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WHEREUPON, the following proceedings were had at

2:00 p.m.:

EXAMINER JONES: And let's call Case 14,000,
Application of Harvey E. Yates Company for expanSion of a.
unit area, Otero County, New Mexico.

Call for appearances.

MR. BRUCE: Mr. Examiner, Jim Bruce of Santa‘Fe,'
representing the Applicant. .I have one witness. And if
the record could reflect, the‘witness is Vernon Dyer who
was previously sworn.and qualified.

EXAMINER JONES: Okay.

VERNON D. DYER,
the witness herein, having been previously duly sworn upon
his ocath, was examined and testified as follows:
DIRECT EXAMINATION

BY MR. BRUCE:

Q. Mr. Dyer, what the heck are we here for today?

A. We have received approval from the BLM and the
State Land Office to expand the existing unit, Bennett

Ranch Unit, to be more conformed to the type of production

we find.

Q. Okay._ And how long ago Qas this unit originally
formed? |

A. In 1997.

STEVEN T. BRENNER, CCR
(505) 989-9317




10

11

12

13

14

15

16
17
18
19
20
21
22
23
24

25

PSR

Q0. And did the erder that approved the unit, which
was R-10,527, requirewtnat if?tne_unit was expanded, that
the operator come back in and seek Division approval?

A, That is correct.

Q. Okay. What dees Exhibit 1 reflect?

A. That is the -- a map of the unit,.and it shows
the old uniﬁ and the new expanded part, the expanded part
being more of,the square goind from Section 1 to Section 3
-- or Section 27, I'm sorfy’-- and then across, and then
down_ecross the bottom of the'State line, and going,up the
eide,_Section 31, 30, 18,ltne-over again to the corner _-
seutheast corner of 12, and then back up to the top.

Q. Okay. Thet is thelTexas.state line down at the‘
very bottom?

A. Yes, that is the Texas state line at the very

bottom.

Q. Does Exhibit 2 reflect the original acreage iﬁ'
the unit? |

A. Yes, it does.

Q. And does Exhibit 3 reflect the -- what would be
the expanded -~ the total acreage in the expanded unit?
A. Yes, that would be it.

Q. Is all of the land in the unit as expanded

federal ordstate land?

A. Yes, it is.

_STEVEN T. BRENNER, CCR
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Q. And you did obtain approval, preliminary approvaf
from both the Commissioner of Public Lands and the_Bﬁreau
of Land Management regarding this expansion?

A. Preliminary from the State Lands as subject to
the 0OCD hearing, and then from the BLM it's just straight
approval. | |

Q. Okay, that'é final approval?

A. That's final apprOQal, yes.

Q. But the BLM does also require you to come up and
get approval from the OCD? -

A. Yes, ‘they réquest that we come up and.get -- to
the OCD.

Q. Okay. And the State and BLM approvals are
Exhibits 4 and 5, are fhey not?

A. That is correct.

Q. The reasoﬁ for the expansion, could you summarize
for the Examiner?

A. Yes, when we originally put this together in '97

and we were basing it on o0il production on 40-acre spacing,

the two existing wells we have. were both gas wells on 640

spacing. So we have increased it to allow us to have our

640 spacing on all of the wells that will be drilled.
Q. Okay, so this expansion would allow you to
dedicate an entire section to each well that may be drilled

in the unit?

STEVEN T. BRENNER, CCR
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A. That is correct.

Q; And that is_fhe-basic reason for the expanded
unit?

A. Yes, that is.

Q. And without going into too much detail has this

been a long, hard road for you getting wells drilled 1in

this unit?

A. Yes. And I can explain if you want to, but it
would be -- it's so_numerdus I don't know where to start.
Q. And was hotice given to both the Commissioner of

Public Lands and the Bureau of Land Management regarding
this Application? |

A. Yes, it was.

Q. And is that reflected in Exhibit 67

A. Yes, it is. . |

Q. In your opinion, is the gfanting of this
Application in the interests of consefvation_and the
prevention of waste? |

A. Yes, I do believe that.

Q. And were Exhibits 1 through 6 either prepared by
you or under your diréction or cdmpiled from company |
business records? |

A. That is correct.

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

of Exhibits 1 through 6.

