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

c a l l Case 10471, A p p l i c a t i o n o f South w e s t 

R o y a l t i e s , I n c . , f o r c o m p u l s o r y p o o l i n g , Eddy 

Coun t y , New Me x i c o . 

Are t h e r e a p p e a r a n c e s i n t h i s case? 

MR. COOTER: P a u l C o o t e r w i t h t h e Rodey 

law f i r m a p p e a r i n g on b e h a l f o f t h e a p p l i c a n t , 

S o u t h w e s t R o y a l t i e s . I have two w i t n e s s e s , John 

T a t e and R i c h a r d M a s t e r s o n . 

MR. CARROLL: Mr. Examiner, I'm E r n e s t 

C a r r o l l w i t h the law f i r m of Losee, Carson, Haas 

& C a r r o l l of A r t e s i a , New Mexico. I'm a p p e a r i n g 

on b e h a l f of Y a t e s Petroleum. We do not have any 

w i t n e s s e s . I would j u s t r e q u e s t time to make a 

s h o r t statement to e x p l a i n the p o s i t i o n of Y a t e s 

Petroleum w i t h r e s p e c t to t h i s a p p l i c a t i o n . 

EXAMINER CATANACH: Would i t be h e l p f u l 

to make t h a t statement b e f o r e the testimony, Mr. 

C a r r o l 1 ? 

MR. CARROLL: I t wouldn't h u r t , because 

I'm not going i n any way to t r y to c o n t e s t what 

Mr. Cooter i s t r y i n g to do. 

EXAMINER CATANACH: Why don't we go 

ahead and do t h a t then. 

MR. KELLAHIN: May I e n t e r my 
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appearance, Mr. Examiner? 

EXAMINER CATANACH: I'm s o r r y . Yes, 

Mr. K e l l a h i n . 

MR. KELLAHIN: Tom K e l l a h i n of the 

Sant a Fe law f i r m of K e l l a h i n , K e l l a h i n & Aubrey 

a p p e a r i n g today on b e h a l f of Conoco, I n c . 

EXAMINER CATANACH: You may proceed, 

Mr. C a r r o l 1 . 

MR. CARROLL: Thank you. Mr. Catanach, 

b a s i c a l l y the p o s i t i o n of Y a t e s Petroleum or why 

i t i s an i n t e r e s t e d p a r t y w i t h r e s p e c t to t h i s 

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

r e l a t e s b a s i c a l l y w i t h Mr. K e l l a h i n ' s c l i e n t , 

Conoco, Conoco and Y a t e s Petroleum r i g h t now have 

a d i s p u t e w i t h r e s p e c t to a farmout agreement 

which c o n t a i n s a b a c k - i n a f t e r payout. There i s 

a d i s p u t e as to when or how you determine t h i s 

payout. 

So a t the p r e s e n t time Y a t e s 

Petroleum's i n t e r e s t i s onl y a r o y a l t y i n t e r e s t 

u n d e r l y i n g the t r a c t t h a t Mr. Cooter s e e k s to 

compulsory pool, though we contend t h a t i f we 

p r e v a i l i n a l a w s u i t , which i s a pending l a w s u i t 

now i n the Eddy County D i s t r i c t Court, S t a t e 

D i s t r i c t C ourt, wherein we have a c t u a l l y brought 
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s u i t a g a i n s t Conoco f o r an i n t e r p r e t a t i o n of the 

c o n t r a c t between the two of us, the onl y t h i n g 

t h a t we w i s h to make known i s t h a t we would want 

to j o i n i n , i f our i n t e r e s t i s shown and the 

Court g i v e s i t to us. But I don't know how you 

can even d e a l w i t h t h a t p r o c e d u r a l l y . I'm not 

s u r e . 

But Y a t e s Petroleum i n s t r u c t e d me, 

knowing t h a t and being a d v i s e d t h a t I'm not s u r e 

how t h e i r i n t e r e s t c o u l d be l e g a l l y taken i n t o 

account, they d i d want to go on the r e c o r d of 

hav i n g appeared, a d v i s i n g the Commission t h a t we 

ar e s e e k i n g to e s t a b l i s h an i n t e r e s t through t h i s 

l a w s u i t w i t h Conoco, and t h a t we would l i k e to 

p a r t i c i p a t e i n the d r i l l i n g of a w e l l out t h e r e 

s h o u l d we p r e v a i l and have an i n t e r e s t . And t h a t 

i s b a s i c a l l y Y a t e s ' p o s i t i o n . 

EXAMINER CATANACH: Mr. C a r r o l l , one 

q u e s t i o n : Who owns the i n t e r e s t t h a t you c l a i m 

you can back i n t o a t the p r e s e n t time? 

MR. CARROLL: W e l l , a t the p r e s e n t time 

Conoco would be the working i n t e r e s t h o l d e r . We 

have a r o y a l t y i n t e r e s t t h e r e , s h o u l d we p r e v a i l 

and get the d e t e r m i n a t i o n of how you determine 

payout. We don't, and I h o n e s t l y cannot t e l l you 
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i f payout has o c c u r r e d a c c o r d i n g to our 

d e f i n i t i o n on t h i s , because we're a l s o s u i n g f o r 

an a c c o u n t i n g out t h e r e w i t h r e s p e c t to t h i s 

wel 1 . 

So I c a n ' t make any r e p r e s e n t a t i o n 

o t h e r than r i g h t now we j u s t have a r o y a l t y 

i n t e r e s t . And we a r e making c l a i m to more than 

t h a t , but we have not proven t h a t nor have we had 

a c c e s s to m a t e r i a l s which would a l l o w me to even 

make a p r e d i c t i o n . So we may or may not under 

e i t h e r s c e n a r i o . I j u s t don't know. 

EXAMINER CATANACH: Okay. Mr. 

K e l l a h i n ? 

MR. KELLAHIN: Mr. Examiner, I 

r e p r e s e n t Conoco i n the l i t i g a t i o n which Mr. 

C a r r o l l has d e s c r i b e d to you. I don't t e l l 

f o r t u n e s , and I don't p r e d i c t the outcome of 

l i t i g a t i o n . I c a n ' t even r e p r e s e n t to you an 

o b j e c t i v e statement of the f a c t s because Mr. 

C a r r o l l and I a r e t r y i n g to s t i l l d i s c o v e r those 

f a c t s . 

I t a r i s e s out of some farmouts and 

o p e r a t i n g agreements t h a t o c c u r r e d back i n the 

e a r l y 70s. And 20 y e a r s l a t e r we're t r y i n g to 

r e c o n s t r u c t the i n t e r e s t t h a t Y a t e s ' e n t i t i e s may 
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have i n t h e Conoco i n t e r e s t . 

To answer y o u r q u e s t i o n , t h o u g h , Conoco 

a t t h i s p o i n t , u n l e s s t h e C o u r t a d o p t s t h e Y a t e s ' 

p o s i t i o n , Conoco c o n t r o l s t h e w o r k i n g i n t e r e s t . 

Out o f t h a t w o r k i n g i n t e r e s t , Y a t e s has an 

o v e r r i d i n g r o y a l t y w h i c h may be c o n v e r t e d t o a 

w o r k i n g i n t e r e s t s u b j e c t t o p a y o u t and some 

c o n t r a c t i n t e r p r e t a t i o n s . 

So t h a t i s t h e p r o b l e m , and we c a n ' t 

g i v e you any d i r e c t i o n on what t o do i n t h i s 

p a r t i c u l a r case because i t ' s beyond o u r a b i l i t i e s 

t o p r e d i c t what w i l l be t h e outcome o f t h a t 

1 i t i g a t i o n . 

EXAMINER CATANACH: Thank y o u , Mr. 

K e l l a h i n , Mr. C a r r o l l . 

Mr. C o o t e r , you may p r o c e e d . I'm 

s o r r y . L e t ' s g e t y o u r w i t n e s s e s sworn i n . W i l l 

t h e w i t n e s s e s s t a n d and be sworn i n , p l e a s e . 

MR. COOTER: John T a t e and R i c h a r d 

M a s t e r s o n . 

[The w i t n e s s e s were duly sworn.] 

JOHN TATE 

H a v i n g been d u l y sworn upon h i s o a t h , was 

examined and t e s t i f i e d as f o l l o w s : 

EXAMINATION 
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BY MR. COOTER: 

Q. Mr. T a t e , would you s t a t e your name f o r 

the r e c o r d , s i r ? 

A. My name i s John T a t e . 

Q. By whom a r e you employed? 

A. C u r r e n t l y employed by Southwest 

R o y a l t i e s , I n c . , out of Midland, Texas. 

Q. What i s your p o s i t i o n w i t h Southwest 

R o y a l t i e s ? 

