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2 '':'': . MR..''-' STOGNER: .We. '-11 c a l l next 

• Case Number 8048.. . • -- ' ;' . • - . - ' '. -' ' '-r ' ."''•/'• . 

' •: ./ .'./: •-'.;, : •'' • MR., PEARCE: . That . ' case i s on 

the a p p l i c a t i o n -.of AMMEX Petroleum,''/. Inc:. , f o r . compulsory 

•pooling,-' Eddy' County, New Mexico'. .- ; "." '•''. . 

, • . . ' ' . • ' '••' • MR". r- KELLAHIN: I f the Examiner 

pleas.e ,•; "T 1 m Tom. "Ke'llahin of. Santa :-Fe ,\ New Mexico, appearing 

on behalf"' of the ..appl i c a n t a nd;. I , have, "two • witness.es . 

9 r ••• '. ' '.' ". . ' MRv'.-;•, CARR:-.. May i t please the 

10 . Examiner,. "my name i s ' Wil-'liam F.. Carr, • w i t h the law- f i r m . 

' l l Campbell, ' Byrd.., and. Black, PY*A.;..,'' of ; Santa...Fe.,'. appearing, on-

behalf'/of ,•• Mr. • Glenn Cope-; ' ':•.':,.•'-- ' 

• '.-' • \ - ' .. - - I have one witness. " .--

••''..,.'• >-.'•.''\ ;.:•/%-'- MR. -'.'PEARCE:;. .; Are there other 

. appearances- i n t h i s matter? ... '•- •- ; [ • • ' ' ": '.. '-/.'•' • 
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18 , ;" • ;.•' . • •-'•••-;";•;': '' :'' ." 'MR-. . KELLAHIN: I f the Examiner 

19 please, ;- there i s -an. e r r o r both-:-rn-:- the a p p l i c a t i o n that- I 
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'" (Witnesses -sworn. )' 

•fiied' and i n the advertisement. of-, th§ gas'-that ..wil 1 r e q u i r e 

the-case t o . be.:'readvertised. ' '. ' • '.'-... .: •;;•' 

'' ;',••... ' The .. d e s c r i p t i o n . shows 'the 

•southeast, qauarter of. the-' southeast; quarter o f 28, and t h a t 

will''^be'- the appropriate 4.0-acre p r o r a t i o n u n i t i n the . event 

:'thi.s wel 1 ' i s a Delaware weil.;'- however, t h i s w e l l i s also' 

•pro jected, as being_ ah attempt' i n 'the: ..Bone-'"Springs and t h a t 



•: ' , ' ' • .' • : v. Ny ' •• ': ;6 >.. . 

':' is. the'South Culebra, C-U-L-E-B-R-A, B l u f f Bone Springs 

"Pool,' •whi.c-h ...wi.l 1 r e q u i r e an - 8 O'̂ a'cre. .dedication ^to: i t . 

' .'. '•" •'•• -.'•'•" .' ,, . . . The •dedication to t h a t p r o r a r - . 

' t i o n .unit i h the event of a successful w e l l w i l l , be the . ' 

;south half-.of .the'• southeast. quarter.. . ;' 

•' '• ' _ .. .. • ,•• The- i n t e r e s t - owners, f o r the 40-, 

• acre t r a c t ' a n d f o r the 80-acre '• t r a c t ' are the same .and ;the . 

. i n t e r e s t percentages' are ; th-e... same.. '.-.c' v-, • 

- ; . " .-','•- AMMEX ' has ' farmout agreements 

from - a l l 'p'arti'es. except for'- Mr.". • Cope, -'.' and he-has-an i n t e r 

e s t ,'; .---which . I think- i s approximately 17 percent-' e i t h e r under 

. -the • 4b-a'cre ;*tr'act or the 8 0-acre.; tract,. "•*' - . .': 

'. -'. ... ..-. '••;-'.". , • • And;'we've'v-1 ike t o move to amend 

our a p p l i c a t i o n , have you' readyertise:-the case, but we would 

propose, • wi'th.-the:'Examiner ' s-'consent, to-make pur presenta-

. t i o n today.- '• , 

'• , ' . • .... _ MR..,. PEARCE': '' Just f o r c . l a r i f i -

:Gati.on-,;. 'Mr. Kel l a h i r i , . the farmouts which you have cover 80 

acres i n -that .South Culebra. B l u f f , . -I assume., ' -. '•' 

'-.:.:;:.-, '--'•' .- . .V''v':7 MR. KELLAHIN: That's c o r r e c t . 

; .--' V "'•''-'-' '. '' • :'-'-'-.-• •-. .MR. PEARCE: -. We're not pooling 

', any of - those. ,.".'. •. • 

;'.;-;;'. ' .. • . MR. • KELLAHIN: That'' s. r i g h t . 

. " . ,;..>- . ' ' MR. STOGNER.:'-- .Okay,. Case Number' 

. -8048 w i l l 'be readvertised for. the-Examiner 'Hearing .to be 

'- he'l.d--:on"'February .'-15th 1984 . At- this'"''time we w i l l go ahead 

and hear '-'•the ' testimony : and oh the ' 15th. we, w i l l again r e c a l 1 



2 ". t h i s hearing.. . I f there i s any more additional .testimony at 

3 . t h a t t i m e i t may' be. presented, ' 
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.'. '•', MARK ; HARALSON, • : } , • , ' 

being 'called as a witness and being- duly .sworn upon his 

oath, t e s t i f i e d as follows,' t o - w i t : . - • .. ; 

' /.,'.•• ' ' . DIRECT' EXAMINATION , • ':•} 

-BY' MR. KELLAHIN: . - • ' ...''-. . . • 

' Q'' .. -•' '; ....All right,; Mr. ,",'• Haralson, - let me'ask you 

your, name and occupation' for t h e r e c o r d , please? • -

-A- .'-" -• • . Mark'Haralson. . I . 1 m. a landman f or ' AMMEX 

Petroleum./ -.'_ ; , ;•' .._ , .-

; . Q' ; ".'...'And your last name i s spelled H-A-R-A-L-

S-O-N?.'- :.'"•• ' • • •••=:>''.•';....: . ' .-•.•'.' .. 

• . , A- .... .. • Correct. " 

.: Q . A l l r i g h t , s i r , ' you're a landman f o r 

AMMEX-Petroleum, Inc ., and where do vy.ou'_ l i v e , Mr.- Haralson? 

" • A "' In .Midland.-, ..Texas. • 

0 ' - '••' -.:•'• And how long ..have you been employed as a 

landman for' t h i s company? ' V 

-'A ;. I've been employed with the .company for 

. .'•two and a ..half- years; ''as a landman for • the past .year-and a 

half'.' .. ': V -' ' . \.;: •'.- ' ' 

i •-'. ;Q '••• A l l - r i g h t . . Are you'the landman respon

sible for attempting to put together, the voluntary proration 

unit for t h i s Delaware-Bone Springs test? 
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• A Yes, I am. • • •'-'-'•': •• 

. '"' • : Q." ; And- have you been '-' i n , contact e i ther 

d i r e c t i y ;'• or • through your: d i r e c t i o n wi t h the • var ious working 

• '•-.interest •'owners- i n v o l v e d i n t h i s wel 1? .. 

'•'.-'" . .A •' , •• '"',.•-• Yes, I ; have. .-' • /'.,. . 

Q ..-'-;.' Have you been, involved i n the preparation 

. of' the : operating •agreements and the various documents- - .with 

regards to'-f armouts from various.' indi.vidua.ls-? ... 

-.,'-•' . . A. .' '\- ' Yes, I have.-.' '•'•'., . :. . /" 

"./•••• - :; ."••'. ,\. . r ! ' - ' ' ' 'MR. .KRLLAHiNy • '-' We tender- Mr. 

'Haralson as...ah .expert petroleum landman... : 

/ '.'/'. . . •.-MR.'. STOGNER: '-• He" is' so q u a l i -

-' f i e r i . • • ' -;' , '...'•• . -., •'. ' ' '/':••.-•."'.• •,. - • 

'• -'Q . '-..' •'.'; ". . Mr'. '; Haralson, l e t - '-me.-see i f . I ' can't. 

: : o r i e n t ' us as. to;what your company',' AMMEX,-desires t o do. 

.-.' . . • Tel 1 me '. f i r s t - of " a l l what the s e c t i o n , 

'.township-, -and;., -range -is/-for.'.'the proposed- w e l l , • and wi th i n -

t h a t s e c t i o n what you propose' t o do.- 1 . •' • 

•'•','.,; '•:•'...;.: A ' /-:.;.'.,' I t ' s i n . Section 28., Township" 23 South, 

' Range'.-2 8-East.. - / .:.-,:,/ ''-"". '.'r . ̂  ';.--.'. ' 

'.--.' .-We're-...proposing t d ' - d r i l l - a Bone Springs 

.'test i n the- south - h a l f .of the southeast q u a r t e r . . .• 

. ..' • .;- Q . .",'.'"' A l l r i g h t " / " this-.'is. 'in. Eddy' County, New 

-. -Mexico. .• . ; :; ./ ....-'-:,'.';',. : '' : 

;' A... . Right. :". :,-' ..'-'•-•'. 

. -.':. Q -,.'-'. In - preparing t o d r i l l ' -that well,' Mr. 

• Haralson-, what-'.'is' the s t a t u s of -ownership w i t h 1 regards to 



t h a t 80-acre' tract?.V , . : ' • . ' '" \ ' • 

-'- . 'A'- - . 'Well, • I believe • there'' s four —• well,.', 

there's f ive, i n t e r e s t owners^ '.Bel-'cô . Development Corporation . 

holds . t h e ma j or i t y /-of... the i n t e r e s t wi't?fc, Merlin,. " Incorpor

ated,': A. G. Hamilton, C i t i e s ' Service', . and- Glenn Cope. 

'. . -. ;. Q. . - ' A l l r i g h t , : s i r y . , o f , those companies and 

individuals.:' what has-' been t h e arrangement between them and 

.you w i t h '•'- regards t o - e i t h e r • p a r t i c i p a t i n g - , - , leasing •, •' or 

"farming- out" i n order t o d r i l l " t h i s ' well?.'. - : 

, .A '. . " •' Everyone with' the "exception of - Mr . • . Cope 

has farmed .out t h e i r i n t e r e s t to AMMEX. - ... ' 

.. 'Q .' What,, based" upon your knowledge and i n 

formation,'' ' i s ' the / difference', • .. i f - any, between .. the. 

. i n d i v i d u a l s . or;'companies and-•percentages between the 40-acre -

dedic a t i o n to .a Delaware .wel 1 ,'and'. the ,80-acre dedication., to 

the. Bone" Springs . we 11 ? ".'. - . •'-.' -'; - '. ' - '.. ' • "'•••; 

/ A ' -.- "' Well, ; i t ' s --"the''acreage i s held by a 

Morrow' w e l l in' the east" h a l f of Section. .2 8, so a l l of the 

i n t e r e s t w i l l be the same,,.; . ' I t ' s undivided i n t e r e s t i n the 

•whole, h a l f section.. - : '" • \:; A '''>£.•:.•' \ ... " •' 

Q"'".'.- •'" . / A l l - r i g h t . Will';Mf..' ;Cppe ' s' i n t e r e s t - vary 

betwee'n. the-'8..6'.-acre or 40-acre' p r o r a t i o n u n i t ? '• 

"-;>•-; A'"-• •'• No., i t w i l l not. ; ' . ': 

... • ' -.Q • . , ' And' .what is" /your •.".under standing . of Mr. 

.Cope's percentage- interest-ln;-£'he-';well?'• 

• A \ * ";. . • I believe he has' a,.i-7 . 0911 percent ' i n t e r 

est .' " \ ;A ' : . \ . -., ' -.';'•/ .V-.-'-"•.•-'' ''' • '.-.''• •" "] .-' • 
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1" ' ' • -.".- ' •";'\ v . ':. ' • ' ';':;.. , • 10 . . 

2 • . ,' ..Q • Iiet me-,'-ask- you to' .focus-, :inj-<m Mr. Cope 

j' • v and .-your e f f o r t s , i f a-ny,' to-''-get • him -to, v o l u n t a r i l y , ' p a r t i c i 

pate.'-ih',the. d r i l l i n g - of the. w e l l . -,•.-.;. -'.:".'.:' . . 

• A •' "'-:',. . Wel 1',- - I sen-t";Mr-. Cope'"- a-hv.operating agree

ment, an AFE,; - and - on September; 22 nd-.. - - - • •'"...' • 

..'."'-•' • :.Q. Al l right-, -let ' s look. ./ at t h a t , . then. 

That' s marked, as AMMEX E x h i b i t -Number.-One?-; •' 

• " A Wel 1, yes , i t ' s • : .'•--. ." , 

9 ..'',;' ' Q . .. .And t h a t 'is;a U e t t e r dated -September 22nd' 

i0.--.'-.:'/9.f-. '8;3?;'-, ;'.'.:/;/..'.: •' ' ' -i, ' ';'.''.;'> .v.; '.'•'..... 

•-' ;V;/ '.A - Yes, s i r . -. - •' \ '-,;,,.' 

"Q -. • • And i t . " appears over the . signature of 

Vincent Johnson?' : P, : ' . •'••'•-." 

•" ".' -A-, He i s the . Vice President, of AMMEX . Petro

leum . ••'••,, ..>.-•:.'•' .-.-'..'.:;;:;' •• • 

. ' . Q ' -.. A l l r i g h t , t h i s is" work;you-prepared and 

.he sighs.,6ff on and -sends i t t o -.Hr'. Cope. 

17 :'/;'./ .'.;.' •: A /-•'.. ; . That's r i g h t . • ' : "'..; / 

18 '.-•.'"-'".-' " . Q '•'•. •• - A l l - r i g h t - . Uriah'', E x p l o r a t i o n , Inc.,'Mr. 

1̂ - . Haralson;, is-what t'o- your knowledge? -.••'.! ' ' 

. , -A . .. Well, t o my'knowledge .-it;.'"s ;• Mr. Cope's 

concern-. -:-! .-• • _' ' - - . -' ;" -

. .'_.-. -.' Q ' " A l l r i g h t , and-what .were .you attempting 
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:to accomplish- w i t h t h i s l e t t e r ? '•'••-', . , 

'";.'.. . ' . A- , - ; - • Just t o see i f he , was ..interested . i n 

j o i n i n g us or 'f arming out his'; i n t e r e s t .'-• * Well-, w i t h t h i s 

• l e t t e r 1. j u s t more- or less- wanted -to, f i n d put i f he was i n -



1 ' •, ":•]•• " ' ..' •".'•.'•-• .:;. : ; . " l l 

'2 •'•".' terested. i n j o i n i n g us' on the -— oh. the well.'- -

-3' ." '-. Q • ..'.''-. A l l . r i g h t , sir,,' and what, i f any, 

4 
":. response d i d you get e i t h e r .from . Uriah- > or - Mr, • Cope 

5 

£ 

concerning t h i s l e t t e r ? . . '". ••. '• '. .•;•; '. '•-'•'".. '.-' 
5 

£ 
' ' ' A A l l r i g h t , ; I got no response-. 

- 6 
' ' • -v-.: -Q • ., ' •' . " A l l " r i g h t , • ••did you f o i low t h i s up w i t h 

7 . any: subsequent.conversations or correspondence? 

