STATE OF NEW MEXICO
DEPARTMENT OF ENERGY, MINW AND NATURAL RESOURCES
OIL CONSERVA OMMI$§19N27

IN THE MATTER OF THE APPLICATION
OF SAMSON RESOURCES COMPANY,
KAISER-FRANCIS OIL COMPANY AND
MEWBOURNE OIL COMPANY FOR
CANCELLATION OF A DRILLING PERMIT
AND APPROVAL OF A DRILLING PERMIT,
LEA COUNTY, NEW MEXICO
CASE NO. 13492

IN THE MATTER OF THE APPLICATION
OF CHESAPEAKE PERMIAN, L.P.
FOR COMPULSORY POOLING,
LEA COUNTY, NEW MEXICO
CASE NO. 13493
ORDER NO. R-12343-B
DE NOVO

MOTION TO ALLOW ADDITIONAL EVIDENCE

Kaiser-Francis Oil Company, through its undersigned counsel, moves that the
Commission enter its order to re-open the record to allow additional expert petroleum
engineering testimony and evidence probative of the size and areal extent of the reservoir
produced from the well that is the subject of these proceedings. As the attached affidavit states,
such additional evidence will assist the Commission in determining the proper configuration of
the spacing unit to be dedicated to the well and will further the protection of correlative rights. In
support, Kaiser-Francis states:

In Case No. 13492, the Applicants propose to dedicate the KF 4 State Well No. 1 to a
320-acre + stand-up spacing unit in irregular Section 4, T21SR35E consisting of lots 9, 10, 15 &

16 (east half of the middle one-third) and lots 17, 18, 23 & 24 (SE/4). In Case No. 13493, the



Applicant proposes to configure a 320-acre + lay-down spacing unit comprised of lots 17, 18, 23
& 24 (SE/4) and lots 19, 20, 21 & 22 (SW/4).

Following the hearing on January 2, 2007, the Commission provided preliminary
notification to the parties of its intent to create a 640-acre + force-pooled unit comprised of the
lower two-thirds of Section 4 (lots 9 through 24) and it was apparent that participation in the well
would be based on a 100 percent surface-acres allocation formula. This meant that the west half
of the middle one-third interest owners would share in production from the well, even though no
party applied for or advocated the inclusion of this additional 160 acres + in a production unit.
The testimony and evidence elicited at the hearing effectively condemned this acreage due
primarily to the fact that a well penetrating the Morrow formation there was a dry-hole.

The effect of the Commission’s unilateral action to configure a 640-acre force-pooled
unit would substantially alter the participation factors for each of the parties involved versus the
participation that would be created under either of the 320-acre units proposed by the two
Applications that initiated this case.

As a further consequence, the SE/4 of Section 4, where the only commercial well in the
section is located, would be effectively diluted by the Commission’s prospective action.
Simultaneously, the west-half of the middle one-third, effectively condemned by a dry-hole, is
given undue value.

The possibility of a 640-acre force-pooled unit has introduced new and increasingly
complex conflicts that did not exist before. No party made application for a 640-acre unit and no
advanced notification was given that the many issues attendant with a larger unit should be

addressed. Consequently, the parties were surprised by the interjection of these new issues and



were not afforded the opportunity to meet them with appropriate evidence. Further, none of the
technical evidence supports bringing additional lands into the unit.

It is the position of Kaiser-Francis, undoubtedly joined-in by other parties to the
proceeding, that the possible establishment of an over-sized unit will result in the violation of
correlative rights. It is axiomatic that the primary underlying basis for Commission action is the
protection of correlative rights, and in this instance, correlative rights will be determined by the
ultimate configuration of the unit. In order to adequately protect correlative rights, the
Commission should have before it the best available evidence to support the ultimate
configuration of the unit.

As demonstrated by the attached affidavit of James T. Wakefield, additional evidence of
expected gas recoveries from the KF 4 State Well No. 1 will be useful to the Commission in
establishing the size and areal extent of the reservoir and ultimately, the configuration of the unit.
Using material balance methodology, Mr. Wakefield has determined that the estimated ultimate
recovery (EUR) for the well is approximately 4.66 BCF which is easily contained within a 320-
acre reservoir corroborated by the net pay isopach maps already introduced into evidence. This
EUR was calculated utilizing more detailed reservoir pressure data from the KF 4 State well that
became available after the hearing, but which were introduced into evidence at the hearing only
in summary form. Further, bottom-hole pressures were calculated from shut-in tubing pressure
data from the offsetting Osudo 9 State Com No. 1 well to conclusively establish that the Osudo

well and the KF 4 well are not in communication. These data did not become available until after

the hearing in January.



