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WHEREUPON, the f o l l o w i n g proceedings were had at 

10:12 a.m.: 

CHAIRMAN WROTENBERY: Now we get t o Case Number 

12,698, t h a t ' s the A p p l i c a t i o n of Mewbourne O i l Company f o r 

compulsory p o o l i n g i n Eddy County. This case i s being 

heard de novo before the Commission upon the A p p l i c a t i o n of 

Harvey E. Yates Company and Jalapeno Corporation. 

We d i d have prehearing statements f i l e d by the 

p a r t i e s t o t h i s p a r t i c u l a r case. And Commissioners, I 

be l i e v e you got copies of t h a t before the hearing. 

And we are ready, I be l i e v e , t o c a l l f o r 

appearances a t t h i s p o i n t . 

MR. BRUCE: May i t please the Commission, my name 

i s Jim Bruce from Santa Fe. I'm repre s e n t i n g Mewbourne O i l 

Company, and I have three witnesses. 

MR. FELDEWERT: Madame Chairperson, members of 

the Commission, my name i s Michael Feldewert. I'm w i t h the 

law f i r m of Holland and Hart and Campbell and Carr here i n 

Santa Fe. I'm here representing Harvey E. Yates Company 

and Jalapeno Corporation. I have an opening statement and 

then I have one witness here today. 

You should have received our — l i k e we s a i d , our 

prehearing statement. And then I've also submitted t o you 

a set of e x h i b i t s , the f i r s t of which i s a type l o g . 

CHAIRMAN WROTENBERY: Okay, we might f i r s t ask 

STEVEN T. BRENNER, CCR 
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t h a t a l l of the witnesses who w i l l be t e s t i f y i n g here today 

stand and be sworn. 

(Thereupon, the witnesses were sworn.) 

CHAIRMAN WROTENBERY: Mr. Bruce, do you have an 

opening statement as well? 

MR. BRUCE: I r e a l l y don't have an opening 

statement. I f Mr. Feldewert would give h i s , I ' d j u s t 

reserve maybe 3 0 seconds t o respond. 

CHAIRMAN WROTENBERY: Mr. Feldewert? 

MR. FELDEWERT: I'm going t o s t i c k t h i s up here 

so everybody won't have t o p u l l out t h e i r type l o g . 

Mewbourne has — They've f i l e d an A p p l i c a t i o n i n 

t h i s case seeking t o pool p r o p e r t i e s f o r a Morrow w e l l . 

They have not proposed t o produce gas from any other 

form a t i o n , they have not proposed t o produce gas from any 

shallower zones. Indeed, what we attached as Attachment 1 

t o our prehearing statement was t h e i r request f o r an 

unorthodox w e l l l o c a t i o n , which was approved. And t h a t 

request was l i m i t e d t o production from the Burton F l a t -

Morrow Pool, and t h a t i s indeed what the D i v i s i o n granted, 

a u t h o r i t y f o r t h e i r unorthodox w e l l l o c a t i o n t o produce 

from the Burton Flat-Morrow Pool. 

Heyco does not ob j e c t t o Mewboume's request t o 

pool what i s necessary t o allow Mewbourne the o p p o r t u n i t y 

t o produce from the Burton Flat-Morrow Pool, which we 
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contend i s the a b i l i t y t o pool from what we c a l l t he base 

of the Wolfcamp formation, which i s depicted on our type 

l o g i n yellow, down t o the base of the Morrow f o r m a t i o n . 

That, we b e l i e v e , i s what they need t o have an o p p o r t u n i t y 

t o produce from the t a r g e t area f o r t h e i r w e l l . 

What we do have a concern about, and a problem 

w i t h t h e i r request, i s t h a t i t goes beyond what i s 

necessary f o r Mewbourne t o have t h e i r o p p o r t u n i t y t o 

e f f e c t u a t e t h e i r c o r r e l a t i v e r i g h t s . They've asked the 

Commission now, a t the outset of t h i s p r o j e c t , t o pool 

e v e r y t h i n g , t o pool m u l t i p l e zones from the base of the 

Yates a l l the way down t o the base of the Morrow. I n other 

words — the type l o g doesn't go q u i t e up t h a t f a r , but 

i t ' s b a s i c a l l y from the base of the Yates a l l the way down 

t o the base of the Morrow, r a t h e r than j u s t from the base 

of the Wolfcamp down t o the base of the Morrow. 

The problem w i t h t h a t approach i s t h a t what i t 

does i s , i t e f f e c t i v e l y prevents Heyco, i t e f f e c t i v e l y 

prevents Jalapeno, i t e f f e c t i v e l y prevents a l l the other 

working i n t e r e s t owners i n the southeast q u a r t e r of Section 

15, which i s where t h i s w e l l i s going t o be l o c a t e d , from 

proceeding w i t h t h e i r plans and t h e i r r i g h t t o develop 

these shallower o i l and gas reserves under the p r o p e r t y . 

And I'm t a l k i n g about the reserves above t h a t y ellow l i n e , 

reserves i n the Wolfcamp, the reserves i n the Delaware, the 
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other shallower reserves t h a t our witness i s going t o 

t e s t i f y about here today. 

I submit t o you t h a t t h e i r e f f o r t here t o , i n 

essence, t i e up these shallower zones, t h i s shallower 

acreage f o r t h e i r Morrow w e l l i s r e a l l y an improper, 

unnecessary use of our compulsory p o o l i n g proceedings, 

because compulsory p o o l i n g r e a l l y e x i s t s t o provide each 

working i n t e r e s t owner out t h e r e , no matter how b i g or how 

s m a l l , the o p p o r t u n i t y — i t provides a v e h i c l e t o them t o 

exercise t h e i r c o r r e l a t i v e r i g h t s . 

And indeed, i f you look a t the s t a t u t e — and i f 

I may approach, f o r the convenience of the Commissioners 

I've made copies of what I'm going t o r e f e r t o -- i f you 

look a t our compulsory p o o l i n g s t a t u t e , the f i r s t t h i n g you 

see i n Section A i s t h a t i t b a s i c a l l y repeats the 

d e f i n i t i o n of c o r r e l a t i v e r i g h t s , and I t h i n k t h a t ' s 

important t o keep i n mind here. 

The a c t u a l d e f i n i t i o n of c o r r e l a t i v e r i g h t s i s 

found i n the s t a t u t e on the f o u r t h page of what I've given 

you, i n Section 70-2-33.H, which i s on the l a s t page of 

what I've j u s t handed you. And y o u ' l l see by t h a t 

d e f i n i t i o n t h a t i t i s r e a l l y a l i m i t e d p r o p e r t y r i g h t . 

I t ' s n othing more than a reasonable o p p o r t u n i t y t o produce 

your f a i r share of the reserves i n a pool 

The s t a t u t e says t h a t c o r r e l a t i v e r i g h t s means 

STEVEN T. BRENNER, CCR 
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the o p p o r t u n i t y a f f o r d e d , so f a r as i t i s p r a c t i c a l t o do 

so, t o the owner of each property i n a pool t o produce 

w i t h o u t waste h i s j u s t and e q u i t a b l e share of the o i l or 

gas or both i n the pool. That i s the c o r r e l a t i v e r i g h t , 

the o p p o r t u n i t y t o produce your f a i r share of the reserves 

from a pool. 

And our — I should have handed t h i s out when I 

was up t h e r e , I apologize. I f I may approach again, our 

Supreme Court looked at t h i s d e f i n i t i o n i n the C o n t i n e n t a l 

case and r e a l l y r e i t e r a t e d or explained what t h i s p r o p e r t y 

r i g h t i s . 

And on page 818 of t h i s C o ntinental O i l Case, 373 

P. 2nd 809 a t page 818, they p o i n t out t h a t the L e g i s l a t u r e 

however has s t a t e d d e f i n i t i v e l y the elements contained i n 

t h i s — i n such r i g h t . They're t a l k i n g about t h i s p r o p e r t y 

r i g h t . I t i s not absolute or u n c o n d i t i o n a l . Summarizing 

i t , i t c o n s i s t s merely of an o p p o r t u n i t y t o produce, only 

i n s o f a r as i t i s p r a c t i c a l t o do so, w i t h o u t waste, a 

p r o p o r t i o n i n s o f a r as i t can p r a c t i c a l l y be determined and 

obtained w i t h o u t waste of the gas i n the po o l . 

So Mewbourne c e r t a i n l y has a r i g h t t o produce gas 

from the Burton Flat-Morrow Pool, and they have the v e h i c l e 

t o do t h a t w i t h our compulsory p o o l i n g s t a t u t e . 

And the Commission has authorized the use of 

p o l i c e powers of t h i s State t o pool -- or take, r e a l l y — 

STEVEN T. BRENNER, CCR 
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the p r o p e r t y r i g h t s of the other working i n t e r e s t owners i n 

t h i s p o o l , those of Heyco, Jalapeno, et cetera, pool them 

and allow Mewbourne t o pursue t h e i r endeavor, but, I submit 

t o you, only t o the extent based on what the law says 

necessary t o provide Mewbourne w i t h what they are e n t i t l e d 

t o , the o p p o r t u n i t y t o produce t h e i r f a i r share of the 

reserves, as the s t a t u t e says, i n a pool, which i n t h i s 

case i s the Burton Flats-Morrow Pool. That i s the 

designated t a r g e t of t h e i r w e l l , t h a t what they t o l d the 

Commission i n t h e i r unorthodox w e l l l o c a t i o n , t h a t i s what 

they've gotten approval f o r . 

But a t the same time, w h i l e the Commission i s 

accommodating the des i r e , the r i g h t s of Mewbourne t o pursue 

the o i l or gas i n t h i s pool, i t has t o keep i n mind the 

c o r r e l a t i v e r i g h t s of the other working i n t e r e s t owners i n 

the southeast quarter of Section 15. 

When you are e x e r c i s i n g t h i s r e g u l a t o r y t a k i n g s 

process, Mewboume's desire t o develop t h i s pool cannot go 

out and trump the r i g h t s of the working i n t e r e s t owners out 

the r e t o develop these shallower reserves, t o develop the 

reserves above and outside of the designated t a r g e t f o r 

Mewboume's w e l l . They have j u s t the same r i g h t as 

Mewbourne has t o go out and explore the reserves i n the o i l 

and gas pools i n the formations, i n these shallow — i n 

what I would c a l l the shallower formations, and what we are 

STEVEN T. BRENNER, CCR 
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t a l k i n g about here i s those above the base of the Wolfcamp. 

So I t h i n k you have t o — i n each case you get a 

compulsory p o o l i n g a p p l i c a t i o n , I t h i n k you have t o ensure, 

one, t h a t i t only goes so f a r as i s necessary t o provide 

the a p p l i c a n t w i t h the op p o r t u n i t y t o pursue t h e i r d r i l l i n g 

p r o j e c t , but at the same time look a t the other side and 

make sure t h a t i t does not impair unreasonably the 

c o r r e l a t i v e r i g h t s of the other working i n t e r e s t owners t o 

pursue other p r o j e c t s . 

The other t h i n g t h a t ' s important, and the reason 

I went through t h i s compulsory p o o l i n g e x p l a n a t i o n , t h i s 

c o r r e l a t i v e r i g h t s d e f i n i t i o n , i s because the compulsory 

p o o l i n g s t a t u t e does not s i t there as a mechanism f o r 

ensuring or shoring up the economics of a p r o j e c t . That's 

not i t s purpose. The economics of a p r o j e c t are d i c t a t e d 

or decided by the working i n t e r e s t owner who des i r e s t o 

explore a c e r t a i n pool. And a l l the compulsory p o o l i n g 

s t a t u t e does i s give them the v e h i c l e t o do t h a t . I t does 

not s i t there t o shore up the economics or improve the 

economics of t h e i r p r o j e c t . 

I t i s something t h a t j u s t — I t s i t s out t h e r e t o 

a f f o r d Mewbourne, i n t h i s case, and other working i n t e r e s t 

owners, the op p o r t u n i t y t o pursue what they b e l i e v e t o be 

or what may be an economical p r o j e c t . The compulsory 

p o o l i n g s t a t u t e i s not there t o do anything more than t h a t . 
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Now, the evidence t h a t we're going t o show you 

here today — I'm going t o c a l l Mr. Reyes t o the stand — 

he's a g e o l o g i s t — and he's going t o t e s t i f y t h a t p o o l i n g 

from the base of the Wolfcamp down t o the base of the 

Morrow i s a l l t h a t i s needed t o provide Mewbourne w i t h 

t h e i r o p p o r t u n i t y , t h e i r c o r r e l a t i v e r i g h t , t o proceed w i t h 

t h e i r d e s i r e t o explore the Burton Flat-Morrow Pool. 

Pooling a l l formations from the base of the Yates 

a l l the way down t o the base of the Morrow i s not necessary 

t o p r o t e c t t h e i r c o r r e l a t i v e r i g h t , and indeed I submit t o 

you i t impairs the c o r r e l a t i v e r i g h t s of the other working 

i n t e r e s t owners out there. 

We're also going t o demonstrate t h a t not only 

does Mewbourne have the opp o r t u n i t y w i t h a more l i m i t e d 

p o o l i n g order t o explore the Burton F l a t s Pool, but i t ends 

up they also have even a b a i l o u t zone i n the Strawn, i f you 

pool from the base of the Wolfcamp t o the base of the 

Morrow, roughly here. There's going t o be testimony on 

t h a t today. 

And f i n a l l y , we w i l l provide testimony t h a t a 

p o o l i n g order from the base of the Yates t o the base of the 

Morrow, as Mewbourne has requested here, w i l l i n d e f i n i t e l y 

delay Heyco's plans t o develop the shallower zones and 

thereby impair the c o r r e l a t i v e r i g h t s of Heyco, the 

c o r r e l a t i v e r i g h t s of Jalapeno, and the c o r r e l a t i v e r i g h t s 
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of a l l the other working i n t e r e s t owners i n the southeast 

q u a r t e r of Section 15. 

That's a l l I have. 

CHAIRMAN WROTENBERY: Thank you, Mr. Feldewert. 

Mr. Bruce? 

MR. BRUCE: Madame Chair, I ' l l probably be longer 

than I intended t o be, because of what Mr. Feldewert s a i d . 

I f I can approach, I've handed you a case which 

I ' l l get t o i n a minute. I ' d simply l i k e t o say t h a t i n 

t h i s case Mewbourne does seek t o f o r c e pool zones from the 

shallow depths down t o the base of the Morrow. I t has 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 

Heyco, Jalapeno and two other c o r p o r a t i o n s , both before and 

a f t e r the D i v i s i o n hearing on t h i s matter, and i t believes 

p o o l i n g i s proper. 

Now, t h i s proposed w e l l i s a reasonable prospect, 

otherwise we wouldn't be here. Mewbourne wants t o d r i l l 

the w e l l , they t h i n k they can make money doing i t , which i s 

why these o i l companies d r i l l these w e l l s . 

However, i n w e l l s , e s p e c i a l l y i n a l o t of these 

o l d e r producing areas, which has become a t a r g e t of 

d r i l l i n g ever since the Commission approved the i n f i l l 

d r i l l i n g , you need m u l t i p l e zones t o make the w e l l 

economic. We have an engineer here who w i l l t e s t i f y t o 

t h a t . 
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We w i l l also t e s t i f y t h a t although we are seeking 

two f o r c e - p o o l zones down t o the base of the Morrow, the 

uphole zones other than the Morrow are marginal. Now, they 

do help make the w e l l economic, but we need those zones. 

Period, end of s t o r y . 

As t o pooli n g only c e r t a i n l i m i t e d zones, I don't 

di s p u t e t h a t the Commission has the a u t h o r i t y t o do t h a t . 

The case I j u s t handed you, V i k i n g Petroleum versus the 

Commission, went up t o the Supreme Court. I n t h a t case, 

the p o s i t i o n s were f l i p p e d . Heyco i n t h a t case was seeking 

t o pool everything from the surface, I b e l i e v e , t o the base 

of the Ordovician. 

And V i k i n g said, No, no, no, you can't impose a 

penal t y or you shouldn't pool the zones above the base of 

the Abo, you should only f o r c e pool the deep zones. 

The Supreme Court i n t h i s case sai d t h a t the 

Commission has the d i s c r e t i o n t o do i t e i t h e r way, but 

since I've been here f o r 2 0 years and ever since t h i s case, 

i t has been D i v i s i o n p o l i c y t o — and Commission p o l i c y , t o 

fo r c e pool a l l the zones requested by the A p p l i c a n t . And 

the reason f o r t h a t I w i l l get t o i n a minute, some of the 

p r a c t i c a l reasons. 

I h i g h l i g h t e d a couple of t h i n g s on t h i s case, i n 

p a r t i c u l a r on page 2 where V i k i n g contended the pen a l t y 

should only apply t o the d r i l l i n g and completion cost being 
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c a r r i e d on behalf of V i k i n g below the base of the Abo 

forma t i o n . 

And then i f you t u r n t o page 5 of t h i s case, the 

reason f o r t h a t was — or the reason the Commission f o r c e 

pooled a l l zones i s because i t wasn't a j u s t i f i a b l e 

economic r i s k t o d r i l l a w e l l a t the proposed l o c a t i o n 

depending only upon Abo production. 

That's what we have today. What Heyco i s saying 

i s , You shouldn't force pool the Wolfcamp, because we want 

t o go t o the Wolfcamp a t some f u t u r e u n c e r t a i n date. 

A couple of t h i n g s about t h a t : Heyco has owned 

i t s i n t e r e s t i n t h i s h a l f s e c t i o n of land f o r 3 0 years. I t 

has — Since 1975 there has been no deep t e s t d r i l l e d on 

t h i s h a l f - s e c t i o n of land. Mewbourne comes forward w i t h a 

proposal, and Heyco seeks t o impair or impede d r i l l i n g a 

deeper w e l l . 

Secondly, what we w i l l be doing when d r i l l i n g 

t h i s Morrow w e l l — and the Morrow i s c l e a r l y the main pay 

i n t h i s area — i s , we w i l l be going through the Wolfcamp. 

We t h i n k i t ' s not proper i f we're going through the 

Wolfcamp not t o for c e pool t h a t zone, because what Heyco i s 

seeking, i n e f f e c t , w i l l be t o d r i l l a second w e l l on t h i s 

q u a r t e r s e c t i o n . We don't t h i n k t h a t ' s proper u n t i l we 

d r i l l t h i s w e l l and see what the Wolfcamp looks l i k e i n 

t h i s zone. Why t w i n the w e l l s when you don't need to? Why 
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have two w e l l s go t o the Wolfcamp when one may do? 

Now, the reasons f o r forc e p o o l i n g a l l zones, I 

t h i n k there's several of them. As I've j u s t mentioned, you 

need t o stack the zones t o make the w e l l economic, f i r s t 

and foremost. 

Second, i f the D i v i s i o n or the Commission only 

pools one or two zones at a time, we're going t o be back 

here on the same w e l l time a f t e r time a f t e r time, f o r c e 

p o o l i n g new zones. What w i l l happen i f t h a t ' s done? Well, 

as you w e l l know, the pool i n g process g e n e r a l l y takes 90 t o 

120 days. Every time somebody d r i l l s a w e l l and seeks t o 

f o r c e pool an uphole zone, you're going t o have t o w a i t f o r 

t h a t 90- or 12 0-day period t o recomplete, because you're 

going t o seek t o forc e pool the same i n t e r e s t owners i n a 

w e l l t h a t you've already d r i l l e d . We t h i n k t h a t ' s a waste 

of time and money. 

And f i n a l l y , we t h i n k there's a — j u s t a 

p r a c t i c a l aspect t o t h i s . I t gives the p a r t i e s who do not 

d e s i r e t o p a r t i c i p a t e i n a deep t e s t a f r e e look a t a l l 

uphole zones. They don't want t o spend any money, but they 

want a f r e e look a t the logs and a l l the uphole zones. We 

don't t h i n k t h a t ' s proper. 

We t h i n k a change i n the D i v i s i o n or the 

Commission p o l i c y w i l l have an adverse e f f e c t on d r i l l i n g , 

and i t w i l l penalize the i n t e r e s t owners who are w i l l i n g t o 
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r i s k t h e i r funds f o r d r i l l i n g a w e l l . 

The one f i n a l matter I would s t a t e i s t h a t the 

p o o l i n g s t a t u t e — i t ' s not a t a k i n g of p r o p e r t y . Whether 

before or a f t e r p o o l i n g , Jalapeno and Heyco w i l l own t h e i r 

leasehold i n t e r e s t s . What happens i s , i f they choose not 

t o j o i n i n the w e l l , they have a penalty on p r o d u c t i o n . 

I n a case — Now, t h i s i n v o l ved a j o i n t o p e rating 

agreement, not f o r c e p o o l i n g , but i t was Nearburg 

E x p l o r a t i o n Company versus Yates Petroleum Corporation. I n 

i n t e r p r e t i n g the penalty p r o v i s i o n i n a j o i n t o p e r a t i n g 

agreement, which i s s i m i l a r t o the penalty i n a f o r c e -

p o o l i n g s t a t u t e , they said t h i s i s — the nonconsent 

pen a l t y p r o v i s i o n i s not an unenforceable p e n a l t y , i t ' s not 

a t a k i n g of property. I t ' s simply the arrangement by which 

r i s k i s a t t r i b u t e d t o the working i n t e r e s t owners who 

d e s i r e t o pay f o r the w e l l . 

As I s a i d , we have three witnesses. We w i l l show 

evidence t h a t we need t o force pool a l l zones. I f Heyco 

doesn't want t o j o i n i n the w e l l , they don't have t o . But 

our p o s i t i o n i s , i t ' s a good r i s k , we're not t a k i n g 

anything from them, they w i l l get e v e n t u a l l y w e l l data t h a t 

might cause them t o d r i l l l a t e r on. They haven't f o r 25 

years, but maybe i n the f u t u r e they w i l l . 

As f a r as developing shallower zones, they can go 

ahead and develop most of the shallower zones. O i l zones 
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are only spaced on 40 acres. They can propose a number of 

o i l w e l l s i n t h i s area. We're not f o r b i d d i n g them from 

doing t h a t . But we need a l l zones t o make t h i s w e l l 

economic, i t ' s as simple as t h a t . 

Thank you. 

CHAIRMAN WROTENBERY: Thank you, Mr. Bruce. 

Would you l i k e t o c a l l your f i r s t witness? 

MR. BRUCE: C a l l Mr. Haden t o the stand. 

Madame Chair, Mr. Haden i s the landman f o r 

Mewbourne. Heyco i n i t s prehearing statement s a i d they're 

not c o n t e s t i n g the good f a i t h n e g o t i a t i o n s among the 

p a r t i e s , and I propose t o make Mr. Haden's testimony f a i r l y 

summary i n nature i f i t ' s okay w i t h the Commission, and Mr. 

Feldewert and I have t a l k e d about i n c o r p o r a t i n g the record 

from the p r i o r Examiner hearing i n t o t h i s matter. 

MR. FELDEWERT: Yeah, I have no o b j e c t i o n . I 

don't t h i n k there's a l o t of land issues i n t h i s matter, so 

I have no o b j e c t i o n t o i n c o r p o r a t i n g the p r i o r record, and 

i f Mr. Bruce t h i n k s we need some testimony from h i s land 

person t h a t ' s f i n e , but... 

CHAIRMAN WROTENBERY: Okay. 

(Off the record) 

CHAIRMAN WROTENBERY: Okay. We w i l l , then — 

Since both p a r t i e s are i n agreement, then i t w i l l help 

speed t h i s hearing along. We w i l l take a d m i n i s t r a t i v e 
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n o t i c e of the record i n the hearing on t h i s matter a t the 

D i v i s i o n l e v e l . 

