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( 1 HEARING EXAMINER: This hearing w i l l come ! 
j 

2 t o order. At the request of the General Counsel f o r j 

3 both Exxon and Santa Fe, I'm going to c a l l Case 

4 Numbers 9832 and 9797. 

5 MR. STOVALL: Case 9832, the a p p l i c a t i o n of 
i 

6 : Exxon Company, U.S.A., f o r compulsory p o o l i n g , a ; 

7 nonstandard gas p r o r a t i o n u n i t , an unorthodox gas w e l l ! 

8 l o c a t i o n , and an exemption to Special Rules and 

9 Regulations governing the Rock Tank-Upper and Lower 

10 Morrow Gas Pool, Eddy County, New Mexico. 

11 Case 9797, a p p l i c a t i o n of Santa Fe Energy 

12 Operation P a r t n e r s , L.P., f o r compulsory p o o l i n g and a 

13 nonstandard gas p r o r a t i o n u n i t , Eddy County, New 

14 Mex i c o . 

15 HEARING EXAMINER: At t h i s time I w i l l 

16 c o n s o l i d a t e these two cases f o r the purpose of 

17 testimony and c a l l f o r appearances. 

18 MR. KELLAHIN: Mr. Examiner, I'm Tom 

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

20 K e l l a h i n & Aubrey. I'm appearing today on beh a l f of 
21 Exxon . 

22 HEARING EXAMINER: Any other appearances. 

23 MR. PADILLA: Mr. Examiner, my name i s 

24 Ernest L. P a d i l l a f o r Santa Fe Energy Company. 
25 HEARING EXAMINER: Are there any other 
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1 appearances? There being none, Mr. K e l l a h i n , do you 

2 have any witnesses to be sworn today? 

3 MR. KELLAHIN: Yes, s i r , I have four 

4 witnesses t o be sworn. 

5 HEARING EXAMINER: And, Mr. P a d i l l a ? 

6 MR. PADILLA: I have two witnesses. And 

7 l e t me c o r r e c t my e n t r y cf appearance. My e n t r y i s 

8 f o r Santa Fe Energy Operating P a r t n e r s , L.P. 

9 HEARING EXAMINER: What d i d you say 

10 before? 

11 MR. PADILLA: "Company." 

12 HEARING EXAMINER: W i l l the witnesses 

13 please stand and be sworn at t h i s t i m e . 

14 (Witnesses sworn.) 

15 HEARING EXAMINER: Are there any opening 

16 statements before we get s t a r t e d , gentlemen? 

17 MR. KELLAHIN: Mr. Examiner, i f you please, 

18 the case before you i s masquerading as a compulsory 

19 p o o l i n g case, i f you w i l l , but the issues to decide 

20 are r e a l l y not compulsory p o o l i n g issues. 

21 The di s p u t e between the p a r t i e s , Mr. 

22 Examiner, i s t w o f o l d . One, the Section 20 t h a t i s i n 

23 d i s c u s s i o n , shown on Exxon's proposed E x h i b i t No. 3, 

24 i s i n an area adjacent to two d i f f e r e n t Morrow gas 

2 5 pools. 

CUMBRE COURT REPORTING 
(505) 984-2244 



7 

( 1 The pool o u t l i n e d on E x h i b i t No. 3 t o the j 

2 n o r t h and west, i t shows an area described i n a dashed j 

3 l i n e i s Rock Tank-Upper and Lower Morrow Pool. That j 

4 Morrow Pool i s based on 6 40-acre spacing. Section 20, j 

5 the testimony w i l l show you i s a s h o r t - s i z e d s e c t i o n 

6 of j u s t under 600 acres. 

7 To the south and to the west of Section 20 

8 i s the B a l d r i d g e Canyon Morrow, which i s based on 

9 320-acre spacing. 

10 One of the fundamental issues f o r you t o 

11 resolve and one of the areas of d i s p u t e between the 

12 p a r t i e s i s a c o n t e n t i o n as to which of the two p o o l s , 

13 i f e i t h e r , Section 20, ought t o be i n i t i a l l y 

14 d e d i c a t e d . I t ' s Exxon's c o n t e n t i o n and our g e o l o g i c 

15 proof t h a t Section 20 i s separate and d i s t i n c t from 

16 the Rock Tank Morrow, and t h a t we propose t h a t Section 

17 20 be developed on 320-acre spacing; t h a t there i s 

18 f u r t h e r g eologic i n d i c a t i o n s to show t h a t there i s a 

19 p o t e n t i a l s e p a r a t i o n , g e o l o g i c a l l y , from e i t h e r the 

20 Dark Canyon Penn Gas Pool or the Baldridge Canyon 

21 Morrow Gas Pool t o the south and west. We b e l i e v e 

22 then i t ' s going t o be a p p r o p r i a t e t o space Section 20 

23 on statewide Morrow gas spacing. 

24 That i s the f i r s t area of concern and one 

25 of the areas which y o u ' l l need to resolve f o r us. 
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1 W i t h i n the co n t e x t then of the compulsory 

2 p o o l i n g a p p l i c a t i o n , a di s p u t e has a r i s e n between 

3 Santa Fe and Exxon over the development of Section 20 

4 i t s e l f . 

5 When you look at Section 20, the land 

6 testimony w i l l demonstrate to you the south h a l f of 

7 t h i s s e c t i o n i s a s i n g l e f e d e r a l lease. The lessee i s 

8 Amoco. 

9 When we look at the n o r t h h a l f of the 

10 s e c t i o n , except f o r t h i s 37 acres l o c a t e d i n the 

11 northwest of the n o r t h e a s t , which i s c o n t r o l l e d by 

12 Santa Fe Operating P a r t n e r s , the balance of the n o r t h 

13 h a l f of the s e c t i o n c o n s i s t s of another f e d e r a l lease, 

14 the lessee of which i s Exxon. 

15 Exxon has proposed t o Santa Fe and Santa Fe 

16 has r e j e c t e d Exxon's proposal t h a t the o r i e n t a t i o n of 

17 the 320-acre spacing u n i t be an e a s t - h a l f 

18 o r i e n t a t i o n . So p a r t of the issue to resolve i s a 

19 d e t e r m i n a t i o n of how to o r i e n t the i n i t i a l spacing 

20 u n i t i n the pool f o r Section 20. 

21 Santa Fe contends i t should be a n o r t h - h a l f 

22 o r i e n t a t i o n . Our proof and one of the issues f o r you 

23 t o resolve then i s our c o n t e n t i o n of an e a s t - h a l f 

24 o r i e n t a t i o n . That's the second i s s u e . 

25 You see on E x h i b i t No. 3 t h a t there are 
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1 some dots on t h a t d i s p l a y ; two of them are red, and 

2 one i s a dark blue d o t . There i s a d i f f e r e n c e of 

3 o p i n i o n between the companies as to where t o l o c a t e 

4 the i n i t i a l w e l l f o r the development of the s e c t i o n . 

5 Our a p p l i c a t i o n f o r compulsory p o o l i n g 

6 doesn't seek t o have Exxon named as the o p e r a t o r . We 

7 propose t h a t Santa Fe be the o p e r a t o r . There's no 

8 d i s p u t e on the AFE. H o p e f u l l y , t h e r e ' s no di s p u t e on 

9 the overhead charges or anything else about compulsory 

10 p o o l i n g except the o r i e n t a t i o n and l o c a t i o n of t h a t 

11 w e l l . 

12 I n our a p p l i c a t i o n f o r compulsory p o o l i n g , 

13 we had, based upon geo l o g i c a n a l y s i s , proposed t h a t 

14 the w e l l i n the east h a l f be at an unorthodox 

15 l o c a t i o n , 660 out of the n o r t h and east l i n e s of 

16 Section 20. Subsequent to my f i l i n g t h a t a p p l i c a t i o n , 

17 we had one of our t e c h n i c a l people go onto the surface 

18 of Section 20 to determine f o r us whether or not t h a t 

19 was going to be an acceptable topographic l o c a t i o n , 

20 and he determined t h a t i t was n o t . 

21 I've advised Mr. P a d i l l a t h a t we are 

22 amending our request f o r the l o c a t i o n of what i s 

23 described on t h i s d i s p l a y as the El w e l l , which i s the 

24 Exxon w e l l . 

25 We propose t o move to a more standard 
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1 l o c a t i o n , which i s s t i l l unorthodox, Mr. Examiner, but 

2 t h a t l o c a t i o n i n the no r t h e a s t q u a r t e r i s proposed to 

3 be 1,500 f e e t from the n o r t h l i n e and 1,100 f e e t from 

4 the east l i n e . And t h a t ' s approximately where we have 

5 spo t t e d the red dot t h a t shows E l . 

6 We've s p o t t e d , f o r purposes of d i s c u s s i o n , 

7 the approximation of Santa Fe's amended l o c a t i o n f o r 

8 what i s described as the SI w e l l . That l o c a t i o n i s 

9 1,980 from the n o r t h l i n e and 1,980 from the west 

10 l i n e , and t h a t would be c o n s i s t e n t w i t h standard w e l l 

11 l o c a t i o n s f o r 640-acre gas spacing. 

12 I n i t i a l l y , before Santa Fe amended i t s 

13 a p p l i c a t i o n and sought, i n the a l t e r n a t i v e -- they 

14 i n i t i a l l y sought the n o r t h h a l f of the s e c t i o n as the 

15 spacing u n i t ; they had a w e l l s p otted 1,980 from the 

16 n o r t h l i n e -- I'm s o r r y -- 990 from the n o r t h l i n e , 

17 and 1,980 from the east l i n e ; they had i t spotted on 

18 the i r 37 acres . 

19 Then they amended t h e i r a p p l i c a t i o n , as you 

20 can see, and they requested 1,980 from the n o r t h , 

21 1,980 from the west as the w e l l l o c a t i o n f o r a w e l l 

22 now t o be dedicated e i t h e r 640 spacing o r , i n the 

23 a l t e r n a t i v e , 320 spacing, being the n o r t h h a l f . 

24 The E2 spot i s what our testimony w i l l 

25 demonstrate t o you i s what we b e l i e v e t o be the best 
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1 l o c a t i o n f o r the second w e l l t o be developed i n the 

2 , s e c t i o n , and t h a t would be the E2 w e l l t o be developed 

3 f o r the west h a l f spacing u n i t . 

4 Our proposed s p e c i f i c l o c a t i o n f o r t h a t 

5 w e l l would be 1,700 f e e t from the n o r t h l i n e and 1,300 

6 f e e t from the west l i n e . 

7 I n c o n c l u s i o n , t h e n , Mr. Examiner, the 

8 d i f f e r e n c e between the p a r t i e s at t h i s p o i n t i s a 

9 d e t e r m i n a t i o n as to what the spacing i s f o r the 

10 s e c t i o n , which p o o l , i f any, i t ought to be a p p l i e d 

11 t o , and then w i t h i n the s e c t i o n , the o r i e n t a t i o n of 

12 the spacing u n i t and the l o c a t i o n of the w e l l . And i n 

13 the con t e x t of the p o o l i n g cases then those are the 

14 issues t h a t I t h i n k are i n c o n t e n t i o n . 

15 HEARING EXAMINER: Mr. P a d i l l a ? 

16 MR. PADILLA: Mr. Examiner, we b e l i e v e t h i s 

17 case i s a s t r i c t compulsory p o o l i n g case t h a t i s 

18 d i c t a t e d by the Upper Tank or Rock Tank-Upper Morrow 

19 and the Rock Tank-Lower Morrow Special Pools. They 

20 c a l l f o r 640-acre spacing. 

21 Our a p p l i c a t i o n requests a nonstandard 

22 p r o r a t i o n u n i t only because the r e are 599 acres i n 

23 Section 20, not by v i r t u e of 320 or 640 type of 

24 dichotomy. 

25 The c o n t r o l t h a t we have t o go by and t h a t 
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1 the Santa Fe Energy has been advised by the OCD's 

2 A r t e s i a o f f i c e i s t h a t 640-acre spacing a p p l i e s by 

3 v i r t u e of the Rock Tank Special Pool Rules, and t h a t 

4 i s why the a p p l i c a t i o n of Santa Fe Energy was amended 

5 from 320 acres to 640 acres. 

6 I n a d d i t i o n , the testimony t h a t our landman 

7 w i l l t e s t i f y t o i s t h a t he has, or Santa Fe Energy has 

8 sought the advice of the United States Department of 

9 I n t e r i o r , Bureau of Land Management i n Roswell, and 

10 they have perceived a p r e l i m i n a r y i n d i c a t i o n t h a t an 

11 e a s t - h a l f p r o r a t i o n u n i t w i l l not be approved or 

12 communitization agreement simply because you're 

13 s p l i t t i n g two f e d e r a l leases i n a manner t h a t ' s 

14 unacceptable and against p u b l i c i n t e r e s t of the United 

15 States i n s o f a r as the development of the s e c t i o n i s 

16 concerned . 

17 Our geol o g i c testimony w i l l also show t h a t 

18 a w e l l i n the n o r t h e a s t q u a r t e r and a w e l l i n the 

19 southeast q u a r t e r w i l l be b e t t e r able to develop a 

20 s e c t i o n should we go to 320 acres and should the 

21 D i v i s i o n approve the exemption of Exxon to grant 

22 320-acre spacing. 

23 We b e l i e v e , however, t h a t the c o n t r o l here 

24 i s going t o have to be d i c t a t e d by the One-Mile Rule 

25 t h a t the 640-acre spacing a p p l i e s because of the 
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i 
I 

I 1 p r o x i m i t y t o the Rock Tank F i e l d . You have Section 18 ! 
i 

2 t h a t has to be completely i n c l u d e d i n the Rock Tank J 

3 because t h a t i s now spaced on 640 acres, and you're 
i 

4 r i g h t up against Section 18, or Section 20 i s r i g h t up J 

5 agai n s t Section 18, and i t ' s a d j a c e n t . I t ' s not even ; 

6 a ques t i o n of whether or not 320 acres i s 

7 appropr i a t e . 
i 

8 The burden of proof i s going t o have t o be 

9 on Exxon to show t h a t there's some anomaly or 

10 something t o separate the Rock Tank from the Section 

11 20. I n order to do t h a t , they would have t o p r e v a i l . 

12 I n order t o p r e v a i l , they would have to show t h a t k i n d 

13 of anomaly between Section 18 and Section 20. 14 Again, t o make my opening argument or 

15 statement b r i e f , i t ' s j u s t simply a ques t i o n t h a t i t ' s 

16 a s t r a i g h t compulsory p o o l i n g issue based on 640 

17 acres. 

18 The a p p l i c a t i o n of Exxon does not c a l l f o r 

19 c r e a t i o n of s p e c i a l pool r u l e s f o r a d i f f e r e n t p o o l , 

20 and n e i t h e r can there be u n t i l a w e l l i s a c t u a l l y 

21 d r i l l e d i n Section 20 to decide whether or not 

22 drainage on 320 acres or 640 acres i s a p p r o p r i a t e . 

23 HEARING EXAMINER: Thank you, Mr. P a d i l l a . 

24 Gentlemen, Exxon appears f i r s t on the 

25 docket today. Santa Fe has a lower number. By v i r t u e 
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1 of the way you guys are s i t t i n g here today, I assume 

2 t h a t Exxon i s t o lead o f f i n t h i s matter? 

3 MR. KELLAHIN: I'm happy t o go f i r s t , Mr. 

4 Examiner. 

5 HEARING EXAMINER: Mr. P a d i l l a ? 

6 MR. PADILLA: That's f i n e . 

7 HEARING EXAMINER: Mr. K e l l a h i n ? 

8 MR. KELLAHIN: At t h i s time we'd c a l l 

9 Exxon's landman, Mr. Brockman King. 

10 BROCKMAN KING, 

11 the witness h e r e i n , a f t e r having been f i r s t d u l y sworn 

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

13 DIRECT EXAMINATION 

14 BY MR. KELLAHIN: 

15 Q. Mr. King, would you please s t a t e your name 

16 and occupation. 

17 A. My name i s Brockman King. I'm a senior 

18 landman f o r Exxon Company, U.S.A., i n Midland, Texas. 

19 Q. Mr. King would you summarize f o r the 

20 examiner your e d u c a t i o n a l background? 

21 A. I have a B.B.A. i n Management from Texas 

22 Tech U n i v e r s i t y t h a t I received i n 1975. I have the 

23 e q u i v a l e n t of a P.L.M. from the U n v e r s i t y of Oklahoma 

24 t h a t I received i n 1983. 

25 Q. Subsequent to your g r a d u a t i o n , would you 
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1 describe f o r us what has been your petroleum 

2 experience as a petroleum landman? Would you desc r i b e 

3 your employment experience as a petroleum landman? 

4 A. I have been w i t h Exxon f o r seven years as a 

5 •landman. 

6 Q. Do you have any knowledge or involvement 

7 w i t h regards t o land matters i n the area i n que s t i o n 

8 before the examiner today? 

9 A. Yes, s i r , I do. 

10 Q. Have you made y o u r s e l f f a m i l i a r w i t h the 

11 i n t e r e s t i n Section 20 l o c a t e d on E x h i b i t No. 3, which 

12 i s a p o r t i o n of an area i n Eddy County, New Mexico? 

13 A. Yes, s i r , I have. 

14 Q. What s p e c i f i c a l l y i s your involvement i n 

15 t h i s case, Mr. King? 

16 A. B a s i c a l l y , I was charged w i t h l o o k i n g at 

17 the a p p l i c a t i o n f o r forced p o o l i n g by Santa Fe and f o r 

18 a t t e m p t i n g t o n e g o t i a t e a se t t l e m e n t i n c o n j u n c t i o n 

19 w i t h t h a t . And when i t became apparent t h a t t h a t 

20 n e g o t i a t i o n was not going t o be complete, then I 

21 f u r t h e r d i d i n v e s t i g a t i o n on the case. 

22 Q. Have you made y o u r s e l f f a m i l i a r w i t h the 

23 ownership of the va r i o u s m i n e r a l i n t e r e s t s w i t h i n 

24 Section 20? 

25 A. Yes, s i r , I have. 
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1 MR. KELLAHIN: At t h i s t i m e , Mr. Examiner, i 

2 I tender Mr. King as an expert petroleum landman. 

3 HEARING EXAMINER: Are ther e any 
! 

4 o b j e c t i o n s ? j 
i 

5 MR. PADILLA: No, s i r . i 
! 

6 HEARING EXAMINER: Mr. King i s so ; 
I 

7 q u a l i f i e d . j 

8 Q. (BY MR. KELLAHIN) Mr. King, l e t me have ' 

9 you t u r n t o the package of e x h i b i t s t h a t I have passed I 

10 o u t. I'd ask you to take what i s marked as E x h i b i t 1 

11 No. 1, which i s the p l a t of t h i s area? j 

12 A. Yes , s i r . ! 

13 Q. And i d e n t i f y t h a t d i s p l a y f o r us. 

14 A. This i s a p l a t i n Eddy County, New Mexico, j 

15 Township 23 South, Range 25 East. I have co l o r e d i n j 

16 on t h i s p l a t Section 20. Exxon's ownership i s i n j 

17 y e l l o w , which i s 261 acres. 37 acres i s col o r e d i n 

18 blue by Santa Fe. And the remaining acreage i n the 

19 south h a l f i s 299 acres owned by Amoco. 

20 Q. Would you describe f o r us the type of 

21 leases t h a t are i n v o l v e d i n Section 20? I 

22 A. Exxon's lease i s a f e d e r a l lease t h a t was j 

23 bought at the c o m p e t i t i v e o i l and gas sale of August 

24 19, 1987. That lease took e f f e c t on October 1, 1987, 

25 f o r a f i v e - y e a r term. Amoco has a f e d e r a l lease i n j 
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1 the south h a l f . That lease i s HBP. And Santa Fe has 

2 a 37-acre fee mi n e r a l lease i n the northwest q u a r t e r 

3 of the northe a s t q u a r t e r of Section 20 . 

4 Q. Are you aware of or f a m i l i a r w i t h the 

5 primary term of the Santa Fe fee lease i n the 

6 northwest of the northeast? 

7 A. I do know t h a t t h e i r primary term e x p i r e s , 

8 I b e l i e v e , i n August and September of 1994. 

9 Q. And the primary term of your f e d e r a l lease 

10 i n the n o r t h h a l f of Section 20 expi r e s when, Mr. 

11 King? 

12 A. That e x p i r e s on October 1, 1992. 

13 Q. Does Exxon have other m i n e r a l i n t e r e s t s i n 

14 t h i s immediate area e i t h e r by ownership or leasehold 

15 i n t e r e s t ? 

16 A. Yes, s i r , we do. Exxon at the same sale 

17 bought a l l of Section 17. That primary term e x p i r e s 

18 on 11-1-92. That i s a f e d e r a l lease a l s o . We also 

19 have extensive leasehold t o the east, which I have not 

20 c o l o r e d i n on t h i s map, approximately three m i l e s . 

21 Q. When we look at Section 16, which i s the 

22 diag o n a l n o r t h e a s t o f f s e t to Section 20, what i s your 

23 understanding of the ownership of t h a t s e c t i o n ? 

24 A. My understanding of the ownership of 

25 Section 16 i s t h a t Siete O i l & Gas has a s t a t e lease 
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1 t h a t e x p i r e s 11-1-93 f o r a l l of t h a t s e c t i o n w i t h the 

2 exception of the nor t h e a s t of the northwest q u a r t e r 

3 which Siete O i l & Gas also has. That primary term 

4 ex p i r e s 8-1-94. They paid $312 f o r t h a t small 

5 p o r t i o n . They paid $200 an acre f o r the remainder of 

6 Section 16 . 

7 Q. When we look at Section 21, would you 

8 describe your understanding of the working i n t e r e s t 

9 ownership or the leasehold ownership i n 21? 

10 A. According to my p l a t on Section 2 1 , Santa 

11 Fe Energy has a l l of t h a t -- beg your pardon -- they 

12 have a l l of the east h a l f of t h a t s e c t i o n . They also 

13 have a l l of the west h a l f of Section 21, w i t h the 

14 exception of the southwest of the southwest q u a r t e r of 

15 said s e c t i o n . 

16 They bought t h a t s e c t i o n at the same lease 

17 sale t h a t we d i d , competetive lease s a l e . Their 

18 primary e x p i r a t i o n f o r the west h a l f of t h a t s e c t i o n 

19 i s 11-1-92, and they paid $67 an acre f o r t h a t h a l f 

20 sect i o n . 

21 Q. You describe i n your opening statement, Mr. 

22 King, t h a t you have been i n v o l v e d on behalf of Exxon 

23 i n n e g o t i a t i n g or at t e m p t i n g t o n e g o t i a t e on a 

24 v o l u n t a r y basis your p a r t i c i p a t i o n w i t h Santa Fe and 

25 w i t h Amoco f o r the f o r m a t i o n of a spacing u n i t f o r the 
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A. Yes, s i r , t h a t ' s c o r r e c t . 

Q. Have you been s u c c e s s f u l i n o b t a i n i n g a 

v o l u n t a r y agreement f o r p a r t i c i p a t i o n i n a w e l l w i t h 

the working i n t e r e s t owners i n t h a t s e c t i o n ? 

A. No, s i r , we have not reached agreement. 

Q. And why no t , s i r ? 

A. I t h i n k there are b a s i c a l l y two reasons 

t h a t we have not reached agreement. Number one, Santa 

Fe has proposed t h a t they have come up w i t h a 

s i t u a t i o n where the p o o l i n g was changed from a 

320-acre to a 640-acre s i t u a t i o n . Also, we have n o t ' 

come t o the agreement as to what the geologic 

o r i e n t a t i o n should be should t h i s come t o a 320-acre 

p r o r a t i o n s i t u a t i o n . 

Also, I'd say, the t h i r d f a c t o r i n v o l v e d i s 

t h a t we o f f e r e d Santa Fe a farmout at t h e i r request, 

and they d i d n ' t l i k e our terms. 

Q. Let me ask you to t u r n to what i s marked as 

E x h i b i t No. 2 and t e l l me what E x h i b i t No. 2 

c o n t a i n s . 

A. S i r , E x h i b i t No. 2 contains a l l of my 

w r i t t e n correspondence w i t h both Siete O i l & Gas and 

Santa Fe Energy Operating P a r t n e r s , L.P. I t also 

c o n t a i n s s e v e r a l compulsory hearing a p p l i c a t i o n s , both 
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1 on the p a r t of Santa Fe Operating P a r t n e r s , L.P., and 

2 Exxon Company U.S.A. 

3 Q. W i t h i n E x h i b i t 2, you have numbered each of 

4 the pages i n E x h i b i t 2, 1 through page 22, I b e l i e v e ? 

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

6 Q. Let me ask you to t u r n w i t h me t o page No. 

7 10 of E x h i b i t No. 2. 

8 A. Yes , s i r . 

9 Q. What i s t h i s , Mr. King? 

10 A. This i s a l e t t e r from myself t o Mr. P a t r i c k 

11 Tower, dated October 19, 1989, whereby I have 

12 o u t l i n e d , number one, the f a c t t h a t Mr. Tower's l e t t e r 

13 t o Exxon proposing a farmout or j o i n t s i t u a t i o n 

14 provided no terms f o r a farmout, which I f i n d h i g h l y 

15 i r r e g u l a r . 

16 I n t h i s l e t t e r , I have a number 1 and a 

17 number 2 inden t e d . The number 1 i s where Exxon 

18 o f f e r e d a farmout to Santa Fe f o r the east h a l f of 

19 Section 20. I n t h i s o f f e r , we o f f e r e d -- Exxon 

20 o f f e r e d t o d e l i v e r a 75 percent net revenue i n t e r e s t . 

21 We would r e t a i n the d i f f e r e n c e between the r o y a l t y and 

22 25 per c e n t , and Exxon d i d not reserve any back-in 

23 a f t e r payout, which i s a very generous and unusual 

24 o f f e r . 

25 Q. Let me i n t e r r u p t you f o r a moment. 
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A. Yes , s i r . 

Q. W i t h i n the co n t e x t of your proposal f o r a 
i 
i 

farm-out term on the east h a l f of Section 20 as shown 

i n your paragraph 1, d i d Mr. Tower on behalf of Santa 

Fe respond t o t h a t proposal? 

A. Mr. Tower, i n correspondence, dated October 

26, 1989, b a s i c a l l y s k i r t e d the issue by saying t h a t 

they had suddenly learned by a telephone c a l l t o the ' 

OCD t h a t the spacing would now be 640, which would j 

c e r t a i n l y negate t h i s o p p o r t u n i t y of having a farmout I 

i 

from Exxon on the east h a l f of Section 20. ! 

Q. Let's look at Mr. Tower's l e t t e r , which i s 

pages 11 and 12, and l e t me d i r e c t your a t t e n t i o n t o j 

the l a s t paragraph on the f i r s t page, which begins: j 

"Santa Fe w i l l e n t e r t a i n " ? 

A. Yes , s i r . 

Q. I f y o u ' l l read through t h a t f o r me, I want 
i 

t o ask you a q u e s t i o n . Just read i t t o y o u r s e l f , and 

then go t o page 2, and f i n i s h the sentence. 

A. Yes, s i r . 

Q. I s i t a c o r r e c t statement t o say t h a t Santa 

Fe would have accepted what you've c h a r a c t e r i z e d as an 

a t t r a c t i v e farm-out agreement provided Exxon would 

agree to d e d i c a t i n g the e n t i r e s e c t i o n i n terms of a 

farmout to them? 
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1 A. Yes, s i r , I t h i n k w i t h the exception of the 

2 o n e - t h i r d b a c k - i n , t h a t i s a c o r r e c t statement. i 

3 Q. When we look at your l e t t e r , Mr. King, on i 

4 page 10 --

5 A. Yes , s i r . 

6 Q. -- you have a reference at the top j u s t 

7 below the date of October 9, and you r e f e r t o a w e l l 

8 l o c a t i o n . I t says 1,980 from the east l i n e and 660 

9 from the n o r t h l i n e ? 

10 A. Yes, s i r , I do. 

11 Q. What's t h a t mean? 

12 A. That reference on the dated l e t t e r of 

13 October 19, 1989, page 10 of E x h i b i t 2, i s a reference i 

14 to the i n re of Santa Fe's i n i t i a l proposal t o us. 

15 The Escalante Federal Com "20" #1 i s Santa Fe's name 

16 f o r t h e i r p a r t i c u l a r p r o j e c t i n t h i s area. The 1,980 

17 f e e t from the east l i n e by 660 f e e t from the n o r t h 

18 l i n e was the i n i t i a l Santa Fe proposed w e l l . 

19 I w i l l p o i n t t h a t out to you i n t h e i r 

20 e x h i b i t . I have i n my hand a l e t t e r from Santa Fe. 

21 I t i s E x h i b i t 2, page 2, dated August 25, 1989, t o Mr. 

22 Joe Thomas from P a t r i c k Tower, whereby i n the i n r e , 

23 he s t a t e s : "The Escalante Fed Com "20" #1, 1,980 f e e t ! 

24 from the east l i n e and 660 f e e t from the n o r t h l i n e . " ! 

25 So e s s e n t i a l l y , s i r , my i n re i n my l e t t e r I 
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1 i s i n response t o the i n re i n h i s correspondence to 

2 me . 

3 Q • Let me d i r e c t your a t t e n t i o n now to Mr. 

4 Tower's l e t t e r . You have sent him a proposal w i t h 

5 regards to the o r i e n t a t i o n of the spacing u n i t t o be 

6 : an east h a l f , and he's responded t o you? 

7 A. By t h a t response, s i r , are you r e f e r r i n g t o 

8 hi s l e t t e r back to me dated October 26, 1989? 

9 Q. Yes , s i r . 

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

11 Q • By way of t h a t l e t t e r t hen, Santa Fe Energy 

12 Ope r a t i n g P a r t n e r s h i p s r e j e c t e d your proposal t o 

13 o r i e n t the spacing u n i t w i t h an e a s t - h a l f o r i e n t a t i o n ? 

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

15 Q. What were the reasons t h a t Mr. Tower t o l d 

16 you t h a t Santa Fe was r e j e c t i n g Exxon's proposal? 

17 A. S i r , I e s s e n t i a l l y at t h i s p o i n t would say 

18 there are three reasons. And I b e l i e v e Mr. Tower i s 

19 wrong. I be l i e v e he's very wrong. 

20 The three reasons e s s e n t i a l l y , i n my 

21 summat i on of h i s l e t t e r , the f i r s t would be t h a t he 

22 says t h a t the BLM, and I quote out of paragraph No. 

23 3 --

24 Q. I t ' s on page 11? 

25 A . Yes, s i r , t h i s i s on page 11, E x h i b i t 2. 
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1 Going down t o the t h i r d paragraph on the f i f t h l i n e : 

2 "The BLM w i l l not approve a communitization agreement 

3 i f i t can be independently developed and operated i n 

4 c o n f o r m i t y w i t h an e s t a b l i s h e d w e l l - s p a c i n g program." 

5 S i r , I b e l i e v e t h a t t o be an erroneous 

6 statement and a presumption on Mr. Tower's p a r t i n 

7 t h a t I p e r s o n a l l y c a l l e d the BLM myself. They sa i d 

8 they most assuredly would take t h a t f e d e r a l lease and 

9 examine i t , and i f Exxon or any other p a r t y could 

10 produce a geo l o g i c s i t u a t i o n or reason whereby i t 

11 could be proved t h a t i t would be advantageous, t h a t 

12 they most assuredly would communitize and break t h a t 

13 l e a se, and there would be no problem w i t h t h a t . 

14 Mr. Ormando Lopez i s the one t h a t t o l d me 

15 t h a t from the Roswell o f f i c e . 

16 S i r , I b e l i e v e reason No. 2 i s t h a t -- and 

17 reason No. 2 f o r Mr. Tower being i n c o r r e c t , i s t h a t 

18 the n o r t h h a l f or the east h a l f or the west h a l f , any 

19 th r e e of those 320-acre p r o r a t i o n u n i t s i n t h a t 

20 s e c t i o n w i t h the exception of the south h a l f and/or 

21 i n c l u d i n g a 640-acre p r o r a t i o n u n i t w i l l have t o be 

22 u n i t i z e d , or we w i l l not d r i l l the w e l l . That i s the 

23 second reason f o r Mr. Tower being i n c o r r e c t . 

24 And the t h i r d reason I b r i n g up t h a t Mr. 

25 Tower i s i n c o r r e c t i n my e s t i m a t i o n , s i r , i s t h a t 
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( 1 the re has been no w e l l proposed i n the south h a l f 

2 whatsoever, and so t h a t i s a moot p o i n t . 

3 Also, i f you go down t o the t h i r d paragraph 

4 i n Mr. Tower's l e t t e r , E x h i b i t 2, page 11, come t o the 

5 t h i r d paragraph, at the very bottom, i t says: " I t i s 

6 our understanding the BLM, and I quote, " w i l l not 

7 communitize said t r a c t i r r e g a r d l e s of OCD approval of 

8 the same . " 

9 So e s s e n t i a l l y what Mr. Tower i s saying i s 

10 t h a t whatever Mr. Stogner or t h i s committee or the OCD 

11 r u l e s , the BLM i s not going t o pay any a t t e n t i o n t o 

12 i t . E s s e n t i a l l y , the BLM w i l l not al l o w the south 

13 h a l f t o be communitized r e g a r d l e s s of what the OCD 

! 14 says, and I b e l i e v e t h a t i s a very erroneous 

15 presumption and statement, s i r . 

16 Q. Did Mr. Tower, e i t h e r i n h i s l e t t e r or 

17 telephone conversations w i t h you, Mr. King, t e l l you 

18 t h a t there were any other reasons f o r Santa Fe 

19 r e j e c t i n g Exxon's proposed e a s t - h a l f o r i e n t a t i o n of 

20 the spacing u n i t ? 

21 A. S i r , I b e l i e v e the two reasons t h a t Mr. 

22 Tower proposed t o me t h a t Santa Fe was not accepting 

23 the east h a l f , number one, again, i s based on the BLM 

24 noncommun i t i zat ion presumption. Number two i s t h a t he 

25 f e e l s t h a t there i s no reason f o r a l o c a t i o n base 
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1 g e o l o g i c a l l y to do t h i s . And I b e l i e v e at t h i s p o i n t 

2 t h a t he i s simply saying t h a t t o p o g r a p h i c a l l y they 

3 cannot f i n d a reason to d r i l l a w e l l on the east h a l f , 

4 and I see no reason -- he has given me no reason 

5 g e o l o g i c a l l y whatsoever, simply t o p o g r a p h i c a l l y . 

6 And I would r e f e r you, s i r , back t o a 

7 l e t t e r , back t o , again, the l e t t e r we've been t a l k i n g 

8 about. I n the second paragraph, i t s t a t e s t h a t Santa 

9 Fe has staked approximately four l o c a t i o n s , and t h a t 

10 the only v i a b l e l o c a t i o n appears to be 1,980 by 1,980 

11 from the west l i n e of the west l i n e of Section 20. I 

12 simply -- I'm not sure they know where they want to 

13 d r i l l . I t h i n k they've gone out there and found out 

14 they don't know where to put a r i g , and I've had no 

15 geologic e x p l a n a t i o n whatsoever. 

16 Q. The word " v i a b l e " then i n your o p i n i o n 

17 r e f e r s t o topographic v i a b i l i t y ? 

18 A. Yes, s i r , I would say t h a t ' s c o r r e c t . 

19 Q. Let me r e f e r you back to E x h i b i t No. 1, Mr. 

20 King. 

21 A. Yes, s i r . 

22 Q. There i s i n Section 16 on t h i s d i s p l a y i n 

23 the southwest q u a r t e r of t h a t s e c t i o n a w e l l l o c a t i o n , 

24 i f you w i l l . 

25 A. Yes, s i r . 
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( 1 Q. Are you f a m i l i a r w i t h or do you have 

2 knowledge about t h a t w e l l spot? 

3 i A. Yes, s i r , I do. 

4 j Q. What does t h a t r e p r e s e n t , t o your 

5 understanding? 

6 A. S i r , t h a t w e l l spot i n the southwest 

7 q u a r t e r of Section 16 was a p e r m i t t e d and staked w e l l 

8 by Siete O i l & Gas. Mr. Tower informed me t h a t they 

9 were, i n some f a s h i o n or another, i n v o l v e d w i t h Siete 

10 i n the s t a k i n g of t h a t w e l l and i n the p o s s i b l e f u t u r e 

11 d r i l l i n g of t h a t w e l l . 

12 Q. That w e l l i s t a r g e t e d as a Morrow gas w e l l ? 

13 A. That's my understanding. 

14 Q. A l l r i g h t , s i r . What happened? 

15 A. Upon v e r b a l communication w i t h Mr. Tower, 

16 he informed me t h a t , o r i g i n a l l y , t h a t t h a t w e l l would 

17 be d r i l l e d by Santa Fe and S i e t e . As I t a l k e d t o Mr. 

18 Tower, I asked him, "Then how d i d you suddenly become 

19 i n t e r e s t e d i n t h i s 37-acre t r a c t , " being the northwest 

20 of the no r t h e a s t i n Section 20, "being as you only had 

21 37 acres surrounded e n t i r e l y by Exxon acreage, Santa 

22 Fe acreage d i r e c t l y o f f s e t t o the east, and Siete 

23 acreage d i r e c t l y o f f s e t to the n o r t h e a s t ? " 

24 At t h a t time Mr. Tower t o l d me t h a t Siete 

25 i s indeed a pa r t n e r i n some fa s h i o n or another w i t h 

i 
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Santa Fe i n t h i s 37 acres i n the northwest of the 
I 

n o r t h e a s t q u a r t e r , Section 20, and t h a t o r i g i n a l l y ! 

they had staked t h a t w e l l at the southwest of 16, and 

then the management -- at. what l e v e l I do not know; I 

assume upper at t h i s p o i n t -- came t o Mr. Tower and 

his people and t o l d them, " I want a w e l l d r i l l e d i n j 

the northwest of the n o r t h e a s t of Section 20. This i s 

a top p r i o r i t y . I am not p a r t i c u l a r l y t h a t i n t e r e s t e d | 

i n the w e l l i n Section 16." 

That was my understanding of t h a t 

c o n v e r s a t i o n at t h a t t i m e , s i r , and I would f u r t h e r 

say t h a t Siete O i l & Gas, on January 26, 1989, had 

come t o Exxon, which i s E x h i b i t 2, page 1, proposing 

t h a t working i n t e r e s t u n i t . 

Q. Let's look at the proposed working i n t e r e s t 

u n i t f o r a minute, Mr. King --

A . Yes , s i r . 

Q. -- r e f e r r i n g t o page 1 of E x h i b i t No. 2, 

which i s what, s i r ? 

A. That i s a l e t t e r from Siete O i l & Gas 

Cor p o r a t i o n to Exxon Company, U.S.A., dated January 

26, 1989, w i t h more s p e c i f i c a l l y , A t t e n t i o n : Mr. Joe 

Thomas, a proposed Escalante working i n t e r e s t u n i t 

being i n Township 23 South, Range 25 East, Eddy 

County, New Mexico, c o n t a i n i n g the f o l l o w i n g acreage, 
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1 which i s Section 16 a l l , Section 17 a l l , Section 20 

2 east h a l f o n l y , and Section 21 a l l , being i n Eddy 

3 County. 

4 Q. What was the purpose of t h i s proposal by 

5 S i e t e t o Exxon? 

6 A. The purpose of t h i s , s i r , was t o form a 

7 working i n t e r e s t u n i t of the aforementioned 3-1/2 

8 se c t i o n s or -- c o r r e c t i o n -- f o r an 11,000-foot Morrow 

9 t e s t t o be l o c a t e d i n the southwest q u a r t e r of Section 

10 16, T 23 South, Range 25 East, Eddy County, and i f 

11 Exxon chose not to j o i n as working i n t e r e s t , s i r , 

12 S i e t e proposed at to t h a t time t h a t we would farm 

13 out. 

14 Again, S i e t e , as d i d Santa FE, o f f e r e d no 

15 terms f o r farmout whatsoever, which i s h i g h l y 

16 i r r e g u l a r to receive a request f o r a farmout o f f e r i n g 

17 no terms. 

18 Q. And based upon t h a t then, Exxon r e j e c t e d 

19 both of those o f f e r s to farm out at those times? 

20 A. Yes, s i r . The basic reason t h a t we 

21 r e j e c t e d both of those, number one, at the time t h a t 

22 Siete came to Exxon, our lease was only approximately 

23 13 months o l d . We were 13 months i n t o a f i v e - y e a r 

24 primary term t h a t I might mention t h a t Exxon bought at 

25 a c o m p e t i t i v e lease sale of good f a i t h and due 
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1 d i l i g e n c e w i t h o u t plans of dev e l o p i n g , and assuming 

2 out of t h i s lease both i n c e r t a i n l y a w r i t t e n manner 

3 t h a t we had a f i v e - y e a r term i n which t o develop t h i s 

4 acreage t h a t we purchased. 

5 When Siete came to us, and we r e j e c t e d 

6 them, approximately seven months l a t e r , Santa Fe came 

7 to us a l s o . We were now 20 months i n t o our primary 

8 term of a f i v e - y e a r lease. And at t h a t time Exxon 

9 t o l d Santa Fe and Siete both -- w e l l , f i r s t of a l l , i t 

10 t o l d S i e t e on March the 7th t h a t they were not 

11 i n t e r e s t e d i n j o i n i n g the u n i t or farming out at t h a t 

12 time because i t was p r e l i m i n a r y . Also when Santa Fe 

13 came t o us, Exxon t o l d them t h a t we were c u r r e n t l y not 

14 i n t e r e s t e d i n j o i n i n g a farming o ut. That was on 

15 September 26. 

16 The basic reason was Exxon geology showed 

17 our acreage to be i n the most f a v o r a b l e area, and 

18 u n i t i z a t i o n d i d not c u r r e n t l y f i t i n t o our company 

19 plans of development f o r t h a t acreage at the present 

20 t i m e . We're not even two years i n t o our primary term 

21 y e t . 

22 Q. Did Siete i n t h e i r i n i t i a l p roposal t o you 

23 or at any time request a l l of Exxon's i n t e r e s t i n 

24 Section 20? 

25 A. No, s i r , they d i d n o t . They requested 
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2 Q. Did they ever request the n o r t h h a l f of 

3 Section 20? 

4 A. Not to my knowledge. 

5 Q. Does Exxon have any o b j e c t i o n t o Santa Fe 

6 being the operator of the proposed w e l l provided i t ' s 

7 an e a s t - h a l f o r i e n t a t i o n , and t h a t a w e l l l o c a t i o n 

8 i t s e l f i s one t h a t ' s s u i t a b l e and acceptable to Exxon? 

9 A. No, s i r . I n f a c t , we have, on se v e r a l 

10 occasions, v e r b a l l y -- I have v e r b a l l y and p e r s o n a l l y 

11 t o l d Mr. Tower t h a t we welcome Santa Fe to operate; 

12 t h a t we f e e l l i k e t h a t would be a good s i t u a t i o n . And 

13 c e r t a i n l y i n my l e t t e r to Mr. Tnwer, dated ^n October 

14 19- 1989, which i s , aqain. E x h i b i t 2- paqe 10. 

15 although I do not =tate t h a t i n w r i t i n q - my l e t t e r 

16 i n f e r s f h a t c a n t a "e would operate t h a t . 

17 Also, i n your a p p l i c a t i o n of compulsory 

18 p o o l i n g , dated November 7, 1989, T r e f e r *o paqe 19 of 

19 said l e t t e r whereby you ̂ ay t h a t Santa Fe Enerqy 

20 Operating P a r t n e r s , T.P., designate as operators f o r a 

21 w e l l to be ^ r i l l e d i n the n o r t h e a s t of sai d s e c t i o n . 

22 And, again, vou make mention of t h a t on No -

23 2 of t h a t a p p l i c a t i o n , page 20. You say, a p p l i c a n t , 

24 being Exxon, d e s i r e s to have Santa Fe Operating 

25 P a r t n e r s , L.P., designate operator f o r a w e l l t o be 

CUMBRE COURT REPORTING 
(505) Q84-2244 



32 

1 d r i l l e d at an unorthodox l o c a t i o n , n o r t h e a s t q u a r t e r , 

2 Section 20. 

3 Q- Let me d i r e c t your a t t e n t i o n - Mr. King, t o 

4 pages 2. 3- and 4 of " x h i b i t M o . ? i n which Mr- T^wer 

5 has t r a n s m i t t e d t o Exxon a proposed APE f o r the ; 

6 d r i l l i n g of t h i s w e l l i n Section 20? ; 
i 
i 

7 A - Yes, s i r . ; 

8 Q Does Exxon have any o b j e c t i o n ^o the | 

9 estimated cost f o r ^ r i l l i n g and completing the " e l l j 

10 t h a t Santa Fe would operate? 

11 A. Santa Fe, s i r , o f f e r e d t h i s -- two copies 

12 of t h i s AFE back on August 25. 1989. They gave a dry 

13 hole and a Droducing completed w e l l s c e n a r i o . We have 

14 no o b j e c t i o n s to t h i s AFE at t h i s t i m e , s i r . 

15 Q. Again, provided the o r i e n t a t i o n of the 

16 spacing u n i t and the w e l l l o c a t i o n i s as Exxon 1 

i 

17 proposes? 

18 A. Yes, s i r . Obviously, t h i s would be the AFE 

19 f o r an agreed-upon w e l l at an agreed-upon l o c a t i o n . | 
i 

20 Q. Has Santa Fe ever submitted t o you a j 

21 proposed J o i n t Operating Agreement? 

22 A. No, s i r , they have not. 

23 Q. Do vou have a recommendation to the 

24 examiner as to the type of J o i n t Operating Agreement, 

25 i n c l u d i n g the overhead r a t e s f o r a producing w e l l and 
i 
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| 

a d r i l l i n g w e l l r a t e t h a t you would recommend t o the j 

examiner? ! 

A. Yes, s i r , we do. At t h i s time we f e e l 

probably t h a t the n t a n d a r d J o i n t O^eratina Anreement, 

1982 Model Form Operating which i s c u r r e n t l y i n use, 

would K e very s u f f i c i e n t f o r n u r "eeds , and also WP 

would c e r t a i n l y want to f o l l o w the Ernst & w M n n e y 1 

overhead -ates f o r " a i d aqreement. 

