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1 EXAMINER EZEANYIM: At t h i s p o i n t , we 

2 continue and we c a l l Case Number 14932. This i s the 

3 a p p l i c a t i o n of RSC Resources L i m i t e d Partnership f o r 

4 compulsory p o o l i n g , Eddy County, New Mexico. 

5 C a l l f o r appearances. 

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

7 Santa Fe, representing the a p p l i c a n t . I have one witness 

8 t o present. 

9 EXAMINER EZEANYIM: Any other appearances? 

10 Okay. The witness' w i l l stand and s t a t e your 

11 name and be sworn i n , please. 

12 MR. CATE: Randall Cate. I'm the owner 

13 and president of RSC Resources. I l i v e i n Midland, 

14 Texas. 

15 (One witness was sworn.) 

16 EXAMINER EZEANYIM: You may proceed, 

17 Mr. Bruce. 

18 MR. BRUCE: Mr. Examiner, we're here t o 

19 force pool the n o r t h h a l f of Section 14 of 24 South, 28 

2 0 East. The a p p l i c a n t seeks t o pool the n o r t h h a l f from 

21 the surface t o the base of the Wolfcamp formation f o r 

22 320-acre u n i t s and the northwest quarter f o r any 160-acre 

23 gas u n i t s i n the northeast/northwest, t o form a 4 0-acre 

24 w e l l u n i t . And w e ' l l go i n t o a l i t t l e more d e t a i l on 

25 t h i s . 
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1 The w e l l i s a v e r t i c a l w e l l . I t ' s a re - e n t r y 

2 of an e x i s t i n g w e l l , the Marra Well Number 1, which i s i n 

3 the northeast/northwest of Section 14. 

4 And f i r s t , Mr. Examiner, we submitted an 

5 a f f i d a v i t of a landman as E x h i b i t 1, which i s merely 

6 submitted -- and w e ' l l go i n t o more d e t a i l -- t o show the 

7 records she examined and the I n t e r n e t searches, et 

8 cetera, i n order t o l o c a t e the people. As we w i l l show 

9 you, at l e a s t i n t h i s f i r s t case, there are dozens or 

10 maybe hundreds of p a r t i e s i n t h i s w e l l u n i t . I t ' s been 

11 q u i t e a mess. 

12 RANDALL CATE 

13 Having been f i r s t d u l y sworn, t e s t i f i e d as f o l l o w s : 

14 DIRECT EXAMINATION 

15 BY MR. BRUCE: 

16 Q. Mr. Cate, you sa i d you're president of RSC. 

17 What i s your education? What are you, by education and 

18 profession? 

19 A. I'm a mechanical engineer by degree, 

2 0 U n i v e r s i t y of Texas, 1979 graduate. 

21 Q. And 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 ? 

23 A. Yes. 

24 Q. As a petroleum engineer? 

25 A. Yes. 
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1 Q. And were your c r e d e n t i a l s as an expert 

2 petroleum engineer accepted as matter of record? 

3 A. Yes. 

4 MR. BRUCE: Mr. Ezeanyim, I tender Mr. 

5 Cate as an expert petroleum engineer. 

6 EXAMINER EZEANYIM: He's so q u a l i f i e d . 

7 Q. (By Mr. Bruce) Since I've introduced the w e l l 

8 and the w e l l u n i t , j u s t very b r i e f l y , what i s E x h i b i t 2? 

9 A. E x h i b i t 2 i s a land p l a t . I t ' s o f f a Midland 

10 map, but colored i n i s the n o r t h h a l f of Section 14, 

11 Township 24 South and Range 28 East. That comprises the 

12 320-acre u n i t t h a t w i l l be r e q u i r e d f o r an attempted 

13 Wolfcamp completion. I t i s a Wolfcamp gas r e s e r v o i r . 

14 I ' l l show you production i n f o r m a t i o n from nearby w e l l s a 

15 l i t t l e l a t e r on. 

16 Q. Let's go t o your next e x h i b i t , E x h i b i t 3. 

17 This l i s t s the people t h a t RSC seeks t o force pool? 

18 A. That's r i g h t . There were - - o f t h i s l i s t , 

19 b e l i e v e i t or not, i t makes up probably about 10 acres, 

20 i s a l l , of ownership. 

