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PREPARED DIRECT TESTIMONY OF MARK SPEARS

INTRODUCTION.1

Q1. Please introduce yourself to the Division.2

A1. My name is Mark Spears. I am currently the Vice President of Reservoir3

Engineering for Eclipse Resources.4

Q2. What is your educational background?5

A2. I received a Bachelor in Science Degree in Petroleum and Natural Gas Engineering6

from West Virginia University in 1981. I also received a Master of Business7

Administration from The University of Texas at Austin in 1992.8

Q3. Would you briefly describe your professional experience?9

A3. After graduating from WVU, I began my career with Cities Service Oil and Gas in10

June of 1981 in Oklahoma City, Oklahoma. I worked there as a Drilling and11

Completions Engineer for five and one half years. I then accepted a position as12

Director of the Petroleum Engineering Technology Department at Glenville State13

College in Glenville, West Virginia. I taught classes in all aspects of oil and gas14

development – from Drilling to Reservoir Engineering to Surface Facilities to Oil15

and Gas Leasing, etc. I held that position for three and one half years before16

deciding to go back to school to pursue my MBA at The University of Texas. After17

graduating from U.T., I accepted a position as a financial analyst for Destec18

Energy, a natural gas cogeneration developer. At Destec, I worked my way into the19

position of Manager, Natural Gas Reserves, where I managed the company’s20

interest in natural gas investments with operating oil and gas companies. When21

Destec merged with another company, I became a founding member of a small oil22

and gas operating company, named Fleet Energy and became the Vice President of23

Engineering and Operations. At Fleet, we developed a coalbed methane field in24

Utah and then sold it off. Soon afterwards, I took a job at Energy Corporation of25

America (“ECA”), an independent oil and gas company in Charleston, West26

Virginia, as a Senior Petroleum Engineer. While at ECA, I worked my way to the27

Manager of Reservoir Engineering and Manager of Asset Development, where I28

was in charge of evaluating the quantity and value of the Company’s oil and gas29

reserves and in leading the Company’s efforts to develop its oil and gas assets.30
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After nearly ten years at ECA, I accepted a position at Stone Energy in1

Morgantown, West Virginia as the Asset Manager of its Marcellus and Utica2

properties in Appalachia. At Stone, I was responsible for evaluating the value of its3

oil and gas reserves, and for leading the development efforts of those reserves.4

After a little over four years at Stone, I accepted my current position as Vice5

President, Reservoir Engineering at Eclipse Resources.6

Q4. What do you do as Vice President of Reservoir Engineering for Eclipse?7

A4. I am responsible for leading a team of Reservoir Engineers and engineering8

technicians to estimate the quantity and value of the Company’s current oil and gas9

reserves and evaluate any future acquisitions and divestments of producing assets.10

The Reservoir Engineering Department also estimates the amounts of oil and gas11

production expected to be produced from our wells over various periods of time,12

either on a daily basis, a monthly basis or over the life of the wells.13

Q5. Are you a member of any professional associations?14

A5. I am a member of the Society of Petroleum Engineers and am on the Board of15

Directors for the Independent Oil and Gas Association of West Virginia.16

Q6. What is the purpose of your testimony today?17

A6. I am testifying in support of the Application of Eclipse Resources I, LP for Unit18

Operation filed with respect to the McVickers A Unit, consisting of twenty-seven19

(27) separate tracts of land totaling approximately 430 acres in Noble County,20

Ohio. My testimony addresses the following: (i) that unit operations for the21

McVickers A Unit are reasonably necessary to increase substantially the recovery22

of oil and gas; and (ii) that the value of the estimated additional recovery due to23

unit operations exceeds its estimated additional costs.24

UNIT OPERATIONS ARE REASONABLY NECESSARY TO INCREASE25

SUBSTANTIALLY THE RECOVERY OF OIL AND GAS.26

Q7. I’d like to begin by addressing whether unit operations in the McVickers A27

Unit are reasonably necessary to increase substantially the recovery of oil and28

gas from those properties. Would you describe briefly how Eclipse anticipates29

developing the McVickers A Unit?30

A7. Eclipse plans to drill two (2) lateral wells from two (2) pad sites; one situated off31
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the south western portion of the McVickers A Unit and the other off of the south1

eastern portion of the unit. The planned development of the McVickers A Unit is2

detailed in Exhibit MS-1. Eclipse plans for the western lateral to be approximately3

