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

9:58 a.m.: 

EXAMINER STOGNER: At t h i s time I ' l l c a l l Case 

Number 11,836. 

MR. CARROLL: A p p l i c a t i o n of Chesapeake 

Operating, I n c . , f o r compulsory p o o l i n g , Lea County, New 

Mexico. 

EXAMINER STOGNER: C a l l f o r appearances. 

MR. KELLAHIN: Mr. Examiner, I'm Tom K e l l a h i n of 

the Santa Fe law f i r m of K e l l a h i n and K e l l a h i n , appearing 

on behalf of the App l i c a n t , and I have two witnesses t o be 

sworn. 

EXAMINER STOGNER: Any other appearances? 

MR. OWEN: Paul Owen of the Santa Fe law f i r m of 

Campbell, Carr, Berge and Sheridan f o r B r i s t o l Resources 

Corporation. 

EXAMINER STOGNER: Does B r i s t o l have any 

witnesses? 

MR. OWEN: I have no witnesses i n t h i s matter, 

Mr. Examiner. 

EXAMINER STOGNER: Any other appearances? 

How many witnesses do you have, Mr. K e l l a h i n ? 

MR. KELLAHIN: Two, s i r . 

EXAMINER STOGNER: W i l l both witnesses please 

stand t o be sworn? 

STEVEN T. BRENNER, CCR 
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(Thereupon, the witnesses were sworn.) 

MR. KELLAHIN: Mr. Examiner, I've d i s t r i b u t e d t o 

the c o u r t r e p o r t e r and t o you and Mr. C a r r o l l copies of 

Chesapeake's e x h i b i t s , and I've also handed a set t o Mr. 

Owen. 

At t h i s time we'd c a l l Mr. Mike H a z l i p . Mr. 

Haz l i p s p e l l s h i s l a s t name H-a-z-l-i-p. He's a petroleum 

landman w i t h Chesapeake. 

I gave you a set of marked e x h i b i t s , d i d n ' t I , 

Mike? 

MR. HAZLIP: Yes. 

MR. KELLAHIN: Mr. Examiner, Mr. H a z l i p . 

MIKE HAZLIP. 

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

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

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Hazlip, f o r the record, would you please 

s t a t e your name and occupation? 

A. Mike Hazlip, a landman f o r the Permian Basin f o r 

Chesapeake Operating, I nc. 

Q. And where do you re s i d e , s i r ? 

A. I n Oklahoma C i t y . 

Q. On p r i o r occasions, have you t e s t i f i e d before the 

D i v i s i o n and q u a l i f i e d as a petroleum landman? 
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A. Yes, s i r . 

Q. Pursuant t o your employment, have you i d e n t i f i e d 

a spacing u n i t i n Lea County, New Mexico, t h a t i s sub j e c t 

t o t he Northeast Lovington-Pennsylvanian Pool and have 

proposed t o lo c a t e and i d e n t i f y the i n t e r e s t owners i n t h a t 

spacing u n i t ? 

A. Yes, s i r . 

Q. Having i d e n t i f i e d the i n t e r e s t owners, have you 

attempted t o negot i a t e w i t h a l l the i n t e r e s t owners t o form 

on a v o l u n t a r y basis a spacing u n i t f o r the d r i l l i n g of 

t h i s w e l l ? 

A. Yes, we have. 

MR. KELLAHIN: We tender Mr. Ha z l i p as an expert 

petroleum landman. 

EXAMINER STOGNER: Mr. Hazlip i s so q u a l i f i e d . 

Q. (By Mr. K e l l a h i n ) Let's take a moment, Mr. 

Ha z l i p , and t u r n your a t t e n t i o n t o E x h i b i t 1, o r i e n t the 

Examiner t o your proposal, and s t a r t o f f by i d e n t i f y i n g the 

type of e x h i b i t we're l o o k i n g a t . 

A. Yes, t h i s e x h i b i t i s the p l a t showing, i n the 

south h a l f of the southeast quarter of Section 1 of 16-36, 

the proposed p r o r a t i o n u n i t . 

Q. Locate us i n r e l a t i o n t o the community of 

Lovington. Where are we? 

A. We're about a mile and a h a l f , two miles east of 

STEVEN T. BRENNER, CCR 
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Lovington, the c i t y of Lovington. 

Q. There are a number of Strawn w e l l e x p l o r a t i o n 

e f f o r t s going on i n t h i s general area. Have you i d e n t i f i e d 

t o your s a t i s f a c t i o n what proposed Strawn pool you t h i n k 

t h i s w e l l w i l l be dedicated to? 

A. Yes, s i r — 

Q. And what — 

A. — the Northeast Lovington-Penn. 

Q. And what i s the spacing provided i n t h a t pool? 

A. Eighty acres. 

Q. And what would a standard w e l l l o c a t i o n be? 

A. I t would be 330 from the boundaries and 150 f e e t 

from the center of the o f f s e t t i n g q u a r t e r — q u a r t e r -

q u a r t e r . 

Q. The Kim 1-1 w e l l , which i s proposed t o be i n t h i s 

spacing u n i t , i s located i n an i r r e g u l a r - s i z e s e c t i o n , i s 

i t not? This s e c t i o n contains more than 640 acres? 

A. Yes, s i r , i t does. 

Q. When we get down t o t h i s p o r t i o n of the s e c t i o n , 

i s t h i s a standard s i z e and shape f o r an 80-acre spacing 

u n i t ? 

A. Yes, i t i s . 

Q. A l l r i g h t . I n a general c h r o n o l o g i c a l f a s h i o n , 

describe when you f i r s t commenced e f f o r t s t o acquire an 

i n t e r e s t f o r your company and consolidate the other 
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i n t e r e s t s f o r the d r i l l i n g of t h i s w e l l . 

A. I t would have been l a t e l a s t year when I f i r s t 

s t a r t e d . I t was -- As f a r as t h i s i n t e r e s t t h a t we're 

concerned about today, we s t a r t e d probably i n January or 

February. 

Q. When you f i r s t s t a r t e d , how d i d you acquire 

Chesapeake's i n t e r e s t , and from whom? 

A. We went t o the l a r g e s t owner, which was Conoco, 

and acquired a term assignment from them. 

Q. I n t h a t spacing u n i t , how b i g an i n t e r e s t d i d 

Conoco have? 

A. They have a 65-percent working i n t e r e s t . 

Q. Were you able t o neg o t i a t e a term assignment w i t h 

Conoco by which they would assign t o you t h e i r i n t e r e s t so 

t h a t you could d r i l l t h i s well? 

A. Yes, we d i d . 

Q. How long a pe r i o d of time d i d you have under the 

term assignment t o commence operations f o r the d r i l l i n g of 

t h i s w e l l ? 

A. On t h i s p o r t i o n of the acreage c o n t r i b u t e d by 

Conoco, we had 90 days. 

Q. Let me d i r e c t your a t t e n t i o n t o E x h i b i t 2. Would 

you i d e n t i f y and describe what E x h i b i t 2 i s ? 

A. Yes, t h a t ' s copy of the term assignment granted 

from Conoco t o Chesapeake. 

STEVEN T. BRENNER, CCR 
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Q. Under t h i s term assignment, when would the 90 

days have expired so t h a t you could not have d r i l l e d t he 

w e l l ? 

A. This term assignment was t o e x p i r e August 29th, 

1997. 

Q. So unless i t had been extended, i t would e x p i r e 

next week? 

A. Yes. 

Q. During t h i s p e r i o d of time i n which you had the 

term assignment from Conoco, were you n e g o t i a t i n g w i t h any 

of the other working i n t e r e s t owners t o acquire t h e i r 

p a r t i c i p a t i o n or t h e i r i n t e r e s t ? 

A. Yes, we were. 

Q. Who were the other p a r t i e s t h a t you were d e a l i n g 

with? 

A. We had p r e v i o u s l y negotiated a deal w i t h Chapman, 

who had an a d d i t i o n a l ten-percent i n t e r e s t . That was 

another term assignment we gained. And the only other 

outstanding i n t e r e s t a t t h a t time was owned by B r i s t o l 

Resources. 

We i n i t i a l l y s t a r t e d working w i t h Apache on i t . 

They were of record, i n t e r e s t owner of record. And a t some 

p o i n t they f i n a l l y r e a l i z e d i t was not t h e i r i n t e r e s t , they 

had conveyed i t t o B r i s t o l Resources, so we began pursuing 

B r i s t o l . 
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Q. As of t h i s morning, what company owns what 

percentage of outstanding i n t e r e s t not y e t committed? 

A. B r i s t o l Resources owns 25 percent t h a t ' s 

uncommitted. 

Q. Let's t u r n t o E x h i b i t Number 3. As a r e s u l t of 

the i n a b i l i t i e s t o get B r i s t o l ' s v o l u n t a r y cooperation, 

were you compelled t o obt a i n an extension from Conoco t o 

the farmout — 

A. Yes. 

Q. — I mean t o the term assignment? 

A. Yes, we were. 

Q. When we look a t E x h i b i t 3, what now i s the 

e x p i r a t i o n date f o r the term assignment by which you 

c o n t r o l 65 percent? 