21 And t h i s i s not going t o be an e x h i b i t , but 

22 l e t me j u s t show you what we're dea l i n g w i t h . This i s 

23 the county tax assessor's map of the n o r t h h a l f of 14. 

24 And w h i l e the northeast q u a r t e r i s r e l a t i v e l y l a r g e-sized 

25 blocks, these are a l l town l o t s over here. They average 
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1 .2066 acres per l o t . 

2 EXAMINER BROOKS: Subdivided without 

3 mineral reservation? 

4 THE WITNESS: Yes. 

5 So r i g h t there we s t a r t e d t h i s p r o j e c t about 

6 three years ago. Diane Magee i s an e x c e l l e n t landman, 

7 and I've worked w i t h her longer than t h a t . But I know 

8 she's got 20 or 30 years of experience. Her f a t h e r was 

9 an independent landman. And when she f i r s t got i n t o 

10 t h i s , she k i n d of went, "Oh, boy." 

11 The Marra w e l l was d r i l l e d i n 1981, I b e l i e v e , 

12 as an Atoka. And t h i s Malaga area, 30 t o 40 years ago, 

13 i n the '70s and '80s, i t was an Atoka-Morrow play. And 

14 l o t of companies, Amoco, Coquina, those types, had come 

15 i n and d r i l l e d q u i t e a few w e l l s out here. 

16 So what we d i d i s we took the t i t l e opinions 

17 from those w e l l s and d i d the run sheets, of course, and 

18 brought a l l the ownership forward the best we can. 

19 The problem i s t h a t a l o t of these people 

20 moved or they died i n other s t a t e s . They're deceased. 

21 We cannot f i n d a l o t of these h e i r s . Even when we f i n d 

22 some of them, they don't know i f they own i t or not, 

23 between w i l l s or a lack of probate. So there's a l o t of 

24 ownership problems. 

25 But again, l u c k i l y we've got i t down t o about 
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1 10 acres out of -- I'm sor r y . About 10 percent, I t h i n k , 

2 i s the c o r r e c t number, out of 100 percent, t h a t ' s a l l 

3 going t o be pooled. I t seems l i k e every day we're 

4 g e t t i n g c a l l s from people who are w i l l i n g t o enter i n t o 

5 lease agreements or l e t t i n g them j o i n . 

6 Q. Besides Diane Magee, you were also i n v o l v e d i n 

7 c o n t a c t i n g people and t r y i n g t o t r a c k them down? 

8 A. Very h e a v i l y . Hundreds of l e t t e r s went out. 

9 My w i f e i s also -- Lisa i s her-name. She acted as 

10 secretary and sent out a l o t of l e t t e r s . On the back of 

11 the ownership r e p o r t , there's a couple of examples. 

12 Q. Before you get i n t o t h a t , i d e n t i f y what 

13 E x h i b i t 3 i s . 

14 A. E x h i b i t 3 i s the ownership r e p o r t f o r the 

15 p a r t i e s t h a t we aire p o o l i n g . 

16 Q. So t h i s does not l i s t the people t h a t have 

17 already committed t h e i r i n t e r e s t s ? 

18 A. That's r i g h t . I t would be f i v e times l a r g e r , 

19 so we t r i e d t o keep i t simple here. 

20 Q. Going through the l i n e s , you have t h e i r names 

21 i n a l p h a b e t i c a l arrangement? 

22 A. That's r i g h t . 

23 Q. You have addresses, i f you had them; t i t l e 

24 i n f o r m a t i o n ; and then comments on your contacts w i t h 

25 them? 
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1 A. That's r i g h t . We i n i t i a l l y , back i n 

2 September, s t a r t e d sending out o i l and gas leases or 

3 l e t t e r s , t r y i n g t o f i n d people. And then we would f o l l o w 

4 up on them i f we got any leads on the h e i r s , t h e i r 

5 addresses. 

6 And i n October we sent more l e t t e r s again. A 

7 l o t of them were returned u n d e l i v e r a b l e . We don't know 

8 how t o f i n d them. Some of the names are l i k e John Smith. 

9 You do a search, and you're going t o f i n d 10,000. 

10 Q. So i n many instances, there's no probate i n 

11 Eddy County; correct? 

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

13 Q. There may not be a probate i n the s t a t e and 

14 county where you located these people? 

