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PROCEEDI NGS

THE HEARI NG EXAM NER: It is 8:30 a.m,
on the 11th of March. W are continuing the contested
hearing in case 25610.

Yest erday we heard from one w tness
from Powder horn, M. Travis Macha, and then we heard
M. Unekwe from Marathon, a little bit out of order.

So we're going back to Powderhorn, but
bef ore we do, are there any prelimnary issues that
arose |last night for anyone?

MR. RANKIN. M. Hearing O ficer, Adam
Ranki n for Marathon, not to ny know edge.

THE HEARI NG EXAM NER: Ckay. Thank
you.

Al right. So M. Holliday, who do you
want to call next?

MR. RANKIN: Well, we'd like to call
Leonard Wbod.

THE HEARI NG EXAM NER: M. Wbod.

MR. WOOD: Good norning, M. Hearing
Exam ner.

THE HEARI NG EXAM NER: Good nor ni ng,

M. Wod. | remnd you that you're under oath.
MR. WOOD: Yes, sSir.
THE HEARI NG EXAM NER: M. Hol |l iday, go
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ri ght ahead.

MR WOOD: |I'msorry. |Is there an echo

on ny end?

MR. HOLLI DAY: Yes, | was just -- no,

it's mne, but | fixed it.

Okay. Just one second. Share ny

Scr een. Go to the exhibits.
DI RECT EXAM NATI ON
BY MR HOLLI DAY:

MR. HOLLI DAY: Okay. Good norning,

M. Wbod.
MR. WOOD: Good norning.

MR. HOLLI DAY: Just sone prelimnary
matters before we get rolling. Could you just state

your nanme and your position with Powderhorn for the

record.

MR. WOOD: Leonard Wod. l"mthe vice

presi dent of exploration and devel opnent.

MR. HOLLI DAY: And how | ong have you
been -- and you're a petrol eum geol ogi st; correct?

MR. WOOD: Yes. |'ve been a geol ogi st

for al nost 24 years.
MR. HOLLI DAY: Right. Okay.
MR. WOOD: For a little over
pr obabl vy.

24,
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MR. HOLLI DAY: And can you just really
briefly wal k through your educational background.

MR. WOOD: Sure. | have a bachelor's
I n geology from M dwestern State University in Wchita
Falls. | received that in 1999. And | have a
master's of geoscience from Texas Tech University. |
received that in 2001.

MR. HOLLI DAY: Okay. Thank you.

And then, could you just provide a
brief summary of your career prior to joining
Powder hor n.

MR. WOOD: Yes, sure. Do you want it
in reverse order or fromthe begi nning?

MR. HOLLI DAY: Sure, that'd be good.

MR. WOOD: After graduation, | went to
wor k for Matador Resources -- |'msorry, Matador
Petrol eum Corporation, in Dallas, Texas. That conpany
was acquired by Tom Brown, Inc., and then
subsequently -- | spent four years with that
organi zati on as a geol ogi st.

Left there, was at EOG ei ght years, in
M dl and. Held nunerous roles as seni or geol ogi st,
geol ogi cal advisor. M last two years there | was
di vi sion exploration manager. Left EOG and went to a

private equity startup, Bold Energy IIl, where | was a
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partner, was the exploration manager there.

And then that entity was acquired by
Eart hst one Energy. So between those two, | spent
al nost 11 years together, ending up, the last five
years, | was vice president of exploration and
devel opnent there.

Eart hstone is -- was a publicly held
conpany that was acquired by Perm an Resources in
2023. | was an officer at that conpany; did not
survive the nmerger with Perm an Resources. Started
consulting. Powderhorn was one of my consulting
clients, and then | canme to work for themin January
of 2025.

MR. HOLLI DAY: All right. Thank you.

And you've previously testified as an
expert before this Division; correct?

MR. WOOD: | have.

MR. HOLLI DAY: And you prepared a self-
affirmed statement in the exhibits in this -- in
Powder horn's exhi bit packet, that are marked
Exhibit B; is that correct?

MR. WOOD: | did.

MR. HOLLI DAY: Okay. Do you have any
addi ti ons or changes to your testinony that you want

to make right now?
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MR. WOOD: | do not.

MR. HOLLI DAY: Okay. | want to get
into geology a little bit. M. Wod, can you descri be
t he geol ogic characteristics of the Wbl fcanp formati on
t hat underlie the proposed Super Hornet spacing unit?

MR. WOOD: Sure, |'d be happy to.

And it's ny understanding that we're in
agreenent with Marathon on targets in geol ogy here,
but Wbl fcanp is the nost devel oped reservoir target in
this area, multiple landing targets in the Wl fcanmp A,
XY, and the B, C, depending on intraformational
nonmencl ature. Varies per different conpany, but in ny
testinmony I'Il refer to the deeper target as the B

It's a mxed siliciclastic deep marine
system | think across the Super Hornet proposed
interval, the upper target in the Y Sand is -- is
pretty uniform 50 to 60 feet thick. The lower B
target is pretty uniform about 125 feet thick.

MR, HOLLI DAY: So - -

MR WOOD: |I'msorry. Go ahead.

MR. HOLLI DAY: |'m sorry.

MR WOOD: | -- 1 -- 1 think in review
of M. Dupree's exhibits, | think our targets are

equi val ent.

MR. HOLLI DAY: And in your professional
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opi nion, does the geology, does it support devel oping
sections 2 and 3 as a single spacing unit?

MR. WOOD: Yes, | believe so.

MR. HOLLI DAY: And you're aware that
Mar at hon' s geol ogi st, M. Dupree, states there's no
substanti al geologic difference between Powderhorn's
pl an and Conoco's plan; right?

MR. WOOD: Yes, | agree with that.

MR. HOLLIDAY: And is there anything in
t he subsurface geol ogy that would prevent the drilling
of one-and-a-half-mle laterals in an east-west
orientation --

MR. WOOD: Not to ny --

MR. HOLLI DAY: -- cross sections
two -- sorry -- across Section 2 and three?

MR WOOD: Yeah, | -- | -- 1 don't
bel i eve so.

Sorry, Ben, I'"Il -- 1"Il wait for you

to finish the question.
MR. HOLLI DAY: No, |'mthe usua
of fender on that, and so | wll do a better job of
st oppi ng.
| want to turn to Marathon's
Rebut tal Exhi bit Nunber 6.
MR. WOOD:  Sure.
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MR. HOLLIDAY: So we can see that there
Is a graph on the |left-hand side of that exhibit. Can
you tell me what that is?

MR. RANKI N: M. Hearing Oficer, this
woul d be surrebuttal, and | don't know that we've
asked for |leave to present surrebuttal testinony.

THE HEARI NG EXAM NER: M. Hol |i day.

MR. HOLLIDAY: This is relevant. The
only argunment -- only tinme maxi mum stress orientation
was raised was in Marathon's rebuttal exhibits six
hours -- | nmean, 24 hours, or less than 24 hours
before the hearing. And it's inportant in this case,
they're standing on it, they're going to testify about
it. | think it's conpletely adequate because they
opened t he door.

THE HEARI NG EXAM NER:  All right, so
hold on a second. Let nme orient nyself because |I've
not seen this exhibit yet.

VWhat are we | ooking at, M. Holliday?

MR. HOLLIDAY: So if you go to Marathon
Rebuttal Exhibit 6.

THE HEARI NG EXAM NER:  Ckay.

MR. HOLLIDAY: On the left side there's
a blue to green picture map that's | abel ed " Maxi num

Stress Orientation.”
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THE HEARI NG EXAM NER: | see it now.

So this exhibit was -- when did you
first see this exhibit, M. Holliday?

MR. HOLLI DAY: Monday ni ght.

THE HEARI NG EXAM NER: Monday ni ght,
okay.

And M. Rankin, your objection to their
testifying in rebuttal to your rebuttal exhibit is
what ?

MR. RANKIN: This would be surrebuttal
because they're responding to our rebuttal. W did
rai se the orientation and the preference based on -- |
have to pull up his testinony, but | believe it was
addressed in his direct, but this is in response to
Powder horn's failure to address well orientation and
just pointing out that there is no preference based on
maxi mum stress orientation, which was the point of
this testinony.

THE HEARI NG EXAM NER: So yesterday, |
remenber you were saying, after M. Holliday's opening
argunment, which is not evidence, that, you know, this
rai sed a question for you about the orientation. But
it seens to ne as though this exhibit opens the door
to that sort of testinony. What do you have to say

about that?

Page 250

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



© 00 N oo o b~ wWw N

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

MR. RANKIN: So in their direct
testinony, M. Exam ner, they nmade argunents that the
nort heast quarter was going to be stranded.

THE HEARI NG EXAM NER: Ri ght .

MR. RANKIN: And the only way that's
the case, is if they fail to do a stand-up orientation
wel | .

THE HEARI NG EXAM NER: Nort h-sout h, you
mean stand-up?

MR. RANKIN: Correct.

THE HEARI NG EXAM NER:  Okay.

MR. RANKIN: And the only reason that
woul d not be acceptable is if the maxi num stress
orientation dictates a | ay-down orientation.

Therefore, this testinony regardi ng the maxi mum stress
shoul d have been part of their direct case, expl aining
why a | ay-down orientation was necessary and prevented
them from doi ng a stand-up, thereby stranding the

nort heast quarter.

So they -- this was clearly within the
scope of what they should have been putting on in
their direct case, which they didn't do.

THE HEARI NG EXAM NER: So why is this
diagramin your witness's rebuttal testinony?

MR. RANKIN: We're pointing out that
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they failed, in their direct testinony, to put forth
any evidence on maxi mum stress or preferred wel
orientation, and we're solidifying here that there is
no preference based on maxi num stress and based on the
hi story of well devel opnent.

THE HEARI NG EXAM NER:  And this is
com ng in through which of your w tnesses?

MR. RANKIN: Qur geol ogi st.

THE HEARI NG EXAM NER:  Geol ogi st.

And so you woul dn't have any objection
if this testinmony canme after your geol ogist testified;
I's that right?

MR. RANKIN:  Well, | would just say
that they would have to seek | eave, | would suggest,
for surrebuttal, because normally that's only at the
| eave of the court, and they have to denonstrate why
It's appropriate for themto be given the opportunity
to provide surrebuttal.

THE HEARI NG EXAM NER: Let e t hink,
M. Holliday, if |I need anything further from you.

Let nme think about this.

So let's see, we have an issue here
about the direction of the wells, and the argunent is,
hey, this should have been in your direct testinony.

M. Holliday, why wasn't this part of
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your direct case in chief?

MR. HOLLIDAY: Sure. | think it'd be
hel pful to bring us back to what we're doing here
today, which is to approve Powderhorn's plan.

THE HEARI NG EXAM NER: Ri ght.

MR. HOLLI DAY: Powder horn does not plan
to drill a north-south well. Qur entire plan in

devel opnent has been conmmuni cated as east to west.

Mar at hon does not plan to drill a
north-south well. The only time we began di scussing
Powder horn drilling a north-south well was when we

received the rebuttal exhibits on Monday night, which
depict a proposed location from Powderhorn to dril
nort h-south, and we have this maxi num stress
orientation slide as support for that.

It's well within the scope of what
we're tal king about today, to have our geol ogi st
di scuss why that is unacceptable to Powderhorn.

THE HEARI NG EXAM NER:  So it was never
Powderhorn's intent to drill a north-south well, it
was always their intent to drill an east-west well?

MR. HOLLIDAY: That is correct.

THE HEARI NG EXAM NER: And that's why
you didn't bring it up in your direct.

MR. RANKIN: That's correct.
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THE HEARI NG EXAM NER:  All right.

And then, M. Rankin, if |I'm not
m staken, didn't M. Unekwe, yesterday, discuss this
slide?

MR. RANKIN: Well, they -- again, in
response to their engineer's direct testinony, where
they said that the northeast quarter would be
st randed.

Again, fromthe very beginning, if
they're going to say the northeast quarter is going to
be stranded, they have to say why, and they never said
why. And the only reason it's possible is because of
geol ogic reasons. And they failed to put forth any
evidence in their case in chief for why geologically
it's not possible for themto do north-south.

We under st ood, we | earned yesterday for
the first tinme, the true reason was because they made
a contractual arrangenment with Avant that would
require themto only drill a | ay-down east to west.

So for that -- that is the reason, |
under st and, based on M. Mucha's testinony, that they
are prohibited from considering doing a stand-up wel
here, not because of geol ogy.

So, again, | would say the reason they

didn't put forth any geol ogic evidence in their direct
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was because it wasn't a geologic basis, it was a
contractual basis for their insistence on doing a

| ay-down well. So that's why, in ny view, they didn't
put forward any geol ogic evidence in their direct.

And so | believe it's late and they
shoul d ask -- you know, they should just put forward a
reason, a clear reason; not just because they didn't
Intend to do east-west, but a geol ogic reason why they
didn't put forward this evidence in their direct case.

THE HEARI NG EXAM NER: M. Hol liday.

MR. HOLLIDAY: | don't think it's
common for operators to argue against their own
position. Again, Powderhorn is the only party with an
application pending. W're requesting to go
east-west. We're not requesting to go north-south.
The only party requesting north-south is Marathon,
who's al so planning to go east-west next door. It is
conpletely reasonable for us to tal k about why we
don't agree with that proposed plan.

THE HEARI NG EXAM NER:  So | have a
gquestion. This will help me, | think.

| understand that it wasn't in the case
in chief, but I understand why. | understand that
this diagram here from your geol ogi st is being

presented to show the Division that they don't have to
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go east-west, is that what you're sayi ng?

MR. RANKIN: That's correct. And I
woul d just say that M. Holliday can have at our
geol ogi st on cross to explain all the reasons, but
that's exactly why.

THE HEARI NG EXAM NER:  Yeah, |' m not
w | d about parties telling each other howto build
their case, so |'mnot going to -- I'"mnot going to
entertain that idea. But this exhibit here is for
t hat purpose. Okay. Fine.

And yesterday, when your w tness was
di scussing this slide, what was his point; your
petrol eum engi neer, or reservoir engineer, what was
hi s point?

MR. RANKIN:. So, actually, this slide
cane up -- it was not presented through M. Urekwe.

THE HEARI NG EXAM NER: Ri ght .

MR. RANKIN:. M. Fordyce raised it with
hi m

| will say that in our direct
testinony, we stated that there was no preference
based on maxi mum stress.

THE HEARI NG EXAM NER: Ri ght .

MR. RANKIN: So if Powderhorn had an

Il ssue with that, they ought to have put forth
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sonmething in their rebuttal, which they didn't do,
okay. So that was their opportunity to respond. They
didn't do it.

THE HEARI NG EXAM NER: But this was
filed on Monday, | just asked M. Holliday, and he
said he saw this -- Mnday night, was it?

MR. HOLLI DAY: Correct.

THE HEARI NG EXAM NER: Monday ni ght.

Yesterday was the first day of the
hearing. | think this is fair game. | understand the
technical argunent. | understand your technical
argunment, but we're not in a court of law. And in the
adm ni strative procedure, we have a lot of flexible
rules here to allow parties to thoroughly present
t heir case.

| could understand if there was sone
unfair prejudice to you based on this testinony, but
as this is your exhibit, I don't find the argunent
that it should have been presented at sone other point
persuasive at this point.

MR. RANKIN: May | make one additi onal
point, M. Hearing Oficer?

THE HEARI NG EXAM NER:  Sur e.

MR. RANKIN:. |If you | ook at

paragraph 10 of our direct evidence --
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THE HEARI NG EXAM NER: | don't have
that, so it wuld take me a nonent. What are you
trying to say?

MR. RANKI N: | can read it to you,
okay. So this is our direct case that we filed nore
t han a week ago.

THE HEARI NG EXAM NER:  Okay.

MR. RANKIN: Okay. OQur geol ogi st says:

“I'n nmy opinion, the |ay-down
orientation of the proposed wells is appropriate given
the geologic stress in this area, which does not
I ndicate a preferred well orientation as denonstrated
by a m x of existing stand-up and | ay-down Wbl f canp
hori zontal wells reflected on our exhibit."

Okay. So ny point here is that if they
have a concern, which they're now expressi ng about our
statenent about maxi num stress, that should have cone
in, in rebuttal fromthem and they didn't do it.

In my opening statenent, | was going to
make the remark that they'd given up the argunent
about stranded acreage because they failed to refute,
or address in any way, the maximum stress orientation,
or any geologic or technical basis for a |ay-down.

So now, after submtting our rebuttal

to the fact that they didn't address anything in their
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direct or rebuttal, they want to bring it up. So
that's my concern.

THE HEARI NG EXAM NER: | under st and
your concern. So we're here, as M. Holliday said, to
ei ther approve or deny his proposed, al nost 1000-acre
project, and part of why we're here is to gather
rel evant and material evidence to either approve or
deny it.

Now, their plan has been to go
east-west fromthe very beginning. This slide here,
and your witness's testinony, say they don't need to
go east-west, therefore they don't need to strand
that -- or that acreage doesn't need to be stranded.

| think it's a hyper-technical argunent
to keep out this surrebuttal testinmony fromthis
geol ogi st so that the Division can nmake an educat ed,
meani ngf ul deci sion on this case.

And so for that reason, and since it's
not unfair, it doesn't unfairly prejudice you -- |
give you a lot of latitude, M. Rankin, to do what you
need to do to help the Division make an educat ed
choice -- but | feel like | need to let in relevant
and material evidence, so I'moverruling the
obj ecti on.

M. Holliday, go ahead.
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MR. HOLLI DAY: Thank you.
BY MR. HOLLI DAY:

MR. HOLLI DAY: So when we | ook at
Exhi bit 6, or Marathon Rebuttal Exhibit 6, what is

this -- well, we've established that this i s maxi mum

stress orientation.

Can you explain, just in plai
| anguage, why this is inportant?

MR. WOOD: Sure. And again,

it's been established | saw this | ate Monday eveni ng,
and 1'd like to -- to make the statenent that since
Mar at hon and Earth -- |'msorry, Marathon and

Powder horn had the same orientation, | thought -- |

didn't think |I needed to nake this argunent.

This map shows a published stress

orientation map, maxi mum horizontal stress,

Zoback and Snee, | believe. They -- they published

mul ti pl e papers on stress orientations in

unconventi onal basins. This one shows the G eater

Per m an Basin, shows the stress rotation across the

Greater Perm an Basin. The bulk of the Mdland Basin
I's predom nantly east-west, north -- north 75, north
80 east.
As you nove west into the Del aware
Basin, and the portion of -- if you |look in southeast
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New Mexico, it still has the sanme orientation, pretty
much north 80 degrees east. As you nove west across
sout hern New Mexico, the stress field rotates, and it
al so rotates below the Grisham Fault in the other
direction in the southern Del aware. So the stress
field is conplicated and well-published in the

Del awar e Basi n.

In the east, in Eastern Lea County, due
to the strong stress orientation, wells are drilled
north-south. In Northern Eddy County, due to the
strong stress orientation being -- the SH Max being
north-south, the wells are drill ed east-west.

Mar at hon has drawn a red box pretty
much in the project area, or close. | don't have a
pl ani neter, or digital planineter, but that |ooks to
be about north or north 35 east, to ne. | think

M. Fordyce pointed out in his cross-exam nation

yesterday of Dr. Umekwe, that he -- he even said
that -- thought it looked a little nore preferenti al
to drill east-west.

MR. HOLLIDAY: Al right. And just to
make sure |I'mclear for the record, what is it about
t he maxi mum stress orientation that nakes an east-west
wel | plan nore preferable in your opinion?

MR. WOOD: Sure. |It's pretty common
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in -- in horizontal plays, totry to drill as close to
per pendi cul ar to maxi num hori zontal stress as you can.
| nduced hydraulic fractures propagate in the direction
of SH Max. So your horizontal wells are drilled in
the -- the mninmum stress direction usually.

It's been pointed out by Marathon that
wells are drilled at both orientations. Powderhorn's
960-acre proposal, we -- | think yesterday
M. Rankin's testinony that -- or cross, was that
wells could be drilled at multiple orientations for
multiple reasons, timng, pre-existing wells, pooling,
existing permts, existing wells.

Powder horn has a greenfield 960-acre
proposed unit where we can decide the orientation.

Qur preference here, given our -- our understanding of
the stress field being north or north 35

degrees -- north 30 to north 35 degrees east, we would
prefer an east-west orientation, which is what we have
before the Conm ssion.

MR. HOLLI DAY: Let's nove on from that
for alittle bit. W my cone back, but let's talk
about -- when you were at Earthstone and you were the
vice president of exploration and devel opnent, did you
guys drill and conplete wells in the area of the

proposed Super Hornet Unit?
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MR. WOOD: Yes, we -- we had sone
devel opnent. Earthstone acquired a conpany in |ate
2001, early 2002, Chisholm Energy. They had -- they
had assets in the township to the north, 23 South, 26
East .

MR. HOLLI DAY: Okay. And you guys
drilled some wells called the Cletus wells, that were
approximately two mles northwest of here; right?

MR. WOOD: We did.

MR. HOLLI DAY: And what orientation
were those wells drilled?

MR. WOOD: Nort h-sout h.

MR. HOLLI DAY: Would you have drill ed
these wells north-south if you could have chosen
another way -- or let me -- wait, strike that.

VWhy were these wells drilled
nort h-sout h?

MR. WOOD: Sure. \When Earthstone
acqui red Chisholm-- excuse nme -- those wells were
pool ed and permtted, | believe, pooled for sure, in a
north-south orientation.

Pl us, Chishol m had existing wells on
the east and west, | believe the Dark Canyon wells are
on the east and the Asteroid wells are on the west,

preventing a two ml|e east-west orientation.
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MR. HOLLI DAY: Do you believe that, for
these Cletus wells, the conpletion -- would it have
been nore optimzed if they had been drilled on a
east-west orientation?

MR. WOOD: | believe the stress
orientation is slightly nore preferable to an
east-west orientation. | believe the -- the wells
woul d be slightly better.

MR. HOLLI DAY: Okay. And how did you
sequence the Wl fcanp wells, the Wolfcanp A and the
Wbl fcamp B, how were those sequenced in the Cletus
Unit?

MR. WOOD: Goi ng back in the vault,

M. Holliday, but | think -- | think when we acquired
Chi sholm the Asteroid wells had been drilled to the
west and the Dark Canyon wells had been drilled to the
east .

We drilled two XY wells on the east
half in a stand-up orientation, and then canme back, |
t hi nk, say, 15 nonths later, plus or m nus, and
drilled two nore XY |ocations and tested the B
i nterval as a single target.

MR. HOLLI DAY: And do you
believe -- and this is the last question | have about

t his.
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MR. WOOD:  Sure.
MR. HOLLI DAY: Do you believe that that

orientation, or excuse nme, that the sequencing was

opti mal ?

MR WOOD: | think with the capital
restraints that Earthstone had, we -- we didn't have
t he budget to drill four wells at the sanme tine,

think is nmy recollection, or roomin the dril
schedule. | think there were nultiple reasons for the
t wo- phase devel opnent.

MR. HOLLI DAY: Okay. |If you had had
t he budget, would you have liked to drill all the
wells at the same tinme?

MR. WOOD: Absol utely, yes.

MR. HOLLIDAY: Okay. | want to talk a
little bit about Conoco's alternative plan for the
north half of Section 2. Wen we | ook at well
orientation, what's the well orientation that Marathon
has proposed for its Canpana wells in the north half
of Section 27

MR. WOOD: East-west.

MR. HOLLI DAY: They're east-west.

So | just want to nake sure |I'mclear.
Mar at hon plans to drill east-west wells, but they want

Powder horn to agree, north-south wells in the east
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hal f of 3.

Is there any geol ogic basis for that
di stinction?

MR WOOD: | didn't -- excuse ne -- |
didn't prepare those exhibits, but it was ny
under st andi ng that we -- we had conpeting -- conpeting
wel | proposals with the sane orientation and the sane
target. | -- | -- 1 didn't know we were going to have
to do a stress orientation.

But, again, Powderhorn has a 960-acre
unit that we're proposing that has no wells on it.

Qur preference would be, given the slight north-south
bias of the stress field, we would prefer to dril
east - west .

MR. HOLLI DAY: Yeah. And I'll say for
the record that | didn't ook forward to having to
read the Snee and Zoback article on the airplane on
the way here.

MR. WOOD: | understand.

MR. HOLLIDAY: Do you think, or in your
pr of essi onal opinion, does -- or | keep calling Conoco
Mar at hon. They're synonynous in ny m nd.

s Marathon's choice to drill its own
wel | s east-west, does that confirmthat they -- that

the east-west is the preferred orientation?
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MR. WOOD: In ny opinion, yes.

MR. HOLLIDAY: Right. Okay. Let's
nove to |lateral |ength.

So from a geol ogi cal perspective, is
t here any reason Powder horn cannot dril
one-and-a-half-mle |laterals across section 1 and 2?

MR. WOOD: Section 2 and 3?

MR. HOLLI DAY: ' msorry, yeah,

Section 2 and 3, sorry.

MR. WOOD: Yeah, | -- I -- 1've already
testified that -- or provided nmy statenent that |
believe that the -- the geology is uniform across the

east half of 3, and Section 2.

MR. HOLLI DAY: So Marathon originally
proposed their one-and-a-half mles also, and then
they -- we've discussed ad nauseam that they've
switched to a one-mle lateral. But from a geol ogi cal
standpoint, is there any geol ogical basis for
shortening those laterals to one mle?

MR. WOOD: Not in my opinion.

MR. HOLLI DAY: And we, | believe we
di scussed in your prior testinony, that horizontal
wells can be drilled in orientations other than
per pendi cul ar maxi num hori zontal stress; correct?

MR. WOOD: Sur e. That's correct.
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MR. HOLLI DAY: But does that nean that
stress orientation is irrelevant to well planning?

MR. WOOD: No, not -- not at all. |
think stress orientation is very inportant. But |
t hink even M. Rankin pointed out yesterday that there
are other reasons wells get drilled besides stress
orientation.

MR. HOLLI DAY: But operators generally,
I n your experience, consider the stress direction when
pl anning their well orientation?

MR. WOOD: Yes.

MR. HOLLI DAY: And even though there's
multiple possible -- nmultiple orientations that are
physically possible, we're not going to tal k about
whet her they're economically preferable, but if
they' re physically possible, is Powderhorn's east-west
orientation, is that consistent with sound geol ogic
and engi neering practice?

MR. WOOD: Yes, in ny opinion.

MR. HOLLI DAY: Okay. W're pretty

close. | have a few questions about Powderhorn's
pl an. Because we've done -- we've talked a | ot about
maxi mum stress, but | just want to make sure we've

fully covered Powderhorn's plan because that's what

we're here to approve or disapprove.
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Can you descri be Powderhorn's proposed
devel opnent plan from a geol ogi cal perspective?

MR. WOOD: Sure. We plan to drill the
401 through 404 wells first, targeting the -- the
Y Sand, Upper A Sand, conpleting those and then com ng
back, probably within a year or so, and drilling the B
t arget .

MR. HOLLI DAY: Okay. And in your
prof essi onal opinion, this devel opnent plan, it's
geol ogi cal Iy sound?

MR WOOD: | -- | believe so. | think
ot her operators in the area have drilled A wells
wi thout drilling Bs, with plans to cone back | ater.

MR. HOLLI DAY: Okay. And just broadly,
Mar at hon' s al ternative proposal in which they would
al so have to -- the Division wuld al so have to deny
Avant's plans for the sane acreage. So the if
Conoco's alternative is accepted and Powder horn's pl an
Is denied and Avant's plan is denied, and Powder horn
has to drill its one mle north-southwest, do you
t hi nk that nakes sense from a geol ogi cal perspective?

MR. WOOD: | do not.

MR. HOLLIDAY: All right. | just have
two nore questions.

So based on your 24 years of experience
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as a petrol eum geol ogi st, you know, you reviewed this

acreage, the data, it's your opinion -- or is it your

opi nion that Powderhorn's proposed devel opnent plan is
geol ogically reasonabl e and consistent with sound

I ndustry practice?

MR. WOOD: | do. | believe it is.

MR. HOLLIDAY: Right. And it's your
opi nion, right -- or sorry.

Is it your opinion that Powderhorn's
proposed devel opnent plan will prevent waste and
protect drill rights?

MR. WOOD:  Yes.

MR. HOLLIDAY: | think that those are
all nmy questions.

THE HEARI NG EXAM NER: | have a
guestion before we turn to M. Rankin.

M. Wod, | didn't hear, maybe | m ssed
it, I didn't hear you address the assertion yesterday
fromM. Unmekwe, that there's going to be parent-child
well interference. Wuld you talk to that?

MR. WOOD: Yeah, | think
there's -- there's a -- the way that we would dril
east -west here, M. Exam ner, there would be m ninal
parent-child influence fromexisting wells devel oped

by the industry.
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| think if we drilled as proposed by
Mar at hon, the north-south U-turn in the east half of
Section 3, we would have a parent well, | believe,
that was drilled five years ago -- | apol ogi ze, |
don't renenber the date -- sone depletion.

But | believe -- | believe us
co-devel oping with four -- or developing all of the

XY Sand at one tine would m nimze parent-child in

t hat bench, versus the plan of Marathon drilling two
wel |l s and then Powderhorn drilling two wells in
the -- in the south half.

Did that answer your question,
M. Exam ner?

THE HEARI NG EXAM NER:  Well, it begins
to. I'mnot sure that | --

MR. WOOD: Ckay.

THE HEARI NG EXAM NER: -- feel
confident about the answer. So --

MR. WOOD: Could you -- could you state
the question again? |'msorry.

THE HEARI NG EXAM NER:  Wel |,
yesterday --

MR WOOD: | just want to namke sure |
answer it.

THE HEARI NG EXAM NER: Were you present
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yest erday when Marathon's w tness was testifying?

MR WOOD: | was.

THE HEARI NG EXAM NER: Ckay. And you
saw t he graph that he --

MR. WOOD: Yes.

THE HEARI NG EXAM NER: That he
devel oped. Okay. And it showed that gap between the
two, the parent and the child devel opnent?

MR. WOOD: Yes.

THE HEARI NG EXAM NER: Ckay. There it
s there.

MR. WOOD:  Yes.

THE HEARI NG EXAM NER: So how do you
address that, about 19 percent drop in production?

MR. WOOD: Sure, sure.

THE HEARI NG EXAM NER:  And as a
foll ow-up, what would the drop be, in your expert

opinion, if there is a drop?

MR WOOD: | -- I'mnot disputing
doctors Dr. Unekwe's evaluation of that unit. | don't
believe -- | did -- 1 -- 1 do think it was pointed out

yesterday that there was a three-year gap between the
original parent wells and the project wells that were
drilled in the deeper interval.

Powder horn's intent would be to get
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back to the deeper bench as soon as possible to

mnimze that 19 percent. | nean, if we got back
within a year, M. Examner, it -- it could be zero.
| mean, it could be 2 percent. | don't -- | don't
kKnow.

THE HEARI NG EXAM NER: And how does the
time -- how does the timng of the drilling of the
second set of wells relate to the drop?

MR. WOOD: It would be pressure -- or

production draw-down fromthe -- the upper reservoir
that would | ower pressure. It would -- it would
cause -- | think when -- it's ny understandi ng,

think it's generally understood, that during hydraulic

fracturing, the fractures would comrunicate up to a

| ower pressured interval. This has been -- that's
shown in the -- the -- Potato Baby was a three-year
gap.

| think we -- we could get back a | ot

faster. Qur plan is, and M. Tippen can speak to it,
but | think our underwiting on this project with our
partners was about a one year return.

THE HEARI NG EXAM NER:  All right.
Thank you.

M. Rankin. O is it M. Vance?
M . Ranki n.
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MR. RANKIN: Thank you very nuch.

M. Holliday, may | take over the

sharing fromyou? Thank you.
CROSS- EXAM NATI ON
BY MR. RANKI N:

MR. RANKIN:. Just want to hit a couple

things to nake sure | got it, for the record.

| think you did confirmt

hat Powder horn

I's not proposing to drill any of its initial wells in

the Wbl fcanp B target; correct?
MR. WOOD: Correct.

MR. RANKI N: And the intent is to conme

back within a year to target those -- the | ower bench;

correct?
MR. WOOD: That's -- that
under st andi ng, yes, sir.

MR. RANKI N: But there's

1 S n,y

not hi ng

hol di ng Powderhorn to that tinme frame, is there, even

under a pooling order?

MR WOOD: No, sir. Just would
probably be our preference on -- on capital outlay.
MR. RANKIN:. Ckay. And just to
reiterate, | nmean, you're not aware of any requirenent
under a pooling -- | nmean, you could -- Powderhorn
could just drill its first bench wells and then do
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not hi ng subsequent to that; correct?

MR. WOOD: In theory, yes, sir.

MR. RANKIN. Ckay. Now, | want to ask
you a coupl e questions about -- you testified about
t he previous devel opnment experience you had in the
area, | believe it was the Cletus wells; correct?

MR. WOOD: Yes, sir.

MR. RANKIN: And you testified that
during the devel opnent of that project, the operator,
| think it was Chisholmat the tine, targeted the XY
at the top initially, correct, with two wells?

MR. WOOD: Earthstone drilled those
wells, but the properties were acquired by Chisholm
yes, sir.

MR. RANKIN. Ckay. So -- but they
drilled the two XYs in the east half initially;
correct?

MR. WOOD: Correct.

MR. RANKIN:. And then they canme back
and they drilled the B about 15 nonths later; correct?

MR. WOOD: Two additional XY wells
and -- and a B test.

MR. RANKIN:. And one B test, okay.

And you testified that if Earthstone

had the noney, it would have preferred to drill both
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benches at the sane tine; correct?
MR WOOD: | -- | believe ny testinony
was | would have preferred to drill all four XY wells

at the sane tine.

MR. RANKIN: | think -- okay. So --

MR. WOOD: But -- but yes, you're
correct, M. Rankin, | -- | believe our -- our dril
schedule, timng and the drill schedule and -- and
capital outlay was -- was the main driver there.

MR. RANKIN:. Preference would have been
to drill both benches at once; correct?

MR. WOOD: No, sir. W drilled a -- a
B well to test, a single B well to test its econom c
viability north-south.

MR. RANKIN:. Ckay. So you're telling
me that your testinony was limted to drilling the
singl e bench at one tine?

MR. WOOD: Sure.

MR. RANKIN: Is that correct?

MR. WOOD: Yes, sSir.

MR. RANKIN: Ckay. Now, you testified
that you didn't know that you're going to have to
address stress orientation in this hearing; correct?

MR WOOD: | -- | didn't think it

necessary given the orientations were, between the two
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conpani es, were identical.

MR. RANKIN: You're famliar with your
col |l eague M. Macha's testinony, that was prepared and
filed in this case?

MR WOOD: | -- | -- 1 listened to it
yest erday, yes, sir.

MR. RANKIN. Ckay. And you're aware
that he testified, in his witten testinony and in his
oral testinony, that the concern, Powderhorn's driving
concern here is that the northeast quarter could
be -- is at risk of being stranded as a result of
Mar at hon' s devel opnent ?

MR. WOOD: Yes.

MR. RANKIN: |I'mpointing -- |I'm
directing your attention to paragraph 25 of his direct
witten testinony.

MR. WOOD: Ckay.

MR. RANKIN: You're aware --

MR. WOOD: |'ve read it.

MR. RANKIN:. Ckay. So you're aware at
the time that Powderhorn's testinony was fil ed, that
t he conmpany was maki ng an argunent that the northeast
gquarter, Section 3, was going to be stranded; correct?

MR. WOOD: Yes.

MR. RANKIN: Okay. And on a technical
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basis, purely technical, what could be a
reason -- what's the reason for a potential stranding
of that acreage in the northeast quarter of Section 3?

MR. WOOD: ['m-- 1"msorry,

M. Rankin, could you repeat the question one nore
time?

MR. RANKIN: Sure. On a technical
basis, geologically, what is a reason that the
nort heast quarter of Section 3 could be stranded if
Mar at hon were to do its devel opnent?

MR. WOOD: | think the -- the -- |
think the section could be devel oped north-south by
Powder horn, but | -- our proposal was to drill the 960
east-west and not strand that acreage.

MR. RANKIN. Ckay. So just to be
clear, | think | had understood you to say that it's
possi bl e for Powderhorn to drill a stand-up in that
acreage; correct?

MR. WOOD: It's possible, yes, sir.

MR. RANKIN. Ckay. And when | | ook at
what ot her operators are doing in the area, and |I'm
tal ki ng about here -- |I'm | ooking at Powderhorn's
Exhibit A-8 -- immediately offsetting in the west half
of Section 3, Perm an Resources has drilled a stand-up

well, north-south orientation. Do you see that?

Page 278

Veritext Lega Solutions

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




© 00 N oo o b~ wWw N

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

MR. WOOD: Yes, sir. That well was
drilled by Chisholmand is now owned by Perm an
Resour ces.

MR. RANKIN: Okay. So in your opinion,
was the drilling of that well done through sound
geol ogi ¢ and engi neering principles?

