
STATE OF NEW MEXICO 
DEPARTMENT OF ENERGY, MINERALS AND ^XTOR^L, RESOURCES 

OIL CONSERVATION DIVISION 

APPLICATION OF ROBERT E. LANDRETH 
FOR DETERMINATION OF REASONABLE 
W E L L COSTS, LEA COUNTY, NEW MEXICO. CASE NO. 12008 

RESPONSE OF ROBERT E. LANDRETH 
TO SANTA FE ENERGY RESOURCES, INC.'S 

MOTION TO DISMISS 

By Order No. R-10764 the Oil Conservation Division ("Division") granted the 

application of Santa Fe Energy Resources, Inc. ("Santa Fe") and force pooled working 

interests owned by Robert E. Landreth ("Landreth") for the drilling of a well to be operated 

by Santa Fe. Now, in an attempt to avoid a hearing on the reasonableness of the costs being 

charged to Landreth pursuant to that order, Santa Fe moves to dismiss. 

Santa Fe contends that the Division lacks jurisdiction to determine the reasonableness 

ofthe costs charged because, according to Santa Fe, Order No. R-10764 has been replaced 

by a voluntary agreement for the development of this acreage. Santa Fe has contrived this 

"voluntary agreement" from incomplete and misstated facts and the misconstruction of the 

agreements between the parties. Furthermore, as will be shown herein, this "agreement" 

between the parties, which Santa Fe first raised one week before hearing, is inconsistent with 

Santa Fe's own understanding of its relationship with Landreth and also with the opinion of 

its own legal counsel. 



BACKGROUND 

(1) Robert E. Landreth owns 37.5% of the working interest under the S/2 of 

Section 29, Township 22 South, Range 34 East, NMPM, Lea County, New Mexico. Exhibit 

No. 1. 

(2) In September 1996, Santa Fe wrote Landreth and proposed the drilling of the 

Gaucho Federal Unit Well No. 2 ("the Gaucho Well No. 2") in the S/2 of this Section to test 

the Morrow formation. See Santa Fe's Motion to Dismiss at 2, numbered ^ 1. 

(3) The parties were unable to reach voluntary agreement for the drilling of this 

well and, following an Oil Conservation Division hearing, Order No. R-10764 was entered 

pooling the S/2 of Section 29 and dedicating this pooled unit "...to the applicant's proposed 

Gaucho Unit Well No. 2 (API No. 30-025-33682) to be drilled at a standard gas well location 

in the NE/4 SW/4 (Unit K) of said Section 29." Exhibit No. 2, Order Paragraph 1. 

(4) Other provisions of Order No. R-10764 also: 

(a) designated Santa Fe operator ofthe Gaucho Well No. 2; 

(b) imposed a 200% charge for risk on those interest owners who did not 
voluntarily participate in the well; 

(c) required Santa Fe to furnish an itemized schedule of actual well costs 
within 90 days' of completion of the well and provided that i f there 
were objections to these actual well costs, "the Division will determine 
reasonable well costs after public notice and hearing;" and, 

(d) required Santa Fe to notify the Division in writing of the subsequent 
voluntary agreement of all parties subject to the force-pooling 
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provisions of this order. 

Exhibit No. 2. 

(5) Pursuant to Order No. R-10764, Santa Fe sent Landreth an AFE for the Gaucho 

Well No. 2 and notice of his right to participate in the well. Exhibit No. 3. 

(6) Landreth's election period was subsequently extended by Santa Fe to 5:00 PM 

on March 28, 1997. Exhibit No. 4. 

(7) On March 28, 1997, the working interest of Robert E. Landreth in the S/2 of 

Section 29, Township 22 South, Range 34 East, NMPM, was divided by agreement of 

Landreth and Santa Fe into two shares. One share, comprised of l/4th of his working interest 

(9.375%), was voluntarily committed to the drilling of the Gaucho Well No. 2. The other 

share, comprised of the remaining 3/4ths share of Landreth's working interest (28.125%>), 

would remain "...subject to the Compulsory Pooling Order in effect for this well." 

Exhibit No. 5. On this date Landreth signed and returned the AFE for the Gaucho Well No. 

2 and paid Santa Fe $116,250.00 which represented 9.375% of the AFE cost for the well. 

At this time, no Joint Operating Agreement was executed nor was agreement reached on the 

terms of a Joint Operating Agreement. Exhibit No. 5. 

(8) Santa Fe wrote Landreth on March 31,1997, and advised him that the Gaucho 

Well No. 2 had been abandoned and proposed a re-drill on this tract. This letter is consistent 

with the agreement of the parties on March 28, 1997, for it identified Landreth's interest as 
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the 9.375% working interest which he voluntarily committed to the Gaucho Well No. 2. 

Exhibit 6. 

(9) Mr. Landreth agreed to pay his 9.375% working interest share of the second 

well Santa Fe drilled on pooled unit. Exhibit No. 6. 

(10) On April 1, 1997, Landreth asked Santa Fe about an Operating Agreement 

"covering this well, insofar as it affects my interest." Exhibit No. 7. 

(11) Commencing on March 28 and continuing until May 2, 1997, Landreth and 

Santa Fe negotiated the terms of the Joint Operating Agreement which would govern the 

9.375% working interest Landreth had committed to the well. See Santa Fe Exhibit Nos. 12 

through 15. 

(12) On May 4, 1998, Santa Fe sent Landreth an itemized schedule of actual well 

costs for the Gaucho Well No. 2 and the Gaucho Federal Unit Well No. 2-Y ("the Gaucho 

Well No. 2-Y"). In this letter, Santa Fe states that this schedule is being sent "[PJursuant to 

the provisions of NMOCD Compulsory Pooling Order # R-10764..." Exhibit No. 8 

(13) Because this schedule includes the costs associated with the drilling of both the 

Gaucho Well No. 2 and the Gaucho Well No. 2-Y which are not authorized by the Division's 

compulsory order, Mr. Landreth filed an objection to these costs with the Division on June 

4, 1998. Exhibit No. 9. 
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ARGUMENT 

THE PARTIES AGREED THAT 
LANDRETH'S WORKING INTEREST 

WOULD BE SUBJECT TO COMPULSORY POOLING 
ORDER NO. R-10764 

On March 28, 1997, Landreth and Santa Fe agreed to divide Landreth's working 

interest in the S/2 of Section 29, Township 22 South, Range 34 East, NMPM, into two 

shares. One share, comprised l/4th of his working interest (9.325%) was voluntarily 

committed to the drilling of the Gaucho Well No. 2. The other share, comprised of the 

remaining 3/4ths of Landreth's working interest (28.125%), would remain "...subject to the 

Compulsory Pooling Order in effect for this well." Exhibit No. 5. Contrary to the 

representations of Santa Fe in its Motion to Dismiss, no act or agreement of the parties even 

suggests that they ever intended to nullify their agreement to subject Landreth's 28.125% 

working interest to the specific provisions of Order No. R-10764. 

However, Santa Fe contends that Landreth's execution of the Joint Operating 

Agreement, overrides the clear language of their March 28, 1998 agreement and that 

acceptance of the Joint Operating Agreement with Revised Exhibit A attached constitutes a 

voluntary agreement covering all of Landreth's working interest in this acreage. 

In support of this argument, Santa Fe asserts that Revised Exhibit A is unambiguous 

and can only be fairly and reasonably construed as committing all of Landreth's interest to 

the Joint Operating Agreement for the development of the S/2 of this section. However, the 
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interpretation of Revised Exhibit A which Santa Fe now advances is contrary to Revised 

Exhibit A itself 

Revised Exhibit A to the Operating Agreement reflects the 9.375% working interest 

which Landreth voluntarily committed to the development of this acreage and his full 37.5% 

working interest after Santa Fe recoups out of production 100% of the costs of the Gaucho 

Well No. 2 and the 200% charge for risk set by Order No. R-10764. This interpretation is 

consistent with the preceding entry in Revised Exhibit A which sets out the interest of 

Amerada Hess. Revised Exhibit A shows Amerada Hess with a prepayout interest of 0% 

because this interest was force pooled by Order No. R-10764. After Santa Fe recovers 300% 

of Amerada Hess' share of the costs, (100% actual costs and a 200% risk charge) its interest 

in the tract is 12.5%. Amerada Hess never agreed to anything. Its interests were simply 

pooled by Order No. R-10764, and the 300% interest, which includes the risk penalty 

imposed by that Order, is reflected on Revised Exhibit A. In the exact same way, the 300% 

interest, which includes the risk penalty imposed by Order No. R-10764, is reflected on 

Revised Exhibit A. Neither Amerada Hess nor Landreth ever agreed to a 300% risk penalty 

provision. That provision is only imposed by Order No. R-10764, and Santa Fe's Motion 

must be denied. 

