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1 (Time noted 8:21 a.m.)

2 EXAMINER JONES: Let's call case 15310,

3 Application of COG Operating LLC for Approval of a

4 640-acre non-standard project area comprised of acreage

5 subject to a proposed state communitization agreement in

6 Lea County, New Mexico.

7 Call for appearances.

8 MR. FELDEWERT: May it please, Examiner,

9 Michael Feldewert with Santa Fe office of Holland and
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10 Hart appearing on behalf of the Applicant
•

11 And I have two witnesses here today.

12 EXAMINER JONES: Any other appearances in

13 this case?

14 (No response.)

15 EXAMINER JONES: Will the witnesses please

16 stand, and will the court reporter please swear the

17 witnesses.

18 (Whereupon, the presenting witnesses were

19 administered the oath.)

20 MR. FELDEWERT: Okay. May I <call my first

21 witness?

22 EXAMINER JONES: Yes.

23 JON-AARON HOUSE

24 having been first duly sworn by the court reporter, wa.

25 examined and testified as follows:
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1 DIRECT EXAMINATION

2 BY MR . FELDEWERT:

3 Q- Would you please state your name, identify by

4 whom you are employed, and in what capacity.

5 A. My name is Jon-Aaron House, and I'm employed by

6 COG Operating LLC as a senior landman.

7 Q. And, Mr. House, have you had the opportunity

8 previously to testify before this division?

9 A. No.

10 Q. Would you please outline for the examiners your

11 educational background.

12 A. Graduated from Texas Tech University in 2005

13 with a B.S. in multidisciplinary sciences.

14 Q. And what has been your work history since 2005?

15 A. Nine years experience as a landman. Previous

16 employers are Crewland Research, Chesapeake Energy,

17 Arrington Oil and Gas and Apache Corporation, working

18 the Marcelus Shale, Barnett Shale, Permian Basin of

19 Texas Gulf Coast.

20 And a year and a half of that with New Mexico

21 Permian Basin experience.

22 Q- And how long have you been with COG?

23 A. Ten months.

24 Q. And are you a member of any professional

25 affiliations or associations?
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1 A. Yes. I have been a member of PBLA, which is

2 Permian Basin Landman's Association since 2008. I

3- recently joined New Mexico's Landman's Association this

4 year, 2015.

5 And I have been a member of American Association

6 of Professional Landmen since 2006.

7 Q. Mr. House, are you familiar with the application

8 filed in this case?

9 A. Yes.

10 Q. And are you familiar with the status of the lands

11 in the subject area?

12 A. Yes.

13 MR. FELDEWERT: I would tender Mr. House as

14 an expert witness in petroleum land matters.

15 EXAMINER JONES: Mr. House is so qualified.

16 Q. Please turn, Mr. House, to what has been marked

17 as COG Exhibit 1. First identify it, and then explain

18 what the company seeks under this application.

19 A. This is COG Exhibit No. 1. The section that we

20 are here to seek approval of, a 640-acre non-standard

21 project area, is outlined in red.

22 This is a copy of a Midland map which not only

23 shows drilled wells but also permitted wells.

24 Q. Looking at section 27, how many leases are

25 involved?

Page 6

PAUL BACA PROFESSIONAL COURT REPORTERS
500 FOURTH STREET NW - SUITE 105, ALBUQUERQUE, NM 87102



1 A. This section is comprised of two state leases.

2 Q. And is COG the only interest owner in these two

3 state leases?

4 A. Yes.

5 Q. If I then flip to what has been marked as COG

6 Exhibit 2, is this the same Midland map with some

7 additional illustrations on it?

8 A. Yes. COG Exhibit No. 2 depicts the two leases in

9 a green color and a yellow shade. Also on this map you

10 will see three black lines which represent our drilled

11 and completed wells to date and producing.

12 Those are the Pygmy 1H, the Pygmy State Com 2H,

13 the Pygmy State Com 3H. And the last well you see in

14 red is the Pygmy State Com 4H, which is permitted but

15 not yet drilled.

16 The 1H and 2H are currently producing to a

17 battery that is located on the 1H location. The 3H is

18 currently producing to a battery that is located on the

19 3H location.

20 Q. In the event that this application is granted do

21 you have plans to consolidate the surface facilities of

22 these planned wells?

23 A. Yes. We plan to dismantle the 3H battery and

24 everything will go to the 1H location.

25 Q. With respect to these four wells that are shown
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1 on Exhibit 2, if I then turn to Exhibit 3, are these

2 the -- does Exhibit 3 comprise a C-102 for each of the

3 four wells?

4 A. Yes.

5 Q. And do these exhibits provide the examiner with

6 the pool that the Division has placed these wells into

7 as well as the pool code?