8 ' ./•'. A •'." :... Wel 1, . I t r i e d on .several-, occasions to 

:.9 contact.,- -him ' by telephone and couldn't get • through,, so I 

10 wrote an p t he r l e t t e r and sent i t ' c e r t i f i e d mail on- .'October 

11 • • . 1 9 t h . , . , 

''- '•:-., "'• •• " ;. :,,' '..- ' •' : . :- -• • 12:-
. • You do business;.- in'Midland? 

13; ; 

.- • ' ^ .-' - ' A - -. Ye'sv - ,'; / "• '••/."-" '". • "•'.; . .'. ' ; :'"-5'.; . 

- 'v -. Q •' •'" " ,'"And'Mr.. ' ..Cope a lso/doe's business . i n Mid-
14 

. . land? •_;". ,' ' - -

..-,''•"'•' , • ' • -' • .••••'••• • • •* '-'•. " ' 15 ' 
- • " - ' A ., . ; • • Yes. . '-' ;. '' ,"'.:/. '• 

16 
.-' ': . 'Q ':'.• . You c a l l e d him l o c a l i y and: you d i d n ' t get 

17 hi'm. ; 

;• •.' •" .,.'•.'•,'"''•'•;. ". • :..- '" : • ' . '" ' " ' • • • 18 ; -' . -' .' A' .. He was- out. or, indisposed at the time. 

19 • V . ' . ; Q ' -. . '•,"•- A l l right,'.' and what's the next '..thing you 

20 •did' then? ':• 

" . • " • - . . '., . ' ••-'•' . 21 
:• . '••• A 

'..:•. December 2nd.. 

- I sent a n ' a d d i t i o n a l c e r t i f i e d l e t t e r on 

22 
•"' '••;•' ' Q. ', .- Well,, I'm not with';'"you .yet. "October 19th 

23 
i s Exhibit'Number Two, and that.'s :the f i r s t l e t t e r ? • 

'24 
' -' ' A .. ",, . .-. That's the second' l e t t e r t h a t I .sent. • 

25 ': ':•/.,:•;• Q . ;• .• :•''• A l l r i g h t , s i r , : and" subsequent t o t h a t , ' 



then,: you'' sent another l e t t e r - p'n; :. 

•'" ; .." A '-"On ' December 2nd.-' " - • . : . "...' ;- . 

' ' ,'• ';- ;• -'Q "': -And t h a t ' s • E x h i b i t Number Three. Al l •_. 

right', - s i r . ' ' : : • •'...•.'.'•.' .. , .' 

"• .. .--What - was.the purpose of - the December 2nd 

, l e t t e r , ' Mr. Haralson? •• : Y;'•'',''•v' - ' ' ••'-.'••' 

: ; '; ', . • A .'• ' More: or less- j u s t to f i n d out Mr. -.Cope's 

• • po'sition^and'.; -';"-again, i f ' he". was. "wanting to' j o i n , us' on t h i s ' 

/•' well.-". "- ' ••(•. •' • ' '' •'/' '' •'" ' 

.'•'"-. .'• . 'Q - • - ' ' Okay.-, -As pf 'this- date', . then, had you 

heard anything, from him -'concerning:'whether--he' was w i l l i n g .to . 

" j o i n , or participate?,-- ' ; "-.:' :"v-'"' ••'•;• 

A'.- •' "' •'. ' No. . ..;',.y ';. .::; • •• • \ 

. -Q.;: r-:. : -.. . You had not. Turn to. E x h i b i t Four and 

. ie.l 1 -me what t h i s ' i s . - ' • ..-. . 

•.A ".•'.. This', i s an advance. b i l l i n g , t h a t we usual

l y - send out. ih' the case that-.someone I s going to-. •. j o i n ..us,, 

we ' l l " b i l l " them. for. the.'proportionate share i n order to 

. t i m e l y pay 'our o p e r a t i n g costs. : ./ 

\ •-''V-.-Q;' -' ' "" " A l l r i g h t . Let me ask you-how you made 

t h i s c a l c u l a t i o n , Mr. Haralson. - i t shows a, percentage 

i n t e r e s t o f approximately 15 percent. '. •'-...'. 

-'- ' -'•' '. A :' ' Okay, well-, I —" .-"' -..''. . '•••' -

'Q'. y... '•• . What' s the : source of- that? -. 

A ' . .. Well, I g o t - t h i s , "from Belco: Petroleum's; 

landman-. •. - '";'-.;•. 

Q • .' Subsequent to. E x h i b i t Four I have a t t a c h -
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2 " ; ed " E x h i b i t " ••Number 'Five. Would you i d e n t i f y " t h i s for' us, 

3 ; •'•''. please? . . '- . ,•-

\4... • - A' .'; -. This i s an Operating: agreement'-and which 

5 '• .1 sent- to. Mr-.--' Cope. . . "'.._;:'. "'•.'• • . . • •" :• , -

6 '. : Q ..//••; A l l r i g h t . '.,,"".Is. t h i s ; a n" operating agree- • 

7 
"• -merit in"'a form t h a t . i s customarily used ,by/ AMMEX Petroleum, 

7 
• Inc.-.?: ., , • ' • -' • " ' "-''-'-•-; .-" '/' ;. '• '•- ' . " - ' • I-' 

7 

'•; .. A ; , .- .Yes, i t i s . ' '-•":,/ '.. , '•' ' ... . . 

. ' ' V 'Q. -. . ', •".' . Would you t u r n • to the COPAS i n s t r u c t i o n s 

10 . with'regards- t o t h a t 'operating agreement?.-.' ••"..-

l l ; '•' •"•;;/ . ".-.' A;" . ••. ; '.' 
'Okay;'- •. •': 

12 • ;. 'That' s . on'- E x h i b i t . C.,- i s it?.,,- • ' '•' 

13 ' ;';;:
: •' A •• ."'• ; .. -Yes.. ... '.'/;-'';'.. •.'•'•', •;.'"• ..." 

14 ...' • V/', Q .' : 'Yes; s i r , : page'three of Exhibit',.C? 

15 
/ -"• .•"', -.- A ''.,/ ; That* s - r i g h t . -" '.• • 

••; •/;>' . .. .Q ',.'.' ' ..There's a'blank.,in here t h a t says' r a t e 
16 

c o n s i s t e n t w i t h t h a t of the i n d u s t r y , arid -you., had not - f i l l e d . 

17 . 
i t i n at t h a t .point?-. '-..„"•'• 

18 •. - ' A No , 1 had not'.y - ..'' 

19 ' ' .. 1 Q • A l l r i g h t . • Do j o u have a recommendation 

20 t o ' the .Examiner as to the overhead charges you propose t h a t 

21 he include i n a. pooling -order? . .-

22 .-. •".'• - A ;.. ••••"'/ Be'l'cO i n -their"'farmout to' us suggested 

23 
- ••that • .we /charge $300 -for. a producing, we 1-1 r a t e and. $3000 f o r 

24 
a d r i l l i n g rate.. 

:'• - . .Q \" ' "-' : Al 1 . r i g h t , ' and. is'- t h a t a r a t e '.that your' 

25 
'-.' -company i s w i l l i n g t o use •• • .• - -•/., 
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.' '";,. ; ; , •_ • ' ; - .'•. " : . •" 1.4 ' 

. . •"'• • . A •'' ' Yes . " '• • v':/;" " . 

•'•:.,...:••. Q : — f o r this-•Well?; : '."'.. ' - -X ; 

• , ./ •. • • .-.Okay.; .Have, you been involved i n any 

. other -operations'••in . s i m i l a r ?we l i s . that', i n v o l v e d the "deter- .• 

h i r i a t i o n of overhead rates? . •'',/;/•".•'' '. -. ' • 

•'•'-.":-•'•: A Yes...' • .. . ... . • '". .'. ..'. " '-'/" . ' ' 

' . • .. • Q '• A l l r i g h t , , is'.; t h a t number co n s i s t e n t w i t h 

t h o s e " — . . •; '."--/,.' - .... V,--:: '•:'•'' . -: ' •• . •' 

•' .A "":''. '• •' Yes. • .' - '•'}•-'•' •;'. " . - ' 

•-" .. Q ' -- other agreements,?.."'' 

-.•/'•'•..'-'.:'.'..'/- • Let's- ..go. to ^Exhibit- /.Number Six, .Mr.' 

Hara ISOA,'/which/isa l e t t e r dated October, 17th. 

' • y • A. ' , Okay. :".';• '..--".-/;• '';..-. ' •. • ' ' .' 

/' / -Q '. '; A l l right,., s i r , .what i s t h i s ? .. . ';' 

;..;A; . -I ' ve c a l l e d . Kaiser-Francis , who — ' w e l l , 

okay, .I guess-I need to' f a m i l i a r i z e 1 - w i t h the background. 

' - •'., The wel 1 . in; which -- i s . h o l d i n g t h i s 320 

acres' i s T-.. i s .Operated by .Belco Development, but. Coquina 

..'•was.- involved . i n i t ; . They"'"spld'their ,lnterest-:-to Kaiser-

Francis ,.-who- i n - t u r h sold h i s .i n t e r e s t t o Mr. -Cope. 

Q'. . ''.;:' A l l r i g h t , ' at the time", you', wrote t h i s 

• l e t t e r was there;, any question i n your..'mind as to whether Mr/ 

Cope or,-. Kaiser-Francis owned . the' 17 -percent i n t e r e s t . t h a t ' s 

i n dispute? ••''-"• •'- ' • ; -"/*; '-... '•; • 

-• A ' Yes,, there was. 1 wasn't e x a c t l y sure 

. who — who. had- the interest-:.- ' "••' . . ''' .-• 

'.' •"/ . .. ,Q • • :'.-' And .the. correspondence attached here, 
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: then , .as E x h i b i t Six through Eleven,-;,T e l i e v e ' i t 'is \ repre

sents - the;documentation.of hpw t h a t : w a s ; f i n a l l y resolved? 

A /:" .•; ' Yes. ; "';.'•' . >'-.. ' - ' '.7/:;.-;, ' -. 

.Q • A l l ' r i g h t , 'what''has been the r e s o l u t i o n ? 

A • By assignment . from "- Kaiser-Francis t o 

Chr i s t y Lee Cope',, the i n t e r e s t has been conveyed t o her. 

' - Q Arid .as. you understand i t , ' ' } Mr. Haralson, 

what.is t h a t percentage now? Is: i t the 15 percent or the 17 

percent? ... • '•-..'. 

-J. .' A • /. I t i s the- 17.0911 percent. -' 

Q -•"•"•;' •• - A l l right., • s i r . ,..-' Let. me t u r n to E x h i b i t 

Number Twelve,'then, and have you i d e n t i f y t h i s . . 

A .: - These are the i n t e r e s t s that. I obtained 

from .Be.lco Vs. landman in. the Belco Cavalier Wel l , which holds 

the 320 acres. - .. . - . ' '•'-': •';'".' '•• 

. •• Q A l l r i g h t , and, the .best of .your, .knowledge 

are those figures.-correct .and accurate?/-

•; '" ' .- A;" . ; ' Yes. '" v- ... -.:';•'.' 

• . . Q - . • • A l l r i g h t , sir.-;'-. What.'s the purpose of 

.Exhibit Number- Th i r t e e n , : which ,is :"an operating agreement 

•dated September 1:4th of 19 83? . . • " '. 

A y . • Okay; "this i s the operating agreement and 

farmout from Belco Petroleum and Merlin,. Inc. , A..-G-. Hamil

t o n , and C i t i e s Service t o AMMEX Petroleum-... 

Q "•' '• *.- AH r i g h t , , t h i s simply documents your i n 

t e r e s t i n the p r o r a t i o n u n i t . • ''', / • • • - ' 

' A ; / ' .Yes. .;- •/'. . ..../ - ' 



1 • •« - - 16 

2. Q; •' ''••̂ • A l l r i g h t , - , s i r . - ' -As of the cu r r e n t date, 

3. ' -Mr .•; Hara lson,'' have '' you" and Mr .- Cope; 'or/-AMMEX , to ' the bes t of 

4 ; your knowledge.,. and Mr.. Cope, reached, any-, agreement about 

j... '. h i s . p a r t i c i p a t i o n , farming" out,. -or;; j o i n i n g -'in r some .fashion 

in. the ' d r i l l i n g - - o f 'this w e ll? :.•. ;..'-"'-... -

A - No,' 'sir'._' . '••''••'./:/• 

Q:' - "/Okay. Were' E x h i b i t s One through Thir

teen, I -.believe, i t - ' i s — .:,--' -.- - , a- ' 

--.';. •' A •;':...' Yes, -sir-. ., .-' , . "• -••'. .. 

10 . Q -.-'-- prepared, by you or compiled under your 

11 - d i r e c t i o n and.'-.s.upervision? 

12 - /., - -. A ' ' ' ' .. - :; Yes 

'"'" ' ' ' ''. -MR,. KELLAHIN: That concludes 

my examination, of Mr. Haralson.-' •'•'•:• ;-'•'-. •• -

,-6-

7 " 

.8 

9 

•13-

.14 

15-

16 

17, 

18 

.-. ' . CROSS EXAMINATION ' ' .; 

. BY MR. -STOGNER: ' • v; / y '•' 

Q - ' - ••{••••' Mr. - "Haralson, ..- yyou .said, e a r l i e r t h a t the 

acreage of Mr .," " CopeJ s , the 17 '. 0-911 percent i n t e r e s t , would 

19. ';- not change .between-' the 40 acres and.-the- 8 0.-acres. 

20 •' '..'.•> . . w i l l any:-of "the other p a r t i e s t h a t have 

farmed'"''out-!, ' ,.wil 1 t h e i r 'acreage --. I ; mean 'would t h e i r i n t e r 

e s t also* change or — "'-.",-•' .; . . " "/ ' -' ' 

•j- V .': - A ;'•-/.' :' :• No, t h e i r , i n t e r e s t won' t change. -' ' • r 

;-,." ' ' ;Q On'.your l e t t e r , - or I-'m . s o r r y , E x h i b i t 

•''Number Three, - which- i s your 1 e'tter/.d-ated December. 2nd, 19 8 3', 

.1 take i t E x h i b i t 'Four was an attachment t o t h a t l e t t e r / am 

-21 

22 ' 

23 

24 

25 
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2 \ 
I c o r r e c t ? 

3 
: . A , E x h i b i t Four being -\ ,; • • 

•4 • • \':y. Q- • v : - •• That being the b i l 1, I guess. 

; • -A • • .No-,- I believe I sent t h a t -- well, , yes., I 

3 . 
'sent a, copy, of t h i s with. a l l . .three 'letters', .y . 

6 :•' Q ;• .- . 'Those l e t t e r s ' being September 2 2nd , - Octo-

7 ber 19 thy .-arid December 2nd.- ' .'-.'•• ' y -.-

"' • A ' ' .' Yes. y\'y -:.'.._/ • • '" ' •-'• ''; : '.••''• 

9 •'. - . Q .' ' . Did the same type. 'of d.ea 1 go out - t o a 11 

10 ' the Other;'Interest owners, oh your September 22nd l e t t e r ? 

11 

. ./• A . -:-' 
-, . Well, there.-aren ' t any'other/working , i n -

12 tere'sty.. owners .
 :; " Everyone has elected, t o farm out. • t h e i r 

13 
. i n t e r e s t ' t c us 

•'•\ Q y '•/;:V"'• i see, so;. t h i s ' b i l l only got.—- a b i l l 

14 
such; as -this was only sent out. .to ' Ur.iah. ' ; .. 

