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STATE OF NIW MEXICO
ENLRGY, MINERALS AND MNATURAL RESOURCES DEPARTMENT
CIL CONSERVATION DIVISION
STATE LAND OFFICE BLDG.
SANTA FE, NEW MEYICO

7 October 1987

EAAMINER HEARING

Irv THE MATTER OF:

Application cf Sun Exploration and CASE
Production Company for compulsory 9223

pooling, Eddy County, New Mexico.

BEFORE: HMichael E. Stogner, Examiner

TRANSCRIPT OF HLARING

For the Division: Jeff Taylor
Attorney at Law
Legal Counsel to the Division
State Lanc Office Eldg.
Santa Fe, lNew Mexico 87501

For the Applicant: KAREN AUBREY
Attorney at Law
KLLLANIN, XELLAHI & AURREY
P. O. Box 2265
Santa Fe, New Mexicc 987504

Por the Yates Companies: Chad Dickerson
Attorney at Law
DICKERSOH, FISK, AND VANDIVR
Seventh and Mahone/Suite &
Artesia, New Mexico 88210
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Cross Examination by Mr. Stogner

EHELLEY LAKE

Direct Examination by Ms. Aubrey

Cross IExamination by ¥r. Stogner

sun Ixhibit One, Map

Sun Exhibit Two, Letter

Sun Exhibit Three, Letter

Sun Exhibit Four, Return Receipts

Sun Exnhibit Four-A, Cperating Agreement
Sun Exhibit Five, Structure “ap

Sun Exhipit Siw, Cross Secticn

Sun Exhibit Seven, Cross Section
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Sun Exhibit =ight, Grapn

sun Exhibit !ine, Production Map
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T
i

,

. STOGHER: Call next Case
Numper 9223.

MR. TAYLCR: The application of
Sun Exploration and Production Company for compulsory pool-
ing, Eddy County, New Mexico.

MR. STOCHER: Call for appear-

ances.

=
wn
*

AUEREY: Karen 3Aubrey with
the Santa Fe firm of Kellahin, Kellahin, and Rubrey, appear-
ing for the applicant.

MR. STOGUWER: Are there any
otner appearances in this matter?

MR. DICKEZRSON: Mr. Examiner,
I'm Chad Dickerson of Artesia, New Mexico, on behalf of
Yates Petroleum Corporation, Abo Petroleum Corporation, Mar-
tin Yates Estate, Lily M. Yates, MYCC Industries, Inc., and
Yates Prilling Company.

I have no witnesses.

MR. STOGNER: Are there any
other appearances?

Will the witnesses please stand

and be sworn at this time?

(Witnesses sworn.)
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STANLEY A. REVER,
being «called as a witness and peing duly sworn upon his

oath, testified as follows, to-wit:

DIRECT EXAMINATION

BY M5. AUBREY:

o wWill you state your name for the record,
please.

A Stanley A. Rever.

¢ By whom are you emploved, Mr. Rever?

A sun Exploration and Production Company.

G And what department are you?

A L.and Department.

O Are vou & landman, Mr. Rever?

rl

I am a landman.

[
joe

@

Have you testified bhefore the New Mexico
Uil Conservation Division?
A fio, 1 have not.

] Wiould you describe vour professional ex-
perience for the Examiner?

A I have worked for 21 years as a landman
for three companies; many phases of land work; not all
phases of land work.

Q How long have you been employed by Sun?
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A Since 1984Q.

o Have you been in the Land Department that
time?

A Yes.

o] Do you nave land responsibility for
southeast New Mexico?

A For a major part of southeastern New Nex-
ico.

< And are you familiar with the application
that Sun has filed in this case?

A I am.

O And have you performed work on the land

title in the area that's involved?
A I have.
MS. AURREY: Mr. Examiner, I

tender Mr. Rever as an expert petroleum landman.

MR. STOCHER: ¥Mr. Rever 1s so
gualified.
c Mr. Rever, Dpefore you look at the exhi-

bits, can you describe generally for the Examiner what Sun
seeks by 1its application?

A Sun is planning to drill a Morrow test on
the south half of Section 15, 12 Soutn, 27 East. We have
not at this point been able to reach complete agreement or

jeinder by I'm going to refer to it as the Yates Group and
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Atlantic Richfield Company.