8 A. Yes.

9 Q. And if I look at each of these plats, each of the

10 wells are currently dedicated to stand up 160 acres,

11 correct?

12 A. Yes.

13 Q. In the event that this application is granted, do

14 you intend to amend these C-102s and then dedicate these

15 four wells to the 640-acre project area?

16 A. That's correct.

17 Q. Okay. Now, has the company had discussions with

18 representatives of the New Mexico State Land Office

19 about the creation of a single communitization agreement

20 covering section 27?

21 A. Yes, we have. We have had verbal communication

22 with them.

23 Q. And, Mr. House, what has been their response to

24 the proposal?

25 A. They suggested the 640-acre comm agreement area,
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1 which we are seeking the 640-acre non-standard project

2 area today. Upon that approval, we have been told that

3 they would move forward with the 640 comm agreement area

4 as well on the state approved form.

5 Q. Okay. Now, is the company able -- let's assume

6 that the state land office when they approve their

7 communitization agreement -- is that sufficient to allow

8 the company to dedicate each of the wells to the

9 640-acre communitization agreement?

10 A. Yes.

11 Q. And then for administrative purposes is it

12 necessary for the company to get approval from the

13 Division for a 640-acre non-standard project area to

14 dedicate the wells?

15 A. Yes. That's what we've been told.

16 Q. And, in fact, has the state land office indicated

17 that they would be unable to input the production into

18 their system unless the company dedicated each of those

19 wells to a 640-acre communitization agreement?

20 A. That is what we've been told with a system

21 limitation that they've had with their ongoing system, I

22 believe is . . .

23 Q. And that's why you're here before the Division

24 seeking approval of a 640-acre non-standard project area

25 to match up with a 640-acre communitization agreement?
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1 A. Yes.

2 Q. Now, the Bone Spring pool that are reflected --

3 that is reflected on these plats comprising Exhibit 3,

4 is that pool subject to the Division statewide rules?

5 A. Yes. On 40 acres.

6 Q. And in light of that then, in preparation for the

7 hearing here today, did the company identify the

8 affected parties in the 40-acre tracts surrounding the

9 proposed 640-acre non-standard project area?

10 A. Yes.

11 Q. And if I turn to what has been marked as COG

12 Exhibit 4, is this an affidavit prepared by my office

13 with attached letters providing notice of this hearing

14 to those offsetting affected parties?

15 A. Yes.

16 Q. And, finally, Mr. House, were COG Exhibits 1

17 through 3 prepared by you or compiled under your

18 direction or supervision?

19 A. Yes.

20 MR. FELDEWERT: At this time, Mr. Examiner,

21 I would move the admission into evidence of COG Exhibits

22 1 through 4, which includes my notice affidavit.

23 EXAMINER JONES: Exhibits 1 through 4 will

24 be admitted.

25 (Whereupon, COG OPERATING LLC Exhibits 1
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1 through 4 were offered and admitted.)

2 MR. FELDEWERT: And that concludes my

3 examination of this witness.

4 EXAMINER JONES: I'm going to let Scott go

5 first. Do you have any questions?

6 EXAMINER DAWSON: I do.

7 EXAMINER JONES: Go ahead.

8 EXAMINATION BY EXAMINER DAWSON

9 EXAMINER DAWSON: So there will be four

10 horizontal wells within that section when you are

11 completed drilling, correct?

12 THE WITNESS: Yes.

13 EXAMINER DAWSON: On the 1H, it has produced

14 about 80,000 barrels of oil; is that correct?

15 THE WITNESS: I don't know the exact amount

16 right now.

17 EXAMINER DAWSON: Okay. Do you want on the

18 effective date of the unit -- do they want the effective

19 date to be the initial production date of the 1H?

20 THE WITNESS: That is a conversation we

21 still need to have with the state land office as to that

22 date. We haven't had that conversation.

23 EXAMINER DAWSON: So the royalties have

24 already been paid on the 1H?

25 THE WITNESS: Yes.
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1 EXAMINER DAWSON: So that won't change the

2 royalty scenario; it's been paid to present?

3 THE WITNESS: No , that's correct.

4 EXAMINER DAWSON: All right. And the 2H and

5 3H are also producing?

6 THE WITNESS: Recently, I believe; first

7 production date is May 7th, so we have very little data

8 on that right now.

9 EXAMINER DAWSON: Okay.

10 EXAMINER JONES: For both of them?

11 THE WITNESS: Yes.

12 EXAMINER DAWSON: And those will both go to

13 the 1H production facility?

14 THE WITNESS: Upon approval they will.

15 Right now the 3 goes to its on battery, and the 2 and 1

16 go to the one battery.

