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STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCE DEPARTMENT 

OIL CONSERVATION DIVISION 

1 

IN THE MATTER OF: 
APPLICATION OF STRATA ENERGY RESOURCES 
CORPORATION FOR COMPULSORY POOLING, LEA 
COUNTY, NEW MEXICO. 

CASE NO. 10235 

I?^15IN^5_HEARI_NG 

BEFORE: Mi c h a e l E. Stogner, Examiner 

February 7, 1991 
11:20 a.m. 

Santa Fe, New Mexico 

T h i s m a t t e r came on f o r h e a r i n g b e f o r e 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 February 7, 1991, a t 11:20 a.m. a t 
the O i l C o n s e r v a t i o n Conference Room, S t a t e Land O f 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, 
b e f o r e Susan G. Ptacek, a C e r t i f i e d Court R e p o r t e r No. 124, 
S t a t e o f New Mexico. 

FOR: OIL CONSERVATION BY: 
DIVISION 

SUSAN G. PTACEK 
C e r t i f i e d Court Reporter 
CCR No. 1224 
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A P P E A R A N C E S 

1 

FOR THE DIVISION: ROBERT G. STOVALL, ESQ. 
General Counsel 
O i l C o n s e r v a t i o n D i v i s i 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 87504 

FOR STRATA ENERGY KELLAHIN, KELLAHIN & AUBREY 
RESOURCES CORPORATION: A t t o r n e y s a t Law 

BY: KAREN AUBREY, ESQ. 
117 N. Guadalupe 
P.O. Box 2265 
Santa Fe, New Mexico 87504 

* * * 

HUNNICUTT REPORTING 
(505) 982-9770 



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 

EXAMINER STOGNER: C a l l the ne x t Case 10235. 

MR. STOVALL: A p p l i c a t i o n o f S t r a t a Energy Rpsources 

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

EXAMINER STOGNER: C a l l f o r appearances. 

MS. AUBREY: Karen Aubrey w i t h the Santa Fe f i r m of 

K e l l a h i n , K e l l a h i n & Aubrey f o r the a p p l i c a n t . 

EXAMINER STOGNER: Are t h e r e any o t h e r appearances? 

Do you have any w i t n e s s e s , Miss Aubrey? 

MS. AUBREY: I have two w i t n e s s e s t o be sworn. 

EXAMINER STOGNER: Would b o t h w i t n e s s e s please stand 

and be sworn a t t h i s t i m e . 

(Whereupon the w i t n e s s e s were d u l y 

sworn.) 

MS. AUBREY: C a l l Dan Thorsen. 

DAN THORSEN, 

the Witness h e r e i n , h a v i n g been f i r s t d u l y , was examined 

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

DIRECT EXAMINATION 

BY MS. AUBREY: 

Q. Would you s t a t e your name f o r the r e c o r d , 

please? 

A. Dan Thorsen. 

Q. Could you s p e l l t h a t f o r the r e p o r t e r , please? 

A. T-h-o-r-s-e-n. 

Q. Mr. Thorsen, how are you employed? 
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A. I'm s e l f - e m p l o y e d . 

Q. What do you do? 

A. Landman. 

Q. Where do you work? 

A. I work w i t h a group o f c o n s u l t a n t s i n M i d l a n d , 

Texas . 

Q. Are you a p p e a r i n g here on b e h a l f o f S t r a t a 

Energy Resources C o r p o r a t i o n as a c o n s u l t i n g landman? 

A. Yes, I am. 

Q. Have you t e s t i f i e d p r e v i o u s l y b e f o r e the New 

Mexico O i l C o n s e r v a t i o n D i v i s i o n ? 

A. No, I hav e n ' t . 

Q. Would you re v i e w your e x p e r i e n c e i n p e t r o l e u m 

l a n d t i t l e s f o r the examiner? 

A. W e l l , I've been employed as a c o n s u l t a n t f o r the 

l a s t s i x y e a r s . I've worked as head landman f o r Harvard 

P e t r o l e u m . We had an o f f i c e i n M i d l a n d , And I've been 

w o r k i n g as a landman f o r the l a s t 11 y e a r s . 

Q. Are you f a m i l i a r w i t h t he a p p l i c a t i o n of S t r a t a 

Energy Resources C o r p o r a t i o n f o r compulsory p o o l i n g t h a t ' s 

b e i n g heard today? 

