A. Yes, t h e y do. As I s t a t e d l a s t t i m e , we're 

20 n ot goi n g t o r e i n v e n t t h e wheel as we d r i l l t h e s e . We 

21 have e x p e r i e n c e d d i r e c t i o n a l people on l o c a t i o n t o 

22 make sure t h a t t he w e l l s are done a c c o r d i n g t o our 

2 3 p l a n s . 

24 Q. You w i l l comply w i t h any D i v i s i o n 

25 r e q u i r e m e n t s t h a t w i l l ensure t h e l o c a t i o n of t h e 
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1 wellbore? 

2 A. Yes. Our plans are 3 0 - f o o t measurements, 

3 d i r e c t i o n a l surveys. I f we f i n d we're moving i n a 

4 d i r e c t i o n t h a t could put us close t o a lease l i n e , 

5 there w i l l be measurements taken more o f t e n than 30 

6 f e e t to ensure we know where our bottom-hole l o c a t i o n 

7 i s at a l 1 times. 

8 Q. Now, the A p p l i c a n t has requested several 

9 items. F i r s t , permission t o ded i c a t e up t o two 

10 320-acre u n i t s t o one w e l l . What i s the reason f o r 

11 t h i s ? 

12 A. As Mr. Ambler discussed at the l a s t 

13 h e a r i n g , i t ' s needed because of u n i t i z a t i o n . There's 

14 no need t o worry about i m p a i r i n g c o r r e l a t i v e r i g h t s . 

15 The u n i t a l l ows us t o t r e a t the 18,000 acres as one 

16 t r a c t . 

17 I n a d d i t i o n , the h o r i z o n t a l w e l l s r e q u i r e 

18 change from standard r u l e s t o permit the w e l l s t o be 

19 d r i l l e d i n a proper manner. As a r e s u l t , s p e c i a l 

20 r u l e s regarding spacing u n i t size and setback l i m i t s , 

21 give the needed f l e x i b i l i t y t o p r o p e r l y develop the 

2 2 u n i t . 

23 Q. And besides the 320-acre u n i t s , you also 

24 r e q u i r e t h a t a w e l l be considered orthodox as long as 

25 i t ' s no clos e r than 660 f e e t t o the outer boundary of 
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1 the u n i t , i s t h a t c o r r e c t ? 

2 A. R i g h t . 

3 Q. Now, why was th e Mancos f o r m a t i o n chosen 

4 f o r t h e h o r i z o n t a l d r i l l i n g program? 

5 A. The Mancos f o r m a t i o n has two v e r y n i c e 

6 a t t r i b u t e s f o r h o r i z o n t a l d r i l l i n g . One, i t ' s a v e r y 

7 t h i c k s t a n d or v e r y t h i c k zone, 4- t o 600 f e e t . I t 

8 a l s o has a h i g h - d e g r e e f r a c t u r i n g w h i c h , i n r e v i e w i n g 

9 p r o d u c t i o n i n th e a r e a , i t ' s v e r y e v i d e n t t h a t some 

10 w e l l s w i t h a v e r y n i c e f r a c t u r e system w i l l produce 

11 100-, 200,000 b a r r e l s . Those w e l l s t h a t do not have a 

12 developed f r a c t u r e system or m a t r i x p o r o s i t y i n t h e 

13 area may be 4- t o 5,000 b a r r e l s and a s m a l l amount of 

14 gas. 

15 By d r i l l i n g h o r i z o n t a l l y , we can i n t e r s e c t 

16 more of the Mancos r e s e r v o i r , d r a i n more f r a c t u r e s , 

17 and p o t e n t i a l l y e n c o u n t e r more of th e m a t r i x p o r o s i t y 

18 zones t h a t appear here and t h e r e w i t h i n t h e Mancos. 

19 Q. Now, you touched on i t a t t h e l a s t h e a r i n g 

20 but why does t h e o p e r a t o r r e q u e s t an u n r e s t r i c t e d 

21 a l l o w a b l e w h i l e c o m p l e t i n g t h e w e l l s ? 

22 A. I n a new p r o j e c t l i k e t h i s , we need t o f i n d 

23 out what the w e l l s w i l l do on a h o r i z o n t a l b a s i s . As 

24 s t a t e d i t ' s a p i l o t p r o j e c t , and we need t o ge t as 

25 much d a t a as we c o u l d . As I asked Mr. Bruce, t h r e e or 
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1 f o u r years would be n i c e t o get t h e d a t a an e n g i n e e r 

2 would need t o e v a l u a t e i t , but we're a s k i n g f o r as 

3 much t i m e as we can get t o f u l l y e v a l u a t e t h e 

4 p o t e n t i a l of the Mancos i n a h o r i z o n t a l s e t t i n g . 

5 Q. Regarding an a d m i n i s t r a t i v e p r o c e d u r e t o 

6 o b t a i n a p p r o v a l f o r a d d i t i o n a l h o r i z o n t a l w e l l s , what 

7 i s t h e main purpose of t h i s r e q u e s t ? 

8 A. Rig a v a i l a b i l i t y has t o be at t h e t o p . I f 

9 we l o s e a r i g , t h e r e ' s no t e l l i n g when we can g e t i t 

10 back i n t o d a y ' s m a r k e t . Since we have no c o r r e l a t i v e 

11 r i g h t s t o wo r r y a b o u t , we're i n r e a l good shape w i t h 

12 t h a t t y p e of a s i t u a t i o n . 

13 Q. Okay. And do w e l l economics and t o o l 

14 a v a i l a b i l i t y a l s o count? 

15 A. Yes, t h e h o r i z o n t a l p l a y s , as I'm sure 

16 you're h e a r i n g more o f , are becoming more and more a 

17 t h i n g t o do. There are so many t o o l s a v a i l a b l e f o r 

18 h o r i z o n t a l d r i l l i n g purposes or even d i r e c t i o n a l 

19 p u r p o s e s , and j u s t the p h y s i c a l a v a i l a b i l i t y of t h e 

20 t o o l s t o do t h e j o b r i g h t i s a s e r i o u s c o n c e r n of 

21 o u r s . And by c o n t i n u i n g t h e d r i l l i n g p rogram, i t w i l l 

22 ensure t h a t we keep t h e t o o l s on l o c a t i o n where we 

23 have c o n t r o l over where t h e y ' r e g o i n g . 

24 Q. For t h i s reason you would r e q u e s t e x p e d i t e d 

25 a p p r o v a l of the a d m i n i s t r a t i v e p r o c e d u r e , i s t h a t 
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1 c o r r e c t ? 

2 A. Yes, we would. 

3 Q. Now, there are c u r r e n t l y a number of 

4 v e r t i c a l w e l l s , normal v e r t i c a l w e l l s w i t h i n the u n i t 

5 completed i n the Mancos f o r m a t i o n , are t h e r e not? 

6 A. Yes, t h e r e are. 

7 Q. What are the A p p l i c a n t ' s plans f o r these 

8 wells? 

9 A. C u r r e n t l y there's 13 w e l l s on p r o d u c t i o n i n 

10 t h i s u n i t . Our plans are to l e t them produce as we 

11 continue t h i s d r i l l i n g program. We would request 

12 permission t o simul t a n e o u s l y dedicate the w e l l s t o the 

13 u n i t s . None of the w e l l s t h a t we're d r i l l i n g i n t o are 

14 p r o l i f i c producers and, based on another case, the gas 

15 r e i n j e c t i o n plan t h a t we w i l l be t a l k i n g on 

16 e v e n t u a l l y , we would l i k e to keep the w e l l b o r e s 

17 a v a i l a b l e f o r d i s p o s a l of the gas t h a t w i l l be 

18 produced i n the h o r i z o n t a l w e l l s . 

19 Q. Now, as t o the w e l l s , the simultaneous 

20 d e d i c a t i o n , would the operator shut i n one of the two 

21 w e l l s on a u n i t u n t i l simultaneous d e d i c a t i o n approval 

22 i s obtained? 

23 A. Yes, we would. 

24 Q. Now you mentioned the gas i n j e c t i o n . 

25 MR. BRUCE: We weren't planning t o go i n t o 
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1 t h a t much, but i f I c o u l d f i r s t , Mr. Examiner, t h i s 

2 case o r i g i n a l l y e n v i s i o n e d , 10100, a gas r e i n j e c t i o n 

3 p r o j e c t . I n my p r e h e a r i n g s t a t e m e n t I req u e s t e d t h a t 

4 t h a t p o r t i o n of t h e case be d i s m i s s e d . The reason f o r 

5 t h a t i s we would l i k e as prompt a p p r o v a l of t h e 

6 s p e c i a l o p e r a t i n g r u l e s as p o s s i b l e , and prompt 

7 c o n s i d e r a t i o n of those r u l e s . 

8 Q. Now, Mr. S h u s t e r , t h e o p e r a t o r does p l a n on 

9 p u r s u i n g t h e gas r e i n j e c t i o n p r o j e c t , does i t not? 

10 A. Y e s , i t does. 

11 Q. And you are p r e p a r i n g t h e a p p r o p r i a t e forms 

12 f o r s u b m i s s i o n t o t h e OCD? 

13 A. R i g h t . The forms are b e i n g p r e p a r e d . We 

14 are t r y i n g t o a r r a n g e a t i m e where we can have t h e 

15 s t a t e r e p r e s e n t a t i v e out on th e w e l l f o r t h e 

16 i n j e c t i v i t y t e s t t o be completed and s u b m i t t e d w i t h 

17 t h e f o r m . 