Revised Exhibit A clearly shows that working interest of both Amerada Hess and 

Landreth is subject to the Division's Compulsory Pooling Order. It further is consistent with 
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the March 28, 1997 agreement of the parties whereby 28.125% of Landreth's working 

interest is subject to the Division's compulsory pooling order. 

SANTA FE INTENDED FOR 
LANDRETH'S WORKING INTEREST 

TO BE SUBJECT TO THE 
DIVISION'S COMPULSORY POOLING ORDER 

One week before hearing and almost six months after Landreth objected to Santa Fe's 

schedule of actual well costs, Santa Fe asserts for the first time that it has a voluntary 

agreement with Landreth's which covers all of his interest in the S/2 of Section 29. This 

argument is inconsistent with Santa Fe's prior actions. 

There can be no dispute that Santa Fe and Landreth agreed on March 28, 1997 that 

Landreth's working interest would be divided into two shares and that a 28.125% share 

would be subject to the Division's compulsory pooling order. Exhibit No. 5. Thereafter, 

Santa Fe prepared and Landreth executed an operating agreement which reflected this 

division of Landreth's working interest. See Santa Fe Exhibits 12 through 15. 

Although Santa Fe now asserts that the unambiguous language in Revised Exhibit A 

to the operating agreement constitutes a voluntary agreement for the development of this 

acreage, Santa Fe's actions subsequent to the execution of the operating agreement show that 

there was no confusion between the parties as to the fact that Landreth's 28.125%) working 

interest was subject to Order No. R-10764 and not committed by a voluntary agreement. 

The initial determination the Division must make in ruling on Santa Fe's motion is 
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whether or not the language in Revised Exhibit A is unambiguous. New Mexico courts have 

defined the types of extrinsic evidence which the Division may consider in making this 

threshold determination. Under these decisions, the Division may obtain a "contextual 

understanding" ofthe contract terms by considering, among other things, the following: 

(1) the previous course of dealing between the parties; and, 

(2) the course of performance of the parties. 

C. R. Anthony Co. v. Loretto Mall Partners, 112 N.M. 504, 817 P.2d 238 (1991); Mark V, 

Inc. v. Mellekas, 114 N.M. 778, 845 P.2d 1232 (1993); Jaramillo v. Providence Washington 

Ins., 117 N.M. 337, 871 P.2d 1343 (1994). 

The fundamental problem with Santa Fe's argument is that Revised Exhibit A is 

consistent with the March 28, 1997 agreement between the parties. It shows Landreth's 

9.375% prepayout interest and his 37.5% working interest after Santa Fe recoups the actual 

costs and risk charge authorized by Order No. R-10764. Since Revised Exhibit A supports 

the March 28, 1997 agreement, extrinsic evidence must be considered to obtain a "contextual 

understanding" of these contractual terms. Mark V., 845 P.2d at 1235. 

When the Division looks to the course of dealing between the parties, it is clear that 

the parties agreed that a portion of Mr. Landreth's working interest was subject to the 

compulsory order. Exhibit 5. Furthermore, when the course of performance of the parties 

is considered, it is clear that the language of Revised Exhibit A cannot be construed as a 
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voluntary agreement for the development of this property. At no time prior to the filing of 

its Motion to Dismiss did Santa Fe assert that there was any contract for the development of 

this property other than the March 28, 1997 agreement. Furthermore, its actions following 

the execution ofthe operating agreement were consistent with the March 28, 1997 agreement 

and, when Santa Fe submitted an itemized schedule of actual well costs to Landreth on May 

4, 1998, it stated that this was done "[P]ursuant to the provisions of NMOCD Compulsory 

Pooling Order # R-10764...." 

Following the execution of the Operating Agreement, Santa Fe obtained a Division 

Order Title Opinion from its attorneys. This opinion recognizes that the production from the 

S/2 of Section 29 before and after payout is subject to a 200% charge "provided for in 

Compulsory Pooling Order No. R-10764." Santa Fe's attorneys also reviewed Revised 

Exhibit A to the Operating Agreement. On page seven of this opinion, they quote the portion 

of Revised Exhibit A which Santa Fe now contends is the basis of their "voluntary 

agreement" with Landreth. However, at that time, Santa Fe's attorneys did not interpret this 

language in the way that Santa Fe does today. Instead, they recognized the parties' 

agreement to divide Landreth's working interest and subject a portion of this interest to the 

subject compulsory pooling order. Exhibit 1, pages 7 and 8. 

At all times prior to the filing of this motion, Santa Fe intended for 28.125%) of 

Landreth's working interest to be subject to Division Order No. R-10764. Santa Fe's novel 
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but unsupported new interpretation of Revised Exhibit A must not be used to allow Santa Fe 

to avoid Division scrutiny of the costs assessed under Order No. R-10764. 

SANTA FE IS ATTEMPTING TO AVOID 
DIVISION REVIEW OF THE REASONABLENESS 
OF THE COSTS IT IS CHARGING TO LANDRETH 

In this case, Landreth is asking the Division to determine whether or not costs and risk 

charges being assessed by Santa Fe are proper under the Division's compulsory order. It is 

not asking the Division to "adjudicate contractual controversies." 

Landreth seek a Division Order which holds that Order No. R-10764 means what it 

says: that the S/2 of Section 29 was pooled for the drilling of the Gaucho Well No. 2 . Since 

Landreth elected not to participate in that well with 28.125% of his working interest, he will 

ask the Division to hold that Santa Fe cannot withhold the costs of drilling the Gaucho Well 

No. 2, and a 200% risk factor on that amount, out of the production proceeds from another 

well, the Gaucho Well No. 2-Y, which was not covered by this pooling order. Landreth will 

also ask the Division to determine if Santa Fe can withhold out of production any risk penalty 

for the Gaucho Well No. 2-Y since it was not the subject of any pooling order. 

Although the Gaucho Well No. 2 was drilled pursuant to a compulsory pooling order, 

Santa Fe does not want the Division to review the reasonableness of the well costs being 

charged to the owners subject to pooling. Although Santa Fe sought a written concurrence 

from the participating interest owners in the S/2 of Section 29 for the abandonment of the 
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Gaucho Well No. 2 and the drilling of the Gaucho well No. 2-Y, Santa Fe does not want the 

Division to determine if a subsequent order and election to participate in the second well on 

this tract should have been made to owners of force pooled interests. Santa Fe does not want 

the Division to determine if it is reasonable to obtain an order pooling acreage for one well 

and then, after that well is abandoned, drill another well and withhold costs and apply risk 

penalties as if the order applied to both wells. To avoid a review of these issues on the 

merits, Santa Fe now contrives a heretofore unknown agreement which it contends divests 

the Division of jurisdiction over this matter. 

CONCLUSION 

Santa Fe and Landreth agreed that Landreth would voluntarily participate with a 

9.325% working interest in the drilling of the Gaucho Well No. 2 located in the S/2 of 

Section 29, Township 22 South, Range 34 East, NMPM. The parties further agreed that 

Landreth's remaining 28.125% working interest in this acreage would be "subject to the 

Compulsory Pooling Order in effect for this well." Mr. Landreth then executed an AFE for 

the Gaucho Well No. 2 and paid his proportionate share of these AFE costs. The Gaucho 

Well No. 2 was drilled pursuant to the Division's compulsory pooling order and, in 

compliance with that order, Santa Fe provided Landreth an itemized schedule of the actual 

well costs for the well. Mr. Landreth timely objected to these well costs and the case has 

been set for hearing on December 3, 1998. 
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Santa Fe now contends that the agreements between the parties mean more than they 

meant when they were entered. It now asserts that Revised Schedule A to the Joint Operating 

Agreement, which accurately set out the ownership of Landreth under his March 28, 1997 

agreement with Santa Fe, amends this underlying agreement and expands it to include all of 

Landreth's working interest in the S/2 of Section 29. Santa Fe's current interpretation of its 

agreements with Landreth is inconsistent with the clear intent of the parties as expressed in 

the letter agreements, its subsequent actions and its own Division Order Title Opinion. 

