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1 MR. EXAMINER: Now we go t o case number 

2 14875, and t h i s i s the a p p l i c a t i o n of Armstrong Energy 

3 Corporation f o r compulsory p o o l i n g , Roosevelt County. 

4 C a l l f o r appearances. 

5 MR. LARSON: Gary Larson of Hinkle, Hensley 

6 Shanor & Ma r t i n f o r Armstrong Energy. I have one 

7 witness. 

8 MR. EXAMINER: Any other appearances? Okay 

9 Mr. Larson, you may continue. 

10 [Whereupon the witness was duly sworn.] 

11 ROBERT H. WATSON, CPL 

12 a f t e r having been f i r s t d uly sworn under oath, 

13 was questioned and t e s t i f i e d as f o l l o w s : 

14 DIRECT EXAMINATION 

15 BY MR. LARSON: 

16 Q. Mr. Watson, w i l l you please s t a t e your f u l l name 

17 f o r the record? 

18 A. Robert H. Watson. 

19 Q. And where do you reside? 

20 A. Roswell, New Mexico. 

21 Q. And by whom are you employed and i n what 

22 capacity? 

23 A. I'm land manager w i t h Armstrong Energy 

24 Corporation. 

25 Q. I n Roswell? 
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2 Q. Could you b r i e f l y summarize your educational and 

3 o i l and gas employment background? 

4 A. Yes. I'm a '72 graduate of Texas Tech 

5 U n i v e r s i t y , and I've had approximately 35 years 

6 experience i n land work, o i l and gas land work. 

7 

8 

Q. And are you f a m i l i a r w i t h the land matters 

p e r t a i n i n g t o Armstrong's a p p l i c a t i o n i n t h i s case? 

9 A. Yes, I am. 

10 Q. Are you a r e g i s t e r e d p r o f e s s i o n a l landman? 

11 A. Yes, I am a CPL. 

12 Q. Have you p r e v i o u s l y t e s t i f i e d at d i v i s i o n 

13 hearings? 

14 A. Yes, I have. 

15 Q. And d i d the Examiner q u a l i f y you as an expert i n 

16 land matters i n t h a t hearing? 

17 A. Yes. 

18 MR. LARSON: Mr. Examiner, I move t h a t 

19 Mr. Watson be q u a l i f i e d as an expert i n land matters f o r 

20 purposes of t h i s case. 

21 MR. EXAMINER: He i s so q u a l i f i e d . 

22 Q. (By Mr. Larson) Mr. Watson, would you please 

23 i d e n t i f y Armstrong E x h i b i t Number 1? 

24 A. Yes. This i s the C102 w e l l l o c a t i o n and acreage 

25 de d i c a t i o n p l a t f o r our Ruby Tuesday Number 1 Well. 
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Q. And what type of w e l l w i l l t h i s be? 

2 A. This w e l l i s going t o be d r i l l e d a depth the 8300 

3 f e e t t o i t ' s a v e r t i c a l w e l l t o t e s t Fusselman 

4 formation. 

5 Q. And w i l l i t be on standard 4 0-acre spacing? 

6 A. Yes. 

7 Q. And i s i t on an orthodox l o c a t i o n ? 

8 A. Yes, i t i s orthodox. 

9 Q. Could you next i d e n t i f y E x h i b i t Number 2? 

10 A. Number 2 i s a l i s t of the mineral i n t e r e s t owners 

11 under our southwest, northwest q u a r t e r there of 

12 s e c t i o n 31, 5 south, 34 east, Roosevelt County. 

13 Q. And was i t your r e s p o n s i b i l i t y t o i d e n t i f y a l l 

14 the mineral i n t e r e s t owners i d e n t i f i e d i n E x h i b i t 2? 

15 A. Yes, i n i t i a l l y we d i d do t h a t . And then i t ' s 

16 been confirmed w i t h a d r i l l i n g t i t l e o p inion. 