A. We have u n t i l October 1st t o d r i l l our w e l l . 

Q. Let's t u r n t o E x h i b i t 4. You r e f e r r e d t o the 

Chapman i n t e r e s t . That was a ten-percent i n t e r e s t t h a t you 

acquired? 

A. Yes, s i r . 

Q. And i t was acquired by another term assignment? 

A. Yes. 

Q. And what are we lo o k i n g a t here i n E x h i b i t 4, 

then? 

A. E x h i b i t 4 i s the term assignment from Chapman 

covering a ten-percent i n t e r e s t over a good b i t of acreage, 

STEVEN T. 
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i n c l u d i n g t h e i r i n t e r e s t i n the south h a l f of the southeast 

q u a r t e r of Section 1, where our p r o r a t i o n u n i t — 

Q. As t o t h i s spacing u n i t , when w i l l t h i s term 

assignment expire? 

A. This i s a one-year term assignment, and w i t h the 

continuous development program and b a s i c a l l y t h i s being our 

f i r s t w e l l on the acreage t h a t ' s covered by t h i s term 

assignment, we've got a l o t of — i f t h i s i s — i f a l l the 

acreage t h a t ' s under t h i s term assignment i s p r o s p e c t i v e , 

we've got t o move on the i n i t i a l w e l l i n order t o complete 

any other w e l l s t h a t might be prospective i n here w i t h i n 

the term given. 

Q. Let's t u r n t o E x h i b i t 5, then, and describe f o r 

the Examiner your e f f o r t s t o o b t a i n an agreement from 

B r i s t o l Resources, commencing — and I — Let's go back and 

s t a r t w i t h the Apache e f f o r t s . 

Approximately when d i d t h a t occur, and why were 

you d e a l i n g w i t h Apache? 

A. That was l a t e — e i t h e r l a t e l a s t year or January 

of t h i s year, we were working w i t h Apache because they were 

— the i n d i c a t i o n s t h a t we had were t h a t they were of 

r e c o r d , record owner f o r t h a t 2 5 percent. We worked w i t h 

them f o r several months before determining t h a t they had 

s o l d t h e i r i n t e r e s t t o B r i s t o l Resources. 

Q. A l l r i g h t , l e t ' s stop a t t h a t p o i n t , have you set 

STEVEN T. BRENNER, CCR 
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aside E x h i b i t 5, and w e ' l l use t h a t as a reference f o r your 

subsequent testimony, and as we do t h a t w e ' l l go through 

the correspondence and keep i t c h r o n o l o g i c a l as w e l l . 

A. Okay. 

Q. So i f y o u ' l l r e f e r t o E x h i b i t 6, i d e n t i f y and 

describe f o r us what we're l o o k i n g a t when we see t h i s 

e x h i b i t . 

A. A f t e r months of phone conversation and di s c u s s i o n 

w i t h Apache, Gary Carson w i t h Apache Corporation, we 

f i n a l l y sent them a w e l l proposal and AFE on A p r i l 23rd, 

1997. That's E x h i b i t 6. 

Q. And i t has an attached AFE t o i t ? 

A. Yes, s i r . 

Q. Has t h i s AFE changed since i t was o r i g i n a l l y 

submitted t o Apache? I t ' s an AFE dated A p r i l 18th, 1997. 

A. No, s i r , i t hasn't. 

Q. A l l r i g h t , so t h i s continues t o be the AFE t h a t 

you're u t i l i z i n g i n your discussions w i t h B r i s t o l and t h a t 

you're now proposing t o the D i v i s i o n Examiner, adopted as a 

reasonable AFE f o r purposes of a p o o l i n g order? 

A. Yes, s i r . 

Q. A l l r i g h t . Following the E x h i b i t 6 l e t t e r of 

A p r i l 23rd, what then i s the next correspondence? 

A. Well, as soon as we found out t h a t B r i s t o l had 

the i n t e r e s t , we n o t i f i e d them immediately w i t h a l e t t e r 

STEVEN T. BRENNER, CCR 
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and — proposing t h i s w e l l and w i t h an attached AFE. And I 

was t o l d by Apache t o contact Mr. C h a r l i e Sherwood of 

B r i s t o l Resources, and d i d so immediately. 

Q. I d e n t i f y f o r us, then, what E x h i b i t 7 i s . 

A. And t h a t l e t t e r i s E x h i b i t 7. 

Q. I t i s dated A p r i l 24th? 

A. Yes, s i r . 

Q. Now, i f we t u r n t o the chronology, E x h i b i t 5, 

f o l l o w i n g your l e t t e r t o B r i s t o l , summarize f o r us the 

sequence of telephone conversations between t h a t p o i n t and 

the next correspondence, which i s June 25th. 

A. Well, there were numerous phone conversations 

between myself and B r i s t o l Resources, and these are j u s t 

t he ones t h a t I had w r i t t e n i n my notes. 

But on — A f t e r the l e t t e r was sent A p r i l 24th, I 

made a phone c a l l t o Cha r l i e Sherwood on May 13th, May 

14th. 

And then there are two dates t h a t I don't have — 

I don't have the dates w r i t t e n down, but I know they were 

made before June 12th. And I was not given any assistance. 

I could very seldom get hold of Ch a r l i e Sherwood. So I 

went t o B r i s t o l , and I can't remember the name, but someone 

i n management w i t h B r i s t o l Resources. He gave me Ed Watts 

t o contact. 

On June 12th I received a phone c a l l from Ed 

STEVEN T. BRENNER, CCR 
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Watts a t B r i s t o l , e x p l a i n i n g t o me t h a t they would be doing 

something, they weren't going t o h o l d us up, and so on and 

so f o r t h . 

Q. On June 25th, d i d you have another phone 

conversation w i t h Mr. Watts? 

A. Well, on June 23rd I d i d . 

Q. I'm s o r r y , June 2 3rd? 

A. Yes, s i r . 

Q. And summarize f o r us what t h a t conversation was. 

A. Well, he s t a t e d i n t h a t conversation t h a t they 

would farm out t h e i r i n t e r e s t s t o us, covering v a r i o u s b i t s 

of acreage i n Sections 1 and 6, under a farmout agreement 

t h a t would conta i n a 180-day continuous development, w i t h a 

simple o v e r r i d e , they'd be d e l i v e r i n g t o us 75-percent net 

revenue i n t e r e s t and r e t a i n — I b e l i e v e i t was a 6.25-

percent o v e r r i d e . 

And he asked me t o go ahead and send him a l e t t e r 

so t h a t they could sign o f f on i t . 

Q. Describe f o r us the kinds of farmout terms you're 

accustomed t o d e a l i n g w i t h i n t h i s general v i c i n i t y i n 

terms of the percentage of net revenue i n t e r e s t t h a t you 

r e c e i v e , what k i n d of back-in a f t e r payout are you 

t y p i c a l l y p r o v i d i n g , and give us a general sense of what 

these numbers mean. 

A. Well, on the Conoco term assignment, we were 

STEVEN T. BRENNER, CCR 
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d e l i v e r e d a 75-percent net revenue, p r o p o r t i o n a t e l y reduced 

t o t h e i r i n t e r e s t , w i t h no back-in or — j u s t a simple 

o v e r r i d e . 

On the Chapman i n t e r e s t , we were d e l i v e r e d a 7 6-

percent net revenue i n t e r e s t , no back-in, no e s c a l a t i o n of 

o v e r r i d e . 

These are — And these cover a good b i t of 

acreage and not j u s t the p r o r a t i o n u n i t i t s e l f . We 

g e n e r a l l y on a term assignment, i f they grant us an acreage 

p o s i t i o n , pay a bonus c o n s i d e r a t i o n t o them f o r something 

o f , g e n e r a l l y , a longer term assignment. 

Q. What k i n d of back-in a f t e r payout, i f any, i s 

t y p i c a l i n t h i s type of expl o r a t i o n ? 

A. Under a general farmout agreement, o f t e n t i m e s 

t h e r e i s no back-in a f t e r payout; t h e r e i s a simple 

o v e r r i d e . When there i s a back-in i t ' s g e n e r a l l y a 25-

percent back-in, p r o p o r t i o n a t e l y reduced t o the owner's 

i n t e r e s t . 

Q. Okay. At t h i s p o i n t what b e l i e f d i d you have 

about the a b i l i t y of you and B r i s t o l t o reach farmout terms 

of t h e i r i n t e r e s t , t o make a farmout t o Chesapeake? 

A. Well, a t — On our June 23rd date, when I had a 

conversation w i t h him, I thought we had worked out a deal. 

