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WHEREUPON, t h e f o l l o w i n g p r o c e e d i n g s were had a t 

8:21 a.m.: 

EXAMINER STOGNER: C a l l n e x t case, Number 12,114, 

w h i c h i s t h e A p p l i c a t i o n o f Chesapeake O p e r a t i n g , I n c . , f o r 

compulsory p o o l i n g and an unorthodox w e l l l o c a t i o n i n Lea 

County, New Mexico. 

C a l l f o r appearances. 

MR. KELLAHIN: Mr. Examiner, I'm Tom K e l l a h i n o f 

t h e Santa Fe law f i r m o f K e l l a h i n and K e l l a h i n , a p p e a r i n g 

on b e h a l f o f t h e A p p l i c a n t . Mr. Examiner, my w i t n e s s e s had 

t r o u b l e f i n d i n g t h e b u i l d i n g t h i s morning. I f you can g i v e 

me j u s t a few minutes — 

EXAMINER STOGNER: Okay. 

MR. KELLAHIN: -- w e ' l l g e t o r g a n i z e d f o r our 

p r e s e n t a t i o n . 

EXAMINER STOGNER: A l l r i g h t y . How much t i m e do 

you need? 

MR. KELLAHIN: About f i v e m i n u t e s w i l l do i t , 

s i r . 

EXAMINER STOGNER: Okay. W e l l , i n t h a t case, 

lest' s t a k e a rec e s s f o r f i v e , t e n m i n u t e s . 

MR. KELLAHIN: Yes, s i r . Thank you v e r y much. 

(Thereupon, a rec e s s was t a k e n a t 8:21 a.m.) 

(The f o l l o w i n g p r o c e e d i n g s had a t 8:30 a.m.) 

EXAMINER STOGNER: We've r e t u r n e d f r o m r e c e s s , 
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where we have c a l l e d Case 12,114. 

Mr. K e l l a h i n , you've entered an appearance. 

Any other appearances? 

MR. KELLAHIN: Mr. Examiner, I have two witnesses 

t o be sworn. 

EXAMINER STOGNER: Okay, w i l l the witnesses 

please stand t o be sworn a t t h i s time? 

(Thereupon, the witnesses were sworn.) 

EXAMINER STOGNER: Mr. Kellahin? 

MR. KELLAHIN: Thank you, Mr. Examiner. 

Mr. Examiner, t h i s morning we're p r e s e n t i n g you 

Chesapeake's A p p l i c a t i o n f o r compulsory p o o l i n g . This i s 

f o r a 40-acre Strawn l o c a t i o n . We are not w i t h i n a m i l e of 

the boundary of any other e x i s t i n g Strawn pool. 

As of t h i s morning, there are only two i n t e r e s t 

owners who have not committed t h e i r i n t e r e s t t o the spacing 

u n i t . Despite Chesapeake's e f f o r t s , they have not been 

able t o lo c a t e these i n t e r e s t owners. They account f o r 

about 6.5 percent of the spacing u n i t . 

I n a d d i t i o n , the w e l l i s at an unorthodox 

l o c a t i o n . Our g e o l o g i s t w i l l show you h i s 3-D seismic 

i n t e r p r e t a t i o n and h i s recommendation f o r a l o c a t i o n t h a t 

i s s l i g h t l y n o r t h and west of the c l o s e s t standard 

l o c a t i o n . His reason t o do so i s based upon the 3-D 

i n t e r p r e t a t i o n . 
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The encroachment i s towards the same i n t e r e s t 

owners t h a t have i n t e r e s t i n the 4 0-acre spacing. 

With t h a t i n t r o d u c t i o n , Mr. Examiner, we w i l l 

c a l l and have the testimony of Linda Townsend. Ms. 

Townsend i s a landman f o r Chesapeake Operating, I nc. 

LYNDA F. TOWNSEND. 

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

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

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. For the record, ma'am, would you please s t a t e 

your name and occupation? 

A. Yes, my name i s Lynda Townsend. I am a landman 

w i t h Chesapeake Operating, I nc., i n Oklahoma C i t y . 

Q. On p r i o r occasions have you t e s t i f i e d before the 

Di v i s i o n ? 

A. No. 

Q. Summarize f o r us your experience as a landman. 

A. I have been a landman f o r approximately 31 years 

w i t h d i f f e r e n t companies, u s u a l l y l a r g e independents, 

handling both i n s i d e and outside. 

Q. As p a r t of your general r e s p o n s i b i l i t i e s as a 

landman, are you f a m i l i a r w i t h the process by which you and 

others under your c o n t r o l i d e n t i f y the i n t e r e s t owners i n a 

p a r t i c u l a r spacing u n i t ? 
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A. Yes, s i r . 

Q. And you're accustomed t o reading and 

understanding t i t l e opinions and l o c a t i n g those i n t e r e s t 

owners? 

A. Yes, s i r . 

Q. As p a r t of your r e s p o n s i b i l i t i e s f o r Chesapeake, 

were you engaged i n i d e n t i f y i n g the i n t e r e s t owners i n the 

subj e c t spacing u n i t ? 

