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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE HEARING CALLED BY 
THE OIL CONSERVATION DIVISION FOR THE 
PURPOSE OF CONSIDERING: 

APPLICATION OF LOUIS DREYFUS NATURAL GAS 
CORPORATION FOR COMPULSORY POOLING AND 
UNORTHODOX WELL LOCATION, EDDY COUNTY, 
NEW MEXICO 

REPORTER'S TRANSCRIPT OF PROCEEDINGS 

EXAMINER HEARING 

BEFORE: DAVID R. CATANACH, Hearing Examiner 

October 9th, 1997 

Santa Fe, New Mexico 

This matter came on f o r hearing before the New 

Mexico O i l Conservation D i v i s i o n , DAVID R. CATANACH, 

Hearing Examiner, on Thursday, October 9th, 1997, a t the 

New Mexico Energy, Minerals and Natural Resources 

Department, Porter H a l l , 2 04 0 South Pacheco, Santa Fe, New 

Mexico, Steven T. Brenner, C e r t i f i e d Court Reporter No. 7 

f o r the State of New Mexico. 
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WHEREUPON, the f o l l o w i n g proceedings were had a t 

8:36 a.m.: 

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

Case Number 11,858. 

MR. CARROLL: A p p l i c a t i o n of Louis Dreyfus 

Na t u r a l Gas Corporation f o r compulsory p o o l i n g and an 

unorthodox w e l l l o c a t i o n , Eddy County, New Mexico. 

EXAMINER CATANACH: C a l l f o r appearances i n t h i s 

case. 

MR. BRUCE: Mr. Examiner, Jim Bruce of Santa Fe, 

repr e s e n t i n g the Applicant. I have two witnesses. They 

are the same witnesses as i n the previous case, and i f the 

record could r e f l e c t t h a t they were p r e v i o u s l y sworn and 

q u a l i f i e d as experts. 

EXAMINER CATANACH: The record s h a l l so r e f l e c t . 

Any a d d i t i o n a l appearances i n t h i s case? 

Okay, you may proceed, Mr. Bruce. 

WILLIAM BERGMAN, 

the witness h e r e i n , having been p r e v i o u s l y duly sworn upon 

h i s oath, was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. BRUCE: 

Q. Mr. Bergman, you work f o r Chi and t h i s 

A p p l i c a t i o n has been f i l e d by Louis Dreyfus N a t u r a l Gas 

Corporation. What i s the r e l a t i o n s h i p between Chi and 
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Louis Dreyfus i n t h i s case? 

A. We both p a r t i c i p a t e i n an ongoing e x p l o r a t i o n 

agreement, j o i n t l y explore a good b i t of New Mexico, and we 

handle most of the land work on new e x p l o r a t i o n deals. 

Q. Okay. But i n t h i s case Louis Dreyfus w i l l be the 

operator? 

A. Louis Dreyfus w i l l operate. 

Q. And once again, you are seeking t o pool the south 

h a l f of Section 22, 22 South, 26 East, and you are seeking 

40-, 160- and 320-acre p o o l i n g ; i s t h a t c o r r e c t ? 

A. Yes, s i r , we are. 

Q. Let's s t a r t o f f . What i s E x h i b i t 1? 

A. E x h i b i t 1 i s a land p l a t showing the l o c a t i o n and 

the acreage we wish t o pool. 

Q. And the l o c a t i o n appears t o be unorthodox. Was 

t h a t p r e v i o u s l y approved by the — 

A. That was already approved by the Commission. 

Q. And t h a t Order i s NSL-3869, I believe? 

A. Yes, i t i s . 

Q. Okay. Now, l e t ' s go on t o E x h i b i t 2. I s E x h i b i t 

2 a l i s t of the i n t e r e s t owners i n the well? 

A. Yes, E x h i b i t 2 i s a l i s t of the ownership, l i s t 

of the owners. 