Additional evidence and consideration of these data will be useful to the Commission in
determining the best-sized and best-configured reservoir that will result in the best protection of
the correlative rights of the interest owners.

The Commission has the discretion to re-open this matter and allow further evidence and
testimony if doing so would assist the Commission in the discharge of its statutory duties to

protect correlative rights. See e.g., City of San Antonio v. Texas Department of Health, 738

S.W.2d 52, 54 (Tex.App.-Austin 1987) (“The question of whether to re-open an administrative
record to allow additional evidence is one addressed to the discretion of the administrative
body.”) (collecting cases); and N.M.S.A. 1978, § 70-2-11 (1977) (the Commission may “make
and enforce rules, regulations and orders, and to do whatever may be reasonably necessary to
carry out the purpose of this act, whether or not indicated or specified in any section hereof.”)
(emphasis added).

The Commission “is a creature of statute, expressly defined, limited and empowered by
the laws creating it.” Continental Oil Co. v. Qil Conservation Commission, 70 N.M. 310, 318,
373 P.2d 809, 814 (1962). By statute, the Commission’s power “is founded on the duty to
prevent waste and to protect correlative rights....[T]he prevention of waste is the paramount
power, inasmuch as this term is an integral part of the definition of correlative rights.”

Continental Oil, 70 N.M. at 318, 373 P.2d at 814. Moreover, the premise that “the extent of the

correlative rights must first be determined before the commission can act to protect them is

manifest.” Continental Oil, 70 N.M. at 319, 373 P.2d at 815 (emphasis added).

Any concern in allowing the additional evidence is outweighed by the need of such
evidence in light of the statutory purpose of protecting correlative rights, which cannot be

adequately addressed without the additional evidence. Moreover, any such concerns can be



avoided by allowing the opposing parties to respond to the new evidence. See Pizzola v.
Planning and Zoning Commission, 355 A.2d 21, 24 (Conn. 1974) (an agency may properly
accept additional evidence after the close of the hearing so long as it follows “necessary
safeguards” to protect “the opponents of the application and to the public,” such as “a fair
opportunity to cross-examine witnesses, to inspect documents presented and to offer evidence in
explanation or rebuttal.”); and Williams v. District of Columbia Bd. of Zoning Adjustment, 535
A.2d 910, 912 (D.C. 1988) (when additional evidence is submitted post-hearing, due process
considerations are satisfied when the parties to the administrative hearing are provided a
“sufficient opportunity to make an appropriate challenge or response.”).

Granting the relief requested in this motion furthers the accomplishment of the
Commission’s statutory mandate to protect correlative rights, promotes administrative efficiency
and economy, serves to mitigate surprise and prejudice to the parties and is otherwise in the
interests of justice.

WHEREFORE, Kaiser-Francis requests the Commission enter its order providing for the
presentation of additional evidence relative to estimated ultimate recoveries from the reservoir
produced from the KF 4 State Well No. 1, as well as the area and recommended configuration of
the unit to be dedicated to the well.

Respectfully submitted,
MILLER STRATVERT P.A.

g
By: 1. | cotn 'LQ‘-—Q,Q

J. Scott Hall

Attorneys for Kaiser-Francis Oil Company
Post Office Box 1986

Santa Fe, New Mexico 87504-1986

(505) 989-9614




Certificate of Service

I hereby certify that a true and correct copy of the foregoing was faxed to the following
counsel of record on this the (5{: day of March, 2007:

Cheryl Bada, Esq. James Bruce, Esq.
New Mexico Oil Conservation Attorney for Mewbourne Oil Company
Commission P. O. Box 1056
1220 South St. Francis Drive Santa Fe, New Mexico 87504-1056
Santa Fe, New Mexico 87504
J.E. Gallegos, Esq. Thomas Kellahin, Esq.
Michael J. Condon, Esq. Kellahin & Kellahin
Gallegos Law Firm Attorneys for Chesapeake Operating, Inc.
Attorneys for Samson Resources Company 706 Gonzales Road
460 St. Michael’s Drive, #300 Santa Fe, New Mexico 87501