MR WOOD: | -- | don't think it's at
an optimum orientation or | anding.

MR. RANKIN:. Ckay. But that didn't
answer my question, | guess. Do you think it was done
t hr ough sound geol ogi ¢ engi neering and --

MR WoOD: | -- | -- 1 wasn't at
Chisholmat the tinme and it would not have been ny
preferred orientation.

THE REPORTER: Gentlenen, this is the
reporter. I'msorry for interrupting, but if you
could please wait for each other to finish speaking to
answer a question. Thank you.

MR. WOOD: Yes, | apol ogize.

BY MR. RANKI N

MR. RANKIN: So, | guess, | understand
that's not your preference, but |'masking a different
guestion. |'m asking you whet her you woul d agree that
that well was drilled using sound geol ogi ¢ and

engi neering principles?
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MR. WOOD: Sure, M. Rankin.

MR. RANKIN. Ckay. And then you would
agree with nme that Mewbourne's proposed spacing unit
in the west half of 35, that's a stand-up, would al so
be foll ow ng sound geol ogi ¢ and engi neeri ng
principl es?

MR. WOOD: Sure.

MR. RANKIN: Okay. Same with Coterra's
pl anned stand-up wells in sections 10 and 15, and 11
and 14; agree?

MR. WOOD: | don't believe there's any
wells permtted in those sections.

MR. RANKIN: Ckay. How about the
existing wells in 11 and -- in 10 and 15, would you
agree that that well was drilled using sound
engi neeri ng and geol ogi c principles?

MR. WOOD: Yes, the -- all the wells in
the area were drilled using geol ogic and engi neering
princi pl es.

MR. RANKIN. Sound geol ogi ¢ and
engi neering principles; agree?

MR. WOOD: Sure.

MR. RANKIN: Not letting me switch
my -- one nonent. There we go.

And | ooki ng at Marathon Rebuttal 6, on
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the right-hand side of the exhibit, where it's
denonstrated that there -- you know, pre-2017 wells,
and then wells from 2017 forward, you agree with nme
that the majority of the acreage drilled i nmediately
offsetting the proposed acreage, or contested acreage
in this case, all reflect stand-up orientations;
agree?

MR. WOOD: | would agree with that
statenment, M. Rankin.

MR. RANKIN: And you would agree with
me, based on your prior testinony, that all those
wells, and the decisions to drill them were based on
sound geol ogi ¢ and engi neering principles; agree?

MR. WOOD: Yes, sSir.

MR. RANKIN. Ckay. M. Chakalian, the
heari ng exam ner, was asking you sone questions about
this exhibit that was di scussed by Marathon's
reservoir engineer, Rebuttal Exhibit Nunmber 5, and I
think I heard you say that if the timng is done well,
that there m ght be zero degradation as a result of
sequenti ally devel oping these benches. |Is that still
your testinony?

MR. WOOD: Yes, sir.

MR. RANKIN. Ckay. So your opinion

Is -- but you're not an engineer; right?
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MR. WOOD: | am not.

MR. RANKIN. Ckay. And that analysis
about potential degradation is usually sonething that
an engi neer addresses; correct?

MR. WOOD: My statenent was
gual itative, but engineering usually does that
anal ysi s.

MR. RANKIN: Okay. So you yourself
haven't prepared any sort of an assessnent, or done
any kind of review, technical review of the potenti al
for degradation due to sequential vertical offset
devel opnent; correct?

MR. WOOD: No, that would be
M. Tippen's purview.

MR. RANKIN. Ckay. And so your opinion
and your testinony to M. Chakalian wasn't based on
any expertise in that area; correct?

MR. WOOD: M. Rankin, I've -- |'ve

wor ked at nultiple conpanies and been involved in

multiple drilling prograns where we' ve w t nessed
parent-child interference. | think |I could nmake a
gqualitative statenent on -- on depletion.

MR. RANKIN: Okay. But have you -- in

the history of your work, have you done any technical

anal ysis eval uating parent-child degradation --
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WOOD: Not -- not personal --
RANKIN: -- in a top-down --

2 3D

WOOD: Not personally.

MR. RANKIN: Okay. So you don't have
t he background or expertise to testify on that, do
you?

MR. WOOD: Correct, M. Rankin, | am
not an engi neer.

MR. RANKIN: You agree that the
vertical offset between the upper bench and the | ower
bench proposed by Powderhorn is approxinmately 610
feet?

MR. WOOD: That's what's shown on
Mar at hon's exhibit. | -- 1 believe that's correct.
beli eve our targets were al nost identical between the
A and the B, so | would -- | would assune that footage
IS correct.

MR. RANKIN: And in your opinion -- |
mean, have you discussed the potential for vertical
t op-down parent-child degradation with your engineers
I n Powder horn's devel opnment ?

MR. WOOD: We have discussed it, and
our opinion was --

MR. RANKIN: You have not --

MR WOOD: |'msorry?
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MR. RANKIN: |'msorry. I|I'msorry. |
couldn't understand. But you said you have not?

MR. WOOD: We have. And our -- our
timng -- we have discussed getting back as soon as
possi bl e, which has seemed to be geol ogic practice by
ot her operators in the area. There was --

MR. RANKIN. So based on -- go ahead.

MR WOOD: I'msorry. There was a
devel opnent two mles to the east, | believe that was
a farmout from Conoco/ Marat hon, that was solely
devel oped in the XYA, and the -- the B was not
drilled, co-developed, in that project.

MR. RANKIN: So based on the
di scussions and the intention to cone back as quickly
as possible, you agree with nme that there was a --
there's a recognition by Powderhorn that there is a
| i kel i hood of a parent-child degradation effect as a
result of top-down devel opnent?

MR WOOD: | think there's potenti al
parent-child effects if the entire -- in -- in any
scenario where all wells are not drilled at the sane
time.

MR. RANKIN:. Ckay. 1'mgoing to set
asi de the horizontal concerns for later, okay, but I'm

asking you now, you agree with ne that as to the
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t op-down effect when they're not -- when they're
sequentially devel oped, there's going to be a likely
i npact from parent-child inpacts; correct?

MR. WOOD:  Sure.

MR. RANKIN: And is it your opinion,
based on your discussions with your engineers, that a
600 vertical offset, or slightly nore than 600
vertical offset, is sufficient to avoid a parent-child
degradati on effect?

MR. WOOD: | believe that we were
confortable with that distance.

MR. RANKIN: And what is that based off
of ?

MR. WOOD: | believe we were
confortable with that distance given the nm xed

lithol ogy. There's a pretty ductile shale

bet ween -- other operators in the area are not co-
devel oping, they're drilling the top-down bench.
Based on nmultiple variables we -- we were confortable

with com ng back.

MR. RANKIN: Have you or anyone at
Powder horn conducted any studi es that support your
opinion that a 610 vertical offset is sufficient to
avoid or mtigate parent-child inpacts?

MR. WOOD: | don't want to speak to al
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of M. Tippen's reservoir studies. |[|'Il defer that
guestion to him

MR. RANKIN:. Ckay. But to your
knowl edge, are you aware of any studi es done by
anybody at Powder horn?

MR. WOOD: M. Tippen has | ooked at a
| ot of wells. I -- 1 -- 1 don't want to speak to al
the patterns that he's | ooked at.

MR. RANKIN: |I'm not asking you to
speak for him |'m asking you to speak for yourself.
To your know edge, personal know edge, are you aware
of any studies that were done that contributed to the
determ nation of a 610 vertical offset here?

MR. WOOD: | don't recall, M. Rankin.

MR. RANKIN. Ckay. |In your opinion, is
there any -- would there be any benefit to devel opi ng
the Wol fcanp A or XY Sand and the Wol fcanp B bench
si mul t aneousl y?

MR WOOD: | think it would mtigate
t he chance for top-down parent-child.

MR. RANKIN: | think you picked up on
sonething | said in one of ny cross-exam nation
guestions yesterday, or one of ny questions about
there may be nmultiple reasons for operators to choose

di fferent devel opnent plans, whether it's sequenti al
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devel opnent or well orientation.

And ny question to you is that -- your
testinony is that your preference, yeah, there's a
slight preference for a |ay-down, well orientation in
this case for Powderhorn based on the geol ogy;
correct?

MR. WOOD: Correct.

MR. RANKIN: Okay. |In addition to your
opi ni on about maxi mum stress in the well orientation,
isn't it true that Powderhorn has also entered into a
contract with Avant that requires it to dril
east-west oriented wells in this acreage?

MR. WOOD: | believe that was M.
Macha's testinony.

MR. RANKIN: And isn't it true that
Powder horn prefers a longer |ateral |ength over a
shorter | ateral length; correct?

MR WOOD: | -- | think it's generally
accepted in the industry that |onger |aterals
are -- are nore economc. Yes, Powderhorn prefers
| onger | aterals.

MR. RANKIN: And the only way to do
that is east-west here; correct?

MR. WOOD: Yes, sSir.

MR. RANKIN: Okay. So it's not just
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wel |l orientation, or rather, maxinmum stress
orientation here, there's other factors that
contribute to Powderhorn's preferences; correct?

MR. WOOD: Yes. W -- we -- we |ike
our plan for four 7500-foot wells.

MR. RANKIN. Ckay. But you would agree
with ne that even if the geol ogy favored a north-south
orientation here, Powderhorn is under contract that
requires it to drill east-west; correct?

MR WOOD: We -- we -- |I'msorry,

M. Rankin, please restate the question.

MR. RANKI N:  Yeabh. | mean, all things
set aside, Powderhorn has entered into a contract
requiring it to drill east-west.

MR. WOOD: That's correct, because
we -- we prefer east-west.

MR. RANKIN: | have no ot her questions,
M. Hearing O ficer.

THE HEARI NG EXAM NER:  Thank you.

M. Fordyce.

MR. FORDYCE: Yeah, | have maybe one
foll ow-up question, actually --

MR. WOOD: Yes, sir.

MR. FORDYCE: ~-- on the slide that
M. Wod was asked to di scuss, Rebuttal Exhibit 5.
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CROSS- EXAM NATI ON
BY MR FORDYCE:

MR. FORDYCE: |I'mgoing to say it's not
conpletely clear what this graph is displaying in
terms of the blue line just being potentially, |
guess, the wells in the Keg Shell Unit, and the orange
line, | would assune, being just the wells in the
Pot at o Baby Unit.

But | believe it was nentioned
that -- you know, we discussed here that there was a
time | apse of approximately three years between the
drilling and conpletion of parent well and project
wel | s.

M. Wod, could you think of, you know,
any other, you know, possible influences on this well
performance and production that could have taken pl ace
over the course of those three years, or is the only
reason that we see the difference here, the parent
project well, the type of interference?

MR. WOOD: Sure, M. Fordyce, 1'd |ove
to answer that question.

| think the spacing | ooks equival ent,
but the tim ng between the parent and child could be
i nfl uenced by several other things. | believe

pi pel i ne takeaway, sonme of those wells could have been
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shut in. | don't think Dr. Umekwe had any know edge,
or testified that he had any know edge of anything
t hat changed on the subsurface.

Those wells could have been pipeline
constrai ned. They could have been down for artificial
lift. There -- there's nmultiple variables that coul d
have contributed to a | oss of production other than
j ust sequential timng.

MR. FORDYCE: So would it be fair to
say that there's a lot of factors that go into this
graph that we're not aware of?

MR. WOOD: Yes, sir, | -- 1| believe
that's correct.

MR. FORDYCE: Thank you, M. Wbod.

| don't have any other questions.

THE HEARI NG EXAM NER: M. Holliday, is
there any redirect?

MR. HOLLI DAY: Just a few. 1'll be as
brief as | can.

REDI RECT EXAM NATI ON
BY MR HOLLI DAY:

MR. HOLLIDAY: | want to -- well,
first, let's tal k about your decision and tinme
constraints on comng back to drill the B. | believe

It was your testinony that Powderhorn intends to cone
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back within approxi mtely one year; is that correct?

MR. WOOD: That's correct.

MR. HOLLI DAY: And what woul d drive
t hat decision to conme back for -- why would Powderhorn
want to cone back within one year?

MR WOOD: | think -- | think we want
to get -- get capital to work as soon as possible. |
t hi nk our current |ayout for east-west wells and our
facility devel opment contenplates one well. | think
putting those wells on a year later would all ow for
the initial flowback of the -- the parent wells,
allowing us not to build a giant facility.

Powder horn is al so engaged in
addi tional projects. W're -- we're working on
permtting an additional project to the north. So
we're -- there would be other places for the rig to
go. We wouldn't just plant it there. But | think
com ng back, it's my testinony that com ng back sooner
rather than later is better for the reservoir.

MR. HOLLI DAY: And so Powder horn woul d
be, is it fair to say, highly incentivized to cone
back within a year?

MR. WOOD: Yes. | nean, we're all
partners and investors in the conpany. W want to do

t he best thing for our investnent.
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MR. HOLLI DAY: Okay. | want to go back
to your testinony, | believe it was about the Cl etus
well's, and there was a question over whether -- you
said: | would have |liked to have drilled themall at
the same time -- and |' m paraphrasing.

MR. WOOD:  Sure.

MR. HOLLIDAY: | would like to dril
themall at the sanme tinme, but there was capital
constraints.

To clarify for the record, were those
capital constraints preventing you fromdrilling the
A and B sinultaneously, or did they prevent you from
drilling the full A bench sinultaneously?

MR. WOOD: Again, M. Holliday,
| -- I've slept since we were |ooking at that drill
schedul e, but Earthstone generally drilled -- is not
$150 billion conmpany |ike ConocoPhillips, so we -- we
drilled smaller pads, hopped around, had wells cone
online when we forecasted, and then we woul d cone
back. W were trying to manage capital and -- and
meet our production goals as a public conpany.

MR. HOLLI DAY: Adam can | grab the
exhi bits real quick?

| want to go to this slide, which is

Mar at hon's Rebuttal Exhibit 4.
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MR. WOOD: Yes, sSir.

MR. HOLLIDAY: So if | look at this,
there are offsetting north-south wells, one to the
east, that's Coterra, and one to the west, that's
Perm an Resources; correct?

MR. WOOD: Yes.

MR. HOLLI DAY: And there's an existing
north-south well approximately in the mddle to the
sout h; correct?

MR. WOOD: Yes, sir. That Coterra
Bradl ey well, yes, sir.

MR. HOLLI DAY: Okay. M. Rankin asked
about why Mewbourne and Coterra may be planning to
drill north-south wells. Let's take a look in
Section 35. |If Mewbourne wanted to drill east to
west, could they do that based on the existing wells
In that |ocation?

MR. WOOD: That map is small, but it
appears that they are constrained for that
orientation.

MR. HOLLI DAY: Okay. So the sane
question for the Coterra existing units to the east
and the south. Let's say Coterra wanted to drill east
to west, would they be constrained from doi ng so based

on existing wells?
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MR. WOOD: | believe due to existing
well's and -- and pooli ng.

MR. HOLLIDAY: All right. So it's fair
to say their decision to drill north-southwest is at
| east |likely -- or excuse nme, possible, it's based on
factors other than geology, it could be based on
pooling and the presence of existing wells; is that
correct?

MR. WOOD: Correct.

MR. HOLLI DAY: Okay. | want to go to
our exhibit, or Powderhorn's Exhibit A-8. Just give
me just a second.

Actual ly, that was the slide | was
going to |l ook at, but | borrowed Marathon's.

Okay. | believe that's all ny
guestions. Thank you.

THE HEARI NG EXAM NER: Does that bring
up any recross for you, M. Rankin?

MR. RANKIN:  No. | think we can all ow
M. Wod to be excused.

THE HEARI NG EXAM NER:  Thank you.

M. Fordyce, did that bring up any
addi ti onal questions for you?

MR. FORDYCE: | have nothing further
for M. Wod, M. Hearing Exam ner.
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THE HEARI NG EXAM NER: Ckay.

Thank you, M. Wbod.

MR. WOOD: Thank you.

THE HEARI NG EXAM NER: M. Holliday, do
you want to call M. Tippen?

MR. HOLLI DAY: Yes, Powderhorn calls
Brendan Ti ppen.

MR. TI PPEN: Hel |l o, M. Exam ner.

THE HEARI NG EXAM NER: Good nor ni ng.
And | rem nd you that you're under oath.

Go right ahead, M. Holliday.

DI RECT EXAM NATI ON
BY MR. HOLLI DAY:

MR. HOLLIDAY: All right. Good
norning, M. Tippen. Just for the record, could you
state your nane and position wth Powderhorn.

MR. TIPPEN. Yes. M nane is Brendan
Ti ppen and |'mthe director of engineering.

MR. HOLLI DAY: Okay. And as director
of an engi neering, what are your responsibilities?

MR. TIPPEN: At Powderhorn, | oversee
all of the reservoir engineering. This is everything
fromacquisitions, trades, all of our internal
reserves, as well as devel opnent and pl anni ng.

| also assist our VP of exploration,
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Lenny Wbod, and our CEO, Patrick Walter, who's also a
petrol eum engi neer, in any other engineering-related
oper ati ons.

MR. HOLLI DAY: Okay. And can you just
briefly sumup your prior industry experience.

MR. TIPPEN: Yes. So prior to this |
started work with Piedra Resources in 2016. Piedra
was a small private equity backed group. | worked
with themfrom 2016 to 2024. When | started there,
they were starting to aggregate | easehold in the
M dl and Basin. When | -- when | left there, we had
aggregated 17,000 acres in the Northern M dl and Basin
and drilled over 70 wells. W sold -- in 2023.

MR. HOLLI DAY: And so you were there
when they drilled their first horizontal wells; is
that correct?

MR. TIPPEN. That's correct.

MR. HOLLI DAY: And you and at |east one
ot her menber of the Powder horn team worked together on
those wells; is that correct?

MR. TIPPEN. That's correct.

MR. HOLLIDAY: So fair to say, you guys
do have experience drilling wells together in a prior
pr of essi onal experience?

MR. TI PPEN: That 1s correct.
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MR. HOLLI DAY: Okay. So who on
Powder horn's -- there was a question yesterday about
who on Powderhorn's teamis responsible for the
drilling and conpletion aspect. Vo --

MR. Tl PPEN. Yeah, so --

MR. HOLLI DAY: Who is that?

MR. TIPPEN. Qur team right now we've
got -- we just heard from Lenny Wod, our VP of
expl oration, nyself, the director of engineering, and
then our co-CEO Patrick Walter, who has -- who's a
petrol eum engineer with quite a bit of operational
experience, who was at Tap Rock prior to this. So he
has Del aware Basi n experience, as well as experience
I n several states, and even other countries.

MR. HOLLI DAY: And there was a | ot of
tal k about the drilling contractor that you,
Powder horn, intends to use, but we didn't actually
name them So which contractor does Powderhorn intend

to use? And then could you describe your --

MR. TIPPEN. Yeah, | -- I'mglad to --

MR. HOLLI DAY: |'m sorry.

MR. TI PPEN: ' msorry, Ben.

MR. HOLLI DAY: Yeah, I'll ask it in two
parts.

MR. Tl PPEN: Yes.

Page 297

Veritext Lega Solutions

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




© 00 N oo o b~ wWw N

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

MR. HOLLI DAY: Which one do you intend
to use?

MR. TIPPEN. W are using Dual Drilling
Consul tants. We've been in negotiations with them or
talking with them since May of |ast year. They've
hel ped us with planning AFEs. W are currently in the
process. They're helping us with APDs. And we are
tal king and negotiating, picking up arig for this
devel opnent .

MR. HOLLIDAY: So fair to say, you
expect to work with Dual Drilling Consultants on the
drilling of the Super Hornet wells; correct?

MR. TIPPEN. That is what we expect.

MR. HOLLI DAY: Okay. And has
Dual Drilling Consultants, have they been the drilling
contractor on any adjacent projects in this area?

MR. TIPPEN. Yes. So Dual Drilling is
currently running seven rigs in the Del aware Basi n.
They work for a lot of smaller groups just |ike us, a
| ot of PE groups. They've worked for Admral.

They' ve worked for Ridge Runner. They've worked for
Fl at Creek. They have devel opnments within 20 mles,
and sone cl oser.

MR. HOLLI DAY: Okay. Were they the

drilling contractor that was used on the Bat Bonb and
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War Pigeon units?

MR. TIPPEN. They worked for Admral,
so | believe so.

MR. HOLLI DAY: Let's tal k about
Powder horn's plan. Wre you asked to eval uate
Powder horn's devel opnent pl an?

MR. Tl PPEN: Yes.

MR. HOLLI DAY: And then were you al so
asked to review Marat hon's conpeting devel opnent
proposal s?

MR. TIPPEN: That's correct.

MR. HOLLI DAY: Okay. And when you were
doing that review, what were the engineering factors
t hat you focused on?

MR. TIPPEN. Yeah, so | really focused
bet ween the two devel opnent plans. And so | -- |
think it boiled dowmn to -- to really two things.

Capital efficiencies. Wth that, |

| ooked at -- both of our plans have different |ateral
| engths, so | |ooked at the difference between
drilling shorter and |onger |aterals.

Al so, both of our plans enconpassed

different -- different acreage. So we're drilling

eight wells total, and they're drilling four. Going

back to say, we're drilling for Wolfcanp A's, and then
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a subsequent four Wl fcanp B's. So there's
efficiencies there.

In addition to that, | | ooked at
anot her big factor here, is parent-child issues, and
sequenci ng of this devel opnent. And so that was
anot her major factor that | | ooked at.

MR. HOLLI DAY: Okay. Yeah, | wanted to
ask you a question. You heard M. Wuods's testinony.
And | could be butchering this, but he testified to
the fact that it's possible that there could be zero
degradati on anongst the two zones, A and B. Did I
summari ze that correctly?

MR. TI PPEN:  Yes.

MR. HOLLI DAY: COkay. But then it was
di scussed that he's not an engi neer and he may not be
qualified to tal k about that. Wat are your thoughts
on that concept?

MR. TIPPEN. Yes, | think Lenny was
talking in generalities and | think he said it is
possi ble that that is the case.

MR. HOLLIDAY: Do you think it's
possi bl e?

MR. TIPPEN. Yeah, so | have a study
and an exhibit that has been filed | ooking at A and B

parent-child effects. The results of ny study is that
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it is unclear that the B -- or drilling the A prior to
the B has an effect on production.

MR. HOLLI DAY: And so as we assess
these -- | nean, | guess they're not truly conpeting
devel opnent plans, but the two plans being offered,
could you summari ze, focus on Powderhorn's plan, could
you summari ze Powder horn's proposed devel opnent pl an?

MR. TIPPEN. Yes. And so in ny
Exhibit C-2, | show both of these pl ans.

This is a -- Powderhorn's plan is to
drill four one-and-a-half-mlers in the Wl fcanp A
We then plan to cone back and drill an additional four

one-and-a-half-mlers in the Wil fcanp B. This is over
a 960-acre unit.

Conoco's devel opnent plan is to drill a
320, a half section unit, drilling two A's and two
B's.

MR. HOLLI DAY: Okay.

MR. TIPPEN: You can see on this
diagramright here in the bottomleft corner, that's a
hi gh | evel summary of our devel opnent pl ans.

MR. HOLLI DAY: Okay. |I'mgoing to stop
sharing ny screen for a second.

Okay. So we tal ked about -- one of the

factors that you | ooked at was the lateral |ength, and

Page 301

Veritext Lega Solutions

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




© 00 N oo o b~ wWw N

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

you felt |like that was dispositive between the two
plans. VWhy? Why is it? Wy does lateral length
matter in horizontal devel opnent?

MR. TI PPEN: Yeah, so every tine we
drill a horizontal well, the vertical section of the
wel | bore has to be drilled regardless of the | ateral
| ength. And so as we drill |onger laterals, the cost
of that vertical section of the well bore gets spread
across nore |lateral feet and we -- we gain capital
efficiency.

MR. HOLLI DAY: |s another way to say
t hat, econonm es of scal e?

MR. TIPPEN. That would be another fair
way to say that.

MR. HOLLI DAY: Okay. And you did
eval uate the difference between the one-mle and the
m | e-and-a-half proposals in this case; correct?

MR. TIPPEN. That is correct.

MR. HOLLIDAY: Okay. And I'mgoing to
show you Exhibit C-6.

So we | ooked at -- C-6 is |onger
| ateral s and capital efficiency and operational
efficiency. Wat did you concl ude, based on your
review, between the mle, and m | e-and-a-half

| ateral s?
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MR. TIPPEN. Yeah, so this is -- this
is really just a conparison of the two. Both -- when
we proposed these wells and when Conoco proposed their
wells, we both provided other working interest owners
in the unit with our best estimates of what it's going
to cost to -- to drill and conplete our wells. This
woul d include facilities.

Conpari ng these two plans, Powderhorn's
AFEs are roughly 20 percent |ower than Conoco's on a
DCNF per foot basis. This is show ng that we have
stronger capital efficiencies. This is due to |ateral
|l ength, as well as sone facility efficiencies as well,
but largely driven by lateral |ength.

MR. HOLLI DAY: COkay. Thank you.

Let's tal k about the facility
efficiency a little bit. So service disturbance is a
big factor for the Division when they're eval uating
pl ans. Does the devel opnent | ayout that Powderhorn
has proposed, does that affect the facility
efficiency?

MR. TIPPEN. Absolutely. So we plan on
drilling four Wol fcanp A wells, with an additional
four Wol fcanmp B wells shortly thereafter. W plan on
drilling these with two pads, and we will have a

central facility on one of the two pads.
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Wth that we -- we get facility
efficiencies. W can build -- we can build a facility
in which we can repurpose sone of that to bring on the
subsequent four wells. Contractor Brad Hall, at
Resource Production, has helped us a lot with this.

I n Conoco's devel opnment plan, they wll
be sending four wells to one facility, and at that
point will have devel oped their Wl fcanp, at |east as
pr oposed.

MR. HOLLI DAY: So why woul d
Powder horn's plan versus Marathon's plan be rel evant
to the Division in terns of waste prevention?

MR. TI PPEN: Yeah, so we can just nake
it nore capitally efficient to drill these wells,
whi ch make them nore economic. So it makes it nore
i kely that these | ocations do get devel oped.

Secondly, | think we can m nim ze
surface i npact.

MR. HOLLI DAY: Okay. So let's talk
about -- let's nove on fromthat. W' re going to go
to parent and child effects.

You di scussed the parent-child effects
in your testinony, and if | can show you Exhibit C-3.
VWhat does this slide say about parent-child issues?

MR. TIPPEN:. Yes. So this is a study
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that we did in -- in an AO surrounding the

Super Hornet Unit. So you can see in ny map right
there, you can see the Super Hornet Unit and you can
see the study area. Part of the reason that it's
skewed slightly east is because noving west from here,
we essentially get out of the basin. As far as, at

| east, the basin that's been devel oped.

What | did here is | defined a child,
and defining a child, | said, this is a well that's
| ess than 200 vertical feet, |less than 1760 hori zont al
feet, and offset a well that had been conpleted for
greater than 180 days, or six nonths prior. So that
is how | defined a child.

So ny definition of a child would be a
well that falls within the Wolfcanp A that's why |
did the 200-foot vertical, that is within 1700 feet,
so roughly four wells per section spacing, and that's
been online for six nonths. That's how | defined a
child. Everything else was a non-child.

VWhen | conpared those two groups of
wells, | canme up with two type curves and | conpared
those. So on the bottom chart here, you can
see -- and | apol ogize, ny colors did not cone through
when we submitted this into exhibits, but the top |ine

t here woul d be the average of the non-child wells.
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The bottom line there would be the average of the
child wells. And then you can see ny projection on
both of those curves and we see a 15 percent reduction
I n EUR

MR. HOLLI DAY: Okay. So when we | ook
at this -- we're looking just to Wolfcanp AL Let's go
down to Wbl fcanp B.

It's been argued whet her the Wl fcanmp A
and B nust be devel oped sinultaneously. What is your
opi ni on?

MR. TIPPEN. | don't see any evidence
t hat they do.

MR. HOLLI DAY: Okay. Thank you.

If we just talk nore broadly about
parent-child effects, what factors do you feel
i nfl uence the severity of those parent-child effects?

MR. TIPPEN: Yeah, so | think, and
Dr. Pascal talked about this sonme yesterday, | think
sone of the -- the -- the largest influence of a -- of
a parent-child effect is going to be pressure
depletion in the parent well, and comruni cation in the
reservoir between the child and the parent. Those are
going to be the two defining factors.

MR. HOLLI DAY: Okay. So based on that

and your know edge of unconventional fracks, do you
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believe that well interactions are generally nore
significant when they're on a horizontal plane?

MR. TIPPEN. Yes, that's nmy belief.

MR. HOLLI DAY: Okay. So let's talk
about Marat hon's co-devel opnent plan. Marathon argues
the Wol fcanp A and B nust be drilled together, and I
think we just covered that, but you did eval uate that
clainm right?

MR. Tl PPEN: | did.

MR. HOLLI DAY: Okay. And did you
exam ne sonme of the offset devel opnment around the
Super Hornet in your analysis?

MR. TIPPEN: That's correct, | did.

MR. HOLLI DAY: Yeah. \What criteria,
when you were doi ng that analysis, what criteria did
you use and what proximty to the Super Hornet Unit
did you use?

MR. TIPPEN: Yeah, so | was | ooking
at -- | -- in -- to be fair for this study, there's
not a | ot of great exanples nearby of co-devel opnment.
But what | was | ooking for was exanples of a pad that
had been co-devel oped and non-co-devel oped within six
mles of the Super Hornet, and | found -- and that
were conpleted with nodern fracks.

And so | found three units that net

Page 307

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



© 00 N oo o b~ wWw N

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

this criteria and those are the three units that | use
in my study for the A and B interactions.

MR. HOLLI DAY: And what was the -- if
you could sumup the analysis, how would you sumit
up?

MR. TIPPEN. Yeah, so we -- | had three
pads, one pad that was co-devel oped, one pad that was
not co-devel oped but they got back to it within
a-- a-- ashort tinme frame, | believe about six
nont hs, and then one pad that was not co-devel oped but
it -- there was a long tine frame between
co- devel opnent.

Conparing the -- the Wolfcanp B wells
in all of these pads, there were no clear trends as
to -- that supported that the non-co-devel oped pads
saw degradati on conpared to the other wells.

MR. HOLLIDAY: Okay. [|'mgoing to sum
that up and you tell nme if this is correct. So is it
your testinony that your analysis confirmed there is
no substantial degradation?

MR. Tl PPEN: Correct.

MR. HOLLIDAY: And if we were to | ook a
little further afield, do you believe the results of
this study could be used for a, let's call it 15-mle

radi us, or 20-mle radius?
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MR. TIPPEN. No, | think that's going
too far.

MR. HOLLI DAY: Yeah. So if we | ook at
Dr. Umekwe's study that he published yesterday, or put
up yesterday, it looked |ike they were eval uating sone
wells about 19 mles to the southwest. Are there any
significant differences between your study and
Dr. Unekwe's?

MR. TIPPEN: Yes, | believe there are.
One, isit's 20 mles away. A lot can change in 20
mles. | think Lenny has tal ked sone to that.

Secondly, in his study they're
targeting a Wol fcanp A Shale target conpared to a
Wol f canp Sand target that we're targeting. |In their
study they have the different density in the
Wl f canp A conpared to the density that we plan, and
Conoco plans to drill in the Super Hornet.

In addition to that, they drilled a
different density in the Wl fcanp BC stagger than we
plan to drill at Super Hornet with just one B target.

MR. HOLLI DAY: And you stated your
study cones to a different conclusion than Marathon's,
but let's inmagine a hypothetical case where their
study is correct. In that event, could Powderhorn

still mtigate the damage that they clainf
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MR. Tl PPEN:. Absolutely. So back to
the statenent | said about, | think that the two
bi ggest factors to parent-child are pressure depletion
of the parent well and communication. So if we're
going to accept that these zones are going to
communi cate, the pressure depletion is what we can
control .

Pressure depletion is going to be
correlated to how much fluid we've pulled out of the
ground. So the -- the sinple answer would be, the
sooner we get back to those locations, the |less of a
chance there is for an inpact.

MR. HOLLIDAY: So there's a --

MR. TIPPEN. O a severe inpact.

MR. HOLLI DAY: Okay. So Powderhorn is
heavily incentivized froma production standpoint to
conme back and devel op the Wl fcanmp B?

MR. TI PPEN:.  Yes.

MR. HOLLI DAY: Okay. When you revi ewed
Mar at hon' s exhi bits and rebuttals, did they show any
econom cs to show the inpact of parent-child effect on
the Wbl fcanp B?

MR. TIPPEN. No, | did not see that.

MR. HOLLI DAY: Okay. And did they show

any econom cs that stated, you know, if we talk about
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t he econom ¢ degradation that they perceive, that you
don't agree with, is ny understanding have, is there
anything that they put forth that states that econom c
degradation will have a |arger -- you know what, let's
just strike that question. It's too clunky.

Let's nove to the sequenti al
devel opnent of the Wolfcanp A and B. WIIl, in your
opinion -- did Marathon present any econom cs
quantifying the inpact of that clainmed degradation on
well returns? That's a nouthful.

MR. TIPPEN. Could you say that one
nore time, Ben?

MR. HOLLI DAY: Yep.

Did Marat hon present any econom cs
guantifying the inpact of the clainmed degradation on
well returns between the A and B?

MR. Tl PPEN: No.

MR. HOLLI DAY: No. But by contrast,
you' ve presented econom cs conparing the cost
efficiency of mle-and-a-half |aterals versus one-mle
| aterals; is that correct?

MR. TIPPEN. That's correct.

MR. HOLLI DAY: Okay. And we | ooked at

that in the -- that was the green box on the drilling
conpl etion cost per foot. Fair to say, Marathon's
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wells cost 19 to 21 percent nore per lateral foot; is
that correct?

MR. TI PPEN: Yes.

MR. HOLLI DAY: So in your opinion,
woul d you say the Division has quantified evidence of
the econom c penalty fromshorter laterals, but on the
flip side, they don't have quantified evidence from
Mar at hon showi ng the econom ¢ degradation that it
claims; is that fair to say?

MR. TIPPEN. Yes, | think -- | think

it's fair to say we've shown our econonics, and a

1
1
0]

20 percent increase in capital cost is going to
going to hurt those.

MR. HOLLI DAY: Okay. So in, the about
ei ght nmont hs since Powderhorn's been working on this
proposed devel opnent plan, have any of the other
counterparties Powderhorn was in discussion wth,
Per m an Resources, Kaiser, Coterra, PBEX, Avant, any
of them have any of them expressed any concerns with
Powder horn's actual devel opnent plan?

MR. Tl PPEN: No.

MR. HOLLI DAY: Okay. And you woul d
consider all those to be experienced operators in the
Del aware Basin of New Mexico; correct?

MR. TI PPEN: | woul d.
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MR. HOLLI DAY: Okay. So let's just
touch -- we're getting close to the end here.

Wl fcanp B, did you evaluate the Wbl fcanp B econom cs?

MR. Tl PPEN: Yes.

MR. HOLLI DAY: And what did that
anal ysi s show?

MR. TIPPEN:. So the Wolfcanp Bis a
very viable target and -- and one that we intend to
devel op. However, it's got a very high GOR, it has
less oil, and it's a little bit nore marginal. And so
my main analysis of the Wolfcamp Bis we -- any sort
of decreases in capital efficiencies, or any sort of
parent-child effects within the zone coul d
have -- could have major inpacts on whether this zone
I's viable or not.

MR. HOLLIDAY: And then just for the
record, why does that matter for your devel opnent
pl anni ng?

MR. TIPPEN: It matters because Conoco
has a proposal that would increase our capital in
a -- or that's a double negative. It would create
capital inefficiencies, as well as potentially create
I n-zone parent-childs.

MR. HOLLI DAY: Okay. It seens like

Powder horn and Marat hon agree that | onger laterals are
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generally nore preferable.

Powder horn's plan is to devel op the
entire 960; is that correct?

MR. TIPPEN: That's correct.

MR. HOLLI DAY: Does Marat hon's proposal
develop the full acreage in that way?

MR. TIPPEN. No, they would only
devel op 320 acres of the 960.

MR. HOLLI DAY: Okay. And why is that
| nportant from an engi neering perspective?

MR. TIPPEN. | think if they went to
develop their 320 in the 960, it would require other

operators to coordinate to devel op the

other -- the -- the remaining acreage. You' d be |eft
with two -- two additional 320s that would have to get
devel oped. It could lead to difficult devel opnent
sequencing, likely a |ot of parent-child effects,

likely a lot of trips back to the unit to devel op.

MR. HOLLI DAY: Okay. And | ooking at
Mar at hon' s pl ans, or the plans as you understand them
as they've been presented to you, did those
devel opnent plans -- did their concept renain
consi stent throughout this case?

MR. TIPPEN. No. Conoco previously

proposed 7500-footers in the north half of the unit
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and then changed themto 5000-footers in the north
hal f of just Section 2.

MR. HOLLI DAY: But Powder horn's pl ans
remai n consistent; correct?

MR. TIPPEN. Yes, we have remi ned
consi stent from our original proposals.

