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1 (1:35 p.m.) 

2 EXAMINER BROOKS: Good afternoon, everyone. 

3 Sorry 11m l a t e . 

4 We'll go back on the record and c a l l Case 

5 Number 14996, a p p l i c a t i o n of Nearburg E x p l o r a t i o n 

6 Company, LLC f o r a nonstandard spacing and p r o r a t i o n 

7 u n i t , an unorthodox w e l l l o c a t i o n , and compulsory 

8 pool i n g . Lea County, New Mexico. 

9 C a l l f o r appearances. 

10 MR. BRUCE: Mr. Examiner, Jim Bruce of 

11 Santa Fe representing the A p p l i c a n t . I have two 

12 witnesses who are the two witnesses who t e s t i f i e d 

13 p r e v i o u s l y . 

14 EXAMINER BROOKS: Okay. They've already 

15 been sworn. 

16 Other appearances? 

17 MS. CHAPPELLE: Good afternoon. Germaine 

18 Chappelle, w i t h Gallagher & Kennedy, representing OXY. 

19 I have two witnesses. One has been sworn. One was not. 

20 EXAMINER BROOKS: Okay. The witness who 

21 was not p r e v i o u s l y sworn, would you s t a t e your name, 

22 please? 

23 MR. THOMPSON: J e f f r e y Thompson. 

24 (Mr. Thompson sworn; Mr. Dixon, Mr. E l t o n 

25 and Mr. Canon p r e v i o u s l y sworn.) 

PAUL BACA PROFESSIONAL COURT REPORTERS 
333b2125-227f-4e32-8ccd-0d080d5437e4 



1 
Page 5 

EXAMINER BROOKS: Okay. Mr. Bruce, c a l l 

2 your f i r s t witness. 

3 MR. BRUCE: C a l l Mr. Dixon. Could the 

4 record r e f l e c t Mr. Dixon was p r e v i o u s l y sworn and 

5 q u a l i f i e d as a landman? 

6 EXAMINER BROOKS: So r e f l e c t s . 

7 And you're reminded you're s t i l l under 

8 oath. 

9 Proceed. 

10 KENNETH DIXON, 

11 a f t e r having been p r e v i o u s l y sworn under oath, was 

12 questioned and t e s t i f i e d as f o l l o w s : 

13 DIRECT EXAMINATION 

14 BY MR. BRUCE: 

15 Q. Mr. Dixon, you are f a m i l i a r w i t h the land 

16 matters i n t h i s case, correct? 

17 A. Yes. 

18 Q. Could you i d e n t i f y E x h i b i t 1 and describe i t 

19 f o r the Examiner? 

20 A. I t ' s a Midland map, again, p l a t showing a w e l l 

21 we're proposing t o d r i l l , the Sapient 17 #1, at an 

22 unorthodox surface l o c a t i o n of 1,641 from the n o r t h l i n e 

23 and 1,225 f e e t from the east l i n e . The bottom-hole 

24 service l o c a t i o n i s 1,691 from the n o r t h l i n e and 1,225 

25 from the east l i n e of Section 17, Township 17 South, 27 
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1 East, t o a depth s u f f i c i e n t t o the top 200 f e e t of the 

2 M i s s i s s i p p i a n Formation. 

3 Q. And you seek approval of an unorthodox l o c a t i o n 

4 and a nonstandard u n i t i n the Strawn Formation i n the 

5 south h a l f - n o r t h e a s t of 17, correct? 

6 A. Correct. 

7 Q. And, again, what i s the primary t a r g e t f o r t h i s 

8 well? 

9 A. The primary t a r g e t i s a Strawn Formation, and 

10 i t w i l l be a v e r t i c a l w e l l . 

11 Q. Now, the surface l o c a t i o n i s s l i g h t l y d i f f e r e n t 

12 from the bottom-hole l o c a t i o n . What i s the reason f o r 

13 that? 

14 A. There are some surface issues. 

15 Q. And what i s the spacing i n the Strawn 

16 Formation? 

17 A. I t i s spaced on 40s, w i t h w e l l s t h a t w i l l be no 

18 c l o s e r t h a t 330 f e e t t o a qu a r t e r - q u a r t e r s e c t i o n l i n e , 

19 and the nearest pool i s the South Midway Strawn pool. 

20 Q. And by the way, you d i d speak w i t h the Hobbs 

21 D i s t r i c t O f f i c e of the OCD regarding which pool they 

22 would place i t i n , correct? 

23 A. Yes, I d i d . 

24 Q. And they s a i d i t would be the South Midway 

25 Strawn? 
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1 A. Yes. 

2 Q. And, again, does Nearburg have a t e c h n i c a l 

3 witness t o discuss the reason f o r the nonstandard u n i t 

4 and unorthodox l o c a t i o n ? 

5 A. Yes, we do, but the basic reason i s t h a t the 

6 w e l l w i l l d r a i n both q u a r t e r - q u a r t e r sections i n the 

7 w e l l u n i t . 

8 Q. Could you i d e n t i f y E x h i b i t 2 and discuss the 

9 working i n t e r e s t owners w i t h i n the proposed w e l l 

10 agreement? 

11 A. I n the w e l l u n i t , Nearburg w i l l have 79.16666 

12 percent working i n t e r e s t , and OXY USA West Texas 

13 Property, LP w i l l have the balance, being 23.3333 

14 percent. 

15 Q. And where i s OXY's -- i n which qu a r t e r - q u a r t e r 

16 s e c t i o n i s OXY's i n t e r e s t ? 

17 A. I n the southeast of the northeast. 

18 Q. Okay. And i t i s an unleased mineral i n t e r e s t ? 

19 A. Yes, i t i s . 

20 Q. Nearburg's i n t e r e s t s are a l l subject t o o i l and 

21 gas leases? 

22 A. Yes, and one term assignment. 

23 Q. And one term assignment. 

24 And i s OXY the only person sought t o be 

25 pooled i n t h i s case? 
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1 A. Yes. 

2 Q. What i s E x h i b i t 3? 

3 A. E x h i b i t 3 i s a re p r e s e n t a t i o n of my contacts 

4 w i t h the p a r t i e s , and there i s also a copy of the w e l l 

5 proposal we sent out on A p r i l 3 0th. And my i n i t i a l 

6 contact w i t h OXY i s shown l a s t . I t was a l e t t e r dated 

7 February 21st, 2013, t o OXY requesting an o i l and gas 

8 lease. 

9 Q. Are you s t i l l , a t t h i s p o i n t , attempting and 

10 hoping t o reach a v o l u n t a r y agreement w i t h OXY? 

11 A. Yes. 

12 Q. Are there any unlocatable owners? 

13 A. No. 

14 Q. Now, on the f i r s t page of E x h i b i t 3, you do 

15 discuss contacts w i t h OXY. Besides the two proposal 

16 l e t t e r s , have you had telephone conferences and e-mails 

17 w i t h OXY? 

18 A. Several of both. 

19 Q. And those contacts continued through t h i s week; 

20 d i d they not? 

21 A. Yes. 

22 Q. I n your o p i n i o n , has Nearburg made a g o o d - f a i t h 

23 e f f o r t t o o b t a i n the v o l u n t a r y j o i n d e r of OXY i n t h i s 

24 w e l l proposal? 

25 A. Yes. 
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Q. W i l l you continue t o work w i t h them a f t e r t h i s 

2 hearing? 

3 A. Yes. 

4 Q. And i f you reach an agreement w i t h OXY, w i l l 

5 you n o t i f y the D i v i s i o n ? 

6 A. Yes, I w i l l . 

7 Q. Could you i d e n t i f y E x h i b i t 4 f o r the Examiner, 

8 and discuss the cost of the proposed well? 

9 A. E x h i b i t 4 i s our proposed AFE, and i t 

10 r e f l e c t s -- l e t me make sure I've got these r i g h t ; 

11 yeah -- a dry-hole cost of $2,874,814 and a completed 

12 w e l l cost of $3,887,129. 

13 Q. And are these costs i n l i n e w i t h the costs of 

14 other w e l l s d r i l l e d a t t h i s depth i n t h i s area of 

15 New Mexico? 

16 A. Yes. 

17 Q. Who do you request be the operator of the well? 

18 A. Nearburg Producing Company. 

19 Q. And what i s your recommendation f o r the 

20 s u p e r v i s i o n of overhead rates? 

21 A. $7,000 a month f o r d r i l l i n g and $700 a month 

22 f o r producing. 

23 Q. And are these amounts equivalent t o those 

24 normally charged by Nearburg and other operators i n t h i s 

25 area f o r w e l l s at t h i s depth? 

PAUL BACA PROFESSIONAL COURT REPORTERS 
333b2125-227f-4e32-8ccd-0d080d5437e4 



Page 10 
1 A. Yes. 

2 Q. And do you request t h a t the rates be 

3 p e r i o d i c a l l y adjusted under the COPAS accounting 

4 procedure? 

5 A. Yes. 

6 Q. Does Nearburg request a maximum cost plus 

7 200-percent r i s k charge i f OXY goes nonconsent i n the 

8 well? 

9 A. Yes. 

10 Q. And was OXY n o t i f i e d of t h i s hearing? 

11 A. Yes. 

12 Q. And i s t h a t r e f l e c t e d i n the A f f i d a v i t of 

13 Notice submitted as E x h i b i t 5? 

14 A. Yes. 

15 Q. E x h i b i t 5 was also sent t o Chevron U.S.A. and 

16 Chesapeake Energy. What i s the s t a t u s of those l e t t e r s ? 

17 A. We had taken an o i l and gas lease from 

18 Chesapeake Royalty, LLC, I t h i n k the t i t l e i s , and we've 

19 taken a term assignment from Chevron. 

20 Q. Were E x h i b i t s 1 through 5 prepared by you or 

21 under your s u p e r v i s i o n or compiled from company business 

22 records? 

23 A. They were compiled by me or under my 

24 supervision, yes. 

25 Q. I n your o p i n i o n , w i l l the g r a n t i n g of t h i s 
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1 a p p l i c a t i o n prevent waste and p r o t e c t c o r r e l a t i v e 

2 r i g h t s ? 

3 A. Yes. 

4 MR. BRUCE: Mr. Examiner, I'd move the 

5 admission of E x h i b i t s 1 through 5. 

6 EXAMINER BROOKS: 1 through 5 are admitted. 

7 (Nearburg E x h i b i t Numbers 1 through 5 were 

8 o f f e r e d and admitted i n t o evidence.) 

9 MR. BRUCE: And I pass the witness. 

10 EXAMINER BROOKS: Ms. Chappelle? 

11 MS. CHAPPELLE: Yes, I do have a few 

12 questions. Thank you. 

13 CROSS-EXAMINATION 

14 BY MS. CHAPPELLE: 

15 Q. With respect t o the n e g o t i a t i o n s w i t h Chevron, 

16 you i n d i c a t e d t h a t you have given them an assignment; i s 

17 t h a t c orrect? 

18 A. Chevron has granted us a term assignment. 

19 Q. Have you o f f e r e d those same or s i m i l a r terms t o 

2 0 OXY? 

21 A. Well, OXY has an unleased mineral i n t e r e s t . 

22 I'm t r y i n g t o get an o i l and gas lease. But, b a s i c a l l y , 

23 the acreage bonus and the term are b a s i c a l l y the same. 

24 The o i l and gas lease has d i f f e r e n t p r o v i s i o n s than the 

25 term assignment, but i t ' s a l l r e a l s i m i l a r . 
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2 e a r l i e r t h a t the w e l l w i l l d r a i n both sections, i s i t 

3 necessary f o r one w e l l t o d r a i n both sections, or i s 

4 t h a t more of a convenience? 

5 A. Well, I'm going t o have t o pass t h a t on t o the 

6 g e o l o g i s t . I'm a landman. I deal w i t h the o i l and gas 

7 leases and the mineral i n t e r e s t s . 

8 MS. CHAPPELLE: Nothing f u r t h e r . 

9 CROS S-EXAMINATION 

10 BY EXAMINER BROOKS: 

11 Q. I d i d n ' t get -- was your overhead the same here 

12 as on the l a s t one? 

13 A. Yes, s i r . 

14 Q. That was 7,000 and 700? 

15 A. Yes, s i r . 

16 Q. And I t h i n k t h a t ' s a l l I have. 

17 EXAMINER BROOKS: Mr. Ezeanyim? 

18 CROS S-EXAMINATION 

19 BY EXAMINER EZEANYIM: 

20 Q. I don't have anything, but who i s NEX? 

21 A. N-E-X, Nearburg E x p l o r a t i o n Company. 

22 Q. What i s Nearburg Producing Company? 

23 A. Nearburg Producing Company i s the parent 

24 company,, and Nearburg E x p l o r a t i o n Company, LLC i s a 

25 su b s i d i a r y . 
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1 Q. So the same thing? 

2 A. Same t h i n g , yes, s i r . 

3 Q. Nothing f u r t h e r . 

4 EXAMINER BROOKS: C a l l your next witness. 

5 MR. BRUCE: Again, i f the record could 

6 r e f l e c t t h a t Mr. E l t o n was p r e v i o u s l y sworn and 

7 q u a l i f i e d . 

8 EXAMINER BROOKS: I t so r e f l e c t s . 

9 BILL ELTON, 

10 a f t e r having been p r e v i o u s l y sworn under oath, was 

11 questioned and t e s t i f i e d as f o l l o w s : 

12 DIRECT EXAMINATION 

13 BY MR. BRUCE: 

14 Q. Mr. E l t o n , does your area of r e s p o n s i b i l i t y at 

15 Nearburg include t h i s p o r t i o n of southeast New Mexico? 

16 A. Yes, i t does. 

17 Q. And you're f a m i l i a r w i t h the geology involved 

18 w i t h t h i s a p p l i c a t i o n ? 

19 A. Yes, I am. 

20 Q. Could you i d e n t i f y E x h i b i t 6 f o r the Examiner? 

21 A. E x h i b i t 6 i s a l o c a t o r map t h a t covers p o r t i o n s 

22 of 17 South, 37 East, Lea County, New Mexico. Again, as 

23 we saw t h i s morning, i t shows a number of Strawn pools 

24 r e l a t i v e t o our spacing p r o r a t i o n u n i t f o r the Sapient 

25 17 1 w e l l . And, again, the green o u t l i n e s are f i e l d s 
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1 t h a t e i t h e r produce or have produced from s i m i l a r Strawn 

2 r e s e r v o i r s i n terms of t h e i r depth and ar e a l extent. 

