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MR. JONES: Okay. Let's go back on the record t h i s 

morning. Let's c a l l Case No. 14199, A p p l i c a t i o n of Dan A. 

Hughes Company, LP f o r Approval of U n i t Agreement, Hidalgo 

County, New Mexico. 

C a l l f o r appearances. 

MR. CARR: May i t please the Examiner, my name i s 

W i l l i a m F. Carr, w i t h the Santa Fe o f f i c e of Holland & 

Hart, LLP. We represent Dan A. Hughes Company, LP i n t h i s 

matter. And I have two witnesses. 

MR. JONES: Any other appearances? 

W i l l the witnesses please stand and s t a t e your names? 

MR. HOLDER: Robert Holder. 

MR. KORNEGAY: Gary Kornegay. 

[Witnesses sworn.] 

MR. CARR: May i t please the Examiner, i n i t i a l l y I 

need t o p o i n t out there i s an e r r o r i n what I f i l e d . The l e g a l 

ad i n t h i s case notes t h a t we're seeking approval f o r a u n i t 

comprised of 42,107.69 acres. That was an e a r l i e r number. The 

a c t u a l number, the number of acres, i s 39,667.69. 

I would be happy t o f i l e a new advisement i f you 

t h i n k t h a t i s necessary, but the way we a d v e r t i s e these, we've 

a c t u a l l y a d v e r t i s e d more. And only those who have signed are 

a c t u a l l y committed t o the u n i t s , since i t ' s completely 

v o l u n t a r y . But there i s t h a t discrepancy, and w e ' l l do 

whatever you please. 
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MR. BROOKS: Well, I t h i n k i t ' s a f a i r l y w e l l 

e s t a b l i s h e d -- I assume, except f o r the acreage, the l e g a l 

d e s c r i p t i o n i s co r r e c t ? 

MR. CARR: The l e g a l d e s c r i p t i o n i n — the l e g a l 

d e s c r i p t i o n i n the ad i s c o r r e c t . There i s a quarter s e c t i o n 

adjustment i n between what we're now u n i t i z i n g i n the 

a p p l i c a t i o n . I can r e - f i l e t h a t as w e l l . But as y o u ' l l see, 

we've been chasing f o r several years w i t h people i n and out. 

MR. BROOKS: Now, the l e g a l d e s c r i p t i o n probably does 

need t o be co r r e c t e d . What I was --

MR. CARR: I t ' s c o r r e c t , Mr. Brooks, i n the ad. 

MR. BROOKS: The l e g a l d e s c r i p t i o n i s c o r r e c t i n the 

ad. 

MR. CARR: Yes. 

MR. BROOKS: Where i s there a discrepancy, then? 

MR. CARR: There i s — i n the long l i s t of 

d e s c r i p t i o n s , they are i n there as t o the S/2 of one qua r t e r 

s e c t i o n i n the a p p l i c a t i o n t h a t was f i l e d . 

MR. BROOKS: But not i n the ad? 

MR. CARR: But not i n the ad. 

MR. BROOKS: Okay. I t h i n k t h a t ' s -- then i t ' s okay. 

Because my understanding i s t h a t i t ' s a w e l l e s t a b l i s h e d 

p r i n c i p l e of land d e s c r i p t i o n s t h a t you ignore the r e c i t a t i o n 

of the q u a n t i t y of acreage i f i t ' s i n c o r r e c t and you go by the 

l e g a l d e s c r i p t i o n . So i f the l e g a l d e s c r i p t i o n i s r i g h t , I'm 
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not concerned about --

MR. CARR: So e i t h e r we -- you know, i f we 

r e - a d v e r t i s e , we'd j u s t be a d v e r t i s i n g l e s s . 

MR. BROOKS: Well. I'm not concerned about an e r r o r 

i n the s t a t e d q u a n t i t y of acreage i f the l e g a l d e s c r i p t i o n i s 

c o r r e c t . 

MR. CARR: I t i s . 

MR. BROOKS: You always go by the l e g a l d e s c r i p t i o n 

and not by the q u a n t i t y of acreage. 

MR. CARR: May i t please the Examiner, w i t h t h a t , I 

would c a l l our land witness, Robert Holder. 

ROBERT HOLDER 

a f t e r having been f i r s t d u l y sworn under oath, 

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

DIRECT EXAMINATION 

BY MR. CARR 

Q 

A 

Company? 

Would you s t a t e your name f o r the record, please? 

Robert Holder. 

Q. Mr. Holder, where do you reside? 

A. B e e v i l l e , Texas. 

Q. And by whom are you employed? 

A. Dan A. Hughes Company, LP. 

Q. And what i s your r e l a t i o n s h i p w i t h Dan A. Hughes 

A. A petroleum landman. 
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Q. Have you p r e v i o u s l y t e s t i f i e d before the 

New Mexico O i l Conservation D i v i s i o n ? 

