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1               (9:52 a.m.)

2               EXAMINER McMILLAN:  I'd like to call this

3 hearing to order.

4               I'd like to call Case Number 20319,

5 application of Lime Rock Resources II-A, L.P. for

6 compulsory pooling, Eddy County, New Mexico.

7               Call for appearances.

8               MR. LARSON:  Good morning, Mr. Examiner.

9 Gary Larson, with the Santa Fe office of Hinkle Shanor,

10 for the Applicant.  I have no witnesses.  I propose to

11 present my case by affidavit.

12               EXAMINER McMILLAN:  Any other appearances?

13               MR. LEAVITT:  Yes.  Adam Leavitt

14 representing Ann Landrith Holdings, LLC.

15               MR. LARSON:  Do you have any objection to

16 me presenting the case by affidavit?

17               MR. LEAVITT:  Yeah, I do.  Well, I don't

18 have objection to you presenting, but I am objecting to

19 the drilling of it.

20               MR. LARSON:  Because I was not served with

21 an entry of appearance, so I was unaware that

22 Mr. Leavitt would be here today.

23               MR. LEAVITT:  I did submit a prehearing

24 letter.

25               EXAMINER BROOKS:  Well, I understand
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1 you -- what you just said, that you don't have any

2 objection to his presenting by affidavit.  You just have

3 an objection to his application; is that correct?

4               MR. LEAVITT:  That's correct.  I don't have

5 any problem with the proposed drilling of the well.

6 Yeah.

7               EXAMINER BROOKS:  What is your concern?

8               MR. LEAVITT:  The concern, according to the

9 prehearing statement, is simply that they -- you know,

10 my grants signed a lease back in the '50s.  I wanted to

11 open up the terms of a -- of a lease, but just

12 bifurcating a very small portion of it rather than

13 renegotiating a contract.

14               EXAMINER BROOKS:  Well, it looked to me

15 like there may have been a problem whether there is

16 sufficient good-faith negotiation in this case --

17               MR. LEAVITT:  Correct.

18               EXAMINER BROOKS:  -- from what was filed in

19 the Division's file.

20               MR. LEAVITT:  Correct.  See, the original

21 agreement had -- you know, it was limited to 43 acres.

22               EXAMINER BROOKS:  Well, you don't have the

23 right to do that.  When the State compulsory pools, it

24 compulsory pools what it has a right to compulsory pool.

25 That's very well established.  But as far as the
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1 royalty's concerned, usually do unleased tracts,

2 encourage parties to -- to negotiate in good faith.  And

3 I can see why it would be appropriate to say that if you

4 could not voluntarily pool it under the existing

5 agreements, those agreements would be subject to

6 good-faith renegotiation --

7               MR. LEAVITT:  Correct.

8               EXAMINER BROOKS:  -- which we don't get

9 involved in.  We simply ask the parties to negotiate.

10 So Mr. -- Mr. --

11               MR. LARSON:  Larson.

12               EXAMINER BROOKS:  -- Larson should have

13 been served with that response.

14               And I gather you did not?

15               MR. LARSON:  I have not received it.

16               MR. LEAVITT:  So we haven't -- I haven't

17 reached out to Mr. Larson to attempt to -- to

18 communicate.  This is my first time -- first time being

19 in front of this Commission, so I am a little confused.

20 I tried to seek counsel on the matter for months.

21               EXAMINER BROOKS:  You're not an attorney?

22               MR. LEAVITT:  No.  I'm representing myself

23 per the prehearing statement I made.

24               EXAMINER BROOKS:  Well, I'm going to -- my

25 ruling is going to be that we allow Mr. Larson to go
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1 ahead and make his presentation, and then the case will

2 be reset to another date for disposition so the parties

3 will have an opportunity to conduct negotiations.

