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August 10, 2006

VIA HAND-DELIVERY

Mr. Michael Stogner

Engineer

New Mexico Oil Conservation Division
1220 South St. Francis Drive

Santa Fe, New Mexico 87505

(505) 476-3440 FAX

Re: Administrative application (Division Reference No. pTDS0-618659927)
on behalf of Yates Petroleum Corporation (“Yates”) for an unorthodox
gas well location for its Merle State Unit Well No. 5, to be drilled 330
feet from the North and West lines (Unit A) of Section 23, Township 10
South, Range 34 East, NMPM, Lea County, New Mexico

Dear Mr. Stogner:

I am in receipt of your letter dated August 7, 2006, withdrawing and returning
Yates’ application for approval of an unorthodox well location for its Merle State Unit
Well No. 5, to be drilled 330 feet from the North and West lines (Unit A) of Section 23,
Township 10 South, Range 34 East, NMPM. The Application for Permit to Drill you
located is for the Merle State Unit Well No. 8 660 feet from the North and West lines in
Unit D of Section 23.

Yates is therefore still in need of approval from the Division for its proposed
Merle State Well No. 5 and I am returning the application to you for your consideration.
As Yates is now drilling this well, I would appreciate your review of this application at
your earliest convenience. Thank you for your time and attention to this matter.

Sincerely, (M

Ocean Munds-Dry
ATTORNEY FOR YATES PETROLEUM CORP.

Holland & Hart u.p
Phone [505] 988-4421 Fax [505] 983-6043 www.hollandhart.com
110 North Guadalupe Suite 1 Santa Fe, NM 87501 Mailing Address P.0.Box 2208 Santa Fe, NM 87504-2208

Aspen Billings Boise Boulder Cheyenne Colorado Springs Denver DenverTech Center Jackson Hole Salt Lake City SantaFe Washington,D.C. &



NEW MEXICO ENERGY, MINERALS and
- NATURAL RESOURCES DEPARTMENT

BILL RICHARDSON Mark E. Fesmire, P.E.
Governor _ Director
Joanna Prukop Oil Conservation Division
Cabinet Secretary August 7, 2006

Yates Petroleum Corporation

c/o  Holland & Hart LLP | AUG 102006
P. O. Box 2208 '
Santa Fe, New Mexico 87504-2208 | Holland & Hart LLP

Attention:  Ocean Munds-Dry
Legal Counsel for Yates Petroleum Corporation

Re:  Application on behalf of Yates Petroleum Corporation (“Yates”) submitted on July 5, 2006
(administrative application reference No. pTDS0-618659927) for administrative review by the
Division for an unorthodox deep gas well location in the Atoka, Morrow, and Austin formations for
Yates’s proposed Merle State Unit Well No. 8 to be drilled 330 feet from the North and West lines
(Unit D) of Section 23, Township 10 South, Range 34 East, NMPM, Lea County, New Mexico.

Dear Ms. Munds-Dry,

In commencing my review of your application for Yates, I discovered that on July 19,
2006 Yates electronically filed an Application for Permit to Drill (“APD”) for this well to a depth
of 12,300 feet in the Mississippian limestone at a standard deep gas well location 660 feet from
the North and West lines (Unit D) of Section 23 (see paper copy attached). Since this APD
negates your request for an unorthodox location, I am withdrawing your application and returning
your filing at this time. :

It was a good thing I caught this before anymore time was wasted on it.