17 Q. And how many of the mineral i n t e r e s t owners 

18 i d e n t i f i e d i n E x h i b i t 2 have leased t h e i r i n t e r e s t t o 

19 Armstrong Energy? 

20 A. A l l except f o r the very l a s t owner l i s t e d , which 

21 i s Thomas Max Nygaard. 

22 Q. And he's a t r u s t e e of the t r u s t ? 

23 A. Yes. 

24 Q. Could you next i d e n t i f y E x h i b i t Number 3? 

25 A. Number 3 i s our l i s t of working i n t e r e s t owners 
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1 t h a t w i l l be p a r t i c i p a t i n g i n t h i s w e l l . 

2 Q. And how many of the working i n t e r e s t owners have 

3 committed t o the well? 

4 A. A l l have committed t o the w e l l . 

5 Q. I s t h a t through a j o i n t o p e r a t i n g agreement? 

6 A. Yes. 

7 Q. And at l e a s t 3 0 days p r i o r t o Armstrong Energy 

8 f i l i n g i t s a p p l i c a t i o n , d i d you attempt t o o b t a i n the 

9 agreement of a l l the i n t e r e s t owners i n p a r t i c i p a t i n g 

10 the Ruby Tuesday Number 1 Well? 

11 A. Yes, we d i d . 

12 Q. And as of today i s Mr. Nygaard the only i n t e r e s t 

13 owner t h a t has not agreed t o p a r t i c i p a t e ? 

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

15 Q. And would you next i d e n t i f y E x h i b i t Number 4? 

16 A. Number 4 i s a l e t t e r dated A p r i l 17th t h a t was 

17 sent t o Mr. Nygaard wherein we s t a t e d our i n t e n t t o 

18 d r i l l a w e l l on h i s mineral i n t e r e s t and we made an 

19 o f f e r t o lease and also gave him the o p t i o n t o 

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

21 Q. And you prepared t h i s l e t t e r ? 

22 A. Yes, I d i d . 

23 Q. And d i d Mr. Nygaard rece ive i t ? 

24 A. Yes. We have c o n f i r m a t i o n o f h i s r e c e i p t . 

25 Q. And d i d you enclose any documents w i t h t h i s 
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1 l e t t e r t h a t ' s been marked as E x h i b i t 4? 

2 A. Yes. An AFE was included w i t h t h i s w e l l -- w i t h 

3 t h i s l e t t e r . 

4 Q. And could you next i d e n t i f y E x h i b i t Number 5? 

5 A. Number 5 i s our AFE f o r the Ruby Tuesday Number 1 

6 Well f o r d r i l l i n g and completion of t h a t w e l l . 

7 Q. And who prepared the AFE? 

8 A. This was prepared by our engineer Bruce Stubbs, 

9 who i s w i t h Armstrong Energy Corporation. 

10 Q. And a f t e r sending your l e t t e r on A p r i l 17th of 

11 t h i s year, d i d you or anyone else at Armstrong Energy 

12 have a d d i t i o n a l communication w i t h Mr. Nygaard? 

13 A. Yes. I t a l k e d t o him on several occasions i n 

14 f o l l o w i n g up on t h i s l e t t e r , so we d i d have several 

15 conversations. 

16 Q. And could you next i d e n t i f y E x h i b i t Number 6? 

17 A. Yes. Number 6 i s another l e t t e r dated May 21st 

18 t h a t I prepared. And i n t h i s l e t t e r we furnished a copy 

19 of an o i l and gas lease form t h a t he had requested. We 

20 r e s t a t e d our o f f e r t o lease, and t h a t ' s b a s i c a l l y what 

21 t h i s l e t t e r covers. 

22 Q. And d i d Mr. Nygaard receive t h i s May 21st l e t t e r ? 

23 A. Yes. We have c o n f i r m a t i o n t h a t he received i t 

24 v i a FedEx. 

25 Q. And has Mr. Nygaard responded t o you a f t e r 
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1 r e c e i v i n g t h i s l e t t e r ? 

