
Page 1 

1 STATE OF NEW MEXICO 

2 ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

3 OIL CONSERVATION DIVISION 
4 

5 

6 IN THE MATTER OF THE HEARING CALLED 
BY THE OIL CONSERVATION DIVISION FOR 

7 THE PURPOSE OF CONSIDERING: 
CASE NO. 14245 

8 (REOPENED) APPLICATION OF RSC RESOURCES 
LIMITED PARTNERSHIP FOR APPROVAL OF A 

9 NON-STANDARD OIL SPACING AND PRORATION 
UNIT AND COMPULSORY POOLING, EDDY 

10 COUNTY, NEW MEXICO 

12 3' 

m 
13 REPORTER'S TRANSCRIPT OF PROCEEDINGS ^ O 

rn 
14 EXAMINER HEARING " 
15 A p r i l 16, 2009 '~* fT] 

Santa Fe, New Mexico O C~» 
16 

BEFORE: DAVID BROOKS: Hearing Examiner 
17 TERRY WARNELL: Technical Advisor 

RICHARD EZEANYIM: Technical Advisor 
18 

19 This matter came f o r hearing before the New Mexico 
O i l Conservation D i v i s i o n , David Brooks Hearing Examiner, 

20 on A p r i l 16, 2009 at the New Mexico Energy, Minerals and 
Natural Resources Department, 1220 South St. Francis 

21 Drive, Room 102, Santa Fe, New Mexico. 

22 
REPORTED BY: Peggy A. S e d i l l o , NM CCR NO. 88 

23 Paul Baca Court Reporters 
500 Fourth S t r e e t , NW, Suite 105 

24 Albuquerque, NM 87102 

25 

PAUL BACA PROFESSIONAL COURT REPORTERS 
0a9f7543-5614-4395-9481 -5c1 ecd43adf6 



Page 2 
1 I N D E X 

2 Page 

3 APPLICANT'S WITNESS: 

4 KIRK SMITH 

5 Di r e c t Examination by Mr. Bruce 3 

6 

7 APPLICANT'S EXHIBITS: 

8 
> 

E x h i b i t 1 4 
E x h i b i t 1-A 5 

9 E x h i b i t 1-B 5 
E x h i b i t 2 6 

10 E x h i b i t 3 6 
E x h i b i t 4 7 

11 E x h i b i t 5 10 
E x h i b i t 6 8 

12 E x h i b i t 7 8 
E x h i b i t 8 8 

13 

14 COURT REPORTER'S CERTIFICATE 12 

15 

16 

17 A P P E A R A N C E S 

18 

19 FOR THE APPLICANT: JAMES BRUCE, ESQ. 
Attorney at Law 

20 P. 0. Box 1056 
Santa Fe, NM 87504 

21 

22 
FOR COG OPERATING, LLC: J. SCOTT HALL, ESQ. 

23 Montgomery and Andrews, PA 
P. 0. Box 2307 

24 Santa Fe, NM 87504-2307 

25 

PAUL BACA PROFESSIONAL COURT REPORTERS 
0a9f7543-5614-4395-9481 -5c1 ecd43adf6 



Page 3 

1 HEARING EXAMINER: At t h i s time we c a l l Case j 

2 No. 14245, the a p p l i c a t i o n of RSC Resources L i m i t e d ; 

3 Partnership f o r approval of a non-standard o i l spacing and | 
4 p r o r a t i o n u n i t and compulsory p o o l i n g , reopened, Eddy 

5 County, New Mexico. 

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

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

8 MR. HALL: Mr. Examiner, Scott H a l l of 

9 Montgomery and Andrews Law Firm of Santa Fe appearing on 

10 behalf of COG Operating LLC. No witnesses. 

11 MR. BRUCE: Mr. Examiner, t h i s case was heard --

12 I f o r g o t t o note on what docket i t was heard, I t h i n k i n 

13 e a r l y t o mid December. And at t h a t p o i n t , RSC had 

14 proposed a w e l l w i t h a surface l o c a t i o n at 330 f e e t from 

15 the south l i n e and 330 f e e t from the east l i n e of Section 

16 30, 16 South, 28 East, w i t h a bottom hole l o c a t i o n or 

17 terminus 330 f e e t from the south l i n e and 330 f e e t from 

18 the west l i n e . 