A. I have. 

Q. At t h a t time, were your c r e d e n t i a l s as an expert 

i n petroleum land matters accepted as a matter of record? 

A. Yes, they were. 

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 f i l e d i n 

t h i s case on b e h a l f of Dan A. Hughes? 

A. I am. 

Q. And are you f a m i l i a r w i t h the proposed North Big 

Hatchet e x p l o r a t o r y u n i t , i n c l u d i n g the s t a t u s of the lands i n 

the proposed u n i t area? 

A. I am. 

MR. CARR: We tender Mr. Holder as an expert i n 

petroleum land matters. 

MR. JONES: Mr. Holder i s so q u a l i f i e d as an expert 

i n land matters. 

Q. (By Mr. Carr) Mr. Holder, could you b r i e f l y 

summarize f o r the Examiners what i t i s t h a t Dan A. Hughes 

Company seeks i n t h i s a p p l i c a t i o n . 

A. Well, we seek approval of the proposed u n i t , 

which i s a v o l u n t a r y u n i t , State fee acreage u n i t . 

Q. And where i s t h i s located? 

A. This i s i n Hidalgo County, New Mexico. 

Q. Have you prepared e x h i b i t s f o r p r e s e n t a t i o n here 
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1 today? 

2 A. I have. 

3 Q. Would you i d e n t i f y what has been marked as Hughes 

4 E x h i b i t No. 1? 

5 A. E x h i b i t No. 1 i s the State fee e x p l o r a t o r y u n i t 

6 agreement. 

7 Q. And the Dan A. Hughes Company i s the designated 

8 operator i n t h i s u n i t agreement? 

9 A. We are. 

10 Q. And what formations are you proposing t o t e s t ? 

11 A. There are several formations t h a t we are l o o k i n g 

12 t o t e s t from the H o r q u i l l a Sandstone, Epitaph, Percha Shale, E l 

13 Paso, Montoya , a l l of these formations. 

14 Q. And you are i n t e n d i n g and seeking t o u n i t i z e a l l 

15 formations from the surface t o the base? 

16 A. We are. 

17 Q- Let's go t o E x h i b i t No. 2. Would you e x p l a i n 

18 what t h i s i s ? 

19 A. This i s a p l a t showing the acreage u n i t boundary. 

20 Q. And t h i s i s a copy of E x h i b i t A t o the u n i t 

21 agreement? 

22 A. Yes . 

23 Q. And there's a c l e a r copy i n the u n i t agreement. 

24 E x h i b i t 2 d i d not copy w e l l . I t ' s hard t o read. 

25 Would you r e f e r t o t h i s e x h i b i t and j u s t review the 
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statu s of the acreage i n the proposed u n i t f o r the Examiners? 

A. The s t a t u s i s t h e r e are 73 State of New Mexico 

leases, one fee acreage lease w i t h P a c i f i c Western Land 

Company. The ownership of the e n t i r e land w i t h i n the u n i t 

boundary are held i n t h a t manner. 

Q. And i s E x h i b i t No. 3 a copy of the E x h i b i t B t o 

the u n i t agreement t h a t i d e n t i f i e s those leases and the 

ownership of each? 

A. I t i s . 

Q. How many working i n t e r e s t owners are there i n 

t h i s u n i t ? 

A. There are two; Dan A. Hughes Company, LP, Fort 

Worth Operating, and then o f course, we have the P a c i f i c 

Western as lessor on the fee acreage. 

Q. And since t h i s i s a v o l u n t a r y u n i t , you do have 

100 percent commitment on working i n t e r e s t ? 

A. We do. 

Q. And would you i d e n t i f y what i s marked as P a c i f i c 

Western -- or Dan A. Hughes E x h i b i t No. 4? 

A. This i s a l e t t e r from P a c i f i c Western Land 

Company s t a t i n g t h a t they have executed a fee acreage lease 

covering the 1120 acres as w e l l as a surface use agreement over 

the e n t i r e acreage w i t h i n the u n i t boundary. 

Q. How long has Dan A. Hughes been a c t u a l l y working 

t h i s u n i t ? 

PAUL BACA PROFESSIONAL COURT REPORTERS 

500 4th S t r e e t , NW, S u i t e 105, Albuquerque, NM 87102 



10 

1 A. We've been working on t h i s u n i t since 2003, 2005. 

2 Q. Okay. And who owns the r o y a l t y i n the u n i t ? 

3 A. A hundred percent State of New Mexico and P a c i f i c 

4 Western. 

5 Q. And i s 100 percent of the r o y a l t y i n t e r e s t also 

6 committed t o the u n i t plan? 

