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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 
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COUNTY, NEW MEXICO 
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NEW MEXICO 
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LEA COUNTY, NEW MEXICO 
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ORIGINAL 
REPORTER'S TRANSCRIPT OF PROCEEDINGS 

EXAMINER HEARING 

BEFORE: MICHAEL E. STOGNER, Hearing Examiner 

Volume I I : May 17th, 2002 
Santa Fe, New Mexico 

This matter came on f o r hearing before the New 
Mexico O i l Conservation D i v i s i o n , MICHAEL E. STOGNER, 
Hearing Examiner, on Thursday, May 16th, and Friday, May 
17th, 2002, a t the New Mexico Energy, Minerals and N a t u r a l 
Resources Department, 12 2 0 South Saint Francis Drive, Room 
102, 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 

8:18 a.m.: 

EXAMINER STOGNER: This hearing w i l l come t o 

order. 

I b e l i e v e l a s t n i g h t we f i n i s h e d up w i t h Mr. — 

or not f i n i s h e d up, we were i n the middle of testimony from 

Ray Pane. 

So Mr. Bruce, do you want t o take i t ? 

MR. BRUCE: Just very b r i e f l y , Mr. Examiner, and 

then I ' l l t u r n i t over t o Mr. K e l l a h i n . 

RAY PAYNE, 

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

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

REDIRECT EXAMINATION 

BY MR BRUCE: 

Q. Mr. Payne, you have i n f r o n t of you Ocean E x h i b i t 

16. Did you prepare t h a t e x h i b i t ? 

A. Yes, I d i d . 

Q. And could you describe i t b r i e f l y f o r the 

Examiner so t h a t — k i n d of goes over your testimony 

b r i e f l y , yesterday, tomorrow, but make i t s h o r t and t e l l 

what you d i d t o determine the drainage f o r the Blue F i n 

24-1 w e l l . 

A. I t ' s a simple gas-in-place equation which uses 

the geologic parameters and other engineering data t o 

STEVEN T. BRENNER, CCR 
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estimate gas i n place. 

And using t h a t equation, I solved i t f o r the area 

on the second l i n e t h e r e , A being area i n acres, and j u s t 

c a l c u l a t e d the acres based on the reserve estimates t h a t 

J e f f P h i l l i p s t e s t i f i e d t o yesterday. 

Q. When you — The middle p a r t , where you have the 

f i g u r e s t h a t are i n s e r t e d i n t o the equation, could you go 

down those b r i e f l y and t e l l where they came from? 

A. The H i s the net-pay thickness of the r e s e r v o i r , 

which i s based on the f a c t t h a t the estimate of the 

thick n e s s of the Blue Fin 24-1 on the l o g was 24 f e e t , and 

assuming t h a t t h a t ' s probably a t h i c k e r p o r t i o n of the 

r e s e r v o i r , you know, averaging the r e s e r v o i r t h i c k n e s s a t 

2 0 f e e t — 

Q. I s t h a t o p t i m i s t i c ? 

A. I t h i n k t h a t would be an o p t i m i s t i c answer, but 

i t would, you know, be r e a l i s t i c a l l y o p t i m i s t i c . 

Q. Okay. But you're assuming 2 0-foot t h i c k n e s s 

throughout the drainage radius t h a t you c a l c u l a t e ? 

A. That's r i g h t . That would be the average between 

the zero contour l i n e and the highest p a r t — t h i c k e s t p a r t 

of the r e s e r v o i r , so... 

Q. Okay. 

A. The p o r o s i t y , 15-percent p o r o s i t y , i s based on 

experience i n the area from looking a t other logs. The 
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Blue F i n 24-1 d i d n ' t have an open-hole l o g , which would 

g i v e you an o p p o r t u n i t y t o make a good estimate of 

r e s e r v o i r pressure i n t h a t w e l l . 

And t h i s also again i s an average p o r o s i t y f o r 

over the e n t i r e r e s e r v o i r . So based on the experience i n 

the area, 15-percent p o r o s i t y , I t h i n k , i s reasonable but, 

you know, also very good, but reasonable. 

Water s a t u r a t i o n of 2 5 percent i s a number t h a t 

J e f f P h i l l i p s expressed yesterday. I t h i n k t h a t ' s probably 

a reasonable number also. He also s a i d t h a t i t could be --

you know, some of the log c a l c u l a t i o n s showed i t t o be as 

hig h as 3 0-, 40-percent water s a t u r a t i o n . I t h i n k he even 

s a i d 50-percent water s a t u r a t i o n , but 25 percent sounds 

l i k e a reasonable number t o me. 

B g i s a gas expansion f a c t o r , and t h a t ' s r e l a t e d 

t o t he pressure i n the r e s e r v o i r , p r i m a r i l y , and also the 

composition of the gas. And t h a t converts r e s e r v o i r cubic 

f e e t t o standard cubic f e e t . You take one cubic f o o t of 

gas i n the r e s e r v o i r , i t ' s going t o be 310 cubic f e e t of 

gas a t the surface. And t h a t ' s based on an estimated 

bottomhole pressure of about 62 00 pounds. They d i d n ' t have 

an estimate of bottomhole pressure yesterday, but 

experience i n the area and lo o k i n g a t other w e l l s and the 

mud weights t h a t these w e l l s are d r i l l e d a t , I f e e l l i k e 

62 00 pounds i s a reasonable estimate of bottomhole 

STEVEN T. BRENNER, CCR 
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pressure. 

The recovery f a c t o r of 75 percent i s also based 

on experience i n the area, i n lo o k i n g a t other w e l l s , and 

r e l a t e d t o the abandonment pressure of the r e s e r v o i r which, 

i n t h i s case, 1000 pounds would not be an unreasonable 

bottomhole pressure abandonment. 

Q. Based on those numbers, what i s your reasonable 

estimate of drainage f o r the Blue Fin 24-1? 

A. 219 acres. 

Q. Now, you have i n f r o n t of you TMBR/Sharp E x h i b i t 

18-D. Do you be l i e v e t h a t the dark blue c i r c l e s on 18-D 

ac c u r a t e l y r e f l e c t the r e s e r v o i r s i z e or the drainage area 

of the Blue Fin 24-1? 

A. No, s i r , t h a t ' s not p r a c t i c a l a t a l l and i s not 

c o n s i s t e n t w i t h other places. We've encountered s i m i l a r 

types of anomalies. 

Q. So even though t h a t might be the bowl, the 

drainage exceeds outside the boundaries of t h a t bowl? 

A. Yes, t h a t ' s c o r r e c t . The s e c t i o n i s t h i c k i n the 

bowl, but the pay se c t i o n l i e s w i t h i n the e n t i r e geologic 

s e c t i o n and i t ' s much t h i n n e r than the o v e r a l l t h i c k n e s s of 

t h a t and extends outside the bowl. 

Q. Okay. I f the Blue Fin 25-1 encounters a s i m i l a r 

r e s e r v o i r , you'd expect s i m i l a r drainage then? 

A. Yes, s i r . 
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Q. And i f t h a t ' s the case, would the Blue F i n 25-1 

d r a i n the southwest quarter of Section 25? 

A. Absol u t e l y . 

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

of E x h i b i t 16. 

Pass the witness. 

EXAMINER STOGNER: Any objection? 

MR. KELLAHIN: No, s i r . 

EXAMINER STOGNER: E x h i b i t 16 i s admitted i n t o 

evidence. 

Mr. K e l l a h i n , your witness. 

RECROSS-EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Payne, am I c o r r e c t i n understanding t h a t you 

have take Mr. P h i l l i p s ' assumption yesterday t h a t the gas 

i n place f o r the w e l l i n 24 was 5 BCF? 

A. Yes, s i r . 

Q. And when you make t h a t assumption, you can add 

the v a rious parameters necessary t o do a v o l u m e t r i c 

c a l c u l a t i o n ? 

A. That's e x a c t l y c o r r e c t . 

Q. That's what t h i s shows? 

A. Yes, s i r . 

Q. And one of the ways you can c a l c u l a t e the 

c a l c u l a t i o n i s t o give you a drainage area? 

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

Q. A l l r i g h t , and t h a t ' s what you're t a l k i n g about? 

A. Yes. 

Q. The assumption you're s t a r t i n g w i t h i s the 

presumption t h a t Mr. P h i l l i p s i s accurate i n h i s assessment 

yesterday t h a t there's 5 BCF of gas i n place i n t h a t bowl? 

A. There's 5 BCF of gas i n place, not n e c e s s a r i l y i n 

the bowl, but — 

Q. I understand. 

A. Five BCF of gas i n place. 

Q. And i f he makes t h a t assumption and i t ' s c o r r e c t , 

then you can run through a r a t h e r t y p i c a l engineering 

c a l c u l a t i o n , add these values, and get y o u r s e l f a drainage 

area of 219 acres? 

A. Correct. 

Q. A l l r i g h t . How would you as an engineer develop 

data t o convince y o u r s e l f t h a t the 5 BCF of gas i n place i s 

a r e l i a b l e number? 

A. The best way t o check t h a t i s using bottomhole 

pressures, measuring the bottomhole pressure i n the 

e x i s t i n g w e l l over time, and also l o o k i n g a t the d e c l i n e -

curve a n a l y s i s . Those two methods w i l l independently 

v e r i f y these c a l c u l a t i o n s . 

Q. And we can v e r i f y t h i s i n two ways, the f i r s t of 

which i s w i t h pressure data. And i f the operator i s smart 

STEVEN T. BRENNER, CCR 
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enough, you're going t o be t a k i n g accurate bottomhole 

pressure, a t l e a s t i n i t i a l l y ? 

A. Yeah, you need an i n i t i a l bottomhole pressure. 

Q. A l l r i g h t . 

A. Subsequent bottomhole pressures can be a b i t 

misleading, and we could get i n t o t h a t , but — 

Q. Well, no, I've been through a l l those discussions 

before. Let's assume t h a t they have measured an a c t u a l 

bottomhole pressure i n the w e l l a t the time i t was 

completed. 

A. Right, and you can use mud weights when you d r i l l 

through i t and d i f f e r e n t — you know, p e r f o r a t i o n , what the 

t u b i n g pressure was when you p e r f o r a t e d . There's v a r i o u s 

ways t o estimate reasonable r e s e r v o i r pressures, but — 

Q. But t h a t ' s a s t a r t i n g p o int? 

A. Yes, s i r . 

Q. And you want t o f i n d your best estimate of where 

t h a t s t a r t i n g p o i n t is? 

A. Yes, s i r . 

Q. And then the next t h i n g you do i s , you t r y t o 

f i n d a subsequent pressure p o i n t so t h a t you can draw a 

l i n e between the o r i g i n a l one t h a t i n t e r s e c t s the second 

and t h i r d and f o u r t h or however many you have, and t h a t 

l i n e can be p l o t t e d i n such a way t h a t you get t o the 

bottom of the p l o t , and you w i l l be able t o estimate w i t h 

STEVEN T. BRENNER, CCR 
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c e r t a i n reasonable engineering c e r t a i n t y what the gas i n 

place i s ? 

A. Yes, s i r , P/Z p l o t , t h a t ' s e x a c t l y c o r r e c t . 

Q. Another way t o v e r i f y your P/Z p l o t would be t o 

look a t the a c t u a l performance of the w e l l . You would 

s t a r t o f f w i t h a production d e c l i n e curve, you s t a r t a t a 

pr o d u c t i o n p o i n t , and over time, because t h i s i s , I assume, 

a gas-expansion r e s e r v o i r , we're d e p l e t i n g i t i n a fas h i o n 

where you would expect the pressure over time t o drop? 

A. Yes, s i r . 

Q. And i f you p l o t the production and compare i t t o 

the pressure, you can also f o r e c a s t what you t h i n k i s going 

t o be the u l t i m a t e gas i n place i n t h a t pod? 

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

Q. We do not have the a b i l i t y a t t h i s p o i n t t o 

v e r i f y e i t h e r of those? 

A. I would — I t h i n k the data may — i t would be 

po s s i b l e t o have — The data t h a t i s normally c o l l e c t e d on 

a w e l l l i k e t h i s under production, given — made a v a i l a b l e , 

I t h i n k , you could make some reasonable engineering 

estimates of gas i n place. 

The p o t e n t i a l e r r o r i n t h a t number i s g r e a t e r 

when the w e l l has only been on l i n e f o r a s h o r t p e r i o d of 

time, but I t h i n k you can s a f e l y say a w e l l performing 

under t h i s type of production and pressures t h a t were 

STEVEN T. BRENNER, CCR 
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explained i s t h a t a 5-BCF estimate sounds very reasonable 

t o me and i s also c o n s i s t e n t w i t h s i m i l a r types of w e l l s 

t h a t were completed i n t h i s area. 

Q. A l l r i g h t . Have you attempted t o do e i t h e r a P/Z 

p l o t or a production p l o t f o r t h i s w e ll? 

A. I do not have the data t o be able t o do t h a t . 

Q. So a t t h i s p o i n t we can't — 

A. No, s i r . 

Q. — v e r i f y the 5 BCF? And so we s t a r t a t t h a t 

p o i n t and run the c a l c u l a t i o n ? 

A. That i s c o r r e c t . 

Q. I f the c a l c u l a t i o n i s c o r r e c t , your assumption i s 

t h a t Mr. Mazzullo's bowl i s too small? I t has t o be a 

r e s e r v o i r l a r g e r than he i s i n f e r r i n g from h i s e x h i b i t ? 

A. The bowl doesn't produce, the sand produces. 

Q. I understand. 

A. Okay, I j u s t want t o be c l e a r on t h a t . The sand 

doesn't e x i s t i n the bowl. 

Q. I f the area being a f f e c t e d by the p r o d u c t i v i t y of 

t h i s w e l l u l t i m a t e demonstrates t h a t i t ' s 5 BCF, there's 

something wrong w i t h the geology? 

A. That i s c o r r e c t . 

Q. Because he has confined the c o n t a i n e r , he's b u i l t 

a c o n t a i n e r t h a t ' s too small f o r the gas? 

A. That's c o r r e c t . 
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Q. I f he's r i g h t about h i s geology, then the gas-in-

place assumption must be wrong? 

A. That i s c o r r e c t . 

MR. KELLAHIN: Okay, nothing f u r t h e r . 

EXAMINER STOGNER: Any other questions? 

Redirect? 

MR. BRUCE: Just b r i e f l y . 

REDIRECT EXAMINATION 

BY MR. BRUCE: 

Q. Mr. Payne, E x h i b i t 18-D i s n ' t an isopach, i s i t ? 

A. No, s i r , i t i s not. 

Q. I t doesn't show the boundaries of the r e s e r v o i r 

i n your o p i n i o n , does i t ? 

A. No, i t does not. 

Q. And Mr. K e l l a h i n i s asking you guestions, 

q u e s t i o n i n g the data — Let's put i t t h i s way: Are you 

aware of a b e t t e r w e l l i n southeast New Mexico t h a t 

TMBR/Sharp has? 

A. No, s i r , I'm not. 

Q. I f Ocean had a w e l l l i k e t h i s , would i t be p r e t t y 

keen on f i n d i n g data as t o what the o r i g i n a l gas i n place 

i s i n t h i s w e ll? 

A. Absol u t e l y , I would know o f f the top of my head, 

cumulative production pressures and bottomhole would be — 

Q. Even i f the w e l l i s only a few months old? 
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A. Oh, no doubt. 

Q. And so the president of TMBR/Sharp says ther e ' s 

5 BCF of gas i n place. I s t h a t a reasonable estimate i n 

your — 

A. Yes, I t h i n k i t ' s very reasonable, and i t has the 

p o t e n t i a l t o be much higher than t h a t . 

Q. Okay. And you can only go on what TMBR/Sharp 

t e l l s you the data is? 

A. Yes, s i r . 

RECROSS-EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Payne, l e t me ask you another question. 

Have you taken t h i s and asked your g e o l o g i s t , Mr. 

Messa, t o examine the geology and give you a v i s u a l 

demonstration of a geologic i n t e r p r e t a t i o n t h a t w i l l a l l ow 

you t o f i t t h i s volume of gas i n i t ? 

A. Yes, s i r . 

Q. Where i s i t ? 

A. Can we present t h i s , Frank? We d i d t h a t l a s t 

n i g h t a f t e r the hearing, and I — 

MR. KELLAHIN: A l l r i g h t . 

FURTHER EXAMINATION 

BY MR. BRUCE: 

Q. Mr. Payne, I've handed you what's been marked 

Ocean E x h i b i t 17, and I r e a l i z e t h a t t h i s was prepared by 

STEVEN T. BRENNER, CCR 
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the g e o l o g i s t , but could you j u s t b r i e f l y describe — and 

w e ' l l b r i n g back the g e o l o g i s t i f necessary t o get t h i s 

admitted i n t o evidence, but what does t h i s map show? 

A. I t ' s a net sand isopach map, as I understand i t . 

I b e l i e v e i t ' s net sand, not gross sand. But t h i s i s a 

d e p i c t i o n of the a c t u a l tank r e s e r v o i r , which the Blue Fin 

24-1 i s producing from. 

Q. And t h i s i s i n the M i s s i s s i p p i a n , c o r r e c t ? 

A. That i s c o r r e c t . 

Q. And then the yellow o u t l i n e i s the west h a l f of 

Section 25, i s i t not? 

A. Yes, s i r . You know, t o t r y t o maybe c l a r i f y a 

couple issues, as we've t e s t i f i e d e a r l i e r , these t a r g e t s 

are h i g h - r i s k t a r g e t s , and the best place t o lower the r i s k 

of encountering sand i s t o t a r g e t these holes or bowls, as 

they're described here, as t h a t higher l i k e l i h o o d of being 

sand. 

You don't n e c e s s a r i l y have t o h i t the t h i c k e s t 

p a r t of the r e s e r v o i r t o get the best drainage, t o get a 

good w e l l , but you do need t o h i t the sand i t s e l f , and 

t h e y ' r e o f t e n very e l u s i v e . And d i r e c t o f f s e t s t o good 

w e l l s don't always f i n d the sand. I n some cases you can 

o f f s e t the w e l l i n a l l d i r e c t i o n s and never f i n d the sand 

t h a t ' s obviously much more extensive than j u s t r i g h t around 

the w e l l i t s e l f , a 30-acre, you know, o f f s e t . 
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Q. And based on t h i s map and your c a l c u l a t i o n s would 

then the Blue Fi n 24-1 be d r a i n i n g i n a diagonal — i n a 

northwest-southeast manner, i n your opinion? 

A. Yes, s i r , t h a t ' s the t r e n d of these r e s e r v o i r s . 

They l i e w i t h i n these accommodation spaces. 

Q. And the same t h i n g i f the w e l l i n the southwest 

g u a r t e r , northwest quarter of Section 2 5 i s s u c c e s s f u l , 

would i t also be d r a i n i n g t o the n o r t h and t o the south? 

A. I f you encountered a s i m i l a r sand q u a l i t y t h a t ' s 

i n the 24-1, there's no doubt t h a t you would be able t o 

d r a i n the e n t i r e east h a l f of t h a t s e c t i o n . 

Q. The west h a l f ? 

A. Yeah, west h a l f , I'm so r r y , west h a l f of the 

s e c t i o n . 

Q. Of Section 25? 

A. Yes, s i r . 

MR. BRUCE: Thank you. Pass i t t o Mr. K e l l a h i n . 

EXAMINER STOGNER: Mr. Kellahin? 

MR. KELLAHIN: Thank you. 

FURTHER EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Payne, l e t ' s look a t E x h i b i t 19 here. 

MR. BRUCE: 17. 

Q. (By Mr. K e l l a h i n ) I'm so r r y , E x h i b i t 17. 

A. Okay. 
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A. The vol u m e t r i c c a l c u l a t i o n makes the assumption 

of a 2 0-foot thickness t o the container — 

A. Yes, s i r . 

Q. — t h a t has a uniform 2 0-foot thickness w i t h i n 

the s i z e of t h a t container? 

A. That i s c o r r e c t . 

Q. Can you t e l l me what i s the area t h a t c o n t a i n s , 

then, the 219 acres? 

A. We haven't gone t h a t f a r through the process, and 

I ' d have t o l e t the g e o l o g i s t t e s t i f y how t h i s sand — you 

know, i s i t the biggest the r e s e r v o i r could be, the 

sma l l e s t , the average-size r e s e r v o i r ? You know, t h a t ' s a 

process where the engineering data and the geologic data 

i t e r a t e t o come through — t o come t o a most l i k e l y 

r e s e r v o i r s i z e , and we j u s t haven't had the time t o go 

through t h a t process. 

Q. Look t o the south i n Section 25, and you see the 

Number 25, the d r i l l i n g w e l l . Do you see t h a t ? 

A. Yes, s i r . 

Q. I t ' s been p o s i t i o n e d on t h i s i n t e r p r e t a t i o n where 

i t ' s i n excess of the 40-foot contour l i n e ? 

A. Yes, s i r . 

Q. Right? And i f you f o l l o w the 4 0-foot contour 

l i n e , t h a t 4 0-foot contour l i n e extends i n t o the southwest 

q u a r t e r of 25, does i t not? The southwest of 25? 
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A. Yes, s i r . 

Q. That shape where you would want t o encounter the 

g r e a t e s t p o t e n t i a l thickness extends down i n t o the 

southwest q u a r t e r of 25? 

A. Yes, s i r . 

Q. A l l r i g h t . And you t o l d me j u s t now i t i s not 

necessary t o be i n the absolute lowest p o r t i o n of the bowl 

t o have a w e l l . Right? 

A. That i s c o r r e c t . 

Q. A l l r i g h t . Why don't we l a y these spacing u n i t s 

down, dedicate the south h a l f and l e t you d r i l l a w e l l i n 

the southwest quarter and access your share of the bowl 

w h i l e w i t h i n the 40-foot contour l i n e ? 

A. I b e l i e v e t h a t one w e l l can adequately d r a i n t h a t 

r e s e r v o i r , and an a d d i t i o n a l w e l l would not be necessary. 

Q. We would know t h a t , would we not, i f the Blue Fin 

2 5 w e l l i s completed, a bottomhole pressure t e s t i s taken, 

and we can compare t h a t pressure t o the Blue F i n 24 and see 

i f there's any e f f e c t between the two pods? 

A. Well, i f you made the west-half u n i t and you 

determined t h a t the Blue Fin 2 5-1 was not adequately 

d r a i n i n g the e n t i r e r e s e r v o i r , I b e l i e v e the f i e l d r u l e s 

a l l o w you t o d r i l l an a d d i t i o n a l w e l l t h e r e . So I t h i n k 

having the u n i t as a standup would a f f o r d you t h a t 

o p p o r t u n i t y a l s o . 
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Q. Have you done a s i m i l a r a n a l y s i s on any other 

Chester w e l l i n t h i s area? 

A. No, s i r , t h i s i s the best Chester w e l l t h a t I've 

looked a t . 

Q. Well, t h i s i s your f i r s t attempt, then, a t 

an a l y z i n g a Chester w e l l i n t h i s way? 

A. Yes, s i r . The r e s e r v o i r c o n f i g u r a t i o n s are very 

s i m i l a r i n the Atoka and Morrow section s , so I f e e l l i k e 

t h a t analog i s reasonable. 

Q. Let's look a t E x h i b i t Number 10, the Brunson map. 

I ' l l g i v e you my copy. Do you have a recommendation t o the 

Examiner of any other analog on Section 10 t h a t might be 

u t i l i z e d t o conduct a s i m i l a r c a l c u l a t i o n t h a t you 

performed f o r the Number 24 Blue Fin w e l l ? 

A. Yeah, t h i s map doesn't show cumulative 

p r o d u c t i o n , and I would have t o go back and look a t my 

records and t r y t o f i n d a w e l l t h a t , you know, has produced 

4 or 5 BCF, and we could take a look a t i t . 

