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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAE RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE HEARING ) 
CALLED BY THE Oil. CONSERVATION ) 
DIVISION FOR THE PURPOSE OF ) 
CONSIDERING: ) 

CASE NO. 10247 
APPLICATION OF MERIDIAN OIL, INC..) 
FOR AN UNORTHODOX WELL LOCATION, ) 
LEA COUNTY, NEW MEXICO ) 

) 

REPORTER'S TRANSCRIPT OF PROCEEDINGS 

EXAMINER HEARING 

BEFORE: DAVID R. CATANACH, Hearing Examiner 

February 21 .. 1 990 
10:45 a.m. 

Santa Fe,. New Mexico 

This matter came on for hearing before the O i l 

Conservation D i v i s i o n on February 21, 1990, at 10:45 a.m. 

at O i l Conservation D i v i s i o n Conference Room, State Land 

Of f i c e B u i l d i n g , 310 Old Santa Fe T r a i l , Santa Fe, New 

Mexico, before Paula Wegeforth, C e r t i f i e d Court Reporter-

No. 264, f o r the State of New Mexico. 

FOR: OIL CONSERVATION BY: PAULA WEGEFORTH 
DIVISION C e r t i f i e d Court Reporter 

CSR No. 264 
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A P P E A R A N C E S 

FOR THE DIVISION: ROBERT G. STOVALL, ESQ. 
General Counsel 
O i l Conservation Commission 
State Land O f f i c e Building 
310 Old Santa Fe T r a i l 
Santa Fe, New Mexico 87501 

FOR THF APPLICANT: KELLAHIN, KELLAHIN & AUBREY 
Attorriev!-; at Law 
BY: V»/THOMAS KELLAHIN, ESQ. 
117 North Guadalupe 
Santa Fe, New Mexico 87501 

* * * 
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EXAMTNER CATANACH: At t h i s time we w i l l c a l l 

Case 10247. 

MR. STOVALL: A p p l i c a t i o n of M e r i d i a n n i l , i n c . , f o r 

an unorthodox o i 1 wel1. 

EXAMINER CATANACH: Are t h e r e appearances? 

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

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

on b e h a l f of the a p p l i c a n t , and I have one witness t o be 

sworn. 

EXAMTNER CATANACH: Any o t h e r appearances? 

W i l l the witness please stand and be sworn? 

(Whereupon the witness was d u l y sworn.) 

TERRY J. HUCHTON, 

the Witness h e r e i n , having been f i r s t d u l y sworn, was 

examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Would you please s t a t e your name and occupation? 

A. T e r r y Huchton. I'm a r e s e r v o i r engineer f o r 

M e r i d i a n O i l . 

Q. Mr. Huchton, f o r the cour t r e p o r t e r , w i l l you 

s p e l l your l a s t name, please? 

A, H-u-e-h-t-o-n. 

Q. Mr. Huchton, on p r i o r occasions, have you 

t e s t i f i e d b e f o r e fhe d i v i s i o n as an engineer? 



1 

2 

3 

4 

5 

6 

7 

8 

9 

1 0 

11 

1 2 

1 3 

I 4 

1 5 

1 f> 

17 

1 8 

1 9 

20 

21 

22 

23 

24 

2 b 

5 

A. No, T ha\<• n o t . 

Q. Sunnndiize f o r us your e d u c a t i o n a l background. 

A. T graduated w i t h a bachelor of science degree i n 

petroleum e n g i n e e r i n g from Texas A&M U n i v e r s i t y i n 1982. 

Q. Subsequent t o g r a d u a t i o n , summarize your work 

experience, 

A. I worked i n i t i a l l y t o r Superior O i l Company f o r 

two and a h a l f years as a p r o d u c t i o n engineer i n t h e i r 

o f f s h o r e d i v i s i o n , f o l l o w e d by about an approximate 

one-year s t i n t w i t h Mobile O i l as a r e s e r v o i r engineer i n 

Mi d1 and. 

I am c u r r e n t l y employed by for the l a s t f i v e 

years by M e r i d i a n O i l i n Midland. 

Q. Describe f o r us your involvement i n t h i s 

p a r t i c u l a r a p p l i c a t i o n by M e r i d i a n . What have you s t u d i e d 

and what are you proposing t o do? 

A. What we're wanting t o do i s get approval f o r an 

unorthodox o i l w e l l l o c a t i o n i n the Shugart O i l Pool. 

