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WHEREUPON, the f o l l o w i n g proceedings were had a t 

8:59 a.m.: 

EXAMINER CATANACH: At t h i s time w e ' l l c a l l Case 

11,306. 

MR. CARROLL: A p p l i c a t i o n of Marbob Energy 

Corporation f o r d i r e c t i o n a l d r i l l i n g and an unorthodox 

bottomhole o i l w e l l l o c a t i o n , Chaves County, New Mexico. 

EXAMINER CATANACH: Are there appearances i n t h i s 

case? 

MR. CARR: May i t please the Examiner, my name i s 

W i l l i a m F. Carr w i t h the Santa Fe law f i r m Campbell, Carr 

and Berge. 

We represent Marbob Energy Corporation i n t h i s 

matter, and I have one witness. 

EXAMINER CATANACH: Any a d d i t i o n a l appearances? 

Please stand so t h a t you can be sworn i n . 

(Thereupon, the witness was sworn.) 

MICHAEL G. HANAGAN. 

the witness h e r e i n , a f t e r having been f i r s t duly 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. CARR: 

Q. W i l l you s t a t e your name f o r the record, please? 

A. Mike Hanagan. 

Q. Mr. Hanagan, where do you reside? 
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A. Roswell, New Mexico. 

Q. By whom are you employed? 

A. Marbob Energy Corporation. 

Q. And i n what capacity are you employed by Marbob? 

A. I'm a g e o l o g i s t . 

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

D i v i s i o n and had your c r e d e n t i a l s as a g e o l o g i s t accepted 

and made a matter of record? 

A. Yes, I have. 

Q. Are you f a m i l i a r w i t h the A p p l i c a t i o n f i l e d i n 

t h i s case on behalf of Marbob? 

A. Yes. 

Q. And are you f a m i l i a r w i t h Marbob's plans f o r i t s 

Leaping L i z a r d Number 1 well? 

A. Yes, s i r , I am. 

MR. CARR: Are the witness's q u a l i f i c a t i o n s 

acceptable? 

EXAMINER CATANACH: Yes, s i r . 

Q. (By Mr. Carr) Mr. Hanagan, would you b r i e f l y 

s t a t e what Marbob seeks i n t h i s case? 

A. We seek approval t o re-enter the plugged and 

abandoned Leaping L i z a r d Number 1 w e l l , which i s lo c a t e d 

421 f e e t from the n o r t h and 2381 f e e t from the west i n 

Section 4 of 14-29, and then go t o 9000 f e e t and 

d i r e c t i o n a l l y deviate t h a t w e l l t o a l o c a t i o n of 300 f e e t 
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from the n o r t h and 2610 f e e t from the west. 

Q. And i n what pool does Marbob propose t o complete 

t h i s well? 

A. South Lone Wolf-Devonian. 

Q. What are the w e l l - l o c a t i o n requirements f o r the 

pool a t t h i s time? 

A. They're standard statewide r u l e s , 4 0-acre 

spacing, 330-foot setbacks. 

Q. Are you -- Let's see, how close t o the n o r t h l i n e 

of the dedicated acreage are you? 

A. We'll be a t 3 00 f e e t from the n o r t h l i n e , which 

i s 3 0 f o o t unorthodox. 

Q. Let's go t o what has been marked as E x h i b i t — On 

the f r o n t of the e x h i b i t i t ' s marked E x h i b i t A, on the back 

we've numbered i t numerically, E x h i b i t Number 1. 

Would you r e f e r t o t h a t f i r s t E x h i b i t , Mr. 

Hanagan, and review i t f o r Mr. Catanach? 

A. That's a lease map. I t ' s of one square m i l e 

area. The l i t t l e d o t ted area i n s i d e each d o t t e d d i v i s i o n 

i s 40 acres. 

The blue o u t l i n e down i n the northeast of the 

northwest of 4 i s the standard p r o r a t i o n u n i t t h a t would be 

a p p l i c a b l e t o t h i s w e l l . 