Q. Well, you haven't done t h a t y e t , have you? You 

can't f i n d one on t h a t map, r i g h t ? 

A. I j u s t don't r e c a l l the cumulative productions 

from these w e l l s . 

Q. Let me ask you t h i s , what i s — 

A. Yes, I have looked a t t h i s area, looked a t the 

cumulative production and have done drainage-area 
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c a l c u l a t i o n s ; I j u s t don't r e c a l l the f i g u r e s . 

A. Let me ask you t h i s : What i s your c r i t e r i a as an 

engineer f o r s e l e c t i n g an analog t o the Blue F i n 24 w e l l so 

t h a t we would have a method t o compare what you 1 re saying? 

A. I would look f o r a w e l l t h a t had high cum and 

compare t h a t t o the geologic map and t r y t o f i t those 

reserves i n the net isopach map. So I would take t h i s 

isopach map t h a t Frank has got, I would planimeter i t , come 

up w i t h a volu m e t r i c estimate of the r e s e r v o i r , take the 

pro d u c t i o n from a l l these w e l l s and see how t h a t f i t s w i t h 

the v o l u m e t r i c estimate of the r e s e r v o i r . 

Q. Well, those are Brunson w e l l s you're t a l k i n g 

about on t h a t map? 

A. Yes, s i r . 

Q. I'm lo o k i n g a t the Chester w e l l s . 

A. Yes, s i r . 

Q. I s the r e any Chester w e l l on t h a t map i d e n t i f i e d 

by the c o l o r code by which you can make an analog? 

A. No, s i r . 

MR. KELLAHIN: Thank you. 

MR. BRUCE: Mr. Examiner, i f I could — couple of 

questions. 

FURTHER EXAMINATION 

BY MR. BRUCE: 

Q. Mr. Payne, i s there any d i f f e r e n c e between 
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analyzing the Brunson w e l l s and the M i s s i s s i p p i a n w e l l s i n 

t h i s area? 

A. No s i g n i f i c a n t d i f f e r e n c e . 

Q. Okay. And once again, i f there's laydown u n i t s , 

i n s t e a d of having one w e l l i n the west h a l f of 25, Ocean i s 

going t o be compelled t o go p r o t e c t i t s i n t e r e s t , so th e r e 

w i l l immediately be two w e l l s i n the west h a l f of 2 5? 

A. Yes, we wouldn't w a i t f o r s i x months or two years 

t o determine whether the w e l l i s d r a i n i n g , we would go 

ahead and spud our w e l l as soon as p o s s i b l e t o t r y t o 

p r o t e c t our i n t e r e s t . 

Q. And you may have an unnecessary w e l l i n the west 

h a l f of 25? 

A. Yes, s i r . 

Q. Thank you. 

MR. KELLAHIN: One follo w - u p , Mr. Examiner. 

FURTHER EXAMINATION 

BY MR. KELLAHIN: 

Q. When you take the 24, have you c a l c u l a t e d the gas 

i n place under t h i s a n a l y s i s t o t e l l me how much gas i n 

place i s i n the e n t i r e section? 

A. No, s i r , we c e r t a i n l y would f o l l o w through w i t h 

t h a t , but we haven't had time t o do those c a l c u l a t i o n s . 

Q. I f I take your assumption and the v i s u a l i z a t i o n 

of t h i s map, i t would appear t o me t h a t t h e r e are enough 
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gas-in-place volumes t o support more than one w e l l . 

A. That could very w e l l be t r u e , and t h a t ' s 

something t h a t the engineering data and the geologic data 

need t o i t e r a t e on, t o come up w i t h the most l i k e l y case, 

scenario, you know. My opinion of t h i s map, f i r s t look, I 

would have t o say t h i s would probably be an o p t i m i s t i c 

d e p i c t i o n of the r e s e r v o i r . I t could be smaller than t h i s . 

Q. Our a b i l i t y t o r e f i n e our estimates a t t h i s p o i n t 

would be made more accurate i f we waited t o have t h i s 

d i s c u s s i o n t i l l a f t e r the Blue Fin 25 w e l l had been 

completed and t e s t e d , r i g h t ? 

A. I be l i e v e since sands t r e n d i n a north-south 

d i r e c t i o n , t h a t regardless i f we determine t h a t t he w e l l 

w i l l j u s t d r a i n a small area or a la r g e area, then the 

app r o p r i a t e shape of the p r o r a t i o n u n i t should be a stand-

up west-half u n i t . 

Q. Well, t h a t ' s not what I'm asking you. I d i d n ' t 

ask you i f i t was a standup. I asked you, would you be 

able t o r e f i n e your c a l c u l a t i o n s i f you had pressure data 

and i n f o r m a t i o n from the d r i l l i n g w e l l? 

A. Yes, s i r t h a t i s t r u e . 

Q. So why shouldn't we j u s t postpone a l l t h i s u n t i l 

a f t e r we have those r e s u l t s ? 

A. For the reasons I j u s t explained. I t h i n k a 

west-half u n i t would cover e i t h e r / o r o p t i o n . I t gives 
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you — I f the w e l l drains the e n t i r e 320, then t h a t makes 

sense. And i f i t j u s t drains the northwest s e c t i o n , then 

you're a f f o r d e d another o p p o r t u n i t y t o d r i l l another w e l l 

i n the southwest s e c t i o n . 

Q. Have you t a l k e d t o the A r r i n g t o n experts about 

why they are going forward w i t h a p o o l i n g case f o r the east 

h a l f of Section 25? 

A. Not i n d e t a i l . I'm not — No, s i r . 

Q. A l l I'm asking f o r , can you t e l l us what 

formations they're t a r g e t i n g w i t h an e a s t - h a l f spacing 

u n i t ? 

A. I'm t r y i n g t o t h i n k . I couldn't say w i t h any 

c e r t a i n t y . 

Q. I can't f i n d one on t h i s i n t e r p r e t a t i o n , can you, 

f o r t he Brunson, Chester? 

A. No, s i r . 

Q. Any of these maps? 

A. No, s i r . 

Q. Up t o date, there's no maps t h a t you have seen 

t h a t support a w e l l i n the east h a l f ? 

A. I have not seen the map f o r the east h a l f . 

MR. KELLAHIN: A l l r i g h t , s i r . 

MR. BRUCE: I don't have any fol l o w - u p questions, 

Mr. Examiner. 

I would l i k e t o admit 17. I f I need t o b r i n g Mr. 
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Messa back up t o q u a l i f y t h i s as an e x h i b i t , I ' l l do so. 

MR. KELLAHIN: We have no o b j e c t i o n t o i t s 

i n t r o d u c t i o n . 

EXAMINER STOGNER: E x h i b i t 17 w i l l be admitted 

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

Mr. Hall? 

MR. HALL: I have no questions, Mr. Stogner. 

EXAMINER STOGNER: Mr. Carr? 

MR. CARR: No questions. 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. Mr. Payne, under the c u r r e n t -- I'm going t o 

r e f e r t o E x h i b i t Number 17. Now, you sa i d you b e l i e v e t h i s 

one w e l l would d r a i n the west h a l f ? 

A. Yes, s i r , I t h i n k t h a t ' s p o s s i b l e . 

Q. Would t h a t drainage also come from over i n the 

southeast quarter? 

A. Yes, I t h i n k i t could p o t e n t i a l l y d r a i n over 

t h e r e as w e l l . I t h i n k i t could d r a i n the e n t i r e 

r e s e r v o i r , p o t e n t i a l l y . 

Q. Okay. So i f t h a t w e l l was allowed t o — or i f i t 

— But t h i s i s not u n i t i z e d , so t h e r e f o r e t h a t ' s why 

there's more than one w e l l a t t h i s p a r t i c u l a r p o i n t f o r 

acreage? 

A. (Nods) 
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Q. I s t h a t a yes? 

A. Yes, s i r . 

Q. Okay. 

A. Yes, s i r . I've seen w e l l s produce as much as 3 0 

BCF i n these type of r e s e r v o i r s . 

Q. So under the c u r r e n t c o n f i g u r a t i o n t h a t I have i n 

f r o n t of me today, these four cases, I've got one w e l l f o r 

the n o r t h h a l f , proposed by TMBR/Sharp, you're proposing — 

Ocean i s proposing two w e l l s i n the west h a l f , and i t looks 

l i k e A r r i n g t o n i s proposing one w e l l i n the northeast 

q u a r t e r , northeast quarter. Of t h a t w e l l c o n f i g u r a t i o n , 

how i s the southeast quarter's i n t e r e s t being protected? 

A. Could I get a copy of the e x h i b i t you're 

r e f e r r i n g t o , the lo c a t i o n ? 

Q. I t ' s not an e x h i b i t , t h i s i s the p u b l i c document 

c a l l e d the docket. That's what I'm r e f e r r i n g t o . 

TMBR/Sharp i s d r i l l i n g t h e i r Blue Fin 2, ; i s t h a t c o r r e c t ? 

And t h a t ' s i n the northwest quarter? 

A. Yes, s i r . 

Q. Okay. Now, Ocean i s proposing t o d r i l l a w e l l i n 

the northwest quar t e r , and t h i s i s Case 12,841, and t h i s i s 

where you're showing the T.H. Dragon Number 1; i s t h a t 

c o r r e c t ? 

A. Yes, s i r . 

Q. Okay. You're also proposing t o d r i l l a w e l l i n 
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U n i t K -- t h a t would be the northeast of the southwest --

i n Case 12,860. That would be your second w e l l . And I'm 

j u s t now r e f e r r i n g j u s t t o the Chester or A u s t i n f o r m a t i o n . 

And i n Case 12,859 — t h i s i s A r r i n g t o n — they're 

proposing a w e l l i n the northeast q u a r t e r , northeast 

q u a r t e r of 25. And I'm r e f e r r i n g t o your E x h i b i t Number 

17. 

Since we've got a proposed w e l l i n the northeast 

q u a r t e r , a w e l l d r i l l i n g or a proposed w e l l i n the 

northwest g u a r t e r , and your proposed w e l l i n t h e southwest 

q u a r t e r , how i s the Chester production i n the southeast 

q u a r t e r being protected? Are any of these w e l l s — Would 

the A r r i n g t o n w e l l be d r a i n i n g the Chester, from your data? 

A. Yes, s i r , I t h i n k p o t e n t i a l l y i t could. 

Q. Well, I p i n p o i n t a w e l l where they want t o d r i l l , 

i t ' s i n the white p o r t i o n i n the northeast q u a r t e r of the 

northeast of 25. 

MR. BRUCE: Mr. Payne, do you know where the 

A r r i n g t o n w e l l i s located? 

THE WITNESS: No, I do not. 

Q. (By Examiner Stogner) Okay, w e l l , l e t ' s put i t 

i n . They're proposing a w e l l t o be d r i l l e d 803 f e e t from 

the n o r t h l i n e — do you want t o mark t h a t on there? — and 

902 f e e t from the east l i n e . This i s the nor t h e a s t , 

northeast q u a r t e r , U n i t A. 
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MR. KELLAHIN: Let me give him a copy, Mr. 

Examiner. 

THE WITNESS: Okay, I don't see, based on t h i s 

map, t h a t the Chester i s prospective a t t h a t l o c a t i o n . 

Q. (By Examiner Stogner) Okay. So w i t h t he 

drainage of your proposed two w e l l s , or one w e l l , then the 

southeast g u a r t e r , the Chester t h a t you're showing as being 

under the southeast quarter i s not being adequately — how 

would you say? — compensated? 

A. I would have t o say yes. 

EXAMINER STOGNER: Any other questions of t h i s 

witness? 

MR. KELLAHIN: No, s i r . 

EXAMINER STOGNER: Okay. You may be excused, Mr. 

Payne. Thank you. 

Mr. Bruce, do you have anything f u r t h e r or wish 

t o r e c a l l anybody a t t h i s time? 

MR. BRUCE: No, s i r . 

EXAMINER STOGNER: Okay, I guess we're ready f o r 

you, Mr. H a l l . 

MR. HALL: At t h i s time, Mr. Examiner, we would 

c a l l Enick D i f f e e t o the stand. 

EXAMINER STOGNER: Okay, j u s t a reminder t o 

everybody. Everybody was sworn i n yesterday, a l l eleven 

witnesses, and you remain under oath today. 
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ENICK DIFFEE, 

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. HALL: 

Q. For the record, please s t a t e your name, s i r . 

A. Enick D i f f e e . 

Q. Why don't you s p e l l t h a t f o r the c o u r t r e p o r t e r ? 

A. Yes, f i r s t name Enick s p e l l e d E-n-i-c-k, l a s t 

name D i f f e e , D - i - f - f - e - e . 

Q. Now, Mr. D i f f e e , where do you l i v e and by whom 

are you employed? 

A. I re s i d e i n Roswell, New Mexico, and I work on a 

c o n s u l t i n g basis f o r David H. A r r i n g t o n O i l and Gas out of 

Midland. 

Q. What i s your p r o f e s s i o n a l background and 

experience? 

A. Petroleum landman, I've been i n v o l v e d i n t h a t 

c a p a c i t y f o r some 2 2 years. 

Q. A l l r i g h t , you're f a m i l i a r w i t h the A p p l i c a t i o n 

t h a t ' s been f i l e d i n t h i s case on behalf of A r r i n g t o n , as 

w e l l as the lands t h a t are the subject of the A p p l i c a t i o n ; 

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

A. Yes. 

Q. And you've p r e v i o u s l y t e s t i f i e d before the 
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D i v i s i o n and had your c r e d e n t i a l s accepted as a matter of 

record? 

A. Yes. 

MR. HALL: At t h i s p o i n t , Mr. Examiner, we'd 

o f f e r Mr. D i f f e e as an expert petroleum landman. 

EXAMINER STOGNER: Any objections? 

MS. RICHARDSON: No o b j e c t i o n . 

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

Q. (By Mr. H a l l ) Mr. D i f f e e , f o r the f i r s t time 

we're focusing our a t t e n t i o n on the east h a l f of Section 

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

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

Q. Would you please summarize what A r r i n g t o n i s 

proposing by i t s A p p l i c a t i o n ? 

A. Mr. Examiner, A r r i n g t o n seeks t o pool a l l 

i n t e r e s t s i n pools spaced on 80, 160 and 320 acres, 

i n c l u d i n g the Undesignated Shoe Bar-Atoka Gas Pool, 

Undesignated Townsend-Morrow Gas Pool and Undesignated 

North Townsend-Mississippian Gas Pool f o r m a t i o n , u n d e r l y i n g 

the east h a l f , being 320 acres, a l l 160-acre u n i t s 

u n d e r l y i n g the northeast q u a r t e r , and the east h a l f , 

n o r t heast q u a r t e r f o r a l l 80-acre u n i t s i n Section 25 i n 

Township 16 South, Range 35 East, Lea County, New Mexico, 

f o r the d r i l l i n g of the Glass Eyed Midge Well Number 1. 

We propose t o d r i l l the w e l l a t a standard 
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l o c a t i o n 803 f e e t from the n o r t h l i n e and 962 f e e t from the 

east l i n e of the s e c t i o n , and the w e l l w i l l be d r i l l e d t o 

approximately 12,650 f e e t t o t e s t the M i s s i s s i p p i a n 

f o r m a t i o n , as w e l l as the Atoka and Morrow formations. 

Q. I bel i e v e the A p p l i c a t i o n and advertisement show 

the w e l l l o c a t i o n as 902 f e e t from the east l i n e . Can 

you — 

MR. CARR: Could I get a set of e x h i b i t s ? I f I 

could even borrow the court r e p o r t e r ' s , I ' l l not mark them 

and r e t u r n them. Thank you. 

Q. (By Mr. H a l l ) Mr. D i f f e e , again, I b e l i e v e the 

A p p l i c a t i o n and the advertisement f o r the case show the 

w e l l l o c a t i o n 902 f e e t from the east l i n e , and you i n d i c a t e 

i t ' s 962 f e e t . What's the reason f o r the move? 

A. Again, the APD, e t cetera, e v e r y t h i n g t h a t ' s been 

f i l e d w i t h the OCD o f f i c e r e f l e c t s the 962 f e e t , so — 

Q. Was there a surface o b s t r u c t i o n a t 902 fee t ? 

A. Yes, there was. 

Q. A l l r i g h t , l e t ' s look a t your E x h i b i t 1, please, 

s i r . Do you have t h a t i n f r o n t of you? 

A. Yes, I do. 

Q. What does t h a t show? 

A. I t ' s a surface p l a t showing the east h a l f of 

Section 2 5 as being the proposed p r o r a t i o n u n i t , and i t 

also shows the proposed l o c a t i o n of the w e l l , being the 
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northeast q u a r t e r , northeast quarter of Section 25. 

Q. Now, what's the primary o b j e c t i v e f o r the w e l l ? 

A. Mr. Examiner, t h a t would be the lower Atoka. 

Q. Let's look a t E x h i b i t 2, i f you could e x p l a i n 

t h a t , please, s i r . 

A. E x h i b i t 2 on the heading, y o u ' l l see t h a t we're 

i n t e n d i n g t o cover the e n t i r e east h a l f of Section 25, 

being the 32 0 gross acres. There's a separate chain of 

t i t l e as f a r as mineral ownership and also leasehold 

ownership covering the east h a l f , northeast q u a r t e r of 

Section 25, being 80 acres. 

Then on the second page we have the leasehold and 

a l s o unleased mineral i n t e r e s t c a l c u l a t i o n s covering the 

west h a l f of the southeast guarter of Section 25. Towards 

the lower p o r t i o n of page 2 you see the leasehold ownership 

f o r t he southeast quarter of Section 25. 

And then f o r your convenience the l a s t page of 

the e x h i b i t covers the e n t i r e east h a l f , and y o u ' l l see 

owners and percentage of ownership as t o leasehold and also 

unleased minerals covering the e n t i r e east h a l f . 

Q. Now, Mr. D i f f e e , I t h i n k we a l l understand you're 

covering i n p a r t f o r Mr. Dale Douglas, who's i n the 

h o s p i t a l today, but you are f a m i l i a r w i t h the chain of 

t i t l e i n t o A r r i n g t o n f o r e a s t - h a l f acreage, are you not? 

A. Yes. 
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Q. Can you give the Hearing Examiner a b r i e f 

overview of t h a t chain of t i t l e ? 

A. Again, the t i t l e i s very d i v e r s e , broken i n t o the 

t r a c t s t h a t appear on the e x h i b i t t h a t we've j u s t 

discussed. 

And again, the mineral ownership i s r e l a t i v e l y 

d i v e r s e , not perhaps as diverse as some areas t h a t we've 

been i n v o l v e d i n i n Lea County, New Mexico, but we have 

made every attempt t o l o c a t e unleased mineral owners t o 

t h i s p o i n t . We're s t i l l c o n t i n u i n g our e f f o r t s , but of 

course i t 1 s been a very competitive area as f a r as other 

companies o b t a i n i n g leasehold under the east h a l f of 

Section 25. 

Q. How long has A r r i n g t o n owned i t s lease i n t e r e s t 

under the east h a l f of 25? 

A. We commenced our e f f o r t s t o acquire leasehold i n 

t h i s area beginning i n the s p r i n g of year 2001. 

Q. Now, i s Ar r i n g t o n ' s ownership i n t e r e s t i n the 

east h a l f of 25 a f f e c t e d a t a l l by the t i t l e d i s p u t e 

c u r r e n t l y pending i n the D i s t r i c t Court between A r r i n g t o n 

and TMBR/Sharp over the Stokes Hamilton top lease issue? 

A. There's no e f f e c t no the east h a l f . 

Q. Look a t E x h i b i t 3. I s t h a t the C-101 and C-102 

A r r i n g t o n f i l e d f o r i t s Glass Eyed Midge 2 5 Number 1 well? 

A. Yes. 
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Q. When were those f i l e d ? 

A. November the 29th, year 2001. 

Q. A l l r i g h t . Mr. D i f f e e , t e l l us what percentage 

of the acreage i n the 320-acre pools or formations i n the 

east h a l f i s c u r r e n t l y v o l u n t a r i l y committed t o A r r i n g t o n ' s 

proposed w e l l . 

A. A l l r i g h t . I would r e f e r you t o the e x h i b i t 

i d e n t i f y i n g the east h a l f of Section 25 i n i t s e n t i r e t y , 

and we've l i s t e d David H. A r r i n g t o n O i l and Gas, I n c . , and 

Dale Douglas, Dale Douglas, of course, being an independent 

landman working on behalf of A r r i n g t o n . So i f you add the 

14.688 percent and the 2.66, I b e l i e v e you a r r i v e a t 17.348 

percent. 

Q. Now, are the i n t e r e s t s t h a t A r r i n g t o n seeks t o 

pool both working i n t e r e s t s and unleased mineral i n t e r e s t s ? 

A. Yes. 

Q. I f you would i d e n t i f y the owners of each of those 

i n t e r e s t s and the quantum of i n t e r e s t owned by each. I s 

t h a t r e f l e c t e d i n E x h i b i t 2 as well? 

A. Yes, i t i s . We can break t h i s down by simply, I 

guess, t r a c t . This might take a l i t t l e b i t of time, so i f 

you'd bear w i t h me here — 

Q. Well — Yeah, I t h i n k you can be b r i e f about i t . 

A. Okay. Maybe, then, we can j u s t t u r n t o the l a s t 

page of the e x h i b i t , and I ' l l c a l l your a t t e n t i o n t o the 
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l a t t e r p o r t i o n of the page where we have the unleased 

mi n e r a l owners t h a t e x i s t w i t h i n the east h a l f of Section 

25, Harle, I n c . ; Jonathan S. Roderick and h i s w i f e Carol 

Roderick; Bran Resources, I n c . ; V i r g i n i a H. Bernhart; and 

Robert M. Edsel. 

And then, of course, a t the t o p a r t of the page 

i f you'd begin w i t h Yates Petroleum and work through the 

name of Chesapeake E x p l o r a t i o n , L.P., those would be the 

p a r t i e s t h a t p r e s e n t l y own leasehold under the east h a l f of 

Section 25. 

Q. A l l r i g h t , l e t ' s t a l k about the e f f o r t s t o sig n 

up the i n t e r e s t s of the unleased mineral i n t e r e s t owners 

s p e c i f i c a l l y . Let's r e f e r t o E x h i b i t 4. What i s t h a t ? 

A. These are l e t t e r s t h a t have been sent by 

c e r t i f i e d m a i l , dated January the 24th of year 2002, and 

again f o r Harle, I n c . ; Bran Resources; V i r g i n i a H. 

Bernhart; and Robert M. Edsel. We mailed these l e t t e r s t o 

them proposing the w e l l i n the east h a l f of Section 25. 

We've extended the i n v i t a t i o n f o r these p a r t i e s t o 

p a r t i c i p a t e i n the w e l l . 

The l e t t e r also contains a p r o v i s i o n , i f they 

choose t o not p a r t i c i p a t e i n the d r i l l i n g of the w e l l , t h a t 

they could c e r t a i n l y contact us so t h a t other arrangements 

might be made. 

Also attached t o the l e t t e r was an AFE p e r t a i n i n g 
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t o the costs associated w i t h the d r i l l i n g of the w e l l . 

I would make note a t t h i s time t h a t I have been 

informed as of the day before yesterday, Robert M. Edsel 

has executed an o i l and gas lease on behalf of David H. 

A r r i n g t o n . That lease has not been received i n A r r i n g t o n ' s 

o f f i c e a t t h i s p o i n t i n time, t o my knowledge, and so 

t h e r e f o r e i t does not appear of record i n Lea County, New 

Mexico, but we a n t i c i p a t e t h a t lease t o be i n our 

possession i n the near f u t u r e . 

