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WHEREUPON, t h e f o l l o w i n g proceedings were had a t 

8:34 a.m.: 

EXAMINER CATANACH: At t h i s t i m e I w i l l c a l l Case 

11,382, t h e 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, Eddy County, New Mexico. 

Are t h e r e appearances i n t h i s case? 

MR. KELLAHIN: Mr. Examiner, I'm Tom K e l l a h i n o f 

th e Santa Fe law f i r m of K e l l a h i n and K e l l a h i n , appearing 

on b e h a l f o f t h e A p p l i c a n t , and I have two wi t n e s s e s t o be 

sworn. 

EXAMINER CATANACH: Any a d d i t i o n a l appearances? 

I f t h e two witnesses would stand t o be sworn i n , p l e a s e . 

(Thereupon, t h e witnesses were sworn.) 

MR. KELLAHIN: Mr. Examiner, t h i s i s an 

e x p l o r a t o r y v o l u n t a r y u n i t t h a t H.L. Brown i s seeking 

a p p r o v a l f o r . I t a l r e a d y has the p r e l i m i n a r y a p p r o v a l o f 

th e Commissioner o f P u b l i c Lands, t h e Bureau o f Land 

Management. 

I t c o n t a i n s f e d e r a l , fee and s t a t e acreage. 

The p r i m a r y t a r g e t f o r t h e i n i t i a l u n i t w e l l i s 

go i n g t o be a Devonian t e s t . 

My f i r s t w i t n e s s i s Mr. Brown's p e t r o l e u m 

landman, Mr. Peter Courtney. 

STEVEN T. BRENNER, CCR 
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PETER COURTNEY, 

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

hi s oath, v/as 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. Courtney, f o r the record, s i r , would you 

please s t a t e your name and occupation? 

A. My name i s Peter Courtney. I'm land manager f o r 

H.L. Brown, J r . , i n Midland, Texas. 

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

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

A. Yes, I have. 

Q. And as part of your duties w i t h regards t o land 

management matters f o r your company, have you been 

responsible f o r consolidating the acreage and obtaining the 

various regulatory approvals f o r the formation of what 

we've described on the docket as t h i s voluntary exploratory 

u n i t ? 

A. Yes, I have. 

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. Kellahin) Mr. Courtney, l e t ' s t u r n t o 

what's marked as Ex h i b i t 1 f o r the moment and i d e n t i f y f o r 

the Examiner what you have proposed f o r a u n i t boundary, 

STEVEN T. BRENNER, CCR 
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and then l e t ' s t a l k about the various leases contained 

w i t h i n t h a t boundary. 

A. Okay, the proposed u n i t i s i n Township 24 South, 

Range 23 East of Eddy County and comprises a l l of Sections, 

27, 28, 3 3 and 34. 

Q. When you look at the caption, have you i d e n t i f i e d 

f o r the Examiner the t o t a l acreage as best you can 

determine w i t h i n the u n i t and then how t h a t acreage i s 

divi d e d among st a t e , federal and fee t r a c t s ? 

A. Yes, I have. 

Total acreage contained w i t h i n the u n i t i s 2560 

acres and t h a t i s broken down, 1520 acres of st a t e land, 

920 acres of federal and 120 acres of fee land. 

Q. On Ex h i b i t 1, w i t h i n the boundary of the u n i t , 

have you i d e n t i f i e d how we might recognize the i n d i v i d u a l 

leases t h a t compose the unit? 

A. Yes, I have. 

Q. And how do we see that? 

A. I've broken i t down by t r a c t numbers, 1 through 

7 . 

Q. Can you i d e n t i f y f o r us how we would d i s t i n g u i s h 

the s t a t e , federal and fee t r a c t s each from the other? 

A. On Ex h i b i t 3, we have included the breakdown of 

the various leases. 

Q. A l l r i g h t . And also on Ex h i b i t 1 you have 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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in d i c a t e d i f i t ' s a fee or a state or a f e d e r a l t r a c t ? 

A. That's correct. 

Q. A l l r i g h t , s i r . Let's t u r n t o E x h i b i t 2, then. 

Would you i d e n t i f y and describe what's shown on E x h i b i t 2? 

A. E x h i b i t 2 i s the s t a t e / f e d e r a l / f e e exploratory 

u n i t agreement. 

