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EXAMINER MORROW: Case 101234.

¥E. STOVALL: Application of Yates Petroleum Corporation
fer a uvnit agreement, Lea County, New Mexico.

EXAMINER MORROW: (Call for appearances.

MR . VANDIVER: Mr. Examineyr, my name the David Vandiver
of the Artesia law firm of Fisk & Vandiver appearing on behalf
of the anplicant, Yates Petroleum Corporation. I have two
witnesses to be sworn.

EXAMINER MORROW: Would the witnesses please stand and be
SWOrn.

{THEREUPON, a discussion was held off the record.)

¥R . VANDIVER: Mr. Examiner, I have a preliminary matter
to =zdcdress before I proceed with the testimony in this case.
Tha appliication was originally filed October 9th, I believe,
that's right, regquesting approval of the subject unit
agreenrent as to lands in the Sections 2, 3 and 11 of Township
16 South, Range 33 East. And then because of the applicant's
fazlurs to get support, I filed an amended application
reguaesting approval of the unit only as to lands in Section 2.

The advertisement was never changed. I think the

)

case has been continued two or three times, and the
advortiszment has alwavs stated that Yates seeks approval of

the Red Hat State Unit agreement as to all or portions of

]

Sections 2, 3 and 11 of Township 16 South, Range 33 East. And

as wiil 2@ more fully revealed in the testimony, Yates is

TING
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13

se=zking approval of the unit as to all the lands that we
originally sought approval for and I'm asking that you
disregavd the amended application that I filed regquesting

ion 2.

t
l_l

eC

Uy

approval only as to
EXAMINER MORROW: So the advertisement then is correct --
MR. VANDIVER: VYes, sir.
EXAMINER MORROW: ~— as you'd like to have it read today?
Is that all right, Bob?
MR. STOVALL: Yeah, I don't see any problem with that.
M=, VANDIVER: HMay I proceed?
EXAEMINER MORROW: Yes, sir.
ROB BULLOCK

the witness herein, having been first duly sworn by the Notary

and testified as follows:

o))

Purlic. was examine
DIRECT EXAMINATION
BY MR. VANDIVER:
<. Mr. Bullock, please state your name, by whom you're

and in what capacity.

A, My name 1s Robert Bullock. I'm employed by Yates
Petroleam Corporation as a landman.
o. And have you previously testified before the New

Mexico 011 Consservation Division in your capacity as a landman

and had your gualificaticns accepted and made a matter of

=9
<
0]
0]
4
o
Ay
<
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o Are vou familiar with the title to the land within
the o Eat State Unit area?

2 Yesg, I anm.
o And have vou prepared certain exhibits to be used

in conjunction with your testimony today?

AL Yes.

R, VANDIVEER: Mr. Examiner, I1'll tender Mr. Bullock as
an =Xp=ri in pefroleum land matters.

ZXAMINER MORROW: We're accepting him as gualified.

5

o, (By Mr. Vandiver:; Mr. Bullock, if you could,

izo the purpose of Yates' application in this case

. Yates would like to form a Red Hat exploratory unit
to offectively asnéd efficiently explore for hydrocarbons within
thiz it boundary.

{Applicant's Exhibit No. 1 was
marked for identification.)
. If I could ask yvou to refer to Applicant's Exhibit

1 in this case and corient the examiner with respect to the

lecoasinn of the proposed unit.

A The proposed unit is in Township 16 South, Range 33
Eas®. It includes all of Section 2, the north two—-thirds of

Se~vion 3, and the north half of section 11 within Lea County,

O And the lands to be included are outlined on the
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. And also the location of the initial test well is

marked ais a red det in that plat?

A, That's correct.
o Mr. Bullock, who owns all the minerals within the

proposes unit?