To accept the interpretation now advanced by Santa Fe requires the Division to 

interpret Revised Schedule A so as to be in conflict with the March 28, 1997 agreement of 

the parties and then resolve that conflict against the clear intent of the parties. This the 

Division cannot do. See, Tallman v. ABF, 108 N.M. 124, 127, 767 P.2d 363, 366 (1988). 

Santa Fe Energy Resources, Inc.'s Motion to Dismiss must be denied. 

Respectfully submitted, 

CAMPBELL, CARR, BERGE 
& SHERIDAN, P. A. 

WILLIAM|F. CARR \ 
Post Office Box 2208 
Santa Fe, New Mexico 87504-2208 

ATTORNEYS FOR ROBERT E. 
LANDRETH 
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CERTIFICATE OF SERVICE 

I hereby certify that on this 1st day of December, 1998,1 have caused to be hand-
delivered a copy of the Response of Robert E. Landreth to Santa Fe Energy Resources, Inc.'s 
Motion to Dismiss in the above-referenced case to the following named counsel: 

W. Thomas Kellahin, Esq. 
Kellahin & Kellahin 
117 North Guadalupe Street 
Santa Fe, New Mexico 87501 

Rand Carroll, Esq. 
Oil Conservation Division 
2040 South Pacheco Street 
Santa Fe, New Mexico 87505 
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LAW OFFICES 

TURNER & DAVIS 
A PJLOFE&StONAJ. CORPORATION 

•WOW. ff-UNOIS, SUITE 1-WC 
P. 0. BOX 2796 

WDIASD, TKAS 78702-2796 

October 6, 1997 

ORTftTNAI. r>TVT.<:T0̂  ORDER TTfĴ E QPTNTriM 

Santa Fe Energy Resources, Inc. 
1626 South Voss, Suite 700 Ova/a* 
Houston, TX 77057 

Attention: Mr. J. E Taylor, CDOA 

R*: Your Gaucho Unit No. 2.YWell fSFER Inc No. 30I07-02YI . F^ra! nil ,nH r«„ t 
NM 61350 and NM 69596, insofar as said leases cover the respective portions designated 
below cf the S/2 of Section 29, T-22-S, R-34-E, N.M.P.M., Lea County, New Mexico, 
limited to gEs and associated liquid hydrocarbons producible from the Morrow Formation: 

NM61360: SE/4 of said Section 29, containing 160 acres, more or Jess; and 

NM 69596: SW/4 of said Section 29, containing 160 acres, more or less. 

Gentlemen; 

At your request, we have examined the following: 

MATERIAL^ EXAMINED, 

£ripr Title OpjrJoj 

Copy of our Original Drilling Title Opinion dated October 10, 1996, addressed to you, based 
upon the prior title opinions, abstracts and instruments described therein, covering captioned land 
from inception ofthe records to September 18, 1996 at 9:00 a.m., as to the Records in the United 
Sta:es Department ofthe Interior, Bureau of Land Management State Office al Sacra Fe, New 
Mexico, and from inception of the records to September 9,1996 at 7:00 a.m,, as to the Records In 
the Office ofthe County Clerk of Lea County, New Mexico. 

Abstracts 

1. Supplemental Abstract No. 48774, certified by Federal Abstract Company as covering 
the Pla: Book Records, Historical Index Records, Case Abstract and Case FJe for Federal OU and 
Gas Leases NM 61360 and NM 69596, in the United States Department ofthe Interior, Bureau of 
Land Management State Office at Santa Fe, Nsw Mexico, insofar as said leases cover the S/2 cf 
Section 29 from September IS, 1996 at 9:00 a.nt to September 16, 1997 at 9:00 a.m., containing 24 
pages. 

2. Supplemental Abstract No. 97-43 5, certified by Elliott & Waldron Title and Abstract 
Co., Inc., as covering trie mineral estate only in captioned land from September 9, 1996 at 7;00 a.m_ 
to September 8, 1997 at 7.00 a.m., containing 4 pages 

Your lease files covering captioned land. 



Santa Fe Energy Resources, Inc, 

2. Copy of As signment No, 11 analyzed below. 

October 6, 1997 

OWNERSHIP OF pRQpucrrnjj 
Based upon examination of the foregoing and subject to the title requirements and other 

ratters set forth below, we find the gas and associated liquid hydrocarbons produced and saved from 
the Morrow Formation underlying captioned land to be owned as follows: 

Rova|ry: 

United States of Amai« 12500000 

Leasehold Estate: 

Before Payout plus 200%*: 

Overriding Rovaltv Interests-

Lynn A. Sawyer and husband, Paul Sawyer 

Robert E. Landreth 

Scott W. Tan berg 

Fred L. Eagle 

Working Interests-

160/320 of 7.5% 03750000 

160/320 of 4.677083% .02338542 

160/320 of 1.822917% .00911458 

160/320 of 4.0% .02000000 

Santa Fe Energy Resources, Inc, 160/320 of 50% of 7/8 WI 
plus 160/320 of 50% of 81.23% of 7/3 WI 

less 50% of I6C/320 of 7.5% ORI 
less 50% of 81.25% of 160/320 of 10.5"/. ORI .35640625 

Southwestern Energy Production 
Company 160/320 of 50% of 7/8 WI 

plus 160/320 of 50% of 81.25% of 7/8 WI 
less 50% of 160/320 of 7.5% ORI 

less 50% of 81.25% of 160/320 of 10.5% 031 .35640625 

Robert E. Landreth 160/320 of 18.75% of 7/* WT 
less 160/320 of 18.75% of 10.5% ORI .07218750 

After Payout plus 200%*: 

Overriding Rovaltv fruaresfr 

Lynn A. Sawyer and husband, Pad Sawyer 

Robert E. Lojidreth 

Scott W. Tanberg 

Fred L. Engle 

Working Interests: 

160/320 of 7.5% .0375CO00 

160/320 of 4.125% ,02062500 

160/320 of2.375% . 01187500 

160/320 of 4.0% .02000000 

Santa Fe Energy Resources. Ine. 160/320 of 50% of 7/8 WI 
less 50% of 160/320 of 7.5% ORI .20000000 

Southwestern Energy Production 
Company 160/320 of 50% of 7/8 WI 

Jess 50% of ldO/320 of 7.5%ORI .20000000 

a;Vnxt\ro*Tauu.rHaaaoii.iot 
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Robert £. Landreth 

Amerada Hess Corporation 

160/320 of 75% of 7/8 WI 
less 160/320 of 75% of ] 0.5% ORI .28875000 

160/320 of 25% of 7/8 Wl 
less 1G0/320 of 25% of 10.5% ORI .09625000 

As provided for in Compulsory Pooling Order R-10754, eniered February 14,1997 in 
Case No. 11715 of the Oil Conservation Division of the Energy, Minerals and Natural 
Resources Department of tae State of New Mexico. 

Lease No. I : 

Serial No.: 

Date: 

Recorded: 

Lessor 

Lessee: 

Land Covered: 

Primary Term: 

Delay Rentals: 

Royalties: 

Minimum Royalty: 

Lease Form: 

Stipulations: 

EXISTING On. AND flAS LftASF.S 

NM 61360. 

July 1, 1985. 

Unrecorded; however, it is unnecessary to record this lease in 
the county records. 

The United States of America. 

G. B. Zimmerman. 

T-22-S.R-33-E.N.M.PM 
Section 25; W/2 
Section 26; NE/4 NE/4, S/2 NE/4, 

SW/4, SW/4 SE/4 

T-22-S R.34-EL N M P M 
Section 20: NW/4 
Section 29: SE/4 

Lea County, New Mexico, containing 960 acres, nore or less. 

Ten (10) years from date. 

Rentals in the sum of 51.00 per acre during the first five years 
and S3.00 per acre thereafter are payable to Lessor in advance 
of each lease year. 

12.5% on production removed and sold from the leased 
premises, computed in accordance with federal regulations. 

Minimum royalties shall be due for any lease year after 
discovery in which royalty payments aggregate less than $1,00 
per acre. Lessee shall pay such difference at the end of each 
lease year. 

Form 3100-11 (March 1984) (Simultaneous Non-
Competitive). 