Q. How d i d you come t o use t h i s p a r t i c u l a r form? 

A. This was the newest revised form given t o us by 

the BLM. 

Q. I n f a c t , i t ' s been revised as of July of 1995? 

A. That's correct, as shown on the f r o n t page. 

Q. Have you determined from the Commissioner of 

Public Lands and the Bureau of Land Management t h a t t h i s 

form i s s u i t a b l e and acceptable to them f o r use as your 

u n i t document? 

A. Yes, I have. 

Q. As p a r t of the attachments t o your u n i t 

agreement, have you prepared what i s known as an E x h i b i t B? 

A. Yes, s i r . 

Q. And how i s t h a t i d e n t i f i e d i n the e x h i b i t package 

presented t o the Examiner? 

A. I t ' s E x h i b i t 3 of t h i s case, and i t ' s E x h i b i t B 

t o the u n i t agreement. 

Q. Have you s a t i s f i e d yourself t h a t the information 

contained w i t h regards to the lease t a b u l a t i o n i s accurate 

STEVEN T. BRENNER, CCR 
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and c o r r e c t ? 

A. Yes, I have. 

Q. And has i t been accepted and approved by bo t h t h e 

BLM and t h e Commissioner of P u b l i c Lands? 

A. Yes, s i r . 

Q. As t o both form and content? 

A. Yes, s i r . 

Q. Le t ' s t u r n now t o E x h i b i t 4. Would you i d e n t i f y 

and d e s c r i b e E x h i b i t Number 4? 

A. E x h i b i t 4 i s a l e t t e r dated August 25th, 1995, 

from t h e U n i t e d States Department of the I n t e r i o r , g i v i n g 

p r e l i m i n a r y a p p r o v a l of the u n i t . 

Q. As p a r t o f t h a t a p p r o v a l , d i d you n e g o t i a t e w i t h 

t h e Bureau of Land Management t h e approximate l o c a t i o n o f 

the i n i t i a l u n i t w e l l t h a t w i l l q u a l i f y as t h e u n i t w e l l ? 

A. Yes, s i r . 

Q. And have you agreed upon a p l a n o f development 

w i t h regards t o t h e u n i t ? 

A. Yes, s i r , we have. 

Q. Has t h e Bureau of Land Management approved t h e 

c o n f i g u r a t i o n as t o s i z e and shape of t h e u n i t ? 

A. Yes, s i r . 

Q. Let's t u r n t o E x h i b i t Number 5. Would you 

i d e n t i f y and d e s c r i b e E x h i b i t 5 f o r us? 

A. E x h i b i t 5 i s a l e t t e r from t h e S t a t e o f New 

STEVEN T. BRENNER, CCR 
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Mexico, Commissioner of Public Lands, dated September 19th, 

g i v i n g p r e l i m i n a r y approval of the u n i t . 

Q. Again, does the Commissioner of Public Lands 

provide preliminary approval as t o the u n i t size and shape? 

A. Yes, s i r . 

Q. And as t o an i n i t i a l u n i t w e l l and i t s 

approximate location? 

A. Yes, s i r . 

Q. Are there any special l i m i t a t i o n s or unusual 

circumstances w i t h regards t o t h i s p a r t i c u l a r u n i t ? 

A. No, s i r . 

Q. With regards to the i n i t i a l u n i t w e l l and i t s 

l o c a t i o n , have you obtained an approved a p p l i c a t i o n f o r a 

permit t o d r i l l t h a t well? 

A. Yes, s i r . 

Q. I s t h a t i d e n t i f i e d and marked as an e x h i b i t i n 

t h i s case? 

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

Q. And what e x h i b i t i s i t , s i r ? 

A. E x h i b i t 6. 

Q. A l l r i g h t . With regards t o the land issues t h a t 

you have de a l t w i t h , are there any use l i m i t a t i o n s w i t h i n 

any of the leases dedicated t o the u n i t t h a t have made i t 

more d i f f i c u l t to determine where and how t o d r i l l t h i s 

p a r t i c u l a r well? 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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A. Yes, s i r , there are. 

Q. Describe f o r the Examiner, using E x h i b i t Number 

1, what the unusual circumstances are t h a t l i m i t the 

t y p i c a l development and access t o the t r a c t s . 

