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A P P E A R A N C E S 

FOR THE DIVISION: 

ROBERT G. STOVALL 
Atto r n e y a t Law 
Legal Counsel t o the D i v i s i o n 
State Land O f f i c e B u i l d i n g 
Santa Fe, New Mexico 87 504 

FOR THE APPLICANT: 

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

ALSO PRESENT: 

JAMES MORROW 
Chief Engineer 
O i l Conservation D i v i s i o n 
State Land O f f i c e B u i l d i n g 
Santa Fe, New Mexico 87504 

* * * 

CUMBRE COURT REPORTING 
(505) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

3 

I N D E X 

Page Number 

Appearances 2 

E x h i b i t s 4 

GLEN BROWN 

D i r e c t Examination by Mr. K e l l a h i n 5 

Examination by Examiner Stogner 24 

CLARK VICKERS 

D i r e c t Examination by Mr. K e l l a h i n 28 

Examination by Examiner Stogner 3 5 

RICHARD COATS 

D i r e c t Examination by Mr. K e l l a h i n 39 

Examination by Mr. Stogner 41 

C e r t i f i c a t e of Reporter 43 

* * * 

CUMBRE COURT REPORTING 
(505) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

^ 4 

E X H I B I T S 

APPLICANT'S EXHIBITS: 

E x h i b i t 1 6 

E x h i b i t 2 13 

E x h i b i t 3 16 

E x h i b i t 4 17 

E x h i b i t 5 19 

E x h i b i t 6 2 3 

E x h i b i t 7 31 

E x h i b i t 8 39 

E x h i b i t 9 40 

* * * 

CUMBRE COURT REPORTING 
(505) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

5 

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

at 8:28 a.m.: 

EXAMINER STOGNER: C a l l next case, Number 

9996. 

MR. STOVALL: A p p l i c a t i o n of TXO Production 

f o r an unorthodox o i l w e l l l o c a t i o n , Eddy County, New 

Mexico. 

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

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

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

Aubrey, appearing on behalf of the A p p l i c a n t , and I 

have t h r e e witnesses t o be sworn. 

EXAMINER STOGNER: Are the r e any other? 

I f not, w i l l the witnesses please stand t o be 

sworn? 

(Thereupon, the witnesses were sworn.) 

EXAMINER STOGNER: Mr. Kell a h i n ? 

MR. KELLAHIN: Thank you, Mr. Examiner. 

GLEN BROWN. 

the witness h e r e i n , a f t e r having been f i r s t d uly sworn 

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

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Brown, f o r the record would you please 

s t a t e your name and occupation? 

CUMBRE COURT REPORTING 
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A. Glen Brown, petroleum g e o l o g i s t . 

Q. Mr. Brown, on p r i o r occasions have you 

t e s t i f i e d before the D i v i s i o n as a petroleum g e o l o g i s t ? 

A. Yes, I have. 

Q. Pursuant t o your employment as a g e o l o g i s t by 

TXO, have you made a study of t h i s p a r t i c u l a r Delaware 

pool and the geologic data a v a i l a b l e t o you? 

A. I have. 

Q. Based upon t h a t study, have you reached 

c e r t a i n conclusions w i t h regards t o the optimum 

l o c a t i o n i n which t o d r i l l a w e l l f o r the spacing u n i t 

i n v o l v e d i n Section 18, Township 20 South, Range 29 

East of Eddy County, New Mexico? 

A. Yes, I have. 

MR. KELLAHIN: Mr. Examiner, we tender Mr. 

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

EXAMINER STOGNER: Mr. Brown i s so q u a l i f i e d . 

Q. (By Mr. Ke l l a h i n ) To o r i e n t the Examiner as 

t o t h e o b j e c t i v e s of your company w i t h regards t o t h i s 

p a r t i c u l a r A p p l i c a t i o n , Mr. Brown, would you take what 

i s marked as TXO E x h i b i t Number 1 — 

A. Yes. 

Q. — and i d e n t i f y t h a t f o r us? 

A. This i s a production study of a 12-section 

area immediately surrounding the proposed l o c a t i o n . 

CUMBRE COURT REPORTING 
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Q. I d e n t i f y f o r us the color code by which we 

i d e n t i f y the various pools or formations from which 

these wells produce or were d r i l l e d . 

A. I point your att e n t i o n , i n the bottom l e f t -

hand corner of the map, to the color code. The 

important formation f o r t h i s hearing th a t we're 

involving would be the Delaware, which i s colored i n 

red. 

Q. Give us the chronology, Mr. Brown, of your 

company's e f f o r t s to f i n d Delaware production and then 

subsequently d r i l l and develop further producing 

Delaware o i l wells. 

A. I f I can point you out t o TXO Production 

Yates Federal Number 3, i t ' s i n the southwest of the 

northwest of Section 17, r i g h t i n the very middle of 

the map. 

That well was recompleted to the Delaware 

sands. I t was formerly a Morrow producer. I t was 

recompleted i n , I believe, September of l a s t year. We 

recompleted that w e l l . I t ' s currently made 9700 

barrels of o i l . I t makes 37 barrels of o i l per day, 

and 90 barrels of water. 

Q. Prior to the recompletion of that w e l l i n 

September of 1989 to Delaware production, was there any 

other w e l l capable of Delaware production w i t h i n the 

CUMBRE COURT REPORTING 
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immediate v i c i n i t y of Section 17 or 18? 

A. There was not. That was the f i r s t e f f o r t t o 

develop Delaware p o t e n t i a l i n t h i s area. 

Our second e f f o r t was i n d r i l l i n g t he TXO 

Production Yates Federal Number 6 w e l l , which i s 

loc a t e d i n the northeast of the southeast q u a r t e r of 

Section 18. And y o u ' l l note the dry-hole symbol t h e r e . 

I t was an unsuccessful development attempt of a 

r e s e r v o i r t h a t turned out t o be q u i t e a b i t more 

v a r i a b l e than we thought. 

A f t e r we d r i l l e d t h i s dry hole, we f e l t t h a t 

we needed t o reduce the r i s k s of f u r t h e r development of 

Delaware p o t e n t i a l i n the f i e l d . We recognized t h a t 

t h a t p o t e n t i a l was behind pipe i n our Number 4 w e l l , 

which i s i n the southeast of the northeast of Section 

18. Y o u ' l l note t h a t i t i s a blue and green c o l o r on 

t h i s map. I t produces c u r r e n t l y from the Strawn 

f o r m a t i o n . 