(a) In order to protect important seasonal antelope habitat, 
exploration, drilling and other activity will be allowed during 
the period from June 16 through April 14. This limitation 
does not apply to maintenance and operation of producing 
wells 

a-.\IXX»TO«T12aJO«.J>NC//jaiM,)0< 
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(b) Drill sites will be located outside forb producing 
depressions within swale bottoms, 

NM S9596. 

December I , 1987. 

Unrecorded; however, it is unnecessary to record this lease in 
the county records. 

Lessor The United States of America. 

Lessee: Lynn A. Sawyer. 

Land Covered: T-22-S. R-34-E. N M P M. 
Section 19: SVV/4 NE/4 
Section 29: W/2 
Section 30: Lots 1,2, 3, 4, NE/4, E'2 W/2 

Lea County, New Mexico, containing 833.64 acres, more or 
less. 

Primary Term. 

Delay Rentals: 

Royalties: 

Minimum Royalty: 

Lease Form: 

Stipulations. 

Ten (10) years from date. 

Rentals in the sum of $1.00 per acre during the first five years 
and S3 00 per acre thereafter are payable to Lessor in advance 
of each lease year. 

12.5% on production removed and sold from tlie leased 
premises, computed in accordance with federal regulations. 

Minimum royalties shall be due for any lease year after 
discovery in which royally payments aggregate less than SLOG 
per acre. Lessee shall pay such difference at the end of each 
lease year. 

Form 3100-11 (April 1936) (Simultaneous Non-Competitive). 

(a) In order to protect important seasonal antelope habitat, 
exploration, drilling and other activity wiij be allowed during 
the period from June 16 through April 14. This limitation 
does ncrt apply to maintenance and operation of producing 
wells. 

(b) Drill sitss will be located outside forb producing 
depressions within swale bottoms. 

History of Lease: In addition to the land described above, this lease originally 
covared Lots 1, 2, NE/4 and E/2 NW/4 of Section 13 and 
Lots 1, 2 and E/2 NW/4 of Section 19, T-22-S, R-34-E, 
N.M.P.M, Lea County, New Mexico, containing 472.72 
acres, more or less. By virtue ofthe fa*t that this acreage was 
not committed to the Gaucho Unit, this lease was segregated, 
with the above-described portions of Sections 18 and 19 being 
assigned Serial No. NM 9S250. This segregation is evidenced 
by Decision dated January 29, 1997, effective March Id. 
1996. 
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1. By Assignment of Record Thle dated July 23, 1936, approved September 1, 3 986, 
recorded in Book 401, page 903, Oil and Gas Records, Gordon B. Zimmerman and -wife, Mary K. 
Zimmerman, assigned all of their interest in Lease No. 1 to Fred L. Engit. 

2. By Transfer of Operating Rights dated August 8, 1989, approved October 1. 1985, 
rtccrded in Book 522, page 5, Miscellaneous Records, Fred L. Engls assigned all of his interest in 
the operating rights in Lease No. 1, insofar as it covers the SE/4 of Section 29, among other land, 
to Robert E. Landreth, reserving sr. overriding royalty interest equal to 5% of production from ;he 
assigned premiises, 

3. By Transfer of Operating Rights dated September 14, 1990, approved October 1, 
1990, apparently unrecorded in the county records, Lynn A. Sawyer ind husband, Paul Sawyer, 
assigned ail of their interest in the operating rights in Lease No. 2, insofar as it covers the W/2 i f 
Section 29, among other land, as to the Atoka and Morrow Formations only, to Sun Operating 
Limited Partnership, reserving ac overriding royalty interest equal to 9% of production from the 
assigned premises. This assignment is made subject to a letter agreement dated September 13, 1590, 
between the parties. 

4. By Transfer of Operating Rights dated November 9> 1992, approved January 1, 1993, 
apparently unrecorded in the county records, Sun Operating Limited Partnership reassigned all of its 
interest in the operating rights in Lease No. 2 to Lynn A. Sawyer and husband Paul Sawyer. 

5. By Assignment of Record Title dated August 11, 1994, approved October 1,1994, 
recorded in Book 511, page 690, Oil and Gas Records, Lynn A. Sawyer and husband, Paul Sawyer, 
assigned all of their interest in Lease No. 2, insofar as it covers the W/2 of Section 29, among other 
land, to Santa Fe Energy Operating Partners, L.P., reserving an overriding royalty interest equal tg 
7 5% of production from the assigned premises. This assignment is made for a term ending July 1, 
1996, unless before that date production in paying quantities is obtained from the assigned premises 
or lands pooled therewith, and provided that Assignors receive the first payment on their overriding 
royalty interest before July I , 1996 The overriding royalty interest must be a minimum of 50% of 
7 5% of production attributable to the assigned premises. By First Amendment of Tern .Assignment 
dated May 8, 1996, recorded in Book 736, page 31, Lea County Records, tne terminaticn data of this 
assignment was extended to December 31,1996. 

6 By Transfer of Operating Rights dated November 30. 1994, approved April 1, 1995, 
recorded in Book 6C5, page 2S5, Miscellaneous Records, Robert E. Landreth and wife, Donna P. 
Landreth, assigned 100% of the operating rights in L*ase No. I , insofar as it severs the SE/4 of 
Section 29, among other land, to Amerada Hess Corporation, reserving an overriding royalty interest 
equal to 5.5% of produaion from the assigned premises. 

7. By instrument dated December 29, 1994, recorded in Book 598, page 632, 
Miscellaneous Records, Santa Fe Energy Operating Partners, L.P. was merged into Sarua Fe Energy 
Resources, Inc. 

8. By Transfer Df Overriding Royalty Interest dated June 27, 1995, recorded in Book 
606, page 720, Miscellaneous Records, Fred L. Engle assigned an overriding royalty interest equal 
to 1% of production from the SE'4 of Section 29, among other land, under the tarms of Lease No. 
1, to Scott W. Tanberg, 

9. By Transfer of Operating Rights dated October 12, 1995, approved December I , 
1995, recorded in Book 707, page 77, Lea County Records, Amerada Hess Corporation assigned an 
undivided 75% interest in the Operating rights in Lease No, 1, insofar as it covers the SE/4 of Section 
29 , among other land, from the surfece down to the base of the Morrow Formation, to Robert E. 
Landreth. This assignment is made subject tc the terms of a Utter Agreement dated May 26, 1995, 
between (he parties. 

o:\ooa\T09TMsui.fVciisoai.itn 
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10. By Transfer of Operating Rights dated October 10, 1995, approved February 1, 1996, 
apparently unrecorded in the county records, Santa Fe Energy Resources, Inc. assigned an undivided 
50% of the operating rights in Lease No. 2 to Southwestern Energy Production Company. 

U, By Transfer of Overriding Royalry Interest as yet unexecuted, Robert E. Landreth and 
wife. Donna P. Landreth, assigned to Scott W. Tanbcrg an overriding royalty interest equal to 
£229166% af production from the SE/4 of Sectioa 29, from the surface down to the buse of She 

Morrow Formation, before Payout, increasing ta 1.375% of production after Payout, Payout, as used 
in this assignment, refers to the poir.t in time al which ali costs, expenses and penalties provided for 
in Compulsory Pooling Order R-107S4, entered February 14, 1997 in Case No. 11715 of the Oil 
Conservation Division ofthe Energy, Minerals and Natural Resources Department ofthe State of 
New Mexico, have been paid. 

UNIT AGREEMENT 

Captioned land is subject to the Unit Agreemenr for the Development and Operatioit ofthe 
Gauche Unit Area dated December 20, 1995, approved by the Bureau of Land Management effective 
March 20, 1996, covering all oil and gas Ln any and all formations under the following-described lands 
situated in Lea County, New Mexico 

T-22-S. R-34-E. N.M.P.M 
Section 17: Al! 
Section 19; E/2 
Section 20: All 
Section 29: Ail 
Section 30: Ail 

containing 2,870.64 acres, mare or less. 

