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BEFORE: DAVID R. CATANACH, Hearing Examiner 

A p r i l 7 t h , 1995 

Santa Fe, New Mexico 

This matter came on f o r hearing before the O i l 

Conservation D i v i s i o n on Friday, A p r i l 7 t h , 1995, a t the 

New Mexico Energy, Minerals and Natural Resources 

Department, Porter H a l l , 2 04 0 South Pacheco, Santa Fe, New 

Mexico, before Steven T. Brenner, C e r t i f i e d Court Reporter 

No. 7 f o r the State of New Mexico. 
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WHEREUPON, the f o l l o w i n g proceedings were had a t 

1:30 p.m.: 

EXAMINER CATANACH: C a l l Case 11,233. 

MR. RAND CARROLL: A p p l i c a t i o n of Nearburg 

E x p l o r a t i o n Company f o r compulsory p o o l i n g , Eddy County, 

New Mexico. 

EXAMINER CATANACH: Are ther e appearances i n t h i s 

case? 

MR. KELLAHIN: Mr. Examiner, I'm Tom K e l l a h i n of 

the Santa Fe law f i r m of K e l l a h i n and K e l l a h i n , appearing 

on behalf of the Ap p l i c a n t , and I have f o u r witnesses t o be 

sworn. 

EXAMINER CATANACH: A d d i t i o n a l appearances i n 

t h i s case? 

MR. CARROLL: Mr. Examiner, I'm Ernest C a r r o l l of 

the A r t e s i a law f i r m of Losee, Carson, Haas and C a r r o l l , 

and I'm here today on behalf of Yates Petroleum. 

We are i n op p o s i t i o n t o the A p p l i c a t i o n of 

Nearburg E x p l o r a t i o n , and I have th r e e witnesses. 

EXAMINER CATANACH: Okay, i t ' s my understanding, 

gentlemen, t h a t we are going t o hear t h i s case i n 

co n j u n c t i o n w i t h Case 11,2 34; i s t h a t c o r r e c t ? 

MR. KELLAHIN: Mr. Examiner, I would so request, 

and seek t o have Case 11,234 consolidated w i t h t h i s case 

f o r purposes of t a k i n g testimony. 
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EXAMINER CATANACH: At t h i s time w e ' l l c a l l Case 

11,234. 

MR. RAND CARROLL: A p p l i c a t i o n of Yates Petroleum 

Corporation f o r compulsory p o o l i n g , Eddy County, New 

Mexico. 

EXAMINER CATANACH: Are the r e a d d i t i o n a l 

appearances i n e i t h e r of these cases? 

There being none, can I get the witnesses i n 

these cases t o stand and be sworn in? 

(Thereupon, the witnesses were sworn.) 

MR. KELLAHIN: C a l l Mr. Bob Shelton, Mr. 

Examiner. 

ROBERT G. SHELTON, 

the witness h e r e i n , a f t e r having been f i r s t d u l y sworn upon 

h i s oath, was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Shelton, f o r the record, s i r , would you 

please s t a t e your name and occupation? 

A. Robert G. Shelton. I'm a landman w i t h Nearburg 

E x p l o r a t i o n Company. 

Q. On p r i o r occasions have you t e s t i f i e d before the 

D i v i s i o n and q u a l i f i e d as an expert i n the area of 

petroleum land management? 

A. Yes, s i r , I have. 

STEVEN T. BRENNER, CCR 
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Q. With regards t o the two p o o l i n g cases t h a t are 

in v o l v e d before the Examiner today t h a t i n v o l v e a spacing 

u n i t i n North Dagger Draw, would you describe f o r us 

whether or not you had any involvement i n the land p o r t i o n 

of those t r a n s a c t i o n s ? 

A. Yes, s i r , I've been i n t i m a t e l y i n v o l v e d i n the 

p r e p a r a t i o n of these e x h i b i t s and working on the case and 

the proposals t o Yates Petroleum and t h e i r companies. 

MR. KELLAHIN: We tender Mr. Shelton as an expert 

petroleum landman. 

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

Q. (By Mr. K e l l a h i n ) Mr. Shelton, t o o r i e n t the 

Examiner, l e t me have you t u r n t o what we've marked as 

Nearburg E x h i b i t 1. I t ' s i d e n t i f i e d as a l o c a t o r map. 

What i s the source of t h i s map? 

A. This i s a map I prepared t o simply i d e n t i f y where 

the land i s i n con j u n c t i o n w i t h the more e s t a b l i s h e d area 

of the Upper Pennsylvanian-Dagger Draw North Pool. 

As you can see, on the l e f t side o f the map i s 

the main body of the pool. 

And then where i t says F a i r c h i l d 13 Number 2 

w e l l , shows a round open c i r c l e which i n d i c a t e s Nearburg 

E x p l o r a t i o n Company's proposed l o c a t i o n , which i s the 

su b j e c t of t h i s compulsory p o o l i n g . 

The red boxes i n here are only t o i d e n t i f y areas 

STEVEN T. BRENNER, CCR 
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on which Nearburg and Yates have operations where Yates i s 

the operator of those 160-acre un i t s . 

And we'd l i k e to point out tha t i n those u n i t s 

Nearburg Exploration Company has anywhere from a f i v e -

percent t o a 50-percent i n t e r e s t , and by v i r t u e of i t s 

voluntary agreement with Yates, none of those u n i t s have 

been pooled, and we've been agreed i n the past v o l u n t a r i l y 

to p a r t i c i p a t e i n those wells without being before the 

Commission i n those u n i t s . 

Q. What were the basis f o r Nearburg's agreement t o 

consent on a voluntary basis f o r a solution concerning 

operatorship f o r those other six spacing units? 

A. Operations i n the area and also d i v i s i o n of 

ownership. 

Q. A l l r i g h t . I n these other s i x spacing u n i t s , 

Yates c o l l e c t i v e l y had a larger percentage than Nearburg? 

A. A l l except f o r one, which i s the Boyd "X" spacing 

u n i t , where i t ' s 50-50. 

Q. Okay. When we get over t o the southeast of the 

southwest quarter of 13, farther to the east of t h i s 

display, there's the words " F a i r c h i l d 13 Number 2". What 

does t h a t r e f e r e n c e ? 

A. That references Nearburg's proposed wel l name f o r 

the w e l l that's shown by the c i r c l e on the map, 1980 from 

the west, 660 from the south of Section 13. 

STEVEN T. BRENNER, CCR 
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Q. The proposed l o c a t i o n t h a t Nearburg i s r e q u e s t i n g 

i s 1980 from the west and 660 from the south? 

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

Q. And are we w i t h i n what the D i v i s i o n c u r r e n t l y has 

e s t a b l i s h e d t o be w e l l s subject t o the r u l e s and 

r e g u l a t i o n s of the North Dagger Draw-Upper Penn Pool? 

A. I b e l i e v e we are. Our w e l l i n the northwest 

q u a r t e r of Section 24, a completion r e p o r t has been f i l e d 

on i t f o r the Cisco/Canyon and the Dagger Draw North-Upper 

Pennsylvanian Pool, and we are w i t h i n one m i l e of t h a t 

completion r e p o r t f i l i n g . 

Q. So we can keep the w e l l names separate between 

the two companies' proposals, yours i s the F a i r c h i l d 13-2? 

A. Right. 

Q. And how do we know the — Yates' naming of t h e i r 

proposed wells? 

A. Their name f o r the w e l l i s the Bert APB, I 

b e l i e v e . Number 1. 

Q. Okay. I s there a d i f f e r e n c e i n l o c a t i o n between 

the two operators or the two proposed operators? 

A. Yes, there i s . Their l o c a t i o n i s 660 out of the 

south and west. 

Q. You have t e s t i f i e d before the D i v i s i o n i n other 

compulsory p o o l i n g matters i n v o l v i n g Yates and/or other 

companies? 

STEVEN T. BRENNER, CCR 
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A. Yes, s i r . 

Q. As p a r t of t h a t process, do you normally prepare 

an ownership map? 

A. Yes, s i r , I do. 

Q. Describe f o r us the i n f o r m a t i o n you u t i l i z e t o 

develop an ownership map. 

A. I n i t i a l l y we use the ownership r e p o r t s prepared 

by f i e l d land personnel, and i n a d d i t i o n t o t h a t , i n t h i s 

case, we have received two t i t l e opinions rendered by Mr. 

Rudy Woerndle of Midland, Texas, which we used t o prepare 

the ownership e x h i b i t you see before you. 

Q. A l l r i g h t , s i r . Let's t u r n t o t h a t ownership 

d i s p l a y . I t ' s marked as Nearburg E x h i b i t Number 1 — I'm 

s o r r y , E x h i b i t 2, i s i t ? 

A. Correct. 

Q. A l l r i g h t . The size i n v o l v e d here includes what? 

The — 

A. The diagram i n d i c a t e s a 160-acre spacing u n i t f o r 

the proposed w e l l i n the Dagger Draw North-Upper 

Pennsylvanian Pool. 

Q. A l l r i g h t . Based upon the a v a i l a b l e i n f o r m a t i o n 

you had concerning the d i v i s i o n of i n t e r e s t s , what have you 

displayed? 

A. I've displayed the c u r r e n t ownership of record 

and the c u r r e n t ownership as set f o r t h i n Mr. Woerndle's 

STEVEN T. BRENNER, CCR 
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t i t l e o p i n i o n s , representing Nearburg E x p l o r a t i o n Company 

t o have 66.67 percent, Yates Petroleum Corporation 23.33, 

Yates D r i l l i n g 3.33, Abo Petroleum Corporation 3.33, and 

Myco I n d u s t r i e s 3.33, w i t h a t o t a l 100-percent ownership. 

Q. This i s — How would we make the conversion t o a 

working i n t e r e s t percentage f o r p a r t i c i p a t i o n i n and paying 

f o r the costs of the well? 

A. Nearburg E x p l o r a t i o n Company would have two-

t h i r d s i n t e r e s t . The Yates Companies would have o n e - t h i r d . 

Q. Off the record and p r i o r t o the hearing, the 

at t o r n e y s i n v o l v e d and the Examiner w i t h D i v i s i o n Counsel 

discussed what has been ch a r a c t e r i z e d as a disputed 

i n t e r e s t w i t h regards t o a lease t h a t was once h e l d by 

Yates from a p a r t i c u l a r i n d i v i d u a l named Walter Holmquist, 

I t h i n k i t i s . 

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

Q. A l l r i g h t . Does t h i s c a l c u l a t i o n a t t h i s p o i n t 

i n c l u d e a r e s o l u t i o n of t h a t disputed lease i n t e r e s t ? 

A. This c a l c u l a t i o n represents Nearburg t o have 

ownership of t h a t p a r t i c u l a r i n t e r e s t , which changes our 

i n t e r e s t from 50 percent t o 66.67 percent. 

Q. A l l r i g h t . So the disputed lease i n t e r e s t from 

Holmquist under t h i s spreadsheet, i s a t t r i b u t e d t o the 

Nearburg i n t e r e s t ? 

A. That i s c o r r e c t . 
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Q. A l l r i g h t . Let's t u r n now t o the chronology, i f 

you w i l l , of your a c t i v i t i e s concerning the w e l l . 

Give us your f i r s t r e c o l l e c t i o n of the i n i t i a l 

c o n t a c t by e i t h e r p a r t y concerning a w e l l as an a d d i t i o n a l 

w e l l i n t h i s spacing u n i t . 

A. The f i r s t contact or proposal t h a t was received 

on t h i s w e l l was — The proposal was made by Yates 

Petroleum Corporation. I t was received by us on March 3rd, 

1995, and i t proposed t h e i r w e l l , the Bert APD, I b e l i e v e , 

and t h e i r proposal was 660-660. 

Q. P r i o r t o t h a t proposal, do any of the working-

i n t e r e s t owners have a producing w e l l i n t h i s p o o l , i n t h i s 

spacing u n i t ? 

A. Not i n t h i s spacing u n i t , no. 

Q. So c u r r e n t l y , as we speak today, t h i s 160-acre 

spacing u n i t does not y e t have a Cisco/Canyon w e l l i n i t ? 

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

Q. What, i f anything, d i d you then do, Mr. Shelton, 

concerning the proposal by Yates f o r a w e l l i n t h e 

southwest q u a r t e r of t h i s s e c t i o n a t t h e i r proposed 

l o c a t i o n ? 

A. We reviewed t h e i r proposal, we looked a t t h e i r 

l o c a t i o n and determined t h a t t h e i r l o c a t i o n would be a 

s i g n i f i c a n t l y higher r i s k than the one we would p r e f e r t o 

d r i l l . 
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We on March 7th sent a w e l l proposal of our own 

t o Yates Petroleum and the other working i n t e r e s t owners of 

the Yates e n t i t i e s , proposing our l o c a t i o n 198 0 from the 

west, 660 from the south. 

Both of them are Cisco/Canyon l o c a t i o n s , 

approximately 8000 f e e t . 

Q. Other than n e g o t i a t i o n s between Nearburg and the 

Yates Companies c o l l e c t i v e l y — I ' l l r e f e r t o them as 

"Yates" f o r s i m p l i c i t y — are there any other working 

i n t e r e s t s i n v o l v e d i n the n e g o t i a t i n g process? 

A. No, there's not. 

Q. A f t e r sending your proposal t o Yates, which was 

the March 7th date — 

A. Correct. 

Q. — d i d you have f u r t h e r d i s c u s s i o n , n e g o t i a t i o n s 

or responses from Yates about your proposal? 

A. Yes, I d i d , I t a l k e d t o Yates personnel one other 

time on another matter, which was a communitization 

agreement on another w e l l d r i l l e d i n the Dagger Draw f i e l d , 

and a t t h a t time I proposed t h a t t h i s case be s e t t l e d , t h a t 

we, Nearburg, be allowed t o operate the w e l l . 

And i n exchange, th e r e i s a compulsory p o o l i n g 

f i l e d by both p a r t i e s i n the northeast q u a r t e r of Section 

24, which — I w i l l r e f e r back t o the E x h i b i t 1 map — i s a 

d i r e c t o f f s e t d i a g o n a l l y t o the southeast of the s u b j e c t of 

STEVEN T. BRENNER, CCR 
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t h i s hearing, which covers the northeast q u a r t e r of Section 

24, and — 

Q. A l l r i g h t , l e t me stop you r i g h t t h e r e . 

I n the northeast q u a r t e r of 24 t o the south i s 

another proposed 160-acre spacing u n i t f o r p r o d u c t i o n from 

t h i s pool? 

A. From the same source of supply as the 

Cisco/Canyon, same spacing and same f i e l d r u l e s . 

Q. A l l r i g h t . And Nearburg and Yates have competing 

p o o l i n g cases on f i l e w i t h the D i v i s i o n f o r operations i n 

t h a t spacing u n i t ? 

A. For A p r i l 20th docket. 

Q. A l l r i g h t . 

A. And I simply suggested, and by t h i s l e t t e r which 

evidences the same, I requested t h a t we v o l u n t a r i l y agree 

t o s e t t l e both these hearings and not b r i n g them before the 

Examiner. 

Nearburg would operate the one i n the southwest 

q u a r t e r , because we had the superior working i n t e r e s t , and 

al s o i n t h e northeast quarter we were a l l o w i n g Yates t o 

operate, although they do not ne c e s s a r i l y have the sup e r i o r 

i n t e r e s t . There's — That i n t e r e s t i s broken up between 

the Johnsons, the Lodewicks and other people who are 

c u r r e n t l y unleased, which I'm assuming both sides are 

att e m p t i n g t o lease. 
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I t i s unknown a t the time of t h a t hearing who 

w i l l have the l a r g e r working i n t e r e s t . 

Regardless, Nearburg i s w i l l i n g t o acquiesce t o 

t h e i r o p e r a t o r s h i p i n the northeast quarter i n exchange f o r 

t h e i r agreement t o l e t us operate the southwest q u a r t e r and 

do away w i t h a l l these hearings completely. 

Q. That i n f o r m a t i o n i s set f o r t h on your E x h i b i t 

Number 3 ? 

A. Yes, i t i s . 

Q. And t h i s i s a l e t t e r t h a t you wrote? 

A. That i s a l e t t e r t h a t I prepared and wrote and 

sent t o Doug Huribut, Yates Petroleum. 

Q. Were you able t o i n i t i a t e a s o l u t i o n on a 

v o l u n t a r y basis between Yates and Nearburg w i t h regards t o 

t h i s w e l l , based upon t h i s proposed s o l u t i o n ? 

A. No, t h e r e was no — I t a l k e d — There was no 

w r i t t e n response a t a l l t o t h i s proposal. 

I t a l k e d t o Douglas Huribut about a week l a t e r 

and asked him i f there was any response from them. 

And they s a i d no, t h a t he — I was again t a l k i n g 

t o him on another subject. I brought t h i s up, and he s a i d 

no, t h e r e was not — there wasn't any response t o i t , t h a t 

i t wouldn't be s e t t l e d , i t would go before the D i v i s i o n . 

Q. You described e a r l i e r the i n d i c a t i o n t h a t t h i s 

c u r r e n t e x p l o r a t i o n i n Dagger Draw was some distance from 
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the main Dagger Draw development t h a t was o c c u r r i n g t o the 

west? 

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

Q. What i s the approximate distance between the main 

Dagger Draw and what we're now seeing — 

A. I t ' s approximately — 

Q. — i n t h i s area? 

A. Well, from the main development of Dagger Draw, 

i t ' s f o u r miles from the — three t o f o u r miles from any 

e x i s t i n g main production i n the f i e l d . 

Q. Have you prepared, Mr. Shelton, a d i s p l a y or a 

map t o show the various a c t i v i t i e s by Nearburg, Yates and 

others i n t h i s p a r t i c u l a r area so t h a t we can see the 

s t a t u s of the development? 

A. Yes, I have. I t ' s shown as E x h i b i t 4, which i s a 

base map, and I ' l l go through i t very b r i e f l y . 

Q. A l l r i g h t , give us a chance t o u n f o l d i t , and 

then w e ' l l have you t a l k about i t . 

A. This e x h i b i t simply sets f o r t h t he areas centered 

around Section 13. Again, i n Section 13, 19-25, you can 

see t h e l o c a t i o n symbol l o c a t i o n and F a i r c h i l d 13 Number 2 

w e l l d e s c r i p t i o n . 

What t h i s does i s show the area of w e l l s r i g h t 

around here. Again, the main p o r t i o n of the Dagger Draw 

f i e l d i s o f f t o the west. This shows the a c t i v i t y i n the 
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area conducted over the recent — over years by Nearburg. 

On the r i g h t , southeast p a r t of t h i s map, you can 

see — 

Q. Let me get myself o r i e n t e d here. I n Section 13, 

the symbol t h a t you've displayed here i s the F a i r c h i l d 

13-2? 

A. Our l o c a t i o n t h a t we have proposed f o r t h i s 

h e a r ing, t h a t ' s c o r r e c t . 

Q. A l l r i g h t , what i s the source of the i n f o r m a t i o n 

t h a t you have put on t h i s display? 

A. The i n f o r m a t i o n i s our d r i l l i n g w e l l records and 

o i l and gas lease records from a c t u a l operated w e l l s t h a t 

Nearburg has done since 1985 — 1984, 1985 — i n t h i s 

immediate area. 

Q. How c u r r e n t i s t h i s information? 

A. I t ' s w i t h i n the l a s t 30 days, 60 days. 

The l a s t w e l l we d r i l l e d out here, as you can see 

i n Section 24, i s the F a i r c h i l d 24 Number 1 w e l l , which i s 

a w e l l t h a t Nearburg operates, which i s the d i r e c t o f f s e t 

t o the spacing u n i t proposed i n t h i s hearing. We operate 

t h a t w e l l . That w e l l was completed i n February of 1995. 

That's the l a s t a c t i v i t y t h a t I'm aware of — That i s the 

l a s t a c t i v i t y I'm sure of by Nearburg i n t h i s area. 

Q. A l l r i g h t . Give us a r e l a t i o n s h i p of the various 

operators' a c t i v i t i e s . Do you have a way t o t e l l us which 
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of these w e l l s , i f any of them, are operated by Yates or 

any of the Yates e n t i t i e s ? 

A. As — I'm not an expert on the Yates w e l l s which 

they operate i n the area. I know they have w e l l s i n 

Section 3, they have one w e l l i n Section 15 and one w e l l i n 

Section 14. I'm not sure of other w e l l s they have i n the 

area. 

Nearburg, i n t h i s area, as you can see by the 

map, i s operated, d r i l l e d — i s e i t h e r dry and abandoned or 

c u r r e n t l y has producing i n excess of 17 w e l l s i n t h i s 

immediate area and has a l o t of experience, both i n 

o p e r a t i o n a l and i n geologic land areas i n t h i s immediate 

area. 

Our f i r s t l e a s t i n t h i s area of an a c t i v i t y was 

taken on February 9 t h , 1981, as displayed on the map, and 

we have c o n s t a n t l y been very a c t i v e i n t h i s area i n l e a s i n g 

and i n d r i l l i n g since t h a t day. 

Q. Let's t u r n t o the s p e c i f i c s , now, Mr. Shelton, of 

your proposal back t o the Yates e n t i t i e s . 

What i s your f i r s t w r i t t e n communication t o Yates 

t h a t s p e c i f i c a l l y i d e n t i f i e s t h i s w e l l proposal by spacing 

u n i t and by w e l l l o c a t i o n ? 

A. Our proposal was made t o Yates, again, i n 

response t o t h e i r proposal of t h e i r l o c a t i o n , r e ceived by 

us March 3rd. 
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Our l e t t e r was mailed March 7 t h , 1995. As shown 

on the green card, i t was received by Yates on March 8 t h , 

1995. 

We proposed a l o c a t i o n of 1980 from the west, 660 

from the south i n Section 13. 

We've also submitted w i t h our proposal an AFE 

e s t i m a t i n g the costs t o d r i l l and complete the w e l l and an 

o p e r a t i n g agreement by which we designate Nearburg 

Producing Company as the operator. 

Q. This l e t t e r i s a copy of the o r i g i n a l . The 

o r i g i n a l was executed by you? 

A. Yeah, on the second page i s the o r i g i n a l executed 

by me. I t f o r some reason d i d n ' t copy w e l l , and so I made 

an e x t r a copy of i t j u s t f o r the t e x t of the l e t t e r . 

Q. A l l r i g h t . Did you t r a n s m i t , then, w i t h your 

w e l l proposal an itemized estimate of w e l l costs f o r Yates' 

consideration? 

A. Yes, we do. We have an AFE which Mr. McDonald 

w i l l go through here b r i e f l y , which was prepared by him, 

e s t i m a t i n g the cost of the proposed o p e r a t i o n . 

Q. And t h a t s u b m i t t a l also included a proposed 

o p e r a t i n g agreement f o r the p a r t i e s ' consideration? 

A. Yes, i t d i d . 

Q. Okay. Let me d i r e c t your a t t e n t i o n back t o 

E x h i b i t Number 2. You've i d e n t i f i e d the p o t e n t i a l 
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i n t e r e s t s of the p a r t i e s w i t h what we now b e l i e v e t o be a 

disputed i n t e r e s t by Yates f o r what I w i l l c h a r a c t e r i z e as 

the Walter Bert Holmquist lease? 

A. Correct. 

Q. Have you taken a lease from Mr. Holmquist? 

A. Yes, we have, and i t i s recorded i n Eddy County. 

Q. For what percentage i n t e r e s t w i t h i n the spacing 

u n i t have you taken t h a t lease? 

A. That i n t e r e s t of Mr. Holmquist covers o n e - s i x t h 

i n t e r e s t i n the southwest quarter spacing u n i t . 

Q. W i t h i n the southwest q u a r t e r spacing u n i t , are 

a l l t h e i n t e r e s t s undivided among t h a t spacing u n i t ? 

A. Yes, s i r , they are. 

Q. I f we exclude from both p a r t i e s ' ledger, i f you 

w i l l , the disputed Holmquist i n t e r e s t , how would the 

percentages change on E x h i b i t 2? 

A. On E x h i b i t 2, i f you take the o n e - s i x t h i n t e r e s t 

away from us, we would have 50 percent. 

And assuming Yates does not have t h a t o n e-sixth 

i n t e r e s t e i t h e r , t h e i r i n t e r e s t would be o n e - t h i r d . 

T o t a l i n g 83.33 percent, the remaining i n t e r e s t not taken 

i n t o c o n s i d e r a t i o n , Nearburg would s t i l l have the m a j o r i t y 

i n t e r e s t i n the spacing u n i t . 

MR. KELLAHIN: Mr. Examiner, a t t h i s p o i n t i n the 

p r e s e n t a t i o n I have a chronology which i s marked as E x h i b i t 
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Number 6, and a t t h i s p o i n t I ' l l make a tender of proof. 

P r i o r t o the hearing t h e r e was dis c u s s i o n w i t h 

the Examiner about t h i s issue, and I propose t h a t we might 

solve your — t h i s issue by a tender of proof, and I would 

propose t o ask t h i s witness a t t h i s p o i n t the chronology of 

events and sequences w i t h regards t o Nearburg t a k i n g the 

disp u t e d lease i n t e r e s t , t h e i r knowledge and n o t i c e about 

whether or not Yates s t i l l had a lease recorded or 

otherwise concerning t h a t i n t e r e s t . 

I understand there's an o b j e c t i o n forthcoming t o 

t h i s , and i n terms of e f f i c i e n c y , we would request a t t h i s 

p o i n t t h a t the chronology would s u b s t a n t i a l l y r e f e r t o my 

tender of proof as t o t h i s matter, and i t ' s set f o r t h on 

E x h i b i t 6. 

EXAMINER CATANACH: Would you s t i l l cross- — 

Would you s t i l l examine your witness about t h i s evidence, 

Mr. K e l l a h i n ? 

MR. KELLAHIN: Not a t t h i s p o i n t , Mr. Examiner. 

I f t h ere's an o b j e c t i o n and i f you should s u s t a i n the 

o b j e c t i o n , then Mr. Shelton and I w i l l go on t o other 

t o p i c s . 

MR. ERNEST CARROLL: I'm confused. Mr. K e l l a h i n , 

do you i n t e n d t o put on Mr. Woerndle t o t e s t i f y t o the 

t i t l e o p i n i o n also? 

MR. KELLAHIN: I do so. 
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MR. ERNEST CARROLL: What then i s Mr. Woerndle 

going t o t e s t i f y to? Because i t seems l i k e — I don't now 

what I'm o b j e c t i n g t o and what I'm c u t t i n g myself o f f from 

cross-examining. 

What do you plan t o do w i t h Mr. Woerndle? 

MR. KELLAHIN: I propose t o c a l l Mr. Woerndle, 

Mr. Examiner, t o au t h e n t i c a t e the two t i t l e opinions t h a t 

are Nearburg's proposed E x h i b i t s 7 and 8. 

I w i l l ask Mr. Woerndle, based upon h i s 

i n s p e c t i o n of the record, what i s h i s p r o f e s s i o n a l o p i n i o n 

as an o i l and gas t i t l e examiner as t o the var i o u s 

i n t e r e s t s . 

I w i l l then ask him t o take i n t o c o n s i d e r a t i o n 

t h e d i s p u t e d lease t h a t i s of concern t o Mr. C a r r o l l , and 

we w i l l do the c a l c u l a t i o n s accordingly w i t h h i s testimony. 

But I w i l l have him au t h e n t i c a t e the t i t l e o p inions. 

The d i f f e r e n c e here i s t h a t Mr. Shelton has 

i n f o r m a t i o n concerning whether or not Nearburg had 

knowledge and i n f o r m a t i o n about a lease t h a t Yates has 

taken from Holmquist but d i d not place of p u b l i c record, 

and the issue then becomes one of whether or not t h e r e was 

any a c t u a l n o t i c e by Nearburg of the lease t h a t Yates 

f a i l e d t o record. 

I t i s t h a t t o p i c t h a t you have advised me t h a t 

you don't want t o address, and so my purpose i s t o 
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c o n s t r u c t the p r e s e n t a t i o n so t h a t t h a t issue has been 

c a r e f u l l y separated from the other issues t h a t you've 

decided you wanted t o hear. 

MR. ERNEST CARROLL: Mr. Examiner, I t h i n k what 

we've got here i s s i x one way, h a l f a dozen the other. 

One, normally we don't c a l l a t t o r n e y s t o t e s t i f y 

as t o the ownership or the need t o a u t h e n t i c a t e a t i t l e 

o p i n i o n . 

