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WHEREUPON, the f o l l o w i n g proceedings were had a t 

8:20 a.m.: 

EXAMINER CATANACH: And w e ' l l go a l i t t l e b i t out 

of order t h i s morning. The Mewbourne case w i l l be heard 

l a t e r on t h i s morning. 

F i r s t case w e ' l l hear t h i s morning i s Case 

13,132, which i s the A p p l i c a t i o n of Devon Energy Production 

Company, L.P., f o r compulsory p o o l i n g , Eddy County, New 

Mexico. 

C a l l f o r appearances i n t h i s case. 

MR. BRUCE: Mr. Examiner, Jim Bruce of Santa Fe, 

re p r e s e n t i n g the App l i c a n t . I have two witnesses. 

EXAMINER CATANACH: Any a d d i t i o n a l appearances? 

Okay, w i l l the witnesses please stand t o be sworn 

in? 

(Thereupon, the witnesses were sworn.) 

KEN GRAY. 

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

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

DIRECT EXAMINATION 

BY MR. BRUCE: 

Q. Would you please s t a t e your name and c i t y of 

residence f o r the record? 

A. My name i s Ken Gray, and I l i v e i n Oklahoma C i t y , 

Oklahoma. 
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Q. Who do you work f o r and i n what capacity? 

A. I work f o r Devon Energy Production Company as a 

landman. 

Q. Have you p r e v i o u s l y t e s t i f i e d before t he 

D i v i s i o n ? 

A. Yes, I have. 

Q. And were your c r e d e n t i a l s as an expert landman 

accepted as a matter of record? 

A. They were. 

Q. And are you f a m i l i a r w i t h the land matters 

i n v o l v e d i n t h i s A p p l i c a t i o n ? 

A. Yes, I am. 

MR. BRUCE: Mr. Examiner, I tender Mr. Gray as an 

expert petroleum landman. 

EXAMINER CATANACH: Mr. Gray i s so q u a l i f i e d . 

Q. (By Mr. Bruce) Mr. Gray, could you i d e n t i f y 

E x h i b i t 1 and describe f o r the Examiner what acreage you 

seek t o pool? 

A. E x h i b i t 1 i s b a s i c a l l y j u s t an 8-1/2-by-ll copy 

of the Midland Map Company land p l a t , and the east h a l f of 

Section 6, Township 23 South, Range 27 East, i s h i g h l i g h t e d 

as the spacing u n i t f o r which we are seeking p o o l i n g . 

Q. What formation do you seek t o pool? 

A. Only the Morrow formation. 

Q. Okay. And what i s the w e l l ' s proposed l o c a t i o n ? 
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A. The proposed l o c a t i o n i s 13 3 0 f e e t from the n o r t h 

l i n e and 13 3 0 f e e t from the east l i n e of Section 6. 

Q. R e f e r r i n g t o E x h i b i t 2, could you describe the 

ownership i n the Morrow formation? 

A. Well, t h i s i s a cartoonish d e p i c t i o n of a 

we l l b o r e . The top of the wellbore i s what we've determined 

t o be the top of the Morrow formation a t 11,366 f e e t , w i t h 

the base being 11,883 f e e t . 

Q. Now, those — You have a g e o l o g i s t who can 

t e s t i f y about those depths, do you not? 

A. Yes, we do. 

Q. Okay, go ahead. 

A. And as you can see, the ownership from what we 

are c a l l i n g Zone A, represented i n the red p r i n t , i s — 

we've set the ownership out on the l e f t s ide of the 

wel l b o r e . That p a r t i c u l a r zone represents 76.4 percent of 

the t o t a l Morrow i n t e r v a l as we see i t . 

I n black i s the ownership w i t h i n a f i v e - f o o t 

i n t e r v a l from 11,761 f e e t t o 11,766 f e e t , and the ownership 

t h e r e i s d i f f e r e n t from the previous ownership. 

And then l a s t but not l e a s t , we have the 

ownership below 11,766 f e e t , which i s Zone C, r e p r e s e n t i n g 

22.6 percent of the Morrow i n t e r v a l . And again, the 

ownership t h e r e i s d i f f e r e n t . Some of the owners are the 

same, but h a r d l y ever are the percentages the same. 
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And f i n a l l y , going down the middle of the 

we l l b o r e i s a l i t t l e arrow t h a t i n d i c a t e s t h a t t h e r e i s an 

e x i s t i n g j o i n t o p e rating agreement t h a t covers a l l depths 

down t o 11,766 f e e t , but not below. 

Q. Okay, so a p o r t i o n of the Morrow i s not su b j e c t 

t o a JOA? 

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

Q. What does Devon request i n t h i s case? 

A. Well, i n a d d i t i o n t o p o o l i n g the i n t e r e s t s below 

11,766 f e e t , which we've not made formal agreements w i t h , 

we're requ e s t i n g two other t h i n g s , t h a t being t h a t t he 

Commission order the e q u i t a b l e sharing of any pr o d u c t i o n 

t h a t we may f i n d w i t h i n the Morrow i n t e r v a l , based on these 

percentages on t h i s wellbore schematic, being Zone A, Zone 

B and Zone C. 

And secondly, we're asking the Commission t o name 

Devon as the operator as t o the Morrow f o r m a t i o n . 

