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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE HEARING CALLED BY 
THE OIL CONSERVATION DIVISION FOR THE 
PURPOSE OF CONSIDERING: 

APPLICATION OF MATADOR PETROLEUM 
CORPORATION FOR COMPULSORY POOLING, 
EDDY COUNTY, NEW MEXICO 

CASE NO. 1 2 , 1 1 5 

ORIGINAL 

REPORTER'S TRANSCRIPT OF PROCEEDINGS 

EXAMINER HEARING 

us C2 
BEFORE: MARK ASHLEY, Hearing Examiner ^ r— 

ro 

January 7th, 1999 — 

Santa Fe, New Mexico CP 

This matter came on f o r hearing before the New 

Mexico O i l Conservation D i v i s i o n , MARK ASHLEY, Hearing 

Examiner, on Thursday, January 7th, 1999, a t the New Mexico 

Energy, Minerals and Natural Resources Department, Porter 

H a l l , 2040 South Pacheco, Santa Fe, New Mexico, Steven T. 

Brenner, C e r t i f i e d Court Reporter No. 7 f o r the State of 

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

8:27 a.m.: 

EXAMINER ASHLEY: The D i v i s i o n now c a l l s Case 

12,115. 

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

Corporation f o r compulsory p o o l i n g , Eddy County, New 

Mexico. 

EXAMINER ASHLEY: 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 Applicant, and I have two witnesses t o be 

sworn. 

EXAMINER ASHLEY: C a l l f o r a d d i t i o n a l 

appearances. 

MR. CARROLL: W i l l the witnesses please stand t o 

be sworn? 

(Thereupon, the witnesses were sworn.) 

EXAMINER ASHLEY: Mr. Kellahin? 

MR. KELLAHIN: Thank you, Mr. Examiner. We have 

two witnesses t o present. The f i r s t witness i s Barry 

Osborne. Mr. Osborne i s an attorney. He's general counsel 

f o r Matador and i s appearing i n the capacity of a landman 

t h i s morning. 

The second witness i s Mike M i l l e r . Mr. M i l l e r i s 

a petroleum g e o l o g i s t , and h e ' l l present the testimony 

STEVEN T. BRENNER, CCR 
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concerning the r i s k - f a c t o r penalty. 

C. BARRY OSBORNE, 

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

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

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. For the record, Mr. Osborne, would you please 

s t a t e your name and occupation? 

A. My name i s Barry Osborne. I'm general counsel 

and land manager f o r Matador Petroleum Corporation i n 

Dallas. 

Q. Have you and the appropriate Matador personnel 

under your d i r e c t i o n determined the ownership f o r the 

spacing u n i t t h a t ' s the subject of t h i s A p p l i c a t i o n ? 

A. Yes, we have. 

Q. And based upon t h a t determination of ownership, 

have you and others subject t o your c o n t r o l been i n contact 

w i t h those i n t e r e s t owners? 

A. Yes, we have. 

Q. Has t h a t process of n e g o t i a t i n g and attempting t o 

ob t a i n a v o l u n t a r y agreement been one under your d i r e c t i o n 

and c o n t r o l ? 

A. Yes, i t has. 

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

witness. 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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EXAMINER ASHLEY: Mr. Osborne i s so q u a l i f i e d . 

Q. (By Mr. Ke l l a h i n ) Mr. Osborne, i f y o u ' l l take 

what we've marked as E x h i b i t 1, l e t ' s take a moment and 

i d e n t i f y f o r the Examiner the c o l o r code and some of the 

basic i n f o r m a t i o n on the d i s p l a y . 

A. What i s E x h i b i t 1 here i s the south h a l f of 

Section 31 of 18-31. I t ' s — The yellow acreage i s 100-

percent Matador on here i n the south h a l f , the dark blue 

acreage i s acreage t h a t ' s c u r r e n t l y owned by Penwell, and 

the l i g h t blue acreage i s acreage t h a t i s -- has ownership, 

some on Louis Dreyfus, Hollyhock Corporation, Cannon 

E x p l o r a t i o n and Santa Fe Energy Resources. 