And he t o l d me t o send a l e t t e r . I faxed i t t o him on the 

25th, the same scenario we had discussed. 
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And again, we had gone through several scenarios 

already over the phone, several p o s s i b i l i t i e s . Ed had 

expressed t o me t h a t the term assignment would probably not 

work, term assignment w i t h — I had o f f e r e d them a bonus 

c o n s i d e r a t i o n f o r a term assignment covering a good b i t of 

acreage out t h e r e i n Section 1 and 2. They had s a i d t h a t 

t h a t would probably not work f o r them, they would r a t h e r go 

w i t h a farmout agreement, some k i n d of a — w e l l , something 

along the l i n e s of what I sent him, a 90-day farmout 

agreement w i t h continuous development. 

Q. And you d i d t h a t by E x h i b i t 8, which i s your 

l e t t e r of June 25th? 

A. Yes, s i r . 

Q. A l l r i g h t , and i t sets f o r t h i n w r i t i n g what 

you've j u s t summarized f o r us? 

A. Yes, s i r , i t does. 

Q. What then i s the next event i n t h i s e f f o r t by you 

t o o b t a i n agreement from B r i s t o l ? 

A. Well, a f t e r sending the l e t t e r and not r e c e i v i n g 

i t back signed, I c a l l e d Ed Watts of B r i s t o l on June 26th, 

June 30th and J u l y 8th, J u l y 21st, a l l the time hearing 

t h a t — you know, being j u s t simply put o f f , t o l d t h a t we 

— you know, i t ' s j u s t a matter of time, i t ' s — you know, 

he j u s t needed t o get some management approval, needed t o 

get management t o sign o f f on i t , and i t was j u s t a matter 
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of him catching h i s management a t the r i g h t t ime. They 

seemed too preoccupied w i t h other t h i n g s , too busy, so on 

and so f o r t h , so... 

Q. On August 13th — Subsequent t o August 13th, d i d 

you r e c e i v e a l e t t e r dated August 13th from B r i s t o l ? 

A. Yes, I received a l e t t e r from B r i s t o l — Well, I 

had received nothing u n t i l August 13th but on August 13th 

received a fax from B r i s t o l Resources t e l l i n g us t h a t they 

would farm out under not e x a c t l y the terms we had discussed 

before. 

Q. Now, these terms are b e t t e r f o r B r i s t o l than what 

you thought you and Mr. Watts had agreed t o back i n June? 

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

Q. A l l r i g h t . What then happened? 

A. Well, i t gives them the o p t i o n t o increase t h e i r 

o v e r r i d e an a d d i t i o n a l f i v e percent, and i t drops us down 

t o a 7 0-percent net revenue. And again, i t was unclear as 

t o how much a u t h o r i t y we were — Mr. Watts was given when 

he wrote t h i s l e t t e r . I t says t h a t i t ' s s u b j e c t t o f i n a l 

management approval. 

And so i t was nothing t h a t we could f e e l l i k e we 

could depend on a t t h i s p o i n t , since we had been through 

t h i s process f o r such a long p e r i o d of time w i t h B r i s t o l 

already. 

Q. Following t h a t d i d you get another l e t t e r dated 
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the next day, August 14th from B r i s t o l ? 

A. Yes, the very next day I get another l e t t e r from 

B r i s t o l i n d i c a t i n g t h a t they would — they may p a r t i c i p a t e 

w i t h some or a l l of t h e i r i n t e r e s t i n Kim 1-1, which j u s t 

c o n t r a d i c t s the l e t t e r I received the day before. 

Q. The day f o l l o w i n g t h a t , on August 15th, then, d i d 

you respond t o Mr. Watts? 

A. Yes. 

Q. That's set f o r t h on E x h i b i t 11? 

A. Yes, s i r . 

Q. Summarize f o r us what you're communicating t o Mr. 

Watts i n E x h i b i t 11. 

A. B a s i c a l l y j u s t t h a t we would be w i l l i n g t o accept 

the terms t h a t we had discussed before, and we would accept 

the terms t h a t he sent i n h i s l e t t e r , w i t h the exception of 

th e f i v e - p e r c e n t e s c a l a t i o n of o v e r r i d e a f t e r payout. 

Q. And the reason t h a t you could not accept t h a t 

counterproposal by B r i s t o l was what, s i r ? 

A. I t j u s t burdens — I t ' s too heavy a burden f o r us 

t o bear a t 70 percent net revenue f o r our one w e l l . 

Q. Did you also t r a n s m i t t o Mr. Watts a suggested 

form of op e r a t i n g agreement, which obviously s t i l l needed 

t o be e d i t e d by both companies, but d i d you communicate t o 

him a sample of an operating agreement? 

A. Yes, a t h i s request we sent a JOA t h a t — as we 
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g e n e r a l l y use i n t h a t area. 

Q. Okay. At t h i s p o i n t where do we stand i n terms 

of B r i s t o l and your a b i l i t y t o reach an agreement, Mr. 

Hazlip? 

A. I f e e l l i k e we're at the same place we were when 

we began t h i s t h i n g . We s t i l l don't have anything. 

I have — I c a l l e d Ed Watts as l a t e as Tuesday, 

knowing t h a t we had t o leave Wednesday morning t o come up 

here and ask Ed f o r some agreement t h a t was approved by 

t h e i r management so t h a t we d i d n ' t have t o go through t h i s 

f o r c e - p o o l i n g process, and he assured me t h a t he was s t i l l 

t r y i n g t o accomplish t h a t , but t h a t ' s what I've been 

hearing f o r f o u r or f i v e months. 

Q. At t h i s p o i n t what, i f any, concern do you have, 

Mr. H a z l i p , t h a t i n the absence of a p o o l i n g order issued 

reasonably q u i c k l y , t h a t you have a r e a l e x p e c t a t i o n of not 

being able t o f u l f i l l your term assignment from Conoco? 

A. I don't — There's no way we would be able t o 

d r i l l t h i s w e l l w i t h 100-percent working i n t e r e s t w i t h o u t 

g e t t i n g something accomplished here q u i c k l y . 

Not t o mention the problem t h a t — We have the 

problem w i t h the i n t e r e s t , and then we also have the 

problem of our d r i l l i n g r i g s . Those are scarce, and we've 

had t o move our d r i l l i n g schedule around considerably a t a 

grea t deal of expense and possi b l e p e n a l t i e s t o the company 
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i f we don't u t i l i z e the d r i l l i n g r i g s i n the manner we say 

we're going t o when we c o n t r a c t these. 

Q. Let's t a l k about your experience concerning 

o p e r a t i n g agreements i n which you have p a r t i c i p a t e d as the 

nonoperator concerning the r i s k f a c t o r p e n a l t y f o r 

subsequent w e l l operations. What's the general c u r r e n t 

agreement range f o r t h a t penalty f a c t o r i n southeastern New 

Mexico? 

A. I would say g e n e r a l l y , the average I see i s about 

a 400-percent nonconsent penalty, and t h a t ' s f o r subsequent 

oper a t i o n s , t h a t ' s f o r l o w - r i s k operations. 

Q. How long have you been a landman? 

A. T h i r t e e n years. 

Q. When you f i r s t s t a r t e d back i n — what, l a t e 

Seventies, e a r l y Eighties? — what was the custom and 

p r a c t i c e i n the i n d u s t r y f o r a r i s k - f a c t o r p e n a l t y f o r 

subsequent w e l l operations? 

A. Three hundred percent. 

Q. Making sure of terminology, when you're using a 

300-percent r i s k f a c t o r penalty and op e r a t i n g agreement, 

does t h a t equate t o what the D i v i s i o n understands when i t 

gives you cost plus 2 00 percent? 

A. Yes, s i r . 

Q. And the c u r r e n t fashion i n southeastern New 

Mexico i s higher than 3 00 percent? 
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A. Absolutely. I t ' s g e n e r a l l y — I t used t o be 100 

percent f o r surface equipment and 3 00 percent f o r 

operations, d r i l l i n g and completion operations, any other 

subsequent operation. I t ' s now 200 percent on surface 

equipment and 400 percent, and more. 

As a matter of f a c t , I j u s t received a JOA from 

Nearburg Producing f o r a 500-percent nonconsent p e n a l t y . 

Q. I n a d d i t i o n t o e s c a l a t i n g r i s k f a c t o r s , has t h e r e 

been an e s c a l a t i o n of overhead rates? 

A. Yes. 

Q. Are those overhead r a t e s u t i l i z e d by your company 

higher than those set f o r t h i n the t a b u l a t i o n by Ernst and 

Young? 

A. Yes, they are. 

Q. What does your company u t i l i z e i n t h i s area f o r 

overhead r a t e s f o r w e l l s a t t h i s depth? 

A. I ' l l have t o look a t t h a t . I b e l i e v e t h a t ' s 

$7145 f o r a d r i l l i n g w e l l r a t e and $714 f o r a producing 

w e l l r a t e . 

Q. Are you requesting t h a t l e v e l of overhead be 

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

A. Yes, we are. 

Q. Okay. Do you have other i n t e r e s t owners t h a t 

have committed t o operating agreements t h a t i n c l u d e these 

type of overhead rates? 
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A. Yes, we do. 

