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MR. STOGNER: We're going t o hear these l a s t 

two a t the same t i m e , Jim? 

MR. BRUCE: Yeah. 

MR. STOGNER: A l l r i g h t . Come t o o r d e r . C a l l 

case number 10331. At the a p p l i c a n t ' s r e q u e s t , 

c o n s o l i d a t e 10331 and 10332. 

MR. STOVALL: Case number 10331, a p p l i c a t i o n 

of V eteran E x p l o r a t i o n , I n c . , t o amend d i v i s i o n 

Order No. R-9330, Sandoval County, New Mexico, and 

10332 i s the a p p l i c a t i o n of Veteran E x p l o r a t i o n , 

I n c . , f o r a non-standard o i l p r o r a t i o n u n i t , a h i g h 

a n g l e / h o r i z o n t a l w e l l b o r e t h a t exceeds the set-back 

r e q u i r e m e n t s f o r the San I s i d r o ( S h a l l o w ) u n i t a rea, 

and simultaneous d e d i c a t i o n , Sandoval County, New 

Mexico. 

MR. STOGNER: At t h i s t i me I ' l l c a l l f o r 

appearances i n both cases. 

MR. BRUCE: Mr. Examiner, Jim Bruce from t h e 

H i n k l e Law Firm i n Albuquerque r e p r e s e n t i n g t h e 

a p p l i c a n t . I have one w i t n e s s t o be sworn. 

MR. STOGNER: And s i n c e t h e r e ' s nobody e l s e i n 

the room, w i l l the w i t n e s s please stand t o be 

sworn ? 

(Witness sworn) 

MR. STOGNER: Mr. Bruce. 
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MR. BRUCE: As an i n t r o d u c t o r y m a t t e r , 

Mr. Examiner, i n case 10332 Veteran's a p p l i c a t i o n t o 

d r i l l a h o r i z o n t a l w e l l across s e c t i o n l i n e s and 

develop and d e d i c a t e two h a l f s e c t i o n s t o t h a t 

w e l l . 

I n t h e r e l a t e d case 10331, a p p l i c a n t seeks 

t o change t h e s p e c i a l o p e r a t i n g r u l e s which were 

i n s t i t u t e d l a s t year i n o r d e r t o a l l o w t h e o p e r a t o r 

t o a p p l y a d m i n i s t r a t i v e l y f o r p e r m i s s i o n t o d r i l l 

w e l l s across s e c t i o n l i n e s . The s p e c i a l o p e r a t i n g 

r u l e s were adopted i n case, I b e l i e v e i t was 10100. 

We do not have a landman here today because 

t h e r e was la n d t e s t i m o n y p r e s e n t e d i n t h e p r i o r 

cases 10099 and 10100. That t e s t i m o n y showed t h a t 

the San I s i d i r o Shallow U n i t area encompasses about 

18,000 acres of f e d e r a l m i n e r a l s i n Sandoval 

County. I have j u s t f o r your i n f o r m a t i o n --

i n f o r m a t i o n purposes -- a copy of the la n d p l a t t h a t 

was s u b m i t t e d a t one of the p r i o r h e a r i n g s . 

MR. STOVALL: You want t o move f o r 

i n c o r p o r a t i o n of t h a t i n t o t h i s j u s t f o r t h e --

MR. BRUCE: Sure. 

MR. STOGNER: Case number 100 

MR. STOVALL: Jus t the la n d p l a t e x h i b i t i s 

r e a l l y a l l t h a t needs t o be --
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MR. BRUCE: Yeah, j u s t t h e l a n d p l a t e x h i b i t . 

MR. STOVALL: I t was p r e v i o u s l y sworn t o and 

t e s t i f i e d a b o u t and a d m i t t e d as an e x h i b i t ; i s t h a t 

c o r r e c t ? 

MR. BRUCE: Yes, s i r . I b e l i e v e t h i s one i s 

s p e c i f i c a l l y f r o m 10099 and t h a t w o u l d be 

s u f f i c i e n t . 

MR. STOVALL: Moving t h e a d m i s s i o n o f 

E x h i b i t 1 i n t h e case 10099 i n t o t h e r e c o r d o f t h i s 

c a s e . 

MR. BRUCE: Yes, s i r . 

MR. STOGNER: So be i t . P l e a s e c o n t i n u e . 

EXAMINATION 

BY MR. BRUCE: 

Q. Would you p l e a s e s t a t e y o u r name f o r t h e 

r e c o r d ? 

A. 

Q. 

A . 

Q • 

A . 

Q. 

A . 

Company 

Q. 

My name i s T r a c y C h a n c e l l o r . 

And where do you r e s i d e ? 

Denver, C o l o r a d o . 

What i s y o u r o c c u p a t i o n ? 

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

And who a r e you w o r k i n g f o r i n t h i s m a t t e r ? 

I'm a c o n s u l t a n t f o r V e t e r a n E x p l o r a t i o n 

I s V e t e r a n now t h e o p e r a t o r o f t h e San 
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I s i d i r o S h a l l o w u n i t ? 

A. T h a t ' s c o r r e c t . 

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

t h e OCD? 

A. I have n o t . 

Q. Would you o u t l i n e y o u r e d u c a t i o n a l and work 

e x p e r i e n c e f o r t h e e x a m i n e r , p l e a s e ? 

A. B.S. I n g e o l o g y f r o m F o r t L e w i s C o l l e g e i n 

1978, employed f o r f o u r y e a r s i n M i d l a n d , Texas and 

Denver f o r v a r i o u s s m a l l and l a r g e r i n d e p e n d e n t s as 

a p e t r o l e u m g e o l o g i s t , e x p l o r a t i o n g e o l o g i s t , and 

have been i n d e p e n d e n t f o r t h e p a s t e i g h t y e a r s as a 

c o n s u l t i n g g e o l o g i s t b o t h e x p l o r a t i o n and i n t h e 

f i e l d as w e l l as own i n g my own e x p l o r a t i o n company. 

Q. Okay. And what i s y o u r f a m i l i a r i t y w i t h t h e 

Mancos and N i o b r a r r a f o r m a t i o n ? 

A. I ' v e w o r k e d i n t h e N i o b r a r r a t h r o u g h o u t 

t h a t 8-year p e r i o d t h r o u g h o u t t h e R o c k i e s . However, 

i n t h e San Juan B a s i n I ' v e been i n v o l v e d w i t h t h e 

Mancos i n t h e N i o b r a r r a e q u i v a l e n t f o r a b o u t a y e a r . 

Q. Okay. And a r e you f a m i l i a r w i t h t h e Mancos 

g e o l o g y o f t h e San I s i d i r o S h a l l o w U n i t ? 

A. Yes, I am. 

MR. BRUCE: Mr. Ex a m i n e r , I w o u l d t e n d e r 

Mr. C h a n c e l l o r as an e x p e r t p e t r o l e u m g e o l o g i s t . 
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MR. STOGNER: Mr. C h a n c e l l o r i s so q u a l i f i e d . 

Q. (By Mr. Bruce) r e f e r r i n g t o your e x h i b i t s , 

f i r s t E x h i b i t B, Mr. C h a n c e l l o r , would you d e s c r i b e 

what t h a t i s f o r t h e examiner? 

A. This i s the Federal u n i t o u t l i n e i n 20 

n o r t h two and t h r e e west, Sandoval County, New 

Mexico. I t o u t l i n e s the pro w e l l p r o d u c t i o n h i s t o r y 

as of p r o b a b l y a year ago, the l o c a t i o n of our f i r s t 

two h o r i z o n t a l holes i n s e c t i o n 11 and 12. 

Q. And t h a t ' s the 1114 w e l l and t h e 1210 w e l l ? 

A. That's c o r r e c t . And our proposed Johnson 

7-3 w e l l spudding i n s e c t i o n 7 of 20 n o r t h 2 west, 

and bottom h o l e l o c a t i o n i n s e c t i o n 6 of 20 n o r t h 2 

west w i t h a basement f a u l t t r a c e , and i s showing 

t h a t some of the best p r o d u c t i o n i n the f i e l d i s 

a s s o c i a t e d w i t h t h a t basement f a u l t . 

Q. Okay. 

A. That's b a s i c a l l y what E x h i b i t B shows. 

Q. And some of the poorer w e l l s are a l i t t l e 

f u r t h e r away. You note t h e r e the 1 5 0 0 - b a r r e l w e l l 

and some o t h e r 2 , 0 0 0 - b a r r e l w e l l s t h a t are f u r t h e r 

away from t h e basement f a u l t ; i s t h a t c o r r e c t ? 

A. Yes . 

Q. And w e ' l l get i n t o t h i s one i n a l i t t l e 

more d e t a i l . I s t h a t the b a s i c reason V e t e r a n seeks 
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p e r m i s s i o n t o d r i l l across s e c t i o n l i n e s ? 

A. That i s the b a s i c g e o l o g i c reason t o be 

l o c a t e d on both s i d e s of a h o r i z o n t a l w e l l b o r e t o 

t h i s f a u l t t r a c e . 

Q. Okay. Would you please then move on t o 

E x h i b i t C and j u s t v e r y b r i e f l y d i s c u s s what t h a t 

shows ? 

A. E x h i b i t C I have t r a c e d on E x h i b i t B t h i s 

basement f a u l t , and j u s t t o show the commission t h a t 

we have worked the sei s m i c and we are l o o k i n g a t 

a p p r o x i m a t e l y 800 t o 1,000 f e e t of throw on t h i s 

basement f a u l t , and i t has d i s t u r b e d t h e Mancos 

r o c k s , t h e s h a l l o w e r Mancos pay zones, t h e A, B, and 

the C, and the D which the f i e l d produces from 

except f o r one Menefee w e l l , and t h a t ' s b a s i c a l l y 

what i t shows. 

Q. Okay. And then moving on t o E x h i b i t D, 

would you d i s c u s s t h e Mancos s t r u c t u r e i n t h i s area? 

A. The Mancos i s not p a r t i c u l a r l y f a u l t e d , 

however, over -- the basement f a u l t has caused a 

monocline i n t h e Mancos over t h e basement f a u l t , and 

we're g e t t i n g areas of where t h e r e ' s g r e a t e r range 

of change i n d i p than o t h e r areas, and the y e l l o w 

h i g h l i g h t e d area i s the t r a c e of the a x i s of the 

monocline which would be the maximum f l e c t u r e i n t h e 
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Mancos A, B, C, and D pay zones, and i f y o u ' l l r e f e r 

back t o E x h i b i t B, y o u ' l l see t h a t i t has s h i f t e d 

q u i t e a b i t , and i t t r u l y does a l i g n w i t h t h e best 

p r o d u c t i o n i n the f i e l d , t h a t b e i n g 20 n o r t h 2 west 

s e c t i o n 6, the 88,000 b a r r e l s and 20 n o r t h 3 west, 

s e c t i o n 12 the 90,000 b a r r e l s , and 20 n o r t h 3 west 

s e c t i o n 11, the 135,000 b a r r e l s . 

Q. So i n your o p i n i o n , i t ' s necessary t o s t a y 

near t h i s f a u l t t o have the best chance of g e t t i n g a 

good w e l l i n the Mancos? 

A. Yes. And not o n l y near i t , but t o have --

yes, t h a t ' s c o r r e c t . 

Q. And t h i s w i l l not r e q u i r e w e l l s t o be 

d r i l l e d across s e c t i o n l i n e s i n every case, w i l l i t ? 

A. No i t w i l l n o t ; however t h e r e may be a few 

o t h e r cases. 

Q. Okay. Then please r e f e r back t o E x h i b i t A 

and d e s c r i b e t h a t f o r t h e examiner. 

A. E x h i b i t A -- s h a l l we put t h i s up or can we 

j u s t 

MR. STOVALL: We can spread i t o u t , 

A. E x h i b i t A as i s , as you can see, from C-C' 

southwest and n o r t h e a s t t h r o u g h t h e f i e l d , and the 

Fed e r a l U n i t showing the t o p of the Mancos A, t h e B, 

the C zone, and the D zone, some of the w e l l s were 
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o p e n h o l e c o m p l e t e d , some w e l l s were s e t p i p e , 

cemented and f r a c t and b a s i c a l l y t h i s e x h i b i t i s 

j u s t t o show you o u r pay zones. The f i e l d does 

p r o d u c e f r o m a l l f o u r . We w i l l be d r i l l i n g 

b a s i c a l l y between t h e San I s i d i r o 12-4, f i v e w e l l s 

o v e r f r o m t h e l e f t , and t h e Johnson 6-16 w e l l . 

Q. Okay. What i s t h e p r i m a r y p r o d u c i n g zone i n 

t h i s a r e a ? 

A. W e l l , as I ' v e s a i d A, B, C, D a r e t h e 

p r i m a r y zones; however, t h e C zone, t h e r e needs t o 

be more t e s t i n g , b u t we f e e l l i k e t h e C zone has 

been p r o b a b l y t h e b e s t p r o d u c e r . 

Q. Okay. I n r e f e r r i n g j u s t b r i e f l y t o 

E x h i b i t E, w o u l d you d e s c r i b e what t h a t i s , p l e a s e ? 

A. E x h i b i t E i s a p r o p o s a l and o u t l i n e f r o m 

G r e a t Land D i r e c t i o n a l D r i l l i n g Company i n Casper 

f o r V e t e r a n . A f t e r t h e t i t l e page i s a p r e t t y good 

w e l l summary t h a t we w i l l be k i c k i n g o f f a t 

a p p r o x i m a t e l y 39 -- no, a c t u a l l y we s h o u l d go t o t h e 

t h i r d page w i t h t h e w e l l p r o f i l e , t h e columns and 

b i l l r a t e s and so f o r t h . 

Q. And t h i s i s f o r t h e Johnson 7-3 w e l l ? 

A. T h a t ' s c o r r e c t . Johnson 7-3 w e l l . We w i l l 

be k i c k i n g o f f a t a p p r o x i m a t e l y 3874 and b u i l d i n g a 

1 4 - d e g r e e - p e r - h u n d r e d c u r v e t o t h e C zone w i t h a TVD 
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o f 4420. A t t h a t p o i n t we w i l l d r i l l an 8 5 - d e g r e e 

a n g l e h o l e i n t h e C zone. The d i p i n t h a t a r e a i s 

a b o u t t h r e e t o f i v e d e g r e e s , and s t a y i n g i n t h e 

C zone f o r a p p r o x i m a t e l y 4,000 f e e t TVD i s a t 8122, 

and t h e c u r v e on t h e n e x t page, t h e d i a g r a m a t i c 

c u r v e o f t h e w e l l b o r e shows t h a t d i a g r a m a t i c a l l y --

k i c k o f f s and so f o r t h , and t h e l a s t page i s t h a t we 

-- w e l l p r o f i l e as f a r as n o r t h 10 d e g r e e s e a s t 

w i l l be o u r d i r e c t i o n w i t h a p p r o x i m a t e l y 4,000 f e e t 

0 f w e 1 l b o r e . 

Q. Okay. And y o u ' r e t h e w e l l s i t e g e o l o g i s t 

f o r V e t e r a n , a r e you n o t ? 

A. T h a t ' s t r u e . 

Q. Now, as o r i g i n a l l y p r o p o s e d , t h i s w e l l 

w o u l d be a b o u t 132 f e e t t o o c l o s e t o t h e s e c t i o n 

l i n e i f i t ' s d r i l l e d as s t a t e d t h e r e i n ; i s t h a t 

c o r r e c t ? 

A. T h a t ' s t r u e , t o o c l o s e t o t h e h a l f s e c t i o n 

1 i ne . 

Q. What does V e t e r a n p l a n t o do w i t h r e s p e c t 

t o t h a t ? 

A. V e t e r a n p l a n s t o -- e i t h e r we w i l l n o t 

d r i l l any c l o s e r t h a n 660 f e e t t o t h a t h a l f s e c t i o n 

l i n e , and t o s o l v e t h a t we w i l l be e i t h e r s t o p p i n g 

s h o r t o f t h e 4 , 0 0 0 - f o o t t a r g e t , o r we w i l l a r r a n g e 
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o u r a n g l e back t o t h e w e s t p o s s i b l y one o r two 

d e g r e e s , and I t h i n k we a r e i n t h e p r o c e s s o f t a k i n g 

c a r e o f t h a t w i t h t h e c o m m i s s i o n as f a r as --

Q. Okay. So you do n o t d e s i r e t o be c l o s e r 

t h a n 660 f e e t t o t h e o u t e r b o u n d a r y ? 

A. T h a t ' s c o r r e c t , and one p u r p o s e o f t h e way 

we have t o d e s i g n t h i s w e l l b o r e a c r o s s t h e s e c t i o n 

l i n e . 

Q. Okay. Now t h i s d r i l l i n g p l a n , i s t h i s 

s i m i l a r t o p l a n s p r e v i o u s l y s u b m i t t e d f o r t h e o t h e r 

two h o r i z o n t a l w e l l s t h a t have been d r i l l e d t o d a t e 

i n t h e u n i t ? 

A. I t i s , y e s . 

Q. Okay. Were E x h i b i t s A t h r o u g h E e i t h e r 

p r e p a r e d u n d e r y o u r d i r e c t i o n o r c o m p i l e d f r o m 

company r e c o r d s ? 

A. They were. 

Q. I n y o u r o p i n i o n , i s t h e g r a n t i n g o f t h e s e 

a p p l i c a t i o n s i n t h e i n t e r e s t o f c o n s e r v a t i o n and t h e 

p r e v e n t i o n o f waste? 

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

MR. BRUCE: Mr. Exa m i n e r , I move t h e 

i n t r o d u c t i o n o f E x h i b i t s A t h r o u g h E p l u s o f , 

c o u r s e , p r i o r E x h i b i t number 1 f r o m case 10099. 

MR. STOGNER: E x h i b i t s A t h r o u g h E w i l l w o u l d 
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be a d m i t t e d i n t o e v i d e n c e . Okay. 

MR. STOVALL: I have a q u i c k q u e s t i o n t o s t a r t 

i t o u t . What i s t h e p a r t i c i p a t i n g a r e a f o r t h i s 

p r o p o s e d w e l l ? I s i t an e x t e n s i o n o f t h e e x i s t i n g 

p a r t i c i p a t i n g a r e a o f t h e u n i t , o r i s i t g o i n g t o be 

a new p a r t i c i p a t i n g a r ea? 

A. T h i s w i l l be, I b e l i e v e -- y e s . A new 

p a r t i c i p a t i n g a r e a as i s each o f t h e f i r s t two 

w e l I s . 

MR. STOVALL: T h e y ' r e each s e p a r a t e 

p a r t i c i p a t i n g a r e a s ? 

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

MR. STOVALL: So i n o t h e r w o r d s , c o s t and 

r e v e n u e s h a r i n g i s on a d r i l l b l o c k b a s i s r e a l l y so 

f a r i n t h i s u n i t ; i s t h a t c o r r e c t ? 

A . I b e l i e v e so. 

MR. STOVALL: Now, my memory i s n o t a l l t h a t 

g r e a t as f a r as t h e u n i t i t s e l f : I t ' s 100 p e r c e n t 

F e d e r a l U n i t ; i s t h a t c o r r e c t ? 

A. T h a t ' s c o r r e c t . T h a t i s c o r r e c t . 

MR. STOVALL: What a b o u t t h e o v e r r i d i n g 

r o y a l t y i n t e r e s t s , a r e t h e y u n i f o r m t h r o u g h o u t o r do 

you know? 

A. They do v a r y . 

MR. STOVALL: What a b o u t w o r k i n g i n t e r e s t s ? 
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A. They v a r y as w e l l , and t h i s l e a s e s e c t i o n 6 

and 7 happens t o be t h e same l e a s e , b u t t h e w o r k i n g 

i n t e r e s t s do v a r y t h r o u g h o u t t h e u n i t . 

MR. STOVALL: L e t ' s see. The e a s t h a l f o f 

s e c t i o n 6 i s a l s o i n t h e u n i t ; i s i t n o t ? 

A. T h a t ' s c o r r e c t . 

MR. BRUCE: Yeah, l o o k i n g a t E x h i b i t 1. 

MR. STOVALL: Now, t h a t good w e l l t h a t ' s i n 

t h e s o u t h e a s t q u a r t e r o f E x h i b i t 1 , what was t h e 

p r o r a t i o n u n i t t o t h a t w e l l ? Was t h a t t h e e a s t 

h a l f ? 

A. The 88 , 0 0 0 - b a r r e l w e l l ? 

MR. STOVALL: R i g h t . 

A. I do n o t know. J i m , i f you have an i d e a as 

f a r as -- see, I b e l i e v e t h i s i s on 3 2 0 - a c r e s p a c i n g 

i f t h a t answers --

MR. STOVALL: T h a t ' s c o r r e c t . I t h i n k t h e 

p o o l i s on t h e 3 2 0 - a c r e s p a c i n g > b u t you d o n ' t know 

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

A. I do n o t ; I d o n ' t . 

MR. STOVALL: Which means you d o n ' t know 

w h e t h e r y o u ' r e , i n f a c t , w h e t h e r t h e s o u t h w e s t 

q u a r t e r i s a l r e a d y c o m m i t t e d t o a p r o r a t i o n u n i t ; i s 

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

A. I as a g e o l o g i s t do n o t know t h e answer t o 
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t h a t q u e s t i o n . 

MR. BRUCE: I f you g i v e me a m i n u t e , we can go 

l o o k t h a t up. 

