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TOWNSHIP 18 SOUTH, RANGE 30 EAST, NMPM 
Section 24: SE/4 

(aa) EXTEND the North Shugart-Morrow Gas Pool in Eddy County, New Mexico to include: 

TOWNSHIP 18 SOUTH, RANGE 31 EAST, NMPM 
Section 6: E/2 

(bb) EXTEND the Turkey Track-Morrow Gas Pool in Eddy County, New Mexico to include: 

TOWNSHIP 19 SOUTH, RANGE 29 EAST, NMPM 
Section 12: N/2 

(cc) EXTEND the Willow Lake-Bone Spring Pool in Eddy County, New Mexico to include: 

TOWNSHIP 24 SOUTH, RANGE 28 EAST, NMPM 
Section 26: W/2 

IN THE ABSENCE OF OBJECTION, THIS CASE WILL BE TAKEN UNDER ADVISEMENT. 
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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 HARVEY E. YATES COMPANY 
FOR COMPULSORY POOLING, EDDY COUNTY, 
NEW MEXICO 

CASE NO. 1 2 , 5 7 0 

ORIGINAL 

ro 
XT 

REPORTER'S TRANSCRIPT OF PROCEEDINGS 

EXAMINER HEARING 

BEFORE: DAVID R. CATANACH, Hearing Examiner 

January 11th, 2001 
-q 

Santa Fe, New Mexico xr 

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 January 11th, 2001, a t the 

New Mexico Energy, Minerals and Nat u r a l 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 t he State of New Mexico. 

* * * 
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E X H I B I T S 

Ap p l i c a n t • s I d e n t i f i e d Admitted 

E x h i b i t 1 7 11 
E x h i b i t 2 7 11 
E x h i b i t 3 9 11 

E x h i b i t 4 9 11 
E x h i b i t 5 10 11 
E x h i b i t 6 18 27 

E x h i b i t 7 20 27 
E x h i b i t 8 20 27 
E x h i b i t 9 21 27 

E x h i b i t 10 22 27 
E x h i b i t 11 24 27 

* * * 

A P P E A R A N C E S 

FOR THE APPLICANT: 

HOLLAND & HART, CAMPBELL & CARR, P.A. 
Sui t e 1 - 110 N. Guadalupe 
P.O. Box 2208 
Santa Fe, New Mexico 87504-2208 
By: MICHAEL H. FELDEWERT 

FOR OXY USA, INC. and EOG RESOURCES, INC.: 

KELLAHIN & KELLAHIN 
117 N. Guadalupe 
P.O. Box 2265 
Santa Fe, New Mexico 87504-2265 
By: W. THOMAS KELLAHIN 

ALSO PRESENT: 
• 

MICHAEL E. STOGNER , NMOCD Hearing Examiner 

* * * 
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WHEREUPON, the f o l l o w i n g proceedings were had a t 

8:20 a.m.: 

EXAMINER CATANACH: C a l l the hearing t o order 

t h i s morning f o r Docket Number 1-01. I w i l l c a l l the 

continuances and dismissals f i r s t . 

(Off the record) 

EXAMINER CATANACH: And w e ' l l proceed a l i t t l e 

b i t out of order. The two Ocean cases and the Yates case 

w i l l be consolidated and heard a t the end o f today's 

docket. 

And a t t h i s time we w i l l c a l l f i r s t case, Number 

12,570, the A p p l i c a t i o n of Harvey E. Yates Company f o r 

compulsory p o o l i n g , Eddy County, New Mexico. 

C a l l f o r appearances i n t h i s case. 

MR. FELDEWERT: Michael Feldewert w i t h t he law 

f i r m of Holland and Hart and Campbell and Carr f o r the 

Ap p l i c a n t i n t h i s case, Harvey E. Yates Company, and I have 

two witnesses. 

EXAMINER CATANACH: Any a d d i t i o n a l appearances? 

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

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

on behalf of OXY USA, Inc. and EOG Resources, I n c . 

EXAMINER CATANACH: W i l l the two witnesses please 

stand t o be sworn in? 

(Thereupon, the witnesses were sworn.), 

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

the witness h e r e i n , a f t e r having been f i r s t d u l y 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. FELDEWERT: 

Q. Mr. Dyer, would you please s t a t e your f u l l name 

f o r t h e record? 

A. Vernon Duane Dyer. 

Q. And where do you reside? 

A. Roswell, New Mexico. 

Q. And by whom are you employed, and what i s your 

c u r r e n t p o s i t i o n ? 

A. Harvey E. Yates Company, I'm the land manager. 

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

D i v i s i o n ? 

A. Yes, I have. 

Q. At the time of t h a t testimony, were your 

c r e d e n t i a l s as an expert i n petroleum land matters accepted 

and made a matter of p u b l i c record? 

A. Yes, they were. 

Q. And 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 t h a t ' s 

been f i l e d i n t h i s case? 

A. Yes, I am. 

Q. And are you f a m i l i a r w i t h the s t a t u s of the lands 

i n t he su b j e c t area? 

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

MR. FELDEWERT: Mr. Examiner, I would tender Mr. 

Dyer as an expert witness i n petroleum land matters. 

