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1 (9:55 a.m.) 

2 EXAMINER GOETZE: And next i n l i n e i s Case 

3 15022, correct? 

4 MR. BRUCE: Correct. 

5 EXAMINER GOETZE: Case 15022, a p p l i c a t i o n 

6 of RSC Resources L i m i t e d Partnership f o r compulsory 

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

8 C a l l f o r appearances. 

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

10 Santa Fe representing the Ap p l i c a n t . I have one 

11 witness. 

12 EXAMINER GOETZE: And would t h a t witness 

13 i d e n t i f y y o u r s e l f and be sworn in? 

14 MR. CATE: I'm Randall Cate from Midland, 

15 Texas. 

16 RANDALL CATE, 

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

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

19 EXAMINER GOETZE: Proceed. 

2 0 MR. BRUCE: As i n t r o d u c t i o n , Mr. Examiner, 

21 I ' d l i k e t o b r i n g you -- I'm b r i n g i n g you a h o r i z o n t a l 

22 gas w e l l t o deal w i t h , f o r a change. 

23 EXAMINER GOETZE: Oh, a r a r i t y . 

24 MR. BRUCE: I mean, not a h o r i z o n t a l , a 

25 v e r t i c a l gas w e l l . 
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EXAMINER GOETZE: Oh. Even more of a 

2 r a r i t y . 

3 MR. BRUCE: Yeah ( l a u g h t e r ) . 

4 DIRECT EXAMINATION 

5 BY MR. BRUCE: 

6 Q. Mr. Cate, are you a p r i n c i p a l of RSC Resources? 

7 A. Yes, I am. 

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

9 A. Engineer; petroleum engineer by prof e s s i o n and 

10 mechanical engineer by degree. 

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

12 Divison? 

13 A. Yes, I have. 

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

15 petroleum engineer accepted as a matter of record? 

16 A. Yes. 

17 Q. And are you f a m i l i a r w i t h the engineering 

18 matters r e l a t e d t o t h i s well? 

19 A. Yes. 

20 Q. And are you -- as a p r i n c i p a l of RSC, are you 

21 also somewhat f a m i l i a r w i t h the land matters of t h i s 

22 case? 

23 A. Yes, I am. I'm pe r s o n a l l y involved i n the land 

24 issues on a day-to-day basis. 

25 MR. BRUCE: Mr. Examiner, I'd tender 
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1 Mr. Cate as an expert petroleum engineer 

2 EXAMINER GOETZE: So q u a l i f i e d . 

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

4 E x h i b i t 1 and b r i e f l y describe what RSC seeks i n t h i s 

5 case? 

6 A. RSC seeks t o pool the p a r t i e s t h a t we could not 

7 f i n d or get v o l u n t a r y p a r t i c i p a t i o n from f o r a 320-acre 

8 standard u n i t i n the Wolfcamp Formation f o r the r e e n t r y 

9 of the Ann Com #1 w e l l , which i s i n Section 15. I t ' l l 

10 be the n o r t h h a l f u n i t i n Section 15, Township 24 South, 

11 Range 28 East, Eddy County. 

12 Q. Do you seek t o force pool a l l i n t e r e s t s from 

13 the surface t o the base of the Wolfcamp? 

14 A. Yes, I do. 

15 Q. And i f there are uphole zones t h a t are spaced 

16 on 40 u n i t -- I mean, 60 acres, do you also seek t o 

17 force pool those t r a c t s ? 

18 A. Yes, we do. 

19 Q. And the w e l l u n i t would be the 

2 0 southwest-northeast 44 0-acre t r a c t , correct? 

21 A. That's c o r r e c t . And i f i t ' s a 160, i t would be 

22 the northeast quarter. 