Mr. Shelton has already t e s t i f i e d as t o the 

numbers and what i t would be w i t h d i f f e r e n t — the 

ownership. 

By p u t t i n g on the a u t h e n t i c a t i o n , we are g e t t i n g 

i n t o the issues which t h i s D i v i s i o n cannot or does not have 

the j u r i s d i c t i o n t o decide. I t i s unnecessary, and 

b a s i c a l l y i t i s redundant. 

I w i l l s t i p u l a t e t h a t t h i s i s Mr. Woerndle's 

t i t l e o p i n i o n . I have no problem w i t h i t . 

I cannot s t i p u l a t e t h a t these a c t i o n s occurred on 

t h i s chronology of t h i n g s , nor are they necessary t o t h i s 

h earing. Again, these go t o the issue of whether or not 

there's a v a l i d lease, who had n o t i c e , a l l o f those issues 

of t h a t determination. 

Mr. Shelton has t e s t i f i e d t h a t i t i s h i s o p i n i o n , 

i f you — as t o what they have, and whether — and i t ' s 

based on — and i t ' s already acknowledged there's a 
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contested issue. 

That's a l l t h i s Commission [ s i c ] needs t o know, 

and t h a t ' s s t i p u l a t e d t o . 

There i s a contested issue as t o 16 percent, and 

i t w i l l have t o be d e a l t w i t h d i f f e r e n t l y . The D i v i s i o n 

w i l l have t o fashion an order t o t h a t , t o — how t o handle 

t h a t upon the r e s o l u t i o n of t h a t disputed ownership. We 

don't need t o get i n t o t h a t . 

And so, one, I'm going t o o b j e c t t o any — I 

o b j e c t t o any f u r t h e r testimony about t h i s f a c t , but I'm 

not going t o — I f there's a tender, I have t o be able t o 

tender my o b j e c t i o n s t o these t h i n g s . 

I t h i n k t h i s i s r i d i c u l o u s , and we're g e t t i n g 

f a r t h e r and f a r t h e r a f i e l d , and I t h i n k t h i s i s the p o i n t 

t h a t we were discussing e a r l i e r . 

MR. KELLAHIN: I'm going t o t r y one more time, 

Mr. Examiner, see i f I can make t h i s abundantly c l e a r t o 

Mr. C a r r o l l . 

The reason t h a t t h i s E x h i b i t 6 i s presented t o 

you i s because a l l the t o p i c s t h a t are addressed i n t h i s go 

t o t h e issue of the disputed i n t e r e s t , and I'm not 

s t i p u l a t i n g t o anything. 

What I'm doing i s o f f e r i n g you a tender of proof, 

and you as an Examiner have t o make a d e c i s i o n . 

I f you accept my tender of proof, then we're 

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



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 

26 

going t o t a l k about t h i s disputed i n t e r e s t . 

I f you r e j e c t my tender of proof, then I have the 

tender i n w r i t i n g as an e x h i b i t t h a t I can show t o any 

a p p e l l a t e body on t h a t issue, and I have c a r e f u l l y 

preserved i t so t h a t we don't have t o go through t h i s 

d i s c u s s i o n more than a few more minutes. 

And i f you r u l e against me, then we move on t o 

the next issue. And t h a t ' s how I see us doing t h i s . 

MR. ERNEST CARROLL: I w i l l o b j e c t , then, t o h i s 

tender of proof, and I w i l l — I f t h a t i s sustained, my 

o b j e c t i o n , then I w i l l l i k e w i s e tender d u r i n g my case j u s t 

some admission of e x h i b i t s t o be considered w i t h respect t o 

t h a t , and we won't have any testimony, and I can l i v e w i t h 

t h a t . 

MR. RAND CARROLL: Well, Mr. K e l l a h i n , your 

tender of proof i s j u s t Nearburg's v e r s i o n of what happened 

d u r i n g t h i s o i l and gas lease, r i g h t ? 

MR. KELLAHIN: Exactly r i g h t , Mr. C a r r o l l . 

MR. RAND CARROLL: And E x h i b i t s 7 and 8 are t i t l e 

o p inions rendered by Mr. Woerndle; i s t h a t c o r r e c t ? 

MR. KELLAHIN: Yes. And those t i t l e o p i n i o n s , 

now, are going t o deal w i t h the e n t i r e t i t l e . And when I 

c a l l him, I w i l l separate out of my dis c u s s i o n w i t h him the 

disputed i n t e r e s t . 

MR. RAND CARROLL: Mr. C a r r o l l has agreed t o 
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s t i p u l a t e t o the a u t h e n t i c i t y of these two t i t l e o p inions. 

I guess I don't understand why we have t o get i n t o the 

t i t l e o p inions. 

MR. KELLAHIN: So t h a t you w i l l recognize how t o 

c a l c u l a t e out the disputed i n t e r e s t and how you app o r t i o n 

the remaining i n t e r e s t s t h a t are not i n d i s p u t e . 

MR. RAND CARROLL: Didn't Mr. Shelton j u s t 

t e s t i f y as t o th a t ? 

MR. KELLAHIN: He d i d , based upon h i s testimony 

as a landman as t o t h a t issue. 

But I t h i n k I'm s t i l l e n t i t l e d t o c a l l the expert 

i n t h a t area, t o say t h a t yes, t h i s i s what he's done. 

And t h a t ' s also my proposal. And i f you decide 

t h a t I cannot do t h a t , y o u ' l l need t o decide a c c o r d i n g l y . 

But I do not propose t o withdraw Mr. Woerndle as 

a witness. 

MR. RAND CARROLL: Mr. C a r r o l l , do you have any 

disagreement w i t h Mr. Shelton's testimony, other than the 

on e - s i x t h i n t e r e s t t h a t 1 s i n dispute? 

MR. ERNEST CARROLL: As t o the ownership, t h e r e 

i s a 50-percent ownership i n Nearburg, which we recognize 

t h a t they own. And i f t h a t ' s what you j u s t asked me, no, 

we do not disput e t h a t 50 percent. 

The only t h i n g i n dispute w i t h E x h i b i t 2 t h a t Mr. 

Shelton has presented i s the ownership of the Holmquist 
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i n t e r e s t . We contend we own i t , they contend they own i t . 

That's — A l l of the r e s t of the ownership, we are i n 

complete agreement w i t h Mr. Shelton's testimony. 

EXAMINER CATANACH: Mr. K e l l a h i n , w i l l your 

witness describe a d i f f e r e n t i n t e r e s t than has been 

described by Mr. Shelton i n regards t o the i n t e r e s t 

ownership i n the disputed i n t e r e s t ? 

MR. KELLAHIN: No, s i r , Mr. Woerndle w i l l t e s t i f y 

c o n s i s t e n t l y w i t h Mr. Shelton's o p i n i o n , and the 

c a l c u l a t i o n i s as Mr. Shelton has represented i t t o you. 

EXAMINER CATANACH: Well, then, why do we need t o 

hear h i s testimony? I f you agree w i t h Mr. Shelton, why do 

we need t o hear i t again? 

MR. KELLAHIN: I f you decide t h a t you don't want 

t o hear i t , t h a t ' s your d e c i s i o n . I submit t o you t h a t 

he's here t o be c a l l e d as a witness t o a u t h e n t i c a t e t he 

e x h i b i t . He's c e r t a i n l y w e l l w i t h i n your — 

MR. RAND CARROLL: Mr. C a r r o l l has already 

s t i p u l a t e d as t o the a u t h e n t i c i t y of the e x h i b i t . 

MR. KELLAHIN: And then a l l you have t o do, now, 

i s decide t h a t you do not need t o hear Mr. Woerndle's 

testimony, because i t i s cumulative. And t h a t i s the 

r u l i n g from the bench t h a t I would recommend. 

MR. RAND CARROLL: That's what I recommend too. 

EXAMINER CATANACH: We're going t o r u l e t h u s l y , 
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Mr. K e l l a h i n . 

MR. KELLAHIN: As I've suggested? 

EXAMINER CATANACH: As you've suggested. 

MR. KELLAHIN: A l l r i g h t , s i r . 

To make the record c l e a r , I understand there's an 

o b j e c t i o n t o the chronology, because i t gets i n t o a 

disp u t e d s u b j e c t matter f o r which t h e r e i s an o b j e c t i o n . 

That's my tender of proof, and I would suggest 

t h a t i t ' s t i m e l y now f o r the Examiner t o r u l e t h a t he w i l l 

not consider the issues as described i n a summary fa s h i o n 

on E x h i b i t 6, and then we can move on. 

(Off the record) 

MR. RAND CARROLL: Mr. K e l l a h i n , so you're 

o f f e r i n g E x h i b i t Number 6 i n t o the record, now, as an 

e x h i b i t ? 

MR. KELLAHIN: I am o f f e r i n g i t as a summary of 

my tender of proof, r a t h e r than s i t here and read i t t o you 

as a tender of proof. 

I know there's an o b j e c t i o n t o i t , and I suggest 

your s o l u t i o n i s simply t o take i t as a tender of proof and 

d i r e c t me not t o engage i n t h i s t o p i c . 

MR. RAND CARROLL: Rule t h u s l y . 

MR. ERNEST CARROLL: As I understand i t , he's 

asking t h a t the e x h i b i t be admitted f o r the l i m i t e d purpose 

of being a tender of proof, and I don't o b j e c t t o t h a t . 
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EXAMINER CATANACH: Okay, we w i l l accept t h a t 

e x h i b i t as a tender of proof — 

MR. KELLAHIN: A l l r i g h t , s i r . 

EXAMINER CATANACH: — and I w i l l d i r e c t you t o 

di s c o n t i n u e your l i n e of questioning on i t . 

MR. KELLAHIN: Thank you, s i r . 

Q. (By Mr. K e l l a h i n ) A l l r i g h t , Mr. Shelton. I n 

pre p a r i n g the j o i n t operating agreement and comparing i t t o 

the one submitted t o you by Yates, are th e r e any m a t e r i a l 

d i f f e r e n c e s between you and Yates w i t h i n the context of the 

forms themselves, excluding a l l the attachments? 

A. There i s some d i f f e r e n c e s . Ours i s a 1982 form. 

As I remember, you a l l ' s submission i s a 1977 form. 

There's some inherent d i f f e r e n c e s i n the form. 

There's d i f f e r e n c e s also i n E x h i b i t A, which sets 

f o r t h , again, the i n t e r e s t t h a t we b e l i e v e we own, versus 

th e i n t e r e s t t h a t Yates submitted under t h e i r o p e r a t i n g 

agreement. 

And on E x h i b i t C the r e was a very s l i g h t 

d i f f e r e n c e i n the overhead r a t e charged — proposed t o be 

charged f o r the d r i l l i n g w e l l r a t e between the two 

op e r a t i n g r a t e s . 

Q. Give us the two choices on the d r i l l i n g and 

producing w e l l r a t e s . 

A. As I remember Yates', t h e i r producing-well r a t e 
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was $540, and on our producing w e l l r a t e i t i s $540. 

D r i l l i n g w e l l r a t e on our operating agreement i s $5640; and 

as I remember t h e i r d r i l l i n g w e l l r a t e , i t was $5400. 

Q. I s t h a t d i f f e r e n c e a matter of s i g n i f i c a n c e t o 

you on behalf of Nearburg and how t h i s case should be 

resolved? 

A. I t i s i n s i g n i f i c a n t . 

Q. When we look a t the d i f f e r e n c e s i n form, i s i t a 

matter of s i g n i f i c a n c e t o you as a landman, t o which form 

the D i v i s i o n d i r e c t s the p a r t i e s t o apply i n terms of 

hand l i n g t h i s t r a n s a c t i o n ? 

A. We p r e f e r the 1982 form, Yates p r e f e r s the 1977. 

The D i v i s i o n doesn't r e q u i r e execution of the o p e r a t i n g 

agreement a t a l l , so I don't t h i n k t h a t ' s a matter even 

of — a reason t o be discussed. 

Q. I f operations are awarded t o Nearburg, then f o r 

those issues t h a t are not resolved i n a p o o l i n g order, do 

you propose t o operate as i f you were su b j e c t t o the 1982 

form or the 1977 form? 

A. The 1982 form. 

Q. A l l r i g h t , s i r . Let me d i r e c t your a t t e n t i o n now 

t o E x h i b i t Number 7. Would you i d e n t i f y t h i s i nformation? 

A. E x h i b i t Number 7 i s a supplemental d r i l l i n g t i t l e 

o p i n i o n prepared by Mr. Rudy Woerndle of Midland, Texas, 

who i s a c e r t i f i e d o i l and gas at t o r n e y f o r New Mexico. 
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Q. What does t h i s document supplement, Mr. Shelton? 

A. I t supplements E x h i b i t Number 8, which i s a t i t l e 

o p i n i o n dated January 26th, 1995, done also by Mr. 

Woerndle, as t o the south h a l f of Section 13. 

We had t h i s t i t l e o p i n i o n supplemented, dated 

March 23rd, 1995, f o r the purpose of ownership as t o the 

southwest q u a r t e r only, which i s the subject of t h i s 

hearing. 

Q. E x h i b i t 7, then, would be apportioned t o the 

southwest q u a r t e r of 13? 

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

Q. When we look a t the t i t l e o p i n i o n , have you 

r e l i e d upon t h i s t i t l e o p inion i n your testimony w i t h 

regards t o how you prepared and presented E x h i b i t Number 2? 

A. I t i s the basis from which I prepared i t . 

Q. Let's t u r n t o page 2. When t h i s t i t l e o p i n i o n i s 

summarized, how d i d you go about e x t r a c t i n g from the 

c a l c u l a t i o n or summary of i n t e r e s t the disputed i n t e r e s t ? 

A. I f I were t o e x t r a c t the disputed i n t e r e s t , I 

would deduct i t from both p a r t i e s , since i t ' s unresolved. 

And i n doing so, i t would leave Nearburg E x p l o r a t i o n 

Company w i t h a 50-percent i n t e r e s t and Yates Petroleum, e t 

a l . , w i t h a o n e - t h i r d i n t e r e s t . 

Since i t ' s i n dispute, i t i s only f a i r t h a t i t be 

taken from both p a r t i e s , because i t w i l l be the s u b j e c t of 
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l i t i g a t i o n , and i t cannot be c r e d i t e d t o e i t h e r . 

Q. I f you do t h a t , then the change t o make on page 2 

i n the summary of the working i n t e r e s t would leave a l l the 

Yates i n t e r e s t s unchanged a t t h a t p oint? 

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

Q. And t o su b t r a c t i t a r i t h m e t i c a l l y — 

A. — from Nearburg — 

Q. — from the Nearburg's i n t e r e s t , and t h a t would 

reduce the 66 2/3 — 

A. F i f t y percent — 

Q. — t o 50 percent? 

A. — and y i e l d a sum of 83.33 percent. 

MR. KELLAHIN: A l l r i g h t , s i r . That concludes my 

examination of Mr. Shelton. 

We move the i n t r o d u c t i o n , w i t h the exception of 

E x h i b i t 6, which has already been r u l e d on, of E x h i b i t s 1 

through 5, and then E x h i b i t s 7 and 8. 

EXAMINER CATANACH: Any o b j e c t i o n s , Mr. C a r r o l l ? 

MR. ERNEST CARROLL: No. 

EXAMINER CATANACH: E x h i b i t s 1 through 5 and 7 

and 8 w i l l be admitted as evidence. 

Mr. C a r r o l l ? 

CROSS-EXAMINATION 

BY MR. ERNEST CARROLL: 

Q. Mr. Shelton, l o o k i n g a t your E x h i b i t Number 1, 
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your l o c a t o r map — 

A. Yes, s i r . 

Q. — the 160 p r o r a t i o n u n i t j u s t d i r e c t l y south of 

the area where we are now involved i n l o o k i n g a t , which 

would be the northwest quarter of Section 24, you operate a 

w e l l i n t h a t s e c t i o n , do you not? 

A. We operate t h a t p r o r a t i o n u n i t . 

Q. A l l r i g h t , and a w e l l — The F a i r c h i l d Number 1 

w e l l i s d r i l l e d i n t h a t p r o r a t i o n u n i t ; i s t h a t c o r r e c t ? 

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

Q. Yates Petroleum owns an i n t e r e s t i n t h a t w e l l , do 

they not? 

A. Yes, they do. 

Q. They have approximately a one-eighth working 

i n t e r e s t ; i s t h a t c o r r e c t ? 

A. I b e l i e v e w i t h the i n t e r e s t they acquired from 

Harvey E. Yates, they do have t h a t i n t e r e s t , i f I'm not 

mistaken. 

Q. Now, Mr. Shelton, j u s t p r i o r t o the time of the 

proposal o f — the two proposals i n March, t h e r e was 

a c t u a l l y an e a r l i e r proposal f o r a w e l l t o be d r i l l e d i n 

the southwest quarter of Section 13, was t h e r e not? 

A. Yes, th e r e was. 

Q. And t h a t ' s dated i n December of 1994? 

A. That may very w e l l be so. 
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Q. And i t was a proposal by Nearburg t o d r i l l a 

Morrow t e s t i n the southwest quarter of Section 13? 

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

Q. Yates — You had conversations w i t h Yates 

Petroleum concerning the d r i l l i n g of a Morrow w e l l i n the 

southwest q u a r t e r of Section 13 d u r i n g the l a t t e r p a r t of 

1994 and the e a r l y p a r t of 1995? 

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

Q. At t h a t time, Yates i n d i c a t e d t h a t they were not 

w i l l i n g t o , one, d r i l l a Morrow w e l l or, two, e n t e r t a i n 

your being the operator of a Morrow w e l l i n t h a t section? 

A. I b e l i e v e t h a t i s t r u e . 

Q. I n t h a t proposal of December 27th, 1994, i t was a 

t y p i c a l proposal, j u s t l i k e the l a t e r one t h a t you have 

introduced as E x h i b i t — I t h i n k i t was dated March 7 t h . 

I t had a cover l e t t e r , AFEs, the same kinds of i n f o r m a t i o n , 

d i d i t not? 

A. I don't remember i t . I don't have i t w i t h me, 

and I'm not f a m i l i a r w i t h i t r i g h t now. 

MR. ERNEST CARROLL: What i s your l a s t e x h i b i t 

number? Twelve? 

MR. FANT: Twelve. 

Q. (By Mr. Ernest C a r r o l l ) I'm going t o show you 

what I've marked as E x h i b i t 13, Yates E x h i b i t 13, and ask 

you t o look a t t h a t and see i f you recognize i t . 
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A. I recognize i t as a w e l l proposal from Nearburg 

E x p l o r a t i o n on the F a i r c h i l d 13 Number 1 w e l l . 

Q. Okay, and t h a t would have been a Morrow t e s t ? 

A. Yes. 

Q. I n t h a t packet there i s a j o i n t o p e r a t i n g 

agreement; i s t h a t not c o r r e c t ? 

A. Yes, t h a t i s c o r r e c t . 

Q. And on the E x h i b i t A — Now, f o r a Morrow t e s t 

t h a t would be a 320-acre? 

A. That's c o r r e c t , and t h i s was proposed as a south-

h a l f u n i t . 

Q. So r e a l l y , the r e p r e s e n t a t i o n t h a t I t h i n k may 

have been i n a d v e r t e n t l y drawn from your e a r l i e r testimony 

i s t h a t t h e r e was conversation between Yates and Nearburg 

concerning t h i s area of concern, p r i o r t o the March — two 

March l e t t e r s t h a t you have introduced i n t o evidence; i s 

t h a t c o r r e c t ? 

A. Oh, f o r the purpose of a Morrow w e l l , which a t 

t h a t l o c a t i o n has now been withdrawn and i s not a p p l i c a b l e 

t o t h i s hearing. 

Q. I understand, but a t l e a s t t h e r e was conversation 

going on between Yates and Nearburg concerning i t ? 

A. Yes, t h e r e was. 

Q. Now, t h e r e was an E x h i b i t A t o the — t o t h a t 

j o i n t o p e r a t i n g agreement, was t h e r e not? 
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A. Yeah, I'm sure there was. 

Q. And i n t h a t E x h i b i t A on December 2 7 t h , you 

c r e d i t e d Yates w i t h ownership of t h a t Holmquist lease, d i d 

you not? 

A. I do not know. Let me look. 

Q. At l e a s t — Let me rephrase my question. 

On E x h i b i t A, you show Yates w i t h one qu a r t e r of 

a 3 20-acre p r o r a t i o n u n i t ; i s t h a t c o r r e c t ? 

A. Let me address your f i r s t question. I have 

examined the e x h i b i t t o t h i s operating agreement, and 

nowhere on i t do I f i n d the Walter Bert Holmquist lease. 

Q. You only l i s t Nearburg's lease i n t h a t e x h i b i t ; 

i s t h a t c o r r e c t ? 

MR. KELLAHIN: Mr. Examiner, I have a p o i n t of 

procedure t o o b j e c t t o . My o b j e c t i o n i s t h a t you have 

d i r e c t e d the p a r t i e s , p a r t i c u l a r l y me and my case, not t o 

engage i n the discussion about the disputed Holmquist 

lease. 

I t ' s t h e r e f o r e i n a p p r o p r i a t e f o r Counsel t o 

cross-examine my witness on a subject matter f o r which I 

was precluded from making a d i r e c t examination. 

MR. ERNEST CARROLL: What — I'm t r y i n g t o j u s t 

b u i l d a foundation f o r my tender of an e x h i b i t which I 

t h i n k should be t r e a t e d j u s t the same as Mr. K e l l a h i n ' s , 

which — The e x h i b i t w i l l be thr e e leases. They are a 
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lease dated i n 1992, 1987 and 1982, which show Yates owning 

or having leased t h i s subject t r a c t . 

I t h i n k i t i s r e l e v a n t , i t i s the c o u n t e r v a i l i n g 

evidence t o E x h i b i t 6. 

A l l I'm t r y i n g t o do — And I w i l l tender t h i s . 

I can tender t h i s testimony and — because Mr. Shelton i s 

not being cooperative here — 

MR. KELLAHIN: I ob j e c t t o the 

c h a r a c t e r i z a t i o n — 

MR. ERNEST CARROLL: Well, I ' l l withdraw t h a t . 

MR. KELLAHIN: — of my witness as not being 

cooperative. 

He's attempting t o do a s u b m i t t a l of proof t o you 

i n an improper way, and he knows how t o do i t r i g h t . I t ' s 

not through the cross-examination of Mr. Shelton. 

MR. ERNEST CARROLL: Well, I don't agree w i t h Mr. 

K e l l a h i n . 

But what I am going t o show i s t h a t on E x h i b i t A, 

t h a t ' s a 32 0-acre p r o r a t i o n u n i t . I tender t h a t i n the 

east h a l f of the south h a l f — or the east q u a r t e r — 

Nearburg owns 100 percent. 

The other 160, i t would have been — as we 

contend, we own 50, they own 50. 

When you combine those two 160s f o r the 320, t h a t 

shows t h a t we owned a quarter of t h a t p r o r a t i o n u n i t , they 
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own t h r e e - q u a r t e r s . 

That i s what i s r e f l e c t e d on E x h i b i t A, a quar t e r 

ownership i n Yates because of our ownership of 50 percent 

of the southwest q u a r t e r . 

I o f f e r t h a t as a tender of proof. 

I then o f f e r t h r e e e x h i b i t s , and I w i l l — the 

th r e e — Excuse me, three leases I w i l l tender as E x h i b i t 

14. 

They are, one, an o i l and gas lease dated 

December 10th, 1981, from Mr. Walter Holmquist t o the Yates 

e n t i t i e s . 

The second page i s a lease dated February 1st, 

1987, from Walter Holmquist t o the Yates e n t i t i e s . 

And the t h i r d i s another f i v e - y e a r lease dated 

October 24th, 1991, t o the Yates e n t i t i e s . 

And I would suggest t h a t these two e x h i b i t s , 13 

and 14, be t r e a t e d the same as Mr. K e l l a h i n 1 s E x h i b i t 

Number 6. 

MR. KELLAHIN: Mr. Examiner, we need t o have you 

make a d e c i s i o n . My o b j e c t i o n t o the cross-examination of 

t h i s witness on t h i s issue. 

MR. ERNEST CARROLL: I t h i n k I withdrew my cross-

examination. 

EXAMINER CATANACH: Did you? 

MR. RAND CARROLL: Did you? 
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MR. ERNEST CARROLL: Yes, s i r . And then I ' l l 

make the tender of proof, so I don't t h i n k t h a t ' s a 

necessary d e c i s i o n . 

EXAMINER CATANACH: Okay, t h a t takes care of Mr. 

K e l l a h i n ' s o b j e c t i o n . 

Do you have any o b j e c t i o n t o the admission of 

these e x h i b i t s as tender of proof, Mr. Ke l l a h i n ? 

MR. KELLAHIN: Yes, s i r , t h a t both p a r t i e s be 

t r e a t e d c o n s i s t e n t l y w i t h t h i s issue. 

EXAMINER CATANACH: I thought we d i d . 

MR. KELLAHIN: I thought so too. We o b j e c t t o 

the tender of proof on h i s leases here t h a t b r i n g i n t o 

q uestion what happens w i t h the 16 percent. 

EXAMINER CATANACH: Okay. 

MR. KELLAHIN: I f we might have copies of those 

subsequent t o the hearing, or i f you have copies now, t h a t 

would — I would appreciate i t . 

EXAMINER CATANACH: So Yates' tenders of proof 

w i l l be accepted a t t h i s time. 

MR. KELLAHIN: I want t o make sure the reco r d i s 

c l e a r , Mr. Examiner. 

These were submitted as tenders of proof f o r only 

the purpose of f i l l i n g i n h i s tender. 

We o b j e c t t o them being admitted as evidence f o r 

your c o n s i d e r a t i o n on the t o p i c of the disputed i n t e r e s t . 
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MR. ERNEST CARROLL: They're t o be t r e a t e d l i k e 

E x h i b i t 6, and I t h i n k they should be kept t o g e t h e r . 

MR. RAND CARROLL: They won't be t r e a t e d as 

e x h i b i t s , they won't be evidence; t h e y ' l l be tenders of 

proof . 

MR. ERNEST CARROLL: Yes, s i r . I ' l l go ahead and 

giv e you those so t h a t you can... 

Q. (By Mr. Ernest C a r r o l l ) Mr. Shelton, addressing 

E x h i b i t Number 4, which i s your l a r g e land p l a t , f r a n k l y , I 

j u s t — I may have not heard. I r e a l l y d i d n ' t understand 

what the purpose of t h i s e x h i b i t — What's the s i g n i f i c a n c e 

of i t , bottom l i n e , f o r admission of t h i s e x h i b i t ? 

A. This e x h i b i t demonstrates Nearburg's operatorship 

of w e l l s i n t h i s area over a p e r i o d beginning i n 1981 and 

shows our c o n s i s t e n t , sustained operatorship and lease 

ownership i n t h i s area and how many w e l l s we've d r i l l e d — 

and how many w e l l s we operate i n t h i s area, as opposed t o 

f o u r miles away where you get i n t o Dagger Draw, the proper 

Dagger Draw c u r r e n t l y developed f i e l d . 

Q. You w i l l agree w i t h me t h a t Yates Petroleum was 

l i k e w i s e engaged i n l e a s i n g d u r i n g 1981 out here i n t h i s 

p a r t i c u l a r area? 

A. I have no knowledge of t h a t whatsoever. I do not 

know what Yates d i d i n 1981. 

Q. You're also aware t h a t Yates Petroleum operates 
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many more w e l l s than Nearburg does i n the Dagger Draw 

f i e l d ? 

A. Not i n t h i s area, they don't. 

Q. With respect — I was a l i t t l e confused as t o 

your testimony as t o what i s the d r i l l i n g r a t e , overhead 

r a t e , t h a t you are proposing or recommending f o r adoption. 

You have i n d i c a t e d t h a t t h e r e i s — between the 

two proposals, t h e r e i s a small d o l l a r d i f f e r e n c e . But 

what r a t e are you asking the Commission t o impose, no 

matter who gets operatorship i n t h i s area, w i t h respect t o 

t h i s — 

A. We w i l l agree w i t h a r a t e of $5400 f o r a d r i l l i n g 

w e l l and $540 f o r a producing w e l l r a t e . 

Q. E x h i b i t Number 3, your l e t t e r of March 29th — 

A. Yes. 

Q. — 1995, f i r s t of a l l , t h i s p a r t i c u l a r q u a r t e r 

s e c t i o n of Section 24, what i s the ownership i n t e r e s t of 

Nearburg? 

