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1 P R O C E E D I N G S 

2 HEARING EXAMINER: Okay. At t h i s time w e ' l l c a l l 

3 Case 10099. 

4 MR. STOVALL: A p p l i c a t i o n of Sameul Gary J r . and 

5 Associates, Inc. f o r a h o r i z o n t a l d i r e c t i o n a l d r i l l i n g p i l o t 

6 p r o j e c t and special operating r u l e s t h e r e f o r e , Sandoval County, 

7 New Mexico. 

S HEARING EXAMINER: Are there appearances i n t h i s 

9 case? 

10 MR. BRUCE: Mr. Examiner, Jim Bruce from the Hinkle 

11 law f i r m i n Albuquerque representing the a p p l i c a n t . I have two 

12 witnesses to be sworn. 

13 HEARING EXAMINER: Any other appearances? 

14 The witnesses please stand t o be sworn i n . 

15 {Witnesses sworn) 

16 MR. BRUCE: Mr. Examiner, f o r the record, some of 

17 the testimony presented by the witnesses today w i l l be 

18 applicable; t o Case 10100. And we would request your permission 

19 t o f i r s t , present the testimony, and second of a l l , at whenever 

20 the next case i s heard, 10100, we would l i k e t o incorporate 

21 t h a t testimony i n the record of t h a t case i f t h a t i s 

22 p e r m i s s i b l e . 

23 HEARING EXAMINER; That would be f i n e , Mr. Bruce. 

24 Do you want t o f o r m a l l y continue t o Case 10100 at t h i s time? 

25 MR. BRUCE: Yes, why don't we. 
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1 HEARING EXAMINER: To? 

2 MR. BRUCE-. For now l e t ' s continue I t t o the October 

3 3rd hearing. 

4 HEARING EXAMINER: October 3rd, okay. Case 10100 

5 w i l l be continued t o the October 3rd hearing. 

6 And I might add, Mr. Bruce, t h a t due t o 

7 advertisement problem i n the Sandoval County newspaper t h a t 

8 Case 10099 w i l l i n f a c t also have t o be continued to the 

9 October 3rd hearing. 

10 MR. BRUCE: Okay. 

11 CRAIG AMBLER, 

12 the witness h e r e i n , a f t e r having been f i r s t duly sworn upon hi s 

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

14 EXAMINATION 

15 BY MR. BRUCE: 

16 Q. W i l l you please s t a t e your name f o r the record. 

17 A. My name i s Craig Ambler. 

18 Q. And where do you reside? 

19 A. 7121 South Filmore C i r c l e , L i t t l e t o n , Colorado. 

2 0 Q. And who do you work for? 

21 A. Sarneul Gary J r . and Associates, I n c . 

22 Q. And what i s your occupation? 

23 A. Land manager. 

24 Q. And have you p r e v i o u s l y t e s t i f i e d before the OCD as 

2 5 a land manager? 
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1 A. Mo. 

2 Q. Would you please o u t l i n e your educational and 

3 employment background. 

4 A. Yes. I have a degree i n petroleum land management 

5 from the U n i v e r s i t y of Colorado. A f t e r graduation I worked as 

6 a landman f o r Petro-Lewis Corporation i n Denver f o r about three 

7 years. A f t e r Petro-Lewis I worked as land manager f o r Edwin L. 

8 Cox i n Denver f o r about s i x years. I've been employed by 

9 Sameul Gary J r . and Associates, I n c . f o r approximately three 

10 years as land manager. 

11 Q. And does your area of r e s p o n s i b i l i t y include 

12 Northwestern New Mexico? 

13 A. Yes. 

14 Q. And are you f a m i l i a r w i t h the land matters involved 

15 i n Case 10099? 

16 A. Yes. 

17 MR. BRUCE: Mr. Examiner, i s the witness considered 

18 acceptable? 

19 HEARING EXAMINER; He i s . 

20 Q. (BY MR. BRUCE) Mr. Ambler, would you please s t a t e 

21 what Samuel Gary and Associates seeks i n t h i s case. And I 

22 would also request you t o b r i e f l y o u t l i n e what the a p p l i c a n t 

23 seeks also i n Case 10100. 

24 A. Okay. Our f i r s t and primary t h i n g t h a t we're 

25 seeking at t h i s time i s permission to d r i l l a h o r i z o n t a l w e l l 
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1 i n the west h a l f of Section 11 of Township 2 0 North, Range 3 

2 West. I t i s our i n t e n t i o n i n i t i a l l y t o dedicate the w e l l t o a 

3 standard 320-acre u n i t which the area i s already spaced a t . 

4 Second, we are requesting t h a t s p e c i a l r u l e s be 

5 granted f o r permission to d r i l l a d d i t i o n a l h o r i z o n t a l w e l l s 

6 w i t h i n the p r o j e c t area. And s p e c i f i c a l l y t o t h i s extent we 

7 have formed a f e d e r a l u n i t on t h i s p roperty t h a t covers some 

8 18,000 -- 18,897.16 acres. And t h i s u n i t has been approved by 

9 the BLM. 

10 T h i r d , we're requesting approval f o r a gas 

11 r e i n j e c t i o n p r o j e c t i n a s s o c i a t i o n w i t h our h o r i z o n t a l d r i l l i n g 

12 operations w i t h i n the u n i t area. 

13 (Thereupon, E x h i b i t 1 was 

14 marked f o r i d e n t i f i c a t i o n . ) 

15 Q. Okay. I n r e f e r r i n g t o E x h i b i t No. 1, does that; 

16 o u t l i n e the u n i t and the lands and leases involved i n the u n i t ? 

17 A. Yes, i t does. 

18 Q. And i s th a t i n f o r m a t i o n also given i n the u n i t 

19 agreement t h a t w e ' l l introduce l a t e r ? 

20 A. Yes, i t does. 

21 Q. Okay. 

2 2 MR. STOVALL: Mr. Bruce, may I i n t e r r u p t you f o r 

2 3 j u s t a second on t h a t . You've i d e n t i f i e d both cases. Am I 

24 c o r r e c t t h a t a s i n g l e a p p l i c a t i o n was i n fact, f i l e d i n these 

25 cases? 
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1 MR. BRUCE: Yes. 

2 MR. STOVALL: And t h a t they were separated by the 

3 d i v i s i o n i n t o two separate cases because, i f I understand, the 

4 a p p l i c a n t requests prompt approval of the h o r i z o n t a l d r i l l i n g 

5 because they have a deadline problem. 

6 MR. BRUCE: That i s c o r r e c t . 

7 MR. STOVALL: The f a c t t h a t there are two cases i s 

8 r e a l l y -- was f o r the convenience of the a p p l i c a n t i n order t o 

9 attempt to get the h o r i z o n t a l approved i n order th a t they could 

10 spud; i s t h a t correct? 

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

12 MR. STOVALL- Okay. Thank you. 

13 MR. BRUCE: Okay. 

14 Q. (BY MR. BRUCE) What type of lands are involved i n 

15 the u n i t ? 

16 A. The lands are 100 percent f e d e r a l . There are no fee 

17 lands and there are no s t a t e lands. 

18 Q. Okay. And have a l l , r e f e r r i n g back t o E x h i b i t 

19 No. 1, have a l l working i n t e r e s t owners committed t h e i r 

20 i n t e r e s t s t o the u n i t ? 

21 A. We have a l l -- f u l l commitments from a l l the owners 

22 except f o r t r a c t No. 19, which i f y o u ' l l look on the map i s 

23 Township 20 North, Range 2 West, Section 5, n o r t h h a l f of the 

24 southeast and the southeast southeast. Tract i s owned by 

25 Charles G. Gates, who I b e l i e v e i s a simultaneous f e d e r a l o i l 
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1 and gas owner. A l l the other lands have been committed t o the 

2 u n i t . 

3 Q. And i s the a p p l i c a n t attempting t o get the j o i n d e r 

4 of t r a c t 19? 

5 A. Yes. 

6 Q. And are a l l working i n t e r e s t owners l i s t e d i n the 

7 u n i t agreement? 

8 A. Yes, they are. 

9 Q. And you p r e v i o u s l y mentioned t h a t the BLM has 

10 approved the u n i t ? 

11 A. Yes, the u n i t has been, approved e f f e c t i v e as of Jul y 

12 31st, 1990. 

13 (Thereupon, E x h i b i t 2 was 

14 marked f o r i d e n t i f i c a t i o n . ) 

15 Q. Okay. I s the u n i t agreement submitted as E x h i b i t 

16 No. 2? 

17 A. Yes, i t i s . 

18 Q. And have you discussed your proposed h o r i z o n t a l 

19 d r i l l i n g program w i t h the BLM? 

20 A. Yes. I n our i n i t i a l a p p l i c a t i o n f o r u n i t approval 

21 the u n i t was i n f a c t set up and designated as a. u n i t f o r 

22 purposes of e x p l o r i n g , u t i l i z i n g h o r i z o n t a l d r i l l i n g 

23 techniques. 

2 4 (Thereupon, E x h i b i t 3 was 

2 5 marked f o r i d e n t i f i c a t i o n . ) 
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1 Q. Okay. Would you please? r e f e r now t o E x h i b i t No. 3, 

2 and p o i n t out the l o c a t i o n , the approximate l o c a t i o n of the 

3 proposed i n i t i a l h o r i z o n t a l w e l l . And would you also b r i e f l y 

4 describe the other w e l l s t h a t are on t h i s p l a t . 

5 A. E x h i b i t No. 3 i s a map d e p i c t i n g the u n i t area and 

6 also contains a d e s c r i p t i o n of a l l the w e l l s t h a t have been 

7 d r i l l e d w i t h i n the u n i t area down t o the Mancos forma t i o n . The 

8 i n i t i a l h o r i z o n t a l w e l l we're proposing t o d r i l l i s located 

9 approximately i n the center of the u n i t area. Section 11. And 

10 we're proposing t o d r i l l as w e ' l l get i n t o f u r t h e r along the 

11 axis on a n o r t h northwest d i r e c t i o n i n the west h a l f of 

12 Section 11. 

13 (Thereupon, E x h i b i t 4 was 

14 marked f o r i d e n t i f i c a t i o n . ) 

15 Q. Okay. Why don't you move on t o E x h i b i t No. 4 and 

16 describe the l o c a t i o n of the w e l l and how -- the i n i t i a l plans 

17 f o r the d r i l l i n g of the w e l l . 

18 A. A l l r i g h t . E x h i b i t 4 i s a blown-up version r e a l l y 

19 of E x h i b i t No. 3 wherein we've squared o f f the nine se c t i o n 

20 area d e p i c t i n g the exact w e l l c o n t r o l t h a t we have i n the area.. 

21 I t also has an o u t l i n e of the w e l l plan w i t h respect t o i t s 

22 proposed h o r i z o n t a l distance and surface l o c a t i o n bottomhole 

23 l o c a t i o n and azimuth a n t i c i p a t e d i n the d r i l l i n g of the w e l l . 

24 At t h i s time the w e l l i s i n i t i a l l y designed and 

25 applied f o r t o be d r i l l e d a t a l o c a t i o n I be l i e v e 1,975 f e e t 

CUMBRE COURT REPORTING 
(505)984-2244 



11 

1 from the west l i n e and 974 f e e t from the south l i n e . And due 

2 to a des i r e t o increase the a b i l i t y t o lengthen the w e l l and 

3 d r i l l f o r longer distance w i t h o u t lease l i n e c o n s t r a i n t s we'd 

4 move the w e l l back t o a distance of 1,97 5 f e e t from the west 

5 l i n e and 450 fe e t from the south l i n e of Section 11. The p o i n t 

6 of i n t e r s e c t i o n of the Mancos formation by the wellbore w i l l be 

7 approximately 800 f e e t from the south l i n e , which would be a 

8 l e g a l l o c a t i o n . 

9 Q. Okay. So j u s t t o c l a r i f y f o r the Examiner, the 

10 o r i g i n a l proposed l o c a t i o n was 1,970 f e e t -- 1,975 f e e t from 

11 the west l i n e , and t h a t remains the same. 

12 A. Yes. 

13 Q. But the o r i g i n a l distance from the south l i n e was 

14 934 f e e t , and t h a t has been changed t o 450 f e e t . 

15 A. Right. 

16 Q. Okay. 

17 A. With respect t o the h o r i z o n t a l p a r t of the w e l l , I 

18 j u s t want t o c l a r i f y , too, t h a t i t ' s our i n t e n t i o n t o be 

19 located w i t h i n what I would c a l l a windowed area such t h a t 

20 the wellbore, as i t i n t e r s e c t s the pay zone, w i l l be w i t h i n a 

21 660-foot lease l i n e boundary w i t h i n the west h a l f of 

22 Section 11. 

23 Q. Okay. Does Samuel Gary and Associates and the other 

24 p a r t i e s i n the u n i t have plans t o d r i l l a d d i t i o n a l h o r i z o n t a l 

2 5 w e l l s i n the u n i t ? 
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1 A. Yes, as a matter of f a c t we do. T y p i c a l l y i n 

2 h o r i z o n t a l d r i l l i n g i t ' s d i f f i c u l t t o get an assessment of the 

3 success of the program from j u s t one w e l l . At t h i s time we're 

4 committed ourselves t o d r i l l i n g two we l l s i n the u n i t i n i t i a l l y 

5 as a p i l o t program. The second l o c a t i o n has not been selected 

6 and may i n f a c t somewhat be determined by the r e s u l t s of t h i s 

7 w e l l t h a t we i n i t i a l l y planned t o d r i l l . But we do a n t i c i p a t e 

8 d r i l l i n g them. And as close as pos s i b l e back t o back manner. 

9 At some p o i n t I n the f u t u r e , depending upon the success of the 

10 i n i t i a l w e l l program, i t would not be without reason t o 

11 consider t h a t we would d r i l l predominantly every s e c t i o n w i t h i n 

12 the u n i t area. We: b e l i e v e the area t o be h i g h l y p o t e n t i a l and 

13 p r o d u c t i v e . And i f successful we intend t o f u l l y develop i t . 

14 (Mr. S t o v a l l i s no longer present.) 

15 Q. Does the a p p l i c a n t request s p e c i a l r u l e s f o r t h i s 

16 p r o j e c t ? 

17 A. Yes. As a matter of f a c t we do. I n order t o a s s i s t 

18 us i n our plan w i t h both the i n i t i a l w e l l and subsequent 

19 d r i l l i n g we're asking t h a t the h o r i z o n t a l p o r t i o n of any 

20 wellbore located w i t h i n the u n i t be located no closer than 660 

21 f e e t to the outer boundary of a w e l l u n i t . And what I mean by 

22 w e l l u n i t i s what would -- I t h i n k the s t a t e would r e f e r to as 

23 a standard 320-acre p r o r a t i o n u n i t . 

24 Secondly, i n the i n t e r e s t of al l o w i n g ourselves 

25 f l e x i b i l i t y w i t h respect t o w e l l allowables end also w e l l 
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1 l o c a t i o n s we're requesting t h a t our e l e c t i o n we be e n t i t l e d t o 

2 permit or to a l l o c a t e up to two 320-acre u n i t s f o r each 

3 h o r i z o n t a l w e l l t h a t was d r i l l e d . I n e f f e c t t h a t looks l i k e or 

4 would appear to be a 64 0-acre type spacing arrangement. 

5 Although at t h i s time we're not c e r t a i n t h a t t h a t ' s the spacing 

6 t h a t we're r e a l l y asking f o r In the area, and th a t ' s why we're 

7 committed t o l e a v i n g i t a t 320, w i t h the o p t i o n t o combine two 

8 320-acre u n i t s t o the s i n g l e w e l l . 

9 Th i r d , f o r the purposes of d r i l l i n g t h i s w e l l we're 

10 asking f o r an u n r e s t r i c t e d w e l l allowable which would be 

11 l i m i t e d , of course, to s t a t u t o r i l y I be l i e v e i t ' s a 60-day 

12 p e r i o d . And t h a t would be both cn a gas and em o i l r a t i o 

13 b a s i s . 

14 So the i n t e n t f o r that, request i s t h i s : we're 

15 in t e n d i n g on d r i l l i n g the w e l l i n an underbalanced manner, 

16 which i s now becoming f a i r l y t y p i c a l f o r w e l l s d r i l l e d both i n 

17 the Austin chalk and even i n the Bakken formation, North 

18 Dakota, allow the w e l l t o produce while we're d r i l l i n g . We 

19 f e e l l i k e i f you b r i n g the w e l l i n t o a balanced c o n d i t i o n t h a t 

20 you perhaps damage the form a t i o n . So by d r i l l i n g i n an 

21 underbalanced s i t u a t i o n the w e l i would be allowed t o produce 

2 2 w h i l e d r i l l i n g . 

23 Next, a f t e r e x p i r a t i o n of the 60-day pe r i o d we would 

24 go to whatever the standard allowable i s f o r the 320-acre u n i t , 

2 5 or i f we e l e c t tc dedicate two 3 2 0-acre u n i t s to the w e l l , the 
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1 w e l l would be a l l o c a t e d f o r f u l l 640 acres. 

2 And f i n a l l y , probably as important as anything t o us 

3 at t h i s time i s r e c e i v i n g a d m i n i s t r a t i v e approval t o operate 

4 w i t h i n the u n i t area f o r s e t t i n g up f u t u r e h o r i z o n t a l w e l l s . 

5 The reason f o r t h i s i s t h a t we a n t i c i p a t e a f t e r d r i l l i n g 

6 successful w e l l s t h a t we would be d r i l l i n g our w e l l s i n a 

7 back-to-back manner. And i t would help us i n our w e l l planning 

8 and the a b i l i t y to go forward on a co n t i n u i n g basis. 

9 Q. One t h i n g I want t o c l a r i f y when you requested the 

10 v a r i a t i o n from the normal setback requirements you asked, f o r 

11 660 f e e t from the outer boundary of a u n i t . That would depend 

12 on whether you were d r i l l i n g a 320 or 640-acre, would i t not? 

13 A. Yes. 

14 Q. For a two s e c t i o n u n i t -- or a one se c t i o n u n i t you 

15 would l i k e 660 f e e t from the outer boundary of t h a t e n t i r e 

16 section? 

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

18 Q. And why do you request t h i s r e l i e f from the normal 

19 setback requirements? 

