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STATE OF NEW MEXICO
ENERGY AND MINERALS .DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTER OF THE HEARING ..
CALLED BY THE OIL CONSERVATION .
DIVISION FOR THE PURPOSE OF
CONSIDERING:

CASE NO. 6483
Ordexr No. R-5944

APPLICATION OF HARVEY E. YATES

COMPANY FOR COMPULSORY POOLING,.;
LEA COUNTY, NEW MEXICO. .

ORDER OF THE COMMISSION

BY THE COMMISSION:

This cause came on for hearing at 9 a.m. on March 2,
1979, at Santa PFe, New Mexico, before the 01l Conservation .
Commission of the State of New Mexico, hereinafter referred
to as the "Cormission." cL L

. NOW, on this 7th day Qf,March,,1979, the Commission;~
a quorum being present, having considered the testimony, the
record, and the exhibits of the heax:ing, and being fully
advised in the premises, )
FINDS : i
(1) That due public notice having been given as reqﬁired
by law, the Commission has. jurisdiction .of this cause and the
subject matter thereof. .. . = .. ...
, (2) That the applicant, Harvey E. Yates Company,
seeks. an order pooling all mineral interests in the Wolfcamp,
Pennsylvanian, and Mississippian formations underlying the
8/2 of Section 8, Township 14 South, .Range 36 East, NMPM,
Austin Mississippian Gas Pool, .Lea County, New Mexico.

(3)  That the applicant has the right to drill and

- proposes to drill.a well at a standard location in the S/2 of

saild Section 8.

(4) That the John H. Hendrix Corporation seeks the
pooling and dedication of .the E/2 of said Section 8 in Case
No. 6488. 4
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(5) That all of said Secqtion 8 can reasonably be
presuned to be productive of gas.

(6) That the;evidence indicates that two wells will
be required to effectively drain said Section 8. _

(7) That the evidence indicates that a commercially .
productive well can be driiled in the §/2 of said Section 8.

(8) That the evidence indicates that a well drilled

in the N/2 of said Section 8 would in all probability not

recover gas in commercial quantities.

(9) That bv dividing said .Section 8 into E/2 and W/2
drilling units, each working interest owner will be better
afforded the opportunity to develop his acreage in the
section. , ,

(10) That to bkevent waste,and.toAbetter,protect

.correlative rights, said Section .8 should be developed on

drilling units comprising the E/2 and the W/2 of the section.
(11) That the application should be denied.
IT IS THEREFORE ORDERED: _

(1) That the application .of Harvey E. Yates .Company
for an order pooling all mineral interests in the Wolfcamp,
Pennsylvanian and Mississippian formations underlying the
S/2 of Section 8, Township 14 South, Range 36 East, NMPM,
Austin-Mississippian Gas Pool, .Lea COunty,.New Mexico, 1is .
hereby denied. . .

~ (2) That jurisdiction of .this cause .is retained for
the entry of such further arders as.the Division may deem

ffnecessary.~

DONE at Santa Fe, New Mexico, on the day .and year herein-
above designated. S

STATE OF NEW MEXICO :
OIL CQNSERVATION COMMISSION

ALEX J. ARMIJO, Menber

<
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ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION
State Land Office B uilding
Santa Fe, New Mexico
2 March 1979

EXAMINER BEARING
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IN THE MATTER OF:

Application of Harvey E. Yates

Company_for compg}sory poollng, CASE__
Lea County, New Mexicde;” e 1 /6’4—8‘33 L

and

Applicatidh of John H. Hendrix
Corporation for compulsory pooling,
Lea County, New Mexico.
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BEFORE: Joe Ramey

'TRANSCRIPT OF HEARING

APPEARANCES

Lynn Teséhéndoff Esq.

Legal Counsel- for the Division
State Land Office Bulldlng
Santa Fe, New Mexic o 87503

For the 0il Conservatlon
Division:

H.A. Losey, Esqg.

LOSEY, CARSON & DICKERSON
» Attorneys at Law

. Artesia, New Mexico

"For the Applicant:

For the John H. Hendrix Conrad Coffield, Esq.
Corporation: Harold Hensley, Esqg.
i N HINKLE, COX, EATON, COFFIELD &
HENSLEY ,
Attornevs at Law
Midland, Texas

Richard L. Stamets

i

Observer:

Nye Reporting Service, Inc.
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' MR. RAMEY: Call Case 6483.
MS. TESCHENDORF: Case 6483, Application of

Harvey E. Yates Company for compulsory pooling, Lea County,

MR. LOSEY: H.A. Losey, Losey, Carson and
Dickerson, Artesia, New Mexico, eppearing on behalf of the’
applicant.

MR. COFFIELD: Conrad Coffield and Harold
Hensley with the Hinkle law firm appearihg on behalf of
John H. Hendrix Corporatién. o

MR. RAMEY: Mr. Coffield( would you like to
have Case 6488 consolidated wiéh this casé for the purpoée
of testimony? |

MR. COFFIELD: I think that they could very
well be consoliaated, - |

MR. RAMEY: All right. We will consolidate
the cases and call 6488. _

- 4S. TESCHENDORF: Case 6488, Application of
John H. Hendrix Corporatibn'for compulsory pooling, Lea
éounty, New Mexico.

MR. COFFIELD: Conrad Coffield again appearing_
on behalf of tle applicant with Harold Hensley.

MR. LOSEY: H.A. Losey, appearing on behalf of
the protestaﬁt, larvey Yates Company.

MR. RAMEY: Ask that all witnesses stand at

Nye Reporting Service, Inc.
Certified Shorthand Reporters
621 Old Santa Fe Trail ~ Suite 7
Santa Fe, New Mexico 87501




1 this time and be swbrn.» o - -
I i m 2 | (Witnesses sworn.)
S 3| wm mwmrs . Tosey, you may proceed.
4 MR. LOSEY: We are marking some exhisg£;”;;;;:ﬂ 777777
5 Mr. Chairman, would you like me to start the proCeedinqs.
6 MR. RAMEY: ‘Yes, go ahead, Mr. Losey.
7 ANDREW LATTU
é;]j;;gvrn wﬁﬁj, - 8 being cailéd as a witness:and,having been duly sworn upon :
' %]  his oath, testified as follows, to-wit:
10 - DIRECT EXAMINATION
11 BY MR. LOSEY:
12 Q Would you State your name, residence and
13 occupation?
. 14 A’ . Andrew Lattu, Midland, Texas,»Ifm a Jeologist
- 15 with Harvey E. Yates Company.
16 o] Have you previously testified before the
17 Cémmission as an expart witness and had your qualifications
; 18| as a ‘geclogist made a part of the record?‘
13 A Yes, ‘T have and.they are.
20 . MR. LOSEY: Are Mr. Lattu's qualificatibns
21 acceptable, Mr., Chairman?
22 , MR. RAMEY: They are acceptable. %g
23 BY MR. LOSEY:
24 Q Wduld’you please turn to what has been 5
25 marked as Exhibit One and explain what is portrayed by this
" : Nye Reporting Service, Inc.
. \J Certitied Shorthand Reporters
522 Old Santa Fe Teail — Sulte 7
Santa Fe, New Mexico 87501
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A This is a land plat in Lea County, New Mexico,
Tce' mship 14 South Range 36 East., Our company is designated
the MacDonaid Area and have the proposed location of
approximately fourteen thousand foot test. 1In the southeast

of the southwest quarter of Section 8.

Q You propose to dedicate what acreage to this
well?

A South half of Section 8.

Q Is this acreage part of a working interest

unit comprising not only land in Section 8, but lands in
adjoining sections?

A Yes, it is.

Q Does either ﬁarvey Yates Company or the unit
itself have control over the{écréage in the South half of

Section 8? Are they operator.. of the acreage?

A For most ‘of it.

Q Well, which portion are they not dperator of?
. 4

A It would be the Northeast of the Southeast

quarter of Sectionr8, of just . the South half. 1Is that what
you‘mean? “
Q | Yes. So they control tWo huhdreq‘eighfy of
that three hundred twenty acre tract? |
) A Yes, that's correct.

Q What is the objedtive formation or formations

Nye Reporting Service, Inc.
Certitied Shorthand Reporters

621 Old Santa Fe Trall —~ Sulte 7
Santa Fe, New Mexico 87301
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A This is a Pennsylvanian Prospect. The well
would TD into the Mississippian. The two most>prospective
zones are the upper and lower Pennsylvanian. .

Q ‘ Now, In the South half of Section 8, how much

of that spacing unit is comprised of lands leased from the

state of New Mexico?

A 'In. the South half approximately 50% or 160
acres is state land.

Q In the East half of Sgction 8, how much of
that is land leased ffom the state of New Mexicoé

A | In the East‘half, it would be approximately
threé-eighths or 120 acres.
F Qo It would be exactly 120 acres, wouidn't it,
Mr. Lattu; not approximately?

A Okéy. |

Q Turn to what'é been marked  Exhibit Two‘andv
explain what is reflected on this exﬁibit.

‘A This is a Pennsylvanian structure map, the
contour intérval<is 50 foot. The scale is one inch equals
4,000 feet. This is contoured on the top of the Pennsyl-

vapian. The reason I used the toﬁ\of Pennsylvanian on this

,mparticular map is that most of the control in this area is

Pennsylvanian. ‘A'deepéf control horizon than Say the base

of the Pennsylvanian would only have -+~ well, from Section

Nye Reporting Service, Inc.
Certified Shorthand Reporters
621 Old Santa Fe Trail ~ Suite 7
Santa Fe, New Mexico 87501
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e s {-1-—8 -North it would only have two cqntrq} points. ’That would
| B 2 be the well up in Section 32 of 13736h£h 56 EaSt ana fhé”- e
‘ 3 well over in Section 3 of 14-36. The rest of these wells
| 4 réiirfﬁTamin“the UpbérvPennsylvanian.vVThe Pennsylvanian in o i
L 5 this area is a“verylgood mapping horizon and it reflects a
o " 4| deep structure. The structure in this area comsists of -
- 7 a Northeast/Southwest trending anticline, with small build-
f 8 upévor wrinkles along the top. This is shcwn both from
é?_ 9| sub-surface and seismic we have in the aréé.» Recently e
10 participated with adobe on a well drilled on the East half ;

11 of Sectiog 17 of 14-36 and we have a dip meter that was run -
12 in the Pennsylvanian down to the Mississippian on that well.
13 This dip meter in the Pennsylvanian intervai indicated
14 Northeast dip and, as you see, it's located on the Northeast

i:} ”15 . end of the small nose on thevoverallfanticlinal feature. ~
16 1 There is dip frqm the well in Section 4 of 14-36. You see
17 | - a high point there of a minus 6535; which then .‘dips to
18 minus 6683 ana'fhen dips further to the Southwest in Section E
19 9 to a minus 6777. We have Northeast dip establiéhed along Aé
20 this feature by the Phillips Well in the Southwest corner %
21 ' of ‘Section 17 with the sub-C of a minus 6646, which dips é
22 to the adobe-Hannah Well in;Section 17 to a minus 6711. So_‘ :E
23 Qe have dip going from the Nérthéast, dipping to the Scuth-
éé west and dip in the;SOﬁfhWeSt towards the Northeast. This$ Ao
25 supports this structural low I have contoured in the East

. Nye Reporting Service, Inc.

\) Certitied Shorthand Reporters

621 Old Santa Fe Yrail ~ Suite 7
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half of Section 8.

Three.

A Exhibit Three is a stratographic cross-section.

~I have a little index map on the side. It's a north-south

cross—-section. This is a north-south stratogiaphic cross=
section hung on the top of the Lower Morrow, also known as
the Austin-Mississippian zone. This cross-section, starting-
at your left, is the Adobe State 16 Well located in the
Southwest quarter or Section 16. It thén goes to the Adobe-
Hannah Well in Sectioh\}7. Then comés to the Texas Crude-
Richardson, Which is Section 5. And finally on the right,
or the North end of the cross—~section, is the Superiqx Well
in Section 32 of 13-36. The upper top Pennsylvanian is the
mapping horizon on the structural map is céntoured on. fbﬁ
can see I have indicated an Upper Pennsylvanian bank. This
bank is‘present in the State 16 Well and is approximately
150 feet thick. It thickens to about 330 feet of pdrous
dolomite in the Adobe No. 1 Hannah Well and is not present
in the Texas Crude—kichardson Well in Section 5. Refgrring

to Exhibit Two, the structure map, you can see that the

presence of this bank is closely associated with the struc-

ture that-the.Adobe—Hannah Well, being‘hiéh to the State 15,

LS

has a mﬁch-thicker section; that the Texas Crude Well

located in Section 5, which is lower, the bank is not

0 Let's turn to what's been marked as Exhibi€ -

Nye Reporting Service, Inc.
Certitied Shorthand Reporters
621 Oid Santa Fe Trail ~ Suite 7
Santa Fe, Mew Mexico 87s01
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'f“::;*W“_MW“%> 'WLQ;L’~ p:éSéﬁ£7;E'&il;W 6aT7§f6§6§éd'1Qé&ﬁiﬁﬁ‘ii”Scction"8wis the 1. o
) 2| most .prospective orthodox location for this Upper Pennsyl- |
3 vanian bank in Section 8.
""" I N ~ Why do you_feel like your location in the '
5 Southeast of the Southwest is better than a location in the E
; 6 Northeast of the Southeast, Mr. Lattu?
7 A Well, this bank is -- the development of the
§ 8]+ bank is very closely associated with structure ané our
| 9 proposed location is structurally the most favorable, both
.10 from sub-surface maﬁping and seismic. I believe as you
31 move over into the East half where the structural low comes
12 in, the bank will either not be present or will be thin ahd 4
13 tigﬁt. Referring to the next prospective zone, which is ;
14 the Lower Morrow, as you see in the State 16 we have a ?
15| fairly gcod porosity development of .this neutron density 'é
16 log. As you move to the Hannah, again we have a sectibn'wiﬁq v
7 pretty féirlindibaégons of-porosity, although this well
18 has noﬁ yet ‘been completed. When we come to the Texas
19 Crade—Richardson Well in SeCtiOnFS, which TD'@ in the -
20 Chester,(this section is thinned quite a bit. In fact{
2% from the State 16 to the Adobe-Hannah Well, the section hés
22 thinned and éeems to continue thinning to the North. The
’23: Texas Crude—Richardson Well did attempt completion in this
24 | zone and were unsuccessful. They perforatedvand gave it
25 three acid treatments but were never able to establish f
Nye Reporting Service, Inc. C _
Certified Shorthand Reporters '
621 Old Santa Fe Trail — Suite 7 .
Santa Fe, New Mexico 87501




commercial produd¢tion f£rom the zone. . So the zone appears.
to thin and become tight as you move further North in this

area along this structural feature. The Superior Well, the

either the Adobz-State 16 or the Adobe-Hannah. And by log
analysis appears tight. Our proposed location, trying to

stay as. close to the South line of Section 8 as possible,

therefore is close to crude and porosity and closer to

known productinn in this zone, is also the most favorable
orthodox location in Section 8.
Q Mr. Lattu, from your Exhibit Two have you

held the nﬁmber of wells that were drilled to the Pennsyl-

vanian?
A Yes, I have.
0 How many wells were drilled?
A The welis that I have contoured in this inter-

val here, 22 wells reached the Pennsylvéhiau.

Q How many of those wells were coﬁpleted and

"will return the cost of drilling and operating expenses up

to the date of pay-out?

A Three of thege wells have. The Adobe State
16 has not gone on production yet,.though we have every
indication that will be a éuécessfdl well. The wells that
have paid-out, made enough hydrocarbons to have'paid—out

only three. Two of them completed in the Pennsylvahian,

Nye Reporting Service, Inc.
Certified Shorthand Reporters
621 Oid Santa Fe Trail — Suite 7
Santa Fe, New Mexico - 87501
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‘which were oil wells, and the third one .s the Phillips
Well in Section 16, which was a gas well down in the Austin
pay zone.

.22 wealls that bat_i

= =t [ At B aia H

g-only-threa out.o

tested the Pennsylvanian on this map that have paid out?
A Yes. ‘
MR. RAMEY: Mr. Lattu, did you say the Phillipsg
Well was in 16 or 17?'
THE WITNESS: 17. The Adobe State 16 is over
in 16, but it has not yet been put on line. But i. has
been completed and treated and éertainly appears that it will
be a succéssful well.
BY MR. LOSEY:
Q Do yoh have an opihion as to what would be
a:reasonable risk factor to assess -- for drilling:a weil
at your proposed location?
A \Iffeel 500% penalty would be fair.b
Q’ Well, if you assume that the authoritx}given

to the Commissior by the Legislature is 200%, would you say

200%, the maximum penalty, would be reasonable?

A If that's the maximum“penalty, yes.
Q Were exhibits One through Three pfébared by
i
you? .
A Yes, they were.

MR. LOSEY: I move the introduction of

Nye Reporting Service, Ine.
Certified Shorthand Reporters
621 Old Santa Fe Trail —~ Suite 7
Santa Fe, New Mexico 87501
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- 1 Exhibits One through Three.
™ 2| MR. RAMEY: Exhibits One through Three will
3 be admitted. o A
9 BY MR. LOSEY:
5 IQ . One other question. Do you believe the poolind
, 6 of interests in the South half of Section 8 will avoid the
é; 7 drilling of unnecessary wells?
é: 8 A Yes, I do.
: 9 ' MR. LOSEY: I think it's all on the Direct
10 Examination.- |
i1 . MR. RAMEY; Any questions of the witness? ' e
12 o MR. HENSLEY: Yes sir. | §
13 » - CROSS EXAMINATION é
14 BY MR. HENSLEY: %
15 ‘ 0 If the Commission please. In connection with é
16 your structure map, Mr. Lattu, I'd like to direct your %
~ 17|  attention to the contours which you show immediately to the : ,é_..M,MU,}*
18| West of your proposed location in the South half of Section :
19 8. That contour takes a dip, stfuqtured contour into é
20 Sectiofi 7. What's the basis for that mapping configuration? ,é -
21 ‘ A Well, in Section 7 I have a control point | » £
22 there of a ﬁinus 6745. Is that what you mean? %
23 0 Yes. B££ I believe yoﬁr direct testimoﬁy
24 showed the dip reflected by that coﬁfrol point iﬁ the Hannah
25 Well showed a Northeast dip. Yet you mapped the structural »
Nye Reporting Service, Inc.’
Certitied Shorthand Reporters
621 Old Sants Fe Trail — Suite 7
Santa Fe, New Mexico 8750t |




1 change to Northwest.

.~ 2 A No. The Hannah Well is on the Northeast end

_3 of the structural nose, and that is directly supported by

4 the dip meter, which shows Northeast dip. . N
5 Q 'Now, as I understand your cross-section map i
; 6 here, you have indicated that the proposed location is

i 7 advisable because of its location regarding’the Upper Fenn

~d o 8! _nank which vou described on the cross-section, is-that right?|

) ' f 9 A Yes. SR
10 0 Is the Upper Penn bank productive in the

11 immediate area surrounding the proposed location? .

12 A No, it is not.

13 0 By the way, in the Hannah Well, which was one
14 of your key wells for your structu;é map, immeaiately South

in the Northeast quarter of Section 7 did it intersect this

16 | Upper Penn bank?

17 ‘ A No‘you mean Northeast quarter of Section 1772

b 18 - Q9 17, I am sorry. Yes.

;2 19 A Yes; the bank is present there.

% 20 Q Was there any production test or drill stem

1 h 21 test .coriducted?

- 22 A Adobe did not test iﬁ.

2 23 o) Was there any fluid indicated?
o L A ‘_ Log analysis reveals 30 to 40 percent of water

25 saturation across that interval. : E _

L Nye Reporting Service, Inec.

j Certified Shorthand Reporters

i ’ 621 Old Santa Fe Trail ~ Suite 7
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Q You indicated-that your examinatipn of the

logs of these wells, particularly, I pbelieve, ydﬁ’h&ﬂq

reference to the Sinclair-Richardson Well, which is in the

Southwest quarter of Section 5, is that correct? o

A Yes.
0 Showed a thinnring in this Chester lime, is
that correct?

A Yes. You mean the Austin Pay interval?

The Austin Pay interval.

0
A Yes, it is thinner there.
Q

Do you know how many feet of pay were perfor-

afed’in that well in that zone?

A I believe approximately,ZO"to 30 feet were.

0] If I indicated to you that only eight feet

of the upper porosity was penetrated, would that refresh

your recollection?

MR. RAMEY: Is that penetrated or perforated?’

Jt

BY MR. HENSLEY:

Q Perforated.

A You mean the interval perforated?

Q The upper eight feet/of the total porosity
section. i |

A There is only approximately eight feet of

T

indicated poroéity by log anyway., put they perforated it

and treated it with several acid jobs and wer

e never able to

Nye Reporting Service, Inc.
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establish more than a few hundred Mcf.

¢ I~believe~you'indicated in the course of your

1___direct testimony that this was confirmation that supported

your opinion that this zone was thinning then to the Northn |

and to the East?

.\ It's thinning to the North.

Q There is no basis for a statement that ghere
is any thinning at all to the East, is there, Mr. Lattu?

A We have no otﬁér contfol boints until you get
all the way over ‘to Section~3, Qhere this ihterval is pre- .
sent. |

Q Now, in Section 3, I suppose yéu have referencd
to the Zapata-Davidson Well, is that correct?

A Yes, 'I do.

Q- /How‘much net p§rosityFis shown oh”the log in
this .cection, in the Zapata Well? ;

/fggz;;; The Zapata Well is gut‘by fault and on the

' RN o
‘down side, but it has large sections of porosity at lgast

by log. It was never tested.

o) There was over 80 feet, wasn't it?
A - To my recollection, yes.
Q Isn't this confirmation, sir, that there is

in fact no thinning to the North and to the East?
A Well, it thins to the North as shown by this

cross—-section. This Zapata Well is on the down side of

Nye Reporting Service, Inc.
Certitied Shorthand Reporters
621 Old Santa Fe Trail ~ Suite 7
Santa Fe, NMew Mexico 875G1




- o R S
I - ) A ’Wf Vigwféﬁitrand on the flank of apparently another feature.
| . ™ 2 Q Off of the access to the Bast of the access )
I j 3 taken the Superior Well and Sinclair-Richardson Well, to N
l 74)7 the EBast, the Zapata Richardson Well confirms that there
5 isn't a thinning as you move into easterly direction, isn't
6 that correct? .
. ? 7 A The Zapata Well is thicker than any other
- ' j 8 well that penetrated that section. ‘
i‘ 9 Q Now, you've indicated that a lot of your
-z 5 “10 control in this area, if I understood your response to Mr.
% ; 11 -Losey's question, was based on the substantial number of
F 12 wells which had intersected Pennsylvanian formation?
13 A Yes. | »
o~ 14 Q How many of those Pennsylvanian wells shown on g
-14} 15 youg structure plat Penetrated the Austin Pay? ;
16 A | " Let'sg See. There's Section 32, Section 3. ‘é ,
17|  So there's two. The Hannah Well woulq be three. lfh‘iﬁlxlip:s_k
18. ~wonlad berfouf."Stété”iG'Waﬁiamgéhgi;é;uﬂbo;;ﬂin'Section 19,
19 which is South of the area Under discussioh, wouid be six,

r;% 20 and Section 24 would be seven. ‘

oty T,

21 0] Seven out of what,

approximately 257
C 22 a

I believe 1 used 22 as the number of wells
that I had points on.

23

24 Q

222

25 A Yes. So the densit

Y control in the Pennsylvanihn

Nye Reporting Service, Inec.
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.the logs. That's all we have at this time, until it's

is much more than -- especially when you get North of the
Phillips Well.

-0 ~Now;, you indicated that the Pennsylvanian

section was a pretty good indication of structure in your
deeper zones; is that correct?

A Yes sir. TIt's a good indication. It varies
somewhat, but it's -- - -

Q There are certainly exceptions in this area
when you consider the possibility Qf a reef deposition?

A Ch, Yes. | v

Q What about the anomalies which are indicated
to'be.ppgsgnt in thié particular Austin Pay? Are those
consistént with reflecﬁions on structure in the Peﬁnéylvan¥
ian?

A No. They seem to be not éontrolled by structuy
ff”s just-as you move North is where you find this :-Austin

Pay zone is tight. Philling -Wall

Al 16 13w een 2 PP gy
.y 2
e T are HG

wiidiQUe” 111 dnatc it; S o
the only well with known production from this zone.

Q ~To your knowledgé, has this pay been tes%ed
in a Hannah's Well, Adcbe-Hannah's Wéll to which you have

made reference?

A - No, it has not been tested. It looks good on

I

perforated.

4] How much net porosity do you have in the

Nye Reporting Service, Inc.
Certified Shorthand Reporters
621 Old Santa Fe Trail ~ Suite 7

Sants Fe, New Mexico 87501
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1 section in the Hannah's Well?
- N 2 A Approximately 60 feet. , _ ) o
i .3 o ré V”Wboes i£rail§cate to be productive of hydrocarbon?
j 4 A Yes, it does.
N % 5 Q Now, if I understcod your answer to M;. Loéey's
? § 6 final question, you are suggesting a five hUndred”percent
7 penalty in this case, Mr. Lattu?
8 1 A Yes, this is the penalty we have in the unit --
9 the operating unit to the Soﬁth. ‘And considering fourteen
10 thousand foot well with botﬁhéérﬁctural and stratographical
i1 risk, I would consider that fair.
12 ‘ Q Are you aware of the fact that the maximum
13 allowable penalty is two hundred percent?
N 14 A Yes, I have been told that.
D B 15 0 Less than half of what you recommend as
16 .reasonable?
] . Yes.
18 0 If the Commission please, jﬁst a cguple of ‘
191 clarifying questions on a point which I had asked Mr. Lattu
20 aboﬁﬁ, but I want to be certain that I undérstand this
21| “"question. I want to direct your attention;?sif,'to the
22 well whiqh is located in the MNortheast quarter of Section
23 17, whichii‘beliéve is fhe Adobe-Hannah Well, is that
24 correct?
25 | ‘A Yes.
Nye Reporting Service, Inc.
;3 Certified Shorthand Reporters
. 621 Old Santa Fe Trail — Suite 7
Santa Fe, Mew Mexico 387501
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N 19
Q Now, in ybur direct testimony you did testify,

did you not, that the dip meter indications showed a North-

east trending dip?

A on the Pennsylvanian interval, yes.

0 Will you explain again to the Commission how
tha;“detifies the struture mapping‘to the North and to the
Wesf,?Which yéu show on your structuée map? Is it'baséd on
this dip meter reading?

A  Well, I had actually made this map before I
saw the dip meter. The dip meter just caﬁe into ny office
yesterday, and I was piéased to see it did show Northeast
rather than Southwestvdip.

Q -~ Well, if the --

Av This is.on the end of a nose, which the nose
is dipping:to the North, Northeast. This second litfle

feature, as I discussed in ﬁy,testimopy earlier, they have

a large anticlinal feature here. The Pennsylvanian shows --|

it's not a regular, juét a roll over and back down to the
West. But it shows a roll over onithe fhillips‘Well and

a second roll over fdéther to the West and tha£'s what that
interpreted contour is.It's based on seismic lead or the
indication of seismic. Thére is additional pbuildup within
the Pennsylvanian to the West.

QT 1f the dip meter was not..the principie basis

for the mapping, since you only got it yesterday, do I

Nye Reporting Service, Inc.
Certified Shorthand Reporters
621 Old Santa Fe TYrail ~ Suite 7

" santa Fe, New Mexico 87501
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1 understand that it was’this Upper Penn bank which you uti-
- ~ 2 lized for the interpretive projection?
o Tv 3 .\ No, this is just a map on the tdéﬁof the Penn.
| 4 There is this bank present here. There could either be this
;- ' 5 well developed‘across the nose, but it could be built up.
% 6| It's not a uniform type thirning in size. |
- ; 7 0 With the structure thinning to the Northeast,
2 - ? 8 doesn't that change what the indication should be to the 4
| | 9! North and West of the Hannah's as far as your interpretive | ;
10 étructure is concerned? And is shown on your map? %
-1 A No, I don't believe it would. E
12 Q It wouldn't have any affect if the trend was ?é
13 strictly Northeast? g
- 14 A - The structural trend of this is M&rtheast. = R
i«} 15 The dip meter shoﬁs Northeast dip. The bank however is
16 probably Cehtered moreuin éectidn.l?'and»écssibly over into

'>“"‘1§ | the East half of Section 18.

i8 Q Well, if the dip meter had indiCated a

15’ North, Northwest trend, that would be a complete cqnfirmatioq

20 of your structural interpretation, wouldn't it? |

21 A H I guess it depends on where you're at on the

22 nose. é
23 \ MR. HENSLEY: No further questions.
24 4 MR. RAMEY: Any other questions of thé witness%

25. Mr., Stamets.

‘Nye Reporting Service, Inc.
o Certified Shorthand Reporters
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“and the East?

CROSS EXAMINATION
BY MR. STAMETS:
Q Mr. Lattu, in Section 17 and 18 you have
drawn two separate highs at the minus 6700 foot contour?
A Yes.
Q What's the basis for that as opposed to

drawing one single high zone such as you've got in the North

s

A 1 baserthat -~ we participate in a seismic

line that ran East/West through approximately the mi@dle
of Section 18, 17, 16, and into 15. The purpose of the
seismic line was to more clearly identify the structural
feature and locate the fault that irhave marked on the
East side. This seismic showed in the Pennsylvanian section
a double“roll over alonu what was ihtérpyefeﬂ spiamically
as the top of the Pennsylvanian. So I tcok that as a lead
to draw two separate small features as opposed to one larger
‘one.

MR. RAMEY: Any other questions?

MR. LOSEY: I think that's all.

MR. RAMEY:  Mr. Heﬁsley?

MR. HENSLEY: I'd like one additional question,
if I may?

MR. RAMEY: Go ahead.

Nye Reporting Service, Inc.
Certified 3Shorthand Reporters
621 Old Santa Fe Trail — Suite 7
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RE;CRééS EXAMiNATiON
BY MR. HENSLEY:

Q0 On the cross examination by Mr. Stamets with -
reference to the seismic indications, have you shown any
seismic points on the structure map?

A No, I have not. .

0 Do you know where the seismic line went, what

portion of this section was inte}sected by the line?

A You meéan where the liﬁe is located on the map?

Q Yes.

A All right. The seismic line locaied on the
map would be right across the middle section -- it's the

East/West line. Sta-i at the western boundary of Section 18,

~would go across the m;qq;gmpf>18; the middle of'l%iand the

middle of 16 and ended halfway across Section 15, goihg
right«aloﬁg the mid-section line.

Q Do I understand that this seismic reading in
the middle of Section 17 and 18 is used for interpretive
mapping of structure ih Section 7. and 8? 1Is that reasonable,
in your opinion, Mr. Lattu, as a.geologist?(

A How do you mean in Secfion 7 and 8?

Q Well, you've géf your structure-drawn'which -
you indicated was tied into and confirmatory of your seismic
indications.

A
£

Nye Reporting Service, Inc.
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sub-surface mapping.

e As a geologist, would you feel that a seisnic

indication in the middle of Section 17, for example, would
give any indication as to what the nature of structure was

in the South half of Section 87

A Yes.

0 You would?

A Yes.

Q What is the reliability of a'seiémic reflec-

tion from a diameter standpoint,; do you know?

A What do you mean by diameter?
0 How far outlying hdrizontally?
A Seismic indic%tion. It's measure: of the

velocity of energy that's put into the ground and when-it - -

comes back to yoﬁ, Certain seismic events are associated
to be indiéative of a geologiCal, both stra?igréphy and
structure in the area. We're looking here at a Northeast/
Southwest trgnding anticline with a fault on the Eastiside;
The seismic will see the fault and the seismic will show
irregularlties along the sﬁrface or the top of this large

structural featufé. These can be worked in tBe sub-surface

points I have, and what I consider refining my sub-surface

contour, although it is an interpretation on my part.

Q Considering the structure which you have

Nye Reéeporting Service, Inc.
Certified Shorthand Reporters
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1 mapped in the center of Section 17, the seismic line which

| ﬁ‘ v 2 runs through the middle from and East/West direction would

[V

not be any support for your structure enclosure along the ' , '&»h“mr

{ 8 direction. That's on the Northwest flank of this structural

9 feature. : !

o] 0 This ‘enclosure which you reflect between the
il prdposed location in the South half df Section 8 and the

12 Adobe;Hannah Well, is strictly interpretive from sub-surface
13| . data? |

14 A Yes, it is.

U

et 15 : MR. HENSLEY: No further questions.

16| MR. RAMEY: Do you have any questions? :

P Syt

17 , “ MR. LOSEY: No further questions. - ¥ ‘»,Jh_:f:
18 MR. RAMEY: The witness may be excused.

19 GEORGE YATES

- 207 being called as a witness and having been duly sworn upon
21 his oath, testified as follows, to—wit:.

22 - DIRECT EXAMINATION

23 BY MR. LOSEY:

24 Q Would you state your name, residence and

© 25| occupation?

e, Nye Reporting Service, Inc.

A ' Certified Shorthsnd Reporters

621 Old Santa Fe Trsil ~ Suite 7
Santa Fe, New Mexico 87501

i
. 9 South line of Séction 8, would it? ,
é' ( 5 | A Indirectly, it is, in the fact that'it's o
% 6 worked into my sub-surface. I have sub-surface pbints all
% : 7 the way up to Section 5, which show dips going down this ; / :
!
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A My name is George vates. I'm from Roswell,

New Mexico. I'm Vice president of Harvey E. Yates Company.

Q0 Mr. Yates, turning back to it, do you have a

copy of Exhibit One?
A Yes, I do.

Q Is Harvey Yates Company a party to a working
interest unit that covers, among other lands, a portion of

the South half of Secﬁion 8?

A Yes, that's correct.
Q What other area does it cover?
A The working interest unit covers the West

half of West half of Section 8, the Southeast, Southwest

of Section 8, all of Section 7 ard the North half of Section

i8.
MR. RAMEY: Would you go over that'again,
‘please, Mr. Yates?

MR. YATES: The working interest unit covers

the West half West half of SectionS, the Southwest, Scouthes

of Section 8, all of Sectiqn 7, the North half of Section

18.
MR. RAMEY: Thank you.

' BY MR. LOSEY:

Q Who are the parties to that working interest

unit?

A The largest party with the working interest

Nye Reporting Service, Inc.
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in that unit are Yates Petroleum Corporation, National
Refineries Cooperative Association, AMOCO and MARALO.

Q{} Now, have any of those parties farmea out for

the‘drilling,of the propbséd well that is your proposed well
in the Southeast, Southwes£4of Sectiﬁﬁ 8? W

A Yes, that's correct. We have farmouts from
AMOCO Production Company, From National Cooperative Refiner-
ies Association, and from MARALOQ.

Q And they’are to be units as such?

A They are to the unit, that's correct.

¢] So the unit acreage as far dé‘your South half
of spacing unit, covers the West half Southwest and the
Southeast, Southwest?

A Thét's correct.