We noted a t t h a t time t h a t the Strawn had 

reserves t h a t would be producing f o r a p e r i o d of 10 

years or more. The dec i s i o n on present-day value was 

made t o d r i l l the Yates Federal Number 10, which i s a 

300-foot d i r e c t n o r t h o f f s e t t o t h a t w e l l . Y o u ' l l note 

the red Delaware c o l o r . 

That w e l l was d r i l l e d i n the s p r i n g of t h i s 
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year, i n February. That w e l l has now cum'd 10,700 

b a r r e l s of o i l . I t c u r r e n t l y makes 95 b a r r e l s of o i l a 

day and no water. 

What I ' d l i k e t o present t o you today i s the 

maps t h a t w i l l show you t h a t , f i r s t of a l l , the 

Delaware production i s coming from a somewhat e r r a t i c 

s t r a t i g r a p h i c i n t e r v a l — i t obviously changed on us i n 

our Number 6 l o c a t i o n t o the south where i t was dry — 

and t h a t an optimum l o c a t i o n t h a t we propose t o you, 

the Yates Federal Number 16, i s i n a l o c a t i o n t h a t 

should i n f a c t encounter two d i f f e r e n t Delaware sands 

t h a t are producing i n the Number 3 and the Number 10, 

and also f i n d t h a t — those sands a t a s t r u c t u r a l 

p o s i t i o n t h a t i s s i m i l a r t o the pr o d u c t i o n i n Section 

— i n those two w e l l s , 3 and 10. 

I f I can c a l l you t o — 

Q. Let me ask you a few questions on the 

pro d u c t i o n map before we complete t h i s e x h i b i t , Mr. 

Brown. 

What i s the exact footage l o c a t i o n of the 

proposed w e l l t h a t you're seeking approval f o r ? 

A. I t would be 2540 f e e t from the south l i n e and 

100 f e e t from the east l i n e of Section 18. I t ' s 

i d e n t i f i e d on your map and on a l l maps as "proposed 

l o c a t i o n , " and i t has a small red dot. 
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Q. That would put i t 100 f e e t o f f the s e c t i o n 

l i n e between 17 and 18? 

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

Q. And i t would be a hundred f e e t o f f , then, the 

qu a r t e r quarter l i n e t h a t separates the n o rtheast 

southeast q u a r t e r from the southeast northeast quarter? 

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

Q. When we look a t the w e l l i n the southwest 

q u a r t e r of 17, the Number 5 w e l l — 

A. Yes. 

Q. — shown as a Morrow producer — 

A. Right. 

Q. — have you examined a l o g i n t h a t w e l l i n 

order t o determine what i n f o r m a t i o n i s a v a i l a b l e t o you 

on p o t e n t i a l Delaware l o c a t i o n s i n the southwest 

q u a r t e r of 17? 

A. Yes. As a matter of f a c t , t h a t ' s the f i n a l 

step i n the chronology t o date t h a t I had f o r g o t t e n t o 

mention before. The Delaware s e c t i o n i n t h a t w e l l was 

never logged when the w e l l was d r i l l e d i n — I b e l i e v e 

i t was 1982. 

TXO went back i n t h a t w e l l , plugging out the 

Morrow, and logged the Delaware s e c t i o n about a month 

ago. And we found the same sands t h a t are p r o d u c t i v e 

i n t h e w e l l s t o the northwest, but we found them a l l t o 
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be water-bearing. We took s i d e w a l l cores and ran 

e l e c t r i c logs and found no o i l s a t u r a t i o n a t a l l i n 

t h a t w e l l b o r e . 

The lack of any s a t u r a t i o n a t a l l created 

q u i t e — somewhat of a concern t o us t h a t t h a t w e l l i s 

s t r u c t u r a l l y downdip, approximately 60, 70 f e e t , and 

thus the s t r u c t u r a l element of the p l a y became q u i t e a 

b i t more important w i t h the lack of o i l s a t u r a t i o n i n 

t h a t w e l l b o r e . 

So t h e r e f o r e our c u r r e n t l o c a t i o n a l s o has t o 

s a t i s f y maximum s t r u c t u r a l p o s i t i o n . 

Q. What i s the pool from which these w e l l s 

produce and t o which t h e i r production i s dedicated? 

This i s an undesignated Burton Delaware p o o l , i s i t ? 

A. I'm not sure. 

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

THE WITNESS: Okay. 

Q. (By Mr. K e l l a h i n ) I t ' s 40-acre spacing? 

A. Right, s t a t e w e l l . 

Q. You have a producing Delaware w e l l i n Section 

17 on 40-acre spacing? 

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

Q. I n the southwest of the northwest? 

A. Yes. 

Q. And then you have, I guess, 40-acre o f f s e t t o 
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the west i n the Number 10 we l l , correct? 

A. That's correct, which i s — I t ' s 300 feet 

north of the standard 4 0 location. 

Q. The Number 6 well i n the northeast of the 

southeast of 18 i s on the same 40-acre t r a c t as the 

proposed location? 

A. That's correct. 

Q. Within t h i s immediate v i c i n i t y , then, the 

only remaining 40-acre spacing u n i t t h a t might be 

d r i l l e d would be the northwest of the southwest of 17? 

A. That's correct. 

Q. Summarize f o r us your conclusions 

geologically as to why you don't move to a standard 

location i n that 40-acre t r a c t i n order to d r i l l the 

next Delaware pool w e l l . 

A. Well, i n short, we have a s t r u c t u r a l r i s k 

t h a t would — based on the f a c t that you're between 

those Delaware producers and t h i s Number 5 well t h a t 

had no o i l saturation, you would i n t e r p r e t t h a t i t 

would be anywhere from 20 to 40 feet low t o the known 

producers. 

And at t h i s time, we can extrapolate the 

known o i l contact from the northwest, and the known 

water contact from the southeast, but we don't know 

where the actual contact i s , and so i t introduces an 
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element of r i s k a t t h i s time i n development t h a t we 

f e e l i s — w i t h t h a t , on top of the s t r a t i g r a p h i c r i s k , 

t e l l s us t h a t we r e a l l y economically have t r o u b l e 

d r i l l i n g a w e l l there a t t h i s time. 

Q. Based upon your study, then, can you 

recommend t o your management t h a t your company d r i l l a 

Delaware w e l l i n the northwest of the southwest of 17 

at a standard l o c a t i o n ? 

A. I cannot recommend t h a t a t t h i s time. 

Q. Let's go through some of your other d i s p l a y s , 

Mr. Brown, and see the s p e c i f i c d e t a i l s of your study 

and your conclusions as t o various aspects of t h a t 

study. 

Let me d i r e c t your a t t e n t i o n t o the s t r u c t u r e 

map which i s marked as E x h i b i t Number 2. 