Q. Can you s p e c i f i c a l l y t e l l Mr. Srogner <-he 

overhead r a t e s t h a t would apply from the Ernst & 

Whinney t a b u l a t i o n f o r a v e i l at t h i s depth i n t h i s | 

area? 

A. Approximately $5,800 or $5,900 as the 

average <">r mean, and approximately the monthly r a t e of 

$614, $615 a month, something l i k e t h a t , s i r . 

Q. Give me the r a t e s again. The monthly r a t e 

f o r a d r i l l i n g w e l l ? 

A. $5,885 and $614 f o r the monthly. 

Q. During the course of vour e f f o r t s , Mr-

King, to c o n s o l i d a t e on a v o l u n t a r y basis the workinq 

i n t e r e s t ownership i n the east h a l f of Section 20 f o r 

p a r t i c i p a t i o n i n the w e l l , have you ha^ a n o p p o r t u n i t y 

to c ontact Amoco wh« has <-he i n t e r e s t i n the south 

h a l f of the section? 

A Yes. s i r . indeed T have 

i 
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1 Q. Have they made a d e c i s i o n on whether to 

2 p a r t i c i p a t e i n a w e l l at t h i s p o i n t ? 

3 A. S i r , they have made no d e c i s i o n . I n f a c t 

4 -- w e l l , yes, they have made a d e c i s i o n not to 

5 p r o t e s t , not to side w i t h Exxon or Santa Fe i n a 

6 p r o t e s t or a i o i n d e r s i t u a t i o n . 

7 Q. So de s p i t e the agreement, i f any, between 

8 Santa p e and E vxon. there w i l l be a need f o r 

9 compulsory Dooling order *-hat "ould i n c l u d e n o t i c e and 

10 o p p o r t u n i t v f o r Amoco t o p a r t i c i p a t e i n the " e l l 

11 pursuant to the p o o l i n g ^rder? 

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

13 Q- You've i d e n t i f i e d E x h i b i t No. 1 as being 

14 prepared under your d i r e c t i o n and have described t h a t 

15 i n f o r m a t i o n . 

16 Was E x h i b i t No. ° documents t h a t you have 

17 received <->r have been taken from Exxon's f i l e s t h a t 

18 have been generated d u r i n g the regular course of 

19 developing a correspondence f i l e w i t h regards to t h i s 

20 p a r t i c u l a r p r o j e c t ? 

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

22 MR. KELLAHIN: That concludes m y 

23 examination ~ f Mr. King, Mr. Stogner. 

24 We would move the i n t r o d u c t i o n of h i s 

25 E x h i b i t s 1 and 2 . 
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1 HEARING EXAMINER: E x h i b i t s 1 and 2 w i l l be 

2 admitted i n t o evidence, i f th e r e ' s no o b j e c t i o n . 

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

4 HEARING EXAMINER: Thank you-

5 Mr. P a d i l l a . your witness-

6 CROSS-EVAMINATION 

7 BY MR. PADILLA: 

8 Q Mr v i n q , you've s t a t e d a number ^ f times 

9 t h a t you're only i n the °econd year of the " r i m a r y 

10 term of the n i l and a»s lease t h a t vou ̂ ave of those 

11 lands under lease hy the BLM to "xxon i n the no r t h 

12 h a l f of Section 20. I n regard t o t h a t , does Exxon 

13 wait u n t i l the f i f t h year to d r i l l i t s leases, or does 

14 Exxon have a o o l i c y of a m o r t i z i n g orimary terms on i t s 

15 o i l and gas leases i n order to decide whether +o d r i l l 

16 or not to d r i l l w e l l s ? 

17 A S i r . I would "ay t h a t WP have no <=tated 

18 p o l i c y ~n what p o i n t on the " r i m a r y ferm t h a t we 

19 d r i l l . I simply say t h a t bv buying t h a t lease * t =» 

20 c o m p e t i t i v e e a l e at which t h a t acreage was c e r t a i n l y 

21 open t o Santa Fe at t h a t t i m e , we have bought the 

22 r i g h t t o develop t h a t lease whenever we want t o -

23 Q. And you also recognize t h a t Santa Fe has an 

24 i n t e r e s t i n the n o r t h h a l f of Section 20; i s n ' t t h a t 

25 c o r r e c t ? 
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1 A- Yes, s i r . As a matter rtf f a c t - T recognize 

2 t h a t Santa F*5 owns 6 percent out of t h a t e n t i r e 

3 s e c t i o n . " i r . T t h i n k we have a s i t u a t i o n '"here the 

4 tag i s a c t u a l l y wagging the ̂ og here. I f e e l l i k e 

5 t h a t Santa Fe has bought a very small amount of 

6 acreage. They own 37 acres out of approximately 599. 

7 I see Santa Fe coming i n as an i n t r u s i o n on us at t h i s 

8 p a r t i c u l a r t i m e , under duress or coe r c i o n - i f you 

9 would, s i r - t o go i n and t r v +• o f o r c e a w e l l which at 

10 t h i s time we f e e l i s premature. 

11 Q- Can you t e l l me why you made a d e c i s i o n or 

12 why Exxon made a d e c i s i o n not to p a r t i c i p a t e i n the 

13 working i n t e r e s t u n i t proposed by Siete? 

14 A. Yes, s i r . Again, we f e e l l i k e at t h i s time 

15 t h a t i t ' s premature. We have some plans to run some 

16 seismic and do f u r t h e r development on t h i s acreage i n 

17 the f u t u r e . W» f e e l l i k e r i g h t now t h a t i t i s ~ o t 

18 time or a p p r o p r i a t e ,- f we do " o t have enough data or 

19 enouqh a n a l y s i s of the acreage to d r i l l a w e l l or 

20 p a r t i c i p a t e i n t h a t u n i t -

21 We f e e l l i k e e s s e n t i a l l y Santa Fe i s 

22 charging i n t o do something t h a t ' s e n t i r e l y premature, 

23 and we're not prepared t o p a r t i c i p a t e i n something 

24 t h a t we're not sure i s going t o be the best s i t u a t i o n 

25 f o r Santa Fe or Exxon at t h i s t ime. 
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1 Q- Could you =>lso look at t h a t s i t u a t i o n a s 

2 you intended to r i d e S iete's w e l l down and f i n d out 

3 what the - e s u l t s of Siete's w e l l would be under the 

4 working i n t e r e s t u n i t ? 

5 A. No, s i r , I don't t h i n k we could look at I 

6 '•• t h a t . | 

7 Q. I t would be h e l p f u l --

8 A. We'd ob v i o u s l y l i k e t o see a w e l l d r i l l e d . j 

9 By " r i d e i t down," what's your d e f i n i t i o n of t h a t ? j 

10 Q- I t h i n k — 

11 A I f M e have no working i n t e r e s t i n ' t , T 

12 would ~ o t sav e f f e c t i v e l y t h a t we're r i d i n q a w e l l 

13 down. 

14 0. You would l i k e t o see a w e l l d r i l l e d j 

15 somewhere i n t h a t area before vou d r i l l e d yours, 

16 wouIdn't you? 

17 A. That would be n i c e . 

18 Q. Mr. King, when d i d you change vour l o c a t i o n 

19 from 660 out of the northe a s t corner to your c u r r e n t 

20 l o c a t i o n ? 

21 A. S i r , I had f i r s t knowledge of t h a t s e v e r a l 

22 days aao. I don't know at what p o i n t e x a c t l y when the 

23 g e o l o g i s t determined t h a t -

24 Q. When ^ i d you send somebody out to the f i e l d I 

25 to decide "hether you had a t o p o g r a p h i c a l l o c a t i o n ? ' 
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I 1 A. To my knowledge, t h a t has Keen done w i t h i n 

2 the past month. I'm not sure e x a c t l y what day t h a t 

3 was done on. 

4 Q. We l l , was t h a t i n the l a s t week? 

5 A. I hon e s t l y cannot t e l l vou. I do not know 

6 when t h a t was <^one. 

7 Q. Who's i n charge of t h a t ? 

8 A I he^ v^ur pardon? 

9 Q- Who's i n charge t h a t ? 

10 A C i v i l e n g i n e e r i n g department. 

11 Q- I s n ' t i t t r u e t h a t at one of your l a s t 

12 meetings w i t h Santa Fe Energy, you were informed *-hat 

13 you may not have a l o c a t i o n at t h a t 660 from the 

14 n o r t h e a s t corner? 

15 A. That we may not have a l o c a t i o n ? 

16 Q. Yes, because of topography. 

17 A. I was informed t h a t they d i d n ' t 

18 p a r t i c u l a r l y l i k e t h a t . I n f a c t . I b e l i e v e the quote 

19 was made at t h a t p a r t i c u l a r meeting, "what are vou 

20 guys t r y i n g "-o do to ns," t"pe s i t u a t i o n . 

21 Q- I s 660 out of the "orner a v i a b l e 

22 topographic l o c a t i o n ? 

23 MR. KFLLAHIN: M". P a d i l l a . T > H o b j e c t to 

24 the que s t i o n simply to i n f o r m him t h a t I have brought 

25 the expert witness t h a t examined the s u r f a c e , and he's 
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1 a v a i l a b l e , and I propose to c a l l him as a witness 

2 l a t e r t h i s mornina i f t h a t w i l l s a t i s f y vour ^ o i n t of 

3 i n q u i r y . I don't ™ant to i n t e r r u p t vour 

4 cross-examination ^ f Mr. * i n g . but T do have the 

5 necessary expert t h a t can answer t h a t q u e s t i o n . 

6 MR. PADILLA: W e l l , Mr. Examiner, Mr- * i n g 

7 t e s t i f i e d about changing of l o c a t i o n s , and he d i d 

8 t e s t i f y concerning the changes of w e l l l o c a t i o n s - and 

9 I t h i n k ^ t ' s f a i r to ask M A King whether he knows <->r 

10 n o t. I f he doesn't know, then --

11 THE "ITNESS: S i r - I ' l l s t a t e at t h i s 

12 p o i n t , T do not ''now. 

13 Q- (BY "R. PADILLA) How many meetings d i d you 

14 have w i t h Santa Fe over the oast month? 

15 A. Are you t a l k i n g about conversations or 

16 d i r e c t meetings? 

17 Q. D i r e c t meetings. 

18 A. To the p o i n t of t h i s hearing? 

19 Q. Yes, s i r , or d r i l l i n g a w e l l i n Section 20 

20 and t r y i n g t o make a d e a l . 

21 A Okay. I n c l u d i n g lwo encounters at the 

22 h o t e l l a s t n i g h t , which were very b r i e f , not 

23 d i s c u s s i o n business, one i n the h a l l and two lynches, 

24 I'd say we've probably been f a c e - t o - f a c e f i v e t i m e s . 

25 Q. How many telephone c o n v e r s a t i o n s have you 
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1 had? 

2 A. S i r , t o my r e c o l l e c t i o n , w i t h Santa Fe, 

3 t h r e e . I t ' s e i t h e r two or t h r e e . 

4 Q. When d i d you decide t o f i l e your 

5 a p p l i c a t i o n f c ~ompulsory p o l l i n g ? 

6 A S i r , t h a t d e c i s i o n was made -- on 11-2-89, 

7 Exxon received the forced ~ o o l i n g n o t i c e of November 

8 ?9 or the for c e d p o o l i n g n o t i c e by Santa Fe; excuse 

9 me. Exxon decided t o f o r c e pool and made a p p l i c a t i o n 

10 f o r compulsory p o o l i n g on 11-7-89. 

11 Q. Do you know when Santa Fe a c t u a l l y received 

12 n o t i c e of your forced p o o l i n g a p p l i c a t i o n ? 

13 A. S i r , the f i r s t n o t i c e t h a t I had t h a t Santa 

14 Fe had received such n o t i c e was <->n approximate l v ' l - 1 ! 

15 when I harl => phone c o n v e r s a t i o n w i t h Mr. pat Tower, 

16 and he n o t i f i e d me t h a t thev had received the order or 

17 the a p p l i c a t i o n . 

18 ' Q. Mr. King, you've s t a t e d t h a t i t ' s 

19 unorthodox or i t ' s not the p r a c t i c e t o have terms on 

20 proposals made by the companies. Did you at any time 

21 i n d i c a t e what happens when you rece i v e something l i k e 

22 t h a t ? Do you remain s i l e n t , or would i t be 

23 aDpropriate f o r vou *-o respond and cay. "Yes. T 1 d l i k e 

24 t o farm out on these terms," or somethinq h o t h a t 

25 e f f e c t ? 
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A. S i r , g e n e r a l l y , when we rec e i v e a request 

such as t h i s , i t goes t o our land department, our 

trades and u n i t i z a t i o n department. At t h a t p o i n t 

whatever p a r t i c u l a r landman i s assigned t o t h a t area 

-- i n t h i s case, i t would h e M A Joe Thomas who 

handles Exxon trades and u n i t s i n the State of New 

Mexico -- w i l l make a ^ending f i l e . They w i l l assiqn 

t h a t trade request a number. 

At t h a t time the necessary p l a t s o f f the 

Exxon land maps are drawn along w i t h our leasehold 

i n f o r m a t i o n . We f i l l out a basic t r a d e request form. 

At t h a t time also a l e t t e r i s sent to a 

company, K i m p l y acknowledging r e c e i p t <~>f sai d request 

and t h a t request i s sent over to the a p p r o p r i a t e 

g e o l o g i s t t h a t handles t h a t area- who then w i l l 

a s c e r t a i n i f we are i n t e r e s t e d i n farming out t h a t 

acreage and what the terms w i l l be. 

At t h a t t i m e , i f i t i s approved or 

disapproved, i t i s sent back, and then the a p p r o p r i a t e 

landman e i t h e r w r i t e s the trad e <"> r sends a standard no 

i n t e r e s t l e t t e r -

Q- But from your testimonv i t aonears ••-hat 

you could r e S p 0 n d
 K y savinq, "We would farm out "nder 

these *-erms" ? 

A- Are you sayinq t h a t I p e r s o n a l l y could say 
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{ 1 t h a t . s i r ? 

2 Q. We l l , your trades group c o u l d . 

3 A. Our trades group could i f they had 

4 a u t h o r i t y from the g e o l o g i s t and only i n t h a t case. 

5 S i r , our trades group does not respond t o an a p p l i c a n t 

6 or a "erson r e q u e s t i n g the farmout u n t i l *-hey have an 

7 a u t h o r i t y or a no i n t e r e s t from the a p p r o p r i a t e 

8 g e o l o q i s t . 

9 Q- But i n your testimony you've said f h a t 

10 having received no terms f o r farmout --

11 A. Y e s , s i r . 

12 Q. -- t h a t t h a t was somewhat h i g h l y 

13 unorthodox? 

14 A. Yes, s i r , i t ' s h i g h l y unusual. 

15 Q. But you're not p r e c l u d i n g from responding 

16 w i t h terms i s my question? 

17 A. Excuse me one moment, s i r . I don't b e l i e v e 

18 I said i t was unorthodox. I sai d i t was h i q h l y 

19 i r r e g u l a r . 

20 Q. But you could consider even t h a t kind of a 

21 proposal and have your tr a d e qroup respond whether 

22 Exxon would be i n t e r e s t e d i n farming out or "hatever 

23 i t d e s i r e s *~o do w i t h regard to t h a t request? 

24 A We could ^ o s s i b l v look at the acreage and 

25 see i f we had anv d e s i r e i n t h a t area to farm out 
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1 acreage. G e n e r a l l y , though, we would ao back t o the 

2 company to see i f they were serious about having terms 

3 • or whatever. I t ' s i u s t a very unusual s i t u a t i o n . 

4 I t ' s hard t o make a business d e c i s i o n w i t h o u t ~roposed 

5 terms. 

6 Q- Mr King, d i d y <~> u °ver c a l l the ~ i 1 

7 Conservation D i v i s i o n and a s c e r t a i n what the spacinq 

8 f o r t h i s area was? 

9 A. Yes, s i r , I d i d c a l l the O i l Conservation 

10 D i v i s ion . 

11 Q. What d i d they t e l l you? 

12 A. They t o l d me t h a t based upon j u s t l o o k i n g 

13 at a map t h a t they f e l t l i k e i t would be i n the Rock 

14 Canyon at t h a t p o i n t . I never saw * w r i t t e n n o t i c e of 

15 such 

16 Q- Rock Canyon or Rnck Tank? 

17 A. Whatever i t i s i n t h a t -- j u s t a moment 

18 now. Rock Tank Marrow Pool. I'm °orry. 

19 MR. PAD I T,L A r I don't have any f u r t h e r 

20 questions- Mr. Examiner. 

21 HEARING EXAMINER: Mr. K e l l a h i n , do you 

22 have any r e d i r e c t ? 

23 MR. KELLAHIN: No- s i r . 

24 CROSS-EXAMINATION 

25 BY HEARING EXAMINER: 
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1 Q. Mr. King, I wanted t o make sure t h a t I had 

2 one of your statements c o r r e c t here. 

3 A. Yes, s i r . 

4 Q. When you were being cross-examined by Mr. 

5 P a d i l l a , you mentioned t h a t Evxon has no d e s i r e to 

6 develop t h i s area at t h i s time because E^xon * e l t t h a t 

7 there was need f o r f u r t h e r seismic data or seismic 

8 work, and f h a t there wasn't enough i n f o r m a t i o n or data 

9 a v a i l a b l e i n the area; i s t h a t c o r r e c t ? 

10 A. S i r , I b e l i e v e what I sai d at t h a t p o i n t 

11 was t h a t the p o i n t of -- are you r e f e r r i n g t o when 

12 Siete made a p p l i c a t i o n f o r the working i n t e r e s t u n i t , 

13 the proposal f o r the " o r k i n g i n t e r e s t u n i t ? 

14 Q. I b e l i e v e +-hat '"as about the time of the 

15 cross-evamination. v°s I wanted y»u ̂ o v e r i f y 

16 A Yes, s i r . T Kelieve T di<3 c t a t e t h a t E vxon 

17 f e l t =»t t h a t time t h a t we g e o l o q i c a l l y had +-he best 

18 acreage i n v o l v e d , and t h a t we would want f u r t h e r 

19 e v a l u a t i o n of the acreage; t h a t we f e l t t h a t forming a 

20 working i n t e r e s t at t h a t p o i n t , e s p e c i a l l y having the 

21 f e d e r a l lease only 13 months at t h a t t i m e , t h a t 

22 forminq a working i n t e r e s t u n i t wa c ^remature at t h a t 

23 t i m e , and ™e would want f u r t h e r e v a l u a t i o n . 

24 C e r t a i n l y not to i n f e r , s i r . t h a t t h a t 

25 would not be evaluated or developed, but we f e e l l i k e 
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1 ! i n order to be a orudent p a r t i c i p a n t i n a u n i t or to 

2 i have a prudent w e l l d r i l l e d , which would minimize 

3 Jdrainage and c e r t a i n l y be i n the best i n t e r e s t s of the 

4 c o n s e r v a t i o n i n developing t h i s acreaqe, t h a t we need 

5 t o have a f u r t h e r look t o see e x a c t l y "hat would he 

i 
6 I the o p t i m a l l o c a t i o n and also the K e s t way t o go about 

t 

7 ; i t . 

8 i Q. R e f e r r i n g t o the Siete w e l l i n Section 16 

9 --

10 A. Yes, s i r . 

11 Q. -- I b e l i e v e t h a t you s t a t e d t h a t t h i s was 

12 a p e r m i t t e d and a staked w e l l ; i s t h a t c o r r e c t ? 

13 A. That was my understanding, s i r . 

14 Q. I n the Morrow formation? 

15 A. That was my understanding. 

16 Q. Have you seen t h i s permit? 

17 A. No, s i r , I have n ot. 

18 Q. Do vou know, bv chance- what the dedicated 

19 acreage is? 

20 A No- s i r , T rrnt. 

21 HEARING "XAMINER: I have no other 

22 questions of t h i s witnesses. 

23 Are there any " t h e r questions Mr. King? 

24 MR- KELLAHIN: A couple questions i n 

25 response to what you've asked Mr. King. Mr. stogner. 
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1 i f I might. 

2 , HEARING EXAMINER: Mr. K e l l a h i n , go ahead. 

3 | REDIRECT EXAMINATION 

4 BY HR. KELLAHIN: 

5 ! Q. Exxon, i n f a c t , proposed terms of a farmout 

6 1 i n i t s l e t t e r of October 19, d i d i t n o t , t o Santa Fe? 

7 A. Yes, s i r , we d i d , yes, s i r . 

8 Q. Despite the n e g o t i a t i o n s between the 

9 p a r t i e s , we simply have not g o t t e n agreement, and i t ' s 

10 fundamentally evolved around the o r i e n t a t i o n of the 

11 spacing u n i t and the question of the spacing i n the 

12 s e c t i o n ; i s t h a t not true? 

13 A. Yes, s i r , t h a t ' s t r u e . As a matter of 

14 f a c t , p e r t a i n i n g t o t h a t , on Item No. 1 of t h a t l e t t e r 

15 dated October 19, 89, whereby I wrote Mr. Tower, Item 

16 No. 1 o f f e r e d the east h a l f at a 75-25 s i t u a t i o n , 

17 r e s e r v i n g no b a c k - i n , which i s very generous. 

18 Our second o f f e r was o f f e r i n g the n o r t h 

19 h a l f , which Santa Fe had requested, at a 75-25, w i t h a 

20 one t h i r d b a c k - i n . 

21 Q. You understand, do you n o t , Mr. King, t h a t 

22 : Santa Fe, even w i t h a 6 percent i n t e r e s t i n the 

23 s e c t i o n , as a working i n t e r e s t owner has the r i g h t t o 

24 ask the D i v i s i o n , and the D i v i s i o n c e r t a i n l y has the 

25 a u t h o r i t y to granted them a compulsory p o o l i n g order 
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4 

5 

6 

7 

8 

9 

10 

15 

16 

21 

22 

23 

24 

25 

1 ! by which a w e l l w i l l be d r i l l e d ? 
i 

2 A. Yes, s i r , I understand t h a t . 

3 Q. Exxon would have l i k e d t o have seismic 

i n f o r m a t i o n and c e r t a i n l y more data i n terms of 

ana l y z i n g the development of t h i s s e c t i o n and other 

areas i n which you have an i n t e r e s t i n t h i s immediate 

v i c i n i t y ? 

A. Yes, s i r , we do. 

Q. But based upon the aeologv t h a t has heen 

i n t e r p r e t e d t h a t now e x i s t s , and t h a t i n f o r m a t i o n 

11 t h a t ' s a v a i l a b l e t o v^ur company- t h a t based upon 

12 t h a t , you have communicated t o Santa Fe vour company's 

13 d e s i r e t h a t prudent development of the s e c t i o n would 

14 d i c t a t e an e a s t - h a l f / w e s t - h a l f o r i e n t a t i o n ? 

A. Yes, s i r , we have. 

Q. When we look at the land p l a t . E x h i b i t No-

17 1, does Santa Fe's working i n t e r e s t percentage 

18 increase or decrease i f the o r i e n t a t i o n of th° "pacing 

19 u n i t i s chanqed from a n o r t h h a l f t o , sav an east 

20 h a l f 

A Would y>u s t a t e t h a t aqain? 

Q. Yes- s i - . Tf W e look at Santa F^'s 

i n t e r e s t i n the s e c t i o n --

A. Yes. s i r . 

Q. -- t h e i r percentage i n a n o r t h - h a l f 
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( 1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

o r i e n t e d spacing u n i t , i s t h a t d i f f e r e n t from t h e i r 

i n t e r e s t i n the o r i e n t a t i o n of a spacing u n i t t h a t 

would be east h a l f ? Let me do t h i s again. I've 

confused you. 

They would have no i n t e r e s t i n a s o u t h - h a l f 

o r i e n t e d spacing u n i t , would they? 

A. No, s i r . 

Q. Would they have any i n t e r e s t i n a we s t - h a l f 

o r i e n t e d spacing u n i t ? 

A. No, s i r . 

Q. I n the n o r t h h a l f , they have an i n t e r e s t ? 

A. Yes, s i r , they do. 

Q. I n the east h a l f , they have an i n t e r e s t ? 

A. Yes, s i r , they do. 

Q. Between the n o r t h h a l f and the east h a l f , 

16 does t h a t i n t e r e s t change i n terms of a percentage? 

17 A. 

18 

19 

20 q u e s t i o n . 

21 

No, s i r . 

MR. KELLAHIN: No f u r t h e r q u e s t i o n s . 

HEARING EXAMINER: Mr. King, one more 

RECROSS-EXAMINATION 

22 BY HEARING EXAMINER: 

23 Q. The overhead charges, $5,885 f o r d r i l l i n g 

24 and $614 f o r pr o d u c i n g , could you e l a b o r a t e f u r t h e r on 

25 these f i g u r e s ? Where d i d you get them? 
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1 

2 

3 

4 

5 

6 

7 

A. These f i g u r e s , s i r , come from the Ernst & 

Whinney survey r e s u l t s of 1988 f o r o i l w e l l s and qas 

w e l l s . What I have i n depth and f e e t i s approximately 

1 0 »0 0 0 t o 15 ,000 , which i s at $5 ,885 and « e M 

Now, i f they went rlown t o a shallower w e l l , 

i t would ao down from $5,885 down t o $4-775 and from 

$614 down '-o $492 , depending on the depth of t h a t 

8 w e l l . s i r . 

9 S i r , T rio have correspondence i n d i c a t i n g , 

10 i f I might f i n d i t here, Santa Fe, under amended 

11 a p p l i c a t i o n , dated October 30, 1989. proposes a w e l l 

12 to a depth s u f f i c i e n t t o t e s t the Morrow f o r m a t i o n at 

13 approximately 11,000 f e e t , which f a l l s w i t h i n the 

14 range of 10,000 to 15,000, s i r -

15 HEARING EXAMINER: I have no other 

16 questions of Mr. Ring- Are ther e any <->ther questions 

17 of t h i s witness? 

18 

19 

20 excused 

MR. KFLLAHIN N~ . s i 

HEARING "XAMINER I f n o t , he may be 

21 Mr. K e l l a h i n ? 

22 MR- KELLAHIN: Thank you, Mr. Examiner. 

23 I ' d l i k e to c a l l Mr- °ill Tate at t h i s t i m e . 

24 Mr. Examiner. Mr. Tate's g e o l o g i c d i s p l a y s 

25 are i n two s i z e s . One i s a small s i z e t h a t you may 
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i : 

2 

3 j 

4 ! 
! 

5 ! 

6 ! 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

use for the case f i l e . We have taken each of those 

proposed e x h i b i t s and enlarged them and proposed to 

hang them on the " a l l of the K e a r i n q room for 

discussion during Mr- m a t e ' s presentation. 

WILLIAM '"ATE. 

the witness herein, after having been f i r s t duly sworn 

upon his oath, was examined and t e s t i f i e d as follows: 

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Tate, for the record, would you please 

state your name and occupation. 

A. My name i s William Tate. I am a senior 

petroleum geologist with Evxon in Midland. Texas-

Q- Mr T a t e , have you on prior occasions 

t e s t i f i e d -»s a petroleum apologist before t h i s 

D i v i s i o n ? 

A. Yes. I have. 

Q. Would you summarize for the record what i s 

your educational experience and when and where you 

obtained your degree in geology? 

A. I earned a Bachelor of Science Degree in 

Geology from Oklahoma State University in 1982. I 

earned a Master of Science Degree in geology from 

Oklahoma State University in 1985. During my graduate 

work, T did extensive studies on depositional 
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1 ! environments and sandstones s i m i l a r *-o those f h a t are 
I 

2 | found i n the Marrow f o r m a t i o n i n southeast New Moxico-

3 ! Q. Would vou ̂ e s c r i b e your p r o f e s s i o n a l 

4 employment experience as a netroleum q e o l o q i s t . 

5 conveying t o us what, i f any, experience you have i n 

6 southeastern New Mexico, p a r t i c u l a r l y w i t h mapping and 

7 ! an a l y z i n g and coming t o c o n c l u s i o n s , both r e g i o n a l l y 
i 

8 \ and s p e c i f i c a l l y about the Morrow? 

9 A. I was employed by Exxon i n June of 1985; 

10 t h e r e f o r e , I have worked f o r Exxon f o r 4-1/2 vears 

11 Mv m a i n d u t i e s d u r i n g t h a t time have been d e t a i l e d 

12 mapping p r o j e c t s , both on » r e q i o n a l and l o c a l =cale 

13 and orospect g e n e r a t i o n associated w i t h t h a t mapping. 

14 I n the l a s t 2-1/2 years, my main d u t i e s 

15 have been r e g i o n a l and l o c a l d e t a i l e d mapping p r o j e c t s 

16 i n the Morrow f o r m a t i o n of Eddy County, New Mexico. 

17 Q. I s i t p a r t of vour d u t i e s as an e x p l o r a t i o n 

18 g e o l o g i s t to review proposals by other companies t h a t 

19 would i n v o l v e Exxon's acreage or proposina 

20 Exxon-operated w e l l s <-o pen e t r a t e and produce from t h " 

21 Morrow f o r m a t i o n i n Eddy '"ountv, M ow M°xico? 

22 A- Yes. 

23 Q. Have vou made a s p e c i f i c e x t e n s i v e study of 

24 the a v a i l a b l e g e o l o q i c i n f o r m a t i o n i n the Rock Tank-

25 Upper and Lower Morrow Pools? 
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A. Yes. I've gathered a l l p e r t i n e n t 

i n f o r m a t i o n , i n c l u d i n g a l l w e l l l o q s , scout t i c k e t , 

c u m ulative p r o d u c t i o n i n f o r m a t i o n , pressure 

i n f o r m a t i o n , e t c . , i n order to analyze the issues at 

hand i n t h i s case. 

Q- Have "ou made a study of a v a i l a b l e g e o l o g i c 

data and made an a n a l y s i s <->f t h a t data f o r the area 

i n v o l v e d i n Section 20? 

A - Yes, I have. : 

Q. "nd ̂ as *-hat i n c l u d e d a n examination of the 
i 

geology i n the Baldr i d g e Canyon Morrow and the Dark j 

Canyon Penn Gas Pools? 

A. Yes, i t has . 

Q. What were you asked t o do by your company, 
i 

Mr. Tate? 

A. I was asked t o take the proposal brought 

forward by Santa Fe and address s e v e r a l issues 

concerning t h e i r a p p l i c a t i o n or p r o p o s a l , and also 

address and answer s e v e r a l issues concerning Evxon 's 

best i n t e r e s t s i n developing Section 20. 

Q. Have "ou completed t h a t g e o l o g i c study and 

based »pon t h a t study come t o c e r t a i n conclusions 

about those issues? 

A - Yes . I are . 
MR- KELLAHIN: We tender Mr. Tate as an 
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1 expert petroleum geologist. 
i 

2 HEARING EXAMINER: Are there any 
i 

3 | obj ections ? 

4 ! MR. PADILLA: None. 

5 | HEARING EXAMINER: Mr. Tate i s so 
j 

6 i q u a l i f i e d. 
7 | Q. (BY MR. KELLAHIN) Mr. Tate, l e t me ask 
8 jyou, s i r . whether or not you were asked bv your 

9 company to make an independent qeologic study and 

10 i n v e s t i g a t i o n to determine whether or not in your 

11 opinion, *-he Morrow formation "nderlyinq Section 20 

12 was q e ^ i o g i c a l l y part of ~r could t>e separated from 

13 : the Rock Tank-Upper and r,n W er Morrow Gas
 p o o l s <-hat 

14 existed *-o the north and west of Section 20? 

15 A. Yes, I have conducted a study. 

16 Q. Do you have a conclusion? 

17 A. Yes, I do. 

18 Q. What i s your conclusion? 

19 A. My conclusion i s that the Section 20. the 

20 section of i n t e r e s t , i s a e o l o g i c a l l y separated from 

21 Rock Tank and, therefore, i s not a oart of Rock Tank 

22 and should not be dedicated to either the Rock Tank 

23 Upper or Rock Tank Lower Morrow F i e l d s . 

24 Q When "ou look at the r e l a t i o n s h i p of 

25 Section 20 geo l o g i c a l l y to the n»rk Canvon Penn and 
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i 

1 ! the Baldridge "anyon Marrow, do you have a oeoloqic 

2 . opinion as to whether or not c e c t i o n 20 ought to be 

3 j placed in either one of those pools? 

4 j A. Yes, I do. 

5 | Q. What i s that opinion? 

6 ! A. My opinion i s that any well in Section 20 

7 i should he a " i l d c a t location and therefore not 

8 ' included in either the Dark Canyon Penn F i e l d or the 

9 Baldridge Canyon Morrow F i e l d . 

10 Q. Based upon your geologic studies, do you 

11 have a conclusion with regards to what in your opinion 

12 i s the appropriate spacing to apply to Section 20 for 

13 a Morrow gas " e l l ? 

14 A. Yes. T no. 

15 Q. What i s that? 

16 A. I believe the appropriate spacing to 

17 thoroughly develop the i n t e r e s t s , the gas associated 

18 with Section 20, i s 320-acre spacing units -

19 Q. In addition to examining the r e l a t i o n s h i p 

20 of Section 20 to the pools in the immediate v i c i n i t y , 

21 have vou made a study of and reached aeologic 

22 conclusions about the orientation within Section 20 of 

23 the 320-acre. approximately, spacinq " n i t s ? 

24 j A- Yes. T ha"e. 

25 i Q. What conclusion have you reached? 
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i 
j 

1 A. My conclusion i s that the optimum 

2 i orientation of spacing units in Section 20 should be 

3 | stand-up proration u n i t s . In other words, the Section 

4 i 20 should be developed with the Morrow well in the 

5 east half of Section 20 and the Morrow well dedicated 

6 to the west half of Section 20. 

i 
7 | Q. As cart of vour "eologic study. M r . m»te. 

8 have you "ome to a "e^l o q i c conclusion ^c-ncernina *"ne 

9 location of " e l l s within Section 20? 

10 A Yes, I have. 

11 Q. What i s vnur recommendation to the examiner 

12 as to the location of the i n i t i a l well in Section 20 

13 to t e s t the Morrow formation? 

14 A. The i n i t i a l well in Section 20 should be 

15 located at a location of 1,500 feet from the north 

16 l i n e and 1,100 feet from the east l i n e in the east 

17 half or, more s p e c i f i c a l l y , in the northeast one 

18 quarter of Section 20. 
19 Q. Based upon the current a v a i l a b l e geoloqir 

20 ; information that you have analyzed, do you Kave a 
i 

21 proposal to the examiner with regards to the pot e n t i a l 

22 i location of the second well in Section 20? 

23 A. Yes, I do. 

24 Q. What i s your recommendation? 

25 A. At t h i s time, the recommendation for a 
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1 j second well to thoroughly develop Section 20 would be 

2 :located at a location of 1.700 feet from the north 
i 

3 i l i n e and 1,300 feet from the west l i n e in the west 

4 I half of Section 20. 
j 

5 ! Q. Do you have an opinion. Mr- Tate, as to 

6 !whether or not Santa Fe's proposed or i e n t a t i o n of the 

7 north half of Section 20 i s the best geologic f i t for 

8 the f " l l development of Section 20 for Harrow gas 

9 wells? 

10 A. No i t absolutely i s not. 

11 Q. In your opinion, should Section 20 be 

12 developed on 640-acre gas spacing? 

13 

14 

A. Absolutely not. 

Q. Let me have you, s i r , go to what i s marked 

15 as Exhibit No- "» , and l e t me give you a pointer- You 

16 have to recognize, Mr. Tate- that the hearing room i s 

17 not very s u i t a b l e for doinq t h i s kind of presentation 

18 but l e t ' s have you speak up so the court reporter can 

19 hear you and that we can a l l understand your 

20 p o s i t i o n . 

21 Let me. f i r s t of a l l ask you before we 

22 get into some of the s p e c i f i c s - i f y o u ' l l simply take 

23 a moment and i d e n t i f y for us the f i r s t d i s p l a v ~n the 

24 w e l l , which i s Exhibit No. w h a t i s that? 

25 A. Exhibit No. 3 i s an exhibit that I 

( 
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1 prepared. I t ' s a map of cumulative production as of 

2 December 1988 for a l l Morrow-producing wells in the 

3 v i c i n i t y o f f s e t t i n g Section 20 of Township 23 South, 

4 Range 25 East. 

5 Q. Am I correct in understanding that each and 
i 

6 !every one of the geologic displays that you're going 

7 1 to discuss t h i s morning were prepared by you? 

8 A. Yes, they were. 

9 Q. This i s your work product and your 

10 a n a l y s i s , i s i t not. Mr. Tate? 

11 A. Yes, i t i s . 

12 Q. Let's go to Exhibit No. 4- Would you 

13 i d e n t i f y that for us? 

14 A. Exhibit No- * i s a s t r u c t u r a l contour map 

15 for the Baldridge Canyon-Rock T=>nk area. I t was 

16 constructed ~n the Hase of rhe Middle Morrow shale 

17 marker, a con s i s t e n t . widespread, s t r a t i q r a p h i c datum 

18 t y p i c a l l y used for the construction of structure maps 

19 throughout a l l of southeast New Mexico. 

20 Q. Let's go to Exhibit No- 7. "ould you 

21 i d e n t i f y that one for us? 

22 A. Yes. Exhibit No- 7 i s a gross standstone 

23 i s o l i t h map for the Lower Morrow Sandstone in the 

24 Baldridge Canyon-Rock Tank area. The Lower Morrow 

25 Sandstone i s by far the most p r o l i f i c , and most of the 
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1 production in the area can be contributed or dedicated 

2 to t h i s p a r t i c u l a r sand. 

3 j Q- Let's look »t Evhi b i t N«. «. w-uld you 

4 : i d e n t i f y that one for ns? 

5 i A- Exhibit No. 8 i s a a^oss sandstone -"solith 

6 ! map of the Uoper "nrrow Sandstone. Tt i s second most 

7 | in importance for s i q n i f i c a n t production in t h i s a r e a . j 

8 Q. Let me have you go back, and l e t ' s look now j 

9 at the issue of the separation, as you've concluded 

10 i t , of Section 20 from the 640-acre spaced Rock Tank 

11 Morrow Gas Pools to the north and west. 

12 A. Okay. 

13 Q. F i r s t of a l l , i d e n t i f y for us the geologic 

14 feature, in your opinion- that represents the western 

15 boundary of the ~o"k Tank Morrow G as "nols C an you 

16 , show us that? 

17 A Yes- without « doubt- the "estern boundary 

18 | of the Rock Tank Pools, both Upper and Lower, i s a 

19 very s i g n i f i c a n t f a u l t bounding the west side of the 
i 

20 ! feature. 

21 1 Q. Have vou shown that f a u l t on your Exhibit 

22 1 No. 4? 

23 1 A. Yes, riqht here ( i n d i c a t e d ) . 

24 ; Q. Have Morrow gas wells been d r i l l e d north 

25 I and west of the f a u l t l i n e ? 

( 
i 
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1 A. Yes. 

2 Q. What has been the r e s u l t of t h a t d r i l l i n g ? 

3 A. The r e s u l t of t h a t d r i l l i n g has been t h a t 

4 almost every w e l l northwest of t h i s area has 

5 encountered '-igrij.f j . c a n t . t hicknesses of "ands. 

6 However, i n ev°ry ca^e, they were ^ r y ^oles 

7 Q- So v n u can w i t h c e r t a i n o e o l o g i c c o n v i c t i o n 

8 demonstrate t h a t because the f a u l t boundary i s on the 

9 west, t h a t represents the western l i m i t s of the Rock 

10 Tank Morrow formation? 

11 A. Yes. I b e l i e v e t h a t i s a very major 

12 s i g n i f i c a n t seal on the western boundary. 

13 Q. Looking at the s t r u c t u r e map now, have you 

14 s a t i s f i e d y o u r s e l f t h a t the base of the middle Morrow 

15 shale i s the best g e o l o g i c marker upon which to 

16 develop a s t r u c t u r e map such as t h i s ? 

17 A. Without a doubt, i t i s . 

18 Q. Describe f o r us what i t shows you as a 

19 g e o l o g i s t i n terms of the s t r u c t u r a l r e l a t i o n s h i p to 

20 the oroducinq gas w e l l s i n Rock T^nk Harrow and '•hat 

21 r e l a t i o n s h i p then to Section 20 

22 A- Sure. The p r o d u c t i o n associated w i t h the 

23 Rock Tank f i e l d as i s i l l u s t r a t e d «n the s t r u c t u r e 

24 map, i s noted w i t h the "as symbols. As i s q»ite 

25 obvious. th° aas cvmb^ls are at a subsea d e p t h 6 356 
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1 or h i g h e r . This i s s i g n i f i c a n t l y updip of the 5°ction 

2 20 acreaqe which l i e s or v a r i e s from a subsea depth of 

3 approximately 6 800 f e e t i n the northwestern o ne 

4 auarter of s e c t i o n 20- down to 7-100 f e e t subsea i n 

5 the southeastern one a u a r t e r . 

6 Q- That " i v e s y->u a v e r t i c a l s t r u c t u r a l 

7 displacement of approximately how man" f e e t between 

8 Section 20 and the easternmost producinq nas w°ll i n 

9 the Rock Tank M~rrow? 

10 A I t qives "0'i * displacement of r o u n d 400 

11 f e e t , as an e s t i m a t e . 

12 Q- Describe f o r "s the type of producing qas 

13 w e l l s i n Rock Tank Morrow 'n the eastern e x t r e m i t i e s 

14 of the p r o d u c t i o n f o r t h a t p o o l . 

15 A. Okay. The eastern boundary of the Rock 

16 Tank F i e l d i s d e f i n i t e l y s t r u c t u r a l l y c o n t r o l l e d 

17 a l s o . Past the low proven gas w e l l s , again at a 

18 subsea death of 6,356 and 6,345, there i s one w e l l 

19 l o c a t e d at a subsea depth of 6-650. which i s w i t h i n 

20 the same f a u l t block and has encountered -- and I ' l l 

21 be going through t h a t i n a second on the e x h i b i t s to 

22 come -- has encountered s i g n i f i c a n t q u a n t i t i e s of 

23 sand. However, the t e s t s w i t h i n t h i s w e l l have been 

24 nonproductive; i n f a c t , have encountered water. 

25 The r e f o r e , a gas-water contact d e f i n i t e l y e x i s t s 
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j 
i 

1 between the " e l l at a subsea depth of 6 647 and ° l^w 

2 proven "as at 6 356. 

3 Q- Describe f o r us- Mr- Tate, your o p i n i o n 

4 g e o l o g i c a l l y of what i s the lowest s t r u c t u r a l p o s i t i o n 

5 at which you w i l l encounter gas i n the Rock Tank 

6 Morrow Gas Pool? 

7 A. O r i g i n a l l y , the low proven gas would have 

8 to be eomewhere close to these w e l l s i n here. E x a c t l y 

9 where. I'm not sure. I t was not encountered i n any of 

10 the w e l l s i n a c t u a l gas-water c o n t a c t based on the 

11 data t h a t I had a v a i l a b l e to me. But i t was o b v i o u s l y 

12 someplace between these w e l l s and t h i s w e l l here, 

13 which i s I w i l l note i s s i g n i f i c a n t l y updip i n 

14 r e l a t i o n to the acreage i n q u e s t i o n . 

15 Q. When you sav s i g n i f i c a n t l y updip i n 

16 r e l a t i o n s h i p to the Harrow w e l l i n Section 5 t o the 

17 Morrow s t r u c t u r e i n 20, what i s s i q n i f i c a n f How many 

18 f e e t ? 

19 A I t v a r i e s , but at l e a s t 150 to 200 f e e t 

2 0 updip. 

21 Q- I s t h a t °ufficient v e r t i c a l d i f f e r e n c e i n 

22 s t r u c t u r e between Section 5 and 20 t o . i n your 

23 o p i n i o n , make Section 20 wet i n the Morrow i f i t i s i n 

24 f a c t p a r t of the Rock Tank Morrow Gas Pool? 

25 A. Most d e f i n i t e l y , i t would have t o be wet-
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1 I t would not make sense f o r there t o be qas downdip of 

2 a wet w e l l unless t h e r e was some kind of s t r u c t u r a l or 

3 some kin d of r e s e r v o i r boundary, e i t h e r s t r u c t u r a l or 

4 s t r a t i g r a p h i c t o provide t r a p p i n g downdip. T h e r e f o r e . 

5 i t cannot be p a r t of our <-ank . 

6 Q G e o l o g i c a l l y , have you also confirmed vour 

7 conclusions bv the ̂ r e p a r a t i o n of c e r t a i n s t r u c t u r a l 

8 c r o s s - s e c t i o n s through t h i s area? 

9 A. Yes, I have, and they c l e a r l y i l l u s t r a t e 

10 the p o i n t s I have made so f a r . 

11 MR. KELLAHIN: Mr. Examiner, i f we might 

12 have a moment, w e ' l l put up E x h i b i t s 5 and 6. which 

13 are the s t r u c t u r a l c r o s s - s e c t i o n s t o t h i s area. 

14 HEARING EXAMINER: Okay. Let's take about 

15 a f i v e - m i n u t e break at t h i s t i m e . 

16 (Thereupon, a recess was taken ) 

17 HEARING EXAMINER: This hearinn w i l l come 

18 to order- M-. K e l l a h i n ? 

19 Q- (BY MR. K R T LAHTN) During fhe Hreak, Mr-

20 Tate, we have put on the - a l l of the ̂ e a r i n g room 

21 E x h i b i t 5 and E x h i b i t 6. Would you- before we discuss 

22 the d e t a i l s of each " f the d i s p l a v s , would you 

23 i d e n t i f y f o r "s E x h i b i t 5 and then E x h i b i t 6? 

24 A. Yes, s i r . 

25 Q. E x h i b i t No. * i s a f o u r - w e l l s t r u c t u r a l 
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1 c r o s s - s e c t i o n , which i s A-A', which begins np i n the 

2 c r e s t a l p o r t i o n s of the Rock Tank F i e l d - down t o a key 

3 w e l l t h a t I've already discussed and w i l l discuss i n 

4 more d e t a i l , across a major s e a l i n q f a u l t , down t o a 

5 very s i g n i f i c a n t drv v^ole j u s t downdio ~ f the screaqe 

6 i n q u e s t i o n . 