3 Q. And as Mr. Dixon s a i d , the South Midway Strawn 

4 i s spaced on 40s, correct? 

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

6 Q. And c o r r e c t me i f I'm wrong, are the pools t o 

7 the n o r t h , a t l e a s t the Shipp Strawn, spaced on 80 

8 acres? 

9 A. I bel i e v e those are also 40 acres. I have t o 

10 double-check, but I b e l i e v e they are. 

11 MR. BRUCE: Well, I ' l l double-check. There 

12 are a number of pools out i n t h i s area t h a t are spaced 

13 on 80 acres. 

14 EXAMINER BROOKS: Okay. And t h i s i s the 

15 South Midway Strawn? 

16 MR. BRUCE: Yeah, t h i s pool i s the South 

17 Midway Strawn. 

18 EXAMINER BROOKS: Okay. Well, I have no 

19 idea what the spacing i s . 

20 MR. BRUCE: You know, what's o l d i s new, 

21 again. Twenty-five years ago, I spent a l o t of time i n 

22 t h i s area on these pools. 

23 Q. (BY MR. BRUCE) Let's move on t o E x h i b i t 7, 

24 Mr. El t o n . What does t h a t r e f l e c t ? 

25 A. E x h i b i t 7 i s a Strawn isopach map, and the map 
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1 i s then down t o the northeast q u a r t e r of Section 17. 

2 Again, the red o u t l i n e , the south h a l f of the northeast 

3 quarter, i s our proposed spacing and p r o r a t i o n u n i t . 

4 I t ' s a Strawn isopach map. The contour i n t e r v a l i s ten 

5 f e e t . I t ' s based on seismic c o n t r o l s . I t shows the 

6 a r e a l extent of t h i s p a r t i c u l a r Strawn r e s e r v o i r . We 

7 need an 80-acre u n i t because the r e s e r v o i r l i e s beneath 

8 both q u a r t e r - q u a r t e r sections almost equally. 

9 And i n a d d i t i o n , we need an unorthodox 

10 l o c a t i o n because our p r e f e r r e d l o c a t i o n , based on 

11 t e s t i n g of the t h i c k e s t p o r t i o n of t h i s Strawn 

12 r e s e r v o i r , l i e s c l o s e r than the 330 from the 

13 q u a r t e r - q u a r t e r s e c t i o n l i n e . 

14 Q. And the proposed bottom-hole l o c a t i o n f o r t h i s 

15 w e l l w i l l o nly be about 100 f e e t or less from the center 

16 of t h i s proposed w e l l u n i t ? 

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

18 Q. Centerline of t h i s proposed --

19 A. Ce n t e r l i n e . 

20 Q. And, again, i s i t important, when d r i l l i n g the 

21 Strawn w e l l s , t o t e s t -- t o have the w e l l l o c a t i o n i n 

22 the t h i c k e s t p a r t of the Strawn? 

23 A. Yes, we be l i e v e t h a t i s the case. 

24 Q. I n your o p i n i o n , w i l l each q u a r t e r - q u a r t e r 

25 s e c t i o n i n the proposed w e l l u n i t c o n t r i b u t e t o 
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1 production? 

2 A. Yes, i t d i d [ s i c ] . 

3 Q. What i s E x h i b i t 8? 

4 A. E x h i b i t 8 i s a type l o g from t h i s area. I t ' s 

5 on the Shipp State #1 w e l l i n the southeast quarter of 

6 17. I t b a s i c a l l y shows the r e s e r v o i r depth of the 

7 Strawn by 11,000 f e e t , o v e r a l l thickness about 200, and 

8 nice p o r o s i t i e s i n the middle of the o v e r a l l Strawn 

9 s e c t i o n . 

10 Q. And was t h a t Shipp #1 w e l l productive i n the 

11 Strawn? 

12 A. Yes, i t was. I t was i t was -- I mean, i t 

13 made less than 10,000 b a r r e l s . 

14 Q. So, again, t h a t would emphasize t h a t you r e a l l y 

15 need t o h i t the t h i c k e s t p a r t where the best r e s e r v o i r 

16 i s ? 

17 A. Yes, but i t was a smaller buildup. 

18 Q. Smaller buildup? 

19 A. Uh-huh. 

20 Q. Than you hope t o see i n t h i s well? 

21 A. Correct. 

22 Q. Let's discuss a l i t t l e b i t why you t h i n k --

23 besides -- j u s t the l o c a t i o n of the w e l l , i n your 

24 o p i n i o n , i f you make a decent w e l l , would i n d i c a t e t o 

25 you t h a t i t would d r a i n reserves from both 
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1 q u a r t e r - q u a r t e r sections, correct? 

2 A. Right. 

3 Q. But what about other w e l l s i n the area? I f you 

4 could i d e n t i f y E x h i b i t s 9 and 10 and discuss why you 

5 t h i n k -- why Nearburg t h i n k s t h a t the proposed w e l l w i l l 

6 d r a i n more than 40 acres? 

7 A. Well, i f you look at E x h i b i t 9, which i s i n 

8 Section 14, i t 1 s a couple miles east of here. Again, 

9 i t 1 s a Strawn gross i n t e r v a l isopach, and, you know, 

10 what i t shows i s t h a t there are several w e l l s d r i l l e d i n 

11 the southeast q u a r t e r t h a t were f a i r l y t h i c k w e l l s . The 

12 cums are posted on the map. They were e f f e c t i v e l y 

13 d r i l l e d on 80-acre spacing. These we l l s were d r i l l e d i n 

14 the '80s and e a r l y '90s. 

15 And I would p o i n t you t o the red arrow, 

16 which i s a c t u a l l y a Nearburg w e l l d r i l l e d before my 

17 tenure w i t h the company, the New York #1. We d r i l l e d 

18 t h a t w e l l attempting t o get i n t o an a t t i c l o c a t i o n , and 

19 we found a porous Strawn s e c t i o n . We t e s t e d i t . The 

20 w e l l was depleted. So t h i s e x h i b i t was t o b a s i c a l l y 

21 show the c o n n e c t i v i t y , the extent of r e s e r v o i r q u a l i t y 

22 w i t h i n the Strawn across a f a i r l y good-size area. 

23 Q. So i t was j u s t based on the geology alone. You 

24 would have expected the New York #1 t o be productive 

25 from the Strawn? 
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1 A. We would have expected i t , yes. 

2 Q. But i t had been drained by the other w e l l s i n 

3 t h i s p a r t i c u l a r s e c t i o n of the well? 

4 A. They were connected t o i t . 

5 Q. What about E x h i b i t 10? 

6 A. E x h i b i t 10 i s i n Section 20. I t ' s the same 

7 s e c t i o n as our West Lovington proposal t h a t you saw t h i s 

8 morning. Nearburg re-entered an o l d Devonian w e l l there 

9 i n the center of the southeast quarter of 20. We 

10 d i r e c t i o n a l l y d r i l l e d i t over t o t h a t bottom-hole 

11 l o c a t i o n i n d i c a t e d by the red arrow, and we completed 

12 the w e l l t h e r e . The w e l l made approximately 450,000 

13 b a r r e l s at t h a t bottom-hole l o c a t i o n . 

14 We went back -- our engineers went back and 

15 looked at the drainage area, provided metrics, and t h a t 

16 w e l l drained somewhere on the order of 60 t o 70 acres. 

17 So these w e l l s can d r a i n , you know, 40 or more acres. 

18 Q. And i f you h i t the r i g h t undrained p o r t i o n of 

19 the r e s e r v o i r , the w e l l ' s going t o be p r o l i f i c ? 

20 A. Very p r o l i f i c . 

21 Q. Were E x h i b i t s 6 through 10 prepared by you or 

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

23 A. Yes, they were. 

24 Q. And i n your o p i n i o n , w i l l the g r a n t i n g o f t h i s 

25 a p p l i c a t i o n prevent waste and p r o t e c t c o r r e l a t i v e 
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1 r i g h t s ? 

2 A. Yes, i t w i l l . 

3 MR. BRUCE: Mr. Examiner, I ' d move the 

4 admission of E x h i b i t s 6 through 10. 

5 EXAMINER BROOKS: 6 through 10 are 

6 admitted. 

7 (Nearburg E x h i b i t Numbers 6 through 10 

8 were o f f e r e d and admitted i n t o evidence.) 

9 MR. BRUCE: And I pass the witness. 

10 EXAMINER BROOKS: Ms. Chappelle? 

11 CROSS-EXAMINATION 

12 BY MS. CHAPPELLE: 

13 Q. Just as a t h r e s h o l d question, i s i t possible 

14 f o r w e l l s t o be placed i n each 40-acre u n i t , or i s i t 

15 p o s s i b l e only t o have one 80-acre u n i t ? 

16 A. I'm not sure what you mean by pos s i b l e . I t i s 

17 pos s i b l e t o place a w e l l i n each 40. However, the size 

18 of t h i s f e a t u r e being somewhere between 30 and 40 acres, 

19 i t would be wast e f u l t o d r i l l two w e l l s a t our w e l l cost 

20 t o produce t h i s r e s e r v o i r . 

21 Q. And i s t h a t based on your an a l y s i s pursuant t o 

22 E x h i b i t Number 1? I'm sor r y . What e x h i b i t i s t h i s ? 7. 

23 Sorry. 

24 A. W e l l , yes. I mean, Number 7 shows the - - you 

25 know, our mapped ex ten t o f t h i s r e s e r v o i r i n the south 
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1 h a l f of the northeast quarter of 17, and the r e s e r v o i r 

2 l i e s i n both 40-acre u n i t s . 

3 Q. And w i t h respect t o E x h i b i t 7, does the 

4 thickness mean t h a t there i s only one pay zone? Does 

5 the thickness i n d i c a t e there i s only one pay zone? 

6 A. Only one what? 

7 Q. Pay zone. 

8 A. Based upon the w e l l c o n t r o l i n t h i s area, you 

9 g e n e r a l l y see j u s t one pay zone. There are w e l l s i n the 

10 o v e r a l l Lovington Strawn area t h a t have one or more pay 

11 zones, but over here t o the west, g e n e r a l l y you 

12 encounter one pay zone. 

13 Q. Moving now t o E x h i b i t 8, given the Strawn 

14 i n t e r v a l -- between the Strawn and the Atoka i n t e r v a l , 

15 i s the o b j e c t i v e only found near the base of the Strawn? 

16 A. Again, i n the f i e l d s t o the west, l i k e Midway 

17 and some of the c o n t r o l w e l l s down here ( i n d i c a t i n g ) , i t 

18 i s more i n the middle. As you go over t o the east, i t ' s 

19 at the top. 

2 0 Q. Can other pay zones e x i s t higher i n the Strawn? 

21 A. They could. 

22 Q. I s i t possible t o have more than one pay zone 

23 i n a well? 

24 A. Possible, but g e n e r a l l y there's not m u l t i p l e 

25 pay zones. 
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Q. And can those pay zones have d i f f e r e n t a r e a l 

2 extents? 

3 A. I suppose they could. 

4 MS. CHAPPELLE: We have no f u r t h e r 

5 questions of t h i s witness. 

6 CROSS-EXAMINATION 

7 BY EXAMINER BROOKS: 

8 Q. Okay. Well, I f o r g o t t o ask t h i s question 

9 e x a c t l y t h i s way i n the previous case, although I t h i n k 

10 the substance was more or less covered. W i l l t h i s 80 

11 acres be -- i n your o p i n i o n , w i l l the reserves 

12 u n d e r l y i n g t h i s 80 acres i n the subject formation be 

13 e f f i c i e n t l y and economically produced by one proposed 

14 well? 

• 15 A. Yes, t h a t ' s our opinion, t h a t i t w i l l be. 

16 Q. Thank you. 

17 EXAMINER BROOKS: Mr. Ezeanyim? 

18 EXAMINER EZEANYIM: So be i t . 

19 Well, anyway, I mean, the same -- whose 

20 case i s t h i s ? I s i t Nearburg? 

21 MR. BRUCE: Nearburg E x p l o r a t i o n . 

22 EXAMINER EZEANYIM: Nearburg. I s t h a t the 

23 case we had the other time, same issue here about 

24 drainage w i t h those 80 acres? 

25 MR. BRUCE: Oh. No. That was CML 
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1 E x p l o r a t i o n e a r l i e r . 

2 EXAMINER EZEANYIM: This i s a d i f f e r e n t 

3 case, but i t ' s CML, i s n ' t i t ? 

4 MR. BRUCE: Excuse me? 

5 THE WITNESS: I d i d n ' t t e s t i f y f o r CML. 

6 EXAMINER EZEANYIM: Oh, I'm sorry. 

7 MR. BRUCE: Unless he's moonlighting, 

8 Mr. Ezeanyim. 

9 (Laughter.) 

10 CROSS-EXAMINATION 

11 BY EXAMINER EZEANYIM: 

12 Q. You mentioned 200 f e e t i n t o the M i s s i s s i p p i a n . 

13 A. Oh, i n t o the Mississippian? 

14 Q. Yeah, 200 f e e t . What do you mean by that? 

15 A. Well, r i g h t below the Strawn i s the Atoka 

16 s e c t i o n , and there are a few w e l l s i n 17-37 t h a t have 

17 produced from the Atoka. So i f you're going t o d r i l l a 

18 w e l l 11,000 f e e t , you're t a l k i n g about going through the 

19 Atoka. And the only way t h a t you know c o n c l u s i v e l y 

20 you're through the Atoka i s t o top the M i s s i s s i p p i a n . 