23 Q. Mr. Cate, you sa i d , f o r b e t t e r or worse, you're 

24 i n t i m a t e l y f a m i l i a r w i t h the land matters involved i n 

25 t h i s case. Could you i d e n t i f y E x h i b i t Number 2? 
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1 A. E x h i b i t 2 i s -- you can't read i t . I n order t o 

2 read i t , Mr. Examiner, we'd have t o put i t on the whole 

3 w a l l here. But i t i s a land p l a t t h a t shows the 

4 town-site l o t s t h a t were created back i n , oddly, the 

5 '40s, 1930s and '40s, f o r t h i s area, the Malaga, which, 

6 sadly, the town never d i d a c t u a l l y develop or anything. 

7 But these l o t s are, on average, .2 acres. And so i t 

8 gives you j u s t a v i s u a l education of the immensity of 

9 the land work and the challenge t h a t we've had t o not 

10 only j u s t send out mail-outs t o a l l the p a r t i e s --

11 p o t e n t i a l p a r t i e s , but there are probably about 100 

12 f o l k s t h a t we cannot f i n d , h e i r s t o owners. And we have 

13 r e a l good records, and we've spent many, many hours on 

14 i t . But t h i s j u s t gives you a v i s u a l of the 

15 challenge -- the land challenge. 

16 Q. And, b a s i c a l l y , except f o r a few over t o the 

17 west and maybe a l i t t l e b i t t o the northeast of the 

18 highway or r a i l r o a d shown there, the e n t i r e n o r t h h a l f 

19 i s p r e t t y much the Malaga town s i t e ; i s i t not? 

20 A. Yes. Yes. Since you mentioned i t , t o the very 

21 f a r northwest -- and y o u ' l l see my l i t t l e HBP comment. 

22 That i s a Pardue lease t h a t EOG Resources i s the lease 

23 owner on, has the leasehold on, and they are one of the 

24 p o o l i n g i n t e r e s t s . 

25 Q. What i s E x h i b i t 3? 
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1 A. E x h i b i t 3 i s our ownership r e p o r t t h a t was 

2 generated from Diane Magee. She's a landman t h a t I've 

3 been using f o r several years now, and her testimony and 

4 a f f i d a v i t s have been accepted by the Commission p r i o r t o 

5 t h i s , also. And she has approximately 25 years' 

6 experience i n land. She generated t h i s r e p o r t from u n i t 

7 agreements. 

8 The Ann Com w e l l t h a t I re-entered i s --

9 was a 1978 vintage w e l l t h a t was d r i l l e d and completed 

10 i n the Morrow-Atoka. They d i d not f i n d economic 

11 reserves t h e r e . They d i d plug back and attempt a Bone 

12 Spring zone, and then plugged the w e l l back i n , I 

13 b e l i e v e , '82 or '83. And so we s t a r t e d w i t h u n i t 

14 agreements, any t i t l e opinions we could f i n d from t h a t 

15 vintage w e l l , and then brought a l l the ownership forward 

16 using court records, t i t l e company, a b s t r a c t records, 

17 and, of course, phone c a l l s , m a i l , the e n t i r e process. 

18 Q. Does E x h i b i t 3 also, b r i e f l y , over i n the 

19 Comment se c t i o n , describe what you d i d t o contact these 

20 people and t r y t o lease them, et cetera? 

21 A. Yes. Yeah. And subsequent e x h i b i t s w i l l show 

22 t h a t , too. But, yes, each of those comments i s a record 

23 of what attempts we had made, whether i t was a w e l l 

24 proposal, o i l and gas lease. Of course, the notices 

25 were sent t o each of these p a r t i e s , and then i f we had 
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1 heard back any k i n d of p o s i t i v e r e a c t i o n or -- some of 

2 these we j u s t can't f i n d . And y o u ' l l n o t i c e under the 

3 "Best Address," i t says "unknown." We can't f i n d them. 

4 Q. When d i d you s t a r t doing work on t h i s s e c t i o n 

5 of the land t o attempt t o lo c a t e the people and t o lease 

6 t o them? 