A. Okay. The two federal leases located i n Sections 

33 and 34, which are t r a c t s 1 and 2, are surface use 

l i m i t a t i o n leases. 

Q. As regards t o those surface use l i m i t a t i o n s , what 

s p e c i f i c a l l y l i m i t s t h e i r use? 

A. No surface occupancy. 

We'd have -- I n order t o d r i l l , we would have t o 

sidetrack underneath these t r a c t s . We couldn't d r i l l on 

these lands. 

Q. What's the problem wit h the surface t h a t 

precludes i t s use? 

A. Carlsbad Park i s t o the south of t h i s block. 

Q. Are you t a l k i n g about the Carlsbad National --

A. -- National Park. 

Q. Carlsbad Caverns National Park? 

A. Yes, s i r . 

Q. A l l r i g h t . And so there's a surface use w i t h i n 

t h a t area precluding you from access? 

A. Yes, s i r . 

Q. A l l r i g h t . And so what's the plan then? 

A. The plan would be, upon discovery of the i n i t i a l 

STEVEN T. BRENNER, CCR 
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w e l l , t o f u r t h e r develop the lands we would need t o d r i l l 

and sidetrack wells t o properly and e f f i c i e n t l y d r a i n or 

produce the federal leases I've t a l k e d about. 

Q. So your i n i t i a l w e l l i s to be located i n Unit 

L e t t e r K of Section 28? 

A. Yes, s i r . 

Q. To the best of your knowledge, do you s a t i s f y and 

meet a l l the regulatory requirements f o r the d r i l l i n g , 

casing and cementing of t h i s p a r t i c u l a r w e l l i n t h i s 

fashion? 

A. Yes, s i r . 

Q. Describe f o r us the voluntary nature of the u n i t 

i n s o f a r as the working i n t e r e s t s are concerned. Who are 

those parties? 

A. H.L. Brown, J r . , i s the only leasehold owner and 

owner i n t h i s block. 

Q. Okay. I n your opinion, Mr. Courtney, would 

approval of t h i s A p p l i c a t i o n , from a land perspective, 

provide f o r the e f f i c i e n t and economic e x p l o r a t i o n of t h i s 

prospect t h a t you cannot otherwise achieve on competitive 

leasehold development? 

A. Yes, s i r . 

Q. Can you give us an idea of why you hold t h a t 

opinion? 

A. For one — The lack of d r i l l i n g a c t i v i t y i n the 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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past on these four sections. None of these four sections 

has been d r i l l e d . 

The surface use occupancy l i m i t a t i o n i n the two 

southern sections l i m i t us there. 

We f e e l t h a t t h i s would — the u n i t would be the 

best way t o explore and develop i n an e f f i c i e n t manner 

these four sections. 

Q. I n the absence of approval of the u n i t , i t would 

be very d i f f i c u l t f o r you and Mr. Brown t o develop i n an 

e f f i c i e n t manner the p o t e n t i a l hydrocarbons t h a t e x i s t 

w i t h i n these p a r t i c u l a r t r a c t s ? 

A. Yes, s i r . 

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 hi s E x h i b i t s 1 

through 6. 

EXAMINER CATANACH: Exhibits 1 through 6 w i l l be 

admitted as evidence. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Courtney, why would i t be d i f f i c u l t t o 

develop these i n the absence of a u n i t agreement? 

A. Due to the f a c t there's so many leases involved 

i n these four sections, and again w i t h the surface 

l i m i t a t i o n s on the southern sections. 

STEVEN T. BRENNER, CCR 
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Q. I s t h e r e any depth l i m i t a t i o n w i t h i n t h i s u n i t , 

or i s i t from the s u r f a c e t o whatever? 

A. Yes, i t ' s a l l depths. 

Q. Are t h e r e any — W i t h i n t h i s u n i t , are t h e r e any 

r o y a l t y i n t e r e s t owners besides t h e s t a t e and t h e feds? 

A. There i s a fee owner. 

Q. Oh, t h e r e i s a fee owner. 

A. The fee t r a c t i s shown on page 3, E x h i b i t 3. 

Q. I'm s o r r y , t h e t r a c t number i s what? 

A. T r a c t Number 7, on page 3 of E x h i b i t 3. 

Q. Have you been i n c o n t a c t w i t h those r o y a l t y 

i n t e r e s t owners? 