Q. I s the south h a l f of 31 a v a i l a b l e , t o the best of 

your knowledge, f o r a p o t e n t i a l gas p r o r a t i o n u n i t f o r any 

gas production below the top of the Wolfcamp? 

A. Yes, i t i s . 

Q. This would be the f i r s t w e l l w i t h i n the spacing 

u n i t t o t h a t depth? 

A. To my knowledge, yes. 

Q. And i n the event t h a t there i s shallow gas 

product i o n t o which 160 acres i s dedicated, i s i t your 

proposal t o dedicate the southwest q u a r t e r of t h i s s e c t i o n 

t o t h a t production? 

A. Yes, i t i s . 

Q. And would t h i s be the f i r s t w e l l i n t h a t spacing 

STEVEN T. BRENNER, CCR 
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unit? 

A. I t ' s my understanding i t would be, yes. 

Q. Let's set t h i s aside and look f o r a moment a t 

E x h i b i t Number 2. What i s t h i s ? 

A. E x h i b i t Number 2 i s a chronology of 

correspondence by Ms. Abies, who's a landman working under 

my d i r e c t i o n a t Matador w i t h the various p a r t i e s i n 

i n t e r e s t i n the south h a l f of Section 31. 

Q. A l l r i g h t . Let's set t h a t aside f o r a moment and 

look a t E x h i b i t 3. Would you i d e n t i f y and describe t h i s 

f o r us? 

A. E x h i b i t 3 i s a breakdown of the i n t e r e s t of the 

p a r t i e s i n t h a t south h a l f , t h e i r percentage i n t e r e s t and 

what t h e y ' l l be before and a f t e r payout, and t h e i r 

addresses. 

Q. When we look a t the bottom t h i r d of E x h i b i t 3, 

then, i t shows the i d e n t i t y of and the addresses f o r the 

p a r t i e s t h a t c o n t r o l the working i n t e r e s t ownership w i t h i n 

the spacing u n i t ? 

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

Q. Okay. Did I give you — 

EXAMINER ASHLEY: Can you t e l l me again what 

e x h i b i t you're r e f e r r i n g to? 

MR. KELLAHIN: E x h i b i t 2 i s a communications 

summary. 

STEVEN T. BRENNER, CCR 
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EXAMINER ASHLEY: I have t h a t l i s t e d as E x h i b i t 

3 . 

MR. KELLAHIN: A l l r i g h t , l e t me tr a d e your 

e x h i b i t set w i t h mine. 

MR. CARROLL: Mine i s f i n e . 

MR. KELLAHIN: A l l r i g h t , w e ' l l t r a d e out. 

EXAMINER ASHLEY: Thank you. 

Q. (By Mr. Ke l l a h i n ) Then t o be c l e a r on the 

record, Mr. Osborne, E x h i b i t 2 i s the communication summary 

prepared by Mona Abies? 

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

Q. E x h i b i t 3 i s the spreadsheet showing a breakdown 

of the i n t e r e s t and the i d e n t i t y of the p a r t i e s ? 

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

Q. Going back t o E x h i b i t 2, l e t ' s use t h a t as our 

o u t l i n e , i f you w i l l . I t i n d i c a t e s t h a t the f i r s t w r i t t e n 

communication from Matador t o any of these i n t e r e s t owners 

was a l e t t e r dated October 2nd of 1998? 

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

Q. To the best of your knowledge, i s t h a t the f i r s t 

proposal by any of these working i n t e r e s t owners f o r a w e l l 

t o these various depths i n the spacing u n i t ? 

A. To my knowledge, i t i s . 

Q. Let's look a t E x h i b i t 4. My E x h i b i t 4 i s a 

l e t t e r t o Mr. Smith of Santa Fe Energy Resources? 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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A. That's c o r r e c t . 

Q. A l l r i g h t . Describe f o r us what you're proposing 

t o do. 

A. Matador i s proposing t o d r i l l a w e l l t h a t we're 

c a l l i n g the Shugart Deep Federal Com Number 1, located 1980 

from the south l i n e and 1650 from the west l i n e i n Section 

31 of 18-31 of Eddy County, and t o dedicate the south h a l f 

as a p r o r a t i o n u n i t . 

