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RECORDI NG

MR. CHANG By ny clock here, it |ooks |ike
we're hitting 9 o' clock. So good norning, everyone. My
name is Al bert Chang (ph), and I'mthe chair of the
New Mexico QG| Conservation Comm ssion. Septenber
18th, 9:00 a.m, so I'll call this neeting to order.
This nmeeting is being held in the hybrid format and is
al so being recorded and is open to the public. Could
the comm ssion clerk please call the roll?

UNI DENTI FI ED SPEAKER: Yes. |'Il1l call
Chai rman Chang.

MR. CHANG  Present.

UNI DENTI FI ED SPEAKER: Comm ssi oner Thonpson.

MR. CHANG  Present.

UNI DENTI FI ED SPEAKER: Okay, we have a
quorum

MR. CHANG  Sone housekeeping itens right off
the bat for the group here. | apologize for the nore
cranped accommodations than usual. There was a
conflicting need for the hearing roomdownstairs this
norning. It is possible that we should be able to
return to Pecos Hall after lunch, so just check with
me. It is possible that we will be in the regul ar
accommodations this afternoon and definitely by

tomorrow. Dr. Mooma (ph) -- Commi ssioner Moma, sends
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his regrets. He's unable to join us today due to a
fam |y medi cal energency. So, we've got a quorum of
two today. The agenda for today's hearing has been
posted and circulated. | presunme the conm ssioner has
had a chance to review. May | -- if it's satisfactory,
may | have a notion to approve the agenda?

COWM SSI ONER THOMPSON: A notion to approve
t he agenda.

MR. CHANG. So noved. 1'll second the notion.
Hearing no objection, so ordered and so approved. Next
Itemon the agenda, then, is the discussion of the
m nutes for the conm ssion neetings on July 17th,
August 14t h, and Septenber 12th, all of 2025. Are
there any -- does the commi ssioners have any concerns,
| ssues, or proposed anmendnents?

COWM SSI ONER THOWVPSON:  No.

MR. CHANG Ckay. May | have a notion to
approve the m nutes?

COW SSI ONER THOMPSON: A notion to approve

t he m nut es.

MR. CHANG. So noved. |I'll second. Wt hout
objection, so ordered. Let's see. Well, in that case,
goi ng down the agenda, we will now proceed to the

pendi ng case on today's agenda, which is case nunber

25371, application by Coterra Energy Operating Conpany
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for de novo hearing before the full Ol Conservation
Comm ssi on of Division cases nunbers 23448- 23455,
23594- 23601, 23508-23523, and Division order nunmber R-
23089-A. May | please have the appearances of the
parties, starting with the applicant.

MR. SAVAGE: Good norning, M. Chair. Good
nor ni ng, Conm ssi oner. Good norning, Counsel. And -

- Darin Savage with the Santa Fe office of Abadie and
Schill, appearing on behalf of Coterra Energy

Operati ng Conpany, along with co-counsel, M. WIIliam
Zi nsky.

MR. ZI MSKY: Yes, WIlliam Zinmsky fromthe
Durango office of Abadie and Schill, appearing for
Coterra Energy Operating Conpany.

MR. RANKIN:. Thank you. Good norni ng,

Di rect or Chang, Comm ssi oner Thonpson, Adam Rankin,

appearing on behalf of Perm an Resources and Read &
Stevens in this case, with the Santa Fe office of

Hol l and and Hart, and with me is ny coll eague, Paul a
Vance.

M5. VANCE: Good norning, Director. Good
nmor ni ng, Conm ssioner. Paula Vance with the Santa Fe
of fice of Holland and Hart.

MR. CHANG  Good norni ng.

COW SSI ONER THOMPSON:  Good nmor ni ng.
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MR. CHANG. All right. So for the benefit of
t he comm ssioners and, for the record, | will note
that there is a pre-hearing order in effect with tine
limts, as well as other housekeeping itens around
when to have |lunch and when to have breaks. Do you
have a copy of that? Okay, perfect. Al right. At this
time, are there any outstanding notions or -- well,
there was no prelimnary matters or notions raised in
the pre-hearing statenents, as far as |I'm aware, but
I's there anything el se the Counsel wants to bring up
at this nonment before we can proceed to your cases in
chief?

MR. RANKIN:. One item Chair Chang, is that
an am cus brief was filed. | don't believe it's
appropriate for amcus to be filed in a jury
proceeding in front of the conm ssion. However, |
don't want to take the tinme at this nonent, at this
juncture, to make argunents on that, and | can do that
| ater, given the restrictions on tine. So | just want
to voice ny objection to that procedure, and | have
sone pointed factual and | egal argunents to make on
that, which I'll do at the close of the hearing.

MR. CHANG  Ckay. Yes, that has been -- we've
received the petition for amcus, and we're going to

hol d t hat under advi senent and hold that in abeyance
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until we can decide later, if not, how to handle that.
In that case, | invite the applicant to -- well, also
for the record, let ne just note first that the
parties have stipulated to the adm ssion of the entire
records of the underlying cases, and the stipul ated
exhibits are hereby admtted into the record. Any
exhi bits that have not been admtted by stipulation
shall be admtted during each respective party's
cases-in-chief by laying the appropriate foundati on.
M. Savage, if your -- if the applicant is ready to
proceed to opening statenents, you have the fl oor.

MR. SAVAGE: Thank you, M. Chair. M.
Chair, Comm ssioners, this case has -- that have |led
to today's review of Division Order R23089- A began
nore than two years ago and have resulted in the
reclassification of pools and underlying decisions
based on exclusion of econom c waste and the denial of
the use of an allocation formula to protect
correlative rights. Coterra has been consistent and
unwavering in both its geological analysis and its
| egal anal ysis, and had presented its analysis to the
Division prior to the original hearings, asking the
Division to take just a nmonment in a pre-hearing
conference to reconsider the classification of the

Third Bone Spring Formation and Upper Wthe Canp
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Formation as two pools, consider those issues, because
Coterra's analysis of the geol ogy shows that the
formation of a single reservoir and common source of
supply located predomnantly in the Third Bone Spring.

However, at Perm an and the resources urging,
Coterra's request was not allowed, and so the parties
proceeded t hrough the three-day contested hearing on
t he m staken prem se that two pools were invol ved.

Ni ne nonths later, the Division confirned Coterra's
initial geological findings and invited the parties to
submt applications for the creation of a single
Wbl f bone Pool that included the two formations. After
the creation of the Wl fbone Pool, which changed the
Di vi sion's perspective on the nature of the common
source of supply, Coterra asked the Division to allow
the parties to update pooling information in the
record to allow for the inpact of the new Wl fbone
Pool . Specifically, Coterra asked | eave to submt

addi tional details of its allocation formula.

After urging of Perm an resources, Coterra's
request was deni ed. However, in sister cases 22853 and
23295 that also required the creation of a Wl fbone
Pool, the Division allowed the applicants to update
their pooling applications to include allocation

formul as and update their closing argunents to account
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for the inpact of the new pool. Now, when the Division
i ssued its final order in these cases, it conpletely
di sregarded econom ¢ waste and the drilling of
unnecessary wells in its decision and conpletely
di sregarded the | egal necessity of an allocation
formula. We are here today to nmke our case in
response to the Division's final order and the Perm an
Resources Devel opnent Pl an.

One of the main issues in these cases is
whet her economic waste is a relevant factor in
eval uati ng conpeting applications. The G| and Gas Act
and case | aw unequi vocally support that it is.
Econom ¢ waste enconpasses the drilling of unnecessary
well's. Section 7217C explicitly states that the
Division's authority to conpul sory pool |ands nust be
exercised so as to avoid the drilling of unnecessary
wells, or to protect relative rights, or to prevent
waste. It further provides that owners receive their
just and fair share of oil and gas w thout unnecessary
expense. The Comm ssion has recognized that the
drilling of unnecessary wells is a chief consideration
i n ordering pooling for nearly 70 years.

The evidence we will present today
denonstrates that Perm an Resources plan to drill

unnecessary additional wells at an excessive cost to
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produce only negligible additional reserves
constitutes waste, as this termis defined in the GOl
and Gas Act. So, another central issue in these
proceedings is the application of Coterra' s proposed
formula to allocate production to owners in the
Wbl f bone Pool, a common source of supply that consists
of the Third Bone Spring Sand and the Upper Wbl fcanp.
The O and Gas Act grants the Division and Conm ssion
broad discretion in determ ning how to allocate
production to owners within the unit in order to
protect relative rights.

Agai n, Section 70-2-17C provides in pertinent
part that all orders affecting such pooling shall be
made after notice and hearing and shall be upon such
ternms and conditions that are just and reasonabl e, and
will afford to the owner or owners of each tract or
Interest in the unit the opportunity to recover or
receive, w thout unnecessary expense, his just and
fair share of the oil and gas. As the evidence
presented today will anply denonstrate, Coterra's
all ocation fornula justly and fairly allocates
production fromthe Wl fbone Pool. In fact, it is the
only just and fair way to allocate production in a
common source of supply that is bisected by a debt

severance.
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In an attenpt to confuse the understandi ng of
surface acreage in the pooling statute, Perm an
Resour ces makes what we consi der a nonsensi cal
argunment, that Coterra's allocation fornmula cannot be
utilized here based on what we see as a strained and
m sgui ded interpretation of a single sentence of the
Ol and Gas Act. If Perm an Resources argunent is
followed to its logical conclusions, it wll
effectively strip the Division and strip the
Comm ssion of the broad discretion in which it is
vested and thwart their ability to protect relative
rights. In effect, Perm an Resources argunent says
that Coterra's allocation fornula violates the
Division's so-called mandate in Section 70-2-17C, to
al l ocate production based on surface acreage. If |
draw your attention to the screen, you'll see that
this is the specific provision that they are referring
to.

MR. CHANG  Uh- huh.

MR. SAVAGE: Ckay? So, for the purpose of
determ ning the portion of production owned by the
persons in the pooled oil, to determ ne the ownership
of the persons, such production shall be allocated to
t he respective tracts within the unit in the

proportion that the nunber of surface acres included

Page 13

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

In those tracts bears to the nunber of surface acres
i ncluded in each unit. So, contrary to Perm an
Resources assertion, this |language is not a final
mandat e hanstringing the Division or Conmi ssion to
rigidly allocate production in a way that makes no
sense in the context of a given set of facts. Rather,
it does nothing nore than codify the sinple
proposition that each mneral tract will be allocated
Its proportionate share of production fromthe
unit. And that's the exact |anguage. It allocates the
production to the tract that -- based on the
proportion of the acres in that tract to the acres in
the whole unit.

So, in other words, it is a starting
point. This is a starting point. So once you get the
percent age of production to the tract, that's the
starting point to determ ne the percentage of
production allocated to each tract in the unit and
only to the tract. Nowhere in the provision -- this
provi sion, does it explain or specify how production
I's then allocated to each individual owner in the
tract. So it goes -- it only determ nes the percentage
of production in the tract, and then it does -- it's
silent on how you get that allocated to the individual

owner .
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Now, there may be one owner in the tract. In
that case, all the production in the tract would go to
t hat one owner. But there nmay be ten. There may be ten
owners in that tract. In that case, and they nmay own
in different anbunts. Some may own five acres in that
tract. Sone may own 25 acres. That statute is silent
how you get from-- so let's say you have a 160-acre
tract and a 320-acre unit. It's silent how you get to
the ownership that the -- each owner in that tract
owns in the unit, okay? Because there's nothing there
t hat says that.

Ckay. So, Coterra's allocation fornula
conplies with the surface acreage provision because it
cal cul at es percentage of production allocated to each
tract. Mneral interests arise fromand are descri bed
and defined by the survey of the surface acreage in
t he patent. When you chain title, you start with the
patent at the beginning of the chain of title. The
patent is a |land survey, and it describes, in terns of
surface acreage, both the surface interest and the
m neral interest, fromwhhich all the land's interests,
surface and mneral, originate. Therefore, surface
acreage i s always accounted for and present in the
m neral tracts of a unit. That is why m nera

ownership is described as mneral acres. It's the unit
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of measurenent of mneral interest. It's always
surface acres.

Now, to protect the correlative rights of
each owner and to prevent an unlawful taking of
production, Coterra takes the next necessary step in
its allocation fornmula by accounting for the fact that
the reservoir in the Wl fbone is | ocated predom nantly
in the Third Bone Spring, which was confirmed by order
number 23089. And it will therefore contribute the
majority -- we believe it will contribute the majority
of hydrocarbons produced fromthe Wl fbone Pool. The
evi dence presented today will show that Coterra's
devel opnent plan focuses on the basal Third Bone
Spring as the sweet spot for devel opi ng the Wl fbone
Pool . The very sane location that the Division at the
original hearing found to contain the predom nance of
the reserves in the Wl fbone as a common source of
supply.

So after reviewing all the geol ogi cal data
and evidence provided by both parties at the original
hearing, the Division also found that the wells
drilled in one formation will produce fromthe other
formation. Therefore, a well bore drilled, and I
direct your attention to the diagram here. Therefore,

a well bore drilled in the upper Wl fcanp formation,

Page 16

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



© 00 N oo o0 b~ wWw N P

N N N N NN P P P P P P PP PR
o A W N B O © 00 N O O b~ wWw N +—» O

that's the bottom formation --

COW SSI ONER THOWPSON:  Excuse ne, could we
make that bigger?

MR. SAVAGE: Yes. Let's see, hold on a
m nut e.

COW SSI ONER THOMPSON:  Turn of f your
t hunmbnai | s.

MR. SAVAGE: | need ny thunbnails. Can | do
the view and zoonf? Yeah.

COW SSI ONER THOMPSON:  That' |1 worKk.

MR. SAVAGE: That works?

COW SSI ONER THOWPSON:  Yeah.

MR. SAVAGE: Ckay, that's about as high as it
get s.

COW SSI ONER THOWMPSON: That's fi ne.

MR. SAVAGE: Ckay, so the upper Wolfcanp is
the bottominterval and unit, and the top interval is
the Third Bone Spring. So, Coterra's plan is the only
pl an that protects the correlative rights of the
owners. So it will -- so, therefore, a well bore
drilled in the upper Wbl fcanp formation, that's the
bottominterval, wll extract hydrocarbons from both
the Third Bone Spring Formation and the upper
Wol f canp, okay? And that was found by the Division's

findings of facts. Now, Coterra's plan is the only
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pl an that protects correlative rights of the owners in
both formations, the Third Bone Spring owners and the

upper Wl fcanp owners, because it is the only

devel opnent plan that provides a fornula that properly
al |l ocates production fromeach well bore to both sets

of owners. That's the Third Bone Spring owners and the
upper Wbl fcanp owners.

Coterra's evidence denonstrates -- you w ||
see that Coterra's geol ogi cal evidence denonstrates
that 70 percent of the Wbl fbone production will cone
fromthe Third Bone Spring Formation, and 30 percent
of the wolf bone production will come fromthe upper
Wol fcanp formation. So this depicts, for exanple, a
well drilled in the upper Wolfcanp. It's going to
produce, fromwhat we can tell, 30 percent of
production fromthe upper Wl fcanp and then above, 70
percent conmes down fromthe Third Bone Spring. As an
exanple, if one of Coterra's wells in the Third Bone
Spring produces 1,000 barrels of oil, that nmeans 700
of those barrels cone fromthe Third Bone Spring
Formati on and 300 of those barrels come fromthe upper
Wl f canp.

Coterra's devel opnent plan, because it
provides for an allocation fornula, will ensure that

t he persons who own mnerals in the Third Bone Spring
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Formation will receive the 700 barrels they rightfully

own, and the persons who own in the upper Wl fcanp

will receive the 300 barrels they rightfully own. Now
I n conparison, Perm an Resources Plan will take the
total. They will drill a Wl fcanp well, and they wl
take a total -- excuse ne. They wll take the total

1, 000 barrels produced by the Wbl fcanp well and give
all 1,000 barrels only to the owners in the upper
Wol f canmp and none to the owners in the Third Bone
Spring, even though 700 of those barrels canme fromthe
Third Bone Spri ng.

Ckay. Now clearly, we see this as an
unconstitutional taking. As shown in the Suprene Court
case Manning v. Mning and Mnerals Division, the
Taki ngs Cl ause mandates that states have made -- that
t hey make, at the tine of production, at the tinme that
hydr ocar bons are taken, reasonable, certain and
adequat e provisions for obtaining conpensation to the
owners in that Third Bone Spring. Now, we feel the
only way the Comm ssion can provide reasonabl e,
certain, and adequate provisions is through the use
and application of an allocation fornula, and Coterra
is the only applicant who has provided an allocation
formula which is just and fair.

Now, Perm an Resources tries to argue, based
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on the New Mexico Suprenme Court case Grace v. the
Comm ssion, that the correlative rights of the owners
in the Wl f Bone would not be violated and a potenti al
t aki ngs clai mwould not arise under Perm an's plan.
And they provide this case, and this case is a very

I nportant case. And I'mglad it was provided in the
Perm an Resources pre-hearing statenent. Because a

cl oser inspection of Grace v. the Conm ssion shows

t hat the case supports Coterra's position, not Perm an
Resources. So in the Grace case, here, so nunber one,
so the Comm ssion ordered, they first ordered an
allocation formula. Now this is a gas proration case,
so it's not exactly a pooling case, but it's very

anal ogous, and Perm an Resources presented this as --
to show -- to try to show that the correlative rights
woul d be vi ol at ed.

So the Comm ssion issued this allocation
formula. And the allocation fornmula was based in part
on this proration, that certain wells' acreage factors
bore to the total of the acreage factors for those
wells in the pool. Now, this is what Coterra is asking
t he Comm ssion to do, basically to order an all ocation
formula. Coterra's allocation formula for the
producti on of the Wl fbone Pool is based on the

per cent age of production produced by each formation.
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Now, the Grace famly, they did not like this
all ocation fornula. And they said, you know -- so now
there's all these nmultiple surface acre tracts at
these different intervals, and you're not accounting
for all the production of all these surface acre
tracts, and we're going to -- our correlative rights
are going to be inpaired. And they argued it was not -
- they argued that the allocation fornula was not
based on substantial evidence, and therefore would
harm their correlative rights.

Now this is exactly what Perm an Resources
w || argue today against Coterra's proposed allocation
formula, that Coterra's allocation fornula is not
based on substantial evidence, and therefore would
harm their correlative rights. Now, the New Mexico
Suprenme Court |ooked at this and rul ed that even
t hough the accuracy of the Conmm ssion's all ocation
formula could not be determined in precise terns,
because all the necessary data was not avail abl e yet,
t he Comm ssion was able to determ ne a necessary
al l ocation fornula under the statute, because the
statute says, so far it was practicable to do so. So
t he Comm ssion provided an allocation fornmula at that
time as far as it was practicable to do so with the

current data that the Conm ssion had provided.
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Therefore, any inaccuracies in the allocation
formula, in terns of calculating all those nultiple
surface acres within the unit does not harmthe
correlative rights of the Grace famly, because the
all ocation formula was reasonable and it was
practicable. Now this is exactly what Coterra is
proposi ng today, an allocation fornmula that is
practicabl e and based on the best data currently
avai l abl e. Perm an Resources now, in contrast to this
argunment, Perm an Resources will argue that Coterra's
formula is not based on substantial and conpletely
verifiable data, and therefore harns correl ative
rights.

However, the New Mexico Suprenme Court in
Grace rejected this argunent, that you had to have an
all ocation formul a based on substantial evidence that
was conpletely verifiable, and upheld the Conm ssion's
allocation formula as valid because it was
practicable. Now in the sane way, the Comm ssion
shoul d adopt Coterra's allocation fornmula because it
is logical, reasonable, and nost inportantly, it is
practicable given the data avail able to base the
all ocation fornula on. And any inaccuracies that --
and therefore, any inaccuracies do not harm

correlative rights as a matter of law, as long as it
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satisfies that it's practicable under the statute.
Coterra's proposed allocation fornmula is the best good
faith effort to provide an allocation fornmula that is
necessary to protect correlative rights.

Furthernore, Grace is an old case, and the
technol ogy during that case 50 years ago for neasuring
and determ ning the potential production of
hydr ocar bons has since advanced and i nproved greatly,
such that an allocation fornula proposed today, |ike
the one denonstrated by Coterra, is easily, much nore
easily, practicable. It neets that threshold. Now I
just want to point out that within the G ace case, you
know, the Grace famly, you know, they had nultiple
surface acres, and they were arguing that the
Comm ssi on was not accounting for all the allocations
for all the surface acres. So part of the allocation
fornmul a, and part of the Court's approval of the
all ocation fornula, was they said, We're going to do
away with all those nultiple surface acre tracts, and
we're going to do one big surface acre tract. And it's
going to be the 320-acre -- it's going to correspond
exactly to the 320-acre unit. So it's -- the surface
acre, it's 100 percent surface acre tract, 320 acres,
surface acre tract, and 320-acre unit, okay?

So they conpletely revised the whol e notion
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of surface acre tracts in that ruling. So, in the
absence of an allocation fornula, it is the absence of
an allocation formula in Perm an Resources Devel opnment
Pl an, that is what inpairs correlative rights, and
gives rise to a potential takings claim as shown by
the Manning Court. Finally, it should be noted that
Perm an Resources raises a nunmber of clains that
Coterra's applications have noticed defects, because
they did not specifically describe the allocation
formula in the applications. Contrary to Perm an
Resources claim Coterra made the Division well aware
of the need for an allocation fornmula prior to the
original hearing. It included descriptions for the
owners in the Wl fcanp application. W were the only -
- we filed the only applications that di scussed how
the Third Bone Spring wells would be producing the
upper Wol fcanp, and that's -- we devoted a whole
paragraph to it. It was not -- these were not standard
applications. They gave the owners full notice, and
sent owners a supplenmental proposal and letter
descri bing the inpact of the wolf bone on the owners.
Coterra submts that notice has been
sufficiently covered. If there is a notice defect,
however, the Division has a policy in place that if a

mat eri al defect affecting notice appears in an
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application, then the applicant has a right and
opportunity to correct it, and therefore it is not a
fatal flaw. Furthernmore, Perm an Resources never
mentioned in their application, nor provided notice to
the owners that their Wl fcamp wells would al so
produce the Third Bone Spring, and their Third Bone
Spring wells would al so produce part of the upper
Wbl f canp. Today we thank the Comm ssioners and the
Chair for their tine and efforts to review and engage
In these issues and respectfully submt that Coterra's
plan is a superior plan both in ternms of its design
and as a matter of law. Thank you.

MR. CHANG  Thank you. M. Rankin, does
Perm an wi sh to proceed or reserve?

MR. RANKIN: We'd like to reserve (inaudible)
i n that case. Thank you.

MR. CHANG. Okay. Well, in that case, you may
call your first wtness.

MR. SAVAGE: Okay, thank you. 1'll stop
sharing here. We're back on track. Okay. I'mgoing to
call Coterra's geologist, Ms. Stacey Fry (ph).

MS. FRY: Can you hear nme?

MR. SAVAGE: Yes. Ms. Fry, will you state
your full nane for the record?

COW SSI ONER THOMPSON:  You're going to swear
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the witness in?

MR. CHANG |

will. Hold on. I'mhappy to

swear the witness in, but I"'mtrying to nmake --

COW SSI ONER

THOMPSON: Yes.

MR. CHANG. Can we get the right speaker on

the main screen? There we go.
MR. RANKIN:. Excuse nme. Director Chang, if |
may, |'m wondering if Coterra's going to change its

Wi t ness order based off

of -- fromthe presentation in

the pre-hearing statenment. Is this a different order

t han you had presented

I n your pre-hearing

statement? If so, | just want to know what the order's

going to be going forward, if it's okay, just so | can

be prepared.

MR. ZI M5KY:

Yes, M. Rankin. WIIliam Zi nmsky

speaking here. We're going to go with Stacey Fry as

our first wtness, Kent

Wei nkauf (ph), our reservoir

engi neer, as our second witness. Qur third w tness

will be Calvin Boyle (ph), he's our facilities

engi neer. And our final

Pierre (ph), who is our
MR. RANKI N:
MR. ZI MSKY:

because that's the nost

MR.  RANKI N:

witness will be Ashley St.

| and man.

Is that a factor?
And we're | eading with geol ogy,
I nportant factor.

Yeah, it's a junble from what
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they presented in the pre-hearing statenment, but | can
work with it.

MR. CHANG  Okay.

VWHEREUPOQN,
STACEY FRY,
call ed as a witness, and having been first duly sworn
to tell the truth, the whole truth, and nothing but
the truth, was exam ned and testified as foll ows:
MR. CHANG  Thank you. Your w tness.
MR. SAVAGE: Thank you.
DI RECT EXAM NATI ON

BY MR SAVAGE:

Q M. Fry, will you state your full name for
the record?

A My nane is Stacey Fry. |'m a geophysicist at
Coterra.

Q And have you reviewed all your geol ogy
exhi bits, including your witten statenent?

A Yes, | have.

Q |Is there anything in your exhibits that you
would like to correct or clarify?

A Yes. So we filed anmended exhibits for a
coupl e of corrections, but | also wanted to correct

| abel ing on nmy exhibit B7, the cross-section and
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Coterra's first sand target are correct, but |
accidentally m sl abeled the formations on the |eft
side of the cross-section. So those should say Aval on
up top, and then first bone spring sand, and then
second bone spring carbonate at the bottom and the
boxes shoul d be slightly adjusted.

MR. CHANG |Is there a hard copy of the
exhibits for -- associated with this witness that we

can refer to here?

MR. SAVAGE: Yes.

MS. VANCE: What is her exhibit nunber?
MR. SAVAGE: That was B7.

MR. ZI MSKY: Which tab is it?

MR, SAVAGE: Which tab?

MR. ZI MSKY: Yeabh.

MR. SAVAGE: It's tab 3. Looks like it's

around page 453, sonewhere in there.

UNI DENTI FI ED SPEAKER: Page 447.

MR. SAVAGE: Let ne try here. | want to share
this, share content. It's not -- | don't know how to
open this. Do you know how to put these up? And then
do the exhibit? Ckay. My apol ogies for the delay here.

MR. CHANG That's fine. M. Rankin, did you
break down the witness order for themthat we just

asked about ?
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MR. RANKIN: Yeah, | did, actually. | believe
it's Ms. Stacy Fry --

MR. CHANG  Uh- huh.

MR. RANKI N: -- and then M. Wei nkauf, M.
Boyl e, and then Ms. St. Pierre.

MR. CHANG  Thank you.

MR. SAVAGE: Here we go.

MR. CHANG If you want to just go ahead and
pull the rest of the witnesses, so that we're ready
(i naudi bl e) .

MR. SAVAGE: M. Chair, 1'd like to proceed
wth the questions.

MR. CHANG Pl ease. Pl ease proceed.
BY MR SAVAGE:

Q And so do you adopt and confirmthe
statenents in the exhibits as being accurate and
correct to the best of your know edge, subject to
t hose nodifications?

A Yes, | do.

Q Let's go to your exhibit Bl -- oh, we already
did that. What is your -- how | ong have you -- what
are your responsibilities at Coterra?

A So |I'ma geophysicist at Coterra. |'ve been
working in this area since 2018, and this devel opnent

area, as well as our adjacent acreage block to the
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north, have been our top priority. We also acquired a
Vaughan Franklin Mwuntain assets earlier this year,
whi ch we' ve been actively drilling.

Q And your job responsibilities, could you give
us a few exanples of your job responsibilities?

A  Yeah. So, here I'ma conbination of a
geol ogi st and geophysicist. A geologist interprets
wel |l 1 ogs and does reservoir characterization to help
determ ne where we would want to drill our next
devel opnents, the quality of the reservoir. And a
geophysi ci st uses 3D seismc for those sane purposes,
a |l ot of reservoir characterization.

Q And can you just give a general description
of your educational background?

A | have a bachel or's degree in geophysical
engi neering from Col orado School of M nes and a
master's degree in geophysics also from Col orado
School of M nes.

Q M. Fry, I'dlike to direct your attention to
exhi bit Bl. What does this exhibit Bl show?

A So this is a locator map of the M ghty
Pheasant and Lucy Goosey devel opnent. And |'ve
i ncluded the |location of the Capitan Reef shaded in
bl ue and the outline of our 3D seismc survey in red

and then also the digitized stress directions fromthe
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Munsney and Zoback paper.

Q And how I ong have you studi ed the geology in
this general area?

A In this area, |'ve been working it since
2018.

Q And what is the inportance of -- 1'd like to
direct your attention to B2. What is the inportance of
B2?

A  This is just showng a third sand structure
and thickness or isopach map. And the M ghty Pheasant
and Lucy Goosey devel opnents are |located in that
yel | ow box.

Q Okay. Your exhibit B3, what does B3 show?

A This is a structural cross-section from west
to east across the devel opnent area and Coterra's
third sand |l anding is shown as that |ight green I|ine.

Q Your exhibit B4, what does it show?

A This is now the second sand structure and
I sopach map.

Q OCkay. W're nmoving to exhibit B5. What is
this -- what's the inportance of B5?

A This is another structural cross-section from
west to east across the devel opnent area with
Coterra's basal second sand | anding shown as a green

l[ine. I'"ve also drawn red dashed |ines on each of the

Page 31

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

| ogs where Perm an Resources approxi mate Harky Landi ng
Is located, and | just wanted to note that there are
very limted frack baffles between these two | andi ngs.

Q Is that a unique geol ogical feature?

A Yeah. | would say frack baffles kind of cone
and go between the third carbonate and second sand but
in this area, we see -- we don't see any frack baffles
bet ween the two.

Q Okay. Mwing to exhibit B6. What does B6
show?

A This is another structure map and i sopach of
the First Bone Spring sand.

Q Okay. Mwing to exhibit B7. \What does B7
show?

A  And then this is a structural cross-section
of the First Bone Spring sand and Coterra's first sand
| andi ng shown as a |light green line.

Q Now, in exhibits B8 and B9, you have sonme gun
barrel views of Coterra's m ghty pheasant, Lucy Ducey
Wlls, and it | ooks |ike a conparison with Perm an
Resources Wells. What is the inportance of these two
exhi bits, B8 and B9? Let's start with BS.

A Yeah. So B8 is showing Coterra's tota
devel opnent plan, and |I've highlighted our initial

wells fromthe first hearing in that pink color.
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Q Okay. And then B9?

A This one highlights the main difference
between Coterra's plan and Perm an's plan and that's -
- that Coterra is not proposing to drill the eight
Har key Wells or the eight Wl fcanp XY sand wells.

Q And let's nove then to exhibit B10. What does
It show?

A This is a stratigraphic cross-section across
t he devel opnment area flattened on the WI fcanp now.
The Wbl f bone Pool is shaded orange and spans fromthe
top of the Third Bone Spring sand to the base of the
A shale and the Coterra Wl fbone | anding is shown as a
bl ack line. Again, here there are no major frack
baffles within the Wl fbone Pool which neans that this
IS a continuous reservoir spanning across nultiple
formati ons.

Q And did the Division find anything speci al
about this Wl fbone Pool ?

A They approved to the Wl fbone Pool extent
because of the lack of frack baffles.

Q Okay. And you're -- let's nove to exhibit
B11l. Exhibit Bll says, Coterra's original proposed
al l ocation nethod. What does this exhibit show,
and what do you nean by original proposed allocation

met hod?
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A So at the original hearing we had proposed a
met hod of allocating producti on between the bone
spring and the Wbl fcanp formations using porosity
times height or PH and this accounts for the height of
each formation and the pore space. Now this is a
really sinple approach that accounts for nore than
just height and the OCD has accepted height in past
cases but the PH nethod all ocates about 70 percent to
the Third Bone Spring sand and about 30 percent to the
Wol f canp sands.

Q Sothis is related to our proposed all ocation
formul a?

A Yes.

Q Okay. Now | recall Perm an Resources
criticizing this method as unreliable at the notion to
stay hearing before the comm ssion. | also recall that
Perm an Resources' geol ogist at the original hearing
said the nethod was unreliable. How do you respond to
t hese cl ai ns?

A So, | disagree that the nethod is unreliable.
However, there are a couple of assunptions that you
need to make when using this nethod. The first is that
PH accounts for total pore space but doesn't
di stinguish fluid type, and therefore it predicts

total fluid production rather than oil production. And
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t he second assunption is that the Wil fcanp A shal e has
negligi ble contribution to the total reservoir tank
and neither Coterra nor Perm an Resources is |anding

I n that shal e bel ow

Q Okay. And on Exhibit Bll, those -- it | ooks
| i ke those assunptions are stated at the bottom

A Correct, and they're also in ny statenent.

