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1 (9:11 a.m.) 

2 EXAMINER GOETZE: Case 15228, a p p l i c a t i o n 

3 of Legend Natural Gas, LP f o r a nonstandard o i l spacing 

4 and p r o r a t i o n u n i t and compulsory pooling, Eddy County, 

5 New Mexico. 

6 Ca l l f o r appearances. 

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

8 Santa Fe representing the Applicant. I have two 

9 witnesses. 

10 EXAMINER GOETZE: And w i l l the witnesses 

11 please stand, i d e n t i f y y o u r s e l f and be sworn in? 

12 MR. GALLEGOS: Jesus Gallegos. 

13 MR. McCAULEY: John McCauley, 

14 M-C-C-A-U-L-E-Y. 

15 (Mr. McCauley and Mr. Gallegos.) 

16 EXAMINER GOETZE: Proceed. 

17 JOHN McCAULEY, 

18 a f t e r having been f i r s t duly sworn under oath, was 

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

20 DIRECT EXAMINATION 

21 BY MR. BRUCE: 

22 Q. Mr . McCauley, where do you r e s i d e ? 

23 A. Hock ley , Texas . 

24 Q. And who do you work f o r and i n what c a p a c i t y ? 

25 A. I work f o r Legend N a t u r a l Gas I I I , L i m i t e d 
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1 Partnership. I'm an in-house landman. 

2 Q. Have you pre v i o u s l y t e s t i f i e d before the 

3 Division? 

4 A. No. 

5 Q. Would you please o u t l i n e your educational and 

6 work experience f o r the Examiner? 

7 A. Yes, s i r . 

8 I graduated from Sam Houston State 

9 U n i v e r s i t y i n May of 2012 w i t h a degree i n a g r i c u l t u r e 

10 business. I s t a r t e d working f o r Legend s h o r t l y 

11 t h e r e a f t e r , and I have roughly two-and-a-half years of 

12 experience being an in-house landman, a l l of which was 

13 gained through my employment w i t h Legend working t h i s 

14 general area. 

15 Q. So since you've worked t h i s general area, 

16 you're f a m i l i a r w i t h the land matters involved i n t h i s 

17 case? 

18 A. Yes. Yes. 

19 Q. And l a t e l y Legend has been p r e t t y busy d r i l l i n g 

20 t h a t area, correct? 

21 A. Yes, we have. 

22 MR. BRUCE: Mr . Examiner , I t e n d e r 

23 Mr. McCauley as an e x p e r t p e t r o l e u m landman. 

24 ' EXAMINER GOETZE: He i s so q u a l i f i e d . 

25 Q. (BY MR. BRUCE) Mr . McCauley, c o u l d you i d e n t i f y 
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1 E x h i b i t 1 and describe b r i e f l y what Legend seeks? 

2 A. Yes. 

3 E x h i b i t 1 i s the C-102 p l a t f o r Legend's 

4 Pardue 29 Fed Com #4H w e l l . Legend seeks an order 

5 pooling a l l mineral i n t e r e s t s and working i n t e r e s t s i n 

6 the Bone Spring Formation underlying the west h a l f of 

7 the west h a l f of Section 29, Township 24 South, Range 28 

8 East t o form a nonstandard 160-acre o i l spacing and 

9 p r o r a t i o n u n i t . 

10 Q. What i s the -- what are the footages of the 

11 surface l o c a t i o n and the bottom-hole l o c a t i o n i n the 

12 well? 

13 A. The Pardue 29 Fed Com #4H w e l l w i l l be d r i l l e d 

14 from the surface-hole l o c a t i o n 45 f e e t from the north 

15 l i n e , 1,277 fee t from the west l i n e to a bottom-hole 

16 l o c a t i o n of 330 feet from the south l i n e and 380 fee t 

17 from the west l i n e . 

18 Q. And i s the dotted l i n e on the C-102 the actua l 

19 w e l l path? 

20 A. Yes, s i r . 

21 Q. And w i l l the beginning of the productive 

22 i n t e r v a l and the terminus be at orthodox locations? 

23 A. Y e s , s i r . The producing i n t e r v a l of the 

24 wellbore and w e l l w i l l be orthodox. 

25 MR. BRUCE: Mr. Examiner, lookin g at 
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1 E x h i b i t 1, I saw another — I saw another p l a t , and i t 

2 had the API number. The l a s t f i v e d i g i t s were 42422. 

