
1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1 

1 2 

1 3 

1 4 

1 5 

1 6 

17 

1 8 

1 9 

20 

2 1 

2 2 

23 

24 

25 

1 

STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

EXAMINER HEARING 

IN THE MATTER OF: Case 9846 

A p p l i c a t i o n o f Y a t e s P e t r o l e u m 
C o r p o r a t i o n f o r c o m p u l s o r y p o o l i n g , 
Eddy County, New M e x i c o . 

TRANSCRIPT OF PROCEEDINGS 

BEFORE DAVID R. CATANACH, EXAMINER 

STATE LAND OFFICE BUILDING 
SANTA FE, NEW MEXICO 

J a n u a r y 10, 1990 

ORIGINAL 
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MR. CATANACH: C a l l case 9846. 

MR. STOVALL: A p p l i c a t i o n o f Y a t e s P e t r o l e u m 

C o r p o r a t i o n f o r c o m p u l s o r y p o o l i n g , Eddy County, New 

Mexi c o . A p p l i c a n t r e q u e s t s t h i s case be c o n t i n u e d t o 

Ja n u a r y 24, 1990. 

MR. CATANACH: Case 9846 i s h e r e b y c o n t i n u e d 

t o t h e J a n u a r y 24, 1990, d o c k e t . 
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CERTIFICATE OF REPORTER 

STATE OF NEW MEXICO 
) s s . 

COUNTY OF SANTA FE 

I , Debbie V e s t a l , C e r t i f i e d S h o r t h a n d 

R e p o r t e r and N o t a r y P u b l i c , HEREBY CERTIFY t h a t t h e 

f o r e g o i n g t r a n s c r i p t o f p r o c e e d i n g s b e f o r e t h e Examiner 

of t h e O i l C o n s e r v a t i o n D i v i s i o n was r e p o r t e d by me; 

t h a t I caused my n o t e s t o be t r a n s c r i b e d under my 

p e r s o n a l s u p e r v i s i o n ; and t h a t t h e f o r e g o i n g i s a t r u e 

and a c c u r a t e r e c o r d o f t h e p r o c e e d i n g s . 

employee o f any o f t h e p a r t i e s o r a t t o r n e y s i n v o l v e d i n 

t h i s m a t t e r and t h a t I have no p e r s o n a l i n t e r e s t i n t h e 

f i n a l d i s p o s i t i o n o f t h i s m a t t e r . 

I FURTHER CERTIFY t h a t I am n o t a r e l a t i v e o r 

WITNESS MY HAND AND SEAL F e b r u a r y 10, 1990. 

Deobie V e s t a l 
CSR No. 400 

CUMBRE COURT REPORTING 
(505) 984-2244 
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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

EXAMINER HEARING 

IN THE MATTER OF: 

A p p l i c a t i o n o f Yates P e t r o l e u m Case 9846 

C o r p o r a t i o n f o r compulsory p o o l i n g , 

Eddy County, New Mexico. 

TRANSCRIPT OF PROCEEDINGS 

BEFORE: MICHAEL E. STOGNER, EXAMINER 

STATE LAND OFFICE BUILDING 

SANTA FE, NEW MEXICO 

January 24, 1990 
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EXAMINER: C a l l n e x t case No. 9846. 

MR. STOVALL: A p p l i c a t i o n of Yates 

Pe t r o l e u m C o r p o r a t i o n f o r compulsory p o o l i n g , 

Eddy County, New Mexico. 

A p p l i c a n t r e q u e s t s t h i s case be c o n t i n u e d 

t o F ebruary 7, 1990. 

EXAMINER: Case 9846 w i l l be so c o n t i n u e d . 

U ' ° h f - h y ^:-nni fhe foreocfnn Is 

.'"e LXwi-•,iK"' hearinq of Case Mo T&V^ 
"earcs by me o n ^ M ^ _ 

7 , examiner 
Oil Conservation Division 

CUMBRE COURT REPORTING 
(505) 984-2244 
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CERTIFICATE OF REPORTER 

STATE OF NEW MEXICO 
) s s . 

COUNTY OF SANTA FE 

I , Diana Abeyta, C e r t i f i e d Shorthand 

R e p o r t e r and N o t a r y P u b l i c , HEREBY CERTIFY t h a t t he 

f o r e g o i n g t r a n s c r i p t of p r o c e e d i n g s b e f o r e t h e O i l 

C o n s e r v a t i o n D i v i s i o n was r e p o r t e d by me; t h a t I 

caused my notes t o be t r a n s c r i b e d under my p e r s o n a l 

s u p e r v i s i o n ; and t h a t t h e f o r e g o i n g i s a t r u e and 

a c c u r a t e r e c o r d of the p r o c e e d i n g s . 

or employee of any of the p a r t i e s or a t t o r n e y s 

i n v o l v e d i n t h i s m a t t e r and t h a t I have no p e r s o n a l 

i n t e r e s t i n t h e f i n a l d i s p o s i t i o n of t h i s m a t t e r . 

I FURTHER CERTIFY t h a t I am n o t a r e l a t i v e 

WITNESS MY HAND AND SEAL January 3 1 , 1990. 

DIANA ABEYTA 
CSR No. 267 

My commission e x p i r e s : May 7 , 1993 

CUMBRE COURT REPORTING 
(505) 984-2244 
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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

CASE 9078 

CASE 9846 

CASE 9847 

CASE 9812 

CASE 9813 

CASE 9850 

EXAMINER HEARING 

TRANSCRIPT OF PROCEEDINGS 

CONTINUED AND DISMISSED CASES 

BEFORE: MICHAEL E. STOGNER, EXAMINER 

STATE LAND OFFICE BUILDING 

SANTA FE, NEW MEXICO 

December 27, 1989 

CUMBRE COURT REPORTING 
(505) 984-2244 
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HEARING EXAMINER: Th i s h e a r i n g w i l l come 

t o o r d e r . I'm Michael E. Stogner, ap p o i n t e d Examiner 

f o r today's docket. Note today's d a t e , December 27, 

1989 . 

What I ' l l do f i r s t i s c a l l a l l the 

co n t i n u e d and dismissed cases. So, w e ' l l s t a r t by 

c a l l i n g Case No. 9078, which i s i n the matter of case 

number 9078 being reopened pursuant t o the p r o v i s i o n s 

of D i v i s i o n Order Nos. R-8450. 

Th i s case w i l l be c o n t i n u e d t o the 

Examiner's h e a r i n g scheduled f o r January 10, 1990. 

* * * * * 

HEARING EXAMINER: C a l l next case, No. 

9846, which i s the a p p l i c a t i o n of Yates Petroleum 

C o r p o r a t i o n f o r compulsory p o o l i n g , Eddy County, New 

Mexico. 

At the A p p l i c a n t ' s r e q u e s t , t h i s case w i l l 

be c o n t i n u e d t o the Examiner's h e a r i n g scheduled f o r 

January 10, 1990. 

* * * * * 

HEARING EXAMINER: C a l l next case, No. 

9847, which i s the a p p l i c a t i o n of Yates Petroleum 

C o r p o r a t i o n f o r an unorthodoxed o i l w e l l l o c a t i o n , Lea 

County, New Mexico. 

At the A p p l i c a n t ' s r e q u e s t , t h i s case w i l l 

CUMBRE COURT REPORTING 
(505) 984-2244 
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be d i smi ss ed . 

* * * * * 

HEARING EXAMINER: Over t o the next page, 

I ' l l c a l l next case, No. 9812, which i s the 

a p p l i c a t i o n of M e r i d i a n O i l , I n c o r p o r a t e d , on b e h a l f 

of El Paso N a t u r a l Gas Company, f o r an unorthodox c o a l 

gas w e l l l o c a t i o n , Rio A r r i b a County, New Mexico. 

At the A p p l i c a n t ' s r e q u e s t , t h i s case i s 

d i smi ssed. 

* * * * * 

HEARING EXAMINER: C a l l next case, No. 

9813, which i s the a p p l i c a t i o n of M e r i d i a n O i l 

I n c o r p o r a t e d , on b e h a l f of El Paso N a t u r a l Gas 

Company, f o r an unorthodox c o a l gas w e l l l o c a t i o n , Rio 

A r r i b a County, New Mexico. 

At the A p p l i c a n t ' s r e q u e s t , t h i s case i s 

als o c o n t i n u e d t o the Examiner's h e a r i n g scheduled f o r 

January 10 , 1990 . 

* * * * * 

HEARING EXAMINER: W e l l , we're on the l a s t 

page, on page 6, Case No. 9850, which i s i n the matter 

of the h e a r i n g c a l l e d by the O i l C o n s e r v a t i o n D i v i s i o n 

on i t s own motion f o r an order e x t e n d i n g c e r t a i n 

e x i s t i n g p o o l s i n Rio A r r i b a and San Juan C o u n t i e s , 

New Me x i co. 