15 
.- ;• ••' A "' ; . Exactly. • • ; ' "• ' 

16 

' •v •'-..' - '"',•.;-• -17 . - ' CROSS EXAMINATION ..'•"•' . • ' 

18 BY .MR. '.PEARCE-: .,,'•'• . . '• -. ' . '-,';•. •.' •'•" • ';'..- ' '... y * . 

19 

' > • • 
, y-b. ; 

Jus t , excuse me , j u s t f or c 1.ari'f i c a t i o n , 

20 • Mr. Haralson., ,,'- now I no t i c e on the back of the model ' form 

21 
operating agreement there i s a more normal form of AFE', 

•22 
;•. .- Uriah-; • or Mr '.; Cope, d i d i n .'fact receive a' copy of t h a t — 

; :y ' ; A . . • Yes, . s i r . '•.;' ;,- ;..,;'/>: '. .. 
23 

•-' ; '. • '•••''.Q,'' • '*"'• ' - - mOre d e t a i l e d - AFE?. . . '• 

24 
'• . . ' ' ' . •'• A.'- -. ; .. Yes, s i r , they""did. •' ...'.'-• 

25 

' ' • Q ' 
,; y Thank-you, s i r . ' - - ", 
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2 'A'"- •• ' • . ''• ''• ' " ,;" MR:. STOGNER:'"'.'L-have no f u r t h e r 

,"'• questions of t h i s witness J at.i.. t h i s "time..' ',' ' • * ... 

4 ' •V. y%.y/:-\ ..*'-. I'm so r r y , Mr. Carr.' 

.5 
GROSS EXAMINATION * .' : ,-:' •" 

6 
"'• .BY -MR.' CARR: 

7 
'. Q. '• •Mr . Haralson, • a r e you aware that. ;Mr . Cope 

8 approached'' AMMEX during August of 19 83 w i t h a prospect of 

9 . • development' of t h i s acreage?' • '•...'-;•••.,•• • ' '-.'."•. 

IQ •" '' .' '; A '•:•';•" --'.Yes, s i r . ' '• ;. " '.-.. . ..' • 

11'; . . •. ' •• Q :'". .' Did yo.u p a r t i c i p a t e , i n . any of . those 

'12 ; ..'meetings; With Mr. Cope? . '..: ''"'' "<••":"' ]J\ .-' :..' • • •'.'•" ,. - - •' • :' 

13. 
'' " - . .A ' ' '•.•' ' •No,. s i r . ': .':''•//;.. ' '. • 

14 
• Q '• -:'-' And you attempted t o .contact Mr. Cope by 

Jl'a • • 
- telephone but were, unable to reach' him.? ' •'•'- .'"'.. 

15 
. ;- ' ; ".-' .'•' A' • ; '; ••'.'. Yes. . "' . .''..• -v v' ' / • •'.•'. '• 

16- • .MR. • 'CARRY .•'•• I have nothing f u r -

17 - the.r. "';..; . • '"''.",-• -. V 7's-' . . - ; - • •; '• - • 
18 MR. .' STOGNER:- ' Okay, I have no 

19 • questions, of t h i s witness a t , t h i s time,. '.. ;Y • ' -..' 

20 

.'.'. '"' .-•;'. '"-.,:'.-• - .-••' : '' 
',•:;;...'•.,'.Are- - there- any"' other questions 

21 
.of ' Mr ... 'Hara 1 son? I f not / he...'.may be excused." 

. - '.MR.,7.-'KELLAHIN: 'Mr. ' Examiner, 
22 

•'';we':-'-d,ca 11 Mr.' 'Art Merrick... ..'-'"' • '' . 
23 

.'•:• ''' '"•-••' '• .. '-.'.;-. MR. - STOGNER': -I'm sorry? -

24 

.- - '•' • • '*-' • 
'.' .'MR. KELLAHIN:'. 'We-'d c a l l Mr. 

25 Art Merrick. . '• 

• •' .'•-•- ' '-'"•"' .'--;.'•'-'' '• •>'., •' .' '' .:' 
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ART MERRICK, • ' ' • • 

being c a l l e d as a witness and being' duly' sworn upon h i s 

oath, . t e s t i f i e d a;s f b l lows , t o - w i t : ...:•--' 

DIRECT EXAMINATION ,'-

BY- MR. KELLAHIN: : :.'\. . • . "v / v . ...'•• 

. Q••["•}. Mr. Merrick',.-would you-,please s t a t e your 

name and •occupation? ,•' ' 

A. I'm A r t Merrick. . I'm the Operations 

Manager .for- AMMEX Petroleum. ..I'm a' petroleum engineer by 

education.- ' ' \ : . -'' :. •" 

. 'Q ' Mr.: Merrick, would you t e l l the Examiner 

when, and where- you got your degree, i n petroleum engineering? 

A I graduated in'1:97:6 from the U n i v e r s i t y 

of Wyoming-.. . -;• " . 

; Q ... ' And subsequent to, your graduation where 

have you .bee.n employed, as '.a petroleum engineer? 

• -. • ' • A I've been employed w i t h Northwest . Pipe

l i n e Company 'in Farmington, New Mexico, f o r one year. 

... \ ' ' . • ' . I was. employed by .Amerada Hess i n various 

c a p a c i t i e s i n .West Texas and New "Mexico, • Oklahoma, f o r ap

proximately -.four •'. years . . -. 

'.. .. I have been w i t h .AMMEX.. Petroleum f o r the 

l a s t two' years,. . ' . •' ';'••. . ''.-. 

•: :. : Q Pursuant t o your employment with. AMMEX 
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Petroleum /Corporation have you.' ma'.de ,a.. study of' t h e i r , pros

p e c t : in* the, Culebra B l u f f ..'South Bone Springs Pool? -.-

'. A' ..'•?-., Yes; I'' ha-ve.-: '••••'' •' 

:'•• / .-Q"-"' .- .'.'' / And.pursuant- t o ' t h a t study have • you pre-

• pared c e r t a i n e x h i b i t s ? '•:' '.; " '- •.-;/'. •'•".,-.', 

; •• ... A . : •. .-. Yes,' .1 have..'..'" '•••;-•-"' . ;/ -.' . • 

.' / • .*/">""; .'- MR. ... KELLAHIN: We tender Mr. 

Merrick - as an expert petroleum engineer. • - ' • •'. . 

- ' ' • .- , ;:„- ' • • MR. STOGNER: He i s so q u a l i -

• f ied . • . • ' • ''•'';'•-•.: ..:.' . . '. ' ' 

'".. '" ..';• ': Q. "';.:.;..'/.'Mr. Merrick,.', l e t me dir e c t ; your a t t e n - : 

t i o n , ' • ' . - f i r s t ' v o f / a l l , • to the. itemized estimate of' - A u t h o r i t y 

'.' f o r •"Expenditure/, which Is-'marked ' as E x h i b i t , 'Four'te'eri...' 

'•; ' " ' .-. / '.Can you i d e n t i f y -.that f o r me?' . • . 

'. -•',.' • - A./' • Yes. , ' This' i s an AFE I . prepared f o r 

' d r i l l i n g Melva• Nov' 1 i n Eddy .County,*-New Mexico.. 

. '/ Q • What type . of we 11'-'do you propose t o 

d r i i l , :Mr. Merrick'?.. ••/•''.•'.: :--'.;•".'•'/; • . • •••'• 

- ' •'"' A •'. ' "This isVa Bo'rie Spring .-- Bone Springs-

'.test..- . . I t ' s " d r i l i e d t o 8000...feet-'In-which we w i l l t e s t the 

Bone, .Springs, .and 'also the Delaware section below 55̂ 00* ''foot';-' 

, - ,-• Q' ,;'.'.. :';. ;' . A l l r i g h t . .-•.The'/Delaware' se c t i o n i s en

countered approximately where? -' ;• .' ..' -• '. '• ' " . " . ' •'. 

, :•'.; A :.'.-_ . The Delaware, i s encountered at. approxi-

- mately 2 4 00 f o o t - i n t h i s . area..;.., -'The - f i r s t . , shows, i n the 'area 

o f any magnitude-have .been i n the :order of 5500 to 8000 -foot 

.or. 6 200 foot.' \ ' ' '•'.'-.' •'': V; .- ' . . ' "..'';.-
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,Q . . . . H a s ' AMMEX- Petroleum Corporation been 

• i n v o l v e d ••' i n , t h e - d r i l l ing of. any-other,. Delaware or--' Bone 

Springs-wells i n the area?' ... ".' "' •--. '" . .' .- ' 

A Yes;-:'• ' .We..drilled a Bone Spri ngs-Delaware 

t e s t ' im':Section 21 of the same .township as t h i s w e l l , .and 

•; completed i t . jus.t r e c e n t l y . -' •'';' -. ',' - '.•' ' • ''. 

'•';'.• Q "... • , , How do, the, costs; on t h a t w e l l compare to. 

"your estimated, w e l l costs.' depicted ' on: E x h i b i t Number 

Fourteen? . ,'•:'•"' ' ' • . -" . ••:•;' 

-" • ••-'" A " .:,.- They - are ".virtually.- the.'same. . 

/ ... • Q-. •," I n your, o p i n i o n , Mr. Merrick;,, are the 

costs r e f l e c t e d .'on 'the estimate., 'Exhibit . Number • .-Fourteen 

. f a i r -and-' reasonable f o r the • d r i l l i n g - ; of. 'this w e ll? 

/-'.'._; . A '• . v / ' '.Yes, I t h i n k so.;- ' • : .'. -. ' - -

; . Q - , ' Let me' d i r e c t y o u r - a t t e n t i o n t o E x h i b i t 

Number Fifteen'/ " which is..the t a b u l a t i o n ; of prbductibn p l a t 

showing various 'wells I n -the area, and,'have you I d e n t i f y 

• t h a t one for- me:.-'- . ';':-" : ""; 

• . A-. • . This i s a tabulatiori.'of the production i n 

-.the. Culebra-Bluff South Bone Springs Pool. 

'.-'•. '• .....;. ••;•-,.'/What: ,1.'m showing are a l l of the wel 1 s i n 

the. p o o l . • 'r'ye got'" the monthly production I n August on top 

of the l i n e adacent to' each well-.' ..-.'.; 

. '-'.. .'.... On the- :other'.side, of the slash i s the gas 

."production -that.- month i n :MMCF,.:;-:\and, I've .also- posted the 

.-. comulati.ve ' o i l . production.'as of August of ' 83 on trie. ; bottom 

of the line,;.:' " " '" ;.':-' "':-.',• ," •'.' '.,-.' -.''•'• 
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' " ', • • :. •' • 22 " 

,.'" Q'." Let me d i r e c t your a t t e n t i o n t o Section 

27, which i s -t h e section immediately to. the east of your 

l o c a t i o n , . and have-, you i d e n t i f y each of/thbse w e l l s spotted 

i n '27 i n .chronological order. .Give me the we-1.1 t h a t was 

d r i l l e d . . ' f i r s t . • • ' • ; • '"•'. . -

- ..' A • '''.'... .. The f i r s t w e l l completed'' i n the Bone 

• Springs ' is' 'the ̂ Maddox No. 1.' This . I s the. one t h a t has . pro

duced 54 5. b a r r e l s i n August. 1 I t was the —' i t ' s i n the east 

h a l f of the northeast quarter. • ','••':. 

: '-.- Q ' A l l r i g h t , ' s i r , : 'approximately when ws 

that.we 11 d r i 1 led? • 

•'. . • A • ' This w e l l .was completed- i n 1981. I'm not 

ex a c t l y sure.which date. - ..." 

". Q ' ' Within, t h a t s e c t i o n t h a t ' s the f i r s t Bone 

Springs we-1.1?- " 

'-",-•. A . . .- Yes, -.sir.' -

'' \ Q , What's the. second.. Bone Springs -well? 

. A '•'' .The w e l l just; d i r e c t l y - . t o the n o r t h w e s t / 

of i t , , w i t h 571 b a r r e l s "production,' arid' t h i s was also com

ple t e d 'in 19 81;.- - ' .. '.'..• 

,. Q- A n d who i s the •operator f o r t h a t ? 

A '.'. Maddox Energy . . 

/•'. 0' ; Okay, again - Maddox.': • - . ''. ' - •• 

• v '.'./ -What's the, t h i r d ? . ' • " :, . " . 

'."A : '• The-third w e l l i s -southwest ~ southwest 

of. the No...... 1. . I t ' s ' got production of 674 b a r r e l s .and t h i s 

was also completed i n 1981.. . • .-".•' 



'. - ' ";• - " ;'.,;.;'.: - " •;.-•' '.-.;; ;,' ' ' V .. 2 3' -

Q' . And. who1 s t h e "operator of that' well? . 

- A . Again, i t 's •• Maddox Energy. . / ' • ' 

. Q '. What' s.. the 'fourth well, d r i l l e d ? . ; , . 

";. •.' • • A '" ,'"••.',' •., The fourth' w e l l i s the, one w i t h 96 bar

r e l s . / . I.t/s''. i n . the very/southeas't quarter quarter of ' the 

seption,'''again^drilred. bŷ -Madd'ox -Energy. .'. 

• Q ;;.'•_ A l l r i g h t , s i r , arid then the f i f t h w e l l? 

A.:. . . .' The f i f t h .well • completed -was the Maddox 

Energy' No. 6. . This w e l l has. 306 b a r r e l s . produced i n August 

and i t ' s i n the .southwest quarter of .Section 27. • ' . -

.. .--.' Q ;". : .• Which 'one. i s t h a t . one,. ' now? Is t h a t the 

' one v/ith 306? • '.. ; • - •.. '.. •"•'•"''"•..'•••; ' v •''"..'' 

" .A . _".'."" That' s r i g h t . / ; "'"'..-. .. ' ' •' • 

...••' '.'.' Q- - •;:- ,A11 r i g h t , • that.'s -the f i f t h -one? '•• ••• 

.:. A'. Uh-huh.' . ..'."/'/.• " " 

""'• Q •;;' • And which i s .'the s i x t h w e l l d r i l l e d ? 

'.. ' A- ' ' The s i x t h w e l l was the No. 5 Maddox Ener-

"". gy w e l l . '"" It':';s.. got 811 b a r r e l ,s'\i-n- August and i t was com-

:'.. pleted in-January of ' 82. •'.. :-. -

•; " .;., Q ' V , . A l l r i g h t ; •that leaves.-the' seventh and 

l a s t Weil'.'-' Which one's thiat:.one? ' '-.•;•': •• '. • ' •-. 

A - -•-'. v .- This i s the;.well.-,. Flyer No. 1, d r i l l e d by 

., Glenn.Cope,.and which e x h i b i t s , z.eiro production I n August and, 

a ' s i g n i f i c a n t l y lower cum. .. This-well was completed i n l a t e 

December of 182. •, .'/•,'"' ••.'•.. v. ', • . 

•: Q- .::.; -- Okay. . So. w i t h i ri;. Section '27 the l a s t w e l l 

of those, s i x or seven wells- drilledy-'Cope d r i l l e d - i t . .. 
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'A. " That's right.'/ 

Q /••' A l l r i g h t . ' T e l l me about your l o c a t i o n , 

Mr. .Merrick. You have spotted a l o c a t i o n i n the southeast 

corner of 2-8.. ' 

.;' A . ' The southeast' corner has the Melva No. '1 

and t h i s wel l i s o f f s e t t i n g 'some of the production ." t o the 

southeast and-has no production on the adjacent side. ' I n 

f a c t , two w e l l s "were tested i n the Bone Springs, one i n Sec

t i o n . 33- and one i n Section 32,'both of them dry. ..' 