A. I'm l a n d manager and v i c e p r e s i d e n t of 

la n d r e c o v e r y . 

Q. Would you summarize b r i e f l y your 

e d u c a t i o n a l background and work e x p e r i e n c e f o r 

the Hearing Examiner? 

A. Yes, s i r . I'm a graduate of 

Hardin-Simmons U n i v e r s i t y . Upon g r a d u a t i o n from 

s c h o o l , I r e t u r n e d to Midland. Went to work f o r 

a s m a l l independent l a n d brokerage f i r m f o r a 

y e a r , worked f o r them a y e a r , a t which p o i n t I 

went to work f o r another independent, C. P. 

Lawrence & A s s o c i a t e s i n Midland. 

I was w i t h Mr. Lawrence f o r over seven 

y e a r s , a t which time I changed j o b s and j o i n e d 

the Southwest R o y a l t i e s f i r m . I ' v e been t h e r e a 

l i t t l e over t h r e e y e a r s . 
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Q. Are you f a m i l i a r w i t h the a p p l i c a t i o n 

f i l e d by Southwest R o y a l t i e s i n t h i s c a s e ? 

A. Yes, s i r , I am. 

Q. And the a r e a i n the s o u t h e a s t e r n New 

Mexico and Eddy County which i s the l o c a t i o n of 

the proposed f o r c e d p o o l i n g ? 

A. Yes, s i r . 

MR. COOTER: I tender Mr. Tate as an 

e x p e r t w i t n e s s . 

EXAMINER CATANACH: Mr. Tate i s so 

q u a l i f i e d . 

Q. (BY MR. COOTER) L e t ' s f i r s t t u r n to 

the a p p l i c a t i o n , i f you would, Mr. T a t e , and 

s t a t e what Southwest R o y a l t i e s s e e k s by t h i s 

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

A. We a r e c u r r e n t l y s e e k i n g a compulsory 

p o o l i n g of the n o r t h e a s t q u a r t e r of S e c t i o n 17, 

Township 19 South, Range 25 E a s t , Eddy County, 

New Mexico, f o r the purposes of d r i l l i n g an Upper 

P e n n s y l v a n i a n t e s t . 

Q. What i n t e r e s t i s owned by Southwest 

R o y a l t i e s i n t h a t a r e a ? 

A. We c u r r e n t l y own a one - e i g h t h , or 12.5 

p e r c e n t l e a s e h o l d working i n t e r e s t i n the e n t i r e 

160-acre t r a c t . 
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Q. And the b a l a n c e i s owned by Conoco? 

A. I t ' s my u n d e r s t a n d i n g the b a l a n c e i s 

owned by Conoco. 

Q. Why do you seek: to f o r c e pool t h i s 

1 60-acre t r a c t owning on l y o n e - e i g h t h i n t e r e s t ? 

A. W e l l , we have taken a l e a s e from 

another independent o i l and gas company who i s 

v e r y a c t i v e , v e r y s t r o n g i n Eddy County, New 

Mexico. Our l e a s e i s due to e x p i r e on J u l y 21 of 

t h i s y e a r , and we have no r e a l e x p e c t a t i o n t h a t 

we can r e - a c q u i r e t h a t o i l and gas l e a s e . We 

b e l i e v e they w i l l p r o b a bly develop t h a t t r a c t on 

t h e i r own sh o u l d i t no longer be under l e a s e . 

Q. Have you c o n t a c t e d Conoco i n an e f f o r t 

to get t h e i r -joinder? 

A. Yes, I have on a number of o c c a s i o n s , 

both by telephone and w r i t t e n c o r r e s p o n d e n c e . 

Q. We'll get i n t o the d e t a i l s l a t e r on 

t h a t . But l e t me d i r e c t your a t t e n t i o n f i r s t to 

what has been marked as E x h i b i t No. 1. Would you 

i d e n t i f y t h a t ? 

A. T h i s i s s t r i c t l y a shot of a Midland 

map, l a n d map, i n d i c a t i n g the a r e a t h a t we a r e 

i n t e r e s t e d i n . Y o u ' l l n o t i c e the n o r t h e a s t 

q u a r t e r of S e c t i o n 17 i s h i g h l i g h t e d i n y e l l o w , 
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s i m p l y i n d i c a t i n g the t r a c t we w i s h to p o o l . 

Q. A l l r i g h t . Then next t u r n to what 

we've marked as E x h i b i t No. 2, i d e n t i f y t h a t , and 

e x p l a i n i t . 

A. That i s the l e a s e h o l d t a k e o f f t h a t was 

p r e p a r e d by a landman a t my d i r e c t i o n . I t ' s 

dated March 9, 1992. That shows the c u r r e n t 

l e a s e h o l d working i n t e r e s t ownership i n t h a t 

t r a c t . Subsequent to a c q u i r i n g t h i s t a k e o f f and 

v i s i t i n g w i t h Conoco, I was informed t h a t Conoco 

had purchased the i n t e r e s t of Mr. Horton and Mr. 

N i c k l a u s , but those i n s t r u m e n t s of conveyance had 

not been p l a c e d of r e c o r d i n Eddy County, New 

Mexico. 

At the time they a l s o informed me t h a t 

they had t r i e d on a number of o c c a s i o n s to 

c o n t a c t Ms. Nunes and were unable to l o c a t e h er. 

We d i d the same and were unable to l o c a t e Ms. 

Nunes as wel1. 

That e x h i b i t shows Conoco owning -- or 

Southwest R o y a l t i e s owning o n e - e i g h t h and 

b a s i c a l l y Conoco owning the r e s t of the l e a s e h o l d 

working i n t e r e s t i n t h a t a r e a . 

Q. Next t u r n to E x h i b i t No. 3, Mr. T a t e . 

I t appears to be an AFE. I d e n t i f y t h a t f o r us, 
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p l e a s e . 

A. That i s our proposed c o s t of completed 

w e l l , a u t h o r i t y f o r e x p e n d i t u r e , f o r an 8200-foot 

Upper Penn w e l l t h a t was prepared by f o l k s i n our 

o f f i c e . 

Q . And what i s the a n t i c i p a t e d c o s t of a 

completed producing w e l l ? 

A. As i n d i c a t e d by the AFE, we exp e c t we 

w i l l be r i g h t a t $526,760. 

Q. What e f f o r t s have been made to o b t a i n 

a p p r o v a l or v o l u n t a r y j o i n d e r of Conoco? 

A. W e l l , we have c o n t a c t e d Conoco on a 

number of o c c a s i o n s , as I s t a t e d , both i n w r i t t e n 

form or w r i t t e n correspondence as w e l l as over 

the t e l e p h o n e . I n those c o n v e r s a t i o n s w i t h 

Conoco, they t o l d me they b e l i e v e d t h a t they 

owned the remainder 87 p e r c e n t . 

We wrote them p r o p o s i n g the w e l l . On a 

couple of o c c a s i o n s i n my v i s i t i n g w i t h Conoco 

land s t a f f i n Midland, they a d v i s e d me t h a t they 

do indeed l i k e the l o c a t i o n , but t h e r e a r e t h r e e 

or four o t h e r p r o s p e c t s i n t h a t immediate a r e a 

t h a t they l i k e as much, and they would p r e f e r not 

to p a r t i c i p a t e i n the d r i l l i n g of t h i s w e l l 

because t h e i r budget was l i m i t e d f o r 1992 and 
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they p r e f e r to put what few — or the a l l o c a t e d 

d r i l l i n g budget they had i n t o o t h e r l o c a t i o n s as 

opposed to t h i s l o c a t i o n . 

Q. L e t ' s be s p e c i f i c on those c o n t a c t s , 

Mr. T a t e . And l e t me hand you, to r e f r e s h your 

memory, when d i d you f i r s t c o n t a c t Conoco? 

A. Our i n i t i a l c o n t a c t was by c e r t i f i e d 

m a i l on March 16, 1992. I t was a l e t t e r 

b a s i c a l l y p r o p o s i n g the w e l l , i n v i t i n g Conoco's 

j o i n d e r i n the d r i l l i n g of t h i s w e l l . 

Q. What f o l l o w e d a f t e r t h a t ? 

A. Upon r e c e i p t of t h a t , I r e c e i v e d a 

phone c a l l from one of the Conoco landmen. 

U n f o r t u n a t e l y , h i s name e s c a p e s me r i g h t now. 

And we b a s i c a l l y had the c o n v e r s a t i o n t h a t I j u s t 

r e l a t e d to you about they l i k e d the p r o s p e c t , but 

i t ' s not one of t h e i r f a v o r i t e s and they would 

p r e f e r to d e l a y d r i l l i n g a t t h i s time, a t which 

p o i n t I e x p l a i n e d to him because of the terms of 

our l e a s e , we f e l t l i k e i t was n e c e s s a r y t h a t we 

had to d r i l l the w e l l p r i o r to the f i r s t of J u l y 

and t h a t we were not i n a p o s i t i o n to put o f f the 

d r i l l i n g of the w e l l . 