CUMBRE COURT REPORTING 
(505) 984-2244 
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This case i s a l s o c o n t i n u e d t o the 

Examiner's h e a r i n g scheduled f o r January 10, 1990. 

* * * * * 

CUMBRE COURT REPORTING 
(505) 984-2244 
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CERTIFICATE OF REPORTER 

STATE OF NEW MEXICO 
) ss . 

COUNTY OF SANTA FE 

Car l a Diane Rodriguez C e r t i f i e d 

Shorthand Reporter and Notary P u b l i c , HEREBY CERTIFY 

t h a t the f o r e g o i n g t r a n s c r i p t of proceedings b e f o r e 

the O i l Co n s e r v a t i o n D i v i s i o n was r e p o r t e d by me; t h a t 

I caused my notes t o be t r a n s c r i b e d under my p e r s o n a l 

s u p e r v i s i o n ; and t h a t the f o r e g o i n g i s a t r u e and 

acc u r a t e r e c o r d of the pr o c e e d i n g s . 

or employee of any of the p a r t i e s or a t t o r n e y s 

i n v o l v e d i n t h i s matter and t h a t I have no p e r s o n a l 

i n t e r e s t i n the f i n a l d i s p o s i t i o n of t h i s m a t t e r . 

I FURTHER CERTIFY t h a t I am not a r e l a t i v e 

WITNESS MY HAND AND SEAL December 29, 1989. 
^ ^ •'"7 

My commission e x p i r e s : May 25 , 1991 

CUMBRE COURT REPORTING 
(505) 984-2244 
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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

CASE 9846 

EXAMINER HEARING 

IN THE MATTER OF: 

A p p l i c a t i o n o f Yates P e t r o l e u m C o r p o r a t i o n 

f o r C ompulsory P o o l i n g , Eddy C o u n t y , 

New Me x i c o . 

TRANSCRIPT OF PROCEEDINGS 

BEFORE: DAVID R. CATANACH, EXAMINER 

STATE LAND OFFICE BUILDING 

SANTA FE, NEW MEXICO 

F e b r u a r y 7, 1990 

ORIGINAL 

CUMBRE COURT REPORTING 
(505) 984-2244 
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A P P E A R A N C E S 

FOR THE DIVISION: ROBERT G. STOVALL 
A t t o r n e y a t Law 
L e g a l Counsel t o t h e D i v i s o n 
S t a t e Land O f f i c e B u i l d i n g 
Santa Fe, New Mexico 

FOR THE APPLICANT DAVID R. VANDIVER, ESQ. 
F i s k & V a n d i v e r 
7 t h & Mahone, S u i t e E 
A r t e s i a , New Mexico 88210 

CUMBRE COURT REPORTING 
(505) 984-2244 
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I N D E X 

Page Number 

Appearances 2 

CY COWAN 

Examination by Mr. Vandiver 4 
Examination by Examiner Catanach 15 
Examination by Mr. S t o v a l l 16 
Examination by Examiner Catanach 18 

RAY BECK 

Examination by Mr. Vandiver 19 
Examination by Hearing Examiner 27 

DR. DAVID FRANCIS BONEAU 

Examination by Mr. Vandiver 29 

C e r t i f i c a t e of Reporter 39 

E X H I B I T S 

APPLICANT'S EXHIBITS: 

E x h i b i t 1 6 
E x h i b i t 2 7 
E x h i b i t 3 8 
E x h i b i t 4 12 
E x h i b i t 5 14 
E x h i b i t 6 20 
E x h i b i t 7 24 
E x h i b i t 8 30 
E x h i b i t 9 32 
E x h i b i t 10 33 
E x h i b i t 11 35 

CUMBRE COURT REPORTING 
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EXAMINER CATANACH: At t h i s time w e ' l l c a l l 

case 9846. 

MR. STOVALL: A p p l i c a t i o n of Yates 

Petroleum C o r p o r a t i o n f o r compulsory p o o l i n g , Eddy 

County, New Mexico. 

EXAMINER CATANACH: Appearances i n t h i s 

case. 

MR. VANDIVER: Mr. Examiner, David Vandiver 

of the A r t e s i a f i r m of Fisk and Vand i v e r , appearing on 

be h a l f of the A p p l i c a n t Yates Petroleum C o r p o r a t i o n . 

I have t h r e e witnesses t o be sworn i n t h i s case. 

EXAMINER CATANACH: Any other appearance i n 

t h i s case? W i l l the witnesses please stand t o be 

sworn i n . 

(Thereupon, a l l w i t n e s s e s were sworn.) 

MR. VANDIVER: May I proceed, Mr. 

Examiner ? 

EXAMINER CATANACH: Yes, s i r . 

CY COWAN 

the w i t n e s s h e r e i n , a f t e r h a ving been f i r s t d u l y sworn 

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

EXAMINATION 

BY MR. VANDIVER: 

Q. Mr. Cowan, s t a t e your f u l l name, your 

o c c u p a t i o n , and by whom you're employed, p l e a s e . 

CUMBRE COURT REPORTING 
(505) 984-2244 
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A. My name i s Cy Cowan. I'm employed by Yates 

Petroleum C o r p o r a t i o n of A r t e s i a , New Mexico, as a 

1andman . 

Q. You've p r e v i o u s l y t e s t i f i e d t h i s morning as 

a petr o l e u m landman and your q u a l i f i c a t i o n s were 

accepted by the Examiner? 

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

Q. Are you f a m i l i a r w i t h the t i t l e t o the land 

w i t h regard t o the ownership of the v a r i o u s i n t e r e s t s 

w i t h i n the spacing and p r o r a t i o n u n i t f o r the w e l l 

which i s the s u b j e c t of Yates Petroleum C o r p o r a t i o n ' s 

a p p l i c a t i o n i n t h i s case? 

A. Yes, I am. 

MR. VANDIVER: I tender Mr. Cowan as a 

pet r o l e u m landman, Mr. Examiner. 

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

Q. Mr. Cowan, summarize the purpose of Yates' 

a p p l i c a t i o n i n Case 9846 on the C l i f f o r d w e l l . 

A. Yates Petroleum C o r p o r a t i o n seeks an order 

p o o l i n g a l l m i n e r a l i n t e r e s t s from the s u r f a c e t o the 

base of the Canyon f o r m a t i o n u n d e r l y i n g the southeast 

q u a r t e r of Sec t i o n 35, Township 19 South, Range 24 

East, f o r m i n g a standard 160-acre spacing and 

p r o r a t i o n u n i t f o r any and a l l f o r m a t i o n s and pools 

developed on 160-acre spacing. 

CUMBRE COURT REPORTING 
(50 5) 984-2244 
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Also, under the southeast q u a r t e r of the 

southeast q u a r t e r of Se c t i o n 35, fo r m i n g a standard 

40-acre spacing u n i t and p r o r a t i o n u n i t f o r any and 

a l l f o r m a t i o n s . Said spacing u n i t i s t o be d e d i c a t e d 

t o a w e l l t o be d r i l l e d at a standard l o c a t i o n 660 

f e e t from the south and east l i n e s of Sec t i o n 35. 

We would l i k e t o di s c u s s the c o s t s of 

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

of c o s t s , as w e l l as a c t u a l o p e r a t i o n costs and 

charges f o r s u p e r v i s i o n , and d e s i g n a t i o n of A p p l i c a n t 

as o p e r a t o r of the w e l l , and charge f o r r i s k i n v o l v e d 

i n the d r i l l i n g of t h i s w e l l . 

Q. Mr. Cowan, i d e n t i f y E x h i b i t 1 which i s the 

land p l a t , and review the i n f o r m a t i o n shown on t h a t 

e x h i b i t . 

A. E x h i b i t No. 1 i s a land p l a t showing 

p o r t i o n s of Township 19 South, Range 24 East, Eddy 

County, New Mexico. O u t l i n e d i n red i n the southeast 

q u a r t e r of Sec t i o n 35 i s 160-acre spacing u n i t 

d e d i c a t e d t o the C l i f f o r d "ADD" #1 w e l l . The a c t u a l 

w e l l s i t e i s shown w i t h a red dot i n the southeast of 

the southeast of t h a t q u a r t e r . 

Q. What percentage of the working i n t e r e s t and 

o p e r a t i n g r i g h t s w i t h i n the spacing u n i t does Yates 

Petroleum C o r p o r a t i o n and a f f i l i a t e d e n t i t i e s own? 

CUMBRE COURT REPORTING 
(505) 984-2244 
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A. A p p r o x i m a t e l y 80 p e r c e n t . 

Q. Are t h e r e o t h e r p a r t i e s were l e a s e h o l d and 

u n l e a s e d m i n e r a l i n t e r e s t s w i t h i n t h e s p a c i n g and 

p r o r a t i o n u n i t ? 

A. Yes, t h e r e a r e . 

Q. Have you c o n t a c t e d a l l p a r t i e s w i t h 

l e a s e h o l d or u n l e a s e d m i n e r a l i n t e r e s t s and r e q u e s t e d 

them t o j o i n i n t h e p r o p o s e d w e l l or r e a c h some o t h e r 

agreement ? 

