
Goetze, Phillip, EMNRD 

From: 
Sent: 
To: 
Cc: 

Subject: 

Goetze, Phillip, EMNRD 
Friday, August 22, 2014 4:09 PM 
Kay Havenor (Kay@georesources.com) 
Ezeanyim, Richard, EMNRD; Dawson, Scott, EMNRD; McMillan, Michael, EMNRD; 
jamesbruc@aol.com; Gary Larson (glarson@hinklelawfirm.com) 
Case No. 15059 - Request for Proposed Completion Diagram 

RE: Case No. 15059 - Request for Proposed Completion Diagram 

Dr. Havenor: 

In review of the exhibits for the referenced case, I find the open-hole completion inappropriate for the proposed 
injection operation (commercial) and am requesting a well completion design, on behalf of Mesquite, for inclusion as 
part of the C-108 application that contains the following elements: 

1. production casing that extends from surface to total depth that is to be perforated in the proposed injection 

2. a cement program (i.e. volume, type, as is typically found in the supplemental sheets to the C-108 application) 
for the production casing. 

You may change surface and intermediate casing sizes to accommodate the new string, but all casing strings will be 
cemented to surface as originally proposed. I will petition that you expedite this request so that the order may be 
issued. Please direct any questions you may have regarding this request by e-mail. The completion diagram may also be 
sent by e-mail. Thank you. PRG 

Phillip R. Goetze, P.G. 
Engineering and Geological Services Bureau, Oil Conservation Division 
1220 South St. Francis Drive, Santa Fe, NM 87505 
O: 505.476.3466 F: 505.476.3462 
phillip.goetze@state.nm.us 
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1 {8:23 a.m.) 

2 EXAMINER GOETZE: Next we w i l l go t o Case 

3 15059, a p p l i c a t i o n of Mesquite SWD, Incorporated f o r 

4 approval of a water disposal w e l l , Lea County, 

5 New Mexico. 

6 C a l l f o r appearances. 

7 MR. BRUCE: Mr. Examiner, Jim Bruce of 

8 Santa Fe representing the Ap p l i c a n t , and I have one 

9 witness. 

10 MR. LARSON: Good morning, Mr. Examiner. 

11 Gary Larson on behalf of Yates Petroleum, Abo Petroleum 

12 and Myco I n d u s t r i e s . I have two witnesses. 

13 EXAMINER GOETZE: W i l l the witnesses stand 

14 and give your name f o r the c l e r k [ s i c ] . 

15 MR. BONEAU: My name i s David Boneau, 

16 B-O-N-E-A-U, w i t h Yates Petroleum. 

17 MR. MORAN: Charles Moran, Yates Petroleum. 

18 DR. HAVENOR: Kay Havenor, Mesquite SWD. 

19 EXAMINER GOETZE: Would the c l e r k apply the 

20 oath, swear these f o l k s in? 

21 {Mr. Boneau, Mr. Moran and Dr. Havenor 

22 sworn.) 

23 EXAMINER GOETZE: Proceed , Mr . B r u c e . 

24 KAY HAVENOR, P h . D . , 

25 a f t e r h a v i n g been f i r s t d u l y sworn under o a t h , was 
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1 questioned and t e s t i f i e d as f o l l o w s : 

2 DIRECT EXAMINATION 

3 BY MR. BRUCE: 

4 Q. Dr. Havenor, would you s t a t e your f u l l name f o r 

5 the record. 

6 A. Kay, K-A-Y, i n i t i a l C., Havenor, H-A-V-E-N-O-R. 

7 Q. And where do you reside? 

8 A. Roswell, New Mexico. 

9 Q. /And what i s your occupation? 

10 A. I'm a c o n s u l t i n g g e o l o g i s t . 

11 Q. What i s your r e l a t i o n s h i p t o Mesquite SWD i n 

12 t h i s case? 

13 A. As a con s u l t a n t . 

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

15 D i v i s i o n ? 

16 A. Yes, I have. 

17 Q. And were your c r e d e n t i a l s as an expert 

18 petroleum g e o l o g i s t accepted as a matter of record? 

19 A. Yes, they were. 

20 Q. And are you f a m i l i a r w i t h the a p p l i c a t i o n f i l e d 

21 i n t h i s case?. 

22 A. Yes, I am f a m i l i a r . 

23 MR. BRUCE: Mr. Examiner, I tender 

24 Dr. Havenor as an expert petroleum g e o l o g i s t . 

25 EXAMINER GOETZE: He's so q u a l i f i e d . 
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(BY MR. BRUCE) Dr. Havenor, before we get i n t o 

2 your C-108 -- and by the way, was t h a t C-108 prepared by 

3 you? 

4 A. Yes, i t was. 

5 Q. This case was o r i g i n a l l y scheduled f o r a couple 

6 of months ago, and Yates objected, and, also, I b e l i e v e 

7 Devon Energy objected; i s t h a t c orrect? 

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

9 Q. Have you since come -- has Mesquite since come 

10 t o terms w i t h Devon regarding i t s objection? 

11 A. Yes. We have r e c o n c i l e d t h a t . 

12 Q. And w i l l you get i n t o the m o d i f i c a t i o n s t o 

13 C-108 as a r e s u l t of your discussions w i t h Devon? 

14 A. Yes. 

15 Q. Dr. Havenor, can you please, again, j u s t 

16 b r i e f l y i d e n t i f y E x h i b i t 1 and describe the w e l l we are 

17 here f o r today? 

18 A. The C-108 i s an a p p l i c a t i o n f o r the SWD permit 

19 f o r a new d r i l l l o c a t i o n i n Lea County, New Mexico, i n 

20 Section 11 of 25 South, Range 32 East. 

21 Q. And w i l l i t be i n Unit l e t t e r F? 

22 A. That i s c o r r e c t . Unit F. 

23 Q- And the t h i r d page describes the proposed w e l l 

24 c o n s t r u c t i o n ; does i t not? 

25 A. Yes, t h a t does. 
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Q. Now, what zone does Mesquite propose t o i n j e c t 

2 s a l t water i n t o ? 

3 A. May I elaborate on t h a t , please? 

4 Q. Yes. 

5 A. O r i g i n a l l y the a p p l i c a t i o n was f i l e d f o r 

6 Mesquite t o apply f o r disposal i n t o the B e l l Canyon and 

7 

8 

the Cherry Canyon. Devon i n d i c a t e d t h a t they had a 

prospect t h a t they were considering d r i l l i n g i n the 

9 Upper Cherry Canyon and requested t h a t we r a i s e the 

10 lowest depth of i n j e c t i o n back t o 6,200 f e e t . And 

11 Mesquite agreed t o t h a t change, and an amendment was 

12 a p p r o p r i a t e l y made t o the C-108. 

13 Q. Okay. So when we're going through -- and what 

14 are the depths t h a t you seek t o i n j e c t i n t o , the footage 

15 depths? 

16 A. The top i n t e r v a l was 4,790 f e e t , and the lowest 

17 i n t e r v a l i s 6,200. 

18 Q. So there w i l l be no disposal i n t o the Cherry 

19 Canyon? 

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

21 Q. . I f , on some of these pages, i t shows up t h a t 

22 you're i n j e c t i n g i n t o the Cherry Canyon, t h a t should be 

23 excised because you're only i n j e c t i n g i n t o the B e l l 

24 Canyon? 

25 A. Yes. The only -- the reasonable c o r r e c t i o n 
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1 t h a t needed t o be made t o the o r i g i n a l C-108 i s on the 

2 f i r s t couple of pages, and so ignore "Cherry Canyon" i n 

3 any other reference. 

4 Q. And although not on yours, on page 1 of the 

5 C-108, there i s a cover sheet. I t ' s j u s t b a s i c a l l y a 

6 summary of changes t o the C-108; i s t h a t r i g h t ? 

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

8 Q. Let's move on. I t h i n k s t a r t i n g w i t h page 5, 

9 the pages are numbered. What i s page 5? 

10 A. Page 5 i s a copy of the land p l a t f o r the 

11 region, and i t shows the one-half and the two-mile 

12 radius area of review. 

13 Q. Now, w i t h respect t o the two-mile radius, are 

14 there any freshwater w e l l s i n t h a t area? 

15 A. None t h a t have been reported. 

16 Q. And d i d you check w i t h the State Engineer on 

17 t h i s i n Roswell? 

18 A. Yes. 

19 Q. And then page 6 j u s t shows a l a r g e r blowup of 

20 the h a l f - m i l e area of review. At t h i s time, are there 

21 any w e l l s i n s i d e the one-half mile area of review, 

22 e x i s t i n g wells? 

23 A. No.- There are no e x i s t i n g w e l l s i n the 

24 h a l f - m i l e area. 

25 Q. What type of i n j e c t i o n operations do you 
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w i t h respect t o i n j e c t i o n volumes and pressures? 

2 A. The proposed volumes are shown on page 7, and 

3 the maximum i s i n d i c a t e d t o be approximately 6,000 

4 b a r r e l s of water per day, w i t h an average of 

5 approximately 3,500 b a r r e l s per day. 

6 Q. And w i l l the maximum i n j e c t i o n pressure comply 

7 w i t h the D i v i s i o n ' s .2 p s i depth t o top perf? 

8 A. Yes. That i s 958 p s i . 

9 Q. And what -- where do you a n t i c i p a t e most of the 

10 i n j e c t e d water w i l l come from? Which other formations? 

11 A. Which other formation? 

12 Q. Yes. 

13 A. I t w i l l be B e l l Canyon. 

14 Q. No, no. I mean, what type of water w i l l be 

15 i n j e c t e d 

16 A. Excuse me. 

17 Q. -- i n t o ? 

18 A. Bone Spring. 

19 Q. Bone Spring, p r i m a r i l y ? 

20 A. P r i m a r i l y . 

21 Q. And w i l l t h a t i n j e c t e d water be compatible w i t h 

22 the disposal zone water? 

23 A. Yes, i t would .• 

24 Q. And your C-108 does contain a water sample from 

25 the Delaware Formation, I believe? 
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1 A. Yes. That's on page 7. 