A. Yes, we have. 

Q. They've no o b j e c t i o n t o t h e u n i t ? 

A. No, s i r . 

Q. Are t h e r e s p e c i a l d r i l l i n g procedures f o r t h i s 

area t h a t you know of? 

A. No, s i r . 

Q. The BLM has approved your d r i l l i n g p e r m i t though? 

A. Yes, s i r . 

Q. I'm s o r r y , t h i s i s on -- t h i s i n i t i a l w e l l i s on 

s t a t e land? 

A. Yes, s i r . 

Q. Okay. So the OCD has approved your... 

A. Yes, s i r . 

STEVEN T. BRENNER, CCR 
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EXAMINER CATANACH: I have n o t h i n g f u r t h e r of t h e 

w i t n e s s . 

FURTHER EXAMINATION 

BY MR. KELLAHIN: 

Q. Let me f o l l o w up one p o i n t , Mr. Courtney, f o r 

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

The bottomhole t a r g e t f o r t h i s i n i t i a l w e l l i s 

under t h e f e d e r a l t r a c t , i s i t not? 

A. No, i t i s on the s t a t e t r a c t . 

Q. So you're going t o bottom t h i s w e l l w i t h i n t h e 

s t a t e t r a c t ? 

A. Yes, s i r . 

Q. Mr. Catanach, I t h i n k , v/as a l l u d i n g t o t h e BLM 

k a r s t d r i l l i n g requirements i n t h i s area. Do the y apply t o 

any p o r t i o n o f t h e u n i t ? 

A. No, s i r . 

Q. They would be f a r t h e r south, then? 

A. South and t o the east. 

Q. South and t o the east. And t h e y ' r e -- So you're 

not impacted by the BLM k a r s t d r i l l i n g requirements? 

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

MR. KELLAHIN: A l l r i g h t , s i r . N o t h i n g f u r t h e r . 

EXAMINER CATANACH: The w i t n e s s may be excused. 

MR. KELLAHIN: Mr. Catanach, our next w i t n e s s i s 

a pet r o l e u m g e o l o g i s t . His name i s Jim Hughes. 

STEVEN T. BRENNER, CCR 
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JAMES L. HUGHES, 

th e w i t n e s s h e r e i n , a f t e r having been f i r s t d u l y sworn upon 

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

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Hughes, f o r t h e r e c o r d would you please s t a t e 

your name and occupation, s i r ? 

A. My name i s James L. Hughes. I'm an e x p l o r a t i o n 

g e o l o g i s t f o r H.L. Brown i n Midland. 

Q. There's a hum of a f a n , Mr. Hughes. Y o u ' l l have 

t o keep your v o i c e up so t h a t we can a l l hear you. 

As p a r t of your employment f o r Mr. Brown as a 

g e o l o g i s t , have you made a g e o l o g i c i n v e s t i g a t i o n w i t h 

r egards t o t h i s u n i t ? 

A. Yes, I have. 

Q. And as p a r t of t h a t study, have you reduced your 

i n v e s t i g a t i o n and your c o n c l u s i o n s t o some g e o l o g i c 

d i s p l a y s t h a t we might review? 

A. Yes, I have. 

MR. KELLAHIN: We tender Mr. Hughes as an e x p e r t 

p e t r o l e u m g e o l o g i s t . 

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

Q. (By Mr. K e l l a h i n ) Let's t u r n t o what we've 

marked as E x h i b i t 7, Mr. Hughes, and f i r s t o f a l l h e l p us 

ge t o r i e n t e d as t o where we are. 

STEVEN T. BRENNER, CCR 
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A. This is a structure map on the top of the 

Devonian i n southeast Eddy County, covering several hundred 

square miles. I t i s a --

Q. When we --

A. Sorry. 

Q. The Devonian i s the primary t a r g e t of the i n i t i a l 

u n i t well? 

A. Yes, i t i s . 

Q. And why have you chosen t h a t t o be the i n i t i a l 

t a r get? 

A. The q u a l i t y of the r e s e r v o i r , which w e ' l l see i n 

a l a t e r e x h i b i t , i s capable of hosting several m i l l i o n 

b a r r e l s of reserves, and the geologic s e t t i n g here, we 

f e e l , i s p e r f e c t f o r the entrapment of the Devonian as a 

primary o b j e c t i v e . 