7 E x h i b i t No. * i« a ^ i v e - w e l l s t r u c t u r a l 

8 c r o s s - s e c t i o n , n-B', aqain beginning at the c r e s t a l 

9 p o r t i o n of the Rock Tank F i e l d area c r o s s i n q the 

10 f a u l t , and down ^o the same w e l l , which i s a dry hole 

11 i n the Morrow i u s t downdip «f the acreage i n Section 

12 20 . 

13 Q. Let's go back to E x h i b i t No 5. and 

14 s t a r t i n g on the western p o r t i o n of the d i s p l a y , 

15 describe again f o r us what causes you as a o e o l o g i s t 

16 t o conclude t h a t the western boundary of Rock Tank 

17 Morrow pools are f a u l t - c o n t r o l l e d ? 

18 A. Aaain, t h a t i s best i l l u s t r a t e d by <-his 

19 index man which i s the same s t r u c t u r e map -- w°ll- i t 

20 was *-he eame " t r u c t u r e map -s E x h i b i t N<->. 4 And-

21 aaain, i t ' s due to the major bounding " o r t h w e s t e r n -

22 side f a u l t which separates p r o d u c t i v e Morrow w e l l s i n 

23 the Rock Tank F i e l d from nonproductive dry holes-

24 On rhe extremely downthrown s i d e , which i s 

25 on the northwestern side of the f a u l t , t h i s p a r t i c u l a r 
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1 f a u l t here would l i e just, to the l e f t of the f i r s t 

2 w e l l on t h i s c r o s s - s e c t i o n , again w i t h the upthrown 

3 side being on the Rock Tank F i e l d area s i d e , and the 

4 downthrown side would be j u s t t o the northwest -

5 Q. Can you q u a n t i f y f o r ns the magnitude nf 

6 displacement between the n p t h r o w n and •-he downthrown 

7 side n f the western f a u l t ? 

8 A Yes. B^sed "n the " e l l c o n t r o l - both 

9 c l o s e l y l o c a t e d t o the f a u l t on the downthrown side 

10 and then the producing w e l l s w i t h i n Rock Tank, my best 

11 estimate as t o the amount of throw on t h i s f a u l t i s 

12 approximately 500 f e e t , very s i g n i f i c a n t f a u l t on the 

13 amount of throw i n the area. 

14 Q. As we began then w i t h the eastern margin of 

15 the cross-sect i o n and go e a s t e r l y through the nool 

16 s t r u c t u r a l l y , describe f o r us what happens as we move 

17 from the high Doint of the s t r u c t u r e on the west and 

18 move towards the east. 

19 A. Okay. The f i r s t two w e l l s , aqain, noted by 

20 the gas symbols and a l s o bv the a n n o t a t i o n at the fop 

21 of the T o s s - s e c t i o n . i n d i c a t e w e l l s f h a t are w i t h i n 

22 the Rock Tank Lower and R~ck Tank U^per Marrow 

23 F i e l d s . These have been separated by zone-

24 The Upper Morrow sand, which c o n t r i b u t e s 

25 the m a j o r i t y of the p r o d u c t i o n to the Upper Morrow 
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1 F i e l d or to the Rock Tank Upper Morrow F i e l d i s noted 

2 here, h i g h l i g h t e d i n y e l l o w . 

3 Both these two w e l l s , the f i r s t two w e l l s -

4 the producing w e l l s i n Rock Tank on t h i s 

5 c r o s s - s e c t i o n , have been completed i n the Upper 

6 Morrow. 

7 The other h i g h l i g h t e d zone i s the Lower 

8 Morrow Sandstone- '-'h-"ch I've already made mention to 

9 when I in t r o d u c e d E x h i b i t N". ~> as beinn «-he ~ost 

10 s i g n i f i c a n t Droducina "and i n the area- both i n Rock 

11 Tank F i e l d and Baldridge Canyon, which was noted ~n 

12 the p r o d u c t i o n map to the southwest of Section 20. 

13 Both these w e l l s were completed i n both the Upper and 

14 the Lower Morrow Sands. 

15 As we come to the t h i r d w e l l , the t h i r d 

16 w e l l , the Monsanto Company Rock Tank Unit No. -

17 l o c a t e d i n Section 5 of Township 23 South, Range 25 

18 East, i s again one of the two key w e l l s which d e f i n e s 

19 the presence of water s i g n i f i c a n t l y updip of Section 

20 20- This w e l l was one of the w e l l s t h a t was i n the 

21 i n i t i a l development of Rock Tank F i e l d . 

22 The dis c o v e r y w e l l of the Rock Tank Unit 

23 No. c was d r i l l e d and completed i n January of 1968. 

24 Q. Excuse me, Mr- Tate, you sai d 5, but i t ' s 

25 the Rock Tank 1 i n Section 7; t h a t ' s the d i s c o v e r y 
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1 w ell? 

2 A. Sorry. The di s c o v e r y w e l l again i s the 

3 Monsanto Company Rock Tank Unit No. 1. l o c a t e d i n 

4 Section 7 of 23 South, Range 25 East r i g h t t h e r e 

5 ( i n d i c a t e d ) . The w e l l here was completed i n December 

6 of 1970, the Rock Tank Unit No- * Well- i n Section 1 

7 near the top of the c r e s t or top of the a n t i c l i n a l 

8 f e a t u r e associated w i t h Rock Tank. 

9 Q. Let's look at the Rock Tank No- 3 Well i n 

10 Section 5 and describe the type of r e s t s (-hat were 

11 taken bv which vou then have concluded t h a t i t was w Qt 

12 i n both the upper and the Tower -and. 

13 A Okay. The Rock Tank Unit No. 3 was ^ t y and 

14 abandoned i n 1969. P r i o r to i t s abandonment, i t was 

15 t e s t e d i n both the Upper Morrow Sand and i n the Lower 

16 Morrow Sand, as i t encountered s i g n i f i c a n t thicknesses 

17 of sand i n both. A d r i l l stem t e s t was conducted «ver 

18 both i n t e r v a l s . 

19 The d r i l l stem t e s t i n the upper sand 

20 recovered 580 f e e t of fo r m a t i o n water-cut mud- I t 

21 also had a minor show of gas associated w i t h i t . 

22 Q. Are you s a t i s f i e d as a g e o l o g i s t t h a t the 

23 zone i n which the d r i l l stem t e s t was taken was taken 

24 high enough i n t h a t Morrow s e c t i o n to have encountered 

25 gas i f i t had been present? 
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{ 1 A. Yes. 

2 Q. How about the lower t e s t ? 

3 A. The lower t e s t over the Lower Morrow 

4 Sandstone i n t e r v a l recovered a 1,000-foot water 

5 b l a n k e t , 1,650 f e e t of fo r m a t i o n water, and 375 f e e t 

6 of s l i q h t l y gas-cut mud. 

7 Q. When you look at the Moncrief Horseshoe 

8 State #1 Well i n Section 29. what does t h a t show vou? 

9 A. I t shows you a couple t h i n g s . F i r s t o f f , 

10 the Horseshoe State #1 i s s i g n i f i c a n t l y downdip and 

11 across a f a u l t from both the " e t w e l l and fhe Rnck 

12 Tank F^eld n r o p e r T+- encountered the U~per M-rrow 

13 Sand; however, i t d i d not encounter the T n w e r M ^ r r o w 

14 Sand. Sn my i n t e r p r e t a t i o n has the Lower Harrow Sand 

15 p i n c h i n g out -iust t o the n o r t h of the Horseshoe State 

16 #1 Well. 

17 Q. This i s the w e l l d r i l l e d i n +-he s e c t i o n 

18 immediately t o the south of Section 20? 

19 A. Rig h t . 

20 Q. What do you conclude about the Moncrief 

21 Well i n the Upper Morrow Sand? Was t h a t p r o d u c t i v e ? 

22 A. A d r i l l stem t e s t was attempted across the 

23 Upper Morrow Sand i n the Moncrief Horseshoe State #1. 

24 The r e s u l t s of t h a t DST were t h a t i t recovered 120 

25 f e e t of f l u i d . That was the only r e p o r t g i v e n . No 
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1 gas. I t doesn't i n d i c a t e whether or not i t was 

2 fo r m a t i o n water. 

3 Q. When you examined the geol o g i c r e l a t i o n s h i p 

4 between the w e l l i n Section 5 and the w e l l i n Section 

5 ?9, what i s i t about t h a t examination t h a t t e l l s you 

6 t h a t you're not simply seeing what represents the 

7 n o r t h e a s t e r n edge of the s t r u c t u r e i n Rock Tank? I n 

8 other words- wh" i s n ' t S-ction 29 p a r t of Dock Tank"? 

9 A Because based on the c o n t r o l i n the area T 

10 have i n t e r p r e t e d - f a u l t to °xist hefween the Rock 

11 Tank Unit No. 3 Well and <-he Horseshoe State #1 w e l l . 

12 This f a u l t i s i m p e r a t i v e f o r there to be entrapment of 

13 hydrocarbons across Section 20-

14 Q. Let's look at the second f a u l t t h a t you 

15 have on your d i s p l a y . I t ' s the next one goinq e a s t , 

16 and i t ' s the one you've j u s t d e s c r i b e d . 

17 Describe f o r us the data t h a t has caused 

18 you to place t h a t f a u l t as you've p r o j e c t e d i t on the 

19 d i s p l a y . 

20 A. A con s i d e r a b l e amount of data has qone i n t o 

21 the i n t e r p r e t a t i o n of t h i s f a u l t . 

22 F i r s t o f f , i n t h i s l o c a l i z e d area 

23 o f f s e t t i n g or surrounding the Rock Tank Baldridge 

24 Canyon, and the Section 20 acreage, a co n s i d e r a b l e 

25 amount of data i n Baldr i d g e Canyon i n d i c a t e s the 
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! 1 presence of a f a u l t w i t h approximately 75 t o 100 f e e t 

2 of throw i n t h i s area r i g h t through here, w i t h a 

3 w e l l - d e f i n e d o r i e n t a t i o n t o t h a t f a u l t , somewhat 

4 p a r a l l e l t o t h i s major f a u l t which has already been 

5 d i scussed. 

6 Q. I s t h a t g e o l o g i c a l l y c o n s i s t e n t w i t h what 

7 you would expect to f i n d i n t h i s area? 

8 A. Yes, i t i s . 

9 I n a d d i t i o n t o the l o c a l i z e d area, I also 

10 have done a con s i d e r a b l e amount of r e g i o n a l work i n 

11 the area which i n d i c a t e s the presence of t h i s f a u l t 

12 continued t o the n o r t h o f f the l o c a l i z e d mapped area. 

13 Q. Let's go t o E x h i b i t No 6 now, Mr. Tate, 

14 and describe f o r us the s t r u c t u r a l r e l a t i o n s h i p 

15 demonstrated on t h a t s t r u c t u r a l c r o s s - s e c t i o n as you 

16 pick up other w e l l s moving from past to west through 

17 t h i s area. 

18 A. Okay. The f i r s t two w e l l s ~-ri the eastern 

19 p o r t i o n of t h i s c r o s s - s e c t i o n again represent w e l l s 

20 which have been completed i n both the Upper and i n the 

21 Lower Morrow r e s e r v o i r s of Rock Tank. The f o u r t h 

22 w e l l , being represented h v a gas symbol, the A t l a n t i c 

23 R i c h f i e l d Company. WG Federal Comm #1 Well- l o c a t e d i n 

24 Section 13 of Township 23 South, Ranqe 24 East, i s the 

25 w e l l which was noted e a r l i e r as being the low proven 
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1 gas w e l l w i t h i n the Rock Tank F i e l d at a subsea depth 

2 of minus 6,356. 

3 This e x h i b i t c l e a r l y i l l u s t r a t e s a very 

4 s i g n i f i c a n t D o i n t , and t h a t i s the t h i r d w e l l on the 

5 c r o s s - s e c t i o n , which i s j u s t updip of the low p r o v i n g 

6 gas w e l l , the Mewbourne O i l Company Federal "K" No- 1 

7 Well , also l o c a t e d i n Section 13 here on the index 

8 map, j u s t s l i q h t l y updip at a subsea depth of a minus 

9 6,279, was d r i l l e d i n 1985 and abandoned i n January of 

10 1986. 

11 What's s i g n i f i c a n t about t h i s w e l l i s t h a t 

12 i t encountered a very t h i c k s e c t i o n of the Lower 

13 Morrow Sandstone Reservoir. However, a d r i l l stem 

14 t e s t i n 1986 w i t h i n t h i s sand had the f o l l o w i n g 

15 r e s u l t s : I t recovered 370 f e e t of h e a v i l y gas-cut 

16 mud. However, i t had also encountered 630 f e e t of 

17 gas-cut water. T h e r e f o r e , t h i s w e l l i n d i c a t e s the 

18 p o t e n t i a l f o r the encroachment of water from gas-water 

19 contact j u s t downdip of the low p r o v i n g gas w e l l . 

20 B a s i c a l l y , what I'm saying i s t h a t the 

21 c u r r e n t gas-water c o n t a c t as de f i n e d hv the Mewbourne 

22 o i l w e l l i s somewhere i n the v i c i n i t y of the Mewbourne 

23 o i l s t r u c t u r a l subsea depth of 6-279, which, again, i s 

24 s i g n i f i c a n t l y updip of Section 20 acreage which i s the 

25 issue of t h i s case. 
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1 Q. Let me ask you, Mr- Tate, i n terms of 

2 ana l y z i n g the s t r u c t u r e whether or not th e r e ' s any 

3 reasonable g e o l o g i c p r o b a b i l i t y t h a t you can take t h i s 

4 i n f o r m a t i o n and map the s t r u c t u r e f o r the Rock Tank 

5 Morrow Pools such t h a t you nose the s t r u c t u r e i n a "ay 

6 t h a t the w e l l i n Section 5 then represents the 

7 n o r t h e a s t e r n l i m i t s of the s t r u c t u r e , and you cre a t e a 

8 nosing e f f e c t t h a t would p r o j e c t then Rock Tank Morrow 

9 down i n to i n c l u d e Section 20 and yet be c o n s i s t e n t 

10 w i t h the data t h a t you discovered i n Section 13, as 

11 w e l l as Section 5? 

12 I n summary, can you c o n s t r u c t a s t r u c t u r e 

13 map, i n your o p i n i o n , t h a t would cut a s t r u c t u r a l nose 

14 f e a t u r e i n the Rock Tank Morrow t h a t would be bounded 

15 on the south by 13 and on the n o r t h by Section 5? 

16 A. An i n t e r p r e t a t i o n such as t h a t across 

17 Section 20 would he very u n r e a l i s t i c The p o i n t s t h a t 

18 help make me come to t h a t c o n c l u s i o n are. f i r s t - the 

19 s i g n i f i c a n t dry hole i n Section 29 due south of 

20 Section 20. which had a subsea depth of minus 7,033. 

21 I t wouldn't be g e o l o g i c a l l y f e a s i b l e to shove t h a t 

22 many contours i n and be able to s t i l l keep i t , i n 

23 order to keep the c r e s t of the Rock Tank F i e l d 

24 t r e n d i n g across Section 20, and yet s t i l l honor t h a t 

25 data p o i n t . 

CUMBRE COURT REPORTING 
(505) 984-2244 



72 

1 I n a d d i t i o n , i t would s t i l l make you 

2 question the p o i n t t h a t I made on E x h i b i t No 6 here 

3 concerning the c u r r e n t gas-water c o n t a c t , as c l e a r l y 

4 d e f i n e d by the Mewbourne o i l w e l l . 

5 Q. Let's go t o the i s o l i t h s now and t a l k 

6 s p e c i f i c a l l y about mapping the r e s e r v o i r t h i c k n e s s , 

7 and i f I could qet somebody t o help me take down those 

8 c r o s s - s e c t i o n s , w e ' l l go t o your E x h i b i t s 7 and 8, Mr-

9 Tate. 

10 HEARING EXAMINER: We'll go o f f the record 

11 at t h i s p o i n t . 

12 (Thereupon, a d i s c u s s i o n was held 

13 o f f the record . ) 

14 HEARING EXAMINER: Let's go back on the 

15 r e c o r d . Mr. K e l l a h i n ? 

16 MR. KELLAHIN: Thank you, Mr. Examiner-

17 Q. Let me have you go to E x h i b i t No- 7 now 

18 Mr. Tate, and i d e n t i f y t h a t d i s p l a y f o r "s again. 

19 A. Okay. E x h i b i t No. 7 again i s a gross 

20 sandstone i s o l i t h map f o r the Lower Morrow Sandstone. 

21 Q. E x h i b i t No. 8 is? 

22 A. A gross sandstone i s o l i t h f o r the Upper 

23 Morrow Sandstone. 

24 Q. When we're l o o k i n g at p o t e n t i a l Morrow 

25 zones or formations w i t h i n t h i s s p e c i f i c area, are 
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< 1 ther e any other p r o s p e c t i v e sands t h a t we ought to be 

2 i n t e r e s t e d in? 

3 A. There are other p r o s p e c t i v e sands but very 

4 m a r g i n a l l y so. The p r o d u c t i o n associated w i t h these 

5 two sands accounts f o r 85 percent of the p r o d u c t i o n i n 

6 t h i s area, t r u l y , the s i g n i f i c a n t sands to d e f i n e the 

7 r i s k s and the p o t e n t i a l f o r Morrow gas o p p o r t u n i t i e s 

8 i n t h i s area. 

9 Q. When we look then at the two Drimary Morrow 

10 sands i n t h i s immediate area, give us some sense of 

11 the r e l a t i o n s h i p i n terms of p o t e n t i a l between the 

12 Lower Morrow Sandstone and the Upper Morrow 

13 Sandstone. 

14 A. Of s i g n i f i c a n c e ? 

15 Q. Sure. Which i s qoing t o have the g r e a t e s t 

16 p o t e n t i a l ? 

17 A. Oh, by f a r . the Lower Morrow Sandstone has 

18 the g r e a t e s t p o t e n t i a l . I t accounts alone f o r 75 

19 percent of the cumulative p r o d u c t i o n i n t h i s area. 

20 Q. Let's go then t o E x h i b i t No. 7 and have you 

21 describe f o r us how you have mapped and i n t e r p r e t e d 

22 the Lower Morrow Sandstone i n t h i s area g e n e r a l l y , and 

23 then more s p e c i f i c a l l y to Section 20-

24 A. Okay. I've i n t e r p r e t e d the rower Morrow 

25 Sandstone as a northwest - s o u t h e a s t , d i p - o r i e n t e d . 
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1 c h a n n e l - f i l l system. This i s based on se v e r a l l i n e s 

2 of evidence . 

3 F i r s t o f f , i n the l o c a l i z e d area, the w e l l s 

4 t h a t have encountered the sandstone e x h i b i t 

5 c h a r a c t e r i s t i c s which s t r o n g l y are i n d i c a t i v e of a 

6 channel environment. The sands which have produced 

7 t h i s w e l l i n the Lower Morrow have r e l a t i v e l y sharp 

8 basal and upper c o n t a c t s w i t h the o v e r l y i n q and 

9 u n d e r l y i n g shale u n i t s . I n a d d i t i o n , the l o g 

10 s i g n a t u r e s on the w e l l s i n the Lower Morrow Sand have 

11 a s l i g h t l y f i n e upward c h a r a c t e r i s t i c l o g s i g n a t u r e 

12 which i s i n d i c a t i v e also of a c h a n n e l - f i l l 

13 envi ronment. 

14 I n a d d i t i o n , i n map view of t h i s l o c a l i z e d 

15 area, the Lower Morrow i s present both to the 

16 northwest, across the Rock Tank area, t o the downdip 

17 areas of both B a l d r i d g e Canyon, and continues o f f t h i s 

18 map i n a s i g n i f i c a n t downdip d i r e c t i o n . Sands which 

19 are present both updip and downdip i n map view 

20 o b v i o u s l y i n d i c a t e d i p - o r i e n t e d c h a n n e l - f i l l systems. 

21 Q. So f o r purposes of simply convenience i n 

22 showing the d i s p l a y of the immediate area, you've 

23 e l i m i n a t e d the mapping of the Morrow as i t goes to the 

24 n o r t h and west across the major f a u l t ? 

25 A. Y e s , I have. 

CUMBRE COURT REPORTING 
(505) 984-2244 



75 j 

i 
i 

1 Q. You could have, and you have, i n f a c t , 

2 mapped beyond t h a t area? 

3 A. I have mapped beyond that area, but because ! • \ 
4 t h i s i s a major geologic h a r r i e r to p r o d u c t i o n and 

5 d e f i n e s the Rock Tank F i e l d - which i s one of the 1 

j 

6 important issues here, I have stopped the 

7 i n t e r p r e t a t i o n f o r t h i s e x h i b i t at t h i s p o i n t . j 

8 Q. And, s i m i l a r l y , to the western boundary 

9 then, t h i s channeling o r i e n t a t i o n t h a t you see f o r 

10 mapping t h i s Morrow sand continues as you have 

11 i n d i c a t e d on the d i s p l a y i t s e l f ? 

12 A. Most d e f i n i t e l y . 

13 Q. And you simply chose f o r convenience i n 

14 order to generate the d i s p l a y as you have t o stop the 

15 i n t e r p r e t a t i o n at t h a t p o i n t ? 

16 A. Yes, I have. 

17 Q. When we look then as t o your ge o l o g i c 

18 evidence as to o r i e n t a t i o n , you said you had a channel 

19 d e p o s i t i o n f o r the Morrow? 

20 A. Yes. 

21 Q. And you said you had a northwest-southeast 

22 o r i e n t a t i o n to t h a t channel? 

23 A. Yes. 

24 Q. Why i s n ' t i t n o r t h - s o u t h o r i e n t a t i o n or 

25 some other o r i e n t a t i o n ? 
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1 A. That's based <->n the f a c t t h a t channel 

2 environments t y p i c a l l y run i n a downdip d i r e c t i o n . 

3 Q. You mean t y p i c a l l y i n Eddy County- New 

4 Mexico, f o r the Morrow p r o d u c t i o n , you see a 

5 northwest-southeast o r i e n t a t i o n ? 

6 A. Yes. And t h a t ' s not only based on t h i s 

7 l o c a l i z e d area, but r e g i o n a l mapping which has 

8 inclu d e d the m a j o r i t y of Eddy County. 

9 Q. Do you see any s i t e - s p e c i f i c qeology f o r 

10 t h i s p a r t i c u l a r area t h a t would cause you to a d j u s t 

11 t h i s channel t o a more nor t h - s o u t h o r i e n t a t i o n than 

12 you have displayed? 

13 A. D e f i n i t e l y not. 

14 Q. Describe f o r us now the * - e i a t i v e importance 

15 of the t h i c k n e s s i n the Morrow sandstone as you've 

16 mapped i t . What does t h a t t e l l you as a g e o l o g i s t i n 

17 terms of p i c k i n g an o r i e n t a t i o n , as w e l l as a w e l l 

18 l o c a t i o n i n Section 20? 

19 A. I t t e l l s me e v e r y t h i n g . There i s no doubt 

20 t h a t i n p i c k i n g a Morrow l o c a t i o n , you must maximize 

21 sand t h i c k n e s s . Sand t h i c k n e s s or s t r a t i g r a p h i c r i s k 

22 i s always the highest r i s k i n d r i l l i n g f o r the Morrow 

23 f o r m a t i o n . You don't h i t the sands i f you don't have 

24 a r e s e r v o i r . I f vou've got i t , go f o r the maximum 

25 amount of sand t h a t you p o s s i b l y can get-
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1 Q- Let's examine now. ̂ avinq marie the maps and 

2 reached your i n t e r p r e t a t i o n -- l e t ' s °xamine "our 

3 c o n c l u s i o n about the h p s t - f i t development of Section 

4 i t s e l f . w h a t i s the qeol o g i c c r i t e r i a t h a t you use 

5 to make a -judgment about the o r i e n t a t i o n of the 

6 spacing u n i t s i n Section 20? 

7 A. Those c r i t e r i a again i n c l u d e most 

8 s i g n i f i c a n t l y sandstone t h i c k n e s s . 

9 Q. That's the f i r s t c r i t e r i a ? What else? 

10 A. A second c r i t e r i a would be r e l a t i v e 

11 s t r u c t u r a l p o s i t i o n w i t h i n the area, and t h a t i s , of 

12 course, r e l a t i v e to other w e l l s -

13 Q. When we look at Section 20 on the s t r u c t u r e 

14 Map No. 4, am I c o r r e c t i n understanding t h a t we qain 

15 s t r u c t u r a l p o s i t i o n by moving t o the northwest corner, 

16 and we lose s t r u c t u r a l p o s i t i o n by going t o the 

17 southeast corner? 

18 A. Yes. 

19 Q. So based upon t h a t c r i t e r i a , t here i s some 

20 advantage gained by going t o the northwest 

21 s t r u c t u r a l l y ? 

22 A. Yes, ther e i s . 

23 Q. When we look at your i s o l i t h . E x h i b i t 7. 

24 you have i u s t the opposite o r i e n t a t i o n i n t h a t the 

25 g r e a t e s t t h i c k n e s s i s i n the northeast? 
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1 A . Yes , t h a t i s . 

2 Q. With the area «f the 1 east t h i c k n e s s beinq 

3 i n the "outhwest? 

4 A Ri q h t . 

5 Q. You. as a n e o l o q i s t . have a c o n f l i c t t o 

6 resolve •> n k i c k i n g out the b° nt o r i e n t a t i o n ; r i q h t ? 

7 A- That's t r u e . 

8 Q. What d i d you do? 

9 A. Went r i g h t f o r the R and t h i c k n e s s every 

10 time. 

11 Q. Why? 

12 A. Again, i t goes back to maximizing sand 

13 t h i c k n e s s . That i s very r i s k y prospect. I n f a c t , the 

14 c l o s e s t w e l l to the prospect i n the n o r t h h a l f of 

15 Section 29 encountered no sand whatsoever. Obviously, 

16 any way of g e t t i n g as f a r away from a zero c o n t r o l 

17 p o i n t i s o b v i o u s l y the choice. and. again, coming up 

18 as close as you can to a 30-foot contour i n t e r v a l i s 

19 the a p p r o p r i a t e choice f o r a f i r s t w e l l . 

20 Q. Do you as an e x p l o r a t i o n g e o l o g i s t see any 

21 a l t e r n a t i v e , acceptable way to map the c u r r e n t data t o 

22 show th i c k n e s s on t h i s i s o l i t h other than as you have 

23 d i s p l a y e d i t ? 

24 A. No, I do not. This i s the best 

25 i n t e r p r e t a t i o n . I b e l i e v e . 
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1 Q. What, i n your o p i n i o n , i s the best 

2 o r i e n t a t i o n then of the spacing u n i t s f o r Section 20 

3 t h a t maximizes the p o t e n t i a l f o r success of d r i l l i n q 

4 the f i r s t w e l l ? 

5 A. The optimum o r i e n t a t i o n of a spacing u n i t 

6 i n order to maximize the success f o " fhe f i r s t w e l l i s 

7 d e f i n i t e l y a " e l l l o c ated ( n the northe a s t one qua r t e r 

8 i n which the east K a l f or stand-up p r o r a t i o n u n i t i s 

9 dedicated t o t h a t w e l l -

10 Q- What d 0 y O U accomplish i n terms of the f u l l 

11 development of Section 20 i f vou dedicate an e a s t - h a l f 

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

13 q u a r t e r ? What does t h a t give you an o p p o r t u n i t y t o do 

14 there? 

15 A. That give you an o p p o r t u n i t y t o f u l l y 

16 develop the s e c t i o n i n the way the Morrow i s 

17 c o n v e n t i o n a l l y developed throughout a l l southeast New 

18 Mexico. That's on 320-acre spacing. 

19 Q. Have you, as an e x p l o r a t i o n g e o l o g i s t 

20 taken Section 20 and d i v i d e d i t i n t o q u a r t e r s e c t i o n s 

21 so t h a t we have a n o r t h e a s t - n o r t h w e s t , southeast-

22 southwest, and have you valued then i n your g e o l o g i c 

23 terms what the r e l a t i v e m e r i t i s of each of those 

24 qu a r t e r sections? 

25 A. Yes, I have. 
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1 Q. How have you done t h a t ? 

2 A. I've done t h a t by. again, d i v i d i n g up 

3 Section 20 i n t o the n o r t h e a s t , northwest, southwest-

4 and southeast quadrants and then p l a n i m e t e r i n g the 

5 acre f e e t of t o t a l sandstone rock volume w i t h i n each 

6 of the quar t e r s e c t i o n s , not only f o r the Lower Morrow 

7 Sand but also f o r the Upper Morrow Sand. 

8 Q. Why d i d you want to do t h a t , Mr- Tate? 

9 A. I wanted to do t h a t t o q u a n t i f y the 

10 p o t e n t i a l t h a t e x i s t e d i n the s e c t i o n and i n order to 

11 come up w i t h what would he the optimum o r i e n t a t i o n of 

12 the spacing u n i t s , and from there qo t o the optimum 

13 v i a b l e l o c a t i o n s w i t h i n those spacing u n i t s to again 

14 maximize drainage n f the s e c t i o n . 

15 Q. Let's look now. s i r , at E x h i b i t No- °. . you 

16 have t h a t i n your hand, do you? 

17 A. Yes, I do. 

18 Q. Is t h a t an e x h i b i t t h a t you prepared? 

19 I t should be incl u d e d i n the package of 

20 e x h i b i t s . Mr- Examiner. 

21 HEARING EXAMINER: Very w e l l . 

22 Q. (BY MR. KELLAHIN) This represents your 

23 work Droduct? 

24 A. Yes, i t does . 

25 Q. Again, describe what you d i d i n order to 
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1 get these values. 

2 A. I planimetered the sand maps, both the 

3 Lower and the Upper Morrow Sand maps, i n order to come 

4 up w i t h an acre f o o t value r e p r e s e n t i n g the gross 

5 sandstone volume associated w i t h each of the q u a r t e r 

6 s e c t i o n s w i t h i n Section 20. 

7 1 Q. Let's take a moment now when you t a l k about 

8 gross sandstone volume and have you i d e n t i f y f o r "S 

9 the d i f f e r e n c e then between t h i s i s o l i t h t h a t you've 

10 taken those volumes from and a c o n v e n t i o n a l isopach. 

11 A. A co n v e n t i o n a l isopach b a s i c a l l y i s j u s t a 

12 t h i c k n e s s map. I t represents a thi c k n e s s from one 

13 p o i n t , from one s t r a t i g r a p h i c o o i n t t o another, 

14 regardless of the l i t h o l o g y . 

15 Q. What i s the i s o l i t h then? 

16 A. An i s o l i t h map. o b v i o u s l y , " l i t h o l o g y - " i t 

17 means t h a t we're going f o r sandstone. Obviously, 

18 sandstone i s the r e s e r v o i r here. I'm e l i m i n a t i n g any 

19 shale t h a t might be interbedded w i t h i n the sands 

20 because they do not c o n t r i b u t e t o p r o d u c t i o n ; so t h i s 

21 represents the p o t e n t i a l r e s e r v o i r volume, on a qross 

22 sense . 

23 Q. Based upon your a n a l y s i s then of the gross 

24 sand volume i n each of the q u a r t e r s e c t i o n s , what d i d 

25 you f i n d i n examining t h a t volume f o r the nor t h e a s t 
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1 quarter ? 

2 A. I found t h a t the northeast one q u a r t e r f a r 

3 exceeded those of any other -- or the acre f o o t value 

4 f a r exceeded t h a t of any of the other q u a r t e r 

5 s e c t i o n s . The t o t a l Morrow gross sandstone volume i n 

6 acre f e e t f o r the north e a s t one-quarter i s 5,896 acre 

7 f e e t . 

8 Q. And f o r the northwest q u a r t e r ? 

9 A. I t c a l c u l a t e d t o be 3,497 acre f e e t . 

10 Q. And then the southwest? 

11 A. The southwest, the lowest of the f o u r , came 

12 out t o 1,557 acre f e e t . 

13 Q. Having valued then the va r i o u s q u a r t e r 

14 s e c t i o n s , using the gross sandstone volumes i n each 

15 q u a r t e r s e c t i o n , how d i d you i n t e q r a t e then the 

16 s t r u c t u r e i n order to make a choice about the 

17 o r i e n t a t i o n of the spacing u n i t t h a t would l e t you 

18 take the maximum advantage of the r e s e r v o i r t h i c k n e s s 

19 and yet not compromise y o u r s e l f on the s t r u c t u r e ? 

20 What d i d you do? 

21 A. F i r s t , I s e l e c t e d the most optimum f i r s t 

22 l o c a t i o n . 

23 Q. And t h a t would he the northeast q u a r t e r ? 

24 A. That ' s r i q h t . 

25 Q. Describe f o r us where t h a t puts you 
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i 1 s t r u c t u r a l l y . 

2 A. That puts you s t r u c t u r a l l y at subsea depth 

3 of approximately 6,950. 

4 Q. Where does t h a t put you i n terms of 

5 th i c k n e s s on the r e s e r v o i r t h i c k n e s s map? 

6 A. I n the Lower Morrow Sandstone, i t DUts you 

7 at a thickness of around 29, close t o 30 f e e t of 

8 sand. In the Upper Morrow, i t c l e a r l y represents the 

9 t h i c k e s t p o r t i o n of the Upper Morrow channel and would 

10 be i n the order of 12-to-15 f e e t of sand, I b e l i e v e . 

11 Q. When you look at the SI dot on your 

12 d i s p l a y s , what i s t h a t , Mr. Tate? 

13 A. The SI dot i s the proposed l o c a t i o n of 

14 Santa Fe. 

15 Q. When we compare the Santa Fe proposed 

16 l o c a t i o n to the Exxon prcposed l o c a t i o n -- look at the 

17 s t r u c t u r e map -- i s ther e a s i g n i f i c a n c e t o you i n the 

18 s t r u c t u r a l r e l a t i o n s h i p , one to the other? 

19 A. No, there i s n o t . They are somewhat 

20 comparable w i t h the Santa Fe l o c a t i o n , p o s s i b l y 20 

21 f e e t h i g h e r , maybe 30 f e e t higher than the Exxon 

2 2 l o c a t i o n . 

23 Q. What i s the r e l a t i o n s h i p of the two w e l l 

24 l o c a t i o n s on the thi c k n e s s map. E x h i b i t 7? 

25 A. That's where i t ' s very s i g n i f i c a n t . The 
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i 1 Santa Fe l o c a t i o n w i l l encounter between 10 and 15 

2 f e e t of sand, w h i l e the Exxon l o c a t i o n w i l l encounter 

3 close t o 30 f e e t of sand. 

4 That's very c r i t i c a l when you compare t h a t 

5 t o the producing w e l l s i n the Rock Tank F i e l d area, 

6 e s p e c i a l l y because, as you can see- ther e are no 

7 producing w e l l s i n t h i n n e r sands than 20 f e e t i n t h i s 

8 p o r t i o n of the area. 

9 Q. I s there any doubt i n your mind as a 

10 g e o l o g i s t t h a t you're w i l l i n g t o give up a few f e e t of 

11 s t r u c t u r e i n order to gain r e s e r v o i r thickness? 

12 A. On the f i r s t w e l l , i t ' s c r i t i c a l ; i t ' s 

13 c r i t i c a l . 

14 Q. To aain t h i c k n e s s over s t r u c t u r e ? 

15 A. To gain t h i c k n e s s over s t r u c t u r e . 

16 Q. When we look then at the second w e l l f o r 

17 the development of the s e c t i o n , your E2 l o c a t i o n ? 

18 A. Yes. 

19 Q. Describe f o r us the r e l a t i v e m e r i t s of t h a t 

20 l o c a t i o n i n terms of s t r u c t u r e and t h i c k n e s s . 

21 A. S t r u c t u r a l l y , the Exxon l o c a t i o n i s 

22 s l i g h t l y higher than the Santa Fe l o c a t i o n , which, as 

23 a second w e l l , p o s s i b l y could be s i g n i f i c a n t . 

24 However, we ''on't have the data to t e l l t h a t , 

25 o b v i o u s l y , r i g h t now, on any kind of gas-water 

j 
| 
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i 1 content . 

2 S t r a t i g r a p h i c a l l y , we're l o o k i n g at a 

3 comparable t h i c k n e s s i n both the Lower Morrow at 

4 approximately 12 f e e t of sand, maybe 15 f e e t of sand, 

5 and i n the Upper Morrow. Expected t o encounter around 

6 10 f e e t of sand i n both l o c a t i o n s . 

7 Q. When we look at your t h i c k n e s s summary. 

8 E x h i b i t No. n . you look at the southeast q u a r t e r , 

9 t h a t ' s aot 3,754 f e e t of value i n the t o t a l Morrow? 

10 A. That ' s t r u e . 

11 Q. Where i s t h a t on your s t r u c t u r e map? 

12 A. That's at the s t r u c t u r a l l y lowest p o i n t 

13 w i t h i n the s e c t i o n . 

14 Q. Why would you not place the o r i e n t a t i o n of 

15 the spacing u n i t s so that, you would have a n o r t h 

16 h a l f - s o u t h h a l f and nut your w e l l s i n the nor t h e a s t 

17 and then i n the southeast, q u a r t e r ? 

18 A. C l e a r l y because of the advantage t h a t 

19 s t r u c t u r e w i l l give you f o r a northwest one-quarter 

20 versus a southeast one-quarter. I t ' s s i q n i f i c a n t l y 

21 downdip, on the order of 100, maybe up to 200 f e e t . 

22 At t h i s time again, we don't know how s i g n i f i c a n t t h a t 

23 i s . but t h a t o b v i o u s l y presents another r i s k of the 

24 prospect. 

25 Q. Am I c o r r e c t i n understanding then by the 
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1 time you've moved down to the southeast q u a r t e r of the 

2 s e c t i o n , t h a t s t r u c t u r a l displacement between the 

3 northwest i s c r i t i c a l enough then t h a t you have t o 

4 give up some of the t h i c k n e s s i n order to have any 

5 p o t e n t i a l f o r the second aas w e l l ? 

6 A . I b e l i e v e i t could he, and I b e l i e v e t h a t 

7 what we need t o consider here i s a " l a n t h a t not only 

8 develops an east h a l f but a west h a l f and optimiz e s 

9 the drainage and reduces the r i s k i n order to come up 

10 w i t h s u c c e s s f u l w e l l s . 

11 Q. I n your o p i n i o n as a g e o l o g i s t , Mr. Tate, 

12 i f the D i v i s i o n Examiner approves Santa Fe's request 

13 f o r a n o r t h - h a l f o r i e n t a t i o n and accepts t h e i r w e l l 

14 l o c a t i o n , what would happen to the south h a l f of the 

15 s e ction? 

16 A. I don't b e l i e v e the w e l l would ever be 

17 d r i l l e d . T b e l i e v e Santa Fe's l o c a t i o n would r e s u l t 

18 i n l i m i t i n g the developments i n Section 20 t o only a 

19 s i n g l e w e l l . 

20 Q. Do you f i n d s u f f i c i e n t r e s e r v o i r volume 

21 w i t h i n the s e c t i o n t h a t i t should q e o l o g i c a l l y support 

22 two w e l l s ? 

23 A. Yes, I do. 

24 Q. Do you f i n d t h a t the p r o d u c t i v e l i m i t s 

25 w i t h i n the Morrow are broad pnough to in c l u d e a l l of 
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1 Section 20? 

2 A. At t h i s t i m e , I do. 

3 Q. You don't see any evidence to exclude any 

4 p o r t i o n of Section 20 as p o t e n t i a l l y nonproductive or 

5 n o n c o n t r i b u t i v e ? 

6 A . At t h i s t ime. I don't-

7 Q. In p i c k i n g the optimum l o c a t i o n w i t h i n the 

8 east h a l f of Section 20, l e t ' s t a l k about your 

9 l o c a t i o n . You have a requested l o c a t i o n t h a t you 

10 i n i t i a l l y had asked was 660 out of the corner, the 

11 n o r t h and east corner of Section 20? 

12 A. That 1s f rue . 

13 Q. Based upon qecloqy. what d i d you f i n d at 

14 t h a t l o c a t i o n ? 

15 A. A l o c a t i o n of 660 f e e t from the n o r t h l i n e . 

16 660 f e e t from the east l i n e w i t h i n Section 20 d i d one 

17 t h i n g -- w e l l , i t was a g e o l o g i c a l l y f a v o r a b l e 

18 p o s i t i o n . I t was the best g e o l o g i c a l p o s i t i o n f o r the 

19 f i r s t d r i l l e d w e l l as i t would encounter g r e a t e r than 

20 30 f e e t of sand i n the Lower Morrow and again be 

21 w i t h i n the t h i c k e r p o r t i o n s of the Upper Morrow 

22 channel. T h e r e f o r e , t h a t was the optimum ge o l o g i c 

23 l o c a t i o n . i n i t i a l l y 

24 Q. When you look at the amended l o c a t i o n , 

25 which i s 1 ,500 f e e t from the n o r t h l i n e and 1,100 f e e t 
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1 from the east l i n e , what does t h a t t e l l you i n terms 

2 of l o c a t i n g the w e l l ? 

3 Let me e x p l a i n myself. A standard l o c a t i o n 

4 would he 1,980 from the "N" l i n e , from the n o r t h l i n e 

5 and no cl o s e r than 660 to the side l i n e s ? 

6 A. Ri g h t . 

7 Q. That would be the c l o s e s t standard 

8 l o c a t i o n ? 

9 A. Yes. 

10 Q. Your l o c a t i o n i s s t i l l unorthodox, i s n ' t 

11 i t ? 

12 A. Yes, i t i s . 

13 Q. What i s the d i f f e r e n c e to you i n having an 

14 unorthodox l o c a t i o n approved over the c l o s e s t standard 

15 l o c a t i o n i n the east h a l f ? 

16 A. There's no d i f f e r e n c e . 

17 Q. The s t r u c t u r a l p o s i t i o n then of a w e l l at a 

18 standard l o c a t i o n i s comparable t o your requested 

19 l o c a t i o n ? 

20 A. Would you repeat the question? 

21 Q. Yes, s i r . When we look at the c l o s e s t 

22 standard l o c a t i o n i n the east h a l f , i t ' s going t o be 

23 480 f e e t f a r t h e r south? 

24 A. Rig h t . 

25 Q. You're going t o lose a l i t t l e b i t of 
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f 1 s t r u c t u r e , perhaps? 

2 A. And sand t h i c k n e s s . Therefore- yes, a 

3 standard l o c a t i o n i n the east h a l f of Section 20 would 

4 be l e a s t f a v o r a b l e g e o l o g i c a l l y , o b v i o u s l y not the 

5 optimum l o c a t i o n f o r a d r i l l w e l l . 

6 Q. And t h a t ' s because you've l o s t t h i c k n e s s 

7 and some s t r u c t u r e ? 

8 A. E x a c t l y . 

9 Q. When we look at your proposed El and E2, 

10 the r e l a t i o n s h i p of t h a t w e l l to w e l l , what k i n d of 

11 w e l l spacing does t h a t give vou i n terms of p o t e n t i a l 

12 development of the section? 

13 A. The r e l a t i o n s h i p nf El and E2? 

14 Q. Yes, s i r . 

15 A. I b e l i e v e gives you optimum d i s t a n c e f o r 

16 the development of Section 20. The di s t a n c e between 

17 El and E2 i s approximately 2,600 f e e t . I b e l i e v e t h a t 

18 provides f o r adequate d i f f e r e n c e or se p a r a t i o n between 

19 the w e l l s i n order t o , h o p e f u l l y , not r e s u l t "> n a 

20 c o m p e t i t i v e kind of s i t u a t i o n . 

21 Q. "Competitive," meaning you've got two w e l l s 

22 too close to each other? 

23 A. That are b a s i c a l l y d r a i n i n g each " t h e r . 

24 pressure d e p l e t i n g each o t h e r , not the most s u f f i c i e n t 

25 alignment of the w e l l s t o opt i m i z e drainage of the 
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I 1 s e c t i o n . I b e l i e v e the l o c a t i o n s here w i l l c l e a r l y 

2 op t i m i z e the drainage w i t h i n the s e c t i o n . 

3 Q. Does Exxon have any o b j e c t i o n as the 

4 working i n t e r e s t owner i n Section 17 t o a w e l l l o c a t e d 

5 at the unorthodox w e l l l o c a t i o n ? 

6 A. No, they do not. 

7 Q. Have vou received any o b j e c t i o n , to your 

8 knowledge, from any of the other o f f s e t t i n g o p e r a t o r s 

9 t o a w e l l l o c a t i o n at an unorthodox l o c a t i o n i n the 

10 east h a l f ? 

11 A. No, I have not. 

12 Q. In f a c t , no one has o b j e c t e d , to your 

13 knowledge, to the extreme request of 660 out of the 

14 corner, d i d they? 

15 A. No. 

16 Q. When we look at the n o r t h h a l f of Section 

17 20, i f t h a t i s deemed by the examiner to be the 

18 a p p r o p r i a t e spacing u n i t , would you s t i l l recommend 

19 t h a t the w e l l be l o c a t e d as you have proposed? 

20 A. Yes, I would 

21 Q. Why? 

22 A. Because i t ' s the q e o l o g i c a l l y best Dlace t o 

23 d r i l l a w e l l . 

24 Q. The d i f f i c u l t y w i t h t h a t , though- i s t h a t 

25 i t precludes the second w e l l from being at the 
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I 1 g e o l o g i c a l l y best l o c a t i o n i n the section? 

2 A. E x a c t l y . I n f a c t , i t makes the l i k e l i h o o d 

3 of a second w e l l i n the south h a l f very u n l i k e l y . 

4 MR. KELLAHIN: That inc l u d e s my examination 

5 of Mr. Tate. Mr. Stogner. We would move the 

6 i n t r o d u c t i o n of h i s E x h i b i t s 3 through 8. 