Q -.. : A l l r i g h t , the dry hole symbols i n 33 and 

32 ' were 'Bone-Springs attempts by • ..— do you . remember the 

operator? ' ' '• . . . . 

• A . .-':- • The one i n Section 33' was, I b e l i e v e , Co

quina ;. " Section 3 2 i t was Amoco. 

Q . Mr. Merrick do you have an opinion as t o 

the r i s k .involved by your company i n the d r i l l i n g o f the. 

w e l l as proposed? ' '-. • ••• 

' . • A '.•;•' I n my opinion•'there--is a great deal of 

r i s k . i n - v i r t u a l l y any Bone 'Springs, t e s t . The production i n 

the f i e l d bear's t h i s '.out i n that' we-have h i g h l i g h t e d ' w e l l s 

w i t h .low cums -and low rates -tha-t' would e x h i b i t a very poor 

chance of paying-..out. ,... .' . . . .-'•.- v 

. Q ... How- have you h i g h l i g h t e d those w e l l s , Mr. 

Merrick?- " .'• -.;••' ... :':'' '"':-• '. 

:- -. A. -.••'With orange dots. • . 

. • Q And again;, what ;is ••.your r e p r e s e n t a t i o n of 

the w e l l s w i t h the yellow dots, the orange dots? 



A' ,- These are'' the ones t h a t appear t h a t have 

very l i t t l e ' chance, of paying o u t i n a. reasonable" amount of 

time. They've both got 'low/ production^ and a low cum. 

Q • Can you r e l a t e " y o u r •opinion as to what 

you characterize.as a s i g n i f i c a n r i s k : t o a percentage number 

i n terms, of.the. New. Mexico s t a t u t o r y penalty f a c t o r ? 

.'•';.',•• A • I'm not sure I understand e x a c t l y , what 

your question'.is. ••• • :. . ' . 

Q . ; . '• ----- Let me ask i t again. \ • _ : ; ' 

••''...":• ''.The - s t a t u t e . i n New Mexico provides t h a t 

i n a. p o o l i n g case the maximum.penalty:-;that can be as.sessed 

i s t o allow the- operator to. recover, the cost, of h i s w e l l 'two 

more times. I t ' s a 2-00 percent : maximum number. ; 

I n r e l a t i o n tp.'that-: percentage do ' ybu-

have an opi n i o n as to what'percentage" y.ou';would recommend be 

as'sessed against • Mr. . Cope? ." ' '-,/, '- ' 

-A . • .: I would recommend -the -maximum. 

• . • -/•• Q- -' '.'_."- - Al 1 right., what are your reasons f o r t h a t 

recommendation? ' •' '..'' ' "//•/•-'.' / , 

A • ~- '.- P r i m a r i l y . t h e , . r e l a t i v e l y , s p otty produc

t i o n w i t h i n the. e s t a b l i s h e d f ield; :'te- the; r i g h t and the • un

p r e d i c t a b i l i t y . - of .Bone Springs-In/.the'..-- throughout the -'-

" t h i s ar.ea. ,; I ' " : •'. - ". •;/:. .. . • • .. '. . 

. Cy:. ':. . Is i t a.-fair characte'riza'tion, .Mr. Mer

r i c k , ..' t h a t ah operator- can ' d r i 11 "an: economic wel l' and i n . an 

area of very close p r o x i m i t y to..that economic w e l l the same 

operator or. another, operator caul ;dri 11' a w e l l t h a t ' s 
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uneconomic? ."'. • '. . >.' • •:'- • ,. •"'•'.'• • •,/ . , .- • '.-.. 

- .A.'.'-.- Yes.. ;I think-we. nave "equa 1- chance o f : 

d r i l l i n g ah economic or noneconomic 'wel ls.-.:> : ' 

; \ \ - ' ";• -There i s very :1 i t t le i n -completion to one 

— one compnay having- b e t t e r success than-•another. 

.rQ •'.';..•> v A l l right',.,'• s i r , l e t ' s t u r n - t o E x h i b i t 

Number" Sixteen, then','-and have you i d e n t i f y t h a t f o r me. 

'.'.''•A This i s a very simple-- c a l c u l a t i o n using 

our AFE cost's1: to .determine the number- of b a r r e l s required, 

'for payout. ''"'•'.'••' -,-''. ' .- ' , .;'- •. -.- ' • . • 

. - .'' . •,,_'>. This ' is-••using,:a $30 . QO per b a r r e l price, 

f o r the o i l , , a net revenue o f .75'. This amount d i v i d e d i n t o 

our "AFE costs-of $121,0.00/gIyes us 23,500 — .23 ,156 b a r r e l s . 

.. ' ; -"., This . would be' in.'my . opinion the.- lowest 

.amOunt of o i l . t h a t we could recover: and. pay out t h i s wel l-. 

I, need to-.'.stress also t h a t /we'd have ' to /dO; t h i s , i n a c e r t a i n 

time, c e r t a i n l y . . • • -.''. •.'- - .., '•.'•-; 

•/•'- Q • '"•-''. What's;'- the estimate. of the approximate 

length o f time t h a t your company 'feels comfortable w i t h r e 

covery o f investments ? '• .•' . '• 

•.;.'.." A .-'. " : :' ; -We.-feel rea'sohablyy.c.pmf.ortable w i t h a two 

year ,'payout... •-•'.••'- ' ••'•• : ' .*•'.•• -. . ' 

Q- ... ' v.;, - A l l right/.-'-,"'Sir, -let's- go. to; E x h i b i t Num

ber .Seventeen, Mr.. Merrick;,/'and- have'' you- i d e n t i f y • t h a t . 

.' :-'-' - A- . . - This i s a -map of the area. On i t we have 

h i g h l i g h t e d the- Melya No. 1 w i t h a'-.'pink t r i a n g l e . . . We. also 

have, a l i n e through, the Coquina- NO"."'-', 1 Well in-Section 8, or 
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. I ' m. sorry;;'Section -28 ,.. w i t h an " A" we , are '•' showing a : 1 ine f o r 

a cross,.section from .this' Coquina Well .to- the Maddox Energy 

Pardue. Farms 'No. -5.y then to 'the.-.'Pardue Farms- No.. 3'.- • 

' . •. .Q • • * '•.' ...• A l l r i g h t , l e t ' s - l o o k a t the cross sec-' 

.- t i o n , then.•' .- '-. -' '- ;•'...-..'•."•:'. /"• -

.;.; ' •• ; Al ] r i g h t , ' " sir-, would "you' i d e n t i f y the 

cross section f o r us? . "'. .-. -'• 

• A *.,.•; , v , This cross '; s e c t i o n i s hung dn a' datum of 

-210.0. / We Jafe'"-.. showing, the'.top 'o'f' the Bone Springs- going 

down;V'-.'.-dip-"-;t.6/.t'he-;,e'a:st.--̂ â 'd then I am'attempting t o c o r r e l a t e , 

several .zones w i t h i n the Bone Springs. These zones' at ap

proximately - 65 Q.Q' f o o t , another ohe' at . 66-50 , ..and another. zone 

'• at approxima t e l y 6 830. . .• -. •.•, "' •-' 

;.. " ' I '.-m'". t r y i n g , to .showhow . the . thicknesses 

• change,, the', r e l a t i v e l y short span covered. •' Also I am 

have i n d i c a t e d £he.:-perf or a t i o n s , ' which are marked i n red on 

• • the Maddox -No"; ;'5..and the-"Maddox .No.:.;; 3 Wells, and highlighted 

porosity . stringer's'.- ':•'...- '.-' ' . 

•.•'•/'.'.'..:. 1 I n - my .opinion these s t r i n g e r s are' r e l a -

. . .tive.ly inconsistent.. The large number of p e r f o r a t i o n s i n d i -

. eate.'. to. ' rne t h a t , i t - ' s - 1 very. 1 I t t l f e - is', a c t ual l y known of 

" j u s t what .type of p o r o s i t y we. are •.looking :.at. ..•.'"-.• 

"/.", '•'• - ' These . wel Is also r e q u i r e f racing, and I'm 

attempting to- show t h a t there ' s very- l i t t l e re.ally- meaning-

f u l . correlation.-from one -well t o the next." 

. / ". ,'• .,' Q ' ' '•/ ••'..'D.'oes an analysis" of .the geologic . informa-

••' t i o n , / p a r t l c u i a r l y the' Cross '.'.sec t i o n ,':/help "you understand or 
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r e x p l a i n how you can have an economic w e l l and i n "very close 

p r o x i m i t y to* t h a t , well-have a w e l l t h a t ' s not economic? 

' A' :': Yes . The change,.: the radical': changes, i n 

formation, across, the short span •.would, c e r t a i n l y account f o r 

this'.. ' .• . . . _ .'.: '•'• '.'.• '• 

. •- '. Also,. : there's some .i n d i c a t i o n from 

production'.. 'and- ' from these logs both,., that" t h i s , may be a 

f r a c t u r e d r e s e r v o i r to begin. .', This, would c o n t r i b u t e incoh-

sistehcy ..across the - f i e l d i n production. . . 

• : . Q A l l r i g h t ; • s i r , l e t me d i r e c t your a t t e n 

t i o n .to E x h i b i t Number Nineteen and have you i d e n t i f y - ' t h a t 

-for us.- ~ •' • . •• •• 

. A' This i s " a; mud" log t h a t was' run on the Co

quina Well i n Section 28. ' This mud l o g shows several zone's 

of- p a r t i c u l a r i n t e r e s t . .. We have a zone.from approximately 

5800.tp 61.80 w i t h numerous shows. These, i n my o p i n i o n , are 

a i l above the Bone Springs,- and' I ' would, c a l l them Brushy 

.- Canyon. ' ; -'" '.' • 

Without these shows we-probably would not 

have considered the prospect. . .': . 

• There, aire also some smaller shows --

Q' . .. . I didn'-t understand t h a t , Mr,. Merrick. 

You say you: wouldn ' t consider the prospect w i t h o u t the i n d i 

cations on'the mud l o g of possible-shows i n something Other 

than the Bone Springs, i s that, what you're saying?-

' •'•' A . : • Yes,' s i r . ' We f e e l t h a t to j u s t i f y our 

• d r i l l i n g ' t h e -well we need a back' up i n case the Bone Springs 
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•doe's hot...produce/as ' the of f set's would;' have i t .- •••//... 

:"-\./ :• ..• Q • ; "; ";' Do any of the wel l s / i n " the- area , produce 

from the'Delaware?'' '. / '*•,-.;/ .•'•..'';'...'..;• • . • 

.A • .// ' No ,• s i r . '/The/closest Delaware .production 

•is the .AMMEX Kim; No. 1 i n Section :21.;,-this township'. ' ••: 

:/' -Q • • •• • •' • A l l r i g h t , , s i r . Were: E x h i b i t s Fourteen 

thrdugh - Nineteen'prepared by you',/ -except f o r the mud log,, 

obviously, t h a t ' ' wasn ' t.-, .prepared:'under your d i r e c l t o n - and 

supervision. -",/You obtained;, t h a t from some, logging service,- I 

assume 

leum; • 

A 

Q 

Yes, I -obtained; t h i s from'-/Belco Petro-

-J - A l l r i g h t , . s i r . . -I-n yqu-r o p i n i o n , Mr..-

' Merrick.,- w l l 1; approval of'-'AMMEX'- s. a p p l i c a t i o n be ' i n the best 

^ in te res t s of/cons;ervation,:.•''.the.-vp'r-e vent i o n ' o f waste, and the 

p r o t e c t i o n of. ' c o r r e l a t i v e . . r i g h t s ? : 

•/ A- ' -' ; Yes, i t would . . , • . • / / . . 

. • / / . / ". ; -•"' ; ' : -. ' . MR. ' KELLAHIN: ". That concludes 

my examination: o f Mr. Merrick.- , ' • 

..-•'..•-. .- . /• • We• mo.ve the i n t r o d u c t i o n o f 

.AMMEX PetrOleum'Xbrporat ior i ' 1 s Exhibits '- . :,'. 

. , . , / • / " ' • ;-.. . ' . - '/•',. / MR. • STOGNER':. :' The- l a s t one 

being' E x h i b i t " Number Nineteen? .//•,//'•'.,'.-/- • , / • '•• 

- • '/•"/ MR. ' KELLAHIN^ .Yes, s i r , I be-, 

l'ieye werve;/go't; One through/Thirteen already, Sally? This 

would be Fourteen, through. Nineteen'..' 

' ... 'MR. STOGNER: Okay, E x h i b i t s 



1 

. 2 

3 

4 

. 5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25' 

30 , 

Fourteen ' through- Nineteen w i . l l .be admitted i n t o evidence. 

Your witness, Mr. Carr. 

... -''•:.,•/.../. CROSS-EXAMINATION-' 

BY MR. CARR: . '" •• . 

•;./Q Mr. Merrick, •,.how important i s s t r u c t u r e 

i n g e t t i n g a successful w e l l i n the- Bone Springs i n t h i s 

.area?' •'•.'•" - " .'••.•' 

"... A. •••'"• .1 f e e l i t - ' s got very- l i t t l e t o "do w i t h 

i t . The s t r u c t u r e i s running •contrary t o the production i n 

the- f i e l d . ' •'.-'.'• 

Q " Would you e x p l a i n that? . 

"A .. .'"•• The s t r u c t u r e i s going down d i p as we 

move east; also.the trend i n the f i e l d i s moving down d i p . 

..-..' " - I f i t . was s t r u c t u r a l l y c o n t r o l l e d , I 

would expect the production to-be running north/south, ap

proximately. • 

.- ' Q *••'-'• Do the- contours, run ge n e r a l l y i n a 

riorth/sbuth d i r e c t i o n ? '-' . . ' . 

• A ' - Generally. 1 v .• - .' 

Q- ''''•:[ * You're not concerned, about any water 

problems or anything of t h a t nature -in terms of making a 

successful, wel 1 i n the Bone Springs? 

A -' • . No, not r e a l l y . There -- I imagine i t 

w i l l .produce -.some :water, but I don't t h i n k i t w i l l be s i g n i - : 

f icant.. .'• ,• • -. . '' -

Q ' ;; . ' The l a s t e x h i b i t ' you o f f e r e d was a mud 
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log on the Belco Cavalier Well.,. I .believe. • • 

.-'.;••-/ ; A. ..' " :

r''Uh-huh. '••;••.'• v . ; " ""' ••' /.'/" 

. -. • ;.Q'. From t h a t log-' how . t h i c k a pay sec t i o n ap-. 

peared inv.the' "Bone Springs:?/./Could ;you estimate t h a t f or me? 

-;:-.-' , A There is. ; a:-gas Increase in." the Bone 

Springs , which would ' be .ap/proximately .2,0.0, f e e t . 

•" Q' /, . So you' , .se'e'".- - a . p o t e n t i a l l y ' productive 

i n t e r v a l of 200.feet on the mud ' log? ' • 

' ' A\ •''' ' Yes,, i t ' s potential,. '•• . 

•'•-..'--•" Q Now you have . ,/: ': •" " ' • 

.' ::' , A- Oh, T should: :a.lso mention, there i s . an

other ' show;-at' 7160, which i s probably- more -a s i g n i f i c a n t 

show-. --; :, - :• •'' '• •'..•• ''•.•• 

.... Q . ' :''.. '. '.. And i s . t h a t also ift the Bone Springs.? 

'. ' A-y ". -/' Yes,; i t -is," however I don't know i f i t 

has'been ' pe r f o r a t e d 'in the Culebra B l u f f . ' 

; • - . Q . ' . And-from 'that.. log can'you make an e s t i 

mate as t o how many f e e t are'' i n c l u d e d - i n t h a t ? . ..'.'/ 

-; A : - I t ' s approxlmateiy'/2;0 f o o t . . •-..' 