17 EXAMINER DAWSON: Okay. I don't know if you

18 get that far back. But is there a copy of the comm

19 agreement in here?

20 THE WITNESS: No , there isn't.

21 EXAMINER DAWSON: Okay.

22 THE WITNESS: 1H has an approved comm

23 already with a 160-acre project area. So we would need

24 to essentially get rid of that; create this new 640-acre

25 comm area.
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EXAMINER DAWSON: Okay. You are going to

have a geologist also?

MR. FELDEWERT: Yes, sir.

EXAMINER DAWSON: That’s all the questions I

have. Thank you.

EXAMINATION BY EXAMINER JONES

EXAMINER JONES: Mr. House, it seems like

you could have -- this is also state land, correct?

THE WITNESS: Correct.

EXAMINER JONES: So I guess I should first,

before I forget, ask you ownership. Are there burdens 

on those leases? This old one is probably a l/8th and 

the other one is -- what? -- a l/6th?

THE WITNESS: I will flip back. VO-8995 is

at the l/6th and then EO-1932 id at the 3/16th's --

EXAMINER JONES: 3/16ths?

THE WITNESS: Yes.

EXAMINER JONES: Does that mean there's an

override on that lease?

THE WITNESS: No. That is the royalty as I

understand it.

EXAMINER JONES: Oh.

THE WITNESS: Am I correct, Michael?

EXAMINER JONES: I guess the big question I

got is, who gets a check out here, is it — the two
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leases, the two state leases and Chevron, right?

THE WITNESS: COG.

EXAMINER JONES: I'm sorry about that, COG.

So does anybody else have revenue --

THE WITNESS: There is an overriding royalty

interest owner in there. And it's Conoco. And we have 

the right to pool that override through the terms of 

that agreement.

EXAMINER JONES: Has Conoco been noticed of

this hearing?

THE WITNESS: No, sir.

EXAMINER JONES: Are they part of the people

who were noticed in the surrounding -- I think what we 

have already done on the -- Gabe here can correct me if 

I am wrong.

But we have already done on another one 

coming up is to ask for the overrides to be noticed. So 

we will continue to hear the case and just ask for the 

override to be noticed.

THE WITNESS: Okay.

EXAMINER JONES: And that is the only extra

party that gets a check?

THE WITNESS: Yes.

EXAMINER JONES: You probably could dissolve

that one battery and just use periodic well tests on
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1 the -- pipe them all over to the other battery and use

2 well tests and get a surface comingle permit, couldn’t

3 you?

4 THE WITNESS: I —

5 EXAMINER JONES -- for the wells that are

6 being taken off the lease?

7 THE WITNESS: Yes, right.

8 EXAMINER JONES: So you choose to go this

9 route instead- of going the surface comingle permit

10 route?

11 THE WITNESS: That's correct.

12 EXAMINER JONES: And is this route easier

13 for you?

14 THE WITNESS: This was a route that was

15 suggested throughout New Mexico State Land Office in

16 order to get the 640-acre comm agreement approved --

17 EXAMINER JONES: Yes.

18 THE WITNESS: — they wanted the 640-acre

19 non-standard project area approved first.

20 EXAMINER JONES: Yes.

21 THE WITNESS: And then we could get the comm

22 agreement approved.

23 EXAMINER JONES: I understand that. This is

24 Lea County, so the people that will be inputting the

25 production are in the Hobbs district office of OCD. So
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have you talked to them about this? Has anybody in COG 

talked to them about it?

THE WITNESS: Ocean Munds-Dry has spoken to

a representative from the state land office, Naringa; 

and her last name is Khalsa. Those are the 

conversations we've had with her.

EXAMINER JONES: But nobody with Hobbs OCD.

THE WITNESS: No.

EXAMINER JONES: Well, it is going to be on

a standard state form and right now you got comm 

agreements for all four wells?

THE WITNESS: Just the 1H.

EXAMINER JONES: Just the 1H?

THE WITNESS: Yes, sir. The timing of this,

whenever we called -- we were going to do an east half, 

west half comm agreement essentially. And that's when 

they suggested to do the whole 640-acre. So at the time 

of when those wells were completed, we applied for our 

non-standard project area here and then we are going to 

move forward with the comm agreement if that project 

area was approved.

EXAMINER JONES: But your field guys have

put these other two online as of early this month?

THE WITNESS: May 7th.

EXAMINER JONES: So you are going to have to
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1 backdate your comm agreement to the date of first

2 production.

3 THE WITNESS: Correct. And the reason we

4 did the 1H and the 3H is if you look at the state lease

5 maps, the ownership is exactly the same if you split

6 that east , west. So that's why the 2H and 1H were going

7 to go to the 1H, and the 3H was going to serve its own

8 battery unit.