7 HEARING EXAMINER: I b e l i e v e 3 through 9-

8 MR. KELLAHIN: I'm s o r r y , 3 through 9. 

9 HEARING EXAMINER: Are there any 

10 obj ections? 

11 MR. PADILLA: No, s i r . 

12 HEARING EXAMINER: E x h i b i t s 3 through 9 

13 w i l l be admitted i n t o evidence. 

14 Mr. P a d i l l a , your w i t n e s s . 

15 CROSS-EXAMINATION 

16 BY MR. PADILLA: 

17 Q. Mr. Tate- what c o n t r o l d i d you have f o r 

18 your 30-foot contour as shown on E x h i b i t No- 7 ' 

19 A. The c o n t r o l f o r my i n t e r p r e t a t i o n on t h i s 

20 map 

21 Q. Yes, s i r . 

22 A. -- i s c l e a r l y d i s p l a y e d on t h i s map 

23 However, i n a d d i t i o n . I have, i n f a c t , worked a much 

24 l a r g e r area i n a r e g i o n a l sense throughout the e n t i r e 

25 area surrounding t h i s l o c a t i o n . 
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jj 1 Q. Mr. Tate what s p e c i f i c w e l l c o n t r o l do you 

2 have f o r t h a t 30-foot contour i n t e r v a l t h a t you've 

3 shown? 

4 A. C o n t r o l includes 32 f e e t here. 38 f e e t 

5 here, 40 f e e t t h e r e . ^1 f e e t t h e r e - t h i n n e r sands i n 

6 here. Obviously, there's a t h i c k developed here. I 

7 have t h i c k e r c o n t r o l up i n here and o f f the map I t 

8 more or less qoes along w i t h the type of 

9 i n t e r p r e t a t i o n you would expect i n a c h a n n e l - f i l l 

10 envi ronment. 

11 I've c o n t r o l l e d downdip, s i g n i f i c a n t l y 

12 downdip, w i t h sands encountered which a l l o w me t o 

13 g e o l o g i c a l l y i n t e r p r e t a sand body deposited w i t h i n a 

14 c h a n n e l - f i l l system such as t h i s . 

15 C h a n n e l - f i l l environments t y p i c a l l y are 

16 very long, l i n e a r - t y p e systems w i t h sands d e p o s i t e d . 

17 Obviously, we have c o n t r o l f o r the t h i c k n e s s i n here 

18 t h a t , however, are very g r a d a t i o n a l i n an updip and 

19 downdip d i r e c t i o n as t o the t h i n n i n g of those sands 

20 but very sharp, t y p i c a l l y , on the edges or on the 

21 s t r i k e s i d e , on the s t r i k e p o s i t i o n of t h a t channel 

22 envi ronment. 

23 Q. What kind of throw does a b i g f a u l t or the 

24 f a u l t you've shown on the l e f t have? 

25 A. This f a u l t here has a magnitude of --
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i 1 HEARING EXAMINER: Excuse me, Mr- P a d i l l a . 

2 Mr. Tate, up u n t i l now your testimony has 

3 been r e a l c l e a r and e v e r y t h i n g . Now you're saying 

4 words "here" and p o i n t i n g and s t u f f . That's not going 

5 t o come out on the t r a n s c r i p t s , and. b e l i e v e me. 

6 t h a t ' s going t o be im p o r t a n t . I f you w i l l , when ; 

7 you're r e f e r r i n g t o your map say which map i t i s , and j 

8 t r y and be a l i t t l e more c l e a r about which w e l l s 

9 you're t a l k i n g about. 

10 I'm s o r r y . Mr. Tate, please. 

11 Q. (BY MR. PADILLA) The f i r s t f a u l t , the 

12 f a u l t on the l e f t or the "pper f a u l t , or what's c a l l e d 

13 the " b i g f a u l t , " on E x h i b i t No 7- you said t h a t 

14 t h e r e ' s a throw of approximately 500 fe e t ? 

15 A. Um-hm. 

16 Q. And you're also t e l l i n g ns t h a t you can 

17 c o r r e l a t e to w e l l s or some other data t h a t you have 

18 northwest of t h a t f a u l t as shown on t h a t E x h i b i t 7. 

19 That c o r r e l a t e s w i t h your 30-foot contour l i n e as 

20 shown running through Section 20? 

21 A. Could you repeat the question? 

22 Q. Can you c o r r e l a t e t h i s other data t h a t you 

23 have mentioned t h a t e x i s t s but i s not shown on t h a t 

24 E x h i b i t No- 7 w i t h the 30-foot contour l i n e as shown 

25 running through Section 20? 
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1 A. I most d e f i n i t e l y can c o r r e l a t e the data. 

2 I have c o n s t r u c t e d an ext e n s i v e q r i d of 

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

4 them. 

5 Q. You don't have those c r o s s - s e c t i o n s here, 

6 do you? 

7 A. No, I do not . 

8 Q. From what pools -- what nools e x i s t up i n 

9 the northwest? 

10 A. There are no pools i n the sands encountered 

11 i n these w e l l s . The c o r r e l a t i o n of the sands i n these 

12 w e l l s c l e a r l y are the same sands as t h a t are across 

13 the f a u l t . 

14 Q. Are those dry holes up there? 

15 A. Yes, they are 

16 Q. Are they dry holes l i k e the Moncrief w e l l 

17 i n Section 29? 

18 A. They are dry holes. However, the manor 

19 s i q n i f i c a n t d i f f e r e n c e i s t h a t these w e l l s encountered 

20 very s i g n i f i c a n t thicknesses of sand i n the Lower 

21 Morrow, w h i l e the w e l l i n Section 29 encountered 

22 a b s o l u t e l y no sand at a l l i n t h i s Lower Morrow 

23 r e s e r v o i r s e c t i o n . 

24 Q. What does the channel environment mean? 

25 When you say "channel environment," what does t h a t 
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1 mean ? 

2 A. Channel environment to me means a r i v e r 

3 system, a system which i s t r a n s p o r t i n g and d e p o s i t i n g 

4 sand from some source area, some sandstone c l a s t i c 

5 source area, which i n t h i s case happens t o be the 

6 Pedernal u p l i f t t o the northwest-

7 You t r a n s p o r t those sands d u r i n g n p l i f t and 

8 erosion of the Pedernal u p l i f t . You t r a n s p o r t the 

9 c l a s t i c m a t e r i a l and deposit t h a t w i t h i n channel 

10 systems. 

11 Q. Are those sands continuous i n nature? 

12 A. I t ' s a r i v e r system. Excuse me? 

13 Q. Are they continuous i n nature? 

14 A. Yes, they can be very continuous i n n a t u r e . 

15 Q. How extensive do sands i n t h i s area extend? 

16 A. I've seen sands extend f o r f i v e , ten miles 

17 i n l e n g t h w i t h i n a eystem. 

18 Q. How wide are those systems? 

19 A. Generally speakinq. these systems are on 

20 the order of a m i l e , sometimes a m i l e - a n d - a - h a l f , 

21 maybe even two m i l e s . 

22 In t h i s D a r t i c u l a r case, we have two 

23 channel systems which more or less have coalesced t o 

24 form a very t h i c k sand, very optimum c o n d i t i o n , 

25 e s p e c i a l l y when you drape across such a prominent 
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1 s t r u c t u r a l l y f e a t u r e at Rock Tank; o b v i o u s l y why Rock 

2 Tank i s such a very s i g n i f i c a n t f i e l d . 

3 Q. I s i t f a i r to say t h a t the Morrow fo r m a t i o n 

4 i s o f t e n t i m e s hard t o encounter i n the channel 

5 environment? 

6 A. Could you repeat the question? 

7 Q. Is i t f a i r to say t h a t the Morrow f o r m a t i o n 

8 i n t h i s area i s hard t o encounter because of the 

9 channel environment? 

10 A. Channel environments d e f i n i t e l y have 

11 extreme s t r a t i g r a p h i c r i s k . And, t h e r e f o r e , going 

12 back t o the reason why sandstone t h i c k n e s s i s 

13 o b v i o u s l y the hi g h e s t c r i t e r i a on the l i s t i n 

14 s e l e c t i n g a l o c a t i o n . There's no doubt t h a t t h i s i s a 

15 very r i s k y l o c a t i o n . 

16 Q. Mr. Tate, i n your p r e s e n t a t i o n here, are 

17 you t r y i n g t o e s t a b l i s h a new p o o l , a new Morrow pool 

18 southeast of your eecond f a u l t l i n e ? 

19 A. Are you t a l k i n g about t h i s f a u l t here? 

20 Q. Yes, s i r . 

21 A. I n my testimony today. I am d e f i n i t e l y 

22 i l l u s t r a t i n g s e p a r a t i o n t h a t e x i s t s between Rock Tank 

23 and the acreage i n q u e s t i o n . 

24 The Morrow, as f a r as whether or not i t ' s 

25 dedicated t o the other r e g u l a t o r y , the Morrow f i e l d s 
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i n the area or not. i t might be a d e c i s i o n based on 

d r i l l i n g of the w e l l . Based on my data r i g h t now-

based n n the c l o s e s t w e l l , being a dry h o l e , which was 

d r i l l e d as a Morrow w e l l and p e r m i t t e d as a w i l d c a t , 

my recommendation at t h i s *-ime would be t h a t i t i s a 

w i l d c a t , and i t should not be dedicated t o any f i e l d 

i n fhe v i c i n i t y . 

However, i f geologic evidence suqgests 

a f t e r the w e l l i s d r i l l e d t h a t i t might e x i s t -- t h a t 

i t might be best put f o r convenience sake maybe i n the 

B a l d r i d g e Canyon-Morrow F i e l d or the Dark Canyon Penn 

F i e l d , then t h a t i s another issue-

But my main p o i n t here i s t h a t there i s no 

doubt t h a t Section 20 i s not a " a r t of Rock Tank. 

There i s no p r o d u c t i o n w i t h i n Section 20. There i s 

not q e o l o g i c s e p a r a t i o n from updip wet w e l l s . 

Q. But you can make the c o r r e l a t i o n across the 

whole area saying t h a t t h i s i s the same Morrow 

channel; i s t h a t what you're saying? 

A. Yes, I can. 

Q. Why wouldn't the °pacing then be the same 

fo r Section 20 as you have between the two f o l d s ? 

A. Could you repeat the q u e s t i o n again? 

Q. My question i s , i f vou can c o r r e l a t e across 

t h i s whole area the way you say you can, why wouldn't 
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1 you have the same kin d of spacing i n Section 20 as you 

2 would between the two f a u l t s j u s t immediately 

3 northwest of Section 20? 

4 A. Is your q u e s t i o n why wouldn't we develop 

5 Section 20 s i m i l a r to Rock Tank i f they are producinq 

6 from the same sands? 

7 Q. Y e s . s i r . 

8 A. We l l , t h e r e are s e v e r a l p o i n t s . F i r s t o f f , 

9 the major producing sand at Baldr i d g e Canyon also 

10 happens t o be the sand at Lower Morrow Sandstone. 

11 Q. How f a r from Section 20 i s the Ba l d r i d g e 

12 Canyon Morrow? 

13 A. I t ' s approximately two miles -

14 Another p o i n t t h a t I would l i k e to make, 

15 i t ' s approximately a mil e from the Dark Canyon Penn 

16 F i e l d - a very minor f i e l d i n the area, and 

17 approximately two-and-a-half miles from B a l d r i d g e 

18 Canyon F i e l d . 

19 But to completely answer your q u e s t i o n , 

20 another Doint t h a t was brought out i n the testimony 

21 e a r l i e r i s the very prominent s t r u c t u r a l development 

22 associated w i t h Rock Tank, very prominent a n t i c l i n a l 

23 f e a u r e , a very prominent f a u l t ; a s i t u a t i o n t h a t I 

24 don't see anywhere else on t h i s map- and. t y p i c a l l y , 

25 you don't see t h i s type of t r a p i n the m a j o r i t y of 
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Eddy County. 

This i s o b v i o u s l y an optimum c o n d i t i o n , a 

very prominent a n t i c l i n e where you can expect D o s s i b l y 

b e t t e r drainage. To go along w i t h t h a t , though, i t ' s 

not f e a s i b l e t o in c l u d e t h i s i n a Rock Tank F i e l d when 

ther e ' s geologic s e p a r a t i o n from t h a t , and th e r e i s 

geo l o g i c r e p a r a t i o n from t h a t . 

Q. Mr. Tate- on E x h i b i t No. * . your contour 

l i n e s match p r e t t y w e l l on the east side of the second 

f a u l t w i t h the contour l i n e s west of t h a t l i n e . 

I don't see t h a t s i m i l a r i t y between the 

lands on the west of the b i g f a u l t and east of the M q 

f a u l t . You have stopped your contour l i n e s at the b i g 

f a u l t , but you don't do the same as you progress east 

beyond the small -- the f a u l t on the r i g h t . 

Can you e x p l a i n why you f o l l o w t h a t p a t t e r n 

and s t i l l say there's aeologic s e p a r a t i o n i n terms of 

spac ing? 

A. You've t o t a l l y l o s t me, s i r . I'm s o r r y . 

Y o u ' l l have to repeat the question i n a way t h a t I can 

understand -

Q. Let me ask the q u e s t i o n , why d i d n ' t you 

show s t r u c t u r e on E x h i b i t 4 west of the b i q f a u l t ? 

A. Because i t ' s not s i g n i f i c a n t i n d e f i n i n g 

the boundaries or l i m i t s of the f i e l d s which are 
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1 associated w i t h the acreage i n q u e s t i o n , and they are 

2 not r e a l l y r e l e v a n t t o the case because t h e r e are no 

3 producing w e l l s up here. This i s a d e f i n i t e major 

4 boundary, ge o l o g i c b a r r i e r . There are no producinq 

5 w e l l s i n the northwestern p o r t i o n of the s t r u c t u r e map 

6 across t h i s major f a u l t , and, t h e r e f o r e . I e l e c t e d t o 

7 stop t h e r e . 

8 Q. Mr. Tate, you j u s t e x p l a i n e d t o me t h a t you 

9 have done a l o t of r e g i o n a l work out here- and i t ' s 

10 a l l s i g n i f i c a n t , but you somehow stop at the b i q f a u l t 

11 t h e r e , and I am a l i t t l e confused --

12 A. Why I stop there? 

13 Q. At why you stop there? 

14 A. Again, s i r , i t qets back t o the p o i n t t h a t 

15 i t ' s not r e l e v a n t to the case as i s the area east, 

16 n o r t h , south, or west. I could have come i n here w i t h 

17 a l a r g e map of my r e g i o n a l i n t e r p r e t a t i o n , but i t ' s 

18 p r o p r i e t a r y i n f o r m a t i o n , and i t ' s not r e a l l y an issue 

19 when addressinq the s i g n i f i c a n t issues t h a t Section 20 

20 war r a n t s -

21 Q. Does Exxon own any lands t o the south i n 

22 the Baldridge Canyon Morrow? 

2 3 A. No, we do not. 

24 Q. How about i n the Dark Canyon Penn? 

25 A. No, we *o not . 
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I 1 Q. So not h i n g t h e r e i s p r o p r i e t a r y ? 

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

3 Q. How about east of vour e x h i b i t s ? n o you 

4 have any p r o p r i e t a r y i n f o r m a t i o n t h a t would he 

5 contained t h a t Exxon has t h a t would be shown east of 

6 the e x h i b i t s t h a t might be r e l e v a n t as f a r as channel 

7 environment i s concerned? 

8 MR. KELLAHIN: I'm going t o ob j e c t to the 

9 nature of the q u e s t i o n . He's asked t h i s witness i f 

10 i t ' s r e l e v a n t . The man has explained how he's 

11 prepared i t . He's explained i t at l e n g t h . I'm s o r r y 

12 i f Mr. P a d i l l a doesn't l i k e how we presented our oase, 

13 but I don't t h i n k h i s ques t i o n i s a p p r o p r i a t e - I'm 

14 going t o o b j e c t . 

15 MR. PADILLA: Mr. Examiner, he t e s t i f i e d 

16 about other r e g i o n a l data t h a t they haven't presented 

17 here, and I t h i n k Mr. '"ate opened the rloor to t h a t . 

18 THE WITNESS: I w i l l o f f e r an answer. 

19 MR. KELLAHIN: No we can recess and b r i n g 

20 him a Lea County geologic map of the e n t i r e area, i f 

21 t h a t what's he wants, or Eddy County, where we are, 

22 but we t h i n k we've nrovided you a l l the r e l e v a n t 

23 geology t h a t ' s necessary to make a d e c i s i o n , and i f 

24 he's got something else t o show, l e t him out i t on i n 

25 h i s case -
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1 Q. (BY MR. PADILLA) Well- M r - Examiner, l e t 

2 me ask Mr. Tate- d i d you evaluate the working i n t e r e s t 

3 i n *-ne proposal made by Siete? 

4 A. Yes, I d i d . 

5 Q. What kin d of geology d i d you --

6 A. I t hasn't changed a b i t . 

7 Q. Did you consider t h a t a r i s k y prospect? 

8 A. Oh, I most d e f i n i t e l y d i d . I also 

9 considered Exxon acreage as being g e o l o g i c a l l y 

10 f a v o r a b l e to t h a t which Siete was o f f e r i n g . 

11 Q. Did you propose t o do some seismic work? 

12 A. I t ' s d e f i n i t e l y i n the olans. We've got 

13 s e v e r a l o p p o r t u n i t i e s , and we ob v i o u s l y had t o take 

14 them i n order of importance. 

15 Q. Do you know when t h a t ' s Planned f o r ? 

16 A. No, I do not. I w i l l be recommending 

17 seismic though on t h i s acreage. Aqain. we are j u s t 

18 i n t o the second year of the primary term, and we have 

19 every i n t e n t i o n of being prudent operators i n 

20 developing the acreage i n t h i s area. 

21 Q. Let me f i n i s h up, Mr- Tate- Are you 

22 propos ing a new pool or j u s t an exemption from 

23 e x i s t i n g pool r u l e s ? 

24 MR- KELLAHIN: Mr. Examiner, we have 

25 advert i sed our case t o have t h i s s e c t i o n d e l e t e d from 

i 
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i 1 the Special Rules of the Rock Tank Morrow. I don't 

2 know how else t o do i t . We've not asked f o r the 

3 c r e a t i o n of a new pool because t h e r e ' s no w e l l i n the 

4 s e c t i o n , and t h a t ' s also been a p r e d i c a t e f o r 

5 e s t a b l i s h i n g the r u l e . 

6 The way i t ' s a d v e r t i s e d i s t o separate 

7 Section 20 out of the Rock Tank, and we t h i n k t h a t ' s 

8 g e o l o g i c a l l y v i a b l e and w i t h i n the "hoice of what you 

9 can do i n t h i s h e a r i n g . To ask Mr. Tate t h a t q u e s t i o n 

10 I t h i n k begs the d e c i s i o n of the examiner. He's 

11 already t o l d you he t h i n k s i t ' s g e o l o g i c a l l y 

12 separated. I don't know what else the man can t e l l 

13 you. 

14 HEARING EXAMINER: I concur w i t h Mr. 

15 K e l l a h i n i n t h i s "ase. Mr. P a d i l l a . 

16 Q. (BY MR. PADILLA) Mr. Tate, does your 

17 geology show a new pool f o r Section 20 i n the Morrow 

18 formation? 

19 A. I s t h a t not the que s t i o n t h a t was j u s t 

20 asked? 

21 MR. KELLAHIN: Same q u e s t i o n , same 

22 o b j e c t i o n . 

23 HEARING EXAMINER: Mr- P a d i l l a , do you want 

24 to move "n, please. 

25 MR- PADILLA: W e l l , Mr- Examiner- I don't 
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1 t h i n k i t ' s the same q u e s t i o n , but I ' l l go ahead and 

2 pass the witness at t h i s t ime. 

3 HEARING EXAMINER: Mr. Tate, why don't you 

4 take a seat? 

5 THE WITNESS: Thank you. 

6 HEARING EXAMINER: At the f o o t of t h i s 

7 t a b l e . Yes. 

8 CROSS-EXAMINATION 

9 BY HEARING EXAMINER: 

10 Q. I n the p r e p a r a t i o n of your maps 4. 7- and 

11 8, was there other g e o l o g i c a l t o o l s or i n f o r m a t i o n 

12 a v a i l a b l e other than the w e l l data used t o make these 

13 maps, such as seismic? 

14 A. No, ther e was not . 

15 Q. No seismic work? 

16 A. I t was s o l e l y w e l l data, yes. 

17 Q. Back t o the east of t h i s area, what i s the 

18 c l o s e s t Morrow production? 

19 A. I know t h a t t h e r e are no -- I know there 

20 are no Morrow producing w e l l s w i t h i n at l e a s t a couple 

21 miles east of t h i s area. 

22 As f a r as what's the c l o s e s t p r o d u c t i o n , 

23 i t ' s probably on the order of thre e to four m i l e s . I 

24 know you go about s i x miles to the east, and you s t a r t 

25 to get i n t o the South Carlsbad Morrow F i e l d , and 
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( 1 t h a t ' s o b v i o u s l y a very major f i e l d . That's the 

2 c l o s e s t r e a l l y s i g n i f i c a n t p r o d u c t i o n i n the Morrow-

3 Q. And t h a t ' s s i x t o seven m i l e s , you say? 

4 A. Yes, at l e a s t - maybe s i x t o ten m i l e s . 

5 Q. G e o l o g i c a l l y speaking, as you go t o the 

6 south and east of the Rock Tank - and you pass the 

7 middle f a u l t on your maps --

8 A. Ri g h t . 

9 Q. Are there any g e o l o g i c a l d i f f e r e n c e s 

10 between the sands, between the f o r m a t i o n , what we see 

11 i n both Upper and Lower Morrow -- are there any 

12 g e o l o g i c a l d i f f e r e n c e s between those d e p o s i t s t o the 

13 n o r t h and west and t o the south and east of the area 

14 which we're t a l k i n g about today? 

15 A. I don't Relieve so. 

16 HEARING EXAMINER: Are there any other 

17 questions of Mr. Tate? 

18 MR. KELLAHIN: Let me f o l l o w up on a couple 

19 of ideas, Mr. stogner. 

20 REDIRECT EXAMINATION 

21 BY MR. KELLAHIN: 

22 Q. When we look at the s t r a t i g r a p h y of the 

23 Morrow p r i o r to the f a u l t i n g t h a t ' s o c c u r r e d , and 

24 we're l o o k i n q f o r r e q i o n a l developments of the Morrow 

25 channel, you're able t o f o l l o w those channels i n some 
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I 1 a e r i a l e x t e nt f o r a number of miles i n some i n s t a n c e s ; 

2 i s r h a t t r u e ? 

3 A. Yes. 

4 Q. And the channels then w i l l have some 

5 l i m i t a t i o n i n w i d t h . Then they look very much l i k e 

6 small streams or r i v e r s ? 

7 A. E x a c t l y . 

8 Q. And t h a t ' s how they were deposited? 

9 A. Rig h t . 

10 Q. Over the course of geol o g i c time then, 

11 other events have occurred t o the e a r t h - and i n 

12 c e r t a i n instances we have the displacement of t h a t 

13 r i v e r bed where you have f a u l t i n g o c c u r r i n g ? 

14 A. E x a c t l y . 

15 Q. And w h i l e you have s t r a t i g r a p h i c a l l y the 

16 a b i l i t y to map over great d i s t a n c e s t h i s Morrow 

17 channel, y o u ' l l f i n d t h a t the p r o d u c t i o n from pool t o 

18 pool w i t h i n the Morrow has been otherwise a f f e c t e d by 

19 geo l o g i c event? 

20 A. Every time. 

21 Q. When we 1ook at the western boundary of the 

22 Rock Tank Morrow, we "ee t h a t q e o l o q i c event t o be a 

23 major f a u l t ; i s *-hat t r u e ? 

24 A. Yes, t h a t ' s t r u e . 

25 Q. And w h i l e you can continue t o map to the 

i 
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| 1 east t h a t Morrow channel from Rock Tank i n through 

2 Section 20- there are other t h i n q s t h a t have occurred 

3 i n terms of t h a t r e s e r v o i r , are ther e not? 

4 A. Yes. 

5 Q. And one of the t h i n g s t h a t has occurred i s 

6 t h a t i n d r i l l i n g of two of those w e l l s , we f i n d t h a t 

7 i n the s t r u c t u r a l r e l a t i o n s h i p of those producing 

8 w e l l s i n Rock Tank t o Section 20, you encounter water? 

9 A. Yes, e x a c t l y . 

10 Q. And i t ' s going t o be p h y s i c a l l y impossible 

11 to have the Rock Tank Morrow gas produced at a p o i n t 

12 t h a t i s east of t h a t water? 

13 A. Yes. 

14 Q. You have a Ph y s i c a l s e p a r a t i o n of the 

15 hydrocarbons by some other f l u i d , do vou "Ot? 

16 A. You have to have i t . 

17 Q. So i f g e o l o g i c a l l y Section 20 i s connected 

18 to Rock Tank, p h y s i c a l l y , t h e r e are going t o be no 

19 hydrocarbons t h e r e because i t ' s qoinq t o be wet- i n 

20 your opinion? 

21 A. Yes, t h a t ' s t r u e . 

22 Q. So i f we are to e s t a b l i s h an area t h a t 

23 c o n t a i n s as a s i n g l e r>ool the <=ame s i n g l e , common 

24 source of r e s e r v o i r supply f o r t h a t p r o d u c t i o n , t h e r e 

25 i s no doubt i n your mind as a g e o l o g i s t t h a t the 
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i 1 eastern l i m i t s of Rock Tank Morrow cannot extend i n t o 

2 Section 20? 

3 A. No doubt whatsoever. 

4 MR. KELLAHIN: No f u r t h e r q u e s t i o n s . 

5 HEARING EXAMINER: Thank you, Mr-

6 K e l l a h i n . 

7 RECROSS-EXAM I NAT ION 

8 BY HEARING EXAMINER: 

9 Q. Let's look at the Baldr i d g e Canyon Morrow-

10 Are you f a m i l i a r w i t h the h o r i z o n t a l and exten s i o n of 

11 t h a t p a r t i c u l a r p o o l . Mr. Tate? 

12 A. Yes , I am. 

13 Q. Does i t f o l l o w p r e t t y much to what you show 

14 on E x h i b i t No. *? 

15 A. As to the l i m i t s of the f i e l d ? 

16 Q. Yes. I see the d o t t e d l i n e around t h a t --

17 A. Yes, t h a t d e f i n e s the Baldridge Canyon 

18 Morrow f i e l d . 

19 Q. Is there a f a u l t t h a t runs through t h a t 

20 p a r t i c u l a r pool? 

21 A. Yes, the one f a u l t i n question does run 

22 through t h e r e , the one i n the middle. 

23 Q. And t h i s f a u l t i s the same one t h a t i s 

24 s e p a r a t i n q the Rock Tank from Section 20; i s t h a t 

25 c o r r e c t ? 
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( 1 A. That's c o r r e c t . 

2 HEARING EXAMINER: Are there any other 

3 questions of Mr. Tate? 

4 MR. KELLAHIN: No- s i r . 

5 HEARING EXAMINER: Mr- P a d i l l a ? 

6 RECROSS-EXAMINATION 

7 BY MR. PADILLA: 

8 Q. Did you have a r r o s s - s e c t i o n , Mr. Tate, 

9 t h a t shows t h a t t h a t f a u l t runs through the Bal d r i d g e 

10 Canyon Morrow? 

11 A. Not a v a i l a b l e today, I do not, but I have 

12 c o n s t r u c t e d e x t e n s i v e g r i d s of c r o s s - s e c t i o n s 

13 throughout the e n t i r e area, yes. 

14 Q. I t ' s your testimony t h a t i t runs as you 

15 show i t ? 

16 A. Yes, t h a t i s t r u e . 

17 Q. What i s the throw of t h a t f a u l t ? I don't 

18 t h i n k I asked you t h a t . 

19 A. I b e l i e v e I mentioned, yes, i t was r>n the 

20 order of 75 to 100 f e e t . 

21 MR. PADILLA: That's a l l I are. 

22 HEARING EXAMINER: I'm s o r r y . 107 — 

23 THE WITNESS: 75 to 100 f e e t . And, again. 

24 t h a t o f f s e t i s i l l u s t r a t e d i n these c r o s s - s e c t i o n s 

25 t o o . c l e a r l y i l l u s t r a t i n g the s e p a r a t i o n . 
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1 HEARING EXAMINER: Are there any other 

2 questions of Mr. Tate? 

3 MR. KELLAHIN: No. s i r - I f not- he may be 

4 excused. Mr. K e l l a h i n ? 

5 (Thereupon, a recess was taken 1 

6 HEARING EXAMINER: This hearing w i l l come 

7 t o order. Mr. K e l l a h i n ? 

8 MR. KELLAHTN: Thank you, Mr- stogner-

9 JOE HILL, 

10 the witness h e r e i n , a f t e r having been f i r s t d u l y sworn 

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

12 DIRECT EXAMINATION 

13 BY MR- KELLAHIN: 

14 Q. Mr. H i l l , f o r the r e c o r d , w i l l vou please 

15 s t a t e your name and occupation. 

16 A. My name i s Joe H i l l , and I'm a t e c h n i c a l 

17 foreman, c o n s t r u c t i o n , w i t h Exxon i n Midland. 

18 Q. S p e c i f i c a l l y what do ycu do f o r vour 

19 company. Mr. " i l l ? 

20 A. My iob i s t o b a s i c a l l y f i n d , l a y ou t , and 

21 b i d and supervise c o n s t r u c t i o n of d r i l l i n g l o c a t i o n s 

22 and the roads t h a t approach those and then the 

23 subsequent r e c l a m a t i o n of those l o c a t i o n s a f t e r the 

24 w e l l i s d r i l l e d . 

25 Q. During the course of performing your 
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» 1 v a r i o u s d u t i e s f o r your company, do vou have on 

2 occasion the o p p o r t u n i t y to go out and f i e l d i n s p e c t 

3 p o s s i b l e l o c a t i o n s the g e o l o g i s t has given you to 

4 determine t h a t they are t o p o g r a p h i c a l l y s u i t a b l e so 

5 t h a t the surface has s u f f i c i e n t s i z e f o r a w e l l 

6 l o c a t i o n , and t h a t you have access i n t o t h a t w e l l 

7 l o c a t i o n and can do the va r i o u s o p e r a t i o n s on the 

8 surface f o r the d r i l l i n g and p r o d u c t i o n of t h a t w e l l ? 

9 A. I t ' s a very basic step i n what we do, yes. 

10 Q. How lonq have v 0 u been doina t h a t ? 

11 A. I've been w i t h Exxon doing t h i s p a r t i c u l a r 

12 job since January of 1982. 

13 Q. And pursuant to t h a t employment and 

14 c o n s i s t e n t w i t h your d u t i e s , d i d you make such an 

15 i n s p e c t i o n of Section 20 w i t h regards to l o o k i n g at 

16 p o t e n t i a l w e l l s i t e s i n t h a t s e c t i o n f o r a Morrow gas 

17 w e l l ? 

18 A. Yes, I d i d . 

19 MR. KELLAHIN: We deny tender Mr. " i l l as 

20 an expert w i t n e s s . 

21 HEARING EXAMINER: Are there any 

22 o b j e c t i o n s ? 

23 MR. PADILLA: No o b j e c t i o n s . 

24 HEARING EXAMINER: Mr- H i l l i s so 

25 q u a l i f i e d . 
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1 Q. (BY MR. KELLAHIN) Mr. " i l l , l e t ' s look at 

2 Exxon E x h i b i t No. 10. Would you take a moment and 

3 i d e n t i f y and describe t h i s d i s p l a y ? 

4 A. This i s a r e p r o d u c t i o n of a USGS 

5 topographic map. Carnero Peak Quadrangle. The scale 

6 i s 1 inch to 2,000. 

7 Q. Is t h i s the type of map ^hat you use t h a t 

8 shows <-he topography of areas such as the one i n 

9 q u e s t i o n , Section 20- and Eddy County, "ew Mexico, by 

10 which you then examine the surface i n c o n j u n c t i o n w i t h 

11 these t o p o g r a p h i c a l maps and Dick w e l l l o c a t i o n s ? 

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

13 Q. Have you found t h i s map to be u s e f u l *nd 

14 accurate i n de t e r m i n i n g w e l l l o c a t i o n s i n Section 20? 

15 A. That's c o r r e c t . When I went out there on 

16 the ground, I was able t o l o c a t e a l l the prominent 

17 topographic f e a t u r e s . E v e r y t h i n g f i t e x a c t l y as the 

18 way i t i s on the ground. 

19 Q. W i t h i n the con t e x t c f t h i s map then as 

20 Section 20 i s o u t l i n e d on your copy, t o the best of 

21 your knowledge, the c o n t o u r i n g and the i n f o r m a t i o n 

22 shown about the surface are reasonable and accurate? 

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

24 Q. Let's look s p e c i f i c a l l y at a couple nf 

25 p o i n t s . Mr. " i l l . Your d i s p l a y shows thr e e p o s s i b l e 
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i 1 w e l l l o c a t i o n s , one i n the northe a s t q u a r t e r 

2 i d e n t i f i e d as E l , another one i n the northwest, E2 -

3 and j u s t to the south and east of E2 i s the S I . What 

4 do each nf those represent? 

5 A. El i s a proposed Exxon l o c a t i o n . E2 i s 

6 also a proposed Exxon l o c a t i o n . And Si i s a proposed 

7 Santa Fe l o c a t i o n . 

8 Q. When we look at the El l o c a t i o n , i s t h a t 

9 the l o c a t i o n t h a t you've examined t h a t i s proposed t o 

10 be 1,500 f e e t from the n o r t h l i n e and 1,100 f e e t from 

11 the east l i n e of t h a t s e ction? 

12 A. That's --orrect. The exact placement i s 

13 very d i f f i c u l t to do w i t h o u t a e u r v e y , but t h a t i s , 

14 based on t h i s topoqraphic map. approximately where the 

15 l o c a t i o n would f a l l . 

16 Q. In terms of the maqnitude of p o t e n t i a l 

17 e r r o r w i t h o u t a survey, can you s t i l l a c c u r a t e l y 

18 l o c a t e the w e l l as I've described f o r you using those 

19 footages? 

20 A. R i g h t , t h i s i s accurate. 

21 Q. The topography i s not so r e s t r i c t i v e t h a t a 

22 few hundred f e e t one way or another w i t h i n t h i s 

23 topography i s going t o make t h a t d i f f e r e n c e ? 

24 A. I t should not- no. 

25 Q. When we look at the El l o c a t i o n , do you 
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1 f i n d t h a t t o be a s u i t a b l e l o c a t i o n at which vou can 

2 c o n s t r u c t the necessary f a c i l i t i e s on the surface f o r 

3 the d r i l l i n g and p r o d u c t i o n of the w e l l ? 

4 A. Yes, i t i s . 

5 Q. What do vou use f o r access? 

6 A. There i s an e x i s t i n g , two-track road t h a t 

7 comes i n from the south, and we u o u l d probably b r i n g 

8 t h a t road i n alonq t h a t t w o - t r a c k , improving i t i n 

9 c e r t a i n areas. I t ' s very steep i n c e r t a i n areas and 

10 i t d e f i n i t e l y needs improvement. I t ' s a very rough 

11 road. 

12 Q. When you compare the m e r i t s of b u i l d i n q a 

13 surface l o c a t i o n and the access f o r the El l o c a t i o n , 

14 how does i t compare t o the SI l o c a t i o n t h a t Santa Fe 

15 has proposed? 

16 A. B a s i c a l l y , the f a c t o r t h a t you have here 

17 f o r b u i l d i n g the l o c a t i o n s i s the amount of cut and 

18 f i l l or l e v e l i n g t h a t has to go on on the l o c a t i o n . 

19 You can determine t h i s from the map t>v l o o k i n g at the 

20 width of the t o p o q r a p h i c a l contours. And b a s i c a l l y 

21 they are the same. The amount of change i n e l e v a t i o n 

22 i s very s i m i l a r ; so t h a t the d i f f e r e n c e i n cut and 

23 f i l l on these three s i t e s i s n e g l i g i b l e . 

24 Q. I f I asked you to rank i n order of 

25 preference i n terms of surface use now the three 
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2 A. I t h i n k , from my i n v e s t i g a t i o n , the El 

3 l o c a t i o n would he probably the e a s i e s t . SI and E2 are 

4 e s s e n t i a l l y the same. They are no d i f f e r e n c e . 

5 Q. Are E2 and SI both b u i l d a b l e l o c a t i o n s ? 

6 A. Yes, they shouldn't be a Droblem. 

7 MR. KELLAHIN: That concludes any 

8 examination of Mr. H i l l . We would move the 

9 i n t r o d u c t i o n of E x h i b i t No. 10-

10 HEARING EXAMINER: Are there anv 

11 o b j e c t i o n s ? 

12 MR. PADILLA: No. s i r -

13 HEARING EXAMINER: E x h i b i t No- 10 i s 

14 admitted i n t o evidence. 

15 Mr. P a d i l l a , your w i t n e s s . 

16 CROSS-EXAMINATION 

17 BY MR. PADILLA: 

18 Q. Mr. K i l l , can you on my e x h i b i t show me 

19 where the o r i g i n a l l o c a t i o n at 660 from the east and 

20 northwest? 

21 A. I could o e n c i l t h a t on th e r e f o r vou I t 

22 shouldn't be a problem ( i n d i c a t e d ) . 

23 HEARING EXAMINER: Mr. P a d i l l a , can you 

24 describe rouqhly where t h a t Doint t h a t he j u s t t>ut on 

25 your e x h i b i t i s ? 
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| 1 MR- PADILLA: Yes, s i r . I ' l l lend you my 

2 e x h i b i t . I t ' s a p e n c i l mark. 

3 HEARING EXAMINER: The p e n c i l mark appears 

4 to be i n the upper nort h e a s t q u a r t e r of t h i s 

5 p a r t i c u l a r s e c t i o n , and i t appears t o be -- how would 

6 you describe t h a t , Mr. " i l l ? 

7 THE WITNESS: The ea s i e s t way to desc r i b e 

8 i t f o r the purpose of the record would be. i t ' s 

9 approximately seven-tenths of an inch from the n o r t h 

10 l i n e , seven-tenths from the east. I t ' s on a prominent 

11 f e a t u r e , prominent topographic f e a t u r e . 

12 HEARING EXAMINER: I t looks l i k e a p o i n t 

13 s t i c k ing o u t. 

14 THE WITNESS: I t i s a p o i n t , yes. 

15 HEARING EXAMINER: That's what I was t r y i n g 

16 t o get a t , seven-tenths from a p o i n t Okay. 

17 Q. (BY MR. PADILLA) Mr. H i l l , when d i d you go 

18 out ther e and do your surface i n s p e c t i o n ? 

19 A. I t was Monday the 20th of November. 

20 Q. That was l a s t week or --

21 A. Excuse me. What's t h i s l a s t Monday? 28th, 

22 27th, whatever l a s t Monday was-

23 Q. Three days ago? 

24 A. That's c o r r e c t , the 27th. 

25 Q. As =• r e s u l t of your i n s p e c t i o n , d i d you 
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\ 1 then recommend t h a t the change of surface l o c a t i o n s be 

2 changed? 

3 A. Yes. 

4 Q. The El l o c a t i o n shown on your E x h i b i t No -

5 10, i s t h a t at the bottom of the canyon, or what i s 

6 i t ? Can you describe the surface at the El l o c a t i o n ? 

7 A. The topographic map shows a hashed l i n e , 

8 which i s the base or the f l o w l i n e of the creek channel 

9 through t h a t area. The topographic contour l i n e s 

10 represented are 20-foot c o n t o u r s . Okay? 

11 The w e l l bore stake t h a t we have t h e r e i s 

12 goinq t o be approximately 15 t o 20 f e e t above the 

13 f l o w l i n e of t h a t creek. Some of the reasons I chose 

14 t h a t p a r t i c u l a r s i t e are t h a t you have an e x i s t i n g 

15 two-track road t h a t a p p a r e n t l y i s usable year round 

16 Also, there i s a w i n d m i l l to the northwest 

17 approximately even w i t h the center and the nor t h l i n e 

18 of Section 20 t h a t i s below t h i s p a r t i c u l a r contour 

19 and appears to stay i n o p e r a t i o n . I mean the 

20 landowner doesn't lose h i s w i n d m i l l ; so i t looks l i k e 

21 a usable l o c a t i o n . I t ' s as reasonable a contour --

22 i t ' s as reasonable as any other contour i n t h i s 

23 s e c t i o n . I n other words, t h e r e ' s n o t h i n g extreme. 

24 Q. Mr. H i l l , i s ther e any permanent water 

25 running t o t h i s creek? 
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1 A. The only t h i n g I was able t o see was there 

2 was a small pool o f f t o the northwest t h a t was h o l d i n g 

3 j u s t a few b a r r e l s of water. I t was a eddied-out oool 

4 i n the creek channel t h a t held a l i t t l e water, b u t , 

5 no, i t ' s o b v i o u s l y a drainage "reek. I t moves water 

6 d u r i n g periods of heavy r a i n f a l l , but i t ' s not 

7 cont inuous. 

8 Q. Do you have any i n f o r m a t i o n as to how high 

9 the water r i s e s i n t h i s creek when you have a heavy 

10 r a i n f a l l ? 

11 A. I do not. The only t h i n g I could base my 

12 o p i n i o n on was the existence of the two-track road 

13 adjacent to the l o c a t i o n and also the existence of a 

14 w i n d m i l l at t h a t same general e l e v a t i o n down i n the 

15 area. 

16 Q. Mr. H i l l , i n accessing t h i s l o c a t i o n , you 

17 t e s t i f i e d t h a t , I guess you come i n from the south-

18 you go n o r t h , and you f o l l o w the road as i t snakes 

19 down i n t o the bottom of the canyon? 

20 A. Um-hm. 

21 Q. What kin d of r e p a i r work would you have t o 

22 do to t h a t road t o get down i n t o the bottom of the 

23 canyon? 

24 A. E s s e n t i a l l y , widen the subgrade of the road 

25 and surface the road w i t h a usable m a t e r i a l , g r a v e l or 
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2 acceptable. I t ' s j u s t you need t o upgrade the road, I 

3 found, from the pavement a l l the way i n -

4 Q. Are ther e some l a r g e boulders at the bottom 

5 of t h a t canyon? 

6 A. Not adjacent t o the road. 

7 Q. Are there any l a r g e boulders i n g a i n i n g 

8 access t o the l o c a t i o n t h a t you had t o remove and 

9 c l e a r ? 

10 A. Not t h a t I know o f . Like I say, you would 

11 have t o widen the subgrade, but you would have t o do 

12 t h a t a l l the way i n fo the l o c a t i o n . You would have 

13 to smooth the l e v e l of the subgrade of the road and 

14 haul i n a s u r f a c i n g m a t e r i a l t o insure a °mooth road 

15 s u r f a c e . 

16 Q. And i t ' s your testimony t h a t t h a t l o c a t i o n 

17 t h a t you want would he less c o s t l y than the E2 or the 

18 SI l o c a t i o n s ? 

19 A. You would " r o b a b l y , i n my o p i n i o n , save 

20 money i n b l a s t i n g . The ones on top of the h i l l , i t ' s 

21 -- i t appeared t o me t h a t you're going t o have some 

22 money i n v o l v e d i n b l a s t i n g . 

23 I t looks as i f t h i s area down "ere, when I 

24 was t h e r e , was not going to take as much l e v e l i n g . 

25 Thus, you wouldn't have as much cut and f i l l as you 
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1 would the ones on the t o p . 

2 Q. How steep i s the grade as you go down i n t o 

3 the canyon? I s t h a t p r e t t y steep? 

4 A. I t ' s d i f f i c u l t to say. 10 pe r c e n t , but 

5 t h a t i s not unusual f o r t h i s p a r t i c u l a r area. You can 

6 see the topography i n the l o c a t i o n s and the roads t h a t 

7 are on t h i s map. and t h i s road i s very common. A 10 

8 percent grade i s not an unusual grade i n t h i s road. 

9 Q. The l o c a t i o n up i n the northeast q u a r t e r 

10 t h a t you had staked o r i g i n a l l y , was t h a t changed 

11 because of topography? 

12 A. Yes. There was some problems w i t h i t t h a t 

13 j u s t , t o p o g r a p h i c a l l y , i t was not f e a s i b l e . 

14 Q. Mr. " i l l . I have one f i n a l q u e s t i o n : Did 

15 you happen t o f i n d the m u f f l e r of the Santa Fe Energy 

16 i n s p e c t o r ' s car? 

17 A. I d i d not. I t ' s a rough road- though-

18 MR. PADILLA: That's a l l I have, Mr-

19 Stogner. 

20 HEARING EXAMINER: Thank you. Mr. P a d i l l a . 

21 CROSS-EXAMINATION 

22 BY HEARING EXAMINER:-

23 Q. Mr. H i l l , do you know i f the surface of 

24 t h i s s e c t i o n out here i s under the j u r i s d i c t i o n of the 

25 Bureau of Land Management? 
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1 A . I do not. 

2 Q. In your work w i t h Exxon, i s i t p a r t of your 

3 d u t i e s t o atte n d a meeting or an i n s p e c t i o n of the 

4 surface w i t h a BLM r e p r e s e n t a t i v e on f e d e r a l lands? 

5 A. Yes. We do att e n d a l l s i t e meetings where 

6 we address the surface use. 

7 Q. That would be you t h a t attends those? 

8 A . Yes, we do -- I do, yes. 

9 Q. That would be your f u n c t i o n ? 

10 A. Yes . 

11 Q. But you don't know i f the surface i n t h i s 

12 p a r t i c u l a r area i s f e d e r a l ? 

13 A . I do not. I used the p o t e n t i a l t h a t t h a t 

14 would be f e d e r a l surface i n my i n t e r p r e t a t i o n , and you 

15 would have an extreme cut and f i l l i n the northe a s t 

16 660 l o c a t i o n , and f o r t h a t reason, I made an 

17 assumpt ion t h a t were t h i s BLM s u r f a c e , they probably 

18 would not condone t h a t p a r t i c u l a r l o c a t i o n . 