Q. Does A r r i n g t o n request t h a t the D i v i s i o n pool 

these unleased mineral i n t e r e s t s w i t h an assumed 1/8 

r o y a l t y i n t e r e s t and a 7/8 working i n t e r e s t ? 

A. Yes. 

Q. And does A r r i n g t o n seek the i m p o s i t i o n of a 200-

percent r i s k penalty against the assumed 7/8 working 

i n t e r e s t ? 

A. Yes, we do. 

Q. A l l r i g h t . Now, l e t ' s t a l k about the u n j o i n e d 

working i n t e r e s t owners. Turn t o E x h i b i t 5, please, s i r . 

A. Okay. Again, you have copies of the c e r t i f i e d 

l e t t e r s t h a t were mailed t o each company or i n d i v i d u a l , 

again dated January the 24th, year 2002, again proposing 

the w e l l w i t h an i n v i t a t i o n t o p a r t i c i p a t e or, perhaps i n 

the a l t e r n a t i v e , t o contact us so t h a t other arrangements 

might be made. And again attached t o the l e t t e r s would 
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have been an AFE associated w i t h the d r i l l i n g cost of the 

w e l l . 

Q. And again, t h a t batch of l e t t e r s went out January 

24th of t h i s year? 

A. Yes, they d i d . 

Q. A l l r i g h t . Does A r r i n g t o n seek the i m p o s i t i o n of 

200-percent r i s k penalty against those unjoined working 

i n t e r e s t s , as w e l l as against the assumed 7/8 working 

i n t e r e s t s a t t r i b u t a b l e t o the mineral i n t e r e s t s ? 

A. Yes, they do. 

Q. And does A r r i n g t o n seek t o be designated operator 

f o r the well? 

A. Yes. 

Q. I n your o p i n i o n , Mr. D i f f e e , as an expert 

petroleum landman, has A r r i n g t o n made a g o o d - f a i t h e f f o r t 

t o l o c a t e a l l the unleased mineral i n t e r e s t owners, as w e l l 

as the working i n t e r e s t owners and communicate w i t h them i n 

order t o o b t a i n t h e i r v o l u n t a r y p a r t i c i p a t i o n i n the w e l l ? 

A. Yes. 

Q. Now, l e t ' s p o i n t out the circumstance w i t h the 

one mineral i n t e r e s t owner who we've had a problem t r a c k i n g 

down. I s t h a t V i r g i n i a Bernhart? 

A. Yes, the l a s t known b i t of i n f o r m a t i o n as t o her 

l o c a t i o n was a mineral deed t h a t was executed i n 1983. The 

miner a l deed was executed i n favor of Mr. Robert Edsel. 
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Again, t h e r e was no address on t h a t p a r t i c u l a r m i n e r a l 

deed. The only way we knew t h a t she was i n Belmont County, 

Ohio, as of 1983 was j u s t by v i r t u e of the acknowledgement 

on the mineral deed. 

I even went so f a r yesterday as t o t a l k t o the 

landman a t TMBR/Sharp, and we compared our notes as f a r as 

what we had attempted t o do t o lo c a t e t h i s i n d i v i d u a l , and 

we'd gone down p r e t t y much the same path. And t o t h i s 

p o i n t i n time we've no been able t o l o c a t e her or 

determine, you know, i f she's a l i v e or who her h e i r s might 

be. 

But as always i n these s i t u a t i o n s , we continue t o 

make a d i l i g e n t e f f o r t t o loca t e i n d i v i d u a l s p r i o r t o the 

time maybe even a w e l l i s spud. 

Q. You conducted a complete and thorough search of 

the records a t f i l e a t the Lea County Clerk's O f f i c e t o t r y 

t o l o c a t e her? 

A. Yes, we d i d . And we've, you know, gone so f a r as 

t o do a name search through the I n t e r n e t and other means of 

j u s t p i c k i n g up the telephone and making a c a l l . And I 

p e r s o n a l l y haven't v i s i t e d w i t h Mr. Edsel, but I b e l i e v e a 

r e p r e s e n t a t i v e from A r r i n g t o n ' s o f f i c e even asked him t o 

question as t o i f he knew where she might be l o c a t e d a t 

t h i s time, and he d i d not. 

Q. A l l r i g h t , Mr. D i f f e e , were E x h i b i t s 1 through 5 
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prepared by you or a t your d i r e c t i o n ? 

A. Yes. 

MR. HALL: At t h i s time, Mr. Examiner, we'd move 

the admission of E x h i b i t s 1 through 5. That concludes our 

d i r e c t of t h i s witness. 

EXAMINER STOGNER: Any objections? 

E x h i b i t s 1 through 5 w i l l be admitted i n t o 

evidence a t t h i s time. 

Thank you, Mr. H a l l . 

Mr. K e l l a h i n . 

MS. RICHARDSON: Thank you. 

CROS S-EXAMINATION 

BY MS. RICHARDSON: 

Q. Mr. D i f f e e , how long have you been doing 

independent land work f o r Mr. Arrington? 

A. Close t o f i v e years. 

Q. And can you describe f o r me the r e l a t i o n s h i p 

between A r r i n g t o n O i l and Gas and Dale Douglas? 

A. Again, Dale Douglas i s an independent petroleum 

landman, and Mr. Douglas has again represented Mr. 

A r r i n g t o n i n various c a p a c i t i e s as a petroleum landman, 

doing again landwork r e l a t i v e t o the c r e a t i o n of prospects 

and also perhaps marketing of prospects. 

Q. And the leases which were taken i n Section 25 by 

Mr. Douglas were taken on behalf of Mr. Arr i n g t o n ? 
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A. To my knowledge, t h a t ' s c o r r e c t . 

Q. Okay. The leases which were taken i n both 

Section 24 and 25 by Mr. Huff were taken on behalf of 

Arrin g t o n ? 

A. That's my understanding. 

Q. Were you a t the NAPE conference i n Houston i n 

2001? 

A. No, Mr. Examiner, I was not present a t t h a t 

meeting or t h a t p a r t i c u l a r event. 

Q. Do you know what prompted A r r i n g t o n O i l and Gas 

on March 27th, 2001, t o top lease Madeline Stokes and Erma 

Stokes Hamilton? 

A. Again, t h i s had been a prospect t h a t I had even 

done t i t l e research on, beginning d u r i n g the — probably 

s p r i n g of year 2000. So i t was a g e o l o g i c a l prospect t h a t 

had been generated through A r r i n g t o n ' s g e o l o g i c a l 

department. So again, i t was j u s t f o l l o w i n g up on a 

prospect t h a t we had had an i n t e r e s t i n . 

Even as of December of year 2000, I was again 

f o l l o w i n g up t o review i n f o r m a t i o n i n the County Clerk's 

O f f i c e , the OCD O f f i c e i n Hobbs, t o t r y t o determine i f the 

mi n e r a l i n t e r e s t was a v a i l a b l e f o r lease. 

Q. Was A r r i n g t o n O i l and Gas aware t h a t a permit t o 

d r i l l had been granted t o TMBR/Sharp on Section 24 t o d r i l l 

the Blue F i n 24? 
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A. I knew t h a t an APD and an acreage d e d i c a t i o n p l a t 

had been f i l e d w i t h the OCD as of November of 2 000. 

Q. Okay. And were you a l l aware t h a t a l o c a t i o n had 

been cleared and d r i l l i n g was g e t t i n g ready t o be done? 

A. No, t h i s i s very unusual, because I use the OCD 

O f f i c e e x t e n s i v e l y i n my e f f o r t s t o assure t h a t any o i l and 

gas leases t h a t we might o b t a i n are not p r e s e n t l y being 

h e l d by produc t i o n or a c t i v i t i e s , and I have made a f u l l 

and complete copy of the w e l l f i l e f o r the Blue F i n 24 

Number 1 w e l l i n Lea County and provided t h a t t o 

A r r i n g t o n ' s attorneys j u s t very r e c e n t l y . 

And from the time t h a t the APD was f i l e d of 

record i n November of year 2000, th e r e was not a s i n g l e 

piece of paper, not a s i n g l e sundry n o t i c e of whatsoever 

f i l e d w i t h the OCD O f f i c e i n Hobbs, New Mexico, u n t i l June 

the 19th of year 2 001, which i s very unusual f o r standard 

p r a c t i c e s of operators, simply because, you know, you f i l e 

sundry n o t i c e s t o allow the OCD t o know when operations 

have commenced, when you've moved i n a r i g , e t cet e r a . And 

again, t h e r e was no evidence f o r me as a petroleum landman 

t o know t h a t any a c t i v i t y had taken place on the s u b j e c t 

lands. 

Q. When d i d you become aware of the Blue F i n 24 

permit g r a n t i n g by the OCD on Section 24, f o r the Blue F i n 

24? 
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A. Again, the APD and the acreage d e d i c a t i o n p l a t 

was f i l e d of record on November of year 2 000, and i t was 

probably i n December when I was again s t i l l t r y i n g t o 

determine i f the leases f i l e d of record i n Lea County t h a t 

were due t o expire on December the 7th of year 2000, I was 

i n the OCD o f f i c e p r i o r t o t h a t date t o f i n d the APD and 

the acreage d e d i c a t i o n p l a t . 

Q. And you knew t h a t TMBR/Sharp had dedicated the 

west h a l f of Section 24 t o t h a t w e ll? 

A. That was i n d i c a t e d . 

Q. Okay. And t h a t t h a t d e d i c a t i o n included Stokes-

Hamilton acreage? 

MR. HALL: Mr. Examiner, I wonder i f I might 

i n t e r p o s e a relevance o b j e c t i o n a t t h i s p o i n t . We're 

focu s i n g on the east h a l f of 25 now. 

MS. RICHARDSON: Mr. Examiner, I w i l l move along, 

but I t h i n k t h i s h i s t o r y i s e s s e n t i a l t o t h i s question. 

EXAMINER STOGNER: I'm going t o o v e r r u l e your 

o b j e c t i o n . And answer the question, please. 

THE WITNESS: And your question again? 

MS. RICHARDSON: I f I only remembered. Could the 

c o u r t r e p o r t e r p o s s i b l y help me out? 

COURT REPORTER: "And t h a t t h a t d e d i c a t i o n 

inc l u d e d Stokes Hamilton acreage?" 

THE WITNESS: The Stokes Hamilton acreage was a 
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p o r t i o n of the p r o r a t i o n u n i t prescribed. I t h i n k I ' d l i k e 

t o add, though, i f you're leading me down t h a t road t o 

t h i n k t h a t the — 

MS. RICHARDSON: Well, l e t me ask the questions, 

please, and the — 

THE WITNESS: Well, I have a comment — 

MR. HALL: Let him answer. 

THE WITNESS: — my opi n i o n . I f i t ' s so 

important t h a t the acreage d e d i c a t i o n p l a t be f i l e d of 

record i n the OCD o f f i c e , okay, and i f t h a t ' s t h e i r basis 

by which they're making t h e i r case i n the D i s t r i c t Court i n 

Lea County, New Mexico, I would c e r t a i n l y t h i n k t h a t they 

would have been more d i l i g e n t about f i l i n g sundry n o t i c e s , 

e t c etera. 

Q. (By Ms. Richardson) Can you quote me a r u l e ? 

Because I'm not nearly as f a m i l i a r w i t h the OCD r u l e s as 

you may be. Can you quote me a r u l e which r e q u i r e s any 

f i l i n g a f t e r a permit t o d r i l l i s requested p r i o r t o 

a c t u a l l y commencing d r i l l i n g ? I s the r e a r u l e t h a t 

TMBR/Sharp v i o l a t e d ? 

A. I do not know t h a t . 

Q. You don't know of any ru l e ? 

A. I do not. 

Q. And you're not able t o t e l l the Examiner t h a t 

TMBR/Sharp v i o l a t e d any OCD rule ? 
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A. I'm simply saying as a general p r a c t i c e , f o r us 

t o do our work on a d i l i g e n t basis, t h a t the OCD u s u a l l y 

r e q u i r e s those forms t o be f i l e d on a t i m e l y b asis. 

Q. Mr. D i f f e e , can you t e l l the Examiner whether 

TMBR/Sharp v i o l a t e d any r u l e of the — r u l e or r e g u l a t i o n 

of the OCD, w i t h respect t o what they f i l e d i n regard t o 

the Blue Fin 24? 

A. I cannot. 

Q. Okay. You are aware, are you not, t h a t Judge 

Clingman, D i s t r i c t County [ s i c ] i n Lea County, has he l d 

t h a t the Stokes-Hamilton top leases are not v a l i d ? 

A. I am aware of t h a t . 

Q. Okay. I n Section 25, i n the acreage t h a t you are 

attem p t i n g t o poo l , i t does not i n v o l v e any of the Stokes 

Hamilton acreage; i s t h a t correct? 

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

Q. But you are also aware, are you not, t h a t the 

Commission has ordered, i n i t s Order of A p r i l 26th i n Case 

Number 12,731 and 12,744, t h a t the permits of A r r i n g t o n O i l 

and Gas t o d r i l l t h i s Glass Eyed Midge w e l l are withdrawn? 

A. I am aware of t h a t . 

Q. And t h a t Mr. Williams has a c t u a l l y sent a l e t t e r 

out t o t h a t e f f e c t , withdrawing the permit t o d r i l l ? 

A. I am aware of t h a t . 

Q. And you're aware t h a t w i t h o u t a permit t o d r i l l , 
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A r r i n g t o n O i l and Gas cannot d r i l l the Glass Eyed Midge? 

A. I am aware of t h a t . 

Q. Other than l e t t e r s being sent t o Tom Brown and 

TMBR/Sharp and other members of the TMBR/Sharp i n v e s t o r 

group, was any contact, personal contact, made w i t h Mr. 

Brown or Mr. P h i l l i p s or Mr. Nearburg or Mr. Mazzullo 

concerning the po o l i n g of t h i s Glass Eyed Midge? 

A. Again, I re s i d e i n Roswell, New Mexico, I'm not a 

p a r t y t o A r r i n g t o n ' s day-to-day a c t i v i t i e s , and I cannot 

f e e l comfortable responding t o t h a t question i n any way. I 

do not know. 

Q. So other than sending the l e t t e r , you're not 

p e r s o n a l l y aware of any contact about the p o o l i n g of t h i s 

w e l l ? 

A. I'm not. 

Q. Have you received any i n s t r u c t i o n t h a t probably 

personal contact might not be ap p r o p r i a t e , since TMBR/Sharp 

and A r r i n g t o n O i l and Gas are in v o l v e d i n l i t i g a t i o n ? 

A. I have not received any i n s t r u c t i o n s . 

Q. I s i t the normal p r a c t i c e of A r r i n g t o n O i l and 

Gas, i f they send out a po o l i n g request, t o f o l l o w up w i t h 

personal contact? 

A. Usually the l e t t e r i s w r i t t e n f o r the p a r t y t o 

respond t o the l e t t e r , f o r them t o c a l l us and f o r us t o 

make s p e c i f i c arrangements. Again, i t ' s an ongoing process 
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o f , you know, the p a r t i e s being a f f e c t e d t o be i n contact 

w i t h each other. 

Q. When d i d Mr. A r r i n g t o n f i r s t acquire any 

leasehold p o s i t i o n i n Section 2 5? 

A. Let's see, I would t h i n k t h a t would have been i n 

A p r i l of 2001. I t could have been as e a r l y as March, March 

22nd, 2001. 

Q. And you're not — What lease was acquired i n 

March, March 22nd, 2001? 

A. A lease from J e r r y L. Hooper and h i s w i f e 

Margaret A. Hooper. 

Q. When were the f i r s t leases acquire by Mr. 

A r r i n g t o n i n Section 24? 

A. I t would have been what we r e f e r r e d t o i n p r i o r 

testimony as the top leases from Ms. Hamilton and Stokes, 

and I don't have anything covering Section 2 4 w i t h me t o — 

Q. That's f i n e . Was A r r i n g t o n a c q u i r i n g leases, 

l o o k i n g f o r leases t h a t might be e x p i r i n g i n t h i s area 

because they knew TMBR/Sharp was d r i l l i n g t he Blue F i n 24? 

A. Again, we d i d n ' t have knowledge of the f a c t t h a t 

they were d r i l l i n g the Blue Fin 24, because no t h i n g had 

been f i l e d w i t h the OCD t o give us any i n d i c a t i o n t h a t w e l l 

was being d r i l l e d . 

Q. Okay. Did you have any personal contact w i t h the 

Stokes and Hamiltons? 
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A. No, I d i d not, I've never v i s i t e d w i t h them. 

Q. So you don't know whether they communicated t o 

Mr. Huff t h a t a w e l l was being d r i l l e d and they knew a w e l l 

was being d r i l l e d ? 

A. Not t o my knowledge. The only t h i n g t h a t was 

t o l d t o Mr. Huff was t h a t , you know, a six-month extension 

had been granted t o TMBR/Sharp t o extend the lease from 

December the 7th of year 2 001 u n t i l June the 7th of 2 001. 

Q. A l l r i g h t . I f y o u ' l l look w i t h me a t your 

E x h i b i t Number 3, please, s i r , which i s your — A r r i n g t o n ' s 

a p p l i c a t i o n f o r permit t o d r i l l the Glass Eyed Midge Number 

25 — do you see that ? 

A. Yes. 

Q. Okay. Down a t the bottom i t ' s got an approval 

date of December 17th, 2 001. 

A. I see t h a t . 

Q. Okay. And then i t ' s covered up a l i t t l e b i t w i t h 

the E x h i b i t s t i c k e r but i t says, "Can not produce w i t h o u t 

communitization agreement." Who wrote t h a t ? 

A. I don't know. 

Q. Do you know i f i t was Mr. Williams? 

A. I don't. 

Q. What does t h a t mean? 

A. I don't know, other than the f a c t t h a t , you know, 

t h i s was going t o be on a 3 2 0-acre p r o r a t i o n u n i t , and, you 
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know, as a standard p r a c t i c e you would have t o pool the 

d i v i d e d t r a c t s of land t o form your 32 0-acre p r o r a t i o n 

u n i t . 

And I guess i f you look a t the h a n d w r i t i n g , maybe 

i t ' s — Well, i t would j u s t be pure s p e c u l a t i o n out of my 

p a r t t o even respond t o who may have w r i t t e n t h a t note. 

Q. What i s a communitization agreement? 

A. Well, i n my way of t h i n k i n g , a communitization 

agreement comes about whenever you have a State of New 

Mexico mineral lease t h a t has t o be pooled w i t h perhaps a 

fee t r a c t or a f e d e r a l l y owned mineral i n t e r e s t . So i t ' s 

by v i r t u e of r e g u l a t i o n s t h a t you have t o f i l e the 

communitization agreement i n order t o pool s t a t e or f e d e r a l 

or even perhaps fee lands, p r i o r t o p r o d u c t i o n . 

Q. Are there s t a t e or f e d e r a l fee lands i n the east 

h a l f of Section 25? 

A. I b e l i e v e the lease i n the southeast q u a r t e r — 

I ' l l j u s t v e r i f y i t . Yes, the lease i n the southeast 

q u a r t e r of Section 25 of 16-35 i s a State of New Mexico o i l 

and gas lease which i s now owned by Yates Petroleum 

Corporation, e t a l . , scheduled t o e x p i r e March 1s t , year 

2004. 

Q. Did A r r i n g t o n o b t a i n a communitization agreement? 

A. The w e l l i t s e l f has not been spud. We w i l l 

probably prepare a communitization agreement s h o r t l y before 
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the w e l l i s t o be spud or during the d r i l l i n g process. 

Q. Well, i n t h i s a p p l i c a t i o n which was — When was 

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

A. Well, I can't read my f i l i n g date. I t looks l i k e 

i t was i n May. I'm lo o k i n g a t the stamp date. 

Q. Well, i t was approved December 17th, 2001? 

A. Yeah, I j u s t can't read the stamp date from the 

OCD o f f i c e as t o when i t was a c t u a l l y received and f i l e d . 

Q. May of what year? 

A. Does somebody's copy show a f i l e date t h a t ' s more 

l e g i b l e than the copy t h a t I have? 

Q. Well, l e t me ask you t h i s . Did you have an 

approved permit — You had an approved permit p r i o r t o 

n o t i f y i n g the owners i n Section 25; i s t h a t c o r r e c t ? 

A. I can't t e l l the date, I'm s o r r y . 

Q. No, approval, the approval date. You had an 

approved permit p r i o r t o n o t i f y i n g --

A. The December 17th, 2001? 

Q. Right. 

A. And you're saying, again, t h a t we had t h i s — 

Q. Did you have t h i s i n hand p r i o r t o n o t i f y i n g 

people about the w e l l proposal? 

A. We had t h i s AP- — Well, the date of th e approval 

by the OCD i s December 17th, 2001, and I guess our l e t t e r s 

are January the 24th of 2002. 
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Q. Okay. But as of t h i s date, A r r i n g t o n has made no 

e f f o r t t o get a communitization agreement? 

A. Not t h a t I'm aware of. 

Q. The date — the spud date f o r t h i s w e l l was ASAP. 

What does t h a t mean? 

A. As soon as possi b l e . 

Q. And why has A r r i n g t o n not d r i l l e d t h a t w e l l ? 

A. Because we are here before the Commission t r y i n g 

t o get our compulsory p o o l i n g approved. So we're t r y i n g t o 

do these t h i n g s i n accordance w i t h r e g u l a t i o n s . 

Q. But your understanding i s t h a t a w e l l could have 

been d r i l l e d p r i o r t o pooling? 

A. As a general r u l e , we don't do t h a t . But I guess 

according t o the r e g u l a t i o n s t h a t have been made a v a i l a b l e 

i n p r i o r testimony t h a t t h a t i s p o s s i b l e . 

Q. Did Mr. A r r i n g t o n — or excuse me, A r r i n g t o n O i l 

and Gas, d i d n ' t mean t o personalize i t . Did A r r i n g t o n O i l 

and Gas respond t o — make any response t o E x h i b i t Number 5 

i n t he blue book, s i r ? The blue book? That's TMBR/Sharp's 

e x h i b i t s . This i s a l e t t e r dated May 1st, 2002, t o 

A r r i n g t o n O i l and Gas and Dale Douglas on Section 25 

concerning the Blue Fin 25 Number 1 w e l l . To your 

knowledge, d i d A r r i n g t o n O i l and Gas make any response t o 

t h a t ? 

A. I do not know. 
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Q. Do you know whether A r r i n g t o n O i l and Gas i s 

going t o put up any money f o r d r i l l i n g the 25 we l l ? 

A. I do not know t h a t . 

Q. Does A r r i n g t o n O i l and Gas have an i n t e r n a l land 

manager? 

A. No, they have a lady t h a t serves as i n t e r n a l 

lease a d m i n i s t r a t i o n and land c o o r d i n a t o r . 

Q. You had no discussions w i t h anyone a t A r r i n g t o n 

O i l and Gas concerning whether they were going t o 

c o n d i t i o n a l l y put up t h e i r money t o d r i l l the Section 25 

wel l ? 

A. No. 

Q. What i s the overhead r a t e t h a t A r r i n g t o n i s 

proposing on t h i s well? 

A. I'm going t o defer t h a t guestion t o our t e c h n i c a l 

personnel. 

MS. RICHARDSON: I don't t h i n k I have anything 

f u r t h e r . Thank you, Mr. Examiner. 

EXAMINER STOGNER: Any r e d i r e c t ? 

MR. HALL: Nothing f u r t h e r , Mr. Examiner. 

EXAMINER STOGNER: Mr. Bruce? 

MR. BRUCE: No questions. 

EXAMINER STOGNER: Mr. Carr? 

MR. CARR: No questions. 

