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MR. CATANACH: Call next Case 

8839. 

MR. TAYLOR: The a p p l i c a t i o n of 

Jerome P. McHugh f o r exceptions to the special pool r u l e s 

f o r the Gavilan-Mancos O i l Pool as promulgated by D i v i s i o n 

Order R-7407, Rio Arr i b a County, New Mexico. 

MR. CATANACH: This case was 

heard A p r i l 16th, 1986, and was readvertised f o r a new 

nonstandard l o c a t i o n . 

Are there — i s there anything 

f u r t h e r i n t h i s case at t h i s time? 

MR. KELLAHIN: Mr. Examiner, 

Karen Aubrey and Tom Kel l a h i n appearing f o r the applicant 

and we have a v a i l a b l e f o r you our technical people i f there 

are any questions. 

We believe the case i s ready 

f o r a decision, however. 

MR. CATANACH: I have one 

question, Mr. K e l l a h i n , I can ask you t h i s . 

At the l a s t hearing I asked f o r 

Jerome McHugh to send new l e t t e r s of n o t i f i c a t i o n to the 

o f f s e t operators. 

Has t h a t been done? 

MR. KELLAHIN: Yes, s i r , Mr. 
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Kent Craig, and, I believe, Jerry McHugh, Junior, by the 

applicant have sent new not i f i c a t i o n s to ARCO, was i t ? 

MS. AUBREY: Yes. 

MR. KELLAHIN: ARCO was the 

operator that we missed notifying at the f i r s t hearing and I 

reno t i f i e d them and talked to both th e i r attorneys and to 

their s t a f f people and we understand they have no objection. 

We w i l l provide you proof of 

that service. 

MR. CATANACH: Thank you, Mr. 

Kellahin. 

MS. AUBREY: Mr. Catanach, i n 

addition and with regard to the new nonstandard location, 

a l l offset operators were n o t i f i e d of th i s — of that new 

location. 

MR. CATANACH: I s t h e r e 

anything further i n Case 8839? 

I f not, i t w i l l be taken under 

advisement. 

(Hearing concluded.) 
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C E R T I F I C A T E 

I , SALLY W. BOYD, C.S.R., DO HEREBY 

CERTIFY that the foregoing Transcript of Hearing before the 

Oil Conservation Division (Commission) was reported by me; 

that the said transcript i s a f u l l , true, and correct record 

of the hearing, prepared by me to the best of my a b i l i t y . 

i**'hereby C e ^ f y 

l ^ r ^ ^ ***** „ 
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E X H I B I T S 

Applicant E x h i b i t One, Return Receipts 16 
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Applicant E x h i b i t Four, Map 6 

Applicant E x h i b i t Five, Well Data 8 

Applicant E x h i b i t Six, Well Data 8 

Applicant E x h i b i t Seven, Well Data 7 

Applicant E x h i b i t Eight, Structure Map 21 

Applicant E x h i b i t Nine, Map 22 

Applicant E x h i b i t Ten, Cross Section 22 

Applicant E x h i b i t Eleven, Drainage Information 22 

Applicant E x h i b i t Twelve, Drainage Information 28 
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MR. CATANACH: We w i l l c a l l 

t h i s hearing back t o order i n Case 8839. 

MR. TAYLOR: The a p p l i c a t i o n of 

Jerome P. McHugh f o r exception t o the the Special Pool Rules 

f o r the Gavilan-Mancos O i l Pool as promulgated by D i v i s i o n 

Order Number R-7407, Rio Ar r i b a County, New Mexico. 

MR. CATANACH: Are there 

appearances i n t h i s case? 

MS. AUBREY: Karen Aubrey, w i t h 

the law f i r m of K e l l a h i n and K e l l a h i n , appearing f o r the ap

p l i c a n t . 

MR. BRUCE: Jim Bruce o f the 

Hinkle Law Firm i n Santa Fe entering an appearance of record 

fo r Alex P h i l l i p s and/or Mesa Grande Resources. 

MS. AUBREY: Mr. Examiner, I 

have two witnesses t o be sworn. 

MR. CATANACH: Mr. Bruce, do 

you have any witnesses? 

MR. BRUCE: None. 

MR. CATANACH: W i l l the witnes

ses please stand and be sworn i n at t h i s time. 

(Witnesses sworn.) 

(At t h i s time Mr. Bruce l e f t the hearing.) 
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KENT CRAIG, 

being c a l l e d as a witness and being duly sworn upon h i s 

oath, t e s t i f i e d as fo l l o w s , t o - w i t : 

DIRECT EXAMINATION 

BY MS. AUBREY: 

Q Would you state your name and occupation 

f o r the record? 

A My name i s Kent Craig, C-R-A-I-G, and I'm 

the Land Manager f o r Jerome McHugh i n Denver. 

Q Mr. Craig, have you t e s t i f i e d p reviously 

before the O i l Conservation Division? 

A Yes, I have. 

Q And your q u a l i f i c a t i o n s as an expert i n 

petroleum land matters have been accepted? 

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

MS. AUBREY; Mr. Examiner, I 

tender Mr. Craig as an expert witness. 

MR. CATANACH: Mr. Craig, do 

you r e c a l l the l a s t time you t e s t i f i e d before the Division? 

A January o f t h i s year. 

MR. CATANACH: Mr. Craig i s 

considered q u a l i f i e d . 