" - " Q : : "•':.;•' ' Twenty feet?' •'.• ' . ' v/' 

': ';•' . ' A'../.'-- ' ,': Uh-huh./. •'. ' -; ,v". "••'-:.,. ' . '•-

Q '.- \. Now,- you are also,.''.I.' b e l i e v e your t e s t i 

mony was that. :-the Delaware also is-.a p o t e n t i a l i y • productive 

zone./'--;. . /--.. .'. ..-•'>•'.';.'.•• "'•..; • :-•'.' 

A : . Yes, sir . . "• . •:..' //'•• ' 'J: 

/ . Q . " ' ' -', And i f you ' re /uh.succes'sf:-ul • i n the Bone • 

Springs that'-that might save the well?-.-" Is t h a t the waya i t 
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was- characterized? • /. - '•''". ..,,,'. 

,'•' -- ./:,• "• •'• I ' m. not,.-:- t h a t i s a . zone t h a t '-also' could 

c o n t r i b u t e production? .; . '•..'-

' . A" ,';. ' '" Yes, -we have been very, a c t i v e i n pursuing 

Delaware i n t h i s are.a. . -.'.';, •.-. -/ ' 

./ . . Q ' ... - Did. you say whether or not- "there were 

Delaware w e l l s in. the area?. ' ../ •/--. .."' •'"'•• 

A . '• '. - The " only one/is- i n Section.- 21 of t h i s 

township, which, is',-.what/-•.-about a mile --.we're, about a' mile 

and a h a l f e r a mile and' three-quarters from' the -one. 

• t Q '. '.''•. -.• . i f . . I- look at" your/ E x h i b i t -Number Four

teen ,r/-"'which i s /the .-'AFE,-it appears t o rne you've g o t ' a 

d r i l l i n g / ra'te -'in there of - $15 . 00 a .'f oot. I s ' t h a t your cur

r e n t - d r i 1 l i n g / r a t e ? .'. •" .'••. /'.,/'/• : 

• ' . A • Yes.. /The'.Kim No-. 1" w e - d r i l l e d . f o r , I be-' 

lie'ye i t was $15.07 a f o o t . :- , 

' ••' " Q ' . .-. ' - Do you have'a- c o n t r a c t f o r the. d r i l l i n g 

of the Melva at, $15.00 a foot?; ' /•''-.'• •'" ....' • :-, -'; 

• *' ' :'.'"/•' A. .." ; ' No, we have • not' :gone :fpr- a c o n t r a c t . 

Q :' . "- You've alsb>-go' an^ :$18-,,000 f igure i n there 

f o r surface damage-.; Have you reached; any kind of an "agree

ment on surface damages, a t t h i s time? , 

• A . No. Again, / t h e area i s predominantly 

farmland and t h i s seems-, to be the. gdihg ..-'rate. 

• .. . ,-Q -,./'• Now; you're • basing- your request f o r . a' 

r i s k . factor'', on production data' from "wells o f f s e t t i n g t h i s to 

the' east, i f I. .understand your testimony. - . 



3 

4. 

5 

6 

7 

1 v- ; </ -'../ . ' " / , - • / . •' / . 3 3 • • 
2 '•';•" ."/•'•/ .'-A'. 'Yes. . ,/ ' .' . ' .'. 

'"..;•''Q';. ' That's one of trie f a c t o r s . : " 

. • ' •'. ,/A ,.'".... Yes. .'. ' -• '." /,/:: '• ' ,,*' 

;Q "..I'd l i k e , to d i r e c t your a t t e n t i o n to Mr. 

Cope's w e l l i n Section :2 7 t h a t .y'b'u /show ,-- f o r ' which ' you ' re 

.'.'••.reported "rid production. *•/. / ' . vy. :-/•/ •/ ,• 

'•• • " '".Upon what did.-you base that?- •'• 

..•A . "This"', was-from, what; was-'reported i n the 

9 " ,' New Mexico Engineering. Committee' p u b l i c a t i o n f o r August. 

IQ-- ••'-'• . Q "• • ., Do 'you 'have any f i g u r e s , at . a l l t h a t show 

JJ any /production from . the w e l l whatsoever?. : . . 

. . . ' ••.'A - Yesv.--./-He produced': f o r - s e v e r a l months . i n 

. I983 .: . I be.li.e-v'e.; the highest .productio'n r a t e f o r a s i n g l e 

•' 'month; was i n the/order of 5 70 b a r r e l s . ..' 

y.";'-/' 7.. - Q, .. " Now when you;-talk, about the .dry holes i n 

... Sectins 3 2- and. 33, • what, data have you examined on each' of 

these wells? ', .-, : : " ;. .• 

17 : A • " _ Al 1 ; I'have,/seen 4 s "the. scout t i c k e t s from 

18 the'PI:.. - . /•'••'••" '.:. /"'''/•'•" 

'./•;. Q "' '"'•' You haven't seen-any logs on the wells? 

. A , /' No,' s i r . • . ... ' • '. . •• 

• Q • • . Have you .done -- made/any e f f o r t to" c a l -

; culate" reserves w e l l by wel 1.-or oh any w e l l I n the area? 

A ' ' •.</:'•'"' No, I s t a r t e d to and the production, es

p e c i a l l y . i n -the e a r l y months, • was q u i t e , e r r a t i c on most 

w e l l s , and from t h a t I d i d n ' t f e e l l i k e I could r e a l l y come 
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,• . . Q .'. .- What pool are we t a l k i n g — what, South 

Culebra B l u f f Pool,, is., t h a t the. pool, we 're t a l k i n g - about 

here? '• ••" '" -' -".'- - •..'•'" 

A .'.; ' Yes, s i r . • • • ' 

. . Q Have .'there been any dry hole's d r i l l e d i n 

t h a t pool t o date? '.'''.. :".'"":•.'• 

• ' A' r . • ' • • .Not to my knowledge. 

' : '"•.''.''• ; . :" • • MR. CARR: I have ho . further 

questions. •.'•••/-• • .• 

. CROSS EXAMINATION . 

BYvMR. STOGNER: • • ••.;•'.'• ' " 

Q . . Mr. . Merrick,, does AMMEX have any Bone 

.Springs w e l l s presently, w i t h i n your, raap on E x h i b i t F i f t e e n ? 

"'••' ' - A .' • • No, we don' t . We -tested the Kim No. 1 i n 

the Bone Springs i n Section 21-. . I t was a gas w e i l . Because 

of the . p i p e l i n e problems r i g h t now. we plugged w i t h a - cast 

• i r o n , bridge plug.' and/completed i n the : Delaware.
 1 

Q- ' •• Two w e l l s , one in' Section 32 and Section 

33 of E x h i b i t - F i f t e e n , the Amoco-"-and the .Coquina w e l l s ' t h a t 

were Bone Springs dry, when were those..drilled and when were 

they' plugged back or dry- and abandoned?..' 

; " . A '• '•.• '. 1 ' m n°t sure on those dates. 

: ; Q ' "Do you know why t h a t seventh w e l l i n Sec

t i o n 27 was zero production i n August? . " . . 

A . .' .No, I don't'. " 

; . • Q .. Your orange dots i n Vour Exhi-hit Number 



Sixteen; r-;.youreferred to. a., pay put time .of two ".years. Does 

t h a t hold true-.with-, your , we i l s-that' you.' marked with" the go Id 

• dots on E x h i b i t Fifteen'?, ., .'. .:",;-' 

A • '/••'/'; I believe i t . w i l l . ' A l l of these • are 10 

• b a r r e l s or" l e s s . -' -.Some of . them have - c e r t a i n l y reached t h e i r 

ecorioitiic " l i m i t . - '.This was done . o n - s t r i c t l y a visual'glance 

.throughout the f i e l d . . v-. --.;•'" '• .-v;; ."'-'!.'.•... 

/,-,-'••'•' ' /.'•'.' -.'•• I would imagine; approximately 150 b a r r e l s 

per-month would be economic. ... v; ''.-'"-..,; 

'••• . Most of these .are below 150 b a r r e l s . 

': •'-..;•'. ' Q ,' . . ;. - I ' d . l i k e t o elaborate on your answer' t o 

Mr . '-Carr ' s';question about"'.Exhibit Number Nineteen . . You said 

' there was approximately "200 f.bOt' of 'gas pay ' i n the Bone 

Springs? ' '' . "... . ; ." "•-:/.-'V.-,' . • ' • ; ' • . 

.'...-.-• . ' Could '' y.bu elaborate-'a • i i t t i e f u r t h e r - on 

that?"- ••" '•• -,'•;"-,,:.'. ••; • " . . ' 

! . ' "..'.* A.' •',-*.- A l l "-'that" this'.mud'-log i n d i c a t e s i s .a gas 

shOwfdn the. gas chromato;g'r'aph.. . • That'Vis ••— r e a l l y does not 

i n d i c a t e .anything other than: the presence of 'hydrocarbons. 

C e r t a i n l y the. lack of o i l shpws; i n ' t h a t section;, i s "— cuts 

down on t h e a t t r a c t i v e n e s s of t h i s ' / h o w e v e r , i t does not 

Condemn: i t . ,••'.• • '. '•-- ;; , " •• ':' ; •' .."'; 

; Q' ; • •':'":' The Coquina^ O i l :Cayaiier No. 1 marked on 

; Exhibit;- Number/Eighteen, -what - zone-'is., t h a t w e l l p r e s e n t l y 

; producing? . - ••' . - '-••-• "• - '•- - '• \ /-._; 

' . '•'• \A ' . I n the Morrow. .-. "':- . .. • • .•.".-

'-/'-. •"•: .. _Q... .• ,••• , -•; I n the.- Morrow? And t h a t i s the same w e l l 
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t h a t you. have mud log i n f orma'tlon -oh",on E x h i b i t ',Number Nine-" 

t een , . i s t h a t co r r ec t ? . -... . . - , . . ' 

A • Tha t ' s ' r ight ' . ' . . ' ' •"'•.';,'... - ' •' • 

. • " . ..''•'.;•.': ':/•' MR. • STOGNER: .1 have ho f u r t h e r 

questions of Mr. Merrick a t ' t h i s .time....;. . . • '• '.. " 

. • ' /. ' • .Are* there, any-further "questions 

of t h i s witness?- .. • ' " " ••; :•• •-•,••" ""'':- .'-.'"' 

'..' "•• ';• ;-'- ' •' . -MR. KELLAHIN:. ...No, sir-. ••" 

'•!;' •'.;"'. " "' : '• ' MR.. STOGNER:' ' i f not,.. he may be 

•excused. : ' . '.;''.' ,' • ' "''. ., -.' •' 

• • .'->.• v. ' '.;'- ', We ' re going to' take about 

our lunch recess,and we w i l l meet,back, here about 1:30. 

'• ".'.'•''•/•' "(Thereupon, the noon, reces's - was. .taken. ) 

• '"'".'''•,.• ' MR; -STOGNER:. v/This'hearing w i l 1-

come: t o order and" we M l 'continue-'"'with Case Number' 8048. 

;- .;': '-- .•.' >••"•.,•,.' . .. ...MR. "'"CARR.: At • t h i s time I'd" 

c a l l G.lenn Cope. . •- - - . .. .•'••-.'"' 

. . :.' •': •'" • GLENN COPE,' • . . ;'. •', '. 
being'..called ' as- A -witness and being duly-sworn - upon h i s 

bath," t e s t i f i e d as f o i l ows , -to - w i t : , ; • • •,' ' 

'- DIRECT EXAM I NAT I ON ,!'.': '";•';-..' ' 

B.Y "MR. CARR:: 

''•'." ' '- :> , Q • Would you s t a t e y o u r / f u l l name and place 
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of ' residence? ' • . . ,'--:",;: '•"" 

.A '•*•' '";'My'-", name i s Glenn .Cope .and I ' . l i v e i n Mid

land'."..; /' ;' "''•.. •/.". :.'•''.-•" '':>"' ''.,'/, 

' •- . Q., - ..." ' Mr. Cope , •'by whom are you' employed? 

• ";" -\. A -I'm se1f-employed. ' . -': 

-' ""'' ' ' Q . Are- you f a m i l i a r .with* ' the a p p l i c a t i o n 

t h a t was f i l e d , i n your behalf, i n the/case/by AMMEX? 

..'."• ,. A ' .'Yes, I am'. '.' '.'/•'••. •••' '.'••• 

Q '• '"•''• Have you previously, t e s t i f i e d b e f o r e . t h i s 

Commission or one of i t s examiners and- had —• and been.qual

i f i e d ' a n d had/your c r e d e n t i a l s accepted'and"made: a matter of 

r e c o r d ? ' • ... . A : . .;/ ' •'•.'••-' 

• \ • . A'- '; Yes, I have. • . - ' ; [ ' • . ' - •/. -

Q ../. '• And how were you'-qualified a t t h a t time? 

..." A As a petr oleum,•engineer".. 

Q . ' You're-f ami l i a r , with, the" s u b j e c t area? "• 

• "' A ' . ..Yes, I am.'.'-' /• -'' .. -

• '.•"•'•' ,-." \-'. --;-.:..' . ;.' MR " CARR: Are the witness' 

q u a l i f i c a t i o n s .acceptable? : '. .' .-•," 

;,/.v . •'•••"'•.'.-':•.'. '.MR. 'STOGNER: They are.. 

.'-'.'•"• Q•'"•• Mr. Cope, when did"• you f i r s t become i n - , 

teres ted i n ' the., southeast /quarter, of s e c t i o n 28? 

A • "" .' " Back, i n the spring of 1983, March • or 

A p r i l , I worked up a d r i l l i n g prospect/to . d r i l 1 a w e l l :.in 

the southeast'-of .fhe southeast o.f /.s;ec'tlo.n'.28 ,••'/and ' I nego

tiated:-/;^' farmout from Belco and u l t i m a t e l y * I negotiated t o 

purchase: Kaiser-Francis, i n t e r e s t i n the-'.'-lease,-to 17 percent. 
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Q. .' /' . When ' 'did you f i r s t contact AMMEX about 

t h i s prospect? '' . , ' '.. 

-, A On about August the 1st,- 1983, I con

tacted AMMEX to .show them this; progp.ec.t .':':'•' 

... . Q- ; And what happened then? '• 

A '. I got an .appointment v/ith A r t Merrick and 

went out to AMMEX's o f f i c e and showed him my d r i l l i n g pros

pect . ••''.;. '..'." •• 

. Q . -Were you ever, able:.' t o reach any kind of 

agreement w i t h AMMEX based oh your prOspect? 

•A 'No, I was not.' •.•'•' 

Q When' were you advised t h a t 'they were not-

i n t e r e s t e d i n 'going w i t h you on tha.t? ' - ' • 

A I c a l l e d Mr. ' Merrick back and asked him 

i f they had reached a decision: on .the .prospect. He had 

seemed i n t e r e s t e d • i n i t . and had ••told me. t h a t they were i n 

ter e s t e d .in that'.area. , • ' .. \ 

- And he t o l d me t h a t - they were not 

in t e r e s t e d in- pursuing the prospect w i t h us. 

'. Q What happened., to. the farmout from Belco? 