MR. HOLLI DAY: So what does that
suggest to you about these two plans?

MR. TIPPEN. | think Powderhorn has the
nost sound, efficient and prudent operating plan to
develop this unit responsibly.

MR. HOLLI DAY: Okay. W tal ked about
maxi mum stress orientation and preferred orientation
of wells. Wells can be drilled in different
orientations and configurations, right, it's
physi cal |y possi bl e?

MR. TIPPEN. That is correct.

MR. HOLLI DAY: Does that nean that your
devel opnent design, your east-west orientation, does
t hat nmean that doesn't matter, just because it's
physi cal ly possi bl e?

MR. TIPPEN. No, it does not.

MR. HOLLIDAY: So fair to say that your
orientation, lateral length, and this parent-child

I ssue, that affects the recovery and efficiency of the

Page 315

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



© 00 N oo o b~ wWw N

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

devel opnent pl an?

MR. TI PPEN: Yes.

MR. HOLLI DAY: And you believe that
Powder horn's plan is the nost -- or excuse ne, nore
efficient engineering approach for this unit that wll
optim ze recovery; is that correct?

MR. TI PPEN: Yes.

MR. HOLLI DAY: And just for the record,
based on your engi neering analysis, what's your
opi ni on regardi ng Powder horn's Super Hor net
devel opnent pl an?

MR. TIPPEN:. Yes, | guess kind of to
repeat, | think -- | think we have the npbst prudent
plan to where we will maxim ze recovery for this unit
for all the working interest owners, protecting
correlative rights. | think we will do it in a
capitally efficient manner and | think we have the
best -- the best plan.

MR. HOLLI DAY: And | ast question. Do
you believe this plan better prevents waste and
protects drill rights than Marathon's alternative?

MR. TI PPEN.  Yes.

MR. HOLLI DAY: Okay. | have no further
guestions right now.

THE HEARI NG EXAM NER: M. Ranki n.
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MR. RANKIN:. Thank you, M. Hearing
Oficer. | wonder if we mght just take a short
break, since we haven't had one yet since 8:30, just
before | start nmy cross.

THE HEARI NG EXAM NER: All right. And
|l et's go over the schedule. It's ten o'clock now
This is M. Holliday's final witness in his case in
chief, and his rebuttal case as well.

So you have two witnesses to present,
and you know that | need to take a break today, m dday
at sonme point, and I wonder how you -- would you
prefer, and this is just sonething for you to think
about and you can tell ne later, it doesn't matter.

We can either break from12 to 2, or we can break from
12:30 to 2:30. 1'll leave that up to you in case you

think you can finish your case in that time. And |I'm

certainly not rushing you, but whatever you want to do
is fine, we'll cone back after

Okay, so five m nutes?

MR. RANKIN: Five m nutes.

THE HEARI NG EXAM NER:  All right.

Thank you. We're off the record.
(OFf the record.)
THE HEARI NG EXAM NER: It's 10:07.

Let's get back on the record.
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M . Ranki n.
MR. RANKIN. Thank you very nuch,
M. Hearing Oficer.
CROSS- EXAM NATI ON
BY MR, RANKI N:
MR. RANKIN: Good norning, M. Tippen.
| hope you guys had a safe drive back | ast night.

MR. TI PPEN:. Thank you. Good norning,

M . Ranki n.

MR. RANKIN: | just want to make sure |
understood, that in terns of overseeing the drilling,
any drilling that would occur on this acreage under

this plan, it would be -- M. Wil ker woul d be worKki ng
directly with the drilling contractor to oversee that
drilling; is that correct?

MR. TIPPEN:. So M. Walter --

MR. RANKIN: Walter. Sorry.

MR. TIPPEN:. He's our co-CEO

MR. RANKIN:  Yep.

MR. TIPPEN. And then Lenny Wbod, our
VP of exploration, and I, wll also be involved in
communi cati ons back and forth with Dual.

MR. RANKIN: Okay. So a teameffort;
correct?

VR. TI PPEN: Correct.
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MR. RANKIN: And have the three of you
ever worked as a teamto drill a well before?

MR. TIPPEN: No, sir.

MR. RANKIN: Have the three of you ever
worked as a teamto drill a well with Dual Drilling?

MR. Tl PPEN: No.

MR. RANKIN: You've been in discussions
wth Dual Drilling for about a little less than a
year, since May of |ast year, | understand; correct?

MR. TIPPEN. That's correct.

MR. RANKI N. Does Powder horn have any
witten vetting procedures or requirenments for its
third-party operators or drilling contractors in place
as a neans of evaluating its contractors that you're
going to work with?

MR. TIPPEN: So we did -- we did our
I nternal research and arrived on Dual.

MR. RANKIN: Ckay. So you've never,
Powder horn has never yet done an evaluation to
identify a potential contractor for drilling; correct?

MR. TIPPEN. Can you repeat that
gquesti on?

MR. RANKIN: Sure. Up until this
poi nt, Powder horn has not yet gone through a process

where it's identified and contracted with a drilling
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operator; correct?

MR. TIPPEN: No, there's no contractual
agreenent for the drilling of -- of these wells yet.

MR. RANKIN: Okay. But nmy question is,
has Powder horn gone through that process, to eval uate
and contract with any drilling operators up to this
poi nt anywhere?

MR. TI PPEN: No, not as a Powder horn
t eam

MR. RANKIN: |'mgoing to share ny
screen real quick.

Par agraph 7 of your direct testinony,
you state that there are fewer one-mle wells being
drilled over time in this acreage; correct?

MR. TIPPEN. Yes. And this is specific
to Conoco operated wells.

MR. RANKIN: Now, people, operators,
are still drilling one-mle wells in this acreage and
el sewhere; correct?

MR. TIPPEN. Yes. By "In this
acreage," | assune you nean within the study area?

MR. RANKIN: Wthin the general
vicinity of the subject acreage, yeah.

MR. Tl PPEN: Yes.

MR. RANKIN: And are you aware of any
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case where the Division has determ ned that a one-mle
wel | woul d be wasteful?

MR. TIPPEN: [|'m not aware.

MR. RANKIN: | want to talk a little
bit about Powderhorn's plan of devel opnent. You state
t hat Powderhorn's plan is to drill, first the XY, the
upper bench, correct, in the Wl fcanp?

MR. TIPPEN. That's correct.

MR. RANKIN: And then sequentially
devel op the Wbl fcanp B; right?

MR. TI PPEN: Yes.

MR. RANKIN: And | understand, and [|'1|
get tothis in alittle bit, I'll build up to it, but
your opinion is that there's no observabl e top-down
vertical degradation in this general vicinity that you
can observe; correct?

MR. TIPPEN. That's my opinion, yes.

MR. RANKIN: Ckay. And that's based on
your review of an offsetting study that | think is
your Exhibit C 77

MR. TIPPEN. That's correct.

MR. RANKIN:. Ckay. We'll get to that.

But in the event that there are
parent-child effects, vertical parent-child effects,

t hat woul d potentially make your Wbl fcanp B, or the
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Wol fcanp B target, | ess economc; correct.

MR. TIPPEN. Yes. In that hypothetical
scenario that there were parent-child effects, the B
woul d becone | ess econom c

MR. RANKIN: And that's why Powder horn
IS proposing to cone back and drill the Wl fcanp B as
qui ckly as possible; correct?

MR. TIPPEN. That's correct.

| would also |ike to say that there are
capital efficiencies associated with not drilling the
eight wells all at once and having a 12-nonth stagger.

MR. RANKIN: Okay. But just to be
clear, you had -- | understand from M. Wod that you
had di scussions internally about ways to mtigate
vertical top-down parent-child degradation effects in
this devel opnent; correct?

MR. TI PPEN:  Yes.

MR. RANKIN. And that was -- those
di scussi ons were undertaken because there was a
concern about it; correct?

MR. TIPPEN. Primarily due to the
conpeting rebuttal fromthe Conoco engi neer,
M. Pascal.

MR. RANKIN: So those discussions

weren't part of Powderhorn's due diligence in
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evaluating this project prior to the exhibits filed in
this case?

MR. TIPPEN. |'msorry, that's not
correct. We -- we study parent-child on essentially
every project we |ook at.

MR. RANKIN. Ckay. And so based on
t hat anal ysis, Powderhorn has determ ned, with its
partners, that it's going to cone back and drill the
Wol fcanp B bench as soon as possible; correct?

MR. TIPPEN. That's correct.

MR. RANKIN. Ckay. And again, that's
j ust because, correct nme if |I'mwong, but you
recogni ze that there's an inpact fromparent-child
degradation as to the vertical offset wells; correct?

MR. TIPPEN. Can you repeat that
guestion?

MR. RANKIN: And the reason that you're
com ng back within a short period of tinme, you propose
to come back within a short period of tinme, is because
you recogni ze that there's a top-down vertical
degradation effect in the Wl fcanmp B?

MR. TIPPEN. No, that is not correct.
We propose to cone back because we see -- with our
capital structure, we want to put capital to work as

qui ckly as possible in an efficient way, and we think
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that this devel opnment plan is a great way to do that.

MR. RANKIN. So you don't agree with
your geol ogist who testified that one of the ways to
mtigate parent-child effects is to cone back as
qui ckly as possible and that's why Powderhorn is
i ntending to do that?

MR. TIPPEN. | agree with that
st at enent . If -- if there are parent-child effects,
com ng back as quickly as possible is a way to
mtigate it. That does not nean that there will be
parent-child effects.

MR. RANKIN: Right. But that's one of
t he reasons, at |east, that Powderhorn has identified
its plan to cone back as quickly as possible in the
Wbl fcanp B; correct?

MR. TIPPEN: Yes. 1In the case that we
were wong, and this is a hypothetical that cane true,
that would mtigate that.

MR. RANKIN:  Now, the vertical offset
here is just a little nore than 600 feet between the
two benches that Powderhorn is proposing to devel op;
correct?

MR. TIPPEN: That's correct.

MR. RANKIN:. And just to be clear, it's

your opinion that that vertical offset is sufficient
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to avoid or mtigate parent-child effects between the
two benches?

MR. TIPPEN. That's my opinion, yes,
that's correct.

MR. RANKIN: Okay. \What's your opinion
based on that the 600-foot vertical offset is
sufficient to avoid parent-child effects?

MR. TIPPEN. That's based on spacing
studies, as well as ny experience in the Perm an. At
Piedra we drilled a -- we drilled the m ddl e Spraberry
atop |l ower Spraberry that we drilled 600 feet apart.
That's not a great analog, but |'mjust using that as
a way to reference sone of ny experience.

MR. RANKIN. Ckay. Just going to take
those in pieces. So the first thing you nmentioned,
based on spacing studies. Wat spacing studies
specifically are you referencing?

MR. TIPPEN: We have a basin-w de
spacing study built in Spotfire that we use --

MR. RANKIN:. You didn't present any of
t hat spacing study as part of your evidence or
testinony today, did you?

MR. TIPPEN. That spacing study was
used to popul ate the spacing studies that we provided.

MR. RANKI N: What spacing studies did
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you provide? |I'mnot -- be specific. Wat are you
referencing?

MR. TIPPEN:. We -- we provided a
space -- or, I'msorry, we provided the parent-child
study for the Wolfcamp A, as well as a parent-child
study for the Wolfcanmp AB co-devel opnent.

MR. RANKIN: Okay. |'m asking you to
reference your exhibits. What are you referencing?

MR. TIPPEN. Let's see, it's going to
be C-7, is the Wl fcamp AB sequencing, and then
Exhibit C-3 is the parent-child effects within the
Wol f canp A.

MR. RANKIN: So when you were just
tal king to me about your, |'mjust going to call it
spaci ng studies, you're specifically referencing C-7
and C-3; correct?

MR. TI PPEN:  Yes.

MR. RANKIN: And nothing else; right?

MR. TI PPEN:  Yes.

MR. RANKIN: Okay. And as to the
m ddl e Spraberry, that's a formation in Texas?

MR. TIPPEN: That is correct, in the
Perm an, in the --

MR. RANKIN: And that's nore than the

20 mles away than M. Unekwe's study; correct?
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MR. TIPPEN. That's correct. | would
li ke to say that that statenment was nerely to
reference Perm an experience, not anything specific to
this unit.

MR. RANKIN:. Ckay. So is that -- do
you still want -- is that still influencing your
analysis in terns of vertical offset and degradati on
or not?

MR. TIPPEN. M Exhibit C7 is going to
be what | [ ean on of where | see no clear evidence
that there is degradation between the A and the B.

MR. RANKIN: Okay. So just want to
make sure | understand. So going forward when we talk
about your opinion and the basis for it, it's solely
limted to the analysis in C-7; correct?

MR. TI PPEN: Yes.

MR. RANKIN: Ckay. Very good. | wll
conme back to that shortly.

Now, in your direct testinony, you make
an argunent about parent-child effects as well, but
It's focused on horizontal offsets; correct?

MR. TIPPEN. Yes. | amtalking about
parent-child effects within a horizon, within the
VoIl f canp base specifically.

MR. RANKIN: And in that context,
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you're -- you prepared -- you nentioned this other
spaci ng study that was Exhibit C-3, and I'mgoing to
put that up on the screen here.

MR. TI PPEN: Yep.

MR. RANKIN: And, basically, the
constraints of your study, or the definitions you're
using, and I've highlighted it here, that in your
definition a child well is one that is within 200
vertical foot offset and within 1760 hori zontal ;
correct?

MR. TIPPEN: That's correct. So 200
vertical feet and 1760 hori zontal.

MR. RANKIN: And again, this analysis,
this study that you've done, is all within the
Wl f canp; correct?

MR. TIPPEN: This is all within the
Wbl fcamp A, specifically.

MR. RANKIN: Okay. And then this
acreage is all governed by the Purple Sage Wl fcanmp
Pool ; agree?

MR. TI PPEN: Yes.

MR. RANKIN: Okay. And the Purple Sage
Wbl f canmp Pool, it's a special pool that was designated
by the Division; correct?

MR. TIPPEN: Yes, | believe so.
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MR. RANKIN. Ckay. Are you aware that
the Purple Sage Wbl fcamp Pool was created through an
order after an evidentiary hearing before the
Di vi si on?

MR. TIPPEN: No, | was not aware of
t hat .

MR. RANKIN. M. Hearing Oficer, at
this time I"'mgoing to ask that the Division take
adm ni strative record, notice rather, of the Purple
Wl f Sage Special Pool Rule, which is order nunber
R-14262.

BY MR. RANKI N

MR. RANKIN:. M. Tippen, are you
famliar with the special rules that govern the Purple
Sage Wl fcanp Pool that is the subject of this
VWl f canp acreage?

MR. TI PPEN: No, I'"'mnot intimtely
famliar with this.

MR. RANKIN:. Ckay. So just for
background, this was a hearing that went to the
Di vi sion back in 2016, during which Matador and
Mewbour ne requested the creation of a special pool in
t he Wol f canp.

You're generally famliar with that

fact: correct?
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MR. TI PPEN:.  Yes.

MR. RANKIN:. And at the hearing on
this, are you aware that the Division took evidence on
t he appropriate offsets that would be protective of
correlative rights and woul d prevent waste?

MR. TIPPEN. Yes, | see that on the
screen.

MR. RANKIN: And you're aware that the
findings that the Division made included the finding
that setting the setbacks at 330 feet would
be -- would not harmoffsetting spacing units, nor
would it inpair correlative rights?

MR. TIPPEN. | see that that's what
t hat statenment says.

MR. RANKIN:. And that they went on to
determ ne that the Purple Sage Wl fcanp Gas Pool
shoul d have special rules allowng well |ocations no
cl oser than 330 feet to the outer boundary of a
spacing unit. Do you see that?

MR. TIPPEN: | see that.

MR. RANKIN: Ckay. And you're aware
t hat those were the rules that govern this acreage;
correct?

MR. Tl PPEN: Yes.

MR. RANKIN: And finally, the D vision
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finds in, paragraph 21 of that order, that the
application should be approved with those setbacks to
prevent waste and protect correlative rights. Do you
see that?

MR. TI PPEN:.  Yes.

MR. RANKIN: And then they go on, at
the end of the rule, to specify what the setbacks are
going to be, and again, it's 330-foot setbacks, and
that's your understanding; correct?

MR. TI PPEN:.  Yes.

MR. RANKIN: And based on those
330-f oot setbacks, that neans that wells can be spaced
at 660 feet, and based on the Division's findings
based on evidence and testinony, that 660-foot offsets
are going to be protective of correlative rights and
prevent waste; agree?

MR. TIPPEN. That's what this docunment
says, yes.

MR. RANKIN:. |Is your testinony that the
special rules that govern this acreage for the Purple
Sage Wol fcanmp are not protective of correlative
rights, it will not prevent waste?

MR. TIPPEN: No. M argunment is that
our -- our plan to develop this acreage will protect

correlative rights.
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MR. RANKIN:. Ckay. That wasn't ny
guestion. M question is, are you saying that the
special rules that govern this acreage are not
protective of correlative rights and will not prevent
wast e?

MR. TIPPEN: ©Ch, | think -- | think if
we space these wells at 660 feet, we would damage
correlative rights despite that that is all owed per
this docunent. | think Conoco would agree with ne
because they proposed the sane, roughly 1320-f oot
spaci ng that we did.

MR. RANKIN: So are you telling ne,
then, that the Purple Sage -- the Division's rules are

not protective of correlative rights?

MR. HOLLI DAY: M. Exam ner, |'m going
to object. This line of questioning on offsets and
orders is nore appropriate for a landman. [t's not

applicable to the vertical offsets that we proposed.
MR. RANKIN:. M. Tippen has nmade an

argunment that horizontal offsets are going to cause

parent-child effects based on an engi neering anal ysis.

The Division set rules that govern this acreage, based

on engi neering evidence, that require 330-foot

set backs.

I ' m aski ng hi mbased on his engi neering
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testinony and his expertise, whether the Division
rules that govern this acreage are appropriate or not.

MR. TIPPEN: If -- so, if I'm
under st andi ng the --

THE HEARI NG EXAM NER: Hold on. Hold
on. Hold on. Hold on. WM. Tippen, don't answer the
guestion until you resolve the objection. Your
attorney has made a evidentiary objection. | have to
t hi nk about it.

So howis it relevant whether this
expert agrees with the Division or disagrees?

MR. RANKIN:  Well, M. Hearing Oficer,
the Division had a hearing, extensive hearing on this
very issue in this acreage, and determ ned that these
rules are protective of correlative rights and w |
prevent waste.

THE HEARI NG EXAM NER: That doesn't
answer nmy question, though. The question I'm asking
you is, howis it relevant whether he agrees with the
Di vi sion or not?

MR. RANKIN: These rules govern this
acreage, and these rules govern the setbacks in place,
and the Division has held, through an evidentiary
hearing, that 330 feet is protective of correlative

rights in this acreage. This is the pool that's
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assigned to this acreage.

So his argunent, that allowing us to

drill our acreage is going to inpair and be

detrinmental to their correlative rights offsetting is

actually governed by the special rule that says, no,

actually, those correlative rights are protected by

the rules in place that govern this acreage.

THE HEARI NG EXAM NER:  And yet you can

still -- you can -- a conpany can still request a

non- st andard spacing or |ocation; right?

MR. RANKI N: Correct. And

ConocoPhi |l i ps and Marathon's proposal is to be at

standard | ocati ons.

THE HEARI NG EXAM NER:  Ckay.

MR. RANKI N: Wthin the standard.

So --

THE HEARI NG EXAM NER:  But still

doesn't get to ny -- the root of ny question. |'ve

al ready taken adm nistrative notice, although you

didn't wait for ne to do it, |'ve already taken

adm ni strative notice of this. And M. Fordyce is

well aware of this, of this gas pool and its offsets.

So | don't see howit's rel evant

whet her this expert agrees with the Division or not,

so |'"'mgoing to sustain the objection. Wy

don't you
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find sonme other way of proceedi ng.

MR. RANKI N:  Okay.
BY MR. RANKI N:

MR. RANKI N: So just to be clear, then,
M. Tippen, | understand that you disagree that the
Division's rules are protective of Powderhorn's
correlative rights; correct?

MR. TIPPEN:. Can you repeat that one
nore tinme?

MR. RANKIN:. You di sagree that the
Di vision's special rules that govern this
Wol f canp acreage in this area are protective of
Powder horn's correlative rights; agree?

MR. TIPPEN. You know, | would like to
step back fromthis. | don't have a great
under st andi ng of what this docunent is saying. |
believe that 330 feet refers to the distance we can
drill froma lease line. | can talk to spacing and
opti mal spacing and devel opnment of this acreage, but |
cannot say a definitive statenment regarding this
docunent.

MR. RANKIN: So does Powder horn have
any plans to nodify the Division's special rules that
govern this acreage as far as offsets and setbacks go?

MR. TI PPEN: No, not that | know of.
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MR. RANKIN. Ckay. All right. So |
think I just want to ask this question of you,

M. Tippen. Powderhorn does not operate any wells in
New Mexi co; correct?

MR. TIPPEN. That is correct.

MR. RANKIN:. And has not drilled any
wells in New Mexico; correct?

MR. Tl PPEN: Correct.

MR. RANKIN: And does Powder horn have
an in-house drilling teamthat's going to be in charge
of overseeing any drilling of wells that it proposes
and drills?

MR. TIPPEN: No, sir. But we do have
two petrol eum engi neers on staff.

MR. RANKIN:. And those two drilling
engi neers woul d be yourself and M. Walter?

MR. TIPPEN:. | said petrol eum
engi neers.

MR. RANKIN: |I'msorry, petroleum
engi neer. Those two petrol eum engi neers woul d be
yourself and M. Walter?

MR. TIPPEN. That is correct.

MR. RANKIN:. Ckay. And the -- | think
| " ve asked the questions | wanted to ask around

Dual Drilling, but you don't have yet a contract in
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place with themto drill these wells; correct?

MR. TIPPEN: That is correct. W're
still in the negotiation phase.

MR. RANKIN: When you addressed your
determ nation here that you're going to achieve
certain capital efficiencies based on the | onger
| ateral s, Powderhorn has not yet drilled, as a team a
single well in New Mexico or Texas or anywhere;
correct?

MR. HOLLI DAY: CObjection. W've asked
this question.

MR. RANKI N: Sorry, let me -- |I'm
asking it -- I'll wwthdraw it and I'll ask it a
di fferent way.

BY MR. RANKI N:

MR. RANKIN. M. Tippen, because
Powder horn, as a team has not yet drilled a single
well in New Mexico or anywhere, you have no basis to
state that you can achieve or execute based on these
econoni cs; agree?

MR. TIPPEN: | don't believe that's
correct.

MR. RANKIN: Have you --

MR. TIPPEN. Qur drilling AFE is based

on an AFE that Dual built for us for the specific

Page 337

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



© 00 N oo o b~ W N P

N T T N N T e e e R R R N T e
o A W N P O © 0O N O 0o~ W N +—» O

unit, and we expect that they would be the ones
executing on the AFE. They're currently wel
experienced in the Delaware to do that.

MR. RANKIN. Ckay. You don't have a
contract wth them do you?

MR. TIPPEN: Not currently.

MR. RANKI N: Ckay. But Powderhorn
Itself has not yet executed on any AFEs anywhere in
New Mexico or Texas; correct?

MR. TIPPEN: As a team

MR. RANKIN:  You agree; correct?

MR. TIPPEN. | agree to your statenent
t hat Powder horn, as a team has not.

MR. RANKIN: Ckay. And so you have no
track record to denonstrate that you can execute on
t hese econom cs; agree?

MR. TIPPEN: Powderhorn, as a team
does not have a track record. However, all the
i ndi vi dual people on our team have extensive track
records.

MR. RANKIN: Ckay. But again, this is
Powder horn's project; correct?

MR. TIPPEN: This |Is going to be a
Powder horn project, correct.

MR. RANKIN. Ckay. And on the AFEs,
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Powder horn has not yet executed on an AFE to show t hat
it can conme within the estimate of costs on any wells;
correct?

MR. TIPPEN: That is correct as to
Powder hor n.

MR. RANKIN. And because Powder horn has
not drilled any wells in New Mexico, it has no track
record to establish that it can realize any greater
efficiencies on a one-and-a-half-mle versus a
one-mle well; correct?

MR. TIPPEN. Repeat that question,
pl ease.

MR. RANKI N: Because Powder horn has not
yet drilled any wells in New Mexico, or in Texas, or
anywhere, you have no track record to establish that
it can realize any projected efficiencies on its

operations or production between a one-mle well and a

one-and-a-half-mle well; agree?
MR. TIPPEN. |'m having a hard tine
following howa -- just given that we don't, as

Powder horn, have a track record, how | cannot make
comments that a one-and-a-half-mler is going to be
nore capitally efficient than a one-mler.

MR. RANKIN: Let nme ask you this,
M. Tippen. Wuldn't you agree with ne that different
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conpani es have different abilities in drilling and
performng on their wells?

MR. Tl PPEN: Absol utely.

MR. RANKIN:. And woul dn't you agree
wth me that sone conpanies are better at perform ng
on their execution between one-and-a-half-mle wells?

MR. TIPPEN:. Yes, | would say, but
every well is unique.

MR. RANKIN:. And so, | nean, you would
agree with nme that because every conpany is different
and every well is unique, you'd want to understand
what the conpany's track record is being able to
execute and performunder its proposals; agree?

MR. TIPPEN. | guess I'l|l agree with
t hat .

MR. RANKIN: And at this tine,

Powder horn has no track record and no denonstration
that it can neet its performance expectanci es; agree?

MR. HOLLI DAY: (Objection --

MR. TI PPEN: | think we can | ean, as
Powder horn as an operator --

THE HEARI NG EXAM NER: M. Tippen,
pl ease.

MR. TIPPEN: -- 1 think we can |ean on

Dual Drilling s track record.

Page 340

Veritext Lega Solutions

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




© 00 N oo o b~ wWw N

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

THE HEARI NG EXAM NER: M. Ti ppen.

MR. HOLLI DAY: Brendan, stop.

THE HEARI NG EXAM NER:  Court reporter,
woul d you strike that answer, because M. Tippen
doesn't seemto realize that when there's an objection
he shoul d stop speaki ng.

THE REPORTER: Yes, sir.

THE HEARI NG EXAM NER: M. Hol | i day,
your objection?

MR. HOLLIDAY: | believe this is also
asked and answered. We've covered this.

THE HEARI NG EXAM NER:  Sust ai ned.

M . Rankin, please nove on.

MR RANKIN:  Okay.

BY MR, RANKI N:

MR. RANKIN: | want to nove to your
Exhibit C 7, which is your rebuttal exhibit. And this
I's nmy understandi ng based on your prior testinony to
me, that the sole basis for your analysis that
there's -- you don't see a vertical offset inpact
based on sequential drilling in the two benches in
this acreage; correct?

MR. TIPPEN: That's correct.

MR. RANKIN:. Ckay. And | want to walk

t hrough these two different -- or three different
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devel opnent acres, or areas that you highlight here.

| believe you nentioned in your
testinony that one pad is -- you found one pad that
was co-devel oped, one pad that was not co-devel oped
but was -- the | ower bench was drilled within six
nont hs or so, and then one pad that was not
co-devel oped for a | ong period of tine.

Is that a fair paraphrase of your
testi nony?

MR. TIPPEN: That's a -- that's a fair
par aphr ase, yes.

MR. RANKIN: All right. Now that | got
this up on the screen, | want you to tell me which is
whi ch.

MR. TIPPEN. Ckay. So if we |ook at
figure nunber 3, we have the Hanm State. This is the
co-devel oped unit and that is in green. The green
unit will refer to the green |lines on the "cune" oil
graph above it.

The Tony La Russa unit outlined in red,
this is the unit that was not co-devel oped and
devel oped at a much later tine. So the A was drilled
in 2019, the B was drilled in 2022. The Wl fcanmp C
wells within that unit are referred to with the red

| i nes on ny "cune" graph.
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The Bl ack River unit was not
co-devel oped, but they were back within six nonths.
That is the yellow line on the "cunme" graph.

MR. RANKIN: | want to focus on the
Tony La Russa, okay. Now, the Tony La Russa, tell ne
what the devel opnent was there.

MR. TIPPEN. So there was Wl fcanp A
devel opnent at 5,000 feet, and then they cane back in
2022 and drilled two Wolfcanp B wells directly
under neat h.

MR. RANKIN. How many Wbl fcamp A wells
were drilled --

TI PPEN:  Two.
RANKIN: -- initially?
TI PPEN:  Two.

33D

RANKIN:  Okay. So that -- is that
a half section --

MR. TIPPEN: That's a half section.

MR. RANKIN:. Ckay. So that's the sane
spacing, roughly; is that right?

MR. TIPPEN: Yes. This would be the
sanme spaci ng as what we have proposed at Super Hornet,
as well as what Conoco has proposed.

MR. RANKIN. Ckay. And then they cane

back later and drilled Wl fcanp B; correct?
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MR. TIPPEN: Correct.
MR. RANKIN. How many wells in the

VWl f canp B?

MR. TI PPEN. Two.

MR. RANKIN. Ckay. And -- now, were
there any -- in your opinion, the Tony La Russa is

anal ogous here?

MR. Tl PPEN. Yeah, so if you | ook at
the red lines on ny "cune" graph over ten years -- the
point I'mmaking is, | do not see evidence of clear
degradation. And if you | ook at the "cunme" graph, the
two red lines are the second and third best well in
t he study. Those should be the worst if you -- if you
believe that there's degradation due to
non- co- devel opnent.

MR. RANKIN: In your opinion, are
the -- in your opinion, the Tony La Russa wells are
anal ogous to the Super Hornet proposal?

MR. TIPPEN: You know, | -- 1| think
we're going to get back to the Wl fcanp B sooner on
t he Super Hornet devel opnent. So they are not
anal ogous to what Powderhorn plans to do. However, it
I's a good exanple of a non-co-devel oped unit,
especially after letting a significant amount of tine

pass.
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MR. RANKIN: So the Super Hornet
programwi || have four Wl fcanp B wells; correct?

MR. Tl PPEN: Correct.

MR. RANKIN: And of those four Wl fcanp
well's, how many of themw ||l be -- would you term be
confined wells?

MR. TIPPEN: Two of the four.

MR. RANKIN: Okay. And those would be
the m ddle two; correct?

MR. TIPPEN: Correct.

MR. RANKIN:. And in the Tony La Russa
wells, those wells, would you agree with nme, are only
partially confined?

MR. TIPPEN: That's correct.

MR. RANKIN. Ckay. So do you still
bel i eve that based on the confinenent of the wells and
t he conpared devel opnent prograns, that the Tony

La Russa is truly anal ogous to your Super Hornet?

MR. TIPPEN: | think it is the best
anal og that we have. In reservoir
engi neer -- reservoir engi neering, we have to choose

t he best anal ogs, not necessarily the perfect anal ogs.
MR. RANKIN: OCkay. So it's not a
perfect anal og, but you believe it's a -- what? How

woul d you phrase it? 1Is it anal ogous or --
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MR. TIPPEN: | would phrase it -- it is
t he best anal og.

MR. RANKIN. M. Holliday was referring
to this analysis as your study, but Powderhorn didn't
have any oversi ght of the production fromthese wells;
correct?

MR. TIPPEN. W have public data on
t hese wells.

MR. RANKIN: | nean, you weren't able
to control the variables about takeaway, you know,
whet her the -- whether this was -- this wasn't a
controlled study; right?

MR. TI PPEN: No, sir. This is using
public data to study surroundi ng devel opnents.

MR. RANKIN:. And did you understand
fromDr. Unmekwe's testinony, that ConocoPhillips's
study was a controlled study where they controlled the

vari abl es?

MR. TIPPEN: | -- | understand that
NOW.

MR. RANKIN: Ckay. So would you -- is
It your -- still your opinion that your uncontrolled

studies referenced in Exhibit C here, are anal ogous or
conparable to the controll ed study that ConocoPhillips

undert ook?
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MR. TIPPEN. | believe that
ConocoPhillips's study is an interesting study for the
area that it was in, but I don't think it is anal ogous
to our unit for nmultiple reasons. | can list those if
you' d li ke ne to.

MR. RANKI N:.  Your geol ogist did not
i dentify any geol ogi c bases for the area not being
anal ogous. What's your opinion for, on an engi neering
basis, for why they're not anal ogous?

MR. TIPPEN: So several things.

The -- in the study area they targeted the
Wol fcanmp A Shal e rather than the Wl fcanp Sand. So
t he upper bench was a slightly different target.

Secondly, they drilled the A at higher
density than we're drilling at Super Hornet. It was
six wells per section conpared to four.

I n addition, when they cane in to
develop the B, rather than drilling a single B
hori zon, they did a Wil fcanp BC stagger at higher
density than we're going to drill in Super Hornet.

Finally, I would say it's 20 m | es away
and it's in a different part of the basin than
Super Hornet.

MR. RANKIN:. Explain to me how the

di stance has any inpact on your determ nation.
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MR. TIPPEN. Different regional
settings in the basin.

MR. RANKIN. That's a geol ogi c basis?

MR TIPPEN. 1"l -- 1"l refer
to -- yes, that's -- that is a geologic statenent, but
| don't think it's a geologic statenent that | can't
state as -- as a reservoir engineer. | won't go any
further into geol ogy, though.

MR. RANKIN: Okay. So you have
no -- you can't tell me any geol ogi c basis for why
that acreage is different or non-anal ogous; right?

MR. HOLLI DAY: Objection. This is not
our geol ogy wi tness.

MR. RANKIN: Well, he's testifying
that -- if | may respond. He's testifying that it's
not anal ogous based on a geol ogy reason and |I' m aski ng
hi m what the geol ogy reason is.

THE HEARI NG EXAM NER: M. Tippen, if
you know t he answer, you can give the answer. |If you
don't know the answer, just say you don't know. So
" mgoing to overrule the objection based on his prior
testi nony.

MR. TIPPEN. As a reservoir engineer, |
will say that | don't know, and I will |et our

geol ogi sts tal k about that.
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BY MR, RANKI N:

MR. RANKIN. So then the basis for your
opi nion that they're not analogous is that they're
different targets and the density is different between
Mar at hon's test project area and the Super Hornet;
correct?

MR. TIPPEN: That's correct.

MR. RANKIN: Okay. | think I may be
very close to done. May | have two mnutes just to
confer with ny client to make sure |'ve covered
everything that | need to cover, M. Hearing O ficer?

THE HEARI NG EXAM NER: That's fi ne.

MR. RANKIN: Thank you very nuch. One
moment .

Thank you, M. Hearing Oficer. |
think I just have a couple -- one small area of
gquestioning for M. Tippen before | am done.

THE HEARI NG EXAM NER: Pl ease.

BY MR, RANKI N:
MR. RANKIN. M. Tippen, are you -- do

you hear ne there?

MR. TIPPEN. | do.
MR. RANKIN: | just want to follow up
on a line of questioning. | understand we discussed

I n your testinony that Powderhorn's intention is to
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drill the Wolfcanmp A first. And --

MR. TIPPEN: That is correct.

MR. RANKIN. Ckay. And then later to
conme back and do the B as soon as possible; correct?

MR. Tl PPEN: Correct.

MR RANKIN:. And in the interim
Powder horn wi |l be producing the initial bench;
correct?

MR. Tl PPEN: Correct.

MR. RANKIN: So based on general
physi cs and engi neering principles, there will be sone
depl etion occurring as a result of the production of
the Wol fcanp Ain the interimbefore you cone back to
drill the Wolfcanp B; correct?

MR. Tl PPEN: Correct.

MR. RANKIN. Based on general
engi neeri ng and physics principles, there will be
depletion as a result of that production in the upper
bench; correct?

MR. Tl PPEN: Correct.

MR. RANKIN: And based on those general
engi neering principles, when you cone back to conplete
the Wbl fcanp B, the Wolfcanp B conpletions w ||
preferentially grow towards the areas of | ower

pressure; correct?
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MR. Tl PPEN: Correct.

MR. RANKIN. Ckay. No further
guestions, M. Hearing Oficer.

THE HEARI NG EXAM NER: M. Fordyce.

MR. FORDYCE: | don't have any
guestions for M. Tippen, M. Hearing Exam ner.

THE HEARI NG EXAM NER:  Thanks.

MR. HOLLI DAY: Just have a few very
brief -- 1"l be brief.

REDI RECT EXAM NATI ON
BY MR HOLLI DAY:

MR. HOLLI DAY: There's questions on how
you guys settled on Dual as your preferred drilling
contractor. Can you provide a little nore context for
t hat deci si on?

MR. TIPPEN: Yeah, so we've talked to
several drilling contractors, and Dual is, in our
opi ni on, the nost experienced contractor for Del aware
Basin, specifically New Mexico Del aware. Lenny Wod
actually worked with Robert Brosig, at Dual, while
they were at EOG together. W have a contact and
relationship there. It feels like -- it -- it felt
| i ke the correct decision for Powder horn.

MR. HOLLI DAY: COkay. So did |

under st and your testinony that the Powderhorn team in

Page 351

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



© 00 N oo o b~ wWw N

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

prior professional experiences, has worked with the
Dual control team is that correct?