A, The State of New Mexico.
!Applicant's Exhibit No. 2 was
marked for identification.)
o Now if I could ask you to refer to the Applicant's

Exhioit 2 and identify that and describe what i1t is.
A That is a unit agreement for the develcepment and
operation of the Red Hat State Unit. It includes a unit

. Exhibit A, which includes the outline of the unit

agreameant, Exhibit B, which describes the leases involved and
the working interest parties to the agreement.
o What formations are unitized under the terms of
thiz unit agreement, 1f ycu can refer to paragraph two?
A All ©1l1, gas, natural gas land associated with
fiuid hvyirocarbonsg in any and all formations would be unitized
larids or subject to this agreement.

oL And who's designated as operator under the unit

agr eLmen T

F Yates Petroleum corporation.
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o, And as required by state law and regulation, the

conmittad tract within a unit area to each of the separately

ownad tracts on a surface acreage basis; 1s that not correct?

Fu'3

A, That's correct.

. Now if you could refer to Exhibits A and B and
describmes the type of information that is contained in those
two exhibits. You don't have to describe all the information
but Just the type of information.

AL Exhibit A shows the record title owner to the
leases, describes the state serial number designated to the

lease and the expiration date of the lease, and it sets out

eaclh *tract. Exhibit B describes each land -- each lease, that
is, the number of acres in each lease, the serial number
designated and the expiration date, the royalty and ownership,

the lesses of record, overriding realty owners and working
int2rsst owners involved in each lease.

0. Mr. Bullock, as reflected on Exhibits A and B, what
is the sarliest exploration date of any of the leases to be

iTrad to the proposed unit?

a. That would be January 1 of 1991.

O And that 1s unit tract 37

. That's correct.

oL And you're seeking to have the oil conservation

divisicn enter an order approving this unit agreement prior to

HUNNICUTT REPORTING
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. What is the status of joinder of the lessees and

woerking interest cowners to the unit agreement?

Z We have 100 percent joinder to this unit as of this
date

0. And that's verbal commitments? You don't have any
anye. sxecutad at this point?

A. We have several executed letters and a couple of

{Applicant's Exhibit No. 3 was

marked for identification.)

o] Now 1f you could identify the Applicant's Exhibit 3
in 1.8 ¢ase and cescribe what that is, please, sir.
A That is the operating agreement for the Red Hat

Statz Unit, and it sets out Yates Petroleum as operator,
detfines the contract area designated. And it covers all the

op=zra*tions that would be subject to this unit, Red Hat State

i I might ask you and point out that under Article 6

4, it describes the initial test well as being located

1924 line and 3200 feet from the south line
of Iarciion 2, and that location had been changed, has it not?

A That's correct. The location has been amended to

120 £roxr the east line and 2300 from the south of Section 2.

T*Y}_T”' Ik danlianl
HUNWICUTT
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Q. And

that will be revised prior to the parties'

exacution and prior to submitting the agreement to the

g

That's right.

EXAMINER MORROW: 1980 from the east and what else?
THE WITNESS: 3300 from the south line.

¥R. VANDIVER: That will be the initial test well.

o {By Mx. Vandiver:) Now if you could refer to

ibit A of the unit operating agreement which should set out

percentage interests of the working interest owners. And

-t

ask you -- it states here it's being negotiated. What's

tus of those negotiations?
A. We're in the final stages of all the parties buying

gelling and trading acreage. And we understand that

-2rday, we think the parties have come to an agreement.

it was too late to get it set out in this exhibit. We

i

ticipate all the parties being in agreement on the interest

se submit the final draft to the commissioner of public

nds and to the commission.

0. And this unit operating agreement contains all

her customary contractual terms of a joint operating

ners for approvalry

ement and has been submitted to the working interest

~
>

2

Yes, it has.

(Applicant's Exhibit No. 4 was
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marked for identification.)

(@]
.

Now if you would identify the Applicant's Exhibit 4

b}

in this case and describe what that is, please, sir.

-

A This is what we hand delivered to the commissioner

of public lands on the Red Hat State Unit along with the unit

+

operating agreem

(2]

nt and the geological explanation and

~

14

tendared it to them for their approval for the Red Hat State

{
{

Unift .

2. And that lett

9]

r reflects that you're seeking

6]

preliminary approval at this point?
A, That's correct.
o And the proposed unit was only just submitted to

the state land coffice tecday?