7,900 and the eastern lateral to be approximately 11,800 feet in length.4

Q8. Do you have an opinion on whether unit operations in the McVickers A Unit5

are reasonably necessary to increase substantially the recovery of oil and gas6

from those properties, and if so, what is your opinion?7

A8. Yes. It is my opinion that unit operations are reasonably necessary to increase8

substantially the recovery of oil and gas from the unit properties. I estimate that9

production from two horizontal wells in the McVickers A Unit could be as much as10

27.1 Bcf of natural gas; 157.3 MBbls of oil; and, 1,623.4 Mbbls of natural gas11

liquids. These estimates are based on Eclipse’s flow tests in the area, limited12

competitor production data, public investor press releases, and reasonable13

engineering assumptions derived from studying other shale reservoirs. Further, my14

estimations of the production without an order granting unitized operations on the15

McVickers A Unit are detailed on Exhibit MS-3 attached hereto. Due to the16

location of the unleased parcel and the non-conforming leases in the unit and the17

500 foot spacing requirement, the horizontal well laterals would be a total of18

13,870 feet shorter. This would result in approximately 76% less production than19

the proposed McVickers A Unit.20

Q9. Are the estimates that you made based on good engineering practices and21

accepted methods in the industry?22

A9. Yes.23

Q10. Can you calculate the production from these wells ahead of time with24

mathematical certainty?25

A10. Projecting production during early phases of development of a shale formation,26

such as the Utica / Point Pleasant, is especially difficult.27

Q11. Is horizontal drilling technology, including hydraulic fracturing the formation,28

required to economically develop unconventional resources?29

A11. Yes.30

Q12. Is horizontal drilling common in the oil and gas industry?31



M. Spears4

A12. Yes.1

Q13. Is it fair to say that horizontal wells are commonly used to develop shale2

formations like the Unitized Formation today?3

A13. Yes.4

Q14. In your professional opinion, would it be economic to develop the McVickers5

A Unit using vertical drilling?6

A14. No. You simply cannot get the volume of production that you would need to make7

the development economic. Horizontal drilling combined with multi-stage8

hydraulic fracturing increases the reservoir contact with the well bore, which9

increases the volume you can produce. Substantial exposure to the reservoir using10

horizontal wells is essential to economically and effectively develop11

unconventional shale reservoirs like the Utica / Point Pleasant.12

VALUE OF ESTIMATED ADDITIONAL RECOVERY EXCEEDS ITS13

ESTIMATED ADDITIONAL COSTS14

Q15. Let’s turn to the financial side of the project. Generally, in your professional15

experience, how would the economics of a development project such as the16

development of the McVickers A Unit be evaluated?17

A15. Generally, an economic evaluation is performed by predicting oil, natural gas, and18

natural gas liquids production and applying the appropriate commodity price deck19

to calculate revenue. Capital costs, operating expenses, royalty burden, and taxes20

would then be applied to perform an economic evaluation.21

Q16. Did you do that here?22

A16. Yes.23

Q17. Would you walk us through your economic evaluation, beginning with your24

estimate of the anticipated revenue stream from the McVickers A Unit’s25

development?26

A17. The production stream I used, previously discussed, was first netted for a 17.8%27

royalty burden. I then applied a flat price for natural gas as well as a flat price for28

oil, subtracting any anticipated basis differential and correcting for heat value29