Q. Have you s t u d i e d the e n g i n e e r i n g d e t a i l s and the 

g e o l o g i c aspects of t h a t a p p l i c a t i o n ? 

A. Yes, I have. 

Q. To the best of your Inowlege, have you made 

y o u r s e l f f u l l y informed on t h a t t o p i c ? 

A. Yes T have. 

MR. KFLLAHIN: We tender Mr. Huchton as an expe r t 
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pel r o l eurn engineer . 

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

Q. (By Mr. Kellahin) Let me d i r e c t your a t t e n t i o n , 

f i r s t of a l l , to t h i s p l a t that's marked as Exhibit 1. 

I d e n t i f y f o r Mr. Catanach the importance or the reason that 

you've shaded c e r t a i n of t h i s acreage i n yellow. 

A. The yellow-shaded acreage are the t r a c t s that 

Meridian O i l operates. 

Q. When we look to the t r a c t i n the east h a l f of 

Section 3, i n what u n i t l e t t e r i s the proposed well to be 

Ioca t ed? 

A. I t ' s in Unit L e t t e r P. 

Q. Within that southwest quarter of Section 3, to 

the best of your knowlege, are we dealing with the same 

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

that. 160-acre t r a c t ? 

A. Yes, we are. 

Q. The proposed well i s at an unorthodox o i l well 

l o c a t i o n , i s i t not? 

A. Yes, i t i s . 

Q. What i s your standard well l o c a t i o n f o r a 

40-acre t r a c t in t h i s pool? 

A. I t would be -- a standard l o c a t i o n would be 660 

feet from the south and east l i n e s and no nearer than 330 

feet from any lease l i n e or un i t boundary. 
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Q. When we look at. the east-west dimension, you're 

330 from t h a t s i t e boundary. I s t h a t a standard or an 

unorthodox l o c a t i o n ? 

A. That i s a standard l o c a t i o n . 

Q. When we look at the n o r t h boundary of your 

40-acre t r a c t , i t i s t h a t d i r e c t i o n or dimension i n which 

you are encoachi ng? 

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

Q. You're about 150 f e e t too close? 

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

Q. I n your o p i n i o n , w i l l t h a t serve as an 

impairment of the c o r r e l a t i v e r i g h t s o l anyone that o f f s e t s 

t h i s spacing u n i t ? 

A. No, i t w i l l n ot. 

Q. Why not? 

A. I t doesn't o f f s e t anyone c l o s e r than the 

standard r e g u l a t i o n s o t h e r than o u r s e l v e s . 

Q. And those i n t e r e s t owners t h a t you're o f f s e t t i n g 

would p a r t i c i p a t e i n t h i s w e l l ? 

A. Yes. 

Q. Have you r e c e i v e d any o b j e c t i o n from the 

o f f s e t t i n g i n t e r e s t owners i n S e c t i o n 2? 

A. No, we have n o t . 

Q. Have you n o t i f i e d those people? 

A. Yes, we have. 
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Q. Let's t a l k now about the Importance of the 

blue-outlined area. What does that represent? 

A. The blue o u t l i n e , to the best of our knowledge, 

represents the area under lease f o r potash mining by xAmax. 

Q. With regard to those r u l e s , then, what have you 

attempted to do? 

A. We have attempted to stay with -- outside t h e i r 

r e s t r i c t i o n s on the distance f o r a well to t h e i r mining 

operations, which, according to t h e i r correspondence, i s 

one-quarter of a mile. 

Q. And who i s the potash lessee that you have been 

in contact with? 

A. I t ' s Amax. 

Q. Has Amax approved the proposed unorthodox 

l o c a t i o n that you're seeking Mr. Catanach to approve today? 

A. Yes,, they have. 

Q. Have you proposed to Amax other locations i n the 

40-acre t r a c t ? 

A . Yes .. we have . 

Q. What was the status of those requests? 

A. They were — the i n i t i a l request was denied as 

being too close to t h e i r operations. It . was 330 feet from 

the south and east l i n e s of Section 3. We moved i t to 990 

feet from the south and kept i t at. 330 from the east l i n e 

of the same Section, and Amax was agreeable to that 
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1 ocat ion. 

Q. Were there any other agencies or i n d i v i d u a l s 

that you had to s a t i s f y about your surface location? 

A. Yes. With that — With the new l o c a t i o n 

approved by Amax, the 990 feet, from the south and 330 from 

the east, the BLM had some topographical problems with that 

l o c a t i o n which resulted i n us moving i t an a d d i t i o n a l 150 

feet north. 