Santa Fe Energy Resources.. Inc. is designated as Unit Operator. All costs and expenses incurred by 
the Unit Operator in conducting unit operations shall be paid and apportioned among the owners of 
the working interests in accordance with the Operating Agreement entered into between the parties. 
Upon completion of 3 well capable of producing unitized substances Ln paying quantities, or as soon 
thereafter as required by the AO, the Unit Operator shall submit for approval by the AO, a schedule, 
based on subdivisions of the pubiis-land survey or aliquot parts thereof, of all the iand regarded as 
reasonably proved to be productive of uniti2ed substances in paying quantities. These lands shall 
constitute a participating area on approval of the AO, effective as of the date of completion of such 
well or the effective date of this Unit Agreement, whichever is later. A different participating area 
shaU be established for each separate pool or deposit af unitized substances or for any group thereof 
which is produced in a single pool or zone. All unitized subsances produced from a participating 
area established under this agreement, except any part thereof used in ccnfoimity with good operating 
practices within the unitized area for drilling, operating and other production or development 
purposes, or for repressuring or recycling in accordance with the plan of development and operations 
thai has been approved by the AO, or unavoidably lost shall ba deemed to be produced equally on 
sn acreage basis from the several tracts of unitized land and unleased federal Land, if any, included ir. 
the participating area established for such production Each tract shall have allocated tc it such 
percentage of said production as the number of acres of such tract included in said participating area 
bears to the total acres of unitized land included in the participating area. 

The Unit Operator must commence the drilling of an adequate test wei) at a location approved 
by the AO within six months after the effective date ofthe agreement and to continue su:h drilling 
diligently until the Morrow ' A" Sand has been tested or until st a lesser depth unitized substances 
shall be discovered which can be produced in paying quantities, or the Unit Operator shall ai any time 
establish to tht satisfaction of the AO that furthsr drilling of ths well would be unwarranted or 
impracticable; provided, however, that Unit Operator shall net in any evem be required tc drill said 
well to a depth in excess of 13,050 fect. Until the discovery of unitized substances capable of being 
produced in paying qualities, the Unit Operator shall continue drilling one wei! at a time, allowing 
not more than six months between the completion af one weii and the commencement of drilling 



Santa Fe Energy Resources, Inc - 7- October6, 1997 

operations for the next weii, until a well capable of producing unitized substances in paying quantities 
ts completed to the satisfaction ofthe AO or until it is reasonably proved that the unitized land is 
incapable of producing unitized substances in paying quantities in the formations drilled hereunder 
Within six months afUr completion of a well capable of producing unitized substances in paying 
quantities, the Unit Operator shall submit for approval cf the AO an acceptable plan of development 
and operation for the unitized land which, when approved by the AO, shall constitute the further 
drilling and development obligations of the Unit Operator under this agreement for the period 
specmed therein. The Unit Agreement has beea executed or ratified by Santa Fe Energy Resources, 
Inc., Southwestern Energy Production Company, Conoco Inc. and J. 0. Easley, Inc. The SE/4 ef 
Section 29 has not been eennnitted te the Gaucho Unii, although it lies within the boundaries ofthe 
unit. 

OPERATING AGREEMENT 

The oa and gas leasehold estate in captioned land is subject to the terms of an Operating 
Agreement dated May 1, 1996, between Santa Fe Energy Resources, Inc., as Operator, and 
Southwestern Energy Production Company and Robert E. Landreth, as Non-Operators.' The 
agreement is prepared on AAPL Form 610-1982, and contains a 1QO%/300% non-consent penalty' 
The preferential right to purchase provision has been stricken from the agreement, ard it contains 
numerous other additions and deletions with which we presume you are familiar. The Operating 
Agreement initially was executed by Santa Fe Energy Resources, Ir.c. and Southwestern Energy 
Production Company, It was executed by Robert E. Landreth on Apni 30, 1937. Exhibit "A" 
attached to the Operating Agreement, as amended, includes as Contract Area "B" the S/2 of Section 
29, from the surface down to the base of the Morrow Formation. The interests ofthe panies are set 
forth as follows: 

Owner BEO 300% APO ?00% 

Santa Fe Energy Resources, Inc. 45.3125% 25% 
Southwestern Energy Production Company 45,3125% 25% 
Amerada Hess Corporation -C- 12,5% 
Robert E. Landreth 9.375% 37.5% 

.Amerada Hess Corporation has not executed rhe Operating Agreemeni. 

COVfML'KTnZATION AGREEMENT 

The Morrow, Atoka, Strawn and Wolfcamp Formations underlying the S/2 cf Section 29 are 
subjea to the terms of Cornmuritizstion Agreement NM 94525, dated March ] , 1997, approved May 
14, 1997, covering natural gas and associated liquid hydrocarbons produced from said formations. 
This Communirization A.grcement has been executed Santa Fe Energy Resources, Inc. and 
Southwestern Energy Production Company. 

EXPLORATION AGREEMENT 

The interests owned by Santa Fe Energy Resources, Inc. and Southwestern Energy 
Production Company ir. the oil and gas leasehold estate in captioned land are subject to the terms of 
an Exploration Agreement dated July 17, 1995. between Santa Fe Energy Resources, Inc. and 
Southwestern Energy Production Company. Under the terms of this agreement, Santa Fe agrees to 
assign tc Southwestern an undivided 50% of its interest in all existing leases in each prospect. In 
addition, each prospect is established as an .Area of Mutual Interest for three years from the date of 
the agreement In the event one of the parties to the agreement acqu ires a lease covering lands within 
a prospect from a third party (as defined in the agreement a lease includes a farmout agreement), the 
acqjuing parry will promptly notify ths non-acquiring party of its acquisition in writing, including a 
description of the interests acquired, the total cost of the interests, including all land and legal costs 
associated with the acquisition, the proportionate share cf such interest that the non-acquiring party 

o.',Docs\ro<m3a»« FMD'XXDI.IM 
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is entiiled to acquire, and any other pertinent terms of the acquisition, including copies of pertinent 
documents- The rton-arjquirvrg party shall then have 20 days from the receipt of such notice to elect 
to acquire its proportionate share of the subsequently acquired lease. If the acquiring pany has not 
received an election in writing from the non-acquiring parry within said 20-day period, the non-
acquiring party conclusively shall be- presumed to have elected not to acquire its proportionate share 
of the subsequently acquired lease, and this agreement shall no longer be effective as to such 
subsequently acquired lease. 

The Exploration Agreemeni names Santa Fe Energy Resources, Inc. as Operator for all 
operations conducted on the lands covered thereby, and is made subjea to the terms of an Operating 
Agreement attached to the Exploration Agreement as Exhibit "B". The agreement also provides that 
a separate Operating Agreement will be entered into for each prospect. The agreement also contains 
a provision whereby a party which elects not to participate in the drilling ofthe initial well cn a 
prospect relinquishes all of its rights and interests in that prospect to the party electing to participate 
in the drilling of such initial well. 

COMPULSORY POOLING PRQCEEDrNQg 

Captioned land, from the surface down io the base ofthe Morrow Formation, is subjea to 
Order R-10764, dated February 14, 1997, entered in Case No. 11715 ofthe Oil Conservation 
Division ofthe Energy, Minerals and Natural Resources Department of the State, of New Modco, 
creating a pooled unit consisting ofthe S/2 of Section 29, from the surface down to the base ofthe 
Morrow Formation. Pursuant to the terms of this order, Robert E. Landreth elected to participate 
h the drilling of the subject well with respect to an undivided 18.75% working interest in the SE/4 
of Section 29, or an undivided 9.375% working interest in the proration urit for the subject well, and 
to be force pooled as to an undivided 56.25% working interest in the SE/4 of Section 29, or an 
undivided 28.125% working interest in the proration unit for the subject well. Amerada Hess 
Corporation elected to allow its interest in captioned land to be force pooled. 

PATENT INFORMATION 

The E/2 of Section 29 was awarded to the State of New Mexico by the Department of the 
Interior on My 28, 1930. All minerals were reserved to the United States of America. 

The W/2 of Section 29 was patented to the S tate of New Mexico by Patent No. 3 0-69-0005, 
dated Jury 9, 1968. Ail minerals were reserved to the United States of America. 

EASEMENTS 

This opinion does not cover surface easements. 

ENCUMBRANCES 

None. 

TAXES 

Ad valorem taxes are not assessed against lands owned by the United States of America and 
the State of New Mexico 
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TITLE REQUIREMENTS 

1. 

We direct your attention to the fact that the primary term of Leaae No. I analyzed above has 
expired, and the primary term of Lease No. 2 will expire December 1, 1997. We note also that the 
abstracts furnished for examination reflect that rentals were paid to maintain the leases analyzed 
above in effect during their primary terms except for the time period from July 1, 1992 to July 1, 
1993, as to Leaae No.l, and the rime period from December 1, 1992 to December 1, 1993, as to 
Lease No. 2. 

