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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURC^-ftEBARlMENI 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE HEARING CALLED BY 
THE OIL CONSERVATION DIVISION FOR THE 
PURPOSE OF CONSIDERING: 

APPLICATION OF MANZANO OIL CORPORATION 
FOR COMPULSORY POOLING AND UNORTHODOX 
WELL LOCATION, LEA COUNTY, NEW MEXICO 

REPORTER'S TRANSCRIPT OF PROCEEDINGS 

EXAMINER HEARING 

BEFORE: DAVID R. CATANACH, Hearing Examiner 

September 26th, 1996 

Santa Fe, New Mexico 

This matter came on f o r hearing before the New 

Mexico O i l Conservation D i v i s i o n , DAVID R. CATANACH, 

Hearing Examiner, on Thursday, September 26th, 1996, at the 

New Mexico Energy, Minerals and Natural Resources 

Department, Porter H a l l , 2040 South Pacheco, Santa Fe, New 

Mexico, 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 at 

10:07 a.m.: 

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

11,616. 

MR. CARROLL: Ap p l i c a t i o n of Manzano O i l 

Corporation f o r compulsory pooling and unorthodox w e l l 

l o c a t i o n , Lea County, New Mexico. 

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

case? 

MS. TRUJILLO: Yes, Mr. Examiner. I'm Tanya 

T r u j i l l o from Campbell, Carr, Berge and Sheridan i n Santa 

Fe, here today on behalf of the Applicant, Manzano O i l 

Corporation. 

We w i l l have two witnesses t o present t h i s 

morning. 

EXAMINER CATANACH: Okay, any a d d i t i o n a l 

appearances at t h i s time? 

MR. THOMPSON: Yeah, my name i s George Thompson. 

I represent Irene Maertens and Deena A l l e n Maertens, who 

apparently have some property i n t h i s area, and we received 

a l e t t e r from attorney Carr on the 12th suggesting t h a t 

everything had been done and Manzano had t r i e d t o contact 

us and work out some kind of an arrangement, and we hadn't 

received any contact. 

And b a s i c a l l y a l l we're here t o do i s t o make 
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sure t h a t something doesn't happen t h a t precludes our being 

able t o negotiate on behalf of my c l i e n t s . I mean, we 

r e a l l y don't know what's happened. But we weren't 

contacted, so under Section 4 of the A p p l i c a t i o n I have a 

problem w i t h t h a t p a r t . 

EXAMINER CATANACH: Okay, Mr. Thompson, l e t ' s 

hear some of the evidence t h a t the Applicant puts on, and 

w e ' l l see what the s i t u a t i o n i s . 

MR. THOMPSON: Yeah, okay. 

MR. CARROLL: Mr. Thompson, we received a l e t t e r 

from you, and you had a motion t o continue? Are you — 

MR. THOMPSON: Well, the reason I f i l e d a motion 

t o continue was simply because I f e l t t h a t i f some r u l i n g 

was going t o take place today, because of our not being 

contacted and not being advised what the options were, I 

c e r t a i n l y d i d n ' t want t o see some r u l i n g take place t h a t 

would lock us i n t o a course of actio n t h a t we would have t o 

take because we weren't contacted. So... 

MR. CARROLL: I guess my question i s , are you 

withdrawing your motion t o continue, or do you want us t o 

consider — 

MR. THOMPSON: Not at t h i s time. 

MR. CARROLL: Okay. You're not at t h i s time 

withdrawing your motion? 

MR. THOMPSON: No. The reason t h a t I wanted t o 
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continue i t was, I wanted t o continue i t u n t i l such time as 

Manzano sat down w i t h us at the t a b l e and explained t o us 

what the option i s and why our land i s involved i n t h i s . 

MR. CARROLL: I guess my question i s , do you have 

an o b j e c t i o n w i t h us hearing the case today? 

MR. THOMPSON: I don't have an o b j e c t i o n w i t h you 

hearing the case. The only objection I have i s making any 

r u l i n g t h a t would t i e my c l i e n t s t o the compulsory pooling. 

MR. CARROLL: Well, t h a t ' s the purpose of the 

hearing. 

MR. THOMPSON: Well, yeah, but I gather --

EXAMINER CATANACH: Let me — What I would 

suggest i s t h a t we hear the case, and i f we deem i t 

necessary t h a t you need f u r t h e r time t o conduct 

negotiations w i t h the Applicant or i f no negotiations have 

taken place, we can continue the case a f t e r we've heard the 

evidence. 

MR. THOMPSON: Well, I j u s t want t o make you 

aware of the f a c t t h a t they haven't contacted us. I t may 

j u s t be an oversight. I'm not here t o r e a l l y cause any 

problems. By the same token, I don't want t o give away any 

advantage t h a t we might have e i t h e r . 

MR. BEISEL: We j u s t need an explanation. 

