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2 EXAMINER JONES: C a l l Case 14947. This i s 

3 a p p l i c a t i o n of Chi Energy, Incorporated f o r a 

4 nonstandard o i l spacing and p r o r a t i o n u n i t and 

5 compulsory p o o l i n g , Eddy County, New Mexico. 

6 C a l l f o r appearances. 

7 MR. BRUCE: Mr. Examiner, Jim Bruce f o r the 

8 App l i c a n t . I have one witness. 

9 EXAMINER JONES: 7Any other appearances? 

10 W i l l the witness stand? 

11 /And w i l l the court r e p o r t e r swear the 

12 witness? 

13 JOHN W. QUALLS, 

14 a f t e r having been f i r s t d uly sworn under oath, was 

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

16 DIRECT EXAMINATION 

17 BY MR. BRUCE: 

18 Q. Would you please s t a t e your name f o r the 

19 record? 

20 A. John Quails. 

21 Q. 7And where do you reside? 

22 A. Midland, Texas. 

23 Q. Who do you work for? 

24 A. Chi Energy. 

25 Q. /And do you have k i n d of a dual r o l e at Chi 
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2 A. Yes, s i r . 

3 Q. What type of work do you do there? 

4 A. Do mostly land work. 

5 Q. Have you p r e v i o u s l y t e s t i f i e d before the 

6 D i v i s i o n as a petroleum landman? 

7 A. Yes. 

8 Q. And were your c r e d e n t i a l s accepted as a matter 

9 of record? 

10 A. Yes. 

11 Q. By t r a i n i n g , are you also a geologist? 

12 A. Yes. 

13 Q. Have you p r e v i o u s l y t e s t i f i e d before the 

14 D i v i s i o n as a geologist? 

15 A. Yes. 

16 Q. And were your c r e d e n t i a l s accepted as a matter 

17 of record? 

18 A. Yes. 

19 Q. Are you f a m i l i a r w i t h the land and geology i n 

20 t h i s a p p l i c a t i o n ? 

21 A. Yes. 

22 MR. BRUCE: Mr. Examiner, I tender 

23 Mr. Quails as an expert petroleum landman and g e o l o g i s t . 

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

25 
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1 Q. (BY MR. BRUCE) Mr. Quails, what does Chi seek 

2 i n t h i s case? 

3 A. We seek an order approving a nonstandard w e l l 

4 u n i t comprised of the west h a l f of the west h a l f of 

5 Section 25, Township 19 South, Range 29 East, and 

6 p o o l i n g the Bone Spring Formation. 

7 Q. /And what i s the name of the proposed w e l l , and 

8 what are the surface and bottom-hole q u a r t e r - q u a r t e r 

9 sections? 

10 A. The w e l l ' s the Peacekeeper 25 State Com Number 

11 21, h o r i z o n t a l w e l l w i t h a surface l o c a t i o n i n the 

12 southwest quarter of the southwest quarter -- and a 

13 t e r m i n a t i o n a t the northwest quarter of the northwest 

14 quarter of 25. 

15 MR. BRUCE: Mr. Examiner, t h i s w e l l has 

16 been placed i n the Turkey Track Bone Spring pool by the 

17 D i v i s i o n , which I bel i e v e i s on s t a t e w e l l r u l e s . 

18 Q. (BY MR. BRUCE) And the producing i n t e r v a l of 

19 the wellbore w i l l be orthodox; w i l l i t not? 

2 0 A. Yes. 

21 Q. Who do you seek t o pool i n t h i s case? 

22 A. We need t o pool I n t e r n a t i o n a l O i l & Gas 

23 Corporation, which owns a 2.47 percent working i n t e r e s t 

24 i n the w e l l . 

25 Q. Why are you p o o l i n g them? 
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1 A. They're unlocatable. 

2 Q. Let's r e f e r t o E x h i b i t s 1 and 2. And describe 

3 your w e l l proposal and what you d i d t o locat e 

4 I n t e r n a t i o n a l O i l & Gas. 

5 A. We a c t u a l l y found a couple of addresses on them 

6 t h a t we sent l e t t e r s t o . S t a r t i n g back i n March, we 

7 sent them a l e t t e r , and i t came back nondeliverable. 