3 They1 re not set f o r t h on t h i s p l a t f o r some reason. 

4 Q. (BY MR. BRUCE) And what w e l l i s the pool in? 

5 A. This w e l l i s i n the Willow Lake-Bone Spring 

6 pool, which i s based on statewide 4 0 acres and 330 

7 setbacks. The pool code i s 644 50. 

8 Q. And who do you seek t o force pool? 

9 A. EOG Resources, Inc. 

10 Q. What i s E x h i b i t 2? 

11 A. E x h i b i t 2 i s my proposal l e t t e r t h a t was sent 

12 to EOG Resources by c e r t i f i e d m a i l . 

13 Q. This was a c t u a l l y sent t o a number of i n t e r e s t 

14 owners, I believe, correct? 

15 A. Yes, s i r . That 1s c o r r e c t . 

16 Q. But EOG i s the only one who hasn't agreed t o 

17 p a r t i c i p a t e i n the well? 

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

19 Q. The l e t t e r s dated March 13th, besides t h i s 

20 l e t t e r , have you had other contacts w i t h EOG? 

21 A. Yes, I have. I've had a few follow-up 

22 telephone conversations w i t h EOG j u s t g e nerally 

23 discussing my proposal l e t t e r t h a t I sent them i n May. 

2 4 Q. So they've j u s t never r e a l l y responded t o you? 

25 A. No, s i r . They g e n e r a l l y said t h a t they were 
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1 not i n t e r e s t e d i n p a r t i c i p a t i n g i n the w e l l . And, you 

2 know, we t r i e d t o discuss other means of g e t t i n g the 

3 w e l l d r i l l e d by forming another agreement, but we could 

4 not come to terms of the agreement t h a t would allow 

5 Legend to get t h i s d r i l l e d . 

6 Q. What i s EOG1s approximate working i n t e r e s t i n 

7 the w e l l u n i t ? 

8 A. 50 percent. 

9 Q. I n your opinion, has Legend made a good-faith 

10 e f f o r t to o b t a i n the voluntary j o i n d e r i n the well? 

11 A. Yes. 

12 Q. And what i s E x h i b i t 3? 

13 A. E x h i b i t 3 i s the AFE f o r the w e l l . I t has 

14 j o i n t costs of a l i t t l e over $2 m i l l i o n , w i t h a t o t a l 

15 completed w e l l cost of 4.764 m i l l i o n . 

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

17 other w e l l s , i n c l u d i n g Legend's wells d r i l l e d t o t h i s 

18 depth i n t h i s area of the state? 

19 A. Yes. 

20 Q. Do you request t h a t Legend be appointed 

21 operator of the well? 

22 A. Yes. 

23 Q. And what are your r e q u e s t e d overhead r a t e s ? 

24 A. $7,500 w h i l e d r i l l i n g t he w e l l and $750 — 

25 $7,500 per month f o r d r i l l i n g t he w e l l and $750 pe r 
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1 month f o r producing w e l l . 

2 Q. And are these amounts equivalent t o those 

3 charged by Legend and other operators f o r wells of t h i s 

4 type i n t h i s area of New Mexico? 

5 A. Yes. 

6 Q. Do you request t h a t the rates be p e r i o d i c a l l y 

7 adjusted as provided by the COPAS accounting procedure? 

8 A. Yes. 

9 Q. ' And do you request the maximum cost plus 200 

10 percent r i s k charge be assessed? 

11 A. Yes. 

12 Q. And was EOG n o t i f i e d of t h i s hearing? 

13 A. Yes, they were. 

14 Q. And i s t h a t r e f l e c t e d i n my E x h i b i t A? 

15 A. I n your -- yes. I n E x h i b i t 4, yes, s i r . 

16 MR. BRUCE: I'm g e t t i n g confused here. 

17 EXAMINER GOETZE: They got you t h a t time 

18 ( l a u g h t e r ) . 

19 Q. (BY MR. BRUCE) And what i s E x h i b i t 5? 

2 0 A. E x h i b i t 5 i s a l i s t of operating -- excuse 

21 me -- o f f s e t operators, which i s s o l e l y EOG Resources i n 

22 t h i s case. 

23 MR. BRUCE: And, Mr. Examiner , s i n c e EOG 

24 r e c e i v e d n o t i c e o f the p o o l i n g h e a r i n g , I d i d n ' t send a 

25 s epa ra t e n o t i c e o f t he nons t anda rd u n i t t o EOG as an 
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1 o f f s e t . 

2 Q. (BY MR. BRUCE) Were E x h i b i t s 1 through 5 e i t h e r 

3 prepared by you or under your supervision or compiled 

4 from company business records? 

5 A. Yes, they were. 

6 Q. And i n your opinion, i s the granting of t h i s 

7 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 

8 prevention of waste? 