Q Now, who owns the”reét of the écreage in the
Sou%h half of Section 82

A The balance of the acreage in the South half
of Section 8 is owned by our company, Harvey E. Yates Com-
pany; with the exception of 40 acres in ‘the Northeast of
the Southeast, which is oﬁﬁed by various parties in partner-
ship with Cal-Mon 0il Company. A }

Q So that from what you say, Harvey Yates Com-
pany ;wns the fee lease that covers the Northeast of the
Southﬁest, the West half of the Southeast, and the Southeast,

Southeast of Section 87?

Nye Reporting Service, Inc.
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A That's correct.
Q Now, when did you determine to drill this well
to the proposed location?
A We determined to drill this well on the

proposed location in consultation with Yates Petrolem and

- in consultation with some of the other working interest

owners in the mnit I have described approximately the 20th
of January.

Q 7 Did you discuss this proposed drilling 6f the
well with any representative of Cal-Mon 0il Company?

A . On January 22nd or 23rd I gave Bob Monaghan,
President of Cal-Mon 0il Compéﬁy, a telephone call. I was
in Midland. 1 was present in our Midland office.‘ I éalled
him specifically to inviteﬁhim to join us in drilling a

welil.

0 Did you receive a response from your invitatiorn

A Bob's response was that he had several partner
in his lease and to ~-- and that they all spoke independent—
ly so he needed some information in the area to show them.

He asked me if we had any information we'd share. I said

“certainly we did. I invited him over to the office.

Q Did he come to the office and discuss this
proposed well with you?
A Yes, he did.

Q Generally, what was the gist of that

q

]

L

b
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conversatlon°

A Andy Lattu and myself met with Bob and_ Toby
Carlson. I repeated our invitation to have Cal-Mon ]01n
the Soutﬁ half proégéed ungf;mwo;L;;;mlgﬁeréégwunlt ;o "
participate as a working interest owner to their one-eighth
interest. Or alternatively, farm out to us on the same
basic terms that we have received farm outs under the unit.

Q And what were those ferﬁé?r

‘A Terms'uhdéf which the farmouts came to us were

one-sixteenth reserved overriding royalty convertible at

payout to a 40% working interest. Let me say that” those farm

outs were under the acreage I describéd-and were owned by
one well. The farm ou£ that I offered Cal-Mon was the same
farm out. However, we would be earﬁing under only one
proration unit. ' . ,

Q Your farm outs in the unlt actually cover all

of the acreage of AMOCO, MARALO "and Natlonal Cooperatlve

SEL 20l

A That's correct.”
0 Did you receive an answer at that time?
A I did not ‘receive an answer. We discussed the

.relative position of Cal-Mon versus our company. There was

some objection in that conversati¢h to Cal-Mon jdining with
us without advantage of additional farm out. I at that

point offered some alternatives and one thing I said we

Nye Reporting Service, Inc.
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However, when the i.eeting broke up, they were going

to join or to farm out?

A No, they did not.

.

e

Nye Reporting Seevlce. Inc.
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Section 8 outside of the other existing working unit 1nto

geologist, did they have any maps of this area or any plans

could consider would be-putting the acreage in all ot

arotherx working 1nterest unit to increase their ownership.

There was no resolution of the problem at this “discussion. -

to their

joint interest partnets to decide what course they were
going to take. Of couxse, I fully expected an acceptance
of a farm out Or partlcipation,

Q pid they say they would let you know?

A That's my recollection.

Q pid ‘you receive a response on;yout invitation

A Well, I received an indirect response when our

staff fead in the Midland paper that another location had

o) And that was the John Hendricks Corporation.

1lrscation in the Northeast of the Southeast of Section 8?

A That s correct.
Q pid you learn at thet time that they proposed
to dedicate the East half of Section 8 to the well?
A Yes, I did.
o When you talhed to the Cal—yon President and

to drill a well at that time that they told you about?

e ——re—ed
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- 1 _ 0 _____They did not have any maps?
- 2 A They did not have any maps. »
3 Q Did they say they were proposing to drill a
4 wéil“ét that time? -
5 A No, they did not.
6 Q On the day you leérned’ that they had or you saw
7 the location in the Midland paper, what action did Harvey
8 Yates Company take?
9 A I instructed Bob Strand of our office to
10 call in application for forced pool under the’South’half;
11 of Section 8. .
12 Q And you con£r01 or -the unit controls seven-
13 eighths of the acreageﬁin the South half of Section 8?2
. 214 A That's correct.
:w; 15 QJ‘ You control five~eighths of the acreage in the
16 East half of Section 87
17 A - That's correct.
18 Q | And Zohn Hendricks Corporation contrbisathree—
19 eighths of it?
20 | A That's correct.
21 Q Mr. Yates, did you furnish to Cal-Mon or John |
90 Hendricks é;fﬁ;ration an AFE for drilling this well?
23 A - Yes, we did.“
24 Q Do you have a copy of it with you?
25 A No, I don't., I do now.
Nye Reporting -Servlce,‘ Inc. -
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completing the Hannah Well in the Northeast quarter of

o] Let's mark this as an exhibit. What are the
costs shown on that AFE for drilling a dry hole?
A Six hundred four thousand dollars.

Q What are the costs shown on that.AFE for

drilling and leading a producer?

A Nine hundred thirteen thousand five hundred
dollars. |
o] What zone would that be completed in?’
‘A - This would be completea in what's referred to

as the Austin Pay.

Q And that's the zone that has produced about

four billion cubic feet in the Phillips Well in Section 17

and the zone in which you are pfeSently, Adobe is presentiy

Section 172 | ' ;

LA That's correct. i

Q | Did you submit to Cal-Mon’ a joint 6peratiﬁg % ~
agreement? | |

A Yes, we did. - é )

Q And were theVCOSts for a drillingfwéll set o

forth on an accountingvprocedure attached to that joint ;f%

operating agreement?

A For operating the well?
0 Yes.
A Yes, sir, that's correct.

Nye Reporting Service, Inec.
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Arve those costs $270 per well?

A Yes, they were.

o

And were those costs on a drill well rate
$2700? |

Yes.

And each of those are per month?

Yes, that's correct.

0o r O ¥

What is the penalty for a non-consent owner

uhder thig working interest unit agreement to which you

previously testified? 1
| A | The non-consent penalty under the working

interest unit to the West of the location we have staked

is 500%.

o) And fecdgnizing that Ehe.Commiséion‘S‘authofitg
is 200%, do you feel like the maxiﬁum«risk is appropriate it
this case? |

A I do. I might point out also that where non-
opefating working interest owners under a unit directly to
the Soufh operated by Adobe. Those non-consent penalties
in their operatinglagréement!areISOO% also. This is recog-
nized as a result of these two uhits in Lhe area as being a
very high risk area.

Q Mr. Yates, approximately how many deep wells

G

does Harvey Yates Company operate in Southeastern New

‘Mexico?

Nye Reporting Service, Inc.
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_unit to the West, is that correct?

when it was considered by the other working inférest owners

A Approximately 30.

MR. LOSEY: I believe that's all the direct

MR. HENSLEY: If the Commissioner please;.’
MR. RAMEY: Mr.VHensley.
MR. HENSLEY: A few guestions.
MR, RAMEY: Mr. Losey, do you want to offer
Exhibitufdﬁt?
'7 MR. LOSEY: Yes sir. Is this the AFE(that you
prep&red? 7 . |
THE WITNESS: Yes, it is.
MR. LOSEY: We offer Exhibit Four.
MR. RAMEY: It will be admitted.
MR. LOSEY: Thank you, Mr. Chairman.
CROSS EXAMINATION

BY MR. HENSLEY:

0 If the Commission please. Mr. Yates, you
inidcated in the course of your direct testimony that Harvey

Yates Company'was'the opefator of this working interest
A Nb, I didn't. I said we operated that portioh
of the unit which was in the South half of Section 8.

Q I see. 1Is it not correct, sir, that originallj

in your unit, namely vYates Petroleum Company and AMOCO, to

Nye Reporting Service, Inc.
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drill a well in thlS Section 8, ‘that proposal for the

drilling unit was in the West half of Section 87

A An independent land man in Midland was
‘attempting to put a unit together which included the West

half of Section 8. We had not agreed to go in that unit for
one specific reason, beéause the West half ofySection 8,
we thought, was an inappropriate initial location.

Q Did the fact that you own 120 acres in the
West half, 160 acres in the South haif have anything to do
with your feeling with respect to the viability of that

proposed West half unit?

A No, it didn't.

Q Nothing?

A Nothing.

Q Isn't it a fact, Mr. Yates, that Yates

Petroleum Corporation in fact recommended that:the drilling}

unit comprise the West half?

A Not to my knowledgé.

Q How about AMOCO Production Company?

a Not to my knowledge.

Q If they had recommended that the drilliné unit

be a stand up unit comprising the West half would you have’

been involved in those determinations?

A IE:Lhey had recommendad the nnit nn1+1vo the

West half ?

Nye Reporting Service, Inc.
Certified Shorthand Reporters
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i i o] Yes. -
' 2 A We would have not been a participant in the
3 well.
- 4 Q But. once you found out that the West half was b
' 5 proposed, you refused to participate, is-that corrcét?r- I
6 ' A I never understood that AMOCO or any of the
* 'A (& other unit owners were recommending the West half. I was
5 8 informed by a land man in Midland trying to put toget?her a
9 unit that his unit included the West half. I discus;,f"%ed the ’
10 unit with him and told him we would be unwilling to unitize
§ 1 ‘our acreage in the West half and drill a well.
g 12 ‘ o You indicated in the course of your negotia- ]
% 3 tons with Mr. Monaghan that it didn't appear that they had
5 , 14 done any geologicalyr studig_s of this area. Do you know
o 15 whether or not Yates Petrc;leum Company has conducted geolo-
16 gical studies of this area?
17 A Yes, they have. )
18 o) How about AMOCO Production? g
.
19 A I can't say. I reailyl don't know.
20 Q They have extensive interests in this area,
21 do they";not? -
22 . A They do.
23 oo Q ‘Now, with ‘regard to this telephone conversa-
24 <tion with Mr. Monaghan, Mr. Yates, Hhich I believe you
25 | indicéted you believed occurred on January 23rd? |
Nye Reporting Service, Inc.
Certitied Shorthand Reporters
621 Old Santa Pe Trail ~ Suite 7
Santa Fe, New Mexico 857501
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____ MR. LOSEY: I believe he said 22nd Qrv23rd-

BY MR. HENSLEY:
Q 22nd or 23rd, correct. I'm sorry. Was the

principle discussion at that time whether or not the drilling

unif would be the West half of the South half?

A No.

Q It was not?

A No.

Q Do you recall that in connection with your

pfoposal for the South half, that Mr. Monaghan suggested thaf

they be allowed to take their proportion at part of all

farm out acreage earned as a consequence of drilling a well?

A Not in the telephone conversation. In:the
personal meetiné, yés. wHe did ££§-£o nake that poiht;

Q Do you recall that in answer to that request,
that you said absolutely not and that Monaghanvand the
other interest owners invélvéa, which owned acreage in the
East haif, had only three alternatives as far aé Harvey

E. Yates Company was concerned, is that correct?

A You are not guoting me verbatim.

Q 'No,'I'm not intending to.

A But essentially’thaf-is what I said.

0 Did you report to --

A But however,'iét me backtrack. I‘dgdnft say

that they had three alternatives. What in fact I said was

Nye Reporting Service, Inc.
Certified Shorthand Reporters
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expensive time, the only way we can reward -- pay back that

da

-

that because we had extensive monies in the area, had spent

overhead and expenditure was through earning farm outs. That
is, I think it was equitable to share those farm outs. I

give simply three choices. I also mentioned the

-+

d no

[

choice of perhaps putting a separate working interest in it
together to give them a bigger interest in the South half
which was I think his objection, or it was what he wanted
tq do by getting a share of the farm outs. Those were four
alternatives.

Q Were three of the alternatives that\theyvéar—
ticipate fof one-eighth of the cost, get no benefit from the
farm ouf?

A That's correct.

Q Farm out for one-sixteenth override until
pay out and then coﬁvert to a 46% working interggt?

A That's correct.’

Q ~ Or that you would force pool them?
A In mentioning the force pooling, I had to

explain that we had a very short time fuse of our lease.
We had to move, ahead és quickly as we could. It was nct
put forward as a threat.

o -Well, I didn't intend it ﬁb sound that way
necessarily. Oﬁly the three alternatives were suggested as

a course of action which they could follow. Thank you very

Nye Reporting Service, Inc.
Certified Shorthand Reporters
621 Old Santa Fe Tral ~ Suite 7
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9 2 EXAMINATION
3 BY MR. RAMEY:
4 Q Mr. Vates, I noticc this AMOCO acreage has S
5 a 3/18/79 expiration date.
6 A Yes, that's right.
; T Q You have to have a well spotted on that day
8 or before?
9 A Yes, that's correct.
10 . Q Thank you. So you would need an order then? i
11 A Yes sir. |
12 Q Previous to that time?
13 A We certainly would,
— 4 Q Ifwe saw ”our way clear to grant you an order. '
e 15 MR. MY: Any other que‘stions of the wit-
16 ness?
i7 | MR. LOSEY: Yes.
18 | RE-DIRECT EXAMINATION ’
19 BY MR. LOSEY:
20 Q I don't know that it's clear, Mr. Yates, but ~
21 as I understand your testimony on either January 22nd or 23rg
22 you called Mr. Monaghan and.‘".i&_nvitedhhim to jcin., and shortly J
‘f’ 23 after that he came over to your office with his geo;ogist
o 2| wr. carlson. |
g 25 : A That's correct.
% . _ Nye Reporting Service, Inc. ﬁ
: % @ - i Certified Shorthand Reporters : -
R 6231 Oid Santa Fe Trail ~ Suite 7
% Santa Fe, New Mexico 387501 [ )




1 Q And that you tﬁég;ﬁaé—;ﬁe ﬁéetiﬁéwﬁé;fé"
. . 2 taAlking about?
3 A That's correct.
‘ 4 Q It didn't take place on the phone?
- 5 A No, it didn't.
; 6 Q What expenseé has the unit and Harvey Yates
% 7 Company been out in this area in preparing fof this well?
: % 8 A We have purchased numerous seismic lines.
Eﬁ' ' % 9 Of course, we have iarge acreage holdings. We have tied up v/
i ’10 ’weeks of staff time in preparation ‘for this well.
E; : | N 11 [o) Do vou know what the uniti share of seismic
12 work was? in dollar numbers approximately?
JAd ) ‘WW:LWA§_>M_“¥IVwould have to go back to give a reasonable
14 guess, but for scientific Qork we have spent easily in
15 excess of $50,000.  That woﬁldlbe;our share.
16 : 0 One other question. 1In the spacing unit com-
17 ‘prising the south half of Section 8, does the state of New
18 Mexico have leases covering one half of the acreage in that
19 spacing unit?
20 . A That's correct, 160 acres.
21 . ' MR.'RAHEY;_”Mr. Lgééy, we don't give any
22 ;Qeferentialttréétmént~t§ state leaseslover federal leases
23 or fee leases. So if you're belaboring that point, it's
24 néé&less; | |
25 : MR. LOSEY: I'm trying to secure the consent
Nye Reporting Service, Inec.
‘ Certitied Shorthand Reporters
621 OIc! Qqu Fe Trail —~ Suite 7
Santa’ Fe, New )(exleo 87501
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of the other commissioner, enlist his support, Mr. Ramey.
I think’that's all,
MR. HENSLEY: Mr. Ramey, one question if I
may of Mr. Yates. ‘ '
RE-CROSS EXAMINATION

BY MR. HENSLEY:

Q By your drilling of the proposed well, Mr.
Yates, in the South half of Section 6, did you require any
acreage from Yates Petroleum Company in the South half of
Section 7?

A We}don‘t propose to drill a well in the South

half of Section 6.

Q I'm sorry, South half pf Section- 8.

A We're not earning any acreage from the Yates
Petroleum,

Q One otherg,question. You indicated that you

expended some $50,000 in technical services in connection

with this matter. Was all that money relegated and budgeted

for a test in the South half of Section 82

y:\ - No. That money was expended -- that is a
iminimum figure which has been exp;naed in fhe unit area and
what we refer to as that MacDonald Afea.

Q Yes sir. One other gquestion. You indicated

" that included in the expenditures which you had incurred

were monies paid for seismic information?

Nye Reporting Service, Inc.
Certified Shorthand Reporters
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A That's correct.

Q Do you have any seismic information, sir, in
closer proximity to the proposed location in Section 8, —
other than * N
running throbzﬁ the center line in Section 17 and 187

A We have bought other lines that were interpre-
ted in the interpretatioﬁ/of that -- of those seismic surveys
It was evident in Mr. Lattu's map.

Q But are they in closer proximity to that?

A No.

0 " Thank you, sir.

A Mr. Lattu corrects me. I stand corrected. We

do have North/South seis-line which runs North from the .
Southeast quarteir of Section 17 to the Squthwest quarter of
Section_ié.

Q That's further away,fis it not; than the
location of the seismic line Mr. Latfu earlier discussed?

It ran approximately North to South.

ot

P A

5

. RAMEY

@ethaps Mr. Lattu would come and
draw that on line.
'MR. LATTU: It's‘a Norﬁh/South seismic line

of the date we purchased and a portion of it runs from

Ao

approximately here South on down to evéhtually the field to

the South.

' MR. RAMEY: Thank you.

Nye Reporting Service, Inc.
Certified Shorthand Reporters
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MR, HENSLEY: It‘s uncléar to me, Mr

where this line runs. May I ask the witness again, please?

MR. RAMEY: He drew it on my map as going --

rrrrrr at-ap

oroximately MacDonald on the Section line

e}

between 4 and 5 and then proceeding Southward on the section
line between 8 and 9 and between 17 and 16 and further South

BY MR. HENSLEY:

Q Mr. Yates, are you a geologist sir?
A No, I am not. :
Q As one of the principle owners of the company,

were you involved with Mr. Lattu in the technical mapping

of the Pennsylvanian structure as indicated in your Exhibit

A No, I-was not.

; Q Were you present today in this hgaring'rdbm
when ﬁr.'Lattu indicated that'the‘structure which was mapped
and shown on that exhibit was'intérﬁretivé and not tied to

seismic data?

A I was pfesent.
Q No'further questions.
A | Seismic data I would like to say is also.
interpretive. o
~ Q Interpretive from sub—surface‘data as opposed

to other -~

A And seismic.

‘Nye Reporting Service, Inc.
Certified Shorthand Reporters '
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Q With the only seismic line which he indicated
to have been considered in connection with this structure

projection being that line which runs East and West thriugh

~the-mid-points of Secction 175-18 2nd 16 to the South of -the-
proposed location?
© A Would you mind if Andy answered that guestion?
Q No, I'm asking you. Do you remember?
A gwny don't you re-state the question.
Q All right. In discussing this matter with Mr.

Lattq,;and asking him about seismic information upon which
his opinion was predicated, he related to my rebollection
that there was a seismic line wich he considered to be
V;nfqrmatiYe"gf;étructure,and'described‘it as that line inter-
secting thélﬁ§§4points of Sections 16, 17 and 18 to the
South éf'thg psgppséiywell?
A That}s correct. _
MR. LATTU: In reference to the structural
interpretation on the top.
MR. RAMEY: Mr. Lattu.
BY THE WITNES:
A As’I understand your question, you are asking

me if Andy said»that was the only seis-line he used in his

'interpretétion?
Q Yes.

A And I did not hear him say that was the only

Nye Reporting Service, Inc.
Certified Shorthand Reporters
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— T — — ;__1

MR. HENSLEY: Very well. No further questions.

MR. RAMEY: Any other questions of the

witness? You may be e d

cuse

[}
b

MR. LOSEY: That's all the Applicant's case.
MR. RAMEY: Do you have anything further, Mr.
Losey? ‘

MR. LOSEY: At this time, that's all.

MR. RAMEY: Mr. Hensley, do you want to --

MR. HENSLEY: My counterpart, Mr. Coffield,
wgil take over,

MR. RAMEY: All right. Mr.'qufield.

MR. COFFIELD: If the Commission please, we
have got some rather large exhibits which probably can best
be demonstfated if we go aheadféna tape them to the wall.

| MR. RAMEY: Let's take a five minute recess
and tape them to the wall.

(Whereupon a brief receés was taken.)

A.T. CARLTON
being called as a witness and having been duly sworn upon
his oath, ﬁestified as follows, to-wit:
DIRECT EXAMINATION
BY MR. COFFIELD:
) Q Would you please ctate your name, address,

occupation and position relative to the Applicant?

Nye Reporting Service, Inc.
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A ¥ am ADT. Carlton. That's-Carlion,; hy the way,
not Carlson. I live in Midland, Texas. I'm an independent
petroleum geologist and my relationship to the Applicant is
I _am _co-tenant in this lease agquqqppsultant. |

Qv Mr. Carlton, are-you familiar with the
application of John Hendrix Corporation in this case?

A I am. |

Q Are you familiar with the’property and the
proposed well location involved in ‘the case?.

A I am.

‘Q Have you previously testifiéd’before the 0il
Conservation Division as a geologist?

A I have not.

Q Would you please state briefly for the benefit
of th Commission a brief history of your educational and
work experience?

A I received my Bachelor's Degree in Geoiqu
from the University of Texas in 1951. I received my
Master's Degree from the University of Texas in 1952. T went
to work in June of 1952 for Ohio 0il Company in Midland,
Texas. I served in the capacity of the geblogist there for -
a year. They put me on a seismograph crew for six months,
at which time they moved me to Rbswell, New Mexico. I lived

in Roswell from January, 1954 until June of 1955, at which

 time I resigned to take a position as chief geologist for

Nye Reporting Service, Inec. .
Certified Shorthand Reporters
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- —

Zapata Petroleum Corporation of Midland.prDur{Hq that time

"I worked in the permia basin of West Texas and Southeastern

New Mexico. I left that position in 1961 and became an

independent consulting geologist. In 1964, January of 1964,

I formed a geological mapping service, mapping and consulting
service by nare of Structure Maps Limited. I was the prin-
ciple in that company. In 1976, in June of 1976, I resigned-
well, I sold my interest in Structure Maps and became an
indépendent petroleum geologist, which I am today.

MR. COFFIELD: Mr. Chairman, is the witness
considered qualified? | | '

MR. RAMEY: Consider him qualfiedt

BY MR. COFFIELD:

0 Mr. Carlton, would you please state what Jobn |

Hendrix Corporation seeks by its application?

A John Hendrix Corporation seeks to pool all thel
mineral interests in the Mississippi formation underlying
the East half of Section 8, Township 14 South range 36 East,
Lea County, New Mexico. That's the deaicated to be a well
fo.be drilled to the standard location. Also want to conside
the cost of drilling -- completing that well and the alloca-
tion of the cost of that well as well as the'actual opera-~
ting costs and charges for supervision. Also, we wili con-
sider the desiénation of the applicant as operator of that

well and a dharge for risk involved in drilling the well.

Nye Reporting Service, Inc. ,
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. T ]
Q  To QGBEWKE6Wlédge,'i5“320Macres>the,standard

proration spacing acerage for this area?

A It's my understanding it has been recehtly

_declared as 320. 7

Q Mr. Cariton, Exhibit One, plcase r;féimtoréﬁét
and explain to the Commission, what this reveals?

A Exhibit One is merely a land map. I guess I'd

'Austin Pay. This yellow acreage is the Cal-Mon's group

24.

better get on this side so the Commissioners can see. Exhi-
bit One is merely a land map showing the prHposed units and
the wells in the ar2a that either have drilled to the Chester

Austin Pay or are prOPOSed to be drilled to the Chester

acreage. This by the way, excuse me, is Exhibit One and you
have copies thereof. The hachured half of the section is the
unit that John Hendri£ Corporation has proposed. The South
half is the unit that Harvey E. Yates Company haé proposed.
fhe dashed purple line here is the outline of the Harvey E.
Yates working interest unit as we understénd it that they
will be earning by déilling of this well. This apparently

is an East half working intefest unit proration unit that
the Adobe No. 1 Hannah is on. it‘appears that this is -- a
weSthhalf uhit that Harvey Yates has applied for in the West
half of Section 20. It's my unders£andi;g -~ I think we will
get into this a little bit more with some later testimonyai—

that the Adobe No. 1 head state is requesting a North half

Nye Reporting Service, Inc.
Certitied Shorthand Reporters
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UAit. That's all this map is intended £o show, just a 5O

B A - 2 of iocation of the land area. This is Exhibit Two. This ié I
3 a regional geolo@ieal structure map in the area of interest.

e . .. 4l Tt is from a commercial service, Geo Map Companv. I show
5 this only to locate the area and to demonstrate that the

6 predomlnant regional trends in the area are North/South , :

7 The predomlnant structural trends are North/South. This is »

8| a map on top of the Yates formation. I don't believe that's

o

9 Harvey Yates formation. I think that's our Yates formation.

: 10 Generally, you can see East regional dip, North/South strike,

11 everything lined up nicely in a North/South direction. This

P R I AT

121_>Wis on tep of the Pennsylvanian line. The same th{ng is f

13 evident, ohly a lot more so in the Denton Field, the South

i B S e

14 Knowles Field, the King Field, the Gladiola Field over to

- 15 the West, the Badley-Hightower trend, Moore East Cap Rock
i3 trend, everything North/éouth. Everything in this area
17 structurally is 11ned up North/South
»]v 18 The red square here represents Sectlon 8, whicH ~
:E 19 is the section being contested. This map is on top of this
:‘Qg 20 Devonian. It shows the seme thing, only morevdecieively,
 '§ 21 the structures going\into the Tatum Basin aree in“which this
jé 22 is located are faulted down into the basin: But all I'm
.e:* 23‘ trying to demonstrate here is that this is Nortﬁ/South
% 24 structural eouhtry.
7.§ 25 Q Mr, Cﬁairman, we hed a problem with respect
g
g Nye Reporting Service, Inc.
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to this particular exhibit in its“reproduction. Mr. Carlton,

would you explain“what that is? We only have one copy.

A This is a leased service to which I subscribe.
Reproduction is prohibited. It's not terribly germar™ to .
the question except as to how it shows the Nofth/South line,
which I think is universally accepted by geologists who
work the area.

0 '~ In any event, we are going to tender this
exhibit with the understanding that Weican and will leave
the exhibit here for fufther study by the Commission and by
our opposition, if we can"subsequently receive itiback."

MR. RAMEY: All right. After a decision is
made, we will so notify you or mail it back to ydu,-or some--
thing. |
BY MR. -:'C‘QFFIELD:

Q Did you have anytliing more to_add on that
exhibit, Mr. Carlton. | -

A 'No, that's the bnly point I wanted to make,
that it's a North/South structural line.

Q Are you familiar with -- I think you covered
this to a éertain degree already, but are you familiar with
the acreage dedications which have‘beén made to the other
wells in this vicinity? ‘
| A To the extent that I discussed on the land

plat. I am not familiar with what sort of dedications

Nye Reporting Service, Inc.
Certitied Shorthand Reporters
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13 the Mississippian line. The lower Mississippian line. It

" sub-surface evidence, ﬁq seisric leads -~ I don't have any --

PRSP TS DO ~tem VLT ' . .
on—their State 16+-—I think there's a-North/South.

arrangement, though, but I'm not sure of that. The rest
of it, I think I covered in theél-other apparent designations
One of them being a West half designation in Section 20 that
is, and I understand it, being contested, been applied for
by Harvey Yates Company. And then the East half of 17, which
as I understand is also a special case, because of the
Phillips Austin Well‘having been drilled previously and a
160 acres being committed to it.

Q Then let's go to Exhibit Three and please
explain what that répfesents.

A Exhibit Three is a structure map on top of

has been constructed on top cf the lowéf1ﬁi§§i§§ipbiéﬁmiiﬁé"f"“"

because a lot of the wells ir that area have not gone to the
Solero-Devonian. I have used the lower Mississippian line
to utilize all of the deep sub-surface well controlyﬁhat's
available in there. This is the deepest that is available.
waevér, this should closely correspond to the.Solerian-
Devonian because the in;erval from the top of the lower
Mississippian line to Ehe top of the Solero-Deﬁonian is
pretty uniform in the area. All;I'm trying to show hére

really is the deep structure and that again, based on strondg

but strong sub~surféée evidence, this is a North/South

Nye Reporting Service, Inc.
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- cussed ‘earlier, is low to the Adobe State 16 Well, forcing

Westward shift in contours. _Obviously, although I was not

aligned feature. ' ' T

Q Let's go on to Ex ibit Four then, if you
please, and explain what that répréééhts? | o

A _Exhibit four is a cOntou;rmq?”ofwyhg“top of
the Chester Lime Pay. I am sure that -- this is Mr. Lattﬁ;é
top of the lower Morrow zone. Perhaps it's a question of
semantics. At any rate, this is my top of Chester Lime, top
of Austin area Pay. It shows very much what the other map
showed. There is a Iittle"difference. This formation, I
gﬁink, has an erosional unconformity at ﬁhe‘top which affeCts
the structure locall&. But at any rate,fﬁt does show 5

North/South line based on good sub-surface evidence. The

Adobe—Hannéh, which has recently been logged and was dis-

privy to any dip meter logs in there, the dip meter --
dipping to the Northeast as it does, thank you,fAndy, really
helps to confirm in my opinibn a structure that I have there1
'Cause tha£‘s‘what I'm showing as Northeast dip, thé struc- -
ture 1eadiﬁg off in this direction. I think this is a |
reasonable interpretétion of the sub-surface data at hand.

I think it would probably be the picture that most geologisté
_would come up with, given the information available“in'ﬁhe
area. The blue dashed line is what I am calling the top of

the gas/water contact. I will come back and try to give

Nye Reporting Service, Inc.
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i “some justification for that at a jater

. 2 is the top of -- well, it's the base of the Chester Lime

3 porosity, top of the wateér contact. Now, the way I came a

s

St e - 4 that was that in all cases, with the exception of the Zapata
i) No. 1 Danglade up here, the porosity in the Austih Pay zone
s 6 occurs within the top one hundred feet of the section. It

7 doesn't ih the Zapata Danglade, only because there is an

8 additional section added at the top. As I say, I think this

9 is an erosional unconformity, so there is a blob at the top

10 that's added over it, which you can correlate the porosity

11 zénes all the way up to here.

-

12 e —And I'm going to demonstrate that to you in

13 a minute; So sort of a history of the area. 1In 1957,

&
%

14 Phillips drilled their No. 1 Austin. They drilled it into

~ 15 the Devonian. It pentrated 180 feet, as I recall, of tight

16 Devonian and then got a lot of water. 'So if there is a

17 De&oﬁian structure in there, Devonian o0il or gas,column,

18 it would have to be in the top 180 feet. It had 40 feet of
19 gémma’ray neutron porosity, 42 feet of micro log porosity
20 in‘the Chester Qection. It was complefed in that section
21 for an IPCOF four million nine hundred twenty—fiVe thousand

22 cubic feet of gas back in 1957 until 1/1/78. It's made a

23 little over four billion cubic feet of gas and over fifty-

24 five thousand barrels of distillate. ~In an attempt apparent

ly to extend this production, Cherry Brothers and Cabot

Nye Reporting Service, Inec.
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‘Corporat

ion moved off down here and drilled their No. 1

Austin State. . It was wet in the Solero—Devonian. It had
only eight feet of porosity in the Austin Pay, eight. feet

of log porosity. Tt tested that porbsit_ and it tested tight
Subsequently, Sinclair moved up here about the same time
actually. Siﬁclair and Texas Crude moved up here and drilled
this well,/looking for the Chester Austin Pay. Now, in my
opinion, this well had 43 feet of sonic¢ log porosity. I'm
prepared to defend this. I have got the log with me. Their
perforations incigaéd only the 8 -- the top eight feet of
the porosity. The reét‘of it, which was better develbped by
log interpretation, was hever perforated. On production
tests, this well flowed from this top set of perforations
which was thicker than eight feet but included only eight
feet of porosity, {t flowed to two point one million cubié
feet of gas per day. They kept treating if?\wThe‘gas volume
ﬁept going down. It's’my_undefstanding it made some water.
Whether or not it did, I think the significant point is that
there was 35 feet of porosity, most of which was better
developed than the upper porosity which was never ;;rfdrafed
and,sureiy the operator must héve thought it was wet or they.
wéuld have perfbrated it. The black yood and;nickles in the
No. -1:Woodward was drilled actually b;fore any of these
wells. It was drilled in 1954. There was nétia good poro—‘

sity tool run on the logs. They did run an old EF survey

Nye Reportiing Service, Inec.
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" in those days and shows porosity. That's porous. We can't

‘no shows. The Sincléir and Texas- Crude No. 1 Richardson in

‘of porosity is water-bearing, since it was not pefforaféd

-porosity. It had no shows. It was not tested. It should

say how porous it is, but we can say it's porous. It was
not tested., It had ne- -shows. All right, Ancthe
I'd say is close to water. We had a well here 1I'd say had
no shows.
MR. RAMEY: Might help the record if you would
identify the location.of the wells you're testifying.
&HE WITNESS: I'm sorry. Should I go back and
do that at this stage?
BY MR. COFFIELD:
Q Just startrthere where ydﬁ're talking.
A The Blackwood and Nickles No. 1 Wéodward in

Section 24-14-35 encountered the Chester Pay, the Austin

Lime(Pay, below the water, based on the fact that it had
Sectibn/5414¥§6>is assumed that at least the bottom 35-feet

and not production tested. Therefore, I think Fhat that
pins down this watér table here pretty well. ’Okgy: The
Zapata No. 1 Danglade was drilled in 1957. THis is in
Sectioﬂ 3, up to the North of Section 3-14-36. It had,

according_to my calculations, 80 feet of neutron logged

have had none. It's below the water table. In April, I

Nye Reporting Service, Inc.
Certitied Sheorthand Reporters
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believe, of 1978,'Adobe Corporation drilled their No. 1

State 16 in Section 16, Township 14 South 36 East, and
according to my calculations has 33 feet of sonic log and
density log cdmpensated neutron log porosity. It was poten-
éiairfbf two poiht seven four million feet of gas per day.
It's my understanding from people I have talked to that the
well has been re-acidized and after it was re-acidized it
was. making gas at the rate of fourteen million cubic feet
a day.
MR. YATES: That was calculated absdlute on
that flow. It never flowed fourteen million a day, Toby.
" TﬁﬁfoTNEéS£ Okay, thank you. ~Appreciate
that. |
BY THE WITNESS:
A iihe Adobe No. 1 Hannah in Section 17-14-36 is

in the proces;fo being completed. O©Of course, I'm not as

/S

familiaf witii what's happening”nowkas the Harvey Yates
people are, because they are péft of the working interest in
it and I'm not. However, the well has been drilled to a
total depth. In the Mississippian line, it encountered the
total for the Chester minus ninety—two fifty feet, log top.
Aécording to my calculations, it has 365feét of porosity

in the upper Chester Austin line Pay. It hés a good gas

separation on.the density neutron log. I see no reason why

it should not make a good well. It is my understanding»that'

55
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that they are going to perforate -

think. I might get corrected on some of this, but these are

my understanding. That they are going to test the permal

pen line bank, which was porous on the log and which I
think there is a dispute about what the water saturations

weré from the information I have calculated.
Okay. That's pasically what has happened in

y I see the structure in the area.

