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1 (10:50 a.m.; Mr. Ezeanyim not present.) 

2 EXAMINER BROOKS: C a l l Case Number 14 0 --

3 I'm so r r y -- Case Number 14909, a p p l i c a t i o n of 

4 Diamondback Resources, LLC f o r approval of a nonstandard 

5 o i l spacing and p r o r a t i o n u n i t and compulsory pooling, 

6 Lea County, New Mexico. 

7 C a l l f o r appearances. 

8 MR. BRUCE: Mr. Examiner, Jim Bruce of 

9 Santa Fe representing the Ap p l i c a n t . I have two 

10 witnesses. 

11 EXAMINER BROOKS: Witnesses w i l l please 

12 stand and i d e n t i f y themselves. 

13 MR. ERWIN: Jack Erwin. 

14 MR. RAY: Charles Ray, R-A-Y. 

15 EXAMINER BROOKS: Please swear the 

16 witnesses. 

17 (Witnesses sworn.) 

18 MR. BRUCE: Mr. Examiner, the f i r s t t h i n g 

19 I've handed you i s E x h i b i t 1, which i s -- I've got 

2 0 Mr. Ray, a landman, here. 

21 I also have an a f f i d a v i t from Randy Watts 

22 who i s a landman, who i s w i t h Mr. Ray, a f i e l d landman, 

23 who d i d a l o t of the work on the le a s i n g and everything. 
24 And I would -- two th i n g s -- a couple of th i n g s . F i r s t 

25 of a l l , I put the wrong case number, so t h a t should be 
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1 14909 on t h a t . 

2 EXAMINER BROOKS: Yeah. 14891 was the l a s t 

3 one. 

4 MR. BRUCE: And t h i s a f f i d a v i t , as you can 

5 see, has an attachment showing the w e l l u n i t -- the land 

6 p l a t showing the w e l l u n i t , which i s the n o r t h 

7 h a l f - s o u t h h a l f of Section 1, 19 South, 34 East. And 

8 Applicant i s seeking the p o o l i n g of the Bone Spring 

9 Formation u n d e r l y i n g t h a t area. 

10 I would note, i n the a p p l i c a t i o n , i t notes 

11 p o o l i n g of formations on 40 or 80 acres. This w e l l i s 

12 i n the Scarb Bone Spring pool, and t h a t pool has 80-acre 

13 spacing and w e l l s t o be w i t h i n 150 f e e t of the center 

14 of -- or w i t h i n 200 f e e t of the center of the --

15 EXAMINER BROOKS: Well, i t ' s going t o be a 

16 nonstandard --

17 MR. BRUCE: No. They have -- they have --

18 and t h i s i s r e f l e c t e d i n the D i v i s i o n ' s w e l l f i l e . I t 

19 was o r i g i n a l l y going t o be 330 o f f of each end, but they 

20' have changed the w e l l ' s l o c a t i o n . So i t w i l l be, i n 

21 t h i s case, 1980 from the south l i n e , and then a t l e a s t 

22 460 f e e t from e i t h e r end. So i t w i l l be standard. 

23 EXAMINER BROOKS: And are you asking f o r 

24 p o o l i n g -- are you going t o be asking f o r p o o l i n g of 

25 anything other than the Bone Spring? 
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MR. BRUCE: No, s i r . 

2 Also attached as E x h i b i t B t o E x h i b i t 1 i s 

3 a l i s t i n g -- i t a c t u a l l y l i s t s a l l i n t e r e s t owners, but 

4 what's h i g h l i g h t e d i n green are the p a r t i e s being 

5 pooled, and you can see i t ' s approximately 1.7 percent, 

6 the i n t e r e s t being pooled. 

7 EXAMINER BROOKS: You may go ahead and 

8 question the witness. 

9 CHARLES E. RAY, 

10 a f t e r having been p r e v i o u s l y sworn under oath, was 

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

12 DIRECT EXAMINATION 

13 BY MR. BRUCE: 

14 Q. Mr. Ray, could you s t a t e your f u l l name and 

15 c i t y of residence? 

