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-APPbICATION OF HNG OIL COMPANY FOR

i
'

of

STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION

I THE MATTER OF THE HEARING

6709
R~6256

CASE NO.
Order NoO.

COMPULSORY POOLING, LEA COUNTY,
NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION1

This cause came on for hearing at 9 a.m. on November 14,
1979, at Santa Pe, New Mexico, before Examiner Daniel S. Nutter.

NOW, on this ., _day of January, 1980, the Division
Director, having consiaered the testimony, the record, and the
recommendations of the Examiner, and being fully advised in the

premises,
FINDSs

(1) That due public notice having been given as required
by law, the Division has jurisdioction of this cause and the
Fubject matter thereof.

(2) That the applicant, HNG Oil Company, seeks an order
ling all mineral interests in the Pennsylvanian formation
nderlying the N/2 of Section 33, Township 16 South, Range 35

ast, NMPM, Shoe Bar Gas Fleld, Lea County, New Mexico.

(3) That the applicant co~owns the NE/4 of said Section
2 with certain other parties and seeks an order pooling said
rter section with the NW/4 of said Section 33 which is owned
y Exxon Company, USA to form a 320-acre gas spacing and prora-
tion unit to be dedicated to a well which applicant proposes to
drill at a standard location for said unit at a point 660 feet
rom the North line and 1980 feet from the West line of said
ection 33,
1A mrae

(4) That under applicant's proposal. HNG et al would own
50 percent interest in the ‘proposed unit and Exxon Company,
SA would own a 50 percent® interest.
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(5) That acocording to the evidence in this case, apptoxi-

pately 1/3 of the potential reserves attributable to applicant's
.propoged well underly the NE/4 of Section 33 and approximately
2/3 of said reservaes underly the NW/4 of the section.
'3 (6) That Exxon Company, USA opposed tha proposed unit at
phe hearing of this case and declared that it has budgeted, and
’is committed to, the drilling of an Atoka=Morrow test weil at a
rstandard location in the sW/4 NW/4 of Section 33, to which it

would dedicate the W/2 of the section.

J’ (7) That approval of HNG's application in the instant case
'Lould impair the correlative rights of Exxon Company, USA inas~-
puch as said company would be contributing 2/3 of the reserves
o the well but would be credited with only 1/2 the well's
roduction.

(8)

| That alternate drilling and acreage dedication arrange-~

xights and those of its co~owners.

{9) That denial of the application will serve to protect
correlative rights and will not cause waste, and such denial
should be ordered.

IT IS THEREFORE ORDEREDt

(1) That the application of HNG 0il Company for an crder
pooling all mineral intereste in the Pennsylvanian formation
underlying the N/2 of Section 33, Township 16 South, Range 35
East, NMPM, Shoe Bar Gas Field, Lea County, New Mexico, is
hereby denied.

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

DONE at Santa Fe, New Mexico, on the day and year herein-

STATE OF NEW MEXICO

“OXL CONSERVATION DIVISION

jments are available to HNG by which it can protect its correlative

Lo
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MR. NUTTER: Call next Case Number 6709.

MR. PADILLA: Application of HNG 0il Com-
pany for compulsory"pooling, L,ea County, New Mexico.

MR. CARR: May it please the Examiner, I
am William F. CarrJ Campbell énd Black, P. A., appearing on
behalf of the applicant. T have two witnesses that will

need. to be ‘sworh.

MR. NUTTER: Any other appearances in this

;

Case 67093

MR. ATKINSON: My name is Clifford Atkinson %

appearing from Modrall Law Firm for Exxon.

MR. NUTTER: Will you have any witnesses,

Mr. Atkinson?

%
:
3
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MR. ATKINSON: Yes, ‘sir, we'll have two

. witnesses.

MR. NUTTER: Would all ‘the witnesses please

stand and be sworn at the same time, please?
(Witnesses sworn.)

MR. CARR: At this time I would call Mr.

]

(There followed a discussion

off the record.}

2

MR, NUTTER: We'll recess the hearing
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/\ 1 until the morning, then, and we'g:e on Case 6709,
2
3y - (Thereupon the evening recess
4 was taken. Thereafter on the leh N
5 day of November, 1979, the hearing
6 was resumed, as follows, to-wit:)
\7
8 || MR. NUTTER: The hearing will come to ofder.,

9 please. I believe we're on Case Number 6709. WE have called

gﬁgg 10 the case and I believe the witnesses have been sworn, have
gggg 11 | they not, all four witnesses, |
::) ggg; 12 Mr, Carr, would you proceed?
gééi 13 v | MR CARR: I'd like to ‘call4 _ilaymond Parker.
CH LI | |
15 RAYMOND PARKER®

16 being called as a witness and having been duly sworn upon his
17 | oath, testified as follows, to-wit:-
18

LN - " DIRECT EXAMINATION . o

P

20 § By MR. CARR:

21| _ _ 0. Will you state your full name and place of

z residence? ’ ' g

= A I'm Raymond Parker. I live in Midland,

2 : L ; o

§ Texas, at 2007 North H. L , ;

o ‘Mr. Parker, by whom are you employed and in
. R O e e - e LT ,
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what capacity?

A : I'm employed as a land consultant by HNG
0il Company, Midland, 7Texas.

0 Have you previously testified before this
Commission, had your credentials accepted and made a matter
of record?

A Yes, I have.

0 Are you familiar with the application of
HNG in this c,ase?

A I am.

' MR. CARR: Are the witness' gualifications
acceptable?
‘MR, NUTTER:' Yes, they are.

-Q Mr. Parker, will you please refer to what
has been marked for identification as HNG's Exhibit Number
One, and explain to the Examiner what it is and what it showsf

a Exhibit One is a land plét of the Shoe Baf,
so~called Shoe Bar, South ShoeWBar Field area, showing wells
drilled in the area together with owners of leasehold, a
State approved Shoe Bar Unit, and a proposed 320—acreworkinﬂ
interest unit comprising the’north half of Section 33; and
that's it. ) ‘ -

0 Is thé proposed'location a standard locati
for thekno}th half of the unit?

A It is.

B e T
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, : 1 0. Now, Mr. Parker, if you created a unit out

2 of either the east half or the west half of this section,

3 how far from the north line of the section would you have to
4 drill to be at a standatd location? ,
5 A A standard location would be 1980 from the

6 | north line,.

* 7 0. Now, looking at Section 33, is all of the
8 acreage in this section State land?
- 8 A I‘tvis all State land.
gg 32 10 0. Now does this plat reflect other HNG wells
®sss
2553 " drilled in the area?
> s | "
FH It doss, .
o Ay
Otk . .
Egég 13 0 I'd like to direct your attention to the
< x 3 ' : ’ ' : ‘
WHWo J
o= 1 well drilled in the northeast quarter of Section 3, and ask |
5 you to explain the circumstances surrounding the drilling of

1} this well.

7 A This was proposed joint venture --
: 18 MR. NUTTER: Where? Where, Mr. Carr?
19 - .
MR. CARR: 1In the --
20 e . ' . ~ .
, A - East half of Section 33. :
, 7 h - ]
2 £ MR. CARR: In the east half, in the north- ;
2 | - L | :
east quarter of Section 33. ‘
o, 23 , .
::) , , MR. NUTTER: Okay. : o
. 24 ; , . e :
A, The owners of the east half being HNG 0il :
%

| Company and Sol West, et al, entered irto a working ;nterest
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unit for the drilling of 2 Morrow test to be jocated 1980 from

\ "the north and 660 from the east 1ine of gection 23, The

well was drilled to a total depth of 13,000 feet. Tests were

nade —— I won't 9o into the tests because I'm not qualified.
We'll referx that to Mr. Cherxryhomes iater.

0. All right.

A _ it was éubsequently plugged as a 4ry hole.

0. And you were propsing to dedicate the eést‘
half of Secﬁion 33 to that weli?.

A We were, yes.

0. why are you nowv proposing to dedicate the
north half of the section?

A  Yes, sir, we are.

0 and why ié that?

A - We feel that if we get closer to the north

r

i1ine of the section vwe can make an Atoka well.

0 and Mr. cherxryhomes will testify as to the

reason for that.

A He will testify on that.
Q. what interests have committed toO this unit?
A The entire'northeaSt‘quartér,'the northeast

”quarter“df gection 33 is owned jointly by HNG 0il Company s

Tom Ingram, sol West, the thjrd, and Michael Shearn. HNG,

as operator for these people, ére proposing,this working

interest unit.
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0. And that means you have 160 acres that have

not been committeq,

A That's right,

0 ‘ And this jg the Exxon acreage?

A That'sg right,

0 :Have You givepn Exxon notice of Your inten- -

tion to develop_the north halfsp

A, Yes, we have,

A Exhibit Number mywo jg a letter from HNG

0il Company, dated August 16th, 1979, wherein We propose
the'formation °of a 32Q-zcre working inferest unit compriseq
the northeast section -- northeastgquarter of Section 33,

16 South 35 East, Lea County. e set out the interest of

the parties. ye attached later ap AFE. We inviteg Exxon

to Participate as a& working interest owner or jip lien thereo#

farm out ¢o the unit, reserving 1/16th of 8/8th
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0. And then attached to that is a response of

Exxon to your proposal, is that correct?

A Right, response by Exzon by letter dated

.September 25, 1979, wherein they advise that they did not

desire to join or farm out.

0 .\ Now, Mr, Parker, do the costs reflected on
the AFE;‘are these costs in line with your experience in
drilling ofher wells in the area?

A Yes, sir, they ére.

0. Will you‘pléase refer to what has been
marked Exhibit Number Five and review this for the Examiner?

A Exhibit Number Five is a form of COPAS
accounting brocedUre, the purpose of which ié to show tﬁe
drilling well rate and the prodﬁcihg well rates, as showﬁ
on —-

0 _ Are you talking about,kﬁhen you say pro-
duéing and drilling well ratcs, yéﬁ‘re talking about the costj
overhead cost or admihistrative coétywhile drilling and pro-
ducing the well?

| This i§ right,
Are tﬁose contained in paragraphnthree'on
On page th;ee.
- And what'aré those figures? : R

Well, a drilling well rate is $2679;‘§rq-
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Page 12
ducing well rate, $359.
o These are monthly figures?
A That's monthly figures.
0. Do you believe these figures are in line

with what is being charged by other opefators in the area?

A They are somewhat 1ess than other operators
are charging in the‘same operation.

0 Do you'recomﬁend that any order entered as
a result of this hearing incorporate thege figures as appro-
priate costs?

A : Yes, sir, I do.

0 Mr. farker, does HNG request to be desig-
nated operator of thié proposed well? |

A. Yes, sir. |

0. In your opinion will granting this appli-

cation be in the interest of conservation, the'preventioﬁ of
waste, and the protection of correlative rights?

A Yes, sir.

Q . Were Exhibits Gnevthrough.Five either pre-
pared by you or havé>you’xeviewed them and can you testify
from your own knowledge,as to their accuracy?

A I can. | |
MR. CARR: At this time, Mr. Examiner, we

would offer HNG's Exhibits One through Five.

MR. NUTTER: Exhibits One through Five willl

Crets

e - e
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_da not oun 50 percent in the north half. . . ..

Page 13

MR, CARR: I have nothing further of the

witness on direct.

MR. NUTTER: Are there any questions of the

witness?

MR. ATKINSON: Yes, sir, we have a few

questions.

CROSS -EXAMINATION
BY MR. ATKINSON: |
0. Mr, Parker, I'd like to refer you to the
application filed by HNG in this matter. I do not have an
additional copy of it; Do you have a copy?
A I have a copy, yes.

o ~ And I'd like to refer you to paragraph one

T

of that application. 1It's either stating.there all or in
part that the applicant, HNG 0Oil Company, you wQuld agree
with me, I guess, the applicant is HNG Oil Company?

A, Yes, I will,

Q - Is the owner of 50 percent of.the working

interest in and under the north half of the said Section 33

and has the right t6 drill thereon. What you really méant ... -

there is -- - , ' .

A This statement is not correct in *that we

-
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All right
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13

Owner of 33;3507
5.35¢07 Percent;

andMiﬁhael

A this jgq i‘ight,
R Q

Who are the owners,
ihterest °Wner3?
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A\ ‘ 1 0 -- and have identical interests in the
. 2 Shoe Bar Ranch Unit?
: 3 A That's right.
4 T 0 - Nov?, with regard to the east half of Sec-

5 tion 33, in approximately March of 1979 do you recall HNG's

6 applying for a, communitization agreement between HNG and
o . 7 Sol West?
o 8 : a I do, east half.
ST e 9 0. All right, and what was the purpose of
(=] ﬁ :N 10 ey . . .
(’5 § 33 that communitization agreement?
- I E:; ’
e gggé 1 A The purpose of the communitization agree-
e N 35
R S
e §§§§ 12 ment was to get it in the hands of the State Land Office so
2 s .
>-g k 13 : : , )
: jﬁég that the well, we were successful and the well was a producexr
. <=2 ¥
§3 L we could cpmmunitlze the two pieces, bearing in mind that

15 the southeast quarter is part of the Shoe Bar Unit, which
16 is past its primary term and is held by terms of the State
1 approved unit. We have met the plan of development require-

18 ments for the State.

” ; 0. All right., Now, I'd like to ask you a

20 questi,oh. Under the terms of the communitization agreement,
2 . what does proiduction‘ on the northeast quarter of Se_gtibn 33
21 accomplish insofar as ;;he bsoutheast quarter cf Sec_ti"{?‘)n 33
is cgnce‘rned?. |

24 - ‘ . . >
A Well, the communitization agreement has

P

accomplished nothing because the well was a dry hole.

g L
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‘would have participated in that production?

16

Page
0 Okay. Whét then did the communitization
agreement propose to accomplish?
A ;t proposed, in the event of production of

gas from<the Pennsylvanian formation, was tQ communitize the
lease on the nor'theast quarter‘with that on the southeast
quarter, |

Q All right, and had there been production
achieved in the northeast quarter of Section 33, wduld‘you

agree with me then that the southéast quarter of Section 33

A It would have,

0. And what -effect would the production’in
the northeast quarter of Section 33 had insofar as distibu-
tion to the co—owners, if-; can use that term, of the Shoe
Bar Ranch Unit? 1In other wOrds,/had you achieved produaction
in the northeast quarter of Section 33, yéu stated that the
southeast quarter of Section 33 would have participated.

A -That‘s right,

0 All right, how, would that participation

have eXtended as ‘well to the other owners of the Shoe Bar

Ranch Unit?
A It would have.

o All right, and HNG owns a 33 percent inter-

est in the -- approximately 33 percent iﬁterest, in the

Shoe Bar Unit?
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A That's right.

W

MR. CARR: I'm going to object to this 1lin

of questioning. It isn't relevant to anything in the case

pefore the Commission today . participation in the Shoe Bar

Ranch Unit is not properly pefore this Commission.
MR. ATKINSON: Mr. BExamineXr, it may be
that this testimony may not be of help to the Commission

in making a determination of what is before the Commission

today; however, what I'm doing is laying a foundation for
what we will show in our case. Well, 1 won't go into what

it is we're going to show, but I'm just laying a foundation

for what we do hope to prove in oaxr case as to HNG's intere%L

in the overall area.

MR. NUTTER: Weli, I think, Mr. Atkinson,
that you're talking about a unit down here that @id -- that

was communitized with a part of the acreage that was dedi-

cated but which is no longer dedicated to any'well, and it

is a little far afield to get down here way into Secfion 3

when we're talking about a well in the north part of Section

33.

So T think'the record shows already that
the Sol'West interééts, including Ingram, Shearn, and HNG,
have identical interests, apparently, in theinortheast

quartet. Is that not cofrect?

A That is correct, yes, sir.

-
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fceoxrding to your Exihibii

One these bPercentages are the same Peércentages that you gave

for the northeast quarter of Section 33,

A That's right,

MR._ NUTTER: 1 think the ownership has
been estabiished. The ownership in the unitvis the same as
the ownership in ”the northeast quarter,

MR, ATKINSON: - ves, That's pPrecisely what
I was trying to,est’ablish._

MR. NUTTER: Okay.

) 4712482

a‘
Qu
8
£

0. (Mr. Atkinson continuing,) 1'g like to

Mexico 87501

(311

ask you a Question now, j in regard to the HNG well

SALLY wALTO
CERTIFIED SHOR
New

Yes, sir.

Is that well completed?

A That was ouyr 28-1 located 193¢ from the

east, 660 from the south of Section 28, It was under lease

to Getty 0i1 Company .
farm in.
Atoka,

o And what is the approximate production?

The producing fate, excuse me.

). I'd say in the ne;ighborh_ood_of 5 million

‘a day.

All-vight. ang t;p‘f;fok}:cji‘f’rﬁéiﬁéily”how far north

I
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of the north boundary of Section 33 is that located?

A It's 660, 660 north of the north line of

0. Okay. UNow, with regard to the well that
was drilled in the northeast quarter of Section 33, when was

that well commenced?
A I'1l refer this to Mr. Cherryhomes, He
has all the well data.

0. Okay, you have no personal knowledge of

that, then?

A This is a production department function,

(506) 4713463

not a land.

New Mexico 87501

0. Okay, You did testify on direct, though,

oﬂ
Qu
F
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3020Plaxe Blanca
Santa Fe,

I believe, that it was a dry hole.

A Yes.

0. All right. You also teétified, presumably
by your own personal knowledge, that in your opinion the
pooling offthe northeast quarter northwest gquarter of Section
33 would prevent waste and protect corrélative rights, What
do you base that cpinion on?

S There again, I think 1 should refer this to
ihe"production geoloéist, who will presént ;estimony in that
éonnectioh. |

o  Okay, so you have no personal knowledge of

the facts which would lead to a conclusion that it will pre-

vy

;
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vent waste and protect correlative rights.
A My personal knowledge is my observation of

what the production people have done. 1It's based on that

entirely.

Okay. You would agree with me that is be-

yond the area of your expertise.

A I would say that's probably true.

MR. ATKINSON: We have no further question

at this time, Mr. Examiner.

MR. NUTTER: Are there any other questions

of the witness?

.,CARR: T have no further guestions of

this witness.

NUTTER: . He may be excused.

CARR: At this time T would call Terry

s TERRY CHERRYHOMES

being called as a witness and having been duly sworn upon

his oath, testified as fdlibws; to-wit:

DIRECT EXAMINATION

Will you state your name and place of resi-

v R e
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A, Terry Chefryhomes. I live in Midlagd at
3502 Stanley.

0. Mr, Cherryhomes, by whom are you employed
arid in what capacity?

A I'm employed by HNG 0il Company in Midland
as an exploitation geologist.

0. Mr. Cherryhomes, have yocu previously testi-
fied before this Commission, had your credentials accepéed
and made a matter of record?

A No, I haven't.

0. Would you briefly summarize for the Examine
your educational chkground and youf work experience?
A bkay. I received a BS in geology from the
0il and Refining Company, now Exxon. I have tyentwaoﬁr yearE
experience doing exploitation and exploration geology'in
south Louisiana, north Teias, west Texas, and Mew Mexico.
| 0. Have you testified before other administr-
tive bodies?
A Yes, sir, I was qualified and have £esti—
fied in Austin, Texésﬁ”
0. ’ Are ;ou familiar Qith the application of
HNG in this,ca#é?” |
| 'Av‘ Yes, sir.

MR. CARR: ‘Are the wiﬁnegs'-qualifidatiéns‘




acceptable?

MR. NUTTER: Yes. Are you a consultant or
are you an employee of HNG?
A No, sir, I'm an employee of HNG,
MR, NUTTER: How long have you been with
HNG?
A I've been wi£h HNG since Novembher the 1lst,
1977, tﬁo years.

MR. NUTTER: Uh-huh, and how long were you

with Humble? ‘ !

B, Twenty-two years and five months,

"
-
-
-4
~
-
~~
-
o
e

MR, NUTTER: Okay, thank you. He is

New Mex{zo 871501
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Q- Mr. Cherryhomes, have you prepared a study

‘of the area which is the subject of this case?
e

A Yes, sir.

0 Will you please refer to what has been
marked for identification asyExhibit Number Six and summarize
the data contained thereon?

| A - Okay. Exhibit Number Six is a gross Iso-
pach:ﬁap éf ﬁhe Atoka -Sand tha£ produces in‘Eﬁé wéllé that
are indiéated‘by the red triangles, It shows the complet%qn;A
the Atoka completions, and the dry holes. It shoWs the gross

v

Atoka Sand found in each of the wells along this trend.

Q. Does it also refleét Morrow completions?

./ 4
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A Yes, sir, it does.

0. Would you describe the type of formation

you believe is encountered in the Atoka formation?

A ' Okay. BAs shown on this Isopach, this sand

is interpreted to be a point bar stréam channel sand. It is

trending roughly northwest/éoutheast.

0. And what do you mean by a point bar deposit
A A point bar deposit is where the stream is

meandering and cutting out on oneé side of the stream and

ting sand on the other side of the stream.

deposi

0. And you anticipate encountering préduction
where the éands have been deposited --—

A Yes, sir.

0. -~ during that process.

A, That's corxrect.

0. Mow, based on your exhibit, where do you

believz the greatest chance of drilling a commercially suc-

cessful well would be in Section 337

A At the location proposed on this plat,

_—

which would be 128 X

can from the west line and 660 from the

north line of Section 33,

o Do you belizve that you have a better

chance of making a commercial well there than if you turned

the unit, having a stand-up unit and then drilling farther

to’the'south at a standard locatiop?

*J
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A, Yes, I do,.

0. Do you believe that the closer to the north
you get, the better the chance you have for a commercial

success?
A Yes, I do,

0. Then why can't you drill this well in the

northeast quarter of this section?

A In the northeast quarter of Section 33?2
0 Yes, sir.
A. Based on the well control; the dry hole,

and the closeness to the producing well to the north, I be-
lieve it would be better to drill it as is shown on this plat|

Q‘ If you drill it as it is shown, are you
fgrther away from the well drilled immediately to the north
in Section 28 than you would be if you drilled in the north-
east quarter?

A Yes.

0. In your opinion would this result in more
effective drainage of the Atoka Sand? |

A Yeé.

0 Mr. Cherryhomes, in your opinion would two
producing weils in the north half of Secfion 33 be a prudent
way to produce this acreage?

5y ' No way.

Q Do you believe the second well would be an

ke
VY
(DRl

an
Ty W A
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unnecessary well?
A
0
omic waste?
A
Q

is trending?

A

‘on the portion that's Isopached here.

Q.

A

we have with the twelve welibores that are shown on this.

0.

in the east half of this sectidn,‘how far. from the north line

would you have to
A
0
well?
A
0

the north line in
commercial well?
A

e

quarter, would it require an unorthodox location?

Page 25

Yes, sir, I do.

In your opinion would this constitute econ-

Yes.

What direction do you believe this formation

As shown on this Isopach, northwest/éoutheagt

And what do you base this on?

I base this on the subsurface control that
Now, if you drilled at an orthodox location

drill?
1280 feet,

Do you believe you would get a commercial

No, I do not.

Do you believe if you drilled 1980 from
the northwest duarﬁer you would obtain a =
No, I do not.

If you wéfe to drill a well-in thg northeas
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A Yes.

0 And even at an unorthodox location, you
don't believe‘this is the optimum location in the north half?
A, That's correct.
0. What percent of the wells in this area,
the Atoka wells, have been commercial successes, approximately

A Approximately 50 percent.

0. Do you consider drilling this well a hiﬁh

risk ventufe?

A -1 éure do.

0 Are you prepared to make a recommendation
to the Examiner as to the risk factor that should be assessed
against those who do not participate in the drilling»of the
Qell?

A I would recommend a maximum risk of 200

percent.

Q Do you believe that drilling a well as pro-

posed will enable you to protect your correlétive rights in

the northeast quarter, as well as —-- of this section?
A Yes.
0 Do you believe that drillihg as you are

proposing would in any way impair the correlative rights of
any other operator in the area?

A No, I do not.

o Now, do you believe the entire northwest

)
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quaxter of Section 33 is oroductive of hydrocarbons in the

Atoka?

A Not as the Isopach shows, I don't beligve
tﬁat the entire northwest quarter will be productive.

0. If a well Qas drilled at a standard loca-
tion on a unit comprising the west half of Sectionf33, do
you helieve a commercial success would be obtained?

A Not according to my interpretation; I do

not believe.

0. And it is your opihion, I believe you

"stated, that granting the application would pfevent waste

and protect correlative rights?

A That's correct.
0. Was Exhibit Six prepared by you?
A Yes, sir.

MR, CARR: At this time, Mr. Examiner, we
would offer into evidence HNG's Exhibit Six.

MR. NUTTER: HNG's Exhibit Six will be ad-

mitted in evidence.

MR. CARR: I have nothing further on direc
MR, NUTTER: Any questions of the witness?

MR. ATKINSON: Yes, sir, we do have a few'

if

guestions.
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CROSS EXAMINATION

BY MR, ATKINSON:

0. Yes, Mr, Cherryhomes, I'm just -- for my

own personal information, what is an exploitation geologist?

A = It's what we call a production ceologlst

as related tc an exploration geologist. We do more field
mapping and well site type‘geology, reservoir type mapping.

0, . Okay, so it's sort of'Ehe next phase beyond

exploration, T guess?

A No, sir, exploration would pe doing regiona

c0 8T601

type. geology over a large area, whereas, we would be doing

®$05) 4712462

o
>
Q
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more detailed type work within @ reservoir,

HORTHAND REPORTER
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Santa F
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0 All right.

SALLY WALT

0 Well, now, how much of the detailed work,

as you call it, have You personally done out in this area,

this Section 33, specifically? Have you done all this work

yourself?

A, I have done this work that's shbwn.her .

0 ' All right, Now, let me ask you, when wasd

thls partlcular exhlblt ‘or the exhibit from which it was

derived, or the map from which the exhlbtt was derived, when

was thlS drafted by you°

A In October, as 1s shown,

Q- Okay.




- Page,_,/___z_,g,___———’—
N .
1 . A oxr prior, shortly, You know, just before
2 it was made into an exhibit.
3 0. ~ a1l right. 8o the map that this was made
4 from was also made in October of 1979, is that coxrrect, ©Or
5 was it an earlier map?
6 A The actual work was being done as we have ‘
Qé 7 developed'the fieXd.
_ ﬁ;* 8 0. over what period of time would that be?
PR 9 A A year and a nalf, I would say.
£ 5.,
‘ %%3; 10 0. How much of that work has been done, would
% 0 Poled .
N ZES% n. you say: since March of 19797
~, -l a :
1 2% gk 12 A March of 19792
i ; ] ﬂ::
>_ o . . .
_-_j%é‘ 13 0. ves, sir, it would pe about S1¥ monthes OX
253
: o= " so ago?
b A probably. jt's been in this form for prior

0. prioxr to March, 19792
A ves. ©Of course, it's been revised as we've
drilled each well, which, as you can see oOn here, it's risky

and the data you receive may not be what you were expecting

when you arilled the well.

o How mahy wells have been - have been

finished outr here since March of 19797

A let's see. Are you talking about having

been drilled out here?

et A5 . !
, R T S




30

Page

0. Yes, sir. I don't want to say completed

begause T realize you all finished a dry hole out there, and
how many wells -- what I'm asking is how much additional
have you all obtained throughout this area since
‘March of 19792 You told me it was -- that it depends on ﬁhe
wells that have been drilled, and I'm curious how many wells
have been drilled to compietion out here since March of '79.

A Well, the 33-1 was spudded in March and

abandoned in September.

Q Okay, that's your dry hole in the northeést

guarter of Section 332

A That's correct, and then the well in the

northwest quarter of Section 34 was drilled after the well

g
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in the northeast gquarter bf Section 33.
4} Okay. Northwest quarter of Section 34.
A The New Mexico State 34-1.
0. okay .
MR. NUTTER: When was it completed?
A h It was -- I don't have the completion date

7y
pi

at hand, but it was drilled after the abandonment of the 33

No. 1. -
MR. NUTTER: Was it spudded after the aban-

And the 33-1 was abandoned in




% Page 3
LN

v 1| geptember of '797

! 2 A Yes, I believe I have -~ the well, the 34-1

3 | was spudded after the 33-1 reached a total depth, 1 should

4 say .
5 0. okay . ’
6 A gometimes the dry holes are not actually ‘

It
~F

abandoned, you know, ‘ipmediately, or there may be other 'reaso%s.

’ Q- Well, now, what kind of eifect did the dry

o | pote in'33-1 and the completed well in 34-1, what kind of

: £s. iy : st LA Lo ISP TR ST - L : . .
o %E;g 10 offect aid that have on your interpretation of this area?
o 3§§§ i A che, of course, we drilled the 3371 petween|
L 3% : : '
ANG J ] : < 2 < PR .-
iD <__§ i; 1z the two producers ‘that’ “had already, You know, were known to
> 3 | :
i j%éi 13 be producers, and the pay was expected to be greater, and
£l
S " 1 of course it was less, so it caused a SIight revision in the .
map .

0 ‘Wwhat ef fect did that have on your cstimated|
reserves ‘for the south half of Sectlon 33?2
A e have our reservoir éhgiheer°héfefthét

&e?cbuiafdifect”thét;QﬁéSEioﬁ”ES;

e b T

o ré“ﬁe‘gdiﬁg”%o:be’céliéa'as a witness?

B

MR, cARR: I'il call him.
) A As you ‘can see, pased on my fs‘oﬁa’(&hf”f “showll

that at the present time the southeast gquarter of Section 33

v

ST o S s

would be nonproduct:.ve .

" yell, now, with regard ‘to your Iso-
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- kind of revision of your Isopach map came about as a result

since Maréh.of 1979;

Page 32

pachs and without talking about actual reserve calculations,
what kind of effect did the drilling of the well in the northsy

east quarter of Section 33 and the northwest quarter of Sec-

tion 34 have on your Isopach map in the south half of Section

332

A It actually had very little effect,

0. Okay, so prior to drilling those wells, if
I understand you correctly, prior to the time that 33-1 was
spudded, you felt that the southeast quarter of Section 33
was essentially barren based on your Isopachs?

A No, that is not correct. It has been revis%d :
due to the data that we received on the 33-1. | |

0. Okay. |

‘A Of course, the location of the well in
33-1 was located at the better location, as contrary to the -y
to a location in the south half oxr the southeast quarter of

Section 33,

0 Well, what I'm trying to get at is what
of the wells that were drilled in Section 33 and Section 34

A I don't know for sure T understandﬁwhat

you're saying.

~&—

0} okay. As I see this right now, just bearis

with me for my bad deécriétion»heré, the zero Isopach comes

7
f

i
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. in Section 28 having- €& completed, the trend, as jt's set

Pago——“‘_“j_:}\*

in roughly from the northwest ang swings aroung where jt'g |

Start up here in this corner, 1t comes in from the north-

Do you agree with that?

That's --

Realizing that's not real accurate, byt .

That's correct,

Pay or less pay?

A

0.

on the southwest quarter?

A Itahonestly had no effect on the southwest
i . - )
quarter. As you capn S€e, we had contro] on the wells jin

Section 3 ang ip Section 34, and based on the rate of thick-

ness of the pay, as show@ on this Isopach, ang with the Qeil




3

l’ago___,_.r_._,.___,__,.ﬂ,__,,,~

up ., would have shown more pay in the southeast quartex prior
to the drilling of Section 31 but not significantly more and
probably very little or none in the southwest guarter of

gection 33.

0 So I guess you'd agree with me, then, that

well control is crucial and is in fact determinative of where

your Isopachs actually lie, then, I guess, as far as your
pldtting of Isopachs is concerned.
A Well, sure.

0. All right. Now; have you done any seisnic

BOYD
PORTER

work out here that would allow you to have some other type of

control?

janca (§06) 4T1-4461
New Mexico 87501

A We have seismic in this area.
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0. okay s is your interpretation -- 18 your
Isopach map. or any interpretation you have done of this area*

based on the results of seismic surveys?

A yes, it's been used in the interpretation.

0. and you've relied on thét information to
- develop your interpretation of it?

A partially-. We use all the information that

7’

we can, you know, gather.

pid you bring the informatiqn‘with you:to-

No, sixr.

pid you -~
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‘about the well in the south half of Section 28. Mr. Parker
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R i a2 T

Page
A I did not bring any information.
0. Has it been brought today, to your knowledge
A. 'Seismic information?
0. Yes, sir,
A No.
0 Did you perform any structural mapping or

surface mapping surveys which would have aided in your inter-

pretation as well?

A I have done no structural mapping on this

pParticular sand to speak of.

0. All right, So then, correct me if I'm
wrong, we've established then, that in your intefpretation
you have relied upon your well contfol'and to a certain ex-
tent on your seismic information.

A Yes,

0. Ckay. What else have you relied upon in

interpreting the reserves, et cetera, in this area?

A Basically what I've described to you.
0 | Just those two things, then?
. A  Basically, ye;, the well control and the
seiémic, )
Q VJ Now, let me ask you a question, if I may,

testified that is a producing well.

A Yes, that's right.-

)
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0. Around 5 million cubic feet per day, is

that correct?

A, That's correct.

0. Would it be a source of concern to HNG if
another well were drilled'neér that north line of Section 33’
upon which HNG was not the operator, in yournopinion? As a
geologist?

A At what location?

0 Okay. You have a well in the~south half

of Section 28 and in your opinion as the exploitation geolo-

4712462

_gist for this area, would you be concerned if someone else

exico 87501

808

drilled a well ﬁear the north half of Section 33, someone

Blanca
y New

other than HNG, which was operated by someone other than HNG?

.
i
3
1
ot
3
Ll

3030 Plava
Santa F

A, No.

0. So HNG is not at all concerned about the

possibility of'o$fse€ by somebody else, tien
A We -- we proposed the well to Exxon to
either‘join or farm out, and we would not have proposed it
had we been concerned about someone else drilling that well,
& Yes, sir, wha; T'm trying to get at, as I
understand it,»HﬁG is appiying,¥q be the operator in this
thing as well, is that correct?
A ; Thatf;.correct.

0} . a1l right. If Exxon alone had desired to

'drill on the northeast quarter or the northwest quarter with-
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out any joinder by HNG, would HNG have been concerned abouf
that, or would you have been concerned, as the exploitation
geologist?

A Without any joinder, what do you mean?

0 Well, excuse me. As I understand it, what
we're trying to do here, is HNG would like to pcol the north
half of Section 33.

A That's what is being proposed.

Q. Ckay, and ENG wéuld be the operator of the
well and the proceeds would appérently be split 50-50 between
HNGvand Exxon under the prdposal, is that youryunderstanding?

A | Yes. HNG and our paftners.

0 Yés, sir, I'm sorry, HNG and associates
would get 50’percent and Exxon would get 50 percent.

a Right.

0. gAnd my»queStidh to you ié, if Exxon itself -
let's just take a-hypOthetical. Let's say that the west half
of Section 33 were being develdped by EXXon.

A Yes.

0 . And just say, as a hyéothetical, that Exxon
alone wanteéd to put a well up innéhe northeast quartér ofﬁthé
northwest quartef;of Section 33 in an unorthodox 1océtion,

would that have bothered HNG at all as far as their -- as far

as their well in t@g south half of Section 287 :Would that

have bothered you as exploitation geologist?




Page 38 -
o 1 ‘ A If you set up your proration unit on the west
2| half of Section 332 |
3 0. Yes, éir, without any joinder by HNG or
4 participation in the well? ’
5 A Your location would not bé as it is shown
: 86 | on this map here.
7 . MR, NUTTER: He said it was a non-standard
: ‘ 8 | location at that point.
9 : A it ;woulci -- I guess each well would be a
gggé 10 matter of concern.
‘/\ gééé n : | 0. , Okay, would this particular well,‘being
1\/ ggﬁ; 12 close to your well in the south section -- the:“south half of
) sy -
; E‘g ég 13} Section 28, be of more concern than some other well might be?
£ 5 . : '
a82 u ’ A I believe you're getting into the realm of
B | our reservoir engineers. |
16 Q.» Okay, so you're not q',u'axll'if‘ied then to tes- ’
7 tify, yoﬁ don't feel, abdut whether the location of a parti-
18 cular well is -—— presents any "-:- has any particular type of
19, effect on the -- on the rese;vdir as a wﬂple, is that what
@ ) you're say_ing? | | |
v o oA } | A . Basically.
2 a bkax. ’ Now-, you testifiéa earlier- that you )
D - .} B felt that the loéatiod of a welvl-» on the northeast quarter
5 » northwest ;quarter'Of section 33, as proposed by HNG, is in
5| fygur,OPfiniQQ;ﬁ ‘good ‘,1993#?°9i_'59r thatwell . o |
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- Page

1 3, It's a better location -~ I believe I was

2 asked in my opinion if it is a better location than a well
3 located in the northwest quartexr of the norcheast quarter of
4 Section 33, based on my opinion as to drainage, because it

5 woulad be farther distance from the well in Section 28 then.

% 6 0. From the dry hole -- or from 282 I see.
i ‘
N g 7 A Yes, sir.
_f 8 0 - Okay . Would you explain to me just briefly
. 9 what a point bar stream channel sand is?
e = 8 '
gg:f.; 10 . A Yes, I could., Have you —-
L33 1
z¢.§§ ' 0. I don't want you to teach me geology. I'm
O3:s ‘
: Q:) JE 2 12 . ) P
;g;z just curious about what kind of -~
:}555, A Okay. Have you observed a present day .
L e . <
w3 .
~ 1 stream, say, as you're flying between here and any place,

15 Roswell or anywhere?

16 0. Yes, sir, I sure have.
"» A As they -- as they -- the stream is runnin%
L this way, in this direction, as they meander then they tend
19 to cut out on one edge of the stream and deposit that sand
» within that meandet in a different position, and as they ’
21 | oL o s
: move around they —- they just cut out and then depos;t‘sand.
22 3] ' . Te) . . ' .
Q How does that differ with a braided stream
o, 2 . . “ . ‘- ‘
”L‘) deposit?
: A braided stream deposit?
z -7

Yes, sir.
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A " Would more or less brénch out into differen
distributaries, you might say .
Q. So it wouldn't be along the main channel,

then, is that the idea?

> A It could be that way. I don't have a con-

trol here to determiné that. I believe I said in my opiniqn
this is a point bar type of deposié.

Vl 0. . Now, with regard to the -- if we ¢ould take
Section 33 and.sort of draw a diagonal line from the noith—
west corner down to the southeast cornér, making the two
triangles, wiéh regard to the triangle that's dowr there
roughly in the southwest,‘say the southwestern triangle of
Section 33, see‘what I'm talking about there? -

A Uh-huh.

0. Now, why don't you have more detail down
there? Why do you just have the zero and that's all?

A, There's no well control.

) And so what does that mean to you as the
exploitation geologist, as far as your ability»to interpret

.

.what happens down there?

A It;WOuldibe an interpretation. Tﬁeifurfher
>you get away from the well control the more interpretétion
you would‘appiy.

¢  so if's"a question of inference from --

control you do have further to the northeast,

<7

from the well

i - S
L S

TR -5 45 N 3 . P
s i T R T NPT NN XL S A R it L SR ke x




. 5 I
T TR T

SALLY WALTON BOYD
Santa Pe, New Mtxioo_aﬂn

CERTIFIED SHORTHAND REPORTER

3830Plaza Blanca (§05) 471-3463

10

1

12

13

1%

16

17

18

19

alternative interpretations which can be‘made by other geolo-
~gists, and geologists' dpiﬁions will differ.

A That's correct,

0. Let me ask you a question, if I may, about

=

A Yes, sir.

0. And I think you'd agree with me that in any

given set of data points in a case 1ike this, that there are

your dry hole, now, 33-1, is that what that's called?

A, tThat's correct.

0. Okay. I believe you testified earlier that

that well was drilléd to é depth of around 13,000 feet, oOr

13,3002
A 13,000-feet, I believe, is‘correct.‘
0. and did you intercept the Atoka?»
. A Yes, we did. '
| 0. And how many feet is that?
A As the exhibit shows, 3 feet.
0 _Okay. And you considered there to be 3

feet of pay thickness there in that hole? Would that be the

correct terminology?
A Yes, that's correct.
Q All right. Now, when you're talking about

J

péy thickness, or in this Isopach mapﬂgenerally, what kind

s . 3
of porosity are you talking about?

e e

R Ve
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A It varies.
0. Okay. What do you consider the sort of

lower limit was an acceptable porosity?

A : The thickness of the sand is as important.
As you get thinner in this sand, probably the percent of por-

osity in it here, I would say.

I'm not -~ I really -~ I don't know what --
I don't have a figure in mind as to the lower cutoff on what

would be productive as porosity.

0. All right., Well, if that's,the case, then,
the Isopaché we'ré looking at here, that just means 3 feet
of Atoka Saﬁd, and that's it.

A It's a gross Isopach of the -- that's what
gross is,

0 All righﬁ, So that that's without any
reference to wﬂéther tﬁat in fact ﬁas a sﬁfficient porosity
to be a productive zone or how that compares with other zoneé

that are productive, as far as porosity is concernegd.
A ‘ Well, yes. As you could -- well, state

that again. I'm not sure I'm answering your question‘rightﬁ;E

Q- Okay, I didn't mean to confuse ybu and I'm

sure it's the nature of my guestion. I'll try it again.

