DOCKET NO. 09-02

DOCKET: COMMISSION HEARING — TUESDAY — MARCH 26. 2002

9:00 A.M. — Porter Hall
1120 So. St. Francis
Santa Fe, New Mexico

The Land Commissioner’s designee for this hearing will be Jami Bailey.

The minutes of the February 15, 2002, Commission hearing will be adopted.

This Commission may conduct a closed executive session during which it will deliberate in connection with an
administrative adjudicatory proceeding pending before the Commission or consult with Commission counsel
under the attorney-client privilege concerning threatened or pending litigation in which the Commission is or may
become a participant.

Final action may be taken in the following cases:

CASE 12605:

CASE 12587:

Application of Sapient Energy Corporation for special pool rules, Lea County, New Mexico.

Amended application of Sapient Energy Corp for an unorthodox well location and (i) two non-
standard 160-acre spacing units, or in the alternative (ii) one non-standard 160-acre spacing and
proration unit, Lea County, New Mexico.

CASE 12459:

CASE 12744:

De Novo — Continued from February 15, 2002, Commission Hearing.

Application of the Oil Conservation Division for an order requiring 1. T. Properties to properly
plug one well, Eddy County, New Mexico. Applicant seeks an order requiring 1. T. Properties to
appear and show cause why one (1) well located in Section 23, Township 19 South, Range 28 East,
should not be plugged and abandoned in accordance with a Division-ap proved plugging program.
Further, should the operator fail to properly plug these wells, the Division seeks an order (1) requiring
operator to properly plug these wells; (ii) authorizing the Division to plug these wells; (iii) ordering a
forfeiture of the plugging bond, and (iv) assessing fines for failure to comply with the order. In The
Absence of Objection, This Case Will be Taken Under Advisement. Upon application of I. T.
Properties, this case will be heard De Novo pursuant to the provisions of Rule 1220.

De Novo — Continued from February 15, 2002, Commission Hearing.

Application of TMBR/Sharp Drilling, Inc. appealing to the Director of the New Mexico Oil
Conservation Division the Hobbs District Supervisor's decision denying approval of twe
applications for permit to drill (" APDs") filed by TMBR/Sharp Inc., Lea County, New Mexico.
Applicant requests that the Director order the District Supervisor to approve TMBR/Sharp's permit to
drill its Blue Fin 25 Well No. 1 to be dedicated to a 320-acre spacing unit consisting of the W/2 of
Section 25, Township 16 South, Range 35 East and TMBR/Sharp's permit to drill its Leavelle 23 Well
No. 1 to be dedicated to a 320-acre spacing unit consisting of the E/2 of Section 23, Township 16 South,
Range 35 East. These wells are located approximately S miles southwest of the center of the City of
Lovington, New Mexico. Upon application of TMBR/Sharp Drilling, Inc., this case will be heard De
Novo pursuant to the provisions of Rule 1220.
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CASE 12731:

CASE 12758:

CASE 12733:

CASE 12739:

De Novo — Continued from February 15, 2002, Commission Hearing.

Application of TMBR/Sharp Drilling, Inc. for an order staying Division approval of two
applications for permit to drill obtained by David H. Arrington Oil & Gas, Inc., Lea County,
New Mexico. Applicant seeks an order staying David H. Arrington Oil & Gas, Inc.’s applications for
permit to drill the Triple Hackle Dragon 25 Well No. 1, W/2 of Section 25, Township 16 South, Range
35 East and the Blue Drake 23 Well No. 1, E/2 of Section 23, Township 16 South, Range 35 East,
pending a final adjudication of ownership. These wells are located approximately 4 miles north of the
center of the City of Lovington, New Mexico. Upon application of TMBR/Sharp Drilling, Inc., this case
will be heard De Novo pursuant to the provisions of Rule 1220.

De Novo

Application of the New Mexico Oil Conservation Division for an Order Requiring Kersey and
Company To Bring One (1) Wellinto Compliance with Rule 201-B, and Assessing Appropriate
Civil Penalties, Lea County, New Mexico. The Applicant seeks an order requiring Kersey and
Company, the operator of one inactive well located in Lea County, New Mexico, to bring said well
into compliance with OCD Rule 201.B by either restoring said well to production or beneficial use,
plugging and abandoning said well or securing Division approval for temporary abandonment thereof.
The affected well is as follows:

WELL NAME AND NUMBER APINO. ULSTR
Hover “1” #001 30-025-00789 A-32-17S8-32E

Upon application of Kersey and Company, this case will be heard De Novo pursuant to the provisions
of Rule 1220.

De Novo

Application of the New Mexico Oil Conservation Division for an Order Requiring General
Minerals Corporation To Bring One (1) Well into Compliance with Rule 201.B and Assessing
Appropriate Civil Penalties, Eddy County, New Mexico.

The Applicant seeks an order requiring General Minerals Corporation, the operator of one inactive
well located in Eddy County, New Mexico, to bring said well into compliance with OCD Rule 201.B
by either resroring said well to production or beneficial use, plugging and abandoning said well or
securing Division approval for temporary abandonment thereof. The affected well is as follows:

Well API No. Twsp. Range Sec. Unit
Federal “CCC’ #1 30-015-25477 168 31E 4 K

Upon application of General Minerals Corporation, this case will be heard De Novo pursuant to the
provisions of Rule 1220.

De Novo
Application of the New Mexico Oil Conservation Division for an Order Requiring Coulthurst

Management & Investments Inc. to Bring Twelve (12) Wells into Compliance with Rule 201.B,
and Assessing Appropriate Civil Penalties, Sandoval County, New Mexico.



Commission Hearing — March 26, 2002
Docket No. 09-02
Page 3 of 3

The Applicant seeks an order requiring Coulthurst Management & Investments Inc., the operator of
twelve inactive wells located in Sandoval County, New Mexico, to bring said wells into compliance
with OCD Rule 201.B by either restoring said wells to production or beneficial use, plugging and
abandoning said wells or securing Division approval for temporary abandonment thereof. The
affected wells are the following:

WELL NAME AND NUMBER API NO. UNIT/SEC/TWSHP/RANGE
Ann #003 30-043-05040 A-33-18N-03W
Ann #005 30-043-07011 A-33-18N-03W
Amn #006 30-043-60003 A-33-18N-03W
Ann #015 30-043-20248 A-33-18N-03W
Darla #001 30-043-20678 H-33-18N-03W
Darla #002 30-043-05035 H-33-18N-03W
Darla #007 30-043-07017 H-33-18N-03W
Darla #016 30-043-20247 H-33-18N-03W
Erin #001 30-043-20861 C-33-18N-03W
Erin #003 30-043-20868 F-33-18N-03W
Erin #004 30-043-20869 F-33-18N-03W
Jenny #001 30-043-20894 0-28-18N-03W

Upon application of Coulthurst Management & Investments Inc., this case will be heard De Novo

pursuant to the provisions of Rule 1220.



MINUTES OF THE HEARING
OF THE OIL CONSERVATION COMMISSION
HELD ON FEBRUARY 15, 2002

The Oil Conservation Commission met at 9 o’clock a.m. on February 15, 2002, in
Porter Hall, 1220 S. St. Francis Dr., Santa Fe, New Mexico.

PRESENT: JAMI BAILEY, Member
ROBERT LEE, Member
LORI WROTENBERY, Chairman

The hearing was called to order by Chairman Wrotenbery. Case 12459, the
application of the Oil Conservation Division for an order requiring I. T. Properties to
properly plug one well, Eddy County, New Mexico, to be heard De Novo upon the
application of I. T. Properties, was called and continued to the Commission hearing
scheduled for March 26, 2002.

The following cases were called: Case 12567, the application of Ocean Energy
Resources, Inc. for compulsory pooling and four non-standard oil and gas spacing and
proration units, Lea County, New Mexico; Case 12535, the application of Ocean
Energy Resources, Inc. for compulsory pooling and four non-standard oil and gas
spacing and proration units, Lea County, New Mexico; Case 12590, the application of
Yates Petroleum Corporation for compulsory pooling and a non-standard gas spacing
and proration unit, Lea County, New Mexico; Case 12569, the amended application
of Yates Petroleum Corporation for compulsory pooling and a non-standard gas
spacing and proration unit, Lea County, New Mexico; Case 12738, the application of
Yates Petroleum Corporation for two non-standard gas spacing and proration units,
Lea County, New Mexico; and Case 12794, the application of Ocean Energy
Resources, Inc. for compulsory pooling and four non-standard oil and gas spacing and
proration units, Lea County, New Mexico. All of these cases were continued to the
Commission hearing scheduled for September 27, 2002.

Case 12744, the application of TMBR/Sharp Drilling, Inc. appealing to the Director
of the New Mexico Oil Conservation Division the Hobbs District Supervisor’s
decision denying approval of two applications for permit to drill (“APDs™) filed by
TMBR/Sharp Inc., Lea County, New Mexico, and Case 12731, the application of
TMBR/Sharp Drilling, Inc. for an order staying Division approval of two applications
for permit to drill obtained by David H. Arrington Oil & Gas, Inc., Lea County, New
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Held on February 15, 2002
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Mexico, both to be heard De Novo upon the application of TMBR/Sharp Drilling,
Inc., were called and continued to the Commission hearing scheduled for March 26,
2002.

The Commission approved and adopted the minutes of the December 4, 2001
Commission hearing.

Steve Ross, General Counsel for the Commission, summarized the proposed Open
Meetings Act Resolution and pointed out minor changes from last year’s resolution.
The resolution was signed and adopted by the Commission for the year 2002 and is
attached to these minutes.

After motion and second to the motion, the Commission voted unanimously to close
the meeting pursuant to NMSA 1978, Section 10-15-1 H, to deliberate on pending
adjudicatory proceedings and to consult with Commission counsel concerning
threatened and pending litigation. The hearing was called back into open session and
Chairman Wrotenbery announced that matters addressed in the motion to close were
the only items discussed during the closed session. Order No. R-11573-B was
entered in Case No. 12601.

The hearing was adjourned at 9:50 a.m.

STATE OF NEW MEXICO
OIL CONSERVATION COMMISSION

LORI WROTENBERY, Chairman



FINAL ACTION TO BE TAKEN

Continued from Februaryv 15, 2002 Commission Hearing

CASE 12605: De Novo

Application of Sapient Energy Corporation for special
pool rules, Lea County, New Mexico. Applicant seeks
the promulgation of special pool rules for the West
Monument-Tubb Gas Pool, which currently comprises
the E/2 of Section 7, Township 20 South, Range 37 East
(located approximately three miles southwest of
Monument, New Mexico), including provisions for 80-
acre spacing and designated well location requirements.
Upon application of Sapient Energy Corporation,
Chevron U.S.A. Production Company and Conoco, Inc.,
this case will be heard De Novo pursuant to the
provisions of Division Rule 1220.



FINAL ACTION TO BE TAKEN

Continued from February 15, 2002 Commission Hearing

CASE 12587: De Novo

Amended application of Sapient Energy Corporation
for an unorthodox well location and (i) two non-
standard 160-acre spacing units, or in the alternative
(ii) one non-standard 160-acre spacing and proration
unit, Lea County, New Mexico. Applicant seeks
approval of an unorthodox gas well location for its
Bertha J. Barber Well No. 12 (“Barber 12 Well”) which
is located at an unorthodox gas well location 330 feet
from the North line and 660 feet from the East line of
Section 7, Township 20 South, Range 37 East, to be
dedicated to a non-standard 160-acre gas proration and
spacing unit consisting of either (i) the E/2 E/2 of this
section, or in the alternative, (ii) the E/2 NE/4 of Section
7 and the W/2 NW/4 of Section 8 for production from
the West Monument-Tubb Gas Pool retroactive to the
date of first production (September 9, 1999). In
addition, should the Division approve a non-standard
160-acre spacing and proration unit consisting of the
E/2 E/2 of Section 7, then the applicant seeks the
approval of a second non-standard 160-acre proration
and spacing unit consisting of the W/2 E/2 of this
section. This unit is located approximately 12 miles
southwest of Hobbs, New Mexico. Upon application of
Sapient Energy Corporation, Chevron U.S.A.
Production Company and Conoco, Inc., this case will be
heard De Novo pursuant to the provisions of Division
Rule 1220.



Ross, Stephen

From: Brooks, David K

Sent: Monday, March 25, 2002 8:30 AM
To: Ross, Stephen

Subject: Case No. 12459; |.T. Properties
Steve:

Attached is official request for yet another continuance of this matter, inasmuch as Mr. Stubblemfield is still not satisfied.

DB

continuance 032502
Itr.doc



March 25, 2002

New Mexico Oil Conservation Commission
Attn: Hon. Lort Wrotenbery, Chair

1220 S. St. Francis Drive

Santa Fe, NM 87505

Re: Case No. 12459; LT. Properties

Ladies and Gentlemen:

The captioned case is set for hearing on March 26, 2002.

As indicated by the attached copy of letter from Mike Stubblefield, it appears that,
although the well that is the subject of this case has been reworked, it is not yet in
compliance with OCD rules in Mr. Stubblefield's view. The operator has been notified

of the District's requirements, and will presumably proceed to comply.

Accordingly, I request one more continuance of this case to the next Commission docket.

Very truly yours,

David K. Brooks
Assistant General Counsel

ec: Mr. Steven C. Ross, OCC

cc: Mr. Paul R. Owen
Montgomery & Andrews
Box 2307
Santa Fe, NM 87204-2307



CASE 12459: De Novo (Continued from
February 15, 2002 Commission Hearing)

Application of the Oil Conservation Division for
an order requiring 1. T. Properties to properly
plug one well, Eddy County, New Mexico.
Applicant seeks an order requiring I. T.
Properties to appear and show cause why one (1)
well located in Section 23, Township 19 South,
Range 28 East, should not be plugged and
abandoned in accordance with a Division-
approved plugging program. Further, should
the operator fail to properly plug this well, the
Division seeks an order (i) requiring operator to
properly plug this well; (ii) authorizing the
Division to plug this well; (iii) ordering a
forfeiture of the plugging bond; and (iv)
assessing fines for failure to comply with the
order. In the Absence of Objection, This Case
Will Be Taken Under Advisement. Upon
application of 1. T. Properties, this case will be
heard De Novo pursuant to the provisions of
Rule 1220.

CONTINUED TO APRIL 26, 2002 /



NEW MEXICO ENERGY, MINERALS and
NATURAL RESOURCES DEPARTMENT

GARY E. JOHNSON Lori Wrotenbery
Governor Director
Betty Rivera March 25, 2002 0Oil Conservation Division

Cabinet Secretary

New Mexico Oil Conservation Commission
Attn:  Hon. Lori Wrotenbery, Chair

1220 S. St. Francis Drive

Santa Fe, NM 87505

Re: Case No. 12459; L. T. Properties

Ladies and Gentlemen:

The captioned case is set for hearing on March 26, 2002.

As indicated by the attached copy of letter from Mike Stubblefield, it appears that,
although the well that 1s the subject of this case has been reworked, it is not yet in
compliance with OCD rules in Mr. Stubblefield's view. The operator has been notified

of the District's requirements, and will presumably proceed to comply.

Accordingly, I request one more continuance of this case to the next Commission docket.

Very truly yours,

Dand K. pter

David K. Brooks
Assistant General Counsel

ec: Mr. Steven C. Ross, OCC

cc: Mr. Paul R. Owen
Montgomery & Andrews
Box 2307
Santa Fe, NM 87204-2307

Oil Conservation Division * 1220 South St. Francis Drive * Santa Fe, New Mexico 87505
Phone: (£05) 476-3440 * Fax (505) 476-3462 * http://www.emnrd.state.nm.us




NEW _IEXICO ENERGY, M..NERALS and
NATURAL RESOURCES DEPARTMENT

SARY E. JOHNSON Lori Wrotenbery
Governor Director
Betty Rivera Oil Conservation Division
Cabinet Secretary

7001 1940 0001 997k 2450

3/11/2002

LT. PROPERTIES

3502 YACHCLUB CT.
ATT: WENDELL CHEN
ARLINGTON, TX 76106

RE: 30-015-21638 F-23-19s-28¢e DHY STATE #1

DEAR MR. WENDELL CHEN,

N.C.D. HAS WITNESSED AND APPROVED THE M.L.T. RAN 3/7/2002 ON THE DHY ST. #1
..5" CASING STRING . THE TESTED SECTION OF THE 5.5” CASING WAS FROM A PACKER SET

AT 4050’ TO SURFACE.

THIS DOES NOT COMPLETE REQUIREMENTS AS PER RULE R-203.C.SECTION {A} .

A RETRIEVABLE BRIDGE PLUG OR PACKER WILL BE RUN TO WITH-IN ONE HUNDRED {100}

FEET OF UPPERMOST PERFORATIONS OR PRODUCTION CASING SHOE AND THE CASING LOADED
WITH INERT FLUID AND PRESSURE TESTED TO 500# FOR SQUARE INCH WITH A PRESSURE DROP

NOT GREATER THAN 10% FOR THIRTY {30} MINUTES.
INCLOSED WITH-IN THIS LETTER. IS A COPY OF THE WITNESSED MIT TEST CHART FOR YOUR FILE.

PLEASE TAKE ACTIONS TO BRING THE DHY STATE #1 INTO COMPLIANCE WITH RULE R-203.C.
SECTION {A} AND R-ORDER 5184 WITH-IN THIRTY DAYS FROM THE DATE OF THIS LETTER.

SINCERELY,

nm‘s@

MIKE STUBBLEFIELD ENVIR. ENG. SPEC.

CC: PAUL R. OWEN, ESQ.
DAVID BROOKS

0il Conservation Division * 1301 W Grand * Artesia, New Mexico 88210
Phone: (505) 748-1283 * Fax (505) 748-9720 * http:/www.emnrd.state. nm.us




NEW MEXICO ENERGY, MINERALS and
NATURAL RESOURCES DEPARTMENT

GARY E. JOHNSON Lori Wrotenbery
Governor Director
Betty Rivera February 14, 2002 Oil Conservation Division

Acting Cabinet Secretary

New Mexico Oil Conservation Commission
Attn:  Hon. Lori Wrotenbery, Chair

1220 S. St. Francis Drive

Santa Fe, NM 87505

Re: Case No. 12459; 1.T. Properties

Ladies and Gentlemen:

The captioned case is set for hearing on February 15, 2002.

As indicated by the attached copy of email from Mike Stubblefield, as well as telephone
contacts from Respondent's attorney, it appears that the well that is the subject of this
case has been restored to production. However, paperwork to confirm this was not

complete as of January 15, and I am unable to ascertain whether or not it is now
complete.

Accordingly, I request one more continuance of this case to the next Commission docket.

Very truly yours,

Dinwid K. Bogrt

David K. Brooks
Assistant General Counsel

ec: Mr. Steven C. Ross, OCC

cc: Mr. Paul R. Owen
Montgomery & Andrews
Box 2307
Santa Fe, NM 87204-2307

0il Conservation Division * 1220 South St. Francis Drive * Santa Fe, New Mexico 87505
Phone: (505) 476-3440 * Fax (505) 476-3462 * http://www.emnrd.state.nm.us




Brooks, David K

From: Stubblefield, Mike

Sent: Tuesday, January 15, 2002 3:22 PM

To: Brooks, David K

Cc: Gum, Tim

Subject: PHONE CONVERSATION WITH WENDELL CHEN 1/15/2002
DAVID,

| SPOKE WITH MR. WENDELL CHEN OWNER OF 1.T. PROPERTIES TODAY.

MR. CHEN INFORMED ME HE HAD RIGGED UP ON THE DHY STATE #1

IN NOVEMBER 2001 AND HAD REPAIRED THE 5.5" CASING IN THE WELL

USING A CASING PATCH. HE SAID THE 5.5" CASING WAS NOW HOLDING

POSITIVE PRESSURE.

| REQUESTED FOR MR. CHEN TO SEND A C-103 FORM TO O.C.D.

REPORTING REPAIR ACTIONS TAKEN ON THE DHY STATE #1 IN NOVEMBER.

| INFORMED MR. CHEN THE 5.5" CASING WQOULD HAVE TQ PASS A

CASING INTEGRITY TEST AND THE DHY ST. #1 BE PLACED BACK TO PRODUCTION
STATUS BEFORE ORDER NO. R-11520 COULD BE DISMISSED.

MIKE S.
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MONTGOMERY & ANDREWS

PROFESSIONAL ASSOCIATION
ATTORNEYS AND COUNSELORS AT LAW

Post Office 80ox 2307
Bgul R. ?OY.NSOEI 9 Sents Fs, New Shgasxn:o 873:14'-’2"
D B oo oy 2058 : Telaphone (508) 982.3873

Fax (605) 982-4289
www._montand.com

November 5, 2001
VIA FACSIMILE
David Brooks, Esq.
New Mexico Departinent of Energy,
Minerals, and Natural Resources

Qil Conservation Division
1220 S. Saint Francis Drive
Santa Fe, New Mexico 87505

Re:  New Mexico Oil Conservation Division Order No. R-11520; In the Matter of
the Hearing Called by the New Mexico 0il Conservation Division on its Own
Motion for an Order (I) Requiring 1.T. Properties to Properly Plug and
Abandon a Certain Well in Eddy County, New Mexico; or (1I) Authorizing the
Division to Plug and Abandon this Well, and Ordering a Forfeiture of any
Plugging Bond Covering this Well.

Dear Mr. Brooks:

This case is scheduled once again to be heard by the Commission. It is scheduled for this
Tuesday’s docket, in response to our latest request for a continuance which I submitted on October
11, 2001.

We received your letter of October 29, 2001, indicating that Mr. Stubblefield of the Artesia office
will require thar additional reporting forms be filed by I.T. Properties, before the Division could
agree that the case could be dismissed.

On Thursday, November 1, 2001, my client sent by federal express a C-101 to the Artesia office,
seeking approval to plug the Morrow formation in the subject well and return the well to
production from the Bone Springs formation. As soon as that plan is approved, my clieat will
move another rig onto the well and complete the indicated work.

Please let me know if my client’s submission of the C-101, as well as its frequent communications
with Mr. Stubbleficld’s office and significant recent work on the well, are sufficient to warrant
dismissal of this case. Alternatively, we request a continuance of this case for two months, to the
January Commission docket. I understand that the date for that docket has not yet been set.



_ MUYTUYTCUUL 1UIY L114UD HIT TIUNIGUMERY ANDKEWS FAX NO. 9862589 P. 03

David Brooks, Esg.
November 5, 2001
Page 2

I look forward to confirmation that this case has been either dismissed or continued.

Very truly yours,
gaul R. Owen
cc:  Mr. Wendell Chen (via facsimile)

Ms. Florene Davidson (via facsimile)
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MONTGOMERY & ANDREWS -~ "'~

Lol Wi

PROFESSIONAL ASSOCIATION A
ATTORNEYS AND COUNSELORS ATLAW (1! RHIG 25 [ 12: Ch
Post Office Box 2307
Paui R. Owen Santa Fe, New Mexico 87504-2307
Direct Dial: (505) 986-2538 325 Paseo de Peraita
powen@montand.com Teiephone (505) 982-3873

Fax (505) 982-4289
www.montand.com

August 22, 2001
VIA FACSIMILE

David Brooks, Esq.

New Mexico Department of Energy,
Minerals, and Natural Resources
0il Conservation Division

1220 S. Saint Francis Drive

Santa Fe, New Mexico 87505

Re:  New Mexico Oil Conservation Division Order No. R-11520; In the Matter of
the Hearing Called by the New Mexico Oil Conservation Division on its Own
Motion for an Order (I) Requiring 1.T. Properties to Properly Plug and
Abandon a Certain Well in Eddy County, New Mexico; or (II) Authorizing the
Division to Plug and Abandon this Well, and Ordering a Forfeiture of any
Plugging Bond Covering this Well.

Dear Mr. Brooks:

In the last few days you and I have traded voice mail messages regarding a continuance of the
hearing in the above-captioned case. This afternoon I spoke with Florene Davidson regarding that
continuance.

This letter is confirming that the Division is continuing the hearing in this matter from this Friday,
August 24, 2001, until the regularly-scheduled Commission hearing to be heid on Friday, October
12, 2001.

Please let me know if you have any questions.

Very truly yours,

Paul R. Owen

cc: Mr. Wendell Chen (via facsimile)
Mr. Tim Gum (via facsimile)
Ms. Florene Davidson (via facsimile)



NEW MEXICO ENERGY, MINERALS and
NATURAL RESOURCES DEPARTMENT

GARY E. JOHNSON

Governor
Jennifer A. Salisbury
Cabinet Secretary

May 29, 2001

VIA FACSIMILE AND FIRST CLASS MAIL

Paul R. Owen, Esq.
Montgomery & Andrews, P.A.
P.O. Box 2307

Santa Fe, NM 87504-2307

RE: In the Matter of the Hearing Called by the New Mexico Oil Conservation
Division on its Own Motion for an Order (I) Requiring LT. Properties to
Properly Plug and Abandon a Certain Well in Eddy County, New Mexico; or
(II) Authorizing the Division to Plug and Abandon this Well, and Ordering a
Forfeiture of any Plugging Bond Covering this Well.

New Mexico Oil Conservation Division Order No. R-11520

Dear Mr. Owen:

It has come to my attention that in my letter dated May 22, 2001, I said that the next hearing of the
O1l Conservation Commission would be June 29, which is incorrect. The next hearing will be held
June 22. T apologize for any inconvenience or confusion my error may have caused.

Very truly yours,

(At Ve Do

Kurt J. Van Deren

Assistant General Counsel

New Mexico Energy, Minerals & Natural
Resources Department

cc: Ms. Loni Wrotenbery
Stephen C. Ross, Esq.

Office of the Secretary * 1220 South St. Francis Drive * Sania Fe. New Mexico 87505
Phone: (505) 476-3200 * Fax (503) 476-3220 * hup:/www . cmnrd.state.nm.us



NEW MEXICO ENERGY, MINERALS and
NATURAL RESOURCES DEPARTMENT

GARY E. JOHNSON

Governor

Jennifer A. Salisbury
Cabinet Secretary

May 22, 2001
VIA FACSIMILE AND FIRST CLASS MAIL

Paul R. Owen, Esq.
Montgomery & Andrews, P.A.
P.O. Box 2307

Santa Fe, NM 87504-2307

RE: In the Matter of the Hearing Called by the New Mexico Oil Conservation
Division on its Own Motion for an Order (I) Requiring LT. Properties to
Properly Plug and Abandon a Certain Well in Eddy County, New Mexico; or
(II) Authorizing the Division to Plug and Abandon this Well, and Ordering a
Forfeiture of any Plugging Bond Covering this Well.

New Mexico Oil Conservation Division Order No. R-11520

Dear Mr. Owen:

This morning, Mike Stubblefield faxed me a copy of the letter dated May 21, 2001, and the
Subsequent Report of Remedial Work he received from Mr. Chen, regarding work on the well
owned by LT. Properties. After reviewing the letter and report, and after discussing them with Mr,
Stubblefield, I write on behalf of the Oil Conservation Division (“OCD”) to say that Mr. Chen’s
proposal to continue the matter from the Oil Conservation Commission’s May 25t hearing until its
June 29" hearing is acceptable to OCD. This will give L.T. Properties the time it needs to obtain
financial approval from its partners—Yates Petroleum, Yates Drilling, Abo, Myco, and Devon

Energy. Please have Mr. Chen inform Mr. Stubblefield and his supervisor, Tim Gum, as soon as
he has received the necessary financial approval.

Mr. Stubblefield also informs me that, indeed, L.T. Properties may have to wait for a rig to become
available to perform the necessary work once it receives financial approval from its partners.
Please have Mr. Chen keep Mr. Stubblefield and Mr. Gum informed of his progress in securing a
rig to perform the work.

OCD 1s pleased that I.T. Properties is taking steps to repair the problems with the subject well; that
is the reason OCD is willing to grant the continuance. If, however, 1 T. Properties ceases to take
the necessary steps to repair its well, OCD is still prepared to proceed o a hearing to seek an order

Office of the Secretary * 1220 South St. Francis Drive * Santa Fe. New Mexico 87505
Phone: (505) 476-3200 > Fax (303) 476-3220 * hitp//vwww.cmurd . state . us




Paul R. Owen, Esq.
May 22, 2001
Page 2 of 2

from the Oil Conservation Commission directing that the well be plugged and the bond be
forfeited.

Thank you for your cooperation in this matter.

Very truly yours,
et Ve Do

Kurt J. Van Deren
Assistant General Counsel

cc: Stephen C. Ross, Esq.
Ms. Lori Wrotenbery
Mr. Tim Gum (via facsimile)
Mr. Mike Stubblefield (via facsimile)



NEW MEXICO ENERGY, MINERALS and
NATURAL RESOURCES DEPARTMENT

SARY E. JOHNSON : Lori Wrotenbery

Gavernor Director
Jennifer A. Salisbury Qil Conservation Division
Cabinet Secretary

April 26, 2001
Via Facsimile and First Class Mail

Paul R. Owen

Montgomery & Andrews PA

P.O. Box 2307

Santa Fe, New Mexico 87504-2307

Re: CASE 12459: De Novo — Continued from March 30, 2001, Commission Hearing,.
Application of the Qil Conservation Division for an order requiring I. T. Properties to
properly plug one well, Eddy County, New Mexico. Applicant seeks an order requiring I.
T. Properties to appear and show cause why one (1) well located in Section 23, Township
19 South, Range 28 East, should not be plugged and abandoned in accordance with a
Division-approved plugging program. Further, should the operator fail to properly plug
these wells, the Division seeks an order (i) requiring operator to properly plug these
wells; (i) authorizing the Division to plug these wells; (iii) ordering a forfeiture of the
plugging bond, and (iv) assessing fines for failure to comply with the order.

Dear Mr. Owen,

I am in possession of your letter of this date addressed to the Oil Conservation Commission
requesting that the hearing in this matter be continued to the next regularly scheduled hearing of
the Commission. Knowing that you and Mr. Van Deren are attempting to come to agreement
concerning the Division's application referenced above, Ms. Wrotenbery is inclined to
recommend that the matter be continued as you propose. If agreement is reached concerning the
Division's application, I would appreciate being apprised of same and being furnished with a
written request to dismiss the application for de novo review.

Thanks you for your continued attention to this matter.
Sincerely,

Stephen C. Ross

Assistant General Counsel

Cc: Kurt Van Deren, Esq.
Commission Secretary

Oil Conservation Division * 1220 South St. Francis Drive * Santa Fe, New Mexico 87505
Phone: (505) 476-3440 * Fax (505) 476-3462 * hup://www emurd state.nm.us
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MONTGOMERY & ANDREWS

PROFES$IONAL ASSOCIATION
ATTORNEYS AND COUNSELORS AT LAW

i : Post Office Box 2307
Paul R. Owen : Santa Fe, Naw Mexico 87504-2307

Direct Dial: (508) 986-2538 i 325 Paseo da Paralta
pclarwen@:norgund’.com . Telephone (505) 982-3873

Fax {505) 982-4289
www,.montand.com

April 26, 2001
VIA DELIVERY

Lori Wrotenbery, Director

Qil Conservation Commission

New Mexico Department of Energy,
Minerals and Natural Resources

1220 South St. Francis Dr.

Santa Fe, New Mexico 87505

Re:  New Mexico Oil Conservation Division Order No. R-11520;
New Mexico Oil Conservation Case No. 12459;
In the Matser of the Hearing Called by the New Mexico Oil Conservation Division
on its Own Motion for an Order (I) Requiring I.T. Properties to Properly Plug
and Abandon a Certain Well in Eddy County, New Mexico; or (II) Authorizing
the Division to Plug and Abandon this Well, and Ordering a Forfeiture of any
Plugging Bond Covering this Well.

Dear Ms. Wrotenbery:

1.T. Properties, appellant in the above-referenced case, hereby requests that the hearing in this
matter, currenty scheduled for Friday, April, 27, 2001, be continued until the next
regularly-scheduled hearing of the New Mexico Oil Conservation Commission, on May 25, 2001.

Very truly yours,

* paul R, Owen ;

Enclosures

cc:  Mr. K. Wendall Chen
Steven Ross, Esq.
Kurt J. Van Deran, Esq.
Mr. Tim Gum
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IN THE MATTER OF THE HEARING CALLED BY THE

NEW MEXICO OIL CONSERVATION DIVISION (“DIVISION”)
THROUGH THE SUPERVISOR OF DIVISION DISTRICT II IN
ARTESIA, NEW MEXICO, ON ITS OWN MOTION FOR AN
ORDER (I) REQUIRING LT. PROPERTIES TO PROPERLY
PLUG AND ABANDON A CERTAIN WELL IN EDDY
COUNTY, NEW MEXICO; OR (II) AUTHORIZING THE
DIVISION TO PLUG AND ABANDON THIS WELL, AND
ORDERING A FORFEITURE OF ANY PLUGGING BOND
COVERING THIS WELL.

CASE 12459
ORDER NO. R-11520

PREHEARING STATEMENT

This Prehearing Statement is submitted by the Oil Conservation Division (“the

Division”) pursuant to the rules of the Qil Conservation Commission.

PARTIES
Applicant Attorney
New Mexico Energy, Minerals and Kurt J. Van Deren
Natural Resources Department Assistant General Counsel
Oil Conservation Division New Mexico Energy, Minerals and
Natural Resources Department
1220 S. Saint Francis Drive
Santa Fe, NM 87505
(505) 476-3213
Respondent Attorney
I.T. Properties Paul R. Owen, Esq.
Attention: K. Wendell Chen, Ph.D. Montgomery & Andrews, P.A.
3502 Yacht Club Court P.O. Box 2307
Suite 100 Santa Fe, NM 87504-2307
Arlington, TX 76016 (505) 982-3873

(817) 572-3915



STATEMENT OF THE CASE

The well at issue was originally drilled in 1975. 1T. Properties took over
operation of the well in 1991. In October 1996, a Packer Leakage Test was performed on
the well. That test revealed that the well was leaking in several places. The Division
made repeated efforts to encourage I.T. Properties to repair the well, all to no avail.
Because all such efforts were unsuccessful, the Division uitimately applied for an order
that the well be plugged and the plugging bond be forfeited in order to prevent waste, to
protect correlative rights, and to protect public health and the environment. That order—
Order No. R-11520—was entered on January 31, 2001, after a hearing on the matter,

which was held on January 24. It is from that order that I.T. Properties appeals.

PROPOSED EVIDENCE

The Division will present the following evidence:

Witnesses Estimated Time Exhibits

Mike Stubblefield 30 minutes 3 (with several

District II Field Representative subparts each)
PROCEDURAL MATTERS

None.

Respectfully submitted,

o o O

Kurt J. Van Deren
Attorney for Applicant
Qil Conservation Division




CERTIFICATE OF SERVICE

I hereby certify that a true and correct copy of this Prehearing Statement was
hand-delivered to the following this 26™ day of April, 2001

Stephen C. Ross, Esq.

Oil Conservation Commission
1220 S. Saint Francis Drive
Santa Fe, NM 87505

Paul R. Owen, Esq.
Montgomery & Andrews, P A.
325 Paseo de Peralta

Santa Fe, NM 87501

L Vo B

Kurt J. Van Deren




STATE OF NEW MEXICO

DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES
OIL CONSERVATION COMMISSION

IN THE MATTER OF THE HEARING CALLED BY THE
NEW MEXICO OIL CONSERVATION DIVISION
(“DIVISION”) THROUGH THE SUPERVISOR OF DIVISION
DISTRICT II IN ARTESIA, NEW MEXICO, ON ITS OWN
MOTION FOR AN ORDER (I) REQUIRING L.T.
PROPERTIES TO PROPERLY PLUG AND ABANDON A
CERTAIN WELL IN EDDY COUNTY, NEW MEXICO; OR

RAEAL 2 udd 3

(II) AUTHORIZING THE DIVISION TO PLUG AND
ABANDON THIS WELL, AND ORDERING A FORFEITURE
OF ANY PLUGGING BOND COVERING THIS WELL.

CASE 12459
ORDER NO. R-11520

AMENDED PRE-HEARING STATEMENT

This Amended Prehearing Statement is submitted by Montgomery & Andrews, P.A. as
required by the Oil Conservation Commission. A Pre-Hearing Statement stating the incorrect

name of the Respondent, 1.T. Properties, was filed with the Commission on April 24, 2001.

APPEARANCES OF PARTIES
APPLICANT ATTORNEY
RESPONDENT ATTORNEY

I.T. Properties

Attention: K. Wendall Chen, Ph.D
3502 Yacht Club Court
Suite 100

Arlington, Texas 76016
(817) 572-3915

OPPOSITION OR OTHER PARTY

Paul R. Owen, Esq.

Montgomery & Andrews, P.A.
Post Office Box 2307

Santa Fe, New Mexico 87504-2307
Santa Fe, New Mexico 87504
(505) 982-3873

ATTORNEY

)
t\\‘\

1

S0

Y



STATEMENT OF CASE
RESPONDENT

I. T. Properties appeals Order No. R-11520 from the New Mexico Oil Conservation Division
which requires I.T. Properties to properly plug and abandon the DHY State #1 well, Section 23,
Township 19 South, Range 28 East, Eddy County, New Mexico. L.T. Properties requests that
Order No. R-11520 be vacated and that I.T. Properties be permitted to re-work and produce the
well.

