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PROCEEDI NGS

M5. ORTH. -- be resumi ng. Thank you.

You see two technical exam ner
screen, Hail ee Thonpson and John Garcia. WM
Felicia Oth.

There are other staff on the |

course, and other folks. Looks |i ke we have

of the witnesses for whom | saw w tness statenents. |

did see other entries of appearance.

We had M. Bruce on earlier for Foran

Ol and MRC Perm an. | also saw an entry of
appearance back from April by Bl ake Jones for
O 1 and Gas.

M. Jones, would you like to i

yoursel f? He may have stepped away. Let's see here.

Are there any other entries of

appearance this norning?

MR. RANKIN. Adam here. And
| neglected to introduce nmy coll eague, Paul a
who will be assisting nme during today's heari
well. She's with us.

M5. ORTH. Thank you very nmuch. So | et

me identify the cases. Maybe | should have done that

first.

We're here on the platformfor

S on your

name i s

i ne, of

sever al

Nor t her n

nt r oduce

O ficer,
Vance,

ng as

a
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hearing on the applications of Cinmarex Energy for a
hori zontal spacing unit and conmpul sory cooling in Lea
County, New Mexico. Cases nunber 23448 and 23455 --
t hr ough 23455,

Al so, the applications of Ci marex
Energy for conpul sory pooling in Lea County, New
Mexi co. Cases nunber 23594 through 23601.

And the applications of Read & Stevens
for conpul sory pooling in Lea County, New Mexi co.
These are cases 23508 through 23523.

| have wal ked through the pleadings in
each of those sets of cases fromthe applications,
obvi ously; so notions for continuance, prehearing
statenents, exhibits, supplenental exhibits,
obj ections to exhibits, and the self-affirned
statement of four witnesses for C marex and four
W tnesses for Read & Stevens/Perm an.

s there anything el se we should talk
about before we begin the opening statenents,
presumably, and then the introduction of w tnesses?

MR. ZI MSKY: Yes, Madam Hearing
Exam ner. W/ liam Zi nmsky on behalf of Ci marex.

M. Rankin and | had di scussed and
agreed to a procedure whereby Cimarex would go first.

They woul d present their witnesses in order and
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they -- we, the attorneys, would ask questions of the
Cimarex witnesses regarding the exhibits and testinony
of the Perm an Resources' w tnesses.

And then, that way -- and then, M.
Rankin woul d do cross; and then, we would do redirect
and possi bly recross.

Now, Cimarex -- or Perm an Resources
filed rebuttal exhibits late last night. It's 44-
pages worth or so. And so | think it was at 9 o' cl ock
or so. W haven't had a real good chance to review
t hose.

So what | woul d suggest is that we put
of f questi oning about the rebuttal exhibits to allow
our witnesses to get a better grasp of them and put
that off until tonorrow, tonorrow norning.

If we get done with the hearing before
the end of today with everything else, then tonorrow,
pick up with questioning on the rebuttal exhibits.

And | woul d propose -- and |'ve
proposed this to M. Rankin; | don't think he agrees.

But | would propose that the Perm an
Resources witnesses speak to those rebuttal exhibits;
and then we, Cimarex, would do a cross-exam nation and
redirect. And then, we would call back our |and, our

geol ogy, and our engi neering experts to testify about
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the rebuttal exhibits.
So and it -- based on the fact
just got those late last night, we're requesti

|1 mted conti nuance.

t hat we

ng a

We had two days set for this hearing so

that we -- so the request is basically to start -- to

put off any questioning regarding the rebuttal

exhibits until tonorrow norning or at the end

of the

regular hearing if it carries over into tonorrow.

MS. ORTH: M . Rankin?

MR. RANKIN. Thank you, Madam Heari ng

O ficer.

Yeah. \What | had proposed to M.

Zi msky was that, in order to streamine and limt, you
know, the swi tching back and forth between
witnesses -- and | agreed that Cimarex could go first

and that they would present their w tnesses, as M.

Zi nsky stated, in turn; and then, after adopti
testinmony on direct, that they would go right

their rebuttal testinony on exhibits.

ng their

into

And then, in order to save tinme, |

woul d then cross on both their direct testinony and

rebuttal and get it all done at one tinme. And then

they could do their redirect. And then we can npve on

to the next w tness.
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And that way, | thought, was the nost
stream i ned manner of proceeding: to combine both
direct and cross at one tine -- rather, direct and
rebuttal at one tine.

Now, that was before, you know, we
circul ated our rebuttal exhibits at the end of the
evening. W put those together in response to
Cimarex's new exhi bit packets that they circul ated,
you know, the week before the end of the prehearing
or der.

And those new exhi bit packets, you
know, included essentially new exhibits -- not just
around the discovery that was nade on the fairly
limted i ssue, but basically was a significant
reconfiguration of their testinmony and exhibits.

And so, you know, we did put together a
relatively concise rebuttal -- set of rebuttal
exhibits. And we circulated themas early as we coul d
in order to give them an opportunity to review so they
coul d prepare a cross exam nati on.

What | understand M. Zinmsky's asking
for, though, is nore tinme to review our rebuttal --
whi ch we provided to them you know, in advance -- in
order to provide -- to prepare surrebuttal. Which is,

you know, essentially a further rebuttal to our
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rebuttal.

And | guess | don't understand the
basis for that. They've had our direct testinony and
exhibits from-- | don't know, | haven't added it up,
but | think it's al nost been a nonth since the end of

July. Maybe three weeks, anyway, since July -- since

before the July 20th heari ng.

And so | don't really understand why

they would need the additional rebuttal f

Qur rebuttal is narrowmy focused to the

| ssues that they've raised, and | believe it can be

addressed through cross. And | don't thi
to be that we need to go through anot her
exhi bits and testinony.

M5. ORTH. So the packet -
had a chance nyself, actually, to | ook at
filed at 9 o'clock last night.

s it truly targeted, M.

seens substantial to ne.

MR. RANKIN: Well, Madam Exam ner, if

you may note that their exhibit packets were -- they

submtted four different exhibit packets.
page count is on the order of just under
They address a substanti al

i nformation on their |and, their geol ogy,

rom Ci nar ex.

nk it needs

round of

- | haven't

what was

Ranki n? It

The t ot al
1200 pages.
anmount of

and their

Page 9

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691

WWWw.veritext.com



© 00 N oo o b~ wWw N

O T N R R N T
o A~ W N P O © 00 N O 0o M W N +—, O

engi neering. And engineering is -- you know, went
from-- | don't have the page nunbers.

But they went froma relatively concise
engi neering testinony packet to an engi neering
testinmony that is on the order of -- it's 50 or 60
par agraphs, over 60 paragraphs, with a whole
addi ti onal set of exhibits.

And so -- yeah. | nmean, | would say
that our exhibits that we filed are directed.

Most -- many of them are focused on the engineering
si de.

Some of our | and exhibits do address
sonme of the concerns we have with Cmarex's statenents
about support; you know, ownership issues; sone title
i ssues. We have sonme geology that is very, very
limted; it's only two slides that address the
geol ogy. But those feed into and help explain the
basis for the engineering rebuttal that we provide.

So |l think it is fairly direct.
There's -- sonme of the pages are, frankly, just pages
t hat address sone of the working interest owners who
have either changed their positions or reflected a
desire to be neutral in the case going forward.

So many of those pages are really just

sort of supplenents, you know, denonstrating the
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position of sonme of the additional working interest

owner s.

So | think if you do review it, Madam
Exam ner, | think you'll see that it's fairly
di rect ed.

We al so included sone, you know - -
Cimarex issued an investor relations report this week
t hat touches on sone of these issues, and so we did
I ncl ude sone slides fromtheir investor relations
report that canme out two days ago.

So you'll see, | think, it's not
anyt hi ng, you know, out of scope. It is directed
really specifically to the clainms and argunents that
Cimarex raises in their direct testinony.

M5. ORTH. All right. | just -- | feel
li ke the night -- late, the night before the hearing,
particul arly when we have two days set aside for the
hearing, as M. Zi nsky noted, we have an opportunity
to handle the rebuttal tonorrow norning even if we do
finish today.

And |'m not sure that we're going to
finish today. W do need to wap it up around 4: 30
this afternoon.

One or nore of the technical exam ners

has a work-related reason to have to be pull ed away
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right around
here today.

tonorrow i n

tonorrow as

about ?

parties.

screen-shari

of exhibits?

| think in s

screen where

where t here'

wal k t hrough

every circumstance here. So at |east from ny

per spective,
in terms of

f orward.

with that.

4:30. So we've not got a lot of time
| think we may well be going into
any event.
So M. Zinsky, let's handle rebuttal
you ask.

s there anything el se we need to talk

MR. GARCIA: | have a question for the

M5. ORTH. M. Garcia?
MR. GARCIA: Do you guys plan on

ng your exhibits due to the |large vol une

MR. RANKIN. M. Garcia, | can respond.
one instances, | do plan to share the
| think it's appropriate and hel pful,

s details that | intend to point out or

But | don't always intend to share in

you know, | tend to be sort of selective

what docunents or exhibits | intend to put

MR. SAVAGE: And M. Garcia, we agree
We would try to identify the exhibits
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within the packet and the page nunmbers to facilitate
their identity and | ocation.

And if there needs to be sonething that
needs to be exam ned nore closely, then we would
provide a share of that item But | think testinony
and exhibits are pretty self-explanatory.

MR. GARCIA: | just want to ensure that
' m1looking at the right exhibit packets, because
there's multi exhibit packets in the files.

So that should work, as |ong as these
are clear on which exhibit packet we're staring at
t hroughout your testinony and cross testinony -- or
cross exam nation, also.

MR. SAVAGE: Thank you.

MR. RANKIN. Madam Hearing O ficer, |
guess there's one procedural hearing matter that may
be worth raising.

And that is, as far as the direct

testinmony goes -- and M. Zinmsky and I and M. Savage
di scussed this a little bit, but -- you know, what |
propose is, in order to also save tinme and because
everything has been pre-filed and, in our case, our
exhi bits have been pre-filed for, you know, on the
order of al nost four weeks -- that rather than take

any tinme to, you know, sunmarize or attenpt to restate
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our relatively lengthy testinony -- that we would just
have our w tnesses appear; be sworn in; be recognized
as experts in their field; and then, essentially,
adopt their testinony.

" m happy to orient the exam ners to
I dentify the exhibits, but | don't plan on spending
any time summari zing the testinony.

My concern about that is it's an
opportunity to -- you know, for either party --

I ncidentally or inadvertently to, you know, confuse
the testinony.

And | just think it's appropriate just
to stick to what we have pre-fil ed.

M5. ORTH: M. Zinsky, | have certainly
done hearings where we did that. What do you think?

MR. ZI MSKY: Yes. W have agreed. |
think that's a good proposal. It'll help speed things
al ong.

MS. ORTH: Al right. And | did --
actually, | printed out all the self-affirned
statenent of every wtness.

Okay. Anything else? No? Okay.

In that case, would you like to open
with opening statenents? O shall we go directly to

the C marex w tnesses?
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MR. SAVAGE: Madam Heari ng Exam ner, if
we could, we'd |ike to make an opening statenent for
this to orient that exam ners towards the cases.

M5. ORTH: All right. Please go ahead,
M . Savage.

MR. SAVAGE: Madam Hearing Exam ner,
Techni cal Exam ners, Counsel, these cases represent
two very different views, philosophies, and strategies
for devel oping the subject |lands in an area that has
bot h chal |l engi ng and unusual geol ogy and that presents
operators with engineering and regul atory chal |l enges.

Perm an Resources has been active in
this area for what |ooks |ike about the past three
years, during which tine it has drilled a handful of
wells in the Bone Spring units and |less so in the
Wl f canp, and now suddenly proposes an astoundi ng
nunber of wells to be drilled in the subject |ands: 48
in total with -- and | don't think this is hyperbole
to say -- with an astounding price tag at costing
approximately a quarter of a billion dollars nore than
C marex's plan.

Ci mar ex, who has been a pioneer and
| eader in this area of Lea County surrounding the
subj ect | ands, has been actively working wth other

maj or players since 2010 and is an established
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operator with 35 horizontal wells drilled within the
basal Third Bone Spring sand; and, over the course of
the past 13 years, has verified that the Third sand is
t he nost economi c target and really the best target
for developing the single reservoir in this area that
Is |ocated primarily in the third Bone sand.

VWile we see Perm an Resources taking
an i nprudent shotgun approach by proposing a sudden
bl ast of 48 wells into the subject |and, Ci marex
currently has proposed 10 wells in the pooling
applications for its Loosey Goosey and M ghty Pheasant
wells and is taking what we believe to be a precise
and net hodi cal approach through proven drilling that
all ows the collection of data, allowing C marex to
continuously assess the progress of its devel opnent
pl ans; to nmake adjustnents, as necessary, of the
devel opnment; that will culmnate with a total of 30
wells in the subject |ands and achi eve the sanme anpunt
of production as Perm an Resources' plan, but at half
the cost and without having to drill 18 unnecessary
wel | s.

It should be noted that since Perm an
Resources has proposed all 48 wells as initial wells,
technically, they woul d have one year to commence

drilling of all the wells under an order which raises
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a nunmber of questions regarding the practicality and
i ntent of their proposals.

The question of waste, understood by
the Gl and Gas Act by its ordinary neani ng, becones
paranount in these cases; as is the protection of
correlative rights.

Cimarex maintains that it is inpossible
to prevent waste and protect correlative rights when
you present working interest owners with the kind of
price tag that Perm an Resources wants to hang around
their necks along with the excessive nunber of
unnecessary wells.

There are still a few regul atory
chal l enges to be addressed and resol ved during these
proceedi ngs, but none of which are insurnountable if
Cimarex is provided the opportunity to address themin
full.

As part of this effort, Ci marex asks
the Division to take judicial notice of its closing
statenent in related cases 23295 and 22853.

Ci marex can account for all the
remai ni ng regulatory matters and show that the subject
| ands can be devel oped w t hout massive financi al
wast e, w thout suffocating costs, and w thout scarring

the lands by the gratuitous drilling of 18 unnecessary
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and avoi dabl e wells.
Madam Heari ng Exam ner, Ci marex thanks
the Division for the opportunity to present its cases

t oday.

o

ORTH. Thank you, M. Savage.

s

Ranki n?

MR. RANKI N: Thank you, Madam Heari ng
Oficer. My it please the D vision.

Cimarex, in our view here, is |ooking
to make these cases into a contest of technica
testi nony and conpeti ng expert opinions over geol ogy
and engi neering. For sure, you're going to hear that
t oday and tonorrow.

But what Cimarex's witnesses are going
to tell you is that this acreage is uni que, because
there are unknown geonechanical barriers or
hydr ocarbon barriers to flow separating the basa
Third Bone Spring sand fromthe upper Wl fcanp.

Now, those two zones are both
hydr ocarbon-rich zones, and they're targets in
different Division-designated pools. One's in the
Bone Spring pool, and the other is in the Wl fcanp
pool .

The fact that there's not a barrier

bet ween them however, is not unique. As you'll hear
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fromPerman's witnesses, it's a relatively comon
occurrence. The catch is that there's an ownership
di fference between the pools.

The owners and the ownership
percentages for each of the contested spacing units in
all of these cases are not the sane between the two
pools. Sonme owners own a greater share in the Bone
Spring. Some own a greater share in the Wl fcanp.

And two owners don't own an interest at all in the
Bone Spring; they only own in the Wl fcanp.

But even the difference in ownership
here between the two zones is not unique. It's a
relatively -- again, relatively conmmon occurrence for
there to be variation in the ownership between
formati ons or pools or even, in some circunstances, in
the m ddl e of a Division-designated pool.

At nost, these ownership differences
represent a hiccup when forced-pooling is required.

It can be conplicated when ownershi p breaks occur

right in the mddle of a pool, but that's sonething we

deal with every day or every week at hearings. |It's
not uncommon. O even -- in sonme circunstances;
right -- you know, as | said, in the mddle of a pool.

Now, you know, it's not generally a big

I ssue. Now, the only tine it can be an issue -- as it
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Is here -- is when, you know, the target intervals
that we've identified -- that both parties -- well,
Perm an has identified and, at |east as to one of the
targets, Cimarex has identified -- are right at the
pool boundary al ong an ownership break as we have here
bet ween the Bone Spring and the Wbl fcanp.

But that still is not an intractable
chall enge. As you will hear, Ci marex and supporters
generally own a greater share of interest in the Bone
Spring. Their preference is to drill the Bone Spring
only and not drill the Wl fcanp.

Their position is that the Wil fcanmp is
conpl etely uneconomc in this acreage and that it
woul d be a waste to drill it. Their viewis that the
Bone Spring can better drain and produce than
VoI f canp.

Cimarex goes as far as to say that the
Di vi sion should place a buffer, a barrier, in the
upper Wolfcanp to keep it from being devel oped at all.
They want to do that, they say, to protect the
correlative rights; and who they're protecting is the
Bone Spring owners.

But the problemhere is that Cimarex is
proposing to drill and produce only fromthe Bone

Spring. And they would wall off the Wl fcanp owners
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for the benefit of the Bone Spring owners.

That proposal would severely and
irreparably harmall of the Wl fcanp owners. All of
them They would no | onger have an opportunity to
produce their mnerals.

That's what's unique in this case, is
that Cimarex is essentially disregarding the
correlative rights of the owners in the Wl fcanp.

What they're proposing here to get
around that problem are two options; okay? But
besi des being inpracticable, those two options al so
conflict directly with the express provisions of the
O 1 and Gas Act.

Now, those are |egal issues for another

time. I'mnot going to get into them But while
Cimarex is proposing to drill only the Bone Spring;
Perm an, on the other hand, wants to drill and produce

from both the Bone Spring and the upper Wl fcanp.

As you'll hear, the testinony and the
evi dence denonstrates that that -- those two zones are
really independent, separate targets and justify
co-devel opnment. And from Perm an's point of view, |
think you'll hear -- as you'll hear, that both those
targets need to be devel oped together at the sane

time.
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Not only is this the nost practicable
way to protect the correlative rights of owners on
both sides of the pool boundary; but devel opi ng these
targets is the only way, we submt, to efficiently and
effectively produce both zones.

So as you heard in Cmarex's attacking
Perm an's approach as being too expensive, but
Perm an's nore robust plan is intended to provide
flexibility and was proposed to counter Cinmarex's
initial earlier proposal, which we view as nore of a
cooki e-cutter approach that doesn't specifically
target or identify or respond to the specific
unique -- the different geology in this area relative
to other areas and offsetting tracts.

In sum Cinmarex is proposing only the
Bone Spring and prevent Wbl fcanmp owners from produci ng
their owmn mnerals in the Wl fcanp. And we think
that's not the correct way to develop this acreage.

There's no factual or |egal basis for
the Division to endorse or adopt Cimarex's proposal
here. Perman's plan is nore reasonable, nore
practical, nore efficient and effective, and w |
protect all the owners' interests.

And so we appreciate approval of our

applications over Cimarex's. Thank you.
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MS. ORTH:

Let's see.

to call your first wtness,
MR. SAVAGE:
11

Exam ner. call M.

| andman for Ci marex Energy
MS. ORTH:

Good norning, M. Coffman.

MR. COFFMAN:

M5. ORTH:

your right hand.
truth?

MR. COFFMAN:

MS. ORTH:

spel | your

MR. COFFMAN

MS. ORTH:

Go ahead, M. Savage.

VR. SAVAGE:
M. Cof f man,
name for the record?
MR. COFFMAN:
MR. SAVAGE:
i n professional

t he division; correct?

Thank you, M.

John Cof f man,

Good nmorning. O --

I f you woul d pl ease raise

Do you swear or

Thank you.

name for the transcript?

Thank you very much.

| and nmatters who has testified before

Ranki n.
M. Savage, would you |ike
t hen?

| would. Thank you, Madam
who is the
Conpany.

yeah.

Good nor ni ng.

affirmto tell the

Yes. | do.

And if you would

J-OH-NGCGOFFMA-N

Okay. Thank you.

can you state your ful

Yeabh. John Cof f man.

And you are expert w tness
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MR. COFFMAN: | have.

MR. SAVAGE: And you have nmde the
effort to present Cimarex's 16 cases in digestible
packets for the hearing exam ners; correct?

MR. COFFMAN: Yes, | have.

MR. SAVAGE: And you have witten
testinmony in each of Cimarex's hearing packets -- and
t hose are one through four -- that varies to sone
degree; correct?

MR. COFFMAN:  Yes.

MR. SAVAGE: And Hearing Packet 1
covers cases 23448 through 2341 for the M ghty
Pheasant cases in the Bone Spring formation in which
your witten testinony is provided in Exhibit A
foll owed by sub-exhibits Al through A10; correct?

MR. COFFMAN: That's correct.

MR. SAVAGE: And Hearing Packet 2
covers cases 23452 through 23455 for the Loosey (Goosey
cases in the Bone Spring formation in which your
witten testinmony is provided in Exhibits A followed
by sub-exhibits Al through A8; is that correct?

MR. COFFMAN: That's correct.

MR. SAVAGE: And Hearing Packet 3
covers cases 2352 through 2355 and 2352 through -- and
23594 through 23601 in relation to those cases
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describing Cinmarex's option one in which your witten
testinmony is provided in Exhibit A followed by
sub-exhi bit Al; correct?

MR. COFFMAN: That's correct.

MR. SAVAGE: And finally -- and |
apol ogi ze for going through this, but there is a |ot
of information and we need to get it into the record.

Heari ng Packet 4 covers Cases 23594
t hrough 23601 for the Wl fcanp describing Cimarex's
option two in which your witten testinony is provided
in Exhibit A followed by sub-exhibits Al through A7;
Is that correct?

MR. COFFMAN:  Yes.

MR. SAVAGE: M. Coffrman, do you
testify that these

- that your exhibits are accurate
and correct to the best of your know edge?

MR. COFFMAN:  Yes.

MR. SAVAGE: Madam Heari ng Exam ner, |
ask that Exhibits -- that Land Exhibits As, all
sub-exhi bits Al through A10 as applicable in each
Hearing Packet 1 through 4 in Cases 23448 through
23451 and 23594 t hrough 23597 and 23452 t hrough 23455
and finally 23598 through 23601 be admtted into the
record.

M5. ORTH: M. Rankin, any objection?
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MR. RANKIN:. No objection.

M5. ORTH:. COkay.

Then, let nme just ask if there's any
objection from anyone el se who entered an appearance?
No? All right. They're admtted.

Thank you, M. Savage.

MR. SAVAGE: Thank you.

And thank you for your patience for all
of that. M. Coffman, have you reviewed Perm an
Resource's | and testi nony and exhibits? Those of M.
Macha [ ph] and any other of their exhibits that relate
to land matters?

MR. COFFMAN: Yes, | have.

MR. SAVAGE: And M. Coffrman, | know
that just a few mnutes M. Rankin said that he would
not get into the legal matters of this case.

But that seems to be central to this
based on M. Mancha's [ph] testinony; do you agree?

MR. COFFMAN: Yeah. | agree.

MR. SAVAGE: And it |ooks |like M.
Macha [ ph] seens to think, as he testifies in his
Paragraph 5, that Cimarex's plan -- option two as wel |
as option one --

MR. RANKIN. Exami ner, | object to the

formof the question. M. Darin seens to be | eading
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the witness. And | guess | would ask that he just ask
open-ended questions for his witness to testify.

M5. ORTH. Yeah. Please, M. Savage.

MR. SAVAGE: Thank you. | wll do
that. | was just trying to get everything in as
cont ext .

But M. Coffrman, |ooking at M. Macha's
[ ph] Paragraph 5 in this testinony, regarding his
claim-- do you have an opinion on his claimthat
Ci marex does not neet statutory nmandate?

MR. COFFMAN:  Well, |I'm not an
attorney. But in ny opinion, | think that that is an
I ssue that needs to be addressed by the Division,
maybe wi th additional pleadings by either you or
addi ti onal counsel on that statutory nmandate that he's
ref erenci ng.

MR. SAVAGE: And he seens to argue that
we do not satisfy the allocation statute.

Does Cimarex have a formula in place
for its Third Bone Spring well to satisfy the
allocation formula --

MR. COFFMAN: Yeah.

MR. SAVAGE: -- apply to the statute?

MR. COFFMAN: Yeah. We do. It's in

our option two.
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MR. SAVAGE: Ckay. And if Cimarex were
asked and needed to provide it, we could provide that
to the Division for their review, is that correct?

MR. COFFMAN: That's correct.

MR. SAVAGE: M. Macha [ph] goes on.

It | ooks |ike that he seens to think that -- in
Paragraph 6 of M. Macha's [ph] testinony, it |ooks
| i ke he contrasts Perm an Resource's plan across ten
sections and tal ks about the extensive position of
Read & Stevens.

Can you -- do you have an opinion? Do
you agree with those clains that he nmakes?

MR. COFFMAN:  Yeah. | think -- 1 think
Travis is referencing Perm an's acreage to the south.
But | don't know if that enconpasses our |easehold
that is to the north, which covers around 20 secti ons.
And that's in 19 South 34 East and 19 South 33 East.

| would say that, you know,
there's -- their acreage is, like | said, towards the
south and ours to the north. So...

MR. SAVAGE: And he seens to suggest
t hat Perm an Resources has been nore active and has
nore -- a bit nore active in the area of interest; do
you agree with that?

MR. COFFMAN: | -- no, not necessarily.
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| think there's a |lot of communications that happen
behind the scenes regardless of, you know, wells being
drill ed.

| know for a fact |'ve been working on
trying to get a federal unit put together up in 19-34.
And those conversations are through emai|l and not
necessarily public record.

So you know, the amount of work that
goes into filing and getting a federal unit set up --
especially with acres that has federal units already
on it -- takes a lot of work and a [ ot of, you know --

| hate to use the phrase "stacking hands,"” but a | ot
of stacki ng hands.

MR. SAVAGE: So it's true that you have
been active in this area. Can you describe the extent
of your activity?

MR. COFFMAN:  Yeah. | think we're
trying to, like | said, set up a federal unit on 12
sections, 14 sections, for full-field devel opnent
directly to the north of this area.

You know, these things take tine,
especially froma federal -unit standpoint. So we've
been, you know, reaching out to other working interest

owners in this area.

Not everything is, you know, fifty-
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fifty, everybody on at a hundred percent in the
section anynore, so -- especially up in this area. So
it's pretty -- it's pretty hairy.

MR. SAVAGE: And you have been -- how
have you been working with the other major players?
Have you been working well with thenf

MR. COFFMAN: Yeah. | think there's a
| ot of smaller individual owners; you know,
medi um si zed conpani es; and the | arger conpani es that
we' ve been working with that are pretty open to
negoti ations and noving forward with a reasonabl e pl an
of devel opnent.

| think trying to work with Read &
Stevens has been the hardest in this area, you know,
in the |last years that |'ve been working on this. So
it's -- | would say that Read & Stevens was extrenely
difficult to work wth.