Q. What f o l l o w e d a f t e r t h a t ? 

A. W e l l , a t t h a t time we went ahead and we 

RODRIGUEZ-VESTAL REPORTING 
(505) 988-1772 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

1 2 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

16 

re-proposed a l e t t e r back to Conoco and a g a i n 

asked f o r t h e i r j o i n d e r and p a r t i c i p a t i o n by 

c e r t i f i e d m a i l , more i n an e f f o r t to l e t those 

f o l k s know t h a t we were t r u l y s e r i o u s ; t h a t we 

i n t e n d e d to go forward i n as r a p i d manner as 

p o s s i b l e to get the w e l l d r i l l e d . 

We were a g a i n g i v e n pre-tty much the 

same answer. I t was j u s t something they c o u l d n ' t 

do r i g h t now. 

Q. Was a copy of the AFE f u r n i s h e d Conoco 

b e f o r e t h i s a p p l i c a t i o n was f i l e d ? 

A. Yes, i t was. We went ahead about the 

same time, on March 30, by c e r t i f i e d m a i l and 

f u r n i s h e d Conoco w i t h an AFE s t a t i n g our proposed 

c o s t s i n d r i l l i n g c o m p l e t i o n of t h i s w e l l . 

Q. A f t e r t h i s a p p l i c a t i o n was f i l e d , were 

the i n t e r e s t owners, as shown on E x h i b i t 2, a l l 

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

of t h i s h e a r i n g d a t e ? 

A. Yes, s i r , they were by c e r t i f i e d m a i l . 

U n f o r t u n a t e l y , the n o t i f i c a t i o n s e n t to Ms. Nunes 

r e t u r n e d to us, as I suppose the a d d r e s s i s bad. 

But Mr. Horton and Mr. N i c k l a u s and Conoco were 

indeed informed of t h i s h e a r i n g . 

MR. COOTER: Mr. Examiner, I ' d tender 
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E x h i b i t 4, which i s an a f f i d a v i t of Mr. C a r r , who 

was then r e p r e s e n t i n g Southwest R o y a l t i e s , of the 

m a i l i n g of the a p p l i c a t i o n and n o t i f i c a t i o n of 

t h i s h e a r i n g d a t e . 

Q. Are you pr e p a r e d a t t h i s time to make a 

recommendation to the H e a r i n g Examiner as to the 

r i s k p e n a l t y t h a t should be a s s e s s e d a g a i n s t the 

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

i s g r a n t e d ? 

A. Yes, s i r , I am. 

Q. What i s t h a t recommendation? 

A. We would r e q u e s t and recommend t h a t a 

p e n a l t y of 200 p e r c e n t be a s s e s s e d to the 

p r o p e r t y . 

Q. And upon what do you base t h i s 200 

p e r c e n t recommendation? 

A. W e l l , t h e r e i s a number of t h i n g s 

r e a l l y . I t ' s a f a i r l y r i s k y w e l l to d r i l l . I 

guess most i m p o r t a n t l y we're b a s i c a l l y banking 

the d e a l . We're going to pay -- a c t u a l l y 

s e v e n - e i g h t h s of e v e r y d o l l a r we spend i s be i n g 

p a i d f o r somebody e l s e i n t h a t we onl y have an 

e i g h t h i n t e r e s t . We're banking the d e a l out of 

our own pocket, t a k i n g the r i s k of d r i l l i n g the 

w e l l , b r i n g i n g the w e l l i n . 
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I'm not a g e o l o g i s t , but I ' v e been i n 

the o i l b u s i n e s s long enough to know t h a t t h e r e 

i s some r i s k a s s o c i a t e d w i t h t h i s w e l l inasmuch 

as i t i s down-dip from the o t h e r p r o d u c t i o n . 

A l s o , we have had to put v e r y s t r o n g 

c o n s i d e r a t i o n i n t o the amount of water a w e l l 

such as t h i s c o u l d produce. I t c o u l d be v e r y 

h igh volume, and t h a t i n i t s e l f c o u l d make the 

w e l l uneconomic. You c o u l d have a p roducing o i l , 

but i f you don't have the proper d i s p o s a l 

f a c i l i t i e s , your w e l l c o u l d be v e r y 

uneconomical. 

Q. Do you b e l i e v e t h a t t h e r e i s a d i s t i n c t 

p o s s i b i l i t y t h a t a w e l l d r i l l e d a t your proposed 

l o c a t i o n would not be a commercial s u c c e s s ? 

A. A b s o l u t e l y . 

Q. Do you have an e s t i m a t e of overhead and 

a d m i n i s t r a t i v e c o s t s w h i l e d r i l l i n g and then 

a f t e r d r i l l i n g w h i l e the w e l l i s p roducing? 

A. Yes, s i r , I do. We b e l i e v e f o r a w e l l 

of t h i s depth t h a t our company would be i n c l i n e d 

to charge a p p r o x i m a t e l y $5,000 a month f o r 

d r i l l i n g w e l l overhead and $500 a month as a 

p r o d u c i n g w e l l r a t e . 

Q. Are those i n l i n e w i t h s i m i l a r c h a r g e s 
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by o t h e r a r e a o p e r a t o r s ? 

A. I b e l i e v e they a r e i f not s u b s t a n t i a l l y 

cheaper than what most o t h e r f o l k s a r e c h a r g i n g 

i n t h a t a r e a . 

Q. Southwest R o y a l t i e s does ask to be 

d e s i g n a t e d o p e r a t o r — 

A. Yes, s i r , we do. 

Q. — I f the a p p l i c a t i o n i s g r a n t e d . I n 

your o p i n i o n would the g r a n t i n g of t h i s 

a p p l i c a t i o n be i n the b e s t i n t e r e s t s of 

c o n s e r v a t i o n , p r e v e n t i o n of waste, and p r o t e c t i o n 

of c o r r e l a t i v e r i g h t s ? 

A. Yes, s i r , v e r y much. 

MR. COOTER: That c o n c l u d e s my d i r e c t 

examinat i o n . 

EXAMINER CATANACH: Mr. Cooter, do you 

want to e n t e r your e x h i b i t s as e v i d e n c e ? 

MR. COOTER: Yes. Thank you, s i r . We 

would tender — w e l l , l e t me ask you a q u e s t i o n . 

Q. Were E x h i b i t s 1 through 3 e i t h e r 

p r e p a r e d by you or under your d i r e c t i o n and 

s u p e r v i s i o n ? 

A. Yes, s i r , they were. 

MR. COOTER: E x h i b i t No. 4 i s the 

a f f i d a v i t of Mr. C a r r , and we would tender a l l 
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four e x h i b i t s . 

EXAMINER CATANACH: Okay. E x h i b i t s 1 

through 4 w i l l be a d m i t t e d as e v i d e n c e . 

Any q u e s t i o n s of the w i t n e s s ? Mr. 

K e l l a h i n . 

MR. KELLAHIN: Thank you, Mr. 

Examiner. 

EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. T a t e , when I look a t E x h i b i t 1, 

you've o u t l i n e d f o r me the n o r t h e a s t q u a r t e r of 

S e c t i o n 17? 

A. Yes, s i r . 

Q. Do you have an u n d i v i d e d o n e - e i g h t h 

working i n t e r e s t u n d e r l y i n g the e n t i r e n o r t h e a s t 

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

A. Yes, s i r , we do. 

Q. Does your company have any o t h e r 

working i n t e r e s t i n the immediate v i c i n i t y ? 

A. I don't know. I r e a l l y c a n ' t answer 

t h a t q u e s t i o n . We have a number of h o l d i n g s i n 

Eddy County, New Mexico. And I r e a l l y c a n ' t 

answer t h a t q u e s t i o n , whether we do or not i n 

t h a t immediate v i c i n i t y . 

Q. Do you c u r r e n t l y o p e r a t e any of the 
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Dagger Draw w e l l s ? 

A. I f I c o u l d d e f e r to our second w i t n e s s , 

I t h i n k he's more q u a l i f i e d to answer t h a t than I 

am because I r e a l l y don't know. 

Q. Do you know i f you have any working 

i n t e r e s t i n the p r o d u c t i o n a t t r i b u t e d to w e l l s 

p roducing out of the Dagger Draw Pool? 

A. No, s i r , I don't. 

Q. The p r e p a r a t i o n of the APE t h a t you 

t e s t i f i e d t o , d i d you determine what the c u r r e n t 

c o s t s were t h a t o t h e r o p e r a t o r s i n t h i s v i c i n i t y 

were e x p e r i e n c i n g f o r the c o s t s of d r i l l i n g t h i s 

type of w e l l to t h i s depth? 

