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APPEARANCES
M CHAEL FELDEWERT, ESQUI RE (by vi deoconference)
Hol | and & Hart LLP
110 North Guadal upe, Suite 1
Santa Fe, NM 87591

EARNEST L. PADI LLA, ESQUI RE (by vi deoconference)
Padilla Law Firm P.A.

1512 South St. Francis Drive

Santa Fe, NM 87505

ALSO PRESENT:
Gregory Chakalian, Hearing Exam ner (by
vi deoconf erence)
MI1l1lion Gebrem chael, Technical Exam ner, Ol
Conservation Division (by videoconference)
Phillip Goetze, Technical Exam ner, Ol
Conservation Division (by videoconference
Mar |l ene Sal vidrez, OCD Law Clerk, Ol
Conservation Division (by videoconference)

Shei | a Apodaca, Law Clerk (by videoconference)
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PROCEEDI NGS

MR. CHAKALIAN: The tine is 7 a.m, on
Decenmber 8. W are continuing this hearing that we
began yesterday in Cases nunber 23711 and 23712.

M. Padilla, as a prelimnary matter, |
sent you an enmmil yesterday at about 4:30 p.m Did
you receive it?

I f you're speaking, no one can hear you
because you've not unnuted yourself.

MR. PADI LLA: [|I'msorry. What |
determ ned was that you were |looking at -- | was
| ooki ng at the 23712 case instead of the 23711 case.

In the 11 case, M. Kent is not a
witness on that. The only thing that he has there is
an affidavit of mailing. The affidavit of mailing was
pretty intense and they did it because we didn't have
the capability of sending all our notices out,
al t hough that was on our |etterhead.

But | think M. Feldewert suggested we
do Case 23712 first. That makes sense and probably we
shoul d not have filed the 11 case before the
unitization case.

MR. CHAKALI AN: Okay. |'m confused.

So let ne go to the email | sent you yesterday. |

said: "M. Padilla, you have tinme to suppl enent the
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exhibits filed in 23711 with the m ssing exhibits that
| brought to your attention today. Please file the
m ssing exhibits before 9 a.m, tonorrow norning."

You did not respond to ny email and now
you' re sayi ng what ?

MR. PADILLA: Now |'m saying that we
submtted the entire package because --

MR. CHAKALI AN: Okay. | understand.
You already explained that. So, M. Padilla, in the
future, maybe you could reply to ny emails and let ne
know why you're not going to do what |I'm asking you to
do.

MR. PADI LLA: | certainly will. After
| looked at it, |I probably should have responded and
told you that we were good with what we fil ed.

MR. CHAKALI AN: Okay. All right. So
we are going to then begin today's hearing with Case
number 23712. We have a conplete exhibit set here
that was filed tinmely. Yesterday, | asked if the
parties had tine to review the exhibits and the answer
was yes.

So, M. Padilla, we don't have an
obj ection to your proceeding by affidavit, so why
don't you nove for the adm ssion of these exhibits

I nto evidence at the beginning of your case.

Page 300

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



© 00 N oo o b~ wWw N

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

MR. PADI LLA: Very good. M. Exam ner,
as a prelimnary matter, however, 1'd like the
Wi tnesses to be sworn so that their sworn statenents
are under oath.

MR. CHAKALI AN: The wi tnesses were
sworn by nyself yesterday.

MR. PADI LLA: Okay. We therefore nove
the adm ssion of Exhibit A B, C, and D.

(Exhibit A through Exhibit D were

mar ked for identification.)

Are there any objections to admtting
t hese exhibits and their subparts into evidence?

MR. FELDEWERT: No, sir.

MR. CHAKALI AN:  Thank you.

So Exhibits A, Al through A10; B, Bl
t hrough B7; C, Cl1 through C5; and D are all admtted
I nto evi dence.

(Exhibit A through Exhibit D were

recei ved into evidence.)

The wi tnesses have been previously
sworn, so |l wll remnd the wtnesses that you are
still under oath.

M. Padilla, let's try to keep the
summari es short since we have all of this evidence and

the parties have already reviewed the evidence, the
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techni cal evidence. How do you want to proceed?

MR. PADI LLA: Well, M. Exam ner, we
can skip the whole introduction, but | thought it
woul d be beneficial to the Exam ners to have sone
short summary of what is contained in Exhibits A B,
and C.

MR. CHAKALI AN: Okay. Hold on,

M. Padilla. Let's ask the examners. | see

M. Gebrem chael and M. Goetze on canera, as well as
M. Feldewert, who is here to ask questions as well.
Let's start with M. Gebrem chael.

Do you need a sunmary, sSir?

MR. GEBREM CHAEL: Yes, that would be
hel pful .

MR. CHAKALI AN: Okay. Do you want a
sunmary from each of the three w tnesses?

MR. GEBREM CHAEL: The only thing I
would -- is the main --

MR. CHAKALI AN: Okay, very good.

M. Goetze, do you want a sunmary from
the w tnesses.

MR. GOETZE: Let's start off with the
general overview by M. Padilla. And | think this is
a second go-around for this application.

MR. CHAKALIAN: That's right.
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MR. GOETZE: And we have concerns about
the original application. | would put forth to
M. Padilla to highlight the differences between the
| ast application for the sane area and this
application if he would in his new di scussion.

MR. CHAKALI AN:  Ckay. M. Padilla, do
you want to make an opening statenent and explain the
di fferences between this application and the previous
one?

MR. PADI LLA: Yes, | wll,

M . Exam ner.

The difference between the first
application and the second application was that the
first application contained an erroneous | egal
description. Not so far as Lea County or New Mexi co,
but as far as the principal neridian. The earlier
application had the six prints for neridian which
M. CGoetze said was in Nebraska.

So that case was dism ssed. We sinply
refiled the application pretty nmuch the sanme way as
the first one with the corrected |egal description.
So there's no difference in what we filed earlier. W
were ready to proceed with hearing, but we were not
allowed to continue the case in order to cure the

princi pal neridian description.
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MR. CHAKALI AN: Okay, M. Padill a.
Thank you.

So, M. CGoetze, M. Padilla is not a
sworn witness in this case and so, you know, the
statenents that he makes are not evidence. Are there
any other statenents that he m ght help you with
before we get to the wi tnesses?

MR. GOETZE: No, that's a good
I ndi cation of where were are. | just wanted to
clarify that between the two applications.

MR. CHAKALI AN: Thank you. Okay, very
good. So, M. CGoetze, since you're the primry
technical reviewer in this case, which of the three
W t nesses would you like a summary fromto begin with?

MR. GOETZE: Well, wusually in this type
of approval of statutory units, we start with the unit
owner itself, so M. Kent probably would be the first
person to discuss how this has been put together.

MR. CHAKALI AN:  Okay.

M. Kent?

MR. KENT: Yes, hello. Thank you,

M. Hearing Exam ner, and technical exam ners. So
today, we're asking for the approval of this South Jal
unit, which consists of 19,369.77 acres in the

Enhanced O | Recovery unit that is unitizing the
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Yat es, Seven Rivers, and Queens Formati ons.

The proposed unit is going to be
| ocated in Lea County, New Mexico, in Townships 25
Sout h, 36 East; 25 -- 25 South, 37 East; 26 South, 36
East; and 26 South, 37 East. Qur proposed
participation fornula, as approved by the BLM and the
SLO is going to be 90 percent remaining oil in place
and 10 percent current production.

The exhibits |I've upl oaded, the
proposed unit agreenent, unit operating agreenent,
unitized well list, hearing notice, return receipts,
preapprovals fromboth the BLM and the SLO, and return
gratifications fromthose individuals and entities
t hat we have successfully voluntarily joindered.

In general, Forty Acres has commtted
substantial tinme, resources, and diligence in
researching title and researching for exact addresses
for all relevant owers within the unit. W provided
sufficient and tinely notice to all parties required
under NMOCD rul es.

Addi tionally, we have nmade good faith
effort to voluntarily joinder all interest owners.
And as a -- as a general breakdown of the |and types
in this unit, the unit consists of 67 and a

hal f percent BLM | and, 13.9 percent SLO | and, and
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18.6 percent fee | ands.

Additionally, we -- we will continue to
work closely with the BLM and the SLOin the -- in the
creation in the unit -- in the unit participation

fornmula, the unit participation factors, and all
rel evant agreenents. So |'m happy to answer any
addi ti onal questi ons.
MR. CHAKALI AN M. CGoetze?
MR. GOETZE: |1'mgoing to |et
M. Feldewert have the first round at it.
MR. FELDEWERT: That's fine.
MR. CHAKALI AN: Okay. Let's see what
you have, M. Fel dewert.
JOE KENT,
call ed as a witness and having been previously duly
sworn to tell the truth, the whole truth, and nothing
but the truth, was exam ned and testified as foll ows:
CROSS EXAM NATI ON
BY MR FELDEWERT:
Q Good nmorning, M. Kent.
A Good nor ni ng.

Q Now | understand from your resune that you
joined FAE in January. |s that correct?
A That is correct.

Q Ckay. And | guess starting at that point,
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so that's the first tinme that you had sone invol venent
in the devel opnent of this unit?

A That is correct.

Q Now | understand that over tine, you had
sonme di scussions and emails with Jess Ritter at
ConocoPhillips. Is that right?

A Anmong ot her parties at ConocoPhillips, yes.

Q Ckay. | want to go over sone of those
di scussions with you; okay?

A Okay.

Q Do you have any notes in front of you that
you're referring to?

A ["mjust --- 1 -- | have a notebook here of

just kind of indexing where sonme of these exhibits

start in the -- in the PDF 'cause there's a | ot
of -- there's a |lot of pages of exhibits here.
Q | agree with that. Do you have any ot her

notes in front of you?

A No.
Q Okay, all right. | saw a |legal pad.
A Yeah, those -- those were the notes | was

referring to.
Q Those are the notes that you have for the
exhi bits?

A Yeah, that's referring back to the exhibits

Page 307

Veritext Lega Solutions

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




© 00 N oo o b~ wWw N

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

that | have pulled up on ny screen.

Q Okay, all right. M understanding is that
t hr oughout your discussions with ConocoPhillips, you
woul d not discl ose FAE's ownership on a consoli dated
basis in this proposed unit.

A To ny know edge, if | -- | don't recal
Conoco specifically requesting that informtion.

Q Did you disclose your ownership interest in
any docunents to ConocoPhillips in this unit on a

consol i dated basi s?

A What do you nean by "consol i dated basis"?

Q In the unit as a whole. Any interest in the
uni t.

A ["'m-- 1"mnot aware that | have.

Q Did you do that with any ot her working
i nt erest owners?

A No -- | don't renenber off the top of ny
head, but if sonebody woul d have specifically
requested that information, | don't see why we -- we
woul d have withheld it.

Q | see. So if soneone indicates that they
had asked for that information and you refused to
provide it, you would agree that that would be
| nappropriate?

A | -- | guess it depends on the circunstance.
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Q Under what circunstance would you deemit
appropriate to not tell a working interest owner what
your consolidated interest is in your proposed unit?

A | -- I don't know. | can't -- | can't think
of any off the top of ny head.

Q Neither can |I. What is FAE s percentage
ownership in your proposed unit?

A It's going to be roughly 73 percent right
now wi t hout any sort of, you know, carried interest
for nonparticipating working interest owners.

Q VWhere do I find in the numerous pages of
exhi bits that you have provided, the consoli dated
ownershi p breakdown for the unit. 1In other words,
where do | find it show ng your 73 percent and then
what everybody owns?

A In Exhibit B of the proposed --

Q Exhi bit B?

A Yeah, the Exhibit B of the proposed unit
agr eenent .

Q Now when | | ooked at that Exhibit B to the
proposed unit agreenent, | did not see a consolidated
wor ki ng i nterest owner percentage on the unit as a
whol e.

A Oh, yeah. Not as a unit as a whole. It's

a-- it's atract-by-tract breakdown.
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Q Okay. Have you provided anywhere,

t he percentage ownership of the effective working
interest owners in the unit as a whole?

A No, sir. That - that interest is evolving
day by day based off of deals that we're still
continuing to negotiate and other interest owners that
m ght choose to participate.

Q | understand, but at that tinme that you
filed your exhibits, you didn't provide one? Your
ownership at that tinme on a consolidated basis and
everybody el se's?

A | have not -- | have not submtted any
docunment ati on on a consolidated basis, no. To the
extent that sonebody woul d have requested that
i nformation, | would have provided it.

Q And you woul d agree that if sonmebody had
requested it, it would be inappropriate not to provide
it?

A Yes.

Q Okay. Didn't you inform ConocoPhillips that
t he conpany, FAE, did not have any title opinions for
t he proposed unit?

A Are you -- are you asking ne that -- if |
said that?

Q Did you say that?
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A | don't recall saying that.
Q Okay. Does the conpany have a title opinion

for the proposed unit?

A For the entire unit?

Q Yeah.

A Li ke a division or a title opinion?

Q Do you have a title opinion for the entire
unit?

A No.

Q Okay. Wasn't that a big concern that COG

di scussed with you? Not having title opinions?

A I -- | have not had those discussions
specifically with ConocoPhillips nyself, no.
Q Are you aware that ConocoPhillips raised

those concerns with the conpany?

A | do not -- | do not recall any of those
concerns being raised with us.

Q What about other working interest owners?

A | don't recall any other working interest
owners raising that concern either.

Q Ckay. Why don't you have a title opinion
for the proposed unit?

A We felt like the title that we have is
sufficient enough.

Q What title do you have?
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A We have title covering every single tract
within the unit.

Q How old is that title?

A It varies. No nore than a couple of years
usual ly.

Q Okay. But your testinony is that you have
title for every tract?

A Yes, sSir.

Q Ckay. |Is there a reason why you didn't
provide that to ConocoPhillips when they asked for it?

A Well, that information contains proprietary
dat a.

Q What? The title opinion is proprietary
dat a?

A Absol utely it is.

Q Okay. So this title that you apparently did
you say you have for the unit, that resulted in
crediting Meridian G| Conpany with a worKking
i nterest; correct?

A That is correct. And --

Q And you're aware that Meridian O 1| has not
been around in existence since the 1990s?

A Yes, |I'm aware of that now and
we' ve -- whenever Jess brought that to our attention,

we corrected our records i medi ately.

Page 312

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 So what ever records you had were ol d enough
that it showed Meridian Ol as having an interest?

A The -- are you saying that the ownership
report that we had was fromthe early '90s?

Q | thought you had a title opinion for every
tract.

A | -- 1 never said that. | said we had title
for every tract.

Q Ch, I"'msorry. That nade a good
clarification. Do you have a title opinion for every
tract in the unit?

A No, sir. W don't have a title opinion for
every tract in the unit.

Q VWhen you say you have ownership informtion,
what are you tal ki ng about ?

A We have ownership reports in federal and
state abstracts.

Q Omership reports in federal and state

abstracts?

A That is correct.
Q Ckay. Now are you aware that
abstracts -- you consider abstracts to be reliable

title informati on?
A I n conjunction with county record research,

yes.
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Q But abstracts are just summaries; right?
A O -- of BLM and -- and state records, yes.

Q Do you agree with me that they're not

updat ed?
A Yes.
Q Okay. As an experienced | andnman, woul d you

advi se your client to rely on federal and state
abstracts for title information?

A Not solely, no.

Q Okay. And the other thing you said you had
is ownership reports. |Is that right?

A That is correct.

Q Ckay. What do you nean by "ownership

reports"?
A We've hired a team of brokers to go out and
revi ew federal abstracts, state -- state | and

abstracts, and county records to cone to an opinion on
owner shi p.

Q Did they give you a title opinion?

A Are you referring to what -- what? A title
opinion as a -- an opinion given by a law firnf
Q | amreferring to a title opinion that would

be reliable for purposes of developing an Exhibit B to
a unit agreenent.

A Under -- under that definition, then, yes.
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We have title opinions for all tracts in the unit.
Q Okay. And by title opinion, you nmean you

have broker reports?

A That is correct.
Q Is that all you're going to do?
A Unl ess the need arises that we would need to

research anything further, yes.
Q Ckay. And you use those broker reports then

to send out estimated title to working interest

owner s?
A To ny know edge, we haven't sent out any
ownership reports to -- to working interest owners.
Q When you send out your ratification fornms,

It says "estimated title;" didn't it?