Q. R e f e r r i n g t o E x h i b i t 3, how do you propose t o 

a l l o c a t e costs and production among the working i n t e r e s t 

owners? 

A. Well, E x h i b i t 3 i s a spreadsheet based on the 

ownership on E x h i b i t 2, and we would propose t h a t Zone A — 

the owners w i t h i n Zone A would share e q u i t a b l y i n any 

completion w i t h i n the Morrow i n t e r v a l based on t h e i r 

ownership w i t h i n t h a t Zone A, times the f a c t o r of 76.402321 
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percent. 

Likewise f o r the 5-foot zone from 11,761, and 

then the Zone C below 11,766. 

Q. Okay. 

A. And those — the blended — or the e q u i t a b l e 

numbers are c a l c u l a t e d here on the spreadsheet, as w e l l as 

f o r the o v e r r i d i n g r o y a l t y i n t e r e s t owners. 

Q. Now, the r o y a l t y i n t e r e s t s are not l i s t e d on 

t h a t . There i s no depth severance i n the Morrow f o r m a t i o n 

as t o r o y a l t y owners? 

A. No. 

Q. Okay. Now, regarding t h i s proposal, you're j u s t 

simply using the thickness of the various Morrow zones. 

Why do you use t h i s proposal r a t h e r than, say, d r i l l i n g the 

w e l l and l o o k i n g a t where the w e l l i s perforated? 

A. I t would seem t o me t h a t i t would be simpler — 

not knowing where we were going t o complete i n t h e Morrow, 

whether i t ' s going t o be below 11,766 or above, i t j u s t 

seems simpler t o c a l c u l a t e the e q u i t a b l e share p r i o r t o 

d r i l l i n g t he w e l l . Then there's no argument about where 

you're completed and who owns what a t t h a t i n t e r v a l . 

MR. BRUCE: Okay. Mr. Examiner, i f I can address 

t h a t issue t o o , I ' d note t h a t the f o r c e - p o o l i n g s t a t u t e , 

when i t comes t o j u s t surface acreage, a l l o c a t e s p r o d u c t i o n 

on an acreage basis, regardless of whether or not a 
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p a r t i c u l a r t r a c t may be productive or c o n t r i b u t e as much t o 

the w e l l as a d i f f e r e n t t r a c t , and so I would use t h a t as 

an analogy als o . 

Q. (By Mr. Bruce) Now, w e ' l l do the n o t i c e 

a f f i d a v i t l e t t e r , but were a l l of these i n t e r e s t owners on 

your E x h i b i t 2 or 3 n o t i f i e d of t h i s hearing? 

A. Yes, they were. 

Q. Even the p a r t i e s — There are some p a r t i e s who 

only own an i n t e r e s t under the JOA depths, are t h e r e not? 

A. Correct. 

Q. And you d i d n o t i f y them f o r purposes of the 

a l l o c a t i o n of production? 

A. Right. 

Q. So t h a t they would be subject t o the a l l o c a t i o n 

of p r o d u c t i o n under any order t h a t the D i v i s i o n may issue? 

A. Right. 

Q. Before we get t o your contacts w i t h the working 

i n t e r e s t owners, what i s E x h i b i t 4, Mr. Gray? 

A. E x h i b i t 4 i s a l e t t e r dated A p r i l l l t h , 2002 — 

I'm s o r r y , t h a t ' s my l e t t e r 

Q. The second page. 

A. Second page. March 15th, 2002, i s a demand 

l e t t e r from the mineral owners i n — or a t l e a s t some of 

the m i n e r a l owners i n the northeast q u a r t e r of Section 6. 

B a s i c a l l y i t ' s a demand l e t t e r t o d r i l l a w e l l on t h e i r 
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lease or on lands t h a t i n corporate t h e i r lease, based on 

drainage from an o f f s e t w e l l i n Section 5 t h a t our f r i e n d s 

from Mewbourne had d r i l l e d not too long p r i o r t o t h a t . 

At t h a t p o i n t i n time, we had not e l e c t e d t o 

p a r t i c i p a t e i n a w e l l . This was — I t h i n k Chaparral had 

proposed a w e l l s h o r t l y p r i o r t o t h a t . They were the 

operators, supposedly, a t the time, and I assumed t h a t they 

owned an i n t e r e s t i n the Morrow a t t h a t time. We a c t u a l l y 

e l e c t e d t o nonconsent t h a t proposal i n March of 2002, and I 

subsequently responded t o the mineral owners i n my A p r i l 

l l t h l e t t e r . 

Q. Okay, but t h e r e i s t h a t outstanding demand t h a t 

the are r e q u e s t i n g someone t o d r i l l a w e l l on t h e i r 

acreage? 

A. Yes. 

Q. Okay. Now, you mentioned Chaparral. Do they own 

a working i n t e r e s t i n the Morrow formation? 

A. No, Chaparral, although they're named — t h e y ' r e 

the successor operator under the o p e r a t i n g agreement, they 

own no i n t e r e s t i n any zone, except f o r the Strawn 

f o r m a t i o n . 

Q. Okay. 

A. They do own a r o y a l t y i n t e r e s t , but not working 

i n t e r e s t . 

Q. Could you describe what E x h i b i t 5 i s ? 
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A. Yeah, E x h i b i t 5 i s a s e r i e s of l e t t e r s beginning 

on October 24th, and these l e t t e r s are f o l l o w i n g up t o a 

number of conversations we've had w i t h Chaparral, not only 

on the d r i l l i n g of the w e l l but concerning operations of 

the w e l l since we do have the issue of the e x i s t i n g j o i n t 

o p e r a t i n g agreement. 