A. Current ownership of Nearburg i s 11.25 percent. 

Q. This i s a quarter s e c t i o n where t h e r e are more 

than j u s t the two p a r t i e s , Yates and Nearburg; i s t h a t not 

true? 

A. The Lodewicks and the Johnsons also own i n t e r e s t , 

whose i n t e r e s t i s c u r r e n t l y uncommitted, and e i t h e r p a r t y , 

I assume, could end up w i t h t h a t i n t e r e s t . 
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So Nearburg's i n t e r e s t could be as l a r g e as more 

than 50 percent. 

Q. You're also aware t h a t the Johnsons and Lodewicks 

have a very c o n s i s t e n t p r a c t i c e of e i t h e r j o i n i n g or going 

nonconsent w i t h respect t o the d r i l l i n g of w e l l s out i n 

t h i s area? 

A. That i s not t r u e . The Johnsons lease t o Nearburg 

E x p l o r a t i o n Company and the F a i r c h i l d w e l l d i r e c t l y t o the 

west i n t o the F a i r c h i l d 24 w e l l . 

So I don't t h i n k you could say a t a l l t h a t they 

have a c o n s i s t e n t p a t t e r n of j o i n i n g or going nonconsent. 

They are a lessor i n t h a t w e l l . 

Q. Well, you know the Lodewicks are represented by 

Jim Jennings and t h a t they don't lease? You have 

approached them f o r a lease f o r t h i s p a r t i c u l a r q u a r t e r 

s e c t i o n and they've denied i t , have they not? 

A. I know they have not leased t o us i n t h i s 

s e c t i o n . There i s leases t h a t they've granted i n the past. 

Q. And the Johnsons, l i k e w i s e , have denied a lease 

t o you i n t h i s q u arter section? 

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

Q. So i t ' s not a p o s s i b i l i t y r i g h t now t h a t Nearburg 

would end up w i t h greater than 50 percent i n t e r e s t i n t h a t 

w e l l ? 

A. We are c o n t i n u i n g t o n e g o t i a t e w i t h them. 
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Q. You also know t h a t HEYCO, Harvey E. Yates 

Company, owns s l i g h t l y over 2 0 percent? 

A. 20.3125 percent. 

Q. And you're also aware of t h e i r e l e c t i o n , based 

upon the two proposals t h a t have been sent out here t o go 

w i t h the Yates group, allow them t o — ? 

A. No, I am not aware of t h a t . I have had 

conversations w i t h the land manager a t HEYCO w i t h i n the 

l a s t week, and t h a t was not the expression I got from her 

a t a l l . 

Q. But you're not aware of the conversations t h a t 

they have had w i t h them, p a r t i c u l a r l y Sherry Darr; i s t h a t 

not who you're t a l k i n g to? 

A. Sherry Darr i s who I'm t a l k i n g t o . 

Q. A l l r i g h t . But you're not aware of the 

conversation t h a t occurred i n the l a s t week w i t h Yates 

Petroleum where she has i n d i c a t e d t h a t she would go w i t h 

t h a t ? 

A. I have no knowledge of t h a t . 

Q. The p o i n t being, i s t h a t i n t h i s p a r t i c u l a r 

q u a r t e r s e c t i o n which you have — which has been the 

su b j e c t of t h i s o f f e r of compromise, Nearburg only c o n t r o l s 

11.25 percent; i s t h a t c o r r e c t ? 

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

Q. Now, one i n t e r e s t i n g t h i n g , I want — would l i k e 
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f o r you t o e x p l a i n the purpose of the b l i n d copy n o t a t i o n 

going t o Mr. W i l l i a m J. LeMay. 

What was the purpose of sending t h i s l e t t e r t o 

Mr. LeMay and not, one, i n d i c a t i n g t o Yates Petroleum t h a t 

you sent i t t o him? 

A. I t h i n k i t ' s important f o r Mr. LeMay and the 

Examiners t o know t h a t we are attempting t o s e t t l e these 

hearings before they come before them, so t h a t t hey're not 

back between Yates and Nearburg f o r o p e r a t o r s h i p , t h a t we 

are t r y i n g t o endeavor t o t r u l y not b r i n g cases t h a t don't 

need t o be brought before the Examiner. 

Q. Well, then, Mr. Shelton, wouldn't you agree w i t h 

me t h a t i f you're making t h a t i n f o r m a t i o n known or 

a v a i l a b l e t o Mr. LeMay, i t should l i k e w i s e be made known t o 

Yates Petroleum a t the same time? 

A. As f a r as I understand, i t was. My — t h i s was 

not — As you can see, i t was signed f o r me. I was out of 

town a t the time, and when t h a t l e t t e r was sent t o Yates, 

i t was my understanding t h a t i t was sent t o you w i t h the 

copy n o t i c e d on i t , t h a t i t would go t o W i l l i a m J. LeMay. 

Q. But t h a t ' s not the purpose of a "BCC" n o t a t i o n , 

i s i t ? 

A. My copy of i t has "carbon copy: W i l l i a m J. LeMay" 

on i t . 

Q. And the n o t a t i o n "BCC" p r i o r t o i t ? 
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A. Right. 

Q. And t h i s t e c h n i c a l l y means t h a t t h i s was a b l i n d 

copy t h a t was only sent — no n o t i c e was sent t o the 

addressee of i t ? 

A. Was the r e n o t i c e on your l e t t e r too? 

Q. No. 

A. Well, l i k e I say, I was out of town. I t was 

f u l l y intended f o r n o t i c e t o be given t o you a l l . 

MR. ERNEST CARROLL: Mr. Catanach, I have no 

f u r t h e r questions. 

EXAMINER CATANACH: Any r e d i r e c t ? 

MR. KELLAHIN: Oh, no, s i r . 

EXAMINER CATANACH: Just a couple, Mr. Shelton. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. The o r i g i n a l proposal f o r t h i s w e l l was sent by 

Yates on March 3rd, i s t h a t c o r r e c t ? 

A. Received by us March 3rd, t h a t ' s c o r r e c t . 

Q. Received. That wasn't submitted as an e x h i b i t , 

was i t ? 

A. No, i t wasn't. I assume i t w i l l be. 

Q. I want t o ask you a l i t t l e b i t about — I b e l i e v e 

you t e s t i f i e d t h a t i n t h i s area you have been able t o reach 

an agreement w i t h Yates, a v o l u n t a r y agreement on s i x 

spacing u n i t s ? 
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A. That the Commission — These u n i t s were never 

brought before the Commission. They were v o l u n t a r i l y 

agreed on by Nearburg, where Nearburg acquiesced and 

allowed Yates t o operate. 

Q. A l l s i x of these proposed u n i t s , you allowed 

Yates t o operate? 

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

Q. Have you reached an agreement w i t h Yates on any 

other spacing u n i t s t h a t they have allowed you t o operate, 

v o l u n t a r y agreement? 

A. We had succeeded t o one or more agreements where 

we operate by succession of i n t e r e s t under an o l d o p e r a t i n g 

agreement. 

As I understand, i n the northeast q u a r t e r of 

Section 31 they have an i n t e r e s t where we operate, they 

have a q u a r t e r i n t e r e s t , t h a t was not an agreed-to 

o p e r a t i n g agreement. That agreement o r i g i n a l l y was between 

us and Conoco, 50-50. Yates f i l e d a l a w s u i t against 

Conoco, as I understand i t , ended up w i t h 25 percent. I t 

was also a succession. 

Yes, the northwest quarter of Section 22 t h a t we 

operate, Yates has a — I b e l i e v e a 1-percent i n t e r e s t i n 

t h e r e , or a very small percent. 

We have 87 — We have 90-some percent. We 

operate t h a t . They d i d agree v o l u n t a r i l y . 
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There was a 1984 operating agreement covering the 

east h a l f of Section 22 where we operate, and again they 

have a very small i n t e r e s t . 

And I b e l i e v e those are the only two. 

Q. With regards t o some of these spacing u n i t issues 

t h a t have been resolved v o l u n t a r i l y by Yates and Nearburg, 

can you again b r i e f l y summarize some of the c r i t e r i a t h a t 

was used i n determining who would operate these spacing 

u n i t s ? 

A. The amount of ownership was the main c r i t e r i a . 

And also i t was very important, and one 

determining f a c t o r was — Remembering these u n i t s were 

entered i n t o some years ago, a t the time they were entered 

i n t o , p r o d u c t i o n , a c t u a l production f a c i l i t i e s , p i p e l i n e s 

i n t he area, e l e c t r i c a l s e r v i c e , a l l other t h i n g s were also 

a matter of importance t o us, which those circumstances 

have now changed on the surface t o the ext e n t t h a t they're 

not r e a l l y describable here. 

But as i n the case of the northwest q u a r t e r of 

Section 29, a t the time t h a t was d r i l l e d , our f a c i l i t i e s 

were f a r removed from t h a t , and they had a 75-percent 

i n t e r e s t , we had a 25-percent i n t e r e s t , so we agreed t o 

them o p e r a t i n g . 

I would say surface occupancy of operator 

f a c i l i t i e s and ownership were the two c r i t e r i a on the basis 
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of which we made our de c i s i o n . 

EXAMINER CATANACH: I have nothing f u r t h e r of the 

witness. 

Mr. Shelton may be excused. 

MR. KELLAHIN: Mr. Examiner, a t t h i s time we'd 

c a l l Mr. Tim McDonald. 

TIM MCDONALD. 

the witness h e r e i n , a f t e r having been f i r s t d u l y sworn upon 

h i s oath, was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. McDonald, would you please s t a t e your name 

and occupation? 

A. My name i s Tim McDonald. I'm a petroleum 

engineer f o r Nearburg producing i n Dallas, Texas. 

Q. Mr. McDonald, on p r i o r occasions have you 

t e s t i f i e d before t h i s D i v i s i o n i n the f i e l d of petroleum 

engineering? 

A. Yes, I have. 

Q. With regards t o t h i s p a r t i c u l a r issue before the 

Examiner today, have you made a comparison between the 

Nearburg AFE and the Yates AFE? 

A. Yes, I have. 

Q. I n a d d i t i o n , are you f a m i l i a r w i t h t he 

a v a i l a b i l i t y of surface f a c i l i t i e s t o support t h i s w e l l i f 
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the o p e r a t o r s h i p i s awarded t o Nearburg? 

A. Yes, I am. 

MR. KELLAHIN: We tender Mr. McDonald as an 

expert petroleum engineer. 

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

Q. (By Mr. Ke l l a h i n ) Mr. McDonald, l e t ' s have you 

take what's marked as E x h i b i t 12. The base map i s a 

Midland Map Company map, I assume? 

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

Q. A l l r i g h t . Are you s a t i s f i e d t h a t i t i s 

reasonably c u r r e n t and accurate f o r the purposes t h a t we're 

about t o discuss? 

A. Yes, I t h i n k i t i s . 

Q. On top of t h a t map you have caused c e r t a i n 

i n f o r m a t i o n t o be superimposed. Before we t a l k about the 

d e t a i l s , what i s your purpose and o b j e c t i v e i n sponsoring 

t h i s e x h i b i t ? 

A. Well, b a s i c a l l y i t ' s t o show t h a t we have water 

l i n e s , e l e c t r i c l i n e s and surface f a c i l i t i e s i n s t a l l e d on 

our Nearburg F a i r c h i l d 24 Number 1 w e l l , which i s the 

adjacent 160 t o the 160 i n discussion here, and t o show 

t h a t we can handle — economically handle the p r o d u c t i o n 

from t h e proposed w e l l . 

Q. Why i s t h a t an issue i n your mind as an engineer, 

when you look a t p o t e n t i a l Cisco/Canyon p r o d u c t i o n i n t h i s 
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p a r t i c u l a r p o r t i o n of the pooled area? 

A. Well, based on our t e s t s on our F a i r c h i l d , or our 

l i m i t e d t e s t s , we a n t i c i p a t e d making a considerable amount 

of water, comparable t o the Dagger Draw proper f i e l d . 

So i n order t o operate the w e l l economically, you 

have t o have a s a l t w a t e r disposal system i n place. 

Q. Describe f o r us the components t h a t you've 

i d e n t i f i e d t o be issues of importance t o the Examiner 

concerning s e r v i c i n g t h i s w e l l i f Nearburg's ope r a t o r s h i p 

i s awarded t o Nearburg. 

A. That shows our Akeman [phonetic] s a l t w a t e r 

d i s p o s a l w e l l and a l i n e t h a t we've constructed running up 

t o t h e F a i r c h i l d 24 Number 1 w e l l . I t shows the e l e c t r i c 

l i n e t h a t we've i n s t a l l e d from the road down t o the 24 

w e l l , and i t shows the tank b a t t e r y t h a t we're c u r r e n t l y 

i n s t a l l i n g on the Number 24 l o c a t i o n t h a t we would most 

l i k e l y propose t o use also as the 13 Number 2 w e l l . 

Q. What's the c u r r e n t s t a t u s of the F a i r c h i l d 24 

Number 1 w e l l , the w e l l t o the south of t h i s dispute? 

A. I t ' s c u r r e n t l y shut i n , w a i t i n g on a gas l i n e t o 

be i n s t a l l e d , gas sales l i n e . 

Q. What type of f a c i l i t i e s are r e q u i r e d f o r 

s e r v i c i n g the F a i r c h i l d 13 Number 2 w e l l i f the D i v i s i o n 

awards the operatorship t o Nearburg? 

A. Well, we c e r t a i n l y need a heater t r e a t e r and a 
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free-water knockout separate from the 24 w i t h metering 

equipment, so we would meter the two w e l l s s e p a r a t e l y . 

And then, depending on the volumes t h a t were 

produced out of 24 and the 13, the tank b a t t e r y may be 

s u f f i c i e n t t h a t we have now. We might have t o add t o t h a t . 

Q. Were you involved i n designing and equipping the 

F a i r c h i l d 24 Number 1 w e l l , i n terms of i t s equipment? 

A. Yes. 

Q. Let me ask you, s i r , t o t u r n t o E x h i b i t Number 

13. Did Mr. Shelton provide you w i t h a copy of the Yates 

AFE? 

A. At some p o i n t he d i d . I'm not sure e x a c t l y when. 

Q. A l l r i g h t . When we look a t t h i s spreadsheet, 

then, E x h i b i t Number 13, before we t a l k about the d e t a i l s , 

describe f o r us what you were doing. 

A. A l l I was doing was t r y i n g t o cat e g o r i z e — 

Obviously, the l e v e l of d e t a i l i n the two AFEs are 

d i f f e r e n t , so you r e a l l y can't look a t them l i n e item by 

l i n e item and make a comparison. 

I was t r y i n g t o look a t a gross o v e r a l l 

d i f f e r e n c e i n the two AFEs and t r y t o s o r t out areas where 

t h e r e were l a r g e discrepancies i n cost. 

Q. I f you take the Yates AFE and the Nearburg AFE as 

w e ' l l see them i n the package and l a y them side by s i d e , 

then i t ' s r a t h e r d i f f i c u l t t o make a l i n e - i t e m - b y - l i n e - i t e m 
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comparison? 

A. Right, they don't look very much a l i k e a t a l l . 

Q. They're formatted i n a d i f f e r e n t way? 

A. Right. 

Q. Do you have experience i n preparing AFEs? 

A. Yes. 

Q. What i s t h a t experience? 

A. Well, I've been preparing AFEs f o r s e v e r a l years 

i n t h i s area. 

Q. Who prepares Nearburg's AFEs f o r t h i s area when 

they are t o be prepared? 

A. Generally myself, w i t h some assistance from our 

f i e l d personnel. 

Q. When you reorganize the i n f o r m a t i o n f o r E x h i b i t 

13, then, you are t r y i n g t o put components i n each AFE by 

which you then can make a d i r e c t comparison? 

A. The best I could, yes. 

Q. When we look a t the bottom l i n e s of s i g n i f i c a n c e 

t o you as an engineer i n making comparisons of the two 

AFEs, w i t h o u t going through the e n t i r e spreadsheet l e t ' s 

f i n d the l o g i c a l s u b d i v i s i o n s of costs and have you show us 

the comparisons as f o r e c a s t by each company. 

A. Okay. I t h i n k the major d i f f e r e n c e t h a t I see i s 

on the d r i l l i n g footage r a t e , and we c u r r e n t l y have a 

c o n t r a c t i n place f o r $14.50 a f o o t , whereas the Yates AFE 
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showed $17.50, which, a t a depth of 8200 f e e t , would be 

approximately a $25,000 d i f f e r e n c e . 

I b e l i e v e Yates 1 AFE was a c t u a l l y 8500 f e e t , so 

there's some d i s t o r t i o n i n t h a t cost. I t h i n k t h e i r s was 

$149,000 and ours was $118,000. 

We f e e l g e o l o g i c a l l y t h a t the 8200 f e e t should be 

deep enough f o r t h i s t e s t . 

Q. When you're t r y i n g t o make a judgment about 

comparing AFEs, i s the d r i l l i n g footage r a t e an item of 

concern f o r you? 

A. Yes, i t ' s a major p o r t i o n of the dryhole cost, 

c e r t a i n l y . 

Q. And i n t h i s instance, you have con t r a c t e d p r i c e 

of $14.50 a foot ? 

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

Q. And the Yates AFE, when t h a t ' s examined, t h a t ' s 

based upon $17 a foot? 

A. I be l i e v e i t ' s $17.50. 

Q. $17.50? Both companies are proposing t o use a 

footage r a t e f o r d r i l l i n g the well? 

A. We are. By judging from t h e i r AFE, I presume 

they are. 

Q. When we go down the spreadsheet, f i n d another 

p o i n t of s u b s t a n t i a l s i g n i f i c a n t d i f f e r e n c e between the two 

AFEs. 
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A. Really, on the f i r s t page, you know, i t looks 

l i k e the cementing of the production casing — our 

experience out there i s — you know, we've been — I t ' s 

been c o s t i n g us about $30,000. They were showing $38,000. 

I guess t h a t ' s an $8000 d i f f e r e n c e . 

R e a l l y , the r e n t a l , d r i l l i n g t o o l s and equipment 

i s misleading, because t h e i r AFE categorizes — We break 

ours out i n more d e t a i l than t h a t , so even though there's a 

b i g d i f f e r e n c e t h e r e , we p i c k up those costs i n other 

areas. So t h a t ' s not r e a l l y s i g n i f i c a n t . 

Q. Okay. 

A. Really, on the second page, on the completion, 

ours — 

Q. Well, l e t ' s get down t o the bottom l i n e on the 

f i r s t page. 

A. A l l r i g h t . 

Q. When you t o t a l these numbers up, what do each 

proposal show? 

The net e f f e c t , when the comparison i s made on 

the t o t a l i n t a n g i b l e s , you've got a $54,600 number i n 

parentheses? 

A. Right. 

Q. What does t h a t mean? 

A. That's the t o t a l — That's the completion and 

dryhole i n t a n g i b l e d i f f e r e n c e . I t ' s the i n t a n g i b l e dryhole 
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costs and completion costs, the d i f f e r e n c e i n the two AFEs. 

Q. And i f a number i s i n a parentheses, what does 

t h a t s i g n i f y ? 

A. I t s i g n i f i e s t h a t Nearburg's number i s le s s . 

Q. Okay. When we look a t the bo t t o m - l i n e e n t r y a t 

t h a t p o i n t , the $54,600 i s the volume — the t o t a l d o l l a r s 

higher a t t h i s p o i n t i n the AFE comparison f o r the Yates 

AFE than the Nearburg AFE? 

A. That's r i g h t . 

Q. A l l r i g h t . Let's t u r n t o the second page. 

When we look a t the second page and look a t the 

t a n g i b l e costs, so we don't have t o go through a l l these 

e n t r i e s , f i n d the ones t h a t are of importance t o you t h a t 

represent a s i g n i f i c a n t d i f f e r e n c e . 

A. Well, c e r t a i n l y the a r t i f i c i a l l i f t equipment. 

There's about a $30,000 d i f f e r e n c e t h e r e , and t h a t ' s 

probably based on them — a d i f f e r e n t s i z e of a r t i f i c i a l 

l i f t equipment than we're a n t i c i p a t i n g using t h e r e . 

I b e l i e v e t h a t whatever i s a c t u a l l y used, the 

cost would be the same t o e i t h e r p a r t y . But based on our 

experience i n the F a i r c h i l d w e l l , we f e e l l i k e we can get 

by w i t h less equipment, apparently. 

Q. There's a s i g n i f i c a n t p r i c e d i f f e r e n t i a l two 

columns down? 

A. Right. 
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Q. There's a $5000 d i f f e r e n c e . To what i s t h a t 

a t t r i b u t e d ? 

A. Well, the tank b a t t e r y , we a c t u a l l y included i n 

t h i s AFE $15,000 f o r a tank b a t t e r y . 

We f e e l l i k e most l i k e l y w e ' l l be able t o get the 

Commission's approval t o use common surface storage 

f a c i l i t i e s , anyway, but we won't have t o even spend t h a t 

$15,000, or a t l e a s t j u s t a p a r t of i t . 

Q. I s t h a t an item, i n your o p i n i o n , t h a t represents 

a s i g n i f i c a n t d i f f e r e n c e i n analyzing the two AFEs? 

A. Yes. 

Q. And can you q u a n t i f y the d i f f e r e n c e as 

represented on the two AFEs? 

A. Well, they're showing $2 0,000, we're showing 

$15,000. 

I suspect t h a t i f we're allowed t o use the common 

f a c i l i t i e s i t may cost us, you know, more l i k e $5000. So 

maybe a $15,000 d i f f e r e n c e . 

Q. A l l r i g h t . As we move down the column, then, 

what i s the next e n t r y t h a t ' s of importance t o you? 

A. Well, obviously the $50,000 on the separator, 

heater t r e a t e r s , and I don't know a l l t h a t ' s included i n 

Yates' — i n t h a t category. I would presume i t includes 

f l o w l i n e s , s a l t w a t e r - d i s p o s a l g a t h e r i n g l i n e s . 

I don't know where t h e i r system i s i n t h i s area 

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



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 

58 

but, you know, i t seems a w f u l l y high f o r surface equipment. 

Q. Based upon your knowledge — Where i s t h e i r 

c l o s e s t f a c i l i t i e s , based upon your knowledge, t h a t could 

s e r v i c e t h i s w e l l i f they're awarded operatorship? 

A. I r e a l l y don't know. 

Q. Okay. When we go down the AFE, then, what i s the 

next e n t r y t h a t 1 s of importance? 

A. Well, I t h i n k those are the major — the 

h i g h l i g h t s . 

Q. When you t o t a l a l l the t a n g i b l e s , t he $58,92 0 

number i s i n parentheses? 

A. Right. 

Q. And t h a t represents the excess of the Yates AFE 

over the Nearburg AFE? 

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

Q. And when you combine the t a n g i b l e and the 

i n t a n g i b l e , what i s the t o t a l d i f f e r e n t i a l ? 

A. I t looks l i k e $113,520. 

Q. That t h e i r AFE i s higher than yours? 

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

MR. KELLAHIN: That concludes my examination of 

Mr. McDonald. 

We move the i n t r o d u c t i o n of h i s E x h i b i t s 12 and 

13. 

EXAMINER CATANACH: E x h i b i t s 12 and 13 w i l l be 
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admitted as evidence. 

Mr. C a r r o l l ? 

CROSS-EXAMINATION 

BY MR. ERNEST CARROLL: 

Q. Mr. McDonald, the term AFE — or the numbers used 

i n an AFE, these are j u s t estimates, are they not? 

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

Q. Have you done a study t o determine what 

Nearburg's percentage or r a t e of success has been i n 

complying w i t h or coming close t o d r i l l i n g t he w e l l s i n 

t h i s area i n accordance w i t h t h e i r AFEs? 

A. Back i n time we d i d . I t ' s been a couple years 

ago. 

Q. You are aware t h a t t h a t study showed t h a t 

Nearburg c o n s i s t e n t l y averages more f o r a c t u a l cost than 

what t h e i r AFEs are? 

A. I be l i e v e t h a t was c o r r e c t . 

Q. Now, t h i s p a r t i c u l a r AFE, you d i d not prepare i t , 

d i d you? 

A. Yes, I d i d . 

Q. You d i d prepare i t ? 

A. Yes. 

Q. As I understood your testimony, Mr. K e l l a h i n 

asked when you f i r s t saw i t , and you i n d i c a t e d t h a t Mr. 

Shelton showed i t t o you? 
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MR. KELLAHIN: No, I was re p r e s e n t i n g the Yates 

AFE. 

Q. (By Mr. Ernest C a r r o l l ) Okay. So you prepared 

t h i s AFE? 

A. Right. 

Q. Can you t e l l me why your sign a t u r e was not on the 

AFE submitted t o Yates or i n the E x h i b i t 5 t h a t Nearburg 

has tendered t o Mr. Shelton? 

A. I would suspect my i n i t i a l s are on i t under 

"prepared", are they not. 

Q. Okay. TRM, would t h a t be — 

A. That would be — 

Q. — your i n i t i a l ? 

Now, are you i n the h a b i t of j u s t having someone 

type t h a t i n , or do you sig n these AFEs? What i s the 

procedure? Do you j u s t have some sec r e t a r y type one out, 

or do you i n d i v i d u a l l y prepare an AFE? 

A. I i n d i v i d u a l l y prepare them on my computer. 

Q. You i n d i c a t e d t h a t one of the key d i f f e r e n c e s on 

the i n t a n g i b l e s was the d r i l l i n g footage r a t e ; i s t h a t 

c o r r e c t ? 

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

Q. You sa i d t h a t you had a c o n t r a c t i n place on the 

d r i l l i n g ? 

A. That's c o r r e c t . 
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Q. Who i s t h a t c o n t r a c t with? 

A. Peterson D r i l l i n g Company. 

Q. And does t h a t in-place d r i l l i n g c o n t r a c t r i g h t 

now s p e c i f y t h a t they w i l l d r i l l t h i s p a r t i c u l a r w e l l , the 

F a i r c h i l d Number 2 w e l l , a t t h a t rate? 

A. Yes, i t does. 

Q. So you've already — When d i d you c o n t r a c t w i t h 

Peterson? 

A. Well, we have a — I t ' s a m u l t i - w e l l c o n t r a c t 

t h a t covers a given area, and i n c e r t a i n areas the p r i c e i s 

such, and i n other areas i t ' s a d i f f e r e n t p r i c e . 

Q. Well how many more w e l l s do you have on t h a t 

Peterson contract? Are you saying i t ' s j u s t l i m i t e d t o an 

X amount of wells? Or i s i t every w e l l t h a t Nearburg wants 

t o d r i l l i n a c e r t a i n area, you get t h i s footage rate? 

A. I n the past i t was o r i g i n a l l y set up f o r f i v e or 

s i x w e l l s , and we've extended i t from time t o time under 

the same terms. 

Q. Well, have you had conversation w i t h Peterson 

D r i l l i n g a t t h i s time, since there's been somewhat of a 

d r i l l i n g boom out t h e r e , t o v e r i f y w i t h them t h a t they w i l l 

d r i l l t h i s p a r t i c u l a r l o c a t i o n a t t h a t footage rate? 

A. Yes, I have. 

Q. And when d i d t h a t conversation take place? 

A. I b e l i e v e we t a l k e d t o them l a s t week. 
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Q. Who d i d you t a l k to? 

A. I suppose Ray Peterson. 

Q. Suppose? 

A. Ray Peterson. 

Q. Well, d i d you do the t a l k i n g , or d i d someone else 

do the t a l k i n g ? 

A. A c t u a l l y , i t may have been our d r i l l i n g 

superintendent, Butch Lewis, may have t a l k e d t o him. 

Q. A l l r i g h t . I t wasn't you, though? 

A. I t a l k e d t o him i n general terms about the 

c o n t r a c t . I can't r e c a l l i f I t a l k e d about the s p e c i f i c 

w e l l . 

Q. You made a comment t h a t t h e r e was a d i f f e r e n c e i n 

the t o t a l amount of hole p r o j e c t e d t o be d r i l l e d , Nearburg 

p r o j e c t i n g a somewhat shallower hole; i s t h a t c o r r e c t ? 

A. That's r i g h t . 

Q. And i n your e s t i m a t i o n , t h a t was s u f f i c i e n t hole? 

A. That's r i g h t . 

Q. Why do you d r i l l beyond the TD? What i s the 

purpose of d r i l l i n g more hole below the o b j e c t i v e i n these 

Delaware wells? 