>

What I'm asking you is ‘this: Well, maybe
I'd better start this way. How do you identify the Atoka

Sands? How do you differentiate them From other‘;—




Page 43
o~ 1
o A, By log correlation.
2 0. All right, and there's something, the uniqu
3 physical character about them that allows you to identify the
4 Atoka Sands, then.
¥ 5 A, They're correlative on the logs. ’
B 6 0 Okay. Now what I'm asking you, is that the
R e 7 thicknesses that are shown here demonstrate the thickness,
8 the entire thickness of the Atoka Sands in the wellbore.
e ‘ )
P 9 A That's correct,
A ” < =“ - h
g g"—';; 10 Q And without reference to any other para-
gg'g‘g " meters that might have effect on the productivity of that
N ._23:
) — <« § _éé 12 zone.,
L ; Y
r: > O I 13 ) . . . .
o jgég A, We're, of course, more limited in a 3~foot
B82 . :
n " sand on the amount of effective porosity you could have than
283 . Ct
c N \ * in a wellbore that has more.
3 R 16 0. well, did you consider porosity at all, is
2 7 what I'm trying to ask you?
% -
5 .
£ o 18 A Yes, we digd.
: b Q. Okay. To what extent did you ‘consider
T porosity? ' - ; - ‘
A A We set pipe and tested this sand.
. 2 ‘ | . e A
0 You came up with porosity readings, then,
135 o 2 |
POy on it?
NSV .
5 A - Yes, _ s ‘
! Q All right. And you said that you considexr | -
3 ! .
{
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1 those in determining this Isopach. What I'm asking you is
2 was there a lower limit that you used as heing an unaccepably
3 low porosity?
4 MR. NUTTER: I'm not sure if you two guys
. 5 are talking about the same thiﬁg.
} . 6 MR. ATKINSON: Maybe we're not.
; 7 " MR. NUTTER: I think you're talking about
% 8 net porosity, OX net Atoka Sands, and I believe this map here
> r 9 | is on gross.
g - . ‘ . g ,
| %g EE 10 | MK. ATKINSON: All right. Well, that's whalf
z _ gééé " I was trying to bring out. |
h "“" §§§§ 12 ~ MR. NUTTER: Mr. Cherryhomes?
i » <
ggég 13 A Yes, sir.
frgrr “w8s3 " MR. NUTTER: I think what he's driving at
o ) 18 ig your exhibit here states that this is gross Atoka Sand.
: v 1 A, Yes, sir.
! v MR, NUTTER: Now, in computing gross Atoka '
) 18 sand, say 25 feet in one well here, are you considering poro-
‘ 19 sity in that or just gross Atoka Sand?
- i v : L ® , A mhis is gross Atoka Sand.
e o L
A MR. NUTTER: Okay, SO porosity has mo
5 - : _
oo z bearing, OY the quality of.‘thle pay in that Atoka sand has
= no béari_ng in arriving at a gross figure, does it? ;
B 24 A No, sif. 3
e . = | MR. NUTTER: Okay-.
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1 A, It doesn't. I'm sorry, I wasn't for sure
2 | what you were, yc;u know, leading to.
3 MR. ATKINSON: Well, no, it was my fault.
Well, I wasn't sure either, so --

0. ' (Mr. Atkinson continuing.) Now, you stated
that you had about 3 feet of gross Atoka Sand in your dry .

hole at 33-1?

A, Yes, sir. Now, this is the same sand that

\

is producing in these wells with tﬁe red £riangles.

0. Ofcay. ) As far as ;— well, okay. So the
zero line that you have drawn in there near your 3-foot
thickness —maybe isn't quite accurate as to being one-—thiArd

of the way between the zero and the 1l0-foot line, I guess.

Santa Fe, New Mexico §7501

3030Plary Blanca (606) 4712462

SALLY WALTON BOYD
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There's a little bit of ~-

A, . There's a little -- I know what you're

driving at there.

0. Okay, so once again, it really is a questio
of‘ in.terpretation, I suppose?

A That's cdrrect.

0 - And you actually have nothing to the -- if

you take a straight line and match up your weijl in the south

2

half of Section 28 with your 33-1, with the well in the north
it

half of Section 3, those three form a pretty straight line

2

right there.

A - Yes, ‘they do.
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0. And you just look down the northwest there,
and you have no control to the south ~- I'm sorry, southwest,

you have no control to the southwest, which .in fact shows thaf

you have a zero contour line down there.

A That's -- until you move down in Section 11
'Q Okay, that's down about maybe another mile
and a half or two miles belcw your -- or to the southeast of

your Section 3 well, your 3-1.

A It's a mile from fhere.

0. okay. All right, but that is away from the
vicinity of Section 33.
A Yes.

0 | Okay. So that is your only control point
for determining that your zero contour line even exists at
all to the southwest of that line we talked about a moment
aga. |

A That's correct. There's no well control.
0. Was there anything on your seismic daté{

even though you do not have it with you, was there anything

-

on your seismic data that led you to believe that was a zZero

i

contour line?
A The points that are on this exhibit influen
the interpretation that's shown on this exhibit.

1) okay . What I'm asking you ‘is- that earlier

we talked about the fact that your seismic information did

e Il




w PSQO ________.———————’A-l—“—‘—'_ k
i have a bearing on your —- On how you interpreted this area,
2 1 believe.
< A That's correct. In interpreting a point

4 bar type sand, this is the interpretation that I came up

5 with based on the well control as shown on this map.

. 6 0. Okay, and your seismic data.
EARREN t 7 \ A That's correct.
e 8 0. all right. Now, all I'm trying to ask you
%,ffj 9 about is this: We established, I think you will agree with‘
« O ’ :
SEzs 10 | me, that you have no well control to the southwest cf the
, >ESE Y
/: o :o v ’
g%g% n line that we're talking about, which would establish the ex-
: P ' -
, ;® i;;; 12 istence of a zero contour, and that is inferential only,
: ; :.‘ﬂé ] .
Egéi 13 based on your —- on the control you do have to the northeast.
P <z?2 ‘ .
4 - N
9= " A That is my interpretation.
o o 15 , :
S . Q. Yes, sir, now T understand that.
e 18 Ac okay.
B " 0. ‘ Now what I'm asking you is whether you have
CE 8. | any other information, such as seismic data, that would indi-
5 Y 9 | - _.te the existence of something that would correlate with the
20 zero contour line to the southeast, the southwest of the line
e .
i z1 3 s
o we were talking about?
. 2 ? , .y
s N A No. This -- I know what you're talking —-
I . 23 | .
RN o okay .
& 24 : o o .
A this —-- I know what you're talking about.

s

R PRy

i I e
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“Section 21, maybe that's what you were talking about, you've

"~ middle of Section 21 --

Page 418

0. Yes, sir.

A We didn't expect this well in 33-1 to have
only 3 feet of Atoka Sand when we drilled it.

0. Oh, I'm sure that's understood. That's
right.

A And we ére 2500 feet from the well in Sec-
tion 28. We go from 3 feet to 31 feet.

0 Uh-huh. |

A The weéll .up in thé northwest quarter of
Section 21,you have two wells there 1320 feet apart, zero
feet to 20 feet. This is highly erratic development and
it's highly“interprétive qevelopment, geologically, on the

map, anyway.

0 And actually, I guess, referring to that

got a. -- is this an Amoco well up there in the northwest

quarter of Section 21? )

A . That's correct.

] You'vevgot -- what would you say the dis-

tance is between the dry hole, which is pretty much in the 1,

a It's rdughly 1320 feet, I believe.
Q. Okay, that's what you were talking about
a moment ago, then,

A " Yes.

A T R S s g i B A I 0 ST P

|
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necessary wells, I believe,

the proposed HNG plén is going to prevent the drillihg of

unnecessary wells?

at. «

Page 49

0. Okay. 8o in fact, it would seem that it's -
because this area is kind of interpreted, I guess, it's dif-
ficult to use a broad brush to interpret what's going to hap-
pen. Would you agree with that?

A, Are you trying to say that there can be
other geologic interpretations of this area?

0. Well, what I'm trying to get at is that --
would you ayree with me that it is difficult to interpret
what will happen at a’distanéé from a well control area?

A Sure.

g Okay, and that is evidenced by other dry
holes and producing wells that are in a reasonable proximity
to one another within this same zone.

A, That establishes the risk that we see in
this area of drilling wells.

0. All right. Now, in your testimony earlier,
I just want to clarify something,.you testified that you felt

that the proposed HNG plan would‘prevent the drilling of un-

A Yes, I believe that was ‘asked.

b

0 Okay. Do you agree with that, though, that

[

A I--1I'm not for sure what you're getting
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of unnecessary wells?

| as ‘ihdicated on the map and” that. the north half of Section 31

0. Well, no, I'm asking, Mr. Carr asked you
whether in your opinion the proposed well in the northwest
quarter of -~ I'm sorry, the northeast quarter of the north-
west quarter of Section 32 and the pooling of the northeast
and northwest quarters of ~-- did I say 32, I meant 33 ~-- and
the pooling of the north half of Section 33, would result
in the -- or would prevent the drilling of unnecessary weils
in this section.

A. Based on my interpretation here, yesf

Q. Okay."Now, if your interpretation -- if
there were:information available, or if yoﬁr interpretétion
happened to ge incorrect, and if it in fact weré shown tﬁat
the west half of Section 33 had a substantial pay zone, as
a hypothetical, that would no longer be true, then, would it,

that it would prevent the unnecessary drilling -- the»drilling

A. I'm not -- I don'£ understand your question

0. Okay. We have assumed ~- you assumed that
in making your statement that it would prevent the drilling
dfiunnéCeSSafy'Wélls -

This location that I'm showing on the map?

A,

0. Yes, sir.

A Yes. )

o You have assumed ‘that there would be a well
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wpuld be pcoled. My question to you is this: If you change
yéur basic assumptions, if the geologic interpretation were
different,”as a hypothetical, if it could be shown that the
west half of Section 33, the entife west half, had a substan=
tial pay zone, then your statement would no 1onge; be correct

A I prefer to stick with the data I have
here and my interpretation of’ this area.

0. Yes, sir, well, I understand your preferenc#
for going with your oWnlinterpretation. I'm asking you as a
hypothetical, in your opinion as an expert exploitation geo-
1Qgist; if the west half of Section 33 demonstrated substan-
tial paf-Zone throughout the entire west half --

A ! There's no data at this time that indicates
that and I'm notrgoing to step out on a limb and make a pre-
diction on it,

Q No, sir, I wouldn't aék.you to make a pre-
dictipn. I'm asking you, as a hypothetical question, if that
were shown, without regard to anything that you have before
you, asking in your expert opinion, if that were shown,  then
your statement that the eractment of the -- that the_poéling
of the north half of Section 33 would érévent the drilling
of unnecessary wells would no longer be correct, would’you‘

ik

agree with me on that?

A, You're still hypothefical there. I have

‘

nothing to indicate that there's any pay in the gouthwest

i
‘
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quarter of 33.

0 ) Well, I don't want }:o get into an argument
with you because you know a lot more about it than I do.

I'm just asking as a hypothetical question, you've admitted
that the area is subject to alternative interpre_tations.

A I'm not —— I don't feel that I should an-
swer that. I don't know that there's any pay :in the southwes&
quarter, based on my well control that this map was contoured
on, My map shows a zero foot line, Even if you didn't put

the zero foot line, you have control from 3 feet’/on up to 10

and 20, and this is my interpretation.

0. Yes, sir, I understand it's your interpre-

tation. Are vou saying that there is no other way that that

can be interpreted?

‘A No.

0 ‘ Okay. If there is an alternative inter-
pretation, based on the data points that you have before you,
and if that alternative interpretation showed a pay zone in

the west half of Section 33 --

A We dont't have a well in the west half of

0 Yes, sir, I realize -that. I'm asking ybu
if we had an alternative interpretation which showed a pay
zone in the west half of Section 33, would it still be true’

that to pool the north half would prevent the drilling of

SN
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_correlative rights, would that still be true, in your OpiniOnT

S

D Page
unnecessaxry wells? In your expert opinion.
A 2 proration unit formed with the south half

of Section 33 would solve that.

0. Well, I'm asking a hypothetical question.-

Will you answer it, please?

A, You're asking something that I have no data
on.

0. Okay, let me ask you this: If it were
shown as a matter of interpretation that the west half of
Section 33 had a substantial pay zone throughout the entire
west half of Section 33, would your statement that the poolinb

of Section -- of the north half of Section 33 will protect

A Tt will based on the data that we have

right now.

0. So you're not willing to accept any other

interpretation, then?

A, There can be other interpretations. I made
this interpretation on facts. That's my interpretation.

0. I understand that,

™ ]
I den't

i

o

N ‘MR. NUTTER elieve he's going to
buy ybur hypothetical situation, Mr.~A£kinson.
| MR. ATKINSON: I get that idea.
MR, NUTTEﬁ: Maybe after fou show this pay

over here you>¢an'call'ﬁim back on then and ask him about it.

2
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MR. ATKINSON: Well, I think I'm going to

have to move along. I think you're right about that. I

tried, at least.

0. Ch, I know one thing I wanted to ask you.
Now, by the Atoka, when you're talking about the gross Atoka

Sand, approximately where does the Atoka lie with respect to

the Morrow?

A It's above.the.MOrrowq

0 ‘Okay; Would you(say immediately above the
Morrow? |

A, The Atoka section varies in thickness. The

base of the Atoka becomes the top of the Morrow.

0 okay .
A Based on our nomenclature.
0. All right, that's fine.

I guess there's one last point I'd like to
ask you about, which is really a reiteration of what we've
already talked about,

If you just draw a line between the well
in the-sdath,half of Section 28 and the northeast qgarterjﬁf
Sectioﬁ 33, just draw a line and just look immediaéely to
the west of there over at the norfhwest quarter of Section
33, what do you have over there that indicates that you've

;got a zerb'foot, a 10-foot, and a 20-foot Isopach running

through that northwest quarter?
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‘33?
Af‘ To the southwest of there?
0. To the west,.
A ihis is interpretive,
Q. Okay . |
A I might point out that out of ten wellbores

55

Page
A You have the well in Section 28 that has
31 feet of gross Atoka Sand. You have the well in the south-

east of the northeast of Section 33 that has 3 feet.

0 Okay .

A That's what establishes your Isopach inter-
val.

0. - All right. As tb-the particular contour

configuration, however, to the west of there, there is no
additional well control. That's all I'm asking. -

A You -~

Q. Is there ~-- is there any further well con-
trol to the west of a line between the well drilled in the

south half of Section 28 and the northeast'quarter of Sectioﬂ

here} or twelve‘wellborestthat are indicated by the exhibi%;
that ten were noncommercial in the Morrow.

Q. ‘So the Atoka is the only productive zone

then, I‘gueSs.

5

A Yes.

© 'MR. ATKINSON: Weyhavevno'fuzther que$£§ons ;

i 3 ;
R I SO RN
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CROSS EXAMINATION

BY MR. NUTTER:

0. Mr, Cherryhomes, 1 would like to ask you

the sequence of the dr1111ng of these wells in here and also

the product1v1ty of the producers, or the»initial tests on

them,

Which was the discovery well for the Atoka

reservoir here?

A‘J The well in Section 3, the 3-1.

0. " And when was this drilled?

A - The first productionbwas in September of
1978.

0 And I see 3 line ~{

A, I'm sorry. The Shoe Ber 34-1 was drilled.

It was the discovery well.

0 34-17

A Tlie one in>the seuth-heif of Section. 34,

0 Ahd when was it drilled?

A “It, let's see, it potentialed in September
of 197§a | o . |

o Okay, and then after it the 3-1 was drille

L " Yes, |

[0} And when was it completed?
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Y I don't have that data right -- okay, let

me explain this. The well, the 3-1 was completed in the

Morrow and it produced a small amount and then worked over to

the Atoka.
The well in 34 had the first production out

§f the Atoka, so it would be the Atoka discovery.

0. Ookay. And how good of a well is it in the
Atoka?

The 34-1 or the 3-1?

0. Yes, sir, the 34-1?

A It's 2 million a day, roﬁghly, now.

0. How about the 3-1? It was originally com-
e Morréw and then plugged back‘to the Atcqka.

pleted in th
A Yes, sir, it produced about 45 days and I

don't even have a cumulative production on that in the Morrowl

It was worked over to the Atoka.

0 | How good of a well is it in the Atoka, theqP

It's 4 million a day.

And then what was the next well'drilled?

mhe third well drilled was the well in
Section |

And it makes about 5 million a day?

4-1/2 to 5 miliiOn*a day,*yes, sir.

And then you drilled the 33-1.

Yes, sir.
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0. | And after you got to TDvon it, you spuddeq
the 4-1,

A, The New Mexico State 34-1, which is in the
north half,

0. . The 34-1, 1 undefstand,‘and how good of a
well is it with its 4 feet of pay?

AA That well has 14 feet, if you will look at
that --

0. Oh, okay, well T was reading that as a4
then.

Aj ) I can see, The 1 is lined up with the

little dashed line there. That's 14 feet. 1It's 2 million a

day.

0 WNOW,-the Morrow in the 3~1 has a green lzne
through' it, indicating it's been abandoned, I guess.

A, Yes, sir.

Q And the one up in the northeast northeast

of 34 also has & green line through lt

A Yes, sir, that was an old weli that was

‘abandoned in. 1965 in the Morrow.

[ Okay, I believe that's all. Thank you.

MR. NUTTER: Are there any other questions,,

of Mr. Cherryhomes?

MR. ATKINSON: We'd like to'reserve the rig

to recall Mr. Cherryhomes.

I8

L i hon e i L
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CARR: And I would like to ask him a

couple questions.

REDIRECT EXAMINATION
BY MR. CARR;

0 Mr, Cherryvhomes, I gather from your testi~
mony . that you believe your interpretation of the Atoka forma-
tion is correct.

A Yes, sir.

Q | Now, suppose that, as Mr. Atkinson suggeste
that a well was dxfilled at an unorthodox location on a unit
c;omprising the west half of Section 33, the locatAion,‘in
fact, which we're discussing here today. What effect would
this have on the reserves that exist in the ﬁ'ortheast quarter
of the Section 33?7 .

| A It would drain it,

0 . How could you protect yourself from drain-

We could not dé it, based on my __.flnterpre‘-
tati,oﬂ?_,
| ¢ Would drilling an additional well there
iﬂrote.c’t you from drainage?
'A. No, sir. A '
0’ If you arilled an Additional well in the

northeast quarter, _coﬁld you protect yourself from drainage

#
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from»the well the northwest quarter?

- At an ox thodox 1ocation?

0. At an unorthodoX jocation offsetting it?

You would have rwo wells too close rogetheri

Do yeu believe that one of thoseé wells
unnecessary well?

Yes,

peo you believe this is a prudent way to

develop this acreage?

S

A The way that we have 7

a
,-
o
o
z

0. with‘two wells?
A No, I do not.

MR. CRRR: 1 have nothing further.

SALLY WALTO

‘MR. NUTTER: If there is nothing further:

o~
20

J
the witness may be excused.

pid you have another witness, Mr. carr?
MR. CARR: I pelieve that Mr- Atkinson 18
interested in having me call —~ 1'd 1ike to call Don Huntex

> gimply to answei 2 couple of questions and then 1 believe he
g . by

b %

can answexr the questions proposed by Mr. Atkiﬂeen.
MR. NUTTER: okay s would you_call him?

MR. CARR: Mr. Huntexr has not been SWOIN «

(witness Sworn.l
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e 1
N 2 DON HUNTER )
¢
3 being calleqd as a witness and having been duly sworn upon
,. 4 his oath, testified as follows, to-wit:
- 5
. 6 DIRECT EXAMINATION
5 - . 7| BY MR. CARR:
" “ 8 0. Will "j/ou state your name and place of
v 9 residence?
SEEE 10 - A Don Hunter. I reside at No. 11 Linda Court
., 8=k , ‘
e zaof 1§ in Midland,
: RN Ozs3s3
< ; ; $ 12 0. Mr. Hunter, by whom are you employed and
? 5RS 1 ‘
§§é§ 131 in what capacity?
<ks '
wys 14‘ A, HNG 0il Compahy's*.femployee in the capacity
: 8 | of Manager of Reservoir Engineering. |
# 18 0. ‘Have you previously testified before this
7 Commission?
A =
B A, No, I have not,
g . 0. wOuld you summarize for the Examiner your
2° educational background and your work exper:.ence"
21 A I recelved a Bachelor of Science degree
i 2z in petroleum engineering fram Texas Tech 'University in 1962 ;
) and I've worked throughout the Mid-Continent areas for major
2 oil companies and mdependents, a cénsulting Vfirm,, and am
% —— N ) ' v . o
o5 aad ! presently employed with HNG, I was initally employed by !
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0. ‘These are Atoka reserves.
A - Atoke reserves, yes, 7
Q - Does that apply to both the southwest and
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Amoco, then Skelly, General Crude,-and was with
and Aycock Engineering Consultiag Firm for approximately three

years before joining HNG in March of '78,

0. Are you familiar with the area which is the

subject matter of thisg cace?

A Yes, I am,

MR, CARR: 1Is the witness considered qual~

ified?

MR. NUTTER: . Yes, he is.

0. Mr, Hunter, I believe you heard the testi-

mony a few moments ago and the questions by Mr. Atkinson con-

cerning the reserves that you anticipate now exist under the

south half of Section 33, Could you give us some data as to

what reserves you now believe exist in that area?

A. In the south half of Section '3 I cannot

assign any reserves to —- to that particular portion of Sec-

the southeast quarters?
A Yes, it does,.

o . Have your figures been revised as more data

becomes available as you develop the pool?

A Yes, they have.
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MR. CARR: I have nothing further on direct
from Mr. Hunter. I believe that covers what you were re-

questing.

CROSS EXAMINATION
BY MR, ATKINSON:

[0 Mr. Hunfer, you say that you presently have
calculated there to be no reserves in thé Atoka in fhe south |
half of Section 33.

A That is correct, yes.

0 All right. To what extent has tﬁat re-
serve estimate changed since March of 197972

A That's been revised downward, We now -~ I
now believe that essentially no undrained reserves in the
south half of Section 33. Existing three wells in that por-
tion of the reservoir should drain that particular reservoir
as is now mapped.

0. Existing three wells being which wells?

A “The Shoe Bar 3-1, Shoe Bar 34-1, ahd New
Mexico State 34-1. ”

0. ‘ A.So your position is £hat any reserves that
lexisted beneath Section 33'ﬁa§e been‘dréined by those three

A If there -- if there is any significant

assign any significant reserves to’

reserves, yes. I do not

i e
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-; ~ .
53& L 1 | the south half of Section 33.
2 0. Okay. Now is that on the basis of drainagé
3 | from the three wells you just spoke about or is that on the
4 hasis of the fact that Mr. Cherryhomes interpretation shows /
- ‘ 5 that there are no Atoka Sands in the south half of Section 337
. 6 A. ‘That was based on the performéﬁce of the
@-’“”“ ‘ 7 | three wells that we've just mentioned in addition to the dry
; 8 | hole drilled in Section -- north half of Section 33, the 33
~'—_,~“"";'”“" ‘ 9 | No. 1.
: gggg 10 0. So you don't consider the presence of the
= §§§§ 1§ gross Atoka Sands't»o be the determinate factor in determining
; O ggg% 12 | what ?eser{res are then,
‘ gggg ‘1 A » No, I do not.
‘ “wgs 14 Q All right. What do you look at to determine
B | what reserves are? } E
16 _ | A The permeability of the gas being one factoJ. 'é
17 Thevgross pay, as we =-- . have it mapped, is not a net

18 pay number, an? the -- this figure must be revised downward

19 based on porosity and saturation cutoffs as are developed wit

g

‘development of the fieid.
A 0 Okay. So the reserve calculations that you
do have are gross pay, then, are gross reserves.

‘As is shown on this map, yes, those are ,
gross. ‘

All rlght . Now what have you calculated

T A s et i £ okt e RIS
I o s IR e e
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for thé north half of Section 33 as to estimated reserves?

A At this time, if a well were drilled within
say six months, I cbuld assign 2.8 Bcf.

0. That's total?

A Total recoverable reserves from a well
‘qrilled in the north half of gection 33, yes.

0. All right{ will you please tell me how that
is distribuﬁed between the northeast guarter and northwest

quarter of Section 337

A Okay, the predominant portion of these re-

serves would be in the -~ in this reservoir it is now mapped

New Mexico 37501

in section 28 and 3l. The predominant portion of those re-

maining reserves to date 1ie in the south half of Section

Santa Fe,
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0. All right. Now} as between the northeast
quarter and the northwest gquarter of‘Section 33, how do you
allécate 2.8 Bcf recoverable reserves?

A Essentially equally.

0 | Okay, what do you mean by essentially
equall§?

A one well drilled in the northwest portion
of Section 33 should, at the location specified, should drain
the nortﬁfha}f of Seciioh 33.

o All right. 1'11 ask you ——
2

‘It's a more advantageous location based on

SRS e

;»N;‘;:.:%;_;_.;‘ré,:;,«fg.‘.‘gés
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the gruss pay data that we now have, as well as what informa-

tion has been developed from drilling the 2§ No. 1.

0 All right. -Now, you stated earlier that
you estimate 2.8 Bcf of recoverable reserves in the north

half of Section 33.
A Yes.

0. And you are aware that the northeast

~quarter presehtly is leased by HNG and the northwest quarter

is part of the lands leased by ExXon. That is, they're not

under the same ownership right now.
A Correct.

0 All right. What I'm asking you is what

=

?ou calculate to be the reserves in the northeast quarter of

Section 33.

A~ I would say probably one-third of this

2.8 Bef, possibly.”

0 So we're talking approximately, then, about

.93 Bcf? That's just off the top of my head.

A I'm speaking now based on standard locs’”

0 All'right.' Well, Well, just so we can get

;

.clear where we are now, the 2.8 Bcf you‘re talking about are

’estimatéd'reco§erab1e reserves in the entire north half of

Section 33,?alone.ﬁ

a Yes.
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fj) 1 0 Without reference to Section 28 or any
2 other sections or wells in the area. All right.
3 | Now, --
a A Now that is not irrespective of Section -- .
- 5 the well in Section 28. 1I'm speaking of reserves that are
6 presently in place at this present time. If the well were
¥
= 7 to be drilled in the north half of Section -~ in the north- ' , ;
8 west quarter of Section 33, within six months there would :
-—-T. 9 be 2.8 Bef remaining; however, this number would be revised ?
g g gE 10 downward with prolOngeQ wait prior -to spudding of a well and
. §§§§ 11 completion of an Atoka well in the north half of Secition 33.
O gg:i 12 - S Now why is that?
33 | |
Egé; 13 A Because of the Well No. 28 is currently
;5@?3

14 | producing ‘at the rate of 4-1/2 million a day. The longer
15 that a locatvion is deferred, the more iikelihood would be
16 drainage of the north half of SectiOn 33.

17 Q All right.. Now, correct me if I'm not
18 sayin_’é}fth'is properly, but the present recoverable reserves

19 in place in the north half of Section 33, accordving to your

p

25 calculations,; ‘is approximately 2.8 Raf.
21 A Yes.
2 0 All right. ©Now, according to your calcula-
Ty 23 tions what are the present recoverable reserves in place in
bt - < :
’ . 24 | the northeast quarter of Section 337 - o !
% A Approximately one-third of that if a well

$




were to be drilled 1980 from the north line in that northeast

quarter of Section 33.
0. Now what effect does when the well is
drilled have on it?
iIt has a great effect.

All right, because of drainage from the

Yes,

0 All right. So what we're talking about,
then, is that assuming that the well would be drilled when

- did you’say, in January of 19802

(808) 4712462

A Immediately. I'4 sayfcompleted by January,

New Mexico 87501

1980, yes.

3024 Plaxa Banca
Santa Fe,

o Completed by January, 1980, within the

ol
S
3
2
[
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58
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next two months?

A Yes, that's -- the earlier the better, in

my opinion.
0 Okay. So we're talking about, then, I\één

do this mathematically but yoﬁ probably do it a lot better,

i

how many Bcf do you estimate présently in place in the north-

east quarter of Section 33 then? One-third of 28.1?

.

A  Oh, I'd say about 900 million,
0 Okay. All’right, and the remaining 1.8 -

1.9 miliion'would be injthe northwest guarter.
1.9 billicn

- B oL T ]
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~out from that S
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Psge
fg Billion, I'm sorry, would be in the north-
west quarter, is that correct?
A At this time, vyes.
0. Yoﬁ may not be the proper person to ask

this, but let me ask you specifically what the HNG's plans
are for drilling a well as far as tiﬁing is concerned.
A I'm not qualified to answer that; however,

I would definitely make the recommendation that a well be

spudded as soon as possible.

I am in a positioh to make that recommenda-

0. " I just want to switch back to one point I
actually talked to you about earlier, I think. With regard

to the south half, the southeast quarter in particular, what

tween March of '79 and the present? You said now you esti-
mated essentially zero. What did you estimate back in, say,

March of 1979 on that?

A I had indicated -- I did not segment that
:;étion 33; “however, ;he reservoir being
drained by the three weils'in Sections'34 and 3, I had attri-
buted approximately 3 to 5 Bcf higher reserves thén I now

can assign. The dry hole in the northeast quarter of Sectioq

33, in my opinion, altered the drainable area within that

reservoir.
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0. Within that section?
A, Within that -- no, within the particular

reservoir itself,

0. All right. How much of that 3 to 5 Bef

do you think would have been -~ in your opindon would have

been allocated to Section 33? What kind of a change did
that result in for Section 33, if you can do that?

A Oh, possibly ~-- possibly 1 Bef, as much as

that, mavbe.
0. - All right. I do have just one more ques-

tion for you, Mr. Hunter. These calculations are essentially

volumetric in nature, your reéerve calcﬁlatians?

A They were initially vdlumetric;gnd they
have been revised downward somewhat by BHP/Z analysis,
material balance through pressure, pressure work.

We have no fur-

MR, ATKINSON: Thank you,

ther quéstions.

CROSS EXAMINATION
BY MR. NUTTER:

0 Mr, Hunter, in response to Mr. Atkinson's
question there you stated that you estimated there were 2.8
billion cubic feet of recoveféble reserves in the north half.

of Section 33. You also stated if the well were drilled

within the next six months.

Rt TR R T IE )
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A, Yes, sir.

0. You also stated that one thirad of those
resexves, or .9 of a billion; would come from the northeast
quarter of Section 33 if the well were drilled within the
next two months,.

A Yes, sir,.

0. Then in response to his further gquestioning
you said that the balance, the 1.9 billion cubic feet would
coﬁe.frém the northwest quarter, Would that mean that the
well drilled at your proposed location here would drain 1.9
billion from the northwest quarter or'woqld part of that
drainage also come from Section 28‘to the north? . )

A There's-a possibility part of that would
come from Section 28 to the north, yes. The well in Section
28 has exhibitéed very high deliverability, very highvpay
quality, so that it would be hard to say that with certainty
but certainly some of the gas could come from Section 28.

0. " But would the majority of that 1.2 billion
come from the northwest quarter of éection 337 |

A Yes, sir, in my opinion it w°u1di

0. Okay, thank vyou.

MR, NUTTER: Are there’any*further=quEStioTs

of the witness?

MR. CARR: I have no further questions of

this witness. I would like to recall Mr. Parker to ask him

N
-3
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one question. We have some data that came out of cross ex-
amination that was not available to Mr. Parker on direct.

MR, NUTTER: Mr, Hunter is excused.

RAYMOND PARKER
being recalled as a witness and-being still under oath,

testified as folloﬁs, to-wit:

DIRECT EXAMINATION

BY MR. CARR:

0 Mr. Parker, how 'soon is HNG prepared to

ca (F08) 471-2462
Mexico 37501

drill a well at the proposed location?

A We presently have Rig 38 Parker Drilling
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that we ‘have in ‘a Sepse loaned out to another party for a
well théﬁawill take approximately’ 50 to 60 days, maybe 65
days to complete. The rig comes back to us and it will be
available for thié»project-subject to operating agreementé

being executed and the necessary papers.

0. It is fair to say that you will be plzpared

tg drill within 80 days, you’anticipate that?
| A | I think we can say within 80 days we will
be prepared to drill a well,
MR, CARR: That's-all‘I have of Mr; Parker.
"ATKINSON:' I just;want tq Clarify that.

5
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RECROSS EXAMINATION
BY MR. ATKINSON:
0. So what you're saying is that at the out-~
side you would be -- you would actually commence drilling

this is the middle of November, so ybu're talking about --
Deceﬁber,.January, somewhere around the first rart of Feb-
ruary, the middle of February?

A I‘éisay by the middle of February.

0 All right, and how long would you antici-
pate for completion?

A About -- not over 50 days, 55 days,

0 Okay, so you're planning on finishing the
well by April sométime?

A Yes. I think it would be before that, )
I'm confident. I might add that rig availability is critical
I ' mean it's just almost impossible to get a good rigqg,

MR. NUTTER:! Are there any further questionr

of the witness? He may be excused.

Did you have anything further on direct,

Mr, Carx?

At this time we'll take a fifteen mipute

Trecess.

o

(Thereupon a recess was

taken.) '

N/
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MR. NUTTER: The hearing will come to
order, please,

Please continue, Mr. Atkinson,

GENE AYDINIAN
being called as a witness ang having been duly sworn upen his

oath, testified as follows, to-~wit:

DIRECT EXAMINATION
BY MR. ATKINSON:
T, Will you please state your namé and occu~
pation?
A, My name is Gene Aydinian, and I'm the Dis-
trict Geologist of the Andrews District, Exxon Company, U.S.A.
MR, NUTTER: Spell your ﬁéme, please,
A, A-Y-D-I-N~I-A-N,

MR, NUTTER: BAnd Gene is G-E~N-E,

A G-E-N-E, right,

0 . ’ And where do you reside?

A I live in;Andrews, 1401 Nortwest 9th Street..
0. And have yﬁﬁ-previbusly testified before‘

the Commission? ' ;

a No, I haven't,
Q And you've not had your qualifications ac-
cepted’as a matier of record?

T i r et A ne
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A No, they weren't.
0. Where were you educated and what was your
education?
A I've got a Bachelor's of Science degree at

the University of Notre Dame and a Master of Science degree

in geochemistry at California Institute of Technology.

0. And who are you employed by?
a Exxon Company, U.S.A.
0 You said earlier that you're a district

geologist for Andrews District?

A That's correct.

0 And‘ what area deoes the Andrews District
éncompass?

A Andrews District encompasses the north

part of the Permian Basin, Andrews County, Texas, Gaines

County, Texas, also south New Mexico, and Arizona, various

other places.

0. And what do your duties gonsiSt of as Dis-
trict Geolqgist for Exxon? ’
A.” ‘I supervise four geclogists who also work |
for Exxon; have vavlr;‘ious.responsibilities in the »district.
s Q And the geologists who you supervise, are
they familiar and do they work wit,hin the géneral :area that

is the subject of the dispute today?

A Certain of the geologists do; not all of

[
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them do. Some geologists have responsibility for some of our
Texas fields; two geologists that I have are responsible for
New Mexico properties.

0 And are you yourself personally familiar
with the Section 33, Township 16 South, Range 35 East area?
3 A, Yes,

0. - | And have you personally examined information|
relating to the area subject of the dispute?

A Yes, I have,

MR. ATKI&SON: Are fhe witness'-qualifica~
_tions acceptable?
MR, NUTTER: Yes, they are.

0. Mr. Aydinian, I hand you what has been
marked for 1dent1flcatlon as Exxon Exhibit Number One, -Would
you please identify that?

A, ‘ Exhibit Number One shows the area of the
_Shoe Bar Ranch South, showing“the production in the area with
the yellow -- I should say triangles, indicating Atcka pro-
.duction; yellow triangles indicating wells which are currently
produ01ng from the Atoka: hexigons in ndicating ncrrGW’produétiqr
triangles in hexagons, triangle enclosed in théAhexagon,indiQ
cates both Atoka and MOrrowuproduction were approved, thbugh
at the present time I'm not aware of any dual completions’, so

only one of thoSe"sands,would be producing; finaliy, the greén

y circles indicate dry holes, holes which were dry in both the




Atcka and the Morrow.

0 Now with particular regard to the Section
33, what does that depict as to ownership?

A ‘ Okay. In Section 33 the western half is
colored yellow. This is the E¥xon acreage;vwhich is 320
acres; the eastern half is colored orange, representing the
communitization of HNG's northeastern quarter and also Sol
West's southwest quarter,

0. Southeast quarter, is that?

A I'm sorry, southeast guarter, right,

o All right. Now, the Exxon acreage, to your

(B08) 4712462

New Mexico 87501

knowledge is that held under a single lease?

A Yes, it is,

a‘
I
of
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4630 Plaza Blanca
Santa Fe,

0 - And who is the lessor? 'Is it a State of
New Mexico lease?

a It's a State of New Mexico lease, that's
right.

0. Okay. Now, with regard to the box or the
reétangle with the dashed lines which encompasses the south-~
'eééégﬁﬁarfer of Section 33, could you explain what that is?

A That is the Shoe Bar Ranch Unit which was
formedfwith partners HNG, Sol West, Tom Ingram, énd'various

others.

All right, now you —-- excuse me.

Various other people.
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”iow pay at about 12,840 feet, shows the relative position of)
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0. All right, now you have examined»what i
believe was HNG Exhibit One as to the ownership and relative
position of the tracts and such. Would you say that they
substantially agree as to what they present?

A, Yes, I would.

0 Now, you talk about the Atoka and the Morxrrq
For purposes of identifying nomenclature I refer to what has
been marked for identification as Exxon Exhibit Two. Would
you explain whét that is and what it relates to?

A _Exhibit Two is a type log;just to establish
time it's a type log of the HNG Shoe Bar Ranch Unit 3 No. 1
Wellfi It is a gamma ray dual lateral log showing. the toP
of the Atoka at approximately 11,700 feet, I'ﬁ sorry,

11,970 -~ I've gbt this wrong here. Okay, let me try one
more'time{ 12,080 feet, that's the top of the Atoka, which

is markeg; also the top of the Morrow is shown at 12,520 feed
What I will talk about is the Atoka pay in which some of the
following maps will show, is shown there highlighted in red

with the perforations in this particular well also shown, and

4

2

actual position of the Morrow pay in some of these wells did

differ.

Primarily, I will be talking about Atoka

from here on out, though. | ’ .
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‘at it, the top of the Atoka pay that we talk about here is

6 percent porosity. This is a minimum cutoff which I use.

Morrow; scale is 1-to-4000 feet. It shows the same‘pro&uctiom
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0 All right, ©Now, you heard Mr. Cherryhomes

=<

testimony that the Atoka that generally exists above the top
of the Morrow. Would you agree with that statement?
A, Yes, I would. 1In fact, if you will look
roughly ébout 70 or 80 feet ahove the top of the Morrow.

0. ‘ Wéll now, when you talk about the Atoka
pay, what do you consider to be the pay zone?

A The pay zone is the sand unit there which
I think you can'iée;tify by the gamma ray curve which moyes

¥

out to the left and then comes back between tﬁe.interval on

this log of 12,460 feet to 12,480 feet. An Atoka pay zone

would also have to have the characteristics of ‘greatexr than

0. Is it fair to say, then, that we're talking

about a net Atoka zone versus a gross Atoka Sand?
A Yes, I would.

/

0’ Ail right. Now, I refer you to what has
been marked for idéntifiéation as Exxon Exhibit Three. Will
you pleasgﬁexplain what that is?

| # >- »fhis isvé strﬁcture‘ﬁaé §n'£hé t&p.bf‘the-
5yhbols as was shown on the previous map, Atoka héing shown
gy triangles; dry holes by circles;_norrow"pay by hexagons.

The contour interval is 50 feet, .Basically what I'm depicting
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here is:a northeast/éouthwest trending anticline in the area
around Section 33; with the crest of the anticline*beiﬁg
approximately 8430 feet subsea,

Well control is shown highlighted in yellow.
0 All right, ©Now, you say this is a structura

map. Could you explain what this depicts? You said it was

a northwest/southeast trending anticline. Could yvou explain
how fhat relates to what we're“dbing here today?

A Well, at the present £ime with the limited
amount of wells that have been drilled in the area, I cannot
really say that our production in the area is controlled
~either by structure or by stratigraphy or by a combination of
both. So I've made the strudtural map, keeping in mind that
this might be at some future time one of the determinative
factors in the reservoir, reservoiring of the gas in this
area.

) Is it your opinion that structure may have
‘some fype of correlatianto the availability of hydrocarbons?

A It may. It may not, but it may, and I dbn}t
_think we‘cgnfiule out that structure migh£'not be 'a’ factor
.here: o )

0. ~ Would it be fair to say, then, that this

determinin§ what

i

iskjust one of the factors you consider in

;

is a favorable location, for exampie, for a well?

A Yes.

i Lo
et TSNP S s
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0 All right, Now, what information did you
use to derive this structural map?
A Primarily well control and the well con-

trol is shown on the maps herc. T have logs for all these

and we correlated them and came up with the top. Also

limited seismic was ﬁsed in the area to determine the struc-
ture.

0 ' Okay. Was the seismic a detérmining fac~
tor in what You did here?

A Yeah, well, the seismic gave me the gen-
eral trend of the anticline; at ‘least confirmed generally
the anticlinal picture that we're sh.owing here, versus an-

other picture mi.ght‘ ~~ would be like a unlform == uniformly

dipping horizon :rom the southwest to the northeast. That
would be an alternative, and the seismic seemed to rule that
out.

0 | Now I'll ask you with regard to the strue-
tural Amap, would you agree WJ.th ‘me that this is interpretive?

A, Yes, I would, 1 think it is interpretive
at least -- well, 1 should say I th:mk it's well controlled
oll_ne. I would s"ay untdrpretlve on the western flank here,
though you can see ¢ that—ithere' is some sort of a change in-a

uniform contOur. If we were to ‘look at the southWest flank ,
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~getting higher on strxucture as we move to the northwest,

Page —82

Morrow at 8530 subsea and the Stanoline Well, which had a

top at 8601 subsea, you can see that definitely we are

and I think that confirms the fact that those contours do
turn in that area from a northwest/southeast trend to a
northeast/SOuthwest trend, and I have taken the liberty of
turhing them a little.further and closing off to form an
anticline, But I wili agree, it is interpretive, in that
western part of the area.

0. | Now I refer you to what has been marked
for identification as Exxon Exhibit Number Four and could yo#
please tell the Examiner what that is?

A This is a Atoka net pay map. Again, the
same scale, 1-to-4000 feet. The contour intervalsw§ere are
10 feet apart, What it shows basically here is a northeast \
I'm sorry, a northwest/southeast trending pay zone wiﬁh_the
thin being zero to 10 feet contours running in the particulaf
séctivn-ofinterest, Section‘ 33, in the northwest quarter
and in the southeast part of the northeast quarter. It
;hickens on bbthfsides"from 10 to 30 feet to the northeast )
and also from 10 to 30:feet to the southwest. Weil control
is shown highlighted in yellow adjacent to the wells.\

| ” Q All right. Now you haﬁg examined tge HNG
éxhi?it which is‘éntitled_giéss Atoka Sand, I beliéﬁe,vﬂave

you not?

TN et R i




A Right, I have.

0. Now, are there -= is there well control,
or are there additional wells that HNG has used that do not
appear on your map?

3 There are two points on the map which are
gignificant, I think, to the problem. At least not signifi-
cant bu£ are in the problem that I don't have. One is the
sidetrack hole that Amoco drilled from their No. 1 HC Well
in Section 221, which they had two feet’of netf‘the other
well is the Dérchestef 28 Com Well in the northeast quarter
of Section 28. At the_time we did not have any information
on ei;her of thése wells at all, so they were not incorpoxr-

L

ated into the -~ into the map as such.