19 Q. In t h i s p a r t i c u l a r area, and i t appears on 

20 the f i r s t e x h i b i t t h a t Exxon does have some p r o p e r t i e s 

21 i n t h i s area, are there any Exxon w e l l s w i t h i n t h i s 

22 Dark Canyon draw or a w e l l i n t h i s area t h a t you know 

23 of t h a t i s i n a s i m i l a r predicament as appearing t o be 

24 i n the base of t h i s p a r t i c u l a r draw or drainage 

25 fe a t u r e ? 
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i 1 A. Not to my knowledge. I'm not aware of i t . 

2 HEARING EXAMINER: Are ther e any other 

3 questions of Mr. H i l l ? 

4 MR. KELLAHIN: Just a couple, Mr. Stogner. 

5 REDIRECT EXAMINATION 

6 BY MR. KELLAHIN: 

7 Q. I n l o o k i n g at the El l o c a t i o n w i t h i n t h i s 

8 drainage f e a t u r e , have you a p p l i e d to i t the f e d e r a l 

9 standards as you know them f o r provable w e l l s i t e 

10 l o c a t i o n s ? 

11 A. I'm not sure of those p a r t i c u l a r 

12 standards. What we look f o r i s a l o c a t i o n t h a t i s 

13 above f l o w l i n e , t h a t i s a ma i n t a i n a b l e l o c a t i o n , t h a t 

14 minimizes cut and f i l l . -nd from a l l appearances, 

15 t h i s i s out of the a c t u a l drainage channel. That was 

16 my c r i t e r i a was f i n d a spot t h a t i s above the f l o w l i n e 

17 and out of the a c t u a l drainage channel. 

18 Q. And you've not yet. had t h a t meeting on the 

19 surface w i t h BLM personnel w i t h regards to t h i s w e l l 

20 l o c a t i o n ? 

21 A. We have no w e l l l o c a t i o n proposed; and so 

22 t h i s was j u s t to inspect a proposed s i t e and make a 

23 recommendation as to where I thought a l o c a t i o n might 

24 be a p p r o p r i a t e . 

25 Q. Mr. P a d i l l a asked you about the Exxon 
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i 1 o r i g i n a l g e o l o g i c p i c k , 660 out of th e c o r n e r ? 

2 A. Yes. 

3 Q. Let me ask you whether or not you examined 

4 t h e s u r f a c e w i t h r e g a r d s t o Santa Fe's o r i g i n a l w e l l 

5 l o c a t i o n , which was 660 from t h e n o r t h l i n e and 660 

6 from t h e east l i n e ? D i d you examine t h a t ? 

7 A. Yes, I d i d . 

8 Q. Was t h a t a b u i l d a b l e l o c a t i o n ? 

9 A. The i n i t i a l s t a k e , 660 fr o m t h e n o r t h and 

10 1,980 from t h e e a s t , i n my o p i n i o n , was n o t . 

11 Q. Why not? 

12 A. I t was w i t h i n about 50 t o 60 f e e t o f a 

13 b l u f f o v e r l o o k i n g t h e creek c h a n n e l , and i t would 

14 r e q u i r e a f i l l s e c t i o n o f t h e l o c a t i o n be out a c t u a l l y 

15 i n t h e creek c h a n n e l . 

16 There was an a l t e r n a t e s t a k e p l a c e d -- I 

17 say an a l t e r n a t e . There was a r e f e r e n c e s t a k e p l a c e d 

18 t h a t was i d e n t i f i e d as 100 f e e t s o u t h . And a l o c a t i o n 

19 i n t h a t p a r t i c u l a r s i t e i s b u i l d a b l e , b ut i t would 

20 have a g r e a t e r c u t - a n d - f i l l s i t u a t i o n . There i s more 

21 o f a s l o p e i n t h a t p a r t i c u l a r a r e a . 

22 MR. KELLAHIN: Thank you, Mr. H i l l . 

23 I have n o t h i n g e l s e , Mr. Examiner. 

24 HEARING EXAMINER: Are t h e r e any o t h e r 

25 q u e s t i o n s o f t h i s w i t n e s s ? I f n o t , he may be 
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{ 1 excused . 

2 Mr. K e l l a h i n ? 

3 HEARING EXAMINER: I'd l i k e to c a l l Mr. 

4 B i l l Duncan at t h i s t i m e , Mr. Examiner. 

5 WILLIAM T. DUNCAN, JR., 

6 the witness h e r e i n , a f t e r having been f i r s t d u l y sworn 

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

8 DIRECT EXAMINATION 

9 BY MR. KELLAHIN: 

10 Q. Mr. Duncan, would you s t a t e your name and 

11 occu p a t i o n . 

12 A. My name i s W i l l i a m T. Duncan, J r . , and I'm 

13 an engineer employed by Exxon C o r p o r a t i o n . 

14 Q. Mr. Duncan, as an engineer f o r your 

15 company, have you t e s t i f i e d on p r i o r occasions before 

16 t h i s D i v i s i o n ? 

17 A. Yes, I have. 

18 Q. And have you done any engi n e e r i n g work w i t h 

19 regards to the f a c t s t h a t are at issue before the 

20 examiners today i n today's hearing? 

21 A. Yes, I have. 

22 Q. What s p e c i f i c a l l y d i d you do? 

23 A. I looked at the cumulative r e c o v e r i e s and 

24 the s t a t e of d e p l e t i o n of the w e l l s shown on Exxon's 

25 E x h i b i t No. 3 and compared those to the a c t u a l 
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I 1 r e s e r v o i r p r o p e r t i e s f o r the w e l l s shown on t h a t 

2 e x h i b i t and c a l c u l a t e d what I b e l i e v e are reasonable 

3 drainage areas t h a t we might see or t h a t have been 

4 experienced by w e l l s i n those two f i e l d s , and i t was 

5 an attempt to give us an idea of what to expect i n 

6 Section 20. 

7 Q. Have you also s t u d i e d Mr. Tate's geologic 

8 i n t e r p r e t a t i o n s and examined the engine e r i n g aspects 

9 of h i s geology w i t h regards to Section 20? 

10 A. Yes, I have. 

11 MR. KELLAHIN: At t h i s t i m e , Mr. Examiner, 

12 we tender Mr. Duncan as an expert petroleum engineer. 

13 HEARING EXAMINER: Are there any 

14 o b j e c t i o n s ? 

15 MR. PADILLA: I have none, Mr. Examiner. 

16 HEARING EXAMINER: Mr. Duncan i s so 

17 q u a l i f i e d . 

18 Q. (BY MR. KELLAHIN) Mr. Duncan, one of the 

19 issues f o r the examiner to resolve i s whether or not 

20 there i s s u f f i c i e n t s u b s t a n t i a l evidence to remove 

21 Section 20 from the oper a t i o n s of the r u l e s and 

22 procedures f o r the Rock Tank Morrow Upper and Lower 

23 Gas Pools which are based on 640-acre spacing. Have 

24 you examined the r e l a t i v e drainage areas i n the 

25 v a r i o u s pools i n t h i s v i c i n i t y to come to any 
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i 

1 c o n c l u s i o n s as an e n g i n e e r ? 

2 A. Yes, I have. Those comparisons are shown 

3 on E x h i b i t No. 1 1 . 

4 Q. As an e n g i n e e r , h a v i n g examined t h e 

5 i n f o r m a t i o n , made t h e e n g i n e e r i n g c a l c u l a t i o n s , and 

6 h a v i n g s a t t h r o u g h a l l t h e t e s t i m o n y t o d a y , do you 

7 have an o p i n i o n as r e g a r d s t o what s h o u l d be t h e 

8 a p p r o p r i a t e s p a c i n g f o r S e c t i o n 20? 

9 A. Yes. I b e l i e v e S e c t i o n 20 would be most 

10 a p p r o p r i a t e l y d e v e l o p e d on 320-acre s p a c i n g , as would 

11 be t h e s t a t e w i d e r u l e f o r development of t h i s d e p t h 

12 w e l l . 

13 Q. Would you d e s c r i b e f o r us the method t h a t 

14 you have gone about t o a n a l y z e t h a t q u e s t i o n and how 

15 you have reached and s u p p o r t e d your c o n c l u s i o n ? 

16 A. Yes, I would . I lo o k e d a t -- f i r s t , I 

17 d i v i d e d t h e f i e l d s . I used t h e t h r e e s e p a r a t e f i e l d s , 

18 and, f o r i n s t a n c e , on E x h i b i t No. 1 1 , page 1 , I've 

19 shown t h e B a l d r i d g e Canyon w e l l s . And f o r tho s e w e l l s 

20 I went t h r o u g h and d e t e r m i n e d what t h e c u m u l a t i v e 

21 r e c o v e r i e s were f o r each o f t h e w e l l s i n t h a t f i e l d . 

22 Q. Excuse me. L e t ' s c a l l them p o o l s . They're 

23 d e s i g n a t e d as p o o l s . So i f you examine t h e area 

24 w i t h i n t he Rock Tank P o o l , you're l o o k i n g a t b o t h t h e 

25 Upper and Lower Morrow? 
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< 1 A. No. I lo o k e d at t h e Upper Morrow s e p a r a t e 

2 from t h e Lower Morrow because t h e Rock Tank Pool i s a 

3 Rock Tank Upper Morrow Pool s e p a r a t e f r o m a Rock Tank 

4 Lower Morrow P o o l . 

5 Q. Very good. A l l r i g h t , s i r . 

6 A. On page 1 o f E x h i b i t No. 1 1 , I've shown t h e 

7 B a l d r i d g e Canyon Morrow Pool w e l l s . The w e l l s are not 

8 l i s t e d . I went t h r o u g h and d e t e r m i n e d what the 

9 c u m u l a t i v e r e c o v e r y was f o r each o f the w e l l s i n t h a t 

10 p o o l and d e t e r m i n e d t h a t the w e l l s are a t or v e r y 

11 c l o s e t o abandonment p r e s s u r e . So t h e c u m u l a t i v e 

12 r e c o v e r i e s f o r each of tho s e w e l l s i s v e r y c l o s e t o 

13 t h e e s t i m a t e d u l t i m a t e r e c o v e r y o f the w e l l s i n t h a t 

14 p o o l . 

15 I averaged t h e r e c o v e r i e s , and I took t he 

16 average p o r o s i t y , t h i c k n e s s , and water s a t u r a t i o n s 

17 t h a t were done by Mr. Tate and used th o s e t o d e t e r m i n e 

18 t h e average d r a i n a g e area f o r B a l d r i d g e Canyon Morrow 

19 w e l l s . 

20 Q. And what d i d you concl u d e ? 

21 A. That average area i s a p p r o x i m a t e l y 305 

2 2 a c r e s . 

23 Q. I n your o p i n i o n , has t h e s p a c i n g o f the 

24 B a l d r i d g e Canyon Morrow Pool on 320 acres been an 

25 a p p r o p r i a t e s p a c i n g p a t t e r n f o r t h e development of 
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1 t h a t pool? 

2 A . Yes, I b e l i e v e i t has been. 

3 Q. Describe f o r us what you d i d when you 

4 examined the Upper Morrow Rock Tank Morrow Pool. 

5 A . For the Upper Morrow Rock Tank, I d i d the 

6 same t h i n g . I averaged the cumulative r e c o v e r i e s , 

7 again found them at the same s t a t e of d e p l e t i o n , 

8 approximately at abandonment pressure, and many of the 

9 w e l l s , of course, are already abandoned, but the ones 

10 t h a t are s t i l l producing are at abandonment pressure, 

11 and took the average r e s e r v o i r parameters, again done 

12 by Mr. Tate, and determined t h a t the Upper Morrow i s 

13 probably going to average about 297 acres per w e l l i n 

14 drainage. 

15 I d i d the same t h i n g on page 2 f o r the Rock 

16 Tank Lower Morrow w e l l s and found t h a t the Rock Tank 

17 Lower Morrow w e l l s d i d average a s i g n i f i c a n t l y g r e a t e r 

18 area of drainage, approximately 491 acres, b u t , again, 

19 one w e l l would not e f f e c t i v e l y d r a i n an e n t i r e 

20 640-acre s e c t i o n . 

21 Q. Where are we i n the producing l i f e of the 

22 Lower Morrow Rock Tank Pool? 

23 A. About the same pl a c e . Most of these w e l l s 

24 are e i t h e r d e p l e t e d , or they're approaching d e p l e t i o n . 

25 Q. We have discussed at some l e n g t h t h i s 
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1 morning w i t h Mr. Tate his geologic conclusions about 

2 the s e p a r a t i o n of Section 20 from the Rock Tank 

3 Morrow? 

4 A. Yes. 

5 Q. From an engine e r i n g aspect, can you 

6 desc r i b e f o r us those issues t h a t you f i n d of 

7 importance i n s e p a r a t i n g Section 20 from the Rock Tank 

8 Morrow? 

9 A. I b e l i e v e t h a t the Rock Tank Morrow Pool i s 

10 more l i k e l y to have some kind of enhanced secondary 

11 p o r o s i t y t h a t i s not as l i k e l y i n Section 20. We 

12 don't have any evidence to show t h a t , but I t h i n k t h a t 

13 the gr e a t e r drainage area t h a t you see i n the Rock 

14 Tank Lower Morrow w e l l s i s probably i n d i c a t i v e of some 

15 enhanced secondary p o r o s i t y . That's the main 

16 d i f f e r e n c e . 

17 I b e l i e v e Section 20 w i l l be much more 

18 l i k e l y t o be s i m i l a r to the Baldr i d g e Canyon F i e l d . 

19 Q. And as a p h y s i c a l p r o b a b i l i t y of producing 

20 gas i n Section 20, we're not l i k e l y t o see gas 

21 produced out of t h a t s e c t i o n i f i t ' s p a r t of the Rock 

22 Tank Morrow Upper or Lower Gas Pool because of the 

23 s t r u c t u r a l r e l a t i o n s h i p of t h a t s e c t i o n to the pool? 

24 A. That's c o r r e c t . I f Section 20 i s i n 

25 communication w i t h the Rock Tank Upper Morrow and 
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1 Lower Morrow Pools, i t w i l l be wet. 

2 Q. When we look at the Morrow producing 
l 

3 r e s e r v o i r s i n southeastern New Mexico, and you look at 

4 
i 

the channel nature of those r e s e r v o i r s , do you f i n d 

5 t h a t i n c e r t a i n instances those r e s e r v o i r s can be 

6 phys i c a l l y separated yet s t i l l be p a r t of the same 

7 ge o l o g i c r e s e r v o i r channel? 

8 A. The sand t h a t ' s deposited can be 

9 cont i nu ous, but there can be s e p a r a t i o n s , no flo w 

10 bou nd ar ies caused by secondary e f f e c t s to t h a t sand 

11 body . 

12 Q • That would occur f o r lack of p e r m e a b i l i t y 

13 between var i o u s p o r t i o n s of the same sand system? 

14 A . Yes, i t c o u l d . 

15 Q. And you might f i n d areas of t h a t same sand 

16 system t h a t would be separated, the hydrocarbons would 

17 be sepa rate d by water? 

18 A . Yes . 

19 Q. Would i t s u r p r i s e you to see t h a t Section 

20 20 , i f d r i l l e d and developed, might be separate and 

21 apart f rom any of the e x i s t i n g pools i n the area? 

22 A . No, t h a t would not s u r p r i s e me. 

23 Q. Based upon your study of the Rock Tank 

24 Morrow Gas Pool and the Baldr i d g e Pool, do you see any 

25 compe11 ing reason or j u s t i f i c a t i o n to i n i t i a l l y space 
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1 the s e c t i o n on 640 gas spacing? 

2 A. No, I do not . 

3 Q. Do you b e l i e v e any waste w i l l occur or any 

4 c o r r e l a t i v e r i g h t s would be impaired i f i n i t i a l gas 

5 spacing i n Section 20 was the statewide gas ru l e ? 

6 A. No, I do not . 

7 Q. Let's t a l k about the development of Section 

8 20 now. You said you have reviewed w i t h Mr. Tate h i s 

9 geologic i n t e r p r e t a t i o n s ? 

10 A. Yes . 

11 Q. Based upon your eng i n e e r i n g study, can you 

12 conclude t h a t there i s s u f f i c i e n t l i k e l i h o o d of 

13 s u f f i c i e n t r e s e r v o i r gas t h a t can be produced from 

14 t h a t s e c t i o n t o support two wells? 

15 A. Yes, I do b e l i e v e t h a t . 

16 Q. Do you, as an engineer, have a preference 

17 f o r how the w e l l s are l o c a t e d and the spacing u n i t s 

18 are o r i e n t e d w i t h regards to those w e l l s ? 

19 A. Yes. I b e l i e v e , as I've t e s t i f i e d , t h a t 

20 Section 20 would not be adequately developed by one 

21 w e l l , and t h a t i f one w e l l were d r i l l e d i n the n o r t h 

22 h a l f and t h a t the n o r t h h a l f were the 320-acre spacing 

23 u n i t , i t ' s h i g h l y u n l i k e l y t h a t a second w e l l w i l l be 

24 d r i l l e d i n the south h a l f because of the s t r u c t u r a l 

2 5 r i d g e . 
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( 1 The s o u t h h a l f does c o n t a i n s i g n i f i c a n t 

2 amounts of sandstone which are l i k e l y t o c o n t r i b u t e t o 

3 p r o d u c t i o n f r o m w e l l s i n t h e f i e l d , and I b e l i e v e 

4 t h o s e r e s e r v e s would go un d e v e l o p e d . 

5 Q. Your p r o p o s a l t o d e v e l o p the s e c t i o n u s i n g 

6 two stand-up s p a c i n g u n i t s , each w i t h w e l l s i n the 

7 n o r t h h a l f , one i n th e n o r t h e a s t q u a r t e r and one i n 

8 th e n o r t h w e s t q u a r t e r , i s t h a t i n any way 

9 u n c h a r a c t e r i s t i c or u n c o n v e n t i o n a l w i t h r e g a r d s t o 

10 Morrow gas development? 

11 A. I don ' t b e l i e v e i t ' s u n c o n v e n t i o n a l . The 

12 w e l l l o c a t i o n s do have t o be o p t i m i z e d t o g a i n sand 

13 t h i c k n e s s . I b e l i e v e t h a t i t ' s common t o move tho s e 

14 l o c a t i o n s t o t h e p o i n t t o c a p t u r e t h e sand t h i c k n e s s 

15 and o p t i m i z e the s t r u c t u r a l p o s i t i o n . 

16 Q. I n o r d e r t o o p t i m i z e t h a t p o s i t i o n , t h e 

17 Exxon-proposed l o c a t i o n i s i n f a c t a t an u n o r t h o d o x 

18 l o c a t i o n , i s i t not? 

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

20 Q. Exxon owns t h e w o r k i n g i n t e r e s t i n S e c t i o n 

21 17 ? 

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

23 Q. Do you have any o b j e c t i o n t o t h e w e l l b e i n g 

24 a t an u n o r t h o d o x l o c a t i o n i n S e c t i o n 20? 

25 A. No, I do n o t . 
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1 MR. KELLAHIN: That c o n c l u d e s my 

2 e x a m i n a t i o n o f Mr. Duncan, Mr. Examiner. 

3 We would move t h e i n t r o d u c t i o n o f h i s 

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

5 HEARING EXAMINER: Thank you, Mr. 

6 K e l l a h i n . 

7 Mr. P a d i l l a , your w i t n e s s . 

8 CROSS-EXAMINATION 

9 BY MR. PADILLA: 

10 Q. Mr. Duncan, on your E x h i b i t No. 1 1 , w i t h 

11 r e g a r d t o page 1 w i t h r e g a r d t o t h e B a l d r i d g e Canyon 

12 Morrow P o o l , would you agree w i t h me t h a t Mr. Tate has 

13 shown no c o n n e c t i o n between t h a t p o o l and S e c t i o n 20 

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

15 A. No, I would n ot agr e e . 

16 Q. How i s the B a l d r i d g e Canyon Morrow 

17 co n n e c t e d t o S e c t i o n 20? 

18 A. By way o f i l l u s t r a t i o n , i f you'd r e f e r t o 

19 h i s E x h i b i t No. 7, t h e Lower Morrow Sandstone i s 

20 co n n e c t e d between S e c t i o n 20 and t h e B a l d r i d g e Canyon 

21 F i e l d . The Upper Morrow Sandstone shown on E x h i b i t 

22 No. 8 a l s o shows c o n n e c t i o n i n a p p r o x i m a t e l y t h e same 

2 3 p a t h . 

24 Q. S h o u l d n ' t t h e n we be a s k i n g o u r s e l v e s , 

25 s h o u l d n ' t S e c t i o n 20 be p a r t of t h e B a l d r i d g e Canyon 
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1 Morrow Pool then? 

2 A. We c o u l d ask o u r s e l v e s t h a t q u e s t i o n . 

3 Q. D i d Exxon c o n s i d e r t h i s a p o s s i b i l i t y ? 

4 A . I b e l i e v e t h a t t h e r u l e s i n the B a l d r i d g e 

5 Canyon Morrow are more a p p r o p r i a t e f o r t h e development 

6 o f S e c t i o n 20, and t h e r e would be no adverse 

7 consequences t o c o n s i d e r i n g S e c t i o n 20 i n the 

8 B a l d r i d g e Canyon Morrow. 

9 Q. But you've made no p r e s e n t a t i o n o f t h a t 

10 s o r t t o d a y t o i n c l u d e S e c t i o n 20 i n the B a l d r i d g e 

11 Canyon Morrow, have you? 

12 A. There happens t o be a f i e l d or a p o o l 

13 between S e c t i o n 20 and B a l d r i d g e Canyon Morrow c a l l e d 

14 t h e Dark Canyon Penn, and some of those w e l l s are 

15 co m p l e t e d i n Morrow sands. So t h e r e i s some 

16 a d m i n i s t r a t i v e q u e s t i o n about whether t he NM OCD would 

17 p r e f e r t o see i t i n the B a l d r i d g e Canyon Morrow. 

18 Since S e c t i o n 20 i s two t o t h r e e m i l e s f r o m 

19 t h e B a l d r i d g e Canyon Morrow F i e l d , i t seems most 

20 a p p r o p r i a t e t h a t i t be dev e l o p e d as a w i l d c a t . I see 

21 no problems w i t h t h a t . 

22 Q. Let me d i r e c t your a t t e n t i o n t o page 2 o f 

23 your e x h i b i t . I n r e g a r d t o t h e Upper Morrow Rock Tank 

24 c a l c u l a t i o n and your c o n c l u s i o n t h a t one w e l l i s 

25 d r a i n i n g 297 acres -- w e l l , f i r s t of a l l , i s t h a t your 
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1 c o n c l u s i o n , t h a t one w e l l i s o n l y d r a i n i n g 297 acres? 

2 A . No, i t i s n o t . 

3 Q. What does 297 acre s mean? 

4 A . That i s the average area d r a i n e d by w e l l s 

5 c o m p l e t e d i n t h e Rock Tank Upper Morrow P o o l . 

6 Q. Are t h e r e w e l l s i n t h a t p o o l t h a t are 

7 d r a i n i n g i n excess of 297 acres? 

8 A . Yes, t h e r e a r e . By my c a l c u l a t i o n s , o f t h e 

9 f i v e we l i s i n t h e p o o l , one w e l l p r o b a b l y w i l l d r a i n 

10 i n exce s s of 32 0 a c r e s . 

11 Q. Does t h i s c a l c u l a t i o n i n d i c a t e t h a t you 

12 have a l i m i t e d c h a n n e l e n v i r o n m e n t where t h e s e 

13 p a r t i c u l a r w e l l s are c o m p l e t e d , and your averag e , 

14 the r e f o re , o n l y shows a p r o d u c t i v e acreage? 

15 A . The average r e f l e c t s t he r e s e r v o i r 

16 p r o p e r t i e s t h a t we've seen i n each of the w e l l bores . 

17 By aver a g i n g a l l of the w e l l - b o r e p r o p e r t i e s o f w e l l s 

18 w i t h i n t h a t f i e l d , i t s h o u l d be a good s t a t i s t i c a l 

19 t o o l . 

20 Q. But 297 acres i s o n l y an average? 

21 A . 297 acres i s an average . 

22 Q. Do you know what the range of d r a i n a ge i s 

23 of t h e p a r t i c u l a r w e l l s i n the Upper Tank Morrow? 

24 A. I have c a l c u l a t e d f o r each w e l l what the 

25 net ran qe i s , or I've c a l c u l a t e d f o r each w e l l what 
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i 1 the approximate drainage w i l l be. I've chosen not to 

2 present i t because t h a t could make i n d i v i d u a l w e l l s 

3 not q u i t e as accurate as the e n t i r e p i c t u r e . 

4 I f e e l l i k e 297 shows -- i t ' s u n l i k e l y t h a t 

5 the Rock Tank Upper Morrow i s going to be e f f e c t i v e l y 

6 developed on the average by 640-acre spaced w e l l s . I 

7 can r e f e r to t h a t range and give you those numbers. 

8 The highest value c a l c u l a t e d f o r the Rock 

9 Tank Upper Morrow w e l l s i s one w e l l which would 

10 c a l c u l a t e out to be 901 acres t h a t ' s d r a i n e d . The 

11 l a r g e amount of u n c e r t a i n t y t h a t I b e l i e v e e x i s t s i s , 

12 we've attempted to come up w i t h a good p o r o s i t y c u t o f f 

13 t h a t we've used, about 6-1/2 pe r c e n t , but i t i s 

14 p o s s i b l e t h a t there i s some c o n t r i b u t i o n from p o r o s i t y 

15 lower than 6-1/2 percent. Obviously, there's some 

16 p o r o s i t y g r e a t e r than 6-1/2 percent which may not be 

17 c o n t r i b u t i n g . So the i n d i v i d u a l numbers are not q u i t e 

18 as i m p o r t a n t , I b e l i e v e , i n the study of Section 20. 

19 However, the range does go from 47 acres as 

20 a low to 901 acres. Two of the w e l l s drained 

21 approximately -- I ' l l j u s t give you a l l the numbers. 

22 There were f i v e w e l l s . One drained approximately 228 

23 acres; one, approximately 17 8; one, 63; one, 901; one, 

24 47 . 

25 And there was another w e l l t h a t showed 
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1 a b s o l u t e l y no p o r o s i t y b ut y e t produced h a l f a b i l l i o n 

2 c u b i c f e e t of gas; so i t showed no p o r o s i t y above our 

3 6-1/2 p e r c e n t c u t o f f . So, t e c h n i c a l l y , i t got t h a t 

4 out o f a b s o l u t e l y n o t h i n g , b u t when you look a t the 

5 av e r a g e , i t s t i l l s h o u l d be m e a n i n g f u l . 

6 Q. On t h a t l a s t w e l l you mentioned w i t h no 

7 p o r o s i t y , d i d you thr o w t h a t out o f your c a l c u l a t i o n 

8 because i t had l e s s t h a n 6 p e r c e n t p o r o s i t y ? 

9 A. No, I d i d n o t . O b v i o u s l y , t h e r e was some 

10 r e s e r v o i r t h e r e . 

11 Q. I s t h e r e a p e r m e a b i l i t y f a c t o r t h a t i s 

12 i n c l u d e d i n your c a l c u l a t i o n s ? 

13 A. There i s always an e f f e c t caused by 

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

15 measurable on w e l l l o g s ; so i t ' s n o t something t h a t 

16 can be e a s i l y used t o d e t e r m i n e net pay. The common 

17 p r a c t i c e i n r e s e r v o i r e n g i n e e r i n g i s t o use p o r o s i t y . 

18 P o r o s i t y and p e r m e a b i l i t y are r e l a t e d . T h e r e f o r e , you 

19 are i m p l i c i t l y u s i n g p e r m e a b i l i t y . 

20 Q. Do you know what k i n d o f p e r m e a b i l i t i e s you 

21 have i n t h i s Upper Morrow Pool? 

22 A. No, I have not s t u d i e d t h a t . 

23 Q. L e t ' s go on down t o t h e Lower Morrow 

24 c a l c u l a t i o n . Can you g i v e me the range o f 

25 c a l c u l a t i o n s t h a t you have c a l c u l a t e d f o r the v a r i o u s 
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i 1 w e l l s i n t h a t pool? 

2 A. One w e l l showed to be approximately 28 

3 acres, and the hi g h e s t w e l l was 922 acres. The 

4 average was 491 acres. Of the e i g h t w e l l s i n the 

5 p o o l , s i x would d r a i n 320 acres e f f e c t i v e l y . Only 

6 t h r e e would d r a i n 640 acres e f f e c t i v e l y . 

7 Q. Would i n f i l l d r i l l i n g be a p p r o p r i a t e i n 

8 those instances where you have found t h a t one w e l l i s 

9 not e f f e c t i v e l y d r a i n i n g 640 acres? 

10 A. I have not looked at t h a t . 

11 Q. Where you have s i t u a t i o n s or w e l l s t h a t are 

12 only d r a i n i n g 320 acres on an average, i s t h a t i n and 

13 of i t s e l f c r e a t i n g waste? 

14 A. I don't understand your q u e s t i o n . 

15 Q. Would the f a c t t h a t one w e l l i s not 

16 d r a i n i n g the e n t i r e 640 acres and i s only d r a i n i n g 320 

17 acres, would t h a t create r e s e r v o i r waste because gas 

18 product ion or gas reserves are not being produced 

19 through t h a t one we l l ? 

20 A. I don't t h i n k I understand your question 

21 because my answer wouldn't be f a v o r a b l e to you. Could 

22 you please r e s t a t e i t ? I don't t h i n k you would ask 

23 t h a t q u e s t i o n , i f I'm understanding i t c o r r e c t l y . 

24 Q. Let me ask the question a d i f f e r e n t way. 

25 Where your c a l c u l a t i o n s show t h a t w e l l s are d r a i n i n g 
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\ 1 l e s s t h a n 320 a c r e s , t h e r e i s s t i l l an o p p o r t u n i t y t o 

2 d r i l l an a d d i t i o n a l w e l l i n t h a t s e c t i o n , i s t h e r e 

3 not? 

4 A. There may or may n o t . You would have t o 

5 loo k a t t h e p a r t i c u l a r s i t u a t i o n and e v a l u a t e i t f o r 

6 i n f i l l p r o d u c t i o n . 

7 Q. What f a c t o r s would you be l o o k i n g a t? 

8 A. R e s e r v o i r h omogeneity, which would g i v e you 

9 an i n d i c a t i o n o f whether t h e r e are s u f f i c i e n t r e s e r v e s 

10 l e f t t o d r i l l a second w e l l . 

11 Q. You're s a y i n g i f t h e r e ' s s u f f i c i e n t 

12 r e s e r v e s l e f t as some k i n d o f c o n t i n g e n c y ; d o e s n ' t 

13 t h a t i n d i c a t e t h a t t h e w e l l i s indeed d r a i n i n g more 

14 t h a n 32 0 acres? 

15 A. Some o f t h e w e l l s are d r a i n i n g more t h a n 

16 320 a c r e s . Some are d r a i n i n g l e s s . On t h e a v e r a g e , 

17 320 acre s would be t h e b e s t development d e n s i t y f o r 

18 S e c t i o n 20. 640 acres would n o t . 

19 Q. Wouldn't the b e s t way t o d e v e l o p t h e area 

20 t h e n i s t o d r i l l w e l l s on the g r e a t e r s p a c i n g and th e n 

21 e v a l u a t e as you de v e l o p t h e f i e l d as t o whether or not 

22 i n f i l l d r i l l i n g or s m a l l e r s p a c i n g i s a p p r o p r i a t e ? 

23 A. I b e l i e v e t h a t i t ' s v e r y , v e r y u n l i k e l y 

24 t h a t we would see 640-acre s p a c i n g , t h a t t h a t would be 

25 an a p p r o p r i a t e s p a c i n g f o r S e c t i o n 20 based upon what 

CUMBRE COURT REPORTING 
(505) 98 4-2244 



14 0 

1 1 I've done. I t would be e x t r e m e l y c o n s e r v a t i v e t o t h e 

2 p o i n t o f b e i n g w a s t e f u l . I n a d d i t i o n , i t would cause 

3 — 

4 Q. Why would i t be w a s t e f u l , Mr. Duncan? 

5 A. There would be an i n e r t i a l e f f e c t . I f i t 

6 were i n i t i a l l y spaced on 640 a c r e s , i t ' s more l i k e l y 

7 i t would remain on 640 a c r e s , even i f t h a t were n o t 

8 the a p p r o p r i a t e s p a c i n g . 

9 I b e l i e v e i n t h i s case s t a t e w i d e r u l e s 

10 p r o v i d e f o r the be s t way t o de v e l o p t h i s s e c t i o n . 

11 Q. But you would agree t h a t t h e r e are 

12 e x c e p t i o n s t o 320 acres j u s t l i k e t h e r e i s i n th e Rock 

13 Tank; i s n ' t t h a t c o r r e c t ? 

14 A. Of c o u r s e , I wo u l d . 

15 MR. PADILLA: I t h i n k I have asked a l l t h e 

16 q u e s t i o n s t h a t I have. 

17 HEARING EXAMINER: Thank you, Mr. P a d i l l a . 

18 Mr. K e l l a h i n , do you have any r e d i r e c t ? 

19 MR. KELLAHIN: No, s i r . 

20 HEARING EXAMINER: Are t h e r e any q u e s t i o n s 

21 o f Mr. Duncan? I f n o t , he may be excused. 

22 MR. KELLAHIN: Mr. S t o g n e r , I ' d l i k e t o 

23 i n t r o d u c e our n o t i c e c e r t i f i c a t e f o r t h e h e a r i n g i n 

24 which we've n o t i f i e d t he o f f s e t o p e r a t o r s w i t h r e g a r d s 

25 t o our r e q u e s t , as w e l l as n o t i f i c a t i o n o f th o s e 
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1 w o r k i n g i n t e r e s t owners w i t h i n our proposed s p a c i n g 

2 u n i t . I 1 v e marked t h a t as Exxon E x h i b i t No. 12. 

3 That c o n c l u d e s our p r e s e n t a t i o n w i t h t h e 

4 i n t r o d u c t i on o f E x h i b i t No. 12, Mr. Examiner. 

5 HEARING EXAMINER: Are t h e r e any o b j e c t i o n s 

6 t o E x h i b i t No. 12? 

7 MR. PADILLA: No. 

8 HEARING EXAMINER: E x h i b i t No. 12 w i l l be 

9 a d m i t t e d i nt o e v i d e n c e . I b e l i e v e t h a t c o n c l u d e s your 

10 t e s t i m o n y , Mr. K e l l a h i n ? 

11 MR. KELLAHIN: Yes, s i r . 

12 Mr. P a d i l l a ? You may p r o c e e d . 

13 MR. PADILLA: I c a l l Mr. Pat Tower at t h i s 

14 t i m e . 

15 PATRICK J. TOWER, 

16 the w i t n e s s h e r e i n , a f t e r h a v i n g been f i r s t d u l y sworn 

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

18 DIRECT EXAMINATION 

19 BY MR. PADILLA: 

20 Q. Mr. Tower, would you p l e a s e s t a t e your 

21 name . 

22 A. My name i s P a t r i c k Tower. 

23 Q. Who do you work f o r ? 

24 A . I work f o r Santa Fe Energy O p e r a t i n g 

25 P a r t n e r s , L.P., as a s e n i o r landman i n M i d l a n d , Texas. 
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1 Q. How l o n g have you h e l d t h a t p o s i t i o n ? 

2 A . With Santa Fe Energy, a p p r o x i m a t e l y e i g h t 

3 year s . 

4 Q. Have you t e s t i f i e d b e f o r e t h e O i l 

5 C o n s e r v a t i o n D i v i s i o n as a p e t r o l e u m landman i n t h e 

6 pa s t ? 

7 A . Yes , I have. 

8 Q. And have your c r e d e n t i a l s been a c c e p t e d as 

9 a m a t t e r of r e c o r d as an e x p e r t w i t n e s s as a landman? 

10 A . Yes, s i r . 

11 Q. Mr. Tower, are you f a m i l i a r w i t h t he 

12 app1i c at i o n and t h e l a n d r a m i f i c a t i o n s i n s o f a r as the 

13 a p p l i c a t i o n o f Santa Fe Energy and o f Exxon's 

14 a p p l i c a t i o n are concerned? 

15 A. Yes, I am. 

16 MR. PADILLA: Mr. Examiner, we t e n d e r Mr. 

17 Tower as an e x p e r t p e t r o l e u m landman. 

1 8 HEARING EXAMINER: Are t h e r e any 

19 o b j e c t i o ns ? 

20 MR . KELLAHIN: No, s i r . 

21 HEARING EXAMINER: Mr. Tower i s so 

22 qu a 1 i f i e d . 

23 Q. (BY MR. PADILLA) Mr. Tower, l e t ' s have you 

24 t e l l us b r i e f l y what Santa Fe's a p p l i c a t i o n seeks t o 

25 acc o m p l i sh . 
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1 A. Okay. Santa Fe seeks compulsory p o o l i n g i n 

2 a nonstandard gas p r o r a t i o n u n i t , comprising a l l of 

3 Section 20, Township 23 South, Range 25 East, f o r 

4 640-acre spacing, based on the nearest f i e l d , which i s 

5 the Rock Tank Lower and Upper Morrow Pools. 

6 Q. Mr. Tower, why have you based your 

7 a p p l i c a t i o n on the pool r u l e s of the Upper Tank and 

8 the Lower -- I mean the Upper Tank -- Rock Tank Upper 

9 Morrow and the Rock Tank Lower Morrow? 

10 A. S t r i c t l y based on conversat i o n s w i t h the 

11 OCD a d v i s i n g us we were w i t h i n one-mile boundary of 

12 such p o o l , and t h a t i t would r e q u i r e us to space i t on 

13 640-acre spacing to d r i l l a w e l l . 

14 Q. Mr. Tower, l e t ' s t u r n to your E x h i b i t No. 1 

15 and have you i d e n t i f y t h a t , please. 

16 A. Okay. E x h i b i t No. 1 i s a land p l a t , and, 

17 i n essence, the same land p l a t presented by Exxon, i f 

18 I can r e f e r back to t h e i r testimony to save time. I t 

19 i d e n t i f i e s or o u t l i n e s Section 20, which would be the 

20 p r o r a t i o n u n i t f o r 640 acres, and also i d e n t i f i e s the 

21 land p o s i t i o n i n t h e r e , which i s , i n essence, the same 

22 i n f o r m a t i o n which Exxon t e s t i f i e d i s c o r r e c t as f a r as 

23 the ownership and the lease s t a t u s . 

24 One exception I w i l l c l a r i f y i s Santa Fe's 

25 t r a c t i n the northwest qu a r t e r of the northeast 

CUMBRE COURT REPORTING 
(505) 984-2244 



1 q u arter i s a 40-acre t r a c t , and Santa Fe does have the 

2 e n t i r e 40 acres leased. 

3 Q. We know already what your r e l a t i o n s h i p w i t h 

4 Exxon i s , but what i s your r e l a t i o n s h i p w i t h Amoco, 

5 who owns the south h a l f of the section? 

6 A. In t h i s i n s t a n c e , we have been d i s c u s s i n g 

7 w i t h them, s i m i l a r to Exxon, seeking t h e i r support f o r 

8 d r i l l i n g a w e l l i n t h i s area. They have advised us 

9 t h a t they were not going to show up at the h e a r i n g , 

10 and they're not going to oppose i t and take sides as 

11 to the issues of the spacing, l o c a t i o n , e t c . 

12 However, they d i d agree w i t h Santa Fe 

13 v e r b a l l y t h a t they w i l l not oppose what we're doing, 

14 and they w i l l a c t u a l l y support us w i t h a w e l l i n the 

15 form of e i t h e r a nonconsent, based on the order to be 

16 issued, or i n the form of a farmout; t h a t they, i n 

17 other words, would c o n t r i b u t e t h e i r acreage to Santa 

18 Fe i n some fas h i o n f o r the d r i l l i n g of a w e l l . 

19 Q. Mr. Tower, o r i g i n a l l y , Santa Fe f i l e d i t s 

20 a p p l i c a t i o n f o r a 320-acre spacing, and then we had a 

21 subsequent a p p l i c a t i o n f o r 6 4 0-acre spacing. Would 

22 you b r i e f l y t e l l us about why the change was made? 

23 A. Okay. I n i t i a l l y , i t was f e l t , and I don't 

24 r e c a l l e x a c t l y -- i t might have been through 

25 p r e l i m i n a r y c o n v e r s a t i o n s w i t h the D i s t r i c t OCD t h a t 
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1 the Dark Canyon Penn F i e l d would i n c l u d e the Morrow 

2 here, and we were l ed to b e l i e v e i t would be on 

3 320-acre spacing at t h a t time. We f i l e d i t . At t h a t 

4 time we were advised t h a t i t may not. 

5 We double-checked, got back t o the OCD. 

6 They checked the d e t a i l s , c a l l e d us back and s a i d , no, 

7 t h i s s e c t i o n would not q u a l i f y f o r t h a t and would have 

8 to go i n t o the Rock Tank and would have to be under 

9 640-acre spacing. At t h a t time we r e f i l e d our 

10 a p p l i c a t i o n . 

11 Q. Mr. Tower, you have sent n o t i c e s to Siete 

12 O i l & Gas Corp o r a t i o n of t h i s w e l l , as to Exxon and t o 

13 Amoco concerning your a p p l i c a t i o n ? 

14 A. Yes, I have. 

15 Q. What i s your r e l a t i o n s h i p w i t h Siete O i l & 

16 Gas? 

17 A. I n i t i a l l y , and as Exxon t e s t i f i e d e a r l i e r , 

18 i n January of t h i s year, Siete approached Exxon, 

19 Amoco, and Santa Fe to form a working i n t e r e s t u n i t 

20 comprised of a l l of Section 16, a l l of 17, the east 

21 h a l f of Section 20, and a l l of Section 21 f o r the 

22 d r i l l i n g of a w e l l i n Section 16. We have not signed 

23 any agreements. However, we have advised a l l p a r t i e s 

24 t h a t we'd l i k e to see a w e l l d r i l l e d i n t h i s area to 

25 t e s t the idea. 
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1 We have agreed w i t h S i e t e , i f t h e y d r i l l a 

2 w e l l up t h e r e , t h e y would o p e r a t e , and we would 

3 p a r t i c i p a t e . However --

4 Q. When you say "up t h e r e , " where do you mean, 

5 "up t h e r e " ? 

6 A. I n th e sou t h w e s t q u a r t e r o f S e c t i o n 16. 

7 Q. What w e l l i s g o i n g t o be d r i l l e d t h e r e 

8 f i r s t , y o u r s or t h e i r s , or what's the o r d e r o f 

9 d r i l l i n g ? 

10 A. Our p l a n s would be t o d r i l l S e c t i o n 20 

11 f i r s t . There i s some debate w i t h S i e t e as t o which 

12 w e l l would be d r i l l e d f i r s t . We've asked them t o not 

13 d r i l l t h e i r w e l l so t h a t we c o u l d proceed w i t h S e c t i o n 

14 20 and d r i l l i t f i r s t . 

15 Q. Mr. Tower, l e t ' s go on t o your E x h i b i t No. 

16 2 and have you i d e n t i f y t h a t f o r the examiner. 

17 A. E x h i b i t No. 2 i s v a r i o u s c o r r e s p o n d e n c e 

18 w i t h Exxon Company, USA, S i e t e O i l & Gas C o r p o r a t i o n , 

19 and Amoco P r o d u c t i o n Company c o n c e r n i n g t h e p r o p o s a l 

20 o f t h i s w e l l i n S e c t i o n 20. 

21 Q. Mr. Tower, Mr. King t e s t i f i e d e x t e n s i v e l y 

22 c o n c e r n i n g one of th e p r o p o s a l s t h a t Exxon had made t o 

23 Santa Fe Energy d a t e d October 19, 1989, and i t ' s i n 

24 your e x h i b i t , and t h i s i s th e e x h i b i t t h a t -- t h e 

25 Exxon e x h i b i t t h a t a l s o shows t h e two p r o p o s a l s t h a t 
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1 Exxon had made t o you, i t e m i z e d p r o p o s a l s . 

2 I ' d l i k e f o r you t o d i s c u s s each of th o s e 

3 b e f o r e the examiner and t e l l what Santa Fe's v e r s i o n 

4 o f th e p r o p o s a l s a r e . 

5 A. Okay. Were you r e f e r r i n g t o t h e i n i t i a l 

6 p r o p o s a l s i n September t o Exxon? 

7 Q. No, s i r . I'm r e f e r r i n g t o t h e October 19, 

8 1989, l e t t e r , from Exxon t o Santa Fe Energy. 

9 A. Okay. I n essence, t h e October 1 9 t h l e t t e r 

10 i s i n response -- i s a l e t t e r from Exxon t o Santa Fe 

11 i n response t o l e t t e r s of August 25 and September 26 

12 from Santa Fe t o Exxon. 

13 T h i s October 1 9 t h l e t t e r b a s i c a l l y s t a t e s 

14 t h a t Exxon would l e a n t o w a r d s f a r m i n g o ut f o r our 

15 t e s t ; however, t h e y would p r e f e r an e a s t - h a l f 

16 p r o r a t i o n u n i t f o r t h e w e l l and would o f f e r us 

17 f a v o r a b l e f a r m - o u t t e r m s , as t h e y noted e a r l i e r , f o r 

18 t h e east h a l f , or i n l i e u of t h a t , i f a w e l l was t o be 

19 d r i l l e d i n t h e n o r t h h a l f of S e c t i o n 20, t h e y would 

20 o f f e r t o farm out based on more s t r i n g e n t f a r m - o u t 

21 t e r m s . 

22 Q. What i s t h e n a t u r e of the more s t r i n g e n t 

23 f a r m - o u t terms? 

24 A. B a s i c a l l y , t h e d i f f e r e n c e l i e s i n t h e y 

25 would have a t h i r d b a c k - i n on t h e n o r t h h a l f v e r s u s no 
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1 back-in on the east half,, 

2 Q. Do you agree w i t h the o n e - t h i r d back-in at 

3 the payout ? 