-

the area. This is the wa
I think the point’én the Adobe-Hannah is critical in that it

establishes the Northeast dip I have already,referred to. It

turre the strike to the Northwest and makes a North/South

trending structural feature. This is a cross—-section.

Q This is Exhibit Five, Mr. Carlton?

A I'm sorry. I‘mﬁgetting ahead of you. This is
Exhibit Five.
is hung‘on vop of the Austin Pay, the Chester Lime. This is
the top of the Chester Lime that'sv:hung there. Everything

else’falls in where it may. This is my top of Morrow. I

think it's also Mr. Lattu's top of Morrow.: This is his top

of Lower Morxrow, I believe.

0 Mr. Carlgon,vﬂhen you say this, are those on

the exhibit? Are those lines sufficientl§ jdentified so wher

the Commission looks at them --
A They are identified on the section. The

Chester lime is this interval from here to here. The Morrow

Nye Reporting Service, Inc.
Certified Shorthand Reporters
621 Old Santa Ve Trail ~ Suite 7
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» not developed in the Adobe No. 1 State‘iG. I obviously

it does have this lower zone present. The Zapata No. 1

57

B e+ s e ’.‘1

unit is from Here to here.™ Everything that is-in that unit

1$2)

is identified as being in the unit. The geologic unit,’éxcus
me. This is the Phillips No. 1 Austin, the well that kicked
it all off. The red colors, this is a gamma ray neutron log.
The red colors is the pcrosity in the Auétin Chester line.
This is the Adobe No. 1 State 16 in Section 16. Now, this

is a sonic log. They don't run the neutrdn logs any more
much, so I'm having to compare it to a neutron log. So the
porosity here is better than it would seem by comparing it

to the neutron log. But at any rate, they have got basically
the same upper porosity zéne. But this lower zone here

that was included in the Phillips No. 1 Austin completion is

didh‘t have access to the Adobe No. 1 Hannah so I don't have

it on there. But I'll tell you that from a visual insﬁection

Danglade in Section 3;14-36, which is this well way off up
here to fhe Northeas%, has the same porosity zone present.
Now, this is a thicker section. As I told you,
in my oéinion, this is an erosional unconformity and whether
it is ‘or not, the section is thicker. You would expect for
it to be thinner on structure, becaﬁse either through-nén—
deposition and/or erosion on top of this structure, the
section, if it was eroded, should be eroded more. This is

an off-structure well. There is no question{*bout that.
©s

Nye Reporting Service, Inc.
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,,,,, SR I SO,,,,_@LWa_ny,, rate, you can correlate. However, this general . |
‘.. 2 porosity zone over to here, in my orinion; and here, this ¥
3 lower porosity zone, there is 80 feet of porosity. You do ‘
4 have a more or less continuous porosity zone in tha;wsgﬁﬁion 'ir }
5 and that's exacﬁly what thié eghibit.is meant to suggest;
£ 8 Q Go on. If you're through with five, why don't
2 7 "you go on to Exhibit Six and exélain that one, please?
% 8 A " That's a cross-section. It's a structural
% 9 cross—-section and it's hung on an amount of 6,000 foot datum.
% 10 Here is the Penn lease that Mr., Lattu referred to earlier.
11 Her is tﬁe top of the Stromm:
12| 0 Mr. Carlton, is the A.A. Prime?
13 A Excuse me. the A.A. Prime.
Wl 79 on the plat? o <
 w’ B 1) A Thank you. I forgot to point that out. Here é
16 is the iine of this section. 1It's a red-line on thié map. ;
17 Actually it goes from hére,mfrom the Sﬁ?éfiof Beﬁeﬁbough in L :%
18 Section 32 -- thése are all in 14-36. . The Supe;ior'Beten— %
19 bough in Section 32 -- excuse me, back up. That's in 13-36,
20 the Superior Betenbough. The rest of them are in 14. OCkay,
21 back up on that. The Sinclair and Texas Crude No. 1 Richard-v
22 son in Section 5-14-36. The Tenneco No. 1 Montieth Hannah
) 23 in Section 7-14-36. The Phillips Austin, Phillips No. 1
X 24 | Austig,:Section 17-14-36. The Cherry Brothers and Cabot .
s g 25 Corporation No. 1 Austin State in Section 19-14-36. And E
E . : E
jﬁ , Nye Reporting Service, Inc.
. “ _Certified Shorthand Reporters
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the Blackwood and Nickles No. 1 Woodward in Section 24-14-35.
Going from Norxrth to South. This is the Superior No. 1

Betenbough. The main point that I'm trying to make here is

this is the Sinclair-and Texas Crude No. 1 Richardson and

here is the porosity in thié well, sonic log porosity, which
occurs mainly below my water table that I have projected
here. This is the top of the eroded upper Mississippian
Chester section. This is the Pay zone with the porosity in
dark red, gas cap in Iight red in the Phillips No. 1 Austin;
This is the Cherry Brothers well. You can see they have had
Virtuaally no porosity. No wonder it was not pfoductive.
Here is the Blackwood and Nickles No. 1 Wéodward. Cbvious
porosity, can't tell how much in terms of percentage, but
,40 feet of it. It's barely pelow the estimated water table.
So this is mainly in“support of ny water"tabie contention.

0 We're réady for Exhibit Séven.“ |

A All right} This is an isopack map 6faghé
next porosity in the Austin Pay zone. This is what occurs
in the topfroughly hundred feet of the Austin Pay. Here is
the Zapata No. 1 Danglade in Section 3 of the well which,
as we have already heard, had the thickest gsection in the
ar;a porosity. The producers -are the Phillips No. 1 Austin,
>which is sitting down here in Sectioﬁ i7-14-36. ‘Here is the
Adobe Stéﬁe 14, which I give 33 feet of logged porosity

and was completed for two point seven million. The Adobe

Nye Reporting Service, Inec.
Certified Shorthand Reporters
621 Old Santa Fe Trail — Suite 7
Santa Fe, New Mexico '87501




ARV Y

10 |

11

12

13

14

15

17

18

19

20

21

22

24

25

60

No. eranﬁéh, which’according to QOcglculatibns; has 36 feet
of porosity. Basically what we're showing here is a generall
North, Northeast line bank of porosity in the Aust%n Pay
zone;‘WhiCh”ihEéréepts'dr}is intersected'bY‘a”forth/SQuth
aligned structure on top of all the mapping surfaces there.
I'd like to demonstrate that a little bit
more vividly, if I could, by -- I have made an overlay of
the pprosity isopacks. . This is justAshowing’these isopacks
here. I think this shows why the field is producing.
Q Is this overlay then the same as Exhibit Seven?
a It is the same as to the waé the isopacks are

constructed. It is a tracing of the isopack lines on

_ Exhibit :iSeven. So, here is the Austin field Pay entrapment

as I see it. It is controlled by the water table. The down

dip limits of the water table. This bank runs across it in

'this fashion so that actually going to the Northeast, you

should increase the amount of porosity that you hgve and not
decrease it going to the North. I ekpect that a wéll in
either of these locations will probably have in excéss of

50 or 60 feet of porosity in ﬁﬁe Chester. I think the prob-
lem could be if that at this point, according to my inter-
pretation, the porosity is starting to go under water so
that,a well in the South half of this section should have
considérably more pay sectiﬁn‘thén one in the North half.

Q Anything further to add with respect to this?

Nye Reporting Service, Inc.
Certified Shorthand Reporters
621 Old Santa Fe Trail ~ Suite 7
Santa Fe, New Mexico 87501
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A Well, no. -Do-you want me to go into my

- 2 conclusions now?
3 Q Yes, we're ready for that. Do you want to refe
1 to. the vexbibits or not2
- . ’) A Yes. The ivritten part. Yes, I have a written
6 summary with what basically I have said here that is marked
: 7 as Exhibit Eight, I believe, Conrad, is that right?
8 0 It is Exhibit Eight, that's correct.
9 A Okay. Basically, the way I feel about this is
10 that this is é -- if this is the structural picture, it's
11 very well documented by sub—s‘urface information. We don't
12 really need any seismic bescause we have su.;:h strong sub-
13 surface control. I feel that as you are going North, yoﬁ
4 are obviously going down the North plunging aécess of the
‘D 15 anticline. I think even Mr. Lattu's map suggests that. I
16 do not think that there is any reason to suspect that you
17 ought to tighten your contours and buige it in right here
18 on the East half based on a reasonable inteérpretation. But
“19 I feel like that because the porosity is going under water
20 J'._n"the North half of Section Township 14-36, that it might
21 turn out that it would be uneconomiéal to drill a well in
22 tl;e North half of this section. Oﬁ the otﬁer hand, if we
23 had an East/West alignment,. an East half and a West half,
24 then that would accomodate two standard locations in the
25 South half of the section and should result in more
Nye Reporting Service, Inc.
(:“:} Certified Shorthand Reporters
621 Old Santa Fe Trail ~ Suite 7
i Santa Fe, New Mexico 87501
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recoverable gas from Section 8 Township 14-36.
There is a good possibility the well in the

North half would never be drilled.

Q Do you want :to back down here now, Mr. Carlton
A (The Witness Complies.)
Q Mr. Carlton, in connection with your Exhibit

Eight, do you have anything further to add with respect to

the summary you have made there?

A Well, I think a North half and South half
proration unit designation could easily wind up with only
one well being drilled in Section 8 and although I have
already heard earlier that -- whether or not the state had
minérals in the area or not, that would just be , if I could
just say half of their minerals would be included in a
producing well in that event. So I am suggesting fhat nore
gas and distillateswere recovered by the East half and West
half designation as opposed to the North half, South half,
because I fe 1 like a well in the North half might very weli
en& up to be uneconomical and might not be drilled.

Q Mr. Carlton, ffém your knowledge of the prospec
involved here and general area involved, have you an opinion
and recommendation wiéh respect to a penalty facﬁbr which
should be applied by the 0il Conservation Commiséion in
connection with forced podiing this?

A I do.

Nye Reporting Service, Inc.
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Q What is that opinion?

A One hundred percent penalty.

Q One hundred percent?

A One hundred percent. -
Q ‘Would you please explain priefly why you feel ‘

this recommendation is justified?
A The sub-surface control in this area is not

very good. At the time that earlier penalties were applied,

this was a rank area with only oné;producing well. Now we
have three producing wells, We have‘good sub—éurfacé conﬁréi.
We can see that the formation is -- the porésity'zonelis | 75 ' :
fairly continuous. We have got well documented structuralz |

information. I think the wells that I am sudggesting could

be drilled in the South half of the section are very low-risk

ventures.

Q So you don't think it's any riskier than with

respect to, for example, a South half configuration such as
has been proposed by the Harvey Yates group asvéompared to
’the East half?

a I think a well in the—North half would be
riskier, but as to wells in the South half, I can't say that
loca;ion couldn't be staked which would be -- héve &ery

little risk involved.

Q Mr, Carlton, were the éxhibits presented and

discussed by you either prepared by you or under your

Nye Reporting Service, Inc.
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supervision?
A All of them with the partial exception of one.

My section A.A. Prime, which is Exhibit Seven, I believe --

no, Six, isn't 1t?
Q Six.
o
A1l Six. However, it was prepared by a know-

ledgeable geologist who works the area. He was nice enough

to let me use it. I have gone over it. I concur in what it’
says. ~The oil/water contact and the gas column and the
porosity inteipretations that I put on the map are my own.

Q In your opinion, Mr. Carlton, will aﬁprovaI of
this application by John H. Hendrix Corporation prevent
driliing of unneceSsary wells and oéherwise prevent waste?
And protect correlative rights?

A Yes.

MR. COFFIELD: Mr. Chairman, I move the
admission of Exhibits One through Eight.

I

MR. RAMEY:

<

With the exception of Three, which
we will look at but we won't admit it, okay?
THE WITNESS: That's Two, I believe, sir.

MR. COFFIELD: Two. It's Two A, B, and C,

-Mr. Chairman.’

MR. RAMEY: Okay, we won't admit Exhibit Two
then. -

MR. COFFIELD: I have no further questions of

Nye Reporting Service; Inc.
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‘ 1 this witness on direct examination.
- ~ -~ P MR. RAMEY: Let's recess until about 1:30.
3 {(Whereupon a recess was taken.) }
: 4 MR. RAMEY: Any questions of the witness, Mr. | - !
. 5 Losey?
: 6 MR, LOSEY: Yes sir.
2 1 CROSS EXAMINATION
8| BY MR. LOSEY:
% % 9 0 Mr. Carltony"you've got a small interest, do
: % 10| you not in this 140 acres? ;
i 1 | A I do.
; 12 ) Q Orvin this 120 acre lease that's in Cal-Mon's j
13 name? : ' : %
14 A I Go.
e 15 Q0 Were you present or did you go with Mr. "
16 Monaghan over to Harvey Yates' Company office on January }
17 the 22nd or 23rd? - é
18 A I did. '
19 0 Do you remember which of the two days it was? ;§
-i:ig 20 A I don't know. I don't know that it's germane, - g
f:*fig 21 but I don't remember, no.
4f ,§ 22 0] Was the»coﬁversation generally as dutlined by
’”.,g . 23| Mr. Yates, or summarized?
Tf § 24 A ‘ Surely.- I do recall that perhaps our choices }E
| 25 ’were not quite as varied as what he suggested, but I do ‘
_ _ Nye Reporting Service, Inec.
0 . Certitied Shorthand Repérters
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remember that it was an either or type of t

Q Had you all prepared to drill this well in the

Northeast of the Southeast of Section 8 at that time, was

that accomplished?

A No, nho.

Q All of'tﬁese maps prepared after that con-
ference? |

A Yes.

Q All prepared sometime in february, were they

A Yes.

Q pid you stake the locatién in January oOr filé‘

your notice of intent to drill on January 29?

A Yes. 1If we had to do it again, we might

goof it based on more recent information that we hag.

Q Wwhere would you locate it?

A I'a go one location West.

Q You would drill it in the Northwest of the
'southeast? ; |

A Yes.
0 - You heard Mr. Laftu's statement that on his
Exhibit Two4there were 22 wells tha£ had been drilled to the
:\?ennsylvaﬁian?
A Yeé.

Nye Reporting Service, Inc.
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And that 3 of those wells would pay out?
Yes.

Which I suppose means that 19 will not pay out?
Yes.

And these are 14,000 foot tests?

No sir, not all of them,

o ¥ o ¥ O ¥ O

Well, they're 12 to 14,0002

A Yes sir. But most of them did not go to
What we're talking about. Most of them did not go to the
Chester lime Pay.

Q@ ° I realize that. I think he counted seven that
did I beliéve.,

A Okay.

Q Wouldn't you consider:those rather the fact
that that many welis fhat did get ﬁéarly this deep ﬂi'the’pa
zone were not going to pay out as a rather high risk well?

A Whether ‘I'm notldiillinq.to the reservoir
I'm looking for I think it's not at all germane to the ques-—
tion, sir.

| Q Don't you think expense or cost: of drilling
has some factor to it?
l‘ A Well, if I'm looking for Chester Lime and
drill too strong, I don't think that proves anything as
to whether  the Chester Lime is productive or not.

o) You don't think any of the possible interme-
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1 diate product’ive zones for the surface ;iown to what you're
’ ‘ :% \'. >2 drilling to has anything to do with the risk factor? )
3 A It doesn't have anything to do‘whether the
- A ~Chester Lime produces or not. And that is the main object | _ N
- 5 . in the area, it's the only one that has produced an
f ' 6. appfeciable amount of oil -- from hydrocarbons.
i Al Q But the others in the Pennsylvanian are not
8 going to pay out?
"‘ e Q A I suspect not, but that's not what we're .
? 10 looking for.
Ny Q ﬁr. Carlton, are all of these maps‘cast in
12 stone so that another well or two in the Austin Pay might )
13| not ¢hange somis of these contours?
4 "
—y 15 A Mine no more than his. %
16 Q ‘ I'm really looking at yours. g
17 A All right.
18 | Q I'm sure it might well change some of his too. .
19 A Certainly. As a matter of fact the latest
20| well changed it. Changed my(iﬁterpreﬁations of it. 8
.21 ) 0 % notice -- I noticeiin‘your ~-= I think this .« F
.22 is Exhibit Three, yo'u have this large ffiktiprea towards
"% 23 the Northeést corner of your map. You're aware 6£ Mr.
# é 24! ©° Lattu's high structuré in here on the top of'thé Penn. ;
ﬁ 25 Mapped on these wells that-are produced or tested. |
2 .
s
13 9 N erition. shorisand moporsers
g 621 Old Santa Fe Trall — Suite 7
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A Yes, his is farther East than mine.

(0]

0o ‘Don't you think that suggests thesc high wells
on'thertop of the Penn would lead to a suggestion that the
deeper horizons might also have a high in there?

A " Not necessarily. I prefer to deal withvfhe
formation that iI'm contouring on. I think it could be, but
even if it .is, it hardly changes my’interpretations. Even
if those wells’are high, you're dealing with a lime build
up in the Pénnsylvanian, and quite often those lime build-ups

in the Pennsylvgnian are ev;n East/West in a line.

Q " But your statement is there could be a high
in this Lower Mississippian; right in here?

A ri}ﬁréhoﬁiﬁéAéne, Yes éir.
Q | And actually higher than- this, a§ you do?
A I doubt it That it would be.

Q So that you would say Mr. Lattu's mapping of

P : : . L S
his suggests that the top of the Penn is also a guide to

the Lower MisSissippién, or is in error?

A No, it's a guide. I thfhk you have to take int
consideration there are several things, and from piecQs of'
information that you‘have as a guide. I think the North/
South alignméﬁt as proven by the geological -- recent.geolo-
gy in the area points stfongly to a North/Séuth line for the
pre-PennsylVanian bids.

Q " Now, really isn't the alignment on your map

 Nye Reporting Service, Inc.
 Certified Shorthand Reporters
621 Old Santa Fe Trail — Suite 7
Santa Fe, New Mexico 87501




1 somewhat Northeast; as matter of fact, on your Exhibits
/.~ 2 Three, Fouf and Seven?
3 A | When I say North/South, I don't mean pointing
. ’ N 1 to the North Pole necessarily, I mean in a general way North/ =k

-0 South, yes.

6 Q It actually, if you lay it across your map
7 to extend up Northeast would it not? k
>8 A A A little bit, a little bit.
9 Q From looking at your structure on Exhibit
) 10 Four,-- I'll go up here and point it out -- would you tell }
i me*whether;or not locations would be structurally as good |- é
121 in the North half as theyar at,,,,yodr proposed location. =
}3 For example, an-:orthodox location in the Southeast to the
14 Northeast, one in the Southwest to the Northwest, w6ﬁldnft

15 they be structurally as good?

i6 | A 'On that interprétation they would. However,

17 you would be moving farther into the unknown andi§bur

18 risk féctor would be increased. E
Rt Q But if your structure map is correct, those

20 locations would be just és good from a structural standpoint, .

21| . would they not? (

22 | A- If my hap is carved in stone, yes sir. R .

23 Q u Looking at your Exhibit, is this Seven, your.: |

24 porosities on pac? : 2 o

25 A Yes sir.

Nye Reporting Service, Inec.

Certitied Shorthand Reporters
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Q Actually, as far as porosity is concerned,
a location furthef to the North would be better than your
pfoposed location such as the Southeast to the Northeast,:
Soﬁthwestito the Northeast, both of which are North half of

orthodox locations.

A If they're under water it wouldn't do much
goéd.

0 But as far as the porosity.--

"A Yes.

Q -- map is concerned, they'd be a béttertloca—

tion than your present location?

A So far as the Danglade.

Q Now, as I understand, the basis for your-gas/
water contact shown on your Exhibit Four and your concern
ébout water in thé;Nbrth half of the section was the Sinclai

1

and Texas Crude—Riqhardson well?

A That was one of them, yes sir.
Q What other wells, are the basis?

BT -\ ~ The Blaékwood and Nickles No. 1 Woodward in
Section .24, I believe. |

Q . Did . they encounter water?

A They encountered no—shgwé which was indicative
of water. |

Q Well, now did théy'recover anf water when':

they tested the well?

Nye Reporting Service, Inc.
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 is there?

10
‘gas/water contact, in which of these wells?

I don't think any wells tested it that didn't have shows.

17

A It wasn't tested. There wasn't anything to
test.
Q But all you're essentially saying is that therel

wasn't any water out here, but you don't'kndw that the water

A Well --
Q You go to the next contour in.
A What I'm saying is above that, the water table

is above the datum of the top of the Chester Lime that the.
Blackwood Nickles No. 1 Woodward.

Q Where did you encounter water inside of your

A " I don't believe any wells éncountered them. |

Q Well, why doAyou think it's here rather than
further in.v | 4

A Because the Sinclair énd Richardsqn made gas
at rates up to two million cubic feet a day on éfdduc£ion
tests slightly above where I'm putting the water table.

Q And they dldn t test down where you're puttlng

the water table? )

A ’ They did‘nof run production tests down_below>
there. | | A |

0 Do you know why they didn't?

A I think the inference is clear that the thought

Nye Reporting Service, Inc.
Cortitied Shorthand Reporters
621 Old Santa Fe Trall -~ Suite 7
Santa Fe, Mew Mexico 87501
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] it was water bearing. The porosity is much better then what

‘ . = .
!'. 2 ~they perforated.-. ST
. . 3 Q So that you made an assumption that the opera-

4 tor thought that was water bearing?

. ~ Nye Reporting Service, Inc.
g Certified Shorthand Reporters
621 Old Santa Fe Trail ~ Suite 7
Santa Fe¢, New Mexioco 87501

5 A I made that éssuinptio’n. I thlnk 1t's = )
- f ' 6 sound geological assumﬁfion that a lot of people would come
: 7 to.
8 Q Mr. Carlton, is there anything else that shows
9 up on a sonic log that looks like porosity?
% 10 A Well, yés. But that was porosity in my opinion.
éu i1 And in ﬁhe‘event that YOu’re:making'a case for if not being
E 12 porisity, I would say it would be easier to prove that it
f“ e o120 ig than it isn't. ,
—- 14 Q . What else shows up‘as porosity on a sonic log?
R%} 15 f A Chert does sometimes.
16 . | o Isn:t chert rather common in thevMississippian
17 line?
e 18 ; A Chert is common in the Lower Miséissippian>
‘¥7?f; 19 line sir, it's not common in the Upper Miséissippian Chester
if{; ~- 20 section aniin fact, as Mr. Lattu maintains in the Morrow
~fﬁ' 21 it's not at all comﬁon. ‘ -
: .1? 22 Q Well, do you thinkbiﬁ's Morrow or Mississipp-
, | 23| ian? | |
vaﬂfggr 24 A " No sir. I think its Upper MiSsissippién'lihe,
: E 25 and I believe charactefized by eualites (sic) and not chert.
N
3
|
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Q But I believe your statement is that chert
on that sonic¢ log would look like porosity. And the ‘opera-
tor might have seen chert in the samples which would have

been a reason for not testing the Mississippian?

A I would say that that is a véryrvery rank
possibility. " "
Q But it's that well that you used as the basis

for establishing gas/water content?
A No sir. There are twc Wells. (
Q Well, all this well didv it didn't enéounter
any water. |

A It encounteréd a lack of shows and pbrosity.

"If it didn't have hydrocarbons in it sir, what did it have? |

Q Well, did they test .water?

9. No sir. But it was there. Generally when
‘'you doﬂ;t have a show you don't b?ther to test.

Q - But it's on the basis of those two wells and

those two logs that you have drawn this gas/water content?

A - That should be enough, yes sir.

Q I take it it's your testimony that this is.a

water dry reservoir?

»

A It would be my assumption, yes sir.
Q Is that an assumption?
A At this state I don't think that there is

really that muchthistory on the reservoir with only one

Nye Reporting Service, Inc.
Certified Shorthand Reporters
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1 well that has produced over a period of time. These two new
fﬁ? 2 wells haven't given us enough history. )
3 Q Well, if’it‘s not a water dry reservoir? N
. A A T didn't say it wasn't. ‘“
5 Q Well I'm taking the other side of the coin

2; ‘ ; G if that's all right Mr. Carlton.

7 , A Okay.
8 Q If it's not a water dry reservoir and as you
9 just pointed out your Exhibits Four and Five show that strucH }
10 turally you can get as good or better location in the North
1 half and you can get bétﬁér porosity in the North half -
(2| than your proposed location in the Northeast to the South- |
13|. east, why do you still propose to drill it down there? ;
14 - A The risk factor. I think there is a definite
; i:> 15 possibility that, as you say, I hate to coin your phrase
16 again but it was yours, carved in stone, if a well is
17 “drilled in the location, the ﬁarvey Y%tes locati&h that:
18 proves'to.be much lower than wh?t!it~is now, then that could
19 _materiélly»affect the interpretgtion as the Adobe-Hannah
20k well did. - When I first made this map that was before I had
21 the access to the log on the Adgpe—Hahnah, and it materially7
o 22 changed my interpretation . I felt that the North half of
;T { 23 the section was as high or perhaps higher than the West‘
B % 24 |- half, or‘£hat the East half was. But that changed my intef— b
“ 25 pretation. If another well was drilled in there surely I i

Nye Reporting Service, Inc.
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won't hit it right on the dot.

0 Well, is the risk increased by going into the
North half that it's goin§ to be under water, or is the risk
that your porosity and structure map is wrong?

A The risk is that you're on the North plunging
axis of the Austin anticline, you don't know at what rate
it's dipping ana the risk is that you're going to find =
your porosity under wéter oY more of‘your -— excuse me,

let me qualify'that, more of your porosity under water.

Q 'So that water is your real concern in going
north?
e A . Tk ig mine, ves.sir.

0 ‘Well, is this a water dry reservoir then?

A In my opinion, yes.

0 This Phillips Well in the Southeast quart~r of

’

Section Seven has been on production since the 50's. Has

it produced aﬂy water?

A I really can't answer that.

Q Do you know whether or not the well still
proéuces?

A | Yes it is.

Q Did you have any production figures on it?

A Well the last Iuchecked,’it was prcducing at

the rate of about fifteen million cubic feet per month and -

122 barrele of distillates per month.

Nye Reporting Service, Inc.
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i 5 1 Q When was that?
. 2 A That was as of 1/1/78, wﬁich wés tﬁe last New
3 Mexico Conservation Commission yearbook. ’
1 0 So that was what, fourteen months ago? i
5] A Whatever. ihat was as of that date. 1
¢ 6 Q So you don't know whether it's producing that
%‘ % 7| or not?
i;: g .8 A No, I don't. I don't have any reason t9
é% : ' 9 susﬁect that it is not. ’ : a3
; }0 Q Now, that New Mexico éonservatioﬁ‘yearbook :
11 aiso‘shows water>production. Did you see any water produc- ,
2 tion for the well?
13 - A — - T .don't recall.
14 Q According to your numbers, it was éowﬁ 77777 £5i;7 - E _ “
15 half million ghen. I1f it was a water dry reservoir would f
16 some water ﬁot be showiﬁg up with the production thén?nx ¢
17, A Well, not necessarily. It might*ge moving up
18 slowly. I don't know. It's obviously starting to deplete; e
19 Tt's also far enough above the water table and has really nody
20 yet produced the seven or eight billion cubic feet of gés } ;
‘jf 21 that it's supposed to. It's a fairly tight reservoir. I'm . -?
;é: 22| not sure yOu'd expéct water at tyis state. é
jfL ) 23 Q Now, you said iﬁﬁwés supposed to produce seven 3
;» g 24 or eight billion cubic feet?
: g 25 A Yes sir.
. Nye Repomng,Service; Inc.
& Certified Shorthand Reporters ; '
i 621 Old Santa Fe Trail ~ Suite 7
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How much has it produced so far?

Four billion.

oy
Lo R A o]

3 You're not a reservoir engineer are you, Mr.
L Carlton? (
i A No sir.
¢ 6 Q Is it the highest well of the wells so far
; 7 completed in the Austin Pay zone?
S ; 8 A The highest structurally, vyes.
%E . ; 9 Q That water dry reservoir, would tﬁat be the
E’ | % 10 last well that you would expect to compiete?
: 11 A | Assuming the borosity was homogenous and that
: 12' it drained the whole reservoir. In this case, they set ‘up
13- 320 acre proration uhits.' I am aware of people that wanted

14 a 160 proration units because they didn't think the porosity

~ .
s 15| - yas giving enough to drain more than 160 acres.
16 Q Did ‘I get an answer to ‘my question?
17 : A Would you répeat your question?
18 Q My question was that if this is the highest
19 well in the field, wouldn't you assume -- and it was a water
20 dry reservoir, it would be the lastkweli to deplete ih the
21 reservoir? ’ | |
2| : A | Well, I thought I answered that actually.
23| - Q. N Okay.f‘I-didnft“catch your answer then. Would
2 | ‘yoﬁ&explAin it égain?'
25 A “ All right. “I'm saying if the reservoir was

Nye Reporting Serviece, Inec.
Certitied Shorthand Reporters
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-




O A T

S o e

10

11

12

14

15

‘then yes, that might be the case. But when you have a

homogenous, if it was completely permeable throughout,

if you had free movement of hydrocarbons in therreservoir,

tighter reservoir, where you're perhaps draining only a
hundred and sixty acres then that might not necessarily be
the case. LongeQity should have a lot to do with it. Or
the volume that is produced.

Q Mr. -Jdarlton, would your concern about or your
assumption that the field is a water dry be altered if I
were to explain to you that it is ﬁy understanding that the
Phillips Well has not had any production since 1978, and
that it's bottom hole pressﬁre is eight or nine hundred
pounds, and that it has produced not water at this point?

A Well, I‘would say that in that event that
it's dfaihed its 160 acres that some people think all it's
going to drain anyway.

Q Water wasn't the effective dry source in the
water reservoir?

A I think it probably is if you have porosity in
the water. » | 4

Q | And the Phillips Well still would bejféqoyerinﬁ
no water and be at a point.of depleting? h

| ) Aiu I think that's possible, yes sir.

MR. COFFIELD: That's all.

3

MR. RAMEY: Any other questions of the witness

Nye Reporting Service, Inc.
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Mr. Stamets.

BY MR, STAMETS:

Q Mr. Carltdn, on your Exhibit Number Four, you
show two contact lines, one of them a pink line and the
other a blue line. What are those two lines again?

A What I'm trying to show is the point at which
the base of the Chester Lime porosity goes under water.

In other words, tﬁat's the contact between the base, the
Chester(Lime porosity and the top of the water. The
Chester‘Lime porosity concerning primarily in thé hundrad
feet or, excuse me, the Austin Pay porosity concernihg pri-
marily the top hundred feet Of the Austin Pay zone. So all
I have done is come down a huﬁdred feet and say this is
where the porosity goes under water so that everything out-
siée of'that4line will not have the entire porous section
above wéter. | *

Q The pink line representé where the.base goes
under water?

A Yes sir.

Q And the blue line represents where the top of

the porbsity goes under water? 4

A Yes sir.
Q So then on Exhibit Four, it would be fair to

say that the entire south half -- or North half of the

Nye Reporting Service; Inc.
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section would produce some water in the section in question..

A I would expect that, yes sir.

Q ’ The entire South half would be the better gas
productive horizon?.

A In my opinion,; yes sir,

0 Would it alsoibe_fair to say that a well or
wells located in the South half of that section would drain
more gas from the section than a well say in the North
half and a well in the South half?

A I would think that you would have better
drainage, the farther South ybﬁ got in to’the'Section, ves
sir.

0 Do yoﬁdanticipate fhat two- wells located as
you have proposed, that they would adequately'drain this
section before they wéterea out? -

A Yes sir. I think so. I personal}y feel like

and Mr. -- the attorney hére, I'm sorry, Losey. You mis-

-pronounced my name, I guess I(can forget yours.

MR. LOSEY: Sure.
BY MR. CARLTON: |
A I personélly feel like Mr.'Losey helped me
out ‘on' this. It's my understanding, and my source on this
is George ¥ates, that the -- they figured that these wells

will recover three and a half to four billion cubic feet of

gas per hundred and sixty location. Well, that's essentigllﬂ

e e -
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1 t hat “the Phillips-Austin>has done. 1It's made four billion

4!! -2 cubic feet of gas, so I think that the two wells drilled in S
3 the South part of the section would probably -- plus the .
4 wells that will be drilled farther south will probably drain L.
5 most of the pofosity above water. '
" 6 Q Noﬁ, in preparing your exhibits, the large
% 7 map exhib its with strucfure on them, did you use more
it» ;~ 8 points or less points than Mr. Lattu?
: 9 A Wwell, 1 used.less points, but-I think I .
§ 10 useqd mofé pertinent points because I'm contouring on top ‘
2 111 of the produCinthqri;qp.gnd the Pennsylvanian és we talked

12 about before, although it generally conforms a little bit -~

2
¥
«
&
bl

13 it specificaliy does not. And we have got good strong:sub- i
14 surface control. Yei can see in the Bersom up there. The f
“wor HS Cisco—Bgrsom,“in that -- see how it comes up and down So ?
16 fou wouldn't expect that a contour horizon on top of the i
17 Penn Lease would,reflect‘what's below it, necessarily. In E
18 a general way, but not necessarily. k%
19| MR. STAMETS: That's all.
20 _ ’ RE-DIRECT EXAMINATION
 ,'_..’  21| . BY MR. COFFIELD: “
f   .22 (6] Mr, Carlton, you have a location staked in .-

T 23| unit I.

- 'g 24 A Yes sir.

“'-g 25 :Q If the Commission granted you the East half
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I are you set to drill there or would you move it to use it?

"Sir, I would prefer to move it to use it.

A
3 Q That would be your recommendation?
1 A Yes sir. That was chosen and staked before ‘7
B the information on Adobe No. 1 Hannah well was available
f 6 and after seeing Ehat, we changed our interpretations and
; 7 feél like the J location is abbetter location.
8 _ MR. COFFIELD: Thank you.
9 MR. RAMEY: Any other questions of the witness?
10 © MR. LOSEY: vwait just a moment. That's all

11 Mr. Ramey.

|
i
{

Y R e

12 MR. RAMEY: Mr. Coffield? .

13 MR. COFFIELD: One more question.

14 ' - RE-DIRECT EXAMINATION y
fn> ’ - S : ;
- 151 BY MR. COFFIELD: L .