Santn Fe, New Mexico 87801
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0. Well nowi realizing that you haven't had
time to sit down and thoroughly contour,this; whak kind of
effect do you think this-additional information would have
on your interpretation here?

A T don't really think it would havé much
of an‘efféct at all. _Certaihly not the Agoco Well. I think
that's actuaily aimost taken dare of in this interpretation.

0 The AmOCoO well is the one in the south

Y

,poftion of Section 28?

A Right, the sidetrack hole from the No., 1

HC. T don't think that would significantly‘impact»this in-

terpretation. The Dorchester well would tend to swing the
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‘ 1 contours ‘a li‘ttle bit more to the northeast and would pull

2 that 10-foot cqntour down to thé southwest, but I don 't think
3 it would really change the trend of what we're showing here,
4 which is a thickening to the northeast with a thinning run-~

5| ning across the northern part of Section 33.

6 0. Okay. 1Is it fair to say, then, that you
7 would sort of jog the Isopachs in the vicnity of the Section
8 | 28 wells slightly to the west, then? Is that what you're
9 talking about, or slightly to the east?
QF: 1w A, Well, let ' h
5535 ell, let me see. 1I'm not sure what you
asse ) ’
/_\} gggg " mean by jog. What I would do here is I have a nose mapped
- S X .
e gggs 12 in-Section 28 in the eastern half 30~foot thick, so to speak,
A
jghg and I would tend to make that tighter. 1In other words pull
< xld -
wYs - ' ;
°e 14 the northern limb of that nose, the contour which runs into

15 the northfe;gst quarter of Section 28, I would tend to pull

16 that“»closer in to the HNG Well drilled in Section 28 in the

7 south half, and thus puli those other contours north of it

. down ‘acro“ss that well that Dorchester drilled.

® 0 Would this in any way materially change K
24 the inte_rpre.tr;lt’ion, the Isopachs in the Vici:nityt;_(z;ﬁ Section
AL 33 | | )

2 A No, I don't think it would change this

\) = interpretation. I wouldn't have é’ny problem with that at
s all; not basically, it wouidn 't really change it at all.
Y.

’ I 0 - All right. Now, just to clarify what we'r

T WS Y i . o AR S
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™
" | / 1 talking about here, you have Isopachs that are entitled or
? '~ 2 at least marked 10, 20, andi30. What does thatkmean?
3 A Okay, 10 indicates that there was 10 feet .
4 of net Atoka pay in this area, net Atoka pay being again in-
- 5 terpreted as porosity greater than 6 percent and capable of

6 | being a reserv01r rock,

e 7 20 feet is 20 feet of reservoir pay and

8 30 feet is 30 feet of reservoir pay.
”;4 ‘ 9 0 All right,

10 A, S0 if we were to drill a well right on the

YD

THAND REPOATER
lanca (508) 4713462

Santa Pe, New Moxico 87501

n 20-foot contour, we should get 20 feet of pay right at that

2 point. | ’

13 0 Now, I notice in the -- roughly the north

CERTIFIED SHOW

302¢Plaxa B,

(
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u the southeast quarter of the northeast quarter where the dry

b hole whlch HNG has testlfled to was drilled, that seems to

16 be the center of your smaller magnitude Isopach' there,

v ' A, That's correcét. : , v
18 0 All right. Do you have any particular
19 1A

. geological theory'or depositienal theory as to what;wo-*a
account for that little island there?

. A Well the model I use here for the Atoka

Sand ‘deposition is that of a bralded stream rather than a
. point bar. The dlfference between a braided stream is, as I

would 1nterpret it, would ‘be that a bralded stream tends to

deposit sand in aisheet, generally a Very‘wide sheet, so that
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yoﬁ would'get>a lot of lateral sand deposition. There would
be isolated islands ofwshale or non-reservoir quality sand-
stone. in the braide@ stream model, but I think that that woul
probably be a little bit closer interp;étation than a poiﬁt
bar. A point bar would tend to deposit isolated pods of sand
Again, you have a meandering river, every once in awhile a
meénder will cut itself off and you have left there a sand
body which is completely suiioundéd by shale, isolated, of
limited extent; whereas, a braided stream, énd this is typi-
cal of what you would see in the west, for instance, rivers
like the Platte, even tﬁérels a smallvone on the way down to
Albuquerque from here, tends to deposit sand in more of a
sheet'%ashion. |
And I think that's -~ that's the quel I
used here in developing this. picture,. |
0. a1l right, Now, once again I want to ask
you about»the structural map, which I believe is our Exhibit
Number Three., What go you perceive to be the relationship |
between yoﬁr structural interpreiation and your nét pay in-
terpretation? |
-1A Therg'mayibe a'rélationShip betwéenntheme

It is admittedly interpretive, but it is conceivable that at

' the time of deposition of the sand, that the anticlinal

feature may have.been present in some form, at least a-hint

of it might have been there, so that the sand -would tend tc
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0 1
i~ | L be deposited - on the flanks of the structure and not on the
2 crest of the structure as much. Of course, many things can
. 3 happen here, and I think probably there might have been some
4 rotation of that structure later on so that the relationship
- 5 is not as clear now, but given the limited amount of data
. 6 here, we're interpretive, there may be a relationship to it.
v 7 0. All right., Now, I'll ask you this: To
' ;; k 8 what extent is the Exxon Exhibit Number Four, the net pay
e 9 map, interpretive?
g, ' '
s;fg 10 A I would say that it is interpretive in
. el Y ' ' .
T z:)’..;% n the south part of Section 33 because there, like has been
L~ P%is
P \
; ;gﬁé 12 already brought out, there is no well control in the area,
! A= \ _ , _
> o 3. ,
:jgég 13 in the south part of 33, or for that matter, anywhere to the
<& 3
wss 3 :
u west of the section in question, with one exception. There

are three well% that were drilled down to the -- and it's

shown on the lower righthand corner of this particular plat.

o Is that the lower lefthand corner?
A, Did I'say -- yeah, lower lefthand corner.
The one -- two wells have interpreted Atoka pay. One wopld: s

Tk

be the Mara%hon,well which’was drilled in the northeast & o

N

quarter of Section 7., They have interpreted 58 feet of net

)

Atoka pay and it is indeed producing from the Atoka at this
time. Also/thé Mobil wé;l*drilled in the éOuthWest quarter

of Section 8, which has an interpreted 12 feet of pay. I

used that to influence my interpretation somewhat in that
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there is no termination of the sand to the southwest of the
dry hole. 1Instead, in %act, I've interpreted there being
sand present in the south half of Section 33.

It is interpretive, but that is the point
here, with the limited well control we have, there are many
different interpretations which can be made.

?Q Now, referring to your net pay Isopach here
in Exhibit Four, do you have an opinion as to whether the
total volume of gas as depicted by the net pay area in the
nor thwest quarter, is éreater or less than that in the north-

east quarter, realizing this is a qualitative opinion?

A I'd say that the northwest quarter has mor¥
gas reserve than the northeast quarter.

| 0 And why is that?

A I think-it has a thicker pay section in
the northwest quarter, say a greater amount 5f‘thicker pay
section in the northwest quartér than in the northeast quar-
ﬁter. |

¢ All right, And do youthave an opinion on
the hypothetical situation’where the north half of Section
'33“would se poaled, a well driiled at the proposed ING léca—
tion, and the hydrocarbons therefrom split on a 50-50 basis
between HNG and associates. and Exxon, ab you have an opinioh
as to whethér that would be an equitable division of the

aVailable hydrocarbons in view of your Isopach study?

. "‘,!"

S
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A I think it would b

bution. I think since the northwest quartex,

Exxon acreage has more resexrves,

chare of reserves, based on a north

pe receiving its fair
half unit, proration unit.
0. Now what plans, ©O

mendations have you made to Exxon for the d

west half of Section 332
A, " We've recommended dri

first Quarter'of 1980. We have a tentative loca

feet from the north line and 660 £

gection 33.

0 Would that put that roughly,

southwest quarter of the northwest quarter?

A : That's correct;

0 . Now you say that you have recommended

What action has Exxon management taken?

A We éresented the recommendation t

management and we have approval. and

a well, tentatively scheduled for the first g
And we're committed tb-driilAtﬁét well.

o. By tentative,
how certain is it that you will drill?

A ‘It's very certain that we're going to

e an inequitable‘distriv
that is, the

I think that Exxon would not

r I should say what recom-

evelopment of the

1ling a well in the

tion 1980

eet from the west line of

then, in the

o Exxon

money budgetted to drill

uarter of 19840,

then, how uncertain is it or
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- 1 .
0 And what would you estimate to be the com-
2 pletion time?
3 | A Depending on rig availability when we spud
4 the well, if we spud in the first gquarter of 1.980 the latest
5 it would probably be conpleted would be abcut May.
6 o May of 19802
® 7 “A, That's assuming that we S}_;ild a well in, you
! 8 know, the latter part of the first quarter.
- 9 0 AIl right.
: ’ g§§§ 10 A 1t probably will be sooner than that.
; —_ gggi H 0 So fhat would be about six months from now,
} \/ ggé% 12 then? |
ek A gggg 13 A That is correct. .
@33 1 0. All right. Refefri’ng to the gross Atoka
| 18 sand map, you mentioned earlier that -- tﬁis is HNG's map --
18 'wer"\mentioned earlier that there are two data points, two
17 well control points tﬁat are here on their map that did not
18 appear on ours. Can you tell me whether the wells in the
9 southwest -- southwesternmost ;rea- of your map appear in the
2 ,( ” 20 HNG map? b
5 S A Né, they don't. .
2 *Q, Do-you ﬁaVe an opinion as to whether a
'g %:} B well located in the southwest _quafter of the horthwe’st q’uart%
| ) % of Section 33, th_é proéc;sed location, whether that would ef- )
= i fectively té;p ;ﬁd'recover the avaii;ble_ gas -iying beneath.
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the west half of Section 33?

A. I think that would be the best location fon
drilling a well in the western half of Section 33 to recover
the reserves, That's why we chose it.

0 Do you have an alternative point which you

would choose?
a, We could drill a well in the southwest
quarter 1980 feet from the south line and 660 feet from the -

west line, but I don't think that is preferable to the loca-

tion that we have chosen.

0. What makes the southwest quarter northwest
quarter the most desireable point? In your opinion?
A, Well, in my opinion, I think first of all,

it's high on structure as we have it interpréted. It's as
high on structure as you can get, and also it has not given
away any pay section. ‘We'd be looking at probably about 23
feet of pay. Like I said before, I don't think that we can
make a judgmeﬁt right now as to what is the contrelling

factor, structuré or stratigraphy. For this reason, there-

fore, we want -to make sure that, you know, we try to maximizq.

our chances of getting a producing well; therefore, you want

and vice versa, you don't want to get down too far d;p_to'

maximize pay, but we :feel that this is the best compromise

position that we have.

~s
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'get us through the entire Morrow section.
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Page

0 Now, Exxon management, you stated earlier,

has approved and has budgetted funds for the drilling of

this well.
A . That's right.

0 Now, did they base their decision on the
information that is before the Commission today;inSOfar as

the Isopachs and the structural maps are concerned?

A That's right. They based their decision

on these maps.
0 All right.

MR, NUTTER: During this 1lull, Mr. Aydinianj

the well that Exxon has budgetted I presume would go to the

Morrow, also, would it not?

A, Yes, it would., We definitely want to test

the Morrow. I talked about the Atocka because the Atoka is

the main pay here, but of course, there have been three wellsd]

that have had Atoka production and even though we don't see

it, I should say, there's potential there. We can't map it

e

to oo dovym and . seae + We .
“C go own ang - seae < . we

in the area. We definitely want

would be drilling at about 13,100 feet, which I believe woulA

MR. NUTTER: Mr. Carr, could you tell me

if the well that HNG is proposing is proposed to go to the

Morrow, also?

MR. CARR: Yes, it is.
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o~ :
T ! MR. NUTTER: Thank you.
2 0 Just a couple of more questions. In the
3 event that the north halzf of Section 33 were poor, leaVing
,
4 Exxon with the southwest quarter of Section 33, what kind of
. 5 limitations or restrictions would that impose on Exxon, in
) 6 your opinion, as to development of that southwest qguarter?
. - V 7 _ ) Well, we would be left with just a quarter
N - 8 of the section and for us to drill a well we would have to
~~-~ 4. 9 form -- we would have to approach Sol West, the leaseholder
W | gggé 10 of the southeast quarter of the section, and make an o‘ffer k 1
:#\} §E§§ n to either farm out the acreage from him or to join with him
L ’ i gégé 12 in a joint interest well. If we wouldn't cet permission like
i ':',‘-géi 13 that, we would have to gb through a forced pooling procedure
= S <E:d ’ =
. ) i »ez " similar to what we have here. These are several red tape
1 type of hurdles. Also, I'm not sure that given that, we
16 would have the vsame recommendation for management to drill.
- ;,\ 7 We've got approval to drill in the western half 100 percent
S SR ® interest well, We'd have to go back to management again and
}19 4 - get approval to go through with all the proéedures, the pro- R
' 2 ceedings of getting the farm out or the working interest
_ 2 ownership. We'd just have to re-evaluéte j.t, and I don't ’)
22 think that the locations down there are as favorable as the
- e = location that we have ‘pick.éd here, mainly because it's vclésef )
- - | 24 to théit dry hole that HNG has drilled, recognizin'g that it |
7 = i does pose some risk to the drilling in £hat area.

152
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0. In the event that the north half of Section
33 were pooled, would you as the supervising geologist recom-
mend to management that a well be drilled in the southwest
gquarter?

A, I think what I would have to do is probably
wait to see what the results of the HNG location would be
before we would go ahead and recommend the location. I
think we would want to see the results of that well. And to
see if it would confirm the picture that we have here, I
think if we had the picture, if it did confirm the picture
that we have here, or did not‘disprove the picture which
I've interpreted here, I would probably go ahead and recom-
mend that we approath Sol West, the leaseholder of the south-
east gquarter, |

0. In your opiﬁion that woulébrequire addi-
tional pooling and such.

A, | Yes, it would.

MR. ATKINSON: We have no further questions
at this time.

MR. NUTTER: Are there gny'questions of the
witness? Mr, Carr? | H |

CROSS EXAMINATION ,

o Mr. Aydinian, I would likeé to direct your
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attention to Exhibit Number One.

A Yes.

0 The yellow acreage in Section 33 represents

the Exxon lease, is that correct?

A That's correct.

0. How long has Exxon had this property under
lease?

A I think, let me see. The next witness can

answer that better. I think it might be from the 1920's,

0. It's been a substantial period of time.

A It ﬁas been é substantial period of time,
yes.

0. ‘ And is this held by production?

A Yes, it is.

0. Do you know where the producing well is

that's holding this lease?
A . The’producing wells, I believe, are north
of the plat here in the Townsend Unit. Townsend Field.

o Now I believe you testified that you re-

commended to your manadement that a well be drilled in thé

o

southwest quarter of the northwest qﬁaxter of Section 33.

A That's correct,
0. When was this recommendation made?
o R We made the recommendation -- well, we

first approached_ourvmanagement in August‘ihat we would be

ARG R e T
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interested in a well here and we had_final approval in the

second week of October.

0. Was this before or after you were contacted

by HNG?

B This was after we were contacted by HNG

that we got the final approval, to drill our well.

0. I believe you stated you were prepared to

drill in the fixst quarter of 1980.

A That's right.

0. when do you believe you will spud this
well?

A T would, let's see, 1 would think we'd

probably spud the well either in the month of January oOr
the first part of Februéry. It depends on rig availability
.and, you know, jt's the same problem éverybody has.

| 0 And ybu will be filing a C-101 with the

Commission requesting permission.:to drill sometime --

A I assume that's a permit to drill? Yes,
we will.
0. ARG you will dedicate +hd west half of the

section to that well?
A v Yes, we would.

Q. I'a like to now move to your Exhibit Numbexj.

Three and just be sure I understénd yéur testimohy on that,

You used seismic data to;dq@erﬁine the basic trend of the
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1 formation was, is that correct?
2 | A That's correct.
32 0 And\'based on seismic‘alone you certainly
4 wouldn't be recommending that a well bé drilled. ! e
5 _ A; Well, no, I wouldn't be. I think well con-
6 trol is the primarxy factor here that we're using.
7 ' 0. And as it now stands on the southwest of

8 the dry hole tha"c was drilled by HNG in 33, there really has

9 been no deveﬂfbpment and everything there is interpretive,
gg%g 10 | _ A To the southwest of HNG's -- | . :
§§§§ 12 A Okay. I would think that your well control |
Egég 1’3 in the southeast gquarter of Section 33, base@l on the HNG : ‘
gﬁg 1 Section 33 No. 1 Well and j:he Shoe Bar Ranch well drilled in |
6 the south half of Secticn 34. Now, when we go west of there,
18 I would say that that is interpretive, with the exception
17 that the seismic line that we had across here indicated that
18 it was an ’anticl}inakil type of feéture, but‘ it is interpretive.
19 0. Now you indicate that to the southwest --
‘ 20 >orr I thlnk ﬁow/ we can move to Exhibit vNumbér Four, ac£ually,
21 which I’th.ink is the basis of .tlie t;estimony.
2 ‘ If ";ve_ go -- move A/crm thlS plat southwest
?3 f:_tom the dry holé in Section 33, whai% do you base your deter-
ol mination on that you';:e encoﬁntering this thickness? Isn't .

, % this all interpretive as you move from 10 to 20 feet to 30
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_which I have of putting sand there, I would think that I
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feet?

A I think it's an interpfetation based on

the analysis from the data that I have.

0. Wwhat data?

A The well control data which is shown on
the map.

0. Okay, so the well cqntrol data actually to

the north -- well, to the - to the east of the dry hole and
to the north,bf the dry hole is what you're using to base

your interpretation to the south and west of the dry hole.

A Also the two data points down to the south-

0 Do you generally base ybur conclﬁsions on
daté on wells»that.are this far distant from the subject
area?

A It all depends on what I'm looking at
here. This pérticﬁlér case, and I think everybody will recogj
nize that it is an interpretation, I think that given azchoicq
between drawing a zero contour, leffs say in the position'
where T ﬁévefmy 2Q-fpot contour, and which is similar to the

HNG interpretation,éand given the alternate interpretation

would have to ﬁive the nod to this interpretation here, be-

cause there is indications of sand to the southwest.

Q. When were the wells down in the southwest
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A 1 drilled in Sections 7 and 8?
2 h I believe -- I don't havé the exact cates.
3 They were several years -- 1970'5, I th'hk,”thc carly part
| . \ 4 of the 70's. They're about five years old. ‘
%"‘ . J 5 0 Do you have any data on those wells that
: L 8 | would suggest that any well should have been drilled to the
A | 7 north and east of those?

. 8 A I've got to wonder why nobody has drilled

9 to the north and east of them. We have data to indicate that

QES: 10| ¢n od well
‘6532 ey are very good wells, ;
oS
. ;;gg 1 0. But that for some reason no one has in-
N D B .
. ; ;ggé 12 | ferred from those production -- s
Qg .
i T TR '‘m goi '
jg“‘g i MR. ATKINSON: I'm going to object. I
™ < =3
i wis . ‘e - , .
g 83 " think that he's testified that he doesn't have any idea of
15 why people haven't, and unless Mr. Carr can demonstrate
R 16 there is some hookup with Exxon, some great reason why Exxon
7 |- has not drilled in that area,, then I don't think it's very
18 relevant,
R , 'MR. CARR: I believe he's testified some
.20 of his inferences are based on two Atoka wells on the south-

<

21 yest corner of this plat, and I think that based on that,

we're certainly entitled to cross examine him on what —-; wh§
there has begﬁ no deireibpment in that area if :;heSe wells arel
so’ Qood fhat you can infer from‘them. | 7

MR. NUTTER: Well, I -~ as far as my own




SALLY WALTON BOYD

CERTIFIED SHOATHAND REPORTER
3020 Plaze Blanca 1

($06) 4713462

Santa Fe¢, New Mexico 87501

10

11

12

13

1

interpretation of the data so far, I'm not going to pay any
attention to those wells down there in the southwest, because
you've.got a 58-foot and a 12-foot less than a mile apart
and I don't think they have any bearing on this structure up
here.

MR. CARR: Thank.you, Mr. Nutter.

0. I believe o¢n your ﬁlat, and correct me if
this is wrong, on your plat there is a well in Section 28 in
the northeast gquarter in the‘Edison Lease,'I believe you
said there were 6 feet of net pay in that well.

A I didp't state that. I think your map
shows that there is 6 feet but we do not have a log and I
have not personally examined the well, and T don't really
know what is in that,

0. ﬁould that 6 feet supportfyour conélusion?

A I wouldn't say that it supported my conclu-
sion, eitﬂer‘ I'a have to take é look at it before I could

make that inference.

0. Didn't you in fact indicate that there were

.x

28 feet of pay in that well?
? . A, ﬁo, Ivdidﬁ't. That'ﬁ'deceptidn, ifvi}m not
mistaken.f
All right, All right. .

A 28, Oh, I think I see what yqu're sayiﬁg.

Based on your contour lines.

0
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' ' 1 R Okay, now before -- I had not gotten" the
2 information. Not knowing the information I would have in-
3 ferred that that would have had about 28 o 29 feet of net p
4 pay in it; however, given the fact that there is anp indicatioh
5 that it night be less than that, the contours could be alterel
Eig, - 6 to accommodate that data and 1 do not think seriously impair
2 o ; this particular interpretation,
* 2 \ s Il 0 Now you're interpreting what we have here
. r‘“ 9 as a braided stream, ;
| §§§§ 10 A That's correct, /
::.'53 1 0 If you're dealing with a braided stream
3 55?: 12 would vou be nore likely to anticipate wells being drilieg
- g > 2 4% .
: Sggﬁ 13 along the stream bed ang having commercial pProducers followi
55;’;5 % a trend than you would if you were dealing with a bar point
3 N ‘ 15 type fo}rmation?
16 » A Well now what do you mean by a trend?
17 Would you explain that?
18 0 Well, le.t; me ask you ﬁhis: Does a braideqd.
19 stream s;:rt of a depoéit, a braideq Stream, does that tend
20 to resuit in iSo'l‘ated“po{is of Sénd, a5 you have indicated .
2 ' : v
- 21 you believe gz point bar deposit --
. 2 A | |I would say no.
i = . o Isn't it possible from just where we have SR
’24 produc{iné wells in this area that we have aﬁ isolated pod | B
- % of,(sand in Section 34 ang 3; that you have another one in f
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the south half of 28, the north half of 33, and perhaps
another in 21? TIsn't that a possible interpretation of those

A ~It's as possible as having a shale -a deposi
of shale, too.

0 Mr. Aydeniah, if a well was drilled in the
west half of this section dedicated to it ~é>1et me strike
that. In your opinion are there any reserves under the north-
east quarter of Section 33? .

A The northeast quarter of Section 33? Yes,
I'd say there were.

Q. " If a well was drilled in the west half of
Section 33 and the west half was dedicated to it, do you be-

lieve it would drain the northeast quarter of that sectién?

A 2. Of Séction 337
) 0. Yes.
A Depending on how extensive the reservoir

was in there, I would say that it would,

0 Do you know of any way for HNG to produce
those reserves other than drilling another well in that

guarter section?

A They could possibly produce the reserves

from the well in the south half of Section 28,

) Would they -- but would the interest owners

of Section 33 derive any benefit from those?

-~ -

s

e g ke
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drill anothér‘well in the northeast quarter of Section 332

the northeast quarter of Section 33,”wouldn‘t you be drilling
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A No, I would say they wouldn't because you
have different interest owners in the northeast quarter than
you have in -- northeast qharter of Section 3 than you have

in Section 28.

) Do you' believe that it would be prudent to

2 My recommendation, if I were working for
HNG, which I am not, my recOmmendéfion would be that I would
look at, ig I had my interpretation here and I were recom-
mending it to HNG management, I would-recommend the drilling
of another well‘in the western half of Section 33. I would
drill it either in the northeast quarter, let's say the
northwest quarter of the northeast quarter, or probably mgfe
preferable, I would drill it in the southeast‘quarter of

Section 33.

Q. You would recommend éfilling a well in the

southeast quarter?

A Of Section 33, that's correct.

0. Now if you drilled a well offsetting in

in close proximity to the weli in the south half cf 28?2

Of necessity?
A You would want to drill this again where?
What part of the northeast quarter?

Q I believe you suggested you would reCOmmend
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» 1 drilling in the, and correct me if this is wrong, in the

2 northwest of the northeast. Did you say that?

3 A Yeah, I probably -- I would, that's what

4 I said and that's where I'd recommend drilling.

5 0. Would you derive as effective a drainage
27 .

. 6} pattern from a well located there as from the proposed loca-
o 7| tion? .
%’1 : . o
Froooe . - o ‘

. 8 A I think that you would probably get as much
& : ] f ‘ 9 interference from that well across the lease line in Section
(b A 4 o
o j gg 33 10 28 in that northwest quarter of the northeast quarter of
i E o E:
2 ; gggé 1" Section 33 as you would from the well which you have proposed
/*\\ - X .
~ §§§£ 12 in the northeast quarter of the northwest quarter of Section
® g
n
P :Qg: 13 33.
L k33
5 G- " 0 - So you believe, in fact, the well in Sec-
' 15 tion 28 is draining the acreage in the northeast quarter of
- 16 the northwest quarter, is that correct?
- 7 A I don't believe that it is. I don't know
SR 18 if it is. I beliéve that it could be draining the acreage
: ; 18 in the north half of Section 33, and I think the engineer
| 20 testifi/.ed to that fact, too.
z 0 Then conversely, a well drilled at the ,
‘ ‘ o,
2 proposed location wouid drain acreage in GSection 28, is that
N B not correct?
.
% A I think that's possible.
5y 2% ) i’ tL
3% 1} So part of the production in that well woul
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in faét come from Section 28.

A I think it's possible. I don' t know that

it would. There are a lot of things that we just don't know.

0 All right. I believe you said your recom-
mendation to management was to drill -- maybe you'd better

tell me where you recommended that the well be drilled in the

west half,

A Okay, we recommended and ﬁ?‘have tenta-
tive approval to drill -- I shouldn't say tentative. We
have recommendea a tentative location and have approval to_
drill 1980 feet from the north line and 660 feet from the
west line. N

0 And you felt there You were high on the

structure and you also what, there were two reasons.

Well, let me put it this way, I

A Okay.
You can be high on the structure
and have a m1n1mum of net pay or you can be all the way down
on the flanks of the structure and have a maximum net pay.

What I try to do is optlmlze that to be as hlgh on the strucHl

ture as p0551ble w1thout adversely giving away an adverse

amount of net pay section, because it appears that the net ’
pay might have an influence on the rate of production. So
this particular location, I think is the best locatlon in the

fact that it would optimize the position on structure and at

the same time give you a respectable amount of net pay.
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0 Wouldn't you be able to drill a well based
on yoﬁr contours here in the southwest quarter that would be
a éimilar position in terms of structure and net pay?

A ., .Yes, you could possibly drill a well in the
souﬁhwest’quarter but I have a preference between drilling
there and drilling wheré we have recommended and I prefer

and have recommended that we drill in the northwest quarter.

I think thatts Optimél, given a choice between the two., It'sj
purely an opinion.
0. Looking at your Isopach, wouldn't you in

fact have more net pay in the southwest quarter?
A, Where would you specifically point to?

0. Well, aren't there locations, standard

N

in the southwest quarter whére you could obtain

f

locations
more feet of net pay? I would say 1980 --

; A -Okay, what would you define as your -unit
that you would say is a standard lodation, you mean --
[0} In the west half; in the west half, that's
what we're falking about,'
A | okay, you have one location. Let's say
'you'ée.got four possible locations.
0 'Right.»‘ - >

A  Okay. The location in the southeast
quarter of the northwest guarter you hav. 'leéss net pay.

Throw that oné out.

e
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The location in the northeast quarter of
the southwest quarter you have the same amount of net pay.,
so it's equal, and I think I like the oné in the northwest

guarter, given the choice between the two.

Finally, you have a location in the north-
west quarter of the southeast quarter and you are on a low --
you;&ould get more net pay but you are on a lower position

structurally.

CARR: I have nothing further on

NUTTER: Do you have any redirect, Mr.

Atkinson?

MR. ATKINSON: No, we don't. Thank you.

asse.
W -
T
35i
L
;g.z
5=

3Hi
¢n§§

MR. NUTTER: Does anyone have any questions

The witness may be excused.

MR, ATKINSOM: We'll call our next witness,

please.

J. K. LYTLE :
being called as a witness and having been duiymswbrnxﬁééhfﬁié

oath, testified as follows, to-wit:

<

DIRECT EXAMINATION

BY MR. ATKINSON:

Could you please_state
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A . My name is d. K. Lytle,

0. And where do you reside, Mr. Lytle?

A . In Midland, Texas.

0. And by whom are you employed?

A Exxon Company, U.S.A.

0. And how long have you been employed by
Exxon?

A About thirty-one years,

0. And what is youxr capacity with Exxon?

A I‘ﬁ an engineer in the production @&epart-
ment.

0 And haﬁe‘fou previously testified before

the Commission and had your qualificatiors accepted as a

_%mattér of record?

A Yes, I have,
MR. ATKINSON: Are the witness' qualifi-
cations a¢cepted? |
mk‘ NUTTER:’ Yes, they ars, ) '
Q. Mr. Lytle; aré’ydu’famifiar with thé sec—
tion whicﬁ_is in dispute here today‘between HNG and Exxon?
B | ¥es, sir.
0 And héveiyou performed any studies or made
a study §f the area? |
" A Yes, I have.

Q . And have you arrived at any recommendations
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1 based on the information you have viewed?

2 . A ,Wéll, I have studied the completion and

3 performance of the wells in the area, looked at scout ,‘tiéketsj
4 reviewed the interpretation by our geologist, and would you p
5 be more specific in asking aboxit a recommendation?

6 0. All right, As to ~- well, you've told us
7 the information you've ’rélied upon, and forming the opinions
8 that you have. Have you made any studies as to volumes of

9 I hydrocarbons beneath the north half of Section 332

10 A -Yes, I have made a volumetric calculation

~t

" of the hydrocarbons which I believe would be recoverable

®08) 471-2462

New Mexico 87301

12 under the north half of Section 33,

13 0. And have you broken down that analysis into

SALLY WALTON BOYD -
CERTIFIED SHORTHAND REPORTER
Santa Fe,

3620 Plaza Blancs

% I 2 northeast quarter and northwest quarter of Section 33? o

1 A Yes, The calculation indicated that the

16 recoverable reserve under the northeast quarter would be

17 1.5 Bef of gas plus a small amount of liguids, condensate,

® and under ﬁhe northwest quarter of Section 33 1.8 Bcf of'"gas,.

e A N A Rt i e

| pius 1liquids.
0 And are you talking about recoverable re-
21 ' . SR . :
serves? : A s
v _ . A ‘ . | ;
A Yes, that's using an 80 percent recovery
23 . ‘ : i
factor of the gas in place. ‘
‘: o} 'Now, we're taking about 1,8 Bcf in the
25 5

nor&xwesf 'quarter and 1,5 in the northeast guarter. Have
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you calculated what the difference is between those two
figures?
A The difference would be 300 million cubic

feet of gas.

0. And which of Exxon or HNG would own more

of this gas?

A Well, Exxon would be contributing the addi-

tional 300 million cubic feet to the proposed unit.

0. Now in your capacity as a production
staff engineer, have you become aware or have you had occa-
sion to deal with current market prices for new gas?

A, The market price for new gas for a well

drilled here would be slightly in excess of $2.00 per Mcf.

0. And that's an approximate figure, I take
it?

A Yes,

0. Now, applying that $2.00 per Mef figure

to the 300 million foot difference, what sort of dollar

difference does that make?

A You come up with a difference of $600,000.

0 Now in the event that the north half were
pooled and that a well were drilled in the northeast quarter
of the northwest quafter as proposed by HNG, and in the

eventethat the hydrocarbohs were split equally between --

that the hydrocarbons,produced'were sblit equally between
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Exxon and HNG, do you have an opinion as to whether this
would be an eguitable distribution of hydrocarbons?

A No, I believe it would be inequitable
because of the Exxon gquarter wouid be contributing more gas
and therefore more value and with only 50 percent of the
well, the 1nequ1ty would be in the neighborhood of $300, 000

to the detriment of Exxon.

0. Okay. ©Now you heard earlier testimony as

_td'what a reasonable risk factor would be and I believe you

heard-téstimony that 200 percent was probably a reasonable
risk factor. Do you have an opinicn ‘as to whether that is

a reasonable risk factor?

A I don't think that would be reasonable,
I think it would be way too high and my recommendation would
be that if this forced pooling proposal is approved and a
well'@rilled in the location that HNG propdSes, which would
be Very'close to an existing producer, that a much more

i

reasonable penalty would be no greater than 50 percent.
MR.: ATKINSON: We have no further questions.

MR, NUTTER: Any further questions of @he

witness?

*MR. CARR: Yeah, I have just a couple of

very brief ones.

R S R G SN g KNS o
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CROSS EXAMINATION

'Q Mr., Lytle, are you familiar with the well

€

that HNG has completed in Section 28 immediately north of

the unit we're now talking about?

A, To the extent that I know when it was

completed and the initial potential and the producing rate.

0. If a well is not drilled in the next six

months in Section 33, do you believe that acreage would be

drained?
A Which acreage?
0. The acreage in 33, being the north half
of 3372
A  Yes, If there'é no well drilled to offsét

N

the well in Section 28 somewhere in Section 33, well, then

the drainage area for Section 28, as close as it is to Sec-

tion 33, T think would have to include some portion of Sec-

’tion>33.

0. If a well is drilled at HNG's proposed
location in the nprthvhalf, do you pelieve that that would
dgain part of the acreage in Section -- in the south half

of Section 28?

A If a well is drilledéin Section 33 at the

location which HNG is proposing?

0 Uh-huh.
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A I suppose that part of its drainage axea
could come from Section 28, 1 think, however, that predo~

minately it would come from Section 33.

0. As to any production that would come from
Section 28, would Exxon be entitled to 50 percent of the

proceeds from that production?

A If the proposed unit is formed Exxon will
get its share of the well's production, and beyond that, 1

can't say where it would come from.

0 If a west half unit is created and a well
drilled by Exxon in the northwest quarter, andg then HNG has

to protect its rights ang dfill a well in the northeast

qQuarter of 33, do you believe all those wells are necessary

ts

to produce actually the hydrocarbons that are under the
north half of that section? Or would the two wells, your
well that yYou're Proposing in the west half and the well in

28 actually eventually produce the reserves?

A, Well, I believe that based on our inter-
pretation that the two wells in Section 33 would be neces-
sary to produce the hydrocarbons under Sectlon 33, or the

equlvalent amount

0. Based on your understandlng of the area,
absent the drllllng of a well in the northeast quarter of

33, assuming you drill in the northwest quarter, do you be-

lieve that well would be neéeSsary or there would be hydro-

3
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carbons that woﬁld be 1éft in the ground? 1Is that your
testimony?

A i don't understand that guestion. Would
you rephrase it?

0 I'11 try. If a well is drilled by Exxon
in the northwest quartef and no othé; wéli is drilled in
Section 33, do you believe that hydrécarbons would be left
in theiérdund that could be recovered by the drilling of a
well in the northeast quarter?

A ~ Yes.

MR. CARR: ' I have nothing further on

CYXoss.

MR. NUTTER: Are there any questions of

Mr. Lytle?

MR. ATAKINSON: I do have just one questiom

on redirect,

‘MR. NUTTER: Go ahead.

REDIRECT EXAMINATION
BY MR. ATKINSON: .
Q As to the hydrocarbons that,wouid'be 1éft
in the ground if there were a well drilled in the northeast

‘quarter of the northwest quarter -- I'm sorry, if the well

-

was drilled in Exxon's proposed location as compared with

the location proposed by HNG, are those hyarocarbohs pre-

g

et e iAden it <
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’%3 1 - dominantly in the northeast quarter of Section 33 that would
2 be left in the ground?
3 A I'd think the chances of it wounld be --
. 4 would be there. .
= 5 0. That would be HNG's property, then,
o oa
: - 6 : A« Yes'
" 7 MR, ATKINSON: That's all we have,
S 8 = MR, NUTTER: Are there any further questionﬁ?
‘ 9 The witness may be excused,
§§§§ 10 Did you have any further direct testimony, ’
; &S E,‘ .
; z o8 1t Mr. Atkinson?
I~~~ P¥s ﬁ
4 N jggi 12 MR, ATKINSON; No, sir, we sure don't. ;
, 3 ! ‘ \:
| > g"-' 13 : , ”:
i 5¥3s MR, NUTTER: Mr. Carr, I wanted to ask one |
2E3
‘ wys

" of your witnesses, I don't know which one to direct it to,
B | about this No. 33-1. Has it made any gas and what the com~

B | pletion attempts were in the Atoka.

73 “ MR, CARR: Mr. Cherryhomes can tesfify to
8 that.

19 - Mﬁ, CHERRYHOMES: Yes, sir, we perforated
20 the Atoka, 3 feet of Atoka pay, qu'it -~ for one day it made

i 2 1 150 Mef of gas. Based on this information we fracd the well

and lost all,produgtion; We produced né'gas after the frac.

MR, NUTTER: 'Thank you,
R i

2
{:D o "B | It looks like it's on the edge of the reservoir.
24 . i .
a A V V“ . s - ‘.
So that completes both of your ‘direct cases,.
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MR. CARR: Yes, sir.

MR. NUTTER: Okay, at this time we'll call

does anyone have anything they wish to offer in the

for

case, any further testimony?

We'll call for statements at this time

Carr as applicant, you may go tast, if you wish.

If T could, I'd like to

and Mr.

MR. ATKINSON:

ibits One through Four. 1

move to introduce Exxon's Exh

guess I'd better do that.

MR. NUTTER: Exxon's Exhibits One through
»four will be admitted in evidence.

MR. ATKINSON: I think it's very’clear to

oils down to some kind of

you, Mr, Nutter, that this b

shouting match between the Exxon and HNG geologists as to

how the limited data'should‘be‘construed.

I think that under either jnterpretation

it is clear that Exxon is being treated inequitably if the

north half is pooled.

Now there are two cases we can go with.

One is the case proposed by HNG. HNG's own enginééts have

admitted that -—- own engineer has admitted that there is -
>approximately 1.9 Bcf under their interpretatidh contained
in the northwest quarter of Section 33 and .9 in the north-

east qﬁarter of Sectioh 33. Now that's a difference of 1 BCE

R i
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' ! That clearly is a very substantial inequity, which is accrued
to Exxon because of that is going to be going to HNG under

any kind of forced pooling arrangement,

. e

4 Now, HNG has suggested that maybe that's

<

okay; maybe it's all right because the south half of Section .
l 5 28 is going to be drained and that's HNG property and Exxon
4 gets half of that so that makes all just fine.

V i But the problem is, they have not had

ot

$ . any testimony quantitatively whatsoever by their own people

10 about how much of the south half of Section 28 is going to

Yo

!

oo

A

"1 actually contribute to any prcduction from the northeast

~s

J
ON

| 25

<

New Moxice

’2j; quarter of the northwest quarter. They have made some

e
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13 . qualitative baldfaced statement about, well, it may drain
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™ part of Section 28, and might, but they sure have not

shown that it's going to contribute an additional Bcf to
Exxon, to Exxon's share in that, and even if it did, that's

irrelevant.

Now, the other, the alterhative interpre-~
tation, Exxon's interpretation, clearly shows by our testi~
ﬁony that there is an additional 300 million cubic fbot
difference:in the northweét and the”northeést ané tggtA
position is not guite as inequitable’to Exxon- as ?Pe HNG's "
engineer's testimony indicates ﬁhat it could be; ﬁévérthe-
’léss, we're talking about $600,000.~ Wé're talking about

-

half of that going to HNG which should rightfully belong
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to Exxon; that's $300,000, and I submit that in eithex
event Exxon's correlative rights are not being protected

by force pooiing the north half.

Now there's something else that ~- almost
an equitable matter, I would ask the commission to consi-
def and that is Exxon has a lease-in the‘west half of Sec-
tion 33. Admittedly it has not been drilled but this area
is just now being devéloped by anyone in the last four oxr
five years, as you're aware from your records of the area.
As "a consequence, T don't think it has any bearing on the
fact whatsoever that Exxon hasn't done anything since the
1920's on this section. They intend to and they\have plans
for and they are committed to drill on the west half of
Section 33 within a six month, time period that>HNG has
préposed for its own drilling plan.

| NoQ HNG has laready gotten into a unit
égréément with Sol West, I don't know why they did that
in view of the fact that their engineer testified there
is nothing down there. I'm not sure why they would think
that was such a favorable sgtuatioh for ﬁNG to be iﬁ,”ﬁﬁf“
they did it nonetheless. I would submit that the status
quo is that the east half of Sgction 33 is in a unit,

is in a unitized unit between Sol West and HNG and that's

all hunky dory. I would submit that the west half is

owned by Exxon and Exxon is planning to develop it and
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‘{'T:-;'» ; I see no reason why Exxon should be put in the position
2 that in the southwest quarter that is strung out all by
3 itself down there, would put Exxon in the position of

4 © having to go, having to approach Sol West about maybe some

5 | sort of pooling agreement between the two of them or put :

4

6 ' Exxon in the situation where Sol West becomes -~ comes

S, 7 ' pefore this Commission in a year or in two years and says, ;

A
¥+
b4

8 well, I'm going to force pool Exxon's southwest gquarter.

e % i Now if that's not inequity, I don't know Wwhat is. It's

gggé 1 inequity twice over, and for that reason we submit that S
: —~ gég;; H ' ngon's correlative rights are not being prvotected and E
'l\"" ggg: 12 ’ submit that nothing proposed by HNG is going to prevent *!
- s ; :
jl ;ég% 13 1 the drilling of unnecessary wells, and I see no evidence }
g < = 24 8 B i
@83 R ; demonstrating that 'this is going to prevent waste, :u
1 ‘ | : MR. NUTTER: Thank“you. Mr. Carr? fi
| 19 [  MR. CARR: Mr. Nutter, we submit that %
: v g a careful review of the evidence will show that wﬁen we look »

’ | 18 at the Atoka formation in this area and you attempt to drill ;‘ :
| ° ‘ a commercial well, you need to drill as far north in Section :
< 9 o 33 asyou possibly can. ;

3 2 . Another thing you have to consider is an
;. 22 effective drainage pattern for the acreage involved, and to
2 do so you have to move away as 'faxj as you can- from fh.e well

® drilled in Section 28, and for that reason HNG has proposed

drilling a well at the location they are proposing to you

[
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in this application.