EXAMINER CATANACH: Mr. Dyer i s so q u a l i f i e d . 

Q. (By Mr. Feldewert) Mr. Dyer, would you please 

b r i e f l y t e l l t he Examiner what Heyco seeks w i t h t h i s 

A p p l i c a t i o n ? 

A. Heyco i s seeking an order p o o l i n g a l l the 

minerals from the surface t o the base of the Morrow 

fo r m a t i o n i n the south h a l f of Section 31, Township 17 

South, 31 East, and i n the f o l l o w i n g manner: 

The south h a l f of a l l formations or pools t o be 

developed on a 320 spacing, which has already been set i n 

some of the pools i n the area t h e r e ; 

The southeast quarter f o r a l l formations or pools 

developed on a 160 spacing; 

The south h a l f of the southeast q u a r t e r f o r a l l 

formations or pools developed on 80-acre spacing; 

And on the southeast of the southeast q u a r t e r f o r 

a l l formations or pools developed on 40-acre spacing; 

again, t h e r e i s about f i v e or s i x pools already designated 

t h a t i n the area. 

And we'd l i k e t o dedicate the Power "31" Fed Com 

Well Number 1 t o be d r i l l e d a t a standard l o c a t i o n a t 660 

from t h e south and east l i n e of Section 31. 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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Q. Okay, and why don't you i d e n t i f y and review f o r 

the Examiner Heyco E x h i b i t Number 1? 

A. Heyco E x h i b i t 1 i s the land map w i t h the red 

o u t l i n e i n Section 31 showing the 320-acre p r o r a t i o n u n i t , 

the y e l l o w i s the — colored i n yellow, and also we have 

the red dot i n d i c a t i n g the l o c a t i o n of the w e l l . 

Q. And what i s the s t a t u s of the acreage i n the 

south h a l f of Section 31? 

A. I t i s a l l f e d e r a l acreage under lease. 

Q. And what i s the primary o b j e c t i v e of your 

proposed w e l l ? 

A. I t ' s a Morrow t a r g e t , lower Morrow. 

Q. Okay, why don't you now t u r n t o Heyco E x h i b i t 

Number 2, i d e n t i f y i t and review i t f o r the Examiner? 

A. Heyco E x h i b i t Number 2 i s an ownership breakdown 

showing the owners i n the land, or i n the 32 0 acres, and 

t h e i r percentage of working i n t e r e s t w i t h i n t h a t u n i t . And 

i t would be the same a l l the way through, because they've 

signed an o p e r a t i n g agreement. 

Q. What percentage of the working i n t e r e s t i s 

v o l u n t a r i l y committed t o t h i s w ell? 

A. Approximately 3 5 percent have already signed the 

o p e r a t i n g agreement and i s ready t o go. 

Q. Okay, so how many i n t e r e s t owners, then, on t h i s 

E x h i b i t Number 2 are subject t o t h i s p o o l i n g A p p l i c a t i o n ? 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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A. Well, a c t u a l l y there's f i v e s u b j e c t t o the 

p o o l i n g order. 

Q. Okay, why don't you i d e n t i f y them f o r the 

Examiner? 

A. Okay, i t ' s — Counting down from the t o p , i t ' s 

the seventh one, Yates McMinn D r i l l i n g Venture 1984-2. I'm 

s o r r y the one above i t , Yates Energy also , Yates Energy 

Corporation. And down a t the very l a s t two, EOG Resources, 

In c . , and Devon Energy Production Company. And then on the 

EOG we also have B u r l i n g t o n Resources i n v o l v e d . 

Q. Okay. Now, why d i d you have B u r l i n g t o n Resources 

involved? 

A. Because of p u b l i c record, e v e r y t h i n g i s i n 

ownership of B u r l i n g t o n Resources, and when we n o t i f i e d 

B u r l i n g t o n and sent everything t o them, they n o t i f i e d us a t 

t h a t time t h a t they had s o l d i t t o EOG, and then e v e r y t h i n g 

was t r a n s f e r r e d t o EOG. But there has been not h i n g placed 

of record showing the t r a n s f e r of ownership — of p u b l i c 

r e c o r d , t r a n s f e r r i n g the ownership from B u r l i n g t o n t o EOG. 

Q. Did you give n o t i c e t o both EOG and B u r l i n g t o n ? 

A. Yes, we d i d . 

Q. Okay. Are there any owners here t h a t you have 

been unable t o locate? 

A. No, we have found and t a l k e d t o a l l the owners 

i n v o l v e d . 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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Q. Okay. Why don't you b r i e f l y summarize f o r the 

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

i n t e r e s t owners shown on E x h i b i t Number 2? 

A. The f i r s t t h i n g we d i d was send w r i t t e n contact 

dated October the 20th of 2000. We sent l e t t e r s t o a l l of 

the working i n t e r e s t owners, and then we have c a l l e d and 

t a l k e d t o the people p e r s o n a l l y , i n person. And a c t u a l l y , 

we have reached a v e r b a l agreement w i t h a l l of the people 

we have l i s t e d i n the f o r c e p o o l i n g , but we do not have 

w r i t t e n agreements or signed agreements from them a t t h i s 

time. 