A. Well, i n these Cisco/Canyon w e l l s — 

Q. Excuse me, I don't mean Delaware, I meant 

Cisco/Canyon. 

A. We g e n e r a l l y t r y t o d r i l l the whole Cisco/Canyon 
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i n t e r v a l and then d r i l l enough r a t h o l e below t h a t t o run 

our l o g g i n g t o o l s . 

Q. Just t o run the logging t o o l s ? I s t h a t the only 

purpose f o r d r i l l i n g r a t h o l e ? 

A. No, also f o r your cementing operations. 

Q. What about the use of a submersible pump, Mr. 

McDonald? 

A. Also, use of a submersible pump, t h a t ' s — 

Q. A l l r i g h t , and t h a t i s probably the key purpose 

of d r i l l i n g a deeper r a t h o l e , deeper than the o b j e c t i v e , so 

as t o accommodate these submersible pumps, which have 

become the boon t o t h i s f i e l d ? 

A. That i s an important reason als o . 

Q. Now, you've i n d i c a t e d t h a t you t h i n k you can save 

some money by i n s t i t u t i n g a common tank b a t t e r y ? 

A. Right. 

Q. Mr. McDonald, do you know of any examples of a 

common tank b a t t e r y being used out here i n the Dagger Draw 

f i e l d ? 

A. Yates has three or fou r of them t h a t we've 

approved. They've sent us noti c e s t o agree w i t h , and we've 

complied w i t h them, gone along w i t h i t . 

Q. A l l r i g h t . But what t h a t means i s t h a t t h e r e has 

t o be an agreement; i s t h a t c o r r e c t ? 

A. That's c o r r e c t . 
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Q. And Nearburg a t t h i s time has not done anything 

concerning an agreement as f a r as using a common tank 

b a t t e r y ? 

A. No, t h a t would g e n e r a l l y be done a f t e r the w e l l , 

a f t e r we know we've made a w e l l . 

Q. But — And then a f t e r the agreement, then i t has 

t o be approved by the OCD; i s t h a t c o r r e c t ? 

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

Q. Now, you i n d i c a t e d t h a t you were unaware of the 

s a l t w a t e r d i s p o s a l f a c i l i t i e s of Yates Petroleum; i s t h a t 

c o r r e c t ? 

A. That's r i g h t . 

Q. Then you're unaware of Yates' s a l t w a t e r d i s p o s a l 

w e l l up i n the northeast of the northwest of Section 14? 

The dryhole w e l l t h e r e , i t says — 

A. The Cotton Federal. Now t h a t you've p o i n t e d i t 

out, I've heard of i t over the years. But, you know, I 

haven't s t u d i e d t h e i r d i sposal systems a t a l l . 

Q. A l l r i g h t . So you have heard of the f a c t t h a t 

Yates does have a disposal w e l l i n t h a t p a r t i c u l a r area? 

A. I b e l i e v e I have. 

Q. And t h a t d i sposal w e l l i s c l o s e r than the Akeman 

State s a l t w a t e r disposal well? 

A. I t ' s c l o s e r than the w e l l — 

Q. I t ' s c l o s e r t o — 
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A. — i t ' s not close r than our Birc h o u t [ p h o n e t i c ] 

24 g a t h e r i n g l i n e . 

Q. But the disposal w e l l i s closer? 

A. The w e l l i s , yes. 

Q. A l l r i g h t . There are costs associated w i t h 

pumping water over a long distance, are the r e not? 

A. There can be, yes. 

MR. ERNEST CARROLL: I have no other questions. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. McDonald, what was the proposed TD on the 

Yates AFE? 

A. I b e l i e v e i t was 8500. 

Q. So t h a t 8500 depth i s included i n the footage 

r a t e or footage — 

A. Right, t h a t — 

Q. — cost? 

A. — $149,000 i s included i n t h a t . 

So l i k e I b e l i e v e I t e s t i f i e d , i t ' s more l i k e a 

$25,000 d i f f e r e n c e r a t h e r than a $30,000. 

Q. Okay. Mr. C a r r o l l i n d i c a t e d t h a t Nearburg had 

conducted a study on i t s d r i l l i n g costs. 

Do you r e c a l l approximately what percentage 

higher the a c t u a l d r i l l i n g costs came over, came i n on 

the — 
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A. A l o t less than Yates' was. I don't r e c a l l . I 

t h i n k — I don't r e c a l l , I don't. Ten t o 15 percent, the 

way I r e c a l l , but I could be wrong. 

Q. Did you also express an op i n i o n about Yates' 

d r i l l i n g ? 

A. Yes, t h a t was, I t h i n k , the purpose o f the study, 

yes. And I don't r e c a l l what t h e i r s was. I know i t was 

more than Nearburg's, though. 

Q. So would you consider those two f a c t o r s t o cancel 

each other out, e s s e n t i a l l y ? 

A. I t ' s been our h i s t o r y — You know, i t ' s been our 

experience t h a t our AFEs are u s u a l l y more accurate than 

t h e i r s . 

EXAMINER CATANACH: Okay, I have no f u r t h e r 

questions. 

MR. KELLAHIN: Do you want t o take another 

witness before you have a break, Mr. Examiner? I'm down t o 

my geologic p r e s e n t a t i o n . 

EXAMINER CATANACH: I s i t long? 

MR. KELLAHIN: I don't know, 20, 30 minutes. 

(Off the record) 

EXAMINER CATANACH: L e t ' s t a k e a few m i n u t e s 

here. 

(Thereupon, a recess was taken a t 2:53 p.m.) 

(The f o l l o w i n g proceedings had a t 3:10 p.m.) 
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EXAMINER CATANACH: A l l r i g h t , c a l l t he hearing 

back t o order. 

C a l l your next witness, Mr. K e l l a h i n . 

JERRY ELGER, 

the witness h e r e i n , a f t e r having been f i r s t d u l y sworn upon 

h i s oath, was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Elger, f o r the record would you please s t a t e 

your name and occupation? 

A. J e r r y Elger. I'm a g e o l o g i s t f o r Nearburg 

Producing company. 

Q. And where do you r e s i d e , s i r ? 

A. I n Midland, Texas. 

Q. You're going t o have t o speak up. The hum of 

t h i s f an i s p r e t t y i r r i t a t i n g , I t h i n k , a t t h i s end of the 

room, so speak up. 

Now, t h a t microphone i s not going t o help you; 

t h a t ' s j u s t f o r the cour t r e p o r t e r . So y o u ' l l have t o keep 

the volume of your voice up. 

On p r i o r occasions, have you t e s t i f i e d before the 

D i v i s i o n Examiner and been q u a l i f i e d by t h i s agency as an 

expert i n matters of petroleum geology? 

A. Yes, I have. 

Q. Have you p r e v i o u s l y t e s t i f i e d before the D i v i s i o n 
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concerning geologic i n t e r p r e t a t i o n s t h a t you have made f o r 

p o r t i o n s of the North Dagger Draw Upper Pennsylvanian Pool? 

A. Yes, I have. 

Q. When Mr. Nearburg and h i s v a r i o u s employees look 

f o r a g e o l o g i s t on s t a f f t o handle geologic 

i n t e r p r e t a t i o n s , i t ' s you, i s i t not, s i r ? 

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

Q. Were you asked t o make a f u r t h e r geologic 

i n v e s t i g a t i o n of the geologic matters surrounding Yates' 

proposed l o c a t i o n as i t compared t o what Nearburg was 

proposing as a l o c a t i o n w i t h i n t h i s q u a r t e r section? 

A. Yes, I was. 

Q. And have you done a l l t h a t work? 

A. I have. 

Q. And based upon t h a t work, do you now have 

opinions and conclusions about the ap p r o p r i a t e l o c a t i o n a t 

which t o put t h i s well? 

A. Yes, I have. 

MR. KELLAHIN: We tender Mr. Elger as an expert 

petroleum g e o l o g i s t . 

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

Q. (By Mr. K e l l a h i n ) Mr. Elger, when you're l o o k i n g 

i n your o f f i c e f o r the t o o l s of your t r a d e t o apply t o t h i s 

p a r t i c u l a r issue, what are the kinds of t h i n g s t h a t you're 

going t o want t o look a t as a g e o l o g i s t t o make decisions 
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f o r t h i s p o r t i o n of what i s i d e n t i f i e d as the east edge of 

North Dagger Draw? 

A. You're going t o want t o u t i l i z e t he f u l l s u i t e of 

e l e c t r i c logs, p o r o s i t y logs, sonic logs, d e n s i t y neutron 

lo g s , r e s i s t i v i t y logs, whatever i s a v a i l a b l e , whatever has 

been run i n the w e l l s . 

A f u l l s u i t e of mud logs i s very h e l p f u l . I t 

helps a s c e r t a i n where the o i l - w a t e r contacts occur. 

And of course, whatever seismic would be 

a v a i l a b l e . 

Q. With regards t o the geologic l o g i n f o r m a t i o n , d i d 

you have a l l t h a t i n f o r m a t i o n f o r a l l the w e l l s i n t h i s 

area? 

A. Yes, I d i d . 

Q. Are th e r e any w e l l s operated i n t h i s area by any 

other operator f o r which you d i d not have logs? 

A. No. 

Q. I n terms of the mud logs, d i d you have a v a i l a b l e 

a l l mud logs? 

A. I had the m a j o r i t y of the mud logs t h a t are f o r 

w e l l s t h a t were d r i l l e d on my E x h i b i t Number 14. 

Q. I n a d d i t i o n , d i d you have a v a i l a b l e t o you any 

seismic data? 

A. Yes, we d i d . 

Q. And how was t h a t i n f o r m a t i o n of use t o you as a 
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g e o l o g i s t ? 

A. I t helps determine — Well, the r e f l e c t i o n 

surface a t the top of the Canyon carbonate s e c t i o n i s a 

very good seismic r e f l e c t o r , and we u t i l i z e d our seismic 

i n f o r m a t i o n i n t h i s area t o determine the highs and lows of 

the t op of the Canyon. 

Q. When you're l o o k i n g a t t a k i n g t h a t i n f o r m a t i o n 

and o r g a n i z i n g i t and e v a l u a t i n g i t i n a p a r t i c u l a r way, 

what k i n d of maps do you want t o look a t i n order t o reach 

conclusions? 

A. I t depends on what's r e l e v a n t . 

Q. That's what I want you t o t e l l me. What's 

r e l e v a n t f o r t h i s ? 

A. I n t h i s case, what's r e l e v a n t i s the pay s e c t i o n 

i n t h e F a i r c h i l d 24 Number 1, i n the northwest q u a r t e r of 

Section 24, t h a t we've d r i l l e d and operated by Nearburg 

Producing Company. 

Q. Well, why i s t h a t going t o be important t o you? 

I s n ' t t h a t simply the k i n d of production we're g e t t i n g i n 

North Dagger Draw, f a r t h e r t o the west? 

A. Well, i t ' s a l i t t l e b i t d i f f e r e n t than — Y o u ' l l 

see on some of the di s p l a y s I have t h a t i t i s a l i t t l e b i t 

d i f f e r e n t than what's present and producing over i n the 

Dagger Draw f i e l d . 

Q. So what k i n d of map would you produce? 

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



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 

71 

A. I produced a s t r u c t u r e map on the top of the 

dolomite r e s e r v o i r , which was compiled u t i l i z i n g both 

subsurface w e l l c o n t r o l and seismic, and I also u t i l i z e d 

the mud logs a v a i l a b l e t o me. 

Q. I s s t r u c t u r e going t o be a matter of s i g n i f i c a n c e 

t o you as a g e o l o g i s t when we look a t your maps? 

A. I t i s i n t h i s case, yes. 

Q. And why i s i t i n t h i s case? 

A. Because we t h i n k the base of the pay s e c t i o n i n 

the producing w e l l i s very close t o the o i l - w a t e r contact. 

And again, i t ' s a l i t t l e b i t d i f f e r e n t — Well, 

i f I could r e f e r t o my E x h i b i t 14 and s t a r t i n t h i s 

c o l l e c t i o n of e x h i b i t s , y o u ' l l understand a l o t b e t t e r why 

a l l t h i s i n f o r m a t i o n t i e s together and i s r e l e v a n t t o the 

proposed l o c a t i o n s i n the southwest q u a r t e r of Section 13. 

Q. A l l r i g h t . I n a d d i t i o n t o mapping the s t r u c t u r e , 

are t h e r e any other c r i t i c a l maps t h a t you as a g e o l o g i s t 

would prepare t o address t h i s issue? 

A. Yes, i n t h i s case th e r e i s . 

Q. And what may they be? 

A. That's the thickness of the pay. 

Q. And why i s t h a t important? 

A. Because the pay appears t o pinch out t o the west, 

updip t o the west, i n t o a grade from a porous dolomite 

f a c i e s i n t o a nonporous dolomite r e s e r v o i r rock. 
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And because of t h a t , t h e r e i s a d i f f e r e n t o i l -

water contact i n t h i s area than t h e r e i s f o r what's known 

f o r — recognized f o r Dagger Draw. 

Q. Are t h e r e any other a d d i t i o n a l mapping components 

t h a t you need t o prepare i n order t o make a comprehensive 

judgment about where t o put these wells? 

A. Those are the main i n g r e d i e n t s , a l l of the 

subsurface c o n t r o l , the w e l l logs, the seismic. 

Q. Having done a l l t h a t work, what i s your 

conclusion about the appropriate l o c a t i o n f o r t h i s w e l l ? 

Should i t be, as Yates has proposed i t t o be, 660 

out of the corner? 

Or should i t be, as Nearburg proposed i t , 1980 

from the west l i n e , 660 from the south? 

A. I t should be as Nearburg proposed. 

Q. And why, s i r ? 

A. Well, because as my e x h i b i t s w i l l show, t h e i r 

proposed l o c a t i o n appears t o be s t r u c t u r a l l y low t o the 

Nearburg producing w e l l i n the northwest q u a r t e r of Section 

24. 

And i n the case — I f t h e r e i s r e s e r v o i r rock 

present a t t h a t l o c a t i o n , i t would be below the water 

contact and water-bearing, not hydrocarbon-bearing. 

Also, t h a t w e l l i s s i t u a t e d t o the west of the 

Nearburg proposed l o c a t i o n and i n close p r o x i m i t y t o — a t 
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l e a s t I've i n t e r p r e t e d i n close p r o x i m i t y t o the pinchout 

or t he g r a d a t i o n of the r e s e r v o i r rock i n t o the t i g h t 

n o n r e s e r v o i r limestone f a c i e s . 

Q. The productive p o r t i o n of the r e s e r v o i r i n t h i s 

area i s going t o be i n the dolomite, i s i t not? 

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

Q. And when we move i n t o the limestone, the 

limestone i n t h i s area i s not going t o produce 

hydrocarbons? 

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

Q. Did Mr. Shelton come t o you w i t h Yates' w e l l 

proposal as t o i t s l o c a t i o n ? 

A. Yes, he d i d . 

Q. And what i f any r e a c t i o n d i d you have t o t h a t ? 

A. My f i r s t r e a c t i o n was t h a t i t would be — could 

be both low and t i g h t , and there would be a hi g h degree of 

r i s k i n d r i l l i n g t h a t l o c a t i o n . 

Q. And were you able t o make t h a t judgment based 

upon work t h a t you had already conducted? 

A. Yes, I d i d . 

Q. Were you the g e o l o g i s t t h a t helped l o c a t e the 

F a i r c h i l d 24 Number 1 w e l l t o the south? 

A. Yes, I was. 

Q. And so you already had knowledge and i n f o r m a t i o n 

about where t o put the w e l l i n the southwest q u a r t e r of 
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t h i s section? 

A. Well, when we o r i g i n a l l y d r i l l e d the well i n 

Section 24, i t was proposed to d r i l l as a Morrow location. 

And we encountered a hydrocarbon show i n the Canyon 

dolomite, opposite where we ended up perforating and 

completing the w e l l . 

And based on the d r i l l stem tests t h a t we took 

across t h a t i n t e r v a l and the resul t s of that d r i l l stem 

t e s t , I immediately undertook mapping of tha t p a r t i c u l a r 

i n t e r v a l t o see where the extent of i t could p o t e n t i a l l y 

occur. 

Q. Let's look to see the resul t s of your work 

product, Mr. Elger. I f y o u ' l l look at what we've marked as 

Exhibit 14, does t h i s represent your work? 

A. Yes, i t does. 

Q. Before we t a l k about the i n t e r p r e t a t i o n , set the 

stage f o r the information that we're seeing. 

A. Okay, there's three colors displayed on t h i s 

e x h i b i t . The gray l i n e that — The gray l i n e i s roughly 

where I've interpreted the pinchout of the dolomite pay 

section. 

Y o u ' l l see t h e w e l l i n S e c t i o n 23, a t A i n 

Section 23, i s colored gray, and also a wel l down i n a 

section that's east of 25 has been colored gray. The gray 

indicates wellbores where the Upper Canyon i s completely a 
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limestone nonreservoir s e c t i o n . 

The blue i n d i c a t e s — f o l l o w s s t r u c t u r e and 

i n d i c a t e s where we've i n t e r p r e t e d the o i l - w a t e r contact f o r 

the dolomite r e s e r v o i r i n the Upper Canyon. 

And the green, of course, represents the w e l l as 

producing — or has a dolomite r e s e r v o i r s e c t i o n producing 

from t h e Upper Canyon. 

Q. W i l l your geologic c o n t r o l p o i n t s i n terms of l o g 

i n f o r m a t i o n be displayed on a cross - s e c t i o n t h a t w e ' l l look 

a t i n a minute? 

A. Yes. 

Q. When we're lo o k i n g a t data t o support the 

l o c a t i o n of the o i l - w a t e r contact, what i n f o r m a t i o n w i l l we 

have t o show? 

A. We'll have some d r i l l stem t e s t s . And of course 

what we don't have i s evidence, but what I have i s the mud 

logs on th r e e of the w e l l s t h a t — w e l l , a l l of the w e l l s 

t h a t are displayed on E x h i b i t Number 15. 

Q. And when we look a t the Upper Canyon r e s e r v o i r 

l i m i t s , when we make t h a t t r a n s i t i o n from dolomite i n t o 

p u r e l y the lime s e c t i o n , what evidence are we going t o have 

t o support t h a t conclusion? 

A. That's displayed very d r a m a t i c a l l y on the d e n s i t y 

neutron logs and the PE curves used — d e n s i t y neutron 

logs. 
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Q. Set the geologic s e t t i n g f o r us when we look a t 

t h i s p a r t i c u l a r area and how i t compares i n s i m i l a r i t y or 

c o n t r a s t s t o what we — more commonly known as the main 

p o r t i o n of the North Dagger Draw Pool. 

A. Well, as Bob t e s t i f i e d e a r l i e r , we're two or 

th r e e miles east of the main development t h a t ' s o c c u r r i n g 

i n the Dagger Draw f i e l d . 

When we d r i l l e d and proposed the w e l l i n the 

northwest q u a r t e r of Section 24 as a Morrow l o c a t i o n , based 

on a l l of the o f f s e t t i n g c o n t r o l , we r e a l l y d i d n ' t 

a n t i c i p a t e the Canyon t o be productive here because, as you 

can see, where — and again, t h i s i s a to p - o f - d o l o m i t e 

s t r u c t u r e map, E x h i b i t 14. A l l of these subsea daturns are 

w e l l below the minus-4300-foot subsea datum which Conoco 

and Yates and everybody else has t e s t i f i e d numerous times 

before the Commission as being the lowestmost o i l i n t he 

Dagger Draw f i e l d . 

Q. Before t h i s a c t i v i t y , the p e r c e p t i o n of the water 

a t minus 4300 was t h a t i t was f a r t h e r west of t h i s area? 

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

Q. And w i t h the d r i l l i n g of t h i s Morrow attempt i n 

Section 24, then, you have found new i n f o r m a t i o n t h a t shows 

t h a t we have the dolomite here t h a t i s o i l - p r o d u c t i v e ? 

A. That's c o r r e c t . The top of the dolomite i n t h i s 

w e l l i n Section 24 i s 65 f e e t s t r u c t u r a l l y below t o t h a t 
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4300 subsea datum which everybody had recognized as the 

o i l - w a t e r contact. 

Q. A l l r i g h t , l e t ' s — 

A. So t h e r e has t o be another e x p l a n a t i o n t o why 

there's hydrocarbons i n t h i s w e l l . 

Q. Let's come back t o E x h i b i t 14 i n a minute, but 

l e t ' s look a t the cross-section so we can get the v e r t i c a l 

p r o f i l e of the r e s e r v o i r . 

Take a moment and open up E x h i b i t Number 15. 

Your l i n e of marcation f o r the cros s - s e c t i o n i s shown on 

E x h i b i t 14, i s i t not? 

A. Yes, i t i s . 

Q. Let's s t a r t w i t h A, which i s the f a r l e f t of 

E x h i b i t 15 and represents the westernmost w e l l . S t a r t i n g 

a t t h a t p o i n t , take us across the cr o s s - s e c t i o n from l e f t 

t o r i g h t . 

A. Okay, t h a t w e l l was o r i g i n a l l y d r i l l e d by Amoco 

Production Company, and i t was re-entered by Nearburg 

Producing Company and completed as a Morrow gas producer. 

The Upper Canyon — And I j u s t might take a 

second t o show you the su b d i v i s i o n s i n t h i s l o c a l area of 

the Canyon i t s e l f . They're displayed j u s t above the t i t l e 

b lock on t h e rig h t - h a n d side of the c r o s s - s e c t i o n , the 

Upper Canyon, Middle Canyon and Lower Canyon. I was able 

t o d e f i n e those p a r t i c u l a r u n i t s and f o l l o w those u n i t s t o 
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a l l of the wellbores t h a t have penetrated the map s e c t i o n 

i n E x h i b i t Number 14. 

Now, the w e l l d r i l l e d a t A, the Upper Canyon 

s e c t i o n , was completely a limestone s e c t i o n . There was no 

dolomite whatsoever i n the Upper Canyon. 

The immediate northeast o f f s e t , d r i l l e d by 

Nearburg, again, as the F a i r c h i l d 24 Number 1 i n the 

northwest quarter of Section 24, encountered a dolomite 

s e c t i o n i n the lower p o r t i o n of the Upper Canyon, and I've 

shaded t h a t dolomite s e c t i o n as pink on a l l of the cross-

s e c t i o n s . 

The p e r f o r a t i o n s are also marked i n the depth 

column on t h a t w e l l l o g . 

Q. A l l r i g h t , l e t ' s use t h a t w e l l as the marker 

w e l l . That's the w e l l t h a t discovered t h i s p o r t i o n of the 

dolomite being o i l productive i n t h i s v i c i n i t y , i s i t not? 

A. Yes. 

Q. Take us v e r t i c a l l y , going from top down, then, 

and show us how you were able t o e s t a b l i s h a p o i n t on the 

logs t h a t i d e n t i f i e d f o r you as a g e o l o g i s t t h a t you were 

d e a l i n g w i t h a f e a t u r e t h a t would correspond t o the top of 

the Canyon Bank. I s t h a t not a marker p o i n t f o r you? 

A. The Canyon Bank i s t h a t surface t h a t ' s been 

shaded i n — w e l l , on these cr o s s - s e c t i o n d i s p l a y s i t ' s the 

top blue l i n e . 
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And what you have i s a shale package t h a t s i t s on 

top of a carbonate package. I n some instances i t ' s a 

dolomite, but i n t h i s whole l o c a l area i t ' s a limestone, 

t h a t i n t e r f a c e . 

That's the i n t e r f a c e t h a t we u t i l i z e d o f f — or 

were able t o determine from s y n t h e t i c seismograms, was a 

very good r e f l e c t i o n surface, and i t was in c o r p o r a t e d i n t o 

the seismic i n t e r p r e t a t i o n s t h a t we ap p l i e d t o the area. 

Q. A l l r i g h t . To r e f i n e the s t r u c t u r a l 

i n t e r p r e t a t i o n t h a t you had made w i t h j u s t the conventional 

l o g i n f o r m a t i o n , you had the a d d i t i o n a l b e n e f i t of the 

seismic l i n e ? 

A. Yes. 

Q. Let's go back t o E x h i b i t 14 now, and show the 

Examiner the l i n e l o c a t i o n t h a t you have u t i l i z e d and 

i n t e g r a t e d i n t o your geologic p r e s e n t a t i o n . 

A. Okay. That l i n e has been defined — or c a l l e d — 

or d i s p l a y e d on E x h i b i t 14 as l i n e 5070, and i t ' s an east-

west l i n e t h a t traverses the bottom of Sections 13 and 14. 

A c t u a l l y — I t a c t u a l l y ends i n Section 18. And i t 

t r a v e r s e s through the proposed Nearburg l o c a t i o n i n Section 

13 and also the proposed Yates l o c a t i o n i n Section 13. 

Q. A l l r i g h t . When we look a t the seismic data and 

i f we look a t data p o i n t 1080 on the seismic l i n e , t h a t ' s 

going t o be your c l o s e s t data p o i n t t o the proposed Yates 
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location? 

A. Yes, i t i s . 

Q. And when we get to the seismic l i n e and look at 

data point 1090, that's going t o be very close i n proximity 

to where you're proposing to put the well? 

A. Yes. 

Q. We're using the F a i r c h i l d 24-1 wel l as our marker 

w e l l , and you have t o l d us that you can mark the top of the 

Canyon bank with t h i s r e f l e c t i o n between the shale and the 

limestone? 

A. Yes. 

Q. Can you see that event or feature as a r e f l e c t i o n 

i n the seismic line? 

A. Yes, very — I t ' s very b r i g h t , very dramatic. 

Q. Let's go to the seismic l i n e . 

A l l r i g h t , before we look at that issue, help us 

organize Exhibit 16 so that we see where we are i n r e l a t i o n 

t o the marker l i n e of the seismic run on Exhibit 14. 

A. Well, again, the end of the l i n e i s over where 

I've got "East" and i d e n t i f i e d the Canyon over i n the time 

column, j u s t above the t i t l e block. That i s the actual end 

of l i n e 5070, and i t proceeds f o r some distance t o the 

west. 

Q. A l l r i g h t . On the seismic l i n e you have shown a 

horizontal marker point and have labeled i t on the f a r 
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r i g h t as "Canyon"? 

A. Yes. 

Q. What does t h a t mean? 

A. Well, t h a t ' s what the g e o p h y s i c i s t s , again, 

u t i l i z i n g s y n t h e t i c seismograms, a number of them out i n 

t h i s area, i d e n t i f i e d as t h i s r e f l e c t i o n surface, the 

i n t e r f a c e of the Wolfcamp shales on top of the Canyon 

carbonate. 

Q. And have you i n t e g r a t e d w i t h your conventional 

geologic i n f o r m a t i o n and confirmed the v a l i d i t y of the 

seismic? 

A. Yes. 

Q. So t h a t you and the geophysicists are both 

agreeing on what i s the top of the r e f l e c t i o n f o r the top 

of the Canyon Bay? 

A. Yes, i t t i e s very w e l l . 

Q. A l l r i g h t . Let's take the yellow l i n e . What i s 

the s i g n i f i c a n c e of the yellow l i n e ? 

A. The yellow l i n e i s j u s t i n t e r n a l l y w i t h i n the 

Canyon, and i t i d e n t i f i e s and h i g h l i g h t s what the a c t u a l 

i n t e r f a c e surface i s doing as you t r a v e r s e along the l i n e 

and t h r o u g h t h e proposed l o c a t i o n s . 

Q. Are you able t o measure or q u a n t i f y the distance 

i n a v e r t i c a l sense as we move across the top of t h i s 

s t r u c t u r e ? 
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A. Yes. 

Q. When we look a t data p o i n t 1080 on E x h i b i t Number 

16 — 

A. Yes. 

Q. — i t ' s shown a t the top of the d i s p l a y , and t h a t 

corresponds t o the Yates l o c a t i o n ? 

A. Yes. 

Q. As you p r o j e c t t h a t l i n e down through the seismic 

data, what does i t show you when you get t o the Canyon? 

A. I t shows me t h a t the Yates proposed l o c a t i o n i s 

i n a s y n c l i n e or a low. 

Q. When you move over t o data p o i n t 1090 t h a t 

corresponds t o the Yates proposed l o c a t i o n , and p r o j e c t 

t h a t down i n t o the Canyon p o r t i o n of the formations, what 

does i t show you i n r e l a t i o n t o the Yates l o c a t i o n ? 