But E x h i b i t 5 i s j u s t a s e r i e s of l e t t e r s , 

beginning on October 24th, where I advised them t h a t — 

which they knew already, t h a t we intended t o d r i l l t he 

w e l l . And even though they were the operator, t e c h n i c a l l y , 

down t o a c e r t a i n p o i n t i n the Morrow f o r m a t i o n , t h a t they 

owned no i n t e r e s t i n the Morrow, and t h a t we requested them 

j u s t t o waive any r i g h t s t h a t they would have under the 

e x i s t i n g o p e r a t i n g agreement as t o the Morrow and a l l o w us 

t o operate. 

The November 13th l e t t e r from Chaparral k i n d of 

gives you f o u r or f i v e t h i n g s , c o n d i t i o n s under which they 

thought they could see t h e i r way c l e a r t o l e t us operate. 

And then my l e t t e r of November 14th responding t o 

t h e i r l e t t e r . 

And we've had one more conversation w i t h them 

since then, as o f , I t h i n k , a couple of days ago. But 

nothing's been resolved as between us. 

Q. Now, Chaparral does not own an i n t e r e s t i n the 

Morrow, c o r r e c t ? 

STEVEN T. BRENNER, CCR 
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A. Correct. 

Q. And Devon does own an i n t e r e s t i n t h e lower zone, 

which was not subject t o a JOA? 

A. That's r i g h t . 

Q. So you do have the r i g h t t o d r i l l t o the base of 

the Morrow? 

A. And presumably have the r i g h t t o operate those 

lower zones t o o . 

Q. Okay. Let's move on t o your contacts w i t h the 

i n t e r e s t owners who do own an i n t e r e s t i n the Morrow, and 

w e ' l l go through these q u i c k l y , but E x h i b i t s 6 through 9 

are v a r i o u s l e t t e r s . Could you j u s t go b r i e f l y through 

each one of those w i t h the Examiner and t e l l Mr. Catanach 

the s t a t u s of those n e g o t i a t i o n s and — and a couple of 

t h i n g s , Mr. Gray. 

For instance, the f i r s t l e t t e r i s t o S h e l l 

Offshore. They don't show up i n your E x h i b i t 2. Would you 

go i n t o t h a t a l i t t l e b i t ? 

A. Yeah, S h e l l Offshore Ventures appears t o be the 

successor t o Mabee Petroleum Corporation. Mabee Petroleum 

Corporation i s the record owner of an i n t e r e s t i n some of 

these zones. But as a p r a c t i c a l matter, they were e i t h e r 

acquired or merged w i t h S h e l l Onshore [ s i c ] Ventures a t 

some p o i n t , and the address f o r Mabee Petroleum Corporation 

i s on f i l e w i t h the Texas Secretary of State a t t h i s 
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address with Shell, so we assumed that Shell was the 

successor, and that's the reason f o r t h i s l e t t e r . 

I think subsequent to t h i s l e t t e r , Shell has been 

i n touch with Mr. Bruce and advised him that they didn't 

t h i n k they owned anything, that they had eith e r sold i t t o 

— C i t a t i o n , I think they said. But I'm not sure th a t they 

r e a l l y know where i t went. 

But t h i s was j u s t kind of a curative matter, t h i s 

proposal t o them, j u s t i n case they did own something. 

Q. So they own an in t e r e s t of record, but C i t a t i o n 

or someone else claims the interest? 

A. They are the successor to Mabee, who owns an 

in t e r e s t of record. 

Q. Okay. And then the second l e t t e r i s t o Magnum 

Hunter. 

A. Yeah, Exhibit 7 i s a series of l e t t e r s , s t a r t i n g 

June 20th, which i s our i n i t i a l proposal l e t t e r . Follow-up 

l e t t e r on July 24th indicating we hadn't received a 

response from them to our proposal of June 2 0th. And then 

an October 21st l e t t e r to them, basically advised them that 

we were going t o seek to pool, ask f o r the a l l o c a t i o n 

w i t h i n the Morrow i n t e r v a l and name us as operator. 

And these are only three l e t t e r s . We've had 

numerous conversations with Magnum Hunter over the l a s t few 

months, as l a t e as out i n the h a l l j u s t a minute ago. So 
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we v e r b a l l y have agreed on a number of t h i n g s , we j u s t 

don't have i t i n w r i t i n g y e t . So t h a t ' s the reason f o r 

t h e i r naming them here. 

Q. Okay. E x h i b i t 8, C i t a t i o n . C i t a t i o n owns an 

i n t e r e s t only i n the JOA acreage, do they not? 

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

Q. So you would not seek t o f o r c e pool t h e i r 

i n t e r e s t , but you would seek t o make them s u b j e c t t o any 

cost and pro d u c t i o n a l l o c a t i o n under the Order? 

A. That's r i g h t . And again, these are a s e r i e s of 

l e t t e r s t h a t — s t a r t i n g i n June and up through l a t e 

October. Again, we've had numerous conversations w i t h 

C i t a t i o n as t o what t h e i r d e c i s i o n i s going t o be, whether 

t o be nonconsent or farm out. So we're t o t h a t p o i n t w i t h 

them as w e l l . They w i l l not p a r t i c i p a t e . 