7 A. I t i s . 

8 Q. Would you i d e n t i f y E x h i b i t No. 5? 

9 A. E x h i b i t No. 5 i s the i n i t i a l p r e l i m i n a r y approval 

10 from the Commissioner of Public Lands f o r the Big Hatchet North 

11 u n i t . 

12 Q. And could you j u s t e x p l a i n t o the Examiners what 

13 i s the basis f o r the u n i t boundary? 

14 A. There i s a set of land and geologic issues. 

15 Mr. Kornegay w i l l get i n t o the geologic issues. 

16 Q. And you've been responsible f o r the land p o r t i o n 

17 of the case? 

18 A. I have. 

19 Q. And the u n i t i s somewhat i r r e g u l a r i n terms of 

20 i t s boundary, at l e a s t o f f t o the northeast; i s t h a t not r i g h t ? 

21 A. I t i s . 

22 Q. And have you been n e g o t i a t i n g w i t h the State Land 

23 O f f i c e f o r the i n c l u s i o n of State of New Mexico lands? 

24 A. We have. 

25 Q. What i s the st a t u s of the f e d e r a l lands i n the 
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area? 

A. There are f e d e r a l lands w i t h i n the area. And as 

we t e s t i f i e d l a s t year on the Waco South u n i t , we had looked t o 

take some f e d e r a l leases, which we have done. They have been 

u n w i l l i n g t o commit t h a t acreage t o e i t h e r u n i t at t h i s time. 

So should there be e x p l o r a t i o n p r o d u c t i o n , we would p r o t e c t and 

develop f e d e r a l acreage on a lease b a s i s . 

Q. A l l r i g h t . I s your E x h i b i t No. 6 a l e t t e r 

c o n f i r m i n g w i t h the BLM t h e i r d e c i s i o n not t o commit t h e i r 

acreage t o the u n i t plan? 

A. I t i s . 

Q. Do you have leases e x p i r i n g i n t h i s area? 

A. We do. We have leases e x p i r i n g i n June of '09. 

MR. BROOKS: I t looks t o me you have two E x h i b i t 6's 

here because the Land O f f i c e l e t t e r s - - n o . I t ' s marked 

E x h i b i t 5 on the bottom and E x h i b i t 6 a t the top. 

MR. CARR: We d i d t h a t t o be sure you're reading 

them. I t ' s the s t i c k e r a t the bottom. Yesterday we d i d change 

the e x h i b i t somewhat because we had the AFE and moved i t t o the 

second witness. 

MR. BROOKS: Sorry. 

Q. (By Mr. C a r r ) : Could you i d e n t i f y E x h i b i t No. 7, 

Mr. Holder? 

A. This i s the d r a f t of the proposed order f o r 

approval. 
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1 Q. This i s b a s i c a l l y drawn from the order the 

2 D i v i s i o n entered a year ago f o r the Waco u n i t t o the south? 

3 A. I t i s . 

4 Q. Okay. And Dan A. Hughes does request t o be 

5 designated operator of the u n i t ? 

6 A. Yes, we do. 

7 Q. Does the u n i t agreement provide f o r the f i l i n g of 

8 the p e r i o d i c plans of development? 

9 A. I t does. 

10 Q. W i l l these be f i l e d w i t h the O i l Conversation 

11 D i v i s i o n the same time they are f i l e d w i t h the New Mexico State 

12 Land O f f i c e ? 

13 A. Yes, they w i l l . 

14 Q • And how o f t e n are these t o be f i l e d ? 

15 A. P r e l i m i n a r y would be s i x months a f t e r i n i t i a l 

16 w e l l and subsequent a year a f t e r . 

17 Q. And every 12 months t h e r e a f t e r ? 

18 A. Every twelve months t h e r e a f t e r . 

19 Q. Were Dan A. Hughes E x h i b i t s 1 through 7 e i t h e r 

20 prepared by you or compiled under your d i r e c t i o n ? 

21 A. They were. 

22 Q. And we w i l l be c a l l i n g a g e o l o g i c a l witness t o 

23 review the t e c h n i c a l p o r t i o n s of the case? 

24 A. Yes, s i r . 

25 MR. CARR: We move the admission i n t o evidence of Dan 
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A. Hughes' E x h i b i t s 1 through 7. 

MR. JONES: E x h i b i t s 1 through 7 w i l l be admitted. 

[ A p p l i c a n t ' s E x h i b i t s 1 through 7 admitted i n t o 

evidence.] 

MR. CARR: And t h a t concludes my d i r e c t examination 

of Mr. Holder. 