Sincerely,

~Michael E. Stogner
Staff Engineer

ce: New Mexico Oil Conservation Division - Hobbs
New Mexico State Land Office — Santa Fe

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 Medoo

Pt 34528
Phane (305 3936161 Fue(309)33.070  Energy, Minerals and Natural Resources
Oil Conservation Division
1220 S. St Francis Dr.
Santa Fe, NM 87505

APPLICATION FOR PERMIT TO DRILL, RE-ENTER, DEEPEN, PLUGBACK, OR ADD A ZONE

1. Opurstor Weme ad Address 2. OGRID Humber
YATES PETROLEUM CORPORATION 25575
1055 4THST
ARTESIA , NM 88210 3. AP Nazber
30.025.38017
4. Property Code 5. Property Yame 6. Well No.
33444 MERLE STATEUNIT 008
7. Surfare Location
UL-Lot | Section | Township | Rmge | Lotldn | FeaPom | WSLim | FetFrom | EWLine Cowsy
D i 108 34E D 660 N 660 w LE&
8. Posol Information
[Mississippian i Ui
Additional Well Information
9. Wak Type 10. WAdl Type 11. Coble/Rotary 12, Leass Type 13. Chound Level Elvontion
New Well GAS State 4119
14, Bukiph 15. Proposed Depths 16. Formation 17. Contractar 18, Spod Date
N 12300 Mississiopi Li
Depth to Ground vrater Distance fom nearest fresh veatar well Distenice 1 Deatest sufece weter
45 = 1000 » 1000
P Line Syetbwtic X 12 mils ik Chy! Pit Vokune: 24000 bblks Drilling Muthod:
. Closed Loop System Proh W O Brive | DiesalOlbesed | Geiiir( |
19, Proposed Casing and Cement
Type | HoleSize | CasingType | CosingWeight/t | SettingDepth | SecksofCement | Estimated TOC
St 17.5 13375 43 430 450 0
Intl 1225 9625 40 4150 1400 0
Prod 875 35 17 12300 925 0

Casing/Cement Program: Additional Commenis

ates Petroleum Corportation proposes to drill and test the Mississi

ing will be set and cement chrculated. Intexmediate casing will be set at 4150°, coment rirculated to surfece. If commercial prodetion
ing will be ran, perforated, and stinulated as needed to gain production.

inte formations. Approzimately 400" of swface

Proposed Blowout Prevention Program
Type Working Pressure Test Pressure Manufacturer
DoubleRam 3000 3000
1y knowledes and Selief OIL CONSERVATION DIVISION

E:bywmwa fdomation givn Above is trae and cplate 10 the best)

furfiver corfify thet e dilling pit will be constracied sccerding to
0CD poiddine {;Ltmdpw&.uumm

OCB-pproved plan | Approved By: Panl Kautz

Printed Name: Electronically filed by dusty bean Title: Geologist

Title: Regulatory Tech Approved Date: 220/2006 | Expiration Date: 7202007
Email Address: dus m

Date: 31972006 | Phone: 505-743-4364

Conditions of Approval Atteched




Fonn C-102

-

District ] State-of NewMexieo— Pk 53
1625 N. French Dr., Hobbs, NE 88240 .
Prare (505) 393-6161 Fuc09) 303070 Energy, Minerals and Natural Resources
Dm II - - n L] | ]
1301 W, Crond e, Artesia, M 86310 Qil Conservation Division
W;(sns) 7481203 Fuc(505) 748-9720 1220 S. St Frandis Dr.
District I
1000 Rio Brugos Rd., Aatec, MM 87410 Santa Fe, NM 87505
Phone:(505) 334-6178 Fux(505) 334-5170
Distriet IV
1330 S. St Frencis Dr., Sata Fe, HM 87505
Phore:(505) 476-3470 Fax:(505) 476-3462
WELL LOCATION AND ACREAGE DEDICATION PLAT
1. API Number 2. Pool Code 3. Pool Nans
30-025-38017 Mississippian
4. Property Cods 5. Property Nene §. Well No.
33444 MERLE STATE UNIT 008
7. OGRID Ho. 8. Operstor Heme 9. Elewvetion
23575 YATES PETROLEUM CORPORATION 4119
10. Surfare Location
UL-Lot | Setim | Township Range Lotldn | Fee Frum | N/SLine Feet From | E/W Line Comty
D 23 108 34E 660 N 660 W LEA
11. Bottom Hole Location If Different From Surface
UL-Lat I Sectim [ Tovmship | Rewg ] Lat Iin | FetFran | N/SLine | FeaFrum | EAW Line Coaty
12. Dedicated Aes 13. Joint ar hefill 14. Cansolidetion Code 15. Onder No.