And we seek forced pooling with the 200
percent penalty 1f the companies <¢o not Join us on
reasonable terms.

C Mr. Rever, Sun is proposing to dedicate
220 acres to this well, is that correct?

A That 1s correct.

Q Let me have you look at Exhibit MNumber
One, which 1s a land map of Section 15, and would you tell
the Dxaminer what the various colors on that map mean?

A The various <colors are designating
differences of ownership in the various parts of the south
half of Section 15.

e Let me have you -- refer you to the blue
area here which shows Sun, ARCC, and some Yates interests.

A The blue area is owned jointly by Sun, as
a farmee, by ARCO, and a gquartar of the interest is owned by
the Yates Group.

¢ And what's the ownership in the green

W1
~
¢}
QO
o)

A The green area is one-half Sun by virtue
of a farmout from Amoco, and one-half by Atlantic Richfield.
U Ancd the pink area?

A The pink area is owned completely by the

Yates CGroup.




TO. FRCE (N CALIFORNIA BOO ¢27 2438 NATIONWIDE BOO 227 ©120

FORM 250 18P3

@ARON

10
1
12
13
14
15
16
17
18
19
20

21

23
24

25

C And finally, the yellow area?

A The yellow area is controlled completely
by 8Sun by way of a farmin from Exson Corporation.

C Is the proposed well location shown on
Exinibit One?

A It is.

O Would you describe for the Examiner the
efforts that you have made to obtain veoluntary participation
in this unit by ARCO and by what you call the Yates Group?

A #7e have made numerous efforts by tele-
phone and have transmitted to ARCC and the Yates Group an
AFE  for the well, our propcsed operatinag agreement for the
well, and bheen into lengthy negotiations on -- on terms.

I 3

o Have all the worxing interest owners 1in

Py

this unit signed the AFE?

A All working interest owners have signed
the APFLD.
C Have all working interest owners in the

precposed unit signed a joint operating agreement?
A o, they have not.

) Let

ne have you look now at hxhibits Two
anad Three. Are vou familiar with those, Mr. Rever?
A Yes, I an.

Would vyou tell the Examiner what those

X




20

AL FREE N DAL ORNIA BOD 227 2434 NAYIDNWIDE 800 227 O1

A ]

aann

10
1"
12
13
14
15
16
17
18
19
20

21

23
24

25

A They are letters to ARCC and to the Yates
Greup asking them to join in the cdrilling of the tests,
specifving the location of the tests, the depths, and asking
them if they will not join to farmout to Sun, and outlining
terms of our proposed farmout if they do not elect to join.

Q Attached to Exhibits Two and Three are
copies of AFE's. Are thcse the AFE's that were submitted to
ARCC anca to the Yates Group?

A They are th

0]

AFE's submnitted to ARCO and

m

the Yates Group for the drilling cf the well.
v Anc to your xnowledge have both of those

AFE's been signed by those working interst owners?

A They have been.

0] Mr. Rever, have you reviewed the AFE that
was proposed in connection with this well?

A I have.

¢ Do you have an opinion as to whether or

nct the costs proposed on that AFE are fair and reasonable?
A It is. They are falr and reasonable for
y

the area and the depth.

X

What overhead rate 1s Sun seeking to have
the 01l Conservaticn Divisicn approve in this case?

A 5721 drilling overheacd rates; 572 produc-
ing well rates.

C Has that rate or a higher rate been
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9
agreed to ny any of the working interest owners in the unit?

A Exxon that made the farmin to us has

placed inserted in their farmin a high
Lmoco has advised us that they will call
for a aigher rate in the area.

o Do you have an opinion as to whether or
not the rates that you're reguestincg are failr and reasonable
andg reflect drilling costs or overhead costs in the area?

A The rates are fair and reasonable and
they are comparable with other companies of our size in the

areac.

o~

G Let me nave you locok now at Exhibit
Humber Four. Your copy 1s a photocopy of United States Mail
Certified Mail Return Receipts. The Examiner has the
originals of those.

Can you testify for the Examiner that
those accompanied the applicatin in this matter and notified
all working interest owners in the proposed unit of this
hearing?