A. I t shows me t h a t they're d r i l l i n g i n a s y n c l i n e -

- t h a t they're proposed t o d r i l l a w e l l i n a s y n c l i n e . 

Q. Which w e l l has the more fa v o r a b l e p o s i t i o n , based 

upon the seismic data? 

A. The Nearburg proposed l o c a t i o n , and i t was — 

Again, i t was picked u t i l i z i n g — i n c o r p o r a t i n g the seismic 

and t h e subsurface w e l l c o n t r o l . 

Q. How much — Are you able t o q u a n t i f y the degree 

of advantage i n the r e s e r v o i r between the Yates l o c a t i o n 

and the Nearburg? 
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A. To some degree. There's a s l i g h t margin of 

e r r o r , but when you incorporate a l l of the w e l l c o n t r o l you 

can get i t f a i r l y close. 

Q. Approximate f o r us how much footage we gain i n 

s t r u c t u r e a t the Nearburg l o c a t i o n . 

A. The contour i n t e r v a l on the s t r u c t u r e map i s 50 

f o o t . We could gain 30, 35 f e e t of s t r u c t u r a l advantage 

over t h e Yates proposed l o c a t i o n . 

And again, l e t me p o i n t out t h a t t h a t ' s very 

important, because i f I can r e f e r back t o E x h i b i t Number 

15, which i s the cross-section, and go back t o the 

F a i r c h i l d 24 w e l l which Nearburg d r i l l e d and completed i n 

the Canyon, the e n t i r e pay s e c t i o n i s only a matter of 2 0-

some f e e t t h i c k . 

So i f we're 2 0 or 30 f e e t low and you — the base 

of t h a t dolomite s e c t i o n i n t h a t w ellbore i s a t the water 

c o n t a c t , what t h a t i n e f f e c t does i s move your e n t i r e pay 

s e c t i o n below water. 

Q. We've looked a t the f i r s t two w e l l s on the cross-

s e c t i o n . You've p r o j e c t e d w i t h the seismic i n f o r m a t i o n 

what we should see i n terms of a s t r u c t u r a l p o s i t i o n f o r 

t h e Yates w e l l l o c a t i o n . 

Help us understand what your concerns are about 

moving t h i s w e l l t o the west and how i t may approach the 

Upper Canyon r e s e r v o i r l i m i t s . 
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A. Again, the d i p d i r e c t i o n i s t o the east, so 

you're moving updip t o the west, towards Dagger Draw. 

The whole i n t e r p r e t a t i o n of the t r a p f o r 

hydrocarbons i n the F a i r c h i l d w e l l i s t h a t t h a t dolomite 

package, as you proceed t o the west, pinches out. And i t ' s 

very dramatic i n these f i r s t two w e l l s . I t ' s a b s o l u t e l y 

gone over i n t h i s Parino Com w e l l over i n Section 23. 

What we're a f r a i d of i s t h a t a t the Yates 

proposed l o c a t i o n the same t h i n g i s going t o happen: As 

you move t o the west, the f a r t h e r west you go, the less 

l i k e l y you are t o r e t a i n t h i s dolomite r e s e r v o i r package. 

I f I could draw — i f you would take a s t r a i g h t 

edge, f o r instance, and draw a l i n e from the Nearburg 

Lakewood 18 w e l l , which i s a t A1 on the c r o s s - s e c t i o n , t h a t 

w e l l has very l i t t l e dolomite remaining present i n the 

Upper Canyon. I t ' s almost absent. I t ' s r i g h t a t t h a t 

t e r m i n a t i o n of t h a t pay package. 

I f I could draw a s t r a i g h t l i n e from t h a t 

w e l l b o r e between the Parino Com and the F a i r c h i l d w e l l , you 

would see t h a t even the Nearburg proposed l o c a t i o n i s a t 

r i s k of t h i s dolomite s e c t i o n being not present, but i t ' s 

even much gr e a t e r r i s k a t the Yates proposed l o c a t i o n . 

Q. Let's go back t o the c r o s s - s e c t i o n , E x h i b i t 15. 

We've l e f t w i t h the marker w e l l , which i s t h e F a i r c h i l d 

24-1. 
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Have you p e r f o r a t e d , or has Nearburg p e r f o r a t e d 

the e n t i r e p r o d u c t i v e i n t e r v a l of the dolomite? 

A. Yes. 

Q. Take us through the r e s t of the p r o j e c t i o n as we 

move from l e f t t o r i g h t , then. 

A. Well, the p r o j e c t i o n simply f o l l o w s what our 

seismic and subsurface c o n t r o l are t e l l i n g us, and t h a t ' s 

t h a t t h e — you could drop downdip from the F a i r c h i l d 24 

w e l l t o the Yates proposed l o c a t i o n , and t h a t dolomite 

s e c t i o n could t h i n . 

We f e e l l i k e a t the Nearburg proposed l o c a t i o n , 

the seismic and subsurface are again t e l l i n g us t h a t we'd 

be s t r u c t u r a l l y high or f l a t t o the F a i r c h i l d l o c a t i o n and 

t h a t t h e dolomite s e c t i o n would t h i c k e n back t o the east. 

As you can see, there's r e a l l y not a tremendous 

amount of w e l l c o n t r o l out here. But the seismic 

i n f o r m a t i o n and the c o n t r o l t h a t does e x i s t t e l l s us what 

we need t o know i n terms of where the s a f e s t l o c a t i o n s are. 

Q. And what, i n your o p i n i o n , i s the s a f e s t l o c a t i o n 

f o r a l l i n t e r e s t owners? 

A. I n the southeast quarter of — southwest q u a r t e r 

of 13, i t ' s the 1980 from the west l i n e l o c a t i o n . 

MR. KELLAHIN: That concludes my examination of 

Mr. Elger. 

We move the i n t r o d u c t i o n of h i s E x h i b i t s 14, 15 
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and 16. 

EXAMINER CATANACH: E x h i b i t s 14, 15 and 16 w i l l 

be admitted as evidence. 

Mr. C a r r o l l ? 

CROSS-EXAMINATION 

BY MR. ERNEST CARROLL: 

Q. Mr. Elger, the — your E x h i b i t 16 shows the 

seismic l i n e s . Was t h i s the 3-D seismic or 2-D seismic? 

A. This i s a p r i n t o u t d i s p l a y of a p o r t i o n of our 

3-D survey. 

Q. A l l r i g h t . This p a r t i c u l a r 3-D seismic l i n e , has 

i t been migrated? 

A. I b e l i e v e i t has, yes. 

Q. Let's look j u s t a moment here on the o r i e n t a t i o n 

of t he shot l i n e s t h a t are r e f l e c t e d on E x h i b i t 14 and 

E x h i b i t 16. 

Now, as I take i t , t h e r e i s a group of c i r c l e s 

t h a t run across the southern h a l f of Section 13 and the two 

adjacent sec t i o n s . And every other c i r c l e , we see a 

number, s t a r t i n g on the l e f t , 1070, then 1080, 1090, 1100. 

That i s the shot l i n e , i s i t not? 

A. Yes. 

Q. And so those numbers — 1070, 1080, 1090 — these 

are t h e same numbers t h a t run across the top of your 

E x h i b i t 16, are they not? 
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A. Yes, uh-huh. 

Q. A l l r i g h t . So i f we look a t E x h i b i t 14, the 1080 

shot mark i s east of the proposed l o c a t i o n by Yates; i s 

t h a t c o r r e c t ? 

A. I t ' s very close, yes. 

Q. Now, the 1090 l i n e i s west o f the Nearburg 

proposed l o c a t i o n ; i s t h a t c o r r e c t ? 

A. I t ' s very close t o — when i t p r o j e c t s down t o 

the l i n e , i t ' s almost on i t . 

Q. A l l r i g h t . But the distance between 1090 and the 

Nearburg w e l l i s less than the distance between the 1080 

and the Yates w e l l ; i s t h a t c o r r e c t ? 

A. Yes. 

Q. A l l r i g h t . Let's look a t E x h i b i t 16. When you 

look a t 1080 and the l i n e drawn f o r the Bert l o c a t i o n , i t ' s 

almost on the 1080 l i n e , i s i t not? 

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

Q. And then — 

A. I t — 

Q. Excuse me? 

A. I t should probably have been spotted or d r a f t e d 

j u s t s l i g h t l y t o the west of 1080 — 

Q. A l l r i g h t . 

A. — which would have been even more centered i n t o 

the s y n c l i n e . 
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Q. Well, l e t ' s look, then — Since you've t o l d us 

t h a t t h i s l i n e here i s d r a f t e d improperly, l e t ' s look over 

a t 1090. 

Now, we see the Nearburg l i n e , a distance here 

maybe an e i g h t h t o a quarter of an inch t o the l e f t of the 

1090 l i n e . But on E x h i b i t 14, i t shows t h a t the l i n e 

should be a c t u a l l y t o the r i g h t of the 1090, doesn't i t ? 

A. Well, I can't see t h i s — t h i s d i d n ' t — You 

know, t h i s d i s p l a y doesn't show the t i c k — the a c t u a l t i c k 

mark f o r the 1090 shot p o i n t . You know, i t d i d n ' t come 

through very w e l l , so I had the draftsman p r i n t i t darker 

so i t would d i s p l a y b e t t e r . And whether he d i d n ' t get i t 

centered e x a c t l y r i g h t or — I t ' s probably a l i t t l e b i t of 

a d r a f t i n g — 

Q. Well, we can assume t h a t the t i c k l i n e should 

probably be somewhere i n the center of the 1090 — 

A. Very close, yes. 

Q. — number, shouldn't i t ? 

A. Yes. 

Q. And so t h i s — The margin of e r r o r on the drawing 

of t h e l i n e f o r the Nearburg l o c a t i o n i s a t l e a s t l a r g e r 

than the e r r o r on the one showing the Bert l o c a t i o n ; i s n ' t 

t h a t t rue? 

A. Yes. 

Q. Now, you've t o l d us t h a t the i n d i c a t o r here — 

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



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 

89 

t h e r e f l e c t o r , excuse me, t h a t ' s a b e t t e r word — the 

r e f l e c t o r here i s not the dolomite but the limestone; i s 

t h a t not true? 

A. That's c o r r e c t . I t ' s the top of the bank, 

whatever the carbonate i s . Whether i t • s dolomite or 

limestone, i t s t i l l i s — 

Q. A l l r i g h t . You w i l l agree w i t h me t h a t the 

limestone i s not the r e s e r v o i r , does not — i s not a 

r e s e r v o i r rock? 

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

Q. I t has t o be the dolomite? 

A. Right. 

Q. And you know from your d r i l l i n g and experience i n 

t h i s area t h a t the limestone i n t h i s area i s anywhere i n 

the 50-plus f e e t thickness, i s what you've encountered? 

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

Q. A l l r i g h t . So r e a l l y , you t o l d us t h a t the 

l o c a t i o n — as you read the seismic, the l o c a t i o n of the 

F a i r c h i l d 15, as opposed t o the Bert, would get t h e d r i l l e r 

of those w e l l s an advantage of approximately 3 0 f o o t ; i s 

t h a t c o r r e c t ? 

A. That's approximate, yes. 

Q. Well, i f the limestone can vary 3 0 t o 50 f e e t , 

t h a t margin — t h a t e r r o r created by not r e a l l y knowing 

where th e top of the dolomite i s — a c t u a l l y could destroy 
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your advantage t h a t you're t a l k i n g about. That area of 

limestone could be greater than t h i s advantage t h a t you're 

c l a i m i n g t h a t you can encounter? 

A. That's why you u t i l i z e the subsurface c o n t r o l i n 

c o n j u n c t i o n w i t h the seismic, and t h a t ' s the way t h i s 

p i c t u r e has been developed. 

See? That the dolomite s e c t i o n i s a known — 

i t ' s known i n t h i s area from w e l l c o n t r o l t h a t i t t h i n s t o 

t h e west. 

Q. And the only — The c l o s e s t subsurface 

i n f o r m a t i o n you've got i s your w e l l i n the northwest 

q u a r t e r of Section 24; i s t h a t c o r r e c t ? 

A. Well, there's obviously more w e l l c o n t r o l out 

here t h a t was u t i l i z e d i n t h i s i n t e r p r e t a t i o n than what's 

di s p l a y e d on t h i s map. But, you know, f o r purposes of t h i s 

h earing, we're j u s t d i s p l a y i n g the s u bject area. 

Q. Well, i s there any w e l l c o n t r o l between the w e l l 

i n 24 and the two proposed loca t i o n s ? 

A. No. 

Q. And i n f a c t , the w e l l c o n t r o l you're t a l k i n g 

about i s up i n the northern p a r t s of the s e c t i o n t o the 

east of Section 13, and up i n t h a t n o r t h e r n area; i s t h a t 

not t rue? 

A. Yes. 

Q. And you've got some very s i g n i f i c a n t d e v i a t i o n s 
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or drawing of the formation between t h a t data and Section 

2 4, do you not? 

A. Yes. And again, t h a t ' s based on the p r o j e c t i o n 

of the t o p of the r e s e r v o i r , i n c o n j u n c t i o n w i t h the top of 

the carbonate bank and the f a c t t h a t i n t h i s l o c a l area 

they tend t o m i r r o r each other. 

I'm not saying t h a t ' s t r u e a l l over Dagger Draw, 

but i n t h i s l o c a l area the w e l l c o n t r o l s t r o n g l y suggests 

t h a t those two — 

Q. Which w e l l s — 

A. — surfaces m i r r o r each other. 

Q. Which w e l l s t e l l you th a t ? 

A. The w e l l i n 23, the w e l l i n 24, the w e l l i n 

Section 18, and there's another w e l l i n the west h a l f of 

Section 23. A l l of those w e l l s . 

Q. Okay. When you say " m i r r o r " , how do you know — 

You only have one data p o i n t . How do you know t h a t i t 

m i r r o r s ? Are you saying t h a t the thickness i n the w e l l i n 

23 i s — the thickness of the limestone i n 2 3 i s the same 

i n 24? 

A. Nearly. 

Q. Nearly? 

A. I t ' s n e a r l y as — You know, I could add i t up 

r e a l quick. I t ' s a l i t t l e over 60 f e e t t h i c k i n the Parino 

w e l l , and i t ' s — w e l l , i t ' s n e a r l y 60 f e e t t h i c k t o the 
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top of the dolomite i n the F a i r c h i l d w e l l . So i t ' s very 

close. 

Q. Now, over there i n the — Okay, now, you were 

saying i t ' s very s i m i l a r between the w e l l i n Section 23 and 

the w e l l i n Section 24; i s t h a t c o r r e c t ? 

A. Yes. 

Q. I n your cross-section, though, you show no 

dolomite a t a l l — 

A. That's r i g h t . 

Q. — i n the — 

A. I n the Upper Canyon. 

Q. — w e l l i n 23? 

A. That's r i g h t , i n the Upper Canyon. That's r i g h t . 

Q. So t h a t ' s a major d i s t i n c t i o n t h e r e , i s n ' t i t ? 

A. Major d i s t i n c t i o n ? Major — I t means the upper 

dolomite may have thickened a l i t t l e b i t t o the F a i r c h i l d 

w e l l — 

Q. Well — 

A. — the r e l a t i o n s h i p between the Parino w e l l and 

the F a i r c h i l d . 

Q. — what we're saying i s t h a t you n o t i c e t h a t 

t h e r e i s a d e f i n i t e t h i c k e n i n g of t h i s s e c t i o n , limestone-

dolomite, as you move from the 23 w e l l t o the Section 24 

w e l l ? 

A. There's a l i t t l e b i t of a t h i c k e n i n g , yes. 
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Q. But how do you know t h a t t h i s t h i c k e n i n g j u s t 

occurs i n the dolomite area and t h a t i t 1 s going t o be — 

What t e l l s you t h a t t h a t i s going t o stay c o n s i s t e n t ? 

A. Well, again, I was able t o d i f f e r e n t i a t e t he 

v a r i o u s u n i t s w i t h i n the Canyon — the Upper, Middle and 

Lower — based on some gamma-ray t i c k s . And the pay 

s e c t i o n i n the F a i r c h i l d w e l l f a l l s r i g h t a t the base of 

the Upper Canyon. 

Q. The w e l l i n Section 24, was t h i s based on — Was 

t h i s w e l l picked on the basis of seismic? 

A. Yes, i t was. 

Q. And t h i s w e l l was not picked or p r o j e c t e d as a 

Canyon w e l l , was i t ? 

A. No. 

Q. I t was — Based on your seismic, you picked a 

Morrow t e s t , d i d you not? 

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

Q. I n f a c t , has Nearburg ever been able t o p i c k a 

Canyon w e l l or have any experience of being successful i n 

p i c k i n g a Canyon w e l l w i t h the use of i t s seismic? 

A. A Canyon well? 

Q. Yes, a Canyon/Cisco t e s t i n t h i s Dagger Draw 

area? 

A. Have we ever u t i l i z e d — I'm not sure I 

understand your question. 
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Q. Have you s u c c e s s f u l l y found a Cisco/Canyon w e l l 

on the basis of your seismic t e s t i n g ? 

A. Yes. 

Q. Where? 

A. Section 27. 

Q. 27, where? 

A. The South Boyd Number 4 — w e l l , s e c t i o n — not 

on t h i s — I mean, the seismic extends beyond the bounds of 

t h i s map, and i n Section 27 we d i d u t i l i z e a seismic t o 

i d e n t i f y and d r i l l a Cisco/Canyon t e s t t h a t i s p r o d u c t i v e . 

Q. That p a r t i c u l a r w e l l was a d i r e c t o f f s e t of an 

already-producing Canyon/Cisco w e l l , was i t not? The 

T a c k i t t w e l l ? 

A. Yes. 

Q. And the f a c t t h a t i t was a d i r e c t o f f s e t f i g u r e d 

very h e a v i l y i n the p i c k i n g and d r i l l i n g of t h a t w e l l by 

Nearburg? 

A. That i n c o n j u n c t i o n w i t h the seismic. 

Q. Did you do a comparison of the a c t u a l l o g of 

where the limestone was found i n the dolomite and compare 

t h a t t o what your p r e d i c t i o n s were from your seismic? 

A. Yes. 

Q. And what d i d you f i n d ? 

A. I t was a very good comparison. 

Q. What's "very good" mean? 
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A. We were very pleased. We were very pleased. 

Q. Well, what — 

A. We d r i l l e d a successful, commercial w e l l . 

Q. Okay, what was the d i f f e r e n c e i n d e v i a t i o n ? 

A. I don't know. I don't t h i n k we've gone back — 

we were — 

Q. Well, what we're t a l k i n g about here i s a 30-foot 

advantage? 

A. Right, and we're — 

Q. Were you w i t h i n 3 0 f o o t of p i c k i n g the i n t e r v a l 

of t he dolomite through the use of t h a t seismic? 

A. For the F a i r c h i l d well? 

Q. No, f o r the w e l l over i n 27. 

A. I b e l i e v e we were, yes. 

And t h a t ' s not the only instance where we've 

u t i l i z e d i t . That's the only operated w e l l we've u t i l i z e d 

i t . 

MR. ERNEST CARROLL: That's a l l I have, Mr. 

Catanach. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Elger, do you know i f Yates has any access t o 

seismic data i n Section 13? 

A. I do not. 

Q. They don't have access t o your seismic 
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i n f o r m a t i o n ; i s t h a t correct? 

A. No, t h a t ' s c o r r e c t . 

EXAMINER CATANACH: I have nothing f u r t h e r . 

The witness may be excused. 

MR. KELLAHIN: That completes our d i r e c t 

p r e s e n t a t i o n , Mr. Examiner. 

I'm s o r r y , there i s the c e r t i f i c a t e of m a i l i n g 

t h a t I need t o submit t o you, Mr. Examiner. 

E x h i b i t 17 i s the c e r t i f i c a t e of m a i l i n g and my 

c e r t i f i c a t e of compliance w i t h the n o t i c e p r o v i s i o n s of the 

D i v i s i o n f o r t h i s case. 

EXAMINER CATANACH: E x h i b i t 17 w i l l be admitted 

as evidence. 

MR. KELLAHIN: That completes our p r e s e n t a t i o n . 

MR. ERNEST CARROLL: May I proceed? 

EXAMINER CATANACH: Please. 

MECCA MAURITSEN, 

the witness h e r e i n , a f t e r having been f i r s t duly sworn upon 

her oath, was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. ERNEST CARROLL: 

Q. Would you please s t a t e your name and residence 

f o r t he record? 

A. I t ' s Mecca Mauritsen, and I l i v e i n A r t e s i a , New 

Mexico. 
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Q. Ms. Mauritsen, by whom are you employed? 

A. Yates Petroleum Corporation. 

Q. And i n what capacity? 

A. As a landman. 

Q. Ms. Mauritsen, are you f a m i l i a r w i t h the two 

pending A p p l i c a t i o n s before the Examiner, the two competing 

A p p l i c a t i o n s f o r compulsory p o o l i n g by Nearburg and Yates? 

A. Yes, s i r . 

Q. And have you had an occasion t o t e s t i f y before 

t h i s Commission or the D i v i s i o n and have your c r e d e n t i a l s 

i n the area o f petroleum land management accepted? 

A. Yes. 

MR. ERNEST CARROLL: I would tender Ms. Mauritsen 

as an expert i n the f i e l d of petroleum land management. 

EXAMINER CATANACH: She i s so q u a l i f i e d . 

Q. (By Mr. Ernest C a r r o l l ) You have prepared 

c e r t a i n e x h i b i t s today, have you not? 

A. Yes, s i r . 

Q. Let's t u r n t o your f i r s t e x h i b i t , E x h i b i t 1, and 

would you i d e n t i f y f o r the record what t h a t i s and then 

describe i t s s i g n i f i c a n c e t o the case? 

A. I t i s a lease map of the area we're t a l k i n g 

about. 

The yellow-shaded acreage i s j u s t areas t h a t 

Yates has an i n t e r e s t i n , some k i n d of — e i t h e r m i n e r a l or 
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leasehold i n t e r e s t s . 

I've also got the spacing u n i t marked and 

o u t l i n e d i n red, of the southwest quarter of Section 13, of 

the spacing u n i t we're t a l k i n g about today. 

Our proposed Bert APB Number 1 i s the red dot 

l o c a t e d 660 from the south and west. 

And the blue dot i s Nearburg's proposed F a i r c h i l d 

13 Number 2, which i s 660 from the south and 1980 from the 

west. 

Q. A l l r i g h t . What i s the s i g n i f i c a n c e of the s o l i d 

y e l l o w and then the o u t l i n e d areas i n yellow? 

A. Well, the s o l i d yellow on the southwest q u a r t e r 

of 13 i s j u s t t o make the spacing u n i t stand out. 

And 14, t h a t ' s acreage t h a t ' s owned a hundred 

percent by Yates. The o u t l i n e j u s t shows t h a t i t ' s a 

p a r t i a l i n t e r e s t t h a t we own. 

Q. A l l r i g h t . Anything f u r t h e r w i t h t h a t e x h i b i t ? 

A. No. 

Q. Would you t u r n t o E x h i b i t Number 2 and again 

i d e n t i f y i t f o r the record and then e x p l a i n i t s 

s i g n i f i c a n c e ? 

A. This i s a — j u s t a map of the North Dagger Draw 

Pool. 

The black l i n e i s the zero dolomite l i n e . A l l 

the w e l l s t h a t have been d r i l l e d i n the North Dagger Draw-
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Upper Penn Pool are designated i n s i d e of t h a t . 

The black dots and anything t h a t ' s a black c i r c l e 

are Yates-operated w e l l s . The black dots are the ones t h a t 

have been d r i l l e d and completed; the c i r c l e s are j u s t 

proposed l o c a t i o n s . 

The purple dots are Nearburg-operated w e l l s and 

proposed l o c a t i o n s . 

The blue dots are Conoco. 

The yellow represent any of the other operators 

out t h e r e . 

I n t he North Dagger Draw-Upper Penn Pool, Yates 

operates between 105 and 110 w e l l s , Nearburg operates 

between 12 and 14, and of course there's some d r i l l i n g a t 

t h i s time. 

Q. Now, t h i s p a r t i c u l a r map only d e p i c t s the pool — 

the w e l l s w i t h i n the North Dagger Draw Pool; i s t h a t 

c o r r e c t ? 

A. Well, t h e r e are other w e l l s y o u ' l l see loc a t e d on 

the map. 

There are a few gas w e l l s , there are some o i l 

p r o d u c t i o n out i n t h i s area, but they're i n d i c a t e d i n the 

gas symbols. 

Anything outside the zero dolomite l i n e i s other 

p r o d u c t i o n . 

Q. A l l r i g h t . Now, the purple c i r c l e s , e i t h e r the 
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gas symbols, s o l i d l i n e s or open c i r c l e s , those are 

Nearburg-operated — 

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

Q. — w e l l s or l o c a t i o n s ; i s t h a t c o r r e c t ? 

A. That's c o r r e c t , r i g h t . 

Q. Now, w i t h respect t o the w e l l s t h a t have the gas 

symbols, those are Morrow gas w e l l s , are they not? The 

p u r p l e ones? 

A. Most are Morrow. There might be a couple Strawn, 

but t h e m a j o r i t y of them are Morrow, r i g h t . 

Q. A l l r i g h t . I n t h i s p a r t i c u l a r area, t h e r e i s 

only one producing w i t h i n more than a m i l e around t h i s area 

— w e l l , yeah, approximately a m i l e . There i s — The only 

Nearburg-operated w e l l i s i n Section 24 — i s t h a t c o r r e c t ? 

— f o r the — i n t h i s pool? 

A. I n t h i s pool, t h a t ' s c o r r e c t . 

Q. Now, the r e was an E x h i b i t 4 t h a t was introduced 

by Nearburg. That map somewhat d i f f e r s from t h i s w i t h 

respect t o the Nearburg w e l l s ; i s t h a t c o r r e c t ? 

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

Q. And why i s t h a t ? 

A. Well, i t showed a l l the w e l l s Nearburg has 

d r i l l e d or operates c u r r e n t l y , not j u s t t he Dagger Draw 

w e l l s , but a l l w e l l s . There are several more w e l l s . 

This mainly shows the Dagger Draw f i e l d . 
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Q. Okay. Did t h a t Nearburg map also i n c l u d e 

dryholes, t h a t s o r t of t h i n g — 

A. Yes — 

Q. — your information? 

A. — I b e l i e v e i t d i d , r i g h t . 

Q. A l l r i g h t , l e t ' s t u r n t o E x h i b i t 3. Or i s t h e r e 

anything f u r t h e r t h a t you would l i k e t o discuss w i t h t h i s 

e x h i b i t ? 

A. No, I t h i n k t h a t ' s a l l . 

Q. Okay. E x h i b i t 3, what i s — Would you i d e n t i f y 

f o r the record what E x h i b i t 3 is? 

A. E x h i b i t 3 i s our proposal t o d r i l l the Bert APB 

Number 1 t h a t we d i d send t o Nearburg on March 2nd, 1995. 

They received i t March 3rd. I t ' s a cover l e t t e r , p l u s an 

AFE and our proposed j o i n t o perating agreement. 

Q. A l l r i g h t . This — Okay. Mr. Shelton described 

i n h i s testimony the proposal t h a t was sent out by Yates. 

B a s i c a l l y was t h a t testimony accurate? 

A. Yes, i t was. 

Q. A l l r i g h t . The — t h e r e was some — Mr. Shelton 

described the s l i g h t d i f f e r e n c e s i n the o p e r a t i n g r a t e s and 

what have you. 

A. Right. 

Q. Would you please t e l l the Examiner what overhead 

r a t e s t h a t Yates t h i n k s are appropriate f o r a w e l l i n t h i s 
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Cisco — a Cisco/Canyon w e l l i n t h i s q u a r t e r section? 

A. Okay, we're proposing a $5400 d r i l l i n g w e l l r a t e 

and a $540 producing w e l l r a t e . And I b e l i e v e Mr. Shelton 

s a i d they would agree t o those r a t e s also. 

Q. A l l r i g h t . Now, w i t h respect t o a nonconsent 

p e n a l t y , which — what do you f e e l i s a p p r o p r i a t e , or Yates 

f e e l i s a p p r o p r i a t e i n t h i s ? 

A. Both OA's proposed a 400-percent p e n a l t y . We 

r e a l i z e t h a t those — t h a t you cannot impose t h a t , so we 

would request t h a t a 200-percent penalty be imposed. 