Q. Mr. Dyer, i n your o p i n i o n have you made a good-

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

i n t e r e s t owners shown on E x h i b i t 2? 

A. Yes, we have. 

Q. Okay. Why don't you i d e n t i f y and review f o r the 

Examiner what's been marked as Heyco E x h i b i t Number 3? 

A. E x h i b i t Number 3 i s the o r i g i n a l l e t t e r we sent 

t o a l l the p a r t i e s , o f f e r i n g them the r i g h t t o j o i n — or 

proposing the w e l l , w i t h an AFE attached, and we i n v i t e d 

them t o p a r t i c i p a t e i n the w e l l or t o farm out t o us a t 

t h a t p o i n t . 

Q. Okay, and would you i d e n t i f y and review f o r the 

Examiner Heyco E x h i b i t Number 4? 

A. Number 4 i s the AFE t h a t we f u r n i s h e d w i t h the 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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l e t t e r t o a l l the partners a t the time, showing the dryhole 

cost and the completion cost estimates, and i t was prepared 

by our o f f i c e and sent t o a l l the p a r t n e r s , p o t e n t i a l 

p a r t n e r s . 

Q. Has Heyco d r i l l e d other Morrow w e l l s i n the 

immediate area? 

A. Yes, we have. 

Q. And are the costs t h a t are shown on E x h i b i t 

Number 4 i n l i n e w i t h what has been charged r e c e n t l y by 

Heyco and other operators i n the area f o r s i m i l a r wells? 

A. Yes, i t i s . 

Q. I s Heyco E x h i b i t Number 5 an a f f i d a v i t w i t h the 

attached l e t t e r s g i v i n g n o t i c e of t h i s hearing? 

A. Yes, i t i s . 

Q. Mr. Dyer, have you made an estimate of the 

overhead and a d m i n i s t r a t i v e costs w h i l e d r i l l i n g t h i s w e l l 

and al s o w h i l e producing t h i s w e l l i f i t i s successful? 

A. Yes, we have. I t ' s $7000 per month d r i l l i n g and 

$700 per month producing. And so f a r , everybody t h a t has 

signed the operating agreement has agreed t o i t , and the 

p a r t i e s t h a t we have verbal agreements from have the 

op e r a t i n g agreement i n hand, and they have not made any 

o b j e c t i o n t o i t . 

Q. Do you recommend t h a t these f i g u r e s be 

inc o r p o r a t e d i n t o any order t h a t r e s u l t s from t h i s hearing? 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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A. Yes, I do. 

Q. Now, you mentioned t h a t there's a JOA t h a t has 

been executed by some i n t e r e s t owners f o r t h i s property? 

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

Q. Okay. Are there COPAS g u i d e l i n e s t h a t are 

attached t o t h a t JOA? 

A. Yes, the r e i s . 

Q. Do you request t h a t the overhead f i g u r e s approved 

by the D i v i s i o n be subject t o adjustment i n accordance w i t h 

the COPAS g u i d e l i n e s a p p l i c a b l e t o other i n t e r e s t owners i n 

the w e l l ? 

A. Yes, we do. 

Q. And does Harvey E. Yates Company seek t o be 

designated the operator of the proposed w e l l ? 

A. Yes, we do. 

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

you or compiled under your d i r e c t i o n and supervision? 

A. Yes, they were. 

MR. FELDEWERT: Mr. Examiner, a t t h i s time I 

would then move the admission i n t o evidence of Heyco 

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. 

MR. FELDEWERT: I have no f u r t h e r questions. 

EXAMINER CATANACH: Mr. K e l l a h i n , do you have any 

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

MR. KELLAHIN: No, Mr. Examiner, I do not. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Dyer, your advertisement f o r t h i s case does 

i n c l u d e a p r o v i s i o n f o r 80-acre spacing, f o r an 80-acre 

p r o r a t i o n u n i t . Do you know i f there's any 80-acre pools 

i n t h i s area? 

A. No, I do not. I do not know of any. 

EXAMINER CATANACH: Okay. Unless you want t o 

r e a d v e r t i s e , I t h i n k w e ' l l probably have t o leave the 80-

acre p o o l i n g clause out of the order, Mr. Feldewert. 

MR. FELDEWERT: Let's do t h a t . 

Q. (By Examiner Catanach) Did you say t h a t t h e r e 

were f i v e p a r t i e s t h a t had not agreed yet? I thought you 

sa i d t h e r e were f i v e , but then you only — 

A. Yes. 

Q. — named f o u r . 

A. Well, the other one being — the f o u r I named 

t h e r e , p l u s the EOG Resources was one, but B u r l i n g t o n slash 

i s a l s o i n t h e r e because they're the ones of record, 

although we have not — For some reason, I don't know why 

i t would ever be, t h a t i t doesn't — the EOG deal f a l l s 

through now, and i t goes through, we'd s t i l l l i k e t o go 

ahead. 

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

A. But we've got a v e r b a l agreement w i t h EOG, and 

they've assured us t h a t they've purchased i t , B u r l i n g t o n 

has assured us t h a t they've purchased i t , but s t i l l of 

r e c ord, i n a l l the p u b l i c record, B u r l i n g t o n i s the owner. 

And we n o t i f i e d B u r l i n g t o n of the hearing a l s o . 