9 EXAMINER JONES: Okay. So you are going to

10 drill it all up. Are there any other wells you are

11 going to drill out here or is that going to be what the

12 geologist will talk about?

13 THE WITNESS: The geologist will address

14 that.

15 EXAMINER JONES: Okay. Are there any

16 vertical wells in this area, in this formation?

17 THE WITNESS: Ahh —

18 EXAMINER JONES: The geologist can talk

19 about that.

20 THE WITNESS: Right.

21 EXAMINER JONES: Better pass it onto Gabe

22 here. Can you just briefly mention what the standard

23 form has on it with the state land office.

24 THE WITNESS: It just addresses -- they're

25 normally for a year term from the first production. So
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1 long thereafter, as you have production, it sets out the

2 ownership as to the lease, the two leases. And it is

3 really a -- it is a very short form. It is just

4 essentially communitizing those two leases.

5 EXAMINER JONES: Is Concho the lessee or

6 grantor to those two leases?

7 THE WITNESS: Yes.

8 EXAMINER JONES: So you got them by

9 assignment from the original --

10 THE WITNESS: That is correct.

11 EXAMINER JONES: Okay. I don't have any

12 more questions.

13 EXAMINER WADE: No questions.

14 MR. FELDEWERT: Mr. Examiner, I got a

15 couple.

16 RE-DIRECT EXAMINATION

17 BY MR. FELDEWERT:

18 Q. Mr. House, the first off is is that state form on

19 line ?

20 A. Yes.

21 Q. Secondly, you mention that there is an overriding

22 royalty interest held by ConocoPhillips; is that

23 correct?

24 A. Yes.

25 Q. Do you know which lease they hold that override
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1 in?

2 A. I do not.

3 Q. And have you examined that form and confirmed

4 that there was a provision in there that authorizes

5 pooling and communitization?

6 A. Yes.

7 MR. FELDEWERT: In light of that,

8 Mr. Examiner, I have not been cognizant of the reason

9 why the Division would consider notice would be

10 necessary to ConocoPhillips. I am not aware of any such

11 provision in the rules.

12 I know we have always been careful to make

13 sure that the underlying agreements authorize pooling or

14 unitization. And if not, then, of course, you would

15 bring them in to pooling or the proceeding.

16 In light of the fact that the underlying

17 agreement authorizes the activity that is being done

18 here, I am not sure what purpose notice would serve.

19 EXAMINER JONES: So you are saying the state

20 leases that were issued have pooling clauses?

21 MR. FELDEWERT: I am saying the instrument

22 creating the override. Mr. House --

23 THE WITNESS: The assignment from Conoco to

24 COG, they retained an override. There's a paragraph in

25 that assignment that allows us to pool that override
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1 without having to seek consent. It's already granted

2 within the agreement.

3 EXAMINER JONES: Do you have that handy?

4 THE WITNESS: I do not have a copy of that.

5 MR. FELDEWERT: We can certainly get you a

6 copy.

7 EXAMINER WADE: I mean, short of having a

8 copy of that, we can leave the case open and get a copy

9 of that --

10 MR. FELDEWERT: We certainly could do that.

11 Normally, as you know, we have done it with testimony

12 from the witness. But if you need it, we can certainly

13 get you a copy of the instrument itself.

14 EXAMINER WADE: Yes, please.

15 MR. FELDEWERT: Okay. And unless you have

16 any other questions, I can call my next witness.

17 EXAMINER JONES: Go ahead.

18 ALLISON STUMPF

19 having been first duly sworn by the court reporter, was

20 examined and testified as follows:

21 DIRECT EXAMINATION

22 BY MR. FELDEWERT:

23 Q. Would you please state your name, identify by

24 whom you are employed and in what capacity.

25 A. My name is Allison Stumpf. And I am employed by

Page 20

PAUL BACA PROFESSIONAL COURT REPORTERS
500 FOURTH STREET NW - SUITE 105, ALBUQUERQUE, NM 87102



Page 21

1 Concho Resources. And I am a geologist for the New

2 Mexico Basin team.

3 Q. And how long have you been a geologist with

4 Concho?

5 A. I have been a geologist at Concho for

6 three-and-half years.

7 Q. And have your responsibilities included the

8 Permian Basin of New Mexico?

9 A. Yes.

10 Q. And you have previously testified before this

11 Division and had your credentials accepted as a matter

12 of public record, correct?

13 A. Yes, I have.

14 Q. Are you familiar with the application that's been

15 filed in the case?

16 A. Yes.

17 Q. And have you conducted a geologic study of the

18 lands that are the subject of this application?