Santa Fe, New Mexico 87505-7622

Earl DeBrine, Jr., Esq.
John Cooney, Esq.
Modrall Sperling

Attorneys for Chesapeake Operating, Inc.
Post Office Box 2168

Albuquerque, New Mexico 87103-2168

1Y g AR

J. Scott Hall
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STATE OF NEW MEXICO
DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES
OIL CONSERVATION COMMISSION

IN THE MATTER OF THE APPLICATION
OF SAMSON RESOURCES COMPANY,
KAISER-FRANCIS OIL COMPANY AND
MEWBOURNE OIL COMPANY FOR
CANCELLATION OF A DRILLING PERMIT
AND APPROVAL OF A DRILLING PERMIT,
LEA COUNTY, NEW MEXICO
CASE NO. 13492
ORDER NO. R-12343-B
DE NOVO

AFFIDAVIT OF JAMES T. WAKEFIELD

STATE OF OKLAHOMA }
} ss.
COUNTY OF TULSA }

James T. Wakefield, being duly sworn, states:

1. I am Vice President of KF Energy, LLC, an affiliate of Kaiser-Francis Oil
Company. Kaiser-Francis Oil Company owns leasehold working interests of record in the SE/4
of Section 4, T21S, R35E, NMPM on which the Chesapeake Operating, Inc. KF 4 State No. 1
well is located. T attended and provided expert testimony during the Commission’s de novo
hearing in this matter on December 14, and 15, 2006. At the hearing my credentials as an expert
petroleum engineer were accepted as a matter of record. I was also permitted to provide expert
opinion testimony in the area of geology. I am familiar with the subject matter of this de novo
proceeding and am otherwise competent to testify to the matters set forth herein.

2. It is my opinion that the elicitation of additional evidence of the expected gas
recovery for the KF 4 State No. 1 well established by material balance methodology would be
useful to the Commission in determining the size and areal extent of the gas reservoir from
which the KF 4 State No. 1 well produces. I have determined by accepted and reliable petroleum
engineering methodology that the surface shut-in tubing pressures recorded for the period from
October 2 through October 6, 2006 indicate that the expected ultimate gas recovery from this
well is approximately 4.66 BCF. The 4.66 BCF can be demonstrated to be recoverable from a
320-acre gas spacing and proration unit, regardless of its configuration. A reservoir of this size
is corroborated by the net pay isopach maps offered into evidence by Samson Resources
Company and Chesapeake Operating Company.



3. During the course of the de novo hearing, Chesapeake introduced into evidence
its Exhibit PE-8 which is a graph of the production and tubing pressure for the KF 4 State No. 1
well from initial gas sales in January 2006 through approximately October 23, 2006. Exhibit PE-
8 indicates that the well experienced some shut-in time in early October 2006 and a pressure of
approximately 3,500 psig was reported. Chesapeake, however, did not submit a tabulated listing
of the pressures, making it difficult to quantify the value of each of these data points.

4. Subsequent to the December 14 and 15, 2006 de novo hearing, KF Energy, LLC
requested Chesapeake to supply tabulated daily production information for the KF 4 State No. 1
well through mid-January, 2007. (See Exhibit 1, attached.) This production history confirmed
that the KF 4 State No. 1 well had indeed been shut-in due to pipeline problems for the time
period October 2 through October 6, 2006, and a surface shut-in tubing pressure of 3,589 psig
was recorded. The 3,589 psig shut-in tubing pressure from October 6, 2006, when corrected to
bottom hole conditions establishes a true reservoir pressure of 4,856 psig in the Morrow
formation at the KF 4 State No. 1 well for the date of October 6, 2007.

5. A material balance calculation yields an expected ultimate gas recovery of
4.66 BCF for the KF 4 State No. 1 well utilizing the initial shut-in bottom hole pressure of
6,595 psig (5,897 P/Z), the calculated bottom hole pressure of 4,856 psig obtained on
October 6, 2006 (5,064 P/Z) and the cumulative production of 719.2 MMCF through October 2,
2006.

6. The net pay isopach map introduced by Samson Resources as Exhibit 24 and the
net pay isopach maps introduced by Chesapeake as Exhibit GEO-4 demonstrate the acre-feet of
Morrow pay in the vicinity of the KF 4 State No. 1 well. This evidence establishes that there is
sufficient recoverable gas in place so that the 4.66 BCF ultimate recovery from the material
balance calculations for the well can be contained in a standard 320-acre production unit.