32000

NO ALLOWABLE WILL BE ASSIGNED TO THIS COMPLETION UNTIL ALL INTERESTS HAVE BEEN
CONSOLIDATED OR A NON-STANDARD UNIT HAS BFEN APPROVED BY THE DIVISION

OPERATOR CERTIFICATION

I heraby cortify that the information confained herein is
trua and complata to the bast of mp kmowladge and beliaf,
and that this or ganization sithar owns a working infarast

or unleased mineral infarest in tha land including the
proposed bottom hola location(s) or has e right to drill
this well at this location pur suant fo a confract with an
owner of such @ mingral or working infarest, or fo a

voluntary pooling agresment or a compulsory pooling
order harstofora entared by the division.

E-Sigred By: dusty bean

Title: Regulatory Tech
Date: 7/19/2006

SURVEYOR CERTIFICATION

Tharaby certify that the well location shown on this plat
was plotiad from fiald notas of actual survaps made by
mg or unday mp suparvision, and that ths same is frus
and correct to the bast of my baliaf

Surveyed By: Hershal Jones
Date of Survey: 7/18/2006
Certificate Number: 3640




Permit Comments

Operator: YATES PETROLEUM CORPORATION , 25575
Well: MERLE STATE UNIT #008
APT: 30-025-38017

Created Comment
Comment

By Date
Soutces at YPC have relayed information to me that there will not be enough H2S found

dustyb from the surface to the Mississippian formation to meetthe OCD's minimum requirements for |7/10/2000
the submission of a contingency plan per rule 118,

dustyb BUPE‘PRDGRAM: A 5000# BOPE will be installed on the 8.825" casing and tested daily for 7402008
operational.
MUD PROGRAM: 0-400" Fresh Water Gel; 400'-2150' Fresh Water; 2150'-4150' Red Bed

dustyh Mud/Qil; 4150'-7850' Cut Brine; 7850'-11470' SW/GEL/Stareh; 11470'-11846' 7/18/2008
SWii’Gel/Starch/d-6% KCL; 116845'-42300"' SW/GEL/Starch/d-8% KCL.




Permit Conditions of Approval

Operator: YATES FETROLEUM CORPORATION , 25575
Well: MERLE STATE UNIT #008
AFTL: 30-025-38017

ocD .
- Condition
Reviewer
Kautz Pit construction and closure must satisfy all requirements of your approved plan, 0.C.D. Rule 18.15.2.50,
e and the Pit and Below Grade Tank Guidelines
pkautz

prior to any pit construction notify Gary Wink at 505-393-6161 ext 114
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ABOVE THIS LINE FOR DIMISION USE ONLY

NEW MEXICO OIL CONSERVATION DIVISION
- Engineering Bureau -
1220 South St. Francis Drive, Santa Fe, NM 87505

TYPE

ADMINISTRATIVE APPLICATION CHECKLIST

THIS CHECKLIST 1S MANDATORY FOR ALL ADMINISTRATIVE APPLICATIONS FOR EXCEPTIONS TO DIVISION RULES AND REGULATIONS
WHICH REQUIRE PROCESSING AT THE DIVISION LEVEL IN SANTA FE

Application Acronyms:

[NSL-Non-Standard Location] [NSP-Non-Standard Proration Unit] [SD-Simultaneous Dedication]
[DHC-Downhole Commingling] [CTB-Lease Commingling] [PLC-Pool/l.ease Commingiing]
[PC-Pool Commingling] [OLS - Off-Lease Storage] [OLM-Off-Lease Measurement]
[WFX-Waterflood Expansion] [PMX-Pressure Maintenance Expansion)
[SWD-Salt Water Disposal] [IPl-Iinjection Pressure Increase]
[EOR-Qualifiod Enhanced Oll Recovery Certification] [PPR-Positive Production Response]}