MR. BRUCE: Before I begin, j u s t one t h i n g . I f 

you w i l l look a t Mewboume's E x h i b i t Number 1, 

Commissioners, I ' l l j u s t b r i e f l y s t a t e what we're seeking. 

E x h i b i t 1 shows the east h a l f of Section 15. 

CHAIRMAN WROTENBERY: Okay, give us a moment 

here. You're r e f e r r i n g t o the e x h i b i t s t h a t you've — 

MR. BRUCE: Yes. 

CHAIRMAN WROTENBERY: — p r e f i l e d w i t h the — 

MR. BRUCE: Yes. 

CHAIRMAN WROTENBERY: — Commissioners? 

MR. BRUCE: Yes. 

CHAIRMAN WROTENBERY: I t h i n k we're caught up 

w i t h you now. 

MR. BRUCE: Okay. Outlined on t h a t i s the east 

h a l f of Section 15, w i t h the w e l l l o c a t i o n spotted on 

the r e . What Mewbourne seeks i s t o d r i l l a w e l l a t the 

l o c a t i o n i n the northwest quarter of the southeast quarter 

of Section 15. I t seeks t o pool o i l zones from the base of 

the Yates formation t o the base of the Bone Spring 

f o r m a t i o n , which are spaced on 40 acres. I t seeks t o force 

pool the southeast quarter of t h a t s e c t i o n f o r any zone 

spaced on 160 acres, and there i s a Bone Spring gas pool 

here which could be spaced on 160 acres. And then i t seeks 
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t o f o r c e pool the east h a l f f o r the deep gas zones, which 

are from the top of the Wolfcamp t o the base of the Morrow. 

D. PAUL HADEN. 

the witness h e r e i n , a f t e r having been f i r s t d uly 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. Haden, would you please s t a t e your name and 

c i t y of residence? 

A. My name i s Paul Haden. I l i v e i n Midland, Texas. 

Q. And who do you work f o r and i n what capacity? 

A. Mewbourne O i l Company as a petroleum landman. 

Q. Have you pre v i o u s l y t e s t i f i e d before the D i v i s i o n 

or the Commission as a petroleum landman? 

A. Yes, I have. 

Q. And were your c r e d e n t i a l s as an expert accepted 

as a matter of record? 

A. Yes, they were. 

Q. And are you f a m i l i a r w i t h land matters i n v o l v e d 

i n t h i s case? 

A. Yes, I am. 

MR. BRUCE: Madame Chair, I tender Mr. Haden as 

an expert petroleum landman. 

CHAIRMAN WROTENBERY: We accept h i s 

q u a l i f i c a t i o n s . 
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Q. (By Mr. Bruce) R e f e r r i n g t o E x h i b i t 1, Mr. 

Haden, there's some ownership i n f o r m a t i o n attached t o the 

land p l a t . Who e x a c t l y does Mewbourne seek t o pool i n t h i s 

matter? 

A. Mewbourne O i l Company seeks t o pool Harvey E. 

Yates Company, Cibola Energy Corporation, Yates Energy 

Corporation and Jalapeno Corporation. 

Q. Okay. Now, very b r i e f l y , what are E x h i b i t s 2A, 

2B and 2C? 

A. E x h i b i t s 2A, 2B and 2C are a copy of a l l my 

communications regarding our n e g o t i a t i o n s w i t h a l l of these 

p a r t i e s . Also gives a summary of communications on the 

f r o n t of each e x h i b i t . 

Q. Okay. Now b r i e f l y , what have been the s t i c k i n g 

p o i n t s i n the negotiations? 

A. F i r s t of a l l , the other p a r t i e s wanted t o g i v e us 

only zones below the base of the Wolfcamp fo r m a t i o n . They 

also wanted a very high back-in a f t e r payout, which we 

would only agree t o a quarter back-in, which we thought was 

reasonable. We also could not agree on t h e i r farmout 

language, nor t h e i r form of agreement. 

Q. Okay. Now, the back-in, Heyco, e t a l . , had 

wanted a o n e - t h i r d back-in a f t e r payout, c o r r e c t ? 

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

Q. And Mewbourne was w i l l i n g t o give a one-fourth 
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back-in? 

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

Q. W i l l the engineer, our engineer, discuss 

economics about t h i s l a t e r on? 

A. Yes, he w i l l . 

Q. Okay. And i n your opinion has Mewbourne made a 

go o d - f a i t h e f f o r t t o obt a i n the 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 i n the well? 

A. Yes, I believe we have. 

Q. Regarding communications, j u s t one f i n a l matter. 

A f t e r the D i v i s i o n ' s order was issued, d i d Mewbourne m a i l 

an AFE and a copy of the order t o the p a r t i e s being pooled? 

A. Yes, we mailed and faxed a copy of the order 

along w i t h the AFE August 13th, 2 001. 

Q. Okay, d i d you ever receive a response t o the 

e l e c t i o n l e t t e r s t h a t you sent out? 

A. No, we d i d not. 

Q. Okay. What i s E x h i b i t 2D? 

A. 2D i s a copy of our d r i l l i n g o p i n i o n of t i t l e f o r 

the east h a l f of Section 15, which describes the ownership. 

I t ' s dated March 28th, 2001. 

Q. When does i t show Heyco or i t s predecessor f i r s t 

a c q u i r i n g an i n t e r e s t i n t h i s h a l f - s e c t i o n of land? 

A. Apparently Harvey E. Yates f i r s t acquired an 

i n t e r e s t back i n 1964. 
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Q. Okay. Has Mewbourne received any w e l l proposal 

from Heyco or the other p a r t i e s being pooled? 

A. No, we have not. 

Q. Okay. What i s the w e l l ' s footage l o c a t i o n ? 

A. The l o c a t i o n of the w e l l i s 2232 f e e t from the 

south l i n e and 1980 f e e t from the east l i n e , i n Section 15 

of Township 21 South, Range 27 East, i n Eddy County, New 

Mexico. 

Q. And t h a t l o c a t i o n i n the Morrow was approved 

a d m i n i s t r a t i v e l y ? 

A. Yes, i t was. 

Q. Did Mewbourne want an unorthodox l o c a t i o n ? 

A. No, Mewbourne O i l Company d i d not d e s i r e t o have 

an unorthodox l o c a t i o n . 

Q. Okay, now — And the g e o l o g i s t can get i n t o t h i s , 

but the l o c a t i o n you wanted was i n what, the west h a l f of 

the southeast? 

A. West h a l f of the southeast q u a r t e r , t h a t ' s 

c o r r e c t . 

Q. Why d i d you need t h i s unorthodox l o c a t i o n ? 

A. We needed t h i s unorthodox l o c a t i o n due t o 

a r c h e o l o g i c a l r e s t r i c t i o n s and also the existence of some 

surface r e s t r i c t i o n s , being p i p e l i n e s . 

Q. Okay. I s i t very d i f f i c u l t t o f i n d a surface 

l o c a t i o n i n the west h a l f , southeast quarter of the 
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section? 

A. Absolutely. I n f a c t , the only l o c a t i o n t h a t we 

could f i n d t h a t was d r i l l a b l e i s the l o c a t i o n i n which 

we've proposed. I t i s between two p i p e l i n e s . This i s the 

only l o c a t i o n i n the west h a l f of the southeast q u a r t e r 

t h a t can be d r i l l e d . 

Q. Okay. Now, the next e x h i b i t i s an AFE. W i l l 

Mewbourne's engineer discuss t h a t AFE? 

A. Yes, he w i l l . 

Q. And regarding overhead r a t e s , do you request the 

r a t e s t h a t were adopted by the D i v i s i o n ' s order be 

incorporated i n the Commission's order? 

A. Yes, we do. 

Q. And the p a r t i e s being pooled o r i g i n a l l y n o t i f i e d 

of the Examiner hearing? 

A. Yes, I have. 

Q. And were E x h i b i t s 1 through 4, except E x h i b i t 3, 

prepared by you or under your supervision or compiled by 

company — 

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

Q. — or from company business records? 

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

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

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

MR. BRUCE: Madame Chair, I move the admission of 

Mewbourne E x h i b i t s 1 through 2D and 4. 

CHAIRMAN WROTENBERY: Mr. Feldewert? 

MR. FELDEWERT: Madame Chairperson, I t h i n k 

they've been — Have a l l those been admitted a t the 

D i v i s i o n hearing? 

MR. BRUCE: There was correspondence a f t e r the 

D i v i s i o n hearing, which i s attached t o E x h i b i t s 2A through 

2C. 

MR. FELDEWERT: Okay, I have no o b j e c t i o n . 

CHAIRMAN WROTENBERY: E x h i b i t s 1, 2A through 

2 — B? 

MR. BRUCE: 2D. 

CHAIRMAN WROTENBERY: — and 3 are — or 4, I'm 

so r r y , not 3, 4 — are admitted. 

Mr. Feldewert? 

CROSS-EXAMINATION 

BY MR. FELDEWERT: 

Q. Mr. Haden — 

A. Yes, s i r . 

Q. — i n looking a t E x h i b i t 2A — 

A. Right. 

Q. — there's a l e t t e r there — the l a s t e n t r y there 

i s a l e t t e r you sent October 2nd t o Heyco; i s t h a t r i g h t ? 
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A. A c t u a l l y , we received a l e t t e r from Heyco on 

October 9th t o which we responded, and I had some 

conversations w i t h Melissa t h a t same date, and we responded 

October 10th w i t h a l e t t e r . 

Q. Just — 

A. I also have a copy of t h a t l e t t e r , i f you would 

l i k e t o — 

Q. Well, l e t me ask you more q u i c k l y here — and 

i t ' s out of order, I apologize, but Heyco E x h i b i t Number 8, 

i s t h a t the October 9th l e t t e r from Harvey E. Yates company 

t h a t you were r e f e r e n c i n g t h a t was missing from your 

e x h i b i t ? 

A. Yes, i t i s . 

Q. Okay. I j u s t wanted t o have t h a t t o make the 

record complete. 

Now, have you seen Heyco's prehearing statement, 

Mr. Haden? 

A. Yes, I have. 

Q. Okay, have you looked a t the attachments t o t h a t 

prehearing statement? 

A. I don't believe I have, I do not have a copy of 

t h a t — 

Q. Well, l e t me — 

A. — prehearing statement. 

Q. — give you a copy, because I want t o r e f e r t o 
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Attachment 1 t o t h a t prehearing statement. 

Mr. Haden, I'm going t o represent t o you t h a t 

attachment t o t h a t prehearing statement i s the f i l e from 

the D i v i s i o n ' s records f o r your request f o r your unorthodox 

w e l l l o c a t i o n , and we're t a l k i n g about — your proposed 

w e l l i s the Esperanza 15 State Com Well Number 1; i s t h a t 

c o r r e c t ? 

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

Q. A l l r i g h t . And i n connection w i t h seeking an 

approval of your unorthodox w e l l l o c a t i o n , you sent a June 

26th, 2001, l e t t e r t o Mr. Stogner; i s t h a t c o r r e c t ? I t 

should be probably four or f i v e pages i n t o the attachment. 

A. Mr. Bruce d i d on our behalf. 

Q. Okay. And the second paragraph of t h i s l e t t e r 

says t h a t the w e l l w i l l be d r i l l e d t o t e s t the Morrow 

formation i n the Burton Flat-Morrow Gas Pool; i s t h a t 

r i g h t ? 

A. That's what i t says. 

Q. Okay. And then the t h i r d paragraph of t h a t 

l e t t e r , about halfway down, i n d i c a t e s there are two primary 

zones, the middle Morrow blue and the lower Morrow orange; 

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

A. Those are — Yes, t h a t ' s c o r r e c t , those are both 

w i t h i n the Morrow. 

Q. Are those both p o t e n t i a l pay zones f o r your well? 
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A. I would l i k e t o r e f e r t h a t question t o our 

g e o l o g i s t . 

Q. Okay. I n your submissions t o the D i v i s i o n f o r 

your unorthodox w e l l l o c a t i o n — and Mr. Haden, you only 

i d e n t i f i e d the Burton Flat-Morrow Gas Pool as a t a r g e t ; i s 

t h a t c o r r e c t ? 

A. As f a r as the unorthodox l o c a t i o n request i s 

concerned. 

Q. Okay, and you d i d n ' t i d e n t i f y and i n t e n d t o 

produce gas from any other pool or formation i n t h i s 

request t o the D i v i s i o n ; i s t h a t correct? 

A. No, we d i d not. However, i t ' s normal p r a c t i c e t o 

only request your main t a r g e t zone f o r unorthodox l o c a t i o n . 

Q. And the geologic evidence t h a t you submitted t o 

the D i v i s i o n were f o r the two primary zones, or what you 

c a l l the two primary zones f o r the Morrow, the middle 

Morrow and the lower Morrow; i s t h a t c o r r e c t ? 

A. That's what we submitted, yes, t h a t ' s c o r r e c t . 

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

encroaches t o the — I guess i t would be the northeast 

q u a r t e r of Section 15. I t ' s too close; i s n ' t t h a t c o r r e c t ? 

A. That's c o r r e c t , t h a t ' s moving toward o u r s e l f . 

Q. Okay, the setback requirements are 660? 

A. 660, t h a t ' s c o r r e c t . 

Q. Now, the second page of t h i s l e t t e r , Mr. Bruce t o 
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the D i v i s i o n , i n d i c a t e s t h a t because you were encroaching 

on the i n t e r i o r of your 3 2 0-acre spacing u n i t , you d i d n ' t 

i d e n t i f y the o f f s e t operators — or, I'm s o r r y , you d i d n ' t 

n o t i f y the o f f s e t operators of your request f o r an 

unorthodox w e l l location? 

A. We d i d n ' t t h i n k t h a t was necessary because we are 

encroaching upon o u r s e l f and nobody else. 

Q. I understand. And the D i v i s i o n approved your 

request f o r an unorthodox w e l l l o c a t i o n f o r the Burton 

Flat-Morrow Gas Pool; i s t h a t r i g h t ? 

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

Q. Okay. Now, Mr. Bruce has i d e n t i f i e d and I 

b e l i e v e your A p p l i c a t i o n t a l k s about the East Avalon-Bone 

Spring Gas Pool as a p o t e n t i a l producing gas zone i n t h i s 

area; i s t h a t r i g h t ? 

A. That's c o r r e c t , of which our g e o l o g i s t w i l l 

t e s t i f y about. 

Q. What i s the spacing f o r an Avalon-Bone Spring gas 

pool i n t h i s area, do you know? 

A. As f a r as I know, but I'm not a b s o l u t e l y c e r t a i n , 

I b e l i e v e i t ' s 160 acres. 

Q. Okay, and you're the landman f o r Mewbourne, 

c o r r e c t ? 

A. Yes, s i r , I am. 

Q. What i s the setback requirement f o r a gas w e l l 
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t h a t has produced or t h a t has d r i l l e d t o the Avalon-Bone 

Spring Gas Pool? 

A. I b e l i e v e i t ' s 660. 

Q. So am I c o r r e c t t h a t your Esperanza w e l l would be 

unorthodox at t h i s l o c a t i o n f o r t h i s pool? I t would, 

wouldn't i t ? 

A. Yes, i t ' s closer than 660. 

Q. And you don't have approval from the D i v i s i o n a t 

t h i s p o i n t t o produce from an unorthodox w e l l l o c a t i o n f o r 

t h i s p o o l , do you? 

A. No, s i r , but we would seek approval upon 

recompletion of t h a t Bone Spring zone as the other zones 

t h a t are c u r r e n t l y unorthodox. 

Q. So i f you were — i f you ever got around t o 

moving uphole t o t h i s p a r t i c u l a r gas pool, you would have 

t o f i l e an A p p l i c a t i o n w i t h the D i v i s i o n t o approve your 

unorthodox w e l l location? 

A. Absolutely. 

Q. And f o r t h a t 160 spacing u n i t , because you're 

encroaching on the northeast quarter, you'd have t o n o t i f y 

the operators of t h a t northeast quarter of your request; 

i s n ' t t h a t correct? 

A. We are the operator f o r the northeast q u a r t e r . 

Q. And i f there were other operators up i n the 

northeast quarter you'd have t o n o t i f y them as w e l l , would 
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you not? 

A. Yes, i f there were. 

Q. Okay. And i f any of those operators objected, 

you're aware t h a t then there would have t o be a hearing 

before the D i v i s i o n on your unorthodox w e l l l o c a t i o n ; i s n ' t 

t h a t c o r r e c t ? 

A. Yes, we're aware of t h a t . 

Q. A l l r i g h t . So i f Mewbourne ever decides t o t e s t 

t h i s pool w i t h your Esperanza w e l l , you're going t o have t o 

come back t o the D i v i s i o n , you're going t o have t o f i l e an 

a p p l i c a t i o n and maybe even have a hearing; i s n ' t t h a t 

r i g h t ? 

A. That could happen i f the owners do not wish us t o 

recomplete t h a t zone, t h a t could very w e l l happen. 

MR. FELDEWERT: Okay, t h a t ' s a l l I have. Thank 

you. 

CHAIRMAN WROTENBERY: Commissioners, any 

questions? 

EXAMINATION 

BY COMMISSIONER BAILEY: 

Q. When d i d Mewbourne o b t a i n the r i g h t s i n t h i s 

section? 

A. We f i r s t s t a r t e d n e g o t i a t i n g trades w i t h various 

p a r t i e s i n the year 2000. We f i r s t obtained an i n t e r e s t i n 

January of 2 001. 
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Q. Can you t e l l me about r i g a v a i l a b i l i t y r i g h t now? 

A. Rig a v a i l a b i l i t y r i g h t now seems t o be a l o t 

b e t t e r than i t was a few months ago. However, we have 

scheduled our d r i l l i n g program. I've t o l d the poolees a l l 

along t h a t we'd l i k e t o d r i l l t h i s w e l l September 1st. 

However, we're r e s t r a i n e d from doing t h a t because of these 

hearings. We would l i k e t o d r i l l the w e l l j u s t as soon as 

we can get t h i s matter resolved. 

Q. Do you have a r i g under contract? 

A. We c u r r e n t l y have a r i g under c o n t r a c t , i t ' s 

d r i l l i n g the w e l l f o r us r i g h t now i n Eddy County. 

Q. You said t h a t t h i s l o c a t i o n was chosen because of 

archaeology and p i p e l i n e c o n s t r a i n t s ? 

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

Q. Was there any seismic or geologic reasons f o r — 

A. Yeah, obviously we'd l i k e t o d r i l l i n the west 

h a l f of the southeast quarter, based on geologic reasons, 

which our g e o l o g i s t w i l l p o i n t out the reasons why. But 

th e r e were some surface r e s t r i c t i o n s . 

We t r i e d t o i n i t i a l l y l o c a t e our w e l l i n the 

southwest southeast quarter, however there's some 

arch a e o l o g i c a l problems a t a l e g a l l o c a t i o n t h e r e . We 

t r i e d numerous times t o get a l o c a t i o n i n the southwest 

southeast quarter. There i s some shallow p r o d u c t i o n which 

has some environmental concerns. 
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Also i n the northwest southeast q u a r t e r there's 

some problems w i t h p i p e l i n e s . We have lo c a t e d our w e l l i n 

between two p i p e l i n e s . One p i p e l i n e i s t o the n o r t h of our 

l o c a t i o n and one i s t o the south. However, the l o c a t i o n of 

those p i p e l i n e s as t o our l o c a t i o n i s s u f f i c i e n t . 

Q. Would you please run t h a t by me again? You made 

a comment concerning production, they had environmental 

concerns? 

A. Southwest southeast quarter, there's some shallow 

o i l w e l l s , a t l e a s t one of them i s producing. There 

appears t o be possible s p i l l s . 

Q. Okay, those are the types of — 

A. Yes, t h a t ' s the environmental concerns t h a t we've 

seen on the surface. 

COMMISSIONER BAILEY: Those are a l l the questions 

I have of t h i s witness. 

CHAIRMAN WROTENBERY: Questions? 

COMMISSIONER LEE: (Shakes head) 

EXAMINATION 

BY CHAIRMAN WROTENBERY: 

Q. Mr. Haden, the A p p l i c a t i o n of Mewbourne als o 

asked t o form a standard 40-acre o i l spacing and p r o r a t i o n 

u n i t f o r the formation or pools spaced on 40 acres, and 

the r e are several e x i s t i n g pools t h a t are covered by 

Mewboume's A p p l i c a t i o n . 
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I s the proposed Esperanza 15 State Com Well 

Number 1 standard i n the 40-acre u n i t , proposed 40-acre 

u n i t ? 

A. Those would be standard 4 0-acre u n i t s . 

CHAIRMAN WROTENBERY: Mr. Bruce, d i d you have any 

follow-up? 

FURTHER EXAMINATION 

BY MR. BRUCE: 

Q. Really j u s t one, Mr. Haden, regarding the 

question on the Bone Spring unorthodox l o c a t i o n . You know, 

r e f e r r i n g t o your E x h i b i t 1, the land p l a t t h e r e — 

A. Right. 

Q. — go t o page 2 of t h a t E x h i b i t 1. 

A. Yes. 

Q. People who — although there i s somewhat 

d i f f e r e n t ownership, the immediate o f f s e t s t o t h a t Bone 

Spring unorthodox l o c a t i o n are the same people who own an 

i n t e r e s t i n the — i t appears there's t h r e e t r a c t s where 

the leasehold ownership i s b a s i c a l l y the same; i s t h a t 

c o r r e c t ? 

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

Q. So the immediate encroachment would be — ther e 

would be no d i f f e r e n c e i n ownership? 

A. That's r i g h t . 

MR. BRUCE: That's a l l I have. 
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CHAIRMAN WROTENBERY: Anything e l s e , Mr. 

Feldewert? 

FURTHER EXAMINATION 

BY MR. FELDEWERT: 

Q. Do you know i f there's a d i f f e r e n c e i n r o y a l t y 

i n t e r e s t ? 

A. As f a r as the State's r o y a l t y ? 

Q. No, i n terms of r o y a l t y owners between the 

northeast quarter and the southeast q u a r t e r . Have you 

looked a t tha t ? 

A. No, I have not researched t h a t . 

MR. FELDEWERT: Okay, t h a t ' s a l l I have. 

CHAIRMAN WROTENBERY: Thank you, Mr. Haden. 

THE WITNESS: Thank you. 

MIKE BURKE. 

the witness h e r e i n , a f t e r having been f i r s t d uly 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. Would you please s t a t e your name and c i t y of 

residence? 

A. My name i s Mike Burke, I'm from Midland, Texas. 

Q. Who do you work f o r ? 

A. I'm a petroleum g e o l o g i s t w i t h Mewbourne O i l 

Company. 
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Q. And have you pr e v i o u s l y t e s t i f i e d before the 

D i v i s i o n or the Commission as a petroleum g e o l o g i s t ? 

A. Yes, s i r , I have. 

Q. And were your c r e d e n t i a l s as an expert accepted 

as a matter of record? 

A. Yes, s i r , they were. 

Q. And are you f a m i l i a r w i t h the geology i n v o l v e d i n 

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

A. Yes, s i r . 

MR. BRUCE: Madame Chair, I tender Mr. Burke as 

an expert petroleum g e o l o g i s t . 

MR. FELDEWERT: No o b j e c t i o n . 

CHAIRMAN WROTENBERY: We f i n d him q u a l i f i e d t o 

t e s t i f y as an expert. 

Q. (By Mr. Bruce) Mr. Burke, could you i d e n t i f y 

Mewbourne E x h i b i t 5 and discuss the primary zone of 

i n t e r e s t f o r your proposed w e l l and other p r o d u c t i o n i n 

t h i s area? 

A. I c e r t a i n l y w i l l . What I've prepared here i s a 

map t h a t shows a l l of the producing formations. This i s 

E x h i b i t Number 1. 

