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

9:10 a.m.: 

EXAMINER STOGNER: At the request of l e g a l 

counsel, a t t h i s time I'm going t o consolidate and c a l l 

Cases 12,953 and 12,954. 12,953 i s the A p p l i c a t i o n of 

Permian Resources, Inc., f o r compulsory p o o l i n g and an 

unorthodox w e l l l o c a t i o n , Lea County, and 12,954 i s the 

A p p l i c a t i o n of Permian Resources, I n c . , t o amend the cost 

recovery p r o v i s i o n s of Compulsory Pooling Order Number 

R-11,682, Lea County, New Mexico. 

C a l l f o r appearances. 

MR. HALL: Mr. Examiner, Scott H a l l , M i l l e r 

S t r a t v e r t Torgerson law f i r m , Santa Fe, appearing on behalf 

of the A p p l i c a n t , Permian Resources, Incorporated, w i t h two 

witnesses t h i s morning. 

EXAMINER STOGNER: Any other appearances? 

W i l l the witnesses please stand t o be sworn? 

(Thereupon, the witnesses were sworn.) 

MR. HALL: Mr. Examiner, of course w e ' l l take 

these cases out of order. We'll s t a r t w i t h testimony on 

Case Number 12,954 f i r s t , i f you don't mind. I t h i n k i t 

might f a c i l i t a t e handling of the two cases. They do 

in v o l v e the same acreage. 

You may r e c a l l t h a t i n September a year ago we 

had a compulsory p o o l i n g case on Permian's Chambers Number 
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2 w e l l , and durin g the course of testimony we discussed 

w i t h the D i v i s i o n Examiner the f a c t t h a t t h e r e was a second 

wellbore on the subject acreage f o r the Chambers Number 1 

i n a c t i v e w e l l , and the p o s s i b i l i t y was discussed t h a t t h a t 

w e l l could be re-entered under the guise — poor choice of 

words, but under the a u t h o r i t y of the p o o l i n g order t h a t 

would issue i n Case Number 12,715. 

And i f were t h a t the case, then what we would do 

i s come back w i t h a subsequent a p p l i c a t i o n t o the D i v i s i o n 

t o seek an A order, an amended order. I t would be Order 

11,682, was issued — the order t h a t was issued i n i t i a l l y . 

So what we're asking now i s f o r the D i v i s i o n t o 

consider the f a c t t h a t Permian has, i n f a c t , re-entered the 

Chambers Number 1 w e l l , recompleted t h a t i n the Wolfcamp 

formation a t s i g n i f i c a n t savings over a new d r i l l . And 

because of t h a t , we would l i k e the D i v i s i o n t o readdress 

the cost p r o v i s i o n s of Order Number 11,682 and provide the 

pooled, unleased mineral i n t e r e s t owners w i t h an 

o p p o r t u n i t y t o e l e c t and w i t h an o p p o r t u n i t y t o o b j e c t t o 

reasonableness of w e l l costs, should they so choose. 

Now, i n view of the f a c t t h a t the Chambers Number 

2 w e l l i n the o r i g i n a l a p p l i c a t i o n was not d r i l l e d , I 

thought i t would be best t o consolidate the two cases, 

since we're also t a l k i n g about another Chambers Number 2 

w e l l , i n Case Number 12,953. So again, t h a t ' s why we ask 
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f o r c o n s o l i d a t i o n . I t h i n k we can keep t h i n g s s t r a i g h t 

t h a t way. 

So a t t h i s time, Mr. Examiner, I ' d c a l l W i l l 

P o rter t o the stand. 

WILLIAM L. PORTER, 

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. W i l l i a m Porter. 

Q. Where do you l i v e ? 

A. Midland, Texas. 

Q. By whom are you employed? 

A. Permian Resources, Incorporated. 

Q. And what do you do f o r Permian? 

A. I'm land manager. 

Q. Mr. Porter, are you f a m i l i a r w i t h the 

A p p l i c a t i o n s t h a t have been f i l e d i n these cases and the 

lands t h a t are the subject of the Ap p l i c a t i o n s ? 

A. I am. 

Q. And you're f a m i l i a r w i t h the subject area? 

A. Yes. 

Q. 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 an expert p r o f e s s i o n a l 
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petroleum landman? 

A. I have. 

MR. HALL: Mr. Examiner, are the witness's 

c r e d e n t i a l s acceptable? 

EXAMINER STOGNER: They are. 

Q. (By Mr. H a l l ) Let's t a l k about, f i r s t , the 

A p p l i c a t i o n , Case Number 12,954, on the Chambers Number 1 

w e l l , Mr. Porter. Would you b r i e f l y summarize what Permian 

i s seeking i n t h i s case? 

A. Yes. Under t h i s A p p l i c a t i o n , we seek t o amend 

the cost recovery p r o v i s i o n as set out i n R-11,682, which 

pooled the i n t e r e s t s f o r the Wolfcamp form a t i o n , North Shoe 

Bar-Wolfcamp O i l Pool, located i n the southeast q u a r t e r of 

Section 7, 16 South, 3 6 East. 

Q. Let's r e f e r t o your e x h i b i t s , please, s i r . What 

does E x h i b i t Number 1 show? 

A. E x h i b i t Number 1 shows the acreage i n question, 

which i s the southeast quarter of Section 7 of 16 South, 36 

East, located approximately a mile and a h a l f from the — 

west of the C i t y of Lovington, New Mexico. 

Q. And E x h i b i t 2, what i s t h a t ? 

A. E x h i b i t 2 shows the e x i s t i n g pool boundaries i n 

t h i s area f o r the Wolfcamp and the Strawn. 

Q. A l l r i g h t . Now, i n the o r i g i n a l p o o l i n g case 

l a s t September, which r e s u l t e d i n the issuance of Order 
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Number R-11,682, d i d Permian pool only unleased m i n e r a l 

i n t e r e s t owners i n the Wolfcamp formation? 

A. Yes, t h a t ' s t r u e . 

Q. And l e t ' s e x p l a i n t o the Examiner what the plan 

was i n i t i a l l y f o r the d r i l l i n g of the Chambers Number 2 

w e l l under t h a t A p p l i c a t i o n . Was t h a t w e l l t o be d r i l l e d 

a t a standard lo c a t i o n ? 

A. Yes. 

Q. And f o l l o w i n g the hearing, the issuance of t h a t 

order, by what date was t h a t w e l l t o be commenced? 

A. On or before January 31st, 2002. 

Q. And again, i n the testimony i n t h a t case was the 

Chuck Chambers Number 1 w e l l discussed w i t h the Hearing 

Examiner? 

A. Yes, i t was. 

Q. And the Examiner, by the way, was Mr. Brooks, was 

i t not? 

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

Q. Now, what's the footage l o c a t i o n f o r the Chambers 

Number 1? 

A. Okay, the Chambers Number 1 i s loc a t e d 555 f e e t 

from the south l i n e , 2085 f e e t from the east l i n e of 

Section 7 of 16 South, 36 East. 

Q. And what was the status of the Chambers Number 1 

a t the time of the hearing l a s t September? 

STEVEN T. BRENNER, CCR 
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A. I t was i n a c t i v e . 

Q. A l l r i g h t , do you mean i t was — 

A. I t was not producing. 

Q. I t ' s not plugged? 

A. I t was not plugged, and i t was not producing. 

Q. A l l r i g h t . And d i d Permian's witnesses discuss 

t h a t t h a t w e l l was, i n f a c t , a candidate f o r r e - e n t r y and 

recompletion? 

A. Yes. 

Q. And was t h a t done? 

A. Yes. 

Q. And i t was done before January 31st, 2002? 

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

MR. HALL: Mr. Examiner, a t t h i s time I ' d r e f e r 

you t o E x h i b i t s 3 and 4, so you have i t i n your f i l e . I t ' s 

the o r i g i n a l a p p l i c a t i o n from Case Number 12,715, and 

E x h i b i t 4 i s Order Number 11,682, which discussed the 

Chambers Number 2 w e l l and had the commencement of d r i l l i n g 

deadline of January 31st i n i t . 