[1]  TYPE OF APPLICATION - Check Those Which Apply for [A]

[A] Locgtion - Spacing Unit - Simultaneous Dedication
gNSL [J ~Nsp [] sD

Check One Only for [B] or [C]
{B] Commingling - Storage - Measurement
(0 pbHc [JctB [JPpc [Jpc [ oLs [] oM

[C] Injection - Disposal - Pressure Increase - Enhanced Qil Recovery
[J wex [J pmx [J swbp [J i1 [J EOR [] PPR

[D] Other: Specify

[2] NOTIFICATION REQUIRED TO: - Check Those Which Apply, O@Iy
[A] [C] Working, Royalty or Overriding Royalty Interest OWne

L0 € Ud § e 80

[B]

O

Offset Operators, Leaseholders or Surface Owner

[C] (] Application is One Which Requires Published Legal Notice

[D] (] Notification and/or Concurrent Approval by BLM or SLO
U.S. Bureau of Land Management - Commissioner of Public Lands, State Land Office

E O

For all of the above, Proof of Notification or Publication is Attached, and/or,

[F1 [0 waivers are Attached

[3] SUBMIT ACCURATE AND COMPLETE INFORMATION REQUIRED TO PROCESS THE TYPE
OF APPLICATION INDICATED ABOVE.

[4] CERTIFICATION: [ hereby certify that the information submitted with this application for administrative

approval is accurate and complete to the best of my knowledge. I also understand that no action will be taken on this
application until the required information and notifications are submitted to the Division.

Note: Statement must be completed by an individual \ﬂ‘th managerial and/or supervisory capacity.

e ean Munds —D\ry&wre 4 Herney 7-5 -0,

Print or Type Name Title Date

O
e-mail Address B
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July §, 2006

HAND DELIVERY

Mr. Mark Fesmire, Director

Oil Conservation Division

New Mexico Department of Energy,
Minerals and Natural Resources

1220 South Saint Francis Drive

Santa Fe, New Mexico 87505

Re: Application of Yates Petroleum Corporation, for administrative approval
of an unorthodox well location for its Merle State Unit Well No. 5, to be
drilled at a surface location 330 feet from the North line and 330 feet from
the East line of Section 23, Township 10 South, Range 34 East, NM.P.M.,
Lea County, New Mexico.

Dear Mr. Fesmire:

Yates Petroleum Corporation (“Yates”) hereby seeks administrative approval pursuant
to the provisions of Division Rule 104 F (2)-(4), of an unorthodox well location for its
Merlse State Unit Well No. 5 located 330 feet from the North line and 330 feet from the
East line of Section 23 (Unit A), Township 10 South, Range 34 East, NM.P.M., Lea
County, New Mexico.

This well is currently permitted as a 9,200 feet basal Abo test and is at a legal location
for an Abo oil well. This location was picked using 3-D seismic and is offsetting the
Merle State Unit Well No. 3 in Section 14 to the north. Moving the location to a legal
gas well location moves out of the prospective basal Abo trend. If the proposed well is
successful as a basal Abo well, Yates requests permission to deepen the well to
approximately 12,400 feet to test the Atoka, Morrow, and Austin gas zones. Having this
secondary target ready would be the most efficient and reasonable way to develop these
potential deeper reserves. This proposed location is unorthodox because it is governed
by the Division’s Statewide Rules which provides for gas wells on 320-acre spacing
units to be located no closer than 660 feet to the outer boundary of the quarter section
on which the well is located and no closer than 10 feet to any quarter-quarter section
line or subdivision inner boundary. The proposed unorthodox well location is only 330
feet from the north and east boundaries of the spacing unit. Should Yates proceed with
the secondary targets, a standard 320-acre spacing unit and proration unit comprised of
the E/2 of Section 23 will be dedicated to the well.