PROPOSED EVIDENCE
RESPONDENT
WITNESSES
(Name and expertise) EST. TIME EXHIBITS
K. Wendall Chen, Ph.D. Approx. 30 min. Approx. 9
(Mechanical Engineer
and President of Cornpany)
George Scott Approx. 15 min. Approx. 6
(Petroleum Geologist)
PROCEDURAL MATTERS
None. éﬁ
s rd
/ 7
Paul R. Owen -

Attorney for Respondent I.T. Properties

Pre-hearing Statement, NMOCC Case No. 12459
Page 2



CERTIFICATE OF SERVICE

I hereby certify that on this 24th day of April, 2001, I have caused a copy of our Prehearing
Statement in the above-captioned case to be hand-delivered to the following:

Steven Ross, Esq.

Oil Conservation Commission
1220 South St. Francis Dr.
Santa Fe, New Mexico 87505

and to be sent via facsimile to the following:

Mr. Tim Gum

District Supervisor

New Mexico Oil Conservation Division
811 S. First Street

Artesia, New Mexico 88210

(505) 748-9720 (fax)

/

Paul R. Owen

Pre-hearing Statement, NMOCC Case No. 12459
Page 3



MONTGOMERY & ANDREWS

PROFESSIONAL ASSOCIATION
ATTORNEYS AND COUNSELORS AT LAW

Post Office Box 2307

Paul R. Owen Santa Fe, New Mexico 87504-2307
Direct Dial: (505) 986-2538 325 Paseo de Peraita
powen@montand.com : Telephone (505) 982-3873
Fax (505) 982-4289

www.montand.com
March 28, 2001
VIA HAND DELIVERY

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

2 o

Minerals and Natural Resources = :::
1220 South St. Francis Dr. ~ =
Santa Fe, New Mexico 87505 @ :-5
Re:  New Mexico Oil Conservation Division Order No. R-11520; i <

New Mexico Oil Conservation Case No. 12459; = <

In the Matter of the Hearing Called by the New Mexico Oil Conservation D?nswn
on its Own Motion for an Order (I) Requiring 1.T. Properties to Properly Plug
and Abandon a Certain Well in Eddy County, New Mexico; or (II) Authorizing

the Division to Plug and Abandon this Well, and Ordering a Forfeiture of any
Plugging Bond Covering this Well.

Dear Ms. Wrotenbery:

I.T. Properties, appellant in the above-referenced case, hereby requests that the hearing in this
matter, currently scheduled for Friday, March 30, 2001, be continued until the next
regularly-scheduled hearing of the New Mexico Oil Conservation Commission, on April 27, 2001

Very truly yours,

7

Paul R. Owen
Enclosures

cc: Mr. K. Wendell Chen
Steven Ross, Esq.
Mr. Tim Gum



STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

CASE NO. 12459
ORDER NO. R-11520

IN THE MATTER OF THE HEARING CALLED BY THE NEW MEXICO OIL
CONSERVATION DIVISION ("DIVISION") THROUGH THE SUPERVISOR OF
DIVISION DISTRICT II IN ARTESIA, NEW MEXICO ON ITS OWN MOTION
FOR AN ORDER: (I) REQUIRING I. T. PROPERTIES TO PROPERLY PLUG
AND ABANDON A CERTAIN WELL IN EDDY COUNTY, NEW MEXICO; OR
(I AUTHORIZING THE DIVISION TO PLUG AND ABANDON THIS WELL,
AND ORDERING A FORFEITURE OF ANY PLUGGING BOND COVERING
THIS WELL.

ORDER OF THE DIVISION

BY THE DIVISION:

This case came on for hearing at 8:15 a.m. on January 11, 2001, at Santa Fe, New
Mexico, before Examiner David R. Catanach.

NOW, on this ; Z%Z day of January, 2001, the Division Director, having
considered the testimony, the record, and the recommendations of the Examiner,

FINDS THAT:

@) Due public notice has been given and the Division has jurisdiction of this
case and its subject matter.

2) L. T. Properties of Arlington, Texas is the current owner and operator of the
DHY State Well No. 1 (API No. 30-015-21638) located 1980 feet from the North and West
lines (Unit F) of Section 23, Township 19 South, Range 28 East, NMPM, Eddy County,
New Mexico.

3) In compliance with Section 70-2-14, NMSA 1978 and Division Rule 101
the operator has posted with the Division a blanket plugging bond in the amount of $
50,000.00 issued by the Gulf Insurance Company of Dallas, Texas, as surety (Bond No. 58-
54-63).

(4)  The purpose of a plugging bond is to assure that an operator will properly
plug and abandon its well or wells when not capable of commercial production or no longer

utilized for some other beneficial purpose.

(5) At this time, the Division seeks an order directing the operator to plug the



Case No. 12459
Order No. R-11520
Page 2

above-described well in accordance with a Division-approved plugging program and, if the
operator fails to do so, authorizing the Division to proceed to plug and abandon this well
and: (i) declare forfeiture of I. T. Properties' plugging bond and order foreclosure; (ii) order
the recovery of any costs of its plugging in excess of the amount of the bond; and (iii)
impose a fine on the operator for failure to comply with this order.

(6)  This matter was styled such that in the absence of objection this case would
be taken under advisement. Representatives of the Division's district office in Artesia
(District IT) and the Division's office in Santa Fe prepared a detailed report and summary
supporting its position that the subject well should be plugged and abandoned.

(7)  The operator did not appear at the hearing.

(8)  This well has not produced hydrocarbons and has been inactive for more
than one year, and no permit for temporary abandonment has been requested by the operator
or approved by the Division.

(9) By virtue of the failure to use the subject well for beneficial purposes or to
have approved temporary abandonment permits, the subject well is presumed to have been
abandoned by I. T. Properties.

(10)  The current condition of this well is such that if action is not taken to
properly plug and abandon the well, waste will probably occur, correlative rights will also
be violated, livestock and wildlife may be subject to harmful contaminants, and fresh waters
may be in danger of contamination.

(11)  In order to prevent waste and to adequately protect correlative rights and the
environment, the above-described well should be plugged and abandoned by I. T. Properties
in accordance with a program approved by the supervisor of the Division's Artesia District
Office on or before March 1, 2001.

(12)  Should I. T. Properties not meet this March 1, 2001 plugging obligation, the
Division Director should then be authorized to take such action as is deemed necessary to
foreclose on the subject plugging bond and recover from the operator the plugging cost
incurred by the Division.

IT IS THEREFORE ORDERED THAT:

() I T. Properties of Arlington, Texas is hereby ordered to plug and abandon
its DHY State Well No. 1 (API Ne. 30-015-21638) located 1980 feet from the North and
West lines (Unit F) of Section 23, Township 19 South, Range 28 East. NMPM, Eddy
County, New Mexico on or before March 1, 2001.



Case No. 12459
Order No. R-11520
Page 3

(2) L T. Properties, prior to plugging and abandoning the above-described well,
shall obtain from the supervisor of the Division's district office in Artesia, New Mexico, an
approved plugging program and shall notify the Artesia District Office of the date and time
this work is to commence whereupon the Division may witness such work.

(3)  Should 1. T. Properties fail or refuse to carry out such provisions in
accordance with the terms of this order, the Division shall then take such actions as are
necessary to have this well properly plugged and abandoned. Further, the Division shall
then be authorized to take such action as is deemed necessary to foreclose on the $
50,000.00 blanket plugging bond issued by Gulf Insurance Company of Dallas, Texas, as
surety (Bond No. 58-54-63), and to recover from the operator any costs in excess of the
amount of this bond to help defray plugging costs incurred by the Division.

(4)  Failure to comply with the provisions of this order shall subject I T.
Properties to a fine of $1,000.00 per day per well until such work is completed (see Section
70-2-31, NMSA 1978).

(5) Jurisdiction of this case is retained for the entry of such further orders as the
Division may deem necessary.

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

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

)

LORI WROTENBERY
Director
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OIL CONSERVATION DIVISION

APPLICATION OF THE NEW MEXICO OIL CONSERVATION DIVISION
THROUGH THE SUPERVISOR OF DISTRICT II FOR AN ORDER REQUIRING

L. T. PROPERTIES TO PROPERLY PLUG ONE WELL IN EDDY COUNTY, NEW
MEXICO, AUTHORIZING THE DIVISION TO PLUG SAID WELLS, AND ORDERING
A FORFEITURE OF THE PLUGGING BOND, IF ANY.

CASENO. [R457

APPLICATION FOR PLUGGING AND FORFEITURE OF BOND

1. L T. Properties (“Operator”) is the operator of the following well:

DHY St. No. 1 located 1980' FNL and 1980' FWL in Section 23, Township 19, Range
28 East (Unit F) in Eddy County, New Mexico

2. Operator has posted a surety bond in the amount of $50,000.00 for said well in
compliance with NMSA 1978, § 70-2-14 and Rule 101 of the Rules of the Oil Conservation
Division ("Division"), which bond is conditioned upon compliance with the statutes of the State
of New Mexico and the Rules of the Division with respect to the proper plugging and
abandonment of the well operated by Operator. Gulf Insurance Company is the surety .

3. The subject well has not produced hydrocarbon or carbon dioxide substance or has
otherwise been inactive for more than one year or is no longer usable for beneficial purposes
and no permit for temporary abandonment has been requested by the Operator or approved by
the Division.

4. By virtue of the failure to use the well for beneficial purposes or to have approved
a current temporary abandonment permit, the well is presumed to have been abandoned

and is required to be plugged.



5. By authority of NMSA 1978, § 70-2-14 the Rules of the Division require wells that are
inactive for more than one year or are no longer usable for beneficial purposes to be properly
plugged.

6. Demand has been made or attempted to be made upon the Operator either to place the
subject well to beneficial use, obtain approval for temporary abandonment or properly plug and
abandon the same, and the Operator has failed to do so.

WHEREFORE, the Supervisor of District IT of the Oil Conservation Division applies to
the Director to enter an order:

A. Determining whether the well should be plugged in accordance with a
Division-approved plugging program.

B. Upon a determination that the well should be plugged, directing Operator to
plug the well.

C. Further ordering that if Operator fails to plug and abandon the well as ordered by the
Director, that the Division be authorized: 1. to plug the well; ii. to declare forfeit on the bond, if
any, and to take such action to foreclose on the bond; and iii. to recover from the Operator any
costs of plugging the well in excess of the amount of the bond, if any.

D. For such other and further relief as the Division deems just and proper,
including the assessment of fines.

RESPECTFULLY SUBMITTED,

/7

Marilyn S. Hebert, Attormey

New Mexico Oil Conservation Division
2040 South Pacheco

Santa Fe, NM 87505

(505) 827-8156



CASE 12744: De Novo (Continued from February 15,
2002 Commission Hearing)

Application of TMBR/Sharp Drilling, Inc. appealing to
the Director of the New Mexico Qil Conservation
Division the Hobbs District Supervisor’s decision
denying approval of two applications for permit to drill
(“APDs”) filed by TMBR/Sharp Inc., Lea County, New
Mexico. Applicant requests that the Director order the
District Supervisor to approve TMBR/Sharp’s permit
to drill its Blue Fin 25 Well No. 1 to be dedicated to a
320-acre spacing unit consisting of the W/2 of Section
25, Township 16 South, Range 35 East and
TMBR/Sharp’s permit to drill its Leavelle 23 Well No. 1
to be dedicated to a 320-acre spacing unit consisting of
the E/2 of Section 23, Township 16 South, Range 35
East. These wells are located approximately 5 miles
southwest of the center of the City of Lovington, New
Mexico. Upon application of TMBR/Sharp Drilling,
Inc., this case will be heard De Novo pursuant to the
provisions of Rule 1220.
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STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION COMMISSION

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

APPLICATION OF TMBR/SHARP DRILLING
INC. POR AN ORDER STAYING DAVID H.
ARRINGTON OIL & GAS, INC. FROM

COMMENCING OQOPRRATIONS, LEA COUNTY,
NEW MEXICO. Case No. 12,731 (de novv)

APPLICATION OF TMBR/SHARP. DRILLING

INC. APPEALING THE EOBBS DISTRICT

SUPERVISOR'S DECISION DENYING APPROVAL

OF TWO APPLICATIONS PFOR PERMIT TO

DRILL FILED BY TMBR/SHARP DRILLING,

INC., LEA COUNTY, NEW MBXICO. Case No. 12,744 (de novo)

Oxrder No. R~-11700-A

ENTRY OF APPEARANCE

James Bruce enters his appearance in the above cases on behalf
of Ocean Energy, Inc.

sppectfully submitted,

=

ames Bruce
ogt Office Box 1056

anta Fe, New Mexico 87504
(505) 982~2043

Attoxney for Ocean Energy, Inc.



CERTIFICATE OF SERVICE

: I hereby certify that a copy of the foregoing Entry gf
Appearance was served upon the following counsel of record via
facgimile transmission this jkszggmday of Maxch, 2002:

Stephen C. Ross

0il Conservation Commission

1220 South St. Francis Drive
Santa Fe, New Mexico 87505

Fax No. (505) 476-3220

W. THomas Kellahin
‘Kellahin & Kellahin

Post Office Box 2265

Santa Fe, New Mexico 87504
Fax No. (505) 982-2047

Ernest L. Carroll
Losee, Carson, Haas & Carroll, P.A.
P.o. Box 1720

Artesia, New Mexico 88211

Fax No. (505) 746*63%@

(bames Bruce ™




Kxumm AND KELLAHIN
‘ ATTORNEYS AT LAW
Fu PATIO BUiLDING

W. THOMAS KELLAHINY - - 117 NORTH GUADALUPE . TELERHONE (BOS! 902-4285
"NEW MEXICO BOAND 0F LEAAL BrECIAlIZANON . " Po#r OFFiex Box 2266 TELEFAX (SOS] $02-2047
RECOGNIZED SFECIALAT IN . THE AREA OF -
NATURAL RESOURCES-OIL AND 3AS LAW m'u FB, NEW MEXICO 878042360
| JABON KELLAMIN (RETIRGS 1981 . L
.. March 25, 2002
VIA FACSIMILE

Ms. Lori Wroténbery, Chair

il Conservation Corpfission

1220 South Saint Fram Drive

Santn Fe, Ncw Me:ucd 87505

Re: Revision to Re-Hem Sfaﬁmnt
~ Order No. R-11700 .
-NMOCD Case. 12731 :
Application of TMBR/Sharp Drilling, Inc.
Joran orderstcyhebavld H. Aningzou
Oil & Ges, Inc. M commencing

operadons, S , New Mexico.
NMOCD Case 13744
Application. of TMBR/Sharp Drilling, Inc.

" appealing the Hdﬂr -District Supervisor’s
. decision dmylutmmml of two applications
for permit fo- drilt: ﬂed by TMBR/Sharp
Dn'amg, Inc., Ld County New Mexwo

Dear Ms Wrotznbery*

On behalf of T’MBR/Sharp Drilling, Inc., please find enclosed our

revision to page 9 of"ﬂm Pre-Hemng Statement originally filed on March
18 2002. :

N Eamest Carrolt, Esq :
Attomertm‘ Arrington
cc: 'I'MBR/Sharp R
RmkMontgome#y ;Ksq.




CASE 12731 and 12744 (DéNovo)
TMBR/Sharp Drilling Inc 3 Pne-Hcanng Statement

- _Page 9.
WITNESSES
WITNESSES [ EST. TIME EXHIBITS
. Mark Neatburg | |
. Jeffrey D. Phillips- ‘y
' PROCEDURAL MATTERS
| KELLAHIN AND KELLAHIN

[P O

W. Thopsas Kellahin
P.O. Box 2265

Santa Fe, New Mexico 87504
(505) 982-4285




STATE OF NEW MEXICO

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION COMMISSION

IN THE MATTER OF THE APPLICATION OF
TMBR/SHARP DRILLING, INC. FOR AN ORDER
STAYING DIVISION APPROVAL OF TWO
APPLICATIONS FOR PERMITS TO DRILL
BY DAVID H. ARRINGTON OIL & GAS, INC. :
: CASE NO. 12731

LEA COUNTY, NEW MEXICO

IN THE MATTER OF THE APPLICATION OF
TMBR/SHARP DRILLING, INC. APPEALING
THE HOBBS DISTRICT SUPERVISIOR’S
DECISION DENYING APPROVAL OF TWO
APPLICATIONS FOR PERMITS TO DRILL FILED :
BY TMBR/SHARP DRILLING, INC. :
: CASE NO. 12744

LEA COUNTY, NEW MEXICO

PREHEARING STATEMENT

This prehearing statement is submitted by DAVID H. ARRINGTON OIL & GAS,

INC. as required by the Oil Conservation Commission.

APPEARANCES OF PARTIES
APPLICANT
TMBR/Sharp Drilling, Inc. W. Thomas Kellahin
Kellahin and Kellahin
P.O. Box 2265
Santa Fe, NM 87504
(505) 982-4285
OPPOSITION
David H. Arrington Oil & Gas, Inc. Ernest L. Carroll
Losee, Carson, Haas & Carroll

P.O. Box 1720
Artesia, NM 88211-1720

(505) 746-3505
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STATEMENT OF THE CASE

This matter has come before the Commission on TMBR/Sharp Drilling Inc.’s
(TMBR/Sharp”) Request for a De Novo Hearing before the New Mexico Oil
Conservation Commission filed on January 7, 2002, which requested that the
Commission review New Mexico Oil Conservation Division Cases 12731 and 12744
and Division Order R-11700.

The issue with respect to Cases 12731 and 12744 and Division Order R-11700 as
alleged by TMBR/Sharp is which of the two contending parties is entitied to approved
APDs for two spacing units where there is a dispute as to the rightful owner of the
underlying oil and gas leasehold. The dispute as to the rightful owner of the
underlying oil and gas leasehold is a matter which is the subject of pending litigation in
the Fifth Judicial District Court, Lea County, New Mexico. Division Order R-11700
concluded that it had no jurisdiction to determine the validity of any title to and oil or
gas lease, or whether an oil and gas lease was valid or continued in force and effect
and that the exclusive jurisdiction of such matters resided in the courts of the State of
New Mexico. Division Order R-11700 further concluded that since Arrington’s APDs
were filed at a time when no conflicting APDs had been filed, that the APDs
conformed to applicable OCD Rules, and that Arrington had demonstrated at least a
colorable claim of title conferring the right to drill the proposed wells, the Division
denied TMBR/Sharp’s Application appealing the denial of the TMBR/Sharp APDs

(Case No. 12744) and denied TMBR/Sharp’s Application for an order staying approval



of the Arrington APDs until final conclusion of the TMBR/Sharp lawsuit (Case No.
12731).

With respect to Case No. 12731, there is no final conclusion.

With respect to Case No. 12744, the APDs at issue are for the Triple-Hackle Dragon
“25" Well No. 1 to be located in the W/2 of Section 25, Township 16 South, Range 35
East, Lea County, New Mexico and the Blue Drake “23" Well No. 1 to be located in
the E/2 of Section 23, Township 16 South, Range 35 East, Lea County, New Mexico.
At the time Arrington submitted its APDs, Arrington believed that it owned a right to
drill the proposed wells. Arrington’s belief that it owned a right to drill the proposed
wells is still an issue before the Fifth Judicial District Court.

Presently Arrington has an undivided 15% of the operating rights in the proration unit
designated for the Triple Hackle Dragon “25" No. 1 Well, pursuant to certain farmout
agreements with Ocean Energy. The leases, with respect to the farmout agreements
with Ocean Energy, are not at issue herein. Arrington’s acquisition of these operating
rights give Arrington an independent right to seek a permit to drill a well and to be the
operator of such well which does not rely upon the disputed ownership of the Stokes
and Hamilton leases which is before the Fifth Judicial District Court.

Arrington has advised TMBR/Sharp of its agreement to release the APD for the Blue
Drake “23" Well No. 1 to allow TMBR/Sharp to drill the Leavelle “23" Well No. 1.
To date TMBR/Sharp has not responded to Arrington’s offer to release the APD.
There is presently scheduled before the New Mexico Oil Conservation Division on its
March 21, 2002, docket, Case No. 12816 and Case No. 12841. Case No. 12816 is the

Application of TMBR/Sharp Drilling, Inc. for compulsory pooling of all mineral



interests from the surface to the base of the Mississippian formation underlying the N/2
of Section 25, Township 16 South, Range 35 East, Lea County, to form a standard
320-acre gas spacing unit to be dedicated to TMBR/Sharp’s Blue Fin “25” Well No. 1.
Case No. 12841 is the Application of Ocean Energy, Inc. for compulsory pooling of all
mineral interests from the surface to the base of the Mississippian formation underlying
the W/2 of Section 25, Township 16 South, Range 35 East, Lea County, to form a
standard 320-acre gas spacing unit to be dedicated to the Triple Hackle Dragon “25"
Well No. 1.  TMBR/Sharp’s Blue Fin “25" Well No. 1 and the Triple Hackle Dragon
“25" Well No.1 are the same APDs at issue in Case No 12744 which is sought to be
reviewed de novo herein. The N/2 spacing unit designation of the Blue Fin “25" Well
No. 1 and the W/2 spacing unit designation of the Triple Hackle Dragon “25" Well
No. 1 are in direct conflict and the Division’s order regarding compulsory pooling with
respect to these wells will effectively resolve the issue before Commission with respect
to whether the APD in question should or should not have been approved by the
District Supervisor. Therefore any issue with respect to the Blue Fin “25" Well No. 1
and the Triple Hackle Dragon “25" Well No. 1 contained in Cases No. 12731 and
12744 and Division Order No. R-11700 will be moot once the Division has made its
decision. P

Since the date the filing of TMBR/Sharp’s request for de novo review before the
Commission, TMBR/Sharp has filed a Motion of TMBR/Sharp Drilling, Inc. to
Reopen Cases 12731 and 12744 and Amend Order R-11700 Based Upon New Evidence
before the Division (“TMBR/Sharp’s Motion”). Given the filing of TMBR/Sharp’s

Motion seeking to reopen the matter before the Division a de novo review by the



Commission, prior to a resolution of the pending motion by the Division, is premature.

PROPOSED EVIDENCE

DAVID H. ARRINGTON OIL & GAS, INC.:

WITNESSES =~ EST. TIME EXHIBITS
Enich Diffee (landman) 15 min
Jeff Bane (David H. Arrington 45 min 1. Ocean Farmout
Oil & Gas, Inc.) 2. Agreement February 11,

2002, letter to Mr. Kellahin
PROCEDURAL MATTERS

TMBR has filed an Application of TMBR/Sharp Drilling, Inc. for compulsory pooling,
Lea County, New Mexico, which is also on the docket for consideration on March 21, 2002,
as Case 12816. Case 12416 is in direct conflict with the instant case because it proposes the
drilling of the Blue Fin “25" Well No. 1 to be dedicated to the N/2 of Section 25, Township
16 South, Range 35 East, Lea County, New Mexico.

Respectfully submitted,

LOSEE, CARSON, HAAS & CARROLL, P.A.

By'(: ﬂq / Z é ;j_.g,é//'
rnest L. Carroll

P.O. Box 1720
Artesia, NM 88211-1720
(505)746-3505
Attorneys for David H. Arrington Oil & Gas, Inc.

I hereby certify that I caused a true and
correct copy of the foregoing to be
mailed to counsel of record this March 18, 2002.

ﬁi‘/ 7 G

(' Ernest L. Carroll
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214 West Teas DAVID H. ARRINGTON OIL & GAS, INC.  Phone: (315) 682-6485
Suite 40Q, (Zip 79701) ) Fax: (915) 632-4139
P.O. Box 2071
Midland, Texas 79702

September 10, 2001

o
[AN) oo
Mr. Derald Mancy &= L
Ocean Energy, Inc. o S
1001 Fmnin, Suite 1600 S
Houstan, TX 77592 R
"Re: Assignment Of Righrs In And To Certain Farmout Agreements Coaceming The :\
SW/4 Of Section 25, T16S, R35E. Lea County, New Mexico iﬂ o
South Payday “25™ Prospect ) =z

Geotleman:

When exccuted by the parties heyero, this lemter agreament (this “Agreement™) shall sct forth the
agreement between Ocean Eactgy, Inc. a Louisiana corporaticn (‘Ocean”) aod David H. Asrisgien
0il & Gas, Inc. (“Amingon™) conceming the assignmest of thirty percent (30%) of Ocean’s right in
and to those cettain farmout agreements covering the SW/4 of Section 25, T16S, R3SE, Lea County,
New Mexico, more particularty described on Schedule 1 bereto (suck agrecroent, as may be
amended, supplamented, mamdorothuv&semdiﬁadﬁmmmdma?mmmx‘,
acd collectively, ths “Farmaut Agreements’). For good and valnable consideration, the sufficieacy
of which is heteby acknowledged, the partizs do hereby agres as follows:

1. On or before July 1, 2002, but nat carier than Jaouary 10, 2002, tme being of the esseace,
Arrington shall commcnce actual drilling of a test well (the “Test Well™) to be locared in.thc
NW/4 of Section 25, T16S, R3SE, Lea County, New Mexico, referred w as the Triple
Hacde Dragon 25 #1 Well, and shall theyeafier proseaute drilling of the Test Well ©
penctrate and test the lower Mississippian Lime formation (as hmimﬁ-et dcﬁned) orwa
depth of spproximately thirteen thousand two hundred feet (13,200%), whichever s :he.lﬁse:
depth (the “Contract Depth™) and shall coroplets the Test Well as capable of p:odnc.ng ol
aad/or gas in paying quansitics or plug and abandon the same. Occan sball pardcipate in e
drilling of this Test Well for Its proportionate share. The Lower Mississippran Lime .
formation is dofinad as that cermin gas and coodensate besring zooc encountered ax the
stratigrapbic equivalent depth of twelve thousand four hundred and four feet (12,404.’), is
shown oa that certain compeasazed peutron three detector density log mcasurment in the
Mazyly “14™ Statz Com # 1 Wcll, located in Secticn 14, Township 16 South, Raoge 35 Fast,
La Courty, New Mcexico.

ARRINGTON OIL & GAS, INC.
BEFORE THE COMMISSION

NMOCD CASE NO. 12731 & 12744
DATE: 03/26/02

EXHIBIT NO. ‘

- savuwonaTeT YVI ACIAT 76,92/2C
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Mr. Deruld Maney
Oczan Enerpy, Inc
Sepcaber 10, 2001

Page 2 of 6

In the event that ¢he drilling ttle opinioa reodered by a law frm lcensed 10 do tusioess in the
State of New Mcxica shall conmin ttle requiraments sach that Asingzen or Ce=a as a
reascnable and prudent aperator is urable o commencs drilling operations an the Test Well
pricr o July L, 2002, Armingten or Ocean shail ng latee thae Jacuary §, 2002, injdate fores
pooling proceeding for a 320 age umit comprised of the W72 of Secten 25, T16S, R35E,
Lea Coonty, New Medes. Am.ng'.cn or Ocsan shall diligestly and expeditousty pocl sach
lands in order w cure such title requwc'ner!s so that the Test Well oy bs diilled prior to
July 1, 2002,

Should Arrogwen ot Oczaa fail w successfully cure such ttle defects throagh foree pooling
proceeding or otherwise and £ail 1o Gmely commence drilling operations o the Test Well by
July 1, 2002, then Ocean shall have the right, bur nct the obligation, ©@ become the
desigrazed Operator under the Operating Agreement for the drilling of the Test Well through
. the poimt of first production; subsequensly, Ocean shall relinquish operations uoder said Test
Well to Asrington, acd Arringtoo shall be the desigrated Operator under the Operating
Agreement. Notwithstanding anything contained in this Agroement to the cantrary Ocean
shaﬂmbcobh’gzmdmparddpaminthedrﬂungofﬂm Test Well for a shars of costs
greatar than thirty-five percent (35%) and Ocean is satisfied in its sole discretion that the
remainder of the costs for the Test Well will be paid, ¢ither by Arrington or auother third
party wnhuﬂewrbclw:holdmummtbehndscmamedvmhmmepoohngoxdnumed
by the New Mexico Oil Coaservation Divisicn.

2. In the cvent any well is lost for any reason prior o betg drlled to Contract Depth or
Amingtoa bas cucountered, during the drilling of any well, mechanical diffiadty or 2
formtion or copdition which would render further driling impracticable or impossible,
Amng!onmy plug and abandon that well and may contiriue its rights under this agreement
by commencing & substitute well (or wells) ("Sobstityre Well(3)™) for any such well which
has been lost or abandoned within sixty (60) days from the date the drilling nig is removed
Srom the locaticn of the prior well. Any Substitute Well drilled shall be drilled subject to the
same terms and cosditians and to the same deptb as provided for the well so lost or
abandooed. Any reference in this agreement to the Test Well shall be deemed t© be a
reference to any well or wells, which may be drilled as a Substitute Well. In the eveat thar
cither puty elects  drill a Subsdmite Well as provided hetein, the other party must
pasticipate ia same, or forfeit to the participating party any intezest which it would bave
otherwisc camned by virte of its participation in such Substitute Well.

3. Contemporaneously herewith, Arxington and Ocean shall bave ectered ints that cerin
Operating Agrocment attached bereto as Exhibit A (the “Operating Agreement”), covering
the W72 of Secdon 25, T16S, RISE, Laa County, New Mexico (the “Contract Ar=a™).
Exhibit “A” to the Operating Agreement shall be completed based spea the resules of the
drilisite title opinion being preparsd covering the W/2 of said Section 25.

4. Sabject w0 the twras and cocditicas (1) of this agreement, (i) cach Farmout Agreement and
(i) the Joint Opcrating Agreemcor, Ocean herchy assigns uate Asmingtan, an uadivided

sa=n=zarTaT YVWJI TPl 20/98/¢
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. Dexald Maaey
Ocean Energy., lnc
September 10, 2001
PageJ of 6

thirty perceat (30%) of Oczan's right in and %0 cach Farmoot Agreement. In the event that
any Farmolg Agreement coaming 3 requiresent that the Farmor (as defined in such Farmout
A;!"-?Emen‘l) thereundor comsant o any such aszignment, Occan shall use 1ts best fnts 0
obuain suck consear; provided hgwevsr that in the cvent thar Ocean is unabls to acguire
sach Farmot’s consent to assign, ten Oczan shall assign addisional interest(s) from such
other of the Farmout Agreements as Ocen may ele=t in jts discretian such that the aggregare

- of Arringten’s right 1o ¢am rights under all Farmout Agrecroeats will axtitle Asrington © ag

assiznment of Oczan’s interest in e Ceguact Asea cqual to an uadivided thirty petcent
(30%), proportionatsly reduced to Occan’s interexz in the Conmract Area. The terms and
capdirions of this leter agreement shall apply © any extensions or reacwals of cach Famout
Agreement acquired by either Armington or Ocean within 180 days of the expiratioa of the
farrnout agreement,

Amington has acquired proprictary 3D seismic daza across certain lands, including, witbout

. bmitatton; T16S, R3SE, Lea County, New Mexico () Section 23; E/2E/2; (i) Sectica 24:

All thar Arrington bas in the SW/4; (iii) Section 25: W72, WRE/2; (iv) Section 26: ERE2,;
(V) Secticn 35: NE/ANE/4; and (vi) Secton 36: N/ZNW/4, NW/ANE/4 (such ID seismic
dara, collectively, the “Amiogwon 3D Dana™). Amington agrees (nd ropresants to Oczan that
Arrington has the right o so agrec) that Ocran shall () bave access to the Armringwa 3D
Dara in Atringtan’s offices during narmal tusiness bouss, in order to work and iptpret the
Aribgwa 3D Daa and (i) have access o and copics of, Arrington’s Dmtarpretations of the
Arrington 3D Dara (the Acrington 3D Dats together wird such interpretadons therecf, the
“Amrington Evalgaticn Material™).  Armingfon shall rotain fall owmership rights to the
Arrington 3D Data, and no ownership or liccase o the Ardington 3D Data shall be cooveyd
™ Occan. Except as provided for in this Paragraph 5, Armington makes 1o represenmations of
warranties 10 Oczan (3) as to the Arrington 3D Dama (i) or in respect of Ocea’s reliancs
upon the Arrington Evaluation Material. Oceaz shall keep the Arrington Evaluation
Mazenal oonfideatial; provided however, that such obligation of confidendality shall not
apply to information which (i} was or becomes available @ the public other than as a result
of a disclasurs by Occan, (3i) was or becomes available w0 Ocean on a pon-confidential tasis
from a source other than Arringwn, provided that such source is oot krown by Oceag © be
bound by 2 confidentality agreetoest with Amington or otherwise prohibited from
transmitting ths information by 2 comtracaral, legal ar fiduciary obligation, (i) was within
Ocean’s possession prior w its being fummished by Arington, (iv) is developed or desived
withoat the aid, application or use of the Arrington Evaluation Material, (v) is disclosed
following reccipt of the written consent of Arrington ®© such disclosure being made. oc () is
disclosed pnnuant to Paragraph 6 hercof.

In the cvt:nxt!m: Oczan is requested or requirsd (by ora] jons, iterYogAtOLies, Muests
for information or documeats, subpocna civil 1 e demand or other process) ©
disclosc any of the Arrington Evaluation Material, Qcean agrecs that it will provide
Aurringron with preampt natice of any such request or requirement (written if pracdal) so that
Amingten may seek an appropriate protective order or waive compliance with the provisioas
of this Agreement. K, failing the entry of a prowctive order or the receipt of 2 waiver
bereunder prior  the time such disclosure is required to be made, Ocean may disclose that

- - sAaTwYsQoTAY Y¥L TC0T
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Mr. Deold Mancy

Oczan Encrgy, Inc.

September 10, 2001
- Page + f§

portic of the Armingon Evaluaticn Mazcrial which Occan’s counsel advises thar it is
compelled 10 disclose and wil exercise cmscoabdle sfforts 0 cbQm assuramce that
coafidential teatment will be accorded w that parton of the Artingroa Evaluatica Material
which is being disclosed. Arringion agrees tha Ocean shall bave no labiliry hercucder for
:ny disclosure of the Arrington Evaluarica Material made in compliznce with this Paragraph

7. Oczan bas acquired proprictarv 3D seismic dars acrosy cerwin laeds, including, wribcut
Emimation, T15S, R35E, Lea County, New Mexico (i) Section 7: Wr2, W/2NE/4, W/2SE/4,
SE/45E/4; (1) Secdon 17: W2ZNW/4, NW/4SW/4: and (i) Section 1%: N/2, N/2572 (such
3D scsmic data, collectively, the “Occan 3D Data™), Occan agrses (and represeats to
Arrington wat Ocean bas the right © so agree) that Arrington shall (i) bave acoss to the
Ocean 3D Data in Ccean’s offices during narmal busigess bours, in order to work and
interpret the Ocean 3D Dam and (i) have access w0 and copics of, Oczan's m.-rptcmtxons of

_the Ocean 3D Dam (the Oczan 3D Data wg-'.her with such interpretations thereof, the
“Ocean Evalnation Material”). Occan shall retain full ownership dghts to the Oczxn 3D
Data, and no ownership or licensa to the Ocean 3D Data shall be conveyed to Armngton.
Except 2s provided for in this Paragraph 7, Oczan makes no represeatations or waramtes
Arringtos (i) as to the Ocean 3D Data (X)) or in respect of Armrington’s reliance upon the
Oczn Evaluafion Material.  Amrington shall keep the Occan Evaluation Material
confidential; provided however, that such obligation of confidentiality shall not apply to shall
not apply to informarion which (i) was or becomes available w0 the public other thax as a
result of a disclosure by Asrington, (i) was or becomes availsble o Amrington oo 2 bon-
confidential basis from 2 source ather than Ocean, provided that such source is not known by
Arﬁngmmbebcmdbyaomﬁdmnﬂnywwi&Oan or otherwise prohibiced
from transmitting the information by a contractual, legal or fiduciary obligaticn, (iii) was
within Arxington’s passession prior to its being fornished by Ocean, Gv) it doveloped or
derived without the aid. application ar use of the Oczan Evaluation Materal (v) is disclosed
following receipt of the written consent of Ocean to such disclosure being made, or (vi) is
discosed pursuzant wo Paragraph § hereof

8. In the cvear that Armington is requested ot required (by oral questoas, intrrogatories,
requests for infonmarica ar documents, subpoena civil investigative demand or otber process)
w disclosz any of the Geean Evaluation Material, Arnington agrees that it will provide Geean
with prompt notice of any such request of requirement (written if practical) so that Ocean
may seek an appropriate protective order or waive compliance with the provisions of this
Agreement. If] failing the entry of a protective order or the ceoeipt of = waiver hereunder
prior 10 the time such disclosure is required w0 be made, Arrington may disclose that porden
of the Occan Evaluation Material which Arripgton’s counsel advises that it is campelled to
disclose and will excroise reasonable efforts o obtain assurance that coofidential weatment
will be accorded to thar portiaa of the Ocean Evaluation Material which is being disclosed.
Ocean agrees that Arrington shall have po Lability hereunder for any disclosure of the Oczan
Evaluation Mareria) made in compRance with this Paragraph 8.

famaw e emeA ;-q/q,‘,/ZO
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9. It is not the intention of the parties © create a partperchip, nor shall this agreament be
capstrued as crearing 2 mining or other partoership, jeint vexturs, ageacy relatienship or
other association, or © reader the partes lable as parmers, co-vemtarers or princpals,
Unless provided for o the ceatrary in the Operatng Agreere, (3) the Lability of the partics
shall be several, net jeint or collective and (i) each party shall ke responsible aaly for its
obligations, and shall be liable oaly for its proportionate shars of the costs, if any, © be
tacurred hereunder. No party shall have any liability heroundsr to third parties to satisfy te
defaulr of any other party  the payment of any expensc or obligation.

