NEW MDEXKCO ENERGY9 MH[NERALS OIL CONSERVATION DIVISION

2040 South Pacheco Street

& NATURA]L RES@URC]ES DEPARTMENT Santa Fe, New Mexico 87506

(505) 827-7131

July 1, 1998

Pogo Producing Company
c¢/o  James Bruce

P. O. Box 1056

Santa Fe, New Mexico 87504

Re:  Administrative application on behalf of Pogo Producing Company to
drill its Coyote “21” Well No. 3 at an unorthodox oil well location
in the Cedar Canyon-Delaware Pool 330 feet from the South line and
1300 feet from the West line (Unit M) of Section 21, Township 24
South, Range 29 East, NMPM, Eddy County, New Mexico.

Dear Mr. Bruce:

In order to assure that correlative rights will be fully protected within the SW/4 of said
Section 21, please provide additional information on the two fee leases covering this area, including
descriptions of the two leases and a detailed breakout of the ownership (WI, RI, and ORRI) in both.

Should you have any questions concerning this matter, please contact me in Santa Fe at (505)
827-8185. Thank you for your cooperation.

Sincerely,

Michael E. Stogner
Chief Hearing Examiner/Engineer

cc: New Mexico Qil Conservation Division - Artesia
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July 2, 1998

Michael E. Stogner

0il Conservation Divisgion
2040 South Pacheco Street
Santa Fe, New Mexico 87505

Re: Administrative application of Pogo Producing Company for
an unorthodox oil well location; Coyote "21" Well No. 3,
Unit M of Section 21, Township 24 Socuth, Range 29 East,
NMPM, Eddy County, New Mexico

Dear Mr. Stogner:

In response to your letter of July 1, 1998, enclosed is a title
opinion on the entire SWY of Section 21. There are two leases
covering the SWY, each covering an undivided interest. See pages
3 and 5 of the opinion. Thus, royalty ownership is common. The
working interest owners are Pogo Producing Company (75%) and
Phillips Petroleum Company (25%), whose 1interests are uniform
throughout the SW4. See pages 2 and 7. Finally, there are no
overriding royalty interest owners. Please call me if you need
anything further on this application.

Very truly yours,

=G

James Bruce

Attorney for Pogo
Producing Company
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COTTON, BLEDSOE, TIGHE & DAWSON

& PROFE BANONAL OCRPORANGH

ATTORNE" Y5 AT LAW
500 W.ILLINOIS m:d.’gzmnm
TEVIS HERD e s srrom, TEXAS T
e MIDLAND, TEXAS 797014337 ki ying
YAy P Y R A P. 0.BOX 2776 ZIP 797622776 FaX {13} 16m0a80
ALIO LICEREZT BN SRV wiZT 0 PR
TELEPHDNE (515} B84-§782
PAY (15) ap2-2872 RE CEIVED
FEB ~9 1998
Febiuary 6, 1998
MIDLAND
No, 5885-DD
Cedar Canyon Prospect RM-615
Coyote 21" No. 2 Well
Pogo Producing Company

300 Nosth Marienfeid, Suite 600
Midland, Texas 79701

Arention: Terey Gant, Senior Landrman

ORIGINAL DIVISION CRDER TITLE OPINION covering the following described lands located in Eddy

Counry, New Mexico:
ZTemahip 24 Souch, Kangs 29 East NMEM.
Section 21: SWid, containing 160 acres,
more or )ass.
Gentlemen:

At your request and for the purpose of rendering an ariginal division order tide cpinion covering
the captioned lands, we have examined the following:

ABSTRACTS

The following abstracts of titke certified by Currier Abstract Company as covering the captioned
lands as follows:

45 Abstract of Tide Mo, 94,085, in seven volumes, comaining 1107 pages, cenified as ro the
mineral estate ouly from lnception of the vecords to April §, 1994, at 8:00 &.m.

(2) Supplemental Abstract of Title No. 96,195 certified from Aprl 8, 1894, a1 8100 a.ru.. 10
June 25, 1996, ot §:00 a.m., consalning 63 pages.

3 Supplemental Abstract No. 98,011 cerdifisd from June 25, 1996, at 8:00 a.m., w Januzry
20, 1998, ar 8:00 a.m., containing 34 pages.

INSTRUMENIS

(1) Exploration Agrerment dated May 15, 1994, berween Siete Oil & Gas Corpotation and
Phillips Petroleurs Company.