A. Yes. 

Q. And was i t your r e s p o n s i b i l i t y , then, t o t r y t o 

contact those i n t e r e s t owners or pursue e f f o r t s t o f i n d out 

where they might now reside? 

A. Yes, s i r . 

Q. And have you done so i n t h i s case? 

A. Yes. 

MR. KELLAHIN: Mr. Examiner, we tender Ms. 

Townsend as an expert petroleum landman. 

EXAMINER STOGNER: Ms. Townsend, how long have 

you been w i t h Chesapeake? 

THE WITNESS: I've been w i t h Chesapeake f o r two 

years i n January. 

EXAMINER STOGNER: Two years i n January. 

THE WITNESS: Uh-huh. 

EXAMINER STOGNER: That was more i n f o r m a t i o n f o r 

my p a r t than anything. 
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Ms. Townsend i s so q u a l i f i e d . 

Q. (By Mr. Ke l l a h i n ) Ms. Townsend, l e t ' s t u r n t o 

what we have i d e n t i f i e d as Chesapeake E x h i b i t 1, i f y o u ' l l 

u n f o l d t h a t d i s p l a y . 

Section 21 i s centered i n the d i s p l a y , and i t ' s 

coded. What's the s i g n i f i c a n c e of the c o l o r code? 

A. The s i g n i f i c a n c e of the c o l o r code are the 40-

acre u n i t s surrounding the M.I. A l l e n u n i t . 

Q. Okay. When we look i n the south h a l f of Section 

21, are we lo o k i n g a t a s i n g l e lease, or does i t c o n s i s t of 

m u l t i p l e leases? 

A. I t con s i s t s of m u l t i p l e leases. However, the 

south h a l f of 21 i s one t r a c t . 

Q. A l l r i g h t . For example, i f the w e l l i s located 

i n the southeast of the southwest, and the w e l l encroaches 

towards the west and no r t h of t h a t spacing u n i t , would i t 

be encroaching upon i n t e r e s t owners who are common both i n 

i d e n t i t y and percentage — 

A. Yes, s i r . 

Q. — t o the d r i l l i n g spacing u n i t ? 

A. Yes. 

Q. Let's set t h i s aside f o r j u s t a moment as a 

reference map and have you t u r n your a t t e n t i o n t o E x h i b i t 

Number 2. The summary on E x h i b i t Number 2 was prepared by 

you? 
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A. Yes. 

Q. As of today, Ms. Townsend, i d e n t i f y f o r us the 

i n t e r e s t owners w i t h whom there i s yet no agreement. 

A. Ernest Roy C a u d i l l and David L. Rankin. 

Q. How were you able t o determine t h a t they had an 

i n t e r e s t i n the spacing u n i t ? 

A. We d i d a cursory check, an i n i t i a l cursory check, 

at the courthouse. 

Q. Was t h a t cursory check subsequently f o l l o w e d up 

w i t h a d r i l l - s i t e t i t l e opinion? 

A. Yes, i t was. 

Q. As a r e s u l t of both e f f o r t s , then, you've 

e s t a b l i s h e d the i d e n t i t y of these two i n d i v i d u a l s ? 

A. Yes, s i r . 

Q. What k i n d of i n t e r e s t s do they have i n the 

spacing u n i t ? 

A. Ernest Roy C a u d i l l , they have mineral i n t e r e s t . 

Ei-nest Roy C a u d i l l got h i s i n t e r e s t i n 197 0 through h i s 

parents. 

David L. Rankin got h i s i n t e r e s t i n 1975 through 

h i s f a t h e r . 

Q. These are then unleased mineral i n t e r e s t s ? 

A. Exactly. 

Q. When d i d you f i r s t s t a r t working on t h i s p r o j e c t 

t o c o n s o l i d a t e the i n t e r e s t owners? 

STEVEN T. BRENNER, CCR 
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A. Back i n June of 1998. 

Q. When you f i r s t s t a r t e d the p r o j e c t , how many 

i n d i v i d u a l s or companies were you t r y i n g t o o b t a i n 

v o l u n t a r y agreement from? 

A. They were a l l a c t u a l l y mineral i n t e r e s t owners, 

so we were t r y i n g t o get — ob t a i n leases from a l l of them. 

Q. Okay, and approximately how many d i d you s t a r t 

out pursuing? 

A. There are 2 0 owners i n the whole t r a c t , and we 

had t o d i l i g e n t l y pursue about s i x or seven of them. 

Q. And a t t h i s p o i n t you're down t o two? 

A. Right. 

Q. What e f f o r t s d i d you make, or others under your 

c o n t r o l and super v i s i o n , t o f i n d out where you might l o c a t e 

Mr. C a u d i l l and Mr. Rankin? 

A. We checked through the a b s t r a c t o r ' s o f f i c e i n 

Midland, we also went through a l l the Lea County Courthouse 

records, the Lea County Assessor records, we checked the 

death records, t a x records, we went through the I n t e r n e t 

databases, which consisted of thr e e : There was Yahoo, 

I n f o c i t y , Database America. We contacted r e l a t i v e s i n t h a t 

area, and we also telephoned people w i t h s i m i l a r names. 