A . Ye s, I am. 

MS. AUBREY: Mr. Examiner, I te n d e r Mr. Thorsen as an 

e x p e r t i n p e t r o l e u m l a n d t i t l e s . 

EXAMINER STOGNER: Mr. Thorsen, have you had any 
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f o r m a l e d u c a t i o n ? 

THE WITNESS: I have a B.S. from Texas Tech. 

EXAMINER STOGNER: I n what s t u d i e s ? 

THE WITNESS: A g r i c u l t u r e . 

EXAMINER STOGNER: A g r i c u l t u r e ? 

THE WITNESS: Yes, s i r . 

EXAMINER STOGNER: I w i l l r e c o g n i z e Mr. Thorsen as a 

p r a c t i c a l landman. 

Q. (By Mr. V a n d i v e r ) Mr. Thorsen, would you look 

a t what we've marked as E x h i b i t No. 2 i n t h i s case, which 

i s a leas e map, and e x p l a i n f o r the examiner where the 

proposed w e l l t h a t we're t a l k i n g about today i s l o c a t e d , 

and what the lease s i t u a t i o n i s i n r e g a r d t o t h a t w e l l ? 

A. The proposed w e l l s i t e w i l l be i n the southwest 

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 o f S e c t i o n 14, T 19 South, 

R 38 East, Lea County. Common ownership i n the n o r t h — 

t h e r e i s a common ownership i n 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 14. 

Q. S t r a t a Energy Resources i s se e k i n g t o poo l b o t h 

a 40-acre p r o r a t i o n u n i t f o r o i l , and 160-acre p r o r a t i o n 

u n i t f o r gas; i s t h a t r i g h t ? 

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

Q. Have you examined the l a n d t i t l e s under bo t h the 

160 and the 40 i n c o n n e c t i o n w i t h t h i s a p p l i c a t i o n ? 

A. Yes, and th e y are common. 
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Q. As w e l l as common, are t h e y u n d i v i d e d across the 

160? 

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

Q. You have o u t l i n e d an area i n y e l l o w on E x h i b i t 

2, i s t h a t t he 40-acre p r o r a t i o n u n i t t h a t you're p r o p o s i n g 

f o r an o i l we 11? 

A . Ye s, i t i s. 

Q. What w i l l be the name of t h i s w e l l , Mr. Thorsen? 

A. Peacock No. 1. 

Q. Let me have you l o o k a t what we've marked as 

E x h i b i t No. 3. I n c o n n e c t i o n w i t h your employment as a 

c o n s u l t i n g landman f o r S t r a t a Resources were you asked t o 

c o n t a c t w o r k i n g i n t e r e s t owners i n the n o r t h e a s t q u a r t e r i n 

or d e r t o o b t a i n t h e i r v o l u n t a r y p a r t i c i p a t i o n i n a u n i t ? 

A. Yes. 

Q. Would you d e s c r i b e f o r the examiner when you 

f i r s t began t o c o n t a c t these people t o t r y t o get t o -- t o 

t r y t o p u t t o g e t h e r a v o l u n t a r y u n i t ? 

A. The i n i t i a l c o n t a c t s were s t a r t e d i n December of 

'89, and I worked on them p r o b a b l y u n t i l June of '90, on 

the i n i t i a l c o n t a c t s . 

Q. I s E x h i b i t 3 an example o f the correspondence 

t h a t you r e c e i v e d i n t h i s case from Texaco a f t e r your 

a t t e m p t s t o c o n t a c t them t o put t o g e t h e r a u n i t ? 

A . Ye s, i t i s . 
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Q. A f t e r June of 1990, do you know what c o n t a c t s 

were made w i t h w o r k i n g i n t e r e s t owners i n o r d e r t o form a 

v o l u n t a r y u n i t ? 

A. Yes, the i n i t i a l -- I d i d the i n i t i a l m i n e r a l 

t a k e o f f on the area, and then we had the law f i r m of Lynch, 

Cha p p e l l do a f o r m a l t i t l e o p i n i o n , and the r e s t of the 

lea s e i n q u i r i e s were handled i n t e r n a l l y by S t r a t a . 

Q. Let me have you l o o k a t what we've marked as 

E x h i b i t 4. I s t h a t an example o f the l e t t e r s which S t r a t a 

sent o u t e n c l o s i n g AFE's f o r the w o r k i n g i n t e r e s t owners i n 

the n o r t h e a s t q u a r t e r ? 