Q. And when d i d you f i r s t contact EOG about the 

s i t u a t i o n ? 

A. Well, as soon as we sent the l e t t e r s out i n 

October we got a c a l l from B u r l i n g t o n , and they s a i d they 

thought they'd s o l d i t t o EOG. And a t t h a t time we s a i d , 

w e l l , how can we check? So i t was i n t h a t same month, 

before the end of the month — 

Q. Oh, okay. 

A. — because we turned around and c a l l e d Pat Tower 

w i t h EOG a t t h a t time and advised him of what the s i t u a t i o n 

was. 

Q. Okay, so they've been in v o l v e d a l l along? 

A. Yes. 

Q. Okay. So Yates Energy, Yates McMinn D r i l l i n g , 

EOG and Devon have not committed i n w r i t i n g t o the — 

A. I n w r i t i n g , yes. They've a l l committed 

v e r b a l l y — 

Q. Okay. 

A. — but not i n w r i t i n g . 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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Q. And the other i n t e r e s t owners t h a t you have 

l i s t e d here have a l l signed the JOA? 

A. Yes, they have a l l signed the JOA and the AFE. 

Q. With the $7000 overhead charges i n t h a t JOA? 

A. Yes, s i r . 

EXAMINER CATANACH: Do you have any questions? 

MR. STOGNER: Yes, s i r , Mr. Examiner, I have a 

question. 

EXAMINATION 

BY MR. STOGNER: 

Q. Do you know the r e l a t i o n s h i p between the Yates 

McMinn, L t d . , and the Jalapeno Corporation? 

A. Yes, s i r . Jalapeno Corporation i s Harvey E. 

Yates, J r . And then Yates McMinn i s Harvey Yates, J r . , 

plus one of the McMinns t h a t has passed away, and t h a t i t 

i s i n a t r u s t now, and Harvey i s the t r u s t e e of the Yates 

McMinn T r u s t , the l i m i t e d p a r t n e r s h i p t h e r e . So t h a t ' s the 

r e l a t i o n s h i p . 

Q. Okay, but the Jalapeno Corporation, which i s 

Harvey . E. Yates, J r . — 

A. Jun i o r . 

Q. — has signed? 

A. He has signed t h a t . He j u s t has not signed the 

Yates McMinn because he was dea l i n g w i t h the — because 

he's being Harvey. He j u s t — We are n e g o t i a t i n g w i t h him, 

STEVEN T. 
(505) 

BRENNER, CCR 
989-9317 
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and we have made an agreement w i t h him. But as i n the 

past, we've made agreements w i t h him and he's never signed 

anything, so we have t o do t h i s . 

Q. Okay. Because I n o t i c e t h a t the same address was 

used f o r both — 

A. Yes. 

Q. — m a i l i n g s . 

A. Yes, he i s the t r u s t e e f o r the Yates McMinn 

D r i l l i n g Fund. 

EXAMINER STOGNER: Okay. No other questions of 

Mr. Dyer. 

FURTHER EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Dyer, the overhead r a t e s t h a t you've proposed 

seem a l i t t l e b i t high. Are you c u r r e n t l y using those i n 

t h i s area or other areas? 

A. With the a c c e l e r a t i o n of some of the w e l l s i n 

t h e r e , i t has gone t o t h i s . The a c c e l e r a t i o n clause of 

every A p r i l , t h a t has gone t o t h a t r a t e . 

Q. Do you know of any other operators t h a t are using 

these rates? 

A. Devon now i s using higher. They i n h e r i t e d the 

s t u f f t h a t they got from Santa Fe Corporation, Santa Fe 

Energy, t h a t they moved i n t o t h e r e — 

Q. Uh-huh. 
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A. — i t would be Devon and Santa Fe Operating 

Company now. They have higher r a t e s . They're using as 

hig h as $8900, i s what they're proposing. And on some of 

them they're a c t u a l l y using them. That's what th e y ' r e 

charging us. 

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

questions. 

MR. FELDEWERT: Thank you. 

RAMON G. REYES. 

the witness h e r e i n , a f t e r having been f i r s t d u l y 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. FELDEWERT: 

Q. Mr. Reyes, would you please s t a t e your f u l l name 

and place of residence? 

A. My name i s Ramon Reyes, and I l i v e i n Roswell, 

New Mexico. 

Q. And by whom are you employed and i n what 

capacity? 

A. I'm employed by Harvey E. Yates Company, and I'm 

a g e o l o g i s t . 

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

D i v i s i o n or one of i t s Examiners as a petroleum g e o l o g i s t ? 

A. Yes, I have. 

Q. And were your c r e d e n t i a l s as a petroleum 
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g e o l o g i s t accepted and made a matter of p u b l i c record? 

A. Yes, they were. 

Q. And 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 t h a t ' s 

been f i l e d i n t h i s case? 

A. Yes, I am. 

Q. Have you made a t e c h n i c a l study of the area which 

i s t h e s u b j e c t of t h i s A p p l i c a t i o n ? 

A. Yes, I have. 

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

work w i t h the Examiner? 

A. Yes, I am. 

MR. FELDEWERT: Are the witness's q u a l i f i c a t i o n s 

acceptable? 