Q Mr. Craig, are you f a m i l i a r w i t h the sub 
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j e c t matter o f Jerome P. McHugh's a p p l i c a t i o n f o r a non

standard p r o r a t i o n u n i t , which i s on the docket today? 

A Yes, I am. 

Q Can you explain b r i e f l y f o r the Examiner 

what the survey problem i s t h a t has caused t h i s case t o be 

docketed? 

A I'd l i k e t o r e f e r t o E x h i b i t Number Four, 

which i s the map o f — s p e c i f i c a l l y i n t h i s case the land 

p l a t . 

As you're probably aware, there — cor

r e c t i o n s were made i n townships predominantly i n the western 

United States on the west side of townships which r e a l l y i s 

fo r c o r r e c t i o n s o f the earth's curvature, so — i s r e a l l y 

what i t comes down t o i n a n u t s h e l l , and i n t h i s case i n 

Township 25 North, 2 West, the west t i e r of sections running 

down the west side, being Sections 6, 7, 18, 19, 30, and 31, 

are a l l what we c a l l short sections. They only contain four 

l o t s each; have approximately 185-187 acres, more or less. 

Y o u ' l l note i n Sections 19 and 30 I have 

the four l o t s l i s t e d running from north t o south and on the 

righthand side are the acreage f i g u r e s f o r those four l o t s . 

Q So Sections 19 and 30 are divided i n t o 

l o t s . 

A Correct. 

Q What i s the acreage p o s i t i o n of Jerome P. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

7 

McHugh i n Sections 20 and 29? 

A I n Section 20 the west h a l f of Section 

20, we own approximately 51 percent of the section, west 

h a l f of 20. 

In 29 the north h a l f , we have 43.75 per

cent and i n the south h a l f we have 87-1/2 percent. 

Q And what i s your — what i s the p o s i t i o n 

of Jerome P. McHugh i n Sections 19 and 30? 

A I n Section 19 we own a 37-1/2 percent i n 

t e r e s t i n Lots 3 and 4. Lots 1 and 2 of Section 19 are 

owned by Alex P h i l l i p s , or Mesa Grande Resources, i f you 

w i l l , and then i n Section 30 we own a 3/8ths i n t e r e s t or 37-

1/2 percent i n t e r e s t i n Lots 1 and 2 and 4, and i n Lot 3 we 

own an 87-1/2 percent i n t e r e s t . 

Q Now on your E x h i b i t Four i n the red you 

have shown what you c a l l current spacing u n i t s . Would you 

describe f o r the Examiner what producing wells are on those 

units? 

A Yes, ma'am. 

Again on E x h i b i t Four, where we have t h a t 

"L" i n the southeast o f the northwest of Section 20, tha t ' s 

c a l l e d our Loddy No. 1 and there's also an E x h i b i t Number 

Seven t h a t you can r e f e r t o t h a t goes along w i t h t h i s map 

showing the working i n t e r e s t owners i n th a t w e l l . This i s a 

Gallup producer, Mancos producer. We d r i l l e d a Dakota w e l l 
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and completed the w e l l i n the Gallup. 

And i n the north h a l f of Section 29 i s 

the w e l l we c a l l the F u l l S a i l No. 3, and I r e f e r you t o 

Ex h i b i t Number Six which again portrays the working i n t e r 

est, the net revenue i n t e r e s t o f the p a r t i e s involved i n 

that w e l l . 

And then E x h i b i t Number Five w i l l again 

o u t l i n e the p a r t i e s i n t e r e s t i n what we c a l l our F u l l S a i l 

No. 1, which i s i n the southwest quarter — southeast quar

t e r , excuse me, of Section 29. 

A l l three of these wells were d r i l l e d t o 

the Dakota and are producers i n the Gallup. 

Q I s Jerome P. McHugh operating a l l those 

wells? 

A Yes. 

Q Are there any wells d r i l l e d i n 19 and 30? 

A No, ma'am, there are not. 

Q Mr. Craig, are you aware o f the testimony 

of Ernie Busch i n Case 8854, a case which was put on before 

the Examiner two weeks ago? 

A I knew the case was held but no, I'm not 

aware of the — o f what he had t o say. 

Q A l l r i g h t . Do you understand t h a t Mr. 

Busch excluded from the c a l l o f t h a t case Sections 19 and 

30? 
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A Yes. Mr. Busch sent me a l e t t e r to that 

e f f e c t . 

Q Do you understand t h a t Mr. Busch t e s t i 

f i e d i n Case 8854 t h a t he had no ob j e c t i o n t o the proposed 

nonstandard p r o r a t i o n u n i t s t h a t are on the docket i n Case 

8839 today? 

A That i s my understanding, yes, ma'am. 

Q Do you understand t h a t there have been 

solu t i o n s t o t h i s short section problem proposed by the New 

Mexico O i l Conservation D i v i s i o n i n other areas o f Township 

25, which are d i f f e r e n t than the proposal today? 

A Yes, ma'am. 

Q And do you understand t h a t those are f o r 

the c r e a t i o n of larg e r spacing u n i t s i n the neighborhood of 

540 acres? 

A Yes, ma'am, I'm aware of i t . 

Q You are proposing today t h a t Jerome P. 

McHugh be permitted t o e s t a b l i s h two nonstandard p r o r a t i o n 

u n i t s c o n s i s t i n g o f approximately 185-187 acres? 

A Yes, ma'am. 

Q Are you also proposing t h a t the allowable 

for any w e l l t h a t i s d r i l l e d i n Sections 19 and 30 be r e 

duced? 