EXAMINATION 

BY MR. JONES: 

Q. Mr. Holder, the lease terms, can you j u s t , f o r my 

layman's p e r s p e c t i v e , e x p l a i n what a t y p i c a l — l i k e a State 

la n d lease out here would have con d i t i o n s ? The lease l e n g t h 

and the bonus l e n g t h and the --

A. Well, i t ' s a dual term -- i n i t i a l f i v e years and 

secondary term of another f i v e years, at which time r e a l l y the 

only t h i n g t h a t changes i s the r e n t a l i s doubled. There i s , of 

course, a f i x e d r o y a l t y . And b a s i c a l l y , you know, the key word 

i s conservation. And there are State leases which, from time 

t o time, are withdrawn f o r c e r t a i n reasons, and these have come 

up f o r a u c t i o n from time t o time and moved on and o f f . 

Q. But the f i v e years and f i v e years what would be 

the break? What would --

A. Right i n the middle. 

Q. Why would they do that? 

A. I r e a l l y don't know. But t h a t i s , you know --

i t ' s b a s i c a l l y a ten-year lease, but i t i s s p l i t i n the middle, 
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r i g h t i n the middle, of the term. And l i k e I s a i d , the only 

d i f f e r e n c e being i s t h a t the r e n t a l s double from 25 cents an 

acre t o 50 cents an acre. 

Q. Does the State -- on those State leases, does the 

State own the surface also? 

A. I n t h i s p a r t i c u l a r u n i t boundary, t h e r e are three 

d i f f e r e n t sets of ownership. The m a j o r i t y i s owned by P a c i f i c 

Western Land Company, surface only. I n other words, we have 

P a c i f i c Western who has surface, we have the State of 

New Mexico which has some surface, and we have the BLM which 

has some surface. 

We also have P a c i f i c Western which has 1120 acres 

w i t h i n the u n i t boundary i s fee. So a very small amount of 

t h e i r a c t u a l surface area i s fee acreage. Some of the 

remainder i s BLM, some i s State of New Mexico, as f a r as 

minerals are concerned. 

W i t h i n the u n i t boundary,, i t i s a l l State of New 

Mexico minerals except f o r t h a t fee acreage. 

Q. Okay. The P a c i f i c Western, are they j u s t a huge 

ranch? 

A. P a c i f i c Western i s an arm of Phelps Dodge, 

Freeport-McMoRan, and t h i s i s a p o r t i o n of a very l a r g e ranch 

t h a t i t ' s my understanding i s mortgaged, i f you w i l l , w i t h the 

State of New Mexico against t h e i r cleanup of the Tyrone Mine. 

Q. Okay. I n terms of t h i s State u n i t , can you 
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e x p l a i n those j u s t r e a l b r i e f l y besides the plan of development 

t h a t you have t o t u r n i n i n s i x months and then every year, I 

guess, but the d r i l l i n g schedule, what do they r e q u i r e ? 

A. Upon f i n a l approval 60 days, we go underneath the 

60-day close t o spud i n our f i r s t w e l l . A f t e r TD on t h a t w e l l , 

i t ' s 180 days subsequent c o n t i n u o u s l y -- a continue d r i l l i n g 

p r o v i s i o n , b a s i c a l l y . Every 180 days a new one must be begun. 

Q. Spud? 

A. Spud. 

Q. Okay. 

MR. JONES: That's a l l the questions I have. Any 

questions? 

MR. BROOKS: No questions. 

MR. JONES: Thank you very much. 

MR. CARR: May i t please the Examiners, a t t h i s time, 

we c a l l our g e o l o g i c a l witness, Mr. Gary Kornegay. 

GARY KORNEGAY 

a f t e r having been f i r s t duly sworn under oath, 

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

DIRECT EXAMINATION 

BY MR. CARR: 

Q. Would you s t a t e your f u l l name f o r the record, 

please? 

A. Gary Kornegay. 

Q. Where do you reside? 
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1 A. Houston, Texas. 

2 Q. By whom are your employed? 

3 A. I'm an independent c o n s u l t a n t , and I'm co n t r a c t e d 

4 to Dan Hughes • 

5 Q. Have you p r e v i o u s l y t e s t i f i e d before the O i l 

6 Conservation D i v i s i o n ? 

7 A. Yes, I have. 

8 Q. Did you t e s t i f y as the g e o l o g i c a l witness i n the 

9 case l a s t year f o r approval of the Waco u n i t ? 

10 A. Yes, I d i d . 

11 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 f i l e d i n 

12 t h i s case? 

13 A. Yes, I am. 

14 Q. Mr. Kornegay, have you made a g e o l o g i c a l study of 

15 the area t h a t 's the sub j e c t of t h i s a p p l i c a t i o n ? 