21 So i t ' s not a M i s s i s s i p p i a n t e s t . 

22 Q. Yeah. Okay. The pool i s s t i l l i n s i d e the 

23 South Midway Strawn? 

24 MR. BRUCE: I t ' s the South Midway Strawn. 

25 A. Yeah, South Midway Strawn. 
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1 Q. (BY EXAMINER EZEANYIM) And then i s there a u n i t 

2 at -- o f f s e t w e l l s drainage a t the w e l l s -- the one w e l l 

3 w i l l d r a i n the 80 acres. Then i t ' s -- then i t ' s 

4 probably done i n t h a t -- you know, l i k e , you can do a 

5 c a l c u l a t i o n of o f f s e t w e l l s and see how much they're 

6 d r a i n i n g , and you might conclude from t h a t t h a t t h i s 

7 w e l l w i l l do the same? 

8 A. Well, I t h i n k t h a t 1 s what we're t r y i n g t o 

9 demonstrate w i t h the l a s t e x h i b i t there, E x h i b i t 10, 

10 t h a t based upon, you know, the c a l c u l a t i o n of the 

11 drainage area from the Kimbrough w e l l , you can d r a i n up 

12 t o 60, 70 acres. 

13 Q. You can d r i l l up t o what? 

14 A. Up t o 60, 70 acres. You know, our feature i s 

15 only 30 t o 40 acres i n si z e . We f e e l very comfortable 

16 one w e l l w i l l d r a i n t h a t . 

17 Q. No f u r t h e r questions. 

18 EXAMINER BROOKS: I have nothing f u r t h e r . 

19 MR. BRUCE: I have nothing f u r t h e r . 

2 0 EXAMINER BROOKS: Very good. The witness 

21 may step down. 

22 Does t h a t conclude your case, Mr. Bruce? 

23 MR. BRUCE: Yes, s i r . 

24 EXAMINER BROOKS: Ms. Chappelle? 

25 MS. CHAPPELLE: Yes. I ' d l i k e t o c a l l my 
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f i r s t witness, Mr. Canon, and I ' d l i k e t o pass out our 

2 e x h i b i t s so you have them f o r reference. 

3 May I approach? 

4 EXAMINER BROOKS: Okay. 

5 MS. CHAPPELLE: Opposing counsel already 

6 has them. 

7 

8 

CHRISTOPHER CANON, 

a f t e r having been p r e v i o u s l y sworn under oath, was 

9 questioned and t e s t i f i e d as f o l l o w s : 

10 DIRECT EXAMINATION 

11 BY MS. CHAPPELLE: 

12 Q. Good afternoon, Mr. Canon. You were p r e v i o u s l y 

13 sworn as an expert; i s t h a t c orrect? 

14 A. Yes. 

15 Q. And so you're s t i l l under oath. 

16 MS. CHAPPELLE: I ' d l i k e t o tender the 

17 witness f o r questions. 

18 EXAMINER BROOKS: As I r e c a l l , he was 

19 questioned as a f a c t witness i n the previous case, not 

20 as an expert. 

21 MS. CHAPPELLE: I n the beginning t h i s 

22 morning, I tendered him as an expert witness i n our 

23 f i r s t case. 

24 EXAMINER BROOKS: Oh, not i n -- not i n the 

25 l a s t Nearburg case? 
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1 MS. CHAPPELLE: Correct. 

2 EXAMINER BROOKS: Okay. Very good. You 

3 may proceed. 

4 Q. (BY MS. CHAPPELLE) Mr. Canon, can you please 

5 t u r n t o E x h i b i t 1 and j u s t b r i e f l y discuss the purpose 

6 of t h i s e x h i b i t ? 

7 A. E x h i b i t 1, again, i s j u s t an extended map 

8 view -- or an overview of the area where the Sapient #1 

9 w e l l , which i s the w e l l a t issue, r e l e v a n t t o the 

10 townships. 

11 Q. And t u r n i n g now t o E x h i b i t 2, can you walk us 

12 through the e f f e c t of the proposed w e l l i n t h i s case and 

13 OXY's i n t e r e s t ? 

14 A. Yes. This i s -- E x h i b i t 2 i s e s s e n t i a l l y a 

15 breakdown at the time t h a t we had -- based o f f the 

16 i n f o r m a t i o n t h a t we had at the time of w e l l proposal of 

17 the working i n t e r e s t s across each i n d i v i d u a l t r a c t , 

18 40-acre t r a c t , the southwest of the northeast quarter 

19 and the south excuse me -- the south -- the 

20 southeast-northeast and southwest-northeast. And t h a t ' s 

21 a typo, and I apologize about t h a t . 

22 But b a s i c a l l y i t shows t h a t OXY has zero 

23 percent working i n t e r e s t i n the western 40-acre t r a c t , 

24 and 41.67 percent, f o r a combined 28.83 percent working 

25 i n t e r e s t , based, again, o f f the w e l l proposal we were 
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1 provided across the 80-acre combined t r a c t . 

2 Q. Thank you, Mr. Canon. 

3 Moving now t o E x h i b i t 3, please walk us 

4 through t h i s e x h i b i t . 

5 A. This, again, i s j u s t t h i s i s j u s t broken i n t o 

6 t a b l e form. What i t i s i s what I j u s t explained, 

7 e s s e n t i a l l y j u s t a breakdown t r a c t by t r a c t and 

8 cumulative as t o the proposed 80-acre spacing u n i t . 

9 Q. Now, w i t h respect t o E x h i b i t 4, t h i s appears t o 

10 be a n e g o t i a t i o n t i m e l i n e . Can you please walk us 

11 through the n e g o t i a t i o n s t h a t OXY has had w i t h Nearburg 

12 w i t h respect t o t h i s p a r t i c u l a r well? 

13 A. Yes. So we f i r s t received an o f f e r t o lease 

14 back i n l a t e February from Nearburg. We said --we 

15 responded at the time t h a t we're not ready t o engage i n 

16 any discussions.on t h a t . 

17 On A p r i l 14th, we received an AFE from 

18 Nearburg on both t h i s w e l l and the w e l l t h a t was the 

19 subject of the previous hearing, the West Lovington 20 

20 #1 w e l l . 

21 On the 28th -- on May 28th, we received our 

22 n o t i c e of forced p o o l i n g , at which time s h o r t l y 

23 t h e r e a f t e r , we got -- we had negotiated, t o a degree, 

24 along w i t h Nearburg a form of p a r t i c i p a t i o n agreement. 

25 I ' d l i k e t o also p o i n t out t h a t at the time 
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1 we received the AFE, we also received an o f f e r t o lease 

2 at a one-quarter r o y a l t y and $25 0 per net mineral acre, 

3 and we were s t i l l i n the process of ev a l u a t i o n ; but we 

4 were not w i l l i n g t o lease at t h a t time. That's what 

5 stemmed discussions as f a r as p o t e n t i a l p a r t i c i p a t i o n 

6 agreement between the two companies. 

7 Subsequent t o t h a t , as p a r t of the 

8 p a r t i c i p a t i o n agreement, we were o f f e r e d one-sixth 

9 r o y a l t y and other terms t o lease 50 percent of our 

10 i n t e r e s t i n the Sapient 17 #1 w e l l . 

11 On the 7th of t h i s past month, we sent i n 

12 our signed AFE, e l e c t i n g t o p a r t i c i p a t e i n the West 

13 Lovington w e l l , and subsequently, as per the l a s t 

14 hearing, we've been f i n a l i z i n g t h a t JOA. So t h a t k i n d 

15 of brings us up-to-date, roughly, t o where we are now. 

16 Q. When Nearburg f i r s t o f f e r e d t o lease, d i d OXY 

17 request t o see a w e l l proposal? 

18 A. No, we d i d not. Not t o my knowledge, we d i d 

19 not. 

20 EXAMINER EZEANYIM: Excuse me. There i s a 

21 s i l e n c e , so l e t me say something. 

22 I f you e l e c t t o p a r t i c i p a t e i n d r i l l i n g the 

23 w e l l , why are we here then? I mean, look at the 

24 t i m e l i n e . You signed the AFE, and the JOA was sent t o 

25 you, which you are going t o sign. What are we doing 
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1 now? 

2 THE WITNESS: We have yet --we have not 

3 p a r t i c i p a t e d i n t h i s w e l l y e t , and the reason t h a t we 

4 have not p a r t i c i p a t e d i n t h i s w e l l i s because we are 

5 s t i l l hoping t o f i n d out what i t i s -- what the r e s u l t s 

6 are of the f i r s t w e l l , West Lovington 20 w e l l , before we 

7 make a determination on whether or not we t h i n k t h a t our 

8 i n t e r e s t would -- would -- a p r o f i t a b l e w e l l would be 

9 d r i l l e d based on an 80-acre spacing. 

10 EXAMINER EZEANYIM: Okay. Let me see. I 

11 know you want t o jump i n , Mr. Bruce. 

12 I t bothers me t h a t you signed an AFE, 

13 although the AFE i s not a JOA. You haven't signed the 

14 JOA, r i g h t , because you are s t i l l t r y i n g t o look at data 

15 t o see 

16 THE WITNESS: Yes, s i r . That's on the West 

17 Lovington w e l l . We received two proposals at once. 

18 That was the previous hearing. And we signed t h a t AFE, 

19 and we're f i n a l i z i n g t h a t JOA. The reason we b r i n g t h a t 

20 w e l l up i s because the two were e s s e n t i a l l y received at 

21 the same time, and they've been p a r t of the same 

22 n e g o t i a t i o n of p a r t i c i p a t i o n agreement. 

23 EXAMINER EZEANYIM: Okay. That's what I'm 

24 saying. 

25 THE WITNESS: T h a t ' s the so le reason. 
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1 And I would l i k e t o backtrack i f at a l l 

2 p o s s i b l e . We d i d , i n f a c t , receive -- or excuse me --

3 request we see an AFE at the time we were o f f e r e d t o 

4 lease by Nearburg back i n February. So I stand 

5 corr e c t e d on t h a t . 

6 EXAMINER EZEANYIM: But you wouldn't oppose 

7 the d r i l l i n g of t h i s w e l l . The o b j e c t i v e only t h i n g 

8 you're going t o do i s see what data, which I don't know 

9 how you are going t o see t h a t before you make an 

10 e l e c t i o n . But i f you don't p a r t i c i p a t e i n the w e l l , you 

11 go nonconsent or don't p a r t i c i p a t e i n the w e l l , r i g h t ? 

12 THE WITNESS: Yes. And, a d d i t i o n a l l y , our 

13 i n t e r e s t would be combined w i t h our o f f s e t t i n g acreage, 

14 and e s s e n t i a l l y our i n t e r e s t i n the w e l l would be 

15 spread. 

16 EXAMINER EZEANYIM: I n t h a t case, we can go 

17 f o r t h a t , because i f you agree t o p a r t i c i p a t e i n the 

18 w e l l , then I don't t h i n k there i s anything t o say. 

19 THE WITNESS: Okay. 

20 EXAMINER EZEANYIM: But i f you are not, 

21 then we can proceed. 

22 Q. (BY MS. CHAPPELLE) So, Mr. Canon, w i t h respect 

23 t o n e g o t i a t i o n s between OXY and Nearburg, at any time, 

24 d i d Nearburg communicate t o OXY t h a t they themselves 

25 were p o t e n t i a l l y w a i t i n g t o see how the f i r s t w e l l 
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1 produced before they were going t o d r i l l the second 

2 well? 

3 A. Yes. That subject came up and was, again, p a r t 

4 and p a r c e l of our p a r t i c i p a t i o n agreement t h a t we had, 

5 i n s t r u c t u r e , been e-mailed from Nearburg what t h e i r 

6 c o u n t e r o f f e r was, and we were t r y i n g t o come t o 

7 agreement on. But one of the e s s e n t i a l terms of t h a t 

8 was -- or one of the e s s e n t i a l p r i n c i p l e s of t h a t 

9 agreement was the r e s u l t s of the West Lovington 20. 

10 Q. Subsequent t o our pre-hearing statement i n 

11 which we addressed t h a t concern f i l e d a few weeks ago, 

12 has OXY received communication from Nearburg i n d i c a t i n g 

13 t h e i r understanding why we wouldn't want t o be forced 

14 pooled u n t i l we understood how the f i r s t w e l l i s going 

15 t o produce? 

16 A. Yes, we have i n d i c a t e d t h a t t o them. 

17 Q. And has Nearburg i n d i c a t e d t h e i r understanding 

18 back t o us w i t h respect t o --

19 A. They have acknowledged the same t h i n g as w e l l , 

2 0 yes. 

21 Q. Has OXY requested a d d i t i o n a l i n f o r m a t i o n 

22 u n d e r l y i n g Nearburg's a n a l y s i s , and what's the stat u s of 

23 t h a t request f o r information? 

24 ' A. I'm sorry, can you repeat that? 

2 5 Q. Sure. I b e l i e v e t h a t one of the experts 
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1 i n d i c a t e d a r e l i a n c e on 3D seismic. What extent has OXY 

2 requested t h a t p a r t i c u l a r i n f o r m a t i o n , and what r o l e 

3 does t h a t p l a y i n OXY's u l t i m a t e decision? 

4 A. Well, as of r i g h t now, i n the course of our 

5 ev a l u a t i o n -- you know, I'm here as an expert f o r land, 

6 but I do know t h a t i n order f o r us t o proceed w i t h any 

7 f u r t h e r n e g o t i a t i o n s as f a r as any agreements as t o the 

8 land goes, we -- we need --we need the t o o l s a t our 

9 disposal i n order t o be able t o make the best e v a l u a t i o n 

10 of the w e l l as pos s i b l e . And based o f f of t h a t , you 

11 know, our t e c h n i c a l crew i s able t o i n d i c a t e t o me, as a 

12 landman, how we proceed w i t h our n e g o t i a t i o n s . 

13 As of r i g h t now, we're only capable of 

14 n e g o t i a t i n g terms of any p o t e n t i a l lease or other 

15 p a r t i c i p a t i o n agreement based o f f knowledge t h a t does 

16 not include any seismic data, and t h a t leaves us at a 

17 s i g n i f i c a n t disadvantage. 

18 Q. And i s t h a t a p a r t i c u l a r concern i n a s i t u a t i o n 

19 where OXY's i n t e r e s t i s e s s e n t i a l l y reduced by 50 

20 percent? 

21 A. Yes, t h a t ' s a great concern t o us. 

22 Q. And also of concern and note t h a t p o t e n t i a l l y 

23 two w e l l s may d r a i n more acreage than one? 

