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This matter came on for hearing before the New
Mexico 0il Conservation Division, DAVID K. BROOKS, JR.,
Hearing Examiner, on Thursday, March 18th, 2004, at the New
Mexico Energy, Minerals and Natural Resources Department,
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Mexico, Steven T. Brenner, Certified Court Reporter No. 7

for the State of New Mexico.
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WHEREUPON, the following proceedings were had at

9:26 a.m.:

EXAMINER BROOKS: Case Number 13,132, Application
of Devon Energy Production Company, L.P., to reopen Case
Number 13,132 for compulsory pooling, Eddy County, New
Mexico.

Call for appearances?

MR. BRUCE: Mr. Examiner, Jim Bruce of Santa Fe,
representing the Applicant.

I have one witness.

EXAMINER BROOKS: Okay. Would you swear the
witness?

(Thereupon, the witness was sworn.)

MR. BRUCE: Mr. Examiner, this case was
previously heard by Examiner Catanach, and an order was
issued in the case. But it is kind of an odd little case,
and the well location ended up being moved a few hundred
feet due to, I think, a residence.

And so we'd like to run briefly through the case
so you can understand what's happening, even though it's in
essence just moving the well location, but there are a few
oddities in this matter.

EXAMINER BROOKS: Okay, you may proceed.
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KENNETH H. GRAY,
the witness herein, after having been first duly sworn upon
his oath, was examined and testified as follows:
DIRECT EXAMINATION
BY MR. BRUCE:
Q. Would you please state your name and city of
residence for the record?
A. Yes, my name is Ken Gray, I live in Oklahoma

City, Oklahoma.

Q. Who do you work for and in what capacity?

A. I'm a landman for Devon Energy Production
Company.

Q. Have you previously testified before the
Division?

A. Yes, I have.

Q. And were your credentials as an expert landman

accepted as a matter of record?

A. Yes, they were.

Q. And are you familiar with the land matters
involved in this Application?

A. Yes, I am.

Q. Mr. Gray, if you could identify Exhibit 1 for the
Examiner and tell him about the land involved.

A. Well, Exhibit 1 is just a reproduction of the

Midland Map Company's version of ownership map, and we've
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outlined the east half of Section 6, 23 South, 27 East,
Eddy County, as the proposed spacing unit for our Joell
Number 2 location, which will be located in the Unit Letter
H, in the northeast quarter of Section 6.

Q. Okay. Now, the original location was going to be
in the southwest quarter, northeast quarter of Section 6;
is that correct, Mr. Gray?

A. Right, right.

Q. Okay, so it's being moved now to --

A. We had to move it 200 feet east and 200 feet
south, to move away from a residehce.

Q. Okay. So the location is now in the southeast
guarter, northeast quarter; is that correct?

A. Right.

Q. Okay. And Mr. Examiner, for your information,
the first four exhibits that are submitted are simply
copies of exhibits from the original hearing.

Mr. Gray, would you move on to Exhibit 2 and
explain the ownership situation in the Morrow formation in
this well?

A; Well, Exhibit 2 is just a cartoon, if you will,
of a wellbore to the Morrow formation. Our previous
geological testimony established that the top of the Mbrrow
formation at this location would be at 11,366 feet, and the

base would be at 11,883 feet. And within that Morrow
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formation --

Q. Well, just a minute, Mr. Gray, excuse me. The
top and the bottom of the Morrow formation, that was
testified to by Devon's geologist at the prior hearing,
correct?

A. That's correct.

Q. And he had conferred with the OCD's Artesia
office on the tops and bottoms, had he not?

A. That's correct.

Q. Okay, go ahead.

A. And the ownership within the Morrow formation, as

you can see, at least from 11,366 feet to 11,761 feet, is a
certain ownership, and then we have a five-foot interval
from 11,761 to 11,766 with yet another ownership, and below
11,766 even another ownership.

Q. And then one other thing on this matter. The top
two zones are subject to a JOA, are they not?

A. There is a joint operating agreement in effect
down to 11,766 feet, but not below that.

Q. Okay. So the interest owners and the names in
blue, the Zone C, those interests are not subjéct to a JOA?

A. That's correct.

Q. What is Exhibit 37

A. Well, Exhibit 3 is a spreadsheet which, given the

percentage ownership under Exhibit Number 2, being Zone A,
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Zone B, Zone C, we allocated -=- or I guess I should say
Exhibit 3 would be an allocation based on the percentage
ownership in each of the A, B and C zones, so that we have
one -- basically one ownership for the working interest
owners and one for the overriding royalty interest owners.
And the reason for that obviously is, we don't know where
we're going to complete in the Morrow, so we have proposed
this allocation, and that's basically what Exhibit Number 3
is.

