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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

CASE 10,649 

EXAMINER HEARING 

IN THE MATTER OF: 

A p p l i c a t i o n of H.L. Brown, J r . , f o r a u n i t 
agreement, Lea County, New Mexico 

ORIGINAL 
TRANSCRIPT OF PROCEEDINGS 

BEFORE: DAVID R. CATANACH, EXAMINERS 

JAN 2 | 1993 \5 \ 

OIL CONSERVATION DIVISION 

STATE LAND OFFICE BUILDING 

SANTA FE, NEW MEXICO 

January 7, 1993 
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A P P E A R A N C E S 

FOR THE DIVISION: 

ROBERT G. STOVALL 
Atto r n e y 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 THE APPLICANT: 

KELLAHIN & KELLAHIN 
Attorneys a t Law 
By: W. THOMAS KELLAHIN 
117 N. Guadalupe 
P.O. Box 2265 
Santa Fe, New Mexico 87504-2265 
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JIM HUGHES 
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Examination by Mr. S t o v a l l 22 
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E X H I B I T S 

APPLICANT'S EXHIBITS: 

E x h i b i t 1 6 

E x h i b i t 2 8 

E x h i b i t 3 9 

E x h i b i t 4 10 

E x h i b i t 5 10 

E x h i b i t 6 13 

E x h i b i t 7 14 

E x h i b i t 8 15 

E x h i b i t 9 16 

E x h i b i t 10 18 

E x h i b i t 11 18 

E x h i b i t 12 16 

E x h i b i t 13 24 

E x h i b i t 14 25 

E x h i b i t 15 2 6 

E x h i b i t 16 2 8 

E x h i b i t 17 29 

E x h i b i t 18 29 

E x h i b i t 19 2 9 
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WHEREUPON, the f o l l o w i n g proceedings were had 

at 8:23 a.m.: 

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

Case 10,649. 

MR. STOVALL: A p p l i c a t i o n of H.L. Brown, J r . , 

f o r a u n i t agreement, Lea County, New Mexico. 

EXAMINER CATANACH: Are the r e appearances i n 

t h i s case? 

MR. KELLAHIN: I f the Examiner please, I'm 

Tom K e l l a h i n of the Santa Fe law f i r m of K e l l a h i n & 

K e l l a h i n , appearing on behalf of the A p p l i c a n t , and I 

have t h r e e witnesses t o be sworn i n . 

(Thereupon, the witnesses were sworn.) 

PETER COURTNEY, 

the witness h e r e i n , a f t e r having been f i r s t d u l y sworn 

upon h i s 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. KELLAHIN: 

Q. Would you please s t a t e your name and 

occupation? 

A. My name i s Peter Courtney, and I'm petroleum 

land manager w i t h H.L. Brown, J r . 

Q. Mr. Courtney, on p r i o r occasions have you 

t e s t i f i e d as a landman before the D i v i s i o n ? 

A. No. 
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Q. Summarize f o r us your experience as a 

petroleum landman. 

A. I've been employed by Mr. Brown f o r 

approximately e i g h t years. I've worked e x t e n s i v e l y i n 

the s t a t e s of Michigan, Texas and New Mexico. 

Q. As p a r t of your d u t i e s , have you been 

i n v o l v e d i n a determination of the land t i t l e matters 

w i t h regards t o what has been c a l l e d the North Feather 

State U n i t which Mr. Brown proposes t o operate i n Lea 

County, New Mexico? 

A. Yes, I have. 

Q. I n a d d i t i o n , have you worked w i t h the 

engineer and g e o l o g i s t t o determine a plan of 

development f o r t h a t u n i t , and have you obtained 

approval from the Commissioner of Public Lands f o r the 

u n i t ? 

A. Yes, p r e l i m i n a r y approval. 

MR. KELLAHIN: We tender Mr. Courtney as an 

expert petroleum landman. 

EXAMINER CATANACH: Mr. Courtney i s so 

q u a l i f i e d . 

Q. (By Mr. K e l l a h i n ) Mr. Courtney, l e t me ask 

you, s i r , t o t u r n t o what i s marked as E x h i b i t Number 1 

and have you i d e n t i f y t h a t d i s p l a y f o r us. 

A. Okay, the e x h i b i t o u t l i n e s the proposed 640-
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acre State e x p l o r a t o r y u n i t , d e p i c t i n g f i v e leases 

owned by Mr. Brown. 

Q. Each of those leases i s a State of New Mexico 

o i l and gas lease? 

A. Correct. 

Q. The primary producing i n t e r v a l t h a t ' s 

t a r g e t e d f o r the i n i t i a l u n i t w e l l i s what, s i r ? 

A. The Morrow. 

Q. As p a r t of your d u t i e s , have you i n v e s t i g a t e d 

t o determine whether or not a Morrow w e l l l o c a t e d 

w i t h i n the u n i t would be subject t o any e x i s t i n g pool 

r u l e s ? 

A. There are e x i s t i n g pool r u l e s t o the south, 

being the Feather Morrow O i l Pool. 

Q. The Feather Morrow O i l Pool i n the Morrow t o 

the south i s spaced upon what spacing p a t t e r n ? 