Q. Do you f e e l t h a t t h a t i s c o n s i s t e n t w i t h the 

experience of other operators i n the area — 

A. Yes. 

Q. — t h a t t h a t would be adequate? 

A. Yes, s i r . 

Q. A l l r i g h t . And i t c e r t a i n l y i s less than what 

both Nearburg and Yates proposed i n the i n i t i a l o f f e r i n g s 

t o t r y t o get — work out a compromise? 

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

Q. A l l r i g h t , l e t ' s t u r n t o your E x h i b i t 4. What i s 

t h a t ? 

Would you again i d e n t i f y i t and discuss i t s 

s i g n i f i c a n c e ? 

A. This i s our approved APD, or A p p l i c a t i o n f o r 

Permit t o D r i l l , our Bert APB Number 1 a t a l o c a t i o n of 660 
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from the south and 660 from the west, Section 13 of 19 

South, 25 East. 

And i t has been approved by the O i l Conservation 

D i v i s i o n . 

Q. So Yates has already received and got permission 

t o d r i l l a w e l l a t t h i s l o c a t i o n ? 

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

Q. Let's t u r n t o your E x h i b i t Number 5, and what i s 

t h a t ? 

A. That i s j u s t our c e r t i f i c a t e of m a i l i n g and 

compliance w i t h Rule 1207, t h a t we d i d send n o t i c e of t h i s 

h earing. 

Q. A l l r i g h t , and n o t i c e was given t o j u s t Nearburg 

Production? 

A. That's c o r r e c t . They're the only other p a r t y 

i n v o l v e d . 

Q. Now, Mr. Shelton described the ownership of — i n 

t h i s q u a r t e r s e c t i o n , he described what Nearburg had as 50 

percent, he described the contested Holmquist lease, the 

amount, and then he described what the remaining ownership 

was i n Yates Petroleum — 

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

Q. — and he presented e x h i b i t s showing those 

numbers — 

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

STEVEN T. BRENNER, CCR 
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Q. — exactly? 

Do you agree w i t h those numbers as represented? 

A. Yes, we do. 

Q. The only d i f f e r e n c e i s , Yates does d i f f e r w i t h 

respect t o the ownership of the Holmquist l e a s t ? 

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

Q. That's a contested issue? 

A. Right. 

Q. Okay. Let's t u r n next t o your E x h i b i t Number 6. 

A. This i s j u s t a proposal — I b e l i e v e Mr. Shelton 

a l s o put i n as an e x h i b i t — t h a t we received from Nearburg 

on March 8 t h . I t ' s t h e i r cover l e t t e r , AFE and JOA f o r 

t h e i r F a i r c h i l d 13 Number 2. 

Q. I n o t i c e d on both your E x h i b i t 3 and t h i s E x h i b i t 

6 you have a red f l a g . What i s the purpose of t h a t red 

f l a g ? 

A. That j u s t marks where the AFE i s a t , because 

those are t o be discussed l a t e r by our engineering witness. 

Q. A l l r i g h t , t h a t was j u s t t o make i t — ease of 

l o c a t i n g the two AFEs; i s t h a t c o r r e c t ? 

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

Q. I s th e r e anything f u r t h e r t h a t you would wish t o 

t e l l t he Examiner i n r e l a t i o n s h i p t o these e x h i b i t s ? 

A. No, s i r . 

MR. ERNEST CARROLL: I would move, Mr. Examiner, 

STEVEN T. BRENNER, CCR 
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the admission of Yates E x h i b i t s 1 through 6 a t t h i s time. 

EXAMINER CATANACH: E x h i b i t s 1 through 6 w i l l be 

admitted as evidence. 

MR. ERNEST CARROLL: And I would pass the 

witness. 

EXAMINER CATANACH: Mr. Kell a h i n ? 

CROSS-EXAMINATION 

BY MR. KELLAHIN: 

Q. Ms. Mauritsen, i f y o u ' l l look a t E x h i b i t 3 w i t h 

me — 

A. Yes, s i r . 

Q. — your proposal t o Nearburg i s March 2nd? 

A. Well, i t was mailed on March 2nd. They d i d 

r e c e i v e i t March 3rd, r i g h t . 

Q. But i t ' s prepared by you, and i t i s sent on March 

2nd? 

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

Q. At the time t h a t was prepared, d i d you submit an 

estimated w e l l cost t o Nearburg? 

A. Yes, we d i d . 

Q. And who prepares and signs o f f on t h i s AFE? 

A. Mr. A l Springer prepares the m a j o r i t y of our AFEs 

and signs o f f on them. 

Q. What i s Mr. Springer's f u n c t i o n w i t h Yates? 

A. He's i n our engineering department. I'm not 

STEVEN T. BRENNER, CCR 
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p o s i t i v e of h i s exact t i t l e . He i s i n the engineering 

department. 

Q. I f you're going t o one of the Yates personnel f o r 

questions or AFEs, Mr. Springer i s the man you go see? 

A. Yes, he's the one t h a t prepares them. 

Q. Okay. That was done on the 2nd of March — 

A. The AFE was — 

Q. -- l e t t e r ~ the AFE? 

A. — was prepared March 1st. 

Q. You see up on the top i t says March 1st? 

A. Yes. 

Q. Okay, look on E x h i b i t 4 f o r me. 

A. Okay. 

Q. The A p p l i c a t i o n f o r a Permit t o D r i l l , f i l e d w i t h 

t h e r e g u l a t o r y agency — 

A. Right. 

Q. — shows t h a t i t ' s dated on March 1st? 

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

Q. And i t i s correspondingly approved on March 1st? 

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

Q. This w e l l has been approved a t Yates' request by 

the O i l Commission p r i o r t o requesting Nearburg t o 

p a r t i c i p a t e i n t h i s well? 

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

Q. I s t h a t not true? 

STEVEN T. BRENNER, CCR 
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A. Yes, t h a t ' s t r u e . 

Q. I s t h a t Yates* common p r a c t i c e , t o o b t a i n 

A p p l i c a t i o n s f o r Permits t o D r i l l before you propose the 

w e l l t o the other i n t e r e s t owners i n the spacing u n i t ? 

A. I t ' s not always common, but we do do i t 

o c c a s i o n a l l y , yes. 

Q. And d i d i t here? 

A. Yes, s i r . 

Q. Do you do i t c o n s i s t e n t l y when you propose w e l l s 

t o Nearburg? 

A. I don't be l i e v e so, no. 

Q. Why was i t done i n t h i s case? 

A. I r e a l l y can't answer t h a t . I d i d not f i l e the 

APD. I was requested t o prepare the documents t o propose 

the w e l l , but I do not have anything t o do w i t h when the 

APD i s taken over t o be approved. 

Q. On E x h i b i t 1 — 

A. Yes. 

Q. — the c o l o r coding — 

A. Yes. 

Q. — w i t h i n the southwest quarter of Section 13 — 

A. Right. 

Q. — you've shaded t h a t i n as a l l y e l l o w acreage? 

A. Well, I t h i n k I said I j u s t d i d t h a t so t h a t the 

spacing u n i t stands out. I t ' s not re p r e s e n t i n g us having a 
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hundred percent; I j u s t wanted i t t o stand out on the p l a t 

i t s e l f . 

Q. Okay. 

A. I t does not represent t h a t . 

Q. You described the ownership i n Section 14 t o the 

west? 

A. Correct. That's the only p a r t i n t h i s nine 

s e c t i o n s t h a t I worked on where we do have a hundred-

percent ownership. 

Q. A l l r i g h t . Do you know the ownership i n the 

southwest q u a r t e r of 14, which i s the a d j o i n i n g section? 

I t ' s shaded e n t i r e l y i n yellow. What does t h a t 

mean? 

A. A hundred percent Yates. 

Q. Yates Petroleum Company? 

A. Well, Yates, e t a l . I t ' s not — 

Q. Yates and a l l the e n t i t i e s ? 

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

Q. And when I get over i n the southeast q u a r t e r — 

A. Right. 

Q. — why i s t h a t not shaded e n t i r e l y i n yellow? 

A. Because we do not own a hundred percent of t h a t 

acreage. 

Q. Who else owns the res t ? 

A. There i s a mineral owner, and i t used t o be one 
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of the Fants. I don't remember i f i t ' s C.J. or D.B. Fant 

t h a t s t i l l owns t h a t , as f a r as I know, and we do not have 

t h a t lease. 

Q. How b i g an i n t e r e s t i s i t ? 

A. I b e l i e v e i t ' s a h a l f i n t e r e s t , but I'm j u s t — 

From my memory, I bel i e v e i t ' s a h a l f i n t e r e s t . 

Q. Yates only c o n t r o l s 50 percent of the southeast 

q u a r t e r of 14; i s t h a t what I'm hearing? 

A. Well, I t h i n k we a c t u a l l y have a l i t t l e l e s s than 

50 percent. 

We don't have — We have 140 acres out of the 

whole 320 s e c t i o n , east h a l f of 14. 

Q. When we look a t your development map, which i s 

E x h i b i t Number 2, Yates has the proposed Bert l o c a t i o n i n 

the southwest of 13? 

I see t h a t marked on here. 

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

Q. How f a r west do we have t o go before we get t o an 

o i l w e l l i n North Dagger Draw t h a t ' s operated by Yates? 

A. Oh, I ' d say approximately 2 1/2 mil e s . 

Q. And where would t h a t be? 

A. The c l o s e s t one would probably be i n the 

southeast q u a r t e r of Section 21, our P a t r i o t AIZ Number 5. 

MR. KELLAHIN: Thank you, Mr. Examiner, I have 

n o t h i n g e l s e . 
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EXAMINATION 

BY EXAMINER CATANACH: 

Q. Ms. Mauritsen, do you r o u t i n e l y deal w i t h 

Nearburg Producing Company on these spacing-unit issues? 

A. Yes, I have i n the l a s t s i x months or so, yes. 

Q. Are you aware of the instances referenced by Mr. 

Shelton t h i s morning where Yates and Nearburg were able t o 

agree v o l u n t a r i l y on operatorship? 

A. I'm aware of them. I was not the landman 

handli n g the w e l l s , but I'm aware of them. 

Q. Are you aware of some of the c r i t e r i a t h a t were 

used by Yates and Nearburg t o determine who should operate 

those spacing u n i t s ? 

A. The two t h a t Bob pointed out as f a r as the 

ownership, and a t the time I guess he sa i d i t was t h e i r 

operations viewpoint. 

But t h a t ' s a l l I know o f , because I was not 

in v o l v e d the i n a c t u a l n e g o t i a t i o n s on those. 

Q. Would you ch a r a c t e r i z e those as being accurate as 

f a r as Yates i s concerned? 

A. As f a r as I know, yes. 

EXAMINER CATANACH: Okay. That's a l l I have of 

the witness. 

MR. ERNEST CARROLL: I have nothing f u r t h e r from 

t h i s witness. 
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BRENT MAY. 

the witness h e r e i n , a f t e r having been f i r s t d u l y sworn upon 

h i s oath, was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. ERNEST CARROLL: 

Q. Would you please s t a t e your name and place of 

residence f o r the record? 

A. Brent May. I l i v e i n A r t e s i a , New Mexico. 

Q. Mr. May, i f you would, please, t r y t o speak up. 

The r o a r from t h i s i n t a k e i s r e a l l y tough, and I'm having a 

hard time hearing. I'm sure maybe the Examiner t o o . 

A. Okay. 

Q. By whom are you employed? 

A. Yates Petroleum. 

Q. I n what capacity? 

A. As a petroleum g e o l o g i s t . 

Q. Mr. May, are you f a m i l i a r w i t h the two competing 

A p p l i c a t i o n s now being heard by t h i s Examiner? 

A. Yes, I am. 

Q. And have you performed g e o l o g i c a l work w i t h 

respect t o these Applications? 

A. Yes, I have. 

Q. And have you t e s t i f i e d before the D i v i s i o n on 

previous occasions and had your c r e d e n t i a l s as a petroleum 

g e o l o g i s t accepted? 

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



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 

112 

A. Yes, I have. 

MR. ERNEST CARROLL: Mr. Catanach, I ' d tender Mr. 

May as an expert i n the f i e l d of petroleum geology. 

EXAMINER CATANACH: Mr. May i s so q u a l i f i e d . 

Q. (By Mr. Ernest C a r r o l l ) Mr. May, w i t h respect t o 

the A p p l i c a t i o n t h a t Yates has f i l e d and i n o p p o s i t i o n of 

the Nearburg A p p l i c a t i o n , have you prepared c e r t a i n 

e x h i b i t s ? 

A. Yes, I have. 

Q. And would you please t u r n t o your f i r s t E x h i b i t , 

Number 7, and i f you would i d e n t i f y t h a t and e x p l a i n i t s 

s i g n i f i c a n c e t o the case. 

A. This i s a p a r t i a l l o g of the Nearburg F a i r c h i l d 

24 Number 1, located i n Section 24 of 19 South, 25 East. 

I t ' s t h e same l o g t h a t Mr. Elger had on h i s c r o s s - s e c t i o n . 

This i s a neutron d e n s i t y l o g , j u s t over the 

Canyon or Upper Penn s e c t i o n . 

I might s t a t e t h a t — Mr. Elger s t a t e d t h i s too. 

This i s the key w e l l i n the area, since we are about two t o 

two and a h a l f miles east of the main North Dagger Draw 

Pool, and t h i s i s the only Canyon or Upper Penn producer i n 

t h i s immediate area. 

I ' d j u s t l i k e t o p o i n t out, I've marked the top 

of the Canyon limestone and the top of the Canyon dolomite, 

the base o f the dolomite. 
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As was s t a t e d before, t h i s was d r i l l e d o r i g i n a l l y 

t o the Morrow. O r i g i n a l TD was around 9599. 

I've marked one DST t h a t Nearburg performed i n 

the upper p a r t of the Canyon dolomite, and I've als o marked 

the p e r f o r a t i o n s t h a t they have c u r r e n t l y p e r f o r a t e d . And 

from what I understand, a t l e a s t they have t e s t e d around 

800 b a r r e l s of o i l per day, a l i t t l e over 2000 of water, 

and around a h a l f a m i l l i o n gas. 

And also , I might s t a t e t h a t the blue c o l o r e d 

i n — and t h a t ' s colored i n on the PE l o g — t h a t ' s j u s t 

showing dolomite present w i t h i n t h i s w e l l . 

Q. Mr. May, i s the geologic data a v a i l a b l e from the 

d r i l l i n g of t h i s F a i r c h i l d 24 Number 1 the p r i n c i p a l 

subsurface data a v a i l a b l e t o a g e o l o g i s t i n t r y i n g t o map 

the p r o d u c t i v e i n t e r v a l i n the Cisco/Canyon area of the 

southwest quarter of Section 13? 

A. This i s the key w e l l , since i t ' s the only 

producer f o r a couple of miles around. 

Q. A l l r i g h t . I s there anything else f u r t h e r you 

would l i k e t o p o i n t out w i t h respect t o E x h i b i t 7? 

A. No, I b e l i e v e t h a t ' s a l l . 

Q. Would you t u r n t o E x h i b i t 8, then, and i d e n t i f y 

i t ? 

A. This i s a s t r u c t u r e map. I t shows the top of the 

Canyon dolomite. Contour i n t e r v a l i s 50 f e e t , and i t shows 

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



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 

114 

both the Yates and Nearburg proposed l o c a t i o n s . 

Note the F a i r c h i l d 24 Number 1, the only 

producer, shown w i t h a red dot down i n Section 24. There's 

als o a few Morrow producers around, which Mr. Elger has 

also p o i n t e d out. 

On my map I'm showing a s t r u c t u r a l h i g h t r e n d i n g 

east-west and plunging t o the east. Both the proposed 

l o c a t i o n s are on the southern f l a n k of t h i s h i g h . I t 

appears both the l o c a t i o n s should be higher than the 

producing w e l l i n 24, but i t also appears l i k e the Yates 

l o c a t i o n could be 35 t o 40 f e e t higher s t r u c t u r a l l y than 

the Nearburg l o c a t i o n . 

Q. Well now, Mr. May, l e t ' s j u s t d e v i a t e j u s t a 

moment here. Your map i s drawn on the top of the Canyon 

dolomite; i s t h a t correct? 

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

Q. The Canyon dolomite t h a t you're d e p i c t i n g here i s 

the a c t u a l pay zone or pay i n t e r v a l ; i s t h a t c o r r e c t ? 

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

Q. Now, as you understand Mr. Elger's testimony, the 

top of the i n t e r v a l t h a t he was mapping — Was i t a c t u a l l y 

the Canyon dolomite or the Canyon limestone? 

A. He used the Canyon dolomite as h i s mapping. But 

w i t h the seismic l i n e he i n t e g r a t e d , a l l he could see was 

t h e t o p o f the Canyon lime. 
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Q. A l l r i g h t . Now, would you please discuss f o r 

us — You j u s t t e s t i f i e d t h a t you f e e l t h a t the proposed 

Yates l o c a t i o n would be more favorable than the proposed 

Nearburg l o c a t i o n or be s t r u c t u r a l l y higher; i s t h a t 

c o r r e c t ? 

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

Q. Mr. Elger t e s t i f i e d d i f f e r e n t l y . Would you 

please discuss those d i f f e r e n c e s and why you f e e l t h a t Mr. 

Elger i s i n c o r r e c t ? 

A. Well, as I alluded t o e a r l i e r , Mr. Elger mapped 

on the Canyon dolomite using h i s subsurface data. But when 

he added i n h i s seismic data, t h a t i s based on top of the 

Canyon limestone. That's a d i f f e r e n t h o r i z o n . Now, I'm 

sure he i n t e r p r e t e d where he thought the Canyon dolomite 

would come i n based o f f h i s seismic top. 

My experience out here — Even though he has 

po i n t e d out some of the surrounding w e l l s he thought the 

limestone thickness was s i m i l a r , which i s t r u e , but my 

thickness — I have seen great v a r i a t i o n i n s h o r t distances 

i n the thickness of the lime. 

So the shot p o i n t s he has going across the two 

l o c a t i o n s , t h a t could vary h i s s t r u c t u r e map a l i t t l e b i t 

i f t h a t lime thickness changes. 

Q. A l l r i g h t . Now, w i t h respect t o the thic k n e s s of 

the lime i s i t your i n f o r m a t i o n t h a t you could even read 
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t h a t on t h e 3-D seismic? 

A. From what I understand, no, t h a t i s s t r i c t l y an 

i n t e r p r e t a t i o n on whoever's doing the seismic 

i n t e r p r e t a t i o n . 

Q. Why i s t h a t , t o your information? 

A. As f a r as I know, the way I understand i t , t he 

seismic reads the i n t e r f a c e between the Penn shales r i g h t 

above the Canyon. I t ' s the d i f f e r e n c e between the shales 

and the carbonate, and t h a t ' s what shows the b i g peak or 

the i d e n t i f i a b l e peak on the seismic, and t h a t i s j u s t 

between the i n t e r f a c e between the shale and the top of the 

Canyon. And the top of the Canyon out here has been the 

Canyon limestone. So h i s seismic, t h a t ' s a l l he's seeing. 

Q. Mr. May, i s the limestone i n t h i s area — has i t 

been found t o be t h i c k enough t o even be read w i t h the use 

of seismic? 

A. From what I understand, the r e s o l u t i o n and the 

th i c k n e s s of the lime out here, you might have a very hard 

time seeing t h a t t h i c k — t h a t 50-some-odd f e e t of 

limestone. 

Q. Now, you have heard Mr. Elger t e s t i f y . Do you 

consider t h a t testimony of Mr. Elger c r e d i b l e enough t o 

change your i n t e r p r e t a t i o n t h a t you have rendered t o t h i s 

D i v i s i o n Examiner? 

A. That i s h i s i n t e r p r e t a t i o n . I have a d i f f e r e n t 
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i n t e r p r e t a t i o n . And I t h i n k there's room enough out here, 

w i t h only having one known producer and the few w e l l -

c o n t r o l data you have out here, t h a t there's room f o r 

d i f f e r e n t i n t e r p r e t a t i o n s . 

Q. I s i t your testimony, though, a f t e r having 

considered Mr. Elger's testimony, t h a t you do not b e l i e v e 

t h a t you would adopt h i s i n t e r p r e t a t i o n ? 

A. I don't t h i n k I could a t t h i s p o i n t , w i t h the 

data t h a t he shows. I t ' s too much variance i n t h e r e . 

Q. To your i n f o r m a t i o n , do operators i n t h i s area 

use the seismic t o define the l o c a t i o n s f o r the 

Cisco/Canyon? 

A. I am p e r s o n a l l y — I know Nearburg shot a 3-D 

seismic i n t h i s area, and t h a t ' s the only seismic I am 

p e r s o n a l l y aware of. 

Now, whether or not Conoco or Nearburg i s using 

3-D seismic or 2-D seismic elsewhere i n the f i e l d , I do not 

have personal knowledge of t h a t . 

But as f a r as I know out here, they d i d use t h e i r 

3-D seismic. 

As f a r as I know, they have not d r i l l e d a Canyon 

producer, based on a 3-D seismic, except f o r the one w e l l 

t h a t Mr. Elger a l l u d e d t o , which was a d i r e c t o f f s e t . 

Q. 3-D seismic has been used out here t o d e f i n e 

Morrow t e s t s ; i s t h a t not true? 
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A. Li k e Mr. Elger s a i d , they d r i l l e d the F a i r c h i l d 

24 Number 1 o r i g i n a l l y as a Morrow prospect, and I b e l i e v e 

they d r i l l e d t h e i r Lakewood Farms 18 Number 1 i n 18 of 19 

South, 26 East, as a Morrow producer, and both were dry, I 

b e l i e v e , i n the Morrow. 

Q. Now, you have i n d i c a t e d t h a t the proposed Yates 

l o c a t i o n would be s t r u c t u r a l l y higher. Could you q u a n t i f y 

t h a t ? 

A. Probably around 35 t o 40 f e e t , maybe, somewhere 

i n t h a t area. 

Q. And again, what i s the basis of your o p i n i o n t h a t 

i t would be higher? 

A. That's o f f the subsurface data on top of the 

dolomite, and t h a t i s my i n t e r p r e t a t i o n . There's — I ' l l 

concede there's room f o r other i n t e r p r e t a t i o n s out here. 

Q. I s the r e anything else t h a t you'd l i k e t o discuss 

here w i t h respect t o E x h i b i t Number 8? 

A. Oh, I would j u s t l i k e t o p o i n t out — not 

n e c e s s a r i l y towards my e x h i b i t , but Mr. Elger's — 

Nearburg's E x h i b i t 14, he has a l i n e drawn d i s t i n g u i s h i n g 

between non-Canyon r e s e r v o i r and Canyon r e s e r v o i r , which he 

has shaded gray. And i n between the two w e l l s , between the 

F a i r c h i l d 24 Number 1 i n Section 24 and the w e l l i n 23, I 

t h i n k he can p i c k t h a t f a i r l y decently, based on the data. 

But up around the proposed l o c a t i o n s , there's no 
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data p o i n t s up there t o base t h a t on, and t h a t ' s h i s 

i n t e r p r e t a t i o n . 

Q. And you would d i f f e r w i t h t h a t ? 

A. Well, I would say a t t h i s p o i n t there's not 

enough data t o r e a l l y put t h a t l i n e i n . 

Q. You would f e e l uncomfortable w i t h drawing t h a t 

l i n e , then? 

A. Yes, the lack of data, I'm not sure where I could 

draw t h a t l i n e a t t h i s p o i n t . There's j u s t not enough data 

up t h e r e . 

But t h a t ' s h i s i n t e r p r e t a t i o n . 

Q. Anything else w i t h respect t o t h a t ? 

A. No, s i r . 

Q. Okay. I f you'd t u r n t o your E x h i b i t Number 9, 

again, would you i d e n t i f y i t f o r the record and discuss i t s 

s i g n i f i c a n c e ? 

A. This i s a net isopach of the Canyon dolomite. 

The contour i n t e r v a l i s 50 f e e t . Again, the two proposed 

l o c a t i o n s are shown. 

This map shows a net dolomite t h i c k t r e n d i n g 

b a s i c a l l y east-west, w i t h the two l o c a t i o n s w i t h i n the 

t h i c k . Both l o c a t i o n s should have s i m i l a r dolomite 

t h i c k n e s s and should have more dolomite than the F a i r c h i l d 

24 Number 1. 

So t h i s map i s showing no d i f f e r e n c e between the 
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two proposed l o c a t i o n s . 

Q. You show no, then, advantage between the two 

proposed l o c a t i o n s based on t h i s map? 

A. No, s i r , there i s no advantage between the two 

l o c a t i o n s here. 

Q. I s th e r e anything else t h a t you would l i k e t o 

discuss w i t h respect t o t h i s e x h i b i t ? 

A. No. 

Q. Mr. May, i s there anything else t h a t you would 

l i k e t o discuss w i t h respect t o the geologic e x h i b i t s t h a t 

Mr. Elger t e s t i f i e d to? 

A. I might j u s t s t a t e t h a t whichever w e l l i s 

d r i l l e d , and i f a Canyon producer i s made, I would bet 

money the other l o c a t i o n w i l l be d r i l l e d t o o . I b e l i e v e 

t h a t there's — i f there's a Canyon producer d r i l l e d up 

here, both w e l l s w i l l e v e n t u a l l y get d r i l l e d . 

Q. And under the f i e l d r u l e s , t h a t could occur? 

A. Yes, s i r , because you can d r i l l f o u r per 160. 

Q. A l l r i g h t . Both of these w e l l s are orthodox f o r 

d r i l l i n g a d d i t i o n a l w e l l s w i t h i n t h a t 160; i s t h a t c o r r e c t ? 

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

Q. So a c t u a l l y two w e l l s could be d r i l l e d , one each, 

n o r t h of the two proposed locat i o n s ? 

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

Q. Now, w i t h respect, though — your o p i n i o n , which 
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do you f e e l — Based on the i n f o r m a t i o n now a v a i l a b l e t o 

the p a r t i e s , which do you f e e l — which l o c a t i o n do you 

f e e l has the s t r u c t u r a l advantage or would be more 

fa v o r a b l e t o be d r i l l e d f i r s t ? 

A. According t o my i n t e r p r e t a t i o n — and I s t i l l 

f e e l I can s t i c k w i t h my i n t e r p r e t a t i o n — the Yates 

l o c a t i o n would be the b e t t e r of the two l o c a t i o n s . 

Q. Do you have anything f u r t h e r you'd l i k e t o — 

A. No, I bel i e v e t h a t ' s a l l . 

MR. ERNEST CARROLL: Mr. Examiner, I would move 

admission of Yates E x h i b i t s 7, 8 and 9 a t t h i s time. 

EXAMINER CATANACH: E x h i b i t s 7, 8 and 9 w i l l be 

admitted as evidence. 

MR. ERNEST CARROLL: And then I pass the witness. 

EXAMINER CATANACH: Mr. Kellahin? 

CROSS-EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. May, I'm loo k i n g a t your E x h i b i t Number 8. 

South o f the dispute i n Section 24 i s the F a i r c h i l d 2 4 

Number 1 w e l l , d r i l l e d by Nearburg? 

A. South of Section 13? 

Q. I'm so r r y . 

A. Yes, s i r . 

Q. South of 13 i n Section 24 i s the Nearburg 24-1 

wel l ? 
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A. Yes, s i r , t h a t ' s c o r r e c t . 

Q. I t ' s producing o i l out of t h i s Canyon dolomite? 

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

Q. Why i s there o i l a t t h a t l o c a t i o n ? 

A. That's a good question, and I t h i n k Mr. Elger h i t 

on one p o s s i b i l i t y , t h a t you could have — As he showed on 

h i s c r o s s - s e c t i o n , there was a piece of dolomite a t the 

very t o p . F i r s t you had the Canyon lime, then you went 

i n t o a piece of dolomite, and then you went i n t o more lime, 

and you f i n a l l y went i n t o the Canyon dolomite body. And 

t h a t upper dolomite i s where they have p e r f o r a t e d and are 

producing out o f . 

That looks l i k e maybe a l i t t l e f i n g e r of dolomite 

on top of the dolomite s e c t i o n . 

Q. Do you have any a l t e r n a t i v e theory t o how t h i s i s 

trapped and located there? 

A. I t h i n k Mr. Elger i s — I would probably agree 

w i t h t h a t . 

Now, there's another one t h a t i s being k i c k e d 

around and i s not been proven. There's a p o s s i b i l i t y t h a t 

t h a t p r o d u c t i o n from the main body of the f i e l d could 

e v e n t u a l l y come down and meet t h i s . But t h a t ' s h i g h l y 

s p e c u l a t i v e . 