7 A. Well, a c t u a l l y , i t s t a r t e d about a year and a 

8 h a l f ago, and Yanzana [phonetic] was the operator. And 

9 they had plans t o d r i l l an Avalon or an Upper Bone 

10 Spring h o r i z o n t a l . They s t a r t e d the process, but then 

11 they decided not t o go forward. So I took over at t h a t 

12 p o i n t . But back i n A p r i l i s when we r e a l l y s t a r t e d 

13 making the e f f o r t f o r a l l the town-lot p a r t i e s . 

14 Q. And what i s E x h i b i t 4? 

15 A. E x h i b i t 4 i s one of the -- i t ' s an example 

16 l e t t e r . Instead of p r o v i d i n g a copy of each one, i t ' s 

17 an example l e t t e r of what we had sent out t o j u s t one of 

18 these mineral owners. There i s probably 120, 130 

19 l e t t e r s t h a t go out, whereby we proposed the w e l l . We 

20 also o f f e r what we i d e n t i f y as costs. We also had 

21 attached our AFE, which I ' l l show you i n a minute, and 

22 then we also o f f e r t o take an o i l and gas lease under 

23 terms t h a t were very s i m i l a r t o others i n the area 

24 there. And h o p e f u l l y we would get a response one way or 

25 the other on i t . 
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1 And then the second page was, we went back 

2 out again i n May f o r a second e f f o r t on people we could 

3 not f i n d . Now, those were c e r t i f i e d . So the f i r s t 

4 e f f o r t was not a c e r t i f i e d l e t t e r . The second e f f o r t , 

5 then, was c e r t i f i e d l e t t e r s t o p a r t i e s we could not f i n d 

6 or could not get t o respond t o us. And so the May 25th 

7 was the c e r t i f i e d w e l l proposal t o a l l p a r t i e s . 

8 Q. And what i s E x h i b i t 5? 

9 A. E x h i b i t 5 i s the statement by Diane Magee, my 

10 landman, who d i d the ownership r e p o r t . I t ' s an 

11 a f f i d a v i t t h a t she had done the work. She has done the 

12 study, t h a t she i s a q u a l i f i e d landman. And, once 

13 again, her testimony and a f f i d a v i t s have been accepted 

14 before. 

15 Q. And i n the f i n a l paragraph or two, i t describes 

16 what records she checked t o loc a t e a l l of the i n t e r e s t 

17 owners, i f they could be located, correct? 

18 A. That's r i g h t . We used I n t e r n e t searches, two 

19 or three d i f f e r e n t s i t e s t h a t t r y t o f i n d these people, 

20 and we go by o l d addresses. I t has l i t e r a l l y taken 

21 hundreds of man-hours. I t has. 

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

23 e f f o r t e i t h e r t o o b t a i n the v o l u n t a r y j o i n d e r of a l l the 

24 mineral i n t e r e s t owners of the w e l l or t o locate the 

25 i n t e r e s t owners? 
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1 A. Yes. 

2 Q. And i f some of these p a r t i e s decide t o j o i n i n 

3 the w e l l , w i l l you n o t i f y the D i v i s i o n ? 

4 A. Say t h a t again. 

5 Q. Yes. I f the -- i f some of the p a r t i e s 

6 subsequently lease t o you, f o r instance, or EOG j o i n s i n 

7 the w e l l , w i l l you n o t i f y the D i v i s i o n t h a t they're not 

8 subject t o the p o o l i n g order? 

9 A. Yes, t h a t i s c o r r e c t . Any p a r t y t h a t wishes t o 

10 p a r t i c i p a t e or even now, subsequently, enter i n t o an o i l 

11 and gas lease w e l l , we w i l l do so and n o t i f y the 

12 Commission t h a t they are no longer subject t o the pool. 

13 Q. What i s E x h i b i t 6? 

14 A. E x h i b i t 6 i s the AFE, our estimated costs t o do 

15 the completion -- the r e e n t r y and the completion i n the 

16 Wolfcamp zone. The cost i s $1,451,000. And i t ' s based 

17 on a Morrow w e l l t h a t we have done almost an i d e n t i c a l 

18 operation on i n Section 14, one mile away. And t h i s AFE 

19 was attached t o a l l l e t t e r s t h a t have gone out t o the 

20 p a r t i e s , w e l l proposal and the --

21 Q. And because t h i s i s a r e e n t r y , there i s no 

22 dry-hole cost i n t h i s w e l l , c orrect? 