10. This Agreezment and all mafters peraining heceto, including, but nct licited o, magers of
pfonance, nan-perfixmarcs, breach, remedics, procedures, Tights, dutics and interpretation ar
construction, shall be governed and determiined by the hw of te Stz of Toms. THE
PARTIES HEREBY CONSENT TO THE EXCLUSIVE VENUE OF THE PROPER
STATE OR FEDERAL COURT LOCATED IN MIDLAND COUNTY, TEXAS, AND

. HEREBY WAIVE ALL OTHER VENUES.

11. This Agreament, e Exhibits and Schedules hereto and the Operating Agreement st forh all
usnderstandings berween the parties respecting the subject matter of this transactios, and all prier
agreements, understandings and representations, whethor aral o wiiuzn, respecting this
transaction are merged into and superseded by this writtzn agreemnent

12. This agreement shall be binding upan and shall inure to the beoefit of the partcs and their
respective suceessors and permmitted assigns and the wrms boreof shall bo deemed w run with the
lands described berein. ¥ any traasfer is effeceed by a party purswant to the tarms of this
agreement, ot by any of its successors or assigns, the taaskr will be made expretsly subjoct
this agreement, and the transferor shall remain respensible for the obligations of the transteree
unt} the Tangferes opressly assumes in writing all of the existing dutias and obligazians of the
transferor,

13. This agreomest may noc be altered or amonded, nor apy rghts bereunder waived, except by an
instrument, in writing, executed by the party o be charged with sich amendment o waiver. No
waiver af any utber Wnm, provision or candirion of this agreement, in any ooe or more instancss,
shall be demmed @ be, or construcd as, a further or cootinuing warver of any such term, other
provision of condition o as a waiver of any other term, provision or condition of this agresment.

14 EACH PARTY WAIVES, TO THE FULLEST EXTENT PERMITTED BY
APPLICABLE LAW, ANY RIGHT IT MAY HAVE TO & TRIAL BY JURY WITH
RESPECT TO ANY SUIT, ACTION OR PROCEEDING RELATING TO THIS
AGREFMENT.

15. If any provisioa of this agreernent is invalid, illegal or incapable of being caforced, all other
provisions of this agreement shall acverbeless remain in full force and e¥eer, so Joog 3s the
cconomnic or legal substance of the mansactions comemplazed bereby is not affected in 2
materially adverss maaner with respect w eitber party. .

AAAAAA armar wv1 7e:nl 20/92/20
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Mr. Derald Maney
Occan Energy, Inc
Scptember 10, 2001
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Yours truly,

DAVID H. ARRINGTON OIL & GAS, INC.

s |

David K. Amington
President

DD/rd

ACCEPTED AND AGREED THIS __} EHQ\ Movgeber

DAY OF SErIEMBER, 2001
HmkWood w
m

INC.

.......... s wvvr cc:nT 70/92/80
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Schedule 1 to that cermin Leger Agreemant,
by and berween Ocean Baergy, Inc., a Louisiam corporaticn
and David H Arnington Oil & Gas, Inc,,
dated as of September 10, 2001

L. Famout Agreement, dated as July 23, 2001, by and between Occon Energy, bic, 2
Louisiana corporation, as Farmee, and Bransx Resourcss, Inc., as Farmor, as amesded By
that certain Letter Agrecment, dated as of August 14, 2001, atrached hereto as Exhibits B-1
and B-2;

2. Fammout Agreevent, dated as July 23, 2001, by and betwesn Oczan Encrgy, Ioc, 2
Louisiana corporation, as Farmee, and Sates, Isc. and BB L., Lal,, as Farmor, as amended
by that certain Letter Agreement, dated as of August 22, 2001, amached hereto as Exdubdits
C-1 and C-2;

3. Famuout Agreement, dated as July 23, 2001, by aod between Oczan Enmxgy, Inc, a

Youisiana corporation, as Farmee, and Judith White, Trustee', as Farmor, as wmended by

- thar certain Letter Agroament, datzd as of August 15, 2004, attached hereto as Exhibit D-1
and D-2;

4, Farmout Agreement, dated as July 23, 2001, by and between Oczan Energy, Inc, 2
Lonuisiana corporation, as Farmee, and Slash Four Enterprises, Inc., as Farroor, 25 ameaded
by that certain Letter Agreement, dated as of Angust 15, 2001, attached hereto as Exhibit D-
1 and D-2; '

5. Fammout Agreement, dated as July 23, 2001, by and between Occan Encrgy, Inc., a
Louisiana corporation, as Fanmes, and Pabo Oil & Gas, as Farmor, a5 amended by that
cermin Lettor Agreemenr, dated as of August 15, 2001, attached herews as Exhibit D-1 and
D-3;

6. Farmout Agreement, dated as July 23, 2001, by and between Ocean Energy, Inc, a
Louisiana corporatian, as Fammee, and Phelps White, I, as Faomor, attached berewo as
Exhibit E;

7. Fanmout Agreement, dated as July 23, 2001, by and between Ocean Energy, [ne, a
Louisiana cosporation, as Fafaee, and David R, Gaonzway, as Farmor, sttached bersto as
Exhibiz F; and

8. Farmout Agreoment, dated as July 23, 2001, by and between Ocean Energy, Inc. 2 Louisiana
corparation, as Fanmee, and ICA Encrgy, Inc., as Farmor, as amended by that certain Leuer
Agroerncnr, dated as of Angust 15, 2001, arrached bereso as Exhibit G-} and G-2.

amezwonnvaT YVI fr:0T  20/82/20
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LOSEE. CARSON. HAAS & CARROLL, P. A.
311 WEST QUAY AVENUE

ANECST L CARAROLL
JOEL M, CARSON » 20
JANE SHULER GRAY . Q. 80X 172

ARTESIA, NEW MEXICO 882ti-i720

JAMES €. HAAS

or CoynstL
A, J LOSEE

PHONE (SOS) 746-35CS
FAX (SOS) 748-6316

11 February 2002

W. Thomas Kellahin

Kellahin and Kellahin

117 North Guadalupe

P.O. Box 2265

Santa Fe, NM 87504-2265 -
h)

~

Re:  Oil Conservation Commission Hearings Case 12744 and Case 12731

=
A%} f_;;:"
Dear Tom: Ton) :
e

The purpose of this letter is to memorialize our last telephone conversations concemmg
the above two referenced cases. As you will recall I sought continuances in the above m
in order to allow us time to reach some sort of an agreement with respect to the two applications~

for permit to drill (“APDs™) at issue. The APD in Section 23, I advised you that Arrington would -

be wﬂlmg to release and to allow TMBR/Sharp to drill the well in that section. With respect to
the APD in Section 25, Arrington has other lease hold acreage thus entitling it to operate. a well.
Arrington would not release that APD but.would proceed with preparations:ta-drill the-well. .-

I have-also been informed of the fact that you have-recently bad-a stroke and- that these. . -
two cases were put off from theirFebruary 14® date until the following Commission date in .
March. If it is necessary and if we are unable to reach some sort of an agreement, then I will
work with you in whatever way necessary to allow you to recover from the stroke. As you are
well aware I have gone through the same thing recently and am in a position to most appreciate
your predicament. I wish you well and hope that you are able to recover as quickly as I have.
Best wishes to you Tom,,
g
Very truly yours,

LOSEE, CARSON, HAAS & CARROLL, P.A.

7
/Mcay

Emest L. Carroll

ELC:ct
cc: Rick Montgomery

ARRINGTON OIL & GAS, INC.
BEFORE THE COMMISSION
NMOCD CASE KO. 12731 & 12744

DATE: 03/26/02 2
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STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTER OF THE APPLICATION OF
TMBR/SHARP DRILLING INC. FOR AN ORDER
STAYING DIVISION APPROVAL OF TWO
APPLICATIONS FOR PERMIT TO DRILL BY
DAVID H. ARRINGTON OIL & GAS, INC., LEA :
COUNTY, NEW MEXICO

CASE NO. 12731

i~

¥

H

nl G Hd Bl U

¥

IN THE MATTER OF THE APPLICATION OF

TMBR/SHARP DRILLING INC. APPEALING

THE ARTESIA DISTRICT SUPERVISOR’S

DECISION DENYING APPROVAL OF TWO

APPLICATIONS FOR PERMIT TO DRILL
FILED BY TMBR/SHARP DRILLING, INC.
LEA COUNTY, NEW MEXICO : CASE NO. 12744

DAVID H. ARRINGTON OIL & GAS, INC.’S
RESPONSE TO MOTION OF TMBR/SHARP DRILLING, INC.
TO REOPEN CASES 12731 AND 12744 AND AMEND
ORDER R-11700 BASED UPON NEW EVIDENCE

COMES NOW David H. Arrington Oil & Gas Inc. (“Arrington”) by and
through its attorneys, LOSEE, CARSON, HAAS & CARROLL, P.A. (Emest L. Carroll), and
responds to the Motion of TMBR/Sharp Drilling, Inc. to Reopen Cases 12731 and 12744 and
Amend Order R-11700 Based Upon New Evidence (TMBR/Sharp’s Motion).

The basis of TMBR/Sharp’s Motion is the notion that the December 27, 2001, ruling
by the District Court iri/CV-2001-315 C, Fifth Judicial District, Lea County, New Mexico (the
“Order™) constitutes new evidence in this matter because the District Court ruled that the
TMBR/Sharp leases are still valid. The Order does not constitute new evidence in this matter.

TMBR/Sharp mischaracterizes the Order as “a final order” and erroneously states that

the Order conclusively resolved the matter against Arrington and demonstrates that Arrington
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wrongfully obtained the approval of its APD’s from the Division. The Order is not “a final
order” and therefore can not be considered as “new evidence.” Moreover, the Order does not
conclusively resolve the matter against Arrington and demonstrate that Arrington wrongfully
obtained the approval of its APD’s from the Division.

The Order is not a final order. It is an interlocutory order.!  An interlocutory order
is an order or decision which does not practically dispose of all of the merits of an action.
Interlocutory orders are subject to be overturned, modified or changed at any time prior to the
issuance of a final order and is thereafter subject to appeal. Interlocutory orders may be
revisited at any time prior to a final judgment. Sims v. Sims, 1996-NMSC-078, 122 N.M.

681; Barker v. Barker, 94 N.M. 162, 165-166, 608 P.2d 138, 141-142 (1980); Universal

Constructors, Inc. v. Fielder, 118 N.M. 657, 659, 884 P.2d 813, 815 (Ct. App. 1994). An

interlocutory order does not conclusively resolve any issue and therefore should not be
considered as “new evidence” until such time as a final order has been rendered.
TMBR/Sharp’s argument that the Order “demonstrates that Arrington wrongfully
obtained the approval of its APDs from the Division,” could not be further from the truth.
In the District Court matter, TMBR/Sharp filed a motion for partial summary judgment
alleging that Arrington was guilty of tortious interference with their contractual rights with
respect to the Stokes and Hamilton leases. In its motion TMBR/Sharp alleged that Arrington
knew it had wrongfully obtained the approval of the Triple Hackle Dragon “25" Well No. 1
and the Blue Drake “23" Well No. 1. On March 12, 2002, the District Court issued its Order

Denying Partial Summary Judgment Regarding Tortious Interference stating:

! Arrington requested that the District Court amend its December 27, 2001, order so that it would be”
a final order.” The District Court declined to do so.



“The pivotal issue is whether the first element of the tort, that
Arrington had knowledge of the TMBR/Sharp-Stokes lease, is at
issue. Plaintiff asserts that Arrington knew that TMBR/Sharp
had a valid lease to drill on the property when Arrington obtained
the permit to drill. Arrington denies such knowledge asserting it
reasonably believed that the TMBR/Sharp-Stokes lease (and
Plaintiff’s rights thereunder ceased to exist) had expired and that
the Huff Top Leases were valid and in effect. Herein exists a
genuine issue of material facts as to this element which can only
be resolved by a jury.” See copy of March 12, 2002, Order
Denying Partial Summary Judgment Regarding Tortious
Interference attached hereto as Exhibit “1”.

Clearly the issue as to whether Arrington “wrongfully obtained the approval of its
APD’s from the Division” is a matter which is still under consideration by the District Court
and which the District Court has determined is a matter for the jury to decide.

Additionally, TMBR/Sharp’s Motion is also based upon the notion that Arrington has
no independent right to drill and operate the APD’s at issue because it does not own an interest
in either the E/2 of Section 23 or the W/2 of Section 25. TMBR/Sharp is mistaken. Pursuant
to certain farmout agreements with Ocean Energy, Arrington has an undivided 15% of the
operating rights in the proration unit designated for the Triple Hackle Dragon “25" No. 1
Well. The leases, with respect to the farmout agreements with Ocean Energy, are not at issue
herein. Arrington’s acquisition of these operating rights give Arrington an independent right
to seek a permit to drill a well and to be the operator of such well which does not rely upon
the disputed ownership of the Stokes and Hamilton leases. See a copy of the Ocean Farmout
agreement attached hereto as Exhibit “2”. Further, Arrington has advised TMBR/Sharp of its
agreement to release the APD for the Blue Drake “23" Well No. 1 to allow TMBR/Sharp to
drill the Leavelle “23" Well No. 1. See a copy of February 11, 2002, letter to opposing

counsel attached hereto as Exhibit “3”. To date TMBR/Sharp has not responded to



Arrington’s offer to release the APD.
For the foregoing reasons TMBR/Sharp’s Motion to Reopen Cases 12731 and 12744

and Amend Order R-11700 Based Upon New Evidence should be denied.

Respectfully submitted,

LOSEE, CARSON, HAAS & CARROLL, P.A.

By: ém%Z@/

Erfiest L. Carroll
P.O. Box 1720
Artesia, NM 88211-1720
(505)746-3505
Attorneys for David H. Arrington Oil & Gas, Inc.

I hereby certify that I caused a true and
correct copy of the foregoing to be
mailed to counsel of record this March 15, 2002.

C st s Bt/

Emnest L. Carroll
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FIFTH JUDICIAL DISTRICT COURT 0 i by e

COUNTY OF LEA 02 uzp £

STATE OF NEW MEXICO 12 PH 3: 16

TMBR/SHARP DRILLING, INC.,, i T cob’&”A“DE Z
Plaintiff, CLERK

vs. No. CV2001-315C

DAVID H. ARRINGTON OIL & GAS,

INC., JAMES D. HUFF, MADELINE

STOKES, ERMA STOKES HAMILTON,

JOHN DAVID STOKES, and TOM STOKES,
Defendants.

ORDER DENYING PARTIAL SUMMARY JUDGMENT REGARDING TORTIOUS
INTERFERENCE

THIS MATTER HAVING come before the Court upon the Plaintiff’s Motion for Partial
Summary Judgment Regarding Tortious Interference. The Defendant, David H. Arrington Oil and
Gas, Inc. raises the defense of justification and privilege and asserts it “had a reasonable belief that
the original Stokes Leases had expired by their own term and that Arrington had the right to seek
such permits pursuant to the terms of the Huff Top Leases.” (see affidavit of Jeffery G. Bane § 7
which is Exhibit 1 to Defendant’s Response filed February 12, 2002) It should be noted Bane does
not set forth specific admissible facts supporting what gave rise to this “reasonable belief.” In
argument, counsel asserted that the “reasonableness” of this “belief” would be proved at trial by
introducing industry standards and expert testimony to the jury. Counsel further asserted that
Defendant’s good faith and reasonable belief created genuine material issues of fact for the jury to
resolve. For purposes of this Motion the Court will assume Defendant acted upon a good faith
“reasonable belief.”

The Defense has not cited to the Court any authority from New Mexico or any other
jurisdiction in support of his position that reasonableness and good faith equate justification or
privilege. The Court can find no decision from New Mexico stating that reasonable people acting
in good faith are privileged to commit this tort or that the laws of New Mexico are such that
reasonable people acting in good faith to advance their own business fortunes have a lawful excuse

to commit the tort. The Court however does not resolve this motion on that basis.

EXHIBIT
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The pivotal issue is whether the first element of the tort, that Arrington had knowledge of the
TMBR/Sharp-Stokes lease, is at issue. Plaintiff asserts that Arrington knew that TMBR/Sharp had
a valid lease to drill on the property when Arrington obtained the permit to drill. Arrington denies
such knowledge asserting it reasonably believed that the TMBR/Sharp-Stokes lease (and Plaintiff’s
rights thereunder ceased to exist) had expired and that the Huff Top Leases were valid and in effect.

Herein exists a genuine issue of material facts as to this element which can only be resolved by a
jury. Whether the remaining elements of the tort are controverted need not be addressed by the Court
at this time. '

Plaintiff’s Motion for Partial Summary Judgement Regarding Tortious Interference is not
well taken and IS DENIED.

District Judge
CERTIFICATE

THEREBY CERTIEY that a true and correct copy of the foregoing Notice was mailed to all

parties on the //_5 K dayof q["Zéﬁ @) ,2002:

Richard Montgomery, Esquire Phil Brewer, Esquire Emest L. Carroll, Esquire
P.O. Box 2776 P.O. Box 298 P.O. Box 1720
Midland, Texas 79702-2776 Roswell, NM 88202-0298 Artesia, NM 88221-1720

Michael J. Canon, Esquire
303 W. Wall, Suite 1100
Midland, Texas 79701

..-\\‘.. ) /7 71 v/
By: ¢ -’7§2/'Ld/( Y —
Trial Q%urt Administrative Assistant

N
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214 West Texas DAVID H. ARRINGTON OIL & GAS, INC.  Phonc: (915) 682-6685
Suite 400, (Zip 79701) Fax; (315) 6824139
P.0. Fox 2071 )
Midland, Toas 79702

September 10, 2001

Mr. Derald Maney
Ocean Energy, Inc.

1001 Fannin, Suite 1600
Houstan, TX 77992

"Re: Assignment Of Righrs In And To Certain Farmout Agreements Conceming The

SW/4 Of Section 25, T16S, R35E. Lea Coumty, New Mexico
South Payday “25” Prospect )

Geatlemen:-

When executed by the parties hereto, this lerter agreement (this “Agreement™) shall set forth the
agreement between Ocear Bucrgy, Ine. a2 Louisians corporation (*Ocean”™) and David H. Arrington
Oil & Gas, Inc. (“Aminglon”) conceming the assignment of thirty percent (30%) of Ocean’s right in
and to those certain farmout agreements covering the SW/4 of Section 25, T16S, R3SE, Lea Couaty,
New Mexico, more particularly described on Schedule 1 hersto (such agrecroent, as may be
amended, supplamerted, restated or otherwise modified Srom time  time, a2 “Farmout Agrecment”,
and collectively, the “Farmout Agreements). For good and valuable consideration, the sufficiency
of which is hereby acknowledged, the parties do hereby agres as follows:

On or before July 1, 2002, but not carlicr than January 10, 2002, time being of the esseace,
Arrington shall commcnce actual drilling of a test wel) (the “Test Well) to be located in the
NW/4 of Section 25, T165, R35SE, Lea County, New Msxico, referred to as the Triple
Haclde Dragon 25 #1 Well, and shall thereaftcr prosecute drilling of the Test Well o
penctrate and test the lower Mississippian Lime fonmation (as heremafter defined) or w a
depth of approximately thirteen thousand two hundred feet (13,200%), whichever is the lesser
depth (tha “Contract Depth™) and shall complete the Test Well as capable of producing oil
ud/orpsupaymgqmnmorplugandabmdmrhcsm Ocean shall participaie m the
drilling of this Test Well for its proportionate share. The Lower Mississippian Lime
formation is definad as that certsin gas and condensate bearing zooc encountered ar the
stratigrapbic equrvalent depth of twelve thousand four hundred and four feet (12,404%), as
shown on that certain compensated neutron three detecwor density log measurcmeat in the
Mayfly “14™ State Com # ] Well, located m Section 14, Township 16 South, Range 35 East,
Lz County, New Mexico.

EXHIBIT

L
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In the event that the drilling ttle opinion rendered by a law firm licensed 1o do business in the
Stte of New Mexico sball connain ttie requirements such that Amington or Ocean as a
reasonable and prudent operator ig unable o commence drilling operations on the Test Well
prior o July 1, 2002, Armington or Ocean shall no later thas Jannary S, 2002, initiatc force
pooling proceeding for a 320 ace umt comprised of the W2 of Section 25, T16S, R35E,
Lea Countty, New Mexico. Arriagtan or Ocean shall diligently and expeditiously pool such
lands in order t6 cure such ttle requirsments so thar the Test Well may be drlled prior to
July 1, 2002.

Should Asringeon or Oceaa fail w0 successfully cure such title defects through force pooling
proceeding or otherwisz and fail w timely commence drilling operations an the Test Well by
July 1, 2002, then QOczan shall have the right, but not the obligation, © become the
designazed Opecator under the Operating Agreement for the drilling of the Test Well through
. the point of first producton; subsequensly, Ocean shall relinquish operations under said Test
Well to Amington, and Astingtos shall be the designated Operator under the Operating
Agrancat. Notwithstanding anything contained in this Agreement to the oantrary Ocean
shall not be obligared o participare in the drilling of the Test Well for a share of costs
greatar than thirty-five perceat (35%) and Ooccan is satisfied in its sole discretion thar the
reainder of the costs for the Test Well will be paid, either by Armington or another third
party with title to the leasehold intarest in the lands contained within the pooling order issued
by the New Mexico Oil Conscrvation Division.

2. In the event any well is lost for any reason prior to bomg drilled to Contract Depth or
Arington bas eacountered, during the drilling of any well, mechanical difficulty or a
formazion of condition which would render further drilling mopracticable or impossible,
Arrington may piug and abandon that well and may contiriue its rights under this agreement
by commencing a substitute well (or wells) (“Substimgte Well(3)") for any such well which
has bees lost or abandoned within sixty (60) days from the date the drilling rig is temoved
from the location of the prior well. Any Substicute Well drilled shall be drilled subject to the
sams terms and conditions and to the samc depth as provided for the well so lost or
abandomed.  Any reference in this agreement 1o the Test Well shall be deemed t© be a
reference to any well or wells, which may be drilled as a Substitute Well. In the eveat thar
cither party elects @ drill a Subsuruie Well as provided hetein the other party mist
participate in same, or forfeit to the pacticipating party any interest which it would have
otherwise camed by virtue of its participation in such Substitate Well,

3. Contemporancously berewith, Arrington and Ocean shall have eotered into that certain
Oprrating artached bereto as Exhibit A (the “Operating Agreement”™), covering
the W72 of Sectian 25, T16S, R3ISE, Lca County, New Mexico (the “Contract Area”).
Exhibit “A” to the Opemating Agreament shall be complered based apoo the resules of the
drillsite dtle opinion being prepared covering the W/2 of said Section 25.

4. Subject to the torras and couoditicas (i) of this agreement, (i) cach Farmout Agreement and
(iii) the Joint Operating Agreement, Ocean bereby assigns uato Astiogton, an undivided

R ceTmroQeTAT YVI Te:0T 20/92/20
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thirty percent (30°%4) of Ocean’s right in and to cach Farmouat Agreement. In the event that
any Farmout Agreement coaraing a requirersent that the Favmor (as defined in such Farmout
Agreement) thereunder consent ® any such asgignment, Occan shall use #ts best offorts w0
obtain such consent; provided, however, that in the cvent that Ocean is unable to acquire
sach Farmor’s consent to assign, then Ocean shall assign additional interest(s) from such
other of the Farmout Agreements as Ocean may elect i fts discretion such that the aggregare

- of Artington’s right to eam rights under all Farmout Agreeruents will entitle Arrington w an
assignment of Occan’s interest in the Cogtract Area equal to an uadivided thirty percent
(30%), proportionately reduced to Occan’s interest in the Contract Area.  The terms and
condirions of this leter agreement shall apply t any extensions or reacwals of cach Farmout
Agreement acquired by sither Arrington or Ocean within 180 days of the expiration of the
fanmout agreement.

5. Amington bas acquired proprictary 3D seismnic dara across certain laods, including, without
. limitation; T16S, RISE, Lea County, New Mexico (i) Section 23: E/2E/2; (i) Secticn 24:
All thar Armrington bas in the SW/4; (iii) Section 25: W72, W/2E/2; (iv) Section 26: ERE/2;
(v) Seciion 35: NE/ANE/4; and (vi) Section 36: N/ZNW/4, NW/4NE/4 (such 3D scismic
dara, collectively, the “Amington 3D Data”). Arrington agrees (and represants to Oczan that
Arrington has the right 50 agreo) that Ocean shall () bave aceess to the Amingron 3D
Data in Arringtan’s offices dudng normal business hours, in order to work and ioterpret the
Arrington 3D Data aad (i) have access o and copies of, Arrington’s intarpretations of the
Arrington 3D Dana (the Agrington 3D Data together wirh such igterpretations thereof, the
B “Arringuon Evaluation Marerial”). Amngton shall retain full ownership rights to the
Arrington 3D Data, and ac ownership or liceasc to the Amington 3D Dara shall be conveyed
0 Occan.  Except as provided for in this Paragraph S, Arrington makes no representations or
warragties 10 Ocean (§) as to the Arrington 3D Dara (i) or in respect of Ocean’s reliance
upon the Ammgton Evaluation Material. Ocean shall keecp the Aumington Evaluation
Matenal confidential; pravided however, that such obligation of confidentiality shall not
apply to information which (i) was or becomzs available w the public other than as a result
of a disclosare by Qccan, (i) was or becomes available to Occan on a non-confidential basis
from a source other than Arrington, provided that such source is not known by Oceag to be
bound by a confidemtiality agreetoent with Armrington ot otherwise prohibited from
uansmitting the informatioa by a contractual, legal ar fiduciary obligation, (iii) was within
Ocean’s possession priof w its being furmshed by Arrington, (iv) is developed or derived
withoat the aid, applicarion or use of the Arrington Evaluation Material, (v) is disclosed
following receipt of the written coasert of Arrington t such disclasure being made, or (v) is
disclosed pursuant to Paragraph 6 hercof.

6. Inthe :vantﬂ:at Ocean is requested or required (by on.l ions, interrogatories, requests
for information or documents, subpocoa civil i e demand or other process)
disclosc avy of the Amington Evaluation Material, Ocean agrecs that it will prowvide
Arringron with prampt notice of any such request or reguircment (written if practical) so that
Arringlon may seek an appropriate protective order or waive compliance with the provisicas
of this Agreement K, failing the entry of a prowective order or the recetpt of a waiver
hercunder prior 1o the time such disclosure is required to be made, Oczan may disclose that

A TAVTARIY T AW APTHEZR9STET YV4 TC:0T 20,92/20



reb-26-02_09:30A. __, ., . 915 emz aaws ., o

M. Derold Maney
Ocean Encrgy, Inc.
Septeaiber 10, 2001
Page 4 of §

portion of the Armrringion Evalvation Marcrial which Occan’s counsel advises that it is
compelled w0 disclose and will exercise ceasopable offorts 1o obtam assurance that
confidential treatment will be accorded w that portion of the Arringwoa Evaluation Matexial
which is being disclosed. Arrington agrees that Ocean shall have no Liability hercunder for

amy disclosure of the Arfington Evahuation Material made in compliance with thia Paragraph
6.

7. Ocean has acquired proprictary 3D seismic data across certain lands, including, without
Limieation, T15S, R3SE, Lea County, New Mexico (i) Section 7: W/2, W/ZNE/4, W/2SE/4,
SE/4SE/4; (i) Secton 17: W2NW/4, NW/4SW/4; and (fii) Section 18: N2, N/25/2 (such
3D scsmic data, collectively, the “Occan 3D Dama™). Occan agrees (and represents to
Arrington thar Ocexn has the right t so ggree) thar Asrington shall (i) bave access 1o the
Qcean 3D Data in Ocean’s offices during normal busigess hours, in order to work and
interpret the Oczan 3D Dam aad (i) have access to0 and copics of, Ocean’s meerpreations of

_the Ocean 3D Dara (the Ocean 3D Data together with such interpretations thereof, the
“Ocean Evaluation Matetial”). Occan shall retain full ownership rights to the Ocean 3D
Data, and no ownesship or license to the Ocean 3D Data shall be conveyed to Arnngton.
Excepr as provided for in this Paragraph 7, Ocean makes no represeatations or warrantes o
Arringtos (i) as wo the Ocean 3D Dam (i) or in respect of Armrington’s reliance upon the
Occan Evaluation Matcrial.  Amington shall keep the Qcean Evaluation Matenal
confidential; provided however, that such obligation of confidentiality shall not apply to shall
not apply to information which (i) was or becomes available to the public other tham as a
result of a disclosure by Arrington, (if) was or becomes available 1o Amringten on 2 Don-
confidential basis from a source other than Ocean, provided that such source is not known by
Arrington to be bound by a confidentiality agreemnent with Ocean or otherwise prohibited
flom transmitting the information by o contractual, legal or Sduciary obligation, (ui) was
within Arrington’s possession prior o its being fumished by Ocean, (iv) is doveloped or
derived without the aid. application or use of the Oczan Evalvation Materal, (v) is disclosed
following receipt of the written coasent of Ocean to such disclosure being made, or (Vi) is
disclosed pursuant w Paragraph 8 hereof,

8. In the cvemr that Amington is requested ot required (by oral questions, intcrrogatories,
requests for informarion or documents, subpoena civil investigative derand or otber process)
1o disclose any of the Ocean Evaluation Material, Arrington agrees that it will provide Ocean
with prompt notice of any such request or requirement (written if practical) so that Ocean
may seek an appropriate protective order or waive compliance with the provisions of this
Agreement. If failing the entry of a protective order or the receipt of a waiver hereunder
prior 10 the time such disclosure is required W be made, Arrington may disclose that porden
of the Occan Evaluation Material which Armipgton’s counsel advises that it is campelicd to
disclose and will exercise reasanable efforts to obtain assurance that confidental vreatment
will be accorded to that porticn of the Ocean Evaluation Marerial which is being disclosed.
Ocean agrees that Arrington shall have bo bability hereunder for any disclosure of the Ocean
Evaluation Mazerial made in comphance with this Paragraph 8.

e T U AeTH7R4CTET YV¥4 2¢:0T 20/92/20
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9. Ik is not the ioteation of the parties © creatc a partnership, nor shall this agresment be
canstrued as creafing a mining or other partnership, joint vemture, agency relationship or
other association, or o reader the parties liable as partcrs, co-veatarers of principals.
Unless provided for to the contrary in the Operating Agreercent, (i) the liability of the partics
shall be several, not joint or collective and (ii) each party shall be responsible anly for fts
obligations, and shall be liable only for its proporticnate shace of the costs, if any, 0 be
incurred bercunder. No party shall bave any liability heroundsr to third parties to satisfy the
defaulr of any otber party i the payment of any expensc or obligation.

10. This Agreement and all maters pertaiming heccwo, inchuding but not limited W, matters of
peformmance, non-performancs, breach, remedies, procedures, Tights, dittics and interpretation or
constuction, shall be governcd and determined by the law of the Starr of Toas. THE
FARTIES HEREBY CONSENT TO THE EXCLUSIVE VENUE OF THE PROFER
STATE OR FEDERAL COURT LOCATED IN MIDLAND COUNTY, TEXAS, AND

. . HEREBY WAIVE ALL OTHER VENUES.

11. This Agreament, the Exhibirs and Scharhules bereto and the Operating Agreement set forth all
understandings borwecn the parties raspacting the subject matter of this transactoa, and all prior
agreements, understandings aod representations, whctbar aral o wrikn, respecting this
transaction are merged into and superseded by this writtca agreement.

12. This agreement shall be binding upan and shall igure to the benefit of the partics and their
Pespective suceessors and permitted assigns and the wrms horeof shall be deemed 10 run with the
lands described berein.  If any traasfer is effeceed by a party pursuant © the terms of this
agreement, ot by any of its successors or assigns, the transfix will be made expressly subject w0
tis agrecment, and the wansferor shall remain responsible for the obligations of the transferee
uot] the wansferee opressly assumnes in writing all of the existing duties and obligations of the
transferor.

13. This agrecrent may not be altered or amended, nor apy rights bereunder waived, except by an
instrument, in writing, executed by the party to be charged with such amendment or waiver. No
waiver of any other term, provision or candition of this agreement, in any ooe or more instancss,
shall be desmed w be, or coastrucd as, a further or continyisg waiver of any such term, other
provision or condition of as a warver of any other term, provision or condinion of this agreement.

14, EACH PARTY WAIVES, TO THE FULLEST EXTENT PERMITTIED BY
APPLICABLE LAW, ANY RIGHT IT MAY HAVE TO A TRIAL BY JURY WITH
RESPECT TO ANY SUIT, ACTION OR PROCEEDING RELATING TO THIS
AGREEMENT.

15. If any provision of this agreernent is invalid, illegal or incapable of being enforced, all other
provisicas of this agreemeat shall acvertheless remain in full foree and efect, so long as the
cconomic or legal substance of the mansactions contemplared hereby is not affected in 2
matenially adverse maaner with respect o either party.
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If this properly sets forth your understanding
space provided below, and Tequrning to my attention.
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Yours truly,

DAVID H. ARRINGTON OIL & GAS, INC.

o= Z N | |

David HL Accington
President

DDArd

TN November

ACCEPTED AND AGREED THIS l';l: DAY OF SERFEMBER, 2001

Z 0“/ o

Anomey-in-Fact
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Schedule 1 10 that certain Letter Agreement,
by and berween Ocean Energy, Inc., a Louisiama corporation
and David H. Arrington Oil & Gas, Inc.,
dated as of September 10, 2001

1. Fammout Agreement, dated as July 23, 2001, by and between Occan Energy, Inc., a
Louisiana corporation, as Farmee, and Brancx Resources, Inc., as Farmor, as amended by
that certain Letter Agreament, dated as of August 14, 2001, attached hereto as Exhibits B-1
and B-2;

2. Farmout Agreement, dated as July 23, 2001, by and between Ocean Encrgy, Inc., 2
Lovisiana corporation, as Farmec, and States, Ioc. and BB.L,, Lad., as Farmor, as amended
by that certain Letter Agreement, dared as of August 22, 2001, arached hereto as Exhibits
C-1 and C-2;

3. Farmout Agreement, dated as July 23, 2001, by aod between Ocean Energy, Inc, a

Louisiana corporation, as Farmee, and Judith White, Trustee', as Farmor, as amended by

- thar certain Leter Agroanent, dated as of August 15, 200}, auached hereto as Exhibit D-1
and D-2;

4. Fammout Agreement, dated as July 23, 2001, by and between Ocean Eamergy, Inc., a
Louisiana corporation, as Farmee, and Slash Four Enterprises, Inc., as Farroor, a5 amended
by that certain Letter Agreement, dated as of Angust 15, 2001, attached hereto as Exhibit D-
1 and D-2; :

5. Fammout Agreement, dated as July 23, 2001, by and between Ocean Encrgy, Inc., a
Louisiana corporation, as Fanmee, and Pabo Oil & Gas, as Farmor, as amended by that
ceriain Leter Agreement, dated as of August 15, 200), attached hereto as Exhibit D-1 and
D-2;

6, Farmout Agreement, dated as July 23, 2001, by and between Ocean Eperav, Inc., a
Louisiana corporatian, as Fammee, and Phelps White, IIl, as Farmor, attached berewo as
Exhibit E;

7. Farmout Agrcement, dated as July 23, 200], by and betwoen Ocean Energy, Inc, a
Louisiana cosporatian, as Farmuee, and David R, Gaunaway, as Farmar, attached bereto as
Exhibiz F; and

8. Famout Agreement, dated as July 23, 2001, by and between Ocean Energy, Inc. a Louisiana
corporation, as Farmee, and ICA Encrgy, Inc., as Farmor, as amended by that certain Lewer
Agreement, dated as of August 15, 2001, artached hereo as Exchibit G-1 and G-2.

- CATAVTAIIY AT WA APTH7R08CTET YV €C:0T 20/92/20



LAW OFFICES

/ LOSEE, CARSON, HAAS & CARROLL, P. A.
311 WEST QUAY AVENUE

INEST L. CARROLL

_LOEL M. CARSON P. ©. BOX 1720
JANEZ SHULER GRAY

JAMES €. HAAS ARTES'A, NEW MEXICO 88211-1720
OF COUNSEL PHONE (S0S) 746-350S

A.J. LOSEE FAx (50S) 746-6316

11 February 2002

W. Thomas Kellahin
Kellahin and Kellahin

117 North Guadalupe

P.O. Box 2265

Santa Fe, NM 87504-2265

Re:  Oil Conservation Commission Hearings Case 12744 and Case 12731
Dear Tom:
The purpose of this letter is to memorialize our last telephone conversations concerning

the above two referenced cases. As you will recall I sought continuances in the above two cases
in order to allow us time to reach some sort of an agreement with respect to the two applications

for permit to drill (“APDs”) at issue. The APD in Section 23, I advised you that Arrington would -

be willing to release and to allow TMBR/Sharp to drill the well in that section. With respect to
the APD in Section 25, Arrington has other lease hold acreage thus entitling it to operate a well.
Arrington would not release that APD butwould proceed with preparations-to-driil the well. - -

I have also been informed of the fact that you have recently bad-astroke and-that these: . -
two cases were put off from their February 14" date until the following Commission date in
March. Ifit is necessary and if we are unable to reach some sort of an agreement, then I will
work with you in whatever way necessary to allow you to recover from the stroke. As you are
well aware I have gone through the same thing recently and am in a position to most appreciate
your predicament. I wish you well and hope that you are able to recover as quickly as I have.
Best wishes to you Tom,

-

Very truly yours,

LOSEE, CARSON, HAAS & CARROLL, P.A.

