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Hand delivered

Mark E. Fesmire

Director

0il Conservation Division
1220 South St. Francis Drive
Santa Fe, New Mexico 87505

Re: Case No. 13348

Dear Mr. Fesmire:

Enclosed for filing is an application for hearing de novo in the
above matter.

Also enclosed is motion to stay Order No. R-12275, together with a
proposed order. My clients request that the stay motion be

addressed by late next week to prevent the running of election
periods under the order.

Thank you.

Very truly yours,

ames Bruce

Attorney for de novo Applicants

cc: William F. Carr w/encl.
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OIL CONSERVATION DIVISION

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

APPLICATION OF MARBOB ENERGY

CORPORATION FOR COMPULSORY POOLING,

EDDY COUNTY, NEW MEXICO. Case No. 13348 (de novo)
Order No. R-12275

APPLICATION FOR HEARING DE NOVO

Mary T. Ard, Mary T. Ard, Trustee of the Edward R. Hudson
Trust 4, Ard Energy Group, Ltd., and Ard 0il, ©Ltd., parties
adversely affected by the above order, request that this matter be
heard de novo before the 0il Conservation Commission pursuant to
NMSA 1978 §70-2-13 and Division Rule 1220.

Re ctfully submitted,

s B

James Bruce

Post Office Box 1056

anta Fe, New Mexico 87504
(605) 982-2043

Attorney for Mary T. Ard, Mary
T. Ard, Trustee of the Edward
R. Hudson Trust 4, Ard Energy
Group, Ltd., and Ard 0il, Ltd.

CERTIFICATE OF SERVICE

I hereby certify that a copy of the foregoing pleading was
served upon the following counsel of record by facsimile
transmission and U.S. Mail this [{j@ﬂ day of February, 2005:

William F. Carr

Holland & Hart LLP

Post Office Box 2208

Santa Fe, New Mexico 87504

| ( jm@@

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

APPLICATION OF MARBOB ENERGY

CORPORATION FOR COMPULSORY POOLING,

EDDY COUNTY, NEW MEXICO. Case No. 13348 (de novo)
Order No. R-12275

MOTION TO STAY ORDER

Pursuant to Division Rule 1220.B, Mary T. Ard, Mary T. Ard,
Trustee of the Edward R. Hudson Trust 4, Ard Energy Group, Ltd.,
and Ard 0il, Ltd.l ("Movants") request that Order No. R-12275 be
stayed pending the hearing de novo on this matter, and in support
thereof, state:

1. Order No. R-12275 was entered on January 14, 2005,
pooling working interest owners in the S% §12-17S-31E.

2. Pursuant to the order, Marbob (through its attorneys)
mailed a letter and AFE to the uncommitted interest owners on
January 18, 2005, notifying them that they must pay their shares of
estimated well costs within 30 days, or be deemed non-consenting
interest owners. A copy of the election letter, received by
Movants on January 24, 2005, is attached hereto as Exhibit A.

3. Movants have, simultaneously with this motion, filed an
application requesting that this matter be heard de novo before the

0il Conservation Commission, pursuant to NMSA 1978 §70-2-13 and

Ard Energy Group, Ltd. is the successor-in-interest to
Mary T. Ard, and Ard 0il, Ltd. is the successgor-in-

interest Mary T. Ard, Trustee of the Edward R. Hudson
Trust 4.




Division Rule 1220.

4, At the Division hearing in this wmatter, Movants
requested:

(a) that Hudson O0il Company of Texas not be approved as

operator of the proposed well. This is based on serious

problems Movants have had with Hudson 0il Company of Texas on
this same lease, and on other properties; and

(b) that the pooling order contain, among other things,

specific provisions (i) requiring the operator to provide well

data to non-operators, (ii) for an accounting procedure, and

(iii) requiring the operator to give casing point elections.

These are common in the industry and impose no additional

burden on an operator.

Movant’s objections to Marbob Energy Corporation’s application are
summarized in a letter to the Division dated December 15, 2004,
attached hereto as Exhibit B. The Division did not grant Movants’
requests.