FALM!LLER LM AU 00 TO
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Fogo Producing Company 2 F b& 13 1-39%
ebruary 6,

2) Copies of delay rental reeeipts for the delay rentals payable under h¢ [euses analyzed
tierein,

(3 Copy of the Gayle and Arlene McDionald Living Trust Agresment daied July 14, 1391

) Copy of leter from Pogo Producing Company dated September 24, 1997, addressed 10
Phillips Petroleum Company proposing the aptioned well.

{5) Copy of letter dated Seprember 29, 1997, from Phillips Petroleum Company to Pogo
Producing Company advising that Phillips elected not o join in the drilling of the captioned well, thus
chooring t0 go non-consent under e Operating Agreement.

(€) Copy of Well Completion Repor for the captioned well reflecting that the well was

commenced 11/28/97, compleied 12/27/97, and drilled 10 2 wial depth of 6,800 feet subsurface, at a
ipcation 990 feer FSL and 2310 feet FWL of Section 21.

DIVISION QF INTEREST
Based upon our examingtion of the foregolng abstracts and materinls, and subject 10 the
requirements and comments hereipafter made, it is our oplolon that title o the oil and gas produced from
the captioned land is owned as follows:
Royalty Ingerest:

Mickey Gaines, for her life, with right w
receive royalty, remainder i fee to

Robert Elton Gaines . ... . .................. (3/4 x 1/5) ASRI
Gayle McDonald, 45 hin sepacate property . ... . ... (1712 x 1/5) 01666 R1
Jamee C. McDonald, Jr., &s his separate property . ..., (J/12x 15 01867 K1
Jo Alice Cranford, as her separate property ......... (n2x U 01687 R
Working Intereat:

Poge Producipg Company . ... . ........... ... {(715% x 4/5) 60 WI
Phillips Pettoleum Company ... ... ... ... ... {25% x 4/5) 20 W+

*Since Phillips elected not to join in the drilling of the captioned well, Pogo Producing
Company is entitled to receive all of the working inmterest production owned by Philiips
Petroleum Company undil such time as payout is reached pursuant 10 the terms of the
Opereting Agresment attached as Exhibit “3” 1 tha Exploration Agreement dated May 15,
1994,

QIL AND GAS LEASES
Leasg 1:
Dawd: February 19, 1594
Recorded. Book 183, Page 999--1004,‘ Eddy County Records.
Lessor: Mickey (raines, formerly Lorenra Derrick Crow, a widow.

FACKILLER 34 HIAS. D000
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Lessee: Avalon Energy Corporation,

Land Ceversd: wishi '
Section 21: SW/4 and S/2 SE/4
Section 22: 572 SE/4, 5E/4 SW/4 ‘
Section 23: The Weat 907.5 fest out of SWid
SWia, belng the West 27.5 scres
of SW/4 SW/4
Saction 27: Nf2 NE/4, NE/4 NW/4, the North
990 fezt of SE/4 NE/4 being the
North 30 acres of SE/4 NE/4
Section 28: N/2 NE/4

containing 617.5 acres, more or lest.

Interest Covered: (3) An undivided 3/4 intesest in- $%//4 Section 21; §/2 SE/4, Sk/4
SWid Section 22 The West 907.5 feet out of SWi4 Swi4, being the West
27.5 uores of SW/4 SW/4 Section 23; end N/2 NE/4, NE/4 NW/d, the
North 999 feet of SE/4 NE/4 being the North 30 acres of SE/4 NE/4
Section 27.

() Ar wndividsd 3/8 incerest in S/2 SE/4 Section 21 and N/2 NE/4
Section 28,

Primary Term: Three {3) years from date.

Rovalty: 1/5 on ol) and gas. In Para. 14 of the Addendum attached to the lease,
lessor reserves the right co take royalty in kind.

Shui-ln Gas
Rovalty: Payable in & sum squal o0 the amourst ¢f delay rentals, begimming cn or
before 50 days after a well is shut in, and enovally thersafier.

Deluy Rentals: $3,087.40.
Diepository Sank: Conunercial State Bask, Sinton, Taxas.

Delay Rentmal

Iastructions: Para. 23 provides that the delay rentmly and/or shut-in gas royalties wil)
be ceiculatsd by multiplying $5.00 times the net mineral acres owned by
the lessor, being 403.13 acres. Therefore, the net amount payeble for
delay rentsls and shut-in gas royalties is $2,015.65. This sum should be
depotited to the credit of the lessor in the depository bank oo or before
esch anmiversary date of the lease during the primary term n the absence
of drilling ot production. We have examined 8 copy of a delay rental
receipt reflecting the timely and proper puymem of delay rentals under
this lease for the lease year commencing February 19, 1995,

Pooling Clause: Para. § grants to the lesses the right (o pool with units not to exceed the
stendard proration unit fixed by law cr by the New Mexico O
Conservation Commission, plus 10% tolerunce. Para. 15 provides (hat
after the expiration of the primary rerm production or operations on a
pooled unit will not maintain the Jease &5 0 lands not included in the
pooled uiit.