Q. And then f i n a l l y , Wainoco O i l and Gas. What i s 

the s t a t u s w i t h them? 

A. Wainoco, I've had one — Other than t h i s l e t t e r , 

I've had one telephone conversation w i t h Wainoco. Wainoco 

advised me a t t h a t p o i n t t h a t they had s o l d t o another 

p a r t y who i n t u r n had sold t o Magnum Hunter, and they were 

c l a i m i n g no i n t e r e s t but they s t i l l are a record owner. So 

I presume our f r i e n d s a t Magnum Hunter w i l l end up w i t h 

t h i s i n t e r e s t . But we named them j u s t f o r — j u s t because 

they are a record owner. 
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Q. Okay. And when you were — Just as an aside, 

these are only the l e t t e r s t o the p a r t i e s who you have not 

ye t r e ceived an agreement from? 

A. Right. 

Q. There were numerous other l e t t e r s from v a r i o u s 

other p a r t i e s l i s t e d on E x h i b i t s 2 and 3? 

A. Correct. 

Q. Okay. I n c l u d i n g the o v e r r i d i n g r o y a l t y owners; 

i s t h a t c o r r e c t ? 

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

Q. Okay. I n your o p i n i o n , has Devon made a good-

f a i t h e f f o r t t o o b t a i n the v o l u n t a r y j o i n d e r of the p a r t i e s 

i n t h i s w e l l and i n t h i s p a r t i c u l a r cost and a l l o c a t i o n 

proposal? 

A. Yes, we have. 

Q. Would you i d e n t i f y E x h i b i t 10 and discuss the 

w e l l cost f o r the Examiner? 

A. 10 i s an a u t h o r i z a t i o n f o r expenditure dated June 

23rd, 2003, prepared by our engineering s t a f f . I t 

i n d i c a t e s a dryhole cost of $863,000 w i t h a completed w e l l 

cost of $1,457,490. 

Q. And i s t h i s cost i n l i n e w i t h the cost of other 

w e l l s d r i l l e d t o t h i s depth i n t h i s area of Eddy County? 

A. We b e l i e v e i t i s . 

Q. And again, Devon does request t h a t i t be 
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designated operator of the well? 

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

Q. Do you have a recommendation f o r t h e amounts 

which Devon should be paid f o r s u p e r v i s i o n and 

a d m i n i s t r a t i v e expenses? 

A. We would recommend d r i l l i n g w e l l r a t e s of $6000 

w i t h — I'm s o r r y — yeah, $6000. And $600 a month f o r a 

producing w e l l . 

Q. And are these amounts eq u i v a l e n t t o those 

normally charged by Devon and other operators i n t h i s area? 

A. We be l i e v e they are. 

Q. And do you request t h a t these r a t e s be adjusted 

p e r i o d i c a l l y as provided by the COPAS accounting procedure 

as t o the nonconsenting p a r t i e s ? 

A. Yes. 

Q. And does Devon request the maximum cost-plus-200-

percent r i s k charge? 

A. Yes, we do. 

Q. F i n a l l y , were a l l i n t e r e s t owners n o t i f i e d of 

t h i s hearing? 

A. A l l i n t e r e s t owners w i t h whom we hadn't already 

made a de a l , yes. 

Q. Okay. 

A. Which bri n g s us t o dism i s s a l s . 

Q. Okay. Now, Mr. Gray, i f you look a t E x h i b i t 11, 
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which i s the n o t i c e a f f i d a v i t , attached as E x h i b i t A t o the 

n o t i c e l e t t e r are a number of names. Which p a r t i e s who 

were n o t i f i e d on t h i s l i s t do you not seek any r e l i e f 

against? 

A. We would seek t o dismiss AYCO Energy, L.L.C.; 

B r i g h t Hawk/Burkard Venture; Exxon Mo b i l ; Richard D. Steed; 

and Wallace H. Scott, J r . 

Q. And were E x h i b i t s 1 through 11 prepared by you or 

under your s u p e r v i s i o n , or compiled from company business 

records? 

A. Yes. 

Q. And i n your opini o n i s the g r a n t i n g of Devon's 

A p p l i c a t i o n i n the i n t e r e s t s of conservation and the 

pr e v e n t i o n of waste? 

A. Yes, i t i s . 

Q. One f i n a l question. Has i t been — This demand 

l e t t e r was what, a year, a year and a h a l f ago? 

A. Uh-huh. 

Q. Has i t been d i f f i c u l t g e t t i n g an agreement among 

everyone, apparently over the years, t o get a w e l l d r i l l e d ? 

A. Well, you can ask our f r i e n d s a t Mewbourne and 

some other companies t h a t have t r i e d t o put t h i s t h i n g 

t o g e t h e r before, and f o r obvious reasons there's not ever 

been a — or not l a t e l y , anyway, been a w e l l d r i l l e d i n the 

— t o the Morrow i n the n o r t h h a l f of t h i s s e c t i o n . So 
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yeah, i t ' s been p r e t t y d i f f i c u l t . 

Q. Do you t h i n k e n t r y of an order as you requested 

i n t h i s matter i s necessary t o p r o t e c t the p a r t i e s , not 

only the working i n t e r e s t owners, but the r o y a l t y owners' 

c o r r e l a t i v e r i g h t s ? 