5. If a stay of the order is not granted, the election
period will expire before the de novo hearing can be held and the
Commission can issue its order. Thus, a stay is necessary to
prevent gross negative consequences to Movants.

6. Counsel for Movants has called applicant’s counsel to
discuss this motion, but applicant’s counsel was unavailable.

WHEREFORE, Movants request that Order No. R-12275 be stayed

until the Commission enters its order after the de novo hearing.




Respe tfull¥’submitted,

e dd

James Bruce

Post Office Box 1056

Santa Fe, New Mexico 87504
(585) 982-2043

Attorney for Mary T. Ard, Mary
T. Ard, Trustee of the Edward
R. Hudson Trust 4, Ard Energy
Group, Ltd., and Ard 0il, Ltd.

CERTIFICATE OF SERVICE

I hereby certify that a copy of the foregoing pleading was
served upon the following counsel of record by facsimile
transmission and U.S. Mail this day of February, 2005:

William F. Carr

Holland & Hart LLP

Post Office Box 2208

Santa Fe, New Mexico 87504

(505) 983-6043 Z /2

mes Bruce
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January 18, 2005

TO ALL POOLED WORKING INTEREST OWNERS
S/2, Section 12, Township 17 South, Range 31 East, NMPM,
Eddy County, New Mexico.

Re: New Mexico Oil Conservation Division Order No. R-12275

Ladies and Gentlemen:

On January 14, 2005, the New Mexico Qil Conservation Division entered Order No. R-
12275 which pools all uncommitted mineral interests in certain spacing and proration
units located in the S/2 of Section 12, Township 17 South, Range 31 East, NMPM,
Eddy County, New Mexico. These units are to be dedicated to the Knockabout Federal
Well No. 1 to be drilled at a standard well location 1830 feet from the South line and
1980 feet from the West line (Unit K) of Section 12. A copy of Order No. R-12275 is
enclosed.

Pursuant to order paragraph (7), Hudson Oil Company of Texas, designated operator of
the proposed Knockabout Federal Well No. 1, hereby furnishes the Oil Conservation
Division and each known pooled working interest owner in these pooled units an
itemized schedule of estimated costs of drilling, completing and equipping the subject
well.

Order Paragraph 8 of Order No. R-12275 provides in part:

Within 30 days from the date the schedule of estimated well costs is
furnished, any pooled working interest owner shall have the right to pay
its share of estimated well costs to the operator in lien of paying its share
of reasonable well costs out of production as hereinafter provided, and
any such owner who pays its share of estimated well costs as provided
above shall remain liable for operating costs but shall not be liable for
risk charges....

This order sets the risk charge for this well at 200% of the reasonable well costs
attributable to each non-consenting working interest owner.

If you desire to exercise this right, your payment must be received by Hudson Oil
Company of Texas within the time allowed by this order at 616 Texas Street, Fort

Holland & Hart u»

Phone [S05] 9884421  Fa4 [505] 983-6043 www.hollandhart.com

110 North Guadalupe Suite 1 Santa Fe, NM 87501 Madiing Addrans PO, 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.

81788239460 p-2
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Interest Owners
January 18, 2005
Page 2

HO LLAND &H ART. g Letter to Pooled Working

Worth, Texas 76102. You may direct questions concerning this matter to Donna Nobles
whose phone number is (817) 336-7109.

Very truly yours,

William F. Carr

Enclosures

cc: New Mexico Oil Conservation Division
1220 South Saint Francis Drive
Santa Fe, New Mexico 87505

Mr. E. Randall Hudson, III
Hudson Oil Company of Texas
616 Texas Street

Fort Worth, Texas 76102

Mr. Raye Miller

Marbob Energy Corporation

Post Office Box 227

Artesia, New Mexico 88211-0227
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i AUTHORITY FOR EXPENDITURE

AFE NO. 2004-017 LEASE Knockabout Federal WELL NO. 1
DESCRIPTION 1830° FSL & 1980' FWL, Section 12-T175-R31E COUNTY Eddy