Q. And the allocation is based simply on the footage
of the three zones; is that correct?

A. That's correct.

Q. Okay. Next is a copy of the prior Exhibit 10,
which is simply an AFE for the well?

A. That's correct.

Q. Okay, with a -- what, a completed well cost of

close to a million and a half dollars?

A. Right.

Q. Is that AFE still relatively current?

A. It is, yes.

Q. Okay. Next, Mr. Examiner, is Exhibit 13 from the

prior hearing, and this was testified to by the geologist.
It is submitted to you simply to show that -- and the
geologist testified about this -- that there is production

from the middle Morrow and from the lower Morrow.
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And the geologist testified that drilling at this
location, the only reasonable thing to do is to test the
entire Morrow, rather than just, you know, the lower Morrow
which is not subject to a JOA or the middle Morrow, which
is subject to a JOA. So the only reasonable thing to do is
to test both Morrow zones. And there is, as you can see,
production sufrounding this well, both from the lower and
middle Morrow.

Now, the first go-around when we notified
everyone, Mr. Gray, there are a number of people involved
in this, as shown on your Exhibit 2. Have the bulk of the
interest owners entered into a voluntary agreement

regarding splitting of well costs and production?

A. Well, from a percentage standpoint, yes.
Q. Okay.
A, Between Devon and Magnum-Hunter that would

account for more than 50 percent of the working interest
ownership. But there are some that have not.
Q. Okay. But is Exhibit A a copy of the voluntary

agreement that has been entered into by certain of the

parties?
A. Yes, it is.
Q. And which parties have -- And they have agreed to

the percentages and interests shown on your Exhibits 2 and

3, have they not?
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A. Yes, they have.

Q. Who has signed Exhibit A?

A. Let's see, Magnum-Hunter has signed it, Devon has
signed it, and the Steed interest has signed it.

Q. And Mobil?

A. I'm sorry, Mobil has signed it as well.

Q. Okay.

A. Mr. Scott as an overriding royalty interest owner
has signed it, and that would be all.

Q. Okay. So at this point Wainoco and Citation have

not signed it; is that correct?

A. That's correct. And the successor to Mabee
Petroleum has not signed it.

Q. Okay. And Mr. Examiner, if you could pull out
Exhibit 2, keep that in front of you for a minute to
explain who we are seeking to pool and for other purposes.

Mr. Gray, first of all you mentioned the Mabee
interest. Who is claiming that interest?

A. Well, Citation is actually claiming it, although
they don't have title to it. Mabee Petroleum Corporation
is the record title owner, but they attempted to assign
that interest to Citation, but it didn't work out that way.
And subsequent to that, Mabee was either acquired or merged
-- I'm not sure what the transaction was -- and the

Secretary of State in the State of Texas has Shell Offshore
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Ventures, Inc., as the successor to Mabee, and we have also
noticed Shell in this matter --

Q. Okay, so --

A. -- but they're not claiming the interest.

Q. -- Shell is -- yeah, you have -- either you have
contacted Shell or Shell has contacted you, and they do not

claim the interest?

A. No, they do not. Citation claims it.

Q. Citation claims it, but there's no instrument of
record?

A. Right.

Q. Okay. Now, with respect to Citation you are not

seeking to force pool them, because all of their interest

is under the JOA; is that correct?

A. All of their interest?

Q. In other words --

A. No, they're -- well, they wouldn't -- no, their
interest -- That's right, that's correct, they don't own an

interest below 11,766.

Q. Okay. So they own interest in Zones A and B,
which are Subject to the JOA?

A. Yeah, and we would only be --

Q. And so the purpose of notifying them for this
hearing is only to --

A. For allocation purposes.

STEVEN T. BRENNER, CCR
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Q. -- allocate between the zones.

And then Wainoco owns interests in all three
zones; is that correct?

A. That's correct.

Q. So you have notified them for purposes, number
one, of force pooling their interest in the non-JOA zone,
Zone C --

A. Right.

Q. -- and to -- and for purposes of allocation among
the three zones?

A. Correct.

MR. BRUCE: Okay. I told you it was a little
confusing, Mr. Examiner.
EXAMINER BROOKS: Yes, it is.

Q. (By Mr. Bruce) And you also went through this in
the original hearing, did you not, Mr. Gray?

A, Yes, we did.