But |1'd say Perm an Resources has been
much nore responsive, but nothing has cone out of the
neetings that we've had on a -- you know, a trade
situation or anything like that.

So we -- |'d say that for these four

sections, we've tried to operate within, you know, a

proven operator -- how a proven operator would. |
think it's just been a difficult road to -- trying to
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get sonething resolved and get this acreage drilled.

MR. SAVAGE: It looks like in sonme of
Perm an Resources' exhibits that they give a history
of Read & Stevens prior to Perm an Resources being
I nvol ved.

How has that history been with Ci marex?
Has there been obstacles? O has it been snooth?

MR. COFFMAN:  No. There's -- there was
a highly contentious operatorship battle that went
over on the mpjority of these plans covered the south
hal f of Sections 4 and 5 and all of Sections 8 and 9.
They' re under a 1979 operating agreenent.

We went to court on that with Read &
Stevens, and the court said that there was a | ack of
operatorship vote. So we had sent out our elections
for operatorship to the parties under that operating
agr eenment .

And we received the majority of
support. And we sent a letter to Read & Stevens
showi ng that, and they ignored it and refuted it.

And then, | think a couple years ago,

t hey had apartnents that were about to expire. So
they -- wi thout proposing wells to anyone under that
operating agreenment -- spud and set surface casing on

three wells in Section 9.
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So that's al so an obstacle we've been
trying to deal with, is how do we devel op when -- how
do we develop as a prudent operator within an area
where people are spudding wells out of one mle in the
m ddl e of the section?

MR. SAVAGE: Gkay. And one of the
seven factors that the Division considers in their
eval uati on of conpeting applications is good faith
negotiations. Do you think that this plays -- these
I nteractions with Read & Stevens plays a role in that
eval uati on?

MR. COFFMAN: Yes, sir.

MR. SAVAGE: Ckay. Could you el aborate

on that a little bit?

MR. COFFMAN: Yeah. | think -- like |
said, | think the original Read & stevens discussions
we've had with them-- | nean, we tried to get in

front of them and, you know, offered to go to New
Mexico to Roswell to nmeet with them

And then, you know -- oh, they were in
Fort Worth that weekend or that week. So we offered
to go to Fort Worth; and it -- you know, the plans
just never matched up.

And it was just tough to get ahold of

or at |east, you know, in sonme sort of discussion with
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them you know, on getting this acreage devel oped.

But | would say, Perm an, they are much
nore responsive. You know, |'ve talked with Travis.
| think we've had -- shoot -- four, five neetings; you
know, discussions about, you know, just how do we npbve
forward.

| don't think, fromthe Perm an side,
that it's been nearly as contentious. But we just
haven't been able to come to a, you know, trade or
deal. And that's -- virtual connectivity error --
from our side.

MR. SAVAGE: Okay. And in M. Macha's
[ ph] Exhibit C5 and testinony, he seens to claimthat
there is acreage that supports Perm an Resources'
devel opnent plan. But | don't see any acreage
percentages |isted; do you?

MR. COFFMAN:  No. Not in C5. No.

MR. SAVAGE: Ckay. And | guess part of
that | arger package of 44 pages -- plus pages, there
may be sonme exhibits in there that address.

But can you tal k about the kind of
wor ki ng interest support? |In rebutting M. Macha's
[ ph] clainms, can you describe the kind of working
I nterest support that Ci marex has garnered?

MR. COFFMAN: Yeah. | would say for
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each proration unit in the Loosey Goosey and M ghty
Pheasant devel opnents and for both Bone Spring and
Wl f canp, we have the majority of support from owners
that own in the Bone Spring and own in the Wil fcanp in
all except for the west-half west-half of Sections 5
and 8 in the Wl fcanp.

| think that is mainly in pause due to
Read & Steven's entities owning al nost 50 percent in
that Wbl fcanmp west-half west-half proration unit. But
| nmean even in the Wil fcanp devel opnents and t he Bone
Spring devel opnments, for every proration unit, we have
the majority support fromall working interest owners
t here.

MR. SAVAGE: Okay. And in rebutting
M. Macha [ph], do we have exhibits and tables that
t he exam ners can | ook at that show that mpjority?

MR. COFFMAN: Yes. Yes, we do.

MR. SAVAGE: On the Hearing Packet
1 -- and this is page 175 -- |I'm |l ooking at Exhibit
A9. Is this an exanple of an exhibit that
denonstrates this? Wat you just described?

MR. COFFMAN: Yes. That's correct.
And | would say that even with regard to the addition
of Challenger's letter and Matador and Foran being

neutral, we still have the majority interest of
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support in both the Bone Spring and the Wl fcanp
except for that west-half west-half proration unit in
t he Wl f canp.

MR. SAVAGE: Okay. And those itens you
just described are part of that |ast-m nute exhibits
that we will | ook at, hopefully, tonmorrow in nore
detail.

But as you're saying -- as |
under stand, even with those adjustnents, you still
have majority support?

MR. COFFMAN: Yes. That's correct.

MR. SAVAGE: Can you |look at Exhibit A9
and describe how the exhibit table shows this in terns
of just, you know, a general description of howit's
| abel ed?

MR. COFFMAN: Yeah. So we're
using -- this is comng fromour ownership report, our
title opinion that we had rendered in June of 2023.

So these are using those nunbers.

| know the Perm an nunbers are
different conpared to ours. But we do, later on, use
Perm an's nunbers and still show that we are the
majority. We have the support of the mpjority in
t here.

So in blue is PR support or PR-owned,
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and that shows Perm an Resources in the west-half
west-half Sections 5 and 8. And then yellowis
Coterra support or Coterra-owned. And then white is
neutral; so those -- they are not being credited

t owar ds anyone on Exhi bit A9.

MR. SAVAGE: Gkay. And this
exhibit -- there's exhibits like this in each of the
heari ng packets for the different cases; is that
correct?

MR. COFFMAN: That's correct.

MR. SAVAGE: So Hearing Packet 2 would
address the Loosey Goosey and it would have a table
li ke this; and then Hearing Packet 4, which addresses
the pooling of the Wl fcanp, would have a table |ike
this for the Wl fcanp as well; correct?

MR. COFFMAN: That's correct.

MR. SAVAGE: Ckay. So these are all
readily available to the exam ners to be used?

MR. COFFMAN: Yes, sir.

MR. SAVAGE: Ckay. |'m | ooking at
Exhibit A10. This is in regards to M. Macha's [ph]
claimthat they have the superior devel opnent plan.

VWhat exactly is this exhibit
descri bi ng?

MR. COFFMAN: This shows the conparison
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between total Perm an Resources devel opnent cost,
their net cost per working interest owner; and then
our devel opment cost and the net cost per working
i nterest owner; and then the difference between
devel opnents which comes out to be $256 nillion and
sonme change.

And | would just like to point out
that -- aside from Northern, Mutador, C nmarex, and
Perm an Resources -- a |ot of these folks are small.
You know, they're small conpanies that are not used to
operating within the hundreds of mllions of dollars.

So I know, like, the Hudson group which
woul d be Javelina partners and Zoro partners. |'m not
speaking on their financial basis, but I would find it
hard for themto probably, you know, come up with $30
mllion for a, you know, Permn an Resources
devel opnent. That'd be difficult.

MR. SAVAGE: And what woul d that have
to come up with for C marex?

MR. COFFMAN: Half. Half of that.

MR. SAVAGE: Ckay. And M. Macha [ph],
I n Paragraph 5 of his testinony, he makes cl ai ns that
correlative rights would be undermned if Cimarex's
pl ans were adopted even though, it |ooks like, it's

hal f the cost.
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Can you explain? Talk a little bit
about -- it seens like correlative rights are a mjor
here. Can you talk a little bit about how Ci marex
woul d uphol d correlative rights?

MR. COFFMAN: Yeah. | think just by
havi ng the support of owners that are in the Wl fcanp
and the Bone Spring shows that our devel opnent is, you
know, nore appealing to protecting their correlative
rights across both formations. | think that shows
that pretty clearly.

Anot her thing to note would be -- |
know it'll come up, so -- CLM Production and Warren &
Associ ates. You know, they own in that west-half
west-half of Sections 5 and 8 in the Wl fcanp.

We offered -- at our detrinent,
Coterra's detrinment -- to assign thema |ike-for-1Ilike
interest in the Third Bone Spring so that they would
have, you know, an opportunity to share across
formations at -- each would be a hal f-a-percent
working interest in there. And they refused.

We were not |ooking for a change of
support. We knew that they were going to support
Perm an on their devel opnent regardl ess, but that was
sonet hing we did, you know, to nmake it like-for-1like

across third Bone and the Wl fcanp.
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MR. SAVAGE: Well, |I'mlooking at these
nunbers and it |ooks to nme |ike the owners woul d
benefit. Even if they were just paid on the Bone
Spring, they would benefit far nore under Ci marex's
pl an t han Perm an Resources' --

MR. RANKI N: Madam OFficer, you know,
l"mtrying to just object and ask M. Coffman --

MR. SAVAGE: I'Ill rephrase. |[|'l|
rephrase the question.

MR. RANKI N.  Thank you.

MR. SAVAGE: Looking at this exhibit,
do you think that the owners would benefit nore under
Cimarex's plan or Perm an Resources' plan? And why?

MR. COFFMAN: Yes, | do. And I think
Eddi e has a good anobunt of slides in his exhibits that
show the nitty-gritty nunbers of that.

But just on a |ayman | andman basi s, you
know, if you were to stand to make X anount of nobney
regardl ess and you could pay $283 million for it or
$539 mllion for it, | think nost people would choose
the | ower cost for the same outcone.

MR. SAVAGE: And when you refer to
Eddi e, who are you referring to?

MR. COFFMAN: Eddi e Behm our reservoir

engi neer.
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MR. SAVAGE: M. Coffman, | thank you
for your time. That's all the questions | have at
this point.

MR. COFFMAN: Thank you.

M5. ORTH. Thank you, M. Savage.

M. Rankin, do you have questions of
M. Coffrman based on his testinony?

MR. RANKIN: Thank you, Madam Heari ng
Oficer. 1 do.

| guess one thing | just want to bring
up is a housekeeping matter. | understood the
questions directed to M. Coffrman were in the nature
of rebuttal; and so | understand that, as far as
Cimarex's rebuttal, that that would have been
I ncorporated in M. Coffman's testinony.

MS. ORTH: Right. So | think you can
guestion himabout anything he just said --

MR. RANKIN: Yeah. | --

M5. ORTH. -- and anything that was
filed in his self-affirmed statenent.

MR. RANKIN: Yeah. Understood. |
appreciate that. | just wanted to make sure. |
wanted to make sure | understood that C nmarex is
putting on its rebuttal case today, and I'Ill be

crossing on both direct and their rebuttal.
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M5. ORTH: M. Savage, any
clarification there?

MR. SAVAGE: |If M. Rankin could repeat
that, |1'd appreciate that.

MR. RANKIN: | just -- | was a little
confused by M. Zi nsky's request. But | guess, based
on your presentation with M. Coffman, | understand
that Cimarex is going to proceed to present its
w t nesses on the direct testinony and as a rebuttal to
Perm an's direct testinony today.

MR. SAVAGE: Well, M. Zinsky --

MS. ORTH: So M. Zinmsky, | did hear
M. Savage |ead M. Coffman through a nunber of
rebuttals to M. Macha's [ph] self-affirnmed statenent
in particular.

MR. ZIMSKY: Yes. So | think -- ny
| npression was that was the agreenent that we had with
M. Rankin to speed things al ong; that we woul d get
t hrough our witnesses, and they would testify on
direct to rebut the package of exhibits and testinony
that were submtted, | think, on July 14th by Perm an
but not the rebuttal exhibits that were filed | ast
ni ght .

M5. ORTH:. All right. Are we on the

sanme page, M. Rankin?
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MR. RANKIN:. | think so. | think so.
| mean, 1'll reserve ny response, | guess, you know,
about their ability to file additional exhibits or
have additional testinony on our rebuttal.

But | just wanted to nmake sure |
understood that they' re putting forth their rebuttal
towards our direct testinony today, as well. That's
all. | appreciate the clarification.

MR. ZI MSKY: Yes. That's correct.

M5. ORTH: Thank you.

MR. RANKIN. Yeah. Thank you, Madam
Hearing O ficer.

Good norning, M. Coffnman.

MR. COFFMAN: Good norni ng.

MR. SAVAGE: So I'mgoing to do ny best
to keep nyself organized here. I'mgoing to try to
focus on one of the exhibit packets. | know that your
testinmony is generally the sane, but there is sone
variation. And I think, as | understand, really the
only testinmony that caries between the exhibit packets
I's yours; is that correct?

MR. COFFMAN: 1'd have to -- |I'IIl take
your word for it. There's a |ot of hearing packets.

MR. RANKIN: there are a |lot of hearing

packets. Ckay. Well, we'll figure that out, | guess,
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as we go forward.

Now |'m going to start off with the
first hearing packet, Hearing Packet nunber 1; which,
as | understand, addresses the M ghty Pheasant Bone
Spring cases; is that correct?

MR. COFFMAN: That's correct.

MR. RANKIN: Okay. And I'mgoing to
ask -- I'"'mgoing to direct your attention first to
Par agraph 29 of your statenent.

MR. COFFMAN: COkay.

MR. RANKIN:. And this goes to the
di scussi on around the rel ationship between Read &
Stevens and Cimarex. And you discussed this to sone
extent in your rebuttal, in your dialogue with M.
Savage.

And | understood you to essentially
di stingui sh between the time in which -- the tine
before Read & Stevens acquired -- sorry -- the tine
bef ore Perm an Resources acquired Read & Stevens's
Interests as to the status of your relationship or
ability to communicate with Read & Stevens.

I n other words: prior to Perm an
Resources acquiring Read & Stevens's interests, that
relationship was difficult; is that fair to say?

MR. COFFMAN: Yes. |'d agree with
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t hat .

MR. RANKIN: But after Perm an
Resources acquired it, it was a cordial relationshinp.
And you were able to have good communi cations, but you

just weren't able to reach agreenent; is that fair to

say?
MR. COFFMAN: Yeah. | agree with that.
MR. RANKIN: So the issue that you're
rai sing about whether or not -- whether, you know,

Read & Stevens's behavior towards Ci marex should
i npl i cate good faith negotiations was all behavi or
t hat occurred prior to Perm an Resources' acquisition
of Read & Stevens; is that correct?

MR. COFFMAN: That's correct.

MR. RANKIN:. And in fact, the specific
I ssues that you raised -- that you suggested
reflected, you know, negatively on good faith
efforts -- involved activities outside of the four
sections at issue in these cases; correct?

MR. COFFMAN: CQutside of the four
sections?

MR. RANKIN: Is that true or not?

MR. COFFMAN: Coul d you repeat it one
nore time for nme?

MR. RANKIN: Yeah. Did the activity
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t hat invol ved Read & Stevens, were they outside of the
four sections at issue in these cases? O were they
i nvol vi ng sone of the acreage here?

MR. COFFMAN: It was solely this
acreage here.

MR. RANKI N: Now -- okay. Now, |'m on
t hat paragraph that | directed your attention to,
Paragraph 29 in your statenent. This is where, |
believe, you start referencing that 1979 operating
agr eenment .

That 1979 operating agreenent covers,
as | understand, the south half of Sections 4 and 5
and all of Sections 8 and 9; correct?

MR. COFFMAN: That's correct.

MR. RANKIN:. And |I'mjust going to
refer to it as you do here, which is -- |'mjust going
to call it the "1979 OA"; okay?

Now t hat includes essentially
everything at issue in these contested cases except
for the north half of Sections 4 and 5; correct?

MR. COFFMAN: That's correct.

MR. RANKIN: Now Ci marex has cont ended
that it's the operator under that OA; right?

MR. COFFMAN: Yes.

MR. RANKIN: But it doesn't include all
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the acres at issue in these contested cases?

MR. COFFMAN: That's correct.

MR. RANKIN:. And as a consequence, you
have provided in your exhibit packet a copy of -- for
both sets of cases, the Mghty Pheasant and the Loosey
Goosey -- the front pages of a proposed joint
operating agreenent that would cover this acreage
entirely; correct?

MR. COFFMAN: That's correct.

MR. RANKIN: And just so |I'mclear, the
reason that you've done so and the reason you proposed
a JOA that would cover all the acreage is because that
1979 operating agreenent addresses only the
devel opment of that contract area, being the south
hal f of Sections 4 and 5 and all of Sections 8 and 9,
but excludes the north half of Sections 4 and 5;
correct?

MR. COFFMAN: That's correct.

MR. RANKIN:. So there's currently no
agreenment anmong all the working interest owners to
conmbine their interests in Sections 4 and 9 for the
Loosey Goosey or Sections 5 and 8 for the M ghty

Pheasant; correct?

MR. COFFMAN: | would say that the 1979
OAis still in effect. So for the north half of 4 and
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5, | would agree that there is not an operating
agreenent that covers 4 and 9 and 5 and 8.

MR. RANKI N: But M. Coffman, you
didn't just propose an operating agreenent that only
covers the north half of those tracts.

You proposed an operating agreenment
that's going to supersede and cover the entire
acreage; correct?

MR. COFFMAN: That's correct.

MR. RANKIN:. And the reason you're
doing that is because your operators don't currently
have an agreenent in place to conbine their interests
for the entire acreage; correct?

MR. COFFMAN: That's correct.

MR. RANKIN:. And the only way to do
that is to propose a new JOA that covers all the
acreage; fair to say?

MR. COFFMAN: That's correct.

MR. RANKIN. Thank you. Now |'m going
to come back to the JOA, but | just wanted to touch on
that as a framework for our discussions.

Now in the original exhibits you filed
when this case was originally going to go to hearing
in July, at the end of each of the individual spacing

unit working interest breakdowns for each case, you
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prepared a conplete list of the parties that were
going to be pooled; do you recall that?

MR. COFFMAN: Yes.

MR. RANKIN: And it appeared to ne that
that |list was actually all the working interests in
each spacing unit; is that correct?

MR. COFFMAN: That's correct.

MR. RANKIN: And | take it that, upon
reflection and revi ew ng your updated exhibits, you
i ntended only to identify in that summary list the
parties who you're seeking to pool which is only those
who renain unconmtted; correct?

MR. COFFMAN: Yes. That is correct.

MR. RANKIN: Okay. So you made that
adj ustnment in the updated exhibits?

MR. COFFMAN: Yes. That is correct.

MR. RANKIN: Ckay. Now so | kind of
want to wal k through that with you on the updated
exhi bits, because you've identified as being commtted
to Perman -- | nean, rather, Cinmarex's proposal.

And I'"mgoing to start -- | guess it's
at Exhibit A-2.1 in your Hearing Packet nunber 1.

That first page is a copy of -- let's see; |I'm not
sure if it makes sense -- | guess | could pull this up

her e. Let's see.
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MR. COFFMAN: If you could give ne a
page nunber, that would be awesone.

MR. RANKIN. Well, unfortunately, your
exhi bit packets weren't paginated from the begi nning.
And so | guess | could do it on a PDF-page basis.

MR. COFFMAN: Yeah. That'd be great.

MR. RANKIN: Looks like it should be
PDF page 65.

| will go ahead and, if it's okay,
share nmy screen. Let nme know when you can see ny
screen, M. Coffman.

MR. COFFMAN: Yep. | can see it.

MR. RANKIN.:. Geat. Okay. So this is
the first working interest ownership breakdown for the
M ghty Pheasant cases, and it's east-half east half.

And on this |land ownership plot, you've
identified different tracts; and by color, identified
t he | eases associated with each one.

And then on the subsequent pages,
you've identified for each tract the ownership
i nterests and the net acres associated with those
owners; correct?

MR. COFFMAN: That's correct.

MR. RANKIN. And then on the far-right

colum, you've identified whether they've commtted to
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Ci marex's devel opnent plan or not; right?

MR. COFFMAN: Yes.

MR. RANKIN:. Now when you say
"commtted" or "uncommtted", what do you nean by
that? What does that nean?

MR. COFFMAN: So "committed" is they
have either signed a letter of support for us; | have
either had witten or verbal conmunication with then
or they have signed our operating agreenent.

MR. RANKIN: You've indicated here on
your list that -- even though you don't have a JOA --
but you either got an email or letter or you verbally
got their confirmation that they're going to join your
JOA, you've marked them as comm tted?

MR. COFFMAN: That's correct.

MR. RANKIN:. Now |'m going to scrol
down t hrough these, because | just have a couple
guestions. And | got a little confused when | was
trying to go through all these to sort it all out.

And | know there's a |lot here and
there's a |lot of owmers. And it's -- you know, |
don't -- you know, it's not easy to keep track of; and
that was what | was trying to do, was keep track of
it.

So especially with respect to the
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owner shi p support that you reflect, | just want to
make sure | got this straight.

So I'm | ooking at this page here. |
scroll ed down. You noted yourself in your rebuttal
testinmony -- I'mgoing to stop here at Chall enger
Cr ude.

If you would just clarify for the
exam ners, when you refer to Chall enger Crude very
| ately, very recently changing its position -- if you
woul d just explain for the exam ners what occurred and
what you understand Chall enger Crude's position is at
this point?

MR. COFFMAN: Yeah. And that'll be
shown in the rebuttal tonmorrow on those exhibits.

But Chal |l enger sent that letter -- and
| think everyone's seen it -- that says that they
woul d join whoever prevails in this hearing.

But at the tinme when | had put them as
"commtted," they had signed up under our operating
agreenent .

MR. RANKIN:. Right. And they actually
indicate that in the letter: that they had signed the
JOA, but given the nature of the contested case --
correct nme if I"'mwong, M. Coffman, as |

par aphrase -- but they indicated that, for purposes of
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this hearing, they're going to stay neutral; is that
correct?

MR. COFFMAN: Yeah. That's correct.

MR. RANKIN: They're no | onger
supporting either party. They're going to be neutral.
Okay.

So for every instance where we see
Chal | enger Crude in each tract, that should be changed
fromcommtted to uncommtted; right?

MR. COFFMAN: That's correct.

MR. RANKIN. Ckay. Now | just want to
make sure | understood. And | scrolled through here.
| wasn't quite sure what the status of this trustee --
trust interest is.

You mark it as commtted; did that
i nterest sign a term assignnment over to Ci marex?
What's the status of that interest?

MR. COFFMAN: Yes. Yes, they did.

They term assigned us their interest.

MR. RANKIN:. Thank you. | just wanted
to make sure | understood that.

Now continuing to scroll through here,
| note that you've indicated here that Chase has -- is
a conmmtted interest.

MR. COFFMAN: Yeabh.
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MR. RANKIN:. And this is one where |'m
alittle confused. Because | think dependi ng on what
tract | ook at or what exhibit |I have, they're either
commtted or unconm tted.

So | guess ny -- and as you probably
have seen in our rebuttal exhibits, Chase has
submtted a letter indicating that they have -- |ike
Nort hern -- have concerns about the devel opnent of
I nterests across Bone Springs and Wl f canp.

And | guess | just want to make sure |
understand that you' ve indicated here they're
commtted; but is it, in fact, the case that they
remai n unconmtted?

MR. COFFMAN: Yeah. W can -- we could
change themto unconmm tted.

MR. RANKIN: So in every instance where

Chase shows up, it should be an uncomm tted interest;

right?
MR. COFFMAN:  Yep. | agree with that.
MR. RANKIN:. Ckay. Now simlarly, you
know, |'ll note on this sanme tract; okay? As | scrol
down past Chase, | see the Mark's O | interest here;
okay?

And | know in your sunmary you've got

t hem as uncomm tted, and you've got them here as
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uncomm tted. But in certain instances, as | scroll
through -- in particular, the very next tract -- | see
that they're marked here as commtted.

MR. COFFMAN:  Yes.

MR. RANKIN: In the same spacing as --
so again, | just want to nake sure | understand that
in every instance where we see Mark's, they should be
actually noted as unconmm tted?

MR. COFFMAN: Yeah. They're shown as a
party to be pooled on the recapitul ati on down bel ow,
as well. So that's sinply just a typo of Mark's QO I.

MR. RANKIN: And then, | also see that
you've got Union Ol listed as commtted. And | see
that that's the case in certain of your exhibits, that
you've got themlisted as a commtted interest; is
t hat your under st andi ng?

MR. COFFMAN: It was until the emai
that was submtted [ ast night cane about. But we can
change themto uncommtted as well based on Robert's
emai | .

MR. RANKIN: But you don't have a joint
operating agreenment signed with Union Ol at this
poi nt ?

MR. RANKIN: No. That -- we listed

them as comm tted just based on either verbal or email
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or sone understandi ng that they were going to be
commtted to your plan; right?

MR. COFFMAN: That's correct.

MR. RANKI N: So in every instance,
t hen, where we see Union Ol and Gas, they should be
switched fromcommtted to uncomm tted; correct?

MR. COFFMAN: That's correct.

MR. SAVAGE: Madam Heari ng Exam ner,
believe M. Coffman woul d stipul ate and we woul d
stipulate that any typo or variation based on an enmi
or a confirmed letter woul d be adjusted.

| don't know if it's useful to go
t hrough every single one of these. Sone are typos.
Sone are based on, like, rebuttal letters.

But can we stipulate that they would be
adj usted accordi ngly when we get to the rebuttal part?

MR. RANKI N:  Sure.

And Madam Hearing O ficer, | just have
a couple nore to go through because there's a few that
remain, you know, |'m-- concerns about title and sone
ot her parties who don't appear to be included here.

| just want to nake sure | got -- |I'm
on the sane page as Ci marex.

MS. ORTH:. All right. Go ahead.

MR. RANKIN: Thank you.
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Now M. Coffman, | think -- in order to
save tinme, | think I heard you nention also during the
rebuttal testinony that you understood Matador is
I ndicated that its intent is to be neutral here in
this case; is that right?

MR. COFFMAN: Yeah. Matador and Foran.

MR. RANKIN: Because in the interests
owner shi p breakdown, you had identified that they were
commtted. But just to be clear, you understand at
this point their intent is to be neutral ?

MR. COFFMAN: Yes.

MR. RANKIN: Okay. And again, so every
I nstance where they're identified would be an
unconm tted interest?

MR. COFFMAN: Yes.

MR. RANKIN. Ckay. And then, you
menti oned Foran. Now of course, when | | ook at your
wor ki ng i nterest breakdown and | | ook at your exhibits
in-- let ne see what it is -- A9, | think it is.

Yeah. A9. | don't see them | don't
think, on there. So | don't see Foran on there for
either the M ghty Pheasant or the Loosey Goosey. And
| don't think I saw themin the Wl fcanp, either.

But on Al10 where you've assessed the

costs for full devel opnent under both Perm an and

Page 56

Veritext Lega Solutions

Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com




© 00 N oo o b~ wWw N

O T N R R N T
o A~ W N P O © 00 N O 0o M W N +—, O

Cimarex's plans, | do see Foran listed. And | see you
assigned them a cost of approximately $5.6 nmillion
under your pl an.