CHAIRMAN WROTENBERY: E x h i b i t Number — 

MR. BRUCE: — 5. 

CHAIRMAN WROTENBERY: — 5. 

THE WITNESS: Excuse me. 
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Q. (By Mr. Bruce) I t ' s got a l o t of c o l o r s on i t , 

Mr. Burke, so please go through i t slowly t o i d e n t i f y what 

i s what. 

A. This map i s 1 t o 1000 scale and encompasses the 

nine s e c t i o n s , and i n c l u d i n g Section 15 adjacent t o i t , 

t h a t I have summarized the production on. 

I f you look i n the lower l e f t - h a n d corner of the 

map, you see a legend, and y o u ' l l see here t h a t I have 

co l o r - c o o r d i n a t e d these c o l o r s around these wellbores on 

the map based on the producing formation. Y o u ' l l see some 

w e l l s on the map t h a t have only one c o l o r and some t h a t 

have up t o fo u r c o l o r s , so you can see some of these w e l l s 

are single-zone w e l l s , some of them were d r i l l e d and 

subsequently recompleted or d u a l l y completed through time. 

Also, those formations -- there i n the legend the 

Yates a t the top i s the shallowest formation, and then as 

you move down through t h a t legend area, the Delaware, Bone 

Springs, a l l the way down t o the Morrow, you're moving down 

i n depth. So t h a t ' s j u s t something f o r your reference. 

And bear w i t h me, because I'm going t o spend a 

good b i t of time on t h i s map, because i t ' s very important. 

I f you look a t the key there next t o the legend, 

I've posted some i n f o r m a t i o n t h a t I f e e l i s important 

around the w e l l s . Y o u ' l l see t h a t the a c t u a l w e l l symbol 

t h e r e , i f i t contains a slash or a s t r i k e through i t , t h a t 
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w e l l i s c u r r e n t l y plugged and abandoned. I n other words, 

i t ' s no longer producing. 

Posted around the w e l l i s some important 

i n f o r m a t i o n . Just below the wellbore w i l l be the t o t a l 

depth i n f e e t , and then j u s t below t h a t — and these are i n 

black — i s the o r i g i n a l completion date of the w e l l . Now, 

the w e l l may have been subsequently, and I have some 

in f o r m a t i o n on t h a t , but i t gives you an idea when the w e l l 

was o r i g i n a l l y d r i l l e d , whether i t was i n the 1950s, the 

1960s, the 1970s, the 1980s. 

On t h i s p a r t i c u l a r map I have h i g h l i g h t e d above 

the w e l l subsea e l e v a t i o n . I t ' s not posted on t h i s w e l l , 

but i t w i l l be on some other maps I ' l l present t o you 

l a t e r . 

And then i f the w e l l i s c u r r e n t l y a c t i v e , above 

the w e l l symbol w i l l be the name of the c u r r e n t operator. 

Now, i f you don't see an operator name above the w e l l 

symbol, i t means — you can look, of course, i t w i l l have a 

slash through i t as plugged and abandoned. I d i d n ' t post 

t h a t data. 

Now then, i f y o u ' l l look next t o the w e l l -- and 

i t could be posted t o the l e f t or t o the r i g h t but i t ' s 

c o l o r - c o o r d i n a t e d — I have the production from each 

p a r t i c u l a r zone t h a t the w e l l has produced from. 

And j u s t a good f o r example, i t ' s posted i n 
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thousands of barrels of o i l and b i l l i o n cubic feet of gas. 

I f y o u ' l l look a t the very bottom of the map, i n about the 

center bottom of the map you see an OXY w e l l t h e r e . I t ' s 

made .178 b i l l i o n cubic f e e t of gas, and i t ' s made .129 

thousand b a r r e l s of o i l or 129 b a r r e l s of o i l . 

And then i f t h a t w e l l i s a c t i v e , also posted 

below t h a t i s the o r i g i n a l completion date of the zone i t ' s 

c u r r e n t l y i n . So i t ' s a red dot, so i t ' s i n the Morrow 

format i o n , you can see what the production i s . I t was 

completed i n t h a t zone i n 8 of the year 00. 

And t h a t ' s k i n d of how the i n f o r m a t i o n i s l a i d 

out on t h i s . I t ' s a very busy map. And I'm going t o t a l k 

about each of these zones here i n j u s t a moment, but I 

would l i k e t o p o i n t out our proposed l o c a t i o n , which i s i n 

the very center of the map i n Section 15. There's a pink 

dot on i t and there's a l i n e running down t o i t showing 

where we propose t o d r i l l . 

Now, I'm going t o begin t a l k i n g about the shallow 

formations f i r s t , and then I'm going t o work my way down 

through the deeper formations. And I w i l l p r i m a r i l y t a l k 

about prod u c t i o n a t t h i s time, production volumes and 

p r o d u c t i o n averages, and I w i l l go i n t o some more s p e c i f i c 

geology of c e r t a i n formations i n some l a t e r e x h i b i t s . But 

f o r the moment I ' d l i k e t o give you an understanding of 

what i s productive i n the area and what k i n d of p r o d u c t i o n 
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volumes, you know, an operator can expect when they d r i l l a 

w e l l out here. 

The shallow, the Yates formation, t h a t ' s the pink 

dots. You see a good many of them i n the middle of the map 

t h e r e i n Section 15. I t ' s a very shallow f o r m a t i o n . The 

average completion depth i s 352 f e e t . These o r i g i n a l w e l l s 

were d r i l l e d i n the 1950s. 

Most a l l — As a matter of f a c t , a l l of these 

w e l l s are plugged but one, and the w e l l s have averaged — 

of those dots t h a t were completed i n t h e r e , they've 

averaged about 3000 b a r r e l s of o i l per w e l l and, oh, 

749,000 cubic f e e t , which you know, at t h a t shallow a depth 

may or may not be commercial. That zone we have not even 

asked f o r p o o l i n g , but I'm going t o t a l k about a l l the 

zones. 

There's been 30 w e l l s out here t h a t have 

penetrated t h a t zone, and of those 3 0 w e l l s only seven were 

completed. 

The next formation I'm going t o t a l k about i s the 

Delaware formation, and those are the brown dots you see i n 

the northeast and the northwest p a r t s of the map. I n t h i s 

n i n e - s e c t i o n area there have been 3 0 p e n e t r a t i o n s through 

the Delaware formation, there have been 11 completions. 

The average w e l l i n t h i s — And the average completion 

depth, excuse me, i s 4414 f e e t . The average w e l l has 
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produced 30,392 b a r r e l s and 98 m i l l i o n cubic f e e t of gas. 

The next zone I would l i k e t o t a l k about going 

down are the orange dots, i t ' s the Bone Spring f o r m a t i o n . 

There have been 2 3 penetrations through t h i s f o r m a t i o n , 

f i v e of which have made completions. The average depth of 

completion i s 653 0 f e e t . The average production per w e l l 

i s 2321 b a r r e l s of o i l and 21 m i l l i o n cubic f e e t of gas. 

And I'm reading from a s t a t i s t i c a l summary I have 

here t h a t I d i d not make as an e x h i b i t . I f you'd l i k e , I 

have some e x t r a copies of i t . I know I'm r e c i t i n g a l o t of 

numbers, but what I'm t r y i n g t o get t o by r e c i t i n g these 

numbers i s t h a t most of these zones have proven t o be 

noneconomic as a stand-alone d r i l l i n g c o n t r a c t o r . They 

don't produce enough o i l and gas by themselves i n t h i s 

area, t y p i c a l l y , t o make a w e l l commercial t o d r i l l f o r 

these shallower zones. 

So I'm going t o go ahead and t a l k about the r e s t 

of them, but i f — I know I'm g e t t i n g you bogged down, I 

have e x t r a copies of what I'm reading from, i f you'd l i k e 

t o have those. You would? 

CHAIRMAN WROTENBERY: I t would be h e l p f u l t o have 

those marked. 

THE WITNESS: And I ' l l go ahead and t a l k about 

the next zone. The Wolfcamp — 

MR. BRUCE: Just a minute. 
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THE WITNESS: Okay. 

MR. BRUCE: Madame Chair, I've marked Mewbourne 

E x h i b i t 5A, which i s j u s t the s t a t i s t i c a l summary t h a t Mr. 

Burke was t a l k i n g about. 

Q. (By Mr. Bruce) Mention the Wolfcamp and then 

stop, Mr. Burke. 

A. Okay. The Wolfcamp formation i n t h i s area, 

average completion depth — and i t ' s i n the middle of t h i s 

page you were j u s t handed, and y o u ' l l see I say 

Wolfcamp/Penn, because i n t h i s p a r t i c u l a r area there's been 

some mixing of the nomenclature Wolfcamp/Penn i n the area, 

and I ' l l t a l k about t h a t i n a few minutes. 

But the average completion depth i s 9416 f e e t . 

There have been a t o t a l of 22 w e l l s penetrate t h i s zone, of 

which seven have been completed. The average pr o d u c t i o n i s 

10,325 b a r r e l s of o i l and 229,000 MCF of gas. 

Q. Now, j u s t looking a t the s t a t i s t i c a l summary, Mr. 

Burke, and the f i g u r e s , the average f i g u r e s per w e l l , even 

i f you d r i l l e d from the top of the Yates down t o the base 

of the Wolfcamp and you got the s t a t i s t i c a l average 

production f o r each zone i n t h a t w e l l , would i t s t i l l look 

marginal t o you? 

A. Yes, i t would, and t h a t ' s assuming t h a t you had 

producti o n from each of the zones. 

Q. That's what I'm assuming — 
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A. Right — 

Q. — t h a t each zone produced i t s average amount i n 

t h i s s t a t i s t i c a l area. 

A. Right. 

Q. Okay. Move on t o the deeper zones. 

A. Okay, and I w i l l t a l k about the deeper zones now. 

The Strawn formation, 10,376 f e e t i s the average 

depth. I t has p r e t t y good production, 781 m i l l i o n cubic 

f e e t of gas and 11,000 b a r r e l s of o i l . 

Q. And w i l l you discuss the Strawn — 

A. And I w i l l discuss — 

Q. — a l i t t l e b i t more l a t e r ? 

A. — the Strawn i n more d e t a i l , the t r a p p i n g and 

nature of i t . 

The Atoka i s a l o t l i k e many of the shallower 

formations. I t ' s a m u l t i p l e l e n t i c u l a r zone. I t s depth i s 

10,782 f e e t . Four completions out of 22 w e l l s p e n e t r a t i n g 

i t . 

And then we get t o our primary o b j e c t i v e , and 

i t ' s the zone t h a t we are p r i m a r i l y d r i l l i n g a w e l l f o r , 

the Morrow formation, and t h i s includes the upper, middle 

and the lower Morrow i n these production numbers. I t ' s an 

average completion depth of 11,460 f e e t , average pr o d u c t i o n 

i s 2.3 BCF and nearly 1000 b a r r e l s of o i l . And t h e r e have 

been 17 completions of 22 w e l l s attempting t o go through 
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t h a t formation, so.. . 

Q. Now, before we move on t o the primary Morrow 

maps, what about the Morrow production i n t h i s area? We've 

already discussed, e i t h e r through questioning of Mr. 

Feldewert of Mr. Haden, two primary Morrow zones. What are 

they, j u s t b r i e f l y ? 

A. Right, the Morrow i n t h i s area we subdivide i n t o 

a middle Morrow sand sequence and a lower Morrow sand 

sequence, and w i t h i n each of those sequences — and y o u ' l l 

see t h a t on the cross-section — are m u l t i p l e sands w i t h i n 

those t h a t are and are not productive, depending on where 

you encounter them. 

Q. Now, i s one zone more permeable than the other? 

A. And g e n e r a l l y speaking, the lower Morrow gives 

you the higher production volumes and the higher cumulative 

pr o d u c t i o n , has b e t t e r p e r m e a b i l i t y and p o r o s i t y , however, 

i s s t r u c t u r a l l y c o n t r o l l e d , whereas the upper Morrow has 

lower p e r m e a b i l i t y and p o r o s i t y and g e n e r a l l y i s not as 

s t r u c t u r a l l y c o n t r o l l e d , i s more s t r a t i g r a p h i c a l l y 

c o n t r o l l e d i n i t s production, and I ' l l have e x h i b i t s t o 

demonstrate t h a t f o r you also. 

Q. Now, has a l o t of production i n the past from the 

ol d e r Morrow w e l l s been lower Morrow production? 

A. That's c o r r e c t , a l o t of i t has been lower Morrow 

prod u c t i o n . And t h a t probably skews the Morrow produ c t i o n 
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number higher, because a l o t of the high-production w e l l s 

are i n the lower Morrow. 

Q. Okay. Do you have anything f u r t h e r on t h i s map, 

Mr. Burke? 

A. No, i f you have any questions we may r e f e r back 

t o t h i s map, you might keep i t handy. 

Q. Maybe j u s t one f i n a l t h i n g . There are a number 

of w e l l s i t e s f o r t h i s shallow Yates zone i n the southeast 

q u a r t e r , c o r r e c t ? 

A. Yes. 

Q. And t h a t impaired the a b i l i t y t o f i n d a w e l l 

l o c a t i o n , d i d i t not? 

A. I t was my understanding t h a t i t d i d . 

Q. Okay. And now maybe i f I could d i r e c t the 

Commission t o take the next few e x h i b i t s t ogether, they a l l 

i n v o l v e the Morrow, E x h i b i t s 6 through 8, which are 

s t r u c t u r e and isopach maps and a Morrow c r o s s - s e c t i o n . Mr. 

Burke, I f you could l e t the Commissioners get those i n 

f r o n t of them and then go through these e x h i b i t s as you see 

f i t and describe the Morrow — the primary zone of i n t e r e s t 

i n Mewboume's proposed w e l l . 

A. Okay. Are you ready? E x h i b i t Number 6, 7A and 

7B are a l l maps. They're a t a l - t o - 2 000 scale. I prepared 

these maps. And E x h i b i t 6 i s a s t r u c t u r e map a t the top of 

the lower Morrow formation, and I w i l l demonstrate t h a t t o 
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you on the cross-section, but i t i s a c o n s i s t e n t 

s t r a t i g r a p h i c marker t h a t we map s t r u c t u r e on t h i s area. 

The w e l l s w i t h the red dots and c i r c l e s around 

them are w e l l s t h a t have completed and produced from the 

Morrow formation here. Some are a c t i v e , some are a c t i v e . 

This does not have near the d e t a i l as E x h i b i t Number 5 t h a t 

shows a l l of the w e l l s , and you can see I've only posted 

w e l l s w i t h t o t a l depths deeper than 11,000 f e e t . So you're 

r e a l l y only l o o k i n g a t w e l l s on t h i s map t h a t penetrated 

the Morrow formation, and I'm not going t o t e s t i f y about 

the shallow formations o f f of t h i s map. 

Q. Now, one t h i n g before you go on: This map has 

product i o n data on i t also, does i t not? 

A. I t sure does, and — 

Q. And what — Go ahead. 

A. I t i s the cumulative production of the w e l l s a t 

the time I f i r s t presented these maps a t the f i r s t hearing, 

i n m i l l i o n s of cubic f e e t equivalent. So I've converted 

the o i l on a six-to-one r a t i o t o gas and added i t t o the 

gas t o k i n d of normalize t h i n g s and l e t you see what k i n d 

of p roduction volumes you have from these w e l l s . 

Q. I n j u s t l o o king at the production data, there's 

r e a l l y — i f you're going t o the east or the southeast, 

you're r e a l l y on the f r i n g e of decent p r o d u c t i o n , are you 

not? 
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A. That i s c o r r e c t . I f you look a t the map what you 

w i l l see s t r u c t u r a l l y i s , from the n o r t h center p a r t of the 

map t r e n d i n g down t o the southwest i s a plunging a n t i c l i n e 

or a high. And running along t h a t high what you w i l l see 

are the b e t t e r cumulative production. Two of the w e l l s i n 

Section 10 on the nor t h end up ther e , one has made 373 3 

MMCFE, which i s 3.7 b i l l i o n cubic of gas. The one j u s t 

south of i t — i t ' s i n a c t i v e now — has made 93 3 6 MMCFE or 

9.3 BCF. And there are other good w e l l s along t h a t 

s t r u c t u r a l a n t i c l i n e . 

Now, next t o each w e l l y o u ' l l see i n bold red 

p r i n t I have MM and LM. I f i t says MM i t means i t was 

pe r f o r a t e d i n the middle Morrow, and LM means i t was 

pe r f o r a t e d i n the lower Morrow. These two zones i n these 

sands have been p e r f o r a t e d and produced together as a 

matter of common p r a c t i c e out here f o r years. I t ' s u s u a l l y 

up t o the operator t o determine the productive zones and 

complete those. 

But what you see i n general here i s a t r e n d t h a t 

as you move t o the east you're moving i n a downdip 

d i r e c t i o n , and as you move t o the east y o u ' l l see t h a t the 

cumulative production o v e r a l l becomes poor u n t i l you've 

reached the very eastern p a r t of the map, southeastern 

e s p e c i a l l y , and you see t h a t there i s no Morrow pr o d u c t i o n 

a t a l l down t h e r e , even though there have been p e n e t r a t i o n s 
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down th e r e . 

And what happens i s , the lower Morrow sands 

become wet as you move o f f s t r u c t u r e and the middle Morrow 

sands are t i g h t e r , and many of the operators t h a t d r i l l e d 

some of these w e l l s 2 0 years ago d i d not even attempt 

completions i n them. They d i d n ' t f e e l l i k e the had 

s u f f i c i e n t p o r o s i t y and p e r m e a b i l i t y t o make a completion. 

However, we've had some success i n these middle Morrow 

zones, and our w e l l here w i l l be an attempt t o complete i n 

i t . 

That i s r e a l l y a l l I have on t h a t e x h i b i t . Do 

you have any questions? 

Q. Just go on. 

A. Okay. Now, included here are two isopach maps, 

and I'11 p o i n t these zones of isopach t o you out on the 

cros s - s e c t i o n , which i s the next e x h i b i t , but these are net 

pay isopach maps. What I've mapped on here i s , I've 

c o r r e l a t e d the i n d i v i d u a l sands on E x h i b i t 7A and 7B and 

constructed isopach maps of p o t e n t i a l pay based on a 

p o r o s i t y c u t o f f of approximately 9-percent d e n s i t y , w i t h a 

clean gamma-ray reading. 

And what you have here on E x h i b i t 7A i s a net pay 

map. The w e l l s i n red w i t h the red c i r c l e s around them 

have p e r f o r a t e d t h i s p a r t i c u l a r zone. So you can see from 

the net isopach map, E x h i b i t 7A, the lower Morrow orange, 

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 

50 

t h a t many of the w e l l s i n here have produced from the lower 

Morrow orange, and i t ' s j u s t reasonable a t our l o c a t i o n f o r 

us t o expect t h a t w e ' l l encounter some pay a t t h a t 

l o c a t i o n . 

E x h i b i t 7B i s the same type of map of what we 

c a l l the middle Morrow blue, constructed the same way w i t h 

the same p o r o s i t y c u t o f f s and c r i t e r i a , what we c a l l pay. 

And again, what I'm r e a l l y t r y i n g t o demonstrate here i s , 

you can see the w e l l s t h a t produce j u s t from t h i s zone or 

were p e r f o r a t e i n t h i s zone there. They're h i g h l i g h t e d i n 

red. And what I'm t r y i n g t o demonstrate here, again, t h a t 

i t ' s reasonable t h a t we w i l l encounter t h i s zone and t h a t 

p r o d u c t i o n i s around us from t h i s zone. 

And t h a t ' s r e a l l y a l l the testimony I have on 

those Morrow e x h i b i t s . 

Q. Okay. But the Morrow, based on your study, i s 

c l e a r l y the primary o b j e c t i v e i n t h i s well? 

A. Yes, i t i s . 

Q. Okay. Let's move on, maybe take your f i n a l t hree 

e x h i b i t s together, Mr. Burke, E x h i b i t 9 — 

A. Oh, I need t o t a l k about 8 j u s t a second. 

Q. Oh, okay, go ahead. 

A. That's the cross-section. And what you see here, 

q u i c k l y , you see on the cross-section I have lower Morrow, 

a bold l i n e across there. That's what I've mapped the 
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s t r u c t u r e on. I t ' s a recognized and c o n s i s t e n t 

s t r a t i g r a p h i c marker i n the area f o r s t r u c t u r a l mapping 

purposes. 

And then you see a l i n e a t the top of the middle 

Morrow, and a l l of the sand between the middle Morrow and 

the lower Morrow marker, you can see there are about f o u r 

primary sands. The one i n about the middle i s the blue 

sand, t h a t ' s one of our primary o b j e c t i v e s . These are the 

zones t h a t I spoke of e a r l i e r t h a t are p r i m a r i l y 

s t r a t i g r a p h i c a l l y trapped and produce i n the area but don't 

t y p i c a l l y produce the high volumes t h a t the lower Morrow 

sands below produce. 

I f you look below the l i n e f o r the lower Morrow, 

y o u ' l l see three primary sands, a yellow, an orange and a 

brown sand. A l l of these sands are productive i n the area, 

e s p e c i a l l y at the tops of the s t r u c t u r e s . They've 

c o n t r i b u t e d a tremendous amount of the gas on the high 

cumulative w e l l s , high on the s t r u c t u r e . They're h i g h l y 

depleted a t the present time. 

And so one t h i n g I ' d l i k e t o s t r e s s i s t h a t when 

we d r i l l our w e l l , f i r s t of a l l , we're not going t o be a t 

our l o c a t i o n a t an optimum s t r u c t u r a l p o s i t i o n f o r the 

lower Morrow, plus we're going t o have i n c u r r e d some p r e t t y 

s i g n i f i c a n t d e p l e t i o n from o f f s e t t i n g w e l l s . So the 

average t h a t we looked at e a r l i e r of 2.3 BCF f o r t h i s nine-
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s e c t i o n area f o r the Morrow i s probably not what we're 

going t o get. 

We're going t o get something less than t h a t , 

because we're i n c l u d i n g i n the averages w e l l s t h a t have 

never s u f f e r e d any d e p l e t i o n , and we're a t the tops of the 

s t r u c t u r e , and we're not i n t h a t instance i n e i t h e r case. 

So w e ' l l t e s t i f y here, our engineer w i l l t e s t i f y , 

the k i n d of reserves we t h i n k we're going t o encounter i n 

the Morrow. I t w i l l be less than the averages because of 

those geologic and production reasons. 

Q. But once you're down t o the middle Morrow i t 

makes sense t o go t o the lower? 

A. Of course. Yes, of course, because the 

incremental d r i l l i n g cost of t h a t other 600 or 7 00 f e e t i s 

i n s i g n i f i c a n t . 

Q. Okay. Now l i k e I said, l e t ' s take your l a s t 

t h r e e e x h i b i t s together, E x h i b i t s 9, 10 and 11, and there's 

been some discussion about secondary zones here, Mr. Burke. 

I n p a r t i c u l a r there's already been some mention of the 

Wolfcamp and the Strawn. I f you could f i r s t get your 

E x h i b i t 9 which i s , I b e l i e v e , a Wolfcamp s t r u c t u r e map, 

could you discuss the prospects i n t h a t zone? 

A. Sure. This map i s , from an a r e a l standpoint, 

almost i d e n t i c a l t o the map t h a t you looked a t as E x h i b i t 5 

t h a t had a l l the production on i t . But what I've done on 
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t h i s p a r t i c u l a r map — and I have a l l of the w e l l s on t h i s 

map t h a t have been d r i l l e d out here -- i s , I've h i g h l i g h t e d 

i n green or i n a gray i s h c o l o r the w e l l s t h a t have produced 

from the Wolfcamp or the Penn formation, which I ' l l show 

you i n a moment have been used interchangeably out here. 