2 0 A. Well, our i n i t i a l p lan, of course, we layout as our 

21 engineer w i l l e x p l a i n , a proposed w e l l plan and what we 

22 a n t i c i p a t e t o encounter as we're d r i l l i n g the w e i l . However, 

23 i n our experience we've d r i l l e d several h o r i z o n t a l w e l l s , not 

24 i n New Mexico but i n other areas. Our experience has been t h a t 

2 5 the i n i t i a l plan doesn't always work out t o be what the 
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1 u l t i m a t e look l i k e of the wellbore i s . So i n order t o allow 

2 ourselves downhole motor problems or formation problems t h a t we 

3 may encounter we need the f l e x i b i l i t y on the spot w h i l e we've 

4 got the r i g on l o c a t i o n and we're d r i l l i n g t o be able t o 

5 operate and to d r i l l our w e l l i n a manner which we would deem 

6 to be reasonably responsible. 

7 Q. Okay. Also, Mr. Ambler, you r e a l l y don't have t o 

8 worry about c o r r e l a t i v e r i g h t s problems w i t h i n the u n i t , do 

9 you? 

10 A. No, we r e a l l y don't. I n f a c t t h a t ' s why we formed 

11 the u n i t . We knew we were going t o be doing h o r i z o n t a l 

12 d r i l l i n g and we d i d n ' t want t o have these issues of c o r r e l a t i v e 

13 r i g h t s cropping up. Of course i n s i d e of a f e d e r a l u n i t a l l the 

14 areas are pooled as one u n i t area. 

15 Q. Now regarding setback requirements on the e x t e r i o r 

16 of the u n i t , do you have any o b j e c t i o n t o those being s l i g h t l y 

17 d i f f e r e n t f o r w e l l s on the i n t e r i o r of the u n i t ? 

18 A. No, we sure don't. 

19 Q. And to r e i t e r a t e again, what i s the reason f o r 

20 requesting the a d m i n i s t r a t i v e procedure f o r the a d d i t i o n a l 

21 wells? 

22 A. Well, as I've mentioned, we a n t i c i p a t e d r i l l i n g 

23 numerous w e l l s i n the u n i t area. And one p o i n t , I ' l l j u s t give 

24 you an economic reason, t h a t i f a f t e r you d r i l l and complete a 

25 w e l l , l e t ' s say t h a t you want t o release your r i g and then you 

CUMBRE COURT REPORTING 
(505)984-2244 



16 

1 have t o come back i n t o the commission f o r an a d d i t i o n a l 

2 approval t o go d r i l l the next w e l l , w e l l , t h a t r i g release 

3 r e q u i r e s an economic cos t . I t ' s t y p i c a l l y i n t h i s area you are 

4 lo o k i n g at about a 3 0,000 or $40,000 r i g move in find out of the 

5 area. Because we r e a l l y are f u r t h e r remote from the d r i l l i n g 

6 a c t i v i t y up around Farmington. And f o r a cost basis we would 

7 l i k e to leave a r i g i n the f i e l d and be able t o d r i l l these 

8 w e l l s i n a back-to-back manner. 

9 Also we have d i r e c t i o n a l d r i l l i n g t o o l s which have 

10 to be moved i n and out. Once you are i n -- your t o o l s are 

11 coming from Houston r i g h t now. And once they are i n here 

12 m o b i l i z a t i o n of t h a t i s an a d d i t i o n a l 10,000 or $15,000 in and 

13 out of the area. Once you get them i n the area i t ' s economic 

14 t o keep them there: i f you are going t o plan on using them. 

15 Q. So i n other words, there i s both economic reasons 

16 f o r seeking the a d m i n i s t r a t i v e procedure as w e l l as ease of 

17 a d m i n i s t r a t i o n of the u n i t ? 

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

19 Q. B r i e f l y , although we're not g e t t i n g i n t o t h i s today, 

20 Mr. Ambler, what i s the reason f o r seeking permission t o 

21 r e i n j e c t produced gas? 

22 A. Well, at t h i s time as the commission I am sure i s 

23 aware, the f i e l d has never had a gas gathering system put i n 

24 place due to i t s -- the distance t o a gas p i p e l i n e o u t l e t . And 

25 production from the f i e l d has been r e s t r i c t e d by the s t a t e GOR 
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1 r e g u l a t i o n s . 

2 T y p i c a l l y our experience has been w i t h the nature of 

3 the high output from h o r i z o n t a l w e l l s , we would l i k e t o be able 

4 t o continue t o produce the w e l l and not have t o r e s t r i c t tbe 

5 produ c t i o n of fl o w from i t . And the way t h a t we b e l i e v e i s 

6 best able t o accommodate t h i s i s t o set up a small p i l o t 

7 program and i n j e c t the gas i n t o an e x i s t i n g w e l l which we have 

8 i n Section 11. And i n f a c t t h a t i s what we pla n t o do i f we 

9 make a nice w e l l here, we w i l l i n j e c t i n t o the Section 11, I 

10 b e l i e v e i t ' s the 1116 w e l l i n the southeast southeast of 

11 Section 11. 

12 Q. Okay. And what you j u s t s t a t e d , I b e l i e v e , t h a t the 

13 p r o j e c t area w i l l j u s t c o n s i s t of Section 11? 

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

15 Q. And do you seek expedited approval of Case 10099? 

16 A. Yeah. Let me ex p l a i n what the expedited approval i s 

17 f o r . We're i n a funny s i t u a t i o n now w i t h t h i s r i g a v a i l a b i l i t y 

18 because of a l l the coal gas d r i l l i n g . We're having a l o t cf 

19 problems g e t t i n g our r i g s l i n e d up. We're forced t o make a 

2 0 commitment to a r i g w i t h o u t having r e a l l y a f i n a l approval from 

21 the commission. 

22 I n a d d i t i o n , also on a r i g a v a i l a b i l i t y s i t u a t i o n , 

23 we a c t u a l l y put a spudder r i g on t h i s l o c a t i o n i n J u l y t o 

2 4 s a t i s f y the BLM as f a r as spudding requirements f o r the u n i t 

25 commitment w e l l . And i n f a c t we have a 60-day window w i t h i n 
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1 which t o b r i n g i n the b i g r i g and commence the a c t u a l l y formal 

2 d r i l l i n g of the h o r i z o n t a l w e l l , which 60-day p e r i o d expires on 

3 September 3 0 t h . 

4 Q. Okay. And was n o t i c e given t o the BLM of t h i s 

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

6 A. Yeah. The BLM i s aware of t h i s a p p l i c a t i o n . And i n 

7 f a c t they are aware of the r i g h t s of the State t o administer 

8 the spacing of the w e l l and what not. And we have given n o t i c e 

9 t o them t h a t we would be here at t h i s h e a ring. 

10 Q. Okay. And I be l i e v e you f o r g o t t o b r i n g t h a t l e t t e r 

11 along, but you d i d n o t i f y them i n w r i t i n g , d i d you not? 

12 A. Yes, we've n o t i f i e d them i n w r i t i n g . 

13 MR. BRUCE: Mr. Examiner, I would request permission 

14 t o submit t h a t l e t t e r a f t e r the hearing as E x h i b i t No. 5. 

15 HEARING EXAMINER: Okay. 

16 (Thereupon, E x h i b i t 5 was 

17 marked f o r i d e n t i f i c a t i o n . ) 

18 Q. (BY MR. BRUCE) Mr. Ambler, i n your opinion i s the 

19 g r a n t i n g of t h i s a p p l i c a t i o n i n the i n t e r e s t of conservation 

20 and prevention of waste and 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 ? 

21 A. Yes. 

2 2 Q. And were E x h i b i t s 1 through 5 prepared by you or 

23 under your d i r e c t i o n ? 

24 A. Yes. 

2 5 MR. BRUCE: Mr. Examiner, I move the admission of 
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1 E x h i b i t s 1 through 5. 

2 HEARING EXAMINER: E x h i b i t s 1 through 5 w i l l be 

3 admitted as evidence. 

4 (Mr. S t o v a l l i s now present.) 

5 EXAMINATION 

6 BY THE HEARING EXAMINER: 

7 Q. Mr. Ambler, why was the surface l o c a t i o n moved? 

8 A. To give ourselves f l e x i b i l i t y . When we i n i t i a l l y 

9 set up t h i s w e l l we intended t o d r i l l about a 2,000-foot 

10 l a t e r a l i n a north, w e s terly d i r e c t i o n . And there has been 

11 q u i t e a b i t of recent success i n d r i l l i n g s u b s t a n t i a l l y longer 

12 l a t e r a l s i n h o r i z o n t a l w e l l s . In f a c t I b e l i e v e a new record 

13 has been set at some 4,900 f e e t here i n the l a s t three weeks. 

14 And i f we're i n a d r i l l i n g c o n d i t i o n or s i t u a t i o n where we're 

15 d r i l l i n g along, we're not g e t t i n g the k i n d of shows, l e t ' s say 

16 the f r a c t u r i n g of the w e l l incoming i n t o the wellbore l i k e we 

17 a n t i c i p a t e , and we want t o go longer, i n f a c t we're s e t t i n g 

18 ourselves up now perhaps to d r i l l as much as say 3,000 f e e t or 

19 maybe even 3,500 f e e t . By moving back f u r t h e r t o the south we 

20 give ourselves more room t o remain w i t h i n the l e g a l 660-acre --

21 excuse me, 660-foot setback on our windowed area heading up i n 

22 a no r t h w e s t e r l y d i r e c t i o n . 

23 Also f o r j u s t geologic reasons and access reasons, 

24 t o get the f u l l l e g of t h a t wellbore s t a r t i n g a t a -- a c t u a l l y 

25 at a s t a r t p o i n t c l o s e r t o the w e l l boundary, or the u n i t 
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1 boundary, then we were when we o r i g i n a l l y put i t . 

2 EXAMINATION 

3 BY MR. STOVALL: 

4 Q. Mr. Ambler, now I don't know i f you went over the 

5 u n i t agreement w h i l e I was out, but what's the p a r t i c i p a t i o n i n 

6 the u n i t ? 

7 A. Well, the i n i t i a l -- we're s e t t i n g up what we c a l l a 

8 d r i l l i n g block under a u n i t o p e r a t i n g agreement. And we've set 

9 i t up f o r a l l of Section 11, which i s a 640-acre d r i l l i n g 

10 block. 

11 Q. And so the p a r t i c i p a t i o n w i l l be th a t d r i l l i n g block 

12 i n i t i a l l y , i s t h a t your --

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

14 Q. And a c t u a l l y your surface l o c a t i o n moves f u r t h e r 

15 south, your new surface l o c a t i o n f u r t h e r south towards Section 

16 14; i s t h a t c o r r e c t ? 

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

18 Q. And t h a t t r a c t i s owned d i f f e r e n t l y than your 

19 i n i t i a l d r i l l i n g bore; i s tha t correct? 

20 A. I t ' s owned d i f f e r e n t l y , but a l l the i n t e r e s t s are 

21 committed t o the u n i t under t h a t t r a c t . 

22 Q. I s t h i s a d i v i d e d or undivided u n i t agreement? Are 

23 you f a m i l i a r w i t h t h a t terminology? 

2 4 A. Yeah, i t ' s a d i v i d e d u n i t . 

25 Q. Okay. So i t could conceivably be d i f f e r e n t 
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1 p a r t i c i p a t i n g areas and d i f f e r e n t i n t e r e s t s and a l l o c a t i o n s i n 

2 that? 

3 A. Yes. 

4 Ask your question again. I am so r r y . 

5 Q. There could be -- i t ' s not n e c e s s a r i l y t r u e t h a t a l l 

6 of the u n i t i z e d area, would i t be a common p a r t i c i p a t i o n ? 

7 A. Not on the s t r e n g t h of one w e l l , no. The 

8 p a r t i c i p a t i n g area expands, of course, i n a fe d e r a l u n i t as you 

9 d r i l l subsequent w e l l s . 

10 Q. Let me ex p l a i n why we're concerned. I s the 

11 advertisement i s a d i f f e r e n t l o c a t i o n than you are now 

12 proposing. The o r i g i n a l a p p l i c a t i o n was f o r 934 f e e t from the 

13 south l i n e . 

14 A. Correct. 

15 Q. Which, of course, puts your e n t i r e wellbore, 

16 i n c l u d i n g the v e r t i c a l p o r t i o n of i t and the surface l o c a t i o n , 

17 w i t h i n an orthodox window. 

18 A. The surface l o c a t i o n , yes, i s r i g h t , would be an 

19 unorthodox l o c a t i o n . 

20 Q. Yeah. Now you now have moved. You say i t i s your 

21 i n t e n t -- or l e t me ask you. I s i t your i n t e n t t h a t the 

22 producing i n t e r v a l w i l l not begin u n t i l i t i s w i t h i n the 

2 3 producing wind.ow? 

24 A. Yes. The e a r l i e s t on our curved d r i l l r a t e , and our 

2 5 engineer can ex p l a i n i t , but the top of the Mancos A formation 
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1 would be encountered approximately 800 f e e t from the south 

2 l i n e . That would be the e a r l i e s t t h a t we could encounter i t i f 

3 everything goes r i g h t . 

4 MR. BRUCE: Mr. S t o v a l l , the bottomhole, i f you 

5 w i l l , l o c a t i o n of the wellbore would be w i t h i n the parameters 

6 o u t l i n e d i n the advertisement f o r Case 10099. 

7 MR. STOVALL: Yeah. I am i n c l i n e d t o t h i n k an order 

8 can be c r a f t e d t o ensure t h a t t h a t i s t r u e , i f you w i l l . 

9 MR. BRUCE: Yes. 

10 THE WITNESS: That would be f i n e . 

11 Let me p o i n t out, too, t h a t a l l the owners of the 

12 u n i t are on n o t i c e of our w e l l and i t s l o c a t i o n . I n fa.ct under 

13 a f e d e r a l u n i t everybody t h a t ' s i n the u n i t gets a l l the w e l l 

14 data and w e l l i n f o r m a t i o n and are f u l l y aware. I n f a c t even by 

15 the formation of the u n i t t h a t they were n o t i f i e d of the 

16 l o c a t i o n . 

17 The u n i t approval by the BLM i n f a c t s t a t e s j u s t a t 

18 a l o c a t i o n Southeast Quarter of Southwest Quarter of Section 11 

19 of the surface l o c a t i o n . And then has f u r t h e r d e f i n i t i o n f o r 

20 how the h o r i z o n t a l p r o p o r t i o n of the w e l l w i l l be d r i l l e d , what 

21 angle and what distance. 

22 Q. When d i d you develop your d r i l l i n g plans f o r t h i s 

23 u n i t ? When d i d you s t a r t workincj on the u n i t , most 

24 s p e c i f i c a l l y when d i d you develop your development -- when d i d 

2 5 you design your development program? 
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1 A. With what engineering considerations or --

2 Q. When d i d you decide t o d r i l l t h i s well? 

3 A. We were i n a mode of s e t t i n g up f o r h o r i z o n t a l 

4 d r i l l i n g e a r l i e r i n the p a r t of 1990, loo k i n g f o r an optimal 

5 l o c a t i o n i n Mew Mexico. Of course we've owned these p r o p e r t i e s 

6 f o r some time. And i t ' s j u s t been a f u n c t i o n of g e t t i n g down 

7 t o what made the most geologic sense. That's why t h i s u n i t was 

8 formed i n J u l y of t h i s year. 

9 Q. The u n i t was formed, a c t u a l l y formed i n July? 

10 A. Yes. 

11 Q. When was the decisi o n t o d r i l l t h i s s p e c i f i c w e l l 

12 made? 

13 A. I n J u l y . 

14 Q. Why was the a p p l i c a t i o n not f i l e d u n t i l , when was 

15 i t , September -- August 27th, which made t h i s the f i r s t 

16 a v a i l a b l e docket --

17 A. Right. 

18 Q. f o r your a p p l i c a t i o n w i t h a September 3 0th 

19 d r i l l i n g deadline? 

2 0 A. Well, the reason f o r tha t i s , f r a n k l y , I guess there 

21 was a misunderstanding upon who had a u t h o r i t y t o approve 

22 h o r i z o n t a l d r i l l i n g . And i t was our understanding a t the time 

23 t h a t the BLM i n a f e d e r a l u n i t w i t h a. f u l l y approved u n i t , 

24 t h a t ' s where we -- i n f a c t t h a t ' s where we turned i n our 

25 d r i l l i n g permit t o a.nd ev e r y t h i n g . And we now understand t h a t 
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1 the s t a t e has j u r i s d i c t i o n over d i r e c t i o n a l w e l l s i n New 

2 Mexico. 

3 Q. Have you operated i n New Mexico previous, p r i o r t o 

4 t h i s time? 

5 A. Yes. 

6 Q. Who made you aware t h a t t h i s i s w i t h i n the s t a t e ' s 

7 j u r i s d i c t i o n ? How d i d you become aware of that? I guess I 

8 should rephrase t h a t . 

9 A. I — 

10 Q. How and when? Maybe t h a t ' s even a b e t t e r way t o 

11 phrase i t . 

12 A. I b e l i e v e our d r i l l i n g engineer made us aware of i t . 

13 Q. Do you know about when t h a t became 

14 A. I suspeict w i t h i n a few days of making the 

15 a p p l i c a t i o n f o r t h i s hearing. 

16 Yeah, l e t me e x p l a i n , i n Wyoming where we're doing 

17 t h i s , too, the State a u t o m a t i c a l l y suspends a l l orders i n s i d e 

18 of a f e d e r a l u n i t . And you only have t o go t o the BLM and you 

19 do a l l of your hearings and everything through the BLM, and the 

20 State does not i n t e r a c t i n the process whatsoever. 

21 Q. Thank you. I am glad you added t h a t because I am 

22 aware t h a t the BLM does not operate the same i n a l l s t a t e s . 

2 3 A. Right. 

24 MR. STOVALL: I have nothing f u r t h e r a t t h i s time. 

25 I ' l l make a determination as we progress w i t h respect t o 
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1 whether or not there are problems w i t h t h a t . 

2 THE WITNESS: A l l r i g h t . 

3 MR. STOVALL: One question I do have, and I don't 

4 know i f the Examiner covered i t again w h i l e I was out, but 

5 inasmuch as we do have t o r e a d v e r t i s e t h i s case f o r the October 

6 3rd hearing, what's t h a t going t o do as f a r as your September 

7 30th d r i l l i n g o b l i g a t i o n deadline under the u n i t ? 

8 THE WITNESS: Well, we i n f a c t have asked the BLM 

9 f o r an extension. And the reason f o r asking f o r an extension 

10 i s to allow the State of New Mexico the time t o r u l e on our 

11 a p p l i c a t i o n . 