MR. TI PPEN: Yes.

MR. HOLLI DAY: O Dual --

MR. TIPPEN. Lenny has worked with
Robert at EOG

MR. HOLLI DAY: Okay. We tal ked about
degradation. | just got one question, one follow up.

Has Mar at hon presented any econom cs on
degradati on that shows that their clainms of
degradation will have a |arger inmpact on wel
performance than the negative inpact of a shorter
| ateral |ength?

MR. TIPPEN: No, they have shown none
of that.

MR. HOLLI DAY: Okay. And is it your
understanding that it's a fairly conmon adm nistrative
procedure to obtain an exception to the Purple Sage

Wbl fcamp rules to allow for 100-foot heel-to-toe

spaci ng?
MR. TIPPEN:. |1'mgoing to |l eave that to
| and.
MR. HOLLI DAY: Okay.
MR. TIPPEN. | guess another way to say
that, | -- | -- I"mnot famli ar.
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MR. HOLLIDAY: You're not famliar.
Okay.

Last question. M. Rankin brought up
the fact that Marathon, or Conoco's study, was, to use
his words, controlled. Does the fact that their study
was control |l ed versus your review of the public data,
does that make any material difference in your
anal ysi s?

MR. TIPPEN. | -- 1| don't think you can
di scredit a study because it's based on non-controll ed
public data. That is the vast majority of data that
we have to work with in this basin.

MR. HOLLI DAY: No further questions.
Thank you.

THE HEARI NG EXAM NER:  May this witness
be excused?

MR. HOLLI DAY: Yes.

THE HEARI NG EXAM NER: Does that rest
your case in chief?

MR. HOLLI DAY: Yes, sir.

THE HEARI NG EXAM NER:  All right.

Thank you.

M . Rankin, have you thought about what

we spoke about around ten o' clock?

MR. RANKI N: | have, and | think our
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preference would be to do the 12 to 2, so that we can
come back earlier.

THE HEARI NG EXAM NER:  Fi ne.

MR. RANKI N:  Yeabh.

THE HEARI NG EXAM NER: That's fine with

So you have, it's ny understanding, two
W t nesses; right?

MR. RANKI N: Correct, M. Hearing
O ficer, we do.

THE HEARI NG EXAM NER:  Who do you want
to call first?

MR. RANKIN: |If I may take this
opportunity to make ny brief opening statenent.

THE HEARI NG EXAM NER: Perfect. Yeah.

MR. RANKIN:. To help orient the
Di vi sion and everybody to our case.

THE HEARI NG EXAM NER: By all neans.

MR. RANKIN. Thank you very nuch,

M. Hearing Oficer.

In this contested case, both parties
propose conpeting drilling plans that seek to devel op
simlar acreage. The conpeting plans fall into a
particul ar category of contested case involving a

partial overlap of proposed spacing units that the

Page 354

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



© 00 N oo o b~ wWw N

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

Comm ssi on and Di vi sion have previously analyzed in
several prior cases.

Speci fically, Powderhorn's proposed
devel opnent under its case, conpetes with and
partially overlaps the spacing unit, as we've been
di scussing, in the north half of Section 2.

Powder horn proposes, in its case, a single enlarged
spacing unit, conprising the east half of Section 3
and all of Section 2, to drill its one-and-a-half-mle
proposed wel | s.

I n contrast, Marathon proposes one mle
Wl f canp devel opnents conprised of the north half of
Section 2. That neans that the only overl apping
contested acreage is Marathon's proposed devel opnment
in the north half of Section 2. This is acreage that
ConocoPhi | I'i ps bought from Marat hon, slightly nore
than a year ago, with the intent purpose of devel oping
it on its own.

Now, there are sone key simlarities in
t he devel opnment plans, as you've heard in testinony,
but nost significantly, both parties propose to
devel op essentially the sane two target intervals, the
upper Wol fcanp XY, essentially, and the | ower
Wl fcanp B or Cinterface, depending on which party is

di scussi ng.
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Now, that nmeans, in terns of the

primary factor used to eval uate between two conpeting

pl ans, the geologic factor, there is no difference.

VWhat they disagree over is howto best develop this

acr eage.

Now, there are two main differences,

one is lateral length, and the other is sequenti al

devel opment of the two benches. And you've heard a

| ot of testinony on that and you'll hear

shortly.

SOonMe nore

But before | give you an overvi ew of

that testinony, there's one dispositive issue that is

determnative in this case, and that is the working

I nterest control. In the particular category of

contested cases involving a partial overlap of

proposed spacing units, the working interest control

anal ysis focuses on that overlapping acreage, as the

Division is already recogni zed.

VWho owns or controls the |argest share

of that overlapping acreage is the key.

di sputed acreage is the north half of 2,

Here, the

and i n that

acreage, Marathon owns, itself, 55 percent of the

wor ki ng interest, and controls, through a JOA that's

active and valid, and there's no dispute that it

is -- 100 percent working interest is conmtted to
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It -- that it controls 100 percent of the worKking
i nterest in that acreage.

That fact is determ native of the
outconme of this case under the Division and Conm ssion
precedent that we've cited in our prehearing
st at ement .

Now, Powder horn has done what they can
to obtain working interest in the north half recently,
and they have obtai ned approximately 4 percent working
I nterest, or fewer than three net acres out of nore
than 320, that are fully commtted thenselves to
Mar at hon' s JOA.

You al so heard that they recently
gai ned the working interest support of Kaiser-Francis,
who recently agreed to commit their interest to
Powder horn's proposed overl appi ng JOA.

But there's a substantial catch to that
comm tnment, as you heard. Not only is Kaiser-Francis
still fully commtted to Marathon's JOA, they have not
revoked or rescinded their commtnent to it, but their
commtnment to Powderhorn's JOA is linked to an
agreenent to trade Kaiser-Francis's acreage out of the
contested acreage that is contingent on Powderhorn
wi nning this contested hearing. That's not a ful

commtnent. That is a contingent conmtnent, at best.
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Powder horn has done its best to
underm ne Marathon's established JOA in order to get
its first drilling project off the ground. But what
It can't change is that Marathon has 55 percent
working interest in the north half of Section 2, and
controls 100 percent of the working interest in this
di sputed acreage in the north half of Section 2. All
t hose working interests remain validly commtted to
Mar at hon' s exi sting JOA.

Now, the technical case that relates to
the other contested issues, we've been hearing about
that already and we'll continue to hear about it, but
we believe those factors still favor Marathon as well.

Mar at hon has drilled and operates
hundreds of wells in the state, and seeks to dril
four proposed one-mle laterals entirely within its
controlled acreage. |t does not require a pooling
order. It has approved APDs and prelimnary approval
fromthe state land office for a communal i zed ar ea,
and it has, already, commtnents in place for oil,
gas, and water takeaway. Marathon is ready, wlling,
and able to drill its acreage and develop its JOA, the
reason it's purchased this acreage in the first place.

Unli ke the devel opnent plan in a single

Di vi sion case that Powderhorn relies on, Marathon's
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proposed devel opment is not hypothetical. They're
ready to go. They intend to drill it. It's sinply
waiting to be slotted into their devel opnent pl ans.

So to avoid the top-down degradation
that we know is going to occur based on sinple
engi neering principles that wll be caused by
Powder horn's proposed sequenti al devel opnent, where
they target first the Wil fcanp XY and then the | ower
target, Marathon will do both targets at the sane
tinme.

In contrast, Powderhorn is a new
operator. They've never drilled the well as a team
They' ve never drilled a well as a teamwith their
proposed newly potential drilling operator.

Now, while they propose to dril
one-and-a-half-mles as opposed to one-mles, they're
going to do it through a phased approach, and they
claimthat the efficiencies that they believe they can
get through the longer laterals justify confiscating
Mar at hon' s 55 percent working interest through the
police powers of the state and overriding their
100 percent working interest control JOA

For a team that has never worked

together to drill or operate a well, to actually
achi eve those efficiencies inits first drilling
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programwith its first drilling contractor, is, in our
vi ew, specul ati on.

To bolster its argunent, Powderhorn
initially claimed Marathon's proposed north half
devel opnment will strand Powderhorn's acreage in the
nort heast quarter of Section 3, but that argunent, in
our view, is without technical nerit. They didn't
address it on rebuttal. I n our view, they discarded
it.

Now, that |eaves Powderhorn with their
argunment that Marathon is just trying to defend its
position through an old JOA. It's true that the JOA
Is old, but it's still a binding contract and it stil
has 100 percent conm tnent that governs the acreage.

It's also true that Marathon is
vi gorously defending its majority working interest
position and operatorship in the north half of
Section 2. But it was forced into that position of
having to defend its valuable mneral interests and
its position with a conpeting devel opnent plan when
the agreenent it thought it had negotiated, or was
close to conpleting with Powderhorn, turned out to be
a mrage.

| nstead of disclosing at the outset

that its proposed trade with Marathon was conti ngent
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on a deal with an undisclosed third party, so Marathon
coul d appropriately discount the risk of that third
party transaction falling apart, Powderhorn all owed
Mar at hon to believe that it owned and controll ed that
acreage, even providing Marathon a letter of intent
outlining the trade with the acreage it did not even
own, | eading Marathon and its nanagenent team down a
prinrose path that ended up being a dead end.

Now, that soured all trade deals wth
Powder horn. Nevertheless, they continued to try to
make a commerci al resolution through other options.
But in the end, none of the options that were provided
to Marat hon were economic, and it was better for
Marat hon to just drill its own wells.

So unable to show that Marathon's
devel opnent will result in substantial waste, the
Di vi si on shoul d deny Powderhorn's application as fil ed
and all ow Marathon to develop its own JOA acreage.

Havi ng reached agreenent with the
majority of the working interests in the remai nder of
Its acreage in the east half of Section 3, and in the
south half of Section 2, Powderhorn can and shoul d
file new pooling applications for the east half of
Section 3 and the south half of Section 2 to drill its

acreage, and the Division should allow Marathon to
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drill its own acreage where it retains 100 percent
wor ki ng interest control.

Appreciate the opportunity to make that
openi ng statenent.

We have two witnesses renmmining. First
will be aland witness, who will testify about
negoti ati ons and the overvi ew of the proposed
devel opnent, and the second will be our geol ogy
w tness, who will testify about the appropriateness of
the orientation of the wells and the proposed
devel opnent that Marathon seeks to do.

THE HEARI NG EXAM NER:  Wbul d you cone
and sit at the witness and turn on the m crophone,
pl ease.

Good norning. | rem nd you you're
still under oath.

MS. KLINGLER: Yes, M. Oficer.

THE HEARI NG EXAM NER: M . Ranki n.

MR. RANKIN:. Thank you very nuch.

DI RECT EXAM NATI ON
BY MR, RANKI N:

MR. RANKIN:. M. Klingler, wll you
pl ease state your full nanme for the record.

MS. KLINGLER: Shelley Klingler.

MR. RANKIN: And by whom are you
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enpl oyed and in what capacity?

M5. KLINGLER: |'m enployed with
ConocoPhi |l I'i ps, who owns Marathon Ol Perm an, as a
staff |and negotiator in the Del aware Basi n.

MR. RANKIN: And Marathon is a wholly
owned subsidiary of ConocoPhillips; is that correct?

MS. KLINGLER: Yes, sir.

MR. RANKIN: And you previously
testified before the Division and had your credentials
accepted?

MS. KLINGLER: Yes, sir.

MR. RANKIN: Okay. Now, you provided a
witten direct testinony that's marked as Marat hon
Exhibit B-B; correct?

MS. KLINGLER: Yes, sir.

MR. RANKIN:. And you've conducted a
study of the lands in the subject area?

MS. KLINGLER: Yes, sir.

MR. RANKIN:. And you prepared your
exhibits that are marked as Exhibit A, your statenent,
and exhibits A-1 through A-8?

MS. KLINGLER: Yes, sir.

MR. RANKIN:. And you al so prepared
rebuttal exhibits 1 through 4, and 8; correct?

MS. KLI NGLER: Yes, sir.
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MR. RANKIN: And those exhibits were
prepared by you or conpiled under your direction and
supervi si on?

MS. KLI NGLER: Yes, sir.

MR. RANKIN: Any corrections or changes
to the testinony or exhibits?

MS. KLINGLER: No, sir.

MR. RANKIN: Do you adopt the testinony
mar ked as Exhibit A as your sworn testinony today?

MS. KLI NGLER: Yes, sir.

MR. RANKIN. Having already admtted
t hese exhibits, M. Examner, ['ll go right into ny
gquesti ons.

BY MR, RANKI N:

MR. RANKIN:. M. Klingler, I want to
first address the clainms by Powderhorn that the
northeast quarter of Section 3 will be stranded and
the topics around that point.

" mgoing to share ny screen as soon as
| get toit. One nonent.

Par agraph 10 of Powderhorn's | andman
statenent, M. Mucha states that it was newy
communi cated, the intention of stranding the northeast
guarter of Section 3.

Did Marat hon ever conmmunicate to
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Powder horn at any tinme that it intended to strand the
northeast quarter of Section 3?

MS. KLINGLER: No, sir.

MR. RANKIN: Does Marathon in fact
intend to strand the northeast quarter of Section 3?

MS. KLI NGLER: Marat hon does not pl an

to strand it. There are options available to

Powder hor n.

MR. RANKIN: And in your opinion, with
t hose options, Marathon's devel opment will not
actually strand that acreage, wll it?

MS. KLINGLER: That's correct.

MR. RANKIN: Ckay. In fact, if | |ook
at Powderhorn's own Exhibit A-8, there's a variety of
stand-up and | ay-down orientations that are -- have
been drilled and are proposed to be drilled in
I mmedi ately offsetting anchorage; correct?

MS. KLI NGLER:  Yes.

MR. RANKIN:. Ckay. I'mgoing to go to
your rebuttal slides 1 through 4. And just explain,

i f you would, at a high level, what this slide shows
and how, in your opinion, based on your discussions
wi th your engineers and geol ogi sts, Powder horn woul d
be able to go forward with this devel opnent pl an.

MS. KLINGLER: This slide shows that
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there is an option to drill the east half of Section 3
and the south half of Section 2 fromone single pad to
fully devel op those spacing units.

MR. RANKIN: And you heard Powder horn's
geol ogists testify that it would be possible for them
to do this; correct?

MS. KLINGLER:  Yes.

MR. RANKIN: Okay. And next slide
here, Rebuttal Exhibit 2, just shows that sane
orientation in the context of offsetting devel opnent.

I n your opinion as a | andman, does t hat
have any -- is there any concerns or does it fit
within the pattern of devel opnent existing within the
of fsetting acreage?

MS. KLINGLER: Yes, nmultiple conpanies
have drilled north-south wells.

MR. RANKIN: And oftentines, the
orientations that conpanies choose, is it often, in
this acreage, based on their |and position?

MS. KLINGLER: Often, yes.

MR. RANKIN: Ckay. And they're able to
do that because, based on your understanding from your
di scussions with your geol ogist, that's because
there's no strong preferential for well orientation

here; correct?
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MS. KLINGLER: That is correct.

MR. RANKIN. And you'll hear nore of
that, M. Dupree will testify further on that point.

MS. KLI NGLER: Yes, sir.

MR. RANKIN. Ckay. Next slide here is
your rebuttal slide nunmber 3. Explain what this
addi tional alternative option nmay be that Powder horn
coul d consi der.

M5. KLINGLER: As a preference for
Powder horn, is to drill longer laterals, as many
conpanies prefer to do. There is an option to do
two-mle U-turn wells in the 320 spacing units, or
approxi mate 320 spacing units, in which they have
majority interest.

MR. RANKIN: We haven't heard nuch
about U-turn wells yet, but Ms. Klingler, are U-turn
wells a commpn devel opnent plan that operators are
drilling these days?

MS. KLINGLER: Yes, they are becom ng
nore and nore conmon, and Conoco is currently invol ved
I N SOMEe now.

MR. RANKIN: The wells that Conoco are
i nvol ved in now, are sone of those offsetting this
acreage?

MS. KLI NGLER: Yes, in
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the -- Section 31, and the south half of Section 30 of
23 South 27 East.

MR. RANKIN. M. Klingler, you' ve heard
testi nony that Powderhorn prefers |onger |aterals when
It can devel op themand that's why they prefer the
one- and- a- hal f approach. [|s that your understanding
of their testinony?

MS. KLINGLER: That is.

MR. RANKIN: What woul d be the benefit
of this approach given Powderhorn's preference for
| onger | ateral s?

M5. KLINGLER: They would get two-mle
efficiencies with U-turn wells.

MR. RANKIN:. And so with two-mle
wells, they would get an extra mle of |ateral just
bet ween these two wells; correct?

MS. KLI NGLER:  Yes.

MR. RANKIN: Going back to M. Macha's
direct testinony in paragraph 10 -- sorry,
paragraph 11.

You reviewed M. Macha's testinony,;
correct?

MS. KLI NGLER: Yes, sir.

MR. RANKIN: And this statenent seens

to indicate that it was never communicated to
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Powder horn of Marat hon ever contenplating drilling its
own acreage. |Is that your understanding of his
testi nony?

M5. KLINGLER: That is what |I'mreading
in his testinony.

MR. RANKIN: Okay. But in fact, were
t here di scussions had between Powder horn and Marat hon
I ndi cating that Powderhorn was contenplating its own
devel opnent pattern?

MS. KLINGLER: |I'msorry, can you
repeat that?

MR. RANKIN: | said "pattern." | neant
to say "plan."

And, in fact, were there communi cations
bet ween Marat hon and Powder horn where Marathon stated
that it was actually contenplating drilling this
acreage itself?

MS. KLINGLER: Yes, we were very
upfront about that.

MR. RANKIN:. So |I'm | ooking at
Powder horn's Exhibit A-15, the communications log, in
the bottomleft corner where it references the Cctober
2025 tinme frane. |In fact, here it references, on
Oct ober 29t h, that ConocoPhillips discussed

potentially devel oping this acreage itself; correct?
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MS. KLI NGLER: Correct.

MR. RANKIN: And was that the earliest
time frame that ConocoPhillips had discussed
potentially devel oping this acreage itself?

M5. KLINGLER: That may have been the
earliest with Powderhorn, but | believe we spoke on
t he phone with M. Macha earlier when he was first
communi cating their desire to drill our acreage.

MR. RANKIN: Okay. And Ms. Klingler,
you testified earlier that Marathon is a wholly owned
subsi di ary of ConocoPhillips; correct?

MS. KLI NGLER: Yes, sir.

MR. RANKIN: When did ConocoPhillips
acqui re Marat hon?

MS. KLI NGLER: Novenber 22nd of 2024.

MR. RANKIN:. And that acquisition of
Mar at hon, did it include this acreage?

KLI NGLER: It did.
RANKIN: Did it include this JOA?
KLI NGLER: It did.

2P DD

RANKI N:  And al so the operating
rights of that JOA

MS. KLINGLER: That's correct.

MR. RANKIN:. And as part of that

purchase, did Marathon intend to -- or rather, did
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ConocoPhillips intend to buy this acreage with the
i ntent of developing it?

MS. KLINGLER: Yes.

MR. RANKIN: And tell ne what the
benefit is of buying acreage that's 100 percent
comm tted under a JOA

MS. KLINGLER: You have the opportunity
to execute on a -- a sooner tinmeline, an earlier
timeline than if you don't have a voluntary agreenent
I n pl ace.

MR. RANKIN: And why is that?

MS. KLINGLER: You don't need a
pool i ng.

MR. RANKIN: Right. Because every --

MS. KLINGLER: We've al ready got
everybody committed and we can just get our APDs and
drill.

MR. RANKIN: So under New Mexico | aw,
you have two options if you want to be an operator and
drill a well, you either have to get voluntary
agreenent, or you have to go get forced pooling;
correct?

MS. KLINGLER: Correct.

MR. RANKIN:. And is it your

under standi ng that the Division generally favors when
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operators can cone to a 100 percent agreenent?

MS. KLINGLER: Yes.

MR. RANKIN:. And that's because they
don't have to cone use the police powers of the state

to force mneral owners to conbine their interests;

right?

MS. KLINGLER: That's correct.

MR. RANKIN: And so in this instance,
Mar at hon purchased, or ConocoPhillips purchased this

Mar at hon interest with the express purpose of being
able to develop it without having to go to pooling;
correct?

MS5. KLINGLER: That's correct.

MR. RANKIN: | want to talk alittle
bit about working interest control.

VWhoops. Oh, M. Hearing -- one nonent.
| didn't have ny conputer plugged in. One nonent.

THE HEARI NG EXAM NER: Ms. Vance is not
able to drive the exhibits?

All right, I'"mgoing to get sonme water.
Let's take a two-m nute break.

(OFf the record.)

THE HEARI NG EXAM NER: M . Ranki n,
pl ease proceed.

MR. RANKIN: Thank you very nuch.
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Ms. Klingler, before ny conputer died
for lack of battery, | was going to ask you -- we're
going to start tal king about sonme working interest
control issues.

Referring back to paragraph 11 of
Powder horn's | and statenment, M. Macha states that
they own or have a conmtted interest in each tract of
their proposed spacing unit. You agree with that?

M5. KLINGLER: | agree with
qgual i fications.

MR. RANKIN:. Ckay. | want to get to
the basis for your qualifications. So to do that, |'m
going to wal k through with you, your understandi ng of
where things stand on ownership and working interest
control in the north half of Section 2.

So | think probably the best way to do
that is to pull up your Rebuttal Exhibit Nunber 8.
|"'mgoing to try to make it a little bit bigger.

|"d like for you to explain, if you
woul d, the parties with the working interest in the
north half of Section 2 and their comm tment, the
nature of their commtnment to the working interest, to
the JOA that you operate.

MS. KLINGLER: |'m sorry, are you

sharing this slide?

Page 373

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



© 00 N oo o b~ W N P

N T T N N T e e e R R R N T e
o A W N P O © 0O N O 0o~ W N +—» O

MR. RANKIN:. OCh, I'mnot sharing it.
There we go. Rookie m stake. One nonent.

MS. KLINGLER: Thank you.

MR. RANKIN. So yeah, just again, |'d
| i ke you just to wal k through where things stand on
the working interest ownership and control
under -- and how they're commtted to your JOA.

MS5. KLINGLER: In the north half of
Section 2, the Mrathon-operated joint operating
agreenent includes interest from Marathon as to
55.5 percent of the north half of Section 2. Kaiser
Is at 43.74 percent of the north half of 2. And we
have Powderhorn listed with 3.125 of the tract in
Lot 2 -- in Section 2, Lot 1, southwest of the
northwest, for a total of 0.78 percent, which is
commtted. And when they purchased it, they knew
t his.

MR. RANKIN. Ckay. So just kind of
t aki ng each working interest owner in turn, you agree
wth the working interest represented on Powderhorn's
chart for the Kaiser-Francis interest?

MS. KLINGLER: Yes, sir.

MR. RANKIN. Ckay. And a party here
that you show as having zero percent is Avant. On

M. Macha's chart, | believe they had sone interest,
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14 acres or so, in one of their tracts. You don't
show them owning in the north half of Section 2.

MS5. KLINGLER: That is correct, they do
not .

MR. RANKIN: And you've had di scussions
with Avant as part of this devel opnment project;
correct?

M5. KLINGLER: Yes, on February 5th, in
per son.

MR. RANKIN:. And based on your
di scussions with Avant, you understand fromthem t hat
they don't own any interest in the north half of
Section 2?

MS5. KLINGLER: That is what they
confirmed to nme in person.

MR. RANKIN. Ckay. And then you agree
w t h Powder horn, that PBEX does not own any interest
in the north half of Section 2; correct?

MS. KLINGLER: That's correct.

MR. RANKI N:. Ckay. Nor does Perm an;

correct?

MS5. KLINGLER: That's correct.

MR. RANKI N:. Ckay. Now | 'd like to
just -- | think it -- you heard testinony from

M. Macha yesterday?
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MS. KLINGLER: Yes, sir.

MR. RANKIN. And he went through -- |
asked hi m sonme questions about the working interest
and the nature of their interest, Powderhorn's
interest in the north half of Section 2, how they
acquired it. D d you hear that testinony?

MS. KLINGLER: Yes, sir.

MR. RANKIN: Do you have any comments
or disagreenents with M. Macha's testinony about how
they obtained their interest?

M5. KLINGLER: | don't disagree with
t he conveyance docunents that have been fil ed of
record. We just have an issue with the particular
clause in the joint operating agreenent. W were
never i nfor nmed.

MR. RANKIN. Ckay. So at no point
during the communi cations, negotiations over this
acreage, did Powderhorn informyou, or anybody at
Mar at hon, that they had acquired an interest in the
north half of Section 2?

MS. KLINGLER: Not until February 27th.

MR. RANKIN: And how did that
notification cone to pass?

MS5. KLINGLER: | received a phone call

fromthe co-CEQO Jack Yates, and he was the one who
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informed me at that tinme that they did have an
interest in the north half of 2. Wiich I imediately
| ooked into, and subsequently, imediately -- sent

t hem proposal s.

MR. RANKIN. Ckay. And so -- and
that's why they got their well proposals a little bit
after the other parties under the JOA;, correct?

MS. KLINGLER: That's correct.

MR. RANKIN: But to this date,

Powder horn has not yet provided the fornal
notification of its ownership in the north half under
the JOA; correct?

MS. KLINGLER: They did not, nor did
VATEX.

MR. RANKIN. Ckay. But those
i nterests, you agree, are fully comnmtted to --

MS. KLI NGLER:  Yes.

MR. RANKIN: To the JOA

MS. KLINGLER: Yes, sir.

MR. RANKIN. And you agree that there's
no di spute that Powderhorn itself is fully commtted
to Marathon's JOA?

MS. KLINGLER: That's correct.

MR. RANKIN:. You heard sone testinony
from M. Macha that Marathon's JOA is an old JOA and
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didn't contenplate horizontal wells. Do you recal
that testinony?

MS. KLINGLER: | do recall

MR. RANKIN: Is there any dispute,
however, that Marathon's JOA is still valid and
applies to the acreage and woul d govern Marathon's
proposed horizontal wells?

M5. KLINGLER: There is no dispute.

MR. RANKIN:. And is it comon for
operators to continue to rely on and operate under
JOAs that predate horizontal well drilling?

MS5. KLI NGLER: Absol utely.

MR. RANKIN: Ckay. Is it your

understanding that the Division -- well, | think I've
al ready asked this question, so | can skip that. It's
good.

You heard M. -- you were present for

M. Macha's testinony yesterday regarding
Kai ser-Francis's interests and its agreenents with
Powder hor n?
MS. KLI NGLER:  Yes.
MR. RANKIN: Based on your
under standi ng -- now, you had discussions with
Kai ser-Francis as well; correct?

MS. KLI NGLER: Yes.
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MR. RANKIN:. Based on your
understanding -- and you had di scussions wth
Powder horn's co-CEO, M. Jack Yates, regarding that
agreenent with Kaiser-Francis and Powder horn; correct?

MS. KLI NGLER:  Yes.

MR. RANKIN: Based on those discussions
and what you know, do you have any differences of
opi nion or coments regarding M. Macha's testinony?

M5. KLINGLER: | don't disagree that
It's contingent.

MR. RANKIN. \When you say it's
contingent, you nean -- neani ng what?

MS. KLINGLER: That Kai ser-Francis
entered into a letter agreenent with Powderhorn for a
trade, and if there was interest left, then they would
receive a 32 percent carry from Powderhorn. And that
was confirmed by Jack Yates.

MR. RANKIN: And you understand that as
part of that agreenent, Kaiser-Francis signed
Powder horn's proposed JOA; correct?

MS. KLINGLER: That is correct.

MR. RANKIN: And tell me what your
understanding -- well, tell me your opinion about that
comm tnment to, Kaiser-Francis's commtnment to

Powder horn' s JOA.
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M5. KLI NGLER: Based on ny
conversations with Kaiser-Francis's |and manager and
wi th Powderhorn's co-CEO, it did not sound like a true
comm t ment .

MR. RANKIN: And why do you say that?

MS. KLI NGLER: Because Kai ser-Francis
made a deal to trade out of the acreage if Powderhorn
W ns operations. So they won't be a part, it won't
matter.

MR. RANKIN. And based on your -- based
on that, do you have an understandi ng of whether
Kai ser-Francis would want to be in acreage where
Powderhorn is drilling its first wells?

MS. KLINGLER: | was on several Teans
neetings with the | and manager at Kai ser-Francis and
he expressed, on nultiple tines, nmultiple occasions,

t hat Kaiser-Francis did not want to be in the
guot e/ unquote practice wells wth Powderhorn.

MR. RANKIN:. Now, |I'mgoing to turn
back to the | and statenment of M. Macha. He
i dentifies here that, in paragraph 14, that they own
or control 159.12 net acres subject to the Marathon
JOA in the north half of Section 2. Do you see that?

MS. KLINGLER: | see that.

MR. RANKIN: Based on your
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cal cul ati ons, just based on the total net acres, or
the total acreage in the unit, is that even possible?

MS. KLINGLER:  No.

MR. RANKIN: Why is that?

M5. KLINGLER: In the north half of
Section 2, there are 320.32 acres. Marathon owns
177.7. The remai nder woul d be approximately, | think,
143, which includes the Kai ser-Francis nunbers and the
nunbers we have for Powderhorn. And they woul d be
around 45 percent between those two, and Marat hon has
over 55.

MR. RANKI N: So if I were to add up, or
you were to add up, or the Division were to add up al
the interests in Powderhorn's working interest chart,
woul d that exceed 100 percent?

MS. KLINGLER: Yes.

MR. RANKIN: Al right. 1In fact, does
Powder horn show itself having a greater interest than
you show in their acreage?

MS5. KLINGLER: Yes, on their slide they
showed nore than we have in our certified title
opi ni on.

MR. RANKIN. And they show Marat hon as
havi ng | ess than you show, correct?

MS. KLI NGLER: That's correct.
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MR. RANKIN:. Ckay. So part of that
di sconnect is because sone of that acreage that
bel ongs to Marat hon has been accounted for under
Powder horn's interest?

MS. KLINGLER: That's what it | ooks
| i ke, and why they put Avant in the north half of 2.

MR. RANKIN. Goi ng back to Powderhorn's
exhibits in their direct case. Exhi bit A-8, there's a
comment in the top left corner under the first bullet
that states that, "Marathon is relying on an existing
JOA one-nmi |l e that has been superseded by Powder horn
and Kai ser-Francis."

Do you see that?

MS. KLINGLER: | see that.

MR. RANKIN. And you heard M. Macha
testify along those sanme lines, that there's a
supersedi ng JOA; correct?

MS5. KLINGLER: | heard him say that,
yes.

MR. RANKIN:. Do you agree that
Mar at hon's JOA has been superseded by Powder horn's
proposed JOA?

MS. KLI NGLER: No.
MR. RANKIN. \Why? Why do you di sagree?
M5. KLINGLER: The Mar at hon- oper at ed
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JOA is an active JOA that covers the north half of
Section 2 and has not been rescinded or expired. And
the major party in the north half of 2, Mrathon, has
not executed the Powderhorn JOA.

MR. RANKIN: Has any party to
Mar at hon's JOA rescinded or revoked its commtnent to
t hat docunent ?

MS. KLI NGLER: No, they have -- no,

t hey have not.

MR. RANKIN. And to be clear, Marathon
still owns the majority working interest in the north
hal f of Section 2 with 55 percent interest?

MS. KLINGLER: Yes, sir.

MR. RANKIN: | want to talk alittle
bit about Powderhorn's comrents regardi ng Marathon's
activity in the area.

Par agraph nunber 18 in the statenent
fromthe | andman says that ConocoPhillips has been
I nactive for the |last eight years in this acreage.

Do you have a response to that?

MS. KLI NGLER: ConocoPhillips did not
own the acreage in the north half of Section 2 until
Novenmber 22nd of 2024.

MR. RANKIN: In fact, did

ConocoPhillips own acreage in the imedi ate offsetting
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area?

MS. KLINGLER: Conoco does own acreage
in the i mediate offsetting area and has been very
active.

MR. RANKIN: Ckay. But as to this
acreage, ConocoPhillips wasn't active because it
didn't own it; correct?

M5. KLINGLER: That's correct. But
Mar at hon was acti ve.

MR. RANKI N: Tell me alittle bit about

the tineline as soon as -- rem nding us when Marat hon
was acquired by ConocoPhillips and what steps
ConocoPhi |l i ps took to begin operations in this
acreage.

MS. KLINGLER: So Conoco cl osed on the
acqui sition of Marathon, as | said, Novenber 22nd of
2024. Prior to that, Marathon had updated its title
and pl anned the Canpana north half mle unit to be
drilled, which we picked up fromthem and activity
started within ten nonths when we first disclosed to
Powder horn that we planned sel f-devel opnent.

MR. RANKIN:. And if | go back to that
conmmuni cations | og where we tal ked previously about
the entry on October 29th, approxi mately how many

nmonths was that fromthe tinme that the acquisition
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cl osed?

MS. KLINGLER: It's about ten nonths,
el even nonths. Yeah, about ten nonths, we started
activity. And we -- we currently operate a well.
Sorry.

MR. RANKIN: In that sanme acreage;

correct?

MS. KLI NGLER:  Yes.

MR. RANKIN: And where is that well
conpl et ed?

MS5. KLINGLER: In the north half of 2.

MR. RANKIN: And what zone is it in?

MS. KLI NGLER: Morrow.

MR. RANKIN: Okay. And so there's an
active -- agreenent in place with the state | and

office for that well?

MS. KLI NGLER:  Yes.

MR. RANKIN: Okay. On the sane topic
about activity, I'"'mgoing to nove into the question of
di vest nent s.

| think going to the point that perhaps
this acreage is not as inportant to Marathon as it is
to Powder horn, Powderhorn's testinmony was that
Mar at hon had, or ConocoPhillips had been actively

divesting its interest in this acreage. Do you recal
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that testinony?

>

KLI NGLER: | recall.

3

RANKI N:  And what is your response
to that?

MS. KLINGLER: We did not divest.

MR. RANKIN. Ckay. What does
di vestment nmean to you?

M5. KLINGLER: To sell, get rid of.

MR. RANKIN: Did ConocoPhillips or
Mar at hon sell or divest or trade out any of its
acreage identified on this exhibit?

MS. KLINGLER: No. We entered into
strategi c devel opnent agreenents to make sure our
acreage was devel oped properly.

MR. RANKIN. Just at a high level so we
get the color, explain what ConocoPhillips and
Mar at hon, their engagenent was, as part of that
devel opnment pl an.

M5. KLINGLER: So B and C are referring
to Bat Bonb, which is B, and Cis War Pigeon, which
has been referred to by Powderhorn. A is prior to the
ConocoPhi |l i ps acquisition of Marathon, so | don't
have any history with that one, but | was the sole
| andman involved with B and C. W marketed these

proj ects because we wanted to get themdrilled at a
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certain time and we had a federal obligation to neet.

And so we marketed and we vetted
conpanies and it took over a year to get a fornal
vetting process done and agreed to. And then we went
forward with devel opnent agreenents and a ful
col | aboration so that these units were devel oped
according to ConocoPhillips's best case scenario.

MR. RANKIN: And just so | understand,
when you say the coordination and best case scenari o,
wer e ConocoPhillips's engi neers and geol ogi sts and
| andmen intimtely involved --

MS. KLINGLER: Yes.

MR. RANKIN: -- with the planning and
t he devel opnment of that acreage?

MS. KLINGLER: Yes, sir.

MR. RANKIN. Ckay. And did
ConocoPhillips maintain its engagenent and oversi ght
of those devel opnment projects?

M5. KLINGLER: Yes, | did the majority
of the |and work.

MR. RANKIN: And as to the engineering
and geol ogy, were the ConocoPhillips engi neers and
geol ogi sts continuing to be engaged with the
devel opnent of that project?

MS. KLI NGLER: There was full
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col | aboration between the conpany that we allowed to
operate and ConocoPhilli ps.

MR. RANKIN:. Did any of these
agreenents happen under a term assi gnnent?

MS. KLI NGLER: No.

MR. RANKIN: And any of them under a
farm out ?

M5. KLINGLER: | do not call them a
farm out because we were so heavily involved in the
pl anni ng and executi on.

MR. RANKI N. Paragraph 18 of the | and
statenent goes into sone detail addressing
ConocoPhi |l l'i ps's general preference for |onger
| ateral s and devel opi ng | onger | aterals.

VWhat's your reaction or response to
t hat statenent under that paragraph?

M5. KLINGLER: M reaction is that nost
conpanies try really hard to extend their |aterals
wher e possi ble, but that doesn't nean one mle is bad.

MR. RANKIN:. And is that part of the
reason that ConocoPhillips and Marathon were
I nterested in engaging with Powderhorn over the
negoti ations that were presented to it?

MS5. KLINGLER: Yes. They nmde an

attractive trade offer to us to extend our |laterals in
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anot her Conoco-operated project, which we were excited
about .