A. Yes, i t i s . They had a chance t o e i t h e r lease 

or p a r t i c i p a t e f o r t h e i r p r o r a t a share. 

Q. I n your o p i n i o n , Mr. Thorsen, d i d S t r a t a Energy 

Resources make a good f a i t h e f f o r t t o form a v o l u n t a r y u n i t 

p r i o r t o a p p l y i n g t o the New Mexico O i l C o n s e r v a t i o n 

d i v i s i o n f o r a p o o l i n g o r d e r ? 

A. Yes. 

Q. Let me have you lo o k now a t what's been marked 

as E x h i b i t 5, which i s a copy of the AFE f o r t h i s w e l l . Do 

you know whether or not t h a t AFE was sent out i n November 

of 1990 t o w o r k i n g i n t e r e s t owners i n an a t t e m p t t o form a 

v o l u n t a r y u n i t ? 

A. Yes, i t was a l o n g w i t h t he a survey p l a t f o r the 

proposed w e l l . 
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Q. And Mr. J e f f Smith who i s the g e o l o g i s t here 

today w i l l t e s t i f y about the AFE; 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. E x h i b i t No. 6 i s a t a b u l a t i o n of ownership i n 

the n o r t h e a s t q u a r t e r , and t h e r e are — t h e r e i s an 

i n d i c a t i o n o f a "yes" and "no" down the columns. Could 

you — w i t h o u t g o i n g t h r o u g h each one of these p e o p l e , 

c o u l d you r e v i e w b r i e f l y f o r the examiner and e x p l a i n 

whether or n o t t o your knowledge c e r t a i n people have leased 

and t h e r e are some o t h e r people who need t o be pooled? 

A. W e l l , we have a t t h i s t i me a p p r o x i m a t e l y 74 

p e r c e n t o f the m i n e r a l ownership under l e a s e . The o t h e r 

p a r t i c u l a r m i n e r a l owners were under — the b u l k of them 

were under a Thompson E s t a t e t h a t had not been leased since 

1943. A f t e r we t r i e d t o l o c a t e the b u l k of them, we had an 

a d d i t i o n a l r e c o r d search done by Caprock T i t l e , then we 

came up w i t h the b u l k o f the Thompson h e i r s , and they were 

asked t o p a r t i c i p a t e or l e a s e . And l i k e I say, 

a p p r o x i m a t e l y 23 p e r c e n t of the m i n e r a l owners d i d not 

r e p l y t o our l e t t e r s . 

Q. There are some names l i s t e d on E x h i b i t 6 which 

show no address. Can you r e v i e w f o r the examiner what 

e f f o r t s S t r a t a or you made i n o r d e r t o o b t a i n addresses f o r 

these people? 

A. W e l l , i n i t i a l l y we d i d check the a b s t r a c t s , the 
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LQ 

t a x o f f i c e r o l l s a t Lea County and the s u r r o u n d i n g c o u n t i e s 

of Gaines, Texas and Andrews County, Texas. We searched 

the address f i l e s a t the v a r i o u s a b s t r a c t companies. Any 

f o l l o w u p l e a d s or something we d i d t r y t o send l e t t e r s or 

c a l l . There were no p a r t i c u l a r p r o b a t e s f i l e d on any of 

these people we l o o k e d f o r , so w i t h the l e n g t h of time t h a t 

went by, we j u s t c o u l d n ' t l o c a t e them. 

Q. Have e i t h e r you or S t r a t a been t r y i n g t o c o n t a c t 

these people s i n c e r o u g h l y the b e g i n n i n g of 1990? 

A. Yes. 

Q. I n your o p i n i o n has S t r a t a made a d i l i g e n t 

e f f o r t t o o b t a i n addresses f o r these people and g i v e them 

n o t i c e of t h i s h e a r i n g ? 

A. Yes, t h e y have. 

Q. The l a s t page of E x h i b i t 6 shows 26.99 p e r c e n t 

w o r k i n g i n t e r e s t t o be p o o l e d , i s t h a t -- i s t h a t a c u r r e n t 

t a b u l a t i o n as o f today as f a r as you know? 