A. As b e s t we c o u l d . What we do when we 

pr e p a r e an AFE, i t ' s p r e t t y much out of company 

p o l i c y t h a t you take a minimum of t h r e e b i d s from 

a l l of your v a r i o u s vendors and c o n t r a c t o r s . We 

went ahead and we pr e p a r e d t h i s AFE i n the same 

manner. We took b i d s w i t h those c o n t r a c t o r s t h a t 

o p e r a t e , whether they d r i l l , t r e a t , p r o v i d e pipe 

s e r v i c e s , or whatever i n t h a t a r e a . And we t h i n k 

t h e y ' r e v e r y much i n l i n e . 

Q. Do you r e c a l l the t h r e e c o n t r a c t o r s you 

o b t a i n e d b i d s from? 

A. No, s i r . I d i d not a c t u a l l y p r e p a r e 
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t h i s AFE. I t was pre p a r e d under my s u p e r v i s i o n 

by Mr. Steve Garner. 

Q. G a r n e r ' s s i g n a t u r e i s the one a t the 

bot torn? 

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

Q. Have you awarded a b i d to a c o n t r a c t o r 

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

A. No, s i r , not u n t i l t h i s compulsory 

p o o l i n g , h o p e f u l l y , i s r u l e d i n our f a v o r . 

Q. Are t h e r e c o n t i n g e n c i e s i n t h e r e to 

handle the d i s p o s a l of the produced w a t e r ? 

A. No, t h e r e ' s not i n our AFE. 

Q. Help me u n d e r s t a n d the chronology of 

e v e n t s w i t h r e g a r d s to your i n t e r e s t . What i s 

the b e g i n n i n g date of the primary term of the 

l e a s e i n q u e s t i o n t h a t you hold? 

A. May I d e f e r to my f i l e ? 

Q. C e r t a i n l y . 

A. We have an o i l and gas l e a s e dated J u l y 

20, 1990. 

Q. J u l y 20 of 1990? 

A. Yes, s i r . 

Q. Was i t a two-year l e a s e then e x p i r i n g 

on J u l y 20 of 92? 

A. 9 2, y e s , s i r . 

RODRIGUEZ-VESTAL REPORTING 
(505) 988-1772 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

1 2 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

23 

Q. P r i o r to your i n i t i a l l e t t e r to Conoco, 

which was the March 16, 1992, l e t t e r --

A. Yes, s i r . 

Q. -- d i d you make any e f f o r t s to i n i t i a t e 

the proposed d r i l l i n g of t h i s w e l l i n t h i s 

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

A. Not the type you're t a l k i n g about. I 

t h i n k , i f you're t a l k i n g about n o t i f y i n g Conoco 

or s t u f f , we run a v e r y l e a n shop where we work. 

We have a v e r y busy s c h e d u l e , v e r y l e a n shop, and 

we p r e t t y much have to c o n c e n t r a t e on t h i n g s as 

they come. We don't have the l u x u r y to have 

enough people to s t a r t working on t h e s e t h i n g s a 

y e a r or s i x months i n advance. 

We a r e v e r y much aware of t h i s 

c i r c u m s t a n c e . We knew i t was coming, time t h a t 

we needed to do something about i t , and we take 

b a s i c a l l y each buyer as they come. 

Q. Okay. So f o r the f i r s t 17 months or 

so, the primary term, you d i d n ' t do a n y t h i n g to 

develop your l e a s e ? 

A. T h a t ' s r i g h t . We're k i n d of of the 

p o s i t i o n t h a t we had an e i g h t h and Conoco had 

87-1/2 p e r c e n t , i f something was to be done, i t ' s 

k i n d of s t a n d a r d o p e r a t i n g procedure t h a t Conoco 
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would have proposed the w e l l . 

When i t became obvious t h a t not o n l y 

were they not going to propose the w e l l , but t h a t 

they had no i n t e r e s t i n d r i l l i n g the w e l l , we had 

no o t h e r a l t e r n a t i v e than to f i l e f o r t h i s 

compulsory p o o l i n g . 

Q. Did you make any i n q u i r i e s p r i o r to 

March 16 of 92 about h a v i n g Conoco i n i t i a t e a t 

your r e q u e s t the d r i l l i n g of t h i s w e l l ? 

A. No, s i r . 

Q. Who i s the i n t e r e s t owner from whom you 

o b t a i n e d your l e a s e ? 

A. Our l e s s o r i s M a r s h a l l & Winston, I n c . 

I t ' s an independent o i l and gas company out of --

Q. M a r s h a l l --

A. Marshal & Winston, I n c . 

Q. Yes. I know the company. The p r o p o s a l 

to Conoco on the 16th of March was one i n which 

you asked them to p a r t i c i p a t e i n the w e l l ? 

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

Q. Did you g i v e them any o t h e r o p t i o n s or 

a l t e r n a t i v e s ? 

A. Yes, we d i d . We o f f e r e d them the 

o p t i o n , a t the time we s a i d we would even be 

w i l l i n g to c o n s i d e r a farmout under the f o l l o w i n g 
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terms. I t was a t t h a t p o i n t t h a t Conoco brought 

to our a t t e n t i o n t h a t t h i s was s u b j e c t to a 

l a w s u i t , the i s s u e of which was a r e v e r s i o n a r y 

i n t e r e s t t h a t somebody was e n t i t l e d to a f t e r 

payout of e v i d e n t l y a number of w e l l s out t h e r e . 

With t h a t i n mind, we became a l i t t l e 

l e s s i n c l i n e d to t a k e a farmout from Conoco. 

Inasmuch as we d i d n ' t know what the o t h e r c o u r t 

might h o l d someday, we d i d n ' t f e e l l i k e we c o u l d 

r o l l the d i c e on a d e a l l i k e t h a t . 

Q. Have you s u b m i t t e d to Conoco a proposed 

j o i n t o p e r a t i n g agreement a t t h i s time? 

A. No, s i r , I have not. I d i d not see any 

need t o . They t o l d me they had no i n t e r e s t f o r 

do i n g t h a t . 

Q. I'm i n t e r e s t e d i n your assessment of 

the r i s k p e n a l t y . 

A. Uh-huh. 

Q. T e l l me a g a i n the components by which 

you support your c o n c l u s i o n t h a t 200 p e r c e n t i s 

r e a s o n a b l e . 

A. By and l a r g e , i f t h i s w e l l i s -- i f 

t h i s w e l l i s going to get d r i l l e d , we're the o n l y 

guys t h a t a r e going to d r i l l i t . Nobody e l s e i s 

going to d r i l l i t . I n doing so, even t h a t we 
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have 12-1/2 p e r c e n t working i n t e r e s t , we're 

b a s i c a l l y banking another 87.5 p e r c e n t of the 

d r i l l i n g c o s t s , which i s our w e l l ' s AFE f o r h a l f 

a m i l l i o n d o l l a r s . 

I f we sh o u l d d r i l l an uneconomic w e l l 

or dry h o l e , t h a t ' s i t . We have put the money up 

f o r a v e r y e x p e n s i v e dry h o l e . Conoco g e t s t h e i r 

a c r e a g e e v a l u a t e d w i t h no c o s t to them. I f Y a t e s 

s h o u l d u l t i m a t e l y p r e v a i l , they get t h e i r a c r e a g e 

e v a l u a t e d a t no c o s t to them. I t h i n k we're 

p r o v i d i n g a s e r v i c e to those f o l k s as w e l l as the 

s t a t e of New Mexico, h o p e f u l l y to o u r s e l v e s . 

Q. Are t h e r e any ot h e r r e a s o n s t h a t you 

used to support t h a t c o n c l u s i o n about the p e n a l t y 

f a c t o r ? 

A. Again, I'm not a g e o l o g i s t . I do know 

enough about the o i l b u s i n e s s to know t h a t t h e r e 

i s a r e l a t i v e r i s k . We f e e l l i k e we're c e r t a i n l y 

down-dip on the w e l l . I t c o u l d be t h a t we c o u l d 

make a dry h o l e r e g a r d l e s s of how much water we 

make . 

And a l s o the water i s another c o n c e r n . 

I f you get a high-volume water w e l l , i t ' s going 

to be d i f f i c u l t to d i s p o s e of t h a t water i n a 

t i m e l y and c o s t - e f f e c t i v e manner. 

RODRIGUEZ-VESTAL REPORTING 
(505) 988-1772 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

27 

Q. I n coming up to a c o n c l u s i o n about the 

p e n a l t y f a c t o r — 

A. Uh-huh. 

Q. — what p o r t i o n of t h a t r i s k do you 

a t t r i b u t e to the r i s k you undertake i n d i s p o s i n g 

of produced water from the w e l l ? 