Q In your statenent as well. Do you have
anot her nethod for determ ning what each formation in
the Wbl f bone Pool would produce froma well drilled in
t he Wl f bone?

A Yes. Exhibit B12 shows an alternative
approach to calculating the allocation. So here |'ve
created histograns of the average TBDs of |aterals
relative to different bone spring structure nmaps. And
the histograns are shown as those blue bars next to
the 1 og. So, these histograns highlight that operators
primarily target |low resistivity sand reservoirs
within about four mles of the devel opnent area. And
that four mles is highlighted in ny red box on the
| ocat or map. But operators rarely target the
carbonates and shales in between. And so | cal cul ated
a net pay based on where the highest density of wells
targeted and ended up using a resistivity cutoff bel ow

50 ohm neters and a neutron density separation cutoff
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bel ow three porosity units, which resulted in an
all ocation of 79 percent in the third sand and 21
percent in the Wl fcanp.

Q And why -- can you just explain why you
conclude that the second nethod is reliable?

A | think this is reliable as well because it's
an unbi ased statistical approach that's based on where
ot her producing wells are |ocated in the area.

Q So are you relying on these two nethods to
determ ne the overall allocation of production in the
Wol f bone Pool ?

A | have one nore nethod that | used to confirm
these first two nethods, which |I show on Exhibit B13.
Q Okay, what is this nethod, and why is it

reliable? Exhibit B13.

A So -- yes, B-13. So, in this |ast nethod, |
borrowed Perm an Resources Exhibit J fromthe original
heari ng because they actually have sidewall core
measurenents at their Batman devel opnent, about a mle
to the west of the devel opnent area. And these
measurenents allow nme to cal culate SOPH, which in
t heory should predict total oil saturated pore space.
So, | took the average oil saturations and porosities
that they've listed in their exhibit and | cal cul ated

the SOPH for each interval that they provided data for
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and that results in an allocation of about 74 percent
in the Third Sand and 26 percent in the Wl fcanp. But
| do want to note that in their current exhibit
packet, they provided sonme neasurenents within the
Wbl fcamp A as well. And so | account for those
measurenments in a rebuttal exhibit |ater on.

Q Okay. And | guess this B14 looks like it is
your | ast exhibit. What does Bl4 show?

A So this is just a summary of the three
met hods that | used to cal culate an allocation fornmula
between the Third Sand and Wl fcanp. At the top, |
referenced OCD s order nunmber R23089, which states
that the | ands proposed by drilling both parties |acks
natural barriers and would prevent commruni cation
between the Third Bone Spring Sand and Upper Wbl fcanp,
t hereby creating a single reservoir or commbn source
of supply | ocated predom nantly in the Third Bone
Spring Sand. This is an inportant finding and supports
each of ny three allocation nmethods, which all confirm
that the common source of supply lies primarily in the
Third Sand. None of these nethods are perfect and each
have their assunptions, but all of them
hi ghlight a Third Sand as the primary reservoir. And
we think it's fair to go with the | owest allocation

percentage in the Bone Spring, which is the original

Page 37

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

proposed allocation of 70-30.

Q OCkay, just to clarify, so two of your nethods
give very high allocation percentages in the Bone
Spring, but you're going with the | owest one? |Is that
the --

A Al three give a higher percentage in the
Bone Spring. And actually all of them show higher than
70-30, but we listed 70-30 in the original hearing and
| think it's fair to stick with that.

Q Was the OC order that you referred to from
the original hearing, the one that you referred to and
t al ked about, was that objected to or appeal ed by
ei ther Coterra or Perm an Resources?

A No.

Q Ckay. And so, based on your geol ogica
anal ysis of the subject lands in the present case,
where is the sweet spot, the sweet spot for drilling
and production?

A So, based on these three nethods that |'m
showing in B14, the primary reservoir lies in the
Third Bone Spring Sand and that neans the Third Sand
Is the sweet spot within the Wl fbone Pool. That's
al so supported by ny exhibit B12, where | show t hat
the overwhelmng majority of wells are also |anded in

t he basal Third Bone Spring Sand, not in the Wl fcanp.
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So, other operators clearly think that the Third Sand
Is the sweet spot in this conbined reservoir as well.
Q Okay. Thank you, Ms. Fry.

MR. SAVAGE: M. Chair, | nmove to have the
geol ogy exhibits introduced into evidence.

MR. CHANG  Any objections?

MR. RANKI N: No objections.

MR. CHANG. W thout objection, so admtted.

(COTERRA Exhi bits Bl through B14 was Adm tted

I nto evidence.)
MR. SAVAGE: And we stipulated that the

w tness is an expert in geology and geophysics.

MR. CHANG. Do you have any further questions

for this witness?

MR. SAVAGE: No questions.

MR. CHANG Okay. Wtness may be excused.
MR. RANKI N:  No.

MR. CHANG. No? Oh, sorry. Go ahead.

MR. RANKIN: Darin, would you mnd to stop

sharing, so | can share ny screen

3

SAVAGE: Yes, yes.

3

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

Q Good norning, Ms. Fry. Can you hear ne okay?
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Yes, | can.

And |'m pronouncing it correctly; right?

> O >

Yes.

Q And just for the record, you previously
testified in the underlying Division case; correct?

A Correct.

Q And in that case, your nane was Mueller, is
that right?

A That's right.

Q OCkay. And | pronounced that correct as well;
right?

A You di d.

Q Okay, good. Thank you. Sorry, | just wanted
to make sure that I'mtracking and everyone's tracking
so when they track the record previous -- from
previous testinony, they understand that you're the
prior geologist as well. So I just want to -- | have a
few questions for you. I"'mgoing to direct your
attention first to your testinony. The bottom of
paragraph 13 in your testinony, you state that Coterra
Is currently vetting the upper second bone spring sand
formati on as an additional |anding zone and nay target
that in the future developnent. Did | read that
correctly?

A Yes.
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Q VWiere is Coterra vetting the second bone
spring as a potential additional |anding zone?

A What do you nean by where?

Q \What region, what area are you vetting that
as a potential |anding zone?

A So, we're vetting the area surroundi ng the
M ghty Pheasant and Lucy Goosey devel opnent. And we're
actually planning on targeting the upper and | ower
second sand together at this developnent at this tine.

Q GCkay. And have you done that in any
of fsetting acreage?

A In this area, we have not.

Q OCkay. And what area are you | ooking at here?
Are you | ooking at one mle, two mles, five mles,
ten mles? What area have you, how far out does that
go~?

A Actually, thinking -- so a fewmles to the
north. So less than ten mles to the north, we did
just drill a devel opnent, our Royal Oak devel opnent.
We're waiting on frack for that devel opnent, but up
there we did stagger between the upper and | ower but
besi des that, we have not.

Q Okay. Now, you just told nme that your plan
woul d be to drill the upper and | ower together;

correct?
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A Correct.

Q Now, are you famliar with your coll eague Ms.
St. Pierre's testinony?

A Yes.

Q And you're famliar with the five-year
devel opnent plan that she put forward in her
testi nony?

A Yes.

Q And are you aware that she did not include
t he upper second bone spring within the five-year
devel opnent plan in her testinony?

A That's correct. | think we need to make a
correction on that.

Q OCkay. So you're telling nme that her -- that
the intent is to drill the second bone spring sonetine
within five years and do it at the sane tinme as the
| ower second bone spring; correct?

A That's correct.

Q Ckay. But you're going to drill, at |east one
second bone spring well in each of the devel opnents
bef ore you can co-devel op any upper second bone
spring; correct?

A No, not necessarily. That's a little
confusing. So, ny wider acts list the initial wells

that were initially proposed in the first hearing.
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However, that was before the rules where you had to
drill the initial wells first. So, our plan is nowto
develop all | ower second sand and all upper second
sand wel | s together.

Q Are you telling ne it's your understandi ng
that the Division rules allow operators to drill
infill wells before an initial well is conpleted?

A No, that was ny understanding of the rule
back during the original hearing.

MR. SAVAGE: Objection on that. She's not an
attorney and does not have | egal expertise to analyze
the rule.

MR. RANKIN: |'m asking her what her
understanding is of the pooling rules, if she believes
that they can drill. Coterra is basing this
devel opnent plan on being able to co-devel op here, and
the Division's rules are very clear that infill wells
cannot be proposed until the initial wells authorized
under a conpul sory pooling order have first been
conpleted. So | don't see -- | just want to point that
out .

MR. CHANDLER: Let's stop for a second. This
i s Zach Chandl er, Conmm ssion Counsel. First, the
wi tness answered the question before the objection. So

If you want to strike, that's your option. Do you want
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to strike? Mowve to strike?

MR. SAVAGE: | think the extent to which she
answered is fine for the record, but to continue to
ask a geologist to opine on the nature of the rules |
think is inappropriate.

MR. CHANDLER: Okay, so you're on to your
next question. Let him object before she answers.

MR. RANKIN: Thank you.

BY MR, RANKI N:

Q So just going back to ny point, the -
- currently, the upper second spring is not in
Coterra's five-year devel opnent plan; correct?

A That's not ny understandi ng.

Q OCkay, as for Ms. St. Pierre's testinony, it's
not in the five-year devel opnent plan; correct?

MR. SAVAGE: Objection. She answered t hat
earlier.

MR. CHANDLER: Is there a response to the
obj ecti on?

MR. RANKIN: | believe she did. That's fine.
"1l nmove on fromthat question.

BY MR, RANKI N:
Q So let ne ask you about the feet height
anal ysis, Ms. Fry. In your testinony on paragraph 18,

you state that the nmethods -- the nethod of using feet
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hei ght predicts total fluid rather than oil; correct?

A Correct.

Q But you don't include any data or evidence in
your direct testinony to show that feet height
actually predicts total fluids, do you?

A | do not.

Q And you testified in your discussion with M.
Savage, that you were aware that Perm an Resources had
attacked the reliability of your feet height
al |l ocati on net hodol ogy prior to this hearing; correct?

A Correct.

Q And part of the basis for that attack was
that it was not an accurate predictor of oil; correct?

A Correct.

Q And yet, in this presentation in your direct
case, you didn't present any evidence or testinony
tying oil production to your feet height allocation
met hod, did you?

A | did not.

Q I'mgoing to direct you to M. Weinkauf's
Exhi bit C13, which | believe you have an i mage --
well, I"'mgoing to start here, okay? So this is M.

Wei nkauf's Exhibit C13. He makes the point in this
exhibit that in 2024, after the underlying conpul sory

pooling hearing, in this case at the Division, Coterra
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updated its conpletion plans, resulting in an increase
in well costs to, quote, deliberately target

t he Wbl fbone pool to better access the entirety of the
Wol f bone pool by increasing its frac size, which is a,
quote, nore efficient way to target the entirety of

t he Wbl f bone pool. Is that your understandi ng of M.
Wei nkauf's slide here?

A Yes.

Q Okay. Now, what | understand fromthis slide
is that Coterra decided to add $1.7 million in
additional costs, as | understand for each of its
fracks, to chase a, quote -- in your words, negligible
contribution in the entirety of the Wl fcanp Pool.
Correct?

A That's not correct. W are landing our wells
in the Third Bone Spring Sand, and so increasing the
frack would hel p access the Wol fcanp Y sands.

Q OCkay. And you're telling me that you're not
going to drill -- he said -- he uses the word entirety
of the Wl fbone pool. Agree?

A Correct.

Q And he uses it twice. Agree?

A Yes.

Q And are you telling ne that your wells are

not going to drain any -- or produce any of the oil
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fromthe Wl fcanp A?

A | think the Wolfcanp A produces a negligible
ampount conpared to the primary sand reservoirs above.

Q Do you have any data to support that
contention?

A | would point to -- well, it's in a Perm an
Resources rebuttal exhibit, and then the fact that no
one | ands down in the Wl fcanp A shale, everyone
al ways targets the nore perneabl e sands above. | think
it's good evidence for that.

Q Ckay. So, you know, again, know ng that
Perm an Resources is challenging your allocation here,
claimng that the exclusion of 42 percent of the feet
hei ght cal culated for the entirety of the Wl fbone
pool is a direct inpairnment of the owners in the
VWl f canp Pool . You have not been able -- you didn't
bring forward any data in your direct testinmony to
show, in fact, that in offsetting wells or anything
that you drilled or any offsetting wells that you
drilled, that there's no actual production fromthe
Wl f camp A.

A | didn't speak to production in my testinony.
That woul d be Ken's donai n.

Q Ckay. So you --

A But as far as --
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Q Go ahead. Don't need to pick it up.

A As far as geologic evidence that |'ve brought
forward, that's where the three different allocation
met hods show why | excluded the A | think especially
my exhibit B12 shows that down where there's high
neutron density separation and a very clay-rich
formation down in the shale, a mpjority of operators
do not target that.

Q Okay. And your testinony is that it's an
assunption that the Wl fcamp Awll not be -- will not
contri bute production to basal Third Bone Spring
devel opnent. |s that correct?

A Yes.

Q Ckay. Now, when you reviewed in your
testimony with M. Savage, you wal ked through three
di fferent exanple allocation nmethods and they each
provide slightly different ratios or different
answers; correct?

A Correct.

Q And none of them provide the sane answer,

A Agreed.
Q And in fact, in the end, as | understand it,
Coterra's proposing a fourth answer that none of these

met hods that you say are all reliable have provided;
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correct?

A Can you tell me what you're referring to?

Q So, is ny understanding that Coterra's
proposing a 70-30 all ocation between the bone spring
and the Wl fcamp?

A Yes.

Q And none of the three allocation nethods that
you identified as being reliable actually give you an
answer that aligns with the 70-30 all ocati on?

A OCh, yes. | was rounding down fromtwo of the
t hr ee net hods.

Q Okay. SO -- but just to be clear, again, none
of the three nethods provide an allocation ratio of 70
to 30; correct?

A  They show about 70-30. | think it's alittle
nitpicky to say 73-27, 79-21. So | just nade it a
round nunber.

Q Have you analyzed, yourself or anybody on
your team to determ ne what the change or shift in
percentages would result in, in terns of vol unes, or
production, or val ue?

A We have not.

Q Okay. Now, as to these nethodol ogies that you
presented today to the Conm ssi on, have any of these

been peer-reviewed for purposes of allocating
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production fromdifferent formati ons within horizontal
wel | s?

A What do you nean by peer-revi ewed?

Q Are they -- have they been presented in any
papers or research or has there been any docunentation
of their use for this purpose in publications?

A Not that |I'maware of. | know HI TE has been
used as an allocation fornmula in the past, and |
t hought that B-HH TE was a nore robust nethod of
cal cul ating all ocati on.

Q GCkay. In what particular case, what specific
I nstances can you point to where the HH TE has been
used as an allocation nethod?

A | don't know the specifics, but I know it was
a Devon case that involved a vertical well in two
different formations and conparing H TE between the
two formations.

Q Can you identify, as you sit here today, any
ot her cases that you' re aware of in New Mexico that
have relied on HITE for allocation of production in a
conmpul sory pooling case?

A | think I would refer to ny | andnman or
attorneys for that answer.

Q OCkay. So, sitting here today, are you aware

of any ot her nethodol ogi es that have been approved,
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aut hori zed, substantiated by evidence or data that

support your proposed allocation nethodol ogi es

here? Either -- any one of the three nethods.
A No.
Q Now, just to be clear, | understood you just

testified that all three nmethods, even though they
provide different answers, are all equally reliable.

Is that fair to say?

A  Kind of.

Q kay.

A "' m nore saying that | would prefer to go
wth the pH nethod. However, | checked additi onal

met hods to nake sure that the Third Bone Spring Sand
was still considered the primary reservoir or the

hi ghest percentage all ocation using additional

met hods, which those nethods did confirmthat.

Q Okay. And just to be clear, | nean, you're
conparing the XY to the basal Third Bone Spring in
that analysis; correct?

A In one of ny methods, | am In ny second
method, | amsinply using a pay cutoff, based on where
peopl e are | anding, which naturally cuts out the
Wbl f canp shal e because very few wells are | anded
t here.

Q Okay. So in effect, you' re excluding the

Page 51

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

Wl fcamp A fromall three of your analyzes; correct?

A Correct.

Q OCkay. And what's the difference in gross
t hi ckness between the Basal Third Bone Spring and the
Wl f camp XY?

A They're approximately equal in height.

Q And -- but you're also including the entire
Third Bone Spring in your feed height allocation;
correct?

A Correct.

Q So what's the difference in gross thickness
bet ween the Third Bone Spring that you're using for
your allocation and the XY gross thickness?

A The entire Third sand versus the XY -- well,
| think in the feed height cal cul ation, height
dom nates, so probably around 70 percent versus 30
percent height in the XY.

Q Thank you. MR RANKIN: No further questions.

MR. CHANG. Do you have any questions, M.
Zi nsky?
MR. ZI MSKY: | don't have any questi ons.
MR. CHANG Go for it.
CROSS- EXAM NATI ON
BY MR. CHANDLER
Q So, Zach Chandl er, Conm ssion Counsel. My job
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Is to ferret out the facts, so | just have a few
direct questions. The first one is, has it been
Coterra's position fromthe beginning that there's
communi cati on between these two different pools? Is
that correct?

A Yes.

Q And does Coterra support the Division's
decision to make this one uniform pool ?

A Yes.

Q So, explain to ne as a |layperson how it's not
i nconsi stent that when it cones to the allocation
per cent age, suddenly Coterra's saying, no, no, 70
percent up here. It's no |onger one pool. W've got to
factor in 70 and 30. Tell ne how that's not
I nconsi stent.

A | think -- well the pool is defining the
common source of supply, which the pool is bound by
rack baffles above this Third Bone Spring Sand and
bel ow t he Wol fcanp A shale, but nmy job is to allocate
where | think production is comng from and | don't
think the Wl fcanp A shale is contributing as nmuch to

production as the sands |ying above.

Q kay.

A Does that answer it?

Q I'mjust trying to build the record. So,
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giving you -- these are softball questions. The next
set of questions cones from Coterra's notion for stay
and where Coterra's Counsel wote that Perm an pl ans
to distribute 100 percent of the production fromthese
wells to Wil fcanp owners, entirely excluding Third
Bone Spring owners fromtheir rightful share. Are you
the witness that can identify which specific owners,

parties, trusts that are being entirely excluded?

A No --
Q Under --
A -- that would be ny |Iand man.

Q Okay. Final set of questions. Fromthe order
I ssued by the Division -- finding 23, OCD finds Read's
proposal, Reid being Perman, will result in higher
recovery of hydrocarbons. Are you the witness that's
chal I engi ng that finding?

A That would be ny reservoir engineer.

Q Okay. And continue on on finding 23, and w ||
produce the Wbl fcanp portion of the Wbl fbone, which
will prevent waste and protect the correlative rights
of the interest owners who own interest in the
Wbl f canp portion. Are you the witness that's
chal I engi ng that finding?

A No. | believe that would be ny |Iand man as

wel | .
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Q Thank you.
MR. CHANG  Anyt hing el se? Okay. Any
redirect?
MR. SAVAGE: Yes. Yes, thank you, M. Chair.
REDI RECT EXAM NATI ON
BY MR, SAVACGE:

Q M. Fry, you acknow edge that the pH only
accounts for total fluid and not the differentiation
between oil and water. |Is that correct?

A Yes.

Q And so since then, you nmade steps to inprove
upon that. How did you nake steps to inprove upon
t hat ?

A Well, instead of just relying on a single
all ocation fornula, pH, | wanted to doubl e-check ny
wor k by using two other nmethods of cal cul ating
all ocation. And the |last nethod that | use cane
directly from Perm an Resources core neasurenents. So,
by using their measurenents, | still found that the
third sand was the dom nant reservoir.

Q Now, M. Rankin asked you about were you
aware of cases that used HEIT as allocation, part of
the allocation fornmula. Are you aware that in our pre-
hearing statenment that we |listed a nunber of cases?

A | know that you |listed several cases, but the
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only one I'mfamliar with is the Devin case.

Q OCkay. So for those cases, and there's two of
them as | recall, 20169, there was an allocation
fornmul a proposed that was based on just on HEIT. And
the other one was also a case. If | recall this
correct, it was sonething around 20869, but it's
accurately listed in the pre-hearing statenent. So,
Ms. Frey, can you -- if you use just HEIT, as the
factor, which it looks like the D vision and
t he Comm ssion has approved that in the past, that
you're correct, what kind of inaccuracies mght you
run into if you just use HEIT?

A HEI T doesn't take porosity into
consi deration. So the pore space needed to hold
hydr ocar bons and water. So HEIT al one doesn't really
describe the reservoir. PHis a good m ddl e ground.
However, that also predicts total fluid rather than
oil. And SOPH is really what we would want to use to
predict the total reservoir capacity. However, SO or
oil saturation neasurenents are difficult to nmeasure.
And that's why | wanted to use Perm an sidewal k form
because those don't exist everywhere. That's a pretty
rare nmeasurenent. So even using SOPH, we find that the
third sand i s the highest percentage.

Q Okay. But the HEIT does -- HEIT al one does
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provi de an approxi mation. Does it not?

A HEI T dom nates the BH or SOPH cal cul ati on.
Yes.

Q So even -- and even though it's inaccurate,
it may be slightly inaccurate or there nmay be sone
variations in there, it provides an approxinmtion and
the OCD and the OCC has approved that as a valid
approxi mation. Do you agree with that?

A Yes.

Q Has -- after the Wl fbone pool was created,
and the vertical extent was extended to the Wbl fcanp
A, did Perm an Resources adjust their wells that were
| ocated in the upper -- in the XY to take advant age of
t hat expansion of the Wbl fbone?

A No, they did not.

Q How far below the Third Bone Spring -

- their Third Bone Spring wells, did they place their
upper Wol fcanp wel |l s?

A Based on their proposals, | believe it's
about 95 feet.

Q Do you consider that a very close proximty,
average proximty or distant proximty?

A We consider that basically landing flat in a
zone.

Q So you consider that equivalent to |landing in
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the Third Bone Spring?

A Correct.
Q Has Perm an Resources |located -- so you
poi nted out in your exhibit, | believe which one it

was, but the one that had, that showed all the
operators, the mgjority of operators targeting the
Third Bone Spring. Have you seen Perm an Resources
vary fromthat distance in any of their other offset
or other devel opnent plans involving the Wl fcanp XY?

A Are you asking if they landed in the A shell
I n any other --

Q Yeah, let's start with that. Have they | anded
in the A shell in any of the offset devel opnent pl ans?

A Not that I'maware of. | believe they
normal |y target the Wol fcanp XY.

Q OCkay. And in those offset devel opment pl ans,
are their Wolfcanmp XY well, are they in very close
proximty, average or distant fromthe Third Bone
Spring wells?

A Very close proximty, still. About 100 feet.

Q Okay. So Adam asked you about the accuracy -
- I"msorry. M. Rankin asked you about the accuracy
of each individual allocation nethod. Is ny
recol l ection correct that you did not say each one

I ndi vidually was conpl etely accurate?
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A That's correct.

Q So how do you -- so -- but you did three. Wy
did you do three and does that inprove the accuracy?

A So | did three because | had ny initial
met hod of BH and wanted to explore other nmethods of
verifying that first nmethod. And I think the other two
met hods that | used did verify that the Third Bone
Spring sand is approximately 70 percent of the
al l ocati on.

Q OCkay. And -- the fact that you chose the
| owest of the three, is -- that seens to ne to be very
generous. |s that correct?

A | don't consider it generous. | consider it
fair, based on the fact that each of these conme up
with a slightly different percentage. | thought it was
fair to round to 70-30.

Q But you erred on the side of benefiting
prem um r esour ces.

A Sur e.

Q OCkay. You could have really argued that --
could you have really argued that the higher
percentages in the bone spring would be nore
appropri ate?

A | think the fact that two out of the three

all ocati on methods or nore were closer to the 70
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percent range. That's kind of why |I |eaned into the 70
percent. Only one of nmy nethods, when | cal cul ate net
pay, is nore of an 80 percent range.

Q Okay. And the last question. So for the HEIT
factor allocation method -- for the allocation nethod
using just HEIT, that OCD and OCC has approved in the
past, are you aware if that method is peer-approved --
peer-revi ewed?

A " mnot aware, but | would hope so since it
was approved.

Q Thank you, M. Fry.

MR. SAVAGE: No nore questions right now.
MR. RANKIN: May | seek recross on one point
that was raised in the redirect that I think is
| nportant to address?

MR. CHANG Is that advised?

MR. CHANDLER: It's limted.

MR. RANKI N: Yeah, |limted.

RECROSS- EXAM NATI ON

BY MR. RANKI N:

Q M. Fry, you addressed in your redirect with
M. Savage, your discussion about oil saturation or
SO, correct?

A Correct.

Q And you said it was a very inportant neasure
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for you to do this other allocation nmethodol ogy;
correct?

A Can you reword?

Q Yeah, it's rare to have an actual SO
measurenment; right?

A Oh, yes.

Q And so you used that as a basis for one of
your allocation nethodol ogi es because it's a good
measure of what's actually in the Rock; correct?

A Pendi ng sone assunptions, yes.

Q OCkay. And so as | understand your anal ysis,
and I'll put up on the screen here your Exhibit B13
real quick. Looking here at Exhibit B13, you've got a
table on the bottomright where you identify the
different -- several different intervals within the
Wol f bone Pool; correct?

A Correct.

Q And then you identify the fee range for those
intervals; correct?

A Yes.

Q And then you have identified an SO val ue;

correct?
A Correct.
Q And as | understand -- did you take -- |

understand you to say, or testify that you got your SO

Page 61

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



© 00 N oo o0 b~ wWw N P

N N N N NN P P P P P P PP PR
o A W N B O © 00 N O O b~ wWw N +—» O

value directly fromthe core. |Is that correct?

A Yes.

Q D d you actually use the oil saturations from
the core, or did you calculate the oil saturations off
of the water saturations?

A | cal cul ated based on water saturations.

Q Ckay. So even though there was oil
saturations in the core, you didn't rely on those in
your analysis. You instead cal cul ated oil saturations
off of the water saturations; correct?

A Correct.

Q Even though the core would tell you what the
oil saturations are; correct?

A Yes.

MR. RANKI N: Thank you. No further questions.

MR. CHANG  Further questions fromthe
comm ssi on?

MR. CHANDLER: No further questions.

MR. CHANG. Okay. | presunme | may now dism ss
the witness. Al right. Thank you. Your excused.

MS. FRY: Thank you.

MR. CHANG  Looking at the tinme, would we
like to take a break now, or would --

MR. RANKIN: | leave it to the Counsel

putting out the case.
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MR. ZI MSKY: M. Chair, yeah, | believe
taki ng a break now.

MR. CHANG Before the (crosstalk).

MR. ZI MSKY: Before we start with the next

W t ness.

MR. CHANG In that case, 10:35? If we can
reconvene at 10:35. We'll take a recess. Thank you
all.

(Recess was taken.)

MR. CHANG All right. Tinme is 10:37, and
"1l reconvene this nmeeting of the G| Conservation
Conmm ssion. Everybody is ready? Okay. |Is there
anything else before | can proceed to the next
w tness? Your next w tness, please.

MR. ZI MSKY: Yes, M. Chair. Before |
i ntroduce our next witness, we failed to nention
our Co-counsel who's present via the Teans neeti ng,
Prof essor Onen Anderson (ph), who's been admtted on a
pro hoc VT basis, and he's been here since -- he's
been on the Teans neeting since the beginning, and we
| nadvertently forgot to nmention him

MR. CHANG  Thank you. Thank you.

MR ZIMSKY: And I'd like to call -- WIIliam
Zi nsky speaking. | would like to call Coterra's next

w t ness, Kent Wei nkauf. M. Weinkauf, could you state
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your nanme for the record?

MR. VI NKAUF: My nane is Kent Wi nkauf.

MR. CHANG. G ve ne one second.
VWHEREUPOQON,

KENT WEI NKAUF,

called as a witness, and having been first duly sworn
to tell the truth, the whole truth, and not hi ng but
the truth, was exam ned and testified as foll ows:

MR. CHANG  Thank you.

DI RECT EXAM NATI ON

BY MR ZI MSKY:

Q M. Weinkauf, could you give us a brief
summary of your education background?

A Yes. | graduated fromthe University of Tul sa
with both a petrol eum engi neering degree and a finance
degr ee.

Q Do you have any naster's degree?

A | do not, both undergraduates, bachel ors of
sci ence on bot h.

Q And can you just briefly describe your work
experience?

A Yes. |I've worked for the past seven years as
a reservoir engineer for Coterra Energy across their
vari ous business units, as well as corporate

acqui sitions and divestitures groups.
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Q And what's your exact title and job
responsibilities at Coterra?

A "' ma senior reservoir engineer and | work
the North Lee assets of the Del aware Basin, which is
within the Perm an Basin. And ny responsibilities
cross several streans. |'m project manager for the
devel opnents that Coterra is pursuing. | also work
wth the geologists to help define reservoir
characteristics, performeconomc analysis to
determ ne what's the best devel opnent for working
i nterest owners, and estimate recoveries that we think
we can get from various devel opnent pl ans.

MR. ZI MSKY: And | believe we've stipul ated
to expert qualifications, but just for the record,
we're tendering himas an expert in reservoir
engi neeri ng and econom cs. Thank you.

BY MR, Z| MSKY:

Q M. Winkauf, first I want to tal k about
anmended Exhi bit C4, which should be in front of you.
Can you tell us what this amended Exhibit C4, why it
was anmended?

A Yes, there was an error on three cells where
the values were effectively shifted up. This error
does not inpact our analysis, but I wll cal

attention to the cells that were inpacted. So on the
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exhibit, the bottomright table, you'll see a columm
called Wll Ol EUR And effectively, the wel

spaci ngs three through six had val ues that were one
cell shifted up. So they did not show the correct wel
oil EUR for that given devel opment spaci ng. However,
Coterra's recovery factor nodel is based on a unit
basis, so that nunber is really a derivative of the
1280 acre unit oil EUR, which is the third col um.
That columm has no error and that was part of our -

- that's what we utilize for our entire analysis.

Q And could you have done this table w thout

that one columm, | guess it's the second col um, wel
oi | EUR?
A Correct.

Q (Crosstalk).

A Yes, we could have nade our anal ysis and the
points without it.

Q Nowlet's go to exhibit C1 and that's on
page, nunbered page 468, PDF page 471. And do you see
that exhibit in front of you?

A | do.

Q Could you briefly convey the information that
this exhibit is neant to convey?

A This exhibit is sinply to convey that Coterra

I's an operator within the New Mexico area and
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specifically also, the North Lee area. So the top
table represents the North Lee AO, and it shows the
well's that Coterra have spudded or conpleted since the
begi nning of this year. The bottom table shows the
total New Mexico activity for -- since 2025 start and
Coterra spudded 75 wells and have conpl eted 49 wells.
So we're just sinply stating here that Coterra is an
active operator within the area.

Q And how many rigs are you running right now?

A Coterra is currently running nine rigs.

Q And let's go to exhibit C2 the follow ng
page. Can you descri be the information being conveyed
in this exhibit?

A So this exhibit is kind of the first step
when determining if we're observing degradation
related to well spacing. Effectively, are too many
wel |l s devel oped within a section? And so it's really a
good checkbox or a flag that indicates that there
potentially is over spaced or nore wells drilled than
m ght be needed. And so what this exhibit |ooks at is
It looks at the edge to bound ratio of a given
project. So the cartoon on the bottomleft of the
exhibit illustrates what a bound well and an edge well
are. So, a bound well is a well that has been

devel oped with two wells on either side of it and an
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edge well only has one well alongside of it and no
well on the other. And so the distinction between
these two well types is inportant because the bound
well will struggle to drain past its offsetting wells.
However, the edge well is unbound on one side and
therefore can drain further into the reservoir.

So if we see the edge well have a higher oi
EUR t han the bound well, that can be indicative that
t he bound well m ght be too tightly spaced to the
offsetting wells. And so the plot on the bottomright
shows the relationship of the edge to bound EUR rati o.
So effectively the edge EUR well divided by the bound
well EUR, oil EUR specifically. The y-axis is just the
bound well spacing. And so the way to interpret this
is any point above a 1.0 neans that the edge well has
recovered additional reserves that the bound well did
not .

Sonme concerning things or flags that stick
out to nme on this type of plot is we see that even at
four wells per section, there are edge to bound rati os
of 1.1 to 1.3. That nmeans in sone instances the edge
well is recovering 30 percent additional oil EUR than
the bound well. Additionally, we see there's a
devel opnent at seven wells per section where there is

a 1.65 edge to bound well ratio. And so this causes
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concern because it's the only point that is this
dense. It's not to say that we expect this edge to
bound ratio to be applied everywhere, but it issues
caution on drilling denser infill devel opnents.