4 A . No, we do not, 

5 Q. Why don't you? 

6 A. Generally, in my experience in New Mexico, 

7 and we've d r i l l e d q u i t e a number of Morrow w e l l s i n 

8 the l a s t s e v e r a l years, t h i s being a r i s k y w e l l , 

9 w i l d c a t , the general terms -- and there are 

10 exceptions , but the general terms we've o f f e r e d and 

11 also accepted have been based on d e l i v e r i n g a 75 

12 percent ne t revenue w i t h a qu a r t e r b a c k - i n , and those 

13 being the maximum we g e n e r a l l y have seen i n the 

14 i n d u s t r y . 

15 Q. Mr. Tower, i f you have a lay-down u n i t , 

16 your acrea ge would be inc l u d e d i n the no r t h h a l f 

17 p r o r a t i o n u n i t based on 320 acres, and i f you have an 

18 e a s t - h a l f p r o r a t i o n u n i t , your acreage would also be 

19 included? 

20 A. Urn-hm. 

21 Q. Expl a i n to the examiner why you would 

22 p r e f e r a 1 ay-down u n i t as your a p p l i c a t i o n has c a l l e d 

23 f or . 

24 A . Okay. There's b a s i c a l l y three separate 

25 reasons. Two of them, which d i f f e r from the 
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\ 1 g e o l o g i c a l t e s t i m o n y , being the topography, second, 

2 the g e o l o g i c a l i n f o r m a t i o n , and the t h i r d , d e a l i n g 

3 w i t h the land i n , n o t i n g again t h a t the south h a l f of 

4 Section 20 i s a f e d e r a l lease owned by Amoco at t h i s 

5 time. 

6 In conversations w i t h Armando Lopez at the 

7 BLM concerning t h i s s i t u a t i o n , and these were 

8 subsequent to Exxon's c o n v e r s a t i o n w i t h Armando --

9 Q. How do you knew they were subsequent to 

10 t h e i r conversations? 

11 A. B a s i c a l l y , Armando Lopez i n d i c a t e d he had 

12 t a l k e d t o Exxon concerning t h i s matter when I brought 

13 i t up. But, i n essence, i t ' s our understanding, and 

14 again there are ex c e p t i o n s , and Armando s t a t e d t h i s 

15 f o r v a r i o u s reasons, t h a t they w i l l g e n e r a l l y -- or 

16 the f e d e r a l r e g u l a t i o n s w i l l not al l o w you to 

17 communitize and s p l i t t h a t s o u t h - h a l f lease i n t o 

18 stand-up p r o r a t i o n u n i t s i f you can independently 

19 develop i t w i t h o u t communitizing i t . 

20 He i n d i c a t e d t h a t there were exceptions --

21 i f the geology would i n d i c a t e t h a t there was no v i a b l e 

22 l o c a t i o n at a l l g e o l o g i c a l l y on the south h a l f , t h a t 

23 they might consider c o m m u n i t i z a t i o n . 

24 The other was a s i t u a t i o n they said where 

25 i f none ommu r: i t i z at i on , you had to d r i l l an unorthodox 
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1 l o c a t i o n , but w i t h c o m m u n i t i z a t i o n , you could d r i l l a 

2 l e g a l l o c a t i o n . Then i n those cases they might grant 

3 an exception and al l o w you to communitize and s p l i t 

4 the lease. 

5 We have i n two d i f f e r e n t i n s t a n c e s , as I 

6 r e c a l l i n the l a s t f i v e years, run i n t o t h i s , s i m i l a r 

7 circumstances. I n one case we a c t u a l l y went to the 

8 BLM w i t h the geology. We owned both leases i n v o l v e d 

9 on 320 spacing where there were two separate leases, 

10 and we f e l t we could show the BLM i t was more prudent 

11 to s p l i t those two. Howe'ver, even though i t was a 

12 less acceptable g e o l o g i c a l l o c a t i o n not s p l i t t i n g 

13 them, they denied communitization because they 

14 s t r i c t l y adhered i n t h a t s i t u a t i o n to the f e d e r a l 

15 r e g u l a t i o n s because there was a l o c a t i o n , although not 

16 as acceptable, g e o l o g i c a l l y . 

17 So based on those experiences i n the past 

18 and our co n v e r s a t i o n s , we were led to b e l i e v e t h a t 

19 i t ' s not p o s s i b l e to s p l i t t h a t lease and stand these 

20 up, and t h a t ' s why, from a land s t a n d p o i n t , we have 

21 pursued the n o r t h h a l f . 

22 Q. When d i d your e f f o r t s to make a deal w i t h 

23 Exxon s t a r t ? 

24 A. Concerning the w e l l proposal i n Section 20, 

25 the i n i t i a l proposal was made August 25th, and then 
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1 we've had numerous c o n v e r s a t i o n s s i n c e t h e n and 

2 s e v e r a l m eetings c o n c e r n i n g t h i s i s s u e . We had 

3 a c t u a l l y d i s c u s s e d t h e p o s s i b i l i t y of d r i l l i n g a w e l l 

4 i n t h e area w i t h them i n c o n n e c t i o n w i t h S i e t e i n 

5 t r y i n g t o get t o g e t h e r and share the r i s k t o t e s t t he 

6 id e a i n t h e area as e a r l y back as s t a r t i n g i n January 

7 or March, May, somewhere i n t h a t a r e a , i n c o n j u n c t i o n 

8 w i t h S i e t e ' s p r o p o s a l . 

9 Q. G e t t i n g back t o t h a t , what was Exxon's 

10 a t t i t u d e w i t h t h e --

11 A. The response was, "We do not want t o d r i l l 

12 a w e l l a t t h i s t i m e , and we do not want t o b a s i c a l l y 

13 p a r t i c i p a t e i n any w e l l . " 

14 When we proposed a w e l l i n S e c t i o n 20, t h e 

15 l e t t e r response s a i d b a s i c a l l y -- we b a s i c a l l y o f f e r e d 

16 t o l e t them j o i n t e s t or farm out on m u t u a l l y 

17 a c c e p t a b l e t e r m s . We have approached companies i n 

18 t h a t f a s h i o n many t i m e s h o p i n g we c o u l d n e g o t i a t e 

19 those t e r m s , p r o b a b l y j u s t s e t t i n g them out i n w r i t i n g 

20 at t h e o n s e t . But t h e i r response i n i t i a l l y was, "We 

21 do not want t o do a n y t h i n g . We do not want t o 

22 p a r t i c i p a t e i n the w e l l . " 

23 And we r e c e i v e d a l e t t e r back September 

24 2 6 t h t o t h a t e f f e c t . Subsequent t o t h a t i s , I 

25 b e l i e v e , when we f i l e d f o r c e d p o o l i n g and t h e n we 
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1 received the a d d i t i o n a l correspondence o f f e r i n g t o 

2 farm out. 

3 Q. What i s Santa Fe's land p o s i t i o n i n the 

4 area? 

5 A. In j u s t Section 20 or --

6 Q. The general area. 

7 A. The general area. As s t a t e d , we have the 

8 40 acres i n Section 20. We're also i n some f a s h i o n 

9 Amoco has i n d i c a t e d they're going to commit t h e i r 

10 acreage to Santa Fe. 

11 Q. Do you have any deals w i t h Amoco of any 

12 s o r t t h a t might i n d i c a t e more than j u s t t a l k ? 

13 A. We entered l a t e l a s t year -- we entered 

14 i n t o a l a r g e j o i n t venture w i t h Amoco covering a 

15 s u b s t a n t i a l amount of t h e i r southeast New Mexico lands 

16 where they've committed those to Santa Fe under a 

17 l a r g e farm-out agreement. These p a r t i c u l a r lands i n 

18 Section 20 are not incl u d e d i n t h a t d e a l , but we've 

19 got an ongoing r e l a t i o n s h i p under t h a t l a r g e agreement 

20 t h a t w i l l extend s e v e r a l years. 

21 And so based on our -- we have d e a l t w i t h 

22 each other at le n g t h under t h i s agreement w i t h i n the 

23 l a s t year; so we g e n e r a l l y have a r a p p o r t , have had 

24 many conversations w i t h Amoco and an understanding. 

25 Q. When was the l a t e s t c o n v e r s a t i o n you had 
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1 w i t h Amoco rega r d i n g the south h a l f of Section 20? 

2 A. I don't r e c a l l the exact date. I t was l a s t 

3 week. However, I b e l i e v e t h e i r area land manager f o r 

4 Amoco was i n Santa Fe's o f f i c e s , I b e l i e v e , yesterday 

5 on another m a t t e r , and t h i s t o p i c came up, and he 

6 again r e i t e r a t e d t h a t they would support Santa Fe w i t h 

7 t h i s acreage. 

8 Q. I b e l i e v e I had -- before I i n t e r r u p t e d 

9 you, I had asked you what the Santa Fe p o s i t i o n was i n 

10 the area. Can you continue w i t h t h a t testimony? 

11 A. Yes. Santa Fe, aside from Section 20, we 

12 also own a l l of Section 21 or have c o n t r o l under two 

13 f e d e r a l leases, w i t h the exception of the southwest 

14 q u a r t e r of the southwest q u a r t e r . 

15 We also have some extensive acreage 

16 holdings to the northe a s t up i n Section 9 , also i n 

17 Section 16 i n the Siete O i l & Gas, t h a t 40-acre o i l 

18 and gas lease, we j o i n t l y purchased at a sale j u s t 

19 under a j o i n t agreement. So we have 50 percent 

20 i n t e r e s t i n t h a t 40, i n va r i o u s other acreage to the 

21 n o r t h and also t o the southeast. 

22 Q. Mr. Tower, when d i d you r e a l i z e t h a t Amoco 

23 was not going t o p a r t i c i p a t e i n the d r i l l i n g of any 

24 w e l l i n t h i s area or i n Section 20? 

25 A. I t was based on a c o n v e r s a t i o n . I b e l i e v e 
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1 i t was l a s t week t h a t t h e y had i n d i c a t e d t h e y w i l l not 

2 p a r t i c i p a t e i n t h e w e l l , and t h e y b a s i c a l l y s t a t e d 

3 t h a t . 

4 Q. When d i d you r e c e i v e n o t i c e of t h e i r f o r c e d 

5 p o o l i n g a p p l i c a t i o n ? 

6 A . Of Exxon's f o r c e d p o o l i n g a p p l i c a t i o n ? 

7 Q. Yes , s i r . 

8 A . I t was November 14. 

9 Q • Since t h a t t i m e , I t a k e i t t h a t you have 

10 t r i e d t o n e g o t i a t e s i n c e November 14 t o r e s o l v e t h e 

11 impasse '3 

12 A . Yes . 

13 Q. Exxon has t e s t i f i e d t h a t t h e y have no 

14 problem w i t h your AFE or w i t h your o p e r a t i n g a w e l l i n 

15 S e c t i o n 20, as l o n g as i t ' s i n t h e east h a l f o f 

16 S e c t i o n 20 ? 

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

1 8 Q. I s t h a t c o r r e c t ? 

19 A . Yes . 

20 Q. They do n ' t want you t o be th e o p e r a t o r o f a 

21 w e l l t o be d e d i c a t e d t o t h e n o r t h h a l f of S e c t i o n 20? 

22 A . That would be my a s s u m p t i o n , yes. 

23 Q. The o n l y reason f o r t h a t o b j e c t i o n , I t a k e 

24 i t , i s t h a t i t d o e s n ' t conform w i t h an east h a l f 

25 p r o r a t i o n u n i t ? 
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1 A. That's c o r r e c t . 

2 Q. Assuming an o r d e r i s i s s u e d by the O i l 

3 C o n s e r v a t i o n D i v i s i o n g r a n t i n g your a p p l i c a t i o n , Mr. 

4 Tower, would Santa Fe d e s i r e t o be named the o p e r a t o r 

5 under t h a t o r d e r ? 

6 A. Yes, we w o u l d . I might go back t o your 

7 o t h e r q u e s t i o n , i f I can --

8 Q. Okay. 

9 A. You mentioned t h a t was the o n l y r e a s o n . We 

10 d i d have c o n v e r s a t i o n s , t h e 1 4 t h , m y s e l f , w i t h Exxon's 

11 r e p r e s e n t a t i v e , Brockman K i n g , where we noted t h a t 

12 t h e y had d e s i g n a t e d as o p e r a t o r . We know we c a l l e d 

13 them t o ask about them f o r c e - p o o l i n g us, and we 

14 r e c e i v e d a n o t i f i c a t i o n and asked them f o r 

15 j u s t i f i c a t i o n under OCD r u l e s . 

16 At t h a t t i m e I r e q u e s t e d -- I asked them i f 

17 i t was t h e i r i n t e n t t o p a r t i c i p a t e i n t h i s a c t , t h a t 

18 t h e y were f o r c e - p o o l i n g us, and t h e i r response was, 

19 a g a i n , t h a t t h a t not n e c e s s a r i l y was th e case; t h a t 

20 t h e y may s t i l l farm o u t . I wanted t o p o i n t out t h e r e 

21 was no i n t e n t , i t appeared t o be, t o d r i l l a w e l l out 

22 t h e r e a t the t i m e t h e y f o r c e - p o o l e d us. 

23 Q. Even i f t h e y f o r c e - p o o l e d you, you were not 

24 sure whether t h e y would s t i l l d r i l l a w e l l ? 

25 A. Even i n the e a s t h a l f . 
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1 Q. I s t h a t your f e e l i n g , or what i s t h a t ? 

2 A. That's j u s t my f e e l i n g . 

3 Q. L e t ' s go on t o E x h i b i t s 3 and 4 and have 

4 you i d e n t i f y t h o s e , Mr. Tower. 

5 A. E x h i b i t 3 i s a copy of t h e c e r t i f i c a t i o n , 

6 r e t u r n r e c e i p t s , which accompanied Santa Fe's i n i t i a l 

7 p r o p o s a l l e t t e r -- or excuse me -- t h e i n i t i a l 

8 a p p l i c a t i o n f o r t h e 320-acre n o r t h - h a l f s p a c i n g u n i t . 

9 Q. And E x h i b i t No. 4? 

10 A. E x h i b i t No. 4 i s , l i k e w i s e , t h e r e t u r n 

11 r e c e i p t t h a t accompanied t h e a p p l i c a t i o n n o t i c e f o r 

12 the 640-acre compulsory p o o l i n g h e a r i n g . 

13 Q. E x h i b i t No. 5, Mr. Tower, what i s t h a t ? 

14 A. E x h i b i t No. 5 i s a w e l l c o s t e s t i m a t e f o r 

15 t h e d r i l l i n g o f t h e w e l l , which i s e n t i t l e d t h e 

16 " E s c a l a n t e Fed Com 20 # 1 , " which i s t h e w e l l t h a t 

17 Santa Fe d e s i r e s t o d r i l l i n S e c t i o n 20. 

18 Q. Mr. Tower, you have a t t h e t o p o f t h a t AFE, 

19 you've c r o s s e d out " f o o t a g e , " and you've added i n l i e u 

20 o f t h a t "11,100." Can you e x p l a i n t h a t ? 

21 A. Yes. And a l s o I ' l l p o i n t out t h a t t h e 

22 l o c a t i o n has changed. I n i t i a l l y , when Santa Fe 

23 proposed the d r i l l i n g o f the w e l l , we had not been o ut 

24 on t h e ground or surveyed any l o c a t i o n s . 

25 Q. When was t h a t , Mr. Tower? 
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1 A . T h i s was i n l a t e A ugust, e a r l y September 

2 t h a t we sent t h i s o u t . 

3 Why d i d you change t h e f o o t a g e on t h e w e l l ? 

4 A . Okay. Subsequent t o t h a t , when we a c t u a l l y 

5 went o u t , and we s t a k e d s e v e r a l l o c a t i o n s and r e a l i z e d 

6 t h a t t h e t o p o g r a p h y was q u i t e d i f f i c u l t , and we chose 

7 a more a c c e p t a b l e l o c a t i o n , which i s n o t e d i n t h e 

8 a p p l i c a t i o n , and b a s i c a l l y went up a p p r o x i m a t e l y 200 

9 f e e t up on th e t o p of th e canyon, or whatever you 

10 might c a l l i t out t h e r e , and due t o t h a t , i t i n c r e a s e d 

11 t h e d r i l l i n g because we're g e t t i n g t o a more 

12 a c c e p t a b l e l o c a t i o n and a h i g h e r p o i n t . 

13 Q. How d i d the change i n f o o t a g e a f f e c t t h e 

14 b o t t o m l i n e of t h e AFE? 

15 A. A c c o r d i n g t o our en g i n e e r who p r e p a r e d 

16 t h i s , i t does not a f f e c t i t because he had b u i l t i n 

17 some c o n t i n g e n c i e s t h a t would cover h i s c o s t s . 

18 Q. What's your a c t u a l f o o t a g e l o c a t i o n t h a t 

19 you're now p r o p o s i n g ? 

20 A. I t ' s 1,980 fee-; -- or excuse me -- yes, 

21 1,980 f e e t from t h e n o r t h l i n e and 1,980 f e e t f r o m the 

22 west l i n e of S e c t i o n 20. 

23 Q. I s t h a t an o r t h o d o x l o c a t i o n , Mr. Tower? 

24 A. Yes, i t i s . 

25 Q. Your a p p l i c a t i o n a l s o asks f o r a 
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\ 1 n o n s t a n d a r d p r o r a t i o n u n i t . Can you e x p l a i n why t h a t 

2 i s 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 ? 

3 A. Yes. As Exxon t e s t i f i e d e a r l i e r , t h i s 

4 s e c t i o n does n o t c o n t a i n 640 a c r e s . I t c o n t a i n s 

5 r o u g h l y 600 t o t a l acres i n th e f u l l s e c t i o n . 

6 Q. And f o r t h a t reason a l o n e , you're a s k i n g 

7 f o r 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 ? 

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

9 Q. Mr. Tower, what k i n d o f d r i l l i n g r a t e s are 

10 you p r o p o s i n g f o r d r i l l i n g a w e l l or overhead charges 

11 f o r d r i l l i n g a w e l l and e. comp l e t e d w e l l ? 

12 A. We are a g r e e a b l e t o t h e same r a t e s , and we 

13 a l s o used t h e E r n s t & Whinney g u i d e l i n e s . T h e r e f o r e , 

14 we would propose the same r a t e s t h a t Exxon d i d 

15 e a r l i e r , . 

16 Q. You have no problem w i t h t hose r a t e s ? 

17 A. No, s i r . And l e t me e l a b o r a t e ; we a l s o 

18 would propose i f t h e y were t o j o i n t h i s w e l l t o use 

19 t h e 198 2 A.A.P.L. Form O p e r a t i n g Agreement. 

20 Q. That ' s t h e same o p e r a t i n g agreement t h a t 

21 t h e y propose? 

22 A. Yes, i t i s . 

23 Q. Mr. Tower, do you have a n y t h i n g f u r t h e r t o 

24 add t o your t e s t i m o n y ? 

25 A. Not a t t h i s p o i n t . 
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\ 1 MR. PADILLA: Mr. Examiner, we t e n d e r 

2 E x h i b i t s 1 t h r o u g h 5. 

3 HEARING EXAMINER: Are t h e r e any 

4 o b j e c t i o n s ? 

5 MR. KELLAHIN: No o b j e c t i o n s . 

6 HEARING EXAMINER: E x h i b i t s 1 t h r o u g h 5 

7 w i l l be a d m i t t e d i n t o e v i d e n c e a t t h i s t i m e . 

8 Mr. K e l l a h i n , your w i t n e s s . 

9 CROSS-EXAMINATION 

10 BY MR. KELLAHIN: 

11 Q. Mr. Tower, why d i d you c a l l t h i s w e l l a 

12 w i l d c a t w e l l ? 

13 A. B a s i c a l l y , t h e r e i s no o f f s e t t i n g p r o d u c i n g 

14 w e l l s at t h i s t i m e i n t h e immediate a r e a . Now, t h a t 

15 was a l o o s e l y -- i t may have been a l o o s e l y - d e f i n e d 

16 t e r m . G e n e r a l l y , t h e r e are no d i r e c t o f f s e t s , w i t h 

17 t h e e x c e p t i o n o f the w e l l t o t h e n o r t h w e s t i n S e c t i o n 

18 18 . 

19 Q. Do you p a r t i c i p a t e on b e h a l f of your 

20 company, Mr. Tower, i n t h e BLM s a l e s o f f e d e r a l l e a s e 

21 acreage f o r New Mexico? 

22 A. Yes, I do. 

23 Q. Were you employed by your company i n t h a t 

24 c a p a c i t y d u r i n g t h e p e r i o d of t i m e i n which t h e 

25 acreage i n S e c t i o n 20 came up f o r f e d e r a l l e a s e b i d ? 
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i 1 A. Yes, I was. 

2 Q. Did Santa Fe or you on behalf of Santa Fe 

3 or Santa Fe through some other personnel b i d on the 

4 acreage i n Section 20 when i t came up f o r f e d e r a l 

5 lease sale? 

6 A. We b i d on a number of sales i n t h i s area. 

7 I don't r e c a l l s p e c i f i c a l l y on t h i s t r a c t whether we 

8 d i d or did not. We have b i d i n the area, but I j u s t 

9 don't r e c a l l . 

10 Q. What type of b i d p r i c e s are you paying i n 

11 t h i s p a r t i c u l a r area of those f e d e r a l lease sales? 

12 A. I t has v a r i e d . In Section 21, we purchased 

13 our acreage f o r $67 an acre, also i n the west h a l f . 

14 In the east h a l f , we paid $10 6 an acre. Acreage i n 

15 the area, the b i d w i t h Siete i n Section 16 went f o r 

16 $312 an acre. So i t ' s g r e a t l y v a r i e d depending on 

17 each sale and the c o m p e t i t i o n . 

18 Q. Mr. King has t e s t i f i e d t h a t Exxon acquired 

19 i t s i n t e r e s t from the f e d e r a l lease sale at $45 an 

20 acre, and t h a t would be s i g n i f i c a n t l y less than what 

21 your company has been paying f o r other s i m i l a r acreage 

22 i n the area. Your company could have acquired the 

23 i n t e r e s t : apart from f o r c e d p o o l i n g by simply b i d d i n g a 

24 comparable p r i c e at the s a l e , could i t not? 

25 A. That's very t r u e . 
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j 1 Q. But you chose not t o do so? 

2 A. At the t i m e , I d o n ' t b e l i e v e , l e a d i n g back 

3 a l i t t l e b i t t o t h e g e o l o g y which w i l l be p r e s e n t e d --

4 I do n ' t b e l i e v e we had our g e o l o g i c a l p i c t u r e c o m plete 

5 a t t h e t i m e , and a l o t of t i m e s when th e s a l e s come 

6 up, depending on what j u s t i f i c a t i o n we have i n t e r n a l l y 

7 depends on what p r i c e we can pay. 

8 Q. Did you have your g e o l o g i c p i c t u r e i n p l a c e 

9 on October 26, 1989, when you w r o t e your l e t t e r t o Mr. 

10 King? 

11 A. Yes, we d i d . 

12 Q. And t h a t g e o l o g i c p i c t u r e h a s n ' t changed 

13 t o d a y , has i t ? 

14 A. No. 

15 Q. There's n o t h i n g c o n t a i n e d i n your l e t t e r t o 

16 Mr. King o f Exxon i n your l e t t e r of October 26 t h a t 

17 says t h a t you're r e j e c t i n g t h e e a s t - h a l f p r o r a t i o n 

18 u n i t f o r g e o l o g i c r e a s o n s , does i t ? 

19 A. No. 

20 Q. What i s Santa Fe's r e l a t i o n s h i p w i t h S i e t e , 

21 Mr. Tower ? 

22 A. S t r i c t l y i n f o r m a l a t t h i s p o i n t c o n c e r n i n g 

23 S e c t i o n 20 and S e c t i o n 16. We have no w r i t t e n 

24 agreements, j u s t an u n d e r s t a n d i n g t h a t we would b o t h 

25 l i k e t o see a w e l l d r i l l e d out i n t h i s a r e a . 
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\ 1 Q. I s p a r t of t h a t u n d e r s t a n d i n g t h e c r e a t i o n 

2 of a w o r k i n g i n t e r e s t u n i t i n t h e areas d e s c r i b e d i n 

3 t h e l e t t e r t h a t S i e t e sent Exxon on January 26, 1989? 

4 A. Yes, i t i s . The i n i t i a l a p p r o a c h , w h i c h i s 

5 q u i t e common i n s o u t h e a s t New Mexico t o share t h e r i s k 

6 w i t h w e l l s , i s t o p o o l t h e acreage so t h a t a l l p a r t i e s 

7 a f f e c t e d share t h e r i s k and a l s o d e r i v e m u t u a l 

8 b e n e f i t s . 

9 Q. Did your company p a r t i c i p a t e w i t h S i e t e i n 

10 t he s e l e c t i o n o f t h e type: o f acreage and th e area t o 

11 be i n c l u d e d i n t h a t proposed w o r k i n g i n t e r e s t u n i t ? 

12 A. No, we d i d n o t . 

13 Q. Did you v o i c e t o S i e t e any o b j e c t i o n t h a t 

14 t h e y had i n c l u d e d as a p r o p o s a l o n l y t h e east h a l f of 

15 S e c t i o n 20? 

16 A. No, we d i d n o t . L et me e l a b o r a t e on t h a t . 

17 I n i t i a l l y , when d i s c u s s i o n s came up t o d r i l l a w e l l i n 

18 t h e a r e a , and Exxon i n d i c a t e d t h e y would not s u p p o r t 

19 -- t r i m t h e i r acreage or s u p p o r t t h e w e l l , our 

20 management f e l t t h a t we would p r e f e r t o move t h e 

21 l o c a t i o n and, t h e r e f o r e , g et i n an area t h a t we c o u l d 

22 j u s t i f y d r i l l i n g j u s t as w e l l and --

23 Q. Excuse me. I m i s u n d e r s t o o d what you were 

24 s a y i n g . At t h e t i m e you were making t h i s d e c i s i o n , 

25 was t h a t a f t e r S i e t e and you had agreed t o d r i l l t h e 
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1 w e l l i n the s o u t h h a l f of S e c t i o n 16? 

2 A . S t a r t o v e r . Pun t h a t q u e s t i o n by me . 

3 Q. Yes, s i r , I ' ve l o s t t r a c k o f t h e sequence. 

4 What we were t a l k i n g about i s th e f o r m a t i o n o f a 

5 w o r k i n g i n t e r e s t u n i t t h a t i n c l u d e d p a r t of 20, t h e 

6 S e c t i o n 16 i n t e r e s t , and o t h e r acreage. The S i e t e 

7 l e t t e r of J anuary 89 proposed a l s o a w e l l i n the 

8 southea St q u a r t e r of 16 . 

9 A . R i g h t . 

10 Q. Was t h a t w e l l ever staked? 

11 A . I b e l i e v e i t was. 

12 Q. And was i t p e r m i t t e d ? 

13 A . That I d o n ' t know.. I am not sure i f 

A 
-t t h e y ' v e pe r m i t t e d a t t h i s p o i n t or n o t . The y ma y 

15 ha ve . 

16 Q. T h e r e a f t e r , t h e n , t h e r e was d i s c u s s i o n s 

17 about obta i n i n g a s p a c i n g u n i t i n S e c t i o n 20 , and t h e 

18 v a r i o u s l e t t e r s f r o m Santa Fe and S i e t e were sent t o 

19 Exxon and Amoco t o get acreage i n S e c t i o n 20 ; r i g h t ? 

20 A . Th a t ' s c o r r e c t . 

21 Q. At some p o i n t i n t i m e t h e n a f t e r S i e t e i s 

22 w o r k i n g on a w e l l i n t h e s o u t h h a l f of 16, a dec i s i o n 

23 i s made t o a b o r t t h a t e f f o r t and p i c k a w e l l l o c a t i o n 

24 i n Sect i o n 20 where your company o n l y has 37 a c r e s . 

25 Why d i d you do t h a t ? 
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1 A. I t goes back t o t h e work i n t e r e s t u n i t 

2 s i t u a t i o n and th e r i s k i n v o l v e d . Our p o s i t i o n i s t h a t 

3 i f a w e l l i s g o i n g t o be d r i l l e d i n t h i s area t o t e s t 

4 t h e i d e a , t h a t a l l p a r t i e s are g o i n g t o d e r i v e 

5 b e n e f i t , which Exxon w i l l i n S e c t i o n 16, we w i l l , 

6 o b v i o u s l y , S i e t e w i l l -- i t ought t o be d r i l l e d a t a 

7 l o c a t i o n where the p a r t i e s m u t u a l l y share t h e r i s k and 

8 c o n t r i b u t e acreage t o do so. 

9 So t h e d e c i s i o n was made, s i n c e Exxon would 

10 not i n d i c a t e t h e y would d r i l l a w e l l or c o o p e r a t e , we 

11 f e l t t h a t we c o u l d d r i l l t he w e l l t o t e s t our id e a i n 

12 t h i s S e c t i o n 20. And we had acreage t h e r e , m u t u a l 

13 a c r e a g e , and i t would f o r c e the p a r t i e s t o get 

14 t o g e t h e r and share the r i s k . 

15 Q. What p e r c e n t a g e would Santa Fe have of a 

16 s p a c i n g u n i t on 320 acres f o r a w e l l d r i l l e d i n t h e 

17 s o u t h w e s t q u a r t e r o f S e c t i o n 16? 

18 A. For a 320-acre lay-down or east h a l f ? 

19 Q. Pick one, e i t h e r one. 

20 A. Based on h a v i n g t h e c o n v e r s a t i o n w i t h 

21 Amoco, and assuming t h a t t h e y p e r f o r m on t h a t , we have 

22 acreage, we would have --

23 Q. We're t a l k i n g t h e wrong s e c t i o n , I'm 

24 s o r r y . S e c t i o n 16. 

25 A. S e c t i o n 16 . 
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1 Q. Section 16. I f the w e l l i n the southwest 

2 q u a r t e r had been d r i l l e d by S i e t e , what would your 

3 company's i n t e r e s t have been i n the w e l l ? 

4 A. I f an agreement was made, which i t was not 

5 i n the o r i g i n a l working i n t e r e s t p r o p o s a l , i t would 

6 have been approximately 30 percent. I f Amoco wouldn't 

7 j o i n , which i t probably wouldn't, i t probably would 

8 have been about a t h i r d , assuming Exxon and Siete 

9 p a r t i c i p a t e d w i t h t h e i r acreage i n the working 

10 i n t e r e s t . 

11 Q. The g r e a t e s t p o s s i b l e percentage of the 

12 working i n t e r e s t then i n the southwest of 16 was what 

13 percentage f o r your company? 

14 A. Assuming a l l p a r t i e s j o i n e d , i t would have 

15 been approximately -- and assuming Amoco would not 

16 j o i n , i t would be approximately 33 per c e n t , or a 

17 t h i r d , as I mentioned. 

18 Q. And t h a t w e l l would have been a high r i s k , 

19 deep gas Morrow w e l l i n the area, wouldn't i t ? 

20 A. Yes. 

21 Q. And those are r i s k y t h i n g s , a r e n ' t they? 

22 A. Yes, they are. 

23 Q. And your company made the d e c i s i o n t o 

24 minimize t h a t r i s k by moving i t i n the s e c t i o n t h a t ' s 

25 d i a g o n a l l y o f f s e t 16, move i t over i n 20 where you 

I 
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1 have only 6 percent i n t e r e s t i n the s e c t i o n , and 

2 thereby spreading t h a t r i s k t o the working i n t e r e s t 

3 owners i n Section 20? 

4 A. Part of the reason i s t o spread the r i s k , 

5 but the f a c t s would i n d i c a t e Amoco i s going t o 

6 c o n t r i b u t e i t s acreage t o Santa Fe. So Santa Fe's 

7 i n t e r e s t w i l l go up c o n s i d e r a b l y . I f you d i d i t on a 

8 640-acre b a s i s , c o l l e c t i v e l y w i t h the Amoco acreage, 

9 we would have 56 percent. 

10 Q. That hasn't happened yet? 

11 A. That has not happened, but v e r b a l l y they've 

12 t o l d us they would commit the acreage. 

13 Q. And companies change t h e i r minds, don't 

14 they? 

15 A. That ' s t r u e . 

16 Q. Mr. Tower, when we look at Section 20, 

17 you've described the northwest of the northe a s t as 

18 having 40 acres. My map shows 37 p l u s . 

19 A. We, based on f e d e r a l a b s t r a c t company and 

20 also independent land broker t h a t acquired t h i s f o r 

21 Santa Fe have advised us t h a t t h a t i s a 40-acre t r a c t . 

22 Q. I b e l i e v e you. I'm not going to q u i b b l e 

23 w i t h you. We'll c a l l i t 40 acres. 

24 Let's t a l k about Santa Fe Energy Operating 

25 P a r t n e r s h i p . You are a landman f o r -- your second 
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1 page of your l e t t e r of October 26 i d e n t i f i e s you as a 

2 landman f o r the managing general p a r t n e r of t h i s t 

3 l i m i t e d p a r t n e r s h i p , and the managing general p a r t n e r 

4 i s something c a l l e d Santa Fe P a c i f i c E x p l o r a t i o n 

5 Company? 

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

j 
7 Q. In terms of the way this limited [ 

8 p a r t n e r s h i p i s s t r u c t u r e d , are there any other general 

9 p a r t n e r s other than Santa Fe P a c i f i c E x p l o r a t i o n 

10 Company? 

11 A. I don't b e l i e v e so. However, I am not the 

12 expert and l e g a l counsel when t h a t was put t o g e t h e r . 

13 I w i l l p o i n t o u t, I b e l i e v e t h i s issue has come up i n 

14 a recent case t h a t Mr. K e l l a h i n handled f o r Bass 

15 E n t e r p r i s e s where these issues were presented to the 

16 Commission as to the e n t i t i e s i n v o l v e d w i t h Santa Fe 

17 and were s a t i s f i e d at t h a t t i m e . 

18 So I would b a s i c a l l y s t a t e I'm not 

19 q u a l i f i e d t o answer a l l the q u e s t i o n s , i f t h a t ' s the 

20 where you're heading. 

21 Q. You're a n t i c i p a t i n g the questions I'm going 

22 to ask you because of what I asked Mr. Green s e v e r a l 

23 months ago; c o r r e c t ? 

24 A. Yes. 

25 Q. Let's see how you do. To the best of your 

j 
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I 1 knowledge, Santa Fe P a c i f i c E x p l o r a t i o n Company i s the 

2 only general p a r t n e r , as best you know i t ? 

3 A. As best I know i t , I b e l i e v e t h a t ' s 

4 c o r r e c t . 

5 Q. The l i m i t e d p a r t n e r aspect of t h i s e n t i t y , 

6 i s t h a t l i m i t e d p a r t n e r s h i p s t h a t are generated by 

7 s e l l i n g p u b l i c o f f e r i n g s of l i m i t e d p a r t n e r s h i p 

8 i n t e r e s t ? 

9 A. There are u n i t s sold on the stock exchange, 

10 I b e l i e v e , and, there again, I'm not a s e c u r i t i e s 

11 e x p e r t , but i f I understand the question c o r r e c t l y , I 

12 b e l i e v e t h a t ' s c o r r e c t . G e n e r a l l y , Santa Fe or i t s 

13 managing general p a r t n e r c o n t r o l s , I b e l i e v e , 80 

14 per c e n t . Only 20 percent were o f f e r e d i n u n i t s t h a t 

15 were sold t o the p u b l i c . 

16 Q. I n terms of the a p p l i c a n t then, the 

17 a p p l i c a n t f o r op e r a t i o n s of the spacing u n i t f o r 

18 whatever Mr. Stogner decides to do w i t h t h i s case, i s , 

19 i n f a c t , Santa Fe Energy Operating Partners Limited? 

20 A. Y e s , s i r . 

21 Q. Do you know whether or not the general 

22 managing p a r t n e r c o n t r i b u t e s any funds i n t o t h a t 

23 p a r t n e r s h i p ? 

24 A. Well , I'm not sure -- I'm not sure of the 

25 answer to t h a t , no. 
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1 Q. Do you know whether or not the managing 

2 general p a r t n e r receives a fee or a payment regardless 

3 of the success of the w e l l d r i l l e d on beh a l f of the 

4 p a r t n e r s h i p ? 

5 A. That I'm not sure of e i t h e r . I can t e l l 

6 you, as Gary Green t e s t i f i e d i n t h a t previous case, 

7 our d e c i s i o n s are not made l i k e what i n the i n d u s t r y 

8 you would c a l l a "funny money" o u t f i t . Our d e c i s i o n s 

9 are based on economics and r a t e of r e t u r n s , and we do 

10 not d r i l l w e l l s j u s t to spend other people's money. 

11 We have s t a t e d economic parameters, and i f 

12 we don't meet those, we don't proceed. 

13 Q. As I understand i t , f o r t h i s p a r t i c u l a r 

14 area then, the i n i t i a l e x p l o r a t i o n w e l l t o be d r i l l e d 

15 i n e i t h e r Section 16 or 20 i s going to be moved t o 

16 Section 20 because t h a t diminishes the f i n a n c i a l r i s k 

17 of your company by moving t h a t r i s k on t o Amoco and 

18 Exxon? 

19 A. As I s t a t e d e a r l i e r , the reason f o r 

20 d r i l l i n g Section 20 i s to spread t h a t r i s k , t o t e s t 

21 the idea i n the area t h a t i t w i l l d e r i v e b e n e f i t f o r 

22 a l l p a r t i e s i n v o l v e d . We f e e l i t ' s more acceptable to 

23 d r i l l i t i n 20 f o r t h a t reason. 

24 Q. Let me ask you about your October 26 

25 l e t t e r , Mr. Tower. The second f u l l paragraph, you 

CUMBRE COURT REPORTING 
(505) 984-2244 



170 

i 1 express t o Exxon some of the d i f f i c u l t y you're having 

2 i n matching up a t o p o g r a p h i c a l l y acceptable l o c a t i o n 

3 w i t h i n the s e c t i o n , and you i n d i c a t e a f t e r 

4 approximately four l o c a t i o n s have been staked. Can 

5 you t e l l me what the footages were f o r those fou r 

6 l o c a t i o n s ? 

7 A. I can, or i f I c o u l d , our g e o l o g i c a l 

8 witness i s going t o present those as w e l l as the 

9 topography, i f i t ' s okay w i t h the OCD f i r s t . 

10 Q. Let's t a l k i n terms of what you have 

11 presented t h e n . The f i r s t choice of a l o c a t i o n w i t h i n 

12 the s e c t i o n was one t h a t would have been on the Santa 

13 Fe 40-acre t r a c t i n the northwest of the northeast? 

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

15 Q. The f i r s t proposal then based upon t h i s 

16 g e o l o g i c i n t e r p r e t a t i o n was one 660 from the n o r t h 

17 l i n e and 1,980 from the east l i n e of Section 20? 

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

19 Q. And the reasons t h a t you express to Mr. 

20 King of Exxon f o r opposing or r e j e c t i n g h i s proposal 

21 f o r an e a s t - h a l f o r i e n t a t i o n t o t h a t spacing u n i t 

22 were, f i r s t of a l l , t h a t the D i v i s i o n had t o l d you 

23 t h a t , because of your p r o x i m i t y t o Rock Tank, you're 

24 going t o have to consider 640 gas spacing? 

25 A. That i s c o r r e c t . 
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{ 1 Q. I n having those d i s c u s s i o n s w i t h the 

2 personnel at the O i l Conservation D i v i s i o n , d i d you 

3 p e r s o n a l l y p a r t i c i p a t e i n any of those d i s c u s s i o n s ? 

4 A. Yes, I d i d . 

5 Q. Did you o f f e r to present t o the D i v i s i o n 

6 any of the geology t h a t your t e c h n i c a l people had 

7 developed i n terms of d e f i n i n g what pool the Section 

8 20 ought t o be dedicated to? 

9 A. No, we d i d not. We discussed, and as our 

10 g e o l o g i c a l witness w i l l t e s t i f y , he was i n v o l v e d i n 

11 the co n v e r s a t i o n -- there were di s c u s s i o n s over the 

12 phone concerning geology i n h i s maps. However, they 

13 never requested us to present i t . We d i d not o f f e r . 

14 I f they had requested, we would have been happy t o 

15 comply. 

16 Q. With whom d i d you have those d i s c u s s i o n s , 

17 Mr. Tower? 

18 A. There were s e v e r a l d i s c u s s i o n s w i t h D a r r e l l 

19 Moore. 

20 Q. In the d i s t r i c t o f f i c e ? 

21 A. OCD d i s t r i c t o f f i c e . And there was a 

22 subsequent c o n v e r s a t i o n j u s t t r y i n g t o c l a r i f y how t o 

23 f i l e the a p p l i c a t i o n w i t h Mr. Stogner. 

24 Q. When we look at the conv e r s a t i o n s w i t h 

25 Armando Lopez at the BLM, Mr. Lopez i s down i n 
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i 1 Roswell, I b e l i e v e , i s he not? 

2 A. He i s . 

3 Q. Your l e t t e r s t a t e s t h a t r e g a r d l e s s of what 

4 the O i l Commission determines i s a p p r o p r i a t e i n terms 

5 of spacing or i n o r i e n t a t i o n s of spacing u n i t s , i f 

6 they adopt 320 gas spacing, you're t e l l i n g Mr. King 

7 t h a t the BLM i s , i n f a c t , going t o determine what i s 

8 best f o r everybody because of what they t h i n k i s best 

9 f o r them? 

10 A. That was not the i n t e n t , i f i t ' s read t h a t 

11 way, as f a r as i n my l e t t e r . 

12 B a s i c a l l y , what I was t r y i n g t o s t a t e i s , 

13 as I t e s t i f i e d e a r l i e r , the problems w i t h the f e d e r a l 

14 government a l l o w i n g communitization of the f e d e r a l 

15 lease where you can develop i t s e p a r a t e l y . B a s i c a l l y 

16 what I was t r y i n g t o communicate here w i t h t h i s l e t t e r 

17 i s , i t i s our f e e l i n g and based on our c o n v e r s a t i o n 

18 w i t h Armando Lopez and other circumstances, t h a t the 

19 f e d e r a l government would not a l l o w us to s p l i t t h a t 

20 lease. T h e r e f o r e , i t was our c o n c l u s i o n t h a t an 

21 e a s t - h a l f p r o r a t i o n u n i t i s not p o s s i b l e ; so, 

22 t h e r e f o r e , proceed w i t h the n o r t h h a l f . 

23 Q. Did you submit to Mr. Lopez any geologic 

24 argument or p r e s e n t a t i o n w i t h regards t o any issue 

25 g e o l o g i c a l l y about the o r i e n t a t i o n of the spacing 
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< 1 u n i t s ? 

2 A. No, we d i d n o t . We t a l k e d i n g e n e r a l i t i e s 

3 as t o the o r i e n t a t i o n of geology. And as he s t a t e d t o 

4 me, i f t h e r e ' s any l o c a t i o n p o s s i b l e , r e g a r d l e s s of 

5 the economic m e r i t , whatever, g e o l o g i c a l l y , or w i t h i n 

6 reason, on the south h a l f , they would not a l l o w 

7 c o m m u n i t i z a t i o n . 

8 Q. R i g h t . Their preference i s , f o r example, 

9 t o take the south h a l f , which i s one f e d e r a l lease --

10 A. Ri g h t . 

11 Q. -- and i f t h e r e ' s a d r i l l a b l e l o c a t i o n i n 

12 t h e r e , i t ' s t h e i r f i r s t p reference as the lessor t o 

13 have the w e l l on the f e d e r a l lease? 

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

15 Q. That's always t h e i r p o s i t i o n , i s n ' t i t ? 

16 A. As f a r as I know. 

17 Q. And the CFR r e g u l a t i o n provides f o r 

18 exceptions and variances from t h a t i f t h e r e are sound 

19 geologic reasons f o r doing o t h e r w i s e , a r e n ' t there? 

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

21 Q. You're going t o have t o communitize t h a t 

22 f e d e r a l lease i n the n o r t h h a l f i f Mr. Stogner 

23 approves the n o r t h h a l f anyway, aren't you? 

24 A. Yes. 

25 Q. You're going t o have t o put i t to g e t h e r 
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1 w i t h t h a t 40-acre fee t r a c t , a ren't you? 

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

3 Q. I assume t h a t Santa Fe Energy Operating 

4 P a r t n e r s h i p would d r i l l the w e l l even i f Mr. Stogner 

5 determines t h a t the a p p r o p r i a t e o r i e n t a t i o n and 

6 spacing i s 320 i n east h a l f ? 

7 A. I t h i n k we would proceed. I f the OCD 

8 determines t h a t ' s the proper way to do i t , Santa Fe 

9 would proceed. However, you know, we've come up here 

10 based on the f a c t they've t o l d us we cannot do t h a t . 

11 Q. I understand, Mr. Tower, but my p o i n t i s , 

12 you're not going t o p u l l the plug and walk away i f Mr. 

13 Stogner says, based upon h i s a n a l y s i s of the geology, 

14 he's resolved i t , and we win; and you're not j u s t 

15 going t o walk away? 

16 A. No. As I've t e s t i f i e d e a r l i e r , our goal i n 

17 t h i s area i s get a w e l l d r i l l e d , and we'd l i k e to see 

18 companies p a r t i c i p a t e w i t h us and share the r i s k . And 

19 i f the y ' r e not going t o do i t , b a s i c a l l y we would l i k e 

20 to d e r i v e some of the b e n e f i t s f o r t a k i n g the r i s k . 

21 Q. When we look at the o f f e r Exxon made t o 

22 you, they, i n f a c t , o f f e r e d to you t h i s 75-25 d e a l , 

23 d i d they n o t , provided i t was l i m i t e d t o an east h a l f , 

24 wasn't i t ? 

25 A. When you say 75-25, you mean j u s t an 
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1 o v e r r i d e , no back-in? Could you elaborate? 

2 Q. Sure. Mr. King's l e t t e r of October 19th, 

3 i n h i s f i r s t paragraph t h a t ' s numbered, he said he I 

4 would o f f e r you a 75 percent net revenue lease, and 

5 then Exxon's going t o reserve an o v e r r i d e equal to the 

6 d i f f e r e n c e between 25 percent and the lease burdens. 