A Right. I n the proportion of — we're 

proposing the 187 acres over 320 acres, t h a t r a t i o , reducing 
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our allowable by t h a t r a t i o . 

Q Let me have you look at your E x h i b i t s 

Five, Six, and Seven. 

A Okay. 

Q P a r t i c u l a r l y Number Seven, which i s the 

— describes the working i n t e r e s t and r o y a l t y and 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 i n the Loddy No. 1 Well. 

A Right. 

Q That well i s i n the west h a l f o f Section 

20. 

A Correct. 

Q Could you explain f o r the Examiner what 

w i l l happen t o the working i n t e r e s t , the o v e r r i d i n g r o y a l t y 

and r o y a l t y i n t e r e s t i n the event t h a t a 506-acre p r o r a t i o n 

u n i t i s created out of the west h a l f of 20 and 19? 

A Yes, ma'am. As you w i l l note on E x h i b i t 

Number Seven, I have l a i d out here portrayed the working i n 

t e r e s t p a r t i c i p a n t s who have paid f o r and completed the Lod

dy Well, being McHugh, Dugan, and a company named Walker 

Energy out of Denver, and t h e i r working i n t e r e s t , as well, as 

t h e i r appropriate net revenue i n t e r e s t as t o t h e i r i n t e r e s t . 

And then below t h a t r o y a l t y owners, what 

they're r e c e i v i n g as t o the Loddy Well i n the west h a l f of 

Section 20 and the o v e r r i d i n g r o y a l t y owners, which i n t h i s 

case i s .41 percent. 
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Under the 506-acre scenario, which would 

include a l l four l o t s of Section 19, as w e l l as the west 

h a l f o f Section 20, as you can see the working i n t e r e s t i n 

our p a r t i c u l a r case, McHugh goes from a 51 t o a 39+; Dugan 

goes from a 10 t o an 8; Kenai goes up, a c t u a l l y , inasmuch as 

they have a l a r g e r i n t e r e s t i n Lots 3 and 4 than they do i n 

the west h a l f o f 20. 

Walker i s reduced and you b r i n g i n two 

new companies i n t o the w e l l , being Alex P h i l l i p s , or Mesa 

Grande, i f you w i l l , and one of t h e i r a f f i l i a t e d companies 

c a l l e d A r r i b a Company. 

Q Let me stop you there, Mr. Craig. Alex 

P h i l l i p s has entered an appearance i n t h i s case today, i s 

tha t correct? 

A Yes. 

Q And i s i t your testimony t h a t A r r i b a i s a 

another company t h a t i s owned by Alex P h i l l i p s ? 

A I don't know i f i t ' s owned by Alex P h i l 

l i p s but i t ' s another company t h a t i s a f f i l i a t e d w i t h 

w i t h Mesa Grande Resources. I don't know i f he owns t o t a l 

control.. 

Q At t h i s point i n time w i t h the — i n the 

Loddy Well, which i s now producing, has Mr. P h i l l i p s or any 

— Mesa Grande or A r r i b a contributed anything towards the 

d r i l l i n g of the well? 
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A No. 

Q Was any penalty assessed against them i n 

connection w i t h the d r i l l i n g o f the well? 

A No. They were not involved i n the d r i l l 

ing o f the w e l l at a l l . 

Q I n the event t h a t a 506 acre p r o r a t i o n 

u n i t i s created, they w i l l then come i n t o the w e l l w i t h a 

net revenue i n t e r e s t of 14.7 percent, i s tha t correct? 

A That's c o r r e c t , on a t o t a l l y r i s k - f r e e 

basis, which i s our whole o b j e c t i o n . 

Q Now, i f t h i s were t o happen and the 506 

acre spacing u n i t were created, where would t h a t 14 percent 

net revenue i n t e r e s t come from? 

A Well, what we'd have t o do i s , as por

trayed by, again, look on E x h i b i t Seven under r o y a l t y own

ers, not only the working i n t e r e s t of the current p a r t i c i 

pants i n the well w i l l be reduced, your r o y a l t y owners, 

which i n t h i s case are — I t h i n k we have 20 or 25 r o y a l t y 

owners, roughly 20, I can count them. Your 20 r o y a l t y own

ers w i l l be reduced, t h e i r current gross r o y a l t y o f 17 per

cent t o approximately 11 percent, and y o u ' l l b r i n g i n new 

ro y a l t y owners, one of which w i l l be the Feds, the Federal 

government, who owns the minerals i n Lots 1 and 2. They'll, 

come i n f o r 2 percent t o t a l l y r i s k f r e e . 

Q The south h a l f of 19 i s fee land, i s t h a t 
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correct? 

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

Q And the north h a l f of 19 i s Federal. 

A Federal. Minerals. 

The west h a l f o f 20 i s fee? 

A Fee. 

Q So there's no Federal r o y a l t y . United 

States r o y a l t y at a l l now i n connection w i t h the Loddy Well. 

A That's correct-

Q Let's move t o E x h i b i t Six now, which 

deals w i t h the F u l l S a i l No. 3, located i n the north h a l f of 

29. 

Can you describe f o r the Examiner what 

your e x h i b i t shows w i l l happen t o the present working i n t e r 

est and the r o y a l t y and 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 s i n the 

event th a t the 413 acre p r o r a t i o n u n i t i s created? 