19 A. Yes, I have.

20 MR. FELDEWERT: I tender Ms. Stumpf once

21 again as an expert in petroleum geology.

22 EXAMINER JONES: She is so qualified.

23 Q. Let me ask you first, there has been some

24 testimony here today about the three wells that have

25 been already been drilled and the fourth planned well.
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1 A. Yes.

2 Q. What is the target of those wells or what has

3 been the target of those wells?

4 A. So the Pygmy 27 State No. 1H is a Second Bone

5 Spring Sand well. The Pygmy 27 State No. 2H is a First

6 Bone Spring Sand well. And the Pygmy 27 State No. 3H is

7 a Second Bone Spring Sand well.

8 Q. Have you prepared structure maps of these various

9 intervals within the Bone Spring Formation for

10 presentation here today?

11 A. Yes, I have.

12 Q. If I turn to what has been marked as COG

13 Exhibit 5, would you please first identify it and

14 explain to us what it shows?

15 A. This map shows the proposed project area in

16 section 27 -- and that's in yellow — in township 21

17 south, range 33 east.

18 The wells on this map are drilled and completed

19 wells. And the structure map you see is a subC

20 structure on top of the First Bone Spring Sand. And

21 it's contour interval is a 100 feet.

22 And as you can see the formation is dipping to

23 the southwest and it flattens out over the section.

24 Q. And have you observed any geologic impediments

25 with respect to the structure with developing this
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section with one or more horizontal wells?

A. No, there is no faulting or other geological 

impediments.

Q. Okay. If I then turn to what has been marked as 

COG Exhibit 6, how does this particular exhibit differ 

from the prior exhibit?

A. So this map shows the top of the Second Bone 

Spring Sand structure. And this is also subC. The 

contour intervals are again at 100 feet and the beds are 

dipping to the southwest.

And as you can see, there is no faulting or 

geological impediments.

Q. Finally, have you created also a structure map 

for the Third Bone Spring Sand?

A. Yes.

Q. Now currently there's not a well completed in 

that particular producing interval, is there?

A. No.

Q. Is that a potential target perhaps in the future?

A. Yes.

Q. If I turn to what’s been marked as COG Exhibit 7, 

is that your structure map for the Third Bone Spring 

Sand?

A. Yes, it is. It also has contour intervals of 100 

feet and it is dipping to the south, southwest. There’s
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1 no faulting or geological impediments.

2 Q. In addition to these structure maps, have you

3 also prepared a cross section for presentation here

4 today?

5 A. Yes, I have.

6 Q. If I turn to what has been marked as COG

7 Exhibit 8, does this identify the wells that have been

8 utilized for your cross section?

9 A. Yes. I used three wells in my cross section,

10 from A to A Prime, from west to east. And those wells

11 are circled in blue.

12 Q. And in your opinion, are the wells that you have

13 chosen representative of the area?

14 A. Yes, they are.

15 Q. Keeping these three wells in mind, if I turn to

16 what has been marked as COG Exhibit 9, is this the

17 corresponding stratographic cross section for those

18 wells?

19 A. Yes, it is.

20 Q. And first explain to us how you've oriented this

21 exhibit and then what it shows?

22 A. So this is a structural cross section from A to A

23 Prime as you saw in the previous exhibits. The wells

24 that I used were the Pygmy 27 State No. 1H, the Battle

25 1H and the Lobo 26 State No. 1H.
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1 The logs I used for each well: In the left tract,

2 you have a gamma ray resistivity log. Then in the right

3 tract, you have a gamma ray and then neutron density

4 porosity.

5 The reddish-maroon-ish colored line at the top of

6 the cross section represents the top of the First Bone

7 Spring Sand. The orange line represents the top of the

8 Second Bone Spring Sand.

9 The purple line represents the top of the Third

10 Bone Spring Sand. And the red line at the bottom

11 represents the top of the Wolfcamp.

12 The currently drilled laterals in the section, I

13 have shown what their target intervals are in this cross

14 section. So you can see we have one up in the first

15 Bone Spring Sand and then two wells in the Second Bone

16 Spring Sand.

17 Q. And what do you observe with the continuity of

18 the Bone Spring sands intervals as you move across this

19 section 27?

20 A. This cross section shows that all of the

21 formations of the Bone Spring are continuous. There's

22 no faulting or pinch-outs.

23 Q. Based on your study, have you observed any

24 geologic impediments that would prevent the subject

25 acreage from being developed with full section
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1 horizontal wells?

2 A. No.

3 Q. And based on your analysis, will the two state

4 leases that comprise this proposed non-standard project

5 area contribute production to the planned wellbores in

6 proportion to the acreage contribution?