A. Forty acres. 

Q. As p a r t of your d u t i e s as a landman, have you 

i n v e s t i g a t e d t o determine whether the leasehold t r a c t s 

c ould be developed f o r 40-acre Morrow o i l spacing on 

leasehold t r a c t development? 

A. No, we cannot do t h a t i n a prudent manner. 

We can't develop on 40 acres. 

Q. The a l t e r n a t i v e development p a t t e r n f o r you 

was then t o form a u n i t ? 

CUMBRE COURT REPORTING 
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A. Yes. 

Q. What acreage d i d you choose t o inc l u d e w i t h i n 

the u n i t boundary? 

A. The south h a l f of Section 9 and the n o r t h 

h a l f of Section 16 i n Township 15 South, Range 32 east. 

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

E x h i b i t Number 2. 

A. Okay. 

Q. What i s that ? 

A. This i s the proposed s t a t e e x p l o r a t o r y u n i t 

agreement which has been proposed t o the State Land 

O f f i c e . 

Q. I s t h i s the u n i t form — 

A. Yes, s i r . 

Q. — prepared and approved by the Commissioner 

of P u b l i c Lands f o r use f o r e x p l o r a t o r y u n i t s ? 

A. Yes, s i r . 

Q. And have you made any m a t e r i a l m o d i f i c a t i o n s 

or changes t o the form? 

A. Not t o the form. 

Q. You've simply f i l l e d i n the blanks as 

re q u i r e d by the Commissioner of Public Lands? 

A. Yes, s i r . 

Q. Have you attached t o t h a t u n i t agreement a 

Schedule B which t a b u l a t e s the t r a c t ownership 

CUMBRE COURT REPORTING 
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i n f o r m a t i o n f o r a l l the leases t o be dedicated t o the 

u n i t ? 

A. Yes, s i r . 

Q. To the best of your knowledge, i n f o r m a t i o n 

and b e l i e f , i s t h a t t r u e and accurate? 

A. Yes, s i r . 

Q. E x h i b i t A t o the u n i t agreement i s the t r a c t 

map t h a t we've showed f o r the u n i t c o n f i g u r a t i o n ? 

A. That•s c o r r e c t . 

Q. A l l r i g h t , s i r . As p a r t of your s u b m i t t a l t o 

the Commissioner of Public Lands, d i d you submit t h i s 

i n f o r m a t i o n along w i t h the geologic i n f o r m a t i o n t o the 

Commissioner? 

A. Yes, s i r . 

Q. Let me d i r e c t your a t t e n t i o n t o E x h i b i t 

Number 3 then and ask you t o i d e n t i f y t h a t f o r us. 

A. This i s the l e t t e r submitted along w i t h the 

u n i t agreement, s e t t i n g f o r t h our plan of development, 

pl u s a geologic w r i t e - u p . 

Q. I n response t o the October 27th, 1992, 

l e t t e r , which i s E x h i b i t 3, what then occurred? 

A. We received a p r e l i m i n a r y disapproval from 

the State Land O f f i c e , and we subsequently came t o 

Santa Fe and sat down w i t h the State Land O f f i c e and 

went through our explanation, the reasoning behind our 
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p l a n of development. 

Q. A f t e r t h a t meeting, then, was th e r e a r e v i s e d 

request submitted t o the Commissioner of p u b l i c lands 

f o r t he u n i t ? 

A. Yes, there was. 

Q. Let me show you E x h i b i t Number 4 and ask you 

t o i d e n t i f y and describe t h a t e x h i b i t . 

A. This was our subsequent request f o r our u n i t , 

i n which we committed t o a second w e l l w i t h i n s i x 

months of production of a commercial w e l l , of our 

i n i t i a l w e l l , i n the Morrow. 

Q. With the r e v i s i o n t o include the commitment 

of a second w e l l f o r the u n i t , d i d the Commissioner of 

Pub l i c Lands then take a c t i o n upon the request f o r 

approval of the u n i t ? 

A. Yes, he then approved i t . 

Q. Let me d i r e c t your a t t e n t i o n t o E x h i b i t 

Number 5, Mr. Courtney. Would you i d e n t i f y t h a t and 

describe t h a t display? 

A. This i s the l e t t e r from the Commissioner of 

Pub l i c Lands which gave p r e l i m i n a r y approval of our 

proposed u n i t . 

Q. I n a d d i t i o n t o the p r e l i m i n a r y approval of 

the Commissioner of Public Lands, have you also caused 

an A p p l i c a t i o n f o r a Permit t o D r i l l t o be f i l e d w i t h 
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the D i s t r i c t O f f i c e of the O i l Conservation D i v i s i o n ? 

A. Yes, we have. 

Q. And t h a t i s f o r the i n i t i a l u n i t w e l l ? 

A. Yes, i t i s . 

Q. Okay. Other than the approval of the O i l 

Conservation D i v i s i o n and the Hearing Examiner today, 

are t h e r e any other r e g u l a t o r y matters y e t pending t o 

be approved? 

A. No. 

MR. KELLAHIN: That concludes my examination 

of Mr. Courtney. 

We move the i n t r o d u c t i o n of h i s E x h i b i t s 1 

through 5. 