content in the natural gas. For natural gas liquids, I then applied a price of 36% of30

the flat price applied to oil. This natural gas price is based on individual product31
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pricing, subtracting out any additional fees for transportation, fractionation, and1

marketing.2

Q18. What about anticipated capital and operating expenses?3

A18. Capital costs are associated with the construction, drilling, completion, and4

facilities. Operations engineers provided detailed cost estimates for the proposed5

wells included in the McVickers A Unit. Monthly operating expenses were6

estimated from our experience in other Utica / Point Pleasant Shale wells and our7

contractual fees with associated service providers. The cost per well is explained on8

the attached Exhibit MS-3.9

Q19. Based on this information and your professional judgment, does the value of10

the estimated recovery from the operations proposed for the McVickers A11

Unit exceed its estimated costs?12

A19. Yes.13

Q20. Did you assess the development of the area covering the McVickers A Unit if14

unit operations do not occur?15

A20. Yes. The attached Exhibit MS-2 depicts the possible development of the unit area16

covering the McVickers A Unit if the proposed unit operations do not occur. As17

shown on the attached exhibit, in the absence of unit operations, the unit wells are18

significantly shortened and an additional well, the McVickers B1 1H, would need19

to be drilled to maximize the recovery of resources on the southern end of the unit.20

The development of the McVickers A Unit area depicted on Exhibit MS-2 would21

be uneconomic as detailed on Exhibit MS-3.22

Q21. Do you have an opinion as to whether the value of the estimated additional23

recovery from the proposed McVickers A Unit operations – compared to the24

estimated recovery if unit operations do not occur – exceeds the operation’s25

estimated additional costs?26

A21. I do. The proposed unit operations add approximately $6.9 million to the unit27

development costs. As a result of that increased expenditure the net present value28

(PV-10) of the project increases approximately $11.8 million from an estimated29

negative $6.7 million to an estimated $5.1 million.30

Q22. Would you explain?31
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A22. Yes. In my professional opinion, through the proposed unitization, the recovered1

reserves increase by 334%. As a result, the PV-10 increases by $11.8 million which2

more than offsets the increase in cost of approximately $6.9 million.3

Q23. And your opinions are based on your education and professional experience?4

A23. Yes.5

Q24. Does this conclude your testimony?6

A24. Yes.7









EXHIBIT “MS-3”

MCVICKERS A/B1 UNIT

NOBLE COUNTY, OHIO

Well Information

Well Name

Unitized Non-Unitized

Lateral Length
(ft)

Dev. Cost
($M)

Lateral Length
(ft)

Dev. Cost ($M)

McVickers A 1H 11,820 10,292.40 N/A N/A

McVickers A 7H 7,909 9,708.25 3,397 7,603.02
McVickers B1 1H N/A N/A 2,462 5,750.56

Totals 19,729 20,000.65 5,859 13,353.58

Unitized McVickers A/B1

Well Name Gas (Bcf) Oil (Mbbls) NGLs PV(10) ($M)

McVickers A 1H 16.4 95.1 983.5 4,855.17

McVickers A 7H 10.7 62.2 639.9 207.51

McVickers B1 1H N/A N/A N/A N/A

Totals 27.1 157.3 1,623.4 5,062.68

Non-Unitized McVickers A/B1

Well Name Gas (Bcf) Oil (Mbbls) NGLs PV(10) ($M)

McVickers A 1H N/A N/A N/A N/A

McVickers A 7H 4.0 24.0 242.5 (3,769.77)

McVickers B1 1H 2.6 15.9 157.4 (3,232.02)

Totals 6.2 37.0 372.9 (7,001.79)

EXHIBIT “MS-3”

MCVICKERS A/B1 UNIT

NOBLE COUNTY, OHIO

1 The price applied to NGL’s was 36% of the price of oil per barrel.

Year
Gas Price

($/mcf)
Oil Price
$/BBL1

Flat 4.0 60.0
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