EXAMINER STOGNER: A d m i n i s t r a t i v e n o t i c e w i l l be 

taken of Case Number 12,715. 

Q. (By Mr. H a l l ) Now, i n the o r i g i n a l p o o l i n g case, 

Mr. Porter, what was the quantum of the mineral i n t e r e s t s 

t h a t were pooled? 

A. The quantum of the mineral i n t e r e s t pooled was 

STEVEN T. BRENNER, CCR 
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4.40928 percent. 

Q. Okay, very small i n t e r e s t . And has t h a t 

ownership percentage changed a t a l l ? Let me c o r r e c t 

myself. Has the ownership of t h a t i n t e r e s t changed a t a l l 

since then? 

A. I t has not, no. 

Q. And a t t h a t time d i d the D i v i s i o n apply the 

s t a t u t o r y 1/8 r o y a l t y r a t e and 7/8 working i n t e r e s t r a t e t o 

those pooled mineral i n t e r e s t s ? 

A. Yes. 

Q. What were the w e l l costs t h a t were t e s t i f i e d t o 

i n Case Number 12,715, f o r the Chambers Number 2? 

A. The approximate w e l l cost t h a t was t e s t i f i e d t o 

was approximately $1,618,410. 

Q. And what are the w e l l costs t h a t we're t a l k i n g 

about f o r the r e - e n t r y and recompletion of the Chambers 

Number 1 now? 

A. The approximate w e l l cost i s $72,000. 

Q. A l l r i g h t . And w i l l Permian present another 

witness t o address the basis of these w e l l costs? 

A. Yes. 

Q. So i n any event, Permian accomplished the same 

r e s u l t , i t got a successful completion i n the Wolfcamp a t a 

savings of i n excess of $1.5 m i l l i o n ? 

A. That's c o r r e c t . 
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Q. Now, how does Permian propose t h a t the D i v i s i o n 

t r e a t the mineral i n t e r e s t owners under an order t h a t would 

r e s u l t from t h i s hearing, given t h a t a l l these costs have 

already been incurred? 

A. Okay, we propose t h a t s i m i l a r t o standard 

compulsory p o o l i n g order, t h a t the owners of the pooled 

i n t e r e s t be given an o p p o r t u n i t y t o tender t h e i r share of 

the a c t u a l w e l l cost and avoid any r i s k p e n a l t y . They 

should also have the o p p o r t u n i t y t o o b j e c t t o the 

reasonableness of the w e l l costs as t o the r e - e n t r y on the 

Chambers Number 1 w e l l . 

Q. A l l r i g h t . Now, as you might r e c a l l , these 

mineral i n t e r e s t owners were, one, numerous, and two, they 

are widespread throughout the country? 

A. That's c o r r e c t . I had — Approximately f i v e of 

the mineral owners l i v e d overseas i n Greece, and the 

remainder l i v e d i n the c o n t i n e n t a l U.S., spread about i n 

the U.S. 

Q. And we've had several separate a p p l i c a t i o n s 

a f f e c t i n g these same i n t e r e s t s , several waiver request 

l e t t e r s t h a t have gone out t o these i n t e r e s t owners. Have 

you received any response from them? 

A. No response whatsoever. 

Q. Okay. So the l i k e l i h o o d t h a t those i n t e r e s t 

owners are going t o come back and o b j e c t t o w e l l costs are 

STEVEN T. BRENNER, CCR 
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probably remote, wouldn't you agree? 

A. Yes. 

Q. What would the p r o p o r t i o n a t e share of costs 

a t t r i b u t a b l e t o these i n t e r e s t owners be? 

A. Approximately $3000. 

Q. A l l r i g h t . So you got me out of bed t h i s morning 

t o t a l k about $3000 i n w e l l costs? 

A. Yes, s i r . 

Q. And i s Permian asking t h a t the same producing 

overhead r a t e s be applied f o r the recompletion operation? 

A. Yes. 

Q. And does Permian request the D i v i s i o n t o enter an 

amended A order f o r Order Number R-11,682, t o i n c l u d e these 

new w e l l costs and e l e c t i o n provisions? 

A. Yes. 

Q. I n your opinion as an expert petroleum landman, 

do you see any unfairness or p r e j u d i c e t h a t accrues t o 

these unleased mineral i n t e r e s t owners by proceeding w i t h 

t h i s w e ll? 

A. None. 

Q. I n f a c t , they're way ahead, aren't they? 

A. They're way ahead, yes. 

Q. Now, l e t ' s t a l k about the new Chambers Number 2 

w e l l . I n t h a t A p p l i c a t i o n , i n Case Number 12,953, 

summarize b r i e f l y f o r the Hearing Examiner what we're 

STEVEN T. BRENNER, CCR 
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trying to do in that case. 

A. Okay, f o r the new Chambers Number 2, we'd l i k e t o 

t a l k about f o u r issues f o r the Examiner t o consider. 

Number one, again, we would seek t o pool these 

same mineral owners f o r the Strawn formation. 

Number two, we w i l l have an unorthodox w e l l 

l o c a t i o n f o r t h i s Chambers Number 2 w e l l . 

Number thr e e , the designation of a s p e c i a l 

p r o j e c t area f o r the d i r e c t i o n a l d r i l l , because t h i s w i l l 

be a h o r i z o n t a l w e l l . 

And number f o u r , because we have an e x i s t i n g 

Wolfcamp producing w e l l , the simultaneous d e d i c a t i o n of 

produc t i o n from the Wolfcamp on the Chambers Number 1 and 

the Chambers Number 2. 

Q. The primary o b j e c t i v e f o r the Chambers Number 2 

i s — 

A. — i s Strawn. 

Q. — i s Strawn, correct? 

A. — i s the Strawn formation, which i s below the 

Wolfcamp, yes. 

Q. And since you already have the Wolfcamp i n t e r e s t s 

pooled, you're seeking t o pool only the Strawn i n t e r e s t s , 

c o r r e c t ? 

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

Q. And are they the same i n t e r e s t owners t h a t were 
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pooled i n the Wolfcamp? 

A. No, we have had a few owners leased t o me. There 

are f o u r owners from Greece whose leases came i n d u r i n g the 

time of the Number 1 w e l l being re-entered, and the Number 

2 d r i l l i n g — or the asking f o r the d r i l l i n g of the Number 

2 w e l l . So there's a very minuscule d i f f e r e n c e i n the 

amount of i n t e r e s t I'm seeking t o pool. 

Q. Okay, and we have some e x h i b i t s t h a t w i l l r e f l e c t 

t h a t l a t e r on? 

A. That's c o r r e c t , yes, s i r . 

Q. And are there s p e c i a l pool r u l e s t h a t are 

a p p l i c a b l e t o t h i s Strawn pool? 

A. Yes. 

Q. What pool i s that? 

A. I t i s the Northeast Shoe Bar-Strawn Pool, under 

Order Number R-10,848, e s t a b l i s h i n g 80-acre u n i t s . 

Q. Okay, what's the o r i e n t a t i o n of the Strawn u n i t 

you're proposing? 

A. The o r i e n t a t i o n of our Strawn u n i t i s a laydown 

8 0-acre t r a c t , being composed of the south h a l f of the 

southeast quarter of Section 7, 16 South, 3 6 East. 

Q. Okay. Let's look a t E x h i b i t Number 5, your 

ownership breakdown. I f you would review t h a t w i t h the 

Hearing Examiner, please, s i r ? 

A. Okay. What I have here i s a l i s t i n g of a l l the 

STEVEN T. BRENNER, CCR 
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mineral owners i n the southeast quarter of Section 7 and 

what t h e i r gross mineral ownership i s i n t h a t q u a r t e r 

s e c t i o n . 

I f y o u ' l l t u r n t o the l a s t page of t h a t e x h i b i t , 

I want t o note t h a t on the n o r t h h a l f of the southeast 

q u a r t e r Permian Resources Holdings, I n c . , has 100 percent 

of the working i n t e r e s t . I t ' s held by p r o d u c t i o n from a 

w e l l up i n the northeast quarter, the Chambers Number 1 

w e l l t h a t ' s operated by Chesapeake. 