MR. STOVALL: L e t ' s f i n d o u t i f t h e r e ' s 

a n y t h i n g e l s e we d o n ' t know b e f o r e we go on. I f 

i t ' s t h e s o u t h h a l f o f t h i s s e c t i o n 6 p r o r a t i o n u n i t 

f o r t h a t w e l l on t h e s o u t h e a s t q u a r t e r , t h e n , i n 

f a c t , what c o u l d be h a p p e n i n g i s t h a t t h e s o u t h w e s t 

q u a r t e r c o u l d p a r t i c i p a t e i n two w e l l s and t h e 

n o r t h e a s t q u a r t e r w o u l d p a r t i c i p a t e i n none w i t h two 

w e l l s i n s e c t i o n 6, w h i c h I t h i n k p r o p o s e s a b i t o f 

a c o r r e l a t i v e r i g h t s p r o b l e m . 

Mr. B r u c e , p e r h a p s you can answer i t as 

w e l l . Were t h e 12-10 and t h e 11-14 -- were t h o s e 

b o t h 6 4 0 - a c r e u n i t s , do you remember? 

MR. BRUCE: J u s t a second. 11-14 was n o t i n 

t h e 12-10. I b e l i e v e t h e e a s t h a l f i s d e d i c a t e d t o 

t h e 12-10 t h a t was a s i m u l t a n e o u s d e d i c a t i o n . 

MR. STOVALL: The e a s t h a l f was a l s o d e d i c a t e d 

as a 9 0 , 0 0 0 - b a r r e l w e l l ; i s t h a t c o r r e c t ? 

A. T h a t ' s c o r r e c t . We do know t h a t t h e e a s t 

h a l f o f s i x has a l r e a d y been d e d i c a t e d t o t h e 7-3, 

and t h e e a s t h a l f o f 7 i s d e d i c a t e d t o t h e 7-3. 

MR. STOVALL: You mean t h e w e s t h a l f . 

A. I'm s o r r y . The west h a l f , I b e l i e v e , J i m . 
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MR. STOVALL: The west h a l f o f 6 and t h e west 

h a l f o f 7 a r e y o u r p r o p o s e d p r o r a t i o n u n i t f o r t h i s 

w e l l t h a t y o u ' r e t a l k i n g a b o u t ; i s t h a t c o r r e c t ? 

A. Yes, s i r , I b e l i e v e so. 

MR. STOVALL: Now, you t a l k a b o u t -- where's 

t h e 7-11 w e l l ? I s t h a t t h a t 5 9 0 0 - b a r r e l w e l l down 

t h e r e i n San I s i d r o ? 

A. No, s i r . T h a t i s -- oh, I'm s o r r y , i t s u r e 

i s . 

MR. BRUCE: Excuse me f o r i n t e r r u p t i n g , b u t 

I'm l o o k i n g a t a d m i n i s t r a t i v e o r d e r DD52H, t h e 12-10 

has 640 a c r e s d e d i c a t e d t o i t . 

MR. STOVALL: So i t ' s a s i m u l t a n e o u s 

d e d i c a t i o n w i t h t h r e e w e l l s on t h a t d e d i c a t i o n ; i s 

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

MR. BRUCE: Yes, p e r t h e d i v i s i o n o r d e r s . 

MR. STOVALL: But t h e 11-14 i s j u s t a s i n g l e 

d e d i c a t i o n o f t h e west h a l f ? 

MR. BRUCE: Yes. 

MR. STOVALL: W e l l , l e t me j u s t e x p r e s s a 

c o n c e r n t o b o t h o f you on t h i s . I f one o f t h e 

a d v a n t a g e s o f -- and I'm e x p r e s s i n g my own o p i n i o n 

and my own c o n c e r n s f r o m a l e g a l c o r r e l a t i v e r i g h t s 

o p e r a t i o n a l s t a n d p o i n t -- one o f t h e a d v a n t a g e s o f 

u n i t i z e d o p e r a t i o n s i s you b r i n g a -- d r i l l a 
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s u b s t a n t i a l a r e a under common o w n e r s h i p and c o n t r o l 

w h i c h a l l o w s -- one o f t h e r e a l a d v a n t a g e s -- i s i t 

a l l o w s some b r o a d - a r e a p l a n n i n g and p a r t i c u l a r l y t h e 

o p p o r t u n i t y t o do p r o j e c t s such as -- I guess 

V e t e r a n s has r e a l l y done i t , i t t o o k o v e r Sand Dune 

b e f o r e t h e w e l l was d r i l l e d ; i s t h a t c o r r e c t ? 

A. Yes, t h e y d i d t h e f i r s t two h o l e s , t h a t ' s 

c o r r e c t . Then we --

MR. STOVALL: However, by v i r t u e o f t h e way 

t h i s u n i t i s s e t up, t h e c o r r e l a t i v e r i g h t s p r o b l e m 

s t i l l e x i s t s because i t ' s on -- e s s e n t i a l l y on a 

d r i l l - b l o c k b a s i s , and when you s t a r t e n c r o a c h i n g 

w e l l s , c r o s s i n g l i n e s , s t r a i n i n g p r o r a t i o n u n i t s , 

s i m u l t a n e o u s d e d i c a t i o n p a r t i c u l a r l y n e x t t o -- i t 

d o e s n ' t l o o k l i k e we've g o t a p a r t i c u l a r p r o b l e m , 

b u t n e x t t o u n d e v e l o p e d t r a c t s i n some a r e a s , 

because t h e r e ' s n o t a common o w n e r s h i p i n t h e l a r g e r 

p a r c e l s i n v o l v e d , i t s t i l l keeps t h a t c o r r e l a t i v e 

r i g h t s p r o b l e m . 

A. There i s a common o w n e r s h i p i n t h a t — J i m , 

c o r r e c t me i f I'm wrong -- you mean i s t h e r e one 

owner o r a r e t h e r e f i v e owners? 

MR. STOVALL: W e l l , I guess what I'm a s k i n g 

you i s t h i s u n i t i s 18,000 a c r e s , and i t ' s p u t 

t o g e t h e r d i f f e r e n t w o r k i n g i n t e r e s t s , owned 
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d i f f e r e n t t r a c t s w i t h i n t h e u n i t --

A. T h a t ' s c o r r e c t . 

MR. STOVALL: Based on t h e i r l e a s e h o l d 

p o s i t i o n when t h e u n i t was formed? 

A. Yes. 

MR. STOVALL: When you e s t a b l i s h -- I mean, i f 

i t ' s w h a t ' s r e f e r r e d t o commonly as an u n d i v i d e d 

u n i t , t h e e n t i r e u n i t pays a l l c o s t s and s h a r e s a l l 

r e v e n u e s . T h i s i s what I j u s t commonly r e f e r t o as 

a d i v i d e d u n i t . 

A. I n t h i s p a r t i c u l a r -- I a p o l o g i z e f o r n o t 

-- I w i s h I u n d e r s t o o d more a b o u t t h e p r o b l e m , b u t 

V e t e r a n now owns 96 p e r c e n t -- w e l l , no, t h a t i s n ' t 

q u i t e t r u e , so -- I'm n o t q u a l i f i e d t o r e a l l y answer 

t h a t q u e s t i o n . 

MR. STOVALL: And t h a t ' s my c o n c e r n . I d o n ' t 

know. We're n o t g e t t i n g t h e i n f o r m a t i o n w h i c h s a y s , 

f o r e x a m p l e , who has g o t an i n t e r e s t i n t h e e a s t 

h a l f o f s e c t i o n 6. T h e y ' r e t h e ones who p r o b a b l y 

a r e most a f f e c t e d , whose c o r r e l a t i v e r i g h t s a r e most 

a f f e c t e d by t h i s , c o u n t e r b a l a n c e d w i t h t h e f a c t 

t h a t t h e y ' v e had a p r e t t y good p r o d u c t i o n o u t o f a 

w e l l i f , i n f a c t , t h a t ' s t h e p r o r a t i o n u n i t . I f t h e 

n o r t h e a s t q u a r t e r i s n o t i n a p r o r a t i o n u n i t , t h e n 

t h e r e ' s a m a j o r p r o b l e m . S e c t i o n -- what i s i t , 

HUNNICUTT REPORTING 
LINDA BUMKENS, CCR 3008 



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 

19_ 

s e c t i o n 1 t o t h e west -- we've g o t two p r o r a t i o n 

u n i t s and we d o n ' t know what t h e d e d i c a t i o n s a r e . 

What i s t h e e f f e c t o f i t ? 

MR. BRUCE: W e l l , as l o n g as y o u ' r e n o t 

o v e r l a p p i n g p r o r a t i o n u n i t s , t h o u g h , I d o n ' t 

u n d e r s t a n d t h e c o r r e l a t i v e r i g h t s p r o b l e m . 

MR. STOVALL: W e l l , a r e we o v e r l a p p i n g 

p r o r a t i o n u n i t s i n s e c t i o n 6, o r do we know? 

MR. BRUCE: We can go ch e c k . The BLM, as I 

u n d e r s t a n d i t , and you can ask Mr. C h a n c e l l o r , has 

a p p r o v e d t h i s w e l l . 

MR. STOVALL: R e a l l y . I'm a s s u m i n g , we d o n ' t 

have c o n f i r m a t i o n , b u t I -- we'd hope t h a t homework 

was done ahead o f t i m e t h a t t h e e a s t h a l f i s 

d e d i c a t e d t o t h a t o t h e r w e l l w h i c h i s u n i d e n t i f i e d . 

A. As f a r as I u n d e r s t a n d , t h a t i s t r u e . I 

was somewhat i n v o l v e d i n h e a r i n g t h e d e d i c a t i o n and 

t h a t ' s d e f i n i t e l y t h e r e a s o n f o r s t a y i n g 660 away 

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

MR. STOVALL: What's t h e e f f e c t i v e d r a i n a g e 

r a d i u s o f y o u r p r o p o s e d 7-3? Do you have any i d e a 

how -- p a r t i c u l a r l y i f you i n t e r s e c t t h a t f r a c t u r e 

s u c c e s s f u l l y , w h a t's t h a t g o i n g t o do as f a r as --

A. We have --

MR. STOVALL: F r a c t u r e s i n t h e Mancos have 
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been known t o p r o d u c e f r o m a l o n g ways away? 

A. S u r e , t h e y have and, a g a i n , I'm n o t t h e 

q u a l i f i e d man t o answer i t , b u t I have w o r k e d w i t h 

o u r e n g i n e e r and we're s h o w i n g 3 2 0 - a c r e d r a i n a g e i n 

t h i s a r e a , and 250,000 b a r r e l s a w e l l f o r h o r i z o n t a l 

w e l l b o r e s . I t h i n k you can see f r o m t h e p r o d u c t i o n 

i n t h e a r e a t h a t --

MR. STOVALL: I t ' s r e a l l y s p o t t y i n t h a t ? 

A. Yes, i t i s . 

MR. STOVALL: I t h i n k t h a t ' s p r e t t y w e l l known 

f r o m t h e e a s t s i d e o f t h e Mancos f o r m a t i o n 

t h r o u g h o u t . You h i t t h e f r a c t u r e you g e t a b a r n 

b u r n e r , b u t i f you h i t t h e t i g h t m a t r i x , you d o n ' t 

g e t a n y t h i n g . 

A . Yes . 

MR. STOVALL: But when you do h i t t h e f r a c t u r e 

and g e t a b a r n b u r n e r , t h e r e a s o n you do so i s 

because t h a t f r a c t u r e i s c o n n e c t i n g you t o a f a i r l y 

l a r g e r a d i u s w i t h i n t h e f r a c t u r e s y s t e m . 

A. And, as you know, i t c a n , and i n o u r a r e a , 

u n f o r t u n a t e l y , we do n o t appear t o be as w e l l 

f r a c t u r e d as some o t h e r more i m p r e s s i v e Mancos p o o l s 

i n t h e San Juan B a s i n . Thus t h e r e a s o n f o r t h e 

3 2 0 - a c r e s p a c i n g i n t h i s f i e l d , as some o f t h i s 

p r o d u c t i o n h i s t o r y has a l r e a d y shown, o u r b e s t w e l l 
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has o n l y made 135,000 b a r r e l s out of s e c t i o n 11. We 

don't r e a l l y have too many h a l f m i l l i o n b a r r e l w e l l s 

i n here. 

MR. STOVALL: How long has the 11-14 been on? 

A. I t ' s been on -- I b e l i e v e t h a t w e l l was 

d r i l l e d i n '84. I t made --

MR. STOVALL: I s n ' t t h a t t h e h o r i z o n t a l w e l l ? 

A. No. The 11-14 i s one of the h o r i z o n t a l 

w e l l s . 

MR. STOVALL: You're t a l k i n g about t h e 

135, 0 0 0 - b a r r e l w e l l ? 

A. Yes, s i r . That's t h e 11-16. 

MR. STOVALL: How l o n g does -- the 11-14 been 

what, a year, or l e s s p robably? 

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

MR. STOVALL: Okay. 

A. Oh, I'm s o r r y . I f I c o u l d l e t you 

understand a l i t t l e more. We twinned t h e p l u g 

producer t h a t you see next t o the 11-14, and the 

p l u g producer had made 11,000 b a r r e l s of o i l , and 

our h o l e , t h e 11-14, we are s t i l l w o r k i n g on 

c o m p l e t i n g , b u t we are a l i t t l e d i s a p p o i n t e d i n the 

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

e n g i n e e r i n g reasons why i t was d r i l l e d . 

MR. STOVALL: But i t has crossed what you 
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b e l i e v e t o be t h a t basement f a u l t , r i g h t ? 

A. I t has crossed t h a t basement f a u l t , 

however, i f you would r e f e r t o E x h i b i t D f o r j u s t a 

min u t e , you can see t h a t t h i s i s t he main f l e c t u r e 

i n t h e pay zone, and i t goes much f a r t h e r s o u t h . 

I t ' s m i g r a t e d up i n the Mancos, and i t does go much 

f a r t h e r s o u t h . I a p o l o g i z e . The 11-14 h o r i z o n t a l 

h o l e i s not marked on t h e r e , but you can see --

MR. STOVALL: I t a p p r o x i m a t e l y s t a r t s about on 

t h a t -- by the 805 th e r e ? 

A. That's r i g h t . 

MR. STOVALL: Ri g h t above i t ? 

A. And a c t u a l l y t h e r e i s a s p l a y hinge coming 

o f f of t h i s main f l e c t u r e from s e c t i o n 12 over above 

t h a t 805, c r o s s i n g t h e w e l l b o r e t h a t we c r o s s e d , or 

t h a t we d r i l l e d , and we f e e l now t h a t i t ' s a much 

s m a l l e r f r a c t u r e zone, and would have r a t h e r 

c o n c e n t r a t e d on t h i s lower f l e c t u r e l i n e . 

MR. STOVALL: I n o t h e r words, down so u t h from 

t h a t s t a r t i n g p o i n t r a t h e r than n o r t h . 

A. That's c o r r e c t , and even though i t appears 

we have crossed the basement f a u l t , t h e t o p of i t we 

d i d , but what's more i m p o r t a n t i s the f l e c t u r e 

h i g h l i g h t i n E x h i b i t D, and we were n o r t h of t h a t 

and i n a s m a l l e r zone, and t h a t may not be t h e main 
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r e a s o n t h e w e l l has n o t p e r f o r m e d as we had hoped. 

T h e r e a r e o t h e r r e a s o n s . 

However, we a r e c o n v i n c e d t h a t t h e b e t t e r 

p r o d u c t i o n i n t h e f i e l d i s a t o r c e r t a i n l y w i t h i n 

1,000 f e e t o f t h a t h i g h l i g h t . We f e e l l i k e i t ' s 

v e r y i m p o r t a n t t o s t a y -- t o d r i l l h o r i z o n t a l 

w e l l b o r e s on b o t h s i d e s o f t h e f r a c t u r e zone and 

s t a y i n g a t an a n g l e such t h a t you d o n ' t g e t t o o f a r 

away f r o m e i t h e r s i d e o f t h e f r a c t u r e zone. 

MR. STOVALL: I want t o go back and v i s i t w i t h 

you a l i t t l e b i t a b o u t t h e u n i t . G oing back t o 

E x h i b i t 1 f r o m 10099, i t a p p e a r s t h a t t h e u n i t 

b o u n d a r y i s on t h e e a s t s e c t i o n l i n e o f s e c t i o n s 5 

and 8. On y o u r map i t a p p e a r s t h a t i t ' s on t h e e a s t 

l i n e o f s e c t i o n 6 and s p l i t s s e c t i o n 7. 

A. I a p o l o g i z e . I'm s u r e t h a t --

MR. STOVALL: Which one's c o r r e c t ? 

A. I'm s u r e E x h i b i t B i s i n c o r r e c t . 

MR. STOVALL: What i t does now, I l o o k a t --

A. I f I c o u l d j u s t l o o k h e r e f o r a moment. 5 

and 6, y e a h . I t ' s E x h i b i t --

MR. STOVALL: I t l o o k s l i k e E x h i b i t B has g o t 

t h e u n i t b o u n d a r i e s a l l s u b s t a n t i a l l y d i f f e r e n t f r o m 

t h e one we've j u s t a d m i t t e d . 

A. Yes. The e x h i b i t t h a t Mr. Bruce has shown 
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you i s c o r r e c t . 

MR. STOVALL: You're t a l k i n g a b o u t E x h i b i t 1 

f r o m case 10099? 

A. Yes. I t has n o t changed f r o m t h i s 

s u b m i t t a l s i n c e t h e f i r s t day o f i t s i n c e p t i o n . I t 

has s e c t i o n s 35 and 36; t h a t ' s c o r r e c t . 

MR. STOVALL: You g e t down on t h e s o u t h i t 

l o o k s l i k e i t ' s g o t t h e wrong s e c t i o n . You d o n ' t 

have s e c t i o n numbers on y o u r E x h i b i t B. T h a t makes 

i t a l i t t l e t o u g h e r f o r u s , a t l e a s t as I'm s e e i n g 

i t . 

A. The e x h i b i t -- i s t h i s E x h i b i t 1? T h i s i s 

c o r r e c t . I w o u l d be g l a d t o c o r r e c t t h i s and g e t i t 

t o them as soon as p o s s i b l e . The p r o b l e m i s , V e t e r a n 

and t h e o r i g i n a l owner have been t a l k i n g a b o u t 

s e v e r a l p o s s i b i l i t i e s o f t r a d e s i n t h e a r e a , and we 

have gone t h r o u g h many d i f f e r e n t o u t l i n e s f o r 

t h i n k i n g a b o u t s h r i n k i n g o u r o t h e r f e d e r a l u n i t 

o u t l i n e s and --

MR. STOVALL: C o n t r a c t i n g t h e u n i t , you mean? 

A. Yes, s i r . And t h i s i s c o r r e c t , E x h i b i t 1. 

MR. STOVALL: For some r e a s o n , Mr. B r u c e , I 

f e e l s o r t o f l i k e I'm m i s s i n g s o m e t h i n g , b u t I'm 

h a v i n g t r o u b l e p u t t i n g my f i n g e r on e x a c t l y what I'm 

m i s s i n g . I t h i n k I want t o ponde r t h i s f o r a 
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m i n u t e . I t h i n k i f t h e Examiner's g o t any q u e s t i o n s 

on t h e t e c h n i c a l e n g i n e e r i n g a s p e c t s o f t h e w e l l 

i t s e l f . My c o n c e r n i s p r i m a r i l y t o t h e c o r r e l a t i v e 

r i g h t s , and a l o t o f t h e s e t r a c t s a r e "GW, e t a l , " 

and a r e t h e " e t a l s " t h e same i n each t r a c t , and how 

does t h a t work t o g e t h e r and i s i t b e t t e r t o --

MR. BRUCE: I f I may -- j u s t l o o k i n g t h r o u g h 

t h e p r e v i o u s f i l e i n case 10099 and t h e u n i t 

a g r e e m ent -- w h i c h i s t h e u n i t agreement -- and i t 

does s e t f o r t h t h e o w n e r s h i p , and I'm n o t g o i n g t o 

go i n t o any d e t a i l , b u t i f I may say t h a t so l o n g as 

we d o n ' t have t h e o v e r l a p p i n g p r o r a t i o n u n i t s t h a t 

y ou've d i s c u s s e d , as l o n g as we d o n ' t have t h a t 

p r o b l e m , I mean, you a r e m e r e l y d e d i c a t i n g a c r e a g e 

t o a w e l l , and a l t h o u g h i t may c r o s s s e c t i o n l i n e s . 

MR. STOVALL: I f u l l y c o n c u r : The s e c t i o n 

l i n e s a r e a r t i f i c i a l b o u n d a r i e s drawn by some guys 

on h o r s e s a l o n g t i m e ago, and sometimes t h e y d o n ' t 

make g e o l o g i c s e n se, so I d o n ' t p a r t i c u l a r l y have a 

p r o b l e m c r o s s i n g t h o s e l i n e s i n t h i s t y p e o f 

s i t u a t i o n . I'm w o n d e r i n g i f we need more o f a b i g 

p i c t u r e , b u t l e t me ask you t h i s : a s s u m i n g t h i s 

a p p l i c a t i o n were g r a n t e d f o r t h i s 7-3 w e l l , w o u l d 

you want an a l l o w a b l e e q u a l t o two t i m e s t h e 

32 0 - a c r e o i l a l l o w a b l e ? 
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A. No. I don't t h i n k t h a t , i n my o p i n i o n , 

t h a t would have been necessary because t h i s i s a 

s e n s i t i v e r e s e r v o i r and we are not t h a t i n t e r e s t e d 

i n p r o d u c i n g i t hard anyway. 