A. Yes. 

Q. I d e n t i f y and describe f o r us the important 

i n f o r m a t i o n t o you as a g e o l o g i s t t h a t causes you t o 

conclude t h a t the proposed l o c a t i o n i s the next best 

l o c a t i o n i n which t o d r i l l . 

A. Well, i f you note t h a t the s t r u c t u r a l 

p o s i t i o n of — Well, f i r s t of a l l , t h i s i s a s t r u c t u r e 

map on the base of the producing sand i n t e r v a l . 

We are l o s i n g the sand as we proceed up i n 

the northwest d i r e c t i o n , so a marker below t h a t p o i n t 
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where the sands are l o s t i s necessary t o make a more 

complete map. 

I t r e f l e c t s very w e l l the p o s i t i o n s of the 

producing sands themselves. 

What y o u ' l l f i n d i s t h a t the two producers — 

the Yates Federal Number 3 i s a t a minus 89 datum below 

sea l e v e l , the Number 10 i s a t a minus 83. 

What I ' l l show you l a t e r on the cross-

s e c t i o n , the Number 4, which we twinned, i s a t a minus 

99, and i t has both of the pay sands t h a t are producing 

i n the 3 and 10 and by log c a l c u l a t i o n shows t o be 

e n t i r e l y p r o d u c t i v e . Therefore the minus 100 l i n e t h a t 

you see darkened i s a c r i t i c a l l i n e f o r knowing t h a t 

the sands, i f encountered, would be t o t a l l y f i l l e d w i t h 

hydrocarbons. 

Q. When we look a t the Number 6 w e l l — 

A. Yes. 

Q. — j u s t t o the southwest of the proposed 

l o c a t i o n , t h a t was a t a s t r u c t u r a l p o i n t of a minus 78? 

A. That's c o r r e c t . I t was i n a fa v o r a b l e 

s t r u c t u r a l p o s i t i o n t o produce, however the sands were 

not present. And w e ' l l see t h a t on our isopach as we 

go along. 

Q. Compare f o r us the r e l a t i v e m e r i t s of the 

s t r u c t u r a l p o s i t i o n between the proposed l o c a t i o n and 
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the c l o s e s t standard l o c a t i o n i n the 40-acre o f f s e t t o 

the east i n 17. 

A. We're on 20-foot contour i n t e r v a l s here. You 

can see t h a t a standard l o c a t i o n i n the northwest of 

the southwest of 17 would f a l l a t approximately minus 

130. I t would be between the minus 120 and 140 contour 

l i n e s . 

Q. And t h a t w i l l g ive you a v e r t i c a l d i f f e r e n c e 

i n s t r u c t u r e between the proposed l o c a t i o n and t h a t 

l o c a t i o n of what? 

A. I n excess of 30 f e e t . 

Q. Why i s 3 0 f e e t c r i t i c a l t o you? 

A. The pay thicknesses t h a t we're d e a l i n g w i t h 

are i n the 20- t o 3 0-foot thickness range. Well, one 

of t h e sands a c t u a l l y gets t o 38 f e e t i n t h i c k n e s s . 

But the — I t i s poss i b l e t o go t h a t f a r downdip and 

encounter no hydrocarbons whatsoever, or a p a r t i a l l y 

f i l l e d sand. And since the r e s e r v o i r s need t o be sand-

f r a c ' d , any amount of water i n the sand i n t e r v a l would 

make the production q u i t e a b i t less economic because 

of t h e associated water. 

Q. Are we deali n g w i t h the same Delaware sand i n 

each of these wells? 

A. There are two d i f f e r e n t sands. I've r e f e r r e d 

t o them as a "B" and a "C" sand and have separate 
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isopachs f o r p r e s e n t a t i o n of those. 

Q. A l l r i g h t . Let's t u r n t o your isopach. Let 

me have you i d e n t i f y and describe, Mr. Brown, TXO 

E x h i b i t Number 3. 

A. E x h i b i t Number 3 i s an isopach map of the 

Delaware "B" sand. I t i s the sand, the s p e c i f i c sand 

t h a t produces i n the Number 3 w e l l , t he f i r s t w e l l t h a t 

we recompleted i n the f i e l d . 

Q. Delaware "B" sand means what i n terms of a l l 

sands i n the Delaware? Where i s i t i n r e l a t i o n t o the 

others? 

A. I t ' s one of the uppermost sands, as they 

commingle and i n t e r f i n g e r w i t h the r e e f complex. 

Q. Where would the "A" sand be i n r e l a t i o n t o 

the "B" sand? 

A. The "A" sand i s below the "B", "C" sand i s 

above the "B". 

Q. I n t h i s p a r t i c u l a r area, you're d e a l i n g w i t h 

Delaware "B" sand and "C" sand? 

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

Q. Use E x h i b i t Number 3 and show us those w e l l s 

t h a t are productive from the "B" sand. 

A. The only w e l l t h a t i s pr o d u c t i v e i s again our 

Yates Federal Number 3 w e l l i n the southwest of t h e 

northwest of 17. 

CUMBRE COURT REPORTING 
(505) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

17 

Q. When we look a t the "C" sand map i n a minute, 

what w e l l are we going t o be l o o k i n g a t t h a t produces 

from t h a t sand? 

A. The Number 10 i s the only w e l l t h a t produces 

from t h a t i n t e r v a l . 

Q. What do you conclude from isopaching the "B" 

sand on E x h i b i t Number 3? 

A. The producing i n t e r v a l i n the Number 3 w e l l 

i s 20 f e e t i n thickness. The proposed l o c a t i o n , as 

mapped, should be s l i g h t l y t h i c k e r than 20 f e e t , so an 

improvement of thickness i s a n t i c i p a t e d from the Number 

3 w e l l . 

Q. Compare your proposed l o c a t i o n t o the c l o s e s t 

standard l o c a t i o n i n the northwest of the southwest of 

17 i n terms of pay thickness f o r the "B" sand. 

A. I t h i n k they would be very s i m i l a r i n pay 

thi c k n e s s . 

Q. Okay, so comparison of the "B" sand thickness 

i s not the dec i d i n g c r i t e r i o n by which t o determine 

t h i s proposed l o c a t i o n over the next c l o s e s t standard 

l o c a t i o n ? 

A. That's c o r r e c t , t h a t ' s c o r r e c t . I expect 

them both t o encounter sand. I t ' s whether they c o n t a i n 

hydrocarbons or not. 

Q. Okay. Let's t u r n t o your a n a l y s i s of the "C" 
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sand. Describe f o r us what you have done. 

A. The "C" sand map, as mentioned before, 

produces from the Yates Federal Number 10 i n the 

northeast o f 18, noted by the red c o l o r . I t produces 

from 37 f e e t of Delaware sand. 