MR. CARROLL: Okay, we've been made aware of i t , 

and h o p e f u l l y Manzano can explain i t . 

STEVEN T. BRENNER, CCR 
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EXAMINER CATANACH: Let's go ahead and hear the 

evidence, and then w e ' l l decide what we need t o do. 

MS. TRUJILLO: Thank you. Mr. Examiner, our 

f i r s t witness w i l l be Mr. Hunnicutt, t o present the land 

testimony, p o r t i o n of the case. 

The witnesses were previously sworn. 

EXAMINER CATANACH: Okay, the record s h a l l 

r e f l e c t t h a t these witnesses have previously been sworn i n 

and are s t i l l under oath. 

LARRY HUNNICUTT. 

the witness herein, having been previously 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 MS. TRUJILLO: 

Q. Mr. Hunnicutt, could you please, f o r the record, 

s t a t e your name and place of residence? 

A. My name i s Larry Hunnicutt. I l i v e i n Roswell, 

New Mexico. 

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

capacity? 

A. By Sun Valley Energy Corporation, as President, 

since 1992. 

Q. And have you previously t e s t i f i e d before the 

D i v i s i o n or one of i t s Examiners and had your c r e d e n t i a l s 

accepted and made a part of the record? 
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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? 

A. Yes, ma'am, I am. 

Q. And are you f a m i l i a r w i t h the subject matter of 

t h i s case? 

A. I am. 

MS. TRUJILLO: Mr. Examiner, are the witness's 

q u a l i f i c a t i o n s acceptable? 

EXAMINER CATANACH: Yes, they are. 

Q. (By Ms. T r u j i l l o ) Mr. Hunnicutt, could you 

b r i e f l y explain what Manzano seeks w i t h t h i s Application? 

A. We're seeking a compulsory pooling from the 

surface t o the base of the Strawn formation, underlying the 

southwest quarter of the northeast quarter of Section 11, 

16 South, 3 6 East, and are requesting t h a t the Double Eagle 

Well Number 1 t o be d r i l l e d at an unorthodox l o c a t i o n 1500 

fe e t from the north l i n e and 2148 fe e t from the east l i n e . 

Q. Have you prepared e x h i b i t s f o r i n t r o d u c t i o n i n 

t h i s case? 

A. I have. 

Q. Could you move t o what we have marked as E x h i b i t 

Number 1? 

A. Yes, i t ' s a standard county ownership map 

denoting the leasehold land and some of the mineral 

STEVEN T. BRENNER, CCR 
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ownership i n and around Lovington. 

You w i l l notice Section 11 t o the east, and you 

w i l l see a yellow block there which i n d i c a t e s the southwest 

of the northeast quarter, and a dot along w i t h an arrow f o r 

the proposed unorthodox l o c a t i o n f o r the Double Eagle 

Number 1. 

Q. And t h i s i s a request f o r an unorthodox l o c a t i o n , 

so you are required t o give notice t o any o f f s e t t i n g 

operators. Were there any o f f s e t t i n g operators t h a t you 

needed t o give notice to? 

A. We a c t u a l l y d i d . We provided n o t i f i c a t i o n t o 

those i n the northwest quarter, the only one being 

Chesapeake Operating Company, of Oklahoma C i t y , and our 

company, Sun Valley, and obviously Manzano. And those are 

the only ones. 

Q. And your ownership i s where? 

A. Well, our ownership i n — i n the northeast 

quarter? 

Q. Yes. 

A. Our ownership i s a l l the north h a l f of the 

northeast quarter, a l l of the southeast of the northeast 

quarter, and we own 38.07 mineral acres under lease i n the 

southwest quarter of the northeast quarter, which leaves 

only 1.95 acres i n the southwest of the northeast quarter 

t h a t we're seeking compulsory pooling. 

STEVEN T. BRENNER, CCR 
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Q. Okay. And i n the northwest quarter, what's the 

ownership i n the south h a l f of the northwest quarter? 

A. We own approximately 3 0 acres. Chesapeake has 

leases on 40 acres. There are -- We have f i v e acres 

c u r r e n t l y pending where we are w a i t i n g f o r the lease t o 

come i n t o the bank. And the balance of i t i s unleased. 

Q. Okay. Mr. Hunnicutt, what i s the primary 

o b j e c t i v e of your proposed well? 

A. Our proposed primary o b j e c t i v e i s the Strawn 

formation at approximately 11,500 f e e t . Our secondary 

o b j e c t i v e i s the Wolfcamp at approximately 10,500 f e e t . 

Q. Okay. Could we move t o what we have marked as 

Ex h i b i t Number 2, please, and describe t h i s f o r the 

Examiner? 

A. This i s a mineral leasehold t a k e o f f prepared by a 

landman retained by our company, w i t h a gentleman t h a t ' s 

done a l o t of work over the years i n these complicated 

t i t l e s . 