A Right. Again i n — l e t ' s take the case 

of — as opposed t o the Loddy i n the west h a l f of 20, the 

two wells i n 29 are on laydowns, as you can see from — from 

the map. So t o include the acreage i n Section 30 w i t h t h a t , 

you're going t o — one would be a 413-acre u n i t , w e l l , both 

of them would be approximately 413-acre u n i t s . 

Both the south h a l f of 9 and the north 

h a l f of 29 are communitized t r a c t s inasmuch as you have Fed

e r a l and fee lands w i t h i n 29 f o r both of those 320-acre 
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u n i t s . 

I n the case of the F u l l S a i l 3, as you 

can see from the scenario here, our working i n t e r e s t 

r e l a t i v e l y remains the same on the 300 versus the 413 acre 

u n i t , r e l a t i v e l y speaking. 

The problem you come i n t o i s the current 

r o y a l t y owners, which c o n s t i t u t e 13 percent of the revenues 

now w i l l drop t o 10 percent and y o u ' l l pick up some new roy

a l t y owners at 2.8 percent, again under a r i s k - f r e e 

scenario. 

Q And E x h i b i t Number Five has the same kind 

of analysis f o r the F u l l S a i l No. 1, i s th a t correct? 

A Right. I t ' s f o r the F u l l S a i l No. 1, 

yeah. 

The F u l l S a i l No. 1, Kenai O i l and Gas, 

who d i d not pay any o f the costs on t h a t w e l l , would come i n 

fo r an 11 percent working i n t e r e s t , again r i s k - f r e e , i n a 

producing w e l l t h a t ' s produced f o r over two years. 

Q Would you — 

A And the r o y a l t y owners, the same scenario 

applies t o them here. 

The current r o y a l t y owners, which include 

the Feds as t o 7/8ths of t h i s u n i t , the one fee owner as t o 

— as t o 40 acres, would go from 12.75 percent t o 9.8 per

cent and you would pick up some new fee r o y a l t y owners, 
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which would c o n s t i t u t e 2.8 percent of the revenue. 

Q Let me have you look at your E x h i b i t 

Three now. I t appears t o be a l e t t e r from a person named 

Hunt Walker. Can you describe f o r the Examiner h i s r e l a 

t i o n s h i p t o t h i s acreage? 

A Yes. Hunt Walker owns Walker Energy and 

i f you'll, look back t o E x h i b i t Number Seven y o u ' l l note t h a t 

he has a 17.7 percent i n t e r e s t i n the Loddy Well, the west 

h a l f o f 20, which, by v i r t u e of an expanded 500-acre u n i t , 

would go t o an 11 percent working i n t e r e s t , and we're pro

posing t h a t t h i s l e t t e r be included as an e x h i b i t . I t was 

w r i t t e n t o the O i l Conservation D i v i s i o n , wherein he opposes 

the 506-acre u n i t due t o d i l u t i o n of i n t e r e s t t h a t he w i l l 

receive i n the event the u n i t i s expanded t o a la r g e r u n i t . 

Q Mr. Craig, i n your opinion i s i t f a i r and 

equitable t o allow a pa r t y who d i d not p a r t i c i p a t e i n the 

cost of d r i l l i n g a w e l l t o come i n t o a well simply by v i r t u e 

of the cr e a t i o n o f a nonstandard p r o r a t i o n unit? 

A I t i s t o t a l l y unequitable from a business 

standpoint. 

Q Now l e t me have you look at E x h i b i t Num

ber Two, which i s a l e t t e r t o ARCO Oi l and Gas, dated A p r i l 

9th, 1986. ARCO was not given notice of t h i s hearing by the 

applicant as an o f f s e t w i t h a l o t or a t r a c t cornering the 

proposed p r o r a t i o n u n i t , i s t h a t correct? 
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A That's c o r r e c t . That i s my e r r o r . At 

the time we sent out our notices, which are covered by, I 

believe, E x h i b i t Number One, yes, Ex h i b i t Number One, a l l 

the notices t o a l l the o f f s e t t i n g — the information I had 

at the time was t h a t the southeast southeast quarter o f Sec

t i o n 13 of 26, 3, i n f a c t the whole east h a l f east h a l f of 

13, I was informed t h a t t h a t was owned by Dugan Production 

Corporation, which we had already n o t i f i e d , and then I found 

out, w e l l , on A p r i l the 8th t h a t was owned by ARCO, and I 

wrote them the very next day, on the 9th. This was — i t 

was an e r r o r . 

Q Would you have any o b j e c t i o n , Mr. Craig, 

t o having t h i s case readvertised so th a t ARCO could be given 

notice of the subject matter o f the hearing? 

A No, th a t ' s f i n e . 

Q Now Ex h i b i t Number One c o n s t i t u t e s the 

ret u r n r e c e i p t s t o a l l o f f s e t t i n g operators other than ARCO, 

i s t h a t correct? 

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

Q Jerome P. McHugh has n o t i f i e d everyone 

wi t h the exception of the omission of ARCO. 

A That's c o r r e c t . N o t i f i e d and c a l l e d , as 

we l l as by m a i l . 

Q Have you had any o b j e c t i o n from ARCO or 

any response at a l l t o your A p r i l 9th l e t t e r ? 
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A I have not heard from ARCO since the 9th. 