A. We d i d r e c e i v e one o p e r a t i n g agreement from a 

Ronald Byers t h a t had a s m a l l i n t e r e s t , so i t w i l l be a 

l i t t l e l e s s than t h a t . 

Q. Th i s t a b u l a t i o n shows the i n t e r e s t across the 

160; i s t h a t c o r r e c t ? 

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

Q. The i n t e r e s t s , as you u n d e r s t a n d i t , are 

u n d i v i d e d so t h a t i n t e r e s t would be p r o p o r t i o n a t e l y the 
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same i n the 40-acre t r a c t ; i s t h a t r i g h t ? 

A. There were a p p r o x i m a t e l y 66 d i f f e r e n t m i n e r a l 

owners i n t h i s , under the n o r t h e a s t q u a r t e r . 

Q. Let me have you l o o k down a t E x h i b i t No. 7, 

which i s an o p e r a t i n g agreement. Do you know whether or 

not t h i s o p e r a t i n g agreement has been proposed t o any 

w o r k i n g i n t e r e s t owners? 

A. Yes, i t has. 

Q. As o f today has i t been s i g n e d as f a r as you 

know? 

A. The o n l y one t h a t I know of t h a t we j u s t 

r e c e i v e d c o n f i r m a t i o n on was from Ronald Byers. 

Q. Mr. Thorsen, have you reviewed E x h i b i t s 1 

t h r o u g h 7 and are th e y c o r r e c t and a c c u r a t e t o your 

u n d e r s t a n d i n g ? 

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

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

7, and I have no f u r t h e r q u e s t i o n s o f Mr. Thorsen a t t h i s 

time . 

MR. STOVALL: E x h i b i t s 1 t h r o u g h 7 w i l l be a d m i t t e d 

i n t o e v i d e n c e . 

( S t r a t a Energy E x h i b i t s 1 t h r o u g h 7 

were a d m i t t e d i n evi d e n c e . ) 

EXAMINATION 

BY EXAMINER STOGNER: 
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Q. I n l o o k i n g a t E x h i b i t No. 6, Mr. Thorsen, 

whenever I l o o k a t your t a b u l a t i o n t h e r e , "lease on f i l e , " 

"yes," "no," the ones t h a t have yes, am I t o assume -- I'm 

no t t o assume t h a t t h e y have s i g n e d your o p e r a t i n g 

agreement? 

A. No. We do have an o i l and gas leas e from those 

p a r t i c u l a r p e o p l e . 

Q. So you have a c t u a l l y s i g n e d a l e a s e and they 

have l e a s e d t o you? 

A. Yes, s i r . 

Q. Now, l o o k i n g a t the end o f t h i s , i t ' s n ot 

e x a c t l y a hundred p e r c e n t . Do you want t o address t h a t ? 

A. We j u s t took i t o u t , the de c i m a l i n t e r e s t o u t , 

to f i v e p l a c e s . 

Q. Now, as f a r as the people who are shown as not 

l e a s e d , have t h e r e been any of these t h a t you have had 

c o n t a c t w i t h and r e f u s e d t o s i g n , or are a l l these you 

haven't had c o n t a c t w i t h ? 

A. We have had c o n t a c t and we do have r e c e i p t s 

showing t h a t a l s o . 

Q. But have you had v e r b a l c o n t a c t and they s a i d , 

"No, we're n o t g o i n g t o leas e t o you. We don't want t o 

j o i n t h i s " ? 

A . No, s i r . 

Q. When d i d you s t a r t w o r k i n g on t h i s p r o j e c t ? 
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A. I s t a r t e d w o r k i n g on t h i s September of '89. 

Q. And your -- E x h i b i t No. 4 i s the l e t t e r i n which 

i t was sent t o the p a r t i e s l i s t e d on 6; i s t h a t c o r r e c t ? 

A. Yes, s i r , t h a t ' s c o r r e c t . And t h i s was 

f o l l o w i n g our f o r m a l t i t l e o p i n i o n . We t r i e d t o get a 

l i t t l e c l o s e r edge on the m i n e r a l owners. We c o u l d n ' t f i n d 

o u t , and t h i s was a f o l l o w u p t o my i n i t i a l l e t t e r s . So, i n 

f a c t , some of these people had been c o n t a c t e d or sent a 

l e t t e r a t l e a s t t w i c e . 

EXAMINER STOGNER: Has the r a t e s of overhead charges 

been c o v e r e d , Miss Aubrey? 