16 A. Yes, I have. 

17 Q. And are you prepared t o share the r e s u l t s of your 

18 work w i t h the O i l Conservation D i v i s i o n ? 

19 A. I am. 

20 MR. CARR: We tender Mr. Kornegay as an expert 

21 witness i n petroleum geology. 

22 MR. JONES: Mr. Kornegay i s q u a l i f i e d as an expert i n 

23 petroleum geology. 

24 Q. (By Mr. C a r r ) : Let's s t a r t by j u s t i d e n t i f y i n g 

25 your primary obj e c t i v e . 
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A. The primary o b j e c t i v e f o r the u n i t i s going t o be 

the Percha Shale which i s eq u i v a l e n t t o the Woodford. I t ' s 

Devonian i n age. I t ' s an o r g a n i c - r i c h shale, and we're 

a n t i c i p a t i n g t h a t i t w i l l be a shale gas p l a y s i m i l a r t o what 

we see i n the Barnet. 

Q. And what i s the a n t i c i p a t e d depths i n which you 

w i l l encounter i n the Percha Shale? 

A. W i t h i n the u n i t we w i l l see the Percha. The top 

of i t w i l l come i n as shallow as 5,000 f e e t , and w e ' l l continue 

to e x p l o i t i t below 10,000. 

Q. Generally what i s the thickness of t h i s shale? 

A. I t i s between 350 and 450 f e e t t h e r e . 

Q. Has t h i s f o r m a t i o n ever been t e s t e d i n the 

immediate area? 

A. No, i t hasn't. I t has been d r i l l e d through, but 

no w e l l s have been t e s t e d . There have been a t o t a l of f i v e 

w e l l s i n the region t h a t penetrated the Percha, but there have 

been no t e s t s of the u n i t . 

Q. Now f a r would you have t o go t o f i n d a well? 

A. The c l o s e s t w e l l was a q u a r t e r m i l e t o the 

northwest of our l o c a t i o n -- clo s e r t o h a l f m i l e , and we're 

going t o u t i l i z e i t as a go-by f o r depth f o r d r i l l i n g . 

Q. The Percha Shale i s the primary o b j e c t i v e ? 

A. A b s o l u t e l y . 

Q. And what are the secondary o b j e c t i v e s ? 
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A. We have some uphold p o t e n t i a l i n the Epitaph, 

which i s Permian i n age, and the H o r q u i l l a , which i s 

Pennsylvanian. We also have p o t e n t i a l i n Montoya and the E l 

Paso, which are underneath the Percha Shale. 

Q. Let's r e f e r t o what's been marked Dan A. Hughes 

E x h i b i t No. 8. And using t h i s e x h i b i t , could you describe the 

r e g i o n a l s e t t i n g f o r the u n i t ? 

A. This i s a map t h a t shows the l o c a t i o n of where 

the proposed u n i t i s going t o be. I t i s the yellow square on 

the map. I t ' s i n southwest New Mexico r i g h t on the Arizona, 

New Mexico, Mexican border. I t i s w i t h i n the Pedregosa Basin, 

the n o r t h e r n p o r t i o n o f the Pedregosa Basin. That basin 

extends i n t o Mexico as w e l l . 

I t i s a r e l a t i v e l y unexplored basin; very few w e l l s 

have d r i l l e d i n the ba s i n . I t ' s d e p o s i t i o n a l l y the same as the 

Midland, the Delaware and the Orogrande Basins i n Texas and 

New Mexico, and we're a n t i c i p a t i n g s i m i l a r sedimentary sections 

t o t h a t . 

And t h a t draws the analogy between the Percha and the 

Woodford Shale. So they' r e e x a c t l y the same, e x a c t l y the same 

age, same d e p o s i t i o n a l system. 

Q. Mr. Kornegay, what i n f o r m a t i o n have you used t o 

prepare your geologic i n t e r p r e t a t i o n ? 

A. I've u t i l i z e d surface c o n t r o l outcrop, subsurface 

w e l l c o n t r o l , and we do have some seismic i n the area t h a t 
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we've u t i l i z e d as w e l l . I t ' s 2-D data. 

Q. Why don't we go t o what has been marked Dan A. 

Hughes Company E x h i b i t No. 9, the M i s s i s s i p p i a n s t r u c t u r e map, 

and e x p l a i n t o the Examiners what t h i s shows? 

A. Okay. E x h i b i t No. 9 i s a M i s s i s s i p p i a n s t r u c t u r e 

map. The contours are i n t h e r e . What we can see from the 

c o n t o u r i n g i s t h a t there i s a n o r t h / s o u t h t r e n d i n g p l a t e a u i n 

here. There are some f a u l t s i n here t h a t are e x t e n s i o n a l type 

f a u l t s t h a t we have block, e t c e t e r a . 