12 HEARING EXAMINER: Has th a t been granted? 

13 THE WITNESS: No. 

14 HEARING EXAMINER: Do you a n t i c i p a t e t h a t i t w i l l ? 

15 THE WITNESS: Yes. 

16 HEARING EXAMINER: When would t h a t extension be i n 

17 e f f e c t ? 

18 THE WITNESS: Well, we've asked, f o r another 30-day 

19 window up through October 3 0th, I guess i t i s . 

2 0 MR. STOVALL: I have nothing f u r t h e r a t t h i s time of 

21 t h i s witness. 

2 2 FURTHER EXAMINATION 

23 BY THE HEARING EXAMINER: 

24 Q. Did you give me -- you gave me a l o c a t i o n where the 

25 w e l l w i l l i n t e r s e c t the Mancos form a t i o n . W i l l t h a t be covered 
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1 i n more d e t a i l l a t e r on? 

2 A. Yes. 

3 Q. I s i t your understanding t h a t the l a t e r a l p o r t i o n of 

4 the wellbore w i l l not be clo s e r than 660? 

5 A. Yes. 

6 Q. To the outer boundary of Section 11? 

7 A. Yes. Any w e l l we d r i l l i n here t h a t would be our 

8 request. 

9 Q. Do you know what the setback requirement i s f o r the 

10 Rio Puerco Mancos pool? 

11 A. No, I don't. 

12 MR. BRUCE: I presume i t ' s the standard f o r 320-acre 

13 u n i t s , Mr. Examiner. 

14 HEARING EXAMINER: Okay. 

15 MR. STOVALL: This i s an o i l p o o l , i s n ' t i t ? 

16 MR. BRUCE: I t might be s l i g h t l y d i f f e r e n t . 

17 MR. STOVALL: Let's p u l l out the sp e c i a l pool r u l e s 

18 during a break j u s t t o -- I am not sure there i s a standard f o r 

19 320 o i l w e l l s . 

20 MR. BRUCE: I do not r e c a l l what i t was f o r the 

21 Gavilan Mancos. 

22 MR. STOVALL: That was d e f i n i t e l y s p e c i a l pool 

23 r u l e s . 

2 4 Q. (BY THE HEARING EXAMINER) Mr. Ambler, can you go 

2 5 over once again the request of the o p t i o n t o be able t o combine 
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1 two 320's and why t h a t ' s necessary. 

2 A. That r e a l l y i s again t o allow f l e x i b i l i t y i n 

3 l o c a t i n g the wellbores. I mean -- I ' l l j u s t number them, 

4 number one, allow us f l e x i b i l i t y i n d r i l l i n g of the wellbores 

5 so t h a t , f o r example, i f we wanted t o d r i l l up alongside a 

6 center boundary l i n e i n s i d e of a 640-acre u n i t t h a t we would 

7 not be req u i r e d t o have the 660-foot setback along t h a t center 

8 l i n e . 

9 Number two reason i s u n t i l we d r i l l several w e l l s i n 

10 here we don't have a good understanding of thi n g s l i k e 

11 drainage, r e s e r v o i r pressure, i m p l i c a t i o n s w i t h respect t o 

12 p r o d u c t i v i t y of the w e l l s . And we b e l i e v e t h a t a wider spacing 

13 p a t t e r n may be de s i r a b l e u n t i l f u r t h e r i n f o r m a t i o n i s gathered. 

14 Number three, we set up our u n i t o p e r a t i n g agreement 

15 to provide f o r these 640-acre d r i l l i n g b l o cks. And i t makes i t 

16 nice, simple, squs.re consensus. 

17 Number f o u r , our experience i n other s t a t e s has --

18 I n f a c t we've gone through great d e t a i l of testimony i n two 

19 other s t a t e s f o r 640-acre spacing of h o r i z o n t a l w e l l s . 

20 MR. STOVALL: May I ask you t o -- excuse me. 

21 HEARING EXAMINER: Go ahead. 

2 2 FURTHER EXAMINATION 

2 3 BY MR. STOVALL: 

24 Q. Let me j u s t ask you t o -- and I understand i t i s an 

25 answer you are j u s t going t o have t o express an opinion on 
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1 probably w i t h o u t management c o n f i r m a t i o n at t h i s p o i n t , and I 

2 don't know how much a u t h o r i t y you have, but i f you are granted 

3 the f l e x i b i l i t y you request i n developing t h i s pool on a 

4 h o r i z o n t a l w i t h I assume s u b s t a n t i a l h o r i z o n t a l d r i l l i n g , i t 

5 w i l l be b a s i c a l l y a h o r i z o n t a l l y developed o i l pool at t h a t 

6 p o i n t , what would you a n t i c i p a t e doing w i t h respect t o 

7 p a r t i c i p a t i n g areas i f you have t h i s f l e x i b i l i t y t o b a s i c a l l y 

8 d r i l l w e l l s w i t h minimal regard t o a r t i f i c i a l surface 

9 boundaries and p r o r a t i o n u n i t s and t h a t s o r t of --

10 A. Well, i t ' s not going to be c i r c l e tangent, I can say 

11 t h a t . I t h i n k f r a n k l y our i n t e n t i o n would be t o make 

12 a p p l i c a t i o n t o combine p a r t i c i p a t i n g areas on each 640-acre 

13 square t h a t we have a we l l d r i l l e d on. 

14 Q. When you say combined p a r t i c i p a t i n g areas, what, do 

15 you mean? 

16 A. Well, the BLM i s going t o r e q u i r e t h a t anyway. As 

17 soon as you have two producing w e l l s out of the same pool 

18 i n s i d e of a u n i t y o u ' l l combine p a r t i c i p a t i n g areas f o r the two 

19 w e l l s . So i f you set up, say, f o r example, we d r i l l a w e l l i n 

20 Section 11 and Section 14, the p a r t i c i p a t i n g area f o r the two 

21 w e l l s would be Section 11 and 14. As you continue t o develop 

22 and expand out i n your u n i t area, i t would be our i n t e n t t o do 

23 t h a t on a 640-acre basis. As we d r i l l a w e l l we would add to 

24 the p a r t i c i p a t i n g area. 

25 Q. I n other words, i f I understand what you are saying 
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1 c o r r e c t l y , i f you go t o , l e t ' s use your 11 and 14 example, i f 

2 your second w e l l i s i n Section 14 f o r purposes of a l l o c a t i n g 

3 d r i l l i n g expense you would t r e a t Section 14 as a separate 

4 d r i l l i n g block? 

5 A. Yes. 

6 Q. And only a f t e r a w e l l i s completed as a producer 

7 would you then merge the p a r t i c i p a t i n g areas or d r i l l i n g blocks 

8 i n t o one and r e a l l o c a t e the i n t e r e s t i n t h a t way? 

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

10 Q. So i t would not be your i n t e n t i o n t o move on t o 14 

11 and then r e a d j u s t the i n t e r e s t before d r i l l i n g , but only a f t e r 

12 production? 

13 A. No. I t ' s a f t e r d r i l l i n g i s the way i t ' s set up In 

14 the u n i t agreement. 

15 Q. I s i t , as f a r as you know, your i n t e n t i o n t o use a 

16 step-out type development r a t h e r than e x p l o r i n g d i f f e r e n t 

17 p o r t i o n s of the u n i t area? 

18 A. I t ' s going t o be a step-out development, a b s o l u t e l y . 

19 That's our plan r i g h t now. I n f a c t I. t h i n k we've p e r m i t t e d 

20 about f o u r or f i v e d i f f e r e n t w e l l s w i t h the BLM. And they are 

21 i n Sections 6, 7, 12, 11, and 13. 

22 MR. STOVALL: I don't t h i n k I have any f u r t h e r 

2 3 questions. 

24 MR. MORROW: I have a question t o ask you. 

2 5 * * * * * 
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1 EXAMINATION 

2 BY MR. MORROW: 

3 Q. I f you d i d assign 64 0 say to t h i s w e l i , would you do 

4 more h o r i z o n t a l development or a longer h o r i z o n t a l extension of 

5 the wellbore i n order t o f u l l y d r a i n t h a t 64 0? 

6 A. Yeah, l e t me e x p l a i n t h a t . And t h i s you can get 

7 i n t o w i t h our engineer. 

8 Our i n t e n t i s t o d r i l l t h i s and set a four and a 

9 h a l f inch l i n e r i n the h o r i z o n t a l p o r t i o n of the hole but not 

10 cement i t . The reason f o r t h a t i s t h i s : a t some p o i n t i n the 

11 f u t u r e , l e t ' s say the w e l l depletes r a p i d l y or you are not 

12 happy w i t h the production or f o r whatever reason, you may want 

13 to p u l l t h a t l i n e r and extend out the h o r i z o n t a l reach of your 

14 w e l l at some po i n t i n the f u t u r e . 

15 There i s also a p o s s i b i l i t y now, and t h i s i s being 

16 developed, i t ' s new technology, t o where you may a c t u a l l y d r i l l 

17 another l a t e r a l out of the same w e l l t h a t you are i n . So 

18 you've got t h a t p o t e n t i a l . 

19 And l a s t l y I want t o say t h a t even though there i s 

20 only one w e l l on t h a t 640, t h a t under our u n i t agreement you 

21 would s t i l l have the r i g h t t o go i n and i n f i l l d r i l l subsequent 

22 w e l l s i n s i d e the 64 0. At some p o i n t i n the f u t u r e i f i t ' s 

23 economically deemed f e a s i b l e t o do so t h a t would be f u l l y our 

24 i n t e n t t o do so. 

2 5 Does t h a t answer your question? 
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1 Q. Yes, s i r . I s t i l l would wonder whether or not you 

2 would -- would you expect t o assign 640 t o t h i s well? 

3 A. Yes. 

4 Q. As you have i t planned now? 

5 A. Yes. 

6 MR. MORROW: That answers my questions. 

7 MR. STOVALL: Let me get i n t o another- area. 

8 FURTHER EXAMINATION 

9 BY MR. STOVALL: 

10 Q. One of the issues t h a t comes up w i t h respect t o the 

11 State e s t a b l i s h e d p r o r a t i o n u n i t s and spacing and o i l pools i s 

12 t h a t a l l o i l i s subject t o top allowables based upon depth, and 

13 p r o r a t i o n u n i t s i z e . How does t h a t a f f e c t your d r i l l i n g plans, 

14 and do you have any recommendation? Because I don't t h i n k 

15 there -- again I would have t o check the Rio Puerco pool r u l e s , 

16 and I don't know what the depth racket allowable i n t h a t pool, 

17 but do you have any recommendations i n t h a t area or thoughts? 

18 A. Yeah, I am glad you asked the question. I don't 

19 have a recommendation u n t i l we d r i l l our w e l l . And t h a t ' s one 

2 0 of the reasons, i n f a c t , we've asked f o r the 6 0-day 

21 u n r e s t r i c t e d allowable upon d r i l l i n g the w e l l . 

22 I know i n other s t a t e s , e s p e c i a l l y i n Texas, they've 

23 imposed on a h o r i z o n t a l w e l l , they've devised a formula based 

24 on distance of the w e l l . And I b e l i e v e the maximum allowable 

25 you can get i s 1,280 a day. But they've since even relaxed 
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1 t h a t , because they do have several w e l l s t h a t are capable of 

2 producing i n excess of t h a t . 

3 What I ' d l i k e t o do i s s t a t e t h i s : t h a t we would 

4 reserve or request t h a t we be able t o come back i n the f u t u r e 

5 and present our data and our evidence i n support of the type of 

6 allowable t h a t we might need f o r a h o r i z o n t a l w e l l . 

7 Q. A l o t of what we're t a l k i n g about i s i n the case 

8 which, what i s i t , 10100, I b e l i e v e , which i s not a c t u a l l y 

9 being heard today i n terms of special operating r u l e s . Are you 

10 prepared or w i l l you be prepared at the next hearing when t h a t 

11 case i s a c t u a l l y heard t o present a, i f you w i l l , a d r a f t of 

12 what you would l i k e t o see as ope r a t i n g rules? 

13 A. That's d i f f i c u l t . That's p a r t of the reason f o r the 

14 d i f f i c u l t y i n having i t f o r t h i s hearing. U n t i l your w e l l i s 

15 d r i l l e d and you know what you've encountered i t ' s d i f f i c u l t t o 

16 be premature about something and come i n . I t ' s okay t o set 

17 out, you can set some parameters. But I ' d much ra.ther be more 

18 s p e c i f i c and address what you have at the time r a t h e r than t r y 

19 t o say what you hope t o have. 

20 Q. Would i t be b e t t e r t o continue t h a t case u n t i l you 

21 have some d r i l l i n g and production experience i n the area t o 

22 develop some rules? 

23 A. Part of the reason f o r asking f o r the case 

24 simultaneously w i t h t h i s one i s t h i s : we do not want t o waste 

25 the resource of gas out here. I t ' s not our i n t e n t i o n t o s e l l 
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1 the gas. We want to be r e i n j e c t i n g i t i n t o the p o o l . We can't 

2 t e l l you today i f i t ' s going to have an e f f e c t or not. But. we 

3 can t e l l you t h a t i t ' s b e t t e r than f l a r i n g i t . And so t h a t was 

4 p a r t of the reason f o r asking t o be able t o r e i n j e c t i n t o t h a t 

5 wellbore as promptly as po s s i b l e a f t e r completion of the w e l l . 

6 Q. I t almost sounds -- I guess I am, once again as I 

7 want t o do, jumping i n over my heeid i n t o t e c h n i c a l matters, a t 

8 l e a s t I am doing i t w i t h a landman so I don't f e e l n e a r l y as 

9 uncomfortable. I t sounds l i k e what you are doing i s you are 

10 going out there and you are doing k i n d of a -- i t i s i n f a c t a 

11 p i l o t p r o j e c t . 

12 A. I t i s a p i l o t p r o j e c t . 

13 Q. To see how to deal w i t h a large commonly managed 

14 area. 

15 A. That's e x a c t l y r i g h t . 

16 Q. And there are l o t s of d i f f e r e n t c o n s i d e r a t i o n s . 

17 Does i t provide you the f l e x i b i l i t y you need t o k i n d of get 

18 small increments of approvals t o the p o i n t t o where you know 

19 and then you can come i n and say okay, t h i s i s how the whole 

20 package should be operated i n terms of allowables, i n j e c t i o n 

21 d r i l l i n g ? 

22 A. That's why we t r i e d t o design t h i s a p p l i c a t i o n t o 

23 get us along on our program. 

24 And l e t me back up f o r a minute, too. Not t o over 

25 emphasize the u n i t , b u t , you know, the f i r s t c o n s i d e r a t i o n i n 
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1 any k i n d of a p r o j e c t of t h i s magnitude where you have 

2 d i v e r s i t y of ownership i s t o get i t a l l under one house. 

3 That's why we took the e f f o r t and made the e f f o r t t o go t o the 

4 BLM. That's why -- f r a n k l y i t ' s unusual t h a t we have such a 

5 high l e v e l of u n i t commitment t h a t we do from the working 

6 i n t e r e s t owners. I t h i n k t h a t helps our case. 

7 Now l e t me go on t o what you are suggesting. We've 

8 asked f o r t h i s u n r e s t r i c t e d gas or whatever, prod u c t i o n 

9 allowable f o r 60 days w h i l e we d r i l l the w e l l , which w i l l allow 

10 us t o d r i l l our w e l l underbalanced. We've asked f o r the 

11 a b i l i t y t o very q u i c k l y connect and r e i n j e c t , gas i n t o a w e l l 

12 t h a t ' s already i n t h i s same Section 11, which w i l l a llow us t o 

13 produce the w e l l . And at the same time we're also asking f o r 

14 approval t o use the r i g t h a t we have i n Section 11 t o move on 

15 t o our next l o c a t i o n , and t h a t t o be done on an a d m i n i s t r a t i v e 

16 process so t h a t we don't have t o pay t h i s $40,000 r i g move back 

17 i n and out of there so we can move very q u i c k l y t o get on w i t h 

18 our next w e l l . I f you t h i n k about, i f you r e f l e c t back on my 

19 testimony today, I t h i n k you w i l l see t h a t we've l a i d i t out at 

20 l e a s t w i t h respect t o the plans t h a t we have. 

21 Now, the p a r t of the question I haven't answered i s 

22 what s o r t of an o i l allowable do you have a f t e r t h a t 60-day 

23 p e r i o d . I t h i n k those are the s o r t of the things you are going 

24 t o have t o come i n f o r and ask f o r l a t e r . I t h i n k we're 

25 w i l l i n g t o subject ourselves t o t h a t . But w i t h respect t o what 
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1 we have i n t h i s s p e c i f i c a p p l i c a t i o n , we know those are the 

2 things we need at t h i s time. 

3 Q. I guess I am concerned a l i t t l e b i t . And again 

4 because of the f a c t i t was a common a p p l i c a t i o n which was 

5 broken out p r i m a r i l y i n an attempt t o meet -- t o a s s i s t you t o 

6 meet your d r i l l i n g deadline, t o keep i t simple i t doesn't seem 

7 to be working i n t h i s case. And t h a t ' s not a c r i t i c i s m of 

8 anything. 

9 Based on the case we're a c t u a l l y hearing r i g h t now, 

10 one other question I t h i n k I need t o consider, and I am more 

11 saying i t ' s a question t h a t I don't know the answer t o a t the 

12 moment, i s , you know, i s t h i s case provided s u f f i c i e n t 

13 f l e x i b i l i t y and framework j u s t i n the terms of the way i t ' s 

14 been a d v e r t i s e d and docketed t o provide f o r the a d d i t i o n a l 

15 w e l l s t o be d r i l l e d under the c o n d i t i o n s t h a t you are seeking. 

16 And t h a t ' s expressing no opi n i o n as to those c o n d i t i o n s . 

17 I t ' s simply something we might t h i n k about, 

18 Mr. Bruce, and at some p o i n t d u r i n g the course of t h i s have 

19 s ome --

20 MR. BRUCE: Well, as we've stat e d the Case 10099 i s 

21 the most important. And we thought i t was best t o present a l l 

22 of Mr. Ambler's testimony to give you a f u l l p i c t u r e of what 

23 they plan on doing out t h e r e . But as we said, w e ' l l be back 

2 4 f o r the next case. Hopefully w e ' l l be able t o answer a few 

25 more of your questions. I t h i n k what we've t r i e d to do i s 
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1 submit enough today t o get approval f o r the h o r i z o n t a l , the 

2 i n i t i a l h o r i z o n t a l w e l l , which i s of most concern t o the 

3 ap p l i c a n t a t t h i s time. 