Q. Give us a short l i s t of who the companies are and 

the k i n d of w e l l s t h a t have been a p p l i e d already on a 

v o l u n t a r y basis t h a t u t i l i z e t h i s r a t e . 

A. This r a t e i s used i n a g l o b a l f a s h i o n w i t h — 

under a JOA w i t h AnSon Corporation. They have agreed t o 

t h i s r a t e . Vestige Energies i s agreeable t o t h a t r a t e , and 

Nort h p o r t Production Company. We're u t i l i z i n g the same 

r a t e w i t h a l l those? 

Q. And these are r a t e s u t i l i z e d f o r the Strawn o i l 

w e l l s t h a t you're e x p l o r i n g f o r i n southeastern New Mexico? 

A. Yes, r i g h t here i n t h i s area, t h a t ' s c o r r e c t . 

Q. And how many w e l l s have been d r i l l e d under these 

other o p e r a t i n g agreements, approximately? 

A. Four or f i v e w e l l s . 

Q. I n summary, then, Mr. Haz l i p , do you b e l i e v e 

you've exhausted a l l g o o d - f a i t h o p p o r t u n i t i e s t o achieve 

v o l u n t a r y agreement w i t h B r i s t o l ? 

A. Yes, s i r . 

MR. KELLAHIN: That concludes my examination of 

Mr. H a z l i p , Mr. Examiner. 

E x h i b i t 12 i s my a f f i d a v i t of m a i l i n g 

n o t i f i c a t i o n t o B r i s t o l of the hearing i n compliance w i t h 

the n o t i c e r u l e s . That's marked as E x h i b i t 12. 

And a t t h i s p o i n t we would seek your permission 
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t o i n t r o d u c e Chesapeake 1s E x h i b i t s 1 through 12. 

EXAMINER STOGNER: E x h i b i t s 1 through 12 w i l l be 

admitted i n t o evidence a t t h i s time. 

EXAMINER STOGNER: Somewhere I've got confused on 

the a c t u a l percentage t h a t B r i s t o l owned — Before I do 

t h a t , do you have any questions, Mr. Owen? 

MR. OWEN: Just a few, Examiner Stogner. 

EXAMINER STOGNER: Please, please. 

EXAMINATION 

BY MR. OWEN: 

Q. Mr. Hazlip, i s i t your o p i n i o n t h a t you're not 

going t o be able t o get v o l u n t a r y agreement on t h i s p r o j e c t 

from B r i s t o l ? 

A. Yes. 

Q. Are you going t o attempt t o — Are you going t o 

make any more attempts t o receive v o l u n t a r y j o i n d e r from 

B r i s t o l ? 

A. I'm w a i t i n g t o hear from B r i s t o l . I t ' s i n t h e i r 

c o u r t r i g h t now. 

Q. Are you aware t h a t a t y p i c a l compulsory p o o l i n g 

order gives the force-pooled p a r t y 30 days from the date of 

the order t o v o l u n t a r i l y j o i n a well? 

A. We would be happy t o have them p a r t i c i p a t e . 

Q. Have you provided any geologic i n f o r m a t i o n t h a t 

you have developed t o B r i s t o l — 
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A. No. 

Q. — i n the course of your n e g o t i a t i o n s ? 

A. No, we haven't. 

Q. You gave several opinions about the custom and 

p r a c t i c e i n the i n d u s t r y regarding nonconsent p e n a l t i e s i n 

j o i n t o p e r a t i n g agreements. J o i n t o p e r a t i n g agreements are 

agreements t h a t a l l the p a r t i e s t o those agreements agree 

t o , aren't they? 

A. Yes. 

Q. They agree t o the penalty t h a t ' s contained i n 

t h a t JOA; i s t h a t r i g h t ? 

A. (Nods) 

Q. B r i s t o l has not executed a JOA on t h i s p r o j e c t , 

have they? 

A. No, they haven't. 

Q. They haven't agreed t o any r i s k p e n a l t y on t h i s 

p r o j e c t , have they? 

A. They haven't agreed t o anything. 

Q. Under a t y p i c a l JOA, p a r t i e s are allowed t o 

review the records of the operator, aren't they? 

A. Review the records? 

Q. Yes. 

A. What records? 

Q. Whatever records t h a t the operator has generated 

f o r t h e p a r t i c u l a r p r o j e c t t h a t f a l l s under the JOA. 
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A. Under a JOA, i f they had signed the JOA, they 

would have the a b i l i t y t o a u d i t our accounting records, 

t h a t s o r t of t h i n g , i f t h a t ' s what you mean. 

Q. Would they have access t o your geologic 

i n t e r p r e t a t i o n of the p r o j e c t area? 

A. No, not ne c e s s a r i l y . Not under t h e terms of the 

JOA. 

Q. Under the JOAs t h a t you discussed e a r l i e r , would 

the p a r t i e s t o those JOAs have access t o the geologic 

i n t e r p r e t a t i o n of the p r o j e c t areas? 

A. No. 

Q. Were you present f o r the f i r s t case t h a t was 

presented today, d e a l i n g w i t h Manzano, Manzano s p e c i a l pool 

r u l e s , on the Wolfcamp? 

A. No, s i r , I wasn't. 

Q. Are you aware t h a t Manzano has operations i n 

a d j o i n i n g sections t o the s e c t i o n a t issue i n t h i s p r o j e c t ? 

A. Yes. 

Q. Have you reviewed any of Manzano's geologic 

i n t e r p r e t a t i o n of — or has Chesapeake reviewed any of 

Manzano's geologic i n t e r p r e t a t i o n of the p r o j e c t area? 

A. No, we have not reviewed any of Manzano's 

g e o l o g i c a l i n t e r p r e t a t i o n , t o my knowledge, now. 

Q. Have you discussed t h i s matter w i t h any 

r e p r e s e n t a t i v e s of Manzano? 
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A. What matter? 

Q. This p r o j e c t , t h i s p a r t i c u l a r w e l l . Have you 

discussed t h i s matter w i t h any r e p r e s e n t a t i v e s of Manzano? 

A. No. 

Q. When was the term assignment from Conoco 

executed? 

A. June 17th, 1997. 

Q. Did Chesapeake have an i n t e r e s t i n the area 

before June 17th? 

A. Yes. 

Q. What was Chesapeake's i n t e r e s t before t h a t ? I 

j u s t — I missed t h a t . 

A. I t was under a separate term assignment. We had 

a — where 40 acres of the 80 acres was already granted t o 

us under a term assignment by Conoco two years ago. So 

t h a t was an e x i s t i n g i n t e r e s t we had. 

The other 4 0 acres t h a t i s t o go i n t o t h i s 

p r o r a t i o n u n i t was not assigned a t t h a t time. So t h i s 

covers the other 4 0 acres i n the 8 0-acre p r o r a t i o n u n i t . 

And we had agreed w i t h Conoco long before June 17th, the 

day i t was signed, t h a t they would grant us a term 

assignment. 

Q. You proposed a w e l l on A p r i l 23rd, you proposed a 

w e l l t o B r i s t o l on A p r i l 23rd, 1997; i s t h a t r i g h t ? 

A. A p r i l 24th t o — 
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Q. 24th? 

A. — B r i s t o l . Yes, s i r . 

Q. But you d i d n ' t have the term assignment from 

Conoco u n t i l June 17th, r i g h t ? 

A. That's c o r r e c t . We had a v e r b a l w i t h them. 

Long before t h a t I had t o l d Conoco t h a t we s t i l l 

had t o work up the B r i s t o l i n t e r e s t and not t o worry 

about — We knew t h a t the term assignment would only give 

us 9 0 days. I asked them t o take t h e i r time on g r a n t i n g us 

t h a t term assignment i n w r i t i n g , and they d i d as I had 

asked so t h a t we would — knowing t h a t I had t o work out 

something w i t h B r i s t o l Resources, give me more time t o work 

out something w i t h B r i s t o l . 

I was given every i n d i c a t i o n from B r i s t o l t h a t we 

were going t o be able t o work something out. 

Q. And on A p r i l 24th you sent a l e t t e r t o B r i s t o l 

proposing terms t h a t you thought you had agreed t o i n a 

conversation w i t h Ed Watts; i s t h a t r i g h t ? 

A. Yes. 

Q. So you thought you had an agreement on A p r i l 

24th? 

A. No, I thought you were t a l k i n g about the June 

2 3rd l e t t e r , or the June 25th l e t t e r . 

No, the A p r i l 24th l e t t e r was simply a d r i l l i n g 

w e l l proposal and AFE. 
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Q. Oh, t h a t was j u s t the AFE? 

A. Right. 

Q. You thought you had an agreement on June 23rd, 

r i g h t — 

A. Yes. 

Q. — w i t h B r i s t o l ? 

And you received the term assignment from Conoco 

on June 17th, r i g h t ? 

A. Yes, f o r the a d d i t i o n a l 4 0 acres. We had, two 

years p r i o r t o t h a t , already had 4 0 acres of the 80 t i e d up 

from Conoco. This was on the a d d i t i o n a l 40 t h a t makes up 

the r e s t of the 8 0-acre p r o r a t i o n u n i t . 