But | don't see themin any of the
wor ki ng interests breakdown so | don't know where they
are in ternms of working interest ownership; were they
a party that you provided a | aw proposal to?

MR. COFFMAN: Yes. So under ny Exhibit
A9, they're actually shown fourth fromthe bottom
owning in the east-half west-half of Section 5 and 8
in the M ghty Pheasant Bone Spring proration unit, MRC
Perman. O are you specifically referencing Foran?

MR. RANKIN: |I'mreferencing Foran.

MR. COFFMAN: Ckay. Yeah. So for ny
Exhi bit A10, rather than argue -- have our title
attorneys argue on who's correct and who's incorrect,
| thought it'd be prudent to use y'all's interests
that were provided in a conparison between net cost
per working interest owner.

| think, you know, we have our title
up-to-date fromup to June 2023. I'mnot -- | know --
| think Travis's exhibit nmentions that theirs is
up-to-date from 2023, too. So that, | nean -- that's
obvi ously sonmething that we're going to have to get

sorted out.
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But for the conparison of Perm an
Resour ces' devel opnent and Coterra's devel opnent, |
used the interests that were provided by Perm an just
as a quick look for the differences in cost.

MR. RANKIN:. Right. So just so |
understand: At this point in tine, your title doesn't
show Foran as owning in any of Cimarex's units; is
that right?

MR. COFFMAN: That's correct.

MR. RANKIN. Ckay. But you acquired a
change-of-title opinion that covers all of Sections 4,
5, 8, and 9 in these cases; correct?

MR. COFFMAN: Yeah. That's correct.

MR. RANKIN: And that was updated as of

June 20237

MR. COFFMAN: That's correct.

MR. RANKIN:. Did that -- when you --
now just to be clear -- and | don't think -- | don't

know that |'ve got many questions on this, M.

Cof fman; but | just want to, you know, nmke sure |
understand. Because | think if the exam ners are

| ooki ng at our ownership interests and breakdown, they
may have questions about why there's not an

alignment -- okay -- as we both have updated title.

| understand, based on M. Savage's
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initial objections to our exhibits, that Ci marex has
prepared its ownership representations on a
contractual interest basis; is that correct?

MR. COFFMAN: That's correct.

MR. RANKIN: And just so |I'm clear when
| say "contractual interest” and when you say
“contractual interest", will you explain what you nean
when you say that you prepared your ownership
breakdowns on a contractual interest basis?

MR. COFFMAN: So we have to take into
account the 1979 OA that we referenced that is stil
in effect. So when we supersede those, you still have
to take the contractual interest of that '79 OA that
covers the south half of Sections 4, 5, 8, and 9; and
then take the | easehol d ownership or whatever
contractual interests are in the north half of 4 and 5
and, you know, make those three twenties in a
contractual basis. |If that answers your question?

MR. RANKIN: | think for purposes of
right now, it does. And | think essentially,
then -- | think if | were to just foll owup on that.

Essentially, what you're saying is that
the | easehold interests -- the pure, record title
| easehol d interest that each owner has in each space

unit is being adjusted in accordance with their
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contractual rights under that 1979 JOA that partially
overl aps the proposed spaci ng acreage?

MR. COFFMAN:  \When you nean "record
title", what do you nean by "record title"?

MR. RANKIN: Well, | nmean if you're
| ooki ng at a spacing unit, who is the owner of the
m neral interests within the spacing unit?

| would say a | easehold owner in a
spacing unit is a record title owner of that m neral
| nterest.

MR. COFFMAN: Okay. Could you repeat
your question? Sorry.

MR. RANKIN: It's okay. | guess ny
guestion is, then, just to confirmwhat you -- |
understand -- had done; is that you have adjusted the
record title |l easehold interest ownership in each
spacing unit to reflect their contractual interests,
to the extent they have any, under that 1979 operating
agreenent ?

MR. COFFMAN: Yeah. That's correct.

MR. RANKIN: Are there other JOAs that
you're aware of in this acreage that partially
overl ap?

MR. COFFMAN: | think -- | believe

there's sone in the north half of 4.
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MR. RANKIN: Do you include those
contractual interests in your representation of the
ownership in your ownership breakdown?

MR. COFFMAN:  Yes.

MR. RANKIN: And do you agree that, as
far as you can tell, that Perm an did not include
contractual interests in its ownership

representations?

MR. COFFMAN: | think it would depend
on whi ch ownership representation. | think on -- |I'd
have to -- let me find it real quick.

| think he splits it out by contractual
and by | easehol d ownershi p.

MR. RANKIN: Ckay. So in the -- okay.
Good point. Thank you, M. Coffman.

So in the initial exhibit packet that
Perm an submtted or Read & Stevens submtted,
those -- would you agree that those are all just
record title ownershi p breakdowns not influenced by
contractual interests?

MR. COFFMAN: Yeah. |'d agree with
t hat .

MR. RANKIN: And you woul d agree that
t he ownership between the Bone Spring and the Wl fcanp

in this acreage -- when | say "this acreage", | nean
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t hose four sections -- is not unifornf

MR. COFFMAN: On a | easehol d basis?
Based on what Perm an --

MR. RANKIN: Let's do it tw ways. So
initially, would you agree that the ownership is not
uni formon a | easehold basis between the Bone Spring
and Wbl f camp?

MR. COFFMAN: | would agree with that.

MR. RANKIN: Wuld you agree that it's
not uniformon a contractual basis between the Bone
Spring and Wl f canp?

MR. COFFMAN: | would say that the 1979
OA covers from 5,000 feet to -- and bel ow, which woul d
enconpass the Wbl fcanp; and if you had contri buted
your | easehold interest to that operating agreenent in
1979, that your interest would be indeed uniform
across the south half of 4, south half of 5, and all
of 8 and 9 unless you did break the maintenance of
uniforminterest that exists in that operating
agr eenent .

MR. RANKIN: And what | think I heard
you say, M. Coffman, is that -- if | were | ooking at
the spacing units which are oriented north-south,
within a spacing unit basis would there be uniformty

bet ween the Bone Spring and Wol f canp zones?
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MR. COFFMAN: I n ownership?

MR. RANKIN:  Yep.

MR. COFFMAN: For three-fourths of the
proration unit that we're proposing, yes.

MR. RANKIN: But there neverthel ess
woul d be an ownershi p break between the Bone Spring
and Wol fcanp for all these spacing units whether
you're looking at it on a | easehold basis or a
contractual interest basis; correct?

MR. COFFMAN: Coul d you repeat that?

MR. RANKIN:. So | guess ny point is
that you indicated that for three-quarters of the
proration units, there's going to be uniformty
bet ween the Bone Spring and Wl f canp.

What |'m saying is that on a
spaci ng-unit-w de basis, whether it's |easehold --
that you're looking at record title | easehold
i nterests or contractual interests, there's going to
be a break in ownership on a spacing unit basis in
every one of these cases; correct?

MR. COFFMAN: |I'd say it's nore so for
Sections 5 and 8 than it would be for 4 and 9. But
yes.

MR. RANKIN. Thank you. And you agree

that there are two owners in Wl fcanp who do not own
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i n the Bone Springs?

MR. COFFMAN: That's correct. They own
in the west-half west half of Sections 5 and 8.

MR. RANKIN: Right. And that's CLM and
Warren & Associ ates, who you nentioned; right?

MR. COFFMAN: Yes. That's correct.

MR. RANKIN. Now you did -- | may have
asked this question. | apologize if |I'm asking again.

But when you did your -- when you got
your title opinion, it was for both the Bone Spring
and Wbl f canp; correct?

MR. COFFMAN: No. W only got the Bone
Spring.

MR. RANKIN: Okay. And so when | | ook
at your Wol fcanp breakout, it actually foll ows
Perm an's ownership representation for the Wl fcanp;
ri ght?

MR. COFFMAN: Yeah. And that kind of
goes back to the cost discrepancy. W -- you know, we
used Perm an's just for ease of conparison.

MR. RANKIN:. Ckay. But also, you
didn't get your own title opinion; right?

MR. COFFMAN:. We have title for the
Wl f canp, but it's not up-to-date to June 2023 |ike
t he Bone Spring is.
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MR. RANKIN: Now tal k about the | aw
proposals. | think that's your Exhibit A3. Just
going to get to that page. |1'mgoing to stop sharing
here for a nonent. All right.

So your | aw proposals. These were sent
out on August 25, 2022; correct?

MR. COFFMAN: That's correct.

MR. RANKIN: And that's the sanme date
you sent out both M ghty Pheasant and Loosey Goosey;
right? At the sane tinme?

MR. COFFMAN: Yes, sir.

MR. RANKIN: Okay. And then for the
subsequent pages, you've got your AFEs; right?

MR. COFFMAN: Yes, sir.

MR. RANKIN: And those were
prepared -- if | look at themat the top corner, they
were prepared on August 17, 20227

MR. COFFMAN: Yes, sir.

MR. RANKIN: And the first one here |

see is for the second Bone Spring sand;

guess just to make it easy,
just, you know --

MR. COFFMAN:
204 second sand wel | ?

MR.  RANKI N:

correct? |

"1l pull it up so we can

Are you referencing the

Yes, | am Thank you.
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MR. COFFMAN: Ckay. Yep.

MR. RANKIN:. One nonent. 1'll make you
all real dizzy as | get to that page.

Now, the cost there, you testified to
I n your statenment; right? And you say that the costs
are fair and reasonable and conparable to the costs of
other wells conpleted in the sane zones; correct?

MR. COFFMAN:  Yes.

MR. RANKIN: And now your engi neer
W tness uses an updated cost on his Exhibit D18; are
you famliar with that?

MR. COFFMAN: I'Ill have to get to it to
be able to tell you yes or no. VWhich hearing packet?
Heari ng Packet 17

MR. RANKI N. Hearing Packet 1.

MR. COFFMAN: D18. Yes.

MR. RANKIN: So it looks Iike for the
second Bone Spring sand, he uses an updated as of June
current cost which is 9,651,993; right?

MR. COFFMAN: That's correct.

MR. RANKIN:. And if | go back to the
screen |I'msharing here, it's not nuch of a difference
here for your second Bone Spring as you proposed it
back in August; correct?

MR. COFFMAN: Correct. Two hundr ed
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t housand's a lot for me. But in the grand schene
t hi ngs, no.

MR. RANKI N: Yeah. You know, that's
true. Me, too.

Okay. Now your next AFE is for the
Third Bone Spring sand, and that's for the Mghty
Pheasant Fed Com 301H Well; right? And that's a
simlar cost of 9 mllion -- |I'"mjust going to say 9.4
mllion; okay?

MR. COFFMAN:  Yep.

MR. RANKIN. But on D18, your engi neer
has increased the cost to -- I'"'mjust going to say --
$10.6 mllion; correct?

MR. COFFMAN: Yeah. That's correct.

MR. RANKIN: That's a little bit nore
of a junmp. That's $1.2 mllion for that well; right?

MR. COFFMAN: | woul d agree.
MR. RANKIN: Now that's about -- that's
al nost 13 percent nore -- right -- than what your AFE

has; correct?

MR. COFFMAN: Correct.

MR. RANKIN: Have you sent out updated
AFEs to notify your owners that the costs have gone up
based on updated assessnents?

MR. COFFMAN: We woul d under the order.
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MR. RANKIN:. That tinme?

MR. COFFMAN:  Yeah.

MR. RANKIN. Ckay. Now are you
famliar, M. Coffman, with the internal -- rather,

the investor relations report that Cimarex issued this

week?
MR. COFFMAN:
no, not famliar.

MR.  RANKI N:

| know it happened. But

So you're not aware that

Cimarex identified that its average costs for well

bores in Lea County are $1400 a foot?

MR. COFFMAN:
t hat .
MR. RANKI N:

two-mle lateral a little under

aver age?

MR. COFFMAN:
and not 1400.

VR. RANKI N:

No.

|"' m not aware of

And that woul d make a

$14 mllion on

agree with the math

| guess ny question is,

M. Coffrman, we've got different

representations of

cost here going back to August 2022 that vary in range

from$9.4 million to $10.6 mllion.

And then two days ago, Cinmarex reports

that the average cost in Lea County is actually cl oser

to $14 mllion.
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So I'"mjust kind of wondering if we
know what the actual proposed estinmated costs are for
t hese wel |l s?

MR. COFFMAN:  Yeah. We do. | think 14
mllionis alittle too high for actuals. | would
like to push that question to Calvin or Eddie, to
people that are nore in-tune with the full facilities
and, you know, all the costs for those. They could
probably hamrer away on, you know, the nitty-gritty of
t he AFEs.

MR. RANKIN:  Okay.

MR. COFFMAN: And | think the cost per
foot actually gets high due to one-mle devel opnents,
not necessarily two-m | e devel opnents.

If you were to extrapolate it from
one- to two-mle, | think that the cost per foot for a
one-mle is obviously going to be higher than the cost
per foot for a two-mle.

But Iike | said, | think we should |et
Eddie and Calvin talk to the full scope of the AFEs.

MR. RANKIN: Ckay. Now M. Coffman
you testified -- | don't know what -- | think it was
the 20th of July in a case against Pride; is that
correct?

MR. COFFMAN: Yeah. That's correct.

Page 69

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com



© 00 N oo o b~ wWw N

O T N R R N T
o A~ W N P O © 00 N O 0o M W N +—, O

MR. RANKIN: And the wells in that case
were also targeting the Third Bone Spring; is that
right?

MR. COFFMAN:  Yeah. First, Second, and
Third.

MR. RANKIN:. First, Second, and Third.
And in that case, you testified about the average
costs of wells that Cimarex was then drilling in that
case; correct?

MR. COFFMAN: Correct.

MR. RANKIN: And weren't the costs for
Third Bone Spring wells that you testified to as being
fair and reasonable and simlar to what other
operators are drilling in the area -- I'"'mgoing to
just round it up to $11.1 mllion?

MR. COFFMAN: Yeah. That's correct.
That's also a single proration unit devel opnent so
there's not -- we don't get to benefit fromthe
efficiencies of having facilities take away.

You know, we have to increase those
costs for trucking, water; | know specifically for
that area. So a lot of factors play into that just
ri ght next door.

MR. RANKIN. Ckay. So the difference

bet ween the Pride case and this case is econom es of
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scal e?

MR. COFFMAN: Yeah.

MR. RANKIN. Wbuld you agree -- | nean,
do you have any -- sitting here today, do you have any
reason to di spute your engineer's representation of
the updated costs reflected in his Exhibit D10?

MR. COFFMAN:  No.

MR. RANKIN: I'msorry. D18. | said
t he wong exhibit. D18.

MR. COFFMAN: Wi ch costs?

MR. RANKIN: Well, | can't tell because
he just gives a total cost. But on his Exhibit D18,
M. -- your engineer gives a updated costs on a
per-wel | basis.

MR. COFFMAN: Yeah. | think the June
current costs is accurate.

MR. RANKIN: But you have not updated
your -- the working interest owners in any of these
spacing units with these updated costs that you're
reflecting -- that M. Behmis reflecting in his
exhi bits?

MR. COFFMAN: No. Not yet.

MR. RANKIN:. And so | nean, a 13
percent increase in cost; you think that m ght affect

any of their activations in ternms of -- you nentioned
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that sonme of these people don't have necessarily or
may not have -- be accustonmed to spending |arge doll ar
anounts on a well.

That's -- a 13 percent junp is a pretty
significant junp, but you haven't updated thenf

MR. COFFMAN: That's correct. But |
don't -- | think it's alittle bit different than a
200 percent junp between the two devel opnents.

MR. RANKIN:. Ckay. Let's take a
nmoment. You're famliar -- you've read M. Macha's
[ ph] testinony?

MR. COFFMAN: Yeah. That's correct.

MR. RANKIN: Are you famliar with
his -- what Perm an is proposing through his testinony
for addressing costs in terns of a pooling order?

MR. COFFMAN. Do you --

MR. RANKIN:. Are you famliar with --

MR. COFFMAN: -- forward ne to?
Forward me to an exhibit that you're referencing or is
his testinmony?

MR. RANKIN: Do you have Perm an's
testinmony in front of you?

MR. COFFMAN: Yes, | do.

MR. RANKIN: Turn to page 12 of his

self-affirnmed statenent and | ook at Paragraph 25.
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And 1'Il get that up here on the screen
just for the benefit of everybody so we're all, again,
on the sanme page.

Do you see how M. Macha [ph] discusses

a proposed nodification to the standard pooling

| anguage?

MR. COFFMAN: Yes, | do.

MR. RANKIN: So your testinony -- now,
just to be clear, | nean Perm an submtted this
affidavit and the exhibits on July 14th, | believe;
correct?

MR. COFFMAN: That's correct.

MR. RANKIN: So you've had sone tine to
review and understand what Perm an is proposing in
ternms of howit's going to allocate costs to pool ed
wor ki ng i nterest owners; correct?

MR. COFFMAN: Yeah. That's correct.

MR. RANKIN: And what M. Macha [ph] is

saying here -- and I'mjust going to get to that. |'m
sorry. It's a |lot of pages.
MR. COFFMAN: |'massumng it's just

hangi ng the 60 days -- 30 days to 60 days before the
comrencenent of drilling of each well?
MR. RANKIN:. Let ne get to that

| anguage. So okay. You're seeing ny screen now, M.
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Cof f man?

MR. COFFMAN: Yes, sir.

MR. RANKIN. Ckay. So I'll just read
It out loud. M. Macha [ph] proposes that the
| anguage shoul d read: "Operator shall submt the
estimted well costs no sooner than 60 days before the
commencenent of the drilling of each initial well.

"And t he owner of a pool ed working
I nterest shall have 30 days upon recei pt of the
estimted well costs to el ect whether to pay its share
of the estinmate well costs or its share of the actual
costs to drill, conplete, and equip the well or actual
wel | costs out of production fromthe well."

So M. Coffman, do you understand that
M. Macha [ph] has proposed to offer pool ed working
i nterest owners the opportunity to sequentially el ect
each well only at the tine that Perm an deci des to go
forward to drill that well? 1Is that your
under st andi ng of that |anguage?

MR. COFFMAN:  Yes.

MR. RANKIN: So nevertheless, you're
telling us that these working interest owners are
going to be burned by every single well that Perm an
has proposed in its application even though what

they're actually proposing is that each owner pay only
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sequential ly?

MR. COFFMAN: That's correct. It
doesn't change the anount.

MR. RANKIN: No. But it changes the

burden on each working interest owner; correct?

MR. COFFMAN: | nean if they paid out
of production, who's to say that the well wll pay out
and they'll ever be in the well?

MR. RANKIN: That's true for every well
that's drilled -- isn't it, M. Coffmn? -- under a
pool i ng order?

MR. COFFMAN: Yep. | would agree with
t hat .

MR. RANKIN: Now I'mjust -- |'mgoing
to skip through a bunch of stuff, because | think we
ki nd of touched on it. And | want to just kind of
nove t hrough stuff that | don't need to touch on
anynore, which is good.

| want to ask you a little bit about --
you testified, rather -- let nme back up.

Your coll eague -- and | nmay pronounce
this name incorrectly; but is it Ms. Mieller, the
geol ogi st ?

MR. COFFMAN:  Yes.

MR. RANKIN: |s that the correct
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pronunci ati on?

MR. COFFMAN: Yes.

MR. RANKIN:. Ckay. She testified in
her self-affirmed statenent about sone APDs that y'all
had al ready submtted for; right? Are you famliar
with that testinony?

MR. COFFMAN: Yes.

MR. RANKIN: | just want to understand.
| nmean, these APDs were submtted between February and
March of 2022; correct?

MR. COFFMAN: That's correct.

MR. RANKIN: And that was nonths before
you even proposed the wells to your partners; right?

MR. COFFMAN: Yeah. That's correct.

MR. RANKIN: [Is that normal for Ci marex
to file for APDs before they even propose themto the
wor ki ng i nterest owners?

MR. COFFMAN:  Yeah. For sure. It
takes quite a long tine to get permts approved so we
try to get on permts as quickly as possible.

MR. RANKIN: And in this case, you
filed some of these APDs -- sone of these APDs are in
a potash area; correct?

MR. COFFMAN: Yeah. That's correct.

MR. RANKIN: And you filed these APDs
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bef ore seeking designation of a potash devel opnent
area?

MR. COFFMAN: That's correct. There's
no -- there's nothing that precludes us fromfiling
for the APDs. They just don't get approved unl ess a
devel opment area is in place.

MR. RANKIN. But when you do a
devel opnent area as the BLM gui delines suggest, isn't
It part of the process you also give notice to each of

the other owners that have an interest in that potash

area?

MR. COFFMAN: Wthin the contract area,
you nean?

MR. RANKIN: Yes. Yes.

MR. COFFMAN: | guess it woul d depend
on what JimRutley provides as a notice area. |If it's

an existing devel opnent area with | ocations
there -- like this, this isn't a drill island.

So the toe end of the wells are going
to be in the potash, not necessarily the surface. The
surface hole would have a w der notice area than the
bott om hol e woul d.

But it's a mle radius of all inpacted
wor ki ng interest owners, all inpacted owners. That'd

be surface, record title, all of that --
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MR. RANKIN: | guess --

MR. COFFMAN: -- around the --

MR RANKIN: -- my --

MR. COFFMAN: -- approved devel opnent

ar ea.

MR. RANKIN: So | guess ny point,

t hough, is that by filing the APDs first and nonths in
advance, the potentially-inpacted owners wthin that
radi us weren't apprised of your plans to develop until
they received either a well proposal or notification
of your subsequently noticed proposed potash

devel opnent area; correct?

MR. COFFMAN: The anount of peopl e that
we notify for devel opnent areas -- of nultiple people
hi red and people that we proposed the wells to, |
don't think we -- we wouldn't propose the wells to a
| essee of record or, you know, a surface owner that's
amleto the northwest. So |I guess |'mnot --

MR. RANKIN. My own point is -- |
guess, M. Coffman -- is that because you didn't
propose, initially, the potash devel opnent area
first -- you went ahead and filed the APDs first -- it
wasn't until nuch later that anybody, you know, who
m ght have been affected got notice that you were

proposing to drill wells out here; correct?
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MR. COFFMAN: That's true for the
devel opnent, from a devel opnent area standpoi nt and
noti ce standpoint. Yeah. | would agree with that.

MR. RANKIN: All right. Now noving
ont o anot her topic here.

I n Paragraph 19 of your statenent, you
tal k about, you know, your view or opinion that
Cimarex i1s a top-tier, you know, operator and
developer in this area in particular; correct?

MR. COFFMAN: | agree with that.

MR. RANKIN. Yeah. And you say that
your basis for that is that C nmarex has the know edge
to know what it takes to drill successful wells in
this specific acreage; right?

MR. COFFMAN: That's correct.

MR. RANKIN. And you consider Ci narex
to be a prudent operator? It's one of the top
producers in the state?

MR. COFFMAN: Yes.

MR. RANKIN. You would agree that part
of having the know edge necessary to be a top operator
I ncl udes keeping track of what Ci marex
conpetitors -- such as Read & Stevens and Perm an
Resources -- are doing in the areas where Ci nmarex has

overl apping | easehold interests?
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MR. COFFMAN: That's correct.

MR. RANKIN:. And as a top-tier operator
who's operating prudently, that's sonething that
Ci marex does? You keep track of what your conpetitors
are doi ng?

MR. COFFMAN: Yeah, within reason. |
don't think there's -- you know, we can't -- we don't
have access to emails or things that are going on
between teans. But you know, we see proposals that
conme around; APDs that are filed; you know, everything
that's public that everyone el se gets to see.

MR. RANKIN: Sure. So public filings,
pool i ng cases, APDs, that sort of thing; right?

MR. COFFMAN: Yeah. That's correct.

MR. RANKIN. And you woul d agree that
by tracking your conpetitors, you know, Cimarex is
going to gain insight about an understandi ng of what
conpetitors' strategies for how they're going to
devel op your proposed acreage; right?

MR. COFFMAN: Yeah. | agree. Nearby.
| mean, you have to take into account -- |ike, nearby;
right? Like, | don't think we're going to -- yeah.
Wthin the relative area. Yes.

MR. RANKIN. And by doing so, you' ve

got sone idea of what their conpeting plans m ght be;
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right? |If it comes to a situation such as this one
where you're going to have, you know, a contested
oper at or shi p?

MR. COFFMAN: | think it's a
case-by-case basis. | think people do a | ot of
different things when you woul d expect themto do
sonet hi ng based on past performance. |'d say future
performance is not indicated by past performance.

MR. RANKIN:. Ckay. Now Cimarex filed
this -- or it, rather, issues well proposals first;
right? W tal ked about that August 25th, | think,
2022. So you issued your well proposals before
Perm an di d?

MR. COFFMAN: That's correct.

MR. RANKIN: And then, Cimarex filed
its applications in both Mghty Pheasant and Loosey
Goosey on March 7th; right?

MR. COFFMAN: That's correct.

MR. RANKIN:  Now what | want -- what
" m kind of getting at here is in your Exhibit Packet
3 -- okay -- you say that Ci marex was surprised; okay?

And the place I'"'mgoing to direct you
to is Paragraph 5 of Hearing Exhibit Packet 3 which
deal s with option nunber one under your proposal.

You say that you were -- you know,
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Perm an's approach to filing not just the Bone Spring
but for the Wl fcanp was a surprise to C marex and was
unexpected; right?

MR. COFFMAN: Yeah. \Which page?
Heari ng Packet 3. \What PDF page?

MR. RANKIN: Well, it's -- actually,
this one is marked as page 2. But | have a hard copy.
And if | open up every PDF on ny screen, mnmy conputer
wll freeze up. Sorry.

MR. COFFMAN: No, no. That's fine.

Let me just find it real quick.

MR. RANKIN: Is that -- yeah

MR. COFFMAN: Okay. Sorry. |'m here.

MR. RANKIN: Okay. So in that
paragraph you say that basically a nonth after you
filed your applications -- which would have been in
April; right?

MR. COFFMAN: Yeah.

MR. RANKIN. Cimarex was surprised that
Perm an had filed for both a Bone Spring and Wl fcanp
spacing units; correct?

MR. COFFMAN: | think we were surprised
on the Wbl fcanp applications, not necessarily the Bone
Spring applications.

MR. RANKI N: You received Perm an's
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wel | proposals that included Wbl fcamp wells and full
upper Wl fcanp devel opnment that were dated February
17th for its Bane wells and March 17th for the Joker
wells; correct?

MR. COFFMAN: That is correct.

MR. RANKIN: So you knew at | east as
of , you know, |ate February/mddle |ate March that
Perm an had proposed Wbl fcanp wells in this acreage?

MR. COFFMAN: Yeah. | think there's a
historical idea that a | ot of operators do where they
propose the entirety of whatever they think that they
are going to drill ever to their working interest
owners.

| don't think we do that. | think we
try to keep them updated with things that we' re going
to drill in the near term not necessarily long term

So | think having the Wl fcanp
proposal s are not necessarily unexpected or
surprising, but the pooling that cane after that for
the Wolfcanp | think is what surprised us.