Q. As a r e s u l t of t h a t e f f o r t , you were s t i l l unable 

t o i d e n t i f y the c u r r e n t residence or l o c a t i o n of e i t h e r of 

these i n d i v i d u a l s ? 

STEVEN T. BRENNER, CCR 
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A. Yes, s i r . 

Q. I n your opinion, have you exhausted a l l good-

f a i t h e f f o r t s t o f i n d these p a r t i e s ? 

A. Yes. 

Q. Let's t u r n now t o a d i f f e r e n t t o p i c . Let's look 

a t E x h i b i t 3. E x h i b i t 3 i s the proposed AFE — 

A. Right. 

Q. -- t h a t Chesapeake i s s u b m i t t i n g f o r the 

Examiner's consideration? 

A. Yes. 

Q. I s t h i s an AFE t h a t was u t i l i z e d by Chesapeake 

f o r the Strawn e x p l o r a t i o n t a k i n g place i n Lea County? 

A. Yes. 

Q. And was i t s p e c i f i c as t o t h i s well? 

A. Yes, i t was. 

Q. The a n t i c i p a t e d measured depth of the w e l l i s 

what depth, Ms. Townsend? 

A. 11,830 f e e t . 

Q. And the t o t a l cost of the AFE, i n c l u d i n g 

i n t a n g i b l e s and t a n g i b l e s f o r a completed w e l l i s what, 

ma'am? 

A. $1,227,000. 

Q. Okay. How do these costs compare t o the 

estimated and a c t u a l costs t h a t Chesapeake has i n c u r r e d f o r 

other Strawn w e l l s t o t h i s depth i n t h i s area? 

STEVEN T. BRENNER, CCR 
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A. A l l r i g h t , during the year of 1998, our a c t u a l 

AFE costs were anywhere from -- on the Runnels w e l l i t was 

$1,092,000. We have $1,053,000. The ac t u a l s on the 

Runnels, being $1,092,000, were $1,088,000. So they're 

f a i r l y close. 

Q. When you're t a l k i n g about t h a t reference, there's 

a p o p u l a t i o n of w e l l s t h a t Chesapeake d r i l l e d i n t h i s area 

t o the Strawn i n 1998? 

A. Yes, s i r . 

Q. And you're r e f e r e n c i n g some f i v e or s i x other 

wells? 

A. Yes. 

Q. I s t h i s AFE prepared i n the o r d i n a r y course of 

Chesapeake's business i n preparing these AFEs? 

A. Yes, i t i s . 

Q. And t o the best of your knowledge, i s i t accurate 

and reasonable? 

A. Yes. 

Q. Let's t a l k about a d i f f e r e n t t o p i c . The Examiner 

has the a u t h o r i t y t o award Chesapeake some overhead 

charges. Are you f a m i l i a r w i t h t h a t process? 

A. Yes. 

Q. As p a r t of your work w i t h j o i n t o p e r a t i n g 

agreements and the COPAS attachments t o those agreements, 

are you f a m i l i a r w i t h what Chesapeake charges i n t h i s area 

STEVEN T. BRENNER, CCR 
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f o r d r i l l i n g and producing w e l l s r a t e s on a monthly basis? 

A. Yes, s i r . 

Q. And what are those r a t e s , ma'am? 

A. Our d r i l l i n g r a t e s are $6000, and our overhead 

r a t e s on a monthly basis are $662. 

Q. I s i t your recommendation t h a t the Examiner 

in c l u d e those r a t e s i n the compulsory p o o l i n g order t o be 

entered i n t h i s case? 

A. Yes, s i r . 

MR. KELLAHIN: Mr. Examiner, t h a t concludes my 

examination of Ms. Townsend. We move the i n t r o d u c t i o n of 

her E x h i b i t s 1, 2 and 3. 

EXAMINER STOGNER: E x h i b i t s 1, 2 and 3 w i l l be 

admitted i n t o evidence a t t h i s time. 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. Let's see, Ms. Townsend, t h i s i s a fee t r a c t , i s 

i t not? 

A. Yes, s i r . 

Q. Okay. And you're showing on your f i r s t e x h i b i t 

t h a t Chesapeake c o n t r o l s 9 3.5 percent of t h a t i n t e r e s t ? 

A. Yes, s i r . 

Q. And you said there were how many p a r t i e s between 

--- how many — 

A. There's 20 a l l together, counting the two t h a t 

STEVEN T. BRENNER, CCR 
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are unlocated. 

Q. Did you j u s t not f i n d an address a t a l l ? 

A. No known address a t a l l . 

Q. Were there any C a u d i l l s or Rankins i n Lovington? 

A. Yes, s i r , and we d i d c a l l those names. Most of 

them — I take i t t h a t these two gentlemen were o l d e r 

gentlemen, and they j u s t d i d not know the whereabouts of 

them a t t h i s time. 

Q. Did you f i n d any r e l a t i v e s ? 

A. D i s t a n t r e l a t i v e s , yes. 

Q. D i s t a n t r e l a t i v e s . 

A. Uh-huh. 

Q. And they d i d n ' t know where they were, or — 

A. No. 

Q. How o l d -- Did you have any idea about how o l d 

these gentlemen would be a t t h i s point? 