A They <¢id notify all working interest
owners and they did accompany the notification.

o] Mr. Rever, is there any particular date
by wnhnich Sun has to spud the proposed well?

A Because of the terms of the BExxon farmin

we must spud by December 21st.
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o Is it necessary for Sun, then, to receive
an order in this case as expeditiously as possible?

A It is very necessary that we get an order
just at the earliest possible time.

o) Mr. Rever, referring to Exhibits One
through Four, are ycu familiar with the content of those and
were they prepared under your supervision or direction?

A They were. I'm familiar witnh them and
they were prepared under my direction or an associate's
Girection.

MS. AUBREY: Mr. Examiner, I
offer Exhibits One through Four.

I have no more questions of
this witness.

K

MR. STCGNER: Exhibits One

k]

through Four will be admitted into evidence.

CROSS EXAMINATION
RY MR. STOGNER:
o Yr. Revers, the way I understand it is
that all parties have signed the AFE, 1s that correct?
A Right.
o And the parties, ARCC, Yates Petroleum,
Apo, and MYCO have not signed the operating agreement, 1is

that correct?
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A That is correct.

o Ckay, how about the Martin Yates and Lily
Yates?

A They have signed the AFE but not the

operating agreement.

0 Ckay, so those are parties to be force
pooled.
A Yes.
¢ Do you have a copy of the operating
agreement?
A I nave cne.
MR. STOGHNER: Ms., Aubrey, 1'd

like to put that as an exaibit in this particular case.
MS. AUBREY: That would be
fine, Mr. Stogner. Let me mark it as Cxhibit Four-A,.

MR. STOGNER: Okxay.

»

S
I

As mentioned, it is still being nego-

tiated with Yates and ARCO.

1O

Now when I look at Exhibit Number Four,
your return receipt coples, what was the documents that were

sent at that time?

A The nctice of the forced pooling hearing.
C Okay. Now, on your Exhibits Number Two
and Tinree 1 notice the date of this was August 6th. I as-

sume that these were sent at that time, is that correct?
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A The operating agreement?

Yes.

XD

I

No, 1t was sent, I believe, September

he

C Okay, the operating agreement went out
Septempber 21st,

A Yes.

v Ckay, now LExhibits Number Two and Three,

the date on those is August 6th.

A Yes,

o And I assure those wers sent out on that
date?

A They were sent out on that date, We did

not send the operating agreement because at that time we
thought tnere was a possibility that either or both might
elect to farmout rather tnan join.

¢ Okay. Was this the first correspondence,
written correspondence with these parties?

A Tc the best of my knowledge it was the
first written correspondence. There had bee telephone con-

versations earlier.

o With all parties?
A With all parties, yes.
] Okay, when we talk about the VYates

Greup, was —-=- did you talk to each company individually or
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-- on the operating acrezments

A One perscn spoke for all Yates companies.

o Ckay. Who was that?

A Jim Ball.

o e was a lanédman, 1 assume?

A He is a landmen with Yates Petroleun.

v wWhen was the first telephone conversa-
with ARCO and the Yates Group? ©0Oh, roughly.

A I don't have it here. There was conver-

sation with them back in the spring before we gri

to the south but I con't have a date for you.

0 Okay. I'd like to now talk

overhead charges.

1led a well

about the

You're asking 5721, is tnat correct?

A Yes, sir.

to tne south. Is that a Sun well to the --

A It is a Sun well to the south.

o Okay, 572 for producing. I notice on the

5717, just a few dollars dif-

ference.
A I'll have to stand corrected on  that.
was wnat was submitted to them.
C Ckay, well, recardless, you referred to a

We dril-
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lea in the south half of the northwest qguarter of

22, abutting Section 15,
Q Ckay.
A And

time asking for farmins.

14

Section

offsetting it to the south.

there was a proposal macde at that

o Was that also a Morrow test?
A Yes.
o Okay. Was the same parties invelved in

that one, ARCO and the Ya

T

A No.
hance our acreage positi
area when we asked for s
tion 22.

o Okay.

within a 2 or 2 mile radi

have additional exhibits

our geolcgist which will
you now to look at one of

I believe you have, shows

row wells in the area.

tes Croup?
mxxon was oput we were hoping to en-
on ané to nave nore control of the

upport in drilling the well in Sec-

Are there any other Morrow wells

us of this proposed well?
MS. AUEREY: Mr. Stogner, we

wnich will =--
Ckay.
-—- be tendered by
show those wells. Would it help
those? ©xhlbit Number Five, which

MR. STOGHER: Well --

MS. AULRREY: -~ the other Mor-
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15
MR. ESTOGHNER: Okay, referring
to Exhibit Number five, are these Sun wells?