7 A. Yes.

8 Q. And in your opinion, will the approval of this

9 application be in the best interest of conservation and

10 the prevention of waste and protection of correlative

11 rights?

12 A. Yes.

13 Q. Were COG Exhibits 5 through 9 prepared by you or

14 under your direction or supervision?

15 A. Yes.

16 MR. FELDEWERT: At this point, Mr. Examiner,

17 I move the admission into evidence of COG Exhibits 5

18 through 9.

19 EXAMINER JONES: Exhibits 5 through 9 will

20 be admitted.

21 (Whereupon, COG OPERATING LLC Exhibits 5

22 through 9 were offered and admitted.)

23 MR. FELDEWERT: And that concludes my

24 examination of this witness.

25 EXAMINER JONES: Mr. Dawson.
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1 EXAMINATION BY EXAMINER DAWSON

2 EXAMINER DAWSON: On the 4H, have you

3 started drilling that one yet?

4 THE WITNESS: No.

5 EXAMINER DAWSON: When do you anticipate

6 drilling that well?

7 THE WITNESS: As of now, the plan is to

8 drill it next spring.

9 EXAMINER DAWSON: The land office is okay

10 with you drilling that well next spring?

11 THE WITNESS: I don't know. We have a

12 permit for it and everything, so, as of now, it is

13 planned to be drilled next spring.

14 EXAMINER DAWSON: Do you anticipate the --

15 the number 1H is a First Bone Spring well, right?

16 THE WITNESS: The 1H is a Second Bone

17 Spring.

18 EXAMINER DAWSON: Second Bone Spring?

19 THE WITNESS: Yes.

20 EXAMINER DAWSON: And the 2H and 3H are —

21 THE WITNESS: The 2H is a First Bone Spring

22 Sand well. And the 3H is another Second Bone Spring

23 Sand well.

24 EXAMINER DAWSON: Okay. Do you anticipate

25 the First Bone Spring to be as productive as the Second
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Bone Spring or they going to be pretty similar in 

production, do you think?

THE WITNESS: It’s still a little early to

tell based on the production that we've gotten back from 

the two wells that are producing. But we hope that it's 

just as good as the Second.

EXAMINER DAWSON: That first well, the 1H,

that's produced about 8,000 barrels; is that correct?

THE WITNESS: Yes, 86.

EXAMINER DAWSON: That's all the questions I

have. Thank you.

EXAMINATION BY EXAMINER JONES

EXAMINER JONES: I guess I better -- do you

have any future plans for this project area that would 

make those plans easier to implement if this was all 

combined into one project area? In other words, do you 

want to drill some wells at different angles, do you 

want to drill some wells at a lot closer density?

THE WITNESS: At this time, we would be

drilling north, south wells. And once we drill the four 

in the section, if we do decide to go in and do anything 

else, we will likely put them on top of the existing 

locations.

There no plans for any sort of down-spacing 

testing at this time.
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1 EXAMINER JONES: At the surface locations --

2 you got all these wells at -- spaced out at letters A,

3 B, C and D.

4 THE WITNESS: Yes.

5 EXAMINER JONES: But this is a -- are you

6 okay with -- I mean, the locations are okay? I mean you

7 wouldn't ideally put all these wells at a certain

8 location and drill in a different direction maybe --

9 THE WITNESS: No. We would do our best to

10 put any additional surface well locations as close to

11 the existing surface well locations as possible.

12 EXAMINER JONES: Same pads?

13 THE WITNESS: Yes.

14 EXAMINER JONES: So the four pads are

15 created, or almost, and the fourth one will probably

16 have its own pad also, No. 4?

17 THE WITNESS: Yes.

18 EXAMINER JONES: You got this pretty well

19 defined by three pilot holes at almost all four corners

20 of this project area, don't you?

21 THE WITNESS: Yes.

22 EXAMINER JONES: So you got a big advantage

23 here over some of the -- over some of the wells we've

24 seen --

25 THE WITNESS: Yes.
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EXAMINER JONES: So there's no control down

at the southwest, though; is that correct?

THE WITNESS: No, there's not.

EXAMINER JONES: But you are okay with the

control you've got?

THE WITNESS: Yes.

EXAMINER JONES: It defines the project area

really well?

THE WITNESS: Yeah, towards the southwest,

the existing vertical wells there, they are really deep 

wells and a couple of them have logs, so we have that 

too.

EXAMINER JONES: Okay. So you have that

also.

Page 30

THE WITNESS: I just picked the three best

looking logs that were --

EXAMINER JONES: Okay. And did you — are

you the one that lobbied for these pilot holes or was it 

somebody before you or —

THE WITNESS: The two Concho operated wells

that have the pilot holes in this cross section were 

drilled before I took over the area. And then the third 

is BC Operating.