7
//u.ay

Ernest L. Carroll

ELC:ct

cc: Rick Montgomery
EXHIBIT
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STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION COMMISSION

IN THE MATTER OF THE APPLICATION OF
TMBR/SHARP DRILLING, INC. FOR AN ORDER
STAYING DIVISION APFROVAL OF TWO
APPLICATIONS FOR PERMITS TO DRILL

BY DAVID H. ARRINGTON OIL & GAS, INC.
LEA COUNTY, NEW MEXICO ¢ CASE NO. 12731

8 a2 ea v ae

IN THE MATTER OF THE APPLICATION OF
TMBR/SHARP DRILLING, INC. APPEALING
THE HOBBS DISTRICT SUPERVISIOR’S
DECISION DENYING APPROVAL OF TWO
APPLICATIONS FOR PERMITS TO DRILL FILED
BY TMBR/SHARP DRILLING, INC.

LEA COUNTY, NEW MEXICO

N 40 G¢ e an e

CASE NO. 12744
MOTION TO VACATE THE COMMISSION
HEARING SET FOR MARCH 26, 2002

COMES NOW David H. Anington Oil & Gas Inc. (“Arrington™) by and through
its attorneys, LOSEE, CARSON, HAAS & CARROLL, P.A. (Ernest L. Carroll), moves the
Commission for an order vacating the Commission hearing set for March 26, 2002, seeking a de
novo review of the decision of the New Mexico Oil Conservation Division in Cases 12731 and
12744 and Division Order R-11700.

This matter has come before the Commission on TMBR/Sharp Drilling Inc.’s
(TMBR/Sharp”) Requet for a De Novo Hearing before the New Mexico Ol Conservation
Commission filed on January 7, 2002, which requested that the Commission review New Mexico
Oil Conservation Division Cases 12731 and 12744 and Division Order R-11700. Since the date
of filing of TMBR/Sharp’s request for de novo hearing events have transpired which have a major

impact on this matter.



There is presently scheduled before the New Mexico Oil Conservation on its

March 21, 2002, docket, Case No. 12816 and Case No. 12841. Case No. 12816 is the
Application of TMBR/Sharp Drilling, Inc. for compulsory pooling of all mineral interests from the
surface to the base of the Mississippian formation underlying the N/2 of Section 25, Township 16
South, Range 35 East, Lea County, to form a standard 320-acre gas spacing unit to be dedicated
to TMBR/Sharp’s Blue Fin “25" Well No. 1.  Case No. 12841 is the Application of Ocean
Energy, Inc. for compulsory pooling of all mineral interests from the surface to the base of the
Mississippian formation underlying the W/2 of Section 25, Township 16 South, Range 35 East,
Lea County, to form a standard 320-acre gas spacing unit to be dedicated to the Triple Hackle
Dragon “25" Well No. 1. TMBR/Sharp’s Blue Fin “25" Well No. 1 and the Triple Hackle
Dragon “25" Well No.1 are also at issue in Case No 12744 which is sought to be reviewed de
novo herein. The N/2 spacing unit designation of the Blue Fin “25” Well No. 1 and the W/2
spacing unit designation of the Triple Hackle Dragon “25" Well No. 1 are in direct conflict and
the Division’s order regarding compulsory pooling with respect to these wells will eﬂ’ectiv'ely
resolve the issue before Commission with respect to whether the APD in question should or
should not have been approved by the District Supervisor. Therefore any issue with respect to
the Blue Fin “25" Weil No. 1 and the Triple Hackle Dragon “25" Well No. 1 contained in Cases
No. 12731 and 12744 &id Division Order No. R-11700 will be moot once the Division has made
its decision.

The only other issue outstanding in Cases No. 12731 and 12744 and Division Order No.
R-11700 regards Arrington’s approved APD for the Blue Drake “23" Well No. 1 to be located in
the E/2 of Section 23, Township 16 South, Range 35 East, Lea County, New Mexico and

TMBR/Sharp’s denied APD for the Leavelle “23* Well No. 1 to be located in the same E/2 of



Section 23, Township 16 South, Range 35 East, Lea County, New Mexico. TMBR/Sharp’s APD
was denied on the basis of having previously issued the APD for the Blue Drake “23” Weil No. 1
to Arrington.  Prior to February 11, 2002, undersigned counsel for Arrington had a telephone
conversation with counsel for TMBR/Sharp wherein undersigned counsel advised counsel for
TMBR/Sharp that Arrington was willing to release its APD for the Blue Drake “23" Well No. 1.
Such telephone conversation was memoralized in a letter dated February 11, 2002, which is
attached hereto as Exhibit “1”. The fact that Arrington is willing to release the Blue Drake “23"
Well No. 1 to allow TMBR/Sharp to drill its proposed Leavelle “23* Well No. 1 resolves the
remaining issues in Case No. 12731 and 12744 and Division Order 11700. Arrington asserts that
it is unnecessary for the Commission to hear this matter at this time if the issues are either
resolved or will be resolved by the resolution of the compulsory pooling matters to be heard by
the Division on March 21, 2002,

Moreover, since the date the filing of TMBR/Sharp’s request for de novo review before
the Commission, TMBR/Sharp has filed a Motion of TMBR/Sharp Drilling, Inc. to Reopen Cases
12731 and 12744 and Amend Order R-11700 Based Upon New Evidence before the Division
(“TMBR/Sharp’s Motion™). Given the filing of TMBR/Sharp’s Motion seeking to reopen the
matter before the Division 2 de novo review by the Commission, prior to a resolution of the
pending motion by the Division, is premature. The Commission has a heavy workload and
should not be burdened with issues which may be resolved without its imtervention or before an
issue is ripe for decision.

Additionally, Arrington seeks to vacate the de novo hearing scheduled for March 26,
2002, because the person within Arrington’s organization who is most qualified to testify as to the

matters at issue has a prior commitment and is unable to appear at the hearing on the 26*.



For the foregoing reasons Arrington requests that the March 26, 2002, hearing be vacated
and reset, if necessary, after the Division has ruled on the compulsory poocling matters and

TMBR/Sharp’s Motion.

Respectfully submitted,

LOSEE, CARSON, HAAS & CARROLL, P.A.

By: f@«y

L. Carroll
P.0O. Box 1720
Artesia, NM 88211-1720
(505)746-3505
Atorneys for David H. Arrington Oil & Gas, Inc.

I hereby certify that I caused a true and

correct copy of the foregoing to be
mailed to counsel of record this March 15, 2002.

ConV? Gt/

. Carroll

,:,.



LAW QFFICES

/ LOSEE, CARSON, HAAS & CARROLL, P. A.
3l WEST QUAY AVENUE

JOEL M. GARSON ®. ©. pax 1720
j:::":"':f:,"“ ARTESIA, NEW MEXICO 8E211-1720
or cauRatL PHONE (8OS) 748-330%
A2 LOSEE FAX (BOE) 744-8318

11 February 2002

W. Thomas Kcllahin
Kellahin and Kellahin-
117 North Guadalupe
P.O. Box 2265

Santa Fe, NM 87504-2265

Re:  Oil Conservation Commission Hearings Case 12744 and Case 12731

Dear Tom:

The purpose of this letter is to memorialize our last telephone conversations concerning
the above two referenced cases, As you will recall I sought continuances in the above two cases
in order to allow us time to reach some sort of an agreement with respect to the two applications :
for permit to drill (“APDs") at issus. The APD in Section 23, I advised you that Arrington would - -
be willing to release and to allow TMBR/Sharp to drill the well in thai section. With respectto - -
the APD in Section 25, Arrington has other lease hold acreage thus entitling it to operate.a well.
Armrington would not release that APD but-would proceed with preparations:todrill the-well. .-

1 have also been informed of the fact that you have recenzly had.a stroke and-that these: . -
two cases were put off fram theirFebruary 14* date until the following Commission date in .
March. If it is necessary and if we are unable to reach some sort of an agreement, then I will
work with you in whatever way necessary to allow you to recover from the stroke. As you are
well aware 1 have gone through the same thing recently and am in a position to most appreciate
your predicament. [ wish you well and hope that you are able to recover as quickly as { have.

Best wishes to you Tom,,
=
Very truly yours,
LOSEE, CARSON, HAAS & CARROLL, P.A.
7
Anve Y
Emest L. Carroll ‘
ELC:ct
cc: Rick Montgomery
EXHIBIT

i1 )
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STATE OF NEW MEXICO )
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION COMMISSION

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

APPLICATION OF TMBR/SHARP , - CASE NO. 12731
DRILLING, INC. FOR AN ORDER

STAYING DAVID H. ARRINGTON

OIL & GAS, INC. FROM COMMENCING

OPERATIONS, LEA COUNTY, NEW MEXICO.

APPLICATION OF TMBR/SHARP CASE NO. 12744
DRILLING, INC. APPEALING THE

HOBBS DISTRICT SUPERVISOR'S

DECISION DENYING APPROVAL OF

TWO APPLICATIONS FOR PERMIT TO DRILL

FILED BY TMBR/SHARP DRILLING, INC.,

LEA COUNTY, NEW MEXICO.

ORDER NO. R-11700-A
ORDER OF THE DIVISION DIRECTOR

BY THE DIVISION DIRECTOR:

THIS MATTER has come before the Division Director of the Oil Conservation
Division, this 21st day of March, 2002, on the Motion of David H. Arrington Oil & Gas
Inc. (hereinafter referred to as "Arrington") to vacate the hearing of this matter by the
New Mexico Oil Conservation Commission (hereinafter referred to as "the
Commission"), and the response of TMBR/Sharp Drilling Inc. (hereinafter referred to as
"TMBR/Sharp") opposing the motion, and the Division Director, having reviewed the
motion and response and being fully informed in the premises,

FINDS,
1. The Motion is not well taken and should not be granted.
2. Arrington's motion to vacate the hearing argues that resolution of competing

pooling applications before the Division in Case No. 12816 and Case No. 12841 will
moot the matters before the Commission. However, it instead appears that the issue of



Case Nos. 12731/12744
Order No. R-11700-A
Page 2

the right to drill in the NW/4 of Section 25 is vital to all four cases and should be
resolved expeditiously.

3. This matter has been continued once already and should not be delayed further
because of the importance of this issue to all concerned.

4. Arrington's motion, filed on this date just two business days prior to the
hearing, is untimely.

5. Counsel are encouraged to focus their preSentations to the Commission during
the hearing on March 21, 2002 on the right of each party to drill in Section 25.

~ IT IS THEREFORE ORDERED:
The motion to vacate of Arrington shall be and hereby is denied.
DONE at Santa Fe, New Mexico, on the day and year hereinabove designated.

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

bl

LORI WROTENBERY
Director

SEAL
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NEW MEXICO ENERGY, MINERALS and
NATURAL RESOURCES DEPARTMENT

GARY E. JOHNSON Lori Wreotenbery
Governor Director
Carol Leach Qil Conservation Division

Acting Cabinet Secretary

January 25, 2002

W. Thomas Kellahin

Kellahin and Kellahin

117 North Guadalupe

P.O. Box 2265

Santa Fe, New Mexico 87504-2265

Erest L. Carroll

Losee, Carson, Haas & Carroll PA
P.O. Box 1720

Artesia, New Mexico 88211-1720

Re:  Case No. 12731, Application of TMBR/Sharp Drilling Inc., de novo
Case No. 12744, Application of TMBR/Sharp Drilling Inc., de novo

Dear Counsel,

The Commission members have requested that copies of each exhibit which is to be
offered during the hearing of this matter be provided to the Commission Secretary no
later than one week prior to the date set for hearing in this matter. As the matter is now
set for hearing on February 15, exhibits should be submitted to Florene Davidson no later
than Friday, February 8, 2002. If an agreed continuance results in the matter being set in
a subsequent month, exhibits should be submitted no later than one week prior to the re-
scheduled hearing.

It would also helpful if you could provide a more detailed statement of your positions in
the pre-hearing statement than is customary.

The Commission members believe that review of detailed pre-hearing statements and the
documentary evidence to be offered will help them to be better prepared for the issues
and testimony. As always, if you have any questions, please do not hesitate to give me a
call at 476-3451.

Stephen C. Ross
Assistant General Counsel

Cc:  Florene Davidson, Commission Secretary

Oil Conservation Division * 1220 South St. Francis Drive * Santa Fe, New Mexico 87505
Phone: (505) 476-3440 * Fax (505) 476-3462 * http://www.emnrd.state.nm.us




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:

APPLICATION OF TMBR/SHARP CASE NO. 12731
DRILLING, INC. FOR AN ORDER

STAYING DAVID H. ARRINGTON

OIL & GAS, INC. FROM COMMENCING

OPERATIONS, LEA COUNTY, NEW MEXICO.

APPLICATION OF TMBR/SHARP CASE NO. 12744
DRILLING, INC. APPEALING THE

ARTESIA [SIC] DISTRICT SUPERVISOR'S

DECISION DENYING APPROVAL OF

TWO APPLICATIONS FOR PERMIT TO DRILL

FILED BY TMBR/SHARP DRILLING, INC,,

LEA COUNTY, NEW MEXICO.

ORDER NO. R-11700
ORDER OF THE DIVISION

BY THE DIVISION:

Case No. 12731 came on for hearing at 8:15 a.m. on September 20, 2001, at Santa
Fe, New Mexico, before Examiner Michael E. Stogner.

Case No. 12744 came on for hearing at 8:15 a.m. on October 18, 2001, at Santa
Fe, New Mexico, before Examiner David K. Brooks

NOW, on this 11th day of December, 2001, the Division Director, having
considered the testimony, the record and the recommendations of the Examiners,

FINDS THAT:

(1)  Due public notice has been given, and the Division has jurisdiction of this
case and of the subject matter.

(2) In Case No. 12731, TMBR/Sharp Drilling, Inc. ("TMBR/Sharp") seeks an
order staying David H. Arrington Oil & Gas Inc. ("Armrington”) from commencing



Case Nos. 12731/12744
Order No. R-11700
Page 2

operations under two approved Applications for Permit to Drill (the "Arrington APDs")
pending final determination of Cause No. CV-2001-315C, now pending in the Fifth
Judicial District Court of Lea County, New Mexico, styled "TMBR/Sharp Drilling, Inc.
v. David H. Arrington Oil & Gas, Inc., et al.," (“the TMBR/Sharp suit”).

(3)  In Case No. 12744, TMBR/Sharp appeals the action of the Supervisor of
District T of the Oil Conservation Division ("the District Supervisor") denying two
Applications for Permit to Drill ("the TMBR/Sharp APDs") wherein TMBR/Sharp
applied for permits to drill on the same spacing and proration units as the previously
approved Arrington APDs.

4) At the hearing in Case No. 12744, that case was consolidated with Case
No. 12731, and was taken under advisement, to be determined on the basis of the record
made in Case No. 12731. Since these cases involve the same units and subject matter,
one order should be entered for both cases.

(5)  OnlJuly 17, 2001, Arrington filed an Application for Permit to Drill (form
C-101) for its proposed Triple-Hackle Dragon "25" Well No. 1, to be located in the W/2
of Section 25, Township 16 South, Range 35 East, Lea County, New Mexico, at a
standard location in SW/4 NW/4 (Unit E), 750 feet from the west line and 1815 feet from
the north line of the section. This APD was approved on July 17, 2001 by Paul Kautz,
acting for the District Supervisor of the Division.

(6) On July 25, 2001, Arrington filed an Application for Permit to Drill (form
C-101) for its proposed Blue Drake "23" Well No. 1, to be located in the E/2 of Section
23, Township 16 South, Range 35 East, Lea County, New Mexico, at a standard location
in NE/4 SE/4 (Unit I), 660 feet from the east line and 1980 feet from the south line of the
section. This APD was approved on July 30, 2001 by Paul Kautz, acting for the District
Supervisor of the Division.

(7)  The APDs described in findings (5) and (6) are the Arrington APDs that
are the subject of the applications filed in these consolidated cases. -

(8)  On or about August 7, 2001, TMBR/Sharp filed an Application for Permit
to Drill (form C-101) for its proposed Blue Fin "25" Well No. 1, to be located in the N/2
of Section 25, Township 16 South, Range 35 East, Lea County, New Mexico, at a
standard location in SW/4 NW/4 (Unit E), 924 feet from the west line and 1913 feet from
the north line of the section. On August 8, 2001, Paul Kautz, acting for the District
Supervisor of the Division, denied this APD by reason of the previous issuance of the
APD for Arrington's Triple-Hackle Dragon "25" Well No. 1.



Case Nos. 12731/12744
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(9)  On or about August 6, 2001, TMBR/Sharp filed an Application for Permit
to Dnill (form C-101) for its proposed Leavelle "23" Well No. 1, to be located in the E/2
of Section 23, Township 16 South, Range 35 East, Lea County, New Mexico, at a
standard location in SW/4 NE/4 (Unit F), 1998 feet from the east line and 2038 feet from
the north line of the section. On August 8, 2001, Paul Kautz, acting for the District
Supervisor of the Division, denied this APD by reason of the previous issuance of the
APD for Arrington's Blue Drake "23" Well No. 1.

(10) The APDs described in findings (8) and (9) are the TMBR/Sharp APDs
that are the subject of the applications filed in these consolidated cases.

(11)  On August 21, 2001, TMBR/Sharp filed the TMBR/Sharp suit.

(12) In the TMBR/Sharp suit, TMBR/Sharp alleges that it is the owner of the
oil and gas leasehold estate in all of the NW/4 of Section 25, and all of the SE/4 of
Section 23, Township 16 South, Range 35 East, Lea County, New Mexico, along with
other lands, pursuant to two oil and gas leases ("the TMBR/Sharp leases") dated August
25, 1997, from Madeline Stokes and Erma Stokes Hamilton, respectively, to Ameristate
Oil & Gas, Inc., recorded respectively in Book 827 at Page 127, and in Book 827 at Page
124, Deed Records of Lea County, New Mexico.

(13) Although the primary terms of the TMBR/Sharp leases have expired,
TMBR/Sharp contends that the TMBR/Sharp leases have been maintained in force and
effect by the drilling of and production from its Blue Fin 24 Well No. 1, located in the
SW/4 SW/4 of Section 24, Township 16 South, Range 35 East, Lea County, New
Mexico, on lands allegedly pooled with the lands covered by the TMBR/Sharp leases.

(14) Armrington claims that no legally effective pooling of the SW/4 SW/4 of
Section 24 with any lands covered by the TMBR/Sharp leases ever occurred, and that the
TMBR/Sharp leases have expired.

(15)  Arrington claims that it is the owner of the oil and gas leasehold estate in
all of the NW/4 of Section 25, and all of the SE/4 of Section 23, Township 16 South,
Range 35 East, Lea County, New Mexico, along with other lands, pursuant to two oil and
gas leases ("the Arrington leases") dated March 27, 2001, from Madeline Stokes and
Erma Hamilton, respectively, to James D. Huff, recorded respectively in Book 1084 at
Page 282, and in Book 1084 at Page 285, Deed Records of Lea County, New Mexico.

(16) The Amington APDs and the TMBR/Sharp APDs both identified the
Townsend Mississippian North Gas Pool as the pool to which the well would be
dedicated.
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(17)  The Townsend Mississippian North Gas Pool is governed by the spacing
and well density requirements of Rule 104.C(2) [19 NMAC 15.C.104.C(2)].

(18)  The Arrington APDs conformed to the requirements of Rule 104.C(2), and
were properly approved.

(19)  After approval of the Arrington APDs, the TMBR/Sharp APDs could not
have been approved because:

(@)  TMBR/Sharp's proposed Blue Fin "25" Well No. 1 was proposed
to be located in NW/4 of Section 25, the same quarter section as Arrington's
proposed Triple-Hackle Dragon "25" Well No. 1, in violation of Rule
104.C(2)(b).

(b) TMBR/Sharp's APD for its proposed Blue Fin "25" Well No. 1
proposed a N/2 dedication, whereas the previously approved Arrington APD
established a W/2 spacing unit.

(© The approval of APDs naming TMBR/Sharp as operator for wells
proposed to be located in either the W/2 of Section 25 or the E/2 of Section 23,
following the approval of the Arrington APDs, would contravene Rule
104.C(2)(c), which requires that any subsequent well drilled in a spacing unit be
operated by the operator of the initial well.

(20) ' TMBR/Sharp did not present any geological or engineering testimony or
evidence that the locations it proposed were in any way superior to the locations proposed
in the Arrington APDs.

CONCLUSIONS OF LAW:

(21) The Oil Conservation Division has no jurisdiction to determine-the
validity of any title, or the validity or continuation in force and effect of any oil and gas
lease. Exclusive jurisdiction of such matters resides in the courts of the State of New
Mexico.

(22)  Since the Arrington APDs were filed at a time when no conflicting APDs
had been filed affecting the subject units, the APDs conformed to applicable OCD Rules,
and Arrington has demonstrated at least a colorable claim of title that would confer upon
it a right to drill its proposed wells, no basis exists to reverse or overrule the action of the
District Supervisor in approving the Arrington APDs.



Case Nos. 12731/12744
Order No. R-11700
Page 5

(23)  The approval of the Arrington APDs ipso facto precludes approval of the
TMBR/Sharp APDs.

(24) If TMBR/Sharp has better title to the lands in question, it has a fully
adequate remedy in the 5th Judicial District Court of Lea County, New Mexico, which is
clothed with equitable power to restrain operations authorized by the Arrington APD, or
to order Arrington to withdraw the Arrington APDs, if such court determines either such
action to be warranted.

(25)  Since the Division has jurisdiction to revoke its approval of any APD in an
appropriate case, Arrington's Motions to Dismiss TMBR/Sharp's Applications for want of
jurisdiction should be denied.

(26)  The Application of TMBR/Sharp for an order staying operations under the
Arrington APDs until the conclusion of the TMBR/Sharp suit should be denied.
However, in the interest of protecting correlative rights, commencement of operations
under the Arrington APDs should be stayed for a brief time after issuance of this order to
allow TMBR/Sharp to petition the 5th Judicial District Court of Lea County for
temporary relief, should it elect to do so.

IT IS THEREFORE ORDERED THAT:

(1)  Arrington's Motions to Dismiss TMBR/Sharp's Applications for want of
jurisdiction are denied.

(1)  TMBR/Sharp's Application appealing the denial of the TMBR/Sharp
APDs is denied.

(2)  TMBR/Sharp's Application for an order staying approval of the Arrington
APDs until final conclusion of the TMBR/Sharp suit is denied.

(3)  Approval of the Arrington APDs is hereby suspended for a penod of ten
(10) days after the date of issuance of this order, to afford TMBR/Sharp an Opportumty to
petition the 5th Judicial District Court of Lea County, New Mexico for relief in this
matter should it elect to do so.

4) Junisdiction of this case is retained for the entry of such further orders as
the Division may deem necessary.
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DONE at Santa Fe, New Mexico, on the day and year hereinabove designated.

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

S

LORI WROTENBERY
Director




KELLAHIN AND KELLAHIN
ATTORNEYS AT LAW

EL PAaTIO BUILDING
TELEPHONE (S03) 982-4285
7 NORTH GUuaDALUPE
5 TELEFAX {SO%) 982-2047

W THOMAS KELLAKING
PosT OFFICE Box 2265

“NEW MEXICO BOARD OF LEGAL SPECIALIZATION
ECOGNIZED SPECIALIST (N THE AREA QF P
:AruruL RESOURCES-QIL AND GAS LAW SANTA FE. NEW MEXICO 87304-2267
JASON KELLAMIN IRETIRED 1991;
January 8, 2002

Ms. Lori Wrotenbery, Chair
Oil Conservation Commission
1220 South Saint Francis Drive
Santa Fe, New Mexico 87505
Re: REQUEST FOR HEARING DENOVO
Order No. R-11700
NMOCD Case 12731
Application of TMBR/Sharp Drilling, Inc.
for an order staying David H. Arrington
Oil & Gas, Inc. from commencing
operations, Lea County, New Mexico.

NMOCD c
Application of TMBR/Sharp Drilling, Inc.

appealing the Hobbs District Supervisor’s
decision denying approval of two applications
for permit to drill filed by TMBR/Sharp
Drilling, Inc., Lea County, New Mexico

CC:E S L-1vr 20

Dear Ms. Wrotenbery:

On behalf of TMBR/Sharp Drilling, Inc., please find enclosed our
request for a Hearing DeNovo of the referenced cases before the New

Mexico Oil Conservation Commission.

N
Vé&y/tt'ﬂl your
!

W. Thomas Kellahin

cc: Earnest Carroll, Esq.
Attorney for Arrington
cc: TMBR/Sharp
Rick Montgomery, Esq.



STATE OF NEW MEXICO

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION COMMISSION

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

APPLICATION OF TMBR/SHARP DRILLING, INC.
FOR AN ORDER STAYING DAVID H. ARRINGTON

OIL & GAS, INC. FROM COMMENCING OPERATIONS
LEA COUNTY, NEW MEXICO

APPLICATION OF TMBR/SHARP DRILLING, INC.
APPEALING THE HOBBS DISTRICT SUPERVISOR’S
DECISION DENYING APPROVAL OF TWO

APPLICATIONS FOR PERMIT TO DRILL FILED BY
TMBR/SHARP DRILLING, INC.

LEA COUNTY, NEW MEXICO

TMBR/SHARP DRILLING, INC.’S

CASE NO. 12731

- fran

CASE NO. 12748

-——

1d

Q¢

REQUEST FOR A DE NOVO HEARING

BEFORE THE

NEW MEXICO OIL CONSERVATION COMMISSION

Comes now TMBR/Sharp Drilling, Inc., a party of record before the New Mexico Oil

Conservation Division in Cases 12731 and 12744 and adversely affected by Division Order R-
11700 entered December 13, 2001, by its attorneys Kellahin & Kellahin and pursuant to NMSA

(1978) Section 70-2-13, hereby requests that the New Mexico Oil Conservation Commission

hold a HEARING DENOVO in these matters.

Kellalun & Kellahin
P. O: Box 2265

Santa Fe, New Mexico 87501
(505) 982-4285

Attorneys for TMBR/Sharp Drilling, Inc.



CASE 12731: De Novo (Continued from February 15,
2002 Commission Hearing)

Application of TMBR/Sharp Drilling, Inc. for an order
staying Division approval of two applications for permit
to drill obtained by David H. Arrington Oil & Gas, Inc.,
Lea County, New Mexico. Applicant seeks an order
staying David H. Arrington Oil & Gas, Inc.’s
applications for permit to drill the Triple Hackle
Dragon 25 Well No. 1, W/2 of Section 25, Township 16
South, Range 35 East and the Blue Drake 23 Well No. 1,
E/2 of Section 23, Township 16 South, Range 35 East,
pending a final adjudication of ownership. These wells
are located approximately 4 miles north of the center of
the City of Lovington, New Mexico. Upon application
of TMBR/Sharp Drilling, Inc., this case will be heard
De Novo pursuant to the provisions of Rule 1220.



STATE OF NEW MEXICO )
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION COMMISSION

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

APPLICATION OF TMBR/SHARP _ ~ CASE NO. 12731
DRILLING, INC. FOR AN ORDER

STAYING DAVID H. ARRINGTON |

OIL & GAS, INC. FROM COMMENCING

OPERATIONS, LEA COUNTY, NEW MEXICO.

APPLICATION OF TMBR/SHARP CASE NO. 12744
DRILLING, INC. APPEALING THE

HOBBS DISTRICT SUPERVISOR'S

DECISION DENYING APPROVAL OF

TWO APPLICATIONS FOR PERMIT TO DRILL

FILED BY TMBR/SHARP DRILLING, INC,,

LEA COUNTY, NEW MEXICO.

ORDER NO. R-11700-A
ORDER OF THE DIVISION DIRECTOR

BY THE DIVISION DIRECTOR:

THIS MATTER has come before the Division Director of the Oil Conservation
Division, this 21st day of March, 2002, on the Motion of David H. Arrington Oil & Gas
Inc. (hereinafier referred to as "Arrington") to vacate the hearing of this matter by the
New Mexico Oil Conservation Commission (hereinafter referred to as "the
Commission"), and the response of TMBR/Sharp Drilling Inc. (hereinafter referred to as
"TMBR/Sharp") opposing the motion, and the Division Director, having reviewed the
motion and response and being fully informed in the premises,

FINDS,
1. The Motion is not well taken and should not be granted.
2. Arrington's motion to vacate the hearing argues that resolution of competing

pooling applications before the Division in Case No. 12816 and Case No. 12841 will
moot the matters before the Commission. However, it instead appears that the issue of
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the right to drill in the NW/4 of Section 25 is vital to all four cases and should be
resolved expeditiously.

3. This matter has been continued once already and should not be delayed further
because of the importance of this issue to all concerned.

4. Arrington's motion, filed on this date just two business days prior to the
hearing, is untimely.

5. Counsel are encouraged to focus their preséntations to the Commission during
the hearing on March 21, 2002 on the right of each party to drill in Section 25.

~ IT IS THEREFORE ORDERED:
The motion to vacate of Arrington shall be and hereby is denied.
DONE at Santa Fe, New Mexico, .on the day and year hereinabove designated.

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

i)

LORI WROTENBERY
Director




NEW MEXICO ENERGY, MINERALS and
NATURAL RESOURCES DEPARTMENT

GARY E. JOHNSON Lori Wrotenbery
Governor Director
Carol Leach 0Oil Conservation Division

Acting Cabinet Secretary

January 25, 2002

W. Thomas Kellahin

Kellahin and Kellahin

117 North Guadalupe

P.O. Box 2265

Santa Fe, New Mexico 87504-2265

Emest L. Carroll

Losee, Carson, Haas & Carroll PA
P.O. Box 1720

Artesia, New Mexico 88211-1720

Re:  Case No. 12731, Application of TMBR/Sharp Drilling Inc., de novo
Case No. 12744, Application of TMBR/Sharp Drilling Inc., de novo

Dear Counsel,

The Commission members have requested that copies of each exhibit which is to be
offered during the hearing of this matter be provided to the Commission Secretary no
later than one week prior to the date set for hearing in this matter. As the matter is now
set for hearing on February 15, exhibits should be submitted to Florene Davidson no later
than Friday, February 8, 2002. If an agreed continuance results in the matter being set in
a subsequent month, exhibits should be submitted no later than one week prior to the re-
scheduled hearing.

It would also helpful if you could provide a more detailed statement of your positions in
the pre-hearing statement than is customary.

The Commission members believe that review of detailed pre-hearing statements and the
documentary evidence to be offered will help them to be better prepared for the issues
and testimony. As always, if you have any questions, please do not hesitate to give me a
call at 476-3451.

Stephen C. Ross
Assistant General Counsel

Cc:  Florene Davidson, Commission Secretary

Oil Conservation Division * 1220 South St. Francis Drive * Santa Fe, New Mexico 87505

Dl s 12NN AT DA AN+ fmmmy e
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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:

APPLICATION OF TMBR/SHARP CASE NO. 12731
DRILLING, INC. FOR AN ORDER

STAYING DAVID H. ARRINGTON

OIL & GAS, INC. FROM COMMENCING

OPERATIONS, LEA COUNTY, NEW MEXICO.

APPLICATION OF TMBR/SHARP CASE NO. 12744
DRILLING, INC. APPEALING THE

ARTESIA [SIC] DISTRICT SUPERVISOR'S

DECISION DENYING APPROVAL OF

TWO APPLICATIONS FOR PERMIT TO DRILL

FILED BY TMBR/SHARP DRILLING, INC,,

LEA COUNTY, NEW MEXICO.

ORDER NO. R-11700
ORDER OF THE DIVISION
BY THE DIVISION:

Case No. 12731 came on for hearing at 8:15 a.m. on September 20, 2001, at Santa
Fe, New Mexico, before Examiner Michael E. Stogner.

Case No. 12744 came on for hearing at 8:15 a.m. on October 18, 2001, at Santa
Fe, New Mexico, before Examiner David K. Brooks

NOW, on this 11th day of December, 2001, the Division Director, having
considered the testimony, the record and the recommendations of the Examiners,

FINDS THAT:

(1)  Due public notice has been given, and the Division has jurisdiction of this
case and of the subject matter.

) In Case No. 12731, TMBR/Sharp Drilling, Inc. ("TMBR/Sharp") seeks an
order staying David H. Arrington Oil & Gas Inc. ("Arrington") from commencing
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operations under two approved Applications for Permit to Drill (the "Arrington APDs")
pending final determination of Cause No. CV-2001-315C, now pending in the Fifth
Judicial District Court of Lea County, New Mexico, styled "TMBR/Sharp Drilling, Inc.
v. David H. Arrington Oil & Gas, Inc., et al," (“the TMBR/Sharp suit™).

(3) In Case No. 12744, TMBR/Sharp appeals the action of the Supervisor of
District 1 of the Oil Conservation Division ("the District Supervisor") denying two
Applications for Permit to Drill ("the TMBR/Sharp APDs") wherein TMBR/Sharp
applied for permits to drill on the same spacing and proration units as the previously
approved Arrington APDs.

4) At the hearing in Case No. 12744, that case was consolidated with Case
No. 12731, and was taken under advisement, to be determined on the basis of the record
made in Case No. 12731. Since these cases involve the same units and subject matter,
one order should be entered for both cases.

(5) On July 17, 2001, Arrington filed an Application for Permit to Drill (form
C-101) for its proposed Triple-Hackle Dragon "25" Well No. 1, to be located in the W/2
of Section 25, Township 16 South, Range 35 East, Lea County, New Mexico, at a
standard location in SW/4 NW/4 (Unit E), 750 feet from the west line and 1815 feet from
the north line of the section. This APD was approved on July 17, 2001 by Paul Kautz,
acting for the District Supervisor of the Division.

(6)  On July 25, 2001, Arrington filed an Application for Permit to Dnill (form
C-101) for its proposed Blue Drake "23" Well No. 1, to be located in the E/2 of Section
23, Township 16 South, Range 35 East, Lea County, New Mexico, at a standard location
in NE/4 SE/4 (Unit I), 660 feet from the east line and 1980 feet from the south line of the
section. This APD was approved on July 30, 2001 by Paul Kautz, acting for the District
Supervisor of the Division.

(7)  The APDs described in findings (5) and (6) are the Arrington APDs that
are the subject of the applications filed in these consolidated cases. -

(8)  On or about August 7, 2001, TMBR/Sharp filed an Application for Permit
to Drill (form C-101) for its proposed Blue Fin "25" Well No. 1, to be located in the N/2
of Section 25, Township 16 South, Range 35 East, Lea County, New Mexico, at a
standard location in SW/4 NW/4 (Unit E), 924 feet from the west line and 1913 feet from
the north line of the section. On August 8, 2001, Paul Kautz, acting for the District
Supervisor of the Division, denied this APD by reason of the previous issuance of the
APD for Arrington's Triple-Hackle Dragon "25" Well No. 1.
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9 On or about August 6, 2001, TMBR/Sharp filed an Application for Permit
to Drill (form C-101) for its proposed Leavelle "23" Well No. 1, to be located in the E/2
of Section 23, Township 16 South, Range 35 East, Lea County, New Mexico, at a
standard location in SW/4 NE/4 (Unit F), 1998 feet from the east line and 2038 feet from
the north line of the section. On August 8, 2001, Paul Kautz, acting for the District
Supervisor of the Division, denied this APD by reason of the previous issuance of the
APD for Arrington's Blue Drake "23" Well No. 1.

(10) The APDs described in findings (8) and (9) are the TMBR/Sharp APDs
that are the subject of the applications filed in these consolidated cases.

(11)  On August 21, 2001, TMBR/Sharp filed the TMBR/Sharp suit.

(12)  In the TMBR/Sharp suit, TMBR/Sharp alleges that it is the owner of the
oil and gas leasehold estate in all of the NW/4 of Section 25, and all of the SE/4 of
Section 23, Township 16 South, Range 35 East, Lea County, New Mexico, along with
other lands, pursuant to two oil and gas leases ("the TMBR/Sharp leases") dated August
25, 1997, from Madeline Stokes and Erma Stokes Hamilton, respectively, to Ameristate
Oil & Gas, Inc., recorded respectively in Book 827 at Page 127, and in Book 827 at Page
124, Deed Records of Lea County, New Mexico.

(13)  Although the primary terms of the TMBR/Sharp leases have expired,
TMBR/Sharp contends that the TMBR/Sharp leases have been maintained in force and
effect by the drilling of and production from its Blue Fin 24 Well No. 1, located in the
SW/4 SW/4 of Section 24, Township 16 South, Range 35 East, Lea County, New
Mexico, on lands allegedly pooled with the lands covered by the TMBR/Sharp leases.

(14) Armrington claims that no legally effective pooling of the SW/4 SW/4 of
Section 24 with any lands covered by the TMBR/Sharp leases ever occurred, and that the
TMBR/Sharp leases have expired.