167] 0 Mr. Carlton, you have indicated I believe to . A

17 Mr. Losey here that these maps were prepared after the meet- >

18 ing with Mr. Yates on the 22nd or 23rd of January, whatever

19 that date was. Was it after that date that you obtained

'i _ 20 geological information and so forth on the area?
e 21 A No. We, of course, bought our lease in there
22 based on the fact that there had been a krnown structural
23 feature in there. T ﬂave known about it‘since-1954 when

24 the Phillips well was drilled. I prepared a set of maps

25 | . which are working maps. I did not think they were appropriaée

Nye Reporting Service, Inc.
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- o t to present at this hearing. I have prepared a display to
. ‘ﬂh 2 try to show what I was -~ try to show the geology as 1 see
i' : 3 it. The working maps I had were hardly appropriate for this,
4 but as far as having prior knowledge of the area, it goes s
5 back at least to 1954 and maps:-prior to the time we bought
‘ 6 that lease which I don't remember, we have had it well over
; 1 a year, about two years I think. I don't remember the date
8 on the lease but certainly I had geological information
o 9 and interpretations prior to that time or we would not have
E
N 10 bought the lease.
11 ‘ MR. COFFIELD: No further questions. :
12 MR. LOSEY: That precipitates one..
13 MR. RAMEY: Go ahead, Mr. Losey.
T 4 * RE-CROSS EXAMINATION :
et 15| ' BY MR. LOSEY: et
6 » Q I understood, if ydu recall ‘Mr. Yates'testi- 3
17 ~ mony, that he was told by you and Mr. Monaéhan thdat you ;f
18 didn't have any maps forthe area. 'You;padﬁnot mapped the ﬁ? : ,
19 area. |
20 A I 4id not saygthat,‘sir.
21 Q And you did have a map of the area?
| 22 A I did.
o 23 Q You didn't show it to Mr. Yates at the time? f
! 24 A He didn't ask for it.
2 . . 7
: 25 '~ MR. LOSEY: Thank you.
&
S Nye Reporting Service, Inc.
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MR. RAMEY: No more questions? Mr. Coffield?

MR, COFFIELD: No, I have no more.

MR. RAMEY: Any other questions? The witness
may be excusedqd.

MR, COFFIELD: We do have three more Exhibitg
coming up here which are not going to be posted on the wali.

(Whereupon a discussion was had off the record.

JOHN H. HENDRIX
being called as a witness and having been duly éworn upon
his oath, testified as follows, to-wit:
DIRECT EXAMINATION

BY MR. COFFIELD:

Q Would you please state your name, address,

‘occupation and position that you hold?

A » My name is John Hendrix, I'm from Midland,
Texas. 1I'm a petroleum engineer and President of the John
H. Hendrix Corporation.

Q Are you familiar with the application of the
John H. Hendrix Corporation in this case?

A Yes I am.

LEt

Q Are you familiar Qith the property and the
proposed well location? |

A Yes sir.

Q Have you preQiously testified before the 0il

Consérvation Division as a petroleum engineer?

)
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A Yes sir; I have.
Q i Were your‘qualifications accepted and made a
matter of record?
A Yes sir.
MR. COFFIELD: 1Is the witness considered
quélified, Mr. Chairman?
MR. RAMEY: Considered qualified.
BY MR. COFFIELD:
0 Is John H. Hendrix Corporation the owner~ of

the leasehold on the acreage in which the proposéd wellﬂis
located?

"A The corporation'is a part owner of co-tenant
in the 120 acre state lease in the East half of the East
half of the section.

Q Would you explain further then the John H.
Hendrix Corporation position in connection with this par-
ticular well? l

A Okay. on January 25th, at a meeting at Bob
Monaghan's office, the majority of the owners in the 120
acres of lease that we have conducted a meeting and at that
meeting, I was selected or drafted or volunteéred;”one or
the other, to be the operator of a proposed unit to consist
of the East half of Section 8.

| Q Mr. Hendrix, would you refer to What has been

marked as Exhibit Nine? And explain that please to the

Nye Reporting Service, Inc.
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Commissioner?

A Exhibit Nine is an AFE, that I prepared re-
flecting the estimated cost to drill and equip a well to . .
13,900 feet in the Austin area.

VQ Would you now go ahead and refer to what has
been marked ‘as Exhibit Ten and explain that to the Commission
er?

A Okay. Exhibit Ten is a copy of a proposed

operating agreement on the form provided by the Petroleum

" Land Map Association. In that we simply propose some of

the cuétomary provisions that are frequently in operéting
agreements,

Q This Exhibit Ten, this joint operating agree-
ment being submitted as Exhibit Ten, reflectvcertain sums
as overhead and expenses?

A Right. ~What we have prbposed is a $2,500
per month drilling well overhead.. And we prépose a producing
well rate overheéd of a $150 per month. t

Q In yéur‘opiﬁidn, and from your own knowledge,
are these amounts consistent with charges of the sort com-
monly made iIn the area?

’A They are consistent with what prudent opera-

tors charge. I'11 touch on that a moment. I understocod

. George earlier to imply that he would to make a profit on

the overhead and we -- our group, that's not our mode.
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i 1 The reason, the 150 every February, my staff will go through
!"' ' 2 and compdte in a very careful manner what our per-well over-
3 head was the previous year for the year 1978, it was slightly

4 over $149, like $149.60. So we charge people in our deals

a1}

precisely what our costs are on average. We operate somethiwq

; 6 over 100 wells in New Mexico and I guess 80 or 90 in Texas. )
é o i 7 So that was the basis of our recommending $150 per month.
- 8 Q Mr. Hendrix, referring now to the -- back to

9 Exhibit Nine, and your AFE. Previously you had been sub- ?

10 mitted or had seen a copy of the AFE which was submitted by

et AT AR R T e gt T

1 the Harvey Yates Company and, also, I believe, that was
12 submitted as an e#hiﬁit in your present case.
13 A’. Yes, that's correct.
14 Q Would you comment on the differences between thL

» 15| amounts shown on your AFE and the amounts shown on their }
6| AFE? | M
17 A I will do that. Our AFE totaled‘$79l,950.

18 Their AFE --

¢

19§ Q That was for completed work?

20 A That's completed to the tanks. Their AFE
21 fér theAsame - esséntialiy the same work, I think'maybe

22 they show the well a hundred feet deeper, was $913,500.

ﬁg 23 And there also -~ in my mind there are sofie obvious guestions +
% "24'{. that I can't resolve on their AFE. We're quite prepared to -
25 defend“ours in a very detailed manner. One question I have
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on their AFE, if you all can refer to whatever their's is,
they show under intangible drilling costs, a location cost
of $15,000 which is right in line. The part that bothers
me on the footage they show a 14,000 foot footage at $17
per foot. Then in addition to that they show a 28 days of
day work at $4,000. I simply don't understand that. We
can get contractors who will drill to a depth of ten
thousand five hundred feet at a cost of $16.50 per foot.
Thereafter we would be on day work. So it almost appears
that they have made théir estimates on $17 a foot to TD,
ahd then tossed in an aéditioﬁal 29 days of day work.
Thét's ingonsistent and we simply don't understand it. Addi-
tionally, mud costs, they come up wiﬁh $50,000. We are told
that on the first Adobe well, the actual mud cost was
$34,000. We have used $35,000 on our AFE,. Anothér differ-
ence, we can run four and a half inch casing. They have
written seven inch or five and a half hére. I don't know
what that means. One or ‘the other. Here our tangibles on
our AFE are approximately $50,000 less than the Yates AFE.
These numbers I used are mil prices, FOB, Locations on ma-
terials. So the end result is th#t we're falking abou t
in the neighborhood of $120,000Pdifféfence in the cost of thd
well. .

Q Mr. Hendrix, what experience have you had in

the general area of an operator of oil and gas wells?
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A Weli, in Lea County, as I mentioned carlier,
we operate somewhere in thé neighborhood of a hundred wells.
I don't know exactly how many. About that. Lesser amount
in Texas. We've had and have a very excellent district

office at the unit, with good superintendents, drilling-:

foremen, completion fnremen et cetera. We started our

operations down there in probably 1967. Based on some
numbers next oil and gasfassociates put out for the year
1977, John Hendrix individually wasvthe largest individual
gas producer in New Mexico at approximately tweive bef.
That was, I don't know, twelve or something out of five
hundred producers in the state. We do drill wells to £his
depth, ch, in a routine manner.

Q - Mr. Hendrix, as a consequence of your extensive
Qkperience with wells of this sort, do you fééi confident
that your figures and &our AFE are good‘hard figures?

A‘ o Yes sir, I do.

Q o Lef's go on to what's been mafkéd as Exhibit
Eleven, and explain what this represents?

A Exhibit Eleven was a letter that I had mailed
to 6eorge Yates. On Jhnuary 31. We were attempting to
open some discussion on how to handle the section which we
very sincerely wanted to do, still wa;f to do. For whatever
reasons the mails or someone's loéing this or whateVér,

we've yet to receive a reply to our efforts outlined in this,
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@  Mr. Hendrix, passing on to another matter,
relative to recoverable reserves in this area, have you

studied the proposed East/West alignment of proration

- spacing areas versus a North/South alignment in your capacity

as a drilling engineer?

A Yes sir, I have.
Q What are your conclusions in that regard?
A Based on Mr. Carlton's maps, the isopac maps

and the structure maps and assuming we have uniform porosity,
and berméability, we have concluded, or I have ‘concluded
that the East half of Séctioh 8 should recover in the line
of six to eight bef. The West half of the section should
also recover approximately that same amount and this is as-

suming that , here again based on the new well Adobes and

‘especially based on this dip meter data which we're not

privy to, if the East half is approved, we will be applying
to mer our location, one location to the West on that
"assumption, the recovery should be very simply in the East
half and the West half.

Q Are you saying there would be significantly
more priduction taken from Secfion 8 if the East half and
West half are fhe proration areas ?

A " That's correct. Based on what we know now,

if the alignment is East/West with the South half dedicated,
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Q Mr. Hendrix, were these Exhibits Nine, Ten
and Eleven prepared by you under your supervision, or are
they part of yduf files to which you have access?

A Yes sir, that's correct,

Q In your opinion, will the approval of the
application of the John H. Hendrix Corporation prevent the
drilling of unnecessary wells and otherwise prevent waste
and protect correlative rights?:

A Yes, I believe that fifmly.

MR. COFFIELD: Mr. Chairman, move the admission
of Exhibits Nine, Ten and Eleven.

MR. RAMEY: The Exhibits Nine, Ten and Eleven

will be admitted. Any questions of the witness?

MR. LOSEY: Yes sir.
CROSS EXAMINATION
BY MR. LOSEY:

Q Mr. Hendrix, you and your other working inter-
ests met on January the 25th. As I understand it, in this
120 acre lease. What was the purpose of your meeting?

A Well, to review the -- to review cur investment
in the lease.

Q Wasn't the real purpoée to yeview the proposal

submitted by George Yates.to Mr. Monaghan and Mr. Carlten?
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A That was one of the purposes.

Q That had been made to you on about Jahuary the
22nd?
- A I don't know about that.

Q Do you know if you ever responded to his pro-
posals?

A I have never had the proposal.

Q Do you know if Mr. Monaghan has ever responded
to his proposal? -
A I. fell sure that he has. I know that for a
fact.
Q Do you know when and how?
No. I would think on the phone, probabiy.
Q But the first indicafion you made to Mr. Yates

to join in drilling the well on the East half was your

“letter of January 317

IS

A That was the first I inade, &es, it- was.

Q | Hadﬁ't;You'already'filed your notice of in-
tention to drill on january 29 and had it approved by the
Hobbs district office?

A Yes sir. We probably filed it beforethe 29th.

I think it was probably approved thé 29th.

Q And that really was your response to Mr. Yates'
proposal?
A That's not correct.
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Q Did you submit your AFE or joint opera-
ting agreéeément to Mr. Yates?

A Let me refer you here to my letter. Exhibip
Eleven. As a joint interest owner with Cal-Mon 0il Company
in this lease, we would like this operator if this is satis-
factory to you we'd be more ihan'happy to furnish you with
our AFE and operating agreement for your approval. 1 can't
be any more exblicit or direct than to make that communi-

cation and to date I have had zero response to that communi-

cation.
Q LIn answer to my question, though, --
A That was an answer to ydur question.
Q You have not submitted the AFE and operating

agreement ﬁQWE}@ﬂQ?til’the specifications today?
A That's correct.

4

Q- Mr. Hendrix, are you aware that the Commission

orders on forced pooling provide that a non-consenting
working intérest only is obligated to pay reasonab1e @e11
costs regardless of what is in the AFE?

A I'm sure the Commission has some reasonable
rulings on the matter,.

Q And ' that that's an expressed order of the

Commission in enférced pooling?

A Well, without getting greatly off the track herd

we have drilled lots of wells. For a lot of drilling

Nye Reporting Service, Inc.
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1 contractors. When I see an AFE that has something like this’
gﬂ! 2 ihat is so far out of lime, I have a lot of guestions, -and
3 that's something we would very well -- to have a complete
Bl understanding of before we were a party>to signing an AFE. A
B I'm speaking'fbr my corporation and I suspect
6| my co-tenants would feel in a very similar manner to this.
7 Q I didn't want to get that far off the subject
8 either.
?. d Z 9 A I'm explaining my problem with your AFE.
| ;; 10 Q My question is are you aware of the fact that
é i1 |~ whether the Commission orders giving non—coﬁsentiﬂg partiés
12 90 days after completion of the well to determine whether
13 they were charged with reasonable well costs?
14 A I'm aware of that. f
N - p
St 15 Q Now, you have given, or said you calculated C
16 | the recoverable reserves under the East half and the six to
17 eight cubic feet. What was the basis for that délculation?
18 A I don't have my work papers with me. It was
5 19 assuming -- I'11 have to give it from memory, and I can
’ 20 furnish this to you or the Commission. Probably a 35 feet
;%j.f' 21 average pay thickness and that was in part -- well, the pay
52 thickness was ‘taken from the aspects maps that's my basis
23 for it.
24 ' Q And-so you assume uniformity of porosity to
’i 25 arrive at your six to eight feet? ' ’ ;
" — _
Nye Reporting Service, Inc. 5
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A Sure, you have to. There's not enough pressure
history to do anything other "than that.
Q Making that calculation, your porosity -- your

uniform porosity extends across the East half and across the
West half of the section?

A The total acre feet of porosity will be
essentially the same on the East half as is on the West
half. To set up a standard of uniformity would not be
correct.

MR. LOSEY: That's all. ‘
MR. RAMEY: Any‘othér questions of the witness?
RE-DIRECT EXAMINATION -
BY MR. STAMETS:

Q Mr., Hendrix, is the basis of your statement
that more gas be produced frbh this section, the way you
propose it as opposed to the way the Yates' proposed to

driil, because there will be two wells drilled as opposed

‘to one?

A That's in part. You can -- if water is

present on the North end ‘as we think it should be without

. some uniform withdrawal which two wells would-give,’you're

going to get a more uniform withdrawal and that would pre-
clude or at least help reduce the possiblity of any entrap-

mént. By water channeling or cdning fuel.

Q So you are staying farther away from the

Nye Reporting Service, Inc.
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1 water.
| .
- #a§ 2 A Sure.
3 Q Ok;y. Do you think you would drill a welll
L in the North half if the South_haif Qas dedicated to another L.
- B well?
G A Well, it would depend to a large extent on
: 7 ‘what the first well drilled would indicate. Let me continue
? 81 -there.
? 9 ’ Q I was going to -- let's go‘ahead and you
i 10 finish up. Why don't you do it on the basis that Mr. Carl- :
: , 5
; 1 ton's maps are perfect. £
% 12 A Okay. If his are pef}ect I would say a loca-
% 13° tion in the Northwest of Southeast and in the Noftheast of
14 Southwest would be the perfect location for two wells to
513 15 properly drain section 8. ! ( ﬁ;
16 Q If Mr. Carlton's maps are perfect and a well :

17| is drilled in the South half, say the Yates application is .. : ’;"‘
18 aﬁproved, would you think you could drill a well economically
g 19| in the North half of the section?

¥ 20 A We would take 2 real close look at it befbre
BT 21! we would -- I don't know. The risk -- I want to stress the &
» 22 | risks are strenbdusly higher in the North hdlf than the South
23 half purely due to obvious down dip condifions and there

24 could damn well be Qater somewhere up fhere._

25 MR. STAMETS: That's all.
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MR. RAMEY: Any other questions of the

witness? Mr, Losey.

RE-CROSS EXAMINATION

BY MR. LOSEY:
Q Isn't’the risk really higher Mr. Hendrix,
in the North half because because at this time it would be
a further step out from production?
A Yes, of course, precisely that's what his
maps show.
MR. LOSEY: Thank you.
MR. RAMEY: Any other questions? The witness:
may be excused. |
i BOB MONAGHAN
being called as a witness andyhéVing been duly sworn upon
his ocath, testified as foilows, to-wit:
DIRECT EXAMINATION
BY MR. COFFIELD:

' Q Would you please state yéur name, address,
occupation and relationship to the_appiicant John Hendrix
Corporation?

A My name is‘Bob3Monaghan, I live in Midland
Tex;s, I'm President of Cal-Mon Oil Company, and the on1y¥”
association I have with the appliéant is that we are frieﬁds.
We are co—ténants, not partners I want to put that iﬁ the

record, not partners in the lease acquisition and John was

.
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engineering, graduated in 1948 from the University of Texas,

‘stated his qualifications and biackground.” Are his qualifi-

SRR - ..
kind enough té have his company act as oper;tér for our
interests.

Q Have you acted as land man in consulting this?
A Basically, I have a degreé in petroleum

Doctor of Jurisprudence in 1951, have been working in
Standard 0il Company of Texas land lease department, general
manager for Texas Crude 0Oil Company, Fort Worth, I have

been President of.Cal-Mon since 19, I believe, 66. I have

worked in land, some geological energy evaluations. I do mosit

1y land work and 1eéél work, I‘Ery to stay away from the
geological engineering because 1 haven't had the experience
in the last 15-20 years as a pefSon who is constantly doing
that so 1 have enough sense to go ask Conréd or. Toby.

Q Mr.;Mbnagﬁén; are you familiar with the ap-

plication of John Heiidrix-Corporation in this case?

A Yes sir. ‘

Q . Have you evér previously testified before this
Commission? |

A No sir.

MR. COFFIELD: Mr. Chairman, he's already

cations acceptable as an expert?
MR. RAMEY: Yes, they are acceptable.

BY MR. COFFIELD:
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Q Mr. Monaghan, are you familiar with the land
work which has been done in connection with this tract, and
in connection with the general area?

A Just the generﬁl area? Yes sir. Based on
the geology that Mr. Carlton had, purchased that lease, I
believe, in February of '77, and the information generally,
he had he made a detailed study of the areas before:the
Adobe wells wére drilled. It was based on his large and
anticlinal features there and essentially it was -- 1 believe
Mr. Carlton prepared ail those maps probably when he did
strupture‘map and they were stored by GeO'Map probabiy up-
dated. Essentially we have that work plus he studied the
Phillips Well and the other wells in thé area. Mr. Carlton

also advised me at that time that he had -- he sat on._a Gbﬁpla

of wells in the area -- the Zapata Well and the well to the

Southwest there, ran samples and checked the well because-——l. ...

he was supporting them or he was employed. So we had quite
a bit of information available at that time. As far as the
history after our purchase of fhe lease, we héd enough infor-
mation, I‘think, to_justify: the area because we paid Mr.
Yatgs ..~~ was our bidder and we cutbid him so we had énough
geology we thouéht it was better than he did. After that,
the Adqbe Well was announced. It was drilled tight, so we
never saw the log. We did not do anything as far away, I

got some more dévelopment, subsequent to that, Adobe announch

Nye Reporting Service, Inc.
Certitied Shorthand Reporters
621 Old Sania Fe Trail ~ Suite 7
Santa Fe, New Mexico 87501




~ E

(62

DA g el (RO b AP N ho e ek

et A, A S AT LN e

PR

e RN AN
S “.n_{t.,.’,‘vh“

&

10

11

12

13

14

15

16 -
17

i8

21
22

23

24

25

e et et e e o e ey~ = =)

the gas was dedicated or not, or what the problem was going

a well just South of our Section 8, there, and we were
related. While that was drilling we were approached by

two geolbgists in Midland. They had farm-outs from Marylo,
in our CA, and AMOCO had indicated that they had the four
farm-outs that had been sold to or made a deal with Yates
Petroleum Company to 6rill a well in there, that there

was apparently some conflict between Harvey E. Yates Com-
pany and Yates Petroleum Company that was{;robably several
months before this all came about. And that he wanted me
to stay loose and not commit_my acreage to any one until
thdse problems were resolved. I assured him that we were
not, that we were actually going to see if the Adobe-Hannah
Well reached total depth; I guess it was shortly after that
a tract just South of the Phillips Well was put up a§ﬁa

state Saie. "We did not bid on it. We didn't know whether»

to be we understood for the Phillips there was a posSibility“
it -might be dedicated so we stayed away from it for -~ but
shortly thereafter I believe, it was the Yates Petroleum

man in conjunction with Harvey Yates, filed an application
for a well in that Northwest quarter using designated West
half. So it turned out you have Yates for the West half/
East half line in the section 20. You have Adobe-Hannah Well
which has Easthaif/Westhalf. We are recommending the Eaét

half/West half in Section 8 as opposed to changing the pat-
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terns in the South half.

Q Mr. Monaghar, would you please give a narrative
description of the contract that you had with_both Vates
Petroleum and Harvey Yates Company in connection with the
development of this. Kind of in chronological order, if
you would. ' | )

A I don't know exactly how to say it, but there
is testimony here today that conflicts with what 1 was
ﬁold. By thé two geologists who had a falling out.

Q Just  state it as you Know it.

A From information I received f£om distussion of
this matter with Yates Petroleum Company. They indicated
that they had asked Harvey Yates to join in the working
interest unit with them, and have a West half well, Vest
half of Yates. Mf. Yates flatly refused, it was pointed out.

MR. LOSEY: Excuse me. I realize thié is
hearsay; I'm-not going to object, but I would like'
to know what the two_geélOgisfs’hamesraré.

THE WITNESS: Mr. Russel Stipp and Mr. J.H.
Moore. They are former district geologists.and for Chevron
0il Companyh They afe independents now and are quite well
know by Mr. Yates here and éhe rest of the people in this
room.

MR. LOSEY: Russell Stipp and J.ﬁ.quore.

THE WITNESS: VYes sir. They took the formats

Nye Reporting Service, Inc.
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as I understand it from these companies.

MR. LOSEY: Excuse me. Go ahead.
BY THE WITNESS:
A They indicated that ihey rcfused, that the
AMCCO lease expiredVMarch 18th, that Mr. Yates' lease expir-
ed in October, to quote anremployee. I asked Yates' employ-

ge-participating in the working unit, and I said how in the

world could all this happen, that you all lost control of

this. And this, I don't know how to-say it, except 1'11
change the language, he séys frankly we were blackmailed.
MR. LOSEY: Let me stop again.
THE WITNESS: That's Mr. Randy Patterson, sir.
MR. ZLUSEY: All right. If I'm going to listen
to hearsay I waAt to know who it is relating to.

THE WITNESS: That was a conversation I had

'directly with him it's not exactly hearsay. 1 believé>the

next I knew I got a call from Mr. Geé&gé Yates who was in
town said we're going to drill a well, why don't you join
us. 1 said, well, what do you want to do in the South half.
BY MR. COFFIELD:

Q Just a minute here, Mr,. Monaghan. Is thié,
telephone call and so forth thé one which preciptated the
meeting on the 22nd or 23rd.

A It was Tuesday, January 23rd when ouf:meeting

was, at ten o'clock in the morning. He called and asked
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-we went over and sat down, while Mr. Yates was on the tele-

~you have anything else to help us makc a decision that_ this

‘to our partners to hélp'them and us make a decision. I can't

if we'd join the well. 1 said, well,we'd like to see what
you got, what you want to do. T still had not heard back
from Yates Petroleum or from Russell Stipp about their deal.
And I was pretty committed to wait to see what they did.

So I said do ydu have anything you could show us. We don't
have a lot of information. We did not have a copy of the
Adobe-Hannah well -- the Adobe 116 Well. We did not have
privy to the tests, or core or anything else. So I said

may we come over and talk to you, maybe'shdﬁ us some of your
geoiogy, we don't have a lot on fhat.

These new developments is what we wére reférring

A

to; So he said yes, come over. So 1 cailed Mr. Cariton and

phone I think Mr; Lattu showed us a couple of his small

scribble maps he'd fixed up to show us. I said, well, do

is what we ought to do. He said, no, we can't show you

anything else. 1 said do you have anything we could ‘show

answer for everybody else. To our co-tenants in the thing,

and he said no. Anﬁ we were not shown the log on thé Adobe-
Hénnah so we had no idea what it had in it. Not the Hannah

116. ) |

Mr. Yates came in, they discussed the working

interest unit, and I said will we be entitled to pay our way,
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and participate in that; He said no. I said we're being
asked to pay one-eighth the cost by drillirg this well you
earn the farm-outs in those secticns and half outside of
the unit, and you still don't think we're entitled to :
there. My feeling was if it's dry hole money would he hold
the dry hole money and sgay it's all -his because he got it,
or would we be allowed to share in that. And I think they
are the same thing, that most reasonable and prudent operaton
with ethics would approve that. Then we kept talking about
this, what we could do. He said, well, in no uncertain
terms, you "can join us and pay your eighth. You will rot
share in any farm-ins, period. ébu can't non-consent.

You can farm out for a 16th and a 40 percent back in and

of cours”, our thoughts were then the people hé's'over here
forcing for 40 percent back in, when the common deal now is
50 percent in most ofithese areas, were fhe»people with
expiring leases. Ours wefe brand new leases. We paid

a hund?ed and eighty-seven dollars of sométhing like that
-an . acre for it. We were not in jeopardy. Theré was a

well drilling juét South of us that would be down quite a
while before, and it's been proved since then, you have to
start drilling. I thought we Were'entitled to some decision
on that. He said,jwell, if's do that or I'm going to force-

pool you. That's the only choice you got. Then Ken said,

have throughout, cash way, hel'll, well we might just take

dheh
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the whole thing and make a whole unit out of it, put a five
hundred percent non-congent clause in there. TFraunkly, 1
never head of a five hundred percent non-consent clause be-
fore, and I just started and set there. Frankiy, alfter that
we went outside and I looked at Toby. I said, Toby, I

feel 1like a stepbréther's child. Wé came over here with

our good feelings toward ycu, and you say that's why ;e
bought the lease, everybody wants to participate in the well
that'g why we're buying those leases, we bought some 20 or
25 thousand acres up there in the last year. I cume out
like my lease is’expired; I was asking a favor, and still
try to help cooperate. So we came back, and I was shook, I
got on the phone and called John ﬁendrix, called the Presi-
dent of the Tree 0il Corporation,‘also associate buyers in
that thing, called Jack Markham and John Wellburn up din
Lubbock. I said, what do you think? This is what he's told
us he'll do. All of them were astounded that these people
would not offer us a chance to participate at their cbsﬁ on
any'farm-oﬁts that were required, that a farm-out would only
be a 40 percent and that if we didn't we could go to pot.
Because they were assured the could sell énocugh to force-pool
us up here. So they said, well, why don't you talk to.your

attorney about that. So I called Mr. Coffield up, I had to

‘do it the next day because that was that'way, Januéry 24th;

talked fo him and he told me " I have never been to a
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e 2

Commission Hearing like that, I have no idea what the pro-
cedures are. I then got on the phone and talked to everybody
again and told them what Mr. Coffield's firm felt that sit-
uation was. Needs to be decided what we're doing, what we're
going to propose. When we got to the ﬁeeting and talked
around about the situation, the well driiliqg and “how deep
the Hannah Well was, it was pointed out thaf after Mr.

Yates and them got the Northwest quafter of 20, they imme-
diately, before Adobe, who's the operator, filed a permit.
They filed one to beat them to the punch. And I thought,
well, that'é kind of scary, because I alsoc know that when
Adobe had a meeting‘with Harvey Yates and the rest of the’
people in that group about the No. 116, recommending 160

acre spacing that everybody seemed to agreé and a very short
time.after Ehat they were advised that Harvey Yates came
over here and applied for 320 and didn't even advise Adobe
and them that they were doing it. So that kind of scared me.
That we might be confiscated or’our ¥ights taken away from
us without due process. So we recommended that the thing

to do to protect ourselves against a'full Commissidn Hearing
would be to file a form C-101 on what we like best for our
lease and have it:adjudicafed gere-before this Commiséion.

ahead with the story after that?

You want me to go

Q

A The form, I think, was probably filed the

Yes.

Nye Reporting Service, Inc.
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Friday the 25th, 1 think it was, or 6th. Tuesday was the
23rd. it would be the féllowing Friday and thén-on the fol-
lowing Monday. I believe, it was approved. On Tuesday,

Mr. Lattu called me and said Bob, what's going on. I said
well, what I saw here, I was afraid we were going to be
forced into something we didn't want to, we were quite con-
cerned over the conditions and we felt like wé had been
kind of browbeat and everybody was shocked and actually mad.
Some of them are still mad. So I said I think -- why don't

you talk to George Yates. H@ said, well, George is in

‘Colorado. I said Well, talk to somebody,: see if we can't get

to gether and talk dbout this thing because we're headed for
a héaring and I -- even know George Yates said the reason’

he wanted the South half to the West half was that he wants
to unitize all thbse'leéses over fhere'in the West half, 'Weu
got a iot more paperwdrkjand time to do this“if we're going

to have that way, and‘if we go to court we're going to have

"a lot more time. So, I believe it was on\February the 1st,

a2 Monday I believe it was, following our talk, I guess, with
Mr, Lattu, it was on_the EOth. Mr. Bob Strand called me and
said he'd been adviséd of this filing of ours and wanted to‘
know what we could do and everything. I told him we had
some probléms that we'q like to discuss with them, why didnft

he have Mr. George Yateé and the others all get'together and

have a meeting and discuss these that we did not want to go
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before a heéring, that we thougﬁt they could be worked out.

He said, well, I feel Lwo things, we could

‘probably go to the West half, we might go the West half,

but I'11 tell you what, when you get ready to do it your way
we will go non-consent and you will carry us for our inter-
ests, and ydu will prove up that, plus you will prove up-®
our leases to the East and Northeast there. We feel that
would be a good deal for us, he said. Actually, I can
almost assure, I think .I know e;actly what George Yates will
do when he comes.back. Which seemed like another -- what
we-had before. On February the 2nd I was talking withTYates

Petroleum regarding“their well in 22-23 that we have joined

. a large unit with them, and said you all are relativéé with

these people. I don't know what your relations are, other
than I've heard rumors, why can't you all work out a deal
where we can all meet. He sﬁid, what's the big objection.

I said, well, We were given those three options and told ther

‘was no way we~coﬁ1d participate in the farm-ins, which you

all took from‘Stipp and Moore. I said, would you object
and they said, no, I don't think we would. I don't see any
reason why we would object.' Well please talk to'fhem.and
lets get something going.
MR. LOSEY: Mr. Monaghan, I'm going to
. listen to sdﬁé mgre hearSay, but tell me who is relating.

THE WITNESS: Randy.

Nye Reporting Service, Inc.
Certified Shorthand Reporters
6231 Old Santa Fe Trail .~ Suite 7%
Santa Fe, New Mexico 87501

114



l . MR. LOSEY: That was Randy Degan?
Lol 2| BY THE WITNESS:
""" T R 3  o '7 A Yes. 1 believe it was on the 7th or 6th I
B - 1 talked to Bud Hebert. On the other thing; about some of T
K the operating leases had been signed and AFE's, and I said,
. 6 Buddy, did yéu ever get émything. He said well, I think we
;- 1 kind of got turned down. I said, well, please try it again.
"" 3 He said, I will. Two or three days went by, 1 didn't hear
L‘ 'v 9 from him. AI talked to Randy Patterson, I said Bud never
: ~ 10 called me back, we're still waiting here, it's getting
i closer to filing for a hearing. We haven't had a discussion.
12 He said, well frankly, he's in Washington andr I don't know ‘
13 what Yates told. 1 said, well, would you take it on your-
14 self to have some communication with them so that we can
: fﬁ) 15 do it. 1 believe it was on . it was several days after ’
! 16| that, after the 7th. Probably a week, I have the exact .
t7 date here sémewhere, I even typed up the transcript from .
18 the conversafion I had a Dictaphone cover it. He said I
19 talked to George Yates and George said he's done all the
20 talking he want's to do. He's not going tc; talk to you 21l
21 about anything; He'll see you in Santa Fe. M 5';
2| Now, I think if there's any indication that
23 we haven't tried ‘t.d’»'comm'u‘nicate and resolve these differences,
24 I think they are misstated and misrepresented because we
?5 have, And they're both working together every day, we f1t " 1
\ ) Nye Reporting Service, Inc. _ k
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surely they could do it. And I think we made every effort.

MR. LOSEY: Mr. Monaghan, who was this last
person we talked to? .-

THE WITNESS: Randy Patterson.

MR. LOSEY: Okay. That's right.

THE-WITNESS; I assume Mr, Patterson will
provably lose his job after this,rbut this is fﬁe actual
truth, I hope you won't vindictive.

MR. YATES: He doesn't work for us.

THE WITNESS: Yes sir, I know that. Do you
have any more questions?‘ ‘

BY MR. COFFIELD:

Q Do you have anything else?

A Just a summation,

Q All right.

A I think from what you all have seen here,

prepared by Mr. Hendri$'and Mr. Cafltonrwho are both QUali~
fied, the_prédoﬁinance of evidence is that two wells can be
drilled in that sectién. That by so doing'the state will
recover a lot more money, a lot more of it's share of oil

and gas than you will from onetwell 660 feet from the South'/
line and no other wells dfilled. Frankly, if Yates' threat
is true, I will not éo up there and drill a well for a
quarter interesf with a risk factor like that, for whatever

penaltiés you had, and if it's anywhere what you think it is
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I wouldn't go drilling up there anyway, it wouldn't pay my

' partzdf it. I think that the basic reason for Mr. Yates'
putting the South half whicﬁ 1 have been indicating bhefore
in testimony that they would haveva 120 acres in the Vest
half unit, the South half would have a 160, which gives
them a bigger interest in working this unit, and also gets
them a ;ittle closer to the field. I think the ;ommunica—
tions have been very serious that from the very start, from
the first thing several months ago that they have been
browbeating people. Trying to force thém to do everything
that they wanted to do. 4And been—partially sucCeszul.
The state will lose 50'percent probably, 6f the recovéry
they might get by going along with fhis'attempt, énd I think
that the intent of High-Co is largely cbviously for a selfish
interest/énd does not try to protect higher interests or
the stéte of New Mexico's interests. I think by coming hgre
and filing this petition, that they're atteﬁpting to getAYOu
gentlemen to lend some shade of respeétibility to what they're
déing. It's not acceptable for what they're doing to most
of the people I know and all the people I know are all
against this. He's done it to ao his two Adobe down there
on 160 acres‘spacesxthere, he's done it on the West half of
Section 20, which are questionable in th;mselves. We feel
the expressed ﬁéed df‘the Commission should‘not be subjééfed

tothese requests, that they are making. Approval of forced

Nye Reporting Service, Inc.
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‘ ! poeling actions will deprive not only the adjoining land —
| ﬁ 2 owners who live here, property rights, and protect from
T 4] drainage but will aiso protect you. -
1 I do. not in any way thin%{ their request -‘
5 would prevent waste or protect correlative rights of all
6 the parties concerned.'
: 7 Q You think our request would?
‘ 8 A Yés sir.
“ 9 MR.‘ COFFIELD: Ihave no further questions of
E 10)  this witness.
‘ 11 ' - MR. RAMEY: Any questioné of the wi‘tness? |
12 MR. LOSEY: Yes sir.
13 MR. RAMEY: Mr. Losey.
14 ‘ CROSS EXAMINATION
! 1B} BY MR. LosEY:
i6 Q Mr. Monaghan, what day did you talk to Bob
17|  Strand on the telephone?
18 R A The date I had on thé call slip was February
19 1st. I brought some of those call slips in, in case —- I
20 believe I may have that. Would you like to see'f;that?'élip
21 if I have it or will you accept it? 1 can furnish you my
: 22 telephone records or we can check it or I can find it later,
: 23 but up to today I wrote it down.
24 Q You wrote February one?
25 A Yes sir.
Nye Reporting Service, Inc.
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Q Where did you talk to him?