A. Maybe a t h i r d . 

Q. What p e r c e n t a g e of the r i s k do you 

a t t r i b u t e to the g e o l o g i c p o r t i o n of the p r o j e c t ? 

A. I don't know. Something -- probably a 

t h i r d , I g u e s s . 

Q. Okay. Then the re m a i n i n g t h i r d i s the 

r i s k you undertake i n f i n a n c i n g the d e a l when you 

have such a s m a l l p e r c e n t a g e ? 

A. Yes, s i r . 

Q. Would i t make a d i f f e r e n c e to you i f 

M a r s h a l l & Winston would extend your l e a s e f o r 

you? 

A. Not p a r t i c u l a r l y . We have come i n and 

we s e t up t h e s e t h i n g s . We look a t an annual 

budget. We have the d o l l a r s budgeted to d r i l l 

t h i s w e l l , and we have c e r t a i n moneys committed 

to d r i l l t h i s w e l l . We have commitments to ot h e r 

f o l k s as w e l l . And I t h i n k we would s t i l l be 

i n c l i n e d to go ahead and d r i l l the w e l l b e f o r e 
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the f i r s t of J u l y . 

Q. I s t h i s a f i n a n c i a l arrangement where 

Southwest R o y a l t i e s f r o n t s the e n t i r e c o s t of the 

w e l l , or do you have i n v e s t o r s t h a t h e l p you bear 

t h a t ' r i s k ? 

A. We would f r o n t the e n t i r e c o s t of t h i s 

we 11 . 

MR. KELLAHIN: Thank you, Mr. 

Examiner. 

EXAMINER CATANACH: Any q u e s t i o n s , Mr. 

C a r r o l 1 . 

MR. CARROLL: No, Mr. Examiner. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Ta t e , the p a r t i e s you're a c t u a l l y 

p o o l i n g i n t h i s a p p l i c a t i o n a r e Conoco and the 

Nunes' i n t e r e s t ? 

A. Yes, s i r , t h a t would be t r u e . 

U n f o r t u n a t e l y , we cannot l o c a t e Ms. Nunes. 

Q. Can you d e s c r i b e f o r me your e f f o r t s to 

do so? 

A. I t ' s my u n d e r s t a n d i n g t h a t Mr. C a r r 

o r i g i n a l l y r e p r e s e n t e d us i n t h i s p o o l i n g h e a r i n g 

and Mr. C a r r s e n t to her a n o t i f i c a t i o n of 

p o o l i n g by c e r t i f i e d m a i l , r e t u r n r e c e i p t 
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r e q u e s t e d , which was r e t u r n e d to h i s o f f i c e by 

the P o s t a l S e r v i c e . 

Q. Do you know where Mr. C a r r o b t a i n e d the 

a d d r e s s ? 

A. He got -- I b e l i e v e he got the a d d r e s s 

o f f of our t a k e o f f , I t h i n k , E x h i b i t 2, which i s 

my u n d e r s t a n d i n g t h a t a d d r e s s f o r Ms. Nunes came 

out of the Eddy County Tax A s s e s s o r ' s O f f i c e . 

Q. So t h e r e ' s not been any a d d i t i o n a l 

e f f o r t s to t r a c k her down? 

A. No, s i r . I n v i s i t i n g w i t h Conoco when 

we o r i g i n a l l y s t a r t e d t a l k i n g about t h i s d e a l , 

they t o l d me -- they o b v i o u s l y were i n t e r e s t e d i n 

buying o t h e r i n t e r e s t s i n t h e r e . They t o l d me 

t h a t they had bought the two gentlemen's 

i n t e r e s t , j u s t not p l a c e d them of r e c o r d , and 

t h a t they had t r i e d v e r y hard to f i n d Ms. Nunes. 

As a matter of f a c t , they t o l d me, 

"Good l u c k i n t r y i n g to f i n d h e r . " They 

i n d i c a t e d to me they had spent a l o t of time and 

e f f o r t t r y i n g to l o c a t e Ms. Nunes and were unable 

to do so. 

Q. Mr. T a t e , has Southwest d r i l l e d any 

P e n n s y l v a n i a n w e l l s i n t h i s a r e a ? 

A. Not to my knowledge. 
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Q. Have you examined the d r i l l i n g c o s t s of 

any o t h e r o p e r a t o r s i n the a r e a ? 

A. Our company i s s t r u c t u r e d , by and 

l a r g e , we a c q u i r e a l o t of p r o p e r t i e s . Most of 

the p r o p e r t i e s we a c q u i r e , a l a r g e m a j o r i t y of 

them come from major o i l companies. We a r e v e r y 

f a m i l i a r w i t h those c o s t s , both a d m i n i s t r a t i o n 

and d r i l l i n g w e l l r a t e s . We c o n s i s t e n t l y have --

our AFEs f o r d r i l l i n g the workovers c o n s i s t e n t l y 

cheaper, l i g h t - y e a r s cheaper. 

We know what the c o s t s a r e to o p e r a t e 

i n t h e r e . We b e l i e v e our a d m i n i s t r a t i v e overhead 

i s s u b s t a n t i a l l y l e s s than most f o l k s . We f e e l 

l i k e we have a good handle on the c o s t s f o r what 

o t h e r f o l k s would charge i n t h a t a r e a ; we know we 

do . 

EXAMINER CATANACH: I have n o t h i n g 

f u r t h e r of the w i t n e s s . He may be excused. 

MR. COOTER: May I ask j u s t another 

q u e s t i o n v e r y b r i e f l y ? 

FURTHER EXAMINATION 

BY MR. COOTER: 

Q. I n resp o n s e to Mr. K e l l a h i n ' s q u e s t i o n 

about the f a c t o r s t h a t went i n t o your 

recommendation f o r the r i s k p e n a l t y , I t h i n k you 
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named t h r e e o f them. Has t h e r e been any r e a l l y 

d i v i s i o n o f -- you named t h r e e f a c t o r s and t h e n 

i n d i c a t e d t h a t maybe each one was a t h i r d t o i t . 

Has t h a t been done p u r p o s e l y t o a t t a c h a t h i r d 

f a c t o r t o each one o f t h o s e o r j u s t g e n e r a l i z e d 

b a l l p a r k ? 

A. J u s t t r y i n g t o answer Mr. K e l l a h i n ' s 

q u e s t i o n . 

MR. COOTER: Thank y o u . 

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

exc u s e d . 

MR. COOTER: Next we c a l l R i c h a r d 

M a s t e r s o n . 

RICHARD MASTERSON 

H a v i n g been d u l y sworn upon h i s o a t h , was 

examined and t e s t i f i e d as f o l l o w s : 

EXAMINATION 

BY MR. COOTER: 

Q. S t a t e y o u r name f o r t h e r e c o r d , s i r . 

A. R i c h a r d M a s t e r s o n . 

Q. And by whom a r e you employed? 

A. South w e s t R o y a l t i e s , I n c . 

Q. And where do you work f o r t h e company? 

A. M i d l a n d , Texas. 

Q. What's y o u r p o s i t i o n w i t h S o u t h w e s t 
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R o y a l t i e s ? 

A. V i c e P r e s i d e n t of E x p l o r a t i o n and 

A c q u i s i t i o n s . 

Q. R e l a t e b r i e f l y your e d u c a t i o n a l 

background and work e x p e r i e n c e . 

A. I graduated from T r i n i t y U n i v e r s i t y i n 

1974 w i t h a BA i n geology. I went to work f o r 

Texaco, Monsanto, and Grand Banks Energy. I n 

1986 I went to work f o r Southwest R o y a l t i e s and 

have been t h e r e s i n c e . 

Q. What was your degree i n a t T r i n i t y ? 

A. Geology. 

Q. Have you p r a c t i c e d t h a t p r o f e s s i o n ? 

A. S i n c e 1974. 

Q. Are you f a m i l i a r w i t h the a p p l i c a t i o n 

f i l e d by your company i n t h i s c a s e ? 

A. Yes. 

Q. And f a m i l i a r w i t h the a r e a concerned i n 

s o u t h e a s t e r n New Mexico? 

A. Yes. 

MR. COOTER: We would tender Mr. 

Masterson as an e x p e r t w i t n e s s . 

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

Q. (BY MR. COOTER) L e t me d i r e c t your 

a t t e n t i o n , p l e a s e , to E x h i b i t No. 5. Would you 
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i d e n t i f y t h a t and e x p l a i n i t to the Examiner. 