(15)  Arrington claims that it is the owner of the oil and gas leasehold estate in
all of the NW/4 of Section 25, and all of the SE/4 of Section 23, Township 16 South,
Range 35 East, Lea County, New Mexico, along with other lands, pursuant to two oil and
gas leases ("the Arrington leases") dated March 27, 2001, from Madeline Stokes and
Erma Hamilton, respectively, to James D. Huff, recorded respectively in Book 1084 at
Page 282, and in Book 1084 at Page 285, Deed Records of Lea County, New Mexico.

(16) The Amington APDs and the TMBR/Sharp APDs both identified the
Townsend Mississippian North Gas Pool as the pool to which the well would be
dedicated.



Case Nos. 12731/12744
Order No. R-11700
Page 4

(17)  The Townsend Mississippian North Gas Pool is governed by the spacing
and well density requirements of Rule 104.C(2) [19 NMAC 15.C.104.C(2)].

(18)  The Arrington APDs conformed to the requirements of Rule 104.C(2), and
were properly approved.

(19)  After approval of the Arrington APDs, the TMBR/Sharp APDs could not
have been approved because:

(a) TMBR/Sharp's proposed Blue Fin "25" Well No. 1 was proposed
to be located in NW/4 of Section 25, the same quarter section as Arrington's

proposed Triple-Hackle Dragon "25" Well No. 1, in violation of Rule
104.C(2)(b).

(b)  TMBR/Sharp's APD for its proposed Blue Fin "25" Well No. 1
proposed a N/2 dedication, whereas the previously approved Arrington APD
established a W/2 spacing unit.

(c) The approval of APDs naming TMBR/Sharp as operator for wells
proposed to be located in either the W/2 of Section 25 or the E/2 of Section 23,
following the approval of the Armington APDs, would contravene Rule
104.C(2)(c), which requires that any subsequent well drilled in a spacing unit be
operated by the operator of the initial well.

(20) TMBR/Sharp did not present any geological or engineering testimony or
evidence that the locations it proposed were in any way superior to the locations proposed
in the Arrington APDs.

CONCLUSIONS OF LAW:

(21) The Oil Conservation Division has no jurisdiction to determine-the
validity of any title, or the validity or continuation in force and effect of any oil and gas
lease. Exclusive jurisdiction of such matters resides in the courts of the State of New
Mexico.

(22)  Since the Arrington APDs were filed at a time when no conflicting APDs
had been filed affecting the subject units, the APDs conformed to applicable OCD Rules,
and Arrington has demonstrated at least a colorable claim of title that would confer upon
it a right to dnll its proposed wells, no basis exists to reverse or overrule the action of the
District Supervisor in approving the Arrington APDs.
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(23)  The approval of the Arrington APDs ipso facto precludes approval of the
TMBR/Sharp APDs.

(24) If TMBR/Sharp has better title to the lands in question, it has a fully
adequate remedy in the 5th Judicial District Court of Lea County, New Mexico, which is
clothed with equitable power to restrain operations authorized by the Arrington APD, or
to order Arrington to withdraw the Arrington APDs, if such court determines either such
action to be warranted.

(25)  Since the Division has jurisdiction to revoke its approval of any APD in an
appropriate case, Arrington's Motions to Dismiss TMBR/Sharp's Applications for want of
jurisdiction should be denied.

(26) The Application of TMBR/Sharp for an order staying operations under the
Armrington APDs until the conclusion of the TMBR/Sharp suit should be denied.
However, in the interest of protecting correlative rights, commencement of operations
under the Amngton APDs should be stayed for a brief time after issuance of this order to
allow TMBR/Sharp to petition the Sth Judicial District Court of Lea County for
temporary relief, should it elect to do so.

IT IS THEREFORE ORDERED THAT:

(1)  Ammngton's Motions to Dismiss TMBR/Sharp's Applications for want of
jurisdiction are dented.

(1) TMBR/Sharp's Application appealing the denial of the TMBR/Sharp
APDs is denied.

(2)  TMBR/Sharp's Application for an order staying approval of the Arrington
APDs until final conclusion of the TMBR/Sharp suit is denied.

(3)  Approval of the Arrington APDs is hereby suspended for a period of ten
(10) days after the date of issuance of this order, to afford TMBR/Sharp an opportunity to
petition the Sth Judicial District Court of Lea County, New Mexico for relief in this
matter should it elect to do so.

(4) Jurisdiction of this case is retained for the entry of such further orders as
the Division may deem necessary.
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DONE at Santa Fe, New Mexico, on the day and year hereinabove designated.

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

S

LORI WROTENBERY
Director




KELLAHIN AND KELLAHIN
ATTORNEYS AT LAW
L PaTtio BUiLDING
117 NORTH GUADALUPE TELEPHONE (S05) 982-428S
TELEFAX (SO 2982-2047

w THOMAS KELLAHIN®
PosT OFFiICcs BOox 22695

SNEW MEXICO BOARD OF LEGAL SPECIALIZATION

RECOGNIZED SPECIALIST IN THE AREA OF
NATURAL RESOURCES-0IL ANC GAS LAwW SANTA FE. NEW MEXICO 87304-2263

JASON KELLAHIN IRETIRED 1991
January 8, 2002
HAND DELIVERED
Ms. Lori Wrotenbery, Chair
Oil Conservation Commission
1220 South Saint Francis Drive =
Santa Fe, New Mexico 87505 fﬂ ==
Re: REQUEST FOR HEARING DENOVO -L :
Order No. R-11700 .
NMOCD Case 12731 B
Application of TMBR/Sharp Drilling, Inc. w s
for an order staying David H. Arrington N T
Co .

Oil & Gas, Inc. from commencing
operations, Lea County, New Mexico.

NMOCD c
Application of TMBR/Sharp Drilling, Inc.

appealing the Hobbs District Supervisor’s
decision denying approval of two applications
JSor permit to drill filed by TMBR/Sharp
Drilling, Inc., Lea County, New Mexico

Dear Ms. Wrotenbery:

On behalf of TMBR/Sharp Drilling, Inc., please find enclosed our
request for a Hearing DeNovo of the referenced cases before the New

Mexico Oil Conservation Commission.

Pama
' Vé‘y trily your,
// .

?

W. Thomas Kellahin

cc: Earnest Carroll, Esq.
Attorney for Arrington
cc: TMBR/Sharp
Rick Montgomery, Esq.



STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION COMMISSION

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

CASE NO. 12731
APPLICATION OF TMBR/SHARP DRILLING, INC.

FOR AN ORDER STAYING DAVID H. ARRINGTON
OIL & GAS, INC. FROM COMMENCING OPERATIONS
LEA COUNTY, NEW MEXICO

- Kif €0

CASE NO. 12744“J
APPLICATION OF TMBR/SHARP DRILLING, INC. = =
APPEALING THE HOBBS DISTRICT SUPERVISOR’S
DECISION DENYING APPROVAL OF TWO
APPLICATIONS FOR PERMIT TO DRILL FILED BY
TMBR/SHARP DRILLING, INC.
LEA COUNTY, NEW MEXICO

a¢:g

TMBR/SHARP DRILLING, INC.’S
REQUEST FOR A DE NOVO HEARING
BEFORE THE
NEW MEXICO OIL CONSERVATION COMMISSION

Comes now TMBR/Sharp Drilling, Inc., a party of record before the New Mexico Oil
Conservation Division in Cases 12731 and 12744 and adversely affected by Division Order R-
11700 entered December 13, 2001, by its attorneys Kellahin & Kellahin and pursuant to NMSA

(1978) Section 70-2-13, hereby requests that the New Mexico Oil Conservation Commission
hold a HEARING DENOVO in these matters.

Kcllahm & Kellahin
P. O/ Box 2265

Santa Fe, New Mexico 87501
(505) 982-4285

Attorneys for TMBR/Sharp Drilling, Inc.



CASE 12758: De Novo

Application of the New Mexico Oil Conservation
Division for an Order Requiring Kersey and Company
To Bring One (1) Well into Compliance with Rule 201-
B, and Assessing Appropriate Civil Penalties, Lea
County, New Mexico. The Applicant seeks an order
requiring Kersey and Company, the operator of one
inactive well located in Lea County, New Mexico, to
bring said well into compliance with OCD Rule 201.B
by either restoring said well to production or beneficial
use, plugging and abandoning said well or securing
Division approval for temporary abandonment thereof.
The affected well is as follows:

WELL NAME
AND NUMBER API NO. ULSTR
Hover “1” #001 30-025-00789 A-32-17S8-32E

Upon application of Kersey and Company, this case will
be heard De Novo pursuant to the provisions of Rule
1220.



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. 12758
ORDER NO. R-11712

APPLICATION OF THE NEW MEXICO OIL CONSERVATION DIVISION
THROUGH THE SUPERVISOR OF THE DISTRICT I HOBBS OFFICE FOR AN
ORDER REQUIRING OPERATORS TO BRING ONE HUNDRED FORTY-
SEVEN (147) WELLS INTO COMPLIANCE WITH RULE 201.B AND
ASSESSING APPROPRIATE CIVIL PENALTIES, LEA, ROOSEVELT AND
CHAVES COUNTIES, NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This case came on for hearing at 8:15 a.m. on November 1, 2001, at Santa Fe,
New Mexico, before Examiner David R. Catanach.

NOW, on this 15th day of January, 2002, the Division Director, having
considered the testimony, the record and the recommendations of the Examiner,

FINDS THAT:

(1)  Due public notice has been given, and the Division has jurisdiction of this
case and its subject matter.

(2) There are fourteen (14) respondents named in this Application. At the
hearing, the New Mexico Oil Conservation Division (“the Division) appeared through
counsel. None of the respondents named in the Application appeared, either by filing
written appearance or by appearance at the hearing.

(3)  The Division seeks an order directing the named respondents to bring
certain wells into compliance with Division Rule 201.B, either by: (i) restoring these
wells to production or other Division-approved beneficial use; (ii) causing these wells to
be properly plugged and abandoned in accordance with Division Rule 202.B; or (iii)
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securing Division authority to maintain these wells in temporary abandonment status, in
accordance with Division Rule 203.

(4) The Application alleges that C. W. Stumhoffer is the operator of the
Shipman Well No. 1 (API No. 30-025-27882) located in Unit G of Section 35, Township
22 South, Range 37 East, NMPM, Lea County, New Mexico, and that said well is
inactive and not in compliance with Division Rule 201.B.

(5) However, the Division presented evidence that the Shipman No. 1 has
been properly plugged and abandoned, and requested that this case be dismissed as to C.
W. Stumhoffer.

(6)  The attorney for the Division further represented that the following-named
respondents have agreed to bring wells that they operate into compliance in accordance
with a work plan approved by the supervisor of the Hobbs District Office. The Division
accordingly requested that the Application in this case, as to these operators and the wells
operated by them, be severed, assigned a separate case number, and continued until the
February 7, 2002 Examiner Docket, in order to allow these operators an opportunity to
voluntarily bring their wells into compliance with Division rules. The operators as to
whom the Division requested severance and continuance are:

Amtex Energy, Inc.

Bettis, Boyle & Stovall

C. E. Larue & B. M. Muncy, Jr.

Crestridge Drilling and Production Company, LLC
Hal J. Rasmussen Operating, Inc.

John A. Yates, Jr.

Kenson Operating Company, Inc.

Kevin O. Butler & Associates, Inc.

Mallon Oil Company

7 The Division’s request to continue this case to the February 7, 2002
Examiner Docket as to the operators described above should be granted. The case to be
heard on February 7, 2002 should be designated Case No. 12758-A.

(8) With respect to Erwin Oil & Gas Ltd. Co., the Division presented
testimony that demonstrates:

(a) Erwin Oil & Gas Ltd. Co. is the operator of the State “WEG” Well
No. 1 (API No. 30-025-04392) located in Unit H of Section 34, Township 20
South, Range 36 East, NMPM, Lea County, New Mexico;
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(b)  Erwin Oil & Gas Ltd. Co. has not filed any production reports on
the State “WEG” No. 1 since February, 1997;

(c) the Division, on or about May 20, 2000, notified Erwin Oil & Gas
Ltd. Co. that the State “WEG” No. 1 was not in compliance with Rule 201.B. By
letter dated September 8, 2000, the Division again notified Erwin Oil & Gas Ltd.
Co. that the State “WEG” No. 1 was not in compliance, and ordered that it bring
the well into compliance with Division rules; and

(d) Erwin Oil & Gas Ltd. Co. has not responded to the Division’s
letters.

(9)  Erwin O1l & Gas Ltd. Co.'s State “WEG” No. 1 is not in compliance with
Division Rule 201.B.

(10)  Erwin Oil & Gas Ltd. Co. knowingly and willfully failed to comply with
Division Rule 201.B for at least one (1) year. Pursuant to NMSA 1978 70-2-31.A, a civil
penalty in the amount of one thousand dollars ($1,000) should be assessed against Erwin
01l & Gas Ltd. Co. for this knowing and willful violation.

(11) Erwin Oil & Gas Ltd. Co. should be ordered to bring this well into
compliance with Division Rule 201.B.

(12)  With respect to Fi-Ro Corporation, the Division presented testimony that
demonstrates:

(a) Fi-Ro Corporation is the operator of one (1) well in Lea County,
New Mexico, and two (2) wells in Chaves County, New Mexico, described as
follows:

Chaves County, New Mexico

Gulf State “H” No. 1 (API No. 30-005-00822) Unit H, Section 23, T-13S, R-31E
Hondo Holloway St. No. 1 (API No. 30-005-00691) Unit F, Section 36, T-128,
R-31E

Lea County, New Mexico

North Caprock Queen Unit 1 Tr. 27 No. 5Y (API No. 30-025-24155) Unit E,
Section 8, T-13S, R-32E
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(b) neither the Gulf State “H” No. 1 nor the North Caprock Queen
Unit 1 Tr. 27 No. 5Y has produced any hydrocarbons since before 1997,

(c) the Hondo Holloway State No. 1 has not produced any
hydrocarbons since October, 1998;

(d)  Fi-Ro Corporation was notified by the Division by letter dated
August 31, 1999 with respect to the Hondo Holloway State No. 1, and by letters
dated March 20, 2000, May 20, 2000, June 14, 2000, and September 8, 2000 with
respect to all of the above-described wells that the wells were not in compliance,
and ordered it to bring these wells into compliance with Division rules; and

(e) Fi-Ro Corporation has not responded to the Division’s letters.

(13)  Fi-Ro Corporation's above-described wells are not in compliance with
Division Rule 201.B.

(14)  Fi-Ro Corporation knowingly and willfully failed to comply with Division
Rule 201.B for at least two (2) years for the Hondo Holloway State No. 1 and for at least
one (1) year for the other two wells. Pursuant to NMSA 1978 70-2-31.A, a civil penalty
in the amount of four thousand dollars ($4,000) ($1,000 per well for each year of non-
compliance) should be assessed against Fi-Ro Corporation for this knowing and willful
violation.

(15) Fi-Ro Corporation should be ordered to bring the subject wells into
compliance with Division Rule 201.B.

(16) With respect to Happy Oil Company, Inc., the Division presented
testimony that demonstrates:

(a) Happy Oil Company, Inc. is the operator of the Chilkat State “6”
Well No. 1 (API No. 30-025-29725) located in Unit O of Section 6, Township 21
South, Range 35 East, NMPM, Lea County, New Mexico;

(b)  the Chilkat State “6” No. 1 has not produced any hydrocarbons
since before 1997,

(c) the Division, on or about May 20, 2000, notified Happy Oil
Company, Inc. that the Chilkat State “6” No. 1 was not in compliance with Rule
201.B. By letter dated September 8, 2000, the Division again notified Happy Oil
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Company, Inc. that the Chilkat State “6” No. 1 was not in compliance, and
ordered that it bring the well into compliance with Division rules; and

(d) Happy Oil Company, Inc. has not responded to the Division’s
letters.

(17)  Happy Oil Company, Inc.'s Chilkat State “6” No. 1 is not in compliance
with Division Rule 201.B.

(18) Happy Oil Company, Inc. knowingly and willfully failed to comply with
Division Rule 201.B for at least one (1) year. Pursuant to NMSA 1978 70-2-31.A, a civil
penalty in the amount of one thousand dollars ($1,000) should be assessed against Happy
Oil Company, Inc. for this knowing and willful violation.

(19) With respect to Kersey & Co., the Division presented testimony that
demonstrates:

(a) Kersey & Co. is the operator of the Hover “1” Well No. 1 (API
No. 30-025-00789) located in Unit A of Section 32, Township 17 South, Range
32 East, NMPM, Lea County, New Mexico;

(b)  the Hover *1” No. 1 has not produced any hydrocarbons since
before 1997,

©) the Division, on or about May 20, 2000, notified Kersey & Co. that
the Hover “1” No. 1 was not in compliance with Rule 201.B. By letter dated
September 8, 2000, the Division again notified Kersey & Co. that the Hover “1”
No. 1 was not in compliance, and ordered that it bring the well into compliance
with Division rules; and

(d) Kersey & Co. has not responded to the Division’s letters.

(20) Kersey & Co.'s Hover “1” No. 1 is not in compliance with Division Rule
201.B.

(21) Kersey & Co. knowingly and willfully failed to comply with Division
Rule 201.B. Pursuant to NMSA 1978 70-2-31.A, a civil penalty in the amount of one
thousand dollars ($1,000) should be assessed against Kersey & Co. for this knowing and
wiliful violation.
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IT IS THEREFORE ORDERED THAT:

(1) Pursuant to the request of the Division through its counsel, this
Application insofar as it relates to C. W. Stumhoffer is hereby dismissed.

(2) Pursuant to the request of the Division through its counsel, this
Application insofar as it relates to Amtex Energy, Inc., Bettis, Boyle & Stovall, C. E.
Larue & B. M. Muncy, Jr., Crestridge Drilling and Production Company, LLC, Hal J.
Rasmussen Operating, Inc., John A. Yates, Jr., Kenson Operating Company, Inc., Kevin
O. Butler & Associates, Inc. and Mallon Oil Company, is hereby severed from Case No.
12758. The severed case is hereby denominated Case No. 12758-A. The Division
administrator is directed to open a case file for the severed Case No. 12758-A, and to
place therein true copies of the Application and Notice filed in this Case No. 12758.

3) Case No. 12758-A is continued, and set for hearing before the Division on
February 7, 2002.

(4)  This order is entered in Case No. 12758 only.

(5)  Pursuant to the Application of the Division, Erwin Oil & Gas Ltd. Co., Fi-
Ro Corporation, Happy Oil Company, Inc. and Kersey & Co. are hereby ordered, no later
than thirty (30) days from the date of issuance of this Order, to bring each of their wells
herein identified into compliance with Division Rule 201.B by accompiishing one of the
following with respect to each well:

(a)  causing said well to be plugged and abandoned in accordance with
Rule 202, and in accordance with a Division- approved plugging program; or

(b)  restoring the well to production if the well is an oil or gas well and
capable of production; or

(¢c)  causing the well to be temporarily abandoned with Division
approval in accordance with Rule 203.

(6) As to any wells that the operators fail to bring into compliance within the
time period prescribed by this order, the supervisor of the Hobbs District Office and
Division counsel may commence proceedings to order that said wells be permanently
plugged and abandoned by the operators or by the Division, and to forfeit the financial
assurance, if any, provided by such operators pursuant to NMSA 1978 Section 70-2-14,
as amended, and Division Rule 101, or take other action as appropriate.



Case No. 12758
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Page 7

(7 Administrative penalties are hereby assessed against each of the following
operators for knowingly and willfully failing to bring their wells into compliance after
receiving notice from the Division to do so. The amounts assessed are as follows:

Erwin Oil & Gas Ltd. Co. $1,000
Fi-Ro Corporation $4,000
Happy Oil Company, Inc. $1,000
Kersey & Co. $1,000

(8)  The civil penalty herein assessed shall be paid within thirty (30) days of
receipt of this Order, by certified or cashier’s check made payable to the “New Mexico
Oil Conservation Division,” and mailed or hand-delivered to the New Mexico Qil
Conservation Division, Attention: Lori Wrotenbery, Director, 1220 South St. Francis
Drive, Santa Fe, New Mexico 87504, unless within such time application is filed by the
operator for de novo review by the New Mexico Qil Conservation Commission of the
penalty assessed against it.

(9)  Jurisdiction of this case is retained for the entry of such further orders as
the Division may deem necessary.

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

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

’ L: é (//WWL@Vj“

LORI WROTENBERY
Director
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AFFIDAVIT OF NOTICE

Before me, the undersigned authority, on this day personally appeared DAVID K.
BROOKS, well known to me to be a credible person, and after being duly sworn, did

solemnly declare upon his oath as follows:

“My name is David K. Brooks. I am employed by the Energy, Minerals and
Natural Resources Department of the State of New Mexico as Assistant General Counsel.

“l am attorney of record for the New Mexico Oil Conservation Division, as
Applicant, in Case No. 12758, Application of the New Mexico Oil Conservation Division
for an Order Requiring Operators to Bring One Hundred Forty-Seven (147) Wells into
Compliance with Rule 201.B, and Assessing Appropriate Civil Penalties; Lea, Roosevelt
and Chaves Counties, New Mexico.

“On October 11, 2001, I prepared a letter to all of the operators named as
respondents in the Application filed in Case No. 12758. Attachment A to this Affidavit is
a true copy of the letter that I prepared. I then caused a copy of Attachment A to be
mailed to each of the operators named on the second page of Attachment A, by Certified
Mail, Return Receipt Requested. A copy of the Application filed with the Division is
Case No. 12758 was enclosed with each letter.

“A copy of the notification letter (Attachment A) was sent to Erwin Oil & Gas
Ltd. Co. by Certified Mail, Return Receipt Requested, and received by Erwin Oil & Gas,
Ltd. Co., as.evidenced by receipt for certified mail and postal return receipt true copies
whereof are attached hereto as Attachment B.

“A copy of the notification letter (Attachment A) was sent to Fi-Ro Corp. by
Certified Mail, Return Receipt Requested, as evidenced by receipt for certified mail a
true copy whereof is attached hereto as Attachment C. Such notification letter was not
returned to the Division, nor has a return receipt been received by the Division as of this

date.

“A copy of the notification letter (Attachment A) was sent to by Certified Mail,
Return Receipt Requested, and received by Happy Oil Co. Inc., as evidenced by receipt
for certified mail and postal return receipt true copies whereof are attached hereto as
Attachment D.

“A copy of the notification letter (Attachment A) was sent to by Certified Mail,
Return Receipt Requested, and received by Kersey & Co., as evidenced by receipt for
certified mail and postal return receipt true copies whereof are attached hereto as

Attachment E. . e s s o 2
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“Personnel of the Division acting under my direction caused notice of the hearing
scheduled for November 1, 2001 in this Case No. 12758 to be published in the Lovington
Daily Leader, a newspaper of general circulation in Lea County, New Mexico, on
October 17, 2001. A true copy of the notice published in the Lovington Daily Leader is
attached hereto as Attachment F.”

“Personnel of the Division acting under my direction caused notice of the hearing
scheduled for November 1, 2001 in this Case No. 12758 to be published in the Roswell
Daily Record, a newspaper of general circulation in Chaves County, New Mexico, on
October 17, 2001. A true copy of the notice published in the Roswell Daily Record is
attached hereto as Attachment G.”

Further Affiant sayeth not.

Dioid R -Lhe—

David K. Brooks

Subscribed and sworn to in the City of Santa Fe, County of Santa Fe, State of
New Mexico, this 18% day of October, 2001. Witness my hand and seal of office.

y S —
Notary Public 4
State of New Mexico

[SEAL]
My commission expires ;2003



NEW MEXICO ENERGY, MINERALS and
NATURAL RESOURCES DEPARTMENT

GARY E. JOHNSON Lori Wrotenbery
Governer Director
Jennifer A. Salishury Oil Conservation Division
Cabinet Secretary October 11, 2001
ADDRESS LIST

VIA: CERTIFIED MAIL, RETURN RECEIPT REQUESTED

Re:  Case No. 12758: Application of the New Mexico Oil Conservation Division
for an Order Requiring Operators to Bring One Hundred Forty-Seven (147) Wells
into Compliance with Rule 201.B, and Assessing Appropriate Civil Penalties; Lea,
Roosevelt and Chaves Counties, New Mexico.

Ladies and Gentlemen:

You are hereby notified that the New Mexico Oil Conservation Division has filed the
referenced Application, a copy of which is enclosed herewith, seeking an Order requiring
you to bring specified inactive wells in Lea, Roosevelt and Chaves Counties, New
Mexico into compliance with Dvision Rule 201.B, by either restoring such wells to
production or beneficial use, permanently abandoning or temporarily abandoning them.
In addition, the Division secks assessment of civil penalties for your failure to comply
with previous administrative notices to bring these wells into compliance.

A hearing on this Application will take place before a Division hearing officer on
Thursday, November 1, 2001, at 8:15 a.m., in the Division Hearing Room, First Floor,
1220 South St. Francis Drive in Santa Fe, New Mexico. At that hearing you will have an
opportunity to show cause, if any there be, why an order should not be entered as

requested in the Application.

Operational inquiries concerning the subject of this hearing should be directed to Mr.
Chris Williams, District Supervisor, Oil Conservation Division, 1625 French Drive,
Hobbs, NM 88240; phone (505)-393-6161. Counsel may contact the undersigned in the
Santa Fe office at (505)-476-3450.

-Very truly yours,

Bhuid . frvifo

David K. Brooks
Assistant General Counsel

Qil Conservation Division * 1220 South St. Francis Drive * Santa Fe, New Mexico 87505
Phone: (505) 476-3440 * Fax (505) 476-3462 * http://www.emnrd.state.nm.us

ALEarnin imMonast A
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PS Form 3800, February 2080

SENDER: COMPLETE THIS SECTION

§ COMPLETE THIS SECTION ON DELIVERY

B Complete items 1, 2, and 3. Also complete A. Received by (Please Print Cleary) | B. Date of Delivery
item 4 if Restricted Delivery is desired. /0-/5-9/
® Print your name and address on the reverse
so that we can return the card to you. c. S% 5 3 Acent
B Attach this card to the back of the mailpiece, ‘/g _ g
or on the front if space permits. X 28 AfLL/ D rddressee
o Ada - D. Is delivery address different from 17 [ Yes
1. Articia Addressed to: If YES, enter delivery address telow:  J No
Kersey & Co.
PO Box 1248
Fredericksburgh, TX 78624
3. Service Type
(Certified Mait ] Express Mai
O Registered 0 Return Receipt for Merchandise
O Insured Mail  [J C.OD.
4, Restricted Delivery? (Extra Fee) 1 Yes
2. Article Number (Copy from service labe) 7000 0520 0021 3771 6531
PS Form 3811, July 1999 Domestic Return Receipt 102585-00-M-0852
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' NEW MEXICO ENERGY MINERALS and
NATURAL RESOURCES DEPARTMENT

\RY E. JOHNSON Lori Wrotenbery

Governor Director

nifer A. Salisbury : Qil Conservation Division

Cabinet Secretary
CER . - - , N e
RETURN RECEIPT REQUESTED 1 TSRS S e
September 8, 2000 | DR

Sulbinaal by O C D

12576 Mearing Date /26 /.
KERSEY & CO | ety Laie /2 i
PO BOX 1248

FREDERICKSBURG, TX 78624
Re: Current Status of Oil and Gas Wefus

In May of this year, the Oil Conservation Division ("Division") sent a letter to you setting
forth the Division's information on wells for which you are the operator of record. The
letter requested a response with additional information. The Division has had no
response to the letter. The Division pmum&s you agree with the information in the letter
regarding your inactive wells.

The wells have not shown production or been reported on Form C-115 for more than one
year. The wells are not in compliance with the Division's rules and the New Mexico Oil

and Gas Act.

You are hereby directed to bring these wells into compliance within 60 days. In the
alternative, within 30 days you may submit a compliance plan including a schedule of

activities with dates.
Sincerely, : S
;;;g - ~ boOBEFCTT OV DI AT
. %Jéa-—’w_ ClLnTNITIL T L s
Chris Williams 5
District Supervisor : O C D HISIT ®G. _...C.Z______.
X
| oaseno. 12753

anes e mre

Oil Conservation Division * 1625 French Drive * Hobbs, New Mexico 88240
Phone: (505) 393-6161 * Fax (505) 393-0720 * http.//www.emnrd.state nm.us
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State of New Mexico Fomciw |

:h Che Energy, Minerals and Natural Resources Department Revised 1-1-89
% Oeice '
o sam o OTL CONSERVATIONDRVISION: St v

Santa Fe, New Mexico 8750¢ 2088
'q1 DEs 23 AM10 02

Drawer DD, Anesia, NM 88210

A4

. Indicate Type of Lease i
starelyd e [

%quw 87410 6 State Oil & Gas Lease No.
SUNDRY NOTICES AND REPORTS ON WELLS ///////////////B/_})/}/Q/// 7

3 NOT USE THIS FORM FOR PROPOSALS TO DRILL OR TO DEEPEN OR PLUG BACK TOA .
DIFFERENT RESERVOIR. USE "APPLICATION FOR PERMIT® 7. Lease Name or Unit Agreemeat Name

(FORM C-101) FOR SUCH PROPOSALS.) HOVER STRPE-
Pype of Well:
£, @ 0 e
Name of Operator ' 8. Well No.
. KERSEY AND COMPANY . -
Address of Operator . 9. Pool name or Wildcat
808 Grand, Artesia,NM 88210 Maljamar Gryburg San Andzyes
Well Location F )
UnitLetter —_A_ ;660  Feet FromThe NoOrth Ligeand _660 Feet From The East Line
Section 32 Township 178 Range 32E NMPM LEA . County
10. Elevation (Show wheiher DF, RKB, RT, GR, eic;) W//////
7 2
Check Appropriate Box to Indicate Nature of Notice, Report, or Other Data
NOTICE OF INTENTION TO: SUBSEQUENT REPORT OF:
FORM REMEDIAL WORK | PLUG AND ABANDON || | REMEDIAL WORK ] aTemngcasmng - O
PORARILY ABANDON @ CHANGE PLANS D COMMENCE DRILLING OPNS., D PLUG AND ABANDONMENT D
LORALTERCASING || CASING TEST AND GEMENT JoB [_| ‘
ER: ] | otHenr: ' ]

Describe Proposed or Completed Operations (Clzarly state all pertinent details, and give pertineni dales, including estimated date of siarting any proposed
work) SEE RULE 1103,

Due toAcasing problems, we have temporarily abandoned this well
effective November 1, 1991. Will report later when remedial work

is.scheduled.
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ibmit 3 Copics To Appropriate District State of New Mexico Form C-103

e Energy, Minerals and Natural Resources Revised March 25, 1999
i25 N. French Dr., Hobbs, NM 88240 WELL APINO.
S 30 -0Q5-007%89
soett 2 NM 88210 OIL CONSERVATION DIVISION -
11 South First, Artesia, . 5. Indicate Type of Lease
istrict L1 1220 South St. Francis Dr. v
Y00 Rio Brazos Rd., Aztec, NM 87410 Santa Fe. NM 87505 STATE FEg [
z%l%l—svimncism Santa Fe, NM ’ 6. State Oil & Gas Lease No.
7505 " g- Wé 4
SUNDRY NOTICES AND REPORTS ON WELLS 7. Lease Name or Unit Agreement Name:
0 NOT USE THIS FORM FOR PROPOSALS TO DRILL OR TO DEEPEN OR PLUG BACK TO A -(ﬁ* o
JIFFERENT RESERVOIR. USE "APPLICATION FOR PERMIT" (FORM C-101) FOR SUCH e
ROPOSALS.) Hover S g8
. Type of Well:
onwell (& Geswell [ Other |
'. Name of Operator 8. Well No.
crsen X (L ompany #/
j. Address of Operator N 0 ([ 9. Pool name or Wildcat
L.0Box [398 fredecitksbura TF. 78624 | golsamar @ G,SA.
§.  Well Location U -~
UnitLetter A : 46O feet from the A lineand £ 6O feet from the & line

Section

Township /7S  Range 3 £ NMPM Ze« Co
0 Eiovation (Show wiciier DR, RRB, RT. GF. oic] *

11. Check Appropriate Box to Indicate Nature of Notice, Report or Other Data

NOTICE OF INTENTION TO: SUBSEQUENT REPORT OF:
PERFORM REMEDIAL WORK [@-PLUG AND ABANDON [] . REMEDIAL WORK 0 ALTERING CASING ]
TEMPORARILY ABANDON [J CHANGE PLANS (| COMMENCE DRILLING OPNS.[C]  PLUG AND O
ABANDONMENT
PULLORALTERCASING [ MULTIPLE (| CASING TEST AND O
COMPLETION CEMENT JOB
OTHER: | OTHER: (|

12. Describe proposed or completed operations. (Clearly state all pertinent details, and give pertinent dates, including estimated date
of starting any proposed work). SEE RULE 1103. For Multiple Completions: Attach wellbore diagram of proposed completion

of recompilation. y ) ’ . L
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I'hereby certify that the jnformation above is tru¢ and complete to the best of my knowledge and belief. \ —
SIGNAW W TITLE //Vﬂﬂ%ir' DATE/2-03~4 (
5 :v’ ~. " Telephone No.

Zype or print name ,é/ume\”\ 1% LL)&:AQ ‘
PO TAEER - A Ty

(This space for State use) B - L SAREER . ]
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Form C-~103

nit 3 Copies To Appropriate District State of New Mexico
ol Energy, Minerals and Natural Resources Revised March 25, 1999
§ N, French Dr., Hobbs, NM 88240 WELL AI?I NO.
e Fist, Artsia, NM 88210 OIL CONSERVATION DIVISION  |s80-025 = 00 757

. s . . icate Type of Lease
i1l 1220 South St. Francis Dr.
0 Rio Brazos Rd., Aztec, NM 87410 Santa Fe. NM 87505 STATE OO fEe OJ
t:g‘ 18‘{ Feancis Dr.. Santa Fe, NM : 6. State Oil & Gas Lease No.
05 | J2%°, 410 9

7. Lease Name or Unit Agreement Name:

SUNDRY NOTICES AND REPORTS ON WELLS
) NOT USE THIS FORM FOR PROPOSALS TO DRILL OR TO DEEPEN OR PLUG BACKTO A
FFERENT RESERVOIR. USE "APPLICATION FOR PERMIT" (FORM C-101) FOR SUCH

A/o Ve

OPOSALS.)
Type of Well:
Qil Well Gas Well [C] Other
Name of Operator 8. Well No.
%crseq *x doennanu /
7 9. Pool name or Wildcat

Addgess of Opézhtor

0. KRox /2 4/‘_7 %‘:rga?er:"dé'slzgrac:' T)?ﬁféli"/ffttéxlamar GBJ SA

Well Location

Unit Letter ﬁ LA O feet from the oz ~+{,_lineand é A OO feet from the Lagl line

Township /7S Range 33 £,

Section

NMPM Zea. Coun

10. Elevation (Show whether DR, RKB, RT, GR, etc.)

11. Check Appropriate Box to Indicate Nature of Notice, Report or Other Data

NOTICE OF INTENTION TO:
ERFORM REMEDIALWORK . PLUG AND ABANDON [

. REMEDIAL WORK

SUBSEQUENT REPORT OF:
{0 ALTERING CASING [

TEMPORARILY ABANDON  [T] CHANGE PLANS [0 | COMMENCE DRILLING OPNS.[T]  PLUG AND O
ABANDONMENT
PULL ORALTERCASING [ MULTIPLE O CASING TEST AND O
COMPLETION CEMENT JOB
OTHER: 0O |OTHER: Reduen to produ dien [z

12. Describe proposed or completed operations. (Clearly state all pertinent details, and give pertinent dates, including estimated date
of starting any proposed work). SEE RULE 1103. For Multiple Completions: Attach wellbore diagram of proposed completion

or recompilation. ' ' ’
:r&VL ‘t 2002 R‘\%SCQ ULP‘U'_-;'@,(,[-SETUI‘QQ LAP\r‘T\ a.nj Fan J% {uéliﬂ‘L:‘fal ' .
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[ hereby certify that the information above is true and ¢omplete to the best of my knowledge and belief.
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District 1 State of New Mexico Form C-104

1625 N. French Dr., Hobbs, NM 88240 Energv. Minerals & Natural Resources Revised March 25, 1999
District II o .
811 South First, Artesia, NM 88210 OIL CONSERVATION DIVISION Submit to Appropriate District Office
District 1T 2040 South Pacheco 5 Copies
1000 Rio Brazos Rd., Aztec, NM 87410 Santa Fe. NM 87505 .
District IV ‘ {_J AMENDED REPORT
2040 South Pacheco, Santa Fe, NM 87505
I. REQUEST FOR ALLOWABLE AND AUTHORIZATION TO TRANSPORT
- C . ! Operator name and Address ? OGRID Number
t P X4 Crn o
po.B& 1248 ¢ L2
rrcﬁer: (ES b"“‘"k " T;f ’77(2;:2{ Re."*urn we,l( to _gro:Quc_‘tLt Ciy
TAPI Number Or 7 ¥ Pool Name
30-025 - 007 ¥4 e [Tomar A 43320
‘ ! Property Code Name * Well Number
/6202 ,/Qa ver - /
1I. 1 Surface Location
Ulorlotno. |[Section  |Township Range |Lot.Idn Feet from the [North/Sei¥f Line [Feet fromthe  |East/\im line County

A 321 /73 |32k 660 ‘ 660 Leg

"' Bottom Hole Location

UL orlotno. | Section | Township  [Rasge | Lot Idn Feet from the North/South ine | Feet fromthe | East/West line County
“Lse Code | " Producieg Method Code | * Gas Connection Date * C-129 Permit Number * C-128 Effective Date ¥ C-129 Expiration Date
1. Qil and Gas Transporters '
® Transporter ™ Transporter Name *pPOD "o Z POD ULSTR Location
OGRID and Mdress ' and Description
0/569; Loveso ReSt /1373101 O
N 4
auage Redining A-32-/75- 32€
v
/39330 | _
C.omoeo /'33‘/’75‘52_k
IV. Produced Water >
®pOD * POD ULSTR Location and Description { o A£.%¢ D E
’ s % 2
/37350 B -33-/75 -33F PN S |
oo K7 P
V. Well Completion Data =3 0%% 5 s
" Spud Date * Ready Date *1D Y PBTD * Perforations"., "DHC,MC ./
\9(:‘\, .. : o
™ Hole Stze ¥ Casing & Tubing Size ¥ Depth Set s o (T
V1. Well Test Data .
j‘o.»uv.ou * Gas Delivery Date ¥ Test Date * Test Length * Tbg. Pressure *® Csg. Pressure
L e e - 0l-30-02 Y bes
Choke Size ‘ot © Water “Gas © AoF * Test Method
1 that the rules of the O1l Conservation Division have been complied with
Mmﬂg@mm is true and complete to the best of my m«.@ OIL CONSERVATION D MSIO.N
and belief.
' ) / Approved by: /é %é 2 ;
nted the:
P! %e 1ne 7‘[: léé(j 4j€ ' OC DISTRICT SUPERVISOR/ ’GENW%Z_
Tide: Approval Date: .
Hanager— — . ]
e02-0%- 02 IMe30997. 7509 1
* If this is a change of operator fill in the OGRID number and name of the previous operator
Previeus Operator Sigaature Prind me - = "V.i;‘sﬁ;ﬂﬂa Date ?
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KERSEY AND COMPANY

P.0. Box 1248
_Fredericksburg, TX 78624

February 12, 2002

Mr. David K. Brooks
Assistant General Counsel
Qil Conservation Division
1220 South St. Francis Drive
Santa Fe, NM 87505

Ref. OCD Case No. 12758
Dear Mr. Brooks,

As per our telephone conversation on February 12, 2002, I am submitting five copies of evidence
previously submitted, documenting return to production of Hover State Well #1.

z

This filing is to request “dg novo™ review by the New Mexico Oil Conservation Commission.
Sincerely,
Kenneth R. Wade

Production Manager
Kersey & Company



KERSEY AND COMPANY
P.O. Box 1248
Fredericksburg, TX 78624
830-997-7519

February 6, 2002

Mr. David K. Brooks
Assistant General Counsel
Qil Conservation Division
1220 South St. Francis Drive
Santa Fe, NM 87505

Ref: OCD Case No. 12758
Dear Mr. Brooks;

I take exception to the $1,000.00 fine imposed on our company by the New Mexico Oil
Conservation Division (letter dated January 16,2002.)

