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GALLEGOS LAW FIRM

A Professional Corporation

460 St. Michael’s Drive

Building 300

Santa Fe, New Mexico 87505

Telephone No. 505-983-6686

Telefax No. 505-986-1367 - August 26, 1998

Telefax No. 505-986-0741 (Our Fite No. 93-1.62) MICHAEL J. CONDON

VIATELECOPY

William F. Carr

Paul R. Owen

Campbell, Carr, Berge & Sheridan, P.A.
Post Office Box 2208

Santa Fe, New Mexico 875044-2208

Re: Gruy Applications; NMOCD Case Nos. 12015 and 12017
Dear Bill and Paul:

| am writing with respect to the Motion to Quash in Part the subpoenas we had
issued in these cases. | am hopeful that we can resolve these issues without the need
for a short discovery hearing before the Division prior to the hearing in this matter on
September 3, 1998.

There are two categories of documents which we would ask that you produce.
First, you have objected to producing well files for the Rhodes Federal Unit Well No.
159, the Rhodes Federal Unit Well No. 103, the Gregory "B” Well No. 2, and the
Rhodes State Com Well No. 6. Your stated objection to these requests is that the
documents are irrelevant. To the contrary, the evidence that will develop in this case
clearly shows that Gruy is involved in a pool-wide attempt to impose an infill drilling
program, consistently attempting to drill, operate and get approval for two and
sometimes three wells per 160-acre proration unit. This, as you know, is contrary to
NMOCD rules for the Rhodes Gas Pool. See letter to all operators from William J.
LeMay dated August 3, 1990, as well as the memo dated July 27, 1988, both of which
confirm the general rule that only one well will be allowed per 160-acre proration unit in
the Rhodes Gas Pool.

It is clear that Gruy is embarked on a drilling program which consistently seeks
additional wells on 160-acre proration units in the pool. in fact, Hartman’s initial notice
of Gruy’s program involved the filings by Gruy in March, 1998 on the Nos. 103 and 159.
Copies are attached. These proposed wells, in Sections 10 and 15, T-26-S and R-37-
E, Lea County, New Mexico, directly offset acreage owned by Hartman. This acreage
has already been dedicated to the Gregory “B” Federal No. 2 well, as recognized in the
letter from Zeno Farris to Joe Janisa dated April 17, 1988, copy attached.



William F. Carr
Paul R. Owen
August 26, 1998
Page 2

Gruy has recently given Hartman notice that it intends to proceed with its
application for drilling permits for these wells. See letter dated July 17, 1998 from Zeno
Farris to Mr. Hartman, copy attached. Thus, the issue of the future development of this
acreage is clearly related to the drilling program which Gruy is attempting to implement
in the Rhodes Gas Pool. An application by Gruy on these wells, which will be opposed
by Hartman, is a certainty. The applications in your cases Nos. 12015 and 12017 are
merely the first steps in which Gruy plans as a larger program. The well files for the
additional wells are clearly relevant to the program, which will be at issue at the hearing
on September 3, and may provide other relevant information related to the issues which
will necessarily arise regarding Gruy’s ability or inability to present compelling evidence
to substantiate additional operating wells on proration units for the Rhodes Gas Pool.
There is not reason to delay production of those well files.

Second, we have requested that Gruy produce all documents which describe
how the subject wells were staked. You have contended that all relevant documents
are available in the public records. This is not true. In each well file, there should be
documents that pertain to invoices to Gruy from Merryman Construction Co., and
instructions from Gruy to Merryman, which would identify where Gruy asked that the
well locations be placed and constructed. Documents related to negotiations with
surface owners for surface damages would also describe the well locations Gruy
intended to pursue.

This information is particularly relevant with respect to the Rhodes State No. 5
well at issue in your application in Case No. 12017. Gruy contends in that application
that the well was erroneously built at an unorthodox location. However, documents
which have already been produced in response to the subpoena indicate that six days
prior to the spudding of the Rhodes State No. 5 well, a fax memo was sent confirming
approval for the orthodox location. Prior to the time Gruy received approval for an
orthodox location for the Rhodes State Com No. 5, Gruy had staked an unorthodox
location for the No. 5 well. See form attached. Frankly, the evidence indicates that
Gruy intentionally placed the No. 5 well at an unorthodox location with full knowledge
that the only approval that had been given was for an orthodox location.

These are obviously issues which we intend to raise at the hearing on
September 3. We are entitled to all documents in Gruy’s possession which relate to the
manner and method by which Gruy attempted to stake wells for which it seeks approval
for unorthodox locations. This is particularly critical with respect to the Rhodes State
Com No. 5 well.



William F. Carr
Paul R. Owen
August 26, 1998
Page 3

Please let me know If you will reconsider your Motion and produce the
documents referenced in this letter. If not, by copy of this letter, | would request that the
Division set the matter for a short discovery hearing at the Division’s earliest
convenience.

Very truly yours,

GALLEGOS LAW FIRM, P.C.

-

By /M/

MICHAEL J. CONDON

MJC:sa
Enclosures
fxc:  Doyle Hartman
Rand Carroll (w/enclosures)
ioc: J. E. Gallegos



Gruy Petroleum Management Co.
600 East Las Colinas Blvd. « Suite 1200 « leving, TX 75039 « (972) 401-3111 o Fax (372) 4343-6450
Mailing Address: P.O. Box 140907 « [rving. TX 750140907

A whollyowned subsidiary of Magrum Hunter Resaurces, Inc.. an Americon Stock Exchange comparny

Tierra Exploration Inc. Date: Apnl 17,1998
726 East Michigan Suite 188

Hobbs New Mexico 88240

Attn: Mr. Joe Janica

Dear Mr. Janica:

Enclosed are the following:

1. Copies of Lease Responsibility Statements for our three locations in sections 4, 10 and 15.

2. Copies of the C-102 for the Gregory “B” Federal No. 2 well, now the Rhodes Federal Unit No.
153. The plat for this well shows a 160 acre non-standard unit corprising the SE/4SE/4 of sec.10,
and the NE/ANE/4 & S/2NE/4 of sec. 15. This is the same dedication that our new Rhodes Federal
Unit No. 103 and 159 wells have. I think we need a new plat for our 103 and 159 wells, and may
peed to file an amended C-102. What do you think?