2 Q. There are some Delaware w e l l s out there, are 

3 there not, t h a t could p o s s i b l y dispose i n t o t h i s w e l l , 

4 also? 

5 A. Not l i k e l y . 

6 Q. And as you've already discussed, there are no 

7 w e l l s i n the area of review -- there are no plugged and 

8 abandoned w e l l s and no producing w e l l s i n the area of 

9 review? 

10 A. That i s c o r r e c t , no w e l l s plugged and 

11 abandoned. 

12 Q. And i s there any geologic evidence of open 

13 f a u l t s or hydrologic connection between the disposal 

14 zone and underground f r e s h water? 

15 A. No, there are no known connections. 

16 Q. Would you t u r n t o E x h i b i t 10 and discuss the 

17 c o n s t r u c t i o n of the well? 

18 MR. LARSON: Mr. Bruce, d i d you mean page 

19 10? 

2 0 MR. BRUCE: Page 10. Thank you, 

21 Mr. Larson. 

22 MR. LARSON: I t ' s s t i l l e a r l y . 

23 MR. BRUCE: I ' m not used t o having on ly one 

24 or two e x h i b i t s . 

25 Q. (BY MR. BRUCE) Could you discuss - - j u s t 
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1 b r i e f l y give a discu s s i o n of the c o n s t r u c t i o n of the 

2 proposed i n j e c t i o n w e l l . 

3 A. Well, as the diagram shows, we 111 run a 20-inch 

4 conductor s t r i n g and c i r c u l a t e i t back t o the surface, 

5 and then seven-inch s t r i n g t h a t w i l l run down i n t o the 

6 B e l l Canyon. And t h a t w i l l be c i r c u l a t e d back t o the 

7 surface, and i t w i l l then be open hole t o TD at 6,200. 

8 Q. W i l l the w e l l be constructed so as t o prevent 

9 movement of f l u i d between zones? 

10 A. Yes, i t w i l l be. 

11 Q. And does page 11 show the surface owner and the 

12 o f f s e t operators? 

13 A. Yes. 

14 MR. BRUCE: Mr. Examiner, one -- and I ' l l 

15 get i n t o t h i s i n a minute when I present my not i c e 

16 e x h i b i t . Matador Petroleum shows up on a l l the p l a t s as 

17 owning an o f f s e t t r a c t . I sent n o t i c e t o Matador 

18 Petroleum. I received a c a l l from an a t t o r n e y at 

19 Matador, and they s a i d t h a t t h i s i n t e r e s t i s a c t u a l l y 

2 0 owned by a Cimarex e n t i t y . 

21 For your i n f o r m a t i o n , about nine or ten 

22 years ago, Matador s o l d a bunch of leasehold i n t e r e s t s 

23 t o what e v e n t u a l l y -- what e v e n t u a l l y turned i n t o Magnum 

24 Hunter, which i s a Cimarex e n t i t y . Then there was a 

25 l e g a l dispute over i t , so there was some question about 
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1 who owned the i n t e r e s t . But Matador confirmed t h a t 

2 Cimarex does indeed own the i n t e r e s t , so n o t i c e has been 

3 given t o them, as w e l l as Matador. 

4 EXAMINER GOETZE: Very good. 

5 Q. (BY MR. BRUCE) Dr. Havenor, i s there a need f o r 

6 s a l t w a t e r disposal w e l l s i n t h i s area? 

7 A. A s i g n i f i c a n t need. 

8 Q. You're t a l k i n g about i n j e c t i n g Bone Spring 

9 water through the Bone Spring w e l l s t h a t are being 

10 developed i n t h i s area t o produce a s i g n i f i c a n t amount 

11 of s a l t water? 

12 A. Yes. They produce a s i g n i f i c a n t amount of s a l t 

13 water. 

14 Q. And i n s o f a r as t e c h n i c a l l y , do you see any 

15 problem w i t h the d r i l l i n g of the s a l t w a t e r disposal 

16 well? 

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

18 Q. Do you t h i n k i t w i l l adversely a f f e c t any 

19 o f f s e t leasehold i n t e r e s t owners? 

20 A. No, I do not. I do not b e l i e v e t h a t i t w i l l . 

21 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 

22 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 

23 prevention of waste? 

24 A. Yes, i t i s . 

2 5 MR. BRUCE: Mr. Examiner, I ' m handing you a 
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1 copy of E x h i b i t 2, which i s the A f f i d a v i t of Notice, 

2 and, again, I sent the n o t i c e t o the p a r t i e s e n t i t l e d t o 

3 n o t i c e . And then the l a s t two pages are the copy of the 

4 l e t t e r sent t o Cimarex a f t e r Matador n o t i f i e d me of the 

5 change of ownership, and a l l p a r t i e s d i d receive a c t u a l 

6 n o t i c e . 

7 And I would move the admission of E x h i b i t s 

8 1 and 2. 

9 EXAMINER GOETZE: E x h i b i t s 1 and 2 are 

10 accepted. 

11 (Mesquite SWD, Inc. E x h i b i t Numbers 1 and 2 

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

13 MR. BRUCE: And I have no f u r t h e r questions 

14 of the witness. 

15 EXAMINER GOETZE: Mr. Larson? 

16 CROSS-EXAMINATION 

17 BY MR. LARSON: 

18 Q. Morning, Dr. Havenor. 

19 A. Morning. 

20 Q. -A) Has Mesquite i n j e c t e d any water i n t o the 

21 PaducabfFederal #3 w e l l t h a t i s from Case 14979? 

22 A. I can't- answer t h a t question without checking 

23 back some records as t o a c t u a l i n j e c t i o n . 

24 Q. Do you know i f the w e l l ' s been d r i l l e d ? 

25 A. The #3? 
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1 Q. Yes, the PaducaX Federal #3. \ ^ ^ ^ 

2 A. I have t o o r i e n t myself. Paducaj^#3 i s located 

3 i n the same s e c t i o n . I t has not -- i t has not been 

4 d r i l l e d . 

5 Q. Your C-108 a p p l i c a t i o n i n d i c a t e s t h a t the 

6 proposed i n t e r v a l has been without s i g n i f i c a n t 

7 hydrocarbon shales. What's the f a c t u a l basis f o r t h a t 

8 statement? 

9 A. Experience i s , i t e s s e n t i a l l y attempts -- there 

10 has been s i g n i f i c a n t development i n the uppermost Ramsey 

11 and Olds i n t e r v a l , which i s a very t h i n i n t e r v a l on top. 

12 And beneath t h a t , logging and sample d e s c r i p t i o n s and 

13 other p e n e t r a t i o n s of wel l s i n the area have not found 

14 any i n d i c a t i o n s of commercial production. 

15 Q. I be l i e v e you t e s t i f i e d t h a t the producing 

16 water t h a t Mesquite proposes t o i n j e c t w i l l come from 

17 Bone Spring? 

18 A. The vast m a j o r i t y w i l l probably be from the --

19 from Bone Spring production. That i s c o r r e c t . 

20 Q. And w i l l t h a t water be trucked t o the w e l l 

21 s i t e ? 

22 A. Not t o the w e l l s i t e . I t w i l l be taken t o a 

23 s t a t i o n , which w i l l then t r a n s f e r i t t o the w e l l s i t e . 

24 Q. And does your a p p l i c a t i o n include analysis of 

25 any of the Bone Spring water? 
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1 A. No. I t only includes a Delaware a n a l y s i s . 

2 MR. LARSON: That's a l l I have f o r 

3 Dr. Havenor. 

4 EXAMINER GOETZE: Very good. 

5 F i r s t of a l l , I would l i k e t o get an 

6 an a l y s i s of what's going t o be provided as commercial 

7 operation. Let's make t h a t a v a i l a b l e t o both --

8 MR. BRUCE: Yes, s i r . 

9 EXAMINER GOETZE: -- the Hearing Examiner, 

10 as w e l l as t o Mr. Larson. 

11 CROSS-EXAMINATION 

12 BY EXAMINER GOETZE: 

13 Q. With regards t o the c o n s t r u c t i o n , we are seeing 

14 more and more of the open hole at shallow depth, meaning 

15 something shallower than -- i d e a l l y Devonian w e l l s . 

16 Though t h i s i s an economic advantage, would there be any 

17 b e n e f i t f o r p u t t i n g i n casing f o r t h i s lower p o r t i o n , 

18 the i n j e c t i o n i n t e r v a l , as opposed t o having an open 

19 hole? 

20 A. I cannot see any significant difference. And 

21 l e t me say t h a t , f o r example, i f they were t o run and 

22 cement a s t r i n g of casing across the p r e s e n t l y proposed 

23 i n t e r v a l , then i t would be p e r f o r a t e d w i t h probably 400, 

24 maybe 500 shots through the i n t e r v a l , so you're s t i l l 

25 exposing the perceived p o r o s i t y zones where the disposal 
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1 w i l l be t o d i s p o s a l . Does t h a t answer your question? 

2 Q. Thank you. I t does. 

3 With regards t o plans t o run the logs, i s 

4 there any s p e c i f i c s u i t e [ s i c ] we are l o o k i n g at as f a r 

5 as p r e f e r r e d or j u s t -- we're going t o see what the 

6 State suggests? 

7 A. Well, i t ' s a f e d e r a l lease. 

8 Q. Okay. 

9 A. My preference would be t h a t they run a p o r o s i t y 

10 l o g and a r e s i s t i v i t y l o g . That's what we have done i n 

11 the past. However, during p e n e t r a t i o n , there w i l l be a 

12 logging u n i t -- a sample logging u n i t on the w e l l , and 

13 w e ' l l have examination of samples on probably t e n - f o o t 

14 intervals, as well as hydrocarbon analysis of returns. J 

15 EXAMINER GOETZE: I have no f u r t h e r 

16 questions f o r t h i s witness. 

17 Are you done? 

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

19 the witness e i t h e r , Mr. Examiner. 

2 0 EXAMINER GOETZE: Very good. 

21 Mr. Larson? 

22 MR. LARSON: No, nothing f u r t h e r . 

23 EXAMINER GOETZE: Mr. Larson, would you 

24 l i k e t o present? 