2. That is correct.

. So ycu have no idea ag to whether they have any
reguiremnents?

A Not at this time.

o And one of the requirements of the commissioner of
public Lands for approval of a unit agreement is that an order

P

first = entered by the o0il conservation division approving

the unit; is that correct?
2z That's correct.
G And it's necessary that Yates have final approval

by the= commission of public lands and the oil conservation

division prior to commencing operations to drill the initial

4

¢
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test wall?

A, That is correct.

o, And as previously stated, that will hopefully occur
before January 1, 19917

Hopefully, ves, it will.

o=
.

Mr. Bullock, were Exhibits 1 through 4 prepared by

(@)

you or under your direction and supervision?

Yes, they were.

)
o

MR. VANDIVER: Mr. Examiner, I would at this time move

admission of Applicant's Exhibits 1 through 4, and that

£

concludes my direct examination of this witness.

)]

EXAMINER MORROW: We'll admit those exhibits 1 through 4.
{(Applicant's Exhibits Nos. 1 through 4

wers admitted into evidence.)

EXAMINATION
BY EXAMINER MORROW:
oL I need to be cleared up on the status of the
agrzenent of the working interest owners. It wasn't clear to
me. Ars they all -- you said you had 100 percent joinder, I
believe. Does that mean they're all --
A Yes, sir, they've all committed. Collins & Ware

and 3anta Fe Energy wanted a larger percentage of the unit,
and they acquired that through a trade with Matador and Plains
Radio. And it took a while to get all that done, and we
understand that yesterday, they did come to an agreement.

HUNNICUTT REPORTING
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rilling wells

RN

That's
Does t©

ike they wanted at this time.
n that all of them either have

reement and the unit operating

correct.

hat include the -- I guess it would. But

vou anvhow. Does it include the proposed charges for

an

nd producing wells? Has that been discussed

interest owners?

E has not been submitted to them at this

Looking guickly at this, it's set ocut one -- I

with the working
L Our AF
tire.
o
believe it's se:
rate and $5,400 a
A Yes, s
0. Would
ths iritial well?
A For th
o Ang ti
in
AL That's

witn

re

out one costs $540 per as a producing well

& the drilling well rate?
ir.
that apply at all depths, or is this just for

e initial well.
at would assume completion at the deeper

cerract, yes.

3MINER MORROW: That's all the questions I have of this

i
g
@
<
3]
o
0
Hh

urther guestions.
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th« witness herein, having been first duly sworn by the Notary

Pulrlic, was examined and testified as follows:

VANDIVER: May I proceed?

EXAMINER MORROW: Yes, you may.

DIRECT EXAMINATION

BY MR. VANDIVER:

o Mr. Fly, please state your name, by whom you're
enployed and in what capacity.

A I'nm Sterliing Fly, IIT. I'm a petroleum geologist
with Yates Petroleum in Artesia, New Mexico.
. And you have previously testified before the New
Mexico 011 Conservation Division as a petroleum geologist, had

your gqualificaticns as a geologist accepted and made a matter

of record; is that correct?
A Yes.
o Have you nmade a study of the available geological

o
m
-1
]
"

arding the proposed Red Hat State Unit for the

purross= of your testimeny today?

iy Yes, I have,.
» And are you familiar with the geolegical basis for

A Yes.
0. And have ycu prepared certain exhibits to

rate your rTestimony *today?
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A Yes, I have several exhibits.

¥MR. VANDIVER: Mr. Examiner, I would tender Mr. Fly as an
expsrt petroleum geologist.

EXAMINER MORROW: Yes, we accept his qualifications.
Will you spell your last name for me, please.

THZ WITNESS: r-l-y.

EXAMINER MORROW: Yes, go on. Continue.

oy (By Mr. Vandiver:) Mr. Fly, in your opinion, 1is the
unit arza for the proposed Red Hat State Unit logically
subieot o unit development?
A Yes.
(Applicant's Exhibit No. 5 was

marked for identification.)

o. If I could refer you to Yates Exhibit 5 and ask you
to describe what that is, Jjust what it is.
A Exhibit 5 is a geological explanation justifying

the forration of the Red Hat State Unit.
2. And that's a summary of your testimony today?