STATE NM AREA OPERATOR  Hudson Qil Company of Texas
FORMATION MorTow PREPARED BY  Sheryl Baker

TOTAL DEPTH 12,500 DATE January 17, 2005

DRILLING INTANGIBLES SuUB DRY HOLE | COMPLETED |[ACTUAL OVER

W/O PIPE WELL COST UNDER

STAKING PERMITS LEGAL FEES ROW 100 10,000]

SITE PREPARATION ROADS & LOC 110 ~35,000] 3,500

DRILLING FOOTAGE CONTRACT 200

DRILLING DAYWORK/MOBILIZATION 210 402,500

EQUIP RNTL MACHINERY/MAN HIRE 220 35,000

DRILLING WATER, HAULING FUEL 250 28,000

DRILING MUD & CHEMICALS 260 30,000

CEMENT SURFACE CASING 280 32,500

FISHING TOOL SERVICES 295

OTHER DRILLING COSTS/MATERIALS 299 65,000

CORING & FORMATION TESTING 300 9,500

MUD LOGGING & GEOLOGICAL SVCS 310 21,500

ELEC LOGGING, WIRELINE, PERF 350 22,500 22,500

DRILLING OVERHEAD CHARGE 950 5,000

DRILLING WELLSITE SUPERVISION 955 22,750

CONTINGENCY 5% 35,963 1,300

TOTAL DRILLING 755,213 27,300

COMPLETION INTANGIBLES

CEMENT PRODUCTION CASING 400 60,000

FORMATION FRACTURING 410 125,000

FORMATION ACIDIZING 420 18,000

COMPLETION UNIT 450 24,000

CONTRACT LABOR/PROFESSIONAL SVCS 500 20,000

COMPLETION WATER, POWER, FUEL 905 4,500

BATTERY CONST/SER/MATERIALS 910 20,000

COMPLETION EQUIP RNTS/SERVICES 915 35,000

DRIL/COM OVERHEAD CHARGE 950 5,000

DRIL/COM OVERHEAD CHARGE 955 5,000
MISCELLANEQUS IDC EXPENSES 900 7,500

CONTINGENCY 5% 16,200

TOTAL COMPLETION 340,200

TOTAL INTANGIBLES 755,213 367,500,

DRILLING AND COMPLETION TANGIBLES

SURFACE & INTERMEDIATE CASING 200 100,500

PRODUCTION CASING 250 192,000

TUBING & ATTACHMENTS 300 83,000

PUMPING WELL HOOK UP 350

WELLHEAD EQUIPMENT 400 17,500 17,500

PUMP JACKS & PUMPS 500

TREATER, SEPAR, EQ, METER/ELEC 600 25,000

TANKS & STORAGE FACILITIES 700 25,000
MISCELLANEOUS L&W EQUIPMENT 900 7,500

CONTINGENCY 5% 5,900 17,500

TOTAL EQUPIMENT COST 123,900, 367,500

TOTAL WELL COST 879,113 735,000

LEASE ACRES @ PER ACRE

TOTAL WELL COST 1,614,113

APPROVALS: This AFE Is only an estimate. By Signing you agree to pay your share of the actual costs incurred.
OPERATOR Hudson Oil Company of Texas BY wIl DATE 01/17/05
COMPANY BY WI DATE

PRINT NAME TITLE




JAMES BRUCE
ATTORNEY AT LAW

POST OFFICE BOX 1056
SANTA FE, NEW MEXICO 87504

369 MONTEZUMA, NO. 213
SANTA FE, NEW MEXICO 87501

(505) 982-2043 (Phone)
(505) 660-6612 (Cell)
(505) 982-2151 (Fax)

jameshruc@aol.com

December 15, 2004

David Catanach

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

Re: Case No. 13348; application of Marbob Energy Corporation for compulsory pooling, Eddy
County, New Mexico

Dear Mr. Catanach:

Pursuant to your request, this letter sets forth what my clients (collectively referred to herein as “Iverson”) seek in
the above case. Before those matters are addressed, I would like to note that Marbob’s witness and Marbob’s
attomey often referred to Mr. (Julian) Ard as an interest owner. That is incorrect: The specific working interest that
they were referencing is owned by Mrs. Mary T. Ard, individually and as Trustee of Edward R. Hudson Trust 4, and
is the wife of Julian Ard.