Q Let's go to exhibit C2 -- C3, the next page.
These all sequential five-page nunbers. C3, can you
explain what this -- the information being conveyed
her e?

A Yes, so what we're trying to show here is
| ooking at offsetting devel opnents to the m ghty
pheasant Loosey Goosey unit. The map on the right is a
VH or total porosity map and boxed green on it is the
m ghty pheasant Loosey Goosey units. Also boxed on
there is the Bat man devel opnent and the Robin
devel opnent in blue and red respectively. So it's
i nportant as we continue to build this understanding
of what well spacing |ooks like, we need to | ook at
the offsetting devel opnments. And since we're | ooking
at the wolf bone as one common source of supply, we're
| ooki ng for devel opnments that have wells drilled in
the wol f bone.

PR devel oped both of these projects within
the | ast couple of years. Both projects are nodern and
by that | mean they have | arge conpl eti ons on average

greater than 2300 pounds and greater -- pounds of
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proppant punped are into the ground and greater than
50 barrels per foot of fluid punped into the ground.
So there's a -- we would call this a nodern
conpletion. And so the Batman effectively drilled five
wells within the unit and the Robin drilled six wells.
Both of those are -- both sets of those all within the
wol f bone.

And the table outlines the difference in the
oil EUR and the total fluid EUR And so what you can
see is that the Robin wells, despite having an
additional well, did not recover additional oil
reserves and had |less total fluid recoveries than the
Batman. So that additional well at Robin that was
drilled within the wolf bone did not net additional
return of productivity.

The chart on the bottomleft of the slide
shows the project cunulative oil versus the nonths on.
And blue is the Batman and red is the Robin. And the
dashed |ines of each color represent what we forecast.
And so what we're sinply showi ng here is we're show ng
how cl ose these projects are and that the Robin
actually is showing a curvature that's indicating a
little steeper oil decline which would be expected at
denser spacing. And you can see that after roughly 60

nmont hs that the oil recoveries are very simlar. And
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this just reinforces the plot that Coterra is nodeling
a reasonabl e forecast on these devel opnents.

Q Let's go to exhibit C4. Can you describe the
I nformati on being conveyed here?

A Yes. So the next step of understanding
spacing is to actually build a nodel for that. And a
conmon practice and one of the nore rigorous ways to
do that is to look at a recovery factor nodel to
determ ne the well spacing. When | say recovery factor
what |'msaying is, we're looking at the wells oil EUR
di vided by the oil that was in place that it could
have drained into. And fromthat you get
a percentage of the oil that was recovered. The pl ot
on the bottomleft shows that oil recovery percentage.
So again, the EUR of -- the oil EUR of the wel
divided by the in place oil at that |ocation, showed
agai nst wel |l spaci ng.

And so fromthis we can derive a nodel that
can tell us what recoveries we can expect at different
wel |l spacings. And this is inportant to try to
understand and predict what the performance is at
di fferent devel opnents. This nodel is focused within
the wol f bone or wolf bone equivalents. So that's
Third Bone Spring sand and the upper Wl fcanp. And

this nodel is really tied to the bound wells within
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the area. So it's inportant to note on the plot that
these are not the only wells that are utilized to
build the nodel. We're |looking at the fluid or
conpletion design. We're | ooking at the water cut of
of fsetting devel opnents. And so we take these
characteristics of the devel opment into consideration
with building a line. W decided to show these points
because they're just recent offsets and to show t hat
we get a reasonable fit against the data.

The table on the bottomright is illustrating
an output fromthat. So as | stated earlier, what
we're effectively outputting is what the unit wll
recover in oil space. So that's the third colum. The
1280 acre unit oil EUR The far left columm shows the
well's per section. So that's how many -- that's the
wel | spacing, how many wells are drilled within that
unit. And fromthat we can determ ne what the
i ncrenental recoveries are for each well spacing. And
the far right colum does that. And it's show ng that
as you nove and add an additional well, you do get
addi ti onal recoveries.

However, it's at a dimnishing rate. And this
I's sonething that we see common across a | ot of
hori zons in the Delaware and in other basins. This is

not a uni que concept that you -- as you drill nore
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wells, you do see degradation of oil recovery. So for
exanple, going fromfive to six wells per section, the
added oil recovery would only be 366 MBO on the unit.

Q And can you explain what MBO is?

A  MBOis a thousand barrels. So said in other
way, let's take the four well per section exanple. It
says it's 6812 MBO. That's effectively saying it's 6.8
mllion barrels were recovered within the unit.

Q Is there any other information on this slide
you'd like to discuss?

A Not at this tine.

Q Okay. The next exhibit is C5. Could you
descri be the informati on being conveyed here?

A Yes. So we have our recovery factor nodel. W
have our prediction of what we think the oil
recoveries will be. And so what we're doing is
cal culating the econom cs so we can determ ne what is
the nost economc for the working interest hol ders.
What plan, that is. And so the top table illustrates
the different wells per section that can be devel oped.
And you'll see that the unit oil EUR is the sane as
the previous table. And this remains unchanged. And
you can see that we also have |listed the unit capEx.
So effectively, how much gross capital did we have to

spend to develop that productivity?
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We al so have a colum called unit BFIT PBI
10. That's listed to the right -- on the right side of
the colum. BFIT neans before federal inconme tax. And
so what we're saying here is we're showi ng you a
nunmber that has the revenue and all of the costs that
the working interest holders will observe. So this is
i ncl udi ng everything that they will see. And so it
allows us to actually make an informed decision of
what they will observe nonetarily. The PV10 aspect of
that is sinply saying that we're calculating the
present value of that. So we're discounting all those
cash flows that occur every nonth on a 10 percent
di scount rate.

The far right colum is the increnental PV10.
So effectively what it's showng, is on a unit basis
as you as you add an additional well, how nuch nore
noney or | ess noney did working interest hol ders get?
And what you can see is when you go fromfour to five
wel |l s per section, you would spend an additional $10
mllion roughly, but you would only add $400, 000 of
PV10 val ue. When you go fromfive to six, you can see
that increnmental nunber is roughly $3 mllion loss. So
what that's indicating is those reserves to try to
capture that is actually costing working interest

hol ders nmoney. And that's -- again, the BFIT takes
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I nto account all the costs that the working interest
hol der wil|l observe.

And so when we | ook at the well spacings four
t hrough eight, really, any well spacing six, seven,
and eight, all deliver negative econom c returns for
the working interest holder. These econom cs are shown
on a flat 65 oil price and the bottom of the slide
outlines the econom c assunptions utilized to derive
t hese nunbers. The table on the bottomillustrates the
direct conparison of Coterra's proposed plan versus
PR s proposed plan. And so what we're outlining here
Is Coterra's proposing four wells per section. So
we're just |ooking at a 1280 unit and PR s eight wells
per section plan. And so while Perm an Resources Pl an
does recover additional hydrocarbons, it's costing
working i nterest holders alnost $10 nmillion with a
flat 65 oil price assunption. So there's no return.
It's a | oss of noney.

Additionally, I'd like to point out the
capital efficiency. So this is very inportant to | ook
at too is, for every dollar of capital we spend,
how many -- how much oil reserves did we get? And so
we have a colum in the mddle of the table called oi
per capEx. And so what that's showng is what's the

reserve of -- oil reserves divided by the $1, 000 of

Page 75

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

capEx spent. And you can see that Coterra's plan is
provi di ng substantially nore barrels on per dollar of
capEx spent than PR s pl an.

Q And this is for on a 1280 basis?

A Correct. So between both the M ghty Pheasant
Lucy Goosey units, it would be alnost what's call ed
$19 mllion of value loss for working interest
hol der s.

Q And let's goto Sly. And this is at $65 fl at
oil price.

A Correct.

Q And now PV10, is that a standard way to
determ ne econom cs?

A It is the standard practice.
Can you explain the 10?
lt's --

The val ue 107?

> O >» O

It's the discount rate to bring the cash flow
back to today's value. So we're effectively saying
that we're discounting that cash flow by 10 percent.

Q And the 10 percent is made up of inflation?

A It's --
Q Risk?
A Yeah. It's -- there's not a set reason why

conpani es use it. My understanding and what |'ve seen
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I s conpani es' cost of capital can vary between 7 and 9
percent for publicly traded conpani es, even higher for
private equity conpanies. There's al so an el enent of
inflation that can be 1 1/2 to 3 percent. So the PV10
can be a value that takes into account those factors,
agai n, representing what m ght be the true present
val ue at today's date.

Q And that's the standard in the industry
cal cul ati ng econom cs?

A  Yeah. Yes.

Q And let's go to the next exhibit. This is C6.
Can you explain the informati on being conveyed here?

A Yes. So we not only wanted to | ook at the
$65 oil price file, but we -- | wanted to al so test
t he spacing configurations for a higher oil price file
to nake sure that we're choosing the optimal plan for
t he scenario that oil prices increase. And so what
we're showing here is a flat $75 oil price, so $10
nore per barrel. And we're showi ng the conpari son
tabl e between Coterra's plan and PR s plan. And so
what we can see on the far right table, this is the
sanme structure that we saw on the previous slide. W
have a unit BFIT PV10 and an increnental PV10. And so
even if oil prices go to $75, Coterra's plan would

still be roughly $3 mllion better than PR s plan, so
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effectively netting $5 to $6 mllion nore for the
wor ki ng interest holders at the higher oil price.

Q And your reference to $5 to $6 nillion is
based upon this as a 12807

A That's correct. That nunber cones from
conmbi ning both the M ghty Pheasant and Lucy Goosey
units.

Q Let's go to Exhibit C7. And can you expl ain
this slide?

A Yes. So to | ook at performance in the area,
we | ook at well spacing, but it's also inportant to
| ook at the conpletion design or the refract design
because you can add reserves by increasing the prop in
and fluid punped within the reservoir. So you can
t hi nk about that as you're punping nore volune in, and
it's filling the fracture networks, and thus you're
able to contact nore oil. So the plot on the bottom
shows total fluid EUR per |ateral foot, versus the
proppant intensity. And by that | nean just how nuch
prop it was punped per |ateral foot. And so the wells
I n here are grouped by their proppant intensities,
and you can see that we get a really strong
correlation, and we get an R squared of 0.84, which
effectively means that the proppant intensity does a

good job of explaining the increase in fluid -- total
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fluid.

And when we | ook at this nodel, we see that
it looks like a very good linear trend. And this is
| nportant to establish for really one reason as wel |,
is Coterra's devel oping four wells per section. W
pl an on punpi ng 2, 600 pounds of proppant per foot. And
so we would estimate that our plan versus a plan that
woul d only punp 2,000 pounds of proppant coul d net
potentially an additional 14 percent of total fluid.
Now | say total fluid, but it's inportant to renmenber
that total fluid and oil recoveries are |inked
t oget her.

So within a reservoir, the water cut is the
sane. It's not going to change from when -- today
versus five year versus 10 year. When | say water cut,
what | nmean is the total fluid accounts for water and
oil together. And the water cut sinply is the water
EUR over the oil and water conbined. And so if a given
DSU has a water cut of 50 percent, and we say that you
could punp a | arger conpletion design and the total
fluid woul d i ncrease by 14 percent, that al so neans
that the oil EUR would also increase to a simlar
point, simlar percentage.

Q And explain what EUR -- what does that stand

for?
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A It stands for ultimte -- estimated ultimte
recovery.

Q And the R squared equals 0.841, that's a
correlation?

A It's effectively -- you're putting a
regression fit on there and you're trying to determ ne
how wel | did a particular variable predict a dependent
variable. So in this case, proppant, how well did it
predict the total fluid? And so R squared of 1 would
mean a really good fit and R squared of O would nean a
very poor fit. So to see an R squared this high neans
that generally there is a very good correlation
bet ween the dat a.

Q And let's go to exhibit C8. Can you explain
the informati on being conveyed in this exhibit?

A Yes. So we've tal ked about investigating
of fset productivity. And so we also wanted to show
ot her devel opnents, sonme of them vintage devel opnents
and what they've been able to produce and what they
m ght have been able to produce if they had | arger
conpl eti ons punped. The map on the right shows the
wol f bone wells or wol fbone equivalent wells. And the
callouts are two projects that are |isted on the
table. And so the table sinply shows how many well s

were drilled in the section and what the average
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profit was punped in there.

The next set of colums shows the total fluid
and oil 10K EURs. And we're |looking at this on a 10K
basi s because we want to be able to conpare projects.
Sone of them are one mle, sone of themare two ml e.
And so we're assumng a sinple one to one uplift. So
for exanple, if a 5,000 foot lateral or one mile
| ateral had a 50 MBO oil UR, if we |ooked at it on a
10K basis, we're saying that it's roughly 100 MBO. So
2X froma one mle to a two mle devel opnent. The | ast
two col unmms showcase what those vintage devel opnents
could have achieved if they punped larger. It's not to
say this is the exact answer, we're just trying to
show the | evel of productivity that some of the four
wel | per section units would achieve in there.

"1l call your attention to the red box on
the table. The Quail 16, the Robin and the Batnman are
aligned to each other fromwest to east -- or sorry,
Bat man' s west, Robin and then the Quail 16's east. And
you can see that even before we frack normalized that
the Quail 16, despite having four wells drilled init,
was able to achi eve al nost as good of results as the
Robin. And if we were to frack normalize that up, we
can see that the four well per section of the Quail is

out perform ng the Robin and the five well per section
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I's outperformng -- the Batman's five well section
plan is outperform ng Robin. So there are variations
bet ween these units but again we're just |ooking at

t hose directional trends, making sure that our nodel
I's outputting sonething that's reasonabl e and | ooki ng
at what the other four well per section results have
been able to achieve in the area.

Q |Is there anything else on this slide?

A There's not.

Q And let's goto C9. To explain the
i nformati on being conveyed, the next three slides deal
wth the Black and Tan devel opnent, which you have
mar ked on the map there. Can you -- for this first
Bl ack and Tan exhibit, can you describe this
i nformation?

A Yes. So as you noted, the map on the top
right of the exhibit shows where the Black and Tan is
| ocated, relative to the M ghty Pheasant Lucy Goosey
devel opnent. The Bl ack and Tan was a one-nile project
where they initially drilled three or -- sorry, six
Third Bone Spring wells and those wells were producing
for about a year and a half. And then, the operator
decided to drill sone upper Wl fcanp wells beneath the
exi sting Third Bone Spring wells. And what we can

observe just objectively is that the Third Bone Spring
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| aterals are significantly better perform ng than the
wol fbone laterals. In fact, if you |l ooked at the table
that's on the exhibit, you can see that prior to the
Wol fcanmp com ng online, the unit was estimated to
recover just under 2.4 mllion barrels of oil. After
the additional Wolfcanp wells were drilled, that unit
recovery was estinmated at -- right at 2.5 mllion. So
the additional five Wil fcanp wells only netted 136 MBO
oil EUR, 136,000 barrels of oil.

Q And if we can go to the next slide, another
Bl ack and Tan slide, can you talk about this slide?

A Yeah, so | ooking at the existing wells, we
can draw a coupl e of conclusions to determ ne how t he
new wel ls are inpacting them So this slide focuses in
on the existing six Third Bone Spring wells within the
Bl ack and Tan unit. And what we're |looking at is
how to -- how do the results conpare before and after
the upper Wbl fcamp wells? The plot on the bottom only
shows, again, the six Third Bone Spring Wl fcanp
wells. The dashed line is showing the oil forecast
that we had put on this before the upper Wl fcanp
well's. And you can see we get a reasonable fit. There
are a couple nonths of operational downtine, but the
rates return back to the forecast.

Once the upper Wl fcanp devel opnment cones
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online, you can see that the initial rates are
suppressed of the Third Bone Spring, and we see a
really high water oil ratio. So on the plot, the |eft
si de shows the gross oil volunes, on the right-
hand side, it's showing what the GOR or gas oil ratio
and water oil ratio are doing. Once the wells return
back to the pre-Wlfcanp decline, this is inportant to
know because if there was mechani cal damage or sone
ki nd of damage incurred on the wells, we typically
don't see the rates return back to their pre-decline
forecast. But for about a year, they follow that
decline. So this not only reinforces the initial fit,
but al so shows that they are producing very simlarly.
However, after about a year, you can see that
the oil decline starts artificially steepening up. And
al so at roughly the sanme tinme, you see that the GOR,
the gas oil ratio, starts to clinb alittle bit
steeper. So that's inportant to note because the gas
oil ratio is effectively saying it's | ooking at how
much gas versus oil is produced within the reservoir.
And so as you produce down a reservoir, the pressure
drops and gas cones out of the oil solution. And so

you typically see that oil sonetines gets |left

behi nd and the -- because the gas nobility is easier,
it flows up the lateral -- the well board. And so when
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you see this, it typically neans you're seeing sone
ki nd of boundary, or you're in conpetition with other
wel | s.

And we typically don't see this for years
out. But we're seeing an acceleration of the oil
decline rate and we're seeing an accel eration of the
GOR. So this is telling us that these wells are
directly conpeting for a conmon source of supply with
t he upper Wol fcam wells.

Q So in other words, does this indicate a
sharing of reserves?

A It does. And you tal ked about nechani cal
| ssues.

Q Can you explain what you neant by nechani cal
| ssues?

A Yes. So if you were to observe a nechani cal
| ssue, you woul d expect that --

Q Can you define what a nechanical issue is?

A Sure. A nmechanical issue can be a couple of
t hi ngs dependi ng on the operator, how they would
describe it. But a sinple way to think about it is you
have an existing fracture network. And if an offset
frack were to damage it, you m ght see the fractures
close off. And if they close off, there would be an

| npact to the oil productivity, or you m ght see the
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offset wells intersect those existing networks and
then be able to start producing oil fromthat existing
net wor k. Because we see the rates return back to what
they were, it tells nme that there was no nmechani cal
damage observed. And then when we see that sharper oi
decline later in tinme, that's showing that there is
conpetition and the fracture networks are tapping the
same commoDn source.

Q And the same commpn source would be the --

A The wol f bone.

Q The wol f bone.

A O wol f bone equival ent, which would be Third
Bone Spring sand in the upper Wl fcanp.

Q Let's go to exhibit Cll1. And this is the
final Black and Tan exhibit. Can you describe this
exhi bit?

A Yes. So this exhibit is sinply to show that
we're putting an honest forecast on the devel opnent.
So this is showing the gross oil volumes and we're
including all wells fromthe Black and Tan. So this is
the sixth Third Bone Spring wells and the five upper
Wbl fcamp wells. And we're showcasi ng that the dash
line is our forecast fit on there. And we're show ng
that forecast is how we're getting that roughly 2.5

mllion barrel oil recovery.

Page 86

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

Q And let's go to exhibit Cl2. And what is this
exhi bi t?

A Yes. So this exhibit is a wine rack which is
utilized to show Well | ocations or cross sections
of Well | ocations. And specifically we're | ooking at
the Batman and Robin units here. The Batman's on the
| eft. The Robin's on the right. And the wells shown
there are wells that were pool ed by Perm an Resources.
The gray wells show wells that Perm an drilled under
t he pooling orders. And the red wells show wells that
were pooled permtted but never drilled and the
pooling expired. And so what we see is that Perm an
Resources did not follow through on their initia
pooling plan. And this is concern for nme because as a
reservoir engineer, if I'"'mtrying to nodel a
devel opnent and understand how nuch how many reserves
are comng what's the economcs | need to have
confidence that an operator is going to follow through
on what they say. And so in this case it | ooks |ike
t hat Perm an Resources, at the time of the Poolings,
did not actually drill the wells before the orders
expi red.

Q And for the Batnman devel opnent how many
VWl fcanmp wells did they propose and how many did they
drill?
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A Yes. So they proposed eight wells total and
they ended up drilling four Third Bone Spring wells,
and one upper Wl fcanp well.

Q So they drilled four in the Third Bone Spring
sand which a previous order in this case indicated was
t he predom nant contributor in the Wi f Bone, and they
only drilled one in the Wl fcanp. |Is that correct?

A That's correct. And they did not drill three
upper Wolfcanp wells as they had originally pool ed.

Q And let's go to the next slide. Now, there is
-- M. Rankin asked a question about this slide to M.
Fry. Do you recall that question?

A | do. This slide was intended to represent
what Coterra had filed in 2024 and when | say this
slide there's a screenshot of a slide at the bottom of
our exhibit slide. This was submtted by Coterra in
2024, outlining what the expected costs were at the
time for both conpanies.

Q And to clarify for the conm ssion, the --
this was prepared for the 2024 hearing because we were
going there with our exhibits and that hearing turned
Into a hearing about the Wbl fbone. So this was never

submtted to the OCD. But this is a screenshot of the

capital plans. And so there's -- and so, let's talk
about -- and | think he had a question about the frack
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size. (CrosstalKk).

A | do recall that. Yes. So, on the screenshot
of the exhibit on the bottom it states that Coterra
pl ans to punp 2600 pounds. That plan is still existing
today. In fact, we showed a correlati on show ng how
additional profit led to additional recoveries. W
showed how i ncreasing that profit by 500 pounds could
I ncrease total fluid reserves and thus oil reserves by
roughly 14 percent in a given unit. And so, Coterra is
still of the belief that the profit design and vol unes
punmped can inpact the oil recoveries.

Q And let's go to slide Cl4. What does this
slide depict?

A This slide depicts Coterra's updated costs as
of Septenber 2025. And so, the table on the left-
hand side shows Coterra's costs relative to the wells
I n each horizon. So the green section within the table
hi ghlights the first bone spring wells and the
devel opnent plan. So four first bone spring wells and
t he associated costs. In the light red or peach col or
we have what Coterra plans for the second bone spring
wells. So this is seven second bone spring wells
di vi ded between the upper second bone spring and the
| ower second bone spring. And the blue is the wolf

bone wells which Coterra's proposing for. Now this is
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on a 1280 basis. So this is just the cost for the
M ghty Pheasant Lucy Goosey and that's roughly $142
mllion cost. For both M ghty Pheasant and Lucy
Goosey, that would be about $282 mllion of total
capital. So this slide is sinply show ng what
Coterra's updated costs are.

Q And this is -- how nuch less is it than the -
- what was shown on the 2024 cost?

A It was roughly 5 percent. | don't have the
exact figures in front of nme, but it's roughly
around the 5 percent cost decrease year over year.

Q And have you | ooked at Perm an Resources new
AFEs versus AFEs what they were indicating in the 2024
hearing that was never submtted, but the exhibits
wer e exchanged?

A Yes | did. And fromthe data they submtted
on the wells in 24 which specifically speaking were
t he Harkey wells and the Wl fcanp wells. It |ooked
|i ke there was a roughly 15-16 percent decrease in
cost.

Q |Is that a large decrease in cost?

A That would be a | arge decrease in cost and
| arger than Perm an Resources has issued in a public
statenment in May of 2025.

Q And what did they say in the public
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st at enent ?

A In the public statenment they said that from
2024 to 2025 that they saw costs go down by 8 percent,
whi ch woul d be not too dissimlar from Coterra's. 16
percent would call into question what changed. We're
not saying that the costs are valid but did the frack
desi gn change? \What el ements changed in those costs?
Perm an Resources did not give color to what's driving
t he cost change.

Q And can we go to the next exhibit? In C15
this is your last exhibit. Can you explain what this
I S?

A  This is just a well list of wolf bone or wolf
bone equivalent wells that were utilized or referenced
to in the analysis in the exhibits.

Q Now M. Weinkauf, is the narrative that was
submtted with your exhibits and all your exhibits
were they prepared under your direct supervision?

A They were.

Q \Were they based upon your know edge, your
cal cul ati ons or from peopl e under your supervision?

A  Yes, and ny understanding as well.

Q And al so conpany records?

A Yes.

Q And obviously sone of these information

Page 91

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



© 00 N oo o0 b~ wWw N P

N N N N NN P P P P P P PP PR
o A W N B O © 00 N O O b~ wWw N +—» O

that's on C15?

A There would be sone wells with proprietary
I nformati on.

Q And are -- is all your exhibits and
statenments accurate and correct to the best of your
know edge?

A To the best of ny know edge. | would nove to
I ntroduce into evidence Coterra exhibits Cl1 through
C15 including the anended C4 into evidence.

MR. CHANG  Any objection?

MR. RANKIN: No objection.

MR. CHANG. W thout objection, so admtted.

(COTERRA Exhi bits Cl1-Cl5 were admtted into
evi dence.)

MR. RANKIN: And | tender the w tness for
Cross-exam nati on.

MR. CHANG  Your wi tness, M. Rankin.

MR. RANKIN: Thank you very nuch Chair Chang.
Dan, if you -- M. Zinmsky, if you wouldn't m nd stop
shari ng.

MR. ZI MSKY: Yeah, thank you.

MR. CHANG [|I'mgoing to make it a little
| arger on nmy screen, so |'mgoing to make adj ustnents.
| don't want you to think I'm --

MR. RANKIN: No problem
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MR. CHANG -- switching views.
CROSS- EXAM NATI ON
BY MR. RANKI N

Q In addressing your Exhibit C5 through C6,
your econom c analysis, | just want to be clear that
this analysis was utilizing Perm an Resources 2024
estimated costs; correct?

A No, the analysis in here, at the tine we
subm tted exhibits, we had not been given Perm an
Resources 2025 costs. So these costs, as stated at the
bottom of the slide, assune Coterra' s capital.

Q Okay, so let ne just rephrase, nmake sure you
under st ood ny question. My question was, these costs
are based off of Perm an Resources 2024 costs that you
guys got | ast year?

A No, these are based on Coterra's 2025 costs
and what it would cost us to devel op each of these
wel | spacing configurations.

Q So you did this econom c anal ysis not using
Perm an Resources costs, even the ones they've
presented in 20247

A No, because in '24, as | stated, they didn't
provi de updated costs for -- in the entire Wl fbone.
W were only able to find the Wolfcanp wells. W

weren't able to find the Third Bone sand well s that
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wer e exchanged. So we didn't have a full data set. But

the costs that Coterra were running at in 2025 are

simlar to that, at least in the Wil fcanp costs that

Per m an Resources submtted in '24.

Q And you didn't use the costs that Perm an

Resources submtted at the original hearing either,

did you?
A We did not. Again, those were higher
t han what Coterra is estimating for Wl fcanp,

recollection is, at | east.

costs

nmy

Q So in either of these, did you use Perm an

Resources 2024 costs, or any of the costs that Perm an

Resources actually presented; correct?

A That's correct.

Q OCkay. Now, also, as to both the C5 and C6,

these are a summary of your entire econom c anal ysis

supporting economc waste in this case, is that true?

A For the Wl fbone interval, that's correct.

Q Ckay. Have you presented any ot her evidence

on any other econom ¢ analysis for any other portion -
A No.
Q ~-- of the contested acreage?
A Not in the direct testinony.
Q Okay. So you have no -- you' re chal |l engi ng
Page 94

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 econom c waste principle here, but you haven't
presented any econom c evi dence on any other wells
that Perm an is proposing, have you?

A I n our direct testinony, we're focused on the
Wbl f bone wells, which Coterra will drill, initially.

Q Just to be real clear, to answer ny question,
you didn't present any other econom c analysis for any
other wells in the conpeting devel opnent pl ans, other
t han the Wl f bone pool; correct?

A That's correct.

Q But you're alleging that all the wells that
Perm an is proposing result in econom c waste;
correct?

A VWhat I'mstipulating in nmy testinony and in
this is that the -- specifically the Wl fbone
devel opnent plan, is what |'m highlighting as the
econom ¢ waste.

Q Geat. But you have no evidence to support
the claimthat any other wells that Perman is
proposing will result in econom c waste?

A Not in ny direct testinony.

Q Thank you. Going to exhibit C7 -- I"msorry,
| et me skip over that, actually. Well, | mean, just
generally, M. Zinmsky asked you questions about what

Is EUR, right? And you answered him it's estimated
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ultimate recovery of oil; correct?

A  Wll, EUR, just the termEUR, is estimated
ultimte recovery, and that can be assigned to total
fluid, that can be assigned to oil.

Q And so, when we're tal king about oil, | guess
It doesn't really matter, but let's just use the oil
case, essentially that's an estimte that requires
assunptions and interpretations for you to arrive at
that figure; correct?

A To estimate the oil EUR?

Q Yep.

A It requires nme to use ny engineering
experience to estimate the oil reserves of a given
wel | .

Q And to do that, you're making assunptions and
i nterpretati ons based on the data that you're
| ncor porating; correct?

A Yes, in nmy experience.

Q OCkay. On exhibit C10, | think there's a
series of slides here actually where you're addressing
the Bl ack and Tan, and of course, the Black and Tan
was a substantial point of discussion throughout the
underlying case of the Division, but | just want to
ask you a coupl e sinple questions on this. You pointed

out, made the point, that the Black and Tan, which is
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a one-mle well, the circunstances was that, | believe
it was Apache was the operator, cane in and drilled
initially, wells in the basal Third Bone Spring sand;
correct? And then --

A Yes. Sorry. Yeah.

Q | need to |let you answer. And then,
approximately a year and a half later, they cane back
and conpl eted the upper Wl fcanp; correct?

A That's correct.

Q Now, but Perman is proposing to
simul taneously drill and conplete its Third Bone
Spring wells at the sane tinme it conpletes its upper
Wol fcamp wells; correct?

A To ny know edge, that's what they're
pr oposi ng.

Q OCkay. And they're not proposing to cone to

drill the Third Bone Spring first, and then conme back
nearly two years later to drill the upper Wbl fcanp;
correct?

A As | understand it.

Q OCkay. On Exhibit C13, | think M. Zi nmsky made
the point that this inset insert snapshot of this
slide that was submitted to the Division but retracted
or never actually nade part of the record, was

actually never made part of the record; correct?
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A | don't know what the correct term nology is,
but | knew i nformati on was exchanged and this was one
of the el ements exchanged.

Q It sounded to ne a little bit |Iike M.

Zi nrsky was hedgi ng on whether or not Coterra was going
to stand by the statenents that were nade here because
it wasn't actually submtted to the Division.

MR. ZIMSKY: It's an objection to
characteri zation of ny hedgi ng.
BY MR RANKI N:

Q Does -- let nme ask you directly then, M. --
"1l retract the question. M. Wi nkauf, does Coterra
stand by the statenents that are made in this imge
that you submtted as part of this exhibit?

A Can you specifically read out which ones
you're referring to, and I'll be able to answer to?

Q "1l ask you the whole thing. |I nean, just -
- is there anything on that exhibit that you don't
stand behi nd?

A Let me look at the exhibit.

Q "1l help you out.

A No, | stand behind that. The cost being
referenced and the additional cost that they're
show ng there were as of 2024, but | stand behind that

the 2,600 pound frack will lead to additiona

Page 98

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

reserves, even though it m ght cost additional nopney
conpared to a smaller frack design.

Q OCkay, let nme ask specifically. In those
bull ets, Coterra states that in order to, quote,
better access the entirety of the Wl fbone Pool, the
Simerac's increasing frack size to 2,600 pounds per
foot. Did | read that correctly?

A Yes, you did.

Q Andis it the intent of Sinmerac's to target
the entirety of the wol fbone pool by increasing its
frack size?

A It's Coterra's intent to target the wol fbone
pool to try to recover the npbst anount of reserves
that are econom cally viable for working interest
hol ders. That statenent would apply, yes.

Q OCkay. So you agree with that statenment?

A Yes.

Q Okay. And the second bullet, nore efficient,

it's, quote, nore efficient to target entirety of

wol f bone pool with an increased 1.7 mllion frack size
as opposed to drilling double the well count.

A Yes.

Q kay.

A Is that, is there a question there? O are

you just reading?

Page 99

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

Q I'masking you if you still agree with that

st at enment .

A Yes, | do. | think it's nore economc to
spend $1.7 mllion to increase recoveries by 14
percent than spending $10 million to increase

recoveries by a simlar percent.

Q And just to be clear, Coterra's current plan
I's, and the intent is, and the belief is that you wl|l
drain and target the entirety of the wol fbone pool
wi th your proposed Third Bone Spring well?

A Yes. We feel that targeting the Third Bone
Springs will allow us to access the npbst anount of
reserves fromthe wol fbone pool.

Q And that would include the WIfcanmp A
correct?

A It would include the Wl fcanp A

MR. RANKIN: No further questions.

MR. CHANG  Conmm ssioner, do you want to ask
guestions? Your choice, obviously.

MR. CHANDLER: We'll ask questions first.

COW SSI ONER THOMPSON: No questi ons.

MR. CHANG  Ckay. M. Chandl er?

MR. CHANDLER: Yeah, | do have sone
guestions. Zach Chandl er, Comm ssion Council.