Q. Okay. 

A. And we propose t o d r i l l t o adequately t e s t the 

Morrow, a l l the way down through the bottom of the Morrow 

form a t i o n t o approximately 12,550 f e e t . 

Q. As p a r t of t h a t proposal, d i d you submit t o the 

other i n t e r e s t owners a proposed operating agreement? 

A. Yes, we d i d . I t was a 1982 AAPL Form 610 Model 

Form Operating Agreement. 

Q. I n a d d i t i o n , d i d you submit t o them Matador's 

estimate of w e l l costs f o r the well? 

A. Yes, we d i d . 

Q. Were s i m i l a r l e t t e r s sent t o the other working 

i n t e r e s t owners on various dates? 

A. Yes, s i m i l a r l e t t e r s were sent t o a l l the working 

i n t e r e s t owners. 

Q. We'll go through each of the e x h i b i t s , then, so 

we can i d e n t i f y t h a t a l l the p a r t i e s were submitted a 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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proposed -- a w e l l proposal. 

E x h i b i t 5 i s the l e t t e r t o whom, s i r ? 

A. I t ' s t o Hollyhock Corporation. 

Q. E x h i b i t 6? 

A. I t ' s a l e t t e r t o Cannon E x p l o r a t i o n . 

Q. E x h i b i t 7? 

A. Louis Dreyfus Natural Gas Corporation. 

Q. E x h i b i t 8? 

A. E x h i b i t 8 i s t o Roger T. E l l i o t t . 

Q. And f i n a l l y E x h i b i t 9? 

A. Nine i s t o Mr. Mark Wheeler a t Penwell Energy. 

Q. A l l r i g h t . I d e n t i f y f o r us what i s E x h i b i t 10. 

A. E x h i b i t 10 i s the AFE t h a t was submitted along 

w i t h these l e t t e r s . 

Q. Summarize f o r us now -- Let's go back t o E x h i b i t 

Number 3, and l e t ' s t a b u l a t e the c u r r e n t s t a t u s of the 

various working i n t e r e s t owners. Matador has proposed the 

well ? 

A. Right. 

Q. What's the s t a t u s of your e f f o r t s t o o b t a i n 

v o l u n t a r y agreement from Santa Fe Energy Resources? 

A. Santa Fe has agreed t o a term assignment w i t h 

Matador. 

Q. A l l r i g h t , so we can delete Santa Fe Energy 

Resources from the p o o l i n g a p p l i c a t i o n ? 

STEVEN T. BRENNER, CCR 
(505) 989-9317 
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A. Yes, we can. We came t o terms w i t h them. 

Q. What's the st a t u s of your n e g o t i a t i o n s w i t h 

Penwell? 

A. Penwell Energy r i g h t now i s i n the process of 

d i v e s t i n g these assets t o a company out of Midland, I 

b e l i e v e . I don't know — I'm not sure what stage of the 

a c q u i s i t i o n they're i n , but a company c a l l e d Concho 

Resources out of Midland. 

Our discussions w i t h Mark Wheeler t h a t t h ey're 

k i n d of i n t r a n s i t i o n . They're not o b j e c t i n g t o our f o r c e 

p o o l i n g , but they're not i n a p o s i t i o n t o make a d e c i s i o n . 

We have discussed t h i s matter w i t h r e p r e s e n t a t i v e s from 

Concho, and we're w i l l i n g t o discuss w i t h them 

p a r t i c i p a t i n g , farming i n , or the p o o l i n g proceeding. And 

I've been informed by t h e i r general counsel t h a t they don't 

have any o b j e c t i o n t o our proceeding. 

Q. At t h i s p o i n t we would have t o have a compulsory 

p o o l i n g order t h a t i n v o l u n t a r i l y committed t o Penwell 

Energy, I n c . , i n t e r e s t u n t i l you are able t o reach a 

v o l u n t a r y agreement, i f possible? 

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

Q. A l l r i g h t , Louis Dreyfus, what's the s t a t u s of 

th a t ? 