MR. RANKIN: So but | think we tal ked
about this a little bit. But | nean, basically
because Perm an is a conpetitor in your area and
expressly over this acreage, | nean you woul d have

been tracking not just the well proposals but other
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activities that Perm an was undertaking in this area,
I ncl udi ng APDs and pooling cases; right?

MR. COFFMAN: Yeah. For sure.

MR. RANKIN: Okay. So in addition to
the well proposals which identified the Wolfcanp, |I'm
going to ask you a couple nore questions here.

Because in your statenent -- and it's
still in the sanme packet, the next paragraph -- in
Paragraph 6, you go on to say that, you know,
basically Permian is foll owm ng what | understand
Cimarex's position is which is that there's a
consensus around devel opi ng only the Bone Spring.

And you point to Perman itself as
having filed 11 applications in the area. Ten of
whi ch are for Bone Spring and only one of which is for
the Wbl fcanp; right?

MR. COFFMAN: That is correct.

MR. RANKIN: But you prepared this
self-affirmed statenent on August 1st; correct?

MR. COFFMAN: Correct.

MR. RANKIN: And you reviewed Perm an's
exhibits that were filed on July 14th; right?

MR. COFFMAN:  Yes.

MR. RANKIN:. And if | pull up those
Perm an exhibits and | ook at Exhibit Cl4, M. Mucha
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[ ph] has put together kind of a nice little outline of
all the different activities that Perm an has
undertaken in recent tinmes, including 17 different
pool i ng cases focused on the Wl fcanp.

MR. COFFMAN:  None of which we are in.
So we're not in any of those as a working interest
owner or as an affected party.

MR. RANKIN: Right. But | guess ny
gquestion is, | mean, this is right around your area
and you're seeing other operators doing different
devel opnent s.

You know, | thought that Ci marex m ght

be aware -- especially after the exhibits were
filed -- that it actually had been devel opi ng and
targeting the Wil fcanp and that the -- | guess,

Perm an nmeant what it had said when it was proposing
wells in the Wolfcanp in February and March of 2022 --
or 2023. Sorry.

MR. COFFMAN: Yeah. | would agree with
t hat . But like | said earlier, | nean, the majority
of our acreage is to the north. W don't have
anything to the south.

So | think it'd be not necessarily the
best use of ny tine |ooking across the entirety of Lea

County for pooling that m ght happen up near the shelf
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to, you know, | ook at conpetitors.
| know this is right next door, but |

guess we try to be focused on where our acreage is to

the north as a whol e and around that area. But | see
what you nean. It's nearby.
MR. RANKIN: Well, | nmean, | guess ny

point is sinply that in facts, there's a two-section
tract to the east and tracts to the southwest and a
total of 17 different Wl fcanp pooling cases which,
you know, were in our exhibit packet. And even after
that, you said there's only one Wl fcanp application.

So | just was -- | nean, | guess as an
operator who's focused on its acreage and
under st andi ng what conpetitors are doi ng and
understand the trends in devel opnent, not to be fully
aware of what's happening on both sides of your
acreage here, | just -- | wasn't -- | just wanted to
make sure | understood, you know, where that was
com ng from

MR. SAVAGE: Madam Heari ng Exam ner,
could M. Rankin point to that exhibit with the 17?

M5. ORTH:. Yes. Pl ease.

MR. RANKI N: ["1l pull it up on the
screen.

M. Coffman, this is the exhibit | was
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referring to then. | guess you had it on your hard
copy here.

But this is Exhibit Cl4. It was filed
on July 14th and served to Ci marex's counsel.

And you'll see that it identifies the
different tracts in which Perm an has identified
different pooling orders it has obtained as to both
t he Bone Spring and Wbl fcanp pools. It identifies the
orders applicable to each one.

And so if you were to go back and | ook
at and pull up those orders, you would see that -- as
the Call Ofs state -- they apply to not only the Bone
Spring but the Wl fcanp.

And when you add themall up, it's not
one Wbl f canp pooling case but | believe the nunber is
sevent een.

M5. ORTH:. Okay. M. Rankin, would you
estimte the remai nder of your cross-exam nation,
pl ease?

MR. RANKIN. Yeah. | guess | have sone
questions about -- the last section that | need to ask
hi m about are the options. Cinmarex has proposed two

different options.

And |'m-- you know, | know probably
people are hungry. | don't nmean to drag this out. |
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really don't. But | do want to nmake sure I'm --

MS. ORTH: | -- no. | under st

don't feel like you're dragging it out. It's just

we' ve been going nearly two hours.

MR. RANKIN: Yeah. Thank you.

MS. ORTH: And | think we need a break.

MR. RANKI N: Yeah.
M5. ORTH: And |I'm wondering i
a good tine for a lunch break and if we shou

break until 1:30.

MR. RANKI N: Let's do that, Madam

Hearing O ficer.

M5. ORTH. AlIl right. W will
all at 1:30.

(OFf the record.)

M5. ORTH: M. Rankin was near

of his cross-exam nation of M. Coffnman

So M. Rankin, if you would, please?

MR. RANKI N. Thank you, Madam Heari ng
O ficer. Lunch break was well-tinmed. Thank you very
much.
M. Coffman, how are you today? | hope
you had a good | unch.
Page 88
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MR. COFFMAN:. |t was great.
Vel | - needed, as well.

MR. RANKIN:. | would like to start off
this next section of our discussion, M. Coffman,
on -- I'msorry.

" m having to scroll through to get to
It here in the exhibit packet. But what |1'd like to
discuss is very -- let's see. It's alittle --
firstly, I think it's in -- let's see. O©h, | know why
It's not there.

It's in the Wol fcanp. Let's see. It's
I n Hearing Packet 4. | thought | had it all in ny
head but | didn't. Yeah. Okay. |[|'mgoing to pull
this up on the screen.

One nmonent. Sorry. |I'msorry | didn't
have this ready. | thought it was in Hearing Packet 1
but it's in Hearing Packet 4.

Just a nmonent. It's a large file so it
takes a little bit of tinme, since |I'mnot at ny
office, for things to | oad.

M. Coffman -- as | wait for this to
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| oad and for this to appear on ny screen -- by way of
i ntroduction, |I'mtalking about the June 15, 2023

|l etter or actually letters that you sent out as a
suppl ement to the proposal to drill for both the
Loosey Goosey unit wells and the M ghty Pheasant uni't
wel | s.

Are you famliar with those letters?

MR. COFFMAN: Yes, | am

MR. RANKIN: And | understand that
these letters were witten. And the reason they're in
t he Hearing Packet 4 case, | understand, is that in
t hat set of cases or that hearing packet, it's under
opti on two.

And option two is where Cimarex is
seeking to pool the Wbl fcanmp formation and its spacing
units in those cases under that option; correct?

MR. COFFMAN: Correct.

MR. RANKIN:. And the reason these
| etters are in there is because you' re explaining to
your working interest owners that you intend to

dedi cate those Bone Spring wells to Wl fcanp spaci ng
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units; is that correct?

MR. COFFMAN: That's correct.

MR. RANKIN: And let nme get to that
page real quick. | apologize. Now that | have it up,
| need to scroll down to it. |It's going to take ne a
little while. Just a nonent.

Ckay. | found it. Geat. |'mgoing
to share ny page real quick just so that we can get a
visual. Let me know when you can see ny page.

MR. COFFMAN: | can see it.

MR. RANKIN:. Ckay. So in this exhibit
packet, | didn't see -- | saw the letter referencing
the Loosey Goosey developnent. | don't think |I saw
one for the M ghty Pheasant.

However, you did send one suppl enent
for each spacing unit; correct?

MR. COFFMAN: That's correct.

MR. RANKI N: Now as | review this, the
first paragraph I think explains a little bit about
the intent here.

First of all, this was sent out June
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15th -- right? -- in 2023, both of these letters?
COFFMAN: [ No audi bl e response. ]

RANKI N: Is that correct?

» 3 D

COFFMAN:  Yes. That's correct.

MR. RANKIN: Ckay. And you addressed
it to all of the working interest owners in both those
spacing units; correct?

MR. COFFMAN: Correct.

MR. RANKIN. Ckay. Now | ooking at the
first paragraph, you agree that the intent of the
| etter was to update the initial well proposal in each
of the spacing units to "clarify the extent and scope
of projected production fromthe wells given their
respective depths and | ocations described in the
original proposal"; correct?

MR. COFFMAN: Correct.

MR. RANKIN: Then the second paragraph
goes on to say that the Bone Spring wells were
originally proposed for production fromthe Bone
Spring formation; correct?

VR. COFFMAN: Correct.
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MR. RANKIN: And then in that sane
second paragraph, you go on to say -- |'Il highlight
it here -- that your geol ogists and engi neers have
t horoughly eval uated the Bone Spring formation in
relation to the Wol fcanp formation in the
above-referenced | ands and have determ ned that, due
to the extensive communi cati on between the Bone Spring
and Wol fcanp, the wells as proposed wi |l produce the
primary concentrations of hydrocarbons in the Wl fcanmp
-- those being in the upper Wl fcanp

And Ci marex believes they will do so
nore optimally given their current |ocation within the
Third Bone Spring. That if additional wells -- and
t hat additional and unnecessary wells were drill ed
into the Wol fcanmp itself.

Did | -- other than al nost mangli ng
that last bit, did | correctly state that sentence?

MR. COFFMAN: Yes. Yes.

MR. RANKIN. Ckay. Now at the end of
t he second paragraph, then it goes on to say that

because these wells, these Bone Spring wells, wll
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produce hydrocarbons, the primary production fromthe
Bone Spring and the Wolfcanp -- it goes on to say that
Ci marex doesn't believe that there would be a need for
any upper Wbl fcanp wells, because its Third Bone
Spring wells wll effectively devel op both the Bone
Spring and upper Wl fcanp.

Is that a fair paraphrase of that |ast
bit of that paragraph?

MR. COFFMAN: Yeah. | would just say
that the incidental production fromthe upper
VoI f canp.

MR. RANKIN: Now does the letter say
i nci dental production fromthe upper Wl fcanp?

MR. COFFMAN:  No.

MR. RANKIN: Okay. But you told the
owners that you were going to produce the primary
production fromthe Wl fcanp; right? The upper
VoI f canmp?

"As proposed, will produce the primary
concentrations of hydrocarbons in the Wl fcanp, those

being in the upper Wl fcanmp"; correct?
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MR. COFFMAN: Correct.

MR. RANKI N:  Okay.

MR. COFFMAN: And | think we clarified
with a notion. 1'd have to refer to Darin on that. |
think we clarified those suppl enents.

MR. RANKIN: Okay. Well, | just want
to make sure | under st ood. | mean, this is in your
exhi bit packet. You sent this out to your owners,
your partners in the wells.

| just want to nake sure | -- | nean,
this is what your, you know -- did you send a
suppl enent to these fol ks explaining that you think
it's going to be only incidental production?

MR. COFFMAN:  No. This is all we sent.

MR. RANKIN: Okay. Now in this letter,
you say also that you worked wth your geol ogi sts and
engi neers -- right -- to confirmthese statenents;
correct?

MR. COFFMAN: Correct.

MR. RANKIN: And was one of the

geol ogi sts Staci Mieller?
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MR. COFFMAN:  Yes.

MR. RANKIN: And was one of the
engi neers M. Eddi e Behnt

MR. COFFMAN:  Yes.

MR. RANKIN: So now you're fam i ar
with the | egal argunents -- you just nmentioned them |
think -- that your |egal counsel made and submtted to
the Division on July 26th about incidental drainage
versus production?

MR. COFFMAN: Am | famliar with that?
Yes.

MR. RANKIN: Yeah. OCkay. So Do you
understand that one of the argunents that Cimarex is
making is that Cimarex will not be "producing” from
the Wol fcanp? That it will be only incidentally
drai ning the Wl fcanp?

MR. COFFMAN:  Yes.

MR. RANKIN. Ckay. That's your
under st andi ng of what Cimarex's current position is?

MR. COFFMAN:  Yes.

MR. RANKIN: Ckay. Now in that sane
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| egal brief, Counsel discusses Cinmarex's anticipation
or estimate that anywhere from5 to approxi mtely 26
percent of production in its Third Bone Spring wells
w il be contributed by the Wil fcanp; is that your
under st andi ng?

MR. COFFMAN: Yes. |'d have to refer
to Staci and Eddie on that percentage, which they can
touch on. But from ny understanding, yes.

MR. RANKIN:. Ckay. So based on -- |
mean -- yeah. | nean, | haven't talked to themyet.
" mjust going off the notion and the | anguage in the
meno, but basically -- yeah.

You and | are on the sanme page here
that it states somewhere between 5 percent to 26
percent is going to be pulled fromthe Wl fcanp
t hrough these Bone Spring wells that Cimarex is
proposi ng; correct?

MR. COFFMAN: Correct.

MR. RANKIN: Ckay. But in that sane

| egal menmorandum Cimarex is saying -- and tell nme if
you understand this to be the case, too -- that the
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exact anount of drainage is uncertain; correct?

MR. COFFMAN: Correct.

MR. RANKIN: Now in this suppl enental
| etter that |'ve got up here on the screen, you refer
to what's going to be happeni ng here as production --
okay -- fromthe Wl fcanp. You don't say it's going
to be drainage or incidental.

But as | understand it, one of the
points of this letter is to explain to the working
I nterest owners that Cimarex's Third Bone Spring wells
are going to so effectively produce, devel op,
drain -- whatever you want to call it -- the upper
Wbl fcamp that it would be wasteful to drill separate
wells in the upper Wl fcanp; do you agree?

MR. COFFMAN: No. | disagree.

MR. RANKIN: Okay. So tell ne what you
understand the point of this letter to be.

MR. COFFMAN: | think our intent was
to -- and Eddie will get into this in his portion.
But as | understand it, packs travel upward.

So inthis, we're trying to explain
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that the upper Wl fcanp wells would trespass into the
Third Bone Spring and produce 75 percent fromthe
Third Bone Spri ng.

And 25 percent of that would be
Wl f canp; anywhere from5 to 25, as you referenced.

So that was our intent, to share that here.

That since the concentration would in
the Third Bone Spring and that incidental production
fromthe Wl fcanp may happen, but the upper Wl fcanmp
woul d produce and trespass the Third Bone Spring.

MR. RANKI N:  Now - -

MR. SAVAGE: Madam Hearing Exam ner --

MR. RANKIN: -- | got to try to sort
this out alittle bit.

MR. SAVAGE: Madam Hearing Exam ner --

MR. RANKIN: | think it's --

MR. SAVAGE: Could | just interject one
comment? These are very conplicated -- excuse ne.

These are very conplicated questions of
m xed | aw and fact. These are unresolved |egal issues

t hat have not been addressed and resol ved.
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| think this is a |line of questioning
that is inappropriate and difficult for a | andman to
fully address and clarify.

| don't know how to separate those two
wi t hout resolving the | egal or having sone comentary
or a notion hearing or sonething like that. But | --

MR. RANKI N: Madam Exam ner, if |

MS. ORTH: Yeah.

MR. RANKIN: This is a letter from M.
Coffman that he wote in which he states that he --
that their geol ogists, Ms. Mieller and Ms. Behm [ sic]
who | will have a chance to cross here shortly,
t horoughly eval uated the Bone Spring formation in
relation to the Wl fcanp; and determ ned, due to the
communi cati on between the two, that their proposed
Bone Spring wells wll produce the primary
concentrations of hydrocarbons not in the Bone Spring,
but in the Wolfcanp. And they say it twice: "in the
VWl f canmp”, "those being in the upper Wl fcanmp"; okay?

And so M. Coffman signed the letter.
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This is not a legal issue. |It's a factual question
about what he understands the letter to nean and the
pur pose behind it.

MR. SAVAGE: Madam Hearing Exam ner, if
| can just nmake one nore comment on that?

MS. ORTH: Sure.

MR. SAVAGE: Thank you. So the
proposal letter is part of a requirenent of the
pool i ng procedure. You have to do a proposal letter
toinitiate a pooling. That's why it's in the packet.

A pooling procedure is a |l egal and
admnistrative matter. That -- the two options
di stingui sh between drai nage and producti on.

And once you get into the arena of
pool i ng, under the pooling statute, drainage becones
reclassified to production.

And this letter is related to that
process. And it is very nuch a legal matter.

M5. ORTH. All right. So I'mgoing to
handle it this way.

This is a letter witten by M.
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Coffman. | think questions about the statenents that
M. Coffrman has put his signature to here are
definitely fair gane.

But I'lIl instruct the witness to -- if,
in fact, you believe that one of M. Rankin's
guestions is asking you for a |legal conclusion, to
note that.

And | don't believe you're a | awer.

So to the extent that you' re answering these
guestions, you're answering as a |andman not as a
| awyer.

Just seens |ike your own counsel is
pronpting you to renmenber the distinction here --
bet ween geol ogi cal questions, for exanple, and | egal
guestions. And you are certainly invited to draw that
di stinction yourself wth further questioning.

Go ahead, M. Ranki n.

MR. RANKIN. Thank you. And I'Il do ny
best to avoid all legal issues. | amreferring
occasionally to the briefing sinply because that's, at

this point, ny understanding of some of their
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positions. So but I will be careful not to encroach
upon any | egal issues here.

Now M. Coffman, | think | heard you
say in response to ny question that the intent here
was to informthe working interest owners that what
Cimarex believed was that it's actually going to be
producing primarily fromthe Bone Spring formation,
that the majority of the production would be fromthe
Bone Spring formation. |s that what | understood you
to say?

MR. COFFMAN: Yes. That's correct.

MR. RANKIN: Ckay. But notw thstanding
that and notw t hstandi ng the positions Ci marex has
taken in the briefing subsequent to this letter, as |
read this letter the plain | anguage states that your
geol ogi sts and engi neers have eval uated the Bone
Spring in relation to the Woirk Canp; and that the
wells -- those being Cimarex's Bone Spring wells --
wi || produce the primary concentrations of
hydrocarbons in the Wl fcanp, the upper Wl fcanp.

Is that -- that's what the | anguage
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says; correct?

MR. COFFMAN: That's what the | anguage
says. |'d have to refer to Staci and Eddi e on how
ext ensive that communicati on would be and to get into
the technical aspects of that. But that is what the
| anguage says. Yes.

MR. RANKIN: All right. That's fine.
| just wanted to -- | nean, | just -- okay.

So now as | understand it, this letter
was sent out in order to nmake the basis that the
Wl fcanp will produce by these wells so that you can
go forward with the pooling application for the
Wbl fcamp for each of these spacing units; is that a
fair statenent?

MR. COFFMAN: Coul d you repeat it?

MR. RANKIN: Sure. | nean as Ci marex
stood, you had well|l proposals for Bone Spring wells
that were going to produce fromthe Bone Spring as the
first paragraph says; correct? I|'msorry. As the
first sentence of the second paragraph says?

VR. COFFMAN: Yes.
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MR. RANKIN:. Ckay. So you had Bone
Spring wells that were proposed for the Bone Spring.
You had Bone Spring pooling applications; okay?

As | understand it, after you becane
surprised by Perm an's Wl fcanmp applications, Ci marex
sent out this supplenmental proposal |etter; correct?

MR. COFFMAN: Correct.

MR. RANKIN. And in this letter, you
state the primary concentrations of hydrocarbons in
the Wbl fcanp, in the upper Wl fcanp, will be produced
by those Bone Spring wells.

That's what the | anguage of the letter
says; correct?

MR. COFFMAN: That's correct.

MR. RANKIN. And part of the reason for
saying that i s because you need to denonstrate that
the Wbl fcanp's going to be produced if you're going to
pull the Wol fcanp; agree?

MR. COFFMAN: Correct.

MR. RANKIN. Ckay. Now you know,

that's -- | just want to nake sure that you're on the
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sane page, because |I think that's what | get out of
this letter; okay?

Now, the next part of it was -- okay --
as | understood -- this last bit here I'"'mgoing to
hi ghlight with my cursor -- is that C marex has
determ ned that "drilling new wells in the Wl fcanmp
woul d be an i nproper use of resources and result in
significant financial waste.

"I n devel opi ng the nost prudent manner,
t he hydrocarbons contained within both formations
underlying the subject lands" -- I"mgoing to stop
t here.

And ny understanding is that when this
| etter says "both formations", its referring to the
Wbl f camp and the Bone Spring; is that your
under st andi ng, as wel | ?

MR. COFFMAN: Yeah. | would say "Third
Bone Spring". But yes.

MR. RANKIN. Ckay. So even if -- okay.
Say Third Bone Spring and the upper Wl fcanp to be

nore specific; is that fair?
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MR. COFFMAN:  Yeah.

MR. RANKIN. Ckay. And that goes on to
refer to the recent historical devel opnment of wells in
the surrounding area as justification for that
position; correct?

MR. COFFMAN:  Yes.

MR. RANKIN: Okay. | guess what | take
away fromthis, though, is Cnmarex's position is that
Cimarex's Bone Spring wells are going to sufficiently
and effectively drain both the Wl fcanp and the Bone
Spring in order to pool the Bone Spring; is that fair
to say?

MR. COFFMAN: Like | said, I'd have to
resort to technical on that.

MR. RANKIN:. That's fine. |
understand. That's good enough. | understand. |
don't mean to push you into areas you don't -- you
know, that are technical.

Al right. So | guess what | want to
do now is pivot to the options; okay? Ci marex has now

proposed options.
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And this letter, | think, in this
heari ng packet relates to one of the two options;
okay?

As | understand, the two options are as
foll ows: option nunber one would be to drill and pool
only the Bone Spring; right? And then to create a
buffer to prevent drilling by anybody of the upper
Wol f canp.

s that a fair representation of option
one?

MR. COFFMAN: | think -- yeah. 1'd
just like to clarify.

| think the buffer intends to make sure
t hat the production only cones fromthe upper Wl fcanp
and that the production isn't produced fromthe third
sand by where they're | anded currently on the AFEs.
Does that make sense?

MR. RANKIN:. No. Say that again.

Sorry.
MR. COFFMAN: So | think the buffer is

I ntended to protect third sand rights, not prevent
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upper Wol fcanp rights.

They lowered their well bore to produce
only upper Wolfcanp and not -- and far enough away so

as to not produce Third Bone Spring. | think that's

option one.

MR. RANKIN: All right. Now you're not

an engi neer and you don't know what the drainage rate

of this is. And so we can't --

MR. COFFMAN: Right.

MR. RANKIN: | can't get into it wth
you about what that business would be and whet her
t here woul d be any way of actually ensuring that, in
doi ng so, those owners woul d nevertheless still be
able to develop fully their Wol fcanp mnerals; right?

That's not something that you and | can

tal k about ?

MR. COFFMAN: Yeah. | can give you the
f oot ages.
MR. RANKI N: Now but under this
option -- okay -- under option one that we're just
di scussi ng, production -- as we've discussed -- would
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be allocated to owners within each of the Bone Spring
spacing units; correct?

MR. COFFMAN: Correct.

MR. RANKIN: And that would be done in
accordance with the statutory requirenments which are

I ncorporated into the standard pooling | anguage;

correct?

MR. COFFMAN: That m ght be getting
into --

MR. RANKIN: | nean you understand
basically, M. Coffman, like if there's a pooling

order, the pooling order --

MR. COFFMAN: Yes.

MR. RANKIN: -- dictates how
al l ocation's going to be done; right?

MR. COFFMAN: Yes. Correct.

MR. RANKIN: Okay. So in this specific
ci rcunmst ance, when you pool the Bone Spring under
option one, the production would be allocated to those
pool ed working interest owners in accordance with the

pooling order; right?
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MR. COFFMAN: Correct.

MR. RANKIN: And that would be to the
Bone Spring owners only; correct?

MR. COFFMAN: Correct.

MR. RANKIN: Now so whatever
hydr ocarbons -- whether it's 5 percent or 26
percent -- are produced fromthe Wl fcanp.

That woul d be deened, under this
option, to be incidental drainage; correct?

MR. COFFMAN: Correct.

MR. RANKIN: And that would nean that
t hose Wbl f canp owners woul d not see any of that
production allocated to themin accordance with their
owner shi p percentages in the Wl fcanp; correct?

MR. COFFMAN: According to their
ownership interests in the Wl fcanp, no. But
that's -- yes. | agree with what you're saying.

MR. RANKIN: Yeah. It would be based
only on their ownership interest in the Bone Spring;
right?

MR. COFFMAN:  Ri ght.
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MR. RANKIN:. Ckay. Now under this
option, option one, there's no nechanismfor owners in
the Wbl fcanp to share at all in this production under
their ownership percentages; correct?

MR. COFFMAN: | would say that we
offered that to the owners that only own in the
Wol fcanmp and did not own in the Third Bone Spring,
bei ng Warren & Associ ates and CLM Producti on.

We offered an in-kind, straight-up
assignnent of interest out of Coterra's interest in
that proration unit for the Third Bone Spring.

MR. RANKIN: And that would be as to
t hose two owners who don't own at all in the Bone
Spring; right? You made that offer to then? COkay.

MR. COFFMAN: Correct.

MR. RANKIN: |I'mtal king about owners
that own in both the Bone Spring and Wl fcanp; okay?
But they have a different ownership proportion between
t he two.

MR. COFFMAN: Ri ght.

MR. RANKIN: And | think you and | were
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just tal king about this. | think we're on the sane
page that under this option one, Bone Spring owners
woul d get their share of production fromthese Bone
Spring wells only in accordance with their interests
i n the Bone Spring?

MR. COFFMAN: Yeah. That's correct.
And we have the majority of support from owners that
do own a differentiating interest in the Bone Spring
and the Wl f canp.

We have that majority, including

i nterest owners that own in the Wil fcanp and the Bone

Spring. So --

MR. RANKIN. Right. Yeah. W can -- |
mean, | think -- well, there's some -- | understand
that that's your position. | understand.

But there's sone owners that own a
greater share of interest in the Wl fcanp who are not
supporting your position; correct?

MR. COFFMAN: Yeah. |'d agree with
t hat .

MR. RANKIN: Now that's option one.
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Now | want to talk a little bit about option two.

Option two, as | understand, is that
sane wells are being drilled in the Bone Spring;
right?

MR. COFFMAN:  Yes.

MR. RANKIN: Only difference here is
t hat rather than dedicating those wells only to the
Bone Spring spacing units, you're going to also
dedi cate themto Wol fcanp spacing units; correct?

MR. COFFMAN: Correct.

MR. RANKIN: And in this case, in this
option, then you would not need to institute a buffer
of any ki nd because Cimarex would be controlling the
operations in the Wl fcanp; correct?

MR. COFFMAN: Correct.

MR. RANKIN: And Ci marex, obviously, is
not going to drill upper Wolfcanp wells in that
ci rcunst ance; agree?

MR. COFFMAN: I n that circunstance, no.