I t h i n k Mr. Elger a t t h i s p o i n t has the b e t t e r 

i n t e r p r e t a t i o n , and I would agree w i t h h i s c r o s s - s e c t i o n . 
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Q. Did you have a v a i l a b l e t o you any of the seismic 

data t h a t Mr. Elger had u t i l i z e d i n h i s i n t e r p r e t a t i o n ? 

A. No, I d i d not. A l l I had was subsurface only. I 

d i d not have any seismic a v a i l a b l e t o me. 

Q. When we look a t the E x h i b i t 8, i s the s t r a t e g y 

here t o play o f f the success of the F a i r c h i l d 24-1 w e l l i n 

Section 24? 

A. That i s the key w e l l , and I would have t o agree 

w i t h t h a t statement. 

Q. When we look a t minimizing — Well, l e t ' s look a t 

the r i s k issue before we t a l k about minimizing i t . 

W i t h i n the southwest quarter of 13, the r i s k , 

r e gardless of which l o c a t i o n , i s s u b s t a n t i a l f o r e i t h e r 

operator, i s i t not? 

A. I agree. 

Q. And regardless of who i s the operator, t he 

maximum 200-percent penalty i s going t o be ap p r o p r i a t e , 

i s n ' t i t ? 

A. I agree. 

Q. Apart from t h a t issue, though, you can manage the 

r i s k i n several ways, and one way would be t o l o c a t e the 

next w e l l as close as you could t o the F a i r c h i l d 24 w e l l ; 

i s t h a t not true? 

A. I n some instances. But according t o my 

i n t e r p r e t a t i o n i t d i d f a l l s t r u c t u r a l l y higher, the c l o s e r 
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one. 

But then again, on Mr. Elger's i n t e r p r e t a t i o n , 

t h e w e l l t h a t ' s a l i t t l e f u r t h e r away, according t o h i s 

i n t e r p r e t a t i o n , would be higher. 

Q. The advantage under e i t h e r i n t e r p r e t a t i o n i s f o r 

— the challenge f o r e i t h e r one i s t o be as high as you can 

s t r u c t u r a l l y ? 

A. That helps. But t h a t i s not e v e r y t h i n g , because 

as we saw on Mr. Elger's c r o s s - s e c t i o n , t h a t t h i n piece of 

dolomite where the F a i r c h i l d 24 Number 1 i s producing, t h a t 

i s the r e s e r v o i r out here, and e i t h e r one of these 

l o c a t i o n s , there's a r i s k we could lose t h a t dolomite a t 

e i t h e r l o c a t i o n . 

Q. When you look i n Section 14 t o the west of 13, i t 

appears by your i n t e r p r e t a t i o n i n E x h i b i t 8 t h a t we are 

g a i n i n g s t r u c t u r e as we move i n t o the a d j o i n i n g section? 

A. Yes, s i r . 

Q. Why has not Yates proposed a w e l l i n the 

southeast of the southeast of 14? 

A. I don't know i f I can answer t h a t r i g h t now 

because I don't know the land questions i n v o l v e d and how 

much — i f we own t h a t acreage. I don't know t h a t o f f the 

top of my head, s i r , and I — 

Q. Well, f o r g e t the land questions. Ms. Mauritsen 

has t o l d us the land ownership i n 14. I'm t a l k i n g about 
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geologic s t r a t e g y . 

A. Okay, again, you could go back t o your previous 

question. You could be g e t t i n g f u r t h e r away from your 

r e s e r v o i r . And there's r i s k i n v o l ved t h e r e on — the 

f u r t h e r — As you pointed out, the f u r t h e r you get away, 

p o s s i b l y you could be g e t t i n g f u r t h e r away from t h a t t h i n 

piece of dolomite t h a t ' s producing. 

And then again, on the other hand, you might get 

lucky enough t o where i t thickens up. But i t adds your 

r i s k , t he f u r t h e r away you get. 

Q. When we look a t your E x h i b i t 9, which i s the 

d i s t r i b u t i o n of the dolomite on the isopach, what's "net" 

mean? 

A. I t ' s the — I ' l l describe i t the same way I d i d 

i n t he l a s t hearing, and what I d i d i s , I looked a t the 

dolomite and a c t u a l l y counted up the f e e t t h i c k n e s s of 

dolomite present. I d i d not use the gamma ray, I d i d not 

use t h e p o r o s i t y . I only counted up the net f e e t of 

dolomite — 

Q. Okay. 

A. — t o t a l , i n the whole Canyon s e c t i o n . 

Q. Okay. And when you count t h a t t o t a l a t the 

F a i r c h i l d 24 l o c a t i o n , you get 289 feet? 

A. Yes, s i r . 

Q. And i f you move up i n t o Section 18, up t o the 

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



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 

126 

n o r t h e a s t , and we look up i n the northwest-northwest, 

t h e r e ' s a value of 268? 

A. I'm s o r r y , i n which — 

Q. Yes, s i r , I'm l o o k i n g i n Section 18. 

A. Oh, okay. Yes, s i r , I see i t . 

Q. I n the northwest-northwest — 

A. Yes, s i r . 

Q. — There's a value of 268? 

A. Yes, s i r . 

Q. Are you counting t h a t o f f the l o g t h a t was on Mr. 

Elger's c r o s s - s e c t i o n , which i s t h a t Nearburg Lakewood Farm 

18-1 w e l l ? 

A. That should be the same, yes. 

Q. A l l r i g h t , l e t ' s look a t h i s c r o s s - s e c t i o n . You 

have i t t h e r e . 

What are you counting when you get 268 f e e t , i f 

we're l o o k i n g a t h i s cross-section? 

A. You can see he's got the limestone c o l o r e d a t the 

t o p , and then he goes i n t o what he's c o r r e l a t i n g i n , a 

l i t t l e t h i n s e c t i o n t h a t p o s s i b l y c o r r e l a t e s t o the 

producing zone i n the F a i r c h i l d 24 Number 1. That's 

dolomite. 

And then you go down i n t o the Middle Canyon, what 

he has labeled as the Middle Canyon, there's dolomite 

present t h e r e . 
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You go down i n t o what he has marked the Lower 

Canyon, and down t o about e i g h t thousand and approximately 

f i f t y , t here's dolomite there. And then you f i n a l l y go 

back i n t o limestone. 

Q. A l l r i g h t . When you're l o o k i n g a t the l o g i n 

t h a t s e c t i o n , would you agree w i t h him t h a t the o p p o r t u n i t y 

f o r o i l p r o d u c t i o n out of the dolomite i s confined t o t h a t 

p o r t i o n t h a t he has shaded — 

A. Possibly. 

Q. — i n the pink? 

A. Possibly. I would l i k e t o p o i n t out t h a t 

everyone was s u r p r i s e d by the F a i r c h i l d 24 Number 1 

becoming a producer, and I t h i n k Nearburg could even agree 

t o t h a t . 

So a t t h i s p o i n t I don't r u l e out anything. And 

we could always stumble across more pr o d u c t i v e i n t e r v a l 

elsewhere, besides t h a t t h i n dolomite f i n g e r , as I r e c a l l 

i t , t h a t ' s present i n the F a i r c h i l d 24 Number 1. 

Q. Looking west on E x h i b i t 9 again, you've got 

Section 13 where the dispute e x i s t s ? 

A. Yes. 

Q. I n S e c t i o n 14, f a r t h e r t o t h e west, t h e r e i s a 

w e l l symbol, and i t ' s got a value of 3 06 fe e t ? 

A. Yes, s i r . 

Q. That i s Yates's disposal w e l l , i s i t not, where 
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you're disposing of water i n t o the Canyon, are you not? 

A. That i s c o r r e c t , i f I'm understanding i t r i g h t . 

Q. When we look at your E x h i b i t Number 7, the w e l l 

i n 14 would be disposing i n a zone t h a t i s c o r r e l a t i v e t o 

what p o r t i o n of the l o g shown on the F a i r c h i l d 24 well? 

A. I'm not e x a c t l y sure of where e x a c t l y those 

p e r f o r a t i o n s are i n the w e l l i n 14. So — There's a 

p o s s i b i l i t y , i f I remember r i g h t — and I could be wrong, 

but i f I remember r i g h t , I don't t h i n k there's t h a t f i n g e r 

of dolomite i n t h a t w e l l . But — I b e l i e v e t he 

p e r f o r a t i o n s are i n the upper p a r t of the Canyon dolomite, 

but — I could be wrong on t h a t , but I t h i n k t h a t ' s what I 

remember. 

Q. That disposal w e l l t h a t ' s p u t t i n g water i n the 

Canyon member, how many f e e t on your s t r u c t u r e map i s t h a t 

u p s t r u c t u r e t o the F a i r c h i l d 24 well? 

A. That — l e t ' s see, approximately — t o the 

F a i r c h i l d 24? That was approximately 12 3 f e e t , I b e l i e v e . 

Q. Yes, s i r , t h a t ' s what I c a l c u l a t e . 

When we look a t your dolomite s e c t i o n , you have 

connected Sections 14, 13, 24 and 23 i n t o the same dolomite 

r e s e r v o i r , haven't you? 

A. This net isopach dolomite, I'm not t r y i n g t o map 

out i n d i v i d u a l u n i t s w i t h i n the dolomite. I t i s the net of 

a l l dolomite. So yes, I'm not mapping out i n d i v i d u a l 
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dolomite u n i t s . 

Q. Do you know what k i n d of volumes are being 

disposed of i n t o the disposal well? 

A. No, s i r , I do not. And I might p o i n t out, t h a t 

was converted i n t o a disposal w e l l several years ago, 

before the development i n North Dagger Draw, and t h a t ' s why 

t h a t d i s p o s a l w e l l was put the r e . 

I t h i n k i f i t was today, i f we d r i l l e d t h a t w e l l 

today, we probably would not convert i t i n t o a d i s p o s a l 

w e l l . 

Q. I s i t s t i l l being u t i l i z e d f o r d i s p o s a l purposes? 

A. I'm not sure, I'm not sure. 

MR. KELLAHIN: I have no f u r t h e r questions, Mr. 

Examiner. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. May, am I c o r r e c t i n understanding your 

testimony t h a t the seismic i n f o r m a t i o n u t i l i z e d by Nearburg 

i s not r e a l l y valuable i n t h i s case because you s t i l l have 

t o make c e r t a i n assumptions as t o thickness of the 

dolomite? 

A. I don't know i f I should say t h a t the word 

"valuable" should be used, but what I'm t r y i n g t o get a t i s 

t h a t a l l they can see on t h e i r seismic i s the top of the 

limestone. And I have seen, working North Dagger Draw, the 
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t h i c k n e s s of the limestone can vary. 

And thus, i t 1 s hard t o p r e d i c t the top of the 

dolomite, based o f f the top of the limestone. 

Q. I s the limestone thickness — i n some areas i s i t 

c o n s i s t e n t ? 

A. I've seen i t vary from zero t o over a hundred 

f e e t i n thickness. I've seen i t i n 40-acre o f f s e t s — I n , 

I b e l i e v e , Section 10 of 19 South, 25 East, I t h i n k I've 

seen i t vary from, i f I remember r i g h t , around 40 f e e t 

t h i c k t o over 100 f e e t t h i c k i n 40-acre o f f s e t s . So i t can 

vary i n thickness. 

Q. Can i t be consistent? 

A. I would say w i t h the lack of data around Section 

13 — I mean b a s i c a l l y i n the nine sections around 13 you 

have around — maybe one t o two w e l l s , one and a h a l f t o 

two w e l l s , per s e c t i o n . I would say w i t h t h a t lack of 

c o n t r o l i t might be hard t o p r e d i c t the consistency of i t 

i n t h i s area. 

Now, once you get back over t o North Dagger Draw 

and you b a s i c a l l y have 40 acres — every 40 acres d r i l l e d 

up, you can get a b e t t e r f e e l f o r i t . 

Q. Mr. May, i s i t your o p i n i o n t h a t both of these 

l o c a t i o n s are d r i l l a b l e and both w i l l be p r o d u c t i v e i n t h i s 

r e s e r v o i r ? 

A. I t h i n k there's a chance, yes, t h a t both 
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l o c a t i o n s could be productive. 

I t h i n k both l o c a t i o n s appear t o be r i s k y too. 

And I have my i n t e r p r e t a t i o n t h a t says the Yates 

w e l l should be higher, and Mr. Elger has h i s 

i n t e r p r e t a t i o n . 

Q. These w e l l s can be r i s k y based upon the 

s t r u c t u r a l p o s i t i o n ? 

A. Well, I t h i n k the b i g r i s k here i s t h a t we're 

stepping out q u i t e a ways from the known producer, and t h i s 

i s the — and the F a i r c h i l d 24 i s the only Canyon producer 

i n t h i s area — you have t o say back two, two and a h a l f 

m i l e s , back t o the west t o get i n t o North Dagger Draw 

before there's any Canyon production. 

And as Mr. Elger s a i d , t h i s i s way downdip of 

where we o r i g i n a l l y thought you could f i n d p r o d u c t i v e 

acreage i n the Canyon. That also adds t o the r i s k . 

Also, we only have the one data p o i n t , the 

F a i r c h i l d 24, on t h a t dolomite f i n g e r . Where else — You 

know, i t ' s very hard t o p r e d i c t where else t h a t f i n g e r 

goes. 

Granted, Mr. Elger also can see i t i n the w e l l i n 

23, but t h a t ' s b a s i c a l l y only two i n t h i s immediate area. 

That's not a whole l o t of data t o go on. 

So t h e r e can be a l o t of room f o r i n t e r p r e t a t i o n . 

EXAMINER CATANACH: That's a l l I have of the 
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witness. 

ROBERT FANT. 

the witness h e r e i n , a f t e r having been f i r s t d u l y sworn upon 

h i s oath, was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. ERNEST CARROLL: 

Q. Would you s t a t e your name and residence f o r the 

record? 

A. My name i s Robert Fant, and I l i v e i n A r t e s i a , 

New Mexico. 

Q. And by whom are you employed? 

A. I'm employed by Yates Petroleum Corporation. 

Q. What capacity? 

A. As a petroleum engineer. 

Q. Have you had occasion t o t e s t i f y before t h i s 

D i v i s i o n and have your c r e d e n t i a l s accepted as a petroleum 

engineer? 

A. Yes, s i r , I have. 

Q. And Mr. Fant, are you p e r s o n a l l y f a m i l i a r w i t h 

th e A p p l i c a t i o n s now before t h i s — the two competing 

A p p l i c a t i o n s now before t h i s Examiner? 

A. Yes, s i r , I am f a m i l i a r w i t h them. 

MR. ERNEST CARROLL: Mr. Examiner, I tender Mr. 

Fant as an expert i n the f i e l d of petroleum engineering. 

EXAMINER CATANACH: Mr. Fant i s so q u a l i f i e d . 
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Q. (By Mr. Ernest C a r r o l l ) Mr. Fant, you have 

prepared c e r t a i n e x h i b i t s , have you not? 

A. Yes, s i r , I have. 

Q. Before we get i n t o those e x h i b i t s , you have also 

examined the two AFEs t h a t were presented, one by Nearburg 

and one by Yates; i s t h a t correct? 

A. Yes, s i r , I have. 

Q. And t h a t ' s where you would l i k e t o begin your 

testimony, i s i t not? 

A. Yes, s i r , I would l i k e t o s t a r t w i t h these. 

Q. Okay. The two e x h i b i t s t h a t you're going t o be 

l o o k i n g a t , the AFEs, f o r the Examiner's ease, would be 

E x h i b i t Number 3, behind the red tab, and E x h i b i t , I 

b e l i e v e , 5, behind the red t a b ; i s t h a t c o r r e c t ? 

A. Yeah, the red — 

Q. No, i t ' s E x h i b i t 6, excuse me, 3 and 6. 

A. Yeah, 6. 

Q. 3 would be the Yates AFE, 6 would be the Nearburg 

AFE; i s t h a t c o r r e c t ? 

A. Yes, s i r . 

Q. A l l r i g h t . Would you please give us the b e n e f i t 

of what your o p i n i o n i s w i t h respect t o comparing these two 

— the d i f f e r e n c e s i n these two AFEs? 

A. I don't want t o take too long on t h i s ; Mr. 

McDonald has covered some of t h i s . 
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But b a s i c a l l y there are discrepancies between the 

two AFEs. E x h i b i t Number 3 contains the Yates AFE, and 

E x h i b i t Number 6 contains Nearburg's AFE. And j u s t as he 

mentioned, t h e r e are some discrepancies, and he mentioned 

some of the more prominent ones. 

And the i n t a n g i b l e d r i l l i n g c ost, the most 

prominent d i f f e r e n c e i s a c t u a l l y the footage r a t e . 

When t h i s AFE was presented, we r e a l i z e d t h a t 

t h e r e would be — there might be some increased d r i l l i n g 

a c t i v i t y , and we were concerned t h a t d r i l l i n g r a t e s might 

increase, and we wanted t o prepare our p a r t n e r s f o r t h a t , 

t h a t t h a t might happen. 

I n r e a l i t y , d r i l l i n g r a t e s have not increased 

s u b s t a n t i a l l y out here, and so.. . 

Again, as we alluded t o e a r l i e r , these are cost 

estimates. I mean, they are h o p e f u l l y based upon 

experience, but they are simply estimates made by these 

people. This does not d e f i n e , n e c e s s a r i l y , how much money 

w i l l be s p e c i f i c a l l y spent on these w e l l s . Conditions 

a r i s e and t h i n g s change. 

When Mr. — Mr. Springer, A l Springer, our 

d r i l l i n g superintendent, w r i t e s the AFEs. When he wrote 

t h i s one out, he was concerned t h a t d r i l l i n g r a t e s might go 

up, and even w i t h the increased a c t i v i t y we r e a l l y haven't 

seen t h a t t o any tremendous e f f e c t . 
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Q. With respect t o the d r i l l i n g company t h a t 

Nearburg was t a l k i n g about having a c o n t r a c t , Peterson, you 

i n f a c t a t the present are u t i l i z i n g the r i g t h a t would 

have been under t h a t contract? 

A. Well, we had been u n t i l j u s t a day or two ago. 

We a c t u a l l y d r i l l e d a w e l l w i t h them. 

They released t h a t — We released t h a t r i g 

subsequent t o the TD and running of casing i n t h a t w e l l . 

Q. The s i g n i f i c a n c e i s t h a t the d r i l l i n g c o n t r a c t o r s 

out here are a v a i l a b l e t o both p a r t i e s , the same d r i l l i n g 

c o n t r a c t o r s ? 

A. Yes. I mean, t h a t ' s a b s o l u t e l y t r u e . 

Contractors are — I n f a c t , we used the s p e c i f i c company 

t h a t they spoke about using. We j u s t used one of t h e i r 

r i g s . And we, I'm sure, get a s i m i l a r type of d r i l l i n g 

c o s ts. 

Now, t h a t was approximately $30,000 of the 

d i f f e r e n c e between the two w e l l s . And t h e r e was a — Part 

of t h a t d i f f e r e n c e i n the d r i l l i n g footage r a t e s , i s the 

f a c t t h a t we have estimated t a k i n g the w e l l t o 8500 f e e t . 

That's a p r a c t i c e t h a t Yates Petroleum has found 

t o be b e n e f i c i a l i n the long-term operations of these 

w e l l s . I t provides t o have enough r a t h o l e beneath the 

Canyon t o where i f there were any problems or junk l e f t i n 

the hole, i f you were t o run i n t o the problems, s t u f f 
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coming i n t o t he wellbore and i t f a l l s t o the bottom, i t ' s 

of no concern, you don't have t o worry about t h a t . 

Q. So the p r a c t i c e of d r i l l i n g a deeper r a t h o l e i s a 

d e c i s i o n consciously made by Yates t o avoid having t r o u b l e 

w i t h s t u f f t h a t normally accumulates i n these holes? 

A. Yes, i t ' s an attempt on our p a r t t o prevent 

f u t u r e problems i n the w e l l s and t o keep the op e r a t i n g 

costs down. We don't have t o go i n and clean them out or 

anything of t h a t nature. 

Q. Now, t h i s i s a much more s i g n i f i c a n t problem, 

because these w e l l s are subject t o being pumped by 

submersible equipment, and t h a t r a i s e s the r i s k f o r t h a t 

k i n d of occurrence happening? 

A. Yeah. I f you've got high volumes of f l u i d coming 

i n t o these w e l l s , which 2500 b a r r e l s of f l u i d a day i s high 

volumes — I mean there's not t h a t many w e l l s throughout 

the State of New Mexico t h a t produce those types of f l u i d 

volumes. We l i f t them w i t h a submersible pump. 

That's a f a i r l y l a r g e submersible pump, 

e s p e c i a l l y f o r t h i s area. Pumps of t h a t s i z e can run on 

the order of $80,000 t o $100,000. And b r i n g i n g something 

i n t h e r e , not g i v i n g i t room t o f a l l down, and sucking i t 

i n t o t he pump and des t r o y i n g a pump i s a very, very 

expensive c o n s i d e r a t i o n . 

And t h a t ' s p a r t of our reasons f o r t a k i n g i t — I 
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j u s t wanted t o cover why we l i k e t o take them a l i t t l e 

deeper. 

Most of the others — And again, as Mr. McDonald 

po i n t e d out i n h i s comparison of these, we ca t e g o r i z e our 

i n t a n g i b l e d r i l l i n g costs. The two d i f f e r e n t companies 

ca t e g o r i z e them d i f f e r e n t l y , and i t ' s very tough t o 

determine e x a c t l y where the d i f f e r e n c e s are. 

There's some s i g n i f i c a n t d i f f e r e n c e s on water 

costs. Again, t h a t ' s going t o be a f u n c t i o n of a c t u a l l y 

when t h e w e l l i s d r i l l e d , what t h a t a c t u a l l y costs. 

I t could be t h a t s u p e r v i s i o n i s a — You know, I 

n o t i c e d on t h e i r s t h a t j u s t the term " s u p e r v i s i o n " showed a 

l a r g e increase i n t h e i r s over ours. But then again, i t 

j u s t s a i d "supervision". I don't know whether t h a t ' s t h e i r 

s p e c i f i c w e l l - s i t e s u p e r vision of t h e i r personnel or 

s u p e r v i s i o n by c o n t r a c t o r s . I t ' s not s p e l l e d out i n t h e i r 

p a r t i c u l a r AFE. 

But w i t h respect t o the i n t a n g i b l e c osts, the 

primary one i s the d r i l l i n g footage, and i t probably w i l l 

be lower. 

Again, these are estimates, and when i t comes 

down t o the d r i l l i n g of a w e l l , we are going t o s t r i v e t o 

o b t a i n the lowest cost p o s s i b l e from the d r i l l i n g 

c o n t r a c t o r s , and we have a h i s t o r y of doing t h a t , and I 

i n t e n d t o present evidence t o prove t h a t . 
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That's b a s i c a l l y a l l I have on the i n t a n g i b l e s . 

Q. Okay, go on t o the t a n g i b l e t h i n g s . 

A. The t a n g i b l e s , again, there's two primary 

d i f f e r e n c e s i n the t a n g i b l e costs, and they're much easier 

t o d e l i n e a t e where the cost d i f f e r e n t i a l s are. 

I n general, the a c t u a l pipe costs, the costs per 

f o o t f o r the pipe, Nearburg's are eq u i v a l e n t or higher per 

f o o t of pipe f o r t h e i r . . . 

The — One of the l a r g e , g l a r i n g d i f f e r e n c e s , 

Nearburg has $80,000 f o r a r t i f i c i a l l i f t equipment. I have 

spoken w i t h our production personnel and w i t h our d r i l l i n g 

people t o — and w i t h the ESP, E l e c t r i c a l Submersible Pump, 

Corporation. These are the people who we p r i m a r i l y use t o 

o b t a i n our pumps. 

You know, we're l o o k i n g a t $60,000 t o $80,000 f o r 

the pump. We have i n t h e r e , p o s s i b l y , the contingency f o r 

a variable-speed d r i v e . 

But i t ' s — A l l of t h a t i s going t o be d r i v e n by 

what t h e w e l l can produce. As Mr. McDonald s a i d , you know, 

we can estimate these t h i n g s , but the cost t h e r e i s going 

t o be d r i v e n by what the w e l l a c t u a l l y produces. When we 

get down and complete the w e l l , t h a t ' s what's going t o 

d r i v e whether or not you need a bigger pump or a smaller 

pump or the d r i v e s . 

There i s — That's $30,000 d i f f e r e n c e . 
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The other b i g d i f f e r e n c e i s the — You know, we 

have $60,000 f o r separation equipment, f l o w l i n e s , 

miscellaneous, and t h a t ' s a b i g d i f f e r e n t i a l between 

t h e i r s . 

Separation equipment, you know, again, t h a t ' s 

going t o be determined — the si z e separator you have t o 

buy. We need a three-phase separator i n t h i s instance, 

because we are going t o produce gas, o i l and water. 

Again, though, the size of t h a t equipment i s 

determined by what the w e l l can produce. So we can make 

a l l these estimates. We can say, w e l l , we can get one f o r 

$3000. But s t i l l , we've got t o get the si z e t h a t w i l l 

handle the prod u c t i o n , and t h a t w i l l be decided when i t 

comes i n . 

The other d i f f e r e n t i a l i s e v i d e n t l y the tank 

b a t t e r y issue of whether or not we are going t o surface 

commingle on another lease. 

Our p a r t i c u l a r AFE has p r o v i s i o n s f o r b u i l d i n g a 

tank b a t t e r y f o r t h i s 160-acre p r o r a t i o n u n i t , and i t 

appears t h a t — from the testimony, t h a t they are not going 

t o do t h a t , and... 

So b a s i c a l l y , AFEs — I'm r e a l l y s t r i v i n g t o make 

the p o i n t t h a t AFEs are j u s t estimates. And the s p e c i f i c 

w e l l c o n d i t i o n s , when you get i n the r e t o d r i l l i n g i t , 

t h a t ' s what r e a l l y c o n t r o l s the cost. 
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And again, I'm going t o present some data t h a t 

shows where those a c t u a l l y go. 

You can estimate a l l you want, but when i t gets 

down t o i t , t h e r e are h i s t o r i e s of how much w e l l s c o s t , and 

I t h i n k t h a t has a much greater bearing on t h i s p a r t i c u l a r 

case than an AFE. 

I f we had received t h e i r AFE f i r s t — I don't 

know what our AFE — what e x a c t l y the AFE costs would be. 

I know they received our AFE f i r s t , before t h e i r s was — 

went out. 

And so I'm concerned t h a t , you know, you could 

get i n — I f we j u s t consider AFEs, we could get i n t o a 

s i t u a t i o n of one-upsmanship on AFE-writing, and i t s t i l l 

doesn't have any bearing. 

You get out there and you d r i l l the w e l l , and you 

must engage i n c e r t a i n p r a c t i c e s i n d r i l l i n g the w e l l t h a t 

are safe and t h a t are s p e c i f i e d by the r u l e s , and we must 

do c e r t a i n t h i n g s . And those are what are going t o d r i v e 

the costs of the w e l l s . 

Q. Now, you have prepared a study, then, about 

a c t u a l d r i l l i n g costs, and t h a t ' s i n your E x h i b i t Number 

10; i s t h a t c o r r e c t ? 

A. That i s c o r r e c t . E x h i b i t Number 10 i s simply a 

c o m p i l a t i o n of the a c t u a l d r i l l i n g costs, booked costs, f o r 

14 w e l l s operated by Yates Petroleum and f o u r w e l l s 
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operated by Nearburg. 

Now, I want t o f i r s t go through my s e l e c t i o n 

c r i t e r i a f o r the w e l l s . I wanted a common data set between 

the w e l l s , so I selected — I wanted data t h a t Nearburg had 

the data t o o , so I selected w e l l s t h a t we had d r i l l e d t h a t 

they had i n t e r e s t i n . So they had the d r i l l i n g cost data. 

I selected w e l l s t h a t they d r i l l e d t h a t we had 

i n t e r e s t i n , so t h a t I knew were completed and a l l the 

costs have been booked. And I b a s i c a l l y looked a t the 

cumulative costs on these t h i n g s . 

And th e r e are 14 w e l l s . Ours happen t o be 

a l p h a b e t i c a l l y sorted. There's no time frame e x a c t l y on 

these, but they are a l p h a b e t i c a l l y s o r t e d . 