16 A. Charles E. Ray, Midland, Texas. 

17 Q. And what i s your r e l a t i o n s h i p t o Diamondback 

18 Resources? 

19 A. I'm a par t n e r . 

20 Q. And by pr o f e s s i o n , what are you? 

21 A. A landman. 

22 Q. Have you p r e v i o u s l y t e s t i f i e d before the 

23 D i v i s i o n ? 

24 A. I have. 

25 Q. And have your c r e d e n t i a l s as an expert been 
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1 accepted as a matter of record? 

2 A. Yes. 

3 Q. And does your area of r e s p o n s i b i l i t y of 

4 Diamondback include t h i s p o r t i o n of southeast 

5 New Mexico? 

6 A. Yes. 

7 MR. BRUCE: Mr. Examiner, I tender Mr. Ray 

8 as an expert petroleum landman. 

9 EXAMINER BROOKS: He i s so q u a l i f i e d . 

10 Q. (BY MR. BRUCE) Mr. Ray, since we have the 

11 basics, could you i d e n t i f y E x h i b i t 2 and describe the 

12 contacts Diamondback made or t r i e d t o make w i t h i n t e r e s t 

13 owners? 

14 A. Yeah. We -- f i r s t of a l l , we t r i e d , w i t h 

15 Randy, t o f i n d them a l l , you know, telephone and what 

16 have you. 

17 Q. Randy Watts? 

18 A. Randy Watts. 

19 And then the ones where we got addresses 

20 but d i d n ' t get r e p l i e s from most, we sent them a l e t t e r 

21 on J u l y the 3 0th. We have boxes of -- we sent them 

22 c e r t i f i e d m a i l , so we'd get r e t u r n r e c e i p t s , so we could 

23 make sure i t got t o them. And we got no r e p l i e s , or 

24 some t h a t they weren't sure what they wanted t o do, and 

25 t h a t ' s the way we s t a r t e d . 
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1 Q. So the f i r s t l e t t e r went out on J u l y 30th, 

2 correct? 

3 A. Correct. 

4 Q. And then a subsequent m a i l i n g , as t o people who 

5 hadn't responded, went out August 15th? 

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

7 Q. And i n t h i s package, there are some form 

8 l e t t e r s t h a t were sent t o the working i n t e r e s t owners. 

9 Were these form l e t t e r s sent t o a l l of the working 

10 i n t e r e s t owners? 

11 A. Yes, they were. 

12 MR. BRUCE: Mr. Examiner, i f you so desire, 

13 I can supplement the record. I have two b i g boxes of 

14 copies of a l l of the l e t t e r s , but these were form 

15 l e t t e r s t h a t were sent t o , b a s i c a l l y , a l l owners, as 

16 Mr. Ray t e s t i f i e d . 

17 EXAMINER BROOKS: Right. 

18 Q. (BY MR. BRUCE) And as you discussed, there were 

19 unlocatable owners, and you had Mr. Watts search a l l the 

2 0 records t o lo c a t e those p a r t i e s i f they could be 

21 located? 

22 A. Yes. 

23 MR. BRUCE: Mr. Examiner, i n Mr. Watts' 

24 a f f i d a v i t , he does i d e n t i f y the records he searched, and 

25 he could not loca t e a number of people. 
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Q. (BY MR. BRUCE) Approximately how long has 

2 Diamondback been working on t h i s prospect, Mr. Ray? 

3 A. I t h i n k f o r sure a year and a h a l f . 

4 Q. So a l o t of time and e f f o r t has been expended 

5 t r y i n g t o l o c a t e a l l the p a r t i e s ? 

6 A. Yes. 

7 Q. Do you bel i e v e t h a t Diamondback has made a 

8 g o o d - f a i t h e f f o r t t o contact every -- or t o loca t e 

9 everyone? 

10 A. Yes, d e f i n i t e l y . 

11 Q. Would you i d e n t i f y E x h i b i t 3 and discuss the 

12 cost of the proposed well? 

13 A. I t i s 8.1 m i l l i o n . 

14 Q. The completed w e l l costs? 

15 A. I'm sor r y . The completed w e l l cost i s 8.1 

16 m i l l i o n . The dry hole cost i s approximately 3.6 

17 m i l l i o n . There i t i s r i g h t t h ere. I t ' s 3.624 f o r a dry 

18 hole, and completed cost i s 4.49, f o r a t o t a l cost of 

19 8.119. 