The referenced well, Hover #1, posed no environmental hazard, thus we saw no urgency for
action, although we were not opposed to doing some work.on it and returning it to production.
We had shut the well in, because in 1994 the pumping unit had become inoperable. Because the
well was producing a low oil to water ratio. and we didn’t feel that it was worth the investment
of replacing the pumping unit and the old string of tubing.

For some reason, effective 12-07-94 the well was listed as plugged and abandoned (see
attachment “A” dated 7-06-01). Since your department was obviously confused and we saw no
particular need and no real economic advantage to returning this well to active status, no action
was taken. The status was then changed and made effective 01-01-94 (before date of the P & A
status) see attachment “B” dated 9-24-01.

We did not appear at the hearing on Nov. 1,2001 because we were in agreement to take some
action. We decided to return the well to production and on 12-03-01 filed a C-103 with the
Hobbs office (see attachment “C”). Work was started on January 11, 2002 and completed on
January 28, 2002, and the well is back in production (see attachment “D”).

Although I am not interested in traveling to Santa Fe for a hearing, I would request that this letter
and evidence be presented for “de novo” of this case. I await your reply.

Sincerely,

Kenneth R. Wade
Kersey & Company
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PUN SUFFIX LIST:
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API
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TAX RATE

SCHOOL
DISTRICT MUNICIPALITY
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LAND TYPE
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No Municipality
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1216196 $S2510 State Ownership
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Subait 3 Gopis To Approprine Distit State of New Mexico Form C-103

District | Energy, Minerals and Natural Resources Revised March 25, 1999
1625 N. French Dr., Hobbs, NM 88240 | WELL API NO.
811 Sowth First, Arteia, N 88210 OIL CONSERVATION DIVISION 20 - 02500789

5. Indicate Type of Lease

1220 South St. Francis Dr. STATE @~ re O

Distrigt 1]
1000 Rio Brazos Rd., Aztec, NM 87410

Disgzict IV - ' Santa Fe, NM 87505 -
1220 S. St Francis Dr., Santa Fe, NM 6. jtatg Oil & Gas Lease No.
37505 ‘ ﬁ y/ﬁ 4 :
SUNDRY NOTICES AND REPORTS ON WELLS N 7. Lease Name or Unit Agreement Name:
(DO NOT USE THIS FORM FOR PROPOSALS TO DRILL OR TO DEEPEN OR PLUG BACK TO A fe " '
DIFFERENT RESERVOIR. USE "APPLICATION FOR PERMIT" (FORM C-101) FOR SUCH
PROPOSALS.) l(/ bves Stete "B
1. Type of Well: ¢
Oil Well Gas Well [] Other
2. Name of Operator 8. Well No.
erseq Xt domlpa ny #/

3. Address of Operator A i 9. Pool name or Wildcat
L.O0Box (348 fredeci lé’féufg TX. 78624 [ amar SA.

4. Well Location
UnitLetter A . 460 feetfromthe A lineand__ £ 6O feetfromthe £ line
Section Township /75 Range 3Q E __ NMPM Zeo.  Coun

10. Elevation (Show whether DR, RKB, RT, GR, etc.)

11. Check Appropriate Box to Indicate Nature of Notice, Report or Other Data

NOTICE OF INTENTION TO: SUBSEQUENT REPORT OF:
PERFORM REMEDIAL WORK [3-PLUG AND ABANDON [J . REMED_IAL WORK [0 ALTERING CASING [J
TEMPORARILY ABANDON [ CHANGE PLANS d COMMENCE DRILLING OPNS.[C]  PLUG AND 0O
ABANDONMENT
JULLORALTERCASING [ MULTIPLE a CASING TEST AND C
COMPLETION CEMENT JOB
OTHER: O OTHER: [

12. Describe proposed or completed operations. (Clearly state all pertinent details, and give pertinent dates, including estimated date
of starting any proposed work). SEE RULE 1103. For Multiple Completions: Attach wellbore diagram of proposed completion
or recompilation.

Io/dn 710 run J%”T&[,'u ) PMMP av\A r—ooos-J a’gf ﬂum/-&.acﬁ‘ a},//'//
fest well, "f/arojucj'w« tan not be re-established, Fhen
-5 e ) !

Jué,-...,‘-/ /o/a.gg.‘ng f)rode;lure. 4‘10[/&/“; h/c//, | \f
LU'// 5{41“‘1‘ WAEh e’f“'"f"’"“ﬂ( anﬂ ,,.)g//seruc ce (AAn dain
be 9‘,{-«&}'\&&? ,"{/Qoss.'élg éa Dee . 3[} 200 1 .

I hereby certify that the j ion above is true and complete to the best of my knowledge and belief.

“IGNA /g gté TITLE ﬂM?er‘ DATE/Z2-03-4 (
Type or print name ,é/n n e‘ﬂ‘ ;Q L(.) &A{ — . Telephone No.zg; 1 7-75/9
(This space for State use) C.n 'mm

APPPROVED BY TITLE : ' DATE
Conditions of approval, if any:




Sl;:_mit 3 Copies To Appropriate District State of New Mexico Form C-103
Office

District I Energy, Minerals and Natural Resources Revised March 25, 1999
1625 N. French Dr., Hobbs, NM 83240 WELL API NO.
District I1 O-05~ 00
811 South First, Artesia, NM 88210 OIL CONSERVATION DIVISION [ Indicat“:?‘\ f 7 5’?
L . . ype of Lease
- District Il} 1220 South St. Francis Dr.
1000 Rio Brazos Rd., Aztec, NM 87410 STATE (01  rfEE O
District IV Santa FC, NM 87505 -
stnct 2 ¥ . 6. State Oil & Gas Lease No.
1220 S. St. Francis Dr., Santa Fe, NM :
87505 BO4/019
SUNDRY NOTICES AND REPORTS ON WELLS 7. Lease Name or Unit Agreement Name:
(DO NOT USE THIS FORM FOR PROPOSALS TO DRILL OR TO DEEPEN OR PLUG BACK TO A
DIFFERENT RESERVOIR. USE "APPLICATION FOR PERMIT" (FORM C-101) FOR SUCH ﬁ/ over
PROPOSALS.)
1. Type of Well:
Oil Well [~ GasWell [J  Other
2. Name of Operator 8. Well No.
/C{PSCA on éun/)anu /
3. Address of Opéchtor 4 - 9. Pool name or Wildcat
0 Box [y '/’rea?em‘dé’slour(: W 724 Halpamar GR_SA
4. Well Location d / ‘
Unit Letter 4 . BL (D feet from the ot lineand & L O feetfromthe LagY line
Section Township /7 S Range 3 £, NMPM Lea, Coun

10. Elevation (Show whether DR, RKB, RT, GR, etc.)

11. Check Appropriate Box to Indicate Nature of Notice, Report or Other Data

NOTICE OF INTENTION TO: SUBSEQUENT REPORT OF:
PERFORM REMEDIALWORK . PLUG AND ABANDON O . REMEDIAL WORK 0 ALTERING CASING (]
TEMPORARILY ABANDON ] CHANGE PLANS O COMMENCE DRILLING OPNS.[]  PLUG AND O]
ABANDONMENT
ULLORALTERCASING [ MULTIPLE | CASING TEST AND O
COMPLETION CEMENT JOB
OTHER: O OTHER: Refurn to Rerc dlu N[.‘u n 7N

12. Describe proposed or completed operations. (Clearly state all pertinent details, and give pertinent dates, including estimated date
of starting any proposed work). SEE RULE 1103. For Multiple Completions: Attach wellbore diagram of proposed completion
or recompilation.

:).O\VL ‘lIQ(DOl R'\ggfcauﬁ)bul‘lt['*fei‘b‘-‘eﬁ L\#\tT&Lﬂj pan .Z% Kt«é;l"‘; fo I.b.)
O e e ot water,
Swebbed wa((/ /md) Jonre ol SH
Jan ll/ 2002 Qou« Pu.vy\f) dv\—éj r’Oé)\S
Jaw#—IZDOL Iﬂj}zn//eng/e[ec{“bt‘i S-e“dl.\de aﬂﬂ ~S'ef P%W‘\PJ‘\Ck
Jan 2% 2002 /“51"‘0 f-‘clé "F{ow line to %“"k »‘gaﬂﬂ‘a
Taw Qq OO 2 Qt'{ﬂ«rr\i& we (( {‘O P"Odluud_{\lliﬁ‘l.

Jan 30,&00L o s¥ed p«)e[(, mac{)e s b'arre(‘(‘ a.'( aan 6O AG-V‘I‘(’_/g u)q‘tée C

I hereby certify that the information above is Uwﬂc to the best of my knowledge and belief.

SIGNATURE (M/ZZ g

P

‘ype or printname A€ i n € H\ )Q (/L)D\&E Telephone No.¥30 94%7- 7579

(This space for State use)

TITLE p72ceta & & ¢ DATE 02-04-02

APPPROVED BY TITLE DATE
Conditions of approval, if any:




District [ State of New Mexico Form C-104

Il)62~’> N-ﬂFrench Dr., Hobbs, NM 88240 Energv. Minerals & Natural Resources Revised March 25, 1999
istrict ! )
811 South First, Artesla, NM 88210 OIL CONSERVATION DIVISION Submit to Appropriate District Office
District I 2040 South Pacheca 5 Copies
1000 Rio Brazos Rd., Aztec, NM 87410 Santa Fe. NM 87505
District IV (] AMENDED REPORT
2040 South Pacheco, Santa Fe, NM 87505
L. REQUEST FOR ALLOWABLE AND AUTHORIZATION TO TRANSPORT
5 - (_’ ! Operator name and Address * OGRID Number
( 4 < CrNOE
P O, 83\( 1'245{1 ‘& /ozieaZn%orangCode
Fredeei cks ‘Quc\é‘ T x 79e¢ Re turn well toﬁe coduati en
* API Number 4 * Pool Name ool Code
30-025 -007yg alTomar 68, 3.8, 73320
" Property Code . roperty Name * Well Number
£6202 Aovee . /
II. % Surface Location
Ulor lot no.  |Section Township Range Lot.1dn Feet from the North/Gai Line | Feet from the East/\SlR line County

A 132 /73 |32€ 660 4660 Lea
"' Bottom Hole Location
UL or lot no. | Section Township Range Lot Idn Feet from the North/South line | Feet from the East/West line County

"Lse Code | " Producing Method Code | ' Gas Connection Date * C-129 Permit Number * C-129 Effective Date " C-129 Explration Date

I1I. Qil and Gas Transporters ‘

" Transporter " Transporter Name * pOD "o/G ¥ POD ULSTR Location
OGRID and Atldress and Description
01569 . //37310| O
i“‘“’“ o ReSining A-32-/75~3)€
0050 /{31330

Conoeo A 33175 32F

IV. Produced Water

2POD “ POD ULSTR Location and Description
/37350 B -32-/75 -32£
V. Well Completion Data
* Spud Date * Ready Date ) “PBTD ® Perforations * DHC, MC
" Hole Size # Casing & Tubing Size * Depth Set  Sacks Cement

V1. Well Test Data

% Date M~ O * Gas Delivery Date ~ " Test Date * Test Length * Thy. Pressure * Csg. Pressure
= ._;_ . el-30-02 2 Y by
TChoke Size. “oil © Water “Gas S aoF * Test Method
K7e 60 bils O P
Ih rtify that the rules of the Oil Conservation Division have been lled with
and :;:b:i:fnrorymu;n gl:::‘ a:ove is true and complete to th(:anbest of my kc:om\:ledg: OIL CONSERVATION DIVISION
and bellef,

Approved by:

Title:

Title: Approval Date:
Heanager

Date: - g{', Qg lfhone: Ki Q 2 2 Z- Zg{q

* If this is a change of operator fill in the OGRID number and name of the previous operator

Previous Operator Signature Printed Name Title Date




CASE 12733: De Novo

Application of the New Mexico Oil Conservation
Division for an Order Requiring General Minerals
Corporation To Bring One (1) Well into Compliance
with Rule 201.B and Assessing Appropriate Civil
Penalties, Eddy County, New Mexico. The Applicant
seeks an order requiring General Minerals
Corporation, the operator of one inactive well located in
Eddy County, New Mexico, to bring said well into
compliance with OCD Rule 201.B by either restoring
said well to production or beneficial use, plugging and
abandoning said well or securing Division approval for
temporary abandonment thereof. The affected well is
as follows:

Well API No. Twsp Range Sec Unit
Fed “CCC” 30-015-25477 16S 31E 4 K
#1

Upon application of General Minerals Corporation, this
case will be heard De Novo pursuant to the provisions of
Rule 1220.



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. 12733
ORDER NO. R-11710

APPLICATION OF THE NEW MEXICO OIL CONSERVATION DIVISION
THROUGH THE SUPERVISOR OF THE DISTRICT II ARTESIA OFFICE FOR
AN ORDER REQUIRING OPERATORS TO BRING NINETY-EIGHT (98)
WELLS INTO COMPLIANCE WITH RULE 201.B AND ASSESSING
APPROPRIATE CIVIL PENALTIES; EDDY AND CHAVES COUNTIES, NEW
MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This case came on for hearing at 8:15 a.m. on October 4, 2001, at Santa Fe, New
Mexico, before Examiner David R. Catanach.

NOW, on this 15th day of January, 2002, the Division Director, having
considered the testimony, the record and the recommendations of the Examiner,

FINDS THAT:

(1)  Due public notice has been given, and the Division has jurisdiction of this
case and its subject matter.

2) There are twenty (20) respondents named in this Application. At the
hearing, the New Mexico Oil Conservation Division (“the Division™) appeared through
counsel, and Respondents ExxonMobil Corporation (“ExxonMobil”), The Wiser Oil
Company (“Wiser”) and Julian Ard appeared through counsel. The remaining
respondents named in the Application did not appear, either by filing written appearance
or by appearance at the hearing.

(3)  The Division seeks an order directing the named respondents to bring
certain wells into compliance with Division Rule 201.B, either by: (i) restoring these
wells to production or other Division-approved beneficial use; (ii) causing these wells to
be properly plugged and abandoned in accordance with Division Rule 202.B; or (iii)



Case No. 12733
Order No. R-11710
Page 2

securing Division authority to maintain these wells in temporary abandonment status, in
accordance with Division Rule 203.

4) The Application alleges that Roy E. Kimsey, Jr. is the operator of the
Flyer Well No. 1 (API No. 30-015-24360) located in Unit F of Section 27, Township 23
South, Range 28 East, NMPM, Eddy County, New Mexico, and that said well is inactive
and not in compliance with Division Rule 201.B.

(5) However, the attorney for the Division represented that the Flyer Well No.
1 has been restored to production, and requested that this case be dismissed as to Roy E.
Kimsey, Jr.

(6) The Application alleges that Stevens Operating Corp. is the operator of the
following wells in Chaves County, New Mexico, and that said wells are inactive and not
in compliance with Division Rule 201.B:

O’Brien “C” Well No. 1 (API No. 30-005-10188) Unit M, Section 1, T-9S, R-28E
O’Brien “C” Well No. 4 (API No. 30-005-60330) Unit L, Section 1, T-9S, R-28E
O’Brien “DQ” Well No. 1 (API No. 30-005-60731) Unit D, Section 30, T-7S, R-29E
O’Brien “DQ” Well No. 2 (API No. 30-005-61017) Unit N, Section 30, T-7S, R-29E
O’Brien “EA” Well No. 1 (API No. 30-005-62240) Unit F, Section 33, T-7S, R-29E
West White Ranch Well No. 2 (API No. 30-005-10094) Unit H, Section 1, T-12S, R-28E

@) However, the attorney for the Division represented that Stevens Operating
Corp. is in bankruptcy, and requested that this case be dismissed as to Stevens Operating
Corp.

(8) The attorney for the Division further represented that the following named
respondents have agreed to bring the wells that they operate into compliance in
accordance with a work plan approved by the supervisor of the Artesia District Office.
The Division accordingly requested that the Application in this case, as to these operators
and the wells operated by them, be severed, assigned a separate case number, and
continued until the January 10, 2002 Examiner Docket, in order to allow these operators
an opportunity to voluntarily bring their wells into compliance with Division rules. The
operators as to whom the Division requested severance and continuance are:

Aceco Petroleum Company
Amtex Energy, Inc.

Bird Creek Resources, Inc.
Burnett Oil Co.

Dinero Operating Company



Case No. 12733
Order No. R-11710
Page 3

Lindenmuth & Associates, Inc.
Mar Oil & Gas Corp.

NGX Company

Read & Stevens, Inc.

(9)  The Division’s request to continue this case to the January 10, 2002
Examiner Docket as to the operators described above should be granted. The case to be
heard on January 10, 2002 should be designated Case No. 12733-A.

(10)  With respect to Carl Schellinger, the Division presented testimony that
demonstrates:

(@  Carl Schellinger is the operator of two (2) wells in Eddy County,
New Mexico, identified as follows:

Mahun State Well No. 1 (API No. 30-015-20138) Unit F, Section 16, T-22S, R-22E
Exxon Federal Well No. 1 (API No. 30-015-22407) Unit M, Section 29, T-16S, R-29E

(b)  the Mahun State Well No. 1 has not produced any hydrocarbons
since before 1997;

(c) the Division has, on several occasions, beginning in February,
1997, notified Carl Schellinger that the Mahun State Well No. 1 was not in
compliance with Rule 201.B, and demanded that Carl Schellinger bring this well
into compliance; and

(d) the Exxon Federal Well No. 1 is a gas well, but has not produced
any gas or other hydrocarbons since January, 2000.

(11)  Carl Schellinger's Mahun State Well No. 1 and Exxon Federal Well No. 1
are not in compliance with Division Rule 201.B.

(12)  With regards to the Mahun State Well No. 1, Carl Schellinger knowingly
and willfully failed to comply with OCD Rule 201.B for at least four (4) years. Pursuant
to NMSA 1978 70-2-31.A, a civil penalty in the amount of four thousand dollars ($4,000)
(51,000 for each year of non-compliance) should be assessed against Carl Schellinger for
this knowing and willful violation. With regards to the Exxon Federal Well No. 1, no
civil penalty should be assessed.

(13)  Carl Shellinger should be ordered to bring these wells into compliance
with Division Rule 201.B.



Case No. 12733

Order No. R-11710
Page 4

(14) With respect to ExxonMobil, the Division presented testimony that
demonstrates:

(a) ExxonMobil is the operator of three (3) wells in Eddy County,
New Mexico, identified as follows:

Avalon Delaware Unit Well No. 364 (API No. 30-015-24770) Unit P, Section 25,
T-208, R-27E

Avalon Delaware Unit Well No. 562 (API No. 30-015-24377) Unit O, Section 31,
T-20S, R-28E

Avalon Delaware Unit Well No. 916 (API No. 30-015-24687) Unit A, Section 6,
T-218, R-27E

(b) ExxonMobil has not reported production from or injection into any
of the above-identified wells since before 1997; and

(c) the Division has notified ExxonMobil that the above-identified
wells were not in compliance with Rule 201.B, and demanded that ExxonMobil
bring these wells into compliance.

(15) ExxonMobil presented testimony that:

(a) the above-identified wells are water source wells for the Avalon
Delaware Unit, which is currently an active waterflood project;

(b)  all of the above-identified wells are currently producing water that
is used for secondary recovery purposes in the Avalon Delaware Unit; and

©) the Avalon Delaware Unit Wells No. 562 and 916 are each capable
of producing, and in fact do produce, small volumes of oil.

(16) ExxonMobil was unable to explain why production from the above-
identified wells was not reflected in the Division's records.

(17)  The Division did not prove that ExxonMobil's above-referenced wells are
out of compliance with Division Rule 201.B.

(18)  ExxonMobil has failed to comply with the reporting requirements of
Division Rule 1115 with respect to these wells. However, the Division did not prove that
such failure was knowing and willful.



Case No. 12733
Order No. R-11710
Page 5

(19) ExxonMobil should be ordered to bring these wells into compliance with
the reporting requirements of Division Rule 1115.

(20)  With respect to General Minerals Corporation, the Division presented
testimony that demonstrates:

(a) General Minerals Corporation is the operator of the Federal “CCC”
Well No. 1 (API No. 30-015-25477) located in Unit K of Section 4, Township 16
South, Range 31 East, NMPM, Eddy County, New Mexico;

(b)  the Federal “CCC” Well No. 1 has not produced any hydrocarbons
since before 1997; and

(c)  General Minerals Corporation was notified by letter dated
September 8, 2000, referring to previous correspondence dated May 2000, to
bring this well into compliance.

(21)  General Minerals Corporation's Federal “CCC” Well No. 1 is not in
compliance with Rule 201.B.

(22)  General Minerals Corporation knowingly and willfully failed to comply
with OCD Rule 201.B for at least one (1) year. Pursuant to NMSA 1978 70-2-31.A, a
civil penalty in the amount of one thousand dollars ($1,000) ($1,000 for each year of non-
compliance) should be assessed against General Minerals Corporation for this knowing
and willful violation.

(23)  General Minerals Corporation should be ordered to bring this well into
compliance with Division Rule 201.B.

(24) With respect to Guadalupe Operating Co., LLC, the Division presented
testimony that demonstrates:

(a)  Guadalupe Operating Co., LLC is the operator of six (6) wells in
Eddy County, New Mexico, identified as follows:

Yates Federal Well No. 2 (API No. 30-015-01176) Unit P, Section 6, T-20S, R-27E
Yates Federal Well No. 4 (API No. 30-015-01037) Unit D, Section 8, T-20S, R-27E
Yates Federal Well No. 10 (API No. 30-015-01024) Unit O, Section 6, T-20S, R-27E
Yates Federal Well No. 14 (API No. 30-015-01036) Unit C, Section 7, T-20S, R-27E
Yates Federal Well No. 17 (API No. 30-015-21097) Unit A, Section 7, T-20S, R-27E
Yates Federal Well No. 7 (API No. 30-015-01023) Unit J, Section 6, T-20S, R-27E
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b) the Yates Federal Wells No. 2, 4, 10, 14 and 17 have not produced
hydrocarbons since before 1997,

(c) the Yates Federal Well No. 7 is an injection well, but no injection
into this well has been reported since October, 1997;

(d)  Guadalupe Operating Co., LLC was notified by letter dated
September 8, 2000, referring to previous correspondence dated May 2000, to

bring these wells into compliance; and

(e) Guadalupe Operating Co., LLC has not responded to the
Division’s letters.

(25) Guadalupe Operating Co., LLC's above-identified wells are not in

compliance with Division Rule 201.B.

(26)  The Division did not recommend that a civil penalty be assessed against

Guadalupe Operating Co., LLC.

(27)  Guadalupe Operating Co., LLC should be ordered to bring these wells into

compliance with Division Rule 201.B.

(28)  With respect to Herman V. Wallis, the Division presented testimony that

demonstrates:

(a) Herman V. Wallis is the operator of four (4) wells in Chaves
County, New Mexico, identified as follows:

Federal “14” Well No. 1 (API No. 30-005-60491) Unit K, Section 14, T-14S, R-28E
Federal “14” Well No. 2 (API No. 30-005-60258) Unit D, Section 14, T-14S, R-28E
Lura Federal Well No. 1 (API No. 30-005-62081) Unit M, Section 10, T-14S, R-28E
State Com. Well No. 1 (API No. 30-005-60289) Unit O, Section 11, T-14S, R-28E

(b)  none of the above-identified wells has produced hydrocarbons
since before 1997,

(c) on or about May 11, 2000, the Division notified Herman V. Wallis
that its records indicated that the above-identified wells were not in compliance
with Rule 201.B. Herman V. Wallis responded to the Division’s May letter
indicating that the wells were shut in “waiting on market”; and



Case No. 12733
Order No. R-11710
Page 7

(d) the Division did not send Herman V. Wallis a follow-up letter
ordering that he bring the above-identified wells into compliance with Rule
201.B.

(29) Herman V. Wallis' above-identified wells are not in compliance with
Division Rule 201.B.

(30) The Division recommended that Herman V. Wallis be assessed a civil
penalty in the amount of four thousand dollars ($4,000) for knowingly and willfully
failing to comply with Rule 201.B.

(31) The evidence presented does not justify a civil penalty with respect to
Herman V. Wallis.

(32) Herman V. Wallis should be ordered to bring these wells into compliance
with Division Rule 201.B.

(33) With respect to Julian Ard, the Division presented testimony that
demonstrates:

(a) Julian Ard is the operator of the Acme Well No. 1 (API No. 30-
005-61891) located in Unit I of Section 4, Township 8 South, Range 27 East,
NMPM, Chaves County, New Mexico;

(b) no production reports have been filed with respect to the Acme
Well No. 1 since before 1997; and

(c) on or about July 25, 2001, the Division notified Julian Ard of its
continuing efforts to bring wells into compliance with Rule 201.B. This letter
requested that Julian Ard present to the Division, a status report on its inactive
well. The Division’s letter, however, did not specifically identify the Acme Well
No. 1 as being a well targeted for compliance.

(34) Counsel for Julian Ard appeared and requested a continuance of this case
as to Julian Ard because the Acme Well No. 1 is located on a State of New Mexico lease
that has expired, and Julian Ard has requested an extension of this lease and is awaiting a
ruling from the Commissioner of Public Lands for the State of New Mexico.

(35) Julian Ard's Acme Well No. 1 is not in compliance with Division Rule
201.B.
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(36)  The Division did not recommend that a civil penalty be assessed against
Julian Ard.

(37) The Division also recommended against the continuance proposed by
Julian Ard.

(38)  The requested continuance by Julian Ard is reasonable, and therefore, the
issue of the Acme Well No. 1 should be heard in Case No. 12733-A on January 10, 2002,
at which time Julian Ard should appear and present a plan for bringing the well into
compliance.

(39) With respect to SWR Operating Company, the Division presented
testimony that demonstrates:

(a) SWR Operating Company is the operator of fourteen (14) wells in
Eddy County, New Mexico, identified as follows:

Donnelly Pan American Well No. 1Y (API No. 30-015-05739) Unit G, Section 5, T-
19S, R-31E

Featherstone Well No. 1 (API No. 30-015-05737) Unit H, Section 5, T-19S, R-31E
Featherstone Well No. 1 (API No. 30-015-05744) Unit K, Section 5, T-19S, R-31E
Featherstone Well No. 2 (API No. 30-015-05740) Unit A, Section 5, T-19S, R-31E
Featherstone Well No. 4 (API No. 30-015-05747) Unit J, Section 5, T-19S, R-31E
Featherstone Federal Well No. 1 (API No. 30-015-05732) Unit J, Section 4, T-

195, R-31E

Hodges Federal Well No. 1 (API No. 30-015-05752) Unit P, Section 6, T-19S, R-31E
Keohane “C” Federal Well No. 1 (API No. 30-015-05595) Unit P, Section 21, T-
18S, R-31E

Nickson “A” Well No. 1 (API No. 30-015-05731) Unit D, Section 4, T-19S, R-31E
Shugart “B” Well No. 1 (API No. 30-015-05670) Unit O, Section 33, T-18S, R-31E
Shugart “B” Well No. 3 (API No. 30-015-05672) Unit N, Section 33, T-18S, R-31E
Welch “A” Well No. 1 (API No. 30-015-05726) Unit B, Section 4, T-19S, R-31E
Welch “A” Well No. 3 (API No. 30-015-05728) Unit F, Section 4, T-19S, R-31E
Welch “A” Well No. 4 (API No. 30-015-05729) Unit C, Section 4, T-19S, R-31E

(b) no production reports have been filed with respect to any of the
above-identified wells since before 1997;

(c) by letters dated September 8, 2000 and January 11, 2001, the
Division notified SWR Operating Company that the above-identified wells were
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not in compliance with Rule 201.B, and demanded that SWR Operating Company
bring these wells into compliance; and

(d) SWR Operating Company has not responded to the Division’s
letters.

(40) SWR Operating Company's above-identified wells are not in compliance
with Division Rule 201.B. ,

(41) The Division did not recommend that a civil penalty be assessed against
SWR Operating Company.

(42) SWR Operating Company should be ordered to bring these wells into
compliance with Rule 201.B.

(43)  With respect to Thornton Hopper, the Division presented testimony that
demonstrates:

(a) Thornton Hopper is the operator of five (5) wells in Eddy County,
New Mexico, identified as follows:

Bradley Federal Well No. 1 (API No. 30-015-00391) Unit D, Section 13, T-24S, R-26E
Bradley Federal Well No. 2 (API No. 30-015-00387) Unit P, Section 11, T-24S, R-26E
Bradley Federal Well No. 5 (API No. 30-015-00382) Unit P, Section 11, T-24S, R-26E
Bradley Federal Well No. 6 (API No. 30-015-00386) Unit I, Section 11, T-24S, R-26E

Bradley Federal Well No. 8 (API No. 30-015-00383) Unit K, Section 11, T-24S, R-26E

(b) the Bradley Federal Wells No. 1, 2, 5 and 8 have not produced any
hydrocarbons since before 1997,

(c) the Bradley Federal Well No. 6 is a salt water disposal well. No
injection reports have been filed with respect to this well since before 1997.
Accordingly, the authority to inject into such well may have terminated pursuant
to Division Rule 705.C(1); and

(d) by letters dated May 11, 2000 and December 26, 2000, the
Division has notified Thornton Hopper that the above-identified wells were not in
compliance with Rule 201.B, and demanded that Thornton Hopper bring these
wells into compliance.
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(44) Thornton Hopper's above-identified wells are not in compliance with
Division Rule 201.B.

(45) Thomton Hopper knowingly and willfully failed to comply with OCD
Rule 201.B. Pursuant to NMSA 1978 70-2-31.A, a civil penalty in the amount of five
thousand dollars ($5,000) ($1,000 per well per year of violation) should be assessed
against Thornton Hopper for this knowing and willful violation.

(46) Thornton Hopper should be ordered to bring these wells into compliance
with Rule 201.B.

(47)  With respect to Wiser, the Division presented testimony that demonstrates:

(a) Wiser is the operator of twenty-three (23) wells in Eddy County,

New Mexico, identified as follows:

Lea “C” Well No. 3 (API No. 30-015-05131) Unit D, Section 11, T-17S, R-31E
Lea “C” Well No. 14 (API No. 30-015-20705) Unit I, Section 11, T-17S, R-31E
. 3 (APINo. 30-015-05347) Unit D, Section 22, T-17S, R-31E

Skelly Unit Well No

Skelly Unit Well No.
Skelly Unit Well No.
Skelly Unit Well No.
Skelly Unit Well No.
Skelly Unit Well No.
Skelly Unit Well No.
Skelly Unit Well No.
Skelly Unit Well No.
Skelly Unit Well No.
Skelly Unit Well No.
Skelly Unit Well No.
Skelly Unit Well No.
Skelly Unit Well No.
Skelly Unit Well No.
Skelly Unit Well No.
Skelly Unit Well No.
Skelly Unit Well No.
Skelly Unit Well No.
Skelly Unit Well No.
Skelly Unit Well No.

102 (API No
103 (API No
105 (API No
123 (API No
161 (API No
264 (API No

13 (API No.
17 (API No.
18 (API No.
42 (API No.
45 (API No.
46 (API No.
47 (API No.
52 (API No.
56 (API No.
57 (API No.
67 (API No.
72 (API No.
85 (API No.
89 (API No.

30-015-05323) Unit K, Section 21, T-17S, R-31E
30-015-05153) Unit B, Section 15, T-17S, R-31E
30-015-05154) Unit D, Section 15, T-17S, R-31E
30-015-05356) Unit B, Section 22, T-17S, R-31E
30-015-05346) Unit G, Section 22, T-17S, R-31E
30-015-05357) Unit H, Section 22, T-17S, R-31E
30-015-05364) Unit E, Section 23, T-17S, R-31E
30-015-05345) Unit J, Section 22, T-17S, R-31E
30-015-05350) Unit N, Section 22, T-17S, R-31E
30-015-05353) Unit O, Section 22, T-17S, R-31E
30-015-05339) Unit J, Section 21, T-17S, R-31E
30-015-05372) Unit K, Section 23, T-17S, R-31E
30-015-05422) Unit B, Section 27, T-17S, R-31E
30-015-05429) Unit B, Section 28, T-17S, R-31E

. 30-015 -05147) Unit B, Section 14, T-17S, R-31E
. 30-015-05148) Unit C, Section 14, T-17S, R-31E
. 30-015-05149) Unit F, Section 14, T-17S, R-31E
. 30-015-22257) Unit M, Section 22, T-17S, R-31E
. 30-015-28140) Unit K, Section 28, T-17S, R-31E
. 30-015-28999) Unit C, Section 27, T-17S, R-31E
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(b) the Lea “C” Wells No. 3 and 14 and the Skelly Unit Wells No. 13
and 123 have not produced any hydrocarbons since before 1997,

(c)  no production reports have been filed regarding the Skelly Unit
Well No. 161 since before 1997;

(d)  the Skelly Unit No. 264 has not produced any hydrocarbons since
October, 1999;

(e)  each of the remaining wells identified above are injection wells in
which there has been no injection for a period in excess of one year; and

63 by letter dated January 22, 2001 the Division notified Wiser that
the Lea “C” Wells No. 3 and 14 and the Skelly Unit Wells No. 3, 13, 17, 18, 42,
46, 52, 56, 57, 89, 102, 123, and 161 were not in compliance with Rule 201.B,
and demanded that Wiser bring these wells into compliance.

(48)  Wiser presented testimony to the effect that:

(a) Wiser's Lea “C” Wells No. 3 and 14 were formerly temporarily
abandoned pursuant to Division Rule 203, but the temporary abandonment status
of those wells has expired;

(b) all of the Wiser Skelly Unit Wells have either been plugged and
abandoned, temporarily abandoned or returned to injection; and

(©) the required reports to the Division concerning the Skelly Unit
wells have not been timely made such that the compliance status of these wells
could not be correctly ascertained from the Division's records as of the date of the
filing of the application in this case.

(49) Wiser's Lea “C” Wells No. 3 and 14 are not in compliance with Division
Rule 201.B.

(50)  Wiser did not present sufficient evidence to demonstrate that the required
reports for the Skelly Unit wells have been filed with the Division, and that these wells
are now in compliance with Rule 201.B.