Q Mr. Craig, i n terms of the r e l a t i v e 

ownership of working i n t e r e s t , r o y a l t y , and o v e r r i d i n g roy

a l t y i n Sections 20 and 29 and Sections 19 and 30, w i l l cor

r e l a t i v e r i g h t s be protected by granting Jerome P. McHugh's 

a p p l i c a t i o n f o r nonstandard p r o r a t i o n units? 

A Well, we c e r t a i n l y f e e l t h a t they w i l l 

from both sides of the fence and i n the case of the three 

u n i t — the three e x i s t i n g u n i t s which we have i n the west 

h a l f of the north and south halves of 29, those are produc

ing w e l l s . The p a r t i e s who have paid f o r the w e l l s , taken 

the r i s k i n d r i l l i n g the w e l l s , should be the p a r t i e s who 

be n e f i t on a d o l l a r - i n / d o l l a r - o u t basis. 

By the same token we are w i l l i n g t o d r i l l 

a w e l l i n Section 19 and 30 and produce under a r e s t r i c t e d 

allowable basis and the same scenario goes. I f you d r i l l a 

well i n 19 and you get a dry hole, then there's the r i s k f o r 

the people who are involved i n 19. 

By the same token, i f you get a good pro

ducer i n 19, those people w i l l b e n e f i t . I t ' s j u s t a 

s t r a i g h t across the board, the people who take the r i s k on 

th a t p a r t i c u l a r w e l l applicable t o t h a t p a r t i c u l a r t r a c t 

should be the people who b e n e f i t and i n our opinion combin

ing the l o t s of — the four l o t s of Section 19 and 20 i s 

t o t a l l y unequitable by v i r t u e , even w i t h the — at one time 
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the Commission had proposed allowing two wells per 500-acre 

t r a c t . The problem we have w i t h t h a t i s i f you throw i n 19 

and 20 and you know 20 i s a good producing w e l l , you come 

over t o 19 and d r i l l a dry hole, you've d i l u t e d the people's 

i n t e r e s t i n 20 by v i r t u e of ta k i n g t h a t , reducing t h e i r i n 

t e r e s t i n a good producing w e l l , being the Loddy Well. 

The people i n 19 are b e n e f i t i n g from the 

fa c t t h a t they're i n a producer already, the Loddy, and 

there's no penalty t h e r e . 

Q Mr. Craig, were E x h i b i t s One through 

Seven prepared by you or under your supervision and d i r e c 

t i o n ? 

A Yeah, they were prepared by me. 

MS. AUBREY: I o f f e r E x h i b i t s 

One through Seven, Mr. Examiner, and I have no more ques

t i o n s at t h i s time. 

MR. CATANACH: Ex h i b i t s One 

through Seven w i l l be admitted as evidence. 

CROSS EXAMINATION 

BY MR. CATANACH: 

Q Mr. Craig, do you have a map t h a t shows 

the o f f s e t ownership? 

A I do not have a land map w i t h me. I can 

t e l l you. 
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Q Okay, why don't you do that? 

A I f t h a t w i l l help. Section 17 and 18 i s 

owned by Mesa Grande, the west h a l f of 17 and 18 i s owned by 

Mesa Grande Resources. 

18 i s the same Federal lease t h a t they 

own i n Lots 1 and 2 o f 19, HBP lease. 

As I mentioned, the east h a l f east h a l f 

of 13 o f 25, 3, i s ARCO. 

The east h a l f of 24 i s Tom Dugan. 

The northeast quarter and the north h a l f 

southeast quarter o f 25 i s Kenai O i l and Gas. 

The south h a l f southeast of 25 i s owned 

by ourselves and Dugan. 

And then the northeast of 36, I be l i e v e , 

i s owned by Kenai, as w e l l . 

Sections 31 and 32 of 25, 2, are owned 

j o i n t l y by Mobil, Tenneco, and Conoco. That's — tha t ' s the 

same lease i n 31 and 32. I t ' s a Federal HBP lease. 

Q Mr. Craig, were a l l of the p a r t i e s t h a t 

you described, were they a l l n o t i f i e d ? 

A Yes, s i r . 

Q Everyone but ARCO. 

A Everyone by ARCO, yeah, r i g h t . 

Q Fine. I have no f u r t h e r questions. 
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RICHARD ELLIS, 

being c a l l e d as a witness and being duly sworn upon h i s 

oath, t e s t i f i e d as fo l l o w s , t o - w i t : 

DIRECT EXAMINATION 

BY MS. AUBREY: 

Q Would you sta t e your name and occupation, 

please? 

A My name i s Richard E l l i s and I work as a 

geologist f o r Mr. McHugh. 

Q Mr. E l l i s , have you t e s t i f i e d p reviously 

before the O i l Conservation D i v i s i o n and had your q u a l i f i c a 

t i o n s as a geologist made a matter o f record? 

A I have t e s t i f i e d before. My q u a l i f i c a 

t i o n s were accepted by the Commission i n January, the same 

case t h a t Mr. Craig t e s t i f i e d . 

MS. AUBREY: Mr. Examiner, I 

tender Mr. E l l i s as an expert g e o l o g i s t . 

MR. CATANACH: Mr. E l l i s i s 

considered q u a l i f i e d . 

Q Mr. E l l i s , i n connection w i t h Mr. 

McHugh's a p p l i c a t i o n f o r two nonstandard p r o r a t i o n u n i t s 

have you prepared an e x h i b i t which w i l l help the Examiner t o 

understand how c o r r e l a t i v e r i g h t s are going t o be protected 

by granting t h i s a pplication? 
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A Yes, I have. 