EXAMINER CATANACH: E x h i b i t s 1 through 5 w i l l 

be admitted as evidence. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Courtney, who are the various i n t e r e s t 

owners i n the u n i t ? 

A. Mr. Brown and h i s i n v e s t o r s . 

Q. Do you have a hundred-percent sign-up on — 

A. Yes, and a l l f i v e leases are owned by the 

same i n d i v i d u a l s . 

Q. Mr. Courtney, why can't t h i s acreage be 

developed on a lease or a t r a c t basis? 

CUMBRE COURT REPORTING 
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A. As you can see, our leases i n the south — 

which would be the northeast quarter of Section 16 — 

our proposed w e l l i s a c t u a l l y located on Tract 5, being 

the south h a l f of the northeast. 

On the Morrow O i l Pool r u l e s as they e x i s t 

f o r t he Feather Pool, i t would be 40 acres. As we w i l l 

show i n f u r t h e r testimony, we cannot p r u d e n t l y develop 

a Morrow o i l w e l l on 40-acre spacing. 

Q. At t h i s time do you know how many w e l l s may 

need t o be d r i l l e d w i t h i n the u n i t ? 

A. No, I pass t h a t f u r t h e r . 

EXAMINER CATANACH: That's a l l we have of the 

witness. 

MR. KELLAHIN: C a l l a t t h i s time Mr. Jim 

Hughes. Mr. Hughes i s a g e o l o g i s t w i t h H.L. Brown. 

JIM HUGHES. 

the witness h e r e i n , a f t e r having been f i r s t d u l y sworn 

upon h i s 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. KELLAHIN: 

Q. Mr. Hughes, f o r the record would you please 

s t a t e your name and occupation, s i r ? 

A. My name i s Jim Hughes. I'm a g e o l o g i s t f o r 

H.L. Brown. 

Q. On p r i o r occasions, Mr. Hughes, have you 

CUMBRE COURT REPORTING 
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t e s t i f i e d before the D i v i s i o n as a petroleum g e o l o g i s t ? 

A. Yes, s i r . 

Q. Pursuant t o your employment as a g e o l o g i s t 

w i t h Mr. Brown, have you i n c o n j u n c t i o n w i t h Mr. Jack 

Wells, also a g e o l o g i s t w i t h your company, made a 

geologic study of t h i s p a r t i c u l a r prospect? 

A. Yes, s i r . 

Q. Based upon t h a t study, have you reached 

c e r t a i n e x p e r t - o p i n i o n conclusions about the 

f e a s i b i l i t y of development of the Morrow on a u n i t 

basis concept? 

A. We have. 

MR. KELLAHIN: Tender Mr. Hughes as an expert 

petroleum g e o l o g i s t . 

EXAMINER CATANACH: Mr. Hughes i s so 

q u a l i f i e d . 

Q. (By Mr. K e l l a h i n ) Mr. Hughes, l e t me ask 

you, s i r , t o t u r n t o E x h i b i t Number 6 and again help us 

understand and have you describe the proposed u n i t and 

s p e c i f i c a l l y i d e n t i f y f o r us what i s intended t o be the 

i n i t i a l u n i t w e l l l o c a t i o n . 

A. The i n i t i a l u n i t w e l l w i l l be i n the 

southeast of the northeast of Section 16, loc a t e d i n 

general p r o x i m i t y t o e x i s t i n g c o n t r o l a t the Morrow and 

Wolfcamp l e v e l s . 
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Q. What other i n f o r m a t i o n i s shown on t h i s 

d i s p l a y ? 

A. The general d i s t r i b u t i o n of c o n t r o l or w e l l s 

d r i l l e d i n the area t h a t we might use f o r evidence of 

what we pursue. 

Q. Okay. Let me ask you now t o t u r n t o E x h i b i t 

Number 7. I d e n t i f y and describe t h a t d i s p l a y f o r us. 

A. E x h i b i t Number 7 i s a topographic — a copy 

of a topographic map of the general area, and 

s p e c i f i c a l l y the u n i t o u t l i n e d w i t h the s e c t i o n and 

township, geographic boundaries superimposed upon i t . 

And i t s main purpose i s t o demonstrate the 

topographic problems t h a t were f o l l o w i n g w i t h t he 

d r i l l i n g i n topography i n t h i s s a i d q u a r t e r s e c t i o n . 

I n other words, a l o c a t i o n t h a t would be on 

the immediate 40-acre t r a c t would be extremely 

expensive and d i f f i c u l t t o maintain throughout i t s l i f e 

due t o the f a c t t h a t i t ' s i n a lake. 

Q. When you go t o i n t e r p r e t i n g and i n v e s t i g a t i n g 

the geology, what i s the process you've used t o be able 

t o focus your a t t e n t i o n on what t o do w i t h the Morrow 

Reservoir i n the area? 

A. The Morrow has very l i m i t e d number of 

pen e t r a t i o n s i n the o v e r a l l r e g i o n . 