‘A VVHe called me from somewheére, I presume his
office to my office. - | 7‘ -

Q He called you?

A Yes sir it was the day after I talked to Andy

'Lattu, I asked if Andy communicated to them that we would

like to have a meeting to the following day if that day was
Febraury the 1st or Monday then he returned the call the
next,day.

Did he-tell you he was Bob Strand?

Yes. s
Did he tell you‘where he was located?
That he was with Yates Petroleum, né sir.
He was with yates?

e

I'm Harvey Yates Company, and he talked later,

> O > O B O

too, when he told me whgt happened, that's the wiy-1 under-
stand it, that's what I wréte down. |
Q This is Bob Strand?

'§$ A I have never seen the gentleman before in my
life, I'stiil don't know him. I think I asked Mr. Coffield
or somebod& de yvou all know Bob Strand. The guy éalled and
he taiked to me and he said this is what we'llcdo‘

Q Tell me the gist of his convérsation again?
- A It was very short, he asked if we did it and

what were our reasons.

Nye Reporting Service, Inc.
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1 Q You did what Mr. Monaghan?
on 2 A I told him the reason we did ‘it we wanted
3 to protect ourselves and and thought they were being unfair,

4] and we could not participate,'that we were afraid we were

- : ] going to lose our interééfs'fhét'we frié& tdmﬁfbgggfméﬂr—
6 selves and we'd like to discuss it with you would you please
1 come over here, and he said well, we may go the West half,

8 I said, well right, that's what we want, that's what Yates

,-w
N}

Petroleum wdnts as I understand. He said if we do, you'll

PRUTUR YO

10 have to carry us on any other stuff. I'll tell: you what I

PN

11 think George Yates will do soen as he gets back.
12 Q You're satisfied that this man told you he was L

131 Bob Strand and talked to you on'February 1st?

- 14 A I've got a scribbly paper here if I can just :
e 15 type it. ‘?
16 Q | I'm not concerned about the date, Mr. Monaghan, f

17 is fhe fact of the conversation what a man who rélated said

18 he told you he was Bob Strand.

19 - A Well sir, I have never heard of that name
20 before, 1 have never heard it since. I don't know where I 2
:21 would have gotten it if somebody hadn't called”me and said

22 they were Bob Strand.

23 Q Now, yoy have related all these tactics that

24 >you say .Harvey Yates CSMpany has dotie for the Austin-Mississ-

25 ippi Pay. One of which was that Harvey Yates Company asked

I
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for 320 acre spaces for the pool, is that correct?

A In the --
Q Austin-Mississippi.
A Harvey Yates did, no. Adobe did. Adobe went

160 and when Yates left them they understood Harvey Yates
left the meeting they understood they agreed with them on

160, next thing they knew there was a Commission application

filed saying 320 and they were caught .

Q Who was the 3pplication by?

A Mr. Yates, I believe is the way Ifundersﬁood.
Q That is correct és most'ofryour'other hearsay?
A Sir, I have come over here and checked the

records on it.
Q_ If I were to tell you that I filed the

application for Yates Petroleum Company and to have the

Austin and Mississipian Pay approved according to procedure,

.would you tell me I was wrong?

A No sir.
Q If T were to téll you that Yates Petroleum
Corporation was the company that signed the application for

the Northwest quarter of Section 20 and not Harvey Yates

" Company, would you tell me I'm wrong?

A The maps show that, but I would assume Harvey
Yates are involved in it too, aren't they.

Q ~ I can not say that.
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A I think 1 can -- tend that to. Maybe Adobe
when they said Yates meant both Yates people. I don't know.

Q On January the 23rd, in Harvey Yates Company
office you were giveﬁ the opportunity to join in with the
drilling of this well based on the South half of a location
in the Southeast of the Southwest,’were you not. And pay

your one-eighth share of the well?

A _ They did say that I could do Zhat, yes sir,
Q / Have you ever responded to that offer?
A Not in the form of a letter, but it wasn't in

the form of a letter that I was asked.

Q Did ydu ever respond by letter or oraily?

A I did through Mr. Hendrix letter &es, I was
previous to writing that and sending it to them yes sir.
And I talked to Yates Petroleum people and said could you
all not work out something -—=

Q In éfher words, your-response to that offer
was your exhibit seven, which invites them to join 'in the
dfilling of a well $Spacing the East half?

A .Well, it was also through our conversations
with their various partnefs, associates in what fhey should
get, Yates Petroleum Company showed a very amicable relation-
ship-With -— we were working very closely tqgether.

Q But the answer to my question is you never

. rejected HarveyyYates offer to join?
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! ‘A I told Mr. Lattu and Mr., Bob Strand we could
’H‘ ‘ 2 not join on that type of deal, let's get together and talk

3 about it, yes sir. I don't know that I nced to write a

4 letter and say object to it. because I want to talk and work
2 out something and compromise and get it done and get on with
61 it.

L Q  Did you offer the meéting on Jaﬁﬁary 23rd to

8 pay for the seismic and geological work that had been done

] . .
- : 5 9 by Harvey Yates Company in that area?
é 10 A Sir, to my knowledge they have done no seismic
11 work with relation to section 8. This was told to us by some

12 of the people in the working interest unit. They were going
13 to do it. They were not involved in Section 8. To help

14 Justifiy & location in the North half of Section 16 and they

LG AR RN £ N I R S N 5 TR DL

{:} 15 werekéoing it for that reason and that was the sole reason

16 that they were being asked to pay for their share of this
17 seismic. So I think that's a bunch of, of -- you want to
18 ,addresé me about Section 8.

b 19 Q Did you offer to pay for your share?

E 20 A No sir. I wasn't asked to.
21 Q Thank you, you answered .a question.
22 A No one has told me how much it was since -- .
23 never showed me.
24 Q Mr. Monaghan.
25 A Yes.
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Q Do I understand you to say that Harvey Yates
Company wouldn't let you have their maps to go over with your
partner.

A We said do you have anything we could take with
you that would help something with what we've got to show
them. Spend a lot mére time, do a iot more detail work,
to come upﬁwifh, and we do not have Adobe Wells, and we were
‘refused.

Q’ - Do I understand ydu to say you were refused the
right to take the maps?

A | Take anything. Mr. Carlton was allowed to put
some:points down there and write his own little SChedule there|

Q He took the points off Mr. Lattu's map?

A He took some poihts, I couldn't see across the

table, I didn't have my glasses on, I wasn't looking too

5}

;particularly.
| Q In that meeting, did vou all discuss the dril-
ling of a well in the North half of Section 8?

A We told him that if there's a well drilled there
that we didn‘t think the North hglf &ould ever be drilled,
it would be very risky and our lease was going td be just
sitting out there and we “would get nothing for it, it would

never be drained.
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Q Doesn't Harvey Yates Company have as mich
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acerage or more acggage in the North half of ‘the Section than
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you people do?

A Approximately the same.

Q I tﬁink,they have a 160 acres in the North
half. _

A They've got 160 in the South half, sir. ;ffﬁ

Q They've got 160 acres don't they, on the West

‘half of the Northeast and the Fast half of the Northwest?

A The West half, Oh, okay. 160. That's what

I said, 160, I believe in the North half they own 160 in

the South half.
‘ Q So they own really, more acreage than vou do
in the North half, aisO?
A I thought you said £hey own more acreage,
period. Yes, they own more than we do, yes.
MR. LOSEY: I think that's all.
MR. RAMEY: 'Any other questions of the witness?
He may be excused. |
| THE WITNESS: Thank you, sir.
MR .. RAMEY: Do you have anything further, Mr.
Coffield?

[

MR. - COFFIELD: No sir.

MR. RAME?: Mr. Losey?
MR. LOSEY: 1'd l1like to take about two or

three minutes before seeing about the re-direct, Mr. Ramey,
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~Direct-Examination?
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If I might talk to my people,
| MR. RAMEY: Let's take about fifteen.

(Whereupon a discussion was had off the record.
MR. RAMEY: The hearing will come to order,

please. #ir. Losey, 1 assume you have something further.
MR. LOSEY: Yes sir. I have some re-direct.

RE-DIRECT EXAMINATION
BY MR. LOSEY: |

Q You are the Andy Laffu that testified on

A Yes, I am.
Q . Do you have an opinion as to whether or not
the Austin-Mississippi Pay zone or Austin Pay zone is a

water dry?

A Yes, I do.
Q what is that opinion?
A It is not a water dry. There has been no-show

formation water in any that has penetrated the zone. The
Phillips Well, which is the highest well on the field is
apparently at or near depletion. It's my understanding that
the Phillips has been an attenipt to plug and abandon that
well in the Austin Pay zone. It has made no water. If it
were a wat?r dry reservoir I would anticipate the Pﬂillips
Well to be one of the last wells to be depleted. If the

reservoir did not have a continuous permeability or porosity
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I; v throughout it, then it would not be a water dry reservoir, o
5 " 2 and this is what I think the case is. I think (j;f would be
3 a gas depletion reservoir.
A MR. HENSLEY:Mr. Commissioner, may I voirdire e
. o) the witness as to his qualificati’ons as ‘a reservoir engin-
61 eer?
U S THE WITNESS: I'm not a reservoir engineer.
k;) , 8 "‘I‘here is, as I said, at the beginning of my statement, that
| 91. has not been a single show of formation for water in any
: 10} well that has penetrated.
/
é iy : MR .HENSLEY: I didn't understand that you were,
12 that's why I questioned that information. ,
i3 MR. LOSEY: We'll so note, Mr. Hensley, that
o -~ 4% we know Mr. Lattu's a geologist. I think that's all.
{ i By FURTHER RE-CROSS EXAMINATION g
N 16}  BY MR. HENSLEY:
17 Q Mr. Lattu, is it your opinion that if this was
: 18 | a water dry reservoir, that the depletion of this I;hillf'ips— .
% . 19 Austin Weld in S-ection’. 17, would it ultimately result: . in
% 29 the production of pf:odlxced water in conjunction with hydro-
§ ‘ , 2 carbons? f
. % 22 A You meén would it make water before being
o z 23 depleted?
., g L 24 Q Right .
., i 25 A Yes, I feel that that would be an assumption. ¥
: Nye Reporting Service, Inc.
Certified Shorthand Reporters
. 621 Old Santa Fe Trail — Suite 7
Sants Fe, New Mexico 87501
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111 ability, and not vertical into the water producing zone,

1 Q Is that your opinion regatdless of the distance)
‘ﬁ&,‘ 2 the verticle distance between the poroéity band and the gas/
3l water contact? |
4 A That's my opinidn of this reservoir, yes.‘ =
‘ ‘ 5» v - Q Is permeability a function of whether or not
: 6 water -- produced water would be produced in conjunction with
- 7 a gas reservoir like this?
i' T8 A Well, water dry reservoir requires good perme-
. 9| ability.
% 16 Q If permeébility was strictly horiéontal'perme—
%
¥

12 would you expéct to ever encounter any water?

R

13 A I believe the ~- this is a rulitic (sic) type -
14 carbonate, I believe the porosity and permeability are

A"“\ )

Lt 15 probably equal both vertical and horizontal. And I feel

16 that if this reservoir was a water dry before the Phillips
17 Well was depleted: you Wouid éee water,
118 . Q Do you have any explanation at all as a geolo-
19 gist, why these good porosity sections which Mr. Carltcn
20 described on the logs were never even tested when the wells

22 A‘ I believe the{porosity and permeability is as

23 good vertical as horizontal as I previously stated. They

R T R S e O A SR O P TR o s e

24 perforated the upper portion of it. Looking at the logs, the

25 lower portion does not appear to be water wet and therefore

Nye Reporting Service, Inc.
N Certified Shorthand Reporters

N 621 Old Santa Fe Trail — Suite 7
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they may have seen something in the samples that they
felt the sonic log porosity was not in fact porosity.

Q Isn't it more likely that what they found
was high water saturation, if you've got(that porosity indi-
cation on your logs. Isn't that customary in the industfy
where you've got a sectibn like that and you only perforate
a very small portion of the upper ipterval thaﬁTyou do so -
because of your fear of the’water contact?

A I don't believe the lower portion is porosity.
It may have been curiosity or something_else in: the samples
fhat léd them to -- they didn't test if and they didn't
“know why. In speculation on both our sides as to who's

right but this is my opinion.

Q Why doesawater dry reservoir require uniform
permeability?

A I didn't say uniform, it requires good permea-
bility, you"ﬁeed a lafééfWHETéffdﬂpQSh'a”waféfwmbiecﬁlé 7
through than a gas molecule.

MR. HENSLEY: No further questions.
MR. RAMEY: Do you have any questions?

MR. I.OSEY: I have no further questions.

MR. RAMEY: The witness may be excused. Do
) , 4

"you have anything further Mr. Losey? -

’ MR. LOSEY: Yes sir. Mr. Strand. He has not

been sworn.

Nye Reporting Service, Inc.
Certified Shorthand Reporters
621 Old Santa Fe Trall — Suite 7

Santa Fe, New Mexico 87501
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ROBERT STRAND
being/palled‘as a witness and having been duly sworn upohn
his oéth, testified as follows, to-wit:
DIRECT EXAMINATION
BY MR. LOSEY:
Q | You heard Mr. Monaghan testify with respect
to é phone conversation with a pefson who he said called

him and told him he was Bob Strand, did you not?

A Yes sir.

Q . Have you ever talked to your knowledge to Mr.
Monaghan?

A No, T. have not.

Q Did you not call him on February the first

and have fhe telephone conversation that he testified to?
| A No.

Q Did you ever tell him in a»telgphone conversa-
tion that if he drilled the East half he'd have to carry
Harvey Yates Company and with no penalty?

A No sir.
Q Have you ever had any télephone ponversation

with Mr, Moﬁagﬁan?

A No sir,
Q Did you ever send any letters to Mr. Monaghan?
A Yes, Mr. Losey, on February first I directed a

letter to Cal-Mon, to the attention of Mr. Monaghan, and

125
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- an abstractor in Lovington which indicated there were a

enclosed with that letter were an operating agreement angd

the AFE that's been referred to previouzly. Requesting them

to Join~and~“articipatc in the well,

Q’ Did yéu have further. correspondence with
them?

A Yes, on February eighth, I might back up and

tate when I sent the first letter the only 1nterest owners
that I was aware of that were in ownership in that particular
state lease were Cal-Mon 0il Company and John Hendrix Corpor-

ation. Subsequeht to that I ordered some assignments frém

number of other parties that owned working interest in that
particular lease. On February 8, 1979, 1 directed another
letter with basically the same terms in it to all of thése
people, - and 1 believe it also went to Cal-Mon and the Hendrix
Corporation.

Q - I have marked that as Exhibit Six; and your
prior letter of February one as Exhibit Five,. Is Harvey
Xatestompany a pgfty.to the Adobe 16'bperating agreement?

A Yes sir. |

Q And that resulted in the well that's been
testified to drill in Section 167

A ‘That's correct.

i

Q Are you familiar w1th the joint operating agree-

ment that was pronﬁuniby Adobe in the dr1111ng of that well?

" Nye Reporting Service, Inec.
Certified Skorthand Reporters

61! Old Santa Fe Trail ~ Suite b4
Santa Fe, New Mexico 87501
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A Yes 1 am,

Q Are you familiar with the monthly drilling well
rate charged by Adobe to the other owners?

A Yes sir, Mp. Losey, I called our office in
Rosewell about an hour ago and talked to my secretary and
had her get the particular file irvolved and she pulled out
the operating agreement and read it to me, the figures of
$2,620 for drilling, $275 for producing each per month.

Q The proposal-of Hérvey Yates Company in this
case was $2,700 for drilling and $270 for producing?

A Yes.

Q Did you also determine what the AFE was for
drilling of this Adobe 16 Well?

A I was dnable to locate that, Mr. Losey. I do
have that information for Hannah Well drilled in Section
17.

Q That was the well that is just now being

completed in the same pay zone, is it not?

A Yes sir.

Q And Harvey Yates Company was a party to it?

A Yes. :- (

Q What was the dry hole cést for that well, the

AFE?
A This particular AFE, Mr. Losey, indicated a

casing point cost of $588,500.

S _—_ S —

Nye Reporting Service, Inc.
Certified Shorthand Reporters
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Q What was a producing well cost?
$913,500.
MR. LOSEY: I believe that's all Mr. Strand.
CROSS EXAMINATION
BY MR. HENSLEY:
Q Mr. Strand, what is your ‘position with Harvey
Yates Companhy?
A Mr. Hensley, I'm employed by the company as an
in-house lawyer and as a land man.
Q When you talked to your secretary a féw minutes

ago, did you ask her to see if she couid locate any telephone

‘tickets for February one, between your office and Mr. Mona-

ghan's office for Midland?
A No sir, I d4id not.
Q - If you didn't have this conversation with Mr.

Monaghan, who did?

A I haven't the faintest idea.
Q Were you in the office that day?
A Yes, I expect so. This letter was dated Feb-

ruary first, the first letter we put into evidence , the
Exhibit Five, and I'm sure I wrote that 1étfér on February
first.

MR. HENSLEY: No further questions.

MR. LOSEY: I have no further questions.

MR. RAMEY: The witness may be excused.

Nye Reporting Service, Ine.
Certitied Shorthand Reporters
611 Old Santa Fe Trail ~ Suite 7 -
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FURTHER RE-DIRECT EXAMINATION
BY MR. LOSEY:
Q You are the same George Yates who testified
on Direct?
A Yes sir, I am.
Q And‘you're the same George Yates who offered

Mr. Monaghan of Cal-Mon Oil Company in Mr. Carlton's présence
the opportunity to, on January 23rd, to 22nd, to participate
in-drilling a wéﬁi in the South half of Section 8?

A Yes sir.

Q Have you had any response from Mr. Monaghan
since then?

A I have not.

Q Mr. Yates, if thelcommissioh sees fit tb approve
the dedication of the South half and the 'drilling of the
well you propose in the Squtﬁeast/Southwest, and it reéults
in a producerkénd confirms the geclogy that Mr. Lattu has
présented here today, would(Harvey Yates Company be interested
in drilling a well in the North half of Section 82

A If our prospect is confirmed by the driliihg
of ‘the well in the South half of Section, I would anticipate
drilling the North half of Section 8.

Q Actuéily, yoﬂr company and the unit in the North

half of Section 8, own three quarters of that acreage, do they

not?

Nye Reporting Service, Inc.
Certified Shorthand Reporters
621 Old Santa Fe Trail ~ Suilte 7
Santa Fe, New Mexico 8750%
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A That's correct.
B MR. LOSEY:- That's. all,.
FURTHER RE-CROSS EXAMINATION
BY MR. HENSLEY:
Q Mr. Yates, directing your aftention to Hendrix
Exhibit number eleven, which is a letter from John Héndrix
to you dated January 31, 1979, concerning d;illing a we11
in the East half of Section 8, did you ever reply to that
letter?
A A I didn't reply to that letter. Harold, the ’
tactics that were being ﬁSed by Cal-Mon and it's partners_
ﬁf was pretty apparent at that point. I'd never received
an answer tb my proposal.a;This was my answer. We sent at
that point an AFE ﬁhd an operating agreement toACal—Mon
and it's partnersi
Q So neither of you responded to each other's ‘
proposals in writing?
A Thatﬁs‘¢orrect.
MR. HENSLEY: ‘Thank you.
MR. RAMEY: Any other questions of the witness?
MR. LOSEY: No further questidns.
MR. RAMEY: You may be excused. Do you have
anything further, Mr. Losey?

‘'MR. LOSEY: No sir, Mr. Ramey.

MR. RAMEY: Mr. Hensley? Mr. Coffield?

130 .
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MR. COFFIELD: No sir.

MR. RAMEY: The Commission will take the case

under advisement, and the hearing 1§

o
[
Ci
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REPORTER'S CERTIFICATE

I, STEFANIE XANTHﬁLLAébééuffrepﬁr?er; """ DO HEREBY
CERTIFY that the foregoing and attached Transcript of
Hearing before the 0il Conservation Division was reported
by me; that the said transcript is a full, true, and
correct record of the hearing, prepared by nie to the

pest of my ability, knowledge and skill, from my notes taken

at the time of the hearing.

Gl

adle <anthull, C.S.R.

e ————

Nye Reporting Service, Inc.
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NEW MEXICO OIL CONSERVATION COMMLSSION

COMISSTON HEARTNG

__SANTA FE , NEW MEXICO

Hearing Date

MARCH 2, 1979
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A. T. CARLETON v

Geologint i : "“i'\:N
I”OST OFFICE BOX 293 ; :
MIDLAND, TEXAS 79701z (12 6 /(9 ol A
March 1, 1979 | s-,e'-‘,m;;;.;__ o /‘/{"‘*(“/Y-
'AUSTIN AREA, LEA COUNTY, JEJ‘%?E’S(’I"C(S"\ , é/ L S —

A SRR AT v

The Austin Area appears to be on an anticlinal feature north of and on trend
with the Caudill Anticline to the south. Production possibilities are primarily
related to closure, although some are highly dependent on stratigraphic conditions.
The main prospects are San Andres Wolfcamp, Permo-Pennsylvanian Lime, upper Penn-
sylvanian Lime, Strawn Lime oil and Atoka, Morrow, Chester Lime and the Siluro-
Devonian oil and/or gas. The Chester Lime and the Siluro-Devonian are the prime
prospects here. -

The Phillips #1 Austin (M-17-14= 36) ig the highest well on this feature to
have penetrated the Siluro-Devonian. It found the top 140 feet of that section—-

‘tight, but found good reservoir rock filled with formation water below that point.

It was completed from 42 feet of “microlog, porosity 'in the Chester Lime for an IP
COF 4,925 MCFGPD. It had made 4,023,145 MCFG + 57516 BD to 1-1-78 and was pro-
dUC1ng at an average rate of 15, 000 MCFG + 122 BD per month at that time. Cherry
Brothers #1 Austin-State (E-19—14—q6) was ‘an attempt to extend this production 3/4
mile to the southwest. This well was 47 feet low on the Siluro-Devonian and found
the top 75 feet of that section mainly tight (100’ brackish water). On a test of’
the Chester Lime pay,the packers failed and only the water blanket and 890' S1i
GCM were recovered. Final 'Shut in Pressure was 1448#/45" © This well was comple-
ted from a thin (10') Wolfcamp Lime zone (now abandoned) for an IPF 250 BOPD. 1In
April 1978, Adobe 1 State 16" (M—16-14-36) was completed from 33 feet of log
porosity in the Chester Lime for an IP COF 2,740 MCFGPD. Since that time, the pay
section wag re-acidized and reportedly was mak1ng gas ‘at the rate of 14,000 MCFGPD.
It is understood that Adobe has calculated recoverable reserves of 7 BCPG (based
on 320 acre spacing) on their well. The Adobe #1' Hannah (H-17-14-36) has beén
drilled to 13825 fee; in ‘the Lower Mississippian Lime. It found 36 feet of Iég
porosity in the upper 100 feet of the Chester Lime. As of this writing, the opera-
tors were preparing to production test the Lower Mississippian Lime and perhaps

a zone in the lower Chester Lime section. There are several other wells staked,
but none ‘are at the stage where they could aid in evaluating this area. The Zapa-
ta §1 Danglade (H-3-14-36) appears to have a very porous Chester section (80' ap-
proximately, but no detail log) which had no shéws and was not tested. The Texas
Crude and Sinclair # 1 Richardson (M-5-14-36) had 43 feet of sonic log porosity

in four zones in the Chester Lime. The top 8 feet of porosity was included in a
perforated interval which gave up gas at rates up to 2,100 MCFGPD on initial pro-
duction tests. After repeated treating and testing, the volume of gas declined

..and ' apparently the volume of water increased. Tower and better developed por051ty

was not -tested and is assumed to be water bearing. This well ig thought to be
very near the gas/water contact (-9%7< +/-). *

It appears that a band of poros1ty in the Chester Lime runs in a northeast-

'southwest direction across the generally north-south aligned Austin Anticline. ..

The south half of section 8, T-14-S, R-36-E appears very well located on the struc-

‘ture, but the north half of that section appears to be dipping off on the north

plunging axis of the Austin Anticline. With the exception of the Zapata #1 Dan-
glade (which had additional section in the top of the Chester Lime), theé main

LRl ST X SN T ooy

R ol T




-2

Austin Chester Lime porosity occurs within the top 100 feet of that unit. Thus,
although all of section 8 is shown to be above the estimated gas water contact of
(=) 9375 feet, the entire Chester Lime porosity appears to be above this datum
only in the south half of the section.

From the above analysis, it appears obvious that the south half of section

8 T-14-S, R-36-E is better located than the north half of that section. There
s a very real possibility that the north half is so low as to be uneconomical

to drill. Thus, if North Half and South Half Proration Units are approved, there
may be only one well drilled in section 8--and that in the South Half. If Prora-
Units aré designated as East Half and West Half, there could be two wells drilled
which would be higher on the stricture and both of which should-find most of the
Chester Lime Austin Pay Porosity above the estimated water-table. This would re-
sult in more gas being recovered. It could also mean that the State of New Mexi-

co would have all of its approximately 320 acres in this section committed to wells
—and “potentially -revenue earning. With only one well drilled in' the south half of

the section, the State of New Mexico would have only 160 acres committed to pro-
duction. o
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DATE: January 26, 1979

" Location:

CAL-MON STATE #1
1980' FSL & 660' FEL Section 8, T-14-S, R-36- é

Lea County, New Mexico

Léédiidhmand Roads

Damages

Footage Contract 10 5ooft $16.5
. Day Work p/Da

35 _days @ __ 4100, y

Cement and Cementing

"' Float Equipment, etc,

Mud and Chemicals
- Log and Testing
- Core and Core Analysis

Hater
Trucking
Perforating
' Treating

¢ Completion Unlt :

i Labor

" Bits & Rental Equipmenit

_ ¢ Overhead and Supervision

© Contingencies .
‘ Total Intang1bles

. Surface Cas1ng
- Intermediate Casing

400 ft @ $17.04

l- ¥y

i

P e~ v s

JOHN H. HENDRIX CORI!’ORATION
OIL PRODUCERS
S1SMIDLAND TOWER | .

MIDLAND, TEXAS 79701 a

6346?8 |
;L/emJa :x

OFHICE PHONL $3446431
RESIDENCE PHONE 6348318

AFE

t

: 2nd Intermed1ate Casing

| Wel) Head -

1 0i1 String 13,900 Tt @ $6.33

. Tubing 13,900 ft @ ¢3.02

=1 Rods )
7 Pumping Unit and Base
¢ Prime Mover

- Misc. Connections
B Total Well Tangibles

~§ Tanks

» fj Treater-Separator
! Connections, Line Pipe, etc.

Total Tank Battery

Total Cost

Your

work1ng interest share of .the above estimate is § . ' :
Please accept andapprove1n the space prov1ded below and return one _executed copy to this office. :

'HENDRIX CORPORATION

4700 ft @ $9.77

PSS W,

P AR N I

Pt ‘3 Q 7(7 .
Completed Well  To Casing Point  Actual
12,500 12,500
..2,500 2,500
173,250 173,250
143,500 143,500
25,000 10,000
6,000 1,000
35,000 35,000 .
40,000 —40,000 = __
4,000 4,000
4,000 2,000 -
5.000
50,000
6,000
20,000 15,000
10,000 3,000
20,000 10,000
*561,750 451,750
6,816 6,816
45,919 45,919
20,000 10,000
87,987
41,978
5,000 1,000
*207,700 — 63,735
10,000
- 8,500 .
4,000
*791,950 _ 515,485

NORKING INTEREST OWNER

By

APPROVED AND ACCEPTED this

Day of 19

LY 11
uuUIi Il
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A.APL. FORM 610

OPERATING AGREEMENT

'THIS AGREEMENT, entered into this____26th day of___January » 1979, between
John H. Hendrix Corporation

hereafter designated as “Operator”, and the signatory parties other than Operator.

WITNESSETH, THAT: '

WHEREAS, the parties to this agreement are owners of oil and gas leases covering and, if so indicated,
unlcased mineral interests in the tracts of land described in Exhibit “A", and all parties have reached an
agreement to explore and develop these leases and interasts for oil and gas 1o the extent and as hereinafter
provided;

" NOW, THEREFORE, it is agreed as follows:

1. DEFINITIONS ]

As used in this agreement, the following words and terms shall have the meanings here ascribed to
them, '

(1) The words “party” and “parties” shall always mean a parly, or parties, to this agreement.

(2) The parties to this agreement shall always be referred to as “it” or ‘they”, whether the parties be cor-
porate 5odies, partnerships, associations, or persons real.

(3) The term “oil and gas” shall include oil, gas, casinghead gas, gas condensate, and all other liquid or gase-
ous hydrocarbons, unless an intent to limit the inclusiveness of this term is spe_c_ificalljr stated.

(4) The term "oi.l and gas interests” shall mean unleased fee and mineral interests in tracts of land lying
within the Unit Area which are owned by parties to this agreement.

(5) The term “Unit Area” shall refer to ang include all of the lands, oil and gas leasehold intérests and oil
and gas interests intended to be developed and operated for oil and gas purposes under this agreement.
Such lands, oil and gas leasehold interests and oil and gas interests are described in Exhibit “A"”,

(6) The term *‘drilling unit” shall mean the area fixed for the drilling of one well by order or rule of any
state or federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling
unit shall be the drilling unit as established by the pattern of drilling in the Unit Area or as fixed by ex-
press agreement of the parties. ,

(7) All exhibits attached to this agreement are made a part of the contract as fully as though copied in full

" in the contract. _

(8) The words “equipment” and “materials” as used here are synonymous and shall mean and include all

’ oil field supplies and personal properily acquired for use in thé Unit Area.

2. TITLE EXAMINATION, LOSS OF LEASES AND OIL AND GAS INTERESTS
A. Title Examination:

There shall be no examim_ation of title to leases, or to oil and gas interests, except that title to the lease
covering the land upon which the exploratory well is to be drilled in accordance with Section 7, shall be éxam-
ined on a complete abstract record by Operator’s attorney, and the title to both the oil and gas lease and to
the fee title of the lessors must be approved by the examining attorney, and accepted by all parties. A copy of
the examining attorney's opinion shall be sent to each party immediately after the opinion is written, and,
also, each party shall be given, as théy are written, a copy of sll subsequent supplémental attorney’s reports.
A good faitﬁ effort to satisfy the examining attorney’s requirements shall be made by the pérty owning the
lease covering the drillsite.

If title to the proposed drillsite is not approved by the examining attorney or the lease is not acceptable
for a material reason, and all the pgrties do not accept the title, the parties shall select 2 new drillsite for the
first exploratory well; provided, if the parties are unable to agree upon another drillsite, this agreement shall,
in that case, come to an end and all parties shall then forfeit theii rights and be religved of obligations here-
under. If a new drillsite is selected, title to the oil and gas lease covering it and to the fee title of the lessor
shall be examined, and title shall be approved or accep{ed or rejected in like manné{' as provided above con-
cerning the drillsite first selected. If title to the oil and gas lease covering the second choice drillsite is not
approved or accepted, other drillsites shall be successively selected and title examined, until a drillsite is chosen
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to which iitle is approved or accepted, or until the parties fail to select another drillsite. As in the case of the
drillsite first selected, so also with successive choices if the time comes that the parties have not approved
title and are unable to agree upon an alternate drillsite, the contract shall, in that case and al that time, come
to an‘'end and gll parties shall forfeit their rights and be relieved of obligations under this ponlract.

No well other than the first test shall be drilled in the Unit Area until after (1) the title to the lease
covering the lands upon which such well is to be located has been examined by Operator’s attorney, and (2)
the title has been approved by the exarnining atlorney and the title has been accepted by all of the parties
who are to participate in the drilling of the well.

B. Failure of Title: N
Should any oil and gas lease, or interest therein, be lost through failure of title, this agreement shall,
nevertheless, continue in force as to all remaining leases and interests, and

(1) The party ‘whose lease or interest is affected by the title failure shall bear alone the entire loss and it
shall not be entitled to recover from Operator or the other parties any development or operating costs
which it may have theretofore paid, but there shall be no monetary liability on its part to the other par-
ties hereto by reason of such titlé failure; and

(2) There shall be no retroactive adjustment of expenses incurred or revenues feéeived from the operation
of the interest which has been lost, but the interests of the parties shall be revised on an acreage basis,
as of the time it is determined finally that title failure has occurred, so that the interest of the party
whose lease or interest is affected by the title failure will thereafter be reduced in the Unit Area by the
amount of the interest lost; and

(3) If the proportionate interests of the other parties hereto in any preducing well theretofore drilled on

the Unit Area 1s’ increased by reason of the title failure, the party whose title has failed shall receive

the proceeds attributable to the increase in such interests (less aoperating costs attributable thereto)
until it has been reimbursed for unrecovered costs paid by it in connection with such well; and
(4) Should any person not a party to this agreement, who is determined {o be the owner of any interest in
the title which has failed, pay in any manner any part of t};:e cost of operation, development, or equip-
ment, or equipment previously paid under this agreement, such amount shall be proportionately paid to
the party or parties hereto who in the first instance paid the costs which are so r;efunded; and
(5) Any liability to account to a third party for prior production of oil and gas which arises by reason of
title failure shall be borne by the party or partles whose title failed in the same proportions in which
they shared in such prior production,
C. Loss of Leases for Causes Other Than Title Failure:
If any lease or interést subject to ‘this agreement be lost through failure tb develop or because express
or implied covenants have nof been performeg, or if any lease be permitted to expire at the end of its primary
term and not be renewed or extended, or if any lease or interest therein is lost due to the fact that the produc-

tion therefrom is shut in by reason of lack of market, the loss shall not be considered a failure of title and all

- such losses shall be joint losses and shall be borne by all parties in proportio~-to their interests and there shall

be no readjustment of interests in the Unit ‘Area.

3. UNLFASED OIL AND GAS INTERESTS

4. INTERESTS OF PARTIES

Exhibit “A” lists all of the parties, and their respective percenfage or fractional interests under this

agreement. Unless changed by other provisions, all costs and liabilities incurred in operations under this con-
tract shall be borne and paid, and all equipment and material acquired in operations on the Unit Area shall be
owned, by the parties as their interests are given in Exhibit “A”. All production of oil and gas from the Unit
Area, subject to the payment of lessor's royalties, shall also be owned by the parties in the same r;' “ner,
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If the interest of any party in any oil and gas lease covered by this agreement is subject to an overriding
royalty, production payment, or other charge over ani above the usual one-’eigthh (%) royalty, such party shall
assume and alone bear all such excess obligations and shall account for them to the owners thereof out of its
share of the working interest production of the Unit Area.