CROSS- EXAM NATI ON
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BY MR. CHANDLER

Q So in the Oder 23089, | just want to clarify
things, that it says in finding nunmber three, it says
Sinmerix, but Coterra's plan for these | ands is naned
M ghty Pheasant, and Perm an's plan is Joker. Is that
the two different nanes?

A So Coterra's is Mghty Pheasant, is the
western unit, Lucy Goosey the eastern, and the
conpar abl e woul d be Perm an Resources, Joker is the
western unit, Bane is the eastern unit.

Q Ckay. Finding nunber four says Coterra's
applications propose drilling 12 wells per section,
with all 12 wells being distributed. Is that still
accurate?

A | would need nore context to be able to
answer that questi on.

Q Okay. So | guess | should junmp right to Ci4,
I f sonmeone could pull that up.

MR. CHANDLER: Either party, if you could
pul | Cl4 out.

MR. RANKIN: I'll help you out.

MR. ZI MSKY: Oh, there you go.

MR. ZIMSKY: You're in there?

MR. CHANDLER: Yeah.
BY MR. CHANDLER
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Q Sol'mjust trying to figure out how nmany
wel |l s people are asking for, so let's start out.

A Yes.

Q Coterra's plan is how many total wells?

A 15 wells for the M ghty Pheasant, 15 wells

for the Lucy Goosey, so 30 wells in total.

Q Okay. And then Permian's is -- what is their
nunber, as you know it?
A 24 wells in the Joker, 24 wells in the Bane,

so a total of 48 wells between both units.

Q Okay. And one of your slides made it appear
that the key point was between four and five wells.
That's one of the cal culations. But why do you have
seven on one of these slides here?

A So the slide you're referring to is
specifically for the Wol fbone pool, or Wl fbone
equi val ency. And so for each horizon, what that
opti mal spacing answer | ooks like is different.
They're not necessarily the sane between all horizons.
So the first bone can have a different devel opnent
spaci ng than the second bone, than the Wl fcanmp --

Wol f bone.
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Q Soin this particular one, the second bone
spring seven is what your client or your conpany is
proposing. |Is Permi an just eight on this one? Is there
j ust one?

A That's ny understanding. It's just one nore

wel | .

Q Okay. And has there been any discussion
bet ween the parties about finding a m ddle ground?

A So | don't know previous to 2025. | think
t here have been discussions. | can't speak to where
t hose have | ed.

Q So in the order that's being appeal ed,
23089A10 says, Read, but that's Perm an stated in its
closing argunent that it would elect to dism ss sone
wells in order to alleviate the claimthat they're not
conparing apples to apples. So |I'm curious, |ike, have
they, in your evaluation -- have Perm an just | owered
sone of their wells fromthis previous hearing?

A \When you ask that, you're saying, did they
| ower the well counts fromthe previous hearing?

Q It says, Read stated in its closing argunent
that it would elect to dism ss sone wells in order to
alleviate Cinerex's claimthat read was not conparing

apples to apples with C nerex. C reads cl osing
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statenent, page nine. However, OCD wi |l not be
di sm ssing these wells and will be valuing the
applications as they were presented at the hearing.
" masking you, fromyour evaluation, is -- has there
been updates to the nunber of wells that have been
proposed by Perm an?

A To ny know edge, they have not issued any
changes to their devel opnent plan, as far as | know.

Q Okay. Thank you very nuch.

MR. CHANG Redirect?
REDI RECT EXAM NATI ON

BY MR Z| MSKY:

Q M. Winkauf, | have just a few questi ons.
Can we | ook at Exhibit C57?

A Are you zooming in? My eyes aren't that good.

MR. CHANG. While Counsel is pulling up that

exhibit, I'"ll just make a qui ck housekeepi ng
announcenent. I'"'minforned that Pecos Hall is now
avail able for this afternoon, so we'll reconvene down

there at 1: 30 when we come back for [unch.

MR. SAVAGE: That's it? C5; right? Oh, this

s --
MR. RANKIN:. We're in the wong packet.
MR. ZIMSKY: We're in the wong packet.
MR. RANKI N:  Yeah.
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MR. ZI MSKY: | apol ogi ze, M. Chair.

MR. CHANG Nothing. It's all right.

MR. ZI MSKY: Here we go. Exhibit Cl5 is so
straight.
BY MR, ZI MSKY:

Q Ckay, M. Winkauf, do you see C5 in front of
you?

A | do.

Q And M. Rankin asked you sonme questions, and
these cost -- the econom c anal ysis was based upon
Coterra's capEx and what they thought it would cost to
devel op the works.

A It's based on Coterra's capEx and al so
Coterra's frack design, the large frack design of the
2, 600- pound profit job.

Q OCkay, but if you had this -- if you had
designed a simlar exhibit and used Perm an's cost,
woul d the gist of this exhibit still show a decrease
in incremental value or a |loss of PV10 as you increase
the well spacing?

A | would need to understand what Perm an
Resources plans to conplete. As stated earlier, their
well costs were listed quite a bit |ower, which nakes
me question or need to understand what frack design

t hey' re assum ng, because the frack design and the
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wel | spacing would both inpact oil recoveries. So |'d
need to know that information before |I can answer it.

Q But on the increnental -- the last columm on
the right, the increnental PV10, assum ng that they
had a nmodern conpl etion, and their costs were--
their cost on the unit capEx was a little bit |ess
than what this is show ng, would you still have that
I ncrenmental |oss of value to the working interest
owners on the right-hand colum, the [ast colum on
the right?

A Potentially, but like |I said, | would need to
under st and what they plan on punping for conpletion
design so that | can nodel the performance with the
capital that they're nodeling. So those two woul d need
to go hand-in-hand. We can't just state we're going to
make costs | ower and then not understand if the
recoveries are going to be | ower because they're
punpi ng less. And so we need to understand both of
those to accurately nodel.

Q Assune they were going to -- let's assune
they were going to get the sanme anount of reserves
as Coterra. Make that assunption.

A For, like, the four-well spacing or?

Q For each of the spacing that they were going

to get. So the same ampbunt of production that Coterra
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I's nodeling here, and if they had cheaper capEx with
the increnental PV10 values in the far right-hand
colum, they wouldn't be the sane, but they would
reflect a continuing |loss of PV10 to the working

| nterest owners?

A | don't have the exact nunbers.

Q | know you don't have the exact nunbers.

A So | can't answer that question.

Q But with the trend still?

A Again, it's an elenment of how many reserves
were recovered in the capkEx. So, if their cost only
decreased by $5 mllion, then yes, our plan would
still be better. But | don't have their nunbers in
front of nme, and | can't answer that.

Q And then Cl15. If we can go to C13, |
thi nk. And again, M. Rankin asked you a coupl e of
question. If increasing the frack volune, you would be
getting -- what would you expect to increase? Wuld
you expect a simlar increase in production fromthe
entire wol fbone -- would you expect to get 70
percent? If you fracked it at 2,300 versus 2,600,
woul d you still expect the sane percentage of recovery
fromthe third spring as the wol fbone -- as the
wol f canmp?

A " msorry, can you rephrase the question?
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Q So if you -- by increasing the proppant, and
you're getting fromthe entirety of the -- you're
going to increase the production fromthe entirety of
t he wol f bone pool ?

A That's correct.

Q Would you expect that increase to be
proportional to what it was with a smaller frack, a
slightly smaller frack? In other words, do you stil
expect to get 70 percent fromthe third sand?

A Oh, | see what you're saying. | would
estimate that we would. Effectively, the proppant,
while we don't know exactly where it goes within the
reservoir, a reasonable assunption would be that the
proppant woul d go sonmewhat uniformy everywhere to al
the fracture networks, and so if we increased -- if
our reserves increased by 14 percent because we
I ncreased our proppant design, | would expect that
that would be a 14 percent across the -- all wol fbone
horizons is what | would estimate.

Q So you would be increasing across all
hori zons?

A O the wol fbone, correct.

MR. ZIMSKY: And that's all the questions |
have.

MR. CHANG. Any followups fromthe
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Comm ssi on?

MR. CHANDLER: No. No foll ow up.

MR. CHANG. In that case, no objections to ne
dism ssing the witness? All right, thank you very
much. You may step down.

MR. ZIMSKY: | would like to call our next
wi t ness, Calvin Boyle.

MR. CHANG. Okay. Noting the tinme, would you
i ke -- how nuch time do you think?

MR. ZIMSKY: We're going to finish himbefore
noon.

MR. CHANG. Great, okay. In that case, please
-- I"'msorry, could | have the nanme of the w tness?

MR. ZIMSKY: Calvin Boyle, B-OY-L-E, and his
exhi bits are around page 496 to 499. There are a
number of pages that probably correlates to 499 to 502
on the PDF.

MR. CHANG = Okay, thank you.
VWHEREUPON,

CALVI N BOYLE,

call ed as a witness, and having been first duly sworn
to tell the truth, the whole truth, and not hi ng but
the truth, was exam ned and testified as foll ows:

MR. CHANG  Thank you very nuch.

DI RECT EXAM NATI ON
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BY MR, ZI MSKY:

Q M. Boyle, could you state your nanme and
address for the record?

A Cal vi n Boyl e.

Q And -- not your address, but can you briefly
descri be your educational background?

A Yes, sir. | went -- | have nmy undergraduate
I n petrol eum engi neering fromthe University of
Okl ahoma, and then | have a master's of business
adm ni stration from Ckl ahoma State University.

Q And can you give a brief description of your

background, work experience?

A Yes, sir. | amworking for Coterra right now
as a senior facility engineer. Before -- once |
graduated, | worked for Halliburton for two years as a
cenent technician -- cenment engi neer, and since then

|"ve been with Coterra, where |'ve worked as a
producti on engi neer and a facility engineer.

Q And what's your current position?

A Facility engi neer.

Q And can you describe your job
responsibilities?

A Yes, sir. | help decide on how we put the
surface together, where we're going to put the CITBs,

pads, et cetera. We design the CIBs or facilities, do
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cost estimtes, et cetera, and then help maintain
those facilities as well.

Q And I know we've stipulated to the expertise
of the wtnesses, but I'mtendering himas an expert
in facilities engi neering.

MR. CHANG  Hearing no objection, please
pr oceed.
BY MR, ZI MSKY:

Q And let's go to Exhibit D1 and just go
t hrough these. Can you explain this exhibit, what
you're trying to show?

A Yes, sir. |'mshowi ng our surface plan for
the M ghty Pheasant Loosey Goosey area. As you'll see,
we have four pads, that's two for Mghty Pheasant, two
for Lucy Goosey. And then on top of that we have an
area to the north that's the Chapadonas that we'l|l
al so be devel oping fromone of the Lucy Goosey pads
and then going into the one central facility.

Q And can you tal k about surface inpacts?

A Yes, sir. We'll have our pads and then our
facility, which we are decreasing because if this were
slightly different, we would need an extra facility
and pad for the Chapadonas, so we're planning to
devel op those fromthe sane pads. And then on top of

that, the way we set up our flow lines, we actually
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put bulk lines in, so we put our separation on the
pads so that once we cone through the first tinme, we
never have to dig that up again. W just add nore
separators to the pads, w thout having to cone and dig
up individually each tine.

Q And tell us about the single battery aspect
of this.

A W'IIl have a central battery where we bring
all the production there. We run that with tankl ess,
which |'msure we'll cover in just a second, where
we' ve renoved our -- we've renmpved tanks and now we
put in pressure vessels instead.

Q And so normally, how many tank batteries
would this -- would a devel opnent |ike this could
t ake?

A It could take three. We coul d have one for
M ghty Pheasant, one for Lucy Goosey, and one for
Chapadonas, but in this instance, we're doing one for
all of them

Q And let's go to Exhibit D2. Can you show - -
can you explain this exhibit?

A Yes, sir. In D2, |I'mconparing a
traditionally tanked facility to our new tankl ess
facility. On the right, this was what we were doing

back in 2019, and prior to that, we were installing
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tanks. And since then, starting in 2020, we started
doi ng tankless. And what that really neans is instead
of tanks, which are normally 16 ounce and bel ow, at
| east traditionally, we put in surge vessels, which
have a significantly higher pressure rating. These
ones can operate all the way up to 30 pounds. W don't
set themthere, but they could operate there. Wth the
t ankl ess design, we're able to increase our percent
capture. And what |'mtal king about there is the
cl osed vent system You have flash gas off of the oi
in the tanks, and we're trying to capture that.

And with a tank facility, it's harder to do
because you have a | ower pressure band, when with a
surge vessel, you're able to utilize nore of the
pressure band and capture nore of that gas. And in
this case, or generally speaking, we went from about
78 percent capture on that side to 96 percent on our
| ow- pressure capture. On top of that, we have high-
pressure en ssions devices -- or not high pressure,
|"msorry. High-risk em ssions devices on a tank
facility. That's D-patches and end-of-1ines.
In Coterra's experience and generally the industry,
those are our highest |eak points on a facility. It's
hard to capture, or it's hard to keep those seal ed al

the time, especially at the | ower pressures. Wth the
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t ankl ess design, we were able to conpletely
those out so that we brought the -- that fai
all the way down to zero.

Q And what's the last line on that --

metric, CBS, flared flash gas?

engi neer

|ure rate

in the

A Yes, sir. That's the gas that we were tal king

about a second ago where our percent capture went up.

So on a traditionally tank facility, we woul

quite a bit nore. We'd flare over the first,

d flare

I think

it's two years in this instance. Yeah, in the first

two years, we would flare an extra 19,000 MCF conpared

to our surge vessels, which wll only flare
3, 400.

Q And are you famliar with the faci

about

ities and

operations of other oil and gas conpani es operating in

t he Del aware Basin --

A Yes.

Q -- New Mexico? And this -- how does Coterra

conpare with other operators in the area wt
to tankl ess batteries?

A There are only -- as far as | know,

h respect

t here's

only two other operators that are doing tankless. W

started that trend back in early 2020.

Q And how does -- well, let's go to Exhibit
D3. And can you explain -- | think you' ve tal ked about
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sonme of this, but can you go over this exhibit?

A Yes, sir. |I've gone over nobst of this, but
this is just highlighting our tankless battery. Again,
we use centralized batteries, so we're cutting down on
batteries. We have the satellite separators, |ike |
tal ked about a second ago, so we have | ess surface
di sturbance when t hat happens.

So every tinme you cone back and put a well
in, you don't have to re-dig the hole and put a new
flowline in. We're able to set the separation at the
pad. On the em ssions, we have been able to reduce to
zero high-risk em ssions devices. And then on top of
that, we renove our high-pressure flare. Coterra
doesn't allow high-pressure flaring, so we've stopped
installing it so that if we have a high |ine pressure
event, we shut the wells in, again, to |ower the gas
wast e and potential of em ssions going to a flare. On
our percent capture, we have redundant BRUs, or vapor
recovery units, in order to keep our percent capture
hi gh on that side.

And then on top of all that, we have | ooked
t hrough the facility and found our highest risk for
spills. And in those places, we have installed -- we
install stainless steel piping instead of your

traditional carbon steel, which |owers our spill risk
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there. And then on top of that, we have contai nnent
around of our -- around our equi pnment to keep that out
of the environnent. We install transfer punp |eak
detection, where we found a higher risk of spills, so
now we can see that, shut them down. And then we al so
install bermswitches so that if there was a | eak
i nsi de contai nnent, we would catch it very early on,
and decrease our chance of going outside of
contai nment significantly.

Q And let's goto the last slide, D4. Can you
descri be these three key netrics?

A Yes, sir. This is pretty standard in the
I ndustry. We pulled this data fromthe EPA subpart W
In this instance, we're going through 2023 because the
2024 data isn't available yet. | think it's due in
October. Starting in the bottomleft, that's our flare
I ntensity, which is the ambunt of gas flared, divided
by the amount of gas produced. And as you can see,
Coterra has been trending down and is significantly
| ower than that of PR In the top right is our
greenhouse gas intensity or netric tons of CO2
equi val ent, divided by your total production, which is
NBOE. And in this instance, again, you can see that
Coterra is trending down and significantly |less than

what PR i s.
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Q And is PR trending up?

A They've been trending up from'21 through
2023.

Q And that's the sane with flare intensity?

A Yes, sir.

Q And how about nethane intensity?

A And then nethane intensity, PR is trending
down, but, again, we are significantly less than them

Q And by a factor of how many?

A | think it's over five tinmes better.

Q And how does Coterra conpare to other
operators in the Delaware Basin, with respect to
constructing facilities to optim ze the reduction of
em ssions of harnful gases?

A W are top tier.

Q That is -- did you -- you have a statenent as
part of this subm ssion to the conm ssion; correct?

A Yes, sir.

Q Was that prepared under your supervision and
direction?

A Yes, sSir.

Q And does that also go for the exhibits?
A Yes, sir.
Q And is everything that you presented here

true and correct to the best of your know edge?
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A Yes, Sir.
MR. ZI MSKY: We would nove for adm ssion of
the facilities engineer statenent and exhibits.
MR. RANKIN: No objection.
ZIMSKY: Wth that, | tender the w tness.
VANCE: Yes, please.

2 5

CHANG. So adm tted.
(COTERRA Exhi bits D1-D4 was Admtted into
evi dence.)
MS. VANCE: Thank you.
CROSS- EXAM NATI ON
BY MS. VANCE:

Q I'mjust going to pull up your exhibits real
qui ck because |I just want to get clarification on one
t hi ng. Thank you, M. Boyle, for being here, and I
just have a handful of questions. So, | -- from your
testinony, you stated up here that the total surface
acreage disturbance, it's 33.9 acres, and it's out of
this 2,882.12 acres. | just wanted to confirm based
on that total acreage, you' re tal king about both the
Lucy Goosey, the M ghty Pheasant, or joker bane,
and this -- | can't pronounce it.

A Yeah, that's correct. It includes all of
t hem

Q OCkay. So --
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A W're saying that we woul d develop all of
t hose fromthe sanme surface disturbance.

Q OCkay. | just wanted to make sure | understand
where you were comng up with that total.

A Yes, mm'am

Q And then the other question | have related to
that, did you, in this net acreage that you're saying
that you're going to have surface disturbance, did you
i nclude flow lines or any tenporary surface
di st ur bance?

A No, | think I left out the tenporary.

Q Okay. And then -- so does Coterra ever
experience disruptions to mdstreamtakeaway?

A QOccasionally, just |ike anybody does.

Q Ckay. And then when you experience those
di sruptions, you get shut in, | assune.

A Yeah, it just depends; right? Like |I tal ked
about a second ago, if we have a disruption on the
flaring side or the high |ine pressure on that side,
we shut in to keep the flaring from happening. | would
say that we have significantly |l ess issues on the
wat er and oil side.

Q So -- but you do shut in?

A Yes, ma'am

Q \Wen you --
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A Well, | guess it depends. It depends on how
long it takes; right? If it's two mnutes? No. If it's
a cut, | don't know.

Q | understand that. But just to keep it -- us

on tine here --

A  Ckay.

Q -- before lunch, the answer is?

A Yes.

Q Okay. And so based off of that, when you -
- and you guys -- you tal ked about these tankless
facilities. So when you do shut in, where -- and you

have produced oil and water, do you have facilities
that that is going to?

A Yes, it's going into the surge vessels.

Q OCkay. And are those facilities owned and
operated by Coterra?

A  Yeah. When we say tankl ess, we have renpved
tanks, but we put in place surge vessels. W put a
pressure vessel in place of the tank. So when we say
tankl ess, it's not that we renoved the capacity to
store oil and water. It's still there. It's just in a
pressure vessel instead of a tank.

Q OCkay. So you do have -- | nean, I'ma
| ayperson. You have sone sort of tanks of sonme sort?

A Correct, yes. They're just pressure vessels.
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Q And what about -- so are -- and again, you've
t al ked about the tank versus tankless. Are all of
sinerix's facilities — do they have tankl ess?

A W are -- not all of them no. W're --
60 percent of our oil production is in tankless.Ms.
VANCE: Okay. Those are all the questions | have.
CHANG. Anyone on the conm ssion?
VEEI NKAUF:  No questi ons.
CHANG. Redirect?
Z| MSKY: No.
CHANG  All right.
ZI MSKY: Thank you.

333335

CHANG  Well, record tinme. Thank you for
everybody. In that case, shall we break for |lunch now?
Unl ess you can present your next witness in ten
mnutes or less. In that case, | will see everybody
back at 1:30 downstairs in Pecos. Thanks so nuch.

(Recess was taken.)

MR. CHANG  Good afternoon. Tinme is now 1:30
by nmy clock. So, this is Al bert Chang, chair of the
comm ssion. I'Il call the comm ssion back into order.
Are the parties ready to proceed? Everybody ready?
Most | y?

MR. SAVAGE: Yes.

MR. CHANG. Great. Thank you. It | ooks like

Page 121

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' ve already got your next witness |lined up. Is that
correct?
MR. CHANG Yes, sir. If | could swear you
in, m' am
VWHEREUPON,
ASHLEY ST. Pl ERRE,
call ed as a witness, and having been duly sworn to
tell the truth, the whole truth, and nothing but the
truth, was exam ned and testified as foll ows:
MR. CHANG  Thank you very nuch. Your
W t ness.
DI RECT EXAM NATI ON

BY MR SAVAGE:

Q M. St. Pierre, can you state your full nane
for the record?

A Ashley St. Pierre.

Q And what is your -- | know that you've
al ready been qualified, but just real quickly, what is
your educati on background?

A | have a bachelor's in energy commerce from
Texas Tech University, and | have a MBA fromthe
Uni versity of Texas at the Perm an Basi n.

Q And just briefly, your work experience.

A | have about 18 years of working experience,

wor ki ng for various operators as an in-house | andman.
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Most of ny experience has been working on the
operations side, so getting properties ready to drill,
working with Division orders and | and admn. |'ve been
in the Perm an for about 11 years now. Moyst of that's
been focused on the Texas side, and -- yeah.

Q And have you reviewed all of your |and
exhibits that you wote this statenment?

A Yes.

Q And did you prepare these exhibits or have
t hem prepared under your direct supervision?

A  Yes.

Q Okay. Are there any clarifications or
corrections you would |ike to make?

A Yes. On ny statenent, there is a chart that
shows the five-year devel opnent plan, and I would Iike
to anend those. We left off six wells, and so | woul d
li ke to add back in, for Mghty Pheasant and for Lucy
Goosey, the 211, 212, and 213 wells. And those cover
Second Bone Spring.

Q And are those wells reflected as part of the
devel opnent plan and other exhibits within the hearing
package?

A Yes.

Q And then, subject to those clarifications, do

you adopt and confirmthe statenent as being accurate
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and correct to the best of your know edge?

A  Yes.

Q And what is your position at Coterra Energy?

A | am a seni or | andman.

Q Okay, and when did you start working for
Coterra?

A January 2025.

Q Okay, so that's fairly recent. Com ng on
board with a case like this, has there been a | ot of
i nformation and transcripts and docunents to di gest?

A Yes, there's a lot of information.

Q About how long ago were the original
applications filed and the test of hearings and test
of cases initiated?

A It |ooked |ike about March 2023.

Q And are you famliar with the Wl fbone Pool
underlying the subject plans?

A Yes.

Q And what formations are included in the
Wl f bone Pool ?

A It's the top of the Third Bone Spring sand to
t he base of the Wbl fcanp A, | believe.

Q And how many formations does that represent?

A Two.

Q And are there any other unique
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characteristics in the Wl fbone Pool ?

A It has a depth severance, and with that depth
severance cones non-uni form ownership. The depth
severance is at the base of the Third Bone Spring sand
at the top of the Wil fcanp. And then also, the
Di vision had found a fact that the Third Bone Spring
sand is the primary reservoir in the pool and that
that is admtted in the order, the original order.

Q Okay, sothis is the first order?

A  Yes, correct.

Q \Was that order adverse to Coterra and Perm an
Resources?

A It was adverse to both because they denied
bot h applications.

Q Did Coterra or Perm an Resources appeal or
object to the order or any of its findings or
concl usi ons?

A No.

Q OCkay. Sol'd like to draw your attention to
Exhi bit Al7. That's on page 420 -- let's see, that is
close to page 425. Qur page nunbers are just a couple
pages off the PDF. So this is 426 -- oh, sorry, excuse
me. That is 428 on the PDF. Okay. So |'m | ooking at
your exhibit here, and | see two cal cul ations that

both lead to 12.5 percent. Can you explain what this
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shows?

A So this exhibit shows the differences between
t he Bone Spring sand and the Wbl fcanp formati on. The
| eft side shows the Third Bone Spring, the right graph
shows the Upper Wolfcanp. And the sinplified
illustration is that there is differences of ownership
between the two formations.

Q Okay, so these are hypotheticals, are they
not ?

A Yes, these are hypotheticals.

Q OCkay. So the ownership tracts that you have
I n your other exhibits, they don't necessarily reflect
the tracts here.

A That's correct.

Q OCkay. So the -- it looks |Iike you have a
series of calcul ati ons where you have a 160 over 320.
VWhat is that about?

A  So in the mddle on the left side, Owmer 1
owns 49 acres. So that calculation is addressing the
surface acres. So if you're |ooking at how many --
what the ownership is in the tract, this is a -- the
illustration is a 320-acre Bone Spring unit. So, if
you want to know what the ownership is in tract 2,
just for the tract, you would do 160 divi ded by 320

and that gives you 50 percent of the unit acreage.
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Q OCkay, so that 50 percent working interest,
that covers the entire tract 27

A That's correct.

Q Ckay, now, does that -- is that 50 percent
ownershi p? Does that go to -- so Omer 1, it |ooks
li ke it has sone acreage in there. Does that 50
percent ownership go to Ower 17

A No, that only addresses the ownership
percentage of the actual tract. You would have to take
a second step by -- now you know what the tract 2
percentage is, it's 50 percent of the unit. So then
Omer 1 owns 40 acres in that tract. So you would take
40 acres divided by 160 and that gets you 25 percent.
So Omer 1 owns 25 percent of the mnerals in tract 2.
And then, across the unit as a whole, you would take
that 25 percent interest times 50 percent of the acres
in the unit and Omer 1 owns 12.5 percent interest.

Q OCkay, so Owmer 1 only owns 40 acres out of
the 160-acre tract, where are the other acres? Could
there be other owners in this tract?

A Yes.

Q Okay. So this reflects just the interest of
Omer 1. What is -- you know, | | ook down here, and |
see 40 over 320 and that's just the one cal cul ati on,

what's goi ng on there?
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A So the 40 over 1 -- the 40 over 320 is just
addressing of an easier way to cal cul ate that owner's
net m neral acres. You just -- you know that they have
40 acres in a 320-acre unit. So if you want to skip
the surface acre step, then you can do 40 over 320,
and then you still conme to the same answer of 12
1/ 2 percent ownership.

Q Okay. So are these, both of these approaches,
t hese cal cul ations, are they industry standard?

A Yes.

Q For calculating nore interest? Ckay. Over on
the right, it looks like you go through the sane
series of calculations but wwth the Wl fcanp. Does the
sane cal cul ati ons approach for cal cul ating nore
i nterest apply to the Wl fcanp?

A Yes.

Q OCkay. And then, | notice you have a string of
nunbers down here at the bottom and it |ooks |ike
there's a 0.7 and a 0.3, and 0.125 that you see up in
t he above. What's this cal cul ati on about?

A So this calculation, because the
Wbl f bone Pool includes the Third Bone Spring and the
upper Wol fcanp and Coterra is applying a 70-30

allocation, so 70 percent to the Third Bone Spring, 30
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percent to the upper Wol fcanp, this just takes that

i nterest and applies it. So, owner one owns 12

1/ 2 percent in the bone spring, so that's 70 percent,
plus their 30 percent in the upper Wl fcanp. So across
the allocated interest, they would have 10 percent

I nterest.

Q OCkay, and I'mgoing to go down to Exhibit AlS8
real quick. So | know you're not an attorney, but
you're a | andman, and you work according to oil and
gas industry standards. | assune you know how to read
the plain | anguage of a description of howto
calculate interest?

A Yes.

Q Okay. So let's | ook at nunber three on this
list, on this slide. It comes from Section 70-2-17C,
and I'Il -- I'"mgoing to read part of it here. So it
says, for the purpose of determ ning the portions of
production owned by the persons owning interest in the
pool ed oil, okay? So, such production shall be
all ocated to the respective tracts within the unit in
the proportion that the nunber of surface acres
I ncl uded within each tract bears to the nunber of
surface acres included in the entire unit. So going --
| ooki ng at that | anguage and then going back to the

Third Bone Spring diagramand tract two, what does
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t hat | anguage get you? \What does that | anguage
cal cul ate? The production shall be allocated to the
respective tracts within the unit in the proportion

t hat the nunber of surface acres included within each
tract bears to the nunber of surface acres included in
the entire unit.

A Can you scroll up alittle bit?

Q Yeah, okay. So --

A So, that statute, just plain |anguage of it,
appears that it is only addressing the surface acres.
So when you | ook at the bone spring where it says 160
over 320, it looks like it's only addressi ng how many
acres apply to the tracts. It doesn't look like it's
taking the further step of addressing what the actual
ownership is of the owners in these tracts, in the
units.

Q OCkay. So wth this [anguage in the statute,
you get to 50 percent production. |Is that -- you said

160 over 3207

A Yes.

Q Okay. But then you don't get this -- it | ooks
li ke -- based on your description, you don't get this
40 over 160.

A No, because that's what owner one owns in the

tract and the plain |anguage is not addressing their
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actual ownershi p.

Q OCkay. So -- and you don't also -- it |ooks
like to me like the -- what about this |ast
calculation with the 70 percent and the 30 percent? Is
that in the statute?

A No, it's not.

Q OCkay. What is working interest in a unit or
I nterval ?

A Can you repeat the question?

Q VWhat is working interest in a unit or an
interval or a formation?

A So working interest is the percent of
ownership that an owner owns in a formation, and it's
t he percent of ownership that an owner owns in the
production within that formation.

Q OCkay. So if an owner owns working interest in
the Third Bone Spring but doesn't own working interest
I n any other formation, what would they be entitled
to?

A Can you repeat the question?

Q So if a working interest owner owns worKking
interest only in the Third Bone Spring interval, and
they don't own in any other formation, what would they
be entitled to within the wolf bone, if you produce

the wol f bone?
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A They would be entitled to the production in
the Third Bone Spring.

Q OCkay. And would they be entitled to
production in the upper Wl fcanp?

A Only if there's an allocation formula.

Q If they don't own in any other formation,
what woul d be the allocation if they don't own
anything in the Wl fcanp?

A If they -- it would be zero because they
don't own anything in the Wil fcanp. So it would only
be their interest plus zero for the Wl fcanp equals
what ever their interest is.

Q Okay. I'd like to draw your attention to
exhibit A18. We're on it. And that's page 426 or 429
on the PDF. So what does this exhibit show?

A So this exhibit is showi ng you have a
Wol f bone Pool. So you have the Third Bone Spring sand
and you have the upper Wl fcanp. And the little -

- that is a Wolfcanp well that is drilled in the upper
VWl fcanp. And it is showing that because it is a fact
that the two formations are communicating, that if you
drill a well in the upper Wil fcanp, it's going to
produce fromthe upper Wl fcanp, but it's also going
to take production fromthe Third Bone Spring sand.

Q Okay. And in a situation |like that.
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MR. RANKIN: | object to the answer
there. She's a | and person and does not have
experi ence or know edge or background on how drai nage
happens within the spacing unit. So |I ask that that
response be stricken because she has no qualifications
to provide that answer.

MR. SAVAGE: So I'll rephrase the question.
Pl ease (i naudible).
BY MR SAVAGE:

Q As aland man, if you -- as a |l andman,
you read the first order, and you know the finding of
the first order. You described it before. And what was
the finding in -- regarding production?

A That the Third Bone Spring sand and the
Wbl f canp conmuni cate and the primary reservoir is in
the Third Bone Spring sand.

Q And so as a land man, if you read that as a
pooling order that you would receive -- you received
pooling orders as a land man, is that correct?

A Yes.

Q Okay. So you received that order, it's issued
to the applicant. Are you as a | andman responsi ble for
know ng about the pooling order?

A  Yes, you should be famliar with the pooling

orders.
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Q So if you're infornmed that production is
predom nantly comng fromthe Third Bone Spring and
ot her production is also comng fromthe wolfcanp, as
a land man, could you professionally apply your
under st andi ng of how you cal cul ate working interest to
arrive at the working interest for that Wl fbone Pool ?

A Can you repeat the question?

Q So as aland man, if you're working in a | and
man capacity, and you're responsible for calculating
working interest, that's one of the things that a | and
man does; right?

A Yes.