The next shallower horizon t h a t r e f l e c t s the 
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s t r u c t u r a l a t t i t u d e of the Morrow i s the Wolfcamp, 

which was the primary i n t e r e s t s t a r t i n g i n the 1950s 

when t h i s area was developed. And we've used the 

Wolfcamp as a s t r u c t u r a l guide t o help l o c a t e the most 

optimum p o s i t i o n f o r our Morrow t e s t . 

I n other words, the higher we can get 

s t r u c t u r a l l y , the b e t t e r o f f we f e e l we are w i t h i n the 

t r e n d of the Morrow sand. 

Q. Let's t u r n now t o the s t r u c t u r e map on the 

Wolfcamp — 

A. — which i s E x h i b i t 8. 

Q. — and t h a t ' s E x h i b i t Number 8. 

Without d e s c r i b i n g a l l the i n f o r m a t i o n on the 

d i s p l a y , focus our a t t e n t i o n onto the s t r u c t u r a l 

f e a t u r e i n the Wolfcamp t h a t helps you make decisions 

about the Morrow w i t h i n the u n i t boundary area. 

A. The subsea datums up i n the Tulk f i e l d t o the 

n o r t h end of the map are i n the minus-5400 range, and 

the subsea values i n the North Anderson range t o the 

south are i n the 5490 t o 5500. I n the center, 5458-

5486. 

There•s a good c o n t i n u i t y of s t r u c t u r a l g r a i n 

t h a t runs through here t h a t we f e e l holds up the 

s t r u c t u r a l p o s i t i o n a t the Morrow l e v e l , even though 

the c o n t r o l i s l i m i t e d i n t h i s area. 
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Q. When you take the Wolfcamp s t r u c t u r e and 

i n f e r i t i n t o the Morrow r e s e r v o i r , what have you 

determined? 

A. I need t o r e f e r you t o E x h i b i t 12 and E x h i b i t 

9 — 

Q. Okay. 

A. — which are g i v i n g the general t r e n d of the 

Morrow sand development from East Tulk t o our North 

Anderson Ranch. 

Q. Okay, l e t ' s get those two d i s p l a y s out. 

For the record, E x h i b i t 9 i s what, s i r ? 

A. E x h i b i t 9 i s a Morrow Sand Channel map. 

Q. And E x h i b i t 12 i s what? 

A. I s the Morrow Completion Data map. 

Q. A l l r i g h t . Help us understand your 

conclusions about the two d i s p l a y s . 

A. E x h i b i t 12 has a red o u t l i n e or a red c i r c l e 

around each Morrow p e n e t r a t i o n . 

Then given i n green c i r c l e s are the number of 

i n d i c a t e d r e s e r v o i r s w i t h i n the Morrow, based on t h e i r 

complete production h i s t o r y . And t h a t ' s the amount of 

o i l d i v i d e d by the amount of gas, t o give you roughly 

th e GOR of t h i s t o i n d i c a t e t h a t there's d i f f e r e n c e . 

And out of the e i g h t separate r e s e r v o i r s 

t h e r e appears t o be only two w e l l s out of a given 
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r e s e r v o i r — t h a t being the number 4 up here a t the 

Santa Fe H.L. Brown UTP i n Section 21. 

So both maps i l l u s t r a t e t h a t t h e r e i s a 

general north-south t r e n d of Morrow channel sand 

development. 

But i t does also i n d i c a t e t h a t there's a 

gre a t e r r a t i c aspect t o the t r a p p i n g mechanism 

developed here, since they a l l appear t o have g e n e r a l l y 

d i f f e r e n t GORs and d i f f e r e n t p e r m e a b i l i t i e s and 

p o r o s i t i e s , as you can see by the produc t i o n h i s t o r i e s 

on these t h i n g s t h a t have been extremely e r r a t i c a l s o . 

Out of these 26 Morrow p e n e t r a t i o n s , nine 

have been completed and f o u r and appear t o be 

p r o f i t a b l e w e l l s . 

Q. How does t h i s i n f o r m a t i o n then help you make 

any decisions or conclusions about the s i z e and shape 

of the u n i t ? 

A. The size and shape of the u n i t needs t o be 

f l e x i b l e enough t o accommodate whatever we f i n d i n t h i s 

f i r s t Morrow w e l l t h a t we might decide i f we're i n a 

pr e v i o u s l y e x i s t i n g r e s e r v o i r or i n a new r e s e r v o i r , 

and t h a t w i l l be determined as much by pressure data, 

d r i l l stem t e s t s , the amount of sand we f i n d , 

presumably dip-meters t o give channel o r i e n t a t i o n and 

so f o r t h . 
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And t o step l o g i c a l l y or i l l o g i c a l l y t o the 

next l o c a t i o n would have t o be determined by what we 

f i n d i n each w e l l . 

Q. Does the approval of the u n i t concept and the 

a p p l i c a t i o n of t h a t t o the 640-acre proposed u n i t 

p r ovide t o H.L. Brown the necessary f l e x i b i l i t y t o go 

forward w i t h the i n i t i a l w e l l and subsequent 

development of the hydrocarbons t h a t may be contained 

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

A. Yes, i t does. 

Q. Can you achieve those o b j e c t i v e s g e o l o g i c a l l y 

i n t he absence of a u n i t ? 