MR. BROOKS: I have a couple. 
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EXAMINATION 

BY MR. BROOKS: 

Q. I'm t r y i n g t o understand, of course, t h i s whole 

p i c t u r e , not j u s t the northeast q u a r t e r , so some of my 

questions may not r e l a t e s p e c i f i c a l l y t o the a p p l i c a t i o n 

t h a t you're t e s t i f y i n g about, and i f you don't know the 

answer, f e e l f r e e t o say you don't know. 

A. Thank you. 

Q. Does David A r r i n g t o n O i l and Gas own an 

i n t e r e s t — Did I c o r r e c t l y understand t h a t David H. 

A r r i n g t o n O i l and gas owns an i n t e r e s t i n the Ocean farmout 

i n the southwest quarter of Section 25? 

A. I t ' s my understanding t h a t there's a v o l u n t a r y 

agreement i n which Ocean has agreed t o assign A r r i n g t o n a 

c e r t a i n percentage of the leasehold t h a t they've acquired 

v i a a farmout. 

Q. Okay. Does t h a t agreement contemplate t h a t Ocean 

w i l l acquire any i n t e r e s t i n the east h a l f ? Because I 

don't see Ocean on your spread anywhere. 

A. I'm so r r y , go back t o — I s i t my understanding 

t h a t A r r i n g t o n would acquire any i n t e r e s t i n the — or 

Ocean would acquire — 

Q. Ocean, yeah. 

A. — any i n t e r e s t i n the east h a l f ? No. 

Q. Okay, so Ocean i s not a p a r t y of i n t e r e s t i n the 
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east h a l f , except i n s o f a r as i t a f f e c t s the — 

A. That's c o r r e c t — 

Q. — of the northeast — 

A. — t o my knowledge, the only i n t e r e s t t h a t Ocean 

has i s i n the southeast quarter. 

Q. Okay. 

A. A r r i n g t o n w i l l have i n t e r e s t i n the southeast 

q u a r t e r and perhaps the west h a l f . 

Q. You have no knowledge of any agreement by which 

Ocean w i l l acquire any of A r r i n g t o n ' s i n t e r e s t i n the east 

h a l f ? 

A. No. 

Q. Okay. Now, going back t o the Stokes Hamilton top 

lease, because I t h i n k I understand the chronology, but I 

want t o get i t a l i t t l e b i t — Now, you were asked about 

the date of the Stokes Hamilton top lease, and you d i d not 

have t h a t i n f o r m a t i o n ; i s t h a t c o r r e c t ? 

A. That's c o r r e c t . I b e l i e v e the e f f e c t i v e date of 

the t op lease i s going t o be June the 7th of 2 002. 

Q. Well, the e f f e c t i v e date would be whenever the 

bottom lease expired? 

A. That's r i g h t , and I don't r e c a l l the date t h a t 

maybe the instrument was a c t u a l l y entered i n t o . 

Q. You don't r e c a l l when i t was signed? 

A. I don't. 
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Q. Okay — 

MS. RICHARDSON: Mr. Brooks, I don't mean t o 

i n t e r r u p t , but i t ' s E x h i b i t 2, the top leases — our 

E x h i b i t 2 i n our blue book. 

MR. BROOKS: I n the blue book? 

MS. RICHARDSON: Yes, s i r . 

MR. BROOKS: Not the blue book of the Uniform 

System of C i t a t i o n . 

MS. RICHARDSON: I t ' s been supplemented now. 

Q. (By Mr. Brooks) So i t was acknowledged, then, on 

A p r i l 4 th of 2001, i f I read c o r r e c t l y ; i s t h a t — 

A. Yes. 

Q. — the r i g h t instrument? 

A. Yes, s i r . 

Q. Okay. Now, the APD, I be l i e v e you t e s t i f i e d , the 

APD f o r the Blue Fin 24 was f i l e d i n November of 2000? 

A. Yes. 

Q. And you d i d n ' t have any knowledge of the s t a t u s 

of t h a t w e l l , you t e s t i f i e d , u n t i l June of 2001? 

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

Q. Which would have been a f t e r the n e g o t i a t i o n of 

the top lease? 

A. That's r i g h t . 

Q. Now, were you monitoring the f i l i n g s i n the 

D i s t r i c t — not D i s t r i c t — the County Clerk's O f f i c e i n 
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Lea County — 

A. Yes. 

Q. — t o see i f there was a u n i t d e s i g n a t i o n f i l e d ? 

A. A b s o l u t e l y , I probably looked as many as a h a l f 

dozen times between December and June. 

Q. That, then, was a matter t h a t A r r i n g t o n was 

v i t a l l y i n t e r e s t e d in? 

A. Very much so. 

Q. And you d i d not f i n d i t ? 

A. No, I b e l i e v e the only time t h a t a d e s i g n a t i o n of 

pooled u n i t was f i l e d by TMBR/Sharp and i t s p a r t n e r s , I 

b e l i e v e , was i n J u l y of year 2 001. 

Q. Okay. And absent a l e g a l l y e f f e c t i v e 

u n i t i z a t i o n , however t h a t might be accomplished under the 

a p p l i c a b l e law, absent the l e g a l l y e f f e c t i v e c r e a t i o n of a 

u n i t , then the TMBR/Sharp Stokes Hamilton lease would have 

exp i r e d i n June of two thousand — 

A. June 7th, 2001. 

Q. Okay. 

A. Given c r e d i t t o the six-month extension. 

Q. Okay. 

A. That again wasn't f i l e d of record u n t i l J u l y , i t 

wasn't f i l e d of record u n t i l a f t e r the six-month — 

Q. But you don't dispute the v a l i d i t y of the s i x -

month extension? 
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A. No, we were made aware by Ms. Hamilton and Ms. 

Stokes t h a t the six-month extension d i d e x i s t — 

Q. So you d i d n ' t — 

A. — and we gave c r e d i t t o t h a t . 

Q. — A r r i n g t o n does not i n any way cl a i m t o be a 

purchaser f o r value w i t h o u t n o t i c e of t h a t extension? 

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

MR. BROOKS: Okay, thank you. I j u s t wanted t o 

c l a r i f y t h a t chronology. 

MS. RICHARDSON: May I ask a few guestions? 

MR. HALL: Go ahead. 

EXAMINER STOGNER: Okay. 

FURTHER EXAMINATION 

BY MS. RICHARDSON: 

Q. You have the — I f y o u ' l l look a t E x h i b i t Number 

1, which are the o r i g i n a l Stokes Hamilton leases, and t u r n 

your a t t e n t i o n t o paragraph 5 — and i t i s a poor copy, and 

I apologize f o r t h a t , but the f i r s t l i n e reads, "Lessee i s 

hereby granted the r i g h t and power, from time t o time, t o 

pool or combine t h i s lease..." Do you see t h a t ? 

A. Yes, I do. 

Q. Okay. And t h a t ' s a t y p i c a l leasehold p r o v i s i o n ? 

A. Yes. 

Q. Okay. Then i t says, "Lessee s h a l l f i l e w r i t t e n 

u n i t d e s i g n a t i o n i n the county i n which the premises are 
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l o c a t e d . . . " Correct? 

A. Yes. 

Q. Okay. You understand t h a t Judge Clingman has 

h e l d t h a t the f i l i n g s by TMBR/Sharp were s u f f i c i e n t t o pool 

the Stokes Hamilton acreage and preserve t h a t lease? 

A. I have been made aware of t h a t . 

Q. Okay. And you've also t e s t i f i e d t h a t you knew 

t h a t TMBR/Sharp had f i l e d a d e d i c a t i o n p l a t i n the OCD i n 

Hobbs? 

A. I have. 

Q. I n November of 2 000? 

A. I have. 

Q. Okay. This lease goes on t o say, "and such u n i t s 

may be designated from t i m e . . . e i t h e r before or a f t e r the 

completion of w e l l s . " Do you see t h a t language? 

A. Yes. 

Q. Okay. Are you aware t h a t TMBR/Sharp al s o , i n 

a d d i t i o n t o the OCD f i l i n g , f i l e d a u n i t d e s i g n a t i o n i n the 

County Clerk's records? 

A. I n J u l y , I b e l i e v e i t was. 

Q. Right, 2 001. Correct? 

A. Yes. 

Q. Okay. And A r r i n g t o n , I guess, r e s p e c t f u l l y 

disagrees w i t h Judge Clingman about h i s order? 

A. That's c o r r e c t . 
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Q. But nevertheless, A r r i n g t o n O i l and Gas 

understands t h a t a t t h i s time the Court has r u l e d t h a t the 

top leases are not v a l i d and TMBR/Sharp's leases are v a l i d ? 

A. Yes. 

Q. And you are also aware t h a t TMBR/Sharp was 

granted a permit t o d r i l l the Blue Fin Section 2 5 Number 1 

w e l l by the OCC? 

A. Yes. 

Q. Okay. And you — A r r i n g t o n O i l and Gas i s not 

here suggesting t o the Commission t h a t TMBR/Sharp d i d 

anything wrong by spudding the Section 2 5 w e l l ? 

A. Okay. 

Q. I s t h a t true? 

A. Yes. 

Q. Are you aware of leases t h a t sometimes say i n 

order t o pool you have t o record a p o o l i n g d e s i g n a t i o n , as 

opposed t o f i l e ? 

A. I have not seen the word "record". I've seen 

" f i l e " . 

MR. BROOKS: I f I may i n t e r r u p t , i f these 

questions are p r e c i p i t a t e d by my que s t i o n i n g , I would 

simply say t h a t , because I would l i k e t o get t h i s 

proceeding over as soon as possi b l e — 

MS. RICHARDSON: Sure. 

MR. BROOKS: — I would simply say t h a t I'm aware 
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of Judge Clingman's r u l i n g s . I was j u s t t r y i n g t o get 

the — and I don't — you know, w h i l e I might have r u l e d 

d i f f e r e n t l y i f I had been the judge, I'm aware also t h a t 

I'm no longer a d i s t r i c t judge. So I t h i n k t h a t i f we're 

t a l k i n g about the f a c t s , the chronology, t h a t was what I 

was t r y i n g t o get s t r a i g h t — 

MS. RICHARDSON: Surely, sure. 

MR. BROOKS: — but i f we're t a l k i n g about 

whether or not there's a question about Judge Clingman's 

r u l i n g s and what people's various arguments may be, I don't 

t h i n k t h a t ' s r e a l l y before t h i s body t o be considered — 

MS. RICHARDSON: Yes, s i r — 

MR. BROOKS: — so I — 

MS. RICHARDSON: — and t h a t ' s f i n e , t h a t — 

MR. BROOKS: — t h i n k t h a t ' s i r r e l e v a n t . 

MS. RICHARDSON: — t h a t w i l l conclude my 

que s t i o n i n g . Thank you. 

EXAMINER STOGNER: Redirect? 

REDIRECT EXAMINATION 

BY MR. HALL: 

Q. Yes, Mr. D i f f e e , I don't i n t e n d t o get i n t o the 

events t h a t t r a n s p i r e d w i t h respect t o the east h a l f of 

Section 2 5 except t o t h i s extent, because of an answer you 

gave t o one of Mr. Brooks' questions. I b e l i e v e you 

t e s t i f i e d t h a t Ocean Energy had i n t e r e s t s i n the southeast 
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q u a r t e r of Section 25. Did you mean the southwest quarter? 

A. I d i d mean the southwest, I'm s o r r y . They have 

i n t e r e s t i n the southwest quarter and nothing i n the east 

h a l f . 

MR. HALL: A l l r i g h t . That's a l l , Mr. Examiner. 

EXAMINER STOGNER: Other questions of t h i s 

witness? 

You may be excused. 

Let's take about a ten-minute recess a t t h i s 

time. 

(Thereupon, a recess was taken a t 9:38 a.m.) 

(The f o l l o w i n g proceedings had a t 9:55 a.m.) 

EXAMINER STOGNER: This hearing w i l l come t o 

order. 

Mr. Hall? 

MR. HALL: At t h i s time, Mr. Examiner, we would 

c a l l B i l l Baker t o the stand. 

BILL BAKER, JR.. 

the witness h e r e i n , a f t e r having been f i r s t d uly 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. HALL: 

Q. Mr. Baker, i f you would, please, s t a t e your f u l l 

name and place of residence. 

A. B i l l Baker, J r . , i n Midland, Texas. 
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Q. And by whom are you employed and i n what 

capacity? 

A. David H. A r r i n g t o n O i l and Gas, Inc. I'm 

e x p l o r a t i o n manager. 

Q. And what i s your p a r t i c u l a r e x p e r t i s e , s i r ? 

A. Geology or — Yeah, e x p l o r a t i o n . 

Q. A l l r i g h t . And you've p r e v i o u s l y t e s t i f i e d 

before the D i v i s i o n and had your c r e d e n t i a l s accepted as a 

matter of record? 

A. Yes, s i r . 

Q. You're f a m i l i a r w i t h the A p p l i c a t i o n t h a t ' s been 

f i l e d i n t h i s case — 

A. Yes. 

Q. — and the lands t h a t are the su b j e c t of the 

Ap p l i c a t i o n ? 

A. Yes, s i r . 

Q. You need t o i n d i c a t e f o r the record — 

A. Yes, I'm sorr y . 

MR. HALL: At t h i s time, Mr. Examiner, we'd o f f e r 

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

EXAMINER STOGNER: Any objection? 

MR. KELLAHIN: No. 

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

Q. (By Mr. H a l l ) I f you would, Mr. Baker, provide 

the Hearing Examiner w i t h an overview of the geology of the 
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Atoka, Morrow and M i s s i s s i p p i a n formations i n t h i s 

p a r t i c u l a r area. 

A. Okay. Mr. Examiner, f i r s t of I ' d l i k e t o s t a t e 

t h a t I'm going t o have th r e e e x h i b i t s today. A l l of these 

e x h i b i t s were prepared u t i l i z i n g subsurface w e l l c o n t r o l , 

b a s i c a l l y e l e c t r i c logs. 

The f i r s t e x h i b i t t h a t I would l i k e t o go over i s 

E x h i b i t Number 6, and t h i s i s a s t r u c t u r e map on the top of 

the Morrow limestone, which i s a r e g i o n a l marker out i n 

here, p r e t t y w e l l defined everywhere. 

What t h i s map b a s i c a l l y shows i s two northwest-

southeast-trending s t r u c t u r a l f e a t u r e s . One i s known as 

the Shoe Bar f i e l d . There's Shoe Bar r i d g e t h a t heads on 

up towards the northeast — or, excuse me, the North Shoe 

Bar f i e l d . And then over on the east side of the map we 

have the East Shoe Bar f i e l d . 

Our proposed l o c a t i o n f o r the Glass Eyed Midge 

w e l l w i l l be located on the northwest p o r t i o n of the East 

Shoe Bar s t r u c t u r e . We are going t o be k i n d of up on top 

of t he s t r u c t u r e or s t r u c t u r a l r i d g e . 

You should note on here t h a t I have c r o s s - s e c t i o n 

A-A'. I t goes from northwest t o southeast. And what I ' d 

l i k e t o do a t t h i s p a r t i c u l a r time i s move t o i t and show 

you the primary t a r g e t i n which we w i l l be going. 

Q. For the record, t h a t ' s E x h i b i t 7? 
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A. Yes, s i r . 

Q. Go ahead. 

A. E x h i b i t 7 i s a t h r e e - w e l l c r o s s - s e c t i o n . And i f 

I might s t a r t on the l e f t - h a n d side and go through these 

w e l l s . As I've mentioned, our primary t a r g e t i s here. 

I t ' s what I c a l l the lower Atoka Brunson sand. The Brunson 

i s simply a l o c a l name, and i t was developed by Yates 

Petroleum, a c t u a l l y , when they d r i l l e d a w e l l up i n Section 

10 c a l l e d the Brunson w e l l . I b e l i e v e Mr. Mazzullo 

designated i t as j u s t a lower Atoka c l a s t i c system, but I'm 

t a r g e t i n g t h a t p a r t i c u l a r pay horizon, the lower Atoka 

Brunson i n t e r v a l . 

The lower Atoka Brunson i n t e r v a l i s a very 

p r o l i f i c sand t h a t i s produced across m u l t i p l e townships i n 

t h i s area. I t ' s an o l d producing horizon. This h o r i z o n 

h i s t o r i c a l l y has produced — the average out here i s 5.5 

BCF and 120,000 b a r r e l s of condensate. 

So i t ' s a very, very p r o l i f i c r e s e r v o i r when you 

get one t h a t doesn't show any type of d e p l e t i o n and has the 

proper r e s e r v o i r parameters. And t h a t i s one of the 

reasons t h a t i t ' s a primary t a r g e t f o r us out here. 

Now, what I ' d l i k e t o do, once again, s t a r t on 

the l e f t - h a n d side of the cro s s - s e c t i o n , and the f i r s t w e l l 

I ' d l i k e t o show you i s the David H. A r r i n g t o n O i l and Gas 

Mayfly 14 State Com Number 1, and t h i s w e l l was d r i l l e d 
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back i n l a t e 1998, e a r l y 1999, and i t i s an Atoka Brunson 

producer. As i n d i c a t e d , the p e r f o r a t e d i n t e r v a l r i g h t here 

i s 11,884 t o 11,910. This w e l l has c u r r e n t l y cum'd about 

1.2 BCF and 2 0,000 b a r r e l s of o i l , and i t ' s c u r r e n t l y 

producing a t a r a t e of 1.4 m i l l i o n cubic f e e t of gas per 

day. 

Moving on t o the r i g h t , you w i l l encounter the 

Mesa Petroleum Monsanto State Number 1 w e l l . This was one 

of the e a r l y w e l l s d r i l l e d over on t h i s k i n d of eastern 

p a r t of Township 16-35. This w e l l was d r i l l e d i n 1975. 

Now here, e a r l y on, they noted the p e r f o r a t i o n s 

as being, quote, unquote, the Morrow. And I t h i n k a t t h a t 

p a r t i c u l a r time i t was everybody's impression t h a t t h i s was 

a Morrow sand, because I t h i n k they thought the f i r s t 

limestone out from under t h i s was the M i s s i s s i p p i a n . 

Subsequent d r i l l i n g i n t h i s area by w e l l s going 

deeper, we have come t o f i n d out t h a t t h a t was not the 

M i s s i s s i p p i a n , t h a t i s the top of the Morrow, which ends up 

making t h i s a c t u a l l y an Atoka i n t e r v a l , not the Morrow. 

But anyway, t h i s w e l l was completed i n the Atoka 

Brunson f o r 1.9 m i l l i o n cubic f e e t of gas per day. I t ' s 

c u r r e n t l y cum'd 4.2 BCF and 90,000 b a r r e l s of o i l and i s 

c u r r e n t l y producing a t a r a t e of 2 00 MCF per day. 

You continue on t o the r i g h t on t h i s cross-

s e c t i o n , and y o u ' l l come t o our proposed l o c a t i o n f o r the 
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Glass Eyed Midge 2 5 Number 1. I t 1 s my i n t e r p r e t a t i o n t h a t 

we w i l l be s t r u c t u r a l l y high t o both the two previous 

w e l l s , and I ' l l show you i n the next e x h i b i t t h a t we 

a n t i c i p a t e encountering probably between 15 t o 20 f e e t of 

the Atoka Brunson pay i n t e r v a l . 

What makes t h i s prospect even more a t t r a c t i v e i s 

the l a s t w e l l on the cross-section, and t h i s i s the Jake L. 

Hamon w e l l , located i n Section 3 3 of 16-3 6, and t h i s i s on 

t o the southeast. And b a s i c a l l y what t h i s does i s extends 

t h i s lower Atoka Brunson i n t e r v a l , t h a t i t does run i n t h i s 

northwest-southeast o r i e n t a t i o n . 

Now, t h i s w e l l was completed i n 1984. Once 

again, they c a l l e d i t Morrow, 11,719 t o 11,727. They 

CAOF'd i t a t 680 MCF per day. I t ' s c u r r e n t l y made .48 BCF 

and 13,000 b a r r e l s of condensate and i s producing a t a r a t e 

of 4 0 MCF per day. 

And w i t h t h a t what I ' d l i k e t o do i s go t o the 

f i n a l e x h i b i t t h a t I have, which i s the isopach map. 

Q. And t h a t ' s E x h i b i t 8? 

A. Yes. E x h i b i t 8 i s a net i n t e r v a l isopach of the 

Atoka Brunson i n t e r v a l across t h i s p a r t i c u l a r p o r t i o n of 

16-35 out here. I'm i n t e r p r e t i n g these t o be re-worked 

f l u v i a l sandstones, probably reworked i n some s o r t of a 

b a r r i e r - b a r - t y p e system. 

I f y o u ' l l look at the l o g character on the cross-
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s e c t i o n , y o u ' l l see t h a t i t has a coarsening upwards-tight 

appearance, which i s i n d i c a t i v e of a b a r r i e r bar system. 

What you see here i s t h a t i t ' s p r e t t y much, once again, i n 

a north-northwest/south-southeast o r i e n t a t i o n . I t ' s my 

b e l i e f t h a t there's probably a s e r i e s of these reworked 

b a r r i e r - b a r systems i n here. But our proposed Glass Eyed 

Midge w e l l should be d i r e c t l y on s t r i k e w i t h the w e l l s 

coming out of 14 and headed down towards the w e l l i n 

Section 30. We should encounter approximately 15 t o 20 

f e e t of the Atoka Brunson i n t e r v a l . 

Q. Refer back b r i e f l y t o your E x h i b i t 6. 

A. Yes, s i r . 

Q. You've been present through the testimony of a l l 

the geologic witnesses here f o r the l a s t two days. I s i t 

accurate t o say t h a t everybody i s i n agreement t h a t a l l of 

the l e g i t i m a t e Morrow development t a r g e t s anyway are i n the 

west h a l f of Section 25? 

A. Yes, s i r , I should s t a t e t h a t I agree w i t h the 

geology t h a t has been put on by both TMBR/Sharp and Ocean 

t h a t the p r i n c i p a l place, the p r i n c i p a l s t r u c t u r a l and 

p r o s p e c t i v e area f o r a Morrow t a r g e t would be centered i n 

the west h a l f of Section 25. 

The c l e a r c u t s t r u c t u r a l low, the a x i s of t h e low 

i n between these two f e a t u r e s , i s s i t u a t e d across, you 

know, k i n d of the southwest quarter of 24, the southeast 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

389 

q u a r t e r of 23 and then most of the west h a l f of 25. 

Q. A l l r i g h t . I s n ' t i t also accurate t o say t h a t 

i t ' s A r r i n g t o n ' s proposed w e l l f o r the Brunson Atoka sand 

t h a t presents the only l e g i t i m a t e stand-alone d i s c r e t e 

development t a r g e t i n the east h a l f of Section 2 5? 

A. Yes, s i r , and once again, because of the nature 

of how f a s t we're r a p i d l y coming up on the east Shoe Bar 

s t r u c t u r e , i t ' s my opinion t h a t the Morrow here i s not 

going t o be a t a r g e t . I don't a n t i c i p a t e seeing any type 

of Morrow sands over here. 

Q. Okay. 

A. Or, should I say, Chester-Austin c l a s t i c system 

which Mr. Mazzullo and Ocean al l u d e d t o . 

Q. And you're not t a r g e t i n g t h a t ? 

A. No, s i r , we are not t a r g e t i n g t h a t . 

Q. A l l r i g h t , g e o l o g i c a l l y , what w e l l l o c a t i o n would 

be best s u i t e d t o develop the i n t e r v a l t a r g e t e d by 

A r r i n g t o n , the Glass Eyed Midge 2 5-1 w e l l i n the east h a l f ? 