I n the south h a l f of the southeast q u a r t e r , 

surface t o 100 f e e t below the base of the Wolfcamp, per our 

o r i g i n a l p o o l i n g order we now c o n t r o l 100 percent of the 

working i n t e r e s t s there. 

As t o the south h a l f of the southeast q u a r t e r , as 

t o depths below 100 f e e t below the base of the Wolfcamp, we 

c o n t r o l 97.6985 percent, the balance being the i n t e r e s t 

t h a t we're asking the Commission t o consider f o r c e - p o o l i n g . 

Q. A l l r i g h t , l e t ' s i d e n t i f y the owners of the 

i n t e r e s t s t h a t you're seeking t o pool. 

A. Okay. 

Q. Do you have an e x h i b i t t h a t w i l l r e f l e c t t h a t ? 

A. I do. I f we can go t o E x h i b i t Number 7, please. 

There are e i g h t owners t h a t I'm seeking t o po o l . They are 

l i s t e d t h e r e . The t o t a l of t h a t i n t e r e s t — and I'm s o r r y 

I don't have t h a t t o t a l e d there on t h a t page, but the t o t a l 
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i n t e r e s t t h a t we're seeking t o pool w i t h those owners would 

be 3.64439 percent. 

Q. And again, since these are a l l unleased mineral 

i n t e r e s t owners, Permian's requesting t h a t the D i v i s i o n 

apply the s t a t u t o r y 1/8 r o y a l t y t o these pooled i n t e r e s t s ? 

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

Q. Let's discuss your e f f o r t s t o o b t a i n the 

v o l u n t a r y p a r t i c i p a t i o n or leases from these i n t e r e s t 

owners. 

A. Okay. As discussed i n the p r i o r hearing, 

normally what I do as a landman i n seeking the v o l u n t a r y 

l e a s i n g i s , I send out o f f e r l e t t e r s t o a l l the mineral 

owners, and I get responses and I lease the mineral owners. 

Then I have a grouping of people t h a t I have t o spend a l o t 

of time probably looking f o r , t r y i n g t o contact, and 

there's a l o t of correspondence back and f o r t h t h a t goes on 

w i t h t h a t . 

I n t h i s p a r t i c u l a r instance since I had f o r c e -

pooled these people, these owners, i n the past, what I 

e l e c t e d t o do i s a combination of lease o f f e r and w e l l 

proposal. And i f y o u ' l l look a t E x h i b i t 6, please, I have 

given t o you a l e t t e r dated A p r i l 12th of 2002 t o these 

owners, o u t l i n i n g two t h i n g s . 

Number one i s an o f f e r t o lease t h e i r mineral 

i n t e r e s t again as t o the Strawn formation. 
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In the alternative, I've provided to them an 

a u t h o r i t y f o r an expenditure t o d r i l l the Chambers Number 2 

w e l l and allowed them the o p p o r t u n i t y t o p a r t i c i p a t e i n the 

d r i l l i n g of t h a t w e l l . I received no response from any of 

these owners by t h i s communication. 

Q. A l l r i g h t . And i n your o p i n i o n , Mr. P o r t e r , have 

you made a g o o d - f a i t h e f f o r t t o t r y t o o b t a i n the v o l u n t a r y 

p a r t i c i p a t i o n of these owners? 

A. I b e l i e v e I have, yes. 

Q. Okay. I s Permian seeking the i m p o s i t i o n of the 

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

i n t e r e s t f o r the i n t e r e s t s a t t r i b u t a b l e t o the unleased 

mineral i n t e r e s t owners? 

A. On the Chambers Number 2? 

Q. Yes, s i r . 

A. Yes, we are. 

Q. And Permian also seeks t o be designated operator, 

does i t not? 

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

Q. Okay. And as we've discussed, you already have 

an order p o o l i n g the Wolfcamp. 

What are the proposed surface and bottomhole 

l o c a t i o n s f o r the new Chambers Number 2? 

A. Okay, those l o c a t i o n s are as f o l l o w s f o r the 

Chambers Number 2: Our surface l o c a t i o n i s 1038 f e e t from 
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the south l i n e , 802 f e e t from the east l i n e . Our 

bottomhole l o c a t i o n w i l l be 950 f e e t from the south l i n e 

and 1500 f e e t from the east l i n e . 

Q. At what footage l o c a t i o n do you expect t o f i r s t 

encounter the Strawn? 

A. We a n t i c i p a t e the Strawn at 1000 f e e t from the 

south l i n e and 1100 f e e t from the east l i n e . 

Q. A l l r i g h t . Let's r e f e r t o E x h i b i t 8. I f you 

would review t h a t f o r the Hearing Examiner, please — 

A. Okay. 

Q. — what i s t h a t e x h i b i t ? 

A. E x h i b i t 8 i s — Because we have an unorthodox 

l o c a t i o n , as advised by my counsel I needed t o n o t i f y 

o f f s e t operators and o f f s e t unleased mineral owners. We 

are the o f f s e t operator. And again, r e f e r r i n g back t o 

E x h i b i t 7, these owners would be o f f s e t mineral owners t h a t 

are unleased. And I sent out these amended waivers f o r 

a d m i n i s t r a t i v e approval of unorthodox l o c a t i o n , using the 

same addresses t h a t I've used i n the past, i n c l u d i n g a copy 

of the waiver, the A p p l i c a t i o n t h a t was f i l e d here, and i f 

y o u ' l l n o t i c e on the l a s t page I've included my c e r t i f i e d 

m a i l r e t u r n r e c e i p t s t h a t I sent out w i t h these l e t t e r s . 

I received no response whatsoever from t h i s 

m a i l i n g . 

I do want t o p o i n t out t h a t I cannot send 
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c e r t i f i e d m a i l overseas; I have t o send i t r e g i s t e r e d m a i l . 

But I have received no response whatsoever from these 

m a i l i n g s . 

Q. Now, w i l l Permian's engineering witness t e s t i f y 

about the w e l l costs and the overhead r a t e s and the basis 

f o r the r i s k penalty f o r both wells? 

A. Right, yes, s i r . 

Q. And were E x h i b i t s 1 through 8 prepared by you or 

at your d i r e c t i o n ? 

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

MR. HALL: That concludes our d i r e c t of t h i s 

witness, Mr. Examiner. We'd move the admission of E x h i b i t s 

1 through 8. 

EXAMINER STOGNER: E x h i b i t s 1 through 8 w i l l be 

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

Okay, l e t me double-check here. On t h i s 12,953 

we're j u s t f o r c e p o o l i n g the Strawn? 

MR. HALL: Yes, s i r . 

EXAMINER STOGNER: Okay. Now, what about the 

simultaneous d e d i c a t i o n of the Wolfcamp? I'm a l i t t l e 

confused about t h a t . 

MR. HALL: The engineering witness w i l l address 

t h a t . 

EXAMINER STOGNER: Oh, okay. 

MR. HALL: We'll have two Wolfcamp completions i n 

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 

21 

t h a t 160. 

EXAMINER STOGNER: Okay, so the w e l l i s going t o 

be d u a l l y completed? 

MR. HALL: Yes. 

EXAMINER STOGNER: Okay. But the h o r i z o n t a l 

p o r t i o n w i l l j u s t be i n the Strawn? 

MR. HALL: That's r i g h t . 

EXAMINER STOGNER: Okay, okay. 

Mr. Brooks, do you have any questions? 

MR. BROOKS: Well, yeah, I have a few. 

THE WITNESS: Okay. 

EXAMINATION 

BY MR. BROOKS: 

Q. The new Chambers Number 2 w e l l , i s t h a t a 

d i f f e r e n t w e l l from the e x i s t i n g Chambers Number 2, or i s 

i t using — i s i t some way — what's the r e l a t i o n s h i p 

between the two Chambers Number 2 wells? 

A. Okay, we c u r r e n t l y have no two Chambers Number 2 

w e l l s . I n the o r i g i n a l order we were seeking t o d r i l l a 

brand new w e l l c a l l e d the Chambers Number 2. 