STEVEN T. BRENNER, CCR
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EXAMINER JONES: Exhibits 1 through 6 will be

admitted.
EXAMINATION

BY EXAMINER JONES:

Q. Mr. Dwyer, these -- or, I'm sorry, Dyer. Is this
a statutory unit or a regulatory -- or an exploration unit?

A. It is an exploratioh unit.

Q. and is it oil or is it gas?

A. It is gas.

Q. Gas.

A. The existing wélls we have are gas wells, yes.

Q. Just repéating what you said earlier, I'm sorry.

A. Oh, that's okay. I'm at the age I repeat a lot
of times. |

Q. Are you familiar with that order, that R-10,537?
It said -- Was there findings in there for why that OCD

approval should be required for expanding the unit?
| A, I don't know of any reason why they did it in the
deal. I'm assuming that it's so they can keep track of
what's going on. I mean, they're the contfolling entity
for the producing well, so...

Q. Okay. And can you tell me a little bit about the
drilling out there so far? How_many wells and what -- what
have you found and --

A. We've actually drilled three.  The first one we

STEVEN T. BRENNER, CCR
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lost the hole to -- immediately, and then skidded the well

~and drilled the 1Y. So we hgvg‘pwo'wells out there, one

producing from the Morrow -- from_the Mississippian --
Mississippian, and one from the Canyon.
The drilling of the wells out there has been very
difficult due to government interference, for lack of a
better word. State; federal and county.
Q. That first well, it was skidded -- How deep did
you get before it wés skidded? |
Af We drilled to the -- he's the geologist, he can
tell you all thét. But we drilled to the.basement.
MR, YAHNEY: - Would you like me to answer here?
EXAMINER JONES: You know what, I should --
MR. YAHNEY: I'ﬁ a 1ittle.more familiar with some
of the geologf than YQ:npn.
EXAMINER JONES: Yeah, let me concentrate on
questions more related to lahd first, and then --
MR. YAHNEY: Okay.

EXAMINER JONES: -- maybe we can get Mr.

- Yahney --

- THE WITNESS: ,Tﬁe difficulty -- I do know somé of
the difficulty out there. One of the difficuities‘is, it's
way underpressured reservoirs, aﬁd if you drill with
anything -- unless you‘drill with aif, you're'géiﬁg to méék

everything and you'll never find it, and that's what's,

'STEVEN T. BRENNER, CCR
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happened out there most of the time.:

Q. (By Examiner Jones) You don't see it when you're
drilling =--
A. Well, the mud covers it up, so it's =-- pressures.

It's underpressured reservoirs. And Gordon can explain

that much better than I can.

Q. Now, does this =-- Let me get this straight.i The
BLM requests OCD appfovai, but the State Land Office |
requires it?
'MR. BRUCE: That's under State Land Office
regulation, they do -- |
THE WITNESS: Yes.
MR. BRUCE: —;,require ~- It's not in the unit

agreement, it's -- well, it may be in the unit agréement,

“but under State Land office regulations they do require

that any creation or expansion of any type of unit have OCD
approval.
Q. (By Examiner Jones) Okay, and you could'probably

answer the stips for the BLM on drilling. What --

A. On the first two wells there was stips.

Q. Pardon?

A, On the first two Wells there was no stips.
Q. Okay, there wasn't any stipulations-on -
‘A | No. |

Q. -— on the drilling?

STEVEN T. BRENNER, CCR
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And then they Changed it?

A, They]fe in the process of trying to ‘change then,
yes.

aQ. But they're not_yet, they're -- haven't
changed -- |

A. Well, we don't know, we haven't got the new APD
yet. Tt's still tied up in fhe'courts and through the
state government has filed suit against it, so.we're
waiting.

Q. The unit itself -— the unit requires probably so
many wells to be drilled.ﬁithin a certain amount of timé -—

‘A, Yes, they do.

Q. -- and what happens if you can't.get those
drilled because of --

A. .Then it can.%- Then the unit contracts down to
the existing participating areas that are in effect at that
time.

‘Q. Okay. What ébout on state land -- Staﬁe Laﬁd
Office lands? What kind of -- Do they have any

stipulations on the drilling requirements?

A, We haven't drilled any on state land yet, so
we —- | |

Q. So you don't?

A. -- we don't -- haven't séén any extra.

Q. Okay. | |

STEVEN T. BRENNER, CCR
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A. We've really been delayed. The first well was |
discovered in '97, so we're still trying to get everything
done.