Q Calculate working interest. Ckay. And you

were given the data and the prem se that -- from your
geol ogi st, that said the reservoir is |ocated
primarily in the Third Bone Spring. And that --
and your reservoir engineer said it's going to
produce, you know, 70 percent of that WoIlf --
t hat upper Wbl fcanmp well is going to produce 70
percent of production fromthe Third Bone Spring and
30 percent production fromthe Wl fcanp. Wuld you
know how to cal cul ate, based on that data, the working
I nterest?

A Yes, you would apply an allocation fornula.

Q Okay. So if you're given that fact set,
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and you're cal culating working interest, who would you
all ocate the 76 of that production that that upper

VWl fcamp well is producing? And it's producing 70
percent of production fromthe Third Bone Spring. Wo
woul d you all ocate that 70 percent production to? The
upper Wl fcanp owners, or the Third Bone Spring

owner s?

A You would allocate that to the Third Bone
Spring owners.

Q OCkay. And then that 30 percent that your team
told you was bei ng produced fromthe upper Wl fcanp,
woul d you allocate that to the Third Bone Spring
owners or the upper Wl fcanp owners?

A The upper Wol fcanp owners.

Q Okay. And is this how Coterra is allocating

the interest?

A  Yeah.
Q Is this part of their devel opnent plan?
A  Yes.

Q Ckay. Now, have you | ooked at Perm an
Resources al |l ocati on?

A Fromwhat |'ve | ooked at, Perm an Resources
does not have an allocation formula. If they drill a
well in the bone spring sand, they will pay those

owners in the bone spring sand. |If they drill a well
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in the Wbl fcanp, they will pay only those owners in
the Wbl fcanp, under the Wl fbone Pool .

Q And are there owners in the upper Wl fcanp
who do not own in the Third Bone Spring?

A Yes, there's three or four owners that are
only --they only have ownership in the Wl fcanp.

Q Ckay. So under Perm an Resources' plan, would
t hese owners receive production fromboth the Third
Bone Spring and the upper Wl fcanp?

A Can you repeat the question?

Q So under Perm an's plan, would these owners
who own only in the upper Wl fcanp recei ve production
fromboth the Third Bone Spring Formation and the
upper Wl fcanp?

A They woul d receive production fromthe Third
Bone Spring sand because the formati ons comruni cate
because there's no baffle.

Q OCkay. So let's apply the finding fromthe
Di vision that the productive reservoir of the Wl fbone
Pool is located predom nantly in the Third Bone
Spring, and any well drilled in the wolf bone w ||
share production fromboth formations. So those -

- that's one of the Division findings that nobody
contested. So based on that finding, let's assune a

well drilled in the upper Wolfcanp formation w ||
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extract 70 percent of the production fromthe Third
Bone Spring and 30 percent fromthe upper Wl fcanp. So
here's an easy math question. |If that upper wolf -- if
t hat Wol fcanp well bore produced 100 barrels of oil,
how many barrels cone fromthe Third Bone Spring and
how many barrels come fromthe upper Wl fcanp?

MR. RANKIN:. Objection. Wtnesses of a
petrol eum | and person has not the qualifications to
determ ne through engi neeri ng neans what the drainage
woul d be, based on her background or experience.

MR. SAVAGE: So | would say that this is the
data that her geol ogi st and her engi neer would give
her about what the production would be, and then she
knows it's producing 100 barrels. She would cal cul ate
the working interest and determ ne how you woul d pay
t he production streamto the owners. And if you wanted
to quantify it in terns of barrels, you could quantify
it in ternms of percentages, you could quantify it in
ternms of barrels. It's equivalent. Regardless, it's
the function of the working interest that determ nes
how many barrels go to what owners.

MR. CHANDLER: Yeah. Objection is noted. |'m
going to allow it for now.

MR. SAVAGE: Okay.

BY MR SAVAGE:
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Q So, how many barrels -- okay. So, with the
owner -- so, under the Perm an Resources Pl an, would
the owners in the Third Bone Spring receive any of
t hose 70 barrels of o0il? I'msorry, how many barrels
woul d conme from the upper Wl fcanp?

A " msorry, can you repeat that?

Q So the well bore produces 100 barrels of oil.
How many barrels, based on the assunption that the
Third Bone Spring produces 70 percent of the
production of the wolf bone and the upper Wbl fcanp
produces 30 percent of the production of the wolf
bone, if the well bore produced 100 barrels, and
that's the data you were given, how many barrels
woul d be given -- would the Third Bone Spring owners
be entitled to and how many barrels would the upper
Wl f canp owners be entitled to?

A Entitled to?

Q Entitled to the ownership of the nunber of
barrel s?

A Under which pl an?

Q Just if -- just based on the production data
of that well bore, that well bore -- Wl fcam well
bore is going to produce 100 barrels. You've already
mentioned that there's open communications that it's

going to produce. Sone of those barrels are going to
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cone fromthe bone spring, sonme of those barrels are
going to conme fromthe upper Wl fcanp. If 70 percent
is coming fromthe Third Bone Spring and 30 percent is
comng fromthe Wl fcanp, how many barrels come from
the Third Bone Spring?

A Ckay, I'mfollowng now So if you have a
wel |l bore in the upper Wbl fcanp and there's 100
barrels, 70 barrels are going to cone fromthe Third
Bone Spring sand and 30 barrels will conme fromthe
upper Wl f canp.

Q Ckay. So under prem um resources plan, would
the owners of the Third Bone Spring receive any of
those 70 barrels of oil?

A No.

Q OCkay. So let's go back to exhibit Al7. Now
|l et's assune that one of Coterra' s wells in the wolf
bone produces 100 barrels of oil, and that Coterra's
geol ogi st is correct that 70 percent of production
cones fromthe Third Bone Spring and 30 percent of
production conmes fromthe upper Wl fcanp. Under
Coterra's plan, how many barrels would the bone spring
owners receive and how many barrels woul d the upper
Wol f canp owners receive fromthe well bore?

A  So under the Coterra plan, the Third Bone

Spring would have 70 barrels and the upper Wl fcanp
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woul d have 30 barrels.

Q OCkay. And that's what the owners of the bone
spring would receive?

A Yes.

Q How many barrels would they receive?

A Yes.

Q OCkay. So are you famliar with the concept of
correlative rights as a | and man?

A Yes.

Q Are you famliar with the -- how that's
expressed, for exanple, in New Mexico under the QO
and Gas Act?

A Yes.

Q OCkay. So are you aware that the definition of
correlative rights under the Ol and Gas Act states
that an owner is afforded the opportunity to produce
her just and equitable share of oil and gas in the
pool ?

A Yes.

Q OCkay. So if you were an owner of mnera
Interest in the Wl fbone Pool, which plan, and this --
whi ch plan based on its allocation and production
woul d you view as just and equitable?

A " msorry, can you repeat the first part?
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Q If you were an owner of mneral interest in
t he Wbl f bone Pool, which plan based on its allocation
and production would you view as just and equitabl e?

A | would view the allocation formula that
Coterra has as just and equitable.

Q And why is that?

A Because -- can you scroll up a little bit --
Q Yes.
A -- on the exhibit, please? Because this pool,

it includes the Third Bone Spring and the upper

Wbl fcanmp and there's no baffle in between, so if you
have a wol f -- upper Wbl fcanp well, it wll be
conmmuni cating with the Third Bone Spring sand.

Q Did--1'"Il talk alittle bit about -- I"IlI
ask sonme questions about the support from owners,
because it | ooks like in the prem umresources
exhi bits they nmake -- they know that quite a bit. So,
did Coterra control majority interest of the bone
spring and Wol fcanp at the tinme of the origina
heari ng?

A According to the record, it was agreed that
Coterra did have a majority support in the begi nning.
Q And did Coterra generally sustain this

control of the interest in the wolf bone after the

heari ng and up through the issuance of the final order
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230897
A | believe so, yes.

Q And I'mgoing to direct your attention to

your -- you have an exhibit on this, is that correct?

A Yes.

Q Is it A?

A | think it's--

Q Al4?

A | think it's A14. Or no, | think it's 4.1 and
4.2

Q OCkay. So --

A | think you have to go to |Ii ke page 165,

maybe. Keep goi ng up.

Q Okay. | apologize for this, I'mnot a real
tech person here as you can tell. There's A2. Here we
go. A4.1. | direct your attention to your exhibit

Ad.1. So, did Coterra generally sustain this control
of the interest in the Wl fbone Pool after the hearing
and up through the issuance of the final order?

A Yes. Yes, when | created these charts, | used
I nformation that was of record since | wasn't here.
And so, according to the charts that | had in the
record, yes.

Q Ckay, so they only supported Coterra's plan

for the duration of two years before the final order
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was issued, that's what you're saying?
A Yes, we had support.
Q Ckay. And then what happened to the support
after the final order was issued?
A Most support went to the Perm an Resources.
Q And why do you think this happened?
A | think this happened because the issuance of
an order has a level of authority to it. And sone --
MR. RANKIN: Objection. Calls for
specul ati on. She has no foundation for the know edge.
MR. SAVAGE: |'Il withdraw the question. M.
Chair, as we noted in our witten statenent, |'m going
to ask | eave to ask sone questions that woul d be
hearsay. And under 1915.417, hearsay is allowed if the
Comm ssion -- at the Conm ssion's discretion, if they
find it probative and relevant. Ms. St. Pierre is
under oath and is obligated to tell the truth. She had
conversations with the owners very recently, and has
know edge based on those conversati ons about the
reasons that they may have swi tched support. So, |
offer that information to the Comm ssion at their
di scretion if they want to hear the regulation of
t hese conversati ons.
MR. CHANG Well, so there was an objection

that you withdrew, so | can't rule on the objection.
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As to hearsay, so there's -- I'll say that in ny m nd,
at least, there's a distinction between pure
specul ati on and hearsay. |'ll give you sone |atitude
on hearsay, but | will caution that the Conm ssion may
not give it very nuch weight.

MR. SAVAGE: Ckay, thank you.
BY MR SAVAGE:

Q M. St. Ashley, so you did talk to the -

- sonme of the owners about why they switched their
support ?

A Yes, | spoke to Javelina Partners and Zorro.
They're owned by the sane entity.

Q Okay. And how long ago did you talk to these
owner s?

A  About three weeks ago.

Q GCkay. And in your recollection, based on
recent conversations, what reasons did they provide
for switching their support?

A So when | spoke to them it was a productive
conversation. They -- | was asking themif they would
consider signing a JOA in support of us in |ight of
this hearing. And they said they would not because
they signed a JOA in support of Perm an, because
Perm an had an order issued in their favor. So,

If Coterra gets an order issued in our favor, they
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said they would sign a JOA to support us.

Q So how I ong have they been involved in this
ordeal ?

A They said they've been watching this unfold
for 13 years now.

Q So after a pooling order is issued, are
owners required to either make an election to
partici pate under the order or to sign a JOA if they
want to participate in the wells or protect their
I nterests, that's subject to the pooling order?

A Yes.

Q And after an owner nakes an el ection under
the pooling order and signs -- or signs a JOA, what
does an operator do with that election or JOA in the
contested hearing, typically?

A They take it to the hearing to show that they
have support.

Q So support could be based on just an el ection
of a pooling order?

A Yes.

Q Okay. So here's a hypothetical question. If
you as a |landman pronoting a plan that proposed to
drill an excessive nunmber of wells, and you
encount ered an owner who was concerned about having to

pay for an excessive nunber of wells if she elected to
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support the plan, and you told the owner that you --
that they didn't have to drill all the wells, you only
-- they only had to drill the wells to hold -- a few
of the wells to hold the units in place. In your
experience negotiating with owners, do you think that
t hat statenent would likely alleviate the owner's
concern of having to pay excessive costs?

MR. RANKIN: Objection to the foundati onal
guestion. M. Savage has not laid a foundation for
basis to allege and m scharacterize the fact that
t here are excessive costs.

MR. SAVAGE: So M. Chair, it's a
hypot heti cal questi on.

MR. CHANG Let ne use this opportunity to
say that | wasn't quite sure | understood --

MR. SAVAGE: Okay.

MR. CHANG -- the question anyway, so if you
woul dn't m nd rephrasing it. That m ght hel p everybody
out .

MR. SAVAGE: Ckay. So hypothetical question.
A conpany is drilling 60 wells, okay? The | andman who
I's responsible for negotiating with the owners of that
proposed plan is trying to get a particular owner to
sign the JOA or support the plan. The owner says,

that's a lot of wells to pay for. That's a | ot of
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burden on my working interest. |I'm concerned about
that. The | and man says, well we don't have to dril

all the 60 wells, we just have to drill a fewto hold
t he pooled units in place. So |I'm asking, Ms. -- St.
Pierre, in her experience negotiating with | andowners,
does she think that that statenment would alleviate the
owner's concern?

MR. CHANG Does the form of that question
satisfy or renew the objection?

MR. RANKIN:. He -- I'msorry. Having
rephrased, | have no objection to the hypothetical.
The wi tness may answer.

M5. ST. PIERRE: Darin, can you repeat
that? |'m sorry.

BY MR. SAVAGE

Q GCkay. | can probably get an approxi mate.

A  Okay.

Q Repeat. Okay. So, a conpany proposes to dril
60 wells, okay? You, as the | andman, are responsible
for going out and negotiating support for this plan,
okay? One of the owners you're talking to, she says,
have a serious problemreservati ons about supporting a

pl an where | have to pay for all 60 wells. You say to

the owner, well we don't have to drill all the 60
wells, we only have to drill a few, and that's to hold
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the spacing units in place. Now, in your experience in
dealing with | andowners, do you think that statenment
would likely alleviate the owner's concerns about
havi ng to pay excessive costs?

A Yes, | do think that it would alleviate their
concerns. In nmy experience, non-ops are very
i nterested in devel opnent tinelines and how t hat
aligns wwth when they have to pay for -- to
participate in the wells. And so, a lot of tines
they'Il, you know, they'll reach out. They want to
know what's happeni ng, when are we going to dril
these wells? And so, if they had a tineline that was
I ndi cated that they didn't have to drill all 60 wells
up front, yes, they would probably appreciate that.

Q OCkay. Now, are there exanples where Perm an
Resources presented a set of wells to the Division and

to the owners in units, and presented them as

necessary to drill to protect Crowder Horizon for
rail ways and did not drill thenf
A Yes.

Q And what woul d be that exanple?
A They're Batman and Robin. There is an
exhibit, and | don't renmenber what the nunber is.

Q Ckay, let nme see if | can find that exhibit.
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A | think it's 22.

Q Here we go, okay, A22. So you say that this
is an exanpl e where Perm an Resources did this? Can
you tal k about that?

A  So this is a wne rack, and | know t hat Kent
had spoken about this before in his testinmony. Can you
scroll up a little? Thank you. This just illustrates
that, you know, pulling records, this | ooked |ike
t hese were all the original orders that they had tied
to Bat man and Robin. Looking particularly at Batnman,
the gray is a well that was drilled under the order,
and then the red is a well that was issued under the
order, but it has not been drilled.

And so, if you look in the equivalent of the
Wbl f bone Pool, which is outlined in the yell ow
hat chi ng, they proposed eight wells in the Wl fbone
Pool area, and they drilled -- so they proposed four
Third Bone Spring sand wells, and they proposed four
upper Wolfcanp wells. They drilled the four Third Bone
Spring sand wells within the order time franme, and
then with the Wolfcanmp wells, they only drilled one
under the order. So the ones in red, those orders are
expi red.

Q OCkay. Now I'mgoing to ask sonme questions

about your -- the -- our applications, or the
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Coterra's applications. Now, it |ooks like Perm an
Resources proposed 48 initial wells in its
appl i cations, and Coterra proposed 10 initial wells in
Its applications. How many total wells are in
Coterra's proposed devel opnent plan?

A There's 30 wells in the proposed tota
devel opnent.

Q Okay. So why did Coterra only propose -- and
how many -- are you famliar with how many wel | s,
total, are in Perm an Resources' devel opnent pl an?

A They have 48 total.

Q Okay. So can you tell nme why did Coterra only
propose 10 initial wells in its applications?

A So Coterra only proposed 10 initial wells in
the application because we felt that that was an
appropriate anount of wells that we could drill in the
one-year termof the orders to satisfy the drilling
obl i gati on.

Q OCkay. So you proposed 10 initial wells that
you could drill as part of the plan, and then
presented the Division of total within the context of
30 wells. At the original hearing, did the Division
confirmthat an operator was required to drill all the
initial wells within the first year, based on the

provi sions of the order?
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A Yes, | read that there -- in the testinony,
there was a technical exam ner that confirmed that it
was a one-year commitnent to drill those wells.

Q And if you didn't drill the wells based on
the provisions of the order, what woul d happen?

A You could either apply for a good-faith
extension or the order would expire. OCkay.

Q Okay. And that's basically what happened in
t he Bat man - -

A Yes.

Q ~-- plan? Okay. Did Coterra nmake good-faith
efforts to try to reach a settlenment resolution with
Perm an Resources? And | believe you have an exhi bit
on this.

A | think it's Al4.

Q OCkay. So exhibit Al4, 1'd |like your
attention. Did Coterra make good-faith efforts to try
to reach a settlenment or resolution with Perm an
Resources?

A Yes. We have been talking to Perm an
Resources. W have traded sone proposals back and
forth, but up until this hearing, we haven't been able
to find a resol ution.

Q And why? Why have you not been able to find a

resolution? Did you actually offer any trades?
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A Yes. W& have offered trades.

Q Did you offer to trade out or do sone kind of

A Yes.

Q Ckay.

A So we did offer to split the acreage
recently. And basically, the way the split would be
structured is we would get conpletely out of PR s
devel opnent, and they woul d get conpletely out of our
devel opment. And the reason that we don't want to be
in their devel opnent is because they're not applying
an allocation fornul a.

Q So you went out of their plan because they're
not applying the allocation fornula?

A Yes, to the wol fbone pool.

Q GCkay. Al right. Thank you.

MR. SAVAGE: That concludes ny questions. |
would like to submt, for the record, all the | andman
exhibits that were filed, and that is A through A22.

MR. CHANG  Hearing no objection. Wthout
objection, so admtted.

(COTERRA Exhi bits A-A22 were admtted into
evi dence.)

MR. SAVAGE: (Il naudible).

MR. CHANG  That concl udes your direct?
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MR. SAVAGE: It does. Thank you. | tender the
W t ness for cross-exam nation.
MR. CHANG. M. Rankin, please
proceed on cross.
MR. RANKIN: Thank you very nuch
CROSS- EXAM NATI ON
BY MR. RANKI N:

Q Al right. I just want to wal k through a
little bit with you on your Coterra's proposal and
what's -- just for clarification, because | think the
record's a little unclear about what actually is being
proposed, what's in the application, what's your full
devel opment plan, that sort of thing, okay? |I'm
| ooking at what is marked as Coterra Exhibit B8, which
| believe is fromM. Fry's testinony; correct? Do you
see that on your screen?

A Yes, | see it.

Q OCkay. And that's from M. Fry's testinony;
correct?

A | believe so.

Q Now, as | understand, the wells proposed by
Coterra that are purple -- marked purple, are the
wells that are included in their applications. Is that
correct?

A Yes.
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Q And so, looking at this gun barrel diagram
there are four different spacing units for each of
Coterra's devel opnents, the M ghty Pheasant and the
Lucy (Goosey; correct?

A Yes.

Q And in the Bone Spring, there is one spacing
unit with one initial well in each of those sane
devel opnent projects; correct?

A Yes.

Q And there are no initial wells for any other
of the proposed or potential spacing units in the Bone
Spring for Coterra; correct?

A Yes.

Q Okay. So, in order to perfect the Bone Spring
order, in which there is a proposed initial well,
Coterra would have to just drill that single well;
correct?

A No. We would not have to just drill that
single well. In the -- in one of the hearings, when we
tried to anend our proposal, it was denied, so we
woul d just have to take -- get anendnents or whatever
our attorneys decide to do, but it was denied, so
that's why this wine rack does not show nore wells in
pi nk.

Q Coterra never filed -- has never filed
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applications for any other initial wells; correct?

A Can you repeat that?

Q Coterra has not filed any applications for
any other initial wells, other than what's being shown
here; correct?

A Correct, because initially it was a Bone
Spring and a Wl fcanp separate pools, and then when it
turned into the Wl fbone Pool, that adjusted our plan
and request to adjust our plan was deni ed.

Q But these 10 wells are what you can drill in
a year anyway; right?

A Yes.

Q Okay. So, as | understand it, Coterra
woul dn't really be able to drill nore than that in a
year anyway, to neet the deadlines, even if you had
nore applications or nore initial wells.

A | nmean, we feel that 10 is appropriate in
this nonent.

Q OCkay. So now, just to be clear, as we sit
here today, there are no other applications with
initial wells in the second Bone Spring other than the
two that you've identified here; correct?

A Yes.

Q OCkay. Now, you're famliar with -- as |

under st ood you to say, that |andnmen should be famliar
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with pooling orders, right, to understand how they're
I npl enent ed?

A Yes.

Q And, as well, the associated regul ati ons that
govern inplenmentation of pooling orders. Agree?

MR. SAVAGE: Objection. She's not an
attorney. So, when she -- when a | andman reads a
pooling order, they're doing it by their comon
under st andi ng, what ever experience they have gl eaned
fromreading the rules. But if you're going -- if M.
Rankin is going to go into sonme kind of technical
anal ysis of the |l egal neaning of provisions within a
pooling order, then | don't think that is appropriate.

MR. CHANG Do you m nd repeating your
question --

MR. RANKI N:  Sure.

MR. CHANG -- for ny benefit?

MR. RANKIN: So, |I'm asking her -- she stated
that she has famliarity with pooling orders and how
they are to be inplenented, in order to direct the
conpany in how they should be appli ed.

MR. SAVAGE: | would -- objection. | would
say that's a m srepresentation.

MR. RANKIN: Hold on. |I'mdone with ny

comrent .
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MR. SAVAGE: | would say --
MR. CHANG  Hol d on.

MR. SAVAGE: I'msorry. | apologize. One at a
tinme.

MR. RANKIN: So, in the pooling order, the
pooling orders expressly reference the infill wel

rule of the Division's regulations. So, if M. St.
Pierre is saying that |andnmen nmust be famliar with
how to read pooling orders and inplenent them ny
foll ow-up question to her was, then you al so nust be
famliar with the infill well rule, which is expressly
referenced in the pooling orders to understand how
they are to be applied. That's ny question.

MR. CHANG  Your question is whether or not
she understands thenf

MR. RANKIN: |'m asking her if she's famliar
with them She said that she's famliar with pooling
orders. She said to M. Savage that | andnmen shoul d be
famliar wth pooling orders, so they know how to
| npl emrent them when the orders conme down. And so ny
guestion to her is -- it's part of a pooling order
because every pooling order includes express reference
to the infill well rule in the regulations. |I'm asking
her if she's also famliar with the infill well rule

regul ations, because she just said that she was very
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famliar with pooling orders and how to inpl ement

t hem

MR. CHANG M. Savage?

MR. SAVAGE: Well, you know, there's a point
there. I would just point out that her question and

her answer is focused, specifically, on the provision

of the deadline and the plain | anguage of that and the
reference to how the OCD rul ed on that deadline. So, |
think I know where M. Rankin is going with this, but

| would ask that there be sonme nonitoring of this |ine
of inquiry.

MR. CHANG. Well, I'mnot going to specul ate
as to where M. Rankin may or may not go with it, but
| think the Commission is aware of the witness's scope
of her expertise, and so to the extent that M. Rankin
wants to ask how she understands a pooling order, |
will allowit.

BY MR, RANKI N:

Q M. St. Pierre, are you famliar with the
express reference in pooling orders to the infill well
rule in the Division's regul ations?

A Do you have a copy of an order so you can
read that | anguage to nme?

Q \well, let me ask you -- |I'm asking you the

general |anguage first. Are you famliar with it as
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you sit here? I'm not asking you to recount what it
Is. I'"masking are you famliar with the fact that
pooling orders incorporate by reference the infill
well rule?

A Yes, and I'mnot sure off the top of ny
menory what you're referring to in a pooling order.

Q Ckay, but you are famliar with the fact that

pooling orders do refer to the infill well rule;
correct?
A Yes.

Q Ckay, and do you have an understandi ng of

what the infill well rule requires?

A Since | apparently do not renmenber, no, | do
not .

Q OCkay, very well. Just wanted to nake
sure you understood, so I'll nmove on fromthat |ine of

questioning. Now, as | understand your testinony, you
are revising -- you request to revise your direct
testinmony and the chart in direct testinony that |ays
out the five-year devel opnent plan, is that right?

A Yes.

Q And that's because it excluded the inclusion
of the upper second bones spring wells; correct?

A Yes.

Q And those are the Second Bone spring wells
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that are currently being vetted by Coterra as a
potential for future devel opnent; correct?

A They're in the plan, but | can't answer if
they're currently being vetted or not.

Q Okay. Do you --

A | think that Kent and Stacy would be able to
answer that.

Q And you were present for their testinony
earlier this norning?

A Yes, and | don't renmenber that part.

Q So, I'll represent to you that your coll eague
stated that, in her witten testinony, that it's
currently being vetted. Do you recall that? You don't
recall that testinony?

A | don't recall, but | agree with you that
it's currently being vetted if that's what they said.

Q OCkay. So at this point, it's your
under st andi ng, though, that it would be included even
t hough it hasn't been -- the vetting hasn't been
conpleted in your five-year plan?

A Yes.

Q That's your understandi ng?

A Yes.

Q And very well.

MR. CHANG. l"msorry, | mssed that. What was
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bei ng vetted?

MR. RANKIN:. The potential for developing wells in
t he upper Second Bone spring portion of the pool.

MR. CHANG  Thank you.

MR. RANKI N:  Yep.

BY MR. RANKI N:

Q Now -- those Second Bone spring wells that
are being vetted, they were not part of the wel
proposals that were sent out to working interest
owners, were they?

A Not in the original plan.

Q Were those wells ever proposed to any worKking
I nterest owners in any of these devel opnents?

A No.

Q Now, | understood you just said that --okay.
When |' m | ooking at your chronol ogy of contacts --

A Can you pull that up on the screen, please?

Q | am VWhen | flip through this, this is your
Exhibit Al13, it's your chronol ogy of contacts, and as
| understand it, it's neant to reflect your efforts to
reach voluntary agreenment with working interest owners
who you have not ot herw se reached voluntary agreenent
with; correct?

A Yes, that chronology of contacts is John

Kauf man's (ph) testinony from previ ous heari ngs.
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Q And when | go through this, |I see that the
| ast contact or comrunication with the parties, in
this case, stops at -- in -- sonewhere around the
m ddl e of 2023. Agree?

A Yes, because it's John Kaufman's testinony
fromthe previous hearings.

Q Wwell, it's attached to your testinony as
Exhi bit Al13, but so you didn't -- have you done -- has
Coterra done any work since that date to reach out to
wor king interest owners to attenpt to reach voluntary
agreenent ?

A So | started at Coterra in January 2025. |
had not been working this asset until several nonths
ago. So if there was other comunication from people
that worked this project that have left the conpany, |
am not aware of it.

Q I just want to nmake it perfectly clear for
the record that Coterra is actively advocating for it
to be the operator of this acreage. And yet, from 2023
to date, you're not aware of any additi onal
communi cations or efforts on the part of Coterra with
any of these other owners to try to get themto agree
to your proposal or devel opnent plan. |Is that correct?

A | am not aware.

Q Okay. Flipping to your allocation fornula
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series of exhibits. This first one here, | think I
understood you to say. | was a little confused by
this, but I think you may have clarified it, that the
-- this -- did you yourself prepare this exhibit?

A Can you share your screen, please?

Q Oh, I'msorry. | thought | was -- terrible.
apol ogi ze. This is your exhibit Al7; correct?

A Yes, It is.

Q D d you yourself prepare it?

A | prepared it with the help of our attorneys.

Q Did you yourself put this text box in here
about Rutter & W/ banks?

A | did not.

Q Have you yourself read the case, Rutter &

W | banks?

A | have not.

Q So when | read this inmage here, | thought you
were trying to say that this is the allocation formula
that was approved in Rutter & W | banks. Do you see how
that could be m sl eadi ng?

A | can't speak to that because | haven't read
t he Rudder case.

Q So you don't know what the Rudder case says,
and you don't know why. Do you know why your attorneys

put that on that slide?
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A They've had discussions with ne about it, but
not enough to speak about it.

Q So you don't have yourself a personal
under st andi ng of what the purpose of that citation is
on this slide?

A Yes.

Q Is that correct; right?

A Yes.

Q Good. And have you -- you understand that
Rutter & W1 banks actually is a decision evaluating an
underlying O Conservation Conm ssion order?

A Yes.

Q Have you yourself reviewed the underlying Ol

Conservati on Comm ssion order?

A In the Rudder case?

Q Yeah.

A No.

Q So you don't know -- you have no personal

know edge of what that underlying OCC case says or
does or what the issues are?

A No, | do not.

Q You were reading to ne or to the Commi ssion
this provision under item nunber three on your next
Exhi bit A18, which | -- it's not in quotations, and |

don't have the actual citation, but | think it's
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pretty close to actually a sentence fromthat
provision in the statute. |Is that your understandi ng?
That it's a direct quote?

A Can you repeat the question?

Q Yeah. |Item nunber three here on Exhi bit Al8,
s it your understanding that it's a direct quote from
that provision in the statute?

A Yes.

Q Al right. And you had a dialog with M.
Savage about what that could possibly nmean. Do you
recal |l that discussion?

A Yes.

Q Now, when | read the provision, it says, for
t he purpose of determ ning the portions of production
owned by the person's owning interests in the pool,
oil, gas, or both, such production shall be allocated
to the respective tracts. So, the part | want to focus
in on is where it says, such production. Do you see
t hat ?

A Yes, | do.

Q Okay. Now, on the previous slide, okay, as |
understand Exhibit Al17 -- what | understand Coterra to
be saying, is that such production can be -- doesn't
have to be 100 percent of production. It can be 70

percent of production. It can be 30 percent of
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production. It can be sonme |esser factor of 100
percent of the production fromany given well. Is that
your under st andi ng?

A No.

Q Okay. But that's what you're proposing;
correct?

A \Were is it in the proposal that it shows
that we're paying |less than 100 percent?

Q Well, if you have one -- now, let ne step
back. So, Coterra's proposing to drill a single well
in the basal Third Bone Spring in the Wl fbone Pool;
correct?

A Yes.

Q And so, in order to allocate production to
the owners with a differential ownership in the
Wl f canmp portion of the Wl fbone Pool, Coterra's
proposing to allocate themonly 30 percent of the
production fromthat well. Agree?

A Can you repeat that?

Q Sure. So, because Coterra's proposing to
drill only a single well in the basal Third Bone
Spring; right?

A Yes.

Q And there's an ownership differential between

-- within the Wl fbone Pool, between the bone spring
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and the Wbl fcanp. Coterra is -- and they're not
drilling any wells in the Wl fcanp; right?

A Correct.

Q In order to pay the owners of the Wl fcanp,
Coterra's proposing to pay them not 100 percent of
production, but only 70 percent of production for the
bone spring owners and only 30 percent of production
for the Wil fcanp owners. Agree?

A  No. This is a -- these are two reservoirs
that are in a single pool and they communi cate. So,
under our plan -- and Stacy can speak to this,
and she's spoken to this, 70 percent of the production
conmes fromthe Third Bone Spring, 30 percent cones
fromthe Wl fcanp. So everyone is getting paid their
i nterest allocated to where the production is com ng
from

Q So, Ms. St. Pierre, what Ms. Fry testified to
I's that she did not present any data on what the
actual production is. Do you recall that testinony?

A Yes.

Q OCkay. So here, w thout know ng actually what
t he production is going to be, Coterra's, proposing to
all ocate only 70 percent of production from Coterra's
well to the bone spring owners and only 30 percent of

production fromthat same well to the owners of the
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Wol f canp. Agree?

A Can you repeat that?

Q Sure. VWhen Coterra develops its wells and it
drills its Third Bone Spring well, it proposes to
allocate only 70 percent of production fromthat well
to the bone spring owners in the Wl fbone Pool and
only 30 percent of production to the Wl fcanp owners
in that well.

A Yes.

Q OCkay. And that's less than 100 percent of
production fromthat well being allocated to those
owners. Agree?

A It's possible.

Q I nean, it's -- it can't be both 70 percent
and 100 percent; right? It's either one or the other.
So here, you're proposing to do 70 percent of
production to the bone spring owners. Correct?

A Yes.

Q It's not 100 percent; right?

A Correct.