MR. OWEN: That's a l l I have, thank you. 

MR. KELLAHIN: Follow-up question, Mr. Examiner. 

EXAMINER STOGNER: Mr. Kell a h i n ? 

FURTHER EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Owen has t a l k e d t o you about sharing 

i n f o r m a t i o n . I n f a c t , t h i s prospect and other prospects by 

Chesapeake i n t h i s area are being d r i l l e d by 3-D seismic 

data, are they not? 

A. Yes, s i r . 

Q. What i s the p r a c t i c e of Chesapeake i n r e l a t i o n t o 

sharing 3-D seismic data w i t h an i n t e r e s t owner i n a 

spacing u n i t who has not v o l u n t a r i l y agreed i n some fa s h i o n 
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t o p a r t i c i p a t e i n the well? 

A. We don't share our 3-D seismic. 

Q. How do you go about a d v i s i n g people t h a t you're 

t r y i n g t o a t t r a c t i n t o an area of e x p l o r a t i o n w i t h the 3-D 

seismic data? What's the process? 

A. I f we are — the only way we have shown t o date -

- The only way we've shown t h i s data t o those t h a t are 

p a r t i c i p a t i n g w i t h us i s i f they grant us an acreage 

c o n t r i b u t i o n w i t h 50 t o 75 percent of t h e i r i n t e r e s t . Then 

we're g e n e r a l l y w i l l i n g t o share our 3-D data w i t h them, 

knowing t h a t they would — are e i t h e r g r a n t i n g us t h e i r 

acreage or g r a n t i n g us a good p o r t i o n of t h e i r acreage w i t h 

the r i g h t — r e t a i n i n g the r i g h t t o p a r t i c i p a t e w i t h a 

p o r t i o n of t h e i r i n t e r e s t . And we've done t h a t i n many 

cases. 

And we o f f e r e d t h a t t o B r i s t o l , and they 

d e c l i n e d . 

Q. The 3-D, then, i s shown t o i n t e r e s t owners only 

a f t e r some commitment on p a r t i c i p a t i o n i n some fashion? 

A. Yes, s i r . 

Q. You don't j u s t show i t t o somebody t h a t ' s not y e t 

committed? 

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

Q. A l l r i g h t . 

A. And on top of t h a t , we don't n e c e s s a r i l y show the 
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3-D data, even t o those t h a t p a r t i c i p a t e i n the w e l l , 

w i t h o u t g e t t i n g some k i n d of an acreage c o n t r i b u t i o n or 

i n t e r e s t c o n t r i b u t i o n from t h a t company. 

Q. A l l r i g h t , s i r . And the B r i s t o l i n t e r e s t t h a t ' s 

outstanding a t t h i s p o i n t i n t h i s spacing u n i t i s a 25-

percent i n t e r e s t ? 

A. Yes, s i r . 

MR. KELLAHIN: A l l r i g h t , s i r . No f u r t h e r 

questions. 

MR. OWEN: I have a couple fo l l o w - u p questions, 

Mr. Examiner. 

EXAMINER STOGNER: Mr. Owen? 

FURTHER EXAMINATION 

BY MR. OWEN: 

Q. You t e s t i f i e d about a p o t e n t i a l l y a p p r o p r i a t e 

r i s k p e n a l t y . You're not basing t h a t r i s k p e n a l t y on any 

agreement t h a t you have w i t h B r i s t o l , are you? 

A. No. 

Q. You're basing t h a t on what Chesapeake appears — 

or Chesapeake perceives t o be the r i s k i n v o l v e d w i t h t h i s 

p r o j e c t , r i g h t ? 

A. The r i s k penalty — Are you t a l k i n g about the 

r i s k p e n a l t y i n the JOA, or are you t a l k i n g about the r i s k 

p e n a l t y t h a t the OCD allows f o r i n t h e i r — 

Q. You're requesting t h a t the OCD impose a r i s k 
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pe n a l t y upon B r i s t o l , because Chesapeake i s t a k i n g a r i s k 

i n d r i l l i n g t h i s w e l l , and B r i s t o l hasn't v o l u n t a r i l y 

agreed; i s n ' t t h a t r i g h t ? 

A. Yes, s i r . 

Q. And you base your assessment of r i s k upon t h a t 

3-D seismic; i s t h a t r i g h t ? 

A. On many t h i n g s . 3-D seismic i s j u s t on f a c t o r 

i n v o l v e d , and i f I were asking f o r a reasonable amount of 

r i s k , I would ask f o r more than the OCD all o w s . 

Q. But you've asked f o r r i s k , based i n p a r t — 

You're asked f o r a r i s k penalty based i n p a r t upon the 3-D 

seismic and your i n t e r p r e t a t i o n of t h a t 3-D seismic; i s n ' t 

t h a t r i g h t ? 

A. I guess I would be asking f o r the same r i s k , 

whether or not we had the 3-D seismic. I f we d i d n ' t have 

3-D seismic, I would c e r t a i n l y be asking f o r t h e maximum 

amount of r i s k t h a t the OCD would a l l o w us. 

And even w i t h the 3-D seismic — and our 

g e o l o g i s t w i l l get more i n t o t h i s — t h e r e i s an enormous 

amount of r i s k even w i t h the 3-D seismic, yes, s i r . So 

e i t h e r way, I would be asking f o r 3 00-percent r i s k p e n a l t y . 

MR. OWEN: Okay, thank you. That's a l l I have. 

EXAMINER STOGNER: Mr. K e l l a h i n — 

MR. KELLAHIN: No, s i r . 

EXAMINER STOGNER: — r e d i r e c t ? 
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Mr. C a r r o l l ? 

EXAMINATION 

BY MR. CARROLL: 

Q. Mr. Haz l i p , t h i s issue i s i n t e r e s t i n g . I t ' s t he 

second time the D i v i s i o n has been presented w i t h t he same 

issue i n the l a s t month. 

I n your experience i n the i n d u s t r y , i s i t common 

p r a c t i c e not t o share such geologic i n f o r m a t i o n w i t h o u t 

some commitment by the other p a r t y when you're t r y i n g t o 

get v o l u n t a r y j o i n d e r i n d r i l l i n g a well? 

A. Yes, i t ' s standard not t o . But we don't — I t ' s 

i n d u s t r y standard p r a c t i c e not t o share your 3-D seismic 

w i t h anybody w i t h o u t some — 

Q. Without an agreement t o p a r t i c i p a t e or farm out, 

one of the two, or some type of acreage c o n t r i b u t i o n ? 

A. With t h a t — Well, I would say, I would l i m i t 

t h a t more t o wi t h o u t some k i n d of an acreage c o n t r i b u t i o n . 

As a matter of f a c t , I can't even r e c a l l a s i t u a t i o n where 

I have shown on — from — whatever company I was working 

f o r a t the time, I have not shown 3-D or shared 3-D seismic 

w i t h any company wit h o u t them g r a n t i n g us a p o r t i o n of 

t h e i r i n t e r e s t . 

Oftentimes what we do i s — and t h i s w i t h several 

companies I've worked f o r — give them the 3-D data 

contingent upon them g r a n t i n g us a good p o r t i o n of t h e i r 
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i n t e r e s t , and i f they s t i l l want t o have the r i g h t t o 

p a r t i c i p a t e w i t h a p o r t i o n , then we grant — then they're 

allowed t h a t r i g h t . 

Sometimes i t ' s — t h e y ' l l g i v e us the — a l l 

t h e i r i n t e r e s t . They can view the 3-D data. That's f i n e 

as long as we have the i n t e r e s t . 

Sometimes we grant — we give them the data f o r 

50 t o 75 percent of t h e i r i n t e r e s t , w i t h t h e i r r i g h t t o 

p a r t i c i p a t e a f t e r t h e i r viewing of the data and a l l t h a t 

w i t h the a d d i t i o n a l . 

I f they don't p a r t i c i p a t e , then they have the 

commitment t o farm out the r e s t of i t t o us on the same 

basis as we got the f i r s t p a r t of i t . 

Q. And I take i t you develop or purchase such 

i n f o r m a t i o n a t s u b s t a n t i a l cost — 

A. Yes. 

Q. — t o your company? 

A. Yes, i t i s s u b s t a n t i a l . 

MR. CARROLL: That's a l l I have. 

EXAMINER STOGNER: Thank you. Any other 

questions? 

MR. KELLAHIN: No, s i r . 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. Do you want t o repeat those overhead charges 
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again? 

A. Those were seven thousand — f o r a d r i l l i n g w e l l 

r a t e , $7145. And a producing w e l l r a t e of $714.50. 

Q. I s t h i s i n l i n e w i t h the standard charges, 

pursuant t o the Ernst and Young p u b l i c a t i o n ? 

A. I haven't looked a t the Ernst and Young, but I'm 

aware t h a t they are higher than the Ernst and Young r a t e s . 