There's three f e d e r a l leases i n v o l v e d i n t h i s 

s i t u a t i o n . Each one of them has i d e n t i c a l r o y a l t y t o the 
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BLM. There's d i f f e r i n g o v e r r i d i n g r o y a l t y under each of 

the t h r e e t r a c t s , common working i n t e r e s t under a l l t h r e e 

t r a c t s . 

Q. Now, the w e l l was o r i g i n a l l y d r i l l e d as a 

s t r a i g h t hole a t an unorthodox l o c a t i o n ; i s t h a t c o r r e c t ? 

A. Yes, s i r , t h a t was p r e v i o u s l y d r i l l e d as the 

Hanagan Petroleum Number 1 Leaping L i z a r d . 

Q. And t h a t l o c a t i o n was approved i n A p r i l of 1994? 

A. Yes, s i r , i t was, under Order — I have t h a t 

somewhere i n here — under Order R-10,107. 

Q. Now, you have i n d i c a t e d t h a t the working i n t e r e s t 

i s common throughout the area shown on t h i s f i r s t e x h i b i t ; 

i s t h a t r i g h t ? 

A. Yes, s i r , i t i s . 

Q. These are a l l f e d e r a l t r a c t s ? 

A. Yes, s i r . 

Q. There's d i f f e r e n t o v e r r i d i n g r o y a l t y i n t e r e s t s i n 

Section 4, the pink acreage, as opposed t o the i n t e r e s t i n 

Section 33, i n the no r t h of the proposed l o c a t i o n ; i s t h a t 

r i g h t ? 

A. Yes, s i r . 

Q. Can you i d e n t i f y f o r me what has been marked as 

our E x h i b i t Number 2? 

A. Yes, E x h i b i t Number 2 i s n o t i f i c a t i o n t o a l l of 

the o v e r r i d i n g r o y a l t y owner — working i n t e r e s t owners and 
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o v e r r i d i n g r o y a l t y owners, and r o y a l t y owners, i n Section 

33 . 

Q. So a l l those i n t e r e s t owners t h a t are a f f e c t e d by 

t h i s 3 0-foot encroachment have been n o t i f i e d of the 

hearing; i s t h a t r i g h t ? 

A. Yes, s i r . 

Q. Can you i d e n t i f y what has been marked as Marbob 

E x h i b i t Number 3? 

A. Yes, s i r , i t was a l e t t e r of p r o t e s t from some of 

the o v e r r i d i n g r o y a l t y owners i n the green area of Section 

33, which would be the southeast quarter of 33. 

Q. And they're o b j e c t i n g because of the 3 0-foot 

encroachment on the acreage on the north? 

A. Yes, s i r , they are. 

Q. I n t h i s l e t t e r they also propose t h a t a v o l u n t a r y 

f e d e r a l e x p l o r a t o r y u n i t be formed f o r the w e l l ; i s t h a t 

c o r r e c t ? 

A. Yes, s i r , they do. 

Q. I s a v o l u n t a r y or a f e d e r a l e x p l o r a t o r y u n i t an 

acceptable way t o handle t h i s problem f o r Marbob Energy? 

A. We don't r e a l l y b e l i e v e i t i s . 

Q. And why i s that? 

A. I t would cause the segregation of separate 

leases, which i s n ' t i n our best i n t e r e s t . 

Q. I f i n f a c t you were r e q u i r e d t o do t h a t , what 
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impact could t h a t have on Marbob's plans t o go forward w i t h 

the development of t h i s property? 

A. There's a chance t h a t t h i s w e l l might not be 

d r i l l e d , j u s t because i t ' s already a f a i r l y small s t r u c t u r e 

t h a t can't stand a whole l o t of more h i t s . 

Q. I s i t p o s s i b l e t o move the w e l l l o c a t i o n 30 f e e t 

f a r t h e r t o the south and s t i l l be successful i n completing 

i t i n t h i s Devonian feature? 