2 5 MR. LARSON: I would l i k e t o . 
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1 CHARLES MORAN, 

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

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

4 DIRECT EXAMINATION 

5 BY MR. L7ARSON: 

6 Q. Good morning, Mr. Moran. Would you please 

7 s t a t e your f u l l name f o r the record? 

8 A. Charles Moran. 

9 Q. And where do you reside? 

10 A. A r t e s i a , New Mexico. 

11 Q. And by whom are you employed and i n what 

12 capacity? 

13 A. I'm employed by Yates Petroleum Corporation. 

14 My t i t l e i s c h i e f landman. 

15 Q. And have you p r e v i o u s l y t e s t i f i e d i n an 

16 Examiner Hearing? 

17 A. Yes, I have. 

18 Q. /And durin g each of those hearings, were you 

19 q u a l i f i e d as an expert i n land matters? 

20 A. Yes, I was. 

21 Q. And who are you t e s t i f y i n g on behalf of today? 

22 A. I am here on behalf of Yates Petroleum 

23 Corporation, Abo Petroleum Corporation and Myco 

24 I n d u s t r i e s , Inc. 

25 Q. And do you have personal knowledge of each 
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1 e n t i t y 1 s i n t e r e s t i n the area surrounding the surface 

2 l o c a t i o n of the proposed SWD well? 

3 A. Yes, I do. 

4 MR. LARSON: Mr. Examiner, I ' d move t o 

5 admit Mr. Moran's q u a l i f i c a t i o n s as an expert i n land 

6 matters f o r purposes of t h i s hearing. 

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

8 Q. (BY MR. LARSON) Mr. Moran, I ' l l d i r e c t your 

9 a t t e n t i o n t o the document marked as Yates E x h i b i t Number 

10 1 and ask you t o i d e n t i f y the document. 

11 A. E x h i b i t 1 i s a land p l a t t h a t I worked w i t h and 

12 had b u i l t i n t e n d i n g t o show Yates' leasehold ownership 

13 d i r e c t l y o f f s e t t i n g the l o c a t i o n of the proposed w e l l i n 

14 Unit l e t t e r F of Section 11. 

15 The various c o l o r s represent d i f f e r e n t 

16 record t i t l e ownership i n the leasehold. P r i m a r i l y , the 

17 yellow was dominated by Yates Petroleum Corporation. 

18 They have the l a r g e s t i n t e r e s t there. The blue was 

19 dominated by 7Abo and Myco, having the l a r g e s t i n t e r e s t 

20 t h e r e . The whole area i s covered by a j o i n t operating 

21 agreement t h a t makes Yates Petroleum Corporation the 

22 operator of the leaseholds t h a t are colored on the map. 

23 Q. /And d i d you or somebody under your supervision 

24 prepare t h i s document? 

25 A. Yes. 
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1 Q. And I ' l l d i r e c t your a t t e n t i o n t o the numerous 

2 w e l l s t h a t are i n d i c a t e d -- I guess i t ' s t o the west of 

3 the Yates, Myco, Abo i n t e r e s t s . And who i s the operator 

4 of those wells? 

5 A. I don't remember who the operator of the w e l l s 

6 i s at t h i s p o i n t . I d i d not look i n t o t h a t . I was 

7 going t o l e t the engineer pay a t t e n t i o n t o t h a t d e t a i l . 

8 Q. /And f o r any w e l l s i n which Myco, Abo and/or OXY 

9 Y-l have an i n t e r e s t , which e n t i t y operates those wells? 

10 A. Yates Petroleum Corporation. 

11 Q. And i s Yates c u r r e n t l y o p e r a t i n g any producing 

12 w e l l s i n the area of review? 

13 A. Yes. We have one w e l l i n the area of review, 

14 producing i n Section 2. 

15 Q. And t h a t ' s a h o r i z o n t a l well? 

16 A. I t i s a h o r i z o n t a l w e l l . 

17 Q. And does Yates c u r r e n t l y have any plans t o 

18 develop a d d i t i o n a l h o r i z o n t a l w e l l s w i t h i n the area of 

19 review? 

20 A. Yes. We have plans t o develop a d d i t i o n a l w e l l s 

21 i n the area.' I'm c u r r e n t l y working t o get those moving 

2 2 forward. 

23 Q. And are those d r i l l i n g plans the subject area 

24 f o r Dr. Boneau's testimony? 

25 A. Yes, they are. 
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1 Q. And does Yates c u r r e n t l y have any plans t o 

2 develop any h o r i z o n t a l w e l l s i n any of the a d j o i n i n g 

3 sections? 

4 A. Yes, we do. 

5 Q. W i l l Yates be the operators of those? 

6 A. Yates Petroleum w i l l be the operator of those 

7 w e l l s . 

8 Q. And do you know the time frame f o r Yates' 

9 h o r i z o n t a l d r i l l i n g program w i t h i n the h a l f - m i l e area of 

10 review? 

11 A. The time frame i s we in t e n d t o get out there 

12 and commence d r i l l i n g as soon as we can get out there. 

13 There are some p e r m i t t i n g issues t h a t we are working 

14 w i t h t o d r i l l , so I can't give an exact t i m e t a b l e . But, 

15 you know, we are ready t o go and move forward, 

16 and w i t h i n the year, I a n t i c i p a t e w e ' l l be out there 

17 d r i l l i n g w e l l s . 

18 Q. And from a land perspective, have a l l of the 

19 e n t i t i e s w i t h i n t e r e s t i n the p r o j e c t areas f o r those 

20 planned w e l l s w i t h i n the area of review j o i n e d i n the 

21 wells? 

22 A. At t h i s p o i n t , I have had conversations w i t h 

23 the owners out there, and everybody i s e x c i t e d about 

24 d r i l l i n g . I haven't t r i g g e r e d , by sending them an AFE, 

25 t h e i r commitment t o d r i l l the w e l l . So at t h i s p o i n t , 
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1 nobody -- you know, everybody's e x c i t e d about doing i t . 

2 We're l o o k i n g forward t o doing i t . I j ust need t o send 

3 the AFE, which I'm w a i t i n g on a permit so I can get the 

4 AFE moving. 

5 Q. Has anybody v e r b a l l y communicated t o you 

6 opposition? 

7 A. No. . Everybody's e x c i t e d about doing i t , and 

8 everybody's l o o k i n g forward t o g e t t i n g them d r i l l e d . 

9 Q. And how about the time frame f o r h o r i z o n t a l 

10 w e l l s i n the a d j o i n i n g sections. 

11 A. I t w i l l be p a r t of our program out there. My 

12 understanding i s , we're going t o have a r i g out there 

13 d r i l l i n g continuously, once we get t h i n g s moving. 

14 Q. And how about the i n t e r e s t s -- mineral 

15 i n t e r e s t s i n the p r o j e c t areas f o r those wells? Have 

16 they communicated t o you t h e i r p o s i t i o n on the proposed 

17 wells? 

18 A. I haven't t a l k e d t o the mineral owners. I 

19 presume -- the leases are f e d e r a l and s t a t e . I believe 

20 they want those minerals developed. 

21 Q. And why are Yates, Myco and 7Abo opposing the 

22 Mesquite - -

23 A. Because we b e l i e v e t h a t i t w i l l i n t e r f e r e w i t h 

24 our plans out there t o develop our l easehold . 

25 Q. And i n your o p i n i o n , would the proposed 
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1 i n j e c t i o n of produced water n e g a t i v e l y impact Yates', 

2 /Abo's and Myco' s c o r r e l a t i v e r i g h t s ? 

3 A. My understanding i s t h a t we b e l i e v e i t w i l l 

4 n e g a t i v e l y impact our d r i l l i n g program. 

5 Q. And why i s that? 

6 A. Because i t has the p o t e n t i a l t o make i t more 

7 c o s t l y t o develop the minerals by -- and, you know, t h i s 

8 i s me l i s t e n i n g t o the engineers, by c r e a t i n g a zone of 

9 high-pressure water t h a t we w i l l have t o d r i l l through 

10 t h a t creates d r i l l i n g problems, thus d r i v i n g up our 

11 d r i l l i n g costs. 

12 MR. LARSON: Mr. Examiner, I ' d move the 

13 admission of E x h i b i t Number 1, and pass the witness. 

14 EXAMINER GOETZE: E x h i b i t Number 1 i s so 

15 accepted. 

16 (Yates E x h i b i t Number 1 was o f f e r e d and 

17 admitted i n t o evidence.) 

18 EXAMINER GOETZE: Mr. Bruce? 

19 MR. BRUCE: Just a few questions. 

2 0 CROSS-EXAMINATION 

21 BY MR. BRUCE: 

22 Q. Looking at your e x h i b i t , Mr. Moran, I'm kin d of 

23 confused as t o the exact boundaries. You have l i k e a 

24 dark purple o u t l i n e around c e r t a i n of the acreage, but 

25 i t doesn't seem t o f u l l y connect. 
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1 A. The -- as you po i n t e d out, there i s some 

2 leasehold out there owned by t h i r d p a r t i e s . The p a r t i e s 

3 t h a t I can represent formed a working i n t e r e s t u n i t . 

4 The working i n t e r e s t u n i t i s much l a r g e r than what i s 

5 intended t o be r e f l e c t e d on t h i s map. I t extends over 

6 t o the east f a r t h e r . I d i d not c o l o r everything we had 

7 i n the map. The c o l o r s on the map were j u s t intended t o 

8 be immediate o f f s e t t o the Section 11. 

9 Q. Okay. But d e f i n i t e l y --

10 A. I had more c o l o r s t o the south, more c o l o r s t o 

11 the east. 

12 Q. Okay. But on t h i s map, d e f i n i t e l y the b r i g h t 

13 yellow, b r i g h t blue and crosshatched yellow are w i t h i n 

14 the working i n t e r e s t u n i t ? 

15 A. The crosshatched yellow i s a c o n t r a c t u a l 

16 i n t e r e s t t h a t i s subject t o a d i f f e r e n t agreement than 

17 the Farber Working I n t e r e s t U n i t . I t ' s a separate, 

18 d i s t i n c t agreement, but under t h a t agreement, Yates has 

19 the operator. They are other owners of the w e l l s . 