MS. AUBREY: I was go i n g t o d i s c u s s t h a t w i t h 

Mr. Smi t h . 

EXAMINER STOGNER: I n t h a t case, I don't have any 

o t h e r q u e s t i o n s o f t h i s w i t n e s s . 

MR. STOVALL: I have n o t h i n g . 

EXAMINER STOGNER: Mr. Thorsen, you may be excused. 

Miss Aubrey. 

MS. AUBREY: C a l l J e f f Smith. 

JEFFREY SMITH, 

the w i t n e s s h e r e i n , h a v i n g 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 MS. AUBREY: 

Q. Would you s t a t e your name f o r the r e c o r d , 
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please? 

A. J e f f r e y Smith. 

Q. How are you employed? 

A. I'm a c o n s u l t i n g g e o l o g i s t . 

Q. Where do you work? 

A. I'm on a f u l l - t i m e r e t a i n e r t o S t r a t a Energy 

Resources as e x p l o r a t i o n manager. 

Q. Where i s your o f f i c e l o c a t e d , Mr. Smith? 

A. M i d l a n d , Texas. 

Q. Have you t e s t i f i e d p r e v i o u s l y b e f o r e the New 

Mexico O i l C o n s e r v a t i o n D i v i s i o n ? 

A. A c t u a l l y I've t h o u g h t about t h a t . I t h i n k I 

have, b u t I'm n o t a hundred p e r c e n t p o s i t i v e . I've 

a t t e n d e d h e a r i n g s about 20 yea r s ago, but I don't remember 

i f I t e s t i f i e d here or j u s t r a i l r o a d commission. 

Q. Why don't you r e v i e w your e d u c a t i o n a l background 

and your work background f o r the examiner then? 

A. I have a b a c h e l o r ' s degree i n geology t h a t I 

r e c e i v e d i n 1968 from the Union C o l l e g e i n Schenectady, New 

York. I have a master's degree i n geology from Rensselaer 

P o l y t e c h n i c I n s t i t u t e , Troy, New York. I was employed by 

Mob i l e O i l i n M i d l a n d from 1970 t o 1973; Midwest O i l from 

1973 t o 1974; S i g n a l O i l & Gas from 1974 t o 1977; Texas O i l 

& Gas from 1977 t h r o u g h 1978; Resources I n v e s t m e n t 

C o r p o r a t i o n from 1978 t o 1980; I was -- f o r the f o l l o w i n g 
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f o u r y e a r s 1980 t o 1984 I was p a r t n e r and v i c e p r e s i d e n t of 

Harvard P e t r o l e u m C o r p o r a t i o n . I've been independent s i n ^ e 

t h a t t i m e . 

Q. Are you f a m i l i a r w i t h the a p p l i c a t i o n of S t r a t a 

Energy Resources C o r p o r a t i o n f o r compulsory p o o l i n g t h a t 

we're h e a r i n g today? 

A. Yes, l a m . 

MS. AUBREY: Mr. Examiner, I te n d e r Mr. Smith as an 

e x p e r t i n p e t r o l e u m geology. 

EXAMINER STOGNER: Mr. Smith, i s so q u a l i f i e d . 

Q. (By Ms. Aubrey) Mr. Smith, would you r e f e r t o 

E x h i b i t No. 5, which i s the AFE t h a t was sent out i n 

November o f 1990 t o the w o r k i n g i n t e r e s t owners. Have you 

seen t h a t b e f o r e ? 

A. Ye s, I have. 

Q. And have you reviewed the e n t r i e s on t h i s AFE? 

A. Ye s, I have . 

Q. Are you f a m i l i a r w i t h the c o s t s o f d r i l l i n g a 

w e l l t o t h e Abo f o r m a t i o n t o a p p r o x i m a t e l y 7800 f e e t ? 

A. Yes, l a m . 

Q. I n your o p i n i o n , Mr. Smith, does t h i s AFE 

r e p r e s e n t a f a i r and reasonable e s t i m a t e of the cos t of 

d r i l l i n g such a w e l l ? 

A. I t h i n k the AFE i s u n d e r s t a t e d by a p p r o x i m a t e l y 

50 t o $60,000. 
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Q. So you t h i n k i t ought t o be a c t u a l l y h i g h e r ? 