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

8 Q. That's 75-25 t o me, I guess. Don't worry ! 

9 about the b a c k - i n . 75-25 s p l i t . Your l e t t e r says, 

10 t h a t ' s okay w i t h us except we want 640. 

11 A. That was based on the f a c t t h a t the OCD 

12 t o l d us we had to do i t on 640. T h e r e f o r e , these 

13 issues i n our mind were moot. Granted, those are more 

14 f a v o r a b l e terms, and we would accept those. However, 

15 we t h i n k the issue i s i r r e l e v a n t as t o the terms there 

16 because we were advised we had to do i t on 640 acres, 

17 and we o f f e r e d more acceptable terms to do i t , i f they 

18 wanted t o farm out on the spacing we b e l i e v e d to be 

19 i n t a c t or i n e x i s t e n c e . 

20 Q. And t h a t ' s why we're here today, i s n ' t i t ? j 

21 So I'm c l e a r on t h i s p o i n t , Mr. Tower, am I 

22 c o r r e c t i n understanding t h a t the f i r s t l o c a t i o n 
! 

23 picked by Santa Fe was the l o c a t i o n 660 f o r from the 

24 n o r t h l i n e , 1,980 from the east l i n e , which would have 

25 put you i n the northwest of the northeast? 
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( 1 A. That i s c o r r e c t . 

2 Q. That i s because, a f t e r examining the 

3 topography a f t e r p i c k i n g t h a t as the g e o l o g i c a l 

4 l o c a t i o n , you f i n d you can't f i t i t on the t e r r a i n out 

5 t h e r e , and you had to move i t ? 

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

7 Q. And you've now moved i t . There were 

8 s e v e r a l s t a k i n g s , but the c u r r e n t proposal i s t o put 

9 i t 1,980 from the n o r t h and west l i n e s of the se c t i o n ? 

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

11 Q. Have you determined f o r y o u r s e l f t o your 

12 own s a t i s f a c t i o n t h a t t h a t i s a d r i l l a b l e surface 

13 l o c a t i o n ? 

14 A. Upon advice which w i l l be presented by our 

15 g e o l o g i c a l testimony and our engine e r i n g s t a f f and a 

16 r e g i s t e r e d surveyor on the ground, yes. 

17 Q. That's not something you d i r e c t l y do? 

18 A. No. 

19 MR. KELLAHIN: Thank you, Mr. Examiner. 

20 HEARING EXAMINER: Thank you, Mr. 

21 K e l l a h i n . 

22 Mr. P a d i l l a , any r e d i r e c t ? 

23 MR. PADILLA: I don't t h i n k I have any. 

24 HEARING EXAMINER: I have no questions of 

25 Mr. Tower. 
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1 Let's take a lunch recess and reconvene at 

2 1:45. 

3 (Thereupon, the lunch recess was held.) 

4 HEARING EXAMINER: This hearing w i l l come 

5 to order . Mr. P a d i l l a ? 

6 MR. PADILLA: Mr. Examiner, w e ' l l c a l l Bob 

7 S e i l e r at t h i s t i m e . 

8 ROBERT C. SEILER, 

9 the witness h e r e i n , a f t e r having been f i r s t d u l y sworn 

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

11 DIRECT EXAMINATION 

12 BY MR. PADILLA: 

13 Q. Mr. S e i l e r , would you please s t a t e your 

14 f u l l name • 

15 A. Robert C. S e i l e r . 

16 Q. Where do you l i v e ? 

17 A . Midland , Texas. 

18 Q. Do you work f o r Santa Fe Energy Operating 

19 Partners? 

20 A. Yes , I do. 

21 Q. What do you do f o r them? 

22 A. My c u r r e n t t i t l e i s senior s t a f f g e o l o g i s t . 

23 Q. Have you t e s t i f i e d before the O i l 

24 Conservat ion D i v i s i o n as a petroleum g e o l o g i s t i n the 

25 past ? 
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1 A. Yes, I have. 

2 Q. Have you had your c r e d e n t i a l s accepted as a 

3 matter of record as an expert petroleum g e o l o g i s t ? 

4 A. Yes, I have. 

5 Q. Have you made a study of the g e o l o g i c a l 

6 matters i n v o l v e d i n the a p p l i c a t i o n f i l e d by Santa Fe 

7 Energy Operating Partners i n t h i s case? 

8 A. Y e s , s i r . 

9 Q. And you're f a m i l i a r w i t h the Morrow 

10 f o r m a t i o n and the r e l e v a n t pool r u l e s i n the area? 

11 A. I a m . 

12 MR. PADILLA: Mr. Examiner, we tender Mr. 

13 S e i l e r as an expert petroleum g e o l o g i s t . 

14 HEARING EXAMINER: Are the r e any 

15 o b j e c t i o n s ? 

16 MR. KELLAHIN: No o b j e c t i o n s . 

17 HEARING EXAMINER: Mr. S e i l e r i s so 

18 q u a l i f i e d . 

19 Q. (BY MR. PADILLA) Mr. S e i l e r , l e t ' s s t a r t 

20 o f f and have you give us a general d e s c r i p t i o n of the 

21 geology as you know i t and you've s t u d i e d i n the area 

22 of the a p p l i c a t i o n , or Section 20, s p e c i f i c a l l y . 

23 A. We i n t e r p r e t Section 20 of 23 South, 25 

24 East, as being i n an area of Morrow d e p o s i t i o n , 

25 b a s i c a l l y as described e a r l i e r by Exxon, w i t h primary 
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1 f l u v i a l drainage northwest to southeast, g e n e r a l l y , 

2 f o r the most p a r t , i n f l u v i a l channels. We do 

3 recognize t h a t there can be bars developed, but f o r 

4 the most p a r t they are f l u v i a l channels w i t h a 

5 northwest-southeast o r i e n t a t i o n . 

6 We recognize and agree g e n e r a l l y w i t h the 

7 d i v i s i o n of the Upper Morrow and the Lower Morrow as 

8 presented and f i n d no r e a l f a u l t . I would have t o say 

9 we g e n e r a l l y agree w i t h most aspects or a l l aspects as 

10 presented. 

11 Q. Let's go on to what we have marked as 

12 E x h i b i t No. 6 and have you t e l l us what t h a t i s and 

13 what i t c o n t a i n s . 

14 A. Our E x h i b i t No. 6 i s a s t r u c t u r e map t h a t 

15 i s drawn on top of the Morrow marker t h a t i s 

16 i d e n t i f i e d on the subsequent c r o s s - s e c t i o n we w i l l 

17 i n t r o d u c e as E x h i b i t No. 8, t h a t being what we c a l l 

18 the top of Morrow Sequence 2. 

19 I t shows g e n e r a l l y an east-southeast d i p at 

20 the r a t e of 2 to 3 degrees, being a couple hundred 

21 f e e t or so per m i l e , s l i g h t u n d u l a t i o n s and nosing, 

22 and does show the f l a n k c f a p o r t i o n of the Rock Tank 

23 F i e l d t h a t was r e f e r r e d to e a r l i e r . 

24 Also shown on the map i s the producing 

25 w e l l s i n the area, and the y ' r e color-coded t o the key 
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I 1 at the bottom of the page, Strawn, Atoka i n one w e l l , 

2 and Morrow i n the remainder. 

3 We also show the 640-acre p r o r a t i o n u n i t 

4 t h a t comprises Section 20, which we now understand i s 

5 something shor t of 640 acres, a c t u a l l y c l o s e r t o 599 

6 or 600. And h i g h l i g h t e d i s our Santa Fe 40 acres i n 

7 the northwest of the nor t h e a s t of Section 20. 

8 Shown i s a red square, which would be the 

9 proposed l o c a t i o n t h a t we came t o the Commission w i t h , 

10 assuming the 640-acre spacing, the g u i d e l i n e s t h a t we 

11 understood were i n fo r c e f o r t h i s s e c t i o n , and t h a t ' s 

12 the l o c a t i o n we picked f o r t h a t . 

13 And then also shown by a dashed l i n e i s a 

14 p o r t i o n of a c r o s s - s e c t i o n t h a t i s indexed t h a t I made 

15 reference to i n E x h i b i t No. 8. 

16 Q. Let's go on now to E x h i b i t No. 7, Mr. 

17 S e i l e r , and have you i d e n t i f y t h a t f o r the r e c o r d . 

18 A. I'd l i k e t o kin d of handle 7 and 8 

19 t o g e t h e r , i f I c o u l d . 

20 Q. Okay. 

21 A. Seven i s a net p o r o s i t y isopach. Reference 

22 was made e a r l i e r to a sand i s o l i t h . I use the names 

23 synonymously. I f we say net p o r o s i t y isopach, i t ' s 

24 j u s t semantics whether you c a l l i t t h a t or an i s o l i t h . 

25 Q. You're r e f e r r i n g t o an e x h i b i t of Exxon? 
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1 A. A s i m i l a r map was presented f o r them and 

2 c a l l e d a sand i s o l i t h . I have one; I'm c a l l i n g i t a 

3 sand net p o r o s i t y isopach. They're b a s i c a l l y the same 

4 map, being t h a t the t h i c k n e s s i s represented i s of the 

5 sandstone and not of the t o t a l i n t e r v a l . That map 

6 then i s what we c a l l Sequence 2. 

7 Sequence 2 i s h i g h l i g h t e d on c r o s s - s e c t i o n 

8 A-A', which we w i l l i n t r o d u c e or c a l l E x h i b i t No. 8. 

9 Sequence 2 i s d e f i n e d , or a c t u a l l y the Morrow here i s 

10 d e f i n e d or separated i n t o s e v e r a l sequences i n 

11 g e n e r a l . And g e n e r a l l y they are c l a s t i c i n t e r v a l s 

12 t h a t are, we f e e l , b a s i c a l l y i n d i v i d u a l events or 

13 u n i t s separated by shale markers r e p r e s e n t i n g a 

14 deepening of the b a s i n , i f you w i l l , or a marine 

15 t r a n s g r e s s i o n . And then the subsequent re g r e s s i o n 

16 would be comprised of the sequence up to the top of 

17 the next t r a n s g r e s s i o n . 

18 Such then we have Sequence 2 h i g h l i g h t e d i n 

19 yel l o w as de f i n e d i n the three logs on t h a t 

20 c r o s s - s e c t i o n w i t h the marine shale at the base, 

21 g e n e r a l l y c o u r s i n g upward sand sequence up t o the 

22 o v e r l y i n g s h ale, which would then mark the base of 

23 Sequence 3. And we've done t h a t . Labeled them such 

24 as Sequence 1, 2, 3, and 4, s t a r t i n g w i t h , we r e f e r to 

25 as the top of the Lower Morrow, a c t u a l l y as defi n e d i n 
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1 the Rock Tank Pool d e f i n i t i o n s . That marker i s used 

2 t o separate the Upper Morrow and the Lower Morrow. 

3 We s t a r t then from there and work our way 

4 up and go Sequence 1 , 2 , 3 and 4, i n what would a l l be 

5 i n the Rock Tank -- e q u i v a l e n t to the Rock Tank Upper 

i 
6 Morrow. And then we l a b e l the Lower Morrow sequence j 
7 s e p a r a t e l y L l , 2, 3, 4, and 5, j u s t f o r e x p l a n a t i o n . | 

I 
8 The t i e then t o the map, what we see i s a ' 

9 net p o r o s i t y isopach of the sands i n Sequence 2. And 

10 what's demonstrated then i s a p o r t i o n of a low b a i t 

11 sand body; geometry is what I would refer to as low < 

12 b a i t . And we v i s u a l i z e t h i s sand body as being a 

13 r e s u l t of sand being brought to t h i s area i n a f l u v i a l j 

14 system from the northwest, again, r e l y i n g back on t h i s j 
i 

15 northwest to southeast o r i e n t a t i o n t h a t ' s been 

16 r e f e r r e d t o , w i t h the sand being t h i c k e s t i n a w e l l i n 

17 Section 15 w i t h 51 f e e t i n d i c a t e d . 

18 We also see an arm of the sand, i f you 

19 w i l l , extending down t o the southwest i n the d i r e c t i o n 

20 of Baldridge Canyon. And we v i s u a l i z e t h a t as one of 

21 two t h i n g s . The p r e f e r r e d i n t e r p r e t a t i o n i s t h a t t h a t 

22 may be a c r e v i c e splay of some s o r t o f f of t h i s low 

23 b a i t d e p o s i t . That i s , the sand was brought i n from 

24 the northwest, and g e n e r a l l y we have a d e l t a i c , low 

25 b a i t - o r i e n t e d geometry, o r i e n t e d b a s i c a l l y , running a 
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1 t h i c k e n i n g i n an east-west p a t t e r n u n t i l i t reaches 

2 the eastern e x t r e m i t y of the mapped area where i t 

3 tends t o be strewn out n o r t h - s o u t h . And we t h i n k t h a t 

4 may have been the end of the lobe and d i s t r i b u t e d then 

5 by marine c u r r e n t s . 

6 And then the arm t h a t extends down t o the 

7 southwest would be a c r e v i c e splay or a d i s t r i b u t a r y 

8 o f f t h i s d e l t a i c system, d e p o s i t i n g c o r r e l a t i v e sand 

9 i n t o those w e l l s down i n Section 31. 

10 The s i g n i f i c a n c e of the w e l l i n 31 i s t h a t 

11 t h a t w e l l , as i n d i c a t e d on the map, d i d produce gas 

12 out of t h i s mid-Morrow Sequence 2. And we then take 

13 the e l e v a t i o n of t h a t p e r f o r a t i o n i n t h a t w e l l and 

14 c a l l t h a t our lowest known gas. 

15 Q. Why i s t h a t r e l e v a n t to t h i s p r e s e n t a t i o n ? 

16 A. We l l , we want t o e s t a b l i s h t h a t t h e r e are 

17 numerous sands, as you can t e l l from the number of 

18 sequences t h a t we've i d e n t i f i e d -- there are numerous 

19 sands i n here. And previous testimony i n d i c a t e d t h a t 

20 c e r t a i n l y the Rock Tank pays, the Upper Morrow pay and 

21 the Lower Morrow pay were very important t o t h i s 

22 p r o s p e c t , and, indeed, we agree w i t h t h a t , b u t , i n 

23 a d d i t i o n , other zones i n here have p o t e n t i a l . 

24 I n t h i s p a r t i c u l a r Sequence, 2 d i d produce 

25 i n t h a t w e l l , the south h a l f of Section 31 on DST and 
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use t h a t l i n e as lowest known gas. That i s the 

e l e v a t i o n p o i n t taken or j u s t form l i n e d , i f you w i l l , 

from the s t r u c t u r e map. 

There i s another l i n e across the sand 

body. I t ' s c o l o r e d b l u e , and i t ' s l a b e l e d "HKW," 

which i s f o r h i g h e s t known water, and t h a t i s the 

highest t e s t e d water t h a t we see i n t h i s Sequence 2 

sand t h a t was t e s t e d i n the w e l l i n the n o r t h e a s t of 

Section 22. This p a r t i c u l a r w e l l showed e x c e l l e n t 

r e s e r v o i r q u a l i t y , having 9,512 f e e t of s a l t water 

recovery on DST, and i n d i c a t e s v e r y , very good 

r e s e r v o i r q u a l i t y thereby. 

We take the e l e v a t i o n then of the highest 

p e r f o r a t i o n or the highest p o i n t of t h a t t e s t , I 

should say --

Q. What t e s t ? 

A. The t e s t i n Section 22, the one w i t h the 

9,512 f e e t of water. We take the h i g h e s t porous f o o t 

i n the sand i n t h a t w e l l and l a b e l t h a t h i ghest known 

water, which has a subsea of minus 7,231 f e e t . 

Q. I n terms of the d r i l l i n g prospect i n the 

n o r t h h a l f of Section 20, as you propose, what does 

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

A. I'm s o r r y . I l o s t your q u e s t i o n . 
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1 Q. What does t h i s p r e s e n t a t i o n show i n terms 

2 of your proposed l o c a t i o n ? 

3 A. I'm s o r r y . Thank you. 

4 I t shows then t h a t the s e c t i o n i n q u e s t i o n 

5 here, Section 20, i s p r o s p e c t i v e i n t h a t i t l i e s above 

6 the water zone i n t h i s -- the h i g h e s t known water 

7 t h a t ' s observed i n t h i s p a r t i c u l a r i n t e r v a l , and i t 

8 shows t h a t the sand t h i c k trends along, i f you w i l l , 

9 the n o r t h h a l f of Section 20, and shows then also t h a t 

10 the east h a l f of the s e c t i o n has the best chance f o r 

11 sand i n t h i s zone. 

12 Q. I n terms of stand-up or lay-down u n i t s , how 

13 would you evaluate your geology w i t h regard t o 

14 c o n f i g u r a t i o n of the p r o r a t i o n u n i t s ? 

15 A. We would l i k e t o say t h a t we p r e f e r 

16 lay-downs as opposed t o stand-ups f o r the reason t h a t 

17 we would then have two l o c a t i o n s i n Section 20. I f 

18 p o s s i b l e , we would l i k e t o d r i l l a w e l l i n the 

19 n o r t h e a s t of Section 20, as w e l l as the southeast of 

20 Section 20 . 

21 Q. Mr. S e i l e r , does t h a t assume t h a t 640-acre 

22 spacing i s not a p p l i c a b l e ? 

23 A. I should stand c o r r e c t e d . Thank you. I f 

24 i t were t o go t o 320's, t h a t ' s how we would do i t . I f 

25 i t was 640's, then we would l i k e t o d r i l l i n the n o r t h 
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i 
i 

1 half. I 

2 Q. I n terms of f u t u r e development, should you j 

3 d r i l l your f i r s t w e l l on 640 acres, would d r i l l i n g , as ! 

4 you propose, also help i n the f u r t h e r development of j 
! 

5 Section 20, should t h a t become necessary i n the j 

6 f u t u r e ? 

7 A. I'm not sure I understand. Would we have j 
8 another well in the south then, in the southeast? \ 

9 Q. Yes, s i r . j 
i 

10 A. Yes, t h a t ' s c o r r e c t , i f i t were being 

11 deemed t h a t a second w e l l was warranted i f we're on j 

12 640, or i f indeed i t goes t o 320's. We see the n o r t h j 

13 h a l f s u p p o r t i n g a w e l l and the south h a l f s u p p o r t i n g a ! 

14 w e l l . j 

15 Q. I n terms of the a c t u a l l o c a t i o n of the 

16 w e l l , g e o l o g i c a l l y , where would you p r e f e r to have 

17 t h a t w e l l located? 
! 
I 

18 A. I f th e r e were a v i a b l e d r i l l s i t e i n the 

19 no r t h e a s t q u a r t e r , and by our d e t e r m i n a t i o n , and w e ' l l 

20 have another e x h i b i t e x p l a i n i n g t h i s , we don't b e l i e v e j 

21 th e r e i s a v i a b l e l o c a t i o n i n the no r t h e a s t q u a r t e r ; j 

22 however, i f ther e were one, we would l i k e t o d r i l l i n 

23 the no r t h e a s t q u a r t e r . There's no ques t i o n about i t . 
i 

24 Q. Mr. S e i l e r , your geology doesn't show the 
25 f a u l t t h a t Mr. Tate's geology shows, and I'm r e f e r r i n g 

i 
i 
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1 t o Mr. Tate's second f a u l t . I n regard to t h a t , can 

2 you t e l l us why you have not shown a f a u l t on your 

3 geology? 

4 A. Indeed, our E x h i b i t 6 i s mapped on a 

5 s l i g h t l y d i f f e r e n t h o r i z o n , but they are r e a l l y q u i t e 

6 close t o g e t h e r . There are two ways t o i n t e r p r e t the 

7 data as r e l a t e s to close i n to Section 20. 

8 The magnitude of the f a u l t , the e a s t e r l y 

9 most f a u l t t h a t we made reference to e a r l i e r i s by --

10 I ^ t h i n k i t was s t a t e d at 75 to 100 f e e t , t h a t i t i s 

11 p o s s i b l e t h a t there could be a f a u l t through t h e r e i n 

12 t h a t area. However, i t e a s i l y can be contoured such 

13 t h a t you don't have t o honor a f a u l t t h e r e . And i t 

14 was j u s t our i n t e r p r e t a t i o n t h a t a f a u l t was not 

15 necessary f o r the data c o n t r o l t h a t we have. 

16 I should e l a b o r a t e on t h a t , however. We're 

17 not saying t h a t the absence of t h a t f a u l t n e c e s s a r i l y 

18 precludes the f a c t t h a t there could be a separate 

19 r e s e r v o i r down i n Section 20 from the w e l l s t o the 

20 n o r t h . Our i n t e r p r e t a t i o n i s , indeed i t probably i s 

21 d i f f e r e n t . I t would have to be, I t h i n k , i f our own 

22 map does not show the nosing t h a t was p o s t u l a t e d 

23 b e f o r e . There has to be a s t r a t i g r a p h i c s e p a r a t i o n or 

24 a p e r m e a b i l i t y b a r r i e r . 

25 I t appears as though Exxon, Mr. Tate's 
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1 i n t e r p r e t a t i o n , he's u t i l i z e d a f a u l t . That c e r t a i n l y 

2 i s a v i a b l e way t o answer i t . Another way would be to 

3 show d i s c o n t i n u i t y i n the sands up to Rock Tank or 

4 s t r u c t u r a l s e p a r a t i o n by another s t r u c t u r e . So th e r e 

5 are s e v e r a l ways t o handle i t . We chose not t o have 

6 the f a u l t i n t h e r e . 

7 Q. Do you have any evidence t h a t t h a t f a u l t 

8 a c t u a l l y could e x i s t as drawn i n Mr. Tate's e x h i b i t s ? 

9 A. T t h i n k i t ' s p r e t t y reasonable from what I 

10 see i n the Bal d r i d g e Canyon area where he has p r e t t y 

11 good c o n t r o l . I t looks reasonable t h e r e . 

12 As to the n o r t h , I'm not sure. The w e l l 

13 c o n t r o l i s not t h a t close i n . Order of magnitude, I 

14 t h i n k maybe f o r sure i t ' s probably a 75 to 100 f o o t 

15 f a u l t i n Ba l d r i d g e Canyon. I would q u e s t i o n whether 

16 i t would perhaps extend a l l the way to the n o r t h . 

17 I t ' s poss i b l e . 

18 Q. You f e e l he doesn't have enough w e l l 

19 c o n t r o l to p a i n t the p i c t u r e t h a t way? 

20 A. I can see what he has done. He's 

21 documented i t w i t h the study of Bal d r i d g e d r a i n i n g t o 

22 the south and then sees a s i m i l a r f a u l t t h a t might 

23 connect w i t h t h a t to the n o r t h . He could very w e l l 

24 connect t h a t , and i t would be a reasonable 

25 i n t e r p r e t a t i o n . I t h i n k i t could be done e i t h e r way 
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1 from the data t h a t ' s shown, w i t h or w i t h o u t t h a t 

2 f a u l t . 

3 Q. I n terms of 640-acre spacing, Mr. S e i l e r , 

4 i s i t your o p i n i o n t h a t Section 20 can be developed on 

5 640-acre spacing? 

6 A. My own personal preference i s I would 

7 r a t h e r t h i n k i t could p o s s i b l y be done b e t t e r w i t h a 

8 320, from what's been presented. That's my own 

9 personal p r e f e r e n c e . 

10 The reason t h a t we came forward w i t h the 

11 640, and as you are aware, we f i l e d 320 to begin w i t h , 

12 we thought t h a t ' s the way i t was. We were t o l d t h a t 

13 the s t a t e r u l e s said t h a t t h i s had to be 640. Then we 

14 simply t r i e d to comply w i t h the r u l e s and came forward 

15 w i t h a proposal on 640. But i f i t goes to 320, and 

16 ther e can be two w e l l s d r i l l e d i n t h e r e , I t h i n k i t 

17 could more than l i k e l y be b e t t e r done w i t h the two 

18 w e l l s , p e r s o n a l l y , my personal o p i n i o n . 

19 Q. And those two w e l l s would be lo c a t e d where? 

20 A. I f p o s s i b l e , I would l i k e t o d r i l l one i n 

21 the no r t h e a s t q u a r t e r , and as I've s t a t e d , I don't 

22 t h i n k one can be done there because there's not a 

23 v i a b l e surface l o c a t i o n i n our e v a l u a t i o n . 

24 So I would d r i l l one then i n the 

25 approximate area of the red square as shown on the 
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1 v a r i o u s d i s p l a y s , being 1,980 from the n o r t h and the 

2 west, and then the second w e l l would be d r i l l e d then 

3 down i n the southeast q u a r t e r at a s u i t a b l e surface 

4 l o c a t i o n . And from the topographic maps, i t appears 

5 one can be achieved down t h e r e , where i t cannot be 

6 done i n the nor t h e a s t q u a r t e r . 

7 Q. Mr. S e i l e r , are you ready t o go on now to 

8 E x h i b i t No. 9? 

9 A. I t h i n k so. 

10 Q. Let's go t o t h a t and have you i d e n t i f y t h a t 

11 f o r the r e c o r d , please. 

12 A. E x h i b i t No. 9 i s almost i d e n t i c a l t o the 

13 e x h i b i t t h a t was presented by Exxon; I f o r g o t t h e i r 

14 number, but I t h i n k i t ' s pronounced Carnero Peak 

15 Quadrangle, 7-1/2 minute USGS topo map, 1985 

16 p r o v i s i o n a l e d i t i o n . I t centers over Section 20, and 

17 our map shows s e v e r a l dots t h e r e . They are v a r i o u s 

18 l o c a t i o n s , l a b e l e d 1 through 5. 

19 Reference was made e a r l i e r to t h a t 660 

20 l o c a t i o n out of the n o r t h and east t h a t was i n i t i a l l y 

21 proposed by Exxon. That would be dot No. 5. 

22 There are also the other four remaining 

23 ones. Three of those have a c t u a l l y been staked on the 

24 ground by Santa Fe, being numbers 2, 3, and 4. We 

25 have, i n a d d i t i o n , staked a w e l l t h a t ' s not i d e n t i f i e d 
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1 on t h i s map, which would be b a s i c a l l y i n the center of j 

2 t h a t 40-acre t r a c t , being 1,980 from the east l i n e and 

3 660 from the n o r t h l i n e . 

4 That was our f i r s t attempt t o t r y and f i n d ! 

5 a d r i l l i n g l o c a t i o n . I d i d n ' t bother p u t t i n g t h a t one 

6 on here, but we have staked t h a t one a l s o . 

7 What we have determined i s t h a t , of the i 
I 

8 three t h a t we c u r r e n t l y now have staked t h a t we 

9 b e l i e v e deserve c o n s i d e r a t i o n , we have Numbers 2, 3, 

10 and 4. 

11 2 and 4 are down i n the bottom of the 

12 canyon. I n f a c t , No. 2 i s extremely close t o Exxon's 

13 El l o c a t i o n . I t h i n k i t ' s 265 f e e t f u r t h e r from the 

14 east l i n e , No. 2 i s ; t h a t i s , r e l a t i v e to No. E l . And 

15 33 f e e t f u r t h e r from the n o r t h l i n e would be our No. 

16 2. So we're almost i n the same pl a c e . 

17 We staked those on the ground, and i t was 

18 done using a p r o f e s s i o n a l e n g i n e e r i n g f i r m . And we 

19 were on the ground w i t h cur personnel and also w i t h a 

20 member of the Bureau of Land Management, and we staked 

21 the three t h a t day, Numbers 2, 3, and 4. 

22 Q. When you say " t h a t day," approximately what 

23 time was t h a t , or do you know? 

24 A. Just a second, please. They were done on 

25 October -- w e l l , the p l a t s are l a b e l e d two on October 
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1 11 and one on October 10, 1989. This a p p a r e n t l y took 

2 two days. 

3 We were on the ground, as I mentioned, w i t h 

4 the BLM, and I t h i n k i t should be po i n t e d out t h a t 

5 Mike Burton w i t h our company, who i s a d r i l l i n g 

6 engineer, was t o l d by Mr. Barry Hunt w i t h the BLM t h a t 

7 h i s e v a l u a t i o n was t h a t he p r e f e r r e d t h a t Santa Fe 

8 give serious c o n s i d e r a t i o n to the w e l l out of the 

9 canyon, or the l o c a t i o n out of the canyon, Well No. 

10 3 . 

11 We have since determined w i t h our company 

12 then t h a t a w e l l down i n the canyon i s not v i a b l e f o r 

13 two primary reasons. One of them i s , and foremost, i s 

14 f o r s a f e t y ' s sake. That canyon, as you can t e l l from 

15 our d i s p l a y , the h i g h l i g h t e d blue l i n e s are l i n e s of 

16 the geologic term "ephemeral streams" or " i n t e r m i t t e n t 

17 streams," but they have a very l a r g e drainage area. 

18 And when i t r a i n s out t h e r e , a l l of t h a t s t u f f from 

19 the west i s funneled down i n t o t h a t canyon, which 

20 would be extremely close t o any l o c a t i o n there t h a t 

21 we've looked a t , being Santa Fe's 2 and 4, as w e l l as 

22 El t h a t Exxon has proposed. 

23 We don't l i k e any of those because of the 

24 s a f e t y f a c t o r of a f l a s h f l o o d . There are huge 

25 boulders down i n the bottom of t h i s t h i n g i n v a r i o u s 
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1 l o c a t i o n s , i n d i c a t i n g the f o r c e of which water runs 

2 through t h i s canyon d u r i n g storms. And maybe even i f 

3 i t d i d not happen d u r i n g the a c t u a l d r i l l i n g of t h i s 

4 l o c a t i o n , subsequent p r o d u c t i o n f a c i l i t y , given a 

5 s u c c e s s f u l w e l l , would be i n jeopardy at t h a t l o c a t i o n 

6 at any time when a storm was to come through. 

7 I don't have the exact i n f o r m a t i o n or exact 

8 date, but I understand, t h r e e years ago, the r e was a 

9 tremendous f l o o d through t h i s canyon. I t was r e a l l y 

10 awesome how t h a t water r i p p e d through t h e r e , and we 

11 would not d r i l l a w e l l at the bottom of t h a t canyon. 

12 The second reason then -- the f i r s t being 

13 s a f e t y . The second reason i s the a d d i t i o n a l cost of 

14 b u i l d i n g a road to get down i n t h e r e , whichever way 

15 you came. The a c t u a l s i t e i t s e l f , the l o c a t i o n may be 

16 somewhat e a s i e r , as t e s t i f i e d t o by Exxon's w i t n e s s . 

17 We don't deny t h a t , and t h a t i t would be easier t o 

18 push the g r a v e l around down there than have t o work 

19 the t o p , but to b u i l d a road down t o t h a t p o i n t would 

20 be very expensive and c o s t l y and perhaps even 

21 dangerous w i t h the amount of slope we're t a l k i n g 

22 about. 

23 I should p o i n t o u t , there's almost 200 f e e t 

24 of topographic r e l i e f from Numbers 4 back t o Numbers 1 

25 and 3 on the map. That's a very steep canyon. 
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1 Q. How about your No. 1 l o c a t i o n , what's t h a t ? 

2 A. No. 1 l o c a t i o n i s the l o c a t i o n as i n d i c a t e d 

3 on the r i g h t side of the map, 1,980 out of the n o r t h 

4 and west. That has not been staked; however, t h a t was 

5 the l o c a t i o n t h a t we chose t o conform t o the 

6 640-acre. We t r i e d t o best f i t -- minimum, of course, 

7 would have been 1650/1650, but topography such as i t 

8 was, i t ' s kind of a compromise. We went 1,980/1,980 

9 t o get on the f l a t surface at the top -- rim of the 

10 canyon . 

11 That corresponds to the red box on the 

12 other d i s p l a y s t o o , I should p o i n t o u t , d i s p l a y s --

13 E x h i b i t s 6 and 7. 

14 Q. Do you know, Mr. S e i l e r , what the substance 

15 of -- d i d you t e s t i f y concerning the BLM's p o s i t i o n on 

16 your w e l l s i t e ? 

17 A. Yes, I t h i n k I d i d t h a t . Mr. Barry Hunt 

18 d i d not l i k e our staked l o c a t i o n s down i n the bottom 

19 of the canyon, Nos. 2 and 4, and p r e f e r r e d i f we were 

20 going to d r i l l i n Section 20 t h a t we consider 

21 something on the top of the r i m . And t h a t day i t was 

22 the t h i r d one, No. 3. He p r e f e r r e d No. 3 over the 

2 3 o t h e r s . 

24 Q. Do you know whether there are any other 

25 w e l l s i n t h i s general area t h a t are l o c a t e d at the 
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1 bottom of t h i s water course? 

2 A. I do not know of any down i n the canyon. 

3 MR. PADILLA: Mr. Examiner, I b e l i e v e 

4 t h a t ' s a l l I have of Mr. S e i l e r , and we o f f e r E x h i b i t s 

5 6 through 9 at t h i s time. 

6 HEARING EXAMINER: E x h i b i t s 6 through 9 

7 w i l l be admitted i n t o evidence. Thank you, Mr. 

8 P a d i l l a . 

9 Mr. K e l l a h i n , your w i t n e s s . 

10 MR. KELLAHIN: Thank you, Mr. Examiner. 

11 CROSS-EXAMINATION 

12 BY MR. KELLAHIN: 

13 Q. Let me examine w i t h you, Mr. S e i l e r , the 

14 i n f o r m a t i o n a v a i l a b l e f o r d e t e r m i n a t i o n of whether or 

15 not Section 20 can or should or ought to be p a r t of 

16 the Rock Tank Upper or Lower Morrow Pool. 

17 I am unable to look at e i t h e r your isopach 

18 or your s t r u c t u r e map and draw a d i r e c t c o r r e l a t i o n 

19 between Section 20 and the producing w e l l s i n the Rock 

20 Tank Morrow. And because I can't f i n d them on your 

21 d i s p l a y , perhaps we could use Mr. Tate's e x h i b i t s . 

22 Am I c o r r e c t i n understanding t h a t you and 

23 he are i n basic agreement about the way he has drawn 

24 h i s s t r u c t u r e map w i t h i n the confi n e s of the Rock Tank 

25 Morrow as we move i n t o Section 20? 
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1 A . Yes, s i r . The only q u e s t i o n , i f I might 

2 i n t e r j e c t , i s the presence of t h a t f a u l t , and as I 

3 i n d i c a t e d , I t h i n k i t could be drawn w i t h or w i t h o u t 

4 t h a t d a t a, but b a s i c a l l y we agree. 

5 Q. For purposes of the q u e s t i o n , assume the 

6 second f a u l t l i n e i n here t h a t separates out Section 

7 18 from 20 i s not here. 

8 A. Yes , s i r . 

9 Q. Looking at your s t r u c t u r e map, I t h i n k 

10 there i s a s i m i l a r shape to the way you've drawn your 

11 s t r u c t u r e l i n e s through Section 20, although t h e r e ' s 

12 about a 100-foot d i f f e r e n c e i n where you have 

13 pos i t ioned the contour l i n e s ? 

14 A. Yes , s i r . 

15 Q • I t h i n k he has the minus 6,900-foot l i n e 

16 f a r t h e r to the northwest i n the s e c t i o n than you have 

17 placed t h a t l i n e ? 

18 A. Yes, s i r . I t h i n k i t can be expla i n e d t h a t 

19 we're not e x a c t l y on the same mapping h o r i z o n . 

20 Q. And t h e r e i n l i e s the d i f f e r e n c e ? 

21 A . Yes, s i r . We're b a s i c a l l y about 100 f o o t 

22 a p a r t . 

23 Q. Have you examined or were you aware before 

24 today of the i n f o r m a t i o n a v a i l a b l e on the w e l l i n 

25 Section 5 t h a t Mr. Tate discussed t h i s morning? 

i 
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( 1 A. S p e c i f i c a l l y , being? I was aware of the 

2 w e l l but 

3 Q. I t s s t r u c t u r a l p o s i t i o n ? 

4 A. Y e s , s i r . 

5 Q. And the t e s t s t h a t had been made on t h a t 

6 w e l l , and the f a c t t h a t i t was not gas-producing but 

7 wet? 

8 A. Yes, s i r . 

9 Q. Would you agree w i t h Mr. Tate then t h a t you 

10 can use a s i m i l a r a n a l y s i s of the s t r u c t u r e on the 

11 data known from t h i s w e l l i n Section 5 and determine 

12 f o r y o u r s e l f g e o l o g i c a l l y t h a t Section 20 should not 

13 be p a r t of the Rock Tank Morrow because, i n order to 

14 be p a r t of i t , i t ' s going to be wet? 

15 A. Yes, s i r , I b e l i e v e I even i n d i c a t e d t h a t 

16 i n my testimony. I t h i n k t h a t ' s c o r r e c t . 

17 Q. When we look at your s t r u c t u r e map w i t h i n 

18 the confi n e s of the d i s p l a y and look at the s t r u c t u r a l 

19 r e l a t i o n s h i p between Section 20 and Section 16, and at 

20 the same time look at E x h i b i t 7, which i s your mapping 

21 of the r e s e r v o i r t h i c k n e s s , the Siete l o c a t i o n i n the 

22 southwest q u a r t e r of 16 would have given you 

23 comparable s t r u c t u r a l p o s i t i o n t o Santa Fe's proposed 

24 l o c a t i o n , and yet s i g n i f i c a n t l y increase the t h i c k n e s s 

25 at l e a s t w i t h the p o t e n t i a l f o r the Morrow f o r you i n 
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\ 1 the Section 16 l o c a t i o n ; would i t not? 

2 A. Yes , s i r . 

3 Q. The i n t e r p r e t a t i o n you've made of the 

4 s t r u c t u r e i n the isopach are dated October 27th. 

5 P r i o r to t h a t date, d i d you have a d i f f e r e n t o p i n i o n 

6 of the s t r u c t u r e or the th i c k n e s s of the r e s e r v o i r ? 

7 A. A c t u a l l y , yes I'm s o r r y . I d i d not have 

8 a d i f f e r e n t i n t e r p r e t a t i o n , no, s i r . No, I d i d n o t . 

9 Q. How long have you held t h i s i n t e r p r e t a t i o n 

10 of the s t r u c t u r e i n the r e s e r v o i r t h i c k n e s s and shape? 

11 A. B a s i c a l l y f o r the f i r s t time I became aware 

12 of t h i s area, and I would say t h a t ' s probably been 

13 over the l a s t f i v e to s i x months since I made my 

14 i n i t i a l s t u d i e s here. 

15 Q. W i t h i n the l a s t f i v e or s i x months, has 

16 ther e been any f u r t h e r d r i l l i n g or other geologic 

17 i n f o r m a t i o n by which you could modify or add t o the 

18 i n f o r m a t i o n by which you could r e f i n e your d i s p l a y s ? 

19 A. No, s i r . 

20 Q. Am I also c o r r e c t i n reaching the 

21 c o n c l u s i o n t h a t i f I compare your and Mr. Tate's 

22 s t r u c t u r e maps, and i f I look at h i s E x h i b i t 7, which 

23 i s the Lower Morrow sand i s o l i t h --

24 A. I see i t behind you. 

25 Q. And look at your Middle Morrow Sequence No. 
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« 1 2 - - both g e o l o g i s t s w i l l show t h a t the best l o c a t i o n 

2 i n Section 20 i s going to be at a p o i n t somewhere i n 

3 the north e a s t q u a r t e r ? 

4 A. I found t h a t very i n t e r e s t i n g . You're 

5 c o r r e c t . And they' r e d i f f e r e n t zones even. They're 

6 both Morrow, but they ' r e d i f f e r e n t zones, yes, s i r . 

7 Q. Describe f o r me so i t ' s c l e a r the 

8 d i f f e r e n c e s between what you have mapped as the Middle 

9 Morrow Sequence No. 2 versus what Mr. Tate has mapped 

10 when he has looked at the Lower Morrow sandstone? 

11 A. The Lower Morrow? 

12 Q. Y e s , s i r . 

13 A. I f you could r e f e r to my c r o s s - s e c t i o n 

14 A-A', my Sequence 2 l i e s above the marker t h a t i s 

15 c o l o r e d green. That i s the marker t h a t i s t y p i c a l l y 

16 used i n the area to separate the Upper Morrow and the 

17 Lower Morrow, and I b e l i e v e corresponds w i t h -- i t ' s 

18 the same marker t h a t Mr. Tate uses as the base of h i s 

19 middle Morrow shale. 

20 Q. I've l o s t t r a c k of i t . 

21 A. I'm s o r r y . I ' l l back up. On the 

22 c r o s s - s e c t i o n of the A-A' --

23 Q. Yes, s i r , I see the shaded y e l l o w area. 

24 The top l i n e represents the s e p a r a t i o n between 

25 Sections 3 and 2? 

CUMBRE COURT REPORTING 
(505) 984-2244 



200 

i 1 A. Sequence 3 and 2, yes, s i r . 

2 Q. The lower y e l l o w l i n e represents the 

3 s e p a r a t i o n between Sequence 1 and 2? 

4 A. Yes , s i r . 

5 Q. T e l l me how I mark your d i s p l a y so I know 

6 the i n t e r v a l t h a t Mr. Tate has mapped. 

7 A. I b e l i e v e i t ' s going t o be, i f you look i n 

8 the l e f t - h a n d w e l l , being the Monsanto Rock Tank No. 

9 2, there i s a Lower Morrow sand t h a t produces, and 

10 i t ' s indeed l a b e l e d "Rock Tank Pay w i t h Seven Wells, 

11 47.16 Bcf at Sequence L l . " I b e l i e v e h i s work i n 

12 there i s b a s i c a l l y on Sequence L l which produces i n 

13 the Rock Tank F i e l d and Catclaw Draw F i e l d to the 

14 n o r t h . 

15 Q. That w i l l be what corresponds t o Mr. Tate's 

16 Lower Morrow Sandstone? 

17 A. Yes, s i r , I b e l i e v e t h a t ' s c o r r e c t . 

18 Q. Looking at your c r o s s - s e c t i o n then, what 

19 corresponding i n t e r v a l would I f i n d what he has mapped 

20 as the Upper Morrow Sandstone? 

21 A. I t w i l l be an Upper Morrow, and I t h i n k 

22 i t ' s the e q u i v a l e n t of the Sequence 4, which i s 

23 l a b e l e d "Productive of the Rock Tank F i e l d . " 

24 Q. Have you mapped e i t h e r Sequence 1, as 

25 you've i d e n t i f i e d -- and i t ' s not Sequence 1; i t ' s the 
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i 1 Rock Tank F i e l d Catclaw Draw? 

2 A. L l . 

3 Q. Have you mapped t h a t separate and apart to 

4 show what t h a t shape and size looks l i k e ? 

5 A. I d i d n o t . 

6 Q. Have you s e p a r a t e l y mapped Sequence 4 t o 

7 see whether or not you have agreement w i t h what Mr. 

8 Tate mapped? 

9 A . I have not mace a separate map of t h a t 

10 e i t h e r , no, s i r . 

11 Q. You've con f i n e d your focus of i n v e s t i g a t i o n 

12 f o r the Morrow then on t h i s Sequence 2 i n t e r v a l ? 

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

14 Q. In l o o k i n g at both the s t r u c t u r e map and 

15 the isopach, I don't f i n d a l l the w e l l s on the 

16 c r o s s - s e c t i o n shown on e i t h e r of those d i s p l a y s . 

17 A. That's c o r r e c t , s i r . The l i t t l e index map 

18 on the bottom of the s t r a t i g r a p h i c c r o s s - s e c t i o n A-A' 

19 i n d i c a t e s the p o s i t i o n of the missing w e l l s from those 

20 maps. There i s a w e l l up there i n Section 6 of 23 25 

21 t h a t i s the f i r s t w e l l , being the Monsanto Rock Tank 

22 No. 2 We l l , and then i t also i d e n t i f i e s the other 

23 missing w e l l , which i s i n Township 23 South, 26 East 

24 at A' on t h a t l i t t l e index map. 

2 5 Q. When we look at the c r o s s - s e c t i o n t h e n , the 
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1 Monsanto Rock Tank No. 2, i n Sequence 2 i n t e r v a l , 

2 there i s a small p o r t i o n t h a t i s i n d i c a t e d w i t h a red 

3 shading on the log? 

4 A. I'm s o r r y . Could you l o c a t e t h a t again f o r 

5 me? I was l o o k i n g at the map f o r a second. 

6 Q. Yes. The w e l l on the f a r l e f t ? 

7 A. Yes, s i r . 

8 Q. I n the A p o s i t i o n , the Monsanto A Tank No. 

9 2 Well? 

10 A. Yes. 

11 Q. Look i n the p o r t i o n of the l o g t h a t i s 

12 shaded between the y e l l o w l i n e s t h a t represents the 

13 Sequence 2? 

14 A. Y e s , s i r . 

15 Q. W i t h i n t h a t s e c t i o n , there i s a p o r t i o n of 

16 the l o g t h a t i s shaded i n red? 

17 A. Y e s , s i r . 

18 Q. What i s t h a t to represent? 

19 A. That was an e v a l u a t i o n of the net p o r o s i t y 

20 i n t e r v a l . I n other words, t h e r e ' s more sand t h e r e 

21 t h a t i s porous, and the red h i g h l i g h t s t h a t p o r t i o n of 

22 the sand t h a t i s recognized as being porous. 

23 Q. I s i t the red p o r t i o n of the l o g t h a t i s 

24 mapped on E x h i b i t No. 7, or i s i t the t o t a l i n t e r v a l 

25 w i t h i n the c o n f i n e s of the l i n e s t h a t shows Sequence 
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1 2? 

2 A. I t ' s the red p o r t i o n . This i s a p o r o s i t y 

3 map, s i r . 

4 Q. A l l r i g h t . As we move then from l e f t t o 

5 r i g h t , i f I were to r e c o n s t r u c t your c r o s s - s e c t i o n and 

6 go due east of your c r o s s - s e c t i o n t o Section 5 and 

7 pick up t h a t Section 5 w e l l , which i s on Mr. Tate's 

8 e x h i b i t -- i t ' s t h i s Rock Tank No. 3 Well i n Section 

9 5? 