A. Right now i t would be i n t h a t northeast q u a r t e r 

of the s e c t i o n . Obviously, t h a t ' s the proposed best, 

t h i c k e s t p a r t of the apparent Atoka isopach. 

Q. And TMBR/Sharp's Blue F i n 2 5-1 w e l l i s n ' t even a 

contender t o produce those same hydrocarbons, i s i t ? 

A. No, s i r , t h e i r Blue Fin 24 w e l l p r e t t y w e l l broke 

these b a r r i e r bar systems i n what I b e l i e v e i s two 
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s t r a t i g r a p h i c or three s t r a t i g r a p h i c b a r r i e r bar systems, 

and the system t h a t we're going t o be t e s t i n g i n the east 

h a l f of the s e c t i o n w i l l not be a f f e c t e d by anything t h a t ' s 

d r i l l e d i n the west h a l f . I f they f i n d Atoka Brunson i n 

Section 25 down t h e r e , i t i n no way w i l l d r a i n the 

northeast or the east h a l f of t h i s s e c t i o n , based on t h i s 

i n t e r p r e t a t i o n . 

Q. A l l r i g h t . Should the D i v i s i o n grant 

TMBR/Sharp's proposal t o create a laydown u n i t i n the n o r t h 

h a l f of the s e c t i o n , w i l l A r r i n g t o n d r i l l t o i t s t a r g e t 

i n t e r v a l a t a w e l l l o c a t i o n from the southeast quarter? 

A. Well, a t t h i s p a r t i c u l a r time, w i t h o u t some 

a d d i t i o n a l w e l l c o n t r o l up there i n t h a t northeast q u a r t e r , 

no, s i r , I don't t h i n k we would probably d r i l l t h a t 

southeast q u a r t e r . I t i s more r i s k y l o c a t i o n . 

Q. Just based on what we have — 

A. Yes. 

Q. — i n f r o n t of us today? 

A. Correct. 

Q. So the r e i s some chance the east h a l f wouldn't be 

developed a t a l l ? 

A. Yes, s i r , there's a good chance the east h a l f 

would not be developed. 

Q. Should TMBR/Sharp get i t s n o r t h - h a l f laydown 

u n i t , w i l l i t be necessary f o r the owners i n the southwest 
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q u a r t e r of 25 t o d r i l l the w e l l t o t h a t same i n t e r v a l t o 

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

A. Yes, s i r . 

Q. I n your op i n i o n , does the geology i n d i c a t e t h a t 

Section 25 i s best developed w i t h two w e l l s on standup 320-

acre u n i t s ? 

A. Yes, s i r , i t does. And t h i s i s k i n d of supported 

by a very i n t e r e s t i n g t h i n g t h a t popped out t o me when I 

was working here, and what I ' d l i k e t o do i s look a t 

E x h i b i t 8 here, and w i t h the exception of Section 2 5 I have 

o u t l i n e d approved OCD p r o r a t i o n u n i t s on here. And these 

p r o r a t i o n u n i t s are by four independent companies out here, 

and t h a t ' s Yates Petroleum, Chesapeake, A r r i n g t o n , and 

a c t u a l l y two of them are TMBR/Sharp's. And c o i n c i d e n t a l l y , 

they a l l appear t o be north-south — or excuse me, east-

west-type o r i e n t a t e d u n i t s , i s what they are. 

What t h a t suggests t o me, one of the t h i n g s t h a t 

we always look a t when c r e a t i n g a spacing u n i t or how the 

u n i t o r i e n t a t i o n be done i s geology. And I t h i n k most of 

the companies out here, the f i r s t t h i n g t h e y ' l l consider i s 

geology. So t h i s would suggest t o me — t h i s p a t t e r n would 

suggest t o me t h a t everybody believes t h a t t he g e o l o g i c a l 

o r i e n t a t i o n here i s best s u i t e d t o the e a s t - h a l f versus 

west-half p r o r a t i o n u n i t s . 

Q. So l e t me make sure I understood what you j u s t 
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s a i d . I s the predominant spacing development p a t t e r n i n 

t h i s area on standups — 

A. Yes, they're on standup u n i t s , t h a t ' s what has 

appeared t o happen f o r the l a s t however many years — 

Q. Okay. 

A. — through a l l these d i f f e r e n t companies. 

Q. And t h a t ' s shown by your E x h i b i t 8? 

A. Yes, s i r . 

Q. I wonder i f you'd be w i l l i n g t o opine on Mr. 

Mazzullo's conclusions t h a t the s o - c a l l e d low bowls i n the 

Chester appear t o be i n four-way closure. Do you have any 

view on t h a t ? 

A. Well, I t h i n k — you know, Mr. Mazzullo's 

p r e s e n t a t i o n , I agreed w i t h e v e r y t h i n g w i t h the exception 

of the sands being confined s t r i c t l y t o the bowls. I 

b e l i e v e t h a t the graben systems i s the p r e f e r e n t i a l area i n 

which the eroded m a t e r i a l from the Chester i s deposited. 

But from a l o t of extensive work t h a t we have 

done — and we've been involved i n , gosh, 10 t o 15 w e l l s i n 

t h i s p a r t i c u l a r — what I c a l l the t r e n c h and/or graben 

p l a y , most of t h i s s t u f f i s t o the n o r t h of us. We have 

not seen t h a t these t h i n g s are confined s t r i c t l y t o the 

bowls. 

Q. A l l r i g h t . 

A. Granted the bowls may — or — I hate t o c a l l 
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them bowls — the lowest p a r t can c o n t a i n the t h i c k e s t p a r t 

of the sand i n t e r v a l , but t h a t doesn't mean t h a t — outside 

t h a t you don't have sand. 

Q. A l l r i g h t . Mr. Baker, i n your o p i n i o n i s t h e r e a 

geologic r i s k t h a t the Glass Eyed Midge 25-1 w e l l won't be 

completed as a commercially successful well? 

A. Well, yes, s i r . I b e l i e v e — you know, t h e r e are 

several w e l l s around us t h a t were dry holes, t h a t d i d n ' t 

get the Brunson. So t h a t ' s always a r i s k , and I b e l i e v e 

i t ' s a r i s k here, t h a t we could have a noncommercial or a 

dry hole, yes, s i r . 

Q. And you're seeking the 2 00-percent r i s k 

p e n a l t y — 

A. Yes, s i r , the maximum, yes, s i r . 

Q. -- f o r t h a t reason? 

A. Yes, s i r . 

Q. I n your o p i n i o n , Mr. Baker, w i l l g r a n t i n g 

A r r i n g t o n ' s A p p l i c a t i o n be i n the i n t e r e s t of conservation, 

the p r e v e n t i o n of waste and p r o t e c t i o n of c o r r e l a t i v e 

r i g h t s ? 

A. Yes, s i r , i t w i l l . 

Q. And w i l l i t also avoid the d r i l l i n g of 

unnecessary wells? 

A. Yes, s i r , we bel i e v e so. 

Q. Were E x h i b i t s 6 through 8 prepared by you or a t 
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your d i r e c t i o n ? 

A. Yes, s i r , they were. 

MR. HALL: That concludes our d i r e c t of the 

witness. We move the admission of E x h i b i t s 6 through 8. 

EXAMINER STOGNER: Any obje c t i o n ? 

MR. KELLAHIN: No. 

EXAMINER STOGNER: E x h i b i t s 6, 7 and 8 w i l l be 

admitted i n t o evidence a t t h i s time. Thank you, Mr. H a l l . 

Mr. Kellahin? 

MR. KELLAHIN: Thank you, Mr. Examiner. 

CROSS-EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Baker, where are your maps on the Chester? 

A. I d i d n ' t submit any maps on the Chester. 

Q. Why not? 

A. I t was not prospective a t my proposed l o c a t i o n . 

Q. I s n ' t t h a t an issue i n the whole section? 

A. I t ' s not an issue f o r the east h a l f from my 

fo r c e - p o o l i n g cases. 

Q. How about i n the west h a l f ? 

A. Yes, s i r , but I was not t e s t i f y i n g as t o the west 

h a l f . 

Q. Have you prepared any Chester maps f o r Section 

25? 

A. Well, f i r s t o f f , I would l i k e t o c l a r i f y t h a t 
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what I consider what they c a l l the Chester, I c l a s s i f y as, 

quote, unquote, the A u s t i n Morrow. I have a d i f f e r e n t 

nomenclature f o r i t . But yes, s i r , I have conducted 

independent studies of t h a t c l a s t i c system. 

Q. So w i t h your e x p e r t i s e i n t h i s area, you're not 

prepared t h i s morning t o a i d us i n your understanding of 

the Chester by g i v i n g us any maps? 

A. I d i d not b r i n g any e x h i b i t s t o show, no, s i r . 

Q. A l l r i g h t , s i r . Let's look a t E x h i b i t Number 6. 

Does David H. A r r i n g t o n have 3-D seismic data? 

A. Yes, s i r , we do. 

Q. When d i d you acquire i t and from whom? 

A. We shot i t , i t ' s p r o p r i e t a r y data t h a t we shot, 

and i t was shot i n l a t e — probably October, November of 

2001. Or excuse me, 2000. 

Q. October of 2000? 

A. Of 2000. 

Q. Okay. Do you have any other seismic data? 

A. Not i n t h i s immediate area, no, s i r . We have 

s u b s t a n t i a l seismic data across the Lovington area. 

Q. The October, 2 000, seismic data covers what area? 

A. A f a i r l y l a r g e , extensive area t h a t goes t o the 

west and both t o the east and s l i g h t l y a b i t t o the south 

t o o . 

Q. Let's look a t our Big Tuna area, the fo u r 
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se c t i o n s , using TMBR/Sharp's nomenclature. I n 23, d i d you 

have any seismic data i n October of 2000? 

A. We were shooting t h a t i n October. We d i d not 

have the data i n hand u n t i l e a r l y January, 2001. 

Q. I'm j u s t t a l k i n g about t h a t data s e t . 

A. Yes, s i r . 

Q. Did t h a t data set include any p o r t i o n of Section 

23? 

A. Yes, s i r i t d i d . 23? 

Q. Yes, s i r . 

A. Yes, s i r . 

Q. Move over i n t o Section 24. Does t h a t shoot or 

t h a t data set include anything i n 2 4? 

A. Only about the bottom — a l i t t l e more than the 

bottom 80 acres. Our northern u n i t of our shoot i s j u s t 

n o r t h of the Blue Fin w e l l . 

Q. I t stops where? 

A. Just n o r t h of the Blue Fin w e l l . 

Q. At what p o i n t i n the section? Would i t i n c l u d e 

any p o r t i o n of the southwest quarter of 24? 

A. Yes, s i r , about the south h a l f of the southwest 

q u a r t e r . 

Q. The south h a l f of the southwest quarter? 

A. The south h a l f — w e l l , yes, s i r , the south h a l f 

of the southwest quarter. I t ' s b a s i c a l l y t a i l , i s what i t 
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was. 

Q. Okay. Does i t include any p o r t i o n of the n o r t h 

h a l f of the southwest quarter of 24? 

A. No, s i r . 

Q. Okay, so you j u s t have the south 80 out of the 

southwest quarter of 24? 

A. P r e t t y close, yes, s i r . 

Q. When we go down i n t o 25, what p o r t i o n of t h a t 

shoot includes Section 24 — I'm s o r r y , 25? 

A. A l l of i t . 

Q. You have covered a l l of 25, both the west h a l f 

and the east h a l f of 2 5? 

A. Yes, s i r . 

Q. How about i n 2 6? Does i t cover any p o r t i o n of 

Section 26? 

A. A l l of i t . 

Q. Did you have access t o any other seismic 3-D 

data, other than t h i s October shoot? 

A. No, s i r . 

Q. Nothing else? 

A. No, s i r . 

Q. You d i d n ' t have or d i d not u t i l i z e any of the 

Chesapeake data t h a t — 

A. No, s i r . 

Q. — was u t i l i z e d by TMBR/Sharp? 
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A. No, s i r , we c e r t a i n l y do not. 

Q. When I look a t t h i s amplitude map, t o what extent 

have you u t i l i z e d seismic data t o make t h i s i n t e r p r e t a t i o n ? 

A. Excuse me, you said amplitude map? 

Q. Yeah, i t says --

A. A t t r i b u t e map? 

Q. A t t r i b u t e --

A. The s t r u c t u r e map. 

Q. A l l r i g h t , the s t r u c t u r e map, i s t h e r e any 

seismic data i n t e g r a t e d i n t o t h a t map? 

A. No, s i r . I t ' s a l l subsurface. 

Q. A l l r i g h t , I'm j u s t t r y i n g t o make sure what you 

used. 

When I look a t the s t r u c t u r e , and I'm l o o k i n g a t 

Section 2 5 — 

A. Yes, s i r . 

Q. — do you at t a c h any s i g n i f i c a n c e t h a t t he 

d r i l l i n g w e l l i n Section 25 i s w i t h i n the 8300 contour l i n e 

of t h a t s t r u c t u r e ? 

A. Well, I mean, I t h i n k j u s t simple subsurface 

c o n t r o l i n d i c a t e s t h a t t h a t ' s the bottom p a r t of the low i n 

between the two s t r u c t u r e s . 

Q. A l l r i g h t , so I'm loo k i n g a t a s t r u c t u r a l 

i n t e r p r e t a t i o n t h a t shows t h a t ' s the bottom of the low? 

A. Well, I mean j u s t using contours — I mean, we 
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d i d n ' t use any type of seismic t o get t o t h a t subsea depth, 

i f t h a t ' s where you're headed. 

Q. A l l r i g h t . I'm j u s t — 

A. Okay. 

Q. — t r y i n g t o f o r g e t my English l i t e r a t u r e degree 

and t r y i n g t o look a t t h i s map. 

A. Uh-huh. 

Q. I'm lo o k i n g at a low — 

A. Uh-huh. 

Q. — and i f I am low i n the Morrow — 

A. Uh-huh. 

Q. — i n Section 23 — 25 — 

A. Uh-huh. 

Q. — the lowest p o i n t under your i n t e r p r e t a t i o n i s 

below the 8300 contour l i n e ? 

A. Yes, s i r . 

Q. That gives me the lowest point? 

A. Uh-huh. 

Q. How have you defined the s i z e , shape and l o c a t i o n 

of t h a t low? What's the c o n t r o l p o i n t s t h a t a l l o w you t o 

do t h a t ? 

A. Well, I t h i n k you can j u s t look a t the subsurface 

geology out here and see how both the two s t r u c t u r e s — the 

Shoe Bar s t r u c t u r e i s plunging o f f t o the east, the east 

Shoe Bar s t r u c t u r e i s plunging o f f t o the west, the 
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TMBR/Sharp w e l l t h e r e i s the lowest known w e l l out t h e r e i n 

between these two features a t a subsurface depth of minus 

8212. And so you j u s t use contour p a t t e r n s and say, w e l l , 

e v e r y t h i n g looks l i k e i t ' s j u s t heading down i n t o a low 

t h e r e i n 25. 

Q. A l l r i g h t . There i s no adjacent w e l l - c o n t r o l 

data t o help you def i n e the size and the shape of t h a t low, 

r i g h t ? 

A. No, s i r . No, s i r . Huh-uh. 

Q. I s i t appropriate e x p l o r a t i o n s t r a t e g y t o t r y t o 

access the Morrow i n t h i s area by d r i l l i n g a low? 

A. Yes. 

Q. Okay. 

A. Uh-huh. 

Q. And i f I'm going t o d r i l l a low and I'm l o o k i n g 

a t Section 25 — 

A. Uh-huh. 

Q. — i t looks t o me, i f t h a t ' s my c r i t e r i a — 

A. Uh-huh. 

Q. — I have t h a t o p p o r t u n i t y i n the northwest 

q u a r t e r of Section 25. 

A. Yes, s i r . 

Q. And I also have t h a t o p p o r t u n i t y i n the southwest 

q u a r t e r of 2 5? 

A. You sure do, yes, s i r . 
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Q. And when we rank the r e s t of the q u a r t e r 

s e c t i o n s , how would you rank the east h a l f of 25 i n terms 

of the best o p p o r t u n i t y i n the Morrow? 

A. The northeast quarter has almost no p o t e n t i a l 

whatsoever. The southeast quarter would have very minimal, 

minimal Morrow p o t e n t i a l . 

Q. Have you prepared an isopach i n a s s o c i a t i o n w i t h 

the Morrow? 

A. Yes, s i r . Not here, no, I d i d n ' t b r i n g one. 

Q. Oh, you d i d n ' t b r i n g one? 

A. No, because i t doesn't a f f e c t my case i n the east 

h a l f . 

Q. Well, i f you're t a r g e t i n g the Morrow i n the 

northeast guarter of the Section, what i s your s t r a t e g y f o r 

t h a t w e l l l o c a t i o n i n the Morrow? 

A. I'm not t a r g e t i n g the Morrow, I'm t a r g e t i n g the 

lower Atoka Brunson — 

Q. No — 

A. — i n the northeast q u a r t e r . 

Q. — I'm lo o k i n g at your w e l l symbol i n the 

northeast quarter of 25 — 

A. Yes, s i r . 

Q. — and I'm lo o k i n g a t the legend. I t says i t ' s a 

s t r u c t u r e map of the top of the Morrow lime. 

A. Uh-huh. 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

402 

Q. Are you t e l l i n g me there i s no o p p o r t u n i t y f o r 

you a t t h i s l o c a t i o n f o r Morrow production? 

A. Not f o r Morrow production, no, s i r . 

Q. Okay. The best o p p o r t u n i t y t o do t h a t remains 

the two quar t e r sections I've j u s t described? 

A. Which two were those? 

Q. The northwest quarter and the southwest 

q u a r t e r — 

A. Yes, s i r . 

Q. — of 25? 

A. Correct. 

Q. And t h a t can be accessed i f the spacing u n i t s are 

laydown spacing u n i t s ? 

A. I t could be, but t h a t ' s not the p r e f e r e n t i a l way 

i t should be done. 

Q. I'm t r y i n g t o say t h a t you could subdivide t h a t 

f e a t u r e and have a n o r t h - h a l f spacing u n i t and a sou t h - h a l f 

spacing u n i t ? 

A. You could, but t h a t ' s not the p r e f e r e n t i a l way, 

once again. 

Q. Okay. Do you have a seismic p r e s e n t a t i o n t o make 

on any of these features i n Section 25 today? 

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

Q. When I look a t the cr o s s - s e c t i o n — 

A. Uh-huh. 
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Q. — l e t ' s s t a r t i n A' — 

A. Okay. 

Q. — a t the Jake Hamon w e l l . 

A. Uh-huh. 

Q. Did t h a t produce i n the Morrow? 

A. That's what they c a l l i t , yes, s i r . 

Q. I see by the color-coding and where you loc a t e d 

the p e r f o r a t i o n , t h a t you have located i t i n what we've 

ch a r a c t e r i z e d as the Brunson sand of the lower Atoka? 

A. Yes, s i r . 

Q. The caption below t h a t w e l l says December of 

1984, and i t c a l l s i t Morrow p e r f o r a t i o n s ? 

A. Yes, s i r , but I t h i n k they were wrong i n t h e i r 

c l a s s i f i c a t i o n . I t h i n k subsurface w e l l c o n t r o l out here 

now w i l l c l e a r l y show t h a t ' s an Atoka producer. 

Q. A l l r i g h t , I'm j u s t t r y i n g t o understand the 

d i f f e r e n c e . 

A. Correct, r i g h t . 

Q. So you're lo o k i n g on t h i s c r o s s - s e c t i o n f o r the 

Brunson sand — 

A. Yes, s i r . 

Q. — you f i n d i t i n the Hamon w e l l --

A. Yes, s i r . 

Q. — and t h a t w e l l i s i n the southeast q u a r t e r 

s e c t i o n of 30? 
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A. Yes, s i r . 

Q. And the next c o n t r o l p o i n t we have f o r your 

a n a l y s i s i s the Mesa Petroleum well? 

A. Yes, s i r . 

Q. Where's t h a t well? 

A. That w e l l i s located i n the southwest q u a r t e r of 

Section 14. 

Q. We have t o go almost two miles t o get t o t h a t 

c o n t r o l p o i n t ? 

A. Yes, s i r . And i t ' s amazing t h a t they s t i l l 

c o r r e l a t e as w e l l as they do t h a t f a r away. 

Q. You can c o r r e l a t e p o t e n t i a l hydrocarbon-

c o n t a i n i n g p o r t i o n s of a r e s e r v o i r t h a t may be g e o l o g i c a l l y 

separated, r i g h t ? 

A. A bsolutely. 

Q. Have you attempted t o i n t e g r a t e any of the 

f a u l t i n g t h a t i s known i n t h i s area? 

A. I have not seen any Atoka f a u l t i n g t h a t would 

a f f e c t t h i s p a r t i c u l a r d r i l l s i t e , no, s i r , I haven't seen 

anything t h a t would a f f e c t i t . 

Q. Do you subscribe t o Mr. Mazzullo's hypothesis 

t h a t you can have a lower Chester bowl t h a t i s 

discontinuous from the next associated bowl? 

A. Not w i t h o u t some type of f a u l t i n g . 

Q. Okay. Have you reached any conclusion w i t h 
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regards t o the Chester p o t e n t i a l i n the east h a l f of 

Section 25? 

A. Yes, s i r . 

Q. And what 1s that? 

A. I don't t h i n k t here i s any. 

Q. A l l r i g h t . So you disagree w i t h both the Ocean 

g e o l o g i s t and w i t h Mr. Mazzullo about where each of those 

have drawn the Chester pods s p i l l i n g over and extending 

i n t o the southeast quarter of t h a t section? 

A. Well, okay, i f you're going t o address — I 

thought you were t a l k i n g about a t my s p e c i f i c l o c a t i o n . 

Q. I'm t a l k i n g about — 

A. Okay. 

Q. — your o p t i o n of the f a c t t h a t you thought t h e i r 

testimony was acceptable t o you — 

A. I t i s . 

Q. - - a s an expert. 

A. I t i s . 

Q. And so when I look a t these maps — 

A. Right. 

Q. — both the TMBR/Sharp map and the Ocean map, you 

do not disagree w i t h t h e i r conclusion t h a t the Chester 

s p i l l s over i n t o the southeast q u a r t e r of Section — 

A. The southeast quarter could c o n t a i n maybe 10 or 

15 percent of the Morrow s e c t i o n over t h e r e . That's a 
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guess. 

Q. And t h a t w i l l be captured i n which way? 

A. Well, b a s i c a l l y the way we would probably attempt 

t o capture i t i s , you would independently determine i f 

t h a t ' s an economic d r i l l s i t e and we're w i t h i n our r i g h t s 

t o go down th e r e and propose a w e l l and d r i l l i t . 

Q. Okay. I n the absence of doing so, who's going t o 

take those gas reserves? 

A. I n the absence of us proposing a w e l l down there? 

Q. Yes, s i r . 

A. Well, i t ' s going t o be whoever i s d r a i n i n g the 

west h a l f . 

Q. A l l r i g h t . And i f you're Yates w i t h the 

ownership of the southwest quarter of 25, how are you going 

t o p a r t i c i p a t e i n production from a w e l l t h a t d r a i n s your 

p o r t i o n of the pod? 

A. Well, b a s i c a l l y what you do i s , you can propose a 

w e l l . And I mean, Yates i s eq u a l l y r i g h t t o propose the 

w e l l , i f they deem i t economic, t o go i n and capture t h a t 

15 percent t h a t appears t o be on t h e i r acreage or whatever 

small percentage t h a t i s . I f they deem t h a t t h a t ' s an 

economic t a r g e t , they can propose i t j u s t as easy as I can, 

go down t h e r e and d r i l l a w e l l f o r t h a t Morrow t a r g e t . 