Q. What i s p e c u l i a r about the t i t l e , a t l e a s t i n 

p a r t of the property i n t h i s — 

STEVEN T. BRENNER, CCR 
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A. We have attached a l e t t e r from Read and Stevens, 

since several of t h e i r owners are c o n t r a c t u a l only, were 

not of record, showing t h e i r breakdown, what they b e l i e v e 

t o be the c o n t r a c t u a l ownership of a 2 0-plus-or-minus-

percent i n t e r e s t of Read and Stevens. 

Q. So of record, Read and Stevens, I n c . , owns t h i s 

p a r t i c u l a r i n t e r e s t ? 

A. Yes, s i r . 

Q. And i t ' s broken out as set f o r t h on page 2 of 

E x h i b i t 2? 

A. Yes. 

Q. Who are the only two p a r t i e s you seek t o pool a t 

t h i s time? 

A. We're seeking t o pool Texaco and Union P a c i f i c , 

who are very small i n t e r e s t s i n here. 

Q. Now, l e t ' s move on t o E x h i b i t 3 and discuss 

e f f o r t s t o o b t a i n the v o l u n t a r y j o i n d e r of i n t e r e s t owners 

i n t h i s w e l l . Let's s t a r t o f f , August 13. Could you 

i d e n t i f y t h a t f i r s t l e t t e r , please? 

A. The f i r s t l e t t e r i s a w e l l proposal t o Read and 

Stevens, out of which the c o n t r a c t u a l i n t e r e s t came t h a t 

we're seeking t o pool, proposing the w e l l i n August, 1987. 

Q. Okay. Now, the second page i s a l e t t e r from Read 

and Stevens t o those record owners; i s t h a t — 

A. Proposing the w e l l t o a l l t h e i r c o n t r a c t u a l 

STEVEN T. BRENNER, CCR 
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p a r t n e r s . 

Q. Okay. What i s the f o u r t h l e t t e r , September 4th? 

A. Just a l e t t e r — I'm s o r r y , the f o u r t h l e t t e r 

from Read and Stevens? 

Q. Yeah, r i g h t — 

A. The f o u r t h l e t t e r from Read and Stevens — 

Q. — September 4th l e t t e r , I should say, excuse me. 

A. Okay. The m a j o r i t y of the people d e s i r e t o 

p a r t i c i p a t e , and they've furnished AFEs t o the other 

p a r t n e r s . 

Q. Okay. And so as of t h a t l e t t e r you only had 

Union P a c i f i c — 

A. — and Texaco. 

Q. — and Texaco t o deal with? 

A. Yes. 

Q. What has been the r e s u l t of any f u r t h e r 

discussions w i t h those p a r t i e s ? 

A. Texaco has i n d i c a t e d t o Bob Watson of Read and 

Stevens t h a t they're not comfortable w i t h t h e i r t i t l e 

p o s i t i o n under the c o n t r a c t u a l i n t e r e s t and they, i n the 

past, have gone nonconsent on s i m i l a r acreage, same 

ownership breakdown and desire t o go nonconsent here. 

Q. And has Chi contacted Union P a c i f i c by phone? 

A. We have attempted t o contact Union P a c i f i c , w i t h 

no response. 
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Q. I n your opinion, has Louis Dreyfus and/or Chi 

made a g o o d - f a i t h e f f o r t t o o b t a i n the v o l u n t a r y j o i n d e r of 

i n t e r e s t owners i n t h i s — 

A. Yes, we have. 

Q. What i s E x h i b i t 4? 

A. E x h i b i t 4 i s an AFE — 

Q. And what are the — 

A. — f o r the cost of the w e l l . 

Q. What are those proposed costs? 

A. $655,850 dry, a t o t a l of $915,850 completed. 

Q. And what i s the depth of t h i s w e l l ? 

A. 11,8 00 t o the Morrow. 

Q. And are these w e l l costs reasonable f o r w e l l s of 

t h i s depth? 

A. Yes, they are. 

Q. I bel i e v e the overhead r a t e s you are proposing 

are $5610 per month f o r a d r i l l i n g w e l l and $663 per month 

f o r a producing well? 