There are two primary items which Iverson requests to be addressed in the pooling order to be issued in this case:

I Operatorship: Iverson proposes that Hudson Oil Company of Texas not be appointed operator
of the well.

1. Iverson requests the order include certain provisions providing for Data, Information & Access;
Drilling & Completion Expenditures; and the Copas form of Accounting Procedures for Joint
Operations, all of which will enable Iverson to effectively monitor the drilling and completing of
the well and to protect its substantial investment.

A summary of Iverson’s position relative to these two items is as follows:

1. Operatorship: Iverson proposes that Hudson Qil Company of Texas not be appointed operator of the well.
This issue was raised in the pre-hearing statement filed by Iverson in this matter and was addressed extensively in
the testimony given by Iverson’s witness, the exhibits presented as evidence, cross-examination of Marbob’s
witness, and my closing statement. The basis of the Iverson’s position is as follows:

A. Budson Oil Company of Texas does not own an interest in the proposed pooled area.

As indicated by Marbob’s witness, Mr. Raye Miller (an officer of Marbob — Secretary/Treasurer), Hudson Oil
Company of Texas owns no interest in the proposed pooled area. (Page 37 of the Transcript.) The Joint Operating
Agreement proposed by Marbob and submitted into evidence as “Exhibit 2” reflects that Hudson Oil Company of

Tc;calsl owns no interest. The relevant language of Article V.B.1 of the referenced Joint Operating Agreement reads
as follows:




Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to
Non-Operator. If Operator terminates its legal existence, no longer owns an interest hereunder in the
Contract Area (my emphasis), or is no longer capable of serving as Operator, Operator shall be deemed to
have resigned without any action by Non-Operators, except the selection of a successor.

Therefore, according to the terms of the October 1, 2004 Joint Operating Agreement (Marbob’s “Exhibit 2”)
Hudson Qil Company of Texas should not serve as Operator since it does not own an interest in the proposed
well. The A.A.P.L. Form 610 — Model Operating Agreement - 1982, the form utilized by Marbob, is widely
used in the industry.

B. The 1997 Litigation between Iverson and Hudsons:

Presently Edward R. Hudson, Jr., William A. Hudson 1I and E. Randall Hudson III are principals and officers of
Hudson Oil Company of Texas. As evidenced by Iverson Exhibit 1, in 1997, on this very lease, Iverson sued
Edward R. Hudson, Jr., William A. Hudson II, and E. Randall Hudson III (hereinafter referred to as the
“Hudsons”) for imprudent operations; fraud and express misrepresentation regarding operations including
billing for improper operating expenses and overcharges; intentionally, willfully and negligently failing to
perform as a prudent operator; and by breaching the special fiduciary relationship that existed between the
Hudsons and Iverson for many years. In the Settlement of the lawsuit (also a part of Iverson Exhibit 1), the
Hudsons’ Operatorship was terminated as to rights for all depths below the stratigraphic equivalent of the base
of the San Andres Formation, identified at a depth of 4,230 feet on the Compensated Neutron/Lithodensity log
date October 9, 1988 for the BTA Oil Producers 8809 JV-P Puckett Well No. 1; such well being located at
1,880 FNL and 1,880 FEL of Section 25, Township 17 South, Range 31 East, NM.P.M., Eddy County, New
Mexico. Now, Marbob is insisting that Iverson accept Hudson Oil Company of Texas as operator, which,
in essence, would nullify the effects of the resolution of the referenced lawsuit.

C. Hudson Oil Company of Texas has no experience in completing a deep Morrow Well and has drilled
only one deep well, in which they never tested four (4) potentially significant Morrow zones, but
completed the well in a shallower oil zone.