A. Yes, I do. 

Q. Has S t r a t a d r i l l e d and completed any o t h e r w e l l s 

i n the area? 

A. Yes, a p p r o x i m a t e l y h a l f a dozen. 

Q. What i s the range of c o s t on those w e l l s ? 

A. The range of c o s t on those w e l l s i s r o u g h l y what 

you see on t h i s AFE, and t h a t ' s why t h i s c o s t was r e f l e c t e d 

on t h i s AFE. There are s e v e r a l a r i t h m e t i c e r r o r s on t h i s 

AFE, and t h e r e some t h i n g s t h a t have s i g n i f i c a n t l y changed. 

The w e l l s t h a t were d r i l l e d i n the p a s t had used t u b u l a r s . 

We are unable t o secure used t u b u l a r s a t t h i s t i m e . We 

a n t i c i p a t e p r o b a b l y about 40,000 a d d i t i o n a l c o s t on our 

c a s i n g and t u b i n g program. We w i l l have t o go w i t h a l l 

new. 

Q. T h i s AFE i n c l u d e s c o s t s u s i n g used t u b i n g ; i s 

t h a t r i g h t ? 

A. Yes, i t does. T h i s i s r e f l e c t i v e of used 

t u b u l a r s . 

Q. Are you f a m i l i a r w i t h the any d e a d l i n e s which 

S t r a t a Energy Resources has f o r spudding t h i s w e l l ? 

A. Yes, i n o r d e r t o p r e s e r v e the t a x a l l o c a t i o n s 

f o r a number of the i n v e s t o r s , we have a spud date I 

b e l i e v e o f March 15 t h a t we are p r e s s u r e d t o . 

Q. And i s S t r a t a Energy Resources a s k i n g the 
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examiner, i f he can, t o e x p e d i t e t h i s o r d e r so t h a t you can 

r e c e i v e i t i n time t o spud? 

A. Most d e f i n i t e l y . 

EXAMINER STOGNER: Did you say March 15 or February 

15? 

MS. AUBREY: March 15. 

THE WITNESS: March 15. 

Q. (By Ms. Aubrey) Are you f a m i l i a r w i t h the 

s u r f a c e o f t h i s p a r t i c u l a r 40-acre t r a c t and the one 

160-acre t r a c t t h a t w i l l be d e d i c a t e d ? 

A. Yes, l a m . 

Q. Could you d e s c r i b e any p e c u l i a r i t i e s about the 

s u r f a c e f o r the examiner? 

A. I t ' s p r o b a b l y the o n l y p i e c e of l a n d w i t h i n a 

hundred m i l e s t h a t i s under i r r i g a t i o n . 

Q. Has t h a t caused S t r a t a a d d i t i o n a l problems i n 

d e a l i n g w i t h landowners and s u r f a c e owners? 

A. W i t h t h e s u r f a c e p a r t i c u l a r l y , yes. 

Q. Let me have you l o o k down a t E x h i b i t No. 8, 

which i s a s t r u c t u r e map. Have you reviewed t h i s map and 

are you f a m i l i a r w i t h t h i s ? 

A. Ye s, I am. 

Q. What's your c o n t o u r i n t e r v a l on t h i s map? 

A. Contour i n t e r v a l here i s 25 f e e t . T h i s map was 

c o n s t r u c t e d a t the t o p of the Abo s h a l e . 
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Q. I n your o p i n i o n as a g e o l o g i s t , i s s t r u c t u r e 

c o n t r o l l i n g i n whether or not you achieve commercial 

p r o d u c t i o n i n t h i s w e l l ? 

A. Our e m p i r i c a l evidence here leads us t o b e l i e v e 

t h a t s t r u c t u r e i s p r o b a b l y of minor s i g n i f i c a n c e . P o r o s i t y 

and p e r m e a b i l i t y and s t r a t i g r a p h i c phenomena are f a r more 

the key t o commercial r e l i a b i l i t y . 

Q. I n t h i s a n a l y s i s what p o r o s i t y c u t o f f d i d you 

use? 

A. T y p i c a l l y employed an 8 p e r c e n t c u t o f f . 

Q. Do you know how f a r away the proposed l o c a t i o n 

i s from t he n e a r e s t Abo o i l p r o d u c t i o n ? 

A. Yes, i t ' s almost e x a c t l y h a l f a m i l e . 

Q. How f a r away from commercial gas p r o d u c t i o n i s 

t h i s w e l l ? 