MR. STOVALL: You're on what, a g a s - d r i v e 

type? 

A. I t ' s a co m b i n a t i o n s o l u t i o n - g a s - a n d - g r a v i t y 

d r i v e . 

MR. STOVALL: You re c o v e r more o i l then i f you 

produce i t more s l o w l y a t a maximum e f f i c i e n t r a t e , 

so t o speak, r a t h e r than --

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

Veteran's f u l l i n t e n t . I do not b e l i e v e t h a t i s an 

i n t e n t a t t h i s p o i n t as f o r as a double a l l o w a b l e . 

MR. STOVALL: I don't t h i n k i t ' s a d v e r t i s e d 

f o r t h a t , so I don't t h i n k t h a t . 

A. This i s s t r i c t l y a g e o l o g i c a l -- keep t h e 

p r o d u c t i o n down. 

MR. STOVALL: Maximize your c o n t a c t --

A . Yes, s i r . 

MR. STOVALL: And produce i t a t the bes t r a t e 

t h a t would make the best r e c o v e r y ; r i g h t ? 

A. That's c o r r e c t . We can't r e a l l y see a way 

t o d r i l l a h o r i z o n t a l h ole i n 6 a l o n e , or 7 alone 

where we would cross both s i d e s of the f l e c t u r e 
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w i t h o u t c r o s s i n g i n t o t h e --

MR. STOVALL: I u n d e r s t a n d . Then you've g o t 

more o f a p r o b l e m because y o u ' r e n o t -- w h a t , i n 

f a c t , y o u ' r e d o i n g i s f o r m i n g a l a r g e r d r i l l i n g 

b l o c k h e r e because y o u ' r e p r o d u c i n g f r o m b o t h --

y o u ' r e i n b o t h s e c t i o n s , so y o u ' r e f o r m i n g a 

n o n s t a n d a r d p r o r a t i o n u n i t , l a r g e d r i l l i n g b l o c k , 

w h a t e v e r you want t o c a l l i t . And t h a t a d d r e s s e s 

some o f t h e c o r r e l a t i v e r i g h t s i s s u e , I g r a n t you 

t h a t . 

I guess I'm t h i n k i n g a b o u t i t a l s o i n t e r m s 

o f t h e a p p l i c a t i o n f o r r u l e s f o r a d m i n i s t r a t i v e 

a p p r o v a l f o r s i m i l a r a p p l i c a t i o n s , and t h a t p e r h a p s 

i s more o f a p r o b l e m t o me t h a n t h i s i n d i v i d u a l 

w e l l . I t h i n k a t t h i s t i m e I ' l l c o n j u g a t e w h i l e t h e 

e x a m i n e r asks w h a t e v e r t e c h n i c a l q u e s t i o n s he's 

g o t . 

MR. STOGNER: W e l l , I t h i n k we g o t t h e u n i t 

b o u n d a r i e s t a k e n c a r e o f . T h a t was one o f t h e main 

q u e s t i o n s I had, b u t we g o t t h a t s t r a i g h t e n e d o u t , 

and t h i s w e l l i s g o i n g t o be d e d i c a t e d i n t h e 

e x i s t i n g 7-11 w e l l ; i s t h a t c o r r e c t ? 

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

MR. STOGNER: Now a r e t h e r e h o r i z o n t a l w e l l s 

i n t h i s p a r t i c u l a r u n i t a r e a , o r a r e we g o i n g a f t e r 
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t h a t basement f a u l t ? I s t h a t what V e t e r a n ' s 

p r o p o s a l s a r e on t h e s e h o r i z o n t a l w e l l s a t t h i s 

p o i n t ? 

A. The r e a l i n t e n t i s even t h o u g h we're g o i n g 

a f t e r t h e basement f a u l t on E x h i b i t B, we're r e a l l y 

g o i n g a f t e r t h e p o i n t o f maximum f l e c t u r e on t h e 

Mancos B s e i s m i c h o r i z o n i n E x h i b i t D, and i t j u s t 

so happens t h a t t h e basement f a u l t has caused t h a t 

maximum f l e c t u r e , and we r e a l l y a r e g o i n g a f t e r 

E x h i b i t D, n o t t h e f a u l t i n g i n E x h i b i t B; however, 

t h e y a r e b o t h i n t e r c o n n e c t e d and r e l a t e d t o each 

o t h e r , and u n f o r t u n a t e l y t h e y a r e j u s t r i g h t on t o p 

o f each o t h e r . 

MR. STOVALL: I n o t h e r w o r d s , i f i t f a u l t e d 

h e r e , i t may have l i f t e d t h e r o c k and p u l l e d i t 

h e r e ? 

A. T h a t ' s e x a c t l y c o r r e c t . And i t h a s n ' t 

m i g r a t e d much, b u t e s p e c i a l l y , f o r i n s t a n c e , i n 

s e c t i o n 6 t h e y ' r e p r e t t y much r i g h t on t o p o f each 

o t h e r and 20 n o r t h 2 w e s t , b u t when you g e t i n t o 

s e c t i o n 12 o f 23, t h e maximum f l e c t u r e map i s coming 

on down t o t h e s o u t h , and t h e b a s i c f a u l t i n t h e 

basement i s t a k i n g a more n o r t h e r l y -- i t ' s 

t a k i n g — 

MR. STOVALL: I t ' s g o i n g more w e s t e r l y and t h e 
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f l e c t u r e i s coming more s o u t h e r l y ; i s t h a t what you 

mean? 

A. T h a t ' s t r u e . 

MR. STOVALL: L e t me say t o you now t h a t I 

t h i n k , q u i t e f r a n k l y , I d o n ' t t h i n k we've g o t , i n my 

o p i n i o n -- d i s c u s s i o n w i t h t h e e x a m i n e r i n d i c a t e s he 

may f e e l t h e same way -- as f a r as t h e 

a d m i n i s t r a t i v e a p p r o v a l p r o c e s s , I t h i n k we're 

s i m p l y l a c k i n g i n i n f o r m a t i o n t o d e a l w i t h t h a t , and 

i f you w i s h t o c o n t i n u e t h a t and s u p p l e m e n t , we can 

d i s c u s s what we need t o do i n a l e s s f o r m a l s e t t i n g 

and t h e n c o n t i n u e t h a t h e a r i n g . I'm n o t s u r e what we 

w o u l d use t o j u s t i f y t h a t a p p l i c a t i o n , i n g r a n t i n g 

t h a t a p p l i c a t i o n a t t h i s p o i n t . And I ' d l e a v e i t up 

t o y o u , Mr. B r u c e . 

MR. BRUCE: W e l l , l e t ' s c o n t i n u e t h a t . 

MR. STOVALL: And see where we want t o go w i t h 

t h a t . I'm n o t s a y i n g t h a t i s a bad i d e a ; I'm j u s t 

s a y i n g t h a t I'm c o n c e r n e d a b o u t t h e amount o f 

i n f o r m a t i o n we've g o t , and how t o base t h a t . You 

know more s p e c i f i c d e t a i l s a b o u t what w o u l d be --

how i t w o u l d w o r k . 

A. So i t ' s more a l a n d o w n e r s h i p p r o r a t i o n . 

MR. STOVALL: Yeah. What's t h e c r i t e r i a f o r 

i t ? I s i t a g e o l o g i c c r i t e r i a , what o w n e r s h i p 
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r e q u i r e m e n t s have t o be s a t i s f i e d , how does t h e 

n o t i c e have t o wo r k , and what p r o r a t i o n u n i t , and, 

i n f a c t , i n some cases you w o u l d a l w a y s have a 

n o n s t a n d a r d p r o r a t i o n u n i t . I t w o u l d be a 

n o n s t a n d a r d one s i z e . I s i t a l w a y s g o i n g t o be an 

u n o r t h o d o x l o c a t i o n ? E x a c t l y what i s b e i n g a s k e d and 

how -- what c r i t e r i a w o u l d be used t o p r o c e s s t h a t 

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

A. What we need t o show t h e c o m m i s s i o n e r s 

t o d a y , J i m , as f a r as t h e o w n e r s h i p , do you f e e l 

l i k e maybe we're n o t p r e p a r e d t o g i v e them a t t h i s 

t ime ? 

MR. STOVALL: I t h i n k what we can do i s 

c o n t i n u e t h e case and t h e n we can d i s c u s s i t o f f t h e 

r e c o r d and f i g u r e o u t what you need t o do h e r e t o 

g e t t h i s t o g e t h e r . I d o n ' t have a p r o b l e m d o i n g 

t h a t as f a r as t h a t a p p l i c a t i o n . Now, I t h i n k we 

can c o n t i n u e t o l o o k a t t h e s p e d i f i c w e l l . What's 

y o u r t i m e f r a m e f o r d r i l l i n g t h i s p a r t i c u l a r w e l l ; do 

you know? 

A. T h i r t y days i s what we're t r y i n g t o s h o o t 

f o r . 

MR. STOVALL: You d o n ' t have any l e a s e h o l d 

p r o b l e m s ? T h i s w h o l e u n i t i s now h e l d by 

p r o d u c t i o n ; i s i t n o t ? 
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A. T h a t ' s c o r r e c t . 

MR. BRUCE: I t ' s h e l d by p r o d u c t i o n and t h i s 

s p e c i f i c 7-3 w e l l -- a c t u a l l y , i f you l o o k a t 

E x h i b i t 1 , a l l o f s e c t i o n s 6 and 7 a r e t h e same 

f e d e r a l l e a s e and r e f e r r i n g back t o t h e u n i t 

a g r e e m e n t , has common o w n e r s h i p t h r o u g h o u t , w o r k i n g 

i n t e r e s t s , o v e r r i d e s , e t c e t e r a . 

MR. STOVALL: Yeah. I d o n ' t have a p a r t i c u l a r 

p r o b l e m w i t h -- L e t me go back t o t h i s q u e s t i o n . 

S i n c e we've g o t s i m u l t a n e o u s d e d i c a t i o n , you've 

a l r e a d y g o t a w e l l . What i s t h e 7-11 d o i n g ? I t ' s 

o b v i o u s l y n o t a r e a l g r e a t w e l l i f i t ' s o n l y 

p r o d u c e d 5900 b a r r e l s . 

A. The 7-11 i t i s n o t -- t h a t w e l l i s s h u t i n , 

and i t ' s o n l y c a p a b l e o f p r o b a b l y t h r e e o r f o u r 

b a r r e l s a day. 

MR. STOVALL: So i t r e a l l y d o e s n ' t make any 

d i f f e r e n c e as f a r as p r o r a t i o n u n i t a l l o w a b l e . 

A. Yes. 

MR. STOVALL: Are you p r e p a r e d t o g i v e any 

i n f o r m a t i o n , more s p e c i f i c , d e t a i l e d i n f o r m a t i o n as 

t o t h e d r i l l i n g t e c h n i q u e s used f o r t h e 7-3? How i t 

w i l l be d r i l l e d ? 

A. Yeah. I t w i l l be -- b a s i c a l l y we're 

l o o k i n g a t t h e same method as we d r i l l e d t h e 12-10 
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w e l l , v e r y much u n l i k e t h e 11-14 w e l l which w i l l be 

foam d r i l l i n g -- a i r m i s t b a s i c a l l y -- w i t h a s t i f f 

foam, and, however, t h i s time we w i l l p r o b a b l y s e t 

c a s i n g t h r o u g h the curve i n s t e a d of d r i l l i n g t h e 

curve open hole w i t h an NWD assembly, and s e t t i n g an 

i n t e r m e d i a l l i n e r , or s e t t i n g t h e f u l l p r o d u c t i o n 

l i n e r . 

However, i n t h i s case, we p r o b a b l y may 

d r i l l a 6-and-a-ha1f-inch hole and s e t t i n g 4-inch 

p r o d u c t i o n l i n e r u n s u b m i t t e d . I n t h i s case i t ' s a 

p o s s i b l i t y , however, b a s i c a l l y t h e same as the 12-10 

w e l l . 

MR. BRUCE: Would you d i s c u s s t h e r e s u l t s of 

the 12-10 w e l l ? 

A. The 12-10 w e l l has made a p p r o x i m a t e l y 25 t o 

30,000 b a r r e l s t o dat e . I t h i n k i t ' s been on 

p r o d u c t i o n f o r f o u r or f i v e months, and has -- i s 

c u r r e n t l y p r o d u c i n g about a p p r o x i m a t e l y 230 b a r r e l s 

a day, and low gas, and we do not appear t o be 

seeing much d e c l i n e i n t h a t h o l e . 

MR. STOVALL: Did i t choke back? 

A. I r e a l l y do not know what t h e choke on i t 

i s , but i t i s choked back. I t h i n k t h a t i s t r u e . 

MR. STOVALL: I'm not going t o get any f u r t h e r 

i n t o t e c h n i c a l q u e s t i o n s on t h i s p a r t i c u l a r w e l l 
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un l e s s t h e examiner has any f u r t h e r q u e s t i o n s . He's 

the e n g i n e e r . 

MR. STOGNER: You've o b v i o u s l y done the o t h e r 

two s u c c e s s f u l l y ; r i g h t ? 

A. We have from an e n g i n e e r i n g s t a n d p o i n t , 

however, t h e 11-14 i s not a g r e a t producer a t t h i s 

p o i n t . We f e e l now a f t e r t h e 12-10 t h a t we have t h e 

l e a r n i n g curve t o move ahead. 

MR. STOGNER: And t h a t may or may not e n t e r 

i n t o t h e p i c t u r e on the amendment t o R-9330, but 

i t ' s something t o c o n s i d e r . I s t h a t a l l you have a t 

t h i s p o i n t , Mr. Bruce? 

MR. BRUCE: Yes, s i r . 

MR. STOGNER: At t h i s time I want t o tak e t h e 

case 10332 under advisement, but I want t o leave t h e 

r e c o r d open and c o n t i n u e case number 10331 t o a 

l a t e r d a t e . Should we j u s t go ahead and c o n t i n u e 

t h a t u n t i l t h e next examiner hearing? 

MR. BRUCE: Let's c o n t i n u e i t . 

MR. STOVALL: You want t o go t o the next f o u r 

weeks? I t ' s your c h o i c e , Jim. 

MR. BRUCE: Let' s do i t two weeks. I mean, I 

can always c o n t i n u e i t a g a i n . 

MR. STOGNER: That w i l l be the J u l y 11th 

h e a r i n g . That's r i g h t . You may want t o c o n s i d e r 
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b r i n g i n g somebody who can answer those l a n d - t y p e 

q u e s t i o n s e s p e c i a l l y a f t e r p r e s e n t i n g E x h i b i t 

Number 1, and I do want t o d e f i n i t e l y r e v i e w . Which 

one i s r i g h t , B or 1? 

MR. BRUCE: We'll v e r i f y t h a t . 

MR. STOVALL: And you check t h a t p r o r a t i o n 

u n i t q u e s t i o n f o r s e c t i o n 6 t o make sure you don't 

have a double d e d i c a t i o n . 

MR. STOGNER: And i f E x h i b i t B i s the r i g h t 

u n i t . 

MR. STOVALL: No. They're s a y i n g t h a t 

E x h i b i t B i s i n c o r r e c t . 

MR. BRUCE: W e l l , we w i l l v e r i f y t h a t and do 

t h a t on the r e c o r d a t the next h e a r i n g . 

MR. STOGNER: W e l l , i t may be too l a t e t h en 

because you d i d not n o t i f y o f f s e t o p e r a t o r s . That 

i s t h e proper way when t h e r e are o f f s e t o p e r a t o r s , 

i f n ot then --

MR. STOVALL: Do you want t o tak e them b o t h 

under advisement? W i l l t h a t h e l p t o check t h a t ? 

That g i v e s you the a b i l i t y i f t h e r e i s an e r r o r . I 

t h i n k he's got a p o i n t . Did you n o t i f y t h e o f f s e t s 

t o t h e Johnson? 

MR. BRUCE: No, we d i d not n o t i f y anyone. 

MR. STOVALL: Would i t be b e t t e r t o t a k e them 
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b o t h under advisement t o g i v e you t h a t o p t i o n r a t h e r 

than t o f i n d t h a t i t was a d e f e c t i v e o r d e r and have 

t o reopen and do the whole t h i n g ? 

MR. BRUCE: On the 7-3 w e l l , c o u l d we j u s t 

leave t h e r e c o r d open, say, u n t i l next Thursday? 

MR. STOVALL: And t h e n , p r o v i d e d t h a t E x h i b i t 

1 from 10099 i s c o r r e c t as t o ownership, and t h a t 

t h e r e i s no o v e r l a p p i n g p r o r a t i o n u n i t s , i t can be 

taken under advisement a t t h a t t i m e . 

MR. BRUCE: Yes. 

MR. STOVALL: Does i t make sense? 

MR. STOGNER: Yes. Case 10324 w i l l be taken 

under advisement. I'm s o r r y . I mean 10332 i s goi n g 

t o be taken under advisement; however, I'm going t o 

leave t h e r e c o r d open u n t i l next Thursday, and 331 

w i l l be c o n t i n u e d t o J u l y 11, 1991. And w i t h t h a t , 

t h a t w i l l be done w i t h the Veterans E x p l o r a t i o n a t 

t h i s p o i n t . 

MR. BRUCE: O k a y . 

I do !-••:•• - -. • ,• 

i i ; i n 
•--ring o( / • \"3. j f i 7 1 j 

• -arci DV me on 

Oil Conservation Division 
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STATE OF NEW MEXICO ) 
) s s . 

COUNTY OF BERNALILLO ) 

REPORTER'S CERTIFICATE 

BE I T KNOWN t h a t t h e f o r e g o i n g t r a n s c r i p t o f 

t h e p r o c e e d i n g s were t a k e n by me, t h a t I was t h e n 

and t h e r e a C e r t i f i e d S h o r t h a n d R e p o r t e r and N o t a r y 

P u b l i c i n and f o r t h e County o f B e r n a l i l l o , S t a t e 

o f New M e x i c o , and by v i r t u e t h e r e o f , a u t h o r i z e d t o 

a d m i n i s t e r an o a t h ; t h a t t h e w i t n e s s b e f o r e 

t e s t i f y i n g was d u l y sworn t o t e s t i f y t o t h e 

wh o l e t r u t h and n o t h i n g b u t t h e t r u t h ; t h a t t h e 

q u e s t i o n s p r o p o u n d e d by c o u n s e l and t h e answers o f 

t h e w i t n e s s t h e r e t o were t a k e n down by me, and t h a t 

t h e f o r e g o i n g pages o f t y p e w r i t t e n m a t t e r c o n t a i n a 

t r u e and a c c u r a t e t r a n s c r i p t as r e q u e s t e d by c o u n s e l 

o f t h e p r o c e e d i n g s and t e s t i m o n y had and adduced 

upon t h e t a k i n g o f s a i d d e p o s i t i o n , a l l t o t h e b e s t 

o f my s k i l l and a b i l i t y . 

I FURTHER CERTIFY t h a t I am n o t r e l a t e d t o 

n o r employed by any o f t h e p a r t i e s h e r e t o , and have 

no i n t e r e s t i n t h e outcome h e r e o f . 

DATED a t B e r n a l i l l o , New M e x i c o , t h i s day 

J u l y 29, 1991. 

My c o m m i s s i o n e x p i r e s LINDA BUMKENS 
A p r i l 24, 1994 CCR No. 3008 

N o t a r y P u b l i c 
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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

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

APPLICATION OF VETERAN 
EXPLORATION, INC., TO AMEND 
DIVISION ORDER NO. R-9330, 
SANDOVAL COUNTY, NEW MEXICO 

CASE NO. 10331 

REPORTER'S TRANSCRIPT OF PROCEEDINGS 
^uLUME I I (Pagca 37 --~93£t-

EXAMINER HEARING 

BEFORE: JIM MORROW, Hearin g Examiner 
J u l y 11, 1991 

8:20 a.m. 
Santa Fe, New Mexico 

T h i s m a t t e r came f o r h e a r i n g b e f o r e t h e O i l 

C o n s e r v a t i o n D i v i s i o n on J u l y 11, 1991, a t 8:20 a.m. 

a t t h e O i l C o n s e r v a t i o n D i v i s i o n Conference Room, S t a t e Land 

O f f i c e B u i l d i n g , 310 Old Santa Fe T r a i l , Santa Fe, New 

Mexico, b e f o r e Maureen R. H u n n i c u t t , RPR, C e r t i f i e d 

Shorthand R e p o r t e r No. 166, f o r t h e S t a t e o f New Mexico. 

FOR: OIL CONSERVATION BY: 
DIVISION 

MAUREEN R. HUNNICUTT, RPR 
C e r t i f i e d Shorthand R e p o r t e r 
CSR No. 166 
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I N D E X 
J u l y 11, 1991 
Examiner H e a r i n g 
CASE NO. 10348. VOLUME I I (Pages 38 - 94) 

PAGE 

APPEARANCES 3 9 

OPENING STATEMENTS 
By Mr. Bruce 4 0 
By Mr. S t o v a l l 41 

APPLICANT WITNESSES: 
ROBERT PETER JACOBSEN 

D i r e c t E x a m i n a t i o n by Mr. Bruce 43 
Exa m i n a t i o n by Examiner Morrow 48 
Exa m i n a t i o n by Mr. S t o v a l l 51 
F u r t h e r E x a mination by Examiner Morrow 60 

82 
Ex a m i n a t i o n (Resumed) By Mr. S t o v a l l 62 
F u r t h e r E x a mination by Mr. S t o v a l l 87 

RECESS 40 

REPORTER'S CERTIFICATE 94 

*No E x h i b i t s were marke d u r i n g t h e course o f t h i s 
h e a r i n g . 
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A P P E A R A N C E S 

FOR THE DIVISION: ROBERT G. STOVALL, ESQ. 
General Counsel 
O i l C o n s e r v a t i o n Commission 
S t a t e Land O f f i c e B u i l d i n g 
310 Old Santa Fe T r a i l 
Santa Fe, New Mexico 87501 

FOR THE APPLICANT: HINKLE, COX, EATON, COFFIELD & 
HENSLEY 
A t t o r n e y s a t Law 
BY: JAMES G. BRUCE, ESQ. 
500 Ma r q u e t t e , N o r t h w e s t , S u i t e 800 
Albuquerque, New Mexico 87102 

* * * 
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EXAMINER MORROW: C a l l Case 10331. 