And i f you look, the average f o r Yates Petroleum 

Corporation d r i l l i n g a Dagger Draw w e l l i s $673,000. This 

i s p h y s i c a l cost, t h i s i s f a c t u a l . 

There are 14 w e l l s . 

I f you look c l o s e l y , t h e r e are t h r e e w e l l s , the 

Hooper AMP Number 1, the State K Number 3, and the Voight 

AJD Com Number 1. Those three w e l l s are above $700,000. 

The remainder of the w e l l s are under $600,000 — 

I mean under $700,000 — w i t h an average of $673,000. 

So over 75 percent of the time t h a t we d r i l l a 

w e l l , i t comes i n — and I t h i n k the exact number i s around 

77 percent — under $700,000. 
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Our d r i l l i n g s t a f f , moving i n t o an o u t l y i n g area, 

was concerned about having t o d r i l l a tank b a t t e r y . 

They i n f a c t — I s p e c i f i c a l l y spoke w i t h t he 

d r i l l i n g supervisor. He d i d not s p e c i f i c a l l y look, when he 

wrote t h i s AFE, how f a r our operations, i n terms of 

s a l t w a t e r d i s p o s a l , were away. I t ' s r i g h t around a m i l e . 

So t h a t ' s p a r t of the high cost t h a t we estimated, t h a t 

won't be — won't a c t u a l l y occur, because he was not t a k i n g 

i n t o c o n s i d e r a t i o n t h a t the Cotton s a l t w a t e r d i s p o s a l w e l l 

i s i n t h e p r o x i m i t y . 

But again, we estimated $741,000. 

When you move t o the lower f o u r w e l l s , t he ones 

operated by Nearburg Petroleum, I t h i n k the numbers j u s t 

speak f o r themselves p r e t t y b l u n t l y . 

The average f o r Nearburg Petroleum i s almost 

$720,000, $719,000, about $46,000 more than we spend per 

w e l l . That's about a 6- t o 7-percent increase f o r Nearburg 

t o d r i l l t he w e l l versus us. 

I'm j u s t — I wanted t o present t h i s as the 

h i s t o r i c a l f a c t s about what has been spent out here. These 

are Dagger Draw w e l l s . These are Dagger Draw completed o i l 

w e l l s . That i s a — I n my opi n i o n , t h a t ' s a s t a r k 

d i f f e r e n c e . 

And they came t o us w i t h an AFE saying t h a t they 

can d r i l l a w e l l around — f o r approximately $92,000 less 
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than what they do on average. And I — I j u s t had — I 

have t r o u b l e w i t h t h a t . 

And I go back t o the statement t h a t AFEs are 

estimates. And I don't want the companies — I don't want 

i t t o become a p r a c t i c e of g e t t i n g i n t o one-upsmanship on 

AFE-writing when we come up here. I want people t o put 

down what they t r u l y b e l i e v e i t w i l l cost. 

And I t h i n k these numbers r e f l e c t h i s t o r i c a l — 

the h i s t o r i c a l averages. 

Q. Now, you've also on t h i s e x h i b i t compared what 

the AFEs were f o r these w e l l s and have presented an average 

t h e r e , have you not? 

A. Well, now, t h i s i s — The AFEs here are the AFEs 

as we see r i g h t here. The AFE numbers, d r i l l i n g - c o s t 

estimate, the $741,200 i s what we presented t o them i n 

E x h i b i t Number 3. 

Q. Okay, and then the other number — 

A. The $627,000 i s t h e i r estimate i n t h e i r — i n 

E x h i b i t Number 6, t h e i r proposal back t o us. 

Q. A l l r i g h t . So then the h i s t o r i c a l data shows 

t h a t the average — Yates i s — or has an average of 

d r i l l i n g under than what — 

A. What we have proposed, i n t h i s instance. 

Q. — what we've proposed, almost $75,000? 

A. Yes. 
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Q. And then — But the expense l e v e l f o r Nearburg i s 

t h a t they have understated almost $100,000 what they have 

been h i s t o r i c a l l y d r i l l i n g the w e l l s f o r ? 

A. Yes, s i r . 

Q. A l l r i g h t . With respect t o d r i l l i n g p r a c t i c e s , 

have you noted a d i f f e r e n c e i n the p r a c t i c e s t h a t have been 

engaged i n by Nearburg, as opposed t o Yates? 

A. Yeah, there are some s i g n i f i c a n t d i f f e r e n c e s . 

Nearburg — 

Q. You've prepared an e x h i b i t t o i l l u s t r a t e those 

d i f f e r e n c e s , have you not? 

A. Yes, I have. 

Q. And t h a t ' s E x h i b i t 11? 

A. That i s E x h i b i t 11. 

Q. Okay, would you describe t h a t , then? 

A. E x h i b i t 11 shows a p o r o s i t y l o g from the — what 

i s now considered t o be the T a c k i t t AOT Number 2. I t was 

o r i g i n a l l y d r i l l e d as the State K Number 2. I t was d r i l l e d 

by Nearburg. 

They went i n , and t h i s — I have t h r e e i n t e r v a l s 

marked on t h i s w e l l . There's a box w i t h some w r i t i n g i n i t 

and arrows extending i n each d i r e c t i o n . There are two on 

the r i g h t - h a n d side and one on the l e f t - h a n d s i d e , and each 

one of these boxes has a l i t t l e number i n i t . 

And i f y o u ' l l proceed t o number " 1 " , the f i r s t 
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t h i n g t h a t was done i n t h i s p a r t i c u l a r w e l l , again, 

Nearburg d r i l l e d the w e l l and was completing i t . And they 

added the p e r f o r a t i o n , they p e r f o r a t e d i n the i n t e r v a l 

shown on the — i n the box number 1 w i t h t he arrows 

extending, 7737 t o 7785, t h a t ' s the p e r f o r a t i o n i n t e r v a l . 

They a c i d i z e d i t , and i t flowed 432 b a r r e l s of o i l per day, 

1783 b a r r e l s of water per day, 632 MCF a day. 

And again, s i r , t h a t ' s f l o w i n g . With an 

a r t i f i c i a l l i f t , t h a t p a r t i c u l a r i n t e r v a l should have 

made — you know, p o s s i b l y could have made near p r o r a t i o n -

u n i t a l l o w a b l e . 

But again — They d i d not stop t h e r e . 

They set a bridge plug on top, on the — j u s t 

above these p e r f o r a t i o n s and proceeded t o p e r f o r a t e the 

i n t e r v a l t h a t I've designated w i t h the "2", and t h a t ' s the 

i n t e r v a l 7606 t o 7720. They ac i d i z e d t h a t w i t h a la r g e 

volume. 

These i n t e r v a l s , t h a t I'm quoting on 

p e r f o r a t i o n s , they d i d not p e r f o r a t e the e n t i r e i n t e r v a l . 

I n f a c t , t he p e r f o r a t i o n i n t e r v a l s t h a t they s p e c i f i c a l l y 

p e r f o r a t e d are marked i n the depth t r a c k w i t h t he l i t t l e 

h oles. 

I n t h i s p a r t i c u l a r i n t e r v a l , they flowed 43 

b a r r e l s of o i l per day, 85 b a r r e l s of water per day and 

over 4 m i l l i o n cubic f e e t of gas per day. 
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So b a s i c a l l y , i n the lower p o r t i o n you've got an 

o i l w e l l , and i n the upper p o r t i o n you've b a s i c a l l y got a 

gas w e l l . 

And t h i s should be apparent t o them from the DST. 

I f you look over on the f a r r i g h t side of the l o g , t h e r e i s 

an i n t e r v a l marked r i g h t near the top as DST number 1, and 

you can — I t ' s standard mud-logging n o t a t i o n f o r DSTs, but 

i t shows t h a t the i n t e r v a l runs down t o almost 7750 — or 

7760 — from above 7600. That's almost 200 f e e t of Canyon 

i n t e r v a l t h a t they DST'd. 

Looking a t t h a t p a r t i c u l a r DST, t h a t p a r t i c u l a r 

w e l l produced — On t h a t DST, i t was f l o w i n g about 7 

m i l l i o n cubic f e e t of gas per day. Now, t h a t ' s way too 

much gas t o be i n s o l u t i o n i n the o i l , and t h e r e f o r e the 

p l a i n c o n s i d e r a t i o n t h a t we had a gas cap i n t h i s 

p a r t i c u l a r l o c a l i z e d area of the r e s e r v o i r . 

Now, under general circumstances i t i s much 

p r e f e r a b l e t o produce the o i l column — or the p o r t i o n of 

the r e s e r v o i r t h a t ' s not high gas content f i r s t , t o 

m a i n t a i n the energy from the gas cap, and use t h a t t o d r i v e 

the o i l out, and then produce the gas, and you get more o i l 

and gas out of t h a t . 

But w i t h t h e i r — w i t h t h i s p a r t i c u l a r operations 

technique, they went i n and knocked out the bridge p l u g . 

And we move over t o i n t e r v a l number 3, 7606 t o 7785 
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o v e r a l l , and the w e l l was f l o w i n g 121 b a r r e l s a day, 1100 

b a r r e l s of water a day and 5 m i l l i o n cubic f e e t of gas. 

So we've gone from l e a v i n g i n the bottom 400 

b a r r e l s of o i l and some water — and 1700 b a r r e l s of water 

and 632 MCF. B a s i c a l l y — I n the bottom you have an o i l 

w e l l , and i n the top you have a gas w e l l . And when you 

produce the whole t h i n g , b a s i c a l l y the gas i s dominating 

the f l o w . 

Now, as the p a r t i c u l a r JOA or o p e r a t i n g agreement 

i n t h i s s e c t i o n or t h i s p r o r a t i o n u n i t holds, Yates was 

designated the operator, and the operating agreement 

s p e c i f i e s t h a t once the w e l l i s completed, i t ' s turned over 

t o Yates Petroleum. 

And t h a t brings me t o E x h i b i t Number 12, which i s 

a pr o d u c t i o n p l o t of t h i s p a r t i c u l a r w e l l . 

This w e l l was b a s i c a l l y completed r i g h t a t the 

beginning of September of l a s t year. 

I've got three dark v e r t i c a l black l i n e s on t h i s 

t h a t show thr e e s i g n i f i c a n t occurrences. 

The f i r s t v e r t i c a l black l i n e was when Nearburg 

decided t o p e r f o r a t e the gas cap. 

The second one i s when the w e l l was — turned 

over op e r a t o r s h i p t o Yates Petroleum. 

And then there's one i n November when we ran a 

submersible pump i n t o the w e l l . 
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And i t ' s k i n d of busy, i n the — The graph i s 

k i n d of busy i n the beginning of i t . But again, o i l i s 

designated as green, water i s blue, gas i s red. I chose 

blue-green f o r a w a t e r - o i l r a t i o and purple f o r a g a s - o i l 

r a t i o . I thought t h a t was appropriate. 

And the important t h i n g s t o note i s , when the 

w e l l i s f l o w i n g , when — Before the sub pump i s run, a f t e r 

the w e l l had been p e r f o r a t e d i n the gas cap, o i l p r o d u c t i o n 

i s r e a l e r r a t i c , but i t hovers and averages around 70 t o 80 

b a r r e l s a day. I mean, i t i s up and down q u i t e a b i t . 

But we're l o o k i n g a t f l o w i n g , and the way t h a t 

Nearburg completed t h i s w e l l and designated a completed 

w e l l , a w e l l capable of about 70 b a r r e l s of o i l a day, and 

when you look a t the gas — 7 d e c l i n i n g t o maybe 6 m i l l i o n 

cubic f e e t a day, a tremendously h i g h - r a t e gas w e l l , and 

eve r - i n c r e a s i n g water production. 

I t took us a whi l e a t Yates Petroleum t o f i g u r e 

out what was wrong w i t h t h i s w e l l . And we f e l t t h a t — You 

know, o r i g i n a l l y , they had a very good — a much higher o i l 

c u t , a much lower GOR. And we were concerned t h a t we were 

l o s i n g r e s e r v o i r energy here i n t h i s w e l l . And so f i n a l l y , 

we f i g u r e d i t out, what was going on. 

We put i t through the necessary process t o get a 

submersible pump out the r e , and i n mid- t o e a r l y November, 

we ran a sub pump i n the w e l l , and you can see t h a t the o i l 
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pr o d u c t i o n d r a m a t i c a l l y increases. The o i l p r o d u c t i o n 

peaks a t over 400 b a r r e l s of o i l per day, around 450 

b a r r e l s of o i l per day. 

The gas r a t e r e a l l y d i d n ' t change much. 

Water r a t e t h a t we had before running the pump 

and a f t e r running the pump r e a l l y d i d n ' t change much. 

So now what we're doing i s , we're g e t t i n g a heck 

of a l o t more o i l out of t h i s t h i n g , out of t h i s p a r t i c u l a r 

r e s e r v o i r w i t h o u t — wh i l e the gas i s s t i l l coming out. I 

mean, we're recovering o i l before the gas cap i s wasted. 

We would have p r e f e r r e d — and we f e e l t h a t i t 

would have been a much b e t t e r operation — i f the gas cap 

had not been p e r f o r a t e d . I t would have prevented waste i n 

t h i s p a r t i c u l a r instance. And t h a t ' s — you know, t h a t 

r e l a t e s t o some production experiences i n the area and some 

p r a c t i c e s t h a t have concerned Yates Petroleum i n t h i s 

p a r t i c u l a r area, or i n Dagger Draw. 

I ' d l i k e t o go back b r i e f l y t o one other p o i n t , 

i f I may. We spoke about d r i l l i n g costs. Mr. McDonald — 

I'm not sure whether he covered i t or not, but I ' d l i k e t o 

cover the c o n s t i t u e n t s of power — of o p e r a t i n g costs. 

I n Dagger Draw, w i t h these high-volume w e l l s , 

t h e y ' r e p r i m a r i l y c o n t r o l l e d by th r e e components. 

The f i r s t component i s overhead. That's 

s p e c i f i e d by the operating agreement. I t h i n k we both 
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agree t h a t i t should be $540 per month. I t h i n k t h a t ' s a 

moot p o i n t . 

The s a l t w a t e r disposal i s another b i g p o i n t of 

t h a t , t he charges t o get i n t o systems. Nearburg charges 

t h e i r p a r t n e r s 25 cents a b a r r e l f o r s a l t w a t e r d i s p o s a l . 

We charge our partners 25 cents a b a r r e l f o r s a l t w a t e r 

d i s p o s a l , same number. The w e l l i s going t o produce. 

The t h i r d p o i n t being power, and t h a t ' s 

s p e c i f i c a l l y what i s d r i v e n by how much the pump needs and 

how much the w e l l — how much we need t o l i f t , what the 

w e l l d e l i v e r s . So operating costs between the two 

companies should e s s e n t i a l l y be the same on t h a t instance. 

But again, w i t h the completion techniques i n t h i s 

p a r t i c u l a r instance, there was s i g n i f i c a n t energy — 

r e s e r v o i r energy waste, and — 

Q. Mr. Fant, d i d you address w i t h respect t o the 

d r i l l i n g p r a c t i c e s the mudding up and the i n t e r v a l s of DST? 

A. Yeah, the — When they are d r i l l i n g w e l l s , they 

mud up when they're i n t o the Canyon. This concerns us j u s t 

from an o p e r a t i o n a l standpoint. 

Dagger Draw i s w e l l known f o r high H2S content i n 

the gas. D r i l l i n g w i t h the l i g h t muds, you run r i s k s of 

not c l e a n i n g the holes, s t i c k i n g pipe, c r e a t i n g o p e r a t i o n a l 

problems t h a t could prevent the smooth o p e r a t i o n of the 

w e l l . You could lose r e t u r n s . You don't have any mud cake 
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on t h e w a l l t o seal o f f any of t h i s s t u f f . You could get 

H2S coming. 

I f your r i g crew i s not prepared t o handle i t , 

you could have problems w i t h i t , i f they're not prepared t o 

understand how l o s t r e t u r n s occur. You can have serious 

problems w i t h i t . And t h a t p r a c t i c e exacerbates t h a t 

problem. 

With respect t o the DSTs, as I mentioned e a r l i e r , 

i n the T a c k i t t Number 2 on E x h i b i t 11, they DST1d an 

i n t e r v a l of almost 200 f e e t . They've spoken w i t h the 

concern f o r d e l i n e a t i n g contacts. 

Shorter i n t e r v a l s i n t h i s p a r t i c u l a r instance 

might have helped them, even though i t was apparent from 

the f i r s t DST t h a t they d i d have a gas cap. I t might have 

t o l d them t h a t — where t h a t gas cap e x a c t l y was, and they 

might have been able t o increase the i n t e r v a l p e r f o r a t i n g 

and producing o i l w i t h o u t producing t h a t gas. Again, t h a t 

could have prevented waste. 

That's b a s i c a l l y what I wanted t o cover, then. 

Q. Mr. Fant, do you have an op i n i o n t h a t — This 

Commission i s concerned w i t h issues of waste and 

c o r r e l a t i v e r i g h t s w i t h respect t o the g r a n t i n g or denying 

of these two competing A p p l i c a t i o n s . 

A. I b e l i e v e s t r o n g l y t h a t d e s i g n a t i o n of Yates as 

the operator w i l l prevent waste. I t h i n k the h i s t o r i c a l 
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evidence has shown t h a t Yates d r i l l s w e l l s i n Dagger Draw 

f o r l e ss money than Nearburg. And i n 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 , we both own i n t e r e s t s i n t h i s s e c t i o n , 

and t h a t — This i s an orthodox l o c a t i o n , so t h a t ' s — i t 

f u l f i l l s those needs. 

Q. I s t h e r e anything f u r t h e r t h a t you would l i k e t o 

address? 

A. No, I t h i n k t h a t — 

MR. ERNEST CARROLL: Mr. Examiner, I would move 

admission of Yates E x h i b i t s 10, 11 and 12 a t t h i s time. 

EXAMINER CATANACH: E x h i b i t s 10, 11 and 12 w i l l 

be admitted as evidence. 

MR. ERNEST CARROLL: I pass the witness. 

CROSS-EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Fant, are you suggesting t o the Examiner t h a t 

he should decide t h i s case based upon how b i g a r a t h o l e 

e i t h e r operator leaves i n t h i s well? 

A. No. 

Q. You've t o l d us t h a t the d i s p o s a l of produced 

water from t h i s proposed w e l l i s going t o go i n t o the 

Cotton d i s p o s a l well? 

A. No, s i r . 

Q. Where are you going t o put i t ? 

A. That's our — That i s the nearest p o i n t i n which 
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we can enter our SWD system. And from t h a t p o i n t i t ' s 

w i t h i n t he confines of the water d i s p o s a l system, and i t 

might go t o a myriad of d i f f e r e n t — Once i t ' s i n t h a t 

system, I can't s p e c i f i c a l l y say where a s p e c i f i c molecule 

of water goes. However, the costs f o r doing t h a t are 

i r r e l e v a n t . I mean, the costs f o r d i s p o s a l are not a major 

issue t h e r e . 

Q. Let me give you a chance t o giv e you a question, 

and then you can respond t o the question. 

The Cotton w e l l i s s t i l l i n the di s p o s a l system, 

i s n ' t i t ? 

A. I t i s a t t h i s p o i n t , yes, s i r . 

Q. Yates i s s t i l l u t i l i z i n g i t f o r d i s p o s a l , are you 

not? 

A. Yes, s i r , as granted by the OCD. 

Q. And Mr. May has t o l d us t h a t t h a t d i s p o s a l of 

produced water goes i n t o the Canyon member of the 

r e s e r v o i r , does i t not? 

A. Yes, i n t h a t p a r t i c u l a r w e l l i t does. 

Q. Are you aware t h a t the Nearburg d i s p o s a l w e l l 

disposes of i t s water and i t s system i n the Devonian 

formation? 

A. I am not aware of where t h e i r p a r t i c u l a r w e l l s 

dispose of water, but I know t h a t the Devonian i s a common 

d i s p o s a l i n t e r v a l , as we use i n many of our w e l l s . 
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Q. Are you aware of whether Yates has s t u d i e d the 

c o n t i n u i n g f e a s i b i l i t y and the p r a c t i c a l i t y of c o n t i n u i n g 

t o use the Cotton w e l l as a d i s p o s a l w e l l , as p a r t of t h i s 

system? 

A. They are studying i t — I don't want t o say as we 

speak, because a c t u a l l y I t h i n k they've q u i t down i n 

A r t e s i a a t t h i s moment. But there i s a c o n t i n u i n g study of 

the d i s p o s a l system going on r i g h t now. 

So whether t h i s water enters and goes towards 

t h a t w e l l , t h a t ' s where our operation goes t o , and i f we 

can t i e i n t o t h e r e , we can send the water t o another 

p o r t i o n of our system and put the water i n another w e l l . 

So whether or not the Cotton continues i s a moot 

p o i n t . 

Q. With regards t o the North Dagger Draw w e l l s , how 

many of those w e l l s have you a c t u a l l y been i n v o l v e d in? 

A. I'm not sure what you're asking. 

Q. How long have you been employed by Yates? 

A. I've been employed by Yates Petroleum since 

January of 1992. 

Q. During t h a t p e r i o d of time, how many of these 

Dagger Draw w e l l s has Yates d r i l l e d ? 

A. I'm not prepared t o answer the statement of how 

many w e l l s we've d r i l l e d over t h a t i n t e r v a l . 

Q. Can you t e l l us, i n any of those Dagger Draw 
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w e l l s operated by Yates, whether or not you have p e r f o r a t e d 

the gas p o r t i o n of the pool? 

A. Oh, c e r t a i n l y we have, but we — when we — when 

there's c l e a r evidence, we avoid i t . 

Q. But you've got examples i n the r e s e r v o i r of doing 

t h e same circumstance t h a t you describe f o r us t h a t 

Nearburg d i d i n the T a c k i t t AOT Number 2? 

A. Yeah, and i f I might expound on those, one of 

those — 

Q. My question f o r you, s i r , was whether or not you 

have examples of t h a t occurrence f o r the — 

A. Oh, I do have an example. Yeah, I do have an 

example. 

Q. Now, the a c t u a l w e l l costs, are you i n v o l v e d i n 

the p r e p a r a t i o n and t a b u l a t i o n of the AFEs and comparing 

them t o the a c t u a l costs of the wells? 

A. I'm not e x a c t l y sure — Are you r e f e r r i n g t o 

E x h i b i t Number 10? 

Q. Yes, s i r . 

A. Okay. I asked our account- — Our accounting 

department puts f o r t h a t a b u l a t i o n of how much money we 

spend on a w e l l , okay? Accounting i s a l o g i c a l 

o r g a n i z a t i o n . 

I asked them t o t e l l me how much money had been 

spent on those w e l l s , they provide those numbers. I also 
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asked them t o provide us w i t h the numbers f o r the f o u r 

Nearburg w e l l s . 

Q. I s the schematic of the Yates s a l t w a t e r d i s p o s a l 

system a matter of p u b l i c information? 

A. I am not sure. 

Q. Can you t e l l us, i f we di s c o n t i n u e the use of the 

Cotton w e l l as a disposal w e l l i n the Yates system, where 

i s the next c l o s e s t disposal w e l l i n t h a t system t h a t would 

take produced water from the F a i r c h i l d 13 we l l ? 

A. I can't t e l l you, and i t ' s r e a l l y i r r e l e v a n t . 

Q. I d i d n ' t ask you t h a t , s i r . I j u s t asked you the 

question where i t was. 

A. I can't t e l l you. 

MR. KELLAHIN: I d i d n ' t ask you f o r an e d i t o r i a l 

comment. 

No f u r t h e r questions, Mr. Examiner. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Fant, do you know what d r i l l i n g r a t e per f o o t 

you can get on t h i s well? 

A. I would have t o estimate t h a t we would probably 

— To provide a l i t t l e b i t of a cushion, I would probably 

say $15.25 t o $15.50. I don't want t o s p e c i f i c a l l y say we 

can go out t h e r e and get $14.50 a f o o t . 

Q. On your E x h i b i t Number 10, are these a l l of the 
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w e l l s t h a t are j o i n t l y owned by Yates and Nearburg i n t h i s 

area? 

A. There are a couple of more w e l l s . As you see, 

the F a i r c h i l d 24 Number 1 i s not on here. We — Because of 

the l a g i n the accounting system, we don't have t h a t data. 

That's not a v a i l a b l e , t h a t w e l l . And i n f a c t , t h a t w e l l i s 

not completed. 

And there's one other w e l l , the Ross Ranch 22 

Number 2, i n which we have an i n t e r e s t . And again, t h a t 

w e l l i s not completed, and t h e r e f o r e we're not — the 

t i m i n g i s such t h a t we can't — I can't be sure t h a t those 

costs would represent a f u l l y d r i l l e d w e l l . 

EXAMINER CATANACH: I don't have anything f u r t h e r 

of t h i s witness. 

MR. ERNEST CARROLL: Just one question, Mr. 

Examiner. 

REDIRECT EXAMINATION 

BY MR. ERNEST CARROLL: 

Q. Mr. Fant, you i n d i c a t e d t h a t you had a s p e c i f i c 

example i n mind where you had p e r f o r a t e d the gas cap. What 

example was t h a t ? 

A. That, i n f a c t , i s a d i r e c t o f f s e t t o the T a c k i t t . 

Yes, s i r , we d i d p e r f o r a t e the gas cap. We p e r f o r a t e d the 

same gas cap here, because the gas cap i n t h i s w e l l was 

producing, and we had t o p r o t e c t the c o r r e l a t i v e r i g h t s of 
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the other p r o r a t i o n u n i t d i r e c t l y . And t h a t w e l l i s the 

State K Number 3, and i t 1 s located d i r e c t l y west of the 

T a c k i t t Number 2. 

And t o be a — you know, t o f u l f i l l our f i d u c i a r y 

r e s p o n s i b i l i t y as an operator, we had t o do t h a t . 

Otherwise, the gas would be drained o f f . We d i d not — I t 

was not something we nec e s s a r i l y wanted t o do, but our hand 

had been forced by the completion techniques a p p l i e d i n the 

T a c k i t t Number 2. 

MR. ERNEST CARROLL: That's a l l I have. 

MR. KELLAHIN: Follow up question, Mr. Examiner. 

EXAMINER CATANACH: Yes, s i r . 

RECROSS-EXAMINATION 

BY MR. KELLAHIN: 

Q. I n F a i r c h i l d 24, i s there a gas cap i n t h a t well? 

A. I have no i n d i c a t i o n thus f a r . I have very 

l i m i t e d i n f o r m a t i o n on t h a t . 

Q. Did you see the i n f o r m a t i o n t h a t Mr. May and Mr. 

Elger presented w i t h regards t o the r e s e r v o i r f o r the 

F a i r c h i l d 24? 

A. I do not have — I have not s t u d i e d t h a t 

p a r t i c u l a r i n f o r m a t i o n i n d e t a i l . 

Q. Did you look a t the l o g of the w e l l f o r the 

F a i r c h i l d 24 t o see where i t was perforated? 

A. I t ' s p e r f o r a t e d i n the upper s e c t i o n . 
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Q. W i t h i n a 40-foot i n t e r v a l , i n the dolomite? 

A. Uh-huh. 

Q. Did you see any i n d i c a t i o n s of gas cap when t h a t 

w e l l was perforated? 

A. I have not seen the whole t h i n g . S p e c i f i c a l l y on 

t h a t p a r t i c u l a r w e l l , the production does not i n d i c a t e a 

gas cap. 

MR. KELLAHIN: No f u r t h e r questions. 

EXAMINER CATANACH: The witness may be excused. 

Does t h a t conclude your p r e s e n t a t i o n , Mr. C a r r o l l ? 

MR. ERNEST CARROLL: Yes, i t does. 

EXAMINER CATANACH: Would both counselors agree 

t h a t c l o s i n g statements are probably unnecessary? 

MR. ERNEST CARROLL: I would agree t o t h a t . 

MR. KELLAHIN: I do concur, Mr. Examiner. 

EXAMINER CATANACH: Okay. I would l i k e t o see 

some rough d r a f t orders i n t h i s case from both p a r t i e s 

w i t h i n two weeks. 

MR. KELLAHIN: A l l r i g h t , s i r , be happy t o do 

t h a t . 

EXAMINER CATANACH: With t h a t , w e ' l l take Case 

11,233 and 11,234 under advisement. 

(Thereupon, these proceedings were concluded a t 

5:10 p.m.) 

* * * 
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