4 MR. STOVALL: Yeah. And I do have a concern. My 

5 biggest concern at t h i s p o i n t i s I t h i n k he's brought up a 

6 v a l i d p o i n t about once you s t a r t the d r i l l i n g program you would 

7 l i k e to keep moving w h i l e you've got a r i g . 

8 THE WITNESS: Yes. 

9 MR. STOVALL: And you'd l i k e t o , assuming the 

10 program i s approvable, we'd l i k e t o be able t o do t h a t f o r you. 

11 THE WITNESS: I'd appreciate t h a t . 

12 MR. STOVALL: That's why I k i n d of got i n t o t h i s . 

13 I t i s o f f beyond the scope of t h i s case I t h i n k a l i t t l e b i t . 

14 Hard to separate them i n a l o t of ways. 

15 I am through now. 

16 FURTHER EXAMINATION 

17 BY THE HEARING EXAMINER: 

18 Q. Just going b r i e f l y over what you expect t o receive 

19 or what are you asking f o r concerning t h i s w e l l would be the 

20 660 setback, the u n r e s t r i c t e d 60-day o i l allowable w e l l 

21 d r i l l i n g . 

22 A. O i l and gas. 

23 Q. I understand why t h a t ' s necessary. Does i t have t o 

24 be u n r e s t r i c t e d ? 

25 A. Yes, I be l i e v e i t does. We have no way of knowing 
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1 what we're going t o encounter w h i l e d r i l l i n g . And i n a 

2 d r i l l i n g s i t u a t i o n , our d r i l l i n g engineer I am sure would be 

3 happy to ex p l a i n t h i s , but as I understand i t In a d r i l l i n g 

4 s i t u a t i o n scenario to where you are producing o i l and gas while 

5 you are d r i l l i n g , the only way t o r e s t r i c t i t i s t o increase 

6 your mud a d d i t i v e s . By increasing your mud a d d i t i v e s you are 

7 adding some; s o r t of a heavy mud t o the environment t h a t you 

8 would be d r i l l i n g i n would imply, or p o t e n t i a l l y imply 

9 formation damage, e s p e c i a l l y i n the Mancos fo r m a t i o n . We're 

10 s e n s i t i v e t o t h a t , we're concerned about i t . That's p a r t of 

11 the reason why v;e ' re asking f o r an u n r e s t r i c t e d --

12 Q. Now the 6 0 days, does t h a t j u s t apply t o the time 

13 the w e l l i s d r i l l i n g ? 

14 A. While we're d r i l l i n g , yes. 

15 Q. I t doesn't, when you are f i n i s h e d d r i l l i n g t h a t 

16 doesn't a p t l y --

17 A. Yeah. See, when you are f i n i s h e d d r i l l i n g your 

18 pipes run and you can p u l l o f f the l o c a t i o n and you can set 

19 your w e l l head and you can s i t i n there and wait u n t i l we come 

2 0 before you again and t e l l you what we r e a l l y want t o do. 

21 Because then y o u ' l l know what we have, and we w i l l too. 

2 2 Q. Okay. A l l you are seeking a t t h i s time i s a 

23 standard 320 o i l and gas allowable f o r the well? 

24 A. Yes. 

25 Q. At t h i s time. Okay. B a s i c a l l y the r e s t of the 
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1 s t u f f you are asking f o r would more or less f a l l i n t o the r u l e s 

2 f o r the whole p r o j e c t ? 

3 A. Yes. 

4 HEARING EXAMINER: I be l i e v e t h a t ' s a l l I have. 

5 Anything else? 

6 The witness may be excused. 

7 THE WITNESS: Thank you. 

8 RICHARD STEPHEN SHUSTER, 

9 the witness h e r e i n , a f t e r having been f i r s t duly sworn upon h i s 

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

11 EXAMINATION 

12 BY MR. BRUCE: 

13 Q. Would you please s t a t e your name and c i t y of 

14 residence. 

15 A. My name i s Richard Shuster, S-h-u-s-t-e-r. And I am 

16 a re s i d e n t 24 Flora Way i n Golden, Colorado. 

17 Q. And what i s your occupation? 

18 A. I am a petroleum engineer, self-employed as a 

19 co n s u l t a n t . 

2 0 Q. And who have you been ret a i n e d by i n t h i s case? 

21 A. I've been r e t a i n e d by Veteran O i l & Gas and Sam Gary 

22 J r . and Associates. 

23 Q. Have ycu p r e v i o u s l y t e s t i f i e d before the New Mexico 

2 4 O i l Conservation D i v i s i o n ? 

2 5 A. No, I have not. 
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1 Q. Would you please o u t l i n e your background. 

2 A. I am a r e g i s t e r e d petroleum engineer, or 

3 p r o f e s s i o n a l engineer i n Colorado w i t h approximately 14 years 

4 of experience. I worked w i t h W. R. Grace, Grace Petroleum, 

5 for m e r l y known as the Columbus Corporation, i n t h e i r operations 

6 group, t h e i r a c q u i s i t i o n s group as w e l l as t h e i r r e s e r v o i r 

7 engineering group. I was p r i m a r i l y responsible i n operations 

8 f o r the a r t i f i c i a l l i f t design and chemical treatment programs 

9 i n the Rocky Mountain area. Reservoir and a c q u i s i t i o n group 

10 was a l l over, a l l of t h e i r p r o p e r t i e s . 

11 I then l e f t , went t o work f o r S c i e n t i f i c Software as 

12 a cons u l t a n t where I performed black o i l and enhanced o i l 

13 simulations p r i m a r i l y f o r i n t e r n a t i o n a l c l i e n t e l e . L e f t the 

14 i n d u s t r y b r i e f l y f o r about e i g h t months, j o i n e d a company as 

15 v i c e president of finance. Came back i n as a consultant w i t h 

16 the Rider Scott Company i n Denver doing economic evaluations, 

17 again nationwide. L e f t Rider Scott t o help Keen Eye O i l & Gas 

18 s e l l t h e i r l i m i t e d p a r t n e r s h i p s . And while at Keen Eye I 

19 became responsible f o r a l l of the d r i l l i n g and oper a t i o n 

20 a c t i v i t i e s f o r the company. They sold, I went t o work f o r 

21 Wintersol O i l & Gas as a r e s e r v o i r production engineer handling 

22 and the r e s e r v o i r a c q u i s i t i o n work and operations work i n the 

23 Paradox Basin, the: Colorado p o r t i o n of the San Juan Basin, and 

24 Powder River Basin. 

2 5 That was when the p r i c e of o i l dropped and I spent 
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1 some time unemployed. Joined a small c o n s u l t i n g f i r m i n 

2 Boulder where I ass i s t e d i n operations, l i t i g a t i o n support and 

3 economic eva l u a t i o n s . I n July , 1988, I formed my own p r a c t i c e 

4 and have performed w e l l s i t e c o n s u l t i n g services, d r i l l i n g , 

5 workover plans, economic a n a l y s i s , and I've been designated as 

6 an expert i n the Texaco, f o r Texaco i n t h e i r property tax 

7 appeal and i n t h e i r B a k e r s f i e l d d i s t r i c t . I am also designated 

8 as an expert witness i n an I l l i n o i s Basin case which appears t o 

9 be one t h a t w i l l be s e t t l e d out of c o u r t . 

10 Q. Okay. And are you f a m i l i a r w i t h the engineering 

11 matters r e l a t e d to Case 10099? 

12 A. Yes, I am. 

13 MR. BRUCE: Mr. Examiner, i s the witness considered 

14 acceptable? 

15 HEARING EXAMINER: He i s . 

16 (Thereupon, E x h i b i t 6 was 

17 marked f o r i d e n t i f i c a t i o n . ) 

18 Q. (BY MR. BRUCE) Mr. Shuster, would you please r e f e r 

19 t o Applicant's E x h i b i t No. 6. Describe how the i n i t i a l w e l l i n 

20 Section 11 w i l l be d r i l l e d and also discuss the casing and 

21 cementing program. 

22 (Mr. S t o v a l l i s no longer present.) 

23 A. I th i n k the easiest, p a r t of t h i s would be t o t u r n t o 

24 the back page where i t ' s g r a p h i c a l . I have a l o t of t r o u b l e 

2 5 j u s t l o o k i n g a t tables and deciding where the w e l l s go i n . 
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1 A c t u a l l y t h i s w e l l i s n o t h i n g d i f f e r e n t than a l l the 

2 other w e l l s i n the u n i t . We're going t o d r i l l i t v e r t i c a l l y t o 

3 about 3,500 f e e t . And an intermediate s t r i n g of pipe w i l l be 

4 set at t h a t depth. That, w i l l seal o f f a l l of the formations 

5 w i t h oil/gas/water production p o t e n t i a l . 

6 The casing w i l l have a 24-inch hole, w i t h 16-inch 

7 conductor set, surface cemented t o surface at about 17 5 f e e t 

8 plus or minus. 12 and quarter inch hole w i l l be d r i l l e d 3,200 

9 f e e t and nine and f i v e - e i g h t h s inch casing w i l l be run and 

10 cemented. 

11 The l a s t formation of concern Is the p o i n t look out 

12 estimated based on geologic prognosis a t j u s t about 3,140. So 

13 that, w i l l be f i n e . 3, 500 we k i c k o f f the w e l l , as you can see 

14 on the diagram. We reach the v i r t u a l l y h o r i z o n t a l p o r t i o n or 

15 80 degrees v e r t i c a l a t a depth of 3,979. And w e ' l l d r i l l a t 

16 that, angle u n t i l we reach the desired l e n g t h of our hole. 

17 We a n t i c i p a t e reaching the top of the Mancos about 800 f e e t 

18 from the south l i n e of the s e c t i o n . 

19 The mud program as Mr. Ambler s t a t e d , we w i l l be 

2 0 d r i l l i n g an underbalanced system t o help prevent formation 

21 damage i n the Mancos. One of the b i g reasons f o r t h i s i s i n 

22 pressure t e s t i n g of the h o r i z o n t a l w e l l the a s c e r t a t i o n of 

23 formation damage i s extremely d i f f i c u l t . P r i m a r i l y because 

24 w i t h the very r e l a t i v e l y shallow above and below depth of the 

25 400 or 500 f o o t zone i s the Mancos. Your pressure b u i l d - u p 
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1 t e s t where you can a c t u a l l y see what k i n d of damage you would 

2 have would show boundary e f f e c t s before you reach the t r a n s i e n t 

3 p o r t i o n of your curve. Y o u ' l l see a number of e f f e c t s , and 

4 i t ' s very hard w i t h the technology we have now to a c c u r a t e l y 

5 determine damage w i t h a t r a n s i e n t a n a l y s i s t e s t i n g program. 

6 Therefore we want t o keep those problems to a minimum. And j n 

7 the Au s t i n chalk, Bakken formation, and even i n the Niagaran 

8 formation i n Southeastern Wyoming they found t h a t d r i l l i n g 

9 underbalanced does present a much n i c e r wellbore t o work w i t h 

10 a f t e r you run your l i n e r . 

11 The l i n e r w i l l be run t o the t o t a l , through the 

12 t o t a l length of the hole and set i n a manner t h a t we could p u l l 

13 the l i n e r , plugg o f f i f we need to the zones t h a t were -- t h a t 

14 have f a i l e d t o produce. We can. lengthen the zones. We'll make 

15 i t o p e r a t i o n a l l y a t t r a c t i v e t o continue working from the same 

16 v e r t i c a l p o r t i o n of the wellb o r e . 

17 Q. Okay. Does t h i s d r i l l i n g plan conform t o 

18 conventional h o r i z o n t a l d r i l l i n g procedures? 

19 A. Yes. Technology i s out there. We're not going t o 

2 0 r e i n v e n t the wheel. 

21 Q. I f you could b r i e f l y go i n t o why you chose the 

22 Mancos formation, or why the a p p l i c a n t chose the Mancos 

23 formation f o r t h i s d r i l l i n g program, could you discuss t h a t 

24 b r i e f l y . 

2 5 A. There have been a l o t of a r t i c l e s , both some 
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1 published, many in-house a r t i c l e s on the Mancos, the f r a c t u r e 

2 systems w i t h i n i t . Anytime you have a f r a c t u r e system i t lends 

3 to a h o r i z o n t a l w e l l . A v e r t i c a l w e l l i n a f r a c t u r e d system 

4 w i l l be nice i f you h i t the f r a c t u r e d system w i t h the m a t r i x 

5 p o r o s i t y behind i t . I f there i s no ma t r i x p o r o s i t y you w i l l 

6 d r a i n the f r a c t u r e s and t h a t w i l l be i t . 

7 Looking at recoveries i n t h i s f i e l d you can see t h a t 

8 there are w e l l s t h a t have h i t f r a c t u r e systems w i t h m a t r i x 

9 p o r o s i t y and reasonable p e r m e a b i l i t i e s . Those w e l l s are 

10 performing f a i r l y w e l l . Other w e l l s have h i t j u s t a f r a c t u r e 

11 system w i t h p o r o s i t y w e l l i n t o f i v e percent p e r m e a b i l i t y less 

12 than h a l f m i l l i d a r c y , and those w e l l s produce 4,000, 5,000 

13 b a r r e l s , maybe 14 m i l l i o n cubic f e e t of gas, and t h a t ' s i t . 

14 By d r i l l i n g a h o r i z o n t a l w e l l through a very t h i c k 

15 s e c t i o n you can encounter more h o r i z o n t a l f r a c t u r e s which w i l l 

16 enhance your pr o d u c t i o n . The matrix c o n t r i b u t i o n might be the 

17 same as you would see i n a v e r t i c a l s e c t i o n h i t t i n g the same 

18 f r a c t u r e system. But by encountering more f r a c t u r e systems the 

19 economics, the o v e r a l l economics of the w e l i are enhanced, you 

2 0 recover more o i l t h a t would have been l e f t i n the ground had 

21 you j u s t stayed w i t h a conventional v e r t i c a l program. 

22 Q. Re f e r r i n g again t o the d r a f t on E x h i b i t 6, again 

23 approximately how long do you a n t i c i p a t e the h o r i z o n t a l p o r t i o n 

24 of the w ellbore w i l l be? 

25 A. Right now we're looking at about 2,000 f e e t . I t 
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1 could be as much as th r e e . We could back i t o f f depending on 

2 what type of shows we're g e t t i n g , how the well i s d r i l l i n g , 

3 where we are i n r e l a t i o n to the lease boundaries. Monitoring 

4 of the d r i l l b i t w i l l be at a minimum every 30 f e e t . I f we run 

5 i n t o problems we s t a r t i n c h i n g towards a boundary we shouldn't 

6 be there w i l l be more measurements taken t o ensure t h a t we w i l l 

7 curve back t o remain l e g a l . 

8 Q. Mr. Ambler went i n t o t h i s , but regarding f u t u r e 

9 w e l l s w i l l you again r e i t e r a t e why the a p p l i c a n t requests 

10 r e l i e f from the normal setback requirements and permission t o 

11 dedicate two u n i t s t o one well? 

12 A. Well, I t h i n k i t ' s summed up i n the; term p i l o t 

13 program. D r i l l i n g h o r i z o n t a l l y i n t o the Mancos, we're not sure 

14 e x a c t l y how good the w e l l s are going t o be. And by having t h i s 

15 permission i n place i t gives the f l e x i b i l i t y t o make sure t h a t 

16 we do optimize production f o r a given area. 

17 Q. Okay. And how w i l l you ensure the l o c a t i o n of the 

18 wellbore? 

19 A. Again, measurements w i l l be taken every 30 f e e t . I f 

20 we f i n d we're moving o f f t r a c k , the motor w i l l be adjusted t o 

21 move us back. We'll know w i t h i n 3 0 f e e t where we are a t a l l 

22 times. Again standard, take the measurement r i g h t before you 

23 s t a r t your k i c k o f f , probably more than once every 30 f e e t as 

24 we make the curve, and then at a minimum every 3 0 f e e t . And 

2 5 w i t h adjustments made as needed. 
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1 Q. W i l l you comply w i t h a l l requirements of Rule 111? 

2 A. Yes, we w i l l . 

3 Q. What i s the basic reason f o r d r i l l i n g tbe h o r i z o n t a l 

4 well? 

5 A. Again, t o encounter more of the f r a c t u r e systerr.s i n 

6 the Mancos. And again by encountering these f r a c t u r e systems 

7 the increased number of f r a c t u r e systems the o v e r a l l recovery 

8 of the w e l l should be increased. 

9 Q. And regarding the a d m i n i s t r a t i v e procedures t h a t 

10 have been requested, do you concur i n the reasons set f o r t h by 

11 Mr. Ambler regarding the purpose f o r t h i s request? 

12 A. Yes. I t h i n k the three b i g reasons. Number one are 

13 the economics of the w e l l , moving r i g s i n and out of the area, 

14 and t h i s area i s very expensive. The r i g a v a i l a b i l i t y , 

15 o f f i c i a l l y the Section 29 unconventional tax c r e d i t i s over f o r 

16 w e l l s not spud by the end of t h i s year. However, stro n g rumors 

17 or i f they extend t h a t , the San Juan Basin coal gas seams w i l l 

18 continue t o be p r o l i f i c play i n r i g a v a i l a b i l i t y i f they extend 

19 i t . There w i l l be new players i n and i t w i l l be hard t o get a 

20 r i g . 

21 Many people are t r y i n g h o r i z o n t a l w e l l s i n many 

22 areas. And j u s t the law of supply and demand, t o o l 

23 a v a i l a b i l i t y could become a serious problem. 

2 4 Q. Okay. I n your opinion w i l l the g r a n t i n g of t h i s 

25 a p p l i c a t i o n be i n the i n t e r e s t of conservation and preven t i o n 
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1 of waste? 

2 A. Most d e f i n i t e l y . 

3 Q. And was E x h i b i t 6 prepared by you or under your 

4 d i r e c t i o n ? 

5 A. Tt was prepared under my d i r e c t i o n . 

6 MR. BRUCE: Mr. Examiner, I move the admission of 

7 E x h i b i t No. 6. 

8 HEARING EXAMINER: E x h i b i t No. 6 w i l l be admitted as 

9 evidence. 