A. Yes, s i r , we could do t h a t . We would p r e f e r not 

t o . I t would increase our chances of h i t t i n g the f a u l t 

t h a t we encountered i n the Leaping L i z a r d Number 1, but — 

I t i s p o s s i b l e t h a t we could do t h a t , but we'd p r e f e r not 

t o . 

Q. I f the D i v i s i o n r e q u i r e d t h a t , would Marbob be 

w i l l i n g t o attempt t o bottom of the w e l l at l e a s t 330 f e e t 

from the n o r t h l i n e of t h a t t r a c t ? 

A. Yes, s i r . 

Q. And i f t h a t — The w e l l w i l l be d i r e c t i o n a l l y 

d r i l l e d ; i s t h a t r i g h t ? 

A. Yes, s i r , i t w i l l . 

Q. And you w i l l have a survey t h a t w i l l show the 

exact bottomhole l o c a t i o n of t h a t w ell? 

A. Yes, we w i l l . 

Q. I f you were unable t o stay 330 f e e t back from 

t h a t boundary, would Marbob be w i l l i n g f o r the Order t o 
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r e q u i r e t h a t they r e t u r n t o the D i v i s i o n f o r the c r e a t i o n 

of a nonstandard 160-acre u n i t t h a t would be centered over 

t h i s Devonian s t r u c t u r a l feature? 

A. Yes, we would. 

Q. The w e l l was — This pool was p r e v i o u s l y 

developed on temporary r u l e s t h a t provided f o r 160-acre 

spacing; i s t h a t not correct? 

A. Yes, s i r , i t was. 

Q. And i f you were r e q u i r e d t o come and dedicate a 

nonstandard u n i t , i t would r e q u i r e reinstatement of those 

r u l e s and a spacing u n i t across the section? 

A. Yes, s i r . 

Q. Let's go t o the next e x h i b i t . I t ' s E x h i b i t B. 

Can you i d e n t i f y t h a t and review t h a t f o r the Examiner, 

please? 

A. Yes, s i r . E x h i b i t B i s a s t r u c t u r e map drawn on 

the top of the Devonian formation, covering the i d e n t i c a l 

area shown i n E x h i b i t A. 

Q. Do you want t o review t h i s a t the same time you 

look a t E x h i b i t Number C, the f o l l o w i n g e x h i b i t ? Would 

t h a t be b e t t e r f o r you? 

A. I t might be c l e a r e r t o put both of them, B and C, 

i n f r o n t of you at the same time. 

Q. A l l r i g h t , why don't we go t o those two, and then 

could you j u s t e x p l a i n t o Mr. Catanach why from a 
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g e o l o g i c a l p o i n t of view t h i s p a r t i c u l a r l o c a t i o n i s 

necessary? 

A. Yes, s i r . As you can see on E x h i b i t C, the 

Leaping L i z a r d Number 1 w e l l crossed a f a u l t approximately 

100 f o o t i n t o the M i s s i s s i p p i a n s e c t i o n . 

P r i o r t o crossing t h a t f a u l t , t h a t w e l l b o r e was 

running higher than any w e l l i n the re g i o n , which i s 

normally a very good sign. Usually i f you're running high 

a t the top of the Miss., you're running high a t the 

Devonian. 

Approximately 100 f o o t i n t o the M i s s i s s i p p i a n , we 

encountered a f a u l t which had about a 75-foot f a u l t zone. 

We then went downthrown, and by the time we d r i l l e d i n t o 

the t op of the Devonian we were -- whereas we were about 50 

f e e t h igh a t the top of the Miss, we ended up 75 f e e t low 

t o the nearest w e l l , which i s the Marbob Lobo Number 1 t o 

the n o r t h . So we encountered the formation i n a downthrown 

and s t r u c t u r a l l y low l o c a t i o n . 

Even though we were downthrown a t t h a t p o i n t , we 

DST'd the formation and recovered about 1800 f o o t of f r e e 

o i l . But we — There was a large decrease i n pressure 

between the i n i t i a l s h u t - i n and the f i n a l s h u t - i n , which 

i n d i c a t e d we had a l i m i t e d r e s e r v o i r . 