Q. Has Chesapeake p a r t i c i p a t e d w i t h anybody el s e 

t h a t has charged these overhead charges i n t h i s area of Lea 

County? 

A. No, s i r , we've — and most of our d r i l l i n g out 

here, most of our p a r t i c i p a t i o n , has been w i t h us as 

operator. And the reason we're s u b m i t t i n g t h i s number i s 

because t h i s i s the number t h a t we have i n the JOA w i t h a l l 

the other co-owners t h a t are p a r t i c i p a t i n g i n t h i s 

p a r t i c u l a r w e l l . 

Q. And where d i d you come up w i t h t h a t number? 

A. That number was es t a b l i s h e d by our management 

under an agreement w i t h AnSon before I ever entered the 

p i c t u r e . They were under an e x p l o r a t i o n agreement w i t h 

AnSon i n the area, and i t was a number t h a t AnSon had 

agreed t o . 

EXAMINER STOGNER: Any other questions? 

MR. KELLAHIN: No, s i r . 

EXAMINER STOGNER: You may be excused. Thank 
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you, Mr. Hazlip? 

THE WITNESS: Thank you. 

EXAMINER STOGNER: Mr. Kella h i n ? 

MR. KELLAHIN: Mr. Examiner, w e ' l l c a l l Robert 

Hefner. Mr. Hefner i s a petroleum g e o l o g i s t . 

MR. HEFNER: Good morning. 

EXAMINER STOGNER: H i . 

MR. CARROLL: Good morning. 

ROBERT A. HEFNER, IV. 

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

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

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Hefner, on p r i o r occasions have you t e s t i f i e d 

before the Di v i s i o n ? 

A. Yes, I have. 

Q. And you t e s t i f i e d i n one of these hearings we had 

t o develop an 80-acre o i l pool f o r Strawn e x p l o r a t i o n i n 

southeastern New Mexico? 

A. I have. 

Q. As p a r t of your d u t i e s f o r Chesapeake, have you 

been i n v o l v e d i n e x p l o r a t i o n geology f o r these Strawn w e l l s 

i n Lea County, New Mexico? 

A. I have. 

Q. Have you focused f o r your p r e s e n t a t i o n today on 
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the question of the geologic r i s k i n v o l v e d concerning the 

d r i l l i n g of the Kim 1-1 well? 

A. Yes, s i r , I have. 

MR. KELLAHIN: We tender Mr. Hefner as an expert 

g e o l o g i s t . 

EXAMINER STOGNER: Mr. Hefner i s so q u a l i f i e d . 

Q. (By Mr. K e l l a h i n ) Let's use f o r i l l u s t r a t i o n 

purposes of your testimony, Mr. Hefner, E x h i b i t Number 13. 

Do you have a copy of that ? 

A. Yes, I do. 

Q. W i t h i n the spacing u n i t i n Section 1, t h e r e i s an 

area t h a t ' s colored, and i t has a c e r t a i n s i z e and a shape 

t o i t . What's the s i g n i f i c a n c e of t h a t s i z e and shape? 

A. That's our c u r r e n t i n t e r p r e t a t i o n of the a l g a l 

b u i l d u p r e p r e s e n t i n g a possi b l e p r o d u c t i v e r e s e r v o i r i n the 

p r o r a t i o n u n i t t h a t we're requesting under the Kim 1-1. 

Q. When we're looking f o r Strawn o i l p r o d u c t i o n i n 

t h i s p o r t i o n of southeastern New Mexico, describe f o r us 

what k i n d of c r i t t e r t h i s i s . What's the d e p o s i t i o n of the 

Strawn, how was i t formed, and how d i d we get these 

accumulations of trapped hydrocarbons i n the Strawn? 

A. The Strawn r e s e r v o i r i s — the present school of 

thought i s t h a t these are a l g a l buildups t h a t nucleate on 

some k i n d of e x i s t i n g topography and grow up again s t some 

of the r e g i o n a l thicknesses and through t h a t i s then 
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subsequently exposed and which secondary processes occur t o 

prov i d e a v o i d space f o r p o r o s i t y and p e r m e a b i l i t y , and 

they ' r e o f t e n very small and i s o l a t e d . As I've got 

rendered here, i t would be j u s t a one-well f i e l d i f i t 

does, indeed, e x i s t . 

I t 1 s f a r d i f f e r e n t from some of the other Strawn 

t h a t has been developed, say, by what you're most f a m i l i a r 

w i t h r e c e n t l y , by G i l l e s p i e i n the West Lovington, which 

has a much greater a r e a l extent. 

Q. Gillespie-Crow's u n i t i n West Lovington would be 

h i g h l y unusual? 

A. Yes, i t i s . 

Q. I n t h i s p o r t i o n of the e x p l o r a t i o n f o r Strawn, 

they tend t o be one- and maybe, a t most, two-well pods? 

A. Yes, s i r . I f you look a t the h i s t o r i c a l 

s t a t i s t i c s on the Strawn t o the southeast of where t h i s 

proposed l o c a t i o n i s , the average drainage area f o r 

pr o d u c t i v e Strawn i s 80 acres. 

Q. Give us a sense of how the 3-D seismic data i s 

being u t i l i z e d by you and other companies i n t h i s area t o 

explore f o r Strawn o i l production. 

A. Well, on t h i s p a r t i c u l a r map t h a t we're using as 

E x h i b i t 13, we've got a l l the w e l l s t h a t have penetrated 

the Strawn. And you can see on t h i s map t h a t we've had 18 

w e l l s t h a t have t e s t e d the Strawn for m a t i o n . And the bulk 
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of t h a t a c t i v i t y was during the E i g h t i e s , although t h e r e 

was an e a r l y w e l l i n 1959, d r i l l e d i n Section 1 t h a t was 

a c t u a l Devonian t e s t t h a t penetrated the Strawn, but the 

Strawn i n t h a t w e l l was t i g h t . 

The second phase of d r i l l i n g f o r Strawn 

r e s e r v o i r s i n t h i s area depicted by the map was 

predominantly during the mid-Eighties. The success r a t e s 

f o r f i n d i n g p r o ductive Strawn was only 40 percent. So 60 

percent of the time they were dry holes. 

Q. Now, i n the E i g h t i e s we're using conventional 

e x p l o r a t i o n techniques t h a t don't i n c l u d e the 3-D seismic 

e f f o r t s ? 

A. That's c o r r e c t . I f a t a l l , they were probably 

using 2-D seismic t o t r y t o d e l i n e a t e these mounds. 

Q. I n the N i n e t i e s , then, were other operators i n 

t h i s area u t i l i z i n g 3-D seismic data i n t r y i n g t o f i n d 

Strawn production? 

A. Yes, s i r , the most recent a c t i v i t y has been by a 

company c a l l e d Manzano who has shot a 3-D i n t h i s area, and 

they've been attempting t o develop Strawn r e s e r v o i r s 

u t i l i z i n g t h e i r 3-D seismic. During 1996 and the e a r l y 

p a r t of t h i s year, they've d r i l l e d a t o t a l of f i v e w e l l s 

t r y i n g t o f i n d the Strawn, and out of those f i v e w e l l s , 

only one has been productive. 

So the success r a t e has not changed since the 
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m i d - E i g h t i e s , u t i l i z i n g the 3-D seismic. 

Q. Let's f i n d the f i v e w e l l s Manzano i s using 3-D 

seismic on, and then w e ' l l f i n d t he one of t h e f i v e t h a t 

was successful. 

A. Okay, most of the w e l l s are loc a t e d i n Section 

11. They have the names Chipshot 1-11, the Chipshot 2-11, 

and then the Double Eagle 1-11, as you go t o t h e northeast 

t h e r e . 

Then i n Section 2 would be t h e i r most recent 

attempt, c a l l e d the K i l l e r Bee. And then a w e l l t h a t was 

d r i l l e d j u s t p r i o r t o t h a t was i n Section 12, c a l l e d the 

Kim H a r r i s Number 3. That was a pr o d u c t i v e Strawn t e s t 

t h a t had an IP of 13 5 b a r r e l s of o i l from the Strawn, which 

i s l o c a t e d i n between two dry holes i n the Strawn, even on 

t h a t 180. You had a w e l l t h a t was d r i l l e d i n 1990 by 

Bridge c a l l e d the Kim H a r r i s 1-12 t h a t found t i g h t Strawn. 

And then Manzano t r i e d i n 1995 t o d r i l l another one on t h a t 

80, c a l l e d the Kim H a r r i s Number 2. I t again found t i g h t 

Strawn. 

Later, a company by the name of Middle Bay 

attempted a r e - e n t r y i n t o t h a t w e l l , d r i l l e d about 400 — 

sid e t r a c k e d 400 f e e t n o r t h . S t i l l dry. 

Manzano j u s t here r e c e n t l y i n 1997 d r i l l e d t h e 

Kim H a r r i s Number 3 and found some Strawn tucked i n between 

those two w e l l s . 
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Q. Which of the f i v e Manzano e f f o r t s was the 

successful e f f o r t ? 