4               MR. LEAVITT:  Yeah.  I appreciate it.

5               And one more thing.  It's very difficult,

6 because Lime Rock on this particular interest or this

7 particular well, they also have -- Lime Rock also has

8 other wells of which, you know, my family has a mineral

9 interest.  And then there is a competing well proposal.

10 So I'm dealing with, you know, many different attorneys.

11               And by the way, when I try to find

12 representation, it goes -- you know, it takes weeks, and

13 then all of a sudden I find out they're conflicted out

14 anyway, and they don't want to represent a mineral

15 owner.  It's very, very difficult.

16               EXAMINER McMILLAN:  Well, let's stick to

17 this case.

18               MR. LEAVITT:  Okay.

19               MR. LARSON:  And just for the record,

20 Mr. Examiner, this is the first time I've spoken to

21 Mr. Leavitt.

22               EXAMINER BROOKS:  Okay.  Well, he should

23 have been -- he should have served you with his reply,

24 no doubt about that, but --

25               MR. LARSON:  May I proceed?
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1               EXAMINER BROOKS:  Yes.

2               MR. LARSON:  In this case Lime Rock seeks

3 to pool the Yeso Formation in a standard 160-acre

4 horizontal spacing unit comprised of the north

5 half-north half of Section 13, Township 18 South, Range

6 26 East.  And the horizontal spacing unit will be

7 dedicated to the proposed Leavitt 13 #1H well.

8               And I've handed you two exhibits.  The

9 first is one the self-affirmed statement of the Lime

10 Rock landman, Doug Lacey.  The attachments to

11 Mr. Lacey's affidavit are the C-102 for the well, a

12 sample of Mr. Lacey's well-proposal letter, proof of

13 notice of today's hearing, and the AFE for the proposed

14 well.

15               And to highlight the statements of

16 Mr. Lacey's affidavit, there are no depth severances in

17 the Yeso Formation.  The estimated well costs are fair

18 and reasonable and are comparable to the costs of other

19 wells of similar depth and length in the vicinity.  And

20 Lime Rock is requesting overhead and administrative

21 rates of $8,000 a month while drilling and $800 a month

22 while the well is producing, which are similar to

23 administrative costs for other wells in the area and are

24 actually less than the adjusted rates in the governing

25 JOAs for the well.  And finally, Lime Rock is also
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1 requesting a 200 percent risk penalty.

2               Exhibit 2 is a self-affirmed statement of

3 Lime Rock's geologist, Stan Bishop.  Attached as

4 exhibits to Mr. Bishop's affidavit are a location map

5 that depicts the proposed well and offset Yeso-producing

6 well, a top of the Yeso carbonate structure contour map,

7 a location map that delineates the well logs Mr. Bishop

8 used in preparing his stratigraphic cross section and a

9 cross section that Mr. Bishop prepared that depicts the

10 target interval.

11               And as stated in Mr. Bishop's affidavit,

12 the horizontal spacing unit is justified from a geologic

13 standpoint.  An east-to-west orientation is preferred

14 for the proposed well.  There is no faulting or other

15 geologic impediment that might adversely affect the

16 drilling of the well, and each quarter section in the

17 proposed unit will contribute more or less equally to

18 the production.

19               And with that, I move the admission of Lime

20 Rock Exhibits 1 and 2.

21               EXAMINER McMILLAN:  Do you have any

22 objections?

23               MR. LEAVITT:  To the drill proposal?

24               EXAMINER BROOKS:  To the admission of the

25 exhibits.
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1               MR. LEAVITT:  I'm sorry.  You'll have to

2 have patience with me.  Do I have any --

3               EXAMINER BROOKS:  The question was:  "Do

4 you have any objections?"  And that referred to the

5 admission of the exhibits offered by Mr. Larson.

6               MR. LEAVITT:  The exhibits.  I do not have

7 any objection.

8               EXAMINER McMILLAN:  Exhibits 1 and 2 may

9 now be accepted as part of the record.