A That is correct.

Q Okay. Are you going to do anything to nove
it from"estimated title" to "established title"?

A Yes. Once the unit is approved, and we've
solidified the ownershi p and no changes have -- no
addi ti onal changes have been nade to either tract
participation or the forrmula in which we canme up with
the participation fornmula and how we cal cul ate that,
then that will be -- that will be solidified.

Q Sol i dified how?

A Upon -- upon approval of the unit.
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Q So you're not going to get formal title

opi nions for the unit area?

A Define "formal title opinions."

Q What woul d you refer to as a formal title
opi ni on?

A | -- I"'m-- I"mjust going off of trying to

answer your question, sir.
Q Okay. Are you going to do any other title
wor k ot her than these ownership reports that was done

by your brokers?

A If the need -- if we feel |ike the need
arises to research title further, we wll -- we wl
update and get new title -- title reports, yes.

Q But you didn't do that in advance of this
heari ng?

A No, sir.

Q Okay. And those ownership reports that you
utilized that showed Meridian G| Conpany having an
i nterest; right?

A | believe one of those ownership reports
di d, vyes.

Q Which neans it had to be at | east 20- or
25-years ol d?

A Are you referring to the date of the

ownership report?

Page 316

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'mtal king about the title that you | ooked
at? | used to work for Meridian. Are you aware that
Meri di an hasn't been around since the 1990s?

A |l am-- | am now, yes.

Q Your limted efforts here also didn't show
COG Operating as having an ownership in this unit;
correct?

A No, sir. W -- we show COG Operating as
having an interest in this unit.

Q But initially, you did not?

A l'"'m-- |1'"mnot aware of any tinme when we did
not have COG Operating as a working interest owner.
O, no. I'msorry. An owner in the unit.

Q So your testinony is that ConocoPhillips
didn't have to bring that to your attention?

A Not to nmy know edge.

Q Ckay. Wuld you turn to Exhibit A A945?

A Sorry. I'mtrying just to scroll these
pages. Ckay, |'mthere.

Q I " m | ooking at paragraph 2 of your emil.

Are you there?

A Yes.
Q And |'m | ooking at the second sentence of
paragraph 2. It says "W have successfully cl osed

deals with other parties within this unit in which
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their records reflect different acreage simlar to
what you experienced with Meridian."

A M1 hmm

Q So it appears that -- and you go on to say

"We've been able to successfully work with these ot her

parties to fill the gaps of title.” Do you see that?
A Mm hmm
Q So your use of ownership reports and sinply

| ooki ng at federal abstracts resulted in gaps in title
with ConocoPhillips first; correct?

A Mm hmm that's correct.

Q And then with other working interest owners?

A That's correct.

Q Okay. And you cheered sone of that by just
buyi ng t hem out ?

A Anmong ot her things, correct. Yes.

Q Ckay, all right. Now when | |ook at your
unit agreement in terns of the unitized substances,
it's very broad; right?

A | -- | guess it depends on what your

definition of "broad" is.

Q I ncludes oil? Gas?

A (No audi bl e response.)

Q Is that a yes?

A ['"'m-- would you -- I"mgoing to try and
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pull up the unit agreenent.

Q

Al right. Let's go to Exhibit page 201.

Are you famliar with this unit agreenent?

A

> O » O » O » O >» O

Q

cont ai ned
A

Q
A

Q

Yes, sir.

Have you | ooked at it closely?

Yes, sir.

Okay. So it'd be Exhibit A, page 2017
Ckay.

Wuldn't it?

At page 2017

Yeah.

Yes, sir.

See the definition of "unitized substances"?
Yes.

Al oil, gas, gaseous substances, sulfur
in gas, et cetera.

Mm hnmm

Okay?

Okay.

That's what you seek to use as unitized

subst ances?

A

Q
A
Q

Ckay.
Not just oil?
That is correct.

Ckay. As this project proceeds then, you
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anticipate you'll produce sone gas?

A | would -- | would refer to the reservoir
engi neer or the geologist on -- if there would be any
addi ti onal gas produced.

Q Are you generally famliar with these types
of operations?

A I n general, yes.

Q Ckay. So woul d you expect that if you're
going to unitize gas, that you're going to produce gas
at sone point?

A Il -- I wouldn't want to speak to what may or
may not be produced when we commence devel opnent
operations in this unit.

Q Okay. Didn't you inform ConocoPhillips that
there are -- when you | ook at the ownership here, that
there are owners with gas rights in the unitized area
that may differ fromowners with oil rights?

A | -- I did not. That was a concern that
Conoco had raised to ne in that -- and | expl ai ned
that we were capturing gas rights where they were
split.

Q Ckay. So you agree that there are
circunst ances where the gas rights and the oil rights
were split?

A Yes, that is correct.
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Q OCkay. Are there are also then circunstances
where they may have different percentages of ownership
in the oil and gas?

A That is correct.

Q Okay. Now if | go back to page A945 -- [|'1]|
give you a mnute to get there and we'll start to
scroll through this.

A ['"'m-- I"mthere right now, sir.

Q Oh, you're quick. [|I'mlooking at paragraph
1 of your email.

A Mm hmm

Q Ckay? After ConocoPhillips raised that
concern, you said, "Gas rights are being tracked
t hrough the existing decks.” Do you see that?

A That is correct.

Q Okay. What do you nean by "through the
exi sting decks"?

A So as the proposed participation fornula
i ndicates that the fornmula is going to be 90 percent
remaining oil in place and 10 percent current
production, and to the extent that those gas rights
are split in the gas wells that are currently
produci ng, we are capturing those gas rights in the
decks.

So the percentages that we've cone up with
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for that 10 percent conme directly fromthe decks that
we currently have.

Q When you say "decks you currently have,"
what do you nean by that?

A The pay decks that we are currently paying
royalties off of.

Q Pay decks, okay. And pay decks then would
be for those areas where you have producing wells?

A That is correct. And any acreage dedicated
to those producing wells.

Q Okay. So these pay decks would cover only
t he producing wells and the acreage dedicated to those

producing wells; correct?

A That is correct.

Q Okay. And are these generally vertical
wel | s?

A To ny know edge, they are vertical wells.

Q Okay. Which nmeans they're nost likely -- if
they're oil, on Forty Acre spacing?

A | -- | don't recall how many oil versus gas

wells are currently producing.

Q Ckay. But your pay decks would be limted
to the spacing unit associated with the wells?

A Yes. O the unitized area associated with

the wells, yes.
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Q Is there a unitized area associated with
some wel | s?

A That is correct. There is the Rhodes
federal gas unit that is conpletely within the -- our
proposed South Jal unit area that the -- that we are
proposi ng, and the BLM and the SLO have approved the
di ssol ution and conpl ete i ncorporation into our South
Jal unit.

Q Ckay. Any other unitized areas within
the --

A Not that |I'm aware of.

Q Ckay. So your pay decks would be Iimted to
t he produci ng wells and acreage dedicated to the
wel l's, and then whatever you have for the Rhodes unit?

A That is correct.

Q How big is the Rhodes unit?

A | don't recall the size off the top of ny
head.

Q Roughl y?

A | -- I don't think |I can put a nunber to it.

Q You're the | and manager. You don't know how
big the Rhodes unit is within the unitized area that
you --

A Not off the top of ny head, no.

Q And you know where it's | ocated?
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A Yeah, it's -- we're located generally in the
sout hern part of the South Jal unit. Qur proposed
South Jal wunit.

Q Ckay. So you agree with ne then that your
pay decks won't cover your entire unit area?

A What -- what do -- could you --

Q In other words -- I'msorry. Your pay decks
woul d not enconpass all of the acreage of this nearly
20,000 acre unit that you seek to force on these
owner s?

A Yeah, the pay decks wouldn't -- wouldn't
cover the unit, no.

Q Ckay. So have you undertaken any ot her
exam nation of the gas rights within your proposed
unit area other than these existing pay decks?

A Yes, sir.

Q And how have you done that?
A We've -- we've done title -- we've -- those
title reports that you -- we've discussed earlier

woul d have captured that.

Q These ownership reports?
A That is correct.
Q Okay. So your testinony is these ownership

reports woul d address gas rights?

A Yes, in the -- in event that they were
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split.

Q Gve ne a mnute here. Have you exam ned
whet her there are ownership depth severances within
your proposed interval? Unitized interval?

A Yes, sir.

Q Okay. Where do | find identification of
t hose ownership depth severances within your filings?

A Those depth splits are going to be |ocated
on the Exhibit B of the proposed unit agreenent.

Q And does it allocate based on the depth

severances?

A Yes, sir. It does.

Q Now we' |l | ook at page 269 of Exhibit A

A Okay.

Q l"mtrying to get there. Hold on a m nute.
Sorry about that. Now this is your affidavit of
notice, M. Kent. |Is that right?

A It looks Iike 269 is the signature page to
my affidavit.

Q Okay, okay. Let's go to paragraph 1 of that
affidavit. Are you there?

A On Exhibit A269, it is just a signature
page.

Q So go up a couple then. | think that ny

pagi nation was a little off. | want to go to
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paragraph 1 of your affidavit. Affidavit of Notice.

Can you -- okay. Can you specify what

what exhi bit page nunber you're referring to?

" mthere.

Are you there?

Now you state you nmade a good faith

secure voluntary unitization?

S correct.

Now your broker reports indicated

that you've identified 348 interest owners in the

That's correct.

But you secured voluntary agreenent

36 of those owners?

Working interest owners. That's correct,

It'd be about 1 percent?

A
page - -
Q A267.
A Okay.
Q
A Yes.
Q Ckay.
effort to
A That |
Q Okay.
unit?
A
Q Okay.
with only
A
yeah.
Q
A l-- 1
Q Ckay.

can't do that math in nmy head.

So | see you're seeking to force over

300 working interest owners into this unit?

A

have --

Yeah,

that is correct. W -- yes, 'cause we

we have over 75 percent of the unit ratified

wor ki ng-i nterest-w se.
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Q Ckay. And you state that you've gotten
vol untary agreenent of 78.10 percent?

A That is correct.

Q And 70 -- what did you tell ne?
Seventy-three percent of that is yours?

A That is correct.

Q So you've only got 5.10 percent of voluntary
agreenent ?

A That is correct.

Q Okay. Where is the list of uncommtted
owners that you seek to force into this unit?

A | nmean, there's -- there's not one publicly
avai l able, to ny know edge.

Q "' m not asking publicly available. In your
exhi bits that you have filed with the Division, where
is your list of uncomm tted owners?

A | have not uploaded a list of uncommtted
owners.

Q Okay. So we don't have a list of the
uncomm tted owners and then we don't have a breakdown
of their ownership percentage on a unit-w de basis?

A That is correct.

Q Where is your chronol ogy of contacts with
t hese over 300 unconm tted owners?

A | -- | don't -- I'"'mnot sure | understand
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t he questi on.

Q Where is the docunent that references the
efforts by the conpany to reach an agreenent with over
300 interest owners that you seek to force into your
20,000 acre unit?

A Qutside of what | testified to in ny
self-affirmed statenent, there's no -- there's no
specific docunent on the efforts that we've -- that
went through to voluntarily joinder of these interest
owners.

Q You just |unped everybody together and said
you undertook good faith efforts?

A That is correct.

Q Okay. How many of these 348 owners that you
seek to force into the unit, how many of those have

you been able to | ocate?

A | couldn't think of a nunber of the top of
my head. It's several.
Q Several of the 348? Do you know how many

you' ve been unable to | ocate?

A Not off the top of ny head.

Q ' mnot asking at the top of your head. |Is
it anywhere in your filed exhibits?

A No, it's not uploaded into ny filed

exhi bits.
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Q So we don't have an interest, we don't have
a list of the parties you' ve been unable to |ocate?
A No, sir.
Q And we don't have the percentage of those
t hat you've been unable to | ocate?
A No, sir.

MR. FELDEWERT: M. Examiner, | do have
sone ot her questions of not only this wtness, but
other witnesses. But | would like, at this point, to
nove to dismiss this application or to continue this
application until such tinme that they can conme back
and denonstrate that they've done sufficient title
work for the entire unit area to ensure that we have
an accurate Exhibit B that they want you to adopt as
part of its case.

But nore inportantly, to ensure that we
have notice to all of the affected parties in this
area and to get an understanding of what efforts they
have done, who they've not been able to | ocate and
therefore not give notice to, and what efforts were
done to try to |locate those parties.

It's astonishing to nme that we don't
have a nore formal title effort for this entire 20, 000
acre unit given that they're seeking to use the police

power of the state to force into this unit over 300
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owners. We don't have identified anywhere, the
i nterests that are held by these parties that they
seek to force into this unit.

There is no list, |like | said, of
unl ocatabl e parties. All they've done is gone out and
relied on sonme federal abstracts and sonme broker
sunmaries to bring this application before you for
this 20,000 acre unit. It seens to ne that if you're
going to invoke the police power of the state, we need
an accurate ownership information.

We need to nmake sure notice has been
provided to all the inpacted parties, so we need to
know who all is what and what percentage, and they've
been unable to | ocate and why they've been unable to
| ocate them before you can even nore forward.

MR. CHAKALI AN: All right,

M. Feldewert, let's hear from M. Padill a.

THE WTNESS: | think he's com ng.
Ernie, | think you re on nute.
MR. PADI LLA: |'ve done a lot of title

opi ni ons based on federal abstracts. Federal
abstracts contain all of history of title in oil and
gas | eases, so that's very good evidence. Sane thing
with take-offs that | andmen prepare for oil punp

| ease.
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The issue of title opinion work is
actually sort of renote now because there's such

strong reliance on | andnmen di scovery, so | don't see a

problem |If M. Feldewert or the D vision wants a
suppl enental listing of those interest owners that
haven't answered or they haven't -- which is typical

is that a | ot of people --

" mworking nowin the North Cal unit
and | get calls every day fromsmall working interest
owners. But they've gotten notice of the hearing.
Whet her they appear or not at this hearing is another
thing. ConocoPhillips and COG have been in this
process for well over a year with no neani ngful
f eedback.

So raising this issues, it's
not -- yeah, it's a nice argunent, but otherw se, when
you' re tal king about 20,000 acres and a very mnority
interest in the unit, people who don't respond or who
had been notified and they're not in this hearing,
nost of themare going to ratify the interest at sone
poi nt or anot her.

M. Kent has testified about continuous
work on getting these individual owners, but that's
not a reason to dismss. |If the Division wants a

breakdown of who has been contacted, a
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supplenmental -- we're willing to do that, but to
dism ss this case is inproper at this point.

Certainly, in terns of even disclosure
as to what ConocoPhillips owns, is ny information is
t hat they own about 1 percent of this unit and I
believe that's a | everage in order to gain a better
division in terms of a buyout because ny understandi ng
Is that they're initiating a buyout.

But we're willing to supplenent the
record with that, but not a dism ssal.

MR. CHAKALI AN: Thank you, M. Padill a.

M. Feldewert, is there a rule or a
statute that you are in fact referring to on your
noti on?

MR. FELDEWERT: There is no rule.
Okay? The Statutory Unitization Act requires the
operator to cone in and denonstrate that they have
undertaken good faith efforts to locate all of the
affected parties, in trying to reach a voluntary
agreenment with all the affected parties, and then to
provide notice to all of the affected parties.

And it's a very high standard because
they' re asking you, just |like the conmpul sory pooli ng,
they' re asking you to force owners into this unit and

exercise your police power. So notice is inportant.
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Information is inportant. As M. Padilla points out,
| think it's nore than a nice argunent.

| think it is a correct argunent. And
It doesn't matter, just |ike conpul sory pooling, it
doesn't matter how small the interest is. You have
the sanme obligation to identify, locate, and then try
to reach a voluntary agreenent with an interest owner
whet her they own 90 percent or |ess than 1 percent.

It's the sane obligation. |Is it very
difficult? Yes. 1Is it very difficult to do for a
20, 000 acre proposed unit? Yes. Okay? But you're
I nvoki ng the police power of the state, so you have to
denonstrate that you' ve identified these people, that
you provided notice to them and that you tried to
reach a voluntary agreenent.