REQUIREMENT: You must satisfy yourself that rentals were paid to 
maintain the leases analyzed above in effect during the time periods set forth above. 
In addition, with respect to Lease No. 1, you must satisfy yourself thai this lease has 
been maintained beyond the expiration of its primary term by drilling or development 
operations or continuous production in commercial quantities from the lands covered 
thereby or lands pooled therewith. 

2. 

We direct your attention to the unusual provisions contained in the leases, assignments and 
agreements covering captioned land, especially the tenns of Assignment No. 5, as amended. 

REQUIREMENT: You should thoroughly familiarize yourself with all of 
the terms and provisions of the leases, assignments and other agreements covering 
captioned land and be certain to conduct your operations accordingly. 

3. 

We direct your attention to the fact that Assignment No. 10 apparently has not yet been filed 
for record in Lea County, New Mexico. 

REQUIREMENT: Assignment No. 10 should be filed for record in Lea 
County, New Mexico. 

4. 

Assignment No. 9 is made subject to the terms of a letter agreement dated May 26, 1995, 
between Amerada Hess Corporation and Robert E. Landreth, which has not been furnished for our 
examination. 

ftEOUIREMENT: Submit for examination a eopy of the above-described 
letter agreement or otherwise satisfy yourself as to its terms and provisions. 

5. 

Assignment No. 11 has not yet been executed. 

REQUIREMENT. Assignment No. 11 should be executed, filed with the 
Bureau of Land Management as required by federal regulations and filed for record 
trt Lea County, New Mexico. 

6. 

Inasmuch as the SE/4 of Section 29 has not been committed to the Gaucho Unit, it has 
become necessary to communitize the leases analysed above to form a sufficient proration unit for 
the subject welL This communitization agreement has been executed by Santa Fc Energy Resources, 
Inc. and Southwestern Energy Production Company. However, it has not yet been executed or 
ratified by Robert E. Landreth, Scott W. Tanberg or Fred L. Engle, 
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REQUIREMENT: Robert E. Landreth, Scott W. Tanberg and Fred L. 
Engle should be called upon to execute or ratify the cornmunitization agreement 
analyzed above. 

7. 

We have assumed that the participating area for the subject well will consist of the S/2 of 
Section 29, but this must be confirmed. 

REQUIREMENT. You should confirm our assumption that the 
parririparirig area for the subject weD consists of the S/2 of Section 29. If it does not, 
it will be necessary to recalculate the ownership of production from captioned land. 

This opinion cannot cover such matters aa area, boundaries, location on the ground or other 
matters which can be determined only by an actual ground survey. 

The abstracts and lease files furnished for examination have been returned to Mr. Joe 
Hammond In your Midland office, together with a copy of this opinion. 

COMMENT 

Respectfully submitted, 

TURNER & DAVIS 

By: 
Frank N. Cremer 

FNC:lf 
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STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE HEARING 
CALLED BY THE OIL CONSERVATION 
DIVISION FOR THE PURPOSE OF 
CONSIDERING: 

CASE NO. 11715 
ORDER NO. R-10764 

APPLICATION OF SANTA FE ENERGY RESOURCES, INC. FOR 
COMPULSORY POOLING, LEA COUNTY, NEW MEXICO. 

ORDER QF THF. niVTWnM 

BY THE DIVISION: 

This cause came on for hearing at 8:15 a.m. on February 6, 1997 at Santa Fe, New 
Mexico, before Examiner Michael E. Stogner. 

NOW, on thia 14th day of February, 1997, the Division Director, having 
considered the testimony, the record and the recommendations of the Examiner, and being 
fully advised in the premises, 

FINDS THAT: 

(1) Due public notice having been given as required by law, the Division has 
jurisdiction of this cause and the subject matter (hereof. 

(2) The applicant, Santa Fe Energy Resources, Inc., seeks an order pooling all 
mineral interests from the surface to the base of tbe Morrow formation underlying the S/2 
of Section 29, Township 22 South, Range 34 East, NMPM, Lea County, New Mexico, 
thereby forming a standard 320-acre gas spacing and proration unit for any and all 
formations and/or pools developed on 320-acre spacing within said vertical extent, which 
presently includes but is not necessarily limited to the Undesignated Antelope Ridge-Atoka 
Gas Pool and dedicating said unit to its proposed Gaucho Unit WeU No. 2 (API No. 30-
025-33682) to be drilled at a standard gas well location in the NE/4 SWM (Unit K) of said 
Section 29. 

(3) The applicant is an interest owner in the S/2 of said Section 29 and as such 
has the right to drill for and develop the minerals underlying the proposed gas spacing and 
proration unit. 
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(4) There are other owners of mineral interest in the proposed proration unit 
who have not agreed to pool their interests. 

(5) At the time of the hearing Santa Fe Energy Resources, Inc. and Amoco 
Production Company, Inc.. both owners of certain mineral interests in the proposed unit, 
entered appearances through legal counsel. 

(6) To avoid the-drilling of unnecessary wells, to protect correlative rights, to 
prevent waste and to afford to the owner of each interest in said unit the opponurury to 
recover or receive without unnecessary expense his just and fair share of the gas in any 
pool resulting from this order, the subject application should be approved by pooling ail 
mineral interests, whatever they may be, within said unit. 

(7) Santa Fe Energy Resources, Inc. should be designated the operator of the 
subject well and unit. 

(8) Any non-consenting working interest owner should be afforded the 
opportunity to pay his share of estimated well costs to the operator in lieu of paying his 
share of reasonable well costs out of production. 

(9) Any non-consenting working interest owner who does not pay his share of 
estimated well costs should have withheld from production his share of reasonable well 
costs plus an additional 200 percent thereof as a reasonable charge for the risk involved 
in the drilling of the well. 

(10) Any non-consenting interest owner should be afforded the opportunity to 
object to the actual well costs but actual well costs should be adopted as the reasonable 
well ccsts in the absence of such objection. 

(11) Following determination af reasonable well costs, any non-consenting 
working interest owner who has paid his share of estimated costs should pay to the 
operator any amount that reasonable well costs exceed estimated well costs and should 
receive from the operator any amount that paid estimated well costs exceed reasonable well 
costs. 

(12) $6,000.00 per month while drilling and $600.00 per month while producing 
should be fixed aa reasonable charges for supervision (combined fixed rates); the operator 
should be authorized to withhold from production the proponionate share of such 
supervision charges attributable to each non-consenting working interest, and in addition 
thereto, the operator should be authorized to withhold from production the proportionate 
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share of actual expenditures required for operating the subject well, not in excess of what 
are reasonable, attributable to each non-consenting working interest. 

(13) Ail proceeds from production from the subject well which are not disbursed 
for any reason should be placed in escrow to be paid :c the true cwner thereof upon 
demand and proof of ownership. 

(14) Upon the failure of the operator of said pooled unit to commence drilling 
of the well to which said unit ts dedicated on or before May 15, 1997, r n e order pooling 
said unit should become null and void and of no further effect whatsoever. 

(15) Should ail the parties to this force-pooling reach voluntary agreement 
subsequent to entry of this order, this order should thereafter be cf no further effect. 

(16) The operator of the well and unit should notify the Director of the Division 
in writing of the subsequent voluntary agreement of ail parties subject to the force-pooling 
provisions of tins order. 

TT TS THEREFORE ORDERED THAT: 

(1) All mineral interests, whatever they may be, from the surface to the base 
of the Morrow formation underlying the S/2 of Section 29, Township 22 South. Range 34 
East, NMPM. Lea County. New Mexico, are hereby pooled to form a standard 320-acre 
gas spacing and proration unit for any and all formations and/or pools developed on 320-
acre spacing wiihin said vertical extent, which presently includes but is not necessarily 
limited to the Undesignated Antelope Ridge-Atoka Gas Pool. Said unit is to be dedicated 
to the applicant's proposed Gaucho Unit Weil No. 2 (API No. 30-025-33682) to be drilled 
at a standard gas well location in the NE/4 SW/4 (Unit K) of said Section 29 

PROVIDED HOWEVER THAT, me operator of said unit shall commence ths 
drilling of said well oc or before the fifteenth day of May, 1997, and shall thereafter 
continue the drilling of said well with due diligence to a depth sufficient to test the 
Morrow fonnation. 