Now we submit the characteristics of thé
Atoka in thisﬂarea, when the evidence is reviewed, really
show that neither party has 160 productive acres in the

north half of Section 33, Now we admit that there's nothing:

N

i

wrong with Exxon holding a lease for thirty years but we
|

would also point out that their response and their determined
decision to do something was in response to the plan of HNG.
Now we've heard a lot of talk about what
are the equities but when we look at those I think it's im-
portant to remember that Exxon, if the application‘is_granﬁed
ﬁill be entitled to half of the production from the northwest
quarter, to half the préduction from the n&rtheast quarter,
and to half whatever is produced from the acreage underneath
the south half of Section 28, This is not a situation where
and the application isn't the kind of an application where

you are called upon to try and determine the number of pro-

ductive acres and then devise some sort of a formula, and I

submit that we have drifted away frgg really the point of I
the whole hearing, and I think'ik's essential, therefore, i

just in closing to bring this thing back into focus and look
at the statute under which this application is brought.
‘ It's Section 72—17,’sub—paragréph.é, and

the relevant sentence reads: "Where such owner, or owners,

have nét‘agreed to pool their interest", that's what we - |
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L 15 have here, "and where one such separate owners, or owners, i
] ; |
2% who has the right to drill has drilled or proposes to drill |
3%{ a well on the‘unit," that's what we have here at HNG's pro-
4fg posal,"to a common source of supply’ the Atoka, "the Divisiony (
- , 5 to avoid the drilling of unnecessary wells,” and we submit
; GE the record clearly shows two wells in the north half of 33 |
o 7 are not warrented, "the division, to avoid the drilling of
‘j § | unnecessary wells, or to protect correlative rights, or to ’
>:i€ 9 pre@%nt waste, shall pool all or aﬁy part of such lands.®
of 22 10! shail. )
@ § 5s |
gégé n . | Once you comply with these requisites, we
ggg; 12 submit that it isn't discretionary, that it isn't something
2
;}ég% 13 in which the Commission is asked to weigh all the eqguities,
5% 2" "} but once the three conditions are met, you are entitled to
15 an order. HNG stands before you having met all these re-
'6? quirements. We submit we are entitled to the order and we

17 ask that the application be granted.

18- , MR. NUTTER: Thank you, Mr. Carr.

19 ! Is there anything further in this Case
s | : | | g
20 | Number 67092 |
21 , " We'll take the case under advisement and f
22 | the hearing is adjourned.
2 |
&
2% ' ~ . i
‘ : (Hearing concluded.)

. gt
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MR. NUTTER: Call next Case Murnber G6709.

MR. PADILLA: Application of HNG 0il Com-

pany for compulsory pooling, Lea Cdunty, Hew Maxico.
MR. CARR: May it please the Examiner, I

am viilliam F, Cary, Ccampbell and Black, P. A., appearing on

behalf of the applicant. I have two witnesses that will’

need to bhe sworn.

MR. NUTTER: Any other appearances in this

Case~6709?

" MR. ATKINSON: My name ir Clifford Atkinson]

appearing,from;Modrall Law Firm for Exxon.

MR. NUTTER# will you have any witnesses,

Mr. Atkinson?
"~ ‘MR, ATKINSON: ves, 8sir, we'll have two

witnesses.
MR. NUTTER: Would all the witnesses please

stand and be sworn at the same time, please?
(Witnesses SWOYT.)

MR. CARR: At this time I would call Mr.

Parker.

29 . i .
; ‘ " {There followed a discussion

‘of £ the record.j

MR. NUTTER: We'll recess the hearing
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o 1| until the morning, then, and we're on Case 6709.
2
© 3 (Thereupon the evening recess
4 was taken. Thereafter on the 15th .
5 day of November, 1979, the hearing '
6 ‘wds resuned, as follows, to-wit:)
‘ 7
i 8 ; . MR. NUTTER: The hearing will come to order#

9 please. I beliéve we're on Case Number 6709, WE have called

gggg 10 the case and I believe the witnesses have been sworn, have
- ggé'}é 1 | they not, all four witnesses.
~ §§§§ “12 ; Mr. Carr, would yvou' proceed?
® g / ,
§§53 13 f MR. CARR: I'd 1like to call Raymond Parker.
18 | RAYMOND PARKER
‘18§ peing called as a witness and having been’Auly sworn upon his . ;
17-1 ocath, testified as follows, tomwit: | %
18
L ' DIRECT EXAMINATION
2 1] w;11 you state your ful1 name and place of
z residence? |
ricf: B A I'm R;fmond Parker. I live in Midland,
# | Texas, at 2007 North H. |
2

Q. Mr. Parker, by whon are you employed and in
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for the north half of the unit?

e

what capacity?

A I'm employed as a land consultant by HNG
011 Company, Midland, Texas.

0. Have you previously testified before this
Commigssion, had your credentials accepted and made a matter
of record?

A Yes, Y have,

Q Are you familiar with the application of
HNG in this case? |

A I am.

| MR. CARR: Are the witness' qualifications
aécepfable?
MR. NUTPTER: Yé;, they are.

In Mr. Parker, will you please refer to what
has been maiked for identification as HNG's Exhibit Number
One, and explain to the Examiner what it is and what it showsp

IA Bxhibit One is a land plat of the éhoe Bar;
so~called Shoe Bar, South Shoe Bar Field area, showing wells
drilled in the area together with owners of leasehold, a
Stéte:approv?d Sﬁbe Bar Unit,‘and a proposedfgzo;acre ;orkiqg
interest unit comprising the north half of Section 33, and
that's it.

o Is the proposed loéation a stahdard location

vl
¥

A It is.
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N .
. 1 0. Now, Mr. Parker, if you created a unit out
2 of either the east half or the west half of this section,
3 how far from the north line of the section would you have to
41 drill to be at a standard location? ‘
. 8 A A standard location would be 1980 from the
6 | north line.
o 7 ) Now, looking at Section 33, is all of the
S , 8 I acreage in this section State land? : ,
SR 9 A It is all State land.
(=3 :-( ’ ) s -
55;5 10 Q Now does this plat reflect other HNG wells . ;
@S , : '
z 8 ’;‘-g P 1 arilled in the area?
‘:: 5 : ?z 12
S § 5”. . A It does.
> 2 5‘ 12 , , e '
.jE 5 B} ' I'd like to direct your attention to the
‘ <«
wy3 f

u .'wellydrilled in the northeast quarter of Section 3, and ask

15 you to explain the circumstahées surrounding the drilling of ;

16 this well.

7 A This was proposed joint velnture ———
18 : ' o
MR. NUTTER: Where? Whe;:e, Mr. Carr? ;
19 , '
'~ MR. CARR: In the -~ : :
m _‘ -— e A e m AN e ..-‘A - -~ . :
R A A, E&8T naiLr or 530‘51_011 3Je " :
1 ' L _ g
E ' MR. CARR: In the east half, in the north-
2 . .
- east quarter of Section 33.
- 23 - ) o
: MR. NUTTER: OQkay.
2 : s :
A . The owners of the east half being HNG 0Oil
, - Company and Sol West, et al, entered into a working interest
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unit for the dfilling of a Morrow tast to bo located 1980 fror

}

)

the north and 660 from the cast linc of Saction 23. The

4

well was drilled to a total depth of 13,000 fect. Tests were

made -~ I won't goiinto the tests because I'm not qualified.
We'll refer that to Mr. Chexryhomes later.

Q . .All right,

A It was subsequently plugged as a dry hole.

Q- And you were propsing to dedicate the ecast
half of Section 33 to that well?

A We were, yes. -

Q. vhy are you now p;oposing to dedicate the
noxth half of the section?

A - Yes, sir, we are,

Q And why 1s that?

A We feel that if we get closer to the north
line of the section we can make an Atoka Qell.

Q And Mr. Cherr§homé5‘will testify as to the

reason for that.

A 'He will testify on that.

0 What intereéts havé‘éommitted to this_unitﬁ
A The entire northeast quarter, the northeastj

quarter of Section 33 is owned jointly by HNG Oil Company,
Tom Ingram, Sol West, the third, ‘and Michael Shearn. HNG,.
ﬁi operator for these people, are proposing this working

interest unit.
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Q. And that means you have 160 acres that have

not been committed.

A That's right.

a And this'is the Exxon acreage?

A. Thaﬁis right.

o Have you given Exxon notice of vour inten-

tion to develop the north half?
A, Yes; we have.

Q ill you please refer to what has been
marked for identificatlion as Exhibits Two, Three and Four,
and explain to the Exaniner what these are? |

a Exhibit Number Two is a lettér from HNG
0il Company, dated August 1l6th, ;979,;wherein we propose
the formation 6f a>320~acre working interest unit comprised oT
the northeast section -- northeast quarter of Seé*ion 33,

16 South 35 East, Lea County. We set out the interest of

farm out to the unit, reserving 1/16th of 8/8ths override
convertible to a 50:pefcent workiﬁﬁvinterest upon paydutkéf
the test Qell. /
| Q Now, attached to this letter is an AFE?

A There is, an AFE was attachgd‘to,thé letter

showing the cost of a dry hole to bE‘$729,713; a‘completed

well to be $1,057,623,
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1 0 ad then attached to that is a response of

2 Exxon to vour proposal, 1s that correct?

3 A Right, response by Exxon by 1ette\r dated

4 September 25, 1979, wherein they advise that they did not

5 desire to join or farm out. ‘
6 o MNow, Mr. Parker, do the costs reflected on

7 | the AFE, are these costs in line with your experience in

8 | drilling other wells in the area?

9 A Yes, sir, they are. | )
gg :.':.:g 10 e . Will you please refer\ to what has been
gi‘;g ’.7 marked Exhibit Number Five and review this for the Examiner? E :
;ﬂ—%gg 12 A Exhibit Number Five is a form of COPAS
géég B | accounting procedure, the purpose‘ of which is to shov the
mss 14 drilling well rate and the producing well rates, as shown

B4 on -~
16 _ 0 - Are you talking about, when you say pro-
7 ! Qucing and drilling well rates, you're talking about the cos.’.t:7
18 overhead cost or administrative cost while drilling and pro-

19 ducing the well?

vzo _ -~ A This is right.
21 Q | Are thos»e cdntaihéd in paracjraph three 6n‘k‘
z page three? |
= a On page thréé. : : : . A
24 - Q.v ) And what az':e‘thosé fi’gures? -
» ! | A Weil, a drilling well rate is $25'7e9;"pro-

| - _ A e
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ducing well rate, $359.

o These are monthly figures?
A That's monthly figures.
Q. Do you believe these figures are in line

with what is being cihiarged by other operators in the area?

A They are sémewhat less than other” operators
are charging in the same operation.

Q Do you recommend that any order entered as
a result of this hearing incorporate.these figures as appro-
priate costs?

A - Yes, éir, I do.

Q 'Mr. Parker, does HNG request to be desig-
nated operator of thié proposed well?

a Yes, sir. B

-9 - In your opinion wfll granting this appli-

cation be in ‘the interest of conservation; the prevention of
waste, and the protection of correlative rights?

n o Yes, sir.

Q. Were Exhibits One through Five either pre-
pared by you or have you revieved them and can you testify
from your own knoWledge as to their«aécuracy?

p I can.

MR. CARR: At this- time, Mr. Examiner, we

would offer HNG's Exhibits One through Five.

MR. NUTTER: Exhibits One through Five will
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' 1 be admitted in evidence.
2 MR. CARR: I have nothing further of the
3 1 witness on direct. |
4 MR, HUTTER: Are there any questions of the ‘
5| witness?
s S B MR. ATKINSON: Yes,' sir, we have a few \
- 7 guestions. |
. E
h o) | CROSS EXAMINATION
gggg 0 | BY MR. ATKINSON: | | .
;!’\ %géﬁ | 11 ‘ Q Mr. Parker, I'd like to refer you to the
e gggé o 12 application filed by HHG in t.his maﬁtér. I do not have an
ggég "‘ 13 additional copy of it; Do you have a copy? ‘
mgS' u A ‘*Ilmwaaéq&,wm;' | | j
15 0 And I'd like to refer.you to paragraph one . ,'_ ;

, 1'3 of that application. It's either staﬁing there all or in o '

7 ) part that the applicant, HNG 0il Company, you woixld agree

1. with me, I guess, the applicant is HNG O0il Company?

’ -_19 A Yes, Iwilli. )

20 B 1 R Is the owner of 50 pércent of the wgrk:l.ﬁg  '-
2 interest in and under the north half of the ‘saj.d' Section 33

- and has the right to :dri~1‘1 thereon. What you ryé:éii»ly ‘meant’ C

‘there is -~ | |

A This statement is not correct in that we

do not 'éwn(S_'Q:‘p'ercent in the north 'hé’lﬁ.‘

AR
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0 All right. Now what you meant there was
éhat you had an interest in the northeast guarter of Section
33, ” \

A, That's right,

Q All rightf Now, with regard t;o baraqraph
three, you state the applicant has sought and obtained vol-
untary agreemént for all other working interest owners in
thé north half of Section 33, except Exxon Company, U.S.A.
What other working interest owners are there in the nbrth

half of Section 33 other than Exxon?

A, All richt. In the northeast qua.}:'ter of

of 33.2986 percent. Tom Ingram of Roswell, owner of 33.3507

percent. Sol West the third, 25.3507 percent; and Michael =

Shearn, B8 percent. -

P

0. Now, I'd like to ask you with regard to

the Shoe Bar Ranch Unit, which is to the 3outheast, I befl‘.:i.,e've,;T

of Section 33.
A, Yes, this is right.

Q Who are the 6wners, who are the working

1

interest owners?

A - The same parties that I just read out.

Q So the same parties have an interest in

the northeast quarter of Section 33 ~~

A This is right.

~t

SRS

peye
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Q- ~- and have identical interests in the
Shoe Bar Ranch Unit?
B That's right.
o Now, with regard’to the east half of Sec-

tion 33, in approximately March of 1979 do you recall HNG's

applying for a communitization agreemeat between HNG and

Sol West? -
A I do, east half.

0 . All right, and what was the purposetof

that communitization agreement?

a:. - The purpose of the communitization agree-
ment was to getAit in the hands of the State Land Office so
thaf the well, we were successful andVEhe-well was a‘produqér
we could communitize the two piecesjfbearing in mind that
the southeast qﬁarter is part of the Shoe Bar Unit, which-
is past its primary term and is held by’térms of the State
approved unit. We have met the plaﬁ<of development requireé
ments for the State. ' v |

(SRR All right. Now, g iike.to ask you a

question. Under the terms of the communitization~agréem6nt,

what does production on the northeaSt“quatter of Section 33

accomplish insofar as the southeast quarter of Section 33

s

is concerned?

A . Well, thé communitizationtagreement has

accomplished ‘nothing because the well was a dry hole.

S U

Ly
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Q. okay. What thon did the communi tization

agreement propose lo acconplish?

A It proposed, in the event of production of
gas from the pennsylvanian formation, was to communitize the
lease on the ﬁortheast quarter with that on the southeast
quarter.

Q .~ All right, and had there peen production
gchieved in the northeast quarter of Section 33, wbuld you
agree with ne then that the goutheast quarter of Section 33
- would have participated in that producti.on? |

A | Tt would have.

0. And what effect would the production in

thé‘northeast quarter of gection 33 had insofar as Gistibu-

"
:-1
o
-t
-~
-
o
25
83
a=
mg
éh
-
=3
L]
-3
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o‘
o
af
3
.:l%
<
F
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tion to the co-owners, if T can use that term, of the Shoe
par Ranch Unit? In other words, had you achieved production
in ﬁhe northeast quarter of Section 33, you statﬁh that the
southeast qﬁarter of Section 33 would have participated.
That's right.
All right, now, would thatvpartiéipation

= well to the othsy owners of the Shoe Bar

It would have.

All right, and HNG owns a 33 percent inter

" ast in the —- apprbximately 33 perceﬁt'ipterest, in the

- shoe Bar Unit?
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That's riaht,

MR. CARR: I'm going to object to thig line
of Questioning. 1¢ isn'e relevant to aﬁythinq in the case
before the Commission today. Participation in the Shoe Bay

Ranch Unit ig not properly before thig ‘Commission.

Well, I won't g0 into what _
it is we're going to show, but I'm «juét laying a foundation
for what we do hope to prove in our case ag to HNG's intereg{t

in the overaily area.

» 'S0 I think the record shows already that
the Sol West interests, including Ingram, Shearn, and ‘HNG, :
have identical inf;éreats, apparéhtly,l'in the norﬁheést
ciuartef; Is ‘thaf{:'hot correct?

A That is correct, yes, sir.
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e o o ~ MR. NUTTER: According to your Exhibit
2 One these percentages are tiic same percentages that you gave
5 for the northea&t guaacier of Sccotien 22,
4 A That's right. .
51 MR. NUTTER: I think th2 ownership has
ity i ) :
? been established. The ownership in the unit is the same as
w2  ‘ 7 | the ownership in the northeast guarter.
e R o T8 MR, ATKINSON: Yes. That's precisely what
“hylt ‘ - %0 I was trying to establish. :
4 oo : . _
5; 33 10 . MR. NUTTER: oOkay.
s : o iy Eg 1 y ) A ’
£o2 0 (Mr. Atkinson continuing.) I'd like to ‘
o EBid | | S
’ - gkl '“ 1 ask you a question now, if I may, in regard to the HNG well
, Bing ,
2 e Q oM ‘ . . o
o :}Eé: 3 | which exists immediately north of Section 33.
=Esd ;
o3
- ! A Yes, s8ir. '
- 15
s o Is that well completed? _ : ;
57 . i o Y
Z 16 A That was our 28-1 located 1980 from the é
v east, 660 from the south of Section 28. It was under lease :
; » 18 : _ , . ' D
, ) R to Getty Oil Company. The rights were acquired by HNG by ;
19 o - . : |
C farm in. The well was drilled and it is a producer from the :
e e : . : ;
Atoka. :
}
2 : ,
0. and what is the approximate production? R E
2 - _ ’ :
’ The producing rate, excuse me. : 3
o A I1'd say in the neighborhood of 5 million 3
i . “ o . .
: a day.
g ’ 25 ‘ |
] o B | Q- All right. Bnd approximately how far north
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of the north boundary of Scction 33 is that located?

A It's 660, 660 north of the north 1ine of

Qo Okay. How, with regard to the well that
was drilled in the northeast quarter of Section 33, when was

that well commencaed?
A I'll refer this to My, Cherryhomes. He
has all the well data.

0. Okay, you have no personal knowledge of

that, then?

A, This is a production department function,

(B08) 4722463

Mexico 87301

N

not a land.

lanca
New

0 Qkay. You did testify on direct, though

oF
25
Z£a
5.?
£
3
L]

$630Plaza B
Sants Pe,

I belleve, that it was a dry hole.

A Yes,

0 All right. You also testified, presumably

by your own personal knowledge, that in your opinion the

pooling of the northeast quarter‘horthwest quarter of Section

1 4 3 S
L

33 would prevent waste and proteci correlative Yighte, 'wha

;

do yéu base that opinion on?

A * There again, I think I should refer this to
the production geolcgist, who will present testimony in that

connection.

o Okay, so you have no personal knowledge of

i

;the facts which would lead to a conclusion that it will pre-
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1l vent waste and protect correlative rights.

2 M My personal knowledge is my observation of
3 what the production people have done. It's based on that

4 entirely.

5 0. Okay. You would agree with me that is be-

6 | yond the area of your expertise.
7 A I would say that's probably true.

8 ) MR. ATKINSON: We have no further questions

8 at this time, Mr. Examiner. \

= 9.
g%—‘ 33 10 MR, NUTTER: Are there any other questions \
et B 11 ;
Zeo :-ﬁ of the witness? - :
: ;g.gz MR. CARR: I have no further questions of
‘° .
a am ) L
Egég 3 this witness. '
€ = JF ' .
(7] -
82 " MR. NUTTER: He may be excused.
15 MR. CARR: At this time I would call Terry -
16 Cherryhomes,

17 5
18 : ~ TERRY CHERRYIIOMES Y &
'19‘ being called as a witness and having been duly sworn upon

20 his oath, testified as folléws, to~w’it;

DIRECT EXAMINATION

2
23 g
- © BY MR. CARR:

24 , ’
2%

W

0 Will you state your name and place of resi-

-

| dence?

LY T

i
i
-
—~
0
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A.
3502 Stanley.

103

A

Q.

A

0.

A.

University of

experience do

0.
tive bodies?

-
He

Q0.

A

and in what capacity?
ag an exploitation geologist.

fied before this Commission,

and made a matter of record?

«our educational background and your Wwo

0i1 and Refining Company,

south Loﬁisiana, north Texas,

£ied in Austin, Texas.

ANG in this case?

Page 22—

Teryy Cherryhomes. t live in Midland at

Mr. Cherryhomes, by whom axe you emplbyed

11m employed by HNG 011 Company in Midland

Mr. Cherryhomes, have you preViously testi-

had your credentials accepted

No, I haven't.

Would you briefly gummarize for the Exaniney
rk experience?

Okay. T received a BS in geology from the

Oklahoma in 1955. T was employed by Humble

now Exxon. I have twenty~four years

ing exploitation and exploration geology in

west Texas, and Mew Mexico.
Have you testified before other administr-

air, 1”§5s qualified and have testi-

Ves,

Lre you familiar with the application of

Yes, sir.

qualificatibns

MR. CARR: Are the witness'
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acceptable?
MR, NUTTER: Yes. Are vou z consSallant or
are you an employee of HNG?
A Ko, sir, I'm an employee of IING.
MR. NUT&ER: How long have you been with

HNG?

A I've been with HNG since November the 1lst,

MR, MUTTER: Uh“huh; and how long were you

with Humble?

A Twenty-+wo ye&rs and fivelmonths.
MR. NUTTER: Okay, thank you. He is
gualified.
. Q Mr. Cherryhomgs, have you prepared a study

of the area which is the subject of this case?

A Yes. sir. |

0 Will you please refer to Qhat has been
narked for identification as Exhibit Mumber Six and summarize
the data “éntaineq*thereon? |

A Okay. Exhibit Number Six is a gross Iso-

are indicated by the red triangles. It shows the completions,
the Atoka completions, and the dry holes. It shows the gross
Atoka Sand found in each of the wells along this trend.

0 " Does it also reflect Morrow completions?
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A Yes, sir, it does.

0. Would you describe the type of formation
you belicve is encountered in the Atoka formation?

A Okay. As shown on this Isopach, +his sand
is inﬁerpreted to be a point bar stréam channel sand. It is

trending roughly northwest/southeast.
0. 2nd what do you mean by a point bar deposit
A 2 éoint bar deposit is where the stream is
meandering and cutting out on one side of the streaﬁ and

depositing sand on the other side of the stream.

0 And you anticipate encountering production
where the sands have keen depcsiéed - |

A Yes, sir.

0 -- during that process.

A That's correct.

Q Now, based on your exhigit, where do you

believe the greatest chance of drilling a commercially suc-

cessful well would be in Section 337

A At the location proposed on this plat,

B3

which would be 1980 from the west lin

o
o
=i}
£u
[
<A
o
rh
Ty
o}
23
t
&
[

north line of Section 33.

0 Do you believe that you have a better
chance of making a commercial well there than if you turned
the unit, having a stand-up unit and éhen’drilling farther

to the south at a standard location?
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; \ Page____ 24
7 1 A Yes, I dn.
2 0 Do you believe that the closer to the north
3 you get, the bétter the chance you have for a commercial <
4 success? ‘
5 | A Yes, I do.
i 6 Q Then why can't you drill this well in the
. 7 hortheast quarter of this section? | N
‘1“:4 8 ’ A, In the‘ northeast qugrter of Section 337
9 'l 0 Yes, sir. .
:’{ gggg 10 A Based on the well control, the dry hole, S
gg;f n and the closeness to the producing well to the north, I be-
C gggg 12 lieve it would be better to drill}"it as is shown on this plat]|
gggg 13‘ 0. If you drill it as it is shown, are you '
@83 " farther away from the well drilled immediately to the north
15 in Section 28 than you woﬁld be ‘if You drilled in the north-

8 1 east quarters

17 A f‘Yes.

B ) | In your opinion-%ouid this result in more ’

" effective drainage of the Atoka -Sand? ) o ; | R

2 A Yes,

2z 0. Mr. Cherryhames, in your opinion would two

producing wells in the nc’ax"ph half of Section 33 be a prudent

2
2

way to produce this acreage?
2 A ~ No way. o ‘ o
25 .

Q Do you believe the second well would be an




. & Page 75
{oes! unnecessary well?
2 A Yes, sir, I de.
pi:o - <
S 3 0 .~ In your opinion would this constitute econ- .
5 4 | omic waste?
i L 5 A Yes.
' 6 Q What direction do you believe this formatior
. 71 is trending? ’
8 A As shown on this Isopach, northwest/southeadt
9 on the portion that's Isopached here. L
5 § a2 : 0 And what do you base this on?
[ - T ’ » .
gé?% n A I base this on the subsurface control that
SN gt 0 | '
« SE3 . : .
~ ;E j;E 2 we have with the twelve wellbores that are shown on this. ,
® g : i : ‘
> o 8% 13 e . : ‘
5 :',g.,g 0 Now, if you drilled at an orthodox location
e o = 2 -
»wss3 1 : _
= ° : in vthe east half of this section, how far from the north line
I . , _
27 15
£ would you have to drill? ?
i . A 1980 feet. |
’;5 , 17 : ‘ ‘
: P 0 Do you bhelleve you would get a commercial L
$1n 2 . H
5 : 8
Skt : well? 5 ' ) : ; :
55 3 Ny
i 18 i
: 2, - No, I do not. '
f X ' m i z : ‘ ) \ 7
g, e o Do you believe if you drilled 1980 from i
21 ' ,
, the north line in the northwest quarter you would obtain a
2 o :
commercial well? : > S -
! : A No, I &o not.
f 24
Ao , Q If you were to drill a well in the northeasy
%, 2% . . ' ' - .
i quarter, would it require an unorthodox location?
e ‘ - ‘ L e

o N
P . . B P
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A, Yea.

0 And even at an unorthodox location, you
don't believe this is the optimum location in the north half?
A, That's correct.

0 What percent of the wells in this area,

"the Atoka wells, have been commercial éuccesses, approximately

A, Approximately 50 percent.

0 Do you consider drilling this well a high
risk venture?

A I sure do.

0 Are you prépared to make a recommendation
to the Examiner as to the risk factor that should be assessed
against those who do not ﬁérticipéte in the drilling of the
well? |

A I would’reéommend a maximum risk of 200
percent.

0 Do you believe that drilling a well as pro-
posed will enable you to protect your corrélativg rights in: .
the northeast quarter, as well as -- of this section?

A | Yesg.

Q Do you BelieveAthaf driiling as you ére
proposing wouldfin any way impair the correlative rights of
any other operatbr in the area?

s

A No, I do not.

Q " Now, do you believe the entire northwest




Pzge 27 .
N
1 quarter of Section 33 is productive of hydrocarbons in the
2 Atoka?
e 3 o A Not as the Isopach shows, I don't believe
4 that the entire northwest guarter will be productive.
5 0. If a well was drilled at a standard loca-
‘6 tion on a unit comprising the west half of Section 33, do
<
7 ‘you helieve a commercial success would be obtained? :
8 A Not according to my interpretation, I do
9 not believe.
2 i
: D, 10 d it i ini I beli
A 5§3: o And it is your op nion, elieve you
gggg " stated, that granting the application would prevent waste
PatN -
Ak HEY
s hnadl §§§£ 12 and protect correlative rights?
‘x%»'-' m .
> g': 13 ' 3
jgﬁg A. That's correct. A
<« .
AY3 , ,
83 1 » Q Was Exhibit Six prepared by you?
B A Yes, sir.
16 MR. CARR: At this time, Mr. Examiner, we )
S5 17 would offer into e'videnée, HHNG's Exhibit Six.
. 8 MR. NUTTER: HNG's Exhibit Six will be ad- |
L 19 mitted in e A~ e, b
fg _ ,20 MR. CARX: I have nothing further on direcy. -
z 'MR. NUTTER: Any questions of the witness? 7
i . . . B
: 2 MR, ATKINSON: "SYG_S‘,: sir, we do have a few
e i‘%\ 23 et 4
: uestions.
v ) q 3.
‘24
25
<4'1 g i :
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CROSS EXAMINATION

BY MR. ATRINSON:

0. Yes, Mr. Cherryhomes, I'm just -~ for my
own personal informatibn, wvhat iz an bxploitation geologist?

A It's wﬁat we call a production geologist,
as related to an exploration geologist. We do more fieid
mapping and well site type geoloqgy, reservoir type mapping.

Q Okay, so it's sort of the next phase beyond
exploration, I guess?

A, No, sir, exploration would be doing regiona
type geology over a large area, whereas, we would be doing

more detailed type work within a reservoir.

Q. All right.
A Roughly.
0 Well, now, how much of the detailed work,

as ydu call it, have youﬁpersonally done éut in this area,
this Section 33, specifiéally? Have you done all this work
yourself?

A | I have done this work that's shown here.
\ Q All right. Now, let me ask you, when was
:this particular exhibit, or the exhibit from which it was
derived, or the map from which the exhibit was derived, when
was this drafted by you?

A In October, as is Shown.

Q. Okay.
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Pags ———

1 A, or prior, shortly, you xnow, Jjust before

2 it was made into an exhibit.

3] 0 A1l right. 5o the map that this was made

4 fyom was also mad'e" in october ~f1979, ig that correct, OY

5 | was Lt an earlier map?

6 . A The actual work was peing done as we have

7 | gqeveloped the f£ield.

8 ' 0. over what perioé of time would that be?
9 A A year and & half, I would say.
oS- : .
s%;; 10 Q Hiow much of that work has been done, would
o% = i
g'ég% 1 | you say, since parch of 19797
SE% 12 ‘
;g_ X A March of 19797
23
> Y
j'&' é-‘! 13 Q. Yes, sir,’ it would be about 8lx monthes OX :
353
o 1 so ago?
5 .
! A probably ., {t's been in thie form for prior
18 | to that. .
v Q prior toO March, 19792
18 A yes. Of course, it's beei\ reyised ag we've
1 | :
® drilled each well, which, as You can see oOn here, it's risky
20 ; . ‘i
= and the data you receive may not pe -what Yyou were expecting :
21 2
when you drilled the well.
2 ?
: Q How many wells have peen —-- have been
¢inished out here since March of 19797
24 : - ’ .
: A 1et's see. AXe you talking about having
2% | : '
i been drilled out here?
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0. Yes, sir. I don't want to say completed
because I realize you all finished a dry hole out there, and
how many wells -- what I'm asking is how much additional
information have you all obtained throughoul this area since
March of 19792 You told me it was -~ that it depends on the
wells that have been drilled, and I'm curioug how many walls
have been drilled to completion out‘here since March of '79.

A Well, the 33-1 was spudded in March and
abandoned in September.

o Okay, that's your dry hole in the northeast

quarter of Section 33?7

A, That's correct, and then the well in the
northwest quarter of Section 34 was drilled after the well

in the northeast quarter of Section 33.

Q. | Okay. Northwest quarter of Section 34.
A The New Mexico State 34-1.
Q Okay.

MR. NUTTER: When was it completed?

- A It was -~ I don't have the completion date

at hand, but it was drilled after the abandonment of the 33

No. 1.

u

MR. NUTTER: Was 1t spudded after the aban-

~

donment?

A, Yes, sir,

N
2

MR. NUTTER: And the 33-1 was abandoned in
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September of '799

‘

was spudded after the 33-1 reached a total depth, I should

say.

Q Okay.

A Sometimes the dry holes are not actually

0 Well, now, what kind of effect did the dry
hole in 33-1 and the completed well in .34~1, what kind of
effect did that have on your interpretaéion of this area?

A The, of course, we drilled the 33~1 between
the two producers that had already,-you know, were known tq\
bhe producers, and the pay was expected to be greater, and

of course it was 1398, so it caused a slight revision in the

A, Yes, 1 be;ieve I have -~ the well, the 34-1

abandoned, you know, immediately, or. there may be other reasb%

map.

0 What effect did that have 6n your estimated

reserves for the south half of Section 337

A We have our reservoir engineer here that

we could direct that question to.

Q Is he going to be called as a withess?

MR. CARR: 1I'1l call him.

A As you can see, based 6n my Isopach, I show

that at the present time the southeast quarter of Section 33

would be‘nonprodqctiﬁe.

0 Okay. Well, now, with regard to your Iso- .

V]
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pachs and withouﬁ talking abéut actual reserve calculations,
what kind of effect did the drilling of the well in the northi
east gquarter of Section 33 and the northweat+ auarter af Seco-
tion 34 have on your Isopach map in the south half of Section
33?2

A It actually had very little effect.

0} Okay, 8o prior to drilling those wells, if
I understand you correctly, prior to the time that 33-1 was
spudded, you felt that the southeast quarter of Section 33

~

was essentially barren based on your IXaopachs?

A, No, that is not correct. It has been revis%d
Aue to the data that we received on the 33-1,

0 | okay.

A Of course, the locatioh of thq Qell in

33-1 was located at the hetter location, as contra;y to the -
to a- location in the south half or the sodtheast quarter of
Section 33. | H

0 Well, what I'm trying to get at is what
kind of revision of your Isopach map came about as a result

of the wells that were drilled in Section 33 and Section 34

since March of 1979.

A I don't know for_sure I understand what

you're saying.

[+ D Okay; ‘A8 I noce this right now, just bearin

with me for my bad descrivtior hwere, the %ero Isopach comes

S
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in foughly from the northwest and swings around where it's -
start up here in this corner. Tt comes in from the north-
west, heads sort of acsutheast, swings back to the east and
drops to the south and swings back around to the southeast

again, just roughly. Do you agree with that?

A That's --

Q Realizing that's not real accurate, but ~-
A That's correct.

Q okay. What I'm interested in is what that

Isopach did prior to the time that you completed 33-1 and

34-1.

- T

A Okay. i ‘do not ha = man hofore me

map bofore ;
here. It cut down on the pay that would have been shown in
at least a portion of the southeast quarter of Section 33.

o So the southeast quarter of Section 33,
then,-ptior to the drilling of these two wélls, showed more
pay or less pay?

A More pay. |

0 All right, anq.yha‘t effect did that have

P

on the southwest quarter? '

A It honestly had no effact on the southwest
quarter. As you can see, we had control on the wells in
Section 3 and-in:Section 34, and based on;the rate of thick-

ness of the pay, as shown‘on‘this‘Isopach, and with the well

in Section 28 having been completed, the trend, as it's set

L
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up, would have shown more pay in the southeast quarter prior
to the drilling of Section 31 but not significantly more and

probably very iittle or none in the southwezt quarter of

Section 33.

0 So I guesé you'd agrée Qith mne, then, that
well:control is crucial and is in fact determinative of where
your Isopachs actually lie, then, I guess, as far as your
plotting of Isopachs is concerned.

A f7ell, sure.

Q All right. Ncw, have you done any seisnmic
work out here that would allow you to have some othexr type of
control?

A We have seismic in this area.

0 Okay, is vour interpretation -- ié your
isopach map, or any interpretation you have done of this area
based on the results of seismic surveys? .

A Yes, it's been used in the interpretation.

Q And you've relied on that information te

develop your interpretation of it?

A Partially.  We use all the information thatj
we can, you know, gather.
Q Did you bring the. information with you to-

A, No, sir.

pid you --

o NI g e

[
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S ;"f“\‘ 1
A : A, I did not bring any information.

2 0. flas it been brought today, to your knowledg?
3 A Seismic information?
4 0. Yes, sir.
5 A No.
6 Q. Did you perform any structural mapping or

7 surface mapping surveys which would have aided in your inter-

8 pretation as wall?

9 : A I have done no structural mapping on this

| gggé 10 particular sand to speak of,
o ggéé " 0] All right. So then, correct me if I'm
"~ ggs; 12 wrong, we've astablished then, that in your interpretation v
gg‘ég 13_ vou have relied \ipon you’r well control and to a certain ex-
we= wi tent on your seismic information.

15

A Yes. S ' ;
16 0 Okay. What else have you relied upon in ;
v interpreting the reserves, et cetera, in this area? ;
18 . .-
A Basically what I've described to you. ;
v o) Just those two things, then? i
i |
A Basically, yes, the well control and the ;
21 . o
seismic. , : : i
n 3 . §
§ Q Now, let me ask you a question, if I may, :
23 ' o . v
-about the well in the south half of Section 28. Mr. Parker
testified that is a producing well. 3
- E ,

A Yes, that's right, - L i
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i\ Around 5 million cubic feekt per day, 1is

A That's corract.

¢ Would it be a source of concern to HNG if
Q12

another well were drilled near that north 1ipe of gection <>

upon which HNG was not the operator; in your opinion? As a

geologist?

A At what jocation?

0 Okay. You have a well in the south nalf
of Section 28 and in your opinion a8 the exploitatioﬁ geolo-

glst for this area, would you be concerned i £ someone else

drilled a well neaxr the north half of Section 33, someone

other than HNG, which was operated by someone other than HNG?

~

A No.

Q go HMNG is not at all concerned about the

possibility of offset by somebody else, then?

A We -~ we proposed the well to Exxon to
either join or farm out, and ve would not have proposed it J
had we been concerned about someone else drilling that well. \

0 'yes, sir, what I'm trying to get at, as I

understand it, HNG jg applying to be”theaoperator in this

p

thing as well, is that correct?

A That's correct.

e all right. 1f Exxon alohe had desired to

thwest guarter with-

arill on the northeést’qdartér or the nor
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out any joinder by HNG, would HHG have been concerned about

that, or would you have heen concerned, as the exploitation

geologist?

A without aﬁy joinder, what do you mean?

1) Wwell, excuse me. As X understand i+, what
we'xe t:ying*to do here, 1is HNG would iike tb pool the noxrth
halfvof Section 33.

A nhat's what is being'proposed.

Q okay, and HNG would be the operator of the

well and the proceeds would apparently be split 50-50 between

HNG and Exxon undex the proposal, ig that your understanding?

janca (605) 471-3462
New Mexico 87801

SHORTHAHD REPORTER
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would{get 50 percent and Exxon would get 50 percent.
A _ Right.

0 And my question to you is, i f Exxon jtself

jet's just take &8 hypothetical. Let's say that the west half

of Section 33 were being developed by Exxon.

A Yes.

o} # And just say. as a hypothetical, that Exxon
;lohe wanted to put 2 well up in the northeast quarterxr of'£he
northwest quarterﬂof Séction 33 in an uno;thodox 1ocation,
would that have bothered HNG at all as far as their -~ as far

as their well‘ih the south nalf of Section 287 Would that

, - have boﬁhered~you as explditation géoiogist?




. Page 38
] 1 ' A . If you set up your proration unit on the wegk
2 | half of Section 337
3 0. Yes, sir, without any joinder by HNG or
4 I participation in the well? |
5 A Your location would noﬁ be as it is shown a
6 | on this map here.
" 7 ~ MR. NUTTER: He sald it was a non-standard
8 ' location at that péint. |
8 A Tt would -- I guess each well would be a
gggg 0 {| matter of concern. \
- §§§§ o Q Okay, would this particular wéll, ‘being .
~ ';!'gé;; 12§ close to your well in the south section -- the south half of
ggég is Section 28, be of more concérg than gome other well might be?
@83 1 A I believe you're getting into the realm of
: )
¥ | our reservoir engineers.
16 Q QOkay, so you're not qualified then to tes-~

7 tify, you don't feel, about whether the location of a parti-
18 cular well is -~ presents any -~ has any particular type of

19 ‘ .
effect on the -~ on the reservolr as a whole, is that what ™

20 ‘ ,
you're saying?
21 ' ;
A Basically. ]
0 " Okay. Now, you teétifiec"x earlier that you : g

23 . ’ )
felt that the location of a well on the northeast quarter

24

'nb:thwest_quarter of Section 33, as proposed by HNG, is in

i your Qpihion a good location for that well.

TR IR
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: A " Okay. Have you observed a present day
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~ 1 |
o A It's a better location ~- I believe I was
i 2 asked in my opinion if it is a better location than a well
3 located in the northwest quarter of the northeast quafter of
4 | BSection 33, based on my opinion as to drainage, because it
’ <
5 would be farther distance from the well in Section 28 then.
6 Q From the dry hole -~ or from 28?2 I sece.
ol ? A Yes, sir.
- . 8 0 Okay. Would you explain to me just briefly
. 9 ! what a point bar stream channel sand is?
: of . 10 «
¢>5§ e ‘ A Yes, I could. Have you -~
: agse
g§§§ 1 0 I don't want you to teach me geology. I'm AP
e ' -
] _‘ .
;§ 5 12 just curious about what kind of --
>0
3t
k]

$020Plaza Blanca

14 |
stream, say, as you're flying between here and any place, ‘

15
Roswell oxr anywhere?
16
0 Yes, sir, I sure have,
17
A As they -~ as they ~- the stream is running

e this way, in this direction, as they meander then they tend
s bto cut out on one edge of the stream and deposit that sand
2 within that meande: in a}éifferent position, and as they

? ~move around they -- they just cut out and then deposit sand.
Q How does that differ with a braided streasm

deposit?
A A bBraided stream ‘deposit?

| fﬂ o Yes, sir.
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- 1 | A - Would nore or legs branch out into different
| \ 2 I distributaries, you might say.
} 3 Q . 80 it wouldn't be along the main channel,
4 then, is that the idea?‘
5 A It could be that way. I don't have a con~ (

6 trol here to determine that. I believe I said in my opinion

7 this is a point bar type of deposit.

8 Q . Now, with regard to the -- if we could take

=9 Section 33 and sort of draw a diagonal line from the north-

gggg 10 wast corner down to the southeasl' corner, making the two

gf;é " triangles, with regard to the triang;e' that's down there

g%gé 12 roughly in tl*}e southwest, say the southwestern triangle of

Eggg 13 Section 33, see what I'm talking about there?