D. It is evident from Marbob’s testimony Hudson Oil Company of Texas’ lack of experience in drilling
and completing deep gas wells. '

1. Marbob’s witness indicated Marbob has mever participated in any well (shallow or deep) with
Hudson Oil Company of Texas as Operator. (Page 40 of the Transcript.)

2. Marbob acknowledged that they were not familiar with the size and nature of Hudson Oil
Company of Texas’ technical staff and were not aware of how many wells they had drilled. (Page
33 of the Transcript.)

3. Marbob’s witness indicated he was only aware of one well that Hudson Oil Company of Texas
had drilled and it was in Section 13, south of the proposed pooled area. (Page 33 of the
Transcript.)

E. Iverson is very distressed over the confusion as to the identity of operator. Marbob consistently
referred to the proposed operator as “Hudson & Hudson,” rather than Hudson Oil Company of Texas.
As was complained of in the referenced 1997 Litigation, Edward R. Hudson, Jr., William A. Hudson I,
and E. Randall Hudson IIT operated through W.A. & E.R. Hudson, Inc., and from time-to-time they have
~ operated as various other entities. Iverson believes the purpose of this practice is to intentionally create

confusion, as it has in this case, and is an effort by Hudson Oil Company of Texas to limit their liability as
Operator, by attempting to shield their individual interest or their interest in various other entities. This
confusion is demonstrated in the following references:

1. Marbob’s witness acknowledged that the company they are naming as Operator, Hudson Oil Company
of ’_I‘exas, does not own an interest in the proposed well, but Marbob’s witness went on the say, “but
believe there are numerous parties from that Exhibit Number 2 who are related to Hudson Oil Company of
Texas. I believe Edward R. Hudson Trust 2, Trust 3, the Javalina Partners, the Zorro Petroleum, virtually




T

everybody with a 616 Texas Street address is probably related.  You might also note that there are many
companies who have an operating entity that operates for them, and all of their interests, for liability
purposes, are held in other entities.” (Page 37 of the Transcript.)

2. To further add to the confusion as to which Hudson entity is being proposed as Operator, Marbob’s
attorney indicated in his closing the following: “The only issue seems to be whether or not Hudson and
Hudson of Texas should be the operator. Here we 're proposing that the well be operated by them, and we
submit it’s as proper for us to designate them as an independent drilling arm of our company.” (Page 75
of the Transcript) Please note the reference to Hudson & Hudson of Texas as opposed to Hudson Oil
Company of Texas. Also, does “being an independent arm of Marbob” mean that Marbob will be
ultimately responsible?

3. When Marbob’s witness was questioned as to what would be Iverson’s remedy if Hudson Oil Company
of Texas conducts imprudent operations, he replied, “7 don 't know, I'm not a lawyer, you are.” (Pages 37
& 38 of the Transcript.)

4. In an effort to determine who will be in control of drilling and completing operations, I posed the
following question to Marbob’s witness: Q. So it sounds like the majority of people there would be
Marbob or Marbob contract personnel? A. Idon't believe that that’s unreasonable to assume. That's the
agreement that we have with Hudson. And it’s not in writing, but, you know, obviously they can change
that. They're operator.” (Page 34 of the Transcript.)

5. Marbob’s witness further testified that Marbob’s geologists, engineers, field supervisor, drilling
superintendent and gas marketer will be used by Hudson Oil Company of Texas. However, it has not been
explained how the costs of these Marbob employees will be borne. The Pooled working interest owners are
not privy to the verbal agreement between Marbob and Hudson Oil Company of Texas, which by Marbob’s
witness’s own admission, can be changed at any time. By the following testimony responding to a question
posed by me, Marbob’s witness indicated Marbob’s level of involvement, which included issuing the daily
drilling report:

“Q. And would any Marbob supervisory personnel be used on this well?”

“A. Yes, sir, I believe that the consultant that we 're using for the drill site work will actually be utilized. |
believe our drilling superintendent will be the first party that he calls if there’s a problem. [ believe that
our geologists will be actually following the well on a daily basis, the mudloggers will actually be
reporting directly to them, and I believe that there is certainly the chance that we'll actually be issuing the
daily reports out of our office, just because of the time limits of information, directly to all of the non-op
parties, rather than it actually coming out of Hudson, since they're in Fort Worth.” (See Page 34 of the
Transcript.)