MR. RANKIN. Ckay. So you --

VR. COFFMAN: |'"d have to -- | nean,
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|'d have to --
MR. RANKIN:. So --

MR. COFFMAN:. Saying that we woul d

never drill an upper Wolfcanp well, no. But for
the -- | nean in this area, we take in -- we're
constantly nmoving. W're not doing our -- like you
said -- "cookie-cutter" devel opnent.

I f things change, | don't want to make

a broad statenent that says we're never going to dril
an upper Wl fcam wel|.

MR. RANKIN:  Well, in these four
sections, if you drill your Third Bone Spring at the
base of the Wl fcanp, are you going to conme in and
drill an upper Wbl fcanp well ?

MR. COFFMAN: Under option two, no.

MR. RANKIN: Right. Because that's
essentially what M. Behmis saying happened in the
Bl ack and Tan; right?

MR. COFFMAN: Correct.

MR. RANKIN: Yeah. You wouldn't do

that. Ckay.
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So under option two, that upper
Wl fcanp is not going to be devel oped; agree?

MR. COFFMAN: It'Il be -- it'll be
pool ed. And --

MR. RANKIN: But okay. So it'll be
pool ed. But as | understand and you and | discussed,
only 26 percent of that Wl fcanmp production is going
to be attributable to those Bone Spring wells; agree?

MR. COFFMAN: Okay. Yes. | agree with
t hat .

MR. RANKIN. Ckay. So sone portion,
potentially, of the Wolfcanp is not going to be
produced by those Bone Spring wells; agree?

MR. COFFMAN:. Upper Wbl fcanp or
Wol fcanp in general ?

MR. RANKIN: Upper Wbl fcanp.

MR. COFFMAN: No. And I'd have to rely
on Eddi e and Staci.

MR. RANKIN. Ckay. That's fine. |
under stand. Ckay.

So now we' ve been tal ki ng about the
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upper here, upper Wl fcanp. But | guess ny

guesti on,

too, is then: Under option two, does Ci marex have any

pl ans to devel op | ower benches in the Wl fcanmp?

MR. COFFMAN: [|'d have to rel
and Eddie for future devel opnents.

MR. RANKI N: Has Ci nmarex dril

y on Staci

| ed any

| ower Wbl fcanp benches in the area of interest that

M . Behm has put together?

MR. COFFMAN: Area of interest being

Lea County?

MR. RANKIN.  Well, M. -- 1 guess |I'm

going to, you know, defer to you on that. \Whatever

M. Behmis area of interest is, you know, that he

refers to in his study.

MR. COFFMAN:  Yeah. | -- that woul d be

a question for Eddie.

MR. RANKIN: Okay. But as you sit here

t oday, are you aware of any |ower Wbl fcanp wells that

have been drilled C marex?

MR. COFFMAN: Lower Wbl fcanp,

no.

MR. RANKI N: M. Behm at the outset
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when you were testifying under questioning from M.
Savage, you tal ked about a Read & Stevens well that
they had drilled in Section 9 in an acreage -- under
contract acreage that at the tinme, | think, Ci marex
contested as Cimarex being the operator. Do you
recall that testinony?

MR. COFFMAN:  Yes.

MR. RANKIN. And you used that as a
basis to suggest that at the tinme, prior to Perm an's
acquisition of Read & Stevens, that maybe Read &

St evens, you know, didn't operate under -- in good
faith manner; fair?

MR. COFFMAN: Correct.

MR. RANKIN: But subsequent to Read --
rat her, Perm an Resources' acquisition of Read &
Stevens, isn't it true that Read & Stevens went ahead

and plugged any of those wells that Read & Stevens had

drill ed?
MR. COFFMAN: Coul d you repeat that?
MR. RANKIN: Isn't it true that Read &
Stevens -- I'msorry -- that Perm an went ahead and
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pl ugged those wells that you referred to that Read &
Stevens had drilled?

MR. COFFMAN: That may be true. W
never received proposals on them And --

MR. RANKIN:. Ckay. But you don't know
that? Okay. That's fine.

| think at this time, Madam Heari ng
Oficer, I have no further questions for M. Behm
|"msorry. M. Coffman. Sorry.

M5. ORTH. Thank you, M. Rankin.

M. Savage, do you have any redirect?
Oh, wait. Hold on one m nute.

| "' mgoing to pause for a nonent in the

event any counsel who has entered an appearance on

behal f of another part in this matter -- M. Bruce,
for exanple, or M. Jones -- has a question of M.
Coffman. 1'Ill just pause.

No? | hear nothing. Oh. There. |
see sonebody.
M. Jones?

MR. JONES: Yeah. Pardon ne. Good
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af t ernoon, Madam Hearing Exam ner.

| just wanted to state ny appearance
for the record. | was having sone techni cal
difficulties as we got started this norning and didn't
want to interrupt.

But Bl ake Jones with Steptoe & Johnson
on behal f of Northern Ol and Gas. No questi ons,
t hough. Thank you.

M5. ORTH:. Thank you very much. All
right.

M. Savage, if you have redirect for
M. Coffman, this would be a good tine.

MR. SAVAGE: Thank you, Madam Heari ng
Exam ner.

M. Coffman, you nmentioned and M.
Ranki n asked sone questions about your history with
Read & Stevens and pointed out that things may have
changed with Perm an Resources.

But that is still a history of
negoti ations and interactions with Read & Stevens in

t he past that has brought us to this point of a
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contested hearing; is that correct?

MR. COFFMAN: Yes. That's correct.

MR. SAVAGE: And when a conpany |ike
Perm an Resources acquires a conpany |ike Read &

St evens, they acquire the good stuff along with the
bad stuff; is that correct?

MR. COFFMAN: That is correct.

MR. SAVAGE: So do you agree, then,
that there's a certain anmount of accountability for
t hose past negotiations and that past behavi or that
has come to fruition in the present?

MR. COFFMAN: Yeah. 1'd say so.

MR. SAVAGE: Ckay. M. Rankin asked a
number of questions about the 1979 operating
agreenent. And if you have an operating agreenent in
pl ace that covers parts of the subject |and and then
you have a proposing new operating agreenent for
owners that would incorporate other parts that were
not covered, is it true that the fornmer operating
agreenent is still fully binding and in place?

MR. COFFMAN: Yes. You can supersede
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an existing operating agreenent, but that does not
nullify the contractual obligations under that
operating agreenent.

MR. SAVAGE: So nenbers -- okay. So if
| -- | nmean, it sounds very conpli cated.

So menbers of an ol d operating
agreenment, a 1979 operating agreenent, they want to
participate under -- in the new unit that stil
i ncl udes parts of |lands of the old operating
agr eenment .

They sign a new JOA. Now they're part
of the new JOA and the 1979 operating agreenent?

MR. COFFMAN: Yes. That's correct.

MR. SAVAGE: Ckay. Can you explain
t hat ?

MR. COFFMAN: So they would contribute
their contractual interest under that '79 OAto the
new super sedi ng OA.

MR. SAVAGE: And then how woul d
those -- how would that affect the overal

mani festation of their interests?
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MR. COFFMAN. They would -- | nean,
they would be in the wells based on their contractual
I nterests across what the original OA covers.

MR. SAVAGE: Okay.

MR. COFFMAN: In addition to the north
hal f of 4 and 5.

MR. SAVAGE: Okay. Thank you, M.
Coffman. And in the next series of questions that
covered a bit of tinme, M. Rankin asked you about
vari ous designations of comm tnent and unconmm t nent.

And it is true that a nunber of those
were typos?

MR. COFFMAN: Yes. That's true.

MR. SAVAGE: And you would revise those
pronptly once identified?

MR. COFFMAN:  Yeah.

MR. SAVAGE: Ckay.

MR. COFFMAN: There was a | ot of
commtted and uncomm tted going through all of these
heari ng packets. And it gets lost. But yes. Typos.

MR. SAVAGE: And then that Foran -- you
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know, we do not have Foran. But Foran is closely
allied with MRC, correct?

MR. COFFMAN: Yes. That's correct.

MR. SAVAGE: And you've received
I nformation that Foran has laid notice and notice has
been satisfied; is that correct?

MR. COFFMAN: Yes. That's correct.

MR. SAVAGE: So there is really no
i ssue there. So given all the adjustnments that M.
Ranki n had nentioned, how does that affect the overall
i nterest -- balance of interest between Perm an
Resources and Ci marex?

MR. COFFMAN: Mnimal. | think one of
t he changes, as well, was addi ng the Josephi ne Hudson
Trust as a Cimarex or Coterra interest. So that
I ncreases our support in both the Bone Spring and the
Wol f canp.

But the changes that are made with
parties that have gone in neutral does not change the
out conme of support, winning the mgjority of support

for Cimarex in the Bone Spring and the Wl fcanp except
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for that west-half west half of Sections 5 and 8.

MR. SAVAGE: So overall, Cimarex still
owns a nmpjority interest?

MR. COFFMAN: Yes.

MR. SAVAGE: And that's even based on
Perm an Resources' own title evaluations?

MR. COFFMAN: Correct. Ownership and
support. Yes.

MR. SAVAGE: Then next, M. Rankin
tal ked about the AFEs and pointed out what he thinks
are, you know, some discrepancies regarding price and
cost in various places.

An AFE, that's basically an estimation;
I's that correct?

MR. COFFMAN:  Yeah.

MR. SAVAGE: And it always fluctuates a
little bit based on the market?

MR. COFFMAN:  Yes.

MR. SAVAGE: And then the working
owners, they all understand that?

MR. COFFMAN: Yes. That's correct.
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MR. SAVAGE: And you wi |l send out
updated AFEs at the time of the order?

MR. COFFMAN: Yes, sir.

MR. SAVAGE: Ckay. And the
fluctuations really, in the schene of things, are not
significant; correct?

MR. COFFMAN: Yeah. | nean | woul d say
mnimal inflation. But Eddie could fine-tune those in
hi s expl anati on.

MR. SAVAGE:. So M. Behm has sone good
i nformation to provide for that?

MR. COFFMAN:  Yes, he does.

MR. SAVAGE: Another area that M.
Ranki n tal ked about -- and this confuses ne a little
bit. He pointed out -- he pointed to sone edited
| anguage in the order and it | ooks |ike he gave the
wor ki ng i nterest owners an extra 60 days to consi der
whet her or not to participate in the well or not. And
therefore, he nmakes the extrapolation that they're not
going to be burdened by the overall very nmssive costs

of the devel opnent plan that Perm an Resources is
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presenting; is that correct?

MR. COFFMAN: Yeah. That's correct.

MR. SAVAGE: But isn't it true that
Perm an Resources presented this plan as a package
with all the wells; is that correct?

MR. COFFMAN: Yeah. It's a
co-devel opnent, at least in the Third Bone Spring and
upper Wl fcanp. Yes.

MR. SAVAGE: And so ultimately, the
owners are subject to the ultimte burden of the plan
as a whole; is that correct?

MR. COFFMAN: Yes. That's correct.

MR. SAVAGE: So really, the only
way -- | don't know if M. Rankin was inplying this,
but the only way that a working interest owner woul d
not be additionally burdened or their burden would be
| essened is if on a case-by-case basis as they cane to
the individual wells that Perm an Resources itself
deci ded whether to develop the well or not; correct?

MR. COFFMAN: Correct.

MR. SAVAGE: So they proposed --
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Perm an Resources proposed wells in the Bone Spring.
And then, they proposed the wells in the Wl fcanp.

Now i f they're evaluating whether to

drill these on a case-by-case basis, they could -- for
exanple -- go through and decide to drill the Bone
Spri ng.

But then when they cone to the
Wbl f canp, they may decide individually not to drill
the Wbl fcanp and that woul d not burden the working
I nterests.

That woul d be a nuch | ess burden on the
wor ki ng interests; correct?

MR. COFFMAN: That is correct.

MR. SAVAGE: But the overall result of
t hat would be that they would have, basically,
devel opi ng the Bone Spring and not the Wl fcanp;
correct?

MR. COFFMAN: Yeah. That would be like
our devel opnent.

MR. SAVAGE: Like Cimarex's?

MR. COFFMAN: The Bone Spring only.

Page 128

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com



o 00 b~ W DN

10
11
12
13
14
15
16
17
18
19
20
21

MR. RANKI N: Madam Hearing O ficer, |I'm
hearing a | ot of |eading questions and I'd prefer to
hear M. Coffman testify.

MS. ORTH: Yeabh.

M. Savage, that is howit's been

goi ng.

MR. SAVAGE: Okay.

M5. ORTH: Turn it around.

MR. SAVAGE: Thank you.

You heard M. Rankin present his
exhibit on all the wells -- additional wells that he

wanted to show you; is that correct?
MR. COFFMAN: Yeah. W th regard to
their pooling orders in the Bone Spring and Wl f canp.
MR. SAVAGE: Yes. So is it your
opinion that he is claimng that Perm an Resources is
devel opi ng nore Wol fcanp wells than we show i n our

exanpl e of cases --

MR. COFFMAN: | think we --
MR. SAVAGE: -- Oor courses?
MR. COFFMAN: | think we took ours from
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Travis's testinony which references in the |ast 36
nonths that they drilled four Bone Spring and one
Wl fcamp wel | s.

MR. SAVAGE: And where in his testinony
I's that?

MR. COFFMAN: That'd be in Paragraph
31.

MR. SAVAGE: And what does he say in
t hat paragraph?

MR. COFFMAN:. He says: "As noted on the
exhibit, Read & Stevens/Perm an has been the npst
active operator in this area over the |ast 36 nonths,
drilling four Bone Spring wells and one Wl fcanp wel |
in that time with plans to spud at | east an additional
eight wells in the Bone Spring and Wl fcanp formations
by the end of 2023.

"I'n conparison, Cimarex has drilled a
single one-mle well in 20 South 34 East and two
two-mle wells in an adjacent township to the north in
the sanme tinefrane.”

MR. SAVAGE: So 36 nonths, that's 3
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years. Is that -- is it your understanding that's how
| ong Perm an Resources as a conpany has been invol ved
and active in this area?

MR. COFFMAN: Perm an Resources, yes.

MR. SAVAGE: Ckay. So would it not be
fair to assune based on their |andman's statenent that
Perm an Resources really is focusing on the Bone
Spring and has very little in the Wl fcanmp?

MR. COFFMAN:  Yes.

MR. SAVAGE: And then you -- we -- you
know, Ci marex provi ded sonme exanpl es of other cases;
s that correct?

MR. COFFMAN: Yeah. We searched the
OCD for Perm an Resources and that's where we got that
11 cases figures.

MR. SAVAGE: And that was just a
sanple -- an exanple based on a search of the OCD
dat abases?

MR. COFFMAN: Correct.

MR. SAVAGE: The last part of M.

Ranki n's questions dealt with the options one and the
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opti ons two.

You' ve heard your geol ogists tal k about
t he communi cati on between the formations; is that fair
to say?

MR. COFFMAN:  Yes.

MR. SAVAGE: And as you understand, do
t hese conmmuni cati ons occur on all units, Bone Spring
units in this area of interest surrounding the subject
| ands?

MR. COFFMAN: Yeah. | think the --
yeah. The comrunication is |like -- Eddie will get
into fractures grow ng upward fromthe upper Wl fcanp
into the Third Bone Spring sand.

MR. SAVAGE: So any operator -- Perm an
Resources, Pride Energy -- who develops a unit of the
Bone Spring in this area, would they experience
drai nage? Wuld they be draining the upper Wl fcanp
i n sone capacity?

MR. COFFMAN: Coul d you repeat that
agai n? Sorry.

MR. SAVAGE: Any operator who drills
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and devel ops the Bone Spring formation in this area of
interest, would they drain fromthe upper Wbl fcanp
because of the communication as you understand it?

MR. COFFMAN: Yeah. There'd be
I nci dental production fromthe upper Wl fcanp.

MR. RANKIN: [I'msorry. | couldn't get
my mute off.

But | think M. Coffmn has expl ai ned
pretty clearly he's not a technical witness. And I'm
not sure how that is an appropriate question for M.
Cof f man about drai nage.

M5. ORTH:. Yeah. |t sounds as though
we need to have that discussion with the geol ogi sts.

MR. SAVAGE: Ms. Orth, that's why I
prefaced -- if | may, that's why | prefaced that he
has heard fromthe geol ogists that the communication
Is a fact for this area.

| tried to limt the technical aspect

as nmuch as possible. But --

MR. RANKIN:. Well, | think an engi neer
can hear -- can rely on hearsay testinony for his
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opi ni ons.

But a | andnman can't rely on hearsay
testimony for his engineering, you know, opinions.
Because he's not an engi neer.

MR. COFFMAN: Have we run into this
situation in other cases? Yes.

The Chauvez [ph] case that was held, |
think, is what Darin is trying to ask ne with the
same -- sanme sonewhat facts.

Is that right, Darin? 1|'m
paraphrasing. Sorry.

MR. SAVAGE: Well, is it your
under st andi ng then that option one would result in
production fromthe Bone Spring and incidental
drai nage of the upper Wl fcanp of whatever percentage
that m ght be?

MR. COFFMAN: Correct. Yes.

MR. SAVAGE: And that, as you
understand, is the nature of just about basically
every Bone Spring unit that's developed in this area

of interest; do you agree?
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MR. COFFMAN: Yes. Correct.

MR. SAVAGE: And that would include
Per m an Resources' Bone Spring units; correct?

MR. COFFMAN: Correct.

MR. SAVAGE: Ckay. So option one, in
your understanding, is a viable option?

MR. COFFMAN:  Yes.

MR. RANKIN. Maybe M. Savage can j ust
ask himwhat he thinks about option one, and M.
Coffman can testify to it.

M5. ORTH: Yeah. You've gone back to
| eadi ng, M. Savage.

MR. SAVAGE: These are -- Madam Hearing
Exam ner, these are conplicated questions and this is
an expert witness. | believe | can establish some
foundation for the question so that he can understand
what the nature of the question is.

| mean, you know, it | ooked |like M.
Rankin was -- would set up a question in the sane
manner. And | -- you know, he's probably a little bit

nore sophisticated at doing that, because he's done it

Page 135

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com



o 00 b~ W DN

10
11
12
13
14
15
16
17
18
19
20
21

for a longer tine.

| respect his skills and abilities.
But | believe |I'm basically doing the sane kind of
f oundat i on.

M5. ORTH: Yeah. But it sounded nore
li ke an ultimte conclusion. And the question was not
"Do you consider option one to be viable?" which would
have been a great question. It was rather: "You
consi der option one to be viable; right?"

MR. SAVAGE: Well --

M5. ORTH: So just turn it around.
That's all.

MR. SAVAGE: | hear you. | hear you.
It's good nuance. |It's a good point. Thank you.

Do you consi der option one to be viable
I ssuant under the O 1| and Gas Act as you understand
it?

MR. COFFMAN: Yes, | do.

MR. SAVAGE: Okay. So Cinmarex could
produce the Bone Spring and then be allowed to drain a

certain percentage fromthe upper Wl fcanp; do you
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agree with that?

MR. COFFMAN: | do agree with that.

MR. SAVAGE: Ckay. But there's another
option under the G| and Gas Act. Do you think there
I s anot her option under the O and Gas Act?

MR. COFFMAN:  Yes. | think we're --
yes. | think that's our option two.

MR. SAVAGE: Ckay. So that would be
the option two, as you point out.

How do you make the transition from
option one to option two?

MR. COFFMAN: | think that would be up
to the conm ssion to decide.

MR. SAVAGE: Wbuldn't the conm ssion
have to pool the Wblfcanp to arrive at option two?

MR. COFFMAN:  Yes.

MR. SAVAGE: Wuld you have to submt a
proposal letter as a requirenent --

MR. COFFMAN:  Yes.

MR. SAVAGE: -- to pool? Okay.

Madam Heari ng Exam ner, at this point,
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there is a lot of |legal questions about how you nake
that transition under the Ol and Gas Act. [It's very
conpl i cat ed.

And | woul d ask that Cimarex be all owed
to, at sone point, address those questions for the
full understanding of the comm ssion since this is a
very conplicated matter.

And |' m not sure whatever the Division
woul d allow and thinks is appropriate for that. So
|"mgoing to -- and you know, there's a |lot of things
to explore in this area | think are inportant.

But in ternms of working with the
| andman, | think I'"mgoing to end the redirect at that
poi nt .

MS. ORTH: AlIl right. Thank you very
much, M. Savage.

| think in ternms of laying out the
| egal argunents that have not already been laid out in
the briefing that's al ready been done, | would
typically invite proposed findings of fact and

conclusions of law and any witten | egal argunent
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you'd like to make in a post-hearing submttal that
woul d foll ow the subm ssion of the transcript.

| usually don't have that conversation
with Counsel until we're at the end of the evidentiary
record, though. So maybe we'll have that conversation
t onor r ow.

MR. SAVAGE: Thank you. | just wanted
to -- since it is kind of creating sone turbul ence
with the questioning, | just wanted to nmake sure that
we're -- | understand how we're going to proceed.
Thank you.

M5. ORTH. Sure. Anything further, M.
Ranki n or anyone el se?

MR. RANKI N: Madam Hearing Officer, |
just --

MS. ORTH. Questions of M. Coffnman?

MR. RANKIN:. -- have one question, and
that's based on M. Coffman's statenment about, you
know -- he basically said it's up to the comm ssion
whi ch option to choose. And | guess that pronpted ne

to add just one question, because it pronpted ne to

Page 139

Veritext Lega Solutions

Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com




o 00 b~ W DN

10
11
12
13
14
15
16
17
18
19
20
21

wonder .

M. Coffrman, does Cimarex itself have a
preference between the two options, option one or
opti on two?

MR. COFFMAN: | think option one would
be our preference. But we would conmply with whatever
the comm ssi on deci des.

MS. ORTH: Is that all, then? All
right.

Well, thank you very nmuch, M. Coffnman.
You may be brought back to discuss rebuttal exhibits
tomorrow. But if not, thank you very nuch for your
testi nony.

MR. COFFMAN:  All right. Thank you.

MR. RANKI N: Madam Hearing O ficer, |
don't know if the Division has any questions of M.
Cof f man?

M5. ORTH: [|'msorry? Oh. The
techni cal exam ners --

MR. RANKIN: | didn't knowif the --

M5. ORTH:. OF course.
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M. Garcia, | lost the thread there.
|"msorry, M. Garcia and Ms. Thonpson if you' re on.

Do you have a question of M. Coffmn?

MR. GARCIA: | do. And it's okay. |
t hought maybe you were having a panel m ndset naybe
bef ore.

| thought you were going -- | do have
one or two questions. And they are probably pretty
repeats of what your counsel and M. Rankin have
al ready asked you. Just for ny understandi ng.

And | will try to steer clear, as ny
counsel has directed, about the |egal argunents about
opti on one and option two.

For option one -- we've tal ked a | ot
t oday about, | believe, CLM and Warren who are the
I nterest owners in the Wl fcanp but do not own
interest in the Bone Springs; is that correct?

MR. COFFMAN: Yes. That's correct.

MR. GARCIA: | believe you testified
that you had offered them basically that their

i nterest woul d be projected into the Bone Springs at
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Ci marex's expense; is that correct?
MR. COFFMAN: Yes. That is correct.
MR. GARCIA: And they refused that, it

sounded | i ke?

MR. COFFMAN:  Yes.

MR. GARCIA: Did they have a counter
of fer?

MR. COFFMAN: No. Their -- it wasn't
necessarily an offer. | nmean, we had originally asked

If they wanted to blend their interest with a Bone
Spring interest. They declined that.

And then | offered on behalf of Coterra
to just do a straight-up assignnent free of charge,
and they did not counter that.

MR. GARCIA: So was that two offers,
per se | guess, that you made?

MR. COFFMAN:  Yes.

MR. GARCI A: Ckay. And they just
were -- they didn't want to entertain either of those?

MR. COFFMAN: Yeah. | -- yeah.

Correct.
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MR. GARCIA: Did they give reason? Was
it just mainly that they wanted Wl fcanp devel opnent ?
O did they state why?

MR. COFFMAN: They said they support --

t hey woul d support Perm an's developnent. But |'m

not - -

MR. GARCI A: Okay.

MR. COFFMAN:  We weren't -- we were not
fishing for their support. So regardless, we were

I nterested in assigning those interests to them

MR. GARCI A: That works. Let's see
here. | think all ny other questions are pretty
| egal -i nvolved. That's all. | have one nore.

The letter that M. Rankin pulled up to
ask -- that we got confused on are is it technical or
was it sent by you. Either way, the letter was sent
by you.

WAs this letter sent to interests in
just the Bone Springs? O was it sent to interests in
Bones Springs and the Wl fcanp? Because it sounds

| i ke there's sone subtle differences there.
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MR. COFFMAN: | think it was sent to --
it was sent to everyone in the Bone Spring, | think,
except for Warren and CLM since they --

MR. GARCI A: Ckay. Since those are the
two exceptions?

MR. COFFMAN: Correct.

MR. GARCIA: So option two is basically
conmpul sory pooling the Bone Springs and conpul sory
pool i ng the Wl fcanp.

Did you notify the Wl fcanp of being
potentially compul sory pool ed?

MR. COFFMAN: Wth our letters? Are
you --

MR. GARCIA: Yes. They need to be
served nmultiple notices as Counsel's aware. You know,
certified green cards, letters, JOAs, offers, AFEs, et
cetera, public posting.

MR. SAVAGE: M. Garcia, if |I could
answer that because we handled that part. W did a
full application for the Wl fcanp. And as part of

t hat application, we sent out |etter notices for
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pooling the Wl fcanp and we published tinely. So --

MR. GARCI A: Okay.

MR. SAVAGE: -- all notice would be
t aken care of.

MR. GARCI A: That's just what | wanted
to ensure is they were notified of potential pooling
w thout a well in the WIfcanp.

MR. SAVAGE: And M. Garcia, if | can
point out that we did -- in the application, we
poi nted out that the Third Bone Spring well would be
the well dedicated to the Wl fcanp because of the
substantial communi cati on.

MR. GARCI A: Yeah. That's interesting.
Lots of questions around that, but it sounds |ike M.
Oth would like nme to save those for tonorrow.

['"mtrying to go through ny notes and
see which ones are not legal or rule interpretation.

Last one | think | have is nore of a
statenent. All Counsel here is aware M. -- is it M.
Coffman -- AFEs is one of our criteria in review ng

compul sory pooling contested cases.
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And as M. Adam di scussed and seenmed to
confirmby you, there's sone slight issues with the
AFE currently. So | would |Iike those updated, you
know, nost of the tinelines on that at the end of this
heari ng dependi ng on what other itens we need.

But updated AFEs woul d be nice and an
al so updated exhibit where you have commtted and

uncomm tted interest owners as M. Savage rel ated you

woul d do.
MR. COFFMAN: We can do that for sure.
MR. GARCIA: | think that's it. Sorry.
Just trying to see which ones I'm-- | have |ots of

guestions for you, M. Savage, tonorrow.

MR. SAVAGE: That's great. | |ook
forward to them M. Garcia. W want to flex this out
fully.