8 And then we found another address and -- we found two 

9 addresses i n Dallas and, I b e l i e v e , two i n Houston, and 

10 we sent one, again, i n September, which i s E x h i b i t 2, t o 

11 the address i n Houston, and i t came back u n d e l i v e r a b l e . 

12 Q. /And as f a r as you can t e l l , has I n t e r n a t i o n a l 

13 more or less disappeared o f f the face of the planet? 

14 A. Yes, s i r . 

15 Q. /And you have been working on t h i s f o r q u i t e 

16 some time, t o locat e them; have you not? 

17 A. Yes, s i r . 

18 Q. I n your o p i n i o n , has Chi made a g o o d - f a i t h 

19 e f f o r t t o locat e I n t e r n a t i o n a l O i l & Gas Corporation? 

20 A. Yes, s i r . 

21 Q. I f y o u ' l l look a t E x h i b i t 2, there i s an AFE 

22 a t t ached . Could you i d e n t i f y t h a t and descr ibe the cost 

23 o f the proposed we l l ? 

24 A. I t ' s an AFE f o r the Peacekeeper 25 State #3. 

25 The d r y - h o l e cost i s $2,625,975, and the completed w e l l 
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cost i s $5,223,169. 

2 Q. And are these costs i n l i n e w i t h the cost of 

3 other h o r i z o n t a l w e l l s d r i l l e d t o t h i s depth i n t h i s 

4 area of New Mexico? 

5 A. Yes. 

6 Q. Who i s t o be the operator of the well? 

7 A. Chi Operating, Inc. 

8 Q. 7And t h a t ' s the operating e n t i t y r e l a t e d t o Chi 

9 Energy? 

10 A. Yes, s i r . 

11 Q. Do you have a recommendation f o r the amounts 

12 which Chi should be p a i d f o r supervision and 

13 a d m i n i s t r a t i v e expenses? 

14 A. Yes. We request t h a t $6,500 a month be allowed 

15 f o r d r i l l i n g the w e l l , and $650 a month be allowed f o r 

16 the producing w e l l . 

17 Q. And are these amounts what i s normally charged 

18 by Chi and other operators i n t h i s area f o r w e l l s of 

19 t h i s depth? 

20 A. Yes. 

21 Q. Do you request t h a t these rates be adjusted 

22 p e r i o d i c a l l y as provided by the COPAS accounting 

23 procedure? 

24 A. Yes. 

25 Q. /And do you request the maximum cost, plus 
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200-percent r i s k charge? 

2 A. Yes. 

3 Q. And was n o t i c e published as against the 

4 unlocatable owner? 

5 A. Yes, and t h a t i s E x h i b i t 3. 

6 Q. And what i s E x h i b i t 4? 

7 A. E x h i b i t 4 l i s t s the o f f s e t owners t o the 

8 nonstandard w e l l u n i t . 

9 Q. And were they given n o t i c e of t h i s a p p l i c a t i o n ? 

10 A. Yes. 

11 Q. And t h a t ' s r e f l e c t e d i n E x h i b i t 5? 

12 A. Yes. 

13 MR. BRUCE: Mr. Examiner, everybody d i d 

14 receive a c t u a l n o t i c e . 

15 Q. (BY MR. BRUCE) Now, l e t ' s move on t o the 

16 geologic p o r t i o n , Mr. Quails. What i s E x h i b i t 6? 

17 A. E x h i b i t 6 i s a s t r u c t u r e map on the top of the 

18 2nd Bone Spring Sand. 

19 Q. And you have several p o t e n t i a l w e l l s located i n 

20 Section 25; do you not? 

21 A. Yes, we do. 

22 Q. I s there a reason t h a t they're a l l -- the 

23 surface l o c a t i o n s are a l l i n the south h a l f ? 

24 A. Yes. I f you look up at Sections 24 and 19, 

25 t h a t ' s a l l on Chi. We couldn't put service l o c a t i o n s up 
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so we moved everything down t o the south 

2 h a l f - s o u t h h a l f of Section 25, t o d r i l l south t o n o r t h . 