382 w A ~ Uh~huh. . ,
15 | o Now, why don't you have more detail down

6 | there? Why do you just have the zero and that's all?

17 A, There's no well control.

18 ' 0 and so what does that mean to you as the
L exploitation geologist, as far as your ability to interpret : ’

- 20 what happens down there?

2 . ; A It would be an interpretation. The further
2 you get away from the well control the more ‘interpretation
23
you would apply.
2 o ' So it's a question.of inference from --

B

from the well control you do have further to the northeast,
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A /_\
' 1] then?
2 A Yes, sir.
3 | 0 And I think you'd agree with me that in any
4 given set of data points in a case like this, that there are .
5 alternative interprétations which can be made by other geolo~ )
‘ 6 glsts; and geologists' opinions will differ.
7 A That's coxrrect.
| . 8 ¢ Let me ask you a question, if I may, about
SR ’9 your dry héie,}; now, 33-1, is that what that's called?
| gggg " | r " That's correct.
’ L g;gg n 0 Okay. I believe you testified earlier that a 7
R §‘§ é,g 2 1 that well was drilled to a depth of around 13,000 feet, or
: ggég B 1 13,3007 . | 1 .
@85 u A 13,000 feet, I belileve, is correct. : !
15‘ 0 And did y‘ou intercept ‘the Atoka?
1 A Yes, we did. ‘
7 -Q. And hov} many feet is that?
18 | A' A As the exhibit shows, 3 feet.
b 0 Okay. And you considered there to be 3
’ : 20 fast of pay thic'kness there in that hole? Would that be the >
‘ # correct terminology? | | C
1 A - Yes, that's correct..
; ) e Allright Now, when you're talking about
ig pay thickness, or in this Isopach mapifg‘ener:aily, what kind o
: of porosity are you talking about?
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A It varias,

Q0 Okay. What do you consider the sort of

lower limit was an acceptable porosity?

A The thickness of the sand is as important.
As you get thinner in this sand, probably the percent of por-

osity in it here, I would say.

I'm not ~~ I really -~ I don't know what -
I don't have a figure in mind as to the lower cutoff on what

would be productive as porosity.

) All right. Well, if that's the case, then,
the Isopachs we're looking at here, that just means 3 feet
of Atoka Sénd, and that's it.

A It's a gross Isopach of the -- that's what

gross is.

Q All righf. So that thaﬁ's without any
reference to whether that in fact has a s&fficient porosity
to be a productive zone or how that compares with other zones

that are produ&tive, as far as poroSity is concerned.
A Well, ves. As you could -~ well, state
that again., I'm not sure I'm answerihg your question right.
| 0 ” ;;Okay,-Ivdidn't mean to confuse you and I'm
sure it's the nature of my question. 1;11 try it again.
What I'm askinghyoﬁ is this: Well, maybe
I'd better start tﬁis way, How dovy;u;identify the Atoka

sands? How do you differentiate then from other --

el
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A By log correlation.

Q All right, and there's something, the unique
physical character about them that allows you to identify the

Atoka Sands, then.
A They're correlative on the logs.

0. Okay. HNow what I'm asking you, is that the

thicknesses that are shown here demonstrate the thicknéss,
the entire thickness of the Atoka Sands in the wellbore.

A That's correct.

Q And without reference to any other para--

meters that might have effect on the productivity of that.

zone.

A ‘ We're, of course, more limited in a 3-foot

sand on the amount of effective porésity you could have than

in a wellbore ﬁﬁat has more.

Q Well, did you consider porosity at all, is

what I'm trying to ask you?

A Yes, we did.
Q ‘ Okay. To what extent did you consider
porosity?
A We set pipe and tested this sand.
Q ~ You came up with porosity readings, thép,,
on it? =2 R 5\
5 : , _ AN
A Yes., 5,

0 all rigﬁt. And you said that you consider i

.

W

AL
Co
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those in determining this Isopach. What I'm asking you is

was there a lower 1imit that you used as being an unaccepably

low porosity?

Ll

MR. NUTTER: I'm not gure if youn two auys

are taiking about the same thing.
MR. ATKINSON: Maybe we're not.
MR. NUTTER: I think you're talking about

net porosity, or net Atoka Sands, and I believe this map here

is on gross.
MR. ATKINSON: All right. Well, that's wha

T was trying to bring out.
"MR, NUTTER: Mr. Cherryhomes?

A Yes, sir.

MR. NUTTER; T think what he's driving at
is your exhibit here states that this is gross Atoka Sahd.
A Yes, sir. '
MR. NUTTER: MNow, in computing gross Atoka

Sand, say 25 feet in one well here, are you considering poro-

sity in that or just gross Atoka Sand?g
A Thié is gross Atoka Sand.
MR. NUTTER: okay, 8o porosity has no
bearing, or the‘quality of the pay in that Atoka sand has
no bearing in arriving at a gross figure, dde#vi#?

A No, sir.

MR. NUTTER: OKay.

-

S e . s g P .
N i BRSSP s S




Santa Fe, New Moxico 879301

3020 Plaza Blancs, (§05) 4713442

CERTIFIED SHORTHAND REPORTER

SALLY WALTON BOYD

10

-)
~

13

1%

Page R 5 B

A 1t doesn't. T'm sorry, { wasn't for surxe

what you were, you know, leading to.

MR. ATKINSON: Well, no. it was my fault.

vlell, I wasn't sure either, 80 -
0. (Mr. Atkinson continuing.) How. you stated
that you had about 3 feet of gross Atoka Sand in your ary

hole at 33-1?
A . yes, sir. Now, this 1g the same sand that

is producing in thesa wells with the red triangles.
Q- Okay. »As far és -- wall, okay. so the
zaro line that you have drawn in there near your 3-foot

thickness maybe jan't quite accurate as to baeing one~third

of the way petween the zero and the 10-foot 1ine, I guess.
There's a little bit of -
| A. There's a little -- I know what you're
driving at there.
0 Okay, So once again, it really is a questiof

of interpretation, 1 suppose?
A That's cofrect.

e ' s
0 ) And Yyou actually have nothing to the -~ if

you take a straight line and match up your well in the south

half of Section 28 with your 33-1, with the well in the_porth

half of Section 3, those three -form a pretty straightfline

‘right there.

A Yes, they do.

e et i 5 £ A RV
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Q. And you just look down the northwest there;
and you have no control to the south -~ I'm sorry, southwest,
you have no control to the soutﬁwest, which in fact shows tha
you have a zero contour line down there.

A Thaﬁ's ~~ until you move down in Section 11

Q Okay, that's down about maybe another mile
and a half or two miles below your ~- or to the southeast of
your Section 3 well, your 3-1. |

A It's a mila from there. }

Q Okay. All right, but that is away from £he

vicinity of Section 33.
A ~ Yes.
T Okay. So that is your only control point
for determining that your gzero contour line even exists at
all té the southwest of that line we talked about a moment
ago.
A ~ That's correct. There's no well control.
0 Was there anything on your seismic data,
evén thouch you do not have it with you, was there anything‘
on your seismic data that led you td believe that was a zero
conﬁour line? |

A The points that are on this exhibit influen

the interpretation that's shown on this exhibit.

0 Okay. —What I'n aékiag you is that earlier:

L]

| we talked about the fact that your seismic information did
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have a bearing on your -~ on how you interpreted this area,

I believe.
A That's correct. In interpreting a point
bar type sand, tiiis 15 the intcrprobation that T ocame up

with based on the well control as shown on this map.

Q Okay, and your seilsmic data.
A " “That's correct.
g' © . All right. Now, all I'm trying to ask you

about is thig: Wé‘established,‘I tHink you will agree with
me, that you have no well control to 'the southwest of the
line that we're talking about, whiqh{ﬁbuld establish the ex-
istence of & ‘zero contour, and that«ié‘inferentia1 on1y;~

based on your -- on the control youﬁﬁb-have to the northeastj

A ‘That is mycinterpréﬁatlon.

Q iYes,»sif, now I uﬁaerétand that.

A ‘Okay. S -

0. - ~“How what I‘m»askiﬁ@”you is whetherxr you ﬁawe

anv other information, such.as seisﬁié data, that would indij

A

cate the existence of something that would correlate with t

zeroc contour line to the southeast, the southwest of the Iidr

we were talking about?

A No. This ~- I know what you're t&lking“n—
0 - ‘Okay. ‘ . AN
A ‘This -~ I know what you're talking about.

This iéintefprhtiveL
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Q Yes, Bir,

A We didn't expect this well in 33-1 to have

only 3 feet of Atoka Sand when we drilled it.

o

0. Oh, I'm sure that’s undexsitood. Thai's
right. ’

A And we are 2500 feet from the well in Sec-
tion 28, We go from 3 feet to 31 feet, |

Q Uh~huh.

A The well up in the no:thweét guarter of
’Section 21,you have two wells there 1320 feet apart, zero
feet to 20 feet. This is highly erratic devalopment and
it's highly interpretive development, geologically, on the
map, anyway. N |

0 Aﬁd actually, I gqguess, referring to that
Section 21, maybe that's what you were talking about, you've
~got a -~ is this an Amoco well up there iﬁ the northwest
quarter of Section 21?

A That's correct.v:

Q You've got -- what would you say the dis-
tance is between thé dry hole,;which{is pretty much in the

middle of Section 21 -~

A It's roughly 1320 feet, I believe.

Q okay, that‘sﬂwhat you were talking about
a‘momént ago, then.

A Yés.
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1 0. Okay. So in fact, it would scem that it’s -

2 | because this area is kind of interpreted, I guess, it's dif-

3 | ficult to use a broad brush to interpret what's going to hap~-
A 4 | pen. Would you agree with that?
AR ‘ 5 A, Are you trying to say that there can be
) 8 | other geologic interpretations of this area?
“"»‘"i : 7 0 - Well, what I'ﬁ trying to get at is that --
o A;ij’ 8 § would you agree with me that it is difficult to interpret

‘ 9 | what will happen at a distance from a well control area?

g g gg 10 A Sure.
o g;éﬁ n 0 Okay, and that is evidenced by other dry
R AN gg 35 12 | holes and producing wells that are in & reasonable proximity
i vy ‘ Eégg B} to one another within this same zone. '
ﬁﬁg " A That eétablishes the risk that we see in
_ % | this area of drilling wells.
. ,
:  i; | 16 Q All right. HNow, in your testimony earlier,
z f; | - 17 1 1 just want to clarify something, you testified that you felt
> 18 that the proposed HNG plan would prevent the drilling of un~ f
; 19 necessafy walls, I believe. | é
b e ; | 20 A Yes, I, believe that was asked. :
7 vj 21 Q Okay; Do vou agree with that, though, that| fi

O

the proposed HNG plan is going to prevent the drilling of

unnecessary wells? - o

A I -~ I'm not for sure what you're getting

> % o8 N

at.
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L i 1 | 0 Well, no, I'm asking, Mr. Carr asked you

2 whether in your opinion the proposed well in the northwest

3 quarter of ~- I'm sorry, the northeast quarter of the north-
4 west quarter of Section 32 and the pooling of the northeast
5 and northwest quarters of -~ did I say 32, I meant 33 -~ and
6 the pdoling of the north half of Section 33, would result

7 in the -- or would prevent thé Arilling of unnecessary wells

 »a7; . 8 in this section.

9 A Based on my interpretation here, ves.

oF E;‘ 10 S i " i cat1 i F

<>5§."3-'5 Q. .Okay. Now, if your. nterpretation -- if

@i ' o

gg’:‘g 1 there were information available, or if your interpretation (03
T =5 - R : ‘ ’ '
it E‘g;g 12 happened to be dncorrect, and if it In fact were shown that
i z g ﬂ‘r .

:ggsg 13 the west half of Section 33 had a substantial pay zone, as

o x 3 ' '

@Y

- " akhypothetical, that would no ‘longer be true, then, would it, ,

® that it would prevent the unnecessary drilling -- the drillinw

16 of unnecessary wellsa?
7 A I'm not -~ I don't understand your question}
18 Q okay. Wé have assumed -~ you assumed that ’f
19 : , e SUUUE
in making your statement that it would pravent the drilling :
m 4 4 -
of unnecessary wells —- :
21 , o '
o A This location that I'm showing on the map? :
22 . B . '
' Q - Yeés, 3ir.
2 )
, A Yes.
o 0 You have assumed that there would be a well

X

as indicatell ‘on the map and that the north half of Section 315- )
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would be pooled. My question to you is this: If you change
your basic assumptions, if the geologic interpretation wvere
different, aé a hypothetical, 1f it could be shovwn that the
west half of Section 33, the entire west half, had a substan-
tial pay zone, then your statement would no longér be correct

A . X prefer to stick with the data T have
here and my interpretation of this area.

0 Yes, sir, well, I uhderstand your preferencs
for going with your own interpretation, I'm asking you as a
hypothetical, in your opinion as an-expert exploitation geo-
;ogist, if the west half of-Section533:demonstrated'substan~
tial pay zone throughout the entire?wést>ha1f - |

A There's ro data at'ﬁhis time that indicates
that and I'm not going to step out on'a limb and make a pre-

diction on it.

o © No, sir, I wouldn't ask you to make a pre-

diction. I'm asking vou, as a bypofhética_ quastion, if that

were shown, without regard to anything that you have before
you, aéking in your exp%&t opinion, 1f that weré shown, then
your statement thét tﬁe enactment ofﬁthe‘~— that the pooling
of the north half of Section 33 would prevent the drilling
of unnecessary wells would no longerAbe correct, would you
agree‘with me on fhat? | ) |
A You're still‘hypothetical theré. I have

‘nothing to indicate that there's any pay in the southwest

RN
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gquarter of 33.

Q | Well, I don't want to get into an argument
with you because you know a lot more about it than I do.

I'm just asking as a hypothetical question, yvou've admitted
that thekarea is subject to alternative interpretations.

A I'm not -~ X don't feel that I should an-
swer that. I don't know that there’s any pay in the southwas
quarter, based on my well control that this map was contoured
on. My map shows a zero foot line. Even if you ‘didn't put
the zero foot 1line, you have contr-olg from 3 feet on up to 10
and 20, and thie is' my interpretation.

0 Yes, sir, I ‘underéténd it's your interpre-
tation. Are you saying that there isg ‘ho other way that f:hat
can be interpreted?

A No.

Q Okay. If there is an aiternative intér-—
pretation, based on the data points that you have before»you,
and if that alternative interpgetation showed a pay zone in.
thé west half of Section 33 -

A. ‘ We don't have a well in the west half of
33.

Q Yes,‘ sir, I realize that_'.’ I'm asking you
if we had an alternative interpretation which showed a pay
zone in the \;lest half of Seation 33, would it still be true

that to'poof the north half would pr‘evé'n’t:the drilling of

i
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/\ 1 uﬁnece‘ssary wells? 1In your expert opinion.
2 A A proration unit formed with the south half
3 cf Section 33 would solve that.
4 -0 Well, I'm asking a hypothetical question. .
1 T 6| Will you answer it, please? .
6 A vou're asking something that I have no data
‘ v « ' 8 Q Okay, let me ask you this: If it were
, 9 shown as a matter of interpretation that the west half of /
5
3 ; gggg 10 Section 33 had a substantial pay zone throughout the entire
; 29 ;,»\, %géé ‘" west half of Section 33, would your statement that the pooling }
7 | E\/ g;g; 12 of Section -- of the north half of Section 33 will protect
i A
7 R ;gég 13 correlative rights, would that still be true, in your opinion* |
EEE " A Tt will based on the data that we have )
B | right now.
1 .
_ 18 0 So you're not willing to accept any other
:'? - o 17 | interpretation, then? |
T 18| A There can bé other interpretations. I made
7 | * : . this interpretatibn on facts. That's my interpretation.
, o | 20. | ' Q I understand that. ' : :
! : 2 ‘ ‘ MR. NUTTER: I don't believe he's going to '
; Z 1 puy your hypothetical situation, Mr. Atkinson. i
D B ' MR. ATKINSON: I get that igea.
- \ | 24 ‘MR, NUTTER: Maybe after you show this -pay
o | over here you can call him back on then and ask him about it.
|

3 ’W""’ . 3 .
7 : “H WA eua e T e ‘ ’ . v
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MR. ATKINSON: Well, I think I'm going to

have to move along. I think yvou're right about that. T

tried, at least.
0 Oh, I know one thing I wanted to ask you.

Now, by the Atoka, when you're talking about the gross Atoka
Sand, approximately where does the Atoka lie with respect to

~
)4

the Morrow?

) It's above the Morrow.
0 Okay. Would you say immediately above the
Morrow?
| A . The Atoka section varies in thickness. The

base of the Atoka becomes the top of the Morrow.

0 Okay.
A Based on our nomenclature.
Q0 All right, that's fine.

I guess there's one last point I'd like to
ask you about, which is really a reiteration of what we've

already talked about,

/ If you ﬁust draw ‘a line between the well

i

in the south half of Section 28 and the northeast quarter of
Section 33, just draw a line’ and just 1ook,immediately to

the west of there over at the northwest quarter of Section

]

'33, what do you havé over there that indicates that youfve

a 20-foot Isopach running

got a zero foot, a 10-foot, and

through that northwest quarter?

T O T TP A U N
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You have the well in Section 28 that has

You have the well in the south-

nor theast of Sectlon 33 that has 3 feet.

Q. Okay.

A That's what establishes your Isopach inter-
val.

0 All right. As to the particular contour

configuration, however, to the west of there, there is nc
additional well control. That's all I'm asking.

A You =~

Q- I¥s there ~- is there any further well con-
trol to the west of a line between the well drilled in the

south half of Section 28 and the northeast gquarter of Section

332 ? |
A To the southwest of there?
0 i To the west.
A This is interpretive.
0. Okay. \
A I might point out that out of ten wé;lbores

here, or twelve wellbores that are indicated by the exhibit,

that ten were noncommercial in the Morrow.

o So the Atoka is the only productive zone

A Yes,

MR. ATKINSON: We have no further questions

v
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BY MR. NUTTER:

0

Psge

CROSS EXAMINATION

Mr. Cherryhomes, I would like to ask you

the sequence of the drilling of these wells in here and also

the productivity of the producers, or the initial tests on

them,

reservoir here?

1978.

It was the discovery well.

of 1978.

N v

0

Q

A

Q

o

7 P

.

Which was the discovery well for the Atoka

The well in Section 3, the 3-1.

v |
And when was thig drilled?

The firét production was in September of

And I see a ..ine —-

I'm sorry. The Shoe Bar 34-1 was drilled.
34--17?
The one in the south half of Section 34,

And when was it drilled?

It, let's see, it potentialed in September

Okéy, and thén‘afﬁet'it<the 3-1 was drilled?

Yas.

And when was it completed?

o it s Wk

et
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B I don't have that data right -~ okay, let

2 me explain this. The well, the 3-1 was completed in the
3 Morrow and it produced a small amount and then worked over to

4 the Atoka.

5 v .. The well in 34 had the first production out

. 6 | of the Atoka, so it would be the Atoka discovery.

Tf. . . 0. Okay. And how good of a well is it in the
8 | Atoka? ’
9 A The 34-1 or tha»}#l?
g§§§ 10 | e Yes, sir, the 34-1? | | SN
QEEE 1 A It's 2.million a day, roughly, now
- §§;j : Y ghly, .
~ ;t'gg; 12 - 0 How about the 3-1? It was originally com-
ggég 13 pleted in the Morrow and thén plugged back to the Atoka. )
“¥3 fad | A Yes, sir, it produced about 45 days and I

15 don't even have a cumulative production on that in the Morrow

18 It was worked over to the Atoka.

7 | 0 How good of a well is it in the Atoka, then]

18 , : A © It's 4 million a day.

19_ ' ) Q.k Am‘bthen what was the next well drilled?.
= A, The third well drilled was the well in “i
21 o : ’

Section 28.

Q- And it makes about 5 million a day?

A ‘ 4~1/2 to 5 million a day, yes, sir.

@ And then you drilled the 33-1.
A

Yes, sir.
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: i 0. And after you got to TD on 1t, you spudced
2 the 4-1. ‘
3 A " phe New Mexico State 34-1, which 1s in the
; 4 north half. c
.o 5 ’ 0. Tthe 34-1, I understand, and how good of a .
. 6 ) well is it with its 4 feet of pay?
: 7 M That well has 14 feet, if you will look at
- . 8 | that -- | | |
9 0 Oh, o}Vcay\’, well I was xeading %hat as a 4 ‘
o8> 1 l
o gggi Y T can see. The 1 is lined wp with the
e ot §§_§§ 12 | jittle dashed line there. That's 14 feet. It's 2 million a
< a¢
, 3 % ég 13 day. J
2 i “w83 '14 o Now, the Morrow in the 3-1 has a green line '
gf | 2; s through it, indicating it's been algandoned, I guess.
5 v i 16 A Yes, sir.
*}e : sl 0. and the one up in the northeast northeast
«'»“ | 8 of 34 also has a green 1ine through it.
: ~ , 19 ' A Yes, sir, thaﬁ was an old well that was
| l 20 abandoned in 1965 in the Morrow.
= 21 ; ) ‘okay, I pelieve that's all. Thank you.
13 2 MR. NUTTER: Are there any other questic;ns :
,, \) ) 23; of Mr. Cherryhomes? | | |
. L o » ‘ -~ MR, ATK;IN'S'ON’; We'd like to reserve the right 5
i ; ® Il to recall Mr. Cherryhomes. » | :
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MR. CARR: And I would like to ask him a

couple questions.

REDIRECT EXAMINATION
BY MR, CARR:
0. Mr. Cherryhomes, I gather from your testi-~
‘mony that you believe your interpretation of the Atoka forma->
tion 18 correct. |

M Yes, sir.

Q : Now, -suppose that, as Mr. Atkinson sugges :ed
that a well was. drilled at an unorthodox location on a unit
comprising the west half of Section 33, the location, in
fact, which we're discussing here today. What effect woﬁld
this have on the réserves that exist in -the northeast quarter

of the Section 337

A It would drain it.

Q How could you protect yourself frbm drain-
age? !

A We could ndtwdo it, based on my interpre-
tation. ‘

<Q1 Would drilling an additional well there

protect you from drainage?
A No, sirf

o If.you drilled an additional well in the

northeggﬁ guarter, could you protect yourself from drainage
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. N '
L - 1 from the well in the northwest guarter?

2 A At an orthodox location?

3 0 At an unorthodox location offsetting it? ‘

4 _ A, You would have two wells too close together

5 0. Do you belicve that one of those wells

6 would be an unnecessary well?
’ 7 A Yes, sir, I do. ’

8 0 Do you believe this is a prudent way to

9 develop this acreage? . ' oy |
f o%s. ‘ ;

sgi,':_ 10 A The way that we have ke
[ g o 1
- g g Ei Q 3 With two wells?

‘ HIY ‘
i ~ ;gﬁé 12 A, No, I do not. ‘
{ - ag , : !
| > o gk : o :
; jgég 13 MR. CARR: I have nothing further.
<3 ‘
: »ys : ;

“ MR. NUTTER: If there is nothing further,

the witness may be excused.

Did you have another witness, My. Carxr?
MR. CARR: I believe that Mr. Atkinson is

interested in having me call -~ I'd like to call Don Hunter

simply to anawer a couple of questions and then I believe he
can answer the questions proposed by Mr. Atkinson.
MR. NUTTER: Okay, would you call him?:

MR. CARR: Mr. Hunter has not been sworn.

" (Wwitness sworn.)
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NON HUNTER
being called as a witness and having bheen duly sworn upon

his oath, testified as follows, to-wit:

DIRECT EXAMINATION

BY MR, CARR:

Q Will you state your name and place of
residence?

A - Don Hunter. I reside at No. 11 Linda Court

0 Mr . Hunter, by whom are you employed and
in what capacity?

| A HNG ©il Company's;émployee in the capacity

of Manager of Reservoir Engineering. |

4 Have you previously testified before this
Commission?

A | No, I have not.

o Would you summarize for the Examiner your
educational background and your work experience?

A, | I received a Bachélor o7 Science degree-
in petro{éum engineering from Texas Tech University’in 1962
and I've worﬁed throughout the MidQContingnt a:easrfor;majo:?;
o0il companies and independent5,~a‘éoﬁ;ﬁiting firm, and an

presently employed with HNG. I was initally employed by

3
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moco, then sSkelly, Generxal Crude, and was with
and Aycock Engineering Consulting Firm for approximately thre
years before jeininag HNG in March of '78.
0 Are you familiar with the area which is the
subject matter of this case?
A Yes, I am.
MR. CARR: Is the witness considered qual-
ified?
MR. NUTTER: Yes, he is.
o . Mr, Hunter, X belieée you heard the testi-
mony a few moments agb and the qqestions by Mr. Atkinson con-

he ressrves that vou anticipate now exist under the

cerning

south half of Section 33. Could you give us some data as to

what reserves you now believe exist in that area?

2%

A In the south half of SectionﬁgJI cannot
assign any reserves to ~- to that particular portion of Sec-
tion 33. | ;

0 These are Atcka reserves.

A Atoke reserves, ves. ’

0. Does that apply to both the southwest ana
the southeast gquarters? |

A Yes, it does.

Q ngve,your figures beeﬁ}revised as rore déta

becomes available as ybu develop the pool?

A~ Yes, they have,

R4
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M
- 1 MR. CARR: I have nothing further on direct
2 from Mr. Hunter. I believe that covers what you were re-
3 | questing.
<
4 .
| 5 ‘ CROSS EXAMINATION
6 | BY MR. ATKINSON:
G 7 0 Hr. Hunter, you say that you presently have
7“} 8 calculated there to be no reserves in the Atoka in the south ’
| 9 | half of Section 33.
€2, 4 :
' gg;g 10 A That 18 correct, yes. P
' oy ié 1 ’
. gg‘:., 0 - All right. To what extent has that re-
) 5in 12 . | | ?
;§§,§ serve estimate changed since March of 1979°?
> : ”f 13 ;
jEég R, That's been revised downward. %e now -~ I L,
<k u : :
&3 " now believe that essentiallv no undrained reserves in the i
south half of Section 33. Existing three wells in that por- j
tion of the reservoir should drain that particular reservoir '

as 1s now mapped.

Q0 Existing three wells being which _welis?
A }ne Shoe Bar 3-1, Shoe Bar 34-1, and HNew o J

ﬁexico State 34-1.

4

0 So your positi‘on is that any reserves that
existed beneath Section 33 have been drained by those three

» wells?

A If there -~ if there is any significant

‘reserves, yes. I do not assign any significant reserves to A
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hole drilled in Section -- north half of Section 33, the 33

development of the field.

_gross. Right.

Page 64

the south half of Section 33.

IR AVaY]

’Q Ckay.. Now is»that on the basils of drainage
from. the threc 7¢lls you just spoke about o; is that on the
basis of the fact that Mr. Cherryhomes interpretation shows
that there are no Atoka Sands in the south half of Seéfidn 337

A That way based on the performance of the

three wells that we've just mentioned in addition to the‘dry

No. 1. : X

0. S0 you don't consider the presence of the
gross Atoka Sands to be the determinate factor in determining

what reserves are then.

A No, I do not.

Q All rigﬁt. What do you look at to determin%
what reserves are?

A The permeability of the gas being one faéto%
The gross pay, as we -- as we have it mapped, is not a net
pay number, and the -- this figure must be revised downward

based on porosity and saturation cutoffs as are developed wit%

Q ~~0Okay. So the reserve calculations that you

do have are gross pay, then, are gross rescrves,

A - As is shown on this map, yes, those are

"
s

0. A1l right. Now what have you calculated

¥
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ﬁw 1 for the north half of gsection 33 ag to eatimated regerves?

2 A A+ this tine, if a well were arilled within

3 gay 8ix months, 1 could assign 2.8 nef.

4 0. rhat's total?

N motal recoverable reserves from 2 well

6 ’drilled in the north half of gection 33, yes.

7 0. ALl right, will you pleas® tell me hoV that

8 is aistributed petween the northeast quarter and northwest

9 | gquarter of gection 337

okay., the predominant portion of these re-~

%gég -on gerves would pe in the -~ in this reservoir it is now mapped
SN A o
~ §§§E iz i Section 28 and 31. The predominant portion of those re-
‘; Egé% 13 maining regserves to date lie in the south half of gection
SBES w2
5| 0. All right. Now, a8 petween the northeast : )

16 | quarter and the northwest quarter of section 33, hov¥ do you

allocate 2.8 Bcf reéovétable reserves?

A Eésentially equally.

0 okay, what do you mean by essentiaily

i

equally?

A one well drilled in the northwest portion

4

of Section 33 ghould, at the location SPecified,jshould drain

the north nalf of cection 33.
0. a1l rignt.  I'1l ask you -~

A Tttas a wore advantageous jocation based on
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the gross pay data that ve now have, as well as vhat informa-

tion lias been developed from drilling the 28 No. 1.

Q. ~Al1l right. Now, you stated earlier that

you estimate 2.8 Bef of recoverable reserves in the north

A Yes,

0. And you are aware that the northeast

quartexr presently is leased by HNG and; the northwest quarter
is part of the lands 1e\asked by Exxon. That is, they're not
under the same ownership right nov,

A | Correct.

0> All right. What I'm asking you is what

you calculate to be the resexves in the northeast gquarter of

Ssection 33.
A I would say probably one-third of this

o

2.8 Bcf, possibly.

0 So we're talking approximately, then, about

.93 Bdf? ‘That's just off the top of my head.

A ~ I'm speaking-now based on standard loca-

tions.

Q all x?ight. wéll, Well, just so we can get

clear where we axxjé'now, the 2.8 Bcf youfre talking about are

estimated recoverable reserves in the entire north half of

]

Section 33, alone.

A | Yes.

T
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”M*§ 1 0. vithout reference +o Section 28 or any
2 other sections or wells ir the area. 2all right.
3 How, -~
4 A Now that is not irrespective of Section -~
5 i the well in Section 28. I'm speaking of reserves that are ‘
; 6 presently in place at this pregent time. If the well were
*{ ' 7 to be drilled in the north half of Section -- in the north-

g8 | west quarter of Section 33, within six months there would

L o | be 2.8 Bcf remaining: however, this number would be revised ’

10 | downward with prolonged wait prior to spudding of a well and

oSs.
>Ezs
g8zt
zEZ‘% 11 | completion of an Atoka well in the north half of Section 33. Lo
[ Ozgse
; o2
> -E-;- S 12 0 Now why is that?
31 |
fi§é:‘ 13 A, Because of the Well No. 28 i1s currently
J -
358

14 prodqging at the rate of 4-1/2 million a day. The longer
thatvﬁ_location is deferred, the more likelihood would be
drainage of the north half of Section 33.

0. All right. Now, correct me if I'm not
saying this properly, but the present recoverable reserves
in place in the north half of Section 33, accordinq to your
calculations, is approximately 2.8 Bef.

A ‘ Yed.

0 All right., Now, according to your calcila-

tions what are the present recoverable reserves in place in

- \,;

the northeast quarter of Section 337

> v

A Approximately one-third of that if a well
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; 1( were to be drilled 1980 from the north line in that northeasdt

2 quarter of Section 33.

3 ' 0 How what effect does when the well is

4 drilled have on it? .

5 ' A It has a great effect.

6 Q‘ . All right, because of drainage from the

7 28-1?

0 A, Yes.

8 0 All right. So what we're talking about, }
gggg 10 then, is that assuming that the well would be drilled when ’
g;ég n dia you say, in January of 19897
5in  n , | ;
;§g§ o A, | Immediately. I'd say completed by January, ‘
ggég | 1980, yes. | T
a8 " 0 Completed by January, 1980, within the ,f

1 ne'xt two months?

18 : A. Yes, that's -- thé eaflier the better, in
17

my opinion. . '

18 0 Ckay. So we're talking about, ﬁhex}, I can

19 do thig mathematically but you probably do it a lot better,

| 20 how many Bcf do you estimate presenély in place. in *+he north-
A east éuarter of Section 33 then? Qﬁe—third of 28,17 i
2 A Oh, I'd say about 900 million.
23 0. Okay. AllL right, and the remaining 1.8 -
24 1.9 million would be in the northwest quarter.
2% - o S

- o | A, 1.9 billion.
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Q0 Billion, I'm sorry, would be in the north-
west quarter, is that correct?
B At this time, yves.
0 You may not be the proper person to ask

this, but let me ask you specifically what the HNG's plans
are for drillihg‘a well as far as timing ie concerned.

A " I'm not qualified to answer that: however,
I would definit&ly make the‘recommendation that a well be
spudded as soon as possible.

I am in a position to make that recommenda-

tion. |

Q; I just want to switch back to ;ne point I
actually talked to YOu about earlier, I think. with regard
to the south half, tﬁe southeast quarter in particular, what
changé do you have in your estimated ‘reserves in place be- |
tween March of '79 and the present? You said now you esti-

mated essentially zero. what did you estimate back 1in, say,

March of 1979 on that?
0

Y

A "I had indicated -~.i did not segment that
out from that Section 33; however, the reservoir being
arained by the three wells i{n Sections 34 and 3, I had attri-

buted approximatély 3 +0 5 Bcf higher reserves than I now

can assign. The dry hole in the northeast guarter of Sectionj

33, in my opinion, altered the drainable ﬁrea within that

reservoir.

s

-~
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Q. 7ithin that section?

A f7Lthin that -- no, within the particular
reservolr itself.

0 - Al right. fiow muach of that‘3 +o0 5 Bef
do you think would have been - in your opinioh would have
peen allocated to gection 337 What kind of a change did
that result in- for gection 33, if you can do that?

A oh, poséibiy -- possibly 1 pcf, as much as
that, maybe. )

0. a1l right. I do have just one more ques-—
tion for voiu1, Mr. Hunter. mhese calculations are essentially
volumetric in nature, your reserve calculations?

A Thay were initialiy volumeéric and they
have been revised downward gomewhat by BHP/Z analysis,
material balance through pressure, pressure work .

MR. ATKINSON: Thank you. We have no fur-

ther questions.

CROSES EXAMINATION

BY MR. NUTTER:

P

0. ©_ Mr. Huntex, in response to Mr. Atkinson's

question there you stated that you estimated there were 2.8

billion cubic feet of recoverable reserves in the north half.

of Section 33. Y¥pou also stated if £he well were drilled

within the next six months.
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A Yes, sir.
0. ¥You algo stated that one third of those

reserves, or .2 of & billiion, would come From the northeast

quarter of SectionV33 if the well were drilled within the

. next two months,

A Yes, sir.
0. " Then in iesponse to his further questioning

you said that the balance, the 1.9 billion cubip”fpgt_wog;d

e A BN e g ket e s

come from the northwest quarter. Would that mean that the

well drilled at your proposed location here would drain i.9u
billion from the northwest quarter or would part of that
drainage also come from Section 28 to the north?

A There's a possibility part of that would
come from Section 28 to the north, yes. The well in éection
2éﬂh§;wé#hiﬁiﬁéé very high deliverability, very high pay
quality, so that'it would be hard to gay that with certainty,

but certainly some of the gas could come from Section 283,

0 But would the majority of that 1,9 billion
come from the northwest quarter of Section 337
A Yes, sir, in my opinion it would.
0 Okay, thank you.

MR. NUTTER: Are there any further question

of the witness?

"MR. CARR: ’I have no further questions .of

this witness. I would like tofrecall Mr. Parker to ask him

“r

i

V)

T T S
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one question. We have some data that came out of cross ex-
amination that was not available to Mr. parker on direct.

MR. NUTTER: Mr. Hunter is excused.

" RAYHMOND PARKER
being recalled as a witness and being still under oath,

]

testified as follows, to-wit:
DIRECT EXAMINATION

07 : ﬁr. parker, how soon is HNG prepared to
drill a well at the proposed location?

A We presently have Rig 38 parker Drilling
that we have?in‘5€§énse 1oaned out to another party for a
well that will take approximately 50:§0‘60 days, maybe 65
days to comblgte. Thé rig comes bdck‘to us and it will bé
available for this~projedt subjec£ évoperatiné agreements
being executed‘énd”the necesséfy papérs.

a - It is fair to say that you wil1 be prépareq
to drill within Bb’dayé; you anéicipé£e>that?

A I think we can sayfwiﬁhin 80 days we will

s

be prepared to drill a well. . )

MR. CARR: That's all I have of Mr. Parker.

WR. ATKINSON: I just want to clarify that.
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PECROSS EXAMINATION
ATKINSON:
So what you're saying is that at the out-~
~~ you would actually commence Qrilling

side you would be

this is the middle of November, SO you're talking about -~

gomewhere around the ¢irst vart of Feb-

December, January.

the middle of February?
1'd say by the middle of February.

‘A1l right, and how long would you antici-

pate for completion?

well by April sometime?

I'm confident. I might

1 mean it's Just almost

MR. NUTTER: Are there any further questionﬁ

of the witness? He may be excused.

ou have anything further on direct,
At this time we'll take a fifteen minute

(Thereupon a recess was-

taken.)

-~ not over 50 days, 55 days.

so you're planning on finishing the
I think it would be before that,

add that rig availability is critical

impossible to get a good rig.

¢




~/

Senta Yo, New Mexico 87801

3020Plaza Blanca (§65) 471-3462

CERTIFIED SHORTHAND REPORTER -

SALLY WALTON BOYD

(]

10
11
12
13
"
16
16

17

18

19

Page 14

MR, ¥UTLER: The hearing will come to

order, please.

rilcasc continue, Mr. Atkinson.

GENE AYDINIAN
being called as a witness andkhavinq peen duly sworn upon his

oath, testified as follows, to~wit:

DIRECT EXAMINATION

Bf MR. ATKINSON:

0. Will you please state your name and occu-
pation?

A f My name is Gene Aydinian, and I'm the Dis-~
trict Geologist of the Andrews District, Exxon Company, U.S.A

MR. NUTTER: Spell your name, please.
A DY =D-X-T~-I-A-N.

MR. NUTTER: BAnd Gene is G-E-N-E.

A G~E-N-E, right.
' Q anéd where do yéu reside?
A { live in Andrews, 1401 Nortwest 9th Street.
:Q' 2nd have you previoué;y<testified pefore
the Cémmissioh? .
’ ;’: B S "No, I haven't.
| 0 and you've not haé your quaiifications ac-

» : ‘
, cepted as a matter of record?
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A o, they weren't.

0. Where were you educated and what was your
education?

A I've got a Bachelor's of Science degree at

the University of Notre Dame and a Master of Science degrec

3

in geochemistry at California Institute of Technology.

") Ad who are you employed by?
A Exxon Company, U.S.A.
Q You said earlier that you're a district

geologist for Andrews District?

A That's correct,.

o And vwhat area does the Andrews District
encompassg?

A Andrews District encompasses the north

part of the Permian Basin, Andrews _Couhty, Texas, Gaines
County, Texas, also south New Mexico, and Ari=zona, various
other places.

0 ' And what do your duties consist of as Dis-~
trict Geologist ‘lor Exxon? |

A - I supervise four geoldgists who also work
for Exxon; ha’ve varlous fesponsibilities in ﬁhe Adistrict.

o !nd the geologists who you supervise, are

they familiar and do they work within the general area that

is the subject of the dispute today?

A, " Certain of the geologists do; not all of
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' them do. Some geologists have responsibility for some of our
2 ‘ ) '
| Texas fields; two geologists that I have are responsible for
31 new Moxico properties.
4 0. And are vou yourself personally familiar
5 with the Section 33, Township 16 South, Range 35 East area?
6 A, Yes.
7 £ 3 .
43 And have you personally examined information
8 relating to the area subject of the dispute?
9 ‘ ’
A Yas, I havs. :
of s, 10 : ,
5§-3-“: MR. ATKINSON: BAre the witness' qualifica-
'“#Eé 1" , ;
F ¥ 5} tions acceptable?
e 5 : i
S8k 12 ,
; 4= MR. NUTTER: Yes, they are.
wag
>8 1% 13 .
:g.. 0 Mr. Aydinian, I hand you what has been
o <«
»Y3 14 ~
marked for identification as Exxon Exhibit Number One. Would !
16
you please identify that?
16
A kxhibit Number One shows the area of the
17 . 4
Sheoe Bar Ranch South, showing the production in the area with
18
the yellow -- I should say triangles, indicating Atoka pro-
19 :
“ I duction; yellow triangles indicating wells which are currently
20 .
producing from the 2Atoka; hexagons indicating Morrow productio&x;
21 ~ ) ’ f
triangles in hexagons, triangle enclosed in the ‘hexagon indi-
2 : ' . P |
cates both Atoka and Morrow production were approved, though
23
at the present time I'm not aware of any duval completions, so
24 ’ .
. only one cf those sands would be producing; finally, the green
5 . 3 N ’ R R
. i circles indicate dry holes, noles which were dry in both the
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Atoka and the Morrow,

Q Now with pParticular regard to fho Seution‘
33, what does that depict as to ownership?

A, Okay. 1In Section 33 the western half ig
colored yellow. This is the Exson acreage, which is 320
acres: the eastern half is colorea orange, representing the
communitizati’on of HNG's northeastern quart;zr and also Sol

Hest's southwest quarter,

0. Southeast auarter, is that?
A I'm sorry, Ssoutheast quarter, riéht.
¢ - All right. Now, the Exwmon acreage, to your

knowledge is that held under a singlg_lease?

A Yes, it is,

0. - And who is‘ the lessor? 1Ig it a State of
New Mexico lease?

jh. It's a State of New Mexico lease, that's
right,

0 Okay. ©Now, with regard to thg_ box or the

rectangle with the dashed lines which encompasses the south-

€ast quarter of Section 33, could you éxplain what that ig?

A That is the Shoe Bar Ranch Unit which was

formed with partriers HNG, sol West, Tom Ingram, and various

others.

e All right, now you - excuse me,

A Various other people,
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Qo All cight, now you have exgmined what T
believe was HNG Exhibit One as to the ownership and relative
position.of the tracts and such. Would you say that they
subgtantially agree as to what they present?

A Yesg, I would,

0 Mow, you ialk about_the Atoka and the Morro
For purposes of‘identiinng nomenq}aturetI refer to what has
been marked for identification as‘Exxon Exhibit Two. Would
you explain what that is and what it relates to?