Q. Okay. 

A. That w e l l was never d r i l l e d . 

Q. Oh, okay, t h a t w e l l was never d r i l l e d ? 

A. No, s i r . We re-entered the Chambers Number 1 

w e l l . 
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Q. That was i n l i e u of, not i n a d d i t i o n t o — 

A. Yes, s i r , t h a t i s c o r r e c t . 

Q. — Chambers Number 2? Well, as I had r e c a l l e d , 

t h a t was an a d d i t i o n a l p r o j e c t t h a t might be undertaken, 

but now I understand. So the Chambers Number 2 w e l l , the 

new one t h a t you're going t o d r i l l — and I j u s t heard you 

say i n response t o Mr. Stogner's question t h a t was going t o 

be d u a l l y completed i n the Strawn and the Wolfcamp; i s t h a t 

c o r r e c t ? 

A. I'm going t o r e f e r t h a t t o our engineer. 

Q. Okay. 

A. Yes, s i r . 

Q. Okay. Now, you were going f a i r l y f a s t when you 

sai d where you expected t o encounter the Strawn. What was 

the l o c a t i o n where you expected t o encounter the Strawn? 

A. Yes, s i r , l e t me back up, so r r y . We expect t o 

encounter the Strawn a t 1000 f e e t from the south l i n e and 

1100 f e e t from the east l i n e . 

Q. Well, I got i t c o r r e c t a f t e r a l l . Okay, and the 

Strawn i s on an 80-acre spacing f o r the south h a l f of the 

southeast quarter — 

A. That's c o r r e c t , yes, s i r . 

Q. — i s what you're requesting? Okay. 

EXAMINER STOGNER: No other questions a t t h i s 

time. 
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Well, yeah, l e t me go ahead and ask you on this 

one. 

THE WITNESS: Okay. 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. Okay, you have a cu r r e n t f o r c e - p o o l i n g p r o v i s i o n 

f o r the Wolfcamp — 

A. Yes, s i r . 

Q. — southeast quarter, by Order Number R-682, i n 

which you're requesting amendment. How i s a second dual 

completion i n the Wolfcamp — how i s t h a t going t o a f f e c t 

the order or the c u r r e n t order, the compulsory pooling? 

How w i l l t h a t be handled? 

A. I ' l l defer t h a t t o our engineer as w e l l , i f you 

don't mind, s i r . 

MR. HALL: You mean on the cost issue, Mr. 

Examiner? 

EXAMINER STOGNER: Yes, I'm t a l k i n g about the 

cost issue. 

MR. HALL: We'll address t h a t . 

EXAMINER STOGNER: Okay. I may r e c a l l you, then. 

THE WITNESS: Okay. 

EXAMINER STOGNER: Thank you. 

THE WITNESS: Yes, s i r . 

MR. HALL: At t h i s time, Mr. Examiner, we would 
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c a l l Mike Stewart t o the stand. 

MICHAEL L. STEWART, 

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

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

DIRECT EXAMINATION 

BY MR. HALL: 

Q. Please s t a t e your name. 

A. Michael Stewart. 

Q. And where do you l i v e and by whom are you 

employed? 

A. I res i d e i n Midland, Texas, and I'm employed w i t h 

Permian Resources, Incorporated. 

Q. And what do you do f o r Permian? 

A. I'm a petroleum engineer. 

Q. 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 i t s Examiners and had your c r e d e n t i a l s accepted as a 

matter of record, have you not? 

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

Q. Are you f a m i l i a r w i t h the A p p l i c a t i o n s before the 

Examiner today and the lands t h a t are the sub j e c t of the 

App l i c a t i o n s ? 

A. Yes, I am. 

Q. As w e l l as the w e l l s t h a t are the su b j e c t of the 

App l i c a t i o n s ? 

A. Yes, I am. 
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MR. HALL: Mr. Examiner, we'd o f f e r Mr. Stewart 

as a q u a l i f i e d expert petroleum engineer. 

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

Q. (By Mr. H a l l ) Mr. Stewart, i f you would, please, 

l e t ' s t u r n back t o the Chambers Number 1, and could you 

discuss f o r the Examiner the h i s t o r y behind t h a t w e l l ? 

A. And I ' l l reference three e x h i b i t s a t the same 

time, t h a t being E x h i b i t s 9, 10 and 11. 

E x h i b i t 9 i s a d e t a i l e d wellbore h i s t o r y of the 

Chambers Number 1 from i n c e p t i o n t o c u r r e n t . 

E x h i b i t 10 i s a gr a p h i c a l r e p r e s e n t a t i o n or a 

wellbore schematic of the Chambers Number 1. 

And E x h i b i t Number 11 i s a rate-versus-time 

p r o d u c t i o n p l o t of the Chambers Number 1, h i s t o r i c a l l y up 

through c u r r e n t . 

The Chambers Number 1 was d r i l l e d and completed 

i n 1974 by Mesa. They d r i l l e d down through the Strawn 

i n t e r v a l , DST'd the Strawn and found i t t o be wet. At t h a t 

p o i n t i n time they ran pipe and completed i t as a Wolfcamp 

producer. I t IP'd approximately 63 0 b a r r e l s of o i l per 

day, q u i t e an amount of gas, over 1000 MCF per day on gas. 

I t continued t o produce u n t i l 4 of 1982 from what 

i s l o c a l l y known as the Three Brothers Wolfcamp s e c t i o n . 

I n 4 of 1982 they added p e r f o r a t i o n s i n the upper Wolfcamp 

s e c t i o n a t approximately 10,280 f e e t and combined those 
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with the lower Wolfcamp perforations, approximately 10,500 

f e e t . 

I n January of 1989 Conoco took over as operator 

of the w e l l . Sometime i n e a r l y 1995, M e r i t took over 

operations of the w e l l . And i n October of 1997 M e r i t 

attempted t o d r i l l out and k i c k o f f below the Wolfcamp 

formation t o an updip s t r u c t u r a l l o c a t i o n i n the Strawn 

form a t i o n . They were unsuccessful, they d i d not get out of 

the e x i s t i n g or the p r i o r wellbore t h a t Mesa had d r i l l e d . 

At t h a t p o i n t i n time they ran a 2-7/8-inch 

l i n e r , squeezed o f f a l l the Wolfcamp p e r f o r a t i o n s and 

completed the w e l l as a Strawn producer. I t was a marginal 

producer w i t h high water cuts. 

Permian Resources purchased the w e l l from M e r i t , 

e f f e c t i v e January 1 of 2000, a c t u a l l y took over operations 

5-1 of 2000. At t h a t p o i n t i n time the w e l l was 

nonproducing. I n researching the l e a s i n g h i s t o r y of the 

Chambers Number 1, i t was determined t h a t the lease which 

— the 160 acres, which i s made up of the n o r t h h a l f and 

the south h a l f , the n o r t h h a l f being held by the Chesapeake 

Chambers 7 Number 1 w e l l , i t appeared t h a t the south h a l f 

had been l o s t due t o nonproduction. 

So t h a t brought about the f o r c e - p o o l i n g hearing 

t h a t we had l a s t September. We went through a l e a s i n g 

exercise, t r i e d t o re-lease those owners. Some of them 
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weren't able t o be leased, and so we f o r c e pooled the 

Wolfcamp. 

At t h a t p o i n t i n time, we had another w e l l 

proposed, the H i l l b u r n Number 1, which i s approximately two 

miles t o the west of the Chambers Number 1 as a Strawn-

Wolfcamp t a r g e t — Excuse me, i t ' s the H i l l b u r n Number 3. 

We d r i l l e d the H i l l b u r n Number 3 beginning i n 

e a r l y November i n t o middle of December of 2001. The w e l l , 

u t i l i z i n g two separate l a t e r a l s was nonproductive, d i d not 

encounter Strawn formation nor Wolfcamp form a t i o n . That 

w e l l was d r i l l e d based upon p r i m a r i l y subsurface geology. 

Our plans were t o move from the H i l l b u r n Number 3 

immediately t o the proposed Chambers Number 2 w e l l , and we 

a t t h a t p o i n t i n time regrouped and c i r c l e d the wagons and 

sa i d we need t o l e a r n more g e o l o g i c a l l y and g e o p h y s i c a l l y 

about t h i s area. And t h a t was p r i m a r i l y the reason why the 

Chambers, the o r i g i n a l Chambers Number 2 w e l l , was not 

d r i l l e d . 