A f t e r the d r i l l i n g of the Leaping L i z a r d Number 

1, we went back, reworked our data t o — This was done on a 
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3-D survey t o determine i f we could d e f i n e where t h i s f a u l t 

was. We ran FMI logs a f t e r the d r i l l i n g of the w e l l t o 

i d e n t i f y the f a u l t zone. 

So we developed a — so we have a f a i r l y good 

idea of where the f a u l t i s a t and the t r e n d of the f a u l t 

and the magnitude of the f a u l t . 

A f t e r remapping t h i s s t r u c t u r e , we come up w i t h a 

f a i r l y small s t r u c t u r e . On the Devonian, you want t o be a t 

the very optimal highest l o c a t i o n you can on t h a t 

s t r u c t u r e . 

So t h a t ' s the reason f o r t h i s bottomhole 

l o c a t i o n . 

Q. So what we're doing i s , we're moving t o a new 

l o c a t i o n . How from the o r i g i n a l surface l o c a t i o n are we 

moving t h i s well? 

A. The k i c k would be about 275 f e e t n o r t h e a s t , n o r t h 

65 degrees east, from the e x i s t i n g l o c a t i o n . We have a 

window of about 50 f o o t t h a t we f e e l we can stay w i t h i n 

t h a t 50-foot window, and from what I understand, maybe be a 

l o t more accurate than t h a t . 

Q. Do you a n t i c i p a t e t h a t your o i l column i s going 

t o be separate from t h a t encountered i n the Lobo we l l ? 

A. Yes, s i r , we bel i e v e — There's also a chance 

t h e r e may be f a u l t separation between these two s t r u c t u r e s . 

But a t the minimum, the o i l - w a t e r contact i s 

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 

13 

somewhere around a minus 6000, between minus 5975 and 6000, 

i n the Lobo s t r u c t u r e . And i t w i l l c e r t a i n l y be t h e r e or 

higher i n t h i s s t r u c t u r e . We b e l i e v e i t w i l l probably be 

higher, j u s t because these s t r u c t u r e s only seem t o be about 

a 30- t o 35-foot o i l column i n them. 

Q. At approximately what depth do you a n t i c i p a t e 

encountering the Devonian i n the proposed w e l l ? 

A. I t would be 6925 f e e t . 

Q. I n your o p i n i o n , w i l l one w e l l e f f e c t i v e l y d r a i n 

t h i s small Devonian feature? 

A. Oh, yes, s i r , w i t h o u t any question. 

Q. And what s o r t of recoveries do you estimate you 

can achieve? 

A. Using a 3 5-foot o i l column, which i s very common 

f o r i n here, and the 4 0 acres, which i s probably s t r e t c h i n g 

the s i z e of t h i s s t r u c t u r e , around 200,000 t o 250,000 

b a r r e l s . 

Q. Let's go t o what has been marked as Marbob 

E x h i b i t D, or E x h i b i t 6, the schematic on the w e l l . 

Could you review the i n f o r m a t i o n on t h i s f o r Mr. 

Catanach? 

A. Yeah, t h i s i s a schematic showing how we pl a n t o 

devi a t e t h i s w e l l . The reason t h a t we're planning on 

d e v i a t i n g t h i s w e l l versus d r i l l i n g a s t r a i g h t hole i s , 

t h e r e could be s u b s t a n t i a l savings of on the order of 
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$100,000 t o $250,000 wh i l e we're d r i l l i n g a s t r a i g h t hole. 

Q. The reasons f o r the savings are what? 

A. Well, as you can see on here, we're not going t o 

k i c k the w e l l t i l l 9000 f e e t . So there's 9000 f e e t of new 

hole t h a t we don't have t o d r i l l i n t h a t . 

There's also two s t r i n g s of pipe t h a t we don't 

have t o set. 

So t h a t ' s p r i m a r i l y the biggest cost savings. 

Q. By d i r e c t i o n a l l y d r i l l i n g those w e l l s , what does 

t h a t do t o your chance of a c t u a l l y being able t o o b t a i n the 

optimum s t r u c t u r a l p o s i t i o n ? 