20 Q. And then l o o k i n g at the e x i s t i n g w e l l s i n 

21 E x h i b i t 1 -- excuse me -- i n Sections 1 and 2, are the 

22 open holes the surface locations? 

23 A. Yes. The open holes are where the surface i s 

24 a t , and the dark hole i s where the bottom hole i s a t . 

25 Q. And you mentioned some p e r m i t t i n g issues out 
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there. I s t h a t due t o potash or ~-

2 A. Since they are f e d e r a l permits, the permits 

3 have not been issued, and the leases are currently-

4 suspended. 

5 Q. Ah. 

6 A. And so I d i d not have permits. I've applied 

7 f o r the APD t o get them d r i l l e d , but I have not received 

8 permits f o r the w e l l s y e t . 

9 Q. Yes, because I was lo o k i n g at Dr. Havenor's 

10 e x h i b i t , and i t looked l i k e some of these leases were 

11 past t h e i r primary term. 

12 A. Yes, but they are suspended. 

13 Q. Are any s t a t e leases suspended or only the 

14 federal? 

15 A. Only the f e d e r a l . The s t a t e lease i s Section 

16 2, and i t i s d r i l l e d and producing. 

17 Q. Thank you, Mr. Moran. 

18 MR. BRUCE: That's a l l I have, 

19 Mr. Examiner. 

20 EXAMINER GOETZE: Very good. 

21 I have no questions of you. 

22 Let's move on t o the next witness, please. 

23 DAVID FR/ANCIS BONEAU, Ph.D. 

24 a f t e r having been f i r s t duly sworn under oath, was 

25 questioned and t e s t i f i e d as f o l l o w s : 
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DIRECT EXAMINATION 

2 BY MR. LARSON: 

3 Q. Dr. Boneau, please s t a t e your f u l l name f o r the 

4 record. 

5 A. David Francis Boneau. 

6 Q. And where do you reside? 

7 A. A r t e s i a , New Mexico. 

8 Q. And by whom are you employed and i n what 

9 capacity? 

10 A. I'm employed by Yates Petroleum Corporation. 

11 My t i t l e i s r e s e r v o i r engineering manager. 

12 Q. And are you also t e s t i f y i n g today on behalf of 

13 Abo Petroleum, Myco I n d u s t r i e s and Yates Petroleum? 

14 A. That i s c o r r e c t . Yes, s i r . 

15 Q. And what i s your t e r m i n a l degree? 

16 A. I have a Ph.D. i n nuclear physics from Iowa 

17 State U n i v e r s i t y i n 1969. 

18 Q. And have you p r e v i o u s l y t e s t i f i e d i n an 

19 Examiner Hearing? 

20 A. Yes, I have. 

21 Q. And d u r i n g those hearings, were you q u a l i f i e d 

22 as an expert i n petroleum engineering? 

23 A. Yes, t h a t d i d happen several times. 

24 MR. L/ARSON: Mr. Examiner, I ' d move th a t 

25 Dr. Boneau be q u a l i f i e d as an expert i n petroleum 
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1 engineering f o r purposes of t h i s hearing. 

2 EXAMINER GOETZE: For purposes of t h i s 

3 hearing, he i s so q u a l i f i e d . 

4 Q. (BY MR. LARSON) Dr. Boneau, are you f a m i l i a r 

5 w i t h the Yates h o r i z o n t a l d r i l l i n g plans t h a t Mr. Moran 

6 has discussed? 

7 A. Yes. I'm probably more f a m i l i a r w i t h them than 

8 he i s . 

9 Q. And d i r e c t i n g your a t t e n t i o n t o the document 

10 marked as Yates E x h i b i t 2, would you please i d e n t i f y 

11 t h a t document? 

12 A. The document i s a map showing nine sections 

13 centered on Section 11 where the Mesquite Blue Quail SWD 

14 w e l l i s proposed t o be d r i l l e d . 

15 Q. And d i d you or somebody under your supervision 

16 prepare t h i s document? 

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

18 Q. And how many surface l o c a t i o n s or planned 

19 h o r i z o n t a l w e l l s are loca t e d w i t h i n the h a l f - m i l e area 

20 of review? 

21 A. Within the h a l f - m i l e area of review, as 

22 Mr. Moran pointed out, there i s one e x i s t i n g w e l l whose 

23 surface l o c a t i o n i s -- I would c a l l i t Unit 0 of Section 

24 2, i n the south of Section 2, and extends n o r t h t o Unit 
25 B of Section 2. That w e l l s e x i s t s . I t ' s c a l l e d 
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1 Undaunted. I t ' s a c t u a l l y a very good 2nd Bone Spring 

2 producer. 

3 U n d r i l l e d w e l l s , the w e l l s w i t h dashed 

4 l i n e s are h o r i z o n t a l proposed h o r i z o n t a l w e l l s t h a t 

5 Yates Petroleum would d r i l l on t h i s acreage owned by the 

6 various companies. And obviously from a land 

7 perspective, I only know yellow, so regardless of what 

8 Yates' ownership i s , i t ' s marked yellow on mine. That's 

9 the -- w e l l , whatever. That's the non-landman. That's 

10 the engineer. 

11 F i n a l l y , t o your question, by my count, 

12 there are f i v e surface l o c a t i o n s t h a t are c l e a r l y , 

13 d e f i n i t e l y w i t h i n the h a l f - m i l e area of review, and 

14 there are two on l i k e 2:00 of t h a t c i r c l e t h a t are 

15 r e a l l y close t o the edge. And I couldn't swear they're 

16 i n or out, a c t u a l l y . On the map, they look t o be bare l y 

17 out, but they are very close t o the edge. So somewhere 

18 between f i v e and seven surface l o c a t i o n s f o r h o r i z o n t a l 

19 Bone Spring w e l l s are w i t h i n the h a l f - m i l e area of 

2 0 review. 

21 Our plans are t h a t those w e l l s would be 2nd 

22 Bone Spring w e l l s , j u s t because I'm t a l k i n g -- the w e l l 

23 t h a t e x i s t s , Undaunted, has a major v e r t i c a l depth of 

24 about 11,000 f e e t . So the 2nd Bone Spring i s about 

25 11,000 f e e t , and then w i t h the l a t e r a l , i t extends t o 
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1 almost 16,000 f e e t of depth. 

2 Q. And based on Yates 1 experience w i t h the 

3 Undaunted, does Yates b e l i e v e t h a t the planned 

4 h o r i z o n t a l w e l l s w i t h i n the area of review w i l l be 

5 productive? 

6 A. We expect them t o be productive, yes. 

7 Q. And the Undaunted i s also a 2nd Bone Spring 

8 well? 

9 A. The Undaunted produces from the 2nd Bone Spring 

10 Sand, yes, s i r . 

11 Q. I next d i r e c t your a t t e n t i o n t o the document 

12 marked as E x h i b i t 3. Can you please i d e n t i f y t h a t 

13 document? 

14 A. Yes. E x h i b i t 3 i s a map showing a l a r g e r area 

15 around -- mostly around the proposed Blue Quail 

16 l o c a t i o n . And, honestly, i t stands s o r t of t o the east. 

17 But i t j u s t shows t h a t Yates has q u i t e a b i t of acreage 

18 t o d r i l l i n t h i s area. And the w e l l s t h a t are on our 

19 d r i l l i n g schedule are a l l those d o t t e d l i n e s , and by my 

20 count, there are -- I don't know -- 21 or 22 t h a t are 

21 w i t h i n t h a t two-mile area of review. And you can see 

22 t h a t there are a whole bunch of them. There are 4 0 or 

23 50 w e l l s . We have a major d r i l l i n g program under way or 

24 almost under way i n t h i s area. We're r e a l l y e x c i t e d 

25 about t h i s area. We want t o d r i l l these w e l l s . 
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1 Q. And d i d you or someone under your supervision 

2 prepare the document marked as E x h i b i t 3? 

3 A. Yes, s i r . E x h i b i t s 2 and 3 were made by me 

4 w i t h some help, at the same time. 

5 Q. And Mr. Moran touched on the time frame f o r the 

6 d r i l l i n g program both i n the h a l f - m i l e area of review 

7 and the two-mile radius you've i n d i c a t e d on E x h i b i t 3. 

8 Do you have any i n s i g h t t o the time frame of these w e l l s 

9 being d r i l l e d ? 

10 A. We have our d r i l l i n g program l a i d out f o r 2014, 

11 '15, '16, and many of the w e l l s t h a t we're t a l k i n g about 

12 here are on t h a t d r i l l i n g schedule. Some of them, t h i s 

13 year. Some of them, d e f i n i t e l y i n 2015. And the 

14 engineers and the associate t e c h n i c a l people, you know, 

15 make plans, and then the land people have got t o come 

16 through w i t h the permits, et cetera, f o r us, but we have 

17 a plan t h a t includes d r i l l i n g a huge number of these 

18 w e l l s w i t h i n the next year, two years, two-and-a-half 

19 years. 

2 0 Q. I n r e l a t i o n t o the w e l l s outside the area of 

21 review but w i t h i n your two-mile r a d i u s , what are the 

22 t a r g e t zones f o r those wells? 

23 A. The t a r g e t zones f o r a l l the d o t t e d l i n e s , a l l 

24 the w e l l s proposed i n t h i s area i s the 2nd Bone Spring 

25 Sand. And l i k e I said, i t ' s at 11,000 fe e t i n the w e l l 
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1 i n Section 2, and i t ' s going t o be a s i m i l a r depth i n 

2 the w e l l s throughout t h i s area. 

3 Q. And i f Mesquite were granted a u t h o r i t y t o 

4 i n j e c t produced water, would the zone of in f l u e n c e of 

5 the produced-water plume extend out i n t o t h a t two-mile 

6 area i n d i c a t e d on your p l a t there? 