A The only well on here that's & Sun well
is the one in Section 22.

G Okav. Does Sun have any interest in any
of the other Morrow wells in this area?

A NO.

o OCkay. So therefore, 3un has not proposed
these overhead charges in this area before, have they, of
this amount?

A We did in the well in Section 22Z.

c Okay, Pkut you saild Exxon was the only

persons that you had business with on that well, 1s that

correct?

A That we have in Section 15, yes.

o] Ckay. Wlell, who were the other parties
in Section 21 that agreed?

MS. AUBREY: Section 22, vyou

mean?

9, Section 22, I'm sorry.

A John Trigg and Marbob Energy.

2 Do you remember what the overhead charges

for those -- for that well was?
A Not specifically. They were in line with

this but I can furnish you with the exact dollars but I do
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16
not know,

MR. STOGNER: Subsequent to
this hearing, M¥s. Aubrey, could you please supply me that --

MS., AURBREY: Certainly.

MR. STOGHNER: -~ operating
agreement on that particular well?

9 Mr. Rever, has Sun agreed to these type
of overhead charges in any wells in the southeast New Mexico
in the last few months, do you know of, when there's another
party that was operator of the well?

A I'm not aware of any operations where an-
other party was operatcocr in the last few months.

0] Ckay.

MR. STCGNER: I have no further
guestions of this witness.

MS. AURRLY: Mr. Examiner, so
the record's clear, there is a certificate of service at-
tached to the application filed in this natter, which
tracks with the certified mail return receipts which are Ex-

hipit Four.

MR. STOGNER: Ckay, the oper-

[o1)

t
}s-
3
(9]

agreement went out with this particular mailing that
vou're referring --
MS. AUBRIY: No, Mr. Stogner.

The application and notice of the hearing.
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MR. STOGMER: Oh, the applica-

tion, rignt.

tis. Aubrey.

MR. ESTOGNELR: OCkay. Thank you,

SEELLEY LANE,

being called as & witness and being duly sworn upon her

4

cath, testified as follows, to-wit:

vl
e
3]
]
@)
3
]
5]
o]
;:.j
:};
+3
—t
@]
e

BY MS. AUBREY:

please?

employed?

o=

]

&

before the

A

$1ill you state your name for the record,

Shelley Lane.

And, Ms. ULane, what -- bv whom are you

Sun Exploration and Production.

And what's your Job description with Sun?

Petroleum geologist.

Mg. Lane, have vyou testified previously
New Mexico Cil Conservation Division?

No, I have not.

Would you review your educaticnal back-

your work history in the area of vetroleum geo-
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legy for tne Examiner?
A Yes. I have a Bachelor of Science degree
from Baylor University. I received that degrec in 1982.

Since that time 1've worked as a petroleum geologist for

Sun.

Oklahoma

My experience has been predominantly in

for approximately five years and in the last few

months my responsipilities were transferred to southeast New

Mexico.

that Sun

tion?

¢ Are you familiar with the application
has filed in this matter?
A Yes, I an.

And th

@]
®

geolocy involved in the applica-

Yes.

o

MS. AUBRLEY: Mr. Examiner, I

tender Ms. Lane as an excgert petroleum geologist.

MR. STOGNER: Ms. Lane is so
qualified.
G Ms. Lane, would you look at IExhibit Num-—
ber Five --
N Yes.
C -- which is a --
A This 1is a structure map on top of the

Lowesr Mo

rrow. This covers a %-section area in Township 18
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19
South and 27 East, and it's centered on Section 15, which is
the proposed location of Sun's well.
The legend at the bottom with the hexagon

shows the producing formations and on the map itself we see

=

o
J)

a irkened slde cf the hexagon. That indicates production
from that particular formation.