A. Yes, s i r . 

Q. And are those amounts equivalent t o those 

normally charged by Louis Dreyfus, Chi Energy, and other 

operators — 

A. Yes, and — 

Q. — i n t h i s area? 

A. Yes. 

STEVEN T. BRENNER, CCR 
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Q. And were a l l i n t e r e s t owners i n the w e l l n o t i f i e d 

of t h i s hearing? 

A. Yes. 

Q. And i s E x h i b i t 5 my a f f i d a v i t of notice? 

A. Yes, i t i s . 

Q. I n your opinion, i s the g r a n t i n g of t h i s 

A p p l i c a t i o n i n the i n t e r e s t s of conservation and the 

prevention of waste? 

A. Yes, s i r . 

Q. And were E x h i b i t s 1 through 5 prepared by you, 

under your d i r e c t i o n , or compiled from company business 

records? 

A. Yes, they were. 

MR. BRUCE: Mr. Examiner, I ' d move the admission 

of E x h i b i t s 1 through 5. 

EXAMINER CATANACH: E x h i b i t s 1 through 5 w i l l be 

admitted as evidence. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. I'm so r r y , I d i d n ' t get your overhead r a t e s . 

Could you repeat those? 

A. $5610 and $600 a month. 

MR. BRUCE: $663 f o r a producing w e l l . 

Q. (By Examiner Catanach) $6 63 and $5610? 

A. Yes, s i r . 

STEVEN T. BRENNER, CCR 
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Q. And have some of these i n t e r e s t owners t h a t 

you've already got t i e d up, have they agreed t o those 

rates? 

A. Yes, s i r , they have. 

Q. Has Chi been dealing d i r e c t l y w i t h the p a r t i e s 

t h a t Read and Stevens i d e n t i f i e d ? 

A. Yes, we have. Well, the m a j o r i t y p a r t i c i p a t e d , 

as we sai d . 

Union P a c i f i c and Texaco, yes, we've contacted 

d i r e c t l y , and also Bob Watson at Read and Stevens was 

contacted d i r e c t l y , and gotten the response i n w r i t i n g t h a t 

you have i n f r o n t of you. 

Q. So the only two outstanding are Texaco and Union 

P a c i f i c ? 

A. Yes. 

EXAMINER CATANACH: And were they n o t i f i e d of the 

hearing, Mr. Bruce? 

MR. BRUCE: Yes. 

THE WITNESS: Yes, they were. 

EXAMINER CATANACH: I n f a c t , a l l the p a r t i e s 

were — 

MR. BRUCE: The l a s t — 

THE WITNESS: A l l p a r t i e s were n o t i f i e d , 

i n c l u d i n g the — 

MR. BRUCE: The l a s t page of E x h i b i t 5 are the 

STEVEN T. BRENNER, CCR 
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c e r t i f i e d r e t u r n r e c e i p t s from Texaco and — 

MR. CARROLL: Who are the record t i t l e owners? 

THE WITNESS: Louis Dreyfus, Chi Energy. 

MR. CARROLL: And Read and Stevens? 

THE WITNESS: Read and Ste- — Well, yes, Read 

and Stevens f o r t h a t group i s record t i t l e . 

MR. CARROLL: Read and Stevens i s the record 

t i t l e owner — 

THE WITNESS: For the c o n t r a c t u a l i n t e r e s t group, 

yes. 

And we were not aware of any of the other owners 

u n t i l we sent a proposal t o Read and Stevens. 

Q. (By Examiner Catanach) So the only two p a r t i e s 

you've d e a l t w i t h are Union P a c i f i c and Texaco? The others 

agreed? 

A. Have a l l p a r t i c i p a t e d . Out of the c o n t r a c t u a l 

group, have a l l p a r t i c i p a t e d . 

Q. Read and Stevens contacted them and — 

A. Yes. 

Q. — t o l d them what was going on? 

A. And passed along the AFEs. 

EXAMINER CATANACH: Okay. 

MR. CARROLL: They executed the AFE and sent them 

back? 

THE WITNESS: Yes, s i r . 

STEVEN T. BRENNER, CCR 
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EXAMINATION 

BY MR. CARROLL: 

Q. Okay, I'm a l i t t l e confused. On the f i r s t page 

of E x h i b i t 2, Charles Read i s l i s t e d , Norman Stevens i s 

l i s t e d , but Read and Stevens i s n ' t l i s t e d . 