20 Q. And are these costs i n l i n e w i t h the costs of 

21 other h o r i z o n t a l w e l l s b u i l t t o t h i s depth i n t h i s area 

22 of the state? 

23 A. Yes, almost i d e n t i c a l . 

24 Q. Do you request t h a t Diamondback be appointed 1 

25 operator of the well? 
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A. Yes, please. 

2 Q. And what i s your recommendation of the amount 

3 t h a t Diamondback be pai d f o r i t s supervision and 

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

5 A. 6,500, f o r the d r i l l i n g , a day, and $650 a 

6 month a f t e r the completion. 

7 Q. Are these amounts equivalent t o those charged 

8 by other operators i n t h i s area? 

9 A. Yes, they are. 

10 Q. Do you request t h a t these r a t e s be adjusted 

11 pursuant t o the COPAS accounting procedure? 

12 A. Yes, I do. 

13 Q. And does Diamondback request the maximum cost 

14 plus 200-percent charge? 

15 A. Yes. 

16 MR. BRUCE: Mr. Examiner, E x h i b i t 4 i s my 

17 A f f i d a v i t of Notice sent out t o a number of p a r t i e s . 

18 Y o u ' l l n o t i c e t h a t they a l l came back. 

19 And E x h i b i t 5 i s the A f f i d a v i t of 

20 P u b l i c a t i o n against a l l of those p a r t i e s , published i n 

21 the Hobbs newspaper. 

22 Q. (BY MR. BRUCE) Mr. Ray, does E x h i b i t 6 l i s t a l l 

23 o f f s e t operators t o your proposed well? 

24 A. Yes, i t does. 

25 Q. And was n o t i c e given t o those p a r t i e s ? 
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1 A. Yes. 

2 MR. BRUCE: And, Mr. Examiner, E x h i b i t 7 i s 

3 my A f f i d a v i t of Notice. A l l of the o f f s e t s d i d receive 

4 a c t u a l n o t i c e . 

5 Q. (BY MR. BRUCE) Are E x h i b i t s 1 through 7 

6 prepared by you or under your supervision or compiled 

7 from company business records? 

8 A. Yes, they were. 

9 Q. And i n your o p i n i o n , i s the g r a n t i n g of t h i s 

10 a p p l i c a t i o n i n the i n t e r e s t of conservation and the 

11 prevention of waste? 

12 A. They do [ s i c ] . 

13 MR. BRUCE: Mr. Examiner, I move the 

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

15 EXAMINER BROOKS: Okay. 1 through 7 are 

16 admitted. 

17 (Diamondback Resources E x h i b i t Numbers 1 

18 though 7 were o f f e r e d and admitted i n t o 

19 evidence.) 

20 MR. BRUCE: I have no f u r t h e r q u e s t i o n s o f 

21 t h e w i t n e s s . 

22 CROSS-EXAMINATION 

23 BY EXAMINER BROOKS: 

24 Q. Mr . Ray, i n response t o t h e l a s t q u e s t i o n , I 

25 know what you were s a y i n g , b u t he asked you i f t h i s 
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1 would serve the i n t e r e s t of preven t i o n of waste and 

2 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 , words t o t h a t e f f e c t . 

3 You sa i d " I do." So I t h i n k the appropriate --

4 A. Yes. 

5 Q. -- response would have been yes. You only say 

6 I do when you're g e t t i n g married ( l a u g h t e r ) . 

7 A. Well, then, yes. 

8 Q. I a c t u a l l y don't have any f u r t h e r questions. I 

9 t h i n k e v e r y t h i n g i s covered. 

10 JACK ERWIN, 

11 a f t e r having been p r e v i o u s l y sworn under oath, was 

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

13 DIRECT EXAMINATION 

14 BY MR. BRUCE: 

15 Q. Would you please s t a t e your f u l l name and c i t y 

16 of residence? 

17 A. Jack Erwin, Midland, Texas. 

18 Q. And what i s your r e l a t i o n s h i p t o Diamondback 

19 Resources? 

20 A. I work f o r them as a g e o l o g i s t . 

21 Q. Have you p r e v i o u s l y t e s t i f i e d before the 

22 D i v i s i o n as a geologist? 

23 A. Yes, I have. 

24 Q. And were your c r e d e n t i a l s as an expert 

25 pet roleum g e o l o g i s t accepted as a mat ter o f record? 
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1 A. Yes. 