6. In response to my question, “Who will be in control of the costs on this well? Hudson or Marbob? ",
Marbob’s witness responded as follows: “Hudson is the operator. They have actually — under the way our
agreement has worked with Premier, which we described to them and they seem to have no problem of,
we’ll actually approve the invoices by the parties who are on site to make sure, you know, that they’re
proper. And then they'll be forwarded to Hudson for payment. Hudson will actually pay the invoices and
then bill the parties.”

7. By Marbob’s witness’ testimony, Marbob acknowledged that they had prepared the proposed Joint
Operating Agreement and the AFE and had directly handled all of the negotiations with other working
interest owners, while Hudson Oil Company of Texas did not. Marbob acknowledged that the AFE had
been prepared by them based on their experience, not Hudson Oil Company of Texas. Furthermore, while
Marbob indicated that Hudson Oil Company of Texas had approved the proposed Joint Operating
Agreement and the proposed AFE, no executed copies of the same have ever been furnished to Iverson, and
to our knowledge, none have been furnished to the Division. Additionally, Hudson Oil Company of Texas
has not furnished Iverson with a drilling procedure on how they propose to drill this deep Morrow gas well.




Considering all of the factors outlined in items 1 through 7 above, if Hudson Oil Company of Texas is
named Operator, who actually will be in control of how the expenditures are made; who actually will
be responsible for supervising the drilling and completion operations; who actually will the Pooled
Working Interest Owners look to for liability for imprudent operations; and who actually will
assume the fiduciary responsibility of the prepayment that will be made by the Pooled Working
Interest owners as will be required by an order in this case is uncertain: Marbob, Hudson Oil
Company of Texas, the Hudsons, Hudson & Hudson of Texas, Javalina Partners, Zorro Petroleum,
Edward R. Hudson Trust 2, Edward R. Hudson Trust 3, or some other entity?

8. There is no proven economic impact for having Hudson Oil Company of Texas named as Operator
based on the royalty rate reduction, which Hudson Oil Company of Texas may receive on oil production.
Please pote that the Department of Interior can cancel the royalty reduction program on this lease at any
time.

(i) There is no oil production below the stratrigraphic equivalent of 4230 feet as identified above in the
immediate eight-section area surrounding the proposed pooled area, and in fact, there is not sufficient
oil production within several miles to justify being offset. Additionally, Marbob admitted that they did
not anticipate any shallow oil below 4230 feet. (Page 32 of the Transcript.)

(ii) In response to a question of whether Marbob included any oil production in its own internal
economic analysis, Marbob’s witness indicated “We don 't do internal economic analysis, we just look
at the prospect. (Page 33 of Transcript).

(iii) Article XV. A. Priority of Operations of the proposed Joint Operating Agreement (Marbob’s
Exhibit 2) specifies that once the well is drilled to the objective depth and the parties cannot agree to
the sequence of further operations, that an attempt to complete the well at the objective depth or
objective formation will be first priority, and then proposals to plug back and attempt completion
above objective depth, will be considered in ascending order. Additionally, Article VI. B. 1., allows
only proposals to plug back dry holes or a well “not then producing in paying quantities ”. Therefore,
in the unlikely event that oil is discovered, it would be at shallower depths than the Mormrow objective.
The deeper commercial production would be produced first, leaving the shallower oil to be produced
sometime in the future, possibly some five to ten years in the future after the deeper zones no longer
produce in paying quantities. The value of any possible shallower oil production must be substantially
reduced by discounting to present value for the period of time the deeper commercial production is
being produced.

Thus, this matter has no proven economic impact and should not be the sole basis of awarding operations.

Therefore, in summary, Hudson Oil Company of Texas should not be named Operator for the following

reasons:

1. Because both Marbob’s testimony and Exhibits reflect that Hudson Oil Company of Texas
has no interest in the proposed pooled area and Hudson Oil Company of Texas should not
serve as Operator by the terms of the proposed Joint Operating Agreement.