A. No. 

Q. And why i s that? 

A. Just from general knowledge of the company, I 

be l i e v e they divested a l l t h e i r p r o p e r t i e s t o the 

i n d i v i d u a l owners about 10, 15 years ago, and Read and 

Stevens was s t i l l record t i t l e , but i t was owned 

i n d i v i d u a l l y . 

Does t h a t c l a r i f y i t a t a l l ? 

MR. BRUCE: Mr. C a r r o l l , Read and Stevens does 

not own an i n t e r e s t i n the w e l l because of the — 

THE WITNESS: Correct. 

MR. BRUCE: — c o n t r a c t u a l arrangements, although 

i n the county records i t owns an i n t e r e s t , apparently. 

FURTHER EXAMINATION 

BY EXAMINER CATANACH: 

Q. On E x h i b i t Number 2 where you have the u n i t 

working i n t e r e s t owners, t h a t ' s t o the 320? 

A. Yes, s i r . Not j u s t the c o n t r a c t u a l owners. 

Q. Okay. So roughly you've got maybe f o u r percent 

outstanding? 

STEVEN T. BRENNER, CCR 
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A. Exactly, j u s t r i g h t a t four percent, yes. 

Q. And the other 96 percent i s already 

v o l u n t a r i l y — 

A. Yes. 

Q. — committed? Okay. 

FURTHER EXAMINATION 

BY MR. CARROLL: 

Q. I s i t your normal business p r a c t i c e , when you 

receive a l e t t e r back saying, Well, through c o n t r a c t u a l 

arrangements these are the a c t u a l owners, t h a t you ask f o r 

the contract? 

A. Yes, we d i d , and we would have l i k e d t o have seen 

more. I'm not going t o lay i t o f f on any other company, 

but t h e i r records were p r e t t y s p o t t y also on who owned 

what, and I've got a f e e l i n g t h a t i s probably why Texaco i s 

going t o d e c l i n e t o p a r t i c i p a t e . That's what they've 

i n d i c a t e d , they don't f e e l comfortable w i t h t h e i r t i t l e 

t h e r e . 

Our t i t l e o pinion, as you have t h e r e , shows Read 

and Stevens t o own the i n t e r e s t . 

Q. I s t h a t — This Hackberry H i l l s U n i t Agreement 

t h a t ' s r e f e r r e d t o i n the Read and Stevens l e t t e r , d i d you 

receive a copy of that? 

A. Yes, s i r . 

Q. And under t h a t — 

STEVEN T. BRENNER, CCR 
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A. And i t i s terminated except — 

Q. — i t s t a t e s the ownership? 

A. — as t o a l l acreage other than the 320, not t h i s 

one, i t i s terminated. 

Q. W i l l you repeat t h a t , please? 

A. The Hackberry H i l l s U n i t Agreement i s terminated, 

except as t o a 320 i n the area, but not t h i s one. So i t 

does not a f f e c t t h i s acreage. So i t does not a f f e c t t h i s 

acreage. 

EXAMINER CATANACH: I have no f u r t h e r questions 

of t h i s witness. 

JOHN OUALLS, 

the witness h e r e i n , having been p r e v i o u s l y duly sworn upon 

h i s oath, was examined and t e s t i f i e d as f o l l o w s : 

DIRECT EXAMINATION 

BY MR. BRUCE: 

Q. Mr. Quails, w i l l you i d e n t i f y E x h i b i t 6 f o r the 

Examiner and discuss i t s contents? 

A. Yes, s i r . Again, E x h i b i t 6 i s a s t r u c t u r e map on 

a scale of 1 t o 2000. The contour i n t e r v a l i s 100 f e e t . 

Again, i t ' s mapped on the top of the lower Morrow. You can 

see on the type l o g , which i s E x h i b i t 7, shaded i n gray, or 

brown. 