And all we just have is just a high
| evel statenent. As he admtted, "Yeah, we just
| unped everybody together” and said, "Yeah, we
undertook a god faith effort.” There's no
denonstration of the who owners are that they reached
out to. We don't even have a list of who they're
trying to bring into the unit.

So | don't know how you can go forward.
So you can dismss it or continue it. It's up to you.

But we don't have enough information to be able to
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eval uate what they've done.

MR. CHAKALI AN: Okay. Thank you.

M. Padilla, |I've not given you an
opportunity to ask redirect questions to your wtness
to establish the conpliance with this good faith
effort that the statute requires to use the state's
police power to conpul sory pool. So why don't you
establish how the percentage of owners that have been
contacted or the good faith efforts that your party
has used here?

So go ahead.

REDI RECT EXAM NATI ON
BY MR. PADI LLA:

Q M. Kent, where do you identify the people
t hat you have sent notices of the hearing?

You' re nut ed.

A Yes, sorry about that. So yes, | have
upl oaded all certified mail receipts, notices, and
return receipts that -- to all parties that we sent
notices to.

Q And what part of your exhibits do you have a
listing of every owner that you have identified for
the proposed unit?

A So a listing of all the owners in the unit

are -- can be found in Exhibit B of the unit
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agreenent. And all the return receipts, certified
mail receipts can be referred to at Exhibit A8. And
that's certified mail receipts, the notice hearing
| etter, and the return receipts.

Q Where do you have a listing of the ownership

i n your materials?

A It's going to be under Exhibit B of the unit
agr eenent .

Q And how many pages do you have of ownership?

A | mean, it's -- it's hundreds. You know,
500 pages.

Q And it's your testinony that you sent notice

of this hearing to every one of those owners?

A That is correct.

Q But in particular, what did you do with
respect to working interest owners?

A So working interest owners woul d have
actually received two notices. They would have
received first a notice of -- they would have received
first a notice of working interest owners neeting that
we had with |inks and docunentation to all the
rel evant agreenents that we were proposing under this
uni t.

Al -- all working interest owners had the

ability to attend this working interest owners

Page 335

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

neeting. So that was the first notice. And the
second notice would have been the notice of the
heari ng, which we would have included a notice with
the links to this hearing and al so additi onal
ratifications.

Q Are you still continuing to receive
ratifications to the unit as we go al ong?

A Yes, sir. And we are still actually in
ongoi ng negotiations with additional parties to either
buy them out or -- or |ease them

Q What's your specific tinme line for
negotiating with Conoco or COG?

A Up until -- up until yesterday.

Q And what's the |atest information that you
have or what's the | atest status for those

negoti ati ons?

A The | atest status was that Conoco had call ed
me and they had | owered their -- their
purchase -- purchase price, but it was still not to a

point to where we were able to transact on it. And,
as a condition of that, where they wanted us to
continue this hearing, which we were not anenable to.

Q And why did you not want to continue this
heari ng?

A Well, first, this -- this unit has been in
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the works for two -- two years now and Conoco has been
aware of that every step of the way. And negoti ations
with Conoco have gone on for well over a year at this
poi nt .

Q Have any of the working interest owners that
M. Fel dewert tal ks about, have they -- what's your

hi story with those owners in ternms of this hearing?

A Whi ch owners are you speaki ng about, Ernie?

Q Wor ki ng i nterest owners.

A Al -- all working interest owners that have
reached out, we've been responsive to and if -- if it

was possible to work out a deal for themto
partici pate, not participate, or for us to buy them
out, we have done that.

Q Now M. Fel dewert asked you about what he
calls "inappropriate titles.” What is the practice in
the oil industry with respect to ascertaining pay
decks or title?

MR. FELDEWERT: Objecti on.

| object to the question on the grounds
that it's not been denonstrated M. Kent has the
appropri ate background to answer that. He's not a
title attorney.

MR. PADI LLA: | realize he's not a

title attorney, but he is director of |land and
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obviously handles title matters.

MR. CHAKALIAN: M. Padilla, when an
obj ection is nade, please wait for ne to understand
t he objection before | turn to you and ask for your
position, which I wll do.

So, M. Feldewert, | want to make sure
| understand your objection. You' re basically
objecting to this question being outside the scope of
this witness's expertise. |Is that correct?

MR. FELDEWERT: Correct. | nmean, he's
just joined the conpany on January 1st. He didn't
even work in New Mexico prior to January 1st. And
he's denonstrated no background as to be able to offer
opi nions of what is appropriate title, particularly
for unit agreenents and forced unitization, or even
what the customary practice is.

MR. CHAKALI AN:  Ckay.

M. Padilla, your response?

MR. PADI LLA: M. Fel dewert answered
the question. M question was related to custom and
practice, and | don't see any difference between title
I n Texas or Montana, or title standards in terns of
ascertaining ownership in oil and gas | eases.

MR. CHAKALI AN: Thank you, M. Padill a.

| understand your response.
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M. Feldewert, |'mgoing overrule the
objection. 1'll give the answer the weight | deemit
appropri at e.

Go ahead and answer the question.

THE WTNESS: So yes, we -- it is
I ndustry standard in my opinion and what -- every step
of the way in ny career, that you have -- you obtain

ownership reports in ascertaining ownership in oil and
gas | eases.
BY MR. PADI LLA:

Q Now once a unit is approved, you testified
that you would do further title work. Can you
descri be what further title work you're going to do
once a unit is approved?

A We would be firm ng up the interest, and
like |I nmentioned previously, we're -- we're currently
I n ongoi ng negotiations with several parties on buying
themout, so their -- our interest will, you know, be
affected by that. And the parties that m ght
currently be in the exhibit -- owners report right
now, may not be there after these deals are done.

So to the extent that we need to cure any

title in those deals or any -- if any other title
needs arise, we will do additional title.
Q Now do you do division order title opinions
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or do you do pay decks now?

A It's all about what the policy of that
conpany is confortable with as far as risk. You know,
we -- we were -- we are not planning on doing a
division order title opinion, so we are going to base
our decks off the current ownership reports.

Q Okay. Have you been unable to |ocate any
wor ki ng i nterest owners?

A Yes.

Q And do you know who they are?

A Not off the top of ny head, but we can
certainly gather a list of the -- the parties we have
not been able to contact.

Q Okay.

MR. PADILLA: | think that's all the
guestions | have, M. Exani ner.

MR. CHAKALI AN: Okay. M. Padill a,
let's take a five-m nute break before we come back for
any recross fromM. Feldewert. But |I'd also like to
hear questions from our technical exam ners who are
famliar with this issue before | make a ruling on
this notion.

So M. Goetze and M. Gebrem chael, |
am al so | ooking to you to ask the questions regarding

this nmotion of Insufficient notice before | mke a
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ruling.

So we'll be back on the record at
10: 05 a.m Thank you.

(OFf the record.)

MR. CHAKALI AN: It is 10:05. W're
back on the record.

M. Goetze, |I'mgoing to turn to you.
Do you have any questions that m ght help nme?

MR. FELDEWERT: | have sone additi onal
guestions, M. Exam ner.

MR. CHAKALI AN: | know you do,

M. Feldewert, but before we get to your recross, |I'm
asking M. Goetz whether he has any questions for this
Wi tness that m ght help clarify this notice issue.

MR. GOETZE: No, I'Il just note that
this is a fairly big operation and ownership is quite
diverse in this area. | nean, it has been broken up
and handed around many tines. Sone of the questions
that M. Feldewert was asked is also reflected with ny
concerns as to how nuch we have accurately in hand and
to what | evel or degree of trust can we have in
the -- whether the oil ownership to be able to nove
forward with approval .

We certainly want to nake sure that we

have a standard that's nmet conparable to our other
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| arger water flood operations, say the north opps or
south opps. So | have nore questions with regards to
the participation fornulas and the unit agreenent as
opposed to the notice issues.

MR. CHAKALI AN:  Okay.

M. Gebrem chael ?

Okay. | think you're nuted, but |
t hink you said you have no questions. 1Is that right?

MR. GEBREM CHAEL: Are you asking ne,
M . Exam ner?

MR. CHAKALI AN:  Sorry?

MR. GEBREM CHAEL: Sorry. | didn't
hear your question.

MR. CHAKALI AN: M question to you was,
do you have any questions for this w tness?

MR. GEBREM CHAEL: No, | don't. |
concur with --

MR. CHAKALI AN: Okay. Thank you very

much.
MR. GEBREM CHAEL: Thank you.
MR. CHAKALI AN: M. Feldewert?
Recr oss?
MR. FELDEWERT: Yes.
/1
/1
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RECROSS- EXAM NATI ON
BY MR FELDEWERT:

Q M. Kent, the unit operating agreenent -- |
want to step back. Your broker take-offs that you
referenced, are those oil take-offs?

| can't hear you, M. Kent. You're nuted.

A | -- | don't understand the question.

Q The take-offs that you referenced, are they
focused on oil rights?

A They' re focused on all rights.

Q Ol rights?

A Ol and gas rights.

Q Okay, all right. Now your unit operating
agreenent that you put forth before the Division
all ows a recovery of pre-unitization costs; correct?

From wor ki ng i nterest owners?

A That's correct.

Q And it includes title work?

A That's correct.

Q Okay. Have you estimted how nuch it woul d

cost to get a title opinion covering your entire

19, 000 acre unit?

A | don't recall including title opinion
costs.
Q You don't recall what the estimte woul d be?
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A | don't think we included that in the -- in
the pre-unit AFE. No, sir.

Q Okay. Why not? If you can recover it under
your unit operating agreenent, why wouldn't you go out
and get a title opinion that covers this unit area so
there's no questions?

A W -- we are confortable with the title that
we have. And to the extent that additional title
needed to be done, we -- we would do that.

Q But you had working interest owners raising
concerns about title; right?

A No -- no working interest owners ever
has -- has raised a concern over not having additional
or title opinion to ne.

Q You' re saying that ConocoPhillips did not?
They didn't raise those concerns to you. That's your
testi nony?

A Not to nmy know edge.

Q As you list parties that you seek to force
into the unit, you referenced Exhibit B. | s that
ri ght?

A The -- are you tal king about the ownership
lists?

Q What ever you referenced.

A | guess | -- | don't understand what you're
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aski ng.

Q M. Padilla asked you where's the |ist of
owners in the unit and you said Exhibit B; correct?
A Exhibit B to the unit agreenent, yes.

Q And you said that includes the owners that

you seek to force into the unit.

A It includes -- it includes all owners.
Q That you've been able to | ocate?
A No, sir. All owners whether they have been

| ocated, not | ocated, participating, or not
participating. Every single owner that we have.

Q Ckay. That's your title work -- discussed?

A That is correct.

Q Okay. If | go to that Exhibit B, is it
anywhere identified on there the parties that you seek
to force into the unit?

A No, sir.

Q And we don't know then what their
percentages are that you seek to force?

A That -- that is not listed in the exhibit.

Q Okay. And then in ternms of your efforts to
reach a voluntary agreenent, the only thing you have
provided is Exhibit A page 267. |Is that right?

A Exhi bit A267?

Q That's your affidavit. So if | go to
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Exhi bit A page 267. | my have -- let ne see if |'ve
got nmy nunber right again. Yeah, | do. Are you
there? That's your paragraph 1.

A Ckay.

Q And that's the information you provided the
Di vi si on about your efforts to reach a voluntary
agreenent ?

A That -- that is what it said in the
af fidavit.

Q That's the only thing you provided the
Di vi sion; correct?

A | -- | provided a self-affirmed statenent as
wel | .

Q " mtal king about on the subject of the
efforts to reach a voluntary agreenment with the
uncommitted owners. The only thing | found, and you
correct nme if there's sonething else, is what you say
here in paragraph 1 of Exhibit A, page 267.

A That is the only thing that is in this

affidavit. That is correct.

Q Okay. |Is there anything else in these
exhi bits?

A We -- | uploaded a -- return receipts,

certified mail receipts, notices --

Q Let me stop you. |'mtalking about efforts
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to reach a voluntary agreenent with these owners;
okay?

A Yep.

Q On that subject, the only thing you provided

I's what's in paragraph 1 of your affidavit?

A That is correct, yes.

Q Okay. There's no chronol ogy of contacts?
A No.

Q Ckay. And according to your information,

your efforts resulted in reaching an agreenent of
about 1 percent of the owners out there?

A Yes, sir. That's -- that's all we -- that's
all we needed to get over the 75 percent threshol d.

Q So you kind of stopped after you got over
the 75 percent threshol d?

A No, sir. We have not stopped. As |
mentioned earlier, we are -- we have ongoi ng
negotiations with several parties.

Q Okay. The facts are what the facts are.

You' ve been able to reach with |l ess than 1 percent
despite what you call your good faith efforts?

A But it will -- it's -- it's actually 4 -- 73

to 78 percent. W have 78 percent ratifi ed.

Q I mean of the 3 -- all right, let ne step
back. You're right. You can reach maybe agreenent
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with 5 percent -- you have 73 percent; right?

A |'"msorry. Repeat -- repeat the question.

Q You had 73 percent interest in the unit?

A Yes, that's correct.

Q There are 348 interest owners out there?

A Yes.

Q You've only reached a voluntary agreenent
with 36 of thenf

A That's correct.

Q Whi ch results in another 5 percent?

A That's correct.

Q It got you over your threshol d?

A Yes, that is correct. But that -- that
s --

Q But you haven't been able to reach
agreenent -- there's nothing indicating what you've

done to reach an agreenent with the other owners?
Remai ni ng owner s?

A | have not upl oaded any exhibits to the
effect -- pertaining to any other interest owners.

Q Ckay. If | go back to that Exhibit B that
you referenced, is there anything on that Exhibit B
that identifies the owners that you've been unable to
| ocat e?

A No, there's nothing in the Exhibit B that
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woul d i ndicate owners that we've tried to |ocate
or -- or have successfully joindered.
Q Okay. And so you haven't provided any
I nformati on about what efforts were undertaken for a
specific working interest owner that you've been
unable to | ocate?
A No, that -- no.
Q Ckay.
MR. FELDEWERT: That's all | have,
M . Exam ner.
| would renew my notion. And |I'm
saying either continue or dismss, but | don't know
how you can go forward w thout having this basic
i nformation that we provide in all conpul sory pooling
cases. And this is just one big conpul sory pooling
effort. 20,000 acres. It's tough, but it's an
obl i gati on.
MR. CHAKALIAN: All right. Well, while

the parties have been asking questions and answeri ng

guestions, |'ve been doing a little bit of research
and |'mnot quite there yet, so I'll reserve ny
decision till I finish.

However, M. Feldewert, what | believe
| "' m being asked to determ ne is whether or not the

efforts, as denonstrated by the exhibits and the
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answers to your questions, satisfy the standard of
good faith, which is in 70-7-6(A)(5), which states
"That the operator has nmade a good faith effort to
secure voluntary unitization within the pool or
portion thereof directly affected.”

Is that correct?

MR. FELDEVWERT: | would say yes and
then | would preface it by saying have they provided
sufficient evidence, okay, of that? Nunber 1. Good
faith efforts to reach a voluntary agreenent and have
they identified sufficient evidence of the efforts to
| ocate the unl ocatable parties?

At this point, we don't even know who
the unl ocatable parties are.

MR. CHAKALI AN: Do you know of any case
| aw, M. Fel dewert?

And |I'm going to cone to you,

M. Padilla, in a nonent.
Do you know any case that el aborates on

that term "good faith" and how it applies here to this

statute?

MR. FELDEWERT: |'m not aware of any
case law. | think the easiest thing to go on is what
do we do for conpul sory pooling. It's the sanme thing.

This is just a nuch bigger area. And what do we do
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for conmpul sory pooling? You need a |list of the
parties you' ve been unable to |locate and to show t he
efforts undertaken to | ocate those parties.

You need to identify the parties that
you' ve been unable to reach a voluntary agreenment wth
and you need to denonstrate what we call a "chronol ogy
of contacts"” that you did undertake an effort with
each and every one of those, despite the percentage
interest. And it's nore than just sending out notice
of unitization. It requires nore than that.

Just |ike conmpul sory pooling. And if
we don't provide that in a conpul sory pooling case, it
doesn't even go forward.

MR. CHAKALI AN:  Ckay.