Q. Now -- And the original exhibits in the hearing
did contain your correspondence with the people, did it
not?

A. VYes, it didq.

Q. Did you -- After the well was moved, did you then

notify Citation, Wainoco and Shell Offshore of the change
in the well location?

A. Yes, we did.
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Q. And is that marked as your Exhibit B?
A. Yes, it is.
Q. And again, in your opinion, have you made a good

faith effort to obtain the voluntary joinder of these
interest owners in the well?

A. I think we have, yes.

Q. Okay. And Devon -- Just so you are aware of
what's going on, Mr. Examiner, under the JOA, Mr. Gray, who
is the operator?

A. The operator of record is Chaparral -- I'm trying
to think of the full name -- Chaparral 0il and Gas, I
think, or Chaparral Energy.

Q. Chaparral -- I think we notified them --
Chaparral Enerqgy, L.L.C.?

A, Right.

Q. They are the operator of record under the JOA, in

other words, in Zones A and B?

A. Correct.

Q. Okay. Obviously, they're not the operator in
Zone C?

A. Correct.

Q. And have you been in touch with Chaparral?

A. Numerous times, yes.

Q. And you could never =-- you could not come to

terms with them; is that --

STEVEN T. BRENNER, CCR
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A. Well, the problem is, Chaparral owns no interest
whatsoever in the Morrow formation. Chaparral's only
interest under these leases is in the Strawn formation. So
vyes, I guess contractually they are the operator down to
11,766 feet, but below that there is no operating
agreement, no established operator. So we can't have two
operators in the same formation, and in our previous
hearing we asked the Commission to enter as part of the
order that Devon would be designated as the operator.

Q. Okay. And Chaparral was notified of the original
hearing and did not show up; is that correct?

A. Correct.

Q. And in this hearing were Chaparral, Shell

Offshore, Wainoco and Citation notified of this hearing?

A, Yes, they were.

Q. And is that submitted as Exhibit C?

A. Yes.

Q. And Devon does request that it be appointed --

named operator by the Division of the Morrow formation.
Were Exhibits A, B and C prepared by you or under
your supervision or compiled from company business records?
A. Yes, they were.
Q. And in your opinion is the granting of this
Application in the interests of conservation and the

prevention of waste?

STEVEN T. BRENNER, CCR
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A. Yes, it is.
MR. BRUCE: And Mr. Examiner, in this hearing --
I should have started off with this -- there are basically

three requests by Devon: number one, force pooling of
certain interests in the non-JOA zone, Zone C; number two,
allocation of costs and production among the three zones as
shown on Exhibits 2 and 3; and then the third item would be
naming of Devon as operator of the well.

Although this reopening involved merely the
moving of the well location a few hundred feet, because the
original order didn't put a specific location in it, we
thought it best to come forward and change the -- amend the
order. And we also thought it best to re-present the land
matters just in case. Otherwise it would have been a
little confusing just looking at the file and figuring out
what's going on.

EXAMINER BROOKS: I think that's a very
reasonable conclusion since you had a different Examiner.

THE WITNESS: One thing we might want to point
out that was presented in the original hearing, we have
received a demand from the mineral owners, both Chaparral
and Devon -- well, the working interest owners, let me put
it that. Chaparral as, quote, unquote, the operator, and
Devon and the rest of the working interest owners as --

have received a demand from offset production.

STEVEN T. BRENNER, CCR
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Q. (By Mr. Bruce) A demand for development?
A. Right.
EXAMINER BROOKS: That what I was -- Yeah, when

you said offset production that suggested that.

Are you through?

MR. BRUCE: I am through, Mr. Examiner. I would
move the admission of the exhibits, A, B and C.

EXAMINER BROOKS: Okay, Exhibits A, B and C will
be admitted. I was somewhat confused by the designation of
the exhibits, but the numbers are from the prior hearing.

MR. BRUCE: That is correct.

EXAMINER BROOKS: And all the exhibits -- Exhibit
A collectively include all of the -- no, wait, Exhibit A is
the agreement, and the exhibits from the prior hearing are
already in the record, and you're just offering them for --

MR. BRUCE: Just for points of clarification.

EXAMINER BROOKS: -- demonstrative purposes.

EXAMINATION
BY EXAMINER BROOKS:

Q. Okay, did you notify all of the working interest

owners?
A. Of this hearing?
Q. Yeah.

A. Well, initially we did, yes.

MR. BRUCE: For the first hearing we did notify

STEVEN T. BRENNER, CCR
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everyone, and then after the original ﬂotice went out,
Devon did enter into the written agreement that's submitted
as Exhibit A, with everyone except the --

EXAMINER BROOKS: Okay.