18 Q. I n your o p i n i o n , are th e g r a n t i n g of t h e s e 

19 a p p l i c a t i o n s i n t h e i n t e r e s t s of c o n s e r v a t i o n and t h e 

20 p r e v e n t i o n of waste? 

21 A. Yes, i t i s . 

22 Q. Was E x h i b i t A pr e p a r e d by you or under your 

23 d i r e c t i o n ? 

24 A. Y e s , i t was. 

25 MR. BRUCE: Mr. Examiner, I would move t h e 
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1 a d m i s s i o n of E x h i b i t A. 

2 EXAMINER MORROW: E x h i b i t A i s a d m i t t e d . 

3 MR. BRUCE: I would a l s o l i k e t o 

4 i n c o r p o r a t e t h e la n d t e s t i m o n y from Case 10099 which 

5 was t a k e n a t the September 1 7 t h h e a r i n g i n t h i s 

6 matte r . 

7 EXAMINER MORROW: I t w i l l be done. 

8 MR. BRUCE: I have n o t h i n g f u r t h e r a t t h i s 

9 p o i n t , Mr. Examiner. B e f o r e I t u r n over t h e w i t n e s s , 

10 I would r e q u e s t p e r m i s s i o n t o submit a proposed o r d e r 

11 t o t h e Examiner w i t h i n t h e next day or two. 

12 EXAMINER MORROW: We welcome t h a t . 

13 EXAMINATION 

14 BY EXAMINER MORROW: 

15 Q. Mr. S h u s t e r , what would you c o n s i d e r 

16 development of a 640-acre u n i t ? T h i s 640 t h a t you 

17 propose t o a s s i g n t o a h o r i z o n t a l w e l l , how would you 

18 d e v e l o p t h a t 640 w i t h t h e h o r i z o n t a l w e l l ? 

19 A. B a s i c a l l y , my recommendation i s as shown i n 

20 t h e h o r i z o n t a l w e l l s . We are d r i l l i n g on a 

21 3 2 0 - s p a c i n g u n i t . At t h i s t i m e we r e a l l y d o n ' t know 

22 what a h o r i z o n t a l w e l l i n t h i s area w i l l d r a i n . We've 

23 seen what t h e v e r t i c a l w e l l s w i l l do, most of which 

24 have e n c o u n t e r e d l i m i t e d f r a c t u r e systems and p o r o s i t y 

25 systems and have not been p r o l i f i c p r o d u c e r s . There 
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1 are a few t h a t have t h e n i c e p o r o s i t y back-up t o t h e 

2 f r a c t u r e system and are w e l l i n excess of what one 

3 would c o n s i d e r a m a r g i n a l w e l l . 

4 By d r i l l i n g on 640 acres and t e s t i n g and 

5 se e i n g what the p o t e n t i a l i s , we t h e n have t h e a b i l i t y 

6 t o come back and downspace i f we need, b ut r i g h t now 

7 j u s t d r i l l i t as i f i t would be 320, e v a l u a t e t h e w e l l 

8 on a 640 or o n e - w e l 1 - p e r - s e c t i o n b a s i s . 

9 Q. What I was g e t t i n g a t i s whether or n o t you 

10 p l a n t o c o n f i g u r e t h e w e l l so t h a t p o r t i o n s of i t 

11 would be l o c a t e d i n each of t h e 320s t h a t you would 

12 a s s i g n t o i t , whether or not you can do t h a t ? 

13 A. Yes. 

14 Q. You would p l a n t o do t h a t ? 

15 MR. BRUCE: I f I c o u l d i n t e r r u p t , Mr. 

16 Examiner, some of the w e l l s may be l i k e t h a t , i s t h a t 

17 c o r r e c t ? 

18 THE WITNESS: R i g h t . 

19 MR. BRUCE: But not a l l of them? 

20 THE WITNESS: R i g h t . We're l o o k i n g more i n 

21 our development f o r e n c o u n t e r i n g t h e optimum f r a c t u r e 

22 system and, i n some cases, we w i l l - - t h e development 

23 w i l l be based and re q u e s t e d upon t h e n a t u r e of t h e 

24 f r a c t u r e system we're t a r g e t i n g . 

25 Q. (BY EXAMINER MORROW) The a d m i n i s t r a t i v e 
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1 e x c e p t i o n r u l e s t h a t y o u ' r e r e q u e s t i n g , how would you 

2 propose t h a t those be w r i t t e n ? I know y o u ' r e g o i n g t o 

3 submit a d r a f t o r d e r , but how do you e n v i s i o n t h a t 

4 those would be handled by t h e OCD? Would n o t i c e be 

5 r e q u i r e d , and--

6 A. I would l i k e t o d e f e r , i f I c o u l d , t h a t 

7 q u e s t i o n t o Mr. Bruce. 

8 EXAMINER MORROW: There a r e some 

9 a d m i n i s t r a t i v e e x c e p t i o n r u l e s i n t h e Basin F r u i t l a n d 

10 Coal F i e l d . Are you f a m i l i a r w i t h those? 

11 MR. BRUCE: I'm a f r a i d so, Mr. Examiner. 

12 EXAMINER MORROW: Would you a n t i c i p a t e 

13 something s i m i l a r t o those? 

14 MR. BRUCE: What we would l i k e , Mr. 

15 Examiner, i s a t l e a s t f o u r w e l l s on t h e i n t e r i o r of 

16 t h e u n i t where we can do i t w i t h o u t n o t i c e and 

17 h e a r i n g . I t i s a 100 - p e r c e n t committed u n i t , as Mr. 

18 Ambler has t e s t i f i e d . 

19 As t o u n i t s on t h e e x t e r i o r , as t o w e l l 

20 u n i t s on t h e e x t e r i o r of t h e San Y s i d r o Shallow U n i t , 

21 we u n d e r s t a n d and I b e l i e v e Mr. Ambler t e s t i f i e d t o 

22 t h a t e f f e c t , t h a t n o t i c e and p o s s i b l y h e a r i n g may be 

23 r e q u i r e d t o p r o t e c t any o f f s e t s o u t s i d e t h e u n i t . 

24 Q. (BY EXAMINER MORROW) Mr. S h u s t e r , do you 

25 t h i n k t h e c u r r e n t w e l l s i n t h e f i e l d are d r a i n i n g t h e 
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1 320 at t h i s t i m e ? 

2 A. No, s i r , I do not ., 

3 Q. And t h e 13 w e l l s I b e l i e v e t h a t you s a i d 

4 are p r o d u c i n g now, i s t h a t a l l t h e w e l l s t h a t t h e r e 

5 are i n t h e f i e l d , or i n t h e u n i t ? 

6 A. No. There are 13 p r o d u c i n g w e l l s and 

7 p r o b a b l y , I b e l i e v e , about 10 or 12 plugged and 

8 abandoned w e l l s . Some w e l l s d i d produce a s m a l l 

9 amount of o i l b e f o r e t h e y were p l u g g e d . 

10 Q. Does t h i s u n i t e n c l o s e a l l t h e f i e l d or are 

11 t h e r e o t h e r p o r t i o n s of t h e f i e l d t h a t a r e n ' t i n t h e 

12 u n i t ? 

13 A. I n r e v i e w i n g i t , i t encl o s e d t h e e n t i r e 

14 f i e l d . 

15 MR. BRUCE: I f I may, I t h i n k t h e p o o l i s 

16 l a r g e r t h a n t h e u n i t . 

17 MR. STOVALL: Th a t ' s c o r r e c t , and I t h i n k 

18 t h e e x h i b i t was s u b m i t t e d i n t h e p r e v i o u s h e a r i n g and 

19 i n 10099 i t shows t h a t . The u n i t , i f I u n d e r s t a n d and 

20 am not m i s t a k e n , i s f u l l y c o n t a i n e d w i t h i n t h e p o o l - -

21 MR. BRUCE: Tha t ' s c o r r e c t . 

22 MR. STOVALL: --and i t ' s n ot c o t e r m i n o u s 

23 w i t h t h e p o o l . 

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

25 EXAMINER MORROW: I t ' s your memory t h a t 
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1 t h e r e ' s a map i n t h e r e t h a t shows where t h e p o o l i s 

2 and where--

3 MR. STOVALL: Yes. I've f o r g o t t e n which 

4 e x h i b i t number i t i s , but i t was s u b m i t t e d i n Case 

5 10099, I b e l i e v e . I s t h a t not c o r r e c t , Mr. Bruce? 

6 MR. BRUCE: There i s E x h i b i t 3 i n Case 

7 10099 which o u t l i n e s t h e u n i t and which a l s o i n d i c a t e s 

8 which w e l l s are or were completed i n t h e Mancos w i t h i n 

9 t h e u n i t . And i f - - I b e l i e v e t h e s p e c i a l p o o l r u l e s 

10 were s u b m i t t e d as an e x h i b i t which g i v e t h e e x t e n t of 

11 the Rio Puerco Mancos P o o l . 

12 MR. STOVALL: I n f a c t t o summarize i t , a l l 

13 of t h e u n i t i s w i t h i n t h e p o o l b o u n d a r i e s ? There's no 

14 p a r t of a u n i t t h a t goes o u t s i d e t h e - -

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

16 MR. STOVALL: We're t a l k i n g about a 

17 s u b d i v i s i o n b a s i c a l l y w i t h i n i t . 