A '". I , as you saw the date on t h a t l e t t e r 

agreement.from Kaiser-Francis,- i t was dated J u l y the 28th, 

1983, and my farmout from Belco-was oniy t o the 8th and 15th 

of '83, and when I contacted.Belco and t o l d them t h a t I had 

the acreage that.Kaiser-Francis had pr e v i o u s l y c o n t r o l l e d , 

they/ t o l d , me t h a t probably - there would be.no d i f f i c u l t y i n ' 

g e t t i n g an extension to my farmout from them. ' , / 



••1.. 

.-2, 

3 

4 

5 

6 

7 

8 

9 

10 

• I I 

12 

13 

14 

•15 

16 

17 

18 

19 • 

20 

21 

22 

23 

.24/ 

25/ 

: Q And were you,able t o get t h a t extension? 

A :' . No. When I went i n : t o /get the extension, 

.they t o l d me. t h a t they had been approached by AMMEX and t h a t 

they were going.to farm t h i s out t o AMMEX. 

Q • When d i d you f i r s t . - c o n t a c t K'aiser-Fran-

•' els? . •': • • 

.. A - I t was i n A p r i l of 1.98 3 . . - ' 

.-••-• Q - .' ' And you'eventual ly. acquired a farmout 

from them or ' an. assignment ̂ frbm 'f hem? • .' 

A -:' -No,- I .-.'never could, negotiate a farmout 

.-.from them.'. - • .1 d i d f i n a l l y reach an ag'ree'ment' which a l e t t e r 

agreement has' -already been 'submitted as evidence, where I 

; purchased t h a t . i n t e r e s t , you. know, i n the 188 acre t r a c t s . 

Q , When was — d i d they assign the i n t e r e s t 

' to. you? . ; ' • "'.• '••; ' ' • 

A.- ' • ' No, we — I got a letter.- agreement from 

them a n d ' i t 1 s dated July the 28th,. but I d i d not receive my 

• assignment, from'Kaiser-Francis u n t i l .approximately a week 

ago. • '• - • ' " '.._,. .' . ' . '.' -.: . 

. Q '•• And i s t h a t ' assignment - what - has' been 

marked- as-.Cope -Exhibit Number One i n t h i s , case? 

' A ' Yes,' i t i s . . 

... .' Q ' .. To whom was this- i n t e r e s t assigned? 

..' •''.- A • .. This i n t e r e s t was ;as.signed t o my •• da ugh-

t e r , . C h r i s t y Lee-Cope.. ''" '.'. . . : 

- Q And why was that.?.- ' . : -

A. • "., Well, t h i s was a very'low, r i s k prospect, 
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something t h a t .there would be very . l i t t l e r i s k i n . 

Q • .Did t h a t - a f f e c t your.decision as t o whom 

the-assignment should be made? . 

• • A ' ' '- ..Yes, i t d i d . 

•Q.- Now, Mr. Cope, I'd l i k e you t o r e f e r t o 

what has been .marked as Cope. E x h i b i t Number Two,, I d e n t i f y 

t h i s , and e x p l a i n what i t shows.. ' That'1 s. a contour map. 

. A• This' i s a contour map or a s t r u c t u r e map 

on top of the Bone Springs' .pay, zone i n the • South Culebra 

B l u f f F i e l d , j u s t showing the s t r u c t u r e . The main t h i n g 

t h a t i t shows i s -that you're coming up s t r u c t u r e to' the west 

and --. * .' •••'...•".• ;. .• . "' ''•'.• 

Q . This shows t h e . o f f s e t t i n g wells? 

A ' , . Yes,' i t does..;;'. •'. . 

. *•'..."'•' Q . 'Does i t a 1 sc show the location, of the 

producing wel l s i n Section 27? '•-':' -.;.-.' 

.' A ' I t shows;-the. producing w e l l s i n Section 

• 27 " and AMMEX's proposed l o c a t i o n i n the southeast of the 

southeast of 2 8. ;....;' • . 

•',..' Q. Does i t also show BelCo '.s • l o c a t i o n i n 28? 

. •• A .• Yes, i t does'. ' • • '..-'••' . ,, • 

. Q ' I ' d . l i k e to d i r e c t your a t t e n t i o n to the 

w e l l t h a t you operate i n Section 2 1 t h e , .we 1-1. f o r which • Mr.. 

Merrick reported no production, showed no" production on h i s 

plat,, and ask you to i d e n t i f y - t h a t w e l l and e x p l a i n the 

producing status .of t h a t w e l l . . .• 

A • That wel1 i s the- Uriah Flyer No. 1, and 
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.we d r i l l e d t h a t w e l l in. January, df 1-983 .and completed i t , 

and I don't know why.it showed nO production f o r August. I t 

produced, during, t h a t month. • /•'" 

Q. ... " • And at . what rates . .is-..that .wel 1 — at what 

ra t e i s t h a t weli- producing? ' •';'•'•;'.'•'. •:.;'• •'•' 

•':•'. • A I t ' s about 10 t o ,12 b a r r e l s a day.,. . . '• 

Q • . And i s i t ' producing, at t h i s , time?' 

A • . •* /'Yes, i t i s . '''" ' • - -

• Q: • .Would ; you now' r e f e r t o E x h i b i t Number 

Three, which- :-is the e l e c t r i c 'log.,-\and review t h i s f o r Mr. 

Stogner? . .-.'•';-'. 

. A . ..• ' . The e-lectric i s a dualatero log and a 

microl-atero log- run o n the Belco: Cavalier- No.. 1. That w e l l 

was d r i l l e d by. Coquina Oil'.Company and" completed by Belco. 

.. .-:'' ;.'. And -- .'• -;; '; .'•'; , .,- '. 

;.Q.-. •' Where i s t h a t w e l l located?. 

.A That.'-well i s l o c a t e d in' the. northwest Of 

the southeast -quarter. .'• • ;....>. • .' 

.-' Q . ' The northwest of the .southeast? 

• A -Right. '.;' 

'"',' Q Of Section 27? -; • 

'"-' '.--.- A Of Section 2 8 Y o u ' a r e r e f e r r i n g to the 

Belco' Cavalier,-aren't you? , • .. ' . •". 

Q .-•;';•/. A l l . r i g h t . I'm asking you t o i d e n t i f y 

the, w e l l , the • l o c a t i o n - o f the w e l l t h a t you' re '-- the log 

t h a t you'.-re .now t e s t i f y i n g t o . Would you r e f e r t o t h a t log 

and identify';; the. well?; .•'.-.' - •;.-•' 
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• A - O k a y . The gas.well -shown' on 'the' s t r u c 

ture map. i n •:Sect-ion 28 was d r i l l e d ' - by-'-'Coquina O i l • Company as 

the Cavalier- No. 1, and'Belco; took oyer the w e l l a t t o t a l 

.depth and completed i t . '•- .. '. ' , . -• •".-' '. • v: ' -..'.' ' 

:.",'. ' ' : 'So i t ' . s , shown.; on .this- -structure, map as 

the Belco-Cavalier -Wel 1. ' '-..--.••-:; " '•'•.-• -

• Q ..What does t h i s log show? 

' ; . .. A .. Wel l, -. the ̂  micrplate'ro-log on this', w e l l 

shows- a very good zone -at- 784.0, ' a. 20-foo-t zone i n what i s 

c a l l e d the Lower Bone Springs. •'•'•'• ',,',-• -..„' ' 

,''..'. '- Q • • • '• W i l l you-, how, r e f 'er- to-'your- E x h i b i t Number 

Four and-:expl.ain that? .. ,.- ',. • • •' 

- •. A ' -* Our E x h i b i t :.N.u-mb'ejrl'.F"our i s the same' -mud 

log t h a t • Mr. Merrick presented i n t h i s " testimony/- -and the 

consequence of t h i s sample .' log. i s .the sample d e s c r i p t i o n and 

the ; : gas •-- kick'; .shown at 7-8 45 . They , showed, an excel l e n t 

d r i l l i n g ' break' from 7848 -to .7866" and an excellent-gas k i c k , 

you know,, as' a ;gas" show. • .' -. ..•.:-. - .-' ' -. 

'.'•'•'-•"•"-.''••-.- The•• sample d e s c r i p t i o n describes the zone, 

as being a productive zone. *.'.•'•.. ' ; _'.- ; - . >\-' 

Q ,..''.'. • /.And how many .-'.--how t h i c k i s t h a t zone? 

' ".- ..' A 20 feet thick.. . ';. - ' ";:.' A: 

"• . , •. Q •;. .- .- - / Are... there",-ah-y./Other . zones . t h a t ; ,:are ' de-

.picted oh t h a t : l o g which l o o k l i k e they./r.e. capable -of - com

mercial- groductlon? . / •••-'. . - '. '.'•"; /- -.'/.' . ' . - . , 

.-A-"'' '.;''..;.'.. Well, I - only, have a sec t i o n of t h a t mud 

log. " Mr.'- Merrick's mud l o g / the . Delaware appears to be pro-
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duct'ive :;in t h a t ; w e l l , and the ;Bone 'Springs i t s e l f .is- a big," 

massive zone-, about 1700- f e e t t h i c k , ; '.and i t ' s been: perf or

a t e d . from top -to,'bottom, and-it'-s ; more of a blanket type, 

formation, you •: ;knpw, throughout .that South "Culebra B l u f f 

area. ' //Y "•-. ;:-''-:•-.'.;".• - ..." -. / "-,..•• 

- • Q' . Y ' How. t h i c k a zone I s • i t ? 

.'."' ft ' "- • Weil •,, the '.gross'." i n t e r v a l ..from top t o bot

tom" i s approximately 170 0" f e e t t h i c k . • -

' ...-' '• ;, Q- ''/•• Do you' believe, . i t ' s .possible t o ob t a i n 

production . throughput t h a t - interval"? , ,'" " '.' //." 

, '•'.•' A . - .' Yes, oh. M r . Merrick's'.cross, s e c t i o n ' he 

showed- p e r f o r a t i o n s i n those . w e l l s?-.and' some of them are per

forated' I n the middle .of the -Bone- 'Springs; . some of them are 

per f o r a t e d i n the upper p a r t • of i f ;'•'and apparent l y the. best 

w e l l i n ; the • f i e l d - is,' t h a t 2 7-5", which i s 27 i n the northwest 

of the southwest, and -- .'.;,'•'" "- . " '-. ;.-

: .Q. .-:.'• .--;7."'' - That immediately o f f s e t s to the northeast 

the proposed • 1 peat ion? •• •'/'/•/•;'/''-•.'' 

. 'V .'•'•"'"•• Y A • • • Right, i t does .,..'•;•' ' ,-, ' . 

• Q -. - Would you ,-- how would "you eva luate the 

p o t e n t i a l for'" a successful Bone" Springs completion i n the 

BelCo-.Cavalier'No;. 1' Wel 1? ' : 

' A Well, we. have' the log's on the Belco Cava

l i e r . No. 1 Well.,', and based upon log a n a l y s i s , i t shows t h a t 

the Bone Springs would be productive'.: . : ; ' •'• 

. QY . ' -. ' Now, • were you present-; for/ the. testimony 

t h i s morning? /\ . '."".•- - . - ;_ v . '•' .-. 
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Q : Did you . hear , Mr .'--Merrick t e s t i f y -from, h i s 

cross section'about, the. c o r r e l a t i o n . of the sands- throughout 

t h i s , r - or• the limestone throughout-.'this-'area? . 

'.'.,. A - - '-.Yes:, I d i d . /':'v'Y':".' . :--> . •'.-'• '. . -

Q ;• :. Have you studied various logs on wells I n 

the subject area? ,-'";'-̂ v 

. A Yes, .1 have. . • • 

Q Do you. concur w i t h his" conclusion t h a t 

the. sands do not correlate, well? ..... ... "•'-"• 

A • I t h i n k Mr... Merrick'-s-'. cross s e c t i o n leads-

you "to the conclusion t h a t you can c o r r e l a t e those zones 

across t h a t f i e l d . ' V. "; :'-

.. Q • . ; Based . on -the m a t e r i a l t h a t you' ve r e 

viewed- and the.evidence presented I n t h i s case, do you be

l i e v e ' t h a t the. Bone Springs would be present .at the proposed 

. location? . .: . . ". . •• - ' 

"; ' A '-, Yes, I do. ..... 

Q ' And what q u a l i t y would-.you a n t i c i p a t e the 

zone t o be at t h a t location?"' ' ' ' . ." ' 

A-•- - I t h i n k I t . w i l l be a good,— good Well. 

Q.; • .Have you prepared-any c a l c u l a t i o n ;of r e 

serves on • any ,of the wel Is in- the Culebra — South Culebra 

. Pool? . '. - . . .;• •' -

• .A ' Right. I .'employed Scott Hickman and As

sociates., petroleum engineering' firm- i n . Midland, t o ca l c u 

l a t e the., reserves f o r t h a t Flyer "No. 1". • - - • 



'.'":' •;" - • / • • •. ; 4'5.,'; . • • 
•- [ . ;'Q-.'.'- '...- When w a s . t h i s . c a l c u l a t i o n prepared? 

A ;-. . . On 3 and the; 30th, 1983. '/'/..•" 

.' \ •• ,Q ' / - • . . And why-did you'do,that-? . •'.-"•• .' •/. . 

A '.' / To' see * what the. .economics were' f o r 

d r i l l i n g ..-those'.'wel Is out there.'- .., ./ . •• 

" Q , . - And what does t h a t c a l c u l a t i o n show? 

A • • They show''''that you have'•-'a; , f u t u r e net r e -

ve.nu'e, o:f $1,201,-336 ,. and- discounted; reserves f or- what we'-re 

c a l l ing the'-. Upper Bone Springs would be; $858 ,000. •''-.-

Q '- '. -:;.".' /.Mr. Cope., /h'o.w'. would' you evaluate the r i s k 

which ' would be' Incurred by. anyone .who proposed, t o d r i l l a 

wel l at 'the l o c a t i o n - AMMEX i s .proposing?v-- ; . 

•• ':. .'. A '• V'/-.;,...-. As I state d before, I t h i n k the r i s k i s 

minimal. ' . I 'think you would -probably make a' good w e l l -. . . 

'- This • lower" zone i n the Belco Cavalier 

Well with- a 20-f oot, d r i l l i n g break,, i s the' same c o r r e l a t i v e 

s e ction / t h a t produces, i n ..some of; the- •better' Bone .Springs 

f i e l d s . •;'.,./;,/ '. ' .-.;••;/.",;' -' .* 

_ •' /.. . • Q - . ... //' .'' "Could, you make, a -recommendation to. Mr. 

Stogner as-to/the r i s k 'penalty.that should be imposed"on you 

as . ,a •nqncprisentihg / i n t e r e s t - owner., iir-'the. southeast- quarter 

of Sectibn 28? .. , • ' .",...".;• -

' ' ;-. ...... A- - I . t h i n k it.-should -be the '.-minimum r i s k 

f a c t o r . '. ,- • ; •' •;.':,. - - ., . •/,;.. /' . . ,- . 

• ; , / • ' , Q - Do you have a . .percentage-f igure t o recom

mend?./...- -• -./.-, • ..'•".-- •'• ;7-/---'... • . ; ;". 
.-'•'. . ': '"• " A ' - . ' - ' Probably 75 percen t . '• • 
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: • •/.'.,'. •','-. . ' . ; • . , . •;'.."•• .•' • •-• 46. . ••• ••; 
•• V;" Q • • I f t h i s i s such;.. a-ygbod' pro spec t why are 

you not v o l u n t a r i l y p a r t i c i p a t i n g ? '.'•.' 