2 A. I fol l o w e d up w i t h another phone c a l l , and I 

3 t h i n k I t a l k e d t o him w i t h i n one time. But f o l l o w i n g 

4 t h a t I had no f u r t h e r communication w i t h him or he d i d 

5 not respond t o messages t h a t I had l e f t . 

6 Q. And he d i d n ' t respond i n w r i t i n g t o you? 

7 A. No response i n w r i t i n g at a l l . 

8 Q. And d i d Mr. Nygaard receive personal n o t i c e of 

9 the f i l i n g of the a p p l i c a t i o n i n today's hearing? 

10 A. Yes, he d i d . That was by l e t t e r dated June 7th. 

11 Q. And d i d Mr. Nygaard receive t h a t l e t t e r ? 

12 A. Yes. We have c o n f i r m a t i o n t h a t he received t h a t 

13 v i a c e r t i f i e d m a i l . 

14 Q. And, i n your op i n i o n , has Armstrong Energy made a 

15 good f a i t h e f f o r t t o o b t a i n Mr. Nygaard's v o l u n t a r y 

16 j o i n d e r i n the Ruby Tuesday Number 1 Well? 

17 A. Yes, we have. 

18 Q. And I ' l l r e f e r you back now t o E x h i b i t Number 5. 

19 Does i t i d e n t i f y the d r i l l i n g and completion costs f o r 

20 the Ruby Tuesday Number 1 Well? 

21 A. Yes, i t does. 

22 Q. And i n your experience are the w e l l costs on the 

23 AFE i n l i n e w i t h the costs of other v e r t i c a l w e l l s t h a t 

24 Armstrong Energy has d r i l l e d t o s i m i l a r depths? 

25 A. Yes, they are. 
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1 Q. And are the d r i l l i n g costs the same as those set 

2 out i n the JOA? 

3 A. Yes, they are. 

4 Q. And w i l l Armstrong Energy be the operator of the 

5 Ruby Tuesday Number 1 Well? 

6 A. Yes. 

7 Q. And do you have a recommendation f o r the amounts 

8 which Armstrong Energy should be pa i d f o r supervision 

9 and a d m i n i s t r a t i v e expenses? 

10 A. Yes. Our d r i l l i n g overhead r a t e i s $7,000 per 

11 month and our producing overhead r a t e i s $700 per month. 

12 Q. And are those rates c o n s i s t e n t w i t h other w e l l s 

13 t h a t Armstrong Energy has d r i l l e d ? 

14 A. Yes, they are. 

15 Q. And i s Armstrong Energy requesting t h a t the rates 

16 f o r su p e r v i s i o n and a d m i n i s t r a t i o n expenses be adjusted 

17 p e r i o d i c a l l y as provided by the COPAS accounting 

18 procedure? 

19 A. Yes. 

20 Q. And does Armstrong Energy also seek a 200 percent 

21 charge f o r r i s k of d r i l l i n g and completing the Ruby 

22 Tuesday Number 1 Well? 

23 A. Yes, we do. 

24 Q. And has Armstrong Energy scheduled a r i g t o 
25 commence the d r i l l i n g o f the w e l l ? 
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1 A. Yes. We t e n t a t i v e l y have a r i g scheduled f o r 

2 August 10th of t h i s year. 

3 Q. And would i t b e n e f i t Armstrong Energy t o receive 

4 a d i v i s i o n order i n advance of the scheduled r i g date? 

5 A. Yes, i t would. 

6 MR. LARSON: At t h i s p o i n t , Mr. Examiner, I 

7 move the admission of E x h i b i t s 1 through 7. 

8 MR. EXAMINER: E x h i b i t s 1 through 7 w i l l be 

9 admitted. 

10 [ E x h i b i t s 1 through 7 admitted.] 

11 MR. LARSON: That's a l l I have f o r 

12 Mr. Watson. 

13 MR. EXAMINER: Any questions? 

14 EXAMINER BROOKS: Well, you have permission 

15 from the re s t a u r a n t franchise i n order t o use h i s name? 