15 A. That's r i g h t . 

16 Q. There are also, i n most cases, no a f f i d a v i t s 

17 of h e i r s h i p , e i t h e r ? 

18 A. That's r i g h t . We went through tax records, 

19 probates, o b i t u a r i e s , e v e r ything t h a t you can reasonably 

2 0 do t o t r y t o f i n d these people. 

21 Q. The f i n a l two columns give t h e i r net acres i n 

22 the 320-acre u n i t ; correct? 

23 A. Yes. 

24 Q. And t h e i r percentage i n t e r e s t ? 
25 You s a i d a t tached as the l a s t two pages of 
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1 t h i s ownership chart are sample l e t t e r s t h a t were sent 

2 out, proposal l e t t e r s and le a s i n g l e t t e r s t h a t you sent 

3 out t o the various i n t e r e s t owners? 

4 A. Yes. 

5 Q. Are you c o n t i n u i n g -- once people are found or 

6 once they contact you, again, are you con t i n u i n g t o take 

7 leases even -- w i l l you continue t o take leases from 

8 people or- l e t them j o i n i n the w e l l a f t e r t h i s hearing? 

9 A. Yes. 

10 Q. I f you do come t o terms w i t h people on t h i s 

11 E x h i b i t 3 l i s t , w i l l you n o t i f y the D i v i s i o n so t h a t they 

12 are not subject t o the force pooling? 

13 A. Yes, we w i l l . 

14 Q. S p e c i f i c a l l y , as of t h i s morning, one of the 

15 p a r t i e s t h a t was being pooled was -- no. That's i n a 

16 d i f f e r e n t hearing. 

17 Both you and I have been contacted i n the l a s t 

18 couple of days by people who said they would send i n 

19 leases? 

20 A. That's r i g h t . We w i l l n e g o t i a t e . A l o t of 

21 c e r t i f i e d l e t t e r s -- I mean the cards came back. We know 

22 t h a t they received them, but they w i l l not respond. 

23 A l o t of " i t , I b e l i e v e , i s how small these 

24 t r a c t s are. You can go look. But I mean we're t a l k i n g 

25 hundreds and thousands of a percent, and i t ' s j u s t h ardly 
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1 worth i t . So I t h i n k t h a t ' s what's going on, too. 

2 Q. I n your o p i n i o n , has RSC made a goo d - f a i t h 

3 e f f o r t f i r s t t o l o c a t e these p a r t i e s ? 

4 A. Yes. 

5 Q. Has i t made a g o o d - f a i t h e f f o r t t o o b t a i n 

6 t h e i r v o l u n t a r y j o i n d e r s i n the well? 

7 A. Yes. 

8 Q. Let's go t o E x h i b i t 4. What i s that? 

9 A. I t ' s the AFE t h a t accompanied the w e l l 

10 proposal t h a t we sent out. So those l e t t e r s on the back 

11 of E x h i b i t 3 were accompanied by E x h i b i t 4, the AFE. 

12 Q. What i s the estimated cost of the re-entry? 

13 A. One and a h a l f m i l l i o n d o l l a r s , i n round 

14 numbers. I t ' s not r e a l l y a r e - e n t r y of a plugged w e l l . 

15 This w e l l i s an e x i s t i n g , t e m p o r a r i l y abandoned Atoka 

16 producer. I t was an Atoka producer. So we're going t o 

17 plug i t back. 

18 I t had not produced f o r approximately s i x 

19 years. And the leases expire by t h e i r own terms, of 

2 0 course, i f you don't produce. And so we acquired the 

21 wellbore and had t o put a l l the leasehold back together 

22 again. 

23 Q. I n your o p i n i o n , i s t h i s cost f a i r and 

24 reasonable? 

25 A. Yes. I t ' s d e f i n i t e l y i n the range of what i t 
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1 w i l l cost t o plug t h a t back and do e i t h e r a three- or 

2 four-stage f r a c k j o b i n the Wolfcamp. 

3 Q. And what overhead r a t e s do you propose f o r the 

4 well? 

5 A. $7,000 per month f o r the d r i l l i n g o peration, 

6 $700 per month on the monthly lease cost. 