A. Over two m i l e s . 

Q. I n what f o r m a t i o n i s t h a t w e l l ? 

A. That's i n the Yates i n 7 R i v e r s . 

Q. I s t h a t an o b j e c t i v e f o r m a t i o n of t h i s w e l l ? 

A. Ye s, i t i s. 

Q. S t r a t a Energy Resources has asked the examiner 

t o impose the maximum r i s k f a c t o r p e n a l t y i n t h i s case. 

Can you g i v e me the examiner your j u s t i f i c a t i o n f o r t h a t 

r e q u e s t ? 

A. Yes. I t h i n k t h e r e ' s some s u b s t a n t i a l i n h e r e n t 
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r i s k t o the p r o j e c t . There are p r o b a b l y a t l e a s t a dozen 

Abo w e l l s i n t h i s immediate v i c i n i t y t h a t have he en d r i l l e d 

a t v a r i o u s v i n t a g e s . Very few d r y h o l e s b ut a l s o v e r y few 

commercial p r o d u c e r s . There are o n l y a couple of 

commercial w e l l s , and g r e a t many c l e a r l y noncommercial 

w e l l s . The r i s k i s n o t so much as t o d r y h o l e . The r i s k 

i s more t o economic v a l u e . And we t h i n k t h a t we are 

i n t e r e s t e d i n the area because we're t r y i n g t o enhance a 

c o m p l e t i o n t e c h n i q u e , b u t i t s t i l l h asn't proven i t s e l f and 

t h e r e i s s u b s t a n t i a l r i s k . 

Q. Who i s S t r a t a Energy Resources a s k i n g be 

d e s i g n a t e d as o p e r a t o r of t h i s w e l l ? 

A. A s k i n g LBO New Mexico Corp. t o be d e s i g n a t e d as 

o p e r a t o r , as a w h o l l y owned s u b s i d i a r y f o r o p e r a t i n g 

purposes o f S t r a t a Energy. 

Q. What r a t e s are you a s k i n g f o r overhead d r i l l i n g 

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

A. I b e l i e v e i t ' s 5,000 f o r d r i l l i n g w e l l r a t e and 

500 f o r p r o d u c i n g w e l l r a t e . 

Q. Do you know, Mr. Smith, whether or not t h a t i s 

the amount t h a t i s c o n t a i n e d i n the o p e r a t i n g agreement 

which i s E x h i b i t No. 7? 

A. I don't know i f -- f o r 100 p e r c e n t f a c t , but I 

t h i n k i t i s . That's my r e c o l l e c t i o n . 

Q. Do you have an o p i n i o n as a p e t r o l e u m g e o l o g i s t 
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as t o whether or n o t those are f a i r and reasonable r a t e s 

f o r overhead w e l l d r i l l i n g and p r o d u c i n g a w e l l ? 

A. I t h i n k t h a t ' s c o m p a t i b l e w i t h the c r i t e r i a t h a t 

E r n s t has developed. 

Q. Was E x h i b i t 8 e i t h e r p r e p a r e d by you or reviewed 

by you f o r accuracy? 

A. I reviewed i t , yes. 

MS. AUBREY: Mr. Examiner, I t e n d e r E x h i b i t No. 8. 

EXAMINER STOGNER: E x h i b i t No. 8 w i l l be a d m i t t e d i n t o 

e v i d e n c e . 

( S t r a t a Energy E x h i b i t 8 was 

a d m i t t e d i n ev i d e n c e . ) 

Q. (By Ms. Aubrey) Mr. Smith, w i l l g r a n t i n g S t r a t a 

Energy Resources a p p l i c a t i o n promote c o n s e r v a t i o n , p r e v e n t 

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

A. Yes, on b o t h c o u n t s . 

MS. AUBREY: I have no more q u e s t i o n s of Mr. Smith a t 

t h i s t i m e . 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. Mr. Smith, what was the -- who would the 

o p e r a t o r be again? 

A. I t ' s LBO New Mexico, I n c o r p o r a t e d . 

Q. And t h a t w i l l be the name t h a t the p l u g g i n g bond 

i s under? 
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A. Yes. 