7 A. I t w i l l e v e n t u a l l y . I t won't the f i r s t month. 

8 Obviously, i t w i l l impact the h a l f - m i l e area of review 

9 and move out. But w i t h i n the time frame --we t h i n k 

10 we're t a l k i n g about d r i l l i n g these w e l l s i n the near 

11 term. The near term i s not next week and the week 

12 a f t e r . The near term t o get these w e l l s d r i l l e d and 

13 whatever i s the three years I'm t a l k i n g about or 

14 something on t h a t order, and w i t h i n t h a t time frame, the 

15 water i n j e c t e d i n t o the proposed w e l l could c l e a r l y 

16 i n f l u e n c e outside the h a l f - m i l e c i r c l e . 

17 Q. /And what impact would the proposed i n j e c t i o n of 

18 produced water have on Yates' d r i l l i n g program both 

19 w i t h i n the h a l f - m i l e area of review and w i t h i n the 

20 two-mile area i n d i c a t e d on E x h i b i t 3? 

21 A. Well, I'm sure everybody r e a l i z e s t h a t the deal 

22 i s , they're i n j e c t i n g shallow, and we're d r i l l i n g deep. 

23 And so we have got t o t o reach t h i s 2nd Bone Spring 

24 Sand i n t e r v a l , we have got t o d r i l l through t h e i r 

25 i n j e c t i o n zone, and we do not want t o run i n t o 
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1 high-pressure water i n t h a t i n j e c t i o n zone as we t r y t o 

2 d r i l l through. I've got an example or two, but there 

3 are various kinds of minor t o major d i s a s t e r s t h a t can 

4 occur when t h a t happens. 

5 Q. The next document i s marked as E x h i b i t Number 

6 4. I ' d d i r e c t you t o t h a t . 

7 A. Okay. I'm l o o k i n g at i t . 

8 Q. 7And could you i d e n t i f y t h a t document f o r the 

9 record? 

10 A. That document shows fo u r sets of numbers, 

11 b a s i c a l l y , and i t ' s my attempt t o put some numbers 

12 i n v o l v i n g pressures t o the assertions t h a t I'm making 

13 about high-pressure water. And so there i s a t a b l e i n 

14 the middle of the page. We're t a l k i n g about Mesquite's 

15 proposed Blue Quail Number 1 proposed i n j e c t i o n 

16 i n t e r v a l . I t ' s 4,790 t o about 6,200 f e e t , open hole. 

17 And I t r i e d t o compare the pressure. Their -- by 

18 t h e i r -- the Commission and myself, I t h i n k , agreed on 

19 using the top of the zone, 4,790 f e e t . 

20 So the f i r s t l i n e , under "Condition," says 
21 "Natural - No Well." What I t h i n k i s out there now i s 

22 at 4,790 f e e t . The pressure i s going t o be 

23 approximately -- 2,074 pounds i s what i t -- .4. I t ' s 

24 the normal gradient i n southeast New Mexico. I t ' s 

25 b a s i c a l l y a freshwater g r a d i e n t . The pressure there i s 
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1 2,074 pounds. The most r i g h t - h a n d column then puts t h a t 

2 i n terms of equivalent mud weight. This i s j u s t 

3 something t h a t appeals t o d r i l l i n g people. And I don't 

4 know how many d r i l l i n g people are i n the room, but the 

5 n a t u r a l c o n d i t i o n , you would need a mud weight of 8.3 

6 pounds per g a l l o n , which i s more or less f r e s h water, t o 

7 balance the n a t u r a l pressure at 4,790 f e e t . 

8 Second l i n e , then, says: "Wellbore f i l l e d , 

9 T o t a l Dissolved Solids, 276,000 p a r t s per m i l l i o n . " 

10 That's the r e a l l y heavy b r i n e , from the an a l y s i s , t h a t 

11 appears i n the Mesquite C-108. So i f you f i l l t h a t 

12 wellbore t o 4,790 fe e t w i t h t h a t heavy b r i n e , you've got 

13 a higher pressure down there because you've got more 

14 weight s i t t i n g on i t , and the pressure at t h a t p o i n t 

15 then becomes 2,526 p s i , or approximately t h a t , w i t h no 

16 surface pressure. Just because you f i l l e d i t w i t h t h a t 

17 heavy b r i n e , you r a i s e d the pressure by 450 pounds. 

18 Then the t h i r d l i n e says: "Apply .2 p s i 

19 per f o o t at the surface." And as Dr. Havenor i n d i c a t e d , 

20 t h a t ' s 958 p s i , and you then r a i s e the pressure at the 

21 top of the i n j e c t i o n zone by 958 p s i . /And you're now up 

22 t o 3,484 pounds, 1,400 pounds above where you s t a r t e d . 

23 And the mud weight you would need t o overcome t h a t , t o 

24 balance t h a t , i s 13.9 pounds per g a l l o n , which i s on the 

25 high end of what's possible i n the r e a l world. 
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1 Anyway, you 1ve r a i s e d the pressure a l o t by 

2 i n j e c t i n g a t the presumed allowable pressure t h a t the 

3 Commission always uses. And those are j u s t -- those are 

4 j u s t the numbers t h a t you get by applying the 

5 conventional t h i n k i n g . That's, I t h i n k , what I'm t r y i n g 

6 t o say. 

7 And then the l a s t l i n e t a l k s about the 

8 case - - and I don't know i f i t ' s a p p l i c a b l e here or not. 

9 I hope i t ' s not a p p l i c a b l e , a c t u a l l y . But the case 

10 where, v i a a step-rate t e s t , the surface pressure can be 

11 a d m i n i s t r a t i v e l y r a i s e d , and the -- w e l l , there are l o t s 

12 of orders t h a t have t h a t wording i n them. And I j u s t 

13 put an example here where the st e p - r a t e t e s t r e s u l t e d i n 

14 r a i s i n g i t t o .3 p s i per f o o t . I mean, there i s another 

15 case f l o a t i n g around today where they're proposing .6 

16 p s i per f o o t . /Anyway, the l a s t l i n e i s an example of a 

17 st e p - r a t e t e s t a l l o w i n g the surface pressure t o be 

18 r a i s e d t o .3 p s i per f o o t . And then, of course, you 

19 have more pressure a t the surface, so you have more 

20 pressure down i n the i n j e c t i o n i n t e r v a l . And you're now 

21 up to 3,963 p s i , so you're up t o 1,900 pounds higher 

22 than the n a t u r a l c o n d i t i o n down there. You've 

23 e s s e n t i a l l y doubled the pressure i n t h a t zone. 

24 And i f Yates has t o d r i l l i n t o a zone w i t h 

25 twice as much pressure as i t ' s supposed t o have, 
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1 normally has, we're going t o have blowouts, washouts, 

2 low c i r c u l a t i o n . We're going t o have water we can't 

3 handle. We're going t o be h a u l i n g water maybe t o 

4 another one of Mesquite's di s p o s a l w e l l s . But we're 

5 going t o have a b i g problem on our hands. Well, i n 

6 other words, we could have a b i g problem on our hands. 

7 E x h i b i t Number 4 i s an attempt t o put some 

8 numbers on the magnitude of the pressures t h a t are 

9 possible under the op e r a t i o n proposed, and my plea i s 

10 t h a t the ste p - r a t e t e s t , on top of a l l the other 

11 pressure you add i n , i t r e a l l y doesn't seem l i k e a good 

12 idea t o me. I t r e a l l y seems l i k e a bad idea t o me. 

13 Q. And d i d you or someone under your 

14 sup e r v i s i o n --

15 A. Number 4? 

16 Q. -- create the document marked as Number 4? 

17 A. Number 4 you must blame e n t i r e l y on me. I 

18 prepared Number 4. 

19 Q. I ' l l give you a l l the c r e d i t f o r t h a t . 

20 And you mentioned various problems t h a t 

21 a r i s e as you produce the mud weights. How does t h a t 

22 t r a n s l a t e i n t o d o l l a r s i n terms of d r i l l i n g costs? 

23 A. Okay. I have two e x h i b i t s , 5 and 6, t h a t 

24 r e l a t e t o one example --

25 Q. And w e ' l l get i n t o those i n a moment. 
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1 A. -- close t o the -- close t o the most 

2 c a t a s t r o p h i c example we've run i n t o i n the past few 

3 years. Anyway, I have t h i s c a t a s t r o p h i c example where 

4 i t cost us m i l l i o n s of d o l l a r s . 

5 Recently we had a water flow i n a w e l l i n 

6 norther n Lea County t h a t we were able t o c o n t r o l i n 

7 three or fou r days, at a cost of $75,000, something l i k e 

8 t h a t . 

9 We've had other examples i n the $300,000 

10 range, o n e - m i l l i o n - d o l l a r range, hundreds of thousands 

11 of d o l l a r s , you know. The one example i s $3.5 m i l l i o n . 

12 I'm not saying t h a t every w e l l we d r i l l i s going t o cost 

13 $3.5 m i l l i o n more because of t h i s i n j e c t i o n . That's the 

14 high end of the catastrophes t h a t can happen. 

15 I f I had t o p i c k a number, i f we get one of 

16 these water flows, i t ' s going t o cost us 750,000, a 

17 m i l l i o n d o l l a r s t o f i g h t what seems, i n my head, t o be 

18 i n every one of them. But I have a example of $75,000. 

19 I have a m u l t i m i l l i o n - d o l l a r example. But i t adds up t o 

20 s i g n i f i c a n t d o l l a r s , and i t takes the momentum out of a 

21 d r i l l i n g program. I t ' s h e l l i s what i t i s . I t ' s j u s t 

22 h o r r i b l e . 

23 Q. I ' l l d i r e c t your a t t e n t i o n t o E x h i b i t Number 5. 

24 Do you take sole c r e d i t f o r t h i s one as we l l ? 

25 A. I took a copy of a map t h a t was more or less 
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1 commercial, and I wrote a l l the good words t h a t are i n 

2 the middle of the e x h i b i t . 

3 Q. And i s t h i s your worst-case-scenario example? 

4 A. This i s a worst-case-scenario example. I t ' s an 

5 example of a water flow causing d r i l l i n g problems, w i t h 

6 probably a big-time S on the end. 