MR. STOVALL: A p p l i c a t i o n o f Ve t e r a n E x p l o r a t i o n , I n c . , 

t o amend D i v i s i o n Order No. R-9330, Sandoval County, 

New Mexico. 

EXAMINER MORROW: How about appearances? 

MR. BRUCE: Yes, Mr. Examiner. My name i s Jim Bruce 

from t h e H i n k l e law f i r m r e p r e s e n t i n g t h e a p p l i c a n t . My 

c l i e n t had t o r u n o u t r i g h t now, and I wondered i f you would 

mind t a k i n g t h e KLM case f i r s t . 

EXAMINER MORROW: A l l r i g h t . 

(At 8:23 p.m., t h e h e a r i n g was a d j o u r n e d and resumed a t 

the approximate t i m e o f 10:31 a.m. as f o l l o w s : ) 

MR. STOVALL: Okay. The a p p l i c a t i o n o f V e t e r a n 

E x p l o r a t i o n , I n c . , t o amend D i v i s i o n Order No. R-9330, 

Sandoval County, New Mexico. 

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

MR. BRUCE: Mr. Examiner, my name i s Jim Bruce from t h e 

H i n k l e law f i r m i n Albuquerque r e p r e s e n t i n g t h e A p p l i c a n t , 

and I have one w i t n e s s t o be sworn. 

(The w i t n e s s was d u l y sworn.) 

MR. BRUCE: Mr. Examiner, b e f o r e t h e w i t n e s s s t a r t s 

t e s t i f y i n g , t h i s m a t t e r was heard, as Mr. S t o v a l l knows, 

f o u r weeks ago, and we p r e s e n t e d g e o l o g i c a l evidence. The 

w i t n e s s t o d a y , Mr. Jacobsen, i s t h e p r e s i d e n t o f t h e 

a p p l i c a n t , and w i l l e x p l a i n a l i t t l e b i t more on t h e 
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o p e r a t i o n a l s i d e o f t h e r e q u e s t , and he w i l l j u s t b r i e f l y 

o u t l i n e what we've d i s c u s s e d p r e v i o u s l y i n t h e geology s i d e 

o f t h i s , j u s t f o r your i n f o r m a t i o n and n o t r e a l l y -- he's 

no t g o i n g t o be t e s t i f y i n g as an e x p e r t . 

MR. STOVALL: I f I may add t o t h a t , Mr. Examiner, 

p r i m a r i l y t o c l a r i f y t h e r e c o r d , I b e l i e v e -- Mr. Bruce, 

c o r r e c t me i f I'm wrong -- t h i s was heard i n c o n j u n c t i o n 

w i t h an a p p l i c a t i o n f o r a s p e c i f i c h o r i z o n t a l w e l l , 

p r o r a t i o n o f u n i t s f o r which crossed s e c t i o n l i n e s , based 

upon t h e g e o l o g i c a l i n f o r m a t i o n which was p r e s e n t e d i n t h a t 

case. 

And a t t h e t i m e o f t h a t case, I b e l i e v e I 

i n d i c a t e d t o you and t h e w i t n e s s who t e s t i f i e d i n t h a t case 

t h a t t h e r e wasn't r e a l l y a problem w i t h t h e g e o l o g i c 

e x p l a n a t i o n , b u t t h a t t h a t p a r t i c u l a r w i t n e s s was n o t 

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

d i d n ' t have knowledge o f what V e t e r a n sought i n t h e broader 

sense o f s p e c i a l o p e r a t i n g r u l e s and e x c e p t i o n s . He 

addressed t h e s p e c i f i c case, t h e s p e c i f i c w e l l i n t h a t 

s i t u a t i o n , wasn't a b l e t o e x p l a i n t h e u n i t -- manner o f u n i t 

o p e r a t i o n s and way t o a l l o w us t o w r i t e some s o r t o f s p e c i a l 

o p e r a t i n g r u l e s o r change t h e r u l e s . That i s t h e purpose 

f o r t h e c o n t i n u a t i o n o f t h i s p a r t i c u l a r case o u t o f t h e two, 

t h i s t e s t i m o n y t o d a y , i f I'm n o t mi s t a k e n . 

EXAMINER MORROW: I s t h i s t h e same area t h a t Gary A l l 
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( p h o n e t i c ) o r Gary W i l l i a m s --

MR. BRUCE: Yes. Veteran E x p l o r a t i o n i s t h e successor 

u n i t o p e r a t o r t o Sam Gary. 

EXAMINER MORROW: Sam Gary. 

MR. STOVALL: Yeah, t h a t ' s t h e u n i t you approved o r t h e 

u n i t you approved s e v e r a l months ago. T h i s i s t h e same u n i t 

you've approved and heard b e f o r e . 

EXAMINER MORROW: So t h e r u l e t h a t you want e x c e p t i o n 

t o are t h e r u l e s t h a t were adopted i n t h a t case. 

MR. BRUCE: That's c o r r e c t . 

EXAMINER MORROW: A l l r i g h t . 

MR. BRUCE: And p r i m a r i l y , Mr. Examiner, t h a t r u l e d i d 

a l l o w a d m i n i s t r a t i v e -- a l l o w e d t h e o p e r a t o r t o a p p l y f o r 

a d m i n i s t r a t i v e a p p r o v a l o f h o r i z o n t a l w e l l s based upon t h e 

development s i n c e t h e n o r t h e i r g a i n i n knowledge s i n c e 

t h e n . The a p p l i c a n t has -- b e l i e v e s t h a t i n c e r t a i n 

c i r c u m s t a n c e s i t w i l l be necessary t o d r i l l h o r i z o n t a l w e l l s 

a c r o ss s e c t i o n l i n e s . 

EXAMINER MORROW: Which was n o t approved. 

MR. BRUCE: Which was n o t approved by t h a t o r d e r , and 

th e a p p l i c a n t would l i k e o r i n t h i s case i s i n essence 

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

a c r o s s s e c t i o n l i n e s . 

EXAMINER MORROW: To change t h e r u l e s so t h a t i n f u t u r e 

s i t u a t i o n s he c o u l d a p p l y f o r a d m i n i s t r a t i v e a p p r o v a l t o do 
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i t , i s t h a t what you're saying? 

MR. BRUCE: That i s t h e t h r u s t o f t h i s a p p l i c a t i o n . 

EXAMINER MORROW: But t h e r e i s a s p e c i f i c w e l l i n v o l v e d 

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

MR. BRUCE: That i s an o t h e r a p p l i c a t i o n t h a t has been 

t a k e n under advisement, b u t we w i l l d i s c u s s t h a t f o r your 

i n f o r m a t i o n . 

EXAMINER MORROW: So t h i s , t h e case to d a y j u s t concerns 

t h e r u l e ? 

MR. BRUCE: Yes. 

ROBERT PETER JACOBSEN, 

th e Witness h e r e i n , h a v i n g been p r e v i o u s l y d u l y sworn, was 

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

DIRECT EXAMINATION 

BY MR. BRUCE: 

Q. Would you please s t a t e your name f o r t h e record? 

A. Yes. Robert P. Jacobsen. 

Q. Who are employed by and i n what c a p a c i t y ? 

A. By Vet e r a n E x p l o r a t i o n , I n c . , o u t o f Denver, 

Colorado, as i t s p r e s i d e n t . 

Q. As i t s p r e s i d e n t are you i n charge o f t h e 

o p e r a t i o n o f t h e company? 

A. Yes, I am. 

Q. And t h e o p e r a t i o n o f t h e San I s i d r o Shallow U n i t ? 

A. C o r r e c t . 
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MR. BRUCE: Mr. Examiner, I ' l l hand you j u s t f o r your 

r e f e r e n c e what was marked E x h i b i t B a t t h e l a s t h e a r i n g and 

a d m i t t e d i n t o evidence. And showing t h a t t o 

Mr. Jacobsen . . . 

Q. (By Mr. Bruce) A l t h o u g h you're n o t a g e o l o g i s t , 

Mr. Jacobson, c o u l d you d e s c r i b e t h e b a s i s f o r t h e Veteran's 

s e e k i n g t o d r i l l across s e c t i o n l i n e s ? 

A. Yes, and you have t h e same e x h i b i t i n f r o n t o f 

you, do you not? 

Q. Yes. 

A. The y e l l o w l i n e r e p r e s e n t e d t h e r e i s what we c a l l 

a "hinge l i n e , " and t h e r e are a c t u a l l y s e v e r a l o f these 

t h r o u g h o u t t h e San I s i d r o U n i t area; and b a s i c a l l y t h i s i s 

th e p o i n t o f g r e a t e s t f l e x u r e o r r a t e and change o f dep t h , 

which we have done e x h a u s t i v e s t u d i e s on as t h e y have i n 

Puer t o C h i q u i t o West. And alo n g t h i s h i n g e l i n e , you w i l l 

a l s o n o t i c e t h a t most o f t h e b e s t p r o d u c t i o n i n t h i s area i s 

a s s o c i a t e d w i t h t h i s g r e a t e s t f l e x u r e area or r a t e o f change 

o f d i p known as t h e "hinge l i n e . " 

Q. I f -- and, t h e r e f o r e , i n essence, V e t e r a n i n 

c e r t a i n c i r c u m s t a n c e s , I b e l i e v e i t was t e s t i f i e d by 

Mr. C h a n c e l l o r a t t h e l a s t h e a r i n g , would l i k e t o d r i l l 

a c r o s s s e c t i o n l i n e s i n c e r t a i n i n s t a n c e s t o be near t h a t 

l i n e o f maximum f l e x u r e . 

A. C o r r e c t . As I'm sure you're a l l aware, 
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Mother Nature d i d n o t l a y down her geology i n p e r f e c t 

s e c t i o n s , u n f o r t u n a t e l y , and f o r c o n s e r v a t i o n purposes, i f 

you w i l l n o t i c e i n S e c t i o n 7, below our l o c a t i o n o f t h e 7-3 

w e l l , y o u ' l l see t h e number 5900 next t o t h e w e l l i n t h e 

west h a l f o f 7. That i s t h e c u m u l a t i v e p r o d u c t i o n from t h e 

Mancos i n t h a t w e l l ; and o b v i o u s l y a t toda y ' s p r i c e s , you'd 

be l o o k i n g a t a gross o f a p p r o x i m a t e l y $110,000 i n 

p r o d u c t i o n on a w e l l t h a t c o s t s , under to d a y ' s p r i c e s , 

between 250,000 and $400,000 t o d r i l l . 

A h o r i z o n t a l w e l l , we have d r i l l e d two i n t h e r e 

a t a c o s t o f $2.2 m i l l i o n t o d a t e ; and a g a i n , f o r reasons o f 

b o t h economics and c o n s e r v a t i o n , t h e reason we're a p p l y i n g 

t o d r i l l across s e c t i o n l i n e s i s v e r y s i m p l e , t h a t t h e west 

-- t h e v e r y n o r t h h a l f o f t h e S e c t i o n 7, and s p e c i f i c a l l y i n 

t h e n o r t h w e s t o f S e c t i o n 7, i n our o p i n i o n , w i l l c o n t a i n t h e 

g r e a t e s t f r a c t u r i n g area i n 7. 

And w i t h normal s p a c i n g r u l e s o f 6 6 0 - f e e t i n s e t s 

f o r many s e c t i o n l i n e s or leas e l i n e s , i t would n o t a l l o w 

us, t h e n , t o c r o s s over t h a t s e c t i o n l i n e ; and t h u s i n 6 t o 

t h e n o r t h -- i n S e c t i o n 6 n o r t h o f 7, and a l s o i n S e c t i o n 7, 

you would be p r e v e n t e d from p r o d u c i n g o f f o f t h a t s e c t i o n 

l i n e , a g a i n where we f e e l t h e g r e a t e s t f r a c t u r i n g i s , and 

t h u s you would l o s e a p p r o x i m a t e l y 1300 f e e t o f p r o d u c t i v e 

Mancos f o r m a t i o n . 

N o t i n g a g a i n t h a t t h e w e l l i n t h e west h a l f o f 7 
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t h a t has been produced from t h e Mancos, t h a t ' s produced j u s t 

under 6,000 b a r r e l s , i t would be v e r y d i f f i c u l t a t any t i m e 

g e o l o g i c a l l y t o w a r r a n t my company from o u t l a y i n g an 

approximate $1 m i l l i o n t o pursue p u l l i n g any more r e s e r v e s 

o f f o f S e c t i o n 7 and, i n our o p i n i o n , would l e a v e b e h i n d a 

v a s t or tremendous amount o f o i l i n t h e n o r t h h a l f o f 7 and 

t h e s o u t h h a l f o f 6. 

Q. I n your o p i n i o n w i l l t h e u n i t , t h i s p a r t i c u l a r 

u n i t area, be f u l l y developed o r developed t o i t s maximum i f 

you cannot d r i l l across s e c t i o n l i n e s ? 

A. No, t h e r e are many o t h e r c i r c u m s t a n c e s i n here o f 

t h e e x a c t s c e n a r i o t h a t we're d i s c u s s i n g here. One example 

t h a t I mi g h t g i v e i s a w e l l i n S e c t i o n 11. There's a w e l l 

t h e r e l a b e l e d t h e "11-14." That i s a h o r i z o n t a l w e l l t h a t 

we d r i l l e d i n October, V e t e r a n as t h e o p e r a t o r o r agent f o r 

Gary as t h e o p e r a t o r . We have a p p r o x i m a t e l y $1.2 m i l l i o n i n 

t h a t w e l l . No p a r t i c i p a t i n g area has been e s t a b l i s h e d f o r 

we have n o t achie v e d any commercial p r o d u c t i o n from t h a t 

w e l l . 

At some d a t e , a g a i n i t i s our hope, t h a t w i t h t h e 

p e r m i s s i o n o f t h e O i l and Gas Commission, i t i s our o p i n i o n 

i f we c o u l d t a k e t h a t same w e l l b o r e and d r i l l t o t h e south 

c r o s s i n g i n t o S e c t i o n 14, t h a t a g a i n we would g e t a v e r y 

economic pr o d u c e r , b u t c e r t a i n l y n o t i n t h e l o c a t i o n t h a t we 

had d r i l l e d t h i s w e l l . 
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So t h e r e are numerous c i r c u m s t a n c e s i n t h i s . I n 

o r d e r t o develop t h i s u n i t f u l l y , we w i l l need t o g e t across 

t h e s e s e c t i o n l i n e s and/or l e a s e l i n e s t o f u l l y develop t h e 

f i e l d t o i t s p o t e n t i a l . 

Q. Besides t h e 11-4 w e l l , you've a l s o d r i l l e d t h e 

12-10 w e l l t h a t ' s noted on t h a t map, have you not? 

A. C o r r e c t . We d r i l l e d t h a t s t a r t i n g November 5 t h 

of 1990. 

Q. And i s t h a t a commercial producer? 

A. Yes, i t i s . 

Q. Before we g e t i n t o t h e p a r t i c i p a t i n g areas, what 

are your f u t u r e p lans? You've mentioned t h e 7-3 w e l l . Now 

t h a t one has n o t been f i n a l l y approved y e t , has i t ? 

A. No, i t has n o t . 

Q. I f you o b t a i n a p p r o v a l , w i l l you d r i l l t h a t w e l l 

and any o t h e r w e l l ? 

A. Yes. I t i s our i n t e n t i o n upon a p p r o v a l o f t h e 

7-3 w e l l t h a t we would s t a r t o p e r a t i o n s t o d r i l l t h a t w e l l 

t h e l a s t week o f J u l y o r t h e f i r s t week o f August o f t h i s 

y ear. 

We a l s o are p l a n n i n g s h o r t l y t h e r e a f t e r , a l s o i n 

1991, t o d r i l l i n S e c t i o n 15, which i s across t h e u n i t t o 

t h e southwest, n o t l a b e l e d on your p l a t here. The S e c t i o n 

15 i s j u s t on t h e n o r t h o f t h e highway -- t h a t says 197 

where t h e symbol f o r t h a t i s -- and t h e r e ' s a w e l l on t h e r e 
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shown a t 35,000 b a r r e l s and ano t h e r one a t 4300. 

So we p l a n , t h e n , upon d r i l l i n g t h a t , we w i l l 

have covered an area t h a t so f a r i s a p p r o x i m a t e l y 

4-1/2 t o 5 m i l e s a c r o s s ; and our f u t u r e p l a n s , a g a i n we hope 

upon success o f t h e s e , and o b v i o u s l y i t depends upon success 

and economics, t h i s t e c h n o l o g y w i l l c o n t i n u e t o work t o 

develop i n t o t h e west h a l f f u r t h e r and a l s o i n t o t h e n o r t h 

where t h e r e are some v e r y m a r g i n a l p r o d u c e r s v e r t i c a l l y . 

MR. BRUCE: Okay. I know Mr. S t o v a l l p r o b a b l y has a 

few q u e s t i o n s t o ask, and I don't know how t o a n t i c i p a t e h i s 

q u e s t i o n s . 

MR. STOVALL: I would be p e r f e c t l y w i l l i n g , i f you 

don't have a problem, j u s t t o go d i r e c t l y t o t h e s p e c i f i c 

t h i n g s t h a t I have r a t h e r t h a n --

MR. BRUCE: I f t h a t ' s okay, yes. 

MR. STOVALL: -- t r y t o go t h r o u g h some . . . 

MR. BRUCE: I j u s t wanted t o g e t t h i s background. 

MR. STOVALL: We a p p r e c i a t e i t . 

EXAMINER MORROW: Let me ask j u s t a couple o f q u e s t i o n s 

b e f o r e Bob s t a r t s on what you've s a i d t h i s morning. 

EXAMINATION 

BY MR. EXAMINER MORROW: 

Q. Would you g i v e us some more i n f o r m a t i o n on t h e 

p r o d u c i n g c a p a c i t i e s o f w e l l s Nos. 11-14 and 12-10? 

A. Yes. More s p e c i f i c a l l y , i n S e c t i o n 11 t h e r e are 
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t h r e e w e l l s t h a t have been d r i l l e d . The 11-14 i s t h e 

h o r i z o n t a l . There i s an abandoned p r o d u c e r , as you might 

n o t i c e , which i s a t w i n t o t h i s . That w e l l had produced 

a p p r o x i m a t e l y 11,000 b a r r e l s o f o i l and was plugged, and i n 

t h e v e r y extreme s o u t h e a s t o f S e c t i o n 11 i s a w e l l t h a t t o 

da t e has made a 135,000 b a r r e l s o f o i l , and we have t h a t one 

c u r r e n t l y on p r o d u c t i o n a t a p p r o x i m a t e l y 70 b a r r e l s a day 

and have j u s t r e c e n t l y p u t i t on pump. I t ' s a l s o --

Q. I s t h a t a v e r t i c a l w e l l ? 

A. Yes, i t i s . 

S e c t i o n 14 t h e r e i s one w e l l , as y o u ' l l n o t e . 

Q. No. The h o r i z o n t a l w e l l , t h a t ' s t h e one I was 

r e a l l y i n t e r e s t e d i n --

A. Okay. 

Q. -- knowing what i t ' s making now and what i t s 

i n i t i a l p o t e n t i a l was. 

A. C u r r e n t p r o d u c t i o n , a g a i n , on t h e 11-14, t h a t 

w e l l we never g o t a p o t e n t i a l f o r i t . I t h i n k our g r e a t e s t 

day o f p r o d u c t i o n ever on t h a t w e l l has been a p p r o x i m a t e l y 

25 b a r r e l s o f o i l , and i t w i l l pump o f f , s i r , i n 

a p p r o x i m a t e l y t h r e e t o f o u r days and make a cum o f 50 o r 60 

b a r r e l s , so we pump t h a t w e l l a p p r o x i m a t e l y s i x days a 

month. 

Q. You have n o t f i l e d c o m p l e t i o n r e p o r t s on t h a t 

w e l l y e t ? 
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A. Completion r e p o r t s have been f i l e d ; however, no 

p a r t i c i p a t i n g area has been r e q u e s t e d from t h e Bureau o f 

Land Management due t o t h e f a c t t h a t p a r t i c i p a t i n g areas are 

o n l y accepted by them f o r c o m m e r c i a l l y p r o d u c t i v e w e l l s . 

MR. STOVALL: Get back t o t h e s p e c i f i c q u e s t i o n : On 

your c o m p l e t i o n r e p o r t , what d i d you i n d i c a t e on t h e b l a n k 

t h a t c a l l s f o r an IP? Do you remember? 

THE WITNESS: No, I r e a l l y d o n ' t , b u t t h e IP t h a t we've 

p r o b a b l y g o t on t h e r e i s about 25 b a r r e l s a day, I would 

imagine. 