Lerse Form: Producers 88 (Revised 1972) New Mexico Form 342F, being a printed
coramercial form lease containing a 6(-day additonal drilling or
reworking provision.

F ML BRI 825-00, 19




4 - FROM 3 FOG0-SRODUC IMNG 915 5856150 1988,27-02 15572 #437 P,Q8/09

Pago Producing Corapany 4 1 ..
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Leasz Rider: Auached 1o the lease 25 an "Addm&mn" is & lease ridef consisting of
Paras. 12-24. Pares. 14, 13, and 23 have been noted above in the dease

analysis.

Pars. 12 provides that the lease covers only ofl, gas and associated
hydrocarbons,

Pats, 13 provides that payment of shut-in gas royalty will not maintain the
lease for more than three years after the end of the primary term.

Parg. 16 provides that at the end of @e primary term if lessee is not then
snguged in drilling operations, Jessee shall releass all acreage not inchided
in a proration unit for a producing well or shut-in gas well and shall
further surrender all righta below 100 feet below deepest depth drilled on
the leased premises or lands pooled therewith. If lessee is engaged in
dritling operations at the end of the primary term, the lease may be
maimaingd 28 to all of the leased iznds so long as continnous operations
are condusted with no more (han 120 days between wells.

Para. 17 provides that lessee agrees to pay 10 the surface owner actual
gamages resulting from lessee's operations.

Para. 18 provides that the royaliy sbali be 1/5, and Para. 19 provides that
afier executing a division order, royalties to lessor shall be dus and
payable within 60 days from the sale of production.

Park. 20 provides for certain well information to Be furnished to lessor.

Para. 73 provides that if 3 producing well is brought in on adjecent lands
and draining & portion of the leased lands as to which this lease is then
effective, leasee agrees to drill such offset well or wells as a reasonebly
prudent operator would drill in the same or similar circumstancss,
provided that lossee shall not be required 1o offses any pas wells on
adjacen: lands unless the gas therefrom is being marketed. In lieu of
drilling an offset well Jeasee bag the opdon to pay lessar, a5 royaity, & sum
equal 10 the paymenms which would be payable under this lesse on
groduction from suck well bad the same besn produced from the Jeased
jands, or of executing and delivering o leasor a release of this lesse as w
the offsening prorazion unit.

Para. 22 provides that it is ihe intent of the lessor to include in this tease
all interest that she ownw ip T-24-8, R-29-E, Eddy County, New Mexico.

Parg. 24 granes 10 the Jesgse the right 1o sxtend the primary enn of this
lease for sn additionz! rwo years by peying of tendering to legsor of 10 hes
crzdit in the depository bank the sum of $90.704.25 nn or before
February 19, 1997,

Ratification: Robert Elton Gaings ratified this lease by Ratification of Off and Gas
Lease dated March 24, 1994, recorded Book 186, Page 773,

Amendment: Bv Amendment of Oif and Gas Lease dated Decomber 15, 1995, executed
by Mickey Gaines and Robert Elton Geines, as lessor, and Pogo
Producing Company, as lasses, Para. 13 of the Jease was amended to zead
as follows:

"13. Anything w e contrery notwithstanding, it is expressly understood and
" agreed that the priviiege of paying shut-in gas wejl royalty as. provided herein shall be

FUOMILEER 3R GES-OD Ty
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Pogo Producing Company
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February 6, 1998

effective aud coutinue only through the primary trm and Yur a total aggregste period
thersafeer of three (3) years and no longer; provided further, kowever, that after thres )
years from the end of the primary term, tat the amoust of the shut-in royalty required (o
mainin tis leage in force and =ffect shall incresse fram $5.00 to $100.00 per acre per

o

year.
Lease
Datad:
Recorded:

leseor:

Lessee:

{.and Covered:

Inesrest Covered:

Primary Term:
Rovalty:

Shuw-ln Gas
Royaity:

Delay Rentals:

Depository Bank:

Detay Rental
Inseructions:

Pooling {Jause:

POCKILLEW AN DU.TO

February 21, 19%4.
Book 184, Pages 1116-1118, Records of Eddy County.