A. I t was t h a t Kim H a r r i s Number 3. 

Q. Okay. Let's look i n t h a t v i c i n i t y . I n 1990, the 

Kim H a r r i s 1-12 was unsuccessful. Describe f o r us t h i s 

area of attempts t o f i n d the Strawn i n the close p r o x i m i t y 

of these w e l l s and s t i l l the c o n t i n u a t i o n of f a i l u r e . 

A. The w e l l s t h a t have been successful do not number 

very many. Besides t h a t Kim H a r r i s Number 3, ther e ' s 

another w e l l i n Section 12, c a l l e d the State 12, d r i l l e d by 

Matador i n 1989. That w e l l found p r o d u c t i v e Strawn, had a 

cumulative production of 12 6,537 b a r r e l s , some gas and also 

some water. I t ' s been i n a c t i v e since December of 1996. 

The other successful w e l l s , there's one i n 

Section 6 c a l l e d the Anderson 6 t h a t cum'd 58,675 b a r r e l s 

of o i l and 10,000 b a r r e l s of water and some gas. I t ' s been 

i n a c t i v e since November of 1996. 

The other successful attempt i s a w e l l i n Section 

1 c a l l e d the Anderson. I t has cum'd since 1987 only 87,000 

b a r r e l s . 

So those t h a t have been successful have not been 

even -- r e a l successful, averaging around 90,000 b a r r e l s 

per w e l l , which i s not too much more than j u s t paying out 

f o r t h e a c t i v i t y . 

Q. A l l r i g h t . So i n terms of costs and p r i c e f o r 
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o i l , you need about 90,000-plus, j u s t t o get your money 

back? 

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

Q. Ninety-thousand-plus b a r r e l s ? 

A. Uh-huh. 

Q. Okay. Summarize f o r us, then, your o p i n i o n as t o 

an a p p r o p r i a t e r i s k - f a c t o r penalty. What i s t h a t , s i r ? 

A. I t would be the maximum allowed by New Mexico. 

Q. And the reasons t h a t support t h a t would be — ? 

A. That we have seen even less — u t i l i z i n g 3-D, 

t h a t i t has not increased the success r a t e , so i t has not 

improved your r i s k p r o f i l e . And even on the spacing t h a t 

some of these have been d r i l l e d , even t h a t has not improved 

the success r a t e i n the area. 

MR. KELLAHIN: That concludes my examination of 

Mr. Hefner. 

We move the i n t r o d u c t i o n of h i s E x h i b i t 13. 

EXAMINER STOGNER: E x h i b i t Number 13 w i l l be 

admitted i n t o evidence. 

Thank you, Mr. K e l l a h i n . 

Mr. Owen, your witness. 

MR. OWEN: Thank you, Mr. Examiner. 

EXAMINATION 

BY MR. OWEN: 

Q. You say t h a t your 3-D seismic has not improved 

STEVEN T. BRENNER, CCR 
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your r i s k p r o f i l e . Have you u t i l i z e d your 3-D seismic data 

i n your diagram or i n your c h a r t , which i s Chesapeake 

E x h i b i t Number 13? 

A. Yes, i t has been u t i l i z e d , and i t ' s helped us 

w i t h the bias of t h a t geometry t h a t you see on t h a t map. 

Q. But i t hasn't improved the r i s k p r o f i l e a t a l l ; 

i s t h a t r i g h t ? 

A. I n t h i s area the only a c t i v i t y by anyone 

u t i l i z i n g 3-D has been Manzano, and I'm basing i t on t h e i r 

a c t i v i t y . We have d r i l l e d elsewhere; we have not d r i l l e d 

i n t h i s area u t i l i z i n g 3-D. 

And even i n the areas where we have d r i l l e d 

w e l l s , we have d r i l l e d several t h a t have not found 

p r o d u c t i v e Strawn. The two of them missed, and one had a 

hig h water cut t o them. 

So there's s t i l l r i s k , 3-D does not remove the 

r i s k . There's s t i l l i n t e r p r e t a t i o n r i s k u t i l i z i n g these 

t o o l s . 

Q. Have you seen Manzano's 3-D data? 

A. No, s i r , I have not. 

Q. What other data d i d you use besides the 3-D t o 

compile E x h i b i t Number 13? 

A. I t ' s based predominantly on the 3-D. 

Q. On the 3-D seismic? 

A. Yes, s i r . 

STEVEN T. BRENNER, CCR 
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Q. You haven't made t h a t 3-D seismic data a v a i l a b l e 

t o B r i s t o l , have you? 

A. No, we have not. Generally, we spend q u i t e a l o t 

of money on these 3-Ds, we r i s k a l o t of money even before 

we even know whether we're going t o be able t o d r i l l a 

w e l l . And so i n order t o do t h a t , we'd l i k e other 

companies t o share i n t h a t r i s k . 

Q. So you're basing your assessment of t h e r i s k 

i n v o l v e d i n t h i s p r o j e c t upon your 3-D seismic r e s u l t s , on 

one hand, and the lack of success i n the Strawn p r o d u c t i o n 

on the other hand; i s t h a t r i g h t ? 

A. Ask the question again. I'm not sure i f I 

understood — 

Q. You're basing your assessment of the r i s k 

i n v o l v e d i n t h i s p a r t i c u l a r w e l l upon your 3-D seismic 

i n t e r p r e t a t i o n on the one hand, and the lack of success i n 

other Strawn e x p l o r a t i o n on the other hand; i s t h a t r i g h t ? 

A. We have not d r i l l e d a w e l l i n t h i s area, and so 

u n t i l we d r i l l t h i s w e l l I'm not sure how w e l l my 

i n t e r p r e t a t i o n w i l l h old up, so... 

Q. But other companies haven't been a l l t h a t 

s uccessful i n the Strawn? 

A. No, they have not. I t ' s a very d i f f i c u l t 

r e s e r v o i r t o explore f o r , even w i t h 3-D. 

Q. Even w i t h the b e n e f i t of Strawn — o f 3-D 
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seismic, i t ' s s t i l l — 

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

Q. — p r e t t y r i s k y ? 

A. That's — As you can see, t h i s i s around 11,500 

f e e t i n depth. You're averaging a l o t of rock w i t h 

seismic. There's a l o t of i n t e r p r e t a t i o n r i s k . 

Q. Have you prepared any cross-sections of t h i s 

area? 

A. No, I have not. 

Q. Have you prepared any other diagrams of t h i s area 

based on a 3-D seismic, f o r your own — f o r your i n t e r n a l 

purposes? 

A. What you see here i s what I've prepared. 

Q. This i s the only geologic i n t e r p r e t a t i o n t h a t 

Chesapeake has used t o base t h e i r d e c i s i o n t o d r i l l t h e i r 

w e l l ? 

A. I t ' s based on our i n t e r p r e t a t i o n , so there's 

backup t o where t h a t i n t e r p r e t a t i o n came from. But t h i s i s 

the end r e s u l t of t h a t i n t e r p r e t a t i o n . 

Q. Are t h e r e other c h a r t s , diagrams, anything else 

t h a t ' s been produced from the raw 3-D data? 

A. I t ' s a l l — I t ' s on the w o r k s t a t i o n , i f t h a t ' s 

what you're t r y i n g t o get t o . 

Q. I t ' s a l l — 

A. We do — we do — 
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Q. I t ' s a l l on your computer? 

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

Q. You have — 

A. The 3-D seismic does cover t h i s area. 

Q. But you do have i n t e r p r e t a t i o n s of the 3-D 

seismic on your computer t h a t are — 

A. Sure. 

Q. — t h a t are not the raw 3-D data; i s t h a t r i g h t ? 

A. I'm not sure i f I understand the question. 

Q. I mean, you've got the raw — And I'm not 

completely c l e a r on t h i s 3-D anyway, but you've got the raw 

3-D data a f t e r you shoot the seismic; i s t h a t r i g h t ? 

A. Correct. 

Q. And you produce i n t e r p r e t a t i o n s of t h a t data — 

A. I t ' s been — 

Q. — t h a t you present t o your management? 

A. I t ' s been loaded on the w o r k s t a t i o n , and I have 

i n t e r p r e t e d t h a t data volume, and i t i s on the w o r k s t a t i o n , 

and t h i s i s a r e s u l t of t h a t i n t e r p r e t a t i o n t h a t ' s on t h i s 

map. 

Q. I s t h i s the only i n t e r p r e t a t i o n of t h a t t h a t 

you've presented t o your management? 

A. I don't even know i f they've even had t h i s . We 

don't have a formal s t r u c t u r e — t h a t ' s where you're — 

Q. Yeah, t h a t ' s where I'm going. 
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A. — pr e s e n t a t i o n , no, i t ' s very i n f o r m a l , and... 

MR. OWEN: Okay. A l l r i g h t , t h a t ' s a l l I have. 

EXAMINER STOGNER: Mr. K e l l a h i n , any r e d i r e c t ? 

MR. KELLAHIN: No, s i r . 