Q. What about right-of-way for getting gas out of
there? |

A. The -- When we discovered the well, the resource
management plan for this area did not have any provisions.
for the producing of 0il or gas or the transporting of oil
and gas. So after we discovered the well, they immediately

had to shut everything down and go into a resource

1. managemeht plan, which under BLM law, fegulatibns, they

have to get it where they can -- get it where we c;ﬁ
actually produce the gas, an& then transport it.

Sb up until the resource management plan was
issued to the public in -- a few years ago, a year ago,'two
thousand- ~-- I don't have my timeline with me, I apologize.

MR. YAHNEY: 2005, basically.

THE WITNESS: 2005, January of 2005. There was
no -- we could not transport or produce the gas that was
out . there.

The minute‘that was issued, the new RMP was
issued of record, recérd of decision, the Governor of New
Mexico had a 60-day or a 30-day resource -- a comment
period. He made his comments,'it was takén in.

The BLM rejected all the comments and said it

STEVEN T. BRENNER, CCR
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wasn't right, and they weéent ahead and reissued it agaiﬁ.
And at that ﬁime_the;Attorney General, under the Governor's
instructions.from the -- New Mexico, filed a sgit against
the existing RMP that was approved by the judge, and it has
been set aside, and now we're still -- Judge.Black here is
still handling the court case, and they're stiil in
negotiations between the Attorney General, the
environmental groﬁps and the BLM on trying to get the case
settled.

And until someﬁhing is done, we're sitting out
there witﬁ two perfectly good natural gas wells that cénnot
be produced. |

Q. (By Examiner. Jones) Okay. And ~-

A. And the people of the United States is what's
losing here. 1It's not uswv Because the gas is hot coming
on, and the revenue ie-not being paid to the State or to
the federal government.

Q. Was there any lease expirations that was
prompting the adjustment of this unit at this time?

A. No, the lease expiration, we've already -- the --
all the leases that was out there has already‘been expired
on us, because we COuldhft do anything with them. Andlﬁe.
have negotiated with the BLM to put a .lot of our |
obligations in suspense while the lawsuit is goiﬁg on

because we have no control over it.

STEVEN T. BRENNER, CCR
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So we've got.—— éllvthe leases that's_in that
area now is in suspense, except for two -- or except for
one leased on three sections, which we bought at the Juiy,
2005; land sale for the BLM, and it has not been issued yet
because it has also beeﬁ put  up into the lawsuit filed by
the Attorney General.

Q. Okay.
A. And those leases have not been issued, éb there's

no time running yet.

Q. Okay. That-Canyon;>was it -- is that gas too?
A. VYes.
Q. Basically Pennsylvanian, Mississippian gas.

okay.
A. Dry gas too.
EXAMINER JONES: Pretty dry gas. Okay, I think
that's all the questions for your land witness.
MR. BRUCE: Do you want me to put Mr. Yahney -=
EXAMINER JONES: If you don't mind.

EXAMINER BROOKS:V Well, I'd like to ask a couple

questions.
EXAMINER JONES: Okay, go ahead. Sorry, Mr.
Brooks. |
EXAMINATION
. BY EXAMINER BROOKS:
Q. This is -- it looks like the acreagektétalsvadd

STEVEN T. BRENNER, CCR
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up, this is all federal Or state land?

A. Yes, sir... .
Q. No private lands?
A, Not at all.

Q. And all the tracts within the expanded unit will

be committed to the unit?

A, Yes, sir.

Q. Is Heyco the‘oniy working interest owner
involved?

A. No, there's —- we have two partners.

Q. Okay, and they've joined in the amendment to the
unit agreement --

A. Yes, they have.

Q. -- to expand?
A, Yes.
Q. Okay, so it's an entirely voluntary agreement at

this point?
A. Yes.‘ Yes, . it is.
EXAMINER BROOKS: Let's see, are there any other
questions I need to ask?

MR. BRUCE: Mr. Brooks, if you look at Exhibit 5,

the last several pages are the revised Exhibit B to the

unit agreement --
EXAMINER BROOKS: Okay --

MR. BRUCE: -- and it would set forth the --

STEVEN T. BRENNER, CCR
(505) 989-9317




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

‘16

EXAMINER BROOKS: -- you did not put the unit
agreement itself in the record?