MR. GARCIA: Yeah. I'mjust trying to
make sure | get all the ones for M. Coffman so | can
| et himenjoy his day.

| believe that's it for now.

M5. ORTH. All right. Thank you, M.
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Garci a.
Ms. Thonpson, do you have questions of

M. Cof f nean?

M5. THOWSON: | have no questi ons.
Thank you.

MS. ORTH: AlIl right. Thank you.

Thank you, M. Coffman, again.

And we will nove to the next w tness.
Thank you.

MR. RANKIN:. Madam 1'm so sorry.

MR. COFFMAN: Thank you.

MR. RANKIN: | have a question about
the well proposals under this proposal that M. Garcia
pronpted me to --

M5. ORTH: |'m having troubl e hearing
you, M. Ranki n.

MR. RANKIN. Sorry. M. Garcia's
guestion about well proposals and pooling in the
Wbl f canp pronmpted a question of mne that | think
woul d help the record if | asked it to clarify.

M5. ORTH:. Okay. O M. Coffman?
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MR. RANKIN:. O M. Coffman.
apol ogi ze.

M5. ORTH: M. Coffman, good. You're
still there.

Go ahead, M. Rankin.

MR. COFFMAN: |'m here. Yeah.

MR. RANKIN. M. Coffman, | think you
and | spoke around this a little bit, obliquely. But
| think M. Garcia's question about well proposals as
bei ng an el enent of pooling pronpted nme to think
agai n.

My under standi ng when | reviewed your
exhibits is that the intent of the June 15, 2023
| etter as a supplenment to proposal to drill was that
It was intended to serve as a well proposal for
pooling the Wl fcanp; is that your understandi ng?

MR. COFFMAN:  Yes.

MR. RANKIN. And as such, you woul d
have and shoul d have sent out such a letter to each
owner of a working interest in the Wl fcanp formation

that you're seeking -- that has an interest; correct?

Page 148

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com



o 00 b~ W DN

10
11
12
13
14
15
16
17
18
19
20
21

MR. COFFMAN: Correct. W needed to
provi de noti ce.

MR. RANKIN: Okay. But not just
notice, but to provide good faith efforts to negotiate
what you're proposing to do in the Wl fcanp; correct?

MR. COFFMAN: Correct.

MR. RANKIN: So anong those woul d be

CLM and Warren, but also would be Read & Stevens as

well: correct?
MR. COFFMAN: To provide a proposal to?
MR. RANKI N:  Yeabh.
MR. COFFMAN: Yes. Correct.
MR. RANKIN:. Did you provide this
update -- supplenental proposal to drill to Read &
St evens?

MR. COFFMAN: Read & Stevens or Perm an
Resources? Because --

MR. RANKI N: Ei t her one.

MR. COFFMAN:.  Yes.

MR. RANKIN:.  You did?

MR. COFFMAN: Yeah. |'d have to go
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back and | ook. But yeah. Yes. W know that Read &
Stevens own in the Wl fcanp so we woul d provide that
suppl enent to them

MR. RANKIN. Ckay. That's all ny

gquesti ons.
M5. ORTH: Thank you all, then.
Thank you again, M. Coffman.
MR. COFFMAN: Thank you.
M5. ORTH: M. Savage, your next
W t ness?

MR. SAVAGE: Thank you.

| would like to call Staci Mieller as
geol ogi st for Ci marex Energy Conpany.

M5. ORTH:. All right.

Ms. Mueller, would you please raise
your right hand? Do you swear or affirmthat you w ||
tell the truth?

MS. MUELLER: | do.

M5. ORTH:. Thank you. And if you would
spell your nane for the transcript, please?

MS. MUELLER: Staci Muel |l er. S-T-A-C- |
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MU E-L-L-E-R

M5. ORTH:. Thank you.

Go ahead, M. Savage.

MR. SAVAGE: Thank you. Ms. Muel |l er,
can you state your full nanme for the record?

M5. MUELLER: Staci Muel |l er.

MR. SAVAGE: And are you an expert
wi tness in geology who has testified before the
Di vi si on?

M5. MUELLER:  Yes.

MR. SAVAGE: And do you have written
testinmony in each of Cimarex's Hearing Packets 1
t hrough 4 as Exhibit B?

MS. MUELLER:  Yes.

MR. SAVAGE: And Exhibit B is followed
by your geol ogy exhibits Bl through B24; is that
correct?

MS. MJELLER: That's correct.

MR. SAVAGE: And do you testify that
your exhibits are accurate and correct to the best of

your know edge?

Page 151

Veritext Lega Solutions
Caendar-nm@veritext.com 505-243-5691 WWWw.veritext.com



o 00 b~ W DN

10
11
12
13
14
15
16
17
18
19
20
21

M5. MUELLER: Yes, | do.

MR. SAVAGE: Madam Hearing Exam ner, at
this time, | ask that C marex Exhibit B and sub-
exhibits Bl through B4 for cases 23448 through 23451
and 23594 through 23597 and 23452 t hrough 23455 and
23598 through 23601 be admtted into the record.

M5. ORTH. All right.

M. Rankin, any objection?

MR. RANKIN:. No objection.

M5. ORTH: We'Il pause for a nonent in
the event any other party has an objection. | don't
hear anyt hi ng.

The exhibits are admtted. Thank you.

MR. SAVAGE: And Ms. Mueller, just to
confirm is your statenment in each hearing packet the
same in all four?

M5. MUELLER: Yes. It should be.

MR. SAVAGE: Ckay. So the exam ners
who are review ng this would have reference to that in
each case?

MS. MUELLER: Correct.
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MR. SAVAGE: Ckay. Have you reviewed
Perm an Resources' geol ogist's testinony and exhi bits?

M5. MUELLER: Yes, | have.

MR. SAVAGE: Ckay. And have you
revi ewed any of the other exhibits that relate to
geol ogy?

MS. MUELLER:  Yes.

MR. SAVAGE: Okay. And you nention in
your testinony and exhibits that the geology is unique
In the subject | ands and surroundi ng area of interest.
Because -- well, why is it unique in the subject
| ands?

MS. MJUELLER: There's no frac baffle
present between the Third Bone Spring target and the
upper Wbl fcanp target.

That's pretty common in many places in
t he Del aware Basin, and we al so see that here.

MR. SAVAGE: Ckay. And do you see in
M. Bradford's testinony discussion of |lack of frac
baffl es?

M5. MUELLER: He doesn't explicitly say
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it in his statenment. However, in his Exhibit E5, he
does show a cross-section with the basal third sand

| anding in a red dashed |line and then the upper

Wbl fcamp landing in a purple dashed Iine. And | don't

see any evidence of frac baffles between those two

| andi ngs.

And what | nmean by a frac baffle is a
very tight formation -- generally, carbonate is what
we see -- that might inhibit frac grow h.

MR. SAVAGE: So there is direct
evi dence of frac baffles in his testinony?

M5. MJELLER: O a lack of frac
baffl es.

MR. SAVAGE: Yeah. A lack of frac
baffl es. Thank you. Ckay.

And can you tell ne what is the
significance of lack of frac baffles?

MS. MUELLER It neans that the --
there are two formations. There's the Third Bone
Spring sand formation and the Wbl fcanp formation.

However, there i s one continuous reservoir interval.
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Because we don't see a separation
bet ween the two | anding zones, we woul d expect
hydrocarbons to cone fromboth the third sand and the
upper Wl f canp.

MR. SAVAGE: Okay. And as |
understand, the Third Bone Spring and the upper
Wol fcanp -- do you they have two pool designations; is
t hat correct?

M5. MUELLER: Yes.

MR. SAVAGE: But you're saying that
t hat does not represent two separate reservoirs; am!|l
under standi ng that correctly?

MS5. MUELLER: Correct.

MR. SAVAGE: So there's a single
reservoir, if | understand?

M5. MUELLER: Between the Wl fcanp
sands and the Third Bone Spring sand, | woul d say
that's correct.

MR. SAVAGE: Okay. Do you see anything
else in M. Bradford's Exhibit E5 that conflicts with

your exhibits or testinony?
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M5. MUELLER: | think the biggest
conflict is the nunber of wells that Perm an Resources
plans to put in the Wolfcanmp and the third sand.

So ny Exhibits B23 and B24 argue t hat
because there's no frac baffle in between the two
| andi ng zones and the wells are spaced at a very tight
vertical distance of about 95 feet, the Wl fcanp and
third sand wells are going to significantly interfere
with each other. And Eddie Behmw Il cover that in
his testinony.

MR. SAVAGE: Ckay. And M. Bradford's
Exhi bit E4, have you | ooked at that?

M5. MUELLER: Yes.

MR. SAVAGE: What does he cl aimthat
t he Joker and Bane units cover?

M5. MUELLER: He's saying that the
Joker and Bane are geol ogically anal ogous to their
Bat man devel opnent.

MR. SAVAGE: Okay. Does he descri be
the extent of the formations that it covers?

M5. MUELLER: Yeah. So he's mappi ng
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the Phi H of the Third Bone Spring sand in the top
map. And then the Phi H of the total Wl fcanp A shale
I n the bottom nmap.

However, their landing zone is |ocated
wthin just the very, very upper part of the Wl fcanp
known as the X and Y Sands.

And so | think by mapping the entire
Wol fcanp A shale, it's a little bit m srepresentative
of what they're actually targeting.

Just because when they aimfor the very
top of the Wbl fcanp, they're not going to be draining
t he Wol fcanp shal e bel ow.

MR. SAVAGE: Ckay. Does that effect
t he anal ogy between the Joker and Bane and t he Bat man
wel | s?

M5. MJELLER: So | would say Joker and
Bane and Bat man are geol ogi cally anal ogous. However,
| think they're trying to point out that the Bl ack and
Tan i s not anal ogous to Joker and Bane.

VWi ch they are slightly different.

There's about a 4 pore/foot difference in the Third
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Bone Spring sand and only a 3 pore/foot difference in
the Wbl f canp sands.

But both the Black and Tan devel opnment
and the Joker and Bane are |ocated within a
hi gh-porosity third sand fairway wth only about a
hundred-fifty-foot difference in structure. So |
woul d consi der those geol ogically anal ogous.

MR. SAVAGE: GOkay. And M. Bradford
seens to indicate in his testinony and the Exhibit E3
that Batman wells, if | understand this, have a
t hi cker bone spring in the Wil fcanp formati on than the
Bl ack and Tan wel | s?

And | think you may have tal ked about
this already, but is that true?

MS5. MUELLER: Yeah. So that's what |
j ust nentioned about the slight variation in Phi H
bet ween the two areas.

However, it -- | don't consider that to
be a significant difference as they both lie within
t he high-porosity third sand fairway that the majority

of operators are targeting here within the third sand.
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So I would still consider themto be
geol ogi ¢ anal ogs.

MR. SAVAGE: Ckay. M. Bradford,
| ooking at his exhibits, seens to give a nunber of
exanples in E8 and E15 where he believes
co-devel opnment units currently exist.

In fact, | ooking at Section 28 and 23
of 20 South 34 East, what is your opinion of those
bei ng co-devel opnent units?

M5. MJELLER: So | think you're
referring to the Little Bear devel opnent. And |
define that to be landed in only the Wl fcanp, whereas
they're saying that they're staggered between the
Wbl f canp and third sands.

So because the Wbl fcanp sands are so
thin in the proximl part of the basin, it's sonetines
really difficult to tell where wells have | anded
versus how they're defined on permts.

And at C marex, we use two approaches
to define where the wells are | anded. W use grids at

the top and base of each |anding zone. And then, we
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al so doubl e-check that using offset type | ogs.

So |'m not sure where the discrepancy
I s between how Perm an Resources m ght be defining
wells versus how we do it. But we're definitely using
grids.

MR. SAVAGE: So if | understand that
right, you're |l ooking at the geology and not a form
that's generated in an office?

M5. MUELLER: Right. W' re checking
the permtted depths, but we're also | ooking at the
geologic grids to confirmor maybe have a different
opi nion on where the wells m ght be | anded.

MR. SAVAGE: And so is it the geol ogy
t hat determ nes waste and correlative rights? O at
| east relates to thenf

M5. MUELLER: |'m not sure what you
mean by that.

MR. SAVAGE: Well, would you have a
nore accurate assessnment of questions |ike waste if
you're |l ooking directly at the geology and taking that

i nto consi deration?
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M5. MUELLER: As opposed to just going
with a nunber on the permtted form that's correct.
Yeah.

MR. SAVAGE: Also |ooking at M.
Bradford's exhibits -- let's see here. So in terns of
your answer to the Little Bear not being a truly
co-devel opnent unit, is there a debate about the
number of actual co-devel opnent units in this area
that's being represented?

M5. MIJELLER: Yeah. | would say there
are a couple differences in how we're defining where
the wells are | anded versus where Perm an Resources is
defining where the wells are | anded.

MR. SAVAGE: Okay. Could you give a
ki nd of overview -- a little overview of which ones
t hat you rai se questions about?

Or are there additional ones that you

rai se questions about that | have not nentioned?
MS. MJELLER: | think the Little Bear
was the main one. | noticed the other one they had

was the War Eagle in Sections 1 and 12 out of 20 South
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33 East.

That one just doesn't have a devi ation
survey yet so | haven't included it on nmy Wl fcanp
map. But once that deviation survey cones in, then
|"mable to QC the depths of that well.

MR. SAVAGE: Okay. And what about
sone of the other units that had been, you know,
thrown around, |ike Riddler and those kinds of wells?

MS. MUELLER: The Riddler unit, those
wells are all one-mle Third Bone Spring sand wells
that were drilled by Read & Stevens.

MR. SAVAGE: Ckay. Now |I'm | ooking at
M. Bradford' s Paragraph E7 in Exhibit E7. | nean
that just |ooks like a ot of wells.

VWhy doesn't Cinmarex have wells all over
the place |ike that?

M5. MUELLER: So Ci marex proposed wells
that lie within lower-risk zones. So |I'm show ng that
in my Exhibit B4, | believe.

Meani ng that there's offset production

I n a geologically anal ogous area within the first
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sand, second sand, and third sand.

And then in M. Bradford' s statenent
for Exhibit E7, he's saying that their plan
denonstrates that its spacing assunmes maxi mum
devel opnment of all prospective zones.

VWi ch to ne sounds like this
devel opnent plan is not what Perm an Resources intends
to realistically drill. So Cimarex is also
i nvestigating the upper second sand in this area.

But because it's highly channelized and
the offset upper second sand wells are over six nles
away to the north, we're not rushing into a
devel opnent. And we'd like to collect nore data on
those wells as we drill the Third Sand wells first.

And then we're also actively targeting
t he Harkey and South | ead. But we need to eval uate
the maturity of the shale up there and whether it's an
econom cally viable target, especially with
co-devel oping with an established zone such as the
| ower Second Sand.

MR. SAVAGE: So if | understand that
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right, Perm an Resources by proposing all these

wells -- | believe there's 48 of them-- as initial

wells to be commenced drilling if an order is issued

in one year, would you feel |like they're being rushed?
M5. MUELLER: Yeah. | think the main

| andi ng zones that we would have an issue with are the
upper Second Sand.

| think nore data needs to be collected
on that zone, as well as the Harkey and then the upper
Wl f canp bei ng co-devel oped with the Third Sand.

MR. SAVAGE: Ckay. So if I'mlooking
at this -- you would question the upper Wl fcanp and
t he Bone Spring; why do you question that?

M5. MUELLER: It goes back to the very
tight vertical spacing of just 95 feet. W don't
consider that a true stagger.

And it's essentially a flat devel opnent
within one conbined reservoir interval of eight wells
per section, which is twice as many wells as the
maj ority of operators have drilled within that

reservoir up here.
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MR. SAVAGE: Okay. So flat
devel opnent. So if | understand this right, you think
there's a single reservoir; correct?

MS. MUELLER: Correct.

MR. SAVAGE: What happens if you put
two well bores into a single reservoir?

M5. MUELLER: At 95-foot vertical
separation, there would be a significant anount of
interference. And Eddie's going to show that |ater on
with the Bl ack and Tan devel opnent.

MR. SAVAGE: Ckay. So would there be
any benefit or not to --

M5. MUELLER: | think it's -- it's a

matter of where you're allocating your reserves.

So if you drill a Third Sand well and
you drill a Wolfcanp well directly belowit, then one
well is going to steal fromthe other.

MR. SAVAGE: Does the reservoir contain
alimted anpbunt of resource?
MS. MUELLER: Yes.

MR. SAVAGE: So how woul d you descri be
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Ci marex's approach in general conpared to Perm an
Resour ces' approach?

M5. MUELLER: | think the best way to
describe it is in the gun barrel plot. Let nme get to
it.

So ny Exhibit B4. Cimarex plans to
drill four wells per section within the basal Third
Bone Spring Sand. That's the established target in
t he area.

And then, Perm an Resources wll be
essentially doubling that well count within the sane
reservoir interval by adding in an additional four
wells within the upper Wl fcanp.

MR. SAVAGE: And what are -- can you
descri be the possi bl e consequences of Perm an
Resources drilling all these wells?

M5. MUELLER: So their devel opnent is
essentially eight wells per section. It's in a highly
porous and perneable reservoir that's been devel oped
across nost of the area with half the wells. So I

woul d consider it to be a waste of bore well s,
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essential ly.

MR. SAVAGE: Madam Hearing Exam ner,

" mdone with nmy rebuttal conparison. And Ms. Mieller
Is avail able for cross exam

M5. ORTH:. All right. Thank you very
much.

M. Rankin, do you have questions of
Ms. Muel ler?

MR. RANKI N: Madam Hearing O ficer, |
do. | wonder -- and | apologize -- if | may take a
short facility break before we comrence. | apol ogi ze.

In order for ne to have ny attention
appropriately fixated on the questions, | need to take
a short break. | apol ogize.

M5. ORTH: You know what? We need to
take a break about this tinme anyway and then go to
4:30. So let's just conme back at 3:05.

It's close to a 15-m nute break. And
then we'll go straight on to 4: 30.

MR. RANKI N. Thank you.

(OFf the record.)
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M5. ORTH. -- was about to begin his
cross-exam nation of Ms. Muieller.

Pl ease go ahead.

MR. RANKIN: Good afternoon, Ms.
Muel l er. How are you?

MS. MUELLER: Doi ng wel | .

MR. RANKIN: If you can't hear ne or if
my questions get garbled, just please let nme know and
"1l restate. Thank you.

| wanted to just clarify a couple of
things. | had understood -- based on your cross-
section and gun barrel view, | guess, really -- that
Ci marex was proposing a devel opnment plan of 24 wells
per section.

But when | read M. Coffman's testinony
t hat was updated, he says that there's going to be 30
wells per section. And | didn't see that in your gun
barrel view so | wanted to ask you.

And | understand that maybe those
addi tional four wells m ght be accounted for by the

Second Bone Spring -- upper Second Bone Spring zone,
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whi ch you i ndi cated needed sone additional eval uation.

s that the situation there? Where he
Identified 30 wells as the full devel opnment, and
you've got 24 in your gun barrel? And the difference
I s that upper Second Bone Spring zone?

M5. MUELLER:. So we have 12 wells per
secti on. So 24 total. And then, the 6 extra would
cone froma potential upper Second Sand stagger.
Correct.

MR. RANKIN. So that would be two wells
per section? Oh, no. Sorry.

M5. MJELLER: Three in the upper Second

Sand.

MR. RANKIN: Three per section. [|I'm
sorry.

Now woul d that 30-well total for both
devel opnents, at this point, be -- would you consi der

that to be Cimarex's full devel opnment plan?
M5. MUELLER: That would not be the
maxi mum devel opnment plan that we would ever drill.

There's still opportunity within the Wil fcanp A shale
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potentially deeper.

But the wells that we've proposed are
the ones that we feel confident in drilling in the
near future.

MR. RANKIN:  You know what your nmaxi num
devel opnent plan would be for this acreage?

M5. MJELLER: It's hard to say w t hout
addi tional information, including additional offset
devel opnent, which is why we hadn't proposed
additional wells wthin the Wl fcanp A shale.

But | do see us potentially drilling
t he upper Second Sand which is why that well count
I ncreased to 30.

| don't -- it'd be very difficult to
tell if we would actually stagger the | ower Second
Sand with the third carbonate |ike Perm an Resources
has.

It's a lot |like the Wl fcanp and the
Third Sand. There's a |lot of shared resource there
with mnimal frac baffles separating the two.

But | think that requires future or
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addi ti onal research and information, as well.

MR. RANKIN:. What | took away from your
testinony is that you' re not taking anything off the
tabl e; but you're saying that Ci narex needs to obtain
or acquire additional data, information, nore
anal ogous offsetting wells in order to make an
educat ed determ nation on how to proceed with sone of
t hese other zones; is that a fair recapitul ation?

MS. MJELLER: Yes.

MR. RANKIN: And so an operator, you
know, would -- if they're going to propose certain
zones, they would -- as you're suggesting -- would
want to have sonme data information on an offset that
t hey could base their proposals on; fair to say?

MS. MUELLER: Yes.

MR. RANKIN: And you understand t hat
Perm an has drilled a pilot hole in its offsetting
Bat man devel opnent pl an?

MS. MUELLER: Yes.

MR. RANKIN:. And you understand that

they took sonme -- they did sone science and core --
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t ook sonme core data and sanples fromthat pilot hol e?

M5. MUELLER: Yep

MR. RANKIN: And that's the kind of
thing that you're tal king about? That C marex woul d
need to do before it made a determ nation about
whet her to target the Harkey, the upper Second Bone
Spring -- or what is it? Co-develop the Harkey and
t he | ower Second Bone Spring?

M5. MUELLER: Yes.

MR. RANKIN: | want to talk a little
bit -- | want to just have a little better
under st andi ng about frac baffles.

| think I understood you to clarify
that frac baffles are basically -- and in your
exhi bits, you identify frac baffles, | think, nostly
as carbonate.

But | think in your testinony just now,
you explained that really, it could be any tight
formation that would flow -- | ow perneability that
woul d inpair or inpede a frac from propagating; is

that correct?
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M5. MUELLER: Yes. The npbst common
type of frac baffle we see within the Bone Spring
reservoir is carbonate.

However, in the Wbl fcanp in many
areas -- especially the Wl fcamp A2 down south or in
Eddy County -- we see a high anount of clay stone
whi ch we woul d al so consider a frac baffle.

MR. RANKIN:. These cross-sections, you
just identify frac baffles as being carbonates; right?

MS. MUELLER: Ri ght .

MR. RANKIN: But are there no other
tight intervening |l enses or formations that are not
carbonates that you believe would inpede or inpair
frac propagation at all?

M5. MUELLER: Not from what | see on
the logs. What |'mtrying to identify is where the
neutron and density porosity decreases down to al nost
0O percent. O less than 4 percent density porosity is
a common cutoff used for frac baffles.

So what |'m highlighting is all | see

for formati ons that reach that |low |l evel of porosity
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I's the carbonate within the third car on ny Exhibit
B7.

MR. RANKIN:. Ckay. And so | ooking at
that Exhibit B7, | see you have indicated sonme frac
baffl es between the Third Cone Spring and the third
carbonate within the Bone Spring; correct?

M5. MUELLER: Correct.

MR. RANKI N:. But nothi ng between the
basal Third Bone Spring and the X/Y of the Wl fcanp,
and then nothing between the XY and the Wl fcanp A
correct?

M5. MUELLER: Yeah. It |ooks |ike
within the upper part of the Wolfcanp A there are
very, very thin-bedded what | ooks |ike potenti al
carbonate where you see the density porosity junp down
to zero percent.

But | didn't highlight that, because
they are so thin-bedded it's probably on an order of
five feet or less that a fracture is going to
propagat e t hrough that.

MR. RANKIN:. Right. So part of the
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ot her cal culation here in your assessnent would be not
just the log values but also the thickness; correct?

M5. MUELLER: Correct.

MR. RANKIN: Is there a sort of
t hi ckness that you're | ooking for, below which you
woul d deemit not to be an effective barrier?

M5. MJELLER: So |'mvery careful in ny
use of "frac barrier"” versus "frac baffle", because
it's very difficult to tell when fractures are
actually going to be stopped by these carbonates.

| think when a carbonate is |less than a
hundred feet, two hundred feet, it's very difficult to
measure. Fractures wll be slowed down, but it's so
difficult to tell if a fracture will actually be
st opped by that carbonate.

So a very conplicated answer of saying
the thickness is -- it's very difficult to determ ne
the thickness of a frac baffle that nakes it an actual
barrier to fractures.

MR. RANKIN: Sounds like it's sonetines

alittle bit of an art nobre than a science, huh?
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Okay. So as to determ ning what the
t hi ckness would be, let's try to use your terns.

For a baffle, do you have a sense for
| i ke what you would determne to be a barrier, a
t hi ckness of a carbonate?

M5. MUELLER: Let's see. So on ny type
| og on Exhibit B6, what we see is that there's very
limted or no communi cati on between wells | anded
within the First Bone Spring versus the Second Bone
Spring versus the Third Bone Spri ng.

So it's probably a conbination of
hei ght difference and frac baffles in between the
different landings. But | would say a good frac
baffle is probably the Second Carbonate.

MR. RANKIN: On B7, you're talking
about that baffle you've identified in the first two
well logs going fromA to A prinme?

M5. MUELLER: That's pretty thin so |
woul d consider that to be a baffle. But because it's
not over a hundred feet of solid carbonate, it's -- if

one were to land a well within the Third Carbonat e,
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" m not sure that we wouldn't see conmuni cation
between a Third Bone Spring Sand well versus a Third
Car bonate wel |

MR. RANKIN:.  Well, | think -- you know,
| think -- | guess ny bigger point here, though, is
that you didn't identify any frac baffles or barriers
on your exhibit between the Wl fcanp A or between the
XI'Y and the Third Bone Spring; right?

MS. MUELLER  Ri ght.

MR. RANKIN:. Now | want to kind of get
away fromfrac baffles a little bit, having discussed
It with you.

| want to talk a little bit nore about
Phi hei ght, pore height. And |I'mgoing to refer
to -- let's see. Make sure | have the right
par agraph. Ckay.

Par agraph 15 of your statenent, you
tal k about Phi height, porosity height, in the Third
Bone Spring. And you're referring to your Exhibit
B10; okay?

And you nmake a conpari son between the
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Wbl f canp and the Bone Springs in this exhibit. And on
your left is your type |log, your well log --
right -- that you base your mapping on; correct?

MS. MUELLER: Correct.

MR. RANKIN: And you do two things
here, | think. You map the X/ Y across the entire
I nterval based on the |log; right?

M5. MUELLER. Ri ght.

MR. RANKIN:. And in your Third Bone
Spring Sand, you do the sanme thing. And you map the
entire interval fromthe top of the Third Bone Spring
to the base. And that's the basis for your map of the
Third Bone Spring; correct?

MS. MUELLER: Correct.

MR. RANKIN:. Now Cimarex is landing its
Third Bone Spring at the base of that Third Bone
Spring interval; correct?

M5. MUELLER: Correct.