EXAMINER CATANACH: Excuse me, Tanya, do you have 

an ex t r a set of e x h i b i t s t h a t we could provide t o Mr. 

Thompson? 

MS. TRUJILLO: Oh, uh... 

THE WITNESS: You'll note t h a t i t ' s of Section 

11, covers the southwest quarter of the northeast quarter, 

which i s undivided common ownership i n t h a t 4 0-acres, and 

STEVEN T. BRENNER, CCR 
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the mineral owners are l i s t e d on the l e f t . 

Their net acres — th a t ' s determined by an 

examination of the record t i t l e — appears i n the middle 

column. 

And the lease status, y o u ' l l n o t i c e t h a t Manzano 

O i l Corporation i s the sole lessee. When you move t o page 

3 of t h i s — of the ownership summary, you w i l l see t h a t we 

have, s t a r t i n g w i t h CS. Longscope, seven unleased mineral 

i n t e r e s t s . 

Q. (By Ms. T r u j i l l o ) And what was t h e i r percentage 

of — What was t h e i r percentage i n t h i s u n i t ? 

A. The unleased — Well, leased, we now c o n t r o l 

95.125 percent leasehold. 

The unleased i n t e r e s t i s .04875 [ s i c ] percent of 

the t o t a l 40 acres. So i t ' s less than h a l f a percent. 

Q. And of the people who you have not leased w i t h , 

what e f f o r t s have you made t o locate them or t o contact 

them? 

A. Well, we a c t u a l l y have sent them a l l l e t t e r s 

i n d i c a t i n g our wi l l i n g n e s s to develop the t r a c t , and I've 

extended an o f f e r . Most of t h i s was done — has been done 

over the l a s t s i x months, more i n t e n t l y i n the l a s t couple 

of months due t o the f a c t t h a t we were successful i n the 

Chipshot Number 1. And we made an o f f e r f o r them t o grant 

us a lease f o r a three-year term at the p r e v a i l i n g r a t e and 

STEVEN T. BRENNER, CCR 
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a 3/16 r o y a l t y , or, i n the a l t e r n a t i v e , they could 

p a r t i c i p a t e i n the d r i l l i n g of the w e l l . 

Q. So c u r r e n t l y only the s i x p a r t i e s w i t h less than 

a half-percent i n t e r e s t are the subject of t h i s pooling 

case; i s t h a t correct? 

A. Yes, and i t ' s a c t u a l l y seven, i f y o u ' l l --

Q. Oh, okay. 

A. I had misspoken t o you — 

Q. Okay. 

A. — when I counted these previously, and I 

apologize, but there are seven. 

There i s , on our E x h i b i t 3, a l i s t i n g of those 

i n d i v i d u a l s , and we sent — Our l a s t l e t t e r dated A p r i l — 

or excuse me, August 3 0th, was c e r t i f i e d , and you can see 

the r e s u l t s of t h a t l e t t e r . 

We received r e t u r n r e c e i p t s from River Oaks and 

Nova Marley, were unable t o a r r i v e at any type of a lease, 

consummate any kind of a trade at a l l . 

And then the other p a r t i e s , the l e t t e r s were 

returned, so obviously the addresses are inadequate. We 

consider them l o s t , even though we're now making another 

e f f o r t t o see i f we can't run through some of these 

counties i n Texas, f o r instance, Brownwood, Terry County. 

We've got a — We're looking through the records there t o 

see i f we can f i n d something. But at t h i s p o i n t t h a t ' s the 
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l a s t known address we have. 

Q. Do you f e e l you've made a good-faith e f f o r t t o 

locate these remaining seven parties? 

A. Yes, I believe we have. And l i k e I say, we've 

examined the lease records, the deed records, probate l i e n 

records, tax r o l l s , and we've been unable t o go any f u r t h e r 

than t h i s . 

Q. Now, Mr. Hunnicutt, Mr. Thompson's c l i e n t s are 

not the p a r t i e s whom you are pooling; i s t h a t correct? 

A. That's correct. You know, I apologize t o Mr. 

Thompson. I didn't know t h a t he was here. I had heard 

t h a t he had contacted Manzano. 

We show t h a t they own a mineral i n t e r e s t a c t u a l l y 

i n the north h a l f of the northwest quarter of Section 11, 

which i s a c t u a l l y a town l o t , and I believe t h a t — I don't 

have the p a r t i c u l a r d e s c r i p t i o n of t h a t town l o t w i t h me, 

but I believe t h a t the — Mr. Thompson's c l i e n t owns a 75-

percent working i n t e r e s t — excuse me, a 75-percent mineral 

i n t e r e s t under t h a t l o t , a guarter of the minerals having 

been reserved by the person t h a t p l a t t e d i t and dedicated 

i t . That's what I remember, without having t h a t i n f r o n t 

of me. 