Q. Let's look a t your Brunson map. 

A. Yes, s i r . 
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Q. I t ' s E x h i b i t 8. Here I have an isopach, or your 

isopach, of the Brunson sand? 

A. Yes, s i r . 

Q. Do you have a copy of the Ocean — 

A. Yes, s i r . 

Q. -- isopach f o r the Brunson i n t e r v a l ? I t ' s Ocean 

E x h i b i t 10. 

A. Yes, s i r . 

Q. Would you please f i n d t h a t f o r me? 

A. Uh-huh. 

Q. When I look a t your i n t e r p r e t a t i o n i n Section 

25 — 

A. Uh-huh. 

Q. — would your s t r a t e g y i n the Brunson be a 

s t r a t e g y where you attempt t o loc a t e the Brunson w e l l a t 

the p o i n t of gre a t e s t isopach thickness? 

A. I t ' s dependent on which one of those two Brunson 

i n t e r v a l s I was going f o r , the one on the east h a l f or the 

west h a l f . But yes, you always want t o t r y t o i d e n t i f y 

where the t h i c k e s t , most porous s e c t i o n of the pay sands 

would be. But I have two sands coming down through t h e r e . 

Q. A l l r i g h t , l e t ' s t a l k about your sands. Let's 

look a t Section 25. 

A. Yes, s i r . 

Q. V i s u a l l y on your map — 
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A. Uh-huh. 

Q. — i f I am going t o rank each q u a r t e r s e c t i o n 

s t a r t i n g w i t h the quarter s e c t i o n t h a t has the hi g h e s t 

p r i o r i t y i n terms of g r e a t e s t maximum th i c k n e s s , I'm going 

t o look a t the southwest quarter of the section? 

A. Correct. 

MR. HALL: Mr. K e l l a h i n , j u s t so I'm c l e a r , we're 

l o o k i n g a t A r r i n g t o n E x h i b i t 8? 

MR. KELLAHIN: Yes, s i r , we are. 

MR. HALL: Okay. 

MR. KELLAHIN: We haven't moved t o Ocean 10 y e t . 

Q. (By Mr. K e l l a h i n ) On A r r i n g t o n ' s E x h i b i t 8, the 

qu a r t e r s e c t i o n w i t h the gre a t e s t thickness and the best 

o p p o r t u n i t y i n the Brunson sand i s the southwest q u a r t e r 

section? 

A. Correct. 

Q. The next best would be the northwest, apparently? 

A. No, s i r , i t would be the northeast. 

Q. I'm s o r r y , the northeast. You have northeast 

p r i o r i t y over the — 

A. Well, going over my isopach, then, I have 20 f e e t 

of sand i n the northeast, and I have 2 0 f e e t i n the 

southwest, so — 

Q. Well, help me reach your values. I am l o o k i n g a t 

the northwest quarter of 25. Your p r o j e c t i o n i s , t h a t w e l l 
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i s l o c a t e d a t a contour l i n e a t what thickness? 

A. I t would be about f i v e f e e t f o r the — the 

approximate w e l l t h a t ' s being d r i l l e d r i g h t now. Now, 

t h a t ' s — the l o c a t i o n I have on the r e i s the one t h a t we 

had proposed t h a t has been taken away, but TMBR/Sharp's 

i s n ' t but about a hundred f e e t from t h a t , but — 

Q. I'm s o r r y , I — 

A. — roughly around f i v e f e e t . 

Q. — I may have misspoken, Mr. Baker. I n Section 

25, i n the northeast quarter s e c t i o n — 

A. Yes, s i r . 

Q. — where you proposed your w e l l f o r the east 

h a l f — 

A. Yes, s i r . 

Q. — I see a — I t ' s a l i t t l e hard f o r me t o p i c k 

out. I s t h a t a t e n - f o o t or an e i g h t - f o o t number. 

A. Our w e l l l o c a t i o n i s a t a 20-foot. 

Q. A l l r i g h t , t h a t ' s a 20-foot? 

A. Yes, s i r . 

Q. A l l r i g h t . When I move over t o the d r i l l i n g 

w e l l , t he TMBR/Sharp w e l l i n the northwest q u a r t e r 

s e c t i o n — 

A. Yes. 

Q. — what have you p r o j e c t e d f o r the footage i n the 

Brunson sand on your map? 
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A. Approximately f i v e f e e t . 

Q. A l l r i g h t . So you say the best Brunson sand 

o p p o r t u n i t y i s going t o be the southwest q u a r t e r of 2 5? 

A. For t h a t western channel system, yes, s i r — 

Q. A l l r i g h t . 

A. — or rework system, whatever, uh-huh. 

Q. Have you looked a t the Ocean isopach of the 

Brunson sand, E x h i b i t 10? 

A. Yes, s i r . 

Q. Do you have t h a t before you? When you look a t 

the p o s i t i o n i n g of the Brunson sand i n the southwest 

q u a r t e r of Section 25, you and Ocean have a disagreement 

about the s i z e , shape and l o c a t i o n of the 20-foot contour 

l i n e , do you not? 

A. Yes, s i r , t h a t ' s probably j u s t i n t e r p r e t a t i o n . 

There's nothing t o guide i t . 

Q. Let's look f o r our guides. I f you go t o the 

Ocean E x h i b i t 10 and I look i n Section 26, i n the southwest 

q u a r t e r s e c t i o n , I have a Brunson sand w e l l on the Ocean 

map t h a t has 14 over 20. 

A. Uh-huh. 

Q. Did you u t i l i z e t h a t data point? 

A. No, s i r , I d i d n ' t . 

Q. Why not? 

A. Because I was — once again, I was more concerned 
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w i t h the east h a l f of Section 25, and I r e a l l y wasn't 

concerned w i t h what was happening — you've probably j u s t 

got a l i t t l e i s o l a t e d sand. Even Mr. Messa d i d n ' t r e a l l y 

u t i l i z e i t f o r h i s isopach. 

Q. Well, I'm t r y i n g t o understand your methodology, 

Mr. Baker. I f the only way I can i n f e r the l o c a t i o n and 

the thickness of the Brunson sand i n 25 i s t o use 

associated w e l l data beyond t h a t s e c t i o n , how do you 

i n t e r p r e t the l o c a t i o n of the t h i c k i f you ignore the w e l l 

i n 25? 

A. I'm not i g n o r i n g the w e l l from 25. 

Q. The w e l l from 2 6 has been ignored. 

A. Once again, s i r , I mean, t h a t was way up on a 

hi g h . Everything I was i n t e r p r e t i n g back t o the east, I 

have s o l i d w e l l c o n t r o l d e f i n i n g my eastern edge t h e r e , I 

have a good t r e n d coming r i g h t out of Section 14 down 

through t h e r e , and t h a t was the way I determined my 

l o c a t i o n . 

Q. Well, how does the w e l l i n the southwest q u a r t e r 

of 2 6 produce from the Brunson i n t e r v a l ? 

A. Probably very s i m i l a r t o the one down i n 3 0 d i d , 

you've probably got a l i t t l e i s o l a t e d sand s i t t i n g up on 

top of t h a t s t r u c t u r a l high. 

Q. And i t ' s so small t h a t you're unable t o show us 

on t h i s map i t s s i z e , shape and o r i e n t a t i o n ? 
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A. I j u s t neglected t o put i t on t h e r e . 

Q. I s n ' t t h a t your c l o s e s t western c o n t r o l t o the 

thickness of the channel system i n the Brunson sand t h a t 

you've displayed through Section 25? 

A. I would a c t u a l l y have t o come up t o the 

TMBR/Sharp Eidson w e l l i n Section 23 and say t h a t ' s more 

d e f i n i t i v e . 

Q. Okay. What do you t h i n k i n Section 2 4 of the 

o p p o r t u n i t y f o r the TMBR/Sharp w e l l , 24, t o encounter the 

Brunson i n t e r v a l ? 

A. The one i n 24, s i r ? 

Q. Yeah, the d r i l l e d w e l l , the 24 — 

A. They've got about nine f e e t of t i g h t Brunson sand 

i n my i n t e r p r e t a t i o n . 

Q. And under nine f e e t — Has i t been t e s t e d , do you 

know? 

A. I do not know i f i t ' s been t e s t e d , but based o f f 

t h e i r logs I would say i t would be noncommercial. 

Q. A l l r i g h t . So the Brunson sand i n t e r v a l f o r the 

24 w e l l doesn't e x i s t ? 

A. I don't t h i n k so. 

Q. A l l r i g h t . What c o n t r o l s the thickness of the 

Brunson sand i n t e r v a l i n the northeast q u a r t e r of Section 

25? You've got 20 f e e t f o r me. What c o n t r o l s — 

A. I'm j u s t e x t r a p o l a t i n g the l a s t known p o i n t s 
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coming out of Section 14. 

Q. You've simply done i t by inference out of Section 

14? 

A. Yes, s i r . 

Q. Nothing more t o i t than t h a t ? 

A. Nothing else you can use. 

Q. Okay. At one p o i n t i n time, d i d not A r r i n g t o n 

have an approved APD, i n J u l y of l a s t year, f o r a west-half 

spacing u n i t i n Section 25? 

A. Yes, s i r , they d i d . 

Q. And t h a t w e l l was t o be located i n the northwest 

q u a r t e r , was i t not? 

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

Q. And the l o c a t i o n of t h a t w e l l i n the northwest 

q u a r t e r , f o r purposes of accessing the Brunson sand, i s 

i n f e r i o r t o a w e l l l o c a t i o n i n the southwest quarter? 

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

MR. KELLAHIN: No f u r t h e r questions. 

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

Any r e d i r e c t ? 

MR. HALL: B r i e f l y , Mr. Examiner. 

REDIRECT EXAMINATION 

BY MR. HALL: 

Q. Mr. Baker, Mr. K e l l a h i n asked you why you d i d n ' t 

u t i l i z e t h a t w e l l c o n t r o l data p o i n t i n the southwest of 2 6 
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t h e r e . I f y o u ' l l r e f e r t o E x h i b i t 6, d i d t h a t f a u l t i n g 

along t h a t s e c t i o n have any bearing on your d e c i s i o n not t o 

u t i l i z e t h a t data point? 

A. Well, i n a l l honestly, I mean, t h a t t h i n g was 

s i t t i n g up on top of a high, and i t r e a l l y d i d n ' t a f f e c t 

anything t h a t — i n my opin i o n , t h a t I was doing t o the 

east of i t over t h e r e . I d i d n ' t have t h a t l o g a v a i l a b l e t o 

me, so I j u s t d i d n ' t put i t i n . 

Q. Your data p o i n t i n Section 3 0 i s somewhat c l o s e r 

anyway, i s n ' t i t ? 

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

MR. HALL: Nothing f u r t h e r , Mr. Examiner. 

EXAMINER STOGNER: Thank you. Mr. Bruce? 

MR. BRUCE: No questions. 

EXAMINER STOGNER: Mr. Carr. 

MR. CARR: No questions. 

EXAMINER STOGNER: Any other questions of t h i s 

witness? 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. R e f e r r i n g t o E x h i b i t Number 8, you were t a l k i n g 

about the o r i e n t a t i o n of the spacing u n i t s ? 

A. Yes, s i r . 

Q. When d i d d r i l l i n g occur out here, when d i d these 

p r o r a t i o n u n i t s s t a r t g e t t i n g formed? 
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A. Well, Mr. Stogner, I have not gone back and 

researched when each one of these was done, but I mean i f 

you j u s t simply go o f f when the Mesa w e l l was d r i l l e d , t h a t 

was 1975, and t h a t was the one i n Section 14. 

So j u s t based o f f of t h a t , I would say the 

e a r l i e s t one was i n 1975. Now, I know most of Yates 

Petroleum w e l l s t h a t were up i n Section 11 and Section 10 

were a l l centered around the time t h a t C a r l i s l e w e l l blew 

out, which was probably 1997. 

MR. BRUCE: 1998. 

THE WITNESS: 1998, thereabouts. I know 

Chesapeake's w e l l s there i n Section 15 were i n 1999 t o 

2000. Our Mayfly leases were i n 1999. TMBR/Sharp's w e l l , 

t h e i r Eidson w e l l , I'm not sure. I t h i n k t h a t was 1998, 

thereabouts. 

So I would have t o say t h a t w i t h the exception of 

the Monsanto w e l l , most of them have been the l a s t f i v e 

years. 

Q. Okay, f i v e years ago what were the r u l e s and 

re g u l a t i o n s ? How many w e l l s could you have on a 3 2 0-acre 

spacing u n i t ? 

A. I'm p r e t t y sure i t was j u s t one, i s what i t was 

at t h a t time. 

Q. Would t h a t have some bearing on how a p r o r a t i o n 

or spacing u n i t was o r i e n t e d , over the a b i l i t y t o have two? 
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A. Well, i t very w e l l could have. Because then once 

again, I mean, you would o r i e n t t h a t u n i t b e l i e v i n g t h a t 

you might have a cause f o r an increased d e n s i t y w e l l . So 

i t would almost become a g e o l o g i c a l u n i t , although I don't 

t h i n k the State of New Mexico l i v e s and dies by g e o l o g i c a l 

u n i t s . But t h a t would be a reason t o do, so t h a t you could 

d r i l l a secondary w e l l w i t h i n i t . 

Q. So there's other f a c t o r s besides geology on 

o r i e n t a t i o n , l i k e drainage? 

A. Oh, I'm sure there are, yes, s i r . 

EXAMINER STOGNER: Are there any other questions 

of t h i s witness? 

You may be excused. 

MR. HALL: Nothing f u r t h e r of t h i s witness. 

EXAMINER STOGNER: Mr. Hall? 

MR. HALL: At t h i s time, Mr. Examiner, we would 

c a l l Chuck Sledge t o the stand. 

CHARLES W. SLEDGE, 

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. HALL: 

Q. For the record, s i r , please s t a t e your name. 

A. My name i s Chuck Sledge. 

Q. Mr. Sledge, where do you l i v e and by whom are you 
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employed? 

A. I l i v e i n Midland, Texas. I work f o r David H. 

A r r i n g t o n O i l and Gas, Inc. 

Q. And what do you f o r Arrington? 

A. I'm the operations manager. 

Q. And what i s your p a r t i c u l a r t e c h n i c a l background? 

A. For David H. A r r i n g t o n , since I've been t h e r e 

j u s t s h o r t of two years, I have done a l l of the d r i l l i n g , 

a l l the completions and overseen a l l of the ope r a t i o n s , 

general operations t o get the w e l l s on pr o d u c t i o n t h a t we 

d r i l l . 

Q. You're a petroleum engineer? 

A. Yes, s i r , I am. 

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

and had your c r e d e n t i a l s accepted as a matter of record? 

A. Yes, s i r , I have. 

Q. And you're f a m i l i a r w i t h the A p p l i c a t i o n f i l e d i n 

t h i s case and the lands t h a t are the subject of the 

Ap p l i c a t i o n ? 

A. Yes, s i r , I am. 

MR. HALL: At t h i s time, Mr. Examiner, we tender 

Mr. Sledge as a q u a l i f i e d expert petroleum engineer. 

EXAMINER STOGNER: Any obje c t i o n ? 

MR. KELLAHIN: No, s i r . 

EXAMINER STOGNER: So q u a l i f i e d . 
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Q. (By Mr. H a l l ) I f you would, please, Mr. Sledge, 

would you giv e Examiner Stogner an overview of A r r i n g t o n ' s 

operations i n the area we've been t a l k i n g about the l a s t 

two days? 

A. Yes, s i r , i n the l a s t t h r e e and a h a l f , f o u r 

years, I b e l i e v e David A r r i n g t o n has d r i l l e d approximately 

25 w e l l s i n t h i s v i c i n i t y t h a t we've been t a l k i n g about. 

Since I've been there over the l a s t two years, j u s t about, 

I've d r i l l e d about 17 or 18 w e l l s , i n c l u d i n g r e - e n t r i e s and 

d i f f e r e n t p r o j e c t s . 

Q. I n your view, has A r r i n g t o n developed a 

p a r t i c u l a r e x p e r t i s e i n d r i l l i n g and completing Atoka, 

Morrow and M i s s i s s i p p i a n w e l l s i n t h i s immediate v i c i n i t y ? 

A. Most c e r t a i n l y . 

Q. Let's look a t E x h i b i t 9 b r i e f l y . I s t h a t your 

AFE e x h i b i t ? 

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

Q. Would you review the w e l l t o t a l s on t h e r e f o r us, 

please? 

A. Yeah, the completed cost f o r an Atoka Brunson 

w e l l would be approximately $876,000, and — the dryhole 

cost, excuse me, i s $876,000. And the completed cost would 

be $1.36 m i l l i o n . 

Q. Now, are those costs i n l i n e w i t h what's being 

charged by other operators i n the area f o r s i m i l a r wells? 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

419 

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

Q. Have you made an estimate of the overhead and 

a d m i n i s t r a t i v e costs w h i l e d r i l l i n g and producing the well? 

A. Yes, i t would be $6000 per month d r i l l i n g 

overhead and $600 a month producing overhead. 

Q. And are those costs also i n l i n e w i t h what's 

being charged by other operators i n the area? 

A. I b e l i e v e they are, yes, s i r . 

Q. And are you recommending t h a t those d r i l l i n g and 

producing overhead r a t e s be incorporated i n t o any order 

t h a t r e s u l t s from t h i s hearing? 

A. Yes, s i r . 

Q. And i t ' s been p r e v i o u s l y t e s t i f i e d t o t h a t 

A r r i n g t o n seeks a 2 00-percent r i s k p e n a l t y i n t h i s case? 

A. Yes, s i r , we do. 

Q. And do you b e l i e v e t h a t r a t e i s appropriate? 

A. Yes, I do. 

Q. I s there a r i s k from an engineering standpoint 

t h a t the w e l l may not be successful? 

A. I t h i n k w i t h my experience i n t h i s area, anytime 

you go below 11,000 f e e t i n t h i s area, the r i s k f a c t o r goes 

up s u b s t a n t i a l l y due t o r e s e r v o i r concerns, shales you 

encounter and overpressure zones. 

Q. Now, Mr. Sledge, i n your o p i n i o n i s Section 25 

best developed w i t h standup 32 0-acre u n i t s ? 
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A. Yes, s i r , I b e l i e v e so. 

Q. What's the basis of your opinion? 

A. Well, I have two reasons f o r t h i n k i n g through 

t h i s here, i n l i s t e n i n g t o a l l t h i s the l a s t couple days, 

i s , standup 3 2 0-acre u n i t s would be the most accommodating 

t o Ocean Energy's g e o l o g i c a l and David A r r i n g t o n ' 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 s i n the s e c t i o n , p a r t i c u l a r l y i n 

our case, the Atoka Brunson, northeast q u a r t e r . 

And secondly, and probably more important, I 

b e l i e v e t h a t the standup 320s i n t h i s s e c t i o n prevents the 

d r i l l i n g of an unnecessary w e l l , which I t h i n k Ocean would 

have t o do i f the n o r t h - h a l f laydowns were granted. And 

they have t o p r o t e c t t h e i r c o r r e l a t i v e r i g h t s , so I b e l i e v e 

t h a t ' s a very important reason why the standup 320s are 

more a p p l i c a b l e . 

Q. Now, i f the laydown 3 2 0s are imposed, i s t h e r e a 

s u b s t a n t i a l l i k e l i h o o d the east h a l f would go undeveloped? 

A. Yeah, I t h i n k t h a t — f i r s t of a l l , I t h i n k t h a t 

i t would c e r t a i n l y delay or prevent the development of t h a t 

Atoka sand t h a t we're very i n t e r e s t e d i n , i n the northeast 

q u a r t e r . And again, secondly, you know, t o f o l l o w up on 

t h a t i s , i t would again for c e Ocean t o do something t h a t I 

don't t h i n k i s economically prudent r i g h t now. 

Q. And t h a t i s d r i l l i n g of a d d i t i o n a l — 

A. D r i l l i n g another w e l l , yes. 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

421 

Q. I s a s i n g l e w e l l located i n the northwest q u a r t e r 

of 25 capable of e f f i c i e n t l y d r a i n i n g the reserves 

u n d e r l y i n g the west h a l f of t h i s section? 

A. Yes, I b e l i e v e i t i s . 

Q. And i n your opinion, are the reserves u n d e r l y i n g 

the east h a l f best developed, a s i n g l e w e l l on an e a s t - h a l f 

u n i t ? 

A. Well, I b e l i e v e t h a t i f Ocean i s f o r c e d t o d r i l l 

a w e l l over t h e r e , i t p a i n t s k i n d of an u g l y p i c t u r e i n 

what happens here. F i r s t of a l l , you've got the 24-1 w e l l , 

and i t i s approxixnately — from my understanding of the 

placement of the 2 5-1 w e l l by TMBR/Sharp, the y ' r e only 2600 

f e e t apart. And i f Ocean d r i l l s i n what I've heard t h e i r 

l o c a t i o n would be, 1980 from the south l i n e and 1980 from 

the west l i n e of Section 25, t h a t would be approximately — 

my l i m i t e d geometry — 1400 f e e t from the 25-1 w e l l 

c u r r e n t l y being d r i l l e d . 

So i n a span of 4000 f e e t , l e t ' s say, from the 

24-1 w e l l t o the w e l l t h a t Ocean would be f o r c e d t o d r i l l 

t o p r o t e c t t h e i r c o r r e l a t i v e r i g h t s , i n 4 000 f e e t you'd 

have 3 w e l l s i n t h i s r e s e r v o i r , and I t h i n k t h a t ' s way 

o v e r k i l l i n t r y i n g t o develop the reserves i n t h i s area. 

Q. Would t h a t a d d i t i o n a l w e l l have an adverse e f f e c t 

on the economics of development f o r t h i s section? 

A. I c e r t a i n l y t h i n k so. As we d r i l l these — l e t ' s 
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c a l l them graben -- i n f a c t , when I f i r s t got t h e r e I t h i n k 

they showed me g e o l o g i c a l l y what we were d r i l l i n g f o r and 

t o help me understand, because I l i k e t o understand what 

k i n d of t a r g e t s we're going a f t e r , and I've always 

considered them, i n the geophysics I've seen, as graben 

trends or elongated graben trenches, l e t ' s say. 

So I s t a r t e d l o o k i n g a t w e l l s i n t h i s immediate 

area, and whenever we d r i l l w e l l s , we do some in-house 

economics based on what we t h i n k are recoverable reserves. 

And I've looked at several w e l l s i n the area, and 

p e r i o d i c a l l y I update production curves, or I get 

pro d u c t i o n curves, I ' l l look at p o t e n t i a l reserves f o r 

these w e l l s t h a t are producing. From my understanding and 

from my knowledge i n the area, there's not a l o t of w e l l s 

t h a t are producing out of these grabens, not a tremendous 

amount. 

I n t h i s v i c i n i t y I've done a l i t t l e b i t of 

d e c l i n e work on some w e l l s , decline-curve a n a l y s i s , and the 

good w e l l s , I've found, might make 3 t o 4 or 5 BCF. The 

grea t w e l l s t h a t produce from these grabens might be 

upwards of 6 t o 8 BCF reserves. 

That s a i d — and t o confirm t h a t number, J e f f 

P h i l l i p s t e s t i f i e d t h a t he believed the 24-1 might produce 

5 BCF, and I t h i n k I heard him say t h a t they a n t i c i p a t e a t 

l e a s t 4 BCF from the 2 5-1 w e l l , and I b e l i e v e I heard him 
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say t h a t there's i n h i s opi n i o n , 1 BCF reserves i n the 

southwest quar t e r . I be l i e v e I heard him r i g h t . That 

would be — what's that ? — 9 BCF. 