A. Yes, I do. 

MR. BRUCE: Mr. Examiner, I ' d move the admission 

of E x h i b i t s 1 through 11. 

EXAMINER CATANACH: E x h i b i t s 1 through 11 are 

admitted. 

Nothing simple anymore, i s there? 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. As I understand i t , Mr. Gray, Chaparral i s the 

operator under the JOA? 

A. Down t o a c e r t a i n p o i n t . 

Q. They own no i n t e r e s t i n the Morrow? 

A. Correct, they own no i n t e r e s t i n any i n t e r v a l 

o ther than the Strawn. 

Q. Okay. Now you've t r i e d t o reach an agreement 

w i t h Chaparral regarding the d r i l l i n g of the w e l l . I s t h a t 

agreement necessary i n your opinion? 

A. Yeah, I t h i n k i t i s . 

Q. So you — you r e a l l y wouldn't — 

A. I t h i n k e i t h e r we have t o do t h a t v o l u n t a r i l y 
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w i t h them, or the Commission has t o order i t t h a t way. 

Chaparral has t r i e d t o put t h i s t h i n g t o g e t h e r themselves 

w i t h no lu c k , Mewbourne has t r i e d t o do i t w i t h no lu c k . 

You know, I guess i t ' s conceivable t h a t i f we 

can't agree on who's going t o operate, a w e l l doesn't get 

d r i l l e d . And then we have these mineral owners who, you 

know, aren't p r o t e c t e d . 

I don't know i f i t ' s necessary. I t h i n k i t needs 

t o be done. I mean, you know, i n my mind the j o i n t 

o p e r a t i n g agreement i s e x a c t l y what i t says, and t h a t would 

be t h a t everybody shares and i s a f f e c t e d by the j o i n t 

o perations and shares the costs, the revenues and a l l the 

b e n e f i t s . And i n t h i s case t h a t ' s not going t o happen i f 

they are the operator. They have no economic or f i n a n c i a l 

i n t e r e s t i n the w e l l . And I can't imagine why they would 

want t o operate. 

And I don't know t h a t they want t o . We j u s t 

haven't agreed otherwise. So I don't t h i n k the o p e r a t i n g 

agreement was entered i n t o , I don't t h i n k i t was 

contemplated by the i n t e r e s t owners t h a t anybody would ever 

operate t h a t d i d n ' t own an i n t e r e s t , an economic i n t e r e s t , 

i n t h e w e l l . And I know t h a t occurs a l l the time nowadays. 

I don't know t h a t anybody would i n t e n t i o n a l l y enter i n t o an 

agreement t h a t way. 

And those are l e g a l issues t h a t you and I 
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probably aren't going t o s e t t l e , but t h a t ' s k i n d of the way 

we see i t , j u s t as a p r a c t i c a l matter. 

Q. So a t t h i s p o i n t , do you b e l i e v e t h a t you're 

going t o reach an agreement w i t h Chaparral? 

A. Yeah, probably. But as of today we have not. 

Q. Okay. 

A. I mean, you can see some of t h e i r c r i t e r i a f o r 

what — under which they would agree t o l e t us operate, and 

some of those j u s t — we're not going t o do some of those 

t h i n g s . 

Q. Okay. So the i n t e r e s t s t h a t you're p o o l i n g below 

a depth of 11,766 are a t t h i s p o i n t — Magnum Hunter; i s 

t h a t r i g h t ? 

A. I t h i n k Wainoco. 

Q. Just those two? 

A. Yeah, and as I said — as I t e s t i f i e d b efore, the 

people c l a i m they s o l d i t t o AYCO and Burkard who are named 

on here, and since dismissed, and those two e n t i t i e s have 

since s o l d a l l t h e i r i n t e r e s t s t o Magnum Hunter. 

So our f r i e n d s a t Magnum Hunter, when they j o i n 

i n t h i s w e l l , w i l l have some cleanup work t o do w i t h t h e i r 

t i t l e . 

Q. And you a n t i c i p a t e Magnum Hunter j o i n i n g them? 

A. I a n t i c i p a t e they w i l l . 

Q. But i n s o f a r as the i n t e r e s t s t h a t you're t r y i n g 
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t o p o o l , these are the i n t e r e s t owners of reco r d t h a t you 

found, r i g h t ? 

A. Right. 

Q. So any t r a n s a c t i o n s t h a t have occurred t h a t have 

not been recorded, t h a t ' s — 

A. Yeah. 

Q. Okay. With regards t o the other i n t e r e s t owners 

above the pooled i n t e r v a l — 

A. Above 11,766? 

Q. Yeah. 

A. Uh-huh. 

Q. — now, you've discussed your proposal w i t h some 

of those i n t e r e s t owners? 

A. Ab s o l u t e l y , we've proposed the w e l l t o everyone 

i n the Morrow formation, and we have — But those people 

are n ' t s u b j e c t t o — are not n e c e s s a r i l y s u b j e c t t o the 

p o o l i n g — 

Q. Right, they're — 

A. — they're subject t o the o p e r a t i n g agreement. 

And whatever t h e i r e l e c t i o n i s under t h a t o p e r a t i n g 

agreement w i l l be, you know, covered by t h a t o p e r a t i n g 

agreement, i n terms of nonconsent. 