5. OPERATOR OF UNIT

John H. Hendrix Corporation shall be the Operator of

the Unit Area, and shall conduct and direct’ and have full control of all operations on the Unit Area as per-
mitted and required by, and wiiihin iiie litaits of; this agreement. It shall conduet all such operations in a good
and workmanlike manner, but it shall have no liability as Operator to the other parties for losses sustained,

or liabilities mcarred,lexcept such as may result from gross negligence or from breach of the provisions of

this agreement.
6. EMPLOYEES

The number of employees and their selection, and the hours of labor and the compensation for services
performed, shall be determined by Operator. All employees shall be the employees of bperator.
7. TEST WELL
On or before the__,zs;th“ day of Aprii- , 19 79 Opei‘ator shall commence the drill-

ing of a well for oil and gas in the following location: 1980 Teet from the south line and 660
feet from the east Tine of Section 8, Township 14 South, Range 36 East, N M.P.M.

" Lea County, New Mex1co.

and shall thereafter continie the drilling of the well with due diligence to a depth suff1c1ent to
test the Mississippian format1on or to a .depth of 13,900' whichever is the shallower.

ui’ﬂess granite or other practically impchetrab]e §ubstance iséncountered at a lesser dep(h or unless ali parties
agree to cpmp]eté the well at a lesser depth. ‘

Operator shall make reasonaﬁle tests of all formations encountered during drilling which givg»in’dica-
tion of containing oil and gas in quantities sufficient to test, unless this agreement shall be limited ir{ its’ ap-
plication {0 a specific formation or formations, in which event Operator shall be réquired to test only the
formation or formations to which this égreement may apply. _

If in Operator's judgment the well wiil not' produce oil or gas in paying quar;tities, and it wishes to
plug and abandon the test as a dry hole, it shall first secure the consent of all partles to the plugging, and the

well shall then be plugged and abandoned as promptly as possible.

8. COSTS AND EXPENSES
Except as herein otherwise specifically provided, Operator shall promptly. pay and discharge all costs
and expenses incurred in the development and operation of the Unit Area pursuant to this agreement and shall
charge each of the parties hereto with their respective proportionate shares upen the cost and expense basis
provided in the Accounting Procedure attached hereto and marked Exhibit “C”. If any provision of Ex-
hibit “C” should be inconsistent with any provvision contained in the body of this agreement, the provisions in

the body of this agreement shall prevail,

Operator, at its election, shall have the right from time to time to demand and reéeive from‘ the other
parties payment in advance of their respective shares of the estimated amount of the costs to be incurred in
operations\hereuﬁder during the next succeeding month, which right may be exercised only by submission to
each such party of an itemized statement of such estimated costs, together with an invoice for its share there-
of. Each such statement and invoice for the pavment in advance of estimated costs shall be submitted on or
before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of
such estimate within fifteen (15) days after such estimate and invoice is received. If any party fails to pay its
share of said estimate within said time, the amount due shall bear interest at the rate of six percent (6%) per
annum until paid. Proper adjusl‘ment shall be made monthly between advances and actual cost, to the end
that each party shall bear and pay its proportionate share of actual costs incurred, and no more.
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9. OPERATOR'S LIEN
‘ Opéralor is given a first and preferred lien on the interest of each party covered by this contract, and
in each party’s interest in oil and gas produced and the proceeds thereof, and upon each party’s interest in ma-
terial and equipment, to secure the payment-of all sums due from each such party to Operator.

In the event any party fails to pay any amount owing by it to Operator as its share of such costs and
expense or such advance estimate within tﬁe time limited for payment thereof, Operator, without prejudice to
other existing remedies, is authorized, at its election, to collect from the purchaser or purchasers of oil or gas,
the proceeds accruing to the \Qorking interest or interest{s in the Unit Area of ther’aelinquent party up to the

amount owing by such party, and each purchaser of oil or gas is authorized to rely upon Operator’s statemeant

" as to the amount owing by such party.

In the event of the neglect or fa:lure of any non-operating parly to promptly pay its proportionate part
of the cost and expense of deve]opment and operahon when due, the other non-operating parties and Operator,
within thirty (30) days after'the rendition of statements therefor by Operator, shall proportionately contribute
to ihe payment of such delinquent indebtedness and the non-operatihg parties so contributing shall be entitled
to the same lien rights as are granted to Operator in this section. Upon the payment by such delinquent or
defaulting party to Operator of any amount or amounts on such delinqguent indebtedness, or upon any recovery
on behalf of the non-operating parties under the lien conferred above, the amount or amounts so paid or re-
covered shall be distributed and paid by Operator to the other non-operating parties and Operator propor-

tionately in accordance with the coniributions theretofore made by them.

10. TERM OF AGREEMENT ‘

This agreement shall remain in full force and effect for as long as any of the il and gas leases subjected
to this agreement remain or are continued in force as to any part of the U‘nit Area, whether by production, ex-
tension, renewal or otherwise; provided, however, that in the event the first ;Nell drilled hereunder results in
a dry hole and no other well is producmg oil or gas in payving quantities from the Unit Area, then at the end
of ninety (90) days after abandonment of the first test well, this agreement shall terminate unless one or
more of the parties are-then engaged in drllllng a well or wells pursuant to Section 12 hereof, or all parties
have agreed to drill an additional well or wells under this agreement, in which event this agreement shall con-
tinue in force until such well or wells shall have been drilled and completed. If production results there-
from this agreement shall continue in force thereafter as if said first test well had been pfoduc’tive in paying
quantities, but if production in paying quantities does not result therefrom this agreement shall terminate
at the end of ninety (90) days after abandonment of such well or wells. ft is agreed, however,(ihat the term-
inadon of this agreement shall not relieve any party hereto from any“liability which has accrued or attached
prior to the date of such termination,

11. LIMITATION ON EXPENDITURES

Without the consent of all parties: (a) No well shall be drilled on the Unit Area except any well ex-
pressly provided for in this agreement and except any well drilled pursuant to the provisions of Section 12
of this agreement, it being understood that the consent to the drilling of a well shall include consent to all
necessary expenditures in the drilling, testing, completing, and equipping of the well, including necessary
tankage; (b) No well shall be reworked, plugged back or deepened except a well réworked, plugged back or
deepened pursuant to the provisions of Section 12 of this agreement, it being understood that the consent to
the reworking, plugging back or deepening of a well shall include consent to all necessary expenditures in
conducting such operations and compieting and equipping of said well to produce, mcludmg necessary tank-
age; (c) Operator shall not undertake any single project reasonably estimated to requare an expenditure in
excess of___1en_Thousand 2___Dollars ($M_QQ__)

except in connection with a well the drilling, reworking, deepening, or plugging back of which has been pre-

viously authorized by or pursuant to this agreement; provided, however, that in case of explosion, fire, flood,
or other sudden emergency, whether of the same or different nature, Operator may- take such steps and incur
such expenses as in its opinion are required to deal with the emergency and to safeguard life and property,
but Operator shali, as promptly as possible, report the emergency to the other parties. Operator shall, upon
request, furnish copies of its “Auth:;ﬁty for Expenditures” for any single project costing in ex-

cess of § 10,000- 00
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12. OPERATIONS BY LESS THAN ALL PA‘RTlES

If all the parties cannot mutually agree upon the drilling of any well on the Unit Area other than the
test well provided for in Section 7, or upon the reworking, deepening or plugging back of a dry hole drilled
at the joint expense of all parties or a well jointly owned by all the parties and not then producing in paying
quantities on th_e Unit Area, any party or parties wishing to drill, rework, deepen or plug back stéh a well
may give the other parties writlen notice of the proposed operation, specifying the work to be performed,
the location, progosed depth, objective formation and the estimated cost of the operation. The parties receiv-
ing such a notice shall have thirty (30) days (except as to reworking, plugging back or drilling deeper, where
a drilling rig is on location, the period shall be limited to forty-eight (48) hours exclusive of Saturday or Sun-
day) after recelpt of the notice within which to notify the parties wishing (o do the wotk whether they elect
to participate in the cost of the proposed operation. Failure of a party receiving such a-notice to so reply to
it within the period above fixed shall constitute an election by that party niot to participate in the cost of the
proposed operation,

If aniy party receiving such a notice elects not to participaté in the proposed operation (such party or
partieé being hereafter referred to as “Non-Consenfing Party"), then in order to be entitléd to the benefits
of this section, the parly or parties giving the notice and such other parties as shall elect to participate in the
operation (all such parties being hereafier referred to as the “Consenting Pariies"). shall, within thirty (30)
days after the expifafibn of the notice period of thirty (30) days (or as promptly as pos§ible after the expir-
ation of the 4$-hour period where the drilling rig is on lbcation, as the case may be) actually commence work

on the proposed operation and complete it with due diligence,

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the
proportions that their respective interests as shown in Exhibit “A” bear to the total inlere<ts of all Consenting
arties shall keep ihe ieasehold estates involved in such operations free and clear of all
liens and encumbrances of every kind created by or arising Irom the operations of the Consentin: Parties, If
such an operation resulls in a dry hole, the Consenting Parties shall plug and abandon the well at their sole
cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this
section results in a producer of oil and’/or gas in paying quantities, the' Consenting Parties shall complete and
equip the well to produce at their sole cost and risk, ana the wéll shall then be turned over to Operator and
shall be operéted by it at the expense and for the é%éount of the Consenting Parties. Upon commencement of
operations for the drilling, reworking, deepening or plugging back of any sﬁch well <by Conseniing Parties
in accordance with the provisions of this section, each Non-Consenting Party shall be -c\l:é}é&ned to have relin-
quished to Consenting Parties, and the Consenting Parties shall own and be entitled to receive, in proportion
to their respective interests, all of such Non-Consenting Party’s interest in ihe well, its léasehold operating
rights, and share of production therefrom until.the proceeds or market value thereof (after deducting pro-
duction” taxes, royalty, overriding royally and other interests payable out of or measured by the production

from such well accruing with respect to such interest until it reverts) shall equalythe total of the following:

(A) 100% of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment
beyond the wellhead connections (including, but not limited to, stock ‘tanks, separators, treaters,
pumping equipment and piping), plus 100% of cach such Non-Consenting Parly's share of the cost of
operation of the well commencing with first production and continuing until each such Non-Consenting
Parly's relinquished interest shall revert to it under other provisions of this section, it being agreed that
each Non-Consenting Party’s share of such costs and equipment will be that interest which would have
been chargeable to each Non-Conseniing Party had it participated in the well from the beginning of
'the operation; and

(B) 200% of that po‘rtion of the costs and expenses of drilling, reworking, deepening or plugging back,
of that portion of the cost of newly acquired equipment in the well (to and including the wellhead
connections), which would have been chargeable to such Non-Consenting Party if it had participated

therein.

—_5—

T T R A

o




o

TEN

A.A.PL. FORM 610

In the case M:"-my reworking, plugging back or deeper drilling operation, the Consenting Parties shall

“be permitted tc. use, fre c( “cost, all casing, tubing and other equipment in the well but the ownership of all

such equnpmeut shall. 'ema::s unchanged; and upon abandonment of a well after such reworking, plugging
back or deeper drilling, the Consenting Parties shall account for all such equipment to the owners thereof,

with each paﬂy receiving its proportionate part in kind or in value.

W _

Within snlty (60) days after the coinpletion of any operation under this section, the party conciucting
the operations for the Consenting Parties shall furnish each Non-Consenting FPariy withian inveniory of
the equipmentAin and connected to the well, and an ilemized statement of lhe cost of drilling, deepening,
plugging back, testing, completing, and equipping the well for production; or, at its option, the operating
party, in lieu of an itemized statement of such costs of operation, may submit a detai)ed statement of monthly
billings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided
above, the Consenling Parties shall furnish the Non-Consenting Parties with an itemized statement of all

costs and liabilities incurred in the operation of the wréll, together with a statement of the quantity of oil

-and gas produced from it and the amount of proceeds realized from the sale of the well's working inferest

production during the preceding month. Any amount realized from the sale or other disposition of equip-
ment newly acquired in connection with any such operation which would have been owned by a Non-Con-
senting Party had it participa}ed therein shall be credited against the total unreturned costs of the work done
and of the equipmér}t purchased, in determining when the interest of such Non-Consenting Party shall revert

to it as above provided; if there is a credit balance it shall be paid to such Non-Conseniing Party.

If and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the
amounts provided for above, the relinquished interests of such Non- Con':entmg Party shall automatlcal]y
revert to it and from and after such reversion such Non- Consenting Party shall own the same interest in such
weil, the operating rights and working interest therein, the material and equipment in or pertaining thereto,
and the production therefrom as such Non-Consenting Party would have owned had it participated in ihe
drilling, reworking, deepening or plugging back of said well. Thereafter, such Non-Consenting Party shall be
cha{ged with and shall pay its proportionate part of the further costs of the operation of said well in accord-

ance with the terms of this agreement and the accounting procedure schedule, Exhibit “C”, attached hereto.

Notwithstanding the provisions of this Section 12, it is agreed that without the mutual consent of all

parties, no wells shall be completed in or produced from a source of sugiply from which a well located else-.

where on the Unit Area is producing, unless such well conforms to the then- existing well spacing pattern

for such source of supply.

The provisions of this section shall have no application whatsoever to the drilling of the initial test
well en the Unit Area, but shall apply to the reworking, deepenihg, or plugging back of the initial test well
afier it has bein drilled to the depth specified in Section 7, if it is, or thereafter shall prove to be, a dry
hole or non-commercial well, and to all other wells drilled, reworked, deepened, or plugged back, or pro-
posed to be drilled, reworked, deepened, or plugged back, upon the Unit Area subsequent to the drilling of
the initial test wéll.

13. RIGHT TO TAKE PRODUCTION IN KIND

Each party shall {ake in kind or separately dispose of its proportionate share of all é6il and gfs pro-
duced from the Unit Area, exclusive of production which may be used in development and producin:i%oper-
ations and in preparing and ftreating oil for marketing purboses and production unavoidably lost. Eacﬁ party
shall pay or deliver, or cause o be paid or delivered, all royalties, overriding royalties, or other payments
due on its share of such production, and shall hold the other parties free from any liability therefor. Any
extra expenditure incurred in the taking in kind or separate disposition by any party of its proportionate

share of the production shall be borne by such party.

Each party shall execute all division orders and confracts of sale pertaining to its interest in produc-
tion from the Unit Area, angd shall be entitled to reteive payment direct from the purchaser or purchasers

thereof for ifs share of all production.
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In the event any party shall fail to make the ariangements necessary to take in kind or separately
dispose of its proportionate share of the oil and gas produced from the Unit Area, Operator shall have the
right, subject to revocation at will by the party owning it, but not the obligation, to purchase such oil and
gas or sell it to others for the time being, at not less than the mérket price prevailing in the area, which
shall in no event be less than the price which Operator receives for its portion of the oil and gas produced
from the Unit Area. Any such purchase or sale by Operator':shal'l be subject always to the right of the
owner of the production to exercise at any time its right to take in kind, or separately dispose of, its”shaxre of
all oil and gas not previously delivered to a purchaser. Notwithstanding the foregoing, Operatof shall not
make a sale into interstate commerce of any other party's share of gas production without first giving such

i - ‘ other p:_;rty sixty (60) days notice /of such intended sale,

|

“'14,”ACCESS TO UNIT AREA T T

[

Each party shall have access to the Unit Area at all reasonable times, at its sole risk, to inspect or

potent

observe operations, and shall have access at reasonable times to information pertaining to the development
or ‘operation théreof, including Operator’s 'books and records relating thereto. Operator shall, upon request,
furnish each of the other parties with .copies of all drilling reports, well logs, tank tables, daily gauge and
run tickets and reports of stock on hand at the first of each month, and shall make availablé samples of any

cores or cuitings taken from any well drilled on the Unit Area, T s

15. DRILLING CONTRACTS

All wells drilled on the Unit Area shall be drilled on a competitive contract basis at the usual rates
i)revailing in the area. Operator, if’ it so desires; may employ iis own tools and equipment in the drilling
oy of wells, but its charges therefor shall not exceed the prevailing -rates in the field, and the rate of such '
charges shall be agreed upon by the parties in writing before drilling operations are commenced, and such
work shall be performed by Operator under the same terms and conditiops as shall be customary and usual

in the field in contracts of independent contractors who are doing work of a similar nature.

o 16. ABANDONMENT OF WELLS

No well, other than any well which has been drilled or reworked pursuant to Section 12 hereof for
! ‘ which the ansenting Parties have not been fully reimbursed as therein provided, which has been com-

pleted as a producer shall be{'plugggd and abandoned without the consent of all parties; provided, however,

‘if all parties do not agree to the abandonment of any well, those wishing to continue its operation shall tender

te sach of the glher parties ils proportionale share of the value of the well's salvable material and equip-

ment, determined in accordance with the provisions of ‘Exhibit “C”, less the estimated cost of salvaging and
the estimated cost of plugging and abandoning. Each abandoning party shall then assign to the non-

abandoning parties, without warranty, express or implied, as to title or as to quantity, quality, or fitness for use

of the equipment and material, all of its interest in the well and its equipment, together with its interest in

the leasehold estate as to, but only as to, the interval or intervals of the formation or formations then open
to production. The assignments so limited shall encompass the “drilling unit’” upon which the {vell is located.
The payments by, and the assignments to, the assignees shall be in a ratio based upon the relationship of
their respective percentages of participation in the Urit Area to the aggregate of the percentages of partici-
pation in the Unit Area of all assignees. There shall be no readjustment of interest in the remaining portion
of the Unit Area.

After the assignment, the assignors shall have no further responsibility, liability, or interest in the
operation of or production from the well in the interval or intervals then open. Upon request of the assignees,
Operator shall continue 1o operate the assigned well for the account of the non-abandoning parties at the
rates and charges contemplated by this agreement, plus any additional cost and charges which may arise as

the result of the separate ownership of the assigned well.
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17. DELAY RENTALS AND SHUT-IN WELL PAYMENTS

Delay rentals and shut-in well payments which may be required under the terms of any lease shall be
paid by the parly who has subjected such lease to this agreement, at its own expense. Proof of cach payment
shall be given to Operator at least ten (10) days prior to the rental or shut-in well payment date. Operator

shall furnish similar proof to all other parties concerhing payments it mékes in connection with its leases. Any

party may request, and shall be entitled to receive, proper evidence of all such payments. If, thigugh mistake ]

or aversight, any delay rental or shut-in well payment is not paid or is erroncously paid, and as a result a lease
or interest therein lerminates, there shall e no monetary liability against the paity who failed to make such
payment. Unless the parly who failed to pay a rental or shut-in well payment secures a new lease covering the

'S PN - R

linety {80) days from the discovery of the failure to make proper payment, the interests

,.
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of the parties shall be revised on an acrcage basis effective as of the date of termination of fhe lease involved,
and the party who failed to make pr;)per payment will no loriger be credited with an interest in the Unit Area
on account of the ownership of the lease which has terminated. In the event the parly who'fai]éd to pay the
rental or the shut-in well payment shall not have been fully reimbursed, at the time of the los_s. from the pro-
‘veeds of the sale of oil and gas attributable to the lost interest, calculated on an acreavge basis, for the devel:p-
ment and nperating costs theretofore paid on account of such interest, it shall be reimbursed for unrecovered
actual costs Vtheretofore ‘paid by it (but not for its share of the cost of any dry hole previously drilled or wells
previously abandonéd) [rom- so much of the following as is necessary to effect reimbursement:
(1) Prqceeds .of oil and gas, less operating expenses, therelofore accrued 1o the credit of the lost interest, on
an acreage Basis, hp to the amount of unrecovered costs; .
(2) proceeds, less operaling expenses thereafter incurred attributable to the lost interest on an acreage
basis, of that portion of oil and gas thereafter produced and marketed (excluding broduction from any
wells thereafter dri‘lrléd) which would, in the absence of such lease termination, be attributable 1o the
lost interest on an acreage basis, up o the amount of unrecovered costs, the proceeds of said portion of
the oil and gas to be contributed by the other parties in proportion to their respective interests; and
(3) any moneys, up to the amount of unrecovered costs, that may be paid yby any parly who is, or becomes,
the owner of the interest lost, for the privilege of participating in the Unit Area or becoming a party to
this contract. L ,
Operato'i“ shall attempt to notify all parties when a gas well is »shut-in cr returned to production, but

assumes no liability whatsoever for failure to do. so.

18. PREFERENTIAL RIGHT TO PURCHASE

=~ 70 = e Xrret>»in -

terests in the i{_Area, it shall. promptly give written notice to the other parties, with full infomwffation con-
cerning its proposed salé™which shall include the name and address of the prospécliv pdrchaser (who must
be ready, willing and able to purchase), the purchase price, and all other terms-oT the offer. The other parties
shall then have an optional prior right, for a~period of ten (10) days~after reccipt of the notice, to purchase
on the same terms and conditions the interest which the~ether party proposes to sell; and, if this optional right
is exercised, the purchasing parties shall share b purchased inlerest in the proportions that the interest of
each bears to the total interest of all g asing parties. However, there shalbe no preferential right to pur-
chase in those cases where apy-Party wishes fo mortgage its interests, or to dispose oIis_interests by merger,
reorganization, consghffation, or sale of all of its assets, or a sale or transfer of its interests to & bsidiary or

parent compdny, or subsidiary of a parent company, or to any company in which any one party owns a <

19. SELECTION OF NEW OPERATOR

Should a sale be made by Operator of its rights and intere:éts, the other parties shall have the right
within sixly (60) days after the date of such sale, by majority vote in interest, to select a new Operator. If
a new Operator is not so selected, the transferee of the present Operator shall assume the duties of and act as
Operator. In cither case, the retiring Operator shall continue to serve as Operator, and discharge its duties
in thatl capacity under this agreement, until its successor Operator is selected and begins to function, but the
present Operator shall not be ‘obligated to continue the performance of its duties for more than 120 days after

the sale of its rights and interests has been completed.

— 88—
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20. MAINTENANCE OF UNIT OWNERSHIP
For the purpose of maintaining uniformity of ownersh!pm the oil and gas leasenoid iniervsis wwveicd 57
this contract, and notwithstanding any other provisions to the contrary, no party shall sell, encumber, transfer

or make other disposition of its interest in the leases embraced within the Unit Area and in wells, equipment

and production unless such disposition covers either:
(1) the entire interest of the party in all Jeases and equipment and production; or

(2) an equal undivided interest in all leases and equipment and production in the Unit Area.

Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly

subject to this agreement, and shall be made without prejudice to the rights of the other parties.

If at any time the interest of any party is divided among and owned by four or more co-owners, Opera-
tor may, at its discretion, require such co-owners o appoint a single trustee or agent with full authority to re-
ceive notices, approve expenditures, receive billings for and approve and pay such party’s share of the joint
expenses, and to deal generally with, and with power to biand, the co-owners of such party's interests Yvi_i_hin
the scope of the operationé embraced irr this contract; howéver, all such co-owners shall enter into and execute
all contracts or agreements for the disposition of their respective shares of the oil and gas producgd from the

Unit Area and they shall have the right to receive, séparately, payment of the sale proceeds thereof.

“21. RESIGNATION OF OPERATOR

Operator may resign from .its duties and obligations as Operaior at any time upon written notice of not
less than ninety (90) days given to all otherlpar‘iies. In this case, all parties to this contract shall select by
majority vote in interest, not in numbers, a new Opei‘ator who shall assume the responsibilities and duties, and
have the rights, prescribed for Operator by this agreement. The retiring Operalor shall deliver to its successor

all records ang information necessary to the discharge by the new Operator of its duties and obligations.
22. LIABILITY OF PARTIES

The liability of“the parties shall be several, not joint or collective. Each party shall be résponsible
only for its obligations, and shall be liable only for its proportionate share of the costs of developing and
operating the Unit Area. Accordingly, the lien granted by each party to Operator in Section 9 is given to se-
cure only the debts of each sevéra}ly. It is not the intention of the parties to create, nor shall this agreement

be construed as creating, a mining or other parinership or association, or to render them liable as partners.

- 23. RENEWAL OR EXTENSION OF LEASES
It any party secures a renewal oi any oil and gas lease subject 1o this contract, cach 2nd all of the other
parties shalt be notified promptly, and shall have the right to participate in the nwnership of the renewal lease
by paying to the party who acquired it their several proper proportionate shares of the acquisition cost, which

shall be in proportion to the interests held at that time by the parties in the Uit Aréa,

~ It some, but.less than all, of the parties elect to participate in the purchase of a renewal lease, it shall

"be owned by the pariies who elect to participate therein, in a ratio based upon the relationship of their respec-

tive percentage of participation in the unit area fo the aggregate of the percentages of participation in the unit
area of all parties participating in the purchase of such renewa) lease. Any renewal lease in which less than

all the parties elect to participate shall not be subject to this agreement.

Each party who participates in the purchase of a renewal lease shall be given an assignment of its pro-
portionate interest therein by the acquiring party.

The provisions of this section shall apply to renewal leases whether they are for the entire interest
covered by the expiring lease or cover only a portion of its area or an interest therein. Any renewal lease
taken before the expiration of its predecessor lease, or.taken or contracted for within six (6) months after
the expiration of the existing lease shall be subject to this provision; but any lease taken or contracted for
more than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and
shall not be subject to the provisions of this section.

The provisions in this section shall apply also and in like manner to extensions of oil and gas leases.
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24, SURRENDER OF LEASES

The leases coverea by inis ugiceinciii, I 22 %2 o= thev embrace acreage in the Unit Area, shall not be
surrendered in whole or in part unless all parties consent. '

However, should any party desire to surrender its interest in any tease or in any portion thereof, and
other parties not agree or consent, the party desiring to surrender shall assign, without express or implied
warranty of title, all of iis interest in such lease, or portion thereof, and any“well, material and equipment
which may be located therecn and any rights in production thereafter secured, to the pariies” ol desifing to
surrender it. Upon such assignment, the assigning party shall be relieved from all obligations thgreaﬂer ac-
cruing, but not theretofore accrued, with respect to the acreage assigned and the operation of any well there-
on, and the assigning party shall have no further interest in the lease assigned and its equipment and production.
The parties assignee shall pay to the party assignor the reasonable salvage value of the latter’s interest in any
wells and equipment on the assigned acreage, determined in accordance with the provisions of Exhibit “C",
less the estimated cost of salvaging and the estimated cost of pluggihg and abandoning. If the assignment is in
favor of more than one party, the assigned interest shall be shared by the parties assignee in the proporiions

that the interest of each bears to the interest of all parties assignee.

Any assignment or surrender made under this provision shall not reduce or change the assignors’ or sur-
rendering parties’ interest, as it was immediately before the assignment, in the balance of the Unit Area; and
the acreage assigned or surrendered, and subsequent operations thereon, shall not thereafter be subject to the

terms and provisions of this agreement.

25. ACREAGE OR CASH CONTRIBUTIONS

If any party receives while this agreement is in force a contribution of cash toward the drilling of a
well or any other operation on the Unit Area, such contribution shall be paid to the party wha conducted the
drilling or other operation and shall be applied by it against the cost of such drilling or other operation. If
the contribution be in the forra of acreage, the party to whom the contribution is made shall promptly execute
an assignment of the acreage, without warranty of title, to all parties to this agreement in proportion to their
interests in the Unit Are‘a at that time, and such acreage shall become a part of the Unit Area and be governed
by all the provisions of this éontract, Each party shall promptly notify all other parties of all acreage or

money contributions it may obtain in support of ahy well or any other operation on the Unit Area.

26. PROVISION CONCERNING TAXATION

Each of the parties hereto elects, under the authority of Section 761(a) of the Internal Revenue Code of
1854, to be excluded from the application of all of the provisions of Subchapter K of Chapter 1 of Subtitle A of
the Internal Revenue Code of 1954. If the income tax laws of the state or states in which the property covered
hereby is located contain, or may hereafter contain, provisions similar to those contained in the Subcha{)ter of
the Interhal Revenue Code of 1954 above referred to under which a similar election 1s permitled, each of the
parties agrees that. such election shall be exercised. Each party authorizes and directs the Operator to execute
such an election or elections on-its behalf and to file the election with the proper governmentél office or

agency. If requested by the dperator so to do, each party agrees to execute and join in such an election,

Operator shall render for ad valorem taxation all property subject to this. agreement which by law
should be rendered for such taxes, and it shall pay all such taxes assessed thereon .bef(t)re they become delin-
quent. Operator shall bill all other parties for their proportionate share of all ta)‘(‘ payments in the manner
provided in Exhibit “C”.

If any tax assessment is considered unreasonable by Operator, it may at its discretion protest such valua-
tion within the time and manner prescribed by law, and prosecute the protest to a final detérminati_on, unless
all parties agree to abandon the protest prior tp final determination. When any such protested valuation shall
have been finally determined, Operator shall pay the assessment for the joint account, together with interest-and
penalfy accrued, and the total cost shall then be assessed against the parties, and be paid by them, as provided
in Exhibit “C",
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27, INSURANCE

A3 -

U2l tme while eperationc.ara condueted herevinder, Operalor shall comply with the Workmen's
Compensation Law of the State where the operations are being conducted. Operator shall also carry or pro-
vide insurance for the benefit of the joint account of the parties as may be outlined in Exhibit “D" aftached
to and made a part hereof. Operator shall require all contractors engaged in work on or for the Unit Area
o comply with the Workmen’s Compensation Law of ihe State where the operations are being conducled and
to maintain such other insurance as Operator may require.

In the event Automobile Public Liability Insurance is specified in said Exhibit “D", or subsequently re-
ceives the approval of the parties, no direct charge shall be made by Operator for premiums paid for such in-

surance for operator’s fully owned automotive equipment.

28. CLAIMS AND LAWSUITS

If any party to this contract is sued on an alleged cause of action arising out of operations on the Unit
Area, or on an alleged cause of action involving title to any lease or oil and gas interest subjected to this con-
tréct, it shall give prompt written notice of the suit 10 the Operator and all other partiés.

The defense of Jawsuits shall be under the general direction of a committee of lawyers represenfing the
parties, with Operator’s attorney as Chairman. Suits may be settled during }itigation only with the joint con-
sent of all parties. 'No charge shall be made for services performed by the st;sz attoi"neys .t"or any of the
parties, but otherwise all expenses incurred in the defense of cuits, together with the amount paid to discharge
any final judgment, shall be considered costs of operation and shall be charged to anid pa-id by all parties in
proportion to their then interests in the Unit Area. Attofneys, other than staff attoi'neys'for the parties, shall
be employed in lawsuits involving Unit Area operations only with the consent of all parties; if outside counsel
is employed, their fees and expenses shall be considered Unit Area expense and shall be paid by Operator and
charged tom(z:lli of the parties in proportion to ‘-%hei_l"then interests in the Unit Area. The provisions of this
paragraph shall not be applied in any instance where the loss which may resu}_t from the suit is treated as an
individual loss rather than a joint loss under prior provisions of this agreem;ﬁt, and all such suits shall be
handled by and be the sole responsibility of the party or partiés concerned.

Damage claims caused by and arising out of operations on the Unit Area, conducted for the joint ac-
count of all parties, shall be handled by Operalor and its attorneys, the settlement of claims of this kind shall
be within the discretion of Operator so long as the amount paid in settlement oi any one claim does not exceed
one thousand ($‘1000.00) dollars and, if settled, the sums paid in settlement shall be charged as ‘expense to

and be paid by all parties in proportion to their then interests in the Unit Area.

29. FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under
this aﬁreement, other than the obligation to make money payments, that party shall give to all other partig§
prompt written notice of the force majeure with reasonably full particulars concern;ing it; t;hereupon, the
obligations of the party giving the notice, so far as they are affected by the force majeure, shall be suspended
during, but no longer than, the continuance of the force majeure. The affected party shall uce all possible
diligence to remove the force majeure as quickly as possible,

The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require
the settlement of strikes, lockouts, or other labor difficulty by the party involved, contrary to ifs wishes; how
all such difficulties shali be handled shall be entirely within the discretion of the party concerned.

The term “force majeure” as here employed shall mean an act of God, strike, lockout, or other industrial
disturbance, act of the public enemy, war, blockade, public riot, lightﬂihg, fire, storm, flood, explosion, gov-
. ernmental restraint, unavailability of equipment, and any other cause, whether of the kind specifically enum-

erated above or otherwise, which is not reasonably within the control of the party claimiﬂg suspension,
30. NOTICES

All notices authorized or required between the parties, and required by any of the provisions of this
agreement, shall, unless otherwise specifically provided, be given in writing by United States mail or Western

Union Telegram, postage or charges prepaid, and zddiessed to the party to whom the notice is given at the
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addresses s 2 on Tahihit «A". The originating notice to be given under any provision hereof shall be deemed
given only when received by the party to whom such notice is du‘ectea anu thie st 2.+ enoh narty to give any
notice in response thereto shall ran from the date the originating notice is received. The second or amy Tes

sponsive notice shall be deemed gwen when deposited in the United States mail or with the Western Union

Telegraph Company, thh postage or charges prepaid. Each party shall have the rlght to change its address

-

at any time, and irom tird > to time, by giving written notice thereof to all other parties.

31, OTHER CONDITIONS, IF ANY, ARE:

—_12—
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This agreement may be signed in counterpart, and shall be binding upon the parties and upon their heirs,
successors, representatives and assigns.
. OPERATOR .
ATTEST: JOHN H. HENDRIX CORPORATION ?
' By:
i President i
Secretary ; :
N
NON-OPERATORS 5
ATTEST: CAL-MON OIL COMPANY |
By: o N
ATTEST: HARVEY E. “YATES COMPANY | o
By: i
4
—13 —



Attached to and made a part of Operating Agreement
dated. January 26, 1979, between John H. Hendrix Corporation as
Operator and Cal-Mon Qi1 Company and 6thers as non-operators.

1. Lands Subject to Coﬁtract:

Township 14 South, Range 36 East, N.M.P.M.

Section 8: Ef2
Lea County, New Mexico

containing 320 Acres more or less.

2. Restrictions as to Formations and Depths:

From the top of the Ho]fcamp to deepest debth
drilled in Fhe initia],Testrwe11.

T

3. Percentage Interests of the'Parties to ‘this Agreement:
John H. Hendrix Corporation, Cal-Mon 0i1 Company et al 37.5%
Harvey E. Yates Company 62.5%
, ‘ 100.0
4. Names and Addresses of the Parties hereto for Notice purposes:
John_H. Hendrix Corporation ' Harvey E. Yates Company
525 Midland Tower P.0. Box 1933

Midland, Texas 79701 Roswell, New Mexico 88201

Cal-Mon 0il Company
P.0. Box 2066
Midland, Texas 79701
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COPAS — 1974
Recommended by the

e Councit of Pelroleum
FediBl 801, 1ouia 20109 Accountants Socielies of

1.

North Americo

EXHIBIT *c ™

operator_and Cal-Mon 0il Company and others_as

non operators

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS
Definitions

“Joint Property” shall mean the real and personal property subject to the agreement -to which this Accounting
Procedure is attached.

“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and
maintenance of the Joint Property.

“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint
Operations and which are to be shared by the Parties,

“Operator” shall mean the party desxgnated to conduct the Joint Operations.
“Non-Operators” shall mean the parties to this agreement other than the Operator.

“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct
supervision of other -employees and/or-contract labor directly employcd on the Joint Property in a field operat-
ing capacity.