19 I t was subsequently determined t o change the 

20 o r i e n t a t i o n of the w e l l u n i t and the footage l o c a t i o n s , 

21 and so we reopened the case t o pool a couple of p a r t i e s 

22 who s t i l l have not yet j o i n e d i n . And t h a t ' s the only 

23 t h i n g we're doing here today. 

24 I would note t h a t i n your f i l e , Mr. Randy Cate 

25 d i d t e s t i f y as t o the engineering matters r e l a t e d t o the 
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1 w e l l bore. I don't propose t o have him r e t e s t i f y about 

2 i t . I t h i n k the testimony would be the same as i n the 

3 p r i o r hearing. 

4 HEARING EXAMINER: Okay. 

5 MR. BRUCE: So t h i s would j u s t r e f e r t o some 

6 basic land matters. 

7 HEARING EXAMINER: Okay. You may proceed. 

8 MR. BRUCE: And i f I could, our witness i s K i r k 

9 Smith, who has been p r e v i o u s l y -- i f the record could 

10 r e f l e c t t h a t he's been p r e v i o u s l y sworn and q u a l i f i e d as 

11 an expert landman. 

12 HEARING EXAMINER: Okay, the record w i l l so 

13 r e f l e c t . 

14 KIRK SMITH, 

15 the witness herein, a f t e r f i r s t being duly sworn 

16 upon h i s oath, was examined and t e s t i f i e d as f o l l o w s : 

17 DIRECT EXAMINATION 

18 BY MR. BRUCE: 

19 Q. Mr. Smith, could you j u s t b r i e f l y i d e n t i f y 

2 0 E x h i b i t 1 f o r the Examiner? 

21 A. Mr. Examiner, E x h i b i t 1 i s a p l a t of Section 30, 

22 the south h a l f south h a l f , of Township 16 South, Range 28 

23 East, Eddy County, New Mexico. 

24 Q. And does RSC Resources propose d r i l l i n g a 

25 h o r i z o n t a l w e l l on t h i s u n i t on t h i s p r o j e c t area? 
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1 A. Yes. 

2 Q. The second e x h i b i t i s E x h i b i t 1-A, a C-102. 

3 Does t h a t p l a t a c c u r a t e l y r e f l e c t the new w e l l l o c a t i o n 

4 f o r the proposed well? 

5 A. Yes, i t does. 

6 Q. And w i l l t h a t w e l l be -- w i t h respect t o the 

7 Wolf Camp formation, w i l l t h a t w e l l be at orthodox 

8 l o c a t i o n s w i t h i n the p r o j e c t area? 

9 A. Yes, i t w i l l , w i t h i n the p r o j e c t area. 

10 Q. And the surface l o c a t i o n i s unorthodox, but the 

11 e n t r y p o i n t or p e n e t r a t i o n p o i n t w i l l be orthodox; i s t h a t 

12 correct? 

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

14 Q. And what i s E x h i b i t 1-B? 

15 A. E x h i b i t 1-B i s from the United States Department 

16 of the I n t e r i o r , and i t i s a complete acknowledgement of 

17 an a p p l i c a t i o n f o r permit t o d r i l l the Lucky Wolf 30 Fed. 

18 Com. No. 1-H. 

19 Q. Okay. An approved APD hasn't been received, 

2 0 but the package i s complete? 

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

22 Q. Okay. Now, o r i g i n a l l y , as t e s t i f i e d i n the 

23 p r i o r hearing, a proposal l e t t e r or l e t t e r s were sent out 

24 t o the i n t e r e s t owners w i t h respect t o the o r i g i n a l 

25 l o c a t i o n . What i s E x h i b i t 2? 
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1 A. E x h i b i t 2 i s a w e l l proposal t h a t was sent out 

2 on 3/10/09, and i t b a s i c a l l y c o n s t i t u t e d an a f f i r m a t i o n of 

3 the new l o c a t i o n . 