Q. A l l r i g h t . I s there any Devonian production or 

Devonian attempts w i t h i n the u n i t boundary? 

A. No, s i r , there are not. 

Q. Describe f o r us how you have determined t h a t the 

proposed u n i t boundary i s a l o g i c a l boundary size and shape 

by which t o give you the a b i l i t y t o explore f o r p o t e n t i a l 

Devonian production i n t h i s area. 

A. As you can see on Exh i b i t 7, there are two f a u l t 

systems, one b a s i c a l l y trending northeast-southwest and the 

other northwest-southeast. This prospect i s at the 
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i n t e r s e c t i o n of those two, which i s commonly r e f e r r e d t o i n 

the Permian Basin as a pop-up or trapdoor-type s t r u c t u r e . 

And i n coming to t h i s i n t e r s e c t i o n , which w e ' l l 

see l a t e r on Ex h i b i t 8, the Devonian beds are sealed i n 

such a fashion t h a t they'd be up against each -- other 

nonporous beds at the f a u l t . As they come up t o t h i s 

i n t e r s e c t i o n , we have m u l t i p l e l e v e l s of the f a u l t i n g , 

depending on the amount of displacement of t h i s . 

And so by shaping the u n i t i n t h i s fashion, we 

get t o look at the p o t e n t i a l of each one of these f a u l t 

blocks as i t comes t o t h i s major i n t e r s e c t i o n of these two 

s t r u c t u r a l features. 

Q. Within each f a u l t block there i s s u f f i c i e n t 

displacement t h a t t h a t should provide a seal t o hydrocarbon 

flow from one side of the f a u l t t o the other? 

A. We a n t i c i p a t e t h a t , yes. 

Q. Within the p a r t i c u l a r u n i t , there are two defined 

f a u l t blocks. There's an east f a u l t block and, i f you 

w i l l , a west f a u l t block? 

A. Yes, s i r . 

Q. Within the west f a u l t block there i s a red dot. 

What i s t h a t t o represent? 

A. That i s our proposed l o c a t i o n . 

Q. I f t h a t i s successful and the u n i t continues, 

what commitment has H.L. Brown made to the BLM and the 
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State Land O f f i c e w i t h regards to the second f a u l t block 

w i t h i n the unit? 

A. I n s i x months' time we w i l l move t o Section 27, 

at some standard l o c a t i o n w i t h i n t h a t , based on t e r r a i n and 

reg u l a t o r y r u l e s , and d r i l l a second w e l l . 

Q. Are you the geologist t h a t made a personal 

presentation of the geologic information t o both the 

Commissioner of Public Lands personnel and t o the BLM 

personnel upon which preliminary approval was obtained? 

A. Yes, s i r , I am. 

Q. Let's go t o the next display and have you 

i d e n t i f y and describe what we've marked as E x h i b i t 8. 

A. E x h i b i t 8 i s a larger scale at the top of the 

Devonian, showing the same f a u l t - b l o c k presentation as on 

the r e g i o n a l , smaller-scale map. 

Q. We can now more s p e c i f i c a l l y see your proposed 

u n i t and the c o n f i g u r a t i o n of the geologic i n t e r p r e t a t i o n 

as i t f i t s t h a t u n i t . You have some a d d i t i o n a l 

information, though, t h a t I'd l i k e you t o describe. 

F i r s t of a l l , l e t ' s s t a r t w i t h the l i n e of cross-

section. What does t h a t represent? 

A. I t represents r e a l l y a means t o get back t o our 

type log, which i s the Humble Number 4 Huapache i n Section 

14. I t ' s an example of the type of r e s e r v o i r -- the 

r e s e r v o i r q u a l i t y t h a t we're a n t i c i p a t i n g i n the Devonian. 
l 
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Q. When we look at the log f o r the w e l l i n Section 

30, i n your opinion i s t h a t your best type log i n t h i s area 

by which you then have i n f e r r e d the information about the 

Devonian? 

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

Q. Let's take a moment and t o go t h a t d i s p l a y , then. 

I f y o u ' l l t u r n t o Exh i b i t 9, l e t ' s t a l k about your 

obje c t i v e s as you see them w i t h i n the u n i t , using t h i s type 

log. 