Q. Why didn't you move i t f a r t h e r south as opposed 

to going f a r t h e r north? 

A. We could not get any closer to the potash mining 

operations. 

Q. To the best of your knowlege, i s t h i s proposed 

unorthodox surface l o c a t i o n the only r e a l i s t i c a l l y 

a v a i l a b l e surface l o c a t i o n i n t h i s 40-acre t r a c t to d r i l l a 

well f o r t h i s pool? 

A. Yes, i t i s . 

Q. Have you also made a comparison of the 

subsurface information to determine where you w i l l be i n 

the pool? 

A. Yes, we have. 

Q. Is i t going to make a material d i f f e r e n c e to 

Meridian where you are, e i t h e r at a standard l o c a t i o n or at 

the unorthodox l o c a t i o n , to test f o r o i l production i n the 

pool ? 
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A. No, i f w i l l n o t . 

Q. Have you a l s o examined the cost components t o 

d i r e c t i o n a l l y d r i l l t h i s w e l l t o a standard bottom hole 

l o c a t i o n ? 

A. Yes, we have. 

Q. What i s your c o n c l u s i o n based upon t h a t study? 

A. Based on t h a t study and our a n a l y s i s , i t i s not 

econ o m i c a l l y b e n e f i c i a l t o us t o d i r e c t i o n a l l y d r i l l t o a 

standard l o c a t i o n bottom h o l e . 

Q. Let's go through some of the d e t a i l s o f your 

d i s p l a y . 

S t a r t i n g w i t h E x h i b i t No. 2, would you i d e n t i f y 

and d e s c r i b e t h a t f o r us? 

A. Yes. E x h i b i t No. 2 i s an approved sundry n o t i c e 

from the BLM g i v i n g approval f o r the unorthodox w e l l 

l o c a t i o n at 1140 feet: from the south l i n e and 330 f e e t from 

the east l i n e of Se c t i o n 3, Township 19 south, Range 30 

east: . 

Q. And a t t a c h e d t o t h a t what have you enclosed? 

A. Some correspondence l e a d i n g up t o both the 

sundry n o t i c e approval and approval by Amax C o r p o r a t i o n f o r 

t h a t same l o c a t i o n . 

Q. F o l l o w i n g the i n f o r m a t i o n c o n t a i n e d i n 

E x h i b i t No. 2, you have marked f o r i n t r o d u c t i o n 

E x h i b i t No. 3? 
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A. Yes. 

Q. I d e n t i f y and describe t h a t . 

A. Exhibit No. 3 i s the correspondence we received 

from Amax g i v i n g t h e i r approval of our location f o r our 

Benson 3 Federal No. 7 w e l l . 

Q. The No. 7 well i s the subject of the a p p l i c a t i o n 

before the examiner today? 

A. Y'es, i t i s . 

Q. The No. 9 well i s what? 

A. That's a proposed l o c a t i o n that we are -- we are 

not ready to d r i l l at t h i s time. 

Q. I t ' s a d i f f e r e n t w e l l , d i f f e r e n t subject? 

A. Yes. Yes, i t i s . 

Q. So i t ' s the No. 7 w e l l that's the t o p i c of t h i s 

case? 

A. Yes, i t i s . 

Q. A l l r i g h t . Let's t u r n now to E x h i b i t s No. 4 and 

5, and l e t me have you display those together i n f r o n t of 

you . 

I d i r e c t you f i r s t to Exhibit No. 4. Did you 

have Mr. Catalano, the Meridian geologist, assist you in 

preparing an analysis of the s t r u c t u r e as well as the sand 

isopach for the Queen sand i n t h i s pool? 

A. Y'es, s i r . 

Q. And have you personally studied the information? 
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A. Yes, 1 have. 

Q. To the best, of your knowlege, i s i t accurate and 

correct ? 

A. Yes. 

Q. Direct the examiner's a t t e n t i o n to your proposed 

l o c a t i o n i n Section 3. How have you i d e n t i f i e d that? 

A. I t ' s i d e n t i f i e d on both of these maps with an 

arrow and -- a dark black arrow and a hollow c i r c l e with 

"proposed l o c a l ion." 

Q. The standard l o c a t i o n , then, would be f a r t h e r 

south than the proposed location? 

A. Yes, Tt would be roughly equivalent to the well 

bore that has on the s t r u c t u r e map i n Section 2 a 534 

marked on i t . I t . would be roughly p a r a l l e l to that well 

bore . 