7 Q. Are those r a t e s equivalent t o those charged by 

8 RSC and other operators i n t h i s area f o r w e l l s of t h i s 

9 depth? 

10 A. Yes. And I also looked at the COPAS, the 

11 Ernst & Young overhead comparison, and i n d u s t r y surveys. 

12 And they're r i g h t w i t h i n the acceptable range. 

13 Q. Do you request a 200 percent r i s k charge 

14 against i n t e r e s t owners who do not j o i n i n the r e - e n t r y 

15 of the well? 

16 A. Yes. 

17 Q. One t h i n g , who w i l l be the operator of t h i s 

18 well? 

19 A. The operator w i l l be Guardian Operating Corp., 

20 which i s wholly owned by RSC Resources. I t i s my 

21 operating company. 

22 Q. I s E x h i b i t 5 the n o t i c e l e t t e r t h a t you sent 

23 out regarding the hearing? 

24 A. Yes. 

25 MR. BRUCE: And Mr. Examiner, submit ted as 
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1 E x h i b i t 6 i s a r a t h e r lengthy a f f i d a v i t of p u b l i c a t i o n of 

2 the names of i n t e r e s t owners who were e i t h e r known or 

3 thought t o be unlocatable. 

4 Q. (By Mr. Bruce) Just t o discuss very b r i e f l y , 

5 could you i d e n t i f y E x h i b i t 7 -- maybe E x h i b i t s 7 and 8 

6 together, and j u s t b r i e f l y discuss your plans f o r the 

7 well? 

8 A. Sure. I f y o u ' l l p u l l the -- E x h i b i t 8 i s the 

9 l o g of the Wolfcamp zone i n t h i s area. I can show you 

10 what's going on. And E x h i b i t 7, I ' l l i d e n t i f y . I t i s 

11 the wellbore diagram of the Marra Number 1 as i t e x i s t s 

12 r i g h t now. 

13 We'll have t o -- we t h i n k , i n order t o f r a c k 

14 t h i s , we might have t o run a s t r i n g of five-and-a-half 

15. inch. I've been inv o l v e d r e c e n t l y i n a w e l l t h a t 

16 Mewbourne operates t h a t ' s several miles from here. I t ' s 

17 a Wolfcamp h o r i z o n t a l . They had a very hard time 

18 f r a c k i n g i t . They couldn't get the pressure and the 

19 r a t e s . 

20 So I be l i e v e we're going back t o the drawing 

21 board t o -- because the e x i s t i n g casing probably w i l l not 

22 withstand the pressure r e q u i r e d f o r the s t i m u l a t i o n . But 

23 a l l t h a t i s j u s t t o show you i t ' s an o l d , deep e x i s t i n g 

24 Atoka producer, and i t ' s a good use of an o l d wellbore t o 

25 t r y t o get some more production out of i t . 
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1 The lo g , E x h i b i t 8, the Wolfcamp i s almost 

2 1,000-foot t h i c k i n t h i s area. But r e a l l y , j u s t t o show 

3 you where the operators i n the area have been 

4 concentrating, I've got these l i t t l e arrows up and down. 

5 As you can see, Mr. Ezeanyim, i t corresponds 

6 t o an increase i n the r e s i s t i v i t y . And t h a t i s t e l l i n g 

7 us these areas t h a t have the increased r e s i s t i v i t i e s i s 

8 where the production i s being e s t a b l i s h e d i n these-

9 Wolfcamps. I t ' s a r e l a t i v e l y new play, but t h a t i s where 

10 they're e s t a b l i s h i n g production. That i s the 

11 s i g n i f i c a n c e of t h a t l o g . 

12 As you can see, they do have wet shales i n 

13 between. I'm not sure e x a c t l y how t h a t works. But most 

14 of these do produce s u b s t a n t i a l amounts of water, also. 

15 Q. B r i e f l y , E x h i b i t 9 -- of course, t h i s i s a 

16 Wolfcamp w e l l . But there are other prospective zones i n 

17 t h i s area, are there not? 

18 A. That's r i g h t . There's been Delaware 

19 production, i t ' s k i n d of random, and also Bone Spring. 