18 EXAMINER MORROW: So t h e r u l e changes t h a t 

19 you've proposed, would t h e y a p p l y t o t h e e n t i r e f i e l d 

20 or o n l y t o t h i s p o r t i o n of t h e f i e l d ? 

21 THE WITNESS: The e n t i r e f i e l d ? I'm a 

22 l i t t l e c onfused as t o e x a c t l y what-- The l a n d 

23 p o r t i o n s , t h e l a n d - -

24 MR. BRUCE: W e l l , we would o n l y have i t 

25 a p p l y t o t h e u n i t . 
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1 EXAMINER MORROW: And how long do you t h i n k 

2 t h e u n r e s t r i c t e d a l l o w a b l e would be needed? You s a i d 

3 as l o n g as p o s s i b l e , but how long i s t h a t ? 

4 THE WITNESS: 60 days, I t h i n k . I t h i n k we 

5 can get a v e r y good answer i n 60 days t o w a r d s t h e 

6 development f o r f u t u r e d r i l l i n g . 

7 MR. STOVALL: A f o l l o w - u p q u e s t i o n on t h a t . 

8 EXAMINATION 

9 BY MR. STOVALL: 

10 Q. Based on t h e p r o d u c i n g h i s t o r y of w e l l s i n 

11 t h a t p o o l , do you t h i n k you can produce over and above 

12 a 320 dep t h b r a c k e t a l l o w a b l e w i t h a h o r i z o n t a l w e l l ? 

13 A. W e ' l l be e n c o u n t e r i n g so much more zone and 

14 t h e p o t e n t i a l f o r a d d i t i o n a l f r a c t u r e systems and 

15 m a t r i x p o r o s i t y d e v elopment, I t h i n k t h e chance 

16 d e f i n i t e l y does e x i s t . 

17 Q. I n o t h e r words, y o u ' r e an o p t i m i s t , r i g h t ? 

18 A. W e l l , yeah. An e n g i n e e r i n g o p t i m i s t i s 

19 k i n d of an oxymoron. B u t , no, i n r e v i e w i n g t h i s 

20 h o r i z o n t a l p l a y w i t h t h e A u s t i n Chalk i n Texas or t h e 

21 N i o b r a r a p l a y i n S o u t h e a s t e r n Wyoming, or t h e Bakken 

22 p l a y i n t h e N o r t h Dakota a r e a , t h i s p l a y i s p r o b a b l y 

23 one of th e b e t t e r ones t h a t i s a v a i l a b l e - - t h i s 

24 s p e c i f i c p o o l . There are o t h e r Mancos/Gallup areas 

25 t h a t p eople are t r y i n g t h i s i n . 
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1 We've got t h e f o r m a t i o n , we've got t h e 

2 p r e s s u r e , we've got th e p r o d u c t i v e c a p a b i l i t y , and by 

3 d r i l l i n g h o r i z o n t a l l y we can b a s i c a l l y - - i f y o u ' l l 

4 stack a cou p l e of r e s e r v o i r s on t o p of each o t h e r , by 

5 c u t t i n g an a d d i t i o n a l hypotenuse of a t r i a n g l e amount 

6 of a s e c t i o n and l o o k i n g a t how t h e o t h e r h o r i z o n t a l 

7 p l a y s have compared w i t h t h e v e r t i c a l w e l l and t h e 

8 h o r i z o n t a l w e l l , yes, I t h i n k t h e r e i s a chance t h a t 

9 we can s u b s t a n t i a l l y i n c r e a s e our p r o d u c t i v e capable 

10 of a s i n g l e w e l l b o r e . 

11 EXAMINER MORROW: Do you know i f gas i s 

12 b e i n g s o l d from or would b e - - w e l l , y o u ' r e g o i n g t o 

13 r e i n j e c t i t . S c r a t c h t h a t q u e s t i o n . 

14 THE WITNESS: I n answer t o your "almost 

15 q u e s t i o n , " t h e r e i s no gas market out here so 

16 t h e r e f o r e w e l l be r e i n j e c t i n g i t . 

17 EXAMINER MORROW: Mike, do you have some 

18 q u e s t i o n s ? You r a s s l e d w i t h t h i s e a r l i e r . 

19 MR. STOGNER: Yes. 

20 EXAMINATION 

21 BY MR. STOGNER: 

22 Q. Who w i l l be t h e u n i t o p e r a t o r ? 

23 A. Sam Gary, J r . & A s s o c i a t e s , w i l l be t h e 

24 o p e r a t o r of r e c o r d . 

25 Q. Are t h e r e some p r e s e n t w e l l s o p e r a t i n g out 
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1 there at t h i s time i n the u n i t area? 

2 A. Yes, ther e are . 

3 Q. Who are they operated by? 

4 A. I be l i e v e the o f f i c i a l name i s Gary 

5 Williams O i l Producer, and the y ' r e the same company. 

6 I'm not sure e x a c t l y how the name changes come through 

7 on the forms. 

8 Q. Then how w i l l the forms been submitted? 

9 Under Samuel Gary or the Gary Williams Company? 

10 A. Most l i k e l y - - i t w i l l be Sam Gary, J r . & 

11 Assoc i a t e s . 

12 Q. Those present w e l l s w i l l be changed at some 

13 l a t e r date? 

14 A. Right. 

15 Q. I b e l i e v e there i s a s t i p u l a t i o n , i s i t 

16 Rule 2 or Rule 4 t h a t r e q u i r e only one w e l l per 

17 p r o r a t i o n u n i t ? Would some of these e x i s t i n g w e l l s be 

18 w i t h i n a p r o r a t i o n u n i t t h a t covers a h o r i z o n t a l w e l l , 

19 and, i f so, w i l l these v e r t i c a l w e l l s be plugged back? 

20 t e m p o r a r i l y abandoned? How do you propose t o meet 

21 t h a t s p e c i a l s t i p u l a t i o n i n the s p e c i a l rules? 

22 A. Most l i k e l y the w e l l s w i l l be plugged 

23 unless we f e e l the we l l b o r e w i l l be re q u i r e d f o r a gas 

24 i n j e c t i o n program t h a t w i l l be i n place here. 

25 Q. So, as f a r as two producing w e l l s , you do 
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1 not a n t i c i p a t e any of t h a t b e i n g t h e case? 

2 A. No, s i r . 

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

4 FURTHER EXAMINATION 

5 BY MR. STOVALL: 

6 Q. Let me go back and f o l l o w up a l i t t l e b i t 

7 w i t h what Mike was a s k i n g . 

8 The e x i s t i n g v e r t i c a l w e l l s i n t h e p o o l , 

9 w i l l t h e y be u n i t w e l l s or w i l l t h e y c o n t i n u e t o be 

10 o p e r a t e d on t h e - -

11 A. The u n i t w e l l s , t h e way t h e u n i t i s s e t up 

12 i s based on h o r i z o n t a l c o m p l e t i o n s so, no, t h e y w i l l 

13 not be u n i t w e l l s . 

14 Q. I f t h e y c o n t i n u e t o p r o d u c e , t h e n , i t w i l l 

15 be on a t r a c t p r o r a t i o n u n i t b a s i s ? 

16 A. R i g h t . 

17 0. I f I remember from t h e l a s t h e a r i n g on t h e 

18 h o r i z o n t a l , a t l e a s t t he i n i t i a l h o r i z o n t a l w e l l t h a t 

19 you're p r o p o s i n g , you are p r o p o s i n g a 640-acre 

20 d r i l l b o r e , i s t h a t c o r r e c t ? P a r t i c i p a t i n g area? 

21 Maybe w e ' l l c a l l i t t h a t . The c o s t w i l l be borne by 

22 t h e 640 a c r e s , and p r o d u c t i o n w i l l be a l l o c a t e d i n t h e 

23 same manner? 

24 A. I b e l i e v e t h a t was t h e t e s t i m o n y Mr. Ambler 

2 5 had g i v e n . 
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1 Q. I'm not sure I'm e n t i r e l y c l e a r what you're 

2 l o o k i n g f o r as f a r as a d d i t i o n a l w e l l s . What type of 

3 d r i l l i n g blocks? I assume no less than 320? 

4 A. Right. 

5 Q. Are you seeking the a b i l i t y t o make them 

6 l a r g e r i f you determine t h a t ' s necessary? 

7 A. Yes, s i r . I apologize f o r having t o defer 

8 so many of the land-type questions on the a l l o w a b l e s 

9 t o Mr. Bruce, b u t - -

10 Q. I understand, and I guess I'm sorry Mr. 

11 Ambler i s not here, perhaps, t o answer some of these 

12 q u e s t i o n s . Let me e x p l a i n . The concern we've g o t , i f 

13 you 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 a 320-acre standard 

14 p r o r a t i o n u n i t , yet under the sense of the u n i t 

15 operations you've created a 640-acre i n t r a s h a r i n g 

16 u n i t , so t o speak, there i s the concern about the 

17 waste issue t h a t the o i l u n d e r l y i n g the a d d i t i o n a l 320 

18 acres may not get produced. What would be your 

19 i n i t i a l response to t h a t ? 