A. Well, we bel i e v e w e ' l l be able t o more a c c u r a t e l y 

t a r g e t the s t r u c t u r e versus using a standard s t r a i g h t - h o l e 

l o c a t i o n , because w e ' l l be t a k i n g — every j o i n t , w e ' l l be 

t a k i n g a bottomhole survey t o get the o r i e n t a t i o n and 

p o s i t i o n of the t o o l , so w e ' l l be able t o more p r e c i s e l y 

d r i l l t o our estimated t a r g e t s i t e . And i f we don't get i t 

a t t h a t p o i n t , we can also back up t o i t more p r e c i s e l y . 

Q. And E x h i b i t D shows both a v e r t i c a l and 

h o r i z o n t a l d e p i c t i o n of how you in t e n d t o a c t u a l l y d r i l l 

and complete the well? 

A. Yes, s i r . 

Q. W i l l a copy of the survey of the w e l l be provided 

the O i l Conservation Division? 

A. Yes, i t w i l l . 
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Q. How soon does Marbob hope t o commence i t s 

operations i n t h i s endeavor? 

A. W i t h i n the next two months, c e r t a i n l y before 

September. 

Q. I n your o p i n i o n , w i l l approval of t h i s 

A p p l i c a t i o n and the d r i l l i n g of t h i s w e l l r e s u l t i n the 

recovery of hydrocarbons t h a t otherwise would be l e f t i n 

the ground? 

A. Yes, I be l i e v e i t w i l l . 

Q. W i l l i t otherwise be i n the best i n t e r e s t of 

conservation and the prevention of waste? 

A. Yes, s i r . 

Q. Were E x h i b i t s 1 through 6 e i t h e r prepared by you 

or compiled under your d i r e c t i o n and supervision? 

A. Yes, they are. 

MR. CARR: Mr. Catanach, at t h i s time we move the 

admission of Marbob Energy Corporation E x h i b i t s 1 through 

6. 

EXAMINER CATANACH: E x h i b i t s 1 through 6 w i l l be 

admitted as evidence. 

MR. CARR: And t h a t concludes my d i r e c t 

examination of Mr. Hanagan. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Hanagan, i s i t — You s a i d i t was Marbob's 
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p o s i t i o n t h a t they do not a t t h i s p o i n t want t o form a 

f e d e r a l e x p l o r a t o r y u n i t ? 

A. Yes, s i r , we would p r e f e r not t o . 

Q. Now, you d i d mention l a t e r on t h a t Marbob might 

e n t e r t a i n the formation of a nonstandard 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. Yes, s i r , i f we were successful i n making a w e l l 

here, we would come back t o the Commission and seek a 

nonstandard 160-acre u n i t . 

Q. So t h a t ' s — Are you saying t h a t i f you do get a 

producing w e l l , t h a t w i l l be done by Marbob, you w i l l come 

back and seek tha t ? 

A. Yes, s i r , we w i l l do t h a t . 

Q. Do you bel i e v e t h a t t h a t ' s — t h a t p r o t e c t s t he 

i n t e r e s t owners i n Section 3 3? 

A. Yes, s i r , i t p r o t e c t s them a t the detriment of 

the i n t e r e s t owners i n Section 4, though. 

Q. This s t r u c t u r e appears t o extend i n t o Section 3 3; 

i s t h a t r i g h t , Mr. Hanagan? 

A. Yes, s i r . 

Q. And you said t h a t one w e l l w i l l d r a i n t h i s e n t i r e 

s t r u c t u r e . 

A. Uh-huh. 

Q. So i s i t — Should those i n t e r e s t owners i n 

Section 33 share i n the production i n t h i s w ell? 
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A. Yes, s i r , they probably should. 

Q. I s the i n t e r e s t ownership, the o v e r r i d e s w i t h i n 

the other lease, the lease you have colored i n ye l l o w — I s 

t h a t a d i f f e r e n t lease, f i r s t of a l l ? 