So indeed the reason we have not negotiated w i t h 

Mr. Thompson's c l i e n t i s , we are not seeking t o buy leases 

i n the northwest quarter, and we're not seeking t o d r i l l a 
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w e l l there a t t h i s time. 

The n o t i f i c a t i o n t h a t they received was from your 

o f f i c e , Campbell and Carr, i n compliance w i t h ODC [ s i c ] 

r e g u l a t i o n s , t o n o t i f y those of an unorthodox l o c a t i o n and 

possible encroachment to t h a t d i r e c t i o n . 

Q. Thank you. Could you describe what we have 

marked as E x h i b i t Number 4, please, which i s the AFE? 

A. Yes, I'm sorry, i t ' s an AFE dated August 27, 

1996, signed by Donnie Brown, who i s the vic e president of 

engineering f o r Manzano, conducts a l l of t h e i r d r i l l i n g and 

producing operations. 

Q. And what are the t o t a l s as set f o r t h i n t h i s 

e x h i b i t ? 

A. This e x h i b i t f o r the "SV" Double Eagle Number 1 

represents a c t u a l l y three columns: a dryhole column, a 

completion column, and a t o t a l column, which represents the 

t o t a l cost of the w e l l . 

The dryhole here i s estimated t o be $459,300, the 

completion i s estimated t o run $253,600, f o r a t o t a l w e l l 

cost of $712,900. 

Q. Are these costs i n l i n e w i t h what has been 

charged by Manzano or other operators i n the area? 

A. They are, and a c t u a l l y these are — having 

reviewed these w i t h Donnie, these are a c t u a l l y based on 

some actual costs t h a t we had f o r d r i l l i n g the f i r s t w e l l , 
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the Chipshot Number 1, along w i t h the actual bids t h a t he's 

had f o r mud programs and d r i l l i n g c ontractors. 

Q. And Mr. Hunnicutt, E x h i b i t Number 5 i s an 

a f f i d a v i t prepared, i n d i c a t i n g which notice was given i n 

the case; i s t h a t correct? 

A. That i s correct. 

Q. Has Manzano made an estimate of what the overhead 

and a d m i n i s t r a t i v e costs w i l l be while d r i l l i n g and while 

producing t h i s w e l l i f i t i s successful? 

A. Yes, we have. 

Q. What are those estimates? 

A. We estimate a d r i l l i n g w e l l r a t e at $5000 a month 

and $500 a month f o r a monthly producing r a t e . 

Q. And what are those based on? 

A. Those are based on the annual survey of d r i l l i n g 

and producing w e l l rates t h a t are conducted by Ernst and 

Young. 

There i s a j o i n t operating agreement t h a t 

c u r r e n t l y covers these lands, i n a d d i t i o n t o the lands t h a t 

cover the Chipshot, and t h a t operating agreement names 

Manzano as operator and sets out these rates and has been 

executed by a l l the p a r t i e s . 

Q. So these costs would be i n l i n e w i t h what i s 

being charged by, i n f a c t , Manzano and other operators i n 

the area --

STEVEN T. BRENNER, CCR 
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A. Yes. 

Q. — i s t h a t correct? 

Mr. Hunnicutt, do you recommend t h a t these 

f i g u r e s be incorporated i n t o the order t h a t r e s u l t s from 

t h i s hearing? 

A. Yes, we would. 

Q. And Manzano seeks t o be designated operator; i s 

t h a t correct? 

A. That i s correct. 

Q. Were Exhibits 1 through 5 prepared by you or 

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

A. They were. 

MS. TRUJILLO: Mr. Examiner, I o f f e r E x h i b i t s 1 

through 5 i n t o evidence, and I have no f u r t h e r questions at 

t h i s time. 

EXAMINER CATANACH: Exhibits 1 through 5 w i l l be 

admitted as evidence. 

Mr. Thompson, does t h a t explanation s a t i s f y you? 

MR. THOMPSON: Right, i f I understand what you're 

saying c o r r e c t l y , my c l i e n t s ' piece of land i s n ' t involved 

i n t h i s compulsory pooling. 

THE WITNESS: That's c o r r e c t . 

EXAMINER CATANACH: That's my understanding of 

what the witness — 

MR. THOMPSON: I f tha t ' s t r u e , then I don't know 
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why we got the l e t t e r , but I don't have any reason t o stand 

i n the way of t h i s proceeding at a l l . 

EXAMINER CATANACH: The OCD has r u l e s where i f a 

company d r i l l s i n an unorthodox l o c a t i o n , they have t o 

provide notice t o i n t e r e s t owners or — 

MR. THOMPSON: Okay. 

EXAMINER CATANACH: — at leas t — That's 

probably why you got the l e t t e r , according t o — 

THE WITNESS: That's c o r r e c t . 