3. Copies of the 3160-3"s, and C-102"s for the above wells. I"ve written in the unit agreement name,
and the acres assigned to the wells where applicable.

4. Statement Accepting Respousibility for Operations for the NW/4 of sec. 8, 26S-37E, and a
penciled in 3160-3 for our proposed re entry of the Texaco H. G. Moberly Federal (2) No.2. Qur
well will be called the Rhodes Federal UnitNo. 86. Also enclosed is a copy of the Texaco C-102.

It is my understanding that we can modify the Texaco plat and use their archaeologicalclearance,
and file this well for permitting without to much delay.

Joe, the Rhodes Federal Unit No. 86 is the next well we want to permit. I seem to recall talking to
Mike Stogner at the N.M.0O.C.C. and be said they may be able to streamline this permit, and get it
through quicker than normal. If that's possible, please let me kmow. Also please let me kmow when

you have filed the permit on the RFU No. 86. We want to send a copy of the permit and 2 letter to
owzer of the borehole explaining our intentions.

‘Sincerely,

Zeno Farris

GRUY-0000340
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Gruy Petroleum Management Co.
600 East Las Colinss Bivd. « Suite 1200 » Irving, TX 75039 « (972) 401-3111 » Fax (972) 44346450
Mailing Address; P.O, Box 140907 e Irving, TX 75014-0907

A wholly-owned subsidiary of Magrum Hunter Resources, Inc.. an American Stock Exchange company

Doyle Hartman
500 North Main
Midland, TX 79702

Re: Sections 10(P), 15(H) T26S, R37E Date: July 17, 1998
Lea County New Mexico
Rhodes Yates 7Rivers Gas Pool

Dear Mr. Hartman:

This letter shall serve as notice that Gruy Petroleum Management Co. has applied for drilling permits
at unorthodox locations, for a second and third well in an existing 160.00 acre unit, on the referenced
- leasehold. Enclosed, are copies of the C-102’s showing these locations.

If you have any questions please feel free to call me at (972-443-6489).

Sincerely,

) \
Zeno Farris
Manager, Operations Administration

I\ OQYLE HARTMAH ["‘
CELi oL gpean;n—‘l UJ
HEGEIVELL

oti. 211998
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State of New Mexico

QIL CONSERVATION DIVISION

P.0. Box 20488

Santa Fe, New Mexico 87504-2088
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FSTRICE 1. State of Ntw Mexico (™
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2. fan 1060, Hokbe, NW ARILI-1080 —
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lSTRfCT i State Lesye - & Copies
0. frawer DO. Arteyia, NW 882110719

Fee Lease - 3 Copien

ISTRICT I O1L. CONSERVATION DIVISION

00 Rio Arazor Rd.. Aztec. NM 07410 P.0. Box 2088

v Santa Fe, New Mexico B7504-2088 _
isfo’flﬁi lﬂwl - < zoes < AMENDED REPORT

WELL LOCATION AND ACREAGE DEDICATION PLAT

APl Number Pool Code foecl Nume
Jo-025-34395 §3810C RHCDES - YATE S~ 7T vELRS
Property Code Properly Name ¥Well Number
22324 RFU 159
QCRID Neo. Operator Namec Elceation
1414693 GRUY PETROLEUM MANAGEMENT CO. 2981
Surface Location
UL or lot Mo, Seelon Towuship Repge tot ldn Feet from the North/South line Feet from the East /et line County
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Bottom Hele Location If Different From Surface
UL or lot No. Section Township Renge Lat lda Fest from \ho Narth/South line feet from the East/Yest linc County
Dedicsted Acres doint or Ianfill Consolidution Code Order No, —f
16 !

NO ALLOWABLE WILL BE ASSIGNED TO THIS COMPLETION UNTIL ALL INTERESTS HAVE BEEN CONSOLIDATED
OR A NON-STANDARD UNIT HAS BEEN APPROVED BY THE DIVISION
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DISTRICT 1 State of New Mexico Form ¢

PO, Bay 1989, Robbe, NM 80241-1900 Revized February 10
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DlsTRICT 11 State Lease =~ 4
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1000 Rio Brazon Rd.. Aztec, NM 87410 P.0. Box 2088

DISTRICT TV Santa Fe, New Mexico 87504--2088

0O AMENDED RE
P.0. HOY 2068, SANTA FE, N.M D7304-2088

WELL. LOCATION AND ACREAGE DEDICATION PLAT

AP1 Number ) Peal Code Pool Name
SN 83810 RHODES-YATES-7RIVERS
Preperty Cedin Property Name Wel Number
22321 RFU 103
OGRID No. Operator Name Elevation
162683 GRUY PETROLEUM MANAGEMENT CO. | 2984
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Dedicated Acres Joint or lafill Consolidation Code Order Na,
40
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OR A NON-STANDARD UNIT HAS BEEN APPROVED BY THE DIVISION
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PROPUSED CASING AND CEMENTING PROGRAM
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| | |
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State of New Mexico
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OIL. CONSERVATION
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