MR. RANKIN: So tell nme, wthout
getting into specifics, Marathon's and
its -- Marathon's nmanagenent, or ConocoPhillips's
managenent's initial response to Powderhorn's trade
pr oposal ?

M5. KLINGLER: They were -- the
managenment team was happy to hear about it. They
t hought that it m ght be nore value accretive for the

sharehol ders if we were able to extend laterals in the

other area. W still believe that the one-mle wells
I n Canpana will be good wells and will create val ue.
However, |i ke nobst conpanies wanting to extend

| aterals, we thought it'd be a way for us to get out
of Powderhorn's hair and they get out of ours.

MR. RANKIN:. Ckay. And so because of
that, the attractive nature of it and the ability to
extend | ateral s el sewhere, that was the reason that
Mar at hon undertook a due diligence effort to eval uate
that trade; right?

M5. KLINGLER: Yes. And we did quite a
bit of work vetting that trade.

MR. RANKIN: Did Marathon or

ConocoPhi |l i ps accel erate that trade eval uation?
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>

KLI NGLER:  Yes, we did.

3

RANKIN:  Did you comruni cate that
t o Powder horn?

M5. KLINGLER: | did. | told them we
were scranbling to make sure that we got to it in a
timely manner, as quickly as possible, given the
timng of the hearing.

MR. RANKI N: Utimtely, Marathon did
not accept that trade, right, and ended negoti ati ons;

correct?

o

KLI NGLER: That's correct.

3

RANKIN: As to the trade deal s;
correct?

MS. KLINGLER: To the trade.

MR. RANKIN. Ckay. Explain, if you
woul d, just from your perspective, why that, why the
trade deal negotiations ended?

MS. KLINGLER: | asked multiple tinmes
after doing nmy due diligence if Powderhorn could show
me conveyance docunents or sone type of letter
authorizing themto market the interest to us. And |
finally asked the CEO co-CEQO, Jack Yates, who called
me and said that they didn't own it and that they
woul dn't be able to do the trade after all.

MR. RANKIN: And that was over a period
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of, what, like a day and a half, two days?

MS. KLINGLER: Yes.

MR. RANKIN. And given the nature of
negoti ations and the timng, would you agree that
timng was of the essence?

MS. KLI NGLER:  Yes.

MR. RANKIN: Ckay. And it wasn't that
they weren't responding to you; correct?

MS. KLINGLER: Correct.

MR. RANKIN:. They just weren't
answering your question.

MS. KLINGLER: Correct.

MR. RANKIN: Ckay. And so you didn't
find out until you got that note from M. Yates;
correct?

MS. KLINGLER: That's correct.

MR. RANKIN. Ckay. How many years,
Ms. Klingler, have you been a | andnan?

MS. KLINGLER: About 35.

MR. RANKIN: Have you ever had the
occasi on occur where a trade was proposed by a
counterparty, a letter of intent was drafted by that
counterparty and sent over with proposed acreage
trade, only to find out later that the counterparty

did not actually own that acreage?
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MS5. KLINGLER: 1've never had an
i nstance where they did not own the interest at all.

MR. RANKIN: What was Marathon's
managenment's response about conti nui ng negoti ati ons
w th Powderhorn in this acreage on a trade deal ?

MS. KLINGLER: They were extrenely
di sappoi nted and said, then let's continue with our
sel f-devel opnent .

MR. RANKIN: That was the determ nation
from managenment, but did in fact discussions continue
wi th Powder horn over a potential resolution?

MS. KLINGLER: Yes. W continued to
eval uate carry offers that were offered to us by
Powder horn. We went through many iterations of
eval uations and reviews to try to resolve this prior
to hearing.

MR. RANKIN: So notw thstanding the
di sappoi ntment or the, you know, the concern over the
trade deal, Marathon continued to engage with
Powder horn over a potential resolution; correct?

MS. KLI NGLER:  Yes.

MR. RANKIN: At the sanme tine, was
Mar at hon preparing a plan to devel op this acreage on
its own then?

MS. KLI NGLER: Yes.
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MR. RANKIN: And that was a plan that
it had earlier contenplated; correct?

MS. KLINGLER: Correct, prior to the
acqui sition.

MR. RANKIN:. Ckay. Now, did anything
t hat Powder horn offered to Marathon match what
Mar at hon coul d achi eve through its own devel opnent of
one-mle wells?

MS. KLINGLER: All the eval uations,
nunmbers that were set to nme by Dr. Umekwe, showed t hat
we woul d create nore value by drilling the north half
our sel ves.

MR. RANKIN: Now, this has conme up in
this hearing, that Marathon had actually originally
proposed one-and-a-half-mle lateral; is that true?

MS. KLINGLER: That's correct.

MR. RANKIN: And subsequent to that,
during the fallout of these negotiations, Marathon
then decided that it was going to revert to one-nile
wells; correct?

MS. KLINGLER: Correct.

MR. RANKIN:. Ms. Klingler, just if you
woul d, explain a little bit about Mrathon's thinking
and why it chose to pursue the one-mle well instead

of a one-and-a-half-mle well.
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MS. KLINGLER: Prior to, | believe the
week before, or when exhibits were due, is when we
found out that Avant was dism ssing their case at the
Wol fcanp. So everything we did was also with keepi ng
in mnd that they were also trying to execute on the
south half of Section 2 and the southeast of 3.

And given that Coterra and Powder horn
were doing a trade for Powderhorn to gain interest in
t he east half of 2, Conoco was trying to be reasonable
and all ow each party to develop their own acreage.

MR. RANKIN: You said east half of 2.

Did you nean east half of 3?

MS. KLI NGLER: ' msorry. Yes, thank
you. Sorry.

MR. RANKIN. Ckay. So, essentially
what | hear you saying, is that observing all the

negoti ati ons that were happening at a rapid pace, you
saw that Coterra nmade a deal with Powderhorn in the
east half of Section 3.

MS. KLI NGLER: Yes, sir.

MR. RANKIN: And then you understood
t hat Avant was continuing to want to develop its
acreage that it owned in the south half of 2; correct?

MS. KLINGLER: That is what Avant told
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MR. RANKIN:. Ckay. And so then based
on all that, and based on the inability to trade out
i n an equitable manner, and based on Powderhorn's
inability to make an offer to ConocoPhillips and
Mar at hon that matched at | east what it could achieve
t hrough its own devel opnent, Marathon then decided to
proceed to develop this acreage on its own?

MS. KLINGLER: That's correct.

MR. RANKIN: And retracting to a one
mle plan of devel opnent, what did that allow the
ot her operators to do?

M5. KLINGLER: It would allow them
to -- to develop their own 320.

MR. RANKIN: So in each case, then,
operators with the majority working interest, and
maj ority working interest control in their own
acreage, could then proceed to develop their own
acreage; correct?

MS. KLINGLER: Absolutely. Wth higher
wor ki ng i nterest.

MR. RANKI N: On that point,

Ms. Klingler, how does the percentage of working
i nterest factor in sonetines to an operator's
determ nati on about whether to drill |longer laterals

or shorter |ateral s?
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M5. KLINGLER: In this particular case,
we prefer to have our 55.5 percent over being dil uted
t hr oughout the 959, alnost 1,000 acre spacing unit.
That creates nore value for our sharehol ders and
allows us to develop the acreage that we purchased
under the JOA that we have.

MR. RANKIN:. Wbuld you agree that it
woul d all ow Marathon to determne its own destiny with
Its own resources?

MS. KLINGLER: Absol utely.

MR. RANKIN: And it would allow
Mar at hon to develop its acreage in the manner it deens
best fit for the acreage?

MS. KLI NGLER: Yes.

MR. RANKIN: And that would include
co-devel opnment, vertical co-devel opnent between the
upper and | ower benches?

MS. KLINGLER: Yes, sir.

MR. RANKIN. Ckay. | want to talk
about the term assignnment issue that came up during
Powder horn's testinony.

You' re aware that Powderhorn has
concerns that they've acquired their interest in the
north half of Section 2 through a term assignnent?

MS. KLI NGLER: Yes.
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MR. RANKIN: And that term assi gnnent
was an assi gnnment from VATEX; is that correct?

MS. KLINGLER: That's correct.

MR. RANKIN: So just at a high |evel
explain, what is a term assignnent, what does it
require?

MS. KLINGLER: Term assignnents usually
have an obligation attached to themin order to
continue to own or operate the interest or have the
wor ki ng i nterest.

MR. RANKIN: So as | understand, and
tell me if I"'mwong, if you disagree, but M. Micha's
testinony was that based on this term assignnent they
acqui red from VATEX, they have an obligation to drill
within a certain deadline; correct?

MS. KLINGLER: That is correct.

MR. RANKIN: And based on the publicly
filed records, is there -- is it your understandi ng
that a single well could satisfy the terns of that
term assi gnnment ?

MS. KLINGLER: That is ny understanding
fromthe recorded docunent.

MR. RANKIN:. And so based on that,

t hen, any operator -- it doesn't need to be

Powder horn; correct?
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MS. KLINGLER: Correct.

MR. RANKIN. It could be any operator
drilling any well within the term assi gnnment acreage
outlined in dashed blue lines in Powderhorn's
Exhi bit A-12?

MS. KLINGLER: That is correct.

MR. RANKIN: So if Marathon were to
drill its one-mle wells in the north half of
Section 2, would that preserve, based on the publicly
filed docunents, Powderhorn's full interest in that
term assi gnnment ?

MS. KLINGLER: Yes.

MR. RANKIN: And if Marathon were to go
ahead and develop the north half acreage on its own,
woul d that prohibit Powderhorn fromdrilling itself,
the south half of Section 27?

MS. KLI NGLER: No.

MR. RANKIN:. And if Powderhorn were to
do that, would it preserve its interest and earn its
i nterest on the term assi gnnent ?

MS. KLI NGLER:  Yes.

MR. RANKIN: So there's nunerous
potential manners in which, ways in which Powderhorn's
i nterest could be preserved under any of these

scenari 0s?
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MS. KLI NGLER: Yes.

MR. RANKIN: And, in fact, Powderhorn
could continue to control its own destiny here by
drilling in the south half of Section 2; correct?

MS. KLINGLER: Correct.

MR. RANKIN: | do want to ask you just
real quick about the NSL issue. You're aware that
Powder horn intends to -- or it had sought
adm ni strative approval for a non-standard |ocation
for each of its horizontal wells?

MS. KLINGLER: Yes.

MR. RANKIN: And Marat hon objected to
that; correct?

MS. KLI NGLER:  Yes.

MR. RANKIN: And that objection is
mar ked as Rebuttal Exhibit Nunber 9; correct?

MS. KLINGLER:  Yes.

MR. RANKIN. And |'ve highlighted here
the four wells that are at issue in Powderhorn's
initial well proposal under its application; correct?

MS. KLI NGLER:  Yes.

MR. RANKIN:. Ckay. And at the bottom
of this page, it states that the application will be
cancel ed if Powderhorn doesn't either resolve the

obj ection from Marathon or bring the case to hearing;
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correct?

MS. KLINGLER: Correct.

MR. RANKIN: And Powder horn has done
nei t her of those things; correct?

MS. KLINGLER: Correct.

MR. RANKIN. And Marathon still opposes
Powder horn's proposed non-standard | ocati ons?

MS. KLI NGLER:  Yes.

MR. RANKIN: M. Klingler, what does
Mar at hon ask the Division to do?

MS. KLINGLER: We ask that Powderhorn's
application be rejected and all ow Marat hon to devel op

Its acreage under the current joint operating

agr eenent .

MR. RANKIN: And based on that, would
Powder horn still have the ability to develop its
acreage?

MS. KLI NGLER: Yes.

MR. RANKIN. M. Hearing Oficer, I
have no further questions of Ms. Klingler and nake her
avai l abl e for cross-exam nati on.

THE HEARI NG EXAM NER: M. Hol | i day.

MR. HOLLIDAY: | know we're in a bit of
a time crunch. | think I'"mgoing to go kind of | ong
with --
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THE HEARI NG EXAM NER: Then we can
ei ther break now, and you can do it all at once after
we cone back at two o' clock, or you can start now and
we can break at 12. \What do you prefer?

MR. HOLLI DAY: Yeah, |'d prefer to just
start after |unch.

THE HEARI NG EXAM NER: | thought so.
OCkay, that's good.

Is there any -- let's use this tine
now, then, to tal k about post-hearing subm ssions,
since we have a few m nutes.

Does either party anticipate requesting
an expedited transcript? No, okay, | see
both -- okay. So there won't be an expedited
transcri pt, okay.

So, M. Aragon, do | assunme two weeks?

THE REPORTER: That's about correct,
yes, sir.

THE HEARI NG EXAM NER:  Sounds good.

WIIl the transcript be sent directly to
the OCD | aw cl erk?

THE REPORTER: Yes.

THE HEARI NG EXAM NER: Ckay. Very
good. So at that point, Freya will notify the

parties.
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How | ong do the parties want for
post - heari ng subm ssions?

MR. RANKIN: | think 30 days fromthe
date of the transcript receipt probably would be
standard and acceptable given all the other
obligations | have out there. And Ms. Vance does,

t 0o.

THE HEARI NG EXAM NER: Ckay. Thirty
days seens a bit long to ne. Typical is two weeks,
t hat | understand.

But I'll go with M. Holliday, it's
your case that we're here to hear, what do you want?

MR. HOLLIDAY: Well, I'"'minsulted to
hear M. Rankin thinks | don't have obligations.

No, | think, and given this case,
there's a lot here. It seens like a sinple case, but
| think 30 days in this case would be warranted.

THE HEARI NG EXAM NER:  Very good.
Okay. Then we have an agreenent on 30 days.

So 30 days fromthe 25th of March w |
be the 22nd of April. So |I'mgoing to set a deadline
for post-hearing subm ssions for the 22nd of April
That'll be at 5 p.m

Now, M. Fordyce, do you prefer just

written closing argunents, or do you prefer witten
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cl osing argunents with proposed findi ngs and

concl usi ons?

MR. FORDYCE: | l|ike, M. Hearing
Exam ner, | just would like to request a brief, no
nore than ten-page, closing argunent. | don't think

It's necessary to rehash everything that we've covered
at the hearing.

THE HEARI NG EXAM NER: COkay. So no
proposed findings or conclusions, just a ten-page
maxi mum witten cl osi ng?

MR. FORDYCE: That's correct.

THE HEARI NG EXAM NER:  All right.

How do the parties feel about that?
"1l start with you M. Holliday.

MR. HOLLIDAY: This is kind of Iike
when ny wife expresses her preferences. | think it's
better just to go along with it.

THE HEARI NG EXAM NER:  Ckay.

MR. HOLLIDAY: | think I will accept
his wi shes.

THE HEARI NG EXAM NER: And you still
t hi nk you need 30 days for a ten-page closing
argunment ?

MR. HOLLIDAY: | don't think I need 30

days to do a ten-page closing argunent with no
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proposed findings of fact, but I'Il defer to
M. Rankin. |It's not material to Powderhorn.

THE HEARI NG EXAM NER:  Ckay.

MR. RANKIN: Yeah, if we don't need to
do the findings and conclusions, then |I don't think we
probably need the 30 days either.

THE HEARI NG EXAM NER:  Two weeks?

MR. RANKIN: Two weeks, | think, would
do.

THE HEARI NG EXAM NER:  All right. So
we'll say the 8th of April, 5 p.m, close of business.
Why don't we say the 10th, let's say Friday, we'll
give you guys an extra two days. So let's say the
10th of April, close of business, 5 p.m | wll
rem nd the parties that argunents that are not cited
to the record won't be consi dered.

Okay. That being said, is there
anything else to discuss when it conmes to post-hearing
procedure before we break?

MR. RANKIN:. On your comrent about
argunents that aren't cited to the record, | presune
t hat excludes | egal argunents, that doesn't include
| egal argunents.

THE HEARI NG EXAM NER:  Wel |, | nean,

| egal argunents have to be based on facts.
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MR. RANKIN:  Okay.

THE HEARI NG EXAM NER:  So, yes, it does
i ncl ude | egal argunents.

Anyt hing el se that we haven't gone over
that's a good tinme now to go over?

We still have not admtted A-18. Your
case is closed, so that that exhibit won't be
adm tted.

We did tal k about A-9, revising it to
renmove that piece to the NSL. M. Rankin withdrew his
obj ection to A-19 and A-9.

Al of Marathon's exhibits are
adm tted.

So, M. Holliday, I want you to submt
a revised exhibit packet with those changes, and a
cover letter specifying why you did what you did.

Pl ease pass it by M. Rankin or Ms. Vance before you
submt it.

MR. HOLLI DAY: Yes, sir. And we've
al ready conferred about that, so | don't think that'l|
t ake | ong.

THE HEARI NG EXAM NER: " m not giving
you a deadline for that. | suspect you want your
exhibits to be reviewed by M. Fordyce, so | would

t hink you would want that in by the 10th of April, at
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the very | atest.

Anyt hi ng el se?

MR. RANKIN: Not that I can think of.

THE HEARI NG EXAM NER: Ckay. Well,
you' |l have nore opportunity later at two o' clock when
we restart.

Ms. Klingler, thank you, and we'll see
you at two o' cl ock.

We're off the record.

(OFf the record.)

THE HEARI NG EXAM NER:  It's 2:15.
We' re back on the record.

M. Holliday, you were about to
cross-exam ne Ms. Klingler.

MR. HOLLIDAY: Yes, I'mtrying to get
on the Teanms so | can share ny exhibits. One second.

This is a new problemfor ne. |
haven't had this problemyet, so if you will just bear
with me just a second.

Okay, now |'min.

CROSS- EXAM NATI ON

BY MR. HOLLI DAY:

MR. HOLLIDAY: All right. Before we

start, apologize in advance, | have a lot to talk to
you about. But | promse | have very little to talk
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about with the next witness, so it'll balance out.

Before we get started, though, | wanted
to address sonme of the statenments that were nmade by
M. Rankin in his opening, and |I'm paraphrasing, but
his statenment was sonething to the effect that --

THE HEARI NG EXAM NER: M. Hol liday,
it's not evidence, his opening statenment, so |'d
prefer you don't address -- | mean, you can ask
guestions to the witness, but let's not bring up his
openi ng statenent.

MR. HOLLI DAY: Ckay.

THE HEARI NG EXAM NER:  Thank you.

MR. HOLLI DAY: Okay, then | can do this
real ly quickly.

BY MR. HOLLI DAY:

MR. HOLLIDAY: Was it Conoco's express
Intent to acquire this acreage so that it could self-
develop it?

MS. KLINGLER: Conoco acquired Marat hon
for nmultiple reasons, including |ocations to drill.

MR. HOLLIDAY: Right. But it's fair to
say that this specific acreage was not under
consideration in the scope of the entire acquisition?

M5. KLINGLER: | was not part of the
A&D t eam
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MR. HOLLI DAY: Yeah, we'll skip all

t hat .

| want to start with the JOA, the '76
JOA. And | guess before | go further, 1'mgoing to do
my best to ask clear questions. |If for whatever
reason, |I'mnot trying to trip you up, if you need ne
to clarify or restate it, just let me know.

This JOA, it's dated January 1, '76; is
that right?

MS. KLI NGLER: Yes.

MR. HOLLIDAY: And it's a Form 610.
And gi ven your | ong experience, | assune you're

famliar with that fornm is that correct?

M5. KLINGLER: I'mfamliar with this
JOA.

MR. HOLLI DAY: And this was not
designed for -- | mean, excuse ne. |t was designed

for vertical well operations; is that correct?

MS. KLINGLER: Yes, as many of them are

t hese days.

MR. HOLLI DAY: And for this JOA t hat

we' re tal king about today, are there any provisions

t hat contenplate horizontal devel opnent?

MS. KLINGLER: There are no provisions

that don't allow it.
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MR. HOLLI DAY: Right, but that wasn't
my question. Are there provisions -- sone of the
| ater forms have provisions for horizontal wells.
This one does not; is that fair?

M5. KLINGLER: It's silent.

MR. HOLLI DAY: Silent. Ckay.

And how many wel | s have been drilled
under this JOA since it was executed?

MS. KLINGLER: One.

MR. HOLLIDAY: And is that the initial
well that was drilled al nost 50 years ago?

MS. KLINGLER: Yes.

MR. HOLLI DAY: Okay. And the only
operations today are the ones that are maintaining
that vertical well; is that accurate?

MS. KLINGLER: That's correct.

MR. HOLLI DAY: Okay. When did Conoco

become aware -- and when | say "Conoco," | nean
Conoco/ Marat hon. | use those terns interchangeably,
but I'll try to use Marathon.

VWhen did Marathon first becone aware of
Powder horn's pooling application in this case?

M5. KLINGLER: | don't know when
Mar at hon becane aware of it. | do know that | was

told by other people that Powderhorn had reached out
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to other individuals wthin Conoco/ Marat hon about this
project. But |I'mthe | andman over the area and |
didn't receive it until later.

MR. HOLLI DAY: Okay. And | know
there's been sonme turnover and | don't know the answer
to this question, but were you the land -- were you
the | andman in charge of this project as of July '25?

MS. KLI NGLER:  Yes.

MR. HOLLI DAY: Okay.

MS5. KLINGLER: In charge of that area.

MR. HOLLIDAY: |In charge of that area.
But you weren't the person that was notified of the
applications?

M5. KLINGLER: | was not the person who
was initially notified about Powderhorn's proposal.

MR. HOLLI DAY: Okay. So at any tine,
to your know edge, between July of '25 and Decenber of
'25, so it's second half of '25, did Marathon file any
APDs or C-102s for the Canpana state wells?

MS. KLI NGLER: No, not during that tinme
frame.

MR. HOLLI DAY: And as we tal ked
earlier, Marathon initially proposed a m | e-and-a-half
devel opnent; is that correct?

MS. KLINGLER: W did.
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MR. HOLLI DAY: Okay. But then you
resci nded that?

MS. KLINGLER: We did.

MR. HOLLI DAY: Yeah. And when you
rescinded it, do you renmenber when you communi cat ed
that to Powder horn?

MS. KLINGLER: | believe it was the
begi nni ng of February. W explained that we thought
It would be best if everybody stays in their own
sandbox and it'd be fair if each conpany devel oped
their interest.

MR. HOLLI DAY: Okay. And we heard
testinmony from Dr. Unekwe yesterday that
one-and-a-half-mle laterals are, quote, generally
recogni zed as favorable conpared to one-mle wells.

So if Marathon's confident that it
controls 100 percent of the north half of Section 2,
and that its JOA protects it from Powderhorn as a
third-party operator, why would it not continue
pursuing its own mle-and-a-half plan into Section 3?

M5. KLINGLER: [|'m sorry, can you
rephrase that?

MR. HOLLI DAY: Miuch has been made about
Mar at hon' s working interest control in the north half

and 100 percent commtted to this old JOA and al
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t hat .

So if you were confident in that, why
stop -- why just -- why play in your own sandbox, so
to speak, and not extend into 3, if Marathon's
testinony is that one-and-a-half-mle wells are
pr ef erabl e?

MS. KLINGLER: In this instance we
under st ood from Powderhorn that they were acquiring
the majority interest in the east half of 3. W did
not have an interest in the northeast of 3. W backed
off to allow themto operate their own mgjority-owned
I nterest in east half of 3.

And Avant had the majority interest in
the south half of 2, and at the tinme, they had their
own proposals and own case pending in the Wl fcanp.
And so we thought it'd be reasonable and fair for each
conpany to play in their own sandbox in this area.

MR. HOLLI DAY: Okay. And so then you
reverted to this one m | e devel opnent plan and the one
t hat you've been tal king about. When were those well
proposals first sent to the various working interest
owner s?

MS. KLINGLER: One well proposals were
sent February 12th.

MR. HOLLI DAY: February 12th, yeah.
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M5. KLINGLER: To the parties we
bel i eved owned in our JOA

MR. HOLLI DAY: Sure. And when did you
eventually file your C-102s?

M5. KLINGLER: That's the regul atory
functions job.

MR. HOLLI DAY: Ckay.

MS5. KLINGLER: | don't know the exact
date that they filed them

MR. HOLLIDAY: If | were to pull up
your exhibits, A-3, would you agree that is -- your
Exhi bit A-3, would you agree that it is signed
February 19, 20267

MS. KLINGLER: WMay | see?

MR. HOLLI DAY: | hope you can.

| don't have a whole lot of slides to
go through.

We have A-3. This is an anti-climatic
guestion, but if you go to the bottom of A-3 there,
fair to say these -- that was signed by a
representative of ConocoPhillips on February 19, 2026?

MS. KLI NGLER:  Yes.

MR. HOLLI DAY: And do you happen to
know what the date for the APDs for the Canpana state

wells, do you know what date those were filed?
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MS5. KLINGLER: | don't have the date
that the permts were filed, the APDs.

MR. HOLLI DAY: Ckay.

M5. KLINGLER: | can guess it's the
2/ 19 here.

MR. HOLLI DAY: Okay. Approximately end
of February; is that fair, when you would expect the
APDs to have been filed?

MS. KLINGLER: That's fair.

MR. HOLLI DAY: Okay. So the APDs and
the C-102s, they were all filed within three weeks of
t he hearing?

MS. KLINGLER: Well, we knew we had to
show that we actually -- we had an executabl e plan, so
absol utely.

MR. HOLLI DAY: Okay. But you didn't,
for any reason, file them before that in advance of
this hearing?

MS. KLINGLER: We did file in
advance -- in advance of the hearing.

MR. HOLLI DAY: Okay. Never m nd.
Strike that. I'ma little flustered by ny conmputer
here. Let's, let's nove on.

Has Conoco -- have you -- has Conoco

commtted capital budget in its 2026 program for the
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four Canpana state wells?
MS. KLINGLER: We have a dri
conpl eti on budget in which we will allocate

t hose projects.

I'11ng

funds to

MR. HOLLIDAY: So you will allocate,

but it has not been allocated as of today.
MS. KLINGLER: The AFEs have
t hrough our approval system but they will.
MR. HOLLI DAY: But you have
the wells to your working interest owners?
MS. KLINGLER: That is corre
MR. HOLLI DAY: And we'll tal
you' re now on a clock, under the JOA, to ex
that plan; is that correct?

MS. KLI NGLER:  Yes.

n't routed

pr oposed

ct.

k about how

ecute on

MR. HOLLI DAY: Okay. So if April 23rd

I's the deadline, and we'll get to why that
going to be able to allocate capital within
ConocoPhillips by that tinme?

MS. KLINGLER: We actually h
al l ocated capital because we have commenced
according to paragraph 12 of the JOA

MR. HOLLI DAY: | thought --

I's, are you

ave

wor k

and |'m not

trying to be cute. |Is your testinony that you have

all ocated capital, or that you have not?
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MS. KLINGLER: We have not run the AFE
for the drilling conpletion portion, but we have
started spendi ng noney on this project.

MR. HOLLI DAY: Okay. Thank you.

M. Rankin stated earlier that Conoco
was waiting -- and |I'mgoing to paraphrase -- waiting
to slot the Canpana wells into their devel opnment plan.
Is that a fair summry?

M5. KLINGLER: It is a -- it's a pretty
fair summary, if | can add to it.

MR. HOLLI DAY: Well, nmaybe in response
to this next question. Have they been allocated a rig
in the drilling progranf

MS. KLINGLER: We have a 15-rig -- hot
rig program We have 15 hot rigs running in the
Perm an right now. And the drill schedul es are
notoriously fluid and we are working themin to an
appropriate rig.

MR. HOLLI DAY: Okay. And so -- but if
| were to ask you -- that wasn't really answering ny
questi on.

Have the Canpana wells been allocated a
rig anongst those 15 hot rigs?

MS. KLINGLER: We are scheduling them

toarig.
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MR, HOLLI DAY:
to arig?

MS. KLI NGLER:

MR. HOLLI DAY:
scheduled to a rig?

MS. KLI NGLER:
proj ects that
we're drilling this year.

MR. HOLLI DAY:

identified a specific spud date for the wells?

MS. KLI NGLER:
spud dat e. However ,
timely manner

MR. HOLLI DAY:
mean to you?

MS. KLI NGLER:
| anguage of the JOA

MR. HOLLI DAY:

MS. KLI NGLER:
says.

MR. HOLLI DAY:

get to that in a second.

You guys built a pad for the wells?

MS. KLI NGLER:
trap pad yet.

haven't been scheduled to a rig yet that

we are planning to spud themin a

according to the | anguage of the JOA

You will schedul e them

Yeah.

But they have not been

No. But | have nmany

Ckay. Have you

| do not have a specific

Okay. What does tinely

According to the

23rd?
That's not what the JOA

So by April

Well, okay, fair. W'l

We haven't built the
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MR. HOLLI DAY: Have you run pipeline
and takeaway to the wells?

MS. KLINGLER: We're 750 feet away from
finishing that.

MR. HOLLI DAY: Okay. So you're close.

How about water takeaway, has that been
built out for these wells?

MS. KLI NGLER:  Yes.

MR. HOLLIDAY: It has. Ckay.

Okay. So let's tal k about that
tinmeline. Under section 12, after Marathon sends a
wel | proposal, which you -- your testinony was that
was February 12th, to Kaiser-Francis; is that correct?

MS. KLI NGLER: Correct.

MR. HOLLI DAY: Okay. The responding
parties then had 30 days fromthat tinmeline to el ect;
ri ght?

MS. KLINGLER: Wuld you m nd bringing
up the -- paragraph 12?

MR. HOLLIDAY: This internet's a really
good break for you.

Oh, it looks like I'"'mon. Okay, now
I"'min. 1'mgoing to go to your exhibit -- okay, |
beli eve you've marked this Exhibit A -- what is that?

Adam can you pull up your own exhibit,
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the AFE -- | nean, excuse ne, the JOA and go to
section 12. | don't know why ny conputer -- the
i nternet's not worKking.

BY MR HOLLI DAY:

MR. HOLLIDAY: Okay. So if we were to
focus on that mddle part of the first paragraph, it
says:

"Parties receiving notice shall have 30
days after receipt of notice to notify parties w shing
to do the work whether they elect to participate in
the cost of the proposed operation.”

s that right?

MS. KLI NGLER:  Yes.

MR. HOLLI DAY: Okay. So if we were to
scroll down to that next paragraph, it says:

"Operator shall, within 30 days,
actually comence work on the proposed operation and
conplete it to due diligence."

s that fair?

MS. KLINGLER: Yes.

MR. HOLLIDAY: So if the well proposals
were sent on February 12th, your deadline would be
m d-April to commence drilling of the wells; is that
correct?

MS. KLI NGLER: To commence wor k.
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MR. HOLLI DAY: To conmence work
on -- so how would you define "work"?

MS. KLINGLER: Anything related to the
proj ect readi ness and execution.

MR. HOLLI DAY: Okay. So doing title
wor k, woul d that count?

MS. KLI NGLER:  Yes.

MR. HOLLI DAY: Okay. | would push back
on that, but okay, that's your definition.

G ven that our post-hearing briefs are
due on April 10th, then, the Division should be able
to determ ne i ndependently whether you're going to
nmeet this obligation, this spud date obligation;
correct?

MS. KLINGLER: Was there -- I'msorry,
what was the question?

MR. HOLLI DAY: Qur briefs are going to
be due on April 10th; right?

MS. KLI NGLER: Ckay.

MR. HOLLIDAY: So by that tine, the
Di vi sion should be able to ascertain on its own
whet her you are noving to neet this April 23rd
obl i gati on.

MS. KLINGLER: We've net the obligation

under the JOA to commence work. There's not a spud
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date obligation date in here.

MR. HOLLI DAY: Okay. All right. You
know, let's nove on for that.

So for the Division -- you've proposed
an alternative to Powderhorn's plan, which is the only
pl an being applied for in this hearing. And for the
Division to rely on that alternative, the Division
woul d need to be satisfied that Marathon has a
credi bl e actionable plan; right?

MS. KLI NGLER:  Yes.

MR. HOLLI DAY: And as we've discussed,
I f Marathon is allowed to self-devel op under the JOA
there's no Division order or nechani smof any kind
that's going to require Marathon to spud within a
certain time frane.

MS. KLI NGLER: Correct.

MR. HOLLI DAY: And you don't intend to
spud before the April 23rd date?

MS. KLINGLER: That was not ny answer.
| didn't say that.

MR. HOLLI DAY: Do you intend to spud
before the April 23rd date?

MS5. KLINGLER: We are working on the
drilling schedule to slot it in. | don't have an

exact date yet.
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MR. HOLLI DAY: Well, ny question was do
you intend to -- is your answer you don't know?

Do you intend to spud on April 23rd?

M5. KLINGLER: That's not the required
spud date?

MR. HOLLI DAY: Well, that's not ny
guesti on.

M5. KLINGLER: Are you asking ne
arbitrarily for a spud date?

MR. HOLLIDAY: |'masking if you
intend -- because | think that's a | egal argunent
out side of what we're tal king about now. But is your
testi nony whether you intend to spud on the April 23rd
date or not?

MS. KLINGLER: | don't have the answer
to that yet.

MR. HOLLI DAY: Okay. And so under the
JOA, is there also -- there's no nechani smrequiring
Mar at hon when to drill. |Is there any requirenent in
there for the Wolfcanp B wells that Marathon clains
w |l be necessary, is there anything requiring themto
drill those wells?

MS. KLINGLER: Most JOAs don't have
requi renments |ike that.

MR. HOLLI DAY: And this one doesn't
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ei t her;

right?
MS. KLINGLER: It does not.
MR. HOLLI DAY: Okay. Now, we talked

about the Bat Bonb and the War Pi geon projects

earlier.

You recall that?
MS. KLI NGLER: Yes.
MR. HOLLI DAY: And you nentioned, |

think you said the sole [ andman, but | think you neant

| ead | andman, for Conoco on that project.

proj ect.

Okay.

MS. KLI NGLER: | was the | andman on t he

MR. HOLLI DAY: You were the | andman.

MS. KLI NGLER: For Conoco,

ConocoPhi | i ps.

to know.

MR. HOLLI DAY: Okay. That's all | need

So you had intimte know edge of those

deal ternms; correct?

you did
f arm out

control;

MS. KLINGLER: Yes.

MR. HOLLI DAY: Okay. And you stated
not consider the Bat Bonb and War Pi geon a
because Conoco is maintaining technical
is that correct?

MS. KLI NGLER: | said | didn't consider
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it a farm out because there was a | ot of collaboration
and control .

MR. HOLLIDAY: Okay. |I'mgoing to try
to share ny screen again.

Is it sharing? |It's not sharing.

M. Exam ner, can we take a
three-mnute recess to restart the conputer and see if
we can get this going?

THE HEARI NG EXAM NER: We don't have to
take a recess for that, just go ahead and do it.

Freya, are you able to help hinf

(Di scussion held off the record.)

BY MR. HOLLI DAY:

MR. HOLLI DAY: COkay. Ms. Klingler, |
apol ogi ze for technical difficulties. So we're going
to start back with this discussion of the Bat Bonb and
War Pi geon units.

And you nmentioned that you were the
sol e I andman, you were the COP | andnman, you have
i nti mate know edge of these docunments. And | thought
| heard you say that you did not consider this a farm
out; is that correct?

MS5. KLINGLER: That's correct. They're
devel opnent agreenents.

MR. HOLLI DAY: And the purpose of these
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devel opment agreenents, and again |'m paraphrasing
your prior testinony, is to ensure that COP' s acreage
was properly developed. Do | have that right?

MS. KLI NGLER:  Yes.

MR. HOLLI DAY: And you nentioned that
you guys were intimately involved. So COP was
intimately involved in all aspects of this co-project
with Admral, is that what | heard you and Dr. Unmekwe
testify to?

MS. KLI NGLER:  Yes.

MR. HOLLIDAY: Okay. So if you guys
were intimately involved in the planning -- and these
are approximately one mle to the east of the
Super Hornet -- and the purpose was to properly
devel op the acreage, why do you think the Wl fcam A
was devel oped not al ongside the Wbl fcanp B, why was
only the first Wl fcanmp bench devel oped by itself?

MS. KLINGLER: When Bat Bonb and
War Pi geon were planned it was prior to the | earnings
of Potato Baby/Keg Shell .

MR. HOLLI DAY: Okay. But you didn't
require Admral to co-develop the Bwith the A, is
that right?

MS5. KLINGLER: | would prefer not to

speak to the confidential ternms of our devel opnent
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agr eenent .

MR. HOLLIDAY: Okay. | think it says
enough that they didn't drill it. 1'll nove on.

So if I also -- we've gotten, | think,
into alittle bit of semantics. | think we're all

going to give Travis a hard tinme for using the word
"bequeath." You tal ked about the word "divest." But
you nentioned that COP had not divested any interest
in this unit; is that correct?

MS5. KLINGLER: | don't consider our
agreenent to be a divestiture.

MR. HOLLI DAY: Ckay. Well, | want to
| ook at Adm ral -- excuse nme, Powderhorn Exhibit A-22.

So this is a copy of the menorandum

that was filed of record. |Is that -- am | not sharing
my screen? | thought | was there. There we go.

Okay. |Is that -- | thought it kicked
me off again. | was about to | ose ny m nd.