10 MR. BRUCE: Mr. Examiner, Mr. S t o v a l l walked i n and 

11 handed us Special Rules f o r the Rio Puerco Mancos o i l p o o l . I f 

12 I may, the normal setback requirement i s 660 f e e t . However, I 

13 t h i n k as we're requesting i t , and i f you need testimony on t h i s 

14 I t h i n k we're prepared to present i t , of course, t h a t pool r u l e 

15 also r e q u i r e s t h a t we be no cl o s e r than 330 f e e t t o a quarter 

16 q u a r t e r s e c t i o n l i n e . And w e ' l l need r e l i e f from t h a t . And 

17 also i t requires t h a t no w e l l s be close r than 1,800 f e e t from 

18 any other w e l l . And t h a t could p o t e n t i a l l y -- we may need 

19 r e l i e f from t h a t requirement al s o . 

2 0 HEARING EXAMINER: Okay. 

21 EXAMINATION 

2 2 BY THE HEARING EXAMINER: 

23 Q. Mr. Shuster, the d i r e c t i o n i n which the h o r i z o n t a l 

24 w e l l w i l l be d r i l l e d , i s t h a t already predetermined and preset 

25 and t h a t w i l l be the d i r e c t i o n t h a t i t w i l l be d r i l l e d in? 
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1 A. Yes, s i r . 

2 Q. That i s i n order t o encounter the f r a c t u r e s at a 

3 c e r t a i n angle? 

4 A. I don't t h i n k you can say which angle those 

5 f r a c t u r e s are going to be a t . The obj e c t i s t o encounter more 

6 f r a c t u r e s w i t h the h o r i z o n t a l w e l l than you w i l l w i t h the 

7 v e r t i c a l w e l l b o r e . And i n the zone t h a t we're lo o k i n g a t i t ' s 

8 a continuous zone across the area. I t ' s a v e i y massive zone i n 

9 the 400 to 500-foot thickness range. You can be sure --

10 engineers shouldn't say sure, you should be f a i r l y c e r t a i n you 

11 should be able t o encounter a number of f r a c t u r e s f o r d r i l l i n g 

12 away from some of the produ c t i o n t h a t might d r a i n r i g h t now. I 

13 don't t h i n k we have q u i t e the data t o a s c e r t a i n d e p l e t i o n i n 

14 t h i s area. C e r t a i n l y the production at hand, cumulative 

15 production f o r the w e l l s i n d i c a t e s there i s very l i t t l e 

16 d e p l e t i o n , so we should be d r i l l i n g i n t o some very nice 

17 pressure areas f o r pro d u c t i o n . 

18 Q. Well, T r e a l i z e you are not a g e o l o g i s t , but do the 

19 f r a c t u r e s w i t h i n the Mancos foirmation, they are not i n a 

2 0 predominantly one d i r e c t i o n ? 

21 A. To my understanding as an engineer, no. I have not 

22 done an in-depth g e o l o g i c a l study t o say yes or no. 

23 Q. So that, w i l l not change. The d i r e c t i o n of the w e l l 

24 w i l l not change? 

2 5 A. No, no. 
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1 Q. Just b r i e f l y going over again what you intend t o do, 

2 set your nine and f i v e - e i g h t h s intermediate casing a t what 

3 depth? 

4 A. 3,200 f e e t . 

5 Q. Now, l e t ' s go back, surface casing w i l l be what 

6 size? 

7 A. 16-inch conductor, and i t w i l l be at 60 f e e t . I 

8 t h i n k I was near -- I sa i d 170, and t h a t was an o f f s e t w e l l 

9 w i t h a l i t t l e b i t d i f f e r e n t e l e v a t i o n . I t w i l l be 60 f e e t . 

10 Q. Okay. At 3,500 f e e t i s where you intend t o k i c k o f f 

11 the well? 

12 A. Yes, s i r . 

13 Q. And a t what approximate r a t e , angle r a t e w i l l you be 

14 b u i l d i n g the curve? 

15 A. I b e l i e v e i t ' s 16 degrees per hundred f e e t . 

16 Q. Y o u ' l l approximately reach h o r i z o n t a l s t a t u s at 

17 about 3,97 9? 

18 A. Yes, s i r . 

19 Q. Okay. From there y o u ' l l d r i l l a distance of 

20 approximately 2,000 f e e t l a t e r a l l y ? 

21 A. As the plan i s now. This i s a s i t u a t i o n where as 

22 we're g e t t i n g the shows coming back, the f r a c t u r e systems 

23 encountered where we are r e l a t i v e t o lease l i n e , a s l i g h t 

24 d i f f e r e n c e i n angle might allow us t o go 2,100 or back us o f f 

25 t o 1,900 t o ensure t h a t we do remain 660 from the lease l i n e . 
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1 Q. Okay. Smith i s going t o be doing the d r i l l i n g , or 

2 they are p r o v i d i n g the tools? 

3 A. To be honest there i s two companies we've t a l k e d t o . 

4 Once we make the decis i o n to go i t ' s going t o base on t o o l 

5 a v a i l a b i l i t y . 

6 Q. I see. Both companies have experience i n h o r i z o n t a l 

7 d r i l l i n g ? 

8 A. Yes, s i r . That's one of the requirements t h a t we do 

9 have, i s t h a t the people we're de a l i n g w i t h have done t h i s 

10 before. We don't want t o t r y a new company on a w e l l l i k e 

11 t h i s . 

12 HEARING EXAMINER: Okay. I be l i e v e t h a t ' s a l l I 

13 have of the witness. 

14 EXAMINATION 

15 BY MR. MORROW: 

16 Q. I want t o know what weight mud do you plan t o s t a r t 

17 with? 

18 A. Approximately, l e t ' s say zero t o 3,200 w e ' l l be 

19 going w i t h e i g h t - f i v e to e i g h t - e i g h t pound mud. And the 

2 0 remainder of the hole i t can creep up as high as 9.0 pounds per 

21 g a l l o n w i t h no problems. 

22 Q. How w i l l you c o n t r o l the flow, flow of the o i l 

23 a f t e r ? 

24 A. The gas, w e ' l l be sending i t through separators-type 

25 system where the gas w i l l be sent o f f l o c a t i o n and f l a r e d , the 

CUMBRE COURT REPORTING 
(505)984-2244 



50 

1 o i l w i l l be routed t o f r a c tanks which w i l l be on l o c a t i o n , and 

2 h o p e f u l l y trucked o f f as we d r i l l the w e l l . 

3 Q. How w i l l you close o f f angular space between the 

4 d r i l l pipe and the casing? Do you high d r i l l or --

5 A. Yes, s i r , I b e l i e v e so. That was submitted t o me by 

6 the man t h a t w i l l be on l o c a t i o n . 

7 MR. MORROW: That's a l l I have. 

8 HEARING EXAMINER: I b e l i e v e t h a t ' s a l l I have. The 

9 witness may be excused. 

10 MR. BRUCE: And these w i l l be continued. 

11 HEARING EXAMINER: Well, Mr. Bruce, my counsel l e f t 

12 me wi t h o u t g i v i n g me an opinion on whether we should continue 

13 t h i s t o the 17th of October t o c o r r e c t the surface l o c a t i o n . 

14 I s t h a t going t o put your c l i e n t i n a bind? 

15 MR. BRUCE: Well, l e t me t a l k w i t h my c l i e n t and i f 

16 I could t a l k w i t h you l a t e r about i t . 

17 HEARING EXAMINER: Okay. For now --

18 MR. BRUCE: I ' l l be back here l a t e r today. 

19 HEARING EXAMINER: Okay. For now the case w i l l be 

20 continued t o the 3rd. I f we deem i t necessary t o c o r r e c t the 

21 surface l o c a t i o n i t w i l l have t o be continued t o the 17th. So 

22 w e ' l l get t h a t s t r a i g h t l a t e r on then. 

23 There being n o t h i n g f u r t h e r i n Case No. 10099 i t 

24 w i l l be continued t o the October 3rd hearing. 

25 
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1 EXAMINER MORROW: We'll c a l l Case 10099 

2 a g a i n . 

3 MR. STOVALL: A p p l i c a t i o n of Samuel Gary, 

4 J r . & A s s o c i a t e s , I n c . , f o r a h o r i z o n t a l d i r e c t i o n a l 

5 d r i l l i n g p i l o t p r o j e c t and s p e c i a l o p e r a t i n g r u l e s 

6 t h e r e f o r e , Sandoval County, New Mexico. 

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

8 MR. BRUCE: Mr. Examiner, Jim Bruce from 

9 the H i n k l e Law Firm r e p r e s e n t i n g t h e A p p l i c a n t . I 

10 have one w i t n e s s t o be sworn. And t h i s c o u l d p r o b a b l y 

11 be heard t o g e t h e r w i t h the next case, 10100. 

12 EXAMINER MORROW: A l l r i g h t . W e ' l l c a l l 

13 Case 10100. 

14 MR. STOVALL: A p p l i c a t i o n of Samuel Gary, 

15 J r . & A s s o c i a t e s , I n c . , f o r a gas r e i n j e c t i o n p r e s s u r e 

16 maintenance p r o j e c t and s p e c i a l r u l e s t h e r e f o r e , 

17 Sandoval County, New Mexico. Okay. Mr. Bruce, your 

18 w i t n e s s was not sworn at the l a s t h earing? 

19 MR. BRUCE: Yes, he was. He t e s t i f i e d . 

20 MR. STOVALL: Okay. W e l l , l e t t h e recor d 

21 r e f l e c t t h a t he was p r e v i o u s l y sworn i n t h i s case and 

22 c o n t i n u e s under o a t h . 

23 MR. BRUCE: Mr. Examiner, p r e l i m i n a r i l y , 

24 Case 10099 was heard on September 17th but was 

25 c o n t i n u e d t o t h i s docket because a p u b l i c a t i o n n o t i c e 
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1 had not been completed. I don't r e a l l y have much 

2 t e s t i m o n y from Mr. Sch u s t e r , my w i t n e s s , r e g a r d i n g 

3 Case 10099, but h e ' l l been glad t o answer any 

4 q u e s t i o n s you want. 

5 One problem t h a t Mr. S t o v a l l has brought up 

6 i s t h a t the case o r i g i n a l l y sought a w e l l l o c a t i o n 934 

7 f e e t from the south l i n e and 1975 f e e t from t h e west 

8 l i n e . At the l a s t h e a r i n g my c l i e n t wanted t o change 

9 the 934 - f o o t f i g u r e t o , I b e l i e v e i t was, 400 f e e t or 

10 something l i k e t h a t . 

11 MR. STOVALL: 45 0. 

12 MR. BRUCE: 450 f e e t from the south l i n e . 

13 The 1975 f i g u r e remained the same. U n f o r t u n a t e l y , 

14 they were subsequently t o l d and I found out l a t e l a s t 

15 week t h a t the BLM, because of c e r t a i n time c o n s t r a i n t s 

16 i n c o n n e c t i o n w i t h the San Y s i d r o Shallow U n i t , would 

17 not a l l o w them t o change t h a t t o r e p e r m i t the w e l l , 

18 and t h e r e f o r e the A p p l i c a n t i s back a t the o r i g i n a l 

19 w e l l l o c a t i o n which they have t o commence, I b e l i e v e , 

20 by October 1 5 t h . They d i d get an e x t e n s i o n on t h a t . 

21 Mr. Schuster can t e s t i f y they do have 

22 problems, w e l l , not a problem, but they've c o n t r a c t e d 

23 f o r a r i g and they would hope t o s t a r t soon. That i s 

24 the problem w i t h the case as i t s i t s . We're not sure 

25 how the case was a d v e r t i s e d a t t h i s p o i n t . 

CUMBRE COURT REPORTING 
(505) 984-2244 



6 

1 MR. STOVALL: To summarize the a d v e r t i z i n g 

2 d i f f i c u l t y , I b e l i e v e the o r i g i n a l p rob lem w i t h t h e 

3 case i s t h a t i t d i d n ' t ge t i n the paper i n Sandoval 

4 C o u n t y . 

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

6 MR. STOVALL: At the l a s t h e a r i n g t h e 

7 change of l o c a t i o n was re q u e s t e d , and i t was i n d i c a t e d 

8 they would r e a d v e r t i s e i t w i t h the 450-foot l o c a t i o n . 

9 That a d v e r t i s e m e n t has gone out f o r t h e 

10 October 17th d o c k e t . The q u e s t i o n we have i s whether 

11 or not the 934- f o o t l o c a t i o n was ever a d v e r t i s e d . So 

12 we need t o research t h a t and determine whether we can 

13 take i t under advisement i n t h i s h e a r i n g . 

14 I t r i e d t o l o c a t e t h a t y e s t e r d a y t o 

15 determine i f we ever got the 934 i n the paper. W e ' l l 

16 attempt t o make t h a t d e t e r m i n a t i o n and get an answer 

17 f o r you, and we can proceed at t h i s p o i n t w i t h 

18 whatever i t i s you want t o add t o the case, and w e ' l l 

19 f i g u r e out what t o do from t h e r e . 

20 MR. BRUCE: Okay. 

21 RICHARD STEPHEN SHUSTER P.E. 

22 The w i t n e s s h e r e i n , a f t e r having been p r e v i o u s l y d u l y 

23 sworn upon h i s o a t h , was examined and t e s t i f i e d 

24 f u r t h e r as f o l l o w s : 

25 
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1 FURTHER EXAMINATION 

2 BY MR. BRUCE: 

3 Q. Jus t f o r the r e c o r d , would you please 

4 r e s t a t e your name and c i t y of residence? 

5 A. My name i s Richard S h u s t e r , and I r e s i d e a t 

6 24 F l o r a Way, Golden, Colorado. 

7 Q. The r e c o r d , as n o t e d , r e f l e c t e d t h a t you 

8 were p r e v i o u s l y sworn i n . Are you f a m i l i a r w i t h t h e 

9 e n g i n e e r i n g m a t t e r s r e l a t e d i n these two cases? 

10 A. Yes, I am. 

11 Q. Now, j u s t b r i e f l y i n Case 10099, you 

12 t e s t i f i e d r e g a r d i n g the d r i l l i n g of the u n i t ' s i n i t i a l 

13 h o r i z o n t a l w e l l i n S e c t i o n 11, i s t h a t c o r r e c t ? 

14 A. Y e s , s i r . 

15 Q. Once again f o r the r e c o r d , would you j u s t 

16 b r i e f l y d e s c r i b e how the w e l l w i l l be d r i l l e d ? 

17 A. The w e l l ' s c u r r e n t s u r f a c e l o c a t i o n i s 934 

18 from the south l i n e , 1975 f e e t from the west l i n e , 

19 S e c t i o n 1 1 , 20 N o r t h , 3 West. 

20 We're p l a n n i n g t o d r i l l t he w e l l v e r t i c a l l y 

21 t o a depth of a p p r o x i m a t e l y 3500 f e e t . At t h a t p o i n t 

22 i t w i l l k i c k o f f i n a n o r t h / n o r t h w e s t e r l y d i r e c t i o n , 

23 about 15 degrees a z i m u t h , and b u i l d at 12, 13 degrees 

24 per 100 f e e t t o an angle of about 80 degrees, t h e 

25 angle at which we w i l l p e n e t r a t e the Mancos 
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1 f o r m a t i o n . 

2 Our h o r i z o n t a l or almost h o r i z o n t a l p o r t i o n 

3 of the w e l l b o r e , r i g h t now i t ' s scheduled a t about 

4 2000 i n l e n g t h , based on where we are w i t h t h e 

5 bottom-hole l o c a t i o n . I t c o u l d be l e s s , i t c o u l d be 

6 a l i t t l e b i t more, but r i g h t now our e s t i m a t e i s i t 

7 w i l l be about 2000 f o o t i n l e n g t h . 

8 Q. I f p e r m i t t e d t o do so by the OCD, what i s 

9 the schedule date f o r commencing t h i s i n i t i a l w e l l ? 

10 A. The r i g i s m o b i l i z i n g now and w i l l be 

11 a v a i l a b l e t o spud on a Saturday, maybe F r i d a y 

12 a f t e r n o o n . 

13 Q. Now, r e g a r d i n g Case 10100 t o a c e r t a i n 

14 e x t e n t , are t h e r e plans t o d r i l l a second u n i t w e l l 

15 t h i s year? 

16 A. Yes. And i f the w e l l s are s u c c e s s f u l , we 

17 w i l l c o n t i n u e the d r i l l i n g program. 

18 Q. And as c u r r e n t l y e n v i s i o n e d , you would l i k e 

19 t o commence the second w e l l as soon as p o s s i b l e a f t e r 

20 the f i r s t w e l l i s completed, i s t h a t c o r r e c t ? 

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

22 Q. What i s the reason f o r t h a t ? 

23 A. One of the l a r g e s t reasons i s r i g 

24 a v a i l a b i l i t y . With the p r i c e as hi g h as i t i s , many 

25 people are t r y i n g t o get t h e i r w e l l s d r i l l e d and take 
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1 advantage of h i g h p r i c e s and f l u s h p r o d u c t i o n . So r i g 

2 a v a i l a b i l i t y , not j u s t i n t h i s area but everywhere, i s 

3 a r e a l problem i n d r i l l i n g programs. 

4 Q. Are t h e r e any a d d i t i o n a l w e l l s c u r r e n t l y 

5 p e r m i t t e d by the BLM? 

6 A. Yes. We have t h r e e w e l l s being d r i l l e d , 

7 S e c t i o n 6, 20 N o r t h , 2 West; S e c t i o n s 12 and 13, 20 

8 N o r t h , 3 West. 

9 Q. Regarding subsequent w e l l s w i t h i n t h e u n i t , 

10 might some of them be d r i l l e d at nonstandard s u r f a c e 

11 l o c a t i o n s ? 

12 A. On the s u r f a c e , yes, based on our g e o l o g i c 

13 i n t e r p r e t a t i o n . O c c a s i o n a l l y we w i l l need t o move one 

14 way or the ot h e r o u t s i d e the stan d a r d l o c a t i o n i n 

15 order t o p e n e t r a t e the Mancos f o r m a t i o n at an optimum 

16 p o i n t i n the r e s e r v o i r as p e r c e i v e d by our g e o l o g i s t . 

17 A l t h o u g h the s u r f a c e l o c a t i o n might not be s t a n d a r d , 

18 the bottom-hole l o c a t i o n w i l l conform w i t h t h e 660 

19 setbacks as s p e c i f i e d , and t h a t w i l l be monitored very 

20 c l o s e l y . 

21 Q. Now, r e g a r d i n g these t h r e e w e l l s you 

22 mentioned, I r e f e r you to E x h i b i t A and would you 

23 d e s c r i b e t h a t e x h i b i t f o r the Examiner? 