A. I don't — I wouldn't f e e l q u a l i f i e d t o 

answer t h a t . 

I n my opin i o n , i t would be very d i f f i c u l t t o 

do so, but I suppose — You know, i n some circumstances 

anything i s poss i b l e . 

But i t would, i n my opi n i o n , create g r e a t 

d i f f i c u l t y and perhaps waste t o have t o be saddled w i t h 

a p r e c i s e boundary u n i t , since each w e l l could be a 

d i f f e r e n t r e s e r v o i r . 

Q. The dis p l a y s we haven't t a l k e d about, j u s t 

f o r t he record, and not t o discuss them, would you 

i d e n t i f y f o r us E x h i b i t s 10 and 11? 

A. Number 11 i s a s t r a t i g r a p h i c c r o s s - s e c t i o n of 
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the Morrow sand from — i n roughly an east-west 

d i r e c t i o n , showing the concept of the sand. 

Number 10 i s a Wolfcamp pay cr o s s - s e c t i o n , 

g i v i n g some i n d i c a t i o n of the d i s t r i b u t i o n of the 

p e r m e a b i l i t y and so f o r t h i n the Wolfcamp, which i s a 

secondary o b j e c t i v e . 

Q. And these are copies of the same geologic 

d i s p l a y s t h a t were submitted t o the Commissioner of 

Pu b l i c Lands upon which then he based h i s p r e l i m i n a r y 

approval? 

A. They are. 

MR. KELLAHIN: That concludes my examination 

of Mr. Hughes. 

We move the i n t r o d u c t i o n of E x h i b i t s 6 

through 12. 

EXAMINER CATANACH: E x h i b i t s 6 through 12 

w i l l be admitted as evidence. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Hughes, where i s the Morrow o i l 

p r o d u c t i o n located? 

A. A l l of these are g e n e r a l l y considered, i f I 

understand the nomenclature r i g h t , t o be o i l w e l l s , 

even though Morrow h i s t o r i c a l l y i s a gas-bearing 

r e s e r v o i r or a retrograde o i l r e s e r v o i r . 
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We're q u i t e a ways n o r t h of the main Morrow 

pay, but a l l of t h i s a t one time or another, as I 

understand i t , has been c l a s s i f i e d as o i l p r o d u c t i o n , 

and t h i s had a high associated GOR. 

Q. Do you have reason t o b e l i e v e t h a t the Morrow 

u n d e r l y i n g your acreage would show any d i f f e r e n t 

producing c h a r a c t e r i s t i c s ? 

A. I don't have any reason t o b e l i e v e i t would. 

The e r r a t i c nature of the channel d e l t a t e 

system t h a t brings us i n here creates m u l t i p l e bodies, 

independent bodies of sands t h a t are trapped, sealed i n 

the shales. 

And given the h i s t o r y of these w e l l s a t the 

south end and the h i s t o r y of the w e l l s a t the n o r t h 

end, I see no reason t o b e l i e v e t h a t ours would be 

b a s i c a l l y d i f f e r e n t . 

Q. Your w e l l s should g e n e r a l l y produce o i l ? 

A. I would t h i n k i t would be a high-GOR o i l 

w e l l , yes, s i r . 

Q. Do you have any reason t o b e l i e v e t h a t any of 

the Morrow completions d r a i n more than 4 0 acres? 

A. I ' l l need t o pass t h a t t o Mr. Sutphen from an 

engineering standpoint. 

Q. You've o u t l i n e d on your E x h i b i t Number 12 a 

fair w a y o u t l i n e d i n pink. 
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A. Yes, s i r . 

Q. Does t h a t represent the l o c a t i o n of the 

Morrow channel? 

A. That i s a very broad i n t e r p r e t a t i o n of i t . 

I n other words, there's very l i t t l e c o n t r o l 

o u t s i d e t h a t , and when you b u i l d your c r o s s - s e c t i o n and 

look a t a l l your logs, you see t h a t the common 

occurrence of these sands w i t h i n the w e l l s we have 

c i r c l e d here — This could be t o t a l l y i naccurate. 

I t ' s our best judgement as t o where the 

channel — the general o v e r a l l t r e n d e x i s t s . 

Q. Do you have s u f f i c i e n t geologic evidence t o 

demonstrate t o you t h a t a l l of your proposed acreage 

w i t h i n the u n i t w i l l be productive from the Morrow? 

A. I r e a l l y don't have s u f f i c i e n t data t o say 

t h a t . 

Our obvious hope would be t h a t the bulk of i t 

i s . 

But not with s t a n d i n g the Morrow, we also 

a n t i c i p a t e t h a t the Wolfcamp w i l l be pr o d u c t i v e , and i t 

has a b e t t e r chance, due t o the s t r u c t u r a l p o s i t i o n and 

the widespread nature of r e s e r v o i r development, of 

being productive over the whole u n i t as opposed t o the 

Morrow. 

Q. Would the Wolfcamp demonstrate o i l - p r o d u c i n g 
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c h a r a c t e r i s t i c s also? 

A. I t would be o i l and gas, yes, s i r . Mostly 

o i l . 

Q. Have you already staked your i n i t i a l 

l o c a t i o n ? 