Is this an accurate representation of
t he menorandum agreenent that you guys filed of record
with -- concerning your deals with Admral ?

MS. KLINGLER: That | ooks |ike the
front page of the menorandum

MR. HOLLI DAY: Okay. And what's the

pur pose of a nmenorandum filed of record?
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MS. KLINGLER: Constructive notice.

MR. HOLLIDAY: To third parties, right,
so they would know if you've bought or sold an
interest; is that fair?

M5. KLINGLER: So they would know t he
di vision of interest.

MR. HOLLI DAY: Okay. Sane thing.

And so if we go to that second
par agraph, could you just read that second paragraph
for me?

MS. KLINGLER: "The parties desire to
pl ace third parties on notice that ConocoPhillips and
Adm ral executed a devel opnent agreenent on August 1,
2025, under which Adm ral may earn an assignment of an
undi vided 71 percent of ConocoPhillips's right, title,
and interest in the | eases set out in Schedule A" --

MR. HOLLIDAY: And that's -- sorry,
that last part is not necessary.

So under this agreenent, Adm ral could
be entitled to an assignnment of 71 percent of Conoco's
I nterest in these | eases; is that correct?

MS5. KLINGLER: As to the well bores.

MR. HOLLI DAY: Excuse ne?

MS. KLINGLER: This one is as to the

wel | bor es.
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MR. HOLLI DAY: Okay. But that's an
interest in the | ease; correct?

MS. KLINGLER: Yes.

MR. HOLLI DAY: All right. And that
woul d be a divestnent; correct?

M5. KLINGLER: | don't consider that a
di vest nment .

MR. HOLLIDAY: |If Marathon transfers
71 percent of its interest to a third party, you don't
consider that a divestnent?

MS. KLINGLER: | consider this a
devel opnent agreenent that was nutually beneficial.

MR. HOLLIDAY: Okay. | think I have
what | need there. Well, let ne ask one nore
guesti on.

s it possible for Marathon to assign
an interest while also not divesting itself of that
I nterest?

M5. KLINGLER: | don't really
under st and t hat questi on.

MR. HOLLI DAY: Can you assign an
I nterest without having divested it?

MS. KLINGLER: What's your definition
of divestnment?

MR. HOLLI DAY: Well, divestnment was the
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word you used, that's why we're tal king about it.
What is your definition of divestnent?

MS. KLINGLER: No, sir, | did not use
t hat word.

MR. HOLLI DAY: You did not use the word
"divest"?

MS. KLINGLER: | -- | was asked a
questi on about divestnent and what it neans to nme, but
| did not tal k about divesting.

MR. HOLLI DAY: OCkay. | think we're
goi ng down -- that's enough. Thanks.

MS. KLINGLER: Ckay.

MR. HOLLIDAY: So at the tinme this
devel opnent agreenent was signed, it provided that
Adm ral may earn an assignnent based on certain future
out conmes. That would be a contingent agreenent; is
that correct?

MS. KLINGLER: Same as the term
assignnment and letter agreenents w th Powder horn.

MR. HOLLIDAY: Right. And we talked
about Powder horn's agreenent wth Kaiser-Francis and
t he JOA being contingent on them w nning the case.

And your testinmony, if | renmenber it, was that you
considered that to be |l ess binding or |ess inportant

t han an outri ght conveyance; is that correct?
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MS. KLI NGLER:

bi ndi ng.
MR. HOLLI DAY:
MS. KLI NGLER:
consider it a true commtnent.

MR. HOLLI DAY:
word, would you consider this
project with Admral Perm an?

MS. KLI NGLER:

agai n.

MR. HOLLI DAY:
reasoni ng, would you consi der
pr oj ect ?

MS. KLI NGLER:
wel | s and earned their --
obl i gati on.

MR. HOLLI DAY:

MS. KLI NGLER:

VR. HOLLI DAY:
conti ngent.
ri ght?

MS. KLI NGLER:
obl i gati ons being net.

MR. HOLLI DAY:
you have JOAs with Adm ral

t hey have net their

It was contingent when it was signed;

Per m an?

| did not say | ess

VWhat was your testinony?

| said that | did not

Okay. So then in that

a true devel opnent
l''msorry,

say t hat

Under that sane

this a true devel opnent

They have drilled the

Ckay.

So it's not contingent.

Well, it's no | onger

It was contingent on

And you guys had -- did
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MS. KLI NGLER: Yes.

MR. HOLLI DAY: And were those |imted
to the Wol fcanp only, A only?

MS. KLI NGLER:  Yes.

MR. HOLLIDAY: So it would not have
been possible for themto drill -- co-develop the
A and the B per Conoco's deal; fair?

MS. KLI NGLER: No.

MR. HOLLI DAY: Okay. So we talked
about what Marathon has done to prepare to drill these
wells. Just to summari ze real quick, no pad; correct?

MS. KLINGLER: |'m sorry?

MR. HOLLI DAY: You haven't devel oped a
pad; is that correct?

MS. KLINGLER: We haven't built the
pad.

MR. HOLLIDAY: Built a pad, sorry.

But you do have sone takeaway
i nfrastructure, or at |east you're 700 feet away, soO
that's a non-issue.

MS. KLI NGLER:  Yes.

HOLLI DAY: Is that right?
KLI NGLER: Correct.

2P D

HOLLI DAY: But you haven't

allocated a rig.

Page 431

Veritext Lega Solutions

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




© 00 N oo o b~ wWw N

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

MS. KLI NGLER: Not yet.

MR. HOLLIDAY: [It's not -- you're
working it in the drill schedule, but it's not on the
drill schedule as we stand here today; is that right?

MS. KLINGLER: Correct.

MR. HOLLI DAY: Okay. | want to | ook at
our rebuttal exhibit -- excuse ne, our regul ar exhibit
A-17. Ckay. Can you see that on the screen?

MS. KLI NGLER: No, sir.

MR. HOLLI DAY: Okay. |Is that one of
t he Canpana APDs?

M5. KLINGLER: | don't see that on the
screen.

MR. HOLLIDAY: It's on ny screen. Hang
on one second. This has to be the greatest test of
m ndf ul ness that |'ve ever faced.

Is this the Canpana APD?

M5. KLINGLER: It |ooks like the APD
for the 701H.

MR. HOLLI DAY: Ckay.

MS. KLI NGLER: Canpana state -- 701.

MR. HOLLIDAY: So if we go to entry
nunmber 20, what does that say?

MS. KLINGLER: I'msorry, the -- it's
very small on the screen. It |ooks |like -- does that
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say, spud date, 3/2/20267

MR. HOLLIDAY: Correct. Right.

Were you aware that this APD had been
filed with a spud date of March 2, 20267

MS. KLI NGLER:  No.

MR. HOLLI DAY: Okay. But you're the
| andman in charge of the acreage; right?

MS. KLINGLER: But |'m not regul atory.

MR. HOLLI DAY: Not regul atory.

And does a separate -- who
handl es -- who woul d be responsi ble, based on your
knowl edge, for filing APDs and such inside Marathon?

MS. KLINGLER: The regul atory
depart nent.

MR. HOLLI DAY: Are you famliar with
Mar at hon's -- and, gosh, | hope I'msaying this
right -- Atreides?

MS. KLINGLER: Atreides. Yes.

MR. HOLLI DAY: Atreides. Okay.

And that's also, mle, mle-and-a-half
to the east; is that right?

MS. KLI NGLER: ' msorry,
m | e-and- a-hal f east?

MR. HOLLI DAY: Yeah.

MS. KLINGLER: OF?
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MR, HOLLI DAY:
MS. KLI NGLER:
MR. HOLLI DAY:
s it correct t
recently pooled these wells --
Wl f canp, and that order, or
currently under advisenent wt
believe it's case 25877,
MS. KLI NGLER:
MR. HOLLI DAY:
t hat case; correct?
MS. KLI NGLER:
MR, HOLLI DAY:
Mar at hon is only proposing to
that case; is that right?
MS. KLI NGLER:
project at this tine.
MR. HOLLI DAY:
application didn't
MS. KLI NGLER:
MR, HOLLI DAY:
about the Atreides, the Bat

Do you feel that all or any of

pot enti al

is that

Bonb,

Of the Super Hornet.
Yes.

Appr oxi mat el y.

o say that Marathon

to the entirety of the
order, is

h the Comm ssion? |

ri ght?

Yes.

And you testified in

Yes.
And in that case,
drill the Wolfcanp A in

For that particul ar

Okay. And your

i nclude any Wbl fcanp B wel |l s?

It did not.
And so we've tal ked
and the War Pi geon.

t hese units, do they

protect correlative rights and prevent waste?

MS. KLI NGLER:

| believe our plan does
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protect correlative rights.

MR. HOLLI DAY: Okay. W' ve talked
about Powderhorn's March '27 expiration in the north
hal f of Section 2. You're famliar with that?

MS. KLINGLER: March 27t h?

MR. HOLLI DAY: March 2027.

MS. KLINGLER: Okay. Yes.

MR. HOLLI DAY: Yeah.

| f Powderhorn's plan is denied and
Mar at hon were to develop the north half of Section 2
under the JOA as you proposed, if Conoco were to
del ay, for whatever reason, the drilling of that,
Conoco woul d have the unilateral ability to allow that
| ease to expire; is that correct?

MS. KLINGLER: The | eases are not going
to expire.

MR. HOLLI DAY: Right. But we've talked
about a | ot of hypotheticals today on both sides. So
hypot hetically speaking, if you were granted the right
to devel op under the JOA as you proposed, there's a
scenario in which that devel opnent woul dn't occur
until April of 2027, and Powderhorn's interest would
be I ost and there's nothing they can do about it; is
t hat correct?

MS. KLI NGLER: Ch, you nean the term
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assi gnment expires?

MR. HOLLI DAY: Yes, mm'am

M5. KLINGLER: In theory, yes.

However, Conoco/ Marathon has traditionally met third
party obligations for |eases, as in the Mgell an
project right now, where we had no | ease obligation
but our -- partners did. And so we accel erated the
programto nmake sure that their | eases were spud in
time.

MR. HOLLI DAY: Okay. So it |ooks |ike
your, and you may not be able to testify because
you're not famliar, it |looks |ike your APDs were
approved. |If we go back and | ook at that APD, it
| ooks like it was approved in two days. It |ooks I|ike
it was filed on the 23rd and approved on the 25th; is
t hat accurate?

MS5. KLINGLER: | believe so, according
to these dates.

MR. HOLLI DAY: So do you feel that APD
approval, is that a tinme constraint for any party in
this case?

M5. KLINGLER: Yes. Only valid for two
years.

MR. HOLLI DAY: Right, yeah, they're

valid for two years, but would -- the process of
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obtaining the APD itself, the application and tinme you
have to wait, is that a time constraint for any of the
parties?

M5. KLINGLER: That is not a tine
constraint for any of us, including Powderhorn.

MR. HOLLI DAY: And we tal ked about the
March 2, 2026, spud date. Those wells have not been
spud, just to be clear; right?

MS5. KLINGLER: That's correct. | can't
testify as to why this says that.

MR. HOLLI DAY: You can't explain the
di screpancy?

MS. KLINGLER: | cannot because |' m not
regul atory.

MR. HOLLI DAY: Okay. Let's nove on
fromthat.

So before you joined ConocoPhillips,
you served as planning supervisor at Devon from 2013
to 2019; is that correct?

M5. KLINGLER: | was a | andnman and the
pl anni ng supervi sor.

MR. HOLLI DAY: Landman and a pl anni ng
supervisor. So in that role, you managed, or at | east
worked in, the integrated planning and execution teans

for drilling conpletion capital budget, for the
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Del aware Basin team is that correct?

M5. KLINGLER: | oversaw the drilling
conpl eti on program

MR. HOLLI DAY: Okay. And you devel oped
what you refer to as a Stage-Gate process -- and |
don't know what that is -- for programreviews with
the SVPs and COO as it related to capital; is that
ri ght?

MS. KLINGLER: That's correct.

MR. HOLLI DAY: Can you tell nme alittle
bit nmore about what a Stage-Gate process is?

M5. KLINGLER: At that particular
conmpany we canme up with a process to help the SVPs and
the ELT understand what projects were avail able and
t he readi ness of themso that we could nove up
proj ects when we needed them |If we got nore rigs,
we'd be able to fill them and get themto the
| ocations in a tinely manner, execute with capital
efficiency and what was best for the beneficiaries of
the | eases and the sharehol ders.

MR. HOLLIDAY: So it hel ped you
eval uate which of the wells could be drilled sooner
rat her than |l ater based on their readiness; is that
fair?

MS. KLI NGLER: Based on readi ness.
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MR. HOLLI DAY: And your resune states
that you're well-versed in capital budget planning and
tracki ng, explanation of variance, and quarterly
refresh of dynam c capital reallocation.

MS. KLI NGLER:  Yes.

MR. HOLLI DAY: What does that nean?

MS. KLINGLER: That neans when you have
to reallocate to a different program |ike Canpana.

MR. HOLLI DAY: Yeah. Fair.

So fair to say that you understand,
then, from your experience both at Devon and now at
Conoco, you understand the process by which a major
operator noves a well from concept to funded capital
programto spud, right, the lifecycle of a project?

MS. KLINGLER: | believe | am wel
acquainted with it.

MR. HOLLI DAY: Okay. And are you
i nvolved in a simlar planning role at Marathon?

MS. KLINGLER: No, I'ma staff |andman.

MR. HOLLI DAY: Okay. |If we sort
of -- I'"'mgoing to use Stage-Gate approval as just
kind of a unbrella term for approval.

MS. KLI NGLER:  Okay.

MR. HOLLI DAY: Based on your experience

wth the capital budget processes, when a well is on
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an operator's active drilling schedule, it's been
t hrough sone process of a Stage-Gate process; right?

MS. KLINGLER: | guess it depends on
t he operator.

MR. HOLLI DAY: \What about at
ConocoPhi | I'i ps?

M5. KLINGLER: There are nultiple
departnents that coordinate, plan, and execute on
prograns on developnment. So it usually starts with
pl anni ng.

MR. HOLLIDAY: So fair to say, they
have their own version of a Stage-Gate process?

MS. KLINGLER: | believe so.

MR. HOLLI DAY: Have the Canpana wells
been through that Stage-Gate approval process?

MS. KLINGLER: They have been through
part of it, yes.

MR. HOLLIDAY: Part of it. So they're
in the -- they're in the Stage-Gate approval --

MS. KLI NGLER:  Yes.

MR. HOLLI DAY: -- but they have not
been approved; is that accurate?

M5. KLINGLER: | don't have approved
AFEs to finish spending the $8 million per well.

MR. HOLLI DAY: When you | ook at,
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generally, the project you' re developing in

New Mexi co, would you say that Marathon generally
prioritizes higher working interest units on the dril
schedul e?

MS. KLINGLER:  Sonetines. You know, we
have | ots of factors that go into projects that we put
on our rig schedule. Wrking interest is a big
driver.

MR. HOLLI DAY: Do you generally, so
generally, do you generally prioritize units that have
| onger than a one-mle |lateral for the drill schedul e?

M5. KLINGLER: It depends on the
obligations, timng, partners, if we have a voluntary
agreenent in place already or if we need to pool.

MR. HOLLI DAY: Okay. More often than
not, the wells are going to be longer than a nmle;
fair?

MS. KLINGLER Well, as you stated,

M. Lance tal ked about 90 percent. But he tal ked, of
course, globally. But it doesn't mean that we can't
have shorter laterals, one-mlers.

MR. HOLLI DAY: Sure. But -- yeah, and
so -- that was ny next question. Under that
advi sement fromthe CEO, 90 percent of those wells are

going to be longer than one mle, is that correct,
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t hat was at his gui dance?

MS. KLINGLER: He was speaki ng
gl obally, that that was a goal.

MR. HOLLI DAY: |Is that consistent with
your understanding fromthe | and perspective?

MS. KLI NGLER: Yes.

MR. HOLLI DAY: Okay. And part of that
statenent, was that noving fromthe one-mle -- |
believe they | ooked at one-mle to two-mle, but |
believe the sanme would apply fromone to
one-and-a-half -- that noving to that |onger |ateral
| ength inmproves the cost of, what they call cost of
supply, by approximately 25 percent. Are you aware of
that representation?

MS5. KLINGLER: | heard y'all speak
about that.

MR. HOLLI DAY: Okay. And so given your
experience with capital planning and budgets, a
25 percent reduction in supply costs, would that
refl ect what you would refer to as econom es of scal e?

M5. KLINGLER: |'m a | andnman.

MR. HOLLI DAY: Well, yeah, the reason
use that phrase, is your direct testinony referenced
t hat Marat hon woul d be better able to execute on this

acreage because it could bring econom es of scale,
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efficiencies, to bear; is that accurate?
M5. KLINGLER: That's in nmy testinony?
MR, HOLLI DAY: Yes.
M5. KLINGLER: That | could bring

economn es --

MR. HOLLI DAY: That Marathon coul d.

MS. KLINGLER: That Marathon coul d.

| think that has to do with being able
to drill the A and the C at the sane tine, that we can

pop all four wells in at the sane tinme because we have
the capital to do so and the rigs to do so.

MR. HOLLI DAY: Okay. So it would
be -- the economes of scale you're referring to,
then, would be not that you' re taking advantage of a
| ar ger organi zation to spread out costs, it's that you
woul d have the capital fire power, essentially, to go
drill all the wells at the sanme tine?

M5. KLINGLER: We do have the capital
fire power to drill all four wells at the sanme tine,
and we receive efficiencies fromthat, from being able
to drill all four at the sane tine.

MR. HOLLI DAY: Has it been di scussed
internally at Marathon, given these public statenents,
how you' re going to neet that guidance while noving to

one-mle |aterals as opposed to your original
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m | e-and-a-half plan?

MS. KLINGLER: |'m sorry, can you
restate that?

MR. HOLLI DAY: Yes, let ne try. Let nme
t hi nk about it.

We tal ked about public statenments from
the CEQ, right?

MS. KLI NGLER:  Yes.

MR. HOLLI DAY: And Marathon is
proposing wells that fall within that 10 percent that
are a mle; correct?

MS. KLI NGLER:  Okay.

MR. HOLLI DAY: Can you explain why that
I's; why are you noving away from what Mrathon is
identifying as a nore efficient devel opnent plan?

MS. KLINGLER: | don't believe we're
noving away froma nore efficient devel opnent plan.

MR. HOLLI DAY: Okay. But nore
efficient as the CEO defined it.

MS. KLINGLER: But we're not noving
away fromit. W're still within the guidance in
order to devel op our acreage as best we can, and when
we can execute on our acreage, we shoul d.

MR. HOLLIDAY: Okay. That's fair.

If we look -- if we were to draw, |ike,
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a six-mle radius to this unit, has anyone on Conoco,
the team today that exists, has anyone drilled any
one-nmle |lateral s?
M5. KLINGLER: Can you pull up the map?
MR. HOLLI DAY: Just, well, from your

per sonal know edge.

MS. KLINGLER: | can't recall off the
top of nmy head.

MR. HOLLI DAY: You can't recall. GCkay.
That's fair. That's all | need.

So to sort of tie a bowon this and
nove on, we've nentioned that we are close to
t akeaway, there is no rig, it's not on the dril
schedule, it hasn't been at least all the way through
the Gate-Stage process, and these proposed wells fal
within the 10 percent discussed in the guidance; is
that a fair characterization?

M5. KLINGLER: It's fair of what we
have di scussed. It's -- |I'Il stay right there.

MR. HOLLI DAY: So based on your
experience, if we | ook back, probably nore applicable
if we look to the Devon experience, would you say a
devel opnment plan in this current stage, you know,
wi t hout those elenents, is that a near term executable

pl an?

Page 445

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



© 00 N oo o b~ wWw N

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

MS. KLI NGLER:
execut abl e pl an.

MR. HOLLI DAY:
w thin those paraneters?

MS. KLI NGLER:

MR. HOLLI DAY:

want to stay with your experience with Conoco for just
a second. W've talked a | ot about teams, and
efficiencies fromteans, and how well teanms work

t oget her and whet her they've executed, and nmaybe that

makes an operator better, worse; fair sunmary?

MS. KLI NGLER:
MR. HOLLI DAY:

So if we |ooked at your time with the

teamthat's going to -- that you want to drill the

wells with --
MS. KLI NGLER:
MR. HOLLI DAY:

have had four years with that teanm is that correct?

MS. KLI NGLER:
MR. HOLLI DAY:

Mar at hon or Conoco, has it changed over the past four

years, have people cone and gone fromthe teanf

MS. KLI NGLER:
MR. HOLLI DAY:

Canpana is a near term

Despite not falling

Yes.

Okay. So let's -- |

Yes.

Yeah. Okay.

Yes.

-- at nost, you woul d

Me personal ly, yes.

Ckay. Has your team at

As with npbst conpani es.

Ckay. Has that
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team -- | know you guys had a reduction-in-force
recently. Has the team changed due to that?

MS. KLINGLER: \Which teanf

MR. HOLLIDAY: The team w thin
ConocoPhillips that's going to work together to drill

t he Canpana wells if you're allowed to.

MS. KLI NGLER:

MR. HOLLI DAY:

MS. KLI NGLER:
reservoir engineer.

VMR, HOLLI DAY:
about the Kaiser-Francis JOA.
Kai ser-Francis signed in '76,
JOA, the '"76 JOA; correct?

MS. KLI NGLER:

MR. HOLLI DAY:

non-op owner in that acreage;
MS. KLI NGLER:

north half of 2? Yes.

MR. HOLLI DAY:

that they signed a superseding JOA, or
960;

wi th Powderhorn for the full
MS. KLI NGLER:
sai d.

MR. HOLLI DAY:

No.

It hasn't changed?
| still have ny sane
Al right. Let's talk
You're famliar that

they're party to the

Correct.

And they're the | argest
I's that correct?
That's correct. In the
Okay. And you're aware
anot her JOA
Is that correct?
That's what M. Macha

Ckay. And that woul d be
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what people commonly refer to as a superseding JOA; is

that right?

MS. KLINGLER: | think that's what
people would call it. | don't necessarily recognize
because ours is still valid.

MR. HOLLI DAY: Sure. Wiy would a
party, in your experience, sign a superseding JOA?

MS. KLINGLER: Multitude of reasons.

MR. HOLLI DAY: Okay. Can you give ne a
coupl e?

MS. KLINGLER: It's a condition of
signing a letter agreenent.

MR. HOLLI DAY: Have you, or has Conoco
in your time there, have you guys ever signed a
super sedi ng JOA?

MS. KLI NGLER:  Yes.

MR. HOLLI DAY: Okay. Have you ever, to
your know edge, rescinded a JOA when Conoco was a
non-op party?

MS. KLINGLER: | -- | personally have
not had a project where | rescinded a JOA

MR. HOLLI DAY: Are you aware of that as
a practice within ConocoPhillips?

MS. KLINGLER: |'m not aware of that as

a practice. Typically they term nate.
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MR. HOLLIDAY: Okay. So if we'll just
stipulate that the parties wanted this to be a
superseding JOA. They argue it's a superseding JOA
Is it fair to say, then, it's intended to supersede
and replace the '76 JOA as to Kaiser-Francis's
I nterest in the Wl fcanp?

MR. RANKIN:. Cbjection. M. Klingler
has no idea what the parties intended and she was not
a party to that.

THE HEARI NG EXAM NER: M. Hol liday,
response.

MR. HOLLIDAY: [|'ll rephrase. [|'ll
w t hdraw and ask anot her questi on.

THE HEARI NG EXAM NER:  Ckay.

BY MR. HOLLI DAY:

MR. HOLLI DAY: The | argest non-op owner
under your JOA, the '76 JOA, it has also chosen to
participate in Powderhorn's Wl fcanp devel opnent
rat her than Marathon's; is that correct?

MR. RANKIN. Objection. M. Klingler
has no knowl edge and there's nothing in the -- no
foundation in the record whet her Kaiser-Francis agreed
to participate or not in the actual wells that are
bei ng proposed.

THE HEARI NG EXAM NER: M. Holliday.
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MR. HOLLI DAY: You're aware that
they' ve signed a JOA --

THE HEARI NG EXAM NER: M. Hol | i day?
Hell 0? W're dealing with an objection.

MR. HOLLIDAY: But | don't like it.

No, yeah, I'll withdraw and I'Ill ask
agai n.

THE HEARI NG EXAM NER:  Ckay.

MR. HOLLI DAY: Maybe | can nake
M . Rankin happy.

THE HEARI NG EXAM NER:  What is it
you're trying to find out?

MR. HOLLIDAY: I1'mtrying to establish
that Kaiser-Francis signaled their intent to
partici pate with Powderhorn versus Marathon.

THE HEARI NG EXAM NER: COkay. Wiy don't
you just ask that.

MR. HOLLI DAY: Okay. | was getting
t here.
BY MR. HOLLI DAY:

MR. HOLLI DAY: Do you believe that
Kai ser-Franci s having signed what they would argue is
a superseding JOA, or what Powderhorn would argue is a
superseding JOA, is that a signal of their intent to

participate in the 960-acre devel opnent under the JOA?
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MS5. KLINGLER: | haven't seen the JOA
| anguage.

MR. HOLLI DAY: Sure. But they've
signed a JOA; correct?

MS. KLINGLER: | have not seen their
si gnature pages.

MR. HOLLI DAY: Okay. |Is it your
testinony that you don't believe they have signed a
JOA?

M5. KLINGLER: It's my testinony that |
don't know that they have signed it. | have not seen
it.

MR. HOLLI DAY: Okay. Do you think
t hey' ve signed it?

MS. KLINGLER: | don't know what el se |
can tell you. | haven't seen it.

MR. HOLLI DAY: Ckay, that's fair. All
right, fine.

In your testinony, if we go to your
self-affirmed statenent, paragraph 11, you state that
Mar at hon owns or controls 100 percent of the working
I nterest. That control -- that's a function of the
'76 JOA's terms, not a reflection of the stated
preferences of the working interest owners; is that

correct?
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M5. KLINGLER: [|'msorry, say that
agai n.

MR. HOLLI DAY: When you say you have
100 percent working interest control in the north
half, that's owed solely to the terns of the '76 JOA;
Is that correct?

MS. KLINGLER: That's what all the
parties signed on for.

MR. HOLLI DAY: Okay. But they haven't
| ssued any |etters of support or any signal -- their
desire to remain bound by that as opposed to the
broader 960-acres; iIs that correct?

MS. KLINGLER: Who hasn't?

MR. HOLLI DAY: Any party. Has anyone
si gnal ed support for Marathon's plan?

MS. KLINGLER: Yes, in conversations
t here was support for our plan. However, we don't
typically ask for letters of support once a conpany
has already voluntarily commtted thensel ves to our
JOA.

MR. HOLLI DAY: Okay. But that wasn't
I n your testinmony, was it, that you have support based
on i nformal conversations?

M5. KLINGLER: | didn't bring that up

because we have a JOA.
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MR. HOLLI DAY: Okay. So we talked
about the superseding JOA and | understand there's
di fferences of opinion on how applicable those are,
but you state in your testinony at 12, that Powder horn
I's seeking to pool acreage in which it owns |ess than
one percent -- and |I'm quoting here -- has obtained no
addi ti onal working interest support.

Is that -- was that your testinony?

MS. KLINGLER: They have no ot her
wor ki ng i nterest.

MR. HOLLI DAY: But you used the word
"wor ki ng i nterest support."”

M5. KLINGLER: Can you pull that up,
pl ease?

MR. HOLLI DAY: Yeah.

Can you see ny -- there we go.

"Has obtai ned no additional working

I nterest support,” is that correct?

MS. KLINGLER: VWhen this was filed |
di d not know if Powderhorn -- that Powderhorn was
going to testify to otherw se.

MR. HOLLIDAY: And this testinony we
filed March 4th, is that right, our exhibits?

MS. KLINGLER: March 4th

MR. HOLLI DAY: Yeah.
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Kai ser-Francis informed you on
April 27th that they had comnmtted their plan to a
superseding JOA; is that correct?

MS. KLINGLER: On what date?

MR. HOLLI DAY: February 27t h.

MS. KLINGLER: February 27th? They
told me that they had signed a |etter agreenent that
woul d trade out their acreage, and as a condition they
were going to have to sign the JOA, but they would be
out of the wells.

MR. HOLLI DAY: Okay. So you
were -- but you were aware of the JOA?

MS. KLINGLER: Well, we're all aware of
the JOA that they sent out, they proposed.

MR, HOLLI DAY: You were aware on
March 4th that Kai ser-Francis had signed anot her JOA
wi t h Powder hor n?

MS. KLINGLER: That they were signing.
| have not seen the JOA

MR. HOLLI DAY: Ckay.

MS. KLINGLER: | have not seen evidence
that they have signed a JOA

MR. HOLLI DAY: Okay, that's fine.

So do you still then -- you haven't
seen the JOA. Fair. Do you still stand by the
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statenent that there's no additional working interest
support?

MS. KLINGLER: | understand what you're
getting to, but Kaiser-Francis is commtted to our
active JOA and has not rescinded their support of our
proposal s.

MR. HOLLI DAY: Fair. But do you still
stand by this witten testinony?

M5. KLINGLER: | think as you're
presenting it, it has changed.

MR. HOLLI DAY: Ckay.

Powder horn -- okay, let's -- yeah, we can nove on.
Thank you.

Powderhorn is the only party seeking to
pool anyone in this case; is that right? Marathon is
not seeking to pool anyone; is that correct?

MS. KLINGLER: That's correct, because
with the voluntary agreenent.

MR. HOLLI DAY: And you're the sole
obj ecting party to Powderhorn's plan; is that fair?

MS. KLINGLER: From what | understand,
yes.

MR. HOLLI DAY: And we tal ked
about -- no, I1'll skip that.

So |l really wish we didn't have to talk
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about this, but there were bad faith allegations in
your testinony; correct?

MS. KLI NGLER:  Yes.

MR. HOLLI DAY: Okay. So in your
testinony, you allege that Powderhorn negotiated in
bad faith. That's a pretty heavy allegation. What
standard are you relying on for your assertion that
Powder horn acted in bad faith?

MS. KLINGLER: They had offered us a
trade deal that they couldn't go through with. They
didn't disclose that they didn't have the acreage. W
acted on their offer based on what they told us, which
we believed.

MR. HOLLI DAY: And you did hear
M. Macha's -- I'mgoing a little bit out over here.
You heard his testinony that they were authorized to
offer that to you by the third party as trade
consideration; is that correct?

MS5. KLINGLER: | heard him say that
here, vyes.

MR. HOLLIDAY: Right. And it's conmon
for parties to work contingent trade deals, and
sonetimes they work, sonetinmes they fall apart; is
t hat accurate in your experience?

M5. KLINGLER: In ny experience, | have
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never not disclosed when it was a contingent deal.

MR. HOLLI DAY: Your experience is
nostly limted to |large publics; fair?

M5. KLINGLER: To large public
conpani es?

MR. HOLLI DAY: Yes, mm'am

MS. KLINGLER: |'ve worked for |arge
public and i ndependents and on the broker side, yes.

MR. HOLLI DAY: Okay. So in your
experience on the broker side, did you guys ever | ook
to acquire acreage that m ght be of value to an
eventual seller?

MS. KLINGLER: Yes. But we never
presented to the seller until we had everything in
pl ace, or we always disclosed when we didn't have
t hings in place.

MR. HOLLI DAY: Okay. So then your
I ssue with this trade is that -- not that it's not a
standard practice to do that, you're concerned that it
wasn't disclosed that they had the authority, but they
didn't own it; is that fair?

MR. RANKIN:  Objecti on.
M scharacterization of her prior testinony.

THE HEARI NG EXAM NER: M. Hol |i day.

MR. HOLLIDAY: Wthdrawn. ['ll ask a
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di fferent question.
BY MR HOLLI DAY:

MR. HOLLI DAY: What is your concern
about the way they characterized this trade?

MS. KLINGLER: They didn't disclose
that they didn't own this acreage and that there was
an -- a chance that it wouldn't go through. W acted
In good faith with the work that we did to negoti ate
t hat trade.

MR. HOLLI DAY: So when that conceptual
deal was sent over, Powderhorn noted the tineliness of

t hat deal and they requested feedback in a week;

ri ght?
MS. KLINGLER: Do you have the email ?
MR. HOLLI DAY: W didn't -- no, | don't
have the email in front of me. | can pull it up from

my conputer, but it's not been admtted into evidence.
MS5. KLI NGLER: Onh.
MR. HOLLI DAY: You don't have
recol l ection of that?
MS. KLINGLER: | have recoll ection of
t hem proposing the trade to us. | don't recall al
the words on the emil.
MR. HOLLI DAY: Okay. Do you recal

your testinony earlier that you considered this -- for
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this trade, that tine was of the essence? | believe
that's the phrase that you used.

MS. KLINGLER: Yes.

MR. HOLLI DAY: Okay. So based on
M. Macha's testinony, Conoco only responded two weeks
| ater, and that was only saying we may evaluate it; is
that correct?

M5. KLINGLER: [|'d have to see the
emai | .

MR. HOLLI DAY: Do you contest that that
s an accurate statenent that you nade?

M5. KLI NGLER: What statenent?

MR. HOLLI DAY: That you responded two
weeks | ater and your statenment was you may eval uate
it.

M5. KLINGLER: 1'd like to see the
emai |l s that you're referencing to see the dates.

MR. HOLLI DAY: OCkay. |1'll come back to

So we're tal ki ng about bad faith,
little bit of tineline. They contacted you guys on
July 23rd about -- or sonmeone at Conoco; is that
correct?

M5. KLINGLER: If that is what they're

sayi ng.
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MR. HOLLI DAY: Okay. And then they
requested a neeting on the 30th, so about a week
| ater. A day later, on the 31st, they sent their
first carry offer and JOA, and then they foll owed up
again in Septenber to try to discuss this.

Did Conoco, to your know edge, ever
respond to any of these entreaties from Powder horn?

M5. KLINGLER: To ny know edge, there
were responses, fromwhat | was told by ny
supervi sors.

MR. HOLLI DAY: Okay. But you don't
have any personal know edge, it was just told to you
by the supervisor that sonmeone responded?

MS5. KLINGLER: | don't have all their
emai | s when they first contacted Conoco.

MR. HOLLI DAY: Okay. But you
did -- there was a neeting Septenber 23rd; correct?

MS. KLINGLER: A neeting on
Septenber 23rd bet ween?

MR. HOLLI DAY: Powder horn and Mar at hon.
KLI NGLER: W th who invol ved?
HOLLI DAY: Powder horn and Mar at hon.

» D D

KLI NGLER: Are you saying | was

i nvol ved?

3

HOLLI DAY: Were you part of that
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nmeeting?

MS. KLINGLER: | would have to | ook at
t he cal endar.

MR. HOLLI DAY: Okay. Do you renenber
nmeeting with themin that approximate tine period?

MS. KLINGLER: |'ve had several Teans
nmeetings and neetings with them

MR. HOLLI DAY: Okay. Just broadly, I
know you don't have personal know edge of the ennils,
could you explain why it would take Marathon until
Septenber to finally start conmuni cating about
Powder horn's offers?

M5. KLINGLER: | -- | don't know. |
don't know what was sent in the emails, who the emails
were sent to, in the beginning.

MR. HOLLIDAY: Okay. And | think that
will be the answer to your next question, but |I'm
going to ask it for the record.

MS. KLI NGLER: Ckay.

MR. HOLLI DAY: Your testinony in
paragraphs 26 and 27 -- |'mjust going to go down so
you can see it because now ny conputer works.

"Per haps the npost troubling is
Powder horn's bad faith negotiations,” and then you go

on to |ist why you believe that's the case. But |
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didn't see in there any reference to this July 30th
neeting request. | didn't see any reference to a
July 31st carry offer. | didn't see any reference to
a Septenber 5th foll ow up.

Was there any -- were those omtted for
any particul ar reason?

MS. KLINGLER: The sane dates that you
just said that | wasn't aware of?

MR, HOLLI DAY: Ri ght .

MS. KLI NGLER: Because | wasn't aware
of them

MR. HOLLI DAY: Okay. But they were
made to Conoco?

MS. KLINGLER: |'msorry?

MR. HOLLI DAY: Powder horn was
attenpting to comruni cate and negotiate with
ConocoPhi |l I'i ps, correct, just not you?

MS. KLI NGLER: Correct.

MR. HOLLI DAY: Okay, fair to say.

You nentioned M. Kushnerick, | believe
It's M. Kushnerick, the Kaiser-Francis |and nmanager?

MS. KLINGLER: Yes, sir.

MR. HOLLIDAY: And |I'm sure he's going
to get sone grief for this, but he nmentioned, in your

words, that he did want to participate in what he
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call ed practice wells?

MS. KLINGLER: Unfortunately, that was
a Teams conversation.

MR. HOLLIDAY: So if we go back to the
Sept enber nmeeting, in or around Septenber 23rd that
you participated in, you also expressed Conoco's
disinterest in drilling this area, and you i ndicated
that a carry option would at | east be preferable to
devel opi ng the acreage; is that correct?