A. The f i r s t i s the Atoka, at around 54 00, which had 

a small show of gas on d r i l l stem t e s t . 

There are various other p o r o s i t y zones as you 

come down the hole, w i t h the primary one being the S i l u r o -

Devonian, which tested 4185 feet of s u l f u r water out of the 

po r o s i t y section at the top of the Devonian. 

The a d d i t i o n a l porosity you see on t h a t type log, 

we f e e l , i s every b i t as s i g n i f i c a n t as the upper p a r t , 

which gives us some 125 feet of t o t a l porous section. 

Q. How do you use th a t information t o draw any 

conclusions about the u n i t t o the east? 

A. The standard b a r r e l - o f - o i l - p e r - a c r e - f o o t - t y p e 

presentation t h a t we see a l l over the Permian Basin i n 

southeast Nev/ Mexico and west Texas would lead us t o 

believe t h a t w i t h these po r o s i t y values and the amount of 

a n t i c i p a t e d closure, we could be looking at from 8 t o 10 
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m i l l i o n b a r r e l s of o i l i n the upper b l o c k and p o s s i b l y t h e 

same i n the lower b l o c k on t h i s u n i t . 

Q. Let's go back t o E x h i b i t Number 8 now and have 

you summarize f o r us the l o g i c of t h e proposed i n i t i a l u n i t 

boundary f o r the u n i t which c o n t a i n s these f o u r s e c t i o n s . 

A. As we see the prospect, t he f a u l t i n t e r s e c t i o n 

a l l o w s us m u l t i p l e b l o c k s across here, t h e h i g h e s t b e i n g , 

of course, o f f our acreage over here, and we're n o t 

e n t i r e l y sure o f i t s l o c a t i o n or boundaries. 

But w i t h i n our u n i t i t s e l f -- t h e f i r s t we w i l l 

r e f e r t o i s t h e c l o s i n g 2000-foot — minus 2000-foot 

c o n t o u r , encompasses a l a r g e p o r t i o n of S e c t i o n 34 and 33, 

which have s u r f a c e use r e s t r i c t i o n s , and on t o t h e 

downthrown or the second b l o c k , which w e ' l l c a l l — or 

r e f e r t o as t h e minus-5000-foot b l o c k . 

Those w i l l take s p e c i f i c t e s t s t o e v a l u a t e and 

e x p l o r e t h e p o t e n t i a l . A t e s t i n 28, of course, w i l l be a 

s t r a i g h t h o l e . 

But a subsequent t e s t t o e v a l u a t e and f u l l y 

develop t he p a r t i n Sec t i o n 33 and 34 w i l l r e q u i r e d r i l l i n g 

down a s t r a i g h t h o l e , s e t t i n g a p l u g and d i r e c t i o n a l l y 

d r i l l i n g under t h i s . 

To some e x t e n t , t he same t h i n g w i l l be r e q u i r e d 

i n t h e S e c t i o n 27 or the 5000-foot b l o c k . 

So i t w i l l take a good de a l of o b s e r v a t i o n i n 
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terms of time t o get a decline p r o f i l e on these t h i n g s , 

these w e l l s , t o see i n f a c t i f they are worth the 

a d d i t i o n a l expense and e f f o r t i t w i l l take t o develop them. 

Q. There's a data point which represents p o s i t i o n A' 

on the cross-section, but i f we're looking at E x h i b i t 8 i t 

w i l l be shown w i t h i n Section 26 where there's a Yates 

Petroleum --

A. Yes, s i r . 

Q. The Dark Canyon State Number 1 well? 

A. Right. 

Q. What's the s i g n i f i c a n c e to you of t h a t data 

point? 

A. I t gives us conclusive boundaries on the amount 

of displacement t h a t i s i n t h i s f a u l t system as you go from 

west t o east, plus the f a c t t h a t the Yates Inexco Dark 

Canyon w e l l conducted a d r i l l - s t e m t e s t i n the Devonian at 

t h i s subsea and recovered, as I r e c a l l , nearly 2000 f e e t of 

s u l f u r water, which indicates t h a t the p o r o s i t y development 

t h a t we see up here i n our type log continues across t h i s 

block and, should we be fortunate enough f o r i t t o be 

trapped, w i l l also be a very high reserve p o t e n t i a l area. 