EXAMINER STOGNER: Mr. C a r r o l l ? 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. R e f e r r i n g t o t h a t B u t l e r Anderson w e l l — 

A. I n Section 1? 

Q. Yes, up t o the nor t h of your proposed w e l l . 

A. Yes, s i r . 

Q. Now, i s t h a t w e l l p r e s e n t l y producing? 

A. I show i t as i n a c t i v e . I f i t i s , i t ' s 

subeconomic. I don't know i f i t ' s — I t may s t i l l be 

ho l d i n g . I have not dug i n t o i t s c u r r e n t s t a t u s , whether 

i t ' s h o l d i n g t h a t spacing u n i t s t i l l or not, but — 

MR. HAZLIP: My understanding — 

MR. KELLAHIN: Wait — 

MR. HAZLIP: — i t ' s s t i l l h o l d i n g — 

MR. KELLAHIN: One t e s t i f i e r a t once. 

Q. (By Examiner Stogner) And whose w e l l was i t ? 

A. I t was o r i g i n a l l y d r i l l e d by a company c a l l e d 

E s t e r i l . I t i s now operated by a company c a l l e d B u t l e r . 

Q. I'm so r r y , what? 

A. B u t l e r . 
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Q. B u t l e r . 

A. As you can see by the i n i t i a l p o t e n t i a l t h a t ' s on 

t h a t map, i t wasn't r e a l good p o t e n t i a l t o begin w i t h and 

has only cum'd 87,000 b a r r e l s . 

Q. And your i n t e r p r e t a t i o n would be t h a t t h a t 

p r o d u c t i o n would not be p a r t of the a l g a l mound i n which 

you have i n t e r p r e t e d as under your property? 

A. No, i t would not be. 

EXAMINER STOGNER: Any other questions o f t h i s 

witness? 

MR. KELLAHIN: No, s i r . 

EXAMINER STOGNER: Anything f u r t h e r , Mr. 

Kel l a h i n ? 

MR. KELLAHIN: I have nothing f u r t h e r , Mr. 

Examiner. 

EXAMINER STOGNER: Mr. Owen, do you have anything 

f u r t h e r i n t h i s matter? 

MR. OWEN: I don't have any witnesses. I would 

l i k e t o make a statement. 

EXAMINER STOGNER: Okay. Mr. Owen, you may go 

ahead and make a statement. 

MR. OWEN: Mr. Examiner, Chesapeake comes before 

you today and reguests t h a t you enter a 2 00-percent 

p e n a l t y , based on two f a c t o r s . F i r s t , on the f a c t t h a t , i n 

Chesapeake's experience, j o i n t o p e r a t i n g agreements 
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t y p i c a l l y have a t l e a s t a 200-percent — cost-plus-200-

percent penalty p r o v i s i o n . And second, based on t h e i r 

g e o logic i n t e r p r e t a t i o n of the area. 

As t o the f i r s t basis f o r Chesapeake's request 

f o r a 200-percent penalty, as you know, a j o i n t o p e r a t i n g 

agreement i s j u s t t h a t . I t ' s an agreement between the 

p a r t i e s t o develop a c e r t a i n area. I f the p a r t i e s , a f t e r 

agreeing t o t h a t development, refuse t o consent t o a 

p a r t i c u l a r p r o j e c t , they agree t o a pe n a l t y against 

themselves. B r i s t o l has not agreed t o t h a t p e n a l t y . 

What Chesapeake i s requesting i s t h a t you invoke 

the p o l i c e power of the State t o impose t h a t p e n a l t y upon 

B r i s t o l . 

And the f a c t o r s t h a t you've been shown t o support 

t h a t i s a s i n g l e g e o l o g i c a l i n t e r p r e t a t i o n of 3-D seismic. 

What B r i s t o l has been asked t o do i s t o j o i n a 

p r o j e c t w i t h o u t knowing the r i s k s t h a t are i n v o l v e d . 

They've been asked t o t r u s t Chesapeake. 

As you know, 3-D seismic i s a r e l a t i v e l y recent 

i n n o v a t i o n i n t h i s area, and a l l the companies are s t i l l 

t r y i n g t o f i g u r e out how t o use i t i n c o n j u n c t i o n w i t h each 

other and i n t r y i n g t o get other companies t o j o i n w i t h 

them i n p r o j e c t s . 

B r i s t o l hasn't seen the 3-D seismic. Chesapeake 

won't show them the 3-D seismic. B r i s t o l has no idea how 
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t o assess the r i s k i n v o lved w i t h t h i s p a r t i c u l a r p r o j e c t . 

They've j u s t been asked t o t r u s t Chesapeake on t h i s one. 

Chesapeake has made a c a l c u l a t e d d e c i s i o n t o 

d r i l l t h i s w e l l , and they have made the conclusion t h a t i s 

a very r i s k y w e l l , even w i t h the b e n e f i t of 3-D seismic. 

From B r i s t o l ' s p erspective, they don't know 

whether t o j o i n . I t ' s even more of a r i s k , from t h e i r 

p e r s p e c t i v e , w i t h o u t the b e n e f i t of reviewing the 3-D 

seismic. 

B r i s t o l ' s being asked t o commit s i g n i f i c a n t 

resources t o a p r o j e c t w ithout having the education 

necessary t o make an educated guess, an educated d e c i s i o n 

about whether t h i s i s an appropriate p r o j e c t . 

While B r i s t o l does not challenge Chesapeake's 

land or geologic i n t e r p r e t a t i o n , B r i s t o l does request t h a t 

i f you see i t appropriate t o impose — t o f o r c e - p o o l 

B r i s t o l ' s i n t e r e s t i n t o t h i s p r o j e c t , t h a t you not impose a 

r i s k p e n a l t y upon B r i s t o l . 

That's a l l I have. 

EXAMINER STOGNER: Thank you, Mr. Owen. 

Mr. Kellahin? 

MR. KELLAHIN: Mr. Examiner, back i n 1977 when we 

were p u t t i n g on poo l i n g cases t o your predecessor, the r i s k 

f a c t o r p e n a l t y i n the s t a t u t e was 50 percent. 

At t h a t time, I and others appearing before the 
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agency persuaded the D i v i s i o n t o recognize t h a t t he 

i n d u s t r y standard of common p r a c t i c e of agreement was 

s u b s t a n t i a l l y higher than the s t a t u t o r y l i m i t . And a t t h a t 

p o i n t i n time the custom and p r a c t i c e i n the i n d u s t r y was 

t o u t i l i z e 200 percent, cost plus 200 percent, the 300-

percent number. 

That has been some 20 years ago. 

The p o i n t here t o be made i s t h a t the c u r r e n t 

maximum you're allowed t o u t i l i z e i s s u b s t a n t i a l l y less 

than what operators and i n t e r e s t owners i n these areas of 

development are u t i l i z i n g f o r themselves. Simply a p o i n t 

of p e r s p e c t i v e about the maximum you are allowed t o 

au t h o r i z e . 

For some f i v e months now, Mr. Ha z l i p has been 

n e g o t i a t i n g w i t h B r i s t o l , and they continue t o drag t h e i r 

f e e t . I f B r i s t o l wants t o share the r i s k of the seismic 

p l a y , they have been afforded o p p o r t u n i t i e s t o p a r t i c i p a t e 

by paying, a c q u i r i n g or committing i n order t o share t h a t 

data. They can develop t h e i r own seismic data. They can 

make t h e i r own i n t e r p r e t a t i o n . 

Be t h a t as i t may, you can see t h a t Manzano, a 

competitor i n the area u t i l i z i n g 3-D seismic work, 

demonstrates a on e - o u t - o f - f i v e success r a t i o . I t ' s 

i n c r e d i b l y r i s k y . 

Therefore, we t h i n k the maximum i s j u s t i f i e d . 
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We've aff o r d e d B r i s t o l the o p p o r t u n i t y t o 

p a r t i c i p a t e , t o farm out, and t o come j o i n us i n t h i s r i s k y 

e f f o r t . I f they choose not t o do so, then t h e i r 25 percent 

comes out of Chesapeake's pocket. I t comes out of 

Chesapeake's funds. And we pay t h e i r share. And as a 

consequence f o r t h a t r i s k we ought t o be e n t i t l e d t o 

re c e i v e out of production, i f we're suc c e s s f u l , not only 

t h e i r share of the costs but a penalty f a c t o r as w e l l . 

I suspect t h a t the penalty probably w i l l never 

pay out. You can see how small these pods are. They're 

one-well pools. And the r i s k i s appropriate f o r the 

maximum t h a t you're allowed. And even then, we are a t 

r i s k . 

We ask t h a t you enter an order as requested w i t h 

the maximum penalty and l e t us go on our business before 

our term assignment from Conoco expires i n October and, 

through B r i s t o l ' s delay, we are precluded from t h i s 

e x p l o r a t i o n . 

Thank you. 

EXAMINER STOGNER: Thank you, Mr. K e l l a h i n . 

Case Number 11,836 w i l l be taken under 

advisement. 

(Thereupon, these proceedings were concluded a t 
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