A . Yes, we hav e. 

Q. And t h e y ' v e n o t a l l agreed t o p a r t i c i p a t e 

or o t h e r w i s e r e a c h an agreement on t h i s ? 

A. T h a t ' s c o r r e c t . 

Q. Which p a r t i e s have n o t agreed t o 

p a r t i c i p a t e or o t h e r w i s e f a r m o u t or l e a s e ? 

A. The p a r t i e s w h i c h h a v e n ' t r e s p o n d e d t o our 

w e l l p r o p o s a l are K a t h l e e n Cone and C l i f f o r d Cone. 

Q. How much i n t e r e s t do t h e y own i n t h e - -

A. A p p r o x i m a t e l y f i v e p e r c e n t . 

MR. VANDIVER: Mr. Exa m i n e r , E x h i b i t 2 i s 

an A f f i d a v i t o f M a i l i n g p r e p a r e d by my o f f i c e p u r s u a n t 

t o Rule 12-07, r e f l e c t i n g t h a t t h e a p p l i c a t i o n o f 

Yates P e t r o l e u m i n t h i s case was m a i l e d t o , among 

o t h e r p a r t i e s , K a t h l e e n Cone and C l i f f o r d Cone on 

December 4, 1989. And i f you w i l l n o t e t h a t t h e 
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r e t u r n r e c e i p t s are a t t a c h e d t o t h a t e x h i b i t 

r e f l e c t i n g t h a t Kathleen Cone r e c e i v e d the l e t t e r 

December 5, 1989, and C l i f f o r d Cone a l s o r e c e i v e d 

n o t i c e December 5, 1989. 

Q. Mr. Cowan, i d e n t i f y the packet of 

correspondence we've subm i t t e d as A p p l i c a n t ' s E x h i b i t 

3 i n t h i s case, and review t h a t correspondence and 

other m a t e r i a l f o r the Examiner, p l e a s e . 

A. E x h i b i t No. 3 i s a packet of correspondence 

between wo r k i n g i n t e r e s t owners, and on r e f e r r i n g t o 

the C l i f f o r d "ADD" #1 w e l l , I would l i k e t o s t a r t at 

the back of t h i s p a c k e t , i f I may. 

Q. I f I could ask you one q u e s t i o n . Going 

back t o the i n t e r e s t of the p a r t i e s who have not 

agreed t o p a r t i c i p a t e , what type of i n t e r e s t do 

C l i f f o r d Cone and Kathleen Cone own i n the lands i n 

the proposed spacing u n i t ? 

A. They have a m i n e r a l i n t e r e s t . 

Q. I f you would s t a r t at the back of E x h i b i t 3 

and d e s c r i b e the i n f o r m a t i o n c o n t a i n e d t h e r e ? 

A. The very l a s t sheet i n E x h i b i t 3 are 

landman's notes and s c r i b b l e s . And the main p o i n t I 

wanted t o p o i n t o u t , these notes were w r i t t e n on 

September 10, 1987, and t h e y ' r e r e f e r r i n g t o acreage 

i n S e c t i o n 35, of 19/24, the acreage i n q u e s t i o n 
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t o d a y . Then t h e r e ' s a q u i c k p l a t , a page or two o f - -

Q. What do t h e s e n o t e s d e p i c t ? 

A. They d e p i c t t h e d i f f e r e n t a c r e a g e t h a t 

we're t r y i n g t o get t h e Cones t o j o i n us i n , and t h e i r 

i n t e r e s t i n t h e a c r e a g e . 

Q. Were you t r y i n g t o d r i l l a w e l l a t t h i s 

t i m e or o b t a i n an o i l and gas l e a s e f r o m t h e Cones? 

A. I b e l i e v e we were j u s t t r y i n g t o o b t a i n an 

o i l and gas l e a s e back i n 1987. 

Q. A l l r i g h t . Go ahead. 

A. I f y o u ' l l move a c o u p l e o f pages ahead, 

y o u ' l l see a l e t t e r f r o m D o uglas L. Cone t o Mr. 

Beardemphl, our landman a t t h i s t i m e . I b e l i e v e t h i s 

i s around September of 87. B r i e f l y , t h e l e t t e r says 

t h a t Doug Cone wants t o j o i n i n t h e w e l l when 

p r o p o s e d , b u t i s n o t i n t e r e s t e d i n l e a s i n g a t t h i s 

t ime . 

The n e x t l e t t e r f o r w a r d i s d a t e d September 

23, 1987, from Tom R. Cone, a g a i n t o Mr. Bea r d e m p h l , 

r e g a r d i n g a c r e a g e w h i c h i n c l u d e s t h i s S e c t i o n 35, t h e 

s o u t h e a s t q u a r t e r , and Mr. Beardemphl i s t r y i n g t o 

l e a s e a c r e a g e f r o m Mr. Cone a t t h i s t i m e . And Mr. 

Cone i s a s k i n g f o r more t e r m s and i n f o r m a t i o n on t h e 

o f f e r . 

Q. What's t h e s i q n i f i c a n c e o f l e t t e r s f r o m 
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Douglas Cone and Tom R. Cone? You were t r y i n g t o 

lease a l l the Cone i n t e r e s t s ? 

A. Yes, we were, and we were t r y i n g t o lease 

other acreage i n t h a t s e c t i o n , a l s o . 

Q. Go ahead w i t h E x h i b i t 3. 

A. Okay. The next l e t t e r i s dated May 2, 

1989. This i s an o f f e r . We've gone from l e a s i n g 

t h e i r acreage t o o f f e r i n g t o buy t h e i r acreage, and 

t h i s was sent t o the Cone f a m i l y on May 2, 1989. 

Q. What are the terms of the o f f e r t o 

pu rchase ? 

A. We're o f f e r i n g them $40,000 f o r t h e i r 35.6 

net m i n e r a l i n t e r e s t , end we gave them, I b e l i e v e , the 

standard time t o respond back t o us, which was May 20, 

1989, and are a s k i n g them t o please r e p l y t o us. 

Q . A l l r i ght . 

A. The next l e t t e r i s dated October 24, 1989, 

to a l l w o r k i n g i n t e r e s t owners. T h i s i s the a c t u a l 

p r o p o s a l t o d r i l l the C l i f f o r d "ADD" #1 w e l l i n 

Sect i o n 35, southeast q u a r t e r of Township 19 South, 

Range 24 East. I t b r i e f l y discusses what Yates wants 

t o do, the f o r m a t i o n s , the approximate AFE costs f o r 

dry hole and completed w e l l , and al s o s t a t e s t h a t we 

enclose two copies of the AFE and one copy of the 

o p e r a t i n g agreement f o r the work i n g i n t e r e s t owners t o 

CUMBRE COURT REPORTING 
(505) 984-2244 



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 

11 

s i g n . And t h e r e ' s a note t h a t we're a s k i n g people t o 

please work w i t h us. And, i f they don't want t o j o i n 

the w e l l , w e ' l l be gl a d t o t a l k w i t h them on any other 

o p t i o n s they might wish. 

Q. A l l r i g h t . What's the next correspondence? 

A. The next l e t t e r i s dated November 3, 1989, 

the w o r k i n g i n t e r e s t owners, r e g a r d i n g the C l i f f o r d 

"ADD" #1 w e l l . This l e t t e r b r i e f l y summarizes t h a t 

we're s t a r t i n g t o r e c e i v e responses from other working 

i n t e r e s t owners, and we're a s k i n g those who have not 

responded t o please do so at t h e i r e a r l i e s t 

conven i e n c e . 

The next l e t t e r i s dated December 1, 1989, 

t o the working i n t e r e s t owners, and t h i s i s j u s t a 

b r i e f l e t t e r o u t l i n i n g who hasn't j o i n e d , and asking 

these people t o respond. And a l s o w e ' l l be w i l l i n g t o 

discuss e i t h e r l e a s i n g or fa r m i n g out t h e i r acreage 

under t h i s proposed w e l l . 

And the l a s t l e t t e r i s dated December 13, 

1989, t o the work i n g i n t e r e s t owners, and i t s t a t e s 

everyone has responded but t h r e e people have not 

responded, and the t h r e e people are Kathleen Cone and 

C l i f f o r d Cone, and since t h i s l e t t e r one of the other 

working i n t e r e s t owners has responded; t h e r e f o r e , the 

Cones are the only ones who have not responded. 
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Q. I f I c o u l d summarize E x h i b i t 3, you began 

t r y i n g t o l e a s e t h e Cone m i n e r a l i n t e r e s t s i n 1987, 

and t h e n o f f e r e d t o p u r c h a s e i n May 1989, and t h e n 

p r o p o s e d d r i l l i n g t h e w e l l i n Oc t o b e r 1989, and t h e 

Cones have n o t agreed t o p a r t i c i p a t e or l e a s e or f a r m 

out ? 