24 A. E x h i b i t A i s e s s e n t i a l l y t h e same e x h i b i t 

25 as we presented l a s t time f o r t h e w e l l i n S e c t i o n 11. 
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1 These are the t h r e e w e l l s , S e c t i o n 6, 12 and 13, and 

2 they are v i r t u a l l y the same. 

3 Our goal i s t o d r i l l v e r t i c a l l y t o 

4 a p p r o x i m a t e l y 400 above the top of th e Mancos and the n 

5 s t a r t our d i r e c t i o n a l a c t i v i t i e s . I n each case, based 

6 on the g e o l o g i c a l i n t e r p r e t a t i o n , t h e d i r e c t i o n i s 

7 a p p r o x i m a t e l y 15 degrees n o r t h / n o r t h w e s t t o encounter 

8 the optimum f r a c t u r e . A l l t h r e e w e l l s v i r t u a l l y have 

9 the same d e s i g n . The f o r m a t i o n across t h e area we're 

10 d r i l l i n g i s v i r t u a l l y the same, and we see no reason 

11 t o change our design at t h i s p o i n t . 

12 MR. STOVALL: Mr. Bruce, may I i n t e r r u p t 

13 f o r j u s t a second here on a p r o c e d u r a l q u e s t i o n ? 

14 MR. BRUCE: Sure. 

15 MR. STOVALL: The evidence t h a t he's 

16 p r e s e n t i n g r i g h t now, i s t h a t i n 10099 or 10100? 

17 MR. BRUCE: Let me e x p l a i n , i f I co u l d make 

18 a b r i e f s t a t e m e n t . This has more t o do w i t h 10100. 

19 These w e l l s t h a t Mr. Shuster i s r e f e r r i n g t o a r e n ' t 

20 o f f i c i a l l y p a r t of the a p p l i c a t i o n f o r 10100. We're 

21 j u s t showing what we would l i k e t o do. 

22 I t h i n k at the l a s t h e a r i n g we put on 

23 evidence w i t h the landman, Mr. Ambler, p l u s Mr. 

24 Shuster whereby we sa i d we would l i k e t o get an 

25 a d m i n i s t r a t i v e procedure i n place f o r f u t u r e 
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1 h o r i z o n t a l w e l l s , and we're j u s t p r e s e n t i n g t h i s as 

2 p a r t of the i n f o r m a t i o n on what we p l a n t o do i n t h e 

3 f u t u r e . And, i f p o s s i b l e , we would l i k e t o 

4 subsequently apply a d m i n i s t r a t i v e l y f o r approval of 

5 these h o r i z o n t a l w e l l s . 

6 MR. STOVALL: I f I'm not m i s t a k e n , I saw i n 

7 the a d v e r t i s i n g t h a t went out f o r t h e October 17th 

8 dock e t , a d d i t i o n a l a p p l i c a t i o n s f o r Samuel Gary, i s 

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

10 MR. BRUCE: That i s c o r r e c t . I put those 

11 on the do c k e t , Mr. S t o v a l l , j u s t i n case we d i d n ' t get 

12 the a d m i n i s t r a t i v e a p p r o v a l we were s e e k i n g , and I'm 

13 t r y i n g t o make sure we get ap p r o v a l f o r a subsequent 

14 w e l l i n a t i m e l y f a s h i o n . 

15 MR. STOVALL: Okay. My reason f o r 

16 e x p r e s s i n g concern, you're o p e r a t i n g i n t i g h t time 

17 frames, and I want t o keep i t as simple as p o s s i b l e 

18 f o r the Examiners. You have two Examiners on t h i s 

19 case a l r e a d y , and you want an order out p o s s i b l y 

20 b e f o r e we can take the case under advisement. 

21 MR. BRUCE: For 10099. 

22 MR. STOVALL: Okay. You're saying t h a t i s 

23 j u s t s i m p l y the s i n g l e w e l l b o r e ? 

24 MR. BRUCE: That's t h e s i n g l e w e l l , 10099. 

25 MR. STOVALL: And as f a r as you're 
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1 concerned now--

2 MR. BRUCE: I t h i n k we're okay on the 

3 ad v e r t i s e m e n t f o r Case 10100. 

4 MR. STOVALL: As f a r as t e s t i m o n y i n 10099 

5 w i t h respect t o j u s t i f i c a t i o n f o r t h a t w e l l b o r e - -

6 MR. BRUCE: That was e s s e n t i a l l y presented 

7 at the l a s t h e a r i n g and i t ' s completed. 

8 MR. STOVALL: Okay. I ' l l l e t you go ahead, 

9 t h e n . I ' l l have some a d d i t i o n a l q u e s t i o n s as they 

10 come t o mind h e r e , but I wanted t o know where you were 

11 going w i t h i t . 

12 MR. BRUCE: This i s presented more f o r 

13 i n f o r m a t i o n purposes on these t h r e e w e l l s , j u s t on 

14 f u t u r e plans by the o p e r a t o r . 

15 Q. (BY MR. BRUCE) Of the w e l l s t h a t are 

16 p e r m i t t e d , and even any f u t u r e w e l l s i n the u n i t , Mr. 

17 Shuster, do the d r i l l i n g procedures conform t o 

18 c o n v e n t i o n a l h o r i z o n t a l procedures? 

19 A. Yes, they do. As I s t a t e d l a s t t i m e , we're 

20 not going t o r e i n v e n t the wheel as we d r i l l t h e s e . We 

21 have experienced d i r e c t i o n a l people on l o c a t i o n t o 

22 make sure t h a t the w e l l s are done a c c o r d i n g t o our 

23 p l a n s . 

24 Q. You w i l l comply w i t h any D i v i s i o n 

25 requirements t h a t w i l l ensure the l o c a t i o n of t h e 
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1 w e l l b o r e ? 

2 A. Yes. Our plans are 3 0 - f o o t measurements, 

3 d i r e c t i o n a l s u r veys. I f we f i n d we're moving i n a 

4 d i r e c t i o n t h a t c o u l d put us c l o s e t o a lease l i n e , 

5 t h e r e w i l l be measurements taken more o f t e n than 30 

6 f e e t t o ensure we know where our bottom-hole l o c a t i o n 

7 i s at a l l t i m e s . 

8 Q. Now, the A p p l i c a n t has requested s e v e r a l 

9 i t e m s . F i r s t , p e r m i s s i o n t o d e d i c a t e up t o two 

10 320-acre u n i t s t o one w e l l . What i s the reason f o r 

11 t h i s ? 

12 A. As Mr. Ambler discussed at t h e l a s t 

13 h e a r i n g , i t ' s needed because of u n i t i z a t i o n . There's 

14 no need t o worry about i m p a i r i n g c o r r e l a t i v e r i g h t s . 

15 The u n i t a l l o w s us t o t r e a t the 18,000 acres as one 

16 t r a c t . 

17 I n a d d i t i o n , the h o r i z o n t a l w e l l s r e q u i r e 

18 change from standard r u l e s t o p e r m i t the w e l l s t o be 

19 d r i l l e d i n a proper manner. As a r e s u l t , s p e c i a l 

20 r u l e s r e g a r d i n g spacing u n i t s i z e and setback l i m i t s , 

21 g i v e the needed f l e x i b i l i t y t o p r o p e r l y develop the 

2 2 u n i t . 

23 Q. And besides the 320-acre u n i t s , you a l s o 

24 r e q u i r e t h a t a w e l l be considered orthodox as long as 

25 i t ' s no c l o s e r than 660 f e e t t o the o u t e r boundary of 
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1 the u n i t , i s t h a t c o r r e c t ? 

2 A. R i g h t . 

3 Q. Now, why was the Mancos f o r m a t i o n chosen 

4 f o r the h o r i z o n t a l d r i l l i n g program? 

5 A. The Mancos f o r m a t i o n has two very n i c e 

6 a t t r i b u t e s f o r h o r i z o n t a l d r i l l i n g . One, i t ' s a very 

7 t h i c k stand or ve r y t h i c k zone, 4- t o 600 f e e t . I t 

8 al s o has a high-degree f r a c t u r i n g which, i n r e v i e w i n g 

9 p r o d u c t i o n i n the a r e a , i t ' s very e v i d e n t t h a t some 

10 w e l l s w i t h a very n i c e f r a c t u r e system w i l l produce 

11 100-, 200,000 b a r r e l s . Those w e l l s t h a t do not have a 

12 developed f r a c t u r e system or m a t r i x p o r o s i t y i n t h e 

13 area may be 4- t o 5,000 b a r r e l s and a sm a l l amount of 

14 gas. 

15 By d r i l l i n g h o r i z o n t a l l y , we can i n t e r s e c t 

16 more of the Mancos r e s e r v o i r , d r a i n more f r a c t u r e s , 

17 and p o t e n t i a l l y encounter more of the m a t r i x p o r o s i t y 

18 zones t h a t appear here and t h e r e w i t h i n t h e Mancos. 

19 Q. Now, you touched on i t at the l a s t h e a r i n g 

20 but why does the o p e r a t o r request an u n r e s t r i c t e d 

21 a l l o w a b l e w h i l e c o m p l e t i n g the w e l l s ? 

22 A. I n a new p r o j e c t l i k e t h i s , we need t o f i n d 

23 out what the w e l l s w i l l do on a h o r i z o n t a l b a s i s . As 

24 s t a t e d i t ' s a p i l o t p r o j e c t , and we need t o get as 

25 much data as we c o u l d . As I asked Mr. Bruce, t h r e e or 
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1 f o u r years would be n i c e t o get t h e data an engineer 

2 would need t o e v a l u a t e i t , but we're asking f o r as 

3 much time as we can get t o f u l l y e v a l u a t e the 

4 p o t e n t i a l of the Mancos i n a h o r i z o n t a l s e t t i n g . 

5 Q. Regarding an a d m i n i s t r a t i v e procedure t o 

6 o b t a i n a p p r o v a l f o r a d d i t i o n a l h o r i z o n t a l w e l l s , what 

7 i s the main purpose of t h i s request? 

8 A. Rig a v a i l a b i l i t y has t o be at t h e t o p . I f 

9 we lose a r i g , t h e r e ' s no t e l l i n g when we can get i t 

10 back i n today's market. Since we have no c o r r e l a t i v e 

11 r i g h t s t o worry about, we're i n r e a l good shape w i t h 

12 t h a t type of a s i t u a t i o n . 

13 Q. Okay. And do w e l l economics and t o o l 

14 a v a i l a b i l i t y a l s o count? 

15 A. Yes, the h o r i z o n t a l p l a y s , as I'm sure 

16 you're h e a r i n g more o f , are becoming more and more a 

17 t h i n g t o do. There are so many t o o l s a v a i l a b l e f o r 

18 h o r i z o n t a l d r i l l i n g purposes or even d i r e c t i o n a l 

19 purposes, and j u s t the p h y s i c a l a v a i l a b i l i t y of t h e 

20 t o o l s t o do the job r i g h t i s a s e r i o u s concern of 

21 ours. And by c o n t i n u i n g the d r i l l i n g program, i t w i l l 

22 ensure t h a t we keep the t o o l s on l o c a t i o n where we 

23 have c o n t r o l over where t h e y ' r e g o i n g . 

24 Q. For t h i s reason you would r e q u e s t e x p e d i t e d 

25 a p p r o v a l of the a d m i n i s t r a t i v e p r o c e d u r e , i s t h a t 
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1 c o r r e c t ? 

2 A. Yes, we would. 

3 Q. Now, t h e r e are c u r r e n t l y a number of 

4 v e r t i c a l w e l l s , normal v e r t i c a l w e l l s w i t h i n the u n i t 

5 completed i n the Mancos f o r m a t i o n , are t h e r e not? 

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

7 Q. What are the A p p l i c a n t ' s plans f o r these 

8 w e l l s ? 

9 A. C u r r e n t l y t h e r e ' s 13 w e l l s on p r o d u c t i o n i n 

10 t h i s u n i t . Our plans are to l e t them produce as we 

11 c o n t i n u e t h i s d r i l l i n g program. We would request 

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

13 u n i t s . None of the w e l l s t h a t we're d r i l l i n g i n t o are 

14 p r o l i f i c producers and, based on another case, t h e gas 

15 r e i n j e c t i o n p l a n t h a t we w i l l be t a l k i n g on 

16 e v e n t u a l l y , we would l i k e t o keep the w e l l b o r e s 

17 a v a i l a b l e f o r d i s p o s a l of the gas t h a t w i l l be 

18 produced i n the h o r i z o n t a l w e l l s . 

19 Q. Now, as t o the w e l l s , t h e s i m u l t a n e o u s 

20 d e d i c a t i o n , would the o p e r a t o r shut i n one of th e two 

21 w e l l s on a u n i t u n t i l s i m u l t a n e o u s d e d i c a t i o n a p p r o v a l 

22 i s obtained? 

23 A. Yes, we would. 

24 Q. Now you mentioned the gas i n j e c t i o n . 

25 MR. BRUCE: We weren't p l a n n i n g t o go i n t o 
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1 t h a t much, but i f I co u l d f i r s t , Mr. Examiner, t h i s 

2 case o r i g i n a l l y e n v i s i o n e d , 10100, a gas r e i n j e c t i o n 

3 p r o j e c t . I n my p r e h e a r i n g statement I requested t h a t 

4 t h a t p o r t i o n of the case be d i s m i s s e d . The reason f o r 

5 t h a t i s we would l i k e as prompt a p p r o v a l of the 

6 s p e c i a l o p e r a t i n g r u l e s as p o s s i b l e , and prompt 

7 c o n s i d e r a t i o n of those r u l e s . 

8 Q. Now, Mr. Shuster, t h e o p e r a t o r does plan on 

9 p u r s u i n g the gas r e i n j e c t i o n p r o j e c t , does i t not? 

10 A. Yes, i t does. 

11 Q. And you are p r e p a r i n g the a p p r o p r i a t e forms 

12 f o r submission t o the OCD? 

13 A. R i g h t . The forms are being p r e p a r e d . We 

14 are t r y i n g t o arrange a time where we can have the 

15 s t a t e r e p r e s e n t a t i v e out on the w e l l f o r t h e 

16 i n j e c t i v i t y t e s t t o be completed and sub m i t t e d w i t h 

17 the form. 

18 Q. I n your o p i n i o n , are the g r a n t i n g of these 

19 a p p l i c a t i o n s i n the i n t e r e s t s of c o n s e r v a t i o n and the 

20 p r e v e n t i o n of waste? 

21 A. Yes, i t i s . 

22 Q. Was E x h i b i t A prepared by you or under your 

23 d i r e c t i o n ? 

24 A. Y e s , i t was. 

25 MR. BRUCE: Mr. Examiner, I would move t h e 
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1 admission of E x h i b i t A. 

2 EXAMINER MORROW: E x h i b i t A i s a d m i t t e d . 

3 MR. BRUCE: I would a l s o l i k e t o 

4 i n c o r p o r a t e the land t e s t i m o n y from Case 10099 which 

5 was taken at the September 17th h e a r i n g i n t h i s 

6 matte r . 

7 EXAMINER MORROW: I t w i l l be done. 

8 MR. BRUCE: I have n o t h i n g f u r t h e r at t h i s 

9 p o i n t , Mr. Examiner. Before I t u r n over the w i t n e s s , 

10 I would request p e r m i s s i o n t o submit a proposed order 

11 t o the Examiner w i t h i n the next day or two. 

12 EXAMINER MORROW: We welcome t h a t . 

13 EXAMINATION 

14 BY EXAMINER MORROW: 

15 Q. Mr. Shuster, what would you co n s i d e r 

16 development of a 640-acre u n i t ? This 640 t h a t you 

17 propose t o assi g n t o a h o r i z o n t a l w e l l , how would you 

18 develop t h a t 640 w i t h the h o r i z o n t a l w e l l ? 

19 A. B a s i c a l l y , my recommendation i s as shown i n 

20 the h o r i z o n t a l w e l l s . We are d r i l l i n g on a 

21 320-spacing u n i t . At t h i s time we r e a l l y don't know 

22 what a h o r i z o n t a l w e l l i n t h i s area w i l l d r a i n . We've 

23 seen what the v e r t i c a l w e l l s w i l l do, most of which 

24 have encountered l i m i t e d f r a c t u r e systems and p o r o s i t y 

25 systems and have not been p r o l i f i c p r o d u c e r s . There 

CUMBRE COURT REPORTING 
(505) 984-2244 



19 

1 are a few t h a t have the ni c e p o r o s i t y back-up t o t h e 

2 f r a c t u r e system and are w e l l i n excess of what one 

3 would c o n s i d e r a m a r g i n a l w e l l . 

4 By d r i l l i n g on 640 acres and t e s t i n g and 

5 seeing what the p o t e n t i a l i s , we then have the a b i l i t y 

6 t o come back and downspace i f we need, but r i g h t now 

7 j u s t d r i l l i t as i f i t would be 320, e v a l u a t e the w e l l 

8 on a 640 or o n e - w e l 1 - p e r - s e c t i o n b a s i s . 

9 Q. What I was g e t t i n g at i s whether or not you 

10 p l a n t o c o n f i g u r e the w e l l so t h a t p o r t i o n s of i t 

11 would be l o c a t e d i n each of the 320s t h a t you would 

12 assign t o i t , whether or not you can do t h a t ? 

13 A. Yes. 

14 Q. You would p l a n t o do t h a t ? 

15 MR. BRUCE: I f I coul d i n t e r r u p t , Mr. 

16 Examiner, some of the w e l l s may be l i k e t h a t , i s t h a t 

17 c o r r e c t ? 

18 THE WITNESS: R i g h t . 

19 MR. BRUCE: But not a l l of them? 

20 THE WITNESS: R i g h t . We're l o o k i n g more i n 

21 our development f o r e n c o u n t e r i n g t h e optimum f r a c t u r e 

22 system and, i n some cases, we w i l l — t h e development 

23 w i l l be based and requested upon t h e n a t u r e of t h e 

24 f r a c t u r e system we're t a r g e t i n g . 

25 Q. (BY EXAMINER MORROW) The a d m i n i s t r a t i v e 
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1 e x c e p t i o n r u l e s t h a t you're r e q u e s t i n g , how would you 

2 propose t h a t those be w r i t t e n ? I know you're going t o 

3 submit a d r a f t o r d e r , but how do you e n v i s i o n t h a t 

4 those would be handled by the OCD? Would n o t i c e be 

5 r e q u i r e d , and--

6 A. I would l i k e t o d e f e r , i f I c o u l d , t h a t 

7 q u e s t i o n t o Mr. Bruce. 