The isopach map t h a t you see here i s p o r o s i t y 

g r e a t e r than or equal t o 12 percent. I f o r g o t t o 

mention t h a t on the previous map; t h a t ' s t he same 

c u t o f f . 

And what t h i s shows i s t h a t the Number 3 w e l l 

does not have any of t h i s sand present, and we would 

a n t i c i p a t e i n our proposed l o c a t i o n t o encounter 40 

f e e t of t h i s sand i n t e r v a l . 

Q. I d e n t i f y f o r us the basis f o r l o c a t i n g what 

i s i d e n t i f i e d as the lowest known o i l ; i t ' s the green 

l i n e on the d i s p l a y . 

A. Yes. 

Q. What are you doing and what do you show? 

A. The lowest known o i l l i n e i s taken, and what 

we have i s , we have a — by combining the s t r u c t u r a l 

map t h a t we've looked a t as E x h i b i t Number 2 and the 

pay thickness t h a t we have i n the Yates Federal Number 

10 w e l l , what t h a t r e f l e c t s i s an o i l column 37 f e e t i n 

th i c k n e s s , and t h a t i s a combined l i n e taken from the 

s t r u c t u r a l contour t h a t we see on the s t r u c t u r e map a t 
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a p o s i t i o n 37 f e e t downdip from t h a t w e l l . 

So a t t h a t p o i n t we know t h a t t h e r e i s o i l 

column down t o t h a t p o i n t . 

I n a s i m i l a r fashion, the Yates Federal 

Number 5 has 12 f e e t of pay, and i t ' s completely f i l l e d 

w i t h water. We know t h a t the water probably would 

e x i s t a t l e a s t 12 f e e t updip from t h a t p o s i t i o n , so 

t h a t r e f l e c t s the s t r u c t u r a l contour p o s i t i o n of known 

water, where the a c t u a l contact i n between i s unknown. 

Note t h a t the proposed l o c a t i o n i s i n a 

fav o r a b l e s t r u c t u r a l p o s i t i o n . We noted p r e v i o u s l y 

t h a t i t should be f l a t t o the producers and should be 

above the known o i l l i n e a t t h i s time. 

Q. What's the purpose of the c i r c l e s around the 

two w e l l s on E x h i b i t Number 4 as w e l l as the two w e l l s 

on E x h i b i t Number 3? 

A. I n both cases, i n both isopachs, the c i r c l e s 

r e f l e c t the c a l c u l a t e d drainage area f o r the producing 

sand i n t e r v a l , t o be discussed f u r t h e r by our r e s e r v o i r 

engineer a t a l a t e r p o i n t i n the testimony. They 

r e f l e c t a 25-acre r a d i u s , and they also — and we have 

put f o r convenience a 2 5-acre r a d i u s of drainage, 

proposed drainage area, around our proposed l o c a t i o n t o 

show t h a t they show l i t t l e i n t e r f e r e n c e . 

Q. Let's t u r n now t o E x h i b i t Number 5, Mr. 
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Brown. Would you i d e n t i f y and describe t h a t d i s p l a y 

f o r us? 

A. E x h i b i t 5 i s a 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 . 

Q. We need t o save one of the other d i s p l a y s out 

t o see the l i n e f o r the cross-section. 

A. That's c o r r e c t . E i t h e r one of the isopachs, 

E x h i b i t 3 or E x h i b i t 4, would have — i n f a c t a l l the 

maps have the cross-section o u t l i n e d . I t ' s a 

northeast-southwest t r e n d i n g c r o s s - s e c t i o n , B/B-prime. 

Y o u ' l l f i n d on t h i s c ross-section both of the producing 

Delaware w e l l s i n the area. 

The second w e l l from the r i g h t on the cross-

s e c t i o n i s the Yates Number 3. I t i s the f i r s t w e l l 

t h a t we recompleted i n the area. And y o u ' l l note the 

red p e r f i n d i c a t i o n on the cro s s - s e c t i o n . That zone i s 

producing from the "B" i n t e r v a l , as p r e v i o u s l y 

mentioned when discussing the isopach. 

The t h i r d w e l l from the r i g h t i s the Yates 

Federal Number 10, and we can see t h a t t h a t w e l l 

produces from a higher s t r a t i g r a p h i c i n t e r v a l than the 

Number 3 does, termed "C" sand i n t e r v a l . 

Q. Do you i n t e r p r e t any "A" or "B" p o t e n t i a l i n 

the Number 10 well? 

A. The "A" and "B" sands are not developed i n 

the Number 10 w e l l . They're — We're i n a dolomite 
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f a c i e s of the r e e f . 

Q. When we go back t o the Number 3 logs , do you 

i n t e r p r e t from analyzing the logs any of the "C" sand 

i n t h a t w ell? 

A. The "C" sand i s absent i n the Number 3 

wel l b o r e . 

Q. Okay. Let's go now t o the Number 4 w e l l on 

the cross s e c t i o n . 

A. I f you move t o the west, you can see the 

Yates Federal Number 4, which i s the w e l l t h a t we 

pr e v i o u s l y mentioned. We recognized i t had Delaware 

pay behind pipe but was a Strawn producer, and we 

el e c t e d t o t w i n t h a t w e l l w i t h the Number 10. So the 

dista n c e between the Number 10 l o g t h a t you see and the 

Number 4 i s only 3 00 f e e t . 

Q. That's surface — a h o r i z o n t a l surface 

d i s t a n c e of 300 f e e t — 

A. Yes. 

Q. — between those two wells? 

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

Q. What occurs i n the distance of 300 f e e t i n 

these w e l l s i n the "A", "B" and "C" sand? 

A. Well, what we can see i s t h a t i n the "C" sand 

there's a t h i c k e n i n g from 27 t o 37 f e e t i n the 300 

f e e t . And i n the "B" sand — The "B" sand and "A" 
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sands t o t a l l y disappear. So over a p e r i o d — over a 

distance of 300 f e e t , the r e s e r v o i r s f o r the "B" 

i n t e r v a l i s t o t a l l y gone. 

Q. How i s t h a t u s e f u l t o you as a g e o l o g i s t i n 

p i c k i n g the l o c a t i o n you've proposed i n t h e southeast 

of Section 18? 

A. Well, what we've — you know — Well, what 

you do know i s t h a t since the "B" sands are 

disappearing i n t h a t d i r e c t i o n t o the n o r t h , they 

probably would be developing b e t t e r as they come t o the 

south, and I guess the importance of the r e l a t i o n s h i p 

of these two w e l l s i s how q u i c k l y these sands can, i n 

f a c t , change over a 3 00-foot distance. That's r e a l l y 

what our l o c a t i o n exception i s a l l about, i s t h a t we 

want t o move about 300 f e e t from standard l o c a t i o n . 