Q. (By Examiner Morrow) I s t h e w e l l p r o d u c i n g a t 

t h i s time? 

A. Yes, i t i s . 

Q. A l l r i g h t . How about t h e w e l l i n S e c t i o n 12, t h e 

h o r i z o n t a l w e l l ? 

A. Okay. I might want t o c l a r i f y your q u e s t i o n on 

t h e p r o d u c t i o n , on your q u e s t i o n i f i t ' s p r o d u c i n g . We 

produced t h a t w e l l , a p p r o x i m a t e l y , f i v e o r s i x days a month 

f o r t h e s o l e purpose t h a t we had t h e p a r t i n g o f what we 

c a l l e d our " p a r a s i t e " s t r i n g o r " a i r - i n j e c t i o n " s t r i n g t h a t 

was s i t t i n g t h e r e t o a e r a t e t h e mud system o r i g i n a l l y . 

That f a i l e d d u r i n g t h e d r i l l i n g o f t h i s w e l l , and 

so we had some water l e a k i n g t h r o u g h t h e p a r a s i t e s t r i n g 

i n t o t h e Mancos f o r m a t i o n , which we f e e l i s h i g h l y 

d e t r i m e n t a l t o p u t water on a s h a l e . T h e r e f o r e , s i n c e i t 
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produces a p p r o x i m a t e l y 50 p e r c e n t water w i t h t h e o i l t h a t i s 

produced, we are p r i m a r i l y pumping i t t o t r y t o keep t h e 

wat e r o f f t h e f o r m a t i o n u n t i l we may be a b l e t o t r y and do 

some f u r t h e r work a f t e r r e s e a r c h . 

Again t h e c u m u l a t i v e p r o d u c t i o n per month on 

t h a t , an e s t i m a t e o f b a r r e l s produced per month would be 

a p p r o x i m a t e l y a hundred b a r r e l s per month, so i t ' s h i g h l y 

uneconomic. 

Q. Okay. 

A. And S e c t i o n 12, t h e 12-10, known as t h e 

"San I s i d r o 12-10 h o r i z o n t a l w e l l , " t h a t w e l l on an i n i t i a l 

r a t e , I b e l i e v e , was r e p o r t e d as 150 b a r r e l s per day. That 

w e l l was p u t on i n January, t h e v e r y f i r s t p a r t o f January 

o f 1991, and c u r r e n t p r o d u c t i o n on t h a t w e l l i s 

a p p r o x i m a t e l y 150 b a r r e l s a day. 

EXAMINER MORROW: Okay. Bob, t h a t ' s a l l t h e q u e s t i o n s 

I had. 

EXAMINATION 

BY MR. STOVALL: 

Q. Okay. L e t ' s s t a r t w i t h a r e a l t e c h n i c a l 

q u e s t i o n . As f a r as t h e u n i t , a t t h e l a s t h e a r i n g t h e r e was 

some — a q u e s t i o n r a i s e d as t o t h e u n i t b o u n d a r i e s ; and i f 

my memory serves me c o r r e c t l y , t h i s e x h i b i t demonstrated a 

-- showed a u n i t boundary t h a t was s m a l l e r t h a n t h e u n i t 

boundary t h a t was o r i g i n a l l y s u b m i t t e d i n t h e u n i t a p p r o v a l 
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and cases heard by Examiner Morrow l a s t f a l l . 

I b e l i e v e a t t h a t t i m e a t t h a t h e a r i n g , Mr. Bruce 

s t a t e d t h a t he t h o u g h t t h e o l d b o u n d a r i e s were t h e 

bo u n d a r i e s shown on, I t h i n k i t was, E x h i b i t 1 i n t h e 

p r e v i o u s case was c o r r e c t , and I t h i n k we've s u b s e q u e n t l y 

r e c e i v e d a l e t t e r i n d i c a t i n g t h a t t h e u n i t has been 

c o n t r a c t e d . Would you c l a r i f y on t h e r e c o r d t h e a c t u a l 

b o u n d a r i e s o f t h e u n i t ? 

A. Yes. To my knowledge, i t has n o t been -- t o my 

knowledge, f o r f a c t , i t has n o t been c o n t r a c t e d as o f t h i s 

t i m e . I t i s a n t i c i p a t e d t h a t we are i n n e g o t i a t i o n s 

c u r r e n t l y w i t h Sam Gary, J r . , & A s s o c i a t e s , an o i l company 

o u t o f Denver t h a t we o r i g i n a l l y f a r m e d - i n on t h i s l e a s e 

from, t h a t he i s w i s h i n g t o pursue d r i l l i n g t o t h e west, 

d i r e c t l y west o f t h i s F e d e r a l U n i t f o r purposes o f d r i l l i n g 

h o r i z o n t a l Mancos w e l l s . 

I t i s contemplated t h a t t h i s u n i t may be 

re q u e s t e d by V e t e r a n , who i s now t h e u n i t o p e r a t o r , t o be 

reduced o r c o n t r a c t e d under t h e b a s i c o u t l i n e shown on 

E x h i b i t B. 

E x h i b i t A from t h e p r e v i o u s h e a r i n g i s t h e 

o u t l i n e t h a t i s c u r r e n t l y t h e Fed e r a l U n i t as i t stands 

t o d a y , as i t w i l l s t a n d upon t h e d r i l l i n g o f t h e 7-3 

h o r i z o n t a l w e l l f o r which we're a p p l y i n g today. So t h e u n i t 

as i t — a g a i n j u s t t o k i n d o f r e i t e r a t e , t h e u n i t as i t 
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i ? 

s t ands today i s t h e one on E x h i b i t A, t h e f u l l 18,800-plus 

a c r e s , i s E x h i b i t 1. 

Q. That i n c l u d e s t h e east h a l f o f S e c t i o n 7, t h e n , 

doesn't i t , i f I remember c o r r e c t l y ? 

A. Yes, i t would i n c l u d e — 

Q. Could we l o o k a t an E x h i b i t 1 here j u s t so I know 

what you're . . . 

A. Yes. There are o b v i o u s l y q u e s t i o n s about be 

d r i l l i n g on t h e v e r y edge o f t h e u n i t o f t h e l a s t l e a s e o r 

s e c t i o n w i t h i n a u n i t boundary about c o r r e l a t i v e r i g h t s , 

p o s s i b l y o f t h e o f f s e t l eases o u t s i d e o f t h e boundary o f t h e 

u n i t . We do n o t p l a n t o go 660, b u t f o r purposes a g a i n o f 

t h i s w e l l as i t would s t a n d t o d a y , our w e l l b o r e s h a l l never 

be l e s s t h a n one m i l e from t h e boundary o f t h e F e d e r a l U n i t . 

Q. Okay. So t h e a c t u a l u n i t i n c l u d e s S e c t i o n 5 and 

S e c t i o n 8 as w e l l as t h e east h a l f o f S e c t i o n 7? 

A. C o r r e c t . 

Q. The v e r t i c a l w e l l s — none o f t h e v e r t i c a l w e l l s 

were d r i l l e d under u n i t i z e d o p e r a t i o n s , were they? 

A. No, t h e y were n o t . 

Q. Are t h e y o p e r a t e d under u n i t i z e d o p e r a t i o n s or do 

t h e y remain on a p r o r a t i o n u n i t t r a c t , o p e r a t i o n a l basis? 

Are t h e y p a r t o f t h e u n i t ? Are t h e y u n i t w e l l s ? 

A. Yes, t h a t ' s a d o u b l e - s i d e d q u e s t i o n . I guess t h e 

answer t o t h a t i s "maybe," as a l o t o f t h i n g s i n l i f e . The 
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u n i t s -- t h e v e r t i c a l w e l l s t h a t are i n t h i s u n i t are 

op e r a t e d by us under t h e u n i t agreement and under t h e terms 

o f t h e u n i t agreement; however, as f a r as f u t u r e 

p a r t i c i p a t i n g areas f o r th o s e v e r t i c a l w e l l s , i f a 

h o r i z o n t a l w e l l s h o u l d be a p p l i e d f o r and accepted t h a t 

would encompass t h o s e , t h e y w i l l become p a r t o f t h e 

p a r t i c i p a t i n g area, b u t t h e r e s h a l l be no cr o s s r e m u n e r a t i o n 

between any o f t h e w o r k i n g i n t e r e s t owners f o r p r e v i o u s l y 

produced o r d r i l l e d w e l l s p r i o r t o t h e e s t a b l i s h m e n t o f t h i s 

F e d e r a l U n i t i n J u l y o f 1990. 

Q. Okay. I n o t h e r words, l e t ' s l o o k a t S e c t i o n 6. 

I'm j u s t g o i n g t o use i t as an example. Assuming t h e 

Johnson 7-3 i s d r i l l e d across t h e l i n e , t h e p a r t i c i p a t i n g 

area was a l o n g , narrow 640, I b e l i e v e , o r t h e d r i l l i n g 

b l o c k ; i s t h a t c o r r e c t ? 

A. The d r i l l i n g b l o c k , c o r r e c t , would be t h e 640 --

640, two 320 standups i n t h e west h a l f o f 6 and west h a l f 

o f 7. 

Q. And t h e east h a l f o f 6 would remain d e d i c a t e d as 

a s e p a r a t e p r o r a t i o n u n i t f o r a c c o u n t i n g purposes, 

p r o d u c t i o n purposes, a l l o w a b l e purposes, e v e r y t h i n g --

A. C o r r e c t . 

Q. -- as a sep a r a t e t o t h a t w e l l i n t h e s o u t h e a s t 

q u a r t e r ? 

A. C o r r e c t . 
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,-5-5 

Q. Now, would you e x p l a i n t o me, t h e r e are t h r e e 

d i f f e r e n t concepts i n v o l v e d i n t h i s u n i t o p e r a t i o n i f I 

un d e r s t a n d c o r r e c t l y . One concept i s t h a t o f a d r i l l i n g 

b l o c k , t h e o t h e r concept i s t h a t o f a p a r t i c i p a t i n g area, 

and t h e n t h e h i r e d concept, o f course, i s u n i t ownership and 

p a r t i c i p a t i o n . I s t h a t a c o r r e c t statement? 

A. Yes. 

Q. Would you e x p l a i n t h e d i f f e r e n c e between t h e 

t h r e e ? 

A. Yes, t h e d r i l l i n g b l o c k i s a concept t o b a s i c a l l y 

e s t a b l i s h an area t o be d e d i c a t e d towards t h e d r i l l i n g o f a 

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

Q. For c o s t - s h a r i n g purposes? 

A. Yes. B a s i c a l l y e s t a b l i s h e d f o r c o s t - s h a r e 

purposes, and t o a l s o e s t a b l i s h what t h e p a y i n g revenue t o 

th e w o r k i n g i n t e r e s t would be, and o b v i o u s l y t h a t 

encompasses t h e economics o f t h e proposed s i t e . So t h a t i s 

g e n e r a l l y f o r t h e b e n e f i t o f t h e w o r k i n g i n t e r e s t owners 

t h a t would p a r t i c i p a t e i n t h e a c t u a l c o s t o f t h a t o p e r a t i o n . 

D r i l l i n g b l o c k s as s e t f o r t h i n t h e u n i t 

agreement are t o be proposed as 640-acre d r i l l i n g b l o c k s or 

a minimum o f 640-acre d r i l l i n g b l o c k s , b u t n o t n e c e s s a r i l y a 

c o n t i g u o u s -- make a c o r r e c t i o n on t h a t -- always 

c o n t i g u o u s ; however, n o t i n a p e r f e c t square. So you may 

have two 320 standups, you may d e d i c a t e a 320 w i t h a 160 t o 
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t h e n o r t h w e s t and a 160 t o t h e s o u t h e a s t . 

Q. L e t me s t o p t h e r e and make sure t h a t we g e t t h i s 

p e r f e c t l y . I a c t u a l l y am g o i n g somewhere w i t h t h i s . I ' v e 

go t a purpose i n mind as I go t h r o u g h t h i s p rocess. You're 

s a y i n g t h a t t h e u n i t agreement r e q u i r e s t h a t f o r each o f t h e 

h o r i z o n t a l -- and t h i s u n i t was p r i m a r i l y formed f o r 

h o r i z o n t a l d r i l l i n g purposes, was i t not? 

A. C o r r e c t . 

Q. For each h o r i z o n t a l w e l l t h a t ' s d r i l l e d , t h e u n i t 

agreement r e q u i r e s t h a t a 640-acre c o n t i g u o u s area d r i l l i n g 

b l o c k be e s t a b l i s h e d . Did I hear you say t h a t c o r r e c t l y ? 

A. Yes. 

Q. Now, t h e p o o l r u l e s f o r t h i s p o o l e s t a b l i s h a 

s t a n d a r d p r o r a t i o n u n i t a t 320 a c r e s ; i s t h a t c o r r e c t ? 

A. C o r r e c t . 

Q. So i n e f f e c t , you would have two p r o r a t i o n u n i t s 

per w e l l f o r every w e l l t h a t ' s d r i l l e d , h o r i z o n t a l w e l l 

d r i l l e d under t h e u n i t agreement. 

A. C o r r e c t , b u t t o p o s s i b l y c l a r i f y t h a t --

Q. I n terms o f acreage, n o t n e c e s s a r i l y shape and 

o r i e n t a t i o n . 

A. Yes, b u t a l s o upon e s t a b l i s h i n g commercial 

p r o d u c t i o n , you may t h e n go back and a p p l y f o r a 320 

p a r t i c i p a t i n g area, which i s t h e ne x t one t h a t w e ' l l t a c k l e , 

and t h e r e f o r e t h a t d r i l l i n g b l o c k , a l t h o u g h d e d i c a t e d as 640 
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o r i g i n a l l y o r proposed under 640, may n o t encompass 

640 acres upon p r o d u c t i o n . 

Q. Okay. Now why don't you go ahead and e x p l a i n how 

t h e p a r t i c i p a t i n g area concept works w i t h i n t h i s u n i t 

o p e r a t i o n ? 

A. The p a r t i c i p a t i n g area i s b a s i c a l l y e s t a b l i s h e d 

by t h e o p e r a t o r who submits e n g i n e e r i n g , g e o l o g i c a l d a t a i n 

o r d e r t o d e t e r m i n e a common p o o l o f hydrocarbon under t h e 

ground and t r y i n g t o e s t a b l i s h an area o f d r a i n a g e 

a s s o c i a t e d w i t h t h e d r i l l i n g o f t h a t p o o l . So p a r t i c i p a t i n g 

area i s n o t n e c e s s a r i l y a l o n g t h e same l i n e s t h a t you would 

n o r m a l l y have d r i l l i n g w e l l s where you would e s t a b l i s h a s e t 

amount o f acreage f o r a w e l l . 

Q. The p r o r a t i o n u n i t , as we c a l l i t , under t h e 

r u l e s — 

A. C o r r e c t . 

Q. -- i s t h a t what you're t a l k i n g about? 

A. C o r r e c t . Whereas a s t a t e may say 320 acres i s 

what a w e l l d r a i n i s and t h a t ' s a p r o r a t i o n u n i t , a 

p a r t i c i p a t i n g area i s t o f u l l y develop f o r t h e b e n e f i t o f 

a l l p a r t i e s i n t h a t area a common p o o l . So upon t h e i n i t i a l 

d r i l l i n g as a common p r a c t i c e -- and what we are p l a n n i n g t o 

do i s t o t r y t o e s t a b l i s h , and we're g o i n g t o a p p l y f o r t h e 

g e o l o g i c and e n g i n e e r i n g d a t a , what these w e l l s we f e e l w i l l 

d r a i n f o r t h a t area. 
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2.X 

As t h e f i e l d d evelops, however, and you were t o 

d r i l l an o f f s e t w e l l , as an example, a m i l e o f f s e t t o a 

p a r t i c u l a r w e l l t h a t was i n p r o d u c t i o n , and you f i n d t h a t 

t h e p r e s s u r e s are v e r y s i m i l a r , and t h a t t h e r e ' s 

communication, you f e e l i t i s t h e same p o o l and r e s e r v o i r , 

t h e n upon d r i l l i n g t h a t w e l l , you may t h e n want t o expand 

and p u l l i n . When you a p p l y f o r t h e p a r t i c i p a t i n g area f o r 

t h a t second w e l l , you would t h e n p u l l i n t o t h a t t h e o t h e r 

w e l l a m i l e i n another d i r e c t i o n and may, i n f a c t , end up 

w i t h a p a r t i c i p a t i n g area which would go i n t o t h e thousands 

o f acres and e v e n t u a l l y i n t o t h e e n t i r e f i e l d i f you 

det e r m i n e i t t o be one p o o l . 

Q. L e t me t a k e an example and work t h r o u g h t h i s , 

because I t h i n k i t makes a l o t o f d i f f e r e n c e i n terms o f 

what you are a s k i n g f o r here. You d r i l l e d t h e 11-14, and i t 

has been d e t e r m i n e d t o be a noncommercial w e l l ; i s t h a t 

c o r r e c t ? 

A. C o r r e c t . 

Q. Do you b e l i e v e based upon what your t e c h n i c a l 

e x p e r t s have t o l d you t h a t t h a t i s because o f mechanical 

problems i n t h e w e l l , o r d i d you j u s t s i m p l y n o t h i t t h e 

a p p r o p r i a t e f r a c t u r e system t o g e t p r o d u c t i o n ? 

A. There was some c o n t r a d i c t i o n between t h e e x p e r t s 

on t h a t , t o be v e r y t r u t h f u l w i t h you, f a i r l y d i f f i c u l t t o 

a s c e r t a i n e x a c t l y . However, i t i s my o p i n i o n t h a t i t ' s 
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•2-6 
-&SF-

f a i r l y d i f f i c u l t t o r u i n a tremendous w e l l ; and t h e r e f o r e , 

t h e o f f s e t w e l l -- I s h o u l d n ' t say t h e o f f s e t , b u t t h e 11-16 

w e l l i n t h e s o u t h e a s t o f t h a t same s e c t i o n , which i s v e r y 

economic today and has produced v e r y w e l l . As a m a t t e r o f 

f a c t , i t ' s t h e be s t w e l l i n t h e f i e l d t o date -- had we 

i n t e r s e c t e d t h e same system o f t h a t w e l l , we sh o u l d have 

seen some i n t e r f e r e n c e , and we sh o u l d have seen b e t t e r 

r e s u l t s t h a n we d i d . 

So i t would be my p e r s o n a l c o n c l u s i o n a t t h i s 

t i m e , backed by some o f t h e e x p e r t s t h a t work w i t h me, t h a t 

i t would n o t n e c e s s a r i l y be c o n s i d e r e d t o be i n t h e same 

p o o l o r same system t h a t t h e 11-16 produces o u t o f . 

Q. Probably h i t s t h e m a t r i x w i t h no f r a c t u r e s , so 

you c a n ' t g e t t h e o i l o u t ; i s t h a t what you're saying? 

A. C o r r e c t . 

Q. I n r e a l s i mple terms. 

A. R i g h t . 

Q. What was t h e d r i l l i n g b l o c k f o r t h e 11-14? Do 

you know? 

A. The 11-14 — 

MR. BRUCE: I'm p r e t t y s u r e , Mr. -- I t h i n k l o oked t h a t 

up, and I b e l i e v e i t was j u s t t h e west h a l f . 

MR. STOVALL: I t was a 320-acre d r i l l i n g b l o c k a t t h a t 

time? 

MR. BRUCE: I'm almost p o s i t i v e o f t h a t . 
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MR. STOVALL: And t h a t was a l s o e s t a b l i s h e d as a 

p r o r a t i o n u n i t f o r t h e w e l l under t h e p o o l ; i s n ' t t h a t 

c o r r e c t ? 

MR. BRUCE: Yes. 

Q. (By Mr. S t o v a l l ) So i t would be your i n t e n t , as 

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

m a r g i n a l , i t w i l l j u s t s t a y a 320-acre p r o r a t i o n u n i t , 

p r o d u c i n g b l o c k . The people who own an i n t e r e s t i n t h a t 

320 acres p a i d t h e c o s t o f t h e w e l l , and t h e y share i n what 

l i t t l e revenue i t w i l l produce, c o r r e c t ? 

A. Yes, o r expense. 

MR. STOVALL: R i g h t . 

FURTHER EXAMINATION 

BY EXAMINER MORROW: 

Q. I was d r i f t i n g . To be sure -- I dozed o f f a 

moment t h e r e , b u t t h e d r i l l i n g b l o c k i s g o i n g t o be t h e 

p a r t i c i p a t i n g area b l o c k f o r t h e 11 w e l l ; i s t h a t c o r r e c t ? 

MR. STOVALL: I t ' s n ot a p a r t i c i p a t i n g area i n terms o f 

t e r m i n o l o g y , I t h i n k , Mr. Examiner; and I t h i n k we need t o 

be c a r e f u l o f t h a t because t h e y mean d i f f e r e n t t h i n g s . I t ' s 

t h e p r o r a t i o n u n i t . 

Q. (By Examiner Morrow) I know i t ' s t h e p r o r a t i o n 

u n i t . 

Who i s -- which w o r k i n g i n t e r e s t owner w i l l share 

i n t h e p r o d u c t i o n o f t h e w e l l ? 
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A. J u s t t h e i n t e r e s t owners t h a t p u t up t h e funds t o 

d r i l l i t . 

Q. Which were w o r k i n g i n t e r e s t owners f o r t h a t 320; 

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

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

Q. May c a l l i t t h a t . 

A. T h i s does g e t v e r y c o n f u s i n g , so i f I can be o f 

any h e l p -- a g a i n , a p a r t i c i p a t i n g area can o n l y a c t u a l l y 

even be a p p l i e d f o r under t h e t e r m i n o l o g y o f t h e Bureau o f 

Land Management once commercial p r o d u c t i o n i s e s t a b l i s h e d . 