MR. CARROLL: Yeah, so the w e l l i s being d r i l l e d 

closer t o your property than our rul e s allow, and they're 

coming i n t o get an exception from us. And because of the 

p o s s i b i l i t y of drainage of your property, t h a t ' s why we 

requ i r e n o t i f i c a t i o n . 

THE WITNESS: Mr. Examiner, could we address the 

continuance request at t h i s point? 

MR. CARROLL: Mr. Thompson do you want t o drop 

the motion f o r continuance? 

MR. THOMPSON: Oh, I t h i n k so, yeah. 

MR. CARROLL: Okay, thank you. 

THE WITNESS: Thank you. 

EXAMINER CATANACH: Okay, w e ' l l go ahead and 

dismiss t h a t motion f o r continuance. 

Do you have any f u r t h e r questions, Mr. Thompson? 

MR. THOMPSON: No. 

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 

18 

EXAMINER CATANACH: Okay. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Hunnicutt, what i s the w e l l location? 

A. The w e l l l o c a t i o n i s 1550 fe e t from the north 

l i n e --

Q. I'm sorry, 1550 feet? 

A. Correct. Let me make sure I'm reading the... 

MS. TRUJILLO: Are you looking at the AFE? 

THE WITNESS: I am. 

And 2200 f e e t from the east l i n e . 

Q. (By Examiner Catanach) I've got several versions 

here. 

A. Mike 

Q. I t h i n k i n your e a r l i e r testimony --

A. Mike 

Q. — you t e s t i f i e d i t was 2148 f e e t from the east 

l i n e . The advertisement f o r the case says 2250 f e e t from 

the east l i n e . Just want t o make sure we've got i t r i g h t . 

A. I'm sorry, I apologize. That i s c o r r e c t . I 

apologize. I'm reading from the AFE, and I t h i n k there's 

been a t r a n s p o s i t i o n e r r o r . 

The unorthodox l o c a t i o n t h a t we seek i s 1500 fe e t 

from the north l i n e and 2148 fee t from the east l i n e . 

I might c l a r i f y t h a t , why there's a l i t t l e b i t of 
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moving around. Once we shoot the survey, we have Western 

Geophysical stake t h a t shot t h a t p o i n t f o r us. And then we 

have i t surveyed, and t y p i c a l l y i t w i l l move i t a l i t t l e 

b i t , because we're t r y i n g t o d r i l l on a shot p o i n t instead 

of a survey p o i n t . 

Q. Okay, 1500 f e e t from the north, 2148 f e e t from 

the east l i n e — 

A. Right. 

Q. — t h a t ' s your location? 

A. Right. 

Q. I believe you t e s t i f i e d t h a t you had c o n t r o l of 

i n excess of 95 percent of the i n t e r e s t i n the 40 acres? 

A. That's correct. 

Q. And there was an outstanding 0.4875 percent which 

was unleased? 

A. That i s correct. 

Q. What's the status of the remaining? I s t h a t the 

i n t e r e s t t h a t was not locatable or --

A. Well, a c t u a l l y t h a t adds up t o 100 percent, I 

believe, Mr. Examiner. 

Q. Okay, I believe you t e s t i f i e d t h a t t h a t was 

.04875 percent. Less than h a l f a percent, you said. 

A. Oh, I'm sorry — 

Q. That i s — 

A. — I looked at my numbers wrong. 

STEVEN T. BRENNER, CCR 
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Q. Okay. 

A. But i t i s 4.875 percent. I'm sorry. 

Q. These w e l l costs are based upon — You j u s t 

f i n i s h e d d r i l l i n g a w e l l i n t h i s area t o t h i s depth; are 

they based upon that? 

A. Yes, s i r . The Chipshot, which i s the southwest 

quarter of the same section, of course, we j u s t now have 

j u s t completed i t w i t h i n the l a s t couple of weeks, but t h i s 

AFE a c t u a l l y i s a l i t t l e more than the Chipshot, based on 

the actual costs t h a t we incurred i n completing those 

zones. 

Q. Mr. Hunnicutt, i f the D i v i s i o n approves your 

proposed 80-acre spacing, are you going t o have t o come 

back i n and amend t h i s Application? 

A. Well, what we seek t o do i s t o compulsory pool 

the 40, but we have also f i l e d w i t h the State Land O f f i c e a 

communitization agreement t h a t would communitize the south 

h a l f of the northeast quarter, as t o the Strawn and 

Wolfcamp formations, as we w i l l be d r i l l i n g — we w i l l be 

d r i l l i n g over the e x p i r a t i o n date of the primary term of 

the leases, the balance of the leases t h a t own i n the 

northeast quarter. So we have yesterday f i l e d w i t h the 

State Land O f f i c e t h i s communitization agreement. 