20 A. I t h i n k at t h a t p o i n t i n time we could come 

21 back and request permission t o d r i l l t h a t second w e l l 

22 to recover the reserves t h a t would be l o s t by the 

23 s i n g l e w e l l b o r e . 

24 Just on a t e c h n i c a l basis I don't know what 

25 the f i l i n g requirements are f o r spacing changes, but 
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1 at th e p o i n t i n t i m e where we have t h e s u b s t a n t i a l or 

2 enough h i s t o r y t o d e t e r m i n e the u l t i m a t e r e c o v e r y of 

3 t h e f i r s t w e l l b o r e , we can t h e n d e t e r m i n e t h e amount 

4 of a s e c t i o n i t w i l l d r a i n , and we can see what t y p e 

5 of a l o s s we w i l l be l o o k i n g a t , i f any, on t h e 

6 r e m a i n i n g 320 a c r e s . Now, t h a t ' s j u s t a t e c h n i c a l 

7 i s s u e t h a t has n o t h i n g r e l a t i v e t o what t h e o r d e r s f o r 

8 s p a c i n g u n i t s would say. 

9 Q. What I'm coming t o , f o r example, i n t h i s 

10 f i r s t w e l l I assume you have p e r m i t t e d i t w i t h t h e 

11 BLM, i s t h a t c o r r e c t ? 

12 A. Y e s , s i r . 

13 Q. And on t h e acreage d e d i c a t i o n p l a t , what 

14 d i d you show as t h e acreage d e d i c a t i o n on t h a t w e l l ? 

15 A. I would have t o d e f e r t h a t t o Mr. Bruce. 

16 MR. STOVALL: Do you have t h a t a v a i l a b l e ? 

17 MR. BRUCE: We w i l l get t h a t f o r you. 

18 Q. Where I'm coming f r o m , you have a c e r t a i n 

19 advantage i n u n i t o p e r a t i o n s as you have some 

20 f l e x i b i l i t y because of th e c r e a t i o n of p a r t i c i p a t i n g 

21 areas you can ensure t h e p r o t e c t i o n of c o r r e l a t i v e 

22 r i g h t s a c r o s s a wide area by c r e a t i n g t h e s e 

23 p a r t i c i p a t i n g areas and s h a r i n g , so t h e c o r r e l a t i v e 

24 r i g h t s i s s u e i s m i n i m i z e d . 

25 I c o u l d see, f o r example, t h a t you c o u l d 
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1 dedicate i n the p r o r a t i o n - u n i t sense, a p r o r a t i o n u n i t 

2 being t h a t t r a c t of land from which the o i l i s being 

3 produced and t o which p r o d u c t i o n l i m i t a t i o n s apply and 

4 have a d i f f e r e n t p a r t i c i p a t i o n i n i t , which i n some 

5 ways occurs i n a l o t of u n i t s . I s t h a t what you would 

6 a n t i c i p a t e might happen? 

7 A. I t sounds l i k e a l o g i c a l s o l u t i o n t o what 

8 we're l o o k i n g a t . 

9 Q. I'm s o r t of o f f e r i n g i t as an a l t e r n a t i v e , 

10 more i n terms of t r y i n g t o get an e x p l a n a t i o n . 

11 A. Rig h t . 

12 Q. Let's get simpler now. 

13 A. Please . 

14 Q. I'm making my common mistake of g e t t i n g too 

15 f a r i n t o t h i s . I n terms of e s t a b l i s h i n g 

16 a d m i n i s t r a t i v e process f o r the approval of w e l l s , what 

17 would be your response to a process t h a t would provide 

18 f o r an a d m i n i s t r a t i v e approval of a w e l l which was 

19 d r i l l e d e n t i r e l y w i t h i n a l e g a l d r i l l i n g window, based 

20 on--is t h i s a 660 setback i n t h i s pool? 

21 MR. BRUCE: Yes, i t i s . The c u r r e n t pool 

22 r u l e s provide f o r a 660 setback. 

23 Q. --which was the surface l o c a t i o n and of the 

24 h o r i z o n t a l w e l l a l l w i t h i n t h a t 660 window. Is t h a t 

25 acceptable or do you need more f l e x i b i l i t y than t h a t , 
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1 or are you ab l e t o address t h e i s s u e ? 

2 MR. BRUCE: I t h i n k , i f I may j u s t be 

3 a l l o w e d t o speak, I t h i n k t h a t ' s a c c e p t a b l e . The o n l y 

4 t h i n g t h a t I might p o i n t out i s t h a t some of th e s e 

5 w e l l s , and I t h i n k t h i s i s what Mr. Morrow was g e t t i n g 

6 a t , i s t h a t some of these w e l l s may s t a r t o f f i n 

7 o n e - h a l f s e c t i o n and d r i p n o r t h / n o r t h w e s t i n t o a n o t h e r 

8 s e c t i o n . So i f you're s a y i n g o n l y a d m i n i s t r a t i v e 

9 a p p r o v a l f o r a 320-acre u n i t , we would l i k e t o make i t 

10 as broad as p o s s i b l e . 

11 EXAMINER MORROW: I b e l i e v e you re q u e s t e d a 

12 change t o 640, so your q u e s t i o n p r o b a b l y a p p l i e s t o 

13 6 4 0 , 1 b e l i e v e ? 

14 MR. STOVALL: W e l l , I guess t h a t ' s what I'm 

15 t r y i n g t o ask. I'm t r y i n g t o f o r m u l a t e e x a c t l y what 

16 i t i s you're r e q u e s t i n g i n terms of t h e a b i l i t y t o 

17 a d m i n i s t r a t i v e l y approve i t . 

18 MR. BRUCE: W e l l , I t h i n k t h e f o r m a t i o n or 

19 t h e a p p l i c a t i o n s a i d 320 or 640 a t t h e o p e r a t o r ' s 

20 o p t i o n . So some of the s e w e l l s may, i n d e e d , be 

21 d e d i c a t e d t o a 320-acre u n i t . 

22 Q. (BY MR. STOVALL) I f you g e t t h i s 

23 f l e x i b i l i t y , a g a i n we're g e t t i n g i n t o t h e l a n d 

24 q u e s t i o n s and pl e a s e f e e l f r e e t o t e l l me i f you do n ' t 

25 know t h e answer--don't s p e c u l a t e t o o w i l d l y - - t h e 
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1 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 r e a l l y becomes a 

2 c e r t a i n p o i n t of issue but again t h a t ' s d e a l t w i t h by 

3 the p a r t i c i p a t i n g areas. 

4 Would you a n t i c i p a t e t h a t t o be a common 

5 p a r t i c i p a t i n g area? How are you doing t h a t i n order 

6 t o gain t h i s f l e x i b i l i t y ? What p r o t e c t i o n are you 

7 going t o give a l l around as f a r as developing 

8 p a r t i c i p a t i n g areas, p a r t i c i p a t i o n i n the w e l l s , and 

9 i n r e l a t i o n t o other w e l l s t h a t have been developed i n 

10 a s i m i l a r manner? Does e i t h e r of you have the 

11 knowledge or understanding of t h a t ? 

12 MR. BRUCE: I'm not sure I - - Are you 

13 saying d r i l l i n g a w e l l t h a t i s located e n t i r e l y on one 

14 320 but d e d i c a t i n g 640 acres t o i t , what p r o t e c t i o n i s 

15 there? 

16 MR. STOVALL: For example, i f the f i r s t 

17 w e l l i s d r i l l e d and 640 acres dedicated t o i t , i n 

18 terms of a d r i l l i n g block even a p r o r a t i o n u n i t , then 

19 the next w e l l i s d r i l l e d , i f i t ' s a d j a c e n t , t h a t ' s one 

20 issue. Should i t be the same d r i l l i n g block as the 

21 f i r s t ? The p a r t i c i p a t i n g area, I t h i n k t h a t ' s the 

22 common language of the Unit Agreement, as the f i r s t , 

23 and in c o r p o r a t e d i n t o t h a t expands the p a r t i c i p a t i n g 

24 area and provide f o r p a r t i c i p a t i o n on t h a t basis as 

25 opposed t o , say, a noncontiguous t r a c t developed w i t h 
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1 a h o r i z o n t a l w e l l ? How would you d e a l w i t h t h e 

2 p a r t i c i p a t i o n i n t h a t ? Are you been ab l e t o res p o n d , 

3 or i s i t i n t h e U n i t Agreement? 

4 MR. BRUCE: I b e l i e v e t h e r e ' s something i n 

5 t h e U n i t Agreement r e g a r d i n g p a r t i c i p a t i n g a r e a s . 

6 MR. STOVALL: My purpose here i n a s k i n g you 

7 t h i s i s t o make sure we have an o r d e r t h a t ' s n o t 

8 i n c o n s i s t e n t w i t h your U n i t Agreement; h o p e f u l l y q u i t e 

9 c o n s i s t e n t w i t h i t . 

10 MR. BRUCE: Under t h e U n i t Agreement which 

11 was s u b m i t t e d as E x h i b i t No. 2 i n Case 10099 on 

12 September 1 7 t h , paragraphs 10 and 1 1 , or S e c t i o n s 10 

13 and 11 t a l k about p a r t i c i p a t i o n , p a r t i c i p a t i n g a r e a s . 