The wells that are colored in green are
the FMorrow producers in the area. This map shows only

Morrow penetrations. It doces not show some of the shallower

wells in the area.

o Let me stop vou there, Ms. Lane.
A Ckay.
o Is the provnosed location shown on the

structure map which is Exaibit Number Five?
A Yes., It's indicated by the red arrow and
the red circle.

I

o] And 1s that a standard location in the

Red LaXe Atoka Morrow?

A Yes, it is.
0 With regard to the depiction of structure

that you have placed on Exhibit Number TFive, can you
describpe for the Examiner the extent to which structure
controls in this area?

A Yes. The general trend of the structure

is frem the northeast to the southwest and dip is to the
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southeast.

The trapping mechanism is predominantly

stratigrapnhic. Where you get too low on structure you do
tend to get wetter -- w2t Morrow sands, sc there is some

structure involved.

9] Do you have any other comments you want
to make about Exhibit Number Five?

A NO.

¢ Let me have you look at Exhibits Number
Six and Seven together, which are the cross sections. Can

you review those for the Ixaminer?

A Yes. Cross Secticn A-A is a
stratigraphic cross section. The datum is cn top of the
Mississippli Chester, and this cress section trends from the
northeast to the southwest.

On this Cross section what I
predominantly would like to show it the discontinuity of the
sands. The sands only cover a ccuple of wells at the most.
You aon't see a lot of continuity across this, and this 1is
along strike of the =-- of the structure.

Cross Section C-C 1s a northwest to
southeast c¢ross section. It has the same cdatum on top of
the Mississippi Chester and this particular cross section
shows more continuity in the sands. You see the sands

trending across three wells in this area, which basically
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gives us sand trend of northwest to
] Let me have you

ber kicht. It appears to be a bar

A That's wrong.

O Ch, I'm scrry, I
bar ¢raph?

A Ckay.

& Do you have thne

A lell, I have t
nine, or 1s that numpered as eignt?

o well, let's look

P\ Ckay.

. I've got it ag el

MP, ST

- OCkay, great.

A I'm sorry.

. All right, let's

A That's cood.

ct
oy
0]

numbering. Yes,
this is in Townshp 13 Scuth, and Ra
This shows all
the Morrow producers, and economic
There were 36 v
that npenetrated the dMorrow and out

were 23 wells that had some product

3

21
the southeast.
look now at Exhibit Num-

aragzh.

've got Numbher ETight as a

1

Dar graph?

nem numbercd. Tha is
at the bar craph.

1gnt.

OGMER: I have it as eight.

call it eight.

Sorry about that. I did

Har graph and it shows --

nge 27 East.
the Morrow penetrations,
Morrow producers.
ells witnin the township
of those 26 wells there

icn from the Morrow and
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then t:

L
®
ry
o
3
o
b
o
-
<

wells that were economic Morrow pro-
ducers.

¢

pl

o

ased on Exhibit Number Eignt <can you
draw a conclusion for the Txaminer as to the percentage of
risk factor that should pe applicable in this case?

A Yes., This calculata2s to 64 percent of
gettng any type of Morrow production and we have about a 28
percent change of getting an economic Morrow rnroducer.

e In vyour professional opinion does that

justify the imposition of a 200 percent penalty 1in this

)

cage

o And do Txhibits -- the information on
Exhibits Five, Six, and Seven suppcrt that corclusion?

A Yes.

o Let me n

[0}

ve you lock at the last exnaibit

now, which is a production map.

yat Yes, this 1s a production map and there
is a legend at the pottom. This map ig showing current oil
preduction in barrels of oil per day, current gas production

g

in MCF per day, cumulative o0il production and cumulatie gas

nrouuction.
Acailn the Morrow pnrcocucers are colored in
Green.

There are currantly crly tharee active

£ J
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Morrow producers in the area. Sun's well, which was just
recently completed in Section 22, that well had a calculated

open flcw of 28-pillion cubic feet of gas per day, and is

O

currently shut-in waiting on a pipeline.

Tae only other two Merrow producers are
the well in Section 23, which is currently producing 16 MCF
a day, and the well 1n Section 10, which is currently pro-
ducing 11 4C¥ a day and one barrel of oil.

o Can you calculate for the EZxaminer the
distance from the propcsed location to the nearest producing
¥Yorrow well?