Q. That we l l out of the southwest of the southwest 

of 2 i s what you're describing? 

A. Yes. 

Q. Who operates that well? 

A. That's Arco's. 

Q. When you look at the s t r u c t u r e , i s there a 

material d i f f e r e n c e i n s t r u c t u r a l p o s i t i o n between the 

standard l o c a t i o n o f f s e t t i n g the Arco well and the proposed 

un o r t h od ox 1o c a t i o n ? 

A. No, none of s i g n i f i c a n c e to us. 
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Q. You don't perceive any disadvantage, then, to 

moving to the unorthodox location? 

A . No, we don ' t. . 

Q. Look at the sand map with me. I t ' s 

Exhi b i t No. 5. 

A. (Witness complied.) 

Q. What i s your assessment of the r e l a t i v e merits 

of the two possible p o s i t i o n s i n the 40-acre t r a c t when you 

compare the unorthodox l o c a t i o n to the closest standard 

location? 

A. By j u s t comparing the two locations to one 

another, there i s no benefit -- or one has no a d d i t i o n a l 

advantage over the other. They are roughly equivalent. 

Q. In your opinion, are there recoverable o i l 

reserves i n the Queen sand of t h i s pool that would not be 

otherwise produced unless the examiner approved t h i s 

u no't hodox 1oc a t i on? 

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

Q. Let's examine now the information you have 

compiled concerning the p o s s i b i l i t y of d r i l l i n g t h i s well 

v e r t i c a l l y compared to d r i l l i n g i t d i r e c t i o n a l l y . 

A. A l l r i g h t . 

Q. We've marked those two displays as Ex h i b i t s 6 

and 7. The straight, hole i s 6 and the AFE on the 

d i r e c t i o n a l well i s 7? 
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A. That i s c o r r e c t . 

Q. Summarize the important differences f o r us i n 

the two AFEs. 

A. The important differences are i n several of the 

assumptions made. Of course, as mentioned, Exhibit No. 6 

i s the w e l l cost estimate for a v e r t i c a l w e l l , and our 

d r i l l i n g department has assumed a footage contract f o r that 

wel 1 . 

And g e t t i n g down to the bottom l i n e , the t o t a l 

d r i l l i n g cost estimate f o r a suspended well cost i s 

$162,000 f o r a v e r t i c a l w e l l . 

Q. Did you s p e c i f i c a l l y ask them to construct f o r 

you an AFE that would show you t h e i r estimate of cost to 

d i r e c t i o n a l l y d r i l l t h i s well from the proposed unorthodox 

surface l o c a t i o n to the closest standard bottom hole 

location? 

A. Yes. 

Q. With what r e s u l t ? What did they t e l l you? 

A. The r e s u l t of that i s E x h i b i t No. 7. They 

provided us a well cost, as you see here. 

The d i f f e r e n c e between i t and Exhibit No. 6 i s 

an assumption of a day-work d r i l l i n g contract plus 

a d d i t i o n a l cost and fees associated with d i r e c t i o n a l 

d r i l l i rig. 

Q. For wells of t h i s type, what i s your estimate of 
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the magnitude of recoverable o i l reserves f o r a well? 

A. There is no s i g n i f i c a n t d i f f e r e n c e . 

Q. What's the o i l volume you intend to recover' with 

the well at t h i s location? Do you have an assessment of 

the reserve p o t e n t i a l ? 

A. I do not. 

Q. When we look at the cost component i t s e l f , 

though, vou've got a $92,000 f i g u r e a t t r i b u t a b l e to the 

d i r e c t i o n a l d r i l l i n g services? 

A. Yes. 

Q. Can you break that out f o r us more s p e c i f i c a l l y ? 

What's involved i n that cost? 

A. That w i l l be the cost f o r the down hole t o o l s 

and supervision of those — of the operations while we are 

d r i l l i n g d i r e c t i o n a l l y . 

Q. Your assessment and conclusion, then, i s that i t 

i s a s i g n i f i c a n t expense, and i t ' s -•- does not make the 

project a t t r a c t i v e i f you have to add the a d d i t i o n a l costs 

of d i r e c t i o n a l d r i l l i n g ? 

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

Q. Going back f o r display purposes to e i t h e r the 

isopach or the cross -- the s t r u c t u r e map, what wells does 

Meridian operate i n the pool? 

A. We operate the wells d i r e c t l y -- a l l of the 

wells i n the north h a l f the east h a l f of Section 3. 