14 And t h e p a r t i c i p a t i n g a r e a , as I read i t , i s t o be 

15 t h a t p a r t of t h e u n i t or t h a t p a r t o f , s a y - - w e l l , I 

16 suppose of the u n i t t h a t i s regar d e d as r e a s o n a b l y 

17 proved t o be p r o d u c t i v e . I don't know how the s e 

18 t h i n g s work i n p r a c t i c e , b ut i t s h o u l d o f f i c i a l l y 

19 i n c l u d e an area t h a t would be r e a s o n a b l y d r a i n e d by a 

20 w e l l t h a t i s d r i l l e d . 

21 MR. STOVALL: T a k i n g t h a t one s t e p f u r t h e r , 

22 under u n i t o p e r a t i o n s t h e r e may be one or more 

23 p a r t i c i p a t i n g a r e a s . I f you s t a r t out w i t h an i n i t i a l 

24 e x p l o r a t o r y w e l l and s t e p o u t , i t ' s not uncommon t o 

25 expand t h e e x i s t i n g p a r t i c i p a t i n g area t o i n c l u d e 
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1 t h o s e . I f you do a d i s t a n c e s t e p out from an e x i s t i n g 

2 p a r t i c i p a t i n g a r e a , you may form a second 

3 p a r t i c i p a t i n g a r e a . 

4 Have you d i s c u s s e d t h a t ? Are you i n a 

5 p o s i t i o n t h a t e i t h e r of you c o u l d respond? 

6 Where are the w e l l s g o i n g t o be d r i l l e d ? 

7 Maybe t h a t ' s t h e e a s i e s t way t o get t o i t . (Pause) 

8 Where was t h e f i r s t w e l l ? 

9 MR. BRUCE: I n S e c t i o n 1 1 . And t h e n Mr. 

10 Shuster t a l k e d about t h e next t h r e e w e l l s t h a t have 

11 been p e r m i t t e d w i t h t h e BLM are i n S e c t i o n 6, t o t h e 

12 e a s t , and t h e n S e c t i o n s 12 and 13. 

13 MR. STOVALL: So a c t u a l l y t h e y would be 

14 k i n d of a next area s t e p out except f o r S e c t i o n 6? 

15 MR. BRUCE: Yes, and I'm not sure which i s 

16 t o be t h e second w e l l . Do you? 

17 THE WITNESS: No, I d o n ' t . 

18 MR. STOVALL: Okay. I won't ask you t o 

19 answer q u e s t i o n s t h a t you c a n ' t . What I'm concerned 

20 w i t h i s making sure of any a d m i n i s t r a t i v e a p p r o v a l 

21 t h a t would a p p r o v e , p a r t i c u l a r l y t h a t h o r i z o n t a l w e l l 

22 and t h e 640 does n ' t have t h e p o t e n t i a l f o r a wa s t e . 

23 MR. BRUCE: And Mr. Ambler d i d t e s t i f y i n 

24 t h e l a s t h e a r i n g . He was open t o s u g g e s t i o n t o 

25 whatever l i m i t a t i o n s t h e D i v i s i o n may impose t h a t seem 
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1 r e a s o n a b l e t o i t , t h e o p e r a t o r w i l l abide by. 

2 MR. STOVALL: Mr. Bruce, a q u i c k q u e s t i o n 

3 on t h e n o t i c e i s s u e . I n Case 10099, I assume you 

4 p r o v i d e d n o t i c e of some form w r i t t e n o n - - I t h i n k you 

5 gave us som e t h i n g . B a s i c a l l y , t h o u g h , we're t a l k i n g 

6 a l l u n i t p a r t i c i p a n t s , r i g h t ? as b e i n g t h o s e t h a t 

7 would be t h e o n l y people e n t i t l e d t o n o t i c e , i s n ' t 

8 t h a t c o r r e c t , s i n c e 10099, t h e h o r i z o n t a l w e l l , i s t h e 

9 m i d d l e of a u n i t ? 

10 MR. BRUCE: W e l l , we d i d not g i v e n o t i c e 

11 because t h e y were a l l aware t h a t t h e i n i t i a l w e l l - - y o u 

12 know, of a l l t h e p l a n s . 

13 MR. STOVALL: I'm j u s t t r y i n g t o s o l v e t h i s 

14 l o c a t i o n / n o t i c e problem f o r you, i f we can. 

15 L e t me ask you t h i s : Have a l l t h e w o r k i n g 

16 i n t e r e s t owners i n t h e u n i t and t h e s i n g l e r o y a l t y 

17 owner been a d v i s e d p u r s u a n t t o t h e U n i t Agreement of 

18 t h e c u r r e n t s t a t e of t h e A p p l i c a n t ' s i n t e n t i o n t o 

19 d r i l l t h e w e l l from t he 934 l o c a t i o n ? 

20 MR. BRUCE: Yes, they have. And i f you 

21 want, I w i l l g e t a l e t t e r t o t h i s e f f e c t and submit i t 

22 post h a s t e . 

23 E x h i b i t No. 2 i n Case 10099 i s a l e t t e r 

24 from t h e BLM t o Samuel Gary, J r . & A s s o c i a t e s , which 

25 approves t h e u n i t and which a l s o p r o v i d e d f o r a 

CUMBRE COURT REPORTING 
(505) 984-2244 



35 

1 h o r i z o n t a l w e l l . I t does not g i v e t h e f o o t a g e 

2 l o c a t i o n , but i t does say i t w i l l be i n t h e s o u t h e a s t 

3 of t h e southwest of S e c t i o n 1 1 . 

4 The U n i t Agreement i t s e l f , which was signed 

5 by a l l t h e w o r k i n g i n t e r e s t owners, d i d p r o v i d e f o r a 

6 h o r i z o n t a l w e l l , and t h e y were a l l n o t i f i e d of t h e 

7 w e l l l o c a t i o n . The reason f o r moving i t back was j u s t 

8 t h e BLM r e q u i r e m e n t t h a t t h e y commence t h e w e l l by 

9 October 1 5 t h , and t h e BLM s a i d t h e r e was n o t t i m e t o 

10 p e r m i t a new l o c a t i o n a t 450 f e e t from t h e s o u t h l i n e 

11 b e f o r e t h e October 1 5 t h date a r r i v e d ; and, t h e r e f o r e , 

12 t h e y s a i d d r i l l , or so goes t h e u n i t . 

13 EXAMINER MORROW: What we were d i s c u s s i n g 

14 i s whether or not you would be w i l l i n g t o proceed a t 

15 your own r i s k a t t h i s t i m e , s u b j e c t t o c u r i n g t h e 

16 n o t i c e problems and g e t t i n g f i n a l a p p r o v a l a t a l a t e r 

17 date? 

18 MR. BRUCE: I t h i n k we woul d . 

19 MR. STOVALL: Because t h e o n l y people 

20 e n t i t l e d t o n o t i c e are people who are i n t h e u n i t . 

21 The o n l y c o r r e l a t i v e r i g h t s i s s u e i n v o l v e d , as I see 

22 i t , i s t h e w o r k i n g i n t e r e s t owners i n t h e s e c t i o n 

23 s u r r o u n d i n g S e c t i o n 11 who, w h i l e t h e y ' r e u n i t 

24 members, w i l l not be p a r t i c i p a t i n g i n t h i s f i r s t 

25 w e l l . Would t h a t be a f a i r l y c o r r e c t assessment of 
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1 t h a t ? 

2 MR. BRUCE: Yes. 

3 MR. STOVALL: And t h a t k i n d of g e t s me back 

4 t o where I was g o i n g b e f o r e , t h a t as you s t e p o u t , 

5 t h e n t h o s e become l e s s of a concern because t h e y can 

6 be b r o u g h t i n t o t h e p a r t i c i p a t i n g area and t h e y share 

7 i n a l l t h e g l o r i e s and b e n e f i t s and r i s k s and hazards 

8 of t h a t p a r t i c i p a t i o n . 

9 MR. BRUCE: H o p e f u l l y , yes. 

10 MR. STOVALL: So t h e c o r r e l a t i v e r i g h t s 

11 i s s u e g e t s r e s o l v e d by i n c l u s i o n i n t o t h e 

12 p a r t i c i p a t i n g u n i t , and t h e n we're o n l y concerned w i t h 

13 our r e s o u r c e s b e i n g d e v e l o p e d . 

14 MR. BRUCE: W e ' l l t a k e care of t h a t n o t i c e , 

15 and l e t me get i n t o u c h w i t h you i n a day t o make sure 

16 I'm d o i n g t h e r i g h t t h i n g a c c o r d i n g t o your t h o u g h t s . 

17 EXAMINER MORROW: The w i t n e s s may be 

18 excused . 

19 MR. BRUCE: Thank you f o r a c c e p t i n g our 

20 confused t e s t i m o n y . 

21 EXAMINER MORROW: W e ' l l t a k e b o t h Cases 

22 10099 and 10100 under a d v i s e m e n t , except t h a t 

23 1009 9 

24 MR. STOVALL: I recommend, Mr. Examiner, 

25 t h a t we le a v e t h e r e c o r d open f o r t h e moment t o 
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1 c l a r i f y t h e n o t i c e i s s u e s . 

2 EXAMINER MORROW: I s t h a t 10099 , or — 

3 MR. STOVALL: Do we have a problem w i t h 

4 10100? 

5 EXAMINER MORROW: I don ' t b e l i e v e we do. 

6 MR. STOVALL: Okay. We c o u l d t a k e 10100 

7 under a d v i s e m e n t , and le a v e 10099 open u n t i l we 

8 c l a r i f y t h e n o t i c e r e q u i r e m e n t . 