Well, i t i s my opin i o n , and I b e l i e v e our 

g e o l o g i c a l i n t e r p r e t a t i o n , or a t l e a s t Ocean's presented 

today, t h a t t h a t ' s contiguous. So the 5 he gave the 24-1 

and the 4 he gave the 25-1 r e a l l y are shared reserves, i n 

my mind. They share the same r e s e r v o i r . The 219 acres, as 

defi n e d by Ray Payne w i t h Ocean, I t h i n k , i s shared w i t h 

the 25-1 w e l l , and I t h i n k u l t i m a t e l y t h e y ' l l f i n d t h a t 

t h e r e w i l l be drainage from the 24-1 w e l l t o the 25-1 w e l l 

once i t ' s completed. 

That sa i d , t h a t k i n d of confirms my decline-curve 

work of — say a good w e l l might make 6 t o 8 B. So you 

take h i s and you get close t o 6 or 7 BCF i n t h a t r e s e r v o i r . 

I f you have two w e l l s , l e t ' s j u s t say, t o the 

Morrow, a t $1.5 m i l l i o n apiece, sharing 6 BCF, t h a t i s f a r 

more economical than a t h i r d , f o u r t h w e l l prematurely 

d r i l l e d f o r the wrong reasons. That would mean $4.5 

m i l l i o n having t o s p l i t 6 BCF. 

So the answer i s yes, i n sh o r t . 

Q. So you've got three w e l l s l e a d i n g i n t o the same 

9-BCF r e s e r v o i r . Economics simply do not — 

A. Assuming i t ' s t h a t b i g , yes. I t h i n k two could 

s u f f i c i e n t l y d r a i n i t . 
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Q. And three would r e s u l t i n economic waste? 

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

Q. I f A r r i n g t o n ' s A p p l i c a t i o n i s granted, w i l l i t 

r e s u l t — w i l l the d r i l l i n g of an unnecessary w e l l be 

prevented? 

A. I f A r r i n g t o n ' s — 

Q. Let me rephrase t h a t . W i l l g r a n t i n g A r r i n g t o n ' s 

A p p l i c a t i o n prevent the d r i l l i n g of an unnecessary w e l l --

A. Oh, yeah. 

Q. — i n Section 25? 

A. Yes. 

Q. And i n a d d i t i o n t o t h a t , i n your o p i n i o n , would 

g r a n t i n g A r r i n g t o n ' s A p p l i c a t i o n f o r an e a s t - h a l f u n i t i n 

t h i s compulsory case be i n the i n t e r e s t s of conservation, 

the p r o t e c t i o n of c o r r e l a t i v e r i g h t s — 

A. Yes, s i r . 

Q. — and prevention of waste as wel l ? 

A. Yes. 

Q. Now, was E x h i b i t 9 prepared by you? 

A. Yes, i t was. 

MR. HALL: That concludes my d i r e c t of t h i s 

witness, Mr. Stogner. We move the admission of E x h i b i t 9. 

And also , because t h i s i s my l a s t witness, I ' d 

move the admission of E x h i b i t H-1 we t a l k e d about 

yesterday. I t ' s Hopkins 1. 
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EXAMINER STOGNER: E x h i b i t H-1, t h a t was 

presented d u r i n g the testimony and TMBR/Sharp; i s t h a t 

r i g h t ? 

MR. HALL: That's r i g h t . 

EXAMINER STOGNER: I s the r e any ob j e c t i o n ? 

MR. KELLAHIN: No, s i r . 

EXAMINER STOGNER: E x h i b i t H-1 of A r r i n g t o n w i l l 

be admitted i n t o A r r i n g t o n w i l l be admitted i n t o evidence 

a t t h i s time. 

And any o b j e c t i o n t o E x h i b i t 10? 

MR. KELLAHIN: No, s i r . 

EXAMINER STOGNER: Now, what about E x h i b i t — I 

mean, E x h i b i t 9 i s admitted. 

And E x h i b i t 10 i s your notice? 

MR. HALL: Yes, I move the admission of E x h i b i t 

10 as w e l l . That's my Rule 1207 a f f i d a v i t . 

MR. KELLAHIN: No o b j e c t i o n . 

EXAMINER STOGNER: E x h i b i t 10 i s hereby admitted 

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

Thank you, Mr. H a l l . 

Mr. K e l l a h i n , your witness. 

CRO S S-EXAMINATION 

BY MR. KELLAHIN: 

Q. Mr. Sledge, why d i d A r r i n g t o n gather and attempt 

t o lease w e l l — leases i n the northeast q u a r t e r of Section 
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25? What's the reason f o r doing t h a t ? 

A. I'm not sure I'm the r i g h t guy t o ask t h a t 

q uestion. I t would be my b e l i e f , because B i l l ' s subsurface 

geology i n d i c a t e d a good Atoka Brunson p o t e n t i a l . 

Q. Are A r r i n g t o n ' s lease a c q u i s i t i o n s based upon a 

t e c h n i c a l e v a l u a t i o n of the data? 

A. I would say most c e r t a i n l y . 

Q. You do t h a t f i r s t , and then you go out and 

acquire a lease p o s i t i o n ? 

A. I would say most of the time. 

Q. I s t h a t what occurred here, i n the northeast 

q u a r t e r of Section — 

A. I'm not sure — 

Q. — 25? 

A. — I can honestly answer t h a t , because I can't 

say I know t h a t as a f a c t . 

Q. Talk t o me about the distances between w e l l s . We 

were l o o k i n g a t Section 25. You s a i d i f you have two 

laydown spacing u n i t s , you would have t o d r i l l a second 

w e l l i n the southwest quarter, and i t could be a c e r t a i n 

d i stance between the wells? 

A. Well — 

Q. What were you saying? 

A. — i t i s my understanding t h a t i f TMBR/Sharp i s 

granted a n o r t h h a l f — 
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Q. A l l r i g h t . 

A. — t h a t Ocean Energy, based on t h e i r e x p i r a t i o n 

of t h e i r farmout and t h e i r i n a b i l i t y t o get a f o r c e majeure 

granted i n c o u r t , t h a t i t i s my understanding t h a t they 

would d r i l l the w e l l — a w e l l , a Morrow — or excuse me, a 

Chester w e l l , 1980 from the south l i n e and 1980 from the 

west l i n e i n order t o p r o t e c t t h e i r c o r r e l a t i v e r i g h t s . 

That being the case, my quick geometry i n d i c a t e s 

t h a t i t would be approximately 1400 f e e t away from the 25-1 

w e l l apparently being d r i l l e d . 

Q. When we look a t E x h i b i t 8, the geologic map t h a t 

Mr. Baker presented, he spots the Brunson w e l l s on t h a t 

map. Which of these w e l l s are A r r i n g t o n w e l l s on t h i s map? 

Are t h e r e any? 

A. We have no production i n t h a t s e c t i o n . 

Q. A l l r i g h t . So i f we're using your c r i t e r i a about 

keeping w e l l s a c e r t a i n distance apart, look up i n Sections 

10, 11, 12 and 15. Are you concluding t h a t these w e l l s 

have been d r i l l e d too close together? 

A. I don't know a t what depth, I ' l l have t o d i g t h i s 

out. But i t i s my i n t e r p r e t a t i o n t h a t those w e l l s would be 

from a d i f f e r e n t r e s e r v o i r than the Morrow or Chester 

t h a t ' s been discussed here today. They may be shallower, 

they may be t i g h t e r , and they may have smaller p r o r a t i o n 

u n i t s and d e n s i t y developments. I don't t h i n k t h a t ' s 
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analogous t o the Chester t h a t we've been t a l k i n g about. 

MR. KELLAHIN: Thank you, Mr. Stogner. 

EXAMINER STOGNER: Any r e d i r e c t ? 

MR. HALL: Nothing f u r t h e r , Mr. Examiner. 

EXAMINER STOGNER: Mr. Bruce? 

MR. BRUCE: No questions. 

EXAMINER STOGNER: Mr. Carr? 

MR. CARR: No questions. 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. I n r e f e r r i n g t o E x h i b i t Number 9, d i d you prepare 

t h i s ? 

A. I'm so r r y , Number 9, i s t h a t the AFE, s i r ? 

Q. Yes. 

A. Yes, s i r , I d i d . 

Q. Okay. Now, up a t the top i t says "O b j e c t i v e " . 

Now, does t h a t s i g n i f y the t o t a l depth or the primary 

o b j e c t i v e f o r a well? 

A. Generally i n the AFEs I put to g e t h e r , our 

o b j e c t i v e — my o b j e c t i v e t h a t I put down i s the lowermost 

i n t e r v a l we want t o penetrate t o TD. 

Q. Through your testimony today, i s i t my 

understanding t h a t you're opposed t o the o p t i o n a l i n f i l l 

t h a t the s t a t e has f o r southeast development of deep gas i n 

New Mexico? 
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A. State t h a t question again, please, s i r . 

Q. What I'm hearing i s t h a t you're t h i n k i n g — 

you're saying t h a t there would be too many w e l l s out here, 

under the c u r r e n t r u l e s and r e g u l a t i o n s a l l o w i n g two w e l l s 

per 32 0. 

A. That's not my i n d i c a t i o n . I'm more concerned of 

too many w e l l s d r a i n i n g reserves t h a t can be drained by two 

w e l l s . 

Q. Okay. Are you proposing a u n i t t h a t e v e r y t h i n g 

would be equal, then, throughout t h i s r e s e r v o i r ? 

A. No, s i r . 

Q. Okay. So you do recognize the a b i l i t y f o r other 

people t o p r o t e c t t h e i r c o r r e l a t i v e r i g h t s by p l a c i n g w e l l s 

as they see f i t ? 

A. Sure, c e r t a i n l y . 

Q. Under your development proposal — or under t h i s 

p l a n , are you proposing, or does A r r i n g t o n — w i l l they be 

proposing a w e l l i n the southeast corner t o p r o t e c t what 

drainage i s coming out of the Chester? 

A. I t h i n k t h a t t h a t d e c i s i o n w i l l be based on the 

r e s u l t s of what happens w i t h the 25-1 w e l l and — you know, 

you have one more c o n t r o l p o i n t when t h i s w e l l i s through 

the r e s e r v o i r . I don't t h i n k t h a t can be determined a t 

t h i s time. 

I mean, B i l l Baker's — I have seen B i l l Baker's 
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i n t e r p r e t a t i o n of the Morrow or Chester isopach. I t ' s not 

here today, and when we were — f i r s t had a w e l l proposed 

i n the northwest quarter, I saw h i s isopach map, and i t 

d i d n ' t show even as much pay as Ocean Energy or TMBR/Sharp 

has shown t o be i n t h a t southeast q u a r t e r . 

I t h i n k t h a t , as B i l l s t a t e d e a r l i e r , i f the 

owner of t h a t southeast quarter found i t t o be s u f f i c i e n t 

t o develop t h a t l i t t l e piece of reserves t h a t people have 

i n d i c a t e d here the l a s t two days, they could c e r t a i n l y 

propose a w e l l . I don't b e l i e v e we would, based on what we 

know today, and I c e r t a i n l y b e l i e v e t h a t t h a t l i t t l e piece 

of reserves w i l l be drained i f i t i s a t — or the reserves 

e s t a b l i s h e d f o r i t w i l l be drained by the 25-1 w e l l . 

I couldn't recommend anyone d r i l l i n g a w e l l i n 

the southwest q u a r t e r , e s p e c i a l l y being f o r c e d i n t o doing 

i t f o r various reasons as an economic d e c i s i o n . I t h i n k 

those reserves i n the southwest q u a r t e r w i l l be drained by 

the 25-1 w e l l and the 24-1 w e l l , because I b e l i e v e t h a t 

r e s e r v o i r i s contiguous. 

Q. But there would be drainage — According t o your 

answer, as I understand i t , t h ere would be drainage o f f 

t h a t southeast corner? 

A. I f there's a c t u a l pay over t h e r e , t h e r e may very 

w e l l be. But j u s t t o d r i l l a w e l l i n t h a t southwest 

q u a r t e r t o p r o t e c t someone's r i g h t s on a laydown south h a l f 
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doesn't mean i t ' s economic. I don't t h i n k i t would be 

economic t o d r i l l a w e l l i n the southwest q u a r t e r f o r the 

reserves you'd get i n the southwest q u a r t e r added t o the 

reserves t h a t might be i n the southeast q u a r t e r . 

So i t doesn't make economic sense t o d r i l l i n the 

southwest q u a r t e r , i n my mind, or the southeast q u a r t e r f o r 

those reserves. There's not enough i n f o r m a t i o n t o j u s t i f y 

t h a t a c t i o n . And based on my look a t the area up t h e r e , I 

don't see a l o t of — thre e w e l l s d e f i n i n g a graben 

development i n t h i s area. I've seen one and I've seen two, 

but I c e r t a i n l y haven't seen a t h i r d w e l l t h a t would be 

economic a t a l l . 

Q. So you're basing your answer p u r e l y on economics 

and not on the p r o t e c t i o n of c o r r e l a t i v e r i g h t s ? 

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

EXAMINER STOGNER: Any other questions of t h i s 

witness? 

MR. HALL: Nothing f u r t h e r . 

EXAMINER STOGNER: Have you got one, Mr. 

Kel l a h i n ? 

MR. KELLAHIN: Yes, s i r . 

FURTHER EXAMINATION 

BY MR. KELLAHIN: 

Q. TMBR/Sharp as af f o r d e d A r r i n g t o n the o p p o r t u n i t y 

t o c o n d i t i o n a l l y p a r t i c i p a t e i n the d r i l l i n g w e l l i n 
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Section 25. I s Mr. A r r i n g t o n going t o a f f o r d h i m s e l f of 

t h a t o pportunity? 

A. I don't r e a l l y know t h a t answer. I b e l i e v e — 

Q. Aren't you the operations manager? 

A. Yes, s i r , I am, but — 

Q. Wouldn't you know tha t ? 

A. Yeah — Well, there's a t r i c k t o t h a t q u e stion 

because t h e r e i s a t i t l e d i spute. And t h e r e being a t i t l e 

d i s p u t e , I don't t h i n k we're going t o knee-jerk i n t o any 

p o o l i n g u n i t based on t h a t . I t h i n k t h a t , you know, based 

on the r e s u l t s of t h a t t i t l e d i s p u t e , we would have a 

bigger i n t e r e s t — I may be wrong, but I b e l i e v e a bigger 

i n t e r e s t i n a west-half spacing than a n o r t h - h a l f spacing. 

So i t ' s i n our i n t e r e s t t here t o support the n o r t h - h a l f — 

the west-half spacing. 

Q. Well, the proposal from TMBR/Sharp t o A r r i n g t o n 

i s a c o n d i t i o n a l proposal, so you can c o n d i t i o n a l l y 

p a r t i c i p a t e and p r o t e c t your r i g h t s t o have t h a t r e s u l t 

changed? 

A. I t h i n k we'd have t o s i t down w i t h our a t t o r n e y s 

t o make t h a t c a l l . I'm not — 

Q. There was a May 1st l e t t e r sent t o Mr. A r r i n g t o n 

and Mr. Douglas on t h i s t o p i c . I t ' s i n the TMBR/Sharp 

e x h i b i t book behind E x h i b i t Tab 5. Have you addressed t h a t 

l e t t e r yet? 
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A. No, s i r . 

MR. HALL: Mr. Examiner, I'm going t o o b j e c t t o 

t h i s l i n e of questioning. I t ' s r e a l l y not r e l e v a n t t o the 

e a s t - h a l f p o o l i n g case a t a l l . And i t also c a l l s f o r 

s p e c u l a t i o n on the p a r t of the witness what they may or not 

do, based on several d i f f e r e n t scenarios, given what may 

t r a n s p i r e i n the D i s t r i c t Court l i t i g a t i o n . 

MR. KELLAHIN: Well, t h a t ' s t r u e , Mr. Stogner, he 

sa i d he doesn't know. 

EXAMINER STOGNER: Okay, are t h e r e any other 

questions a t t h i s time? 

THE WITNESS: Mr. Stogner, may I j u s t add t h a t , 

yes, we based t h a t d e c i s i o n on economics moreover than 

c o r r e l a t i v e r i g h t s . But i f we don't base i t on economics, 

w e ' l l go out of business. I mean, t h a t has t o be the 

number-one — You know, i f we don't make money d r i l l i n g 

these w e l l s , you know, there w i l l be no w e l l s d r i l l e d and 

no one w i l l get revenues from o i l and gas out t h e r e . At 

l e a s t t h a t ' s my thought. 

FURTHER EXAMINATION 

BY EXAMINER STOGNER: 

Q. Okay, t h a t s t i r s me t o another question, then. 

Are you proposing s p e c i a l pool r u l e s t o l i m i t t he number of 

w e l l s i n t h i s pool? 

A. Not a t t h i s p o i n t , I don't t h i n k t h e r e ' s — 
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Q. Why not? 

A. I don't b e l i e v e there's enough r e s e r v o i r data 

y e t . Let's get the second w e l l down. Let's get more 

i n f o r m a t i o n , pressure buildup data, drainage radiuses. I 

mean, there's a l o t t h a t you can ob t a i n from r e s e r v o i r 

data. 

EXAMINER STOGNER: Any other questions? 

MR. HALL: No, Mr. Examiner. 

EXAMINER STOGNER: You may be excused. 

I b e l i e v e we're ready f o r c l o s i n g statements a t 

t h i s time. 

Since we s t a r t e d w i t h Mr. K e l l a h i n , I ' l l l e t him 

be the l a s t . And I w i l l a f f o r d t o Mr. B i l l Carr the f i r s t 

o p p o r t u n i t y t o make any statement, since he's here 

r e p r e s e n t i n g Yates, who has the leasehold of the s t a t e 

lease i n the southeast quarter and has remained k i n d of 

q u i e t . I w i l l o f f e r you the f i r s t p o r t i o n . 

MR. CARR: Thank you f o r the o f f e r , but I'm going 

t o stay c o n s i s t e n t w i t h my performance here today. I have 

no c l o s i n g statement. 

EXAMINER STOGNER: Okay. Then, l e t ' s see, Mr. 

Hall? 

MR. HALL: Very b r i e f l y , Mr. Stogner, my comments 

on a l l of these r e l a t e d matters are t h a t i t seems t o me 

t h i s e n t i r e dispute i s a f f e c t e d by TMBR/Sharp's o v e r a l l 
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approach, net approach, as ch a r a c t e r i z e d as an a f t e r t h o u g h t 

throughout. 

I t ' s TMBR/Sharp who neglected t o d i l i g e n t l y f i l e 

pool d e s i g n a t i o n u n i t , Lea County records. The r e s t i s 

h i s t o r y . That's why we're here, three competing compulsory 

p o o l i n g a p p l i c a t i o n cases r i g h t now. 

And I t h i n k t h a t also c h a r a c t e r i z e s the q u a l i t y 

of TMBR/Sharp's compulsory p o o l i n g case t h a t you heard 

yesterday. When you s i t down w i t h the record and the 

e x h i b i t s and go through them and t r y t o base your f i n d i n g s 

on what's been presented t o you by TMBR/Sharp, I t h i n k 

y o u ' l l f i n d t h a t the q u a l i t y of evidence t h a t they 

presented you i s l a c k i n g , i t ' s an a f t e r t h o u g h t i n t h e i r 

case. 

They presented f o u r witnesses, they o n l y bothered 

t o q u a l i f y two of them as experts. They r e a l l y d i d n ' t ask 

any of them t o opine on the s t a t u t o r i l y r e q u i r e d c r i t e r i a 

i n a p o o l i n g case, whether there i s pr e v e n t i o n of waste, 

p r o t e c t i o n of c o r r e l a t i v e r i g h t s , whether we're a v o i d i n g 

the d r i l l i n g of unnecessary w e l l s , those t h i n g s . They 

r e a l l y d i d n ' t even touch on waste e i t h e r . 

So you don't have i n the record before witness-

based testimony t o support the f i n d i n g s t h a t TMBR/Sharp 

would l i k e you t o enter i n t h i s case. 

I t h i n k t h i s t h i n g goes f o r — w i t h what they 
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presented t o you on t h e i r AFE w e l l costs. That was an 

a f t e r t h o u g h t . Their risk-penalty-assessment testimony, 

t h a t was an a f t e r t h o u g h t as w e l l . 

I t h i n k they presented capable geologic testimony 

through Mr. Mazzullo, he was q u a l i f i e d as an expert. He 

presented h i s closed-bowl theory about Chester reserves. 

I n my view, h i s theory about four-way containment on those 

closed bowls was b e l i e d by the production data t h a t was 

d e l i v e r e d t o us by Mr. P h i l l i p s from the Blue F i n 24-1 

w e l l . I t h i n k Mr. Mazzullo's conclusions are suspect f o r 

t h a t very reason. 

I want you t o focus p a r t i c u l a r l y on t h e land 

testimony t h a t was presented t o you. They d i d have a 

q u a l i f i e d witness, Mr. Hopkins, presenting t h e i r land 

testimony. They f a i l e d t o ask the magic questi o n , they 

f a i l e d t o ask under the s t a t u t e whether t h e r e was a good-

f a i t h e f f o r t t o consolidate i n t e r e s t f o r t h e i r proposed 

u n i t . They j u s t f l a t - o u t f a i l e d t o give you any evidence 

on t h a t . 

I t h i n k t h a t ' s because they couldn't g i v e you any 

evidence on t h a t . I t ' s p r e t t y c l e a r t h a t they ran out, 

f i l e d t h e i r p o o l i n g a p p l i c a t i o n before they made any 

serious e f f o r t a t a l l t o consolidate i n t e r e s t s . 

And remember, TMBR/Sharp has taken the a t t i t u d e 

a l l along t h a t compulsory p o o l i n g i s not necessary i n t h i s 
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case. And again, t h a t ' s the product of t h e i r a f t e r t h o u g h t 

approach t o the development of t h i s area. They have t o 

take t h a t p o s i t i o n because they're contending i n D i s t r i c t 

Court the mere f i l i n g of a C-102 i n the Hobbs D i s t r i c t 

O f f i c e i s s u f f i c i e n t t o perpetuate t h e i r lease i n t e r e s t . 

That's why they're presenting t h e i r case the way they have. 

Too bad, because I t h i n k we're i n a s i t u a t i o n 

where the t a i l has wagged the dog, and i t ' s prevented them 

from making a prima f a c i e showing under the s t a t u t e 

e n t i t l i n g them t o a compulsory p o o l i n g order. 

And a t t h i s p o i n t I would make a speaking motion 

t o you t o dismiss t h e i r case. They have f a i l e d t o make a 

prima f a c i e case t o you. I t h i n k i t i s S t a t u t e 70-2-1 and 

70-2-18, A p p l i c a t i o n must be dismissed. 

Focus p r i m a r i l y on A r r i n g t o n ' s compulsory p o o l i n g 

A p p l i c a t i o n , won't dwe l l too much on the Ocean A p p l i c a t i o n . 

A r r i n g t o n came forward w i t h a f a i r l y standard 

compulsory p o o l i n g case. I t h i n k i t ' s a simple, 

uncomplicated case. I t was not burdened w i t h these t i t l e 

issues t h a t have plagued the development i n the northwest 

q u a r t e r of Section 25. We d i d n ' t have t o deal w i t h t h a t 

here. We don't have t o decide who i s e n t i t l e d t o a 

d r i l l i n g permit f o r A r r i n g t o n i n t h i s case. 

I t h i n k A r r i n g t o n d i d — u n l i k e TMBR/Sharp, 

A r r i n g t o n d i d make a l l the s t a t u t o r i l y r e q u i r e d showinqs 
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e n t i t l i n g them t o a compulsory p o o l i n g order. They showed 

the c o n t i n u i t y of reserves i n the east h a l f , they showed — 

A r r i n g t o n ' s the only p a r t y proposing a stand-alone, 

d i s c r e t e development proposal f o r the east h a l f . Nobody 

else d i d . A l l the other cases focused on the west h a l f , 

and I t h i n k everybody's i n agreement t h a t a l l of t h e other 

reserves are i n the west h a l f . Only A r r i n g t o n comes before 

you w i t h a l e g i t i m a t e proposal t o develop the east h a l f . 