7. Exhibit 1 is the tabulated daily production data including the surface measured
tubing pressure for the KF 4 State No. 1 well for the time period from January 2006 through
January 2007. Exhibit 2 reflects the pressure and reserve calculations for the well. Exhibit 3 is
the graphical solution for the recoverable gas (4.66 BCF) to a bottom hole abandonment pressure
of 500 psig/z. Finally, Exhibit 4 is a graphical demonstration of the production to date from the
KF 4 State No. 1 well and its projected future gas recovery to the 4.66 BCF ultimate recovery
from the material balance calculations.

8. The Mewbourne operated Osudo 9 State Com No. 1 well experienced down time
in January 2007 related to gas sales line freezing problems. The resulting shut-in tubing pressure
was 1,305 psig. This surface pressure when corrected to bottom hole conditions indicated that
the Morrow reservoir pressure at this wellbore in January 2007 was 1,821 psig. The comparison
of the reservoir pressure at the Osudo 9 State Com No. 1 well to that at the KF 4 state No. 1 well
conclusively indicates that the two wells are not in pressure communication and are not in
competition for reserves.

9. It is my opinion that the Commission should reopen the record to permit
additional testimony and evidence based on recent, up to date production and pressure data from
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the K 4 State No. 1 and Osudo 9 State Com No. 1 wells which are periinent to the
determination of reservoir areal extent (spacing unit) and the ultimate recoveries of gas from the
KF 4 State No. I well. Consideration by the Commission of the four day Shut-In Pressure Data
from October 2 through October 6, 2007 yields more comprehensive data in regard lo the
determination of the appropriate size and configuration of the spacing unit to be dedicated to the
KF 4 State No. 1 well than was presented during thc hearing held in December 2006. The recent
pressure data now available from the Osudo 9 State Com No. 1 well clearly demonstrates that the
Morrow reservoirs producing in the Osudo 9 State Com No. 1 well and the KF 4 State No. 1
wells arc not in communication. This additional technical evidence will facilitate the discharge
of the Commission’s duty to protect correlative rights of the interest owners in the area.

@W
ames T. Wakefield
Vice President KF E “LLC
General Partner of KF Energy, I.TD

Acting as Agent and on behalf of
Kaiser-Francis Oil Company

Further affiant sayeth not.

Subscribed, sworn to and acknowledged before me on this / y#d‘;;/ of March 2007, by

James T. Wakefield.
ﬁotary Public i ;

My commission expires: \Qlalll.l///%
f‘_-\ Xs ) " (]
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Lease: KF 4 State No. | PZWELL v1.42 2/28/107

Fld/Zn: Osudo Morrow Metric to Imperial Conversion
Legal: SE SEc 4-21S-35E M3/E3M3: 0 0.0 =bbl/mm
‘Co/St: Lea County, NM Sp Grav: 0  ERR =API
Remarks: Est EUR with 10/06 Depth,m: 0 0 =ft

Remarks: pressure Temp,C: 0 32 =BHT,F
RESERVIOR DATA VOLUMETRICS & Adj. P/Z |[R traight |

Depth= 11620 h %Por %Sw % NaClfrom curve fit  Adjust Line

BHP,abn= 500 I 150 30 3 BHP/Z-i= 5897 5897

BHT(or Grad or-1)= 160 Cr (1 toest)y= L.OE+00f GIP,mm,wet= 4761 5122

BHT,used= 160 correlation= 4.1E-06{| GIP,mm,dry= 4734 5093

GAS PROPERTIES CONDENSATE DATA ULT,mm,wet= 4351 4660

Sales Gas Gravity=  0.674 Cond API= 515 ULT,mm,dry= 4326 4634

%N2= 0 b/MM, init= 7.40 2= 1.000 1.000

%CO2= 0 Avg Yield= -1 RE-= 0.91 0.91

%H28= 0] (-1=use initial,-2=correlation) mcf/naf= 1410 1404

Pressures... Imperial or Metric correlation= 5.15 Area,ac= 3086 3320

Jor M= 1 (avg b/mm over life) Radius,fi= 6542 6785

1=sitp

data days 2=bhp Cum b/mm Cum,bbl BHP BHP/Z Wet Gas

wt Date  SI Pressure 3=P/Z mmcf (or-1) (or-1) psig psig Z Cum,mm

| 08/18/05 O 6595 2 0 -1 0 6595 5897 1.118 0

0 04/26/06 1 4100 1 271 -1 -1 5457 5394 1.012 273

1 10/06/06 4 3588 1 7192 -1 -1 4856 5064  0.959 723
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