EXAMINER CATANACH: Mr. Reyes i s so q u a l i f i e d . 

Q. (By Mr. Feldewert) Mr. Reyes, has Harvey E. 

Yates Company d r i l l e d other Morrow w e l l s i n or around the 

area t h a t i s the subject of t h i s A p p l i c a t i o n ? 

A. Yes, we have. 

Q. And have you prepared e x h i b i t s f o r the 

p r e s e n t a t i o n i n t h i s case? 

A. Yes, I have. 

Q. Okay. What i s the primary t a r g e t f o r the 

proposed w e l l ? 

A. The proposed t a r g e t i s a lower Morrow sand w e l l 

t h a t we're proposing t o d r i l l . 
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Q. Do you have a secondary t a r g e t ? 

A. A middle Morrow and anything i n Bone Spring, 

anything up above t h a t as w e l l . 

Q. Okay, and why don't you t u r n t o Heyco E x h i b i t 

Number 4, i d e n t i f y i t and review i t f o r the Examiner, 

please? 

A. E x h i b i t — Which i s Number 4? 

Q. I'm s o r r y , Number — E x h i b i t Number 6. 

A. E x h i b i t Number 6, okay. E x h i b i t Number 6 i s on a 

pro d u c t i o n map. I t ' s j u s t a reference t o show Mr. Examiner 

what area we're t a l k i n g about and i d e n t i f y i n g a l l the w e l l s 

i n t he area. I t also has cumulative productions, also 

whether the w e l l s are a c t i v e or i n a c t i v e . And f o r 

s i m p l i c i t y a l l I'm showing are w e l l s t h a t have penetrated 

the Morrow, which i s our t a r g e t zone of i n t e r e s t t h a t we're 

t r y i n g t o d r i l l . 

Q. Okay. Now, your proposed w e l l , where i s t h a t i n 

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

A. Our proposed w e l l would be i n the n o r t h end of 

the f i e l d t h a t ' s c u r r e n t l y being developed. 

Q. Do you have much c o n t r o l t o the n o r t h of your 

proposed l o c a t i o n ? 

A. No, not — Some, l i m i t e d . The nearest w e l l s t o 

the n o r t h are roughly about a m i l e n o r t h of our proposed 

l o c a t i o n . 
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Q. Okay, and what i s — You show a w e l l up i n the 

northwest corner of the map, Odessa Natural? 

A. Right, t h a t ' s a w e l l t h a t was d r i l l e d down t o the 

Morrow and produced out of the middle Morrow s e c t i o n . I t 

has been i n a c t i v e since 1970. I t produced a combined t o t a l 

o f 104 m i l l i o n cubic f e e t of gas, which — I t ' s not a very 

good w e l l . 

There's also another w e l l t o the northeast i n 

Section 29 t h a t also was d r i l l e d t o — was produced out of 

the middle Morrow sand, also i n a c t i v e since 1998. I t only 

produced 23 m i l l i o n . 

There's also some other unsuccessful w e l l s i n the 

area, one i n p a r t i c u l a r i n Section 6, i n the northwest 

q u a r t e r . I t was d r i l l e d back i n the 1970s, i f I r e c a l l ; I 

have t o look a t my cross-section. 

Also most r e c e n t l y i n t h i s f i e l d , another dry 

hole i n Section 7, i n the B spot. Mewbourne d r i l l e d — was 

proposing, or d r i l l e d the w e l l w i t h the same t a r g e t zone 

t h a t we are c u r r e n t l y t r y i n g t o — hope t o d r i l l , and were 

unsuccessful. 

We also d r i l l e d another w e l l i n Section 4, which 

i s on t h e r i g h t side of the map. I t ' s c a l l e d the Hondo 4 

Federal Number 1. We production t e s t e d a t both the lower 

and t h e middle, i f I r e c a l l , and we were not suc c e s s f u l . 

They were wet and t i g h t . 
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Q. Why don't you t u r n now t o Heyco E x h i b i t Number 7, 

i d e n t i f y and review t h a t f o r the Examiner, please? 

A. E x h i b i t Number 7 i s — a l l i t i s i s a s t r u c t u r e 

map hung on the lower Morrow show marker, a marker t h a t we 

use i n house t o i d e n t i f y and d i f f e r e n t i a t e the d i f f e r e n t 

sands i n the area from the middle and the lower, and also 

showing j u s t the r e g i o n a l d i p of the area from the 

northwest t o southeast. And also t h i s i s a h o r i z o n t h a t 

was used t o hang the cross-sections t h a t w e ' l l be t a l k i n g 

about l a t e r on i n t h i s examination. 

Q. Okay, wy don't you t u r n t o Heyco E x h i b i t Number 

8, i d e n t i f y i t and review i t f o r the Examiner? 

A. E x h i b i t Number 8 i s an isopach map t h a t was done 

on t h e lower Morrow sand package, the d i f f e r e n t c o l o r a t i o n s 

showing where the t h i c k s are and where i t t h i n s out. The 

b r i g h t y e l l o w , k i n d o f , what you see i n the middle, i s the 

t h i c k e r p a r t of the channel, showing the — a north-south 

t r e n d on these channels. Hopefully, w i t h a l l t h i s recent 

a c t i v i t y we've been able t o b e t t e r i d e n t i f y and map t h i s 

map a l i t t l e b i t t o our l i k i n g , t o be able t o want t o 

o f f s e t i t t o a w e l l t o the n o r t h . 