W i t h i n t h a t north/south t r e n d i n g p l a t e a u , we have 

some i s o l a t e d s t r u c t u r a l f e a t u r e s t h a t develop, one of which i s 

where we're proposing our l o c a t i o n up on the n o r t h side of 

t h i s , and i t ' s on the same east p l u n g i n g a n t i c l i n e t h a t the 

C o c k r e l l Playa State 114 i s l o c a t e d , which i s our c o n t r o l w e l l 

f o r the u n i t s t h a t we're l o o k i n g a t . 

There's a second w e l l t h a t has been d r i l l e d i n the 

u n i t . I t ' s i n the southern p o r t i o n of the u n i t . That's the 

C o c k r e l l State 1 dash -- several numbers. And i t has a TD t h a t 

d i d not reach the Percha Shale. 

Q. Okay. Let's go t o E x h i b i t 10. And using t h i s 

e x h i b i t , could you review f o r the Examiners the shale 

d i s t r i b u t i o n ? 

A. We have l i m i t e d c o n t r o l on the t h i c k n e s s of the 

shale. We have c o n t r o l t o the east of t h i s map, and the Big 

Hatchet Mountains and the outcrop. We have a s i n g l e p o i n t 
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w i t h i n the map of the C o c k r e l l Playa State w e l l t h a t ' s up i n 

Section 14 of 30 South, 17 West. And then we have an 

a d d i t i o n a l w e l l o f f t o the southeast. 

W i t h i n t h a t area, we see very l i t t l e v a r i a t i o n i n the 

thickness of the u n i t . I t ' s going t o be between 350 and 400 

f e e t , 450 f e e t . The p a r t i c u l a r w e l l , the C o c k r e l l w e l l t h a t 

we're going t o be r e f e r e n c i n g , the Percha Shale comes i n a t 

5150 and i s 430 f e e t . 

Q. Let's go t o the next e x h i b i t , the l o g s e c t i o n , 

E x h i b i t 11. 

A. This i s the lo g s e c t i o n of the C o c k r e l l w e l l t h a t 

we're using as our c o n t r o l w e l l . I n there you can see the 

Percha Shale as developed. I've got the top of i t . The 

numbers i n the center column are obscured, but i t b a s i c a l l y 

comes i n at 5150. And you can see the top of Montoya there a t 

5570, roughly, 5570 t o 5580. That i s the Percha, and t h a t w i l l 

be our main o b j e c t i v e . 

Q. And t h i s i s the w e l l t h a t you referenced t h a t i s 

approximately a h a l f m i l e from the i n i t i a l u n i t w e l l? 

A. Yes. 

Q. And t h a t i n i t i a l t e s t w e l l , where i s i t going t o 

be d r i l l e d ? 

A. I t i s going t o be d r i l l e d i n the NW of the SE of 

Section 14, Township 30 South, Range 17 West, and i t ' s i n the 

nor t h e r n p o r t i o n of the u n i t . 
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Q. To what approximate depth are you going t o d r i l l ? 

A. We w i l l d r i l l t o a depth of 6600 f e e t . 

Q. What do you a n t i c i p a t e the cost of the d r i l l i n g 

t o be? 

A. We have an AFE t h a t shows $2.75 m i l l i o n f o r the 

i n i t i a l w e l l . 

Q. And i s t h a t AFE i n c l u d e d i n the e x h i b i t s as 

No. 12? 

A. I t i s . 

Q. How soon does Dan Hughes plan t o commence 

d r i l l i n g ? 

A. We'd l i k e t o s t a r t as soon as p o s s i b l e , but we 

must commence by June the 1st. 

Q. I s Dan Hughes' E x h i b i t 13 a w r i t t e n summary of 

your g e o l o g i c a l p r e s e n t a t i o n ? 

A. Yes. 

Q. Would you summarize f o r the Examiner why i t i s 

t h a t Dan Hughes i s proposing t o develop t h i s area under the 

proposed u n i t plan? 

A. F i r s t o f f , the primary o b j e c t i v e , the Percha 

Shale, i s a l a t e r a l l y pervasive u n i t . I t i s a shale gas play 

s i m i l a r t o what we see i n the Barnet and a number of the other 

shale gas plays across the country. 

What we'd l i k e t o do i s have the u n i t s so t h a t we can 

have a very u n i f o r m development and not be jumping around from 
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lease t o lease based on e x p i r a t i o n s . U l t i m a t e l y , we may need 

t o do h o r i z o n t a l s . There may be some d i f f e r e n c e s , so having 

the u n i t i n place f a c i l i t a t e s g e t t i n g t h a t done i n a t i m e l y 

f a s h i o n . 