- A'. 'Y '"'•".'. Well,. I - took -.'that- .assignment i n my 

daughter. Christy,'s name .and,, due . to ' the : bank - f a i l u r e s i n Mid

land, we', are' j u s t not'able to borrow'the money'to support 

pur dr 111 ing costs i n t h i s 'Well". •,'-•. ".,..„-.'.-..• 

':.:",.' Q -, . ..-.' So you ' re' forced- to go nonconsent? 

. ' •. ' .'" -A ' Right. ' '•• .- - '• ,/ ;./ . 

•'.;••• '" ' • Q-. •-" . .:; ' Were E x h i b i t s .One through Five .prepared 

by ypu. under- your 'directiph and supervision? 

• A ' •./' Yes., s i r , they were •. . '..'-, 

; - ' ' ";- . ' MR. " CARR: / -.At t h i s - time, - Mr. 

Stogner', we would.'' o f f e r E x h i b i t s '.One 'through/ Five. . 

'•'/'''//'--'M ;'". ".-.•.' / .MR./ .STOGNER: E x h i b i t s One. 

th'rough; .Five' w i l 1 be' .admitted into;evidence. . ;• . 

.' '•.'•- ::.:.. :.'•-• ' • ', . '.-. '.'• MR. , CARR: That concludes our 

d i r e c t .'examination of Mr. .Cope. . < ""''/•- -• ' 

."'•/'• -. J " MR-.'. /.STOGNER.: Mr. K e l l a h i n , 

your; witness. ••_ /,.' •" .••' * '. '" •,"' '•••'. --•'. - . '. 

' ";';•;;,.; . '•'•'' •' MR.-.'-' KELLAHIN: Thank you, Mr. 

Examiner./ .... • ' ' " 7 ' ' • • ... 

;- '.. - " '•'•,' :>' ' CROSS EXAMINATION '' ' ' '- '/.,' 

.BY. MR.' KELLAHIN:. . ;. ".'"'•'".' ' ' ' 

.Q . Mr -. Cope, I've not', yet.. mastered t h i s con

s u l t i n g engineer's r e p o r t . f o r you of June ,30th',- 1983-. 

' . '/ ..' / : .. • ' .: • ."' . Let me see. i f -.1 can' have you; e x p l a i n t h i s 
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1.- • "'V. .'';' V; .'. ' Y\.;,••'• •' ..'47; • 

2 ' 'to me. This ••• i s ; a pr'o'jec t i o n made, f o r you by t h i s consul t i n g " 

• " firm':. '.:' ,' . •• '. :-:':"; •' • • .'•"".:•,'•;"..;;, • .. ,;,• - _ . • 

" ' A > ; ,' "Right. . .. .• •; .• ':'.;•," .'•' ; ̂  

• Q To t e l 1 you what they;" a h t i c i p a t e the r e -

• serves a n d t h e economic consequence's of- "based .upon your 

Cope Flyer No., i Well? -' • ••.'; ; - VV: - > '-". .. . 

A Ri.ght i '.' •;.• "'.''"/;' '"'.;\. ••••.' . •' .. 

.'•'"'' Q / And from t h i s you'-cbnclude t h a t you .ought 

9 to have., a p r e t t y ' good wel 1? .''What conclusion do you make 

10 ' from; t h i s ? • ...-'i :-' . ;' "' '••"';. :..'•";. .-.'•' '."'"• 

I j . .A.': ' , ' When" we" perforated, our .Flyer Np.' • 1 we 

only ' perforated, about 20 f e e t . r i g h t a t the top of. the Bone 

Springs pay-, and we.; thought t h a t i f ."we" made a w e l l there 

•. ...that̂  wasjVs'a.t-isf a c t o r y , we ' wouId :hot ' perf orate t h e lower 

zones. ' ." - •"'.'-'''•.' '-••••'".'.'''' ':.• '"•"• 

.. . . Q - . • ;.' Is. t h a t what - Mr-r "Hickman" took i n t o con

s i d e r a t i o n . when he-ran this.'economic analysis- f o r you?.-

17-' . ; ::- ; .-' . A' ' '" "'•.' . Right, t h i s " - - ' . ''•'/"./"' . - '"'"" 

18 ' ":''."•..'.'..•-.Q • ..This 20 , f e e t of perf o r a t i o n i n the Upper 

19' ':' Bphe . Springs ./that you "have?-;,.. .'/ 

:;;-.; A'..' •.•/ /'.Right. '•' /'••,,,.',''..'. ';.'.' / •.'.'" ••' 

• .' Q.,. . - And 'you used t h i s to- t e l 1 us t h a t you 

have a we'll. t h a t has a reasonable recovery :in'terms of i t s 

. economic; projec'ti'ons '• and t h e r e f pre. say t h a t the l o c a t i o n 

.' t h a t AMMEX •has picked here ;s'hould. be "one o f minimal r i s k . 

.. A • ••-••;:[• Well', 'that- Ip.G.ati'on ,that "they picked i s 
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' ' • ' '• ; ";••••* '" , " :.• • , V. .// .-• • /•:' • . 48 •' - • 

b e t t e r wel Is-.' '; ' :-.::•-'•;- •'.'."'-. ',-.' 

r • ' Q • .-/". As. b e s t , I can' see, -.- and help.me " i f I'm 

wrong.,, '.it looks;'!ike the reserve/and 'economic p r o j e c t i o n s on 

.'.Mr. Hickman.' s r e p o r t wduld i n d i c a t e ' t h a t in. the year- 19.83 

your, well" sho.u:.ld • have been making irt the area of .47 b a r r e l s 

' "'of o i l per .day. ,-"•'- '-• ' - '/'••••-.-•'"-/'/.• • ,- .-•' '' '' •"•'•'..' 

.•• ' A' •''.,'•• • Tom, - I don' t think", your a r i t h m e t i c i s 

r i g h t on t h a t . .8 000 d i v i d e d by • 365. ' ,'•.. ' '. '' 

'.. .. .. ' Q . • .' We've simply, taken'.the .six months' i n the 

f i r s t year on the 'bottom" 1 ine ;-of thev * computer ' printout,' 

showing'...'that' s what he's- done, .months - i n ; the' f i r s t ' "line, and 

I divided ' t h a t " i n t o the number of day.s'' i n s i x months, and 1 

get 47 b a r r e l s of- o i l per - day. . , '..,. '-'• 

•v'.A . I --.you're - t a l k i n g ;about the f i r s t s i x 

• '•' months -'6f* .'1983..?--. - ' '"•- ; •;;:•.;.' ' \'' '.- ' ; . 

..." ' . - ; . } ' : ' - ' Q .- Yes, s i r . .."'.''-•"•.•;••' . ": ; 

• . A .'• Okay.. ./.That .'.'looks like.' i t - w o u l d be close 

'to-' 40 b a r r e l s a day. . - . •';' .' Z/.'• •:..'..'. 

. Q ' . • A l l r i g h t , , sir':, - and. your well,- you. t o l d 

me, .1 believe, you told Mr . ' Carr, .. is- making about 10. to ,12 

barrels, a'.day? • ' . --• •' • 

•' '• ; • "• 7- - • '; A/'"'•"*';' . Correct. ." . - ••', ; • • •'.' 

Q ."•"-•'- .That's -sign i f l e a n t ly, less than the ec.ono-

- mic' pro j'ection. that. Mr. Hicks i s using., i s , i t not.?: ' 

'--' ." . .'.A ' ' Yes, i t i s . - . . . " ' ' , . • ... - • 

• . ' .Q.' ].. ;, Explain'-'to me ;:what ,-, • i f - ' any , s t r u c t u r a l 

'-slgnlf icahce-.there i s on .Exhibit-Nuniber' Two., Mr.. Cope ,. t o 
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;fhe - proposed' 'Vocation- of AMMEX.. , I, ' m •'•'not;--'sure' I understand 

"that. -\C - '•'•:•/• ' '-•'". , .;•./;,/'>';' ' "•.';.. '-'. •'• \, : -'. •-

A •"'., Well, • the "structure map shows t h a t you're 

coming, up dip. to; the west-"and w i t h -the. .significance of the 

good - production -dbwn i n th a t Wel r 2:7-5 ,. t h a t -you'.r'e . moving, 

i n a- good- d i r e c t i o n i ' '•' ' .- ; '. •'..-" 

•„ ._'.';' ; •; You ' re . along the' axis- of the b e t t e r w e l l s 

and this...just..-shows t h a t you're, 'riot-moving, down dip, 'where 

you.icbuld . d r i l l i n t o water or;.-.something l i k e t h a t . 

"• Q. . : Okay. ' Based upon .your knowledge of t h i s 

pool,- Mr. '.Cope,-do these,wel.l"s.''farther"to t h e east produce 

any s i g n l f l e a n t ' - q u a n t i t i e s of wa't^'?,;,,.'. ': -': ' '•' '•'-, 

'/•;''''•"'. '•- A ' .••;• .-:;•':" . Farther . to t'he.-east?- ••" '.. '-.' . • ;' • • . 

: •- "-/ -•-.••'.Q - ' - •;-''Yes ,.- ' sir-..- .You,"'said t h a t as you'.: moved 

down . s t r u c t u r e there., is- ;a, p o s s i b i l i t y : o f encountering i n 

creased • Water ̂ production? .:'; • .-- ' ' '' . ''•'..' 

• '• -•.'A/ '-; .„• .No", • . I 'didn ' t'.-,-say *tha:t . I said t h a t you 

were* not moving, down s't'ru'et'ure where'-'yb.u-Would,. you. know, ; 

encounter- t h e r i s k o f d r . i l l i n g , i n t o -water... - . Y- -' 

• - , Q. • -.. . - A l l r i g h t , arid the" AMMEX- l o c a t i o n . i s '• up 

structure/'.'":-';..- ,.--*' '..'.'.-•' - .':•' - :*-.•; .\ • ' ••' 

' '••• '. .A '•.'• '/ That's c o r r e c t . .. -' -•• .-.'' • ••,.-.'. ' 

v .-;"'; .''; ;Q • A l l r i g h t , , and as I;'move to the east I 

move down s t r u c t u r e . •' . ''' ."'• -''•.'.-. Y -' '• 

• .,';'' -.A•:::-.-: That's Correct.: ••'Y./'Y- . ; 

.. .;.: . Q "• "•'..' . . At what point,do'. I .reach any water prob

lem's', - as ..you know - them? 
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• ' ".' A' Well , - t h a t 's not. what, my statement was. 

I said t h a t as you -move to^ the ,west • you' re moving " up - dip, 

away from'any possible water'. • : . . " ' ..' ' • 

' - -«'--. Q, . -;'-;'• • • My question ,•• .where.-is ,-the water problem? 

." • A- That' s .the';-whole 'point .'of my map here , " i s 

t h a t there i s : no-water problem-, w i t h t h a t ..-.location. ' ': ' 

-.- " '. .,; Q. ' , '. And; there ' s-. no -.water problem down s t r u c 

t u r e , e i t h e r . - •''. :.; « . ''.—/-/' ."'• '•'•'-', . - -

'••,' ' A '. Well, t h i s t h i s f i e l d , covers several 

sections , 'as ;you can see. f rom the map, and a's ;Mr.. Merrick 

pointed, out, ' there ' s no - dry ' ho .1 es i n ' t h i s , '.field •',' so as yet 

we. haven' t''moved f a r enough "down dip. t o know' where the water 

would be. encountered. . , V'/':'••:.:>,"'.''•-.'• - . '"''.• .' • 

•. '.'.;." .Q, '• •'. Am , 1 . c o r r e c t in' understanding t h a t • the 

Cope Flyer.' No-.... 1. Well i s / i i i - .a' b e t t e r \ s t r u c t u r a l ' p o s i t i o n 

than.' the. AMMEX. l o c a t i o n i n 28? ' ; ./ '• V . ;- • ". ':"• 

';• ' A-'- Lean t e l 1.you that'-you ' r e ' f a r enough, up 

'.oh'. the' s t r u c t u r e , where.; that-would, npt /make a c r i t i c a l . ' d i f 

ference./ • • • ' ' • •"".''•-. '• ' • • • 

Q " .,"' : :.-'. ; ' Do yo.u have a-n •..explanation f o r ...the . f a c t 

t h a t the, w e l l / i n Section -33. -and; I ''ve'" forgot,. ..I think- t h a t ' s . 

..a Coquina ...wel 1 somewhere in.; 3 3 down there in-: -the;' 'southwest 

of .' the., southeast quarter, Unit .letter.O or .N? "' This ' one, 

t h a t ' s a Coquina w e l l , i s i f - n o t ? '• ''. • ; ' "''; :•' 

. - • A'..-';' "• -'. I t h i n k i t ' s an HNG wel 1. "' " ',-

.'•-Q.. :'..-. - Okay.' What do you know'; about t h i s HNG 



• • • A .- I , .'when. I was complling the information. 

' . • for- t h i s 'map.,;'.I cou 1 dn ' t f i n d anything put about, t h a t Pardue' 

.No>.-' 1,. * :an;d • i.don't know anything: about i t one way or the ' 

.. other.' ' " • .. •' ' . . ' ' • • • •} ' • • .: '. .'.•' ' , ,-''.•.;' • 

. .• '••• '••••• 'Q ' ••'."•' Dp-you. know', whether or not i t was te s t e d 

i n the" Bone Springs? '• '.' . '' ".. ' •"' '•' '• : '•'.•'• '•"••'' 

• ' ' ; • A'-..' I've got-'that i t pumped s a l t water on my • 

• contour map. •""•• '.; .... .•',"•'"••"' .-'•'-••' " ..'•••• ,','". ;''•• • 

' •••• -Q.' . • Okay, , that;..-- t h a t appears tP be i n the. 

's'ame. structura'l-'relationship', /generally,, as. the AMMEX. loca-

.. t i o n > i s I t not? -•'"'•.' ' ; : ' .''".,..;'.- •- :- • '- .'• 

•-•.. A • '•: ..Yes, i t is.. .''.- .. '• •'. ' 

' ' ,.•'••'' ';", . • Q ".; '.: In fa c t , ' the r i s k .involved i n ' t h i s pool 

..'is not' a .question of s i m p l y / d r i l l i n g a dry hole.- The ques

tion,,' is- you recover o i 1 but' not .in; .quantities - s u f f i c i e n t 

. . enough ;to, make some of the s/e;/well's economic. , I s t h a t not 

> the case? ,•.-'•; -J"';'1' ./'*', :> ' •'•'.'•'.•':'- : . ' . .' ;•. .' ' 

:' .". .'' • ; A . .; '.; ''We 11 „• i n .our case.', d r i l l i n g a d i r e c t o f f 

set t o one. of the- best well's: i n the " f i e l d , ' t h a t 27-5, and 

"-most • .-..of • the-, w e l l s t h a t are noncommercial are off'' of t h a t 

t r e n d . ;•' •• ;•;'.. ,...•' ;. ,/'. '-•. ,'.. •/-..-•' ''/"•,'. ;-. • 

Q '" ::; Do you have any .'disagreement w i t h Mr. 

Merrick: '"about-his- i d e n t i f i c a t i o n , of some•thirteen.wells out 

of, Z2, t h a t he..'believes w i l l ; be uneconomic i n t h i s pool? 

':.:': .A. . . •• Welly . i f . you . look.';at my s t r u c t u r e , map, 

you '11 see '• there ' s. a figure-underneath ' the '''signal — the 

wel 1. l o c a t i o n f o r "each w e l l ; l i k e under the 27-5 f o r 39 
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b a r r e l s a -'day'-.. 

•()•;. . : Yes " s i r . 