Holland & Hart ur

Phone [505]988-4421 Fax (505] 983-6043 www.hollandhart.com

110 North Guadalupe Suite 1 Santa Fe, NM 87501 Mailing Address P.O.Box 2208 Santa Fe, NM 87504-2208

Aspen Billings Boise Boulder Cheyenne Colorado Springs Denver Denver Tech Center Jackson Hole Salt Lake City Santa Fe Washington,D.C. &




HOLLAND&HART. PN

Administrative Application
July 5, 2006
Page 2

The non-standard location is required by geologic conditions. As shown on the
attached Exhibit A, there is potential for deep gas sand development at the proposed
well location. The Austin isopach map shows the thickness of the Austin limestone in
the Merle Unit and surrounding area. Exhibit B is Cross-Section A-A’ and shows how
the Austin limestone (in blue) thins in the Merle State Unit Well No. 1. Often these
Austin limestone thins indicate structural lows where sand deposition occurs. The
overlying Atoka and Morrow sands are more prevalent in these Austin lows. The thin
Austin limestones can occur from non-deposition or erosion. The second best Atoka-
Morrow production on the Austin map is the Merle State Unit Well No. 1 which had a
cumulative production of 17 MBO and 696 MMCFG. The best Atoka Morrow well on
the map is the Hytech well located northwest of the proposed well in Section 2. This
well has an intermediate thickness of Austin lime. The offsetting well to the proposed
well is the Merle State Unit Well No. 3, which tested the Austin for 1 BO and 1914
MCEF/D. This well is currently producing from the Abo formation. Exhibit C is a
prospective Abo trend map which was generated from 3-D seismic. The Merle State
Unit Well No. 3 is located in the SE/4 of Section 14 and is a 300 barrel per day well in
the basal Abo. Yates’ seismic interpretation indicates in green the prospective trend.
Yates is attempting to stay in the center of the green color and extend this narrow trend
through the NE/4 of Section 23.

Exhibit D is a plat that shows the unit boundaries and the proposed unorthodox well
location.

The proposed well location is within the boundaries of the Merle State Unit and the
ownership is common in the offsetting spacing units towards which the proposed well
encroaches in Section 14, Section 13 and Section 24. Therefore there are no affected
parties to notify of this application as defined in Division Rule 1210.

Also enclosed is a proposed administrative order prepared by Yates on behalf of the
Division.

Your attention to this application is appreciated.

ij erely, /M i ,;
cean Munds-Dry dﬁ

ATTORNEY FOR YATES PETROLE
CORPORATION

Enclosures
cc: Rob Bullock (w/o attachments)
John Amiet (w/o attachments)




Administrative Application
July §, 2006
Page 3

Yates Petroleum Corporation
Attention: Robert Bullock

Administrative Order NSL-
Dear Mr. Bullock:

Reference is made to your application dated July 5, 2006 for an unorthodox well
location for Yates Petroleum Corporation’s Merle State Unit Well No. 5 to be drilled to
the Abo formation with a secondary target in the Atoka, Morrow and Austin gas zones.
Said well will be located 330 feet from the North line and 330 feet from the East line of
Section 23, Township 10 South, Range 34 East, NMPM, Lea County, New Mexico.

A 320-acre spacing and proration unit comprising the E/2 of said Section 23 is to be
dedicated to said well.

This application has been duly filed under the provisions of Rule 104.F of the General
Rules of the Oil Conservation Division revised by Division Order No. R-11231, issued
by the New Mexico Oil Conservation Commission in Case No. 12119 on August 12,
1999.

By authority granted me under the provisions of Rule 104.F(2), the above-described
unorthodox well location within this 80-acre unit in the Strawn formation is hereby
approved.

Sincerely,

Mark E. Fesmire, P.E.
Director

cC: Oil Conservation Division - Hobbs/Artesia
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