8 EXAMINER MORROW: There are some 

9 a d m i n i s t r a t i v e e x c e p t i o n r u l e s i n t h e Basin F r u i t l a n d 

10 Coal F i e l d . Are you f a m i l i a r w i t h those? 

11 MR. BRUCE: I'm a f r a i d so, Mr. Examiner. 

12 EXAMINER MORROW: Would you a n t i c i p a t e 

13 something s i m i l a r t o those? 

14 MR. BRUCE: What we would l i k e , Mr. 

15 Examiner, i s at l e a s t f o u r w e l l s on the i n t e r i o r of 

16 the u n i t where we can do i t w i t h o u t n o t i c e and 

17 h e a r i n g . I t i s a 100-percent committed u n i t , as Mr. 

18 Ambler has t e s t i f i e d . 

19 As t o u n i t s on the e x t e r i o r , as t o w e l l 

20 u n i t s on the e x t e r i o r of the San Y s i d r o Shallow U n i t , 

21 we understand and I b e l i e v e Mr. Ambler t e s t i f i e d t o 

22 t h a t e f f e c t , t h a t n o t i c e and p o s s i b l y h e a r i n g may be 

23 r e q u i r e d t o p r o t e c t any o f f s e t s o u t s i d e the u n i t . 

24 Q. (BY EXAMINER MORROW) Mr. Shuster, do you 

25 t h i n k the c u r r e n t w e l l s i n the f i e l d are d r a i n i n g t h e 
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1 320 at t h i s time? 

2 A. No, s i r , I do n o t . 

3 Q. And the 13 w e l l s I b e l i e v e t h a t you s a i d 

4 are pr o d u c i n g now, i s t h a t a l l the w e l l s t h a t t h e r e 

5 are i n the f i e l d , or i n the u n i t ? 

6 A. No. There are 13 pro d u c i n g w e l l s and 

7 p r o b a b l y , I b e l i e v e , about 10 or 12 plugged and 

8 abandoned w e l l s . Some w e l l s d i d produce a sm a l l 

9 amount of o i l b e f o r e they were plugged. 

10 Q. Does t h i s u n i t enclose a l l the f i e l d or are 

11 t h e r e o t h e r p o r t i o n s of the f i e l d t h a t a r e n ' t i n t h e 

12 u n i t ? 

13 A. I n r e v i e w i n g i t , i t enclosed t h e e n t i r e 

14 f i e l d . 

15 MR. BRUCE: I f I may, I t h i n k t h e pool i s 

16 l a r g e r than the u n i t . 

17 MR. STOVALL: That's c o r r e c t , and I t h i n k 

18 the e x h i b i t was su b m i t t e d i n the p r e v i o u s h e a r i n g and 

19 i n 10099 i t shows t h a t . The u n i t , i f I understand and 

20 am not m i s t a k e n , i s f u l l y c o n t a i n e d w i t h i n t h e p o o l - -

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

22 MR. STOVALL: --and i t ' s not coterminous 

2 3 w i t h the p o o l . 

24 MR. BRUCE: That i s c o r r e c t . 

25 EXAMINER MORROW: I t ' s your memory t h a t 
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1 t h e r e ' s a map i n t h e r e t h a t shows where the pool i s 

2 and where--

3 MR. STOVALL: Yes. I've f o r g o t t e n which 

4 e x h i b i t number i t i s , but i t was submitted i n Case 

5 10099, I b e l i e v e . I s t h a t not c o r r e c t , Mr. Bruce? 

6 MR. BRUCE: There i s E x h i b i t 3 i n Case 

7 10099 which o u t l i n e s t h e u n i t and which a l s o i n d i c a t e s 

8 which w e l l s are or were completed i n t h e Mancos w i t h i n 

9 the u n i t . And i f - - l b e l i e v e t h e s p e c i a l pool r u l e s 

10 were s u b m i t t e d as an e x h i b i t which give the e x t e n t of 

11 the Rio Puerco Mancos Po o l . 

12 MR. STOVALL: I n f a c t t o summarize i t , a l l 

13 of the u n i t i s w i t h i n the poo l boundaries? There's no 

14 p a r t of a u n i t t h a t goes o u t s i d e t h e - -

15 MR. BRUCE: That i s c o r r e c t . 

16 MR. STOVALL: We're t a l k i n g about a 

17 s u b d i v i s i o n b a s i c a l l y w i t h i n i t . 

18 EXAMINER MORROW: So the r u l e changes t h a t 

19 you've proposed, would they apply t o the e n t i r e f i e l d 

20 or o n l y t o t h i s p o r t i o n of the f i e l d ? 

21 THE WITNESS: The e n t i r e f i e l d ? I'm a 

22 l i t t l e confused as t o e x a c t l y what-- The land 

23 p o r t i o n s , the l a n d - -

24 MR. BRUCE: W e l l , we would o n l y have i t 

25 apply t o the u n i t . 
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1 EXAMINER MORROW: And how long do you t h i n k 

2 the u n r e s t r i c t e d a l l o w a b l e would be needed? You sa i d 

3 as long as p o s s i b l e , but how long i s t h a t ? 

4 THE WITNESS: 60 days, I t h i n k . I t h i n k we 

5 can get a very good answer i n 60 days towards t h e 

6 development f o r f u t u r e d r i l l i n g . 

7 MR. STOVALL: A f o l l o w - u p q u e s t i o n on t h a t . 

8 EXAMINATION 

9 BY MR. STOVALL: 

10 „ Q. Based on the pro d u c i n g h i s t o r y of w e l l s i n 

11 t h a t p o o l , do you t h i n k you can produce over and above 

12 a 320 depth b r a c k e t a l l o w a b l e w i t h a h o r i z o n t a l w e l l ? 

13 A. We'll be e n c o u n t e r i n g so much more zone and 

14 the p o t e n t i a l f o r a d d i t i o n a l f r a c t u r e systems and 

15 m a t r i x p o r o s i t y development, I t h i n k the chance 

16 d e f i n i t e l y does e x i s t . 

17 Q. I n ot h e r words, you're an o p t i m i s t , r i g h t ? 

18 A. W e l l , yeah. An e n g i n e e r i n g o p t i m i s t i s 

19 k i n d of an oxymoron. But, no, i n r e v i e w i n g t h i s 

20 h o r i z o n t a l p l a y w i t h the A u s t i n Chalk i n Texas or t h e 

21 N i o b r a r a p l a y i n Southeastern Wyoming, or the Bakken 

22 p l a y i n t h e North Dakota area, t h i s p l a y i s p r o b a b l y 

23 one of the b e t t e r ones t h a t i s a v a i l a b l e - - t h i s 

24 s p e c i f i c p o o l . There are o t h e r Mancos/Gallup areas 

25 t h a t people are t r y i n g t h i s i n . 
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1 We've got the f o r m a t i o n , we've got t h e 

2 p r e s s u r e , we've got the p r o d u c t i v e c a p a b i l i t y , and by 

3 d r i l l i n g h o r i z o n t a l l y we can b a s i c a l l y - - i f y o u ' l l 

4 stack a couple of r e s e r v o i r s on t o p of each o t h e r , by 

5 c u t t i n g an a d d i t i o n a l hypotenuse of a t r i a n g l e amount 

6 of a s e c t i o n and l o o k i n g at how the o t h e r h o r i z o n t a l 

7 p l a y s have compared w i t h the v e r t i c a l w e l l and t h e 

8 h o r i z o n t a l w e l l , yes, I t h i n k t h e r e i s a chance t h a t 

9 we can s u b s t a n t i a l l y i n c r e a s e our p r o d u c t i v e capable 

10 of a s i n g l e w e l l b o r e . 

11 EXAMINER MORROW: Do you know i f gas i s 

12 being s o l d from or would be — w e l l , you're going t o 

13 r e i n j e c t i t . S c r a t c h t h a t q u e s t i o n . 

14 THE WITNESS: I n answer t o your "almost 

15 q u e s t i o n , " t h e r e i s no gas market out here so 

16 t h e r e f o r e w e l l be r e i n j e c t i n g i t . 

17 EXAMINER MORROW: Mike, do you have some 

18 q u e s t i o n s ? You r a s s l e d w i t h t h i s e a r l i e r . 

19 MR. STOGNER: Yes. 

20 EXAMINATION 

21 BY MR. STOGNER: 

22 Q. Who w i l l be the u n i t o p e r a t o r ? 

23 A. Sam Gary, J r . & A s s o c i a t e s , w i l l be the 

24 o p e r a t o r of r e c o r d . 

25 Q. Are t h e r e some p r e s e n t w e l l s o p e r a t i n g out 
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1 t h e r e a t t h i s t ime i n the u n i t area? 

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

3 Q. Who are they operated by? 

4 A. I b e l i e v e the o f f i c i a l name i s Gary 

5 W i l l i a m s O i l Producer, and t h e y ' r e the same company. 

6 I'm not sure e x a c t l y how the name changes come throu g h 

7 on the forms. 

8 Q. Then how w i l l the forms been submitted? 

9 Under Samuel Gary or the Gary W i l l i a m s Company? 

10 A. Most l i k e l y - - i t w i l l be Sam Gary, J r . & 

11 A s s o c i a t e s . 

12 Q. Those present w e l l s w i l l be changed a t some 

13 l a t e r date? 

14 A. R i g h t . 

15 Q. I b e l i e v e t h e r e i s a s t i p u l a t i o n , i s i t 

16 Rule 2 or Rule 4 t h a t r e q u i r e o n l y one w e l l per 

17 p r o r a t i o n u n i t ? Would some of these e x i s t i n g w e l l s be 

18 w i t h i n a p r o r a t i o n u n i t t h a t covers a h o r i z o n t a l w e l l , 

19 and, i f so, w i l l these v e r t i c a l w e l l s be plugged back? 

20 t e m p o r a r i l y abandoned? How do you propose t o meet 

21 t h a t s p e c i a l s t i p u l a t i o n i n the s p e c i a l r u l e s ? 

22 A. Most l i k e l y the w e l l s w i l l be plugged 

23 unless we f e e l the w e l l b o r e w i l l be r e q u i r e d f o r a gas 

24 i n j e c t i o n program t h a t w i l l be i n place here. 

25 Q. So, as f a r as two pro d u c i n g w e l l s , you do 
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1 not a n t i c i p a t e any of t h a t being the case? 

2 A. No, s i r . 

3 MR. STOGNER: I have no other q u e s t i o n s . 

4 FURTHER EXAMINATION 

5 BY MR. STOVALL: 

6 Q. Let me go back and f o l l o w up a l i t t l e b i t 

7 w i t h what Mike was a s k i n g . 

8 The e x i s t i n g v e r t i c a l w e l l s i n t h e p o o l , 

9 w i l l they be u n i t w e l l s or w i l l t hey c o n t i n u e t o be 

10 operated on t h e - -

11 A. The u n i t w e l l s , the way t h e u n i t i s set up 

12 i s based on h o r i z o n t a l c o m p l e t i o n s so, no, they w i l l 

13 not be u n i t w e l l s . 

14 Q. I f they c o n t i n u e t o produce, t h e n , i t w i l l 

15 be on a t r a c t p r o r a t i o n u n i t b a s i s ? 

16 A. R i g h t . 

17 Q. I f I remember from the l a s t h e a r i n g on t h e 

18 h o r i z o n t a l , a t l e a s t the i n i t i a l h o r i z o n t a l w e l l t h a t 

19 you're p r o p o s i n g , you are p r o p o s i n g a 640-acre 

20 d r i l l b o r e , i s t h a t c o r r e c t ? P a r t i c i p a t i n g area? 

21 Maybe w e ' l l c a l l i t t h a t . The cost w i l l be borne by 

22 the 640 a c r e s , and p r o d u c t i o n w i l l be a l l o c a t e d i n t h e 

23 same manner? 

24 A. I b e l i e v e t h a t was the t e s t i m o n y Mr. Ambler 

2 5 had g i v e n . 
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1 Q. I'm not sure I'm e n t i r e l y c l e a r what you're 

2 l o o k i n g f o r as f a r as a d d i t i o n a l w e l l s . What type of 

3 d r i l l i n g b l o c k s ? I assume no l e s s than 320? 

4 A. R i g h t . 

5 Q. Are you seeking the a b i l i t y t o make them 

6 l a r g e r i f you determine t h a t ' s necessary? 

7 A. Yes, s i r . I a p o l o g i z e f o r having t o d e f e r 

8 so many of the l a n d - t y p e q u e s t i o n s on the a l l o w a b l e s 

9 t o Mr. Bruce, b u t - -

10 Q. I un d e r s t a n d , and I guess I'm s o r r y Mr. 

11 Ambler i s not her e , perhaps, t o answer some of these 

12 q u e s t i o n s . Let me e x p l a i n . The concern we've g o t , i f 

13 you d r i l l a h o r i z o n t a l w e l l w i t h i n a 320-acre standard 

14 p r o r a t i o n u n i t , y e t under the sense of the u n i t 

15 o p e r a t i o n s you've c r e a t e d a 640-acre i n t r a s h a r i n g 

16 u n i t , so t o speak, t h e r e i s the concern about t h e 

17 waste issue t h a t the o i l u n d e r l y i n g the a d d i t i o n a l 320 

18 acres may not get produced. What would be your 

19 i n i t i a l response t o t h a t ? 

20 A. I t h i n k at t h a t p o i n t i n time we coul d come 

21 back and request p e r m i s s i o n t o d r i l l t h a t second w e l l 

22 t o recover the rese r v e s t h a t would be l o s t by the 

23 s i n g l e w e l l b o r e . 

24 J u s t on a t e c h n i c a l b a s i s I don't know what 

25 the f i l i n g r e q u i r e m e n t s are f o r spacing changes, but 
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1 at the p o i n t i n tim e where we have t he s u b s t a n t i a l or 

2 enough h i s t o r y t o determine t h e u l t i m a t e recovery of 

3 the f i r s t w e l l b o r e , we can then determine the amount 

4 of a s e c t i o n i t w i l l d r a i n , and we can see what type 

5 of a l o s s we w i l l be l o o k i n g a t , i f any, on t h e 

6 remaining 320 ac r e s . Now, t h a t ' s j u s t a t e c h n i c a l 

7 issue t h a t has n o t h i n g r e l a t i v e t o what t he orders f o r 

8 spacing u n i t s would say. 

9 Q. What I'm coming t o , f o r example, i n t h i s 

10 f i r s t w e l l I assume you have p e r m i t t e d i t w i t h t h e 

11 BLM, i s t h a t c o r r e c t ? 

12 A. Y e s , s i r . 

13 Q. And on the acreage d e d i c a t i o n p l a t , what 

14 d i d you show as the acreage d e d i c a t i o n on t h a t w e l l ? 

15 A. I would have t o d e f e r t h a t t o Mr. Bruce. 

16 MR. STOVALL: Do you have t h a t a v a i l a b l e ? 

17 MR. BRUCE: We w i l l get t h a t f o r you. 

18 Q. Where I'm coming f r o m , you have a c e r t a i n 

19 advantage i n u n i t o p e r a t i o n s as you have some 

20 f l e x i b i l i t y because of the c r e a t i o n of p a r t i c i p a t i n g 

21 areas you can ensure the p r o t e c t i o n of c o r r e l a t i v e 

22 r i g h t s across a wide area by c r e a t i n g these 

23 p a r t i c i p a t i n g areas and s h a r i n g , so t h e c o r r e l a t i v e 

24 r i g h t s issue i s m i n i m i z e d . 

25 I c o u l d see, f o r example, t h a t you co u l d 
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1 d e d i c a t e i n the p r o r a t i o n - u n i t sense, a p r o r a t i o n u n i t 

2 being t h a t t r a c t of land from which the o i l i s being 

3 produced and t o which p r o d u c t i o n l i m i t a t i o n s apply and 

4 have a d i f f e r e n t p a r t i c i p a t i o n i n it„ which i n some 

5 ways occurs i n a l o t of u n i t s . I s t h a t what you would 

6 a n t i c i p a t e might happen? 

7 A. I t sounds l i k e a l o g i c a l s o l u t i o n t o what 

8 we're l o o k i n g a t . 

9 Q. I'm s o r t of o f f e r i n g i t as an a l t e r n a t i v e , 

10 more i n terms of t r y i n g t o get an e x p l a n a t i o n . 

11 A. R i g h t . 

12 Q. L e t ' s get s i m p l e r now. 

13 A. Please . 

14 Q. I'm making my common mistake of g e t t i n g too 

15 f a r i n t o t h i s . I n terms of e s t a b l i s h i n g 

16 a d m i n i s t r a t i v e process f o r the ap p r o v a l of w e l l s , what 

17 would be your response t o a process t h a t would p r o v i d e 

18 f o r an a d m i n i s t r a t i v e a p p r o v a l of a w e l l which was 

19 d r i l l e d e n t i r e l y w i t h i n a l e g a l d r i l l i n g window, based 

20 o n - - i s t h i s a 660 setback i n t h i s pool? 

21 MR. BRUCE: Yes, i t i s . The c u r r e n t pool 

22 r u l e s p r o v i d e f o r a 660 setback. 

23 Q. --which was the s u r f a c e l o c a t i o n and of the 

24 h o r i z o n t a l w e l l a l l w i t h i n t h a t 660 window. I s t h a t 

25 acceptable or do you need more f l e x i b i l i t y than t h a t , 
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1 or are you able t o address t h e issue? 

2 MR. BRUCE: I t h i n k , i f I may j u s t be 

3 allowed t o speak, I t h i n k t h a t ' s a c c e p t a b l e . The o n l y 

4 t h i n g t h a t I might p o i n t out i s t h a t some of these 

5 w e l l s , and I t h i n k t h i s i s what Mr. Morrow was g e t t i n g 

6 a t , i s t h a t some of these w e l l s may s t a r t o f f i n 

7 on e - h a l f s e c t i o n and d r i p n o r t h / n o r t h w e s t i n t o another 

8 s e c t i o n . So i f you're saying o n l y a d m i n i s t r a t i v e 

9 ap p r o v a l f o r a 320-acre u n i t , we would l i k e t o make i t 

10 as broad as p o s s i b l e . 

11 EXAMINER MORROW: I b e l i e v e you requested a 

12 change t o 640, so your q u e s t i o n p r o b a b l y a p p l i e s t o 

13 6 4 0 , 1 b e l i e v e ? 