9 EXAMINER STOGNER: Do you have t h a t 

10 c o r r e c t , Ms. Court R e p o r t e r ? 

11 COURT REPORTER: Yes, I do. 

12 (Thereupon, t h e p r o c e e d i n g s c o n c l u d e d . ) 

13 
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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

CASE 10,100 

IN THE MATTER OF: 

I n the matter of Case 10,100 being reopened 
pursuant t o the provisions of D i v i s i o n Order 
Number R-9390, which Order promulgated s p e c i a l 
operating r u l e s and regulations f o r the San I s i d r o 
(Shallow) Unit i n Sandoval County 

EXAMINER HEARING 

ORIGINAL 
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A P P E A R A N C E S 

FOR THE DIVISION: 

ROBERT G. STOVALL 
Attorney a t Law 
Legal Counsel t o the D i v i s i o n 
State Land O f f i c e B u i l d i n g 
Santa Fe, New Mexico 87504 

FOR ENERGY DEVELOPMENT CORPORATION: 

HINKLE, COX, EATON, COFFIELD & HENSLEY 
Attorneys a t Law 
By: JAMES G. BRUCE 
218 Montezuma 
P.O. Box 2068 
Santa Fe, New Mexico 87504-2068 
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WHEREUPON, the f o l l o w i n g proceedings were had 

at 2:07 p.m.: 

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

ahead and c a l l Case 10,100. 

MR. STOVALL: I n the matter of Case 10,100 

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

Order Number R-9390, which Order promulgated s p e c i a l 

operating r u l e s and regulations f o r the San I s i d r o 

(Shallow) u n i t i n Sandoval County. 

EXAMINER CATANACH: Are there appearances? 

MR. BRUCE: Mr. Examiner, Jim Bruce from the 

Hinkle law f i r m i n Santa Fe, representing Energy 

Development Corporation, the operator of the u n i t . 

I have one witness t o be sworn. 

MR. STOVALL: Looks l i k e t h a t ' s i t . 

MARION TEBBS, 

the witness herein, a f t e r having been f i r s t duly sworn 

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

DIRECT EXAMINATION 

BY MR. BRUCE: 

Q. Would you please st a t e your name and c i t y of 

residence? 

A. Marion Tebbs. I l i v e i n the Woodlands, 

Texas, near Houston. 

Q. And what i s your occupation and who are you 
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employed by? 

A. I'm a senior r e s e r v o i r engineer f o r the 

Energy Development Company i n Houston. 

Q. Have you previously t e s t i f i e d before the 

Division? 

A. No, I haven't. 

Q. Would you please o u t l i n e your educational and 

work background f o r the Examiner? 

A. Okay, I received a bachelor of science degree 

i n petroleum engineering from Texas A&M U n i v e r s i t y i n 

1959, and I've been continuously employed i n the 

ind u s t r y since t h a t time, f o r the l a s t three years as a 

senior r e s e r v o i r engineer w i t h the Energy Development 

Corporation and working mostly i n west Texas and New 

Mexico and north Louisiana. 

Q. Okay. And are you f a m i l i a r w i t h the 

engineering matters p e r t a i n i n g t o t h i s u n i t ? 

A. Yes, s i r , I am. 

Q. And have you previously studied engineering 

matters w i t h respect t o production from the Mancos i n 

t h i s area? 

A. Yes. 

MR. BRUCE: Mr. Examiner, I would move the — 

or I would tender Mr. Tebbs as an expert petroleum 

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

Q. (By Mr. Bruce) F i r s t o f f , Mr. Tebbs, 

approximately when d i d Energy Development Corporation, 

or EDC, become operator of the San I s i d r o (Shallow) 

u n i t ? 

A. I believe i t was the f i r s t of October or 

November. I'm not sure which. October, I t h i n k . 

Q. And they succeeded Veteran Exploration? 

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

Q. Does EDC request t h a t the operating r u l e s f o r 

the u n i t be made permanent? 

A. Yes. 

Q. And i n your opinion,, are they necessary i n 

order t o accommodate the h o r i z o n t a l d r i l l i n g i n the 

Mancos which has been done t o date and which h o p e f u l l y 

w i l l be done i n the f u t u r e i n the u n i t ? 

A. Yes, s i r . 

Q. Would you please r e f e r t o E x h i b i t 1 and 

b r i e f l y go over i t s contents f o r the Examiner? 

A. This i s a map of the San I s i d r o u n i t w i t h the 

o u t l i n e of the u n i t i n l i g h t gray shading, and the 

p a r t i c i p a t i n g areas of the wells t h a t have been d r i l l e d 

are shown i n yellow, o u t l i n e d i n yellow. 

Q. Those are the producing w e l l s o u t l i n e d i n 

yellow? 
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A. Those are the — That's c o r r e c t . 

Q. And besides those producing w e l l s — l e t ' s go 

— i n Section 15 there's the San I s i d r o 15-7A; i s t h a t 

correct? 

A. That's r i g h t . 

Q. And then t o the northeast i n Section 11 — 

A. — there's the San I s i d r o u n i t 12-10. 

Q. Okay. I n the 12-10 are two h o r i z o n t a l l i n e s . 

B r i e f l y , what i s — 

A. The f i r s t — One of the h o r i z o n t a l l i n e s was 

the o r i g i n a l wellbore, and then they came back about a 

year or so l a t e r and sidetracked the w e l l i n a s l i g h t l y 

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

Q. And the — I t h i n k the easternmost wellbore 

was the o r i g i n a l ? 

A. The o r i g i n a l , c o r r e c t . The east was the 

o r i g i n a l , and now the other one i s the cur r e n t 

wellbore. 

Q. Okay. 

A. Right. 

Q. And then there's the 7-3 w e l l i n Sections 6 

and 7? 

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

Q. And t o date now, t h a t ' s the only w e l l t h a t 

has crossed section l i n e s ; i s t h a t correct? 
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A. That's r i g h t . That's the only one t h a t ' s 

crossed section l i n e s . 

Q. And i n Section 11 there i s a w e l l , and i n 

Section 5 there i s a h o r i z o n t a l w e l l i n d i c a t e d . What 

i s the status of those two wells? 

A. Neither of those wells are producing. The 

w e l l i n Section 11, i t ' s my understanding, never d i d 

produce, had mechanical problems and never d i d produce. 

The w e l l i n Section 5 has been te m p o r a r i l y 

abandoned since i t d i d n ' t — i t found the zone i t was 

looking f o r , but they weren't able t o stay i n the zone 

long enough t o e s t a b l i s h production, so i t ' s been 

temporarily abandoned. 

Q. Okay, and j u s t f o r information purposes, up 

on the east side of the map, there's a w e l l i n Section 

35. What do you know about t h a t w e l l , even though 

t h a t ' s outside the u n i t ? 

A. Right. As f a r as I know, t h a t w e l l was 

d r i l l e d by Bum Bright [phonetic] and i s a productive 

w e l l and, i t ' s my understanding, makes something on the 

order of 100 t o 150 ba r r e l s of o i l a day. 

But t h a t ' s r e a l l y about a l l I know about i t . 

Q. Okay. Now, what are EDO's f u t u r e plans as 

operator of t h i s u n i t ? 

A. We'd l i k e t o d r i l l probably four w e l l s out 
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there t h i s year, and maybe as ea r l y — s t a r t i n g as 

ea r l y as l a t e February or March, depending on the 

weather conditions. Probably i n March, we would s t a r t . 

Q. Now, i n p r i o r hearings which you weren't 

involved i n , there was some testimony presented about 

where these wells are d r i l l e d . They're d r i l l e d along 

the maximum f l e x u r e l i n e ; i s t h a t correct? 

A. Correct, t h a t ' s c o r r e c t . The f l e x l i n e 

g enerally follows — I guess i t would be a northeast/ 

southwest trend across t h i s u n i t . 

Q. And as a r e s u l t , because of the need t o d r i l l 

along t h a t l i n e — or perpendicular t o t h a t l i n e , I 

beli e v e ; i s t h a t correct? 

A. Perpendicular i s the way f e e l i s the r i g h t 

way t o go. 

There has been a w e l l d r i l l e d p a r a l l e l t o i t , 

and i t has produced, but we f e e l l i k e perpendicular i s 

the best way t o go. 

Q. And as a r e s u l t , i n your opinion, are the 

operating r u l e s which allow d r i l l i n g across s e c t i o n 

l i n e s or d r i l l i n g across h a l f section l i n e s necessary 

i n order t o properly develop t h i s u n i t ? 

A. Yes, I believe they are, because we don't 

know — I n order t o cross the maximum number of 

fr a c t u r e s i n the optimum p o s i t i o n , we f e e l l i k e t h a t 
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section l i n e s are maybe not the best way t o go. 

Q. Okay. And so because of the geology or — 

i t 1 s k i n d of hard t o know — I t 1 s k i n d of hard t o stay 

w i t h i n l i k e a h a l f section? 

A. Yes, t h a t ' s r i g h t , t h a t ' s r i g h t . 

Q. Now, b r i e f l y what does E x h i b i t 2 contain? 

A. E x h i b i t 2 i s a summary of the production 

h i s t o r y of a l l the wells t h a t are in s i d e the San I s i d r o 

u n i t . 