But what you see i s , there are some — one, two, 

t h r e e , f o u r , f i v e , s i x , seven w e l l s , you know, w i t h i n a 

mi l e or a l i t t l e over a mile from out w e l l t h a t have 

produced from the Wolfcamp or the Penn forma t i o n . And of 

those w e l l s , the average t h a t we spoke of e a r l i e r , t h a t , 

you know, .2 of a BCF of gas and 20,000 b a r r e l s of o i l , 

more or less — no, 10,000 b a r r e l s of o i l , more or l e s s , i s 

the average f o r t h i s area. 

So there's been a p r e t t y good sampling of 

attempts t o complete i n t h i s zone around us, and we — you 

know, we have — f o r the reserve c a l c u l a t i o n s t h a t we do, 

we look a t a l l of the w e l l s around us and t r y t o attempt t o 

come up w i t h a reasonable number of what we can expect from 

t h i s formation based on o f f s e t w e l l s . 

Q. Looking a t production, i t looks l i k e i t goes from 

almost nothing, j u s t a few MCF, up t o what, maybe a l i t t l e 

more than a h a l f a BCF? 

A. That's r i g h t , the w e l l t h a t i s j u s t t o the east 

of our proposed l o c a t i o n , t h a t ' s one of the b e t t e r w e l l s i n 

t h i s map area. I t ' s made 23,122 b a r r e l s of o i l from the 
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Wolfcamp-Penn and nearly a h a l f a b i l l i o n cubic f e e t of 

gas. Most of the w e l l s t h a t you see on here, i f y o u ' l l 

look a t the production numbers, are poorer than t h a t . 

This i s a s t r u c t u r e map of the form a t i o n . As you 

can see, updip i s t o the l e f t or t o the northwest, downdip 

i s t o the r i g h t , which i s the southeast. And our l o c a t i o n 

i s both updip and downdip t o production from these 

i n t e r v a l s , so we f e e l l i k e we have a reasonable chance, 

based on o f f s e t production and our s t r u c t u r a l p o s i t i o n , of 

encountering production i n the Wolfcamp formation here. 

Q. Okay, now, l e t ' s move on t o E x h i b i t 10, which i s 

your Strawn map, and discuss the p o t e n t i a l f o r pr o d u c t i o n 

from the Strawn i n the east h a l f of Section 15. 

A. The Strawn i s a carbonate formation, and I ' l l 

show i t t o you on the cross-section i n a moment t h a t goes 

w i t h these e x h i b i t s , but i t ' s located between the Wolfcamp 

and the Morrow. I n t h i s p a r t i c u l a r area, the Strawn i s 

p r i m a r i l y a s t r u c t u r a l l y c o n t r o l l e d t a r g e t . 

I f y o u ' l l look down the center of the map, y o u ' l l 

see t h i s s t r u c t u r e i s a t Strawn l e v e l , but you also see the 

s t r u c t u r a l a n t i c l i n e t h a t you saw at Morrow l e v e l on the 

Morrow maps running down through here. And what you see 

along t h a t s t r u c t u r a l a n t i c l i n e are these b e t t e r cumulative 

w e l l s , e s p e c i a l l y the ones up i n Section 10, you have some 

2- and 3-BCF, b i l l i o n s of cubic f e e t w e l l s , very good 
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w e l l s , w i t h 50,000, 30,000 b a r r e l s of o i l . 

As you move o f f s t r u c t u r e you can see the 

cumulative productions go down very r a p i d l y , both l e f t of 

the s t r u c t u r e downdip and r i g h t of the s t r u c t u r e downdip. 

Q. Looking i n the west h a l f of Section 15, there's a 

w e l l t h a t has produced a f a i r amount from the Strawn, i s 

t h e r e not? 

A. Yes, i t has. 

Q. But you are s i g n i f i c a n t l y o f f t h a t s t r u c t u r e ? 

A. Right, we're some 50-plus f e e t downdip t o t h a t , 

and I ' l l demonstrate t o you on the c r o s s - s e c t i o n t h a t the 

Strawn has been t e s t e d i n t h i s area at a s i m i l a r s t r u c t u r a l 

p o s i t i o n t o where we're planning t o d r i l l , and t h e r e j u s t 

has not been any commercial or good production here because 

of the high water cut and your being o f f the s t r u c t u r e . 

Q. Okay. 

A. There may be some i n i t i a l t e s t s t h a t look r e a l 

good, but there's j u s t no sustained production due t o t h a t 

high water c u t . 

Q. And t h a t ' s k i n d of e x h i b i t e d by t h a t w e l l i n the 

northeast quarter of Section 15? 

A. That's c o r r e c t , t h a t ' s c o r r e c t . 

Q. I t ' s a l i t t l e higher than your w e l l , but i t 

produced very l i t t l e from the Strawn? 

A. That's c o r r e c t . 
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Q. Okay, l e t ' s f i n i s h w i t h your E x h i b i t 11. 

A. E x h i b i t 11 i s a cross-section. This cross-

s e c t i o n , B-B*, was depicted on the other map t h a t I showed 

you, but there's also an index f o r i t on the r i g h t - h a n d 

side. 

What I'm showing you here, a t the very top you 

see a Wolfcamp d e t r i t a l marker. That's a f a i r l y c o n s i s t e n t 

s t r a t i g r a p h i c marker i n the area t h a t I have mapped 

s t r u c t u r e on f o r the Wolfcamp map t h a t I presented e a r l i e r . 

As you move down y o u ' l l see colored i n green on 

the logs near the top the Wolfcamp zone, which has been 

used interchangeably -- the name Penn has been used, but 

f o r the most p a r t , most of the completions i n t h i s area 

c a l l t h i s Wolfcamp. 

Moving f u r t h e r down y o u ' l l see a Strawn, t o p - o f -

the-Strawn marker. That's what I mapped my Strawn zone on. 

The p o r o s i t y zone i n the Strawn t h a t i s pr o d u c t i v e i n t h i s 

area i s colored i n blue. For the large p a r t w i t h i n t h i s 

area, t h i s i s the zone t h a t produces from the Strawn. I t ' s 

been pro d u c t i v e a t the top of the s t r u c t u r e , but i t ' s a 

p r e t t y continuous p o r o s i t y formation i n t h i s area, as you 

can see from the cross-section, and as you move downdip you 

encounter water. 

Further down, colored i n yellow, there's an Atoka 

marker, and t h i s i s the zone t h a t t y p i c a l l y produces i n 
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t h i s area from the Atoka. Very l e n t i c u l a r , very l i m i t e d , 

no huge production numbers. 

And then you see a top-of-the-Morrow marker and 

then several Morrow marker sands down here colored i n red. 

These are a l l these Morrow sands t h a t are p r o d u c t i v e i n 

t h i s area. We've mapped these i n d i v i d u a l l y , and as they 

are m u l t i p l e sands w i t h — at some l o c a t i o n s one sand w i l l 

be good, a t other l o c a t i o n s other sands w i l l be good. 

What makes the Morrow a good o b j e c t i v e out here 

i s simply t h a t there are so many sands, you know. There 

are m u l t i p l e o p p o r t u n i t i e s t o make w e l l s i n t h i s Morrow 

where i n the Atoka and i n the Strawn and i n the Wolfcamp 

you p r i m a r i l y have one zone t h a t you're going a f t e r and are 

l i m i t e d i n your o p p o r t u n i t i e s up th e r e . That's why the 

Strawn has the higher production f i g u r e s i n the area, j u s t 

due t o the number of r e s e r v o i r s , as opposed t o the other 

formations. 

Q. Why the Morrow has been? 

A. Yes, why the Morrow i s the primary o b j e c t i v e out 

i n t h i s area. 

Q. Okay. And j u s t l o o king a t t h i s , again j u s t from 

a geologic standpoint, does t h i s also r e i n f o r c e the need t o 

stack the zones you are seeking t o h i t i n a p a r t i c u l a r 

w e ll? 

A. C e r t a i n l y . As you can see from the m u l t i p l e 
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nature of these formations from the Morrow a l l the way p t o 

the Yates, there are many, many formations. A l l can be 

mapped by a g e o l o g i s t as myself. And every g e o l o g i s t i s 

going t o have a d i f f e r e n t opinion. And probably when i t ' s 

a l l s a i d and done, we're a l l wrong, you know, the t r u t h i s 

something else out there, which you u s u a l l y don't f i n d out 

what t h a t i s u n t i l you d r i l l a w e l l . You have many zones 

t h a t you're going a f t e r . 

But f o r t h i s p a r t i c u l a r area, by and l a r g e , our 

approach, from a business standpoint i s , we t r y t o d r i l l 

w e l l s t o the Morrow, which has proven t o be the most 

commercial formation out here. We do some l i m i t e d mapping 

on the shallow zones, t r y i n g t o encounter pay i n those. 

But g e n e r a l l y speaking, we d r i l l our w e l l s based on a 

Morrow o b j e c t i v e a t t h a t l o c a t i o n , and the shallower zones, 

we get what we get when we d r i l l the w e l l , b a s i c a l l y . 

Q. Now, i n your opinion i s a cost-plus-200-percent 

pe n a l t y f a i r and reasonable i n t h i s w e ll? 

A. C e r t a i n l y , I believe i t i s , due t o the m u l t i p l e 

l e n t i c u l a r r e s e r v o i r s , the d e p l e t i o n r i s k i n t h i s area, 

yes. 

Q. And were E x h i b i t s 5 through 11 prepared by you or 

under your supervision? 

A. Yes, I prepared a l l of these e x h i b i t s . 

Q. And i n your opinion i s the g r a n t i n g of 
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Mewbourne 1s 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 , i t i s . 

MR. BRUCE: Madame Chair, I move the admission of 

Mewbourne E x h i b i t s 5 through 11. 

CHAIRMAN WROTENBERY: Any objection? 

MR. FELDEWERT: No o b j e c t i o n . 

CHAIRMAN WROTENBERY: E x h i b i t s 5 through 11 are 

admitted i n the record. 

Mr. Feldewert? 

CROSS-EXAMINATION 

BY MR. FELDEWERT: 

Q. Mr. Burke, i f I j u s t heard you c o r r e c t l y , you 

were asking the D i v i s i o n t o give you a 2 00-percent penalty 

f o r your r i s k i n going down t o the Morrow; i s t h a t c o r r e c t ? 

A. Yes. 

Q. Okay. And reason you're asking t h a t i s t o t r y t o 

o f f s e t some of the economic r i s k t h a t you f e e l t h a t you 

have i n going a l l the way down t o the Morrow f o r m a t i o n ; i s 

t h a t r i g h t ? That's the purpose of the r i s k penalty? 

A. Yes, s i r . 

Q. Okay. Now, I t h i n k you also t e s t i f i e d , i f I 

understood you c o r r e c t l y , t h a t when you looked a t t h i s area 

everybody has a d i f f e r e n t opinion, and I t h i n k you s a i d 

everybody could be wrong, r i g h t ? 
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A. That's r i g h t . 

Q. Okay. But your desire i s t o go down and go ahead 

and i n c u r the cost and take the r i s k of t a k i n g a look a t 

the Morrow and producing from the Burton Flat-Morrow Pool; 

i s t h a t r i g h t ? 

A. That's the primary i n t e n t , but you know, 

Mewbourne and a l l operators out here, you know, reserve the 

r i g h t — i f you encounter some zones on the way down t h a t 

have a chance of adding s i g n i f i c a n t l y t o the economics of 

the w e l l , we may choose t o dual the w e l l or even d r i l l a 

t w i n w e l l , you know, i f we see something l i k e t h a t on the 

way, i f i t makes economic sense t o us and our p a r t n e r s . 

We evaluate a l l the formations very thoroughly 

w i t h an extensive set of e l e c t r i c a l logs and downhole 

t e s t i n g and t r y not t o leave any zone, t h a t has the 

p o t e n t i a l of generating revenue f o r ourselves and a l l the 

p a r t i e s , unevaluated. 

Q. That's something you would want t o look a t i n the 

f u t u r e , a f t e r you had the o p p o r t u n i t y t o go down and t e s t 

the Morrow, and i f you're successful produce from the 

Morrow, r i g h t ? 

A. By and lar g e , t h a t ' s what we a n t i c i p a t e here. 

But you know, we put mud loggers on these w e l l s , you know, 

at the very shallow depths, and we're r e g i s t e r i n g and 

r e p o r t i n g hydrocarbon readings a l l the way up and down 
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these w e l l s and t r y i n g t o evaluate the e n t i r e w e l l a t a 

s i g n i f i c a n t cost t o us. 

Q. I understand, I understand. And t h a t ' s why 

you're asking f o r a 2 00-percent r i s k penalty? 

A. Right. 

Q. But when you decided t o take a look a t t h i s 

p r o j e c t , you a c t u a l l y focused your l o c a t i o n of your w e l l t o 

g i v e you the best shot a t producing from the Morrow; i s n ' t 

t h a t c o r r e c t ? 

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

Q. And t h a t ' s what you t o l d the D i v i s i o n i n your 

l e t t e r t o the D i v i s i o n ; i s t h a t r i g h t ? 

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

Q. Okay, you asked f o r your unorthodox l o c a t i o n so 

t h a t you would have the best p o s s i b i l i t y of producing from 

the Morrow sand t h a t you've i d e n t i f i e d here today? 

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

Q. And your E x h i b i t Number 8, as I understand i t , 

i d e n t i f i e s seven p o t e n t i a l pay sands. Am I reading t h a t 

c o r r e c t l y ? 

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

Q. A l l r i g h t . And I t h i n k you t e s t i f i e d t h a t 

g e n e r a l l y the highest volumes of sands are i n the lower 

Morrow; i s t h a t r i g h t ? 

A. That's c o r r e c t . 
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Q. Which i s where you're going? 

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

Q. Would you agree w i t h t h a t i f you look a t t h i s map 

— I ' l l t r y t o hold i t up here — your proposed w e l l 

l o c a t i o n i s here? 

A. Yes, s i r . 

Q. And these are you mapping w e l l s t h a t you used? 

A. Yes, s i r . 

Q. I t looks l i k e a t l e a s t from a geologic standpoint 

you don't have much r i s k i n encountering the sands, do you? 

A. Encountering the sandbodies, whether they have 

enough p o r o s i t y and p e r m e a b i l i t y and pressure remaining i n 

them t o produce commercially i s where the s i g n i f i c a n t 

question — 

Q. I understand, but you're going t o h i t these 

sands, r i g h t ? You f e e l p r e t t y good you're going t o h i t 

these sands? 

A. I f e e l p r e t t y good we w i l l , yes. 

Q. The only question you've got i s how much gas i s 

l e f t down there? 

A. That's r i g h t . 

Q. A l l r i g h t . And you decided as a company t h a t 

you'd go ahead and take the r i s k and ask f o r a 2 00-percent 

r i s k p e n a l t y and go down there and produce what you can out 

of the Morrow? 
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A. Yes, s i r . 

Q. Let me ask you, i f you're successful i n the 

Morrow, how long do these Morrow w e l l s t y p i c a l l y produce? 

A. Many of these w e l l s — and i f you r e a l l y want 

some r e a l d e t a i l e d analysis of t h a t , I ' d — 

Q. I j u s t need your — 

A. — r e f e r you t o our r e s e r v o i r — 

Q. I know — 

A. — engineer, he — 

Q. — what's your knowledge of th a t ? 

A. I would t h i n k t h a t a 2 0-year l i f e i s probably not 

— 10- t o 20-year l i f e i s not uncommon, but I defer t o our 

engineer on s p e c i f i c s . 

Q. Okay, but you could go down, and i f you're 

successful i n d r i l l i n g t o these Morrow sands, your 

Esperanza w e l l could produce — what d i d you say, 10 t o 2 0 

years? 

A. Yes, s i r . 

Q. Okay. Now, i n your opinion how long w i l l a w e l l 

t h a t ' s completed i n the Strawn formation — how long 

t y p i c a l l y could t h a t w e l l produce? 

A. Again, f o r the r e a l d e t a i l of t h a t I ' d l i k e t o 

r e f e r t o our engineers. Usually t h a t ' s much more s h o r t 

l i v e d because there's a l o t of water t h e r e , and the water 

tends t o k i l l the w e l l s e a r l i e r , as i t does a l o t i n the 
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lower Morrow. So i f I were guessing I would say a t y p i c a l 

l i f e would be i n the f i v e - y e a r range. 

Q. Okay. So i f I understand i t , i f you're 

successful and i f everything goes w e l l and you h i t the 

sands, you could produce from the Morrow from 10 t o 20 

years; i s t h a t r i g h t ? 

A. Yes. 

Q. And then you could move uphole and produce i n the 

Strawn f o r maybe f i v e years? 

A. That's possible. 

Q. A l l r i g h t . And as a prudent operator you would 

not abandon the Morrow sands and move uphole u n t i l you had 

depleted those sands; i s t h a t r i g h t ? 

A. I ' d l i k e t o r e f e r t h a t question t o the 

engineering also, because what d e p l e t i o n i s , i s an 

economic — 

Q. You're r i g h t , t h a t ' s an economic term, but — 

A. Yeah. 

Q. — as a prudent operator, I mean, your goal here 

as a company, i f you're going down t o the Morrow you're 

going t o produce out of the Morrow as long as i t ' s economic 

f o r you t o do so, r i g h t ? I mean, t h a t ' s what everybody 

does? 

A. Well, c e r t a i n l y — and I'm going t o r e f e r t o the 

engineering, but i t ' s a business d e c i s i o n . Many times i t ' s 
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f r u g a l and prudent f o r the operator, i f they have a high 

pro d u c t i o n zone up the hole, t o abandon a low producing 

zone down below, go produce the higher p r o d u c t i o n zone 

above because of the time value of money, and then a t a 

l a t e r time when the upper zone i s depleted and down t o a 

low r a t e , go back t o the lower zone or perhaps get a permit 

t o commingle both the zones. 

Q. Okay. 

A. I t depends w e l l by w e l l , and the economics depend 

on the s p e c i f i c w e l l , what you encounter and the economics 

at t h a t p a r t i c u l a r p o i n t i n time. 

Q. But a t t h i s time you're d r i l l i n g your w e l l t o 

j u s t produce from the Morrow; i s t h a t r i g h t ? 

A. We plan t o produce any formation t h a t w i l l make 

o i l or gas. 

Q. Oh, you're going t o commingle the production? 

A. I f the Commission w i l l allow us and t h a t ' s the 

economic t h i n g t o do, we may do t h a t . 

Q. So you'd have t o come back and get approval from 

the Commission? 

A. Yes. 

Q. Okay. So you'd have t o have some k i n d of a 

hearing on an a d m i n i s t r a t i v e a p p l i c a t i o n ? 

A. Yes. 

Q. I want t o look a t your E x h i b i t Number 6. This 
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shows your -- Let's see, am I reading — This i s a Morrow 

pro d u c t i o n map? 

A. Yes, i t i s . 

Q. Okay. 

A. And a s t r u c t u r e map at the top of the lower 

Morrow. 

Q. Now, I t h i n k you have t e s t i f i e d t h a t t h e r e has 

been success i n d r i l l i n g i n these middle Morrow zones; i s 

t h a t r i g h t ? 

A. Yes. 

Q. Has Mewbourne had success? 

A. Oh, yes. 

Q. Now, are any of these w e l l s on here, are they 

Mewbourne wells? 

A. No. 

Q. They're not? 

A. No. 

Q. Okay. But other operators have had success i n 

d r i l l i n g i n t h i s area? 

A. Yes. 

Q. Okay, and they've had commercial wells? 

A. Yes. 

Q. And t h a t ' s why you're t r y i n g t o produce from 

the — That's why your t a r g e t i s Morrow? 

A. Yes. 

STEVEN T. BRENNER, CCR 
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Q. I f I look a t your E x h i b i t Number 5, I t h i n k you 

i d e n t i f i e d — Did you t r y t o i d e n t i f y i n your E x h i b i t 

Number 5 a l l the p o t e n t i a l producing zones or formations i n 

t h i s area? 

A. Yes, I d i d . 

Q. I s t h a t what you t r i e d t o do w i t h your legend 

down here? 

A. Yes, s i r . 

Q. Okay, I'm going t o get o r i e n t e d here. The f i r s t 

producing zone you i d e n t i f i e d i s the Yates; i s t h a t r i g h t ? 

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

Q. Okay, now t h a t would be above our l i n e t h a t we 

marked i n yellow here? 

A. As a matter of f a c t , t h a t zone i s not even on 

your — r i g h t . 

Q. Yeah, I mean t h a t ' s up here. 

A. That's r i g h t . 

Q. Okay. Now, the next zone you i d e n t i f i e d i s 

Delaware production; i s t h a t r i g h t ? 

A. Yes s i r , and i t i s again above your type l o g . 

Q. Okay. Next zone i s the Bone Spring? 

A. Above your type l o g . 

Q. And the next zone i s the Wolfcamp; i s t h a t r i g h t ? 

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

Q. A l l r i g h t . And then you show some Strawn 
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p r oduction. I s t h a t below the type log? 

A. No, t h a t ' s i n the middle of your type l o g t h e r e . 

I t h i n k you have i t colored purple. 

Q. Right down here? 

A. Yes. 

Q. I'm s o r r y , so t h a t ' s below the yellow l i n e ? 

A. Yes. 

Q. I got you. And then you show some Atoka; i s t h a t 

r i g h t ? 

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

Q. And t h a t ' s below — down here as w e l l ? 

A. Right, t h a t ' s between the Morrow a t the very 

bottom and your purple zone there i n the Strawn, about the 

middle of the type l o g . 

Q. Okay, then you've got the Morrow down a t the 

bottom, r i g h t ? 

A. Yes, s i r . 

Q. That w e l l t o the n o r t h t h a t ' s shown on t h i s map, 

i s t h a t 2.6 b i l l i o n cubic f e e t of gas t h a t ' s been produced? 

A. Be s p e c i f i c of which w e l l you're t a l k i n g about. 

Q. I'm s o r r y , you're r i g h t . I f I looked a t your 

pink dot, your pink dot here, you show a w e l l up here. 

A. Right. 

Q. Okay, i s t h a t — There's two p r o d u c t i o n f i g u r e s 

t h e r e , am I reading t h a t r i g h t ? 
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A. That's c o r r e c t . 

Q. 2.6 — i s t h a t b i l l i o n cubic feet? 

A. That's b i l l i o n cubic f e e t . I t ' s colored red so 

t h a t means i t came from the Morrow formation. 

Q. What's the d i f f e r e n c e between — And then there's 

a 1.7; do you see that? 

A. That means — That's the o i l production. I f 

y o u ' l l look k i n d of down there i n the key, i t shows t h a t 

the gas production i s i n b i l l i o n cubic f e e t , and i t ' s a t 

the t o p . And then the o i l production i s i n thousands of 

b a r r e l s of o i l , and i t ' s shown j u s t below i t . So t h a t 

means t h a t w e l l has made approximately 2.6 b i l l i o n cubic 

f e e t of gas and 1716 b a r r e l s of o i l from the Morrow 

formation. 

Q. Okay, and t h a t i s from the Morrow? 

A. Yes. 

Q. Okay, t h a t ' s a p r e t t y good w e l l , i s n ' t i t ? 

A. That's a r e a l good w e l l . 

Q. And then the blue numbers are what? I s t h a t the 

Strawn? 

A. That's the Strawn formation. 

Q. So t h a t ' s why you show t h i s w e l l as having been 

producing from the Morrow and the Strawn? 

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

Q. I s i t s t i l l producing? 
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A. That w e l l i s plugged and abandoned. There's a 

slash through i t there. Again, i f y o u ' l l look a t the key 

down t h e r e , I put a slash through the w e l l s t h a t have been 

plugged and abandoned. 