MS5. KLINGLER: | ask for carry offers
every tinme sonebody proposes on us.

MR. HOLLI DAY: Did you express
disinterest in drilling in this area?

M5. KLINGLER: |I'msorry, say that
agai n.

MR. HOLLIDAY: Did you express
disinterest in drilling in the Super Hornet Unit?

M5. KLINGLER: Did | express --

MR. HOLLI DAY: Yes.

MS. KLINGLER: -- disinterest in
drilling?

MR. HOLLI DAY: Yes, ma'am

MS. KLINGLER: | may have tal ked about,
li ke, we weren't ready for this, in the beginning, and

that we weren't planning to, in the beginning.
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MR. HOLLI DAY: Okay. | apol ogi ze,
going to ask one nore tine.

MS. KLI NGLER: Ckay.

MR. HOLLIDAY: Did you express
disinterest to the Powderhorn teamin drilling this
acreage?

MS. KLINGLER: | just expressed
disinterest in being in their wells.

MR. HOLLI DAY: Okay. So on
Novenber 18th, Powderhorn sent this letter of intent.

| s that about the right tinme frane?

MS. KLI NGLER:
MR, HOLLI DAY:
MS. KLI NGLER:
sent it? | was in Irel and.
MR. HOLLI DAY:
approxi mat el y m d- Novenber.
MS. KLI NGLER:
MR. HOLLI DAY:

date doesn't matter.

Novenber 18t h?

Yes, ma' am
On Novenber 18th they
We coul d say

Okay.

The date, the specific

And we've heard testinony that your

response was, |'Il|
Now, |
when you're on vacati on,

consi der your

under st and enni |

response to that

read this and get back to you.

gets built up

but did you -- would you
in February, so three
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nont hs, woul d you consider that a tinely response to a
formal carry proposal ?

MS. KLINGLER: | had spoken to them
prior to February. |[|'ve spoken to themquite often
bet ween January, February.

MR. HOLLI DAY: Okay. So then is it
your testinony that you did respond sooner than that?

M5. KLINGLER: | nust have if you have
the email saying that | responded while | was on
vacation, on PTO

MR. HOLLIDAY: Well, | think you said
you were on vacation in Novenber and that --

MS. KLI NGLER: Novenber 18t h.

MR. HOLLI DAY: Yeah. And that the
testinmony from M. Macha was that you responded in
February.

MS. KLI NGLER: But we had spoken prior
to that.

MR. HOLLI DAY: Okay. And in your
speaking to them was that a response to the formal
carry proposal ?

MS. KLI NGLER:  Yes.

MR. HOLLI DAY: Okay. So you disagree
with M. Macha's testinony?

MS. KLINGLER: That we waited until
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February?

MR. HOLLI DAY: Yes.

MS. KLINGLER: Yes.

MR. HOLLI DAY: Okay. But you guys have
accepted other carry -- you expressed your preference
for a carry, you said that's comonly what you do when
peopl e conme to you, and you've accepted other carry
offers in this area; is that right?

M5. KLINGLER: In which area?

MR. HOLLIDAY: In the area within five
m |l es, approximtely, of the Super Hornet.

MS. KLINGLER: Yes.

MR. HOLLI DAY: Okay. That woul d
i ncl ude the Bat Bonb, War Pigeon --

MS. KLINGLER: Yes.

MR. HOLLI DAY: All those wells.

And those carry offers that you
accepted, those were on terns that were substantially
simlar to what Powderhorn offered; is that accurate?

MS. KLINGLER: That is not accurate.

MR. HOLLIDAY: Onh, it's not accurate.
How were they different?

M5. KLINGLER: | can't tell you because
it's a confidential devel opnment agreenent.

MR. HOLLI DAY: So how s the Division
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going to evaluate your statenent that they're not
accurate if you can't disclose the terns?

MS. KLINGLER: | don't know how
Powder horn clains it's substantially sim|lar because
t hey don't know the terns.

MR. HOLLIDAY: So you're not going to
answer the question?

MS. KLI NGLER: No, sir.

MR. HOLLI DAY: Okay. Are you aware
that, as M. Mucha testified yesterday for this
application, they originally intended to apply for the
Oct ober docket, but they kicked it to the Novenber
docket specifically to give Conoco/ Marat hon addi ti onal
time for negotiations; do you renenber that testinony?

MS. KLI NGLER:  Yes.

MR. HOLLI DAY: Does that ring true with
your recollection?

MS. KLINGLER: As far as | know.

MR. HOLLI DAY: Going back to that trade
of fer, did Powderhorn ever represent to you that the
trade offer was finalized on their end?

MS. KLINGLER: They never discl osed
that they were in negotiations for the acreage.

MR. HOLLIDAY: So they didn't

di sclose -- they never nade a statenent that this
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trade was finalized on their end?

MS. KLINGLER: No. But we would not
have expected themto because we took them on good
faith that they owned it.

MR. HOLLI DAY: So on February 2nd, if |
have nmy tinmeline correct, Conoco formally proposed a
trade structure about this acreage; is that correct?

MS5. KLINGLER: It was based on the
trade offer from Powderhorn

MR. HOLLI DAY: Okay. But you nmade a
formal offer based on your prior conversations?

M5. KLINGLER: | made an offer based on
their offer.

MR. HOLLI DAY: Okay, that's fair.

And in response to the offer on the
of fer, did Powderhorn send you a draft agreenent that
had an exhibit of the |eases that they intended to
convey?

MS. KLINGLER: Do you have that?

MR. HOLLIDAY: 1'masking you if you
saw it when this deal cane up.

M5. KLINGLER: | don't recall seeing
t he | eases.

MR. HOLLI DAY: Okay. So you

woul dn't -- so you didn't see it, you didn't see any
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sort of schedule of |eases or anything attached to
that offer or response from Powderhorn?

MS. KLINGLER: There was an LO .

MR. HOLLIDAY: LO. And that had a
schedul e of --

MS. KLI NGLER: Letter of intent.

Sorry.

MR. HOLLIDAY: -- leases to it;
correct?

MS5. KLINGLER: 1'd have to review the
LA .

MR. HOLLI DAY: Right. But we don't
want to disclose that because it's probably got
confidential terns; fair?

MS. KLINGLER: The letter of intent?

MR. HOLLI DAY:  Yes.

MS. KLINGLER: Once it's executed.

MR. HOLLI DAY: Okay. Well, or deal
proposals. Anyway, but you don't -- you never saw an

exhibit, a |lease exhibit, not to your recollection --

M5. KLINGLER: | can't recall seeing
the exhibit.

MR. HOLLI DAY: COkay. Do you think, in
your experience with -- it's reasonable to think that

Powder horn was | ooking for acreage that would
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I ncentivize COP to -- Conoco t
agreenent on the Super Hornet?

MS. KLI NGLER:
intents. | don't know what th

MR. HOLLI DAY:
for a party to search out acre
counterparty to trade?

MS. KLI NGLER:
reasonabl e.

MR, HOLLI DAY:
tracks with what Powder horn di
sought out acreage to incentiv
agreenent ?

MS. KLI NGLER:
know t hat they sought out the
t hat .

MR, HOLLI DAY:
February 2nd, we talked a | ot
relative experience as a team
technical neeting scheduled, b
that right?

MS. KLI NGLER:
schedul ed with Powderhorn's te
t eam and subsurface experts.

MR. HOLLI DAY:

o reach a voluntary

| don't know their
ey were intending to do.
Wuld it be reasonabl e

age to incentivize a

Sure, that woul d be

Okay. And that roughly
d, is that right, they

I ze Conoco to enter an

| don't know. | don't

snapback acreage for

If we go back to
about Powder horn's
You guys had a

ut you canceled it; is

We had a neeting

am and our managenent

And it was cancel ed;
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correct?

MS. KLINGLER: That is correct.

MR. HOLLI DAY: And Conoco canceled it?

MS. KLINGLER: That is correct.

MR. HOLLI DAY: Okay. And then, so that
was on the second two days | ater and sone
conmuni cation that you had with M. Macha, you stated
to the fact that you'd gotten pushback on the trade
| dea, you asked himto give it a go and go ahead and
see how it shook out that you guys are noving it
forward, but you had to overcone managenent hurdl es.
Does that sound consistent with what you conmmuni cat ed?
Yes. So is it fair to say that Conoco proposed a
trade that it had not yet obtained an internal
approval for and that it wasn't authorized to nmake?

MS. KLINGLER: That is not accurate. |
was aut horized to discuss that trade and to work that
trade.

MR. HOLLI DAY: But you weren't
aut hori zed to close the trade; is that correct?

M5. KLINGLER: We hadn't gotten to that
part yet because we were doing due diligence to nake
sure that they owned the acreage that they offered to
us.

MR. HOLLI DAY: |If Powderhorn accepted

Page 471

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



© 00 N oo o b~ W N P

N T T N N T e e e R R R N T e
o A W N P O © 0O N O 0o~ W N +—» O

I mmedi ately, could you have consunmat ed t hat

transacti on?

MS. KLI NGLER: Yes.
MR. HOLLI DAY: W thout approval ?
M5. KLINGLER: | would have gotten

approval .

MR. HOLLI DAY: So then your testinony
I's, you didn't have approval, but if you needed it,
you could have got it; is that right?

MS. KLINGLER: | talked to the
managenent team and got soft consents fromthemto
nove forward with that trade once we did our work and
due diligence on the title, and with the commerci al
and ot her departnents required to do a trade.

MR. HOLLI DAY: And so what were then,
and you may have just |isted them what were these
managenent hurdles that were standing in the way?

MS. KLINGLER: Typically that includes
commercial, the dedication agreenents that we have,
pl us maki ng sure that everybody signs off.

MR. HOLLIDAY: So it's got to go
through a simlar, | nean let's call it Stage-CGate
process, people have to reviewit, |lots of hands got
to touch it, fair to say?

MS. KLI NGLER: | don't know about |ots
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of hands. | wouldn't portray it that way. But, |
mean there is an -- we are a public conpany, so
approval s are necessary to neet SOX conpli ance.

MR. HOLLI DAY: And you had soft
approval to shop the deal, but you didn't have
approval to consummate the transaction; is that fair?

M5. KLINGLER: At the time | was given
approval to nove forward with the trade and bring it
to fruition if everything worked out.

MR. HOLLI DAY: And you all ege that
Powder horn, by offering acreage that it did not own,
but which it had consent to shop to you, you allege
that was bad faith. How are these two different?

MS. KLINGLER: How are which two
different?

MR. HOLLI DAY: So Powderhorn -- you
attenpted to make a deal, you had soft consent, but
you didn't have authority to transact on; correct?

M5. KLINGLER: | did have authority to
transact.

MR. HOLLI DAY: You coul d have cl osed
t he deal ?

MS. KLINGLER: | could have gotten -- |
woul d have gotten an executed docunent, yes. W would

have nmoved forward with the trade --
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MR. HOLLI DAY: Right, but your
testinmony -- I'msorry, go ahead.

So your testinony is that you did have
authority to conduct the deal, or you think you could
have gotten authority to transact the deal when you
offered it?

MS. KLINGLER: The devel opnent nanager
told me to nmove forward with the trade.

MR. HOLLIDAY: Okay. Did you tell that
to Powderhorn, that it was a soft offer?

MS. KLINGLER: | told themthat | could
nove forward and we were -- | think | said scranbling.

MR. HOLLI DAY: Okay. And in your
opi nion, does this -- these -- and | knowit's hard to
make deal s and you got to convince a |ot of people,
but | guess what |'m struggling to understand is how
Is that substantially different than the behavior you
conpl ain of for Powderhorn?

MS. KLINGLER: We own the acreage.

MR. HOLLI DAY: Sure, but you didn't
have - -

M5. KLINGLER: And we were going to
trade. Sorry.

MR. HOLLIDAY: M tenptation is to

engage like it's a conversation, so | apol ogize to the
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reporter. | think we nmade the point.

So if we go on -- so we tal ked about
the 2nd, there was a neeting, it's cancel ed.

The 4th, there's the soft offer.

And then on the 6th, so, l|ike, four
days, the day that the deal was pulled from
Powder horn, they infornmed you that the deal was off
the table; is that correct?

MS. KLINGLER: After | asked them about
t he owner shi p.

MR. HOLLI DAY: Okay. But they
contacted you, or at |east communicated to you four
days later fromthis whole transaction, that the deal
was no |onger available; fair?

MS. KLINGLER: After they admtted they
didn't own the acreage.

MR. HOLLI DAY: Correct.

And just -- | apologize if this is
repetitive. Did you convey that you had soft consent
authority only and not actual authority to make the
of fer?

M5. KLINGLER: | did not m srepresent
our authority or approvals.

MR. HOLLI DAY: Sure. So you didn't

m srepresent it.

Page 475

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



© 00 N oo o b~ wWw N

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

MS. KLI NGLER:
MR. HOLLI DAY:

that it was only a soft offer?
MS. KLI NGLER:
word "soft." It wasn't a soft

MR. HOLLI DAY:

MS. KLI NGLER:

MR. HOLLI DAY:
characterized it --

MS. KLI NGLER:

VMR, HOLLI DAY:
I nto semantics, that's okay.
MS. KLI NGLER:
MR. HOLLI DAY:
say, so you find out on the 6t
deals off the table. And iny
term nated your negoti ations.
negotiate after that tine; is

MS. KLI NGLER:
trade negoti ati ons.

MR. HOLLI DAY:
par agraph 27.

MS. KLI NGLER:

MR. HOLLI DAY:

term nated our negotiations,"

Correct.

But did you represent
| don't think | used the
of fer.

It wasn't a soft offer?
| don't --

| thought you

| said soft consent.

| think we're getting

Ckay.
But then you go on and
h, they don't own, it
our testinmony, this

But you did continue to
that fair?

That term nated the

Ckay. Let's goto
Uh- huh.
"That revel ation

I's that your testinony?
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MS5. KLINGLER: That is ny testinony as
it relates to the trade.

MR. HOLLIDAY: As it relates to the
trade. Okay.

So then tinme goes on. You represent
you' re having a neeting on February 18th to deci de on
carry offers and go forward plans; is that right?

MS. KLI NGLER:  Yes.

MR. HOLLIDAY: Did that neeting ever
actual ly happen?

MS. KLINGLER: That neeting did not
happen. | net with the devel opnent nanager
separately, and ny nmanager.

MR. HOLLI DAY: But you didn't tel
Powder horn until the 20th that you were no | onger
Interested in a nutual agreenent; is that correct?

MS. KLINGLER: |If that's the date.

MR. HOLLIDAY: That's a "yes"?

MS. KLINGLER: That's the date of the

emai | ?

MR. HOLLI DAY: Okay.

MS. KLI NGLER: s 1t?

MR. HOLLI DAY: Yes, that's the date of
the email. O that's the date that
the -- Powderhorn's testinony states that they were
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i nfornmed that you were no | onger pursuing a nutual
deal .

THE HEARI NG EXAM NER:  So what's your
guestion, and has there been an answer, because |
haven't heard the answer.

MR. HOLLIDAY: | think we're getting
bogged down. 1'll just withdraw the question
because --

THE HEARI NG EXAM NER:  Fi ne.

BY MR HOLLI DAY:

MR. HOLLI DAY: So up until that
February 20th tineline, it would have been reasonabl e
for Powderhorn to conclude that negotiations were
still in progress; is that correct?

MS. KLINGLER: \What type of
negoti ati ons?

THE HEARI NG EXAM NER:  Hold on a
second. Please don't ask him --

MS. KLINGLER: [|'m sorry.

THE HEARI NG EXAM NER: | f you don't
understand the question, just say you don't
under st and, but please don't ask him questions.

MS. KLI NGLER: Yes, sir.

THE HEARI NG EXAM NER:  Wbul d you

clarify your question, because the w tness doesn't

Page 478

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



© 00 N oo o b~ wWw N

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

under st and.

MR. HOLLI DAY: Let ne see if this is
nore succi nct.
BY MR HOLLI DAY:

MR. HOLLI DAY: So you guys sent your
one-nmle well proposals to Kaiser-Francis on February
12th; is that right?

MS. KLI NGLER:  Yes.

MR. HOLLI DAY: Ei ght days before you
tol d Powder horn the deal was off?

MS5. KLINGLER: If you say so.

MR. HOLLI DAY: And that woul d have been
si x days before the schedul ed neeting?

THE HEARI NG EXAM NER: " msorry, hold
on, M. Holliday.

Ms. Klingler, please just answer the
question. "If you say so" is not an answer.

MS. KLINGLER  Okay.

THE HEARI NG EXAM NER:  Ckay?

MS. KLI NGLER:  Yes.

THE HEARI NG EXAM NER: So ask your
question again, M. Holliday. | want a cl ear answer
to the question.

BY MR, HOLLI DAY:
MR. HOLLI DAY: You sent Kaiser-Francis
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their one mle proposal on February 12th; is that
correct?

MS. KLINGLER: That's correct.

MR. HOLLI DAY: That was ei ght days
before you told Powderhorn you were no | onger seeking
a nmutual agreenent; is that correct?

MS. KLINGLER: | believe that is
accurate. | don't know the exact dates off the top of
my head.

MR. HOLLI DAY: And then that was at
| east sonme days before the neeting that was supposed
to happen on the 18th; is that correct?

MS. KLI NGLER: ['"'m-- |I"msorry, what
are you referring --

MR. HOLLI DAY: You sent your one mle
proposal a week before you had this nmeeting to discuss
Powder horn's offer; is that correct?

MS. KLI NGLER: Yes.

MR. HOLLI DAY: Okay. But you didn't
send the proposals to Powderhorn until March 2nd,
ei ght days before the hearing; is that correct?

MS5. KLINGLER: That's correct.

MR. HOLLI DAY: So you were pursuing a
two track negotiation; is that fair?

MS. KLI NGLER: | didn't send the
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Powder horn proposals until March 2nd because | didn't
find out until February 27th that there was an

i nterest that they owned in the north half of 2,
subject to our operating agreenent.

MR. HOLLI DAY: But you were nmaking
proposals to Kaiser while also tal king to Powder hor n;
is that fair?

MS. KLI NGLER: Yes.

MR. HOLLI DAY: Okay. But did you
communi cate that that offer had been made -- or excuse
me, the proposal had been made to Kai ser-Francis?

M5. KLINGLER: [|'msorry, can you be
nore cl ear?

MR. HOLLIDAY: No. Wthdrawn. | think
| asked that question already.

So part of the objection that you
voiced to the plan was that Powderhorn had infornmed
Marat hon it would need to rely on Marathon's takeaway.
Is that a fair summry of your conversation?

MS5. KLINGLER: That was in the ennil

MR. HOLLI DAY: That was in the email.
So that was in the mdst of trade negotiations; is
t hat accurate?

M5. KLINGLER: |'msorry, say that

agai n.
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MR. HOLLI DAY: That was in the m dst of
trade negotiations; is that accurate?

MS. KLINGLER: Yes.

MR. HOLLI DAY: And did Powder horn
respond to your questions about dedications, that it
woul d be open to review ng your contracts as part of
an agreenent ?

MS. KLI NGLER: Yes.

MR. HOLLI DAY: Do you have any direct
or personal know edge of Powderhorn's conversations
with third-party m dstream providers?

M5. KLINGLER: Only what they told nme
in the emils.

MR. HOLLI DAY: So yes or no, do you
have any direct know edge of Powderhorn's
conversations with third-party m dstream provi ders?

MS. KLI NGLER:  Yes.

MR. HOLLI DAY: You do have personal
know edge of their discussions with third-party
provi ders?

MS5. KLI NGLER: Because they told ne.

MR. HOLLI DAY: What did they tell you?

MS5. KLINGLER: That they had water, and
that they were working on crude and gas.

MR. HOLLI DAY: Okay. But you don't
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know how t hose -- you don't know t he substance of
t hose conversations; fair?

MS. KLINGLER:  No.

MR. HOLLI DAY: Okay. And so they told
you that they had entered into a water disposa
agreenent; is that right?

MS. KLINGLER:  Yes.

MR. HOLLI DAY: Okay. And in your role
as the | andman in charge of this area, or the north
hal f of Section 2, are you responsible for managi ng
t akeaway comm tnents --

MS. KLINGLER:  No.

MR. HOLLI DAY: -- as referenced in your
testi nony?

MS. KLINGLER: [|'m sorry, can you
restate that?

MR. HOLLI DAY: Are you responsible for
managi ng the takeaway commtnents froma | and
perspective in this area?

MS. KLINGLER: There is a comrerci al
departnment that's in charge of takeaway conm tnents.
So I, as the landman, am not in charge of takeaway
comm t ments.

MR. HOLLI DAY: Okay. So you woul dn't

be the right person to talk to about Conoco's takeaway
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comm tnments or capabilities, is that fair, |
need to talk to sonebody el se?

MS. KLINGLER: [|'m aware as t
area because | communicate with the comrerci

depart nent.

woul d

othis

al

MR. HOLLI DAY: Okay. Can you -- who

are your mdstream counterparties under your
commtnents for this acreage?

MS. KLINGLER: We are not all
di scuss that. We have to sign confidenti al
agreenents --

MR. HOLLI DAY: Okay. That's
Because we've -- | think both sides have wt
confidential information.

You testified, on March 4th,

Powder horn does not have a pre-approved stat

owed to

ty

fair.

hhel d

t hat

e

commoni zati on agreenent, is that correct, in

par agraph 247?
MS. KLINGLER: When | stated

that | was

not aware that they had submtted for pre-approval.

MR. HOLLI DAY: Okay. So fair
that is no | onger an accurate statenment?

MS. KLINGLER: Correct.

to say

MR. HOLLI DAY: If we tal k about the

Bat Bonb a little bit, just -- | want to tal

k about
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the -- from an experience angle.

Had you ever had -- so we had that
canceled neeting. Did you ever neet with the
technical staff at Powderhorn?

M5. KLINGLER: Can you define the
technical staff?

MR. HOLLIDAY: Did you neet with anyone
ot her than Travis Macha and Mason Maxwel | ?

MS. KLINGLER: Yes, sir.

MR. HOLLI DAY: Who? VWho was that?

MS. KLINGLER: Their co-CEO Jack
Yat es.

MR. HOLLI DAY: Jack Yates. Okay.

Did you neet with any of the engi neers
at Powder horn?

MS. KLI NGLER: No, sir.

MR. HOLLI DAY: You didn't. Okay.

So at the tinme you guys signed the
Bat Bonb and War Pigeon units, | think we can agree
Adm ral Perm an had never drilled a well, is that
right, in New Mexico?

MS. KLINGLER: They had not drilled in
New Mexi co.

MR. HOLLIDAY: Okay. And that's the

sane criticismyou're |leveling today at Powderhorn; is
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t hat correct?

MS. KLINGLER: Not entirely.

MR. HOLLIDAY: How is it different?

M5. KLINGLER: We were famliar with
Adm ral already because of a project in Texas that
they were drilling.

MR. HOLLI DAY: And do you contest that
t he nenbers of Powderhorn, they drilled wells in Texas
also in their prior experience?

MS. KLI NGLER: From what | have seen,

yes.

MR. HOLLI DAY: Okay -- with that.

I n paragraph 19, you criticize
Powder horn for not having an in-house drilling team
Does Conoco use third-party drilling contractors?

MS. KLINGLER: We do use several
contractors. We have an in-house drilling team

MR. HOLLI DAY: And so we don't have to
pull up the exhibit, or we can if we need to, but if
we were to | ook at the AFEs for the Canpana wells, we
would find nultiple entries for drilling contractors;
Is that right?

MS. KLI NGLER: Yes.

MR. HOLLIDAY: Okay. So is it fair to

say that Powderhorn's use plan -- excuse ne, stated
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plan to use a contract drilling operator or
contractor, is that consistent with standard industry
practice, including COP's own practice?

M5. KLINGLER: | don't believe that's
entirely accurate.

MR. HOLLI DAY: Do you believe that
Powder horn's plan to use a drilling contractor is
consistent with standard i ndustry practice?

MS. KLINGLER: To use contractors, yes.

MR. HOLLI DAY: Okay. Do you understand
t hat Powder horn seeks to acquire, from M. Macha's
testi nony, do you understand that Powderhorn seeks to
acquire non-standard | ocations prior to spud if it's
granted an order?

MS. KLINGLER: From what |'ve read,
yes.

MR. HOLLI DAY: But you guys are not
seeking any sort of non-standard | ocation; is that
accurate?

MS. KLINGLER: We're staying in the
set backs.

MR. HOLLIDAY: Okay. So if you're
staying within the setbacks, given the difference
between -- 130 feet, is it fair to say that, then, at

a mninmum 460 feet of perforated |lateral as to each
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well will be forfeited under Marathon's plan?

MR. RANKIN:. CObjection. Powderhorn
needs to get that approved fromthe Division and
there's a pending objection. So trying to conpare the
di fference between their |aterals as proposed and
Marathon's is subject to adm nistrative approval,
likely to go to hearing, that hasn't been done yet.

THE HEARI NG EXAM NER: Ckay. | don't
di sagree with what you've said, but what's the
obj ecti on based on?

MR. RANKIN. Well, the question is, |
guess, going to a hypothetical. So | guess if
M. Holliday could phrase it as a hypothetical, then
that would be a nore appropriate approach to asking
t he questi on.

THE HEARI NG EXAM NER: M. Hol | i day.

MR. HOLLIDAY: Let nme try it this way.

THE HEARI NG EXAM NER:  Woul d you |ike
to rephrase your question?

MR. HOLLI DAY: Yeah, |I'Il1l rephrase.

THE HEARI NG EXAM NER: Go ri ght ahead.
BY MR. HOLLI DAY:

MR. HOLLI DAY: So not talking about
Powder horn, talking only about Marathon, given that

330-f oot setback rule that you intend to stay within,
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Is it fair to say that, at a mninmum 460 feet of
"perfed" lateral as to each well will be forfeited?

MS. KLINGLER: No, | don't think that's
fair to say. Since we're staying within the pool
rules you're not forfeiting anything because we're
follow ng the rules.

MR. HOLLI DAY: There woul d be 460 feet
| ess lateral length per well than if you did obtain
non-standard | ocations; is that fair?

MS. KLINGLER: | believe so.

MR. HOLLIDAY: So in a hypothetical
situation in which Powderhorn did obtain non-standard
| ocations, that's going to add an additional 100 feet,
making it a total -- well, that's a question for your
geol ogi st.

Okay, last thing. | think we've heard
sonme testinony fromyou earlier that Powderhorn has
various options to develop its acreage; is that fair?

MS. KLI NGLER:  Yes.

MR. HOLLIDAY: Okay. And you're
testifying here as a | andman today; is that correct?

MS. KLI NGLER:  Yes.

MR. HOLLI DAY: And you're not a
reservoir engineer or a geologist; is that right?

MS. KLI NGLER: Correct.
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MR. HOLLI DAY: Okay. And you don't
have any educati onal background in either of those
di sci plines?

MS. KLINGLER: That's correct.

MR. HOLLI DAY: Okay. And you haven't
been qualified by the Division as a geol ogi st or
engi neer ?

MS. KLINGLER: | have not.

MR. HOLLI DAY: Fair to say that
Mar at hon doesn't ask you to perform those functions?

MS. KLINGLER: That's correct.

MR. HOLLI DAY: Maybe sone "cl oseol ogy."

So if you're not an engi neer, you're
not qualified to testify before the Division, other
than the literal physical possibility that they could
go north-south, what is your basis for stating that
Powder horn has nultiple viable or econom c options to
devel op its acreage?

MS. KLINGLER: | consulted with the
subsurface and drilling teans.

MR. HOLLIDAY: Okay. So in
paragraph 17, you testify about parent-child
degradation effects within the Wl fcanp formation.
You wote that testinony; is that correct?

MS. KLI NGLER: Yes. That was based on
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my conversation with geology and reservoir
engi neeri ng.

MR. HOLLI DAY: Does paragraph 17
reference a conversation with a geol ogi st or reservoir
engi neer ?

MS5. KLINGLER: |'msorry, what are you
aski ng?

MR. HOLLI DAY: Did you reference, in
paragraph 17, that you had consulted with a reservoir
engi neer or geol ogi st?

MS. KLI NGLER:  No.

MR. HOLLI DAY: You testified that
parent-chil d degradation occurs, and you tal ked about
it in your own testinony; fair?

MS. KLI NGLER:  Yes.

MR. HOLLIDAY: Okay. |In this sane
paragraph, you state that -- ['Il highlight the
| anguage. We're al nost done.

You state that incremental reserves are
going to be left behind by not co-devel oping the
Wbl fcanp A on the south half of Section 2 and the east
hal f of Section 3 with the north half of Section 2.

Do | have that right?
MS. KLINGLER: [|'m sorry, can you

repeat that?
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MR. HOLLI DAY: Yeah. Let nme just read
fromthe exhibit. Your testinony is that:

"“Unl i ke Marat hon, Powderhorn's approach
wll result in parent-child degradation effects within
the Wbl fcanp formation, causing waste and inpairing
Mar at hon's correlative rights by preventing Marathon
fromcapturing these increnental reserves.”

s that an accurate statenent, sumary?

MS. KLI NGLER:  Yes.

MR. HOLLI DAY: Okay. G ven that you're
not an engi neer or geol ogist, you haven't been
qualified, what's your basis, then, for making this
statenent that increnmental reserves are going to be
| eft behind by not co-devel oping the A and the B?

MS. KLINGLER: All of ny conversations
with the subsurface team

MR. HOLLI DAY: Okay. But that wasn't
referenced in this paragraph; right?

MS. KLI NGLER: Correct.

MR. HOLLI DAY: Okay. So if we just
continue on:

"Powder horn's proposal wll forfeit
cost savi ngs achieved through econom es of scale that
favor Marathon's devel opnent. ™

And did you provide Powderhorn or the
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Division with any docunentation of these cost savings
that are going to be achieved through what you refer
to as econom es of scal e?

MS5. KLINGLER: | don't believe so.

MR. HOLLI DAY: Did you conduct any sort
of conparative anal ysis?

M5. KLINGLER: | did not personally.

MR. HOLLI DAY: Okay. So then what
woul d you say is the basis for your statenment there in
par agraph 177?

MS. KLINGLER: All of ny coll aboration
with the subsurface teans.

MR. HOLLI DAY: Okay. So M. Rankin
stated for the first tinme that I'maware of, and | do
think this is relevant to the case, that none of the
proposal s made to Conoco were economic. Do you

remenber that statenent?

M5. KLINGLER: I'msorry, where is
t hat ?

THE HEARI NG EXAM NER:  Hol d on.
There's going to be an objection. | sense it com ng.

MR RANKIN: Well, | think I know what
he's trying to get at, but |I don't think it's exactly
what | said. 1'll say | believe what | said was that

none of the carry offers made by Powder horn reached or
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met the |level that Marathon would achieve by drilling
Its own acreage.

THE HEARI NG EXAM NER:  And t hat was
made during your opening statenent.

MR. RANKIN: Correct. Yeah. Yeah.

THE HEARI NG EXAM NER: Ckay. So,

M. Holliday, please, don't use -- | mean, use

evi dence, but don't use opening statenent verbiage to
base a question on. So find sone other way to ask it,
I f you can.

BY MR HOLLI DAY:

MR. HOLLIDAY: [I'll try this: Do you
broadly agree with that statenent?

M5. KLINGLER: I'msorry, what's the
st at enent ?

MR. HOLLI DAY: Do you agree with
M. Rankin's statenent?

MS. KLINGLER: The openi ng statenent?

MR. HOLLI DAY: Yes.

MS. KLI NGLER:  Yes.

MR. HOLLI DAY: Okay. But did you
provi de any analysis or data that the D vision could
rely upon to verify that statenment?

MS. KLINGLER: Thought we provided

testinony -- well, the reservoir engi neer provided
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testi nony.

MR. HOLLI DAY: But you didn't provide
any - -

M5. KLINGLER: | did not personally
provi de.

MR. HOLLI DAY: To support your
testi nony.

M5. KLINGLER: | do not have an exhibit
to support.

MR. HOLLIDAY: | just got three nore
guestions, | think.

Is it possible, for a carry that
requires no capital exposure on behalf of Conoco, is
It possible for that to be uneconom c?

MS. KLINGLER: | don't know. |'mnot a
reservoir engineer.

MR. HOLLIDAY: |If you were to receive a
non-cost bearing interest, |ike an override, and a
well was drilled, is it possible for that to be
non- econom c?

MS. KLINGLER: Well, an override is
different fromjust a straight carry. So I'msorry, |
can't answer that.

MR. HOLLI DAY: Okay. And last, |I'm

just tal king about your testinony here, you stated
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that Conoco determned that drilling one-mle wells
was better than Powderhorn's devel opnment plans, but
you didn't support any sort of -- | mean, excuse ne,
submt any sort of econom c analysis or data to
support this, did you?

M5. KLINGLER: | did not.

MR. HOLLIDAY: That's all my questions.

M5. KLI NGLER: Okay.

THE HEARI NG EXAM NER: M. Fordyce.

CROSS- EXAM NATI ON
BY MR. FORDYCE:

MR. FORDYCE: Good afternoon,

Ms. Klingler. | just had a couple of follow up
gquestions. If we could ook at -- I'"'mgoing to refer
to Exhibit A-8 on page 60 for a nonent.

So Powder horn engaged Marat hon about
this 960-acre unit they were trying to put together in
July of 2025; is that accurate?

MS. KLINGLER: | believe so.

MR. FORDYCE: Do you recall if or when,
you know, this particular split-the-baby option m ght
have ever been proposed or discussed with Powder horn?

MS. KLINGLER: Yes. | discussed it
with the co-CEO and | did mention it to M. Macha.

MR. FORDYCE: And as we've touched on,
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there were sone initial proposals from Marathon for
one-and-a-half-mle wells in the north half of this
proposed Powder horn unit that would have required
pool i ng Powderhorn; is that correct?

MS. KLINGLER: That's correct.

MR. FORDYCE: | believe that you said
earlier that at sonme point Marathon had felt that it,
you know, was just a better option for each mpjority
I nterest owner to develop their own separate acreage,
depicted here in, like, we'll say, 320-acre tracts.

Mar at hon just decided it would be, like
| said, better for each majority interest owner to
devel op their own acreage, is that fair to say?

MS. KLINGLER: Yes, sir. | said we
t hought it would be fair and reasonable to allow each
party to devel op their acreage.

MR. FORDYCE: So would it also then be
fair to say that this optionin -- well, Mrathon's
final, basically, proposals, or the APDs that were
approved for the one-mle wells in the north half,
would it be fair to say that that had nore to do with
how t he interest was broken up in this acreage and
maybe a little less to do with sone of the other
topics that we've discussed in this hearing, |ike

parent-child effects or devel opnent sequenci ng?
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M5. KLINGLER: The one mle option was
considered to provide nore value to us, and it
i ncl uded being able to develop the A and C at the sane
ti ne, because we knew t hat was execut abl e here.

MR. FORDYCE: Okay. Thank you,

Ms. Klingler.

| have no further questions.

MS. KLI NGLER: Yes, sir.

THE HEARI NG EXAM NER: M. Rankin, is
there any redirect?

MR. RANKIN: Just a little. Just a
little.

REDI RECT EXAM NATI ON
BY MR, RANKI N:

MR. RANKIN:. M. Holliday asked you
sone questions, Ms. Klingler, about whether or not
Mar at hon woul d be under any tinme constraints if it
were to drill its wells under the Marathon JOA. Do
you recall that testinony?

MS. KLI NGLER: Yes. Yes, sir.

MR. RANKIN: And | think you gave an
answer, but | want to make sure it's clear for the
record. And |I've highlighted here the | anguage |
t hi nk that governs your obligations under the Marathon

JOA and would require you to, as it states here,
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conplete with due diligence. |Is that your
under st andi ng as wel | ?

MS. KLI NGLER: Yes, sir.

MR. RANKIN: So while there's not a
hard deadline, there's neverthel ess an obligation to
conplete the project with due diligence; correct?

MS. KLINGLER: Yes, sir.

MR. RANKIN: And it was your testinony
t hat Marat hon had commenced that work already;
correct?

MS. KLINGLER: Yes, sir.

MR. RANKIN: Okay. And in terns of
enforcenent, hol ding Marathon accountable, while it's
not subject to the Division, would you agree that the
parties to the JOA would have the ability to hold
Mar at hon accountable to this tinme -- to the reasonable
time frame under this JOA?

MS. KLI NGLER: Yes.

MR. RANKIN: And that would include
Powder horn now as well; correct?

MS. KLI NGLER:  Yes.

MR. RANKIN:. Ckay. You were asked sone

guestions about sone of the wells that were drilled

nearby, | think by Adm ral and maybe others, | can't
recall. And again, for clarification of the record, |
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want to be make sure it's clear that -- were those
wel I's planned before Marathon had acquired the pil ot
test data that's been referenced in this case?

MS. KLI NGLER: l'"msorry, which wells?