M. Padilla, you ve heard
M. Feldewert's summati on of the problens he's having
wth the exhibits and the testinony. He's, if |
understand himcorrectly, suggesting that good faith
requires that you at least identify the owners, the
wor ki ng interest owners that you have not been able to
make contact with that have an ownership interest in
this pool.

And what do you say about that?

It sure would be nice if fol ks could

| earn to unnute before they start talking.
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MR. PADI LLA: I'msorry. That's why we
have notice by publication when you can't find
anybody. And that's no different than conpul sory
pool i ng when you can't find sonmeone. You've
i dentified the ownership, but you have no response
after notice. And that's why you have notice by
publ i cation.

| 've handl ed a nunber of quiet title
cases where publication has been an issue, whether
it's proper notice or not. The Hanover case, United
States Suprenme Court --

MR. CHAKALI AN: Let nme stop you here.
| understand. And | don't think that's the issue
here, M. Padilla. | think the issue is, has your
client identified everyone with a working interest in
this pool, not necessarily how have they put them on
notice, whether it be mailings or constructive notice.

But | think the question is, have they
all been identified. Now what is your response to
t hat issue?

MR. PADI LLA: Based on M. Kent's
testinmony, they've all been identified. Now granted,
there's going to be a m stake here and there in a unit
of this size and that's going to have to be cured at

sonme point if additional title information cones into
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bei ng.

But to the extent of identifying
everyone who i s reasonably known, they have done that.

MR. CHAKALI AN: Okay. Thank you,

M. Padilla.

M. Feldewert, you've heard
M. Padilla, that everyone with a working interest has
been at |least identified. Do you disagree with that?

MR. FELDEVERT: Do 1?

MR. CHAKALI AN: Based on the evidence,
and the exhibits, and the testinony, do you di sagree
t hat everyone with a working interest has been
i dentified?

MR. FELDEVERT: | don't think I can
answer that question because | think there's an issue
as to whether they've done sufficient title work in
advance of this hearing to assure that everyone has
been identified. GCkay? That's first step. Second
step is, those they have identified --

In other words, those on their Exhibit
B. Okay? Wo have they been unable to | ocate? W
don't know. What was done to try to | ocate those
parties? W don't know. COkay? Then you go to, of
those parties that they've been able to identify and

| ocate, what efforts were undertaken to reach a
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voluntary agreenent with those owners. Ckay?

Al'l we have is one paragraph that says
"We made good faith efforts to secure voluntary
unitization, we've identified 348 interest owners, and
we' ve secured voluntary agreenent with 36." Okay?
Those nunbers aren't very good and don't denonstrate
good faith in and of thensel ves.

So you better have sonething el se,
whi ch means a chronol ogy of contacts. Who did you
contact for each of those interest owners? What
efforts were undertaken to reach a voluntary
agreenent? W don't have that. W don't know who
t hey are.

We don't know who they're even trying
to force into this unit. And we don't know what
efforts were taken with those individual interests to
reach a voluntary agreenent. That's the problem

MR. CHAKALI AN: Okay, M. Feldewert. |
under st and.

M. Kent, |I'mgoing to ask you sone
very sinple, basic questions. | don't know if you've
answered these before, but I'mgoing to answer [sic]

t hese questi ons.
Number 1. \What percentage of the

wor ki ng i nterest owners have you identified in this
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pool ?

THE WTNESS: We've identified all
wor ki ng interest owners in this pool.

MR. CHAKALI AN: Ckay, all. So
100 percent of the working interest owners have been
I denti fied?

THE WTNESS: To -- to the best of our
title abilities, yes.

MR. CHAKALI AN: Okay, okay. Once you
identified all of the working interest owners, what
did you do to negotiate with thenf

THE W TNESS: First -- first, we sent
out offers to purchase their interests and offers to
participate and -- or, if they were unl eased m neral
owners, offers to | ease them

MR. CHAKALI AN: Okay. O the
100 percent of the working interest owners, what
percentage of the offers were actually received and
conmmuni cated back to you as either a yes or a no?

THE WTNESS: | don't have that exact
percentage, but | know that 78 percent of -- well, all
wor king interest owners in this unit have ratified and
approved this unit.

MR. CHAKALI AN:  And you're including

yourself as a |arge owner of it?

Page 355

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 W TNESS: That is correct.

MR. CHAKALI AN: Okay. So you own
73 percent?

THE W TNESS: That is correct.

MR. CHAKALI AN: So what you're saying
Is then 5 percent of the working interest owners have
agreed to participate?

THE W TNESS: That is correct. As of
today with additional negotiations ongoing.

MR. CHAKALI AN: | understand. O the
22 percent that have not agreed, have they received
ei ther constructive notice or actual notice?

THE W TNESS: All 22 percent remaining
have received offers to purchase, offers to | ease, and
notice -- constructive notice of the hearing. Yes.

MR. CHAKALI AN:  Okay.

M. Feldewert, ny interpretation of
good faith effort to secure voluntary cooperation in
this unit is sonmewhat reliant on some research | did
when | was at the Environment Departnment when a
simlar argunment was made on whet her an applicant for
an air quality permt had made good faith efforts to
give notice to the surroundi ng | andowners.

And the research | did in the case | aw

I n New Mexico -- because the argunent by the
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| andowners was that absolute conpliance was required.

Absol ute conpliance with the lawis required. And the
research that | conducted denonstrated that

substantial conpliance was required in New Mexico and
not absol ute conpli ance.

And unl ess you have sonething that says
ot herwi se, then | believe the evidence so far,
supplied through testinony and through exhibits, shows
a substantial conpliance with this requirenent of good
faith effort to secure voluntary unitization. So that
being said, |'mgoing to overrul e your objection and
deny the notion.

However, however, | wll |eave open the
option that additional information is required to
suppl ement this record at the end of this hearing if |
so determne it or if the technical exam ners so want
It. So that being said, and your questions and
Cross-exam nati on questions have been answered, are
there any other questions for this witness before we
nove on to the second w tness?

Yes, M. Fel dewert.

MR. FELDEWERT: If | may. |'msorry.
You know, | didn't want to waste any nore of your tine
i f possible. | do have sone additional questions for

this witness that have nothing to do with what |
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perceive to be a | ack of evidence sufficient to neet
the burden. Okay?
MR. CHAKALI AN: Pl ease proceed.
MR. FELDEWERT: Thank you.
FURTHER RECROSS- EXAM NATI ON
BY MR. FELDEWERT:

Q M. Kent, when | | ook at your unit boundary
I n your exhibits, where is that |[ocated in your
Exhi bit A?

A The -- the unit outline boundary is going to
be | ocated on the Exhibit A of the proposed unit
agr eenent .

Q So if | look at, for exanple, Exhibit
Al10 -- if you could go to that.

A Exhi bit A10?

Q Yeah.

A Yes, Exhibit Al1O0 is the unit boundary.
Correct.

Q Okay. Now when the conpany devel oped this
particul ar boundary, you're doing this to unitize the
Yates, Seven Rivers, Queen reservoir. |s that right?

A That is correct.

Q Okay. Now is this boundary based on
ownership or is it based on the geol ogi c boundary of

the reservoir?
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A I would say it -- it was -- it was an all
above the approach. It was -- it was fornmed in
coordination with the BLM and w th geol ogi cal
boundaries, and existing units that -- that bounded it
on the north end and the east sides.

Q Okay, okay. |If | go down to the southeast
part of the unit, okay, and | go down to -- do you see
Section 23 down there?

A Section 23, yes.

Q Yeah, there's a little tract. You've got it
| abel ed "Tract 24."

A Yes.

Q Why are you only including 40 acres out of
t hat section?

A | -- I can't recall the reasoning off the
top of nmy head, but it was -- the decision for the
outline was made in conjunction with the BLM And a
| ot of those decisions happened prior to ne joining
Forty Acres.

Q Do you know who owns the renmining acreage
I n Section 237

A | do not, no.

Q Was there any notice provided to those
owners in Section 23 that you are taking only 40 acres

out of that section?
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A To the extent that the owners were required
to receive notice under the New Mexico Ol
Conservation Division Statutes, they received notice.

Q So nmy question is, did you provide -- this
woul d have been a party outside the unit; okay?

A Mm hmm

Al right. Did you provide notice to the

owner particularly in the west half of the west half

of Section 23 that you are taking 40 acres out of that

section?
A | -- I don't understand why we woul d have
needed to -- to have done that.

Q You don't?

A No.

Q You don't think that owner would be
concerned about interference with potenti al

devel opnment pl ans?

A To the extent anybody had concerns about
that, they -- they would have received notice and that
they -- they would have brought it up to us.

Q But you didn't give themnotice. Did you

give notice to any party outside the unit boundary?

A To the extent that anybody was required to
receive notice under the statute, we -- we sent
noti ce.
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Q My question is, did you send notice to any
party offsetting the unit boundary?

A | don't understand why we woul d have needed
to have sent notice to anybody that wasn't required to
recei ve notice.

Q So the answer is no, you did not send notice
to any offsetting owner?

A I n circunstances where owners were outside
the unit that were statutorily required to receive
noti ce, but they were sent notice.

Q And what circunstance was that?

A | can't -- | can't nanme one off the top of
my head, but to the extent that they were required to,
maybe in a C-108 or sonething like that, that they
recei ved noti ce.

Q Okay. But sitting here today, you can't
tell me that the owners in Section 23, particularly
the west half of 23, were notified of your proposed
unit?

A | -- I don't have the ownership of the west
hal f of the west half of that section in front of ne,

but to the extent that sonmebody woul d have received

notice or offers, we -- we sent those.
Q Now if | go to the east side and |I | ook at
Section 35 -- do you see Section 35? |If you go to the
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north where we just were and go up into Section 35 and

it looks like Tract 24 -- what's that tract; 24 maybe?

referring

A

Q

> O >» O >

range.

her e.

237

her e.

O

o » O »

A

What -- what township are you -- are you
to?

It |ooks Iike 26 South, 27 East.

26 Sout h, 27 East?

|'"msorry. 26 South, 27 East.

27 East?

Yeah.

That 27 East is not within this -- this map

Hold on a second. Let's quit nessing around

Can you see ny screen now, M. Kent?

Yes.

Okay. So we were just down here in Section

Yes.
Can you see ny cursor?
Yes.

Okay. Now I'm noving north. Help ne out

VWhat section is 35 in?

Yeah, so that's -- if you -- if you | ook

right there to the right, it's going to be 25 South,

35 East.

MS. NEAL: 37 Secti on.
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MR. FELDEWERT: Now we're all having
trouble. Not just me. How s that? That better?
THE W TNESS: Yeah, that's -- that's
fine.
BY MR. FELDEWVERT:

Q Ckay. So | was wong saying 25 South, 37
East or is that correct?

A | thought you were saying 27 East.

Q Okay. All right, ny bad. So let's forget
that. |1'mlooking at Section 35. GCkay? |'ml ooking
at your unit boundary. Okay? Do you see that?

A Mm hnmm

Q You didn't include that 120 acres in the
east half of the east half of Section 357

A That -- it doesn't appear that way.

Q Okay. Did you give notice to the owner in
the east half of the east half of Section 35 that you
were only | eaving them 120 acres?

A To the extent that they were required to
receive notice under statute, they received notice.
Q That's a nice vague answer. To your
knowl edge, did the conpany give notice -- first off,
do you know who the owner is in the east half of the

east half of 24?

A | do not. | do not have the ownership of
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that in front of ne, no.
Q And to your know edge, did the conpany
provide notice of this hearing to the owner in the

nort heast quarter of the northeast quarter of Section

357

A To -- to the extent that those owners were
required to receive notice, we -- we sent notice.

Q Now if | go to just above that into Section
26 -- do you see where ny cursor is?

A Yes, is that -- are you referring to Tract

25 -- Unit Tract 257?

Q I think that's right, yeah. Sane question
there. Do you know why you're not including the
remai ni ng portion of the west half of the east half of
Section 267

A | don't recall the specific reasoning for
this, but the unit outline was nade in conjunction
with the BLM and -- and pretty nmuch dictated by the
BLM

Q Okay. And if | ask you whether you gave
notice to the owner in the east half of Section 26 of
your unit, are you going to give ne the sanme vague "I
don't know answer"?

A To the extent that owners outside of the

unit were required to receive, we sent them notice.
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Q Okay. And just to followup on that, do you
know whet her the conpany gave notice to any offset
owner outside the unit?

A To the extent that they were required to
under statute, then we sent them notice.

Q Okay. |Is there anywhere in your list of
parties that you provided notice to indicate whether
they were notified because they were being affected by
t he unit boundary?

A | don't -- | don't -- I'mnot sure
under st and the question.

Q Can | | ook at any of the information that
you provided to the Division and ascertain what owner
was being notified, if any, because they were affected
by the boundary of the unit?

A Al -- all the owners that are shown
as -- in uploaded exhibits that received notice or
were statutorily required to receive notice whether
they were inside or outside of the unit.

Q My question is, if | go to your |ist of
owners that you notified, okay, does your |ist
identify owners that are outside the unit but that
were notified because they were affected by the unit
boundary?

A l'"msorry. What -- what list are you
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referring to?

Q Wel |, good question. |Is there a |ist

anywhere of owners that you notified?
A Al'l the owners in the Exhibit B
agreenent were notified.

Q Okay. If | look at that Exhibit

t hat means that those were all owners within the unit;

correct?
A Those are all owners within the

correct.

Q Okay, all right. Exhibit B does not contain

any list of owners outside the unit?

A No, sir. | don't see why it would have.

Q Okay. And your notice of this hearing was

limted to the owners identified on Exhi bi
A Well, to the extent that owners

the unit were required to receive notice,

noti ce.

Q Where do | see that in your Exhibit B?

A They woul dn't have been differentiated in
Exhibit B 'cause Exhibit Bis the list for the unit
agr eenent .

Q O owners within the unit?

A That is correct.

Q Ckay. Now | want to go to your proposed
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unit operating agreenent, which | believe is Exhibit
A220. And let ne stop sharing so | don't give
everybody vertigo as | go through the Exhibit here.
Can you get to A220 for nme, M. Kent?

A Yes, | am on A220.

Q Okay, thank you. Now this is the docunent
that you're asking the Division to adopt and force on
t he over 300 uncommtted working interest owners in
this unit; correct?

A On all nonparticipating -- al
participating -- all working interest owners; correct.
Yes.

Q Ckay. And did you have discussions with
wor ki ng i nterest owners about this unit operating
agreenent ?

A Yes.

Q Okay. Now we know we had objections to the
participation fornula; correct?

A The previous participation fornmula that was
originally proposed on the -- the original application
of this unit.

Q Ckay. Aside fromthe objection to the
participation fornula, were there any objections
rai sed by working interest owners to other provisions

in the unit agreenent?
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A I wouldn't say objections. There were
certainly questions about the operating agreenent.

Q Were there concerns raised?

A Sure, yeah.

Q Ckay. As a result of those concerns, did
t he conpany nmake any changes?

A No.

Q Ckay. And you would agree with ne that
neither the BLM nor the State Land O fice approve or
even | ook at the unit operating agreenent?

A That's correct.

Q Ckay. Because they are a non-cost bearing
I nterest owner?

A That is correct.

Q And this deals with working interest owners?

A Correct.

Q Okay. Al right. Then if | go to this unit
agreenent and I go down to Section 3. 2.

A l"'m-- I"msorry. VWhich agreenent are you
referring to?

Q The unit operating agreenent.

A Ckay. Sorry, you said -- you said unit
agreenent. You said 3.2?

Q Yeah, are you there?

A Yes.
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Q Ckay. Actually, I'"Il start sharing. Let ne
shar e.
MR. FELDEWERT: | shoul d ask.
M. Examner, is it okay if | share?
Can you all see that now?
THE W TNESS: Yes.
MR. FELDEWERT: Ckay.
BY MR. FELDEWVERT:

Q So | amat page -- let's see. A228. Do you
see that?
A Yes.

Q Ckay. All right. Do you see where there's
Section 3.2.11, 3.2.12, 3.2.13, and 3. 2. 147

A Uh- huh.
Q And there's no text?
A Yes, | can see it.

Q Ckay. Do you agree that there should be
proposed | anguage under these headi ngs?
A | -- I don't think so. | nean, this

operating agreenent was reviewed by counsel.