“Technical Employees” shall mean those employees having special and specific erigineering, geological or other
professional skills, and whose primary function in Joint Operations is the handling of specific operating condi-
tions and problems for the benefit of the Joint "roperty

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees.
“Material” shall mean personal property, equipment or suppliés_ acquired or held for use on the Joint Property.

“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manuail
as most recently recommended by the Council of Petroleum Accountanis Societies of North America,

Statement and Billings -

_ Operator shall bill Non-Operators on or before the last day of each month for their proportionaté share of the

Joint Account for the preceding month.- Such bills will be accompanied by statements which-identify the author-
ity for expenditure, lease or facility, and all charges and credits, summarized by appropriate classifications of in-
vestment and expense except that items of Conirollable Material and unusual charges and credits shall be sep-
arately identified and fully described in detail

Advances and Payments by Non-Operators

Unless otherwise provided for in the agreement, the Operator may requxre the Men-QOperators.toe. advance their
share of estimated cash outlay for the succeeding month’s operation. Operalor shall adjust each monthly billing
to reflect advances received from the Non-Operatofs,

Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest ‘monthly at the rate of twelve percent (12%) per
annum or the maximum contract rafe permitted by the applicable usury ]aws in the state in which the Joint
Property is located, whichever is the lesser, plus attorney's fees, court costs,’and other costs in connection with
the collection of unpaid amounts.

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question‘the correct-
ness thereof; provided, however, all bills and statements renderéd to Non- Operatars by Operator during any
calendar year shall conclusively be presumed to be true and correct after twenty-four (24) months following
the end of any such calendar year, unless within the said twenty-four (24) month period a Non- Operator. takes
written“exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall
be made unless it is made within the same prescribed pericd. The provisions of this naragranh shall not prevent
adjustments resulting from a physical ‘inventory of Controllable Material as provided for in Section V.

Audits

A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to zudit Ope-

rator’s accourts and records relating to the Joint' Account for any calendar year withifi the twenty-four (24) month
period following the end of such caléndar year; provided, however, the making of an audit shall not extend the
time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of ‘this
Section I. Where there are two or more Non-Operators, the Non- -Operators shall make every reasonable effort to
conduct joint or simultaneous audits in a manner which will result in a minimuin of inconvenience to the Opera-
tor. Operator shall bear no portion of the Non-Operators® audit cost incurred under this paragraph unless agreed
to by the Operator.

Approval by Non- Operaftors

Where an approval or other agreement of the Parli¢s or Non- Operators is expressly required under other sec-
tions of this Accountmg Procedure and if the agrcement to which this Accounting Procedure is attached contains
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operalor’s proposal, and
the agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Opera-
tors.

—_1—

R T,

ST A




({'(V

| ,j : . UL-‘ jin
:l ’ - I DIREOT CHARGES

iRk E |

Operator shall charge the Joint Account with the following i{ems:

: 1. Hentals and Reyaiiies

; Lease rentals and royallies paid by Operator for the Joint Operahons.
i 2. Labor

A. (1) Salaries and wages of Operator's field employees directly employed on the Joint Property in the conduct
of Joint Operations, ‘

(2) Salaries of First Level Supervisors in the field.

) (3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are
~excluded frem the Overhead rates. o 7
B. Operator’s cost of hohday, vacation, sickness and disability benefits and other customary allowances paid {o
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section
IT. Such cosis under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentage as-
sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section I1. If perceniage assessment is used, the rate shall be based on the Operator’s cost experience.

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are
applicable to Operator’s costs chargeable to the Joint Account under Paragraphs 2A and 2B of t''s Sec-
tion II.

£ . D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under
. Paragraph 2A of this Section II.

.

3. Emp]oyee Benefits

Operafors current costs -of estabhshed plans for employees’ group life insurance, hospntahzatlon, pension, re-
tirement; stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor
cost chargeab]e to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator’s actual
cost not to exceed twenty per cent (20%).

4. Material

Material purchased or furnished by Operator f6r use on the Joint Property as provided under Section IV. Only
such Material shall be purchased for or transferred to the Joint Property as may be required for immediate use
and is reasonably practical and consistent with efficient and economical operations. The accumulation of sur-
plus stocks shall be avoided. .

5. Transportation

Transporiation of employees and Material necessary for the Joint Operations but subject to the following limita-

tions: P

A. If Material is moved fc the Joint Property from the Operator’s warehouse or other properties, no charge shall
be made to’ the Joint Account for a disiance greater than the distance from thé ncarest reliable cupply store,
recognized barge terminal, or railway receiving point where like material is normally available, unless agreed
to by the Parties. .

B. If surplus Miterial is moved to Operator's warehouse or other storage pomt no charge shall be made to the
Joint Account for a distance greater than the distance to the nearest Teliable supply store, recognized barge
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac-
count for moving Material {o other properties belonging to Operator unless agreed to by the Parties.

C. In the application of Subparagraphs A and B above, there shall be no equalization of actual grass trucking cost
of $200 or less excluding accessorial charges.

6. Services

§i The cost of contract services, equipment and utilities provided by. outside sources, except services excluded by

: Paragraph 9 of Section II and Paragraph 1. ii of Section III. The cost of professional consultant services and con-

tract services of technical pérsonnel direcily engaged on the Joint Property if such charges are excluded from the

i Overhead rates. The cost of professional consultant services or contract services of technical personnel not di- i
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by

the Parties.

7. Equipment and Facilities Furnished by Opcrator - '

A, Operator shall charge the Joint Account for use of Operator owned equipment and facilities at ratés com-
mensurate with costs of ownersh'p and operation. Such rates shall include costs of maintenance, repairs, ofher
operating expense, insurance; taxes, depreciation, and interest on investment not to exceed eight per cent (8%)

per annum_ Such rates shall not exceed average commercial rates currently prevailing in the immediate area i

of the Joint Property. |
B.. In lieu of charges in Paragraph 7A above, Operator may elect to use average commercial rates prevailing in 5
1

the immediate area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates
published by the Pefroleum Motor Transport Association.

i 8. Damages and Losses to Joint Proberty

A]l costs or expenses necessary “for the repair or replacement of Joint Property made necessary because of dam- |
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator’s 1
gross negligence or willful mxsconduct Operalor shall furnish Non-Operator written notice of damages or losses ;
incurred as soon as practicable afier a report thereof has been received by Operator. 1

9. Legal Expense

Expense of handling, mvestlgatmg and seitling litigation or claims, discharging of liens, payment of judgments
' and amounts paid for seitlement of claims incurred in or resulting from operations under the agreement or ,
necessary-te protect or recover the Joint Property, except that no charge for services of Operator's legal staff !
or fees or expense of outside attorneys shall be made uniess previcusly agreed fo hy the Parties. All other legal
expense is considered to be covered by the overhead provisions of Soctlon HI unless otherwise agreed to by the
Parties, except as provided in Section I, Paragraph 3.
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10. Taxes

Q}! taxes of every kind an_d nature assessed or levied upon or in connection with the Joint Property, the opera-
gon thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
arties,

11. Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par-
ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work-
men’s Compensation and/or Employers Liability under the respective state's laws, Operator may, at its election,
include the risk under its self-insurance program and in that event, Operator shall include a charge at Operator’s
cost not to exceed manual rates.

12. Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section' II, or mSec_tnon III, '

and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations.

II.. OVERHEAD

1. Overhead - Drilling and Producing Operations

i. As compensation for administrative, supervision, office services and warehodsing costs, Operator shall charge
drilling and producing operations on either: . :
( X ) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B.
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs andﬁexpens'es of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paraggaph 2A, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section IIT unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.
ii. The salaries, wages and Personal Expenses of Technical Employees and/or thé cost of professional consultant
services and coniract services of technical personnel direcily employed on the Joint Property shall () shall
not (){ ) be covered by the Overhead rates.

A. Overhead - Fixed'Rate Basis )
(1) Operator shall charge the Joint Account at the following rates per well per month:

Drilling Well Rate $ 2500.00
Producing Well Rate $ -150.00

(2) Appfication of Overhead - Fixed Rate Basis shall be as follows:
(a) Drilling Well Rate _ : .
"[1] Charges for onshore drilling wells-shall begin on the date thé well is spudded and terminate on

the date the drilling or completion rig is released, whichever is later, except that no charge shall
be made during suspension of drilling operations for fifteen (15) or more consecutive days.

[2] Charges for offshore drilling wells sliall begin on the date when drilling or completion equipment
arrives on locaticn ‘and terminate on the date the drilling or completion equipment moves off loca-
tion or rig is released, whichever occurs first, ex¢ept that no charge shall be made during suspen-
sion of drilling operations for fifteen (15) or more consecutive days

[3] Charges for wells undergoing any type of workover or recompletion for a period of five (5) con-
secutive days or more shall be made at the drilling'well rate. Such charges shall be appiied for
the period from date wcrkover operatjons, with rig, commence through date of rig release, except
that no charge shall be made during suspension of operations for fifteen (15} or more consecutive
days.

(b) Pfﬁducing Well Rates

[1] An active well either produced or injected into for any portion of the month shall be considered
as a one-well charge for the entire month.

[2] Each active completion in a rﬂulti—coxnpleted well in which production is not commingled down
hole shall be considered as a one-well charge providing each completion is considered a separate
well by the governing regulatory authority. .

[3] An inactive gas well shut in because of overproduction or failure of purchaser to take the produc-
tion shall be considered as a one-well charge providing the gas well is diréctly connected to a per-
manent sales outlet. :

(4] A one-well charge may be made for the mbnth in which filﬁgging and abandonment aperations
are completed on any well.

(5] All other inactive wells (including but not limited to inactive wells covered by unit allowable,
- lease allowable, transferred allowable, etc.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the
' agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multi-
plying the rate currently in use by the percentage increuse or decrease in the average weekly earnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc-
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the
~equivaient Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be

the rates currently in use, plus or minus the computed adjustment.

—3 —
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B..Overhead - Percentage Basis i L
(1) Operator shall charge the Joint Account at the following rates:
(a) Development

. _Percent ( %) of the cost of Development of the Joint Property excluswe of costs
nroavided wnder. Par agranh Q. nf Qantion 7T and all caluaga oredits. . U A

(b) Operating’

_  _Percent ( %) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section II, all salvage cregdits, the value of injected substances purchased
for secondary recovery and all taxes and assessments which -are levied, assessed and paid upon the min-
eral interest in and to the Joint Property.

(2) Application of Overhead - Per centage Basis shall be as follows:

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section II],-de-
‘velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew.and equipment; also, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed
assets and any other’ project clearly discernible as a fixed asset, except Major Construction as des.ned in
Paragraph 2 of this Section III. All other costs shall be considered as Operating.

2. Overhead - Major Construction

To co‘mper;’fsate Operator for overhead costs incurred in the construction- and installation of fixed assets, the ex-
pansion of fixed assets, and any other project clearly discernible ds'a fixed asset required for the development and
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall

charge the Joint Account for Overhead.based on the following rates for any Major Construction project in excess_

of $ :
A. _________9% of total cosis if such costs are more than $ but less than $ L ; plus
B. __ % of total costs in excess of § but less than $1,000,000; plus

C. % of total costs in excess of $1,000,000.

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts
of a single project shall not be treated separately and the cost of drilling and workover wells shall be excluded.

3. Amendment of Rates

The Overhead rates provided for in this Section 111 may be amended from time to time only by mutual agreement
between the Parties hereto if, in practice, the rates are foundrto be insufficient or excessive.

IV. PRICING OF JOINT ACCOUNT MATERIAL. PURCHASES, TRANSFERS AND DISPOSITIONS

Operator is responsnble for Joint Account Material and shall make proper and tzmely charges and cred;ts for all ma-

terial movements affecting the Joint "Property. Operator shall provide all Material for use on the Joint Property; how-

ever, at Operaior’s option, such Material may be supplied by the Non-Operator. Operator shall make timely dlSpOSltlon
of idle and/or surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in
kind, or sale to outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera-
tors in surplus cohdition A or B Material. The disposal of surplus Controilable Material not purchased by the Opera-
tor shall be agreed to by the Parties.

1. Purchases

Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case
of Material found to be defective or returned to vendor for any other reason, credit shall be passed to the Jomt
Account when adjustment has been received by the Operator.

2. Transfers and Dispositions

Material furnished to the Joint Properiy and Material transferred from the Joint Property or disposed of by the
Operator, unless otherwise agreed to by the Parties, shall be priced on the fo!]owmg bases exclusive of cash dis-
counts:

'A. New Material (Condition A)

(1) Tubular gocds, except line pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest

published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property

where such Material is normally available.

(2) Line Pipe
(a) Movement of less than 30,000 pounds shall be priced at the current rew price, in effect at date of
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-
mally available. ,

(b) Movement of 30,000 pounds or maore shall be priced under provisions of tubular goods pricing in Para-
graph 2A (1) of thxs Section IV.

(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable -

supply store or f.o.b. railway receiving point nearest the Joint Property where such Material is nsrmally
available.

B. Good Used Material (Condition B)
Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property
(a) At seveniy-five percent (75%) of curreni new price, as determined by Paragraph 2A of this Section IV.
(2) Material moved from the Joint Property

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section 1V,
if Material was originally charged to the Jvint Account as new Material, or

Lt
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(b) at sixty-five percent (65%) of currént new price, as determined by Paragraph 2A of this Scction
iV, if Maierial ‘was originally charged to the Joint Account as good used Material at seventy-five per-
cent (75%) of current new price,

“r'he cost of reconditioning, if any, shall be absorbed by the transferrmg pxoperty
€. Other-Tlsed Matorint-{Conditivy C and D) T
(1) Condition C
Material which is not in sound and serviceable condition and not suitable for its original function until

after reconditioning shall be priced at f{ifty percent (50%) of current new price as determined by Para- -

graph 2A of this Section 1V. The cost of reconditioring shall be charged to the recciving property, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value,

(2) Condmon D

All ‘other Material, mcludmg Junk “shall be prlced at a value commensurate wnth 1ts use or at plevallmg
prices. Material no longer suitable for its original purpose but usable for some other purpose, shall be
priced on a basis comparable with that o‘ items normally used for such other purpose. Op2rator may dis-
pose of Condition D Material under procedures normally utilized by the Operator without prior approval
of Non-Operators.

D. Obsolete Material

Material which is serviceable and usable for its original function but condition and/or value of such Material--- —

is not equivalent to that which woulg Jush{y a price as provided above may be specially priced as agreed to by
the Parties. Such price should result in the Joint Account being charged with the value of the service ren-
dered by such Material.

E. Pricing Conditions

(l)i Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (l'5é) per
hundred weight on all tubular goods movements, in lien of loading and unloading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 .of Section II.

(2) Material involving erection costs shall be charged at applicable percentage of the current knocked-down
price of new Material.

Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, sirikes
or other unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the
required ‘Material at the Operator’s actual cost incurred ,in provndmg such’ Material, in making it suitable ‘for use,
and in moving it to the Joint Property; provided notice in writing is furnished to Non -Operators of the proposed
charge prior to billing Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and
notifying Operator within ten days after receiving notice from Operator, to furnish in kind all or part of his share
of such Material suitable for use and acceptable fo Operator.

Watranty of Material Furnished by Operator

,,\_rawx 'does not warrant the Material furnished. In case of defective Material, ¢redit shall not be passed to the
Joint Account until adjustment has been received by Operator from the manufacturers or their agents.

-

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.

1.

Periodic Inventories, Notice, and Representation

At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Material.
Written notice of intention to take inventory shall be glven by Operator at least thirty (30) days before any inven-
tory is to begin so that Non-Operators may be represented when any inventory. is taken. Failure of Non-Operators
to be represented at an inventory shall bind Non-Operators to accept the inventory taken by Operatm'

Reconciliation and Adjustment of Inventories

Reconciliation of a physical inventory with the Joint Account shall be made, and a list-of overages and shortages
shall be furnished to the Non-Operators within six months following the taking of the inventory. Inventory ad-
justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shall be
held accountable only for shortages due to lack of reasonable diligence.

Special Inventories

Sj')ecial Inventories may be taken whénever there is any sale or thange of interest in the Joint Property. It shall
be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of interest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventory.

Expense of Conducting Periodic Inventories

The expense of conducting periodic Inventories shall not be charged io the Joint Account unless agreed to by the
Parties.

C.

Lui nu_‘} |
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EXHIBIT "p"

SCHEDULE OF INSURANCE

Unit Operator shall carry and require its contractor and sub-contractors to carry the
following insurante at the expense and for the benefit of the parties hereto covering its
operations under the terms of this agreement, to-wit:

1. Workmen's Compensation Insurance as requ1red by the laws of the State
of New Mexico.

2. Employer's L1ab1]1ty Insurance with minimum limits as requ1red by the
laws of the State of New Mexico

3. Contractor's or Comprehensive General Public L1ab111ty Insurance with
mipimum limits of at lease $100, 000.00 for injuries to one person;
$300,000.60 for injury in one accident and $100,000.00 for property
damage in one accident.

4. Automobile - Public L1ab111ty and Property Damage Insurance (with an
endorsement covering non- owned and hired cars) with minimim 1imits of
at least $100 000.00 for injuries to one person; $300,000.00 for
injuries in one accident and $100,000.00 for property damage in any
one accident.

5. Insurance coverage on equipmenf as the operator deems necessary for the
protection of the joint account.

A
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Mr. George M. Yates : 23 -2~ 7 q
c/o H. E. Yates Company

P. O. Box 1933

Roswell, New Mexico 88201

Re: Austin-Missippian Field
T-14-5, R-33-E
Lea County, New Mexico

Dear George:

We have not heard from you since your meeting with Robert I.. Monaghan
and AT, Carleton in Midland on Tuesday, January 23, 1979, regarding
the problems raised with regard to the drilling of a test well in the subject
area; therefore we have decided to proceed with the drilling of a well at a
location in the SE/4 of Section 8,

We are therefore asking that you join us in the proration unit cdnsisting
of the E/2 of Section 8 as was approved by the New Mexico Oil Conserva-
tion Comniission on January 29, 1979,

As a joint interest owner with Cal-Mon Oil Company in this lease, we will
act as Operator if this is satisfactory to you and will be more than happy

‘to furnish you with our AFE and Operating Agreement for your approval.

Yours very truly,

JOHN H. HENDRIX CORPORATION

Jdhn H. Hendrix, President

JHH/wh
cc: Cal-Mon Oil Company
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LEASE

Y

Austin Amoco WELL nomseR 1

LOCATION _1980' FWL & 660' FSL of Sec. §, T-14S, R-36E

COUNTY Lea DEPTH_ 14,000"

prilling and completion costs
Intangible drilliug costs

‘ nn—ss-l—..-
- it

Footage 14,000" @ $17. N
Daywork 28 hays @ $4,000.
Surface casing service
_Intermediate casing service
" Mud, water
Company supervisor, engincer
Rentals, coring scrvice
Miscellaneous ? .
Total intangible drilling costs

Intangible formation eﬁnluatlon cost
Logs, _CRL s BUC DLL

DST 5 @ $2,000.
Geological mud logging service
Miscellaneous

Total intangible formation evaluation
Intangible completion costs

- , Unit cost @

Production casing service

Completion fiuid »
Perforating/production logging
Treating

Company supervision
. Plugging expense

Miscellaneous

Total intangtible completion costs
Tangible drilling costs and completion costs

Surface casing

375'  of 13 3/8"
Intermediate casing .
4650' _ of 9 5/8"

Productiqn casing
14,000' _ of
Production tubing®
14,000’ of
Casing head
Tubing “head
Christmas tree
Subsurface equipment
Total tangible drilling costs and
‘zompletion costs

7" or 5 1/2"

2 3/8"

Lease equipment
Tanks -
Separator
Flow lines
Meter rumns
Pumping unit
Installation costs

Total lease equipment

¢

Total intangible costs
" Total tangible costs

Total lease equipment

Administrative

TOTAL COSTS

PRODUCING PORMATTON

— -mw?z,i’ 290, .

M i’s_s_i_s_s_i_p ni an l {mc

Producing Dry liole
Vel ot __ Cost____
5. 15,000_ $15,000
238,000 238,000
.115,500 115,500
_...3,000 3,000
_...5,000 _.2,000 _
._..50,000 50,000
.. 3,000 23,000 __
_..18,000 _18,000
10,000 _ 10,000 _
457,500 457,500
..40,000 40,006
..10,000 10,000
10,000 10,000
__4,000_ 4,000
64,000 64,000
6,000 e
..15,000_ e
______ 2,500 - e
10,000 S,
60,000 _—
10,000 .3,000
e 3,000
5,000 5,000
108,500 13,000 _
7,500 7,500
.....60,000 60,000
.120,000.- _
40,000 e
....6,000 e
4,000 _ e
_..20,000___ e
257,500~ 67,500
..10,000 e
-.-.9,000 e
4,000 _ .
..23,000 _ e
630,000 534,500
257,500 _ 67,500
723,000 e
3,000 2,000
~ﬁ0470 O

Prepared by: Peck Hardee . Date:

_2-1-79
e
"It s recognizcd that the amounts provided fnr ﬁ”*c1&\“
are estimated only, and approval of this authorization®
shall extend to the actual costs incurred in condurllnp
the operations specified, whether more or less HILI;
herein set out. R
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Cal-Mon Oil Company
P. O. Box 2066 - _
Midland, Texas 79701

Ll Bl Afe A TAIL LT g an,

Attention: Mr. Robert L. Monaghan

Re: Austin Amoco ﬂl
1980' FWL 660 FSL ' o,
Section 8, T-14S, R-36E I

Lea County, New Mexico

Dear Mr. Monaghan:

Enclosed please find two copies of a proposed operating-agreement and
five copies of an AFE covering the well we propose to drill in Section 8, i '
Township 14 South, Range 36 East.

) As you prev10usly discussed with George Yates, the S/2 of Section 8
will be dedicated to this well and Harvey E. Yates Company will act as
operator under the terms of the operating agreement. If the agreement and
AFE are satisfactory, I would appreciate you and your partners in the lease
executing and returning one copy each of the AFE and both copies of the
operating agreement. The operating agreement will then be executed on behalf
of Harvéy E. Yates Company and a fully executed copy returned-to you.

If you have any questions, please advise.

Slncerely,

.0 /V %

Robert H. Strand

RES/1h o

Enclosures
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HARVEYE YATES COMPANY

PETROLEUM PRODUCERS

P O NOX 1933 SUITE J0Q. SECURITY NATIONAL BANK BUILDIRG 505623 6601
ROSWELL, NEW MEXICO Ra>As
Raklwas e 5 o 57y
‘See Attached Mailing List = ‘

. ' PIECRE THE
kS I OlL CONSI VAT IO
: : Oﬁ TION COMMISSION Re: S/2 Section 8 :
e R N ~
: St Sow Maxico T~14S, R-36E, N.M.P.M.
% Cass No, “” 5t No. 6 Lea County, New Mexico
i e ———
“‘\ : l Submitis 173
. M

LHmnngcm
_Gentlemen: . . _TTTTITTTT

we intend to dr111 on the captioned lands.

NE/4 SE/4 of Section 8.

Harvey E. Yates Company et al
Cal-Mon 0il Company

Jan Oil Company

George A. Thomas
William Tack Thomas

Joe R. Henderson

James S. DuBose

o John H. Hendrix

’ V§ Jack Markham

J. M. Welborn

Ernest Angelo, Jr.

Don L. Spards

McCrea Trust No. 1
Estorll Producing Corp.
Jack O. McCall

Marshall & Winston, Inc.
A. T. ‘Carleton

Robert L. Monaghan

I~

Enclosed please find an Operating Agreement and AFE covering a test well
Thiese instruments were previously
‘sent to Cal-Mon 0il Company and John H. Hendrix Corporation, and we were not
aware at that-time of the identity of -other parties owning an interest in the

This letter shall serve as an amendment and suéplement to Sections 3 and 4 -
of Exhibit A to the Operating Agreement, and we-malculate the respectlve inter-
ests under the S$/2 of Section 8 to be as follows:

.875000
.0116675
+0062500
.003125
.003125
.00416625
.0125
.015625
.0041675
.00416625
.01104125
.0025
.00416625
.015625
.0125
.0125
.000625
00125
1.0000000

.If you wish to participate in this well please execute and return one copy
of the AFE and both copies of the Operating Agreement upon receipt, we will

DU
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page 2

execute and return a copy of the Operating Agreement to you. Also, please
execute and return one copy of this letter agreement as indicated below.

-
rn
.

ocu have any guestions, please advise.

Very truly yours,

George M. Yates
. Vice President

RHS/cy
Enclosures ’

Accepted and Agreed to
this day of February 1979

By:
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Austin Amoco
Mailing List

Harvey E. Yates Company

7 P.0. Box 1933 ' ' e e e R
T oL . Reswell, New Mexico 88201
) cal-Mon Oil Company B S S
suite 1200 National Bank Tower t
p.0. Box 2066
Midland, Texas 79701 :
Jan 0il Company : 2 \
g11 First National Bank Bldg. :
. Midland, Texas 79701 o ) ‘:
3 : George A. Thomas |
gg1 First Natinal Bank Bldg. i
Midland, Texas 79701 !
""""""""""""""""""""""""""" _.william_Tack Thomas o ' ‘ é
801 First National Bank Bldgs e o i
Midland, Texas 79701 ) T .

“Joe R. Henderson
P. O. BoX 2477
Midland, Texas 79701

James S. Dubose
3416 Autumn Drive
Fort Worth, Texas 76109

SUURUTREIINL . BTN ot ely i

John H: Hendrix <

!

525 Midland Tower E

‘Midland, Texas 79701 %

ey - Jack Markham . %
" ‘ suite 1212 |
! 1500 Broadway 3 |

1 Lubbock, Texas 79401 :

3! ‘ ' i
J. M. Welborn |

suite 1212 ;

1500 Broadway
Lubbock, Texas 79401

|
3
1

. -
; Ernest Angelo, Jr. \
i 200 Gihls Tower West i
: Midland, Texas 79701 !
: i
: o
i : L
1 |
é |
,% i
1
| |
3
T~ e
§
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pon L. Spards
507 N. Marienfeld

suite 208

Midland, Texas 79701

McCrea Trust No. 1
P.0O. BOX 1715
Midland, Texas 79702

Estorll Producing Corp.
Suite 1100

“yaughn -Building
Midland, ‘Texas 73701

-Jack O. McCall

suite 1210

MNB Tower

Midland, Texas 79701

Marshall & Winston, Inc.
P.0: Box 874
Midland, Texas 79702

A T, Carlton
P.O. Box 293
Midland, Texas 79702

o s Rt

Robert L. Monaghan
P.0O. Box 2066
Midland, Texas 79702

i’
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! STATE OF NEW MEXICO
. .t ENERGY AND MINERALS DEPARTMENT
B OTI. CONSERVATION DIVISION = . o B B
3 State Land Office Building W7
: Santa Fe, New Mexico
i A 28 February 1979
5 EXAMINER HEARING
6 ,
7 o . )
IN THE MATTER OF: )
i 8 )
; Application of Harvey F. Yates Company ) CASE
z 9 . for compulsory pooling, Lea County, ) 6483
§ ’ New Mexico. )
x 0% ° 10 . )
i QEzz | -mmm-oomoommomTTomTITTTTITTTTT e m—mm— oo s
J 8'§ ge 1 ’ , L
- zsE ._ '
L g;u 12 | BEFORE: Richard L. Stamets
: / : : .
COUEE
i ! ® - B ’
L_;Eé; TRANSCRIPT OF HEARING
: 18 APPEARANCES ’
R ;
et 16 | i
For the 0Oil Conservation - Lynn Teschendorf, Esq. ;
17 Division: . Legal Counsel for the Division :
’ State Land Office Bldg. ;
18| Santa fe, New Mexico 87503 :
19
20
L4 2 :
: - 22
{ 7]
_. 23
\’w\l
~ 24
25




3020Plaza Blanca (§08) 471-2462
Santa Fe, New Mexico 87501

SALLY WALTCON BOYD.
CERTIFIED SHORTHAND REPORTER

10

1

12

13

14

" MR. STAMETS: Call next Case ‘6483.
MS. TESCHENDORF: Case 6483, application of
Harvey E. Yales Cuwpany {0L Cuipulsory pooiing, Lea County,
New blexiéo. The applicant has requested that the hearing
be contiﬁued until the March 2nd Commission Hearing.
MR. STAMETS:

The case will be so continued.

(Hearing concluded)




Frase

SALLY WALTON BOYD.
Santa Fe, New Mexico 37601

CERTIFIEO SHORTHAND REPORTER

2020P)aza Blanca (§08) 471-3463

~3

10
1"
12
13
14
35
16
17
18
19
20

21

22

23

24

25

record of the hearing, prepared by me to the best

Page

REPORTER'S CERTIFICATE

I, SALLY W. BOYD, a Court Reportexr, DO HEREBY
CERTIFY that the foregoing and attached Transcript of
Hearing before the 0il Conservation Divisior{ was re ported
by me; that the said transcript is a full, true, and correct
o8t OF my
ability, knowledge, and skill, from my notes taken at thé

time of the hearing.

Sy 10 Boyd

Sally W. Boyd, C.S.R.

| do koo w0
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Oil Conservaiion Division




Santa ¥Fe, New Mexico 87501

3038Plaza Blanca (508) 471242

'SALLY WALTON BOYD
CERTIFIED SHORTHAND REPORTER

10

1"

2
13
14
15
16
1
18

19
21
23

24

25
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STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION
State Land Office Building
Santa Fe, New Mexico
28 Febrivary 1979

EXAMINER HEARING

B e S S oot Sl Uy S S Bg W § S WD DR S S Bt PUA G B Gher i At B S TS Gek Bk St A m Gt VR b e Sh B1q bet b i B GRG h S

IN THE MATTER OF:

for compulsory pooling, Lea County,

)
)
e
Application of Harvey E. Yates Company ) CASE
)
New Mexico. ) : )
)
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 BEFORE: Richard L. Stamets

TRANSCRIPT OF HEARING

APPEAPANCES

bFor the 0il Conservation Lynn Teschendorf, Eeq.

Division: I.egal Counsel for the Division
: State Land Office Bldg.
Santa fe, New Mexico 87503




805) 471-3443

New Mexico 87501 -

SALLY WALTON BOYD
&gm Pe,

CERTIFIED SHORTHAND REPORTER
3024 Plaza Blance

10
1"
12

13

14
15

16
17

18

19

21

23

New Mexico.

p,g.

2
MR. STAMETS: Call next Case 6483.
Lames FRELAIATILIINA DT ¢ Namm LADD e N F et By S
s ® e w it e .- e S h v ey A e v - - -

Harvey E. Yates Company for compulsory pooling, Lea County,
The applicant has requested that the hearing
be,nf%ﬁinued,until,thé March 2nd Commission Hearing.

MR. STAMETS: The case wiil be so continued.

(Hearing concluded)




SALLY WALTON BOYD '

CERTIFIED SHORTHAND REPORTER

3034PLiza Blanca (§05) 4712462

Santii Fe, New Mexico $7601

10

1"

12
13
14
15
16
17

18

19
21
23

24

25

I, SALLY W. BOYD, a Court Reporter, DO HERI%‘.BY

CERTIFY that the foregoing and attached Transcript of

record of the hearing, prepared by me to the best of my

ability, knowledge, and skill, from my notes taken at the

time of the hearing.

REPORTER'S CERTIFICATE

Hearing before the 0il Conservation Di?iéibﬁ'wéé'féﬂﬁértéd'

by me: that the said transcript is a full, true, and correct

Sarlly W. BOYd, c.Sc\R. )
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:‘ A " l{. ‘ {
: (:‘, J‘,}A ¢ O1L CONSERVATION COMMISSION "
7,0 STATE OF NEW MEXICO -
(L - P,0.BOX 2088 - SANTA-FE- — — — S -
87501
DIRECTOR - LAND COMMISSIONER STATE GEOLOGIST
JOE D. RAMEY PHIL R. LUCERO EMERY C. ARNOLD L
‘ Re: CASE NO. _ 6483
Mr. A, J. LOsee ORDER NO,R=>944 !
LOsee, Carson & DicKerson N -
Attorneys at Law _
Post Office Box 239 g i
Artesia, New Mexico 88210 Applicent: .
|
Harvey E. Yates Company
: 2 3
Dear Sir: §;
Enclosed herewith are two copies of the above-referenced ,
Commission order recently entered in the subject case.
. i
/Yours very truly, i
&
JDR/£d
3 £
Copy of order also sent to: ’
Hobbs 0CC x ‘
Artesia OCC__ "
Aztec 0OCC 4
Other Conrad E, Coffield, Harold Hensley i
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DRAFT STATE OF NEW MEXICO
, — ENERGY AND MINERALS DEPARTMENT
T e B . OTL CONSERVATION DIVISION

IN THE MATTER OF THE HEARING

CALLED BY THE OIL CONSERVATION
NTUTSTON FOR_THE PURPOSE OF . .

CONSIDERING: .
ARLICATION oF HARVEY €. case wo. _b /Y3
\/’7 TES H/ALY FOR CJOM/)[/L>0l€y0:r:der No. R~ 5944

JYOLING , LEA CountTy, NEW

— . :(L//V
Conir)55/01) W
= S
on Mo cth 2-

— € ~ 5, 4R
| 19 79 at Sant;i‘%, Nevfza;d(:xDi’g‘o, 7 4 y/ Gorsemvario }
] ‘ - 155(0n OF e New Mervi oo —,

oMo s, Gha " P ob Mk s 1922, tne BEELLEE"|
@2 guorum Av:fwm} prosen,

i
piregtor;—~having copsidered the testimony, the record, and the
%ﬂ’é—_ L By 3 s

¢ | W ORDER OF THE
' . /
BY THE SesdkAl] W

This cause came on for hearing at 97 a.

wie it i

11y advigsed in the

FINDS:

(1) That Que public notice having been given as required by
law, them has jurisdiction of this cause and the subject

matter thereof.

{(2) That the yépplicant, M@i é %zéj W,
4 7 . ’ ‘
seeks an order pooling all mineral interests m_wﬂ%‘&gﬁﬂz %

A ] 7 r

. ’ o , ,2'?_; 5 _underlying the j/ -
”. ; ' - , 7 .
: - of Section 2 . Townshi / % M ». Range _ﬁéﬁézl___‘v

/\@ County, New

-
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CASE 6436: (Continued from January 31, 1979, Fxaminet Hearing).

CASE 6462: Application of- McClellan 041 Corporation for an unorthodox well location, Chaves County, New Mexico.

CASE 6463: Application of Orvlille Slaughter for pool and léase commingling, San .Juan County, New Mexico.