A. Well, the o r i g i n a l mineral owner, C a u d i l l , I 

r e a l l y don't know, because they were the f i r s t owners i n 

t h i s one t r a c t , h i s parents were, and they died some time 

ago. Their w i l l was probated i n 1975. 

Q. Now, t h a t was Rankin or Caudi l l ? 

A. That was C a u d i l l . 

Q. That was C a u d i l l . 

Did you look i n the Hobbs area? 

A. Yes, uh-huh. 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

15 

Q. So you looked through the Lea County area? 

A. Right, anywhere we thought they may be i n the 

surrounding areas. 

Q. Out of c u r i o s i t y , how many C a u d i l l s were i n Lea 

county t h a t you t a l k e d to? 

A. Steve Lunsford, our broker, went through the 

I n t e r n e t and p u l l e d C a u d i l l s up, and I would imagine he 

probably t a l k e d t o e i g h t or ten. 

Q. Eight t o te n . And you c a l l e d them? 

A. He c a l l e d them. 

Q. He c a l l e d them. 

Now, these t r a c t s of lands out the r e t h a t are 

owned by 2 0 people, i s t h i s a — what? A farming area, a 

housing a d d i t i o n ? Are the t r a c t s r e l a t i v e l y s m all, are 

they about the same size? 

A. I'm not r e a l l y sure. I'm going t o guess t h a t 

i t ' s farming. 

Q. Farming area? 

A. I t h i n k most of t h a t i s . 

Q. And t h a t lays what? About f o u r and a h a l f miles 

northeast, f o u r miles northeast of Lovington? 

A. Yes, yeah. Yes, s i r . 

Q. Do you remember which side of the Tatum Highway 

t h a t would be? 

A. No. 

STEVEN T. BRENNER, CCR 
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Q. Now, you're requesting $6000 d r i l l i n g and $662 

w h i l e producing. Has t h a t r a t e been given or approved on 

previous orders t h a t Chesapeake has sought from t h i s 

Commission? 

A. I don't — I'm not aware of our doing any p o o l i n g 

be:fore, before the Commission. 

Q. Do you know of any other orders issued by t h i s 

Commission f o r e i t h e r Chesapeake or anybody else f o r t h a t 

r a t e e s p e c i a l l y ? I'm loo k i n g a t the produ c t i o n r a t e ; i t 

seems a l i t t l e high. 

A. Uh-huh. No, s i r , I don't. 

Q. Has Chesapeake p a r t i c i p a t e d w i t h other p a r t i e s i n 

t h i s area a t t h a t rate? 

A. We have p a r t i c i p a t e d w i t h very few p a r t i e s i n 

t h a t area, and I t h i n k the r a t e s are f a i r l y common t o the 

reites i n those areas. They're comparable t o . 

Q. And what do you base t h a t on? 

A. Let's see, we have p a r t i c i p a t e d i n two or 

th r e e — Normally, we operate our own w e l l s , but we have 

p a r t i c i p a t e d i n a couple w e l l s and we had t o sign a JOA 

w i t h those people, and those r a t e s are comparable t o what 

we are charging. 

EXAMINER STOGNER: Mr. K e l l a h i n , I ' l l take 

a d m i n i s t r a t i v e n o t i c e of any previous Chesapeake orders i n 

the l a s t couple years. 

STEVEN T. BRENNER, CCR 
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MR. KELLAHIN: I'm not sure we have any p o o l i n g 

orders f o r the Strawn, Mr. Examiner. I f you'd l i k e , I'm 

happy t o research t o see i f there's other Strawn compulsory 

p o o l i n g orders. 

For your i n f o r m a t i o n , the 1997 Ernst and Young 

survey shows t h a t our ra t e s are s l i g h t l y above the median. 

EXAMINER STOGNER: Okay, you've j u s t handed 

copies from the 1997 f o r west Texas and southeastern New 

Mexico, or eastern New Mexico. 

MR. KELLAHIN: Yes, s i r . I t ' s r e p o r t e d i n the 

1997-98 book, and the t a b u l a t i o n shows 1997. 

EXAMINER STOGNER: Okay. 

I have no other questions of Ms. Townsend. You 

may be excused. Thank you. 

THE WITNESS: Thank you. 

MR. KELLAHIN: Mr. Examiner, our next witness i s 

Robert Hefner. 

ROBERT A. HEFNER, IV, 

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

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

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Hefner, f o r the record, s i r , would you please 

s t a t e your name and occupation? 

A. My name i s Robert Hefner, and I work as a 

STEVEN T. BRENNER, CCR 
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g e o l o g i s t f o r Chesapeake Operating i n Oklahoma C i t y . 

Q. Mr. Hefner, on p r i o r occasions have you t e s t i f i e d 

as a petroleum g e o l o g i s t before the D i v i s i o n ? 

A. Yes, I have. 

Q. As p a r t of your employment as a g e o l o g i s t w i t h 

Chesapeake, are you the primary g e o l o g i s t r e s p o n s i b l e f o r 

the e x p l o r a t i o n of the Strawn hydrocarbons i n Lea County, 

New Mexico, i n t h i s p a r t i c u l a r area? 