Q. And how long d i d t h a t w e l l produce? 

A. You know, I cannot answer t h a t . I know t h a t — I 

can't answer t h a t f o r you. 

MR. FELDEWERT: Okay, t h a t ' s f i n e . That's f i n e . 

That's a l l I have, thank you. 

THE WITNESS: Thank you. 

CHAIRMAN WROTENBERY: Commissioner Lee, any 

questions f o r Mr. Burke? 

EXAMINATION 

BY COMMISSIONER LEE: 

Q. What i s your t a r g e t production f o r today? 

A. Of a rate? 

Q. Right. 

A. Our engineer w i l l t e s t i f y t h i s , but I would 

probably say around a m i l l i o n cubic f e e t of gas a day from 

the Morrow formation i n i t i a l l y . 

Q. A m i l l i o n cubic f e e t , 1000 MCF. 

A. Yes, s i r . 

Q. What's the water? 

A. Not a l o t , less than a b a r r e l or so a day, I 

would guess. Again, you might want t o ask our engineer t o 
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r e a l l y get s p e c i f i c w i t h t h a t . 

Q. Why do you say 2 0 years? Twenty years i s based 

on what? 

A. Based on the — 

Q. On your c u t o f f point? What's your c u t o f f p o i n t 

of your production? 

A. Can I r e f e r t h a t t o the engineer? H e ' l l t e s t i f y 

t o a l l of t h a t i n d e t a i l . 

COMMISSIONER LEE: A l l r i g h t , no f u r t h e r 

questions. 

CHAIRMAN WROTENBERY: Commissioner Bailey? 

EXAMINATION 

BY COMMISSIONER BAILEY: 

Q. Did Mewbourne run seismic? 

A. No, ma'am. 

Q. So a l l of t h i s was developed from the w e l l logs 

i n the area? 

A. Yes, ma'am. 

Q. Okay. There's been testimony t h a t t h i s l o c a t i o n 

was chosen because of surface considerations and also 

because i t appears t o be b e t t e r f o r geologic reasons f o r 

the Morrow. 

A. Yes, ma'am. 

Q. Does t h a t advantage of the Morrow — i s t h a t also 

r e f l e c t e d i n the shallower zones, or i s t h e r e any 
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advantage/disadvantage at a l l f o r t h i s l o c a t i o n f o r the 

shallower zones? 

A. I n my opinion — I f e e l l i k e t h i s l o c a t i o n i s the 

best p o s s i b l e l o c a t i o n t h a t we could d r i l l f o r the Morrow 

and the Strawn formation and as good as any other l o c a t i o n , 

from my a n a l y s i s , f o r the other formations. Some people 

may have d i f f e r e n t opinions, but I t h i n k t h i s l o c a t i o n i s 

as good a l o c a t i o n f o r a l l of the formations t h a t are 

produ c t i v e out here as anywhere t h a t we could have go t t e n . 

Now, I have not spent — I w i l l say, I have not 

spent n e a r l y the time on the shallower formations 

developing the geology as I have on the deeper formations. 

And you know, we w i l l gain i n f o r m a t i o n from t h i s w e l l when 

we d r i l l i t t h a t may make me change my mind about where a 

shallower formation could be d r i l l e d f o r i n here. But w i t h 

the data we have a v a i l a b l e r i g h t here, t h i s was the best 

l o c a t i o n we could get t o f o r the Morrow and as good as any 

other l o c a t i o n f o r any of the other zones, i n my o p i n i o n . 

COMMISSIONER LEE: C e r t a i n l y you c a r r y the r i s k ? 

THE WITNESS: Yes, s i r . 

COMMISSIONER LEE: You may not h i t anything, you 

may not deplete, you may not have a pressure? 

THE WITNESS: We could d r i l l a dry hole, yes, 

s i r . Not h i g h l y l i k e l y , but i t could happen. 

Q. (By Commissioner Bailey) You were asked several 
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questions about needing t o come back i n f o r a d m i n i s t r a t i v e 

hearings — 

A. Yes, ma'am. 

Q. - - i f the upper zones prove p r o d u c t i v e . Do you 

agree t h a t i t ' s cheaper t o come i n f o r an a d m i n i s t r a t i v e 

hearing than t o d r i l l a new well? 

A. Do I agree t h a t i t ' s cheaper t o come i n f o r an 

a d m i n i s t r a t i v e hearing than t o d r i l l a new well? Of 

course. 

COMMISSIONER BAILEY: Just want t o make t h a t 

p o i n t . 

No, I ' l l save the f i n a n c i a l questions f o r the 

engineer. That's a l l . 

CHAIRMAN WROTENBERY: Any follo w - u p , Mr. Bruce? 

MR. BRUCE: I don't have any foll o w - u p . 

MR. FELDEWERT: No. 

CHAIRMAN WROTENBERY: Thank you f o r your 

testimony, Mr. Burke. 

THE WITNESS: Thank you. 

MR. BRUCE: How does the Commission wish t o 

proceed? Take my f i n a l witness and then break f o r lunch? 

CHAIRMAN WROTENBERY: We'll see how i t goes, but 

w e ' l l continue on f o r the time being. 

MR. BRUCE: I ' l l t r y t o shut up my next witness. 

COMMISSIONER LEE: Okay, i f you want t o ask a 
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question, ask the question and know what your purpose i s , 

a l l r i g h t ? Don't run around and ask a l o t of questions 

t h a t are not r e l e v a n t t o the case. 

MR. BRUCE: This i s our engineer, Commissioners. 

BRYAN M. MONTGOMERY, 

the witness he r e i n , a f t e r having been f i r s t 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. Would you please s t a t e your name f o r the record? 

A. My name i s Bryan Montgomery. 

Q. And who do you work f o r ? 

A. I work f o r Mewbourne O i l Company. 

Q. What i s your job w i t h Mewbourne? 

A. I'm a r e s e r v o i r and economics manager. 

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

or the Commission as a r e s e r v o i r engineer? 

A. I have. 

Q. And were your c r e d e n t i a l s as an expert accepted 

as a matter of record? 

A. They were. 

Q. And are you f a m i l i a r w i t h the engineering r e l a t e d 

t o t h i s p a r t i c u l a r Application? 

A. Very much so. 

MR. BRUCE: Madame Chair, I tender Mr. Montgomery 
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as an expert r e s e r v o i r engineer. 

CHAIRMAN WROTENBERY: Any objection? 

MR. FELDEWERT: I have no o b j e c t i o n . 

CHAIRMAN WROTENBERY: His q u a l i f i c a t i o n s are 

accepted. 

Q. (By Mr. Bruce) F i r s t o f f , Mr. Montgomery, how 

long have you spent e v a l u a t i n g t h i s prospect? 

A. My notes go back t o 1999 when I f i r s t began 

l o o k i n g i n t h i s area. 

Q. So Mewbourne spent s u b s t a n t i a l time, e f f o r t and 

money beyond what's going t o be re q u i r e d t o d r i l l the well? 

A. That's a b s o l u t e l y c o r r e c t . 

Q. Now, when you began t o reach your conclusions on 

t h i s prospect, what were the main p o i n t s i n v o l v e d i n the 

conclusions t o your study? 

A. Well, the main p o i n t s were t h a t we had a middle 

Morrow ID out here t h a t looked r e a l l y , r e a l l y good. To me 

i t looked l i k e i t was bypassed pay. I t ' s a lower p o r o s i t y , 

we've heard testimony from our g e o l o g i s t s . 

And what's happened i n t h i s area i s , i n the 1970s 

many w e l l s were d r i l l e d t h a t were produced out of the lower 

Morrow and i n even the Strawn formation t h a t were q u i t e 

good, p r o l i f i c producers. They would come on a t high 

r a t e s , 5 m i l l i o n cubic f e e t a day, 10 m i l l i o n cubic f e e t a 

day, would make 5 BCF of gas and had done t h a t over a 
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p e r i o d of years. 

But many of the zones t h a t were i n the middle 

Morrow were t e s t e d and abandoned or were t e s t e d and 

produced commingled w i t h the lower Morrow, and even i n the 

de c l i n e curves you can see evidence of lower-perm rocks i n 

combination w i t h the higher-perm production when they were 

commingled. 

So as I s t a r t e d t o review the d i f f e r e n t zones — 

and I've gone through probably — w e l l , many of these zones 

— I've found t h a t the lower Morrow was the i n i t i a l idea 

out here, and i t was f a i r l y depleted. What I mean by t h a t 

i s , the c u r r e n t r a t e s and pressures of the c u r r e n t 

producing lower Morrow w e l l s or the w e l l s t h a t were plugged 

had very low pressure. 

When I estimated drainage volumes of how much 

they drained and combined t h a t w i t h our geologic mapping, 

a l l the bubbles touch. You know, they're f a i r l y drained 

r e s e r v o i r s . And we found t h a t o f f the s t r u c t u r e s we found 

before, t h a t many of the zones were j u s t wet. The sands 

were th e r e but they were f u l l of water, and we saw those 

t e s t s . 

But there were some r e a l i n t e r e s t i n g middle 

Morrow t e s t s t h a t l e d me t o bel i e v e t h a t t h e r e was 

p o t e n t i a l i n the middle Morrow. 

Q. And i n your opinion, i s the middle Morrow a 
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lower-permeability r e s e r v o i r than the lower Morrow? 

A. I t i s . I n general i t i s , and s p e c i f i c a l l y i n 

t h i s s e c t i o n i t i s . 

Q. But do you hope w i t h more modern completion 

techniques t o produce a f a i r amount of reserves out of the 

middle Morrow? 

A. Yes. One p o i n t t h a t we shouldn't pass up i s t h a t 

many of the w e l l s — a l l of the w e l l s on t h i s map t h a t we 

see, except f o r one, t h a t were completed i n the middle 

Morrow were not f r a c t u r e - t r e a t e d . They were b a s i c a l l y 

added t o the lower Morrow, except f o r one, i n my op i n i o n . 

That one we're going t o t a l k about i n a minute made 600 

m i l l i o n cubic f e e t of gas and looked l i k e a t i g h t zone but 

made some production. 

There's been a w e l l most r e c e n t l y completed — 

Q. Well, l e t ' s skip t h a t f o r a minute — 

A. Okay. 

Q. — and w e ' l l get t o t h a t i n a second, but I t h i n k 

you had i n f r o n t of your Mr. Burke's E x h i b i t 5. Could you 

discuss j u s t b r i e f l y , r e f e r r i n g t o t h a t , j u s t how the 

geology i n t e r a c t s w i t h the pressure and pro d u c t i o n j u s t 

o v e r a l l i n these wells? 

A. Well, t h i s i s zone by zone, and so what we do i s 

go through — you know, we map every zone, we study a l l the 

product i o n and pressure from every zone, and we t r y t o come 
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up w i t h a n a l y s i s of what's happened i n the past and what 

remaining p o t e n t i a l there i s i n the f u t u r e . 

And I t h i n k , i f I understand where we're heading 

w i t h t h i s question, i s t h a t once again we found t h a t these 

b i g , l a r g e cumulative lower Morrow — or Morrow produ c t i o n 

numbers — and the Commission doesn't d i s c r i m i n a t e between 

lower Morrow and middle Morrow i n t h e i r p r o d u c t i o n 

r e p o r t i n g — they came from these lower Morrow reserves. 

Q. And does the middle Morrow, when you've been able 

t o more or less i s o l a t e t h a t , come on a t much lower r a t e s 

of i n i t i a l production? 

A. I t does, i t does. 

Q. Okay. Well, l e t ' s look a t t h a t then, your sole 

e x h i b i t , or your primary e x h i b i t , E x h i b i t 12, Mr. 

Montgomery. The f i r s t page says Reserves and Economics, 

but before we get t o t h a t , could you t u r n t o page 2 of t h a t 

e x h i b i t , which i s a de c l i n e graph, and discuss what t h a t 

e x h i b i t shows i n your opinion? 

A. Okay. Well, l i k e I said, we looked a t a l l the 

zones, and when we narrowed i t down t o t he zones w i t h the 

most economic value, we found the middle Morrow t o be the 

primary zone and the Wolfcamp t o be the secondary zone. 

And the f i r s t page i s what I r e f e r t o as 14C. I 

apologize, I j u s t l i k e t o r e f e r t o the s e c t i o n t h a t they're 

from and the u n i t l e t t e r . So i f you look on t h i s 
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produc t i o n map i n Section 14, i n what we c a l l 14C, t h i s 

Concho Resources-operated w e l l t h a t shows a plugged-out 

symbol now and has produced from both the Atoka and the 

middle Morrow, t h a t w e l l ' s production from j u s t the middle 

Morrow i s represented on t h i s page t h a t I have, a d e c l i n e 

curve of 14C. 

This decline curve, of course, i s j u s t the 

produc t i o n over time on a semilog p l o t , and what i t shows 

i s the i n i t i a l r a t e back j u s t p r i o r t o 1976, and t h i s w e l l 

again was not f r a c t u r e t r e a t e d . The i n i t i a l r a t e i s — the 

u n i t s are i n monthly volumes, so i t ' s j u s t over 2 0,000 MCF 

per month or about 800 MCF a day. 

The w e l l then began a d e c l i n e , what we c a l l a 

h y p e r b o l i c d e c l i n e , and l a s t e d 15, probably 17 years, and 

produced, as you can see on the f a r r i g h t - h a n d side a t the 

top, a cumulative production of 63 5 m i l l i o n cubic f e e t . 

That's j u s t the accumulation of a l l those months. That's 

also on E x h i b i t 5, the map, 635. 

And so what we see i s , when you f i n d w e l l s t h a t 

are commingled and your main zone i s one of those two 

commingled zones, i t ' s very important t o f i n d w e l l s where 

t h a t ' s the only zone open, t o t r y t o determine how does 

t h a t zone produce? And when you do t h a t , i t helps you go 

back t o the zones t h a t may have been commingled and t r y t o 

separate out how much of t h i s was lower Morrow and how much 
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was middle Morrow. So t h a t ' s the f i r s t d e c l i n e curve. 

Q. Okay, why don't you move on t o the next page, 

which i s marked 2 7A, and discuss t h a t ? Now, t h a t ' s a newer 

w e l l , i s i t not? 

A. This i s a newer w e l l . This i s a prospect we 

t r i e d t o d r i l l and couldn't get t o i t , and I wish we could 

have. I t ' s s t a r t i n g out n i c e l y . I t ' s i n the middle Morrow 

zone only, d r i l l e d by OXY i n the year 2000, I b e l i e v e . 

There's some weird dates on t h a t symbol, because the w e l l 

produced i n 8 of 2 000 but was completed i n 2 001. 

And I remember c a l l i n g them and saying, Where's 

the completion record, I need t h i s f o r my inform a t i o n ? 

And they said, I t ' s a t e s t i n g allowable t h a t 

hasn't been done. 

And I said, Well, there's been s i x months of 

produ c t i o n . 

And the Commission d i d a great j o b , they c a l l e d 

OXY and we got t h a t production r e p o r t . 

We found t h a t they d i d f r a c the w e l l , when we got 

t h a t r e p o r t . We found from the logs t h a t i t was only i n 

the middle Morrow blue and an upper middle Morrow zone t h a t 

we c a l l the pink. And when they fr a e ' d i t , i t came on, as 

you can see, a l i t t l e higher r a t e than the w e l l we j u s t 

t a l k e d about. I t came on a t 30,000 a month or about 1 

m i l l i o n cubic f e e t a day a f t e r f r a c . 
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And we also got some pressure data showing i t was 

j u s t minor pressure d e p l e t i o n from t h a t zone. And i t has 

only produced f o r approximately a year, i s the updated 

records t h a t I have w i t h me, and t h a t ' s about 200 m i l l i o n . 

Over t o the r i g h t you see the cumulative p r o d u c t i o n here i s 

210 m i l l i o n , and I w i l l t e l l you t h a t ' s more i n the f i r s t 

year or so than the w e l l we j u s t t a l k e d about made, because 

i t came on a t a higher r a t e , although the geology looked 

very s i m i l a r when you look a t the two logs. 

Q. Now, when you look at the declines on these f i r s t 

two Morrow w e l l s you t a l k e d about, i t f l a t t e n s out 

r e l a t i v e l y w e ll? 

A. That's c o r r e c t , i t declines at a decreasing r a t e , 

what we c a l l h yperbolic d e c l i n e . 

Q. What does t h a t i n d i c a t e t o you? 

A. That's i n d i c a t i v e of lower-perm rock. You're 

slow l y f e e l i n g f u r t h e r and f u r t h e r out as you produce the 

w e l l . You may never ev e n t u a l l y d r a i n l a r g e areas w i t h 

lower-perm rock e f f i c i e n t l y , down t o a low pressure, but 

the h y p e r b o l i c nature i s i n d i c a t i v e of lower perm and la y e r 

production. 

Q. Now, i n looking at these two w e l l s and what you 

hope t o encounter i n Section 15, do you hope they're 

s i m i l a r , do you believe they're s i m i l a r ? 

A. I t h i n k t h a t our best a n a l y s i s , we b e t t e r not 
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f o o l ourselves, we're going t o be somewhere i n t h i s range 

i n the middle Morrow. I t ' s not the high-perm rock. We're 

not going t o get 5 m i l l i o n cubic f e e t a day and have 

i n i t i a l v i r g i n pressures i n the lower Morrow-type 

pro d u c t i o n and have these large 5-BCF-type p r o d u c t i o n 

numbers. These are two very reasonable estimates f o r me t o 

run economics on. I n f a c t , t h a t ' s what I've done. 

Q. Okay, and before we get t o the economics, why 

don't you move t o the f i n a l page of your E x h i b i t 12? What 

does t h a t show? 

A. This shows the Wolfcamp production from a w e l l i n 

Section 15 t h a t I c a l l 151, but i t ' s the key w e l l t h a t ' s i n 

the southeast quarter of t h i s s e c t i o n ; i t ' s a deep t e s t . 

And t h a t w e l l i s key f o r many reasons. One, the lower 

Morrow has t e s t e d wet, and we won't be much updip from 

t h a t . 

Two, the middle Morrow was bypassed, and y e t i t 

was t h i c k and t i g h t and looked productive t o me. 

Three, the Wolfcamp was a c t u a l l y t e s t e d , and the 

production you see here i s the Wolfcamp produ c t i o n from 

t h a t record. I t was produced i n the mid-1960s, and we 

don't have t h a t production t o show you because I d i d n ' t go 

by hand and d i g out the production. But I know p r i o r t o 

1970 the cumulative production was 250 m i l l i o n , and I've 

drawn a l i t t l e l i n e e s t i m a t i n g about what i t would have 
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taken f o r t h a t w e l l t o have produced 2 50 m i l l i o n over t h r e e 

or f o u r years. 

I t has since then, since 1970, produced another 

200 m i l l i o n , not at the best of r a t e s . I n f a c t , t h a t w e l l 

never produced at high r a t e s , i n my opi n i o n , other than 

maybe the f i r s t week or two when they i n i t i a l l y t e s t e d the 

w e l l . But i t ' s a w e l l t h a t has s i g n i f i c a n t reserves, and 

we're o f f s e t t i n g i t f a i r l y c l o s e l y . So we analyzed t h i s 

zone, and we f e e l l i k e t h i s i s a good, strong secondary 

o b j e c t i v e t o pursue, and t h i s i s how I w i l l use something 

s i m i l a r t o t h i s i n my c a l c u l a t i o n s f o r our Wolfcamp 

p o t e n t i a l , although I t h i n k w e ' l l have some d e p l e t i o n from 

t h i s w e l l . 

Well, why don't you then f l i p f i n a l l y back t o the 

f i r s t page of your E x h i b i t 12 and discuss the economics of 

Mewboume's proposed well? 

A. Okay. I r e a l l y t r i e d t o — You know, we've done 

a l o t of work i n t h i s area, and I've j u s t t r i e d t o s i m p l i f y 

i t down t o what we r e a l l y t h i n k the main economic questions 

and reserve questions are, and of course t h a t includes t h i s 

middle Morrow mainly and t h i s Wolfcamp. And I have fo u r 

cases here. 

The f i r s t case, Case A, i s a Morrow case only, 

what I c a l l Morrow (lo w ) , and t h a t ' s based on modeling 

something l i k e t h a t poorer of the two Morrow w e l l s , 14C. 
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We very w e l l may end up w i t h a w e l l l i k e t h a t . We need t o 

see, how does t h a t impact our economics? What I've done i s 

used our estimate f o r d r i l l i n g and completing the w e l l of 

almost $1.5 m i l l i o n and run a s i m i l a r d e c l i n e shape of what 

we j u s t saw i n t h a t 14C w e l l t h a t makes 650 m i l l i o n over 17 

or 18 years. 

And I f i n d we d i d n ' t pay the w e l l out. I f we get 

a w e l l l i k e t h a t , we w i l l not pay out our d r i l l i n g and 

completion cost, based on my estimates. We w i l l get close. 

And what you see here on the t h i r d - t o - t h e - l a s t column, t h i s 

Undiscounted ROI i s the r e t u r n on investment. I f t h a t was 

1.0 we would e x a c t l y make back our d r i l l i n g and completion 

d o l l a r s but no p r o f i t . So we're below payout under t h a t 

scenario. 

The next case was the new OXY w e l l . I t ' s a 

b e t t e r w e l l . What i f we make something l i k e t h a t ? I t h i n k 

t h a t w i l l make close t o a BCF over a l i t t l e longer l i f e 

because i t ' s coming on a l i t t l e higher, but i t ' s also 

h y p e r b o l i c i n nature. And as you can see, i t does pay out. 

I t takes s i x years, you see the second-to-the-last column. 

So f o r s i x years you're not g e t t i n g your money back. But 

then when you do, the 1.33 ROI shows t h a t t h e r e w i l l be 

another 30 percent or so above and beyond the $1.5 m i l l i o n . 

That would be close t o $500,000 f o r 100 percent of the 

working i n t e r e s t owners. 
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And by the way, t h i s t a b l e i s a l l based on j u s t 

100 percent of a l l working i n t e r e s t owners, w i t h 

assumptions f o r net revenue i n t e r e s t t h a t we f e e l l i k e i s a 

good rough estimate, g a s - p r i c i n g , expenses and a l l the 

t h i n g s t h a t go i n t o coming up w i t h these economics. 

The t h i r d case, we go ahead and stack the Morrow 

produ c t i o n , the good Morrow production, w i t h the Wolfcamp, 

and I'm able t o add some Wolfcamp reserves and b r i n g the 

t o t a l reserves up t o almost 1.2 BCF and 6000 b a r r e l s of 

o i l . That can be done by commingling — we've t a l k e d about 

t h i n g s — I'm sure we would answer some questions here 

p r e t t y soon about t h a t — or stacking them co n s e c u t i v e l y , 

depending on what s i t u a t i o n i s best f o r the owners. 

But as you see, t h a t improves the economics. I n 

other words, by adding t h i s backup zone w i t h the b e t t e r of 

the two Morrow estimates, we not only pay out again but we 

have a l i t t l e b e t t e r payout time, 4.7 years, and we have a 

l i t t l e b e t t e r r e t u r n on investment, one-point-almost-seven 

t o one. 

That l a s t column i s I n t e r n a l Rate of Return, and 

t h a t i s s i m i l a r t o a savings-account-type i n t e r e s t . I f you 

put your money i n the bank and they say you're going t o get 

nine percent, t h a t would be a s i m i l a r investment t o p u t t i n g 

t h i s i n t o d r i l l i n g . 

So nine percent i s not the best i n t e r n a l r a t e of 
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r e t u r n , and the reason those are so low i s because these do 

take a long time t o pay out, and t h a t d r i v e s down your 

i n t e r n a l r a t e of r e t u r n . 