Q. My question, where I'm heading, i s , have any of 

these i n t e r e s t owners expressed any concern over the way 

t h a t you i n t e n d t o a l l o c a t e costs or p r o d u c t i o n from the 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

22 

w e l l ? 

A. No. 

Q. Has anyone, i n c l u d i n g any of the pooled i n t e r e s t 

owners, expressed any concern about t h a t ? 

A. No. 

Q. And you b e l i e v e i t ' s a f a i r and e q u i t a b l e way t o 

a l l o c a t e costs and production? 

A. Well, you know, you can play w i t h the numbers as 

f a r as the top of the Morrow and the bottom of the Morrow, 

but our g e o l o g i c a l witness w i l l e x p l a i n how he came up w i t h 

t h a t and the f a c t t h a t he has discussed i t w i t h the A r t e s i a 

OCD, and they g e n e r a l l y agree. I mean, i t could be, you 

know, any set of numbers, but I t h i n k the percentages would 

s t i l l probably work out the same. 

No, nobody's argued w i t h the a l l o c a t i o n , and I 

t h i n k the one and only reason i s t h a t they r e a l i z e w i t h o u t 

t h i s a l l o c a t i o n the w e l l won't get d r i l l e d , i t can't be 

d r i l l e d . And we've had a number of people a c t u a l l y s i g n 

the agreement. That's why we dismissed some of these 

people. 

MR. BRUCE: Mr. Examiner, I don't t h i n k he 

t e s t i f i e d about i t , but they do have a w r i t t e n agreement 

t h a t Mr. Gray proposed as f a r as the costs and pr o d u c t i o n 

a l l o c a t i o n , which a number of people have signed. 

EXAMINER CATANACH: Oh, ther e i s a separate 
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document — 

MR. BRUCE: For the ones who have agreed t o i t 

v o l u n t a r i l y . 

THE WITNESS: Everyone has been s u p p l i e d w i t h 

t h i s a l l o c a t i o n agreement, and I ' l l be gla d t o submit i t 

w i t h a l l t h i s other paperwork or in c o r p o r a t e the language 

i n t o the Order, whatever, but — yeah, yeah — 

EXAMINER CATANACH: I f you could submit copies of 

those executed agreements, t h a t would probably help. 

Q. (By Examiner Catanach) Okay. Now, w i t h regards 

t o the C i t a t i o n , you don't have them shown as being an 

owner of record, r i g h t ? 

A. No, I do. Not below — Well, yeah. 

Q. I n the pooled i n t e r v a l you show them w i t h zero 

percent. 

A. Oh, below 11,766? 

Q. Right. 

A. Right, they don't own anything below t h a t . 

Q. Okay. 

A. And I might c l a r i f y t h a t . We're not p o o l i n g 

C i t a t i o n f o r the purposes of p o o l i n g the deeper Morrow 

i n t e r v a l , we're naming them s t r i c t l y f o r the a l l o c a t i o n 

p a r t . 

Q. Okay. So a t t h i s p o i n t i t ' s j u s t , again, Magnum 

Hunter and Wainoco? 
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A. Right. 

Q. Who may have sol d t h e i r i n t e r e s t t o Magnum 

Hunter? 

A. Right. 

EXAMINER CATANACH: Okay, I t h i n k t h a t ' s a l l I 

have of t h i s witness, Mr. Bruce. 

MR. BRUCE: We j u s t have some b r i e f g e o logic 

testimony, Mr. Examiner. 

CURT D. McKINNEY. 

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

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

DIRECT EXAMINATION 

BY MR. BRUCE: 

Q. W i l l you please s t a t e your name and c i t y of 

residence? 

A. My name i s Curt McKinney, and I l i v e i n Edmond, 

Oklahoma. 

Q. Who do you work f o r ? 

A. Devon Energy Corporation. 

Q. And what i s your j o b w i t h Devon? 

A. I'm a petroleum g e o l o g i s t . 

Q. Have you p r e v i o u s l y t e s t i f i e d before the 

D i v i s i o n ? 

A. I have. 

Q. And were your c r e d e n t i a l s as an expert g e o l o g i s t 
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accepted as a matter of record? 

A. Yes, they were. 

Q. And are you f a m i l i a r w i t h the geology i n v o l v e d i n 

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

A. Yes, I am. 

MR. BRUCE: Mr. Examiner, I ' d tender Mr. McKinney 

as an expert petroleum g e o l o g i s t . 

EXAMINER CATANACH: Mr. McKinney i s so q u a l i f i e d . 

Q. (By Mr. Bruce) Mr. McKinney, could you r e f e r t o 

your E x h i b i t 12, the cro s s - s e c t i o n , and describe how you 

came up w i t h the tops and bottoms t h a t were on Mr. Gray's 

E x h i b i t 2? 

A. This i s a f i v e - w e l l c r o s s - s e c t i o n , the f i f t h w e l l 

being our proposed l o c a t i o n , i n the middle of the e x h i b i t . 

I t runs from west t o east across Section 6 and i n t o the 

west h a l f of Section 5. 

What I've labeled on here — These are a l l the — 

g e n e r a l l y the a v a i l a b l e p o r o s i t y logs from these 

r e p r e s e n t a t i v e w e l l s , w i t h the scales shown g e n e r a l l y a t 

the base of the l o g t o i d e n t i f y the type of l o g . They're 

e i t h e r d e n s i t y neutron logs or sonic logs. 