A. Yes, I am. 

Q. What i s your methodology f o r l o c a t i n g wells? 

A. This p a r t i c u l a r play i s r e a l l y conducive j u s t t o 

3-D seismic because of the nature of the r e s e r v o i r , and so 

t h a t ' s the primary t o o l t h a t we use. I t ' s a s t r a t i g r a p h i c 

t r a p w i t h a s t r u c t u r a l component t o i t , so i t ' s somewhat 

complex, because of the two requirements t o make a 

d r i l l a b l e l o c a t i o n . 

Q. Are you knowledgeable and f a m i l i a r w i t h how t o 

read and i n t e r p r e t 3-D seismic data? 

A. Yes, I am. 

Q. And have you u t i l i z e d i t on other w e l l l o c a t i o n s 

and other prospects f o r Chesapeake l o o k i n g f o r Strawn 

production? 

A. I have. 

MR. KELLAHIN: We tender Mr. Hefner as an expert 

witness. 
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EXAMINER STOGNER: Mr. Hefner i s so q u a l i f i e d . 

Q. (By Mr. Ke l l a h i n ) Mr. Hefner, t o o r i e n t the 

Examiner l e t ' s take a moment, t u r n t o your E x h i b i t Number 

4. F i r s t of a l l , we're looking a t a s t r u c t u r e map. But 

before we look a t the s t r u c t u r a l i n t e r p r e t a t i o n , have you 

i d e n t i f y f o r us what i s the s i g n i f i c a n c e of the black dots 

shown i n the n o r t h h a l f of 21 and i n the south of 16. 

A. Okay, t h i s n i n e -parcel, n i n e - s e c t i o n p l a t shows 

a l l the p e n e t r a t i o n s i n the area. The w e l l s t o the n o r t h 

of the proposed l o c a t i o n , the n o r t h h a l f of 21 and south 

h a l f of 16 i s an o l d Devonian discovery, back i n the 1950s 

t h a t has p r e t t y much been depleted. I t was based on a 

s t r u c t u r a l high t h a t ' s t o the n o r t h of t h i s l o c a t i o n . 

And also i n blue y o u ' l l f i n d the subsea values 

f o r the top of the Strawn, Devonian being the o l d e r 

r e s e r v o i r , but the Strawn was penetrated i n a l l those 

w e l l s . However, the Strawn — This f e a t u r e was high d u r i n g 

Strawn d e p o s i t i o n , and so the Strawn i t s e l f was t h i n on top 

and d i d not develop any r e s e r v o i r c h a r a c t e r i s t i c s . 

Q. When you're attempting t o explore f o r Strawn o i l 

p r o d u c t i o n i n Section 21, what are the g e o l o g i c a l 

components or characters t h a t you're evaluating? 

A. There r e a l l y are two components, and w e ' l l see 

t h a t i n the next e x h i b i t . But t h i s e x h i b i t showing the 

s t r u c t u r a l component, we need t o f i n d a c t u a l r e s e r v o i r 
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development or a l g a l mound growth at a p o i n t s t r u c t u r a l l y 

h i g h f o r i t s coincidence w i t h the maximum s t r u c t u r e and 

mound growth. 

Q. I s the r e any other character or component of your 

a n a l y s i s , other than s t r u c t u r e ? 

A. Yes, there's — I use — i n the next e x h i b i t , 

which would be an amplitude i n t e r p r e t a t i o n of t h a t 

i n t e r v a l . 

Q. And f o r what purpose do you u t i l i z e t h a t 

information? 

A. I'm able t o i n t e r p r e t where there has been a c t u a l 

mound development and growth. 

Q. Do you have an opinion as t o what an ap p r o p r i a t e 

r i s k f a c t o r penalty i s f o r assessment against any 

n o n p a r t i c i p a t i n g working i n t e r e s t owner i n t h i s spacing 

u n i t ? 

A. I n our j o i n t operating agreements i t ' s 500 

percent. So I would suggest t h a t i t be high, because i t i s 

a very r i s k y e x p l o r a t i o n . As you can see from a l l the 

w e l l s t o the n o r t h of us, none of those have r e s e r v o i r -

q u a l i t y rock i n the Strawn formation. 

Q. W i t h i n the context of t h i s Examiner's a u t h o r i t y , 

the maximum t h a t he's allowed t o award are cost plus 200 

percent. 

A. So I would ask f o r the maximum. 
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Q. When we look a t the s p e c i f i c s of the M.I. A l l e n 

l o c a t i o n , i t i n f a c t i s at an unorthodox l o c a t i o n , i s i t 

not, Mr. Hefner? 

A. Yes, i t i s . We're a c t u a l l y too f a r n o r t h and too 

f a r west of what would be considered an orthodox l o c a t i o n . 

Q. When you look a t E x h i b i t Number 4, what causes 

you t o want t o move t h i s f a r t h e r n o r t h and west than the 

c l o s e s t standard l o c a t i o n ? 

A. Well, i f you look a t where the center of each of 

those 40s are, the c o l o r on the 3-D seismic, the h o t t e r the 

c o l o r , the higher s t r u c t u r a l l y the Strawn i s . And so as 

you go t o the south you go i n t o those green c o l o r s , which 

i s s t r u c t u r a l l y downdip. So you're wanting t o go as high 

s t r u c t u r a l l y as you can. So the center of t h a t 4 0 would be 

s t r u c t u r a l l y lower. 