MR. RANKIN:  Well, |I'"m not sure
exactly. Were they -- the wells that M. Holliday was
aski ng about. It may have been the War Pi geon and
maybe the Bat Bonb. Were those wells planned before
Mar at hon had received the data and the | earnings from
the pilot tests?

MS. KLINGLER: That is correct, they
were planned prior to that.

MR. RANKIN: Are there also other
considerations in those cases, or wells, that either
requi red Marathon to drill only the Wolfcanp A in
t hose circunmstances?

MS. KLINGLER: We had timng
constraints, we had obligations we had to neet, or
obligations that had to be net.

MR. RANKIN. Ckay. M. Holliday asked

If you -- if Marathon was the sole objecting party to
Powder horn's proposal. Do you recall that question?
MS. KLI NGLER: | recall, yes, sir.

MR. RANKIN:. And, in fact, while you're

t he sole objecting party, Marathon is the 55 percent
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wor ki ng interest owner in the north half of Section 2,
so it owmns the mgjority interest in some of the tracts
t hat Powderhorn is seeking to devel op; correct?

MS. KLINGLER: That's correct.

MR. RANKIN: There were sone di scussion
or questions from M. Holliday about delays from when
t he Powderhorn well proposals initially went over to
Mar at hon, and you advi sed that you are the one in
charge of this acreage, but when Powderhorn initially
reached out, did they initially reach out to you?

MS. KLINGLER: No, sir.

MR. RANKIN: And is it your opinion
t hat because they didn't there was a bit of a delay in
the ultimte response from your conpany --

MS. KLINGLER: Yes.

MR. RANKIN: -- to Powderhorn?

MS. KLI NGLER:  Yes.

MR. RANKIN. Ckay. And once you got
t he package and the proposal, then things started
ki cking off; correct?

MS. KLI NGLER:  Yes.

MR. RANKIN: M. Holliday asked you
about M. Macha's testinony that Powder horn had
del ayed filing its application for hearing on the

Oct ober hearing date to the Novenber hearing date, and
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he suggested it was due to negotiations with, or in
consi deration of Marathon. Do you recall that
guestion?

MS. KLI NGLER: Yes, sir.

MR. RANKIN: But there were other
parties that Powderhorn was actively negotiating wth,
i ncl udi ng Coterra and Avant; correct?

MS. KLINGLER: That's correct.

MR. RANKIN: And at that tinme they had
not yet reached agreenent with those parties; correct?
MS. KLI NGLER: Correct.

MR. RANKIN: And they hadn't reached,
and in fact didn't end up reaching agreenent with
those parties until right before the date for this
contested hearing, in which those parties were al so
going to be contesting Powderhorn's proposed
devel opnent; correct?

MS5. KLINGLER: That's correct.

MR. RANKIN: So, | nean, it seens |ike
t hey woul d have conti nued the case, not just for
consi deration of Marathon, but for those other parties
as well.

MS. KLINGLER: Yes. Which was the
basis of setting up the three-way split-the-baby

opti on.
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MR. RANKIN: | think this cane through
in that dialogue, but it was a little bit nessy, the
record, so | want to just take an opportunity to try
to clean it up

| think -- | understood your testinony
during the discourse with M. Holliday about the
di fference between what Powder horn was doi ng by not
initially disclosing that they didn't own the acreage
offered for trade and what -- and you're still working

t hrough the approval process.

And | think, | just want to make sure |
under st ood, and you can tell nme if I'mwong, but |
understood that -- that your point was that Powderhorn

didn't disclose that they didn't own the acreage, but
you had disclosed that you were working through the
managenent hurdles, is that fair to say?

MS. KLI NGLER:  Yes.

MR. RANKIN: Okay. And finally, that
Mar at hon actually did own the acreage that it was
proposing to trade; correct?

MS. KLI NGLER: Yes, sir.

MR. RANKIN:. Ckay. You were asked sone
guestions about the fact that you partnered with
Admral to drill a well in New Mexico where Adni ral

had never drilled a well before, and asked whet her
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t hat was any different than what Powderhorn's
proposing to do. Do you recall those questions?

MS. KLI NGLER: Yes, sir.

MR. RANKI N: Now, in fact, you
mentioned that Adm ral was working with Marathon or
ConocoPhillips in Texas; correct?

MS. KLINGLER: Yes, sir.

MR. RANKIN: And tell nme just a little
bit about that process. |In fact, ConocoPhillips has
been working with Admral for some tinme; correct?

MS. KLINGLER: Yes, sir.

MR. RANKIN: And explain to nme just

real quickly the process that Mrathon and

ConocoPhi |l I'i ps goes through in order to retain a
contractor as a partner for drilling Marathon or
ConocoPhi I 1'i ps wel |l s.

M5. KLINGLER: We have a nulti-I|ayered
vetting process. W have to market our projects.
We're not allowed to just pick a designated operator.
We have to market it, evaluate all of the offers that
we receive. O bids, sonetines called bids, you know,
the offers are called bids.

And then when we determ ne that an
offer is going to add value to the conpany and the

beneficiaries of the state | ands, or the federal
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| ands, or the fee |lands, we then start our vetting
process as to a deep dive on the conpany that we're
wor ki ng wit h.

Adm ral, in particular, brought in
their entire technical team but it was several nonths
after we did other due diligence and deep dives into
them and their executive teamand -- and al so
under st andi ng how t hey were working with us in Texas
and wat chi ng those results.

MR. RANKIN: And just so |I'mclear, the

drilling that goes on, when you use contractors |ike
Admral, is it according to Admral's dictates or is
It according to ConocoPhillips's dictates, about how
the well is going to be drilled?

MS. KLINGLER: In the case of Bat Bonb
and War Pigeon, it was collaborative. So they did
present their plan, we presented our plan, we asked
for tweaks to be made. Tweaks were made to their plan
to satisfy our subsurface team and our managers.

MR. RANKIN: And if Admral didn't
agree to what --

THE HEARI NG EXAM NER: M. Ranki n.

MR. RANKI N:  Yeabh.

THE HEARI NG EXAM NER:  This is

redirect, and | feel |ike the scope of the redirect
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s --

MR. RANKIN: Fair enough. [I'Ill |eave
it there.

THE HEARI NG EXAM NER: -- not been
adhered to.

MR. RANKIN:  Well, | mean, |'Ill |eave
it there. | understand we're short of time, so I'll

| eave - -

THE HEARI NG EXAM NER: We do have one
witness left.

MR. RANKI N: | understand.

THE HEARI NG EXAM NER: He's been very

pati ent.

MR. RANKI N: Yeah, he has been.

In fact, |I think that was ny | ast set
of questions in anyway. | have no further questions

for Ms. Klingler.
THE HEARI NG EXAM NER: Thank you.
May this witness be excused?
MR. RANKIN: She may.
THE HEARI NG EXAM NER: Thank you.
Thank you, Ms. Klingler.
Pl ease call your |ast w tness.
MR. RANKIN: Thank you, M. Hearing

Officer. The last witness is M. Preston Dupree.
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THE HEARI NG EXAM NER: M. Dupr ee,
woul d you turn the m crophone on.

Thank you. And | rem nd you that
you're still under oath from yesterday.

MR. DUPREE: Yes, sir.

DI RECT EXAM NATI ON
BY MR, RANKI N:

MR. RANKIN:. M. Dupree, will you
pl ease state your nane for the record.

MR. DUPREE: Preston Dupree.

MR. RANKIN. And by whom are you
enpl oyed and in what capacity?

MR. DUPREE: |'m enpl oyed by
ConocoPhill'i ps, which is a subsidiary of Marathon G|,
and | am a petrol eum geol ogi st .

MR. RANKIN. Mght it be the other way
around?

MR. DUPREE: O her way around? My
apol ogi es.

MR. RANKIN. Ckay. So you're enployed
by ConocoPhillips, which owns --

MR. DUPREE: Owns.

MR. RANKIN: -- Marathon as a wholly
owned subsidiary. Okay.

I's your testinony in this case nmarked
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as Exhibit B?

MR. DUPREE: Yes, it is.

MR. RANKIN. And have you conducted a
study of the geology and the subject |ands at issue in
this case?

MR. DUPREE: | have.

MR. RANKIN. And you prepared your
testinony marked as Exhibit B, along with exhibits B-1
t hrough B-57

MR. DUPREE: Yes.

MR. RANKIN. And you al so prepared
rebuttal exhibits, that include Exhibit B-5 and B-6?

" msorry, Exhibit 5 and 6.

MR. DUPREE: Yes.

MR. RANKIN: And were those exhibits
and your testinony prepared by you or conpiled under
your direction and supervision?

MR. DUPREE: Yes.

MR. RANKIN. Any corrections or changes
to the testinony or exhibits that were filed?

MR. DUPREE: No.

MR. RANKIN: Do you adopt the testinmony
and the self-affirnmed statenent marked as Exhibit B as
your own sworn testinony today?

VR. DUPREE: Yes.
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MR. RANKIN:. M. Dupree, I'mgoing to
first ask you to address the vertical degradation
arguments. Now, you're not an engineer, you're a
geol ogist, and so I"'mgoing to ask you to review
what's marked as Exhibit 5, and shared on the screen.

Dr. Unekwe reviewed this yesterday as
an engi neer, and so | want you to just restrict your
di scussions to the geology. But if you would, just
start off and review for us the elenments of the
exhi bit and focusing on the geol ogy aspects.

MR. DUPREE: Yes. So taking a |ook at
this exhibit, starting off in the top left, it is a
| ocator map of two different project areas. Starting
off in the top left northwest of that |ocator map,
it's the Canpana project, which also consists of the
Super Hornet project from Powderhorn. And then noving
to the southeast of the locator map is the internal
ConocoPhi |l l'i ps pilot project of Potato Baby/Keg Shell.

Moving to the right of the screen, that
is the Powder horn proposed devel opnent plan that's
showi ng the gun barrel. Again, they're targeting the
four Wol fcanmp XY Sand wells, and also sonetine at a
| ater date they say they' re going to cone back for the
Wl fcanp B. They call it the Wil fcanp B | ower

However, for ConocoPhillips's nonenclature, that is
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the Wbl fcanp BC interface.

Moving to the top right of the screen,
that is the Potato Baby Keg/ Shell gun barrel show ng
t he top-down versus co-devel opnent. So | ooking at the
Potato Baby, that's the top-down devel opnent, or
sequenti al devel opnent, however you may want to say
that. And then |ooking at the Keg Shell project, that
I's the co-dev where you're doing the Wil fcanp A and
t he Wol fcanp C together.

Moving to the lower |eft portion of the
screen, that is the two well cross section that can be
seen in the locator map fromA to A Prime. The first
thing to note here, the stratigraphy of the area is
simlar enough to conpare degradation concerns between
the two areas. And fromthe geology wtness from
Powder horn, he did not have any rejections to that.

Starting off by looking at the A well,
or the first well, you can see that fromthe
Powder horn proposed -- well proposal that they sent
us. There's a 610-foot vertical separation between
the -- the XY Sand and what they call the Wl fcanp B
| ower. And then when you nove to the right well, or
the A Prine well, where it's in Potato Baby/Keg Shell
area, there's a 724-foot vertical separation between

t hose two | andi ngs.

Page 510

Veritext Lega Solutions

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




© 00 N oo o b~ wWw N

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

And again, when there's no significant
geol ogi cal variance between those upper and | ower
| andi ngs, you can conpare those degradati on concerns
to | ook at production. And ny counterpart,

Dr. Umekwe, he nentioned this degradation pl ot

yest erday, saying that when you do do this sequenti al
devel opnent, you see that 19 percent degradation when
you | ook at co-devel opnent.

MR. RANKIN: Yeah, so just to be clear,
the orange line would be the pilot test portion that
was done sequentially?

MR. DUPREE: Yes, the orange |ine would
be the sequential Potato Baby. And then the
orange -- and then the blue Iine above that woul d be
t he co-devel opnent Keg Shell project.

MR. RANKI N: M. Dupree, there's sone
di scussi on about whether the distance between this
pil ot project |location to the southeast of the Canpana
and Super Hornet project disqualifies this as an
anal ogous project or test. MWhat's your response to
t hat ?

MR. DUPREE: When | ooking at the
Pot at o Baby/Keg Shell, | think this is a very
wel | -confined, well-controll ed project that

I's -- should be considered as a basis of |ooking at
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this top-down versus co-dev devel opnent plan.

And then when you | ook at the lithol ogy
and the stratigraphy of the area, there is no
geol ogi cal concerns between the two targets that show
any hindrance in the subsurface that nmay cause any
kind of interference from fracture propagati on.

MR. RANKIN:. So based on the geol ogy,
just to be clear and summarize, it's your opinion that
there's no factor in the geology that would prohibit
this test from being applicable to the Super Hornet or
Canpana acreage; correct?

MR. DUPREE: That's correct.

MR. RANKIN: Now, you heard sone
testi nony about the | anding zones were different, the
wel |l densities were different, but your response is
the same, is that fair to say?

MR. DUPREE: Yes. The -- the matter of
probl em here is not the | anding zones that we're
| ooking at. We're |ooking at depletion within the
VWl fcanp A And with that depletion in the
Wbl fcanmp A, fracture propagation is going to want to
nove upwards from that Wbl fcanp C devel opnment.

MR. RANKIN:  You nentioned sonething
about a well-controlled project. There were questions

from Exam ner Fordyce and others in this hearing about
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this particul ar project, about whether there could be
ot her factors at play that m ght influence that
degradation that's being observed between the portion
of the project that was sequentially devel oped and the
portion that was co-devel oped.

Can you explain a little bit about
why -- | nmean, why that isn't the case and the whole
pur pose of this test that ConocoPhillips undertook?

MR. DUPREE: Yes. The whol e purpose of
this test was so we could devel op our acreage in
Eddy County to decide if we want to do top-down or
sequenti al devel opnent versus co-devel opnent. And
wth this, we took out many outliers that went into
the project.

So | heard yesterday, or | think maybe
it was earlier today, there were no shut in wells that
woul d have caused production differences. There's
no -- as far as |I'maware, conpletion sizes were
nodel ed to replicate simlar performnce across the
project areas. There's no outside of normal anomalies
t hat woul d have affected any kind of production
bet ween these two projects.

MR. RANKIN: So, in other words, while
it wasn't a | aboratory experinent where every single

Item could be controlled, the |arge ones were governed
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here and controll ed by ConocoPhillips; correct?

MR. DUPREE: That's correct.

MR. RANKIN. Ckay. And, again, the
pur pose was so that you had a test that you could rely
on in devel opi ng your acreage in this area?

MR. DUPREE: That's correct.

MR. RANKIN:. Ckay. | want to nove on
to Powderhorn's allegations or claimabout stranded
acreage on a technical basis. | think this was
di scussed a fair bit even prior before you getting up
on the stand today.

But | just would |like for you to just
review -- you know, you're famliar with the claimin
Powder horn's direct testinony that the northeast
gquarter of Section 3 would be stranded if Marat hon
were to develop its one-mile wells in the north half
of Section 2.

MR. DUPREE: That's correct.

MR. RANKIN. Based on that, in your
anal ysis, is there any technical reason, geologic
reason, that Powderhorn's acreage in the northeast
quarter of Section 3 would be stranded?

MR. DUPREE: Geol ogically, no. That
woul d be on their own doing.

MR. RANKIN: If you would just review
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the slide here, Marathon Rebuttal Exhibit 6, just
explain to us why, in your opinion, there's no
preferential well orientation in this area.

MR. DUPREE: Yeah, |'Ill just quickly
rerun through this slide. 1'msure nost of you are
burnt out of it at this point.

This is a well-published paper by Mark
Zoback. He's very well known across the industry.
This is just the maxi num stress orientation map that
you can see in the black Iine shown on the map. And
then | tried to do nmy best to put their approximte
AO on there as well to show the reference that we're
| ooki ng at.

And then | ooking at the images to the
right, the first one, it's the producing wells
pre-2017, that's showing all the |anding zones. And
then the one on the farthest to the right is the
produci ng wells, 2017 and onward. And when you | ook
at well orientation by vintage of years, pre-2017 and
post-2017, there is no preference to stand-up or
| ay-down wel |l orientation.

MR. RANKIN: And in fact, Powderhorn's
own exhibits reflect the same phenonenon; correct?

MR. DUPREE: Yes.

MR. RANKIN: And just to be clear, what
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does it nean that there's no preference for wel
orientation in this acreage?

MR. DUPREE: You can either drill a
stand-up well or a lay-down well.

MR. RANKIN: And if Marathon's acreage
happened to be -- positioned in Section 2, happened to
be the west half of Section 2 rather than the north
hal f of Section 2, would Marat hon be proposing
stand-up wells in that acreage?

MR. DUPREE: Yes. |It's the best way to
devel op our acreage.

MR. RANKIN: Yeah. Depending on your
| and position; correct?

MR. DUPREE: Yes.

MR. RANKIN:. Ckay. In this particular
acreage. Ckay.

Did you also review Ms. Klingler's
rebuttal exhibits 1 through 4?

MR. DUPREE: | did.

MR. RANKIN. And do you see any
problems with, on a geologic basis, with Powderhorn
being able to develop the east half of Section 3 and
the south half of Section 2 follow ng any one of these
proposed devel opnent pl ans?

VR. DUPREE: No concerns.
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MR. RANKIN: I n your opinion,

M. Dupree, what's the best way to prevent waste and
protect correlative rights in this contested case?

MR. DUPREE: To |et Marathon O
devel op -- develop their own acreage.

MR. RANKIN:. And that wouldn't prevent
Powder horn from devel oping its acreage, would it?

MR. DUPREE: No.

MR. RANKI N: Okay. M. Exam ner, |
have no further questions of M. Dupree at this tine.

THE HEARI NG EXAM NER: M. Hol |i day.

CROSS- EXAM NATI ON
BY MR. HOLLI DAY:

MR, HOLLI DAY: If we turn to
paragraph 5 of your self-affirmed statenent, you
st at e:

“In my opinion, there is no substanti al
geol ogi cal difference between the devel opnment plan
proposed by Powder horn and the devel opnent pl an
proposed by Marat hon."

Do you stand by that statenent?

MR. DUPREE: Can you show that to ne on
t he screen?

MR. HOLLIDAY: Oh, | can, if |I share ny

SCreen.
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THE HEARI NG EXAM NER: Are you having
troubl e sharing your screen?

MR. HOLLI DAY: It's back up.

THE HEARI NG EXAM NER:  Wbul d you share
your screen? | nean, it is your exhibit, and it's his
own statenent, so I'mnot sure why we need to see it,
but --

MR. HOLLI DAY: Okay.

THE HEARI NG EXAM NER: There it is.

BY MR. HOLLI DAY:

MR. HOLLI DAY: That's your statenent;
correct?

MR. DUPREE: Yes.

MR. HOLLI DAY: So the geol ogy does not
favor Marathon's plan over Powderhorn's; is that
correct?

MR. DUPREE. We are targeting the sane
intervals within the Wl fcanp.

MR. HOLLI DAY: Thank you, that's the
answer to nmy next question, but geol ogy doesn't favor
one plan over the other; is that correct?

MR. DUPREE: Based on the |anding
zones, it does not.

MR. HOLLI DAY: And both Marat hon and

Powder horn, they're proposing the sane orientation;
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right?

3

DUPREE: East to west, yes.

3

HOLLI DAY: Yeah. Simlar spacing;
correct?

MR. DUPREE: Roughly.

MR. HOLLI DAY: And the only difference
that you can identify, or that you do identify between
the Wol fcanp XY wells, is lateral length, and that's
one-and-a-half versus one mle, is that fair to say?

MR. DUPREE: That's correct.

MR. HOLLIDAY: So is there any
geol ogical inpedinent to drilling mle-and-a-half
wells in this area?

MR. DUPREE: Can you rephrase that?

MR. HOLLIDAY: |Is there any geol ogic
i npedi nent to drilling one-and-a-half mles in the
acreage we're discussing, sections 2 and 3?

MR. DUPREE: Any geol ogi cal reasons,
no.

MR. HOLLI DAY: Okay. And the Wl fcanp
formation, you think it's continuous across both
sections; is that correct?

MR. DUPREE: That's correct.

MR. HOLLIDAY: Okay. So in a

hypot hetical -- | know that Marathon wants to drill
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the north half, Section 2 only, but would the geol ogy
support a single spacing unit then covering both
sections?

MR. DUPREE: North half and south half,
Is that what you're referencing?

MR. HOLLI DAY: Yeah, the full 960.

O -- yes, the full 960 in Powderhorn's plan.

MR. DUPREE: Can you rephrase that?
Sorry.

MR. HOLLI DAY: Sure. Does the
geol ogy -- yeah, sane thing | told Ms. Klingler, if
| -- not trying to trip you up.

MR. DUPREE: Yep.

MR. HOLLI DAY: Just ask for
clarification.

Does the geol ogy support a single
spacing unit covering the 960-acres proposed by
Powder hor n?

MR. DUPREE: | think it matters based
of f acreage, off your owned -- owned acreage. | don't
think that's a geol ogy questi on.

MR. HOLLI DAY: Okay. So there may be
econom ¢ reasons working-interest-w se that your
answer would differ, but if we're just |ooking at

geol ogy, the geology would support a single spacing
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unit covering both sections; correct?

MR. DUPREE: It could cover
spacing units as well.

MR. HOLLI DAY: Right. OCkay.

So you -- well, we don't nee

your testinony.

bot h

d torecite

VWhat do you estimate is the stress

orientation within the 960-acres proposed for the

Super Hor net?

VR. DUPREE:

It's hard to give an exact

measurenment there since it's such a w de --

based off

that image it is a wide view at the Perm an Basin, but

it's roughly northeast 40,

| woul d say.

MR. HOLLI DAY: Northeast 407

MR. DUPREE: Yes, sir.
MR. HOLLIDAY: If you could
well -- or this well at any orientation, wh

your preferred orientation be?

MR. DUPREE:

that | own.

Be based off th

MR. HOLLIDAY: If you were t

If you could drill a well
Super Hornet spacing unit,
preferred orientation?

MR. DUPREE:

within the propos

what woul d be yo

drill a

at woul d

€ acreage

o -- okay.

ed 960-acre

ur

Since our acreage is east
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to west, | would do east to west.

MR. HOLLI DAY: Wbuld that be a geol ogic
reason or a working interest reason?

MR. DUPREE: | don't think either of
t hose apply.

MR. HOLLI DAY: So you nentioned because
your interest is in the north half of Section 2, is
that the basis for your preferred orientation, or is
It a geological basis for your preferred orientation?

MR. DUPREE: It's the best way to
devel op our acreage.

MR. HOLLI DAY: Geologically.

MR. DUPREE: Sur e.

MR. HOLLIDAY: If we go to Marathon
Exhibit 6 -- | believe that's contested, Exhibit 6.

And these wells, these wells in the
bottom right corner, how were these wells sel ected?

MR. DUPREE: \Which inmage are you
referring to, the top right of the screen?

MR. HOLLI DAY: The right of the screen.

MR. DUPREE: How were they --

MR. HOLLI DAY: Yes, how were the wells
on the far right graph -- or excuse ne, picture, how
were they sel ected?

MR. DUPREE: Sel ected based off of
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public data -- database, Enverus. They were chosen by
produci ng wells 2017 and onwards and filtered by all
the landing formations in the area.

MR. HOLLI DAY: To your know edge, is

there a reason why 2017 was used as a cutoff for this

exhi bit?

MR. DUPREE: It's usually conmon
practice to use 2017 and onward as a nodern -- nodern
wel | .

MR. HOLLI DAY: Can stress orientation
change over a 20 to 25-m |l e space within the Del aware
Basi n?

MR. DUPREE: To what degree? Can you
clarify to degree?

MR. HOLLI DAY: Just can it change.

MR. DUPREE: It can rotate.

MR. HOLLIDAY: And | don't want to do a
full deep dive on this. | don't think anybody wants
me to. Are wells always oriented due to maxi num
stress, or do operations and ownershi ps soneti nes
I nfl uence orientations we've discussed previously?

MR. DUPREE: Mostly primarily due to
t he acreage that you own.

MR. HOLLIDAY: So it would be ownership

nore than naxi mnum stress; is that correct?
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MR. DUPREE: |t goes both ways. You
can't just choose one or the other. Sonetinmes there
is preferential based off maxi mum stress, but the
| eadi ng driver is based off the acreage position that
you have.

MR. HOLLIDAY: |Is counting the wells
drilled over a 400-square-mle area in two separate
time periods, is that a key part of how Conoco
determ nes the optiml stress, or do you typically and
primarily rely on other data?

MR. DUPREE: G ves a good
representation of the area and how reputabl e operators
have drilled their wells.

MR. HOLLI DAY: Okay. |If we go up
to -- this is Exhibit 5. D d you select and revi ew
the |l ogs that are exhibited here conparing the
Super Hornet to the Potato Baby?

MR. DUPREE: | did.

MR. HOLLI DAY: And do you know
approxi mately how far apart the two | ogs are?

MR. DUPREE: Two -- two-and-a-half
townshi ps, give or -- give or take.

MR. HOLLI DAY: Twenty m |l es,
appr oxi mat el y?

MR. DUPREE: Let's just go with that.
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MR. HOLLI DAY: Okay. And the
Potat o Baby Wl fcamp Ais targeting the sanme | andi ng
pl an for the Wl fcanp A and the Super Hornet; right?

MR. DUPREE: Say that again.

MR. HOLLI DAY: Are the Potato Baby
Wbl fcamp A wells represented here, are they al
targeting the sanme | anding planned for the Wl fcam A
I n the Super Hornet?

MR. DUPREE: Super Hornet's targeting
the XY. W're targeting the Wolfcanp A and Potato
Baby.

MR. HOLLI DAY: Okay. |s the difference
between the Wbl fcanp A and what you're calling the
Wbl fcamp XY, is that -- is that just a phrase, or do
you think there's sonme material difference?

MR. DUPREE: There's a materi al
di fference between phrases, yes.

MR. HOLLI DAY: Are the Potato Baby deep
Wbl fcamps -- so now we're noving to the B and C -- are
they all targeting the sanme | anding that's planned for
| andi ng the deep Wol fcamp wells in the Super Hornet?

MR. DUPREE: | would say half of them
are.

MR. HOLLI DAY: Looking still at the

Potato Baby, it was developed at a simlar well
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spacing to the Super Hornet; is that right? O the
pl ans for the Super Hornet.

MR. DUPREE: Approximtely.

MR. HOLLI DAY: Approxi mately.

I n your opinion as a geol ogi st, does
wel | landing and proximty to other wells, does that
have an influence on the production of an individual
well and how it interacts with other wells?

MR. DUPREE: Can you rephrase that?

MR. HOLLIDAY: So the two factors, wel
| andi ng, where you land the well, and then its
proximty to other wells, does that have an influence
on production for an individual well?

MR. DUPREE: | can speak to the | anding
part first. The |andings that we're tal king about
here in Potato Baby versus Canpana, or Super Hornet as
you may reference, | do not think that the argunent,
that question, is the landings of the wells, it's nore
about the depressurizing the Wil fcanp while you're
doi ng top-down degradation. That's the -- that's what
this learning i s about.

MR. HOLLI DAY: Does the proximty to
other wells, does that influence how it interacts with
ot her well s?

MR. DUPREE: The proximty, we just
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agreed on, is simlar to what you're doing in
Super Hor net.

MR. HOLLI DAY: So woul d you agree that
parent-child effects, those are interactions between
wells; is that accurate?

MR. DUPREE: That's part of it.

MR. HOLLI DAY: Now, it |ooks on here
| i ke you show a ganma ray log, a resistivity |og,
density porosity, and then neutron porosity, for each
well; is that right?

MR. DUPREE: That is correct.

MR. HOLLI DAY: And woul d you state that
t he Potato Baby and the Super Hornet |ogs that you've
reviewed, do they have simlar or very simlar
readi ngs for each of these logs within the interval
identified by the red arrows on this slide?

MR. DUPREE: | would say so.

MR. HOLLI DAY: COkay. So no substanti al
di fferences?

MR. DUPREE: That's correct.

MR. HOLLI DAY: Do you believe the
lithology in the Potato Baby and the Super Hornet, do
you believe those to be substantially simlar?

MR. DUPREE: There may be slight

vari ations, but nothing to denote the degradation
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concerns between those two | andi ngs.

MR. HOLLI DAY: Okay. So based on the
geol ogi ¢ data that you presented and the research
you' ve done, do you believe that reservoir properties
such as porosity, perneability, pressure, hydrocarbons
In place, are they substantially simlar in the area
identified by the red arrows within the Super Hornet
and within the Potato Baby?

MR. DUPREE: | would say so.

MR. HOLLI DAY: So these same factors,
porosity, pernmeability, pressure, hydrocarbon in
pl ace, does that have an influence also on the
I nteraction between wel | s?

MR. DUPREE: C arifying question, can I
ask? | would say sone of those paraneters that you
ment i oned.

MR. HOLLI DAY: Sonme of the -- so is
there one -- if we ook at porosity, perneability,
reservoir pressure, and hydrocarbon in place, do those
four things have an influence on interactions between
the wells?

MR. DUPREE:. | would say so, yes.

MR. HOLLI DAY: Okay. So then would you
again agree that parent-child effects, these are

I nteracti ons between wel |l s?
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MR. DUPREE: Between wells in the sane
unit do not apply to wells in separate spacing units.
MR. HOLLI DAY: So you woul d not agree?

MR. DUPREE: Depends on how you ask.

MR. HOLLI DAY: So we tal ked about -- |
think it was your testinony that those four factors do
have an influence on the interactions between wells;

I s that accurate?

MR. DUPREE: | would say sone of the
specific paraneters that you nentioned, yes.

MR. HOLLI DAY: VWhich of them do not?

MR. DUPREE: | would say the porosity
and perneability are the main factors there.

MR. HOLLIDAY: | just want -- two nore
guestions real quick.

If we go to paragraph 8 of your
statenent, and | want to talk about this sentence. So
you say here that Powderhorn's devel opnent sequence,
it presents a risk of degradation to the B and C
targets; is that correct?

MR. DUPREE: That's correct.

MR. HOLLI DAY: Would drilling the two
Wol fcanp -- excuse nme. Would drilling the northern
two Wbl fcanp A wells and Powderhorn's proposed

960 -- are you with nme -- would it -- let nme rephrase
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t hat .

Wuld drilling the two northern
VWl fcamp A wells and Powder horn's proposed 960-acre
spacing unit separately fromthe southern two
Wbl fcamp A wells, would that present a risk of
degradati on?

MR. DUPREE: | would say that's not
your acreage yet, so you can't -- that's a
hypot heti cal .

MR. HOLLIDAY: Right. GCkay. So in a
hypot hetical situation, if you were to drill two
Wl fcamp wells in the northern half and then cone back
separately and drill two Wolfcamp wells in the
sout hern half, would that present a risk of
degr adati on?

MR. DUPREE: Depends.

MR. HOLLI DAY: Depends on what ?

MR. DUPREE: You tal k about operators.

Different operators drill wells differently. How end
zone is this when you do drill it with your
third-party contractor? What -- what's your
conmpletion? | -- 1 have no -- | can't answer this

because there are so many variables that go into it.
MR. HOLLIDAY: Fair to say you don't
know?
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MR. DUPREE: Based off the hypothetical
t hat you gave, yes.

MR. HOLLI DAY: Okay. So then is it
your -- and this is the last question. Based on what
we just said about the north half, south half, are you
testifying that there is no risk of parent-child
effects on two wells spaced 1320 feet apart in the
sanme | andi ng?

MR. DUPREE: That would be a reservoir
engi neeri ng question.

MR. HOLLI DAY: Okay. Then why were we
tal ki ng about that here in paragraph 8?

MR. DUPREE: This is top-down
degradation. W' re not tal king about horizontal
degradati on.

MR. HOLLI DAY: But -- okay, I'Il just
| eave it there. No nore questions.

THE HEARI NG EXAM NER: M. Fordyce.

MR. FORDYCE: M. Hearing Exam ner, |
have no further questions for M. Dupree.

THE HEARI NG EXAM NER:  All right.

M. Rankin -- can we stop sharing the
screen now, M. Holliday.

M. Ranki n.

MR. RANKIN: | just have one question

Page 531

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



© 00 N oo o b~ wWw N

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

for M. Dupree.

THE HEARI NG EXAM NER: One. Go ahead.

MR. RANKIN. And this goes to the
general questions from M. Holliday about preferences
for one-mle, one-and-a-half-mle, whether, you know,
how he would prefer to drill

REDI RECT EXAM NATI ON

BY MR, RANKI N:

MR. RANKIN: M. Dupree, to your
know edge, if Powderhorn reached vol untary agreenent
with Marat hon under a JOA where Marat hon woul d operate
the north half of Section 2 and the northeast quarter
of Section 3, would Marathon be willing to drill
one-and-a-half-mle laterals in that instance?

MR. DUPREE: We woul d.

MR. RANKIN:. | have no other questions.

THE HEARI NG EXAM NER: Does that raise
any?

VMR. HOLLI DAY: No.

THE HEARI NG EXAM NER: M. Fordyce, did
t hat question raise anything for you?

MR. FORDYCE: No, M. Hearing Exam ner.

THE HEARI NG EXAM NER:  All right.

Okay. Do you rest your case in chief?

MR. RANKIN: Thank you very nuch, yes.
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THE HEARI NG EXAM NER:  All right. So
both parties have rested their case in chief.

M. Holliday, do you have any
surrebuttal ?

MR. HOLLI DAY: For this w tness?

THE HEARI NG EXAM NER: Do you have a
surrebuttal case?

MR. HOLLI DAY: No, we stand on our --

THE HEARI NG EXAM NER: M. Rankin, do
you have a surrebuttal case?

MR. RANKIN: | do not.

THE HEARI NG EXAM NER:  Okay.
Excellent. Then the evidentiary record is closed.

l'"mgoing to reiterate that
M. Holliday is going to submt an anended exhi bit
packet with a cover letter by -- April 10 is the
deadline for closing argunents. Wen will you submt
t he amended exhi bit packet?

MR. HOLLI DAY: The anended exhi bit
packet, specifically, that's renoving the NSL
references that we tal ked about ?

THE HEARI NG EXAM NER: It's renoving
the NSL reference in Exhibit A-9. It's renoving A-18
conpletely. | believe -- M. Rankin, am | m ssing

anyt hi ng?
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MR. RANKIN: | think that's -- |
believe that was it.

THE HEARI NG EXAM NER: | thought so,

t 0o.

MR. RANKI N:  Yeabh.

MR. HOLLIDAY: | think we have that
al ready prepared, so | would say within the week.

THE HEARI NG EXAM NER: Fine. So we'll
say a week fromtoday is your deadline for that.

Pl ease pass it by M. Rankin first.

MR. RANKIN:  Yes, sir.

THE HEARI NG EXAM NER: Ckay. So we
tal ked about that. That includes a cover letter.
We're going to renove your old exhibit packages. So
t hat anmended exhi bit package shoul d have your rebuttal
exhibits, a table of contents, and a cover letter.

Ckay. You don't need to anend
anything. We'Il leave yours as it is. | believe you
have one exhi bit packet and one rebuttal exhibit
packet .

MR. RANKIN: That's correct.

THE HEARI NG EXAM NER: Right. So
there's nothing to anend there or change.

We've tal ked about the transcript two

weeks fromtoday. Based on that date, we cane up with
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two weeks plus two days for April 10, for closing
argument. That's a ten-page limt. That does not
i nclude the caption page or the certificate of service
page. Everything nust be cited to the record or it
won't be considered in your closing argunent.

s there anything else that |'ve
m ssed? No? Al right. No? OCkay. Both parties
have sai d no.

M. Dupree, thank you for hanging
around for two days to testify. | hope everyone has a
good trip hone.

We're off the record. Thank you.

(Wher eupon, at 4:38 p.m, the

proceedi ng was concl uded.)
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CERTI FI CATE

|, GERALD ARAGON, the officer before whom
the foregoing proceedi ngs were taken, do hereby
certify that any witness(es) in the foregoing
proceedi ngs, prior to testifying, were duly sworn;
that the proceedi ngs were recorded by ne and
thereafter reduced to typewiting by a qualified
transcriptionist; that said digital audio recording of
sai d proceedings are a true and accurate record to the
best of my know edge, skills, and ability; that I am
neither counsel for, related to, nor enployed by any
of the parties to the action in which this was taken;
and, further, that | amnot a relative or enployee of

any counsel or attorney enployed by the parties

hereto, nor financially or otherwise interested in the

outconme of this action.

GERALD ARAGON

Notary Public in and for the

State of New Mexico
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CERTI FI CATE OF TRANSCRI BER

I, CHERYL MCKI NNEY, do hereby certify that
this transcript was prepared fromthe digital audio
recording of the foregoing proceeding, that said
transcript is a true and accurate record of the
proceedings to the best of ny know edge, skills, and
ability; that I am neither counsel for, related to,
nor enployed by any of the parties to the action in
which this was taken; and, further, that | amnot a
relative or enployee of any counsel or attorney
enpl oyed by the parties hereto, nor financially or

ot herwise interested in the outconme of this action.

WW)

CHERYL MCKI NNEY
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