Q Whose counsel ?
A Qur counsel .
Q Your counsel, okay. So your counsel

concl uded that what you send out the working interest

owners and what you ask the Division should adopt,
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shoul dn't have any provisions on a renoval of unit
operator and selection of a successor operator?

A Yes. | nean, that's what -- that is what
we' ve upl oaded as an exhibit.

Q So no provisions governing that?

A Not unless they're referencing additional
provi sions in the operating agreenent.

Q And nothing in your unit operating agreenent
under 3.2.12 about enlargenment of the unit area? And
nothing in the unit operating agreenent did you
di scl ose under 3.2.13 about the readjustnent of
I nvestments? And nothing in your proposed unit
operating agreenent under 3.2.14 about term nation of
the unit agreenent? You just left all that bl ank.

A Yes, | would assune that any provision
referring to the term nation of the unit agreenent
woul d be governed by provisions under the unit
agreenment and not the unit operating agreenent.

Q Okay. Now when | go to 3.2.4 -- above this.
|"msorry. Do you see that on nmy screen?

A Yes.

Q Okay. This provision allows up to $600, 000
of expenditures w thout an AFE for the working
I nterest owners, or a working interest owner approval

or vote?
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A That's correct.

Q Okay. And isn't it true that working
i nterest owners |ike COG and ot her experienced
operators objected to this |evel of unapproved
expendi ture?

A COG has not specifically brought an
obj ection to this provision to ne.

Q What about to the conpany?

A ["'m-- 1"m-- to the conpany?

Q Yeah.

A Not -- not to nmy know edge.

Q Ckay. Has anybody el se objected? Well, |et

me step back. Have you talked to any of the working
I nterest owners about this |evel of expenditure?

A There's -- there's been other parties that
have asked several questions about the operating
agreenent in general.

Q Okay. But you didn't change anything?

A | have not nmade any nodifications to the
operating agreenent.

Q When | go to Section 3.2, this indicates the
type of operations where a working interest owner
forced into this unit can decide whether or not to
participate; right?

A That is correct.
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Q Okay. And it says "Wth the exception of
the Arnott Ranmsey Waterfl ood Project” -- which we'l
tal k about here in a mnute -- "the matters with
respect to which the working interest owner shal
deci de and take action shall include but not be
limted to the foll ow ng, nethod of
operation” -- right? "Drilling of wells, oil
reconpl eti ons and change of status."

Is that right, M. Kent?

A That's -- that's what it says, yes.

Q Okay. Now with that in mnd, | want you to
keep that m nd; okay? | want to go down to Section
11.2 which deals in pre-unitization expenses. Are you
famliar with that provision?

A | -- | believe so, yes.

Q It says "Wthin 60 days fromthe effective
date of this agreenment, the unit operator shall bil
all working interest owners their proportionate share
of all expenses benefitting the working interest
owners incurred prior to the effective date."

It goes on to say "These expenses include
but are not limted to title work"™ -- we've talked
about that already -- "attorneys' fees, and filing
fees associated with unitization. Additionally,

pre-unit expenses wll include capital workovers and
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| ease operating expenses associated with unitized
wells."

And then you exclude the Arnott Ransey
project, which we're going to address. And it says
"From' and there's a blank "to the effective date."
Do you see that?

A Yes.

Q Now i s there anywhere that identifies for
the working interest owners that you force to seek
into this unit what the pre-unit costs are?

A Yes, those were uploaded to a public Google
Drive that was -- where a link was sent to all working
I nterest parties, and a letter, and at the working
I nterest owners neeting.

Q Okay. All right. And when was that sent?

A It woul d have been sent whenever
those -- whenever the working interest owners neeting
notices went out. | don't have that date off the top
of ny head.

Q Is that a year ago, two years ago?

A It would have been probably first or second
gquarter of this year.

Q Okay. All right. Now you nentioned the

existing -- well, while we're on this, let ne -- you
mentioned the existing Rhodes Federal Unit. Okay?
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Now you i ndicated you don't know where that is?
A No, | know where it is. What | -- what |
didn't know was you were referring to how nany acres

It covered and | did not have that nunber off the top

of my head.

Q Okay, all right. If we go back up
and -- let nme stop sharing. | want to go back up to
the map of the unit area. |If you can get there for
me.

A |"msorry. You kind of broke up a little
bit. Wat -- where are you wanting nme to turn to?

Q Let's go back to that map of the unit area.

A Ckay.

Q And if | |look at that map of the unit area,

can you tell nme roughly where the existing Rhodes unit
is | ocated?

A Are you referring to Exhibit A10? 1Is that
the map area you're referring to?

Q Good question. Hold on a second. It would
be the Exhibit A to your unit agreenent. It's marked
as Exhibit A3. |Is that right?

A Yes, yes. That's it.

Q Okay, all right. Here, I'll share so it's
easy. Can you tell us roughly where this existing

Rhodes unit is?
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A Can you scroll down a little bit?

Q WIIl this help?

A Yeah -- well, now |l can't really see the --

Q Ckay. Tell me when | should stop scrolling.

A Yeah, just scroll down to -- to cover the
entire south. Yeah. So in general, it covers parts

of Section 10 of 26, 37; Section 9; Section 8; Section
22; Section 16; Section -- Section 15; and parts of
Section 22 and 21. | believe that's roughly -- that's
roughly -- that's a -- that's a good ball park w t hout
having it in front of ne.

Q Where | have ny cursor?

A Yeah. A little farther east, but yeah,
that -- your -- the -- the other east. Yeah.

MR. FELDEWERT: So just for anybody

| ooking at the record here, | see a big square that
has blue init. 53 -- Tracts 53, 46, 42.
BY MR. FELDEWERT:

Q Do you see that?

A | see it, yes.
Q Is it to the west of that or the east of
t hat ?
A That woul d enconpass that and to the east.

Q And to the east. Ckay, all right. So we've

got a general area there.
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MR. CHAKALI AN: M. Fel dewert?

MR. FELDEWERT: Yes.

MR. CHAKALI AN: Excuse ne. \here is
this line of questioning headed?

MR. FELDEWERT: You'll see in one
m nut e.

MR. CHAKALI AN:  Well, what |'m
wondering is, I'mtrying to determ ne how rel evant
this line of questioning is to what we're doing here
t oday.

MR. FELDEWERT: Certainly. ['Il cut to
t he chase real quick here.

BY MR. FELDEWERT:

Q M. Kent, this has been unitized already for
oil and gas bearing zones?

A It is a gas only unit.

Q Gas only unit, okay. Wy wouldn't you
gradual ly expand this unit rather than forcing owners

into a 20,000 acre unit?

A Because it is a gas only unit.

Q Ckay. Wy wouldn't you start your -- is
there oil in this area?

A | -- you would have to refer to our

reservoir engineer.

Q Ckay, all right. But under your proposed
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agreenent, you're going dissolve this unit and create
this much | arger unit?

A That was at the request of the BLM yes.

Q Have you obtai ned approval fromall the
wor ki ng interest owners to dissolve it?

A To the extent that approvals were needed,

we' ve obt ai ned approval s.

Q So you got the approvals necessary?
A That is correct.
Q Okay, all right.
MR. FELDEWERT: That's all | have
there, M. Exam ner. | just have one other additional

| i ne of questioning, then |I'm done. Okay?

MR. CHAKALI AN: Okay. So you haven't
answered the question | asked originally, which is how
was this |ine of questions relevant to what we're
doi ng today.

MR. FELDEVERT: | think it mght fall
into what M. Goetze said earlier on this, and that is
the ownership in this area is quite diverse, nunber 1.
Nunmber 2, they're seeking a statutory approval of a
very large, unitized area rather than a nore targeted,
smal | er area where they could expand. Okay?

And | think there's real questions

about how prudent that is in this area and this
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ci rcunst ance.
MR. CHAKALI AN: Okay. An
final line of questioning that you have?
MR. FELDEWERT: [It's goin
this Arnott Ransey existing waterflood p
this unit.
MR. CHAKALI AN: Okay. Go
BY MR. FELDEWVERT:
Q While we have this picture up
M. Kent, the conpany currently operates
wat erflood within this unitized area; co
A That is correct.
Q Ckay. And where is that | ocat

proposed 20, 000 acre unit?

d what is this

g to deal with

roject within

ahead.

her e,

an existing

rrect?

ed within this

A That is going to be located in -- so if you
| ook at Unit Tract 43, and that's going to be in -- if
you zoom | can't really see those township nunbers,
but --

Q How am | doi ng?

A Yeah, it's going to be in Section
32 -- scroll up, please.

Q Scroll up?

A Yeah, Section 32 of 25 South, 37 East.

Q Thi s bl ue?

A That is a blue tract, yes.
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Q Blue tract and it's Tract 43?

A That is correct.

Q And that is your existing waterfl ood
operation?

A Yes, sSir.

Q Ckay, all right. And you propose to retain
that waterflood operation within this nuch | arger
20,000 acre unit?

A Yes, sir. That is -- that is a waterfl ood

project in the current zones that we are wishing to

unitize.
Q Ckay. How long has it been in operation?
A | -- |1 don't know that off the top of ny

head. You would have to refer to our reservoir
engi neer.

Q Okay. Now if | go then, with this in m nd,
okay, and | go then down to your unit operating
agreenent -- so | want to get to your unit operating
agreenent; okay?

A Ckay.

Q ' mgoing to stop sharing for a second.
Everybody get to the unit operating agreenent, which
Is Exhibit A220, right, M. Kent?

A | " mnavigating there now It's a |ot of

exhi bits.
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Q It is. That's part of the nature of the
garne.

A Okay, |I'mthere.

Q I'm alnost there. There's a provision in
there dealing with this existing Ransey waterfl ood;
right?

A | believe so, yes.

Q Ckay. You recall what section that is?

A | don't recall specifically what section
that is off the top off nmy head. |'mscrolling
t hrough all the pages.

Q How about Exhi bit A, page 2287

A You said 228? |'msorry.

Q Yeah.

A Okay, | amthere.

Q And is it showing up on nmy -- can you see it
now as well on ny screen?

A Yes.

Q Okay. Great, great. As | read this, once
the division forces your working interest owners into
this unitized area, third sentence says "Participation
in the Arnott Ransey Waterfl ood Project by all working
I nterest owners is obligatory." |Is that right?

A That is correct. That's what it says.

Q They have no ability to opt out of this
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particular project that you all conmtted on your own
within this unit?

A That is correct.

Q Further, as | understand it, is they don't
have any vote or say, so to speak, in the existing or
future operations within this many waterfl ood project?

A Well, the -- this would be incorporated into
the unit agreenent and so it would be -- it would be
t hen governed by the unit agreenent.

Q Vell, I"'mtrying to understand the next
sentence here. |It's the fourth sentence. |t says
"The decision to perform operations or to term nate
operations on the Arnott Ransey Waterfl ood Project is
at the unit operators' sole discretion.” Their sole
di scretion. No vote; right?

A Uh- huh.

Q I's that how you read that?

A That's what it says.

Q "And upon electing to perform such

operations, all working interest owners' participation

I's obligatory.” So they don't get a vote. Do you see
t hat ?

A Yes.

Q And then it says "Paynent of all associated

non- pai d out expenditures associated with the Arnott
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Ranmsey Waterflood Project” -- and then it goes on to
describe the types. And I'm going down now to the
next page, "shall be obligatory as to all working

i nterest owners."™ You nust pay.

A Mm hnmm

Q No say, but you got to pay; right? |Is that
how you read that, M. Kent?

A That's what it says.

Q Okay. And it goes on to say that
paynment -- and |I'mdown here in the latter part -- is
"Payment is made within 60 days of receipt of the
AFE." Do you see that?

A Yup.

Q Ckay. And then it says if you don't pay
t hose costs, you' re subject to 300 percent risk
penalty. Costs plus 300 percent. |[Is that correct,
M. Kent?

A That's -- that's what it says.

Q That's what you all are proposing?

A Yes.

Q Ckay. Have you identified to the working
I nterest owners the current expenditures fromthis
exi sting waterflood that they are going to be
obligated to pay within 60 days of you sendi ng them

the bill if this is approved?
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A That was included in the pre-unit AFE that
was provided to all working interest owners, yes.

Q Okay. And so if a working interest owner is
forced into this unit agreenent by the Division, then
nunber 1, they have to pay those costs whether they
want to or not; right?

A If they are -- if they are a
nonparticipating party, they do not have to pay these
costs.

Q This says they don't get a choice. They

have to pay it. |It's obligatory; right?
A Al'l participating working interest owners.
Q Ckay. And so if -- it says -- what do you

mean by a participating working interest owner?
Because it says "Participation in the Arnott project
by all working interest owners hereto is obligatory."

A | believe it -- what is the definition of
wor ki ng i nterest owners as defined in that operating
agreenent ?

Q Good question. | don't know. Are you
saying they get an election whether to participate in

t hat waterfl ood project or not?

A If they -- if they get an election to
participate in the unit agreenent, yes. And -- and to
this -- in -- in this waterfl ood project, yes.
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Q Despite this paragraph saying it's
obl i gatory?

A Yes, they -- in order to participate in the
unit agreenent, participation in the Arnott Ransey
Waterfl ood Project is obligatory.

Q Okay. So what happens to those worKking
i nterest owners who are forced to accept this unit
operating agreenent by the Division? Wat happens to
t hent?

A | don't understand who would be forced to
participate in the waterfl ood project.

Q One of the things you were asking the
Division to do in your application is to approve this
statutory unitization and to adopt this unit operating
agreenent to govern the rel ationship between FAE and
all the working interest owners, including those
forced into this unit; correct?

A Yeah, that is correct.

Q Okay. Which then nean that once the
Di vi sion does that, the owners who have not
voluntarily commtted to this unit agreenent becone
wor ki ng interest owners under this unit agreenment. 1Is
t hat what you're asking?

A Those parties that have not elected to

participate in the agreenent becone nonparticipating
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wor ki ng i nterest owners; correct.

Q Nonpartici pating working interest owners?

A That is correct.

Q Ckay. And what does that then nmean?

A You woul d have to go to the definition under
t he operating agreenent. | don't know what that is
off the top of ny head.

Q So they are then working interest owners
once forced into this are forever treated as
nonpartici pating working interest owners?

A Yes.

Q Ckay. And they therefore have no voting
ri ghts; correct?

A | believe that's correct.

Q Okay. So they have no say in past or future
operations?

A You're referring to nonparticipating working
i nterest owners; correct?

Q Wor ki ng interest owners that are forced into
this unit agreenent?

A That -- that woul d be deened
nonpartici pating working interest owners.

Q Okay. And so they don't have a vote in
future operations?

A If -- if they are nonparticipating working
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I nterest owners, they do not have a vote. That is
correct.
Q And they don't get any notice of operations

in this unit?

A | believe that's correct. |"m not so sure
on t hat.
Q Let's go to Section 11.8. I'msorry. 11.9,

Nonparticipating Working Interest Owmers. That's what
you were tal king about; right?

A That is correct.

Q “Upon entry of an order by the New Mexico
O | Conservation of the agreenent, this
agreenent” -- I'msorry. Let nme slow down. "Upon
entry of an order of the New Mexico O | Conservation
Di vision, this agreenment governs the relationship of
all working interest owners and | ands included in the
unit area.

Any wor ki ng interest owner that does not
join in and pay their proportionate share of
pre-unitization expenses and ratify this agreenent,
shall" -- nunmber 1, they have no voting rights;
correct?

A | believe that's what it says.
Q Okay. They're deened to be nonparticipation

in all unit operations conducted in accordance with
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this agreenent?

A That is correct.

Q Okay. And C, "Shall not be entitled to
notice of or to attend neetings of the working
I nterest owners"?

A That's what it says.

Q Ckay. Then it goes on to say that for
except the Ransey project, they are subject to actual
costs incurred plus 200 percent quote, unquote "risk
penalty” if they're forced into this unit.

A That's what it says.

Q Is that right?

A That's what it says.

Q And then when it conmes to the Ransey
proj ect, okay, they are not only forced into the
Ranmsey project, but they' re subject to costs plus
300 percent?

A That is correct.

Q Okay. And this is what you're asking the
Division to force working interest owners?

A All -- all working interest parties had an
election to make. They had -- they -- they had a
deci si on whet her or not they wanted to participate in
this unit or not. Nobody's forcing -- the OCD is not

forcing costs on working interest parties.
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Q They have to pay their proportionate share
or they're going to be subject to their proportionate
share plus 200 percent or 300 percent for the Ransey

project; correct?