16 MR. LARSON: Or the R o l l i n g Stones. 

17 EXAMINER BROOKS: I don't have any 

18 j u r i s d i c t i o n over trademark infringement cases anymore. 

19 No other questions. 

20 MR. EXAMINER: Okay. Then l e t ' s s t a r t w i t h 

21 the overhead costs. What i s the depth of t h i s well? 

22 MR. WATSON: 8300 f e e t . 

23 MR. EXAMINER: 83 0 0 f e e t . I s i t not somehow 

24 too much i f you go t o t h a t COPAS accounting. I don't 

25 know, I mean, 7,000 and 700, i s t h a t normally what you 
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2 MR. WATSON: Yes. 

3 MR. EXAMINER: I t ' s a v e r t i c a l w e l l . 

4 MR. WATSON: That's i n l i n e w i t h the 

5 Earnston Young surveys t h a t we t r y t o go by. And, i n 

6 f a c t , those r a t e s have been used on about f i v e or s i x 

7 previous w e l l s t h a t we have d r i l l e d i n the same area. 

8 MR. EXAMINER: At the same depth? 

9 MR. WATSON: Yes, t o the same depth. 

10 MR. EXAMINER: What i s the name of the pool 

11 the w e l l w i l l be producing from? 

12 MR. WATSON: The pool name, i t looks l i k e 

13 i t ' s the Tanny H i l l Fusselman East. 

14 MR. EXAMINER: I s i t bound by any sp e c i a l 

15 pool orders or 

16 MR. WATSON: I'm not aware of them, but I 

17 don 1 1 know f o r sure. 

18 MR. EXAMINER: Tanny H i l l Fusselman East, 

19 r i g h t ? 

20 MR. WATSON: Excuse me? 

21 MR. EXAMINER: Tanny H i l l Fusselman East. 

22 MR. WATSON: Yes, Tanny H i l l Fusselman East. 

23 MR. EXAMINER: Okay. Do you have any idea 

24 where t h a t i s ? 

25 MR. LARSON: I can't answer t h a t question. 
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MR. EXAMINER: The w e l l l o c a t i o n i s 

2 standard. Do you have a p h y s i c a l l o c a t i o n of the well? 

3 MR. WATSON: Physical l o c a t i o n ? 

4 MR. EXAMINER: Yeah. Do you have a p h y s i c a l 

5 l o c a t i o n of the well? 

6 MR.. WATSON: Yes, I have the footage, i s 

7 t h a t what you need? 

8 MR. EXAMINER: Yeah. 

9 MR. WATSON: Okay. Yes, i t ' s 2,256 f e e t 

10 from the n o r t h l i n e and 623 f e e t from the west l i n e of 

11 s e c t i o n 31, township 5 south, range 34 east. 

12 MR. EXAMINER: Okay. 2256 and 623? 

13 MR. WATSON: Uh-huh. 

14 MR. EXAMINER: Do you have an API number? 

15 MR. WATSON: API number i s 30-041-20951. 

16 MR. EXAMINER: Since you look at everybody 

17 there w i l l be no need f o r escrow requirement? 

18 MR. WATSON: Excuse me? 

19 MR. EXAMINER: There i s no need f o r escrow 

20 requirement because you looked at everybody? 

21 MR. WATSON: Right. 

22 MR. EXAMINER: Did you look at everybody? 

23 MR. WATSON: Yes. 

24 MR. EXAMINER: Okay. There w i l l be no need 

25 f o r escrow requirement; i s t h a t c o r r e c t . 
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MR. LARSON: As f a r as I know t h a t ' s 

2 c o r r e c t . 

3 MR. EXAMINER: Okay. You may st e p down. 

4 Case number 14875 w i l l be t a k e n under advisement 

5 

6 

[Case 14875 t a k e n under advisement.] 
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