20 So what I d i d , since we're only i n t e r e s t e d i n 

21 the Wolfcamp, I used d r i l l i n g i n f o as my production 

22 search engine. I d i d a search of the e n t i r e Sections 1 

23 through 24 i n Townships 24 and 28 and p u l l e d i t up on the 

24 Wolfcamp, and t h i s i s what comes up. 

25 There i s a Devon w e l l t o the west of us i n 
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The r e p o r t generates, of course, the API. 

2 But the operator -- but more i m p o r t a n t l y i s the l e g a l 

3 d e s c r i p t i o n about f i v e columns over. 

4 So our w e l l i s i n Section 14. There was a 

5 t e s t i n Section 13 t h a t you can see the f i r s t 

6 production, the cumulative o i l and gas. I t was not 

7 economic. Cl e a r l y , cumulative gas a f t e r seven years 

8 i s -- w e l l , a f t e r 14 years, 70 m i l l i o n . I do not believe 

9 they used the f r a c k technology, though, and t h a t ' s what I 

10 am counting on t o enhance the reserves here. 

11 Over i n Section 9 there was a w e l l c a l l e d 

12 Woods. I t ' s the only other one t h a t a c t u a l l y has a 

13 decent amount of production, and t h a t ' s almost h a l f a 

14 bcf. I t ' s s t i l l producing 3 0 mcf a day or so. • Again, 

15 ac i d . But they d i d not do the f r a c t u r e treatments, the 

16 best I can t e l l . 

17 Q. These w e l l s are p r i m a r i l y gas? There i s very 

18 l i t t l e o i l produced i n --

19 A. Very l i t t l e o i l . I t ' s d e f i n i t e l y a gas 

20 r e s e r v o i r . 

21 The next page would be the Bone Spring 

22 Formation, i f we have t o come up t o the 40 acres, even 

23 160, i f i t happened t o be a Bone Spring gas. But again, 

24 you can t e l l by t h i s sampling of the production out there 

25 t h a t i t ' s not very high production. The best o i l w e l l 
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1 out there i s probably 20,000 b a r r e l s a f t e r 20 years, so 

2 i t ' s j u s t not r e a l economic. 

3 And then the f i n a l l a s t two pages are the 

4 Delaware production. I t ' s more widespread. But as you 

5 can see, when you go down t o cumulative o i l , i t v a r i e s 

6 d r a m a t i c a l l y . The Delaware i s notorious f o r being very 

7 hard t o determine what the EUR w i l l be, I ' l l say t h a t . 

8 So I mean t h a t k i n d of speaks t o the r i s k of 

9 what we're doing. I b e l i e v e w e ' l l make a w e l l , and then 

10 the u l t i m a t e reserves are what w i l l be at r i s k here. 

11 Q. Do you b e l i e v e t h a t the 200 percent r i s k 

12 charge i s j u s t i f i e d ? 

13 A. I t ' s d e f i n i t e l y appropriate, yes. 

14 Q. 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 

15 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 

16 prevention of waste? 

17 A. Yes. 

18 Q. Were E x h i b i t s 1 through 9 prepared by you or 

19 compiled from company business records? 

20 A. Yes. 

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

22 admission of E x h i b i t s 1 through 9. 

23 EXAMINER EZEANYIM: E x h i b i t s 1 through 9 

24 w i l l be admitted. 

25 ( E x h i b i t s 1 through 9 were admitted.) 
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1 MR. BRUCE: I have no f u r t h e r questions. 

2 EXAMINER BROOKS: No questions. 

3 I j u s t can r e l a t e t o your s i t u a t i o n , because I 

4 d i d a t i t l e o p i n i o n on a 320-acre u n i t i n the C i t y of 

5 Farmington, where they had not where they had 

6 subdivided i t i n t o town l o t s without r e s e r v a t i o n of 

7 mineral r i g h t s . 

8 THE WITNESS: Some people would t h i n k 

9 we're crazy. 

10 MR. BRUCE: An opinion from a dozen years 

11 ago on t h i s i s 190 pages long. 

12 EXAMINATION 

13 BY EXAMINER EZEANYIM: 

14 Q. My f i r s t question i s t h a t you're going t o pool 

15 from the surface maybe t o the base of the Wolfcamp 

16 because you have abandoned the Morrow? 