Q. Are you i n c o n t r o l of t h a t whole other quarter-

quarter section? 
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A. That's correct. 

Q. You don't f e e l l i k e you'd have t o come i n and do 

anything else w i t h t h i s Application? 

A. Not at t h i s time. But I might ask my Counsel's 

advice on t h a t , i f you would --

Q. We may have to address t h a t i n an order issued i n 

the case. 

MS. TRUJILLO: I t ' s d e f i n i t e l y r e l a t e d t o the 

previous case we presented. I f a pool i s established and 

temporary r u l e s are provided f o r 80-acre spacing, we would 

comply w i t h those -- w i t h t h a t order. 

Q. (By Examiner Catanach) But by — Wouldn't you 

change the i n t e r e s t ownership by i n c l u d i n g the a d d i t i o n a l 

4 0? I mean, you change the percentage of the i n t e r e s t i n 

the spacing unit? 

A. I n terms of the royalty? 

Q. Right. 

A. C e r t a i n l y the r o y a l t y under both t r a c t s would be 

p r o p o r t i o n a t e l y reduced. 

Q. Well, and also i n terms of the — Yeah, the 

mineral i n t e r e s t ownership, i t changes t h e i r i n t e r e s t 

ownership w i t h i n the spacing u n i t , doesn't i t ? 

A. That would be correct. Our leases — The fee 

leases t h a t we have i n the southeast quarter of the 

northeast quarter grant us the r i g h t t o pool the lease. 

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 

22 

Now obviously the unleased i n t e r e s t which we seek 

here t o pool, we don't have the a b i l i t y t o do t h a t . And 

c e r t a i n l y the State has the a b i l i t y through t h e i r s t a t u t o r y 

form t o combine a state lease w i t h fee leases, through 

t h e i r com agreement. 

And i f indeed, as Tanya said, we are successful 

w i t h the establishment of 80-acre spacings, then the 80-

acre spacing here would be appropriate f o r the d r i l l i n g of 

the Double Eagle. 

EXAMINER CATANACH: I have no f u r t h e r questions 

of the witness at t h i s time. 

MS. TRUJILLO: Thank you, Mr. Examiner. 

We have Mr. Brown again t o present the geological 

p o r t i o n of the case. 

MIKE BROWN. 

the witness herein, having been previously duly sworn upon 

hi 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 MS. TRUJILLO: 

Q. Could you state your name, please, and place of 

residence f o r the record? 

A. My name i s Mike Brown, and I l i v e i n Roswell, New 

Mexico. 

Q. By whom are you employed and i n what capacity? 

A. I'm employed by Manzano O i l Corporation, and I'm 
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a g e o l o g i s t . 

Q. Have you previously t e s t i f i e d before the D i v i s i o n 

or one of i t s Examiners? 

A. Yes, I have. 

Q. Have your credentials as a petroleum g e o l o g i s t 

been accepted and made a matter of the record? 

A. They 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 

the case? 

A. Yes, I am. 

Q. And are you f a m i l i a r w i t h the subject area of 

t h i s Application? 

A. Yes, I am. 

MS. TRUJILLO: Mr. Examiner, are the witness's 

q u a l i f i c a t i o n s acceptable? 

EXAMINER CATANACH: Yes, they are. 

Q. (By Ms. T r u j i l l o ) Mr. Brown, have you prepared 

e x h i b i t s f o r presentation today? 

A. I have. 

Q. Could you describe what we have marked as E x h i b i t 

Number 6, please? 

A. E x h i b i t 6 i s j u s t a -- e s s e n t i a l l y a land p l a t , 

i n a way, j u s t showing the area immediately surrounding the 

Double Eagle l o c a t i o n and the general w e l l — where we l l s 

are located. 
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I've got the 40-acre proration unit that we're 

attempting t o pool today shown i n yellow. The Double Eagle 

l o c a t i o n i s shown w i t h the pink dot. A regular l o c a t i o n 

based on 80-acre spacing, which — w i t h a 660 setback, i s 

shown i n red. 

In Section 11, the area of i n t e r e s t , the Chipshot 

w e l l , Manzano's most recent w e l l , i s shown i n the southwest 

quarter of Section 11. We have a dry hole d r i l l e d by 

Manzano i n the northwest quarter of 11. There i s a plugged 

w e l l , c a l l e d the Hudgens, that's i n the northwest of the 

southeast corner. I t was an Atoka producer. And then a 

w e l l — a dryhole t h a t was d r i l l e d i n the northeast of the 

southeast of Section 11. 

There are f i v e Strawn producers, current 

producers, shown on the map. The f i r s t one i s i n the 

southeast corner of Section 1. There's another producer i n 

the southeast quarter of Section 12, and then two producers 

i n the east h a l f of the east h a l f of Section 13. 