A Fxhibit Two iz a type log;just to establisﬂ
time it's a type log of the ENG Shoe Bar Ranch Unit 3 No; 1
Well. It is é gamma ray dual lateral log:- showing the top
of the Atoka at approximately 11,700 feet. I'm sorry,
11,970 ~- X've got this wrong here. Okay, let me try one
more time, 12,080 feet, that's the top of the Atoka, which
is marked; also the top of the Morrow is shown at612,520‘feet
What I will talk about is the Atoka pay in which some of the
following maps will show, is shown‘there highlighted in red
with the perforationé in this particular well also shown, and
some wells in the érea wnich have Morrow production, the Mor-
row pay at about 12,§40 feet; shows thevrelativé position of,|
actual position of the Morrow pay‘in some of these wells did
differ.

Primarily, I will be talking about Atoka

z
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1 0 221 right. How, vou heard lMy. Cherxyhones

2 testimony that the Atoka that gencrally erists above the top
3 | of the Morrow. Would you agrec with that statement?

4 A Yes, I would., In fact, if you will look

6 | at it, the top of the Atoka pay that we talk about here is

6 | roughly about 70 or 80 feet above the top of the Morrow.

7 0 Vell now, when you +talk about the Atoka

8 | pay, what do you consider to be the pay zone?

9 R The pay zone is the sand unit there which
Egs: 10 } I think you can identify by the gamma ray curve which moves
of it
®Fcs t
z‘fg.g 1 | out to the left and then comes back between the intexval on
OF:2g ‘
=3 27 i L o
2%5% 12 | this log of 12,460 fest to 12,480 feet. An Atoka pay zone
Bing .
§§é§ 13 | would also have to have the characteristics of greater than
<Ez2
@83 M | 5 percent porosity. This is a minimum cutoff which I use. !

15 0. Ts it fair to say, then, that we're talking
18 | about a net Atoka zone versus a gross Atoka Sand? |

17 A Yes, I would,

18 0 ALl rigﬁt. Now, ¥ refer you to what has

18 | yaon marked for identification as Exxon Exhibit Three. Will

[ o | e e e

20 YOtz please explain what that is? 5
7 A This is a structure map on the top pf the

22 Mprrow; gscale is l~-to-—d()é0 feect, It shows the sa.rﬁne production

= symbolé as was shown on the previous map, Atoka béing shown -

24 by triangles; dry “holeé by clrcles; Morrow pay by he::agéna.

% | The contour interval is 50 feet. Basically what I'm depictihé
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1 here is a northeast/sounthwest trending anticline in the area

2 around Section 33, vith the crest of the anticline being
3 approximately 8430 feet subsea,

4 Well controt is shown highlighted in vellow .
5 Q 211 right. HNow, you say this is a structurdl
6 map. Could you explain what this depicts? You said it was
7 a northwest/southeast trending anticline. Could you explain

8 how that relates to what we're doing here today?

9 A lell, at the present time with the limited
g% gé‘ 10 amount of wells that have been drilled in the area, I can'noti .
:Egé n really say that our production in the arca is controlled
™ 2235 ‘ | o : _
~/ ig’g% 12 | either by structure or by stratigraphy or by a combination of
A
ggig 13} both. 8o I've made the structural map, keeping in mind that ' ;
53§ 1 this might be at some future time';l bne'of the determinative ‘
% | factors in the reservoir, reservoiring of the gas in this
16 areé. |
17 o 'Is it your opinion that structure may have
18 | gome type of'coirelation to’thé availability of hydrocarbons?
19 A It may. It ﬁay not, but it may, and I don’'# 5 ’ .
20 think we can rule out that structure might not be a factor ;
21 here.
2 0 Would it be fair to say, then, that this
: ;:) ‘ ?3 ‘is Sust one of the factors you consider;in determiﬁing what
/ 24 is a favorable lccation, for example, for a well?
- : ,

= A Yes,

AR A L e >




SALLY WALTON BOYD

CEATIFIED SHORTHANI REPORTER

srgsedita Boertae, 3

Santa ¥Fo, New Meadco 87561

392¢Plaza Blanca - (605) 4712462

7

10
1
12

13

16
16
17
18

19

8 ¥ 8 B

£

Page a1
0 ALY richt, Now, what Information did you
use to derive this structural map?
A Primarily well contxol and the well con-

trol 1s shown on the maps bere. I have;lbgs for all these

and we currelated them and came up with the top. Also

limited seismic was used In the area to»determine the strucH
ture.

0. Okay. Was the seismic a determining fac-
tor in what you did here?

A Yeah, well, the scismic gave me the gen-
eral trend of the anticline; at least confirred generaily
the anticlinal picture that we're showing here, versus an-
other picture might --- would be like a uwniform -~ uniformly
dipping horizon frorm the southwest to the northeast. That
would be an alternative, and the seismic seemed to rule that
out.

Q "Now I'll ask you with regard to the struc-

tural map, would yoa agree with me that this is interpretive#

» A2
5

A Yes, T weuld. I think it is interpretive

at least -- well, I showld say I think it's well controlled

in the northeast flank and the southwest flank of the anti--
cline. I would say intarpretive on:the western flank here,
though you cari see that theré is some sort of a change in a
vniform contour. If we were to look at the southwest flank

HNG Shoe Bar Ranch Unit 3 No. 1 Well, which'had a top of the

1
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Morrow at 8530 subsca and the

‘please te

' 10 feet apart.

B e .
wimaw

=T

gtanoline ¥Yell, which had a

top at 86061 subsea, you can see that definitely we are

. . .- ‘\
getting higner on structure ag wo move to the northwest,

£ that those contours do

ard I think that confirms the fac

+urn in that area from a northwest/southeast trend to a

northeast/southwest trend, and I have taken the liberty of

turning ihem a little further and closing off to form an

anticline. But I will agxree, it is interpretive, in that

western part of the area.

Now I refer you to what has been marked

0.
on Exhibit tiumber Four and could yoﬁ

K

for jdentification as EXx

11 the Examiner what that is?

n This is a Atoka net pay map. Again, the

mhe cointour intervals here are

same scale, 1-to-4000 feet.

what it shows basically here-is a northeast -

I'm sorry, a northwést/southeast trending pay zone with the

thin being zeyo to 10 feet contours running in the particulal

section of interest, section 33, in the northwest quarter

£ the northeast gquarter. It

and in the southeast part o

th sides from 10 to 30 feet to the ndrtheast

-

thickens on bo

and also from 10 to 30 feelt to the southwest. well control

is shown highiighted in yellow'adjacent to the wells.

Q. all right. Now you have examined the HNG

toka Sand, I believe, have

exhibit whichfis_entitled"gross A

r

you not?
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A Right, I have.
Q. Now, are there - - is there well control,

or are there additional wells that 1ING has used that do not
appear on your map?

A There are two points on the map which are
significant, I think, to the problem. At least not signifi-
cant but are in the problem that I don't have. One is the
sidetrack hole that Amoco drilled from- thelr Ho. 1 HC Well
in Section 21, which they had two feet of net; the other .
well is the Dorchester 28 com Well in the northeast quarter
of Section 28. At the time we adig not have any infotﬁatibh‘
on either of these wells at all, so they ‘were not incorpor-
ated into the -~ into the map as such.

o Well now,vréalizing’that youlhaven't had
time to sit down and thoroughly contcﬁr this, what kind of
effect do youlthink this additional information would have
oﬁ your interpietation here?

A Vi don't really think it would have much
of an effect at all. Certalnly not the Amoco Well. I think.
that's actually almost taken care of in this iaterpretation,

0 ~ -The Amoco well is ‘the one in the south

‘l

portion of Section 28? 7 o h ‘

A . Right, the siaetrack ‘hoie from the No, 1l
HC. I don't ‘think that would sxgniflcantly impact this in—

terpretation. The Dorchester well would tend to swing tﬁk
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contours & 1ittle bit more ro the nox theast and would pull

that 10~foot contour down to the gouthwest, put T don't think
it would reé.l 1v change rhe trend of what we're ehowing here, l
which is a thickening to the northeast wi{:h a thinninyg Tus

ning across the norther=s part of Secction 33.

would sort of jog the 1sopachs in the vienity of ¢he Section
28 wells slightly to the west, then?  1g that what you're

ralking about, OY slightly to the ecast?

mean by jog. that T would do here is I have a nose mapped

in Seckion 28 in the aashern nhalf 30-foot thick, so to apeak,

and

the

the

ghat closer in to the G Well drilled in sectlion 28 in the
south half, and thus pull those other contouréf north of ic

down across that well that porchestes arilled.

the interpretation, the Isopachs in the vicinity of gection

33?

‘{aterpretation. 1 wouldn't have any problem with that at - \

“all; not pasically, it wouldn't really change it at all.

Page A

ANV e

o okay. 18 it fair to sa¥. +hen, that you

A Well, let me gee. 1'm not suxe what you

1 would tend to make that tighter. in other words pull

northern 1inb of hat noseé, the contour which runsé into

northeast quartexr of Section 28, X would tend to pull

1) ol .« this in any vaYy paterially change

Yo, I den't £hink it would change this \

i

1ow, just to c}.ﬁarify'/ what we'r

o ; a1l right.

R
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talking about here, you have Isopachs that are entitled or
at least marked 10, 20, and 30. What does that mean?

A okay, lO.indicates that there was 10 feet
of net Atoka pay in this aréa, net Atoka pay being again in-
terpreted as porosity-éreater than 6 percent and capable of
being a reservolr rock.

20 feet is 20 feet of reservoir pay and
30 feet is 30 feet of reservoir pay.

0 All richt.

A S0 if we were to drill a well right on the
20-foot contour, we *’ Luld get 20 feet of pay richt at that
point.

0 Now, I notice in the - roughly the north --
the southeast quarter of the northeast quarter where the dry
hole which NG has testified to was drilled, that seems to
be the center of your smaller magnitude Isopach there.

-
He H T3
P

0. All right. Do you have any particular
geological theory or depositional theory as to what would

account for that little island there? 5

A Well, the model I use here for the Atoka -
Sand deposition is that of a braided stream rather than a
point bar. ‘The difference between a braided stream is, as I

would interpret it, would be that a braided stream tends to

deposit sand in a sheet, generally a very wide sheet, so that
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you would get a lot of lateral sand deposition. There would
be isolated islands of shale or non-reservoir quality sand-
stone in the braided stream model, but T think that that woulq
probably be a little bit closer interpretation than a point
bar. A point bar would tend to devnosit isolated pods of sand

Again, you have a meandering river, every once in awhile a

‘meander will cut itself off and yon have left there a sand

body which is completely surrounded by shale, isolated, of
limited extent; whereas, a braided stream, and this is typi-
cal of what you would see in the west, for instance, rivers

like the Platte, even there's a small oneé on the way down to

in more of a

denasit sand

Albuguerque £rox here, tends to
-

sheet fashion.

"~ And I think that's -- that's the model I
used here in deveioping this picture,

0. | All right. ©Now, once again I want to ask
vou about the structural map, which I believe is our Exhibit
Number Three. What do you perceive tq be the relationship
between your structural interpretation and your net pay in-
ﬁérpretétion? | | ﬂ

A ‘ ’Theré may be a relationship between them.
It is admittedly interpretive, but it is conceivable thaﬁ at
the time of depositi;n of the sand, that the anticlinal

feature may have bEen oresent in some form, at least a hint

of it might have been there, so that the sand would tend to
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»e AQcposited on the flanks of the structurce and not on the

of course, many things can

crest of *he structure as much.
happen nere, and I think probably there might have been some
rotation of that structure later on so that the relationship
is not as clear now, but given the liﬁited amount of data
here, we're interpretive, there may be a relatlionship to it.

0 All right. Now, I'1l1 ask you this: To
what extent 1s the IExxon Exhibit Number Four, the net pay
map, interpretive?

A T would say that it is interpretive in

the south part of Section 33 because there, l1ike has been

the araa

[t

the g ne well contrel in

*
AaNs a4 N

P

in the south part of 33, or for that mattexr, anywhere to the
west of the section in question, with one exception. There
are three wells that were drilled down to the -- and it's

shown on the lower righthand corner of this particular plat.

0. Is that the lower lefthand corner?

A D

el

4 T say -- veah, lowver lefthand corner.

The one =-- Oone would

-
4%

be the Marathon well which was drilled in the northeast

two wells have interpreted Atoka pay.
5 _

guarter of Section 7. They have interpretedvss feet of net
Atoka pay and it is indeed pro&ucing_from the MPtoka at this
time. Also the Mobil well drilled in the scuthwest quarter
of Section 8, which has an interprected 12 feet of pay. I

used that tc influence my interpretation somewhat in that
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theré is no termination of the sand to the southwest of the
dry hole. Insfead, in fact, I've interpreted there heing
sand present in the south half of Scction 33.

It is interpretive, but that is the point
here,; with the 1imited well control we have, there are many
different interpretations which can be made.

0 Now, referring to yvour net pay Isopach here
in Exhibit Four, do you have an opinion as to whether the
ﬁotal volune of gas as dépicted byvthe net pay area 1in the
northi-est guarter, is greater or less than that in the north-
east quarter, realizing this is a qualitative opinion?

A I'd say that the northweast quarter has more

b

'gas reserve than the northeast quarter.

0 And why is that?
A, - I think it has a thicker pay section in
the northwest quarter, say a greater amount of thicker pay

section in the northwest quarter than in the northeast quar-

ter.

Q. All right. And do you have an opinibn on

the hvpothetical situation where the north half of Section

"33 would be pooled, a well drilled at-the proposcd HMNG loca-

tion, and the hydrocarbons therefrom split on a 50~50 bagis
betwéen'HNG and associates and Exxon, do you have an opiﬁiph

as ?o whether that would be an equitable division of the.

available hvdrocarbons in view of yqutlIso?ach study?
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how certain jis it that you will drill?

Page . an

A I think it would be an inequitable distri-

bution. I think since the northwest gquarter, that isg, the
IIxxon acreage has more feserves, I think that Exxon would not
be receiving its fair share of reserves, based on a north
half unit, proration unit;

0. Now what plans, or I should say what recom-
mendations have you made to Exxon for the‘dévelopment of the
west half of Section 337

A Wa've recommended drilling a well in the
first quarter of 1980. We have a tentative location 1980

feet from the north line and 660 fect from the west line of

0 ~ Would that put that roughly, then, in the
southwest quarter of the northwast quarter?

A That's correct.

0 Now you say that you have recom;ended that.

Wwhat action has Exxon management taken?

A, We presentéd the vecommendation to Exxon
management and we have approval and monéy hudgetted to drill
a well, tentatively scheduled for gﬁe first quarter cf 1980.
And we're committed to drill that well. |

0 -'By tent&five,«then, how uncertain is it or

A .~ It's very certain that we're cgoing to

drill it.
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; N ;
; .
Q. And what would vou estimate te be the com-
2 pletion tine?: \
3 A Depending on rig avallability when we spud
4 the well, if we spud in the first quarter of 1980 the latest o,
& it would probably be completed would be about May.
6 0 May of 19807
7 A That's assuming that we spud a well in, youl
8 know, the latter part of the first quarter,
/
9 Q. All right.
nﬁ EH 10 EY ‘ . i
s§:§ A, It probably will be sooner than that.
R :
€73 1 B AN
5233 : Q So that would be about six months from now, §
=z :
< E 9 12
; z then?
> é’s 13 ) ' :
jg 5 A That is correct. : ; ;
«x23 . ‘ ;.
©wds 1 i
0 All right. Referring to the gross Atoka ’
15
Sand map, you mentioned earlier that -~ this is HNG's map --
1 Iy » »
6 we mentionaed earlier that there are two datg points, two
17 - .
well control points that are here on their map that did not
®B :
appear on ours. Can you tell wme whether the wells in the ,
. 19 | , : ¥
G i southwest -~ southwesternmost area of your map appeay in the
20 | ,
’ 5 HNG map?
.21
A No, they don't. v
n K ’ ’ ) )
Q. Do you have an opinion as to whether a
23 : , 1 '
swell located in the southwest quarter of the northwest quartey
24 , o ‘ | ‘
of Section- 33, the proposed location, whether that would ef-
5 . B ’/l ‘ . ) ’ . . i
& fectively tap and recover the available gas lying beneath ,
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the weat half of Sccition 332

A I think that would be the hest location for
dArilling a well in the western half of Section 33 to recover
the reserves. That's why we chose it.

0 Do you have an alternative point which you
would choose?

A We could drill a well in the southwest
quarter 1930 feet from the south line and 660 feet from the
weét line, but I don't think that is preferable to the loca-

tion that we have chosen,

0. What makes the southwest guarter northwest
quarter the most desireable point? In your opinion?
A Well, in my opinion, I think first of all,

it's high on stfucture as we have it intcrpreted, 1It's as
high on structure as you can get, and also it has not given
away any pay section. We'd be looking at probably about 23
feet of pay. Like X said before, I don't think that we can
make a judgment right now as to what is the controlling
factor; structure or stratigraphy. For thig reason, whers:

fore, we want to make sure thet, you know, we try to maximize

our chances of getting a producing well; therefore, you want

_to got as high on structure without giving away*pay section,

and vice versa, you don't want to get down too far dip to
maximize pay, but we feel that this is the best compromise

2

~position that we have.,

T A i £ A LG




S

oYd
LAND REPORTER
lanca (§08) 471-2¢03

4 ¥e, New Meoxico 87%01

San

SALLY WALTON B
CERTIFIED SHOATHAND

$030PIaza B
t

10

11

12

13

15

Paga_ a9

") How, DLxxon managenent, vou stated ecarlier,
has approved ang has budgetted funde for the Crilling of

this well.

i | That's right.

0 How, did they base their decision on the
information that ig before the Cormission today insofar as

the Isopachs and the structural maps arec concerned?

A That's right, They based their decision

on these maps,
Q All right.

MR. NUTTER: During this 1ull, Mr. Aydinian,

the well that Exxon has budgetted T presume would go to the

Morrow, also, would it not?

A Yes, it wouldg We definitely want to test
the Morrow. I talked about the‘Atoka because the Atoka ig
the main pay here, but of cqursej’there have been three wells
that have had Atoka production and even though we don't soe
it,kI should say, there's potential there. We can't map'it
in the area. we definitely want to go .down and see it. We
would be drillingrat about 13,100 feet, which I believe would
get us through the entire Morrow section. :

'}mg. NUTTER: Mr. Carr, could you tell me

if the well that HNG is proposing is proposed to go to the

Morrow, also?

MR. CARR: Yes, it is.
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MR, NUYTER:  Thank vyou.
o Just a couple of more questions. In the

evenlt that the north haltf oi Bection 33 wefe poor, leaVing
Exxon with the southwest quarter of Section 33, what kind of
limitations or restrictions would thaé impose on Ex:on, in
your opinioﬂ) as to ceveloprent of that southwest Quarter?‘
A Well, we would be left with just a quarterxr
of the section and for us to drill a well we would have to
form -- we would have to approach Sol West, the leasecholder
of the southeast quarter of the section, and make an offer
to either farm out the acreage from him or to join with him

in a joint interest well. If we wouldn't get permission like

that, we would have to go through a forced pooling procedure

'gimilar to what we have here. These are several red tape

type of hurdies. Also, I'm not sure that given that, we
would have the same recommendation for management to drill.
Ve've got approval to drill in the western half 100 percent
interesttwell. We'd haﬁe to go back to manageﬁent again aﬁd
get approv{})to éo throuyn with all %he prccedures) the pro-
ceedings of getting the farm out or the'wdrking interest
ownership. We'd just have to re-evaluate it, and I don't
think that thevlocations down there are as favorable as the
location that we have picked here, mainly because it's closer

to that dry hole that ING has drilled, recognizing that it

does pose some risk to the drilling in that area.
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j " > LS n In the event that the north half of Section
2 33 were pooled, would vou as the anpervising geologist recom-
3 | mend to management that a well be drilled in the southwest
4 c;uarter?
5 . n . T think wvhat T would have to do is probably '(
6 wait to see what the results of the ING location would be
. 7 | before we would go ahead and recormend the location. I
\f‘;': 8 | think we would want to see the results of that well. And to
o > 9 § gee 1f it would confirm the picture that we have here. I
g§§§ 10 § think if we had the plcture, if it did confirm the picture
; - §§§§ 1 | that we have here, or did not disprove the piéture which
% 7 gggﬁ 2 riye interﬁreted here, I would probably go ahead and recon-
} - ) v

o E’ Eéée B § mend that we approach Sol West, the leascholder of the south-

vl 5555 14 .
s < * east quarter. '
z, ) 15 0. In your opinion that would reguire addi~
¥ 1€ I tional pooling and such.

17 A Yes, it would. :
¥ : | ~ 18 MR. ATKINSON: We have no further questions
a; ‘ .' 19 ai; this time. | j

' 5 . 20 - MR. NUTTER: Are there any questions of the 1

el ’ 21 | witness? Mr. Carr? !

2

D) = cr'zos:.s EXAMINATION -
' | % | By MR. CARR:
ig % i o - Mr Aydinian, I would like to direct your
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attention to rxhibit ¥Nunber One.
L Yes.

o The yellow acreage in Section 33 yepresents

the Exxon lease, {5 that correct?

I That's correct.

o How long has Dxon had this property under
“lease?
A T think, let me sce. The next witness can

answer that better. T +hink it night be from the 1920's.

e ~ Tt's been & gubstantial period of time.

A 7+ has heen a substantial period of time,
yes.

0 Ané is this held by production?

A Yes, it is.

0 » Do you know where the producing well is

that's holding this lease?

A The producing wells, I believe, are norxrth
of the blat_here iy the Townsend Unit. Townsend Field.

Q 1ow I belleve you tegtified that you re-
commended to Yyoux maﬁagémentlfhat a well be dri;led in the

southwest quarter'of the northwest cquarter of Section 33.

A ‘ That's correct.
0. then was this recormendation made?
A, -We made the recommendation —- well, we

first approached our management in August that we would be
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N
1 .
interested in a well here and we had final approval in the
2 gsecond week of October.,
,3 Q Was this before or after you werce contacted
4 <
, by HNG? .
; : R 5
.o : N This was after we were contacted by HHG ‘ ' |
1 6 |
} that we got the final approval, to drill our well. |
7 . .
Q I believe you stated you were prepared to
T
7 PO 8 drill in the first quarter of 1980,
® A That's right,
A ofs: 10 : y | .  ens
‘ o § oA 0 When do you believe you will spud this
m :lﬁ D
. z5 of "
[ BN o) ; 05 well?
5 i TN - -
b : 3 12 .
[ﬁ ;§§:=_ E A I would, let's scee, I would think we'd
{ > g gk 13
f; Egég probably spud the well either in the month of January or : ;
ud »83 14 ‘
| the first part of February. It depends on rig avallabllity
" 15 :
Ao and, you know, it's the same problem everybody has. ;
16 . :
Q. And you will be filing a°C~101 with the
17
o Commission requesting permission to drill sometime -—- ;
“ 18 ’ :
A I assume that's a permit to drill? Yes,
> 19 ,
we will. K
. 20 |
’ 0 And you will dedicate the west half of the
21, s - ’ . 4
: section to that well?
2 :
L A Yes, we would.
™ n . L
!{.‘\) T Q I'd like to now nove to your Exhibit Number
i . pY ] : o ‘ _‘ _ : 4
g | ' : Three and just be sure I understand your testimony on that.
5o : 2 : ) '
: - ’- You used seismic data to determine the basic trend of the ———j——
’?& ~ e ES Yo

T S i
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formation was, is that correct?
a That's correct.
Q0 and based on selsmic alcne you certéinly
wouldn't be recommending that a weil be drilled.
A well, no, T wouldn't be. I think well con-

trol is the primarxy factor here that we're using.

0. And as it now stands on the southwest of
the dry hole that was drilled by HHG in 33, there really has

been no development and everything there is interpretive.

A To the southwest of HNG's -
0 DPry hole.
A okay. I would think that your wvell control

in the southeast quarter of Section 33, pbased on the HNG
Section 33 Nd. 1 Well and the Shoe Bar Ranch well drilled in
the south half of Section 34. Now, when we go west of there,
T would say that that is interpretive, with the exception
that the seismic line that we had across here indicated that
it was an anticlinal type of feature, but it is interpretive.

0 Now you indiéafe that to the southwest --
or I think now we can move to Exhibi§ Nuﬁber Four, actually,
which I think ja the basis of the testimony.

If we go -~ move On this plat southwest

from the dry hole in Section 33, wh#t do’you hase your deter-

mination on that you're encountering this thickness? Isn't

this all interpretive as you move from 10 to 20 feet to 30
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14

the north -- well, to the -- to the east of the dry hole and

HNG interpretation, and given the alternate interpretation

A I think it's an interpretation based on

the analysis from the data that I have.

0. ‘ What data?

A The well control data which is shown on
tﬁe map.

Q ) Okay, so thé well control data actually to

t§ the north of ¢the dgy hole is what you're using to base
your interpretation to the’south and west of the dry hole.

A Also the twé data points down to the south-
west of the dry hole.

Q Do you generally base your conclusions on
data on wells that are this far distant from the subject
area?

A It all depends on what I'm looking at
here. This particular case, and I think everybody will recog-
nize that it is. an interpretatiocn, I think that given a :choics
between drawing a zero contour, let's say in the position

where I have my 20-foot contour,. and which is similar to the

which I have of putting sand there, I would think that I
would have to give the nod to this interpretation here, be-

cause there is indications of sand to the southwest.

Q When were the wells down in the southwest

o g i

~t
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drilled in Sections 7 and 87
A I believe -~ Y don't have the exact dates.
They were scveral years -- 19706's, I think, the early part

of the 70's. They're about five years old.

Q Do you have any data on those wells that
would suggest that any well should have been drilled to the
north and east of those?

A, I've got to wonder why nobody has drilled
to the north and east of them. We have data to indicate that
they are very good weils.

Q. But that for some reason no one has in-
ferred from those production -~

MR. ATKINSON: I'm going to object. I
think that he's testified that he doean't have any idea of
why people haven’t, and unless Mr. Carr can demonstrate
there is some hookup witg Exxon, some great reason why Dxxon
has not drilled in that area, then I don't thihk it's very
relevant.

21) MR. CARR: I beiieve he's testified some
of his inferences: are based on two Ato?a wells on the south-
west corner of thig plgt, and I think that ba#ed on that,
we're certainly entitled to cross examine hiﬁ on what -- why
there has beep no development in that area if'these wells are

so good that you can infer from them.

MR. NUTTER: Weil, I -~ as far as my own

v

PR,

o e gy
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interpretation of the data so far, I'm not going to pay any
attention to those wells down there in the southwest, because
you've got a 58-foot and a 12-foot less than a mile apart

T

and I don't think they havs any bearing on this structure un

w2 - -5

here,

MR. CARR: Thank you, Mr. Nutter.

Q I believe on your plat, and correct me if
this is wrong, on your plat there is a well in Section 28 in
the northeast quarter in the Edison Lease, I bélieve‘you
said there were 6.feet of net péy»in that well.

A B I didn't state that. I think your map
shows that there is 6 feet but we do not have a log and I
have not personally examined the well, and I don't really
know what is in that,

Q. Would that 6 feét support your conclusion?

A I wouldn't say th;at it supported my conclu-

sion, either. 1I'd have to take a look at it before I could

make that inference.

c ‘Didn't you in fact indicate that there were

28 feet of pay in that well?

A "No, I di,dn't. That's deception, if I'm not

" mistaken.

o All right. All right.

A . '28. Oh, I think I see what you're saying.

Q Based on your contour lines.

o
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LR Okay, now before -~ 1 had not gotten the
information., Not knowing the information I would have in-
ferred that that would have had about 28 or 22 feect of net
pay in it; however, given the fact that there is an indication
that it might be less than that, the contours could be altered
to accommodate that data and I do not think serious;y impair
this particular interpretation.

‘ Q Now you're interpreting what we have here
as a braided stream.

3.  -That's correct.

Q. If you're dealing with a braided stream
would you be more likely to anticipate wells being drilled
along the strqhm bed and having‘commercial producers following
a trend than Qou would 1f you were dealing with a bar point
type formation?

A Weil now what do you mean by a trend?

Would you explain that?

0 ﬁeil, let me ask you this: Does a braided
stream sort of a deposit, a braided stream, does that tend
to result in isolated pods of sand, as you have indicaté&
you believe a pO%nt bar deposit -~

A I would say no.

Q Isn’t it possible from just where we have

producing wells in this area that we have an isolated pod

B

of sand in Section 34 and 3; that you have another one in
o
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Page
the south'half of 28, the north half of 33} and perhaps
anotﬁer in 21? 1Isn't that a possible interpretation of those

A, It's as possible as having a shale -a depos
of shale, too.

) Mr. Aydenjian, if a well was drilled in the
west half of this section dedicated to it -~ let me strike

that. 1In your opinion are there ahy reserves under the north

east quarter of Section 33?

A The northeast quarter of Section 33? Yes,

I'd say there were.
0 If a well was drilled in the west half of
Section 33 and the west half was dedicatéed to it, do you be-

iieve it would drain the northeast quarter of that section?

A, .. . Of Section 33?
Q Yes,
A Depending on how extensive the reservoir

<

was in there, I would say that it would.

Q Do you know of any way for HNG to produce
those reserves other than drilling another well in that

gquarter section?

A They could possibly produce the reserves

2

v

b A b

from the well in the south half of Section 28.

o . Would they -- but would the interest owners
because of their interest ownership in the northeast quarter

of Sectibn 33 derive any benefit from those?

;‘
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A, : No, I would say they wouldn't bécause you
have different interest owners in the northeast quarter than
you have in -- northeast quarter of Section 3 than you have
in Section 28,

0 Do you believe that it would be prudent to
drill anothér'well in: the noftheast gquarter of Section‘33?

A My receémmendation, if I were working for

look at, if ¥ had my interpretation here and I were recom-
mending it to HNG manaqement, I would recommend the drilling
of another well in the western half of Section 33. I would
drill it either in the northeast quarter, let's say the
northwest quarter of the northeast quarter, or probably more
preferable, I would drill it in the southeast quarter of

Section 33.

Q You would recommend drilling a well in the
goutheast quarter?

A Of Section 33, that's correct.

Qo Now if you drilled a well offsetting in
the northeast. quarter of Section 33, wouldn't you be drilling

in close proxiﬁity to the well in the south half of 28?

Of necessity?
A You would want to drill this again whére?

*

What part of the northeast quarter?

Q I believe you sﬁgqested you would recommend

v
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drilling in the, and correct me if this is wrong, in the
northwest of the northeast;_ Did you say that?

A Yeah, I probably ~- I would, that's what
I said and that's where I'd recommend drilling.

0. Would you derive ag effective a drainage

pattern from a well located there as from the proposed loca-

tion?

A I think that You would probably get as much
interference from that well across the lease line in Section

28 in that northwest quarter of the northeast quarter of

Section 33 ag you would from the well which you have proposed]
in the northeast quarter of the northwest quarter of Section
33..

0 So you believe, in fact, the well in Sec~-

tion 28 ig draining the acreage in the northeast quarter of

the northwest quarter, is that correct?

A I don't believe that: it ig. I don't know

if it is. I believe that it could be draining ‘the acreage

in the north half of Section 33, and I think the engineer

testified to that fact, too.

Q@ - Then conversely, a well drilled at the
proposédvlocation would drain acreage in Section 28, is that

2

not correct?

A I think that's possible,

Q So part of the production in that well woulfi
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in fact come from Section 28,

A I think it's possible. I don't know that

it would. There are a lot of things that we just don't know.

‘ Q. All right. I belleve you said your recom-
mendation to management was to drill -~ maybe you'd better
tell me where you xec§mmended that the wall be drilled in th%
west half.

A Okay, we recommended and we have tenta-
tive approval to drill ~~ I shouldn't say tentative. We
have recommended a tentative location and have approval to
drill 1980 feet from the north line and 660 feet from the
west line.

Q And you felt there you were high on the
structure and you also what, there were two reasons. ‘

A Okay. Well, let me put it this way, I
think will be explain it. You can be high on the structure
and have a minimum of net pay or YOu can be all the way down
on the flanks of the structure and have a maximum‘net pay.
What:;htry to do is optimize that to be as high on the struc-
ture‘;s posgible without adverscly giving away an adverse
amount of net pay section, becauéé it appears that Eﬁe net
pay might have ;n4inf1uence on the rate of production. 8o
tiils pafticular location, I think is the best location in the

fact that it would optimize the position on structure and at

the same time give you a respectable amount of net pay.




(608) ¢71-2402

ew Mexico 87301

CERTIFIED SHORTHAND REPORTER
Santa Fe, N

SALLY WALTON BOYD .
$034Plazs Blanca

10

1

12

13

14

15

16

17

18

19

21

24

£

N

Page

*
P

0, flouldn't you be able to drill a well basged
on your contours here in the southwest quarter that would be
a similar position in terms of structure and net pay?

A - Yec, you could possibly drill a well in the
southwest quarter but I have a preference between drilling
there and drilling where.we have recommended and I prefer
and have recpmmended that we drill in the northwest quarter.

I think that's optimal, given a cholce between the two. It's

t

purely an' opinion.
Q. iooking at your Isopach, Qouldn't you in
fact have more net pay in the'southwest quarter? |
A Where would you specifically point to?
o Well, aren't there locations, standard

locations in ¢he southwest quarter where you could obtain

more feet of net pay? I would say 1980 --

A Okay, what would you definz as your unit
that you would say is a standard location, you mean ~~

0. In the west half; in the west half, that's

what we're talking about.

A Okay, you have one location. Let's say

you've got four possible locations.
Q Right.
A Ckay. The location in the southeast

gquarter of the northwest quarter you have less net pay.

Throw that one bug.

p)
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S 1 The location in the northeast quarter of
2 the southwest quarter you have the same amount of net pay,
31 so it's equal, and I think I 1like the one in the northwest
4 § quarter, given the choice between the two. ¢
5 Finally, you have a location in the north-
8 west quarter cf the southeast guarter and you are on a low -~
| 71 you would get more net pay but you are on a lower position
_ S , 8 structurally.
9  MR. CARR: I have nothing further on
28 R
,.g_;: Ccross. § :
i 2g:s | -
S5 gég% L MR, NUTTER: Do you have any redirect, Mr.
P g sx ‘
x D ';'EEE 12§ Atkinson? P
3 ag i Q
£ % = > : jh 13 o ‘ . . oy ‘
? " jgn.' _ MR. ATKINSON: No, we don‘t. Thank you. ;
P .
e -] : '
o o3 " MR. NUTTER: Does anyone have any questionsj
R 5§ The witness may be excused.
. ",'_’; ‘ N . .i
PO : 16 ~ MR. ATKINSON: We'll call our next witness, ]
L ' 5 j 7 1 please.
B , - 18
- " | J. K. LYTLE
g : 2 being called as a witness and having been duly sworn upon his
L ' ' 2 oath, testified as follows, to~wit:
2
S
- | = B DIRECT EXAMINATION
Ly A
1 24 > - : "
3 ; ‘ BY MR. ATKINSON: . ] ‘
% : ; _ o
d Q - Could you please state your name?
'.’é i g, 5 »
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Page . 338__ :

A My name is J. XK. Lyfle.

O And where do you reside, Mr. Lytle?

A In Midland, Texas.

Q And by whom are you employed?

ﬂ Exxon Company, U.S.A.

0 And how long have you been employed by
Exxon?

A Aﬁout’thirty~one years.

0 And w%ét is your capacity with Exxon?

Af I'm an engineey inathe production depart-
mentj

1 And have you previously testified before

the Commission and had your qualifiéations accepted as a

matter of record?
| A Yes, I have.
MR. ATKINSON: Are the witness' qualifi-
cations accepted? , ;
MR. NUTTER: Yes, they are.

Q Mr. Lytle, are you familiar with the sec-

A Yes, sir.

a0 and have you performed any studies‘ér made
a study of the area?
A Yes, I have.

Q And have you arrived at any récommendations
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based on the information you have viewed?

A Well, I have studiéfl fhe compleﬁion and
performance of the wells in the area, looked at scout tickets,]
reviewed the interpretation by our 'geologist} and would you
be more specific in asking about a recommendation?

0. All right. As to -~- well, you've told_\ us
the information you've relied upon, and forming the opinions
that you have. Have you made any studies as to volumes of
hydrocarbons beneath the north half 6f Section 337

A Yes, I have made a volumetric calculation
of the hydrocarbons whicﬁ I believe would be recoverable
under the north half of Section 33.

o and have you broken down that analysis into
a northeast quarter and northwest quarter of Section 33?7

A Yes The calculation indicated that the
recoverable reserve under the northeast quarter would be
1.5 Bef of gas plué a small amount of liquids, condensate,
and under the northwest quarter of Section 33 1.8 Bcf of gas.

s

Plus ligquids.

o ~ And are you talking about recoverable re-

serves? . | i
A Yes, that's using an 80 percent recovery

factor of the gas in place,

0 Now, we 'krga taking about 1.8 Bcf in the

i northwest gquarter and 1.5 in the hortheast quarter. Havg

LR IR

;}«;gA-,ivn%‘,.: £

o




P #'V —

. T,

R 13
S )
ot
-

you calculated what the difference i3 between those two

2 figures?

3 A The difference would be 300 million cubic

4 feet of gas.

5 Q And which of Exxon or NG would own more

6 of this gas?

7 A Well, Exxon would be contributing the addi-

8 tional 300 mxllxon cublc feet to the proposed unit.

9 0 " Now in your caoacity as a production
g%g"g  1° ataff engineer, have you become aware or have you had occa~
_ %géi , " sion to deal with current market prices for nevw gas?
£ :;;ggi 2z A. The market pric-:e for new gas for a well
g‘é ég 3 drilled here would be slightly in excess of $2.00 per Mcf.
_‘”35 1 o And that‘s an approximate figure, I take
it?
A Yes.
Qo Now, applying that $2.00 per Mcf figure

to the 300 million foot difference, what sort of dollar

difference does that make?

A YE)\: come up with a daifference of $600,000.
' Q‘ " Now in the event that the north half were
pé'oled and that a we‘ll were arilled in the _north’eaét guarter
of’ the northwest quarter as proposed by HNG, andv in the

event that the hydrocarbons were split equally between —

that the hydrocarbons produced were split equally between

b ST B L B e . . )
: . N S P y . e ‘A e e
. : Ha0 g, ” e e R R
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gxxon and NG, do you
2
3 A No,
4 because
5 ‘ :
and therefore more value
-]
7 to the detriment‘of Exyon.
8 0. okay.
9 .
to what a reasonable rigk factor would ke
10
heard testimony
1
. risk factor.
12
a reasonable risk factoxr?
13
A T don
14

well drilled

be very close to

witness?

‘very prief ones.

would be an equitable distribution of hydrocarbons?
of the Exxon quarter would be

wvell, the inequity would be in the neighborhood of

that 200 percent was probably

po you have an opinion as to whether that is

1 think it would be way too high

be that if this forced

in the location that HNG proposes;

MR. ‘ATKINSON:.

Nw_,,,,v;_,,JJJ,,_

+his

have an opinion as to whether

1 believe it would be inequitable

contributing more gas
and with only 50 percent of the

£290,000

Now you heard earlier testimony as
and I pelieve you

a reasonable

14+ think that would be reasonable.

and ny recommendation would

pooling proposal is approved and a ‘; )

which would

i

an existing producer,'that a much more ; g

reasonable penalty would be no greater than 50 percent.

tle have no further questions.

MR. NUTTER: questions of the f i

Any further

ha%e just a couplé of

MR. CARR: Yeah, I
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CROSS EXAMINATION

- BY MR. CARR:

0. Mr, Lytle, are yvou familiar with the well
that HNG has completed in Section 28 immediately north of
the unit we're now talking about?

A To the extent that I know when it was
completed and the initial potential aund the producing rate.

.0 - If a well is not drilled in the next six

N -

months in Section 33, do you believe that acreage would be

drained?
| A, Which acreage?
o The acreage‘in’33, being the north‘half
of 337
A Yes. If there's no well drilled to offset

the well in Section 28 somewhere in Section 33, well, then
the drainage area for Section 28, as close as it‘is to Secﬂv
tion 33, I think would have to include.some portion of Sec~
tion 33.

o If a well is drilled at HNG's proposed

location in the north half, do you believe that that would

drain part of the'acreage in Section -- in the south half

of Section 282
A If awell is drilled in Section 33 at the

location which HNG is proposing?

Q Uh-huh.

N
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A I suppose that part of its drainage area

2 | could come from Section 28. I think, however, that predo-

3 ¢ minately it would come from Section 33.

4 0. As to any production that would come from e
5 Section 28, would Exxon be entitled to 50 percent of the

6 | proceeds from that production?

; . 7 A, If the éroposed unit is formed Exxon will
g ' 8 get its share of the well's production, and beyond that, I
e 1: 9 can't say where it would come from,
gg%g 10 0 If a west half unit is created and a well ,
ggéé 1 | @rilled by Exxon in the northwest quarter, and then HNG has
’ :) §§§§ 12 to protect its rights and drill a well in the northeast
! ggég 13 quarter of 33, do you believe all those wells are necessary
4 vwys !

" to produce actually the hydrocarbons that are under the
16 north half of that section? Or would the two wells, your

16 well that you're proposing in the west half and the well in

17

28 actually eventually produce the reserves?

18 A Well, I believe that based on our inter-

b pretation that the two wells in Section 33 would he 'neces-

= sary to produce the hydrocarbons under Section 33, or the

aiq equivaient amount,
z 0 Based on your understanding of the area, =
C; 23 absent the dz"/i;lling of ab well in the northeast quarter of
i “ 33, assuming ybﬁ arill in the northweét ‘quarter,A do you be-~
2 : 3

lieve that well would be necessary or there would be hydro- - :

93
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carbons that would be left in the ground? Xs that your

testimony?

A, I don't understand that question. Would
you rephrase it?

Q I'11 try. If a well is drilled by Exxon
in the northwest quarter and no other well is drilled in
Section 33,‘do you believe that hydrocarbons would be»left
in the ground that could be recoveréd by the drillingJOf a

well in the northeast quarter?
A Yes,

MR. CARR: I have nothing further on )

cross.

MR. NUTTER: Are there any questions of

MR. ATAKINSON: I do have just one question

on redirect.

PpY

MR, NUTTER: Go ahead.

REDIRECT EXAMINATION

BY MR. ATKINSON:
Q As to the hydrocarbons that would be left

;

in the ground if there were a well drilled in the northeast

quarter of the northwest gquarter -- I'm sorry, if the well

was dfilled in Exxon's proposed location as compared with

the’location3piﬁpose@wby HNG, are Ehose’hydrocarbons pre-
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dominantly in the nortliecast quarter of Section 33 that would

be left in the ground?