A. They're going t o p a r t i c i p a t e . 

Q. So we can del e t e them from the p o o l i n g order? 

STEVEN T. BRENNER, CCR 
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A. That's c o r r e c t . 

Q. Do you have w r i t t e n documentations t h a t support 

t h a t ? 

A. We have a signed AFE from Louis Dreyfus. 

Q. A l l r i g h t . Cannon Exploration? 

A. Let's back up t o Hollyhock. Hollyhock and Roger 

E l l i o t t — Roger E l l i o t t i s the p r i n c i p a l of Hollyhock 

c o r p o r a t i o n . I spoke w i t h Roger E l l i o t t yesterday. He has 

i n d i c a t e d t h a t he i s going t o p a r t i c i p a t e and was going t o 

be f a x i n g an AFE yesterday t o our o f f i c e i n Dallas. I 

haven't seen a copy of i t . 

Cannon E x p l o r a t i o n , the p r i n c i p a l of Cannon i s 

Todd Wilson. Mr. Wilson and Mr. E l l i o t t are b r o t h e r s - i n -

law. Mr. E l l i o t t i n d i c a t e d t o me t h a t Mr. Wilson has no 

o b j e c t i o n t o the pool i n g and t h a t he w i l l make a d e c i s i o n 

when and i f an order i s entered, and the d e c i s i o n when 

t o — i t w i l l come out i n t h a t order, whether t o 

p a r t i c i p a t e or t o accept the penalty t h a t ' s assessed. 

Q. A l l r i g h t . At t h i s p o i n t , then, u n t i l Louis 

Dreyfus executes a l l the appropriate documents, i n c l u d i n g 

an o p e r a t i n g agreement, and the Cannon and the Hollyhock 

i n t e r e s t s have been p r o p e r l y committed under w r i t t e n 

agreement. I t w i l l be necessary t o keep a l l t h r e e of those 

i n t e r e s t s subject t o a po o l i n g order? 

A. Yes. 

STEVEN T. BRENNER, CCR 
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Q. Have you received any o b j e c t i o n from any of these 

i n t e r e s t owners as t o the costs t h a t are estimated f o r the 

well ? 

A. No, we have not. 

Q. To the best of your knowledge, are these costs 

reasonable and current? 

A. Yes, they are. 

Q. Have they been based upon other operations by you 

and other operators i n the area t o determine t h a t they are 

f a i r and reasonable? 

A. Yes, they are. We have extensive o p e r a t i o n a l 

experience i n the area, and these costs r e f l e c t what our 

experience i s . 

Q. Let's t u r n t o E x h i b i t Number 11 and have you 

i d e n t i f y and describe t h i s d i s p l a y . 

A. E x h i b i t Number 11 i s the E x h i b i t A t h a t w i l l be 

attached t o the j o i n t operating agreement. I t sets f o r t h 

t he percentage i n t e r e s t of the working i n t e r e s t owners, 

t h e i r addresses and the lease i n f o r m a t i o n , the i n f o r m a t i o n 

t h a t ' s provided on E x h i b i t A of the ope r a t i n g agreement. 

Q. I f the Examiner chooses t o u t i l i z e t h i s 

spreadsheet t o show the percentage i n t e r e s t i n a sout h - h a l f 

spacing u n i t , then t h i s would allow him t o do t h a t ? 

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

Q. There's a footage issue here, Mr. Osborne. We've 

STEVEN T. BRENNER, CCR 
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asked f o r a p o o l i n g order from the surface down t o the base 

of the Morrow. I n f a c t , t here i s a footage issue of 3 650? 

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

Q. So the p o o l i n g order should r e f l e c t t h a t you're 

p o o l i n g i n t e r e s t s from 3650 f e e t below? 

A. That's what I understand, yes. 

Q. Yes, what — The shallow i n t e r e s t s are not h e l d 

by you, then, i n t h i s spacing u n i t ? My question i s , why i s 

the r e a depth r e s t r i c t i o n ? 

A. We — The shallow o i l i s on 40-acre spacing. 

The — Well, help me out here, Tom. 