Q. LBO. Leonard, Boy and Over? 

A. We were t r y i n g to f i n d a name and we happened t o 

be l o o k i n g a t the W a l l S t r e e t J o u r n a l and saw a h e a d l i n e 

about l e v e r a g e d b u y o u t s . We d e c i d e d no one e l s e had t h a t 

name . 

Q. No i r r i g a t i o n w i t h i n a hundred m i l e s w i t h the 

e x c e p t i o n over i n Texas; i s t h a t c o r r e c t ? 

A. Yes. 

Q. And a cemetery t o the n o r t h . 

MR. STOVALL: I have some q u e s t i o n s . 

EXAMINATION 

BY MR. STOVALL: 

Q. What have you done w i t h the landowner w i t h 

r e s p e c t t o t h a t i r r i g a t i o n ? How have you r e s o l v e d t h a t ? 

A. I'm n o t q u a l i f i e d t o answer t h a t , s i r . The 

owner o f the company has made necessary c o n t a c t s w i t h the 

s u r f a c e owners. 

Q. Did you say t h a t you — you have reviewed the 

AFE; i s t h a t c o r r e c t ? 

A. Yes, s i r . 

Q. And you have i n d i c a t e d t h e r e i s some 

m a t h e m a t i c a l e r r o r s i n i t ? 

A. Yes, on column number 3, d r i l l i n g r i g , day r a t e 

i s 4500, f o o t a g e r a t e 1375. The s e c r e t a r y t h a t t a b u l a t e d 

\\i tp 11 i f • H [ r P c nop T T f!'-
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t h i s f o r us, we expect f o u r days o f day work and she d i d 

not add i n the day work. She j u s t s i m p l y m u l t i p l i e d 

p r o j e c t e d t o t a l d e p t h by 1375 a f o o t t o a r r i v e a t a t o t a l 

number. A l s o on a column, d r i l l i n g overhead/communication 

we i n a d v e r t e n t l y t r a n s p o s e d i t as 12,000, t h a t ' s supposed 

t o be 2,000, so t h a t was o v e r s t a t e d . And on our c o m p l e t i o n 

c o s t s , e v e r y t h i n g was e s t i m a t e d , as I s a i d b e f o r e , based on 

access t o used t u b u l a r s which we have been unable t o 

secure . 

Q. You un d e r s t a n d t h a t f o r c e d p o o l i n g o r d e r s 

r e q u i r e t h a t an AFE be sent t o those p a r t i e s who are f o r c e d 

p o o l subsequent t o the o r d e r , and the y be g i v e n 30 days t o 

respond t o prepay t h e i r c o s t s ? 

A. Yes. 

Q. I s t h a t c o r r e c t ? And i n t h i s case I would 

s t r o n g l y suggest, s i n c e you have a — on the r e c o r d as 

h a v i n g t h i s as an i n a c c u r a t e AFE and c o u l d l e a d t o 

erroneous i n f o r m a t i o n f o r d e c i s i o n making; t h a t you be 

sure t o f o l l o w t h a t p r o v i s i o n . You as the o p e r a t o r be sure 

t o f o l l o w t h a t p r o v i s i o n o f the o r d e r t o i n s u r e the p a r t i e s 

t h a t are f o r c e d p o o l i n by the o r d e r have a t l e a s t as 

a c c u r a t e as you can make t h i s f o r t h e i r d e c i s i o n ? 

A. Yes, s i r . 

MR. STOVALL: I don't have a n y t h i n g f u r t h e r . 

MS. AUBREY: Mr. Examiner, our c e r t i f i c a t e s of m a i l i n g 
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and the o r i g i n a l c o p i e s of the p o s t a l s e r v i c e green cards 

have been t e n d e r e d as E x h i b i t No. 1. 

EXAMINER STOGNER: Thank you. 

MR. STOVALL: Miss Aubrey, w i t h r e s p e c t t o t h a t , I 

n o t i c e t h a t t h e r e are a number o f c e r t i f i e d m a i l r e c e i p t s 

and no r e t u r n c a r d s . 

MS. AUBREY: There are t h r e e or f o u r t h a t we do not 

have green cards f o r y e t . 

EXAMINER STOGNER: Does anybody e l s e have a n y t h i n g 

f u r t h e r i n Case 10235? I f n o t , t h i s case w i l l be taken 

under advisement. 

(Whereupon, the h e a r i n g was concluded a t the 

appro x i m a t e hour of 11:50 a.m.) 

* * * 
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