(51)  The portion of the application concerning Wiser’s wells, as identified in
Finding No. (47), should be continued and heard on January 10, 2002, as part of Case No.
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12733-A, at which time Wiser should appear to present evidence to support its testimony
that the Skelly Unit wells are in compliance with Rule 201.B, and that a plan to bring the
Lea “C” Wells No. 3 and 14 into compliance has been submitted to the supervisor of the
Division’s Artesia District Office.

(52) Any decision to assess a civil penalty against Wiser should be deferred
until after additional evidence is presented at the January 10, 2002 Examiner Hearing.

IT IS THEREFORE ORDERED THAT:

(1)  Pursuant to the request of the Division through its counsel, this
Application insofar as it relates to Roy E. Kimsey, Jr. and Stevens Operating Corp. is
hereby dismissed.

2) Pursuant to the request of the Division through its counsel, this
Application insofar as it relates to Aceco Petroleum Company, Amtex Energy, Inc., Bird
Creek Resources, Inc., Burnett Oil Co., Dinero Operating Company, Lindenmuth &
Associates, Inc., Mar Oil & Gas Corp., NGX Company, and Read & Stevens, Inc., is
hereby severed from Case No. 12733. The severed case is hereby denominated Case No.
12733-A. The Division administrator is directed to open a case file for the severed Case
No. 12733-A, and to place therein true copies of the Application and Notice filed in this
Case No. 12733.

(3)  Case No. 12733-A is continued, and set for hearing before the Division on
January 10, 2002.

4 The request of Julian Ard for a continuance is hereby granted. Additional
evidence and testimony relating to Julian Ard’s Acme Well No. 1 shall be heard by the
Division in Case No. 12733-A on January 10, 2002.

(5)  That portion of this case concerning The Wiser Oil Company’s twenty-
three (23) wells in Eddy County, New Mexico, as identified in Finding No. 47, is hereby
continued to be heard on January 10, 2002 as part of Case No. 12733-A. The Wiser Oil
Company shall appear at that hearing to present evidence to demonstrate that the Skelly
Unit wells are in compliance with Rule 201.B, and that a plan to bring the Lea “C” Wells
No. 3 and 14 into compliance has been submitted to the supervisor of the Division’s
Artesia District Office.

(6) Any decision to assess a civil penalty against The Wiser Oil Company
shall be deferred until after additional evidence is presented at the January 10, 2002
Examiner Hearing.
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@) This order 1s entered in Case No. 12733 only.

(8) Pursuant to the Application of the Division, Carl Schellinger, General
Minerals Corporation, Guadalupe Operating Co., LLC, Herman V. Wallis, SWR
Operating Co., and Thornton Hopper are hereby ordered, no later than thirty (30) days
from the date of issuance of this Order, to bring each of their wells herein identified into
compliance with Rule 201.B by accomplishing one of the following with respect to each
well:

(a)  causing said well to be plugged and abandoned in accordance with
Rule 202, and in accordance with a Division-approved plugging program;

(b)  restoring the well to production if the well is an oil or gas well;
(c)  restoring the well to injection if the well is an injection well; or

(d)  causing the well to be temporarily abandoned with Division
approval in accordance with Rule 203.

(9)  As to any wells that the operators fail to bring into compliance within the
time period prescribed by this order, the supervisor of the Artesia District Office and
Division counsel may commence proceedings to order that said wells be permanently
plugged and abandoned by the operators or by the Division, and to forfeit the financial
assurance, if any, provided by such operators pursuant to NMSA 1978 Section 70-2-14,
as amended, and Division Rule 101, or take other action as appropriate.

(10) ExxonMobil Corporation is hereby ordered to correct and complete their
production reports to the Division to reflect all production from their wells named in
Finding (14).

(11)  Administrative penalties are hereby assessed against each of the following
operators for knowingly and willfully failing to bring their wells into compliance after
receiving notice from the Division to do so. The amounts assessed are as follows:

Carl Schellinger $4,000
Thornton Hopper $5,000
General Minerals Corp. $1,000

(12)  The civil penalty herein assessed shall be paid within thirty (30) days of
receipt of this Order, by certified or cashier’s check made payable to the “New Mexico
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Oil Conservation Division,” and mailed or hand-delivered to the New Mexico Oil
Conservation Division, Attention: Lori Wrotenbery, Director, 1220 South St. Francis
Drive, Santa Fe, New Mexico 87504, unless within such time application is filed by the
operator for de novo review by the New Mexico Oil Conservation Commission of the
penalty assessed against it.

(13)  Jurisdiction of this case is retained for the entry of such further orders as
the Division may deem necessary.

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

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

N
N
W
;

LORI WROTENBERY
Director




NEW MEXICO ENERGY, MINERALS and
NATURAL RESOURCES DEPARTMENT

CONFERENCE CAILL

GARY E. JOHNSON APRIL 10, 2002 Lori Wrotenbery
Governor 9:00 AM Director
Betty Rivera ’ L Oil Conservation Division
Cabinet Secretary AGENDA
1. Surface restoration/plugging contracts - Roger

2. OCD Timeline for 2002 - Lori

3. Reporting gas injection in pressure maintenance projects - Lori

Qil Conservation Division * 1220 South St. Francis Drive * Santa Fe, New Mexico 87505
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GENERAL MINERALS CORPORATION

, 4133 N. LINCOLN BLVD.
OKLAHOMA CITY, OK 73105
405-524-5227
1/27/2002
P}
™2
Lori Wrotenbery -
Director s
State of New Mexico —
Oil and Conservation Division -
And Assistant Geaeral Counsel/ David K. Brooks =
Attn: David K. Brooks, Assistant General Counsel =
And 2
Tim Gum, District Supervisor =
Oil Conservation Division, 1301 W. Grand Ave. “
Artesia, N. M. 88210
RE: Federal CCC1/O€ED-CaeNe:-42983; Request for demovo review-ol Janusry 12003
ovder of the Commission.

Dear Sir/Madam:

Pursuant to your letter of January 19, 2002, we are enclosing a copy of page five (5) of the
hearing transcript and, .

1, We are enclosing record pertaining to item (20) b, (21) and (22) to show that the
facts presented before 2 tribunal to generate findings of facts and conclusion of
law to levy fine against us should be vacated, as some one offered false
testimony. This record is clear and dispositive against the allegation in 20b as
the first purchaser of ol shows production of oil from Federal CCC1 after 1977.

2,

Further, attachment of disbursement shows that Navajo Refining should have

deposited to the state of N.M. treasury sums in the amount of § 311,91 for 1999,
and $242 89 + $389.46 for the year 2000 as severance taxes.

We have been awaiting 2 better market price for crude since the late part of 2001 to sell oil.

3. We are also attaching the proof that the Federal Government is listed as an
owner of royalty from the subject well. If Navajo is only deducting these
revenues and pot paying, we do not know.

4.

We are then attaching the record to show that the Central Valley Electric Coop
has been supplying power to this well. This credit memorandum shows

sabstantial usage of power to run the well in year 2001. We do not have asy
other well connected to their system.

Ya response to other requirements of your letter, we state that the vacation of the Order No.
R-11710 would only require the proof that the testimony was wroag; hence the order shaould
not have been entered against us. Now, due to the contumacious conduct of the Division

R
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[al ot Lot
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employees, we are being burdened with requirements for which we do not have time or the
resources to address- not with the income from the stripper wells.

Further, we have found no correspondence in our file to show that the Division requested.
some information from us, four times, that went unanswered.

We operate stripper wells that leave no money to hire clerical staff, hence we hire an outside
service to file the forms to report production when the. oil is hauled.

s Your requirement to report oil produced each month is onerous and extremcly
burdenspme. It serves mo purpose except to keep the state employces on payroll
entering data in the computer.

6. State of Okiahoma has even returned severance taxes to keep the oil operators
in business, but state of N.M. is causing burden to help the strippers to be
plegged. Once these wells are plugged, no more wells will be drilled, leaving. Oil
in ground that will never be recovered.

7. We have requestcd our reporting service to find prior reports submitted for
forwarding to your office.

Sincerely, O/\k‘p
Kris K. Agrawal .
Emc. 1 Page 5 of findings of fact
2. Navojo refining’s log of oil production and deduction of severance taxes
3 Division of Interest pay sheet

4, Electric Udlity notice of patronage capital
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(19) ExxonMobil should be ordered to bring these wells into compliance with

thc reporting requirements of Division Rule 1115,

(20) With respect to General Minerals Corporatxon, the D1v151on presented
testimony that demonstrates: \

e A e

bt

1 (8)  General Minerals Corporation is the operator of the Federal “CCC”
| Well No. 1 (API No. 30-015-25477) located in Unit K of Section 4, Township 16

South, Range 31 East, NMPM, Eddy County, New Mexico; i

/ (b)  the Federal “CCC” Well No. 1 has not produced any hydrocarbons [
?

!

smce before 1997; and S

———at

L,

(¢)  General Minerals Corporation was notified by letter dared
September 8, 2000, referring to previous correspondence dated May 2000, to

bring this well into compliance.

(21) General Minerals Corporation's Federal “CCC” Well No. 1 is not in
compliance with Rule 201.B.

with OCD Rule 201.B for at lcast one (1) year. Pursuant to NMSA 1978 70-2-31.A, a

civil penalty in the amount 6f one thousand dollars ($1,000) ($1,000 for cach year of non- :
compliance) should be assessed against General Minerals Corporation for this knowing .

and willful violation.
(23) General Minerals Corporation should be ordered to bring this well into )'
; compliance with Division Rule 201.B. e e
A = -
(24) With respect to Guadalupe Operating Co., LLC, the Division presented

testimony that demonstrates:

|
|
|
}
{
% (22) General Minerals Corporation knowingly and willfully failed to comply
!
}
(
j
!

(@  Guadalupe Operating Co., LLC is the operator of six (6)'wells in
Eddy County, New Mexico, identified as follows:

Yates Federal Well No. 2 (API No. 30-015-01176) Unit P, Section 6, T-20S, R-27E
Yates Federal Well No. 4 (API No. 30-015-01037) Unit D, Section 8, T-208, R-27E
Yates Federal Well No. 10 (API No. 30-015-01024) Unit O, Section 6, T-20S, R-27E
Yates Federal Well No. 14 (API No. 30-015-01036) Unit C, Section 7, T-20S, R-27E
Yates Federal Well No. 17 (API No. 30-015-21097) Unit A, Section 7, T-208, R-27E
Yates Federal Well No. 7 (API No. 30-015-01023) Unit J, Section 6, T-20S, R-27E

T
Y = o THEME AIITMTERL MMM TT AT ey dem o dmm



02/08/2002 FRI 16:25 FAX 305 746 3183 NAVAJO DIVISION ORDERS Aoo1/00%

REFINING COMPANY

801 EAST MAIN STREET ® P.O. BOX 1689
ARTYESIA, NEW MEUICD 88211-0159

Phone (505) 748-3311 « Fax (506) 748-5283

DIVISION ORDER AND LEASE RECORD DEPARTMENT

PLEASE DELIVER 5 PAGES, INCLUDING THIS COVER SHEET -
TO: Kw FAXE; (%52.52(&5229
Sy
MESSAGE: |

i you do not reosive all pages, pleasecal___ (AL, - et

NOTE: Unless othenwise incicaled ar obvious from the nafure of the rnsinitial, o leformation
aonhiained i this facsicallo message i privilaged and confidontial informabion ktended for e use of the .
individuel or eniily hemed above. I the reader of thic message is not the inlended reciplent, you are
heceby notiied thet sy dissermkmiion, distsbuton or capying ol this communicalion s siriclly prohibited.
¥ you-bave received this communicebon in enror or are aot sure whether it s priilsged, ploase
immeaciistoly sotlly &3 by islophons, end return the original macsage () Us at Dhe above address va the U..
8. Posial Sarvice. Thank you -



02/08/2002 FRI 16:26 FAX 505 746 5233 NAVAJO DIVISION ORDERS Qo03/005

NAVAJO RBPINING COMPANY
S01 8. MAIN
PO BOK 155
ARTESIA, "M FR211-0159
(505) 74§-3311

wwr Corrected Statement #¥*%

PAGE 1
029791 GENZRAL MINERALS CORPORATION TRANSPORTER : NAVAJC REFPINING CO.-TROCK
4133 N LINCOLMY BLVD STATE: MM
OKLAHOMA C11%, OK 73105 COUNTY: EDDY
PAYMENT METROD: Basic
PROPERTY: 00027157 FEDERAL CCC #1
W vmccecamccrEEac s e e E AR ANe W ww PN Y X R T LY L g P S - —————— *
QPERATOR’S CRUDE OIL STATEMENT Rs of G2/08/02
¢:13pm
W o o o o o O R W I Y e i e e = D U M @ el AR ST W W A S s e e - o = = = o e o o Y e W AP D D G e e R e e -«
ADJUST TICKET TICKET TANK GROSS
—RAIR . _NBR __ LNER GvTY YOLUME —PRICE., _VALUR
03/02/93 19101 00013377 36.3 181.9% 12.0452 2,191.62
03/28/9% 15824 00013377 34.3 139.59 12.0452 1,581.39
03/99 2PROPERTY TOTALS: 321.54 3,873.01
CALC WBIGHTED AVG GRVTY 35.4
TRANSPORTATION CHARGRS 0.00
SEVERANCB TAXES 311.91
GROSS DEDUCTS 0.00
NET VALUB 3,9€1.10

~r o' ] AN PN LA, _————— .



02/08/2002 FRI 16:26 FAX 305 740 5283 NAVAJO DIVISION ORDERS

NAVAJO REPINING COMPANY
501 E, MAIN
PO BOX 159
ART3S1A, NM 8B211-015%
(508) 748-3211

weé Coxrectad Statsment e«=

029791 GENERAL MINRRALS CORPORATION

4133 N LIMCOLN BLVD STATE: MM

OKLAHOMA CITY, OK 73105 COUNTY 5

EDDY

PAYMENT METHCD: Basic

FROPBRTY: 00017197 FBDERAL CCC #1

@004/008

PAGE 1

TRANSPORTER: NAVAJO IEFINING CO.-TRUCK

JANUARY, 2000 4:14pm
L ey ) T T e et L T ey R e L 4
ADJUST  TICKET  TICKET  TANK GROSE
Coox.  _DATR.. JNBR _ BB VX YOLOME —YALUE
01/31/00 15426 00013377  34.7 120.93 24.9639  3,021.30
01/00 PROPERTY TOTALS: 120.93 3,021,30
CALC WBIGHTED AVG GRVTY 4.7
TRANSPORTATION CHARGES 0,00
SEVERANCE TAXES 242.%9
GROSE DEDUCTS 0.00
WET VALUE 2,778.41

—_r - AL N L E T AR



02/08/2002 FRI 16:27 PAX 308 74¢ 5283 NAVAJO DIVISION ORDERS @005 /008

NAVAJO REFINING COMPANY
S01 E. MAIN
PC BOX 189
ARTESIA, WM 86211-0153
(505) 748-3311

*#2 Corrscred Stataement wx»

PAGE 1
029791 GBNERAL MINERALS CORPORATION TRANSPORTER; NAVAJQ RBFINING CO.-TRUCK
4333 N LINCOILN BLVD STATB: WM
OKLAHCMA CITY, OK 7310s% COUNTY: KDDY
PAYMENT METHOD: Baaic
PROPBRTY: 00017197 FBDBRAL CCC §1
......... P Y T R R e e Lo L R R T S S U g T LT p P ——
OPERATOR‘S CRUDE QIL STATEMENT As of 02/038/02
OCTOBER, 2000 &:lepm
Wl 66 il 4 e m m m— m ——  m e e i ) B ER  EF R WY e e e e em e e e ey W M e B W R A T W ™ M e = e = = = e = = e Am e e & M A -
ADJCRT TICKET TICKET TANR GROSS
CODE _DATRE = _NEBR = _NBR GVTY VOLIME _PRICE  _ VALUE
10/29/00 218%64 02013377 34,3 188.00 30.6532 4,843.21
10/00 PROPERTY TOTALS: 158.00 4,843.21
CALC WRIGHTED AVG GRVTY 34.3
TRANSFORTATION CHARGES p.aa
SEVERANCE TAXES 389.46
GRC5S DEDUCTS 0.00
NET VALUB 4,453.75%

§

cc A MO NN EM3EN chQ7zaz s TT:CT 7anz /cG /7o
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02/08/2002 FRI 16:38 FAX 305 748 5283 NAVAJO DIVISION ORDERS

REFINING COMPANY

wmﬂ%mop&nx’a -
MEXICO 1

P e ety 1o o RLECOF =
T 08 2002

DIVISION ORDER AND LEASE RECORD DEPARTMENT

mm L PAGES, INGLUDING THIS COVER SHEET
o Hls onc_(405) 521529

rrov:_Qtaes owre. 0,
ifyou do not recelve el pages, pieass call @em} - "

NDEUMMMWWMMMdmm e informalion

wwnumwm mmmmmunndn.
or above. I the reador of this message IS not the Jnlended recipient, you /0

Jm’mm Mmmmwmdﬂmhﬂm

immckinty poly % by e 1 orror OF ar AOL 60R whethior & 1 priviloged, ploase

S Postal Sorvibe, Thank ol and ok o original message (o us of the above addrese e fie U,

7

CHhQ7NR7 i TT!ICT 7aar /ca/7a

ac arwd ) B v ac N el N



02/08/2002 FRI 16:38 FAX 305 746 5283 NAVAJO DIVISION QRDERS Qoo2/002

DATE: Fri Peb 08, 2002 HOLLY CORPORATION & SUBSIDIARIES REPORT; DC3
TIMB: 16:10:26 Divigion of Interest - Exhibit PAGEB: 1 of 3
Lease: Q0017197 sub: Name: FEDERAL CCC #1
G/L Comp: 84 Divisiom: 48 veriod: 01-2002 Osernamg: denisge
Cperator: 029791 Name; GENERAL MINBRALS CORPORATION
Division OF TVYDe
Qwnex | Name —Intexest  Ingexest
000002 MINERALS M OF INTERIQOR-MMS 0.02500000 RI
ROYALTY MANAGENENT PROGRAM
P O BOX 5760

DENVER, €O 80217-5760

015244 FLOOS INC 0.13600000 OR
»O #0X 2769
HOBBS. MM 88241-2789

019906 TRIGG FAMILY TRUST 0.01080000 OR
PADLINE V TRIGG TRUSTEER
PO BOX 8520
ROSWRLL, NM 88202-0520

029268 GEO ENGINRERING & TESTING (CORFPORATLON 0.82500000 W
A/C GENERAL MINERALS CORPORATION
4133 NORTH LINCOLN BLVD
OKLAHOMA CITY, OK 73105

Interest Total: 1.00000000

*THIS INPORMATION IS FURNISHED AS A COURTESY.
NAVAJO REFINING COMPANY ASSUMES NO LIABILYITY
FOR ACCURACY OR CORRECTNRSS OF THE 1NFORMATION
HERBIN SB'T OUT,”

ol = =HMEAINE AN T MTAI ChO7D7 ¢

/D
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Central Valley Electric Cooperative, Inc.

P.0O. Box 230 1505 North Thirteenth Street Artesia, New Mexico 88211
CHARLES T. PINSON JR. FAX TELEPHONE
Executive Vice President {508) 746~4219 (505) 748-3571 Anesia
& General Manager (505) 752-8386 Hagerman

{605) 623-1200 Rogwell
1/25/702 1

Dear Patron,

Under the non-profit provision of your cooperatives by-laws, as amendsed.

___@ach patron is entitled to notice of the amount of patronage capital that

“was furnished by them To the cooperative.” Patronage capital {s the amount
furnished by a patron in connection with their use of electrical energy
which is in excess of the cost of this gervice to them.

It has besen determined that during the year of 2001, thejFutrons furnished
patronage capital amounting to $2,618, 4653. 40, Patrghage capiyal furnished by
you or your firm during the year aof 2001 amounted t

Patronage capital is used by your cooperative for reducing its indebtedness
an RUS loans and for other business related expenses. Patronage capital is,
in affect; invested in poles, wire, transformers and other property. The
board of trustees review the finantial position of the covperative annually
and make the determination as to the retirement of these patronage capital

accumylations to the membership. In accordance with the by—-laws, patronage
capital must be returned in the order in which it was accumvlated.

Very Truly Yours,

Central Valley Electric
Cooperative, Inc,

CHARLES T PINSON wR.
S ST

Please natify your cooperative of all address changes now and in the
¢uture. This insures Your receipt of all patronage capital credit
dividends.

GENERAL. MINERALS Member# 8427
4133 N LINCOLN BLVD
ORLAHOMA CITY OK 73105~5208



GENERAL MINERAL 4133 No Lincotn Blvd, Oklahoma City OK 73105
CORPORATION

Phone: 405 524-5227
Fax phone: 405 524-5229

REMARKS: X Urgeat [] Foryourreview [ Reply ASAP (C] Piease comment
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AFFIDAVIT OF NOTICE

Before me, the undersigned authority, on this day personally appeared DAVID K.
BROOKS, well known to me to be a credible person, and after being duly sworn, did
solemnly declare upon his oath as follows:

“My name is David K. Brooks. I am employed by the Energy, Minerals and
Natural Resources Department of the State of New Mexico as Assistant General CounsTL. : "

“I am attofney of record for the New Mexico Oil Conservation Division, ks
Applicant, in Case No. 12733, Application of the New Mexico Oil Conservation Divisién
for an Order Requiring Operators to Bring Ninety-Five (95) Wells into Compliance w

-

Certified Mail, Return Receipt Requested. A copy of the Application filed with ttje e
Division is Case No. 12733 was enclosed with each letter. 5

3
{

Rule 201.B, and Assessing Appropriate Civil Penalties; Eddy and Chaves Counties, Nefw o D
Mexico. ST al
S N YN
“On September 12, 2001, I prepared the letter a letter to all of the operatofs..: : UgQ{
named as respondents in the Application filed in Case No. 12733. Attachment A to this:; = & o~ Q“‘
Affidavit is a true copy of the letter that I prepared. I then caused a copy of Attachmentz; - - ?2 Dot
A to be mailed to each of the operators named on the second page of Attachment A, b}y" EO Y

“T received from the United States Postal Service return receipts ewdencmg
receipt of the notification letter (Attachment A) by each of the addressees, with the
exception of General Minerals Corp. and SWR Operating Co. Copies of the receipts for
certified mail evidencing mailing of the notification letters to the following operators, and
of the return receipts evidencing receipt of the said letters by each of said operators, are
attached hereto as follows:

e, dm - A+ e e e 3 oA

Operator Attachment

Carl Schellinger

Exxon Mobil Corporation
Guadalupe Operating Co., LLP
Herman V. Wallis

Julian Ard

NGX Company

Read & Stevens, Inc.

Stevens Operating Corp.
Thormton Hopper

Wiser Oil Co.

OCD EXHIBIT 0. -2

A mweErE o e e

CASE NO. /2?33

ATCr@maoaHMmgogaow

“A copy of the notification letter (Attachment A) was sent to General Minerals
Corp. by Certified Mail, Return Receipt Requested, as evidenced by receipt for certified
mail a true copy whereof is attached hereto as Attachment L. Such notification letter was



not returned to the Division, nor has a return receipt been received by the Division as of
this date.

“A copy of the notification letter (Attachment A) was sent to SWR Operating Co.,
and a return receipt with the signature stricken out was received by the Division, as
evidenced by the receipt for certified mail and return receipt a true copy whereof is
attached hereto as Attachment M. The notification letter sent to SWR Operating Co. was
returned to the Division stamped ‘Attempted Not Known.” A true copy of the returned
envelope is attached hereto as Attachment N.

“Personnel of the Division acting under my direction caused notice of the hearing
scheduled for October 4, 2001 in this Case No. 12733 to be published in the Artesia Daily
Press, a newspaper of general circulation in Eddy County, New Mexico, on September
21, 2001. A true copy of the notice published in the Artesia Daily Press is attached

hereto as Attachment O.”

Further Affiant sayeth not.

Dprid K- Loyt

David K. Brooks

Subscribed and sworn to in the City of Santa Fe, County of Santa Fe, State of
New Mexico, this 4™ day of October, 2001. Witness my hand and seal of office.

A_/L-————Y‘ q—{\/—
) Notary Public
State of New Mexico

[SEAL]
My commission expires 200>

,
..a'-hn--l.\&dﬂ».v.:w. RO



U.S. Postal Service
CERTIFIED MAIL RECEIPT

(Domestic Mail Only; No Insurance Caverage Provided)

Postage

Certified Feo

sturn Receipt Fee
(Endoraunent Requlrad)

(EndorumentRequired)
Total Postage & Foes

Reciplents Name (Plun Print Clearly) (To be completed by maiier)

eneral Miperals Corp.

Strnt,Apf.Na., Apt. No.; or PO Box No.

4133 N. Lincoln R]\_/d

Cl state, ZIP+4 Ok lahoma City, 0K 73105
[PS Form 3800, February 2000 See Reverse for Instructions |

?[]UD.DSED 002k 3771 L302

Attachment b
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o ?E EARMINIR CATARASH I U.s. Postal Service
CERTIFIED MAIL RECEIPT '

(Domestic Mail Only; No Insurance Coverage Provided)

SSIEYATION OIVISioN
Ll \J LS LNY A i optisindsy

- ocp_ EXHICHT TG B e
: e }
ru |
! case no. L2 735 ~
i N m
CERTIFIED MAIL - Catthed Foe 1.40 Poumat
RETURN RECEIPT REQUESTED 0 (Erairvanen Reaur 1.25
3  Restricted Delivery Fee
O (Endorsement Required)
September 8, 2000
g Total Postage & Fees | $ 2,98
e -
8672 = tf‘i‘sa N LINCOLN BLVD.
GENERAL MINERALS CORP =]
4133NLmCOLNBLVD ~ OH‘AHOMA CITY’ OK 73105 @ Reverse for Instructicns

! 1S form 2300, February PU00

OKLAHOMA CITY, OK 73105 :
Re: Current Status of Qil and Gas Wells

In May of this year, the Oil Conservation Division ("Division") sent a letter to you setting
forth the Division's information on wells for which you are the operator of record. The

. letter requested a response with additional information. The Division has had no
response to the letter. The Division presumes you agree with the information in the letter
regarding your inactive wells.

The wells have not shown production or been reported on Form C-115 for more than one
year. The wells are not in compliance with the Division's rules and the New Mexico Oil

and Gas Act.

You are hereby directed to bring these wells into compliance within 60 days. In the
alternative, within 30 days you may submit a compliance plan including a schedule of

activities with dates.
r : .o - s
SENDER: COMPLETE THIS SECTION COMPLETE THIS SECTION ON DELIVERY
Sincerely, B Complete items 1, 2, and 3. Also complete A. Received by (Pieass Print Clearly) | B. Date of Delivery
item 4 if Restricted Delivery is desired. qjl//m
8 Print your.name and address on the reverse P 7 7 -
s0 that we can return the card to you. - Signature a :
W Attach this card to the back of the mailpiece, X W Agent
or on the front If space permits. ] Addressee
Tim Gum D. Is delivery address different from Wem 17 I Yes ;
District Supervisor 1. Article Addressed to: If YES, enter delivery address below: 1 No
MINERALS CORP
/LINCOLN BLVD.

e h CITY, OK 73105 3. YPGMaﬂ - v

a2, 1% 3 :

o e e O Registered Return Receipt for Merchandise

2 O inswred Mail O] C.OD. ;
£ 0ch

4. Restricted Delivery? (Extra Fee) O Yes

. B S S muefummymmlw
senrio e .;,‘_"é'{;;‘g_/;zf)__mwgﬂ 7000 6600 0026 1537 2032

TR e s o @ GeForm 3811, July 1999 Domestic Return Recsipt 102595-00-M-0852




NEW MEXICO ENERGY, MINERALS and
~ NATURAL RESOURCES DEPARTMENT

GARYE.J OHNSON . Lori Wrotenbery
Governor Director
Tennifer A. Salisbury Oil Conservation Division
Cabinet Secretary
FINAL NOTICE [ - e
BEFORE EXAMINTR CATAN A
CERTIFIED MAIL Ol cona: BN
DECEMBER 26, 2000
| OCDE XHIBIT NO Lm |
GENERAL MINERALS CORP.
413 N. LINCOLN BLVD. onse no, 1225

OKLAHOMA CITY, OK. 73105
RE: INACTIVE NON-COMPLIANCE WELLS

The Oil Conservation Division (OCD) currently is addressing all inactive non- compliance wells as a
top priority statewide project. A mass mail out was made on May 11, 2000 requesting information from
cach operator that had inactive wells. A second mail out was made on September 8, directing each
operator as part of this project to provide additional information based on how they had responded to the

May 11, 2000 letter.

By copy of this letter, the OCD director is requested to schedule a “ Show Cause Hearing” to allow you
the opportunity to appear and to show way a shut in order, order to plug and abandon all inactive non-
compliance wells and/or to call for the forfeiture of your statewide bond is not issued. If your bond is
called you can no longer operate in the State of New Mexico.

The “Show Cause Hearing” will be stayed if an aggressive plan being detailed and specific as to
type of work and time frame to bring all non-compliance wells into compliance is received in this

office within 30 days of receipt of this letter.

Attached is the latest (11/16/00) OCD list of inactive non-compliance wells for your company.

TIM W. GUM
DISTRICT II SUPERVISOR L O OO SO
OIL CONSERVATION DIVISION et
‘ (o .JR}&_} S ;“_‘:?t:“__ ;
XC: LORI WROTENBERY ---- DIRECTOR Lo ) i
OCD ATTORNEY | Sebadied Lo e g
ATTACHMENT D Hoaring Dot _‘7_’_/44 lo2 ?
L.;‘LW,MM;N S et £ e e P N

Qil Conservation Division * 811 South First Street * Artesia, New Mexico 88210

NI ___. /EALN M40 1101 & Taw 78NN TAQ OTIN ®  htn:/fararar amnrd etate nm s



GENERALMINERALSINACT411600.xis

Last
| Production/ ’
APL # Type Injection Well Name and Number ULSTR FNS FEW

30-015-25477 | O 109-1997 FEDERAL CCC #001 [K-04-16S-31E| 1980S | 1980W

14nmeaimnn Pana 1 nf 1
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mean? 11753 o 6

Q. Yes.

A. Yes, there were respons

MR. BRUCE: Thank you.
EXAMINER CATANACH: Anything further?
MR. BROOKS: Nothing further.
EXAMINER CATANACH: This witness may be excused.
MR. BROOKS: At this time the Division will call
Mr. Tim W. Gum.
Good morning.
MR. GUM: Good morning.
TIM W. GUM,
the witness herein, after having been first duly sworn upon
his oath, was examined and testified as foilows:
DIRECT EXAMINATION
BY MR. BROOKS:
Q. Would you state your name, please, for the
record?
A. My name is Tim W. Gum.
Q. And how are you employed?
A. I'm currently employed with the 0il Conservation
Division, State of New Mexico, Artesia, New Mexico.
Q. And what is your capacity with the Division?
A. Currently I hold the position of District

Supervisor.

STEVEN T. BRENNER, CCR
(505) 989-9317
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Q. And in that position are you generally in charge
of the operational and the Division's work in those
counties which are included in your District?

A. Yes, I am.

Q. And what counties are those?

A. There are ten southernmost counties of the State
of New Mexico. Primary production is in Chaves, Eddy,
Otero, Dona Ana, Luna, Sierra and -- just two or three
more, and I do not remember -- There's no production there,

so we really don't have --

Q. Eddy's the big one, isn't it?

A. Eddy's the biggest, yes.

Q. Okay, this proceeding includes Eddy and Chaves,
correct?

A. That's correct.

Q. Mr. Gum, Mr. Prouty -- Ms. Prouty has explained
what she did in the beginning of the inactive well project
back in early 2000. Would you explain what you did in that
project?

A. Basically, this project started with a mass
notice to all operators in May of 2000. There were two
intents of this particular mail-out.

One intent was to notify the operators that our
records indicated that the wells listed on this mail-out

were in noncompliance.

STEVEN T. BRENNER, CCR
(505) 989-9317
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The second part of this mail-out was to ask the
operators, what did your records indicate for these wells?
And if your records indicated a different status to provide
documentation to show that -- and as Ms. Prouty indicated,
there was a large number of wells on this first mail-out,
there was a lot of them taken off on subsequent runs
because of the cbrrection of the data from one operator to
our records.

Q. And what do you mean in terms of correction of
data? What kind of --

A. Just correction of the data in which the ONGARD
system, which is the master system in which this project is
being controlled by, the data there was actually corrected
with -- where it was incorrect in ONGARD.

Q. Well, for example, was it determined in some
instances that the wells were not, in fact, operated by the
people whom we had shown to be operated by?

A. That's one case. Another case was, there were a
lot of wells that were not shown properly TA'd or PA'd in
the ONGARD system.

Q. And were there some in which it was shown that
they actually were on production, but the production was
not reflected in our system for whatever reason?

A, There was a few, but that was the minor case.

Q. Okay. And when those errors were reported to you

STEVEN T. BRENNER, CCR
(505) 989-9317
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by the operators, did you check them out to be sure that
their reports were correct, and not ours?

A. Yes, we utilized our files and the documentation
that was provided by the operators and had made the
necessary correction into ONGARD.

Q. And if it appeared after you and your staff
reviewed these that our information was not correct, did
you remove those wells from the inactive well list?

A. Yes. They would automatically be removed on the
next run, since they did not meet the criteria for inactive
wells.

Q. Okay. Now, were there some of the operators that
did not respond to your correspondence?

A, Yes, sir.

Q. And in September -- August or September of 2001,
did you prepare a list for me of operators that, according
to your records and files that are in Artesia, had not
responded to your previous inquires?

A. Yes, this was based on the data that was
requested for in the May, 2000, letter. And the letter was
sent out in September, and based on how the operétors did
or did not respond was the context of the letter in
September.

Q. Okéy. Now, I have -- Since you and I talked on

Tuesday in Artesia, I have been through your correspondence

STEVEN T. BRENNER, CCR
(505) 989-9317
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files, and I know there were several letters sent out.
We're going to go over the correspondence that was in your
files, by operators, in just a minute. But in certain
instances these form letters, I believe, were sent out to
all of the operators that appeared on the inactive well
list; is that correct?

A. That's correct.

Q. And in some cases, copies of those letters with
specific well lists appear in these files, and in some
cases they do not, but would the absence of copies of those
letters in a specific operator's file mean that that
operator was not sent that letter?

a. Not necessarily. It would mean that there was no
record of it for that file.

MR. BROOKS: Okay, very good. We will be going
over those. I did not =-- I remember -- I want to provide
copies of the exhibits that refer to specific operators to
the attorneys who have appeared for those operators, and I
believe, Mr. Carr, that you appear for Exxon Mobil and
Wiser; is that --

MR. CARR: No, I appear for Julian Ard.

MR. BROOKS: ©Oh, and you appeared for Exxon
Mobil --

MR. BRUCE: Yes, sir.

5

. BROOKS: ~- and Wiser, and you are for Julian

STEVEN T. BRENNER, CCR
(505) 989-9317
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EXAMINER CATANACH: =-- letter? Okay, we can
provide that to you.
And Mr. Gum, do you know why these addresses are
different, or where did you get your mailing lists from?
THE WITNESS: My best recollection is, the letter
in September was sent to the same address as the May
letter. Then a call from this particular gentleman on the
January 11th letter indicated that the correspondence
needed to be sent to him personally at that particular
address. That's why they're different than these two
letters are.
EXAMINER CATANACH: Okay. You may proceed, Mr.
Brooks.
MR. BROOKS: Thank you.
DIRECT EXAMINATION (Resumed)
BY MR. BROOKS:
Q. Mr. Gum, I call your attention to what has been
marked as OCD Exhibit Number 8 and ask you to identify it.
A. Yes, this is another form letter, the September
g8th, 2000, mail-out, that it was sent to General Minerals
Corp. at this particular address.
Q. And is this the same form letter as OCD Exhibit 6
that was just discussed in connection with Exxon and Mobil?
A. Yes, sir.

Q. Now once again, your file for General Minerals

STEVEN T. BRENNER, CCR
(505) 989-9317
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Corp. does not reflect -- does not contain a copy of the
May, 2000, letter. Based on the fact that the September,
2000, letter was sent to General Minerals Corp. and a copy
is in the file, would it be a fair assumption that the May,
2000, letter was previously sent to General Minerals Corp.?

A. Yes, sir.

Q. And once again there is a copy of a return
receipt on the copy of Exhibit 8 that is being offered, and
would that indicate that a return receipt was received in

Artesia and filed with the correspondence to which it

related?
A. Yes, sir.
Q. I next call your attention to what is marked as

OCD Exhibit Number 9 and ask you to identify it.

A. This is a follow-up letter for the December 26th,
2000, mail-out to General Minerals at the same address as
the prior letter was sent to, with one exception: It was
not accepted at this point in time at the same address.

Q. And did this -- was this letter returned to the
Artesia Office of the Division?

A. Yes, sir.

Q. And the third page -- I call your attention to
the third page of Exhibit Number 9. 1Is that a copy of the
envelope that was returned to the Artesia Division and

filed with the correspondence --

STEVEN T. BRENNER, CCR
(505) 989-9317
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A. Yes, sir.

Q. -~ which it originally contained?

A. Right.

Q. Now, I will call your attention to the second

page of OCD Exhibit Number 9 and ask you if that was a
document that was attached to Exhibit Number 9 when it was
mailed to General Minerals Corp.