I t shows both the tabulated production, and I 

believe there i s a p l o t of t h a t production f o r each 

w e l l . I n f a c t , I believe the ta b u l a r production 

f o l l o w s the p l o t i n each case. 

Q. And t h i s includes both the v e r t i c a l and the 

h o r i z o n t a l wells? 

A. That's r i g h t . 

Q. And th a t ' s merely presented t o show what's 

happened i n the u n i t t o date? 

A. That's r i g h t . 

Q. Okay. I n your opinion, i s making the r u l e s , 

these special operating r u l e s , permanent i n the 

i n t e r e s t s of conservation and the prevention of waste? 

A. I believe so, yes. 

Q. And were Exhibits 1 and 2 compiled from 

records maintained by EDC i n the regular course of 
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business? 

A. Yes, they were. 

MR. BRUCE: Mr. Examiner, at t h i s time I 

would move the admission of EDC Exh i b i t s 1 and 2. 

EXAMINER CATANACH: Exh i b i t s 1 and 2 w i l l be 

admitted as evidence. 

EXAMINATION 

BY MR. STOVALL: 

Q. A couple questions. The 7-3 w e l l and the — 

What i s i t ? I s t h a t the 12-10? 

A. 12-10, yes. 

Q. 12-10. Do you believe they successfully 

cross t h a t f l e x u r e l i n e and got some f r a c t u r e b e n e f i t ? 

A. Yes, s i r , I do. 

Q. And what about the w e l l i n Section 15? 

A. I n Section 15 — 

Q. I s t h a t the one th a t ' s p a r a l l e l ? 

A. I t ' s more p a r a l l e l t o the f r a c t u r e s , and the 

operator a t t h a t time had a theory t h a t you — by going 

p a r a l l e l t o the f r a c t u r e s , you can maybe stay i n the 

good f r a c t u r e d area f o r a d i f f e r e n t approach t o i t . 

And i t ' s been a f a i r l y good w e l l ; i t j u s t 

hasn't been an exceptionally good w e l l . 

But t h a t w e l l probably d i d n ' t cross — I t 

probably stayed more or less i n the f r a c t u r e or i n the 
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h i n g e l i n e or the maximum f l e x u r e l i n e , r a t h e r than 

crossing i t . 

Q. I f I i n t e r p r e t — I mean, based upon wellbore 

geology, i f you a c t u a l l y took the w e l l i n 11 you could 

j u s t go the other d i r e c t i o n ; i t looks l i k e you'd 

probably do a l i t t l e b e t t e r , wouldn't i t ? 

A. The w e l l i n Section 11? 

Q. Yeah, the one t h a t — 

A. Yes, I would t h i n k so. 

Q. Which would be another — The reason I ask 

t h a t i s because t h a t would be — tend t o take you 

across the section l i n e again, wouldn't i t ? 

A. That's r i g h t . And we may very w e l l do t h a t . 

Or even up here i n Section 5 t h a t may t u r n 

out t o be the best way also, j u s t t o go i n the opposite 

d i r e c t i o n there. 

And neither of those wells have we r e a l l y , 

you know, made a f i n a l decision on what t o do w i t h 

them. But yes, t h a t would be cor r e c t . 

MR. BRUCE: For your infor m a t i o n , Mr. 

Examiner, I looked f o r a copy of an e x h i b i t — I t h i n k 

i t was presented i n e i t h e r Case 10,099 or 10,100 — 

which had Veteran's f l e x u r e l i n e on there, and I 

couldn't f i n d i t i n my f i l e s but I believe there i s one 

of those maps i n t h a t f i l e , i n one of those f i l e s . 
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MR. STOVALL: I remember seeing t h a t . 

Q. (By Mr. Sto v a l l ) Now, I guess — The p o i n t 

I'm r e a l l y g e t t i n g t o i s , I take i t EDC i s now the 

operator of t h i s ? 

A. Yes, s i r , we are. 

Q. You would continue t o t r y t o develop t h i s 

w i t h h o r i z o n t a l wells? 

A. Right, t h a t ' s our i n t e n t . 

Like I say, we w i l l probably s t a r t toward the 

end of February, the f i r s t p a r t of March, and maybe 

continue, maybe q u a r t e r l y or so, t o get a w e l l i n there 

and t r y t o evaluate them as we go. 

But we intend t o use the h o r i z o n t a l w e l l s , 

because I f e e l l i k e you have a b e t t e r chance of 

encountering f r a c t u r e s than you do w i t h a v e r t i c a l 

w e l l . Now, i f you encounter good f r a c t u r e s w i t h a 

v e r t i c a l w e l l , t h a t ' s great, but your chances are j u s t 

much slimmer. 

And most of these w e l l s , p a r t i c u l a r l y the 

ones t h a t haven't produced very w e l l , I t h i n k are j u s t 

i n between f r a c t u r e d trends. 

Q. I remember one question came up i s , what's 

the prospects f o r the area up around Sections 4 and 5, 

the northwest corner of the section, of the u n i t ? 

A. Are we t a l k i n g inside the u n i t now? 
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Q. Inside the u n i t , yeah. I t ' s over there t o 

the northwest of — 

A. We do have plans. We f e e l l i k e — There's 

l i k e two parts t o t h i s f o l d . As the f o l d goes down, 

then i t also comes back up, and t h a t we're looking here 

on t h i s — where the current wells are, or s o r t of i n 

the upper p a r t of the f o l d , i f you w i l l . 

And at the down pa r t of the f o l d i t may be i n 

those sections t h a t you're t a l k i n g about, 3, 36, down 

through t h a t area. 

And so we do plan a w e l l f o r t h a t area, 

probably l a t e r i n the year. 

Q. When you say 3 and 36, you're t a l k i n g up 

i n — 

A. Well, even up i n t h a t next township, say run 

from Section 3 up through 36, or maybe more l i k e 31, 

from 3 across through 31, would be another f l e x u r e 

t r e n d through there. 

MR. BRUCE: I th i n k he's p o i n t i n g from the 

Section 3 which i s 20 North, 3 West. 

THE WITNESS: Right. 

MR. STOVALL: 2 0 North — Okay. 

Q. (By Mr. Stovall ) I was looking out towards 4 

and 5 and, say, 7, 8 and 9 of 20 North, 3 West. 

A. I don't know — I do know t h a t our map — or 
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I've seen — I know we have seismic data t h a t comes 

down through 8 and 9. I'm not p a r t i c u l a r l y sure about 

4 and 5. I do know there's seismic data t h a t comes 

down through 8 and 9 and 3 and down through t h a t area. 

And we f e e l l i k e the f r a c t u r e t r e n d does 

extend i n t h a t area, i s i n t h a t area. We j u s t don't 

have the w e l l c o n t r o l there t h a t we have up i n the 

other p a r t . 

Q. I s the BLM s a t i s f i e d w i t h your development 

plans up t o t h i s point? 

A. As f a r as I know. Like I said, we've only 

had the u n i t f o r a couple of months, and so we haven't 

changed anything. So i f there were any problems w i t h 

t h a t , I haven't heard about i t . 

Q. Are you f a m i l i a r w i t h the f i v e previous 

cases? Have you reviewed those a t a l l ? 

A. Just b r i e f l y . I know t h a t the temporary 

r u l e s were established f o r 640-acre u n i t s or 320-acre 

u n i t s or 480-acre, I believe i t i s , and t h a t they could 

go across section l i n e s . And the only one t h a t d i d i s 

the 7-3, but th a t ' s about a l l . 

I do know there's a l i m i t i n g g a s / o i l r a t i o , 

l i k e 500 t o 1. I believe you have your allowable based 

on a b a r r e l per acre, you know, your u n i t s i z e f o r 

f i r s t 60 days i n which you're p r a c t i c a l l y u n r e s t r i c t e d 
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gas volumes and so f o r t h . 

Q. Well, l e t me ask you more s p e c i f i c a l l y , i s 

the ownership other than EDC, or the nature of the 

ownership p r e t t y much the same as i t was a t t h a t time? 

The questions came up about c o r r e l a t i v e 

r i g h t s and opp o r t u n i t i e s of various p a r t i e s i n t h i s 

u n i t i z e d area. 

Other than the f a c t t h a t there have been some 

changes i n operatorship, are there any — 

r e d i s t r i b u t i o n s of ownership, I guess would be — 

MR. BRUCE: Mr. S t o v a l l , I can present you 

w i t h some data on t h a t . 

I n Case Number — I believe i t was 10,100 — 

an operating agreement — I mean, excuse me, a u n i t 

agreement was submitted which contained a t a b u l a t i o n 

E x h i b i t A — or Ex h i b i t B, excuse me, i n d i c a t i n g the 

ownership. 

Of t h a t ownership, there are three or four 

primary p a r t i e s , one being Gary Williams. I f o r g e t the 

exact name, Gary Williams O i l Company or something. 

MR. STOVALL: Right, I know who you mean. 

MR. BRUCE: Excuse me, i t ' s now c a l l e d j u s t 

the Gary Williams Company. 

There was Ottowa Energy, T a l l i s Properties 

Limited Partnership, and one other party. 
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Of the three I've j u s t named, Veteran 

Exploration acquired three-fourths of t h e i r i n t e r e s t i n 

r e t u r n f o r d r i l l i n g these various w e l l s . That 

i n t e r e s t , v i r t u a l l y a l l of i t has since been conveyed 

t o EDC. 