A. I'd think the chances of it would be --

would be there.

Q That would be HNG's property, then.
A Yes,
MR. ATKINSON: That's all we have.
MR. NUTTER: Are there any further questionp?

The witness may be excused.

Did you have any further direct testimony,
Mr. Atkinson?

MR. ATKINSON: No, sir, we sure don't,

MR. NUTTER: Mr. Carr, I wanted to ask one
of your witnesses, X don't know which one to direct it to,
about this»No. 33-1. Ha? it made any gas and what the com-~
pletion attempts were in the Atoka.

MR. CARR: Mr. Cherryhomes can testify to
that.

MR. CHERRYHOMES: Yes, sir, we perforatod
the Atoka, 3 feet of Atoka pay, and it -~ for one day it madé
150 Mcf of gas. Based on this informé£ion we fracd the well
and lost all production. We produced no gas after the frac.

It locks like it's on the edge of theg;eservdir;

MR. NUTTER: Thank you.

So that completes both of;your direct casej
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right?

MR, CARR: Yes, sir.
s ‘ MR. NUTTER: Okay, at this time we'll call

4 for -~ does anyone have anything they wish to offer in the

[ 44

case, any further testimony?

6 We'll call for statements at this time
and Mr. Carr as applicant, you may go last, if you wish.

S ¢ ‘ © MR, ATKINSON: If I coﬁld, I'd like to

N move to introduce Exxon's Exhibits One through Four., I

%23 guess I'¢ better do that.

I

MR. NUTTER: Exxon's Exhibits One through

Ca (b5

Four will be admitted in evidence.

U
Y WALTON 207D

MR. ATKINSON: I think it's very clear to

g
CEATIFIED SMORYNAND @
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you, Mr. Nutter, that this boils dowvn to some kind of
shouting match betwéen the Exxon and HNG geologists as to
how the limited data should be construed.

I think that under either interpretation
it is clear that Exxon is being treatedkinequitably if the
T,north/half is pooled.

Now thore are two cases we can go with.
One 13 the case proposed by HNG. HQG'S'own engineers have
adritted that ~-- own engineer has admitted that there is
approximately 1.9 Bcf under theiﬁ,i@terpretétion contained
in the northwest‘quarter’of Section 33 and .9 in the northf

east quarter of Section 33. Now that's a difference ofxl BCF.

2
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: That clearly is a very suvbstantial inequity, which is accrued

to Exxon because of that is going to be going to HNG under

¢

e

any kind of forced pooling arrangement. ‘ o

4 Now, UNG has suggested that maybe that's

L3

okay; maybe 1it's all right because the south half of Secctilon

<

28 is going to be drained and that's HNG property and Exxon
/ - gets half of that so that makes all just fine.
< e 81‘ But the problem is, they have not had

Y ! any testimony quantitatively whatsoever by their own people

4A7T

0 about how much of the socuth half of Section 28 is going to

-2
sT8Q1

2 GYD

1
-

1 actually contribute to any production from the northeast

12

Neovw Mexicen

guarter of the northwest quarter. They have made some .

13 qualitative baldfaced statement about, well, it may drain

A

CERTIFIED SHORTHAND Wi MCRTER
Santa Fe,

E020 Py Blancy (L 66% <7
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a
! part of Section 28, and might, but they sure have not .

15 , :
shown that it's going to contribute an additional Bcf to

16 Exxon, to Exxon's share in that, and even if it did, that's

irrelevant.

18 ; \
; ‘ Now, the other, the alternative interpre-

19 5% L |
- i 7tatlon, Exxon's interpretation, clearly shows by our testi-

t

o 20 N .. . : ’
-+ mony that there is an additional 300 million cubic foot
2 u ' , 5
difference in the northwest and the northeast and that '
22 '
position is not quite as inequitable to Exxon as the HNG's
23

engineer's testimony’indicatés that it could be; neverthe-

24 o ' o : . ,
less, we're talking about $600,000. We're talking about

half of ‘that going to HNG which should rightfully belong
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to Bxxon; that's $300,000, and I gubmit that in either
event Exxon's correlative rights are not being protected
py force pooling the norxrth half.

Now there's something else that -~ almost
an equitabie matter, I would ask the commission to consi~
der and that is Exxon has a lease in the west half of Sec-
tion 33. Adnittedly it has not been drilled put this area
is just now being developed by anyone in the last four Or

g£ive years, as you're aware from your yecords of the area.

2462

Tew Muxice 07501

AS a consequence, I don't think it has any bearing on the

“n
LR

fact whatsoever that Exxon hasn't done anything since the

1920's on this section. They intend to and they have plans

o
> %
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for and they are conmitted ro drill on the west half of

Santa Fe, B

SA

section 33 within a six month time period that {18G has

prgposed for its own drilling plan.

Mow HNG has 1§ready gotten into a ﬁhit
agreement with Sol West. 1 don't know why they did that
in view of the fact that their engineer testified there
is nothing down there. 1I'm not su£¢ why they woﬁld'ﬁhink
t+hat was such ayfavofﬁble situation for HNG to be in, but

21 they aid it nonetheless. T youldvsubmit that the status
2 quo is that the east half of Section 33 ig in a unit,
23-{ is in. & unitized wit hetween Sol West and @NG and that's

24 all hunky dory. 7 wonuld subnit that the west half is

2 owned by BLrxon and Fxxon is planning to develdp it and -

;
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I see no reason why Exxon should be put in the position

N

that in the southwest quarter that is strung out all by ;
3 itseif down there, would put Exxon in the position of

4 having to go, having to approach Sol West about.: maybe some
5 | sort of pooling agreement between the two of them or put

® | Exxon in the situation where Sol West becomes -- comes :

o 7 § before this Commission in a year or in two vears and says,
8 . well, I'm going to force pool Exxon's southwest quarter.

° | Now if that's not inequity, I don't know what is. It's

o
“

gg%é 10 : inequity twice over, and for that raason we subrhit that {
gégé 1 ! Exxon's correlative rights are not being protected and )
§§§§ 2 ﬁ submit that nothing proposed by HNG is going to prevent ,‘
::;gé% 13 |1 the drilling of unnecessary wells, and I see no evidence f
“8E f |I demonstrating tha_; this is going to prevent waste. ;i
A " MR. NUTTER: Thank you. Mr. Carr? f
‘, il y
., | MR. CARR: Mr. Nutter, we submit that |

!
i
v I a careful review of the evidence will show that’ when we look

g | ,. ‘
8 at the Atoka' formation in this area and you attempt to drill

19 ' :
- commercial well, you need to drill as far north in Section
20
¢ 33 as you possibly can. :
21 . o : : :
| "Another thing you have to consider is an i
‘22 ’ o ~ C
- effective drainage pattern for the acreage involved, and to !
23 o i
do so you have to move away as far as you can from the well
24 . , ' : s
drilled in Section 28, and for that reascn HNG has proposed . y
T‘ i
25 ,

drilling a weéll at the location they a:r:ej'-proposing to you
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1 in this application. J‘
2 \ Now we submit the characteristics of the ‘I
i

3 | Atoka in this area, when the avidence is reviewed, really ' T,

4 | ghow that neither party has 160 productive acres in the i

% i north half of Section 33. Now we admit that there's nothing

6 ; wrong with Exxon holding a lease for thirty years but we

i
7 i - would also point out that their response and their determined

8 decision to do something was in response to the plan of HNG.
oy Now we've heard a lot of talk about vwhat
g‘gﬁf 10 1 are the equities but when we look at those I think it's im~
O e &
I i ,
55:‘3% n ; portant to remember that Exxon, if the application is granted),
e g ; *f
é%g’;" 12 will be entitled to half of the production from the northwest
; % o
[ -1 H /
§E§§ 3 i quarter, to half the production from the northeast quarter,
< sd
nyYe
TP ¥ | and to half whatever is produced from the acreage underneath
1 } the south half of Section 28. This is not a situation where f-

6 &  and the application isn't the kind of an application where
W you are called upon to try and determine ‘the number of pro-

18 ductive acres and then devise some sort of a formula, and I

¥ ! submit that we have drifted away from raeally the point of ig’ - ‘ 5

20 . the whole hearing, and I think it's essential, therefore, : ' -

21 1 just in closing to bring this thing back into focus and look
‘ A ,
i

2 at the statute under which this application is bro‘ugh&t_;_.
’ z i It's Section 72-17, sub-paragraph C, and i
24 i v
|

the relevant ser‘xt;encé reads: "Where such owner, or owners,

® _ have not "avg‘reed to pdbi their int'ier.esit", that's what we

e
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ave here, "and where one such S8eparate owners, or owners,

who hasg the right to drill has drilled or proposes to drill

a well on the unit," that's wh

at we have here at BNG's pro-

4 posal,

"to a common Source of supplyV tha Atoka, "the Division

to avoid the drilling of unnecessary wells,” and we submit

the record clearly shows two wells in the north half of 33

are not warrented, "the division,

to avoid the drilling of

8 unnecesgsary wells,

or to protect correlative rights, or to

9 prevent waste,

shall pool all or any part of such lands, !

Shall.

S Once vyou comply with these‘reqdisites,

we ]
f
submit that it isn'¢ discretionary,

that it isn'¢ something ”

‘in which the Commission is askeq to weigh all the equitxes, ?

but once the three conditions are met, You are entitled to

an order.

HNG stands before you having met all these re- i

i

quirenents,

We gubmit we are entitled to the order’ and we

ask that the application be granted.

MR, NUTTER: fhank you, Mr. Carr.

“ing further in this case ,
Number 67097 ‘

I
b

Is there anything £y ;V -

We 11 take the. case under advisement and

ll
|
the hearing is adjourned » ‘ | ' &

-

(Hearing concluded.)
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August 16, ,\979 T L S o
Exxon Company U S.A. el : S
Po 0, Box 1600 . ‘:‘- . v ek Lt ; , _, ‘f“.,' N
- Midland, Texas 79702 SR T R R ARCURLEA P
,Attn:_ }ee B. Thomas o ‘ LT

RE_: Proposed Joint Venture TR
- . South Shoebar Field Area - > R R
; Lea County, New Mexico .- = .7

§

R-35-—E, Lea’ County, New Hexico. co;:ding to ;our records Exxon Company
U.S.A. is the’ ‘owner’ of an o:ll and gas lease covering*- among other landa,
the I‘WM of__ said Section 33.

P PLEN

HNG 011 Company proposes the formation of " a 320 acre“workingfinterest f
unit compr:lsed of the N/2 of said Section 33 _for the drillvino of a 13, 000
foot Morrow test well to be located 1980' FWL and 660' FN'L of Section 33

: ter;ast owner “of ia’ 11eu thereof. farmout your interest to the unit reserving'
~.a 1/16th of 8/8ths_ overriding royalty" convertible toa 507; working 1nterest
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| DRILLING AFE »c‘im et ' SENO .
0 . . . i HNG W I _
-1 WILDCAT 1);‘ DVVE} OPME NT [J INJECTION
[J_JJ DRILLING !X DRILLING 8 DRILLING AFEAMOUNT _ . . o
.J COMPLETION ¥ COMPLETION - -J COMPLETION
{3 RE-ENTARY (J RE-ENTRY (J RE-ENTRY HNGEST. COST. e
. o AFEDATE ..o ._.__._
LEASE & T DERTH T = LT
WELL NO. New Mexico State "33 Com‘ #2 ~ ] & FORM 13,000 Moryxow |
| LOCATION ~ 1980' FWL & 660' FNL, Sec. 33, T16S, R35E
COUNTY 5
_&STATE  _Lea County, New Mexico FEwo ]
. SPUD
 OPERATOR  1NG 0il Company ) DATE L
B INTANGIBLE WELL COST
CODE DESCRIPTION DRILLING COMPLETION TOTAL
5501 | Access, Localion & Roads 40,000 40,000
5602 | Rig Move — 65,000 65,000 |
- 5503 | Footage Cnst
5504 | Day Work Cost 45 days @ 46.50 | 209,250 | 209,250
6505 | Bils & Reamers . 31,500 31,500
5506 | Fuel 27,000 ,200 31,200
5507 | Walter @ _ 4,000 4,000
5508 { Mud & Chemicals 40,000 5,000 45,000
5509 | Cemenlting & Service 25,000 9,000 34,000
5510 | Coring
5511 { Surveying & Testing 35,000 35,000
55121 Mud Logging 14,800 14,800
5513 | Perlorating 7,000 7,000
5514 { Stimulalion 20,000 20,000
5515 | Transporlation 6,000 6,000 12,000
5516-] Drilling Overhead & Supervision 6,750 1,050. - 7,800
5517 | Equipment Renlal , 22,500 12,500 35,000
5518 | Completion Rig 7 days @ 46.50 32,550 32,550
5519 | Other Drilling Expense 25,000 25,000
5522 | Directional Drilling
Contingencies (10% of intangible) 55,180 9,730 64,910
TOTAL INTANGIBLES 606,980 107,030 714,010
TANGIBLE WELL COST
5101 40 'Of 20 " Conductor Casing " 1,750 1,750
5102 450 'Of 13-3/8'Surface Casing 7,650 7,650
5103 4900 'Ol 9-5/8 '"Intermediate Casing 87,175 87,175
5103 ' Of " Inlermediale Casing i
5103 ‘Of, . . "intermediate Casing
5104 13000 ' Of 7% " production Casing 93,250 93,250
| 5104 ' OIJ */ % “Tie-Back Casing T
5105 11500 'Of 2~7/8 "Tubing 48,550 48,550
5105 'Ol "Tubing
5119 | Liner Equipment ‘ - _
"5106 | Weli Head Equipment 15,000 25,000 40,000 ]
| 5107 | Tanks : . 8,000 8,000
5108 | Flowlines 500 500
5109 | Valves & Fillings 2,000 2,000
| 5110 | Rods ) M
8111 | Pumping Equipment-Surface =~
5112 | Produclion Equipment-Subsurface peonr BY AMIKER BRI TER,
5113 | Engines & Motors EFVME, L : ]
| oIl CONSERVATION DIVISTON ™
- (Continued on back of AFE) e O R ] )
HNG OIL do VAL .o ’
Date | By Date | By _JLCASE NO. ¥ -pate-1TBYy Date
., . ]
JOINT OPERATOR APPROVAL
By Title Date
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TANGIBLE WELL COST (Continued) j
| oRUNG | complémon | TotAL ]
15114 Heater-Treater & Separators - e | 20,000 {20,000 |
i 15115] Other Equipment _ e e L
{ 5116] Buildings . . e - SN R —
1 5117} Melering Equipment : 500 ) 500
5118] Non-Conlrollable Equipment . . . ]
5$120| Supervision :
5121| Construclion Cost 3,000 3,000
Contingencies (10% of Tangible) 11.158 20,080 31,238
Total Tangibles 122,733 220,880 343,613 ;
Total Well Cost 726,713 327,910 1,057,623 i
o o '
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EXXON COMPANY, USA I

POST OFFICE BOX 1600 « MIDLAND, TEXAS 79702 « (315) 684-4411 !

September 25, 1979

Re: Proposed .
JING New Mexico State "33" Com 2
1980' WL and 660' FNL
Section 33~16S-35E
Iea County, New Mexico

HNG 0Oil Company
P. 0. Box 2267
Midland, TX 79702

Attn: Mr. Raymond Parker
Manager of Lands

Gentlemen:

Your proposal regarding the above captioned well as contained in your letter of
August 16, 1979, has been considered. It is the purpose of this letter to advise
you that we do not desire to either join or farmout in accordance with your request
at this time.

Yo '3 very truly,

Marvin L, Wigley, St:;lrvi or
TAND~UNITIZATION
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! COPAS - 1974

* gctcmr‘nem;odpby the

. oungil  © ctroleum

Krafib{ll 601, 1uisa 74100 Accountants Socictics of
. North America

EXHIBIT oon
" Attached to and made a part of ... .,

A iy

s SR REIR
ACCOUNTING PROCEDURE! (i FRVATION DIVISION

: JOINT OPERATIONS -Hd___ Xt no,
! | CASE NO, !aVOQ

I. GENERAL PROVISIONS .

.

1. Definitions
“Joint Property” shall mican the real and personal property subject to the agreement to which this Accounting
Procedurc is attachea.
“Joint Operalions’ shall mean all operations necessary or proper for the development, operation, protection and
mainienance of the Joint Property.
“Joint Account” shall mean the account showing the charges patd and credits received in the conduct of the Joint ‘
Opcrations and which are to be shared by the Parlies. -
“Operator” shall mean the party designated to conduct the Joint Operatjons.

“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 employed on the Joint Property in a field operat-
ing capacity. ;

“Technical Employees” shall mean those employees having special and specific engineering, geological or other
professional skills, and whose primary function in Joint Operations is the hardling of specific opelatmg condi-

{ions and problems for the benefit of the Joint Property.
“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operalor's employees,

“Material” shall mean personal property, equipment or supplies 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 Manual
as most recently recommended by the Council of Petroleum Accouniants Societies of North America.

-

2, Statement and Billings
Operator shall bill Non-Operators on or before the last day of cach month for their proportionate share of the
Joint Account for the preceding month. Such bills will be accompanied by stalements 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 ilems of Controllable Material and unusual charges and credits shall be sep-

arately identified and fully described in detail.

3. Advances and Payments by Non-Operators
Unless otherwise provided for in’the agreement, the Operator may require the Non-Operators {o advance their
share of estimated cash outlay for the succeeding month's operation. Operator shall adjust each monthly billing
to reflect advances received from the Non-Operators.

Each Non-Operator shali 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 {welve percent (12%) per
annuim or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus atlorney’s fees, court costs, and other costs in connechon with
the collection of unpald amounts.

! \

‘ 4, 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, 41l bills and statements rendered to Non-Operators by Operator - during any
calendar year shall conclusively be presumed {o 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 adjusiment. No adjustment favorable to Operator shall
be made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent
adjustments resulting from a physical inveniory of Controllable Material as provided for in Section V.

T T bt A it s WO s K By s b RN
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5. Audits E
A. Non-Operator, upon nolice in writing to Operator and all other Non- Opcralors shall have the nght to audn Ope-
rator’s accounts and records relating 1o the Joint Accotnt for any calendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the makmg of ‘an audit shall not ‘extend the
time for the taking of written exception to and the adjustments ‘3f accounts as. nrovided for in Paragraph 4 of this
Section L Where there are two or more*Non-QOperators, the Non- Operalors shall make every reasonable effort to
condu¢t joint or simultaneous audits in a manner which will result in a minimum of inconvenience to the Opera-
tor. éperator shall bear no portion of the Non-Operalors' audit cost incurred under this paragraph unless agreed

to by the Operator.

6. Approval by Non-Opecrators ]
Where an approval or other agreemmt of the Partxes or Non-=Opéralors is expressly xequu-ed under other sec-
tions of this Accounting Procedurg and if the agreement to which this Accounting Pr ocedure is attached contains
. no confrary provisions-in regard thereto, Operator: shall notify all Non-Opcrators of the Operatlor's proposal, and
the agreément or approval of a majorily in interest of the Non-Operators shall be controlling on all Non~0pera-

tors,

~

-

—1—




) II. DIRECT CHARGES

Operalor shall charge the Joint Account with the following items:

1. Rentals and Royalties
Lease rentals and royalties paid by Operator for the Joint Operations.

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 ficld.
(3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are
excluded from the Overhead rates.

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
employees whose salaries and wages arve chargeable to the Joint Account under Paragraph 2A of this Section
II. Such costs 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 II. If percentage assessment is used, the rate shall be based on the Operator's cost experience.

. 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 this Sec-
tion I1.

D. Pérsonal Expenses of those employces whose salaries and wages are chargeable to the Joint Account under

Paragraph 2A of this Section IL

ot SR B RS s Y
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3. Employce Benefits

=T Operator’s current costs of estab]ishéd plans for employees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nalure, applicable to Operator’s labor
cost chargeable {0 the Joint Account under Paragraphs 2A and 2B of this Seclion II shall be Qperatfor’s actual

cost not o exceed twenty per cent (20%).-

& 4. Material
g = - Material ‘purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only :

T : such Material shall be purchased for or transferred to the Joint Property as may be required for immediate use B
’ el : and is reasonably practical and consistent with efﬁcmnt and economical operations, The accumulation of sur-

— plus stocks shall be avoided..

- oo 5. Transportation .
b TR TU Transportation of employees and Material necessary for the Jomt Gperations but sub]ect to the following limita- { .
gs‘ ‘ o tions: ;
§ A. If Material is moved to the Joint Properly from the Operalor’s warehouse or other properties, no charge shall :
'S o be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store,

- ‘ recognized barge terminal, or railway receiving point where like matena] is normally available, unless agreed

to by the Parties.
L B. If suiplus Material is moved to Operator’s warehouse or other storage point, no charge shall be:made to ihe ?
Joint Account for a distance greater than the distance to the nearest reliable supply store, recognized barge P
terminal, or railway receiving point unless agreed {o by the Parties. No charge shall be made to the Joint Ac- ,
count for moving Material to other properties belonging to Operalor, unless agreed to by the Parties. :
e - _ C. In the application of Subparagraphs A and B above, there shall be no equalizalion of actual gross trucking cost
o _— of $200 or less excluding accessorial charges.

v

o 6. Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by
I Paragraph 9 of Section IT and Paragraph 1. ii of Section 1II. - The cost of professional consultant services and con-
£ : tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from ihe
Overhead rates. The cost of professional consultant services or contract services of ieclinical personnel not di-
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 Funushed by Operaior

o A. Operator shall charge the Joint Account for use of Operator owned equipment and’ facnlmes al rates com-
o mensurate with costs of ownershlp and operation. Stich rates shall include costs of maintenance, repairs, other

- operating expense, insuraiice, laxes, depreciation, and interest on investment not to exceed eight per cent (8%)

o per annum, Such’ rates shall not exceed average commerc131 rates currently pxeva:]mg in the immediate area’

i i . of the Joint Property.
In iieu of charges in Paragraph 7A above, Operator may elect to use dverage commerczal rates prevailing in ) :
" the immediate area of the Joint Property less 20¢%. For automotive equipment, Operator may elect to use rates 3

published by the Petroleum Motor Transport Association.

8. Damages and Losses o Joint Property ' , ,'
All costs or expenses necessary for the repair or replacement of Joint Property made: necessary because of dam- -
ages or Josses incurred by fire, flood, storm,. theft, accident, or other cause, ‘except those resulting from Operator’s
gross negligence or willful mlsconduct Operalor shall furnish Non- Operatlor written notice of damages or losses
incurred as soon as prachcable after a report thereof has been received by Operator.

9. Legal Expense
Expense of handling, investigating and settling Int:gahon or claims, discharging of liens, payment of judgments
and amounts paid for settlement of claims incurred in ‘or resulting from opelahons under the agreement or
necessary to 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 unless previously agreed ‘to by the Parties. All other legal
> expense is considered 1o be covered by the overhead provisions of Section III unless olherwise agreed to by the

Part:es except as provided in Section‘], Paragraph 3. . '
Y ~ ;
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10,

11.

12,

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Properly, the opera-
tion thercof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the

Parties.

Insurance

Net premiums paid for insurance required to be carried for the Joint Opemllons for the pnotechon of ihe Pax-

tics. In the event Joint Operations are conducted in a state in which Overator may act as self-insurer for Work-
men’s Compensation and/or Employers Liability under the respeative state’s aws, Operator may, at its elsction,
include the risk under ils self-insurance program and in that event, Operator shall include a charge at Cperator's

cost not to exceed manual rates,

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Saction II, or in Section III,
and which is incurred by the Operator in the necessary and proper conduet of the Joint Operations.

IIl. OVERHEAD

Overhead - Drilling and Producing Operations

i. As compensation for administrative, supervision, offme services and warehousing costs, Operalor shall charge

drilling and producing operations on cither:

( 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 and expenses of all offices
and salaries or wages plus appllcable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and expense of services from ouiside sources in connection with

" matters of taxation, trafﬁc accounting or matlers before or involving governmental agencies shall be considered

as included in the Overhead rates provided for in the above selected Paragraph of this Section III 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 the cost of professional consultant

services and contract services of technical personnel directly employed on the Joint Property shzll () shall

not ( X) be covered by the Overhead rates.

. Overhead - Fixed Rate Basis
(1) Operator shall charge the Joint Account at the following rates per well per month: \

Drilling Well Rate $___2,679.00
Producing Well Rate $__359.00

Z)y~Apphestion of Overhcad - Fixed Rate Basis shall be as follows:

(a) Drilling Well Rate

[1] Charges for onshore drilling wells shall begin on the date the 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 shall begin on the date when drilling or completion equipment
arrives on location and terminate on the date the drilling or completion equipment moves off loca-
tion or rig is released, whichever occurs first, except that no charge shall be made durmg suspen-
sion of 4rilling operations for fifteen (15) or more conseculive days

[3] Chirges 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 applied for
the period from date workover operations, with rig, commence through date of rig reclease, except
that no charge shall be made during suspension of operations for fifieen (15) or more consecutive

days.

(b) Producing Well Rates

{1] An active well ecither produced or injected inlo for any portion of the month shall be considered
as a one-well charge for the entire rg‘onth.

f’_;‘?{’z] Each active completion in a multi-completed 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 overproducnon or failure of purchaser {o tal\e the produc-
tion shall be considered as a one-well charge providing the gas well is directly connected to a per-
manent sales outlet, .

[{4] A one-well charge may be made for the month in which pluguing and abandonment operatioiis
are completed on any well.

[5] All other inactive wells (including but not limited to mactwe wells covered by unit allowable,.

lease allowable, transferred allowable, ete.) shall not qualify for an overhcad 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 Accountmg ‘Procedure is atlached. The adJuslment shall be computed by multi-~
‘plying the rate currently in use by the percenlage increase or decrease in the average weekly earnings of
Crude Petroleum and Gas Production. Workers for the last calendar year compaled 1o the calendar yéar
precedmg as shown’ by the index of average weekly earnings of Crude Petroleum”and’ ‘Gas Fields Produc-
tion Workers as publlshed by the United States Department of Labor, Bureau of Labor Statistics, or the
equivalent Canadian index as publlshed by ‘Statistics Canada, as applicable. The ad]usted ralé’s shall be
the rates currently in use, plus or minus the computed adjustment,
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3.

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma- .

' B. Overhead - Percentage Basis

(1) Operator shall charge the Joint Account at the following rates:

{a) Development
i Percent ( %) of the cost of Development of the Joint Property exclusive of costs

provided under Paragraph 9 of Section II and all salvage credits.

(b) Operating )
S . Percent ( %) of the cost of Operating the Joint Property exclusive bf costs provided
under Paragraphs 1 and 9 of Section I, all salvage credits, 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.

Application of Overhead - Percentage Basis shall be as follows:
For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section 111, de-

velecpment shall include all cests 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 expendilures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted as a producer, and origiral cost of construction or installation of fixed assets, the expansion of fixed
assels and any other project clearly discernible as a fixed asset, except Major Construction as ces.ned in
Paragraph 2 of this Section IIl. All other costs shall be considered as Operating.

(2)

Avma Hn

- Overhead - Major Construction

To compensate 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 as a fixed asset required for the development argd
operation of the Joint Properly, Operator shall either negotiate 2 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. % o af total cosls if such costs are more than $ % __but less than $ *
B. . * 9 of total costs in excess of §. * but less than $1,000,000; plus
C. % 9% of total costs in excess of $1,000,000. xtp BE NEGOTIATED

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.

; plus

Amendment of Rates
The Overhcad rates provided for in this Section III may be amended from time to time only by mutual agreement
between the Parties her:ate if, in practice, the rates are found to be insufficient or excessive.

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how-
ever, at Operator’s option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition
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, intérest of Non-Opera-

tors in surplus condition A or B Material,

tor
1.

The disposal o7 surplus Controllable Material not purchased by the Opera-
shall be agreed to by the Parties. :

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 Joint

Account when adjustment has been received by the Operator.

Transfers and Dispositions
Material furnished to the Joint Property 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 following bases exclusive of cash dis-

counts: .

A. New Material '(Condition A)
(1) Tubular goods, except line plpe, ‘shall be priced at the current new price in effect on’date of movement on a
maximum carload or barge load welght basis, regardless of quantity transferred, equahzed to the lowest
published price f.o.b. railway receiving point or recognized barge termmal nearest the Joint Property

where such Material is normally available,
(2) Line Pipe

“ {a) Movement of less than 30,000 pounds shall be prlced at the current new price, in effect at date of
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-

mally availabte, .
(b) Movement of 30,000 pounds or more shall be pncpd under provxslons of tubular goods pncmg in Para-
graph 2A° (1) of tlus Section 1V.
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.0.b. ra:]way receiving point nearest the Joint Property where such Material is normally
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 Propér'ty
" (a) At seventy-five percent (75%) of current new price, as determmed by Paragraph 2A of this Section IV.

(3)

~dr - v L4

(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 IV,
if Material was originally charged to the Joint Account as new Material, or

—_ .
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(b) at sixly-five percent (65¢%) of current new price, as determined by Paragraph 2A of this Section
1V, if Material was originally charged to the Joint Account as good used Material at seventy-five per-

cent (7159 ) of current new price,
The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material (Condition C and D)

(1) Condition C B .
Material which is not in sound and serviceable condition and not suitable for its ongmal function until
after reconditioning shall be priced at {ifty percent (504%) of current new price as determined by Para-
graph 2A of this Section IV. The cost of reconditioning shall be charged to the recciving property, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value,

(2) Condition D
Al other Maierial, including junk, shall be priced at a value commensurate with its use or at prevailing
prices. Material no longer suitable for its original purpose but usable for some other purpose, shall be
priced on a basis comparable with that of itlems normslly used for such other purpose. Opcralor may dis-
pose of Condition D Material nnder procedures normally utilized by the Operator without prior approval

of Non-Operators.

D. Obsolete Material
Material which is serviccable and usable for its original function but condition and/or value of such Material
is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by
the Parties. Such price should resuit in the Joint Account being charged with the value of the service ren-

dered by such Material.
E. Pricing Conditions
(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15¢) per
hundred weight on all tubular goods movements, in lieu 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"_obtainab]e 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

requxred Material at the Operator’s actual cost incurred in provxdmg such Material, in making it suitable for use,

and in moving it to the Joint Property, provxded notice in writing is furnished to Non-Operators of the proposed
charge prior to billing Non-Operatfors 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 to Operator.

Warranty of Material Furnished by Operator
Operator does not warrant the Material furnished. In case of defective Matena} credit shall not be passed to the
Joint Account until adjusiment 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 mtent;on to take inventory shall ve given by Operator at least thirly (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 accep! the inventory laken by Operator.

Reconciliation and Adjustment of Inventories

Reconciliation of a ‘physical inventory with the Jomt Account shall be made, and a list ‘'of overages and shortages

shall be furnished to the Non-Operators within six months following the taklng of the inventory. Inventory ad-

.justments shall be made by Operator with the Joint Account for averages and shortages, but Operator shall be

held accountable only for shortages due to lack of reasonable diligence.
Special Inventosies : 5

Special Tnveiitories may be iaken whenever there is any sale or change of interest in the Joint Property. It shall
ransfer of interest takes

o Ed

be the duty/of the party selling to notify all other Parties as quickly as possible aficr the t
place. In such cases, both the seller and the purchaser shali be governed by such inventory. .

Expense of Conducting Periodic Inventories
The expense of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the

Parties.
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. . August 16, 1979 3 S . o
Exxon Companv U S A.. IR _, el :
‘P, 0, Box 1600 . - R i TG
Midland, Texas 79702 IR Ao
- Attn: J-eeB. Thomas S e e T
5 C e RE.: Proposed Joint Venture S : - L '
LT T ~ South Shoebar Ficld Area PR PR S AR .
Sl : Lea County, New Iuexico G T .

U.S. A. is the ‘ovner of an 011 and gas lease covering, among other 1ands
the NW/4 of said Secticn 33.7 '

R HNG 011 Company ‘proposes 'the formatinn of‘a 320 acre working interest
AR “unit comprised of the N/2 of said Section 33 for the drilling ‘of a 13, 000 |
vl foot Morrow test well to be located 1980' FW'L and 660' FNIJ of Section 33 -

"The attached AFI.’. shows‘t'he cost 'of 'a'dry hole ito be $ Q 713 00 and
the cost of a completed well t:o be‘$l 057, 623. 00 & N '

Y
P
&

- } a
‘terest owner or in 1ieu thereof farmout your interest to the unit reserving
a 1/16th of 8/8&13 overriding royalty convertible' 't_:o a. 502 _working interest
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E" DR"{,L'NG AVE Ot Crmpverry s

AEE NO . o e ' /

LSE NO .

\_} -\/v
\nﬂ-ﬂ-—i‘
| i

) iHG
L2 ¥ALDCAT [ DEVEI OPMENT L3 INJECTION W
i J DRILLING DRILLING ~ [J DRILLING AFEAMOUNT o
3 COMPLETION ()i COMPLETION {J COMPLETION 4
(7 RE-ENTRY 5 RE-ENTAY (7 RE-ENTRY HNGEST.COST_— o

AFEDATE. _ ... . .

[ LEASE & , | pePTH
WELLNO, New Mexico State "33" Com #2 | &FORM__ 13,000 Mbrrow

LOCATION ~  1980' FWL & 660' _FNL, Sec. 33, T16S, R35¢ = ]

' COUNTY
| &STATE Lea County, New Mexico FIELD e

el o - | spuo :
| OPERATOR =~ BNG 0il Company | DATE N

INTANGIBLE WELL COST B R

- —_— —_

CODE | DESCRIPTION | oaitune _ compEtion T0TAL ;
5501 | Access, Location & Roads i 40,000 | _ﬁ,Jl 0 000 S

5502 | Rig Move o 65,000 . L .65, _0.0ﬂ- I
5503 | Footage Cost o . R 1
5504 | Day Work Cost 45 days @ 46.50 209,250 209,250 ). ; ¢
5505 | “Bils & Reamers 31,500. _ ..31,500 |’ '
5506 | Fuel 27,000 4,200 ) 31,200 |
5507 | Water 4,000 N | 4,000 ;
4 1 5508 | Mug & Chemicals 40,000 | . 5,000 | 45,000
" 1| 5509 | Cementing & Service ‘ 25,000 9,000 34,000
11 5510 ] Coring ) .
«4 | 5511 | Surveying & Tesling 35,000 35,000

| 6512 | Mud Logging 14,800 14,800
“oo~ [ 5513 | Perforaling 7,000 7,000
o 5514 | Stlimutation 20,000 20,0600 |-
5515 |_Transportation 6,000 6,000 12,009 '
5516 | Drilling Overhead & Supervision . 6,750 1,050 - 7,800
5517 | Equipment Rental 22,500 12,500 35,000 ;
5518 | Completion Rig 7 days @ 46.50 32,550 32,550 ]

5519 | Otnher Drilling Expense 25,000 25,000 :

5522 | Direclional:Drilling
Contingencies {10% of IMangible) 55,180 9,730 64,910

TOTAL INTANGIBLES - 606,980 107,030 714,010 i ,
TANGIBLE WELL COST . :

5101 40 'O! 290 " Conductor Casing 1,750 1,750
5102 450 ‘'Of 13-3/8'Surface Casing 7,650 - 7,650
5103 4900 'OI 9-5/8 "iInlermediale Casing - 87,175 87,175

[ 5103 " Of " Intermediale Casing
5103 'Of, 1/2 * Intermediate Casing : - . :E
51044 13000 Ol 272 & boguction Casing 93,250 93,250

5104 Tot” 72 e Back Casing

5105 11500 *Of 2-7/3 “Tubing 48,550 48,550
5105 * Of * Tubing g .

5119} Liner Eguipment :

5108 | Well Head tquipment . ] ~15.000 - 25,000 40,000
5107 | Tanks : . - | 8,000 8,000
5108 | Flow Lines L o . 500 500 ]

5109 | Vaives & Fillings 2,000 - 2 000

st ————— N e ]

5110} Rods_ I ‘____ e
5111] Pumpoing Equipment-Surlace L o

5112 | Produclion Equipment-Subsuriace - | B ] _Wﬁ_‘? M

5113 Engines & Molors ] I Sngil I
470ﬂ :

S e e |

(Commued onb back of AFE) B R T S RNt AT N

1
1
i

T T e MRS RN e AN T

HNG OlL COMPANY APPROVAL
Dale | By Date _By By Dafe By

T A JO'NT Op[hATOR AP_Pf;O_V;\\t__ R —
Fiitn et e e BY o TMe o _.Date.._._, ..




5114 Healer-Treater & Separators
5115]
19116 :
5117]_Melering Equipment

_Other Equipment — —
_ Buildings _ I

Mon-Conlsoflable Fquipment

Supervision

Canstruction Cost

L DRILLING

TANGIBLE WELL COST (Continued)

g U UG E U SUP IRy PN

I

COMPLETION

...20,000

500

T _3*1— U

" Ser ]

. 20,000

S0
3,000 ]

!21 e o v . e i - et i e it ¥ e . e e et VI G — -~ o — [P P
_:_'M _Contingencies (10% of Tangible) 11,158 20,080 R 31,238
- 343,613

Total Tangibles

“Total Well Cost

729,713

122,333

220,880

£

327,910 11,057,623

]
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| EXON COMPANY, USA, - A
3 POST OFFICE BOX 1600 « MIDLAND, TEXAS 79702 + (915} 684-4411 l / :f 1
, i i .
i September 25, 1979
|
Re: Proposed .
HNG New Mexico State "33" Com #2
1980' FWL and 660' FNL
Section 33-16S-35E
Lea County, New Mexico
B HNG 0il Company
i P. 0, Box 2267
o Midland, TX 79702

Attn: Mr, Raymond Parker
Manager of Lands

Gentlemen:
Your proposal regarding the above captioned well as contained in your letter of

August 126, 1979, has been considered, It is the purpose of this letter o advise
you that we do not desire to either join or farmout in accordance with your request

at this time.
Your3 very trulys
/ A L

: L, Wigley, Supeérvigor
LAND-UNITIZATION
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COPAS - 1974

.- - * B
Recormnemended by  the .
Council  of Pctroteum '
Accountants Societics of /

Krafibill 601, t1uisa 24500
Nerth Amnerica

EXHIBIT toon

’ ‘ Attached to and made a part of ...

- . ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

1, Definitions
“Joint Property” shall mean the real and personal property subject to the agreement
Procedure is attached. .

_ “Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and : ’

mainienance of the Joint Property.
“Joint Account’” shall mean the account showing the charges paid and cxcdlts received in the conduct of the Joint .
Operations and which are to be shared by the Parties, : _ ¢
“Operator” shall mean the party designated to conduct the Joint Operations. o :

“Non-Operators” shall mean the parties to this agreement other than the Operator.

“Parties” shall mean Operalor 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 employed on the Joint Property in a field operat-
ing capacity. ;
“Technical Employees” shall mean those employees having special and specific engineering, geologxcal or other 1
professional skills, and whose primary funclion in Joint Operations is the handling of specmc operalmg condi- ‘

e g : tions and problems for the benefit of the Joint Property.
“Personal Expenses” shall mean travel and other reasonable rcimbursable expenses of Operator’s employees.
“Material’ shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.

N “Controllable Material” shall mean Material which atl the time is so classified in the Material Classification Manual
as most recently recommended by the Council of Petroleum Accountants Societies of North America.

to which this Accounting

2. Statement and B)llmgs
Operator. shall bill Non- Operators on or before the last day of cach month for their proportionate 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 Controliable Material and unusual charges and credits shall be sep-

arately identified and fully described in detail,

3. Advances and Payments by Non-Operators
Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
share of estimated cash outldy for the succeeding month’s operation. Operalor shall adjust each monthly billing
to reflect advances received from the Non-Operaiors.
i Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after recelpt If payment is not
i made within such {ime, the unpaid balance shall bear interest monthly at the rate of {welve percent (12%) per
: annum or the maximum contract rate permitted by the applicable usury laws 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. _ :
!

4. 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 slatements rendered to Non: Operators by Operator during any
calendar year shall conclusively be presumed 1o be true.and correct afler tweniy-four (24) months following
the end of any. such calendar year, unless within the said twenty-four (24) month period a ‘Non- Operator {akes
written excephon "thereto and makes claim on Operator for adjustment. No adjustment favorable to Operalor shall
be made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent
adjustments resulling from a physical inventory of Controllable Material as provided for in Section V.

5. Audits
A. Non- Operator, upon notlce in wrltmg to Operator and all other Non-Operators, shall have the right to audit Ope-

rator's accounts and records relating {o the Joint Account for any calendar year within the twenty-four (24) month {
period following the end of such calendar year; pr ovided, 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-Opcrators shall make every reasonable éeffort to
conduct joint or simullaneous audits in a manner which will result in a minimum of inconvenience to the Opera-
tor. "Opeérator shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph unless agreed

to by the Operator.

8. Approval by Non-Operators ,
Where, an approval or other agreement of the Pariies or Non- Operators is expressly requued under other sec-
tions of this Accountmg Procedure and'if the’ agreement 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-
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» II. DIRECT CHARGES
Operator shall charge the Joint Account with the following items:
1, Rentals and Royalties
Lease rentals and royallies paid by Operator for the Joint Operatious.
; 2. Labor :
} A, (1) Salaries and wages of Operator's ficld employees directly en'{ployed on the Joint Property in the conduct i
I . ’ ‘of - Joint Opcralions.
4 (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 from the Overhecad rates. .
B. Operator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
nEhL. | employees whose salaries and wages are. chargeable o the Joint Account under Paragraph 2A of this Section |
R ; II. Such costs under this Paragraph ZB may be charged on a “wiwen and as paid Lasis” or by “porcentage as- :
sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section II. If percentage assessment is used, the rate shall be based on the Operalor's cost experience.
C. Expenditures or contributions made pursvant to assessments imposed by governmental authority which are
applicable to Operator’s costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec- ‘
tion I1. ;
D. Personal Expenses of those employces whose salaries and wages are chargeable to the Joint Account under . ¢
Paragraph 2A of this Section 1I. Lo .
3. Fmp]oyee Benefits . .
Operators current costs of established plans for employees’ group life insurance, hospitalization, pension, re-

tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, apphcable to Operator’s labor
cost chargeable 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 for use on the Joint Properly 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 rezsonably praclical and consistent with efficient and economical operations. The accumulation of sur- ’

plus stocks shall be avoided.