A Yes, 1it's approximately one-half mile

from Sun's proposed location to Sun's well in Section 22.

Q And as 1 understantg it, the well in Sec-
tion 22 1s not presently producing into the piveline.

A Right.

G Is the well in Section 23 presently pro-
ducinc?

A Yes.

G what's the distance from Sun's propcsed

location to that well?

A It's approximatelv one mile.
G ¥s. Lane, were Dxhipits Five thrcugh Mine

prepared by you or under your supervisicon and direction?

A Yes, they were,
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cffer

Exhibits One -- I'm scorryv,

nave o more gquestions of the witness.

tarough Hine will be admicted into evidence,

n't ccna so,

dence.

3Y MR OSTOGHE
o

rive, the

Secticon 15 -
o

on tals map,

nore on

2E N T
jyte R aolty

Morrow.

completed

that

test?

It

in

xhipit Pour-A will alsc
CROSS EXAMINATICN
R
ts. TLane, wnen I look
Morrow well -- cr, I'm s
Yecg.
-=- now, the map, the
did you say they penetrated

Ok
AN

well in

It

was dry

MR

MR. STC

4—"1

some of these
ay, could you

the north half

wWAs == there
in the Morrow

orry, t!

Y]
r.

ST
(G0 .
A PRI G

at

<

tells

Examiner, I

Fiva through iiine,

Sxibits
and if

and I

Five

we have-

ne admitted into evi-

Exhibit Number
12 Abo well in

the ALO7

& Morrow.

weras

Com

that you show

sleted up hole.

alaborate a little

of

were

R
anda

15,

no

what

was

hit
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Do vou

A 1960.

C Andc

since 1948C or --

show production. It has
cunulative.

. ~
Q Ui

-
-

in the northeast quarter

A Yes, t

= And
that one.

A It was

2 Let's

cuarter of Section 11.

Strawn. Do vou xnow an

A The Mo

and was recompleted to tn

thnat crillec?

b3
o3
[¢¢]

know when that we

it's been nroducin
L

currently inactiv

preoduced 93,000 ba

let's go to Zectio
that shows toc bhe P

nat was a dry hole

I assume the YMorrow was

tight on the logs

o]

Go to the well 1
That shows to he »

ything about a Mor

rrow in that well

e Strawn.

How Sun's well in

A In 18€7. It was co
pelieve it was potentialed in July.
Q0 And I assume that you'

nookup on this particular

well.

25

11 was drilled?

g from the Abo

e, It does not

rrels of o0il as a

n 21 and the well
& A'd.
c¢rilled in 1934.

tested on

1

n  the southwest

S

oducing from the

b

row test in that

was uneconomical

Section 22, when
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A
4
¢

offset on taree

correct?

the drilling of

ran intoe?

proolems.

[N
N

that Section

5L

@

fest, 1 assume,

sides by ncnproducing

2€

So in essence this well is essantially

Yorrow wells, 1s thet

That's cocrreact.
Jo you know 1if there was any problem with

well in 22, any unigue orohlems that Sun

—

liot tec my knowledge. don't know of any

Ckay, and what is the depth of that well,

well?

It's 12,000 feet.
Ckay, ana the proposed TD on your well in

It 13 10,000 feet, also.

Ancd th= risk of drilling & well te 10,000

was taken into your consideraticn when you

about the 200 percent risk penalty?

Yes, sir.

-
UiayYe

(ER: I have no further

Are there any other questions
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Mr. Dickerson?
MR, DICKIRSON: Mr. Exeminer, I

nave a very sihort statement.,

The Yates group intends to
participate  in this well. The parties are as Mr, Rever
stated, negotiating a satisfactory form of operating
agreement, and that's my only reason for entering an

appearance in this case.

[
9!

kerson.
Ms. Lane, you may be oxcused.
If there 1s nothing further in

tnis case, CAse Number 9223 will be taken under advisernent.

(Hearing concluded.)
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I, SALLY wW. R20YD, C.S.R., DO HERERY
CERTIFY that the foregoing Transcript of Hearing before the
01l Conservation Division (Commission) was renorted by me;

that the said transcript is a full, true, and correct record

of the hearing, vrepared by me to the best of ny ability.
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