17 A. Yes. 

18 Q. You're going t o plug back t o the Morrow? 

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

2 0 Q. Are you po o l i n g from the surface t o the base 

21 of the Wolfcamp? Because you are i n c l u d i n g the Atoka and 

22 the Bone Spring and a l l t h a t , what i s your primary 

23 target? 

24 A. The Wolfcamp. 

25 Q. But f o r the p r o d u c t i o n data you gave me, i t 
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1 appears you're going t o plug back t o those shallower j 

2 production areas? | 

3 A. That's r i g h t , i f we must. I f we're not j 

4 successful i n the Wolfcamp, then we would come t o the 

5 Bone Spring. There's two or three i n t e r v a l s t h a t I would j 

6 l i k e t o t r y . 

7 Q. That's f i n e . I don't care i f you're p o o l i n g j 

8 from the surface t o the base of the Wolfcamp, which i s | 

9 your t a r g e t . 

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

11 We do know t h a t the Atoka pressure i s very j 

12 low. I t ' s only a few hundred pounds now. We w i l l 

13 abandon i t . I've turned i n the C-101 t o plug back t o the 

14 State, to the Artesia District. We'll set a bridge plug \ 

15 and 35 fe e t of cement over the Atoka. | 

16 Q. I j u s t wish you are going t o get more o i l than ; 

17 gas. For once, I t h i n k you're going t o get more gas. | 

18 A. I t i s a l i q u i d - r i c h gas, and i t w i l l have t o 

19 be processed. I t ' s sweet, and i t does have 4 t o 5 

20 gallons per thousand on the l i q u i d s . j 

21 EXAMINER BROOKS: I f you get enough 

22 condensate, i t ' s almost as good as o i l . I 

23 THE WITNESS: Almost. 
24 Q. (By Mr. Ezeanyim) Who's going t o be the 1 

25 operator of t h i s well? I 

i 
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1 A. RSC Resources owns the i n t e r e s t . But my 

2 operating company, which i s not u n l i k e Chase and Mack --

3 Mack operates f o r Chase Guardian Operating Corporation 

4 i s my operating company. 

5 Q. So you want Guardian t o be the operator? Who 

6 do you want t o be the operator? 

7 A. Guardian Operating Corp. w i l l be designated 

8 the operator. 

9 Q. How do you s p e l l t h a t operator? 

10 MR. BRUCE: I t i s i n the a p p l i c a t i o n . 

11 EXAMINER EZEANYIM: I f i t ' s i n the 

12 a p p l i c a t i o n , I can f i n d i t . 

13 THE WITNESS: Yeah. Guardian, l i k e 

14 guardian angel. 

15 EXAMINER EZEANYIM: Anything f u r t h e r ? 

16 MR. BRUCE: Nothing i n t h i s case 

17 EXAMINER EZEANYIM: Very good. At t h i s 

18 time Case Number 14932 w i l l be taken under advisement, 

i g * * * 

20 

21 

23 

24 

25 

£?m,n*r ^Jf^^s te 
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1 REPORTER'S CERTIFICATE 

2 

3 

4 I , JACQUELINE R. LUJAN, New Mexico CCR #91, DO 

5 HEREBY CERTIFY t h a t on November 29, 2 012, p r o c e e d i n g s i n 

6 t h e above c a p t i o n e d case were t a k e n b e f o r e me and t h a t I 

7 d i d r e p o r t i n s t e n o g r a p h i c s h o r t h a n d t h e p r o c e e d i n g s s e t 

8 f o r t h h e r e i n , and t h e f o r e g o i n g pages are a t r u e and 

9 c o r r e c t t r a n s c r i p t i o n t o t h e bes t o f my a b i l i t y . 

10 I FURTHER CERTIFY t h a t I am n e i t h e r employed by 

11 n o r r e l a t e d t o nor c o n t r a c t e d w i t h any o f t h e p a r t i e s o r 

12 a t t o r n e y s i n t h i s case and t h a t I have no i n t e r e s t 

13 whatsoever i n t h e f i n a l d i s p o s i t i o n o f t h i s case i n any 

14 c o u r t . 

15 WITNESS MY HAND t h i s 1 1 t h day o f December, 

16 2012. 

17 

18 

19 

20 

21 

22 

23 

24 

25 
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