A If they elected not to participate, that is
correct.

Q If they're forced into this unit?

A If -- if they did not elect to participate,
they will be -- they will be forced into this unit as

nonpartici pating working interest owners; correct.
Q Okay.

MR. FELDEWERT: That's all the
guestions | have, M. Exam ner. Thank you.

MR. CHAKALI AN: Okay. Do we have any
redirect questions for this wtness, M. Padilla?

MR. PADI LLA: Just very briefly. |
don't know where this line of questioning really went
and | don't know what --

MR. CHAKALI AN:  Well, then,

M. Padilla, may | suggest that you object in the
future if you don't know where this line is going?

MR. PADI LLA: Okay. I'll do that. No
guesti ons.

MR. CHAKALI AN: The technical

reviewers, are there any questions for this w tness
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bef ore we excuse hinf

MR. GOETZE: M. Exami ner, Phillip
Goetze. Is this witness famliar with the unitization
participation fornula?

THE W TNESS: To the extent that it,
you know, doesn't cover, you know, any sort of
technical reservoir or geological interpretation, |
am Yes.

MR. GOETZE: Well, then I'Il ask you
just general questions. W have a designation of both
the Phase 1 and Phase 2. [|I'mfamliar with this as
this is a carryover fromthe last tine. So how do we
know we're in Phase 1 or Phase 2? How is FAE going to
i nform working interests whether they're in or out and
how i s that avail able?

THE WTNESS: To -- tony -- to ny
know edge, that Phase 1 and Phase 2 have been
conpletely scraped. They are -- they are no | onger
applicable. Fromday 1, the participation formula as
proposed, the 90 percent remaining oil in place and
10 percent current production will go into effect.

And that will be in effect for the life
of the unit unless deened otherw se by the BLM

MR. GOETZE: Well, your unitization

participation fornmula designates these things. Are
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you saying it's not going to be incorporated as you
state in the unit agreenent?

THE W TNESS: The unit -- nmaybe you can
be nore specific of what you're referring to you and |
can -- | can answer.

MR. GOETZE: Phase 1 is designated to
reflect the value of the unit's current devel opnent,
working interest. |It's calcul ated based on average
oil rates fromJuly to Decenber. Effective date after
three years' time. Phase 2 -- our participation shal
apply. So how do you know if you're in Phase 1 or
Phase 2? How does this apply and how do we know where
it's applied?

THE W TNESS: |"msorry, M. Technical
Exam ner. Can you refer nme to specifically which page
you're referring to?

MR. GOETZE: It's Exhibit C. It's
Exhibit C-10 -- 1002 is the page nunber.

THE W TNESS: Exhibit C?

MR. GOETZE: C1002.

M5. NEAL: -- Virtual connectivity
i nterruption -- | think it -- that's part of ny
exhi bits.

THE W TNESS: Exhi bit C1002.

M5. NEAL: This is the feasibility
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study that was presented to the BLM and originally it
was not updated to reflect the participation formula.
THE W TNESS: Okay, M. Techni cal
Exam ner. |'mbeing told that what you're referring
tois the original feasibility study that was not
nodified to reflect the new participation fornula.
MR. GOETZE: Where do | find the new
participation fornula?
THE W TNESS: That would be in the unit
agreenent. And the unit agreenment wll start
at -- let's see.
MR. GOETZE: Well, it starts at A2207?
THE WTNESS: It will start at
A -- Exhibit A195.
MR. GOETZE: Got it. Al right.
Participation. Well, we have dropped this Phase 1,
Phase 2 concept. |Is that correct?

THE W TNESS: That is correct. There's

no -- there's no Phase 1 or Phase 2. It's just -- as
soon as the -- as soon as the unit becones effective,
the 90 percent remaining oil in place, 10 percent
current production forrmula will take effect.

MR. GOETZE: Thank you for clearing
that up. Right now, that's the only thing I was

really interested in.
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MR. CHAKALI AN: Thank you.

MR. GOETZE: No further questions.

THE WTNESS: M. -- M. Hearing
Exam ner ?

MR. GEBREM CHAEL: M. Hearing
Exam ner, you're nuted.

MR. CHAKALIAN: M. Padilla, who is
your second w tness?

MR. PADI LLA: That would be M. Hooper,
geol ogi st.

MR. CHAKALI AN:  Okay.

M. Hooper, do you want to give a
summat i on of your testinony before you go to
Cross-exam nation?

MR. HOOPER: Sure.

Well, nmy names is Charles Hooper. | am
a senior geologist with Forty Acres. | have know edge
and experience in geological and waterfl ood matters
pertinent to this application. And though |I know we
stated this yesterday, our application seeks order
bearing statutory unitization of a proposed enhanced
oil recovery that's secondary and tertiary to cover
the | ands that we've previously gone over.

Looking to the exhibits, Exhibit B2 is

a well log that penetrates the entirety of the
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proposed unitized area. It has formation tops on
record with the OCD, is in a centralized | ocation.
This well is the basis for dividing the unitized

i nterval stratigraphically.

And the unitized interval will be from
the top -- the Yates formation top to the base of the
Queen, otherw se known as the Grayburg formation top.
Injected water will be contained within this unitized
interval. Exhibit B3 contains a type log with a nore
nodern and conplete | og sweep

Exhi bit B4 contains a structure map of
the Yates formation over the unit area. There's a
gentl e west, southwest dip in a local anticline in
Sections 27 and 34. The Sevens Rivers and Queen
formations largely mrror the Yates in structure.
Exhibits B5 and B6 contain structural cross-sections.

These cross-sections illustrate the
| ateral continuity of |and packages that are
wat erfl ood targeted zones within these formations.
Geol ogi ¢ studi es over the area deem these areas
wel |l -suited for secondary recovery. There are no
faults or other geologic inpedinents that woul d
negatively inpact these -- this project.

It is of my professional opinion that

injected -- injection into the selected interval wll
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enhance, not inpair, oil production and | -- injection
will be confined to the injection interval by
stratigraphic-confining |ayers above and bel ow t he

I nj ection zone.

Exhi bit B7 shows water analysis from
freshwater wells through the project areas and
produced water, which will be the source of our water
I njection. Qur team here at FAE has exam ned all data
avail able to us and found no evidence of faults or any
chronol ogi cal connection between the produced
formati on water and the shallow freshwater. The two
sources of water are conpositionally distinct and
hydrol ogically separate.

The exhibits listed were prepared by ne
and FAE Il personnel under ny purview. It is ny
opi nion that granting this application would serve in
the interests of conservation, the prevention of
waste, and the protection of relative rights. |
understand this statenent was -- would be used as
testinmony in nmy case and this summary, and | can
confirmthat nmy testinony in paragraphs 1 through 15
in the submtted affidavit is true and correct to the
best of nmy know edge.

And with that, I'd like to open it up

for questions.
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MR. CHAKALI AN:. M. Feldewert, do you
have any questions for this w tness?
MR. FELDEWERT: | do.
MR. CHAKALI AN:  Proceed.
CHARLES HOOPER,
called as a witness and havi ng been previously duly
sworn to tell the truth, the whole truth, and nothing
but the truth, was exam ned and testified as foll ows:
CROSS- EXAM NATI ON
BY MR. FELDEWERT:
Q M. Hooper?
A Yes.
Q We've referenced the fact that the conpany
Is currently operating that Ranmsey waterflood within
your proposed unitized area?
A Correct.
Q Ckay. In that, what I'll call a mni
wat erfl ood, are you flooding the sane interval ?
A Part of the same proposed unitized interval,
yes.
Q Ckay. When you say "part," does the
wat erfl ood operations in the Ransey unit currently
i nclude flooding at a |arger or smaller portion of the
proposed unitized interval here?

A The injection is targeted in the Ransey
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section -- the Arnott Ransey Section 32 waterfl ood
project, water is targeted in the | ower Seven Rivers
and upper portion of the Queen.

Q Ckay. And does that relate to what you're
seeking to unitize here?

A It is a part of the entire unitized
interval. In this specific area, the | ower Seven
Ri vers and upper Queen, is what is oil productive.
And that is what we're targeting for waterfl ood
oper ati ons.

Q Okay. In your opinion, have those efforts
been successful ?

A I n my opinion, yes.

Q Okay. And do you know if it's paid out?

A | can't speak to the payout, but technically
speaki ng, we have seen waterfl ood responses.

Q Ckay. And based on what you've seen, would
you expect the operations in that existing waterfl ood
to pay out?

A | -- 1 believe so. I'm-- I'mnot an
accountant nor do | pretend to be.

Q | understand. |'mjust tal king about the
geol ogi ¢ perspecti ve.

A Mm hmm  yes.

Q From what you've seen, you woul d expect
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enough production to overconme the costs?

A Yes.

Q Okay. Do you see any geologic risk in
expandi ng this operation to the entire 20,000 acre
proposed waterfl ood area?

A This South Jal devel opment -- can you define
what kind of risk do you nean?

Q You can only speak about geol ogic risk;
right?

A Correct.

Q Okay. As a geologist, do you see any
geologic risk in taking what you're doing in the
Ranmsey waterfl ood and expandi ng that out to your
20, 000 acre proposed unit?

A No. Now the 20,000 -- the 19,000 acre
proposed unit, within that unit, different reservoir
segnents of the different formations will be targeted,
but the unit outline was drawn to enconpass | ands t hat
we believe to have waterflood feasibility.

Q Okay. So I'Il get back to nmy question then.
Do you see any geologic risk in undertaking those
oper ati ons based on what you've seen so far with the
Ranmsey unit?

A Based on the data available to us, | -- |

deemit to be low risk
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Q Ckay.

guestions |

MR. FELDEWERT: Okay. That's all the
have. Thank you.

MR. CHAKALI AN: M. Padilla, any

foll ow-up to those questions?

MR. PADI LLA: | don't have any

guestions of M. Hooper.

MR. CHAKALI AN: Okay. Thank you.
M. Gebrem chael ?
MR. GEBREM CHAEL: Thank you,

M. Hearing Exam ner.

My question is, you keep referring on

t he waterfl ooding, but in your application also it

i ncludes tertiary recovery. Are you injecting

anything el se besi des water?

not .

THE W TNESS: At the nonent, we are

MR. GEBREM CHAEL: But that's what you

are proposing to though?

THE W TNESS: W are proposing to

I nclude tertiary -- to make this an enhanceabl e

recovery unit so that in the future we can inject CO2.

MR. GEBREM CHAEL: CO2. Ckay. One

nore question | have is, in the course of the

di scussi on,

there was a nention of about hydrogen
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sul fide, H2S; right? |Is that going to be an injected
substance or it's going to be the produced part?

THE W TNESS: Sorry. In -- in what
portion was that?

MR. GEBREM CHAEL: About the presence
of any H2S.

THE WTNESS: | believe that was in
reference to produced -- produced use.

MR. GEBREM CHAEL: Okay. So do you
have the H2S conti ngency plan in place?

THE WTNESS: | believe -- | cannot
speak to that directly. | believe that's sonething |
have to get with our operations engi neers and confirm

MR. GEBREM CHAEL: That's all the
guestions | have, M. Hearing Exam ner.

MR. CHAKALI AN:  Ckay.

And, M. Goetze?

MR. GOETZE: Good norning, M. Hooper.

THE W TNESS: Good nor ni ng.

MR. GOETZE: So | ooking at the scal e of
this, just out of curiosity, why did we go with
sonmet hing so |l arge instead of doing individual
wat er f | oods?

THE WTNESS: Well, these sand bodies

are conti guous. | nmean, these -- these sands
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are -- are correlative and -- and mappable for very
plus mles. And so the nanme of the gane on a | ot of
this waterfl ood stuff is scale and econom es in scale,
and we believe the whole area to be productive.

MR. GOETZE: Ckay. | have a question
about -- let's see. Let's go back. So we're going to
be working nostly | ooking at the pools that your unit
encounters. | see at least three oil and |I see one
gas. Most of this will be Langlie Mattix, Seven
Ri vers, Queen, G ayburg.

So it is your intention just to use
Yat es, Seven Rivers, Queen. s that correct?

THE W TNESS: Correct. And additional
it -- it has the Rhodes pool, Leonard pool, and -- and
Scar bor ough pool to the south.

MR. GOETZE: Those have Yates and Seven
Rivers. Langlie Mattix does not include the Yates in
nost places. O course, it's always subject to
i nterpretation. Another question | have with regards
to previous operations in this area. |In particular,
you have up to the northwest, a leg of this project
area, which is in 25 South, 36 East.

The armthat sticks up in the
northwest. So in the mddle of that, | have a -- no,

| don't, but there is an operator who has a very
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active disposal well and we have the Shoals [ph] B25
number 2 -- 25 -- 25 South, 36 East. At this point,
they have put in 45 mllion barrels of water into the
Yates and there's contention that it's not necessarily
going to stay in the Yates.

Have, in your evaluation, taken in
consideration a series of disposal wells in this area,
especially for those that have turned into commerci al
as a result of recent activity?

THE W TNESS: We have. We plan our
devel opnent around wells with previous injection,
especially untreated or largely untreated for
waterflood injection. But to that point, we -- we
al so operate a well very close to that saltwater

di sposal well that nakes on the order of 30 barrels of

oi | a day.

So we -- we believe that injection to
be nore so than what was going down into the -- into
the -- prior to the waterline.

MR. GOETZE: You're not going to say
Capitan; are you?

THE W TNESS: No, not in the Capitan.

MR. GOETZE: Thank you.

Il will just make one comment to the

exam ner. We have two applications. One for the
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statutory unit, which is the case 23712 and then the
C-108 application, which is the application for
injection and that's the 23711 case. W will note to
the exam ner that we will require sonme additional tinme
to review this portion of it, the C 108 application
since it encunbers a lot of well review

So our understanding is that we may
have questions about, especially in this area where we
have very poor records of plugging and conpl etion,
that we may cone back to this applicant and request
either additional information or may have to stipulate
that there nmay be issues with the AOR wells.

Ot her than that, | don't have any nore
guestions. Thank you.

MR. CHAKALI AN: Thank you, M. Goetze.

M. Padilla, any follow up on those
Cross-exam nati on questions?

MR. PADI LLA: No, M. Exam ner. I
think the geologist is very --

MR. CHAKALI AN: Wuld you like to cal
your final w tness?

MR. PADI LLA: We'd call Vanessa Neal at
this tine.

MR. CHAKALI AN:  And Ms. Neal, would you

li ke to give a sunmary of your testinony?
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MS. NEAL: Yes.

My nane is Vanessa Neal, senior
reservoir engineer at Forty Acres. W're referencing
the statutory unitization of proposed South Jal unit
as, again, an oil recovery unit. The unitized
i nterval, as M. Hooper said, is fromthe top of the
Yates to the bottom of the Queen.

We're al so requesting injection
authority across the entirety of the unitized interval
whi ch does span nultiple pools across the unit. Those
i ncl ude, but are perhaps not |limted to the Jal mat,
the Langlie Mattix, the Rhodes, the Scarborough, and
t he Leonard pools.

We have estimated, based off of
surroundi ng anal og waterfl oods, that there is over 90
mllion barrels of oil in -- for both total and -- and
tertiary recovery, and we believe that unitization is
the nost effective way to recover these reserves.

Ful | devel opnment of this unit, on a
wat erfl ood basis, we have estimted to cost about $480
mllion using 2022/ 2023 pricing and we expect that
devel opnent to take a m nimum of ten years. Econom cs
have been run for this project going over 50 years and
we believe that the project will generate about $3.9

billion in oil and gas revenue, gross.

Page 403

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

After capital -- after taking into
account capital expenses and taxes, this would equate
to about 2.8 billion in non-discounted cash flow or a
di scounted cash flow of present value at 10 percent of
$630 million. Wthout this unitization, the producing
wells that are currently active within the
South -- the proposed South Jal unit boundaries, have
a P/IB 10 of $32 billion.

| -- 1 don't know if you want ne to go
into the C-108 packets that are not -- well, just a
coupl e of sentences on those. The C-108 packets, that
there were three packets submtted and go over three
different injection projects would be the initial
devel opnent targets for this unit. They include 26
i nj ectors.