7 The w e l l s i n v o l v e d -- w e l l , I s o r t of 

8 apologize f o r the map i n t h a t I wish there were two 

9 w e l l s i n s t e a d of a l l those c i r c l e s t h a t you see. But 

10 more or less i n the middle of the map, i t says "State T 

11 #2," and i t has kin d of a -- i t has a black c i r c l e , and 

12 i t has a gas w e l l symbol, and i t has a northeast-

13 southwest l i n e through i t . But t h a t i s the i n j e c t i o n 

14 w e l l t h a t was the problem i n t h i s case. 

15 And south of t h a t , i t says "Door BIW State 

16 #1" and "#1Y." Those are the -- t h a t ' s the w e l l -- and 

17 i t a c t u a l l y turned out t o be two w e l l s -- t h a t Yates 

18 attempted t o d r i l l , and you can see t h a t i t ' s 

19 approximately -- the two w e l l s are approximately a h a l f 

20 mile apart. 

21 So the s t o r y and my example, i t em number 

22 one, says: "Pronghorn" - - who was the opera tor - -

23 "State T SWD #2 i n j e c t e d i n t o the G l o r i e t a . " And i t was 

24 the G l o r i e t a . I t was not Delaware. I t was the 

25 G l o r i e t a . But i t was 4,810 t o 6,880 f e e t , s o r t o f the 
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1 same depth of the i n j e c t i o n i n t e r v a l we're t a l k i n g about 

2 w i t h the Mesquite w e l l . That i n j e c t i o n w e l l began 

3 operations i n February of 2004. I t i n j e c t e d 1.6 m i l l i o n 

4 b a r r e l s of water from there through November 6; maximum 

5 i n j e c t i o n r a t e , 3,000 b a r r e l s a day; average i n j e c t i o n 

6 r a t e , 1,590 b a r r e l s of water a day. 

7 So t h a t i n j e c t i o n was going on when we get 

8 t o item number two. Yates began d r i l l i n g i t s Door BIW 

9 State #1 w e l l on June 10th, 2006, so about two years 

10 a f t e r t h i s w e l l a h a l f mile away had been i n j e c t i n g 

11 water. We h i t a water flow at 6,257 f e e t on June 26th. 

12 Water was f l o w i n g i n t o our wellbore 15 t o 18 b a r r e l s per 

13 minute. 

14 I'm making the s t o r y long, but t o make i t 

15 s h o r t e r than i t would be i f we went through 23 days of 

16 misery, we fought the water flow f o r 23 days, extended 

17 the depth down t o 6,811 f e e t , got a l l kinds of s t u f f 

18 stuck i n the hole and plugged the o r i g i n a l w e l l . 

19 Item number three: We then moved 50 f e e t 

20 away and r e d r i l l e d what i s c a l l e d the #1Y w e l l , and t h a t 

21 was -- immediately c o n t i n u i n g operations. So th a t w e l l 

22 spudded on Ju l y 22nd, 2006. We s u c c e s s f u l l y d r i l l e d i t 

23 t o 11,660 f e e t i n the Strawn and cemented casing. And 

24 t h i s time we were able t o get the w e l l d r i l l e d because 

25 we knew what was coming. So we used heavy mud through 
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1 the G l o r i e t a , and y o u ' l l see t h a t i t was 11- and 

2 12-pounds-per-gallon mud. And as soon as we got through 

3 the G l o r i e t a , we ran an e x t r a s t r i n g of casing t o cement 

4 o f f t h a t i n j e c t i o n i n t e r v a l , and then we were able t o 

5 d r i l l the bottom p a r t of the w e l l , which you would c a l l , 

6 normally. 

7 So item number fo u r t e l l s you the d o l l a r 

8 numbers i n v o l v e d . The AFE o r i g i n a l w e l l was 

9 $2.83 m i l l i o n . When we prepared an AFE f o r the r e d r i l l , 

10 t h a t AFE was $3.1 m i l l i o n . So what we expected t o be 

11 the cost of the w e l l was somewhere around $3 m i l l i o n . 

12 We a c t u a l l y spent $2.9 m i l l i o n on the #1 w e l l , you know, 

13 and never got anywhere near TD, most of t h a t f i g h t i n g 

14 the water flow. And we a c t u a l l y spent $3.65 m i l l i o n on 

15 the replacement w e l l . So we spent $6.55 m i l l i o n , when 

16 normal o p e r a t i o n would have r e q u i r e d a cost of about 

17 $3 m i l l i o n . So we spent an e x t r a amount of money, 

18 around $3.5 m i l l i o n , caused by t h i s water flow from a 

19 w e l l 2,300-some f e e t away. 

20 Can I continue on t o E x h i b i t 6, which i s 

21 Q. I was j u s t going t o 

22 A. k i n d of the r e s t of the story? 

23 Q. I was j u s t going t o ask you about t h a t . For 

24 the record, was t h i s document also prepared by you? 

25 A. Yes. This was -- Excel and I made t h i s 
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1 e x h i b i t . 

2 Q. And what i s i t intended t o depict? 

3 A- I t ' s intended t o give a b e t t e r p i c t u r e of what 

4 happened i n t h i s instance than my words, and h o p e f u l l y 

5 i t d i d t h a t . But i t ' s a p l o t of mud weight on the 

6 l e f t - h a n d column i n pounds per g a l l o n versus the depth 

7 t h a t the w e l l i s a t . And there are l i t t l e blue diamonds 

8 representing t i e [ s i c ] #1, Door BIW State #1, and there 

9 are red squares representing the mud weights during the 

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

11 So we s t a r t e d t o the l e f t w i t h the blue 

12 diamonds. At zero depth and at shallow depth, the mud 

13 weight i s nine and a h a l f , ten, those k i n d of numbers, 

14 out u n t i l you get t o the 6,000-foot range. We h i t the 

15 water flow, and the mud weight drops. You've got three 

16 l i t t l e diamonds down there around 9.5. Water flow 

17 d i l u t e s the d r i l l i n g mud, and then the diamonds shoot up 

18 as we put i n heavy mud t r y i n g t o f i g h t t h a t . And the 

19 water flow keeps d i l u t i n g our mud, and we f i n a l l y give 

20 up. Maybe we flooded too long. 

21 Then the red squares show the p i c t u r e w i t h 

22 the replacement w e l l . And so at shallow depths, the red 

23 squares and the blue diamonds are more or less i n the 

24 same place, but as we get close t o the water flow, we 

25 r a i s e the mud weight t o 12.5 pounds. So there are some 
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1 red squares way up there on the top w i t h the words t h a t 

2 say "r a i s e the mud weight before reaching the water 

3 flow." And then the red squares k i n d of f a l l o f f maybe 

4 down t o 11, 6 or something. 

5 And as the -- as the -- the water flow 

6 moves our heavy mud a l i t t l e , but we're s t i l l able t o 

7 keep a high mud weight. We get through the G l o r i e t a . 

8 We cement the casing across the G l o r i e t a , and then from 

9 7,000 out t o 11,000-something, the mud weights are down 

10 t o 9.5, normal. We cured the problem. We d r i l l e d the 

11 r e s t of the w e l l w i t h normal mud weights. 

12 To me, i t was j u s t a way t o b e t t e r 

13 i l l u s t r a t e the s t o r y , and I hope t h a t i t helps some of 

14 the people here. I t helped me p i c t u r e what a c t u a l l y 

15 happened ther e . 

16 Q. And, Dr. Boneau, i n your opinion, can Yates' 

17 experience i n d r i l l i n g the Door BIW State #1Y w e l l be 

18 ap p l i e d t o Yates' h o r i z o n t a l w e l l d r i l l i n g program i n 

19 the area of Mesquite's proposed SWD well? 

20 A. There are s i m i l a r i t i e s i n the area. They're 

21 a b s o l u t e l y not r i g h t next t o each other, but i n the 

22 example I gave, the o f f s e t t i n g w e l l was approximately 

23 h a l f mile away, and we have f i v e l o c a t i o n s t o d r i l l t h a t 

24 approximately h a l f mile away from the proposed Mesquite 

25' Blue Quail w e l l . The i n j e c t i o n i n t e r v a l i s roughly the 
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1 same k i n d of depth t h a t we're t a l k i n g about. A c t u a l l y , 

2 the volumes of water i n j e c t e d i n my Door example are 50 

3 percent or lower than what's proposed by Mesquite i n the 

4 example here. You know, no analogy i s p e r f e c t , but 

5 there are a number of s i m i l a r i t i e s . And i t i n d i c a t e s 

6 t h a t you can have s i g n i f i c a n t water flows at 6,000 f e e t , 

7 and they cause b i g problems. 

8 Q. And are you able t o estimate the amount of 

9 increased d r i l l i n g costs t h a t Yates could be f a c i n g i f 

10 water were i n j e c t e d i n t o the proposed well? 

11 A. You're going t o get the same answer I said l i k e 

12 f i v e minutes ago. I t can vary. A recent example, 

13 $75,000, $3.5 m i l l i o n , some other examples i n between. 

14 My idea of an average i s $750,000, $900,000, around a 

15 m i l l i o n d o l l a r s . When you have one of these problems, 

16 d i g i n your pocket f o r an ex t r a m i l l i o n d o l l a r s . You 

17 can't do t h a t very o f t e n . 

18 Q. And i n your opinion, would the proposed 

19 i n j e c t i o n of produced water impair Yates' c o r r e l a t i v e 

20 r i g h t s ? 

21 A. I t h i n k t h e r e ' s a good chance t h a t t h a t w i l l 

22 happen. We've got a l o t o f good w e l l s t o d r i l l , and 

23 we ' re go ing t o be - - you know, we 1 re going t o be t a k i n g 

24 a l o t o f shots i n t o t h i s zone where t h e y ' r e i n j e c t i n g 

25 water . And I ' d be s u r p r i s e d i f we - - I ' d be shocked i f 
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1 we had no problems, w i t h the magnitude of our program 

2 and the close p r o x i m i t y of t h e i r proposed i n j e c t i o n . 

3 Q. And even though Yates requests t h a t Mesquite's 

4 a p p l i c a t i o n be denied, i n the event t h a t i t i s granted, 

5 do you be l i e v e t h a t Mesquite should be allowed t o 

6 a d m i n i s t r a t i v e l y increase the i n j e c t i o n pressure f o r the 

7 well? 