Q Let me r e f e r you f i r s t t o your E x h i b i t 

Number Eight. On tha t e x h i b i t there are two proposed w e l l 

l o c a t i o n s . Are those w e l l l o c a t i o n s t h a t are proposed by 

Jerome P. McHugh? 

A Yes, they are. 

Q And you have o u t l i n e d the proposed non

standard u n i t s i n yellow. 

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

Q This appears t o be a s t r u c t u r e map. Mr. 

E l l i s , can you explain i t s relevance t o the nonstandard pro

r a t i o n u n i t , please? 

A We prepared the s t r u c t u r e map p r i m a r i l y 

t o put some perspective on the arguments t h a t are going t o 

f o l l o w t h i s p a r t i c u l a r e x h i b i t . A l l the s t r u c t u r e map pur

ports t o show i s j u s t t h a t the nonstandard u n i t s are at 

leas t part of the Gavilan Pool as we envision i t s t r u c t u r a l 

l y . 

Q The Gavilan-Mancos Pool i s c u r r e n t l y un

dergoing t o some study by a study group, i s t h a t correct? 

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

Q And the r e s u l t s on t h a t are not yet due. 

A No. 

Q Let me have you look at Ex h i b i t Number 

Nine, which i s a cross section map and E x h i b i t Number Ten, 
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i f you'd l i k e at those two together, and explain those f o r 

the Examiner. 

A The f i r s t , E x h i b i t Number Number Nine i s 

a cross section l o c a t i o n map. I've h i g h l i g h t e d i n red 

toward the bottom of the page there a traverse of a cross 

section t h a t crosses our proposed u n i t s . I t runs through 

one of the proposed l o c a t i o n s . 

As w i t h the s t r u c t u r e map, the cross 

section, which i s Ex h i b i t Number Ten, purports t o put the 

arguments t h a t are going t o f o l l o w i n t o perspective. I t 

shows t h a t some of our producing wells t o the east, d i r e c t l y 

t o the east o f the Section 30 proposed l o c a t i o n , as w e l l as 

a producing w e l l d r i l l e d by ARCO i n the next township, 

Township 20 North, Range 3 West, t h a t also produced out o f 

the same zone i n the Mancos t h a t we c u r r e n t l y have our 

production. 

Q I t ' s your opinion t h a t a w e l l d r i l l e d at 

the proposed l o c a t i o n you've shown i n Sections 19 and 30 

w i l l , be productive i n the Gavilan-Mancos Pool? 

A Yes. 

Q L e t 1 s look now at Ex h i b i t Number Eleven. 

Do you want t o look at Eleven and Twelve together or j u s t 

Eleven by i t s e l f ? 

A We could s t a r t out w i t h E x h i b i t Number 

Eleven. 
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Q Could you explain what the c i r c l e s are? 

A This kind of c l u t t e r e d up presentation on 

t h i s E x h i b i t Number Eleven i s — i s purporting t o show the 

e x i s t i n g drainage scenario t h a t has developed t o date i n the 

west side of the Gavilan Pool. 

There are q u i t e a number of wells t h a t 

e x i s t of the east, the righthand side of t h i s map, which 

would be the east side of the pool t h a t I haven't included 

f o r t h i s presentation. 

B a s i c a l l y the reason we draw these c i r 

cles i s t o t r y and explain what we f e e l i s the primary j u s 

t i f i c a t i o n f o r having a rectangular p r o r a t i o n u n i t , such as 

— such as the temporary r u l e s have provided f o r . 

These 320-acre rectangular u n i t s , i n or

der t o — w e l l , excuse me, l e t me back up. 

A 320-acre rectangle, obviously, can't be 

drained by a si n g l e w e l l placed anywhere w i t h i n t h a t rec

tangle. The premise behind s e t t i n g up such a rectangular 

poration u n i t i s the theory o f compensatory drainage and 

b a s i c a l l y , you know, we fee l i n the Mancos Pool out there 

t h a t we have — we have no evidence t o the contrary, anyway, 

but we have a r a d i a l drainage scenario, so we draw these 

320-acre c i r c l e s t o show the drainage we expect from a 

s ing 1 e we 11.bore. 

Now a l l . the wells east of the two pro-
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posed nonstandard u n i t s have those c i r c l e s drawn and where 

we do have overlap between adjacent w e l l s , I've colored 

those portions i n red, or pink. 

Now, what the overlap shows i s t h a t we 

have some i n e f f i c i e n t drainage i n the pool t h a t e x i s t s as i t 

presently does today, and I've been through the c a l c u l a t i o n s 

on a l l areas w i t h i n those red o u t l i n e s and come up w i t h an 

average e x i s t i n g overlap f o r the pool, the west side of the 

pool, of approximately 43 acres per p r o r a t i o n u n i t , per 320-

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

Now, j u s t by the very nature o f , you 

know, the drainage t h a t i s associated w i t h these w e l l s , h a l f 

of t h a t overlap area t h a t ' s a t t r i b u t e d t o a s i n g l e w e l l i s 

i n e f f i c i e n t drainage, b a s i c a l l y , and so we, you know, we've 

calculated the percentage o f uncompensated acreage, i f you 

w i l l , per p r o r a t i o n u n i t at approximately 7 percent per 320-

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

Now i f y o u ' l l look at our proposal, the 

u n i t s h i g h l i g h t e d i n yellow, we've got two proposed loca

t i o n s . We're proposing a prorated allowable, approximately 

58 percent o f the e x i s t i n g 320-acre Gavilan-Mancos allow

able, and we have drawn c i r c l e s w i t h area equal t o 187 acres 

around those e x i s t i n g w e l l s , f i g u r i n g t h a t we're going, you 

know, we're going t o encounter the same type of r a d i a l 

drainage t h a t we expect i n the res t of the pool. 
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Q So l e t me stop you there. So because of 

your reduced, reduced allowable t h a t you're proposing, you 

have drawn a smaller c i r c l e around the w e l l locations — 

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

Q — i n Sections 19 and 30. 