We' ve used the NMOCD gui del i nes
and -- and pressure grading to estimte the nmax
I njection pressure based on perforation depth and that
max injection pressure ranges from 700 to 1,000 psi,
depending on if you were targeting the Yates, Seven
Ri vers, or Queen formation in your fl ood.

Qur average expected injection rate is
600 barrels of water injected per day per injector.
And we expect the maximumrate to be 1500 barrels of

water injected per day per day injector, or as
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dictated by your max pressure. We've included induced
seismcity assessnent for the entire proposed unit
area and based on our assessnent, we believe this is
at low risk for inducing seismcity.
Addi tionally, we have included the
feasibility study that was provided and approved by
t he BLM and SLO
That's all | have to say.
MR. CHAKALIAN. M. Padilla, is your
w tness ready for cross-exam nation.
MR. PADI LLA: Ready. Pass the w tness.
MR. CHAKALI AN:  Ckay.
M. Fel dewert?
VANESSA NEAL,
call ed as a witness and having been previously duly
sworn to tell the truth, the whole truth, and nothing
but the truth, was exam ned and testified as foll ows:
CROSS- EXAM NATI ON
BY MR FELDEWERT:
Q Good norning, M. Neal.
A Good nor ni ng.
Q | was reading through your statenent and
information. Am || correct that in your opinion, you
believe it's prudent to introduce waterfl ood or other

enhanced oil recovery nethods in areas where primry
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production has occurred because the pressure in the

reservoir has been depleted. |Is that a pretty good
summary?
A Yes, that's correct.

Q Ckay. When | go to your affidavit at
paragraph 7 -- so |'mon Exhibit C2976. Let nme know

when you get there.

A I's that under the title history of the
field?

Q Yes.

A Okay.

Q And in this paragraph you're tal king about
t hat existing Rhodes Federal Unit. |Is that right?

A Yes.

Q Okay. You know, first, that that Rhodes
Federal Unit was first used primarily for gas storage;
ri ght?

A Correct.

Q And then you say "After the RFU' -- which is
Rhodes Federal Unit -- "was converted into a producing
gas unit, additional devel opnent occurred but was
contained to the gas bearing formations, |eaving the
oil bearing formations undevel oped in this central
unit area."” Do you see that?

A MM hmm
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Q Then when | go down to paragraph 16 -- are
you there?

A Yes.

Q Your second sentence, again, says "The
central part of the unit has not been fully devel oped,;
i.e., not all primary recovery has occurred in the
unit to date.”

A Correct.

Q Ckay. That's still your testinony?
A Yes.
Q Okay. So you're seeking to force working

I nterest owners into an area that includes the central
area that has not been subject to primary recovery for
oil?

A We are seeking to have working interest
owners join us in developing the primary -- the
primary reserves that are currently undevel oped, and
then to inplenment secondary recovery in order to
I ncrease the production rate and waterfl ood the
entirety of the unit.

Q Are you contenplating starting a waterfl ood
before primary recovery has occurred?

A We woul d expand the waterfl ood unit and do
primary at the same tinme, yes. But expanding into

t his area.
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Q Okay. Have you thought about, for exanple,
focusing on a smaller statutory unit area that would
enconpass where you intend to waterfl ood and then
gradual | y expand as needed based on primary recovery?

A That is one approach. W believe that that
woul d be inefficient and that is why we went for the
| arger unit. The way a waterfl ood works, you need
boundaries and with the existing unitized outline,
there are boundaries of existing waterfloods to the
east and the north, and geol ogi c boundaries to the
west and sout h.

Q Ckay. But one valid approach would be to
start a little smaller and then get bigger as you go
al ong; right?

A That is a valid approach that could lead to
wast e, yes.

Q The existing Ransey waterflood unit in the
area where you started waterfl ooding, have you

commtted to that?

A Yes.
Q Ckay. | think you state sonewhere in your
affidavit that that has been deened successful. Do

you recall that testinony?
A | don't recall it, but | would deemthe

proj ect successful.
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Q And if | go to -- | guess we're on the sane

page. Page C977, paragraph 8. Are you there?

A Yes, nmm hnm

Q Ckay. So is it your opinion that it's been
deemed successful ?

A Yes.

Q What does that nean?

A It is a waterfl ood success in that we

I njected water and saw oil and gas respond as expected

in a waterfl ood.

Q Do you expect then the additi onal

producti on

fromthe Ransey federal unit to cover the costs? 1In

ot her words, do you expect it to pay out?
A Yes, | would expect it to pay out.
Q Now wi t h your idea of taking this
expanding it to the larger unitized area, |’

ask you a simlar question. Do you see any

and

m going to

engi neering or reservoir risk in expanding this

wat er f | ood project across your proposed 19,000 acre

unit area?

A No, | think that the greatest risk would be

econom c risks as oil price goes up and down.

Q Okay. So would you characterize your

engi neering and reservoir risk as | ow? How

characterize it?

woul d you
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A | would characterize it as | ow.
Q l"msorry. | didn't nean to put words in
your nout h.
A I know this.
MR. FELDEWERT: Okay. This is all the
guestions | have. Thank you.
MR. CHAKALI AN: Any redirect questions,
M. Padilla?

3

PADI LLA: No, Your Honor. No, sir.

3

CHAKALI AN: M. Cebrem chael, any
guestions?

MR. GEBREM CHAEL.: Yes, M. Hearing
Exam ner.

My question to you is, Ms. Neal, when
you put those 26 injectors to wells and then you al so
menti oned about the waterfl ood boundary, have you
carried out any reservoir sinulation to cover this
20, 000 acres?

THE WTNESS: We did a small sinulation
on the Arnott Ranmsey and the area to the south of
that, but we have not done it over the entire 20,000
acre project.

MR. GEBREM CHAEL: And then you didn't
see it necessary or

THE W TNESS: Not really. | nean,
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t hese formati ons have them fl ooded across the entirety

of the Central Basin Platform There are nunerous

wat erf | ood anal ogs that are real-life anal ogs fl ooding
the same formations. Real-life exanples tend to
al ways be better than -- than conputer simulations, so

we took our direction fromthem

MR. GEBREM CHAEL: And then also you
mentioned the proposed maxi numinjection is only the
water. So when are you planning to start your
tertiary recovery schene?

THE WTNESS: So we would want to have
an area of the formation that has reached -- a very
| arge area of the formations that have reached
fill-ups before introducing CO2 or tertiary injection.
Most |ikely, that would not happen earlier than five
years fromthe start of devel opnent.

But we have been in talks with a | ocal
CO2 provider in preparation for starting at a m ni num
of -- in the area for tertiary recovery.

MR. GEBREM CHAEL: So you said you'l
be preparing for the, you know, with the CO2, the gas,
that -- issues to your well accordingly?

THE W TNESS: Mm hmm

MR. GEBREM CHAEL: Okay.

Those are all the questions | have,
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M. Hearing Exam ner. Thank you.

MR. CHAKALI AN: Okay. Thank you.

M. CGoetze?

MR. GOETZE: Thank you.

Good norning, M. Neal.

THE W TNESS: Good nor ni ng.

MR. GOETZE: A couple of questions. W
did have this -- touch upon bounding of this water.

THE W TNESS: Mm hmm

MR. GOETZE: Pretty nuch we know to the
west, we know the south, the east. How are we goi ng
to deal with areas where we don't have a physica
feature, such as a pinch-out or a change in -- are we
goi ng to have agreenents, or are we going to have
negati ve production, or what's the plan considering
the scale of this?

THE W TNESS: There are a coupl e of
different options that haven't been finalized at this
point. But you can either have a row of injectors
al ong the boundary so you | ose injection water outside
of your -- outside of your boundaries, but you don't
| ose production.

Anot her alternative is to have a row of
producers along the boundary in the efforts to create

a -- a significant enough drawdown that you don't | ose
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any reserves outside of the boundary. Those are
options and I'msure there are other options that we
can consider in the future as well.

MR. GOETZE: Have we identified these
areas where we would have to utilize such engi neering?

THE W TNESS: Yes, | think they would
be nostly to -- to the north, but not specifically
yet. We'd have to dig down into it a little bit nore.

MR. GOETZE: Ckay. In your proposal,
have we given options as to what you would do
considering if we get a -- I'"msure you're going to
ask for the ability for adm nistrative approval to add
and nove wells around. How do we nmake sure that we

are not inpacting correlative rights?

THE WTNESS: | think you could do that
with spacing. Wl spacing fromthe -- fromthe edge
of the lease to avoid -- virtual connectivity
i nterruption -- those or outside of the unit.

MR. GOETZE: Could it be possible that
you woul d put together a supplenental statenent as to
how you' re going to keep within your boundaries of
this waterflood unit? At |east options that can be
consi dered, especially since you're going to seek
adm ni strative approval of noving wells, that we have

options in place?
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THE W TNESS: Yes.

MR. GOETZE: | would recommend t hat
strongly.

THE W TNESS: Ckay.

MR. GOETZE: So that's a request for,
M. Examner, is clarification on bounding and
mai ntai ning within the waterfl ood, ensuring
correlative rights, what engineering activities or
operational activities to deal with it.

Next subject. So we're going to be
doi ng waterflood. Do you anticipate requiring nmakeup
wat er ?

THE W TNESS: Yes, we will need sone
makeup water. Qur primary source wll be produced
wat er and then we have sone very high water wells that
are producing fromthese formations that we intend to
utilize. But in the event that makeup water is needed
and after significant devel opnent, we have been in
talks with local SDW and evaluating their water as a
potential water source. Makeup water source.

MR. GOETZE: So when you reference
water wells, you're tal king about water wells
permtted under the Ofice of the State Engi neer?

THE W TNESS: No, no, no. | was

t al ki ng about producing oil wells that have very high
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wat er rates.

MR. GOETZE: Ckay. So essentiallyy,
you're still | ooking at produced water as a primry
makeup?

THE W TNESS: Correct, yes.

MR. GOETZE: One other item | would
ask. In your original package, you provided a
feasibility and unitization study.

THE W TNESS: Yes.

MR. GOETZE: It was dated March 10,
2022. In there, you had a devel opnent plan?

THE W TNESS: Yes.

MR. GOETZE: Are you going to update
that? And if not, there is a Figure 11 in there that
| would like to be able to see. | guess you're going
to use the sane one again. Let's give it to us on a
scale that is readabl e.

THE W TNESS: Ckay.

MR. GOETZE: Pl ease.

THE W TNESS:  Sure.

MR. CHAKALIAN:. M. Padilla, are you
taking notes for the itenms that M. Goetze is
requesti ng?

MR. PADI LLA: | am

MR. CHAKALI AN: Okay. Thank you.
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MR. GOETZE: | don't think I have any
nore questions for this wtness.

MR. CHAKALI AN:  Ckay.

M. Padilla, do you have anything |eft
in this case?

MR. PADI LLA: No. The only thing I
have is Exhibit D and that is an affidavit for ne that
we published in the Hobbs newspaper and the
certificates of publication are attached to that
affidavit. So we ask adm ssion of Exhibit D al so.

MR. CHAKALIAN: | think | admtted that
with the other exhibits when | first admtted all the
exhi bits.

MR. PADI LLA: If we didn't, that's
fine. If we didn't.

MR. CHAKALIAN: We did. So do you rest
your case-in-chief?

MR. PADI LLA: Yes.

MR. CHAKALI AN: Okay. So are you
asking the Division to take this case under advi senment
at this point?

MR. PADI LLA: Yes, of course.

MR. CHAKALI AN:  Okay. All right. And,
M. Padilla, you said you had a list of the additional

docunents that M. Goetze -- why don't you read them
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out so we know what you have.

MR. PADI LLA: Well, he wants a readabl e
Figure 11 in the feasibility study, wants information
on the makeup water, and wants suppl enental statenent
on boundi ng requirenent for options to protect
correlative rights. And I think Ms. Neal testified
that they had several options, but | think a statenent
woul d i ncrease that requirenent.

MR. CHAKALIAN. M. Goetze, is that a
conplete list?

MR. GOETZE: That is correct. |It's
what | have on ny |ist.

MR. CHAKALI AN: Okay. M. Padill a,
when do you anticipate filing those docunents through
the portal ?

MR. PADI LLA: Let nme defer to M. Kent
and to ny witnesses. | think probably a week we could
get sonething in there.

MR. CHAKALI AN Okay. Let's set a
deadline then. Wy don't we give you two weeks and
we'll say the deadline to submt those docunents is
Decenber 22.

MR. PADI LLA: Very good.

THE W TNESS: Yes.

MR. CHAKALI AN: So that concl udes that
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case and now before we call the next case --

MR. FELDEWERT: M. Exami ner?

MR. CHAKALIAN: -- | would like to take
a lunch break. We will return at one o'clock to take
up Case 23711 and we can incorporate as nuch

i nformation, M. Padilla, as you wish from Case nunber

23712. | don't know how much overlap there is, but I
| eave that to you and your witnesses. | do.
MR. PADI LLA: Very good. | think

there's considerable overlap, so | think we can be
briefer on the 711 case.

MR. CHAKALI AN:  Ckay.

Okay. So we will be in recess until
1: 00 p.m, this afternoon.

(OFf the record.)

MR. CHAKALI AN: It is 12:59 p.m, on
the 8th of Decenber. W are continuing the hearing in
Cases nunber 23712 and 23711. We have already heard
Case 23712 and are taking it under advi senent.

M. Padilla, are you ready to proceed
wth 237117

MR. PADI LLA: Yes, M. Exam ner. And
to begin with, we offer Exhibits A, B, Cand Din this
case.

Il
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(Exhibit A through Exhibit D were

mar ked for identification.)

MR. CHAKALI AN:  Ckay.

M. Fel dewert?

MR. CHAKALIAN. M. Padilla, | had a
chance to -- are they the sanme as filed in 237127

MR. PADI LLA: Slightly different only
because -- but essentially, the geology is the sane,
type |l ogs, cross-sections, that kind of thing. So the
only real evidence in this case should be com ng from
Vanessa Neal, the reservoir engineer. And that one is
slightly different, but essentially the sane
concl usi ons that she reached this norning.

MR. FELDEWERT: Ckay.

No obj ecti on.

MR. CHAKALI AN: Thank vyou,
M. Fel dewert.

So Exhibits Al through A3; Bl through
B7; Cl through C7; and D, your affidavit; are admtted
i nto evi dence.

(Exhibit A through Exhibit D were

recei ved into evidence.)

MR. CHAKALI AN: Wuld you like to
present your first witness?

MR. PADI LLA: We woul d call on
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M . Hooper and have himbriefly tell us what is
different in this case than what he presented this
norni ng and there shouldn't be that much difference.

So go ahead, M. Hooper. Gve us a
brief summary of what your affirnmed statenment says.

MR. HOOPER: Ckay.

Like M. Padilla said, nost of this
testinony overlaps with the unitization case. |In this
case, | will highlight the differences. In this C 108
case, FAE intends to convert or -- or drill 27 wells
for injection in three separate applications. The
Queen project, the Yates project, and Mbily [ph]
projects and would like the ability in the future,
after unit approval, to convert additional wells to
the unit adm nistrative rate.

And that is it. The exhibits all
remai n the sane.

MR. CHAKALI AN:  Ckay.

M. Feldewert, any questions for this
W t ness?

MR. FELDEVERT: No.

MR. CHAKALI AN: M. CGoetze?

MR. GOETZE: Well, the only thing I
wll say, M. Examner, is they took the hint. Thank

you very nuch.
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MR. CHAKALI AN:  Ckay.

M. Gebrem chael ?

MR. GEBREM CHAEL: M. Hearing
Exam ner, | don't have any questions. Thank you.

MR. CHAKALI AN:  Okay.

M. Padilla, your second w tness?

MR. PADI LLA: Vanessa Neal .

M5. NEAL: Again, nost of the stuff has
al ready been covered in 23712. The exhibits that |
submtted specifically go over the C-108 applications
for the three initial project areas in the proposed
South Jal wunit.