The other — Excuse me, the f o u r t h p a r t y t h a t 

had a major i n t e r e s t was Energy Development 

Corporation. As a r e s u l t , Energy Development 

Corporation owns w e l l over h a l f of the land i n the u n i t 

now, holds the leasehold i n t e r e s t s . 

MR. STOVALL: I guess the context of my 

question, i f y o u ' l l remember at t h a t time, one of the 

issues I was concerned about i s whether i t ' s a div i d e d 

or undivided u n i t and the opportunity t o share and 

p a r t i c i p a t e as you s t a r t crossing these l i n e s . 

And I assume from what you're saying t h a t 

t h a t p i c t u r e probably has not changed d r a s t i c a l l y , 

or — 

MR. BRUCE: No. 

MR. STOVALL: — maybe has become more 

favorable? 

MR. BRUCE: I t hasn't changed. I mean, 

there's v a r i a t i o n s i n ownership t h a t overrides from 

section t o section, or h a l f section t o h a l f s e c t i o n . 

The main t h i n g i s the working i n t e r e s t has 
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become concentrated p r i m a r i l y i n EDC, although there 

are some minor working i n t e r e s t owners a t t h a t p o i n t . 

But i n essence, what has happened i s , these 

w e l l s were d r i l l e d on the u n i t s i n d i c a t e d on E x h i b i t 1, 

and only the Johnson 7-3 w e l l has a p a r t i c i p a t i n g area 

approved by the BLM. The BLM d i d not approve 

p a r t i c i p a t i n g areas f o r the areas based upon t h e i r 

g u i d e l i n e s . 

MR. STOVALL: Because they were 

noncommercial? 

MR. BRUCE: They were — Well, I mean, 

they're producing i n commercial q u a n t i t i e s by the 

normal l e g a l standard, but BLM doesn't believe t h e y ' l l 

pay out, so p a r t i c i p a t i n g areas were not formed. 

So r o y a l t y — o v e r r i d i n g r o y a l t y - i n t e r e s t 

owners are being paid on a lease basis i n those w e l l s . 

MR. STOVALL: Okay, I'm through, unless I 

t h i n k of something else. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. The circumstances f o r which the o r i g i n a l pool 

r u l e s were promulgated have not changed; i s t h a t your 

opinion? 

A. That's r i g h t . 

Q. Have you had any experience i n your b r i e f 
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time as operator as t o why these r u l e s don't work or 

should be amended or — 

A. Well, only i n s o f a r as i n d r i l l i n g the 

h o r i z o n t a l w e l ls where you would be crossing section 

l i n e s as long as you're i n a f r a c t u r e t r e n d . That 

would be the only t h i n g I can t h i n k of. 

MR. STOVALL: But t h a t e x i s t s now; you're not 

recommending a change; i s t h a t correct? 

THE WITNESS: Oh, no, no, I can't t h i n k of 

anything t h a t I've seen t h a t I would change. 

Q. (By Examiner Catanach) I t ' s your opinion 

t h a t everything i s s t i l l needed, a l l the r u l e s t h a t 

were i n s t i t u t e d are s t i l l needed? 

A. Yes, yeah. 

Q. And you said you intend t o d r i l l f o ur w e l l s 

t h i s year? 

A. I believe we're planning four w e l l s , yes, 

s i r , f o r the year, w i t h the f i r s t one being sometime i n 

the f i r s t quarter. 

Q. I wonder i f i t might not be prudent, t o give 

you a chance t o get a l i t t l e experience i n the u n i t , t o 

continue the temporary r u l e s f o r a period of time. 

Would t h a t serve any purpose? 

MR. BRUCE: From my viewpoint, Mr. Examiner, 

I mean, we have no obj e c t i o n t o t h a t , as long as we 
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don't have t o come back f o r another hearing, i f they 

need t o be made permanent. 

EXAMINER CATANACH: Well, t h a t would be the 

whole p o i n t of making them temporary f o r another 

period, i s t o give you time t o gain some experience. 

MR. STOVALL: I wonder, Mr. Examiner, I t h i n k 

there's some — I t h i n k what you're t a l k i n g about i f I 

understand i t , i s t h a t EDC has j u s t now taken t h i s over 

and doesn't have any d i r e c t experience working under 

the r u l e s of d r i l l i n g wells under them. 

Another — although I'm not sure t h a t t h a t ' s 

going t o change much, because you've been involved i n 

the w e l l s since the beginning; i s t h a t r i g h t ? 

THE WITNESS: Yes, s i r , we have. Not as 

operator, but we've been c l o s e l y f o l l o w i n g them, you 

know. 

MR. STOVALL: You've got some money i n there 

too. 

THE WITNESS: Right, we had about 30 percent 

of i t , so we were watching i t p r e t t y c l o s e l y anyway. 

MR. STOVALL: Some value i n i t , and i t might 

not necessarily require a hearing, i s t o have some 

spec i a l a t t e n t i o n update as f a r as the w e l l s d r i l l e d 

under the r u l e s , and i n establishment of u n i t s f o r the 

sake of developing some s o r t of — something t h a t could 
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be used i n the f u t u r e i f we run across a s i m i l a r 

s i t u a t i o n . I f there could be some r e p o r t i n g , not 

necessarily i n a hearing context but i n a r e p o r t i n g 

context, but i n a — 

MR. BRUCE: Sure. 

MR. STOVALL: — r e p o r t i n g context, and the 

D i v i s i o n could always reopen i t i f i t f e l t — 

MR. BRUCE: I would p o i n t out t h a t as f a r as 

spacing goes, obviously the spacing r u l e s i n a l l o w i n g 

the crossing of h a l f - s e c t i o n l i n e s and sections l i n e s 

has been used. 

I t h i n k the other key ing r e d i e n t of these 

r u l e s was t o allow a d m i n i s t r a t i v e approval f o r the 

h o r i z o n t a l w e l l s , and t h a t was used f o r a t l e a s t three 

of the w e l l s . 

I t h i n k the 11-14, the w e l l i n Section 11, 

and I t h i n k the o r i g i n a l d r i l l i n g of the w e l l i n 

Section 12, I t h i n k we had hearings on those cases, 

because those were the o r i g i n a l w e l l s , and we d i d n ' t 

have everything i n place at t h a t p o i n t . But the other 

w e l l s have been approved a d m i n i s t r a t i v e l y , was the 

other most useful feature of these operating r u l e s . 

MR. STOVALL: What about the — I s n ' t there a 

pr o v i s i o n i n there t h a t provides f o r — t h a t does not 

set a si n g l e standard p r o r a t i o n u n i t , but gives some 
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f l e x i b i l i t y on that? 

MR. BRUCE: Yeah, i t allows 320-, 480- or 

64 0-acre u n i t s , providing they're comprised of 

governmental quarter sections. 

MR. STOVALL: Contiguous and a l l t h a t s o r t of 

thing? 

MR. BRUCE: Contiguous, quarter sections. 

THE WITNESS: And I t h i n k t h a t ' s what we have 

i n 7-3. I believe t h a t ' s a 480 — 

MR. STOVALL: That's c o r r e c t , and I remember 

t h a t i s the case upon which t h a t — I t took some time 

t o develop these r u l e s . I t took about three hearings, 

i f I remember c o r r e c t l y , t o develop the r u l e s on t h i s . 

MR. BRUCE: Yeah, t h a t ' s c o r r e c t . 

MR. STOVALL: And I'd l i k e t o have a 

mechanism t o tr a c k the experience w i t h i t as i t matures 

and have some way t o say, Okay, t h i s example has worked 

and i t ' s a base upon which we can b u i l d . 

THE WITNESS: So f a r as I can t e l l , the r u l e s 

have worked, you know. I don't t h i n k t h a t ' s been a 

problem. 

MR. STOVALL: But I t h i n k i f we could somehow 

f i g u r e out a mechanism t o get some continued 

information i n as you d r i l l these next four w e l l s . 

What are the spacing u n i t s , and — 
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MR. BRUCE: We could provide t h a t and r e f e r 

t o t h i s case f i l e and submit i t t o the D i v i s i o n . We 

have no problem w i t h t h a t . 

MR. STOVALL: I t h i n k , Mr. Examiner, t h a t 

might work as w e l l , and then we could take the 

opportunity t o say, Okay, we're going t o reopen i t on 

our own i n i t i a t i v e , but — Or the operator could a t the 

time, but... 

I t h i n k I heard you say, Mr. Bruce, t h a t 

you'd j u s t as soon not have t o come back next year j u s t 

as a r o u t i n e matter; i s t h a t correct? 

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

EXAMINER CATANACH: Okay, w e ' l l t h i n k of 

something. 

I s there anything f u r t h e r , Mr. Bruce? 

MR. BRUCE: No, s i r . 

EXAMINER CATANACH: There being nothing 

f u r t h e r , Case 10,100 w i l l be taken under advisement. 

(Thereupon, these proceedings were concluded 

a t 2:31 p.m.) 

* * * 

I do her:>:,y ce • :: ihat the foregoing is 
a co-'.ri'j e -ererc cf the proceed in as in 
>'-,e Examiner hearina cf Case No. 
neard byme on jfintfiyty ~? ^ * 

< uU»-L- . Examiner 
Oil Conservation Division 
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