We also had concerns t h a t the Chesapeake Number 

7-1 w e l l — they had had a p u l l i n g u n i t on i t and were 

having some problems w i t h the w e l l , and we were concerned 

t h a t i f t h a t w e l l had no production f o r the 90-day p e r i o d , 

t h a t we would lose the n o r t h h a l f of the southeast q u a r t e r 

of Section 7. 

So a t t h a t p o i n t i n time we made a d e c i s i o n t o 
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postpone the d r i l l i n g of the Chambers Number 2 w e l l i n 

fav o r of more g e o l o g i c a l and geophysical data and study, 

and recomplete the Chambers Number 1 w e l l i n the Wolfcamp 

for m a t i o n . And t h a t was done i n December of 2 001. 

The Strawn p e r f o r a t i o n s were i s o l a t e d w i t h a 

c a s t - i r o n bridge plug and cement, the o l d e x i s t i n g Wolfcamp 

i n t e r v a l t h a t Mesa had p e r f o r a t e d was r e p e r f o r a t e d , a c i d -

s t i m u l a t e d , and the w e l l was returned t o pr o d u c t i o n w i t h 

f a v o r a b l e r e s u l t s . 

E x h i b i t Number 9 d e t a i l s what I j u s t t a l k e d about 

w i t h some production r a t e s . 

E x h i b i t Number 10 shows the e x i s t i n g Wolfcamp 

p e r f o r a t i o n s , M e r i t ' s Strawn-attempted p e r f o r a t i o n s . 

And then E x h i b i t Number 11, the r a t e - t i m e p l o t , 

g r a p h i c a l l y d i s p l a y s the production r a t e s associated w i t h 

the Chambers Number 1 from i n c e p t i o n t o c u r r e n t . 

Q. So i t was a successful workover? 

A. Yes. 

Q. Let's look a t E x h i b i t 12 now, and i f you could 

discuss f o r the Hearing Examiner the basis of the costs 

t h a t we•re seeking t o recover here. 

A. E x h i b i t Number 12 i s a lease op e r a t i n g statement 

based upon 8/8 or 100-percent working i n t e r e s t as t o cost 

and revenues. I t d e t a i l s monthly the o i l sales, o i l 

revenues, gas sales, gas revenues before and a f t e r taxes. 
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I t d e t a i l s normal lease operating expenses t h a t were 

i n c u r r e d by the Chambers Number 1 w e l l , beginning i n 

December of 2001, f o l l o w i n g our recompletion. 

I t also d e t a i l s the workover expenses associated 

w i t h plugging back from the Strawn formation t o the 

Wolfcamp formation i n the Chambers Number 1. 

T o t a l costs associated w i t h the plugback are 

approximately $40,000, and c u r r e n t net revenue through 

September of 2002 t o 100-percent working i n t e r e s t 

ownership, less taxes and r o y a l t y , has been a p o s i t i v e 

$58,000. 

Q. Now, i n e s t a b l i s h i n g your cost basis, how d i d you 

account f o r the plugging l i a b i l i t y and the salvage value of 

the well? 

A. I took the approach t h a t the Chambers Number 1 

wel l b o r e , p r i o r t o the forc e p o o l i n g t h a t was issued i n 

October of l a s t year, the wellbore had some value, 

salvageable value t h a t the working i n t e r e s t owners were 

e n t i t l e d t o , the working i n t e r e s t owners being those 

working i n t e r e s t owners p r i o r t o the f o r c e p o o l i n g , the 

ones who i n e f f e c t had l o s t the lease. They also had an 

o b l i g a t i o n t o plug the w e l l . 

So based upon t h a t premises, I have c a l c u l a t e d a 

salvage-less-plugging-cost value. That's d e t a i l e d i n 

E x h i b i t Number 13, the second page. I t l i s t s the 
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equipment, the salvageable equipment and the associated 

plugging cost estimates. That net value i s $32,107.15. 

I n a d d i t i o n t o t h a t , we had approximately $40,000 

— or a c t u a l l y i t was $39,355 t h a t was associated w i t h 

plugging the w e l l back and recompleting i t as a Wolfcamp 

producer. 

I employed a 200-percent penalty j u s t as t o the 

a c t u a l workover expense of $39,355, so the pen a l t y would be 

$78,710. I added t o t h a t the estimated net salvage value 

less plugging cost of $32,107.15, t o give us a cost basis 

of $150,172.15 as the cost basis t o recoup f o r the pooled 

i n t e r e s t owners as t o the Wolfcamp i n the Chambers Number 1 

w e l l . 

Q. So i n e f f e c t , you're a l l o w i n g these pooled 

i n t e r e s t owners t o enjoy a c r e d i t f o r the savings of the 

plugging l i a b i l i t y ; i s t h a t what you've done b a s i c a l l y ? 

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

Q. Let's e x p l a i n why Permian i s seeking a 2 00-

percent r i s k penalty f o r a recompletion a f t e r the f a c t . 

A. Well, some would argue t h a t there's no g e o l o g i c a l 

r i s k , but the r e was considerable economic r i s k — I mean 

mechanical r i s k , associated w i t h plugging the w e l l back, 

t h a t Permian took upon themselves. We have also o f f e r e d , 

as w e ' l l t e s t i f y , the op p o r t u n i t y f o r these pooled i n t e r e s t 

owners t o p a r t i c i p a t e i n the p r o j e c t , i n e f f e c t , w i t h a 

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 

31 

f r e e look a t the r e s u l t s . 

Q. And again as we've discussed before, you're 

comparing some $39,000 i n ac t u a l costs pre-penalty which 

r e s u l t e d i n re-establishment of Wolfcamp p r o d u c t i o n , as 

opposed t o almost $1.7 m i l l i o n i n costs f o r a new d r i l l . 

So i s n ' t i t accurate t o say t h a t these i n t e r e s t owners come 

out way ahead economically? 

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

Q. Let's discuss the new Chambers Number 2 w e l l , and 

again e x p l a i n what we're t r y i n g t o do th e r e . 

A. Again, i n r e a c t i o n t o our f a i l e d e f f o r t on the 

H i l l b u r n Number 3 w e l l , we acquired 3-D survey across the 

H i l l b u r n and the Chambers leases. 

Having processed t h a t 3-D seismic data, i t became 

apparent t o us t h a t the o r i g i n a l l o c a t i o n , both surface and 

bottomhole, of the o r i g i n a l l y proposed Chambers Number 2 

w e l l was not favorable t o encounter the Strawn a l g a l mounds 

i n the area. That necessitated the changing of the surface 

l o c a t i o n and bottomhole l o c a t i o n t o our c u r r e n t l y proposed 

Chambers Number 2. 

Q. Okay, what's E x h i b i t 14? 

A. E x h i b i t Number 14 i s an a p p l i c a t i o n , NMOCD Form 

C-101 A p p l i c a t i o n t o — Permit t o D r i l l the Chambers Number 

2 w e l l a t the surface l o c a t i o n of 1038 f e e t from the south 

l i n e , 802 f e e t from the east l i n e , w i t h a bottomhole 
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l o c a t i o n proposed a t 950 f e e t from the south l i n e and 1500 

f e e t from the east l i n e . 

Q. These footage l o c a t i o n s are c u r r e n t as of 

yesterday? 

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

Q. And E x h i b i t 15, what's tha t ? 

A. E x h i b i t 15 i s the NMOCD Form C-102, Well Location 

and Acreage Dedication P l a t . I t i l l u s t r a t e s the surface 

l o c a t i o n of the newly proposed Chambers Number 2, the 

Strawn e n t r y p o i n t , expected Strawn e n t r y p o i n t of the 

Chambers Number 2 and the bottomhole l o c a t i o n of the 

Chambers Number 2. 