A. Yes, we have. 

Q. I s t h a t a standard l o c a t i o n , do you know? 

A. I don't b e l i e v e i t — Yes, i t i s . 

MR. KELLAHIN: I t i s , Mr. Examiner. 

EXAMINER CATANACH: I be l i e v e t h a t ' s a l l I 

have of the witness. 

He may be excused. 

MR. STOVALL: I want f o l l o w up on one t h i n g 

t o make sure i t ' s c l e a r . 

EXAMINATION 

BY MR. STOVALL: 

Q. I beli e v e the landman t e s t i f i e d you've 

already got an APD i n w i t h the State; i s t h a t c o r r e c t ? 

A. Yes. 

Q. A p p l i c a t i o n f o r a Permit — 

A. Right. 

Q. Do you know i f t h a t ' s been approved? 

A. I'm not — 

MR. STOVALL: Well, I ' l l ask the engineer, 

then, when he gets back up. 
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GEORGE SUTPHEN. 

the witness h e r e i n , a f t e r having been f i r s t d u l y sworn 

upon h i s 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. KELLAHIN: 

Q. Would you please s t a t e your name and 

occupation? 

A. I'm George Sutphen. I'm operations manager 

f o r H.L. Brown. I'm a petroleum engineer. 

MR. KELLAHIN: Mr. Sutphen s p e l l s h i s l a s t 

name S-u-t-p-h-e-n. 

Q. (By Mr. K e l l a h i n ) On p r i o r occasions have 

you t e s t i f i e d before the O i l Conservation D i v i s i o n ? 

A. Yes, I have. 

Q. And pursuant t o your employment as an 

engineer, have you made an engineering study of t h i s 

p a r t i c u l a r prospect and p a r t i c i p a t e d i n pursuing 

approvals before the Commissioner of Public Lands f o r 

the u n i t ? 

A. Yes, s i r . 

MR. KELLAHIN: We tender Mr. Sutphen as an 

expert petroleum g e o l o g i s t . 

EXAMINER CATANACH: Mr. Sutphen i s so 

q u a l i f i e d . 

MR. STOVALL: Engineer? 
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MR. KELLAHIN: What d i d I say? 

MR. STOVALL: Geologist. 

MR. KELLAHIN: Engineer. 

EXAMINER CATANACH: That too. 

MR. KELLAHIN: Okay. 

Q. (By Mr. K e l l a h i n ) Let me d i r e c t your 

a t t e n t i o n t o E x h i b i t Number 13. 

A. Yes, s i r . 

Q. I d e n t i f y t h a t f o r me, please. 

A. That's an A u t h o r i t y f o r Expenditure, cost 

estimate f o r a Morrow t e s t t o a depth of 12,500 f e e t . 

Q. I s t h i s an AFE t h a t i s generated f o r the 

i n i t i a l u n i t w e l l t o t e s t the Morrow w i t h i n the u n i t 

boundary? 

A. Yes, s i r . 

Q. What's the purpose of preparing the AFE 

i n s o f a r as i t ' s r e l e v a n t t o the Examiner? 

A. I need t o know how much the w e l l i s going t o 

cost so t h a t I can determine the economics of the 

venture. 

Q. Having done t h a t , have you s a t i s f i e d y o u r s e l f 

t h a t the AFE f o r the w e l l i s f a i r and reasonable and 

current? 

A. I t ' s about as low a p r i c e as we t h i n k we can 

d r i l l i t f o r . I t ' s a minimum-cost w e l l . The cost may 
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very w e l l exceed t h i s i f we have any t r o u b l e . 

But yes, I t h i n k i t ' s a reasonable p r i c e . 

Q. Okay. Having s a t i s f i e d y o u r s e l f of a 

reasonable cost f o r the i n i t i a l w e l l , what then do you 

do as an engineer t o determine the v i a b i l i t y of the 

p r o j e c t i n terms of u n i t development versus leasehold 

development? 

A. I made the reserve determination f o r the 40-

acre s t a t u t o r y spacing of the Feather Morrow f i e l d and 

determined t h a t our 40-acre reserves would be 583,836 

MCF gas, 42,517 b a r r e l s of condensate. 

Q. Having c a l c u l a t e d the volume of recoverable 

hydrocarbons on the 40-acre spacing, what then d i d you 

do? 

A. We made a best estimate of our f u t u r e product 

p r i c e s f o r both condensate and gas and determined the 

economics of d r i l l i n g on reserves f o r under 40 acres. 

Q. What d i d you conclude? 

A. We concluded t h a t the economics were — We're 

unable t o meet our economic c r i t e r i a f o r d r i l l i n g . 

I t ' s j u s t an uneconomic venture t o develop f o r Morrow 

on a 40-acre spacing. 

Q. I d e n t i f y f o r me E x h i b i t Number 14. 

A. Number 14 i s our t a b u l a t i o n of our economic 

e v a l u a t i o n f o r a gas w e l l w i t h the reserves I j u s t 
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s t a t e d . 

Q. Okay. Having reached the conclusion t h a t you 

cannot economically pursue the Morrow on 40-acre 

spacing, d i d you explore any other options f o r the 

development of the t r a c t s ? 