EXAMINER JONES: That's down in section 34?

THE WITNESS: Yes.
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1 EXAMINER JONES: And the wells production,

2 how is it looking?

3 THE WITNESS: For the 2H and the 3H?

4 EXAMINER JONES: Actually, the first one,

5 for the 1H.

6 THE WITNESS: The 1H, it looks really good.

7 Like I mentioned, it has made about 86 MVO since it came

8 on line last May, May 2014.

9 EXAMINER JONES: So that's economical?

10 THE WITNESS: Yes.

11 EXAMINER JONES: So it prompts you to go

12 ahead and finish development of this project area?

13 THE WITNESS: Yes.

14 EXAMINER JONES: Okay. Is this one pool, at

15 least one pool or portions of a pool, this whole

16 section? In other words, what does Hobbs district call

17 this -- Bone Spring? -- what pool name is it?

18 THE WITNESS: I believe it is the Bone

19 Spring Pool.

20 MR. FELDEWERT: Mr. Examiner, if you turn to

21 Exhibit 3.

22 EXAMINER JONES: Okay.

23 MR. FELDEWERT: We have included the

24 approved C-102s for all four wells. And you will see

25 that despite the fact they are in different intervals,
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1 they use the same pool.

2 EXAMINER JONES: The same pool code and it

3 is still considered a Waquette pool. And you are not

4 asking -- are you asking for the pool to be named today?

5 Do you have a pool name?

6 MR. FELDEWERT: No.

7 EXAMINER JONES: Have you talked to Paul

8 Kautz about that yet? It makes it cleaner, to do that.

9 But I see that probably the fourth well will be assigned

10 to this exact same pool, too; is that correct?

11 THE WITNESS: Yes.

12 MR. FELDEWERT: We do whatever Paul tells us

13 to do.

14 EXAMINER JONES: Okay. The surface comingle

15 issue, do you deal with any of those surface commingles

16 at all?

17 THE WITNESS: I do not.

18 EXAMINER JONES: You do not. You are well

19 coached by your attorney.

20 What I am getting at is the well test versus

21 continuous metering, the question would be have you

22 experienced hesitancy of the Division to approve well

23 tests, periodic well tests for measuring production from

24 the wells instead of ensuring that continuous metering

25 is used for every well out there, so that would be a
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1 prime consideration on why you would make this a project

2 area basically, especially if you don’t have a geologic

3 or engineering reason to drill wells, you know, at

4 different angles.

5 Go ahead.

6 EXAMINER DAWSON: I have a few more

7 questions.

8 EXAMINATION BY EXAMINER DAWSON

9 EXAMINER DAWSON: It looks like there is a

10 well that's west to east lateral in the north half of

11 the section, an existing well?

12 THE WITNESS: In section 27?

13 EXAMINER DAWSON: Yes.

14 THE WITNESS: That was a proposed well by

15 Three Rivers that was never drilled. And when we took

16 over this area, we decided to drill the wells.

17 EXAMINER DAWSON: Is there a reason why you

18 decided instead of going west to east or east to west to

19 go north to south on these wells, because I noticed on

20 some of the sections, the adjacent sections there are

21 some west to east wells, is there a reason why you guys

22 decided to go north to south on these?

23 THE WITNESS: Yes, based on current

24 production of wells in the area, north, south wells tend

25 to perform better than east to west wells.
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EXAMINER DAWSON: You guys will not object

to somebody drilling a 330-foot offset from you?

THE WITNESS: No.

MR. FELDEWERT: Mr. Examiner, the pool here

is on statewide spacing, so 40 acres throughout and 

330-foot setbacks, anyway.

EXAMINER DAWSON: Okay. You will provide us

any interwell communication if there is any interwell 

communication within this communitized area?

THE WITNESS: You want us to provide you

that?

EXAMINER DAWSON: Yes, yes.

THE WITNESS: Yes, we can do that.

EXAMINER DAWSON: Have you had any interwell

communication in this area to date?

THE WITNESS: No.

EXAMINER DAWSON: That's all the questions I

have. Thank you.

EXAMINER JONES: I think what we would like

to do is have you, for this project, talk to the Hobbs 

district office about how they would handle Well No. 1, 

specifically how they are going to handle that 

production that's already been dedicated to the west 

half, west half, and what they are going to need to do.

They are going to need, obviously, new
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1 C-102s for -- one C-102 with all the wells listed on it

2 and the time that you want this to be plugged out, and

3 the other one to be -- the well to be completed in the

4 whole 640 acres.