'- A - ' I s what t h a t wel 1: was producing a l i t t l e 

'over a - year a f t e r i t was completed.. • • . " '' 

' 'I AS>:- ';' ~. A n d ? ' ' . • •" • - '•• '" :.. ': '. " 
• - '• A . . •'. 'Wel 1", .-/ i f ;'ypu go t o Wel l' 2 7-6., some year 

•-after'' "it-was. completed i - t ' ,s .producing 3 4:''bar re-Is. per day, 

and -.- '. . .'..' •' • .' - ' ; -.'•;;. ' 

•'•,.-'.-' • •': ' -.Q;'.. •' Weli, you!ve i d e n t i f i e d , the 27-5 and 

-"that'.s one of. the. w e l l s Mr.,.' Merr-ick. .has .indicated" i s ' going 

to produce; ;enough o i l to be'an eebndmic we.il-.. . 

• A. '.A commercial * w e l l / yes, s i r . ... 

... Q . . ' -Where did-the humber '39 come from?'- I s 

t h a t the" "average of. the 19.83 production? ' ,';•'-•. • 

,." '. A v. , .-• No, t h a t was a .monthly average f o r t h a t 

wel l .-.after- i t was/a,.year .old. . ,' ... • • . 

Q' ; •".• .All right,- ''.what.-'is--'that .we'll making now, 

do'you know,, on a month l y average? • :..'./•.'•'' 

; '.A .... ' ,- I don'.t know-. • ..-/••;' .. •' - ', 

.'- . '. Q . .' - . What1 s, the l a s t 'monthly average you ' exa

mined"-for • any of the we l l s in. t h i s .pool? . '• :" , 

;:" .'.".',•.•• / A"- .-."'.." Well,, './oh the •Uriah ' Flyer I mpnitbr- t h a t 

. production every --- every month. -'•>. '•' •-. . 

' . Q--•".,.'• ' A l l r i g h t , , s i r ,r "other than t h a t w e l l , 

'what / other w e l l s -have you , mohitore'd;'- t h e ' production • -on 

recently?. ' / ' . ' / . •/'-'•"•. :'• • " 

'•'.'/ . A' ..Well.,. I mo h i t o red the production on a l l 
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these swells up u n t i l August ./of, last-year.'••., 

,: Q '"'.Well,.; i f " , you/used Mr. Merrick's- p l a t and 

you: look . .at the"August ..' 83 production,f-rom• the Wel 1 27-5., 

the monthly production is. ;6nly-306 b a r r e l s . That's only 10 

or so b a r r e l s / a "day,' and t h a t doesn'11 approximate-, the. . 39' 

b a r r e l s.--' a/day t h a t you put,,on your/'exhibit, and I ' m- t r y i n g 

t o explain;,the d i f f e r e n c e . /;' - - '"•/ '.*' / •-. -.; •• 

A.. ..""••"'" Wel1, -there's j u s t a. time d i f f e r e n c e . 

..•.'• '/. Q - Mr. Cope, you've i n d i c a t e d t h a t . f o r what

ever' reason' you do hot have funds how./available. t o you i n 

which to pay- your share of the cost of .. the w e l l and e l e c t t o 

p a r t i c i p a t e . : , ' * v 'v • .-./•'•.'/ • • /•"• 

'/•A/. •'.', That' s-. c o r r e c t . '".-•',' -'. - . . 

,••.'.„' ,. / ; ;.Q •'• '/-. / You t h i n k / t h i s i s .a good''prospect and i f ' 

you/had those funds ...available- you,- in. f a c t , :would . p a r t i c i 

pate/ and avoid t h a t penalty.. I t h i n k : I understand you to 

say t h a t . ' /• ; .: • • '•/ • .'•'.'.-'_* '. : .:'''•.. • ' -.. 

.-A .'" . .That's c o r r e c t . , . -

• • Q ' . - .in f a c t , . there "are other .ways t h a t .by' not 

having 'funds', you could avoid the pooling order and not en

counter a' penalty f actor in' t h i s case,' aren ' t there?. 

A •.'-.. There'must be., .',.;' •.'.•-•'- .... 

.--'"-.'.Q • .'•'•'•' A l l r i g h t , s i r . You "could dp as the 

other working' "• i n t e r e s t owners-..have,.done -and farm out your:: 

i n t e r e s t to AMMEX;.. could-you not?.'/ *,' . .-,:-. '." 

: ' A- ..'•• Well,' .since '.t presented t h i s prospect t o 

AMMEX,-.'a'rid'since they went around me. t o obtain, .a • farmout 



•from ; .Be-lcp.","'. I'Vm.not i n c l i n e d to do .anything -other than be 

' force pooled. '. • "'.'-...• :' '..''•' .,:•'". .'. • v, 

; Q '. '; •/ "".' Okay.'-- ' 'I can. appreciate"-the f a c t t h a t 

, t h a t bothers, you about how tha t 1 happened, .but from. a. d o l l a r s 

and cents p o i n t of view,, ""'you could farm'but and-'save your-

,-self a . s i g n i f i c a n t amount?6f •money/. t h a f .. would otherwise-• ac

crue t o you by avoiding .a. penalty. 

;'" .A"/".". .-* I've received no request f o r a farmout. 

'. .•' -: ' •.---,• :Q " • ' , You have received -: the correspondence, 

though/,-^ t h a t ' AMMEX has. sent-you about t h e i r ' . d r i l l i n g the 

."well..- .'•• . .' •' • } ' : \ • .-. :\'.; > : ' :: 'V. • .-•'-.. . • -

• A"' .'..•.-.-.;.' Right., :but L didn:\t'"-:get-my .assignment of 

that, lease - u n t i l w i t h i n the. last/'ten days. "••'•'•' 

- • Q ••'... : ; •' .Thank you , Mr ...'.'Cpp.e• : 

".."'/.";•'- ..""-""•;-.- • ':. •., MR. KELLAHIN; ' I -'have' nothing 

f u r t h e r . ,: ''.'"-. '-' '.- •./•'.":- ;';-/,•.- •' . ' ,; 

.— ••-'•'-,/• '•..."••• MR. j STOGNER:, . I have no ques

tions, of Mr. Cope. . :

v •. • • 

• : ; ' • ' . . / ' ' . . '. '•-. Are there any other ""questions 

f o r . t h i s wi tness a t t h i s .time? . '..', . " , - . . . ; - . 

'•' •-••'.' '.."•'•"• ., • -' " ;Mr.. . / K e l i ah i n , do. you p lan to 

r eca l l ...any. o f your -'witnesses? • .-."..' -' "' • 

"•'.,•"• . . MR.. KELLAHIN: ; No, s i r . -

.: . .- ' ' ' ... • MR. STOGNER: Okay,, i t , i s time 

• f o r .some closing' statements. • ' ' .- ':\ •'... ', - ' .' '•'- ' 

* •- ':• . - Mr. Carr, • you may go f i r s t . 

Mr. .Kellahih, you may proceed a f t e r - h i m . " ' ' .. 
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/ '• • •'• ,. ' MR. CARR:' . I ' have a .very' b r i e f 

statement. -", "''"/" . - • ••', '"' •; •- '" ..••'/ , "' '-. 

"'"•. •,'>•- , ' "''"• ; •;. The. ; question- t h a t ' s presented 

to yo.u,/-.Mr./ Examiner, i s one of appropriate r i s k 'penalty. 

What should; the appropriate r i s k '.penalty be- i n - t h i s ease | 

'" ':•:,, . '. , ' •-'".' .". ' . - AMMEX; - ..-has., appeared before you' 

and!. they've.: admitted t h a t ..they; :anticipa'
:te 'getting a Bone 

Springs .;- w e l l ' at,;the 'proposed .:i'oc.at'ibn and they' also t e s t i 

f i e d t h a t -there are' Delaware prospects i n ; t h i s area that-

they . t h i n k may ' c o n t r i b u t e t q • the' economics of the we 11. ' 

• -"'', -.'-v--:.;':: • ' They 'ye ' r e l i e d p r i m a r i l y on 

production/: data i n .comirig.'bef ore -you . and, s t a t i n g t h a t t h i s ' 

is. a•• h i g h r i s k venture but "the production- data they ' ve r e 

l i e d •: .upon... contained o f f s e t t i n g one w e l l ' operated by Mr. 

Cope, and that'.data -is c l e a r l y wrong". -, 

/../•".•'• ; .-We submit t h a t w i thout having 

•anv- o p p o r t u n i t y .to check ' i t , ••.•it' s'ti 11 • i s .-- the. question 

hangs/- over " the .accuracy of the data .-that they 're/ b r i n g i n g 

be-fore you at t h i s point.. ' .'• . •* /'" ' • -, .: 

•: ; . :: .,".• '. :'..•,.'..'. • -A dispute-..exists between AMMEX 

and Mr. .Cope as to how the we l l s cprrel.ate 'aeross t h i s - area. 

AMMEX/.Cohterids they do not.;.-.' we> -contend".- they' .do. 

...'•./:., './ /'., ', •.' ." We' s-u'femit , t h a t : t o you. You 

have- the logs before you;, and you can 'evaluate t h a t as' w e l l 

.as anyone and we leave t h a t p a r t of t h i s case to your d i s 

c r e t i o n . • x ' •• ••. /. •.:/'-•/;*- .'•/- :'' • ''";' 

• "-•""-'••*'. .- :',/'•. -. : - We, simply."; b e l i e v e t h a t what we. 
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^ have here'- -is a proposed Wel 1 -aria'i-th zone . correlates with 

3 • - -zones', i n of f s e t t i n g ' w e l Is... . I t c orrelates, w i t h zones i n the 

4 'best wells' i n . the pool. '• I t ' ' , c o r r e l a t e s -with a zone on a log 

5 o f — a Belco wel 1 t h a t has". not-yet been: produced but : a w e l l 

^ . , .'which :shows..potehtial f o r excel l e n t " Bone-. Springs completion. 

• ' '.'," -'.". . ;'-, •'We' — b e l i e v e ^ t h a t t h i s . : i s simply 

not-, a high r i s k ; venture and. that'" i f ^'a;,.p.enalty i s t o be im

posed:/, . t h a t the penalty .should r e f l e c t the actual r i s k i n -

evolved, and t h a t a-.penal'ty; not t o : exceed.—?5. 'percent' i s appro

priate:.;,. ' . .' -.-.' .'- "-- •—'-• : ".-:••'•••'.. 

-"'..";:' :'" .••*. . -'-•• MR. " STOGNER.: Thank 'you', Mr. 

12 '"• Carr. ' 

13 ' • '•'- - ' ':•. '.'•'.- • ' Mr.' Ke'llahi-nv 

' ;•'- ;.-,.',. ... .' . . •- ; - MR. KELLAHIN:.' - - Mr. • Examiner, 

Mr'.. Cope 'is-obviously • i n the',-oil and gas.' business and he's a 

. petroieum".engineer .by education;. ; ' 'He ' s -..sophisticated i n the 

area;/..certainly .knows ;.what; he' ' s doing.' - He- t h i n k s t h a t t h i s 

'•prospect- - .-is of-.minimal r i s k .-•'• .We','thi'nk t h a t i f that-' i s the 

case,.. . there are—a number of avenues,.open/to-him whereby he 

• can ' p a r t i c i p a t e or- farm .lout or, some other-" way • v o l u n t a r i l y 

20' • ' j o i n ,in' d r i l l i n g of the w e l l and share, the r i s k w i t h AMMEX 

21 / • i n ,ah' appropriate way ..<• 

' —" - . .. ;''' - -For - whatever reason he decides 

riot--" .-to do t h a t and he comes bef ore'/ybu . today . and says the 

ri s k - ' i s minimal and t h e r e f o r e , let-AMME'X/carry t h a t r i s k . 

.";'';•" - •-.--.— - - ' .'.'•' We have' a d i f ference of opinion 

with-Mr.- Cope about the q u a l i t y of h i s wel 1. I am hot con-
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• ." •• ; - • • ' • ••". "'" - :S7 ... • . 

vinced that- Mr. Hickman' s; r e p o r t t o Mr.. Cope/will bear close, 

s c r u t i n y . ' . •-. • .'•{•' . 

;. • . ; . - . Mr. Cope's' analysis from" Mr.. 

Hickman i s based'upon a w e l l t h a t Mr. Cope owns t h a t should 

be producing i n the range of 47 b a r r e l s of o i l a day. f o r 

-that.'83 perio d : • '•-.--,. . - • 

• , • Mr. ' Cope, t e l l s us h i s w e l l 

-doesn't produce t h a t ; i t only produces 10 to 1.2 b a r r e l s ' a 

• day.- That gives me concern. • ' - , ; . ' 

•'..'• -., • I t also gives me .concern t h a t 

the AMMEX •location i s i n a reasonable s t r u c t u r a l r e l a t i o n 

ship.; t o the dry'hble i n 33., - Mr'.-'Merrick has alluded t o t h a t 

.well and ;Mr. . Cope shows ; i t on hi s s t r u c t u r e map. I t h i n k 

t h a t Vs a'.serious problem. . AMMEX .is' the one p u t t i n g up the 

money.' and d r i l l i n g the w e l l ; they are -the ones undertaking 

. the. r i s k . . .•;-'/' ' ' '. ;:: -, "'.':'.',•' 

'•' '-..'• •' - As. ...you, .can see, '-the w e l l s i n 

the pool,- there i s a s i g n i f i c a n t p o r t i o n of these we l i s 

which Mr . Merrick believes,- .' al'thbugh produce'oil,' w i l 1 not 

produce s u f f i c i e n t o i l i n order t o pay'"'their costs. 

:. . . We , believe t h a t a 200 percent-

. r i s k f a c t o r penalty i s appropriate-"' i n . t h i s " case .. I t ' s ob

vious' that' you'can" have a-.good w e l l next to a bad. w e l l . We 

th i n k both e x h i b i t s demonstrate* t h a t . ' There is." a very r e a l 

r i s k i n T the. AMMEX ' l o c a t i o n and if-Mr;, "cope would l i k e to a-

void t h a t r i s k and share i t - v/ith us ,';'he' s welcome, to do so. 

At • t h i s - p o i n t he wants . to go nonconsent. and l e t us- . , ca r r y 
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that ' - r isk" , and" we say ', i t ought- to'..cost' him the "2 00 .percent 

p e n a l t y . - '- ' '. - .- '-''• 

. - . MR. STOGNER: ; Thank you, Mr... 

K e l l a h i n . - '. • ' '. • '": • ..... . . 

••'•; Y -.' ' : •.'. - ; ' As • discussed at the beginning 

of this- hearing, because" of error in the-.advertisement this 

case w i l l . be ̂ readvertised•f or- the. February - .15th Examiner 

Hearing, '.so. we' re going to keep..-the..—- this- f i-le -open./-

-: '• Case .Number 8 0"48 w i l l 'remain 

open; pending the Examiner ; Hearing on. February. 15th.. 

.'•''•'• - . ,-''., '.-', (Hearing concluded;) ... .. ' 
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.V I , SALLY W.- '.;BGYD;-.:" C. S. R. DO HEREBY 

CERTIFY that,;"the foregoing T r a n s c r i p t -o-f Hearing before the' 

Oil. Conservation "Division was reported by me; t h a t -the • said 

t r a n s c r i p t i s - a f u l l t r u e . ' , and -correct . record of • the 

hearing , prepared . by • me to the . be.'st of my-' a b i l i t y . . 
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TO Hereby ^ r U f y i h ^ ^ ^ 

heord by roe on 

Oil CoriservaiioirDi?jsioT 