Q. The c o n t r a c t u a l arrangement i s t o omit shallow 

o i l p r o d u c t i o n , i s n ' t i t ? 

A. To omit shallow o i l production from the p o o l i n g , 

t h a t ' s c o r r e c t . 

Q. Because you don't c o n t r o l the d r i l l s i t e ? 

A. That's r i g h t . We own top t o bottom i n the acres 

t h a t we own, however, we don't own any shallow i n t e r e s t i n 

what would be the 40-acre p r o r a t i o n u n i t f o r an o i l w e l l 

t h a t was d r i l l e d i n the northeast of the southwest of 31. 

Q. Okay. When we look at. the o p e r a t i n g agreement, 

have you included a proposal t o the working i n t e r e s t owners 

f o r some overhead rates? 

A. Yes, we have. 

Q. And what are those r a t e s , Mr. Osborne? 

STEVEN T. BRENNER, CCR 
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A. I t ' s $6500 f o r d r i l l i n g and $650 f o r pr o d u c t i o n . 

Q. And have any of the p o t e n t i a l working i n t e r e s t 

owners objected t o the overhead rates? 

A. No, there's been no o b j e c t i o n by the i n t e r e s t 

owners. 

Q. And how do those r a t e s compare t o c u r r e n t charges 

by you and by others f o r w e l l s i n t h i s area t o t h a t depth? 

A. They r e f l e c t what we charge and what other 

operators t h a t we work w i t h charge i n the area. 

MR. KELLAHIN: Mr. Examiner, t h a t concludes my 

examination of Mr. Osborne. 

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 s 1 

through 12. 

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

admitted as evidence a t t h i s time. 

EXAMINATION 

BY EXAMINER ASHLEY: 

Q. Mr. Osborne, you ki n d of l o s t me the r e when you 

were t a l k i n g about the p a r t i e s who have agreed and who have 

not agreed. 

A. Okay. 

Q. I'm loo k i n g a t E x h i b i t 3 — 

A. Okay. 

Q. — and I've followed you through Louis Dreyfus 

has agreed. 
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A. Okay, Dreyfus has agreed t o p a r t i c i p a t e and has 

submitted an AFE. 

Q. Okay. 

A. Santa Fe Energy Resources has agreed t o a term 

assignment. 

We discussed Penwell. Penwell i s i n the middle 

of a d i v e s t i t u r e , and they're not i n the p o s i t i o n t o e l e c t 

one or another a t t h i s p o i n t . And we're di s c u s s i n g — 

We're i n discussions w i t h Concho Resources, who i s , we 

understand, the p a r t y t h a t may very w e l l be a c q u i r i n g these 

assets as t o t h e i r p a r t i c i p a t i o n or farming out or some 

other d i s p o s i t i o n of t h a t i n t e r e s t . 

Hollyhock and — Hollyhock Corporation, I had a 

conversation w i t h them yesterday, and they have i n d i c a t e d 

t o me t h a t they want t o go ahead and p a r t i c i p a t e , and 

they've been submitted an AFE, and i t may very w e l l be 

s i t t i n g i n our o f f i c e i n Dallas r i g h t now. I haven't 

received a copy of i t y e t . 

Cannon E x p l o r a t i o n — was i t Hollyhock — The 

p r i n c i p a l s of Hollyhock and Cannon are b r o t h e r s - i n - l a w . 

Mr. Roger E l l i o t t ' s the p r i n c i p a l of Hollyhock, Mr. Todd 

Wilson i s the p r i n c i p a l of Cannon E x p l o r a t i o n . Roger 

E l l i o t t has i n d i c a t e d t o me t h a t Todd has no o b j e c t i o n t o 

our proceeding. He wants t o wa i t on some other i n f o r m a t i o n 

t h a t he i s gat h e r i n g r i g h t now. And he — When and i f an 
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order i s entered, h e ' l l make an e l e c t i o n under the — 

du r i n g the time when t h e y ' l l provide i t i n the order t o 

e i t h e r p a r t i c i p a t e or t o accept the penalty. 