The f o u r t h case i s the Wolfcamp, and what t h i s 

case i s , i s something we know i n t u i t i v e l y but we j u s t ran 

the economics f o r i t . What i f we j u s t d r i l l e d j u s t t o the 

Wolfcamp and we were able t o reduce our d r i l l i n g and 

completion d o l l a r s t o t h i s $82 0,000 estimate, but then only 

recovered $225 m i l l i o n , which i s my estimate f o r the 

Wolfcamp production here? And i t shows you would not pay 

out t h e r e e i t h e r . I n f a c t , you would get about h a l f your 

money back, and you wouldn't have a payout or an i n t e r n a l 

r a t e of r e t u r n . So those are not a p p l i c a b l e . 

Q. So d r i l l i n g t o the Wolfcamp alone doesn't make 

economic sense t o you? 

A. No, I could not convince Mr. Mewbourne t o d r i l l a 

Wolfcamp w e l l w i t h these estimates. 

Q. Okay. And based on what you've seen, the geology 

combined w i t h your own engineering s t u d i e s , the Morrow i s 

d e f i n i t e l y the main pay zone? 

A. Yes. 

Q. Okay. Now, t a k i n g a step back t o E x h i b i t 3, 

which i s the AFE, shows a completed w e l l cost of $1.45 

m i l l i o n . I s t h a t amount f a i r and reasonable? 

A. That i s . 
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Q. And i s i t s i m i l a r t o the cost of other w e l l s 

d r i l l e d t o t h i s depth i n t h i s area of New Mexico? 

A. I t i s . 

Q. Now, keeping t h a t AFE i n f r o n t of you, 

approximately what i s the incremental cost of d r i l l i n g from 

the Wolfcamp down t o the Morrow? 

A. Well, t h a t ' s a good question, because i f you're 

going t o d r i l l j u s t t o the Wolfcamp and you f e e l l i k e the 

economics are good t o do t h a t , you should also take a look 

a t , w e l l , what are the incremental costs t o go t o the 

Morrow? And you'd need t o have a Morrow estimate of 

reserves and a cost f o r t h a t incremental amount. And what 

you see on the AFE i s $950,000 dryhole cost t o the Morrow. 

Well, I have my notes i n my other AFE f o r the Wolfcamp, 

only the dryhole costs are $500,000. 

So f o r an incremental $450,000, which i s n ' t 

i n s i g n i f i c a n t , but i n my opinion you would c e r t a i n l y 

b e n e f i t by going t o look a t the Morrow, you know, the 

incremental cost would be $450,000 t o go t e s t -- look a t 

the Morrow w i t h your logs. 

Q. And i n your opinion, i s the 200-percent r i s k 

p e n a l t y appropriate? 

A. I t i s . And the reason i t i s i s , you can see, 

l i k e we t a l k e d about before, an i n t e r n a l r a t e of r e t u r n 

t h a t we might expect under our best-case scenario of 13 
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percent, which i s not t h a t great, i s only provided a f t e r 

you get 1.7 t o 1 on your money. Not a 2 00-percent, I have 

nothing on here t h a t shows 2 00 percent. We'll have t o do 

b e t t e r than t h i s , which i s possible. 

We could d r i l l a dry hole and have no t h i n g , and 

we could c e r t a i n l y do b e t t e r . But even i f we j u s t get 170 

percent of our d r i l l i n g costs and completion costs back, 

our r e t u r n i s only 13 percent. 

So f o r the r i s k t h a t the p a r t i c i p a t i n g p a r t n e r s 

take i n d r i l l i n g and spending $1.5 m i l l i o n , you know, t o 

get j u s t a 13-percent r a t e of r e t u r n i s not t h a t g r e a t . 

And c e r t a i n l y , i f we t r i e d t o give away i n t e r e s t a f t e r 

payout or a f t e r 200-percent payout or a f t e r 300-percent 

payout, t h a t would make an impact. 

And so what I see here i s , 2 00-percent payout 

makes sense t o me, because even i f we achieve 2 0 0-percent 

of our d r i l l i n g and completion costs, our i n t e r n a l r a t e of 

r e t u r n may only be 15 or 2 0 percent, and t h a t i s s t i l l what 

we need t o have t o be able t o take a r i s k t o d r i l l t h i s 

w e l l . 

Q. To j u s t i f y the d r i l l i n g of the well? 

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

Q. Just a couple of f i n a l t h i n g s . A question has 

come up about e i t h e r d u a l l y completing a w e l l or downhole 

commingling of a w e l l . Mewbourne would be i n t e r e s t e d i n 
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l o o k i n g a t t h a t i f the Wolfcamp zone was good, would i t 

not? 

A. We would love t o be able t o have a gre a t Wolfcamp 

zone and get r i g h t t o i t as soon as pos s i b l e . 

Q. I mean, i t ' s not your j o b as the economics 

manager t o reduce the r a t e of r e t u r n f o r Mewbourne O i l 

Company? 

A. No, s i r , we would maximize t h a t . And th e r e are 

easy ways t o get both zones going i f they're both — i f 

t h a t • s i n the economic i n t e r e s t of the owners. 

Q. Were E x h i b i t s 3 and 12 prepared by you or under 

your supervision? 

A. They were. 

Q. And i n your opinion i s the g r a n t i n g of 

Mewboume'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. I t i s . 

MR. BRUCE: Madame Chair, I ' d move the admission 

of Mewbourne E x h i b i t s 3 and 12. 

CHAIRMAN WROTENBERY: Any objection? 

MR. FELDEWERT: No. 

CHAIRMAN WROTENBERY: Okay, E x h i b i t s 3 and 12 are 

admitted i n t o the record. 

MR. FELDEWERT: I ' l l be b r i e f . 

CHAIRMAN WROTENBERY: Okay, great. 
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CROSS-EXAMINATION 

BY MR. FELDEWERT: 

Q. Mr. Montgomery, you t e s t i f i e d the e x t r a cost of 

going from the Wolfcamp t o the base of the Morrow was 

$450,000? 

A. That's c o r r e c t , dryhole cost. 

Q. Okay, and t h a t ' s , as I understand i t , from here 

t o here, i f I'm looking a t my type l o g , assuming the base 

of Wolfcamp — 

A. Okay, w e l l then maybe I misspoke. See your 

Wolfcamp p o r o s i t y zone? 

Q. Up here? 

A. Right. I t would be j u s t below t h a t , enough 

r a t h o l e t o be able t o log i t , somewhere around where your 

f i n g e r i s , yeah. 

Q. Okay. So roughly we're l o o k i n g a t t r y i n g t o 

f i g u r e out — I t h i n k the cost, you sa i d , i s about $450,000 

t o go down t o the Morrow? 

A. That's my estimate. 

Q. Through the Strawn and down i n t o the Morrow? 

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

Q. Okay. Now, I assume t h a t you b e l i e v e t h a t t h e r e 

i s a reasonable chance t h a t you w i l l be able t o recover 

your e x t r a $450,000 from the Morrow sands from the Strawn; 

i s t h a t r i g h t ? 
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A. The Strawn, I p r e d i c t , w i l l be very poor. 

Q. Okay. 

A. But we would love t o take a look a t i t , and we 

c e r t a i n l y want i t pooled. We would produce i t t o maximize 

the t o t a l r e t u r n f o r everybody t h a t p a r t i c i p a t e d i n 

d r i l l i n g t h i s venture, and the Morrow would be — i n my 

estimate, would be c e r t a i n l y worth d r i l l i n g f o r $450,000. 

I expect i t ' s worth d r i l l i n g i f you can add the Wolfcamp, 

f o r $1.45 m i l l i o n . 

Q. Okay, so i f I understand i t , you b e l i e v e there's 

a reasonable chance t h a t you w i l l be able t o recover your 

e x t r a $450,000 from the Morrow? 

A. Exactly. 

Q. Okay, and t h a t there i s a reasonable chance t h a t 

you could a c t u a l l y recover more than th a t ? 

A. Exactly. 

Q. But t h e r e i n l i e s the r i s k , r i g h t ? I mean, you 

might be wrong, you might be r i g h t ? 

A. You might get zero, t h a t ' s r i g h t — 

Q. Okay, does your — 

A. — but — 

Q. — does your numbers here f a c t o r i n t o t h i s 

p e nalty t h a t you've asked the D i v i s i o n t o impose upon the 

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

A. No, these are somewhat generic. They're based on 
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100-percent working i n t e r e s t and 80-percent net revenue 

i n t e r e s t — 

Q. Okay. 

A. — so we can j u s t get a general p i c t u r e . 

Q. And what you're asking the D i v i s i o n t o do i s , i n 

essence, pool or t i e up the shallow zones now i n order t o 

improve your o v e r a l l economics f o r the w e l l s ; i s t h a t — 

A. I'm not so sure we'd t i e anything up, but we 

would l i k e t o be able t o produce a l l zones. When we d r i l l 

t o the Morrow — 

Q. Uh-huh. 

A. -- we would l i k e t o be able t o produce a l l zones 

at any given p o i n t i n time, t h a t ' s economically the r i g h t 

t h i n g t o do. 

Q. Okay, but you could also t r y your p r o j e c t now, 

take a look a t what you'd get i f you d r i l l e d a w e l l , and 

then come back and seek t o pool whatever shallow zone you 

t h i n k i s most appropriate; i s n ' t t h a t r i g h t ? 

A. I suppose you could pool a f t e r the f a c t , sure, I 

t h i n k t h a t ' s done. 

Q. I n essence, a f t e r your d r i l l your w e l l , you may 

have the best i n f o r m a t i o n t o a s c e r t a i n which formations are 

most l i k e l y prospects f o r pooling? 

A. Exactly, everybody t h a t looked a t those logs, 

those t h a t p a i d f o r them and those t h a t d i d n ' t , would know 
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much more about a l l these uphole zones. 

MR. FELDEWERT: That's a l l I have. Thank you. 

CHAIRMAN WROTENBERY: Commissioners? 

EXAMINATION 

BY COMMISSIONER BAILEY: 

Q. You a n t i c i p a t e d a l o t of my questions i n your 

testimony, but I do have a few questions about your E x h i b i t 

12 — 

A. Okay. 

Q. — i n comparison w i t h Mewboume's E x h i b i t 5A. 

A. Okay. 

Q. I wondered why you used the numbers you d i d f o r 

the reserves f o r the Wolfcamp-only scenario, D, when 

E x h i b i t 5A shows Wolfcamp-Penn f i g u r e s , not s i g n i f i c a n t l y 

d i f f e r e n t but q u i t e d i f f e r e n t . 

A. Right, there i s a d i f f e r e n c e and there's a 

reason. These are average, as you know, and my numbers 

were based on i n c o r p o r a t i n g those averages i n general. But 

what I r e a l l y d i d was, I took the w e l l i n 151 t h a t made 450 

m i l l i o n , approximately, cubic f e e t and r i s k e d t h a t 50 

percent. And t h a t r i s k i s based on a few t h i n g s . 

F i r s t of a l l , when t h a t w e l l produced i t s 450 

m i l l i o n i t d i d some ki n d of drainage, and I have estimated 

t h a t drainage area t o be close t o 160 acres. We plan t o 

d r i l l i n s i d e t h a t 160-acre c i r c l e , i f you j u s t draw a 
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c i r c l e around there. So I expect t o encounter d e p l e t i o n 

and t h e r e f o r e less reserves. 

That doesn't mean t h a t the formation doesn't 

continue on a f t e r 160 acres. That's not a p e r f e c t w a l l , 

those drainage c a l c u l a t i o n s . But i t t e l l s me t h a t , j u s t 

l i k e i n the lower Morrow, I f e e l l i k e severe d e p l e t i o n i s 

going t o be a problem i n the Strawn, the d e p l e t i o n b e t t e r 

be f a c t o r e d i n here. So the averages were close. But 

r e a l l y what I d i d was j u s t take a 50-percent r e d u c t i o n , not 

r e a l l y a r b i t r a r y but somewhat on a d i f f e r e n t t a c k , based on 

d e p l e t i o n a n a l y s i s of the nearest o f f s e t t i n g w e l l . 

COMMISSIONER BAILEY: That's a l l I have. 

CHAIRMAN WROTENBERY: Do you have any questions 

of Mr. Montgomery? 

COMMISSIONER LEE: (Shakes head) 

CHAIRMAN WROTENBERY: Thank you, Mr. Montgomery. 

I should ask, d i d you have anything — follow-up? 

MR. BRUCE: I have nothing, no, I don't. 

CHAIRMAN WROTENBERY: Okay, thank you. 

MR. BRUCE: That concludes my p r e s e n t a t i o n i n 

t h i s matter, Madame Chair. 

CHAIRMAN WROTENBERY: Mr. Feldewert, how long do 

you t h i n k i t w i l l take you t o make your case here? 

MR. FELDEWERT: I t h i n k my witness w i l l take 

probably 2 0 minutes, maybe a l i t t l e longer. 
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CHAIRMAN WROTENBERY: Okay. 

MR. FELDEWERT: And then we have a b r i e f summary 

and wrap-up, so — 

CHAIRMAN WROTENBERY: Okay. 

MR. FELDEWERT: — I don't know what the 

Commission's d e s i r e i s a t t h i s p o i n t i n time. 

CHAIRMAN WROTENBERY: Okay, Commissioner Lee has 

t o leave us i n about 2 0 minutes, and so i f i t would be okay 

w i t h everybody, I t h i n k l e t ' s go ahead and get as f a r as we 

can. 

MR. FELDEWERT: Yes. 

CHAIRMAN WROTENBERY: Let's take f i v e , and then 

w e ' l l come back. 

(Thereupon, a recess was taken a t 12:15 p.m.) 

(The f o l l o w i n g proceedings had a t 12:20 p.m.) 

CHAIRMAN WROTENBERY: We'll go back on the 

record. Mr. Feldewert, you may proceed. 

MR. FELDEWERT: C a l l Ramon Reyes t o the stand. 

RAMON G. REYES. 

the witness h e r e i n , a f t e r having been f i r s t d uly 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. I've be l i e v e you've been sworn i n , r i g h t , Mr. 

Reyes? 
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A. Yes. 

Q. Okay. Would you please s t a t e your f u l l name and 

address f o r the record? 

A. My name i s Ramon Reyes. 

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

capacity? 

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

petroleum g e o l o g i s t . 

Q. And have you pr 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 and had your c r e d e n t i a l s 

as a petroleum g e o l o g i s t accepted and made a matter of 

record? 

A. Yes, I have. 

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 t h a t ' s been 

f i l e d by Mewbourne i n t h i s case? 

A. Yes, I am. 

Q. And have you studied t h e i r e x h i b i t s ? 

A. Yes, I have. 

Q. And have you conducted a study of the area t h a t 

i s the subject of t h i s A p p lication? 

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 Examiners — or w i t h the Commission? 

A. Yes, I am. 

Q. Are the witness's q u a l i f i c a t i o n s acceptable? 

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 

97 

CHAIRMAN WROTENBERY: Yes, they are. 

Q. (By Mr. Feldewert) B r i e f l y f o r the record, would 

you i d e n t i f y what we've marked as Heyco E x h i b i t Number 1? 

A. Okay, Heyco E x h i b i t Number 1 i s a type l o g . I t ' s 

a w e l l t h a t ' s located i n Section 15, i n the west h a l f of 

the same s e c t i o n , and t h a t ' s something we've been t a l k i n g 

about and r e f e r r i n g t o , and I ' l l b r i e f l y go back and t a l k 

about t h a t every once i n a whi l e . 

Q. Okay. And does Heyco today ask t h a t the D i v i s i o n 

modify the p o o l i n g order t o only include an e a s t - h a l f 

spacing u n i t from the base of the Wolfcamp t o the base of 

the Morrow? 

A. Yes, I do. 

Q. And you've depicted t h a t i n t e r v a l as below the 

yellow l i n e on E x h i b i t Number 1; i s t h a t c o r r e c t ? 

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

Q. A l l r i g h t . Why does Heyco ask t h i s r e l i e f ? 

A. Would you repeat the question again? 

Q. Why does Heyco ask t h a t the D i v i s i o n only pool 

from the base of the Wolfcamp t o the base of the Morrow? 

A. Because we believe there's a good o p p o r t u n i t y t o 

develop the shallow o i l and gas reserves, producing 

i n t e r v a l s , i n the southwest quarter of Section 15. 

Q. Okay, and t h a t would be the i n t e r v a l s above the 

yellow l i n e on E x h i b i t Number 1? 
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A. Yes, t h a t i s c o r r e c t . 

Q. Okay. Now, have you studied the s t r u c t u r e map 

and the isopachs and the cross-sections t h a t were o f f e r e d 

by Mewbourne? 

A. Yes, I have. 

Q. Okay. And the Burton Flat-Morrow f i e l d — Pool, 

which they seek t o produce from i s located i n what geologic 

section? 

A. I n the Pennsylvanian s e c t i o n . 

Q. Okay, and i s t h a t shown on what's been marked as 

Heyco E x h i b i t Number 2? 

A. Yes, s i r . 

Q. A l l r i g h t . Have you conducted a study of the 

Pennsylvanian s e c t i o n i n t h i s area? 

A. Yes, I have. 

Q. A l l r i g h t . And why don't you then, t o the extent 

you need t o , l e t ' s t u r n t o E x h i b i t Number 3. Why don't 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 Number 3 i s a cr o s s - s e c t i o n , p r e t t y 

much what Mewbourne has shown already i n t h e i r cross-

s e c t i o n . 

Q. Let me i n t e r r u p t . Commissioners, I can ho l d i t 

up so — I ' d be happy t o hold t h i s up. 

A. What t h i s cross-section i s showing i s the 

producing zones t h a t we are w i l l i n g t o give Mewbourne the 
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o p p o r t u n i t y t o e x p l o i t and produce. We'll s t a r t a t the 

very bottom. The bottom streak going across a t the bottom 

i s Morrow pay. I t ' s a one-inch scale, so i t ' s k i n d of 

small. So what Mr. Burke showed on h i s c r o s s - s e c t i o n , the 

orange, blue, brown, green sands, a l l those sands t h a t he 

showed i n d e t a i l and t a l k e d about, t h a t ' s roughly the whole 

i n t e r v a l t h a t we're t a l k i n g about. That's i n yellow. 

The purple streak on top i s the Strawn pay t h a t ' s 

i n the area. I t ' s also i n the Burton F l a t f i e l d . And 

again, i t ' s very pronounced. I t ' s very easy t o f o l l o w . 

L ike Mr. Burke t e s t i f i e d on the record, we p r e t t y much 

agree on the geologic p i c t u r e t h a t ' s i n the area. The 

Strawn and the Morrow sand channels tend t o have a n o r t h -

south t r e n d , and t h a t ' s evident by the c r o s s - s e c t i o n , t h a t 

i t has a north-south t r e n d , and i t ' s f a i r l y easy and 

s t r a i g h t f o r w a r d t o understand what's going on. 

Q. Okay. Does t h i s cross-section match up w i t h the 

type l o g which i s marked as E x h i b i t Number 1? 

A. That i s c o r r e c t . The purple goes w i t h what's — 

the Strawn producing zone, and the bottom, the yellow, i s a 

l i t t l e more d e t a i l . Again, i t ' s those m u l t i p l e Morrow 

sands t h a t are i n t h a t s e c t i o n . 

Q. A l l r i g h t . What have you concluded w i t h respect 

t o Mewboume's a b i l i t y t o complete a commercial w e l l i n the 

Pennsylvanian section? 
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A. What I've heard t h i s morning — now i t ' s 

afternoon, I guess — I p r e t t y much agree w i t h e v e r y t h i n g 

they've s a i d . We'll s t a r t a t the bottom, a t the Morrow, 

the lower Morrow sand t h a t was t a l k e d about. That lower 

sand package i s the main package t h a t has produced from 

t h i s f i e l d f o r many years. I t ' s been very p r o l i f i c and 

i t ' s produced a l o t of gas. 

The middle Morrow sand, the upper sand above 

t h a t , which I also agree tends t o be a l i t t l e more shaky as 

f a r as productive and what you can produce out of i t , but 

i t i s very productive i n the area and has done so. 

As you move up there's also an Atoka sand, an 

Atoka bank, whatever you want t o c a l l i t . I t has a very 

marginal chance of producing i n t h i s area, there's not a 

whole l o t of Atoka i n the area, so I don't give t h a t a very 

high p r i o r i t y on t h a t . 

And then of course we're t a l k i n g about the Strawn 

pay t h a t ' s i n the w e l l j u s t d i r e c t l y n o r t h and t o the east 

of the l o c a t i o n t h a t they're t a l k i n g about, t h a t has been 

pr o d u c t i v e i n t h i s area as w e l l . 

So o v e r a l l , I tend t o agree w i t h e v e r y t h i n g 

they've t a l k e d about as f a r as p e r m e a b i l i t y , the sands 

being wet and being t i g h t and whatnot. A l l t h a t , I have no 

disagreement w i t h t h a t , other than the f a c t t h a t the issue 

coming up about why not p a r t i c i p a t e i n t h i s Morrow sand? 
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I t ' s more of an economic deci s i o n f o r us. We're t a l k i n g 

about drainage, we're t a l k i n g about, you know, c l o s e l o l o g y , 

i f you want t o c a l l i t t h a t . They're very close t o two 

e x i s t i n g w e l l s t h a t have been produced. So your r e s e r v o i r 

and your r i s k . 

I t ' s low r i s k g e o l o g i c a l l y , because you are 

surrounded by w e l l s and you have a r e a l good c o n t r o l . 

That's not the problem or the issue i n our eyes. I t ' s j u s t 

more of a drainage issue and a r i s k f a c t o r o f , yeah, y o u ' l l 

f i n d the sands — how productive are they going t o be? Are 

they going t o be wet, are they going t o be t i g h t ? Are you 

going t o have t o f r a c i t ? That adds cost t o the completion 

costs. 

So i n our eyes, t h a t ' s a deciding f a c t o r as f a r 

as completing i t i n the Morrow. 

Q. Okay. Now, I want t o focus r e a l quick on the — 

what we've colored yellow on t h i s E x h i b i t Number 1, and 

then w e ' l l go on t o E x h i b i t Number 3, the Morrow sands. 

I s i t your opinion, i s there a reasonable chance 

t h a t Mewboume's Esperanza w e l l w i l l pay out w i t h 

production from the Burton Flat-Morrow Pool or from the 

Morrow formation? 

A. I b e l i e v e i t can and w i l l . 

Q. Okay. Let me ask you t o t u r n t o Heyco E x h i b i t 

Number 4. Why don't you i d e n t i f y t h a t f o r the Examiners 
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and e x p l a i n how i t supports your opinion? That's the 

production map. 

A. I f you look at E x h i b i t Number 4, i t ' s p r e t t y much 

the same. I t ' s a cumulative production map. I t looks 

e x a c t l y , or p r e t t y much close t o what was shown on E x h i b i t 

5 by Mewbourne. The only d i f f e r e n c e i s , i t s scale i s a 

l i t t l e b i t smaller and i t ' s a p i c t u r e t h a t ' s taken out a 

l i t t l e f a r t h e r t o show you more of a r e g i o n a l look a t the 

area, r a t h e r than r e a l l y focusing on j u s t Section 15 l i k e 

i t ' s shown here, j u s t a l i t t l e n i n e - s e c t i o n area. 

Q. Okay, now where i s the proposed w e l l s i t e ? 

A. The proposed w e l l i s p r e t t y much i n the middle of 

the map, and i t ' s a l i t t l e red c i r c l e t h a t ' s been drawn i n 

th e r e . 

Q. Okay. 

A. Again, the c o l o r code i s p r e t t y much almost the 

same. The red numbers are production from the Morrow 

s e c t i o n , green i s Bone Spring, yellow i s Delaware and so on 

and so on. So what you're looking at i s an area t h a t ' s 

been d r i l l e d and produced i n m u l t i p l e zones. 