A. Yes, s i r , each one are separate leases. 

Q. Are the overrides d i f f e r e n t i n t h a t lease from 

the other two? 

A. Yes, s i r , each lease has d i f f e r i n g o v e r r i d i n g 

r o y a l t y . There's some common w i t h i n i t , but there's some 

d i f f e r i n g i n i t . 

Q. Okay. Did you guys hear from any of the r o y a l t y 

i n t e r e s t owners i n t h i s lease here, the yellow lease? 

A. No, s i r , the only r o y a l t y owners t h a t have 

p r o t e s t e d was a p o r t i o n of the r o y a l t y owners i n the green 

area, the Foster group, I b e l i e v e i t i s . 

There were several r o y a l t y owners w i t h i n the 

green lease t h a t d i d n ' t p r o t e s t . There was t h r e e t h a t d i d 

not p r o t e s t . 

Q. I s t h i s pool c u r r e n t l y — I t ' s spaced on 40 a t 

the c u r r e n t time? 

A. Yes, s i r , i t had temporary 160s t h a t e x p i r e d a t 

l e a s t a year ago, s i x months t o a year ago, and they — and 

i t ' s p r e s e n t l y back t o the standard. 

Q. I t appears, from a t l e a s t t h i s one w e l l t h a t 

you're planning on d r i l l i n g , t h a t the spacing may be more 
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adequately e s t a b l i s h e d a t 160; i s t h a t your opinion? 

A. Yes, s i r . I n t h i s case, you know, t h i s s t r u c t u r e 

i s going t o be i n p o r t i o n s of t h a t 160 acres. 

Q. How many other producing w e l l s are t h e r e i n t h i s 

pool? 

A. The Lobo Number 1, which i s on the map, and the 

Thornton Operating Number 1 McClellan, which i s about a 

m i l e n o r t h of t h i s , and then there's one other t e m p o r a r i l y 

abandoned w e l l i n between the two which w i l l be the subject 

of the next hearing. So thr e e . 

Q. Do you f e e l l i k e these s t r u c t u r e s are i n 

communication? 

A. No, s i r . 

Q. So i t may be i n the best i n t e r e s t t o address each 

of these w e l l s separately i n terms of spacing and such? 

A. I t r e a l l y would. I n f a c t , i t ' s almost going t o 

have t o be addressed separately i f — Well, you can see, i f 

we d i d a 160, i n c l u d i n g the a f f e c t e d acreage here, what do 

you do w i t h the next one up? Which would also i n c l u d e the 

next w e l l t h a t we're g e t t i n g ready t o discuss. 

So they are — r e a l l y would be b e t t e r addressed 

sepa r a t e l y . 

Q. What k i n d of data d i d you use t o d e l i n e a t e t h a t 

s t r u c t u r e ? 

A. The e n t i r e s t r u c t u r e was o r i g i n a l l y d e l i n e a t e d 
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w i t h a 3-D seismic program. The Lobo Number 1 was d r i l l e d 

on the 3-D seismic, as was the Leaping L i z a r d Number 1. 

With our seismic program, the deepest i n f o r m a t i o n 

we f e l t was r e l i a b l e was the mapping a t the top of the 

M i s s i s s i p p i a n formation, which i s why the Leaping L i z a r d , 

we d i d not see t h i s f a u l t on our seismic i n f o r m a t i o n . 

Since then, we ran a formation microimager t o 

image the f a u l t a f t e r we d r i l l e d the Leaping L i z a r d Number 

1, and combined t h a t w i t h some l o c a l knowledge and 

subsurface mapping, and t h a t ' s where we've come up w i t h a 

new i n t e r p r e t a t i o n on t h i s s t r u c t u r e , which i s not much 

d i f f e r e n t than the o l d i n t e r p r e t a t i o n . There's j u s t a 

s h i f t i n i t , compared t o t h a t — the case t h a t we f i l e d f o r 

the o r i g i n a l unorthodox. You could go back and see, i t 

hasn't changed much. 