14 MR. STOVALL: W e l l , I guess t h a t ' s what I'm 

15 t r y i n g t o ask. I'm t r y i n g t o f o r m u l a t e e x a c t l y what 

16 i t i s you're r e q u e s t i n g i n terms of the a b i l i t y t o 

17 a d m i n i s t r a t i v e l y approve i t . 

18 MR. BRUCE: W e l l , I t h i n k t h e f o r m a t i o n or 

19 the a p p l i c a t i o n s a i d 320 or 640 at t h e o p e r a t o r ' s 

20 o p t i o n . So some of these w e l l s may, indeed, be 

21 d e d i c a t e d t o a 320-acre u n i t . 

22 Q. (BY MR. STOVALL) I f you get t h i s 

23 f l e x i b i l i t y , again we're g e t t i n g i n t o t h e land 

24 q u e s t i o n s and please f e e l f r e e t o t e l l me i f you don't 

25 know the answer--don't s p e c u l a t e too w i l d l y - - t h e 
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1 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 r e a l l y becomes a 

2 c e r t a i n p o i n t of issue but again t h a t ' s d e a l t w i t h by 

3 the p a r t i c i p a t i n g areas. 

4 Would you a n t i c i p a t e t h a t t o be a common 

5 p a r t i c i p a t i n g area? How are you doing t h a t i n order 

6 t o gain t h i s f l e x i b i l i t y ? What p r o t e c t i o n are you 

7 going t o g i v e a l l around as f a r as d e v e l o p i n g 

8 p a r t i c i p a t i n g a r e a s , p a r t i c i p a t i o n i n t h e w e l l s , and 

9 i n r e l a t i o n t o oth e r w e l l s t h a t have been developed i n 

10 a s i m i l a r manner? Does e i t h e r of you have the 

11 knowledge or u n d e r s t a n d i n g of t h a t ? 

12 MR. BRUCE: I'm not sure I - - Are you 

13 saying d r i l l i n g a w e l l t h a t i s l o c a t e d e n t i r e l y on one 

14 320 but d e d i c a t i n g 640 acres t o i t , what p r o t e c t i o n i s 

15 ther e ? 

16 MR. STOVALL: For example, i f t he f i r s t 

17 w e l l i s d r i l l e d and 640 acres d e d i c a t e d t o i t , i n 

18 terms of a d r i l l i n g block even a p r o r a t i o n u n i t , t h en 

19 the next w e l l i s d r i l l e d , i f i t ' s a d j a c e n t , t h a t ' s one 

20 i s s u e . Should i t be the same d r i l l i n g block as t he 

21 f i r s t ? The p a r t i c i p a t i n g a rea, I t h i n k t h a t ' s t h e 

22 common language of the U n i t Agreement, as the f i r s t , 

23 and i n c o r p o r a t e d i n t o t h a t expands t h e p a r t i c i p a t i n g 

24 area and p r o v i d e f o r p a r t i c i p a t i o n on t h a t b a s i s as 

25 opposed t o , say, a noncontiguous t r a c t developed w i t h 
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1 a h o r i z o n t a l w e l l ? How would you deal w i t h the 

2 p a r t i c i p a t i o n i n t h a t ? Are you been able t o respond, 

3 or i s i t i n the U n i t Agreement? 

4 MR. BRUCE: I b e l i e v e t h e r e ' s something i n 

5 the U n i t Agreement r e g a r d i n g p a r t i c i p a t i n g areas. 

6 MR. STOVALL: My purpose here i n asking you 

7 t h i s i s t o make sure we have an order t h a t ' s not 

8 i n c o n s i s t e n t w i t h your U n i t Agreement; h o p e f u l l y q u i t e 

9 c o n s i s t e n t w i t h i t . 

10 MR. BRUCE: Under the U n i t Agreement which 

11 was submitted as E x h i b i t No. 2 i n Case 10099 on 

12 September 1 7 t h , paragraphs 10 and 11, or Se c t i o n s 10 

13 and 11 t a l k about p a r t i c i p a t i o n , p a r t i c i p a t i n g a r e a s . 

14 And the p a r t i c i p a t i n g area, as I read i t , i s t o be 

15 t h a t p a r t of the u n i t or t h a t p a r t o f , s a y - - w e l l , I 

16 suppose of the u n i t t h a t i s regarded as reasonably 

17 proved t o be p r o d u c t i v e . I don't know how these 

18 t h i n g s work i n p r a c t i c e , but i t should o f f i c i a l l y 

19 i n c l u d e an area t h a t would be reasonably d r a i n e d by a 

20 w e l l t h a t i s d r i l l e d . 

21 MR. STOVALL: Taking t h a t one step f u r t h e r , 

22 under u n i t o p e r a t i o n s t h e r e may be one or more 

23 p a r t i c i p a t i n g areas. I f you s t a r t out w i t h an i n i t i a l 

24 e x p l o r a t o r y w e l l and step o u t , i t ' s not uncommon t o 

25 expand the e x i s t i n g p a r t i c i p a t i n g area t o i n c l u d e 
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1 t h o s e . I f you do a d i s t a n c e step out from an e x i s t i n g 

2 p a r t i c i p a t i n g a r e a , you may form a second 

3 p a r t i c i p a t i n g area. 

4 Have you discussed t h a t ? Are you i n a 

5 p o s i t i o n t h a t e i t h e r of you c o u l d respond? 

6 Where are the w e l l s going t o be d r i l l e d ? 

7 Maybe t h a t ' s the e a s i e s t way t o get t o i t . (Pause) 

8 Where was the f i r s t w e l l ? 

9 MR. BRUCE: I n S e c t i o n 1 1 . And then Mr. 

10 Shuster t a l k e d about the next t h r e e w e l l s t h a t have 

11 been p e r m i t t e d w i t h the BLM are i n S e c t i o n 6, t o t h e 

12 east , and then S e c t i o n s 12 and 13. 

13 MR. STOVALL: So a c t u a l l y they would be 

14 k i n d of a next area step out except f o r S e c t i o n 6? 

15 MR. BRUCE: Yes, and I'm not sure which i s 

16 t o be the second w e l l . Do you? 

17 THE WITNESS: No, I d o n ' t . 

18 MR. STOVALL: Okay. I won't ask you t o 

19 answer q u e s t i o n s t h a t you c a n ' t . What I'm concerned 

20 w i t h i s making sure of any a d m i n i s t r a t i v e a p p r o v a l 

21 t h a t would approve, p a r t i c u l a r l y t h a t h o r i z o n t a l w e l l 

22 and the 640 doesn't have the p o t e n t i a l f o r a waste. 

23 MR. BRUCE: And Mr. Ambler d i d t e s t i f y i n 

24 the l a s t h e a r i n g . He was open t o su g g e s t i o n t o 

25 whatever l i m i t a t i o n s t h e D i v i s i o n may impose t h a t seem 
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1 reasonable t o i t , t h e o p e r a t o r w i l l abide by. 

2 MR. STOVALL: Mr. Bruce, a quick q u e s t i o n 

3 on the n o t i c e i s s u e . I n Case 10099, I assume you 

4 p r o v i d e d n o t i c e of some form w r i t t e n o n — I t h i n k you 

5 gave us something. B a s i c a l l y , though, we're t a l k i n g 

6 a l l u n i t p a r t i c i p a n t s , r i g h t ? as being those t h a t 

7 would be the o n l y people e n t i t l e d t o n o t i c e , i s n ' t 

8 t h a t c o r r e c t , since 10099, the h o r i z o n t a l w e l l , i s the 

9 middle of a u n i t ? 

10 MR. BRUCE: W e l l , we d i d not gi v e n o t i c e 

11 because they were a l l aware t h a t t h e i n i t i a l w e l l - - y o u 

12 know, of a l l the p l a n s . 

13 MR. STOVALL: I'm j u s t t r y i n g t o solve t h i s 

14 l o c a t i o n / n o t i c e problem f o r you, i f we can. 

15 Let me ask you t h i s : Have a l l the working 

16 i n t e r e s t owners i n the u n i t and the s i n g l e r o y a l t y 

17 owner been advised pursuant t o the U n i t Agreement of 

18 the c u r r e n t s t a t e of the A p p l i c a n t ' s i n t e n t i o n t o 

19 d r i l l the w e l l from the 934 l o c a t i o n ? 

20 MR. BRUCE: Yes, they have. And i f you 

21 want, I w i l l get a l e t t e r t o t h i s e f f e c t and submit i t 

22 post h a s t e . 

23 E x h i b i t No. 2 i n Case 10099 i s a l e t t e r 

24 from the BLM t o Samuel Gary, J r . & A s s o c i a t e s , which 

25 approves the u n i t and which a l s o p r o v i d e d f o r a 
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1 h o r i z o n t a l w e l l . I t does not giv e the f o o t a g e 

2 l o c a t i o n , but i t does say i t w i l l be i n the southeast 

3 of the southwest of S e c t i o n 1 1. 

4 The U n i t Agreement i t s e l f , which was signed 

5 by a l l the working i n t e r e s t owners, d i d p r o v i d e f o r a 

6 h o r i z o n t a l w e l l , and they were a l l n o t i f i e d of t he 

7 w e l l l o c a t i o n . The reason f o r moving i t back was j u s t 

8 the BLM requirement t h a t they commence the w e l l by 

9 October 1 5 t h , and the BLM sa i d t h e r e was not time t o 

10 p e r m i t a new l o c a t i o n at 450 f e e t from the south l i n e 

11 b e f o r e the October 15th date a r r i v e d ; and, t h e r e f o r e , 

12 they s a i d d r i l l , or so goes t h e u n i t . 

13 EXAMINER MORROW: What we were d i s c u s s i n g 

14 i s whether or not you would be w i l l i n g t o proceed at 

15 your own r i s k a t t h i s t i m e , s u b j e c t t o c u r i n g t h e 

16 n o t i c e problems and g e t t i n g f i n a l a p p roval at a l a t e r 

17 date? 

18 MR. BRUCE: I t h i n k we would. 

19 MR. STOVALL: Because the o n l y people 

20 e n t i t l e d t o n o t i c e are people who are i n t h e u n i t . 

21 The on l y c o r r e l a t i v e r i g h t s issue i n v o l v e d , as I see 

22 i t , i s the working i n t e r e s t owners i n the s e c t i o n 

23 s u r r o u n d i n g S e c t i o n 11 who, w h i l e t h e y ' r e u n i t 

24 members, w i l l not be p a r t i c i p a t i n g i n t h i s f i r s t 

25 w e l l . Would t h a t be a f a i r l y c o r r e c t assessment of 
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1 t h a t ? 

2 MR. BRUCE: Yes . 

3 MR. STOVALL: And t h a t k i n d of gets me back 

4 t o where I was going b e f o r e , t h a t as you step o u t , 

5 then those become l e s s of a concern because they can 

6 be brought i n t o the p a r t i c i p a t i n g area and they share 

7 i n a l l the g l o r i e s and b e n e f i t s and r i s k s and hazards 

8 of t h a t p a r t i c i p a t i o n . 

9 MR. BRUCE: H o p e f u l l y , yes. 

10 MR. STOVALL: So the c o r r e l a t i v e r i g h t s 

11 issue gets r e s o l v e d by i n c l u s i o n i n t o t h e 

12 p a r t i c i p a t i n g u n i t , and then we're o n l y concerned w i t h 

13 our resources being developed. 

14 MR. BRUCE: We'll take care of t h a t n o t i c e , 

15 and l e t me get i n touch w i t h you i n a day t o make sure 

16 I'm doing the r i g h t t h i n g a c c o r d i n g t o your t h o u g h t s . 

17 EXAMINER MORROW: The wi t n e s s may be 

18 excused. 

19 MR. BRUCE: Thank you f o r a c c e p t i n g our 

20 confused t e s t i m o n y . 

21 EXAMINER MORROW: We'll take both Cases 

22 10099 and 10100 under advisement, except t h a t 

23 10099 

24 MR. STOVALL: I recommend, Mr. Examiner, 

25 t h a t we leave the r e c o r d open f o r t h e moment t o 
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1 c l a r i f y the n o t i c e i s s u e s . 

2 EXAMINER MORROW: I s t h a t 10099 , or — 

3 MR. STOVALL: Do we have a problem w i t h 

4 10100? 

5 EXAMINER MORROW: I don't b e l i e v e we do. 

6 MR. STOVALL: Okay. We cou l d take 10100 

7 under advisement, and leave 10099 open u n t i l we 

8 c l a r i f y the n o t i c e r e q u i r e m e n t . 

9 EXAMINER STOGNER; Do you have t h a t 

10 c o r r e c t , Ms. Court Reporter? 

11 COURT REPORTER: Yes, I do. 

12 (Thereupon, the proceedings concluded.) 
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2 

1 P R O C E E D I N G S 

2 EXAMINER STOGNER: This h e a r i n g w i l l come 

3 t o o r d e r . I ' l l c a l l Case 10099. 

4 This i s the a p p l i c a t i o n of Samuel Gary, J r . 

5 & A s s o c i a t e s , I n c o r p o r a t e d , f o r a h o r i z o n t a l 

6 d i r e c t i o n a l d r i l l i n g p i l o t p r o j e c t and s p e c i a l 

7 o p e r a t i n g r u l e s t h e r e f o r e , Sandoval County, New 

8 Mex i c o . 

9 This case was a d v e r t i s e d s e v e r a l hearings 

10 ago at a l o c a t i o n , and then t h a t l o c a t i o n was changed, 

11 and the case was heard somewhere down t h e l i n e , and 

12 the l o c a t i o n was changed back t o i t s o r i g i n a l . There 

13 have been s e v e r a l a d v e r t i s e m e n t e r r o r s . 

14 However, i n c o n s u l t a t i o n w i t h our General 

15 Counsel and D i v i s i o n D i r e c t o r , they both f e e l t h a t 

16 t h i s case may be taken under advisement at t h i s t i m e . 

17 I might add t h a t t h i s case w i l l appear 

18 again on the Examiner's Hearing scheduled f o r October 

19 3 1 s t , but n o t h i n g w i l l be done at t h a t p o i n t . 

20 I f t h e r e are no q u e s t i o n s on t h a t case, 

21 w e ' l l move on . 

22 (Thereupon, the proceedings concluded.) 

23 

24 
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1 C E R T I F I C A T E OF REPORTER 

2 

3 STATE OF NEW MEXICO ) 
) SS . 

4 COUNTY OF SANTA FE ) 

5 

6 I , Carla Diane Rodriguez, C e r t i f i e d 

7 Shorthand Reporter and Notary P u b l i c , HEREBY CERTIFY 

8 t h a t the f o r e g o i n g t r a n s c r i p t of proceedings b e f o r e 

9 the O i l Con s e r v a t i o n D i v i s i o n was r e p o r t e d by me; t h a t 

10 I caused my notes t o be t r a n s c r i b e d under my personal 

11 s u p e r v i s i o n ; and t h a t the f o r e g o i n g i s a t r u e and 

12 accurate r e c o r d of the proceedings. 

13 I FURTHER CERTIFY t h a t I am not a r e l a t i v e 

14 or employee of any of the p a r t i e s or a t t o r n e y s 

15 i n v o l v e d i n t h i s m a t ter and t h a t I have no pers o n a l 

16 i n t e r e s t i n the f i n a l d i s p o s i t i o n of t h i s m a t t e r . 

17 WITNESS MY HAND AND SEAL October 17, 1990. 
O 

18 RIGUHlfe r 19 CARLA DIANE ROD RI 
CSR No. 91 

20 

21 My commission e x p i r e s : May 25, 1991 
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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

CASE 10,099 

EXAMINER HEARING 

IN THE MATTER OF: 

A p p l i c a t i o n of Samuel Gary, J r . , and Associates, 

In c . , f o r a H o r i z o n t a l D i r e c t i o n a l D r i l l i n g P i l o t 

P r o j e c t and Special Operating Rules Therefor, 

Sandoval County, New Mexico 

TRANSCRIPT OF PROCEEDINGS 

BEFORE: MICHAEL E. STOGNER, EXAMINER 

STATE LAND OFFICE BUILDING 

SANTA FE, NEW MEXICO 

October 31, 1990 

ORIGINAL 
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(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 

2 

A P P E A R A N C E S 

FOR THE DIVISION: 

ROBERT G. STOVALL 
Attorney 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 87504 

* * * 

I N D E X 

Proceedings 3 

Reporter's C e r t i f i c a t e 5 

* * * 

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 

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

at 1:55 p.m.: 

EXAMINER STOGNER: C a l l Case Number 10,099. 

MR. STOVALL: A p p l i c a t i o n of Samuel Gary, 

J r . , and Associates, I n c . , f o r a h o r i z o n t a l d i r e c t i o n a l 

d r i l l i n g p i l o t p r o j e c t and s p e c i a l o p e r a t i n g r u l e s 

t h e r e f o r , Sandoval County, New Mexico. 

EXAMINER STOGNER: This case was p r e v i o u s l y 

heard and was taken under advisement on the October 

17th, 1990, hearing. I t appears today on t h i s docket. 

At t h i s time I ' l l c a l l f o r any a d d i t i o n a l 

appearances, i f there are any. 

MR. STOVALL: Mr. Examiner? 

EXAMINER STOGNER: Yes, s i r . 

MR. STOVALL: I ' l l p o i n t out t h a t t h i s case -

- and I don't know what record was made a t the October 

17th hearing, but t h i s A p p l i c a t i o n got a l i t t l e b i t 

messed up as f a r as l o c a t i o n . 

The o r i g i n a l l o c a t i o n c a l l e d f o r a w e l l t h a t 

I t h i n k was 950 something, and then they — from the 

south l i n e . They switched i t t o 450 f e e t , then they 

switched back to 950 f e e t , and t h a t was the A p p l i c a t i o n 

t h a t was taken under advisement a t the October 17th. 

And i n e f f e c t , what we are doing i s 

dismi s s i n g the A p p l i c a t i o n i n as f a r as i t r e l a t e s t o a 

CUMBRE COURT REPORTING 
(505) 984-2244 
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surface l o c a t i o n 450 f e e t from the south l i n e . And the 

case of 900 and whatever f e e t , as o r i g i n a l l y a p p l i e d 

f o r , has been taken under advisement. 

EXAMINER STOGNER: Thank you. And t h e r e 

again, t h a t appears on today's docket, so i t ' s 

p r e l i m i n a r y . We c a l l e d i t , and t h i s ceise w i l l be taken 

care o f f . 

(Thereupon, these proceedings were concluded 

a t 1:56 p.m.) 

* * * 
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