The top of the Morrow, f o r the purpose of the 

a l l o c a t i o n formula, i s i d e n t i f i e d on t h i s c r o s s - s e c t i o n 

l a b e l e d "top of Morrow c l a s t i c s " . I t ' s t h i s red l i n e near 

the top of the c r o s s - s e c t i o n , and i t ' s g e n e r a l l y 
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immediately beneath t h i s u n i t t h a t has a low gamma-ray 

reading and a g e n e r a l l y low p o r o s i t y reading. I t ' s a 

carbonate i n the Morrow formation. And beneath t h a t i s 

when you s t a r t t o get i n t o the sandstone-bearing p o r t i o n of 

the Morrow. That's where your gas pays are. 

And I discussed t h i s p i c k as the top of the 

Morrow c l a s t i c s w i t h Bryan A r r a n t , w i t h the OCD i n A r t e s i a , 

and discussed these very w e l l s w i t h him. And he found t h a t 

reasonably acceptable as the top of the Morrow c l a s t i c s . 

Q. Okay. So t h a t e s t a b l i s h e d the footages or t h e 

depths used i n the a l l o c a t i o n of prod u c t i o n . 

Now the second issue i s , do both t h e middle 

Morrow, which i s subject t o the JOA, and the lower Morrow, 

appear t o be p o t e n t i a l l y p roductive i n the area of the 

proposed w e l l ? 

A. Yes, they do. 

Q. And could you i d e n t i f y your E x h i b i t 13 and 

discuss t h a t issue f o r the Examiner? 

A. E x h i b i t 13 i s a map of the area, again centered 

around Section 6 where we want t o d r i l l i n the east h a l f . 

MR. BRUCE: That's E x h i b i t 12, t h a t ' s probably a 

d u p l i c a t e copy, Mr. Examiner. 

THE WITNESS: That's i t , r i g h t t h e r e . 

A l l r i g h t , t h i s i s a n i n e - s e c t i o n p l a t 

surrounding Section 6 where i n the J o e l l Number 2, the 
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l o c a t i o n under question, i s prominently l a b e l e d i n the 

middle. We're i n 23 South, 27 East. I t ' s a l-to-2000 

scale, and you can r e a d i l y see each s e c t i o n i s l a b e l e d , so 

th e r e ' s your s o r t of e y e b a l l estimate of scale and 

di s t a n c e s , e t cetera. 

The Morrow w e l l s are i d e n t i f i e d by the red dots. 

These are bubble symbols t o i n d i c a t e r e l a t i v e l y p r o d u c t i o n 

from t h e Morrow. Each producing w e l l i s l a b e l e d as t o the 

cumulative p r o d u c t i o n i n BCF, i s the b o l d k i n d of a p u r p l e 

c o l o r , u s u a l l y a s i n g l e d i g i t w i t h one number a f t e r the 

decimal p o i n t . 

For instance — oh, l e t ' s j u s t use an example. 

Let's look a t Section 5. I n the northwest q u a r t e r there's 

a w e l l . Above the w e l l symbol i s labeled "Ryan". That's 

the w e l l name. The w e l l number i s t o the r i g h t of the 

symbol. That's the Ryan Number 1. The TD of the w e l l i s 

11,915 f e e t . That's labeled immediately above the w e l l 

symbol. 

To the lower r i g h t of the w e l l symbol there's a 

number 2.2 i n green. That represents the cumulative 

p r o d u c t i o n of o i l from t h a t w e l l . And then below t h a t 

t h e r e ' s a number i n k i n d of a p u r p l i s h , darker c o l o r , 

s l i g h t l y l a r g e r f o n t . I t says 3.6. That's the cumulative 

p r o d u c t i o n from the Morrow i n BCF. And then beneath t h a t 

i s a b o l d , black number. I t says minus 8552. That's the 
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top of the lower Morrow i n t h a t w e l l b o r e . So t h a t ' s 

g e n e r a l l y how a l l the w e l l s are l a b e l e d . 

Then you also see, superimposed on t h a t red 

bubble there's a — h a l f the symbol i s c o l o r e d i n blue and 

h a l f i s c o l o r e d i n green. The blue r e f e r s — Looking a t 

the legend, the blue would i n d i c a t e t h a t t h a t w e l l was 

p r o d u c t i v e from the middle Morrow. The green would 

i n d i c a t e t h a t i t ' s also productive from the lower Morrow. 

And t h a t scheme f o l l o w s across the p l a t . 

Other t h i n g s t o n o t i c e , t h e r e are l i g h t gray 

contours t h a t g e n e r a l l y s t r i k e northeast-southwest. Those 

are contours t h a t represent the subsea s t r u c t u r e on the top 

of t h e lower Morrow. I t ' s a good t i m e - s t r a t i g r a p h i c marker 

and a good r e p r e s e n t a t i o n of what the a c t u a l s t r u c t u r e i s 

i n t h i s area, so you can get a r e l a t i v e f e e l f o r updip and 

downdip from one w e l l t o the next. 