I t also i l l u s t r a t e s the e x i s t i n g l o c a t i o n of the 

Chambers Number 1 w e l l , being 555 f e e t from the south l i n e , 

2085 f e e t from the east l i n e — t h a t i s a typo on the 

p l a t — and i t i l l u s t r a t e s the 80-acre south h a l f of the 

southeast quarter p r o j e c t area associated w i t h d i r e c t i o n a l 

d r i l l i n g of the Chambers Number 2 w e l l . 

The attachments t o the C-102 are w e l l p r o f i l e s , 

d r i l l i n g plans t h a t have been prepared, t h a t i l l u s t r a t e the 

wellbore geometry t h a t ' s been proposed w i t h the Chambers 

Number 2. 

We expect t o d r i l l v e r t i c a l l y down t o 

approximately 10,200 f e e t , p i c k up motors and k i c k the w e l l 

o f f w i t h a b u i l d angle and d r i l l a p i l o t hole through the 
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Strawn formation t o approximately 11,600 f e e t . We expect 

t o encounter the Strawn at 11,355 f e e t , the Strawn p o r o s i t y 

a t approximately 11,420 f e e t . 

At t h a t p o i n t i n time w e ' l l evaluate, v i a open 

hole logs and DST, the productive p o t e n t i a l of the Strawn. 

I f f a v o r a b l e , w e ' l l run 5-1/2 casing t o the top of the 

Strawn formation or the base of the shale f o r m a t i o n and 

then t u r n the w e l l h o r i z o n t a l l y w i t h i n the Strawn p o r o s i t y 

i n t e r v a l a t 11,420 f e e t and d r i l l approximately 500 f e e t of 

h o r i z o n t a l l a t e r a l . 

The n e c e s s i t a t i o n f o r the b u i l d angle has been 

common i n t h i s area. You've got such a s h o r t distance 

between the top of the Strawn or the base of the shales and 

the Strawn p o r o s i t y , you have t o enter the Strawn w i t h some 

b u i l t - i n angle t o make t h a t t u r n quick enough and not leave 

the shales open above you. I t ' s hard t o t u r n the w e l l w i t h 

the shales encased above you. 

The a d d i t i o n a l attachments t o the C-102 are a 

topographic map t h a t locates the Chambers Number 2 as t o 

the town of Lovington and other lands. 

Q. I s there s i g n i f i c a n t r i s k associated w i t h your 

proposed d r i l l i n g procedure? 

A. Yes, there i s . 

Q. Does t h a t mechanical r i s k c o n s t i t u t e the basis 

f o r the r i s k penalty t h a t Permian i s seeking? 
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A. That c o n s t i t u t e s a p o r t i o n of i t . The g e o l o g i c a l 

r i s k also c o n s t i t u t e s a p o r t i o n of i t . 

Q. A l l r i g h t . I s E x h i b i t 16 a n a r r a t i v e of your 

proposed d r i l l i n g procedure? 

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

Q. Let's t a l k about geology b r i e f l y . Let's r e f e r t o 

E x h i b i t 17, and i f you would provide the Examiner w i t h an 

overview of the Strawn and Wolfcamp geology i n the area. 

A. E x h i b i t Number 17 i s a producing h o r i z o n map i n 

the area of the Chambers lease. I t by c o l o r i l l u s t r a t e s 

e x i s t i n g producing zones from the Wolfcamp, Strawn, Atoka 

and Morrow formations. I t also i l l u s t r a t e s cumulative 

pr o d u c t i o n from those w e l l s , up through January of 2 001. 

You can see t h a t the Chambers Number 1 w e l l , 

l o c a t e d i n the southwest quarter of the southeast qu a r t e r 

of Section 7, has cumulative production of approximately 

394,000 b a r r e l s of o i l and 978,000 MMCF of gas. That i s a 

Wolfcamp w e l l . 

Y o u ' l l n o t i c e t h a t there are three Strawn w e l l s 

adjacent or surrounding the Chambers 7 Number 1 w e l l . 

Those w e l l s are d r i l l e d and operated by Chesapeake Energy. 

E x h i b i t Number 18 i s a Wolfcamp s t r u c t u r e map. 

I t ' s j u s t i l l u s t r a t i n g the s t r u c t u r a l p o s i t i o n of the 

Chambers Number 1. I t ' s also got an isopach of the 

Wolfcamp t h a t ' s been superimposed on the s t r u c t u r e s . I t 
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shows a nosing f e a t u r e s t r u c t u r a l l y i n t o the southeast 

q u a r t e r of Section 7. I t shows the tops of the Wolfcamp 

formation i n the Chambers Number 1 w e l l and the associated 

o f f s e t w e l l s . 

E x h i b i t Number 19 i s simply a c r o s s - s e c t i o n from 

the w e l l s , east-west or west t o east, through w e l l s i n 

Section 7, the Chambers Number 1 w e l l and the Chesapeake 

w e l l s . I t i l l u s t r a t e s the Wolfcamp formation l o c a l l y — or 

predominantly which produces out of the Three Brothers 

formation a t approximately 10,500 f e e t . 

I t shows the d i s c o n t i n u i t y of the p o r o s i t y i n the 

Wolfcamp formation from w e l l t o w e l l , but i t shows the 

c o n t i n u i t y of the s t r u c t u r a l thickness of the Wolfcamp 

forma t i o n . 

The Wolfcamp formation i n t h i s area i s a 

limestone r e e f . I t ' s believed t h a t the p o r o s i t y has 

developed adjacent t o some sho r e l i n e f e a t u r e , hence the 

Wolfcamp — I f y o u ' l l r e f e r back t o E x h i b i t Number 18, you 

can see the Wolfcamp producers k i n d of a l i g n themselves i n 

a northeast-southwest t r e n d along t h a t s t r u c t u r a l nosing 

f e a t u r e , which would be i n d i c a t i v e of k i n d of a s h e l f 

margin buildup. 

E x h i b i t Number 20 i s a map t h a t i l l u s t r a t e s the 

Strawn s t r u c t u r e . This was derived o f f of subsurface data. 

I t a lso i l l u s t r a t e s DST i n f o r m a t i o n from Strawn w e l l s 
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adjacent t o the proposed Chambers Number 2 l o c a t i o n . I t 

also i l l u s t r a t e s cumulative production from the Strawn 

w e l l s through, again, I b e l i e v e , January of 2 001. 

Y o u ' l l note t h a t there are thr e e w e l l s , t h r e e 

Strawn w e l l s , o f f s e t t i n g the Chambers Number 2 proposed 

l o c a t i o n . 

The w e l l t o the northwest i s the Chesapeake 

C a r l i s l e 7 Number 1 w e l l , which c u r r e n t l y Permian Resources 

operates. 

The w e l l d i r e c t l y t o the n o r t h i s the Chesapeake 

Chambers 7 Number 1 w e l l . 

And the w e l l t o the northeast i s the Chesapeake 

A l s t o n 8 Number 1 w e l l . 

Those w e l l s were o r i g i n a l l y a l l Strawn 

completions. The Chesapeake Chambers 7-1 and A l s t o n 8 

Number 1 c u r r e n t l y are producing w e l l s . The Chesapeake — 

or now the Permian Resources C a r l i s l e 7 Number 1 w e l l , has 

been t e m p o r a r i l y abandoned a f t e r the Strawn f o r m a t i o n . 

E x h i b i t Number 21 i s a Strawn s t r u c t u r e map t h a t 

was deri v e d o f f of the 3-D survey t h a t we acquired and had 

processed by our geophysicist. I t ' s s i m i l a r t o E x h i b i t 

Number 20. I t also notates the proposed surface l o c a t i o n 

of the Chambers Number 2 w e l l . 

E x h i b i t Number 22 i s a cross - s e c t i o n of the 

Strawn i n t e r v a l across Section 7 from west t o east. I t 
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takes i n the Permian/Chesapeake C a r l i s l e 7-1 w e l l , goes 

through the Chambers — e x i s t i n g Permian Chambers Number 1 

w e l l up n o r t h t o the Chesapeake Chambers 7-1 w e l l , and then 

back t o the east t o the Chesapeake A u s t i n 8 Number 1 w e l l . 