)“

Dockets Nos, 9-79 and 10-79 are tentatively set for hearing on March 14 and 28, 1979. Applications for

hearing must be filed at least 22 days in advance of Learing date,
Docket No. 7-79

DOCKET: COMMISSION HEARING ~ FRIDAY -~ FERRUARY 23, 1979

OIL CONSERVATION COMMISSION - 9 A.M, - ROOM 205
STATE LAND OFFICE BUILDING, SANTA FE, NEW MEXICO

CASE 6461: 1In the matter of the hearing called by-the 01l Conservation Commission on its own wotion to pernit
Mayor Eddie Armenta, the Village of Jemez Springs, and all other intercsted parties to appecar and
show cause why the Jemez Well No. 1 located in Unit A of Scction 26, Township 18 North, Range 2
East, Sandoval County, New Mexico, should not be plugged and abandoned in accordance with a

ey ndon oo
ToITETIUIY Lllgoile prvgious

RAXREAKAIRKRAKRARRIAAIRARRAIXKKARARRERARKXAKRAKRAAKRKRARRKRKIXXAZKRAKREREAKRKRRARAKAARRARKRKARKKARAARARARARARRRARRKRARRAL X

Docket No, 8-79

DOCKET: EXAMINER HEARING -~ WEDNESDAY - FEBRUARY 28, 1979

9 AM, - OIL CONSERVATION DIVISION CONFERENCE ROOM,
STATE LAND OFFICE BUILDING, SANTA FE, NEW MEXICO

The following cases will be heard bofeore Rickard L, -Stamcts, Examiner, or BDanicl S. Nutter, Alfarnate Examiner:

CASE 6422: (Continued from & nuary 31, 1979, Examiner Hearing)
In the matter of the hearing called by the 0il Conservation Division on its own motion to permit
Helton Engineering & Geological Services, Inc., Travelers Indemnity Company, and all other interested !
parties to appear and show cduse why the Brent Well No. 1 located in Unit M of Section 29 and the
Brent Well No. 3 located in Unit G of Section 19, both In Township 13 North; Rafge & East, Sandoval
County, New Mexico, should not be plugged and abandoned in accordance with a Division-approved
plugging program.

CASE 6434: (Continued from January 31, 1979, Examiner Hearing) R
Application of Amerada Hess Corporation for approval of infill drilling, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks a finding that the drilling of its State "0" YWell No. 5
to be located in Unit H of Section 30, Township 19 South, Range 37 East, Eumont Gas Pool, Lea County,
New México, is necessary to Lffectively and efficiently drain that portion of the proration unit
which cannot be so drained by ihe eéxisting well, and further seeks approval of a waiver of existing
well—spacing requirements.

CASE 6435: (Cont{mued from February 14, 1979, Examiner Hearing)
Application of Amerada Hess Corporation for approval of infill drilling, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks a finding that the drilling of its W, A. Weir "B" Well i
No. 3 located in Unit B of Section 26, Township 19 South, Range 36 Ezst, Eumont Gas Pool, Lea County, = !
New Mexico, Is necessary to effectively and efficfently drain that _portion of the proration unit
.which cannot be so drained by the existing well, "and further seeks approval of a waiver of existing
well-spacing requirements,

Application of Amerxada Hess Corporation for approval of infill drilling, Lea County, New Mexico.
Applicant, in the above-styled cause, sceks a finding that the drilling of its State "§" Gas Com
Well No. 2 to be located in Unit € of Section 32, Township 19 South, Range 37 East, Eumont Gas Pool,
Lea County, New Mexico, 18 necessary to effectively and efficlently drain that portion of the pro-
ration unit which cannot be so drained by the existing well, and further seeks approval of a waiver
of existing well-spacing requirements,

e o £ i R i Mt

£
!
£

Applicant, in the above-styled ceuse, secka approval for the unorthodox location of its Marlisue
State Well No. 3 to be located 1155 feet from the North line and 1485 fect from the West line of
Sectfon 24, Township 14 South, Range 29 East, Double "L Queen Associated Pool, Chaves County, New
Mexico, the NEf4 KW/4 of satd Section 24 to be dedfcated to the well.

.

Applicant, fn the above-styled cauee, sceks authority to commingle Oswell-Farmington Pool production <
from his Sangre de Cristo Hell No. 1 with undesignated Fruitland production from his Sangre de
Cristo Well No. 2, both located in Unit D of Section 34, Township 30 North, Range 11 West, San Juan
County, New Mexico,
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Examiner Mearing - Wednesday - February 28, 1979 . Docket No. 8-79

CASE 6464 ,Application of ‘Dallas McCasland for clarification of QOrders Nos, R-2789 aud h—273u, Lea” Lounty, Rew
Mexico., Applicant, in the above-styled cause, seeks clarification of Orders Nos. R-2789 and R-279%4
to determine what formations have been unitized and what formations arc subject to a waterflood
project under the South Penrose~Skeily Unit, Sections 6 and 7, Township 22 South, Range 37 East, Lea
County, New Mexico, and of the vertical limits of the humonl and Penrose~Skelly Pools in said sections. i

i
CASE 6465: Application of Getty 011 Company for an unorthodox well location and a non-standard proration unit, . » ’ |
HnLea County, New Mexico. Applicant, in tho above styled cause, sccks appraval. oFU A VADIAAre  MAN—. o et e
CUITIONIIY GaLTEIOlATIUR WLl JULpUITING Uil TLIA UL wcciavn 51, rownship 24 South, Range 37 East, .
Jalmat Gas Pool, Lea County, New Mexico, to be dedicated Lo its J. W. Sherrell Well No. 9 located
2250 feet from the South line and 1650 feet from the East line of said Scction 31. -

CASE 6466: Application of Getty 0il Company for a dual completion, Lea County, New Mexico. Applicant, in the
above~-styled cause, seeks approval for the dual completion of its State 35 Well No. ) located in
Unit K of Section 35, Township 21 South, Range 34 iast, Lea County, New Mexico, to produce oil from
an undesignated Wolfcamp pool and gas from the Grama Ridge-Morrow Gas Pool through parallel strings
of tubing.

CASE 6467: Application of Getty 0il Company for pool creation and special pool rules, Lea County, New Mexico.
Applicait, in the above-styled cause, secks an order creating a mew oil pool in the Wolfcamp formation .
for its State 35 Well No. 1 located in Unit K of Section 35, Township 21 South, Ranpe 34 Edst. R

Connty Vo Monfoc,-ond for-promulzatisn of Spofial podd ruies; including nvouininn F?f rﬁﬂ-arrp
spacing. o ’
CASE 6468: Application of Dome Petroleum Corporation for an exception to Order No, R-1069, San Juan County, New flg

Mexico. - Applicant, in the above-styled cause, sceks an exception to Rule 2 of Order No. R-1069, as
amended, for the Bisti-Lower Gallup 0il Pool to approve the following 13 non-standard proration units:
the W/2 WW/4, W/2 NE/4, E/2 SW/4, and the E/2 SE/4 of Sections 3, 4, and 9, and the W/2 NW/4 of
Section 10, all in Township 26 North,  Range 14 West, San Juan County, New Mexico.

CASE 6469: Applicaticn of Continental 0il Company for a dual completion, Eddy County, New Mexico. Applicant, in
T the above- -styled cause, seeks approval for the dual completion of its Fed. 34 Well No. 1 located in
Unit N of Section 34, Township 20 South, Range 26 East, Eddy County, New Mexico, to produce gas from
the Springs-Upper Pennsylvanian Pool and an undesignated Morrow pool through parallel strings of :
tubing. e

B

CASE 6470: Applicaticn of Phillips Petroleum Company for approval of infill drilling, Lea County, New Mexico.
Applicant, in the above—styled cause, ‘seeks a waiver of existing well spacing requirements to permit
_an infill drilling program in its East Vacuum Unit Area, Vacuum Grayburg-San Andres Pool, Lea County,
New Mexico, and a rlndlng that such infill wells ave necessary o cffostively and efficiently drain L
that portion of their proration units which is not presently being drained by any existing well.
Applicant specifically secks such waivers and findings now for ten wells, all in Towiship 17 South,
Range 35 Fast, and located as follows: Unit K of Section 27; Units M and 0, Section 28; Units B, I,
and M of Section 32; Units C, H, and M of Section 33; and Unit C of Section 34,

CASE 6471: Application of Consolidated 0ili & Gas, Inc.-for approval of infil} drilling, San Juan County, New
Mexico. Applicant, in the above-styled cause, seeks a waiver of existing well-spacing requirements
and a finding that the drilling of its Freeman Well No. 1-A to be located in Unit C of Section 11,
Township 31 North, Range 13 West, Basin-Dakota Pool, San Juan County, New Mexico, is necessary to
effectively and effic1ent1y drain that portion of the proration unit which cannot be so drained by
the exfsting well,

CASE 6472: Application of Consolidated 01l & Gas, Inc. for approval of infill drilling,-Rio Arriba County, New
Mexico. Applicant, in the above-styled cause, secks a waiver of existing well-spacing requirements
and a finding that the drilling of its Jenny Well No. 1-A to be located in Unit P of Sectiom 13,
Township:26 North, Range 4 West, Basin-Dakota Pool, Rio Arriba County, New Mexico, is necessary to
effectively and efficiently drain that pottion of the proration unit which cannot be so drained by
the existing well.

-CASE 6473: Application of Consolidated 011 & Gas, Inc. for approval of infill drilling, Rio Arriba County, New
Mexico. . Applicant, in the above-styled cause, seeks a waiver of existing well—spacing requirements
and a finding that the drilling of its McIntyre Well No. 1-A to be located in Unit K of Section 11,
Township 26 North, Range 4 West, Basin-Dakota Pool, Rio Arriba County, New Mexico, is necessary to
effectively and efficientiy drain that portion of the proration unit which cannot be s6 draimed by
the existing well. )

CASE 6474: Application of Consolidated 0il & Gas, Inc. for apprb&al of infill drilling, San Juan County, New
Mexico, Applicant, in the above-styled cause, secks a waiver of existing well-spacing requirements
and a fiunding that the drillintg of its Williams Well No. 1-A to be located in Unit C of Section 24,
Town'ship 31 North, Range 13 West, Basin-Dakota Pool, San Juan County, New Mexico, is necessary to
effectively and efficiently drain that portion of the proration unit which cannot be so drained by
the existing well.

S BT e AR
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Examiner learfng - Wednesday - February 28 1979 . o _bocket No. 8-79 s
Case 4751 Application of Consolidated O11 & Cas, jue, {07 approval of "iatill driliivg, San Juan County, Now

Mexico. pplicnnl. in the uhnve-nlylrd caune, neeks a walver of cxisting woll-spacing requirements

CASE 6476:

CASE_6477:

the exisving well., . o . e ) : T

CASE 6437:

CASE 6478:

CASE 6479:

CASE 6480:

CASE_6481:

CASE 6482:

,,4("-.

_~CASE 6483:

e

T v
henal 7 CPOUo

and a finding that the drilling of 1ts Montoya Well Ro. 1=A (o be located in Unit I of Section 35,
Township 32 North, Range 13 West, Basin=Dakota tool, San Juan County, New Mexico, is nccessary to
effectively and efficfently draln that portion of the proration unit which cannot be so drained by ot

Applicattion of Pennzoll Company for an unorthedox gas well location, Fddy County, New Mexico.
Applicant, 1in the above-gtyled cause, secks approval for the unorthodox location of a well to be
located 460 feet from the South line and 990 {cet from tho MWest Jine of Scction 24, Township 17
South, Range 28 East, Afd-Morrow Can Pool, Kddy Countly, New Moxico, the S/2 of satd Section 24 to be
dedfcated to the well,

above-styled cause, sccks authorily to fnstitute a waterflood project on its Fast Millmdn Pool Uit
Area by the injection of water into the Queen and Grayburp formations through eleven vells located
in Scctions 12 and 13 of Township 19 South, Range 28 East, Fast Millman Pool, Fddy County, Kew Mexico.

Anplication of Sun 0f1 Company for a yntorflood vroject, Fddy County, New Mexico, Applicant, in‘thu

(Continued and Readvertised) ) e e Do e

_Application of Curtis Little for compuleory poolino. _anproval of . tnfill drillfug,. and a non-standard

proration unit, San Juan County, New Mexico. Applicnnt, in the above-styled cause, seéeks the rescis-
sion of Order No. R-4556 and approval of an order pooling all mineral interests in the Dakota forumation
underlying all of Section 1l and Lot 4 and the SW/4 SW/4 of Section 12, Township 28 North, Range 13
West, Basin-Dakota Pool, San Juan County, New Mexico, to form a 344. 36-acre non-standard gas proration :
unit to be dedicated to a well to Le located 1085 fect from the South line and 235 feet from the West :
line of said Seetion 12, Also to be considered will be the cost of drilling and completing said well
and the allocatfon of the cost thercof as well as-actual operatiug cosis and charges for supervision. i
Also to be considered will be the désignation of applicant as operator of the well and a charge for :
risk involved in drilling safd well, - . f

Applicant further seeks a finding that the drilling of said well is necessary to efféctively and s H
efficfently drain that portion of the proration unit which cannot be so drained by the existing well. i

Application of Coronado Exploration Corp. for compulsory pooliiig, Chaves County,:New Mexico.
Applicant, in the above-styled cause, secks an order pooling all mincral interests in the San Andres
formation underlying the NW/4 SE/4 of Section 26, Township 10 Seuth, Range 28 East, Chaves County,

New Mexico, to be dedicated to a well to be located at a standard location thereon. Also to be con-
sidered will be the cost of drilling and completing said well and the allocatjon of the cost thereof
as well as actual operaiing ¢ovsis and chavges {or suporvicion. Aleo to be consideved will be- (3
designation of applicant zs operator of the well and a charge for risk involved in drilling said well.

Application of Coronado Exploration Corp. for compulsory pooling, Chaves County, New Mexico.
Applicant, in the above-styled cause, seeks an order pooling all mineral intérests in the San Andres
formation underlying the SE/4 SE/4 of Section 5, Township 10 South, Range 28 Fast, Chaves County, New
Mexico, to be dedicated ¢o a well to be located at a standard location thereon. Also to be considered
will be the cost of drilling and completing said well and the allocation of the cost thereof as well ;
as actual operating costs and charges for supervision. Also to be considered will be the designation i
of applicant as operator of the well and a charge for risk involved in drilling said well,

Application of Harvey E, Yates Company for an NGPA determination, Lea County, New Mexico. Appllcant,
in the above-atyled cause, seeks a new onshore reservoir or in the altermative a new cnshore produc—
tion well determination for its State 22 Well No. 1 located in Unit P of Section 22, Township 18
South, Range 35 East, Queen formation, Lea County, New Mexico.

Application of Harvey E. Yates Company for an NGPA determination, Lea County, New Mexico. Applicant, ;
in the above-styled cause, seeks a2 new onshore reservoir or in the alternative a new onshore produc-
tion well determination for its Hanlad State Well No. 1 located in Unit X of Section 2, Township 18

South, Range 35 East, Queen formation, Lea County, New Mexico, :

Application of Harvey E. Yates Company<for an KGPA determination, Lea County, New Mexico. Applicant,

in the above-styled cause, seeks a new onshore reservoir or in the alternative a new onshore produc- }
tion well determination for its Mobil 27 State Well No. 1-located in Unit A of Section 27, Tewnship 2
18 South, Range 3J East, Quecn [ormation, Lea County, New Mexico. 3

Application of Harvey E. Yates Company for compulsory pooling, Lea County, New Mexico. Applicant,

in the above-styled cause, seeks an order pooling all mineral {nterests in the Wolfcamp, Pennsylvanian,
and Hississipp!an formations underlying the $/2 of Section 8, Township 14 South, Range 36 East, Lea
County, New Mexico, to be dedicated to 2 well to be drilled at a standard location thereon. Also to :
be considered will be the cost of drilling and completing said well and the allocation of the cost - A
thercof as well as actual operating costs and charges for supervision. Also to be considered will be 3
the designation of applicant as operator of the well and a charge for risk involved in drilling said 5
well,
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CASE 6486: Application of Depco Inc, for an unorthodox well location, Chaves County, New Mexico. Applicant, in

CASE 6487: Application of El Paso Natural Gas Company- for appioval of infill drilling, Lea County, New Mexico. .

Page 4 of 4 |
Examiner Nearing - Wednesday - February 28, 1979 Docket No. 8-79

CASE 6484: Application of Harvey E Yates Company for compulsory pooling, Lea County, New Hexico. Applicant,
in the above-styled cause, sccks an order poolinmg all mincral interests in the Wolfcamp, Pennsyl-
vanian, and Hlsslseippinn iormations uiderlying the E/2 of Section 28, Township 16 South, Range 37 - B
aoiy wia \.vum,, hew AeXitu, L0 DE aedlcdied O a4 well to ve drilled at a standard location Ll cusie
Also to be considered will be the cost of drilling and completing said well and the allocation of the
cost thereof as well as actual operating costs and charges for supervision. Also to be considered
will be the desigi:ation of applicant as operator of the well and a charge for risk involved in
drilling said well,

CASE 6485: Application of Harvey E. Yates Company for compulsory pooling, Eddy Coutity, New Mexico. Applicant,
in the above-styled cause, seeks an order pooling all mineral interests in the Wolfcamp, Pennsylvanian,
and Mississippian formations underlying the S/2 of Section 13, Township 18 South, Range 28 East,
FEddy County, New Mexico, to be dedicated to a well to be drilled at a standard location therzon. Also
to be considered will be the cost of drilling and completing said well and the allocation of the cost
thereof as well as actual operating costs and charges for supervision. Also to be consfdered will be
the designaticn of applicant as operator of the well and a charge for risk involved in drilling said

esnl
WA

from the North and East 1ines of Section zi, Iowaship 13 50Uih, Range 30 E4ast, undesignated HOriow
pool, Chaves County, New Mexico, the E/2 of said Section 21 to be dedicated to the well.

_the above-styled cduse, s gks approval for the unorthcdox -location of a well to be located 660 feet

Applicant, in the above-styled cause, seeks a waiver of existing well-spacing requirements and a
firding that the drilling of its Shell E State Com Well No. 2 located in Unit N of Section 6, Town—
ship 21 South, Range 36 East, Eumont Gas Pool, Lea County, New Mexico, Is necessary to e@fectively
and efficiently drain that portion of the proration unit which cannot be so draimed by the existing
well.,
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Mr. Joe D. Ramey, Director

New Mexico 0il Conservation Division
P. O. Box 2088 ,

Santa Fe, New Mexico 87501

Dear Mr. Ramey:

AREA CODE 505
746-3508

Enclosed for filing, please find three copies each of two
Applications of Harvey E. Yates Company for compulsory pool-

We ask that these cases be set for hearing before an examiner
on February 28 and that you furnish us with a docket of said

hearings.
Yours truly,
'LOSEE, CARSON & DICKERSON, F.A.
) > oL
A. J. Losee
AJL:bijm .
nclogsures '

|
|

cc w/enclosures: Harvey E. Yates Company
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HARVEY E. YATES COMPANY

PETROLEUM PRODUCERS . 0. 80X 1933

SUITE 300. SECURITY NATIONAL BANK BUILDING 5056236601
ROSWELL. NEW M_EXiCO,\BBi’OI
- SRS (RPN N

b,

February 6, 1979

New Mexico 0il Conservation Division

- P, Q. Box-2088 S e e
-Santa Fe, New Mexico 87501

g

Attention: Mr. Dan Nutter

Re: Compulsory Pooling Application

S/2 Section 8
T—14S' R—36E' NcM-P.M-
Lea County, New Mexico

Dear Dan:

T znclose for £iling.an

the above referenced
aced on the hearing

As we discussed by telephioie,
application for Compulsory Pooling covering
lands. This application has already been pl
docket for February 28, 1979. Thank you.

Sincerely,

RHS/1h

Enclosures

b s Wt RS AER A s (R
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BEFORE THE OIL CONSERVATION DIVISION ~ STATE OF NEW MEXICO"

JIN THE MATTER OF THE

APPLICATION OF HARVEYAE.
.

No. éngﬂé {'?7

YATES COMPANY FOR

COMPULSORY POOLING, LEA

N et N et N’ Nt Nt N 4 S

COUNTY, NEW MEXICO

APPLICATION

Comes now Harvey E., Yates Company, hereinafter reférred

to as "Applicant", and states that:
1.  Appliecant proposes to drill a well situated 1980

FWL and 660' FSL, Section 8, Township 14 South, Range 36 East,
N.M.P.M., Lea County, New Mexico, to the Mississippian Lime
formatiqn‘andrdedicate the S/2 of Section 8 to said well.

2. 'LApplidant is the owner of, and/or holds the con-

: Woldcamp thru

tractual right, to drill and develop the-He;:ow—aaé—M]SSlss1pplan

Lime formatlons unde11y1ng the follow1ng descr1bed lands s1tuated

within the S/2 of said Section 8:

Descrlgtlon Interest Owned ‘Type of Interest ~ Net Acres
SW/&, W/2 SE/4, 100% Working Interest 280
" SE/4 SE/4

3.  Applicant has obtained voluntary consent to pooling -
of interests in the Morrow and Mississippian Lime formations
underlying the é/z of said Section 8, with the excéptioh of
- the parties named below, whose addresses, and the interests
owned, éccordihQ"to Applicantts information and belief, are

as follows:

Interest Type of Net
. Owner . Description Owned Interest Acres
Cal-Mon 0il Co. NE/4 SE/4 9.334% W.I. 3.7336
P.0O., Box 2066 :
Midland, Texas 79702
> Jan 0il Company " 5.000% 2.0000

Address unknown
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Vel
George A Thomas
A

Address unknown

William Tack Th°@§$,,“,W,,WWH,wMWW

- %=~

P A T
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Joe R, Henderson
P. O. Box 2477
- Midland, Texas 79702

James S. DuBose
3416 Autumn Drive

Fort Worth, Texas 76109

TAtava 1P ""TA(:I'J'X
525 Midland Tower
Midland, Texas 79701

‘Jack Markham

Suite 1212

1500 Broadway :
Lubbock, Texas 79401

J. M. Welborn

Suite 1212

1500 Broadway '
Lubbock, Texas 79401

‘Ernést Angelo, Jr.
200 Gihls Tower West
Midland, Texas 79701

bon L. Spards ,
507 N. Marienfeld
Suite 208
Midland, Texas 79701

McCrea Trust No. 1
P. O. Box 1715
Midland, Texas 79702

Estorll Producing Corp.

Suite 1100
Vaughn Building
Midland, Texas 79701

Jack 0. McCall

" Suite 1210

. MNB' Tower

Midland, Texas 79701

 Marshall & Winston, Inc.

P. O. Box 874
Midland, Texas 79702

A. T. Carleton
P. O. Box 293
Midland, Texas 79702

Robert L, Monaghan
P. O. Box 2066
Midland, Texas 79702

2.500%

3.333%

10.000%

b
to
n
(=3
(4]
P

3.334%

3.333%

‘8.833%

2.000%

7/

3.333%

12,500%

-10.000%

10.000%

0.500%

1.0008%

100.000%

_2.500%

W.I. 1.0000

W.I. 1.0000
W.I. 113332
W.I. 4,0000
woT, 5.0000
W.I. 1.3336
W.I. 1.3332
(
Ww.I. - 3.5332
w.I. 0.8000
w.I. 1.3332
W.I. 5.0000
W.I. 4.0000
W.1. 4.0000
W.I. 0.2000
W.I. 0.4000

40.0000
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4, Applicant has been unable to obtain voluntary agreement

for pooling of the interests described in paragraph 3 immediately

j o L above, and in order to avoid the drilling of'unnecessary“wélléf”‘
to protect correlative rights, and to prevent waste, all interests

[4
. e i R P - - - —

in the Morrow and Mississippian Lime Formations underlying tie ~— 777

S/2 of said Section 8 should be pooled pursuant to the provisions

5. Applicant should be designated operator of said

pooied lands.

= i | 6. The risk and expense df'afilliﬁé”éhd'éampleting the
proposed well is great, and if the owners of the interests

- described in paragréph 3 above, or any other unknown owners of
interééts in the pfoﬁosed proration unit, do not choose to pay
ﬁheir share of the costs of drilling and completing said proposed

well, then Applicant should be allowed a reasonable charge for

supervision of said well, and a charge for the risk involved
in addition to recovery of the actual cost of drilling and

. completing said well.

—WHEREFORE, Applicant respectfully requests that this
application be set for hearing before a duly appointed examiner,
ané fhat’after notice and hearing as required by law, an order
be entered po6ling all interests in the Morrow and Mississippian 5
Lime formations underlying the S/2 of Section 8, Township 14
South, Range 36 East, N.M.P.M., Lea County, New Mexico, desig-
nating applicant as Operator of said pooled lands, making‘proviSién

~for applicant‘to recover its casté from production, including
an apprdpriate risk factor, provisions for payment of‘ope;ating %
costs and costs of supervision ffém production, to be allocated

among the interest owners as their interests may be determined,

and such other provision as may be just and proper.
Dated this _éﬁﬂl day of February, 1979,

HARVEY E. YATES COMPANY s

By: 8%
Robert H, Stran
P. O. Box 1933
Roswell, New Mexico 88201
Attorney for Applicant
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'of interests in the Morrow and Mississippian Lime format
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THE OIL CONSERVATION DIVISION ~ STAYE.OF NEW MEXICO

PN . B
p 3 4 3 §

IN THE MATTER OF THE l :Fk“'“’“ng L
"APPLICATION OF HARVEY E. ) U
YATES COMPANY FOR : ; ,&“\?’fhoifm« (,483 L
COMPULSORY POOLING, LEA “’}'”
COUNTY, NEW MEZICO ;

APPLICATION

Comes now Harvey E Yates Company, herelnafter referred
to as "Applicant", and states that:
1. Applicant proposes to drill ‘a well situaked 1980"
FWL and 660' FSL, Section 8, Township 14 South, Range ‘36 East,
N.M.P.M., Lea County, New Mexico, to the Mississippian Lime
formation and dedicate the S/2 of Section 8 to said well.
| 2.7 Applicant is ihe'ownér of and/or holds the con—

) tool€camp t
tractual right, to drlll and develop the-#e;;ow—aaé MlSSlSSlpplan

Lime formations underlying the following described lands situated

within the S/2 of said Section 8:

Descrlptlon Interest Owned Type of Interest Net Acres
SW/4, W/2 SE/4 100% Working Interest 7280
SE/4 SE/4

3. Appllcant has obtalned voluntary consent to pooxi

underlylng the S/2 of said Section 8, with the exception of
the parties named below, whose addresses, and the interests
owned, according to Applicant's information and belief, are

as follows:

Interest Type of Net
Owner ] Description Owned Interest Acres
Cal-Mon 0il Co. NE/4 SE/4 9.334% . W.I.  3.7336
P.O. Box 2066
Midland, Texas 79702
“Jan 0il Company - 5.000% ; 2.0000

Address unknown

T TV SRR




e George A, Thomas— - " 2.500% Wl

Address unknown

’-.‘
Q)
<
[}
[}

William Tack Thomas " 2,500% W.I1. 1.0000
Address unknown
Jut K. nenqerson . ' 3.335% ' Wole ';1.3332 .
P. O. Box 2477
_Midland,_Texas 79702

James S. DuBose " 10.000¢ W.I. 4,0000
3416 Autumn Drive
Fort Worth, Texas 76109 "

John H. Hendrix o 12.500% W.I. 5.0000
525 Midland Tower ' : .

rrQlana, Téxas

Y ‘ - Jack Markham : " 3.334% Ww.I. 1,3336
: Suite 1212 :

b . 3.500- Broaflway

Lubbock, Texas 79401

-J. M. Welborn " 3.333% Ww.l. 1.3332
Suite 1212

1500 Broadway

Lubbock, Texas 79401

s e b b ey

Ernest Angelo, Jr. " 8.833% W.I. 3.5332
200 Gihls Tower West
Midland, Texas 79701

Don L. Spards : v 2.000% Welo
507 N. Marienfeld
Suite 208

Midland, Texas 79701

McCrea Trust No, 1 " 3.333% W.I. 1.3332
P. O. Box 1715
Midland, Texas 79702

Estorll Producing Corp. " 12.500% W.1. 5.0000 .
Suite 1100 ’ ' ‘ '
Vaughn Building

Midland, Texas 79701

Jack O. McCall ) " 10.000% wW.Il. 4.0000
Suite 1210

~ MNB Tower
Midland, Texas 79701

' Marshall & Winston, Inc. " 10.000% ‘W.I. 4.0000
P. 0. Box 874
Midland, Texas 79702

A. T. Carleton o 0.500% W.I. 0.2000
P. 0. Box 293 | |
Midland, Texas 79702 ;

Robert L. Monaghan " 1.000% W.I. 0.4000
P. 0. Box 2066
Midland, Texas 79702
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4, Applicant has been unable to obtain voluntary agreement

- for -pooling of the 1nterests descrlbed in paragraph 3 immediately

above, and in order to av01d the Glxlllng o Unn cessar;»ﬁplls,
to protect correlative rights, and to prevent waste, all interests

it the Marrow and Mississippian Lime Formations underlying the

S/2 of said Section 8 should be pooled pursuant to the provisions  —— 4

of §70-2-17 N.M.S.A., 1978 (formerly §65-3-14 N,M.S.A.,, 1953).

5. Applicant should be designated operator of said
pooled lands. |

£. The risk and expense of drilling and completing the
proposed well is great, and if the owners of the iht;rest“
described in paragraph 3 above, or'éﬁy other unknown owners of
interests in the proposed proration unit, do not cﬁoose to pay
their share of the costs of drilling and completing said proposed
well, then Applicant should be allowed a reasonable charge for
supervision of said well, and a charge for the risk involved

in addltlon to recovery of the actual cost of drllllng and

vcompletlng sald well.

WHEREFORE, Applicant réspectfully requests that this
épplication be set for hearing before a duly appointed examiner,
and that aftér notice and hearing as required by law, an order
nd HIS? issippian
Lime formations underlying the S/2 of Section 8, Township 14
South, Range 36 East;\N.M.P.M., Lea County, New Mexico, desig-
nating applicant as Operator of said pooled lands, making provision
for épplicant to recover its costs from production, including
an appropriate risk factor, prpvisions”for payment of operating
costs and costs of supervision from production, to be allocated

among the interest owners as their interests may be determined,

and such other provision as may be just and proper.
pated this _[p Y. day of February, 1979.

HARVEY E. YATES COMPANY

By: g% LY.
Robert H. Strand
P. O. Box 1933
Roswell, New Mexico 88201
Attorney for Applicant
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APPLICATION OF HARVEY E,

YATES COMPANY FOR

No. '._ ({83

COMPULSORY POOLING, LEA

e et N ot Nl i S i N

! COUNTY, NEW MEXICO

APPLICATION

Caa
N

Comes now Harvey E. Yates Company, hereinafter referred o D
to as "Applicant", and states that: . i

1. Applicant proposes to drill a well situated 1980° %

FWL and 660' FSL, Section 8, Township 14 South, Range 36 East,
N.M.P.M., Lea County, New Mexico, to the Mississippian Lime
formation and dedicate the S/2 of Section 8 to said well,

Z.  applicant is the owner of, and/or holds the con-

3 : wo'€(ﬁ-mﬁ f’l’)ru.. )
tractual right, to drill and develop the -Merrow-and Mississippian

Lime formations underlying the following described lands situated

within the S/2 of said Section 8:

- (
Description Interest Owned Type of Interest Net Acres
» sw/4, W/ZuSE74, ~ 100% ' bekiﬁg'iﬁtereétk » 1280 » R
SE/4 SE/4
3. Applicant‘has obtained voluntary consent to pooling

of interests in the Morrow and Mississippian Lime formations

underlying the S/2 of said Section 8,vwith the exception of

¥

P
the parties named below, whose addresseés, and the interests

owned, according to Applicant's information and belief, are

as follows:

Interest Type of Net 3
Owner ; Description _QOwned Interest Acres :
Cal-Mon 0Oil Co. NE/4 SE/4 9.334% W.I. 3.7336
. P.O. Box 2066
5 Midland, Texas 79702
- " "“Jan 0il Company " 5.000% 12,0000

Address unknown
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George A. Thomas "
Address unknown

.William Tack-Thomas "

Address unknown

Joe R, Henderson "
P. O. BOx 2477

~Midland, Texas 79702

James S. DuBose "
3416 Autumn Drive
Fort Worth, Texas 76109 "

John H. Hendrix oo
525 Midland Tower
Midland, Texas 79701

Jack Markham "

. Snite 12192

1500 Broadway B
Lubbock, Texas 79401

J. M. Welborn o

Suite 1212 PR

1500 Broadway
Lubbock, Texas 79401

Ernest Angelo, Jr. "
200 Gihls Tower West
Midland, Texas 79701

'Don L. Spards "

507 N. Marienfeld
Suite 208

-~ Midland, Texas 79701

McCrea Trust.No. 1 "
P. O, Box 1715
Midland, Texas 79702

Estorll Producing Corp. *
Suite 1100 .

Vaughn Building _
Midland, Texas 79701

Jack 0. McCall "

Suite 1210

~ MNB Tower

Midland, Texas 79701

" Marshall & Winston, Inc. ™

P. O. Box 874
Midland, Texas 79702

A. T. Carleton "
P. O. Box 293
Midland, Texas 79702

Robert L. Monaghan "
P. O. Box 2066
Midland, Texas 79702

2.500%

3.333%
-10.000%
12,500%

3.334%

3.333%

8.833%

3.333%

12,500%

10.000%

10.000%
0.500%

1.000%

W.1. 1.0000
W.I. 71,0000
W.I. 1.3332
W.1. 4,0000
W.I. 5.0000
W.1. 1.3336
W.I. 1.3332
W.I. 3.5332
W.i. 0.8000
W.I. 1.3332
W.I. 5.0000
W.I. 4.0000
W.I. 4.0000
W.1. 0.2000
W.I. 0.4000
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4.

Applicant has been unable to obtain voluntary agreement

for pooling of the interests described in paragraph 3 immediately

above, and in order to avoid the drilling of unnecessary wells,

: 5.

6.

LS Vi AT A s 7

of §70-2-17 N.M.S.A., 1978 (formerly §65-3-14 N.M.S.A., 1953).

described in paragraph 3 above, or any other unknown oOwners

in the Morrow and Mississippian Lime Formations underlying the

oA L

: S/2 of said Section 8 should be pooled pursuant to the provisiohs

Fty

Applicant should be designated operator of said

pooled lands.

The risk and expense of drilling and completing the

pfbposéd well is great, and if the ownérs of the interests

interests in the proposed proration unit, do not choose to pay
their share of the costs of drilling ‘and completing said proposed
well, then Applican£ should be allowed a reasonable charge for .
supervision of said ﬁell, and a charge for the risk'inyolved

in addition to récovery of the actual cost of drilling and

completing said well.

’\\"e
3

3
A

WHEREFORE, Applicant respectfully }equests that this
application be set for hearing befbre a duly appointed examinef,
and thatfafter notice and hearing as required by 1aw¢van order
he entered pooling all interests in the Morfow and Mississippian
Lime formations underlying the S/é of Section 8, Township 14

South, Range 36 East, N.M.P.M., Lea County, New Mexico, desig-

for applicant to recover its costs from production, including

ah appropriate risk factor, provisions for payment of Qperating
costs and costs of supervision fromfppOGQEtion, to be éllocated
among the interest owners as their i%tere§ts may be determined,

and such other provision as may be just and proper.

Dated this (pYw  day of February, 1979,

HARVEY E. YATES COMPANY

By:

Robert H. Strand
P, O. Box 1933
Roswell, New Mexico 88201
Attorney for Applicant

to protect correlative rights, and to prevent waste, all interests

A~k
v

nating applicant as Operator of said pooled lands, making provision
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