MR. RANKIN: And Cimarex is doing that,
presumabl y, because that is the zone that's identified

as having the best potential for productivity;
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correct?

M5. MUELLER: Correct.

MR. RANKIN: You' ve mapped the entire
i nterval here and attributed Phi pore hei ght across
the entire interval even though you're landing at the
base; correct?

M5. MUELLER: Correct.

MR. RANKIN:. That's what | think I
heard you conmment on in your rebuttal about what M.
Bradford did in his Exhibit E4; correct?

M5. MUELLER: Correct.

MR. RANKIN: So in your testinony, you
said that M. Bradford's depiction of the gross Phi
hei ght of the X/Y which was across the entire interval
when they're | anding at the bottom-- towards the
bottomof it was a little bit of a m srepresentation
of the quality of that zone. Because they're really
only landing in the bottom portion of it; correct?

M5. MUELLER: They woul d be | andi ng at
the top of the --

MR. RANKIN: I'msorry. Top. Sorry.
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Top. Sorry.

MS. MJELLER: Right.

MR. RANKIN: But except for ny
m sconmuni cati on on what part of the X/Y, that was the
thrust of your statenent in your testinony; correct?

MS. MUELLER: Correct.

MR. RANKI N: So here, however, it seens
to nme you're doing the sane thing. You' ve mapped the
entire interval but you're landing the very bottom of
it.

And it seens to ne that's a potenti al
m srepresentation of the target; is that not a fair
st at enment ?

M5. MUELLER: The point of this exhibit
was to show what percent of the reservoir is the Bone
Spring versus what percent of the reservoir is the
upper Wl f canp.

If I were to map the total reservoir, |
would map fromthe top of the Third Sand down to the
top of the Al.

MR. RANKIN:. Ckay. Now in doing
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so -- | guess let nme ask you this, then.

I n doing so, you're -- in this
circunstance, is Phi height the pore height?

Is it -- as | understand your
testinony, it's serving as a proxy, as a substitute,
for potential hydrocarbon production; is that fair?

M5. MUELLER: Yes.

MR. RANKIN: But Phi height -- in other
wor ds, the neasurenent of the pore density across the
interval -- doesn't tell you anything about what's in
t hose pores; does it?

MS. MUELLER: Ri ght .

MR. RANKIN:. So you don't know, | ooking
at this data, what portion of that Third Bone Spring
Sand is oil-saturated, water-saturated, or sone
conmbi nati on of the two?

MS. MUELLER: Right. And | did | ook at
SO Phi H as well and cane up with very simlar val ues.
But here, 1've only shown Phi H.

MR. RANKIN. \Where do you get your --

where did you get those values fronf
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M5. MUELLER: Those were derived from
our petrophysics nodel.

MR. RANKIN: Ckay. So it's not actual
data that you had to determ ne that val ue?

M5. MUELLER: It's actual data taken
froma different part of the basin.

MR. RANKIN: Okay. And it's -- |I'm not
a nodeler. 1'mnot going to pretend to be one.

But it's not data taken fromw thin
t hat four-section area or any i medi ate offsets?

M5. MUELLER: Correct.

MR. RANKIN: So when you did your
anal ysis here in B10 where you eval uate what portion
of the reservoir the Third Bone Spring contri butes
versus the Wbl fcanp, that's sinply a neasure of the
pore space as a proxy for productivity; correct?

M5. MUELLER: Correct. It was the best
way | could quantify through mappi ng which part of the
reservoir came fromthe Bone Spring versus the upper
VoI f canp.

MR. RANKI N: But C narex doesn't have
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the data itself or any offsetting wells to go any
farther than this with its assessnent; is that
correct?

MS. MUELLER: Not in this area. But
el sewhere, we do.

MR. RANKIN: Thank you. Now | guess
just one other point | wanted to nake on this is --
again, |1've got a kind of sort of tangent to this.

But your determ nation, your assessment
of the reservoir essentially assunes uniformity
across -- and I'mgoing to say -- both the XY and the
Third Bone Spring here.

| mean, you're unable to make any
di stinctions or gradations between any portions of
these well -- at least in this assessnent, you're not
maki ng any distinctions in the quality fromthe top to
the bottom between the top of the Third Bone Spring

to the bottomof the X/'Y; correct?

M5. MUELLER: |'m not sure what you
mean by that.
MR. RANKIN: | nean, in other words,
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you know, you're just conparing the kind of
gross-scal e porosity across these two intervals.

And you're not saying, you know, the
upper third is better than the bottomthird or
anything like that. You're just sort of conparing
them on a gross basis?

MS. MUELLER: Ri ght.

MR. RANKIN: All right. Now let's nmake
sure -- all right. [I'mgoing to stay on pore height a
little bit nore.

Because | heard you tal k about
anal ogi zi ng or considering whether the -- | believe.
Let's see if |I've got the right map here. One second.

Have to find the right one. Ckay.

B10. Okay. Good thing because that's right where we
were. Ckay.

The Bl ack and Tan -- okay -- is the
well that was drilled by Apache, and M. Behm
addresses it fairly extensively in his testinony.

And he does sone analysis of the pore

hei ght or the Phi height -- right -- of the interval
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where the Black and Tan is |ocated. And that's
Section 27, just to the south of the area of interest
her e.

And |'mgoing to -- in this situation,
going to share ny screen just so we can see better.
Al right. 1've got your B10 up on the screen. Can
you see it?

MS. MUELLER: Yes.

MR. RANKIN:. So on the righthand side
I's your map of the Phi height or pore height for the
VWl f canp X/ Y Sands; correct?

MS. MUELLER: Correct.

MR. RANKIN:. And you've indicated here
It's essentially a range from9, 10, to 11 pore height
or, you know, pore-foot, | guess.

|'"mnot articulate on -- but basically,
that's the gist here; right? That that's the range of
that Phi height here in this area?

MS. MUELLER: Yes.

MR. RANKIN: Now the -- and it's hard

to read. It's very hard to read. But Section 27, as
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M. Behm states, is approximately two m | es south,
maybe a little bit nore.

| can see it on ny screen, but it's
basically -- it's hard to see. Tell nme if you agree
that it's this section that I"'mcircling around wth
my cursor. Do you agree?

M5. MUELLER: Yes.

MR. RANKIN: Okay. Nowin M. Behnms
testi nony, he assigns that section a Phi height of 7;
right?
MUELLER:  Yes.

RANKI N:  And you agree with that?

5 D O

MUELLER:  Yes.

MR. RANKIN: And he assigns, | guess,
an average value of 10 for the M ghty Pheasant, Loosey
Goosey, Joker, Bane areas |'ve highlighted here with a
red circle -- a red outline; yeah?

M5. MUELLER: Yes.

MR. RANKIN: Now that doesn't seemlike
a big nunber or a big difference, but what's the

percentage difference between 7 and 10 there?
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M5. MUELLER: 30 percent.

MR. RANKIN. Pretty good, isn't it?
mean, that's -- actually, well, | nean -- yeah.

That's a pretty good nunber.

And so you're saying that that's an
i nsignificant -- and now let ne ask you this. In your
testi nony, you equate Phi height with productivity of
oil and gas; correct?

M5. MUELLER: Correct.

MR. RANKIN: And so a difference of 30
percent in the potential for productivity between the
Bl ack and Tan location in Section 27 and the
Joker/ Bane cases in the sections highlighted, even by
your own Phi height analysis, is a pretty potentially
substantial difference in productivity as a Phi hei ght
Is a proxy for productivity?

M5. MUELLER: | would disagree with
that for Wl fcanp production.

One of the reasons why | sued Phi H was
because for all of the Third Bone Spring Sand

production in the area, we have wells in |lower Phi H
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and hi gher Phi H.

There's a pretty good spread across
this map. And we found a pretty good correl ation
bet ween wel | productivity and Phi H

The Wbl f canp, however, has a very
limted nunber of tests in this area. So it's a
little difficult to tell if the Wil fcanp production is
on-trend with the Wl fcanp mappi ng, because a | ot of
t hat production is comng fromthe Third Bone Spring
Sand.

MR. RANKIN. Aren't they both one tank?
Aren't they both one reservoir? And how would there
be a distinction between the two?

M5. MUELLER: |'m sayi ng based on these
maps. And | totally agree that these are both one
reservoir.

So if | were to ook at productivity of
both the Third Sand and the Wbl fcanp wells conpared to
a map of both the Third Sand and the X/Y Phi H, there
woul d be nore of a correlation between productivity

and the Phi H map.
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But with so few Wil fcanp X/Y data
poi nts and just conparing that the Wl fcanp map;
because it's -- there's no production over a |arge
area with a large span in Phi Hdifferences, it's a
little nore difficult to tell.

MR. RANKIN:  Your hesitation is that
you don't have enough data to nake that correlation in
t he Wol fcanp between Phi H and productivity in the
VoI f canmp?

MS. MUELLER: Ri ght .

MR. RANKIN. So you're hesitant to make
that further step even though it's your position that
the Wol fcanp and X/Y and the Third Bone Spring are,
essentially -- function as a single flow unit; agree?

M5. MUJELLER: | hesitate in the
Wol f canmp, but I'mvery confident in the Third Sand
contributing 72.8 percent of the reservoir.

MR. RANKIN:. | need to make sure | get
my screen resized properly.

Now Ms. Mieller, you're famliar wth

the letter that | -- were you present for ny
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exam nation of M. Coffnman?

MS. MJELLER: Yes, | was.

MR. RANKIN: And did you hear our
di scussi on about the June 15, 2023 letter that he sent
out to sone of the owners for -- to supplenent their
previous well proposal for the Bone Spring wells?

M5. MUELLER: Yes.

MR. RANKIN:. And you heard our
di scussion around that |etter about how he agreed that
i n general, the Wl fcanp would contribute anywhere
from5 to 26 percent or so of production fromthose --
to those Bone Spring wells?

MS. MUELLER: | don't renenber if
that's what it said.

MR. RANKIN: Are you famliar with the
briefing that C marex's counsel submtted to the
Di vision on the legal issues around these cases?

M5. MUJELLER: I'mrelatively famliar
with the | egal aspect.

MR. RANKIN:. Pardon nmy screen for a

noment. |I'magoing to pull up the brief. Because |
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want to understand where these nunbers cane from and
| believe they're related to your assessnment of Phi
hei ght. And | want to understand; okay?

MS. MJELLER: Okay.

MR. RANKI N: Because |'m not connected
to our server directly, everything takes a little nore
time. Okay. All right. I'mgoing to, again, share
ny screen.

Oh, no. Wait. AmI1? Yes. Cicked
the wong thing. All right.

This is page 6 of Cinmarex's brief;
okay? And |'ve highlighted the section here. And |I'm
going to just scroll up so you can see that I'm
referring to the docunent that | said | was: C marex
Energy's Brief Providing the Basis for Evaluating a
Single Reservoir; okay? |'mnot going to read the
whol e t hi ng.

Now in this brief -- okay -- that they
filed with the Division, C marex counsel identifies --
says the follow ng: "When an operator pools and spaces

just the Bone Spring pursuant to the pooling statutes,
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t he operator produces hydrocarbons fromthe Bone
Spring.

"However, this production wll also
naturally drain a certain percentage fromthe upper
Wl f canp because of the communi cati on between the
formati ons.

"The exact anount of the production
attributable to the upper Wl fcanp is uncertain, but
can range anywhere from5 to 10 percent up to
approxi mately 26 percent.

"Such drainage, distinct from
production, is incidental to producing the target
formati on which is the Bone Spring."

OCkay. Do you recall ever seeing that
| anguage bef ore?

M5. MUELLER: Yes.

MR. RANKIN: All right. \Where did
t hese nunbers cone fron? How does Ci narex deterni ne
that 5 to 10 percent or up to 26 percent of production
in these Bone Spring wells will cone fromthe

Wl f canmp?
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M5. MUJELLER: | believe that's based on
both Eddie's analysis of the Black and Tan as well as
t hese Phi H percentages.

MR. RANKIN:  Sonme conbi nati on of
geol ogy and engi neering. Okay. Do you agree with
t hat range?

M5. MUELLER: Yes.

MR. RANKIN: Do you agree that the
exact anount of hydrocarbons fromthe Wbl fcanp that
woul d be produced is uncertain?

M5. MUELLER: Yes.

MR. RANKIN: Do you agree it could be
nore than 26 percent?

M5. MJUELLER: Based on the Phi H maps,
that's highly inprobable.

MR. RANKIN: Okay. And again, that's
just a proxy for porosity. You don't know. You have
no basis to say in this location -- because you have
no data -- how nmuch of that porosity is filled with
oil or water or a rough conbination; correct?

MS. MUELLER: We have no data to
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support a confident oil saturation neasurenent.
Therefore, | can't give an accurate SO Phi H map.

But | amconfident in the relationship
between Phi H and productivity of offset well.

MR. RANKIN:. Only in the Bone Spring;
correct?

MS. MUELLER: Correct.

MR. RANKI N: Because you don't -- you
just told nme you weren't confident about it in the
Wl f canp; correct?

MS. MJELLER: Yeah.

MR. RANKIN: Thank you. Now so you
don't know, | nean, standing here today whether it
could be less or nore; right? It could be nore.

MS. MUELLER: Highly doubtful.

MR. RANKIN: Okay. So you're not -- so
you don't know. Now --

M5. MUELLER: | do not know.

MR. RANKIN: Yeah. Now let ne ask you
this. Suppose that the Division approves Ci marex's

application under option two and pools both the
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Wbl f canmp and the Bone Spring and dedi cates the Bone
Spring wells to both fornmations.

In other words, there's no well drilled
i nto the upper Wl fcanp; okay? And the WI fcanp pool
IS being drained only by the Bone Spring wells; okay?

s it your opinion -- do you have any
| dea whether the Bone Spring wells wll effectively
and efficiently drain the Wl fcanp?

MS. MUELLER: | think there will be
I nci dental drainage fromthe upper Wl fcanp. | don't
think the Bone Spring wells will drain the Wl fcanp Al
shal e.

MR. RANKIN: You told ne that it's
doubtful it will exceed 26 percentage production from
the Wol fcanp in the Bone Spring wells; correct?

M5. MUELLER: Correct.

MR. RANKIN: And you're tal king about
t he upper Wbl fcanp here; correct?

M5. MUELLER Ri ght.

MR. RANKIN. So even the upper Wl fcanp

Is only going to contribute, in your view, doubtfully
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any nore than 26 percent to production fromthe upper
Wl f canp; correct?

M5. MUELLER: Correct.

MR. RANKIN: But neverthel ess, Cinmarex
I's seeking to pool the entire Wolfcanp formation under
option two; correct?

M5. MUELLER: Correct.

MR. RANKIN: Are you aware of any wells
that Cimarex has drilled within M. Behm s area of
review that targe the | ower Wl fcanp?

M5. MUELLER: The Perry -- | forgot the
nunber. But Cinmarex actually did target the Wl fcanp
A shal e at our Perry section, Section 22 in 20 South
34 East on one end of the section.

And then we also targeted the Third
Bone Spring Sand on the other end of the section.

MR. RANKIN: My understandi ng of M.
Behm s testinony on the Perry was that it was not a
good well, and it sounded to ne |like they wouldn't be
interested in drilling another one like it; is that

your under standi ng?
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M5. MUELLER: It would be a lower-tier
reservoir, but we would definitely come back and dril
It at sonme point.

MR. RANKIN. So your understanding is
under Cimarex's econom cs, the Perry well woul d be
sonet hing that they would drill again?

M5. MUELLER: Yes.

MR. RANKIN: They would drill it? They
woul d target that Wolfcanp zone i ndependently of the
Bone Spring because it's econom c?

M5. MUELLER: Yes. It's just |ower
tier so it would be further out in our inventory.

MR. RANKIN: Now on the Black and Tan,
M. Behmtestifies -- we haven't gotten to himyet, of
course; but he testifies that it's the only and best
analog to Perm an's devel opnent plan and is predictive
of the likely outcone of Perm an's proposed wells in
the |l ower Third Bone Spring and the upper Wl fcanp
XY.

Do you recall his testinmony on that if

you reviewed his witten testinony?
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MS. MUELLER: Yes.
MR. RANKIN: Is that a fair
recapitul ation of what M. Behmtestified?
MS. MJELLER: Yes.
MR. RANKIN: Have you conferred wth

hi m over the geol ogy where the Black and Tan wells are

| anded?

MS. MJELLER: Yes.

MR. RANKI N: | think at this tinme, M.
Muel l er, | have no further questions. And we'll turn

her back over for redirect or questions by the
exam ners.

M5. ORTH:. Thank you, M. Rankin.

Now | et me pause a nonent in the event
ot her parties who have entered an appearance have a
question of Ms. Mueller. No?

Do you have any redirect, M. Savage?

MR. SAVAGE: | do. Thank you, Madam
Heari ng Exam ner.

Ms. Mieller, the Perm an Resources

well's, where are they positioning those in the
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Wol f canp?

M5. MUELLER: Bane and Joker, you nean?

MR. SAVAGE: Yes.

MS. MJUELLER: Those will be in the
Wl fcanp Y Sand.

MR. SAVAGE: And in that |ocation, Bane
and Joker, would they produce the entire Wl fcanmp?

M5. MUELLER: No. They woul d not.

MR. SAVAGE: So if | understand that,
I n conparison fromthe Third Bone Spring and the
Perm an Resources' Wbl fcanp would bear the sane; is
t hat correct?

M5. MUELLER: Say that again? Sorry.

MR. SAVAGE: In terns of producing the
Wbl f canmp, would you say that Cimarex's Third Bone
Spring well would be just as effective at producing
the Wol fcanp as their upper Wl fcanmp wells?

M5. MUJELLER: It's hard to say because
we're primarily targeting the Third Bone Spring Sand.
But we woul d expect sone drainage fromthe upper

Wl f canp.
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MR. SAVAGE: And if that were pool ed,

t hat drai nage, that would be production; do you agree
with that?

M5. MUELLER:  Yes.

MR. RANKIN: But Perm an Resources'
upper Wol fcanp wells would not produce fully the
m ddl e or the | ower Wolfcanp; is that right?

MS. MUELLER: That's correct.

MR. SAVAGE: Okay. So they are
potentially anal ogous in regards to how nuch they
woul d produce fromthe Wl fcanmp?

M5. MUELLER: You're saying our -- the
basal Third Sand wells versus the Wolfcanp Y Sand are
anal ogous?

MR. SAVAGE: That they are going to
basi cal |y produce about the same anount fromthe
Wl f canp; is that accurate?

M5. MUELLER: Yes. | would agree with
t hat .

MR. SAVAGE: And once you drill the

wells, is it fair to say that you would coll ect nore
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dat a?

M5. MUELLER: Yes. That's our plan
when we go in and drill the Third Bone Spring Sand
wel | s.

MR. SAVAGE: And based on that data,
you woul d have an accurate assessnent of how nmuch is
bei ng produced fromthe Wl fcanp; do you agree with
t hat ?

MS. MJELLER: Yes. And | would love to
get a nore accurate estimation of oil saturation.

MR. SAVAGE: So at that point, you
woul d have concrete nunmbers and firm percentages; do
you agree?

M5. MUELLER: Yes.

MR. SAVAGE: And there's a question of
al l ocation that has been brought up through this. And
M. Rankin, | believe, has alluded to this.

But those firm nunbers that you'd
receive in ternms of percentages, would those allow you
to do an accurate allocation?

MR. RANKIN: Objection. | didn't ask
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her about allocation between the different formati ons

for the purposes of pooling.

MR. SAVAGE: I'IIl --

MS. ORTH: Right.

MR. SAVAGE: I'Ill strike that question.
M5. ORTH:. Thank you.

MR. SAVAGE: I|"m finished, Madam

Exam ner, with the redirect.

o

ORTH: All right. Thank you.

s

Garcia, do you have any questions
of Ms. Mueller?

MR. GARCIA: | have a few

Good afternoon, Ms. Mueller. Looking
at your Exhibit B4, PDF page 195. This is ny main
guestion so we're on this exhibit because it's easiest
to see the conparison, | think.

Just to clarify sonme other stuff real
quick. Earlier, you said |lack of baffle. Are we
tal ki ng about no baffle exists? O is it just such a
thin baffle that a frac would bl ow right through it?

MS. MUELLER: I n nost cases around this
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whol e area, there's a very mninmal baffle. If you go
to my Exhibit B24, | actually show all of the control
poi nts.

And where the nunber says zero, it
means no baffle exists. And if it's a slightly higher
nunber, it nmeans there's sonething mniml separating
the two formations.

MR. GARCI A: Ckay. What logs did
you -- do you have for all of the formations on your
guys's cross-section from nearby wells? Wat type of
| ogs?

M5. MUELLER: Are you talking the
cross-sections in nmy exhibits? O in general, what do

we have access to?

MR. GARCIA: | guess |I'mjust curious
on if there's any way -- and this goes to both
parties, FYlI, Adam-- if the Division could get copies

of any | ogs you guys have; such as |ike neutron | ogs,
dual lateral logs, triple conbos. Just | guess I'm
curious on looking at the |logs nyself, too.

M5. MJELLER: Got you. So we have a
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| ot of deep vertical control with triple conbos. 1In
some cases, we have sonics as well.

And | think we're able to provide
copies of well logs that we own. So anything in --
any logs in my exhibit, | should be able to provide
for you guys.

MR. GARCI A: Okay.

M5. MUELLER: But | can check for
specialty log data. But this is pretty nmuch the basis
of ny exhibits, just triple conbo.

MR. GARCIA: | have a personal
weakness. | struggle with ganma on formation plots.

M5. MUELLER. Right. Wich is why we
try to use gamma resistivity and neutron density.

MR. GARCI A: Yeah. Yeah. They're just
hard to read when they're coded in the exhibits and
not the actual | og sonetines.

M5. MUELLER: Got you.

MR. GARCI A: You discussed earlier that
basically the Third Bone Springs on the top of the

Wl fcanp is essentially acting as a reservoir, a
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single reservoir.

Have you tal ked to OCD or any of the
district offices about the possibility of renam ng
this as a single pool?

M5. MUELLER: Not that |'m aware of,
but | would highly support that.

MR. GARCIA: Yeah. |I'mgoing to
but cher the definition, but OCD calls pools basically
a uni que source of reservoir, a unique source of oil

We have sone parts of the state that --
li ke up north, I think we have the Mesaverde pools
whi ch crosses three separate formations, | think.

| was just curious if you've had any
di scussions with the Division on this before.

MS. MUELLER: | don't think so but 1'd
have to refer to Darin.

MR. GARCIA: That's fine. |I'm not
awar e of any, nyself.

How thick is the Wol fcanp X/'Y here?

m ght have mi ssed your exhibit on that.

MS. MUELLER: Let's see. About a
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hundred feet.

MR. GARCI A: Ckay. Did you guys
evaluate any wine rack patterns with the Wl fcam A
then? O also stacked patterns, | guess?

M5. MUELLER: You nean what our future
devel opnent plan m ght | ook Iike when we conme back and
devel op the Wbl fcanp A?

MR. GARCIA: | guess initial
devel opnent plans and future devel opnent pl ans.

M5. MJELLER: Yeah. So | guess our
Tier 1 formations in this area are the Third Sand,
Second Sand, and First Sand so that's what we
pr oposed.

If we were to come back [ater on and
devel op the Wl fcanp A shale, then we would | and
probably 250 feet-ish below our Third Sand | anding to
make sure that those wells have m ninmal interaction
bet ween each other. But | don't have an exanpl e of
that in nmy exhibits.

MR. GARCI A: Ckay. And | guess that

kind of leads into ny next thing is -- if you cone
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back in the future, do you foresee any native
parent-child effects with those Wolfcanp A wells?

M5. MUELLER: | think we would | and as
| ow as possible to avoid parent-child rel ati onships
bet ween the Wbl fcanp A shale and the Third Sand wells.

MR. GARCIA: Earlier, we spoke to your
| andman about option one and option two. | believe he
said his option one was his preferred outcone, which
was conpl etely pooling just the Bone Springs.

| guess do you agree with that option?
O woul d you prefer the option two because of
potential future Wbl fcanmp devel opnent ?

M5. MUELLER: | think I would agree
with option one. And we would cone back | ater on and
drop our well below any sort of baffle, well into the
Al shal e.

MR. GARCI A: Ckay. And your counsel's
aware if you -- if that was to play out that way, you
woul d nost |ikely have to reapply for conmpul sory
pooling of Wolfcanp if option one was successful.

Just a FYI.
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Sorry. |'mnoving pretty quick through
these. You touched a little bit about frac grow h.
Are you the one |I can ask about frac questions and
frac hei ght?

M5. MUELLER: | woul d probably | eave
that nore to Eddie, but | can coment on HFTS2 if
that's kind of where you're going. | can comment on
HFTS2 m croseism c and fiber data show ng racks
gr owi ng up.

MR. GARCIA: | guess I'll ask and,
guess, if anything it'll prep Eddie to -- Eddie is
our -- is you guys's production engineer; is that
correct?

M5. MUELLER: He's our reservoir
engi neer.

MR. GARCIA: So there's lots of concern
with Read & Stevens' plan of feeding into Wl fcanp
because of the potential concerns of draining the Bone
Springs. Frac heights go upwards is what | believe
you guys have testified on today.

Was there any eval uation done on if a
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different frac design was used? | think nost
operators use slick water fracs nowadays which are
meant for, you know, high-rate/high-pressure frac
| engt h.

A d school, there's thick water fracs
which result in |lower frac | engths but w der fracs.
Woul d you expect simlar issues?

| mean -- because those frac |engths
can be half of a slick water frac in sone situations.

M5. MUELLER: Yes. 1'll comment on the
geol ogic part of that and Eddi e can comrent on the
engi neering part.

But | woul d expect that no matter what
frac design you try to go with, we're clearly unable
to control frac height growth.

And especially with the distance of 95
feet for vertical spacing and with a |ack of frac
baffles, | think no matter what frac design you go
with you're definitely going to be accessing the Third
Sand.

MR. GARCIA: Ckay. | think that is all
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my questions for now. Thank you for

nme. | know | noved fast around that.

M5. ORTH: Thank you,
Ms. Thonpson,
of Ms. Muieller?
MS. THOMPSON: |

questions at this nonent.

do you have any questions

don't have any

keeping up with

M. Garci a.

be possible to
hel pful to M.

he was aski ng?

could --

you want

absol utely.

to ask Ms. Mueller

MS. ORTH: AlIl right. Thank you.

Anyt hing else for Ms. Mieller today?
MR. SAVAGE: Madam Exam ner, would it
provi de sonme comments that m ght be

Garci a based on sone of the questions

M5. ORTH: You nean right now?

MR. SAVAGE: Right now or -- yes. [If |
M5. ORTH: Yeah.

MR. SAVAGE: Ckay.

M5. ORTH: No, no. That's fine. |If

sone foll ow up,
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MR. SAVAGE: No. |'d just make sone
comments regarding M. Garcia's questions. | think
there's sonme information that woul d be useful for him
that would clarify.