A. At the same time we were determining the 

reserves under 40 acres, we backed i n t o a c a l c u l a t i o n 

f o r p o s s i b l e drainage of the w e l l s t h a t were i n the 

Feather Morrow f i e l d . 

Q. Let's take a moment and f i n d one of the 

d i s p l a y s t h a t w i l l g ive us the l o c a t i o n of the w e l l 

you've used f o r data by which then you have made the 

drainage c a l c u l a t i o n . 

A. Okay, E x h i b i t Number 9 shows the t h r e e w e l l s 

i n t h e Feather Morrow f i e l d : the Santa Fe State UTP 

Number 1 and Well Number 2 i n Section 21, and the H.L. 

Brown State UTP Number 3 i n the southeast corner of 

Section 16. 

Q. Let me d i r e c t your a t t e n t i o n t o E x h i b i t 

Number 15. What's the purpose of t h a t display? 

A. Number 15 i s a computation of w e l l drainage 

based on the recoveries from these t h r e e w e l l s and our 

pore-volume determination of hydrocarbon pore space. 

Q. What d i d you conclude? 

A. We concluded t h a t the State UTP Number 3, 
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which i s the H.L. Brown w e l l , more than l i k e l y d r a i n s 

a t l e a s t a minimum of 173 acres, and probably much more 

than t h a t . My best estimate i s 226 acres of drainage. 

Q. How does t h a t i n f o r m a t i o n and those 

c a l c u l a t i o n s a f f e c t your d e c i s i o n of what t o do w i t h 

the acreage t h a t ' s proposed f o r i n c l u s i o n i n the North 

Feather State u n i t ? 

A. The conclusion i s t h a t a s t a t u t o r y 40-acre 

r u l e would cause us t o d r i l l more w e l l s than should be 

d r i l l e d , and i t would be an i n e f f i c i e n t development. 

Q. I n order t o make the determination as t o the 

app r o p r i a t e spacing p a t t e r n f o r t h i s p a r t i c u l a r area, 

you need t o have the i n i t i a l w e l l? 

A. That•s c o r r e c t . 

Q. Can you accomplish t h a t a c t i v i t y under the 

u n i t p lan of development? 

A. Yes, s i r . 

Q. How do you achieve t h a t under a u n i t p lan 

t h a t you can't achieve under a leasehold t r a c t 

development plan? 

A. Under the u n i t plan we could d r i l l the f i r s t 

w e l l w i t h o u t running the r i s k of i n s t i g a t i n g a — or 

l o s i n g some acreage and i n s t i g a t i n g a 40-acre o f f s e t , 

which would d r a i n a w e l l t h a t ' s already more than 

l i k e l y going t o d r a i n f a r i n excess of 40 acres. 
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Q. Under the u n i t concept, then, t h a t acreage 

would c o n t r i b u t e and share i n the revenues d e r i v e d from 

the sale of Morrow production w i t h the i n i t i a l u n i t 

w e l l ? 

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

Q. Have you made a study t o determine whether or 

not there's a high p r o b a b i l i t y t h a t t h i s Morrow w e l l a t 

t h i s l o c a t i o n i n f a c t i s going t o be an o i l w e l l ? 

A. By the d e f i n i t i o n of " o i l w e l l " under the 

s t a t u t e s , yes, i t w i l l be an o i l w e l l because the 

g a s / o i l r a t i o w i l l l i k e l y be less than 100,000. 

I n my opin i o n , however, i t i s a gas 

r e s e r v o i r , and we do have a r e s e r v o i r f l u i d study from 

the State UTP Number 1 w e l l , Santa Fe's, t o demonstrate 

t h a t t h i s i s i n f a c t a retrograde gas r e s e r v o i r . 

Q. Let's t u r n t o t h a t d i s p l a y . I t ' s E x h i b i t 

Number 16, i s i t ? 

A. Yes, s i r . 

Q. Summarize f o r us the conclusions of the f l u i d 

study. 

A. This was a recombination f l u i d study of the 

State UTP Number 1, which determined t h a t i t i s i n f a c t 

a r e t r o g r a d e r e s e r v o i r w i t h a dew p o i n t , as shown on 

page 5 of the Core Lab study, t o be a t 5368 p . s . i . 

So t h i s demonstrates t h a t the r e s e r v o i r f l u i d 
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a t i n i t i a l c o n d i t i o n s i s i n f a c t a gas and doesn't 

reach the dew p o i n t or form l i q u i d s u n t i l t he pressure 

d e c l i n e s down below 53 68 p . s . i . a t r e s e r v o i r 

temperature. 

Q. W i l l approval of the u n i t give the operator 

the necessary c o n t r o l and f l e x i b i l i t y t o d r i l l t he 

i n i t i a l w e l l , t o o b t a i n r e s e r v o i r data on t h a t w e l l , 

and then use t h a t i n f o r m a t i o n t o come back t o the 

D i v i s i o n f o r an a p p l i c a t i o n by which t o set ap p r o p r i a t e 

spacing f o r t h i s w e l l or determine whether or not you 

have a new r e s e r v o i r t h a t needs new rules? 