9 A. Yes. 

10 MR. BRUCE: Mr. Examiner, I'd move the 

11 admission of E x h i b i t s 1 through 5. 

12 EXAMINER GOETZE: Exh i b i t s 1 through 5 are 

13 so entered. 

14 (Legend Natural Gas I I I , LP E x h i b i t Numbers 

15 1 through 5 were o f f e r e d and admitted i n t o 

16 evidence.) 

17 MR. BRUCE: And I have no f u r t h e r questions 

18 of t h i s witness. 

19 CROSS-EXAMINATION 

20 BY EXAMINER GOETZE: 

21 Q. So based upon what you've presented here, the 

22 only outstanding n o n p a r t i c i p a t i n g i n t e r e s t i s EOG. You 

23 have agreements wi t h a l l the other i n d i v i d u a l s ? 

24 ' A. Yes. We have executed AFEs from a l l the other 

25 p a r t i e s , but we are c u r r e n t l y i n negotiations on the JOA 
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1 w i t h OXY. A l l the other i n d i v i d u a l s , being the Barton 

2 f a m i l y there, they have a l l executed AFEs. 

3 Q. How close are we [ s i c ] to an agreement w i t h 

4 OXY? 

5 A. Final stages, s i r . 

6 Q. Very good. I have no more questions. 

7 EXAMINER GOETZE: Do you have any 

8 questions? 

9 MR. HERMANN: No. 

10 EXAMINER GOETZE: No questions. That's a l l 

11 f o r t h i s witness. 

12 MR. BRUCE: Call Mr. Gallegos to the stand. 

13 JESUS GALLEGOS, 

14 a f t e r having been previously sworn under oath, was 

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

16 DIRECT EXAMINATION 

17 BY MR. BRUCE: 

18 Q. Mr. Gallegos, where do you reside? 

19 A. I reside i n Dallas, Texas. 

20 Q. And who do you work f o r and i n what capacity? 

21 A. I work f o r Legend Natural Gas. I'm a 

22 geologist. 

23 Q. Have you previously t e s t i f i e d before the O i l 

24 Conservation Division? 

25 A. No. 
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1 Q. Would you summarize your educational and 

2 employment background f o r the Examiner? 

3 A. I have a degree i n science and technology from 

4 Mountain View College i n Dallas, Texas. I received t h a t 

5 i n 1996. I also hold a bachelor of science degree i n 

6 engineering and geoscience from the U n i v e r s i t y of Texas 

7 at A r l i n g t o n . I received t h a t i n 2004. 

8 My past experience has been -- the past 

9 eight years I've worked as a geologist f o r several 

10 p r i v a t e l y held and p u b l i c l y held o i l and gas companies 

11 as a g e o l o g i s t . 

12 Q. And how long have you been employed by the 

13 Legend? 

14 A. I've been f u l l time employed w i t h Legend f o r 

15 two years. 

16 Q. Are you f a m i l i a r does your area of 

17 r e s p o n s i b i l i t y at Legend include t h i s p o r t i o n of 

18 southeast New Mexico? 

19 A. Yes, s i r . 

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

21 involved i n t h i s case? 

22 A. Yes, s i r . 

23 MR. BRUCE: Mr. Examiner, o ther than 

24 d e f e c t i n g f rom engineer ing to geology, I would request 

25 tha t he be recognized as an expert petroleum g e o l o g i s t . 
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1 EXAMINER GOETZE: Well, I agree. And 

2 you're the engineer and I'm the ge o l o g i s t , so who knows 

3 who d i d the smarter t h i n g . So continue. 

4 (Mr. Hermann e x i t s the room.) 

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

6 ' E x h i b i t 6 and describe i t s contents f o r the Examiner. 

7 A. I t ' s a basic s t r u c t u r e map of the 2nd Bone 

8 Spring sand i n t e r p r e t e d by w e l l c o n t r o l i n t h i s area. 

9 Q. And i t has l i n e of cross section on there. 

10 Could you move on to E x h i b i t 7 and i d e n t i f y t h a t and 

11 discuss i t ? 

12 A. The l i n e of cross section shows, i n the next 

13 e x h i b i t , t h a t would be a north-south cross section 

14 showing the top of the i n t e r p r e t e d 2nd Bone Spring sand 

15 and also the i n t e r p r e t e d 2nd Bone Spring sand. 

16 Q. And t h a t i s the primary target? 

17 A. That i s our primary t a r g e t , yes. 

18 Q. From north t o south, i s the 2nd Bone Spring 

19 sand continuous across Section 29? 