There's a l o t more w e l l s t h a t are on t h e r e . The 

Yates t h a t ' s shown i n here, i n the south h a l f of 15, I 

d i d n ' t show. That's very shallow, and t h a t ' s something 

t h a t we don't even have t o the Yates, but t h a t ' s something 

I d i d n ' t include t o muddy up the waters here. 
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So what you're seeing, j u s t again, i s j u s t a 

p i c t u r e t h a t ' s a l i t t l e f a r t h e r out, i d e n t i f y i n g a l l the 

other f i e l d s t h a t are i n the — a l l the w e l l s i n the 

c e r t a i n f i e l d s . 

Q. Okay, now what on t h i s map supports your 

conclusion t h a t there's a reasonable chance t h a t 

Mewboume's w e l l w i l l pay out from production i n the 

Morrow? 

A. Again, i t ' s going t o be l o w - r i s k . They w i l l 

encounter the sands, i n my opinion, and I t h i n k again the 

d e p l e t i o n issue i s r e l a t i v e t o what our conclusion i s , as 

f a r as going down t o the Morrow. 

Q. Okay. You have an o f f s e t t i n g w e l l t o the n o r t h , 

r i g h t , t h a t produced a l o t of gas? 

A. Yes, s i r . 

Q. Which w e l l i s that? 

A. That would be the Cedar H i l l s U n i t Number 2. 

Q. And where i s t h a t shown on t h i s map? 

A. I t ' s i n Section 15, i t ' s j u s t r i g h t above t h e i r 

l o c a t i o n . That w e l l has already produced — or i t ' s 

plugged already, but i t ' s already produced 2.6 b i l l i o n 

cubic f e e t of gas. That's q u i t e a b i t of gas from t h a t one 

w e l l . And you're o f f s e t t i n g t h a t — You're less than a 

thousand f e e t from t h a t l o c a t i o n and d r i l l i n g another w e l l , 

and your main o b j e c t i v e i s t o t h a t zone, so t h a t ' s a 
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concern of ours as f a r as — 

Q. Do you believe there's a chance t h a t reserves 

s t i l l e x i s t , at the w e l l at the proposed l o c a t i o n ? 

A. I do b e l i e v e t h a t there are reserves i n the 

sands. Again, d e p l e t i o n i s an issue. 

Q. Okay. Now, why do you t h i n k t h e r e are s t i l l 

reserves t h a t are a v a i l a b l e f o r recovery by Mewbourne from 

the Morrow? 

A. The w e l l t o the south i s — i t ' s i n p u r p l e — i s 

the Cedar H i l l s U n i t Number 1, I b e l i e v e . That w e l l was 

t e s t e d back i n 19- — a while back, 1958, I b e l i e v e . 1964, 

October of 1964, and i t was p o t e n t i a l e d at absolute open 

flow a t 515 cubic f e e t of gas a day. They t e s t e d i t — 

This w e l l has a lengthy h i s t o r y , i t ' s been produced from 

the Wolfcamp, what's i n blue on the type l o g , Number 1. 

I t ' s also produced from the purple, which i s the Strawn, as 

w e l l as the bottom, the yellow s t u f f down a t the bottom of 

the Morrow. This has had a checkered h i s t o r y ; i t ' s a 

p r e t t y w i l d - l o o k i n g h i s t o r y on t h a t , and we can get i n t o 

t h a t i f you l i k e . 

But the reason I believe there's s t i l l 

p r o d u c t i o n , because t h i s w e l l d i d produce f o r a l i t t l e 

w h i l e — I don't know the exact numbers, because a l l t h a t 

p r o d u c t i o n was put together as one, and they c a l l e d i t 

Cedar Hills-Upper Penn because i t , you know, f i n a l l y ended 
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up producing from the Wolfcamp. So I was not able t o f i n d 

how much i t produced from the Morrow, from the Strawn and 

the Wolfcamp, so i t was a l l j u s t k i n d of put together f o r 

whatever reason again, because we're t a l k i n g 1968, 1964, a 

long time back. 

Saying t h a t , you know, there i s p o t e n t i a l and 

t h e r e i s some — you know, a good chance t h a t t h e y ' l l f i n d 

some more gas because t h a t w e l l d i d n ' t d r a i n the r e s e r v o i r 

as w e l l . Had t h a t w e l l produced r e a l high, and now you're 

s t r a d d l i n g two b i g w e l l s , then i t looks r e a l l y grim. But 

having s a i d t h a t , t h e i r chances are f a i r l y w e l l t o produce 

from t h a t . 

Q. Okay. And i s there a chance f a i r l y w e l l t o have 

commercial production from t h a t — from the Morrow i n t h e i r 

present l o c a t i o n ? 

A. Yes. 

Q. Okay. Do you agree w i t h t h e i r g e o l o g i s t ' s 

observation t h a t i f you are successful w i t h a Morrow w e l l 

i n t h i s area t h a t i t could produce f o r 10 t o 20 years? 

A. And even longer. 

Q. Okay. Do you believe there i s p o t e n t i a l 

secondary t a r g e t s f o r t h e i r proposed w e l l i n the 

Pennsylvanian s e c t i o n , which i s below the Wolfcamp 

formation? 

A. Yes, I do. 
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Q. And is that the Strawn which is shown in purple 

on E x h i b i t Number 1? 

A. Right, t h a t would be the Strawn i n the Burton 

F l a t Gas Pool. Like Mr. Burke and t h e i r engineer 

explained, t h i s r e s e r v o i r tends t o have p o t e n t i a l problems 

as f a r as producing water and watering out. I t i s more 

r i s k i e r than i f i t ' s produced from the Morrow, but there's 

s t i l l a good chance of producing from t h a t zone. How good 

or how much i s yet t o be determined. 

But the o f f s e t w e l l i n Section 15, which i s also 

the type l o g , t h a t w e l l has produced 613 m i l l i o n cubic f e e t 

of gas. 

Q. I s t h a t the — shown i n purple i n Section 15? 

A. Correct, i t ' s j u s t d i r e c t l y — 

Q. North — 

A. — west l o c a t i o n , r i g h t . And so we f e e l t h a t 

t h a t Wolfcamp has a very good chance of making t h a t i f not 

more. 

Q. I'm s o r r y , the Wolfcamp? 

A. I mean the Strawn, I'm s o r r y , the Strawn. 

Q. Okay. Now, i s there some other good Strawn w e l l s 

t o the n o r t h of Section 15? 

A. Yes, there are. I n Section 10 and Section 3, as 

noted e a r l i e r , those w e l l s t o the n o r t h were even b e t t e r 

producers from the Strawn, and they perform very w e l l . 
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Q. Okay, and i n your examination of t h i s area, what 

i s the t r e n d out here f o r the Strawn? 

A. The Strawn, again n o t i n g your c r o s s - s e c t i o n i n 

E x h i b i t 4 or 3, whatever t h a t was — 

Q. The b i g map we looked a t . 

A. — the b i g map, they both — again, t h a t ' s a 

p r e t t y easy p i c k and t r e n d t o f o l l o w i n t h i s area, so... 

Q. I s i t a north-south, or east or west? 

A. I t ' s p r e t t y much a north-south t r e n d t o t h a t . 

Q. Okay. I n your opinion does t h i s secondary t a r g e t 

f o r Mewboume's proposed w e l l i n the Pennsylvanian s e c t i o n 

represent another reasonable chance of commercial 

production? 

A. Reasonable chance, yes. 

Q. Okay. And do you agree w i t h t h e i r g e o l o g i s t ' s 

observation t h a t i f they s u c c e s s f u l l y produce the w e l l i n 

the Strawn formation, t h a t i t could produce f i v e or t e n 

years? 

A. I t could p o s s i b l y do t h a t , yes. 

Q. I want t o t u r n now t o another t o p i c , and t h a t i s 

Heyco's plans i n t h i s case. Does Heyco a c t u a l l y have plans 

t o develop the shallower producing zones i n the southeast 

q u a r t e r of Section 15? 

A. Yes, we do. 

Q. Okay, and what are those plans? 
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A. We'll s t a r t o f f the Wolfcamp, i t ' s — and we're 

designated — the Undesignated Carlsbad East-Wolfcamp Pool 

area, and t h a t ' s developed on 32 0s, t h a t ' s the p r o r a t i o n 

f o r t h a t . 

Q. Do you have a w e l l , a Wolfcamp w e l l , i n your 

d r i l l i n g schedule? 

A. Yes, we do. 

Q. I s i t very high up on your d r i l l i n g schedule? 

A. No, i t ' s not. 

Q. Okay, are you s t i l l e v a l u a t i n g t h i s area f o r t h a t 

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

A. Yes, we are. I t ' s not high. I t ' s on our 

d r i l l i n g schedule, but i t ' s not a p r i o r i t y , i t ' s f a r t h e r 

down. We're hoping t o plan t o d r i l l i t here w i t h i n the 

next year or two. 

Q. Okay. What general geologic s e c t i o n i s the 

Wolfcamp located i n , j u s t t o get o r i e n t e d , on E x h i b i t — 

A. That would be i n the Permian. 

Q. I n the Permian, okay. And have you conducted a 

study of t h i s Permian section? 

A. Yes, I have. 

Q. Okay, what are the p o t e n t i a l gas-producing zones 

i n t h i s Permian formation t h a t Heyco would l i k e the 

o p p o r t u n i t y t o pursue w i t h a w e l l i n the southeast q u a r t e r 

of Section 15? 
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A. Well, f o r r i g h t now, l e t ' s j u s t — l e t ' s focus on 

the Wolfcamp — 

Q. Okay. 

A. — and then w e ' l l work our way up so we won't get 

a l l turned around. 

Q. Turn t o your E x h i b i t s , then, what, 5? Heyco 

E x h i b i t s 5, 6 and 7. 

A. E x h i b i t 5 i s a subsea s t r u c t u r e map on top of the 

t h i r d Bone Springs sand. 

And E x h i b i t Number 6 i s , again, another s t r u c t u r e 

map on the subsea of the upper Penn or the Penn shale. 

And then E x h i b i t Number 7 i s an isopach map, 

which an isopach map i s j u s t the thickness of the s e c t i o n , 

i n other words, from the bottom of the — where the t h i r d 

Bone Spring sand ends, and then the — and i t — I mean 

begins and where i t ends. I t ' s j u s t a — I t ' s a thickness 

map, and i t shows you where your t h i c k s and your t h i n s are 

i n your s e c t i o n . 

I f y o u ' l l look a t E x h i b i t Number 5, we've noted 

t h a t t h e r e — i n the blue i n E x h i b i t 5 and 6, o u t l i n e d i n 

blue are — we have a l i t t l e closure t h e r e , a Wolfcamp 

cl o s u r e , and we're having a l i t t l e p o r o s i t y pinchout, i f 

you want t o c a l l i t t h a t , on the west side. And then on 

the east side i t r e a l l y downdips and drops hard, and we 

j u s t b e l i e v e t h a t there i s a Wolfcamp prospect w i t h i n t h a t 
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blue area. 

Q. And does your map show some k i n d of a — I t shows 

on E x h i b i t Number 7 a t h i n area. What's t h a t mean? 

A. Right, the t h i n n i n g j u s t shows you where i t ' s 

r e a l l y — your s e c t i o n on the west side has r e a l l y 

thickened up, and you know, your s e c t i o n i s p r e t t y much 

gone. And i f you s t a r t going t o the east, i t r e a l l y s t a r t s 

dropping o f f . So you r e a l l y — I t ' s a small f a i r w a y where 

you have a — you know, where your closure i n your Wolfcamp 

i s developed t h e r e , and t h a t ' s your best p o t e n t i a l t o 

d r i l l . As Mr. Burke said e a r l i e r , t h a t ' s probably one of 

the b e t t e r spots i n t h i s s e c t i o n t o d r i l l f o r a Wolfcamp 

w e l l . 

Q. Okay. And so i n your opinion i s th e r e a 

p o t e n t i a l f o r commercial production from t h i s shallower gas 

zone? 

A. Yes, I do. I ' d l i k e t o r e f e r back t o Mewboume's 

E x h i b i t — the one w i t h the Wolfcamp, the Wolfcamp, the 

green. Do you know which one t h a t is? 

Q. Why don't you hold i t up? What's i t look l i k e ? 

I s i t t h i s map? 

A. Yes, whatever e x h i b i t number t h a t i s . 

Q. That would be t h e i r E x h i b i t Number 5. Do you 

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

A. That's f i n e . As i t was s t a t e d e a r l i e r , there's 
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not a whole l o t of Wolfcamp production i n the area, and 

whatever Wolfcamp w e l l s t h a t have been produced t h e r e are 

not very good. And they're p r e t t y much spread around, 

almost i n a c i r c l e from our l o c a t i o n , the c l o s e s t one being 

the Cedar Lake — Cedar H i l l s Number 1 t o the east. 

I ' d j u s t l i k e t o p o i n t out t h a t those w e l l s , when 

they were d r i l l e d , they were d r i l l e d f o r a Morrow prospect. 

I n other words, they were generated f o r the Morrow sands 

and not f o r the Wolfcamp. So the production and the 

h i s t o r y of the Wolfcamp i n t h i s area, i t ' s not r e a l l y 

d i c t a t e d by d r i l l i n g Wolfcamp w e l l s . I t was d r i l l e d by 

d r i l l i n g Morrow w e l l s , and then they came back as a 

secondary producing zone t o d r i l l -- or the Wolfcamps. We 

b e l i e v e those were not the primary l o c a t i o n s t o d r i l l the 

Wolfcamp. We believe t h a t our area i s more — a l i t t l e b i t 

more b e t t e r defined and we can p i n p o i n t t o t h a t — f i n d 

t h a t production. 

On the map y o u ' l l see on E x h i b i t Number 5, down 

i n Section 23, t h a t w e l l — 

Q. This would be Heyco's E x h i b i t Number 5? 

A. Right, Heyco's E x h i b i t Number 5. I n the 

northwest quarter of 2 3 t h a t w e l l produced from the 

Wolfcamp. And t h a t w e l l produced roughly 124 m i l l i o n cubic 

f e e t of gas and j u s t a l i t t l e over 5000 b a r r e l s of o i l from 

the Wolfcamp. 
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That w e l l s i t s s t r u c t u r a l l y lower than what we're 

t a l k i n g about, so t h a t r e a l l y helped us d e f i n e i f we were 

moving up and having t o pinch out t o the west, t h a t t h a t ' s 

a prime l o c a t i o n t o d r i l l a Wolfcamp w e l l . So t h a t ' s what 

we're basing up our deal f o r the Wolfcamp. 

Again, we t a l k e d about going up the hole. Bone 

Spring, you've got the Avalon East f i e l d t o the northeast, 

you've also got Carlsbad East down t o the south. 

Q. Okay, why don't — What are you l o o k i n g at? 

A. This i s E x h i b i t 4, our E x h i b i t Number 4. 

Q. Heyco's E x h i b i t Number 4? 

A. Right. 

Q. That's the map t h a t has a l l the names on i t ? 

A. Yeah, from back i n t o the upper r i g h t - h a n d corner, 

the Avalon East f i e l d f o r Bone Spring, you've got the 

Carlsbad East down t o the south of t h a t , you've got La 

Huerta Delaware production t h a t ' s nearby, you've got — you 

know, so you've got m u l t i p l e f i e l d s i n the area t h a t have a 

f a i r chance of being e x p l o i t e d and produced from t h i s 

l o c a t i o n and from t h i s area. 

Q. Are these p o t e n t i a l o i l - p r o d u c i n g zones? 

A. The Bone Spring i s mainly gas. I t ' s a high GOR, 

so i t ' s mainly going t o be gas. The w e l l s up t o the 

northeast, I b e l i e v e , are more o i l because of t h e i r 

p r o r a t i o n s are 40-acre spacing, so I b e l i e v e those are o i l , 
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more o i l - p r o d u c t i o n w e l l s than gas. 

Q. And i n your opinion, i s there a reasonable chance 

of encountering and producing from these shallower o i l -

producing zones from a w e l l i n the same q u a r t e r - q u a r t e r 

s e c t i o n as the — as Mewbourne proposes t o d r i l l ? 

A. Yes, I believe t h a t ' s a reasonable... 

Q. Okay. Let me ask you, what w i l l be the e f f e c t on 

Heyco's d r i l l i n g plans i n the southeast q u a r t e r i f 

Mewbourne i s allowed t o pool a l l the way from the base of 

the Yates formation t o the base of the Morrow formation? 

A. Well, t h a t ' s r e a l l y going t o throw us f o r a loop, 

because i f they do produce from the Morrow sands t h a t could 

t i e up t h a t acreage because of the 32 0 p r o r a t i o n f o r , you 

know, over 2 0 years, and we won't have the o p p o r t u n i t y t o 

t r y t o e s t a b l i s h a Wolfcamp f i e l d i n t h a t s e c t i o n , along 

w i t h Bone Spring or anything else t h a t we encounter. So 

t h a t would deter us from d r i l l i n g i n t h i s area. 

Q. Okay. Of course i f t h e i r w e l l i s not successful, 

then you could always look at a l t e r n a t i v e s f o r using — 

w i t h Mewbourne, t o use the wellbore f o r -- t o explore these 

shallower zones; i s t h a t — 

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

Q. Okay. I mean, i s Heyco going t o go out t h e r e and 

d r i l l a Wolfcamp w e l l tomorrow w h i l e Mewbourne i s out there 

d r i l l i n g t h e i r Morrow well? 
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A. No, we w i l l not. 

Q. I mean, t h a t wouldn't be prudent, would i t ? 

A. I t would not. 

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

Mewboume's A p p l i c a t i o n t o pool a l l the way from the base 

of the Yates t o the base of the Morrow i n the best i n t e r e s t 

of conservation, the prevention 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. No, i n f a c t , i t would be — reasonably be 

impaired. C o r r e l a t i v e r i g h t s i n our pr o p e r t y i n t e r e s t s i n 

these shallower zones would be a f f e c t e d . 

MR. FELDEWERT: Okay. At t h i s time I would move 

the admission i n t o evidence of Heyco E x h i b i t s 1 through 7. 

MR. BRUCE: No o b j e c t i o n . 

MR. FELDEWERT: And t h a t concludes my examination 

of the witness. 

CHAIRMAN WROTENBERY: Thank you, Mr. Feldewert. 

Before I admit these e x h i b i t s i n t o the record I'm j u s t 

wanting t o ask, d i d you receive a l e t t e r from Steve Ross 

concerning the p r e f i l i n g of e x h i b i t s w i t h the Commission? 

MR. FELDEWERT: I don't r e c a l l t h a t I got one i n 

t h i s case. I've seen t h a t p r a c t i c e d i n the past, and I 

a c t u a l l y spoke w i t h Mr. Ross s h o r t l y before t h i s hearing, 

and I apologize I d i d n ' t get these t o the D i v i s i o n sooner. 

I'm aware now t h a t there should be — and I t h i n k i t ' s a 
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good idea t o have a p o l i c y where the e x h i b i t s are — t r y t o 

provide i t t o the Commission, I t h i n k , the Friday before 

the hearing. 

CHAIRMAN WROTENBERY: I be l i e v e t h a t ' s what Mr. 

Ross requested, and t h a t i s a t the request of the 

Commissioners t h a t he i s — 

MR. FELDEWERT: Okay. 

CHAIRMAN WROTENBERY: — sending out those 

l e t t e r s , because i t does help us prepare f o r the hearings 

t o have the e x h i b i t s i n advance. So i n the f u t u r e , i f you 

would, please — 

MR. FELDEWERT: I c e r t a i n l y w i l l . 

CHAIRMAN WROTENBERY: — make every e f f o r t t o get 

those e x h i b i t s f i l e d — 

MR. FELDEWERT: I w i l l . 

CHAIRMAN WROTENBERY: — before the hearing. We 

understand t h a t there w i l l be some e x h i b i t s t h a t are 

ne c e s s a r i l y based on in f o r m a t i o n t h a t becomes a v a i l a b l e 

r i g h t before the hearing, and we can make some 

accommodation f o r t h a t , but anything t h a t you could have 

planned f o r i n advance, then, we would l i k e t o see t h a t 

p r e f i l e d . 

MR. FELDEWERT: Okay, and I apologize. A c t u a l l y , 

we d i d n ' t get these e x h i b i t s u n t i l yesterday, so... 

CHAIRMAN WROTENBERY: Well, what we are asking i s 
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t h a t --

MR. FELDEWERT: Get them ready. 

CHAIRMAN WROTENBERY: — your witnesses go ahead 

and prepare what they can prepare a week i n advance — 

MR. FELDEWERT: Okay. 

CHAIRMAN WROTENBERY: — of the hearing date, and 

get t h a t f i l e d . I'm j u s t t a l k i n g about f o r the m a t e r i a l 

t h a t becomes a v a i l a b l e the week before the hearing. I'm 

r e a l l y j u s t t a l k i n g about i n f o r m a t i o n t h a t wasn't known a t 

the time t h a t we asked the e x h i b i t s t o be p r e f i l e d . 

So anyway, w e ' l l go ahead and admit E x h i b i t s 1 

through 7 i n t o the record. 

Now, you had also an E x h i b i t 8 t h a t you had 

d i s t r i b u t e d t o us — 

MR. FELDEWERT: Yeah, I don't know — 

CHAIRMAN WROTENBERY: — e a r l i e r — 

MR. FELDEWERT: Yeah, we should probably move t o 

admit t h a t . I t h i n k I had asked t h a t t h a t be included i n 

the record. I t h i n k i t was missing from Mewbourne, so we 

should — thank you f o r reminding me of t h a t — we should 

include t h a t . 

And then I ' l l also note t h a t we have f i l e d i n the 

record a prehearing statement which has two attachments t o 

i t , one being t h e i r f i l e , the D i v i s i o n ' s f i l e , from t h e i r 

unorthodox w e l l l o c a t i o n , and the other attachment was 
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a c t u a l l y t h i s E x h i b i t Number 2, so I would ask t h a t a l l 

t h a t m a t e r i a l be included and admitted i n t o the record f o r 

purposes of conside r a t i o n i n t h i s case. 

CHAIRMAN WROTENBERY: Any objection? 

MR. BRUCE: No o b j e c t i o n . 

CHAIRMAN WROTENBERY: Then we w i l l — i n a d d i t i o n 

t o E x h i b i t s 1 through 7, w e ' l l admit E x h i b i t Number 8 i n t o 

the record, and then also the attachments t h a t you had 

submitted w i t h your prehearing statement. 

MR. FELDEWERT: Thank you. 

CHAIRMAN WROTENBERY: Mr. Bruce? 

CROSS-EXAMINATION 

BY MR. BRUCE: 

Q. Yeah, Mr. Reyes, could you r e f e r t o your E x h i b i t 

4, your production p l a t ? Okay? And f i r s t l e t ' s look a t 

the b i g red dot i n Section 15, which I t h i n k you sa i d i s 

the Cedar H i l l s U n i t Well Number 1 — 

A. Yes — 

Q. — i n the northeast of the southeast --

A. Yes. 

Q. — of Section 15? 

A. Yes. 

Q. Now, you said i t produced from several zones? 

A. Are you t a l k i n g about the one i n 15, i n purple? 

Q. I n Section 15 — Mine looks red, but maybe t h a t ' s 
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j u s t — 

A. Okay, w e l l — 

Q. I t ' s r i g h t under the "C" on "Cedar H i l l s " . 

A. Right. That w e l l was — What's your question? 

Q. Was i t your testimony t h a t t h a t w e l l produced 

from several zones? 

A. Yes. 

Q. I n c l u d i n g which ones? 

A. I t would be the Morrow, the Strawn and the 

Wolfcamp. 

Q. Okay. Are you aware t h a t Harvey E. Yates plugged 

t h a t w e l l back and only produced i t from the Wolfcamp 

a f t e r , oh, A p r i l of 1967? 