24 A. Yes. 

25 Q. Wi th respect t o the 3D seismic , please walk us 
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1 through, f i r s t , Nearburg *s counter t o t h a t , and second, 

2 OXY's request and o f f e r t o a c t u a l l y purchase t h a t 

3 through the t h i r d - p a r t y o f f e r i n g . 

4 A. As of r i g h t now, the lease o f f e r t h a t has been 

5 made t o us i s t o lease one-half of our i n t e r e s t i n order 

6 t o view a p r e s e n t a t i o n of the seismic data underlying 

7 the proposed Sapient #17 w e l l . That would be a 

8 one-sixth r o y a l t y f o r a one-year term. 

9 Q. Just t o c l a r i f y , Mr. Canon --

10 A. Yes. 

11 Q. -- can you go back and compare, again, the 

12 f i r s t o f f e r and the second o f f e r , what impact --

13 A. The i n i t i a l o f f e r was a one-quarter r o y a l t y f o r 

14 a two-year lease, $250 an acre. 

15 Q. And so a l l t h a t changed was your request t o 

16 look at the 3D seismic data? 

17 A. What changed was our request t o look at the 3D 

18 seismic data, and -- and then, I guess, the amount of 

19 our acreage t h a t they were wanting t o lease and 

20 decrease. But t h a t was also p a r t of the -- t h a t would 

21 be e s s e n t i a l l y payment or the exchange f o r us t o be able 

22 t o view the seismic data. 

23 Q. To your knowledge, does Nearburg o f f e r i n the 

24 market access t o t h e i r 3D seismic? 

25 A. No. Do they o f f e r i n t o the market? 
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Yes, f o r purchase. 

2 A. I b e l i e v e they do. I honestly -- yes, I 

3 be l i e v e so. 

4 Q. And t o your knowledge, has OXY i n q u i r e d and 

5 pursued p o t e n t i a l purchase w i t h i n t h a t market of the 3D 

6 seismic data? 

7 A. Yes, we have pursued a li c e n s e t o view t h a t 

8 seismic data. We have d e f i n i t e l y done t h a t . As t o 

9 whether they market i t t o other people, I'm not sure. 

10 Q. So conversation i s ongoing w i t h respect t o 

11 that? 

12 A. Yes. The conversation has been ongoing as t o 

13 whether or not we would have access t o t h a t data by 

14 li c e n s e or otherwise. 

15 Q- Thank you, Mr. Canon. 

16 Turn now t o E x h i b i t 5. Can you please walk 

17 us through that? 

18 A. Okay. So t h i s i s -- t h i s i s e s s e n t i a l l y under 

19 what would be normal 4 0-acre spacing, where the l o c a t i o n 

20 of t h e i r w e l l would be. And e s s e n t i a l l y what I'm doing 

21 here i s , I'm p o i n t i n g out t h a t the 80-acre spacing 

22 request goes p a r t and p a r c e l , again, w i t h the forced 

23 p o o l i n g , as i t normally does. But you can't approve 

24 t h i s 80 acres because i t already, i n and of i t s e l f , i s 

25 v i o l a t i n g s t a t e setback r u l e s . So there i s the issue 
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1 w i t h t h a t . 

2 Previously, I 'd also l i k e t o p o i n t out, 

3 t h a t i n Case Number 11201, back i n 19- -- excuse me --

4 o r i g i n a l l y opened i n 1994 and re-opened i n February 

5 1997, there was 80-acre spacing t h a t was granted on a 

6 temporary basis t o the South Midway Strawn pool. 

7 A f t e r t h a t i n i t i a l w e l l was d r i l l e d i n 

8 Section 20, on re-addressing 11201, whether t o make the 

9 80 acre temporary spacing permanent f i e l d r u l e s , there 

10 was no -- there were no appearances on the r e v i s i t a t i o n . 

11 So those r u l e s were rescinded, and they resumed back t o 

12 the 40-acre spacing. 

13 Q. So e s s e n t i a l l y what you're saying i s , t h i s i s 

14 the second time t h i s p a r t i c u l a r nonstandard u n i t i s 

15 being looked a t : The f i r s t go-around, i t was rescinded. 

16 A. Yes. 

17 MS. CHAPPELLE: I have nothing f u r t h e r f o r 

18 t h i s witness. 

19 CROSS-EXAMINATION 

20 BY EXAMINER BROOKS: 

21 Q. I'm not f o l l o w i n g e v e r y t h i n g here, but l e t me 

22 make sure. OXY d i d not sign an AFE f o r the Sapient 17 

23 w e l l , c orrect? 

24 A. No, s i r , we have not signed an AFE. 

25 Q. Where you r e f e r t o the AFE on the t i m e l i n e , 
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1 t h a t ' s the AFE f o r the West Lovington 20 well? 

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

3 Q. And, b a s i c a l l y , your concern i s , you want more 

4 i n f o r m a t i o n -- you want t o get i t -- you want t o see 

5 what happens w i t h the West Lovington before you have t o 

6 make an e l e c t i o n ? 

7 A. Yes, s i r , because -- and, again, I'm not -- I 

8 can't speak from a t e c h n i c a l perspective, but, 

9 e s s e n t i a l l y , we're unsure whether or not t h i s area can 

10 . d r a i n on 80 acres. And we'd l i k e t o see how the 40-acre 

11 w e l l does before we are forced t o make a de c i s i o n based 

12 o f f of 80 acres t h a t ' s going t o decrease our i n t e r e s t . 

13 Q. Of course, so f a r as the l o c a t i o n i s concerned, 

14 i f the D i v i s i o n were t o create an 80-acre u n i t , then the 

15 l o c a t i o n would not be nonstandard, because i t would 

16 be -- w e l l , yeah, i t s t i l l would be because -- I don't 

17 remember how, though. 

18 MR. BRUCE: I t would s t i l l be because i t ' s 

19 not a h o r i z o n t a l w e l l . 

2 0 EXAMINER BROOKS: Yeah. I don't remember 

21 e x a c t l y how the r u l e s are worded. I be l i e v e they say 

22 30, 30 [ s i c ] q u a rter s e c t i o n l i n e from the u n i t 

23 boundary. 

24 MR. BRUCE: Cor rec t . 

25 EXAMINER BROOKS: So i t would s t i l l be 
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1 nonstandard. 

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

3 EXAMINER BROOKS: That's what I was 

4 t h i n k i n g . 

5 I bel i e v e t h a t ' s a l l I have. 

6 CROSS-EXAMINATION 

7 BY EXAMINER EZEANYIM: 

8 Q. I would l i k e you t o address the question t h a t 

9 has r i s e n up here, because maybe I don't understand i t . 

10 Before an operator makes an e l e c t i o n whether t o 

11 p a r t i c i p a t e or not -- I mean, do we need t o d r i l l the 

12 w e l l before they make an e l e c t i o n or not? You know -- I 

13 mean, I'm going t o be f a i r here. 

14 I f you t o l d me, I'm going t o have -- i f 

15 l i f e was easy l i k e t h a t , man, I don't have t o do 

16 anything. I f I know what the i n t e r e s t r a t e i s going t o 

17 be tomorrow, I would be r i c h . So i f you want t o know 

18 the high p o i n t -- and you can c o r r e c t me i f I'm wrong. 

19 I thought t h a t i f you r i s k -- and t h a t ' s almost a 

20 200-percent r i s k . 

21 A. I agree. 

22 Q. So i n t h a t case, I d o n ' t know whether i t ' s 

23 going t o be - - I d o n ' t know how t o p a r t i c i p a t e i n the 

24 w e l l - - how you determine t o p a r t i c i p a t e or n o t . Then I 

25 would l i k e you t o - - i f you would l i k e t o p a r t i c i p a t e or 
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1 not. 

2 A. I t h i n k the reason why t h a t i s t h a t i s 

3 brought up as a p a r t of t h i s hearing i s because we want 

4 t o at l e a s t show t o some degree t h a t , I t h i n k , there i s 

5 a l e v e l of u n c e r t a i n t y , not j u s t w i t h us, who do not 

6 have access t o the seismic data, but also t o Nearburg, 

7 who does have access t o the seismic data. And even 

8 they're w a i t i n g t o see the r e s u l t s of the i n i t i a l w e l l 

9 before they proceed w i t h the second w e l l based on 

10 80-acre spacing. 

11 Q. Even before t h a t i n i t i a l w e l l i s d r i l l e d , there 

12 i s a l o t of r i s k i n v o l v e d i n d r i l l i n g . 

13 A. Uh-huh. I agree. 

14 Q. And somebody has t o d r i l l i t --

15 A. I agree. 

16 Q. -- based on whatever you guys do w i t h the 

17 o f f s e t s . And i f t h a t i s the case, then I don't t h i n k 

18 there i s any operator who would take the challenge of 

19 d r i l l i n g t h a t w e l l , t h a t i f i t i s no-show, then 

20 everybody runs away. I mean, there i s the p o s s i b i l i t y 

21 of r i s k . I mean, I have been w a i t i n g f o r someone t o 

22 address t h a t issue, but I'm not hearing anything. 

23 What we need now i s t o be saying t h a t , 

24 w e l l , an operator d r i l l a w e l l i f he's going t o be 

25 p a r t i c i p a t i n g , i f not and don't p a r t i c i p a t e . I t h i n k 
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1 people partake i n d r i l l i n g of the w e l l and bear the r i s k 

2 together, or you go nonconsent and pay a 300-percent 

3 penalty. 

4 A. I t h i n k our goal r i g h t now i s -- and the issue 

5 t h a t we have w i t h the s i t u a t i o n we're being placed i n 

6 today i s t h a t a f t e r t h i s hearing and a f t e r the order i s 

7 issued, we w i l l have 30 days t o respond. As of r i g h t 

8 now, the i n i t i a l w e l l , the West Lovington, i s n ' t going 

9 t o , I b e l i e v e , be spudding -- and I could be wrong 

10 here -- f o r 90 days from around t h i s date. So by the 

11 time even a f t e r our 3 0 days t o f u r t h e r e l e c t t o 

12 p a r t i c i p a t e a f t e r the forced p o o l i n g order i s issued, we 

13 s t i l l are going t o be a c t i n g without f u l l knowledge of 

14 whether or not we even have a decent w e l l here. 

15 Arid what we would l i k e , what our 

16 o p p o r t u n i t y today i s i s t o create a d d i t i o n a l time f o r us 

17 t o be able t o see how the w e l l does so t h a t we make an 

18 informed d e c i s i o n . 

19 Q. Okay. 

2 0 EXAMINER BROOKS: Mr. Bruce? 

21 MR. BRUCE: F i r s t of a l l , I do have a 

22 couple of quick questions f o r Mr. Canon. 

23 EXAMINER BROOKS: Okay. Go ahead. 

24 MR. BRUCE: And then I do have something 

25 t h a t also Mr. Dixon can address, but i t ' s a short 
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1 s tatement . 

2 CROSS-EXAMINATION 

3 BY MR. BRUCE: 

4 Q. Mr. Canon, j u s t t o c l a r i f y one t h i n g , when 

5 Mr. Ezeanyim was questioning you on your E x h i b i t 4, the 

6 t i m e l i n e here, your f i n a l two e n t r i e s regarding the 

7 s i g n i n g the AFE and then the JOA, those p e r t a i n t o the 

8 p r i o r case, the West Lovington 20 #1 well? 

9 A. Yes, s i r , they do. They do. And I apologize 

10 f o r the confusion on t h a t . 

11 Q. And Nearburg has informed OXY t h a t i t ' s going 

12 t o d r i l l the West Lovington 20 #1 w e l l f i r s t ? 

13 A. Yes. 

14 Q. Are you aware -- and I can get Mr. Dixon t o 

15 s t a t e t h i s -- t h a t Nearburg has informed OXY t h a t i t 

16 w i l l not commence the w e l l the Sapient w e l l u n t i l 

17 approximately 90 days a f t e r the f i r s t w e l l i s being 

18 d r i l l e d ? 

19 A. My understanding r i g h t now i s t h a t --my only 

20 understanding i s , as of r i g h t now, w i t h the i n f o r m a t i o n 

21 t h a t I have and the e v a l u a t i o n we've done, i s t h a t 

22 g e n e r a l l y speaking, Nearburg would be w a i t i n g on the 

23 r e s u l t s of the West Lovington 20 before proceeding w i t h 

24 the Sapient w e l l . 

25 MR. BRUCE: And, Mr. Examiner, i t i s not --

PAUL BACA PROFESSIONAL COURT REPORTERS 
333b2125-227f-4e32-8ccd-0d080d5437e4 



Page 40 

1 and Mr. Dixon can confirm t h i s . I t i s not Nearburg's 

2 i n t e n t t o get two p o o l i n g orders and AFE OXY r i g h t away. 

3 I n other words, i t w i l l -- i f they don't sign a JOA on 

4 the f i r s t w e l l , i t i s t h e i r i n t e n t t o wait u n t i l a f t e r 

5 t h a t f i r s t w e l l i s d r i l l e d before AFEing OXY on the 

6 second w e l l . So OXY w i l l not be g e t t i n g two AFEs at the 

7 same time and having t o make two e l e c t i o n s . 

8 EXAMINER BROOKS: However, under the 

9 general form of p o o l i n g order t h a t we use, there would 

10 be nothing t o prevent t h a t . 

11 MR. BRUCE: But we don't o b j e c t --

12 EXAMINER BROOKS: I n f a c t , the way we do 

13 t h i n g s today, i t j u s t says a f t e r the order i s entered, 

14 they w i l l --

15 MR. BRUCE: And I could provide some 

16 language t o Ms. Chappelle and you, i f t h a t ' s acceptable, 

17 because i t ' s not the i n t e n t t o place OXY i n a rush 

18 s i t u a t i o n on the second w e l l . 

19 EXAMINER BROOKS: Yeah. Okay. Very good. 

20 MR. BRUCE: But I do have j u s t a couple 

21 other t h i n g s . 

22 Q. (BY MR. BRUCE) You s a i d OXY i s pursuing 

23 o b t a i n i n g the seismic? 