PROVIDED FURTHER THAT, in the event said operator does not commence the 
drilling of said well on or before the fifteenth day of May, 1997, Decretory Paragraph No. 
(1) of this order shall be null and void and of no effect whatsoever, unless said operator 
obtains a time extension from the Division for good cause shown. 
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PROVIDED FURTHER THAT, should said well not be drilled to completion, or 
abandonment, within 120 days after commencement thereof, said operator shall appear 
before the Division Director and show cause why Decretory Paragraph No. (1) of this 
order should not be rescinded. 

(2) Santa Fe Energy Resources, Inc. is hereby designated the operator of the 
subject well and unit. 

(3) After the effective date of this order and within 90 days prior to 
commencing said well, the operator shall nirnish the Division and each known working 
interest owner in the subject unit an itemized schedule of estimated well costs. 

(4) Within 30 days from the date the schedule of estimated well costs is 
furnished to him, any non-consenting working interest owner shall have the right to pay 
his share of estimated well costs to the operator in lieu of paying his share of reasonable 
well costs out of production, and any such owner who pays his share of estimated well 
costs as provided above shall remain liable for operating costs but shall not be liable for 
risk charges. 

(5) The operator shall rurnish the Division and each known working interest 
owner an itemized schedule of actual weii costs within 90 days following completion of 
the well; if no objection to the actual well costs is received by the Division and the 
Division has not objected within 45 days following receipt of said schedule, the actual well 
costs shall be the reasonable weii costs; provided however, if there is an objection to 
actual well costs within said 45-day period the Division will determine reasonable well 
costs after public notice and hearing. 

(6) Witl\in 60 days following determinanon of reasonable well costs, any non-
consenting working interest owner who has paid his share of estimated costs in advance 
as provided above shall pay to the operator his pro rata share of the amount that reasonable 
well costs exceed estimated well costs and shall receive from the operator his pro rata 
share of the amount that estimated well costs exceed reasonable well costs. 

(7) The operator is hereby authorized to withhold the following costs and 
charges from production: 

(a) The pro rata share of reasonable well costs attributable to each non-
consenting working interest owner who has not paid his share of 
estimated, well costs within 30 days from the date che schedule of 
estimated well costs is furnished to him; and 
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(b) As a charge for the risk involved in the drilling of the well, 200 
percent of the pro rata share of reasonable well costs attributable to 
each non-consenting working interest owner who has not paid his 
share of estimated well costs within 30 days from the date the 
schedule of estimated well costs is furnished to him. 

(8) The operator shall distribute said costs and charges withheld from 
producticn to the parties who advanced the well costs. 

(9) S6.000.00 per month while drilling and S600.00 per month while producing 
are hereby fixed as reasonable charges for supervision (combined fixed rates); the operator 
is hereby authorized to withhold from production the proponionate share of such 
supervision charges attributable to each non-consenting working interest, and in addition 
thereto, the operator is hereby authorized to withhold from production the proponionate 
share of actual expenditures required for operating such well, not in excess of what are 
reasonable, attributable to each non-consenting working interest. 

(10) Any unleased mineral interest shall be considered a seven-eighths (7/8) 
working interest and a one-eighth (1/8) royalty interest for the purpose of allocating costs 
and charges under the terms of this order. 

(11) Any well costs or charges which are to be paid out of producticn shall be 
withheld only from the working interest's share of production, and no ccsts or charges 
shall be withheld from production attributable to royalty interests. 

(12) All proceeds from production from the subject well which are not disbursed 
for any reason shall be placed in escrow in Lea County, New Mexico, to be paid to the 
true owner thereof upon demand and proof of ownership; the operator shall notify the 
Division of the name and address of said escrow agent within 30 days from the date of 
first deposit with said escrow agent. 

(13) Should all the parties to this force-pooling reach voluntary agreement 
subsequent to entry of this order, this order shall thereafter be of no further effect. 

(14) The operator of the subject well and unit shall notify the Director of Lhe 
Division in writing of the subsequent voluntary agreement of ail panies subject to the 
force-pooling provisions of this order. 

(15) Jurisdiction of this cause is retained for tbe entry of such further orders as 
the Division may deem necessary. 

• 



Case No. 11715 
Order No. R-10764 
Page No. 6 

DONE at Santa Fe. New Mexico, on the day and year hereinabove designated. 

STATE OF NEW MEXJ60 
OIL CONSERVATIONlDiviSION 
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Santa F i Energy Resource*, Inc. 

CERTIFIED MAIL 

February' 17, 1997 

Mr. Robert E. Landreth 
505 N. Big Spring, Ste. 507 
Midland. Texas 79701 

Mr. Dan Foi and 
Amerada Hess Corporation 
P. O. Box 2040 
Houston, Texas 77252-2040 

RE: COMPULSORY POOLING 
CASE NO. 11715 
ORDER NO. R-10764 
T-22-S. R-34-E. S«c 29: S/2 
Lea County, New Mexico 

Gentlemen: 

Referencing the above captioned acreage, please find enclosed herewith, a copy of 
Compulsory Pooling Order No. R-10764 and our associated AFE for the drilling of the 
Gaucho Unit No. 2 weii. 

Please advise Santa Fe of your election to participate or elect to non-consent under the 
order within 30 days of receipt hereof. 

Please do not hesitate to cail should you have any questions. 

Very truly yours, 

Joe Hammond 
Sr. Landman 

cc: New Mexico Oil Conservation Division 
2040 S. Pacheco St. 
Santa Fe, NM 87505 

Cevirai OMMOB 
S80W1WH.3VM 1310 
Mtfwd. l fc t t i 70TC1 
911/M7-JM1 

giueho2.doc 
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*yj Santa Fe Energy Resources, Inc. 

March 24, 1997 

Mr. Robert E. Landreth 
505 N. Big Spring 
Suite 507 
Midland, Texas 79701 

Re: Gaucho Unit #2 Well 
Compulsory Pooling 
Order No. R-10764 
S/2 Sec. 29, T-22-S, R-34-E 
Lea County, New Mexico 
SFERI Cont. #NM-30,107-002 

Dear Mr. Landreth: 

Reference is made to the above captioned Compulsory Pooling Order and your request for an 
extension of time in which to elect to participate and pay your pro rata share of costs or non-
consent the Gaucho Unit #2 Well proposal. 

Please be advised that Santa Fe hereby grants to Robert E. Landreth, and/or to your successor or 
assigns, an extension until Friday, March 28th at 5:00 p.m. CST in which to elect under the above 
captioned order. As you are aware, should you sell/assign your interest in the Gaucho Unit #2 
Well to a third party, such third party must pay its proportionate share of well costs to Santa Fe by 
Friday, March 28, 1996 at 5:00 p.m. CST or you (or such party) will automatically be in a non-
consent status. 

Please indicate your receipt hereof by signing and returning to the undersigned one copy cf this 
letter by Fax at 686-6714. 

Yours very truly, 

R. I . Arnold 
Division Exploration Manager 

JWH/efw 

RECEIVED this day of March, 1997. 

By: 
Robert E. Landreth 

EWOR1725 

C«int Diyuioa 
5S0W-noai.SuM 1330 
Midland.-HUM ?9T0t 
9ll/«87.3MI 

EXHIBIT 
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March 28, 1997 

FACSIMILE: 915/686-6714 

Santa Fe Energy 
550 W. Texas Suite 1330 
Midland, TX 79701 

Attention: Mr. Randy .Arnold and 
Mr. Joe Hammond 

Re: Gaucho Unit No. 2 Well 

Gentlemen: 

In line with your letter of March 24, 1997 and our related conversations and agreement, 
please be advised that I elect to participate in the drilling of the captioned well to the 
extent of 25% of my 37.5% working interest, with the balance to be subject to the 
Compulsory Pooling Order in effect for this well. Enclosed herewith is a check for 
Sll6,250.00, representing my 9.375% working interest to casing point, based on the AFE 
which you furnished, executed copy of which is attached. 

With respect an Operating Agreement for this well, I have only the Operating Agreement 
dated May 1, 1996 which was prepared for the Gaucho Unit No. 1 well. I assume that I 
wiii be executing an Operating Agreement which covers only the S/2 Section 29, T22S, 
R34E. The prior Operating Agreement contains a provision in Article XV-A to the effect 
that non-consenting parties relinquish all interest in a reworking operation. While this is 
probably intended to apply only to working interest, I do have an overriding royalty as a 
result of prior trades with Amerada Hess, and I beiieve this paragraph needs to modified 
so that it is clear that my override would not be relinquished under those circumstances. 
Also, Sharon Miller in your Houston office has indicated that Santa Fe is willing to market 
my share ofthe gas and to make disbursements thereon, although I have not yet received 
her letter. 