Q. Okay. 

A. I s t h a t what you were l o o k i n g f o r ? 

Q. Yeah, t h a t helps me out a l o t . 

A. Okay. 

Q. Now, back t o the Penwell, they're j u s t not i n a 

p o s i t i o n because of the — 

A. Well, they're k i n d of i n the middle of t h i n g s . 

They're i n the middle of a d i v e s t i t u r e . I t h i n k Concho has 

a couple of re p r e s e n t a t i v e s here t h a t we're going t o v i s i t 

w i t h , and they j u s t k i n d of want t o see what our 

p r e s e n t a t i o n i s — 

Q. Okay. 

A. — decide whether they want t o p a r t i c i p a t e or 

don't want t o p a r t i c i p a t e . 

Q. Okay. Now, a question again about the depth 

r e s t r i c t i o n . Could you e x p l a i n t h a t again? 

A. Okay, i n the depth r e s t r i c t i o n , we don't have any 

shallow i n t e r e s t , i n the absence of us making some k i n d of 

an agreement w i t h Concho Resources and Penwell, which I 

f e e l c o n f i d e n t t h a t w e ' l l be able t o do, a t t h i s p o i n t we 

have no i n t e r e s t i n the — what would be the p r o r a t i o n u n i t 

f o r a shallow o i l w e l l . 
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See, our l o c a t i o n i s i n the northeast q u a r t e r of 

the southwest quarter of Section 31. The dark blue 

i n d i c a t e d on the p l a t , t h a t ' s 100-percent Penwell acreage. 

We don't have any i n t e r e s t , c u r r e n t i n t e r e s t , i n t h a t 

acreage, and i f a shallow o i l w e l l were completed, we 

wouldn't have any i n t e r e s t i n t h a t . 

So w e ' l l be loo k i n g t o pool from 3 650 on down. 

Obviously, t h i s — us being able t o make some type of 

c o n t r a c t u a l arrangement w i t h Penwell or Concho on t h a t , 

which w e ' l l be working on. But r i g h t now, I don't t h i n k we 

have any — we don't have an i n t e r e s t t h a t we can pool i n 

th e r e . 

Q. Okay. E x h i b i t 11 shows the breakdown of the 

working i n t e r e s t f o r the leases out here? 

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

EXAMINER ASHLEY: Okay. I have no f u r t h e r 

questions. You may be excused. 

THE WITNESS: Thank you. 

MR. KELLAHIN: Mr. Examiner, a p o i n t of 

c l a r i f i c a t i o n on E x h i b i t 11. 

EXAMINER ASHLEY: Okay. 

MR. KELLAHIN: The percentages presume a 32 0-acre 

spacing u n i t , and i f i t i s the southwest q u a r t e r then these 

numbers w i l l be d i f f e r e n t , and we have not provided those 

t o you. 
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EXAMINER ASHLEY: A l l r i g h t . 

MR. KELLAHIN: The issue on having a p a r t y sign 

an AFE leaves unresolved whether or not s i g n i n g an AFE 

alone i s a f u l l v o l u n t a r y commitment of the i n t e r e s t under 

a v o l u n t a r y agreement. The p r a c t i c e i s t o leave those 

p a r t i e s s ubject t o a pooli n g order u n t i l they've a c t u a l l y 

signed a j o i n t o perating agreement, t o keep someone from 

saying I want t o p a r t i c i p a t e and then r e f u s i n g t o sig n the 

c o n t r a c t . 

So i n d i c a t i o n of a p o t e n t i a l v o l u n t a r y agreement 

by s i g n i n g an AFE i s j u s t the f i r s t p a r t of committing t h a t 

i n t e r e s t on a v o l u n t a r y basis. And so w h i l e Mr. Osborne 

has i n d i c a t e d h i s hope and expectation t h a t a l l the 

documents are signed, today they have not yet been. And so 

our plan i s t o have those i n t e r e s t s subject t o a p o o l i n g 

order, w i t h -- our hope i s t h a t they w i l l f i n a l l y be 

delete d from the order when they sign the o p e r a t i n g 

agreement. 

EXAMINER ASHLEY: Okay. 