5. Transporfation )
Transportation of employees and Material necessary for the Joint Operations but subject to the following limita-

tions:
A. It Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall
be made to the Joint Account {~r 2 "istance gr’eater than the diQ!ance from the nearest reliable supply store,

to by the Parties.
B. If surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made {o the
Joint ‘Acc¢ount for a distance greater than the distance to the nearest reliable supply store, recognized barge
s terminal, or railway receiving point unless agreed {o by the Parties. No charge shall be made to the Joint Ac- ;
: count for moving Malerial to other properties belonging to-Operator, unless agreed to by the Parties. : 4

C. In the application of Subparagraphs A and B above, there shall be no equalization of actual gross trucking cost
of $200 or less excluding ziccessorial charges.

o 6. Services ‘
o 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 Seclion 1II. The cost of professional consultant services and con-
" {ract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the
Overhead rates. The cost of professional consuliant services or contract services of technical personnel not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed io by

the Parties.

7. Eguipment and Facilities Furnished by Operafor
A. Operator shall charge the Joint Account for use of Operater owned equzpirnent and. facilities at rates coni-
mensurate with costs of ownership and operation. Such rales shall include cosls of maintenance, repairs, other
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed exght per cent {(8%)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the xmmedlate area

of the Joint Property. : . ;
3 . In iieu of charges in Paragraph 7A above, Operator may clect lo use average commercial rates pxeva:lmg in ;,
U the immediate area of the Joint Property less 209,. For automotive cquipment, Operator may elect to use rates

’ published by the Petroleum Motor Transport Assocrahon

%
i

.8, Damages and Losses o Joint Property
Al} costs or expenses necessary for the repair or rep]acement of Jomt Properly made necessarv because of dam-
ages or losses incurred by fire, flood, storm, theft, accident,-or other cause, except those resulting from Operator’s
gross negligence or’ “Willful mlsconduct Operator shall fur hish Non- ~QOperator writien notice of damages or losses
incurred as. soon as practicable after a report thereof has been received by Operator.

9, Legal Expense
Expense of handhng, investigating and seitling lmgahon or cla)ms dlschargmg of liens, payment of Judgments
and amounts paid for setilement of claims incurred in or resulting from opezatxons under ‘the agreement or
necessary to protect or recover the Joint Property, e\cept that no charge for services ‘of Operator’s legal staff>
. or-fees or expense of outside attorneys shall be made unless previously agreed to by the Parties. All other legal -
expense is considered 1o be covered by the overhead provisions of Scclion lII unless otherwise agreed to by the

Parties, except as provided in Section I, Paxagraph 3

Pl
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10. Taxes

All taxes of cvery kind and nature assessed or levied upon or in connection with the Joint Propertly, the opera-
{ tion thercof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
Parties.

11, Insurance

Net premiums paid for insurance required to be carried for the Joint Gperations for the proicction 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 Comipcnsalion and/or Employers ILiability under the respective state's laws, Cperator 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 Sectien II, or in Secction I1I,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Opelahons

HI. OVERHEAD

1. Overhead - Drilling and Producing Operations
i. As compensation for administrative, supervision, office services and ware‘aousmg costs, Operator shall charge
drilling and producing operations on either:
( X ) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B. !

Unless otherwise agreed 10 by the Parties, such charge shall be in lieu of costs and expenses of all offices

and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable o

under Paragraph 2A, Section II. The cost and expense of services from ocutside sources in connection with :

% EE U matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered

5 2 R as included in the Overhead rates provided for in the above selected Paragraph of this Section IIT unless such
. ' cost and expense are agreed {o by the Parties as a direct charge to the Joint Account.

o b : ii. The saléries, wages and.Personal Expenses of Technical Employees and/or the cost of professional consu'ltant
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall oAt
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 $___2,679.00 ‘ 4‘
Producing Well Rate $__359.00 ;

r

(2) Application of Overhead -~ Fixed Rate Basis shall be as fo]lows:‘

(a) Drilling Well Rate
[1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on
- * the date the drilling or completion rig is released, whichever is later, except that no charge shall
: R be mnade during suspension of drilling operations for fifteen (15) or more consecutive days.
S [2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipment
T arrives on.location and terminate on the date the drilling or completion equipment moves off loca-
; tion or rig is released, whichever occurs firsi, except 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-
2 secutive days or more shall be made at the drilling well rate. Such’charges shall be applied for
23 5 the period from date workover operations, 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) Producing Well Rates
[1] An active weill 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 multi- completed well in which production is not commingled down
hole shall he bgnqdornd as a one-well'charge providing each comnletion’is considered a ennarnh:

well by the governing- regulatory authoerity.

i {3} An inactive gas well shut in because ‘of overproduction or failure of purchaser {o take the produc-
tion shall be corisidered as a one-well charge providing the gas well is directly connected to a per-
d manent sales outlet.
3 [4]. A one-well ‘charge may be made for the month in which plugging and abandonment operations
are compleied on any well. ‘

(51 All other inactive wells (including but not limited to inactive wells covered by unit allowable,

3 , lease allowable, transferred allowable, eic.) shall not qualify for an overhead charge.

e s i 13Nk A 4 14 N A 1 o bt
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7 ; (3) The well rates shail be adjusted as of the first day of Aprll each year following the effective date of the
12 agreement to which this Accountmg Procedure is attached The adJuslment shall be computed by multn-
o ] plying the rate currenily in use by the percentage increase or decrease in the average weekly earnings of
o Crude Petroleum ‘and Gas Productnon 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-
L tion Workers as published by the United States Department of Labor, Burcau of Labor Statistics, or the
) equivalent Canadian index as pubhshed ‘by Statistics Canada, as applicable. ‘The adjusted rates shall be
the rates currently in use, plus or mmus the computed adJustment. i
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B. Overhead - Percentage Basis
(1) Operator shall charge the Joint Account at the following rates:

{a) Development

e Percent { %) of the cost of Development of the Joint Property exclusive of costs
prov:ded under Paragraph 9 of Secticn Il and all salvage credits.

{b) Operating
—— Percent {9 ) of the cost of Operating the Joint Property exclusive vf costs provided
. under Paragraphs 1 and 9 of Section 1I, all salvage credits, 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 - Percentage Basis shall be as follows:

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section 111, de-

velopment shall*include ali 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 dec.ned in
Paragraph 2 of this Section III. All other costs shall be considered as Operating,

Overhead -~ Major Construction _
To compensate Operator for cverhead costs incurred in the construction and installation of fixed assets, the ex-

" pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and

operation of the Joint Property, Operator shall either negctiate a rate prior to the beginning of construction, or shall
charge the Joint Account for Overhead based on the followmg rates for any Major Constructlon project in excess

of $ * : :

A, * % of total costs if such costs are more than $ * , but less than $ * _; plus
B. ___* o of total costs in excess of $ * but less than $1,000,000; plus"

C. ___* 9% of total costs in excess of $1,000,000. 170 BE NEGOTIATED

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.

Amendment of Rates ) ) .
The Overhead rates provided for in this Section III may be amended from time {o time only by mutual agreement
between the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator is responsiblé for Joint Account Material and shall make proper and tlmely charges ‘and credits for all ma- -
terial movements affecting the Joint . Property. Operatm shall provide all Matefial for use on the Joint Property; how-
ever, at Operator’s option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition
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 condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera-

tor shall be agreed to by the Parties.

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 Joint

Account when adjustment has been received Ly the Operator.

Transfers and Disp(;sitions
Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the
Operator, unltess otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis-

counts:

A. New Material (Condition A) o

(1) Tubular goods, except line pipe, shall be priced at the current new price in e'fect on date of movement on a
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest
publishad price fc.b. railway receiving point or recoamzad 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 new ‘price, in effect at date of
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-

mally avaxlable R
(b) Movement of 30,000 pdunds or more shall be priced under provisions of tybular goods pncmg in Para-
; graph ZA (1) of this Section IV.
(3) Other Material shall be prxced at the current new price, in effect at date of movement as listed by a reliable

supply store or f.o.b. rauway receiving point nearest;the Joint Property where such Material is normally

avaxlable. .

B. Good Used Material (Condition B) .-y :
Mater:al in sound and serviceable condition and smtable for reuse without xecondxt:omng
(1) Material moved to the Joint Property

(a) At seventy -five ‘percent (75%) of current new price, as determmed by Paragraph 24 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 IV,
if Material was originally charged to the Joint:Account as new 1} ‘vratenal, or

—
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(b) at sixty-five percent (65%) of cunenl new price, as determined by Paragraph 2A of this Section

1V, if Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent (7592) of current new price, )
The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Malerial (Condition C and D)
(1) Condition C ;
Material which is not in sound and serviccable condition and not suitable for its origina'l function until
after reconditioning shall be priced at fifly percent (50%) of current new priee as determined by Para-
graph 2A of this Secfion IV. The cost oi r¢eonditioning shall be charged to the receiving properly, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value,

(2) Condition D ‘
All other Material, including junk, shall be priced at a value commensurate with its use or at prevailing
prices. Material no longer suifable for its original purpose but usable for some other purpose, shall be
priced on a basis comparable with that of ifems normally used for such other purpose. Operator 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 jis serviceable and usable for its original function but condition and/or value of such Material
is not equivalent to that which would juslify a price as provided above may be specially priced as agreed to by
the Parties. Such price should resuit in the Joint Account being charged with the value of the service ren-

dered by such Material.
E. Pricing Conditions
(1) Loading and unloading: costs may be charged to the Joint Account atl the rate of fiftcen cents (i5¢) per
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section 1I.
(2) Material involving erection costs shall be charged at applicable percentage of the current knocked-down
price of new Material.

3. Premium Prices

Whenever Materia? is not readily obtainable at published or listed prices because of national emergencies, strikes
or other unusual causes over which the Operator has no conirol, the Operator may charge the Joint Account for the

requlred Material at the Operator’s actual cost incurred in provxdmg such Material, in making it suitable for use, ]

and in moving it to the Joint Prijperty; 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 Operalor within tén days afler receiving notice from Operator, to furmsh in kind all or part of his share

of such Materijal suitable for use and acceptable to Operator.

4. Warranty of Malerlal Furnished by Operator

Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the
Joint Account until adjustment has been received by Operator from the manufacturers or their agents.

Y. INVENTORIES

The Operator shall maintain. detailed records ofyControllable Material.

1.

Periodic Inventories, Notice and Representation

At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Contirollable Material,
Written ‘hotice of intention to take inventory shall be given 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
fo be represented at an inventory shall bind Non-Operators to accept the inventory taken by Operator.

2. 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.

3. Speclal Inventories

Special Inventiories ‘may - be faken  whenever tiiére is any sale or change of interest in the Joint Property, It shall
be the duly of the party selling to notify all other Parties as quickly as possible afler the transfer ofinterest takes
place. In such cases, both-the seller and the purchaser shall be governed by such inventory.

4. Expense of Conducting Periodic Inventories

The expense of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the
Parties.
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Dockets Nos. 43-79 and 44-79 are tentatively get for Movember 28 and December 12,

Docket No. 42-79

1979, Applications for

hearing must be filed at least 22 days in advance of hearing date.

DOCKET: EXAMINER HEARING —~ WEDNESDAY - NOVEMBER 14, 1979

9 A.M. - OIL CONSERVATION DIVISION CONFERENCE ROOM,
STATE LAND OFFICE BUILDING, SANTA FE, HEW MEXICO

The following cases will be heard before Daniel S, Nutter, Examiner, or Richard L. Stamets, Alternate Exauiner:

ALLOWABLE:

CASE 6715:

CASE 6707:

CASE 6716:

CASE 6717:

CASE 6718:

CASE 6719:

CASE 6710:

'CASE 6720:

(1) Congideration of the allowable production of gas for Decerber, 1979, from fifteen prorated
pools in Lea, Eddy, and Chaves Counties, New Mexico.

{(2) Consideration of the allowable production of gas for December, 1979, from f&ut prorated
pools in San Juan, Rio Arriba, and Sandoval Counties, New Mexico.

Application of Texaco Inc, for an unorthodox gas well location, Lea County, New Mexico.

Applicant, in the above~styled cause, seeks approval for the unorthodox location of its Loomis Fed.
Well No. 1 to be drilled 1600 feet from the North iine and 660 feet from the West line of Section
5, Township 21 South, Range 32 East, South Salt Lake-Morrow Gas Pool, the N/2 of said Section 5 to

be dedicated to the well,
(Continued from October 31, 1979, Examiner Hearing)

Application of Gulf 011 Corporation for a unit agreement, San Juan County, New Mexico,
Applicant, 3in the above-styled cause, seeks approval foi the Southeast Bisti Unit Area, comprising
7,048 acres, more or less, of State and Federal lands in Townships 24 and 25 North, Range 10 West.

Application of Alpha Twenty~One Production Company for two non-standard proration units and approval
of infill drilling, Lea County, New Mexico. Applicant, in the above~styled cause, seeks approval of
a 40-acre non-standard proration unit comprising the NW/4 SE/4 of Section 8, Towmship 25 South, Range
37 ®ast, Jalmat Gas Pool, to be dedicated to EL Paso Natural Gas Company's Langlie Federal Well KNo.
3, and also a 120-acre unit comprising the Ef2 SEf4 and SW/4 SE/4 of said Section 8 to be dedicated
to a well to be drilled by applicant at a standard location thereon; applicant further seeks a

waiver of existing well spacing requirements and a finding that the drilling of said well is neces-
sary to effectively and efficiently drain that portion of an existing ptoration unit which cannot

" be s0 drained by the existing well,

Application of O. M, Berry for a non-standard protatlon unit and an unorthodox gas weil-iczation,

Lea County, New Hexico, Applicant, in the above~styled cause, seeks approval for 4 l60-acre non~

standard gas proraiion unil comprising the NE/& of Section 15, Township 24 South, Range 36 East,
Jalmat Gas Pool, to be dedicated to his Isbell Well No. 6 at an unorthodox location 418 feet from

the North line and 351 feet from the East line of said Section 15,

Application of Southland Royalty Company for an unorthodox:gas well location, Eddy County, New
Mexico. Applicant, {n the above-styled cause, seeks approval for the unorthodox location of a
Morrow test well to be drilled 1325 feet from the North line and 2303 feet from the East line of
Section 14, Township 19 South, Range 29 East, Oil-Potash Area, the E/2 of said Section 14 to be

dedicated to the well.

Apﬁlication of Sam H, Snoddy for an amendment to Order ¥o. R-5521, Lea County, New Mexico.
Applicant, In the above-styled cause, seeks the amendment of Order No. R-5521, which authorizes

the directional drilling of the Federal Well No., 2 in Section 25, Township 20 South, Range 32 rast,
to permit the well to be bottomed at approximately 1014 feet from the South line and 1285 feet from

the West line of asaid Section 25.
(Continued from October 31, 1979, Exasiner Hearing)

Application of ARCO 01l and Gas Company for downhole commingling, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks approval for the downhole commingling of Blimebry and
Montoya’ praduction in the wellbores of the following wells on its State Y Lease: No. 3 located
in Unit B, Ro. 6 located in Unit M, and No., 7 located in Unit A, all in Sectiom 25, Township 25

South, Range 37 East.

Application of ARCO 011 and Gas COmpany to drill a horizontal drainhole, Eddy COunty, New Mexico.
Applicant, in the above-styled cause, seeks approval to drill and complete its Empire Abo Unit
Well No. J-213, located in Unit E of Section 6, Tosmship 18 South, Range 28 East, Empire-Abo Pool,
with a single horizontal drainhole of about 200 feet in length in the Abo formation,

it
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: CASE. 6721: Application of Aminosl USA, Inc, for compulsory pooling, Fddy County, New Mexico.

Applicant, in the above-styled cause, sceks an order pooling all minecral fntcrests in the Holfcamp-
Pennsylvanian formations underlying the-N/2 of Scction 10, Township 24 South, Range 28 East, to be
dedicated to a well to be drilled at a standard location thercon. Also to be considered will be

the cost of drilling and completing said well and the allocatfon of the cost thereof as well as

actual operating costs and charges for supervision. Also to be considered will bc tho deosignation -
of applicant as operator of the well' and a charge for risk involved in drilling said well.

CASE 6684: (Continued from October 31, 1979, Examiner Hearing)

Appliration of COp-In-Actfon, Inc. for creation of a new carbon dioxfde gas pool and special pool
rules, Harding County, New Mexico. Applicant, in the above-styled cause, seeks the creation of the
North Bueyerrs~Santa Rosa C0j; Gas Pool and the promulgation of specfal pool rules therefor, including
a provision for 40-acre spacing and proration units., Said pool would comprise all or parts of

. Sections 1 thru 4, Township 20 Worth, Range 30 East, and Sections 8, 9, 10, 15, 16, 17, 20, 21, 22,

- 5 27, 28, 32, 33 and 34, Township 21 North, Range 30 East.

CASE 6722: Application of Lloyd Davidson for an unorthodox oil well location, McKintey County, New Mexico.
Applicant, in the above-styled cause, seeks approval for the unorthodox location of his Santa Fe

’ ; Pacific Well No. 1, a Gallup-Entrada-Dakota test 960 fect from the South line and 1230 feet from
’ - . the East line of Sect:ion 29, Townsbip 16 North, Range 6 West, the SE/4 SEf4 of said Section 29 to
- . be dedicated to the well, ‘
BT TR CASE 6723: Application of Merrion & Bayless for compulsory pooling, Rio Arriba County, New Mexico,

. . . ~Applicant, in the above-styled cause, seeks ail order pooling all mineral interests in the Pintured

’ Cliffs formation underlying the SW/4 of Section 27, Township 24 North, Range 2 West, South Blanco-
Pictured Cliffs Pool, to be dedicated to a 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 thereof as well as actual operating costs and charges for supervision, Also to be considered

will be the designation of applicant as operator of the well and a charge fer risk involved in

i ‘ drilling said well,

i
3
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. j CASE 6713: (Continued from October 31, 1979, Examiner Hearing) S _

Application of Depco Inc. for a unit agreement, Chaves’ Countv, New Mexico. Appl {cant, in the § ‘
above-styled cause, seeks approval for the Hhite Ranch Unit Area, comprising 18,962 acres, more H
or less, of State, Federal, and fee lands in Townships 12 and 13 South, Ranges 29 and 30 East,

C

CASE 6724: Application of Coquina 01l Corporation for a non-st:andard gas proration unit and an unorthodox loca-
tion, Lea County, New Mexico. Applicant, in the above-styled cause, seeks approval for the
unorthodox location of a well to be drilled 660 feet from the South line and 1650 feet from the

s i East line of Section 7, Township 19 South, Range 32 East, Lusk-Morrow Gas Pool, the S/2 of said

Section 7 to be dedicated to the well as a non-standard 320-acre proration ur't.

W CASE 6725: Application of Tenneco 01l Company for three¢ non-standard gas proration units, San Juan County, New
A Mexico. Applicant, ‘in the above-styled cause, seeks approval of a 291,23-acre non-standard gas

B proration unit ‘comprising the W/2 of Section 6 and the NW/4 of Section 7, a 347.58-acre unit com-

- prising the W/2 of Section 19 and thHe NW/4 of Section 30, and a 375.17-acre unit comprising the

A © SW/4 of Section 30 and the W/2 of Section 31, all in Township 29 North, Range 8 West, Basin-Dakota
Pool each uni® to be dedicated to a well to be drilled at a standard location theéreon,

S CASE 6726: Application of Tesoro Petroleum Corporation for a waterflood project, HcKinley County, New Mexico,
E L Applicant, in the above-styled cause, seeks authority to institute a waterflood project in the
1 South Hospah-Upper Sand 01l Peol by the injection of water into the Upper Hospah Sands through
three wells located in Units E and M of Section 5 and Unit I of Section 8, Township 17 North, Range
8 West. "Applicant further seeks an administrative procedure for expansion of said project.

] CASE §727: App]jcation of Conoco Inc. for salt water disposal, Lea County, New Mexico. ;Applicant, in the above-
) styled cause, seeks authority to disposw of ‘produced salt watér in its Anderson Ranch Unit Well No,

1 8 located in Unit I of Section ‘11, Township 16 South, Range 32 East, Anderson Ranch Field. Applicant
would dispose into the Wolfcamp, Hississippian, and Devonian fotmations in the overall interval from
9775 feet to. 13,620 feet through,t _elective perforations,

CASE 672832 Application ‘of Conoco Inc, for pressure maintenance expansion, Léa County, New Mexico.

_ Applicant, in the above—styled cause, seeks the expansion of 1ts Scarborough Eaves PM Project by
. the conversion of its Eaves "A™ Well No. 7 located in Unit J of Scction 19, Township 26 South,

_ Range 37 East, to water injectifom in the Yates-Seven Rivers formations.

‘
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CASE 6729:

CASE 6730:

CASE 6731

a3
e it

<& CASE 6709:

Xy

Docket No. 42-79

Application of Adams Exploration Company for compulsory pooling, Lea County, New Mcxicc,

Applicant, in thc above-styled cause, secks an order pooling all mincral interests in the Pennsyl-
vanian formation underlying Scction 16, Township 20 South, Range 36 East, North Osudo-Morrow Gas
Pool, to be dedicated to a well to be drilled at a standard location therecon. Also to be considered
will be the cost of drilling and completing said well and the allocation of the cost thercof as °
well as actual operating costs and charges for supervision, Also to be consideréd will be the
designation of applicant as operator of the well and a charge for risk involved in drilling said

well, R

Application of Petroleum Development Corporatfon to limit 640-acre spacing,; Eddy and Lea Counties,
New Mexico. Applicant, in the above-styled cause, seeks an order limiting the applicability of

the 640-acre spacing and well’ location rules for the Lusk-Morrow Gas Pool to the present boundaries
of said pool so that wells drilled nearby but outside the pool would be governed by Rule 104 of the

Division’s Rules.

Application of Petroleum Development Corporation for a non-~standard gas proration vnit and an
unoxthodox location, Eddy County, New Mexico. Applicant, in the above-styled cause, seeks approval
for the unorthodox location of a well to be drilled 660 feet from the North and West lines of
Section 13, Township 19 South, Range 31 East, Lusk-Morrow Gas Pool, the N/2 of said Section 13 te
be dedicated to the well as a non-standard 320-acre proration unit.

(Continued from October 31, 1979, Examiner Hearing)

Application of HNG 01l Company for compulsory pooling, Lea County, New Mexico. Applicant, in the
above-styled cause, seeks an order pooling all mineral interests in the Pennsylvanian formation
underlying the N/2 of Section 33, Township 16 South, Range 35 East, to be dedicated to a 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 allocatjon of the cost thereof as well as actual operating costs and
charges for supervision, Also to be considéred will be the designation of applicant as opezator
of the well and a charge for risk involved in drilling said well.
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1 STATE OF NEW MEXICO
« K ENERGY AND MINERALS DEPARTMENT
; : 2 0il Conservation Division
Lo State Land Office Bldg.
P 3 Santa Fe, New Mexico
y P 31 October 1979
' : 4 : ;
; EXAMINER HEARING
: 5
- e e e e e e e e e et p
6 ) °
IN THE MATTER OF: )
: . \
Application of HNG 0il Company for ) CASE
- 8 compulsory pooling, Lea County, ) 6709
* S New Mexico. )
9 )
o] e e e e e e e e et e e i e e e
28z ’
8 g s BEFORE: Richard L. Stamets
> g_:_g L
. 2E 12
- < § 3; .
Bies _—p— TRANSCRIPT OF HEARING
> é 13
-d ] s
3E
2538
»wE3 14

APPEARANCES

For the 0il Conservation Division:

3

Ernest L, Padilla, Esq.

Legal Counsel for the Division
State Land Office Bldg.

Santa Fe, New Mexico 87503
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MR. STAMETS : We'll call next Case 6709.

MR. PADILLA: Application of HNG oil Com-~

pany for compulsoxry pooling; jea County, New Mexico.

MR. STAMETS : The pivision has received

a request rhis case be continued to the Novembex 14th ExXa-

nminer Hearing, and it will be SO continued.

(Heaxring concluded.)
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: SALLY WALTON BOYD
* CERTIFIED SHORTHAND REPORTER

(606) 471-2462

Santa Fe, New Mexico 87501

3020 Plaza Blanca
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Page 3
REPORTER'S CERTIFICATE

I, SALLY W. BOYD, Certified Shorthand Reporter,
DO EEREBY CERTIFY that ;the foregoing and attached Transcript
of Hearing before the 0il Conservation pDivision was réported
by me; that the said transcript is a full, true, and correct
record of the hearing, prepared by me to the best of my

ability from my notes taken at the time of the hearing.

4oy Rl Cs.2.

Sally W Boyd, C.S.R.

I do hereuy ceris
a compleia rg
the [ r

' “rler hcdving of Casa Mo, vd2)i
heard by me on  Jg— 3/ 19?’{0 ,

» Examiner
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SALLY WALTON BOYD

CERTIFIED SHORTHAND REPORTER

3020Plaza Blanca (§06) (71-3462

Santa Fe, New Moxioo $7501
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STATE QF NEW MEX¥ICO
ENERGY AND MINERALS DFEPARTMENT
01l Consecrvation Division
State Land Office Bldg,
Santa Fe, New Mexico
31 October 1979

EXAMINER NEARING
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IN THE MATTER OF:

CARSE

Application of HNG 0il Company for
6709

compulsory pooling, Lea County,
New Mexico.
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BEFORE: Richard IL.. Stamets

TRANSCRIPT OF HEARING

APPEARANCES

For the 0il Conservation Division:

Ernest L. Padilla, Esq.

Legal Counsel for the Diviszion

State Land Office Bldg.
Santa Fe, MNew Mexico 87503
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MR. STAMBETS: Wa'll call next Case 6709,

MR. PIADILLA: Application of HNG 0il Com-
pany for compulsory pooling, Lea County, Hew Mexico.

MR, STAMETS: The Division has received
a request this case be continued to the November 1l4th Exa-

miner Hearing, and it will be so continued.

(llearing concluded.)
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2 REPORTER'S CERTIFICATE
3 Ty
4 T, SALLY W. BOYD, Certified shorthand Reporter,
<

5 DO HEREBY CERTIFY that the foregoing and attached Transcript
6 of Hearing before the 01l Conservation pivision was reported
7 by; ne: that the said transcript is a full, true, and correct
8 record of the hearing, prepared by me to the best of my

9 ability from my notes taken at the time of the hearing.
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Dockets Nos, 42-79 and 43-79 arc teantatively set for November 14. and 28, 1979,

Docket No, 41-79

Applications for hearing

wust be filed at least 22 days in advance of hearing date,

DOCKET: FXAMINER HEARING - WEDNESDAY ~ OCTOBER 31, 1979

9 A.M. - OIL CONSERVATION DIVISION CONFERENCE ROOM,

ssoee prseew

STATE LAND OFFICE BUILDING, SANTA FE, WNEW HEXICO

The following cases will be heard before Richard L, Stamets, Examiner, or Daniel §, Nutter, Alternate Examiner:

CASE 6706:

CASE 6707:

CASE 6708:

CASE 6695:

CASE 6710:

CASE 6711:

CASE 6712:

 CASE,6713:

T b o e G N i 2 Ay S

Application of Consolidated 0Oil & Gas, Inc, for alternate filing requirements under the Natural Gas
Policy Act of 1978, San Juan, Rio Arriba, and Sandoval Counties, New Mexico. Applicant, in the
above-styled cause, seeks an order adopting alternate filing requirements under the Natural Gas
Policy Act of 1978 whereby infill wells drilled in the Blanco Mesaverde and Basin-Dakota Pools pur-
suant to the pool-wide infill drilling findings and rules promulgated for said pools by Division
Orders Nos, R-1670-T and R-1670-V, respectively, would qualify as new onshore preduction wells,

Application of Gulf 011 Corporation for a unit agreement, San Juan County, New Mexico.
Applicant, in the above-styled cause, seeks approval for the Southeast Bisti Unit Area, comprising
7,048 acres, more or less, of State and Federal lands in Townships 24 and 25 Noxth, Range 10 West.

Application of Doyle Hartman for an unorthodox well location, non-standard proration unit, and
approval of infill drilling, Lea County, New Mexico, Applicant, in the above-styled cause, seeks
approval of an 80-acre non-standard proration unit comprising the SW/4 NE/4 and SE/4 NW/4 of Section
36, Township 24 South, Range 36 East, Jalmat Gas Pool, to be dedicated to a well to be drilled at an
unorthodox location 2310 feet from the North line and 1650 fect from the East line of safd Section
36; applicant further secks a waiver of existing well spacing:requirements and a finding that the

drilling of said well 1s necessary to effectively and efficiently drain that portion of the proration

unit which cannot be so drained by the existing well.
(Continued from October 17, 1979, Examiner Hearing)

Application of Millard Deck 0il Company for a non-standard gas proration unit, Lea County, New
Mexico, Applicant, in the above-styled cause, seeks approval of an 80-acre non-standard gas prora-
tion unit comprising the NE/& NW/4 and NW/4 NE/4 of Section 36, Township 24 South, Range 36 East,
Jalmat Gas Pool, to be dedicated to a well to be drilled at a standard location thereon.

Application of HNG Oil Company for compulsory pooling, Lea fiounty, New Mexfco. Applicant, in the
above-styled cause, seeks an order pooling all mineral interests in the Pennsylvanian formation
underlying the N/2 of Section 33, Township 16 South, Range 35 East, to be dedicated to a 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 thereof as well as actual operating costs and
charges for supervision. Also to be considered will be the designation of applicant as operator
of the wall and a charge for risk involved in drilling said well, ’

Application of ARCO 01l and Gas Company for downhole commingling, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks approval for the downhole commingling of Blinebry and
Kontoya production in the wellbores of the following wells on its State Y Lease: No. 3 located
in Unit B, No. 6 l.cated in Unit H, and No. 7 located in Unit A, all in Section 25, Towaship 25

Soutn, Range 37 Bast,

Application of Sun 0il Company of Delaware for an unorthodox gas well location, Lea County, New
Mexico., Applicant, in the above-styled cause, seeks approval for the unorthodox location of a
Mississippilan test well to be located 660 feet from the North and East lires of Section 27, Town-
ship 14 South, Range 37 East, the E/2 of said Section 27 to be dedicated to the well.

Application of Sun Gas Company for approval of infill drilling and simultaneous dedication, San
Juan gounty, New Mexico. Applicant, in the abovz-styled cause, seeks a waiver of existing well
spacing requirements and a finding that the drillins of its N.M, Federal "N" Well No, 6-F to be
located in Unit P of Section 6, Township 30 North, Range 12 West, Basin-Dakota Pool, is necessary
to effectively and efficiently drain that portion of the proration uuit which cannot be so drained

by ;he existing well,

Application of Depco Inc. for a unit agreement, Chaves County, New Mexico. Applicant, in the
above-styled cause, seeks approval for the White Ranch Unit Area, comprising 18, 962 acres, more
or less, of State, Federal, and fee lands in Townships 1Z and 13 South, Ranges 29 and 30 East,

Ao apr e v A e d e e

R e e ——————

§
b
by
¥

e e i e e

ot g

et

A ok G b A

ez




S

Page 2 of 2

Examiner Nearing ~ Hednesday - October 31, 1979 Docket No. 41-79

.

CASE 6684: (Continued from October 2, 1979, Examiner Hearing)

Application of CO ~In-Action, Inc. for creation of a new carbon dioxide gas pool and special pool
rules, Harding Couinty, New Mexico, Applicant, in the above-styled cause, secks the creation of the
North Bueyeros-Santa Rosa C0, Gas Pool and the promulgation of special pool rules therefor, including
a provision for 40-acre spacgng and proration units. Said pool would comprise atl or parts of
Sections 1 thru 4, Township 20 North, Range 30 East, and Sections 8, 9, 10, 15, 16, 17, 20, 21, 22,
27, 28, 32, 33 and 34, Township 21 North, Range 30 East,

CASE 6714: Application of Jake L. Hamon for an unorthodox 8as well location, Lea County, New Mexico,
Applicant, in the above-styled cause, seeks approval for the unorthodox ldcation of a Morrow test
well to be drilled 660 feot from the South and West lines of Section 20, Township 20 South, Range
36 East, North Osudo-Morrow Gas Pcol, the S/2 of saig Section 20 to be dedicated to the well,

e s

e i e
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CANMPBELL AnD BLACK, p.A. ~
LAWYERS
JACK M, CAMPBELL POST OFFICE BOX 2208
BRUCE D, BLACK -
JEFFERSON RLACE
MICHAEL B, CAMPBELL ol R
WILLIAM F, CARR SANTA FE, NEW MEXICO 8750!
PAUL R. CALOWELL
TELEPHONE {505) 988-442|

October 4, 1979

Mr. Joe D. Ramey

Division Director

0il Conservation Division

New Mexico Department of Energy & Minerals
Post Office Box 2088

Santa Fe, New Mexico 87501

Re: Application of HNG 0il Company for Compulsory
Pooling, Lea County, New Mexico

Dear Mr. Ramey:

Enclosed in triplicate‘is the application of HNG 0il Company
in the above-referenced matter.

The applicant requests that this matter be included on the
docket for the examiner hearing scheduled to be held on

October 31, 1979.
Very! truly ycurs%—v\

William F. Carr

WFC:1r
Enclosuréé

cc: Mr. Raymond Parker

ﬁ B
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OI1, CONSERVATION DIVISION SANTA FE

EPARTMENT OF ENERGY AND MINERALS

NEW MEXICO D
IN THE MATTER OF THE APPLICATION
CASE L7 oy

OF HNG OIL COMPANY FOR
COMPULSORY POOLING
LEA COUNTY, NE 1CO
APPLICATION
y and through its under-

HNG OIL COMPANY , b
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4, Said pooling of interest and well completion will
avold the drilling of unnecessary wells, will prevent

waste and will protect correlative rights.

o e i

5. In order to permit the spplicant to obtain its just
and fair share of the oil and gas underlying the subject

lands, the mineral interest should be pooled, and "

ot

applicant should be designated the operator of the

R
-~

well to be drilled. : .

WHEREFORE, applicant prays that this application be set

R S e

,
AT DR

& ” for hearing before the Division's duly appointed examiner, and
that after notice and hearing as required by law the Division

enter its order pooling the lands, together with provisions

DXL koot T
-

designating the applicant as operator of the well, providing | - R
for applicant to recover its costs of drilling, equipping and - | ‘

completing the well, its costs of supervision while drilling,

Lo

ﬁL and after completion, including overhead charges, and a risk
factor for ‘the risk assumed by the applicant in drilling, P "JZ

completing and equipping the well, and making such other and

el i g

further provisions as may be proper in the premises.

Respectfully submitted,
H | CAMPBELL AND BLACK, P.A.

William Fj‘éarr T~ i
Pcst Office Box 2208
Santa Fe, New Mexico 87501

Attorneys for Applicant
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e ot s e A 1 < £




¢
.

‘

BEFORE THE ;I 5; N i:‘v’ Iy
OIL CONSERVATION DIVISION = -
Gl ENG IR NI MO TN
NEW MEXICO DEPARTMENT OF ENERGY AND MINERALS™ /% 77

IN THE MATTER OF THE APPLICATION )
(209

OF HNG OIL COMPANY FOR CASE
COMPULSORY POOLING \ ‘
LEA COUNTY, NEW MEXICO

APPLICATION
Comes now, HNG OIL COMPANY, by and through its undér-

signed attorneys and, as provided by Section 70-2-17, New Mexico
Statutes Annotated, 1978 Compilation, hereby makes application
for an order pooling all of the mineral interests in the
Pennsylvanian formation in and under the N/2 of Section 33,
Township 16 South, Range 35 East, N.M.P.M., Lea County, New

Mexico, and in support thereof would show the Commission:

1. Applicant is the owner of 50.0% of the working
1nterest in and under the N/2 of said Section 33, and

applicant has the right to drill thereon.

2. Applicant proposes to dedicate the above-referenced
pooled unit to a Morrow test'well to be drilled at
an orthodox location 660 feet from the North line

.and 1980 feet from the West line of said Section 33.

3. Appllcant has sought and obtained either voluntary
agreement for pooling or farm-out from all other working
interest owners in the N/2 of said Section 33 except

Exxon Qompany, U.S.A., owners of a 50.07% working

interest.
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4. Sald pooling of interest and well completion will
avold the drilling of unnecessary wells, will prevent

waste and will protect correlative rights.

5. In order to permit the applicant to obtain its just
and falr share of the 01l and gas underlying the subject
lands, the mineral interest should be pooled, and
applicant shéuId be designated the operator.of the

" well to be drilled.

WHEREFORE, applicant prays that this application be set
for hearing before the Division's duly appointed examiner, and
that after notice and hearing as required by law the Division
enter its order pooling the lands, together with provisions
designating the applicant as operator of the well, proﬁiding
for applicant to recbvquiﬁs costs of driiiihg, equipping and
completing the well, fés costs of supervision while drilling,
and after completion, including overhead charges, and a risk

factor for the risk assumed by the applicént in drilling,

.completing and equipping the well, and making‘such other and

further provisions as may be proper in the premises.

Respectfully submitted,
| CAMPBELL AND BLACK, P.A.

Post Office Box 2208
Santa Fe, New Mexico 87501

Attorneys for Applicant
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AIAPPLICATION OF HNG OIL COMPANY FOR

‘law, the Division has jurisdiction of this cause and the subject

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. 6709

Order No. R~ (,256b

COMPULSORY POOLING, LEA COUNTY,
NEW MEXICO. (J

BY THE DIVISION:

ORDER OF THE DIVISION

This cause came on for hearing at 9 a.m. on November 14 X

19 79 , at Santa Fe, New Mexico, before Examiner Daniel S. Nutter |

NOW, on this day of 37L%w0w44// s 19 8P, the Divisioh

Director, having considered the testimon . the record, and the
recommendations of the Examiner, and being fully advised in the
premises,

(1) That due public notice having been given as required by

matter thereof.

(2) That the applicant, HNG 0il Company ,

seeks an order pooling all mineral interests_in the Pennsylvanian
of Section 33 s Township 16 South : , Range 38 East 5

NMPM, Lﬁ&_ﬁﬁé 'J’u,l&é Lea County, New

Mexico.
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hearing of this case and declared that it has budgeted, and is

7
J

) That the app]1cant co-owns the NE/4 of said Section 32
with certain other parties and se¢eks an order poo]ing said quarter
sectior with the NW/4 of said Section 33 which is owned by Exxon
Company, USA to form a 320-acre gas spacing and preration unit to
be dedicatéd to a well which applicant proposes to drill at a
standard location for said unit at a point 660 feet from the North
line and 1980 feet frdh the West line of said Section 33.

(‘ That under applicant's proposa], HNG et al would own a
50 percent interest in the proposed unit and Exxon Company, USA
would own a 50 percent interest. |
(jb‘ That according to the evidence fn this case, approximately
1/3 of the potential reserves attributable to applicant's proposed
well underly the NE/4 of Sectioﬁ 33 and approximately 2/3 of said
reserves underly the NW/4 of tﬁe section.

¢ .
(5) That Exxon Company, USA opposed the proposed unit at the

committed to, the drilling of an Atoka-Morrow test well at a
standard location in the SW/4 NW/4 of Section 33, to which it~
would dedicate the W/Z of the Section.

7
&) That\;ﬁproval of HNG's application in the instant case

would 1im a1r TS ALY rre]atlve r1 tsaﬁEﬂm 459
INASNCch QL ‘ p Suld bwl—-ng ~?&4, rasam/é.ﬁn'—o

F(F) That alternate drilling and acreage ded1cat1on arrange-

ments are available to HNG by which it can protect its correlative

rights and those of its co-owners.

Gg; That denial of the application wii] serve to protéct
correlative rights and will not cause wasfe, and such denial
sﬁou]d'be ordered. )

IT IS THEREFORE ORDERED:

well lowh woneld be cred

(1) That the appiication of HNG 0i1 Company for an order pooli

all mineral interééts in the Pehnsy]vanian formation underlying th

N/2 of Section 33, Township 16 South, Range 35 East, NMPM, Shoe-Ba

i
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Gas Field, Lea County, New Mexico, is hereby denied.
(2) That jurisdiction of this cause is retained for the
entry of such further orders as the Division may deem necessar}.
DONE at Santé Fe, New Mexico, on the day and year hereinabove

designated.
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BEFORE THE
OIL CONSERVATION DIVISION o
NEW MEXICO DEPARTMENT OF ENERGY AND MINERALS ' ... ., }
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IN THE MATTER OF THE APPLICATION

{TA 2
OF HNG OIL COMPANY FOR CASE L DOnY
COMPULSORY POOLING
LEA COUNTY, NEW MEXICO |

APPLICATION

Comes now, HNG OIL COMPANY, by and through its under-
signed attérneysfand, as provided by Section 70-2-17, New Mexico
Statutes Annotated, 1978 Compilation, hereby makes application
for an order pooling all of the mineral interests in the
Pennsylvanian formation in and under the N/2 of Section 33,
Township 16 South, Range 35 East, N.M.P.M., Lea County, New

Mexico, and in support thereof would show the Commission:

1. Applicant is the owner of 50.0% of the working
interest in and under the N72 of said Section 33, and

applicant has the right to drill thereon.

2. Applicant proposes to dedicate the-above—referenced
pooled unit to a Morrow test well to be drilled at
an orthodox location .. ) -feet from the North line

and 1980 fe~t from the West line of said Section 33.

3. Applicant has soughtrand obtained either voluntary
agreement for pooling or farm-out from gll other working
interest owners‘in the N/2.0f said Section 33 exbept

Exxon Company, U.S.A., owners of a 50.0% working

interest.
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4. Sald pooling of interest and well completion will
avoid the drilling of unnecessary wells, will prevent

waste and will protect correlative rights.

5. In order to permit the applicant to obtain its just
and fair share of the oil and gas underlying the subject
lands, the mineral interest should be pooled, and
appliéant should be designated the operator\of the

well to be drilled.

WHEREFORE, applicant prays that this applicatiOn be set
for hearing before the Division's duly appointed examiner, and
that after notice and hearing as required by law the Division
enter its order pooling the lands, together with provisions
designating the applicant as operator of the well, providing
for applicant to recover its costs of drilling, equipping and

completing the well, its costs of supervision while drilling,

- and after completion, including overhead charges, and a risk

factor for the risk assumed by the applicant in drilling,
completing and equipping the well, and making such other and

further provisions as may be proper in the premises.

Respectfully submitted,
CAMPBELL AND BLACK, P.A.

Post Office Box 220 :
Santa Fe, New Mexico 87501
- Attormeys for Applicant
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