Q. As a r e s u l t of t h a t well's i n a b i l i t y t o produce 

hydrocarbons out of the Devonian, do you see any reason f o r 

the i n c l u s i o n of any p o r t i o n of Section 26 w i t h i n the unit? 

A. No, s i r , not at t h i s p o i n t . 
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Q. Describe f o r me what you see t o be t h e advantages 

of t h e f l e x i b i l i t y of a u n i t o p e r a t i o n as a g e o l o g i s t over 

what you would be compelled t o do i f t h i s was s i m p l y 

c o m p e t i t i v e l e a s e h o l d development. 

A. A c o m p e t i t i v e l e a s e h o l d development would r e q u i r e 

c e r t a i n c o n t r a c t u a l o b l i g a t i o n s t o be met i n a t i m e sense 

t h a t we f e e l would be s l i g h t l y u n f a i r s i n c e we're going t o 

have t o d i r e c t i o n a l l y d r i l l and d r i l l i n one more tha n one 

f a u l t b l o c k . 

And we may f i n d upon a c t u a l l y d r i l l i n g t h i s t h a t 

t h e r e are more f a u l t b locks than a c t u a l l y we can see a t 

t h i s p o i n t based on the data t h a t we have. 

So i t w i l l a l l o w us t o p r u d e n t l y and e f f i c i e n t l y 

e v a l u a t e our next step i n each case. 

Q. Does t h i s means of e x p l o r a t i o n under a u n i t 

concept a l l o w a l l i n t e r e s t owners t o achieve a f a i r and 

e q u i t a b l e share o f p r o d u c t i o n i f t h a t p r o d u c t i o n i s 

obtained? 

A. I n our o p i n i o n , yes, s i r , i t does. 

MR. KELLAHIN: That concludes my ex a m i n a t i o n of 

Mr. Hughes. 

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 7, 8 and 

9 . 

EXAMINER CATANACH: E x h i b i t s 7, 8 and 9 w i l l be 

a d m i t t e d as evidence. 
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EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Hughes what d i d you use t o map these f a u l t s 

out? 

A. Two -- B a s i c a l l y two t h i n g s . 

There i s a su r f a c e e x p r e s s i o n of these f a u l t s 

t h a t occupy a p o s i t i o n a l i t t l e b i t f u r t h e r t o t h e west 

than t h e y a c t u a l l y do i n the subsurface. 

And t h e second t h i n g , and c e r t a i n l y more 

c o n c l u s i v e , was a 1970-vintage seismic l i n e t h a t we 

purchased and reprocessed, and i n t h a t we c o u l d see these 

t h r e e breaks or f a u l t s , i f you w i l l . 

The o t h e r t h i n g t h a t -- I n t h e i n i t i a l stages of 

de v e l o p i n g t h e idea, t h e Huapache f a u l t system has been --

i t ' s r e f e r r e d t o as a monocline or a f a u l t -- has been w e l l 

known s i n c e sometime i n the m i d - S i x t i e s as Exxon, or Humble 

i n those days, and v a r i o u s o t h e r people have d r i l l e d 

v a r i o u s w e l l s across i n an east-west f a s h i o n l o o k i n g f o r 

t h i s . 

So we took the e x i s t i n g data as we saw i t from a 

r e g i o n a l s t a n d p o i n t and f u r t h e r d e f i n e d i t by w a l k i n g t h e 

s u r f a c e and p i c k i n g these out and then t y i n g i t back t o t h e 

se i s m i c . 

That seismic l i n e i s shown s t a r t i n g over i n 

NM-369 i n Se c t i o n 23 and conti n u e s t o t h e west, t o S e c t i o n 
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19, I b e l i e v e . 

Q. How were you able t o map -- Based on t h a t seismic 

l i n e , how were you able t o map the f a u l t s i n t h e southwest 

and t h e n o r t h e a s t d i r e c t i o n ? 

A. The s u r f a c e expression was used t o i n d i c a t e where 

t h i s f a u l t boundary i s . There i s no seis m i c i n t h a t area, 

and you are r e s t r i c t e d from s h o o t i n g seismic based on t h e 

Carlsbad Cavern N a t i o n a l Park. 