MR. CARROLL: And Mr. Osborne, the A p p l i c a t i o n 

has been amended now t o cover only those depths from 3 650 

below the surface t o the base of the Morrow; i s t h a t 

c o r r e c t ? 

MR. OSBORNE: Yes, i t i s . 

MR. CARROLL: Okay. 
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MR. KELLAHIN: E x h i b i t 13, Mr. Examiner, i s my 

a f f i d a v i t of n o t i f i c a t i o n of hearing. Y o u ' l l see attached 

as E x h i b i t A the names and addresses of a l l the i n d i v i d u a l s 

t h a t Mr. Osborne r e f e r r e d t o . A l l of the r e t u r n r e c e i p t 

cards were, i n f a c t , returned. They got a copy of the 

n o t i c e of hearing, i n c l u d i n g a copy of the A p p l i c a t i o n . 

We would request the i n t r o d u c t i o n of E x h i b i t 13 

a t t h i s time. 

EXAMINER ASHLEY: E x h i b i t 13 w i l l be admitted as 

evidence. 

MR. KELLAHIN: Our next witness i s Mr. Mike 

M i l l e r . 

MIKE MILLER. 

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

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

DIRECT EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. M i l l e r , f o r the record, s i r , would you please 

s t a t e your name and occupation? 

A. My name i s Mike M i l l e r , petroleum g e o l o g i s t . 

Q. Mr. M i l l e r , 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 as an expert petroleum g e o l o g i s t ? 

A. Yes, I have. 

Q. Pursuant t o your employment by Matador, have you 

made a geologic i n v e s t i g a t i o n of the p o t e n t i a l r i s k 
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i n v o l v e d i n d r i l l i n g a w e l l t o the formations discussed i n 

a p r o r a t i o n u n i t c o n s i s t i n g of the south h a l f of Section 

31? 

A. Yes, I have. 

MR. KELLAHIN: We tender Mr. M i l l e r as an expert 

g e o l o g i s t . 

EXAMINER ASHLEY: Mr. M i l l e r i s so q u a l i f i e d . 

Q. (By Mr. Ke l l a h i n ) Mr. M i l l e r , before we t a l k 

about your three e x h i b i t s , l e t ' s t a l k about your u l t i m a t e 

conclusion. 

Were you asked t o determine what, i n your 

o p i n i o n , would be an appropriate r i s k f a c t o r p e n a l t y t o 

assess against any nonconsenting i n t e r e s t owner t h a t i s 

sub j e c t t o the f o r c e - p o o l i n g a p p l i c a t i o n and order? 

A. Yes, i n t h i s case i t would be the maximum. 

Q. Can you describe f o r us your basic reasons t o 

support a recommendation of the maximum penalty? 

A. The nature of the d r i l l s i t e . The l o c a t i o n i s a 

w i l d c a t , as f i l e d w i t h the OCD. 

Q. Let's look a t the various formations. I f you 

were t o assess the formations or p o r t i o n s of pools t h a t are 

the most l i k e l y t o be productive, what would they be, s i r ? 

A. S t a r t i n g w i t h the shallowest primary o b j e c t i v e , 

the Atoka, E x h i b i t 14. 

Q. Let's s t a r t w i t h t h a t one. Let's look a t the 
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Atoka. When we look a t E x h i b i t 14, t h i s i s a d i s p l a y 

prepared by you? 

A. Yes, i t i s . 

Q. How would we be able t o i d e n t i f y on t h i s d i s p l a y 

those w e l l s t h a t produce from the Atoka? 

A. By the orange dots, i n t h i s case i n the northeast 

corner of the map. 

Q. Of a l l the sections shown on t h i s d i s p l a y , t h e r e 

are only two Atoka w e l l s t h a t produce? 

A. Yes. 

Q. Give us a general r e g i o n a l sense of how you have 

constructed t h i s map. 

A. This has been constructed from a set of r e g i o n a l 

maps t h a t e x h i b i t north-south-trending channel systems 

w i t h i n the Atoka sands. 

Q. Your proposed l o c a t i o n i s approximately two miles 

away from the Atoka production? 