It goes over our estimted nmaxi num
I njection pressure, which is based off of the NMOCD
gui delines using a pressure gradient to determ ne the
max pressure to be between 700 to 1,0000 psi, with the

intent in the future to submt a step-rate test as

needed to increase that grade and -- and pressure.
MR. PADI LLA: Anything else, Ms. Neal?
MS. NEAL: No.
MR. PADI LLA: Pass the w tness.
MR. CHAKALI AN: M. Fel dewert?
MR. FELDEWERT:  Sure.
Il
Il
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CROSS- EXAM NATI ON
BY MR FELDEWERT:

Q Ms. Neal, there was a couple of things that
dawned on ne after our discussion this norning and
that is, as | understand it from your testinony, this
unit is being formed for enhanced oil recovery?

A Yes.

Q Ckay. But we al so tal ked about, and | think
you referenced the fact, that there are areas within
the proposed unit that have not been subject to
primary oil recovery efforts. Renenber that?

A Yes.

Q Ckay. And | think you indicated that those
primary recovery efforts the intention is to inplenment

t hose under the sanme unit agreenent, unit operating

agreenent. Is that right?
A Yes.
Q Okay. If | have you -- I'mgoing to try to

bring it up here. Gve nme a second. Can you see this
unit outline?

A Yes.

Q Ckay. Can you identify for me the area in
this unit where you intend to do waterfl ood operations
and then -- or maybe it's easier this -- the area

wthin the unit where you intend to do primary
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recovery operations?

A | cannot with just this general

They -- it's scattered all across the unit areas that
have not been primarily depleted on a 40 acre spacing
basis. A lot of -- a large portion of that falls in

the area of the Rhodes Federal Unit, but there are

pl aces all across the unit.

Q And t hat Rhodes Federal Unit was kind of in

the central area here?
A Yeah, just south of where your

Q Okay, all right.

MR. CHAKALI AN: Okay. That's all |

had. Thank you.

MR. PADI LLA: M. Exam ner, we rest.

MR. CHAKALI AN Okay. | was going to
ask if you had followup and |I guess the answer is no.
But before you rest, sir, | was going to ask

M. Goetze and M. Cebrem chael if they had any

cross-exam nation for Ms. Neal.

MR. GOETZE: This is M. Goetze. No, |

do not have any additional questions for M. Neal.
Thank you.

MR. GEBREM CHAEL: M. Hearing
Exam ner, | just want to enphasis I'mnot sure if this

Is going to be handled by Ms. Neal or M.

map.

nouse was.

Hooper. The
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one that | nentioned about H2S contingency plan, as a
supplenmental, it would be nice if they could provide

as identify the wells that produce H2S and then their
respective contingency plan as well.

Thank you. That's all.

MR. CHAKALI AN: Thank vyou,

M . Gebrem chael

M. Padilla, that's been the fourth
pi ece of information that the Division is asking for.

MR. PADI LLA: | have it, M. Exam ner.

MR. CHAKALI AN Okay. | just wanted to
make sure we were all on the sanme page. Okay. Then
If you rest --

M. Fel dewert?

MR. FELDEWERT: Yes, sir?

MR. CHAKALI AN: Are you putting on a
case?

MR. FELDEWERT: No, | have just a
statenent of concerns that | want to raise with you,
so it won't take | ong.

MR. CHAKALIAN: All right. So why
don't you go ahead and then we'll leave it to
M. Padilla to make his closing argunent.

MR. FELDEWERT: Okay. And |I'm not

going to repeat what | said earlier. | nean, |'ve
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al ready raised ny concerns with four things. The

| evel of title done to identify the affected working
i nterest owners because that directly inpacts notice,
which is one of nost inportant things here.

| al so raised concerns with the absence
of evidence on the unlocatable parties. Wwo are they
and what was done to locate then? W don't know |
al so rai sed concerns about the absence of evidence on
the parties subject to forced unitization. Wwo are
they and what do they own? W don't know.

And what efforts were undertaken
specifically with those parties to reach agreenent
with themindependent of how small their interest is.
VWhat | also want to raise concerns about is that when
you | ook at this Exhibit D, which is their unit
outline, | raised concerns about the | ack of notice to
of f set operators.

And you're going to say to ne "Well,

M. Fel dewert, where does it say they got to provide
notice to offset operators"? Okay? And the answer is
that there is nothing in the rule, just like there's
not in conpul sory pooling cases or federal exploratory
unit cases.

But the division, | can tell you, has

authority to require additional notice when they deem
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It necessary. And | have seen a nunber of federal
voluntary exploratory units that were toothy I|ike
this. | nean, you know, jets out and things where the
Di vision said, "Look, because of the potential inpact
on the offsetting operators and the fact that you're

t aki ng away their devel opnent rights, you're going to
give them notice."

And | think that would be totally
appropriate here. The other issue | raised involved
the unit operating agreenent, which | wal ked through.
| tried to do it as efficiently as possible. But as
you wal k through the unit operating agreenent that
t hey have proposed, first thing you need to know is
you guys have to decide on this. OCkay?

This is one of the things you all have
to adopt as reasonable for the working interest owners
under your authority as a Division under the statutory
unitization act. BLM doesn't pass on it and neither
does the State Land Office. It's up to you. And |'ve
pointed out to you that they put forth a unit
operating agreenent here that has sone inconplete
provi sions, particularly the stuff that is so
| nportant as the renoval of unit operator and
successor unit operator. Nothing in there.

Those are inportant provisions. Then
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you'll see -- | pointed out and I know you were
frustrated with ne, but | felt like |I needed to do it.
We got this Ransey waterfl ood project that they're
going to force onto the working interest owners that
are forced into this unit. Okay?

And i ndependent of all the concerns |
rai sed about that, it has a 300 percent risk penalty
I f they don't buck up and pay the costs for that
operation for which they have no vote for past
operations and no vote on future operations. In fact,
zero input. And they want a 300 percent risk penalty?

| asked their geologist, | asked their
reservoir engi neer "What about this Ransey unit"?
Everybody said: "Onh, it's successful. It's going to
pay out, so there is zero risk." They provided no
evi dence what soever to support a 300 percent risk
penalty on this Ransey unit project that they're going
to force on the working interest owners.

Then we go to the standard -- not
standard. W go to the 200 precent risk percent
penalty that they have proposed for nonparticipating
wor ki ng interest owners forced into this unit. Okay?
And i ndependent of the Ranmsey unit, Section 11.9 of
this unit operating agreenent -- if | can get

there -- arrives at --
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Put the Ransey unit aside. For all
t hese other operations, if you, as a working interest
owner, decide not to participate, you lose a | ot of
ri ghts, nunber 1, and nore inportantly, we're going to
recoup it fromyou at cost plus 200 percent. Ckay?
There is no evidence to support a 200 percent risk
penalty. Zero.

Both their geol ogists said, "The

geol ogy risk, |ow. Reservoir engineer, she said the

same thing, "Reservoir and engineering risk, low"
There's nothing to support a 200 percent risk penalty.
And you're going to ask ne "Well, M. Feldewert, is
that sonmething we need to worry about"?

And | say, yes, it is because under the
Statutory Unitization Act under Section 70-7-7(F),
requires the Division to determ ne what the
appropriate risk penalty is. And there is zero
evi dence here to support a 300 percent risk penalty or
a 200 percent risk penalty.

And ny final point | think is equally
| nportant to everything |'ve just raised, statutory
unitization is limted to secondary recovery
operations. You don't force people into a unit where
you're going to conduct prinmary operations. Those are

voluntary units.
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Statutory unitization, forced
unitization, is only applicable to areas that have
been sufficiently depleted or it is determ ned that
secondary recovery operations are necessary. And we
have a 19,000 acre proposed unit area here that
I ncl udes i ncrease where there's not going to be
secondary operations.

There's going to be primary operations
because there have been zero primary operations. So |
don't understand how they can bring this 19,000 acre
unit under the Statutory Unitization Act. It does not
fit.

MR. CHAKALIAN:. M. Padilla, do you
have a cl osing argunent?

MR. PADI LLA: Yes, let ne just say a
f ew wor ds

M. Feldewert says there's no risk
here. M. Neal testified that the project, over a ten
year period, was going to cost 480 mllion, sonmewhere
around there. That's a heck of a risk not to have
sonebody participate. The reason for statutory
unitization is so that sone operator in the m ddl e of
the pool or in the mddle of the unit area decides
that he's going to benefit w thout having participated

in the cost.
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| don't see that the unit operating
agreenent is any different than conpul sory pooling in
the procedures. That's the standard penalty in JOAs,
j oi nt operating agreenents, and if you don't
partici pate, you're penalized. And statutory
unitization, even taking this primry production,

Ms. Neal just testified that there was primry
production throughout the unit.

But taking the whole unit overall, the
whole unit area, it's subject to tertiary recovery now
in finalizing the waterflood and then followed by
carbon dioxide injection. So you can't have sonmebody
here in the mddle of this unit saying "No, | don't
want to participate and |'"'mgoing to get a free ride."

That's not the reason for the Statutory
Unitization Act. | don't think that the BLM or the
State Land O fice woul d have approved this if it was
way out of whack, and they did. There's a requirenment
to get the BLM And in terns of the participation
formula, the BLM essentially was the driver on this
t hi ng.

And the reasoning for that fornula is
that it doesn't take historical production. |t takes
the |l ast two of years of 10 percent of that and

90 percent future. So it just seens equitable to ne.
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It makes sense that nost of the participation is going
to be on future oil and gas production.

M. Feldewert makes a big deal about
title. | think, as the testinony has been from
M. Kent, they're still working on title. Pay decks
are upgraded. There's no question that sonebody dies,
there's got to be a probate and then you have
di fferent ownership.

Some of that is continuously applying
in oil and gas. Title work. People die or they sell
their interest in their new ownership. But basically
havi ng the history that we have here starting in 1920,
all of those | eases have constantly been upgraded.
There's no question that there's a lot of title work
her e.

But in terns of neeting the 75 percent
threshold, they already have. Now I don't think
there's any problemw th supplenenting the record to
show who is unlocatable and who is not, but it's no
reason to deny the application with the requirenment
that title be upgraded in terns of what the custom and
standard is in the oil industry.

|"ve done a title opinion on a United
States participating area for an entire unit and it's

a trenmendous anmount of work to upgrade the title, but
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you do have probates and sone peopl e just disappear in
t he woodwork. So to the extent that we have not

recei ved any feedback from sone of the owners, then
think we could supply that.

We coul d certainly suppl enent
the -- but, | think that there's been substanti al
evi dence already on efforts to notify every interest
owner that is known about this hearing and about the
proposal. The working interest owners have had
proposals to participate. Wether or not they do or
not, or ignore it, that's a different thing.

But that also is a reason for statutory
unitization, just like it is in conpul sory pooling,
wher e sonebody doesn't respond or they don't want to
drill the well. This is just on a unit-w de basis.
There's nothing presented that 19,000 acres is too
| arge an ar ea.

| think it's justified based on
Ms. Neal's testinony that it nakes sense to have this
kind of a unit of the size because you don't | eave oi
In the ground. Smaller units may or may not, but |
think her testinony is credible. There's surely
nothing fromthe other side that it is not.

Now i f you go to the unit agreenent,

you know, M. Fel dewert makes a point that there are
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t hree paragraphs that don't have any narrative. But
if you go to unit agreenent, the unit agreenent does
say how you renove an operator and that requires an
election to renove a unit operator that people don't
| i ke the person that's operating.

So those three paragraphs that are
m ssing narrative are addressed in the unit agreenent.
And there's nothing magi cal about renoving a unit
operator who's not further developing the unit. You
get rid of them And so with that, I'Il stop. But
there's no reason to delay this applications sinply
because there seens insufficient title work.

The title work is there now, with a
caveat that that has to be upgraded every once in a
while. That just happens. Wth that, we ask that
this applications be approved.

MR. FELDEWERT: M. Exam ner?

MR. CHAKALIAN: | was waiting for
M. Padilla to finish his sentence. | heard "the
applications be" and then | assunme you were going to
say taken under advisenent, but | didn't hear those
wor ds.

MR. PADI LLA: Exactly. Thank you for
that. We would ask you to take them under advi senent.

MR. CHAKALIAN:. | figured that's what
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you were going to do, but |I was waiting. All right,
M. Padilla, for ny notes, I'"'mgoing to put themin
the case here. Wuld you |ist the four docunents your
filing on or before Decenber 22nd?

MR. PADI LLA: We're going to file the
suppl enental statenment on bounding from M. Neal as to
how you' re going to protect the boundaries from
m gration and protecting correlative rights on
wat er f | oodi ng nei ghbors, essentially. W have to do
sonet hi ng about makeup water. A report on makeup
wat er .

We're going to have to expand Figure
11. And | don't know, unless you want us to
suppl enment the record also with the m ssing fol ks who
haven't responded and we don't know who they are, then
we can do that as well.

MR. CHAKALI AN: Okay. Well, let's get
nunber 4 and then |'m going to ask M. Coetze to
clarify number three that you just said. And nunber 4
that M. Gebrem chael just asked you for?

MR. PADI LLA: |'msorry?

MR. CHAKALI AN: There was a fourth item
that you just wote down a few m nutes ago when
M. Gebrem chael asked you for it.

MR. PADI LLA: Oh, the wells that
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produce H2S.

MR. CHAKALI AN: Very good.

Okay, M. CGoetze, you heard the I|ist.
Does that conport with you understanding or do you
want to reword any of that?

MR. GOETZE: No, those are the itens
that | required, M. Exam ner, as far as what he
spelled out. I|I'msatisfied with that.

MR. CHAKALI AN: | wasn't sure about
t hat expanding Figure 11. |Is that what you asked for
or is there other words that | should have?

MR. GOETZE: Yes, M. Examner, | did
request it. It was part of their Plan of Devel opnent
and it showed in a math fornul a where they were going
to do, what wells, and what areas. So |I'd like to see
it in something other than a thunbnail.

MR. CHAKALI AN: Okay, very good. All
right, excellent. So |I think everyone understands
what M. Padilla is going to file on or before
Decenmber 22nd.

s there anything left here before we
cl ose the hearing and adj ourn?

MR. PADI LLA: Let ne just clarify
sonething on this Figure 11. Sonetines, in order to

fileit with the OCD, we have to conpress sonet hi ng
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|i ke that and perhaps if it doesn't conpress, we could

send a hard copy.
MR. CHAKALI AN: M. Padilla,

that if you file those four itens either as

docunment or four individual docunments, you won't have

to conmpress anything because it'll be just a single

I tem
MR. PADI LLA: Okay.
MR. CHAKALI AN: M. Gebremc
MR. GEBREM CHAEL: Yes, M.

M. Padilla just nentioned identifying the wells that

produce H2S, but al so the correspondi ng H2S
contingency plan. Thank you very nuch.

MR. CHAKALI AN: Thank vyou,
M . Gebrem chael .

Okay. |If there is nothing f
either party, we will be adjourned. It is

on the 8th of Decemnber.

Thank you for everyone's participation.

And we will take both cases under advi senent.

(Wher eupon, at 1:26 p.m, th

proceedi ng was concl uded.)

"1 bet

one

hael ?

Exam ner.

urther from

1:26 p. m,

e
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CERTI FI CATE

I, JAMES COGSVELL, the officer before whom
t he foregoi ng proceedi ngs were taken, do hereby
certify that any witness(es) in the foregoing
proceedi ngs, prior to testifying, were duly sworn;
that the proceedi ngs were recorded by ne and
thereafter reduced to typewiting by a qualified
transcriptionist; that said digital audio recording of
said proceedings are a true and accurate record to the
best of nmy know edge, skills, and ability; that | am
neither counsel for, related to, nor enployed by any
of the parties to the action in which this was taken;
and, further, that | amnot a relative or enpl oyee of
any counsel or attorney enployed by the parties
hereto, nor financially or otherwise interested in the

outcone of this action.

Ty

JAVES COGSVELL
Notary Public in and for the

State of New Mexico
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CERTI FI CATE OF TRANSCRI BER

I, LISA SCOVMAN, do hereby certify that this
transcript was prepared fromthe digital audio
recordi ng of the foregoing proceedi ng, that said
transcript is a true and accurate record of the
proceedi ngs to the best of ny know edge, skills, and
ability; that I am neither counsel for, related to,
nor enployed by any of the parties to the action in
which this was taken; and, further, that | amnot a
relative or enployee of any counsel or attorney
enpl oyed by the parties hereto, nor financially or

otherwi se interested in the outcome of this action.

S Neoma,

LI SA SCOVAN
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