24 A. Yes. 

25 Q. Some seismic from somewhere? 
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1 A. Yes. 

2 Q. And seismic i s valuable? 

3 A. Yes. There i s money spent on i t . 

4 Q. And so the f i r s t lease o f f e r was what, f o r 

5 one-quarter r o y a l t y , but i f you p a r t i c i p a t e i n p a r t of 

6 your b e n e f i t by seeing Nearburg's seismic, t h a t would, 

7 again, b e n e f i t , seeing the seismic t h a t Nearburg has? 

8 A. Yes, i t would be. 

9 Q. And j u s t one f i n a l question j u s t f o r my own 

10 i n f o r m a t i o n . Has OXY determined at t h i s time, i n s o f a r 

11 as the Sapient w e l l goes, whether i f i t p a r t i c i p a t e s , i t 

12 would p a r t i c i p a t e f o r f u l l i n t e r e s t or p a r t l y , p a r t of 

13 i t s i n t e r e s t and lease p a r t of i t s i n t e r e s t ? 

14 A. We haven 11 made t h a t determination yet. We 

15 need t o see the seismic data. 

16 And one other t h i n g I ' d l i k e t o p o i n t out 

17 as i t r e l a t e s t o the seismic data, I t h i n k t h a t i t would 

18 be d i f f i c u l t f o r us t o determine at t h i s time whether 

19 the seismic data i s -- and the value -- a d d i t i o n a l value 

20 given by Nearburg t o OXY would be the equivalent of the 

21 d i f f e r e n c e between one-quarter r o y a l t y and one-sixth 

22 r o y a l t y . 

23 Q. But i n general terms, seismic tends t o be 

24 valuable --

25 A. C e r t a i n l y i t does. We j u s t d o n ' t know whether 
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1 i t ' s worth the d i f f e r e n c e between one-quarter and 

2 one-sixth. 

3 Q. And on the West Lovington 20 #1 w e l l , OXY had 

4 i t s own seismic? 

5 A. No, we d i d not. I don't b e l i e v e we d i d . 

6 Q. So you're p a r t i c i p a t i n g without seismic on t h a t 

7 one? 

8 A. Yes, we are. 

9 MR. BRUCE: That's a l l I have, 

10 Mr. Examiner. 

11 EXAMINER BROOKS: Okay. I f I may, I would 

12 l i k e t o ask you some questions, Mr. Bruce. 

13 MR. BRUCE: Yes. 

14 EXAMINER BROOKS: F i r s t , j u s t t o c l a r i f y 

15 what you sai d a moment ago, are you representing t o us 

16 t h a t Nearburg would not obje c t t o the D i v i s i o n p u t t i n g a 

17 p r o v i s i o n i n the compulsory p o o l i n g order i n t h i s case, 

18 the Sapient case, t o the e f f e c t t h a t OXY would not be 

19 re q u i r e d t o make an e l e c t i o n under the compulsory 

20 p o o l i n g order u n t i l a f t e r the completion of the West 

21 Lovington 20? 

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

23 EXAMINER BROOKS: That was what I 

24 understood you t o say, but I wanted t o be very c l e a r 

25 about t h a t . 
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1 Okay. The other t h i n g -- question t h a t I 

2 wanted t o ask i s : I'm not aware of any de c i s i o n by the 

3 Commission t h a t has ever s a i d whether or not and t o what 

4 extent a p a r t y under a forced p o o l i n g order i s e n t i t l e d 

5 t o i n f o r m a t i o n about the prospect before they have t o 

6 make an e l e c t i o n . 

7 MR. BRUCE: I'm not aware of any e i t h e r . 

8 EXAMINER BROOKS: Well, I was going t o ask 

9 you t h a t because I know you 1 re probably aware of a l o t 

10 more Commission orders than I am. You've been at t h i s 

11 business a l o t longer. 

12 MR. BRUCE: On the other hand, i f OXY would 

13 p a r t i c i p a t e , which they s t a t e d they i n t e n d t o do, i n the 

14 West Lovington 20 #1, they would have w e l l i n f o r m a t i o n 

15 from t h a t w e l l . 

16 THE WITNESS: Uh-huh. 

17 EXAMINER BROOKS: Okay. Did you have any 

18 f u r t h e r questions of the witness? 

19 MS. CHAPPELLE: I have j u s t a few, yes, 

2 0 s i r . Thank you. 

21 REDIRECT EXAMINATION 

22 BY MS. CHAPPELLE: 

23 Q. Mr. Canon, I j u s t want t o c l a r i f y a few t h i n g s . 

24 With respect t o the second o f f e r , what does t h a t 

25 u l t i m a t e l y do t o OXY's i n t e r e s t ? 
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1 A. With the second o f f e r , i t s i g n i f i c a n t l y 

2 decreases our economic b e n e f i t i n the w e l l simply 

3 because -- whereas, i f we p a r t i c i p a t e d at 100 percent 

4 and at 100 percent payout, we receive our f u l l b e n e f i t 

5 of our fee-owned acreage production p o r t i o n , we w i l l be 

6 impacted t o where we're only r e c e i v i n g 50 percent of 

7 t h a t b e n e f i t , and the other 50 percent i s going t o be 

8 only based o f f of the r o y a l t y f o r one-sixth. 

9 So you can argue whether there are -- how 

10 the economics w i l l break down as t o whether or not 

11 one - s i x t h r o y a l t y , based o f f the estimated production of 

12 the w e l l , i s a gr e a t e r b e n e f i t than i f you p a r t i c i p a t e d 

13 as a working i n t e r e s t p a r t n e r . I'm not going t o 

14 speculate on t h a t today because I'm not a planning 

15 engineer. 

16 Q. And j u s t t o c l a r i f y , w i t h respect t o the n o t i o n 

17 t h a t OXY has concerns i n the area, i s i t f a i r t o say 

18 t h a t OXY's concerns were heightened once i t received 

19 i n f o r m a t i o n from Nearburg t h a t they, themselves, were 

20 going t o wait t o d r i l l the second w e l l a f t e r seeing how 

21 the f i r s t w e l l did? 

22 A. Yes. 

23 Q. And so would you say t h a t t h a t ' s a red f l a g f o r 

24 OXY? 

25 A. Yes. I t j u s t conf i rmed f o r us t h a t t h i s was - -
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1 again, I'm not a t e c h n i c a l person. I'm a landman. But 

2 i t d i d at l e a s t leave an impact on us t h a t -- there i s a 

3 growing concern as t o whether or not the plan of a c t i o n 

4 r i g h t now, without having seen the r e s u l t s , of the f i r s t 

5 w e l l , are a prudent choice. 

6 Q. I have nothing f u r t h e r . Thank you. 

7 EXAMINER BROOKS: Neither do I . 

8 Mr. Ezeanyim? 

9 EXAMINER EZEANYIM: No, I don't. 

10 EXAMINER BROOKS: Mr. Bruce? 

11 MR. BRUCE: No. 

12 EXAMINER BROOKS: Very good. The witness 

13 may stand down. 

14 MS. CHAPPELLE: Mr. Bruce, do you happen t o 

15 have another set of these, so he and I can t a l k about 

16 them w h i l e he's up there? 

17 I apologize f o r not doing t h i s while 

18 Mr. Canon was s t i l l up there, but I would l i k e t o move 

19 E x h i b i t s 1 through 5 i n t o the record. 

20 EXAMINER BROOKS: Okay. 

21 MS. CHAPPELLE: Should he go back up there? 

22 EXAMINER BROOKS: No, t h a t ' s f i n e . 

23 Any o b j e c t i o n t o the e x h i b i t s , Mr. Bruce? 

24 MR. BRUCE: No o b j e c t i o n . 

25 EXAMINER BROOKS: E x h i b i t s 1 through 5 are 
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1 admitted. 

2 (OXY USA WTP E x h i b i t Numbers 1 through 5 

3 were o f f e r e d and admitted i n t o evidence.) 

4 EXAMINER BROOKS: You know, i t r e a l l y i s 

5 h e l p f u l i f we put -- I know i t ' s more work, but i t 

6 r e a l l y i s h e l p f u l i f the lawyers put the case number on 

7 the e x h i b i t s , because the e x h i b i t s from one case can 

8 e a s i l y get confused w i t h the e x h i b i t s t o another case. 

9 Okay. You may proceed. Ms. Chappelle, I 

10 be l i e v e t h i s i s your witness. 

11 MS. CHAPPELLE: Yes, s i r . Thank you. 

12 JEFFREY C. THOMPSON, 

13 a f t e r having been p r e v i o u s l y sworn under oath, was 

14 questioned and t e s t i f i e d as f o l l o w s : 

15 DIRECT EXAMINATION 

16 BY MS. CHAPPELLE: 

17 Q. Good afternoon, Mr. Thompson. 

18 A. Good afternoon. 

19 Q. Have you p r e v i o u s l y appeared before t h i s 

20 D i v i s i o n ? 

21 A. I have not. 

22 Q. And so you haven't p r e v i o u s l y been q u a l i f i e d as 

23 an expert before t h i s D i v i s i o n e i t h e r , then? 

24 A. I have not. 

25 Q. So would you please j u s t s t a t e your name and 
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1 your t i t l e and your background, i n c l u d i n g education, 

2 c r e d e n t i a l s and ex p e r t i s e , please? 

3 A. My name i s J e f f r e y C. Thompson. I reside i n 

4 Houston, Texas. I graduated w i t h a bachelor's degree i n 

5 geology i n 1981 from the U n i v e r s i t y of Wisconsin, 

6 Madison. 

7 Upon graduation, I went t o Midland, Texas 

8 t o work f o r Texaco as a petroleum geophysicist, and f o r 

9 the l a s t 32 years, I've continuously worked as a 

10 petroleum geophysicist and/or g e o l o g i s t f o r Texaco, 

11 followed by A l t u r a Energy, which was then purchased by 

12 OXY i n 2000. 

13 MR. BRUCE: Mr. Examiner, before 

14 Mr. Thompson proceeds, Mr. Dixon i s t r y i n g t o catch the 

15 l a t e plane out of Albuquerque. I s i t okay i f he's 

16 excused from the hearing? 

17 EXAMINER BROOKS: I t ' s okay w i t h me. 

18 Ms. Chappelle? 

19 MS. CHAPPELLE: From our perspective -- I 

20 understand t h a t you want t o catch your f l i g h t , but from 

21 our perspective, you know, there's q u i t e a b i t at stake 

22 here f o r OXY, and one of t h e i r witnesses i s leaving t h a t 

23 has m a t e r i a l i n f o r m a t i o n f o r the case. So I'm -- you 

24 know, I'm r e a l -- I want t o p l a y f a i r here, but I'm 

25 r e l u c t a n t . 
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1 EXAMINER BROOKS: Do you expect t o have t o 

2 need t o question him f u r t h e r ? 

3 MS. CHAPPELLE: No, I don't. 

4 EXAMINER BROOKS: Okay. I n t h a t case, I 

5 be l i e v e t h a t i t ' s appropriate t o excuse him t o allow him 

6 t o make h i s f l i g h t , because i f you d i d expect, you would 

7 need t o -- i f you had a d e f i n i t e expectation t o question 

8 him, then --

9 MR. BRUCE: Mr. Examiner, he's got about a 

10 15-minute window. I f there are other questions, f i n e . 

11 Otherwise, I would ask t h a t he be excused. 

12 EXAMINER BROOKS: Well, Ms. Chappelle said 

13 she d i d n ' t have any questions f o r him at t h i s time, so I 

14 w i l l go ahead and excuse him. 

15 THE WITNESS: Thank you f o r your 

16 c o n s i d e r a t i o n . 

17 EXAMINER BROOKS: Thank you, s i r . 

18 MR. BRUCE: Sorry, Mr. Thompson. 

19 {Mr. Dixon e x i t s the hearing.) 

20 Q. (BY MS. CHAPPELLE) So you were discussing w i t h 

21 us your c r e d e n t i a l s and background as an expert both i n 

22 geology and geophysics. 

23 A. Yes. 

24 Q. I s there more t h a t you would l i k e t o add t o 

25 that? 
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1 A. I guess the f i n a l note i s , I am a lic e n s e d 

2 p r o f e s s i o n a l g e o l o g i s t i n the s t a t e of Texas. 

3 MS. CHAPPELLE: With t h a t , I would request 

4 t h a t t h i s witness be q u a l i f i e d as an expert witness. 

5 EXAMINER BROOKS: Okay. I f you worked f o r 

6 Texaco i n Midland, you probably worked i n the Midland 

7 Savings B u i l d i n g . 

8 THE WITNESS: Yes, s i r . 

9 EXAMINER BROOKS: I f e e l s o r r y f o r you. 

10 THE WITNESS: Yeah. The asbestos h o p e f u l l y 

11 wasn't a problem when I was there. 

12 EXAMINER BROOKS: I also worked i n t h a t 

13 b u i l d i n g f o r a number of years ( l a u g h t e r ) . 

14 Okay. He i s so q u a l i f i e d . 

15 MS. CHAPPELLE: Thank you. 

16 Q. (BY MS. CHAPPELLE) Mr. Thompson, can you please 

17 t u r n t o E x h i b i t 6? 

18 A. Sure. E x h i b i t 6 i s a s t r u c t u r e map of a 

19 r e g i o n a l nature of the Strawn r e s e r v o i r , the same area 

20 t h a t we're t a l k i n g about w i t h the proposed nonstandard 

21 80-acre u n i t , which i s shown i n red i n the south h a l f of 

22 the northeast quarter of Section 17. 

23 As f a r as annotation on the map, I d i d n ' t 

24 provide you w i t h a very good legend. A l l of the w e l l 

25 c o n t r o l i n the area i s present. The small numbers 
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1 underneath the w e l l spots represent the t o t a l depth of 

2 the w e l l s . The w e l l s h i g h l i g h t e d i n green are a l l w e l l s 

3 t h a t have produced or are s t i l l producing from the 

4 Strawn r e s e r v o i r . The blue numbers o f f s e t t i n g each one 

5 of these w e l l s i s the subsurface top of the Strawn, and 

6 the green numbers associated w i t h each of these Strawn 

7 w e l l s i s cumulative production. The contouring of the 

8 Strawn f o r t h i s map i s 50 f e e t . 

9 And I want t o draw t o you -- draw your 

10 a t t e n t i o n t o the l o c a t i o n of the proposed nonstandard 

11 80-acre u n i t between w e l l s producing t o the n o r t h , which 

12 were shown on the previous Nearburg e x h i b i t as being the 

13 Midway Strawn f i e l d , and then the w e l l s producing -- the 

14 three w e l l s producing i n the southern p o r t i o n j u s t due 

15 south of t h i s 80-acre nonstandard u n i t as the Midway 

16 Strawn pool. 

17 And based upon the subsurface c o n t r o l , 

18 which I have a v a i l a b l e t o me i n the r e g i o n a l mapping, 

19 the l o c a t i o n of both t r a c t s w i t h i n t h i s nonstandard 

20 80-acre u n i t are s t r u c t u r a l l y i n a fo u r [ s i c ] p o s i t i o n . 