Q. When we then continue t o the l e f t on the 

B/B-prime cross-section, you have your proposed 

l o c a t i o n — 

A. Yes. 

Q. — i n t e r p r e t e d through the cross-section? 

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

Q. And what does t h a t show you? 

A. I t shows t h a t we a n t i c i p a t e f i n d i n g both "B" 

and "C" sands, developed i n thicknesses comparable t o 

the producing i n t e r v a l i n the two w e l l s . 
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Q. A l l r i g h t . Let's turn now to Exhibit Number 

6, Mr. Brown. I d e n t i f y and describe t h i s display f o r 

us. 

A. Exhibit Number 6 i s cross-section A/A-prime, 

which i s a s t r u c t u r a l cross-section. I t ' s also 

indicated on a l l the accompanying maps as to i t s 

o r i e n t a t i o n . I t ' s a northwest/southeast cross-section 

going down the regional dip. I t goes through a 

Delaware show well to the northwest i n Section 7, 

through the Yates Federal Number 3 producer, down t o 

the Yates Federal Number 5 w e l l , which I mentioned 

e a r l i e r that we had recently logged and sidewall cored 

w i t h no o i l shows. 

The importance of t h i s cross section i s to 

show you the s t r u c t u r a l difference between the wells, 

to better i l l u s t r a t e the known water r e l a t i o n s h i p t o 

the southeast and the known o i l column. One can 

c l e a r l y see on the s t r u c t u r a l section that the "B" sand 

i s approximately 60 feet downdip from the known 

producers. 

Q. Summarize f o r us your geologic conclusions 

tha t have caused you to believe that the proposed 

location i s the optimum location i n which t o d r i l l the 

w e l l . 

A. The — In short, we're i n an area th a t the — 
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f o r the depth, 3700 feet, the wells are rather 

expensive. They have the Carlsbad casing programs that 

we have to deal with, which adds another $50,000 t o our 

dry-hole costs. 

So any location that we pick needs t o be an 

optimum location. And we're at the point i n the 

development of the play that we need t o maximize 

st r a t i g r a p h i c p o t e n t i a l for both of the sands t o 

develop and be i n a location that has l i t t l e or no 

st r u c t u r a l r i s k . 

Q. Were Exhibits 1 through 6 prepared by you or 

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

A. They were. 

MR. KELLAHIN: That concludes my examination 

of Mr. Brown. We would move the introduction of his 

Exhibits 1 through 6. 

EXAMINER STOGNER: Exhibits 1 through 6 w i l l 

be admitted i n t o evidence. 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. Mr. Brown, looking at your isopach maps — 

A. Yes, s i r . 

Q. — the water-contact l i n e and the oil-c o n t a c t 

l i n e seem to overlap each other. I s there some sort of 

a re l a t i o n s h i p between that and these two stringers? 
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Or at least that's what they appear t o me. 

A. They happen to be i n the approximate same 

po s i t i o n because of the — I n the Number 3 you have a 

thinner pay i n t e r v a l , and so you're 20 feet downdip 

from that w e l l . The Number 10 well i s located f u r t h e r 

t o the northwest but has a thicker pay i n t e r v a l . So 

therefore they happen to occur at approximately the 

same po s i t i o n . 

Q. This i s a f a i r l y r e l a t i v e l y new production i n 

the Delaware and i n the — What did we c a l l that? The 

Burton Delaware pool? 

A. Yes, i t i s . 

Q. And the discovery well i s the Number 3? 

A. That's correct. I t came on l i n e , I believe, 

i n September of l a s t year. 

Q. And your Number 10 well was your next one; i s 

that correct? 

A. Yes, next successful development w e l l . I n 

between those, we did d r i l l the dry-hole Number 6 w e l l , 

but i t was d r i l l e d i n February of t h i s year. 

Q. And that's when the "C" sand — 

A. That i s — 

Q. — was tested and produced. I t wasn't 

discovered because your Number 4 well d id penetrate i t , 

but p r i o r t o your Number 10; i s that correct? 
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A. Yes, i t was behind pipe on those l o g s . I t 

was already i d e n t i f i e d ; i t was j u s t a t w i n t o 

acc e l e r a t e recovery of those reserves. 

The present-day value of those reserves was 

close t o nothing, since there was a 10-year l i f e i n the 

Strawn remaining. So we d r i l l e d and developed those 

reserves. 

Q. Were you out there when both of these logs 

were run, or when the Number 10 l o g was run? 

A. Yes, I was. Well, a c t u a l l y , the Number 10, I 

was out of town. I had my g e o l o g i s t t h a t works f o r me 

on l o c a t i o n on t h a t p a r t i c u l a r w e l l , but i t was done 

under my sup e r v i s i o n . I was not the r e when the logs 

were run on the Number 3, l e t me c o r r e c t myself, 

because t h a t was an o l d l o g . I t was d r i l l e d i n 19- — 

Q. I t looks l i k e 1974? 

A. Right. I was not employed by TXO a t t h a t 

time. The workover was done a t my recommendation from 

e v a l u a t i o n of those logs, c l a r i f y t h a t . 

Q. What was your r e a c t i o n when you d i d n ' t see 

t h a t the "B" sand was there? 

A. Well, i t k i n d of bothered me. As you can 

see, i t introduces a c e r t a i n element of r i s k . Of 

course we — What we l o s t i n the "B" we gained i n the 

"C", so we weren't o v e r l y disappointed. We made a very 
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good w e l l . 

Q. Now, you show — I n the Number 10, you show a 

pe r f o r a t e d i n t e r v a l of — What i s th a t ? About — 

A. Well, i t has 37 f e e t of pay. The p e r f o r a t e d 

i n t e r v a l i s much smaller. I t ' s about 10 f e e t i n 

thi c k n e s s . 

Q. But you d i d t e s t a wider area or a l a r g e r 

spectrum than your p e r f o r a t e d i n t e r v a l ? 

A. Right. We r e s t r i c t e d the p e r f s t o the upper 

p a r t of t h a t . I t ' s k i n d of a long s t o r y , but i t has t o 

do w i t h the f r a c h e i g h t . 

We give t h i s a small f r a c treatment. And 

because the dolomites t h a t surround the sands are 

weaker i n f r a c s t r e n g t h than the sands themselves, i f 

you r e s t r i c t your p e r f s t o i n s i d e of the sand then you 

get a more e f f e c t i v e f r a c and you don't f r a c out of 

zone and get water. So t h a t ' s why we r e s t r i c t e d t he 

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

We do know t h a t the e n t i r e i n t e r v a l i s f u l l 

of hydrocarbons, because we took a f u l l core of t h i s 

i n t e r v a l , and we have high o i l s a t u r a t i o n s r i g h t t o the 

base of the sand. So we're p o s i t i v e t h a t i t i s 

e n t i r e l y f u l l . 