A Uh-huh. Now, these, these l o c a t i o n s t h a t 

we have proposed also overlap the e x i s t i n g 320-acre c i r c l e s 

t h a t , you know, are set up by the Loddy Well and the F u l l 

S a i l No. 3 Well. 

I've summarized t h a t i n a short paragraph 

at the lower l e f t h a n d side of the page. We have a t o t a l 

overlap f o r our proposed scenario of approximately 28 acres 

and t h a t would be the area you see h i g h l i g h t e d i n blue. 

Approximately h a l f of t h a t acreage we 

consider would not c o n t r i b u t e and therefore be i n e f f i c i e n t 

drainage not c o n t r i b u t e t o the compensatory drainage idea 

th a t we — t h a t the Commission, you know, f e e l s operates 

when they set up a rectangular u n i t . 

The average per w e l l ends up being about 

7 acres per our proposal, which i s about 4 percent. 

As I mentioned before, the average over

lap f o r the r e s t of the pool i s 43 acres, so the average 

uncompensating acreage i s approximately 21-1/2 acres and 

t h a t number works out about 7 percent. 

So we f e e l t h a t my making t h i s display 
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and — and s e t t i n g up the p r o r a t i o n allowable, t h a t our pro

posal i s c e r t a i n l y no worse, i n f a c t i t ' s b e t t e r , from an 

e f f i c i e n t drainage standpoint, than the e x i s t i n g separations 

overlap i n the pool. 

Q Now, you have — you have two proposed 

w e l l l o c a t i o n s , one i n 19 and one i n 30, shown on E x h i b i t 

Number Eleven. How d i d you select those locations? 

A We selected them p r i m a r i l y t o maintain 

the most e f f i c i e n t separation between the wells and also ac

commodate any kind of topographical problems t h a t we might 

encounter. 

You'll see t h a t we've — we've high

l i g h t e d a distance, a closest distance between adjacent 

wells using dashed l i n e s and numbers. These numbers are ac

curate t o w i t h i n 50 feet based on the scale of t h i s map. 

Our w e l l i n Section 19, f o r example, i s 

2900 feet l i n e a r distance from the Loddy Well. I t ' s also 

4450 feet from the F u l l S a i l No. 3. 

Our we l l i n the south h a l f of Section 30 

i s 3600 feet from the F u l l S a i l 3 and about, j u s t a l i t t l e 

less than a mile or 5100 feet from t h a t Mobil Unit B-34 Well 

i n Section 32. 

I f y o u ' l l j u s t scan the closest distances 

that I've placed on the map f o r the r e s t o f the pool, y o u ' l l 

see t h a t these numbers are c e r t a i n l y no worse and i n some 
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cases b e t t e r than — than some of the separations t h a t a l 

ready e x i s t . 

Q Mr. E l l i s , i n choosing not only the pro

posed lo c a t i o n s but also i n support of the 187-acre u n i t s , 

have you taken i n t o consideration a consistent p a t t e r n o f 

w e l l spacing throughout the Gavilan-Mancos Pool t h a t w i l l 

allow f o r the most development o f the reserves and also pro

t e c t against uncompensated drainage? 

A Yes. Yes, I f e e l we have, based on the 

topographical s i t u a t i o n out there, t r i e d t o accommodate t h a t 

as much as possible. One could argue, however, t h a t you 

could place t h a t w e l l on Section 19 i n the south h a l f or i n 

the south h a l f south h a l f o f Section 19 and t h e r e f o r e , you 

know, create less o f an ovrlap between i t and the Loddy 

Well; however, i n so doing you would end up c r e a t i n g a new 

overlap w i t h the F u l l S a i l No. 3. 

When you draw t h a t , when you work t h a t 

a l l out, you f i n d out t h a t your percentage overlap i s s t i l l 

approximately the same, so these proposed lo c a t i o n s are 

r e a l l y kind of an accommodation of a couple of d i f f e r e n t 

f a c t o r s , but they appear t o be the most e f f i c i e n t separation 

tha t we can get. 

Q I n connection w i t h your w e l l l o c a t i o n i n 

Section 30, t h i s case has been advertised as the proposed 

l o c a t i o n being 660 from the south and east l i n e s . I s t h a t 
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the l o c a t i o n which you want the Commission t o grant? 

A Unfortunately, at the time we i n i t i a l l y 

proposed t h a t back i n January we hadn't checked our topogra

phic map and i t turns out t h a t t h a t p a r t i c u l a r l o c a t i o n 

would be i n the middle of Gavilan Lake, which i s a seasonal 

body o f water r i g h t i n there. At the time we propose t o 

d r i l l t h a t there w i l l probably be a body of water there, so 

we — and t h i s i s r e f l e c t e d i n the l o c a t i o n t h a t I've drawn 

on t h i s d i s p l a y , placed t h a t w e l l north o f th a t l o c a t i o n . 