4 Q. Okay. And who was t h i s l e t t e r sent to? 

5 A. This p a r t i c u l a r l e t t e r was sent t o the only 

6 remaining working i n t e r e s t owners who have not j o i n e d , 

7 being Eagle O i l and Gas, Limit e d , o c c i d e n t a l O i l and Gas 

8 Corporation, and COG Operating, LLC. 

9 Q. And who do you seek t o pool at t h i s point? 

10 A. Only Eagle O i l and Gas, L i m i t e d , and COG 

11 Operating, LLC. 

12 Q. And are you c o n t i n u i n g discussions w i t h these 

13 p a r t i e s ? 

14 A. Yes. We are extremely close t o f i n a l i z i n g our 

15 operating agreement w i t h both of these p a r t i e s . 

16 Q. And i f you do reach an arrangement w i t h these 

17 remaining two p a r t i e s , w i l l you n o t i f y COG? 

18 A. Yes, s i r . 

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

20 A. E x h i b i t 3 i s a l e t t e r -- w e l l , i t ' s a copy of 

21 the r e t u r n m a i l i n g r e c e i p t s t o Eagle o i l and Gas, Limited, 

2 2 and COG Operating, LLC. 

23 Q. Just t o show t h a t they d i d receive notice? 

24 A. Yes, s i r . 

25 Q. And AFEs are attached t o the l e t t e r s . What are 
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1 the dry hole and competition costs f o r t h i s proposed well? 

2 A. RSC Resources p r o j e c t s the dry hole cost t o be 

3 $1,796,000. The completion cost t o be $1,249,000, and the 

4 t o t a l w e l l cost at $3,045,000. 

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

6 other h o r i z o n t a l w e l l s d r i l l e d t o t h i s depth i n t h i s area 

7 i n New Mexico? 

8 A. Yes, c u r r e n t l y . 

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

10 A. E x h i b i t 4 r e f l e c t s the ownership of the working 

11 i n t e r e s t . I t i s a u n i t working i n t e r e s t summary f o r a 

12 166.77 acre t r a c t covering the south h a l f of the south 

13 h a l f of Section 30, Township 16 South, 28 East, and 

14 r e f l e c t s the u n i t working i n t e r e s t and t h e i r respective 

15 net acres and the current s t a t u s . 

16 And I would note t h a t I made a mistake, 

17 Kaiser-Francis O i l Company, they have signed RSC's JOA and 

18 I f a i l e d t o change t h a t . My apologies. But Anderson O i l , 

19 EOG, J. Cleo Thompson, Kaiser-Francis, and Pear Resources 

2 0 have a l l executed the RSC JOA. 

21 Q. Okay. And i n your o p i n i o n , has RSC made a 

22 g o o d - f a i t h e f f o r t t o ob t a i n the v o l u n t a r y binder of the 

23 working i n t e r e s t owners of t h e i r proposed well? 

24 A. Yes, they have. 

2 5 Q. What overhead ra tes do you propose? 
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1 A. Our overhead r a t e s are $7,000 f o r d r i l l i n g , and 

2 $700 f o r w e l l a d m i n i s t r a t i o n on monthly costs. 

3 Q. And are these rates f a i r and reasonable? 

4 A. Yes. 

5 Q. Do you request t h a t they be increased or 

6 adjusted p e r i o d i c a l l y as provided by the COPAS accounting 

7 procedures? 

8 A. Yes. 

9 Q. Submitted as E x h i b i t 6 i s another land p l a t w i t h 

10 some attachments, Mr. Smith. Does t h i s land p l a t and the 

11 attachments c o r r e c t l y show the o f f s e t working i n t e r e s t 

12 owners or o f f s e t operators t o the proposed non-standard 

13 w e l l u n i t ? 

14 A. Yes, i t does. 

15 MR. BRUCE: Mr. Examiner, I skipped E x h i b i t 5. 

16 We'll get back t o t h a t i n a minute. 

17 HEARING EXAMINER: Okay. 

18 MR. BRUCE: Mr. Examiner, E x h i b i t 7 i s my 

19 a f f i d a v i t of n o t i c e of the p o o l i n g a p p l i c a t i o n showing 

20 t h a t a l l p a r t i e s d i d receive n o t i c e of the hearing date. 