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

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

25 other w e l l s d r i l l e d or re-entered t o t h i s depth i n t h i s 
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1 area of New Mexico? 

2 A. Yes, i t i s . 

3 Q. Who do you request be the operator of the well? 

4 A. We'd request t h a t Guardian Operating 

5 Corporation i s designated operator. I t i s a c t u a l l y a 

6 wholly owned e n t i t y of RSC Resources. 

7 Q. And i t operates the w e l l s t h a t you propose? 

8 A. I t i s the operator of RSC's w e l l s , yes. 

9 Q. And RSC does operate some other w e l l s i n the 

10 township -- or a d j o i n i n g sections, correct? 

11 A. Yes, about a t o t a l of -- about a t o t a l of f i v e 

12 so f a r , yes. 

13 Q. Do you request the maximum cost plus 

14 200-percent r i s k charge be assessed against any 

15 nonconsenting owners? 

16 A. Yes. 

17 Q. And what overhead r a t e s do you propose? 

18 A. 7,000 on the d r i l l i n g overhead r a t e and 700 per 

19 month on the operating expense r a t e . 

20 Q. And are these r a t e s equivalent t o those charged 

21 by operators i n t h i s area f o r w e l l s of t h i s depth? 

22 A. Yes, they are, and they have also been accepted 

23 by the Commission i n previous hearings on s i m i l a r w e l l s . 

24 Q. Do you request t h a t these rates be adjusted 

25 under the COPAS accounting procedure? 
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1 A. Yes. 

2 Q. And were the p a r t i e s being pooled n o t i f i e d of 

3 t h i s a p p l i c a t i o n , of t h i s --

4 A. Yes. 

5 Q. And i s E x h i b i t 6 [ s i c ] the n o t i c e l e t t e r s you 

6 sent out, together w i t h the c e r t i f i e d green cards? 

7 A. E x h i b i t 7, yes. 

8 MR. BRUCE: And, Mr. Examiner, E x h i b i t 8 i s 

9 an A f f i d a v i t of P u b l i c a t i o n against the unlocatable 

10 p a r t i e s . 

11 Q. (BY MR. BRUCE) And l e t ' s b r i e f l y discuss 

12 E x h i b i t s 9 and 10. 

13 A. E x h i b i t s 9 and 10 are wellbore diagrams of the 

14 e x i s t i n g c o n d i t i o n p r i o r t o r e e n t r y . The copy d i d n ' t 

15 come out r e a l l y g r e a t , but the cement plugs. And we 

16 have a c t u a l l y re-entered t h i s w e l l already and have i t 

17 cleaned out t o the Wolfcamp zone of i n t e r e s t . 

18 And then E x h i b i t 10 i s our wellbore diagram 

19 p r e d i c t i n g where we w i l l be once we e s t a b l i s h 

20 production, and the zone of i n t e r e s t i n the Wolfcamp i s 

21 approximately 10,000 -- 10,200 f e e t t o 10,800 f e e t . 

22 That's the zone of i n t e r e s t , and we do int e n d t o f r a c k 

23 these zones. 

24 Q. You mentioned the Wolfcamp. What i s E x h i b i t 

25 11? 
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1 A. I t ' s a l o g of the Ann Com, the e n t r y t h a t was 

2 run back i n the '80s. This l o g i s '80s vintage. And i t 

3 j u s t shows the Wolfcamp i n t e r v a l t h a t we w i l l be 

4 p e r f o r a t i n g and the f r a c t u r e s t i m u l a t i n g . 