A Yes, it's essentially the same as what I'11 be

0
=
juy
i)
ot
[
mn

the principal objective, Yates' principal
forrmation Yates is seeking to test in the formatien of this
un:c and the drilling of the initial test well?

A. The primary objective, actually twin primary
obisctives, are the lower Atokan sandstone and then a series

HUNNICUTT REPORTIHG
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of lower Morrow sandstones.
3. And as previously has been stated, the location of

the initial test well is 1980 feet from the east line and 3300

P Sections 2 and 3 are irregular sized sections, are

2
=
o
0
e
ox
o

3
o))
&
o

Applicant's Exhibit No. 6 was

marked for identification.)

. Identify Exhibit 6, which is the cross-section, and

review the information that's contained in that exhibit for

-

, Exhibit 6, cross-section AA Prime, is a

gt

stratigraphic cross-section trending from northwest to
southeast. The ifirst well to the left or northwest end of the

crozs-section 1s a Gulf well up in the northwest corner of
Sezxion 3. And the last well on the far right is down in

Seczion 23, Three of the wells -- I'm sorry. Two of the

the two to the far left, are wells that are within the
unit noundary.

As I said, this is a stratigraphic cross-section.

rtratigraphic datum is a thin iine marker within the Atoka

-
-
(x
7]
B

shals member, Atoka shale unit. The highlight zones or the

ohijectives are shown. They're colored on the

HUNNICUTT REPCRTING
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cross—saection, the first one, being this in yellow, identified

10

{

as the Rojo sandstone, sits on the top about 100 feet above

the ¥orrow line top. And then the other -- well, I've also
colored in in orange and green two Morrow sandstones. More
than likely, there are going to be other sandstones down

ther«, but these are highlighted as typical of the Morrow
sandstones. I just point out with respect to the Rojos or the
Atokan sandstones, the continuity of electric log character,

especially on the right end of the cross-section or the

M

southern end, and the obvious correlation between that

sandstons and then that which is present in the Humble well,
the secend from the left. Also correlation is demonstrated

deown theoere in the lower Morrow sandstones.
o, And your proposed location is depicted --

a, Correct.

WD

~-— in the cross-section?

A Between the Humble and the Amoco wells.

Q. Anything further with regard to that exhibit?

A No, I don't believe so. The primary purpose of the
exhinit is Just to show the lower Pennsylvanian stratigraphy

. Now if I could —--

AL I would point out that I will be referring back to
this as T talk about some of the maps, so it would be easier
if vou keep it out.

HUNNICUTT REPORTING
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{Applicant's Exhibit No. 7 was

marked for identification.)

0. Now wcould you identify Yates Exhibit 7.
A. Exhibit 7 1s a subsurface structure map. The datum
pcint 1s the top of the Morrow formation as indicated on the

crosz-section. This map indicates that we have a fairly well

defined structural high center essentially in the middle of

10
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Section 2.
. Of course, the proposed location is shown
exhibit a2s well?

A Correct.

. Anything further with regard to Exhibit 77

1

'
+

on that

Well, the structure in Section 2 has a bearing on

the Atckan prospects. But as we get down into the Morrow, the

sands there are less structure dependent, so I just wanted to

poin*t that out.
(Applicant's Exhibit No. 8 was
marked for identification.)
ol Now identify Yates Exhibit 8 and describe the

information contained in that exhibit, please.

A Okay. Exhibit 8 is an ice pack map, gross

ice pack

of what's identified as the Rojo sandstone and the Atoka.

Again raferring back to the cross-section, you'll not

ice that

on the gamma ray of this Rojo sandstone, it has the character

of = real clean, blocky sand, no gradation upward or

o
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in there. The character of the sandstone suggests that this
sand was deposited in a braided stream deposition environment,
braided streams flowing off to the east and southeast.