Q. Now, d i d you take a core sample j u s t of the 

"C" sand or the whole Delaware sand? 
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A. A c t u a l l y , the core was taken from — The core 

b a r r e l was put i n l a t e . I t picked up from about 3240 

and d r i l l e d 30 f e e t , so we got the basal — 

approximately basal 10 f e e t of the sand. But t h e r e 

i s n ' t any doubt about the o i l s a t u r a t i o n and i t being 

t o t a l l y f u l l . 

Q. Was the "B" sand cored, or was th e r e any 

other cores i n any of the other Delaware wells? 

A. The only other one — We d i d not core the "B" 

sand i n the Number 3. We j u s t d i d a workover. The 

Number 5 we d i d cores i n . I mentioned before t o the 

southeast the w e l l t h a t ' s downdip, and those cores show 

no o i l s a t u r a t i o n . 

EXAMINER STOGNER: Are the r e any other 

questions of Mr. Brown? 

MR. KELLAHIN: No, s i r . 

EXAMINER STOGNER: I f not, he may be excused. 

Mr. Kellahin? 

MR. KELLAHIN: C a l l Mr. Vickers a t t h i s time. 

CLARK VICKERS. 

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

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

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Vickers, would you s t a t e your name and 
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occupation? 

A. My name i s Clark V i c k e r s ; I'm a r e s e r v o i r 

engineer. 

Q. Mr. Vickers, on p r i o r occasions have you 

t e s t i f i e d before the D i v i s i o n as a petroleum engineer? 

A. Yes, I have. 

Q. Pursuant t o your employment by your company, 

have you made a study of the drainage areas i n v o l v e d i n 

each of the two producing Delaware w e l l s t h a t are shown 

on Mr. Brown's e x h i b i t s ? 

A. Yes, I have. 

MR. KELLAHIN: We tender Mr. Vickers as an 

expert petroleum engineer. 

EXAMINER STOGNER: Mr. Vickers i s so 

q u a l i f i e d . 

Q. (By Mr. K e l l a h i n ) Let's use one of Mr. 

Brown's d i s p l a y s j u s t t o understand what you d i d i n 

your p a r t i c i p a t i o n , Mr. Vickers. I have before me 

E x h i b i t Number 4. I t ' s one of the d i s p l a y s t h a t shows 

two of the w e l l s w i t h c i r c l e s around them. 

A. Uh-huh. 

Q. Do you have tha t ? 

A. Yes, I do. 

Q. What were you asked t o do as an engineer? 

A. Well, t o again r e i t e r a t e a l i t t l e b i t of the 
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chronology involved i n the development of t h i s area, 

subsequent t o the r e s u l t s of the Number 5, the s i d e w a l l 

cores and the f a c t t h a t we saw a b s o l u t e l y no o i l 

encountered, our next proposed l o c a t i o n , as was 

mentioned, was i n the northwest of the southwest of 

Section 17. 

We were very concerned about encountering 

water a t t h a t l o c a t i o n , so i t was decided t o undertake 

a study of j u s t how large an area the two producing 

w e l l s , being the Number 3 and the Number 10, would 

d r a i n . 

I n the course of t h a t e v a l u a t i o n , we bel i e v e d 

t h a t the drainage areas would be q u i t e smaller than one 

would normally expect, being on the order of about 25 

acres f o r each w e l l . 

Q. And t h a t ' s work you have performed and 

conclusions t h a t you have reached y o u r s e l f ? 

A. That's r i g h t . 

Q. I n summary, when we look a t the proposed 

l o c a t i o n — 

A. Uh-huh. 

Q. — as Mr. Brown proposes t o l o c a t e t h a t w e l l 

i n 18, w i l l t h a t w e l l be located a t a p o i n t i n the 

r e s e r v o i r where you are simply a c c e l e r a t i n g the 

recovery of o i l reserves from the pool t h a t might 
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otherwise be recovered by other w e l l s , or are you a t a 

p o i n t i n the r e s e r v o i r where you're going t o recover 

a d d i t i o n a l o i l t h a t the other two w e l l s can't recover? 

A. I don't b e l i e v e we're going t o be 

a c c e l e r a t i n g any reserves a t a l l from e i t h e r t h a t would 

otherwise be recovered by the Number 3 and Number 10. 

Again, based on t h i s study, the drainage 

areas appear t o be q u i t e small, and the only way t o 

increase the recoveries would be t o produce these w e l l s 

long beyond the economic l i m i t s , which i s i m p r a c t i c a l . 

Q. Have you s a t i s f i e d y o u r s e l f as an engineer 

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

recover o i l t h a t might not otherwise be recovered by 

the e x i s t i n g wells? 

A. Yes, I have. 

Q. Describe f o r us how you went about t h a t 

process i n order t o reach t h a t conclusion. 

A. Okay, I ' l l r e f e r you t o E x h i b i t Number 7, 

which shows some c a l c u l a t i o n s t h a t I've done t o 

c a l c u l a t e the drainage areas. 

Again, t o r e i t e r a t e some of the data t h a t Mr. 

Brown s t a t e d , the Yates Federal Number 3 loc a t e d i n 

Section 17 i s c u r r e n t l y producing about 37 b a r r e l s a 

day and has a cumulative production of 9700; based on a 

de c l i n e a n a l y s i s e s t a b l i s h e d f o r remaining reserves of 
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about 38,000, which gives an u l t i m a t e recovery of 

approximately 47,900 b a r r e l s . 

And again, u t i l i z i n g data supplied by Mr. 

Brown, I show a calculation here to calcul a t e that 

drainage area. The calculations were normally used to 

determine that. 

The parameters used i n t h i s equation, again, 

were p a r t i a l l y supplied by Mr. Brown, the 0h and the 

w a t e r - s a t u r a t i o n data i n p a r t i c u l a r . 

The recovery factor was determined based on 

studies I did of adjacent f i e l d s that have been 

producing for a l i t t l e b i t longer period of time than 

t h i s p a r t i c u l a r f i e l d , p a r t i c u l a r l y the Fenton and the 

Avalon Delaware f i e l d s . In that study, I determined 

recovery factors of anywhere on the order of 9 percent 

to 13 percent. 