Q Okay. And it's not 100 percent to the
Wbl f canp owners. It's 30 percent; right?

A Yes, but | would also argue that there is no
baffle that's, you know -- there is no baffle so they

are communi cati ng across each ot her.
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Q Understood. But that's the case in your
proposal, is that the Wl fcanp owners aren't going to
get 100 percent of the production. They'lIl get 30
percent of the production; right?

A Yes.

Q Okay. This next exhibit here | want to bring
up is Al9, and this one had ne a little baffled as
well. This one here, again, has a text box that refers
to the Rutter & W I banks which we al ready discussed
that you're not famliar with, but it also references
anot her case called Santa Fe Exploration Conpany
versus the OCC. Have you -- did you yourself prepare
this exhibit or was it done in cooperation wth your
attorneys?

A This -- preparing this exhibit was done in
cooperation with our attorneys, particularly this
exhi bit.

Q OCkay. And did you have any input to the text
box that went into this exhibit?

A | did not.

Q Did you yourself review the Santa Fe
Exploration case that's referenced here?

A | did not.

Q And did you yourself review the underlying

comm ssion or Division cases that are referenced or
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eval uated in that Suprenme Court decision?

A | did not.

Q OCkay. So you're not famliar with what the
I ssues are or the facts underlying those cases, are
you?

A No, because |I've only been working this
project for several nonths, and it's a | ot of
i nformation to get through, so.

Q No doubt. But nevertheless, this was attached
to your testinony which you referred to, and
understand you to say in your testinony that what
Coterra is proposing in the allocation formula that we
just reviewed, where Coterra is going to pay |ess than
100 percent of the production fromits wells to the
owners in the pool, based on the debt severance, that
this case, the comm ssion case, the Santa Fe
Expl oration versus the OCC case corresponds to the
all ocation nethod that Coterra is proposing. That's ny

under standing fromyour testinony in this exhibit;

correct?
A Yes.
Q But you can't -- sitting here, you can't tel

me why that is; right?
MR. SAVAGE: Objection. | believe she

answered t hat.
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MR. RANKIN: No, | didn't ask the question
yet .

BY MR, RANKI N:

Q I'masking you, now are you able to
explain to me howit is that the Santa Fe Exploration
County case -- conpany case, corresponds to Coterra's
proposal here in this case?

A | don't know the answer.

Q OCkay. But | guess it involves tilting
the earth 90 degrees basically to figure out, to make
it work. Is that right?

MR. SAVAGE: (Objection. She said she does not
kKnow.

MR. RANKIN. It's in her testinony.

MR. CHANG  Can you repeat the question?

MR. RANKIN:  Sure.

BY MR, RANKI N:

Q In order to make Coterra's proposal
correspond to the Santa Fe Exploration County case,
you have to tilt the earth 90 degrees. Is that
correct?

MR. CHANG I'Ill allow the question since
it's referring to this specific slide in the
testi nony.

MS. ST. PIERRE: | think the point of this -
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- can you scroll up alittle bit?

BY MR, RANKI N:

Q Yeah.

A | think the point of this illustrationis to
just show that, you know, mneral acres are -- m neral
I nterests are -- the unit of neasure for m neral

interest is surface acres. So, if you are taking, you
know, formations and turning them on their side, the
unit of nmeasurenent for that mneral interest is still
going to be rooted in surface acres.

Q Ckay. But therein lies the challenge of a
dept h severance; correct?

A | don't understand the question.

Q Well, in other words, within a single pool,

i f you' ve got nultiple ownerships with different
ownershi ps at different depths, it's a challenge to
all ocate on a surface acres basis; correct?

A No. Because everything is still measured in
surface acres, so, you're still =-- they're stil
having their whole interest, you're just going to
apply an allocation fornmula to it.

Q There you go. So, the only way to do it is to
apply an allocation formula; correct?

A For the Wbl f bone Pool, yes.

Q Thank you. You nentioned the Javelina

Page 172

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

entities. At any point in time, did Javelina agree to
commit its interest to a JOAwith Coterra?

A Yes, they said if an order is issued in
Coterra's favor, they will sign a JOA

Q | heard you testify to that. | nmeant to say,
did Javelina actually ever commt their interest to a
JOA to Coterra's plan?

A Not that |I'm aware of.

Q Okay. Now, do you have -- does Coterra have
ot her business with Javelina and other acres around
that are unrelated to this matter?

A Yes, they are involved in several units that
Coterra operates.

Q You tal ked about the fact that the Batman, in
your opinion -- the Batman order has expired because
Perman didn't drill all the wells initially
aut hori zed under the pooling order. Is that ny
under st andi ng?

A Yes.

Q And M. Savage referred to you, prior
to making -- for you making that opinion, he referred
to you about the testinony fromone of the conm ssion
exam ners in this hearing, underneath at the Division
| evel that was back in 2023. Do you recall that?

A Yes, | do.
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Q OCkay. And in subsequent to that hearing, the
Di vi sion issued guidance clarifying its interpretation
of the conpul sory pooling orders. Do you recall that
gui dance?

A Yes, | do.

Q OCkay. And I'mgoing to show that gui dance
here. 1'lIl mark this as cross-exhi bit nunber one,
Perm an resources cross-exhibit nunber one. This is a
notice that was filed by the Division on July 12,
2024, and it states expressly that these updates wl|l
be effective as of the August 8, 2024 hearing date.
Did | read that correctly?

A Yes, you did.

Q OCkay. And as | go down through this notice,
it discusses the fact that there's confusion around
the | anguage in the pooling order. Do you recal
reading this previously?

A Yes, | did.

Q And as | go down to the bottom here, it says
-- explains that going forward, what they intend and
what they nmean. Do you agree?

A Yes, | do.

Q And it expressly states that going forward,
this is their interpretation as of this hearing date.

Agree?
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A Yes.
Q GCkay. And now the Batman order was issued

prior to that effective date of this notice; correct?

A | agree with that.
Q Thank you.
MR. RANKIN: No further questions.

MR. CHANG  Commi ssi oner Thonpson?

COWM SS| ONER THOMPSON
MR. CHANG Commi ssi oner

No questi ons.

Counsel ?

CROSS- EXAM NATI ON
BY MR. CHANDLER
Q Sol'mgoing to read again from Gutierrez's
Read, which is

notion to stay, where it says,

Peruvi an, plans to distribute 100 percent of the
production fromthe wells to Wl fcanp owners, entirely
excl udi ng pure bone spring owners fromtheir rightful
share. Can you nane nanmes of who -- what pure bone
owners are being excluded fromtheir rightful share?
A Can you repeat that, please?
Q I'mreading fromGQGutierrez's notion to stay.

Read, which is Peruvian, plans to distribute 100
percent of the production fromthose wells to Wl fcanp

owners, entirely excluding Third Bone Spring owners

fromtheir rightfu

shar e.

Can you nanme nanes of which

Third Bone Spring owners are being excluded fromtheir
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rightful share?

A There are no Third Bone Spring owners that
don't own in the Wil fcanp, so | believe that's a typo.

Q Which part is a typo?

A That there are bone spring owners that wl
not get a share of revenue fromthe Wl fcanmp wells.

Q Ckay, continuing on from Gutierrez's notion
to stay --

MR. SAVAGE: Respectfully, I'"'mgoing to
object to this for purposes of clarification of your
guestion. These were |egal argunents nmade by Counsel
for Coterra. | don't believe that she's in a position
or has any experience or knowl edge to be able to opine
on what we stated as Counsel. The termentirely has
very specific meaning. If you want to ask me what that
neaning is, |'d be glad to answer. | would very nuch
| i ke the opportunity to answer that. But she has not -
- probably has not even read that notion to stay. That
phrase is taken out of context. So, it's reasonable
that, to her understanding of -- based on a |and man
perspective, it may sound like an error, but it is
not. And if you want to ask ne what that neans, |1'd be
glad to answer.

MR. CHANDLER: This has been going on for

years. This is your last witness. So this is their
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chance. So, the next -- | wthdraw the question.
BY MR. CHANDLER

Q Thus, under the final order, Read, which is
Perm an, woul d extract hydrocarbons fromthe Third
Bone Spring owners w thout providing any conpensati on,
an outcone that directly violates their correlative
rights. So again, what Third Bone Spring owners are
provi di ng permanent carbene w thout conpensation in
violation of their correlative rights? Nanme nanes.

A | don't know the answer to that question.

MR. CHANG. No further questions? Redirect?
MR. SAVAGE: Yes, thank you.
REDI RECT EXAM NATI ON
BY MR, SAVAGE:

Q M. St. Pierre, M. Rankin said that there
hadn't been any conmmuni cations with the owners since
2023. And you pointed out that that was John Kaufman's
correspondence, the chronol ogy of the context that was
submtted in. I'd like to direct your attention to
page 327 -- 373. | guess | need to put this up on the
screen. Again, | apologize for not being so quick with
this stuff here. So this is -- what is -- this is a
| etter that was included in your exhibit. And there's
a series of letters, it looks |like. What was the

start? It starts on -- it starts sonmewhere on 368 and
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goes through -- up through 400 sonmewhere. So what -
- what is this letter? First of all, what's the date
of the letter?

A July 2024.

Q And -- okay, so how many | andnen have -- over
the course that this ordeal has been drawn out, how
many | andmen have wor ked on this?

A At Coterra, | believe it's three.

Q And how many resources have -- have they al so
gone through | andnmen?

A | believe one recently left the conpany.

Q So I'mlooking at the signature line on this.
Who' s Bella Sykes (ph)?

A Bella Sykes is a landman that no | onger works
at Coterra.

Q So this is an exanple of correspondence with

the owners, it looks like. Art OIl, is that one of the
owner s?
A Yes.

Q Ckay. So there are, even in your exhibit,
exanpl es of ongoi ng conmuni cation with the owners.
MR. RANKIN: Objection. This is not signed,
it's not clear that it ever went out. It's dated 2024,
but there's no evidence that this actually was sent

out by Coterra. No idea.
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BY MR SAVAGE

Q Do you have know edge that this went out?

A | believe | did see the certified mai
receipts in a separate docunent.

Q I'mgoing to redirect your attention to the
exhibit that M. Rankin was tal king about, in ternms of
t he Rudder quote. Now, so let's go first to Al6. So
Al6, we have -- as you pointed out, that we have a
quote fromthe pooling statute, and did | ask you to
give a legal interpretation of this statute?

A No.

Q Okay. What did | ask you to do?

A You asked ne to give a plain | anguage
i nterpretation of it.

Q OCkay. Let's go down to Al7. Ckay, now we did
not talk about this case. You did not talk about this
case?

A Correct.

Q OCkay, so | did not ask you any questions
about it. Did | ask you any questions about this case?
| did not. If you're going to do a plain |Iandman oil
and gas standard anal ysis of this | anguage and | ook at
it in terms of calculating working interest, is there
a formula on here that would reflect the plain

| anguage of that | anguage?
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A Yes, it would be the surface acre exanple, so
it would be owner 1, 40 acres divided by 320 acres
equal s 12 1/2 percent.

Q Ckay, so it's the -- the OCC establishes a
fornmul a giving each owner in the unit a share in
production in the sanme ratio as his acreage bears to
the total acreage of the whole unit. So, you pointed
to the 40 acres over 320 and that's the 12.5 percent
as a proper application of that |anguage?

A In ny opinion, yes.

Q OCkay. So wouldn't it be reasonabl e, since |
never asked you about a |l egal opinion on a statute, |
never asked you about a |egal opinion on a
case. Wuldn't it be reasonable that I -- that you
i ncluded this for ny request to discuss the -- how
this translates into a cal cul ati on of working
I nterest?

A Yes.

Q OCkay. Ckay. So let's talk a little bit about
-- so the owners in the Third Bone Spring and the
owners in the Wl fcanp, okay? So you nenti oned during
your testinony that there were owners in the Wl fcanp
who owned no interest in the bone spring.

A Yes, that's correct.

Q Okay. So let's go back to our exanple that's
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hypot heti cal, based on the allocation fornula at 100
barrels of production, that 70 barrels would come from
the Third Bone Spring and 30 would cone fromthe upper
Wol fcanp. If | recall your statenent that woul d nean

t hat under a prem umresources plan, all of the 100
barrels would go to those Wl fcanp owners and zero
woul d go to the Third Bone Spri ng.

A " msorry, can you repeat that?

Q 100 barrels, so if the upper Wl fcanp
wel | bores are producing the wolf bone you say that 70
of those -- let's say it would produce 100 barrels,

t hat wel |l bore, you say that 70 barrels would cone from
the Third Bone Spring and 30 barrels would conme from
the upper Wbl fcanp, is that correct?

A  Yes.

Q Ckay. Now under Prem an's plan, you said that
all of the 100 barrels would go to the Wl fcanp
owners. |Is that correct, what you said?

A Yes, that's correct.

Q So, do you agree that those Third Bone Spring
owners that would be a taking of that 78 barrels?

MR. RANKIN: Objection calls for a |egal
concl usion, and she's not a | awer, and she's not able
and has no basis to make such a claim

MR. SAVAGE: The question was w ong.

Page 181

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

BY MR SAVAGE:

Q Did you agree that based on ownership, you
under stand working interest and ownership, that the 70
barrels that were distributed to the upper Wl fcanp
owners shoul d have been distributed to the bone spring
owner s?

A Yes.

Q Okay, now let's take that as a background and
| ook at the bone spring owners. So, in the bone spring
owners, all the bone spring owners, if |I'mcorrect,

t hey own both the Third Bone Spring and the upper
Wol f camp?

A Yes, that's correct.

Q But a nunber of them based on your ownership
| ook |ike they own in different proportions between
the two. So, for exanple, it |ooks |like sonme owners
own nore in the bone spring than they do in the upper
Wol f canp.

A Yes, that's correct.

Q Ckay. Do you know which ones by chance? Can
you gi ve an exanple of which one would own nore in the
Third Bone Spring versus the Wil fcanp and less in the
upper Wl fcanp?

A I f you could pull up one of the exhibits,

could --
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Q OCkay. Is this the appropriate exhibit for you
to address that question?

A Go down to exhibit AS8.

Q Okay. So let's find an owner who owns nore in
the Third Bone Spring than they own in the upper
Wol f canp.

A So there's a couple. Ard G| owns slightly
nore in the bone spring. Javelina has a |ine of
I nterest where they have nore interest in the bone
spring.

Q Let's look at the Magnum Hunter production.
That's 26 percent in the bone spring, and 13.77
percent in the Wl fcanp; correct?

A Yes.

MR. RANKIN. M. Chair, | was trying to
figure out howthis is redirect to the questions I
asked. So | guess ny objection here is that | think
this goes outside the scope of cross since | did not
elicit any testinony fromM. St. Pierre on the
ownership dex. But if M. Savage could explain how it
relates to any of the questions | was asking her on
cross that perhaps is appropriate. But right now it
seens like it's outside the scope.

MR. SAVAGE: Yes. So it addresses directly
t he question of M. Chandl er, Counsel of OCC,
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MR. CHANG  Fair enough. 1'Il allowit.
BY MR SAVAGE:

Q OCkay. So that's an exanple of an owner who
owns in the third -- a substantial anount in the Third
Bone Spring and nuch |less in the upper Wl fcanp.

So let's go back to the exanple of the 100 barrels. So
the 100 barrels that the upper Wl fcanp well woul d
produce. So let's say you have |ike an owner, Ilike
Magnum Hunter, that nmay own a | arger percentage in the
Third Bone Spring, and a less -- nuch | esser
percentage in the upper Wl fcanmp. So even though they
may not, you know -- they would get, they woul d be
entitled to a nunber of barrels. Did you agree that
they would be entitled to a nunber of barrels of that
production that cones fromthe Third Bone Spring?

A Yes.

Q Okay. So that nunber of barrels, whatever it
m ght be, and I"'msorry I'mnot a nmath person, so |
cannot think on the fly about quantities |ike this.

But | can tell you, based on what she said there's a
certain nunmber of barrels that the Third Bone Spring
owns because, or is entitled to because they own a
substantial anount, let's say, 26 percent. Under
Perm an Resources Pl an what happens to the set of

barrels that the Third Bone Spring owner is entitled

Page 184

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

to?

A It goes to the Wbl fcanp owners.

Q So it goes to the Wil fcanp owners. So in
response to M. Chandler's question, there are
owners -- do you agree that there are owners in the
Third Bone Spring who would not be getting the
interest they're entitled to?

A Yes.

Q Okay. And one of those would be Magnum Hunt er
production, is that correct?

A Yes.

Q Okay. Thank you.

MR. SAVAGE: That's all, Chair. That's all |
have.
MR. CHANG  Just do a follow up.
RECROSS- EXAM NATI ON

BY MR. CHANDLER

Q So let's just focus on Magnum Hunter. That
was where | wanted to put, | asked the nanmes. There's
t he name, Magnum Hunter. So under this exhibit, it
appears that under Coterra's allocation fornula,
Magnum Hunt er woul d get 22.7 percent, is that correct?

A Yes.

Q Is there a calculation of what they woul d get

under Perm an's fornul a?
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A Are you asking in a Wl fcanp wel | ?

Q \Whatever Perm an is saying, what does Perm an
say Magnum Hunter is going to get?

A Since Perman is not applying an allocati on,
I f you |look at the m ddle colum where it says
Wol f canp Working Interest, they would give Magnum
Hunter 13.7 percent in the Wl fcanp.

Q Let ne just be clear. So, it appears, and
they'|ll testify tonorrow, that they're using the
statutory fornmula based on acreage. Is that your
under st andi ng of what their forrmula is?

A Yes.

Q Okay. And so your testinony is under their
formula, and |I'Il have a chance to correct tonorrow,

t hat Magnum Hunter would only get 13 percent. |Is that
what you're saying?

A Yes.

Q Ckay. Thank you.

MR. CHANG. My | ask what the highlighting
nmeans? Because it |ooks like Permian is in green, and
Sinerex is in blue, but Magnumis also -- is -- what's
the relationship between Magnum and Simrex? O if
there's --

MS. ST. PIERRE: So Simrex Energy Co.

underwent a nanme change into Coterra Energy Operating
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Co., and then Magnum Hunter is a subsidiary

of

Coterra. So the green is the Perm an entities, and the

blue is the Coterra entities.

MR. CHANG. Got it. Thanks for confirm ng.

Thank you. Anybody el se? Okay. | think this

W t ness

may be excused. Thank you very nuch. Looking at the

time now, | believe we are due for the afternoon

break, so | will see you all in 3:15. Thanks so nuch.

We are in recess.

(Recess was taken.)

MR. CHANG. COkay. Noting the time, | guess
we'll go back on the record and call the neeting back
to order. There was a -- one of the conmm ssioners had
guestions for Coterra witness, Ms. Fry. | don't know

if she's currently avail able, or we could cone back to

her .

VR. ZI| MSKY: Yes, M. Chair. She's online,

and she's avail abl e.

MR. CHANG Geat. In that case, |

MS. FRY: | "' m here.

f we could

MR. ZI MSKY: So, pursuant to M. Chair's

request, | call Ms. Stacey Fry as a wtness.

MR. CHANG Great. Thank you so nmuch for

joining us, or rejoining us. I'Il turn it over to
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Comm ssi oner Thonpson.

COW SSI ONER THOWMPSON:  Thank you. | ki nd of
wanted to clarify some questions | had around the
communi cati on between the Third Dawn and the Wl f canp.
| was | ooking for the exhibit. I don't knowif you
could direct ne back to -- that you presented.

MS. FRY: What exhibit are you referring to?

COW SSI ONER THOMPSON:  So, | guess ny
question revolves around -- you said there's no --
there's comruni cati on between the Third Dawn and the
Wbl f camp? There's no barrier?

MS. FRY: Correct.

COWM SSI ONER THOMPSON:  So | guess the
guestion | had is, has Coterra done any kind of
traci ng? Run any tracers?

MS. FRY: W have not. We haven't had an

I nstance where we jolt both a Wolfcanp well and a

Third stand well. So, no.
COW SSI ONER THOMPSON: Okay. And if -- just
now, | got you, if you could clarify one nore tine,

where are you guys receiving the evidence for the
conmuni cati on?

M5. FRY: So we are assum ng that because
there is no frack battle between the Third Sand and

Wol f canp sands, and because of the close proximty,
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the Third Sand lies on top of the Wl fcanp sand, so
there's no separation, or there's no docking between
the two formations, we're assum ng that hydrocarbons
are able to flow across the Wl fcanp Third Sand
boundary.

COW SSI ONER THOMPSON:  Thank you. No further
guestions?

MR. CHANG | saw a flurry of activity in the
hearing room but nobody has any further follow up for
t his?

MR. SAVAGE: Wuld it be appropriate to
redirect on that?

MR. CHANG It's a fairly limted question,
so I'"ll limt you to that scope of the question, sure.

REDI RECT EXAM NATI ON

BY MR SAVAGE:

Q So Ms. Fry, at the original hearing, the
Di vision | ooked at all of the geol ogical evidence,
both Perm an Resources evidence and Coterra's
geol ogi cal evidence. Is that correct? Do you agree
with that?

A Yes.

Q Ckay. And based on that total review and
eval uation, what did the Division find?

A | can quote themdirectly. On the top
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of the exhibit, Bl4, they found that the |ands
proposed for drilling by both parties |acked natural
barriers that woul d provi de conmuni cati on bet ween the
Third Gulf Stream Sand and the Wl fcanp, thereby
creating a single reservoir or common source of supply
| ocated predom nantly in the Third Bone Stream Sand.

Q Ckay. And that was part of an adverse
decision to both parties. Do you agree with that?

A Yes.

Q And no party objected to that or appeal ed
that as an order or protested. Do you agree?

A | agree.

MR. SAVAGE: Okay. No nore questions.

MR. CHANG  Thank you very nuch. Comm ssi oner
Thonpson, did you have any other followups for this
particul ar w tness?

COW SSI ONER THOMPSON: No furt her
guestions. Thank you.

MR. CHANG. Thank you. Thank you again for
joining us and appreciate your tinme, M. Fry. Thank
you. Well, if I"mcorrect, it's nowtine -- unless
sonmebody wants to advise ne otherwise, | believe it's
Perm an' s openi ng.

MR. RANKI N:  Thank you very nuch, Chair

Chang, Comm ssion nenbers, Conm ssioner Thonmpson. My
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It please the Conm ssion, the matter before you in
this proceeding involves conpeting conpul sory pooling
appl i cati ons and devel opnent plans offered by Coterra
on the one hand and Perm an on the other. In review ng
the factors adopted by the Conmm ssion and the Division
to eval uate conpeting conpul sory pooling cases. Seven
factors of differing inportance are wei ghed.
The two npst -- the nobst inportant consideration in
awar di ng operations to conpeting interest owners is
geol ogic evidence as it relates to well |ocation and
recovery. Thank you. Sorry, one nmonent. OF oil and gas
and associated risk. And that the orders there are
cited for that |anguage.

The second nost inportant factor is mneral
i nterest ownership control. Under the Comm ssion and
Di vi sion precedent, these factors together are nore
than sufficient to prevail in a contested conpul sory
pooling case. And both factors here definitively favor
Perm an over Coterra, as you'll see. First, as to
geol ogi ¢ evidence, Perm an now has definitive proof
fromits inmmediately offsetting production that its
proposed vertically staggered, stacked w ne rack
pattern of co-devel opnent is necessary to prevent
wast e and protect crowded rights here, especially

where there is ownership depth severance in the m ddle
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of the wol fbone pool.

Thi s approach is necessary to fully produce,
wi t hout waste, both the basal Third Bone Spring and
the Wol fcanp XYA intervals of the new wol f bone pool.
It's al so necessary to fully protect the crowded
rights of all owners in the wol fbone pool where there
is an ownership depth severance, neaning that the
ownership is not uniformacross the vertical extent of
the pool. There's a difference in ownership in the
Third Bone Spring, and there's a difference in the
ownership in the Wl fcanp XYA i medi ately bel ow, which
Il will review nonentarily.

Co- devel opnent of both targets in the
wol f bone pool substantially outperforns Coterra's
proposed single bench devel opnent over a sustained
period, reflecting production of substanti al
I ncremental reserves that woul d otherwi se remain
stranded, as you'll hear from our geol ogi sts and our
reservoir engineer. Those additional reserves
translate into a market increase in production and
val ue all ocated on a surface acreage basis on the
| eft-hand side of this exhibit comng forward
al l ocated on a surface acreage basis to each owner in
both the bone spring and Wbl fcanp formations,

according to the statutory requirenent.
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Conpared to Coterra's plan on the right-hand
side of this exhibit that you'll hear about, that wll
not drain all reserves and allocates | ess than all
production -- | apologize. | asked -- | told Darin
was going to give hima copy of this, and | negl ected
to do it. | apologize. Those additional reserves
translate into a marked increase in production and
val ue all ocated on a surface acreage basis to each
owner in both the bone spring and Wl fcanp formations,
according to the statutory requirenment. Conpared to
Coterra's plan on the right-hand side of this exhibit
that will not drain all reserves and allocates |ess
t han 100 percent of production to owners in each
portion of the pool, approxinmately 70 percent to the
bone spring and 30 percent to the Wl fcanp.

Now, that inpairs owners on both sides of the
dept h severance. Not only does Coterra's plan not
al l ocate 100 percent of production to each owner,
substantially inmpairing their coral rights, but they
are going to be allocating far | ess production with
their single bench devel opnent because they're | osing
the benefit of co-devel opnent. That denonstrably
results in inpairnment of coral rights and substanti al
wast e.

So not only does Coterra's proposed
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all ocation plan directly violate the statutory
requirement to all ocate production on a surface
acreage basis, but the evidence that they put forward
does not justify using sonething different, |et alone
support their method. It is just not necessary in this
I nstance. There are rare instances, one that |I'm aware
of , when an alternative forrmula m ght be necessary,
but that is not this case. |In addition, Coterra's
proposed all ocation nethod excludes about 42 percent
of the fee height pore space attributable to the
Wbl fcamp A interval, even though Coterra asserts that
their plan will target and devel op the entire Wl fbone
Pool . That exclusion results in a substantially |arger
share of production being allocated to Third Bone
Spring owners and would result in substantial harmto
VWl f canp owners, who woul d be deprived of their share
of production fromthe pool overall.

Now this is especially true when the
all ocation nethod is denonstrably not reliable. W
heard this norning about three -- four different
met hodol ogi es, all providing a different answer. Sure,
the variation in percentage is slight in sone cases up
to 14 percent, but in ternms of volumes and nunbers and
dollars, it's seven figures. Now, they also did not

propose an alternative allocation nethod in their

Page 194

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

applications as they are required to do. Now that's a
flaw, but it's just another reason to deny their
appl i cati on.

Second, as to working interest ownership
control, this factor now substantially weighs in favor
of Perm an. Perm an has been doing the | egwork since
the hearing under -- at the Division. They want to be
t he operator, they have a better plan, they have now
obt ai ned the support. At the Division |evel, the
difference in ownership ranged between 2 percent or 16
percent between Coterra and Perm an. So the Division
did not consider ownership control to be a substanti al
factor. Now however, after substantial production data
has been obtained fromPerm an's offsetting
devel opnent anal ogous, it confirnms that the benefits
of Perm an's plan over Coterra's plan, the ownership
control has now heavily swung in favor of Perm an.

Overall, between the two formations, Perm an
now has 68 percent working interest control, and 77
percent -- in the Bone Spring, and 77 percent in the
Wol f canp, conpared to about 31 percent on average in
t he Bone Spring and 23 percent on average in the
Wbl fcamp for Coterra. That's a substantial difference.
Now t hat shift in ownership concludes -- control

I ncl udes nunerous working interest owners who were
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ei ther previously neutral, those who had previously
preferred to wait out the dispute to see who
ultimately prevailed, and those who had previously
supported Coterra, but have now switched all egi ances.

I ncl uded in the owners who now strongly
support Perm an are W banks Reserve Corporation,
Warren Associ ates, Moore & Shelton, Hog Partnership,
Marks O |, Javelina Partners, and Zorro Partners, and
the related Hudson famly interests. Their letters of
support all say that Perm an's devel opnent plan for
t he Bone Spring and Wbl fcanp formations will, quote,
best protect rights and prevent waste. The signed
| etter fromJavelina -- and that's true for no matter
what their ownership differences are between the Bone
Spring and Wol fcanp. As you heard from Coterra's
Wit nesses, there are differences between the two, and
the fol ks that have signed up and support Perm an have
both situations. Some cases owning nore in the Bone
Spring and sone cases owning nore in the Wl fcanp.

The signed letter from Javelina Partners and
Zorro say that despite having supported Coterra
previously and after careful consideration, they
are now -- they now believe that the best path forward
is through Perm an's operatorship. They now further

have commtted their working interest to Perm an
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devel opnent plan through -- by executing a joint
operating agreenment along with other -- nunerous other
wor king interest owners. So in addition to these two
primary factors, the five other factors include
conparison of risk, review of good faith negotiations,
ability of each party to prudently operate and prevent
waste, differences in well cost estimates, and ot her
operational costs, and then a surface factor that sort
of is a grouping of environnental and surface issues.
Each additional factor in this instance
supports Perman. As to risk, the Division found in
Its order that failing to devel op the Wl fcanp could -
- simultaneously with the Bone Spring, could risk
| eaving incremental reserves in the ground. And so
that factor, as you'll hear today, favors Perm an.
Good faith negotiation, this factor favors neither
party. Both undertook extensive efforts to reach
agreement with other working interest owners and
t hensel ves. That's a wash. Prudent operations, while
bot h conpani es have a | ong history of active
devel opment and both are very well respected in their
fields, only Perm an has undertaken the effort, tine,
and expense in this acreage to conduct a resource
assessnment with pilot holes, core studies, and other

scientific analyses, including production tests at

Page 197

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



© 00 N oo o0 b~ wWw N P

N N N N NN P P P P P P PP PR
o A W N B O © 00 N O O b~ wWw N +—» O

different well patterns and spacings, inmedi ately
offsetting all of which support their infornmed
concl usi on that co-devel opnent at this acreage and
spacing i s appropriate and necessary.

Perm an al so has the necessary infrastructure
and takeaway capacity to drill these wells beginning
this year. As to AFE costs, on a per target interval
basis, Perman's well costs are approximtely 11
percent |lower than Coterra's, which is a substanti al
difference on the scale of this project. And Perm an's

overhead rates are about 20 percent cheaper than

Coterra's. 10,000 well operating, and 1000 -- |I'm
sorry, 10,000 well drilling and 1,000 well operating,
as opposed to 12,000 well drilling and 1,200 wel

operating. So that factor favors Perm an.

Finally, there's the surface factor. Both of
them are very well respected and do a very good job at
their -- in their -- on this aspect of their
operations. However, in this instance, Perm an wl|
di sturb about 31 acres of surface for its devel opnent
because it has existing facilities in place, conpared
to about 34 for Coterra's plan, a reduction of surface
di sturbance of about 9 percent. Now, in addition,
Perm an has 99 percent gas capture rate and a

denonstrated commtnent to recycling water, reusing
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recycled water, and habitat protection. This factor
margi nally favors Perm an. But even setting aside
t hese factors, the Commi ssion nust ensure that the
w nni ng plan should be the one that best
protects corelative rights and prevents waste. And as
bet ween corel ative rights and waste, the Mexico
Suprenme Court has nmde clear that the prevention of
waste i s paranount.

Perm an has the plan that does all those
things. And in desperation now, Coterra is making a
claimthat Perman's plan will result in economc
waste and a taking. Coterra cannot nmake out a takings
cl ai m because they cannot affirmatively denonstrate
that their correlative rights have been inpaired or
will be inpaired. They have made no show ng t hat
Permian's plan is going to prevent them from obtai ni ng
their share of production because they have not showed
that the total reserves -- what the total reserves are
in the pool, or what proportion of those total
reserves their proportionate share should be, as the
| aw requires. They have made assunpti ons and proposed
a proxy, but they have not connected the dots to show
that that's going to be an inpairnment.

They rely, instead, on this fee HEIT or

porosity HEIT, but they provided no evidence in their
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case in chief that fee HEIT is a valid or accurate
means to predict oil production. It was Coterra's
burden to do so and they haven't done it. They al so
can't show i npairnment of correlative rights unless

t hey can prove that they're going to be denied the
opportunity to obtain their fair share of production
fromthese space units. But they can't even nake that
showi ng because their proposed devel opnent plan and
all ocation are going to result in |less production and
revenue for each owner in the Bone Spring and
Wbl f canp, including thensel ves, as conpared to

Perm an's plan, as denonstrated by the offsetting
producti on.