5 And, again, the zone of i n t e r e s t i n t h i s --

6 the top of the Wolfcamp i s approximately 9,500 or so, 

7 and the bottom of the Wolfcamp i s down almost 11,000 

8 f e e t . So t h i s i s j u s t a s e c t i o n of what we see as 

9 productive pay w i t h i n the Wolfcamp i n t e r v a l . 

10 Q. And t h i s p o r t i o n of the cross s e c t i o n i s 

11 approximately the zone you w i l l be completing in? 

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

13 Q. And f i n a l l y , why don't you j u s t run through 

14 E x h i b i t s 12, 13 and 14 and discuss them f o r the 

15 Examiner? 

16 A. Well, t h e i r p roduction -- i f you go back t o the 

17 land p l a t , which was E x h i b i t 1, you k i n d of get a f e e l 

18 f o r i t . But what I d i d was, I p u l l e d production by zone 

19 f o r Sections 1 through 24 i n Township 24, 28, and t h i s 

20 i s what has come up. And the main p o i n t i s -- f o r 

21 instance, t h i s Wolfcamp production, there's one w e l l 

22 t h a t ' s made a h a l f a bcf, but the others would be 

23 considered, you know, noncommercial. So there i s q u i t e 

24 a b i t of r i s k t o what we're doing. We b e l i e v e the f r a c k 

25 technology may be what, you know, gives us a chance of 
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1 being a commercial producer. 

2 And then the same on E x h i b i t 13. That's 

3 f o r the Bone Spring production. I f we have t o go up t o 

4 the 160 -- or -- I'm so r r y -- 40, and the Delaware would 

5 also be a 40. P r i m a r i l y , i t j u s t shows t h a t a l l these 

6 zones make q u i t e a b i t of water, and there i s a l o t of 

7 r i s k i n the reserves t h a t could be expected. 

8 Q. And i n t h i s w e l l and others, there i s also a 

9 prospect f o r , i n f u t u r e d r i l l i n g , p o t e n t i a l l y , 

10 h o r i z o n t a l Wolfcamp-Bone Spring w e l l s ; i s t h a t correct? 

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

12 Q. I n your opinion, does the data j u s t i f y the 

13 200-percent r i s k charge? 

14 A. Yes, i t does. 

15 Q. And were E x h i b i t s 1 through 14 prepared by you 

16 or under your sup e r v i s i o n or compiled from company 

17 business records? 

18 A. Yes, they were. 

19 Q. I n you opinion, i s the g r a n t i n g of t h i s 

20 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 

21 prev e n t i o n of waste? 

22 A. Yes. 

23 Q. One f i n a l matter: What Wolfcamp pool i s t h i s 

24 well? 

25 A. Culebra B l u f f South-Wolfcamp, gas. 
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1 MR. BRUCE: Mr. Examiner, I ' d move the 

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

3 EXAMINER GOETZE: E x h i b i t s 1 through 14 are 

4 admitted. 

5 {RSC Resources E x h i b i t Numbers 1 through 14 

6 were o f f e r e d and admitted i n t o evidence.) 

7 MR. BRUCE: No f u r t h e r questions of the 

8 witness. 

9 CROSS-EXAMINATION 

10 BY EXAMINER GOETZE: 

11 Q. I n o t i c e i n your l e t t e r t h a t we have -- you 

12 j u s t describe the Wolfcamp i n t e r v a l t h a t we're p o o l i n g 

13 from surface down t o the base of Wolfcamp. W i l l we 

14 address t h a t i f we get i n t e r e s t i n t h i s response as f a r 

15 as there are going t o be other p o t e n t i a l i n t e r v a l s t h a t 

16 may be involved? 

17 MR. BRUCE: Mr. Examiner, I t h i n k -- f i r s t 

18 of a l l , the Wolfcamp i s the primary zone. And I t h i n k 

19 Mr. Cate can t e l l you t h a t he i s in v o l v e d i n some Sabasa 

20 [phonetic] Wolfcamp completion. So c e r t a i n l y the 

21 i n i t i a l 1.45 m i l l i o n can be borne by the 320-acre -- the 

22 i n t e r e s t owners i n the 320-acre u n i t . 