Q. So the s t r a t e g y here f o r s t r u c t u r e i s t o move 

s l i g h t l y n o r t h and west i n order t o gain e l e v a t i o n ? 

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

Q. Based upon your general experience w i t h Strawn 

pr o d u c t i o n i n t h i s area, i s there a water component and a 

r i s k of being downstructure i n the Strawn? 

A. Yes, there i s . A c t u a l l y , we've d r i l l e d some 

w e l l s t o the southeast of here t h a t have a c t u a l l y been a l l 

welter wet, and so there i s the r i s k of f i n d i n g w a t e r - f i l l e d 

Strawn. And so we would need t o take advantage of g e t t i n g 
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as h i gh s t r u c t u r a l l y as we po s s i b l y can. 

Q. A l l r i g h t , l e t ' s look a t the other f a c t o r t h a t 

you u t i l i z e d i n assessing t h i s l o c a t i o n . I f y o u ' l l t u r n t o 

E x h i b i t Number 5, i d e n t i f y f o r us what we're l o o k i n g a t i n 

t h i s d i s p l a y . 

A. What you see there i s a piece from the 3-D 

seismic i n t e r p r e t a t i o n . I t represents amplitude of the 

Strawn i n t e r v a l . 

The way t o i n t e r p r e t i t using t h i s c o l o r bar i s 

t h a t the blue represents n o n r e s e r v o i r - q u a l i t y Strawn, and 

then the h o t t e r c o l o r s , going i n t o the oranges and reds, 

would represent r e s e r v o i r q u a l i t y or a c t u a l a l g a l mound 

growth. 

And you can see t h a t the — most of the amplitude 

t h a t would be favorable, t o f i n d i n g p r o d u c t i v e Strawn i s i n 

the southeast of the southwest quarter of 21. 

But i f you r e f e r back t o the s t r u c t u r e map, you 

see t h a t the highest p o i n t s t r u c t u r a l l y would be where 

we're proposing the w e l l . And I t h i n k t h a t can be f u r t h e r 

demonstrated w i t h our v e r t i c a l seismic s e c t i o n . 

Q. I n E x h i b i t 5, then, you're t a r g e t i n g those c o l o r 

codes t h a t have the red or orange c o l o r associated w i t h 

them? 

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

Q. That would be the way t o analyze t h i s display? 
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A. That's r i g h t , t h a t would be where you would have 

the maximum mound — or algal-mound growth. 

Q. But then you have t o i n t e g r a t e t h a t w i t h your 

s t r u c t u r a l p o s i t i o n ? 

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

Q. And when you combine the two, you have picked a 

l o c a t i o n t h a t i s s l i g h t l y unorthodox? 

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

Q. Let's look a t t h i s i l l u s t r a t i o n i n a d i f f e r e n t 

way. I f y o u ' l l t u r n t o E x h i b i t 6, what are we l o o k i n g a t 

here? 

A. E x h i b i t 6 i s a v e r t i c a l seismic p r o f i l e out of 

the 3-D seismic survey. 

Q. A l l r i g h t , and t h a t i s the Line 2 32 t h a t appears 

on both E x h i b i t s 4 and 5? 

A. That's c o r r e c t , i t ' s a north-south l i n e , and 

n o r t h would be t o your r i g h t as you're viewing the e x h i b i t , 

and south t o your l e f t . 

Q. As we view the e x h i b i t , you have given us a 

v e r t i c a l blue l i n e . What does t h a t represent? 

A. That represents the diagram of where the wellbore 

w i l l be located i n the subsurface. 

Q. And as we s t a r t a t the blue l i n e a t the surface 

and move down the blue l i n e , you get t o a h o r i z o n t a l marker 

of 1.550? Do you see that? 
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A. Yes. 

Q. You read below t h a t , and then you get down t o 

where there i s a purple contour l i n e . Do you see t h a t ? 

A. Yes. 

Q. What does t h a t represent? 

A. That represents the top of the Strawn, which 

would be what the s t r u c t u r e map represents would be the 

top, t h a t t op. 

Q. And as you go down t o the base of the Strawn, 

t h e r e i s a black l i n e t h a t i s p a r a l l e l i n g , i f you w i l l , the 

purple l i n e ? 

A. That's c o r r e c t , and t h a t would be the top of the 

Atoka shale. And so i n essence what you have i s the top 

and bottom of the Strawn formation. 

Q. As we look w i t h i n t h a t Strawn i n t e r v a l , you have 

some more i n f o r m a t i o n , and i t i s displayed i n segments, 

v e r t i c a l segments. How f a r apart are each of those 

segments? 

A. Each of these segments represent a t r a c e , and 

t h e i r spacing i s 110 f e e t . 

Q. Okay. At the p o i n t where the h o r i z o n t a l purple 

l i n e i n t e r s e c t s the v e r t i c a l blue l i n e , j u s t below t h a t i s 

another blue l i n e . I t looks l i k e we're a t the top of t h a t 

p o i n t ? 