1 

2 

') 

4 

5 

6 

7 

8 

q 

1 o 

l l 

12 

1 3 

1 4 

1 5 

16 

17 

1 8 

1 9 

20 

21 

22 

23 

24 

2 5 

16 

Q. So i f you look af the d i s p l a y s and see the 

acreage shaded --

A. Yes. 

Q. — t h e r e ' s a shading t o some of the acreage --

do those represent acreage t h a t M e r i d i a n i s o p e r a t i n g ? 

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

Q. And i n some instances; you've d r i l l e d d r y h o l e s , 

have you? 

A. Yes, we have. 

Q. The c l o s e s t producing w e l l t h a t M e r i d i a n 

operates t o t h i s 40-acre t r a c t i s which one? 

A. C u r r e n t l y i t ' s the -- i t ' s the one i n the 

southeast q u a r t e r of the n o r t h e a s t q u a r t e r . We are 

c u r r e n t l y t e s t i n g the w e l l i n the n o r t h e a s t q u a r t e r of the 

southeast q u a r t e r . 

Q. When we look t o the southwest of the n o r t h e a s t 

q u a r t e r of S e c t i o n 3, t h e r e i s -- i t looks l i k e a d r y hole 

symbol. 

A. Yes. That's a recent w e l l t h a t we d r i l l e d i n 

the area t h a t was d r y . 

Q. Okay. 

A. As recent as t h i s year. 

Q. So t h e r e i s some element of r i s k i n v o l v e d i n 

l o c a t i n g the w e l l s f o r d e v e l o p i n g o i l p r o d u c t i o n out of the 

east h a l f of Sec t i o n 3? 
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A. Yes. 

MR. KELLAHIN: I thi n k that concludes my examination. 

We move the i n t r o d u c t i o n of Exh i b i t s -- there should be a 

notice a p p l i c a t i o n somewhere at the end of t h i s , 

Exhibit No. 8. 

MR. STOVALL: There i s . 

MR. KELLAHIN: Ah, bingo. E x h i b i t No. 8 i s the 

c e r t i f i c a t e of mailing and n o t i f i c a t i o n to a l l possible 

o f f s e t t i n g i n t e r e s t owners, and with the i n c l u s i o n of that 

E x h i b i t No. 8, we move the i n t r o d u c t i o n of Exh i b i t s 1 

through 7. 

EXAMTNER CATANACH: Exhi b i t s 1 through 7 w i l l be 

admitted as evidence. 

MR. KELLAHIN: In a d d i t i o n , we'd 1]ke to move the 

i n t r o d u c t i o n of Exhibit 8. 

EXAMINER CATANACH: And Exhibit 8 w i l l be admitted as 

evidence. 

(Whereupon Applicant's E x h i b i t s 1 through 8 were 

admitted i n t o evidence.) 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Huchton, i s that r i g h t ? 

A. Huchton. 

Q. Huchton. Okay. Did I understand you c o r r e c t l y 

to say that a l l of the east h a l f of Section 3 i s common 
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owner shi p? 

A. I t ' s operated by Meridian O i l . 

Q. Is i t common working i n t e r e s t ownership, though? 

A. Yes, and i n the fact that we now own El Paso 

Exploration. 

Q. I guess what I'm g e t t i n g at s p e c i f i c a l l y , i s the 

t r a c t , the 40-acre t r a c t , that you're encroaching to toward 

the north -- i s that owned by the same i n t e r e s t owners who 

own the --

A. Oh, yes. 

Q. -- southwest -- southwest — southeast, 

southeast? Sorry. 

A. Yes, s i r . 

Q. What was the ob j e c t i o n by the BLM to the 

proposed l o c a t i o n of 990 from the south and 330 from the 

east? 

A. They f e l t we were encroaching too close to a 

surface drainage problem, a g u l l y , and i t ' s a topographical 

problem with t h a t . 

Q. Do you have an opinion as to whether the wel l at 

t h i s proposed l o c a t i o n w i l l e f f e c t i v e l y drain that 

40-acre p r o r a t i o n unit? 

A. Yes, T believe i t w i l l . 

EXAMTNER CATANACH: I have no f u r t h e r questions of the 

witness. He may be excused. 
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Is there anything f u r t h e r i n t h i s case? 

MR. KELLAHIN: No, s i r . 

EXAMINER CATANACH: There being nothing, Case 10247 

w i l l be taken under advisement. 

(The foregoing hearing was concluded at the 

approximate hour of 11:05 a.m.) 

* * * 
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