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

Q. Now, i f I c o u l d ask you t o i d e n t i f y 

A p p l i c a n t ' s E x h i b i t 4, t h e J o i n t O p e r a t i n g Agreement, 

and r e v i e w t h a t agreement f o r t h e Examiner? 

A. E x h i b i t 4 i s a s t a n d a r d f o r m A.A.P.L. Form 

610, 1977 Model Form O p e r a t i n q Agreement f o r t h e 

C l i f f o r d "ADD" #1 w e l l . The O p e r a t i n g Agreement i s 

d a t e d October 24, 1989, d e s i g n a t i n g Yates P e t r o l e u m 

C o r p o r a t i o n as t h e o p e r a t o r o f t h i s w e l l . And t h e 

c o n t r a c t area i s S e c t i o n 35, t h e s o u t h e a s t q u a r t e r of 

Township 19 S o u t h , Range 24 E a s t , i n Eddy C o u n t y , New 

Me x i c o . 

Q. I f you would p l e a s e r e f e r t o E x h i b i t A o f 

th e J o i n t O p e r a t i n g Agreement and r e v i e w t h e 

i n f o r m a t i o n b r i e f l y on t h a t e x h i b i t ? 

A. E x h i b i t A shows t h e w o r k i n g i n t e r e s t owners 

and t h e i r p r o p o r t i o n a t e s h a r e o f c o s t s t h a t t h e y w i l l 

s h are i n t h e d r i l l i n g of t h i s w e l l . 

Q. Now, i f I c o u l d r e f e r t o E x h i b i t C o f t h e 
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J o i n t O p e r a t i n q Agreement, the COPAS ac c o u n t i n g 

procedure form, and p o i n t out f o r the Examiner the 

overhead or s u p e r v i s i o n r a t e s requested by Yates 

Petroleum C o r p o r a t i o n f o r o p e r a t i o n s i n co n n e c t i o n 

w i t h d r i l l i n g and p r o d u c i n g the C l i f f o r d "ADD" #1 

w e l l ? 

A. On E x h i b i t C, page 3, under "Overhead," the 

d r i l l i n g w e l l r a t e i s $3,500 a month and the p r o d u c i n g 

w e l l r a t e i s $350 a month. These r a t e s are comparable 

t o d r i l l i n g a Cisco Canyon w e l l t o t h i s depth i n t h i s 

area, and these are Yates Petroleum C o r p o r a t i o n ' s 

standard overhead r a t e s f o r t h i s area. 

Q. You've d r i l l e d numerous Canyon w e l l s i n 

t h i s area, Mr. Cowan? 

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

Q. These r a t e s are c o n s i s t e n t w i t h the r a t e s 

you've charged f o r other w e l l s and the r a t e s t h a t 

other o p e r a t o r s charge? 

A. Yes. 

Q. I n the area f o r w e l l s of t h i s depth? 

A. I b e l i e v e they might even be a l i t t l e b i t 

lower than some of the other companies t h a t are 

o p e r a t i n g i n t h i s area. 

Q. This J o i n t O p e rating Agreement was 

subm i t t e d t o a l l the other w o r k i n g i n t e r e s t owners 
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owning w o r k i n g i n t e r e s t s , l e a s e h o l d i n t e r e s t s or 

unleased m i n e r a l i n t e r e s t s i n the proposed spacing 

u n i t , and has been approved and executed by a l l those 

p a r t i e s ? 

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

Q. Now, i f I could r e f e r you t o A p p l i c a n t ' s 

E x h i b i t 5 i n t h i s case and ask you t o i d e n t i f y and 

de s c r i b e i t s c o n t e n t s ? 

A. E x h i b i t No. 5 i s Yates Petroleum 

C o r p o r a t i o n ' s a u t h o r i t y f o r e x p e n d i t u r e f o r the 

C l i f f o r d "ADD" #1 w e l l i n Eddy County, New Mexico, 

which w i l l be an 8100 f o o t Canyon w e l l . At the bottom 

i t breaks out the dry hole c o s t s , being $241,000, and 

a completed w e l l at $539,000. I t a l s o breaks out the 

working i n t e r e s t owners and t h e i r w orking i n t e r e s t 

p e rcentages. 

Q. And the i n t e r e s t s of Kathleen Cone and 

C l i f f o r d Cone are shown on t h i s AFE? 

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

Q. Are the costs r e f l e c t e d on t h i s AFE those 

o b t a i n e d by Yates' experience i n d r i l l i n g Canyon w e l l s 

i n t h i s area? 

A. Yes, they a re. 

Q. Those costs are reasonable and necessary 

costs t o d r i l l a Canyon w e l l at t h i s time i n t h i s area 

CUMBRE COURT REPORTING 
(505) 984-2244 



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 

15 

as determined by the Yates e n g i n e e r i n g department? 

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

Q. Mr. Cowan, were E x h i b i t s 1 th r o u g h 5 e i t h e r 

prepared by you or under your d i r e c t i o n or s u p e r v i s i o n 

or taken from the business records m a i n t a i n e d by Yates 

Petroleum C o r p o r a t i o n ? 

A. Yes, they were. 

MR. VANDIVER: Mr. Examiner, I ' l l move the 

admission of A p p l i c a n t ' s E x h i b i t s 1 th r o u g h 5, and I 

have no f u r t h e r q u e s t i o n s of the w i t n e s s . 

EXAMINER CATANACH: E x h i b i t s 1 t h r o u g h 5 

w i l l be a d m i t t e d as evidence. 

EXAMINATI ON 

BY EXAMINER CATANACH: 

Q. Mr. Cowan, can you d e s c r i b e f o r me e x a c t l y 

what acreage i s owned by Kathleen and C l i f f o r d Cone, 

or where t h a t i s l o c a t e d ? 

A. They own m i n e r a l i n t e r e s t s i n the southeast 

q u a r t e r at Se c t i o n 35, Township 19 South, Range 24 

East. T h i s i s shown i n the U n i t O p e r a t i n g Agreement 

as p a r t of E x h i b i t A. 

MR. VANDIVER: I b e l i e v e i t ' s number 5 

l i s t e d on E x h i b i t A of the O p e r a t i n g Agreement, or 

E x h i b i t A - l . I'm s o r r y . 

Q. Do you know which q u a r t e r / q u a r t e r s e c t i o n 
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t h a t may be i n , Mr. Cowan? 

A. I b e l i e v e the m i n e r a l s are j u s t spread 

t h r o u g h o u t . 

MR. STOVALL: I f I may rephrase the 

q u e s t i o n f o r the Examiner? 

EXAMINATION 

BY MR. STOVALL: 

Q. I s i t your u n d e r s t a n d i n g t h a t t h e i r 

i n t e r e s t s are an u n d i v i d e d fee m i n e r a l i n t e r e s t i n the 

e n t i r e southeast q u a r t e r p o r t i o n of t h a t ? 

A. Yes. 

Q. Mr. Cowan, w i t h respect t o the Cone 

i n t e r e s t s , you've i n d i c a t e d t h a t only the two Cones 

have not agreed t o j o i n or lease t h e i r i n t e r e s t s . 

Have a l l of the other Cone i n t e r e s t s somehow committed 

t o t h i s p r o d u c 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. I s t h a t by lease or have they j o i n e d i n as 

working i n t e r e s t owners and fee m i n e r a l owners? 

A. They're wo r k i n g i n t e r e s t owners and fee 

mi n e r a l owners. 

Q. Let me go back t o E x h i b i t A - l f o r a minute 

and make sure I'm c l e a r what you're d o i n g . Number 4 

on A - l , Cathy Cone Auvenshine, i s she leased t o Yates 

or i s she p a r t i c i p a t i n g ? I t appears on the e x h i b i t 
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t h a t i t ' s a le a s e . Do you know whether t h a t i s 

c o r r e c t or not ? 

A. May I t a l k t o David f o r a second? I don't 

show her under the work i n g i n t e r e s t owners under 

E x h i b i t A. 

MR. VANDIVER: Number 4 i s a l e a s e . 

A. I t ' s a le a s e . She's leased t o us. 

Q. Then under number 5 you've l i s t e d a l l the 

other Cones, and we would r e f e r t o E x h i b i t A t o 

determine i f t h e y ' r e w o r k i n g i n t e r e s t s , i s t h a t 

c o r r e c t ? 

A. Yes. 

Q. T h e i r i n t e r e s t , i s i t p a r t i c i p a t i n g as 100 

perce n t w o r k i n g i n t e r e s t or i s i t p a r t i c i p a t i n g as a 

f r a c t i o n w o r k i n g i n t e r e s t w i t h a p o r t i o n of t h e i r 

i n t e r e s t a t t r i b u t e d t o a r o y a l t y type of i n t e r e s t ? 

A. Yes. A p o r t i o n of i t goes t o a r o y a l t y 

i n t e r e s t and then the r e s t of i t i s as a work i n g 

i n t e r e s t . 