A. Yes. 
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Q. What does t h a t represent? 

A. What has been superimposed on t h i s v e r t i c a l 

seismic s e c t i o n i s the i n t e r p r e t a t i o n of the a c t u a l a l g a l 

mound growth. 

And the methodology t h a t ' s used, i f you look t o 

the n o r t h , where i n between the top and bottom of the 

Strawn, t h a t t h a t amplitude i s p r i n c i p a l l y the dark blue, 

which would be the equivalent of what you see i n an a r e a l 

meip on the e x h i b i t , being t h a t same dark blue, and t h a t 

dcirk blue representing lime mud or nonreservoir rock. 

You also n o t i c e t h a t the top and bottom i n t e r v a l , 

the time i n between those i s also less than i t i s over 

where the proposed w e l l i s . And so you see t h a t the Strawn 

i s a c t u a l l y t h i c k e n i n g as you come t o the south towards the 

proposed well b o r e . 

You also n o t i c e some other t h i n g s happening w i t h 

t h a t wavelet, and y o u ' l l see t h a t the amplitude a t the top 

i s being diminished and becoming more i n the orange c o l o r s , 

and t h a t happens t o coincide where I am i n t e r p r e t i n g the 

maximum growth of t h a t a l g a l mound. 

Q. I f you move south t o a standard l o c a t i o n , we 

would move south t o the f i r s t wave set t o the l e f t of the 

c o n t r o l p o i n t f o r the v e r t i c a l blue l i n e , and t h a t would be 

less favorable than your proposed unorthodox l o c a t i o n , i f I 

read t h i s c o r r e c t ? 
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A. That's c o r r e c t . As you move t o the south you can 

see t h a t you s t a r t l o s i n g s t r u c t u r e p r e t t y r a p i d l y , and 

also the i n t e r p r e t a t i o n of how much v e r t i c a l h e i g h t you 

have i n mound growth diminishes as w e l l . 

And so where the proposed wellbore i s represents 

where -- the coincidence between maximum mound growth and 

s t r u c t u r e . 

Q. You d i d not b r i n g us an east-west l i n e , but i f we 

were t o have t h a t l i n e , i t would appear t h a t i f you move t o 

a more standard l o c a t i o n t o the east, you're going t o lose 

r e s e r v o i r ? 

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

Q. And I can see t h a t by l o o k i n g a t E x h i b i t 5 — 

A. That's r i g h t . 

Q. — you would be moving i n t o the green area. 

A. That w i l l show you three-dimensionally t h a t 

r e l a t i o n s h i p t h a t you're seeing i n t h i s v e r t i c a l seismic 

p r o f i l e . 

Q. Okay. I n summary, then, Mr. Hefner, based upon 

your geologic experience and e x p e r t i s e , i t i s your o p i n i o n 

t h a t the unorthodox l o c a t i o n i s necessary t o giv e 

Chesapeake the greatest o p p o r t u n i t y f o r success i n t h i s 

spacing u n i t ? 

A. That i s c o r r e c t . 

MR. KELLAHIN: That concludes my examination of 
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Mr. Hefner, Mr. Examiner. 

We move the i n t r o d u c t i o n of h i s E x h i b i t s 4, 5 and 

6. 

EXAMINER STOGNER: E x h i b i t s 4, 5 and 6 w i l l be 

admitted i n t o evidence a t t h i s time. 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. Okay, I'm a l i t t l e confused now. What's the 

spacing on the Strawn? 

A. The spacing? 

Q. Yes, s i r . 

A. This would be a w i l d c a t spacing. 

Q. Okay, which i s — ? 

A. Which i s 4 0 acres, excuse me. 

Q. Forty acres. And what's a standard l o c a t i o n f o r 

an o i l w e l l i n w i l d c a t Strawn? 

A. I t would be 33 0 from the edge of t h a t 40. 

Q. Okay. And 330 from the n o r t h , r i g h t ? 

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

Q. Okay, because you show a 150-foot r a d i u s on these 

two maps. 

A. That was j u s t k i n d of f o r a v i s u a l — 

Q. Oh, okay. 

A. -- l o c a t i o n , j u s t t o help you get centered i n 

each of the 4 0s. 
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Q. So we1 re only 38 f e e t unorthodox? 

A. That's r i g h t , t o the n o r t h . And we're 94 f e e t 

too f a r west also. 

Q. Okay. What's the c l o s e s t Strawn production? 

A. I guess i t would be i n Section 4, or perhaps — I 

haven't a c t u a l l y measured i t out — or Section 6 of 16-37. 

Q. 16-37? 

A. Yeah. Also Section 1. 

Q. Of 16-37? 

A. Yeah — 16-36. 

Q. 16-36? 

A. Those two sections r i g h t t h e r e , there's some 

Strawn production. There's also some i n Sections 4 and 5. 

Q. Now, the w e l l s t h a t you show on E x h i b i t Number 5, 

the black dots, d i d they a c t u a l l y penetrate the Strawn? 

A. Not a l l of them. Y o u ' l l n o t i c e a t the bottom i s 

the t o t a l depth d r i l l e d . A l l the w e l l s t o the n o r t h of the 

proposed l o c a t i o n d i d penetrate the Strawn. There was only 

one t o the south of us t h a t a c t u a l l y penetrated the Strawn; 

t h a t was i n Section 29. The others were Wolfcamp t e s t s or 

f a i l e d t e s t s . That Humble w e l l i n the northwest of the 

northeast of 28. 