21 We have w e l l s capable of producing and have produced 

22 from the Strawn s l i g h t l y updip t o the western t r a c t and 

23 also s l i g h t l y downdip t o the eastern t r a c t . So I 

24 considered both t r a c t s t o be prospective d u r i n g the 

25 mapping on a r e g i o n a l basis. 
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1 Q. Mr. Thompson, w i t h respect t o spacing, are a 

2 number of these w e l l s 40-acre u n i t s , or are they 

3 predominantly 80? 

4 A. I b e l i e v e e v e r y t h i n g shown on t h i s r e g i o n a l map 

5 i s on 40s. 

6 Q. Thank you. 

7 Moving now t o E x h i b i t 7, can you please 

8 walk us through t h i s e x h i b i t ? 

9 A. Yes, ma'am. Again, t h i s i s a r e g i o n a l p i c t u r e 

10 of t h i s area. I t i s the Strawn gross isopach map, w i t h 

11 a 50-foot contour i n t e r v a l . The annotation i s the same 

12 on t h i s map as i t was on the previous s t r u c t u r e map, 

13 w i t h the exception t h a t the blue numbers represent the 

14 gross isopach of the Strawn, the equivalent from the top 

15 of the Strawn t o the top of the Atoka. 

16 Drawing your a t t e n t i o n t o the nonstandard 

17 80-acre u n i t , i t looks t o be i n an area of gross isopach 

18 thickness between 100 and 150 f e e t , w i t h , s p e c i f i c a l l y , 

19 the 80-acre nonstandard l o c a t i o n averaging about 120 t o 

20 130 f e e t of thickness. 

21 Another observation 1 1ve made from the 

22 r e g i o n a l mapping i s , there does not appear t o be any 

23 successful w e l l s -- successful Strawn completions w i t h 

24 an isopach map less than 100 f e e t . Wells w i t h isopachs 

25 greater than 100 f e e t could be e i t h e r successful or 
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1 noncommercial. 

2 Thank you, Mr. Thompson. 

3 Turning now t o E x h i b i t 8, can you please 

4 t a l k about your analysis of t h a t e x h i b i t ? 

5 A. E x h i b i t 8 i s a s t r u c t u r a l cross s e c t i o n , 

6 i n c l u d i n g the p e r t i n e n t w e l l s surrounding t h i s proposed 

7 nonstandard 80-acre u n i t . The l i n e of s e c t i o n was shown 

8 on the previous e x h i b i t s , 6 and 7, as A t o A prime. 

9 South i s t o the l e f t , and n o r t h i s t o the r i g h t . And 

10 the proposed 80-acre nonstandard l o c a t i o n would be 

11 p o s i t i o n e d between the second and t h i r d w e l l s as 

12 counting from the l e f t . 

13 And what I want t o p o i n t out here i s t h a t , 

14 i n my op i n i o n , an experienced g e o l o g i s t who has worked 

15 i n t h i s area, we would be able t o p i c k the Strawn 

16 r e s e r v o i r on a consistent basis, and there would be very 

17 l i t t l e discrepancy between one experienced g e o l o g i s t and 

18 another i n making these p i c k s . The f a c t the second w e l l 

19 on the cross s e c t i o n from the l e f t i s the w e l l t h a t was 

20 presented i n e x h i b i t f o r the Nearburg p a r t i e s . 

21 What I do want t o p o i n t out i s -- and I 

22 apologize f o r the small scale. I had t o take a 

23 r e l a t i v e l y l arge cross s e c t i o n and s h r i n k i t t o f i t on a 

24 piece of paper. What I want t o p o i n t out i s , the red 

25 bars i n the depth t r a c k of the w e l l s represent the 
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1 p e r f o r a t i o n i n t e r v a l s w i t h i n the Strawn r e s e r v o i r t o the 

2 w e l l s on the cross s e c t i o n . So the f i r s t , second and 

3 f i f t h w e l l s have p e r f o r a t i o n s i n the Strawn. 

4 And the important p a r t of t h i s i s t h a t i t 

5 appears t h a t the Strawn -- the Strawn lease -- and I 

6 t h i n k anybody who has worked t h i s area knows t h a t the 

7 pay zone w i t h i n the Strawn carbonate i s r e - p u l l 

8 [ p h o n e t i c ; s i c ] . Formations can e x i s t from top, middle 

9 and bottom w i t h i n the Strawn s e c t i o n . 

10 So our concern i s t h a t w i t h a nonstandard 

11 d r i l l i n g l o c a t i o n , there could be -- there could be pay 

12 w i t h i n our 40 t h a t i s not being penetrated w i t h the w e l l 

13 as i t i s planned r i g h t now. 

14 Q. Thank you, Mr. Thompson. 

15 Based on your i n i t i a l a n a l y s i s and w e ' l l 

16 t u r n t o the e x h i b i t s submitted by Nearburg here i n a 

17 second. But j u s t based on your i n i t i a l a n a l y s i s , do you 

18 be l i e v e t h a t t h i s p a r t i c u l a r nonstandard u n i t i s 

19 r e q u i r e d t o draw down both pools i n t h a t acreage? 

20 A. Based upon the i n f o r m a t i o n a v a i l a b l e t o me and 

21 the r e g i o n a l map, I would say no. 

22 Q. Nearburg's witness made a statement e a r l i e r , I 

23 b e l i e v e , t h a t p o t e n t i a l l y having two w e l l s i n both of 

24 these 40-acre u n i t s would be uneconomic. What i s your 

25 p o s i t i o n on that? 
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1 A. I would say t h a t I wouldn't commit t o t h a t 

2 statement a t t h i s p o i n t . E x h i b i t 7, which was presented 

3 durin g these proceedings, shows much more d e t a i l than 

4 the gross isopach t h a t I presented i n my E x h i b i t 7. 

5 This i s the same i n t e r v a l t h a t ' s being mapped. I n both 

6 cases, mine was based upon r e g i o n a l work and the 

7 subsurface work. I b e l i e v e , i n testimony, i t was sta t e d 

8 t h a t t h i s map was generated w i t h the added b e n e f i t of 

9 the 3D seismic data. 

10 But the other t h i n g t h a t I have concern 

11 about as I look at i t here i n these hearings i s , i t 

12 looks l i k e the predominance of the gross rock volume 

13 l i e s i n the eastern 40-acre t r a c t , which i s the t r a c t we 

14 have an i n t e r e s t i n . So I'm not convinced at t h i s p o i n t 

15 i n time t h a t i t s t i l l does not r e q u i r e two w e l l s . 

16 Q. So i s i t f a i r , then, t o charact e r i z e OXY's 

17 concern as twofold? One, OXY's concern t h a t Nearburg, 

18 i t s e l f , i s w a i t i n g t o see how the f i r s t w e l l does, and 

19 then second, t h a t OXY's resource may not be adequately 

20 c a p i t a l i z e d based on t h i s c u r r e n t proposal? 

21 A. Yes, ma'am, i n both cases. Because we know 

22 t h a t these r e e f s can form throughout the Strawn section, 

23 top, middle and bottom, the p o t e n t i a l f o r a featu r e i n 

24 the eastern p o r t i o n of our 40-acre t r a c t e x i s t s t h a t 

25 would not be i n t e r c e p t e d i n t h i s wellbore. 
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1 Q. Okay. Mr. Thompson, i s i t f a i r t o say t h a t 

2 your conclusion i s t h a t Nearburg hasn't met i t s burden 

3 t o prove t h a t a nonstandard spacing u n i t i s appropriate 

4 or r e q u i r e d i n t h i s circumstance? 

5 A. Yes, ma'am. 

6 MS. CHAPPELLE: I have nothing f u r t h e r f o r 

7 t h i s witness. 

8 EXAMINER BROOKS: Mr. Bruce? 

9 CROSS-EXAMINATION 

10 BY MR. BRUCE: 

11 Q. Let's get t o one of your -- I believe the l a s t 

12 statement. Nearburg i s proposing t o d r i l l one w e l l a t a 

13 time. I s t h a t reasonable? 

14 A. Yes, s i r . 

15 Q. So the f a c t t h a t they're proposing t h a t i s n ' t 

16 i n c r e a s i n g OXY's r i s k ? 

17 A. One w e l l at a time i n r e l a t i o n t o the West 

18 Lovington 20 #1 w e l l and then the Sapient 17 #1 well? 

19 Q. Correct. 

20 A. That's c o r r e c t . We are comfortable 

21 p a r t i c i p a t i n g -- very comfortable p a r t i c i p a t i n g w i t h 

22 Nearburg i n the 20 #1 w e l l , and we hope i t ' s a great 

23 w e l l . 

24 Q. And are you aware t h a t when i t comes t o 

25 D i v i s i o n r u l e s and s ta tewide r u l e s on o i l w e l l u n i t s , 
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1 t h a t up t o fo u r w e l l s can be d r i l l e d on a 40-acre w e l l 

2 u n i t ? 

3 A. I be l i e v e i t was my understanding t h a t i t 

4 depended upon the formation and depth. 

5 Q. Assuming you can have f o u r o i l w e l l s on a 

6 40-acre w e l l u n i t a t some p o i n t , OXY could propose 

7 another w e l l ; could they not? 

8 A. I be l i e v e i f we ended up -- end up i n a 

9 h y p o t h e t i c a l s i t u a t i o n l i k e t h a t , where we've already 

10 signed a j o i n t o p e rating agreement f o r over 80 acres 

11 w i t h Nearburg being named the operator, i t would depend 

12 on the j o i n t o p e r a t i n g agreement i f OXY could 

13 p a r t i c i p a t e . 

14 MS. CHAPPELLE: I allowed the witness t o 

15 answer t h a t question, but I am going t o object based on 

16 statements made i n Nearburg's own a p p l i c a t i o n about 

17 d r i l l i n g only one w e l l f o r t h a t 80 acres, which I ' l l 

18 r e d i r e c t . I j u s t want my o b j e c t i o n noted. 

19 EXAMINER BROOKS: Well, I t h i n k Mr. Bruce's 

20 question should be c l a r i f i e d , because I would not have 

21 understood whether he was t a l k i n g about i n the event 

22 t h a t the u n i t s were created by the D i v i s i o n and 

23 pooled -- I mean compulsory pooled, or whether he's 

24 t a l k i n g about i f the p a r t i e s enter i n t o a j o i n t 

25 o perating agreement. And, of course, i f the p a r t i e s 
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1 enter i n t o a j o i n t operating agreement, your answer i s 

2 q u i t e c o r r e c t . I t depends on the term of the agreement. 

3 But my understanding of Mr. Bruce 1s 

4 question was r e l a t e d t o the s i t u a t i o n i f these u n i t s 

5 were created by the D i v i s i o n f o r compulsory pool i n g . 

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

7 EXAMINER BROOKS: Okay. And I t h i n k t h a t ' s 

8 probably a question of i n t e r p r e t a t i o n of the r e g u l a t i o n s 

9 r a t h e r than a question of f a c t . 

10 Q. (BY MR. BRUCE) But assuming Nearburg i s co r r e c t 

11 on i t s w e l l l o c a t i o n , t e s t i n g the t h i c k e s t p a r t of the 

12 r e s e r v o i r , assuming t h a t , would you a n t i c i p a t e t h a t w e l l 

13 t o d r a i n both 40s? 

14 A. I can't say t h a t w i t h c e r t a i n t y . As I look at 

15 t h i s map, i t looks t o me l i k e the preponderance of the 

16 gross rock volume l i e s i n the eastern -- eastern 40. 

17 EXAMINER BROOKS: And which map are you 

18 r e f e r r i n g to? 

19 THE WITNESS: Nearburg E x h i b i t 7. 

20 EXAMINER BROOKS: Thank you. 

21 Q. (BY MR. BRUCE) And, again, assuming t h a t t h i s 

22 w e l l l o c a t i o n i s c o r r e c t , would you r a t h e r d r i l l two 

23 w e l l s at over seven-and-a-half m i l l i o n bucks than one 

24 $3.8 m i l l i o n w e l l t h a t would adequately d r a i n the 

25 r e s e r v o i r ? 
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1 MS. CHAPPELLE: Again, I o b j e c t , because 

2 I'm a l i t t l e b i t confused about the l i n e of questioning. 

3 F i r s t you have a h y p o t h e t i c a l about the 

4 p o s s i b i l i t y of p u t t i n g two w e l l s on there, and now you 

5 have the opposite of t h a t . So I am a l i t t l e confused 

6 about the l i n e of questioning. 

7 EXAMINER BROOKS: Well, i t i s a 

8 h y p o t h e t i c a l , and I t h i n k i t ' s appropriate t o ask 

9 h y p o t h e t i c a l questions; so I'm going t o ove r r u l e the 

10 o b j e c t i o n . 

11 A. Can I ask you t o repeat i t f o r me? 

12 Q. (BY MR. BRUCE) Sure. As I said, assuming 

13 Nearburg i s c o r r e c t , t h a t t h i s i s the best w e l l l o c a t i o n 

14 and i t w i l l d r a i n both 40s, does i t make sense t o d r i l l 

15 two w e l l s on t h i s 80 acres, c o s t i n g over 

16 seven-and-a-half m i l l i o n bucks, i f one $3.8 m i l l i o n w e l l 

17 would d r a i n the 80? 

18 A. Well, I t h i n k the way I would answer t h a t i s , 

19 r i g h t now, as I look a t t h i s map, I would want t o , one, 

20 planimeter t h i s area and determine the gross rock volume 

21 t h a t l i e s i n both 40-acre t r a c t s . And using some 

22 assumptions of average p o r o s i t y , I b e l i e v e t h a t Nearburg 

23 t e s t i f i e d i t would be 100-percent p o r o s i t y . 