A. Yes, sir.

MR. BROOKS: And Mr. Examiner, I will ask that --
I will suggest the record reflects that the well listed on
the second page of Exhibit Number 9 is the one and only
well of General Minerals Corp. which is the subject of this
proceeding.

EXAMINER CATANACH: Okay. I do have a guestion
on this, Mr. -- If you're done.

MR. BROOKS: Go ahead, pass the witness.

EXAMINATION

BY EXAMINER CATANACH:

Q. Mr. Gum, I notice on Exhibit Number 8, the
mailing address is not quite the same as it is on Exhibit
Number 9.

And I don't know -- Do you have an opinion as to
why -- whether that had any bearing on whether the second
notice was not received by the Applicant or by the company?

The first one says 4133 North Lincoln Boulevard, the second

STEVEN T. BRENNER, CCR
(505) 989-9317
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letter says 413 North Lincoln Boulevard.
A, Mr. Examiner, that may have been a typo on the
letter.

I do not see the address that it was sent to on
the envelope. I could not answer the question
specifically.

EXAMINER CATANACH: Okay.

MR. BROOKS: It would appear, Mr. Examiner, that
the address on the envelope was blocked out by a sticker
that was placed on the envelope by the Postal Service.

Q. (By Examiner Catanach) You've had no further
correspondence with this company after this final notice?
A. No.
MR. BROOKS: May I proceed?
EXAMINER CATANACH: Please.
DIRECT EXAMINATION (Resumed)
BY MR. BROOKS:
Q. Okay, the next is Guadalupe Operating Company,
LLP, and I will call your attention, in connection with
that operator, to OCD Exhibit Number 10 and ask you to
identify it.
A. Yes, this again is a form letter mailed out
September 8th, 2000, to all of the operators that did not
respond to the May 11th, 2000, letter.

Q. And would the fact that Exhibit Number 10 was

STEVEN T. BRENNER, CCR
(505) 989-9317
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CASE 12739: De Novo

Application of the New Mexico Oil Conservation
Division for an Order Requiring Coulthurst
Management & Investments Inc. to Bring Twelve (12)
Wells into Compliance with Rule 201.B, and Assessing
Appropriate Civil Penalties, Sandoval County, New
Mexico. The Applicant seeks an order requiring
Coalthurst Management & Investments Inc., the
operator of twelve inactive wells located in Sandoval
County, New Mexico, to bring said wells into
compliance with OCD Rule 201.B by either restoring
said wells to production or beneficial use, plugging and
abandoning said wells or securing Division approval for
temporary abandonment thereof. The affected wells
are the following:

WELL NAME

AND NUMBER API NO. UNIT/STR
Ann #003 30-043-05040 A-33-18N-03W
Ann #005 30-043-07011 A-33-18N-03W
Ann #006 30-043-60003 A-33-18N-03W
Ann #015 30-043-20248 A-33-18N-03W
Darla #001 30-043-20678 H-33-18N-03W
Darla #002 30-043-05035 H-33-18N-03W
Darla #007 30-043-07017 H-33-18N-03W
Darla #016 30-043-20247 H-33-18N-03W
Erin #001 30-043-20861 C-33-18N-03W
Erin #003 30-043-20868 F-33-18N-03W
Erin #004 30-043-20869 F-33-18N-03W
Jenny #001 30-043-20894 0O-28-18N-03W

Upon application of Coulthurst Management &
Investments Inc., this case will be heard De Novo
pursuant to the provisions of Rule 1220.



STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

CASE NO. 12739
ORDER NO. R-11711

IN THE MATTER OF THE HEARING CALLED BY THE NEW MEXICO OIL
CONSERVATION DIVISION THROUGH THE SUPERVISOR OF DIVISION
DISTRICT III IN AZTEC, NEW MEXICO ON ITS OWN MOTION FOR AN
ORDER REQUIRING CERTAIN OPERATORS TO BRING ONE HUNDRED
TWENTY-ONE (121) WELLS INTO COMPLIANCE WITH RULE 201.B AND
ASSESSING APPROPRIATE CIVIL PENALTIES; SAN JUAN, RIO ARRIBA,
SANDOVAL, AND MCKINLEY COUNTIES, NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This case came on for hearing at 8:15 a.m. on October 18, 2001, at Santa Fe, New
Mexico, before Examiner Michael E. Stogner.

NOW, on this 9th day of January, 2002, the Division Director, having considered
the testimony, the record and the recommendations of the Examiner,

FINDS THAT:

(1)  Due public notice has been given, and the Division has jurisdiction of this
case and of the subject matter.

(2)  There are nineteen (19) respondents named in this Application. At the
October 18, 2001 hearing, the New Mexico Oil Conservation Division (“the Division™)
appeared through counsel, and Respondents Central Resources, Inc. and NM&O
Operating Company appeared through counsel. The remaining respondents named in the
Application did not appear, either by filing written appearance or by appearance at the
hearing.

3) By this Application, the Division seeks an order directing the named
respondents to bring certain wells into compliance with Division Rule 201.B, either by:
(i) restoring these wells to production or other Division-approved beneficial use; (i)
causing these wells to be properly plugged and abandoned in accordance with Division
Rule 202.B; or (iii) securing Division authority to maintain these wells in temporary
abandonment status, in accordance with Division Rule 203.
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(4)  The Application alleges that Julius Chodrow of Albuquerque, New
Mexico is the operator of the Ute Well No. 1 (API No. 30-045-60045), located 1950 feet
from the North line and 2310 feet from the West line (Unit F) of Section 20, Township 31
North, Range 15 West, NMPM, San Juan County, New Mexico, and that said well is
inactive and not in compliance with Division Rule 201.B.

3 However, the attorney for the Division represented that the Ute Well No. 1
is located on land under the jurisdiction of the Ute Mountain Ute Indian Tribe, and that
the Division does not have an agreement with the tribe regarding responsibility for this
well.  Accordingly, the Division requested that this case be dismissed as to Julius
Chodrow, without prejudice.

(6) The Application alleges that Keystone Energy, LLC of Farmington, New
Mexico is the operator of the Egan Well No. 1 (API No, 30-039-82239), located 1190
feet from the North line and 810 feet from the East line (Unit A) of Section 18, Township
24 North, Range 6 West, NMPM, Rio Arriba County, New Mexico, and that said well is
inactive and not in compliance with Division Rule 201.B.

(7)  The Application further alleges that TASCO of Farmington, New Mexico
is the operator of the following described eight wells located on the Navajo Indian
Reservation all in Township 29 North, Range 19 West, NMPM, San Juan County, New
Mexico, and that said wells are inactive and not in compliance with Division Rule 201.B:

(a) Navajo Well No. 27 (API No. 30-045-20435),
located 2080 feet from the South line and 330 feet
from the West line (Unit L) of Section 1;

(b) Navajo Well No. 134 (API No. 30-045-08677),
located 750 feet from the South line and 1900 feet
from the East line (Unit O) of Section 2;

(©) Navajo Well No. 151 (API No. 30-045-08529),
located 1700 feet from the South line and 900 feet
from the West line (Unit L) of Section 12;

(d) Navajo Well No. 153 (API No. 30-045-08506),
located 990 feet from the South line and 2310 feet
from the East line (Unit O) of Section 12;
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(e) Navajo Well No. 155 (API No. 30-045-08430),
located 330 feet from the North line and 2310 feet
from the East line (Unit B) of Section 13;

® Navajo Well No. 157 (API No. 30-045-08632),
located 760 feet from the North line and 585 feet
from the West line (Unit D) of Section 12;

(@ Navajo Well No. 158 (API No. 30-045-08536),
located 1980 feet from the South and West lines (Unit
K) of Section 12; and

(h) Navajo Well No. 208 (API Ne. 30-045-21073),
located 1750 feet from the North line and 1070 feet
from the East line (Unit H) of Section 2.

(8)  However, the attorney for the Division represented that uncertainty exists
as to whom to hold responsible for the above-described Egan Well No. 1, and for the
Navajo Wells No. 27, 134, 151, 153, 155, 157, 158 and 208, and requested that this case
be dismissed as to Keystone Energy, LLC, and as to TASCO, without prejudice.

9) The attorney for the Division further represented that the following-named
respondents have agreed to bring the wells that they operate into compliance in
accordance with a work plan approved by the supervisor of the Aztec District Office of
the Division. The Division accordingly requested that the Application in this case, as to
these operators and the wells operated by them, be severed, assigned a separate case
number, and continued until the January 24, 2002 Division Examiner Hearing Docket, in
order to allow these operators an opportunity to voluntarily bring their wells into
compliance with Division rules. The operators as to whom the Division requests
severance and continuance are:

Chaparral Energy, Inc.

Clayton Investment Co.

Hart Oil & Gas, Inc.

J.C. Well Service

Jimmy Roberson Energy Corp.
La Quinta Oil Co.

Manana Gas Inc.

Mountain States Petroleum Corp.
N.M. & O. Operating Co.

Noel Reynolds



Case No. 12739
Order No. R-11711
Page 4

Phoenix Hydrocarbons Operating Corp.
R-J Enterprises

Smokey Oil Company

Torreon Oil Co.

U.S. Enercorp, LLC

(10) The Division’s request to continue this case to the January 24, 2002
Examiner Docket as to the operators described above should be granted. The case to be
heard on January 24, 2002 should be designated Case No. 12739-A.

(11)  Coulthurst Investment Company (“Coulthurst”) of Berkeley, California is
the operator of the following-described twelve wells all located in Township 18 North,
Range 3 West, NMPM, Sandoval County, New Mexico:

(a) Ann Well No. 3 (API No. 30-043-05040), located
902 feet from the North line and 576 feet from the
East line (Unit A) of Section 33;

(b) Ann Well No. 5 (API No. 30-043-07011), located
994 feet from the North line and 321 feet from the
East line (Unit A) of Section 33;

(© Ann Well No. 6 (API No. 30-043-60003), located
694 feet from the North line and 667 feet from the
East line (Unit A) of Section 33;

(d) Ann Well No. 15 (API No. 30-043-20248), located
1021 feet from the North line and 1121 feet from the
East line (Unit A) of Section 33;

(e) Darla Well No. 1 (API No. 30-043-20678), located
1750 feet from the North line and 1230 feet from the
East line (Unit H) of Section 33;

® Darla Well No. 2 (API No. 30-043-05035), located
1670 feet from the North line and 1014 feet from the
East line (Unit H) of Section 33;

(2 Darla Well No. 7 (API No. 30-043-07017), located
1347 feet from the North line and 1166 feet from the
East line (Unit H) of Section 33;
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(h)  Darla Well No. 16 (API No. 30-043-20247), located
1904 feet from the North line and 1158 feet from the
East line (Unit H) of Section 33;

) Erin Well No. 1 (API No. 30-043-20861), located
990 feet from the North line and 1650 feet from the
West line (Unit C) of Section 33;

1)) Erin Well No. 3 (API No. 30-043-20868), located
1650 feet from the North and West line (Unit F) of
Section 33;

&) Erin Well No. 4 (API No. 30-043-20869), located
1650 feet from the North line and 2310 feet from the
West line (Unit F) of Section 33; and

M Jenny Well No. 1 (API No. 30-043-20894), located
990 feet from the South line and 2310 feet from the
East line (Unit O) of Section 28.

(12) With respect to Coulthurst, the Division presented testimony that
demonstrates:

(a) the above-described Coulthurst-operated wells have not produced
any hydrocarbons since before 1997, and are not presently equipped to produce;
and

(b)  the Division has notified Coulthurst that the above-described wells
are not in compliance with Rule 201.B, and demanded that Coulthurst bring said
wells into compliance.

(13)  The above-described Coulthurst-operated wells are not in compliance with
Division Rule 201.B.

(14)  Coulthurst knowingly and willfully failed to comply with Division Rule
201.B and pursuant to NMSA 1978 70-2-31.A, a civil penalty in the amount of Twelve
Thousand Dollars ($12,000) ($1,000 for each non-compliant well) should be assessed
against Coulthurst for this knowing and willful violation.

(15)  Coulthurst should be ordered to bring its wells as described above into
compliance with Division Rule 201.B.
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IT IS THEREFORE ORDERED THAT:

€] Pursuant to the request of the New Mexico Oil Conservation Division
(“Division”) through its counsel, this Application insofar as it relates to Julius Chodrow,
Keystone Energy, LLC and TASCO is hereby dismissed.

(2)  Pursuant to the request of the Division through its counsel, this
Application insofar as it relates to Chaparral Energy, Inc., Clayton Investment Co., Hart
Oil & Gas, Inc., J.C. Well Service, Jimmy Roberson Energy Corp., La Quinta Oil Co.,
Manana Gas Inc., Mountain States Petroleum Corp., N.M.&O. Operating Co., Noel
Reynolds, Phoenix Hydrocarbons Operating Corp., R-J Enterprises, Smokey Oil
Company, Torreon Oil Co. and U.S. Enercorp, LLC, is severed out of this Case No.
12739. The severed case is hereby denominated Case No. 12739-A. The Division
administrator is directed to open a case file for the severed Case No. 12739-A, and to
place therein true copies of the Application and Notice filed in this Case No. 12739.

(3)  Case No. 12739-A is continued, and set for hearing before the Division on
January 24, 2002.

(4)  This order is entered in this Case No. 12739 only.

(5)  Pursuant to the Application of the Division, Coulthurst Investment Co. of
Berkeley, California (“Coulthurst”) is hereby ordered, no later than thirty (30) days from
the date of issuance of this Order, to bring each of its wells identified in Finding
Paragraph No. (11) of this order into compliance with Rule 201.B by accomplishing one
of the following with respect to each well:

(a) causing said well to be plugged and abandoned in accordance with
Rule 202, and in accordance with a Division approved plugging
program;

(b)  restoring said well to production; or

(c) causing said well to be temporarily abandoned with Division
approval in accordance with Rule 203.

(6) As to any wells that the operator fails to bring into compliance as and
when required by this Order, the supervisor of the Aztec district office of the Division
and Division legal counsel may commence proceedings to order that said wells be
permanently plugged and abandoned by the operator or by the Division, and to forfeit the
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financial assurance, if any, provided by the operator pursuant to NMSA 1978 Section 70-
2-14, as amended, and Division Rule 101, or take other actions as appropriate.

(7)  Administrative penalties are hereby assessed against Coulthurst in the
amount of $12,000 ($1,000 for each well) for knowingly and willfully failing to bring its
above-described wells into compliance after receiving notice from the Division to do so.

(8)  The civil penalty herein assessed shall be paid within thirty (30) days of
receipt of this Order, by certified or cashier’s check made payable to the “New Mexico
Oil Conservation Division,” and mailed or hand-delivered to the New Mexico Oil
Conservation Division, Attention: Lori Wrotenbery, Director, 1220 South St. Francis
Drive, Santa Fe, New Mexico 87505, unless within such time application is filed by the
operator for de novo review by the New Mexico Oil Conservation Commission of the
penalty hereby assessed.

(9)  Jurisdiction of this case is retained for the entry of such further orders as
the Division may deem necessary.

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

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

~ ) L(/
4
LORI WROTENBERY
Director
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Management and Invastmants

1990 Marin Ave. - i i
Berkeley, CA 94707

ao sen e L Gr L5 Phone and Fax (510) 527-2659

Write an e-mail message

From: jcoulthurst@webtv.net.
(John Coulthurst)

To: New Mexico Oil Conservation Commission, Attn. Lori
Wrotenbery, Director

Cc:
Subject De Novo Rev1ew Case 12739 and Order No. R-11711
Jan. 28 2002

Dear Lori,

Please consider this letter as a formal request for de Novo Review by the
NMOCC as mentioned in your order dated 1/11/2002 sent to Coulthurst
Management & Inv. Inc.

Mr. David Brooks has been very helpful re this request, and I thank him.
Looking forward to your response.

Sincerely yours,

John Coulthurst

Coulthurst Management & Investments Inc.
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AFFIDAVIT OF NOTICE

Before me, the undersigned authority, on this day personally appeared DAVID K.
BROOKS, well known to me to be a credible person, and after being duly sworn, did

solemnly declare upon his oath as follows:

“My name is David K. Brooks. 1 am employed by the Energy, Minerals and
Natural Resources Department of the State of New Mexico as Assistant General Counsel.

“I am attorney of record for the New Mexico Qil Conservation Division, as
Applicant, in Case No. 12739, Application of the New Mexico Oil Conservation Division
for an Order Requiring Operators to Bring One Hundred Twenty-One (121) Wells into
Compliance with Rule 201.B, and Assessing Appropriate Civil Penalties; San Juan, Rio
Arriba, Sandoval and McKinley Counties, New Mexico.

“On September 27, 2001, I prepared the letter a letter to all of the operators
named as respondents in the Application filed in Case No. 12739. Attachment A to this
Affidavit is a true copy of the letter that I prepared. I then caused a copy of Attachment
A to be mailed to each of the operators named on the second page of Attachment A, by
Certified Mail, Return Receipt Requested. A copy of the Application filed with the
Division is Case No. 12739 was enclosed with each letter. ‘

“A copy of the notification letter (Attachment A) was sent to Coulthurst Mgt. &
Inv., Inc., by Certified Mail, Return Receipt Requested, as evidenced by receipt for
certified mail a true copy whereof is attached hereto as Attachment B. Such notification
letter was not returned to the Division, nor has a return receipt been received by the

Division as of this date.

“Personnel of the Division acting under my direction caused notice of the hearing
scheduled for October 18, 2001 in this Case No. 12739 to be published in the Observer, a
newspaper of general circulation in Sandoval County, New Mexico, on October 3, 2001.
A true copy of the notice published in the Artesia Daily Press is attached hereto as

Attachment C.”

Further Affiant sayeth not.

David K. Brooks




Subscribed and swomn to in the City of Santa Fe, County of Santa Fe, State of
New Mexico, this 18" day of October, 2001. Witness my hand and seal of office.

T
Notary Public
State of New Mexico

[SEAL]
My commission expires %//§; 20 0F



NEW MEXICO ENERGY, MINERALS and
NATURAL RESOURCES DEPARTMENT

GARY E. JOHNSON Lori Wrotenbery
. Governor ) Director
Jen(t;:ﬁ: e;As. ::elfrl;ury September 27, 2001 Oil Conservation Division
ADDRESS LIST

VIA: CERTIFIED MAIL, RETURN RECEIPT REQUESTED

Re:  Case No. 12739: Application of the New Mexico Qil Conservation Division
for an Order Requiring Operators to Bring One Hundred Twenty-One (121) Wells
into Compliance with Rule 201.B, and Assessing Appropriate Civil Penalties; Eddy
and Chaves Counties, New Mexico.

Ladies and Gentlemen:

You are hereby notified that the New Mexico Oil Conservation Division has filed the
referenced Application, a copy of which is enclosed herewith, seeking an Order requiring
you to bring specified inactive wells in San Juan, Rio Arriba, Sandoval and McKinley
Counties, New Mexico into compliance with Dvision Rule 201.B, by either restoring
such wells to production or beneficial use, permanently abandoning or temporarily
abandoning them. In addition, the Division seeks assessment of civil penalties for your
failure to comply with previous administrative notices to bring these wells into
compliance.

A hearing on this Application will take place before a Division hearing officer on
Thursday, October 18, 2001, at 8:15 a.m., in the Division Hearing Room, First Floor,
1220 South St. Francis Drive in Santa Fe, New Mexico. At that hearing you will have an
opportunity to show cause, if any there be, why an order should not be entered as
requested in the Application.

Operational inquiries concerning the subject of this hearing should be directed to Mr.
Frank Chavez, District Supervisor, Oil Conservation Division, 1000 Rio Brazos Road,
Aztec, NM 87410; phone (505)-334-6178. Counsel may contact the undersigned in the
Santa Fe office at (505)-476-3450.

Very truly yours,

Dawid K. Bogrln

David K. Brooks
Assistant General Counsel

Oil Conservation Division * 1220 South St. Francis Drive * Santa Fe, New Mexico 87505
Phone: (505) 476-3440 * Fax (505) 476-3462 * http://www.emnrd.state.nm.us

N1 L__% __..a A



CHAPARRAL ENERGY INC
701 CEDAR LAKE BLVD
OKLAHOMA CITY, OK 73114

CLAYTON INVESTMENT CO
710 E 20TH
FARMINGTON , NM 87401

COULTHURST MGT & INV INC
1990 MARIN AVE
BERKELEY, CA 94707

10141HART OIL & GAS INC
PO BOX 307
FARMINGTON, NM 87499

J C WELL SERVICE
PO BOX 51
FARMINGTON, NM 87499

JIMMY ROBERSON ENERGY
CORPORATION

110 LINDA

TEXARKANA, TX 75503

JULIUS CHODOROW
9811 SNOW HEIGHT NE
ALBUQUERQUE, NM 87110

KEYSTONE ENERGY LLC
PO BOX 962
FARMINGTON, NM 87499

LAQUINTA OIL CO
PO BOX 356
FLORA VISTA, NM 87415

MANANA GAS INC
2520 TRAMWAY TERRACE CT NE
ALBUQUERQUE, NM 87122

NM & O OPERATING CO
6 E 5STH ST, STE 900
TULSA, OK 74103

MOUNTAIN STATES PETROLEUM CORP
PO BOX 1936
ROSWELL, NM 88201

NOEL REYNOLDS
PO BOX 356
FLORA VISTA, NM 87415

PHOENIX HYDROCARBONS OPERATING
CORP

PO BOX 3638

MIDLAND, TX 79702

R - J ENTERPRISES
PO BOX 51
FARMINGTON, NM 87499-0051

SMOKEY OIL COMPANY
PO BOX 2360
CASPER, WY 82602

TASCO

TORREON OIL CO
PO BOX 356
FLORA VISTA, NM 87415

U S ENERCORP LLC
153 TREELINE PARK, STE 300
SAN ANTONIO, TX 78209-1880



U.S. Postal Servie
CERTIFIED MAIL RECEIPT

(Domestic Mail Only; No Insurance Coverage Provided)

Sent To

.SCqu:huxst Megt. & Inv. Inc
139 Marm Ave.

—
. | : v ~
r~ » oo Le® :
m : s /
- Postage | $
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un .
R o 1 L2
Return Receipt Fee Here
g (Endorsement Required)
a Restricted Delivery Fee »
3 (Endorsement Required) N
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WebRalsy, cA 94707

FS Ferm 535303, Kay 2000 See Reverse tor Instructions

Attachment B




NEW MEXICO ENERGY, MINERALS and
—NATURAL RESOURCES DEPARTMENT

GARY E. JOHNSON Lori Wroteabery
Goverser Directer
Jeunifer A. Salisbury 0Oil Counservation Division
Cabinet Secretary

CERTIFIED MAIL #7000 0520 0020 4945 9359

RETURN RECEIPT REQUESTED

September 25, 2000 LTI T

5337 L

COULTHURST MGT & INV INC | Cosc i 42227 2

1990 MARIN AVE bSupwico Lo oCO

BERKELEY, CA 94707 | Heanas Dute 3hel02— ;
z s e s e ot o vt oo amemes |

Re: Current Status of Oil and Gas Wells

In May of this year, the Oil Conservation Division ("Division") sent a letter to you setting
forth the Division's information on wells for which you are the operator of record. The
letter requested a response with additional information. The Division has had no
response to the letter. The Division presumes you agree with the information in the letter
regarding your inactive wells.

The wells have not shown production or been reported on Form C-115 for more than one
year. The wells are not in compliance with the Division's rules and the New Mexico Oil
and Gas Act.

You are hereby directed to bring these wells into compliance within 60 days. In the
alternative, within 30 days you may submit a compliance plan including a schedule of
activities with dates.

Sincerely,

"gS g { T DT TN DIVITION
'LocD. 3

Frank T. Chavez v T T

District Supervisor , 127'3‘2,

fichavez@state.nm.us N

FTC/mk

Qil Conservation Division * 1000 Rio Brazos Road * Aztec, New Mexico 87410
Phone: (505) 334-6178 * Fax (505) 334-6170 * http://www emnrd state.nm us
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NEW MEXICO ENERGY MINERALS & NATURAL RESOURCES DEPT.
OI1. CONSERVATION DIVISION

CERTIFIED MAIL
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il ksl LaIT LTI JLU3L I £0DT . COULTHUPTMANR INV

.-“_ - PAGE 82
Raply to an e-mail measage - Tuesday, October 16, 2001 10:31:19 AM - Page { of 2 ‘JH $ P e
WebTV Netwerks ~ o \ by
Management and lnvutmonu iy om

1980 Marin Ave. oL 5 e

4 e .
m b ep Berkelay, CA 94707 3= s & e 4
m Phone and Fax (510) 527-2859

Reply to an ¢-mail message

From: jcoulthurst@webtv.net.
(John Coulthurst)
TO: CPemn@stme nm.us (Pemn’ Charhe)
Subject Re: 10-18-01 pdf L m——" aes
Oct. 16,2001
Dear Charlie,

Thank you for your call and e-mail which were received about 4 PM Friday, 7 S
Oct. 12th. : '

[ RESPECTFULLY REQUEST A 30 DAY DELAY FOR THEFOLLOWING | | © O
REASONS: S
1. I never received either letter about an information request or notice of a
1
1
E
:
}

meeting. Also, my web tv internet connection won't open your e-mail
attatcchment.

2. An 8 hour business day(Monday) is
not sufficient for a detailed answer.

3. 1 alerted you that 1 have a business meeting in Boston Thurs and am
leaving today, Oct. 16th.

4. The BLM has already been working with me for over 1 year about the
subject of development plans which will use the currently unused wells as water
sources for a water flood project. They received my application in the summer

of 2000 and are actively working on the paperwork along with their Geological O
Staff. They have been very helpful to me and I am sure you want our field to Do
have activity leading to increase production. Isn't that our common goal?
I will contact you to set up a conference call with the BLM about our
development plan at the begnning of next week.
Obviously, neither you or I are responsible for the U.S. Postal sevice
imperfections. I have always reponded to the BLM notices immediately and
would-have done so with you. It would bave saved us both some
inconveniences and improved communications between the State, the BLM and
Coulthurst Management.
Thanking you for your consideration, furere i e ol
Coiina R ETORNER
John Coulthurst T T RO
OCD o
joron e LRP3]
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only 24 hours' notice, and accordingly they request 30
days' continuance of what they refer to as "the meeting",
so they obviously misunderstand the nature of this
proceeding, would seem to me to be somewhat disingenuous in
view of their failure or refusal to accept the Division's
mailings.

However, I call this to your attention before
presenting my evidence in case your Honor construes this as
a request for a continuance which you are disposed to
grant.

Thank you.

EXAMINER STOGNER: No, I'm not going to consider
this a request for continuance at this time. I'd like for
you to go.ahead and proceed, and perhaps after we hear the
testimony I'll make the decision at that time.

MR. BROOKS: Very good. The Béyifégp will call
Mr. Frank Chavez. : o

May I proceed?

o L3y
EXAMINER STOGNER: Please. | . . - 0Co
{7 U
s 3 7
FRANK T. CHAVEZ, | *%-%i . i H@ 52

the witness herein, after having been first duly sworn upon
his ocath, was examined and testified as follows:

DIRECT EXAMINATION
BY MR. BROOKS:

Q. Would you state your name for the record, please?

STEVEN T. BRENNER, CCR
(505) 989-9317
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A. My name is Frank Chavez.
Q. And where do you reside?
A. I reside in Aztec, New Mexico.

Q. And how are you employed?

A. I'm the District Supervisor for the 0il
Conservation Division District 3 Office in Aztec.

Q. And in that capacity are you the person who is
responsible for the administration of the District's
regulation of oil and gas in District 3?

A. Yes,II am.

Q. And what counties does District 3 include?

A. - District 3 includes San Juan, Rio Arriba,
Sandoval and McKinley Counties.

Q. Okay. Mr. Chavez, have you been involved in what
has been referred to in previous proceedings as the
inactive well project that is being conducted by the
Division?

A. Yes, I have.

Q. And would you briefly review for the Examiner how
you havé proceeded in regard to the inactive well project,
what your function has been?

A. In the District we've been responsible for
following on notifying operators of wells that have been
out of compliance with 0il Conservation Division Rules and

Regulations, wells that have been inactive and not in

STEVEN T. BRENNER, CCR
(505) 989-9317
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compliance with the temporary abandonment rules, or wells
for which operators have not filed production reports,
C-115s, as are required by OCD Regulations.

We sent an initial mailing out to operators who
had met those criteria of having inactive wells or
unreported wells in May of the year 2000. We received
responses back, but in September of year 2000 we sent
letters to those operators who hadn't responded to the May
mailing.

The purpose of bringing Coulthurst for this
particular hearing is that they did not respond to the May
mailing, nor did they accept the September 25th letter that
we sent to them concerning their response to the initial
mailing.

Q. Okay. To clarify for the purposes of the record
and the Examiner's understanding of this, there was a mass
mailing mailed out in May -- approximately May 11th, 2000;
is that correct?

A, I think that's correct.

Q. And was that mailed from the Santa Fe office?
A, Yes, it was.
Q. And was Jane Prouty responsible for generating

the list of people to whom that was to be mailed?
A. That's correct.

Q. Okay, Ms. Prouty will be our next witness, and I

STEVEN T. BRENNER, CCR
- (505) 989-9317
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will go into that with her. But then you were notified as
to the people to whom that mailing had been sent, correct?

A, That's correct, we received a list of the
operators that had been notified and a list of wells that
met those criteria.

Q. Very good. And one of the operators to whom that
notice was sent was Coulthurst Management and Investment,
Inc., correct?

A, That's correct.

Q. And did you receive any reply to that May 11th,
2000, letter from Coulthurst Management and Investment,
Inc.?

A. No, we did not.

Q. Okay. Now, would you look at your exhibit stack,
and I will call your attention to what has been marked as
OCD Exhibit 3, and ask you to identify it.

A. Is it this one?

Q. Yes. Your exhibits -- you don't have a marked --

A. I don't have the numbers.

Q. -- marked set of exhibits. Let me get you a
marked set of exhibits.

A. Thank you.

Q. That's all Exhibit 1, so just go on to the next
one. There we go.

A. Exhibit Number 3 is a copy of a certified mail,

STEVEN T. BRENNER, CCR
(505) 989-9317
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return receipt requested, letter that my office sent to
Coulthurst Management and Investment Company on September

25th of the year 2000.

Q. Okay, and I will call your attention to the
address. Would you read into the record the address to
which that was sent?

A. The address is 1990, Marin Avenue, Berkeley,
California 94707.

Q. Okay. Now I will call your attention to what has
been marked as Exhibit 4 and ask if you can identify it.

A. This is a copy of the envelope that this letter
was sent in as it was returned to our office.

Q. Okay. And we'll note for the record that Exhibit
Number 4 has what appears to be a postal stamp that says
"Returned to Sender", and below that the stamp says "Reason
Checked", and of the various reasons that are given on the
stamp the one that is checkmarked is "Unclaimed".

Now, Mr. Chavez, did you ever receive any further
correspondence from Coulthurst regarding the inactive well
project up to this week?

A. No, we did not.

Q. And this week, after this Applicatioﬁ had been
filed, did you attempt to contact Coulthurst?

A. Yes, Mr. Perrin from my office made several

attempts through different channels and was finally able to

STEVEN T. BRENNER, CCR
(505) 989-9317
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contact Mr. Coulthurst by telephone.

Q. Okay, I will call your attention to what has been

marked as OCD Exhibit Number 5 and ask you if you can
identify it.

A, This is a faxed, handwritten memorandum that was
sent to Mr. Perrin in my office in response to his
telephone contact. It was sent by Mr. Coulthurst.

Q. I note that Exhibit Number 5 is dated 10/1s6,
without any year. Can you tell me what year that this was
received?

A. It's this year.

Q. So that was 10-16 of 017

A. That's correct.

Q. Which would have been the day before yesterday?

A. Yes. In looking at this we noticed also, we
can't take into consideration the date at the top of the
fax. Their machine is appérently not programmed correctly
wit the right times and dates.

Q. Yes, I will note that the fax machine says

"01/22/1995", or is it 1998? I don't have my glasses?

A. 1995.

Q. Okay. Well, this was not, in fact, received in
19957

A. No, it was not.

Q. Very good. Okay, let me call your attention next

STEVEN T. BRENNER, CCR
(505) 989-9317
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to what has been marked as OCD Exhibit 6 and ask you if you
can identify it.

A. This is a copy of the fax that we received in our
office addressed to Mr. Perrin in further response to the
phone call that he had made.

Q. Okay, and this is dated October 16, 2001,
correct? Again, Tuesday of this week?

A. Yes, it is there at the -- just above the
greeting on the --

Q. And again, the fax stamp indicates that it was
sent on "01/22/1995"?

A. That's right.

Q. And that is not correct as to when it was sent?

A. No, it's not.

Q. Thank you. Now, did you cause a physical
inspection to be made of the Coulthurst wells that are
included in this Application?

A. Yes, yes, we did.

Q. I will call your attention to what has been
marked as OCD Exhibit 7 through 18, and of course these are
Xerox copies of color pictures, and they may be a little
hard to identify, but -- some of them, but I will ask you
if you can identify those pictures. |

A. Yes, these are copies of photos of the wells that

are the subject of this Application for Coulthurst.

STEVEN T. BRENNER, CCR
(505) 989-9317
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Q. Thank you. And I will note that the Examiner has
been furnished with the originals, the color photographs
that are not Xerox copies.

Is each of these photographs labeled with a label
in rather large type showing the well to which it relates
by well name, number and API number?

A. Yes, on the copies it's not very clear but it
should be very clear on the originals.

Q. Okay. And these -- unlike some Division
photographs, these do not have dates imprinted on them by
the camera. Can you tell me approximately when these
photographs, Exhibits 7 through 18, were taken?

A, They would have -- I'm sorry, I can't. It's done
by a field inspection staff, and I don't recall the date

they went out. It's been within the last month.

Q. It would have been since the filing of this
Application?
A, That's correct.

Q. And this Application was filed on September the
27th, 20017

A. Yes, sir.

Q. So it would have been sometime since that date
and prior té today, correct?

A. Yes, sir.

MR. BROOKS: Okay. I'll move for the admission

STEVEN T. BRENNER, CCR
(505) 989-9317
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of OCD Exhibits 3 through 18.
EXAMINER STOGNER: Exhibits 3 through 18 will be
admitted into evidence at this time.
MR.,BROOKS: And I'll pass the witness.
EXAMINATION
BY EXAMINER STOGNER:

Q. Mr. Chavez, in referring to Exhibit Number 6, up
there at the top in the text it says "Dear Charlie, Thank
you for your call and e-mail which were received about 4 PM
Friday, Oct. 12th." What e-mail is he referring to that
was sent on October the 12th?

A. My recollection is -- I'm sorry, I don't have a
copy of that. In Mr. Perrin's communication with Mr.
Coulthurst, he did send him copies or a list of the wells
that we referred to, we're referring to, and I think some
other communications, but I'm not real sure. He is present
and he can be able to tell you exactly what that e-mail
communication included.

Q. Are you referring to previous -- Okay, you've
already stated in your testimony today about a mass mailing
of May 11th, and of course Exhibit Number 3 contains a
September 25th of 2000 letter. Are there any other
additional correspondence --

A. Just --

Q. -~ that would have been contained in that e-mail

STEVEN T. BRENNER, CCR
(505) 989-9317
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that you know of?

A, I don't know. Like I say, you'd have to verify
that with Mr. Perrin. But those e-mails were only after he
established phone communication.

Q. Do you know who called who? Was it Mr. --

A. Yes, Mr. --

Q. -- Perrin that had reached him at this number
stated on the letterhead?

A. Yes, Mr. Perrin initiated the phone call after
looking -- several attempts to try to find a current number
for Mr. Coulthurst.

Q. Because it goes down there, if you notice, "I
never received either letter about an information
request..." So that's what I was curious, of which
correspondepce was sent to him.

A. I'm presuming. He's referring to the initial
May, 2000, letter and then the -- which wasn't returned --
or the September 20th, 2000, letter that was sent certified
that he didn't claim. I was presuming that's what he was
referring to.

Q. Okay, now it mentions something in here about his
working with the BILM. What's been your correspondence or
work or your people's work with the BLM concerning these
federal lands?

A, We've only recently talked to the engineer with

STEVEN T. BRENNER, CCR
(505) 989-9317
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the BIM out of the Albuquerque office, and apparently Mr.
Coulthurst has been working with them on some long-term
development issues on that property that appear to be

waterflood issues.

Q. Now, is this property currently under waterflood?
A. No.
Q. And so there's no production and no injection

whatsoever going on out there on any of these wells?

A, That's correct. If there's production going on
on some wells, my understanding is that is not -- that
these wells have not been reporting any production or
injection.

Q. Okay, just by reviewing 7 through 18 it looks
like some of them aren't even capable of producing.

A. That's correct.

MR. BROOKS: Mr. Examiner, it is our intention to
offer the production records as they're shown in the OCD
system through another witness.

EXAMINER STOGNER: Okay, I'll still reserve
judgment on the -- I guess what can be interpreted -- I'm
still not sure that can even be interpreted that way for
their request for a 30-day delay stated in Exhibit Number
6.

So I have no other questions of Mr. Chavez. Are

there any other questions of Mr. Chavez at this time, Mr.

STEVEN T. BRENNER, CCR
(505) 989-9317
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