A. T h i s i s a s t r u c t u r a l map based on — 

mapped on the top of the Upper Penn Reef 

c a r b o n a t e s mapping h o r i z o n . The y e l l o w i s our 

s u b j e c t a c r e a g e ; green d o t s , proposed l o c a t i o n 

s i g n i f i e d w i t h the r e d arrow. The r e d dots a r e 

mainly c o n t r o l p o i n t s to c o n s t r u c t the map. And 

the green t r i a n g l e s a r e b a s i c a l l y nearby water 

d i s p o s a l w e l l s t h a t were shown i n the January, 

Volume I , C o n s e r v a t i o n Committee's p u b l i c a t i o n . 

Q. Where i s the l o c a t i o n of your proposed 

w e l l on the s t r u c t u r e ? 

A. I t ' s on the — appears to be on the 

down-dip edge of the b a s i c a l l y m o n o c l i n a l d i p 

down to the e a s t . 

Q. Are you ready to go to the 

c r o s s - s e c t i o n ? 

A. The mapping h o r i z o n t h a t t h i s map i s 

c o n s t r u c t e d on i s s i g n i f i e d by t h i s c o r r e l a t i o n 

1 i n e . 

Q. Now, we're l o o k i n g a t E x h i b i t 6? 

A. Here. The c r o s s - s e c t i o n b a s i c a l l y runs 

from northwest to s o u t h e a s t s t a r t i n g i n the Y a t e s 

No. 2 Roy AET, going through the No. 1 w e l l on 

t h a t l e a s e through the Roger Hanks, Barbero 
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Federal No. 3, through the proposed l o c a t i o n into 

the Roger Hanks J u l i e Com. l e a s e . 

The red c o l o r a t i o n or perforated 

i n t e r v a l s in each w e l l , scout card information i s 

below each w e l l . I t ' s a s t r u c t u r a l c r o s s - s e c t i o n 

hung on minus 4,000 feet below sea l e v e l . And 

v e r t i c a l s c a l e i s 1 inch equals 40 f e e t ; 

h o r i z o n t a l , 1 inch equals 200. 

B a s i c a l l y t h i s i s used to j u s t show the 

s t r u c t u r a l dip, i t s r e l a t i o n s h i p between the 

other w e l l s i n the area. One of the things we 

were looking at and some of the questions asked 

Mr. Tate probably could be answered i f they're 

re-asked to me in a l i t t l e more concise form on 

the r i s k and the p r e d i c t a b i l i t y of r i s k . 

Q. I wanted to ask you that next. You 

heard Mr. Tate's testimony. One f a c t o r for 

seeking the 200 percent r i s k f a c t o r was the 

l o c a t i o n of t h i s proposed w e l l on the s t r u c t u r e , 

i s i t not? 

A. That's c o r r e c t . And the main 

p r e d i c t a b i l i t y problem we have i s i n the amount 

of o i l cut or water cut in each i n d i v i d u a l w e l l . 

Q. A l l r i g h t . L e t ' s go to E x h i b i t No. 7. 

A . 7 . 
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Q. T h a t ' s what you're r e f e r r i n g t o , a r e 

you n o t ? 

A. R i g h t . V a r i a t i o n s i n water p r o d u c t i o n 

a r e p r e t t y hard to p r e d i c t . A w e l l t h a t ' s 

s l i g h t l y up-dip and on t h i s c r o s s - s e c t i o n , Y a t e s 

No. 1 Roy, i n January produced 2,000 b a r r e l s of 

water a day. 

And t h i s h e l p s to show the r i s k i n 

g e t t i n g an economical w e l l and p r e d i c t i n g how 

much water w i l l be moved, p r e d i c t i n g what type of 

pumping mechanism w i l l have to be used v e r s u s a 

beam pump, s u b m e r s i b l e pump, and the e x p e n d i t u r e s 

i n each c a s e . Water d i s p o s a l was a l s o a major 

concern to us. 

Q. Go a l i t t l e f u r t h e r w i t h what i s shown 

on E x h i b i t No. 7, i f you would, Mr. Masterson. 

A. B a s i c a l l y t h e s e a r e j u s t numbers 

d e r i v e d from the l a t e s t p r o d u c t i o n book, the 

s t a t i s t i c a l i n f o r m a t i o n from the C o n s e r v a t i o n 

Committee's most r e c e n t p r o d u c t i o n . 

Q. There a r e a couple of w e l l s to the 

n o r t h i n the south h a l f - s o u t h h a l f of S e c t i o n 8. 

What a r e those f i g u r e s ? 

A. The No. 1 Roy i s an o l d e r w e l l t h a t 

b a s i c a l l y produces a p p r o x i m a t e l y 90 b a r r e l s of 
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o i l per day and approximately 2,000 b a r r e l s of 

water a day with Mcf, you know, Mcf of gas per 

month. I 

Q. That w e l l , too, i s a l i t t l e higher on 

the s t r u c t u r e than your proposed w e l l , ijs i t not? 

A. That's c o r r e c t . Also there's hew 

information on the 3 AJJ w e l l j u s t to thp 

northeast of there i n the northwest quarter of 

the southeast quarter of Section 8. I t 

o r i g i n a l l y came i n with a rather large water cut. 

Q. And that same f i n d i n g i s throughout the 

area as far as the amount of water? 
i 

A. That's c o r r e c t . Water v a r i e s 

throughout the f i e l d depending on the perforated 

i n t e r v a l and depending somewhat on s t r u c t u r a l 

s i t u a t i o n . I t ' s a combination of these two 

things. 

Q. Considering the l o c a t i o n of tbje 

proposed w e l l on the down-dip side of trje 

formation and a l s o the problems with reference to 

the water and water d i s p o s a l , do you b e l i e v e that 

there i s a d i s t i n c t p o s s i b i l i t y that the? w e l l 

which Southwest R o y a l t i e s proposes d r i l l e d at the 

l o c a t i o n contemplated would not be a commercial 

success? 
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T h a t ' s one of the main r e a s o n s we're askL 

p e n a l t y . 

Q. Did you p a r t i c i p a t e w i t h Mr. T^ 

the r e v i e w of those problems and i n formja 

the recommendation t h a t was made to the js 

today? 

A. Yes. 

Q. Anything e l s e ? 

A. One of the t h i n g s -- AFE. 

Q. Yes. Okay. 
j 

A. As f a r as water — one of the q 

t h a t was asked: Was water d i s p o s a l input 

i n i t i a l AFE? No, i t i s n ' t . Probably a 

supplemental AFE would have to be i s s u e d 

how much flow l i n e , how much work over an 

e x i s t i n g dry h o l e i n the a r e a , what would 

r e s u l t s , and then t h i s would be based soon 

the r e s u l t s of the w e l l t e s t and what we 

the w e l l b o r e . But r e s e a r c h has been gath 

the a r e a f o r water d i s p o s a l . j 

Cost on the w e l l , w e ' l l b i d out 

have not agreed to any b i d s a t t h i s p o i n t 

we do o p e r a t e w e l l s i n Eddy County. We |d 

o p e r a t e any i n the North Dagger Draw. Ŵ  
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working i n t e r e s t s . Our company buys many 

nonoperated working i n t e r e s t s . We have 

nonoperated working i n t e r e s t s i n many w e l l s i n 

Eddy and Lea C o u n t i e s and many w e l l s i n t h i s type 

r e s e r v o i r , and we do have a p r e t t y good handle of 

what normal o p e r a t i n g e x p e n d i t u r e s a r e . 

One problem i n n a i l i n g t h i s down 

e x a c t l y i s : What i s the f i n a l r e s u l t of water 

d i s p o s a l ? What i s the f i n a l r e s u l t of type of 

pumping mechanism? And where w i l l the water go? 

T h a t ' s a v e r y d i f f i c u l t number. 

Q. That completes my -- oh, f i r s t , were 

E x h i b i t Nos. 5, 6, and 7 e i t h e r p r e p a r e d by you 

or under your d i r e c t i o n and s u p e r v i s i o n ? 

A. Yes, s i r . 

MR. COOTER: We would tender E x h i b i t s 

5, 6, and 7 a t t h i s time. 

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

7 w i l l be admitted as e v i d e n c e . 

MR. COOTER: That c o n c l u d e s our d i r e c t 

examinat i o n . 

EXAMINER CATANACH: Mr. K e l l a h i n . 

MR. KELLAHIN: Thank you, Mr. 

Examiner. 

EXAMINATION 
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BY MR. KELLAHIN: 

Q. Mr. Masterson, on your c r o s s - s e c t i o n 

can you use one of those w e l l s to i d e n t i f y f o r me 

what would be the top and the bottom of the North 

Dagger Draw P e n n s y l v a n i a n Pool? 