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

Q. Let's t u r n now t o E x h i b i t Number 17 and have 

you i d e n t i f y and describe t h a t d i s p l a y . 

Q. Okay, 17, 18 and 19 are a l l d e c l i n e curves on 

these t h r e e w e l l s . 

As you can see, the State UTP Number 2, which 

i s t h e w e l l i n the middle, between the Number 1 and the 

Brown Number 3 w e l l , has depleted and been recompleted 

i n t he Wolfcamp formation. 

The most sou t h e r l y w e l l , the State UTP Number 

1, has j u s t about reached d e p l e t i o n , but i t i s s t i l l 

producing from the Morrow. 

The H.L. Brown State UTP Number 3 i s s t i l l a 

good producer and continues t o be q u i t e p r o f i t a b l e w i t h 
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pr o d u c t i o n from the Morrow. 

This i s probably an i n d i c a t i o n i n support of 

the geology t h a t these are — These may or may not be 

separate r e s e r v o i r s . But i n any event, they tend t o 

support our pore-volume c a l c u l a t i o n s of small drainage 

on Number 2 and considerably l a r g e r drainage on the two 

w e l l s on the n o r t h and south ends of the f i e l d . 

Q. As p a r t of Mr. Brown's p r e s e n t a t i o n t o the 

Commissioner of Public Lands f o r p r e l i m i n a r y approval 

of the u n i t , d i d you come t o Santa Fe and make t h i s 

t e c h n i c a l p r e s e n t a t i o n t o the Land Commissioner's 

s t a f f ? 

A. Yes, s i r , I d i d . 

Q. And t h i s i s the same i n f o r m a t i o n t h a t you've 

presented t o them? 

A. Yes, s i r . 

MR. KELLAHIN: That concludes my examination, 

Mr. Examiner. 

We move the i n t r o d u c t i o n of E x h i b i t s 14 

through 19. 

EXAMINER CATANACH: E x h i b i t s 14 through 19 

w i l l be admitted as evidence. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Sutphen, have you seen any geologic data 
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t h a t might i n d i c a t e t h a t you've got two separate 

r e s e r v o i r s ? 

A. There are some i n d i c a t i o n s t h a t t h e r e are two 

separate r e s e r v o i r s . We t h i n k the r e s e r v o i r s are 

c e r t a i n l y s i m i l a r , but we j u s t don't know. There's 

j u s t not t h a t much c o n t r o l . 

Q. Have you noticed any d i f f e r e n c e i n the 

g r a v i t y of the o i l produced from any of these wells? 

A. There are s l i g h t d i f f e r e n c e s , yes. Our 

condensate runs about 54-degree g r a v i t y , which again 

would be an i n d i c a t i o n t h a t t h i s i s a gas r e s e r v o i r 

i n s t e a d of an o i l r e s e r v o i r . 

But the d i f f e r e n c e s — We have not determined 

a d i s t i l l a t i o n a n alysis or anything i n comparison t o 

the other w e l l s , but there are some small g r a v i t y 

d i f f e r e n c e s . 

Q. You say "your condensate". That's the one 

produced from the Number 3 well? 

A. Yes, s i r . 

Q. You've not run a PVT study on the Number 3 

well ? 

A. No, s i r . 

Q. That g r a v i t y i n t h a t w e l l appears t o be 47, 

around 48, somewhere around there? 

A. I t has v a r i e d from 47 t o 54. I t ' s running 54 
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r i g h t now. 

Q. I n the Number 1 well? 

A. No, i n the Number 3 w e l l . No, the 47 i s i n 

the Number 1 w e l l . 

Q. Now, you d i d say t h a t i f you get a good 

producing w e l l , you may come i n and ask f o r separate 

r u l e s f o r t h i s — 

A. Yes. 

Q. — r e s e r v o i r ? 

At t h i s p o i n t you j u s t don't see t h i s acreage 

being developed on 40 acres? 

A. No way. Our AFE i s a b s o l u t e l y as low as we 

can get i t , a t $725,000. Most of the Morrow w e l l s i n 

t h i s area have run a m i l l i o n d o l l a r s . So we t h i n k our 

AFE i s as low as we can get i t . 

Our economics use escalated p r i c e s f o r o i l 

and gas, and those are as good as we can get them. 

We want t o d r i l l t h i s w e l l . We t h i n k t h e r e 

i s a separate r e s e r v o i r up the r e . We wouldn't be 

d r i l l i n g i t i f we thought i t was i n the same r e s e r v o i r 

as the Number 3. 

So even a t those lowest cost estimates and 

highest product p r i c e s , we cannot meet our y a r d s t i c k 

f o r economics. 

So by v i r t u e of t h a t , there's j u s t no way 
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t h a t I could recommend developing t h i s on 40 acres. 

EXAMINER CATANACH: I have nothing f u r t h e r of 

the witness. He may be excused. 

Anything f u r t h e r i n t h i s case? 

MR. KELLAHIN: No, s i r . 

EXAMINER CATANACH: There being nothing 

f u r t h e r , Case 10,649 w i l l be taken under advisement. 

(Thereupon, these proceedings were concluded 

a t 9:03 a.m.) 
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