Q Can you give the Examiner the footage — 

A Yes, we — 

Q — t h a t you are requesting approval f o r 

fo r the unorthodox w e l l location? 

A Our unorthodox w e l l l o c a t i o n f o r the 

south h a l f south h a l f of 30, we would request at 1420 feet 

from the south, 660 feet from the east l i n e . 

MR. DAN NUTTER: And tha t ' s 

going from 660 from the south up t o 1420? 

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

MR. DAN NUTTER: That would be 

760 north (not understood). 

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

Q Let me r e f e r you now t o E x h i b i t Number 

Twelve. This e x h i b i t shows hy p o t h e t i c a l well l o cations t o 

the west o f the area t h a t we've discussed. Can you explain 
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those t o the Examiner? 

A This p a r t i c u l a r d i s p l a y i s s i m p l i f i e d 

from the previous one. To begin w i t h I s t a r t e d out w i t h a 

series of c i r c l e s t h a t were immediately adjacent t o our pro

posed nonstandard u n i t s on the east side and again i t shows 

the same red overlap t h a t we had on the previous page but 

j u s t f o r the wells t h a t are immediately closest t o the non

standard u n i t . 

Then y o u ' l l notice we have the two pro

posed locations i n 19 and 30. The revised l o c a t i o n i n 30 i s 

— i s also as we previously discussed. 

And the r e s t i n the meaty ( s i c ) part o f 

t h i s d i s p l a y i s r e a l l y what happens t o the r e s t o f our pro

posed u n i t s . We are at the present time strong advocates o f 

the 320-acre temporary r u l e t h a t the Commission has promul

gated and we wish t o preserve, you know, tha t kind of separ

a t i o n geometry between the wells i n f u t u r e d r i l l i n g because 

we t h i n k t h a t ' s the most e f f i c i e n t way t o d r a i n the reser

v o i r . 

To accommodate or t o at l e a s t hypothesize 

f u t u r e development and how i t might be impacted by our pro

posed change today, I've placed a number of locations i n 

Sections 24, 25, and 36. These are optimum l o c a t i o n s . I 

picked those t o maximize the separation distance between our 

proposed new wells i n 19 and 30 and also t o minimize the 
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amount o f overlap and therefore uncompensated drainage 

between the w e l l s . 

And you can see t h a t we can r e t u r n t o ex

c e l l e n t 320-acre separations, very e f f i c i e n t 320-acre separ

a t i o n s , q u i t e e a s i l y once we've, you know, d r i l l e d our wells 

i n 19 and 30 w i t h the prorated allowable. 

Q Mr. E l l i s , d i d you prepare E x h i b i t s Nine, 

Ten, Eleven, and Twelve — I'm sorry, Eight through Twelve? 

A Yes, I d i d . 

Q I n your opinion, Mr. E l l i s , w i l l g ranting 

the a p p l i c a t i o n o f Jerome P. McHugh protec t c o r r e l a t i v e 

r i g h t s by c r e a t i n g nonstandard p r o r a t i o n u n i t s w i t h reduced 

allowables which w i l l , allow the production of hydrocarbons 

but w i l l not permit or create a s i t u a t i o n where there's 

going t o be uncompensated drainage i n the pool? 

A Yeah, i t c e r t a i n l y , i n our opinion, most 

e f f i c i e n t l y accommodates t h a t problem. There's no way you 

can completely overcome the uncompensated acreage but i t ' s 

c e r t a i n l y , we f e e l , a long way ahead o f the o r i g i n a l OCD 

proposal and, you know, we're s a t i s f i e d w i t h i t . 

Q The Jerome P. McHugh proposal also pro

t e c t s the c o r r e l a t i v e r i g h t s o f those working i n t e r e s t and 

r o y a l t y owners i n the presently producing wells on the adja

cent sections. 

A We f e e l i t best does t h a t , yes. 
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MS. AUBREY: Mr. Examiner, we 

o f f e r E x h i b i t s Eight through Twelve and have no f u r t h e r 

questions at t h i s time. 

MR. CATANACH: Ex h i b i t s Eight 

through Twelve w i l l be admitted as evidence. 

I have no questions of the w i t 

ness at t h i s time. 

We don't have any questions of 

the witness. The witness may be excused. 

MS. AUBREY: While we're s t i l l 

on the record, Mr. Catanach, i s i t the Division's i n t e n t t o 

readvertise t h i s matter f o r the May 14th Examiner docket so 

th a t ARCO, i f they choose, w i l l have a chance t o appear and 

present testimony? 

MR. CATANACH: Ms. Aubrey, what 

w e ' l l do i s corre c t the advertisement f o r the l o c a t i o n and 

readvertise i t f o r the 14th and j u s t continue the case t i l l 

i t i s readvertised. 

MS. AUBREY: Thank you. 

MR. CATANACH: I s there any

t h i n g f u r t h e r i n Case 8839? 

I f not, i t w i l l be taken under 

advisement. 

(Hearing concluded.) 
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C E R T I F I C A T E 

I , SALLY W. BOYD, C.S.R., DO HEREBY 

CERTIFY the foregoing Transcript of Hearing before the O i l 

Conservation D i v i s i o n (Conmission) was reported by me? that 

the said t r a n s c r i p t i s a f u l l , t r u e , and correct record of 

the hearing, prepared by me t o the best of my a b i l i t y . 
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