There are s e v e r a l p u b l i s h e d r e p o r t s t h a t have 

been used here -- these were i n c o n j u n c t i o n w i t h a master's 

t h e s i s and o t h e r type of p u b l i c a t i o n s -- t h a t shows what i s 

r e f e r r e d t o as t h e Walnut Creek S y n c l i n e . And we can see 

c e r t a i n a e r i a l expressions of t h i s on h i g h - a l t i t u d e photos 

and i n w a l k i n g t h i s o ut. 

And p l u s t he f a c t t h a t as you come south w i t h i n 

t h i s middle — or the minus-2000-foot f a u l t b l o c k , you have 

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

of t h i s . T h i s i s not j u s t drawn from our i m a g i n a t i o n . 

There i s a precedent f o r t h a t . 

And i n the next c o n t r o l p o i n t s t o t h e south t h a t 

you can see on E x h i b i t 7, are i n the minus-4200 and -4500 

f o o t subsea. So we know t h a t between those two p o i n t s 

t h e r e has t o be some s o r t of displacement. I t may not i n 

f a c t be e x a c t l y where we have i t , but i t i s p r o x i m a l t o 

t h a t , t o the best of our a b i l i t y t o p l a c e i t . 
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Q, So your next control point to the southeast is 

about four or f i v e miles away? 

A. Yes, s i r . On Ex h i b i t Number 8 there i s a c o n t r o l 

p o i n t i n Section 30 of 24-23 t h a t i s i d e n t i f i e d here as the 

Humble Huapache Number 12. I t reached a t o t a l depth i n the 

Atoka, and using the type log to get an Atoka value 

comparative t o t h a t , and then going from there t o the 

amount of footage t h a t would be required t o be Devonian, 

and then going back to the seismic l i n e , we f e e l l i k e t h a t 

the r e l a t i o n s h i p t h a t we're showing between t h a t c o n t r o l 

p o i n t and the minus-2000-foot block i s r e a l i s t i c . 

And then going south, there i s no other c o n t r o l 

t h a t i s anywhere i n t h a t subsea range. I t ' s a l l i n the 

4000-or-deeper range. 

Q. The Yates Petroleum Dark Canyon State Number 1, 

i s i t your opinion t h a t t h a t v/as low on the s t r u c t u r e i n 

the water? 

A. Yes, s i r . I believe i t ' s low on the block, the 

lower block or the 5000-foot block. 

Q. Do you believe d r i l l i n g upstructure from t h a t 

w e l l , you encounter o i l ? 

A. We hope t o , yes, s i r . 

Q. I s there any other -- Besides the Devonian, i s 

there other p o t e n t i a l producing i n t e r v a l s ? 

A. Yes, s i r , there i s . The -- S t a r t i n g i n the 
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Permian s e c t i o n , t h e r e have been v a r i o u s hydrocarbon shows 

s c a t t e r e d t h r o u g h t he area, down thr o u g h t h e Abo and 

Wolfcamp, s l i g h t shows, and p o r o s i t y has been encountered. 

As I mentioned e a r l i e r , t h e Atoka has had a show 

of gas on a d r i l l stem t e s t . I n some areas o f s o u t h e a s t e r n 

Nev; Mexico -- or southwestern Nev; Mexico [ s i c ] , i n t h i s 

p a r t o f t h e Basin, t h e r e have been M i s s i s s i p p i a n producers. 

The Devonian i s our pri m a r y o b j e c t i v e . And the n t h e 

E l l e n b u r g e r a t appro x i m a t e l y 8200 f e e t i s a l s o a major 

obj e c t i v e . 

Q. Did you say t h a t i f your f i r s t w e l l i s 

s u c c e s s f u l , your d r i l l i n g commitment i n v o l v e s d r i l l i n g a 

w e l l i n S e c t i o n 27; i s t h a t r i g h t ? 

A. Yes, s i r . 

Q. That would be your second w e l l ? 

A. Yes, s i r . 

EXAMINER CATANACH: I don't have a n y t h i n g f u r t h e r 

of t h i s w i t n e s s , Mr. K e l l a h i n . You may be excused. 

I s t h e r e a n y t h i n g f u r t h e r ? 

MR. KELLAHIN: No, s i r . 

EXAMINER CATANACH: There being n o t h i n g f u r t h e r , 

Case 11,382 w i l l be taken under advisement. 

(Thereupon, these proceedings were concluded a t 

9:02 a.m.) 

* * * 
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