So with that in mind, the Exhibit 8, the isopach
map, demonstrates the character of the sand in a map view, in
other words, a migrating type of sand moving off to the east.
It's not a widespread sand as the -- oh, the well there in
Section 1 doesn't have a value for it, but that's a zero. And
some of the wells to the north have very low sand. So it's a
fairly well defined sand channel, and the cross-section
clearly demonstrates the correlatability between the wells in

section 11 and 12 and the well in Section 3.

Q. When you say the wells in section 11 and 12, you
mean -—-

A. Well, the wells --

Q. You mean the one in the northwest quarter of

Section 127

A. Yes. Well, there's three wells in section 12, and
they all show the sand. I believe two of those were on the
cross—section.

Q. Right.

A, Right. No, I'm sorry. Just one of them was on the
cross—-section. The one that says 40 west there in the west
half. And alsoc the well there in section 11.

Q. Anything further with regard to Exhibit A?

HUNNICUTT REPORTING
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A. Oh, I'd just like to point out that the Atoka will
be enhanced by the occurrence of the structure in the middle
of Section 2. These wells down in section 11 and 12
penetrated very nice looking sands. And some of them were
tested. The one in section 11 wasn't. But it calculated wet.
They're wet because they're too low structurally, but we have
a well defined structure there in 2. So as far as the Atoka
is concerned, the presence of the sand and the favorable
structural position should give us probably, you know, two or

three locations in the Atoka, primarily in Section 2.

Q. In Section 27

A. Yes. And possibly extending down into 11.

Q. Okay.

A. Now I'll also point out right quick the Humble

well, the second one on the cross-section there in Section 3,
shows a 22 on the isopach map. That well tested gas and no
water, so there's probably a location for Atoka in Section 3.
Q. In the east half or the west half?
A. In the east half, possibly on the west half. The
structure is poorly defined over there.
(Applicant's Exhibits Nos. 9 and 10
were marked for identification.)
Q. Now if you would, identify Yates Exhibit 9 and
describe the information depicted on that exhibit.
A. Okay. 1I'll talk about Exhibits 9 and 10 both

HUNNICUTT REPORTING
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becauszs they're ¢gssentially the same thing. What they are is

isoporosity maps for these lower Morrow sandstones. Exhibit 9

ie identified -~ well, let's see. Okay, Exhibit 10 is

identified as the lower Morrow Sombrero sandsione. aAnd that

is snown in orange on the cross-—-section. And Exhibit 9 is

shown in ¢green on the cross-section, identified as a basal

These are iscporosity maps, have a porosity cutoff

O

down there in Section 13, the

v

.
o

h

color has five fzet o

a

f mine percent. £o the values shown in here, for instance,

well identify with the green

nine percent porosity. Geologically,

theze maps demonstrate that in the Morrow, these thin

ones were deposited by channels flowing to the southeast

irly thin. They'rve failrly thin in a vertical sense and

ne< particularly wide. But the two wells there shown in green

on both of these maps were productive in these lower Morrow

sand. And referring back to the structure map, there's no

that the accumulations of gas

strvatigraphic nature.

0. And as yvou move in<z

AL Except for the one
run ——- ©kKay. It's not cne of

I wmapped, but they did a drilil

= favorabls structure there, so it's fairly apparent

in Sections 12 and 13 are of a

o Section 3, the west half lacks

Guif well there. They did

the map units, one of the units

stem test in the Gulf well

HUNNICUTT REZPORTING
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there in Section 2. And

O

n a DST at 13,161 to 184, a gas

suriacs feet of gas per day, so that's just

ano! which are to be encountered through
this arca.

0. Other than the Atoxka and the Morrow, are there any
prospeTiive zches you might ssek to test in drilling the

—ial test well and Joint test well?

[
o
P

MR, STOVALL: Excuse me.

A, I'd anticipate drill stem tests in the Wolfcamp and
capyor formations. And, oh, the Strawn is a possible test,
Quesn, several other zones. But I would say at least two
outside of the lower Penn hers.

oL Anything furth

]

r you wish to point out with regards
to Exhinits 9 and 10°7?