Sincerely, 

Robert E. Landreth 
REL/sp 

EXHIBIT 
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/ ) Santa Fe Energy Resources, Inc. 
APR 

VIA FACSIMILE & VS. MAIL 

Fax #684-4783 

March 31, 1997 

Mr. Robert E. Landreth 
505 North Big Spring 
Suite 507 
Midland, 'lexas 797U1 

Re: Gaucho Unit No. 2-Y Well 
S/2 Sec. 29, T-22-S, R-34-E 
Lea County, New Mexico 

Dear Mr. Landreth: 

Pursuant to our telephone conversation concerning the Gaucho No. 2 Well, please be advised that 
while fishing for stuck drill pipe substantial circulation was lost in the hole. Efforts to restore 
circulation for further fishing operations were deemed inadvisable due to the hole condition. Santa 
Fe has therefore proceeded to abandon the initial hole and skid the rig 75 feet to the east in order to 
re-drill this well. The new well name will be the Gaucho Unit No. 2-Y Well and it will spud 
immediately. 

Please indicate your concurrence to this abandonment and redrill by signing and returning one 
copy of this letter by Fax *(915) 686-6714 within 48 hours. Tha redrill is proposed under the/ 
existing JOA and AFE. / 

For vour information, current well ownership is as follows: 

Santa Fe 45.3125% (35.640625% NRI) 
Southwestern 45.3125% (35.640625% NRI) 
Robert E. Landreth 9.375% ( 7.21875% NRI) 

Central Dwuion 
5S0W.1sxu.Suiw 1330 
Midland T*xu 79701 
915/687-3551 



Mr. Robert E. Landreth 
March 31, 1997 
Page 2 

Should you have any further questions, piease do not hesitate to call. 

Senior Landman 

JWH7efw 

This abandonment and redrill is 
AGREED TO AND ACCEPTED 
this day of E V ^ N X , 1997. 

Robert E. Landreth 

EWOR1753 
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April 1, 1997 R E C E I V E D 
APR 0 3 1997 

Mr. Joe Hammond 
Santa Fe Energy Resources, Inc. 
550 W. Texas, Suite 1330 
Midland, TX 79701 

FACSIMILE: 686-6714 LAND DEPT. 
MIDLAND. TX 

Attention: Mr. Joe Hammond 

Re: Gaucho Unit Weil No. 2-Y 
Lea County, New Mexico 

Dear Joe: 

Enclosed please find an executed copy of your letter dated March 31, 1997, evidencing 
my election to participate in the re-drilling ofthe captioned well. 

I believe this would be a good time to address the Operating Agreement covering this 
well, insofar as it affects my interest f As I mentioned in my March 28 letter, I do not 
know if it is Santa Fe's intent that I execute the Operating Agreement dated May 1, 1996, 
which describes the Gaucho Unit No. 1 well as being the Initial WeU. I suppose I could 
execute that agreement subject to a modification to the effect that I am executing only as 
to the contract area covering the Gaucho Unit No 2 (and possibly the Gaucho Unit No 
4), and that the initial well affecting my interest is the Gaucho Unit Well No. 2. I aiso 
pointed out in my March 28 letter that Article XV-A needs to be revised because of an 
overriding royalty interest which I own under NM61360 which is separate and apart from 
my working interest. 

Sincerely, 

Robert E. Landreth 

REL/sp 

EXHIBIT 

7 
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•v>r r . . i . 

Santa Fe Energy Resources, Inc. MAY 1 1 1373 

May 4,1998 

Mr. Robert E. Landreth 
505 N. Big Spring 
Suite 507Texas 77252-2040 
Midland, Texas 79701 

Re: Compulsory Pooling Order No. R-10~64 
Gaucho Federal Unit Wells No. 2 & 2-Y 
S/2 Section 29, T-22-S, R-34-E 
Lea County, New Mexico 
SFE Contract No. NM-3 0,107-02Y 

Gentlemen: 

Pursuant to the provisions of NMOCD Compulsory Pooling Order #R-10764 issued in 
connection with the drilling of the Gaucho Federal Unit No. 2 & 2-Y wells, enclosed is an 
itemized schedule of actual well costs through March 31, 1998 which include all costs 
associated with drilling the No. 2 Well to 3,783' where the wellbore was lost (see attached 
Sundry Notice) and moving the rig in order to drill and complete the No. 2-Y Well 

If you have any questions, my direct number is (915) 686-6712. 

Sincerely, 

SANTA FE ENERGY RESOURCES, INC. 

Steven J. Smith 
Senior Staff Landman 

Enclosure 

cc: New Mexico Oil Conservation Division - Santa Fe 

rland002.doc 

EXHIBIT 

Central Division 
;5DWTaxu. Stnta 1330 
Midland, Ttaaj7Q70l 
915/667-3551 
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Santa Fe Energy Resources, Inc. 
Statement of Gross Costs 

As of October, 1997 

Gaucho Unit #2 aad #2Y 
Lea County, New Mexico 
SFER Property Number: 30107-002 and 30107 •02Y 

Gross Amounts 
Capital Expenditures 

Tangible 
Casing 5242,561.36 
Tubing 38,352.47 
Wellhead 16,196.84 
Non-Controllable Material 25,934,53 
Facilities 25,444.58 

Total Tangible £368,439.78 

Intangible 
Company Labor $5,526.05 
Location & Roads 84,894.63 
Fencing & Soundproofing 598.39 
Fuel, Water, Power 64,909.39 
Drill Contractor's Moving Exp. 20,272.97 
Drilling Contractor's Services 690,080.25 
Drilling & Completion Fluids 160,199.96 
Bits & Reamers 70,289.33 
Cementing & Service Equipment 141,496.85 
Casing Testing & Inspection 44,852.21 
Direction Driil Serv & Surveys 9,504.52 
Drilling Tool/Equip. Rent & Serv. 444,369.67 
Open Hole Logging 63,917.55 
Transportation & Hauling 40,663.01 
Completion Contractor's Serv. 114,868.65 
Completion Tool/Equip. Rent 7 Serv. 46,859.04 
Cased Hole Wireline Service 29,440.39 
Stimulation 14,260.99 
Contract Supervision 48,483.27 
Communications 8,669.03 
Legal/Title Curative Costs 4,166.03, 
JIB-PMTA (Co. owned vehicle use) 1,141.30 

^4 JIB-Drilling Overhead 22,546.75 
Miscellaneous IDC 24,011,87 

Total IDC 52,156,022.10 

Total Capital Expenditures $2,524,511.88 

Total Expenditures $2,524,511.88 

INQUIRIES: Santa Fe Energy, Central Division, 1616 S. Voss, Ste. 300, Houston, TX 77057 
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O F C O U N S E L 

HAND DELIVERED 

Lori Wrotenbery, Director 
Oil Conservation Division 
New Mexico Department of Energy, 

Minerals and Natural Resources 
2040 South Pacheco Street 
Santa Fe, New Mexico 87505 

Ljlj! JUN 4IS98 

OIL CONSERVATION DIVISION 

Re: Case No. 11715 (Order No. R-10764) Application of Santa Fe Energy 
Resources, Inc. for compulsory pooling, Lea County, New Mexico. 

Dear Ms. Wrotenbery: 

By Order No. R-10764, the Division granted the application of Santa Fe Energy 
Resources, Inc. in Case 11715 thereby compulsory pooling the interest of Robert E. 
Landreth in the S/2 of Section 29, Township 22 South, Range 34 East, NMPM, Lea 
County, New Mexico. 

By letter dated May 4, 1998, Santa Fe Energy Resources, Inc. provided to Mr. Landreth 
an itemized schedule of actual well costs for the drilling ofthe Gaucho Federal Unit Well 
Nos. 2 and 2 Y which it has drilled on this pooled unit. 

EXHIBIT 



Lon Wrotenbery-, Director 
June 4. 1998 
Page 2 

Robert E. Landreth hereby objects to the actual well costs for these wells and requests 
that the Division determine the actual well costs after public notice and hearing as 
provided in order paragraph 5 of Order No. R-10764. 

Very truly yours, 

WILLIAM F. CARR 
Attorney for Robert E. Landreth 

cc: James Bruce Esq. 