Q. Has Heyco had any d i f f i c u l t y h i t t i n g t h i s lower 

Morrow sand i n t h i s area? 

A. Yes, we have. We d r i l l e d a w e l l i n Section 5, 

which i s r i g h t p r e t t y much i n the middle of t h i s map. 
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We're hoping t o f i n d the lower sand t h a t was found and 

produced t o the w e l l t o the south, which i s a Mewbourne 

w e l l , t h e Fren "8" Federal Number 1. We f e l t t h a t having a 

n o r t h o f f s e t t o i t would put us r i g h t i n the channel and 

h o p e f u l l y f i n d t h a t sand. 

We d i d d r i l l t h i s w e l l . We only found two f e e t 

t h a t were — t h a t c o r r e l a t e t o t h a t sand, but we were 

f o r t u n a t e enough t o f i n d the middle Morrow sand and are 

c u r r e n t l y producing from the middle Morrow sand. 

Q. Now, you're t a l k i n g about the w e l l t h a t ' s i n the 

gray w i t h a l i t t l e red "2" by i t i n Section 5? 

A. Correct. 

Q. Okay. 

A. I t ' s k i n d of a w e i r d - l o o k i n g map, but i f you look 

a t i t , i t ' s surrounded by w e l l s t h a t are c u r r e n t l y 

producing from t h i s lower sand, and then ours i s r i g h t i n 

the middle. And even then, w i t h t h a t much c o n t r o l , you're 

s t i l l capable of missing the channel a l t o g e t h e r . So 

i t ' s . . . 

Q. Okay. Now, the lower Morrow sand i s your primary 

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

A. Yes, i t i s . 

Q. Okay. Why don't you t u r n t o Heyco E x h i b i t Number 

9, i d e n t i f y t h a t and review i t f o r the Examiner? 

A. E x h i b i t Number 9 i s also an isopach map on the 
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middle Morrow sands. This i s our secondary o b j e c t i v e i n 

t h i s w e l l , i f we're lucky t o get i t . 

This map i s s o r t of on the o p t i m i s t i c side as f a r 

as on the northwest side, y o u ' l l see another t h i c k e n i n g 

channel going n o r t h and south. But t h a t ' s t h e r e because 

there's not r e a l l y a whole l o t of c o n t r o l over t h e r e . 

The only recent w e l l t h a t was d r i l l e d on t h i s 

west side was an EOG w e l l c a l l e d the S i b y l Number 1 i n 

Section 1. They found 22 f e e t of sand, but t hey're also 

producing i t from the lower as w e l l , so they've got a 

m u l t i - p a y on t h a t w e l l . And so t h a t k i n d of gives you the 

idea t h a t there's another channel on the west side of t h i s , 

and the t h i c k e r sands o f f t o the east. 

And r i g h t towards the middle you can see where 

we've not had a whole l o t of success l o o k i n g f o r t h a t 

middle Morrow sand. So t h i s i s going t o be more of a r i s k y 

o b j e c t i v e t o f i n d i n t h i s area. 

Q. Okay, why don't you t u r n now t o your f i r s t cross-

s e c t i o n , which has been marked as Heyco E x h i b i t Number 10? 

I f you can you i d e n t i f y t h a t and review t h a t f o r the 

Examiner. 

A. Okay. E x h i b i t 10 i s a c r o s s - s e c t i o n t h a t i s 

A-A1. I t goes from west t o east. I t has a broad cross-

s e c t i o n showing a l l the w e l l s i n the area, g i v i n g you a 

good i n d i c a t i o n of how these sands can be e a s i l y missed. 
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You can see i n the middle of a cro s s - s e c t i o n our Heyco 

Parker "5" 1, which i d e n t i f i e d i n t h i s lower Morrow map 

t h a t we only f i n d a couple f e e t of sand. 

And on e i t h e r side of t h i s w e l l y o u ' l l see the 

Pogo Shugart "6" Number 1 t h a t found a s i g n i f i c a n t amount 

of sand, and they're c u r r e n t l y producing out of i t , making 

roughly j u s t under 5 m i l l i o n a day. 

And then t o the east, on the other side of our 

l o c a t i o n , i s the Magnum "5" Federal Number 1, which also 

f i n d s about the same amount of sand and also i s c u r r e n t l y 

producing from t h a t i n t e r v a l , making 2 m i l l i o n a day. But 

I ' d l i k e t o p o i n t out t h a t i t ' s also making 500 b a r r e l s of 

water. These w e l l s t h a t have been d r i l l e d on the east side 

of t h i s f i e l d tend t o be t h i c k , and they are — you can 

f i n d them, and they are t h i c k and they're developed b e t t e r , 

but you als o run the r i s k of being wet and, a t times, 

t i g h t . 

The l a s t w e l l on the r i g h t , the Hondo "4" Federal 

Number 1, i s a w e l l t h a t we d r i l l e d back i n the middle 

1980s. We d i d f i n d those sands. They were t e s t e d , but 

w i t h o u t much success. We were f o r t u n a t e enough t o go up 

the hole and made a Bone Spring producer out of i t . 