10 A. Yes, s i r . 

11 Q. I f we had picked up t h a t w e l l , do you see 

12 any p o r o s i t y as you've i n d i c a t e d i n Sequence 2 f o r 

13 t h a t w e l l ? 

14 A. I t doesn't appear on these p l a t s , but I 

15 b e l i e v e i t d i d have p o r o s i t y , yes. 

16 Q. But t h a t w e l l was t e s t e d wet i n a l l the 

17 Morrow zones w i t h i n t h a t w e l l bore, was i t not? 

18 A. I don't b e l i e v e i t t e s t e d a l l the zones, 

19 s i r . I don't know t h a t a l l the Sequence 2 was t e s t e d 

20 t h e r e . I f I may c o n s u l t a l a r g e r map here? 

21 Q. Sure. 

22 A. I stand c o r r e c t e d . That w e l l had sand 

23 t h i c k n e s s but no p o r o s i t y . I t was a zero i n t h i s 

24 zone. I t was t i g h t i n t h i s zone. 

25 Q. So the r e l a t i o n s h i p then of the Monsanto 
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i 1 No. 3 Well i n Section 5 i n t h i s zone of net p o r o s i t y 

2 w i t h i n Sequence No. 2, i n a w e l l t h a t i s s t r u c t u r a l l y 

3 lower than the w e l l you've i n v e s t i g a t e d , i s t i g h t ? 

4 A. That w e l l -- i t ' s t i g h t i n Sequence 2 i n 

5 t h a t w e l l , yes, s i r . 

6 Q. The w e l l we've j u s t examined, the Rock Tank 

7 Monsanto No. 2 We l l , i s t h i s w e l l i n Section 6, was 

8 i t ? 

9 A. Wasn't i t Type Log No. 5. 

10 Q. So t h i s i s No. 3 i n Section 5? 

11 A. Y e s , s i r . 

12 Q. Where's the No. 2 t h a t ' s on your 

13 c r o s s - s e c t i o n ? That's i n Section 6, i s n ' t i t ? I t ' s 

14 t h i s one ( i n d i c a t e d ) ? 

15 A. C o r r e c t , s i r . 

16 Q. So as we move downstructure i n the Rock 

17 Tank Morrow, moving toward Section 20 and m a i n t a i n i n g 

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

19 downstrueture w i t h i n Sequence 2 t h a t doesn't d i s p l a y 

20 p o r o s i t y as you've d e f i n e d i t i n the w e l l i n Section 

21 6? 

22 A. Section 6 d i d have s i x f e e t of p o r o s i t y , as 

23 i n d i c a t e d , the l i t t l e red mark on t h e r e , but the r e 

24 were no t e s t s i n t h i s zone. So t h a t may be m a r g i n a l l y 

25 t h i n , and, o b v i o u s l y , I t h i n k there was -- there are 
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{ 1 b e t t e r zones. I t ' s one of the main producers i n Rock 

2 Tank. They're producing down i n t h a t L l sequence, 

3 t h a t Lower Morrow, and i t ' s a very good w e l l . 

4 Q. When we look at the next w e l l on the 

5 sequence, i t ' s the Hanagan Petroleum North Horseshoe 

6 Bend Well i n Section 22? 

7 A . Yes , s i r . 

8 Q. I n mapping your Sequence No. 2, t h a t w e l l , 

9 you've mapped i t t o show 31 f e e t of net pay? 

10 A. Y e s , s i r . 

11 Q. When we look at the d r i l l stem i n f o r m a t i o n 

12 t h a t i s shown below the log on t h a t w e l l --

13 A. Y e s , s i r . 

14 Q. What does t h a t t e l l you about the w e l l ? 

15 A. That Section 22 w e l l had a DST t h a t 

16 inc l u d e d zone Sequence 2 and developed -- r a t h e r 

17 recovered 9,100 -- 9,512 f e e t of s a l t water, which 

18 t e l l s us t h a t t h a t zone has e x c e l l e n t p e r m e a b i l i t y , 

19 although wet at t h a t l o c a t i o n . 

20 Q. No gas? 

21 A. No, s i r . 

22 Q. When we look at your i n t e r p r e t a t i o n of the 

23 s t r u c t u r e i n the isopach and t r y i n g t o l o c a t e and 

24 minimize the r i s k i n v o l v e d i n d r i l l i n g these 

25 h i g h - r i s k , deep-gas w e l l s , g e o l o g i c a l l y i t would be 
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1 less r i s k y t o d r i l l the southwest q u a r t e r of 16 than 

2 i t would be f o r any of the l o c a t i o n s w i t h i n Section 

3 20 , wouId i t not? 

4 A. One would expect a somewhat t h i c k e r sand 

5 t h e r e , yes, s i r . 

6 Q. Have you st u d i e d the r e l a t i o n s h i p of these 

7 v a r i o u s sand sequences to such an ext e n t i n t h i s 

8 immediate area t o t e l l me or to rank f o r me the order 

9 of importance i n which you a c t u a l l y get commercial 

10 producing gas from these v a r i o u s sequences? 

11 A. B a s i c a l l y , the approach t h a t we use, there 

12 are a couple of t h i n g s t h a t one can do, and the people 

13 t h a t discovered Rock Tank were d r i l l i n g down 

14 s t r u c t u r e s and found e x c e l l e n t sand q u a l i t y , and 

15 t h a t ' s c e r t a i n l y a way to f i n d good gas reserves. 

16 When a basin becomes a l i t t l e more mature, 

17 and the nice s t r u c t u r e s are no longer a v a i l a b l e , one 

18 i s for c e d to look f o r s t r a t i g r a p h i c accumulations. 

19 And one of the key ways t o do t h a t i s t o f i n d a w e l l 

20 t h a t had good r e s e r v o i r q u a l i t y and t r y t o p o s i t i o n 

21 another w e l l updip from t h a t l o c a t i o n . And t h a t ' s 

22 what we've t r i e d t o do w i t h t h i s p r ospect. 

23 Q. When you t a l k e d about the o r i e n t a t i o n of 

24 the spacing u n i t s , you t o l d Mr. P a d i l l a t h a t i t would 

25 be your reference to have a no r t h h a l f and then a 
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i 1 south h a l f ? 

2 A. Y e s , s i r . 

3 Q. That your choice was f o r the second w e l l t o 

4 be l o c a t e d i n the southeast q u a r t e r ? 

5 A. C o r r e c t . 

6 Q. And t h a t ' s simply because, l o o k i n g at your 

7 Sequence 2 isopach, t h a t i s the q u a r t e r s e c t i o n t h a t 

8 has the next g r e a t e r t h i c k n e s s value w i t h i n the 

9 s e c t i o n i n the n o r t h e a s t q u a r t e r ? 

10 A. That's c o r r e c t , plus I was somewhat happy 

11 to see the same r e l a t i o n s h i p hold f o r Mr. Tate's work 

12 f o r the other two zones t h a t I had not i n v e s t i g a t e d i n 

13 any kin d of d e t a i l , and t h a t the southeast q u a r t e r 

14 looked q u i t e good f o r sand t h i c k n e s s . 

15 Q. And you remember Mr. Tate's testimony t h a t 

16 he was concerned about the s i g n i f i c a n t s t r u c t u r a l 

17 displacement between the northwest quarter and the 

18 southeast quarter? 

19 A. Y e s , s i r . 

20 Q. And, t h e r e f o r e , he proposed as the second 

21 w e l l l o c a t i o n , a w e l l l o c a t i o n i n the northwest 

22 q u a r t e r ? 

23 A. I remember him saying t h a t , yes, s i r . 

24 Q. And t h a t i n f a c t i s what you've done, i s n ' t 

25 i t ? 
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1 A. I t ' s amazing i n c r o s s - s e c t i o n 20 how close 

2 our s t r u c t u r e maps are. We have v i r t u a l l y i d e n t i c a l 

3 r e l a t i o n s h i p . And I would have t o agree t h a t , yes, 

4 the southeast q u a r t e r would be downdip from the 

5 northwest q u a r t e r . 

6 But also I would have t o s t a t e , l o o k i n g at 

7 the three maps, now, both our Sequence 2 and the two 

8 maps t h a t Mr. Tate has pr o v i d e d , the g r e a t e r sand 

9 th i c k n e s s can be found i n the southeast q u a r t e r , and 

10 one has to make a value judgment then. And I would 

11 l i k e t o go -- as he s t a t e d , one of the f i r s t t h i n g s 

12 you've got to do i s , you've got to have t h i c k sand i n 

13 the Morrow, and I t h i n k the southeast q u a r t e r has good 

14 m e r i t , and I ' l l take my chances w i t h the s t r u c t u r e . 

15 Q. Despite b e l i e v i n g the southeast q u a r t e r has 

16 good v a l u e , as the a l t e r n a t i v e w e l l l o c a t i o n , though, 

17 because you're precluded from d r i l l i n g i n the 

18 n o r t h e a s t q u a r t e r , you d i d n ' t go t o the southeast; you 

19 went t o the northwest, d i d n ' t you? 

20 A. Yes, s i r . Of the two, I'd l i k e to do the 

21 n o r t h e a s t q u a r t e r i f I c o u l d . 

22 Q. And your second-best choice was the 

23 northwest because t h a t ' s where you went? 

24 A. I f you w i l l , I got pushed over there 

25 because I co u l d n ' t do any i n the nor t h e a s t q u a r t e r . 
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1 That's where we had t o go t o f i n d a v i a b l e surface 

2 l o c a t i o n . 

3 The other a l t e r n a t i v e , I might i n t e r j e c t , 

4 which hasn't been mentioned y e t , would be t o d r i l l a 

5 d e v i a t e d hole from the surface l o c a t i o n here i n the 

6 n o r t h e a s t . We don't want to do t h a t w i t h a w e l l of 

7 t h i s rank nature i n t h a t i t would j u s t d r i v e up the 

8 expenses on a r i s k w e l l . So we're t r y i n g t o 

9 compromise w i t h the set of circumstances t h a t we're 

10 given i n Section 20. 

11 Q. When we look at the topography, t h e r e ' s a 

12 couple of l o c a t i o n s t h a t you haven't discussed f o r us 

13 w i t h i n the area shaded on E x h i b i t No. 9, the o r i g i n a l 

14 staked l o c a t i o n . The f i r s t c h o i c e , i f I w i l l , on the 

15 geology, was 660 from the n o r t h l i n e and 1,980 from 

16 the east l i n e ? 

17 A. Y e s , s i r . 

18 Q. And I b e l i e v e t h a t we've been t o l d t h a t 

19 t h a t was not a s u i t a b l e surface l o c a t i o n ? 

20 A. That's c o r r e c t . I f I could o f f e r an 

21 e x p l a n a t i o n , t h a t was our hol d i n g s i n t h e r e , and so we 

22 went to our d r i l l i n g department and s a i d , "We 

23 recognize there may be a problem w i t h the topography. 

24 Would you t e l l us, i s ther e a v i a b l e l o c a t i o n there?" 

25 And our approach to determine t h a t i s t o 
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1 get an eng i n e e r i n g f i r m i n there to a c t u a l l y stake the 

2 w e l l and make t h a t d e t e r m i n a t i o n f o r us w i t h our 

3 d r i l l i n g department p r e s ent. That was done, and i t 

4 was deemed as i n d i c a t e d . I t ' s i n a bad pl a c e . We 

5 cannot d r i l l t h e r e . 

6 Q. Mr. H i l l f o r Exxon t e s t i f i e d e a r l i e r t h i s 

7 morning t h a t he had examined another staked l o c a t i o n 

8 where i t was 100 f e e t f a r t h e r south. I t was at 760 

9 from the n o r t h l i n e and 1,980 from the east l i n e , and 

10 t h a t , i n h i s o p i n i o n , t h a t was a v i a b l e surface 

11 l o c a t i on. 

12 Did you examine w i t h Mr. Barry Hunt of the 

13 BLM as to whether or not the 760-1,980 l o c a t i o n was an 

14 acceptable subsurface l o c a t i o n f o r the BLM? 

15 A. My understanding i s t h a t Mr. Hunt's 

16 comments had to do w i t h being down i n the canyon as 

17 opposed t o being up out of the canyon. And of those 

18 two t h a t were done t h a t day i n h i s presence, being 

19 Nos. 2 and 4 on our d i s p l a y , he d i d n ' t l i k e e i t h e r of 

20 those. 

21 The a l t e r n a t e t h a t you j u s t made reference 

22 t o i s at approximately the same e l e v a t i o n down i n the 

23 canyon. So I would j u s t i n f e r he wouldn't have l i k e d 

24 t h a t one e i t h e r , but I don't know t h a t he rendered 

25 o p i n i o n s p e c i f i c a l l y to t h a t one or not. 
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1 Q. To make sure I'm c l e a r on what your 

2 understanding of Mr. Hunt's p o s i t i o n i s , he would not 

3 recommend d r i l l i n g a w e l l down i n the canyon area 

4 where there was some o p p o r t u n i t y f o r water t o f l o w 

5 through there? 

6 A. C o r r e c t . 

7 Q. Mr. H i l l has t e s t i f i e d t h a t he has found a 

8 rancher's or a l i v e s t o c k w i n d m i l l w i t h i n the immediate 

9 v i c i n i t y of the w e l l t h a t he t h i n k s i s acceptable at 

10 the l o c a t i o n he's proposed. Did you see t h a t w i n d m i l l 

11 down there? 

12 A. I p e r s o n a l l y wasn't t h e r e ; so I don't 

13 know. And I don't know i f the other guys saw i t or 

14 n ot. Sorry. 

15 Q. Has i t been communicated t o you t h a t Mr. 

16 Hunt simply would not recommend d r i l l i n g down i n the 

17 base of the canyon area, or t h a t he simply on behal f 

18 of the BLM would a b s o l u t e l y preclude the d r i l l i n g of 

19 the w e l l at t h a t p o i n t ? 

20 A. The way i t was phrased to me was t h a t he 

21 d i d not p r e f e r those two l o c a t i o n s down i n the bottom 

22 of the canyon; t h a t i f we were t o consider something 

23 i n the no r t h h a l f of 20, th a t he p r e f e r r e d No. 3, 

24 which was done t h a t day, which was up at the top on 

25 the canyon r i m . I don't know i f t h a t meant he would 
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i 1 stop us or preclude us s u f f i c i e n t l y . Whatever he 

2 meant by " p r e f e r r e d . " I'm not sure. 

3 Q. Doesn't t h a t d i s a p p o i n t you as a g e o l o g i s t 

4 t h a t the optimum best l o c a t i o n f o r the whole s e c t i o n 

5 i s up i n the n o r t h e a s t q u a r t e r , and f o r some type of 

6 t o p o g r a p h i c a l c o n s t r a i n t suggested by one of the BLM 

7 perso n n e l , t h a t we're not going t o take our best shot 

8 g e o l o g i c a l l y on a high r i s k w e l l ? 

9 A. Well , s i r , i t ' s kind of a two-part question 

10 t h e r e . Yes, I'm di s a p p o i n t e d we can't do i t i n the 

11 northwest q u a r t e r . G e o l o g i c a l l y , I would love t o do 

12 i t t h e r e . I wish we could have done the 660. I t h i n k 

13 t h a t would have been f i n e , g e o l o g i c a l l y speaking, but 

14 th e r e ' s more than the BLM's comment here. There i s 

15 the s a f e t y aspect t h a t our company has made, and I 

16 have t o honor t h a t . 

17 Q. Have you made the judgment then w i t h i n 

18 Santa Fe not to pursue the l o c a t i o n s t h a t you t h i n k 

19 are the optimum ge o l o g i c l o c a t i o n s ? 

20 A. That I t h i n k are the optimum? 

21 Q. Yes. 

22 A. Yes, s i r . We cannot d r i l l a v e r t i c a l hole 

23 i n the n o r t h e a s t q u a r t e r . And as s t a t e d , t h a t would 

24 be the optimum q u a r t e r s e c t i o n t o go t o , and we're not 

25 going t o do i t . 
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1 Q. Have you had your engineers make a study of 

2 the p o t e n t i a l f o r d i r e c t i o n a l d r i l l i n g t o the bottom 

3 hole l o c a t i o n t h a t you as a g e o l o g i s t are seeking t o 

4 get? 

5 A. We d i d n ' t a c t u a l l y put the p e n c i l to i t . j 

6 I t d i d come up i n d i s c u s s i o n , and we decided t h a t w i t h | 

7 a rank w i l d c a t and w i t h the p o t e n t i a l of not a l l j 

8 p a r t i e s t h a t would gain from a w e l l d r i l l e d i n here ' 

9 p a r t i c i p a t i n g , t h a t we would have t o watch our c o s t s , 

10 and we would undoubtedly be c a r r y i n g a major p a r t of ' 

11 the r i s k money here, and t h e r e f o r e want to d r i l l as 

12 v e r t i c a l l y as p o s s i b l e . 

13 Q. I f Santa Fe i s so s a f e t y conscious, why j 

14 would they go ahead and stake four l o c a t i o n s i n the 

15 bottom of t h i s drainage area and then ask the BLM to 

16 come out and look at them i f you already had decided 

17 they weren't s u i t a b l e f o r you? 

18 A. I t wasn't done q u i t e i n t h a t sequence. The 

19 BLM came w i t h us i n the s t a k i n g of the l a s t two, i f 

20 you w i l l , Numbers 2 and 4, and t h a t day or two days, 

21 as the dates i n d i c a t e , i n d i c a t e d t h e i r o p i n i o n . 

22 So i t ' s not t h a t we went and spent the 

23 money to do i t . A f t e r we heard t h i s , i t was l i k e i t 

24 a l l evolved at p r e t t y much the same tim e . I leaned on 

25 them p r e t t y good t o t r y to do what they could i n the 
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1 n o r t h e a s t q u a r t e r . I wanted i t t h e r e , but we can't do 

2 i t . 

3 Q. Did Mr. Hunt pass judgment and r e j e c t then 

4 the a l t e r n a t e staked l o c a t i o n , 760 from the n o r t h l i n e 

5 and 1,980 from the east l i n e ? 

6 A. As I i n d i c a t e d , he made reference t o those 

7 i n the bottom of the canyon. Whether he s p e c i f i c a l l y 

8 spoke t o t h a t stake, I don't know. He d i d make t h a t 

9 reference t o Numbers 2 and 4 i n the bottom of the 

10 canyon. 

11 MR. KELLAHIN: May I take j u s t a minute, 

12 Mr. Examiner. 

13 HEARING EXAMINER: Mr. K e l l a h i n , you may. 

14 We'll go o f f the record f o r a w h i l e . 

15 (Thereupon, a recess was taken.) 

16 HEARING EXAMINER: Back on the r e c o r d . Mr. 

17 K e l l a h i n ? 

18 Q. (BY MR. KELLAHIN) Let me conclude, Mr. 

19 S e i l e r , w i t h one f o l l o w - u p question on your company's 

20 p o s i t i o n w i t h regards to the use of the surface i n the 

21 n o r t h e a s t q u a r t e r . Let's have you i d e n t i f y f o r us the 

22 Exxon-proposed l o c a t i o n which comes very c l o s e , I 

23 t h i n k , t o your No. 2 p o i n t , doesn't i t , on t h i s topo 

24 map? 

25 A. Yes, s i r . S l i g h t l y east and j u s t very 
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i 1 l i g h t l y , a l i t t l e b i t n o r t h of No. 2. 

2 Q. I'm s o r r y we don't have Mr. Hunt here t o 

3 t a l k about the topography and what's going on at the 

4 s u r f a c e , and I understand you've never been out there? 

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

6 Q. I f the BLM were t o support e i t h e r your 

7 l o c a t i o n No. 2 or the Exxon's proposed l o c a t i o n 1,500 

8 f e e t from the n o r t h l i n e and 1,100 f e e t from the east 

9 l i n e , would you recommend t o your management t h a t they 

10 d r i l l the best then g e o l o g i c l o c a t i o n i n the no r t h e a s t 

11 q u a r t e r , using t h a t surface l o c a t i o n ? 

12 A. I n l i g h t of the other o b j e c t i o n s , I could 

13 no longer do t h a t . I would have concern, again, f o r 

14 the s a f e t y and then f o r the cost of b u i l d i n g a road 

15 down t o No. 2 or No. 4 or E l . So I no longer can make 

16 t h a t recommendation, given those f a c t o r s . 

17 Q. When we look at the va r i o u s access i n t o a 

18 w e l l l o c a t i o n i n the nor t h e a s t q u a r t e r , t h e r e are 

19 e x i s t i n g roads, i f you w i l l , i n t o t h a t n o r t h e a s t 

20 q u a r t e r ? 

21 A. Yes, s i r . They are i n d i c a t e d on the map as 

22 broken. I assume they're four-wheel d r i v e - t y p e roads, 

23 but I don't know t h a t f o r sure. 

24 Q. Do you as a g e o l o g i s t c u s t o m a r i l y recommend 

25 to your management issues about topography and surface 
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i 1 s a f e t y f o r the d r i l l i n g of l o c a t i o n s ? 

2 A. C e r t a i n l y they have t o be considered, 

3 e s p e c i a l l y i n a case l i k e t h i s . This i s kin d of 

4 r a r e . I d i d a l o t of my work i n Oklahoma, and we 

5 don't have these. 

6 MR. KELLAHIN: Thank you, Mr. Examiner. 

7 HEARING EXAMINER: Thank you, Mr. 

8 K e l l a h i n . 

9 Mr. P a d i l l a , any r e d i r e c t ? 

10 MR. PADILLA: No r e d i r e c t . 

11 HEARING EXAMINER: I have no questions f o r 

12 t h i s witness at t h i s t i m e . You may be excused. 

13 Mr. K e l l a h i n , Mr. P a d i l l a , do you have any 

14 f u r t h e r evidence to present? 

15 MR. KELLAHIN: No, s i r . 

16 MR. PADILLA: No, s i r . 

17 HEARING EXAMINER: I assume we're ready f o r 

18 c l o s i n g arguments, c l o s i n g statements. Mr. P a d i l l a , 

19 I ' l l l e t you go f i r s t , and Mr. K e l l a h i n , I ' l l l e t you 

20 f o l l o w . 

21 MR. PADILLA: Mr. Examiner, I t h i n k i t 

22 comes down t o where t h i s w e l l i s going t o be l o c a t e d 

23 based on 640-acre spacing or 320-acre spacing. I 

24 t h i n k i t comes down t o who's done t h e i r homework on 

25 the a c t u a l surface l o c a t i o n . There's no disagreement 
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1 on the geology as to where i s the best place t o put 

2 t h i s w e l l . I d e a l l y , g e o l o g i c a l l y , the w e l l should be 

3 l o c a t e d probably 660 from the n o r t h e a s t corner of the 

4 Section 20 . 

5 We don't have a l o t of c o n f l i c t w i t h Exxon 

6 i n terms of geology i n terms of a c t u a l l y even whether 

7 ther e ought to be 640-acre spacing or not. However, 

8 going back t o the surface l o c a t i o n and c o n f i g u r a t i o n 

9 of lay-down p r o r a t i o n u n i t s or 640-acre spacing, i t 

10 comes down to where i s t h a t i n i t i a l w e l l going t o be. 

11 I f t h a t i n i t i a l w e l l cannot be d r i l l e d i n 

12 the bottom of the canyon, then we have t o choose a 

13 l o c a t i o n t h a t i s on the rim somewhere where i t i s more 

14 reasonable, i t i s more f e a s i b l e to d r i l l . That 

15 l o c a t i o n has to be where Santa Fe proposes t o d r i l l 

16 the w e l l , or i t w i l l a c t u a l l y make the l o c a t i o n i n the 

17 northwest q u a r t e r . Mr. S e i l e r has t e s t i f i e d t h a t he 

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

19 I n a d d i t i o n , I t h i n k the g e o l o g i c a l 

20 witnesses have a l l t e s t i f i e d , w i t h the exception of 

21 Mr. Tate -- Mr. Tate s t i l l considers s t r u c t u r e as 

22 being somewhat i m p o r t a n t , but h i s primary concern has 

23 been w i t h sand t h i c k n e s s , and so has Mr. S e l l e r ' s . 

24 I f you're going t o c o n f i g u r e spacing w e l l s 

25 out t h e r e , the i d e a l l o c a t i o n s are going t o be i n the 
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1 n o r t h e a s t q u a r t e r , i n the southeast q u a r t e r . For t h a t 

2 reason, i t appears the lay-down u n i t s are supported by 

3 both Exxon and Santa Fe i n the geologic 

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

5 Obviously, i f the f i r s t w e l l i s i n t o the 

6 northwest q u a r t e r , as proposed by Santa Fe 

7 E x p l o r a t i o n , then the next w e l l ought to be i n the 

8 southeast q u a r t e r . And the only c o n f i g u r a t i o n you can 

9 r e a l l y have at t h a t p o i n t , from a geologic s t a n d p o i n t , 

10 i s n o r t h - h a l f , s o u t h - h a l f p r o r a t i o n u n i t s . 

11 I f we're on 640-acre spacing, a w e l l 

12 d r i l l e d at the l o c a t i o n of Santa Fe does not preclude 

13 the f u r t h e r development of the Section 20 by d r i l l i n g 

14 another w e l l i n the south h a l f of the southeast 

15 q u a r t e r of Section 20. 

16 There's very l i t t l e c o n f l i c t , I guess, i n 

17 summary, of the geo l o g i c evidence and sand t h i c k n e s s 

18 and where t h i s w e l l ought to be. There r e a l l y i s no 

19 support f o r a w e l l being i n the southwest q u a r t e r of 

20 Section 20 at a l l . So t h a t throws t h a t q u a r t e r 

21 s e c t i o n o u t . And i f a w e l l cannot be d r i l l e d i n the 

22 n o r t h e a s t q u a r t e r , unless you spend more money and do 

23 i t by d i r e c t i o n a l d r i l l i n g , then we're bound p r e t t y 

24 much by having n o r t h - h a l f / s o u t h - h a l f p r o r a t i o n u n i t s . 

25 I don't want to spend too much time i n 
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{ 1 c l o s i n g arguments. I t h i n k the f a c t s are f a i r l y 

2 s e l f - e v i d e n t , and I t h i n k t h a t , again, i t f i n a l l y 

3 comes down t o the surface l o c a t i o n . 

4 Santa Fe has done i t s homework i n t h i s 

5 regard. Exxon was out there l a s t Monday. And Exxon 

6 was out there l a s t Monday simply because, at the l a s t 

7 meeting t h a t Exxon had, they discovered t h a t they 

8 maybe b e t t e r go out and check where they were going t o 

9 d r i l l t h e i r w e l l . The 660 l o c a t i o n o b v i o u s l y had not 

10 been i n v e s t i g a t e d at a l l as f a r as surface topography 

11 by Exxon, and we're here under the same b a s i s , or I 

12 can analogize t h i s t h i n g t o the a p p l i c a t i o n t h a t was 

13 made f o r compulsory p o o l i n g by Exxon. 

14 I t h i n k at t h i s p o i n t i t ' s s o r t of moot to 

15 be t a l k i n g about n o t i c e , but Santa Fe r e a l l y d i d n ' t 

16 r e ceive t h i s t h i n g u n t i l November 14. And you come 

17 here, which Santa Fe should have had 20-day n o t i c e 

18 under the r u l e s . I can say here, we've prepared, 

19 we've come, and we've argued, and we can waive n o t i c e 

20 at t h i s p o i n t , b u t , t e c h n i c a l l y , I guess we could make 

21 an argument about t h a t . 

22 We come down t o Exxon's E x h i b i t No. 9 and 

23 t h a t f u l l y supports our p o s i t i o n on sand t h i c k n e s s . 

24 S t r u c t u r e i s s t i l l a matter of i n t e r p r e t a t i o n . I f we 

25 had reason, should the D i v i s i o n decide t h a t t h i s 
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1 Section 20 ought to be developed on 320-acre spacing, 

2 then the lay-down u n i t s are c e r t a i n l y much more 

3 a p p r o p r i a t e j u s t on sand t h i c k n e s s alone. 

4 Mr. Duncan's testimony t h i s morning p r e t t y 

5 much i n d i c a t e d , i f the w e l l i s d r i l l e d i n the 

6 no r t h e a s t q u a r t e r i n the n o r t h h a l f somewhere, t h a t 

7 i t ' s a c t u a l l y going t o d r a i n t h a t e n t i r e n o r t h h a l f on 

8 320 or even on 640-acre spacing. 

9 So w h i l e drainage i s -- some evidence of 

10 drainage has been presented, c e r t a i n l y the n o r t h h a l f 

11 i s going t o be drained adequately by a w e l l i n the 

12 n o r t h e a s t q u a r t e r or at Santc Fe's proposed l o c a t i o n . 

13 HEARING EXAMINER: Thank you, Mr. P a d i l l a . 

14 Mr. K e l l a h i n ? 

15 MR. KELLAHIN: Thank you, Mr. Examiner. I 

16 apologize f o r not doing t h i s awhile ago. I have 

17 o m i t t e d t o submit a copy of a C-101 from the D i v i s i o n 

18 f i l e s , and I'd l i k e the o p p o r t u n i t y t o reopen and 

19 submit E x h i b i t No. 13, Mr. Examiner, i f I might have 

20 your per m i s s i o n . 

21 E x h i b i t No. 13 i s the approved permit f o r 

22 d r i l l i n g the Siete w e l l i n the southwest q u a r t e r of 

23 Section 16, and i t has relevance to us i n t h i s case. 

24 I t ' s the one we have discussed as being the f i r s t 

25 a l t e r n a t i v e l o c a t i o n f o r the Siete w e l l . I'd l i k e to 
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1 submit t h i s . 

2 HEARING EXAMINER: Are ther e any 

3 o b j e c t i o n s , Mr. P a d i l l a ? 

4 MR. PADILLA: W e l l , the only o b j e c t i o n I 

5 have i s i t s a c t u a l relevance. This hearing doesn't 

6 consider and shouldn't consider the d r i l l i n g of the 

7 Siet e w e l l . That's not the one t h a t Santa Fe i s 

8 seeking t o d r i l l i n t h i s case at a l l . 

10 i n two re s p e c t s . One, Mr. W i l l i a m s , who was discussed 

11 here today as being the supervisor i n the d i s t r i c t 

12 o f f i c e who has suggested that, the w e l l i n 20 be p a r t 

13 of the Rock Tank Morrow, i n f a c t , approved on a 

14 w i l d c a t b a s i s , the south h a l f of Section 16 f o r the 

15 Siete w e l l which i s i n the a d j o i n i n g s e c t i o n , and the 

16 D i v i s i o n d i s t r i c t o f f i c e has made the judgment i n t h a t 

17 case t h a t t h i s w e l l should have been p a r t of the Rock 

18 Tank Morrow. 

19 We t h i n k i t ' s r e l e v a n t f o r t h a t purpose t o 

20 show you t h a t Sections 16 and 20 r e a l l y represent 

21 w i l d c a t Morrow t e s t s i n t h i s area and are not 

22 associ a t e d w i t h the Rock Tank Morrow 640 gas spacing 

2 3 p o o l . 

24 HEARING EXAMINER: Mr. P a d i l l a , any — 

25 MR. PADILLA: Nothing f u r t h e r . 

9 MR. KELLAHIN: Mr. Examiner, i t ' s r e l e v a n t 
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1 HEARING EXAMINER: I'm going t o go ahead 

2 and admit Exxon's E x h i b i t No. 13 i n t o evidence at t h i s 

3 p o i n t . We d i d discuss i t , and I f e e l i t does have a 

4 l i t t l e b i t of relevance i n t h i s p a r t i c u l a r m a t t e r . 

5 Mr. K e l l a h i n ? 

6 MR. KELLAHIN: Thank you, Mr. Examiner. 

7 This i s a f r u s t r a t i n g case, Mr. Examiner. 

8 I f e e l l i k e A l i c e i n Wonderland, and I've j u s t gone 

9 down the hole w i t h the bunny r a b b i t . A l l the t h i n g s 

10 t h a t Santa Fe has r a i s e d t o us as reasons why we can't 

11 do what i s agreed upon between the two g e o l o g i s t s as 

12 the best g e o l o g i c s o l u t i o n f o r the development of the 

13 s e c t i o n has some b u r e a u c r a t i c excuse as to why we 

14 ought to not do what i s a p p r o p r i a t e . I t g a l l s me no 

15 end t o have surface excuses being made t o j u s t i f y why 

16 you're p i c k i n g l o c a t i o n s when you're t r y i n g t o 

17 minimize the r i s k i n deep gas Morrow w e l l s . 

18 I t h i n k i t ' s i n a p p r o p r i a t e , and I don't 

19 t h i n k t h i s D i v i s i o n should or needs t o make d e c i s i o n s 

20 based upon the topography or what the Bureau of Land 

21 Management's r u l e s and r e g u l a t i o n s say about whether 

22 or not t h e y ' l l communitize a s e c t i o n . 

23 Fundamentally, we have agreement between 

24 the g e o l o g i s t s , but I take issue w i t h Mr. S e l l e r ' s 

25 geology, very q u i c k l y . He has isopached a Sequence 2 
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2 to your d e c i s i o n . He has shown you a zone t h a t i n the 

3 Hanagan w e l l , f o r which he has the g r e a t e s t net 

4 ^ p o r o s i t y shown on h i s d i s p l a y , the g r e a t e s t area of 

5 red shading, i t ' s been t e s t e d . I t ' s a wet w e l l . And 

6 yet he maps t h a t as one of the key w e l l s by which he's 

7 demonstrating the r e s e r v o i r t h i c k n e s s as he maps i t 

8 through the s e c t i o n . 

9 I t ' s c r i t i c a l to make good judgments about 

10 deep gas w e l l s i n these h i g h - r i s k areas. But the 

11 f i r s t judgment you need t o make i s the s e p a r a t i o n of 

12 Rock Tank from Section 20. Mr. S e i l e r has concurred 

13 w i t h Mr. Tate, and we b e l i e v e t h a t you p r o c e d u r a l l y 

14 have a s u f f i c i e n t v e h i c l e by which you can exclude 

15 Section 20 from the op e r a t i o n s of the 640 spacing i n 

16 Rock Tank . 

17 The only petroleum engineer to t e s t i f y 

18 before you today i s Mr. Duncan, and he has t o l d you 

19 t h a t i n the Rock Tank Morrow, h i s a n a l y s i s of the 

20 average drainage areas of those w e l l s are 

21 s i g n i f i c a n t l y less than 640, and t h a t we're nearing 

22 d e p l e t i o n of t h a t r e s e r v o i r . G e o l o g i c a l l y , you have 

23 had shown t o you t h a t the c l o s e s t producing w e l l s i n 

24 Rock Tank i n r e l a t i o n s h i p to Section 20 are wet. 

25 I t h i n k you can, w i t h confidence, exclude 
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1 Section 20 from the Rock Tank Morrow even though i t 

2 has p h y s i c a l surface p r o x i m i t y t o t h a t p o o l . I t does 

3 us no good t o space t h i s on 640 gas spacing. That's 

4 not the c o n v e n t i o n a l , standard, t y p i c a l gas spacing 

5 f o r the Morrow. 640 gas spacing i s an anomaly. I t 

6 happened a long time ago. And I don't see any reason 

7 j u s t i f i e d by the f a c t s of t h i s case to perpetuate t h a t 

8 kind of mistake. Nobody wants i t , and we t h i n k we've 

9 given you an o p p o r t u n i t y not t o r e q u i r e i t here. A l l 

10 of our witnesses have i n d i c a t e d t o you t h a t t h e r e ' s 

11 p o t e n t i a l f o r waste i f you set up development of 

12 Section 20 w i t h simply one w e l l . 

13 Mr. Duncan has t e s t i f i e d before you t h a t 

14 t h e r e are s u f f i c i e n t gas reserves as he's c a l c u l a t e d 

15 based upon Mr. Tate's mapping of the geology t o 

16 support the development of two w e l l s . We need two 

17 w e l l s i n t h i s s e c t i o n . The question i s how t o o r i e n t 

18 the spacing u n i t s and how to l o c a t e those w e l l s . 

19 I s n ' t i t i n t e r e s t i n g t h a t the p a r t y t h a t 

20 was prepared t o be i n v o l v e d w i t h Siete i n the 

21 southwest qu a r t e r of 16 at a v i a b l e , approved surface 

22 l o c a t i o n f o r which has the g r e a t e s t r e s e r v o i r values 

23 i n terms of thi c k n e s s and s t r u c t u r e under Mr. S e l l e r ' s 

24 g e o l o g i c i n t e r p r e t a t i o n i s the one t h a t Santa Fe 

25 decided t o abandon when they made the judgment t o 
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1 reduce the r i s k i n v o l v e d i n d r i l l i n g the w e l l i n the 

2 area. And they sought t o share t h a t r i s k by moving i t 

3 over i n t o Section 20 where they only had 40 acres out 

4 of 600 . 

5 And they want to do i t c a p i t a l i z i n g on the 

6 procedures of compulsory p o o l i n g . They want to beat 

7 us up w i t h a compulsory p o o l i n g s t i c k when they are a 

8 m i n o r i t y p layer i n here. And they have the g a l l to 

9 come i n here and t e l l us how we ought to space and 

10 o r i e n t these w e l l s , h i d i n g behind some topographic 

11 exception or e x c l u s i o n t h a t precludes the d r i l l i n g of 

12 the w e l l at the best l o c a t i o n . 

13 The only competent witness t h a t has been 

14 before you today i s Mr. F i l l , and he i s the only 

15 witness t h a t t e s t i f i e d before you t h a t has been on the 

16 s u r f a c e . His job and one of the primary f u n c t i o n s he 

17 serves f o r Exxon i s t o f i n d s u i t a b l e topographic 

18 l o c a t i o n s f o r w e l l s . He's found one. He says i t 

19 works f i n e . He says the rancher has got a w i n d m i l l 

20 down i n the area. That t h i n g i s working, f u n c t i o n i n g , 

21 and i t e x i s t s , d e s p i t e Mr. S e l l e r ' s concern about 

22 humongous boulders r o l l i n g down every 100 years i n the 

23 magic f l o o d . I don't t h i n k t h a t ' s a j u s t i f i c a t i o n . 

24 I t ' s simply an excuse. 

25 I f they t r u l y b e l i e v e d what they ' r e t e l l i n g 
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i 1 us, then where i s t h e i r d r i l l i n g engineer to come i n 

2 here and demonstrate t o us t h a t they cannot 

3 d i r e c t i o n a l l y d r i l l from the c l o s e s t s u i t a b l e surface 

4 l o c a t i o n t o the bottom hole l o c a t i o n t h a t Mr. S e i l e r 

5 t e l l s us t h i s w e l l ought to be? 

6 I f we are the m a j o r i t y i n t e r e s t owner i n 

7 t h i s s e c t i o n , I t h i n k we ought t o have the choice 

8 about the o r i e n t a t i o n of the spacing u n i t at the very 

9 l e a s t . I f t h a t o r i e n t a t i o n i s a n o r t h h a l f on 320 

10 spacing, i t doesn't matter to Santa Fe. They have no 

11 i n t e r e s t i n the south h a l f . I f i t ' s an e a s t - h a l f 

12 o r i e n t a t i o n , they have no i n t e r e s t i n the west h a l f . 

13 We are the ones stuck w i t h t r y i n g t o 

14 develop the second w e l l . And the o r i e n t a t i o n they 

15 have s e l e c t e d f o r t o p o g r a p h i c a l excuses and 

16 b u r e a u c r a t i c reasoning behind the BLM judgment on how 

17 t o preserve t h e i r lease p o s i t i o n precludes us the 

18 o p p o r t u n i t y f o r a second w e l l , and we t h i n k t h a t ' s 

19 u n f a i r . 

20 The best geology t e l l s you t h a t Mr. Tate 

21 has th o r o u g h l y and c a r e f u l l y analyzed t h i s area, and 

22 the t r a d e - o f f between s t r u c t u r e and r e s e r v o i r 

23 t h i c k n e s s gives him the best l o c a t i o n s i n the 

24 n o r t h e a s t q u a r t e r and the northwest. 

25 And desp i t e what Mr. S e i l e r has t o l d you, 
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1 I t h i n k he's made the same judgment. His f i r s t 

2 l o c a t i o n was the nor t h e a s t q u a r t e r . When he found 

3 t h a t the -- he says he can't get a t o p o g r a p h i c a l 

4 l o c a t i o n f o r a surface i n the n o r t h e a s t , he d i d n ' t go 

5 t o the southeast. He went to the northwest. His 

6 second best l o c a t i o n i s our second best l o c a t i o n . We 

7 want the w e l l i n the northwest f o r the second w e l l . 

8 He's i n agreement w i t h us. 

9 We don't deny Santa Fe the r i g h t , even as a 

10 6 percent owner i n the s e c t i o n , t o fo r c e pool us. We 

11 t h i n k i t ' s premature. We t h i n k i t ' s h i g h l y r i s k y not 

12 t o do seismic and develop t h i s i n a prudent, c a r e f u l 

13 way, but they've got the r i g h t to pool us. You can 

14 have 1 percent i n t e r e s t , and you know you can get 

15 pooled. You can pool the r e s t of them. 

16 We're not seeking o p e r a t i o n s from them. We 

17 don't d i s p u t e any of the other o p e r a t i o n s , d e t a i l s , 

18 the cost or anything e l s e , but we say we ought t o have 

19 a m a j o r i t y say i n the o r i e n t a t i o n of the spacing u n i t 

20 so t h a t we're not locked out of what we t h i n k i s the 

21 best spacing u n i t f o r the s e c t i o n w e l l , and t h a t ' s a l l 

22 we're asking you t o do f o r us, and we t h i n k i t ' s f a i r 

23 and reasonable, and we would a p p r e c i a t e such an 

24 orde r . Thank you. 

25 HEARING EXAMINER: Thank you, Mr. 
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1 K e l l a h i n . I'm going to request both of you submit me 

2 a rough d r a f t order. 

4 now is a good time to maybe bring it up. I wish I had \ 

5 my l e g a l counsel here t o help me out on what I'm j 

6 asking f o r , but perhaps was ther e some s o r t of 

7 precedents i n the past i n t h i s s t a t e i n the . 
i 

8 co n s e r v a t i o n r u l e s as i t a p p l i e s to the m u l t i p l e use 

9 on f e d e r a l lands, and the r u l e s and r e g u l a t i o n s t h a t J 

10 are put out by the BLM on the surface use, and how 

11 w e l l l o c a t i o n requirements deal w i t h the co n s e r v a t i o n : 

12 of o i l and gas. And j u s t l i k e what you mentioned, 

13 perhaps they could a f f e c t the o i l and gas reserves i n I 

14 which i s not but t o d r i l l i n the best l o c a t i o n , and 

15 not g e t t i n g the best reserves. 

16 I'd l i k e some s o r t of a b r i e f from both you 

17 gentlemen answering t h i s q u e s t i o n . What's happened i n 

18 the past? How should we go on t h i s ? This has been a 

19 b i g concern. I've d e a l t w i t h four BLM o f f i c e s , two 

20 Forest Service o f f i c e s , one Bureau of Reclamation 

21 o f f i c e , and two I n d i a n r e s e r v a t i o n s on t h i s same 

22 q u e s t i o n , day i n and day out. I'd l i k e something from 

23 you gentlemen from the i n d u s t r y s t a n d p o i n t on t h i s 

3 Also, t h i s b r i n g s up another q u e s t i o n , and 

24 p a r t i c u l a r i s s u e . 

25 MR. KELLAHIN: We'll do our best, Mr. 

CUMBRE COURT REPORTING 
(505) 984-2244 



229 

1 Examine r . 

2 MR. PADILLA: I can't say t h a t w e ' l l be 

3 able to reach any r e s o l u t i o n , Mr. Examiner, as to what 

4 d e c i s i o n the BLM w i l l take on a pre-emption or t h a t 

5 k i n d of r i g h t , b u t , c e r t a i n l y , w e ' l l respond t o t h a t 

6 request. 

7 HEARING EXAMINER: Gentlemen, everybody, 

8 get ready, i t ' s coming. Nobody has t a l k e d about the 

9 archeology. I d i d n ' t ask i t today. 

10 MR. PADILLA: I can t e l l you — 

11 HEARING EXAMINER: What you guys are 

12 l o o k i n g at here i n Carlsbad, i f t h i s was i n 

13 Farmington, b e l i e v e me --

14 MR. PADILLA: I had a c l i e n t have two d r i l l 

15 s i t e s r e j e c t e d based on archeology w i t h i n the l a s t 

16 month. 

17 HEARING EXAMINER: I n the Carlsbad area? 

18 MR. PADILLA: In the Farmington area. 

19 HEARING EXAMINER: What you guys are seeing 

20 i n Carlsbad i s a deep heart compared t o what t h i s was 

21 i f i t were i n Farmington. 

22 Gentlemen, I ap p r e c i a t e i t . I f t h e r e ' s 

23 n o t h i n g f u r t h e r --

24 MR. PADILLA: Before you close the r e c o r d , 

25 Mr. Examiner, I want to make sure t h i s l a s t e x h i b i t 
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1 was E x h i b i t 12 or 13. 

2 MR. KELLAHIN: E x h i b i t 13, I t h i n k ; 12 was 

3 the n o t i c e we sent. 13 was the Exxon e x h i b i t . 

4 HEARING EXAMINER: I f t h e r e ' s n o t h i n g 

5 f u r t h e r , Case Nos. 9832 and 9797 w i l l both be taken 

6 under advisement. I'm going to leave the record open 

7 pending the rough d r a f t orders and the b r i e f s . 

8 What kind of a time p e r i o d , gentlemen? 

9 Middle of next month? 

10 MR. KELLAHIN: That would be h e l p f u l t o 

11 me. I t would take me t h a t long t o put i t t o g e t h e r . 

12 Middle of December. 

13 HEARING EXAMINER: Okay. 

14 MR. PADILLA: Middle of December or 

15 January? 

16 HEARING EXAMINER: December. 

17 MR. KELLAHIN: What do we want t o use f o r a 

18 date? 

19 HEARING EXAMINER: The 15th? 

20 Thank you, gentlemen. 

21 In t h a t case, hearing adjourned. 

22 

23 

24 

25 
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