MR. BRUCE: - I don't think the unit agreement

would change.

THE WITNESS: No, the unit agreement didn't

change.

Q. (By Examiner Brooks) Well, the unit agreement is

a federal form, as I understand it.

A. Yes, it's a fill-in-the-blank form.
EXAMINER BROOKS: The form fequires approval by

~- if I recall rightiy, it requires approval by the

appropriate state authority. AaAnd from what you were

telling us, it's -- the requirement for OCD approval
originally rises from the State Land Office Rules?

MR. BRUCE: That's correct.

EXAMINER BROOKS: Because just as with state

. units, they won't give final approval‘until they receive

the OCD approval.

MR. BRUCE: That is correct.

EXAMINER BROOKS: This question I guess is .for
you,xMr. Bruce. Whét provision of the Oil and Gas Act
confers the.authority to approve these units on the ocD? I
know we've been doing it for years.

MR. BRUCE: Yeah, and Mr. Examiner, I don't know

if I can point to anything other than general provision

STEVEN T. BRENNER, CCR
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about prevention of wasté& ‘'and -- just the general
conservation provisiops.-'I've‘aéked that myself, and if
this was an entirely federal unit we wouldn't be here.

EXAMINER BROOKS: Right, because it wouldn't

~require state approval.

MR. BRUCE: And so all I can point to is the
State Land Office regulatidns.

EXAMINER BROOKS: .State Land Office. Okay, thank
you. That's all I have.

MR. BRUCE: Mr. Yahney back up to the stand, and
agéin if the record could refiect that he was previously -
sworn and qualified.

EXAMINER JONES: Do you want to first --

MR. BRUCE: 1I'll just let you go.

EXAMINER JONES: 'Okay, that's what I was told
earlier.

GORDON K. YAHNEY,

the witness herein, having been previously duly sworn upon

"his oath, was examined and testified as follows:

" EXAMINATION
BY EXAMINER JONES:
Q. Okay, the -- Can you talk a little b1t about the
first three wells and what they hlt and what they didn't
hit and what you.were'going for originally and..

A. The original unit was set up, we set up an

STEVEN T. BRENNER, CCR
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exploratory unit to tést the Fusselﬁah:formation. We
thought that that would be the deepest potential reservoir,
and based on some geochem and some other wells, mainly in
Texas, we thought that that reservoir would probably |
contain oil. So we set up an outliﬁe with the BLM based on
the geology that was outlined with'40—acre proration units.
Okay.

In drilling, éventually, you Xnow, we discovered
gés. Okay? The»drilling»sequence was, in mid-1997 we Qent
out there to the Bennett Ranch unit and started a well, .you -
know, targeting the Fussélman, and the Fusselman is rodghly
at about 5500 to 6000 feet, we'thoﬁght, in that initial
well. The Bennett Ranch Unit Number 1Y was drilled to a
depth of about 2400 feet before we lost the hole.

MR. DYER: The other 1. You said the 1Y.

THE WITNESS: The 1 was drilled to 2400 feet.

The 1f is the replacement.

The situation thére is, we had shows of
hydrocarbons at very shallow depths.v We also drilled into
a situaticn where we had gas and water in close proximity,
and we had a situation where we got a very sensitive shale
wet and it basically Camé in on us, and we were unable to
drill any further and got stuck.

Q. (By Examiher Jones) So you had sands andbshaiés,

sequence there?

STEVEN T. BRENNER, CCR
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A. The sequence tﬁéfe at Bennett Ranch, the surface
is Yéso, and it's very thin. - We.drilled into a very thin
Abo section and at about 600 feet or so we went into the
Wolfcamp. The Wolfcamp, right where that is, that is about
1300 to 1500 feet ﬁhick. -

Q. Was the --

A. And thaf'S'all carbonate for the most part --

Q. Qh.

A. -- until you.get to the bottom of it, and at the
pottom of the Wolfcamp is an interval called the POWWOW.
The Powwow 1s a conglomerate and shale éequence thét‘is the
-- you know, it's thejremnants'of a large regional

unconformity. And it was in this sequence of red and green

~shales and conglomerates that make up the sequence of the

Powwow and the top of the Penn where we had gas and we had

water, and we had the shale problems.