3 Q. And you are seeking t o fo r c e pool the e n t i r e 

4 Bone Spring Formation; are you not? 

5 A. Yes. 

6 Q. But what zone w i l l be t e s t e d , at l e a s t 

7 i n i t i a l l y , by t h i s well? 

8 A. 2nd Sand Bone Spring. 

9 Q. /And what i s E x h i b i t 7? 

10 A. E x h i b i t 7 i s a 2nd Bone Spring ISOPACH map. 

11 Q. Now, i s t h i s based on w e l l c o n t r o l i n t h i s 

12 area? 

13 A. Yes, s i r . 

14 Q. The s o l i d blue l i n e s , are those e x i s t i n g 

15 h o r i z o n t a l Bone Spring wells? 

16 A. Yes. 

17 Q- So you have a f a i r l y good handle on the Bone 

18 Spring geology i n t h i s zone? 

19 A. Yes, s i r . 

20 Q. Is the thickness of the Bone Spring -- 2nd Bone 

21 Spring more or less uniform across the proposed w e l l 

22 u n i t ? 

23 A. I t ' s approximately 250 f e e t upward. 

24 Q. And f i n a l l y , what i s E x h i b i t 8? 

25 A. E x h i b i t 8 i s a cross s e c t i o n going across the j 

i 
1 

. - — • — — — •— - -„i 
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1 2nd Bone Spring Sand. 

2 Q. And could you describe a l i t t l e b i t the 

3 i n t e r v a l t h a t you are --

4 A. The i n t e r v a l we're l o o k i n g at i s approximately 

5 8,050 f e e t , down t o about 8,290, roughly, f e e t , 

6 throughout the w e l l s on a cross s e c t i o n . 

7 Q. Approximately where would you put the 

8 h o r i z o n t a l l e g of the well? 

9 A. Approximately -- we're t h i n k i n g about going 

10 8750 and then going out from there. 

11 Q. Based on your study of the area, i n your 

12 o p i n i o n , w i l l each q u a r t e r - q u a r t e r s e c t i o n i n the w e l l 

13 u n i t c o n t r i b u t e more or less e q u a l l y t o the production? 

14 A. Yes. 

15 Q. Were E x h i b i t s 1 through 8 prepared by you or 

16 under your supervision? 

17 A. Yes. 

18 Q. /And, i n your o p i n i o n , i s the g r a n t i n g of t h i s 

19 a p p l i c a t i o n i n the i n t e r e s t of conservation and the 

20 prevention of waste? 

21 A. Yes. 

22 MR. BRUCE: Mr. Examiner, I ' d move the 

23 admission of E x h i b i t s 1 through 8. 

24 EXAMINER JONES: E x h i b i t s 1 through 8 w i l l 

25 be admitted. 
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(Chi Energy E x h i b i t s Numbers 1 through 8 

2 were o f f e r e d and admitted i n t o evidence.) 

3 MR. BRUCE: I have no f u r t h e r questions of 

4 the witness. 

5 CROSS-EXAMINATION 

6 BY EX7AMINER JONES: 

7 Q. Standard l o c a t i o n through the whole thing? 

8 A. Yes, s i r . 

9 Q. Completed i n t e r v a l ? 

10 A. ( I n d i c a t i n g . ) 

11 Q. Are there any other w e l l s i n the p r o j e c t area 

12 producing from t h i s -- from the Bone Spring? 

13 A. There are some w e l l s i n the se c t i o n next t o us, 

14 i n Section 26, t h a t are producing i n t h i s i n t e r v a l , and 

15 i n Section 36, t o the south, they're producing. 

16 Q. But not i n the 160 acres you've t a l k e d about --

17 A. No. 

18 Q. -- the v e r t i c a l well? 

19 A. No. 

20 Q. I don't have any more questions. 

21 EXAMINER BROOKS: No, I don't b e l i e v e I do. 

22 EXAMINER JONES: Thank you. 

23 MR. BRUCE: Nothing f u r t h e r i n t h i s matter, 

24 Mr. Examiner. 

25 EXAMINER JONES: Thank you. 
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advisement 

With t h a t , w e ' l l take Case 14 94 7 under 

(Case 14947 concludes, 11:05 a.m.) 
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