MR. VANDIVER: That's under the terms of 

the Operating Agreement. E x h i b i t B c o n t a i n s an o i l 

and gas l e a s e , and as t o unleased m i n e r a l i n t e r e s t s 

i t ' s deemed t o be leased under the form a t t a c h e d as 

E x h i b i t B, which c o n t a i n s a 3/16th r o y a l t y , and then 

the balance i s t r e a t e d as a wor k i n g i n t e r e s t . And I 
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b e l i e v e t h a t ' s under A r t i c l e I I I ( A ) o f t h e O p e r a t i n g 

Agreement. 

Q. And you u n d e r s t a n d t h a t under S t a t e 

s t a t u t e , i f we p o o l t h e K a t h l e e n Cone — a n d w h i c h i s 

i t , C l i f f o r d Cone? 

A. C l i f f o r d Cone. 

Q. --and C l i f f o r d Cone, t h a t t h o s e w i l l be 

t r e a t e d as o n e - e i g h t h r o y a l t y , s e v e n - e i g h t h s w o r k i n g 

i n t e r e s t ? 

A. Yes. 

Q. You u n d e r s t a n d t h a t ? 

A . Yes, s i r . 

Q. Have you d e a l t w i t h t h e Cones p r e v i o u s l y ? 

A. I p e r s o n a l l y have n o t . 

Q. The reason I ask t h a t q u e s t i o n i s I know 

we've had f o r c e d - p o o l i n g cases b e f o r e t h e D i v i s i o n 

i n v o l v i n g t h e Cones b e f o r e . I say t h a t on t h e r e c o r d 

p r i m a r i l y f o r t h e p u r p o s e o f e s t a b l i s h i n g t h a t t h e y do 

have some knowledge o f t h e i r i n t e r e s t i n t h e o i l and 

gas m i n e r a l s i n S o u t h e a s t New M e x i c o . 

MR. STOVALL: I have no f u r t h e r q u e s t i o n s . 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Cowan, t h e s e o v e r h e a d r a t e s , you've 

u t i l i z e d i n t h i s area b e f o r e , i s t h a t c o r r e c t ? 
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A. Yes. 

EXAMINER CATANACH: T h a t ' s a l l t h e 

q u e s t i o n s I have. The w i t n e s s may be ex c u s e d . 

THE WITNESS: Thank y o u . 

RAY BECK 

th e w i t n e s s h e r e i n , a f t e r h a v i n g been f i r s t d u l y sworn 

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

EXAMINATION 

BY MR. VANDIVER: 

Q. Mr. Beck, s t a t e y o u r f u l l name, your 

o c c u p a t i o n and by whom y o u ' r e employed, p l e a s e ? 

A. Ray Beck, g e o l o g i s t , Y a t e s P e t r o l e u m . 

Q. Mr. Beck, you've p r e v i o u s l y t e s t i f i e d on 

numerous o c c a s i o n s b e f o r e t h e O i l C o n s e r v a t i o n 

D i v i s i o n and had your q u a l i f i c a t i o n s as a p e t r o l e u m 

g e o l o g i s t a c c e p t e d , and yo u r q u a l i f i c a t i o n s a r e a 

m a t t e r o f r e c o r d , a r e t h e y n o t ? 

A. T h a t ' s r i g h t . 

Q. Have you made a s t u d y o f t h e a v a i l a b l e 

g e o l o g i c a l d a t a i n t h e ar e a o f Y a t e s ' p r o p o s e d w e l l i n 

t h i s case f o r t h e p u r p o s e o f p r e s e n t i n g e v i d e n c e 

r e l a t i n g t o t h e r i s k i n v o l v e d i n d r i l l i n g t h i s w e l l 

and recommending t o t h e Examiner a r i s k f a c t o r 

p e n a l t y ? 

A. Yes, I have. 
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Q. And you've a l s o prepared c e r t a i n e x h i b i t s 

which you w i l l r e f e r t o i n co n n e c t i o n w i t h your 

t e s t imony ? 

A. Yes, t h a t ' s t r u e . 

MR. VANDIVER: Mr. Examiner, I ' l l tender 

Mr. Beck as an expert p e t r o l e u m 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. Mr. Beck, i s t h e r e r i s k i n v o l v e d i n 

d r i l l i n g Canyon w e l l s i n t h i s area? 

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

Q. And, i n p a r t i c u l a r , t h i s w e l l ? 

A. This w e l l i s at r i s k l i k e a l l the other 

w e l l s . 

Q. A l l r i g h t . I n order t o i l l u s t r a t e some of 

the f a c t o r s r e l a t i n g t o the r i s k i n v o l v e d , I would ask 

t h a t you r e f e r t o A p p l i c a n t ' s E x h i b i t 6 and i d e n t i f y 

t h a t and d e s c r i b e i t , and then w e ' l l d i s c u s s the 

i n f o r m a t i o n c o n t a i n e d i n t h a t e x h i b i t . 

A. E x h i b i t No. 6 i s a map of a l a r g e p o r t i o n 

of Dagger Draw Upper Penn North O i l F i e l d . Dagger 

Draw Upper Penn North produces o i l , sour gas and 

b r a c k i s h sulphur water from a combined s t r a t i g r a p h i c 

and hydrodynamic t r a p c o n s i s t i n g of a band of 

p a r t i a l l y porous and permeable d o l o m i t e p i n c h i n g out 

updip i n t o t i g h t s e a l i n g l i m e s t o n e . Downdip economic 
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p r o d u c t i o n i s l i m i t e d by water. There i s no 

w a t e r - f r e e p r o d u c t i o n i n t h i s f i e l d ; however, t h e r e i s 

a hydrodynamica 11y n o r t h e a s t t i l t e d s u r f a c e below 

which the d o l o m i t e r e s e r v o i r i s v i r t u a l l y a l l 

w a t e r - f i l l e d . T his w a t e r - f i l l e d p a r t of the r e s e r v o i r 

i s r e f e r r e d t o as the b i g water by Yates, and most 

o p e r a t o r s t r y t o p e r f o r a t e above the b i g water. 

This e x h i b i t i s a combined Canyon or Upper 

Penn d o l o m i t e i s o l i t h and t o p - o f - d o l o m i t e s t r u c t u r a l 

map. S o l i d c o n t o u r s are 100-foot c o n t o u r s of the net 

Canyon d o l o m i t e t h i c k n e s s and show the net d o l o m i t e t o 

range from zero t o a l i t t l e over 300 f e e t . Dotted 

c o n t o u r s show the s t r u c t u r a l c o n f i g u r a t i o n of the top 

of the Canyon d o l o m i t e i n 100-foot c o n t o u r s and i t can 

be seen t h a t g e n e r a l l y the d o l o m i t e body d i p s t o the 

east and east/southe ast . I t i s porous and permeable 

zones i n t h i s body of Canyon d o l o m i t e t h a t c o n s t i t u t e s 

the p r o d u c i n g r e s e r v o i r i n Dagger Draw Upper Penn 

North F i e l d . 

C i r c l e d w e l l spots are Canyon or deeper 

p e n e t r a t i o n s . Green-colored w e l l spots are Dagger 

Draw Upper Penn North p r o d u c e r s . The one red spot i s 

a Canyon sour gas w e l l . I t can be seen t h a t 13 

producers have been plugged i n the area mapped. 

Uncolored c i r c l e d gas w e l l spots i n d i c a t e gas 
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p r o d u c t i o n from zones s t r a t i g r a p h i c a l l y lower than the 

Canyon, such as the Strawn, Atoka and Morrow. 

According t o the map, the proposed C l i f f o r d 

"ADD" #1 i n the Southeast of the Southeast of Sec t i o n 

35 of 19 South, 24 East, should encounter 

a p p r o x i m a t e l y 150 f e e t of net Canyon d o l o m i t e and 

should h i t the top of the d o l o m i t e at about a minus 

4030 subsea a l l of which w i l l h o p e f u l l y r e s u l t i n an 

ec o n o m i c a l l y s u c c e s s f u l o i l , sour gas and water w e l l . 

However, l e t me hasten t o say t h a t the Dagger Draw 

r e s e r v o i r i s a carbonate r e s e r v o i r , and l i k e v i r t u a l l y 

a l l carbonate r e s e r v o i r s i t i s complex i n geometry and 

v a r i a b l e i n r e s e r v o i r q u a l i t y from p l a c e t o p l a c e . 

That i s , t h e r e i s always g e o l o g i c a l r i s k i n d r i l l i n g 

f o r and d e v e l o p i n g carbonate r e s e r v o i r s . The 

carbonate r e s e r v o i r may a b r u p t l y t h i n or change from 

porous and permeable rock t o t i g h t and impermeable 

ro c k , r e s u l t i n g i n a s o - c a l l e d i n s i d e l o c a t i o n 

becoming an uneconomic w e l l . 