8 A. No. I bel i e v e -- I be l i e v e t h a t Mesquite 

9 should not be made a v a i l a b l e of an a d m i n i s t r a t i v e 

10 procedure t o r a i s e the i n j e c t i o n pressure. P r e t t y much, 

11 I b e l i e v e t h a t nobody should, you know, have t h a t r i g h t . 

12 You j u s t look a t the numbers, and you're g e t t i n g r e a l l y 

13 high pressures down there, w i t h the .2 p s i , and t o r a i s e 

14 t h a t a d m i n i s t r a t i v e l y , without a r e a l l y close look, j u s t 

15 seems l i k e a bad idea t o me. 

16 MR. LARSON: And at t h i s p o i n t , 

17 Mr. Examiner, I ' l l move the admission of Yates E x h i b i t s 

18 Numbers 2 through 6. 

19 EXAMINER GOETZE: E x h i b i t s 2 through 6 are 

20 so entered. 

21 (Yates E x h i b i t Numbers 2 through 6 were 

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

23 MR. L7ARS0N: And I ' l l pass the wi tness . 

24 EXAMINER GOETZE: Very good. 

25 Mr. Bruce? 
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2 BY MR. BRUCE: 

3 Q. F i r s t , Dr. Boneau, could you r e f e r t o E x h i b i t 

4 2 . 

5 Go ahead and take a d r i n k of water i f you 

6 need t o . 

7 

8 

A. 

dr i n k of 

I'm not going t o ask you f o r permission f o r 

water. Sorry. No offense ( l a u g h t e r ) . 

a 

9 Q. I had a witness a few months ago who almost 

10 choked t o death when h i s t h r o a t got dry, so --

11 A. Okay. One per y e a r i s enough t o d i e . 

12 MR. BRUCE: Mr. Examiner, i f I could 

13 approach the witness f o r a second? 

14 Q. (BY MR. BRUCE) Dr. Boneau, I've handed you 

15 Mesquite s E x h i b i t 1, and t u r n t o page E x h i b i t [ s i c ] 6 . 

16 MR. LARSON: E x h i b i t or page? 

17 EXAMINER GOETZE: Page. 

18 Q- (BY MR. BRUCE) Page 6. 

19 A. Is t h a t the one on top? 

20 Q. Yeah. I opened yours up t o page 6. 

21 A. I see i t . 

22 Q- Now, the footage of t h i s w e l l pursuant t o 

23 Mesquite s a p p l i c a t i o n i s 2,100 from the no r t h l i n e and 

24 1,660 fe e t from the west l i n e , which i s p r e t t y much 

25 shown on page 6 of Mesquite's E x h i b i t 1. I n looking at 
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1 your E x h i b i t 2, you have moved the w e l l s i g n i f i c a n t l y 

2 northward, u n t i l i t ' s about 1,320 f e e t from the no r t h 

3 l i n e , haven't you? 

4 A. I'm not going t o use the word "moved," but --

5 Q. I'm saying somebody put i t 

6 A. the l o c a t i o n on our map i s n o r t h of the 

7 l o c a t i o n on your page 6. 

8 Q. So as a r e s u l t , there are a l o t more we l l s t h a t 

9 you say are i n the area -- p o t e n t i a l l y i n the area of 

10 review. And I t h i n k you used the number of f i v e t o 

11 seven w e l l s would be i n the area of review, but i f you 

12 use Mesquite's area of review and compare t h a t w i t h your 

13 E x h i b i t 2, i t r e a l l y only looks l i k e maybe two or three 

14 w e l l s would be i n the area of review, correct? 

15 A. I t looks t o me l i k e f o u r would be, the three i n 

16 the n o r t h edge of 11. Well, i n D, C and B of 11, I 

17 t h i n k would s t i l l be, and the one i n N of 2 would s t i l l 

18 be, i n my opinion. But i t ' s r e a l l y close. You're 

19 r i g h t . 

20 Q. And I'd also note there i t looks l i k e not only 

21 has the w e l l l o c a t i o n on your E x h i b i t 2 been moved t o 

22 the no r t h , i t has also been moved t o the east several 

23 hundred f e e t . And t h a t ' s j u s t e y e b a l l i n g i t , and --

24 A. Well, I ' m j u s t e y e b a l l i n g your red c i r c l e i n 

25 the l o c a t i o n of our w e l l s . Anyway, whether i t ' s two or 
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1 f o u r, i t 1 s less than seven. 

2 Q. Okay. Because the surface l o c a t i o n f o r the 

3 Undaunted i s outside the area of review, according t o 

4 Dr. Havenor. 

5 A. I t ' s r e a l l y close. 

6 Q. I t ' s close, but i t ' s outside the area of 

7 review. So what you 1 re l o o k i n g at i s a couple of w e l l s 

8 i n the west h a l f of Section 11, i n s o f a r as I can see. 

9 A. Well, you're --

10 Q. And I don't want t o argue w i t h i t --

11 A. Yeah. 

12 Q. -- but i t depends --

13 A. I would j u s t say --

14 Q. Go ahead. 

15 A. I've always looked at the two-mile area of 

16 review as having equal s t a t u s w i t h the h a l f , and t h a t ' s , 

17 of course, up t o the Commission. But you're c o r r e c t i n 

18 t h a t fewer of our l o c a t i o n s are w i t h i n your red c i r c l e 

19 on page 6 than are w i t h i n my c i r c l e on my E x h i b i t 2. 

20 Q. Now, i n l o o k i n g also at your E x h i b i t 2, c e r t a i n 

21 w e l l s are being d r i l l e d from south t o n o r t h , and others 

22 are being d r i l l e d from n o r t h t o south. So since they're 

23 a l l stand-up w e l l u n i t s , i t doesn't matter whether you 

24 head from the south t o the n o r t h or the n o r t h t o the 

25 south. I s t h a t a f a i r statement i n d r i l l i n g the 2nd 
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1 Bone Spring t e s t s ? 

2 A. I agree and disagree. The reason f o r having 

3 them where they are i s so t h a t they can be -- so the two 

4 of them can be clo s e r together, maybe on the same path. 

5 And so i t depends on what acreage you own as t o I 

6 mean, f i r s t , we own we're t a l k i n g about d r i l l i n g 

7 w e l l s i n 2 and 11, and so f o r those surface l o c a t i o n s t o 

8 be close together, they have t o be at the south edge of 

9 2 and the n o r t h edge of 11. 

10 I f a l l we had was 11 and 14, f o r example, 

11 then going t o 11 would be -- have surface l o c a t i o n s at 

12 the south edge of 11 and go n o r t h , and the ones i n 14 

13 would be at the n o r t h edge of 14 and go south. 

14 So i t depends on your ownership p o s i t i o n as 

15 t o which way you would do i t . So I r e j e c t your h i n t 

16 t h a t we could go out and change them a l l around e i t h e r 

17 way, but I agree w i t h you t h a t there i s some leeway. 

18 And t h i s i s the way -- you know, the way we have them 

19 drawn here, w i t h our ownership, i s the way t h a t makes 

20 sense w i t h the ownership t h a t ' s here. And they're not 

21 capaciously put where they are. They're put where 

22 they're l o c a t e d on my map so t h a t adjacent --

23 Q. And I have no -- I'm not q u i b b l i n g w i t h you 

24 about t h a t , Dr. Boneau. But, f o r instance, i f you look 

25 at E x h i b i t 3, also, your E x h i b i t 3, up t o the no r t h --
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1 and I presume these aren't Yates' w e l l s , but you can see 

2 t h a t the operator up i n Section 2 5 has taken w e l l s and 

3 b a s i c a l l y used one pad t o d r i l l two w e l l s i n each 

4 160-well u n i t . And Yates could do t h a t , obviously; 

5 could i t not? 

6 A. We could do t h a t , and we could put more of them 

7 w i t h i n the h a l f - m i l e area of review or fewer of them i n 

8 the h a l f - m i l e area of review by those adjustments, yes, 

9 s i r . 

10 Q. Now your E x h i b i t 5. F i r s t of a l l , what 

11 township and range are these w e l l s in? We're not 

12 t a l k i n g --

13 A. Yeah. I wasn't supposed --

14 Q. We're not t a l k i n g 25 North, 32 East, are we? 

15 A. No. The answer t o your question i s shown i n 

16 E x h i b i t 5 i n the t i t l e block. I t ' s 16 South, 35 East. 

17 Q. So up near Lovington? 

18 A. So i t ' s up near Lovington, yes. 

19 Q. And you're t a l k i n g about water flows i n the 

20 G l o r i e t a , not the B e l l Lake? 

21 A. B e l l Canyon, yeah. 

22 Q. B e l l Canyon. 

23 A. I'm t a l k i n g about -- t h i s water flow i s i n the 

24 G l o r i e t a . I t i s not i n the B e l l Canyon. 

25 Q. And you sai d t h a t these Door we l l s were h a l f a 
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1 mile from the State T2. I t looks l i k e they're more l i k e 

2 a quarter mile away. 

3 A. They're 2,310 f e e t away, I t h i n k i s the number 

4 I c a l c u l a t e d . They're about 2,300 f e e t away. 

5 Q. Now, you gave another example, and I don't know 

6 i f you were t a l k i n g about these Door w e l l s . You said 

7 you were i n n o r t h e r n Lea County and had an issue w i t h 

8 water flow. 

9 A. This i s i n n o r t h e r n Lea County. The recent one 

10 i s i n 19-32, I t h i n k Section 35. The w e l l i s c a l l e d 

11 L-U-S-K, Lusk. 

12 Q. Lusk. 

13 A. I t ' s i n the Lusk area, 10H. I t has our 

14 l e t t e r s . I t ' s i n the ABH [ s i c ] , but Lusk 10H w e l l . We 

15 d r i l l e d i t i n November. R e l a t i v e l y r e c e n t l y , we ran 

16 i n t o a water flow at 5-, 6,000 f e e t . I t would not be i n 

17 the B e l l Canyon. We would be i n the -- we ran i n t o a 

18 water flow at 5- or 6,000 f e e t . We were able t o c o n t r o l 

19 i t by r a i s i n g the mud weight f o r three or f o u r days and 

2 0 no extensive h o l e - i n costs; some delay, but the number 

21 was put at $75,000 as the cost of t h a t delay. 