A t t h a t p o i n t i s when you would a p p l y f o r p a r t i c i p a t i n g 

a rea. Under no cir c u m s t a n c e s w i l l t h e r e ever be a 

p a r t i c i p a t i n g area e i t h e r a p p l i e d f o r o r approved w i t h o u t 

f i r s t a c h i e v i n g commercial p r o d u c t i o n . 

MR. BRUCE: Mr. Examiner, i f I may, i f y o u ' l l l o o k a t 

E x h i b i t 1 -- t h a t ' s r i g h t i n f r o n t o f you t h e r e , t h a t 

S e c t i o n 11, i t i s a -- t h e west h a l f o f S e c t i o n 11, which 

was t h e p r o r a t i o n u n i t f o r t h a t w e l l , i s one f e d e r a l l e a s e . 

I t ' s T r a c t No. 12 o f t h e u n i t agreement. 

EXAMINER MORROW: I t doesn't make t h a t much d i f f e r e n c e 

whether i t i s a p a r t i c i p a t i n g area o r n o t , I guess. 

MR. BRUCE: Yeah, t h e y would — 

EXAMINER MORROW: E s s e n t i a l l y , i t ' s one — 

MR. BRUCE: Yeah. 

EXAMINER MORROW: — f e d e r a l l e a s e . 
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MR. STOVALL: I t h i n k t h e d i s t i n c t i o n here i s i n terms 

o f s h a r i n g o f revenue and s t u f f , t h e p a r t i c i p a t i n g area and 

th e p r o r a t i o n u n i t c o u l d be synonymous terms except t h e 

p a r t i c i p a t i n g area i s a concept t h a t r e q u i r e s BLM a p p r o v a l 

and e s t a b l i s h m e n t , and OCD i s n o t i n v o l v e d i n any way i n t h e 

e s t a b l i s h m e n t o f a p a r t i c i p a t i n g area. 

MR. BRUCE: P a r t i c i p a t i n g area i s mandated by t h e u n i t 

agreement i t s e l f . 

Q. (By Examiner Morrow) And does i t p r o v i d e f o r t h e 

area t o exten d between more -- between two or more BLM 

leases? I s t h a t p a r t o f t h e concept? 

A. W e l l , yes. The p a r t i c i p a t i n g area has no — no 

bou n d a r i e s nor do t h e y t a k e i n t o c o n s i d e r a t i o n who t h e 

ownership o f t h e leas e s may be, whether i t be BLM l e a s e s , 

fee o r s t a t e . I t so happens t h a t we were f o r t u n a t e t h a t 

98 p e r c e n t o f t h e leas e s i n here are f e d e r a l l e a s e s . 

However, a g a i n , i f t h e r e was a f e e le a s e a d j o i n i n g a f e d e r a l 

l e a s e w i t h a s t a t e l e a s e t o t h e n o r t h o f t h a t a d j o i n i n g 

a g a i n , t h e p a r t i c i p a t i n g area does n o t know th o s e 

b o u n d a r i e s , and t h e premise o r t h e purpose f o r t h e 

p a r t i c i p a t i n g area, a g a i n , i s f o r a l l p a r t i e s , r o y a l t y 

owners, o v e r r i d i n g r o y a l t y owners and w o r k i n g i n t e r e s t 

owners t o m u t u a l l y b e n e f i t from t h e development o f a common 

p o o l . 

EXAMINATION (RESUMED) 
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BY MR. STOVALL: 

Q. L e t me t a k e t h e example one s t e p f u r t h e r , and I 

t h i n k t h a t may c l e a r t h i s up. L e t ' s move over t o t h e 12-10. 

A. Okay. 

Q. I t ' s a good w e l l . Was t h a t d r i l l e d on a 320 or a 

640 b l o c k , do you remember, d r i l l i n g b l o c k ? 

MR. BRUCE: I b e l i e v e under t h e a d m i n i s t r a t i v e o r d e r 

t h a t approved t h a t w e l l , i t was t e c h n i c a l l y a 640-acre 

d r i l l i n g b l o c k --

MR. STOVALL: Okay. 

MR. BRUCE: -- because t h e r e was a chance i t was go i n g 

t o c r o s s t h e h a l f - s e c t i o n l i n e . 

Q. (By Mr. S t o v a l l ) That was my memory, t o o , t h a t 

t h e 12-10 and i s a -- i n t h a t d r i l l i n g b l o c k i s t h e s e c t i o n , 

i f I remember c o r r e c t l y . 

A. C o r r e c t . 

Q. So t h e i n t e r e s t owners w i t h i n -- I guess t h a t ' s 

S e c t i o n 12, i s n ' t i t ? 

MR. BRUCE: Yes. 

Q. (By Mr. S t o v a l l ) -- shared t h e c o s t o f t h a t 

w e l l , shared t h e c o s t o f d r i l l i n g t h a t w e l l based upon t h e i r 

i n t e r e s t i n t h a t s e c t i o n . 

A. The answer t o t h a t f o r a l l f u t u r e w e l l s would be 

yes. I n t h i s p a r t i c u l a r i n s t a n c e , s i n c e i t was a fa r m o u t , 

V e t e r a n was t h e hundred p e r c e n t i n t e r e s t owner. I n t h e 
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f a r m o u t t h e d r i l l i n g b l o c k was e s t a b l i s h e d . We had a 

fa r m o u t on a l l o f 12, so --

Q. A l l t h e i n t e r e s t owners p a i d t h e c o s t . 

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

Q. You j u s t happened t o be a l l o f them? 

A. Okay. 

Q. Okay. Now t h a t i s a commercial w e l l ? 

A. C o r r e c t . 

Q. Have you y e t a p p l i e d f o r a p a r t i c i p a t i n g area f o r 

t h a t w e l l ? 

A. Yes, we have. 

Q. I s i t t h e 640-acre d r i l l i n g b l o c k ? 

A. No. For t h a t w e l l we e s t a b l i s h e d a -- we a p p l i e d 

f o r a 320-acre p a r t i c i p a t i n g area on t h e east h a l f based on 

Dick S c h u s t e r , our engi n e e r who t e s t i f i e d here back i n 

August a t t h e f i r s t h e a r i n g . He's a c o n s u l t a n t f o r us, and 

h i s e s t i m a t e s o f d r a i n a g e area f o r t h a t w e l l a r e 280 acres. 

Q. Okay. L e t ' s move on over here, a g a i n w o r k i n g on 

concept more t h a n a n y t h i n g . L e t ' s assume you d r i l l t h e 7-3 

and i t i s a commercial w e l l . You have e s t a b l i s h e d f o r t h e 

d r i l l i n g purposes a 640-acre b l o c k , c o n s i s t i n g o f t h e west 

h a l f o f 6 and 7? 

A. C o r r e c t . 

Q. And tho s e are t h e -- t h e w o r k i n g i n t e r e s t t h e r e , 

whether t h e y be Veteran o r Vet e r a n and o t h e r s , w i l l pay a 

HUNNICUTT REPORTING 
MAUREEN R. HUNNICUTT, RPR 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1 

22 

23 

24 

25 

6*5-

100 -- w i l l pay t h e c o s t s f o r t h a t w e l l ? 

A. C o r r e c t . 

Q. I f t h a t w e l l i s e s t a b l i s h e d as a commercial w e l l , 

i t i s c o n c e i v a b l e t h a t , i f t h e e n g i n e e r i n g and g e o l o g i c a l 

i n f o r m a t i o n which you d e r i v e s u p p o r t s i t , you c o u l d a p p l y 

f o r an expansion o f t h e p a r t i c i p a t i n g area c r e a t e d w i t h t h e 

12-10 t o now have a p a r t i c i p a t i n g area which i n c l u d e d t h e 

12-10 and t h e 7-3; i s 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 e n you'd do some s o r t o f a c c o u n t i n g 

mumbo-jumbo t o balance t h e i n t e r e s t s , and t h e n from t h a t 

p o i n t , once t h a t was done, t h e owners i n t h a t p a r t i c i p a t i n g 

area which would now be 960 a c r e s , would share i n p r o d u c t i o n 

based upon t h e i r i n t e r e s t i n t h a t p a r t i c i p a t i n g area, 

c o r r e c t ? 

A. C o r r e c t . 

Q. And s i m i l a r l y , you c o u l d go back and d r i l l a w e l l 

on t h e west h a l f o f 7 -- excuse me -- 12, expand t h e 

p a r t i c i p a t i n g area t h e r e , c o r r e c t ? 

A. C o r r e c t . 

Q. And t h e n i f you go t o t h e 11-14, say, you t a l k 

about r e e n t r y and based upon j u s t l o o k i n g a t t h i s map, I 

would assume you'd go r e e n t e r and t u r n your w e l l b o r e around 

and go s o u t h . 

A. C o r r e c t . 
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Q. And i f you e s t a b l i s h commercial p r o d u c t i o n , you 

c o u l d c o n c e i v a b l y do one o f two t h i n g s : form a new 

p a r t i c i p a t i n g area o r extend t h e e x i s t i n g p a r t i c i p a t i n g area 

t o i n c l u d e t h a t i f you t h o u g h t t h a t t h a t was a l l d r a i n i n g 

t h e same r e s e r v o i r t h r o u g h t h a t f l e x u r e o r f r a c t u r e system. 

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

Q. Okay. What you are s e e k i n g -- Now, l e t ' s go 

back t o t h e p r o r a t i o n u n i t concept t o make sure we've g o t 

t h a t . Up t o t h i s p o i n t a l l we've t a l k e d about i n t h i s 

p a r t i c i p a t i n g area s i t u a t i o n i s governed by t h e u n i t 

agreement and r e q u i r e s BLM a p p r o v a l . 

A. C o r r e c t . 

Q. Now, under t h e OCD t h e r e a r e s p e c i a l p o o l s which 

govern t h i s p o o l , and t h e y e s t a b l i s h 320-acre s p a c i n g u n i t s 

w i t h w e l l s e t back r e q u i r e m e n t s o f -- what i s i t -- 790, I 

b e l i e v e . 

A. 660, I b e l i e v e . 

Q. 660. 

MR. BRUCE: I t h i n k 660 i n t h e p o o l . 

Q. (By Mr. S t o v a l l ) Okay. So f o r any w e l l d r i l l e d 

under s t a n d a r d r u l e s , you d r i l l a w e l l a t 660 f e e t from t h e 

o u t s i d e b o u n d a r i e s and you d e d i c a t e a v e r t i c a l o r h o r i z o n t a l 

h a l f s e c t i o n t o t h e w e l l ? 

A. C o r r e c t . 

Q. I f you were d e a l i n g s t r a i g h t r u l e s ? 
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A. And you're t a l k i n g o u t e r b o u n d a r i e s o f a 

p a r t i c u l a r s e c t i o n , c o r r e c t — 

Q. R i g h t . 

A. — o r h a l f s e c t i o n , as i t may be? 

Q. R i g h t . 

A. R i g h t . 

Q. R i g h t . And so now what we're f i n d i n g as a r e s u l t 

o f t h a t — now l e t me back up f o r a second — one, i s t h a t 

t h o s e r u l e s a r e designed t o acc o m p l i s h two t h i n g s . They 

a r e , number one, designed t o p e r m i t o n l y t h a t number o f 

w e l l s which i s presumably r e q u i r e d t o d r a i n t h e p o o l t o be 

d r i l l e d and n o t e x c e s s i v e w e l l s . Are you a g r e e i n g t h a t 

t h a t ' s what --

A. Yes. 

Q. -- happens? 

A. (Witness nodded.) 

Q. And she ca n ' t w r i t e down a nod o f t h e head. I'm 

s o r r y . 

A. No. Yes, a b s o l u t e l y . 

Q. And t h e second t h i n g i s t h a t t h e r e i s an o i l 

a l l o w a b l e e s t a b l i s h e d under s t a t e w i d e r u l e s which i s based 

upon t h e s i z e o f t h e p r o r a t i o n u n i t and t h e depth o f t h e 

wel 1. 

A. C o r r e c t . 

Q. And any w e l l d r i l l e d would be s u b j e c t t o t h a t o i l 
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p r o d u c t i o n l i m i t a t i o n . 

A. C o r r e c t . 

Q. Now, would I be -- would i t be f a i r t o say t h a t 

what you're s e e k i n g t o do i s t o develop a s e t o f s p e c i a l 

r u l e s f o r t h i s u n i t which would b r i n g t h e u n i t o p e r a t i n g 

r e q u i r e m e n t s and t h e r u l e s e s t a b l i s h e d by t h e OCD i n t o a 

p a t t e r n w hich would a l l o w -- a l l o w you t o maximize t h e 

advantage and f l e x i b i l i t y o f common ownership and o p e r a t i o n 

by p a y i n g l e s s a t t e n t i o n t o those a r t i f i c i a l survey 

b o u n d a r i e s t h a t some guy on horseback c r e a t e d a hundred 

years ago? 

A. That would be a b s o l u t e l y c o r r e c t . And t o t a k e 

t h a t even a s t e p f u r t h e r , under t h e s c e n a r i o t h a t we were 

g o i n g t h r o u g h b e f o r e o f development i n S e c t i o n 6 and 

p o s s i b l y a n o t h e r w e l l on S e c t i o n 12 and a s u c c e s s f u l 

r e c o m p l e t i o n o f a w e l l on 11, i f we were t o e s t a b l i s h an 

e n t i r e area, t h e n , as a p o o l , i t may encompass as much as, 

say, 3,000 t o 4,000 acres and have t h a t approved as a 

p a r t i c i p a t i n g area, t h e n we would be r e s t r i c t e d , t h a t we'd 

have t h i s p a r t i c i p a t i n g area as a common p o o l , b u t f o r t h e 

development o f t h a t common p o o l , we s t i l l c o u l d n o t cr o s s 

over any a r t i f i c i a l b o u n daries or g e t c l o s e r t h a n 660 t o any 

le a s e l i n e , a g a i n which may even been t h a t h a l f - s e c t i o n 

l i n e ; t h e r e b y you have a common i n t e r e s t and a common 

s h a r i n g o f t h e r e s o u r c e s from t h a t p o o l and are unable --
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Q. You have an a r t i f i c i a l l i m i t a t i o n i n e f f e c t . 

A. T o t a l l y a r t i f i c i a l l i m i t a t i o n . You almost 

c e r t a i n l y i n c e r t a i n i n s t a n c e s w i l l never r e c o v e r t h e o i l 

t h a t you o t h e r w i s e would, e s p e c i a l l y w i t h h o r i z o n t a l 

d r i l l i n g . 

Q. Now, would i t be a s a f e c h a r a c t e r i z a t i o n o f , say, 

i f you were o p e r a t i n g a development p l a n w i t h o u t t h i s 

a r t i f i c i a l l i m i t a t i o n , t h a t what you would do, assuming your 

geology i s c o r r e c t , i s you would c o n t i n u e t o d r i l l h o r i z o n 

w e l l s a c r o s s your h i n g e l i n e , as you've i d e n t i f i e d i t on 

t h i s e x h i b i t . J u s t move west a l o n g t h a t h i n g e l i n e ; i s t h a t 

c o r r e c t ? 

A. C o r r e c t , c o r r e c t , t o t h e n o r t h e a s t and t o t h e 

southwest. 

Q. Have your g e o l o g i s t s i n d i c a t e d t o you whether 

t h e r e m i g h t be o t h e r s i m i l a r f l e x u r e s i n t h e p o o l t h a t might 

-- f o r example, up towards t h e n o r t h w e s t e r n c o r n e r o f t h e 

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

A. Yes. We have i d e n t i f i e d . We have a p p r o x i m a t e l y 

120 m i l e s o f s e i s m i c c o v e r i n g about 150 m i l e s i n t h i s area 

as w e l l as numerous o t h e r s t u d i e s , and i t shows o t h e r 

basement f a u l t i n g and subsequent h i n g e l i n e s t h a t we would 

l i k e t o develop i n t h e same manner. 

Q. And so what you're a s k i n g f o r , i f I under s t a n d 

c o r r e c t l y , under t h e s p e c i a l o p e r a t i n g r u l e s f o r t h e u n i t , 
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you now have a u t h o r i t y t o a p p l y a d m i n i s t r a t i v e l y f o r a 

h o r i z o n t a l w e l l s u b j e c t t o t h e r e s t r i c t i o n s c o n t a i n e d i n 

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

A. C o r r e c t . 

Q. And you would l i k e t h o s e s p e c i a l o p e r a t i n g r u l e s 

t o be r e v i s e d t o r e f l e c t t h e f a c t t h a t t h o s e h o r i z o n t a l 

w e l l s may n o t n e c e s s a r i l y s t a y w i t h i n t h e p a r t i c u l a r s e c t i o n 

o r your h a l f s e c t i o n or even a s e c t i o n ; i s t h a t c o r r e c t ? 

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

Q. Would i t make sense t o develop s p e c i a l o p e r a t i n g 

r u l e s which would a l l o w you t o e s t a b l i s h f o r each proposed 

h o r i z o n t a l w e l l a d r i l l i n g b l o c k o f , say, n o t l e s s t h a n --

and I need t o ask an o t h e r q u e s t i o n t o back up here f i r s t . 

L e t me -- You s a i d t h a t t h e u n i t agreement r e q u i r e s 

d r i l l i n g b l o c k s o f 640 acres? 

A. Could. 

Q. And y e t one w e l l was d r i l l e d on a 320-acre 

d r i l l i n g b l o c k ? 

A. Yes. And t h a t s t a t e m e n t came from James, and I 

would n o t want t o c o n t r a d i c t t h a t ; however, under t h e 

i n i t i a l w e l l , I c o u l d n o t p e r s o n a l l y speak t h a t f o r a f a c t 

i t was n o t a 640 t h a t was a n t i c i p a t e d , t h a t a 320-acre 

p r o r a t i o n u n i t would be e s t a b l i s h e d f o r t h a t w e l l . 

EXAMINER MORROW: W i t h i n a 640? 

THE WITNESS: C o r r e c t . And a g a i n , a 640 d r i l l i n g b l o c k 
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i s a g a i n g e n e r a l l y f o r t h e b e n e f i t o f o n l y t h e w o r k i n g 

i n t e r e s t p a r t n e r s t h a t would pay f o r t h e d r i l l i n g o f t h a t 

w e l l , t o e s t a b l i s h t h e i r w o r k i n g i n t e r e s t , n e t revenue 

i n t e r e s t and common i n t e r e s t w i t h i n t h a t b l o c k , b u t t h e 

b l o c k i t s e l f has no b e a r i n g on e i t h e r a p r o r a t i o n u n i t t h a t 

may be a p p l i e d f o r o r a p p l i e d t o t h a t w e l l o r a 

p a r t i c i p a t i n g area t h a t may be a p p l i e d f o r and sub s e q u e n t l y 

approved. 

MR. STOVALL: Mr. Examiner, one t h i n g I would l i k e t o 

recommend w i t h Mr. Bruce's concurrence; i f we d i d n o t do so 

a t t h e l a s t h e a r i n g i n t h i s case, I would l i k e t o recommend 

t h a t we i n c o r p o r a t e i n t o t h i s r e c o r d t h e u n i t agreement from 

t h e o r i g i n a l case a p p r o v i n g t h e u n i t . 

Which case was t h a t , Jim? 

MR. BRUCE: The case a p p r o v i n g t h e s p e c i a l o p e r a t i n g 

r u l e s f o r t h e u n i t was Case No. 10100, Order No R-93-30. 

The u n i t agreement i t s e l f was marked E x h i b i t No. 2 i n t h e 

companion case, 10099, which was t o o b t a i n t h e a p p r o v a l t o 

d r i l l t h e i n i t i a l w e l l , t h e 11-14 w e l l . 

MR. STOVALL: And was t h e u n i t o p e r a t i n g agreement a l s o 

p a r t o f E x h i b i t 2 where i t i s a s i n g l e e x h i b i t ? 

MR. BRUCE: The u n i t o p e r a t i n g agreement, yes, i t was 

a l l p a r t o f t h e same e x h i b i t . 

MR. STOVALL: Mr. Examiner, I would recommend t h a t t h a t 

be i n c o r p o r a t e d i n t o t h i s , because I t h i n k t h a t ' s an 
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e s s e n t i a l p a r t o f t h e evidence y o u ' l l need i f you want t o --

EXAMINER MORROW: The u n i t agreement from t h a t o r i g i n a l 

case, whatever t h e o r d e r number was. I don't know. 

MR. STOVALL: W e l l , t h e case number i s 10099, and t h e 

E x h i b i t No. i s 2. I t h i n k t h a t ' s --

MR. BRUCE: I would agree t o t h a t . 

MR. STOVALL: Because I t h i n k t h a t h e l p s t o t i e 

t o g e t h e r what t h e y ' r e s e e k i n g t o do i n t h i s case. 

EXAMINER MORROW: A l l r i g h t . 

Q. (By Mr. S t o v a l l ) Would i t make sense, t h e n , i f 

t h e d i v i s i o n were t o dete r m i n e t o do so from a p u r e l y 

o p e r a t i o n a l s t a n d p o i n t , would i t make sense t o w r i t e a 

s p e c i a l r u l e which r e q u i r e d you f o r each w e l l t o e s t a b l i s h a 

d r i l l i n g b l o c k o f a t l e a s t 320 acres s u b s t a n t i a l l y i n t h e 

form o f a r e c t a n g l e , or 640 acres? 