Examples of fou r w e l l s w i l l be presented t o 

show g e o l o g i c a l r i s k i n d r i l l i n g the Dagger Draw Upper 

Penn North F i e l d . These f o u r w e l l s are marked by 

orange arrows on the map. Th i s i s , of course, a 

c u r r e n t l y d e v e l o p i n g f i e l d w i t h a number of r e c e n t l y 

completed w e l l s w i t h l i t t l e p r o d u c t i o n h i s t o r y , and i t 
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must be remembered t h a t the w e l l s produce not on l y o i l 

but sour gas and l a r g e amounts of water . T h e r e f o r e , 

t h e r e ' s always a r i s k t h a t a number of w e l l s w i l l t u r n 

out t o be uneconomic. Another Yates w i t n e s s w i l l 

t e s t i f y i n more d e t a i l about h i g h d r i l l i n g , e q u i p p i n g 

and lease o p e r a t i o n s costs i n t h i s f i e l d . 

S t a r t i n g from the n o r t h p a r t of the map, 

the f i r s t of the f o u r examples t h a t show g e o l o g i c a l 

r i s k i s the Hanks M o l l y #1 l o c a t e d 990 f e e t from the 

south and east of Sec t i o n 13 of 19/24, which 

encountered a r e s p e c t a b l e 142 f e e t of Canyon 

d o l o m i t e . This w e l l was completed i n December of 76 

f o r an IPP of 45 b a r r e l s of o i l per day p l u s 299 

b a r r e l s of water per day. I t was plugged i n 79 w i t h a 

f i n a l uneconomic c u m u l a t i v e p r o d u c t i o n of 2,594 

b a r r e l s of o i l , p l u s almost 21 Mmcf and 24,000 b a r r e l s 

of water. Yet, the Hanks M o l l y i s o n l y 467 f e e t 

n o rthwest of a l a t e r d r i l l e d w e l l , the Yates M o l l y 

"QD" #1, which i s one of the best w e l l s i n the f i e l d . 

Moving t o the south and the t h i r d w e l l , t o 

show the g e o l o g i c a l r i s k , i s the Conoco—excuse me. 

The second example i s the ARCO Cone Federal #1 l o c a t e d 

660 f e e t from the n o r t h and east l i n e s of 24, of 

19/24, which cut 171 f e e t of Canyon d o l o m i t e and i s 

surrounded by f i v e good, e x c e l l e n t Canyon p r o d u c e r s . 
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But the Cone Federal was completed on 11/12/64 and was 

plugged i n 66, w i t h a f i n a l , uneconomic c u m u l a t i v e 

p r o d u c t i o n of 4168 b a r r e l s of o i l . 

The t h i r d w e l l t o show g e o l o g i c a l r i s k i s 

the Conoco ( f o r m e r l y the Ralph Nix) Debbie #1, l o c a t e d 

1980 from the so u t h , 660 from the east of Se c t i o n 11 

of 20/24, which encountered 307 f e e t of Canyon 

d o l o m i t e of which 174 f e e t was above the b i g wate r . 

The Debbie w e l l was o r i g i n a l l y completed i n May of 

1982 by Ralph N i x, f o r an IPP of 55 b a r r e l s of o i l and 

162 b a r r e l s of water per day. L a t e r , when Nix wished 

t o p l u g the w e l l , Conoco took over o p e r a t i o n s i n an 

attempt t o improve the p r o d u c t i o n . Conoco then 

f i n a l l y plugged the w e l l i n November of 86 w i t h a 

f i n a l c u m u l a t i v e uneconomic p r o d u c t i o n of 5496 b a r r e l s 

of o i l , 28 Mmcf of gas, and 211,000 b a r r e l s of water . 

The f o u r t h w e l l t o show g e o l o g i c a l r i s k i s 

the Yates C a c t i "A G B" Stat e #1 i n Se c t i o n 2 of 20 

South, 24 East, which w i l l be discussed w i t h the next 

e x h i b i t , a c r o s s - s e c t i o n whose t r a c e i s shown on t h i s 

map e x h i b i t . 

Q. Now, Mr. Beck, i f I coul d r e f e r you t o 

A p p l i c a n t ' s E x h i b i t 7, the c r o s s - s e c t i o n , I would ask 

you t o i d e n t i f y t h a t and d e s c r i b e the i n f o r m a t i o n 

c o n t a i n e d i n t h a t e x h i b i t . 
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A. E x h i b i t No. 7 i s a Northwest t o Southeast 

s t r u c t u r a l c r o s s - s e c t i o n d e p i c t i n g the depth dimension 

across the southern p a r t of Dagger Draw Upper Penn 

North O i l F i e l d . The compensated n e u t r o n - d e n s i t y 

p o r o s i t y logs are hung on a minus 3500 f e e t below sea 

l e v e l datum. V e r t i c a l s c a l e i s two and a h a l f inches 

i s equal t o 100 f e e t , and the h o r i z o n t a l d i s t a n c e 

between w e l l s i s o n l y p r o p o r t i o n a l t o map d i s t a n c e s . 

Shown i s the top of the Canyon l i m e s t o n e , 

c a l l e d Upper Penn by some wo r k e r s . Also shown i s the 

l i m i t s of the d o l o m i t e r e s e r v o i r f a c i e s and the 

h y d r o d y n a m i c a l l y t i l t e d " b i g water" c o n t a c t . 

I n order t o have a chance at f i n d i n g 

c o m m e r c i a l l y economic hydrocarbons i n Dagger: Draw 

F i e l d , one must encounter adequate porous and 

permeable d o l o m i t e r e s e r v o i r f a c i e s above the t i l t e d 

" b i g water" c o n t a c t below which the d o l o m i t e r e s e r v o i r 

f a c i e s i s almost a l l w a t e r - f i 1 1 e d . 

The f o u r t h w e l l from the l e f t on the 

c r o s s - s e c t i o n , the Yates C a c t i "AGB" St a t e #1, cut 116 

f e e t of s e c t i o n between the top of the d o l o m i t e t o the 

" b i g w ater." However, 52 f e e t of the middle of t h a t 

S e c t i o n was not d o l o m i t e r e s e r v o i r but a t i g h t 

i n t e r v a l of i n t e r b e d d e d shale and l i m e . This C a c t i 

w e l l i s c u r r e n t l y p r o d u c i n g from the and w i l l l a t e r be 
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p e r f o r a t e d at Canyon d o l o m i t e . However, i t i s 

p o s s i b l e t h a t t h i s w e l l w i l l not be an e c o n o m i c a l l y 

commercial producer from the Dagger Draw Upper Penn 

North F i e l d because of the 5 2 - f o o t t i g h t i n t e r v a l . 

The p o i n t i s t h a t the proposed C l i f f o r d 

"ADD" #1 which appears at f i r s t t o be an i n s i d e 

l o c a t i o n , i s at some r i s k t o encounter an inadequate 

amount of porous and permeable d o l o m i t e r e s e r v o i r 

f a c i e s above the " b i g water," much l i k e or worse than 

the Cact i w e l l . 

The g r a p h i c example of the Yates C a c t i o n l y 

r e i t e r a t e s the common experience t h a t g e o l o g i s t s have 

w i t h carbonate r e s e r v o i r s , which i s t h a t t h e y are 

complex bodies of rock which may t h i c k e n or t h i n 

e r r a t i c a l l y or change f a c i e s e r r a t i c a l l y from porous, 

permeable r e s e r v o i r rock t o impermeable r o c k . There 

i s always t h a t r i s k i n d r i l l i n g f o r carbonate 

r e s e r v o i r s . 

Q. Mr. Beck, based upon your study of t h i s 

area and your review of t h i s d a t a , do you have a 

recommendation t o make t o the Examiner w i t h regard t o 

a r i s k f a c t o r p e n a l t y t o be ordered i n t h i s case? 

A. I recommend a r i s k p e n a l t y of 200 percent". 

Q. Mr. Beck, i n your o p i n i o n , w i l l t he 

g r a n t i n g of t h i s a p p l i c a t i o n be i n the i n t e r e s t of 
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c o n s e r v a t i o n of o i l and qas, the p r e v e n t i o n 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 do. 

Q. Were E x h i b i t s 6 and 7 i n t h i s case prepared 

by you or under your d i r e c t i o n and s u p e r v i s i o n ? 

A. Yes, they were. 

MR. VANDIVER: Mr. Examiner, I move the 

admission of A p p l i c a n t ' s E x h i b i t s 6 and 7 i n t h i s 

case, and I have no f u r t h e r q u e s t i o n s of the w i t n e s s . 

EXAMINER CATANACH: E x h i b i t s 6 and 7 w i l l 

be a d m i t t e d as evidence. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Beck, on your E x h i b i t No. 6, the two 

economic w e l l s you've shown t o the n o r t h , you sa i d 

those were l o c a t e d i n cl o s e p r o x i m i t y t o p r e t t y good 

w e l l s , i s t h a t c o r r e c t ? 