Q. So it was-beloﬁ the Wolfcamp that you had --

A. Well, the Powwow is considered to be a Wolfcamp-
age lower member of the Wolfcamp. It's a lower member of
thelelfcamp.

0. Okay. But when you weﬁt back-inté the
Pennsylvanian, that's when you started hitting -

A. Right, we got to a point wﬁere we‘got‘just.a
little bit into the Penhsylvanian and got stuck;'basiéally.

Q. How was the --

STEVEN T. BRENNER, CCR
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A. And we were drilling -- You know, we ariiled this
well like we drilled the second and the third one, with
air. We got to a point where we had a lot of water come in
on us. And it was a mattér of -— we -- you kﬁow, we spent
too much time, because of mechanical problems, in one place
and the shale swelled on us and came in on us.

Q. Okay.

A. We've since learned a little bit from.our:miétake
there in that we drilled our second well Jjust slightly
different in terms of'the -- what we're using to try_fo
control the shales.

,Q; Okay. So fhoSe'shales wouldn't have been .a
problem if they hadn't béeh hit by water, would they?

A. You can't keep the water off of then, really, but
you can control that by using, you know, a high
concentration of KCl. We ended up misdrilling the second
and third well through that particular interval, you know;
and we didn't have near the problems. of course, we didn't
have mechanical problems in the interval where the shale
was either. We figured that we could leave that particular
shale sequence open for aboﬁt’three days max, before it was
going to give us problems.

Q. And that Canyon is right below where you have
trouble?

A. The -- You have to realize that there's a big
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uncoﬁformity out‘there. The Caﬁyoh has a. lot of relief on
it. At the southern end of the structure it's within --
oh, it's within a thousand feet of the unconformity. If
you're offstructure, there's expansion in that section,
that Penn shale section; and it pieks -- that section
expands to -- by probably ﬁp to 1500 or more feet.

Q. And how far deep is the Mississippian, then,

‘below the Canyon?

A, Back to the -- you know, kind of the drilling
scenario, once we were stuck there and had junked the well,A
we skidded that well over about 50 to 100 feet and drilled
a replacement well. Thatfwell -- we drilled thatvwell'down
to basement. Basement was at.a little more than 7000'feet.
We looked at the Fusselman and the Montoya and Ellenburger
equivalents as well.

And in the drilling'of that well we had lots of
gas up in the Penn section, and we had a big‘gas iﬁcrease
in the Mississibpian@_ Big -- You know, we're drilliﬁg'with

air, big flare. I don't know whether you've seen the video

‘from that. We did show that to some people. Lots of

excitement.

Q. Did you change anything else on the firét -—
between the‘first and'the second well, as far as'your
casing design, What you tried tp case -

A. Well, we tried to run casing in the first well.
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That was part of the problem. We got this section wet, and

we were trying to run casing to solve that problem and got

it stuck.
Q.  Okay.
A. We ran a deeper string of casing in the

subsequent replacement well --

Q. Okay.

A. -- and we Were able to gét through it, yoﬁ know;
the problem area, quicker and gét éuite a ways below.it and

run a string up the casing.

Q. Were you able to cement the casing, the second
casing?

A. We cemented this second -- the intermediate
casing in that second well.

Q. Were you ab1e t6 get it to the surfacé?'

A. I would have to look at a schematic to -- I don't
remember the exact situation there. I would assume that
that was kind of what we wanted to do, but I don't know
that that's necessarily what happened there. |

Q. Well, I understand in wildcat areas you have to
kind of play -- you knqw, feel your way. But aé far as the
adjustments that you made to protect the fresh water, can
you tell me what you did to do that?. I say ffesh water. I
mean. the waters you encountered in.that -

A. The waters that we encountered -- we had a
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protection strinQ, you Know, just a surface string, and
then we were running a string through the section to get

below the base of the Wolfcamp into the Penn section.

‘Okay. The water that we were seeing, we were seeing water

at the base of the’Wolfcamp in that Powwow to the lower

E part of the Wolfcamp section. And that was, you know, what

we were tryihg to shut off and get that Powwow behind pipe.