A. Yes. 

Q. Something t o t h a t e f f e c t ? 

EXAMINER MORROW: Excuse me j u s t a minu t e . I t h o u g h t 

you s a i d t h e u n i t agreement r e q u i r e d a d r i l l i n g b l o c k o f 

640 a c r e s . 

MR. BRUCE: I f I can answer t h a t Mr. Examiner --

EXAMINER MORROW: Or i s a t l e a s t . 

MR. BRUCE: I am no t sure on whether -- Are you sure 

t h e y have t o --

MR. STOVALL: And t h a t ' s why I've recommended i n c l u s i o n 
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o f i t because I t h i n k we can check t h a t . There i s some 

q u e s t i o n i n my mind whether t h a t --

MR. BRUCE: You know, I am go i n g --

MR. STOVALL: — w i t h i n — 

MR. BRUCE: — p a s t p r a c t i c e t h a t , you know, i t i s w e l l 

known t h a t a t l e a s t as t o w e l l s p a c i n g u n i t s , t h e Bureau o f 

Land Management has f o l l o w e d OCD r e q u i r e m e n t s on sp a c i n g 

u n i t s , and I ' v e j u s t been madly s e a r c h i n g t h r o u g h t h e u n i t 

agreement, and I c o u l d n ' t f i n d any p a r t i c u l a r number as t o 

d r i l l i n g b l o c k s ; and t h e r e f o r e , I t h i n k i t would f a l l back 

on t h e OCD r e g u l a t i o n . 

MR. STOVALL: W e l l , my -- and t h e reason I'm p h r a s i n g 

t h e q u e s t i o n s t h e way I am i s I b e l i e v e t h a t i s a -- I t h i n k 

we can f i n d t h a t i n f o r m a t i o n by i n c o r p o r a t i n g i t . I want t o 

g i v e t h a t f l e x i b i l i t y i f — 

EXAMINER MORROW: Oh, a l l r i g h t . What I t h o u g h t h i s 

t e s t i m o n y was was t h a t i t was 640 r e q u i r e d by t h e u n i t 

agreement. I f t h a t were t h e case, I don't t h i n k we would 

want t o w r i t e a r u l e t h a t s a i d i t s h o u l d be -- c o u l d be 

e i t h e r 640 or 320. 

MR. STOVALL: I agree w i t h you. 

EXAMINER MORROW: His t e s t i m o n y was n o t t h a t , I mean. 

MR. STOVALL: His t e s t i m o n y was t h a t . I'm no t sure t h e 

u n i t agreement says t h a t . That's what I'm . . . Anyway, I 

hear e x a c t l y what you're s a y i n g , and I agree w i t h what 
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you're s a y i n g , b u t I want t o c o n f i r m t h a t t h e u n i t agreement 

does i n f a c t say what he says i t does. 

MR. BRUCE: You know, u n i t agreement o r u n i t o p e r a t i n g 

agreement, one way or t h e o t h e r . 

MR. STOVALL: C o r r e c t . 

Q. (By Mr. S t o v a l l ) But moving a l o n g , and ag a i n I'm 

no t making a recommendation; I'm a s k i n g you what your 

f e e l i n g i s about t h e t h o u g h t s t h a t I'm t h r o w i n g o u t . 

S u b j e c t t o t h e r e q u i r e m e n t s o f t h e u n i t agreement, would you 

agree w i t h an o p e r a t i n g r u l e which s a i d t h a t you s h a l l 

e s t a b l i s h a d r i l l i n g b l o c k , and I'm g o i n g t o say, n o t l e s s 

t h a n 320 because t h a t ' s t h e p o o l r u l e s . 

A. Okay. 

Q. And i f t h e u n i t agreement says 640, a d r i l l i n g 

b l o c k o f n o t l e s s t h a n 640 acre s , which I b e l i e v e those 

d r i l l i n g b l o c k s s h o u l d c o n s i s t o f c o n t i g u o u s h a l f s e c t i o n s . 

Would t h a t make sense? Can you t h i n k o f any ci r c u m s t a n c e 

under which c o n t i g u o u s h a l f s e c t i o n s would n o t make sense? 

A. T r u t h f u l l y , yes, I p o s s i b l y c o u l d . Again, r u l e s , 

as you p u t i t , a hundred years ago o f f a horseback have been 

e s t a b l i s h e d assuming t h a t a w e l l d r i l l s i n a p e r f e c t r a d i u s 

around a b o r e h o l e , be t h a t v e r t i c a l o r h o r i z o n t a l . 

Q. Uh-huh. 

A. And — 

EXAMINER MORROW: A c t u a l l y t h e y don't assume t h a t , t h e y 
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e s t a b l i s h t h e d r a i n a g e area and make t h a t d r a i n a g e area f i t 

t h e s u r f a c e geography t h a t ' s a l r e a d y e s t a b l i s h e d t h e r e as 

b e s t we can, t o c l a r i f y t h a t . 

THE WITNESS: R i g h t . And t h e r e are r e s t r i c t i o n s as t o 

how t h a t can be done, and o b v i o u s l y i n a c o n t i g u o u s - t y p e 

sand r e s e r v o i r you w i l l have n o r m a l l y a f a i r l y c o n s t a n t 

r a d i a l p a t t e r n o f d r a i n a g e . I n t h e f r a c t u r e d r e s e r v o i r , you 

g e n e r a l l y w i l l n o t have t h a t same t y p e o f r a d i a l d r a i n a g e , 

so f o r purposes o f t h e r u l i n g v e r y p o s s i b l y a 320, I 

b e l i e v e , would f i t our needs f o r t h e development o f t h e 

f i e l d ; however, i f t h e y ' r e c o n s t a n t 320 h a l f s e c t i o n s , and 

i t i s p o s s i b l e t o d e d i c a t e 160s a l s o t o t h a t f o r purposes o f 

t h e l e a s e ownership as w e l l as t h e d i r e c t i o n o f d r a i n a g e f o r 

t h e w e l l , b u t t h a t c o u l d , i n f a c t , a s s i s t us. 

Q. (By Mr. S t o v a l l ) Okay. L e t me back t h a t up and 

reph r a s e i t t h e n , because I'm t r y i n g t o come up w i t h 

something t h a t i f we decide t o g r a n t what you're l o o k i n g f o r 

or t o meet your r e q u i r e m e n t s , t h a t i s s t i l l w o r k a b l e from an 

enforcement s t a n d p o i n t . How about a minimum d r i l l i n g b l o c k 

o f 320 o r 640, i f t h a t ' s r e q u i r e d by t h e -- w i t h t h e 

d r i l l i n g b l o c k b e i n g c o n t i g u o u s and n o t a t t h e c o r n e r 

q u a r t e r s e c t i o n s ? For example, l o o k i n g a t S e c t i o n 12 --

excuse me; 11 --

A. Okay. 

Q. — and t o say i f you were t o d r i l l a d r i l l i n g 
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b l o c k from t h e 11-14, you c o u l d make t h e southwest q u a r t e r 

o f 11 and t h e n o r t h e a s t -- n o r t h w e s t q u a r t e r o f 14 as a 

320-acre d r i l l i n g b l o c k , assuming t h e u n i t agreement a l l o w e d 

t h a t . Would t h a t make sense? 

A. That would make p e r f e c t sense, yes. 

Q. And t h a t t h e w e l l be d r i l l e d w i t h i n a window 

which was 660 f e e t , no c l o s e r t h a n 660 f e e t t o t h e o u t s i d e 

boundary o f t h e d r i l l i n g b l o c k . 

A. That would work v e r y w e l l . 

Q. So i n o t h e r words, you c o u l d do -- what I would 

e n v i s i o n t h a t t h a t w o r k i n g i s c o n c e i v a b l y you c o u l d do a 

d r i l l b l o c k which c o n s i s t e d o f t h e west h a l f o f 14 and t h e 

southwest q u a r t e r o f 11? 

A. That would a c c o m p l i s h , i n my o p i n i o n --

Q. A 960 — 

A. — a g r e a t e s t economic b e n e f i t t o us as a 

o p e r a t o r t o develop t h e f i e l d ; c o r r e c t . 

Q. I mean, t h a t would be 480-acre d r i l l i n g b l o c k , 

w i t h t h a t k i n d o f r e s t r i c t i o n on t h e window o f t h e w e l l , and 

t h e n i n terms o f o i l a l l o w a b l e , something would a l l o w an 

a l l o w a b l e based upon t h e p r o p o r t i o n o f l a n d i n c l u d e d w i t h i n 

t h e d r i l l i n g b l o c k compared t o -- i n p r o p o r t i o n t o t h e 

s t a n d a r d 320-acre d r i l l i n g b l o c k . I f you use t h a t as a 

f r a c t u r e , would t h a t be something t h a t would be reasona b l e 

and make sense i n terms o f t h i s , what you're s e e k i n g i n t h i s 
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a p p l i c a t i o n ? 

MR. BRUCE: Yes, Mr. S t o v a l l , and I t h i n k — 

EXAMINER MORROW: I t h i n k t h e c u r r e n t r u l e s do t h a t . 

MR. BRUCE: The c u r r e n t r u l e does p r o v i d e f o r , yes, 

e i t h e r a 320- o r 640-acre depth b r a c k e t a l l o w a b l e . 

MR. STOVALL: W e l l , I t h i n k i f you had 480 --

MR. BRUCE: I f i t was 480, i t would be p r o r a t e d 

a c c o r d i n g l y . 

MR. STOVALL: And a g a i n , l e t me make i t p e r f e c t l y c l e a r 

t h a t I haven't d i s c u s s e d t h i s w i t h t h e examiner o r t h e 

d i v i s i o n d i r e c t o r , and I have no idea whether what I am 

p r o p o s i n g i s a c c e p t a b l e t o t h e d i v i s i o n . I'm d o i n g i t f o r 

c o n c e p t u a l purposes p r i m a r i l y , and i f t h e examiner e l e c t s t o 

proceed a l o n g t h e s e l i n e s , t h e n t h a t ' s h i s d e c i s i o n . 

MR. BRUCE: Regarding t h e d r i l l i n g b l o c k , i f I c o u l d 

j u s t say one t h i n g , t h e u n i t o p e r a t i n g agreement, S e c t i o n 

9.2 p r o v i d e s f o r a d r i l l i n g b l o c k n o t t o exceed 640 ac r e s . 

EXAMINER MORROW: Okay. 

MR. STOVALL: Okay. 

EXAMINER MORROW: So 320 i s p e r m i t t e d t h e r e . 

MR. BRUCE: Yes. 

EXAMINER MORROW: Okay. 

MR. STOVALL: Okay. 

THE WITNESS: Thank you, because i t i s a l o t o f 

document a t i o n t o go by memory. 
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MR. STOVALL: I u n d e r s t a n d . 

THE WITNESS: May I speak f o r a second t o t h e economics 

which may be o f b e n e f i t t o t h e examiner and t o t h e 

commission o f h o r i z o n t a l d r i l l i n g , which t o me i s v e r y 

i m p e r a t i v e f o r t h e development o f t h i s u n i t and f o r t h e 

development o f a l l t h e r e s e r v e s t h a t are p o s s i b l e t o r e c o v e r 

under here? 

We're a l l aware t h a t h o r i z o n t a l d r i l l i n g i s b e i n g 

implemented i n o r d e r t o more e f f i c i e n t l y g a i n access t o 

f r a c t u r e s and a c t u a l l y decrease t h e r i s k i n v o l v e d i n 

d r i l l i n g uneconomical w e l l s and i n c r e a s e t h e economics f o r 

t h e development o f t h e f i e l d ; f o r t h i s f i e l d t h a t we are 

spea k i n g o f here i n t h e San I s i d r o Shallow U n i t has 

c e r t a i n l y been t o date v e r y uneconomic and on a c o s t - r e t u r n 

b a s i s i s t o date c e r t a i n l y w i t h i n t h e l o s t column. 

I n t a k i n g t h i s f i e l d over t o use h o r i z o n t a l 

t e c h n o l o g y t o develop i t , t h e g r e a t e s t b e n e f i t t o t h e 

h o r i z o n t a l i s t h e l o n g e r t h e e x t e n s i o n o f a h o r i z o n t a l 

b o r e h o l e , you i n c r e a s e your odds f o r success, you i n c r e a s e 

your odds f o r g r e a t e r p r o d u c t i o n and r e c o v e r i e s and decrease 

your odds f o r f a i l u r e t h e f u r t h e r t h a t you go and every 

e x t r a f o o t t h a t you achieve i n t h e h o r i z o n t a l b o r e h o l e 

i n c r e a s e s your odds and decreases your r i s k , i n my o p i n i o n . 

I n Lea County, Texas, Union P a c i f i c has now s e t 

t h e r e c o r d f o r h o r i z o n t a l d i s p l a c e m e n t l e n g t h a t 6200 f e e t . 
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EXAMINER MORROW: I hadn't heard t h a t . 

THE WITNESS: Thereby, o b v i o u s l y , c r o s s i n g s e c t i o n 

l i n e s and p r o b a b l y numerous l e a s e s t h a t t h e y --

MR. STOVALL: And even c o u n t i e s . 

THE WITNESS: And t h e y ' r e w o r k i n g f u r t h e r towards t h a t 

end. But v e r y i m p o r t a n t , i n my o p i n i o n , t o t h i s i s t h e f a c t 

t h a t t o g e t t o t h e p o i n t o f b e i n g 90 degrees or t o be 

h o r i z o n t a l t o your f o r m a t i o n , you have spent i n most cases 

a p p r o x i m a t e l y 65 o r 70 p e r c e n t o f t h e t o t a l d o l l a r s i t ' s 

g o i n g t o t a k e you t o t h e p o i n t o f c o m p l e t i o n and e q u i p p i n g 

t h e w e l l . 

So t h e r e f o r e , knowing t h a t you've spent 

70 p e r c e n t o f what you're g o i n g t h e spend on t h a t , whether 

you a c h i e v e 300 f e e t o f h o r i z o n t a l or 6,000 f e e t o f 

h o r i z o n t a l , and i n t h a t b a l l p a r k , y o u r economic b e n e f i t , 

t h e n , t o be a b l e t o d r i l l g r e a t e r d i s t a n c e s , a g a i n i n c r e a s e s 

your p r o b a b i l i t y f o r success, and o f course, i t a l s o 

i n c r e a s e s t h e amount o f r e s e r v e s t h a t you're g o i n g t o be 

a b l e t o ach i e v e i n t h e development o f t h e f i e l d . And again 

I would go back t o t h e p o i n t t h a t w i t h a 660 r e s t r i c t i o n 

from a s e c t i o n l i n e o r l e a s e l i n e , would t h e n l e a v e 1320 

f e e t a p p r o x i m a t e l y t h a t you d i d n o t encounter w i t h a 

b o r e h o l e ; and u n l e s s you th e n had an o f f s e t w e l l t h a t would 

p e r f e c t l y encounter t h e f r a c t u r e s t h a t may be t h e r e on 

an o t h e r l e a s e setback 660, which i n my o p i n i o n would be 
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i m p o s s i b l e t o a c h i e v e , you w i l l never r e c o v e r t h e r e s e r v e s 

t h a t s i t under t h a t 1320-acre s l i v e r on t h e n o r t h s i d e — i n 

t h i s case on t h e n o r t h s i d e o f 7 and t h e s o u t h s i d e o f 6; 

and I j u s t t h o u g h t t h a t I would b r i n g t h a t t o your a t t e n t i o n 

because v e r y few people are aware t h a t once you're a c t u a l l y 

h o r i z o n t a l , you are committed t o a v a s t amount or t h e 

m a j o r i t y o f t h e money t h a t you're a c t u a l l y g o i n g t o spend. 

Q. (By Mr. S t o v a l l ) I t ' s g e t t i n g around t h e c o r n e r , 

n o t g o i n g on down t h e l i n e t h a t c o s t s you money, r i g h t ? 

A. The t r u t h i s t h e way t h a t most people d r i l l them 

w i t h a down-hole motor, which i s a g r e a t c o s t , t h a t t h e i r 

h o r i z o n t a l s e c t i o n s are p r o b a b l y 50 p e r c e n t o f t h e i r budget; 

however, we r o t a r y d r i l l t h e e n t i r e h o r i z o n t a l s e c t i o n , o r 

a t l e a s t as much o f t h a t as p o s s i b l e ; and t h e r e f o r e , we 

decrease g r e a t l y t h e c o s t o f d r i l l i n g t h a t h o r i z o n t a l 

s e c t i o n , so t h a t we are a c t u a l l y r o t a r y d r i l l i n g i n t h e 

h o r i z o n t a l , so t h e curve -- g e t t i n g t o t h e c u r v e , s e t t i n g 

y o u r p i p e , which you cement back t o s u r f a c e i n t h i s area, 

which i s n o n r e c o v e r a b l e , t h e n , b u i l d i n g t h a t c urve w i t h t h e 

expense o f t h e equipment t h a t goes i n t h e h o l e , a g a i n you 

are g o i n g t o be between 60 and 70 p e r c e n t o f your budget 

v e r s u s g o i n g 300 or 3,000 f e e t , and we're p r o p o s i n g on t h i s 

w e l l 3,000 f e e t . I f we're h a v i n g good success, we would 

l i k e t o go 4,000 or even p o s s i b l e f u r t h e r , Again, t h e t e s t 

as an e x p l o r a t o r y way t o t e s t t h e n o r t h e r n b o u n d a r i e s o f 
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S e c t i o n 6. 

Q. What about --

EXAMINER MORROW: Go ahead. 

Q. (By Mr. S t o v a l l ) And i f we, g i v e n t h a t s tatement 

I t h i n k t h a t ' s r e a l l y what we've been s a y i n g a l l a l o n g — i s 

i f we p r e s e r v e t h e i n t e g r i t y o f our b a s i c , fundamental r u l e s 

by r e q u i r i n g minimum-sized d r i l l i n g b l o c k s i n accordance 

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

t o a l l o w more f l e x i b i l i t y i n t h e c r e a t i o n o f t h o s e d r i l l i n g 

b l o c k s , and t o a l l o w f o r l a r g e r - s i z e d d r i l l i n g b l o c k s w i t h 

incumbent a d d i t i o n a l a l l o w a b l e , o r whatever, t h a t would 

a c c o m p l i s h t h e r e s u l t t h a t you're s e e k i n g t o be a b l e t o be 

maximize your a b i l i t y t o h i t t h e f l e x u r e and f r a c t u r e s and 

ge t y o u r maximum p r a c t i c a l l e n g t h b o r e h o l e and s t i l l p r o t e c t 

c o r r e l a t i v e r i g h t s , and i t would appear t o me i t would go 

even f u r t h e r t o p r e v e n t waste because you'd be fewer w e l l s 

t o g e t more o i l . I s n ' t t h a t c o r r e c t ? 

A. C o r r e c t . 

EXAMINER MORROW: Have you g o t some more? I' v e g o t a 

few q u e s t i o n s . 

MR. STOVALL: I don't t h i n k so. I t h i n k I ' l l l e t you. 

EXAMINER MORROW: Okay. Let me t a l k a w h i l e , and th e n 

y o u ' l l maybe have some more. 

FURTHER EXAMINATION 

BY EXAMINER MORROW: 
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Q. You i n d i c a t e d t h a t you were a p p l y i n g f o r t h e 7-3 

tod a y . Now, you d i d n ' t mean i n t h i s h e a r i n g i n here. 

You're n o t a p p l y i n g f o r i t , I'm assuming. 

MR. BRUCE: Mr. Examiner, i f I may answer t h a t , t h a t 

was t h e Case 10 --

EXAMINER MORROW: That's t h e one t h a t was t a k e n under 

advisement. 

MR. BRUCE: — 332, I b e l i e v e , o r 330, which was --

MR. STOVALL: We haven't t h e number, b u t i t was heard. 

MR. BRUCE: I t was heard i n June, and t h e r e c o r d --

EXAMINER MORROW: You're n o t a p p l y i n g f o r any w e l l here 

today? 

MR. BRUCE: No. 

EXAMINER MORROW: Okay. 

MR. BRUCE: No, t h a t was heard and t a k e n under 

advisement. I t h i n k t h e r e c o r d was l e f t open, and some 

a d d i t i o n a l m a t e r i a l s were s u b m i t t e d ; t h a t t h a t i s n o t b e i n g 

heard t o d a y . I t ' s j u s t b e i n g used t o h e l p you unders t a n d --

EXAMINER MORROW: Oh, a l l r i g h t . I wanted t o be 

sure --

MR. BRUCE: -- what our p l a n s a r e . 

Q. (By Examiner Morrow) The w e l l i n S e c t i o n -- t h e 

c u r r e n t w e l l i n S e c t i o n 7, t h e one t h a t has made 5900 

b a r r e l s , w i l l i t be i n c l u d e d as a p a r t o f t h e 7-23 u n i t i f 

7-3 makes a w e l l , p a r t i c i p a t i n g area, o r do you — you don't 
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know, I guess, i s p r o b a b l y t h e answer. 