MR. BRUCE: -- four people that we've notified
for this hearing.

Q. (By Examiner Brooks) Okay, yeah. So you're not
relying in any sense on the previous joint operating
agreement, from a notice standpoint?

A. No.

Q. Okay. I haven't read the prior order, and I
assume it does the same thing in this regard, but you are
in effect asking for a vertical pooling, as I understand
it, in order to provide -- to establish the interests of
these owners that do not own in all formations, so far as
the amount that they will be -~ that will be treated as
their interest in the well for the purposes of contributing
to the drilling expenses?

A. And for those who own in all three formations,
but in different percentages, perhaps, yeah.

Q. Yeah. And =--

MR. BRUCE: And Mr. Examiner, my thought on that
-- and we did go into this in the previous hearing -- is, I
think before the well -- I mean, you could do it either on

a footage basis and allocate production, or you could look

STEVEN T. BRENNER, CCR
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at what you actually completed and after the fact, but to
do that you couldn't allocate costs beforehand, costs of
drilling the well.

EXAMINER BROOKS: Right.

MR. BRUCE: And we thought that was unfair. And
furthermore, my thought was that when it comes to pooling
under the statute, it has to be on, you know, an acreage
basis. And my thought was, in using the footage would be
kind of similar to allocating production on an acreage
basis --

EXAMINER BROOKS: And what you did was simply
take the percentage working interest and percentage net
revenue interest that each party had in a particular depth,
multiply it by a ratio, being the number of feet to which
that interest applied, times the number of feet in the
Morrow based on the established top and bottom?

MR. BRUCE: That is correct.

EXAMINER BROOKS: Okay. Well, that's an
imaginative use of the compulsory pooling statute, but if
it works... Okay, Mr. Jones?

EXAMINER JONES: I've got two questions.

EXAMINER BROOKS: Go ahead.

EXAMINATION
BY EXAMINER JONES:

Q. I notice in through the East Carlsbad-Morrow it

STEVEN T. BRENNER, CCR
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probably should be the South Carlsbad-Morrow? That's not a
big deal, but that's --
MR. BRUCE: Yeah, maybe --
EXAMINER JONES: That's something to check on
anyway, but it looked to me like --
MR. BRUCE: You are correct, it is the South
Carlsbad-Morrow in my notes.
Q. (By Examiner Jones) And another question I had
-- maybe I was asleep, but how would you envision this well
be completed if it -- In other words, you hit the lower
Morrow first, right?
A. Uh-huh, hopefully, yeah.
Q. And produce it for years and years, or are you
going to produce all of them and commingle --
A. Oh, I think you can do either one of those, you
can -- you know, it just depends on -- You would know more

about that than I. But yeah, you can commingle Morrow

production.
Q. Yeah, it's all the same pool --
A. Right.
Q. -- so there's nothing to stop you there. 1It's

just the ownership --

A. It would be an operational issue more than
anything.
Q. Yeah. Now, if you're producing -- Okay, so once

STEVEN T. BRENNER, CCR
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this --

MR. BRUCE: And Mr. Examiner, I believe the
geologist in the first go-around indicated that he would -
probably perforate any prospective zones at the same time.

EXAMINER JONES: Okay, at the same time. So
basically commingle them, and the order would take care of
the -- so everybody, once they get pooled, voluntarily or
not, they would share in the production of all the three
zones --

MR. BRUCE: That's correct.

THE WITNESS: Right.

EXAMINER JONES: -- whether they were all
producing or not. OKkay, that was my question. Thank you
very much.

MR. BRUCE: One final thing, and I think the
geologist pointed this out. If you loock at the first
exhibit, there is a -- it's now a plugged and abandoned
Morrow well down in the southwest quarter of Section 6 --
that was the well that the geologist said caused this |
problem in the first place. That's where the depth
severance occurred under the JOA, so...

EXAMINER BROOKS: Where is this in relation to
the blowout?

THE WITNESS: I think the blowout is a couple of

-- two or three miles just due north, yeah.

STEVEN T. BRENNER, CCR
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EXAMINER BROOKS: I thought it was pretty
close --

THE WITNESS: Yeah.

EXAMINER BROOKS: -- close to the Carlsbad
airport.

MR. BRUCE: Mr. Examiner, I believe it's the
south half of 19, right at the top of the plat.

EXAMINER BROOKS: Okay.

EXAMINER JONES: Wow, that is close.

EXAMINER BROOKS: Okay. Well, good luck. Case
Number 13,132 will be taken under advisement.

(Thereupon, these proceedings were concluded at

9:48 a.m.)
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