2 Q. And are you f a m i l i a r w i t h the geology involved 

3 i n t h i s a p p l i c a t i o n ? 

4 A. I am. 

5 MR. BRUCE: Mr. Examiner, I tender 

6 Mr. Erwin as an expert petroleum g e o l o g i s t . 

7 EXAMINER BROOKS: He i s so q u a l i f i e d . 

8 Q. (BY MR. BRUCE) Mr. Erwin, could you i d e n t i f y 

9 E x h i b i t 8 f o r the Hearing Examiner? 

10 A. E x h i b i t 8 i s a s t r u c t u r e map on top of the 3rd 

11 Bone Spring Sand. I t shows a general south d i p i n t o the 

12 basin, and, of course, the yellow i s our -- the area 

13 colored y e l l o w on the map i s our acreage block. 

14 Q. And t h i s i d e n t i f i e s other e x i s t i n g w e l l s --

15 Bone Spring w e l l s i n the area; does i t not? 

16 A. Yes, i t does. 

17 Q. And even though Mr. Ezeanyim i s not here, there 

18 are some outstanding stand-up w e l l u n i t s i n other 

19 sections. But has a lay-down w e l l been d r i l l e d i n the 

20 south h a l f - n o r t h h a l f of Section 1? 

21 A. Yes, i t has, by Concho. 

22 Q. So the only o p t i o n f o r t h i s w e l l i s a lay-down 

23 u n i t ? 
24 A. That i s c o r r e c t . 

25 Q. What i s E x h i b i t 9? 
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A. E x h i b i t 9 i s an ISOPACH map of the 3rd Bone 

2 Spring Sand which shows, i n general, anywhere from 3 00 

3 f e e t t o 3 50 f e e t of the sand thickness throughout the 

4 immediate area. 

5 Q. Based on t h a t , would you a n t i c i p a t e each 

6 q u a r t e r - q u a r t e r s e c t i o n t o c o n t r i b u t e t o production? 

7 A. Yes. 

8 Q. And would you be l i e v e t h a t production would be 

9 s u b s t a n t i a l l y equal from each q u a r t e r - q u a r t e r section? 

10 A. Yes. 

11 Q. Oh, I should have s p e c i f i e d . The Concho w e l l 

12 t h a t you mentioned i n the n o r t h h a l f of Section 1, t h a t 

13 i s Bone Spring? 

14 A. Yes, i t i s , 3rd Bone Spring. 

15 Q. And you are t e s t i n g the 3rd Bone Spring? 

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

17 Q. What i s E x h i b i t 10? 

18 A. E x h i b i t 10 i s a cross s e c t i o n showing the 

19 immediate w e l l s i n the area, more or less an east-west 

20 cross s e c t i o n . And as you can see, the top l i n e i s what 

21 I have c a l l e d the top of the 3rd Bone Spring Sand, and 

22 the top of the Wolf Camp being the lower of the two 

23 l i n e s . And t h a t i s my ISOPACH i n t e r v a l t h a t ' s on the 

24 ISOPACH map. 

25 The p e r f o r a t i o n s are i n red on the cross 
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1 s e c t i o n . On the LCD forms, there are -- i n the w e l l 

2 f o l i c s [ s i c ] , there i s one page of t h a t t h a t has the 

3 t r u e v e r t i c a l depth of the top and bottom of the l a t e r a l 

4 hole. Y o u ' l l see those p e r f o r a t i o n s on the two we l l s i n 

5 the area t h a t -- the COG or Concho w e l l s t h a t are also 

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

7 Q. And the 3rd Bone Spring i s continuous across 

8 the proposed w e l l u n i t ? 

9 A. Yes. 

10 Q. I n your o p i n i o n , w i l l t h i s h o r i z o n t a l w e l l 

11 e f f i c i e n t l y and economically d r a i n i n t o t h i s p o r t i o n of 

12 the Bone Spring r e s e r v o i r ? 

13 A. Yes, i t w i l l . 

14 Q. And f i n a l l y , what i s E x h i b i t 11, Mr. Erwin? 

15 A. E x h i b i t 11 i s the proposed h o r i z o n t a l diagram 

16 of our w e l l . 