A. The t r u t h f u l answer t o t h a t i s I don't know. 

Depending on t h e p r o d u c t i o n and what t h e g e o l o g i s t s and t h e 

en g i n e e r s f e e l t h a t we are d r a i n i n g would be t h e 

p a r t i c i p a t i n g area, t h e n , t h a t we would a p p l y f o r , which may 

be d i f f e r e n t from t h e d r i l l i n g b l o c k . The way i t i s 

s i t u a t e d , my i n c l i n a t i o n a t t h i s t i m e would be t h a t i t would 

be f a i r l y t o u g h t o draw t h e c o n c l u s i o n t h a t s i n c e t h e 

f r a c t u r e t r e n d i n g i s r u n n i n g from southwest t o n o r t h e a s t , 

p r e d o m i n a n t l y , t h a t we're g o i n g t o have a d r a i n i n g e f f e c t 

some 3,000 f e e t away t o t h e sou t h o f where t h a t w e l l would 

be. 

Q. I s i t a p a r t o f t h e p r o r a t i o n u n i t s t h a t ' s 

c u r r e n t l y a s s i g n e d t o t h e w e l l ? I s i t i n c l u d e d i n t h e 

sp a c i n g u n i t f o r 7-3 as i t ' s a p p l i e d f o r ? 

A. Yes, i t I t h i n k i t would. Yes, i t would be. 

Q. How would you s o r t o u t t h e i n t e r e s t , i f you, say, 

you had v a r i o u s w o r k i n g i n t e r e s t owners i n a standup 640, 

two 320s s t o o d up t o make a 640, and you had v a r i a t i o n s i n 

w o r k i n g i n t e r e s t owners who p a r t i c i p a t e d i n t h a t d r i l l i n g 

b l o c k , and you l a t e r d e cided t h a t a l l o f t h a t s h o u l d n o t be 

i n c l u d e d i n t h e p a r t i c i p a t i n g area, how would you s o r t o ut 

t h e w o r k i n g i n t e r e s t ? I s t h a t covered i n t h e u n i t o p e r a t i n g 

agreement and t h e u n i t agreement — 

A. Yes. 
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Q. -- o r not? 

A. Yes, i t i s , p r o b a b l y w i t h two a t t o r n e y s and t h r e e 

a c c o u n t a n t s , b u t i t ' s a l l covered w i t h i n t h e o p e r a t i n g 

agreement and t h e u n i t agreement as t o how you would d i v i d e 

p r o d u c t i o n as w e l l as a s s o c i a t e d c o s t s b o t h p r i o r t o 

e s t a b l i s h i n g a p a r t i c i p a t i n g area and a f t e r t h e 

e s t a b l i s h m e n t a p p r o v a l o f a g i v e n p a r t i c i p a t i n g area f o r a 

w e l l . 

Q. Would a l l o f a p r o r a t i o n u n i t -- say you d r i l l e d 

a w e l l and assigned t h e p r o r a t i o n u n i t t o i t , would a l l o f 

t h a t be a p a r t o f t h e p a r t i c i p a t i n g area i n a l l cases? 

A. Could I ask you t o r e p e a t t h a t ? 

Q. A l l r i g h t . L e t ' s say you d r i l l t h i s 7-3, and you 

de t e r m i n e t h a t -- w e l l , I'm assuming your s p a c i n g u n i t f o r 

t h a t a t t h e c u r r e n t t i m e i s , I b e l i e v e you t e s t i f i e d t o 

t h a t , i s t h e west h a l f o f 6 and t h e west h a l f o f 7. 

A. C o r r e c t . 

Q. Okay. W e l l , l e t ' s assume t h a t you decided t h a t 

400 acres o f t h a t i s p r o d u c t i v e and s h o u l d be a p a r t o f t h e 

p a r t i c i p a t i n g area. Would you th e n come back i n and r e v i s e 

y o u r p r o r a t i o n u n i t so t h a t i t would be t h e 400 acres also? 

A. I do n o t b e l i e v e t h a t e i t h e r t h e BLM would 

approve t h a t nor t h a t we would a p p l y on t h a t t y p e o f a 

b a s i s , t h a t we would g e n e r a l l y t r y and keep i t -- t h e 

a p p l i c a t i o n , and I'm sure t h e BLM f o r a p p r o v a l purposes 
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would a t t e m p t t o keep t h a t i n t o p o s s i b l y t h e 480 acres t h a t 

was t a l k e d about e a r l i e r where you may have a q u a r t e r 

s e c t i o n o f one le a s e and a 320 standup. 

Q. So you'd have a t l e a s t e i t h e r a h a l f s e c t i o n o r a 

q u a r t e r s e c t i o n ? 

A. Yes. 

Q. You mi g h t e l i m i n a t e t h a t southwest q u a r t e r --

southwest q u a r t e r from t h e p r o r a t i o n u n i t . I s t h a t what 

you're saying? 

A. Yes, b a s i c a l l y , and I c o u l d see where t h e r e c o u l d 

be a c i r c u m s t a n c e where maybe you have an 80-acre l e a s e i n 

t h e r e , b u t t h e n i t changes over t o a, you know, a 180-acre 

l e a s e c o n t i g u o u s t o t h a t where you may i n c l u d e t h a t 80 

ac r e s , b u t g e n e r a l l y you would t r y and keep your a p p l i c a t i o n 

-- and I'm sure t h e a p p r o v a l process w i t h t h e BLM i n t o a 

p r o r a t i o n u n i t o r p a r t i c i p a t i n g area t h a t would be f o r an 

area t h a t would encompass f u l l l e a s e s and n o t c u t le a s e s 

i n t o d i v i s i o n . 

Q. I guess what I'm r e a l l y t r y i n g t o ask i s : I f you 

ass i g n e d a s p a c i n g u n i t f o r a w e l l and t h e n l a t e r found out 

t h a t p a r t pay o f t h a t was n o t p r o d u c t i v e , would you c o n t i n u e 

t o l e a v e t h a t a s s i g n e d t o t h e sp a c i n g and p r o r a t i o n u n i t f o r 

t h a t w e l l , even though i t was n o t a p a r t o f t h e 

p a r t i c i p a t i n g area, o r would you have e l i m i n a t e d t h a t ? 

MR. STOVALL: Let me f o l l o w up w i t h a q u e s t i o n t h a t may 
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h e l p c l a r i f y t h a t , because I un d e r s t a n d where t h e Examiner 

i s g o i n g w i t h t h i s . L e t ' s l o o k a t t h e S e c t i o n 7-3. I t has 

d e d i c a t e d t o i t f o r d r i l l i n g b l o c k purposes, 640 acres which 

i n c l u d e t h e southwest q u a r t e r o f S e c t i o n 7. Southwest 

q u a r t e r o f S e c t i o n 7, I assume, t h e west h a l f was -- t h a t 

w e l l i n t h e southwest was a west h a l f d e d i c a t i o n o r i g i n a l l y . 

MR. BRUCE: Yes, i t was. 

MR. STOVALL: I b e l i e v e t h a t ' s c o r r e c t . That's a 

noneconomic w e l l . I t would i n d i c a t e t h a t t h e southwest 

q u a r t e r i s p r o b a b l y n o n p r o d u c t i v e i n any s i g n i f i c a n t --

n o n c o n t r i b u t i n g and s i g n i f i c a n t amount? 

THE WITNESS: C o r r e c t . 

MR. STOVALL: Under t h e concept I proposed, you c o u l d 

j u s t as e a s i l y propose a 480-acre d r i l l i n g b l o c k c o n s i s t i n g 

o f t h e n o r t h w e s t o f 7 and t h e west h a l f o f 6, and t h e n a p p l y 

f o r a nonstandard p r o r a t i o n u n i t c o n s i s t i n g o f t h e southwest 

q u a r t e r o f 7 — 

THE WITNESS: C o r r e c t . 

MR. STOVALL: -- which would n o t be i n a p a r t i c i p a t i n g 

area. I t would be a nonstandard, 160-acre, n o n p a r t i c i p a t i n g 

area p r o r a t i o n u n i t . 

THE WITNESS: C o r r e c t . 

MR. STOVALL: Which would l e a d me t o my next 

recommendation -- and I hope t h i s g e t s t o what you're 

a s k i n g , Mr. Examiner, i s t h a t I would t h i n k t h a t -- I would 
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say t h a t p a r t i c i p a t i n g areas as e s t a b l i s h e d -- and I t h i n k 

i n o r d e r t o be c o m p a t i b l e — would have t o a l s o be approved 

on a p r o r a t i o n - u n i t b a s i s , c o n s i s t e n t w i t h t h e p r o r a t i o n 

u n i t r u l e s . I n o t h e r words, you would have t o come back i n 

i f you e s t a b l i s h e d a 480-acre p a r t i c i p a t i n g area, t h e n form 

a n onstandard u n i t , i t would seem t o me, o f t h e southwest 

q u a r t e r i n o r d e r t o have t h e w e l l s p r o p e r l y d e d i c a t e d under 

our r u l e s as w e l l as t h e u n i t agreement. 

THE WITNESS: Yes. 

MR. STOVALL: I s t h a t where you're headed? 

EXAMINER MORROW: A l l r i g h t . L et me ask my f i n a l 

q u e s t i o n . 

Q. (By Examiner Morrow) Under t h e terms o f t h e u n i t 

agreement and o p e r a t i n g agreement, what are t h e o b l i g a t i o n s 

and b e n e f i t s t o owners o f i n t e r e s t w i t h i n t h i s u n i t area who 

are n o t a p a r t o f t h e p a r t i c i p a t i n g area? 

A. The b e n e f i t i s -- t h e d i r e c t b e n e f i t i s zero. 

They do n o t p a r t i c i p a t e i n t h e p r o d u c t i o n o f t h a t w e l l f o r 

which t h e y are n o t p a r t o f a p a r t i c i p a t i n g a r e a; o r w e l l s , 

as i t may be. 

Q. W e l l , do t h e y have any o b l i g a t i o n s ? 

A. No, t h e y do n o t . 

FURTHER EXAMINATION 

BY MR. STOVALL: 

Q. L e t me go back and go a l i t t l e f u r t h e r w i t h t h a t . 
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There a re two d i f f e r e n t t y p e s o f i n t e r e s t s t h a t we would be 

concerned w i t h . From t h e s t a n d p o i n t o f a r o y a l t y owner, t h e 

r o y a l t y owners who own leas e s which a r e n o t a p a r t i c i p a t i n g 

a r e a, t h e d i s a d v a n t a g e i n g e n e r a l terms i s t h a t t h e y have 

l e a s e s t h a t a r e b e i n g h e l d by u n i t w e l l s i n which t h e y share 

no r o y a l t y b e n e f i t ; i s t h a t c o r r e c t ? 

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

Q. But i n t h i s case t h e r o y a l t y owner i s common 

t h r o u g h o u t . I t i s t h e f e d e r a l government. 

A. C o r r e c t . 

Q. So t h a t d i s a d v a n t a g e i s negated somewhat by 

v i r t u e o f t h e f a c t t h a t you have a f a i r l y p o w e r f u l r o y a l t y 

owner who has some say i n what goes on who can p r o t e c t t h e i r 

i n t e r e s t s s u b s t a n t i a l l y . 

A. H o p e f u l l y — 

EXAMINER MORROW: Very p o w e r f u l . 

MR. STOVALL: I don't t h i n k anybody q u e s t i o n s t h e power 

o f t h e r o y a l t y owner i n t h i s case. 

Q. (By Mr. S t o v a l l ) Now a p p a r e n t l y t h e o t h e r s i d e 

o f t h a t i s t h e w o r k i n g i n t e r e s t s i d e o f t h e t h i n g , i s t h a t 

i t would be t h e w o r k i n g i n t e r e s t owners i n n o n p a r t i c i p a t i n g 

areas would have t h e advantage o f no expense and t h e 

di s a d v a n t a g e o f no revenue b u t a l s o t h e advantage t h a t t h e i r 

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

i n t e r e s t by v i r t u e o f t h e u n i t o p e r a t i o n s , so t h a t even i f 
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t h e y don't p a r t i c i p a t e i n a w e l l a t any p o i n t i n t i m e , t h e y 

c o n t i n u e t o m a i n t a i n t h e as s e t o f t h e l e a s e ; i s t h a t 

c o r r e c t ? 

A. C o r r e c t . And a t any t i m e o f t h e u n i t o p e r a t i n g 

agreement, t h e y may propose a w e l l t o e s t a b l i s h p r o d u c t i o n , 

and under t h e same terms as t h e u n i t o p e r a t o r , b e i n g Veteran 

E x p l o r a t i o n , t h e y would propose a d r i l l i n g b l o c k f o r t h a t 

proposed w e l l ; and a g a i n i f t h a t e n t a i l e d o r encompassed 

o t h e r w o r k i n g i n t e r e s t p a r t n e r s , t h e n t h e y would share i n 

thos e c o s t s o r o b v i o u s l y be under t h e nonconsent p r o v i s i o n . 

I m i g h t add t h a t t h e r e a l burden and any 

d e t r i m e n t a l b e n e f i t t h a t may come o u t o f t h i s i s r e a l l y on 

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

For i f you are t o d r i l l a cross a l e a s e l i n e , f o r i n s t a n c e , 

and do n o t g e t t h e r a t i f i c a t i o n and a p p r o v a l o f t h e 

o v e r r i d i n g r o y a l t y i n t e r e s t h o l d e r s , i n such case you w i l l 

pay a double o v e r r i d e f o r your w e l l , and i n no i n s t a n c e , i f 

t h e y don't approve i t , w i l l t h e y be p e n a l i z e d . As a m a t t e r 

o f a f a c t , i t ' s t h e o p e r a t o r t h a t ' s p e n a l i z e d . 

And f u r t h e r t o t h a t e x t e n t , as I s t a t e d b e f o r e , 

you can o n l y a p p l y f o r a p a r t i c i p a t i n g area once commercial 

p r o d u c t i o n i s e s t a b l i s h e d . I f t h a t p a r t i c i p a t i n g area 

s h o u l d t h e n be deemed by t h e BLM e i t h e r t o be l a r g e r t h a n 

you a p p l i e d f o r o r what you a p p l i e d encompassed w o r k i n g 

i n t e r e s t owners t h a t d i d n o t p a r t i c i p a t e i n t h e o r i g i n a l 
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c o s t o f t h a t w e l l and t h u s t h e r i s k , t h e y w i l l share i n t h e 

p r o d u c t i o n and a f t e r success have t h e o p p o r t u n i t y t o come i n 

a t a c t u a l c o s t s , pay t h e i r way i n t o a s u c c e s s f u l w e l l f o r 

which t h e y d i d n o t bear t h e r i s k . So i n a l l i n s t a n c e s t h e 

burden i s p u t t o t h e o p e r a t o r i n t h i s u n i t , b u t a g a i n he may 

end up p a y i n g double r o y a l t i e s . 

Q. O v e r r i d e s , n o t r e a l l y r o y a l t i e s . 

A. Not r o y a l t i e s . O v e r r i d i n g r o y a l t y i n t e r e s t s and 

a l s o b r i n g i n g i n su b s e q u e n t l y i n t o s u c c e s s f u l w e l l s w o r k i n g 

i n t e r e s t owners t h a t do no t share i n t h e r i s k o f t h e 

proposed w e l l . 

EXAMINER MORROW: And t h a t same burden would be on any 

w o r k i n g i n t e r e s t owner who p a r t i c i p a t e d i n t h e d r i l l i n g 

b l o c k as w e l l as t h e o p e r a t o r --

THE WITNESS: C o r r e c t . 

EXAMINER MORROW: -- assuming i t was d i f f e r e n t , t h a t 

you d i d n ' t have a hundred p e r c e n t t h e r e ? 

THE WITNESS: C o r r e c t . 

EXAMINER MORROW: Okay. 

MR. BRUCE: Mr. Examiner, I might p o i n t o u t , as u s u a l 

w i t h t h e s e u n i t s , t h e u n i t o p e r a t i n g agreement p r o v i d e s t h a t 

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

y e a r s o f t h e e s t a b l i s h m e n t o f t h e f i r s t p a r t i c i p a t i n g area 

are t h e n a u t o m a t i c a l l y excluded from t h e u n i t , so t h e r e 

i s --
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EXAMINER MORROW: Okay. 

MR. BRUCE: — k i n d o f a t i m e d e a d l i n e on Ve t e r a n , 

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

a p p r o p r i a t e l y . 

EXAMINER MORROW: So t h a t p o w e r f u l r o y a l t y owner 

p r o b a b l y i n s i s t e d on t h a t . 

THE WITNESS: Yeah, a l s o I do b e l i e v e , from my notes 

a g a i n y e s t e r d a y , t h a t you need t o e s t a b l i s h once every 

t w e l v e months and by t h e f i r s t q u a r t e r , by March 31st 

p r e f e r a b l y o f every year, your development p l a n s f o r t h e 

f i e l d t o t h e BLM f o r t h e a p p r o v a l o f t h e i r a c t i n g agent; and 

upon t h a t development p l a n , i f t h e y do no t f e e l t h a t you're 

d e v e l o p i n g t h e f i e l d i n a pace t h a t f i t s w i t h t h e i r 

d e f i n i t i o n o f p r o p e r l y , p r u d e n t l y d e v e l o p i n g t h e f i e l d f o r 

everybody's b e n e f i t , t h e y may i n f a c t -- t h e y have t h e power 

t o t h e n d i s m a n t l e t h e e n t i r e u n i t , except f o r t h e 

p a r t i c i p a t i n g areas t h a t are a l r e a d y o ut t h e r e , b u t o t h e r 

t h a n t h a t , t h e y can, i n f a c t , t a k e t h e u n i t a p a r t f o r 

whatever i s n o t a l r e a d y --

Q. (By Mr. S t o v a l l ) Excuse me. C o n t r a c t e d t o t h e 

e x i s t i n g p a r t i c i p a t i n g areas? 

A. C o r r e c t . 

MR. STOVALL: W e l l , I t h i n k — you know, s t a r t i n g back 

i n -- j u s t my f i n a l comment on t h i s , when Sam Gary 

o r i g i n a l l y a p p l i e d f o r t h i s , I saw t h e p o t e n t i a l f o r what 
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c o u l d be t h e advantages t h a t c o u l d be gai n e d by u n i t 

o p e r a t i o n , and Jim and I have been t h r o u g h s e v e r a l 

c o n v e r s a t i o n s on t h i s over t h e l a s t s e v e r a l months, b u t I 

t h i n k we've been a b l e i n t h i s h e a r i n g t o focus on some 

s i g n i f i c a n t advantages t h a t can be gained by a p p l y i n g modern 

d r i l l i n g t e c h n o l o g y , t h e h o r i z o n t a l d r i l l i n g approach, 

w i t h i n t h e u n i t i z e d o p e r a t i o n concept, and I t h i n k i t g i v e s 

us an o p p o r t u n i t y t o a t l e a s t l o o k a t how we can be f l e x i b l e 

i n our s t r u c t u r e as a way t o address and maximize th o s e 

advantages i n r u l e m a k i n g . 

I a p p r e c i a t e your t a k i n g t h e t i m e t o come down 

and go t h r o u g h t h i s e x e r c i s e w i t h us, because I t h i n k --

i t ' s our i n t e n t someday t o develop some g e n e r a l r u l e s 

r e g a r d i n g h o r i z o n t a l d r i l l i n g , and t h i s j u s t t a k e s us one 

st e p c l o s e r t o making these r u l e s more r e a l - w o r l d o r i e n t e d , 

and I a p p r e c i a t e i t . 

THE WITNESS: W e l l , thank you. I'm g l a d we c o u l d be o f 

-- have some i n p u t and be o f a l i t t l e h e l p . 

MR. STOVALL: I have no f u r t h e r q u e s t i o n s . 

EXAMINER MORROW: Mr. Bruce, do you have a n y t h i n g else? 

MR. BRUCE: I have n o t h i n g f u r t h e r , Mr. Examiner. 

THE WITNESS: Mr. Jacobsen, do you want t o add 

a n y t h i n g ? 

MR. JACOBSON: No, no thank. 

EXAMINER MORROW: Case 10331 w i l l be ta k e n under 
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advisement, and today's h e a r i n g i s a d j o u r n e d . 

(The f o r e g o i n g h e a r i n g was concluded a t t h e approximate 

hour o f 1:05 p.m.) 

* * * 

I ^hereby certify , h a t f h e f 

a complete rerCr-' -^-..g er 
the Exam/nor i-.-~L,Z I r - " : : f j i n S * ^ 
heard b y ; ^ _ _ _ r 

Oil Conservation Division 
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STATE OF NEW MEXICO 
ss. 

COUNTY OF SANTA FE 

REPORTER'S CERTIFICATE 

I , MAUREEN R. HUNNICUTT, RPR, a C e r t i f i e d Shorthand 

R e p o r t e r and Notary P u b l i c , DO HEREBY CERTIFY t h a t I 

s t e n o g r a p h i c a l l y r e p o r t e d these p r o c e e d i n g s b e f o r e t h e 

O i l C o n s e r v a t i o n D i v i s i o n ; and t h a t t h e f o r e g o i n g i s a t r u e , 

complete and a c c u r a t e t r a n s c r i p t o f t h e pr o c e e d i n g s o f s a i d 

h e a r i n g as appears from my s t e n o g r a p h i c notes so t a k e n and 

t r a n s c r i b e d under my p e r s o n a l s u p e r v i s i o n . 

I FURTHER CERTIFY t h a t I am n o t r e l a t e d t o nor employed 

by any o f t h e p a r t i e s h e r e t o , and have no i n t e r e s t i n t h e 

outcome h e r e o f . 

DATED a t Santa Fe, New Mexico, t h i s 2 0 t h day o f 

September, 1991. 

My Commission E x p i r e s : 
A p r i l 25, 1993 

MAUREEN R. HUNNICUTT, RPR 
C e r t i f i e d Shorthand R e p o r t e r 
CSR No. 166, Not a r y P u b l i c y 
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