20 A. By my i n t e r p r e t a t i o n , s i r , yes, i t i s . 

21 Q. And could you then move on to E x h i b i t s 8 and 9 

22 together, perhaps, so I don't i n t e r r u p t you, and 

23 describe what you have there? 

24 A. E x h i b i t s 8 and 9 are also showing the basic 

25 s t r u c t u r e of the top of the 2nd Bone Spring sand 
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1 followed by a cross section east and west, also by my 

2 i n t e r p r e t a t i o n , showing the top of the 2nd Bone Spring 

3 sand along w i t h the base of the 2nd Bone Spring sand. 

4 Q. I t i s from an east-west d i r e c t i o n . I s the 2nd 

5 Bone Spring sand continuous across t h i s area? 

6 A. By my i n t e r p r e t a t i o n s , s i r , yes, i t i s . 

7 Q. And then l e t ' s move on to your E x h i b i t 10. 

8 What i s that? 

9 A. That would be an isopach also of the top of the 

10 2nd Bone Spring Sand showing the basic i n t e r p r e t a t i o n of 

11 the thickness of the same sand i n t h a t s e c t i o n . 

12 Q. I n looking at t h i s , i t looks l i k e , at l e a s t 

13 across -- i f I can locate Section 29, i t ' s s i m i l a r 

14 thickness, say, 250 to 300 feet? 

15 A. Yes, s i r . 

16 Q. And based on your cross sections and the 

17 isopach, i n your opinion, w i l l each quarter-quarter 

18 section i n the w e l l c o n t r i b u t e more or less equally to 

19 production? 

20 A. Yes. I t w i l l c o n t r i b u t e equally. 

21 Q. And are there any f a u l t s i n the area which 

22 would preclude you from d r i l l i n g a successful h o r i z o n t a l 

23 well? 

24 A. No, s i r . 

25 Q. I n l o o k i n g a t your E x h i b i t 10, t he h o r i z o n t a l 
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1 wells on there, are those a l l Bone Spring wells? 

2 A. Yes, 2nd Bone Spring. 

3 Q- And except f o r f u r t h e r t o the southwest, i t 

4 appears that almost a l l the wells i n the immediately 

5 a d j o i n i n g proposed w e l l are stand-up w e l l units? 

6 A. Yes. That i s c o r r e c t . 

7 Q. And Legend has d r i l l e d other stand-up wells i n 

8 t h i s area, correct? 

9 A. Yes. Correct. 

10 Q- Have they been successful wells? 

11 A. Yes, i n my opinion. 

12 Q. And f i n a l l y , i s E x h i b i t 11 simply the 

13 d i r e c t i o n a l plan f o r the well? 

14 A. Yes. That i s c o r r e c t . 

15 Q- And w i l l the e n t i r e producing i n t e r v a l be at 

16 orthodox locations? 

17 A. Yes . 

18 Q- Were E x h i b i t s , f i r s t of a l l , 6 through 10 

19 prepared by you or under your supervision? 

20 A. Yes, s i r . They were prepared by me. 

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

22 business records? 

23 A. That i s c o r r e c t . 

24 Q. In your opinion, i s the g r a n t i n g of t h i s 

25 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 
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1 prevention of waste? 

2 A. Yes. 

3 MR. BRUCE: Mr. Examiner, I'd move the 

4 admission of Exh i b i t s 6 through 11. 

5 EXAMINER GOETZE: Exh i b i t s 6 through 11 are 

6 so entered i n t o the record. 

7 (Legend Natural Gas I I I , LP E x h i b i t Numbers 

8 6 through 11 were o f f e r e d and admitted i n t o 

9 evidence.) 

10 MR. BRUCE: And I have no f u r t h e r questions 

11 f o r t h i s witness. 

12 EXAMINER GOETZE: Well, s i r , your 

13 presentation i s very thorough. I don't have any 

14 questions to add. 

15 I do note t h a t you do have a strong 

16 north-south t a r g e t , which i s much favorable. 

17 I have no f u r t h e r questions of you, s i r . 

18 Thank you. 

19 THE WITNESS: Thank you. 

20 EXAMINER GOETZE: Mr. Bruce? 

21 MR. BRUCE: Nothing f u r t h e r , Mr. Examiner. 

22 EXAMINER GOETZE: On t h a t , Case 15228 i s 

23 taken under advisement. 

24 (Case Number u@pnr^udes, 9:25 a.m.) 

25 *. & 4 l m i n e f h ^ i V ^ ' W '» 
• leardk Q b r ? N < 
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