To address your question, you can see t h a t 

t here•s more or less an arc of p r o d u c t i o n t o the southeast 

and t o the northeast of our proposed l o c a t i o n where the 

lower Morrow i s p r o d u c t i v e , represented by those green h a l f 

c i r c l e s . I n a d d i t i o n , y o u ' l l n o t i c e t h a t surrounding the 

l o c a t i o n are the blue h a l f c i r c l e s from many of t h e w e l l s , 

i n d i c a t i n g t h a t the middle Morrow produces i n v i r t u a l l y 

every d i r e c t i o n from our proposed l o c a t i o n . 

Q. (By Mr. Bruce) So as a g e o l o g i s t , you would also 
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want t o t e s t the lower Morrow because i t appears t o be 

p o t e n t i a l l y productive? 

A. Yes. 

Q. You would not j u s t want t o d r i l l t o the JOA depth 

and stop r i g h t there? 

A. No, I — t h a t — no, I do — t h a t ' s c o r r e c t . 

Q. Were E x h i b i t s 12 and 13 prepared by you? 

A. Yes. 

Q. And i n your opin i o n i s the g r a n t i n g of Devon's 

A p p l i c a t i o n i n the i n t e r e s t s of conservation and t h e 

pr e v e n t i o n of waste? 

A. Yes. 

MR. BRUCE: Mr. Examiner, I ' d move the admission 

of Devon E x h i b i t s 12 and 13. 

EXAMINER CATANACH: E x h i b i t s 12 and 13 w i l l be 

admitted. 

EXAMINATION 

BY EXAMINER CATANACH: 

Q. Mr. McKinney, i s i t p o s s i b l e t h a t t he lower 

Morrow w i l l not be productive i n the J o e l l ? 

A. C e r t a i n l y , yes. 

Q. I n t h a t instance, though, pursuant t o your 

agreement, prod u c t i o n w i l l s t i l l be shared, even i f the 

w e l l doesn't produce from t h a t lower i n t e r v a l ? 

A. That's c o r r e c t . 
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Q. That's your understanding? 

Li k e you s a i d , i t looks l i k e e v e r y t h i n g t o the 

southeast t h e r e i s k i n d of p o t e n t i a l l y p r o d u c t i v e i n the 

lower i n t e r v a l , and as you go n o r t h and west i t — are 

those w e l l s not productive i n the middle Morrow? 

A. That's c o r r e c t , t h a t ' s c o r r e c t . 

Q. So i s your w e l l k i n d of on the edge of p o t e n t i a l 

p r o d u c t i o n there? 

A. That's — Yes, t h a t ' s p o s s i b l e . I t ' s p o s s i b l e 

t h a t the r e s e r v o i r q u a l i t y w i l l j u s t d i m i n i s h t h e r e and we 

won't be able t o make a w e l l i n the lower Morrow. There 

are several sands w i t h i n the lower Morrow sequence, 

i n d i v i d u a l sands, t h a t may or may not be p r o d u c t i v e , so 

t h a t ' s p a r t of the r i s k of d r i l l i n g a w e l l , and t h a t ' s what 

we're prepared — t h a t ' s a r i s k we're prepared t o take, i s 

t o enter i n t o t h i s a l l o c a t i o n formula and see what we can 

f i n d . 

Q. From the data t h a t you've looked a t , are the 

sands i n the lower Morrow comparable productionwise t o the 

sands i n the middle Morrow? 

A. Yes. 

Q. The w e l l i n the cros s - s e c t i o n j u s t t o the l e f t of 

your proposed w e l l , t h a t w e l l wasn't d r i l l e d deep enough t o 

penetrate t h a t lower i n t e r v a l ? 

A. Can you l o c a t e t h a t again f o r me? 
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Q. On your cross-section you've got your proposed 

J o e l l Number 2 i n the middle, and — 

A. Oh, yes, yeah. 

Q. — j u s t t o the l e f t of t h a t ? 

A. Yes, t h a t ' s c o r r e c t . A c t u a l l y , t h a t ' s s o r t of 

the c u l p r i t , t h a t w e l l t h a t ended up p u t t i n g t h i s depth of 

766 f e e t [ s i c ] onto t h a t JOA, because they j u s t d r i l l e d i t 

i n t o the middle Morrow and stopped, so — I t h i n k i f they'd 

d r i l l e d a l l the way down, we probably wouldn't be here 

r i g h t now. 

Q. I see. So i s the — This would be the second 

w e l l on t h i s u n i t ; i s t h a t c o r r e c t ? 

A. For the Morrow? 

Q. Yeah. 

A. Yes, yes. 

Q. So the w e l l i n the southeast q u a r t e r i s producing 

a t t h i s time? 

A. No, i t ' s plugged. 

Q. Oh, i t ' s plugged, okay. 

A. Yes. 

Q. That i s the Morris Antweil? 

A. Yes, and Missouri NM land, t h a t w e l l i s plugged. 

EXAMINER CATANACH: Okay, P-and-A'd. 

Okay, I t h i n k t h a t ' s a l l I have, Mr. Bruce. 

Anything f u r t h e r ? 
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MR. BRUCE: Do you want anything f u r t h e r i n t h i s 

case? 

EXAMINER CATANACH: Yeah, I want a d r a f t order, I 

want you t o take a shot a t t h a t . 

MR. BRUCE: Do I have to? I w i l l get you one. 

EXAMINER CATANACH: Okay. There being n o t h i n g 

f u r t h e r i n t h i s case, Case 13,132 w i l l be taken under 

advisement. 

(Thereupon, these proceedings were concluded a t 

8:56 a.m.) 

* * * 
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