Our acreage i s s t i p p l e d . The south h a l f of 

Section 22 i s where we're d r i l l i n g the w e l l . Again, the 

STEVEN T. BRENNER, CCR 
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red i s the Morrow producers i n the area, and the yel l o w i s 

the i n d u s t r y l o c a t i o n s . 

Q. These l o c a t i o n s , are they mainly deep w e l l s or 

shallow wells? 

A. Deep w e l l s , mainly. 

Q. And does t h i s map also contain p r o d u c t i o n data on 

the Morrow w e l l s i n the area? 

A. Yes, s i r . Right next t o the producers i n red 

y o u ' l l see a top number and then a number below t h a t . 

That's gas i n BCF and o i l i n thousand b a r r e l s . 

Q. The immediately o f f s e t t i n g w e l l s are 

noncommercial or maybe marginal a t best? 

A. Yes, s i r . 

Q. I n the Morrow? 

A. Yes, s i r . 

Q. Why don't you r e f e r t o E x h i b i t 7, i d e n t i f y t h a t 

f o r the Examiner, and discuss the main zone of i n t e r e s t i n 

t h i s w e l l . 

A. E x h i b i t 7 i s a type l o g , which i s i n Section 28, 

southwest of where we're d r i l l i n g our w e l l . 

You can see i t s t a r t s w i t h the Morrow e l a s t i c s a t 

the top. Again, we map i t on — The s t r u c t u r e map i s down 

on the lower Morrow, which i s shaded i n brown. 

The main zone t h a t we're lo o k i n g f o r i s Zone C. 

Q. Okay. Why don't you move on t o your E x h i b i t 8 

STEVEN T. BRENNER, CCR 
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and discuss t h a t zone i n a l i t t l e more d e t a i l ? 

A. E x h i b i t 8 i s an isopach map. Again, i t ' s drawn 

on the net clean sand o f f the gamma ray. The type l o g 

again you can see, Section 28. Ours i s the r e i n Section 

22. We want t o t r y and stay i n s i d e the yellow, around 20 

f e e t , the net sand, t o make a w e l l . 

Q. Now, t h i s unorthodox l o c a t i o n t h a t was approved 

by the D i v i s i o n , was t h a t based on geology or other 

f a c t o r s ? 

A. I t ' s based on topographic mainly. There were 

some problems out there. There was a few l i t t l e h i l l s . 

I t ' s hard t o get the r i g i n there. You have t o k i n d of cut 

i n t o the side of the h i l l . The BLM wanted t o move i t . 

Q. Okay, so the BLM req u i r e d t h a t the w e l l be moved 

from an orthodox location? 

A. Right. 

Q. I s i t f a i r t o say, based on t h i s map, t h a t 

p r o d u c t i o n from the Morrow i s e r r a t i c i n t h i s area? 

A. Very e r r a t i c . 

Q. Based on t h a t e r r a t i c nature of the Morrow and 

the poor r e s u l t s i n some o f f s e t t i n g w e l l s , do you b e l i e v e 

the maximum penalty i s j u s t i f i e d i n t h i s case i f any p a r t y 

goes nonconsent? 

A. Yes, s i r . 

Q. Cost plus 200 percent? 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



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 

17 

A. Yes, s i r . 

Q. One t h i n g on E x h i b i t 6, Mr. Quails, I t h i n k I 

misled you th e r e . These yellow i n d u s t r y l o c a t i o n s , are 

those p r i m a r i l y Delaware w e l l s t h a t you're l o o k i n g at? 

A. Yes, s i r . 

Q. Okay. And these maps were prepared by Curt 

Anderson, a g e o l o g i s t f o r Chi; i s t h a t c o r r e c t ? 

A. Right. 

Q. And have you reviewed the data t h a t p o i n t e d t o 

these maps and do you agree w i t h t h e i r i n t e r p r e t a t i o n s ? 

A. Yes. 

Q. I n your opinion, i s the g r a n t i n g of Louis 

Dreyfus' A p p l i c a t i o n i n the i n t e r e s t s of conservation and 

the prevention of waste? 

A. Yes, s i r . 

MR. BRUCE: Mr. Examiner, I would move the 

admission of E x h i b i t s 6 through 8. 