Q. I s i t Dan A. Hughes Company's hope t h a t there are 

m u l t i p l e untested i n t e r v a l s i n t h i s u n i t t h a t may conta i n 

commercial hydrocarbons? 

A. Yes, i t i s . 

Q. I f the i n i t i a l w e l l i s s u c c e s s f u l , what 

a d d i t i o n a l w e l l s -- or what are you going t o gain from t h a t 

t h a t w i l l a i d you i n f u r t h e r development of t h i s ? 

A. The i n i t i a l w e l l w i l l help us de f i n e what s o r t of 

d r i l l i n g technology and treatments w i l l be e f f e c t i v e on t h i s 

shale and e s t a b l i s h i t s p r o d u c e a b i l i t y . From there we can 

design our programs on how we w i l l d r i l l subsequent w e l l s . We 

a n t i c i p a t e t h a t t here w i l l be a number of w e l l s d r i l l e d i n 

here . 

Q. I n your o p i n i o n , w i l l approval o f the u n i t 

agreement r e s u l t i n e f f i c i e n t development and pr o d u c t i o n of the 

hydrocarbons i n t h i s area? 

A. Yes, i t w i l l . 

Q. W i l l approval of t h i s a p p l i c a t i o n otherwise be i n 

the best i n t e r e s t s of conservation and p r e v e n t i o n of waste and 

the p r o t e c t i o n of c o r r e l a t i v e r i g h t s ? 

A. Yes. 
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Q. Were Dan A. Hughes Company E x h i b i t 8 through 13 

prepared by you? 

A. Yes, they were. 

MR. CARR: May i t please the Examiners, a t t h i s time, 

we move the admission i n t o evidence of Dan A. Hughes Company 

E x h i b i t 8 through 13. 

MR. JONES: E x h i b i t s 8 through 13 w i l l be admitted. 

[ A p p l i c a n t ' s E x h i b i t s 8 through 13 admitted i n t o 

evidence.] 

MR. CARR: That concludes my d i r e c t of Mr. Kornegay. 

EXAMINATION 

BY MR. JONES: 

Q. You're not b r i n g i n g an engineer? You l i s t e d one 

on the --

A. We do have an engineer here who i s ready t o be 

able t o t a l k about --

MR. CARR: I f you have questions t h a t are engineering 

i n c h a r a c t e r , we do have an engineer. I t h i n k i t might only be 

as t o the d e t a i l s of the AFE, since r e a l l y the u n i t i s formed 

based on the geology. 

Q. (Mr. Jones): What temperature are you l o o k i n g at 

i n the Percha? 

A. We're probably at 230 to 2 -- i t ' s a f a i r l y 

hot — 

Q. I t ' s p r e t t y warm? 
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A. Yeah. Our thermal m a t u r i t i e s are i n the l a t e 

gas, l a t e condensate, l a t e gas stage. 

Q. So you've got a danger of running i n t o C02, then? 

A. That we do not know. I t i s a p o s s i b i l i t y w i t h 

the carbonates i n t h i s s e c t i o n . But we j u s t don't know what t o 

a n t i c i p a t e . There have been no — we have done some sample 

work. We have^np-^cores. But i t does appear t h a t i t has 

s u f f i c i e n t and the t e r m i n a l m a t u r i t y puts i t i n a realm t o 

where we t h i n k w e ' l l get dry gas to maybe low condensate. 

Q. Okay. You're going f o r the source rock? 

A. Right. 

Q. Which should reduce your r i s k a l i t t l e b i t . 

A. I t ' s an e x c i t i n g play, p a r t i c u l a r l y when you 

consider the thickness of the u n i t here as compared t o where 

they're making decent Woodford shale w e l l s , and we're 

s u b s t a n t i a l l y t h i c k e r . So i t ' s an e x c i t i n g p l a y . 

Q. I t i s . I remember you saying t h a t l a s t year. 

A. Yeah. Well, we d i d d r i l l the w e l l i n the 

Waco south u n i t t o the south, and we -- because of the delay we 

had, we were not able t o get the o r i g i n a l r i g t h a t we had 

scheduled, and we ended up g e t t i n g a r i g t h a t we can only d r i l l 

t o 10,000 f e e t , and we were not able t o reach the Percha. So 

we j u s t couldn't get th e r e . 

Q. So i t ' s d i f f i c u l t t o r e a l l y know where you're 

r i g h t on those f a u l t blocks. 
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A. Yeah. You're i n w i l d c a t country. That's why 

we've decided t o come up here t o the n o r t h , get close to a w e l l 

t h a t we r e a l l y know. We know what we've got, where we're a t , 

and t e s t our shale concept. 