Gagle McDonald and Arlene McDonald, as Co-Trustees of the Gavie and
Arlene McDonald Living Trust, and Ethelbert Tagow, aks Mrs. C. E.
Lagow, by het agent and attorney-in-fuct, Geyle McDonald.

Avalon Egergy Corporaiion.

This lesse covers the same lands as Lease 1 above, recited to comain
617.5 acres, more or less.

{a) Undivided. 1/4 inierest in SW/4 Secdon 21; §/2 SE/4, SE/4 SWia
Section 22; The West 907.5 feet out of SW/4 SW/4, being the West 27.5
acres of SW/4 SW/4 Section 23; and N/2 NB/d4, NE/4 NW/4, the Nordk
950 fezt of SE/4 NE/4 being the North 30 acres of SE/2 NE/d4 Sectioe 27.

o} Undivided 1/8 Inlerest in $/2 SE/4 Scction 21 and N/2 NE/4
Section 28,

Three (3) yaars from dare,

/S on oit and gsas.

Payable it an amount equal to annual deley remals beginning on or befoie
90 duys afier a well is shut in and anmually thareafter. Para. 14 of the
lease rider provides that after the expiration of the primary term the lease
may hot be ruaintained in force for wore than two years solely by payment
of shut in gas royalty.

$617.50.

Texas Conunerce Bank-San Apgelo, 301 West Beauregard, San Angeiuo,
Texas 76803

Rental paymerms of $134.38 shoutd be deposited to the credit of the fessor
in the depository bank on or before each anniversary date of the lease
during the primary term in the sbsence of drilling er production. We
have examined a copy of delay rental receipt reflecting the timely and
proper payment of delay rentals umder this lease for the lease year
compeencing Febroary 21, 1995,

Para. 5 granis w0 the lessee the rigat to pool with uaits for ofl wot to
exceed the standard protation unit fixed by law or by the New Mexico Qi
Conservadon Commission, plus 10% tojerance. Pura. 13 of the Jease
rider provides that production froun 2 pooled unit covering a pontien of the
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Pogo Producing Corpiny -6- No, 9385-DI
Febraary 6, 1998

leased lands wil! not maintzin the lease iy effect as to lands covered by
this Jease not included in the pooled unit.

Lezse Form: Producers 88 (Revised 1965) New Mexico Formn 342, being a printed
commercial form lease comtzining o 60-day additional drilling or
reworking provision.

Lease Rider: Attached 1o the lease as an "Addencum” aee Paras. 12, 13 and 14, Paras.

13 and 14 have been discursed above in the Jease analysis. Para. 12
provides for 4 continuous drilling program at the expiration of the prumary
term with pe more than 120 days between wells, and upon cessation of
drilling the iease will terminais axcept as to luads within a producing
promtion unk, e size of which iz 1o be deermined by govemmental
regulations, and if nons, proration ueits are to be 40 acres for oil wells
and 160 acres for gas wells,

Ratification: So Alice Cranford execuied a Ratification of Oil and Gas Lease dated
Mazch 30, 1984, recorded Book 184, Page 1119, Eddy County Reconds,
ratifying ¢his Jease and providing thet she shall aoc be prid ay portion of
the delay rentals payabie under the lease. Jo Alice Cranford also executed
a Ratiticstion and Avoendment of Ofl and Gas Lease dated Muy 11, 1996,
recorded Book 250, Page 442, ratifying this lesse as amended by the
Amendment of Oil and Gag Lease dated July 27, 1954, recorded Book
207, Page 521, and providing that she shall not be peld any pordon of the
delay rentals payable under thia lease.

Amendmen: The lessors executad 81 Amendment of Ofl and Gas Lease dated July 27,
1594, recorded Book 207, Pege 521, smending Fare, 12 of the Addendum
o the Lease 1o réad 82 foliows:

"12 Notwithstanding any other provision herein contuined to the conuary, it
is understood and agreed thet upon, the expiration of the primary term bereof, Lesses shall
thereafter conduct & continpous drilling program op the lands coversd by this Jease, or ou
lands pooled therewith, and fhis lease shall rzmain in full {orce and effiect duriog such time
as said conmimious drilliog program is being conducted by Lessee. "Contiwout drilling
program’ i defined herein 1o medan the contimuous development of ths leased premises, or
lands pooled therewith, by Lessee with oot more than 120 days elapsing between the
completion of ane well and the commencement of opetations {or the drilling of the next
sacceeding well. The time for the commencersent of the first well under the continuous
drilling program shall de the later of (8) 120 days after the end of the primary term, if this
Lease is maintained in force pursuant to its terms and provisions upon (be expiretion of the
primary term heseof, or (b) 120 days after the completion of any well being drilled by
Lessee over the expiration of the primary serm.  For the purposes of interpretation of this
provision, a well shall be determingd (o be commenced when such well is spuddsd, and
a weil shall be determined to be completed on the date certified 1o the OU Consarvation
Division of the State of Naw Mexieo as the date 8 well has been completed as a producing
weli, or the date on which a dry bole is plugged. The time period between wells shall be
cumudative, 80 that if Lassee uses less than 120 days between the completion of one well
and the commencamert of the next succeeding well, the sccumulated dme may be used by
Lessee o extend the 120-day interval for commensing subsequent wells, The re-entry of
any well now located on the Lands and the drilling of such a re-emiry well shall be
considered compliunce with the objigation to drill apy well required or permitted under the
terms of this Leass. The termuination of rights hereunder shall be the sole liability or
pengity for the fallure of Lessoe to drill any well or wells required or permitied herewnder.
Upon cessation of the continuous drilling program this lease stmll termipate as w ali lands
covered hereby, save and exsept as to each well then capable of producing oll and/for gas
in paying quantinies together with the proration unit aliocated 1o such well purstant to the
Tules ant regulatons of applicable govemmental authoriry upon the date of termiration of

FOMILLER UMM UD. TG
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the continuous drilling program, Thersafter Lessee shall promapdy exccute and deliver t0
Lessor 2 release of the Leasc 82 to all Lands as to which the Lease has terminated. Uf,
during the drilling or reworking of aoy well in compliance with this lease, Lessee loses or
junks the hole or well or encourners any other mechanical or technical or other difficulties
ncident to drilling and after diligent effort in good faith is unable 10 compiets said
operations, then within 30 days afer the sbandonment of said operations, Lessee may
commence 2 substinwe well wnd drill the same with due ditigence, In which case the
cperations for the substinuie well shall be desmed compliance with the contiruous drilling
program defined Berein, Notwithsranding the termination of this Lease as to a portion of
the lands coverad hereby. Lessee shull nevertheless comtinue to heve the right of ingress
and sgress from the lagds still subject 1o this lease for all purposes described berein,
togeter with easements and rights-of-way for roads, pipelinzs and other facilities on, over
and across all of the leased premises, for access to and from the lands still subject to this
lease and for the gathering or transpostation of oll, gas and other minerals produced from
the retained fands.”

ASSIGNMENT. OF LEASES L AND

By Assignument datsd November 22, 1954, recorded Book 207, Page 735, Avalon Energy
Corporation assigned all of its interest in Lesses | and 2 to Pogo Producing Company, 25 (0 all lands
covered by these feases. Wiious reservation.

By Purtial Assigomeny of Ol and Gss Leases dated February 10, 1095, recorded Book 212, Page
177, Pogo Produciog Company assigned to Phillips Perroleum Company 259 of Pogo's interest in Leases
1 and 2 as 1o SWi¢ Section 21 only, subject w the terzos sod conditions of Letter Agreginett dated
December 28, 1994, hetween Pogo Producing Company, Phillips Petroleum Company and Siete Oil & Gus
Corporadon. This Assigument provides that Leases 1 and 2, a5 10 $W/4 Section 21, shall be subject 1o the
Operacing Agreement atached as Exiibit *3" to Exploration Agreement duted May 15, 1993, between
Phillips Pecrole:n Corpany and Siete Oil & Gas Corperation.

LIENS AND ENCUMBRANCES

Nope refleceed of record

TAXES

A tax staement comained in the Jast supplements] abstract reflects that taxes assessed against we
capeioned lands have been paid thuough 1997,

TITLE REQUIREMENTS
1.

This opinion does net cover such marers &5 area, boundaries, the locatinn or depth of wells, the
time of commencement of driliing operations nse production in paying Quantities.

BEQUIREMENT (a3  The purchaser of production should be fursished with a survey plat
shiowing the wel! location on the captioned land.

{®) Division orders should be executed by all paries owning an interest in
producsicn.

FICKHILLEAR S 400-1D. 70
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Pogo Producing Compsny -§- Nao, 9885-DD
February 6, 1998
COMMENTS
The supplemental abstcact is reurned herewith.
Very truly yours,
COTTON, BLEDSOE, TIGHE & DAWSON
// *
gy, ides
Tevis Herd
TH:em
Encls.
Po'go Producing Company
Attn: Gina Gresham
P. 0. Bux 2504

Houston, Texas 77252-2504
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