21 And E x h i b i t 8 i s my a f f i d a v i t of n o t i c e t o the 

22 o f f s e t operators showing t h a t a l l of the o f f s e t operators 

23 received or should have received a c t u a l n o t i c e of the 

24 non-standard u n i t p o r t i o n of t h i s a p p l i c a t i o n . 

25 I would draw you a t t e n t i o n t o the very l a s t page 
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1 which was the c e r t i f i e d m a i l i n g t o Three Span O i l and Gas, 

2 Inc. The p o s t a l service website shows i t was refused by 

3 the addressee. 

4 Q. And Mr. Smith, could you comment on -- have you 

5 mailed c e r t i f i e d m a i l t o Three Span O i l and Gas before? 

6 A. Yes, Mr. Bruce. Un f o r t u n a t e l y , there have been 

7 a number of cases where Three Span has refused t o execute 

8 the green sheet and has o b l i g a t e d me, since I l i v e i n 

9 Midland, t o a c t u a l l y go over and hand d e l i v e r those 

10 documents. 

11 Q. The address on the n o t i c e l e t t e r t o Three Span, 

12 P. 0. Box 51538, Midland, Texas, 79710, t o the best of 

13 your knowledge and i n f o r m a t i o n , i s t h a t a c o r r e c t m a i l i n g 

14 address f o r Three Span? 

15 A. That i s t h e i r c u r r e n t address. 

16 Q. Now, l e t ' s go back t o E x h i b i t 5, Mr. Smith. 

17 Although i t doesn't show on the land p l a t s , i s there 

18 another w e l l p e r m i t t e d i n the south h a l f -- another Wolf 

19 Camp w e l l p e r m i t t e d i n the south h a l f south h a l f ? 

20 A. Yes, there i s . The COG Operating, LLC, Donnor 

21 No. 1 w e l l bore t h a t covers the south h a l f south h a l f of 

22 Section 30, 16 and 28. 

23 Q. And as a r e s u l t , d i d you contacted COG about 

24 a l l o w i n g a second operator or second w e l l on t h a t w e l l 

25 u n i t ? 
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1 A. Yes, I d i d . 

2 Q. And what does E x h i b i t 5 r e f l e c t ? 

3 A. E x h i b i t 5 i s a waiver executed by COG Operating, 

4 LLC, Mr. David Copeland, the v i c e p r e s i d e n t , and Randall 

5 S. Cate of RSC Resources, wherein COG Operating, LLC 

6 hereby waives any o b j e c t i o n t o a second operator i n the 

7 Wolf Camp formation i n the south h a l f south h a l f of 

8 Section 30, Township 16 South, Range 28 of the New Mexico 

9 p r i n c i p a l meridian. 

10 Q. Okay. And again, at t h i s p o i n t , you are working 

11 w i t h COG w i t h respect t o d r i l l e d of probably j u s t one w e l l 

12 on t h i s w e l l u n i t ? 

13 A. At t h i s time, COG i s reviewing our j o i n t 

14 operating agreement which covers a l l of the south h a l f of 

15 Section 30 of 16 and 28. Now, whether they w i l l 

16 p a r t i c i p a t e i n both w e l l s , we don't know t h a t answer. 

17 They have budget c o n s t r a i n t s t h a t w i l l -- T h e y ' l l give us 

18 those decisions. 

19 Q. Were E x h i b i t s 1 through 6 e i t h e r prepared by you 

20 or under your supervision or complied from company 

21 business records? 

22 A. Yes, they were. 

23 Q. I n your opinion, i s the g r a n t i n g of t h i s 

24 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 

25 prevention of waste? 
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1 A. Yes, i t i s . 

2 MR. BRUCE: Mr. Examiner, I move the admission 

3 of E x h i b i t s 1 through 8. 

4 HEARING EXAMINER: E x h i b i t s 1 through 8 are 

5 admitted. 

6 MR. BRUCE: I have no f u r t h e r questions of the 

7 witness. 

8 HEARING EXAMINER: Mr. Hall? 

9 MR. HALL: I have no questions. 

10 HEARING EXAMINER: Okay. I don't b e l i e v e I have 

11 any questions e i t h e r . So, there being nothing f u r t h e r , 

12 Case No. 14245 w i l l be taken under advisement. 

13 

14 

15 

16 

17 

18 
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