H i g h l i g h t e d on the cross-section again i s the 

Strawn i n t e r v a l . The Strawn i n t h i s v i c i n i t y has been 

c l a s s i f i e d as an a l g a l mound buildup or buildups. They 

tend t o be small i n nature but p r o l i f i c producers when 

discovered. 

The C a r l i s l e 7 Number 1 w e l l , the Chesapeake 

Chambers 7 Number 1 w e l l and the Au s t i n 8 Number 1 w e l l a l l 

encountered very good Strawn p o r o s i t y i n the a l g a l mounds, 

as d i d the Permian Resources Chambers Number 1 w e l l , but 

the Chambers Number 1 was wet i n the Strawn. 

E x h i b i t Number 23 i s a t i m e - s l i c e map 

i l l u s t r a t i n g , based upon the geophysical data t h a t again we 

acquired and have processed. I t shows the Strawn i n t e r v a l 

and the p r e d i c t e d buildup of the Strawn a l g a l mounds i n 

concurrence w i t h the Chambers Number 2 l o c a t i o n . 

E x h i b i t Number 24 was again prepared by a 

geo p h y s i c i s t . I t i s a f l a t t e n e d horizon of the Strawn i n 

and around the Chambers Number 2 proposed l o c a t i o n ' s area. 

What the geophysicist attempted t o do was take a time s l i c e 

and show how the Strawn a l g a l mounds have b u i l t up i n the 

area. 
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And again, the thing that is interesting to note 

here i s t h a t the a l g a l mounds as they appear co l o r w i s e on 

t h i s p l a t have been proved up by the d r i l l i n g of a c t u a l 

w e l l s . And you can n o t i c e t h a t the a l g a l mound, as i t ' s 

depicted i n t h i s p r o j e c t i o n , associated w i t h our Chambers 

Number 2 w e l l i s predominantly and almost e x c l u s i v e l y i n 

the south h a l f of the southeast quarter of Section 7. 

Those are q u a r t e r - s e c t i o n l i n e s t h a t are depicted on t h a t 

map. 

Again, our o r i g i n a l Chambers Number 2 w e l l , 

surface l o c a t i o n and bottomhole l o c a t i o n , was going t o be 

i n the n o r t h h a l f of the southeast quarter of Section 7. 

Having acquired t h i s data, t h a t ' s what has n e c e s s i t a t e d the 

r e l o c a t i o n of the surface l o c a t i o n and bottomhole of the 

Chambers Number 2 w e l l . And we f e e l l i k e t h i s data has 

credence because i t i l l u s t r a t e s the l o c a t i o n of the 

o f f s e t t i n g w e l l s and t h e i r encounter i n the Strawn a l g a l 

mounds i n the area. 

Q. I n your opinion, has Permian f u l l y evaluated a l l 

a v a i l a b l e standard w e l l l o c a t i o n s f o r the Chambers Number 2 

and e l i m i n a t e d them? 

A. Yes, we have. 

Q. I n your opinion w i l l the w e l l a t i t s proposed 

unorthodox l o c a t i o n be best s i t u a t e d t o e f f i c i e n t l y and 

economically recover Strawn reserves from the p r o r a t i o n 
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unit? 

A. Yes, t h a t ' s my opinion. 

Q. And i f Permian*s A p p l i c a t i o n i s not approved and 

the unorthodox l o c a t i o n not granted, i s t h e r e a l i k e l i h o o d 

t h a t waste w i l l r e s u l t ? 

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

Q. Let's t u r n t o the issue of w e l l costs. I f we 

could r e f e r t o E x h i b i t 25, your AFE e x h i b i t . 

A. E x h i b i t 25 i s an a u t h o r i t y f o r expenditure and a 

cost estimate t o d r i l l and complete the Chambers Number 2 

w e l l . This was the same AFE t h a t was forwarded t o the 

p a r t i e s t h a t we have requested t o be pooled. I t amounts t o 

a t o t a l cost of $1.6 m i l l i o n . 

The plans are t o , as I p r e v i o u s l y described, 

evaluate the Strawn formation through a p i l o t hole. I f the 

Strawn e x h i b i t s productive q u a l i t i e s , we w i l l run casing t o 

the top of the Strawn i n t e r v a l and then t u r n the w e l l 

h o r i z o n t a l . I f the Strawn i s absent or t i g h t , i t i s our 

plans also t o evaluate the Wolfcamp formation and p o s s i b l y 

complete the Wolfcamp formation. I f t h a t i s the case, i t 

w i l l r e q u i r e simultaneous d e d i c a t i o n of the Chambers Number 

2 w e l l w i t h the Chambers Number 1 w e l l as t o the Wolfcamp. 

The p o s s i b i l i t y of dual-completing the Strawn and 

the Wolfcamp w i l l p r i m a r i l y be dependent upon encountering 

both formations and pressure formation as d e r i v e d by DST 
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t e s t i n g of the Wolfcamp i n the Strawn for m a t i o n . 

There i s some concern t h a t the Wolfcamp formation 

may be p a r t i a l l y depleted by the Chambers Number 1 w e l l . 

I n t h a t case, t h a t would l i m i t downhole commingling of the 

Wolfcamp and Strawn and p r e c i p i t a t e two s t r i n g s of t u b i n g 

which were not estimated i n t h i s AFE. 

Q. Now, are the charges and costs r e f l e c t e d on 

E x h i b i t 25 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 h o r i z o n t a l w e l l p r o j e c t s ? 

A. At t h i s p o i n t i n time i n the i n d u s t r y — This was 

a c t u a l l y prepared back i n A p r i l of 2002. Rig r a t e s were a 

l i t t l e higher then than they are today, so i t ' s k i n d of a 

moving t a r g e t . But I would say t h a t they're i n the area. 

Q. Would you expect a c t u a l costs t o come i n a l i t t l e 

lower? 

A. On some items, and some items may be a l i t t l e b i t 

higher. 

Q. And what d r i l l i n g and producing overhead r a t e s 

are you proposing? 

A. We proposed an a d m i n i s t r a t i v e overhead r a t e of 

producing w e l l s of $650 a month, and I b e l i e v e we asked f o r 

d r i l l i n g overhead r a t e s of $6000 per month. 

Q. Let me make sure I heard you c o r r e c t l y : $650 and 

$6000? 

A. I be l i e v e so. May want t o r e f e r t o the 
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Application. 

Q. And again, Permian i s seeking the 200-percent 

r i s k p e nalty f o r i t s costs based on geologic and mechanical 

r i s k f a c t o r s ? 

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

Q. And does Permian seek t h a t the order provide f o r 

an adjustment of the d r i l l i n g and producing overhead r a t e s 

i n accordance w i t h the c u r r e n t COPAS b u l l e t i n f o r the area? 

A. Yes, we request t h a t also. 

Q. And i n your opinion, would g r a n t i n g Permian's 

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

the prevention of waste? 

A. Yes, i t would. 

Q. Were E x h i b i t s 9 through 2 5 prepared by you or a t 

your d i r e c t i o n ? 

A. Yes, they were. 

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

tender E x h i b i t s 26 and 27. They are the n o t i c e a f f i d a v i t 

f o r Case Numbers 12,953 and 12,954, r e s p e c t i v e l y . 

That concludes our d i r e c t of t h i s witness. We 

again move the admission of E x h i b i t s 9 through 27. 

EXAMINER STOGNER: E x h i b i t s 9 through 27 w i l l be 

admitted i n t o evidence. 

Okay, I'm s t i l l a l i t t l e b i t confused here. The 

po o l i n g case i s f o r j u s t the Strawn formation? 
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MR. HALL: Yes, sir. 

EXAMINER STOGNER: The Wolfcamp i s not included 

i n the — 

MR. HALL: We're regarding the Wolfcamp as 

pr e v i o u s l y pooled under R-11,682. 

EXAMINER STOGNER: Okay, so t h a t would be under 

the new — or the amended order? 

MR. HALL: Yes. 

EXAMINER STOGNER: Okay. Now, under the amended 

order t h a t would s t i l l be 200 percent, or how are you 

proposing — E s s e n t i a l l y what you have here i s a 

recompletion of an o l d w e l l t h a t has produced q u i t e a b i t 

of p r o d u c t i o n , i t appears. And now you want t o d r i l l an 

i n f i l l w e l l . 