A, No. I just want to emphasize that the
accurmuiations here are not structurally dependent.

c. Mr. ¥Fly, based upon your review of this data, what

¥

conclusicons have you drawn from your study of the proposed

AL Well, I've concluded that we have an excellent
chanacs, on the initial lccations, that we have an excellent
chance of an Atoka gas accumulation and a good chance at the
Morrow throughout the entire unit. And also, providing a
success on the first well, a possible three, four additional

Tl e

locations to be drilled throughout the unit.

HUNNICUTT REPORTING
DEBORAH LAVINE, CSR, RPR




)

10

11

i2

13

14

15

16

18

19

20

22

23

24

25

. In your opinion, Mr. Fly, will approval of this

exploratory unit be in the interest of conservation of oil and

gas, the prevention of waste and the protection of correlative
rights?

AL Yes.

0. Were Exhibits 5 through 10 prepared by you or under

your direction and supervision?

A. Yes, they were.

ot

¥R. VANDIVER: Mr. Examiner, I would move the admission
of Yates Exhibits 5 through 10, and that concludes my direct
exanination of this witness.

EXAMINER MORROW: We'll accept the exhibits into
evidence.
{Applicant's Exhibits Nos. 5 through 10
were admitted into evidence.

EXAMINATICN

O. Mr. Fly, the wells in Section 3, you mentioned a

Gulf well and I believe a Humble well.

AL Yeg, sir.
Q. Apparently fromwm the cross-section that Humble well

produced for a while; ig that correct or not?

It produced about 5,000 barrels of oil in the

canvoen, definitely subeconomic.

D

And the canyon is - that's Pennsylvanian there?
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,2 or 3, I believe.

[

It's about 1

<
()]
n
W
1.2
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The Gulf well, did they set pipe on it?
No, it was dry hole all the way.

Are there any producing wells in the propesed unit

T assume there are not.

No, there are no current producers. And the only
producer 1s that poor Canyon.

Have you made estimates of the recovery you expect
initial well?

I can just guess based on what the surrounding

. And in this area -- well, the two Morrow producers
ions 12 and 13 made —-- one of them made 1.6 billion.

they one made 2 billion. And the Atoka would probably be

yous to that. There are some wells that have really big

-~
7,
_~
Q.

- 4
s1de ol

produci

9]

tian off to the south, but --

S0 one and a half to three bcf total?
Yes, sir.
Are the two wells to the south on the right-hand

your cross-section, are those two wells currently

I believe that they're ~- I believe one of them is

ng. The other one may be plugged. And I'm not sure

which one 1s which right offhand, but they are essentially at

»f their life. They're not going to make a lot more

one of them is still producing.
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MR.

EXAMINER MORROW:

MR

MINER MOR

™7 R
jatyeioY

STOVALL:

VANDIVER

presantation in t

tim

ey

ore

January

we Jon't
wor.d, b

MR.

EXA

MR .

wr

EXA

adviganea

ey
LLE

hour of

¢ that on

1. and we

ROW: Anyv guestions?

No guestions.
We have no further gquestions.
: Mr.

Examiner, that concludes my

his case. And Jjust to emphasize and say one

e of the leases in the proposed unit expires

hope

To get an

o build a location and

-

i if po

[

sible.

t

STOVALL: Mr. Vandiver,

VANDIVER:

get it approved,
ut —-—
sSTOVALL: It'll be a

sSure.
MINER MORROW:
VANDIVER:

No, sir.

MINER MORROW: Case
nt.
foregoing

10:35 a.m.

3
m.

I believe that's right.

Anyvthing further, Mr.

hearing was adjourned at

order in sufficient time to
commence drilling prior to
initial

it appears that the

So, you know, if

it's not going to be the end of the

whole lot nicer to drill under a

Vandiver?

That's it.
101234 will be taken under

Take a five—-minute break.

the approximate
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I, DEBCRAH LAVINE, RPR, a Certified Shorthand
Reporter and Notary Public, DO HEREBY CERTIFY that I
stanographically reported these proceedings before the 0il
Censervation Division; and that the foregoing is a true,
completa and accurate transcript of the procesdings of said
hearing as appears from my stenographic notes so taken and
transcribed under ny personal supervision.
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