Q. The f r a c t u r i n g , i s t h a t -- do you have an op i n i o n 

or a theory about o r i e n t a t i o n and the frequency? 

A. I a n t i c i p a t e f r a c t u r e s are going to be o r i e n t e d 

p r i m a r i l y north/south p a r a l l e l t o the elongate axis of t h a t 

s t r u c t u r a l f e a t u r e t h a t ' s i n t h e r e . Other than t h a t , there may 

be some nuances t h a t -- but t h a t ' s what I p r i m a r i l y a n t i c i p a t e . 

So i f we were t o d r i l l h o r i z o n t a l , I ' d d r i l l 

east/west, you know. That would be ki n d of the approach r i g h t 

now. But, you know, t h i s i n i t i a l w e l l i s going t o t e l l us a 

whole l o t about what we need t o do. 

Q. I t seems l i k e sometimes d r i l l i n g v e r t i c a l w e l l s 

f o r f r a c t u r e s , you might h i t one t h a t pays o f f the previous 

t e n . 

A. Right. 

Q. You know, i f you f i n a l l y h i t t h a t f r a c t u r e --

A. Right. Now, you know, w i t h a l o t of the 

conventional t h i n g s t h a t are happening i n shales, f r a c t u r e s 

don't n e c e s s a r i l y c o n t r o l the p r o d u c t i o n . You get -- i n f a c t , 

f r a c t u r e s i n Barnet are negative because they segregate the 

r e s e r v o i r . They create avenues f o r f l u i d p r o d u c t i o n which 

i n h i b i t s the gas. 
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Q. What -- the gas needs t o be he l d somewhere. 

A. Yeah. I t ' s i n the m a t r i x . I t i s almost l i k e 

coal bed methane. 

Q. So you're t a l k i n g about f r a c j o b s , b i g f r a c jobs, 

here? 

A. And they are e f f e c t i v e i n g e t t i n g gas out. Our 

technology has evolved tremendously. 

Q. Okay. I s t h i s area -- i t ' s so o l d , Devonian age, 

has i t been u p l i f t e d and subsided? 

A. There' s been q u i t e of a b i t of a c t i v i t y i n here. 

I n f a c t , the horizons we're going t o be l o o k i n g at depth 

between 5 and 10,000 f e e t are 4,000 f e e t above the basin, the 

Palayas v a l l e y . Those u n i t s are 4,000 f e e t above t h a t . So 

l i k e t h a t t o look at the basement rock? 

A. We have done t h a t . We've done g r a v i t y . We've 

u t i l i z e d every s c i e n t i f i c t h i n g we can get. We've even t a l k e d 

about shooting 3-Ds. The problem w i t h t h a t i s we j u s t don't 

have enough w e l l c o n t r o l t o r e a l l y t i e t h i n g s down y e t . 

Q. I n o t i c e t h i s u n i t i s extended over t o the east, 

but your -- i s your Percha deeper i n t h a t area? 

A. Yes, i t i s . We are moving i n t o the U-Bar 

sy n c l i n e which i s the s y n c l i n e w i l l act b a s i c a l l y as the 

Pedregosa basin as i t plunges o f f to the south. I t i s narrow 

there's dramatic e l e v a t i o n d i f f e r e n c e s r i g h t now. 

Q. Do you have -- do you use mag or anything 
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mostly because we want t o stay close t o or up on t h a t p l a t f o r m , 

t h a t higher area. 

Q. Okay. 

A. And we don't want t o get i n t o the Big Hatchet 

Mountains i n the east. 

Q. Yeah. Okay. 

MR. JONES: You guys have anymore questions? 

MR. BROOKS: No questions. 

MR. JONES: Thanks very much. And good l u c k . 

MR. CARR: Thank you. 

MR. JONES: With t h a t , w e ' l l take Case 14199 under 

advisement. 

nf, ̂  tt« *° d̂W
 v* 
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STATE OF NEW MEXICO ) 
) 

COUNTY OF BERNALILLO ) 

I , JOYCE D. CALVERT, a New Mexico P r o v i s i o n a l 
Reporter, working under the d i r e c t i o n and d i r e c t s u p e r v i s i o n of 
Paul Baca, New Mexico CCR License Number 112, hereby c e r t i f y 
t h a t I r e p o r t e d the attached proceedings; t h a t pages numbered 
1-27 i n c l u s i v e , are a t r u e and c o r r e c t t r a n s c r i p t of my 
stenographic notes. On the date I re p o r t e d these proceedings, 
I was the holder of P r o v i s i o n a l License Number P-03. 

Dated a t Albuquerque, New Mexico, 4th day of 
December, 2008. 

Joyce D. Calver t 
P r o v i s i o n a l License #P-03 
License Expires: 7/31/09 
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