A r r i n g t o n met a l l the r e q u i r e d land issues, they 

e s t a b l i s h e d — they made g o o d - f a i t h e f f o r t s t o acquire 

everybody's v o l u n t a r y p a r t i c i p a t i o n , i n c l u d i n g the unleased 

mine r a l i n t e r e s t owners. R e c a l l i n g back, I don't t h i n k 

TMBR/Sharp presented you any evidence about what they d i d 

t o t r y t o j o i n the unleased mineral i n t e r e s t owners. 

I t h i n k most i m p o r t a n t l y , Mr. Stogner, A r r i n g t o n 

demonstrated q u i t e s u f f i c i e n t l y t h a t Section 25 i s best 

developed w i t h standup u n i t s , w i t h two w e l l s r a t h e r than 

t h r e e w e l l s , because t h a t w i l l b r i n g us t o the most 

important p o i n t i n a l l of these cases, t h a t we w i l l avoid 

waste because we are preventing the d r i l l i n g of an 

unnecessary t h i r d w e l l . That's the way the s e c t i o n ought 

t o be developed. 

So I t h i n k , i n conclusion, you must deny 

TMBR/Sharp's A p p l i c a t i o n on i t s face, you must gr a n t 

A r r i n g t o n ' s e a s t - h a l f A p p l i c a t i o n . And I t h i n k also you 
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must gr a n t Ocean's A p p l i c a t i o n i n the west h a l f , based on 

the evidence t h a t has been presented. 

Thank you, Mr. Examiner. 

EXAMINER STOGNER: Thank you. 

Mr. Bruce? 

MR. BRUCE: Mr. Examiner, Ocean i s here 

r e q u e s t i n g a west-half w e l l u n i t . Because of the d r i l l i n g 

of the w e l l , they're requesting t h a t TMBR/Sharp's l o c a t i o n 

and r i g be used t o avoid any unnecessary expense, t h a t 

TMBR/Sharp operate the w e l l u n t i l TD i s reached and t h a t 

operations be turned over t o Ocean f o r completion. 

F i n a l l y , we would ask t h a t the Hobbs o f f i c e , Hobbs D i s t r i c t 

O f f i c e , be r e q u i r e d t o approve Ocean as operator of a west-

h a l f u n i t . 

TMBR/Sharp claims i t has a n o r t h - h a l f APD, and 

thus the u n i t must be the n o r t h h a l f . However, the 

Commission, i n i t s most recent order, paragraph 34, s t a t e s 

t h a t the issuance of an APD "does not prejudge the r e s u l t s 

of a compulsory p o o l i n g proceeding..." 

Therefore, you must look a t the normal f a c t o r s 

considered by the D i v i s i o n and the Commission i n f o r c e -

p o o l i n g cases. Those are set f o r t h i n a couple of places. 

One i s Commission Order Number R-10,731-B a t pages 8 and 9, 

and by a memorandum dated A p r i l 5th, 1995, from Examiner 

Catanach t o W i l l i a m LeMay. 
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The primary f a c t o r , f i r s t and foremost, i s 

geology. 

Another important f a c t o r i s working i n t e r e s t 

ownership. 

A t h i r d one i s g o o d - f a i t h n e g o t i a t i o n s . I would 

say w i t h the t h i r d f a c t o r , i t ' s c l e a r t h a t Ocean has 

proposed i t s w e l l s and sought t o o b t a i n the j o i n d e r of the 

p a r t i e s . 

There are some other s u b s i d i a r y f a c t o r s , w e l l 

costs, a b i l i t y t o operate, e t cetera, but those don't 

appear t o be a t issue today. 

I f you look a t the geology as r e i n f o r c e d by the 

engineering, there's no question t h a t a west-half u n i t i s 

mandated. There are two primary zones of i n t e r e s t , the 

Atoka and the M i s s i s s i p p i a n . The Atoka i s e n t i r e l y i n the 

west h a l f of Section 25, and the M i s s i s s i p p i a n i s 90-

percent-plus i n the west h a l f . 

Now, TMBR/Sharp would have you b e l i e v e by i t s — 

I t h i n k i t ' s E x h i b i t 18-D — t h a t the M i s s i s s i p p i a n 

r e s e r v o i r s are confined t o 4 0 or 50 acres. However, the 

gas-in-place estimates which were presented by TMBR Sharp 

show t h a t these w e l l s w i l l d r a i n i n excess of 2 00 acres. 

Therefore, as Mr. Payne t e s t i f i e d , one w e l l i n 

the northwest quarter w i l l e s s e n t i a l l y d r a i n the e n t i r e 

west h a l f i n the M i s s i s s i p p i a n . Approving laydown u n i t s 
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w i l l r e q u i r e t h a t a second w e l l , an unnecessary w e l l , w i l l 

have t o be d r i l l e d i n the southwest q u a r t e r . We t h i n k t h i s 

v i o l a t e s the p o o l i n g s t a t u t e , which was enacted t o prevent 

the d r i l l i n g of unnecessary w e l l s . 

Mr. Examiner, I understand from your q u e s t i o n i n g 

t h a t you're w o r r i e d about the c o r r e l a t i v e r i g h t s i n the 

southeast q u a r t e r . As Mr. Baker s t a t e d , those i n t e r e s t 

owners can evaluate t h a t and see what they have t o do, but 

I would p o i n t out t h a t c o r r e l a t i v e r i g h t s i s s u b s i d i a r y t o 

the p r e v e n t i o n of waste. And c e r t a i n l y another 

M i s s i s s i p p i a n w e l l i n the southwest quarter a t t h i s p o i n t , 

from the knowledge we have, w i l l cause waste. 

As t o working i n t e r e s t ownership, as we a l l know, 

t h i s northwest quarter i s i n l i t i g a t i o n . I won't go i n t o 

the d e t a i l s . I would put i t t h i s way: I f A r r i n g t o n i s 

u l t i m a t e l y successful, what you have i s 100 percent of the 

working i n t e r e s t owners i n the west h a l f , who d e s i r e a 

west-half u n i t . And i f a n o r t h - h a l f u n i t i s mandated, 

you're i g n o r i n g the i n t e r e s t ownership i n t h i s s e c t i o n . 

Now, TMBR/Sharp has commenced the w e l l , and I 

suppose one t h i n g they could say i s , We've s t a r t e d i t , 

leave us alone, we've in c u r r e d the expense. The f a c t i s , 

Ocean's case was set f o r hearing i n March but was continued 

a t TMBR/Sharp's request u n t i l now. They can't be allowed 

t o cause the delay and then claim the b e n e f i t of the delay. 
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They've also claimed t h a t they would have d r i l l e d 

l a s t f a l l w i t h o u t the, quote, unquote, i n t e r f e r e n c e of 

A r r i n g t o n or Ocean or both. The problem w i t h t h a t i s , i f 

you look a t t h e i r documents, t h e i r proposal l e t t e r s , t h e i r 

AFEs, t h e i r JOAs, they d i d n ' t even propose t h e i r w e l l u n t i l 

t h i s year. Also, as Mr. Maney has t e s t i f i e d , Ocean would 

have taken a c t i o n t o p r o t e c t i t s i n t e r e s t s l a s t f a l l i f 

TMBR/Sharp had taken a c t i o n . 

So l e t ' s summarize. As I s a i d i n my opening, i f 

you look a t TMBR/Sharp E x h i b i t 9, which i s t h e i r 

comparative a n a l y s i s , as I sa i d , there are two zones, the 

Atoka and the Morrow. There's no M i s s i s s i p p i a n i n the 

northeast q u a r t e r . But TMBR/Sharp wants i t i n c l u d e d i n i t s 

u n i t , s o l e l y because i t owns about 75 percent of the 

working i n t e r e s t i n the northeast q u a r t e r . TMBR/Sharp's 

need f o r a n o r t h - h a l f u n i t i s not based on the t e c h n i c a l 

evidence, i t ' s simply a land play. 

Looking at E x h i b i t 9, t h e i r f i r s t issue i s 

c o r r e l a t i v e r i g h t s . Well, due t o the r e s e r v o i r being i n 

the west h a l f — and I'm t a l k i n g of a l l the p o t e n t i a l zones 

— c o r r e l a t i v e r i g h t s mandate a west-half u n i t . 

I f you look at TMBR/Sharp's c o r r e l a t i v e - r i g h t s 

a n a l y s i s , which i s t h e i r E x h i b i t 17, I would note t h a t i t ' s 

not based on geology placed i n the record. Mr. P h i l l i p s 

s t a t e d t h a t i t was based on something else t h a t he looked 
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a t . Thus, the e x h i b i t i s meaningless, because i t has no 

s u b s t a n t i a t i o n i n the record. 

Second, i f you look a t the unnecessary w e l l s l i n e 

on the e x h i b i t , i f a n o r t h - h a l f u n i t i s mandated, t h a t 

would probably mandate one Atoka w e l l and a separate 

M i s s i s s i p p i a n w e l l i n the southwest q u a r t e r . Thus, y o u ' l l 

have t h r e e w e l l s i n the west h a l f w i t h laydown u n i t s , 

versus p o t e n t i a l l y j u s t one w e l l i n the west h a l f of 

standup u n i t s . 

Their t h i r d l i n e i s the geology. Again, t h i s i s 

j u s t r e i t e r a t i o n . There's l i t t l e d i spute t h a t the 

prospe c t i v e zones are i n the west h a l f of Section 25, and 

from an engineering a n a l y s i s , one w e l l i n the southwest, 

northwest of 25 w i l l t e s t those zones. 

As you look a t t h i s e x h i b i t , j u s t take those X's 

t h a t are i n the n o r t h - h a l f u n i t , move them over t o the 

west- h a l f u n i t , because t h a t ' s what the evidence shows. 

With respect t o TMBR/Sharp's p o o l i n g A p p l i c a t i o n , 

as Mr. H a l l s a i d , the po o l i n g s t a t u t e s r e q u i r e an operator 

t o make a g o o d - f a i t h e f f o r t t o o b t a i n the v o l u n t a r y j o i n d e r 

of i n t e r e s t owners i n a proposed w e l l before i t f i l e s a 

p o o l i n g a p p l i c a t i o n . 

I n t h i s case, i f you look a t the e x h i b i t s , 

E x h i b i t 3 of TMBR/Sharp's, t h e i r f i r s t l e t t e r , January 22, 

2002, t o Mr. Huff, t h a t was t h e i r proposal l e t t e r . They 
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f i l e d t he p o o l i n g a p p l i c a t i o n two or thr e e days l a t e r . 

This problem has a r i s e n before. I n Case Number 

11,927 the A p p l i c a n t , Redstone O i l and Gas Company, f i l e d 

i t s p o o l i n g a p p l i c a t i o n before i t had proposed the w e l l i n 

w r i t i n g t o the i n t e r e s t owners. Upon the motion of the 

p a r t y being pooled, the D i v i s i o n held t h a t such a c t i o n d i d 

not meet the s t a t u t o r y requirement of g o o d - f a i t h 

n e g o t i a t i o n s and dismissed the case. Now, t h a t order was 

entered d e s p i t e the f a c t t h a t several months of v e r b a l 

n e g o t i a t i o n s had preceded the f i l i n g of the p o o l i n g 

a p p l i c a t i o n . The order i n t h a t case i s R-10,977. 

Here, the proposal l e t t e r preceded the f i l i n g of 

the p o o l i n g a p p l i c a t i o n by a couple of days. We don't 

t h i n k t h a t ' s s u f f i c i e n t . For t h a t reason alone, 

TMBR/Sharp's A p p l i c a t i o n should be dismissed. 

I f the D i v i s i o n d e s i r e s , we would l i k e t o present 

a proposed order w i t h i n a reasonable time t o the D i v i s i o n . 

We request t h a t Ocean's po o l i n g a p p l i c a t i o n be granted, and 

furthermore, because of our e x p i r i n g farmout, we would 

request t h a t an order i n t h i s matter be issued a reasonable 

p e r i o d of time before J u l y 1st so Ocean can plan i t s 

a c t i v i t i e s accordingly. 

Thank you, Mr. Examiner. 

EXAMINER STOGNER: Thank you. 

Mr. Kellahin? 
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MR. KELLAHIN: Thank you, Mr. Stogner. 

The p a r t i e s before t h i s agency have spent a great 

amount of time and energy i n discussions w i t h the D i v i s i o n 

Examiners and w i t h the Commission i t s e l f on the sequencing 

of how the procedure should be handled f o r the a c t i v i t y 

t a k i n g place i n Section 25. 

Great e f f o r t was made by Ocean and A r r i n g t o n t o 

have the Commission not decide the p e r m i t t i n g issues u n t i l 

a f t e r the p o o l i n g A p p l i c a t i o n s had been heard by a Hearing 

Examiner. There were motions about t h a t issue. 

Mr. Brooks determined, based upon h i s judgement, 

t h a t i t was best t o proceed t o the Commission de novo 

hearing on the issue of p e r m i t t i n g before you engaged i n 

the process of deciding the compulsory p o o l i n g cases. 

I t ' s been a long time since I sat down w i t h some 

care t o read the compulsory p o o l i n g s t a t u t e , 7 0-2-17, i n 

a s s o c i a t i o n w i t h -18. When you read i t w i t h some care and 

look a t the pieces of the puzzle, you're quick t o see t h a t 

you can pool the i n t e r e s t i n a spacing u n i t a f t e r the w e l l 

has been d r i l l e d . The Commission has confirmed t h a t as an 

o p t i o n . 

When the Commission approved our a p p l i c a t i o n f o r 

a permit t o d r i l l and voided the A r r i n g t o n ones, i t was 

c l e a r i n our testimony and i n our p r e s e n t a t i o n t h a t we 

intended t o go forward and commence the d r i l l i n g of the 
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w e l l , and we've done so. 

Richardson has asked the o p p o s i t i o n i f t h e r e was 

any r u l e , r e g u l a t i o n , order or procedure t h a t we have 

v i o l a t e d i n engaging i n t h a t process. They could show us 

none. We have commenced t h a t w e l l i n accordance w i t h the 

d e c i s i o n made by the Commission. 

I t also should be c l e a r t o you i n the recor d t h a t 

A r r i n g t o n obtained h i s a p p l i c a t i o n s f o r permit t o d r i l l i n 

J u l y of l a s t year as an e f f o r t t o block TMBR/Sharp's 

attempts t o get those approved. Mr. A r r i n g t o n has t o l d 

J e f f P h i l l i p s t h a t he intended t o block TMBR/Sharp, he t o l d 

them, y o u ' l l never — you've g o t t e n the w e l l d r i l l e d i n the 

southwest q u a r t e r of 25, but y o u ' l l never get the other two 

d r i l l e d . 

Mr. C a r r o l l got up i n the Commission hearing and 

sa i d t h a t Mr. A r r i n g t o n had no i n t e n t i o n a t the Commission 

hearing t o d r i l l these w e l l s . You can presume t h a t he 

never intended t o do i t , and what other reason d i d he have 

but t o block the e f f o r t s of TMBR/Sharp? 

TMBR/Sharp had t o go t o D i s t r i c t Court, we 

obtained r e l i e f from the c o n d i t i o n s of our leases, we had 

the D i s t r i c t Court determine t h a t the base leases were 

s t i l l good, the top leases were i n v a l i d , and we have 

proceeded through the hearing process. 

One of the other t h i n g s t h a t you l e a r n when you 
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re-read the po o l i n g s t a t u t e s i n a s s o c i a t i o n w i t h t he 

language, not only do you f i n d t h a t you can pool a f t e r t he 

f a c t , you also f i n d language t o say t h a t the compulsory 

p o o l i n g of the acreage t o conform t o the spacing u n i t t h a t 

you have been perm i t t e d and you are now d r i l l i n g i s f o r an 

e f f o r t t o consolidate t h a t t r a c t f o r the i n t e r e s t owners 

ye t not committed i n the no r t h h a l f . 

And t h a t ' s why we're here before you, i s not t o 

ask you t o re-change the o r i e n t a t i o n . Your a b i l i t y and 

a u t h o r i t y t o do t h a t i n t h i s case i s of concern t o us. 

But be t h a t as i t may, i f you want t o take the 

t e c h n i c a l science, you f i n d a s u b s t a n t i a l problem w i t h a l l 

of the data. I t shows t h a t the southwest — the southeast 

q u a r t e r of Section 2 5 i s going t o make a c o n t r i b u t i o n under 

v a r i o u s a n a l y s i s , and they w i l l not share i n t h a t product, 

t h e y ' r e going t o be excluded. 

What b e t t e r way t o share the r e s e r v o i r 

o p p o r t u n i t y than w i t h two laydown spacing u n i t s ? They 

c r i t i c i z e Mr. Mazzullo's pod. They say h i s bowl i s too 

smal l . And when we f i n d out t h i s morning t h a t they've done 

some engineering c a l c u l a t i o n s on 5 BCF and we now see an 

isopach which they t e l l us s p i l l s over the r e s e r v o i r , a 

s u b s t a n t i a l p o r t i o n of the southeast q u a r t e r i s going t o 

c o n t r i b u t e . There's more than enough reserves under t h e i r 

spreading out of the r e s e r v o i r t o j u s t i f y t h e i r w e l l . They 
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t e l l us i n t h e i r own e x h i b i t s the best place t o l o c a t e the 

o p p o r t u n i t y i n the Brunson sand i s now i n the southeast 

q u a r t e r of t h a t s e c t i o n . Let them go d r i l l i t . 

I t h i n k what i s most troublesome i s the n o t i o n 

t h a t we have done something wrong w i t h t he process. We've 

asked t h a t the po o l i n g matters be delayed u n t i l t he w e l l i n 

25 has been completed and we have more data. Most of these 

experts and some of the lawyers have conceded t h a t would be 

the best p o i n t i n time t o make the best d e c i s i o n . We now 

have pressure data, we w i l l have more i n f o r m a t i o n about the 

thick n e s s of the r e s e r v o i r and what t o do. 

Quite f r a n k l y , we would encourage you t o change 

your mind about what you decided t o do on Tuesday. The 

best answer i n t h i s problem may be simply t o postpone t h i s 

case u n t i l t h i s w e l l has been completed. I t won't be 

produced u n t i l we come back here and j u s t i f y i t a t t h a t 

p o i n t . 

Y o u ' l l f i n d as we came t o t h i s hearing today, the 

i n t e r e s t i n the n o r t h h a l f had been s u b s t a n t i a l l y 

c o n s o l i d a t e d . There were 75 percent of the i n t e r e s t owners 

v o l u n t a r i l y committed. The remaining i n t e r e s t owners, as 

of yesterday, were e i t h e r committed t o A r r i n g t o n or 

committed t o TMBR/Sharp. 

And i f you want t o take Mr. Catanach's summary of 

how you might want t o process p o o l i n g cases, a l l you have 
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t o do i s read the f i r s t e n t r y . I t says, "any i n f o r m a t i o n 

r e l a t e d t o prehearing n e g o t i a t i o n s conducted by the 

p a r t i e s " . 

By the time we get here, a l l t h i s conversation 

and n e g o t i a t i o n has happened. The p a r t i e s have a l i g n e d 

themselves i n one camp or the other. That's been done. I n 

t h i s case we have chosen, and because of nece s s i t y i n 

commencing the w e l l have had t o do t h a t process a f t e r the 

A p p l i c a t i o n was f i l e d . 

I f i n d i t i n c r e d i b l y i n t e r e s t i n g t h a t Mr. H a l l 

f i n d s f a u l t w i t h our p r e s e n t a t i o n . He suggests and 

c r i t i c i z e s t h a t we f a i l e d t o ask our experts some of the 

b o i l e r p l a t e questions. He complains t h a t we should have 

asked them i n a conclusionary s o r t of way, w i l l approval of 

t h i s A p p l i c a t i o n prevent waste, p r o t e c t c o r r e l a t i v e r i g h t s 

and avoid the d r i l l i n g of unnecessary wells? Those are 

u l t i m a t e f i n d i n g s t h a t you're going t o make, and we're not 

going t o presume t o t e l l you how t o make those, other than 

t o look a t the data t h a t you have before you. 

How many times have we had one of those experts 

g i v e you those conclusionary statements, and then you 

f o l l o w up and ask him — and you've done i t , I've done 

i t — ask him t o def i n e c o r r e l a t i v e r i g h t s ? You would 

t h i n k i t was a new concept, he has no clue. 

I t h i n k what you do i s look a t the record before 
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you, and you make those decisions about those u l t i m a t e 

f a c t s . We have given you a l l the i n f o r m a t i o n necessary t o 

reach the proper conclusion. 

What decides t h i s case f o r me i s the f a c t t h a t 

t h e r e should be s u b s t a n t i a l emphasis placed on the p a r t 

t h a t developed t h i s concept i n the Big Tuna area. 

Louis Mazzullo, i n a s s o c i a t i o n w i t h a former 

g e o p h y s i c i s t from Ocean, develops t h i s concept i n the 

Chester of l o o k i n g f o r these lows below the top of the 

Chester i n which they t h i n k hydrocarbons are going t o be 

trapped. The come forward w i t h t h i s hypothesis t h a t they 

spend considerable time and e f f o r t on t o develop i t as an 

o p p o r t u n i t y t o f i n d production t h a t might not otherwise 

have been located. 

Mr. Mazzullo takes h i s database, he goes t o 

Houston t o Ocean's o f f i c e , and on one occasion — and Mr. 

P h i l l i p s says i t ' s more than one occasion — they have 

given Ocean p r i v a t e showings so they had an equal 

o p p o r t u n i t y t o share i n the development of Section 25. 

And you know what they t o l d us? I t was too low 

and too wet, and they took a walk. 

Now they're back before us a f t e r they f i n d the 

success of our hypothesis, the f a c t t h a t we do have a good 

w e l l i n the southwest quarter of 24, and they want t o take 

our p l a y away from us. Shame on them. 
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Thank you. 

EXAMINER STOGNER: I f there's nothing f u r t h e r i n 

t h i s matter, then I'm prepared a t t h i s time t o take Cases 

Numbers 12,859, 12,860, 12,841 and 12,816 under advisement. 

Would two weeks be s u f f i c i e n t as f a r as rough 

d r a f t s ? 

MR. KELLAHIN: May I ask the c o u r t r e p o r t e r , Mr. 

Stogner, Mr. Stogner, how soon he might have a v a i l a b l e a 

t r a n s c r i p t ? There i s so much t e c h n i c a l i n f o r m a t i o n , and I 

would l i k e t o look a t what he r e p o r t s before I submit you a 

d r a f t . I don't want t o misstate the t e c h n i c a l s t u f f . 

EXAMINER STOGNER: I ' l l t e l l you what, l e t me do 

t h i s . I ' l l say two weeks a t t h i s time. I f a d d i t i o n a l time 

i s needed, then I ' l l have you give me a w r i t t e n statement 

or a w r i t t e n request — 

MR. KELLAHIN: A l l r i g h t , s i r . 

EXAMINER STOGNER: — and I w i l l take t h a t under 

c o n s i d e r a t i o n . 

MR. BRUCE: And my only comment, Mr. Examiner, 

i s , we need t o know p r e t t y soon. 

EXAMINER STOGNER: We'll keep t h a t i n mind. 

With t h a t , t h i s hearing i s adjourned. 

(Thereupon, these proceedings were concluded a t 

11:25 a.m.) a C l >-' ~ 

1\ 
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