Q. Were you able to do that in the second and third

'wells?
A. Yes, we were.
Q. So you were able to adjust your drilling program

and get casing down?
| A. The third well drilled a little bit different.:
It was much higher on the structure, on the unconformity
Stfucture, and wé did. not have the_watef problems that.we
had lower in the section, lower in the first two wells.
The 25-1 is somewhere between -- depending on the hdrizon
that you're mapping, betWeen<500 and 1000 feet higher than
the initial 1Y. |

Q. And you moved up bepause you saw gas and you
wanted to move updip? | |

A. Yes, we had the opportunity to move updip,
further updip on thebstruéture, and test that.

Q. You gave up on the éil?

A. We_drilled‘that'third well down to the Fusselman
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again and had another look at it --

Q. But not --

A. -- and it wés not productive. In fact, we had
better shows, indications of hydrocarbohs, in the first
well.

Q. Did you.drill the first one with air and then
switch over to kind of a saltier water mud -- water system
on the second ones, or did you drill them allvwith air?

A. We drilled them all with air to a certain point.

You know, the first well we drilled with air

until we had problems with too much water, that we couldn't

lift it.

Drilled the second well with air to a point where

we were in the lower Paleozoic section, and we switched

over to a fluid system.

And we did that, or tried to do that again with

the third well.

Q. So --
A. We were using a very cut brine -- I wouldn't call
it a brine, I'd call it a -- you know, we were using

drilling fluids that we thought were fairly close to the

same chloride concentrations of the waters that we were
seeing when we were drilling, and that's kind of a fairly
wide range, but it's not very salty.

-Q.  Where did you get your water for dfilling?
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A. We got our water for drilling from a couple
places, but I would e—IOne.of them that comes to mind, we
were buying water from Bebo Lee at the Hat Ranch._

Q. Which is close by somewhere?

A. Yeah, it's about, 1 don't know, eight, ten miles
to the north of us.

Q. Wasn't ?—>Okay, north. So this goes all the way

"down to the Texas state line, 11,637‘acres.

Well, in your -- can you -- in your opinion, is

this expansion of this unit and conversion over to a gas

target -- as far as the geologic concept that's involved,

it was obviously different than it was for the oil, but

what -- did you have to show that to the BIM and the State
Land Office, the concept that ---

A. Well --

Q. -- why you wanted to retain these leases --

A. -- we --

Q. -~ in suspense, at least, in ﬁhis -

A. Well, I don't know, I lost that. But we went and

demonstrated to the BLM that the two producing wells, the
one in the Miésissippian —-- and it's producing from a -- of
a fractured carbonate and én igneous sill in combination --
and the Canyon, which is a sandstone interval,_both'of
those reservoirs are high-perm, low pressdre; with.lots of

deliverability but low pressure, lots of volume

STEVEN T. BRENNER, CCR
(505) 989-9317




Y=

10

11

12

13

14

15
16
17
18
19
20
21
22
23
24

25

.26

deliQerability but low pressure, and they would draih a
pretty fair extent. So far‘that some of the -- one of the
production tests that we ran on the initial 1Y well, we
could not see any kind of barriers.

Now if yoﬁ want details and that kind of stuff,
you need to talk to an engineer, which I'm not.

Q. That's all right. As far as the structure goes,
though, what can you say about the structure within this
unit? Does the unit contain e geologic structure?

A. The unit contains a geologic structure that we
think, based oh the deeper horizon, that beiﬁg the deeper
pay zone, Mississippian, justifies the extent or the
expansion of the unit.

Q. As defined by --.

A, Again, that's.defined by seismic and the closure
that we see on the seismic in terms of the regional
seismic. You're talking about 2-D lines that cover the
area. It's not really exaetly tied down by any means at
this point.

EXAMINER BROOKS: Okay, I don't have any more
questions.

EXAMINER BROOKS: Nor do I.

EXAMINER JOﬁES: Okay, thank you.

MR. BRUCE: That's ell‘I have on this, Mr.

.Examiner. I do remember in looking at one of the plats
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that was presented by the géolOgist in the first go-around
in this, and I had never seen Suéh a large-scale plat with.
so few wells on it, but...

EXAMINER JONES: Okay, with that we'll take Case
14,000 under advisement.

(Thereupon, these prbceedings were concluded at

2:42 p.m.)
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