23 Q. (BY EXAMINER GOETZE) So are we l o o k i n g a t doing 

24 shallower t e s t i n g ? 

2 5 MR. BRUCE: Only i f the --go ahead. 
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Yes. Not under t h i s a p p l i c a t i o n . I t ' s f o r the 

2 Wolfcamp. 

3 Q. Okay. Very good. 

4 And roughly, out of a l l these p a r t i e s t h a t 

5 you sent n o t i f i c a t i o n s out t o , how many responded? 

6 A. Well, we a c t u a l l y -- i f y o u ' l l look back at the 

7 ownership r e p o r t , I would say t h a t i n the e f f o r t s , we 

8 probably managed t o lease h a l f the i n t e r e s t . Out of 200 

9 p a r t i e s , maybe h a l f of them. The ownership -- I d i d 

10 show the number of acres, but i t d i d not t a l l y up. But 

11 i f you take -- EOG has ten acres or so. Yates and 

12 Monaco [ p h o n e t i c ] , they've got about f i v e or s i x . And 

13 so the t o t a l was under about 25 t o 30 acres out of t h a t 

14 320 t h a t a c t u a l l y can't be found. I t ' s a c t u a l l y a 

15 p r e t t y good amount considering the challenge. 

16 EXAMINER GOETZE: No more questions. 

17 Mr. Ezeanyim? 

18 CROSS-EXAMINATION 

19 BY EXAMINER EZEANYIM: 

20 Q. I want t o ask more questions, but I'm happy. I 

21 j u s t s a i d I don't want t o ask questions, but there i s 

22 something I need t o hear anyway, because t h i s i s a 

23 hearing. 

24 What i s the r e l a t i o n s h i p between Guardian 

25 Operat ing and RSC? 
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1 A. Guardian i s an operating e n t i t y . 

2 Q. Of RSC? 

3 A. And i t i s wholly owned by RSC. 

4 Q. Okay. 

5 A. I t ' s no d i f f e r e n t than Mack and Chase. Mack 

6 Energy i s the operating e n t i t y , and Chase i s where the 

7 assets are kept. And there are reasons f o r keeping the 

8 two separate, I b e l i e v e . 

9 Q. Yeah. Because when you asked f o r Guardian t o 

10 be the operator, I wanted t o know what the r e l a t i o n s h i p 

11 i s . 

12 A. Yes. But i t i s my o p e r a t i n g company. 

13 Q. Because there i s a b e n e f i t f o r an operator t o 

14 operate the w e l l , as you know. 

15 Okay. Now, one other question i s : What i s 

16 the st a t u s of t h i s w e l l you are going t o re-enter? I s 

17 i t plugged and abandoned or temporary -- what i s i t 

18 doing now? 

19 A. I t was plugged and abandoned. 

20 Q. I t ' s plugged and abandoned. 

21 A. Post-wellbore diagrams show the cement plugs; 

22 i t ' s plugged and abandoned. We have gone ahead and 

23 s t a r t e d the r e e n t r y process and have a c t u a l l y got i t 

24 cleaned out through the Wolfcamp, and i t i s ready t o 

25 complete. 
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1 Q. Okay. 

2 EXAMINER GOETZE: A m b i t i o u s . 

3 THE WITNESS: Yeah. W e l l , I had lease 

4 c o n s i d e r a t i o n s , b u t we d e c i d e d t o go ahead. 

5 EXAMINER EZEANYIM: I'm s o r r y I have t o ask 

6 those q u e s t i o n s . But t h a t ' s okay; t h a t ' s a l l I have. 

7 EXAMINER GOETZE: No f u r t h e r q u e s t i o n s . 

8 And w e ' l l t a k e t h i s -- Case 15022 i s t a k e n 

9 under advisement. 

10 (Case Number 15022 concludes, 10:16 a.m.) 

11 

12 

13 

14 

15 ' ** Certifv forlorn,, m 
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17 
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