10               (Lime Rock Resources II-A, L.P. Exhibit

11               Numbers 1 and 2 are offered and admitted

12               into evidence.)

13               MR. LARSON:  That's all I have,

14 Mr. Examiner.

15               EXAMINER McMILLAN:  Mr. Brooks?

16               EXAMINER BROOKS:  I have no questions.

17               EXAMINER McMILLAN:  The first comment is

18 you need clarification of the first take point and the

19 last take point.  Because if it's 220 from the north and

20 330 from the west, that's an NSL.  If an NSL is

21 required, it has to be done through the Engineering

22 Bureau.  It will not be done at hearing.

23               Okay.  What about unlocatables?

24               MR. LARSON:  We have one, and as you'll

25 note, we published notice.
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1               EXAMINER McMILLAN:  Okay.  Where is it?

2               MR. LARSON:  It's attached to Mr. Lacey's

3 affidavit.  I believe it's Exhibit D, as in dog.  It's

4 the Affidavit of Publication in the "Carlsbad

5 Current-Argus."

6               EXAMINER McMILLAN:  Well, let's make sure.

7               Okay.  And the unlocatable is mentioned

8 here?

9               MR. LARSON:  HTI.  Yes.

10               EXAMINER McMILLAN:  Okay.  All right.  So

11 that case is going to be continued?

12               EXAMINER BROOKS:  Yes.  We'll take this --

13 I would advise that we take this case under

14 advisement -- I'm sorry -- that we not take this case

15 under advisement, but we continue it in order to allow

16 the parties to conduct further negotiations with regard

17 to the lease interest, which I gather your client -- no,

18 you --

19               MR. LEAVITT:  Yes.  It's owned through Ann

20 Landrith Holdings, but I am a member of Ann Landrith

21 Holdings.

22               EXAMINER BROOKS:  -- to negotiate.

23 Normally, we don't allow -- or require people

24 renegotiate existing leases, but where you have a lease

25 that has a restriction in it that would preclude a
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1 voluntary pooling agreement and where it also has a

2 royalty which is a default minimum under the statute,

3 which people usually -- well, I won't say usually --

4 people sometimes renegotiate, I would recommend that the

5 parties attempt to come to an agreement about this

6 matter.

7               EXAMINER McMILLAN:  Okay.

8               EXAMINER BROOKS:  If they can't, then we'll

9 proceed appropriately.

10               MR. LEAVITT:  Agreed.  So it's continued

11 until what date?

12               EXAMINER McMILLAN:  We haven't set the

13 dates yet.

14               Okay.  So Case Number 20319 shall be

15 continued.

16               And we should have a docket out in a couple

17 of days?

18               EXAMINER BROOKS:  That's up to other people

19 than me, but it will be out well before the continued

20 date, which will probably be somewhere in the

21 neighborhood of six weeks.

22               MR. LARSON:  And what would you envision

23 happening if we come back to hearing in six weeks?  Will

24 we have testimony about the parties' negotiations?

25               EXAMINER BROOKS:  No.  We wouldn't have
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1 testimony because we're not going to rule on that.  If

2 you have an agreement, you have an agreement.  And we

3 can -- then you can make a voluntary pooling with him

4 and get an order as to anybody else that's in there.  If

5 you don't, then we will have to decide whether there's

6 been sufficient -- you may want to be prepared to make

7 some representations about the negotiations, not because

8 we're going to say that you should have agreed to

9 anything but because we want to be sure you have

10 negotiated if that's disputed.

11               MR. LARSON:  Would it be sufficient to

12 present that by affidavit?

13               EXAMINER BROOKS:  I would think so.  The

14 whole purpose of this procedure is to avoid having to

15 redo everything.

16               EXAMINER McMILLAN:  Okay.  Thank you.

17               MR. LARSON:  Thank you, Mr. Examiners.

18               (Case Number 20319 concludes, 10:05 a.m.)

19

20

21

22

23

24

25
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