5 These project areas are affecting how the

6 district office does their job and how it interacts with

7 tax and rev, and the state land office just comes up

8 with a comm agreement for it. But they do have their

9 royalty people, but that all flows from what happens in

10 Hobbs.

11 So we are going to ask the operators to deal

12 with the district offices and talk to us at the hearings

13 about what they found out. Because we don’t want to

14 throw a monkey wrench in everything that's happening

15 with the business process.

16 MR. FELDEWERT: I think that's wise. You

17 know ONGARD is a big driver here. And that is one of

18 the reasons we needed a non-standard project area, to

19 match up the communitization agreement so that we can

20 file the C-102's and dedicate the wells to the 640-acre

21 spacing, otherwise it doesn't fit in ONGARD.

22 EXAMINER JONES: And that communication I

23 know from Concho to the state land office -- actually

24 the Hobbs district office would be the one that would

25 really initiate all of that.
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1 MR. FELDEWERT: Yes .

2 EXAMINER JONES: So that needs to be -- some

3 kind of discussion about that needs to happen. Any

4 other questions?

5 EXAMINER WADE: I don't have any questions.

6 We will be leaving the case open. Do you want to put it

7 onto a different docket, to get the information?

8 MR. FELDEWERT: If I may, we certainly can

9 get you that instrument probably pretty quickly. I

10 would guess tomorrow. So we would ask that it could be

11 taken under advisement at that point in time -- well, we

12 got it now.

13 EXAMINER JONES: You mean the override

14 clause?

15 MR. FELDEWERT: We can get it to you today.

16 EXAMINER JONES: Do you want to take it

17 under advisement or do you want to continue it for two

18 weeks?

19 EXAMINER WADE: What I was talking about as

20 far as continuing is the Hearing Examiner requiring that

21 you have some communication with the Hobbs office as to

22 how this is going to be handled through ONGARD, so I

23 think we probably want that information before --

24 EXAMINER JONES: Yes, some sort of record of

25 communication with how this is going to impact what's
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1 going on with them.

2 MR. FELDEWERT: So you need us to come back

3 two weeks from now with a witness who’s communicating

4 with Hobbs?

5 EXAMINER WADE: We can probably do this

6 through affidavit, but we would need to know how --

7 specifically, I think the Hearing Examiner is asking how

8 the wells are going to be designated --

9 EXAMINER JONES: The effect of the business,

10 of the workflow, of how -- all the effective dates have

11 to be right and they are going to be have to probably

12 get a service order to ONGARD to move that production

13 from that initial well to the 640, the new acreage.

14 MR. FELDEWERT: My suggestion would be that

15 rather than trying to do that through a hearing process

16 that, perhaps, that communication can occur between now

17 and the issuance of any order.

18 I'm not sure what I would do in a subsequent

19 hearing that would satisfy what you need to be done. I

20 mean certainly the Division can take notice of what the

21 Hobbs district office has told it or what needs to be

22 done. So my suggestion would be that that could be done

23 internally outside of a hearing context.

24 EXAMINER JONES: They need to get together,

25 the state land office, the Hobbs district and Concho
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1 need to get together and show us how this affects the

2 whole process, just some sort of record of

3 communication. You can turn it in by affidavit.

4 EXAMINER WADE: We could do it through

5 e-mail communication and take the case under advisement,

6 but that's just going to delay the issuance of an order

7 until we get these issues hammered out. So with that in

8 mind, it sounds like we need more information one way or

9 the other. And I don't think it is just coming from the

10 Hobbs office. I think more communication needs to take

11 place between Concho, Hobbs, and the state land office.

12 MR. FELDEWERT: It sounds like an

13 implementation issue, as opposed to a hearing issue, is

14 all I am saying.

15 I am not sure what the -- why we would need

16 an affidavit or what the affidavit would do. To me it's

17 just mechanically how is it going to get done. And I am

18 not sure that needs to be done in a hearing context.

19 EXAMINER JONES: The testimony was that the

20 ONGARD system is driving this, so we need to have

21 something from -- and that's all kind of hearsay. The

22 state land office is not even here today talking about

23 it.

24 So if there is some sort of written

25 communication you can provide between the Hobbs district
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1 office, the state land office — that they at least have

2 comments about this or support it or how they would

3 handle it - - that would be what I would want to have.

4 Nothing to do with geology.

5 So continued for two weeks, that's what we

6 want to do in this case. And at that time we'll have

7 the document about the override being carried by the

8 lease. Is there anything else in this case?

9 MR. FELDEWERT: No. Thank you.

10 EXAMINER JONES: Okay. We will take case

11 15310 under advisement -- excuse me. For the record,

12 this case is being continued to June the 11th.

13

14

15 (Time noted 9:05 a.m.)

16
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