Coterra also can't make a show ng, as they
woul d be required to do, that the value of their
ownership interest has been substantially elimnated
under Perm an's plan when the offsetting production
denonstrates that Perm an's plan will outperform
Coterra in their single bench approach. So finally,
Coterra fails to denonstrate that Perman's plan wll
result in econom c waste, and they nake no econom c
showi ng for the conpeting Bone Spring devel opnents.
Their only econom c evidence relates to the Wl fbone
Pool , and even the Wbl fbone Pool analysis fails when

every well proposed by Perman is going to be shown to
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be substantially econom c, as you'll see.

Now, as outlined in our pre-hearing
statenent, Coterra's |legal argunents and the cases and
authorities that they rely on sinply do not support
their theory that the Conmm ssion has broad discretion
to alter the statutorily mandated all ocati on fornmul a
requi red under conpul sory pooling cases. The Division
and Conm ssion have been allocating production to
undi vided mneral interests in nunmerous conpul sory
pool tracts, based on the surface acreage all ocation
under the statute for decades, including horizontally
-- horizontal wells in non-uniformownership. That's
been going on for at | east a decade. W ask the
Comm ssion to affirm therefore, the Division's order,
deny Coterra's conpeting applications, and approve
Perm an's, and make Perm an the operator of this
acreage and its proposed wells. Thank you.

MR. CHANG  Thank you very mnuch.

MR. RANKIN. Thank you, M. Chair. W have -
- 1'dlike to call our first witness, M. Mark Hadjik

MR. CHANG Pl ease proceed. My apol ogi es,
sir. Could | have your nane agai n?

MR. HADJI K:  Mark Hadjik, (inaudible).

MR. CHANG  Thank you.

VWHEREUPON,

Page 201

Veritext Lega Solutions

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




© 00 N oo o0 b~ wWw N P

N N N N NN P P P P P P PP PR
o A W N B O © 00 N O O b~ wWw N +—» O

MARK HADJI K,
call ed as a witness, and having been duly sworn to
tell the truth, the whole truth, and nothing but the
truth, was exam ned and testified as foll ows:

MR. CHANG  Thank you. Your w tness.

MR. RANKIN: Thank you, M. Chair. My | have
a two-mnute break? It could be on ny time for that
two mnutes. | just need to get ny notes. | apol ogi ze.

MR. CHANG  That's just fine.

MR. RANKI N: Ckay. Thank you.

MR. CHANG We'll take a brief recess.

(Recess was taken.)

MR. CHANG  Okay. Back on record. Qut of
recess.

MR. CHANG  Thank you very nuch. M. Chair,
before we resune with our first witness, it cane to ny
attention that | failed to nove into adm ssion Perm an
Resources Cross Exhibit No. 1, which is the notice
I ssued by the Division on July 12, 2024, that | use
for cross-exam nation of Coterra's |land w tness, and |
would like to do so now.

MR. CHANG. W thout objection, it's all
ordered. It's admtted.

(PERM AN Cross Exhibit 1 was admtted into

evi dence.)
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MR. RANKIN:. Thank you. We'll mark it and
then submt it to the file for the record.

MR. CHANG  Thank you.

UNI DENTI FI ED SPEAKER: And |I'm sorry, before
we begin -- oh, the witness need to turn on his
m crophone. There we go.

MR. CHANG It's good. You're good.

MR. RANKIN: Thank you.

DI RECT EXAM NATI ON

BY MR. RANKI N:

Q M. Hadjik, will you please explain -- state
by whom you' re enpl oyed and in what capacity?

A " m enpl oyed by Perm an Resources as a seni or
staff | and man.

Q And would you pl ease, for the benefit of the
court reporter, spell your |ast name?

A Hadji k, H-A-J-D-I-K

Q COkay. Have you previously testified before
the Division or Comm ssion?

A Yes, | have.

Q And have you had your credentials as an
expert in petroleumland matters accepted as a matter
of record?

A  Yes, they have.

Q And, in fact, is your resune attached as
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exhibit, | think it's CL.
A Yes, it is.
Q OCkay. O rather C. Are you famliar with the
applications filed in these consolidated cases?
A Yes, | am
Q And you're famliar with the status of the
| ands and the ownership interests in the subject area?
A Yes.

MR. RANKIN: At this tinme, we' ve stipul ated
to this, but | would like to recognize M. Hadjik as
an expert witness in petroleum|and matters.

BY MR. RANKI N

Q M. Hadjik, if you would, just at a high
| evel, explain what it is that Perm an is asking for
in its conpeting applications.

A Perm an is seeking to pool the working
I nterest owners of Sections 4, 5, 8 and 9 as to the
Bone Spring and Wol fcanp formations to have its
initial wells, or have its proposed wells identified
as initial wells, and have Perm an Resources be the
mai n operator of those wells.

Q And how many total wells is Perm an Resources
proposing to initially dedicate through these
applications, to the entire project area?

A  Across both units, we've proposed 48 wells
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across five intervals.

Q Are the draft Cl102 well plans for each of
Perm an's proposed wells contained in your exhibit C1?

A Yes.

Q WII these need to be potentially updated to
reflect the correct pools, based on the Division's
final determ nation of the pool designations?

A Yes, they may need sone (i naudible).

Q Now, I'"'mgoing to share ny screen, and |I'm
going to refer you to what's been marked as your
exhibit C2. And if you would -- referring to this
exhi bit, just give us a quick overview of the current
status. Explain the relationship between
Read & Stevens and Perm an Resources, and |let us know
what has occurred over the |ast few years in order to
prepare for drilling these wells.

A So Perm an Resources has several sub-
entities. Perm an Resources operating LLC is our
operating arm which will be the operator of the
wells. It's a bonded New Mexico operator. Read &
Stevens and First Century, anong several other
entities, are owned entities of Perm an Resources.
Those parties -- several of those parties still remain
entitled as those entities, as wholly unsubsidiaries.

Stepping to the background of devel opnent preparations
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out here, we have -- we are positioned to start
devel opnent as early as later this year, upon if an
order was issued nam ng Perm an as operator. W
currently have about half of the APDs in hand waiting
on APlIs fromthe NMOCD, and we expect the bal ance of
the APDs within the com ng weeks. Earlier this
year, we -- all the potash nmanors have been resol ved.
A portion of the Joker unit traverses the potash
boundary line. Al devel opnment areas and drill islands
are approved at this tinme. Since the initial hearing,
we' ve been -- we've updated our title as necessary,
and provided suppl enental AFVs due to the duration of
time, just to provide sone context to the owners of
where the costs have gone in the intervening two
years.

Q Now, your next slide here, Exhibit C3, just
give us an orientation. Wiere are the project areas
| ocated and how it sits relative to Perm an's ot her
of fsetting devel opnent ?

A The bl ack pop-out box is generally what we
call our Jewett Prospect. This is located in
nort heastern Lee County. As | nentioned, the stair-
step box crosses across the Joker unit, which that is
t he potash boundary |ine. The adjacent yell ow shadi ng

I's a depiction of our acreage position in the
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| mredi ate area, as well as the green |lines, depicting

well's that we have recently or are actively drilling.
The drill islands | referenced are kind of hard to see
are notated there in green as approved drill islands.
Purpl e ones, | believe, are pending. As you can see on

t he Joker, that one's green and approved.

Q Anything further on this slide?

A No.

Q Slide -- Exhibit C4. Wal k through the slide
and give us just an overview of how Perm an's 48
well's, proposed initial wells here, fit into its
devel opnent plan, and just wal k us through the Joker
on the one hand and the Bane on the other.

A This is a cross-sectional view of the wells
that we proposed initially. The dotted |ines exhibit
the spacing units, the 40-acre bl ock spacing units,
from an aerial perspective, otherwise called swm
| anes. Wthin this cross-section, you can see the
wol f bone pool that has been discussed. It shows it
falling above the Third Bone Spring and into the
Wol fcanmp formation. Wthin that wol fbone pool, you
have t he ownership depth severance falling at the
orange |i ne.

Q And so, just to be clear, the ownership of

the mddle interests above that orange line within the
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red box, which is the wol fbone pool, is different than
bel ow that orange line in the red box; correct?

A Correct. The depth severance, working
I nterest depth severance, falls at the base of the
Bone Spring Formation, at the top of the Wbl fcanmp
formati on, and above that orange |ine and bel ow t hat
orange line are two separate sets of ownership.

Q Just at a high level, explain the consequence
of that as it relates to the statutory requirenent to
al l ocate production on a surface acreage basis.

A The pools thensel ves do not affect working
Interest title. They sinply designate where the wells
are to be assigned from based on their production
characteristics. The title itself dictates how the
parties are to be paid.

Q And so, in order to allocate on a pure
surface acreage basis, the ownership has to be
uniform |s that accurate?

A Correct.

Q Ckay. And because it's not accurate, it's not
possible to do so in the wol fbone pool; correct?

A Correct. You have to pay according to the
i nterest at the depths they're assigned.

Q So that leads us to the next slide here, and

| want to wal k through this next slide. And if you
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woul d just explain the difference -- what different

el ements are we seeing here, and explain how the
consequence of that inforns how Pernmi an chose to
separately pool or force pool different spacing units
here in the Joker and Bane area.

A As | nentioned in the previous slide, each of
t hese spacing units or swimlanes now has, as you can
see here, effectively three different depth spacing
units. Depth spacing unit one enconpasses the wells
that will be assigned to the upper bone spring pool.
Depth spacing unit two includes wells that are going
to be drilled within the Bone Spring Formati on but
assigned to the upper portion of the wol fbone pool.
And depth spacing unit three includes wells that are
within the Wl fcanmp formation but will be assigned to
the | ower portion of the wolfbone pool.

Q | think you used the termsw m | anes, and
that woul d be each quarter section indicated here by
t he dashed lines; correct?

A Correct.

Q Soif I"'mlooking at the Joker and |'m goi ng
fromwest to east, | see one, two, three, four swm
| anes, is that correct?

A Yes, four swi ml anes.

Q And then, explain how many spacing units wll
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Perm an have for each swmlane for each -- for both
t he Joker and the Bane?

A Each unit will have four swimlanes, and then
wthin each swmlane will be four -- I"msorry, three
spacing units. So there will be 12 spacing units per
uni t.

Q OCkay. So just using the furthest western
spacing unit for the Joker, for exanple, there will be
one spacing unit that is the equivalent of depth
spaci ng unit nunmber one, which would be the bone
spring pool; correct?

A Correct.

Q And then you'll have one spacing unit for the
upper wol fbone pool, which would be the Third Bone
Spring in the wol fbone pool; correct?

A Yes.

Q And the reason for that is so that you can
maintain -- partly, so you can nmaintain uniform
ownership in that spacing unit?

A Yes, so we can correctly attribute the
ownership to the respective parties.

Q Now, your colleagues are going to tal k about

ot her aspects, not specific to spacing units, but

we'll get to that in a nmonment. Now -- and then
finally, in that same swim |l ane, you'll have a | ower
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wol f bone pool spacing unit, which is conprised of the
Wl f canp; correct?
A Yes.

Q And again, all ownership interests in that

spacing unit will be uniform correct?
A Yes.
Q Okay. Now, and the sane will be replicated

across this acreage for both the Joker and Bane;
correct?

A Yes, the sane will be applied across all the
acr eage.

Q Very good. Now, just so it's clear,
and others -- and others -- your coll eagues w |
testify to this, but what's Perm an's plan for
drilling wells in the wol fbone pool? In other words,
what's the plan to do so timng-wi se for both the
Third Bone Spring and the Wl fcanp portion of the
wol f bone pool ?

A They will be co-devel oped sinultaneously.

Q And what's the effect of that, in terns of
how production is going to be allocated to the owners
in the wol fbone pool ?

A The -- well, the ownership will be attributed
based on their title ownership at the depth that they

own at, and then our technical folks will speak to the
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production and how that will fairly conpensate the
parties.

Q Now, inthis instance, will 100 percent of
the -- let's use the exanple in the far west, the 131H
well, which is the upper wol fbone pool. WII 100
percent of production fromthat well be attributable
to the working interest owners in that spacing unit?

A Correct. We will not be applying any dilutive
formul as.

Q And at the same tinme that well is producing,
will 100 percent of the production in the 20H
I mmedi ately below it be attributable to the working
I nterest owners in the |lower portion of the wol fbone
pool ?

A Correct.

Q Okay. And the sane will be replicated across
the entire product area; correct?

A Yes.

Q OCkay. Are you famliar with, and have you
reviewed the pre-hearing statenment filed by Perm an
Resources in this case?

A  Yes, | have.

Q And have you seen the description of each of
the 24 spacing units init?

A Yes, | have.
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Q And do you agree that those are an accurate
representation of Perman's plan to develop this
acreage and assign these wells to individual spacing
units?

A Yes.

Q And is there, also, a revised conpul sory
pooling checklist for each of the spacing units
described in the pre-hearing statenent?

A Yes, there is.

Q And those are marked as Exhibit -- | believe
they're Exhibit B? Let nme double -- | can double-
check that. They're a part -- |I'll double-check in a

noment, but they're one of the exhibits attached to
t he hearing packet; correct?

A Yes, they are.

Q OCkay. I'Il confirmin a nonent whether
they're -- they're marked as Exhibit A | believe, I'm
sorry. The conpul sory pooling checklist are marked as
Exhibit A is that correct?

A Yes.

Q Okay. Now the effect of the creation of this
wol f bone pool is that the existing bone spring and
wol f camp Di vi si on desi gnated pools have shifted. Is
t hat your understandi ng?

A Yes, | understand --
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Q Just a high level -- just explain how they
shifted.

A My understanding is that the wol fbone
pool. The original bone spring pool was shifted upward
in the -- above the top of the Third Bone Spring, and
the existing Wil fcanp Pool was shifted down to the
bottom of the wol fcanp XYA, and then this wol fbone
pool -- special wol fbone pool was inserted in between
the two existing pools.

Q And the new wol f bone pool is conprised of
what interval s?

A The lower third bone, --or sorry, no. The
Third Bone Spring Formation and the upper wol fcanp
XYA.

Q Nowjust to be clear, not -- have any of the
wells that Perm an proposed in its initial
applications, okay? The applications heard at the
Di vision. Are any of those wells being changed,
dropped, nodified, altered in any way?

A This is our original proposal.

Q And Perman intends to drill all these wells

under any tinelines in any given order?

A Correct.
Q OCkay. And the applications are -- let ne
correct nmy statenent, | believe, the applications

Page 214

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

filed in these cases originally, they're nmarked as
exhibit Ain this exhibit packet; correct?

A Yes.

Q And then the conpul sory pooling checkli st
woul d be marked as exhibit B; correct?

A Yes.

Q Okay. Now the only thing changing here, in
this circunstance, as a result of what happened at the
Division, is that there's now -- is the pool, the pool
desi gnati ons have changed; right?

Yes.

Q Oherw se, your devel opnent plan has not
changed at all?

A The wol fbone -- the creation of the wol fbone
pool has not affected our devel opnent pl an.

Q And your technical guides will explain, to
sone extent, why that's the case; right? Because this
doesn't change anything about -- anything that they
want to do; correct?

A Correct.

Q Now, referring to the next exhibit, C6,
expl ai n what you understand as Coterra's devel opnment
pl an, based on its well proposals that you received,
and nowits initial wells that were identified on the

applications filed with the Division.
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A This cross-section identifies the originally
proposed Coterra wells, and then the -- within the
green boxes, it is ny understanding that those are the
wells that are being filed for initial wells within
their applications, with the 300 series wells being
the ones colored in red, being Third Bone Spring wells
which will be assigned to the special wolfbone pool
and the single 200 series wells notated in yell ow,
those will be assigned to the upper bone spring pool.

Q Ckay. And now, because they -- as you -- tell
me, is your understanding that Coterra has no initial
wells in any applications for the -- for about 75
percent of the project area. |Is that right?

A Correct. | don't see any initial wells filed
for the three of the four upper-bone spring pool.

Q Now, you were present for Ms. St. Pierre's
testi nony today?

A Yes, | was.

Q And did you hear her testify that their plan
will be to develop -- co-develop the -- and al so Ms.
Fry's testinony that their plan is to co-devel op the
| ower second bone spring with an upper second bone
spring set of wells. Did you hear that testinony?

A Yes, | did.

Q Now, do you also have a famliarity with the
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Division's infill well rule?

A Yes.

Q Is it your understanding that the Division's
infill well rule requires operators to first conplete
initial wells that were authorized under conpul sive
pooling order before they can even propose an infill
wel | under the order?

A That is ny understanding of the rule.

Q Does that make it inpossible to co-devel op
the second bone spring for Coterra where they don't
have any initial wells for the 75 percent of their
proposed acreage?

A Correct. | don't -- fromny perspective,
don't see any way for themto propose wells in the
western three-quarters of the acreage --

Q Yeah.

A -- of the bone spring pool.

Q Because they have no initial wells, then they

can't do an infill well until they've at | east
conpleted an initial well; right?
A Yes.

Q Okay. Now this one, |I think we can go through
these rather quickly. We tal ked about the swi m | anes.
These next three slides, if you would, just at a high

| evel , explain what these show.
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A So on the next three slides, the left graphic
will just provide an aerial overview of the federal
| eases that are being pooled within this acreage. The
ri ght graphics outline the swmlanes for each one. In
this particular exhibit, the swimlanes depicted are
for the upper bone spring pool wells, which will be
assigned within -- excuse me, which will be drilled
w thin the Bone Spring Formation.

Q And then you've got your next one here
exhi bit C7B. What does this show?

A These are Third Bone Spring wells, which wll
be drilled within the Bone Spring Formation, but
assigned to the upper portion of the Wl fbone Pool.

Q Okay. And the last set here is the next one
in Cr7C.

A These are the Wol fcanp formation wells, which
wll be assigned to the |ower portion of the Wl fbone
Pool .

Q Okay. Now, this next exhibit, exhibit C8A,
does it identify the working interest owners that
Perm an seeks to pool for the Bane devel opnent?

A Yes, the yell ow shaded parties identify the
parties that have not signed the JOA or are not owned
by Perm an Resources, and we seek to force pool.

Q So you've divided this up on the left for
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t hose owners in the bone spring portion of this Bane
acreage, and then on the right-hand side, those owners
in the Wbl fcanp portion; correct?

A Correct.

Q Okay. So the bone spring portion would apply
to the space units in the bone spring pool, as well as
the Third Bone Spring portion of the whole bone pool;
correct?

A Yes, those are the -- the bone spring owners
are depth spacing units 1 and 2, and the Wl fcanp
applies the depth spacing 3, if you refer back to the
cross-section slide.

Q Yeah, here?

A Yes.

Q So the left-hand side of that exhibit is the
owners fromthe top down to the ownership depth
severance |ine?

A Correct.

Q And then below that is the Wl fcanmp owners;
correct?

A Yes.

Q Okay. So, next slide here is the sane but for
the owners in the Joker devel opnent; correct?

A Yes, correct. Sanme col or shadi ng applies,

just for the other portion of the acreage.
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Q Okay. And then, exhibit C9, are these the
overriding royalty interest owners that Perm an seeks
to pool ?

A Yes, as applied to all of the acreage.

Q So for all cases?

A  Yeah.

Q Exhibit C10, are these the record title
owners in yellow that Perm an seeks to pool ?

A Yes, these are the BLM | essees of record.

Q Nowin addition to the -- identifying the
owners, you've al so prepared extensive anal ysis and
slides show ng what the ownership interest actually
I's, correct?

A Correct.

Q Okay. So this next series of slides relates
to the Joker -- owner -- Joker devel opnent, C11.
Explain, if you would, this first slide, and wal k us
t hrough the ownership for the bone spring and then the
Wl f canp.

A So this slide depicts the as-pool ed working
I nterest of the owners, based on formations being the
| eft set of columns being the Bone Spring Formation,
the right being depth spacing units 1 and 2. The right
set of colums will be the Wbl fcanp formati on being

depth spacing unit 3. The color coding here is that
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the green parties either support or are owned by
Perm an and the red parties are owned by Coterra. And
then the lines at the bottom provide the support by
swi mlane of parties that either signed Perm an
resources JOA or have issued letters of support in
favor of Perm an resources as the operator.

Q So just to be clear, as | understand it, if
" mlooking at the top where the colum are -- the
colum headers are, you have west F, west F, so that
woul d be the far western swmlane for the Joker
devel opnent; correct?

A Yes.

Q And that ownership interest would apply to
your bone spring pool and then the Third Bone Spring
portion of the Wl fbone Pool; correct?

A Correct.

Q And that's true for all these colums for the
bone spring in the joker; correct?

A Correct.

Q And then on the right-hand side it would be
the interest just for the Wil fcanp portion of the
Wbl f bone Pool; correct?

A Correct.

Q OCkay. And if you would, just point out there

are differences in the ownership between these two
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formations; correct?

A Correct. The bol ded parties -- the bol ded
text indicates parties that have variances within the
-- across the depth severance |ine.

Q And the interest here you're showing is
I nterest based on the | easehold interest; correct?

A Yes. Based on county title | easehol d.

Q And that neans basically what they actually
own in this acreage; correct?

A Yes. It's the |ease.

Q The -- okay. Now, if I flip to the next
slide, explain what this slide shows as part of your
exhi bit C11.

A This just provides a track by track basis
across the two sections, with the sane col or coding
and text building as the previous slide.

Q So rather than doing it on a spacing basis,
you're showi ng it on each separately owned tract
within the joker acreage?

A Correct. And this one applies to the Bone
Spring Formati on.

Q And then the next one applies to the
Wol f canp?

A Yes.

Q OCkay. So then that's all the tracks. And now
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you' ve got another series of slides here, these
I nverted par charts. Explain if you would what these
are intended to represent.

A This chart is intended to give a visual of
the -- as pooled interest to give -- to show the depth
wor ki ng i nterest variance across the depth line. And,
for exanple, you know, we can go back to the Magnhum
Hunt er exanpl e where they have 26 percent in the bone
spring and 13 percent in the Wl fcanp. The parties
that have this depth severance variation are
hi ghlighted in red, the red bars. Parties that are
equal across the depth severance line are notated in
bl ue.

Q So just using this one as an exanple in this
particul ar instance, Read & Stevens which is this
| arge bar here in the bone spring portion, has
approxi mately what? 36 percent interest in the bone
spring?

A Yes.

Q And then approximtely 41, you know, al nost
42 percent in the Wl fcanp; correct?

A Correct.

Q So in this particular instance, Read &
Stevens has a larger interest in the Wil fcanp than the

bone spring; right?
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A Yes, in this one.

Q So under Coterrara's proposal, what's your
under st andi ng of how Coterra plans to allocate
producti on here?

A MW understandi ng, based on their 70-30
formul a, Read & Stevens would receive a
di sproportionately smaller portion of the production.

Q So they would get 70 percent of production
for their interest in the bone spring, but down here
where they have a larger interest, they'd only get 30
percent in the Wl fcanp; correct?

A Correct.

Q And that -- what's your view as a |and man,
how woul d that affect Read & Stevens' interest in that
acreage?

A That doesn't -- ny viewis not a prudent way
to calculate and capture the working interest of the
parties.

Q Is your -- do you have an opinion about how
that inpacts correlative rights?

A It negatively affects correlative rights,
because the parties aren't adequately conpensated for
t heir ownership.

Q Uh-huh. In other words, it's not the

ownership, the allocation they're getting doesn't

Page 224

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

match. It's a portion of what their actual ownership
interest is in that portion of the formation; correct?

A Correct.

Q Okay. So if | go through these next series of
slides, it's the sane repeat for each swmlane. Is
that correct?

A Yes.

Q So you've got tract ownership, and then
you' ve got the inverted bar chart for each sw m | ane
showi ng the differences in ownership; correct?

A Correct.

Q Okay. So | don't think we need to spend tine
on it, but I just want to flip through and that's what
this shows as well as the support, in every instance
favors Perman, is that right?

A Correct, overwhel m ng support for Perm an.

Q Now the last slide of this Cl1l shows a
sunmary slide, if you would just review what this
I ndi cat es.

A These pie charts indicate that Perm an has
27-61 percent nore support within their respective
formations. |If you look at the pie charts on the
right, on average in the Chokerbone Spring, Perm an
controls 63 percent of the working interest, conpared

to Coterra's 35 percent. And if you nove down to the
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Wol f canp, Perm an Resources controls 80 percent of the
working interest to Coterra's 20 percent.

Q And in every instance where you indicate
support, you have a letter of support for a party who
has signed a JOA?

A Correct.

Q Ckay. Now noving to Cl2, this is the sane
series of slides, but for the Bane ownership; correct?

A Yes.

Q Okay. And essentially any variations or
differences that you want to point out here, or -

- other than the ownership interest in sone of the
owners, is it otherwi se the same as what you just
presented on the Joker?

A Yes, the color coding and the format is
i dentical to the Joker.

Q Sointhis first slide, ownership by |ane and
ownership by tract for both the Bone Spring and
Wbl f canp, and then you go through these inverted bar
charts to show ownership graphically in each
formation; right?

A Correct.

Q And as we get to the end here, if you would
just give us a sunmary of the ownership and the

wor ki ng interest control for the Bane in this acreage.
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A  Well, within the Bane unit, Perm an Resources
has on average 48 percent nore worKking interest
support being 74 percent to Coterra's 26 percent.

Q Now - -

A Sorry, that's across both formations.

Q Got it. Now Exhibit Cl13, is a -- is this a
copy of a sanple of a well proposal letter that was
sent out to all working interest owners by Perm an
under -- prior to the Division case?

A Correct.

Q And does this Exhibit C13 include the
original AFVs and the updated AFVs that Perm an sent
out as of Septenmber 20257

A Yes, it does.

Q And are those updated costs reflected,
consi stent with what operators have incurred for doing
simlar horizontal wells in the area?

A Yes, to ny know edge.

Q Wat is, if you can recall, the range of
costs for Perman's wells across the five benches on a
per well basis?

A It's roughly 8.2 to 8.9 mllion.

Q Do you have a recollection of how that
conpares to Coterra's updated AFV costs?

A It's on average about 11 percent. Perm an's
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I s about 11 percent cheaper than Coterra's AFVs.

Q Now, how about overhead and adm nistrative
costs while drilling these wells and while producing?
What is Perm an proposing here?

A Perm an's requested 1,000 nonthly and 10, 000
while drilling, which is about 20 percent |ess than
Coterra's request ed.

Q VWhat's Coterra requesting?

A 1,200 nonthly and 12,000 while drilling.

Q Now, are these costs that you're proposing
simlar to what other operators are charging for in
t he area?

A Yes, fromwhat |'ve seen.

Q And after sending these well proposal
|l etters, did Perm an take additional efforts to reach
agreenment with owners?

A Yes, we worked extensively with the owners
over the |ast couple of years.

Q OCkay. I"'mhaving to swtch ny PDFs here. Hold
on one nonent. |Is Exhibit Cl4 a copy of your
chronol ogy of contacts reflecting your efforts to
reach voluntary agreenent?

A Yes, it is.

Q And do those efforts continue fromthe time

of the underlying hearing of the Division to the
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present ?

A Yes.

Q What was the ultinmate effect of -- and
there's several pages here reflecting the continued
efforts to reach agreenent and the agreenents you have
reached as recently as Septenber 10th of this year;
correct?

A Correct.

Q And then your slide Cl15, what does this
refl ect here as to the culmnation of those efforts to
reach agreenent?

A This is a visual of the efforts we put into
get these wells ready to be devel oped i mmedi ately. As
we wor ked on getting parties to sign JOAs and i ssue
| etters of support, you can see support for
Coterra has dropped fromroughly or slightly above
half to around 30 percent or |ess, and our support has
clinbed on average to north of 60 percent.

Q Next slide here is slide -- or Exhibit C6 --
sorry, Cl6. Are these copies of the letters of support
fromworking interest earners that were originally
provi ded at the Division?

A Yes, they are.

Q Have any of those parties retracted their

support?
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A Not to nmy know edge.

Q Is C1l7 a copy of the letters received in
support of Perm an's work since the order was issued
by the Division?

A Correct. Several parties have either issued
new | etters or reaffirmed their support.

Q And this first one here is Wrld Banks
Reserve Corporation?

A Yes.

Q And what's the basis, as you understand from
this letter, that they' ve indicated support for
Perm an?

A They are in favor of our devel opnment plan, as
they feel that that gives them maxi num value for their
acreage and for their ownership.

Q I'Il direct you to the specific |anguage
here. | think they go on to say, I'll quote, Wrld
Banks considers the OCD s interpretation and issuance
of the order as the correct decision and correct
devel opnent plan for the respective bone spring and
Wbl fcanp formations to best protect wildlife rights
and prevent waste. Did | read that correctly?

A Correct, you did.

Q OCkay. And as | flip through, there's another

email here fromWarren, who was indicating support;
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correct?

A
Q

Yes, he did.

And then following is Lauren Shelton, who has

I ndi cated support for simlar reasons; correct?

A
Q

Correct.

And then we've got Hog Partnership, recently

submtting a |etter of support to you as of Septenber

for simlar reasons; correct?

A
Q

Correct.

And then you've got Mark's G I, who's also,

as of this Septenber, submtted a |l etter of support

for the same reasons; correct?

A
Q

Part ners

Yes.
And then this is from Javeli na

and Zorro. These are the Hudson famly

interests. And this was issued previous to this

heari ng,
i ndi cate
A

but they indicate here -- what do they
here as a reason for their support?

They saw t he permanent resources plan of

devel opnent was the best path forward for the co-

devel opnment -- or the devel opnent of the bone spring

and Wol f canp formati ons.

Q

To your -- and they went on and signed the

JOA; correct?

A

Correct. Since the -- yes, either right
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before or right after this letter, they signed the
JOA.

Q Now, to your know edge, have any of the
wor ki ng i nterest owners who have indicated support
w t hdrawn t hat support?

A No.

Q As tothe JOA -- oh, this was Highland -- I'm
sorry, | m ssed one. H ghland Energy Conpany, they
al so indicated support as of this nonth; correct?

A Correct.

Q Okay. Now, the next exhibit here is the JOA
t hat you've got folks to commt to. If you would, just
tell us, if you can recall, which parties have now
i ndicated or commtted their interest to the JOA?

A The -- several of the Hudson famly entities,
whi ch are Javelino and Zorro and sonme other assorted
subsidiaries of their entity have signed the JOA, as
wel | as Marks, W/ banks, and Chall enge Recruit have
al so signed the JOA.

Q And in each instance, these fol ks who have
now ei ther have signed this JOA were either neutral
bef ore or supported Coterra. Is that correct?

A Correct. Well, a couple of them had issued
| etters of support, but they noved to sign the JOA

recently, within the | ast few weeks. And then ot her
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parties, such as Javelino and Zorro, previously issued
| etters of support for Perm an. | nean, sorry,
Cot err a.

Q Referring to Exhibit C20, if you would just
explain what this -- oh, sorry, | skipped one. Exhibit
C19. Does Perm an propose any changes to the standard
pooling | anguage in an order that m ght issue?

A Correct. At the -- prior to the initial
heari ng, Perm an proposed a nodification to the well
proposal process of the pooling orders.

Q And if you would just give us kind of a high
-- was that proposed nodification adopted by the
Di vision when it issued its order?

A Yes, it was included in the order granting
Perm an i nsurance operatorship.

Q And does Perm an seek the same reaffirnmation
of that nodification in any order the conm ssion
| ssues in favor of Perm an?

A Yes, Perm an would be requested to be pulled
forward into an order that names Perni an operator.

Q If you would, just give us an understanding -
- a high-level understanding of what this nodification
I s and woul d do.

A Under a typical pooling order, you -- upon

| ssuance, the operator has the ability to i mediately
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bal l ot and pre-bill the parties. Qur proposal is to
nodi fy that, to limt that proposal and pre-bil
option to no nore than 60 days prior to actual
commencenent of drilling.

Q So the gist is, you know, say, if you didn't
have this provision in place, and you were awarded
operatorship, Perm an could issue AFEs for all 48
wells at one tine and require an operator to pay its
proportionate share in advance, even though Perm an
may not drill a well until the 364th day of the
deadl i ne of the order; correct?

A Correct.

Q So, they -- you'd have to give up their
noney, and you'd have to sit on it for 364 days before
maki ng use of it; correct? People don't |ike that, do
t hey?

A No, they don't.

Q So, in order to aneliorate that potenti al
| npact, you're proposing this nodification to require
or limt your ability to issue the AFE in an el ection
to only 60 days before you're actually going to start
drilling the well; correct?

A Correct.

Q Okay. Now, just a question though, are you

aware of whether this was -- did any of the working

Page 234

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

I nterest owners that support you or sign your JOA
request this? Was this a consideration or concern for
t hen?