A. Correct. 

Q. What i s your obj e c t i v e ? 

A. The — A c t u a l l y a se r i e s of thr e e primary 

o b j e c t i v e s , upper, middle — excuse me, Atoka, middle and 

lower Morrow. 

Q. With the absence of production i n the v i c i n i t y of 

your l o c a t i o n , how were you able t o c o n s t r u c t an 

i n t e r p r e t a t i o n l i k e t h i s ? 
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A. There are a number of wellbores which have 

penetrated the Atoka formation t o the n o r t h i n Section 3 0 

of our l o c a t i o n , and — as w e l l i n the township t o the 

south, i n 19-31, Sections 17 and 18. These w e l l s have 

evaluated the Atoka, but there i s no e x i s t i n g p r o d u c t i o n . 

Q. Your opinion about the Atoka r i s k , then, i s what, 

s i r ? 

A. I t ' s high r i s k . 

Q. Let's look a t the next i n t e r v a l . E x h i b i t 15 i s 

the middle Morrow sand isopach? 

A. Correct. 

Q. When we look a t t h i s d i s p l a y , how w i l l we be able 

t o i d e n t i f y those w e l l s on t h i s d i s p l a y t h a t have produced 

or are c u r r e n t l y producing from the middle Morrow sand? 

A. They are the blue dots on your map. 

Q. What i s your assessment of the r i s k i n v o l v e d f o r 

o b t a i n i n g production from the middle Morrow sand? 

A. Again, a w i l d c a t s i t u a t i o n , high r i s k , h i g h 

degree of r i s k . 

Q. F i n a l l y , when we look a t the lower Morrow sand 

map on E x h i b i t 16, how w i l l we i d e n t i f y those w e l l s t h a t 

c u r r e n t l y produce or have produced from the lower Morrow 

sand? 

A. Those w e l l s are i n d i c a t e d by a green dot. 

Q. I n a l l instances, i n a l l t h r e e of these maps, 
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th e r e i s a s u b s t a n t i a l distance between pr o d u c t i o n and your 

w e l l l o c a t i o n ? 

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

Q. When you add these a l l together, are you s t i l l 

i n v o l v e d i n a w e l l t h a t j u s t i f i e s the maximum r i s k - f a c t o r 

penalty? 

A. Yes, we are. 

MR. KELLAHIN: That concludes my examination of 

Mr. M i l l e r . 

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 s 14, 15 

and 16. 

EXAMINER ASHLEY: E x h i b i t s 14, 15 and 16 w i l l be 

admitted as evidence a t t h i s time. 

EXAMINATION 

BY EXAMINER ASHLEY: 

Q. Mr. M i l l e r , I'm looking a t E x h i b i t Number 14. 

And the two w e l l s i n Section 30 of 18 South, 31 East, where 

do those produce from? 

A. The two w e l l s i n Section 3 0? 

Q. Yes. 

A. A c t u a l l y , there are three w e l l s i n Section 30. 

Q. Okay, t h a t ' s r i g h t . 

A. The two — Well, l e t ' s s t a r t w i t h the northwest 

q u a r t e r . The northwest quarter i s a Wolfcamp producer, as 

w e l l as the w e l l i n the southwest q u a r t e r , a Wolfcamp 
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producer. 

The w e l l i n the northeast q u a r t e r i s a middle 

Morrow producer. 

And the w e l l i n the northwest q u a r t e r i s d u a l l y 

completed w i t h — i n the lower Morrow and the Wolfcamp, as 

you can see on E x h i b i t 16. 

Q. Were any of those w e l l s t e s t e d i n the Atoka? 

A. None of those w e l l s were t e s t e d i n the Atoka. Of 

course, logs were run across t h a t zone. 

Q. What about the w e l l i n Section 2 5? 

A. That i s a l o c a t i o n . 

EXAMINER ASHLEY: Okay. I have no f u r t h e r 

questions. You may be excused. 

MR. KELLAHIN: That concludes our p r e s e n t a t i o n , 

Mr. Examiner. 

EXAMINER ASHLEY: Case 12,115 w i l l be taken under 

advisement. 

(Thereupon, these proceedings were concluded a t 

8:55 a.m.) 
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