On the other side of t h i s c r o s s - s e c t i o n would 

be — i n cros s - s e c t i o n A, the f i r s t w e l l i s t h a t S i b y l w e l l 

t h a t I t a l k e d about e a r l i e r . You can see t h a t they found 
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f o u r d i f f e r e n t sands, th r e e of them i n the middle p a r t of 

the s e c t i o n and the bottom — the lower sand. They've 

c u r r e n t l y p e r f o r a t e d a l l the zones, so we r e a l l y don't know 

which one of the sands are a c t u a l l y making a l l of the 

p r o d u c t i o n , i f not a l l of them. 

This was j u s t completed l a s t month, so there's 

not a whole l o t of p u b l i c i n f o r m a t i o n t o know e x a c t l y what 

a l l has been done i n t h i s w e l l . 

But t h i s cross-section A again j u s t shows you how 

e a s i l y these sands can be missed, even though you're 

surrounded by w e l l s w i t h s i g n i f i c a n t sands and good 

producers. 

Q. Okay, why don't you t u r n t o , then, Heyco E x h i b i t 

Number 11, i d e n t i f y t h a t and review i t f o r the Examiner, 

please. 

A. E x h i b i t 11 i s a B-B' cro s s - s e c t i o n . This one i s 

b u i l t going n o r t h t o south. I j u s t d i d t h i s t o show you 

what we're t a r g e t i n g f o r and how we f e e l t h a t a n o r t h 

l o c a t i o n t o t h i s Shugart w e l l t h a t was r e c e n t l y d r i l l e d by 

Pogo, we f e e l we have a good chance of p i c k i n g up t h a t 

sand. 

We j u s t f e e l t h a t i t ' s — I t th i c k e n s t o the 

n o r t h . We t h i n k i t ' s developing and g e t t i n g t h i c k e r by 

showing the isopach map, k i n d of i d e n t i f y i n g t h a t we've got 

a n i c e l a n d i n g area there t o be able t o — those sands, t o 
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develop t h e r e . 

And again showing the c o r r e l a t i o n , where the sand 

i s going from n o r t h t o south. The w e l l t o the r i g h t of 

Fren "8" Number 1, which i s r e a l l y the w e l l t h a t k i n d of 

s t a r t e d t h i s recent a c t i v i t y , found t h a t lower sand. 

They've already made a l i t t l e over a B. 

I b e l i e v e t h e i r main o b j e c t i v e i n d r i l l i n g t h i s 

w e l l was, they were d r i l l i n g f o r the middle Morrow sand, 

which you can see they picked up very l i t t l e of i t , and i t 

was — What's there i s r e a l d i r t y . 

Again, our Parker w e l l r i g h t next — or the Neste 

w e l l also was t r y i n g t o chase t h a t lower sand. They were 

f o r t u n a t e enough t o p i c k about 20 f e e t of i t and also were 

able t o f i n d a l i t t l e b i t of t h a t middle Morrow sand, and 

t h e y ' r e c u r r e n t l y producing out of both sands. 

And so t h i s t r e n d continues up, so t h a t ' s how we 

f e e l t h a t t h i s t r e n d has a north-south o r i e n t a t i o n , and we 

f e e l p r e t t y good about our l o c a t i o n . 

Now, the w e l l a t the very end, on the l e f t side 

of the l e f t side of the c r o s s - s e c t i o n , i s another w e l l we 

d r i l l e d t h a t ' s c a l l e d the Power Deep "32" Number 1. That 

was d r i l l e d also i n the e a r l y 1980s. 

At the time, the g e o l o g i s t t h a t was doing t h i s 

prospect f e l t t h a t they were out of the Morrow s e c t i o n i n t o 

t h e Miss, and f e l t t h a t they had gone deep enough. And 
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u n f o r t u n a t e l y , i t looked l i k e we could have gone another 

couple hundred f e e t t o r e a l l y know t h a t t h a t sand was 

t h e r e . But again, not having a l l those w e l l s c u r r e n t l y 

t h e r e t o help us i d e n t i f y the f i e l d a l i t t l e b i t b e t t e r , we 

f e l l s h o r t of doing t h a t . 

Q. Mr. Reyes, are you prepared t o make a 

recommendation t o the Examiner as t o the r i s k p e n a l t y t h a t 

should be assessed against the nonconsenting i n t e r e s t 

owners? 

A. Yes, I am. 

Q. And what i s that? 

A. 200 percent. 

Q. And upon what do you base t h i s 200-percent 

recommendation? 

A. Just the r i s k f a c t o r i n v o l v e d , j u s t the f a c t t h a t 

these are Morrow w e l l s , we're a t the edge of a f i e l d , we're 

extending the f i e l d , h o p e f u l l y . We could e a s i l y miss our 

main t a r g e t . We've proven t h a t by recent w e l l t h a t we've 

d r i l l e d i n the area. There's always again the water f a c t o r 

or the sand being t i g h t . 