Are you s t i l l seeking 2 00 percent? 

MR. HALL: Yes, I believe t h a t ' s a p p r o p r i a t e , 

based on the testimony, given the r i s k s i n v o l v e d . 

EXAMINER STOGNER: Okay. Now l e t ' s t a l k about 

the Strawn. 

EXAMINATION 

BY EXAMINER STOGNER: 

Q. Now, the Strawn i n t h i s spacing u n i t , t he 

Chambers Number 1 never had any production from the Strawn; 

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

A. I t had marginal volumes produced out of the 
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Strawn when M e r i t recompleted i t i n the Strawn. I don't 

know t h a t M e r i t ever f i l e d a C-103 evidencing t h e i r Strawn 

completion, and i n f a c t our records i n d i c a t e t h a t they d i d 

not. So we post-production f i l e d t h a t C-103 on behalf of 

M e r i t . 

I b e l i e v e t h a t the production t h a t was rep o r t e d 

v i a s t a t e r e p o r t s as t o the Wolfcamp pool from the time 

p e r i o d — and I ' l l r e f e r t o — I be l i e v e i t was E x h i b i t 11 

— from 10 of 1997 through 5 of 2 000, those p r o d u c t i o n 

volumes t h a t were reported a c t u a l l y came from the Strawn 

horizon. 

So the Chambers Number 1 d i d produce small 

amounts of o i l from the Strawn. 

EXAMINER STOGNER: Mr. Brooks, do you have any 

questions? 

MR. BROOKS: Yeah, l e t me understand t h i s . I 

don't r e c a l l from your land witness's testimony, i s the r e a 

d i f f e r e n c e i n ownership between the Strawn 80-acre u n i t and 

the Wolfcamp 160-acre u n i t ? 

MR. HALL: I n the south h a l f of the southeast — 

MR. BROOKS: Correct. 

MR. HALL: — there i s . 

MR. BROOKS: So the 80-acre u n i t does not have 

e x a c t l y the same ownership p a t t e r n as the 160-acre u n i t 

t h a t ' s been p r e v i o u s l y pooled? 
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MR. HALL: Well, t h a t ' s r i g h t , of course 

p r o p o r t i o n a l l y reduced as w e l l . But the i n d i v i d u a l s are 

the same i n e i t h e r case. 

MR. BROOKS: But the i n t e r e s t s are not i d e n t i c a l ? 

MR. HALL: That's c o r r e c t . 

MR. BROOKS: Okay. The previous order r e l a t e d 

only t o the proposed w e l l , which was not ever d r i l l e d . 

Now, I t h i n k I understand what you propose t o do 

on cost recovery f o r the recomplete, t h a t i s t o say, 

b a s i c a l l y you propose t o put a 2 00-percent p e n a l t y 

a p p l i c a b l e t o the recompletion costs only, and then provide 

a c r e d i t against the t o t a l cost recovery f o r the salvage 

value? 

MR. HALL: That's r i g h t . 

MR. BROOKS: Okay, I thought I understood t h a t . 

Now, what do you propose t o do w i t h regard t o 

cost recovery f o r the new well? I understand you want a 

200-percent penalty, but how do you propose t o a l l o c a t e 

costs between the Strawn and the Wolfcamp? 

MR. HALL: I understand what you — I t ' s 

d i f f i c u l t t o do. Do you want t o address t h a t ? 

THE WITNESS: I t ' s most l i k e l y t h a t i t w i l l be an 

e i t h e r / o r completion. I t w i l l be a Strawn completion and 

not a Wolfcamp completion, or a Wolfcamp completion and not 

a Strawn completion. 
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I t ' s very u n l i k e l y t h a t both w e l l s — both 

horizons w i l l be completed a t the same time, again because 

of downhole commingling problems and wellbore geometry. 

What we would propose i s t h a t i f the Strawn w e l l 

and the Strawn horizon i s productive, the owners t h a t are 

pooled as t o t h a t 80 acres are — the 200-percent p e n a l t y 

would apply t o them. 

I f the Strawn i s absent and the Wolfcamp 

pr o d u c t i v e , we would propose t h a t the 200-percent p e n a l t y 

associated w i t h the p r o p o r t i o n a l cost t o d r i l l and complete 

j u s t t o the Wolfcamp formation be app l i e d t o the 160-acre 

p r o r a t i o n u n i t and t h e i r associated owners. 

MR. HALL: Would you apportion t h a t on the basis 

of depth? 

THE WITNESS: I would apportion t h a t on the — 

MR. HALL: The footage? 

THE WITNESS: — probably on the basis of depth 

and the cost i n c u r r e d t o a c e r t a i n depth p o i n t . 

So depth would be the primary f a c t o r used t o 

p r o p o r t i o n those costs. 

EXAMINATION 

BY MR. BROOKS: 

Q. Now, do you propose t o keep t r a c k of the a c t u a l 

cost t o d r i l l t o a p a r t i c u l a r depth, or do you propose t o 

simply use a mathematical p r o p o r t i o n of costs i n t h a t . . . 
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A. I would propose t o keep t r a c k of the a c t u a l 

cost — 

Q. Okay, t h a t ' s the way we — 

A. — t o d r i l l t o the appropriate depth. 

Q. That's the way we've been doing — p a r t i c u l a r l y 

the — the only ones I've done have been up i n the 

northwest, but t h a t ' s the way we've been doing these cost 

a l l o c a t i o n s — 

A. Right. 

Q. — i s b a s i c a l l y the d r i l l i n g t o the shallower 

f o r m a t i o n i s a l l o c a t e d t o the shallower f o r m a t i o n , and then 

the d r i l l i n g from there on down i s a l l o c a t e d t o the deeper 

format i o n . But you do not a n t i c i p a t e a simultaneous 

completion? 

A. I would say t h a t t h a t would be u n l i k e l y a t t h i s 

p o i n t i n time because of the p o s s i b i l i t y of the pressure 

d i f f e r e n c e s i f we encounter the Strawn and the pressure 

t h a t e x i s t s i n the Wolfcamp. 

Q. Okay. Now going t o a d i f f e r e n t s u b j e c t , what i s 

unorthodox about t h i s proposed l o c a t i o n f o r the 80-acre 

u n i t ? 

A. I t i s close r than the normal f i e l d r u l e s a l low 

f o r o f f s e t . 

Q. To which l i n e ? 

A. To the n o r t h l i n e . 
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Q. To the nor t h l i n e ? And l e t ' s see, i t ' s — I had 

the footages from the south l i n e . I t ' s 1038 from the south 

l i n e — 

A. So take 1320 from t h a t and — 

Q. Yeah, i t ' s going t o be about — I t ' s going t o be 

a l i t t l e less than 330. I s 330 the r u l e — 

A. Yes. 

Q. — f o r t h a t f i e l d , t h a t pool? Okay, so — And 

why can't you d r i l l i t f u r t h e r south? 

A. Predominantly based on the geophysical data and 

the f l a t t e n e d Strawn h o r i z o n a l map, i t shows t h a t the — 

Q. Which e x h i b i t i s that? 

A. That would be E x h i b i t 24. 

Q. Okay. 

A. — i t shows t h a t the a l g a l mound e x i s t s i n k i n d 

of an east northeast-southwest o r i e n t a t i o n . 

Q. I s the l i g h t p o r t i o n , i s t h a t the a l g a l mound? 

I s t h a t i n t h a t l i g h t - c o l o r e d s p l o t c h there? 

A. Yes. 

Q. Very t e c h n i c a l term. 

A. Yeah. 

MR. BROOKS: Okay, very good. I guess t h a t ' s a l l 

my questions. 

EXAMINER STOGNER: I have no other questions. 

MR. HALL: That concludes our case. I hope 
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e v e r y t h i n g was c l e a r , t h a t we presented a new and e x c i t i n g 

case concept t o you. 

EXAMINER STOGNER: I f there's nothing f u r t h e r , 

then both of these cases w i l l be taken under advisement. 

(Thereupon, these proceedings were concluded a t 

10:17 a.m.) 

* * * 
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