22 Q. But, again, i t wasn't B e l l Canyon? 

23 A. I-don't t h i n k i t was B e l l Canyon. 
24 Q. Was there a s a l t w a t e r disposal w e l l i n the 

25 area? 
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A. Yes, there i s a s a l t w a t e r disposal i n the area. 

2 I cannot t e l l you the name of i t . I do not remember the 

3 name of i t t h i s morning. 

4 Q. Or i t s l o c a t i o n ? 

5 A. Well, other than "close by," I cannot t e l l you 

6 i t s l o c a t i o n . 

7 Q. Kind of nebulous, "close by," i s n ' t i t , Doctor 

8 (laughter)? 

9 A. I t ' s i n southeast New Mexico ( l a u g h t e r ) . 

10 Q. Let me j u s t make sure I have nothing else, 

11 Dr. Boneau. 

12 Well, my only comment i s , Dr. Boneau, 

13 you've s u c c e s s f u l l y avoided coming up here f o r q u i t e 

14 some time. 

15 A. Well, I've done t h a t , and then I've 

16 s u c c e s s f u l l y avoided retirement ( l a u g h t e r ) . 

17 MR. BRUCE: That's a l l I have. 

18 EX7AMINER GOETZE: No more questions? 

19 Very good. 

20 CROS S-EXAMINATION 

21 BY EXAMINER GOETZE: 

22 Q. I have one question. Are you f a m i l i a r w i t h the 

23 d r i l l i n g of the Undaunted? Were there any problems 

24 associated w i t h i t s completion? 

25 A. No. 
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1 Q. So there were no f l o o d i n g issues? There were 

2 no abnor m a l i t i e s associated w i t h d r i l l i n g and completing 

3 i t other than your t y p i c a l ? 

4 A. That i s c o r r e c t , yes. And i t ' s turned out t o 

5 be a very good w e l l , so (crossing f i n g e r s ) --

6 Q. Do you know what prod u c t i o n is? 

7 A. Oh, yes. I'm glad you asked. I t was d r i l l e d 

8 l a s t January, February. I t was d r i l l e d e a r l y i n 2013. 

9 I t went on production i n March of 2013. Through the end 

10 of 2013, i t has produced 95,000 b a r r e l s of o i l , an 

11 average of 350 b a r r e l s of o i l per day, and i t ' s 

12 c u r r e n t l y producing 275 b a r r e l s of o i l per day. 

13 Q. With water -- do you know how much water i s 

14 coming i n j u s t roughly? 

15 A. 2- t o 300 b a r r e l s , s i m i l a r k i n d of numbers. So 

16 i t ' s on i t s way t o being a 3- or 400,000-barrel w e l l , 

17 the ki n d of w e l l t h a t we l i k e . 

18 Q. And w i t h regards t o d r i l l i n g , the scheduling of 

19 l o c a t i o n s tends t o be d r i v e n more by holding leases, or 

20 would i t be something t h a t would be adjusted based upon 

21 events t h a t were going t o happen l a t e r on? Say, f o r 

22 instance, the pressure would be t o get something done i n 

23 t h i s area i f t h i s w e l l were t o be permitted. Would 

24 there be a v a i l a b i l i t y f o r changing schedules? 

25 A. Oh, gosh. That's a m u l t i f a c e t e d question. 
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1 Q. Yes, s i r . 

2 (Mr. Wade e x i t s the room.) 

3 A. F i r s t of a l l , I ' d l i k e t o say, I'm r e a l l y 

4 t r y i n g t o convey some i n f o r m a t i o n . Yates has the 

5 r e p u t a t i o n of d r i l l i n g w e l l s t o hold leases. We have 

6 had many i n t e r n a l knock-down, drag-outs about changing 

7 t h a t p o l i c y . 7And I have been on the change-the-policy 

8 side of those discussions, and I have made some -- I --

9 we, whoever -- have made some progress. We are a c t u a l l y 

10 l e t t i n g some leases go, et cetera. So I know I can't 

11 destroy t h a t stereotype, but I'm t y i n g t o we're 

12 t r y i n g t o move away from t h a t . So we're r e a l l y t r y i n g 

13 t o have -- w e l l , how much do you want me t o say? We 

14 probably have a minute or two. Let me go t h i s way i f 

15 you l i k e . 

16 Last s p r i n g , the land people and the 

17 g e o l o g i s t a t Yates Petroleum came t o me w i t h a map of 

18 3600 l o c a t i o n s of w e l l s t h a t we could d r i l l and asked --

19 t o l d me t o t e l l them which of them would be c l e a r l y 

2 0 economic, give a r a t e of r e t u r n of 2 0 or 2 5 percent on 

21 our money. I spent three months on t h i s p r o j e c t , and I 

22 gave them a l i s t of 1,040 we l l s t h a t would t h a t we 

23 should d r i l l , t h a t we could d r i l l and make money on, i n 

24 my op i n i o n . And almost a l l the w e l l s t h a t we've d r i l l e d 

25 since then are among those 1,040 w e l l s . I'm not saying 
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1 we've gone t o t a l l y away from these labors [ s i c ] , but 

2 we've gone q u i t e a b i t away. 

3 Anyway, we've got a l o t of w e l l s t h a t look 

4 good t o us t o d r i l l , and we are scheduling those out. 

5 They a c t u a l l y f a l l i n t o f o u r areas t h a t you would 

6 roughly c a l l n o r t h Eddy County, south Eddy County, n o r t h 

7 Lea County and south Lea County. And t h i s i s b a s i c a l l y 

8 the south Lea County area t h a t you're seeing here. 

9 We now have fo u r r i g s d r i l l i n g these Bone 

10 Spring w e l l s , b a s i c a l l y one i n each of those areas. 

11 We're planning, i n the near f u t u r e , t o add a f i f t h r i g , 

12 you know, which i s more or less immaterial, but t h a t r i g 

13 we'11 be d r i l l i n g i n Lea County. I can Scout's honor 

14 t e l l you. 

15 So we have a -- you know, I'm t e l l i n g you 

16 t h a t we have a plan t h a t i s not based on saving leases. 

17 I t ' s based on d r i l l i n g good w e l l s . I t gets modified 

18 when somebody else d r i l l s a r e a l l y good w e l l o f f s e t t i n g 

19 us, o f f s e t t i n g a w e l l t h a t we have fo u r years down the 

2 0 road and we move i t up t o one year down the road. You 

21 know, we make those k i n d of adjustments, but w i t h i n the 

22 group of w e l l s t h a t we t h i n k are good t o d r i l l . And, of 

23 course, I'm going-to the board of d i r e c t o r s every 

24 quarter and r e p o r t i n g on what the w e l l s we're d r i l l i n g 

25 are doing. And, I mean, I may be way o f f base, but my 
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1 l a s t r e p o r t was of the f i r s t -- we've d r i l l e d 18 w e l l s , 

2 and I have data they're from our l i s t . And 16 of them 

3 are c l e a r l y good, and one of them's on the edge, and one 

4 i s not good. Anyway, we're going back t o the board of 

5 d i r e c t o r s . And when f i v e of my w e l l s f a i l , we w i l l move 

6 away from t h a t area or something. You know, anyway --

7 but there are ways the p o i n t I'm t r y i n g t o make i s 

8 t h a t we're going t o modify the d r i l l i n g schedule, but 

9 we're going t o modify i t based on our own d r i l l i n g 

10 r e s u l t s and on d r i l l i n g r e s u l t s of o f f s e t people, not on 

11 saving leases. You can be l i e v e t h a t or not believe 

12 t h a t , but I am I and some other people i n the company 

13 are r e a l l y t r y i n g t o get t h i s happen . [ s i c ] , and we are 

14 moving down t h i s d r i l l i n g schedule. 

15 Does t h a t come anywhere close t o 

16 answering 

17 Q. That gives me a handle, yes. 

18 A. -- where you s t a r t e d from? 

19 (Mr. Wade enters the room.) 

20 Q. S o t h i s i s a s i g n i f i c a n t prospect as f a r as 

21 Yates goes, as f a r as your plan? 

22 A. Yes. I t ' s one of our fou r b i g areas, and, you 

23 know, i t ' s the best or second best. You know, i t ' s not 

24 the worst of the f o u r . I t ' s among the top two of the 

25 fou r . I t ' s an area we are going t o d r i l l a l o t of wells 
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1 and count on i t being one of our main focus areas, yes. 

2 Q. And then one l a s t question: P o r o s i t y and 

3 p e r m e a b i l i t y . Based on your i n f o r m a t i o n , i s B e l l 

4 Canyon, l e t ' s say, t o the G l o r i e t a , are they s i m i l a r or 

5 d i s s i m i l a r ? 

6 A. B e l l Canyon -- I mean, my guess -- I t h i n k , i n 

7 general, t h a t B e l l Canyon i s going t o be b e t t e r 

8 p o r o s i t y , b e t t e r p e r m e a b i l i t y than G l o r i e t a . 

9 Q. Very good. 

10 EXAMINER GOETZE: I have no f u r t h e r 

11 questions. 

12 Mr. Bruce? 

13 MR. BRUCE: I have nothing f u r t h e r i n t h i s 

14 case, Mr. Examiner. 

15 EXAMINER GOETZE: Mr. Larson? 

16 MR. LARSON: Nothing f u r t h e r , Mr. Examiner. 

17 EXAMINER GOETZE: At t h i s p o i n t , I w i l l ask 

18 one t h i n g : I f you could provide the API numbers f o r the 

19 Undaunted, so we can enter t h a t i n t o record, also the 

20 two Door, State #1 and State #1Y, w e l l s , so we can have 

21 those. We w i l l take the i n f o r m a t i o n presented, and take 

22 t h i s under advisement. So Case 15059 i s taken under 

23 advisement. 

24 And we're going t o take a 15-minute break, 

25 please. 
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(Case Number 15059 c o n c l u d e s , 9:45 a .m. ) 
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