17 Q. And as I s t a t e d , the w e l l w i l l be -- the e n t i r e 

18 producing i n t e r v a l -- the e n t i r e producing i n t e r v a l of 

19 the w e l l w i l l be at orthodox l o c a t i o n s w i t h i n the Scarb 

20 Bone Spring p r o d u c t i o n ; i s t h a t correct? 

21 A. Yes. 

22 Q. How many completion stages w i l l there be i n the 

23 well? 

24 A. As I understand i t - - and, o f course, t h a t 

25 depends upon d r i l l i n g , but we are a n t i c i p a t i n g t en 
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2 Q. Were E x h i b i t s 8, 9 and 10 prepared by you? 

3 A. Yes, they were. 

4 Q. And was E x h i b i t 11 compiled from company 

5 business records? 

6 A. Yes. 

7 MR. BRUCE: Mr. Examiner, I move the 

8 admission of E x h i b i t s 8 through 11. 

9 EXAMINER BROOKS: 8 through 11 are 

10 admitted. 

11 (Diamondback Resources E x h i b i t Numbers 8 

12 through 11 were o f f e r e d and admitted i n t o 

13 evidence.) 

14 Q. (BY MR. BRUCE) And i n your opinion, would the 

15 g r a n t i n g of t h i 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 of 

16 conservation and the prevention of waste? 

17 A. Yes. 

18 MR. BRUCE: That's a l l I have of t h i s 

19 witness, Mr. Examiner. 

20 EXAMINER BROOKS: Okay. 

21 CROSS-EXAMINATION 

22 BY EXAMINER BROOKS: 

23 Q. Are the footage l o c a t i o n s of the surface of the 

24 bottom hole shown on t h i s -- one of these e x h i b i t s 

25 s i m i l a r ? 
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1 A. I be l i e v e i t ' s --

2 MR. BRUCE: Mr. Examiner, no, but l e t me 

3 give you what I p u l l e d up on the OCD Web s i t e . And I 

4 might have --

5 EXAMINER BROOKS: Well, i f you've already 

6 go t t e n your API number, I can look i t up, and I ' l l be 

7 able t o --

8 MR. BRUCE: Yeah. But the surface l o c a t i o n 

9 i s 1980 from the south, and 460 from the west. And, 

10 yeah, there i s an API number. 

11 EXAMINER BROOKS: What i s that? 

12 MR. BRUCE: The l a s t f i v e d i g i t s are 40727. 

13 REDIRECT EXAMINATION 

14 BY MR. BRUCE: 

15 Q. And the i n i t i a l C102, was t h a t unorthodox 

16 locations? 

17 A. Yes. 

18 MR. BRUCE: But t h a t amended t o r e f l e c t 

19 or thodox l o c a t i o n s . 

20 EXAMINER BROOKS: Okay. Very good. Case 

21 Number 14909 i s taken under advisement. 

22 (The hear ing concluded, 11:07 a.m.) 

23 
i co ..... , , 

24 m „ ' " " w n y to 
25 h m r c - ' " < « ' S o r u » » N o . 

i « 7 or:-—CPsJlzT^ 
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8 foregoing proceedings i n stenographic shorthand and t h a t 

9 the foregoing pages are a t r u e and c o r r e c t t r a n s c r i p t of 

10 those proceedings t h a t were reduced t o p r i n t e d form by 

11 me t o the best of my a b i l i t y . 

12 I FURTHER CERTIFY t h a t the Reporter's 

13 Record of the proceedings t r u l y and acc u r a t e l y r e f l e c t s 

14 the e x h i b i t s , i f any, o f f e r e d by the respective p a r t i e s . 

15 I FURTHER CERTIFY t h a t I am n e i t h e r 

16 employed by nor r e l a t e d t o any of the p a r t i e s or 

17 attorneys i n t h i s case and t h a t I have no i n t e r e s t i n 

18 the f i n a l d i s p o s i t i o n of t h i s case. 

MARY 0.0 HANKINS, CCR, RPR 
21 Paul Baca Professional Court Reporters 

New Mexico CCR No. 2 0 

22 Date of CCR E x p i r a t i o n : 12/31/2012 

23 
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25 
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