A. D i f f e r e n t w e l l s have been p e r f o r a t e d , 

not on t h i s c r o s s - s e c t i o n u n f o r t u n a t e l y , to the 

south i n v a r i o u s d i f f e r e n t zones and i n t e r v a l s . 

But f o r the most p a r t , i n the l o c a l a r e a of t h i s 

w e l l b o r e , the upper s e c t i o n i n between the f i r s t 

two c o r r e l a t i v e l i n e s here on the c r o s s - s e c t i o n 

i n the upper p a r t between the second and t h i r d i s 

mainly t i g h t and i t ' s i n a n o n p r o d u c t i v e . And 

t h e r e a r e l o c a l i z e d i n s t a n c e s where i t d e v e l o p s . 

We do not expect t h a t to develop i n 

t h i s w e l l b o r e . I t would be v e r y hard to p r e d i c t 

t h a t i t would, and i t would be v e r y r i s k y . 

Q. What I'm l o o k i n g a t , the datum, minus 

4,000 f e e t on the c r o s s - s e c t i o n , where i s t h a t i n 

r e l a t i o n to the top of the pool? 

A. Where i s t h a t i n r e l a t i o n to the top of 

the pool? I'm not s u r e . I t ' s w i t h i n 100 f e e t 

g e n e r a l . 

Q. I n which d i r e c t i o n ? 

A. I t ' s above 100 f e e t . 
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Q. T h i s datum p o i n t , minus 4,000 i s 

a p p r o x i m a t e l y 100 f e e t ? 

A. Above the top of the Upper Penn Reef. 

Above the main p e r f o r a t i o n s i t ' s s e v e r a l hundred 

f e e t . 

Q. Okay. When we look a t the bottom 

s e c t i o n of the c r o s s - s e c t i o n , how deep can we go 

i n the P e n n s y l v a n i a n Reef and s t i l l a t t a i n o i l 

p r o d u c t i o n i n t h i s p ool? 

A. We're e x p e c t i n g i n our w e l l b o r e to be 

a b l e to go a p p r o x i m a t e l y 7900. We w i l l base t h i s 

on mud l o g g i n g i n f o r m a t i o n , w e l l l o g i n f o r m a t i o n , 

and i f t h e r e i s not l o s t c i r c u l a t i o n , t h e r e a r e a 

l o t of o t h e r problems i n v o l v e d h e r e . B a s i c a l l y 

on l o g s and any type o f f s e t , f u r t h e r o f f s e t 

p r o d u c t i o n . I n i t i a l l y the w e l l w i l l be produced 

b a s i c a l l y i n t h i s i n t e r v a l much l i k e the o f f s e t 

w e l l s where i t ' s shaded re d on the map. 

Q. The d r i l l i n g p l a n i s to take the w e l l 

down to a t o t a l depth to p e n e t r a t e a t l e a s t the 

lowest h o r i z o n t a l ? 

A. Yes. 

Q. U n t i l i t b a s i c a l l y s h a l e s out. You can 

see i t b e t t e r on the f i r s t log here because they 

went deep enough and had enough r a t h o l e when 
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they logged the w e l l that you can see the base of 

the carbonate. 

Q. Have the operators that have d r i l l e d 

w e l l s i n the pool been able to a f f e c t the 

o i l - w a t e r r a t i o by p e r f o r a t i n g i n c e r t a i n 

portions of the r e e f ? 

A. They have -- with my l i m i t e d knowledge 

of each i n d i v i d u a l wellbore and what they have 

done, e s p e c i a l l y i n recent times on workovers, 

not a l l that information i s a v a i l a b l e to me. 

They have improved i n c u t t i n g down on some water 

production throughout the pool, yes. The answer 

to that i s yes. 

In the l o c a l area I have not seen that 

occur. In f a c t , a l l the recent w e l l s on s t r i k e 

or even s l i g h t l y up-dip i n t h i s l o c a l area have 

large water production. In f a c t , t h i s f i e l d , as 

you know, was about to be abandoned by Conoco 

when i t was r e v i t a l i z e d because they did f i n d 

that o i l and other zones would be found i n o i l 

below e x i s t i n g water pays or w e l l s that have gone 

to water. I know I'm not wording that properly. 

But b a s i c a l l y they found new o i l pays below 

e x i s t i n g water production. 

Q. On your s t r u c t u r e map, when you mapped 
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the top of the Upper Penn Reef --

A. Yes. 

Q. — does t h a t c o r r e s p o n d on the 

c r o s s - s e c t i o n to the l i n e t h a t you've i d e n t i f i e d 

as the top of the Upper Penn Reef? 

A. R i g h t . 

Q. T h a t ' s what you're mapping? 

A. R i g h t . I t i s mainly -- the map i s to 

show t h a t i t ' s mainly j u s t s l i g h t d i p , m o n o c l i n a l 

d i p , down-dip to the e a s t . I t ' s to show t h a t 

t h e r e i s n ' t — i t ' s not a s t r u c t u r a l c l o s u r e , so 

to speak, i n t h i s l o c a l i z e d a r e a . 

Q. I b e l i e v e I heard you to say under 

d i r e c t e x a m i n a t i o n t h a t s t r u c t u r e d i d a f f e c t your 

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

A. I t ' s not a t e c t o n i c , I s h o u l d say, type 

of t r a p p i n g mechanism. I n o t h e r words, t h e r e ' s 

not major f a u l t i n g o c c u r r i n g h e r e . T h e r e ' s not 

major f o l d i n g o c c u r r i n g h e r e . I t ' s a b u i l d - u p 

type, or s o r t of, to use the c o r r e c t v o c a b u l a r y . 

Q. S t r u c t u r e t a k i n g p a r t i n --

A. S t r u c t u r e --

Q. L e t me ask you the q u e s t i o n b e f o r e you 

answer i t . Does s t r u c t u r e p l a y a p a r t i n p i c k i n g 

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

A. S t r u c t u r a l p o s i t i o n i s of some 

importance i n p i c k i n g the l o c a t i o n . The w e l l s to 

the n o r t h on s t r i k e have b i g water a l r e a d y 

up-dip, s t r u c t u r a l l y up-dip. T h e r e ' s two t h i n g s 

t h a t go i n t o p i c k i n g l o c a t i o n , known p o r o s i t y 

development and s t r u c t u r a l p o s i t i o n , okay. 

Q. Did you pre p a r e an i s o p a c h to show me 

the p o r o s i t y d i s t r i b u t i o n ? 

A. No. I s o p a c h was not pre p a r e d to show 

p o r o s i t y d i s t r i b u t i o n . I s o p a c h on the e l e c t r i c 

l o g c a l c u l a t i o n s i s even s u s p e c t . You're d e a l i n g 

w i t h the type of p o r o s i t y development t h a t i s n ' t 

a l w a ys a q u a n t i t a t i v e c u t o f f t h a t you can use. 

I t ' s somewhat q u a l i t a t i v e on e l e c t r i c l o g 

c a l c u l a t i o n s . T h i s i s one re a s o n why so much has 

been p a s s e d up i n the a r e a . 

Q. I'm t r y i n g to un d e r s t a n d the g e o l o g i c 

t o o l s t h a t you have s e l e c t e d upon which to base 

your l o c a t i o n . And you have t o l d me now you have 

not used an i s o p a c h methodology to h e l p you 

d e f i n e the p o r o s i t y of the r e s e r v o i r . 

A. T h i s i s one problem. I s o p a c h 

methodology i s not always the c o r r e c t way to f i n d 

the c o n t i n u i t y of a r e s e r v o i r . Sometimes d i r e c t 
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c o r r e l a t i o n between l o g s can — i t can be 

d i s c o n t i n u o u s between w e l l s . 

Q. I d i d n ' t ask you why you d i d n ' t use 

i t . You j u s t d i d n ' t use i t ? 

A. I d i d n ' t use i t , and t h a t ' s why, or the 

r e a s o n why. 

Q. You've used a s t r u c t u r e map, though? 

A. Yes. I ' v e used a s t r u c t u r e map j u s t to 

show b a s i c a l l y our p o s i t i o n on the down-dip edge 

of the f i e l d . 

Q. When you look a t the s t r u c t u r e map, d i d 

you p i c k a l o c a t i o n based on the s t r u c t u r a l 

r e l a t i o n s h i p ? 

A. Not t o t a l l y , no. P a r t i a l l y i t i s based 

on s t r u c t u r a l p o s i t i o n , p a r t i a l l y because we have 

two l o g s h e r e , two known p o i n t s where we would be 

i n between t h a t do have p o r o s i t y development 

w i t h i n the f i e l d and the f o r m a t i o n , and t h i s a l s o 

h e l p s to reduce r i s k . 

Q. Can you d e f i n e a water w e l l c o n t a c t ? 

A. No . 

Q. Why d i d you choose to take your 

c r o s s - s e c t i o n the way you d i d ? 