The w e l l that's i n the northwest quarter of the 

southeast quarter of 13 i s an abandoned Strawn. And then 

the Kim Harris w e l l , shown i n the north h a l f of the 

northeast of 12, i s an abandoned Wolfcamp w e l l . 

And the only other Strawn producer shown on the 

map i s the PG&E Smith w e l l . I t ' s a new producer. I t ' s i n 

the Diamond-Strawn f i e l d . 
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Q. Could we t u r n t o what you have marked as E x h i b i t 

Number 7, please, and describe t h a t f o r the Examiner? 

A. Okay. What Exh i b i t 7 does i s show the v a l i d i t y 

of the 3-D survey t h a t we shot, and show why we wish t o 

d r i l l the Double Eagle where we're proposing. This 

a r b i t r a r y l i n e from the 3-D runs through the Chipshot 

Number 1 w e l l t h a t we c u r r e n t l y d r i l l e d , through the 

Hudgens w e l l i n the northwest of the southeast of 11, and 

then through the LCC State Number 1 i n the northeast of the 

southeast. So i t ' s a s t r a i g h t west-to-east section. 

And t h i s a r b i t r a r y l i n e was presented i n our May 

16th hearing on the Chipshot Number 1, and at t h a t p o i n t we 

had said t h a t t h i s l i n e proved the existence of a Strawn 

anomaly i n the southwest quarter of Section 11. 

I f y o u ' l l go to the f a r r i g h t side of the 

e x h i b i t , where the LL [ s i c ] State Number 1 i s shown, y o u ' l l 

see a marking, " s t r n " . I t ' s r i g h t below the green l i n e . 

That i s the Strawn peak, and t h a t — Both the Hudgens and 

the LCC State had a very t h i n and extremely t i g h t Strawn 

section. Both were noneconomic. There was no p o r o s i t y 

development whatsoever i n e i t h e r w e l l . You can see here, 

there was j u s t one Strawn peak. 

As you move t o the west, what we saw on our 

survey was t h a t you had a b i f u r c a t i o n of t h a t peak i n t o two 

peaks separated by a trough. That's the c h a r a c t e r i s t i c 
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amplitude anomalies t h a t has been used i n the Diamond f i e l d 

and the Lovington-Penn Northeast, other Strawn f i e l d s i n 

the area, t o i d e n t i f y p o r o s i t y development. 

And the blue marking i s where we d r i l l e d the 

Chipshot l o c a t i o n , the Chipshot w e l l , and we d i d , i n f a c t , 

f i n d productive Strawn. We gained 3 0 f e e t of a d d i t i o n a l 

s e ction plus over 60 feet of a d d i t i o n a l p o r o s i t y from the 

w e l l , so i t was extremely successful. The 3-D d i d , i n 

f a c t , t e l l us what we need t o know and was very accurate i n 

t h i s case. 

Q. And Exh i b i t Number 8 — 

A. E x h i b i t Number — 

Q. — what does t h a t describe? 

A. E x h i b i t Number 8 i s a northwest-to-southeast 

a r b i t r a r y l i n e t h a t runs through the proposed l o c a t i o n of 

the Double Eagle, which i s 1500 fee t from the north l i n e , 

2148 f e e t from the west l i n e of Section 11, and i t runs 

through the regular l o c a t i o n on 80-acre spacing, and t h a t ' s 

shown i n red. 

And what y o u ' l l see i n the right-hand side of the 

e x h i b i t i s the no t a t i o n "STRAWN", again, and then our green 

Strawn l i n e . And i f y o u ' l l note, at the regular l o c a t i o n 

you have no b i f u r c a t i o n of the peak. I t ' s an extremely 

strong peak, and based on what we've seen w i t h the other 

w e l l s i n the survey, I would i n t e r p r e t t h a t t h a t would be a 
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t h i n , t i g h t Strawn, unproductive Strawn l o c a t i o n . 

As you move t o the Double Eagle l o c a t i o n , i t ' s 

not as pronounced as what we saw i n the Chipshot, but you 

do see a double peak separated by a trough, and we believe 

t h a t t h a t w i l l be — t h a t that's an i n d i c a t i o n of p o r o s i t y 

and w i l l make us a productive Strawn w e l l . 

Q. And E x h i b i t Number 9? 

A. E x h i b i t Number 9 i s a map view of the amplitude 

anomaly, and what i t shows i s t h a t we are dealing w i t h a 

much smaller feature than what we saw i n the Chipshot. 

However, we do have a nice anomaly. I t ' s centered r i g h t on 

where we have our Double Eagle l o c a t i o n . As you move 

south, as we saw on the a r b i t r a r y l i n e , you lose the 

anomaly q u i t e q u i c k l y . 

And t h i s map, t o me, indicates t h a t the only way 

we — only place we could move the w e l l at a l l would be i n 

a westerly d i r e c t i o n , which i s — would be more i r r e g u l a r . 