M5. ORTH:. All righty. Go ahead.

MR. SAVAGE: Okay.

M. Garcia, you know that those were
very interesting questions. The option one, the
guestion about pooling just the Bone Spring.

We had a case involving Pride Energy
just | ast week; and that's case nunber 23295.

And that whole issue of |lowering the
| andi ng zone in the Wil fcanp and trying to see if you
could design fracs that would not -- that would
produce the upper Wl fcanmp and not go into the Third
Bone Spring, those were main issues that we discussed
in that. So | think that m ght be useful in that
regard.

And then, the other question you asked
about could you, you know, do a different pool that

woul d enconpass the upper Wil fcanp and the Third Bone
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Spring.

As | understand, in this area there's
been so much tradi ng because the Bone Spring seens to
be the devel oped area formati on.

And there's been a lot of trading
trying to get acreage in that Bone Spring over the
Wl fcanp. And that seens to account for the -- every
pl ace being non-uniform

So even if you did reevaluate or expand
the pool, |like doing a Wil fBone or sonething |ike
that, you would still have that ownership severance
t hat you woul d have to account for.

And under permt interpretations of the
statute and regul ations, you account for a severance
by -- you know, if you want to produce bel ow the
severance, you have to do a separate well bore as | am
sure you know.

So we still have this issue of how to
produce fromthe -- if you did option two, howto
produce fromthe Third Bone Spring and the upper

Wl f canp.
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So | think those -- you know. |
appreciate the time to be able to tal k about that.

MR. GARCIA: No. | nmean, you're
correct here on the Wl fBone. Wl fBone has m xed
f eedback fromindustry on if it's a good thing or bad
t hi ng.

And we do, like in the Mesa formati on,
have | ots of depth severance as you' re probably aware.
And we have conpul sory pooling, standard conpul sory
pooling cases on those all the time about depth
severance where counsel will bring two cases for the
entire format Yeso thickness because of depth
sever ance.

| was just curious if anyone had ever
talked to us on it before. Mre out of curiosity
t han, | guess, deciding a wnner on this. | was just
curious on how di scussi ons have taken place with
t hese.

l"msorry. I'mtrying to refrain
nyself fromthe | egal questions that | have for you,

because you touched on sone of them But |I'mtrying
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to be caged today, but --

MR. SAVAGE: | |ook forward to them
very nmuch, you know. | appreciate it.

MR. GARCI A:  Yeabh.

M5. ORTH:. Well, thank you. Thank you
bot h, gentl| eman.

And thank you, Ms. Muieller.

And let's see if we can't get another
w tness at |east nostly done. M. Savage?

MR. ZI MSKY: Madam Hearing O ficer --

MR. SAVAGE: Bill Zinsky will be doing
t he next w tness.

MR. ZI MSKY:  Yes.

M5. ORTH: Great. Thank you.

Hel l o, M. Zi nsky.

MR. ZI MSKY: Good afternoon. Qur next
witness is Calvin Boyle.

MS. ORTH. All right. Thank you.

M. Boyle, would you raise your right
hand pl ease? Do you swear or affirmto tell the

truth?
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MR. BOYLE: | do.

M5. ORTH. Thank you. And if you would
spell your name for the transcript?

MR. BOYLE: [It's Calvin Boyle.
CA-L-V-1-NB-OY-L-E

MR. ZI MSKY: Good afternoon.

M5. ORTH:. Thank you.

MR. ZI MSKY: M. Boyle, can you hear

me?

MR. BOYLE: Yes, sir.

MR. ZI MSKY: There seens to be an echo,
at least on nmy end. But I'll proceed.

Have you ever testified before the OCD
as an expert in production facilities?

MR. BOYLE: No, sir.

MR. ZI MSKY: Could you briefly go over
your educational background for the hearing exam ner?

MR. BOYLE: Yes, sir. | graduated with
a petrol eum engi neering degree fromthe University of
Okl ahoma in 2016, followed by ny MBA from Ckl ahoma

State University in 2018.
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MR. ZI MSKY: And give us a brief
sunmary of your enploynment history.

MR. BOYLE: | started with Halliburton
as a cenent technical professional for about two
years, from 2017 to 2019. And fromthere, | went to
work for Cimarex as a field engineer for about a year.

After that, | was a production engi neer
for Cimarex for about a year. And since then, |'ve
been a facility engineer for a little over two years,
since April 2021.

MR. ZI MSKY: And can you briefly
descri be your responsibilities as a facility engi neer
for Cimrex and Coterra?

MR. BOYLE: Generally, | do the
pl anni ng, designing, and the managi ng of our
production facilities operated by Ci nmarex and Coterra.

MR. ZI MSKY: And are you involved in
the design of the facilities?

MR. BOYLE: Yes, sir.

MR. ZI MSKY: And as part of that, do

you have any responsibility for budget? Budgeting?
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MR. BOYLE: Yes, sir. | am over the
facilities budget for Lea County, currently, or any
projects that |I'm over

MR. ZIMSKY: And as far as that, do you
have to make decisions on allocating capital?

MR. BOYLE: Yes, sir.

MR. ZI MSKY: And this is -- your resune
Is attachnment A to your statenent; is that correct?

MR. BOYLE: Yes, sir.

MR. ZIMSKY: At this point, | would
offer M. Boyle as an expert in the field of reservoir
engi neering and facility engineering with know edge
regardi ng the design and planning of production
facilities, as well as the budgeting and capital costs
associ ated therew th.

M5. ORTH. Any objection, M. Rankin?

MR. RANKIN: No objection.

M5. ORTH:. All right. [1'Il pause for a
noment to see if there's any other objection. No?

He's so recogni zed, M. Zi nsky.

MR. ZI MSKY: Thank you.
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Do you have your self-affirnmed
statenment in front of you?

MR. BOYLE: Yes, sir.

MR. ZIMSKY: And |'m not going to go
over it in nmuch detail. Now are the -- is your
statenent and the two exhibits attached to your
statenent, are they correct and accurate to the best
of your know edge?

MR. BOYLE: Yes, sir.

MR. ZI MSKY: Madam Heari ng Exam ner, |
woul d nmove to introduce the self-affirmed statenent of
Calvin Boyle and the two exhibits attached
thereto which, | believe, is Exhibit C1 and C2.

I"d like to have each of those --

i ntroduce those into evidence in case nunber 23448;
23451; 23594 through 23597; and in cases 23452 through
23455; and finally, in cases 23598 - 23601.

M5. ORTH:. Thank you.

M. Rankin, any objection?

MR. RANKIN:. No objection.
IMS.

ORTH: All right. [1'll pause for a
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noment to see if there's any other.

The exhibits are admtted. Thank you.

MR. ZI MSKY: Now M. Boyle, have you
had a chance to review the statenent of Davro Cl enens
from Perm an Resources Operating LLC, Exhibit Dto the
Per m an Resources hearing packet?

MR. BOYLE: Yes, sir.

MR. ZIMSKY: And | have a few questions
about that. On Paragraph 9, third page, first
sentence says: "Perm an Plans to utilize a four-stage
separation process to maxim ze retention of
hydr ocar bon production.”

Can you -- is that an unusual design or
proposal ?

MR. BOYLE: No, sir. That's pretty
standard across the Basin, including our design.

MR. ZI MSKY: Including your design. M
second question, I'mgoing to try to share ny screen.

And do you see Exhibit D9? |Is that
showi ng up on the --

VMR. BOYLE: Yes.
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MR. ZI MSKY: Ckay. And this indicates
that Perm an is going to have an off-pad -- their
essential tank battery is going to be off-pad.

Cimarex's central battery is going to
be on-pad; is that correct?

MR. BOYLE: Yes, sir. That's correct.

MR. ZI MSKY: And so what's the
I nplications of being off-pad as Perm an Resources is
pr oposi ng?

MR. BOYLE: So if your facility is
of f-pad, you're going to have run additional flow
| i nes off of -- off of the pad that it would be
extended from

So for ours, since we have a pad
extension where the facility actually connects to one
of the pads, we'll run flow lines on the pad. Rather
than, if it's off-pad, you have to run additional flow
lines off-pad to the battery.

MR, ZI MSKY: So would you -- would they
have to do flow lines for each well?

MR. BOYLE: |t depends on their design.
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Fromwhat | can tell fromthe Perm an
Resour ces design, |ooking at Exhibit D3, it would
appear that they're running individual flow |lines back
to the battery for every well.

Conpared to our design where we have
satellite separators, where we're putting them up
on-pad and running a single set of flow |ines.

So when we cone back, we'll only be
setting on-pad equipnment. W wll have no further
envi ronmental inpacts or disturbance. Once we've set
the first four pads, we won't have any nore
di st ur bance.

Conpared to Perm an's, where they're
going to have to run flow lines every time they cone
back. And that includes crossing the highway, 62/180,
every tinme they cone fromthe east two pads.

MR. ZI MSKY: Now they indicate in this

exhibit that they plan to use one CIB. So what you're

saying is if they use the Joker CIB, will -- what w |
the flow lines fromthe Bane -- what will those
traverse?
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MR. BOYLE: They're going to run
along -- | think it's a yellowline there. They're
going to run all the way over to the Joker CTB

So fromthe Bane section, they would
need to cross 62/180 with every well that they dril
going to the Joker CTB

And if it was the opposite of that and
they were using the Bane CIB, it'd just be the -- it'd
be the exact opposite where they've got to cross with
all the Joker wells.

MR. ZI MSKY: Ckay. And ny cursor is
goi ng along a diagonal line there. |Is that the
hi ghway you're speaking of ?

MR. BOYLE: Yes, sir. That's correct.

MR. ZI MSKY: Ckay. |1'mgoing to nove
to discuss -- there was soneone questioning earlier
t oday about the cost of an average wel | that
Cimarex/ Coterra is drilling in Lea County as part of
the investor presentation; do you recall that
testi nony?

MR. BOYLE: Yes, sir.
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MR. ZIMSKY: And | believe indicated it
was a $14 billion average; do you recall that?

MR. BOYLE: Yes, sir. | believe it
was $1400 a foot.

MR, ZI MSKY: And M. Rankin pointed out
that the proposals in Exhibits B18 -- and | et ne get
t hat shared. Okay. Can you see the D18?

MR. BOYLE: Yes, sir.

MR. ZI MSKY: And the June current cost,
do you know how those were cal cul ated on the capital
pl an conparison for Loosey Goosey and M ghty Pheasant?

MR. BOYLE: Can you repeat the first
part of that question?

MR. ZI MSKY: The June current cost, do
you know how t hat was --

MR. BOYLE: Yes, sir. Those -- yes,

sir. Those are our current costs that we're using to

develop this acreage. It's what we would use if we
going to drill these wells tonorrow. They're going to
be the -- our new AFE would be very simlar to those
numnmbers.
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MR. ZI MSKY: And if you drilled your
well's six nonths from now, those costs woul d change;
correct?

MR. BOYLE: Yeah. They could -- they
coul d change sonmewhat, but | wouldn't expect themto
change a lot. But they could change sonme, dependi ng
on tim ng.

MR. ZI MSKY: And can you explai n why
t hese current costs are less than the average that was
presented in the investor relation presentation that
Coterra made in the |ast several days?

MR. BOYLE: Yes, sir. So it is an
average which directly means there is costs above and
bel ow t hat nunber. And currently, in our inventory,
we have -- or we're drilling a significant one-mle
devel opnent.

And with a one-m | e devel opnent, those
costs are higher so you're going to see a higher
average cost which is dragging that up to 1400.

Not only that, but a | ot of those wells

are in southern Lea County. And we have a nore
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expensive well bore design in the Wl fcanp down there,
as well as a larger frac. And with that, the costs
are higher conpared to what we would see with these
wel | s.

MR. ZI MSKY: So the June current cost
| isted on D18 is an accurate estimation of the cost
that it would -- that Cmarex would incur in drilling
the wells as shown on Exhibit D187

MR. BOYLE: Yes, sir.

MR. ZIMSKY: That's all the questions
that | have. | tender the wtness.

M5. ORTH:. Thank you, M. Zi nsky.

M. Rankin, do you have questions of
M. Boyl e?

MR. RANKIN: Good afternoon, M. Boyle.
How are you?

MR. BOYLE: Great.

MR. RANKIN. Just a coupl e questions.
| understand that C marex here is proposing to use a
single battery for all of its wells in this

devel opnent project, the Loosey Goosey and the M ghty
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Pheasant; correct?

MR. BOYLE: Yes, sir.

MR. RANKIN: And in your testinony, you
say that there's going to be -- and |I'm | ooking at
Par agraph 11.

You say there's going to be -- oops.
One second. |'ve got the wwong -- sorry. Thought |
had the right one.

M5. ORTH: It's only two sentences. |
can read it to you.

MR. RANKIN:. | know. [|I'mgetting slow.
Sorry. Al right. Paragraph 11.

At the start there, it says that
"Cimarex will use a single battery"” -- okay -- which
you di scussed with M. Zi nsky.

And then it goes on to say for all the
27 to 34 wells that Cimarex intends to drill as part
of the MPLG Devel opnent Plan -- | understand that to
be -- MP being M ghty Pheasant; LG being Loosey
Goosey.

Now |"mtrying to get a figure on this,
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because | think |I asked Ms. Miueller and | got an
answer that we were up now from24 wells to 30.

And now, | read in your testinony it's
potentially up to 34. And I'm wondering; is that your
under st andi ng as wel | ?

MR. BOYLE: | believe that's a typo.
That shoul d be 30.

MR. RANKIN: Ckay. That answered ny
guestion there.

Now has Ci marex ever used a single
battery for 30 wells before in New Mexico?

MR. BOYLE: In New Mexico, we are very
close to that. I'mtrying to renmenber the exact
numnber .

We're above 20 on one of our
facilities. | can't renenber exactly how many are in
it. It's close, though.

MR. RANKI N: But so far, not yet?

MR. BOYLE: Yes, sir.

MR. RANKIN: Has Cinmarex done an onsite

with the BLMto confirm approval for its |locations?
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MR. BOYLE: Yes, sir.

MR. RANKIN:. Are you guys a nenber
of -- and I'"'mgoing to mangle it, but you can correct
me -- the CCA or CCAA or whatever it is? The
conservati on agreenent dealing with native species?
Are you guys --

MR. BOYLE: Yes, sir. W are.

MR. RANKIN: -- a nenber?

MR. BOYLE: Yes, sir. We are enrolled
I n the Candi date Conservation Agreenents. Yes, sir.

MR. RANKIN:. No nmatter how nmany tinmes
|'ve heard that, | can never get it into nmy head.

Now di d you also then do a neeting with
the representatives that hel p manage that progranf?

MR. BOYLE: We are currently working
wth them Yes, sir.

MR. RANKIN: Have you met with them yet
on those | ocations?

MR. BOYLE: |'m not sure.

MR. RANKI N:  Okay.

MR. BOYLE: That would be with the
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regul atory departnent.

MR. RANKIN:. |'msorry. Say that
agai n?

MR. BOYLE: It would be with the
regul atory departnent.

MR. RANKIN:. So to your know edge, you
don't whether you've had that nmeeting? O whether --

MR. BOYLE: Right.

MR. RANKIN:. -- those |ocations have
been approved for any the dunes lizard issues or other
potential issues in the area?

MR. BOYLE: Yes, sir.

MR. RANKIN. Ckay. So based on that,
It's possible -- | suppose -- that they may recommend
that you nove sonme of your facilities or locations; is
that fair to say?

MR. BOYLE: | nean, we've had our
onsite. Yeah. |'m not sure.

MR. RANKIN:. Ckay. Now you nentioned
in your testinmony that Cimarex is going to spend an

addi tional sum for tankless surge vessels, an
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addi tional sum for |ine containnent.

Are those additional costs that you
call out included in the AFEs that were initially
proposed with the well proposal s?

MR. BOYLE: The original? The very
ori gi nal ones, they would not be. That would be with
t he new updated cost that we were just talking about.

MR. RANKI N:. Ckay.

MR. BOYLE: And those costs are --
they're not necessarily just for surge vessels and
cont ai nnent .

That's a plethora of things that we're
doing to go above and beyond to make sure that we
don't have spills or em ssions, et cetera.

MR. RANKIN: You just called out a
couple of themin your testinony, but there may be
ot her costs that are going to up the AFE to --

MR. BOYLE: Oh, no, sir. That -- that
covers it. | didn't list out every single thing that
was i nside that cost.

MR. RANKIN: Ckay. All right.
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No further questions.

M5. ORTH. All right. Thank you, M.
Ranki n.

Now | et me pause for a nonent to see if
there are questions by any other party entering an
appearance. No.

M. Zinmsky, do you have a foll ow up
before I turn to M. Garcia?

MR, ZI MSKY:  Yes.

" mgoing to share that Exhibit D18 one

nore time. And this is going to the question M.

Ranki n asked about Paragraph 11. Cimarex will use a
single battery for all 27 -- now, you' ve corrected it
to 30.

Should it be 24 to 30? These upper
Second wells, are they -- the note says, you know,
you're not sure going to drill those depending on the
data you get fromthe other wells.

So should this read: "Cimarex wll use
a single battery for all of 24 to 30 wells" instead of

27 to 33, | think it was?
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MR. BOYLE: Yes, sir. | believe
that's correct.

MR. ZI MSKY: Ckay. And that's the
only -- | just wanted to get that clarified. Thank
you.

And that's all the questions | have.

M5. ORTH. All right. Thank you, M.

Zi msky.
M. Garcia?
MR. GARCIA: | just have a few.
Looki ng at your Exhibit C2. | guess

out of curiosity, is this facility in New Mexico?

MR. BOYLE: The one specifically isn't,
but we do have other tankless facilities in New
Mexi co.

MR. GARCIA: Okay. M. Rankin tal ked
about the CCA. |If they have issues with the site, is
the goal to find another |ocation that would still
suit a one essential tank battery? O would you --

MR. BOYLE: Yes. Yeah. | would expect

us to continue to keep one tank battery. And if we
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needed to nove it for the lizards, we woul d.

MR. GARCI A: VWhat's the safety factor
and design for this tank battery?

Or basically, | guess my question is:
The initial design of this tank battery, is it going

to have capacity if future Wl fcamp wells are drilled?

O wll it need to be upgraded?

MR. BOYLE: No, sir. | would expect
the first time to be able to cover all of the -- the
future. If it needed to be upgraded, it would be
m ni mal .

MR. GARCI A: And then, you guys have
takeaway for all of the enmulsion, oil, gas, water?

MR. BOYLE:. W are -- we have proposals
back right now that we're | ooking through.

MR. GARCI A: And those proposals woul d
be 100 percent takeaway for gas and water?

MR. BOYLE: What do you nmean, 100
percent ?

MR. GARCIA: So basically, the waste

rul e went out which |'m sure you probably heard a few
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times.

One of the big things OCD is on is
reduci ng venting and flaring, which |I'massum ng this
exhi bit's discussing?

So when you submt APDs, there's a
nat ural gas managenent plan. And on there, you
certify that you have 100 percent takeaway.

Or you submt an additional plan of
what you're going to do with the gas that you don't
have takeaway for, such as powering generators, heater
treaters, et cetera.

MR. BOYLE: Yes, sir. W would have
100 percent takeaway. We permt zero flaring, zero
routine flaring so we would not -- we would have 100
percent takeaway.

MR. GARCIA: And then you said you're
wor ki ng on water takeaway, too? Reduced water?

MR. BOYLE: Yes, sir. W're working on
all of it. There will be no trekking fromthis
facility.

MR. GARCI A:  Your Exhibit C2 al so says
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shal e bows in during highline pressure. How are you
guys doing that? 1Is that just setting your back
pressure val ves?

MR. BOYLE: No. W're actually
shutting the wells in. W have automated val ves on
the well head that would be shutting the wells in if
we have highline pressure.

MR. GARCI A: Yeah. | guess that's what
| meant, is your back pressure sees highline pressure
and your SCADA systens are shutting it in?

MR. BOYLE: Correct.

MR. GARCIA: And also hitting on the
waste rule since that's one of our big topics in
recent years, how often do you guys do AVO i nspections
on these at the facilities?

MR. BOYLE: We're doing thempretty
often. |I'mnot exactly sure what the exact cadence
I S.

MR. GARCIA: And is it always AVOs? O
do you guys use any other systens, |ike fenceline

nmoni tori ng?
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MR. BOYLE: We do nore than that. W
do AVOs. We also do a Bridger flyover. W have a
pl ane that flies over that checks our facilities.

We al so have the OF caneras that we go
out and check themon a certain cadence. W have an
entire mai ntenance programthat's based around
checking these facilities to make sure there's no
| eaki ng.

VWich is really the benefit of our
tankl ess facility, because we have no high-risk
em ssion devices on this facility.

So as far as like our OG findings, we
woul d expect it to be zero off of the closed vent
system where you'd typically see the majority of your
em ssi ons.

MR. GARCIA: And if a vent or spill is
detected, you guys have a pretty solid plan for
submtting 129s, preventing flaring, or 141s for
spills?

MR. BOYLE: Yes, sir.

MR. GARCIA: Ckay. | believe that's
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all nmy questions.

M5. ORTH. Thank you, M. Garci a.

Ms. Thonpson?

M5. THOWSON: | have no questi ons.

M5. ORTH. All right. Thank you.

Anything further for this wtness on
this day?

MR. ZI MSKY: Madam Hearing Exam ner, |
have one questi on.

M5. ORTH: Go ahead.

MR. ZIMSKY: M. Garcia asked you
about, you know, |eak detection. And one of the
things you said is that you have a plane that flies
overhead. | assune that can detect -- has
I nstrumentation to detect |eaking?

MR. BOYLE: Yes, sir.

MR. ZIMSKY: That's the only question I
had.

M5. ORTH. All right. Thank you for
that, M. Zinsky.

If there's nothing else, M. Boyle, I
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t hank you for your testinony.

Ewe have just about six mnutes before
we need to adjourn for the day. We'Ill start again
tomorrow norning at 8:30. |Is there anything we should
tal k about ?

Any question that we'll be able to
finish tonorrow with the other five w tnesses?

MR. GARCIA: | have a sinple question.
Do we use the sane link to join tonorrow? O is it a
different |ink?

MS. ORTH:. Marl ene?

M5. SALVIDREZ: It is a different |ink
and it is on the docket.

MR. GARCIA: Okay. | am bad at
| ooking. | amsorry, Marlene.

MS. SALVIDREZ: That's okay.

M5. ORTH. Thank you, Marl ene.

Anyone have any questi on about whet her
we'll be able to finish tonorrow? W have five other
W t nesses.

MR. RANKI N: | think with our
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stream i ned approach, Madam Hearing O ficer, where
we're just going right to rebuttal and into
exam nation; | think | have every expectation that
we'll finish tonorrow

MS. ORTH: Al right. Well --

MR. ZIMSKY: | concur. | think we
will.

M5. ORTH:. Okay. Well, thank you, M.
Rankin and M. Zi nsky.

Let's adjourn for the evening, then.
And we'll see you on the platform by 8:30. Thank you
all.

(Wher eupon, the neeting concluded at

4:30 p.m)
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CERTI FI CATE OF DEPOSI TI ON OFFI CER

I, DANA FULTON, the officer before whomthe
f oregoi ng proceedi ngs were taken, do hereby certify
that any witness(es) in the foregoing proceedi ngs,
prior to testifying, were duly sworn; that the
proceedi ngs were recorded by nme and thereafter reduced
to typewiting by a qualified transcriptionist; that
said digital audio recording of said proceedings are a
true and accurate record to the best of ny know edge,
skills, and ability; that | am neither counsel for,
related to, nor enployed by any of the parties to the
action in which this was taken; and, further, that |
am not a relative or enployee of any counsel or
attorney enployed by the parties hereto, nor
financially or otherw se interested in the outcone of

this action.

DANA FULTON
Notary Public in and for the

State of M ssouri
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CERTI FI CATE OF TRANSCRI BER

I, MARIE HELLER, do hereby certify that this
transcri pt was prepared fromthe digital audio
recordi ng of the foregoing proceeding, that said
transcript is a true and accurate record of the
proceedings to the best of ny know edge, skills, and
ability; that I am neither counsel for, related to,
nor enployed by any of the parties to the action in
which this was taken; and, further, that | amnot a
relative or enployee of any counsel or attorney
enpl oyed by the parties hereto, nor financially or

ot herwise interested in the outconme of this action.

arie T2 fm

MARI E HELLER
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New Mexico Rules of Civil Procedure for the
District Courts

Article 5, Rule 1-030

(e) Review by Witness; Changes; Signing.

If requested by the deponent or a party before
completion of the deposition, the deponent shall
have thirty (30) days after being notified by the
officer that the transcript or recording is
available in which to review the transcript or
recording and, 1if there are changes in form or
substance, to sign a statement reciting such
changes and the reasons given by the deponent for
making them. The officer shall indicate in the
certificate prescribed by Subparagraph (1) of
Paragraph F of this rule whether any review was
requested and, if so, shall append any changes made

by the deponent during the period allowed.

DISCLAIMER: THE FOREGOING CIVIL PROCEDURE RULES
ARE PROVIDED FOR INFORMATIONAL PURPOSES ONLY.

THE ABOVE RULES ARE CURRENT AS OF APRIL 1,

2019. PLEASE REFER TO THE APPLICABLE STATE RULES

OF CIVIL PROCEDURE FOR UP-TO-DATE INFORMATION.




VERITEXT LEGAL SOLUTIONS

COMPANY CERTIFICATE AND DISCLOSURE STATEMENT
Veritext Legal Solutions represents that the
foregoing transcript is a true, correct and complete
transcript of the colloquies, questions and answers
as submitted by the court reporter. Veritext Legal
Solutions further represents that the attached
exhibits, if any, are true, correct and complete
documents as submitted by the court reporter and/or
attorneys in relation to this deposition and that
the documents were processed in accordance with

our litigation support and production standards.

Veritext Legal Solutions is committed to maintaining
the confidentiality of client and witness information,
in accordance with the regulations promulgated under
the Health Insurance Portability and Accountability
Act (HIPAA), as amended with respect to protected
health information and the Gramm-Leach-Bliley Act, as
amended, with respect to Personally Identifiable
Information (PII). Physical transcripts and exhibits
are managed under strict facility and personnel access

controls. Electronic files of documents are stored




in encrypted form and are transmitted in an encrypted
fashion to authenticated parties who are permitted to
access the material. Our data is hosted in a Tier 4

SSAE 16 certified facility.

Veritext Legal Solutions complies with all federal and
State regulations with respect to the provision of
court reporting services, and maintains its neutrality
and independence regardless of relationship or the
financial outcome of any litigation. Veritext requires
adherence to the foregoing professional and ethical
standards from all of its subcontractors in their

independent contractor agreements.

Inquiries about Veritext Legal Solutions'
confidentiality and security policies and practices
should be directed to Veritext's Client Services
Assoclates indicated on the cover of this document or

at www.veritext.com.
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