A. Log a v a i l a b i l i t y . The w e l l s -- many of 

the l o g s have not been r e l e a s e d . I c o n t a c t e d the 
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C o n s e r v a t i o n Committee. Logs have not been 

r e l e a s e d or through PDI. T h a t ' s one of the main 

r e a s o n s , the newer w e l l s . But t h e s e w e l l s a r e 

r e p r e s e n t a t i v e w e l l s . 

Q. What caused you not to p i c k a l o c a t i o n 

i n the n o r t h e a s t -- I'm s o r r y , the northwest of 

the n o r t h e a s t ? That would be an u p - s t r u c t u r e 

p o s i t i o n . 

A. We p o s s i b l y might change t h a t b e a r i n g 

the outcome of any i n f o r m a t i o n we f i n d i n the 

f u t u r e . T h i s i s an ongoing a r e a of development. 

The main r i s k d i f f e r e n c e i s t h a t i t i s not 

between two lo g s where I have c o n t r o l of 

p o r o s i t y . 

Q. How a r e you going to change? 

A. S t r u c t u r a l l y i t w i l l be s l i g h t l y 

up-dip. I t w i l l have h i g h e r r i s k f o r p o r o s i t y 

development. T h a t ' s my answer. 

Q. You runn i n g out of time on your base 

l e a s e , Mr. Masterson? 

A. T h a t ' s r i g h t . 

Q. What more i n f o r m a t i o n a r e you going to 

get on which to d e c i d e what to do? 

A. O f f s e t d r i l l i n g to the n o r t h of us, i f 

the l o g s a r e r e l e a s e d and a r e a v a i l a b l e , we w i l l 

RODRIGUEZ-VESTAL REPORTING 
(505) 988-1772 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1 

22 

23 

24 

25 

46 

be a b l e to input even more i n f o r m a t i o n i n t o the 

d r i l l i n g of t h i s l o c a t i o n . 

Q. North of you then --

A. Y a t e s . 

Q. -- i n S e c t i o n 8? 

A. Yes. 

Q. There i s what l o o k s l i k e a w e l l 

l o c a t i o n t h a t ' s i d e n t i f i e d w i t h a No. 4? 

A. T h a t ' s c o r r e c t . 

Q. I s t h a t a d r i l l i n g w e l l ? 

A. T h a t ' s a s t a k e l o c a t i o n . I t may be 

d r i l l i n g a t t h i s time, I don't know. They may 

have moved the r i g out s i n c e the l a s t PI r e p o r t . 

The l o c a t i o n to the n o r t h i s a co m p l e t i o n out of 

t h a t v i c i n i t y . 

Q. I s t h e r e a change i n the o i l - w a t e r 

r a t i o as you move s t r u c t u r a l l y w i t h i n the 

r e s e r v o i r ? 

A. B a s i c a l l y the h i g h e r water i n i t i a l --

h i g h e r i n i t i a l w a t e r - t o - o i l r a t i o or h i g h e r water 

p e r c e n t a g e i s i n the down-dip w e l l s . There a r e 

w e l l s a f t e r time, e s p e c i a l l y depending on where 

you're l o o k i n g i n the l i v e s of t h e s e w e l l s , t h a t 

make p r o d u c t i o n s t r u c t u r a l l y up-dip. 

T h i s i s p a r t of my p o i n t , and the 
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c r o s s - s e c t i o n i t s e l f i s the No. 1 w e l l — was 

completed a l i t t l e e a r l i e r on the Roy l e a s e than 

the No. 2. A l o t of the w e l l s come i n making 

lower water p e r c e n t a g e and over anywhere from a 

range of s e v e r a l months to s e v e r a l y e a r s go to 

l a r g e water c u t . 

Q. Your proposed w e l l l o c a t i o n appears to 

be o f f s e t on t h r e e s i d e s by dry w e l l symbols. 

A. Plug p r o d u c e r s . 

Q. Those a r e p l u g p r o d u c e r s ? 

A. Plug p r o d u c e r s . They a l l complete. I n 

f a c t , two of them a r e on t h i s c r o s s - s e c t i o n , and 

they show the p roducing i n t e r v a l s . 

Q. Have you examined the u l t i m a t e r e c o v e r y 

of p r o d u c t i o n from those w e l l s to determine i f 

they were economic s u c c e s s e s ? 

A. They v a r y . Of the t h r e e w e l l s , the 

w e l l s t h a t were d r i l l i n g i n between were, I would 

t h i n k , economic s u c c e s s e s a t the time they were 

d r i l l e d . I don't know. I d i d n ' t c a l c u l a t e . But 

they would be economical s u c c e s s e s to d a t e . The 

w e l l to the south would not. 

Q. I f you move up a g a i n ? 

A. I c a n ' t remember the e x a c t "cums," but 

I can f i n d t h a t out. 
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Q. I f you move up a g a i n i n t o the northwest 

of the n o r t h e a s t , t h e r e i s a 4 0 - a c r e t r a c t w i t h i n 

t h a t a r e a t h a t appears not to have been exposed 

p r i o r to d e p l e t i o n by produced w e l l s . 

A. To some e x t e n t i t would be — i t may be 

l e s s d e p l e t e d than t h i s l o c a t i o n . 

Q. Wouldn't t h a t reduce your r i s k ? 

A. I t ' s a r g u a b l e t h a t i t might. I t does 

i n c r e a s e the r i s k on the r e s e r v o i r development. 

I t r e d u c e s r i s k on d r a i n a g e . I t r e d u c e s s l i g h t l y 

the r i s k on s t r u c t u r a l p o s i t i o n . 

Q. I n r e s p o n s e to a q u e s t i o n of Mr. Cooter 

you s a i d t h a t t h i s r e p r e s e n t e d a h i g h - r i s k 

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

A. I t ' s , okay, r e l a t i v e l y h igh r i s k i n 

t h a t the water d i s p o s a l problem, the water 

p r o d u c t i o n problem, the u n p r e d i c t a b i l i t y of 

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

p r o d u c t i o n down the l i n e , y e s . T h a t ' s t r u e f o r 

us . 

Q. On a s c a l e of 1 to 100, what i s the 

per c e n t a g e of r i s k t h a t you w i l l get on a 

noncommercial w e l l ? 

A. I don't know i f I can -- a 

noncommercial w e l l ? 
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Q. I'm t r y i n g to have you f o c u s f o r me as 

a layman to u n d e r s t a n d when you r o l l i n a l l t h e s e 

t e c h n i c a l t h i n g s — 

A. I u n d e r s t a n d what you're --

Q. — and r e a c h a c o n c l u s i o n , i f I'm the 

guy w r i t i n g the check so t h a t you do t h i s d e a l --

A. What would I t e l l my b o s s ? 

Q. Yes. What would you t e l l him? 

A. A l l r i g h t . I ' d t e l l him — I would 

e x p l a i n t h i s i n more than z e r o to 100 p e r c e n t . 

I s t h a t okay? T e l l me i f t h i s i s a good answer, 

and you can ask i t a g a i n i f i t ' s not. To get a 

w e l l t h a t would pay out i s -- depending on what 

happens w h i l e d r i l l i n g . 

A f t e r d r i l l i n g g e t t i n g a w e l l t h a t w i l l 

pay out b a r r i n g no m e c h a n i c a l problems, you would 

probably have a f i f t y - f i f t y chance to get a w e l l 

t h a t would be f u t u r e revenues to c o s t of 

two-to-one, your r i s k goes up q u i t e a b i t , and 

you have probably a t h i r d of a chance to do t h i s 

a t the s i t u a t i o n i t i s now. 

The r i s k s i n c r e a s e as you p r e d i c t r a t e 

of r e t u r n . As you approach d i f f e r e n t "cums," o i l 

c u m u l a t i v e p r o d u c t i o n . I s t h a t — 

MR. KELLAHIN: Yes, s i r . That h e l p s me 
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u n d e r s t a n d . 

Thank you, Mr. Examiner. 

THE WITNESS: I c a n ' t do much b e t t e r 

than t h a t . 

EXAMINER CATANACH: Anything, Mr. 

C a r r o l l ? 

MR. CARROLL: No, Mr. Examiner. 

EXAMINER CATANACH: Okay. I don't have 

any q u e s t i o n s of the w i t n e s s . You may be excused 

u n l e s s you have a n y t h i n g f u r t h e r . 

MR. COOTER: No, s i r . That c o n c l u d e s 

our p r e s e n t a t i o n . 

EXAMINER CATANACH: Okay. I s t h e r e 

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

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 10471 w i l l be taken under 

advisement. 

[And the p r o c e e d i n g s were concluded.] 
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