24 I n the s o l u t i o n gas r e s e r v o i r s , we have an 

25 idea what k i n d of recovery e f f i c i e n c y we get from them. 
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1 There could be s i g n i f i c a n t reserves present under both 

2 t r a c t s , and I'm not c e r t a i n a t t h i s time t h a t one w e l l 

3 would capture them a l l . 

4 Q. I s the d r i l l i n g of Strawn we l l s r i s k y ? 

5 A. I don't t h i n k the mechanics or the ph y s i c a l 

6 d r i l l i n g i s t h a t r i s k y . The r i s k y p a r t i s f i n d i n g the 

7 r i g h t l o c a t i o n t o d r i l l i t . 

8 Q. You sai d you worked at Texaco. Was Texaco 

9 d r i l l i n g w e l l s i n t h i s area when you were at Texaco? 

10 A. That would have been i n the 1980s, and we d i d 

11 have a couple of w e l l s . 

12 MR. BRUCE: I t h i n k t h a t ' s a l l I have, 

13 Mr. Examiner. 

14 CROSS-EXAMINATION 

15 BY EXAMINER BROOKS: 

16 Q. Okay. Could you e x p l a i n t o us -- w e l l , f i r s t 

17 l e t me make sure I c o r r e c t l y understood what you said. 

18 My understanding was, you sai d t h a t l o o k i n g a t E x h i b i t 

19 Number 7 was i t Nearburg's E x h i b i t 7 or OXY's E x h i b i t 

20 7? 

21 A. I've been speaking t o Nearburg's E x h i b i t 7 over 

22 the l a s t couple of minutes. 

23 Q. Okay. Let me see i f I can f i n d Nearburg 1s 

24 E x h i b i t 7. 

25 A. I t ' s the Strawn-Atoka isopach map. 
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1 Q. Okay. Nearburg's E x h i b i t 7. And you said, 

2 based on t h a t , you b e l i e v e t h a t -- l e t ' s see. OXY's 

3 l a r g e r i n t e r e s t i s i n the eastern quarter? 

4 A. Correct. 

5 Q. And you b e l i e v e t h a t t h a t map i n d i c a t e s t h a t 

6 the b e t t e r p a r t of the r e s e r v o i r i s i n the eastern 

7 q u a r t e r - q u a r t e r , r i g h t ? I s t h a t what you said? 

8 A. Yes, s i r . 

9 Q. Why? 

10 A. Just l o o k i n g a t the gross isopach -- i f , f o r 

11 instance, you j u s t take the 125-foot contour i n t e r v a l 

12 and then l o o k i n g -- and t h i s i s a t e n - f o o t contour 

13 i n t e r v a l . I t goes up t o what appears t o be 175 f e e t of 

14 gross thickness. The apex i s on the eastern t r a c t , and 

15 i t appears t h a t the preponderance of the gross rock 

16 volume above or gre a t e r than t h a t 125 isopach f a l l s i n 

17 the eastern t r a c t . 

18 Q. Well, i t k i n d of appears t h a t the amount 

19 greater than 145 f o o t , most of i t ' s i n the western 

20 p o r t i o n , doesn't i t ? 

21 A. But then you get i n t o the -- i t goes t o 175, so 

2 2 you've got more hei g h t . That's why i t would be 

23 i n t e r e s t i n g t o get the gross rock volume of the tank. 

24 Q. I would -- I would not venture any judgment 

25 about t h i s based on my knowledge of i t , but I'm sure you 
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have much more experience than I do. I t looks l i k e you 

2 have t o lave a computer t o work out the volume of each 

3 of these squiggles? 

4 A. Which i s what we would do. 

5 Q- Right. 

6 EXAMINER BROOKS: Pass the witness. 

7 Mr. Ezeanyim? 

8 CROS S-EXAMINATION 

9 BY EXAMINER EZEANYIM: 

10 Q. Go back t o your own E x h i b i t Number 7. Do you 

11 have i t ? 

12 A. My E x h i b i t 7? 

13 Q- Yeah. 

14 A. Yes, s i r . 

15 Q. Are you OXY? 

16 A. I'm OXY. 

17 Q. And you're Mr. Thompson? 

18 A. Yes, s i r . 

19 Q. Because I'm g e t t i n g confused now. 

20 What i s your major o b j e c t i o n t o the 

21 d r i l l i n g of t h i s well? 

22 A. Major o b j e c t i o n i s t w o f o l d . And my colleague. 

23 Mr. Canon, addressed the issue of not having the b e n e f i t 

24 of d r i l l i n g the 20 #1 w e l l f i r s t before we have t o make 

25 an e l e c t i o n on the 17 #1. 
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1 And the second o b j e c t i o n i s , OXY's not 

2 convinced t h a t one w e l l can adequately d r a i n both 

3 40-acre t r a c t s , and we're t r y i n g t o preserve our 

4 c o r r e l a t i v e r i g h t s i n our 40-acre t r a c t . 

5 Q. Okay. Very good. 

6 Now, go back t o E x h i b i t Number 7, and l e t ' s 

7 examine i t . I f you look at t h a t red o u t l i n e there, 

8 there i s one t h a t i s crosshatched, and there i s one t h a t 

9 i s white. You know, I don't see any nomenclature here 

10 t o know what the green c i r c l e s are. What are those? 

11 A. The b i g green c i r c l e s h i g h l i g h t w e l l s t h a t have 

12 produced or are s t i l l producing from the Strawn 

13 r e s e r v o i r . 

14 Q. Now, i f you look at the red o u t l i n e , there are 

15 two small black dots. What are those? 

16 A. Those w e l l s have t o t a l depths,, which are shown 

17 beneath those w e l l spots i n the 9,000-foot range. 

18 Q. Oh, they are not i n the Strawn? 

19 A. Correct. 

20 Q. So those w e l l s are not i n the Strawn. Okay. 

21 That's good. 

22 And then your c o n t e n t i o n i s t h a t i f t h a t 

23 w e l l i s d r i l l e d as s taked, the w e l l i n ques t ion , the 

24 Sapient 17, you t h i n k i t i s not go ing t o d r a i n the two 

25 40 acres? T h a t ' s one p o i n t , r i g h t ? 
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i A. I'm not convinced t h a t t h a t one w e l l w i l l 

2 adequately d r a i n both of these. 

3 Q. Did you produce -- you gave me gross isopach. 

4 Did you then design a net isopach, so I can compare w i t h 

5 what Nearburg has t o see whether production would be 

6 from the eastern side? You have an i n t e r e s t -- I 

7 understand you don't have an i n t e r e s t i n t h a t white 4 0 

8 acres. You don't have anything there? 

9 A. Correct. 

10 Q. And your c o n t e n t i o n i s t h a t i f t h a t w e l l w i l l 

11 be d r i l l e d , your c o r r e l a t i v e r i g h t s w i l l be impaired 

12 because more pr o d u c t i o n would be coming from the eastern 

13 p o r t i o n , r i g h t ? 

14 A. Correct. 

15 Q. So do you have anything t o demonstrate t h a t 

16 here now? 

17 A. I do not have a net isopach, but I want t o 

18 p o i n t out t h a t Nearburg's E x h i b i t 7 i s also a gross 

19 isopach. So we're pres e n t i n g the same -- the same maps. 

20 They j u s t have more d e t a i l . 

21 Q. I f you do a net isopach, then we can begin 

22 t o -- I mean, i t would show you whether i t ' s a c t u a l l y 

23 coming from t h a t eastern side. I don't know why you 

24 d i d n ' t do i t . I mean, i f you d i d i t -- I mean, we don't 

25 know i f production would be from t h a t eastern p o r t i o n . 
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1 you know, the Crosshatch, or from the white p o r t i o n . 

2 A. Well, s i r , I would love t o do i t , but I d i d n ' t 

3 have the w e l l c o n t r o l t o get t o t h a t l e v e l of d e t a i l . 

4 Q. I can't determine anything from the gross 

5 isopach. The gross isopach i s j u s t gross, you know. 
6 But when you do a net isopach, i t gives you -- you w i l l 

7 know i f you are going t o produce anything or not. So we 

8 need t h a t net isopach t o see i f what you are saying --

9 you might be r i g h t . I don't know. But you need t o 

10 design t h a t . Because, f i r s t , I would have you do i t , 

11 and then l e t me see, you know, what the net isopach i s 

12 doing. 

13 Because your contention i s , I don't want 

14 t h i s one w e l l t o be d r i l l e d because most of the 

15 production i s from my own p o r t i o n of the 40 acres. But 

16 I need a demonstration t o prove t h a t . 

17 A. Well, I don't b e l i e v e I've got i n f o r m a t i o n t o 

18 give me the net isopach. 

19 Q. You don't have that? I mean, you don't have i t 

2 0 now. Can you do i t when you go home? 

21 A. Well, even i f I were t o go back t o the o f f i c e , 

22 I don't have any a d d i t i o n a l i n f o r m a t i o n t o generate a 

23 net isopach: 

24 Q. Okay. That's f a i r , you know. 

2 5 A. But I want t o make sure t h a t we understand t h a t 
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1 the map t h a t the Nearburg p a r t i e s presented was also a 

2 gross isopach and not a net isopach. 

3 Q. I t says t h a t , yes. 

4 I s there a reason why we can't get a net 

5 isopach map i n t h i s area? I s there a reason why we 

6 can't? 

7 A. I n my o p i n i o n --

8 Q. We don't have information? 

9 A. I n my op i n i o n , we don't have the i n f o r m a t i o n 

10 u n t i l the w e l l s get d r i l l e d , or you have more dense w e l l 

11 spacing t o generate the net isopach. 

12 Q. I f we t r y t o e x t r a p o l a t e using the gross 

13 isopach, can we be wrong? I mean, I know we don't have 

14 the i n f o r m a t i o n . I f we t r y t o e x t r a p o l a t e t h a t t h a t 

15 s e c t i o n -- I mean, t h a t one 40-acre would produce more, 

16 i s there a p o s s i b i l i t y we might be wrong? 

17 A. Before d r i l l i n g the w e l l , yes, there i s a 

18 p o s s i b i l i t y you could be wrong. 

19 And the issue w i t h the net isopach i s , 

2 0 we're t a l k i n g about the gross Strawn carbonate i n t e r v a l , 

21 but we can have reef development i n the base, i n the 

22 middle and the top. And these r e s e r v o i r s q u i t e o f t e n 

23 are stacked and amalgamated, and they may extend over a 

24 d i f f e r e n t a r e a l extent versus another one t h a t t h a t 

25 wellbore i s touching at a d i f f e r e n t s t r a t i g r a p h i c depth. 
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1 Q. When I look at you t a l k , I t h i n k -- I have the 

2 impression t h a t I j u s t want t o be on my own 40 acres, 

3 and l e t somebody else be on t h e i r own 40 and d r i l l 

4 one w e l l . But anyway, i f I mean, two w e l l s . I f one 

5 w e l l can d r a i n i t and w i t h two of those d r a i n i n g --

6 there i s testimony here t h a t they are a l l equal, 

7 between -- e q u a l l y , u n t i l proven otherwise. I f there i s 

8 q u a l i t y of production from t h a t one w e l l , then we can 

9 avoid d r i l l i n g two w e l l s . 

10 A. I f we could be assured we're not le a v i n g 

11 reserves behind t h a t w i l l never be captured. 

12 Q. That's a good p o i n t , too. So t h a t ' s , you know, 

13 something we don't know. We don't know whether we're 

14 going t o leave something behind i f we d r i l l one w e l l . 

15 We don't know i f we d r i l l two w e l l s we are going t o 

16 d r i l l an unnecessary number of w e l l s . These w e l l s are 

17 not cheap, from AFEs. 

18 So i t would appear we don't have enough 

19 data t o do anything here, because I don't know -- I 

20 can't say anything i n a vacuum u n t i l I get the 

21 t e c h n i c a l --we are here t o c o l l e c t data and make a 

22 d e c i s i o n based on t h a t data. I don't know how we can 

23 make i t . We might make i t i n a vacuum. 

24 EXAMINER BROOKS: Well, I would t h i n k t h a t 

25 the p a r t y t h a t wants t o depart from the standard spacing 
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1 p a t t e r n has the burden of proof. 

2 EXAMINER EZEANYIM: Legal l y . You t e l l them 

3 t h a t . 

4 EXAMINER BROOKS: I f there i s not enough 

5 evidence presented from a l l the p a r t i e s i n the case of 

6 whether the spacing p a t t e r n should be other than 40 

7 acres, then l e g a l l y i t should be 40 acres. I'm not able 

8 t o evaluate t h i s evidence. This i s outside my area of 

9 e x p e r t i s e , but t h a t would be my l e g a l o p i n i o n . 

10 EXAMINER EZEANYIM: So are you p u t t i n g the 

11 burden of proof on the other party? 

12 EXAMINER BROOKS: Well, the burden of proof 

13 i s on the p a r t y t h a t wants t o depart from the e x i s t i n g 

14 spacing p a t t e r n . This i s not a court case where you 

15 wait u n t i l the p a r t i e s r e s t , and then the judge makes a 

16 d e c i s i o n . This i s an a d m i n i s t r a t i v e proceeding. I f we 

17 be l i e v e i t ' s p o s s i b l e t o develop more evidence than the 

18 p a r t i e s have presented, then we can request a d d i t i o n a l 

19 evidence. I t ' s not something a judge would do, but i t ' s 

20 something t h a t a d m i n i s t r a t i v e agencies do a l l the time. 

21 But the bottom l i n e i s , i f we look at a l l 

22 the evidence t h a t ' s been presented, plus whatever 

23 a d d i t i o n a l evidence we've e x t r a c t e d , then we could 
24 conclude t h a t you can't t e l l from the evidence what the 

25 appropriate spacing p a t t e r n i s . Then I t h i n k our 
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1 recommendation t o the d i r e c t o r should be t h a t we go w i t h 

2 the standard spacing p a t t e r n t h a t ' s been p r e v i o u s l y 

3 adapted f o r the area. 