So we've moved i t as f a r south and as f a r east as i s 

prudent t o do. 

Q. Mr. Brown are you prepared t o make a 

recommendation regarding the r i s k penalty t h a t should be 

assessed t o the nonconsenting i n t e r e s t owners? 

A. Yes, I am. I'm recommending the 200-percent 

penalty. 

Q. And upon what do you base t h a t 2 00-percent 
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penalty? 

A. Two main f a c t o r s . One i s , on the s t r a t i g r a p h i c 

side, on geology, the feature we're t r y i n g t o h i t i s very 

t h i n . I t ' s very — I t ' s only 700 f e e t at i t s widest. 

I t also — There's also a strong p o s s i b i l i t y , 

based on the high water cut i n the Chipshot, t h a t t h i s 

l o c a t i o n , since i t ' s downstructure s l i g h t l y , could also be 

wet. 

Q. And do you believe there's a chance you could 

d r i l l a dryhole or a w e l l t h a t i s — would not be a 

commercial success? 

A. Very e a s i l y , we could. We could both lose the 

p o r o s i t y , and we could also be wet. So yes, very strong 

p o s s i b i l i t y . 

Q. I n your opinion, w i l l g ranting t h i s A p p l i c a t i o n 

be i n the best i n t e r e s t s of conservation, the prevention of 

waste and the p r o t e c t i o n of c o r r e l a t i v e r i g h t s ? 

A. Yes, i n my opinion i t would be. 

Q. How soon does Manzano plan t o spud t h i s well? 

A. We plan to spud t h i s w e l l i n mid-October t o l a t e 

October. 

Q. And what are the — You've alluded t o them 

e a r l i e r , but what are the f u t u r e plans t h a t Manzano has f o r 

t h i s area? 

A. We w i l l continue t o develop as we f i n e - t u n e the 
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3-D, t h a t we have at least one other w e l l plan, the 

Chipshot Number 2, and we have other locations t h a t we've 

i d e n t i f i e d as p o t e n t i a l . 

Q. Were Exh i b i t s 6 through 9 prepared by you? 

A. Yes, they were. 

MS. TRUJILLO: Mr. Examiner, I o f f e r E x h i b i t s 6 

through 9, and I have no f u r t h e r questions f o r t h i s 

witness. 

EXAMINER CATANACH: Exhibits 6 through 9 w i l l be 

admitted as evidence. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Brown, the unorthodox l o c a t i o n i s based upon 

Strawn considerations, not Wolfcamp, r i g h t ? 

A. Right. 

Q. I s your Strawn anomaly — do you believe i t ' s 

connected i n any shape or form t o the anomaly down by the 

Chipshot wells? 

A. I t h i n k t h a t over time t h a t y o u ' l l see a pressure 

communication between them. What was discovered i n the 

Lovington northeast — I've heard people say i t ' s one 

f i e l d , but i t ' s a series of pods, and they are connected i n 

some -- i n a pressure standpoint, but since you have 

s t r u c t u r a l d i fferences between the pods, t h a t you can't 

d r a i n two pods from one l o c a t i o n . You r e a l l y have t o have 
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two w e l l s . 

So yes, I do believe they should be p a r t of the 

same f i e l d , although I'm not sure how much t h e y ' l l compete 

against each other when we s t a r t producing. 

Q. The l o c a t i o n i s based upon your t r y i n g t o h i t the 

highest p o i n t i n the s t r u c t u r e ; i s t h a t correct? 

A. That i s correct. And also, i t ' s a th i c k e n i n g of 

the Strawn on top of a very t i g h t base, and what happens i n 

your productive wells i s t h a t you go from a s i m i l a r 

thickness of t i g h t rock, and then you b u i l d on top of i t . 

So not only do you create s t r u c t u r e , but you also 

create more p o r o s i t y , so you want t o be on the top. 

Q. Any move towards the south, you would lose 

structure? 

A. You gain s t r u c t u r e , but you lose -- you lose the 

p o r o s i t y altogether. 

And you probably w i l l lose some s t r u c t u r e on the 

top of the Strawn when you f i r s t s t a r t moving o f f . But 

reg i o n a l dip i s t o the southeast — or south- — yeah, 

southeast. 

Q. So you said you would lose permeability or — 

A. You would lose the po r o s i t y i n the Strawn. 

EXAMINER CATANACH: I see. 

I have nothing f u r t h e r of t h i s witness. You may 

be excused. 

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

MS. TRUJILLO: No. 

EXAMINER CATANACH: There being nothing f u r t h e r 

i n t h i s case, Case 11,616 w i l l be taken under advisement. 

(Thereupon, these proceedings were concluded at 

10:48 a.m.) 

'•• :!'*Kaf the foregoing H 
' " -" ' " ' i r ~ ' ' i p i s i n 

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