Q. I'm sorr y , 9 t o what? 

A. Nine t o 13 percent. 

Q. Okay. 

A. I used an average i n t h i s case o f about 10 

percent. Based on those parameters f o r the Number 3, I 

c a l c u l a t e d a drainage area of 24 acres, and t h a t ' s 

represented by the c i r c l e drawn i n E x h i b i t Number 3. 

Again, the same type of calculations were 

done for the Number 10 well in Section 18: Cumulative 
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pro d u c t i o n of 10,700 b a r r e l s , a c u r r e n t r a t e of 95 

b a r r e l s ; the same dec l i n e a n a l y s i s study generated 

remaining reserves of about 78,600 b a r r e l s t o g i v e us 

an u l t i m a t e of 89,300 b a r r e l s . 

Again, t h i s w e l l has t h i c k e r pay, as was 

noted. The drainage area c a l c u l a t e s t o be about 25 

acres. 

Based on these two drainage areas and what we 

would expect most l i k e l y reserves t o be a t the 

l o c a t i o n , the c i r c l e depicted a t the proposed l o c a t i o n 

i s a 25-acre drainage c i r c l e . 

Q. Can you assess f o r us as an engineer whether 

or not — a f t e r producing the two e x i s t i n g w e l l s f o r a 

longer p e r i o d of time, what i s the p r o b a b i l i t y t h a t 

t h a t i n f o r m a t i o n might change your — the d e c l i n e 

curves, and t h e r e f o r e m a t e r i a l l y change the area of 

drainage, pursuant t o your c a l c u l a t i o n s ? 

A. At t h i s p o i n t , I don't b e l i e v e we're going t o 

see a s i g n i f i c a n t change. The way the w e l l s are a c t i n g 

r i g h t now are, they're f o l l o w i n g very c l o s e l y the 

character of the w e l l s t h a t I stu d i e d i n the two 

adjacent f i e l d s , the Avalon and the Fenton Delaware 

f i e l d s , and I don't believe we're going t o see a 

s i g n i f i c a n t change i n the producing character of these 

w e l l s . 

CUMBRE COURT REPORTING 
(505) 984-2244 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

34 

I might mention, the Number 10 w e l l i s 

c u r r e n t l y producing a t about a 70-percent d e c l i n e r a t e . 

The nature of these Delaware sands i s t o e x h i b i t a 

hy p e r b o l i c d e c l i n e r a t e . At the lower r a t e s i t w i l l 

tend t o f l a t t e n out somewhat, u l t i m a t e l y reaching about 

a 15-percent d e c l i n e r a t e . 

The Number 3 w e l l i s d e c l i n i n g a t about a 28-

percent d e c l i n e r a t e a t t h i s p o i n t . I t has been on a 

l i t t l e b i t longer, i t has f l a t t e n e d out somewhat since 

i t o r i g i n a l l y came on l i n e . 

We a c t u a l l y saw a peak pr o d u c t i o n i n the 

Number 3 of 95 b a r r e l s a day. I t dropped o f f very 

q u i c k l y and i s c u r r e n t l y f o l l o w i n g a f a i r l y steady 28-

percent d e c l i n e . 

Q. I n order t o m a t e r i a l l y change the u l t i m a t e 

recovery of your d e c l i n e curves, the parameter i n the 

c a l c u l a t i o n t h a t would have t o change the g r e a t e s t 

would be the recovery f a c t o r ? 

A. The recovery f a c t o r would have t o go up t o 

increase u l t i m a t e recovery. Or i f the d e c l i n e i t s e l f 

changes and you do see a d d i t i o n a l reserves recovered, I 

f e e l very comfortable about the 10-percent d e c l i n e . 

So the only other t h i n g t h a t would change i f 

reserves went up would be the drainage area i t s e l f . 

Now, I took a look a t what would happen i f we 
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were to recover additional reserves. And assume, say, 

a 40-acre drainage, which normally you would consider 

to be a standard drainage area for these types of o i l 

wel l s . 

The declines that would have to take place to 

give you a 40-acre drainage are quite a b i t more 

optimistic than we've seen in any of the off s e t f i e l d s , 

on the order of 10 to 15 percent from t h i s point 

forward. 

As I mentioned, the Number 10's ex i s t i n g a 

70-percent decline rate. I t would have to a r r e s t 

i t s e l f immediately to a 15-percent decline rate to be 

able to drain at lea s t 4 0 acres. That, in my opinion, 

i s very unreasonable to expect. I don't think i t ' s 

going to happen. 

MR. KELLAHIN: That concludes my examination 

of Mr. Vickers, Mr. Stogner. We would move the 

i n t r o d u c t i o n of h i s E x h i b i t Number 7. 

EXAMINER STOGNER: E x h i b i t Number 7 w i l l be 

admitted i n t o evidence. 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. Mr. Vickers, i n l o o k i n g a t your c a l c u l a t i o n s , 

f o r t he record, what does 0h represent? 

A. 0h i s the porosity height parameter, based on 
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l o g a n a l y s i s . I t ' s p o r o s i t y times h e i g h t . 

Q. And you used the p o r o s i t y — What was your 

p o r o s i t y f i g u r e you used? 

A. Well, i t ' s — I t v a r i e s throughout the zone. 

I f you r e c a l l the cross-sections t h a t Mr. Brown put on, 

you had gre a t e r p o r o s i t y i n the middle of the zone; you 

had less p o r o s i t y a t the top and the bottom. 

You take short sections — of t h a t s e c t i o n , 

m u l t i p l y i t by the p o r o s i t y , and then add a l l those 

parameters together t o get the t o t a l <ph, and t h a t i s 

the main vo l u m e t r i c parameter used i n t h i s c a l c u l a t i o n . 

Q. But a d i f f e r e n t p o r o s i t y was used f o r your 

Number 3 w e l l as opposed t o your Number 10 w e l l ; i s 

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

A. Yes, s i r . Again, i t was done on a f o o t - b y -

f o o t basis. 

Q. Now, a l l the other f i g u r e s here — Sw, your 

water s a t u r a t i o n , your RF and your other f a c t o r of 

1.1 — those were standard throughout both w e l l s , 

however they were i n the "B" and "C" zone. Could you 

elaborate a l i t t l e b i t more? 

A. Yes, I could. The w a t e r - s a t u r a t i o n 

c a l c u l a t i o n , again, was based on Mr. Brown's a n a l y s i s . 

Both of the w e l l s e x h i b i t e d w a t e r - f r e e 

p r o d u c t i o n i n i t i a l l y , and c u r r e n t l y the Number 10 i s 
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s t i l l water-free. The Number 3 does make some water. 

We believe very strongly we've frac'd out of zone. 