A. Was I aware of i t ? Recently I have been, yes. 

Q. Okay. And d i d n ' t most of the — the vast bulk of 

the production, i n f a c t , come from the Wolfcamp i n t h a t 

w e l l ? 

A. Again, l i k e I t e s t i f i e d e a r l y , a l l t h a t 

p r o d u c t i o n was commingled. We have the w e l l f i l e s and the 

documentation t h a t were very hard t o decipher as f a r as how 

i t was — you know, how i t was produced and where i t was 

produced from. As a matter of f a c t , i n Mewboume's 

product i o n map as w e l l , i t was colored i n gray i n s t e a d of 

green, as i n Wolfcamp production, t o i n d i c a t e t h a t t h a t ' s 

where i t was coming from. 
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So I t h i n k we both came t o the conclusion t h a t we 

r e a l l y don't know where a l l t h a t production came from. 

Q. I s there a good chance t h a t the Strawn i s wet — 

was wet a t t h a t Cedar H i l l s well? 

A. The Strawn has a h i s t o r y of being wet, and the r e 

would be no reason why i t wouldn't be wet here as w e l l . 

Q. Okay, and i t may w e l l be wet a t Mewboume's 

proposed l o c a t i o n ? 

A. I t could very w e l l be. 

Q. Now, do you have any s p e c i f i c — has Heyco 

c a l c u l a t e d reserves j u s t f o r the Wolfcamp i n a w e l l i n the 

southeast quarter of Section 15? 

A. Not t o my knowledge. 

Q. Looking at your E x h i b i t 4, i s the r e a commercial 

Wolfcamp w e l l on t h a t p l a t ? 

A. I n E x h i b i t 4, a commercial well? 

Q. Commercial Wolfcamp w e l l on t h a t p l a t ? 

A. Well, the w e l l i n Section 23, l i k e I s t a t e d 

e a r l i e r , made 124 m i l l i o n cubic f e e t of gas and 5000 

b a r r e l s of o i l . Do you consider t h a t commercial? 

Possibly. Economically? No. 

Q. That w e l l wouldn't have paid out, would i t ? 

A. That w e l l would not have paid out, no. 

Q. Okay. And i n deciding on a p o t e n t i a l f u t u r e 

Wolfcamp w e l l i n Section 15, would i t f i r s t help t o see the 
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logs from Mewboume's proposed well? 

A. Oh, i t would always help t o have more new data. 

Q. But l e t me get t h i s c l e a r : Heyco has not f i l e d 

an APD f o r any w e l l i n t h i s h a l f - s e c t i o n of land? 

A. Not a t the present time. 

Q. I t hasn't checked out the surface f o r a w e l l 

l o c a t i o n ? 

A. Has not. 

Q. I t hasn't contacted the other working i n t e r e s t 

owners regarding a Wolfcamp-only well? 

A. We have not. 

Q. And i t hasn't sent out a formal w e l l proposal f o r 

such a well? 

A. No, we haven't. 

Q. Now, when you say Heyco won't be able t o do 

anything out here, you r e a l i z e t h a t f o r o i l w e l l s we're 

only p o o l i n g 40 acres, or Mewbourne i s only p o o l i n g 40 

acres? 

A. Say t h a t again? 

Q. For an o i l w e l l , Mewbourne i s only p o o l i n g t h a t 

s p e c i f i c 40-acre northwest quarter of the southeast 

q u a r t e r . 

A. But not i f they're d r i l l i n g a Morrow w e l l . Then 

t h e i r p r o r a t i o n i s 320. That p r o h i b i t s us from — 

Q. Well, the 320 acres only applies t o the 
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formations below the base of the Wolfcamp, below the top of 

the Wolfcamp? 

A. Right, but the p r o r a t i o n s i n Section 15, and i f 

we're t a l k i n g Wolfcamp production, i t ' s gas, i t ' s not o i l , 

and the p r o r a t i o n f o r t h a t , I mean, would be 160s. 

Q. Heyco has an i n t e r e s t i n the northeast q u a r t e r of 

the southeast quarter. I t could go d r i l l an o i l w e l l 

tomorrow on t h a t acreage, could i t not? 

A. We could, yes. 

Q. And has acreage — I t owns i n t e r e s t i n the e n t i r e 

northeast quarter of Section 15, does i t not? 

A. Yes, we have acreage there. 

Q. And i t could go out tomorrow and d r i l l a 40-acre 

o i l w e l l on t h a t acreage? 

A. Yes, we could. 

Q. And i t could d r i l l a Bone Spring gas w e l l on t h a t 

acreage? 

A. Very much so. 

Q. And i t could also, a f t e r Mewboume's w e l l i s 

d r i l l e d , i t could propose the d r i l l i n g of a w e l l i n the 

northeast quarter of the Section, couldn't i t ? 

A. Yes. 

Q. So Heyco i s n ' t t o t a l l y forbidden from d r i l l i n g 

w e l l s j u s t because Mewbourne wants t o d r i l l a Morrow well? 

MR. FELDEWERT: D r i l l i n g a w e l l i n what l o c a t i o n ? 
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Object t o the form. 

Q. (By Mr. Bruce) I'm saying Heyco i s not forbidden 

completely from d r i l l i n g w e l l s i n t h i s 32 0 acres simply 

because Mewbourne i s d r i l l i n g a w e l l a t i t s proposed 

l o c a t i o n ? 

A. True. 

Q. Now, j u s t a couple more questions. I t h i n k you 

sa i d t h a t based on your study you t h i n k Mewbourne could 

d r i l l — economically d r i l l a w e l l j u s t t o the 

Pennsylvanian formations only, at i t s proposed l o c a t i o n ; i s 

t h a t c o r r e c t ? 

A. Sure, they can d r i l l a w e l l t o the — Yeah. 

Q. Economically? 

A. That w i l l be — yes. 

Q. I f i t can be economically d r i l l e d , then why won't 

Heyco j o i n i n t h a t well? 

A. Again, i t doesn't f i t our parameters, our 

economic parameters. 

You know, we're t a l k i n g again d e p l e t i o n being — 

you know, we — an economic value or assessment of any 

lease or property or l o c a t i o n , as was s t a t e d , a l o t of 

f a c t o r s go i n t o i t , a l o t of the f a c t o r s t h a t we have i n -

house don't f i t t h a t scenario, so — t o f i t our economic 

parameters. 

Q. Okay. But then i f you're going t o d r i l l t o the 
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Wolfcamp anyway and you t h i n k the Pennsylvanian was going 

t o be economic, why wouldn't you spend the e x t r a money t o 

d r i l l down t o the Morrow? 

A. Again, as i t was st a t e d , d r i l l i n g a w e l l down t o 

the Morrow i s going t o cost — dryhole cost i s $950,000, 

almost a m i l l i o n d o l l a r s t o do t h a t . To d r i l l the Wolfcamp 

w e l l i s h a l f of t h a t . 

We don't have the drainage issue or — you know, 

we have a b e t t e r — c l e a r e r p i c t u r e on what's going on i n 

the Wolfcamp. 

And I believe t h a t we, i n our shop, t h a t d r i l l i n g 

a Wolfcamp w e l l f o r h a l f a m i l l i o n d o l l a r s , i t makes more 

economic sense w i t h the Bone Spring and the Delaware 

b a i l o u t s , than i t would be t o d r i l l — t o spend another 

h a l f a m i l l i o n d o l l a r s t o go down t o the Morrow and have 

again the o p p o r t u n i t y t o run i n t o drainage, t i g h t rock, 

being wet and whatnot. That's j u s t our — t h a t ' s our 

stance on t h a t . 

Q. And one f i n a l t h i n g : I n lo o k i n g a t your 

production map again, I don't — i f you could p o i n t i t out 

f o r me, i s there a commercial Bone Spring or Delaware w e l l 

w i t h i n a mil e of Mewboume's proposed well? 

A. Bone Spring, not i n anything nearby, no. 

MR. BRUCE: Thank you, t h a t ' s a l l I have. 

CHAIRMAN WROTENBERY: Questions? 
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EXAMINATION 

BY COMMISSIONER BAILEY: 

Q. Just a couple of questions. Has Heyco done any 

seismic work, or i s a l l of your work based on the w e l l logs 

a t the locat i o n s ? 

A. Ma'am, we have not done any seismic work i n the 

area. There's enough w e l l c o n t r o l , and a l o t of w e l l s have 

penetrated a l o t of the zones of i n t e r e s t t h a t we f e e l 

comfortable w i t h what's — you know, what the p i c t u r e i s on 

here. 

Q. On your E x h i b i t 4 — 

A. Yes, ma'am. 

Q. — which w e l l s does Heyco operate? 

A. Heyco doesn't operate any w e l l s i n Section 15. 

Both the w e l l s i n the east h a l f of t h i s s e c t i o n have a l l 

been plugged, but the lease i s being held by the w e l l i n 

the west h a l f of 15. That's operated by Bass, Bass 

Ent e r p r i s e s . That w e l l i s s t i l l c u r r e n t l y producing from 

the Morrow and the Strawn and has f o r — since 1974. 

Q. But my question was about a l l of these w e l l s on 

your E x h i b i t 4. Which ones does Heyco operate? 

A. Well, we don't operate any w e l l s i n t h i s area — 

Q. Okay. 

A. — i n t h i s immediate area. 

Q. So you've shown no i n t e r e s t i n d r i l l i n g or 
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op e r a t i n g any w e l l s w i t h i n — how many sections are on your 

E x h i b i t 4? 

A. Right, w e l l , most of our acreage i s r i g h t i n 15 

and p a r t of 16 — Do we have some i n 16? This i s — Again, 

t h i s w e l l , again, looking a t why we haven't anything i n 15, 

i n Section 15 alone there's already three w e l l s , Morrow 

w e l l s t h a t have been d r i l l e d i n there. U n t i l r e c e n t l y the 

downspacing f o r d r i l l i n g i n 160s has been a v a i l a b l e . 

At t h i s time i n our d r i l l i n g schedule, as w e l l as 

d r i l l i n g costs, economical costs, i t does not f i t our 

p i c t u r e t o do anything i n here. We're hoping t o see what 

t h i s w e l l i n 15 does once i t ' s plugged back t o the Wolfcamp 

and see what k i n d of production t h a t gives us again, more 

i n f o r m a t i o n t o go on as f a r as developing t h i s f i e l d , t h i s 

Wolfcamp f i e l d , there i s one, but at t h i s j u n c t u r e r i g h t 

now t h a t ' s where we stand. 

Q. Where i s Heyco concentrating t h e i r d r i l l i n g 

program r i g h t now? 

A. Harvey E. Yates Company d r i l l e d — 95 percent of 

our d r i l l i n g i s i n Eddy County and Lea County. 

Q. Any p a r t i c u l a r pool? 

A. Recently we've been d r i l l i n g Morrow w e l l s , gas 

w e l l s , q u i t e a few. 

COMMISSIONER BAILEY: That's a l l I have. Thank 

you. 
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EXAMINATION 

BY CHAIRMAN WROTENBERY: 

Q. Mr. Reyes, could you e x p l a i n t o me again what the 

red c i r c l e i s on your E x h i b i t Number 5 t h a t ' s i n Section 

15? 

A. Okay, t h a t ' s our l o c a t i o n , and I t h i n k I may have 

misplaced i t . I t h i n k i t ' s a l i t t l e f a r t h e r south. I t 

might — 

Q. Okay, because t h i s looks l i k e i t ' s i n the 

northeast quarter and — 

A. I t ' s i n the northeast q u a r t e r , i t should be i n 

the south- — 

Q. And the proposed — 

A. — -east quarter, r i g h t . 

Q. — l o c a t i o n i s i n the — 

A. I n our haste l a s t n i g h t , i n my rush i n t r y i n g t o 

get them out I marked i t , r i g h t , i t ' s j u s t a — i t ' s a 

l i t t l e b i t o f f , yes. 

Q. And does Harvey E. Yates Company have any 

a p p l i c a t i o n s pending w i t h the O i l Conservation D i v i s i o n f o r 

any w e l l i n the east h a l f of Section 15? 

A. Not a t the present time. 

CHAIRMAN WROTENBERY: Mr. Feldewert, anything 

else? 

MR. FELDEWERT: No, no f u r t h e r questions. 
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CHAIRMAN WROTENBERY: Okay, thank you f o r your 

testimony, Mr. Reyes. 

THE WITNESS: Thank you. Thank you f o r your 

time. 

CHAIRMAN WROTENBERY: Any other witnesses? 

MR. FELDEWERT: No, t h a t concludes our 

pr e s e n t a t i o n . I do have a c l o s i n g statement. 

CHAIRMAN WROTENBERY: Okay. 

(Off the record) 

CHAIRMAN WROTENBERY: Mr. Bruce, do you have a 

c l o s i n g statement? 

MR. BRUCE: This time I promise i t ' s a minute 

long. 

CHAIRMAN WROTENBERY: Okay, would you l i k e t o 

proceed w i t h yours, and then — 

MR. BRUCE: That would be f i n e , t h a t would be 

f i n e . 

Madame Chair, i n my opening, which was a c t u a l l y 

designed f o r my c l o s i n g , I've summarized the reasons f o r 

g r a n t i n g Mewboume's A p p l i c a t i o n . 

I would simply note t h a t the operator needs t o 

stack the zones i n t h i s w e l l t o make i t economic. 

Therefore a l l zones from the base of the Yates t o the base 

of the Morrow should be pooled. I f not, the w e l l may not 

be economic, and i t may not get d r i l l e d . 
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I' d note t h a t Mewbourne acquired i t s i n t e r e s t i n 

January, 2 001, and now seeks t o d r i l l a w e l l . Heyco has 

owned i t s i n t e r e s t f o r over 3 0 years, and there's been no 

w e l l d r i l l e d i n t h i s h a l f s e c t i o n of land t o the deep zone 

since 1975. 

We don't t h i n k Heyco should be p e r m i t t e d t o 

impede someone who wants t o d r i l l a w e l l , because we 

b e l i e v e t h a t w i l l impair the c o r r e l a t i v e r i g h t s of 

Mewbourne and i t s partners. We don't t h i n k t h a t ' s f a i r , 

and we don't t h i n k i t ' s proper. 

As f a r as d r i l l i n g a d d i t i o n a l w e l l s i n t h i s h a l f 

s e c t i o n , as Mr. Reyes admits, Heyco can go out a t any p o i n t 

and d r i l l other o i l w e l l s i n t h i s h a l f s e c t i o n of land; i t 

owns i n t e r e s t i n a l l but 40 acres. I t could d r i l l a number 

of 40-acre o i l w e l l s out there i f i t so desired. 

As f a r as the Wolfcamp, yes, i t may be t i e d up. 

For how long? We don't know. But there are the 

p o s s i b i l i t i e s of dual completion of the w e l l and downhole 

commingling. 

I ' d also suggest t h a t i f the Wolfcamp i n 

Mewboume's w e l l i s poor, Heyco could always come back and 

seek t o amend the order t o exclude the Wolfcamp for m a t i o n 

from the order so i t could d r i l l i t s other w e l l , or i t 

could seek a simultaneous d e d i c a t i o n . We t h i n k t h a t i s the 

proper way t o go. 
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One f i n a l matter. I f the Commission upholds the 

D i v i s i o n ' s Order, no a d d i t i o n a l e l e c t i o n p e r i o d should be 

granted t o these four corporations t h a t were f o r c e pooled. 

Mewbourne mailed the e l e c t i o n l e t t e r s on August 13th t o the 

i n t e r e s t owners, and none of the pooled p a r t i e s p a i d t h e i r 

share of w e l l costs. No stay was requested i n t h i s order, 

and we b e l i e v e the 3 0-day e l e c t i o n p e r i o d has run, and 

t h e r e f o r e they do not get another e l e c t i o n p e r i o d . 

Thank you. 

CHAIRMAN WROTENBERY: Thank you, Mr. Bruce. 

Mr. Feldewert? 

MR. FELDEWERT: May i t please the Commission, you 

know, we s i t here today and i t ' s p r e t t y c l e a r t h a t 

Mewbourne wants t o d r i l l t h e i r Morrow w e l l , and Heyco 

t h i n k s maybe we ought j u s t d r i l l a Wolfcamp w e l l out t h e r e . 

I mean, we have those issues a l l over New Mexico, and those 

are operator issues, and they a l l s i t down and they a l l 

decide, okay, what's the r i s k , what should we do? Okay? 

We're not impeding t h e i r a b i l i t y t o d r i l l t h i s 

w e l l . We have not denied t h e i r a b i l i t y t o pool the 

i n t e r e s t s t h a t are necessary t o give them the o p p o r t u n i t y 

t o produce t h i s w e l l , t o d r i l l t h i s w e l l , t o p r o t e c t t h e i r 

c o r r e l a t i v e r i g h t s or t o exercise t h e i r c o r r e l a t i v e r i g h t s . 

I have not heard any testimony today t h a t they're not going 

t o d r i l l t h e i r w e l l i f they can't stack the formations. 
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They're going t o d r i l l a w e l l , they've got a r i g 

scheduled, they're going t o go forward, they're e s t i m a t i n g 

based on our testimony t h a t there's a good chance t h a t 

t hey're going t o be able t o recover t h e i r costs and there's 

a good chance t h a t they're going t o be able t o get more out 

of the Morrow. 

The issue here i s whether we're going t o use the 

r e g u l a t o r y t a k i n g s , but I do believe i t ' s a t a k i n g s process 

here, because i f you pool these i n t e r e s t s from the base of 

the Yates t o the base of the Morrow, you are p r e v e n t i n g 

Heyco, you are preventing the other working i n t e r e s t owners 

out t h e r e , Jalapeno and the other i n t e r e s t owners, e i t h e r 

on t h a t 40 or i n t h a t 160 or i n t h a t 320 from e x p l o r i n g any 

other shallower formations. They are t i e d t o t h i s 

w e l l b o r e . 

And there's been testimony t h a t t h i s w e llbore 

could produce 10, 15, 2 0 years i f they are successful. 

Meanwhile, everybody s i t s back and does not have the 

o p p o r t u n i t y on t h i s t r a c t of land t o explore these 

shallower r i g h t s . I submit t o you t h a t t h a t i s a v i o l a t i o n 

of t h e i r c o r r e l a t i v e r i g h t s . 

There i s a saying, j u s t i c e delayed i s j u s t i c e 

denied. Production delayed, I submit t o you, i s p r o d u c t i o n 

denied. And when you deny t h e i r a b i l i t y t o produce t h e i r 

reserves, p a r t i c u l a r l y the shallow reserves here, you are 
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denying, you are i m p a i r i n g , you are impeding, you are 

v i o l a t i n g t h e i r c o r r e l a t i v e r i g h t s . 

My question t o you i s , why do we need t o invoke 

the compulsory p o o l i n g process of the O i l Conservation 

D i v i s i o n t o t i e up formations from the base of the Yates 

a l l the way down t o the base of the Morrow, when t h e r e i s a 

reasonable o p p o r t u n i t y f o r them t o pursue t h e i r p r o j e c t 

w i t h a much more l i m i t e d p o o l i n g order? That's the issue. 

And t h a t i s what we are concerned about, because 

when you s t a r t agreeing t o pool from the surface t o the 

base j u s t a u t o m a t i c a l l y every s i n g l e time, you are i n 

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

p a r t i e s t o pursue those r i g h t s . 

Now, a l l I've heard here today i s , Well, i t would 

improve the economics of our w e l l . That i s not a reason t o 

invoke the compulsory poo l i n g a u t h o r i t y of t h i s D i v i s i o n , 

t h a t i s not a s t a t u t o r y reason. 

They say, w e l l , i t w i l l give them a f r e e look at 

the i n f o r m a t i o n out there. Well, I guarantee you, every 

s i n g l e one of these cross-sections t h a t we looked a t here 

today, the p a r t i e s d i d n ' t p a r t i c i p a t e i n the d r i l l i n g of 

those w e l l s , they d i d n ' t pay f o r the d r i l l i n g of those 

w e l l s . They used the i n f o r m a t i o n from those w e l l s t o make 

the most l o g i c a l choice f o r t h e i r t a r g e t , but there's 

nothing wrong w i t h using i t — You don't have t o pay f o r a 
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w e l l t o use the i n f o r m a t i o n i n there t o make some l o g i c a l 

choice. 

And they're saying, Well, don't give them a f r e e 

look, l e t us t i e up t h e i r r i g h t s . 

Well, I submit t o you i t ' s worse t o t i e up t h e i r 

r i g h t s than i t i s t o give them a f r e e look a t the 

i n f o r m a t i o n and make some informed d e c i s i o n . 

They also t a l k about, w e l l , w e ' l l have t o come 

back and w e ' l l have t o pool. You know, i f we don't get 

t h i s r e l i e f now, my goodness, we're going t o have t o come 

back, we're going t o have t o f i l e another p o o l i n g 

a p p l i c a t i o n and we're going t o have t o come before the 

D i v i s i o n . 

Well, I t h i n k I've demonstrated t h a t t hey're 

going t o have t o do t h a t anyway f o r some of these other 

shallower formations. I mean, i f they've got t o come back 

and get a pool f o r an unorthodox w e l l l o c a t i o n i n t h a t 160 

gas, why can't they come back and get a p o o l i n g order a t 

the same time? I t takes about the same amount of e f f o r t , 

the same amount of time, there's no delay t h e r e . 

Plus i t ' s more focused, w e ' l l have more 

i n f o r m a t i o n , we w i l l know what we need, and we're not 

i m p a i r i n g any more c o r r e l a t i v e r i g h t s than what i s 

necessary t o give them a reasonable o p p o r t u n i t y t o pursue 

t h e i r p r o j e c t . That's the p o i n t here. 
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They are r e c e i v i n g under the compulsory p o o l i n g 

process already a 2 00-percent r i s k penalty t o improve the 

economics of t h e i r w e l l . They're saying t o the D i v i s i o n 

now, Give us more, take away t h e i r c o r r e l a t i v e r i g h t s i n 

these shallower formations, take t h a t away now t o improve 

the economics of our w e l l . Not t o give us an o p p o r t u n i t y , 

but t o improve the economics. 

And I submit t o you t h a t t h a t ' s improper, t h a t ' s 

not what our compulsory pooling s t a t u t e i s f o r , and t h a t 

the D i v i s i o n has the a u t h o r i t y t o look a t these on a case-

by-case basis. 

Weigh both sides and decide, okay, what do we 

need t o give them, t o give them t h e i r o p p o r t u n i t y t o 

produce, and what can we do t o p r o t e c t the c o r r e l a t i v e 

r i g h t s of the other working i n t e r e s t owners w h i l e they go 

out and pursue t h i s p r o j e c t . 

Thank you f o r hearing us here today, and I 

appreciate the time. 

CHAIRMAN WROTENBERY: Thank you, Mr. Feldewert 

and Mr. Bruce and a l l the witnesses who t e s t i f i e d today. 

We appreciate your p a r t i c i p a t i o n . 

And a t t h i s p o i n t we w i l l take t h i s case under 

advisement. We w i l l plan t o d e l i b e r a t e on t h i s matter a t 

the Commission's next meeting on November 6th and make our 

f i n a l d e c i s i o n a t t h a t p o i n t . I a n t i c i p a t e w e ' l l be able 
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t o do t h a t . Thank you very much. 

MR. FELDEWERT: Thank you. 

CHAIRMAN WROTENBERY: Florene, i s t h e r e anything 

else we need t o cover today? 

MS. DAVIDSON: No. 

CHAIRMAN WROTENBERY: I n t h a t case, I t h i n k w e ' l l 

j u s t declare t h i s meeting adjourned. 

Thank you. 

(Thereupon, these proceedings were concluded a t 

1:10 p.m.) 
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