EXAMINER CATANACH: E x h i b i t s 6 through 8 w i l l be 

admitted as evidence. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Quails, the t a r g e t zone i s the C zone? 

A. Yes, s i r . 

Q. Okay. That's i d e n t i f i e d on E x h i b i t Number 7 as 

the lower zone, colored i n a peach color? 
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A. Yes, s i r , t h a t ' s i t . 

Q. Okay. I t looks l i k e -- I s there any p o t e n t i a l 

f o r the upper p a r t , f o r the upper or middle — I s t h a t 

middle Morrow? 

A. Yeah, there i s some p o t e n t i a l f o r i t . I t doesn't 

produce i n the area t h a t much t h a t I know o f , but t h e r e i s 

p o t e n t i a l . We could h i t something, get something t h e r e . 

Q. This p a r t i c u l a r w e l l , the type l o g , i s producing 

from t h a t middle i n t e r v a l ? 

A. No, i t ' s producing from the lower. 

Q. Okay. So most of these w e l l s i n t h i s area, are 

they producing from t h a t C zone? 

A. Yes, s i r . That's 9 0 percent of the p r o d u c t i o n i n 

the area, i s from the C zone. 

Q. Okay. You stat e d t h a t the o f f s e t w e l l s are 

p r e t t y marginal. Are these f a i r l y o l d w e l l s , or what's the 

vint a g e on these wells? 

A. Most of them are o l d . I don't have the exact 

dates on them, but they've been d r i l l e d i n the l a s t t e n or 

f i f t e e n years, t o my knowledge. 

Q. Some of these w e l l s t h a t you have mapped i n the 

red c i r c l e s , they're not included i n t h i s p a r t i c u l a r pay 

sand t h a t you're looking at? Like i n Section 17, those 

w e l l s aren't i n t h i s p a r t i c u l a r sandbody? 

A. Yeah, they produced out of t h i s p a r t i c u l a r sand, 
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the Morrow, lower Morrow. 

Q. Did you s t a t e t h a t you thought you needed a t 

l e a s t — what? Twenty f e e t of pay? 

A. That's what we're t h i n k i n g , the way the t h i n g 

maps out, around 2 0 f e e t t o produce, 2 0 f e e t of good sand. 

Q. Did you give a r i s k recommendation on t h i s ? 

A. This i s high r i s k , maximum r i s k . 

Q. I see some dry holes t o the east of your 

l o c a t i o n . Were any of those Morrow penetrations? 

A. The one there i n Section 23 was d r i l l e d . I t ' s a 

Cisco/Canyon w e l l . I t d r i l l e d i n t o the Strawn around 

10,200 f e e t . I t ' s producing i n the Cisco/Canyon a t t h i s 

time. I t h i n k they've plugged i t by now, though. I t d i d 

not go t o the Morrow. 

Q. Okay. Section 14 or 26, those d i d n ' t go t o the 

Morrow? 

A. No, s i r . 

Q. Okay. 

A. Section 14 was a dry hole. 

Q. Why do you t h i n k t h a t t h i s i s maximum r i s k ? 

Because of the o f f s e t production or — 

A. Yeah, i t ' s very e r r a t i c i n th e r e . You have t o 

f i n d a good, clean sand i n order t o make a good producer, 

and — t a k i n g a shot a t i t . 

Q. I s there any uphole p o t e n t i a l a t t h i s l o c a t i o n ? 
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A. Possibly. We're looking a t the Delaware. There 

could be some Delaware production i n t h e r e . H o p e f u l l y 

w e ' l l get some shows i n i t . 

Q. I s t h a t about i t ? 

A. Yes, s i r . 

EXAMINER CATANACH: I have nothing f u r t h e r of 

t h i s witness, Mr. Bruce. 

MR. BRUCE: I have nothing f u r t h e r . 

EXAMINER CATANACH: Okay, there being n o t h i n g 

f u r t h e r i n t h i s case, Case 11,858 w i l l be taken under 

advisement. 

(Thereupon, these proceedings were concluded a t 

8:56 a.m.) 

* * * 
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