A None of the parties supporting us expressed
this as a concern. | believe this was probably derived
from Coterra's concerns.

Q Ckay. So none of the parties who signed or
support you actually have indicated any concern about
well costs or the tinmeframe?

A No, they have not.

Q Now, in the exhibit packet there's also
Exhibit G Does that contain affidavits with attached
| etters providing notice of the Division hearing to
the parties that you seek to pool in those cases?

A Yes.

Q And those are tinely sent by certified mail?

A Yes.

Q And it was to all known and valid addresses
of record?

A Correct.

Q And those -- does Exhibit Hin the packet
contain an affidavit publication for each case
provi di ng notice of the Division hearing to the
parties?

A Yes.
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Q By nanme?

A  Yeah.

Q And actually, was -- notice was accepted by
t he Di vision below as being appropriate neeting all

t he requirenents?

A Correct.
Q Ckay.
MR. RANKIN: At this time M. Chair, | would

nove the adm ssion of Exhibits A, B, and C and all of
the attachnments to Exhibit C as well as Exhibit G and
H.
MR. CHANG. Hearing no objection, so
adm tted.
(PERM AN Exhibit A, B, C, G and H were
admtted into evidence.)
MR. RANKIN: Thank you. At this tinme, M.
Hearing O ficer, | have no further questions of the
wi tness. | make them avail able for cross-exam nation.
MR. CHANG M. Savage, your w tness.
MR. SAVAGE: Yes, thank you.
CROSS- EXAM NATI ON
BY MR SAVAGE:
Q Good afternoon, M. Hadjik. Thank you for
your tinme and consideration to answer ny questions. |f

you do not understand the question or do not hear the
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guestion, please do not hesitate to ask nme to repeat
the question. M. Hadjik, in your original
applications you pulled the bone spring in one set of
applications and you pulled the Wl fcanp in the other
set of applications. Is that correct?

A | believe so.

Q And at the time that you filed the
applications, those spacing units were based on the
two pools that had been classified by the Division. A
Wbl f canp pool and a bone spring pool. Is that correct?

A |"msorry, | couldn't hear you.

Q So, at the tinme that you filed those
applications, those spacing units that you descri bed
in the application, they were based on the Wl fcanp
being classified as a separate pool and the bone
spring al so being classified as a separate pool.

MR. RANKIN: Objection. The applications do
not refer to pools, they refer to formations.

MR. SAVAGE: Ckay, |I'Il rephrase the
guesti on.
BY MR, SAVAGE:

Q At the tinme you filed your applications,
pooling the formations, had the Division, at that tinme
classified two pools, one being one that covered the

Wol f canp, that being the Wil fcanp Pool, and the other
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bei ng the bone spring pool?

A | believe so.

Q Now, are you aware of the Division finding in
the first order that was issued, and this is R23089,
about the Wolfcanmp wells with shared production wth
the Third Bone Spring?

A \Wiich order? | don't have the order nunber.

Q It's the first order that was issued that
resulted in the creation of the Wl fbone Pool. Are you
aware at all of that particular order?

A I'mfamliar with the creation of the
Wl f bone Pool .

Q Okay. Wuld you agree that the creation, that
one of the findings that notivated the creation of the
Wbl f bone Pool was that the well drilled in the upper
Wl f canmp with shared production of both the Third Bone
Spring and the upper Wl fcanp?

A " mnot a geologist, so | can't opine to
t hat .

Q Well, so you're not famliar with the OCD s
findi ng?

A | don't have the verbiage in front of ne.

Q Have you heard -- did you listen to the
previous testinmony? The |and nman's testinony from

Coterra?
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A 1 did.

Q OCkay. Did she nention that that was a finding
by the Division?

A Yeah, | believe she did.

Q Okay. So you're aware, at |east, of that
particular finding. So I want to pull up the ownership
exhi bit that you discussed with M. Rankin. That's
page 168 on Perm an Resources exhibits. |Is that the
first part, M. Rankin? | think this is it. Okay. So
M. Rankin said that Read & Stevens, because it owns
41 percent in the Wolfcanp, that it's credible right
to be inpaired. Do you agree with that?

A Yes.

Q And you seemto confirmthat as well. And
t hat was based on the reduction of the 41 percent by
30 percent. Do you agree with that? The all ocati on
point Coterra is using allocates an allocation factor

of 30 percent for the upper Wl fcanp. Do you agree

with that?
A Yes.
Q Okay. | can repeat that if you want.
A | think I understood that.

Q OCkay. So you're saying that because Read &
St evens owns 41 percent -- 42 percent in the upper

Wol f canp, that because of that allocation factor of 30
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percent reducing that, that they would get a reduction
in the production that they're entitled to?

A Correct. Based on the statute.

Q Okay. So based on the finding that the
Di vision determ ned that the upper wolf bone wells
that Perm an Resource is going to be drilling, that
it's going to be extracting production fromthe Third
Bone Spring. Based on that finding, Coterra -- there's
going to be a certain percentage of the production
that's going to come fromthe Third Bone Spring. Do
you agree with that?

A " mnot a reservoir engineer.

Q Okay. So let's take a hypothetical. Let's
assunme that Coterra's geol ogist is correct, and that
the OCD findings are correct, and the OCD fi ndi ngs
i ncl ude not only the sharing of production, but that
the reservoir, the common source of supply is | ocated
predom nantly in the Third Bone Spring. So let's
assunme as a hypothetical that those are correct
assunmptions. And let's assunme that Coterra's geol ogy
I's correct, and that the upper Wl fcamp wells w |
produce 70 percent fromthe Third Bone Spring and 30
percent fromthe upper Wl fcanp, okay? Do you
understand the prem se -- hypothetical prem se of this

question? The facts invol ved?
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A "1l say | understand it, I'mnot going to
consent to any agreenent.

Q So, based on that hypothetical, that well
bore in the upper Wl fcanp, the production in there is
going to have -- would you agree that it would have 70
percent of production fromthe Third Bone Spring and
30 percent production fromthe upper Wl fcam?

A | believe you're stepping into an engi neering
situation, | don't quite -- | can't opine to that.

Q Okay. If that is the case, okay? Then
woul dn't it be true that Read & Stevens is only
entitled to the 30 percent of production that cones
fromthe upper Wl fcanp, because they only own -- wel
they own -- because they own in the upper
Wbl f canp. They own in the upper Wl fcanp, so they're
entitled to production fromthe upper Wl fcanp;
correct?

A Parties are entitled to production based on
their title ownership.

Q And the title ownership shows that they own
I n the upper Wol fcanp, is that correct?

A Correct.

Q Ckay, so they own in the upper Wl fcanp, and
they're entitled -- therefore you agree that they're

entitled to whatever the upper Wl fcanp produces?
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A I --

Q \Whatever that well bore produces?

A We don't believe the allocation fornula is
necessary.

Q Okay, that's not the question. So, |I'm
sayi ng, whatever production that well bore produces
fromthe upper Wl fcanp, Read & Stevens is entitled to
that, would you agree with that?

A Re-ask the question, |'ve lost you.

Q Okay, a well is drilled in the upper
Wbl fcanp, it's going to produce fromthe upper
Wol f canp, whatever it produces, whatever that
production is in that well bore fromthe upper
Wol f canp, Read & Stevens is entitled to that
producti on.

A Herman's proposing to co-devel op the two
Intervals, so I'mnot really sure what you're asking.

Q Okay. So, let's put it this way, if a well
bore has production, and 30 percent -- okay, let's
say, if a well bore has production, and the production
i's 100 barrels of oil, and 30 of those barrels cone
fromthe upper Wl fcanp, and 70 of those barrels cone
fromthe Third Bone Spring, wouldn't Read & Stevens be
entitled only to 41 percent of those 30 barrel s?

A | don't agree with that based on the
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statutory | anguage of allocating production on a
surface acreage basis.

Q So, based on that, you're saying that the
statutory | anguage woul d all ow Read & Stevens to claim
ownership in the 70 barrels that come fromthe Third
Bone Spring?

A W don't find that there's an allocation
formul a necessary because our plan is to co-devel op
it, which our technical guys would speak to.

Q Ckay, so that didn't answer the question.

"1l repeat it again. Are you saying that the
statutory | anguage all ows an owner, who's entitled
only to 41 percent of 30 barrels that come fromthe
upper Wolfcanp to claimownership of the 70 barrels
that conme fromthe -- or part of the 70 barrels that
cone fromthe Third Bone Spring?

MR. RANKIN: Objection, | believe this is an
i nconpl ete hypothetical. | think that the w tness
woul d need to know nore information to be able to
answer it, and | think he's asking hi mabout
engi neering i ssues and questions w thout giving him
enough information to fornulate an opinion based on
this hypothetical .

MR. CHANG. Wuld you like to el aborate? O -
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MR. SAVAGE: Well, so | would say that I'm
bracketing the engi neering or whatever geol ogical data
or engineering data |I'm bracketing, and |I'm sayi ng
take that, we're going to assune that the geol ogi st
and the engi neer are correct, and the geol ogi st and
the engineer, they say that if you drill a well in the
upper Wol fcanp, that in 100 barrels, to nake it
sinmple, 100 barrels are being produced, that based on
t he geol ogy engi neering, 30 of those barrels are going
to -- in that well bore, are going to cone fromthe
upper Wl fcanp, and 70 barrels in that well bore are
going to cone fromthe Third Bone Spring. So all |I'm
asking him so after once that's bracketed and
established, |I'm asking the witness, based on his
under st andi ng of ownership and that Read & Stevens
owns, 41 percent in the upper Wl fcanp, and that's it.
Woul d you apply that 41 percent only to the anpunt
that's being produced fromthe upper Wl fcanp? | think
that's an appropriate question because it focuses on
the | andman aspect of the total devel opnment.

MR. CHANG. Ms. Vance, is the form of that
questi on accept abl e?

M5. VANCE: | don't believe so. I'll let ny
col | eague here chinme in.

MR. RANKIN: | apol ogize for ny absence. |
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think that the issue | have, is that what M. Savage
is doing is he's trying to force the witness to agree
with his theory of the case w thout providing
sufficient underlying facts that woul d be necessary to
agree or disagree with his hypothetical.

MR. CHANG Objection is noted. | wll allow
this for now W'Il|l see where this goes, but |l
allowit for now
BY MR SAVAGE:

Q M. Hadjik, did you understand the question?
Can you answer it or do | need to repeat the question?

A | think you m ght need to repeat it.

Q Okay. W're going to take as facts, certain
facts that are going to determ ne what these owners
are going to be able to claimto own, okay? And the
facts are, nunmber one, the OCD s finding that the
upper Wol fcanmp well bore drilled in the upper Wl fcanp
I's going to produce fromthe Third Bone Spring, some
part fromthe Third Bone Spring, okay? So, we're going
to assunme that that part is a hypothetical, that the
part that it produces fromthe Third Bone Spring is 70
percent of the production of that well bore cones from
the Third Bone Spring, and 30 percent of the
production in that well bore conmes fromthe upper

Wl f canp. Okay. Once we have that, we know what the

Page 245

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

production is inside that well bore; right? Do you
agree with that?

A Yes.

Q Okay, so hypotheticals. So, once you have
t hat, you know what the production is inside that wel
bore, okay? So, if we assunme that that well bore
produces 100 barrels of oil, okay? Based on those
percent ages, 30 of those barrels cone fromthe upper
Wol f canp. Woul d you agree that Read & Stevens, 41
percent of ownership in the upper Wl fcanp, entitles
themonly to 41 percent of those 30 barrels that cone
fromthe upper Wl fcanp?

A | would not -- | nean, in ny experience, |'ve
only seen prudent operators apply the surface acreage
basis al |l ocati on.

Q Thank you.

MR. SAVAGE: | want to go on, M. Chair.
BY MR. SAVAGE

Q You said in your testinony that you read and
reviewed Coterra's pre-hearing statenent. |Is that
correct?

A Yes.

Q OCkay, so in that pre-hearing statenment, it
mentions a concurrent case at the OCD | evel that

I nvol ves the creation of a wol fbone pool, simlar to
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what we're dealing with in this case. So, are you
famliar with that? Okay. So, would it -- okay, are
you aware of anything going on with those particul ar
cases? Those are cases 23295 and 2285? They are not
Perm an Resources cases, but they -- the orders were
| ssued to denying those applications. And asking for
the creation of a wol fbone pool, the same as our
present case. Are you famliar with the application?
MR. RANKIN: Objection. Qutside the scope of direct.

MR. CHANG  Repeat the question for ne.

MR. SAVAGE: Ckay. |I'm not sure -- so,
basically, the start is that he, during his testinony,
admtted to reading the pre-hearing statenent.

MR. RANKIN: He read and revi ewed
the Perm an pre-hearing statenent.

MR. CHANG  Just repeat the question.

MR. SAVAGE: Ckay. So, first of all, | asked
him is it correct that he reviewed and read the pre-
heari ng statement? Ckay? The pre-hearing statenent,
and he said yes, and he said that yes in the
testinony. The pre-hearing statenent presents the
allocation forrmula and explains it, and he said that
he was not famliar with the allocation formula. So, |
want to go down this |ine of questioning tal king about

sonme of the procedural matters that have affected what
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we're -- the issues we're dealing with today.

MR. CHANG (lnaudible). That's a fair
question. The pre-hearing statenent was from Perm an.
He did not open the door.

MR. SAVAGE: |'Il withdraw that question. Let
me approach it froma different angle, if you don't
m nd.

MR. RANKIN: | appreciate it.

MR. SAVAGE: Thank you, M. Chair. Apol ogize
for the confusion.

BY MR SAVAGE:

Q So, are you famliar with that --
so, during direct, you tal ked about that -- Coterra's
appl i cati ons now, because of the creation of the wolf
bone, do not have the same spacing and pooling
di nensions that they did previously; right? Is that
correct?

A Yes.

Q So, for exanple, for those applications that
we drilled, that we proposed only in the Third Bone
Spring, because of the expansion of the Wl fbone Pool
wth a different code that goes up to cover that Third
Bone Spring, anything above that in the upper bone
spring is no longer contained in that unit that was in

the application; correct? You went through that whole
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thing where -- and that was tal king about how you

woul dn't be able to sinultaneously drill all our upper
bone spring wells because of that what you would view
as a defect. Do you agree with that?

A Correct.

Q OCkay. So, are you aware that during the
proceedings that led to this hearing, that after the
creation of the wolf bone, Coterra was concerned about
effects that the creation of the wolf bone woul d have
on the original applications, and that they requested
the Division the opportunity to update its pooling
applications, include the allocation formula, and
update its closing argunent. Are you famliar -- are
you aware of that?

A | never saw anything supplenentally filed by
Cot err a.

Q So you're not aware then that Perm an
Resour ces opposed that request?

A | don't have that record in front of nme, so |
don't know.

Q Okay. Are you -- you've talked -- you know
about the statute, the pooling statute. You know about
infill wells and the rules and statutes that govern
them Are you aware of the powers of the conm ssion

and Division, in regard to their authority and
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jurisdiction? Do you have a sense -- would it surprise
you that the conmm ssion has the authority to do

what ever may be necessary to protect correlative

ri ghts and prevent waste?

A | don't know what the question is.

Q Are you aware that the comm ssion and
Di vi sion has the authority to do whatever may be
necessary to prevent waste and protect correlative
rights?

A |"'mnot famliar with their authorities.

Q So, let's assune a couple of things. Let's
assunme that the conm ssion, under the statute, has the
authority to do whatever nmay be necessary to prevent
wast e and protect correlative rights. Let's assune
that Coterra was not allowed, was denied the
opportunity to update its pooling applications, okay?
So, and then let's assune that now the conpeting
devel opnent plans presented to the conm ssi on both
arguing that they are superior plans because both
arguing that they protect correlative rights and
prevent waste better than the other. So let's assune
that the comm ssion decides that the Coterra' s plan is
superior in that it protects correlative rights
better, and it prevents waste better. Let's just

assune that. They may rule for Perm an Resources. But
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we don't know who they're going to rule for, but let's
assunme that they decide in the end that the Coterra
devel opnent plan protects correlative rights and
prevents waste and Perm an Resources does not. Because
t he comm ssion has the obligation under the Gl and
Gas Act to prevent waste and protect correlative
rights, if they have the authority to do what is
necessary to prevent waste and correlative rights, do
you not think that they would have the authority to
allow the Coterra to reformits applications in order
to inplenment a plan that prevents correlative rights -
- that prevents waste and protects correlative rights?

MR. RANKIN: | think he's asking for
a | egal conclusion about what the | egal authority is,
and the extent of the legal authority of the
conm ssion, which | don't think is appropriate for
this witness, and it's also, | think, outside the
scope of direction.

MR CHANG | will admt that | had trouble
followi ng that question, but it seemed to lean in that
direction. So if you'd like to rephrase or ask the
guestion again.

MR. SAVAGE: So it's prem sed on that M.
Hadj i k has sonme | egal expertise or |egal know edge

that he's able to opine on the | egal consequences of
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this pooling statute, okay? He works with the
conm ssion on a Divisional and regular basis. | would
t hi nk he has sone sense of the scope of authority and
jurisdiction. So, you know, the question is prem sed
on that if you assune that what it says in the statute
Is true, that the conmm ssion has the authority to do
what ever is necessary to prevent waste and protect
correlative rights, if you nake that assunption, say
an attorney told himyes, that's the case, then if the
comm ssi on chooses a plan because it does protect
correlative rights and prevent waste, the OCC should
be able to -- I"'masking himif the OCC should be able
to exercise that provision in the statute the sane way
he clains that the OCC w ||l mandate and exercise the
provision in the pooling statute. Because he is
claimng that there is a mandate and a provision in
the pooling statute that underm nes our devel opnent
plan. That's basically it.

MR. CHANG  Counsel, would you like to weigh

MR. CHANDLER: So | think the witness has
expressed what his limtations are, and so if the
Wi tness in hearing the question says this is sonething
within ny limts or without ny limts, let's -- |et

the witness take this one.
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MR. HADJIK: | don't have the |legal --
the expertise to opine on what the OCC can and cannot
do.

MR. SAVAGE: Fair enough. 1'll nove on from
t hat question.

BY MR SAVAGE:
Q Have you reviewed Duterte's |and exhibits?
A Yes, | reviewed them On.

MR. SAVAGE: ©Oh no, it turned off. |I'm going
to swtch over to -- actually, let's go to -- | don't
know if this exhibit -- if yours is in your Part 1 or
not. No, it's not. Okay. So, |I'mgoing to pull up your
part 2. I'msorry, M. Chair. I'mgoing to have to go
in and see if | have that open in ny conputer, so |
can --

MR. CHANG  Take your tine.

MR. SAVAGE: Ckay. That exhibit, M. Rankin,
t hat showed sone tineline of advanci ng comruni cati ons
and it's page 451. Is that in Part 3?

MR. RANKI N: No, it should be Part 2. Cl14,
which is the first exhibit in Part 2.

MR. SAVAGE: So, | have --

MR. RANKIN:. ©Oh no, sorry. It's not the first
exhibit, but it's Part 2.

MR. SAVAGE: (I naudi ble) nunber 2.
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MR. RANKIN: It's PDF page 109 of Part 2.

MR. SAVAGE: So | have Part 2. Part 2 starts
with --

MR. RANKIN: Yeah, it's PDF page 109 at that,
and it's page 449 of the pagi nated page nunbers.

MR. SAVAGE: |'msorry, repeat the PDF
nunber, pl ease.

MR. RANKIN: Yeah, it's 109.

MR. SAVAGE: 1009.

MR. RANKI N:  Uh- huh.

MR. SAVAGE: Okay, |'msorry. Okay, | got
it. Al right, so l'"mgoing to pull this. There we go.
Let me pull that up. Okay, good. Very good. Okay.
BY MR SAVAGE

Q So, M. Hadjik, are you famliar -- you saw
the I andman's, Coterra's |andman's exhibits that
showed the ownership at the various stages of the
proceedi ngs. So do you agree that at the tinme of
the hearing -- the original hearing, that Coterra
controlled the majority interest in the Bonespring and
the Wbl fcanp, control -- had support for that?
A Are we tal king about the original hearing two

years ago?

Q 2023.
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A  Yeah, | was not part of that, but | don't
believe there was a dispute to that.

Q Ckay, and so do you agree that Coterra
basi cal |y mai ntai ned that support in the Bonespring?
There was sone attrition in the Wl fcanp, but they
were basically neck and neck up until the final order
was i ssued? Does that sound |like a fair assessnent?

A | don't know the exact withdrawals. | wasn't
privy to the conversations with Coterra and the
| andowners.

Q Ckay. So now, you know, obviously a |ot of
support has switched, and it |ooks like -- do you
agree that this occurred around the tinme of the
| ssuance of the final order?

A W' ve had a nunber of things occur over the
| ast year.

Q Do you know when the final order was issued?

A It's noving. | can't see it now.

Q Wuld you be surprised if it was issued at

the sanme tine as April 1st on your tineline?
(I naudi bl e) .
A Yeah, | believe it's the --
Q kay.
A -- issuance of the order.
Q So, Coterra's |and man showed t hat ownership
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-- Coterra maintained ownership up until -- majority
ownership in the Bonespring and neck and neck with
Perm an Resources, up until the issuance of this order
on April 1st. Does that sound fair, like a fair
statenent, based on what she --

A Based on what she said, yes.

Q So, wuld it be fair to say that Coterra --
so, okay. So, |ooking at your tineline of events,
| ooking at April and Septenmber, a |ot of stuff in
Septenber, would you agree that Perm an Resources had
a sudden surge of support after the final order was
| ssued?

A  Wat's the --

Q You said that -- | believe during your
testinmony you said you had -- | don't think you used

t he word surge.

A | would say there's been a shift in the
parties.

Q | ncr ease.

A  That does not -- | don't know what else to

say.
Q Okay. Well, would you agree that the nunber

of those letters that you sent and that were

referenced are very recent? We're | ooking at Septenber

5th, Septenber 9th, Septenber 10th. Wuld you agree
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that they're very recent?

A | woul d, yes.

Q OCkay. And did you informthe owners of the
final pulling order?

A Yes, they're aware. They're very nuch aware,
and they're aware that the de novo proceedi ng was
com ng.

Q Okay. And how did -- did you informthem by
|l etters? Did you send themletters? Did you send them
phone calls? Did you have neetings in person?

A We had all of the above.

Q Al of the above. Okay. So you actually cane
into your office and you sat down with then?

A | think vice versa. | think parties from our
team went out to them

Q \went out to themand net with them Okay. Are
you aware that Coterra filed a notion to stay in this
case and Perm an Resources filed a response to that
noti on?

A Yes.

Q Okay, so you're not the notion to stay
because that would put things on hold. Do you agree?

A | understand that, yes.

Q OCkay. So are you aware that Travis, the

previous land man -- you're aware that he was the
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previous | and man who wor ked on the devel opnent
progr antf?

A Yes.

Q Okay. So, are you aware that the previous
| and man stated in the public affidavit, in Perm an
Resources' response that Coterra's devel opnent plan
vi ol ates the mandates of the Ol and Gas Act, and
therefore inpairs correlative rights?

A If that's the record, then yes.

Q And that's what you're saying; correct?

A Yes.

Q So it would be consistent with what he woul d
have said in his affidavit. Ckay. So, were you
i nvol ved in any of the comrunications and negoti ations
with the owners listed in your tineline?

A Yes, | was.

Q And you talked to them on the phone and you
met with themin person and you sent letters, is that
correct?

A Most of my comruni cati on has been either
t el ephonic or email.

Q Okay. So during your conmmunications with
owners, did you ever tell the owners that they should
support Perm an Resources' plan because Coterra's plan

violates the G| and Gas Act, and violates -- or said
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that it violates the pooling statutes?

A | "' m not sure.

Q During your conmunications -- tel ephonic
communi cati ons or other communications wth the
owners, did you ever tell the owners that they should
support Perm an Resources because Coterra's plan
violates the G| and Gas Act, or have you ever said it
vi ol ates the pooling statutes?

A We discussed the repercussions of -- the
| npacts of what an allocation fornmula dilution would
cause to them

Q D d you ever say that the allocation fornula
-- did you ever say that Coterra's plan violates the
Ol and Gas Act and viol ates the pooling statutes?

A | don't renenber specifics of the
conversati ons.

Q Did you ever hear any of the other |and nman,
ei ther colleagues or -- that you're working with, tel
owners that Coterra's plan violates the Ol and Gas
Act, or violates the pooling statutes during their
communi cations and negoti ations? Like, for exanple,
were you in a neeting? Did you ever hear them say
t hat ?

A | can't speculate to what other parties said.

Q Were you present when --
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A | wasn't present for any of that.

Q You never heard if that in person? Ckay. Do
you think that if a and man made that statenent as
the previous |land man did to an owner, do you think
t he owner would be nore likely or less likely to

support the conpeting plan, Coterra's plan?

A | can't speculate to what soneone el se said.
Q No, | did not say that. | said it as a
hypot hetical. If a land man did tell owners that

Coterra's plan violates the I aw and the owner believed
the |l and man's statenent, do you think the owner would
be nore likely or less likely to support the conpeting
pl an?

A | don't believe I have enough facts to --

Q That's a hypothetical. Do you believe
there's (crosstal k) ?

A | don't think there's enough detail there to
opi ne on what a hypothetical |and owner may or may not
do.

Q Ckay. If sonmeone told you that you believed
that a plan -- a devel opnent plan violated the
|l aw, and -- would you be nore likely or less likely to
i nvest in that plan?

A These are sophisticated owners and can nake

t heir own deci sions.
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Q | asked you if you were told that by --

A | would -- hypothetically, | would assess the
facts and nake a decision. | wouldn't just take
soneone's word for it.

Q Okay. Fair enough. Wuld you agree that an
initial order issued by the State carries a high
degree of authority when an owner reads it?

A | don't know. There's varying degrees of
reactions to things | don't know what an owner may or
may not do.

Q OCkay. So, but you did tell owners that you
had official order in hand, which is true. You had
of ficial order in hand.

A These parties have been very well apprised of
t he proceedi ngs over the last --

Q Do you think that that woul d be persuasive to
gai n owner support?

A | think it's persuasive that they signed JOAs
and sinmultaneously issued letters of support for our
devel opnent pl an.

Q Could you think that that played a factor in

t he persuasion to sign those?

A | think that the fact that they're signing as
recently as |last week is -- when they knew this was --
the matters were still pending shows that they're
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cogni zant of making their own decisions on the best
devel opnent pl an.

Q Ckay. Sone -- on the final pooling order, it
states that PR has to commence drilling of all of its
wells in one year. Do you agree with that?

A | do.

Q OCkay. And even if you get a tinme extension,

PR still has to drill all of its wells. It plans to
drill all of its 48 wells.
A | don't understand the question.
Q Regardless of whether they drill it within
t he one year or whether they drill it based on a tine
extension, they still are going to drill the 48 wells.
A Yes, we're going to drill the wells -- the

proposed wells, within the time constraints in an
order issued.

Q Are you famliar with the Batman Wells
Devel opment Pl an?

A To alimted extent, yes.

Q \Were you involved in that particul ar hearing?

A | was not.

Q Sointhe Batman, isn't it true that Pern an
Resources presented to the OCD that four wells were
needed in the Third Bone Spring and four wells were

needed in the Upper Wl fcanp Formation to
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protect correlative rights and prevent waste in the
uni ts?

A | don't have those devel opnent proposals and
orders in front of ne.

Q Does a standard application state that the
wells are necessary to prevent -- that the wells wll
protect correlative rights, prevent waste, and avoid
t he unnecessary drilling of wells?

A | don't understand your question.

Q Are you famliar with the standard
application that's filed with the OCD?

A To an extent. | don't have the verbiage
menori zed.

Q Okay. But you do -- but in those
applications, they did propose four wells for the
Third Bone Spring and four wells for the Upper
Wbl fcamp. Simlat -- same kind of spacing that you're
proposi ng for the Bane and Joker in the present
heari ng.

A Is that a statenent or a question?

Q Do you agree that when you opposed the --
when you applied for the pooling and you proposed the
Bat man devel opnent plan, that you proposed four wells
in the Third Bone Spring and four wells in the Upper
VoI f canmp?
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A | didn't handle those, so if you say that it
Is, then | guess we could, |ike, speculate that it's
probably correct.

Q Okay. Have you ever told an owner that
Perm an Resources didn't -- even though it proposed a
number of wells, didn't have to drill all the wells
t hat proposed in the devel opnment plan, that had -

- only had to drill a few of themor one to hold the
spacing unit. Have you ever told up an owner that?

A Not that |I'm aware of.

Q Have you ever heard another |and man that you
worked with tell an owner that the Perm an Resources
didn't have to, or didn't plan to drill all the wells
that it proposed drilled and devel opnent pl an
presented to the oil conservation Division?

A | have not been a part of those
conversations.

Q \When an owner receives a point order, they
met -- well, how would you agree that avail abl e
options are, nmke an election to participate, go non-
consent, and don't elect to participate, or sign the
JOA. Whuld you agree that those are the nmain options.

A No, | would not.

Q \What are the options?

A | mean there's an array of options. | nean
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you can sell your interest you can farmit out. | nean
there's an unlimted options of for the owners besides
basi ¢ participation.

Q Okay, but if an owner decided to subject its
Interest to the pulling order, is there a significant
penalty associated with going on consent for going for
goi ng on consent.

A | would say it's a reason industry standard
t hat every reasonably reasonabl e operator has within
their JOAs and pulling statute.

Q So what is the penalty? Do you know?

A The 200 percent was penalty.

Q So do you -- would it be fair to say that an
owner woul d be highly notivated to either nake an
el ection or sign a JOAto protect their interest?

A | don't really understand the question.

Q Wuld you

- if the owner received a pooling
order in hand, and they had an interest, do you think
that they would be notivated to either make an

el ection or sign a JOAto protect their interest?

A Well | nmean, if they're subject to the order,
they have to either nake an el ection or choose in one
of the other nultitude of options too.

Q Ckay. So, when an owner makes an el ection or

signs a JOA under an order, does PR list that owner as
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supporting its plan?

A Not in this case.

Q The -- you don't list owners that have signed
a JOA and say -- and have pointed out --

A  Wit, I'msorry. | didn't -- restate the
guesti on.

Q Ckay.

A First repeat it, | didn't hear you.

Q So, when an owner makes an el ection or signs

a JOA under an order, does Perm an Resources |ist that

owner as supporting its plan?

A Not -- in this case, the parties we have

notated as supporting us there's either signed a JOA,

or issued a letter of support.

Q OCkay, so if they sign the JOA you consi der

t hem supporting the plan?

A Yes, the contractual bounds of current

resources, the operator.

Q So would you -- would an owner sign a JOA

just as a contingent option, as a protective JOA?

A | have never, in ny career --
Q Ckay.
A -- discuss protective JOA, if that was the
statenent, or the phrase you used.
Q So, if the owner signs a JOA, and that -- and
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then the devel opnment plan is selected -- so let's say,
the owner has signed a JOA with Perm an Resources, and
t he Comm ssion awards operatorship to Perm an
Resources. That generally woul d becone effective. Do
you agree with that? It would beconme a binding
contract.

A The JOA is separate fromthe pooling
pr oceedi ngs.

Q Right. As a Perm an Resources as an operator,
when they develop the -- when they inplenent their
pl an under the pooling order, sonebody who has signed
a JOA, they would operate under the JOA; correct? Not

t he pooling order.

A  Yeah, when -- if the well is comenced, and
the party is subject to -- the parties are subject to
a JOA, then that would not -- that would apply instead

of a pooling order.

Q Okay, So if the Comm ssion granted an
operatorship to Coterra, and they got the pooling
order what happens to the JOA that the owner signed
with Perm an Resources?

A It's not a fact pattern |I've dealt with
previously.

Q I'msorry, what?

A It's not a fact pattern |I've dealt with
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previously.

Q Is the JOA binding or not binding, at that
poi nt ?

A Wll, they're currently, contractually bound
in Perm an, so.

Q But if Coterra becones the operatorship, does
that not invalidate the terns of the JOA that it's
signed with Perm an Resources?

A Seens |ike a question of law that |' m not
equi pped to answer.

Q You deal with the business side of the
devel opnent pl an?

A | don't deal with the contractual | egal
di sputes of New Mexi co.

MR. SAVAGE: That concl udes ny questi oni ng.
MR. CHANG  Thank you. Noting the tinme, we'll
invite a notion to adjourn for the evening, and cone
back in the norning. So noved.
COW SSI ONER THOMPSON:  Mption to adjourn.
MR. CHANG | second. | think we're
unani mously deciding to adjourn for the evening we'll

see you back here 9:00 a.m Thank you.
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