I t ' s — Not having any r e a l good c o n t r o l t o the 

n o r t h and not having any very good, successful w e l l s t o the 

n o r t h , we seem t o t h i n k t h a t we're g e t t i n g close t o the 

edge of the r e s e r v o i r , and w i t h those recommendations i s 

how I f e e l about t h a t . 
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Q. So i n your opin i o n do you t h i n k there's a chance 

you could d r i l l a w e l l a t your proposed l o c a t i o n t h a t would 

not be a commercial success? 

A. Yes, I do. 

Q. And i n your o p i n i o n , w i l l g r a n t i n g t h i s 

A p p l i c a t i o n be i n the best i n t e r e s t s of conservation, the 

pre 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, I do. 

Q. How soon does Harvey E. Yates Company pl a n t o 

spud t h i s w e l l ? 

A. We are c u r r e n t l y d r i l l i n g the Bone Spring w e l l . 

We're a n t i c i p a t i n g t o be done by the end of t h i s month and 

hoping t o move t h i s r i g over t o t h i s l o c a t i o n , and so we 

have a p r e t t y s h o r t fuse on i t . So we're asking t h a t we 

get an expedited — a quick d e c i s i o n on t h i s because of our 

time frame. 

Q. Mr. Reyes, were E x h i b i t s 6 through 11 prepared by 

you or compiled under your d i r e c t i o n and supervision? 

A. Yes, they were. 

MR. FELDEWERT: Mr. Examiner, I would move i n t o 

evidence Heyco E x h i b i t s Number 6 through 11. 

EXAMINER CATANACH: E x h i b i t s 6 through 11 w i l l be 

admitted as evidence. 

MR. FELDEWERT: And t h a t ' s a l l the questions t h a t 
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I have a t t h i s time. 

EXAMINER CATANACH: Any questions, Mr. K e l l a h i n ? 

MR. KELLAHIN: No, s i r . 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. Reyes, do you have an estimate on how much 

sand you would need i n each of these zones t o make an 

economic w e l l ? 

A. I n t h i s p a r t i c u l a r f i e l d ? 

Q. Yeah, i n the lower. 

A. I n the lower? I know you can get as few as e i g h t 

or t e n f e e t and have a very productive w e l l , and you can 

also have as much as 50, 60 f e e t and have the opposite. 

Not n e c e s s a r i l y because i t ' s t h i c k does i t mean i t could be 

a b e t t e r w e l l . I t j u s t depends on the r e s e r v o i r rock and 

where you're s i t u a t e d i n the channel, and hope you get 

lucky. 

Q. Have you seen any water i n the middle section? 

A. I n the middle section? Not i n the immediate 

area. There i s some t o the east. But most of the problems 

we're having w i t h the water s i t u a t i o n , i t would be i n the 

lower. 

Q. Now, you said t h a t ' s mostly t o the east side of 

the f i e l d . Do you guys expect any water i n the lower 

section? 
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A. There's a good p o s s i b i l i t y because of t h i s recent 

w e l l t h a t was d r i l l e d by Gruy i n Section 5. I t had a 

g r e a t - l o o k i n g lower sand, i t looked great on the p o r o s i t y 

l o g , t h e r e s i s t i v i t y i n d i c a t e d t h a t i t was wet. And they 

went ahead and p e r f o r a t e d t h a t lower p a r t of t h a t sand, and 

i t ' s showing t h a t i t ' s making 2 m i l l i o n a day and also 

making 500 b a r r e l s of water, so there's always t h a t 

p o s s i b i l i t y . 

You want t o be s t r u c t u r a l l y higher, get above the 

water-gas contact. But again, there's not a whole l o t of 

d i p shown i n t h a t s t r u c t u r e map, you're not g a i n i n g a whole 

l o t of s t r u c t u r e . So there's always t h a t p o s s i b i l i t y . 

Q. On your E x h i b i t Number 9 f o r the middle Morrow 

s e c t i o n , I'm j u s t curious on what data you based t h a t 

b u i l d u p i n Section 31 where you show 40 f e e t of sand. Was 

t h e r e some data t o the n o r t h t h a t j u s t i f i e d t h a t ? 

A. No, s i r . I t ' s more of an o p t i m i s t i c map, you 

know, j u s t t r y i n g t o make i t look b e t t e r . There could be a 

p o s s i b i l i t y t h a t there's another channel going i n t h e r e ; 

t here's not any w e l l s there t o i n d i c a t e t h e r e wouldn't be. 

But t h a t i s a l i t t l e b i t o v e r - o p t i m i s t i c , and l i k e I 

i n d i c a t e d when I was t a l k i n g about t h i s , i t should have 

probably been a l i t t l e b i t t h i n n e r and make t h a t not look 

as good as i t obviously looks, because you would have 

thought you would d r i l l something on the n o r t h end of the 
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s e c t i o n . 

Q. Uh-huh. 

A. But t h a t ' s y e t t o be proven. 

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

This witness may be excused. 

Anything f u r t h e r , Mr. Feldewert? 

MR. FELDEWERT: No, Mr. Examiner, t h a t concludes 

our p r e s e n t a t i o n . 

EXAMINER CATANACH: I f there's nothing f u r t h e r , 

Case 12,570 w i l l be taken under advisement. 

(Thereupon, these proceedings were concluded a t 

9:00 a.m.) 
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