A. Yes. They're the f i r s t two? 

Q. R i g h t . The top two. 

A. Ok ay. 

Q. What was the d i f f e r e n c e between the 

uneconomic w e l l s and the good p r o d u c i n g w e l l s ? 

A. W e l l , i t ' s d i f f i c u l t t o say because the y 

were k i n d of o l d w e l l s , but they were p e r f o r a t e d i n 

adequate amounts of d o l o m i t e . They, somehow or 
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a nother, got too much water f o r them i n those days and 

they d i d n ' t stay w i t h i t v e r y l o n g and t h a t ' s why they 

got the low r e s e r v o i r c u m u l a t i v e s . 

Q. Both those w e l l s produced a l o t of water? 

A. That's r i g h t . A l l the w e l l s i n the f i e l d 

produced a l o t of water. E v i d e n t l y , when they 

p e r f o r a t e d , they reached i n t o t o o much water o r , f o r 

other reasons unknown t o me, they d i d n ' t make enough 

of a w e l l t o be economical. 

Q. You d i d n ' t go i n t o any d e t a i l on the Yates 

C a c t i S t a t e . What was the s t o r y w i t h t h a t w e l l ? 

A. W e l l , t h a t was the w e l l t h a t was on the 

c r o s s - s e c t i o n , E x h i b i t 7. 

Q. Oh, okay. 

A. That w e l l i s c u r r e n t l y a Morrow w e l l . 

However, on the logs i t shows t h a t 5 2 - f o o t i n t e r v a l 

r i g h t i n the middle of the carbonate — o f the d o l o m i t e 

s e c t i o n , was shale and al s o had f a c i e s going from 

d o l o m i t e t o shale and l i m e s t o n e , which shale and 

lim e s t o n e i s not p r o d u c t i v e . And t h e r e i s some 

q u e s t i o n about whether t h i s w e l l w i l l be economic. I f 

i t were j u s t d r i l l e d f o r the Canyon r e s e r v o i r , Canyon 

d o l o m i t e , i t was a f a c i e s change t h e r e t h a t ' s w o r k i n g 

a g a i n s t i t . 

Q. Do you have any i n d i c a t i o n t h a t your 
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proposed w e l l i s going t o encounter any of these 

g e o l o g i c problems? 

A. I'm j u s t t r y i n g t o p o i n t out t h a t even 

though i t would appear t o be an i n s i d e l o c a t i o n , 

you've got a w e l l here t h a t ' s e i g h t - t e n t h s of a m i l e 

t o the southwest, the C a c t i w e l l , which may not have 

the r e s e r v o i r t o make a good w e l l , and t h a t c ould 

happen t o the C l i f f o r d . We hope i t won't, but t h e r e ' s 

always t h a t r i s k . And I t h i n k t h e r e should be a 

charge f o r t h a t r i s k when we take on these other 

people's i n t e r e s t . 

EXAMINER CATANACH: That's a l l the 

qu e s t i o n s I have of t h i s w i t n e s s . You may be 

excused. 

DAVID FRANCIS BONEAU 

the w i t n e s s h e r e i n , a f t e r h a v i n g been f i r s t d u l y sworn 

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

E XAMI NAT I ON 

BY MR. VANDIVER: 

Q. Dr. Boneau , please s t a t e your f u l l name, 

your o c c u p a t i o n and by whom you're employed. 

A. My name i s David F r a n c i s Boneau. I work as 

an engineer f o r Yates Petroleum C o r p o r a t i o n i n 

A r t e s i a , New Mexico. 

Q. You have p r e v i o u s l y t e s t i f i e d b e f o r e the 

CUMBRE COURT REPORTING 
(505) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

30 

O i l C o n s e r v a t i o n D i v i s i o n as an engineer on numerous 

occasions, have you n o t , and had your q u a l i f i c a t i o n s 

accepted and your q u a l i f i c a t i o n s are a matter of 

record? 

A. Yes, s i r . 

Q. Have you made an e n g i n e e r i n g study of the 

area s u r r o u n d i n g Yates 1 proposed C l i f f o r d "ADD" #1 

w e l l i n t h i s case? 

A. Yes, s i r , I have done t h a t , and I hope t o 

be able t o present some numbers t h a t maybe w i l l make 

Mr. Beck's arguments a l i t t l e more t a n g i b l e . 

Q. You've prepared c e r t a i n e x h i b i t s t o 

i l l u s t r a t e your t e s t i m o n y i n t h i s case? 

A. Yes, s i r , I have done t h a t . 

MR. VANDIVER: Mr. Examiner, I would tender 

Dr. Boneau as an exp e r t p e t r o l e u m e n g i n e e r . 

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

Q. Your t e s t i m o n y w i l l a l s o be f o r the purpose 

of recommending a r i s k f a c t o r p e n a l t y i n t h i s case? 

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

Q. I f I could r e f e r you t o A p p l i c a n t ' s E x h i b i t 

8 i n t h i s case and ask you t o i d e n t i f y t h a t and 

de s c r i b e the i n f o r m a t i o n shown? 

A. Yes. E x h i b i t 8 i s a map of the area of the 

Dagger Draw Upper Penn North where I have l i s t e d , next 
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t o the w e l l l o c a t i o n s , what I c a l l c u r r e n t o i l r a t e i n 

b a r r e l s of o i l per day. There are 28 w e l l s t h e r e and 

17 of them are operated by Yates, and Conoco and 

Texaco are the other major o p e r a t o r s i n the f i e l d . 

C urrent o i l r a t e means January numbers f o r 

the Yates w e l l s and i t means the most c u r r e n t C-115 

t h a t I could o b t a i n , which was October of 1989, f o r 

the other people's w e l l s . I t ' s an attempt t o t e l l you 

what the o i l r a t e i s of the w e l l s i n t h a t area. 

The w e l l s o f f s e t t i n g t he C l i f f o r d — w e l l , 

the C l i f f o r d i s i n s o u t h e a s t , southeast of Se c t i o n 35 

of 19/24, as i n d i c a t e d by the red d o t . The w e l l s 

o f f s e t t i n g i t , the Roden #4, makes 18 b a r r e l s of o i l a 

day, the State CO #3 makes 26 b a r r e l s of o i l a day. 

The S t a t e CO #2 i s a r e a l good w e l l at 293 b a r r e l s of 

o i l per day. The southeast o f f s e t , the Foster AN #1, 

makes 126 b a r r e l s of o i l a day, and two w e l l s a l i t t l e 

t o t h e west make 18 and 41 b a r r e l s of o i l per day. 

A r e c u r r e n t theme i s going t o be t h a t these 

are not normal w e l l s . You need l i k e a 

100-barrel-a-day w e l l t o make money because of the 

huge costs t h a t are i n v o l v e d . L e t ' s go on from t h e r e , 

but you might expect the C l i f f o r d t o be anywhere from 

a 20 b a r r e l of o i l per day t o a 2- or 300 b a r r e l of 

o i l per day w e l l , based on these numbers. My p o i n t i s 
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going t o be t h a t 20 b a r r e l s a day i s a b i g l o o s e r . 

Q. What are some of the costs i n v o l v e d i n 

these w e l l s ? 

A. Two f a c t o r s l e a d t o b i g costs i n these 

w e l l s . The gas i s v e r y sour and r e q u i r e s t r e a t i n g 

b e f o r e i t can be s o l d . The sour gas causes c o r r o s i o n 

and o p e r a t i o n a l problems. The other f a c t o r i s t h a t 

the w e l l s produce l o t s of water and the water r e q u i r e s 

b i g c a s i n g when you d r i l l the w e l l s . I t r e q u i r e s 

submersible pumps t o l i f t a l l the f l u i d , and r e q u i r e s 

an e x t e n s i v e water d i s p o s a l system and a s s o c i a t e d 

costs t o dispose of t h a t water. 

Q. Now, i f I could ask you t o i d e n t i f y E x h i b i t 

9 i n t h i s case and ask you t o d e s c r i b e i t s c o n t e n t s , 

please? 

A. E x h i b i t 9 i s s i m i l a r t o E x h i b i t 8, but i t 

l i s t s the water cut of t h a t same group of w e l l s i n the 

Dagger Draw Upper Penn N o r t h , and i s my attempt t o 

give you an idea of how much water these w e l l s make. 

Most of the water cuts are i n the 85 t o 95 pe r c e n t 

range. The w e l l s o f f s e t t i n g the C l i f f o r d l o c a t i o n 

make the 93 perc e n t w a t e r , 93 pe r c e n t w a t e r , 57 

percent water i n t h a t r e a l good w e l l , and 89 p e r c e n t 

water . J ust an attempt t o gi v e you an idea of the 

ki n d of water t h a t we're p r o d u c i n g , so t h a t a k i n d of 
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t y p i c a l w e l l i s 100 b a r r e l s of o i l a day and 1000 

b a r r e l s of water a day and sour gas. 