Q. Okay. Did you say t h a t you f e l t l i k e t he o i l -

water contact was higher i n t h i s w e l l than i t was i n the 

Lobo we l l ? 

A. Yes, s i r , j u s t because the Lobo w e l l was high t o 

a w e l l t h a t ' s another h a l f m i l e n o r t h from i t , and i t was 

about 60 f o o t high t o t h a t w e l l , yet i t s t i l l had only a 

35-foot o i l column i n i t . 

That's why we don't b e l i e v e a common o i l - w a t e r 

contact of between minus 5975 and minus 6000 could be used 

i n t h i s f i e l d . 

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 

20 

North King Camp, which i s d i r e c t l y t o the south, 

has a d i f f e r e n t o i l - w a t e r contact. And then the Thornton 

McClellan w e l l t o the n o r t h , which i s i n t h i s f i e l d , a lso 

has — I t ' s l i k e minus 6015. 

So there's not a common o i l - w a t e r c o n t a c t ; 

there's more a common o i l column i n t h i s s t r u c t u r e , which 

appears t o be 3 0 t o 3 5 f e e t . 

Q. The proposed unorthodox bottomhole l o c a t i o n , does 

t h a t represent the highest s t r u c t u r a l p o i n t on t h a t ? 

A. Yes, s i r , we bel i e v e t h a t ' s the most optimum 

l o c a t i o n . 

EXAMINER CATANACH: I have nothing f u r t h e r of 

t h i s witness, Mr. Carr. 

MR. CARR: Mr. Catanach, i f I can make j u s t a 

b r i e f statement. 

What we've got here, obviously, i s a small 

Devonian s t r u c t u r e where the geology does not f i t very 

comfortably w i t h i n the r u l e s of the O i l Conservation 

D i v i s i o n . 

As you can see, what we've got i s a s t r u c t u r e , 

the center of which i s r e a l l y located where th r e e f e d e r a l 

leases come together on a se c t i o n l i n e . The problem i s , i n 

terms of c o r r e l a t i v e r i g h t s e f f e c t s , not the base r o y a l t y , 

which i s a l l f e d e r a l , not the working i n t e r e s t owners, 

which i s common, but the o v e r r i d i n g r o y a l t y i n t e r e s t . 
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The r e a l problem t h a t i s posed i n s i t u a t i o n f o r 

the working i n t e r e s t owners, f o r the operator, i s simply i f 

they were r e q u i r e d t o form a f e d e r a l u n i t , lease 

segregation would r e s u l t and i t would probably k i l l the 

p r o j e c t . 

We have no o b j e c t i o n t o coming back under an 

order t h a t says i f we make a w e l l we w i l l need t o address 

t h i s separate source of supply and form a spacing u n i t of 

an a p p r o p r i a t e s i z e and shape t o accommodate a l l the 

i n t e r e s t owners. 

But I do want t o p o i n t out t h a t s i l e n c e i n the 

order or a requirement t o form a v o l u n t a r y u n i t , would 

probably k i l l the plans t o go forward w i t h the w e l l a t t h i s 

time. 

C e r t a i n l y the i n t e r e s t owners, the o v e r r i d i n g 

r o y a l t y i n t e r e s t owners i n Section 33, have an i n t e r e s t i n 

the p r o d u c t i o n , and we're not attempting t o do anything but 

accommodate those r o y a l t y i n t e r e s t s i n the best way we can 

under e x i s t i n g r u l e s . 

But the problem posed by the l e t t e r from the 

ove r r i d e s i s t h a t lease segregation would i n f a c t — could 

very w e l l discourage Marbob from going forward w i t h the 

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

EXAMINER CATANACH: Okay, thank you, Mr. Carr. 

I s there anything f u r t h e r i n t h i s case? 
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MR. CARR: I have nothing f u r t h e r i n t h i s case. 

EXAMINER CATANACH: There being n o t h i n g f u r t h e r , 

Case 11,3 06 w i l l be taken under advisement. 

(Thereupon, these proceedings were concluded a t 

9:23 a.m.) 

* * * 
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