4 EXAMINER EZEANYIM: Yeah. 

5 Q. (BY EXAMINER EZEANYIM) I t appears t h a t most of 

6 the w e l l s from your -- what d i d you say? Bone Spring? 

7 Well, where are those wells? 

8 A. The w e l l s t h a t are w i t h i n the red o u t l i n e are 

9 w e l l s t h a t have produced from the Midway Abo Formation, 

10 Midway Abo pool, a t about 9,000 f e e t . 

11 Q. But not from South Midway Strawn? 

12 A. Correct. 

13 Q. So there i s no way we can use any o f f s e t s t o 

14 determine what 1s happening around t h a t area? 

15 A. No, s i r . 

16 Q. There are no o f f s e t s around? 

17 A. No, s i r . 

18 Q. So t h a t data i s not availa b l e ? There i s no 

19 data a v a i l a b l e ? 

20 A. There are no w e l l s t h a t are p e n e t r a t i n g the 

21 Strawn r i g h t around -- o f f s e t t i n g t h i s proposed 

22 l o c a t i o n . 

23 Q. Okay. W e l l , we are going t o have t o a r r i v e a t 

24 what i s l e g a l . I need t o see data t o be able t o make a 

25 recommendation. I f I d o n ' t see any data , I d o n ' t know 
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1 what else t o do. 

2 EXAMINER BROOKS: As you've done i n several 

3 other cases, i f you see something from the evidence 

4 where i t ought t o be supplemented, we can request t h a t 

5 people supplement. I gather t h a t t h i s witness has sai d 

6 he cannot -- he doesn't f e e l there i s enough data out 

7 there at t h i s p o i n t t o generate t h a t net isopach map. 

8 That i s what I heard him t o say. 

9 EXAMINER EZEANYIM: Yeah, I heard t h a t , 

10 too, and t h a t ' s why, you know, I believe I need t o look 

11 a t these maps. I mean, i t ' s r e a l l y -- I don't know --

12 f o r us t o s t a r t t h i n k i n g about t h i s , I don't know. I 

13 hate t o make a recommendation i n a vacuum, but i f 

14 somebody can give me something t h a t I might look at t o 

15 help me make t h a t recommendation, I would l i k e t o have 

16 i t . 

17 Q. (BY EXAMINER EZEANYIM) See what I mean? So I 

18 don't know, but, t e c h n i c a l l y , I need t o get something. 

19 Otherwise, I w i l l go w i t h what you said. 

2 0 EXAMINER BROOKS: Okay. 

21 MS. CHAPPELLE: I have some r e d i r e c t , yes, 

22 s i r . 

23 EXAMINER BROOKS: Please proceed. 

24 

25 
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1 REDIRECT EXAMINATION 

2 BY MS. CHAPPELLE: 

3 Q- Mr. Thompson, going back t o the h y p o t h e t i c a l --

4 A c t u a l l y , I'm going t o have you look at the 

5 a p p l i c a t i o n t h a t Nearburg f i l e d i n t h i s matter r e a l 

6 quick. Mr. Thompson, would you mind reading paragraph 

7 fo u r i n Nearburg's a p p l i c a t i o n ? 

9 reserves u n d e r l y i n g the south h a l f of the northeast 

10 quarter of Section 17. Therefore, Applicant requests 

11 t h a t a nonstandard spacing and p r o r a t i o n u n i t comprised 

12 of the south h a l f of the northeast quarter of Section 17 

13 be dedicated t o the w e l l . " 

14 Q. Okay. Mr. Thompson, do you r e c a l l Nearburg's 

15 g e o l o g i s t s t a t i n g t h a t he b e l i e v e d 4 0 t o 6 0 acres, 

16 p o t e n t i a l l y a t the high s i t e , 70, but he d i d not 

17 i n d i c a t e t h a t the e n t i r e 80 would be drained. Do you 

18 r e c a l l t h a t p o r t i o n of h i s testimony? 

19 A. I do. 

20 Q. And then going t o Mr. Bruce's h y p o t h e t i c a l t o 

21 you, t h a t i t ' s p o s s i b l e t h a t two w e l l s could be placed 

22 i n an 80-acre spacing u n i t , can you please t a l k me 

23 through what impression those three f a c t o r s leave you 

24 w i t h respect t o Nearburg's p r e s e n t a t i o n of evidence and 

25 p o s i t i o n on the matter? 

8 A . Paragraph f o u r s t a t e s : One w e l l w i l l d r a i n 
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1 A. I guess f o r me, based upon what I've seen and 

2 what I've heard, there i s s t i l l some question i n t h e i r 

3 mind as t o how t h i s should be p r o p e r l y developed. 

4 Q. And so, again, having heard the Hearing 

5 Examiner's l i n e of questioning, Mr. Bruce's l i n e of 

6 questioning, t h e i r d i r e c t testimony, do you believe they 

7 have met t h e i r burden t o show why --

8 MR. BRUCE: I ' d o b j e c t . That's a l e g a l 

9 conclusion. 

10 EXAMINER BROOKS: Yeah. I guess i f you 

11 j u s t say, "Do you be l i e v e they've shown," i t would be an 

12 acceptable question. 

13 MS. CHAPPELLE: Sure. 

14 Q. (BY MS. CHAPPELLE) So do you be l i e v e they've 

15 shown good reason t o do away w i t h not only s t a t u t o r y but 

16 r e g u l a t o r y 40-spacing u n i t provisions? 

17 A. I do not. 

18 Q. Thank you. 

19 With respect t o the issue r a i s e d about the 

20 cost of d r i l l i n g a w e l l , please t a l k me through your 

21 understanding about the goal of our r e g u l a t i o n s and our 

22 s t a t u t e w i t h respect t o developing the resource. 

23 A. I'm not sure t h a t I'm f o l l o w i n g the question 

24 q u i t e r i g h t . 

25 Q. Okay. So what I heard -- what I heard i n some 
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1 of the testimony e a r l i e r was t h a t we should balance the 

2 cost of a w e l l w i t h , p o t e n t i a l l y , u n c e r t a i n t y about 

3 whether or not one or two w e l l s can d r a i n the e n t i r e 80 

4 acres. And i n your experience as a g e o l o g i s t , i s one of 

5 the goals of both our s t a t u t e s and our r e g u l a t i o n s t o 

6 f i n d the best way possible t o get out as much resource 

7 as possible? 

8 A. To prevent waste and maintain c o r r e l a t i v e 

9 r i g h t s . 

10 Q. Now, there was some conversation about net 

11 isopach and gross versus net. Does the f a c t t h a t we 

12 have p o t e n t i a l l y -- I don't mean OXY. But i n t h i s 

13 matter, does i t help t h a t there may be some seismic data 

14 out there t o inform the conversation about gross versus 

15 net isopach? 

16 A. Based upon my experience i n t h i s p a r t i c u l a r 

17 area of Lea County, I do b e l i e v e t h a t 3D seismic data 

18 can help i n determining not n e c e s s a r i l y net pay, but the 

19 zones t h a t are porous and w i l l more l i k e l y be able t o 

2 0 produce hydrocarbons. And we, u n f o r t u n a t e l y -- OXY has 

21 3D seismic throughout the Basin, but we don't have any 

22 throughout t h i s p a r t i c u l a r area. 

23 Q. Thank you, Mr. Thompson. I have no f u r t h e r 

24 follow-up. 

25 EXAMINER BROOKS: Okay. I have nothing 
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1 f u r t h e r . 

2 Mr. Bruce, d i d you have anything t o add? 

3 RECROSS EXAMINATION 

4 BY MR. BRUCE: 

5 Q. But OXY could go out and acquire seismic? 

6 A. We've been i n discussions w i t h the Nearburg 

7 p a r t i e s t o t r y t o neg o t i a t e a reasonable means of 

8 viewing t h e i r s , since i t already e x i s t s . And i t 

9 wouldn't delay t h i n g s f o r us t o con t r a c t w i t h a vendor 

10 t o go out, p e r m i t t i n g [ s i c ] , a c q u i r i n g process --

11 Q. Would t h a t also be a less expensive way t o go? 

12 A. Wi t h i n the Permian Basin, most companies market 

13 t h e i r 3D seismic. And, f o r instance, OXY, a f t e r the 

14 market -- our data i n the Basin, we've got over 5,000 

15 square miles of data. A reasonable cost t o market our 

16 data i s probably, depending upon the q u a l i t y , how b i g , 

17 p a r t i c u l a r areas, 8,000, $12,000 a square mile, 

18 something along those l i n e s , versus a c q u i r i n g data. I n 

19 t h i s area, I would guess i t would probably s t a r t around 

2 0 $40,000 today t o acquire new data. 

21 Q. Thank you, Mr. Thompson. 

22 MR. BRUCE: That's a l l I have, Mr. Hearing 

23 Examiner. 

24 EXAMINER EZEANYIM: One more comment, i f 

25 you d o n ' t mind. 
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1 EXAMINER BROOKS: Okay. 

2 EXAMINER EZEANYIM: To go back t o what I 

3 already said, you guys asked about the seismic or 

4 something or whatever. That's good. So I t h i n k you 

5 guys are t a l k i n g . We might dismiss t h i s case i f you 

6 agree t o something. Why don't you go and t a l k , so we 

7 don't have t o deal w i t h -- what i f you t a l k and then 

8 agree on how t o d e l i v e r two 40 acres? Then we dismiss 

9 the case. 

10 EXAMINER BROOKS: And t h i s i s something we 

11 can do at our own d i s c r e t i o n . Would you recommend t h a t 

12 we continue the case t o another docket so as t o give 

13 them more time t o negotiate? 

14 EXAMINER EZEANYIM: Well, I wouldn't say 

15 t h a t , but I wanted them t o say whether they want t o 

16 continue the case. And i f they are not t a l k i n g , what's 

17 the p o i n t t o c o n t i n u i n g i t ? But even i f they are going 

18 t o t a l k , they're proposing t o -- i f I t e l l you t o go 

19 back and continue i t one more time and you're not 

20 t a l k i n g , I don't want t o I hate t o leave i t . I want 

21 t o deal w i t h i t now. So i f you are going t o t a l k , you 

22 have a request. I f you're not going t o t a l k , I'm not 

23 going t o --

24 MR. BRUCE: Mr. Examiner, I t h i n k 

25 Mr. Canon and - - and my witness s a id they were going t o 
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1 continue t h e i r discussions. That 1s not an issue, except 

2 t h a t you want t o get an order out i n r e l a t i v e l y quick --

3 f o r my c l i e n t s , i n r e l a t i v e l y quick fashion on the f i r s t 

4 case, i n case the p a r t i e s do not reach agreement so t h a t 

5 they can commence the f i r s t w e l l . 

6 EXAMINER BROOKS: And t h a t was Case Number 

7 14995, and t h a t ' s already been continued f o r two weeks. 

8 MR. BRUCE: I t has been continued f o r two 

9 weeks, which w i l l a l l o w f u r t h e r time. 

10 EXAMINER BROOKS: Okay. S h a l l we then 

11 continue t h i s one f o r two weeks also as t o allow f u r t h e r 

12 n e g o t i a t i o n s , and then we can make a decision? Because 

13 we have the a u t h o r i t y t o continue a case on our own --

14 on our own a u t h o r i t y . Once i t ' s submitted, then we take 

15 i t under advisement. Then we don't have the a u t h o r i t y 

16 t o make a decisio n . We j u s t recommend a decisio n . 

17 MS. CHAPPELLE: So I wouldn't mind j u s t 

18 commenting r e a l l y q u i c k l y t o t h i s . I d e f i n i t e l y agree 

19 t h a t the f i r s t case should be continued f o r two weeks. 

2 0 We've already discussed t h a t . 

21 EXAMINER BROOKS: That's already been done. 

22 MS. CHAPPELLE: Right. 

23 With respect t o the second case, I t h i n k 

24 the two-week t i m e l i n e i s a l i t t l e b i t e a r l y , 

25 p a r t i c u l a r l y because we s t i l l have t h a t contingent 
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1 issue. So OXY's i n t e r e s t and concern i s t w o f o l d , f i r s t . 

2 And, a c t u a l l y , Mr. Bruce, I b e l i e v e t a l k e d about t h i s on 

3 the record. OXY's i n t e r e s t i s t w o f o l d . One, we r e a l l y 

4 want t o be able t o see how the f i r s t w e l l does before 

5 the second w e l l i s d r i l l e d and before we're e f f e c t i v e l y 

6 p o t e n t i a l l y f orce pooled on t h a t . And then two, we've 

7 got concern, obviously, about whether one w e l l versus 

8 two w e l l s e f f e c t i v e l y d r a ins 80 acres. 

9 So from t h a t p erspective, I am not 

10 comfortable only c o n t i n u i n g t h i s two weeks. 

11 EXAMINER BROOKS: Well, I believe Mr. Bruce 

12 i n d i c a t e d t h a t Nearburg had conceded t h a t they would 

13 have no o b j e c t i o n t o a p r o v i s i o n i n any order t h a t was 

14 entered t h a t would allow OXY t o defer t h e i r e l e c t i o n t o 

15 p a r t i c i p a t e or not i n the second case pending the 

16 d r i l l i n g of the f i r s t case. 

17 However, by c o n t i n u i n g i t f o r two weeks, we 

18 do not preclude ourselves from c o n t i n u i n g i t a f u r t h e r 

19 time, since we'11 -- because of the f i r s t case, we know 

20 w e ' l l a l l be back here -- w e ' l l a l l be back i n the next 

21 two weeks f o r another heaping h e l p i n g of our h o s p i t a l i t y 

22 ( l a u g h t e r ) . 

23 So w e ' l l cont inue Case Number 14996 u n t i l 

24 J u l y 11 th . Another reason f o r J u l y 11th i s t h a t I w i l l 

25 be here on J u l y 11th , and I w i l l not be here on J u l y 
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1 2 5 t h . So some o t h e r person w i l l be p r e s i d i n g examiner. 

2 ( D i s c u s s i o n o f f t h e r e c o r d . ) 

3 EXAMINER BROOKS: W i t h t h a t , t h i s docket i s 

4 a d j o u r n e d . 

5 (Case Number 14996 con c l u d e s , 3:16 p.m.) 
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