But based on the i n i t i a l rash of those w e l l s 

being water f r e e , the w a t e r - s a t u r a t i o n number used i n 

here would be an i r r e d u c i b l e w a t e r - s a t u r a t i o n 

c a l c u l a t i o n , and t h a t was based on Mr. Brown's study of 

these logs. 

And of course you can see on here, i t was 

approximately 35 percent. 

The recovery factor, once again, that was 

based on a study I did of the two older Delaware f i e l d s 

to the southwest, the Fenton and the Avalon. 

Expected ultimate recoveries on these wells, 

given a reasonable drainage area for a group of wells, 

was on the order of 10 percent. I mentioned a range of 

9 to 13 percent and used a 10-percent recovery factor. 

C e r t a i n l y , w i t h o u t t h a t study you could 

expect recovery f a c t o r s on the order of 5 percent, you 

could expect them on 20 percent. The purpose of t h a t 

study was t o b e t t e r q u a n t i f y and determine what a most 

l i k e l y recovery f a c t o r would be. 

Of course, in the calculation, to use a 

higher recovery factor for these reserves would give 

you a smaller drainage area. So I used what I consider 

to be a s l i g h t l y more conservative recovery factor, 
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j u s t to incorporate our own margin of error i n there. 

The BD, your formation volume factor of 1.1, 

these wells have a solution gas/oil r a t i o on the order 

of 500 cubic feet per barrel, which i s quite low. At 

the depths and pressures we're dealing with, the 1.1 i s 

a conservative estimate of formation volume factor. 

I d i d not conduct any c a l c u l a t i o n s or any 

type of bubble-point a n a l y s i s t o b e t t e r determine t h a t 

number. That's j u s t a standard number we use i n these 

low GOR r e s e r v o i r s l i k e t h i s . 

Q. The 7,748 figure i s j u s t a — 

A. That i s a conversion factor, that i s barrels 

per acre foot. 

Q. And i t ' s j u s t a typo that i t didn't get added 

in your number 3 calculation; i s that correct? Just 

for the record. 

A. You're r i g h t . 

Q. Okay. 

A. That's a b s o l u t e l y r i g h t . 

EXAMINER STOGNER: Are th e r e any other 

questions o f Mr. Vickers? 

MR. KELLAHIN: No, s i r . 

EXAMINER STOGNER: I f not, he may be excused. 

Mr. Kellahin? 

MR. KELLAHIN: Like to c a l l Mr. Coats. 
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RICHARD COATS, 

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

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

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

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

and occupation? 

A. My name i s Richard Coats, and I'm a landman 

w i t h TXO Production Corp. 

Q. Mr. Coats, on p r i o r occasions have you 

t e s t i f i e d as a petroleum landman on behalf of your 

company before the Divis i o n ? 

A. Yes, I have. 

Q. Pursuant t o t h a t employment, are you f a m i l i a r 

w i t h and knowledgeable about the land ownership 

i n v o l v e d i n the west h a l f of Section 17, as w e l l as a l l 

of Section 18 and p a r t s of the south h a l f of 8 t o the 

northeast? 

A. Yes, I am. 

MR. KELLAHIN: We tender Mr. Coats as an 

expert petroleum landman. 

EXAMINER STOGNER: Mr. Coats i s so q u a l i f i e d . 

Q. (By Mr. Ke l l a h i n ) Mr. Coats, l e t me d i r e c t 

your a t t e n t i o n , s i r , t o what i s marked as E x h i b i t 

Number 8. I d e n t i f y t h a t f o r us. 
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A. This i s a standard o i l and gas p l a t of the 

area. Our lease, which we own 100 percent of, i s 

outlined i n yellow, and the ownership within t h i s area 

i s common in terms of working i n t e r e s t and overriding 

royalty i n t e r e s t . 

Q. When we look at the area o u t l i n e d i n yellow, 

what type of lease i s that? 

A. I t ' s a federal o i l and gas lease. I t covers 

additional acreage besides the part that we have there. 

Q. Let's turn now, s i r , to Exhibit Number 9. 

Would you identify and describe that display? 

A. Yes, t h i s i s a d r a f t e d v e r s i o n of t h e same 

p l a t we j u s t looked a t . I t focuses on the s p e c i f i c 

area t h a t we have under lease. 

Q. A l l right. Based upon your study, then, the 

royalty owner for a l l the spacing units that adjoin the 

40-acre t r a c t to which the proposed well would be 

dedicated, that royalty owner i s the federal 

government? 

A. That 1s c o r r e c t . 

Q. And t h i s i s a l l the same base f e d e r a l lease? 

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

Q. When we look at the 40-acre spacing units 

towards which t h i s well i s encroaching, do a l l the 

working-interest owners remain the same, and are they 
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common with the spacing unit in which the unorthodox 

well i s located? 

A. That's correct, i t ' s 100 percent TXO. 

Q. And with regards to the overriding royalty 

i n t e r e s t s , i f there are any, are those the same among 

a l l the spacing units towards which t h i s well 

encroaches? 

A. There i s an overriding royalty, and they are 

a l l the same. 

Q. What do you conclude as a landman w i t h 

regards t o the p r o t e c t i o n of c o r r e l a t i v e r i g h t s i f t h i s 

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

A. Well, the c o r r e l a t i v e r i g h t s would be 

p r o t e c t e d i n a l l instances. 

Q. Because why, s i r ? The owners — 

A. The ownership i s exactly the same. 

MR. KELLAHIN: That concludes my examination 

of Mr. Coats. 

We move the introduction of h i s Exhibits 8 

and 9. 

EXAMINER STOGNER: Thank you, Mr. Kellahin. 

EXAMINATION 

BY MR. STOGNER: 

Q. Mr. Coats, have you discussed t h i s proposal 

with the BLM, either the Roswell d i s t r i c t o f f i c e or the 
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Carlsbad area o f f i c e ? 

A. We have an individual who handles our federal 

applications for — application for permit to d r i l l . 

The well has been staked. I notice that staking has 

been sent i n . I do not know of — right at t h i s point, 

at what stage the application to d r i l l has been 

approved. 

Q. How long ago was that? Do you know? 

A. F a i r l y recently. I don't have an exact date. 

EXAMINER STOGNER: Okay. I have no other 

questions of Mr. Coats. 

Are there any other questions of t h i s 

witness? 

MR. KELLAHIN: No, s i r . 

EXAMINER STOGNER: I f not, he may be excused. 

Mr. Kellahin, do you have anything further? 

MR. KELLAHIN: That concludes our 

presentation. 

EXAMINER STOGNER: Does anybody e l s e have 

anything further i n Case Number 9996? 

I f not, t h i s case w i l l be taken under 

advisement. 

(Thereupon, these proceedings were concluded 

at 9:16 a.m.) 

* * * 
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