Q. Now, t h a t l i t t l e c l u s t e r of w e l l s t o the n o r t h 

t h a t d i d penetrate the Strawn, d i d they produce from the 

Strawn? 
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A. No, they d i d n ' t , they were — I t was p r i n c i p a l l y 

Devonian and Wolfcamp production, and the Strawn was 

nonproductive. 

What happens g e o l o g i c a l l y on some of these o l d 

s t r u c t u r a l f e a t u r e s i s , y o u ' l l f i n d t h a t the Strawn t h i n s 

on top and was not conducive t o a l g a l mound growth, because 

th e r e was too much energy, the wave base was -- d i d not 

allo w f o r a l g a l mound growth t o occur on the tops of these 

s t r u c t u r e s . 

Q. When was t h a t l i t t l e c l u s t e r of w e l l s d r i l l e d ? 

Do you know what era? 

A. P r i n c i p a l l y the F i f t i e s , m i d - F i f t i e s , e a r l y 

S i x t i e s . 

Q. And the r e was very l i t t l e , i f no, algal-mound 

completions or even technology a t t h a t time? 

A. No, the c l o s e s t would have been over, r e a l l y , i n 

Dean f i e l d . I t h i n k there was an e a r l y discovery t h e r e . 

But again, t h a t was being d r i l l e d f o r Devonian. So most of 

the a c t i v i t y out here a t t h a t time was f o r deep s t r u c t u r e . 

Q. Okay. Now, you e s s e n t i a l l y have the whole south 

h a l f of Section 21 t o choose from; i s t h a t c o r r e c t ? 

A. Yes. 

Q. As I understand i t , i t was a l l one lease? 

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

Q. Okay. And r e a l l y the combination of the data on 
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E x h i b i t 4 and 5 — 

A. — brings you t o the proposed l o c a t i o n . 

Q. And t h a t E x h i b i t Number 5 p r e t t y muchly 

p i n p o i n t s , because you're e s s e n t i a l l y r i g h t t h e r e i n t h a t 

l i t t l e — what I c a l l the orange area or --

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

Q. — what you c a l l r e s e r v o i r q u a l i t y ? 

A. Exactly. 

Q. Okay. Now, on E x h i b i t Number 4, you show a 

f a u l t --

A. Yes. 

Q. -- one t o the west and one up there t o the n o r t h 

and east. Does t h a t have any s i g n i f i c a n t play as f a r as 

the Strawn formation or the Strawn r e s e r v o i r s or how these 

a l g a l mounds were formed or l a i d out or anything? How do 

they a f f e c t the production out there? 

A. Well, as I alluded t o e a r l i e r , e v e r y t h i n g t h a t 

would have been on top of t h a t would have been more lime 

mud, but as you went o f f t o both the east and west you 

would gain more depth, water depth, and t h a t would g i v e you 

the o p p o r t u n i t y t o have algal-mound growth, because a l g a l 

mounds don't l i k e a l o t of energy, water energy, t o 

nucleate and s t a r t growing. 

But t h a t doesn't n e c e s s a r i l y imply t h a t 

everywhere there was deep water y o u ' l l f i n d algal-mound 
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growth. 

Q. Okay, what i s the minimum depth, roughly, t h a t 

a l g a l mound development would occur i n the marine 

environment? 

A. I t i s u s u a l l y below the wave base, so 3 0 t o 4 0 

f e e t . 

Q. And then what would be the maximum depth t h a t one 

would expect a l g a l mounds t o form? 

A. I'm not sure I r e a l l y know what t h a t depth would 

be, where the l i m i t a t i o n i s . At some p o i n t y o u ' l l get too 

deep. I don't know what t h a t number would be. Because 

you'd s t i l l need some s u n l i g h t . 

Q. Yeah. 

A. So I don't know a t what depth t h a t d i f f u s e s t o a 

p o i n t where i t wouldn't grow. 

Q. A l l t h i s was going on out there near the 

shoreline? 

A. Exactly. 

EXAMINER STOGNER: Okay, I don't have any other 

questions, Mr. K e l l a h i n . 

MR. KELLAHIN: That concludes our p r e s e n t a t i o n , 

Mr. Examiner. 

EXAMINER STOGNER: Okay, you may be excused. 

Do you have anything f u r t h e r , Mr. Kel l a h i n ? 

MR. KELLAHIN: No, s i r . 
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EXAMINER STOGNER: I f you can shed some l i g h t f o r 

me, Mr. K e l l a h i n — 

MR. KELLAHIN: Yes, s i r . 

EXAMINER STOGNER: — by the time I w r i t e t h i s 

order, which w i l l be s h o r t l y , concerning t h a t $662? 

MR. KELLAHIN: Yes, s i r , w e ' l l research t h a t and 

see i f we can f i n d you a reference. 

EXAMINER STOGNER: Then t h i s matter w i l l be taken 

under advisement. 

(Thereupon, these proceedings were concluded a t 

9:05 a.m.) 
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