The o p e r a t i n q costs are t y p i c a l l y $30,000 a 

month a w e l l . You're spending on the order of $10,000 

a month on e l e c t r i c i t y f o r a submersible pump. You're 

spending on the order of $10,000 a month f o r water 

d i s p o s a l . You've got two t o t h r e e p e r c e n t H2S i n t h i s 

gas, and severe c o r r o s i o n , so you're r e p l a c i n g pumps 

and cables and t u b i n g and w e l l heads and t h a t s o r t of 

t h i n g . I t ' s not a t y p i c a l k i n d of o p e r a t i o n . You 

need, l i k e I say, you need a 100-barre1-a-day w e l l t o 

be i n the range of economic. 

My p o i n t i s k i n d of t h a t t h e r e ' s what I 

c a l l a system r i s k . You've got t o i n s t a l l a l l t h i s 

expensive system t o handle these unwanted p r o d u c t s t o 

get at the o i l and the s a l a b l e gas. 

Q. Now, i f I could ask you t o i d e n t i f y 

A p p l i c a n t ' s E x h i b i t 10 i n t h i s case and review t h a t 

f o r the Examiner, please? 

A. A p p l i c a n t ' s E x h i b i t 10 i s a map of the area 

on which has been drawn the water g a t h e r i n g l i n e s t h a t 

Yates has i n s t a l l e d and the gas g a t h e r i n g l i n e s t h a t 

Yates has i n s t a l l e d . 

Yates has i n s t a l l e d a p p r o x i m a t e l y 25 mi l e s 

of gas g a t h e r i n g l i n e s f o r t h i s Dagger Draw p r o j e c t , 
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and t h e r e are about 15 mi l e s of water l i n e s t h a t have 

been i n s t a l l e d as a p a r t of t h i s p r o j e c t . Yates had 

some o p e r a t i o n s i n t h i s area, so not e x a c t l y 

e v e r y t h i n g i n t h i s map i s brand-new, but most of i t i s 

brand-new t o t h i s p r o j e c t , and t h e r e have been some 

expensive a d d i t i o n s up t o the n o r t h e a s t where our 

o r i g i n a l s hallow p r o d u c t i o n and our shallo w g a t h e r i n g 

system was. 

The gas goes two p l a c e s . I t goes t o a 

Transwestern sweetening p l a n t , which i s i n Sec t i o n 26 

of 18/25, about an i n c h from the top and two or t h r e e 

inches from the r i g h t - h a n d s i d e . There's a 

Transwestern sweetening p l a n t w i t h a c a p a c i t y of 

7,000,000 cubic f e e t per day. The gas goes t h e r e and 

i s sweetened and i s s o l d . As t h i s f i e l d has 

developed, t h a t p l a n t i s t o t a l l y inadequate. We have 

p e r m i t s i n t o b u i l d a 2 0,000,000 cub i c f e e t per day 

p l a n t t h a t would be l o c a t e d at the same s i t e . We've 

been w o r k i n g on the p e r m i t s f o r a year, so i t ' s moving 

along s l o w l y . Our other o u t l e t i s we have b u i l t a 

p i p e l i n e from t h a t l o c a t i o n i n Se c t i o n 26, f i v e m i l e s 

e a s t , over towards the l i t t l e town of Dayton. That's 

an 8-inch s t e e l p i p e l i n e , s p e c i a l m e t a l l u r g y t o handle 

the H2S. We had the pipe s p e c i a l l y made and s p e c i a l l y 

welded, a l l t h a t s t u f f . 
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The p o i n t t h e r e , i t takes qas t h a t the TW 

p l a n t cannot handle, compresses i t over t o a sour gas 

l i n e operated by Northern N a t u r a l , which moves the gas 

80 mile s east t o Hobbs, where i t i s sweetened. We've 

i n s t a l l e d gas g a t h e r i n g f a c i l i t i e s which are now 

ha n d l i n g about 19,000,000 cubic f e e t a day of sour 

gas . 

On the water d i s p o s a l , we have developed 

f o r t h i s p r o j e c t f o u r water d i s p o s a l w e l l s , and 

t h e y ' r e i n d i c a t e d by black dots on the f i g u r e 10. 

There's one i n 21 of 19/25, and one i n 36 of 19/24, 

and two are down t h e r e i n 20/24. Those w e l l s have a l l 

been developed s p e c i f i c a l l y t o handle t h i s w a t e r , and 

t h e y ' r e h a n d l i n g about 10- t o 12,000 b a r r e l s of water 

a day. Some of the water goes a l l the way across t h i s 

map t o the n o r t h e a s t over t o Dayton, where we have 

another d i s p o s a l w e l l , an o l d e r d i s p o s a l w e l l . 

Q. Now, i f I could ask you t o r e f e r t o E x h i b i t 

11 and review the i n f o r m a t i o n c o n t a i n e d i n t h a t 

e x h i b i t ? 

A. E x h i b i t 11 simply says t h a t we have spent 

$6 m i l l i o n d e v e l o p i n g gas and water l i n e s t o handle 

the developments i n Dagger Draw. $1.5 m i l l i o n of t h a t 

has gone f o r the water d i s p o s a l system and $4.5 

m i l l i o n f o r the gas g a t h e r i n g system. 
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I n a d d i t i o n t o E x h i b i t 1 1 , we are b e g i n n i n g 

c o n s t r u c t i o n of a 12-mile gas g a t h e r i n g l i n e t h a t ' s 

l i s t e d as proposed on E x h i b i t 10. That's going t o 

cost another $1.5 m i l l i o n . So, the $6 m i l l i o n 

i n c l u d e s no w e l l c o s t s , and we're i n the process of 

spending another $1.5 m i l l i o n now, and we're going 

ahead w i t h t h i s sweetening p l a n t down the road et 

c e t e r a . 

There's a l o t of money being r i s k e d , i s 

what I'm s a y i n g , on t h i s development which you're 

c a l l i n g a development program, but these w e l l s have 

got t o produce o i l and gas i n acce p t a b l e q u a n t i t i e s t o 

pay out t h i s b i g - t i m e investment we've been making i n 

Dagger Draw. 

Q. I f I could d i g r e s s j u s t a minute and ask 

you i f you had reviewed A p p l i c a n t ' s E x h i b i t 5 i n t h i s 

case, the AFE? 

A. Yes, s i r , I have seen t h a t , and I have 

looked t h a t over i n some d e t a i l . 

Q. Are the costs shown on t h a t AFE comparable 

t o the costs of other Canyon w e l l s d r i l l e d i n the area 

by Yates Petroleum C o r p o r a t i o n ? 

A. Those costs are v e r y s i m i l a r t o the co s t s 

of other w e l l s t h a t we have d r i l l e d i n t h i s area, and 

t h e y ' r e i n l i n e w i t h the costs charged by ot.her 
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o p e r a t o r s , and are perhaps a l i t t l e s m a l l e r . 

Q. I n your o p i n i o n , are those reasonable and 

necessary costs f o r the d r i l l i n g of t h i s w e l l ? 

A. Yes, s i r , those are reasonable c o s t s f o r 

the d r i l l i n g of t h i s w e l l . The b i g cost i s t h a t 

seven-inch casing t h a t has t o be i n s t a l l e d t o t o t a l 

depth i n order t o have b i g enough t u b u l a r s t o l i f t a l l 

the f l u i d s . 

Q. Dr. Boneau, based upon your t e s t i m o n y and 

review of the e x h i b i t s and the f a c t t h a t so much water 

i s produced w i t h t h i s o i l and so much sour gas, and 

the amount of p r o d u c t i o n t h a t ' s r e q u i r e d t o make an 

economic w e l l , do you have a recommendation as t o the 

r i s k f a c t o r p e n a l t y t o be ordered i n t h i s case? 

A. My recommendation i s t h a t the r i s k f a c t o r 

p e n a l t y be the 200 p e r c e n t . 

Q. And, i n your o p i n i o n , w i l l the g r a n t i n g of 

t h i s a p p l i c a t i o n be i n the i n t e r e s t of c o n s e r v a t i o n of 

o i l and gas, the p r e v e n t i o n 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, s i r . 

Q. Were E x h i b i t s 8 t h r o u g h 11 prepared by you 

or under your d i r e c t i o n and s u p e r v i s i o n ? 

A. Yes, s i r , they were. 

MR. VANDIVER: Mr. Examiner, I would move 
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the admission of A p p l i c a n t ' s E x h i b i t s 8 th r o u g h 11 and 

I have no f u r t h e r q u e s t i o n s of t h i s w i t n e s s . 

EXAMINER CATANACH: E x h i b i t s 8 th r o u g h 11 

w i l l be a d m i t t e d as evidence. I have no q u e s t i o n s of 

the w i t n e s s . He may be excused. I s t h e r e a n y t h i n g 

f u r t h e r i n t h i s case? 

MR. VANDIVER:: That concludes my 

p r e s e n t a t i o n i n t h i s case, Mr. Examiner. 

EXAMINER CATANACH: Case 9846 w i l l be taken 

under advisement. Le t ' s take about a 10-minute 

break . 
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