2. Because of the Hudsons’ history of litigation regarding fraudulent and imprudent
operations.

3 Because the Hudsons’ Operatorship on this lease was terminated as to the deep rights in
the Settlement of the 1997 litigation.

4. Because of Hudson Oil Company of Texas’ lack of experience in drilling and completing
deep Morrow gas wells.

5. Because of the confusion and uncertainty evidenced by Marbob’s testimony as who will

actually be supervising the drilling and completing of the well; who actually will be held




responsible for imprudent operations; who actually will be responsible and in control of
how expenditures are made; and who actually will assume the fiduciary responsibility of
the prepayment that will be made by the Pooled working interest owners.

In conclusion, Iverson feels the proposal of naming Hudson Oil Company of Texas as Operator is a sham; to name
Hudson Oil Company of Texas as Operator for no valid reason, owning no interest in the well, while Marbob
remains, in fact, the Operator. As is specified in the A.A.P.L. Form 610 — Model Form Operating Agreement —
1982, the form utilized by Marbob and which is utilized throughout the industry, a party owning no interest should
not serve as Operator. Allowing such a situation will severely diminish the accountability of Hudson Oil Company
of Texas to the Pooled Working Interests Owners. Furthermore, should the Hudson Oil Company of Texas be
named Operator, it will make subsequent audits as to the reasonableness of the drilling and completion costs very
difficult to determine and potentially very contentious.

II. Xverson requests the order include the following provisions to enable Iverson to effectively monitor the
drilling and completing of the well and to protect its substantial investment.

A. Data, Information and Access.

Each Pooled working interest owner shall have access to the area hereby pooled at all reasonable times, at its
sole cost and risk to inspect or observe operations, and shall have access at reasonable times to information
pertaining to the development or operation thereof, including Operator’s books and records relating thereto.
Operator shall furnish each of the Pooled working interest owners with copies of all forms or reports filed with
governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of
stock on hand at the first of each month, and shall make available samples of any cores or cuttings taken from
any well drilled pursuant to this Order. The cost of gathering and furnishing information to each Pooled
working interest owner, other than that specified above, shall be charged to the Pooled working interest owner
that requests the information.

B. Drilling & Completion Expenditures.
All Pooled working interest owners agree to all of the reasonable and necessary expenditures for the drilling of

the subject well. When the subject well has reached the base of the Morrow formation, an approximate depth of
12,700 feet, and all tests have been completed, the Operator shall give immediate notice to the Pooled working
interest owners, along with the results of all tests. The Pooled working interest owners receiving such notice
shall have forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to
participate in the setting of casing and the completion attempt. Such election, when made, shall include consent
to all reasonable and necessary expenditures for the completing and equipping of the subject well, including
necessary tankage and/or surface facilities. Failure of any Pooled working interest owner receiving such notice
to reply within the above fixed period shall constitute an election by that Pooled working interest owner not to
participate in the cost of the completion attempt. Within 30 days after the expiration of the notice period,
Operator shall pay pooled working interest owners that went non-consent on the completion attempt the amount
of the advance attributable to its share of completion expenditures. Operator is hereby authorized to withhold
the following costs and charges from production attributable to the pooled working interest owner that went
non-copsent at completion point:

e The proportionate share of reasonable well expenditures for the completing and equipping of the
subject well, as hereinabove defined, and
As a charge for the risk involved in completing the well, 200% of the above costs.
The Operator shall distribute the costs and charges withheld from production, proportionately, to the
parties who advanced the completion costs.

C. The Copas form of Accounting Procedure for Joint Operations.
The Applicant submitted as Exhibit 5 the Copas form of Accounting Procedure for Joint Operations and in

its testimony requested that certain provisions be adopted. (Pages 14 & 15 of the Transcript.) Iverson
requests that the order include the following language:




The “Accounting Procedure Joint Operations” as submitted by Applicant, as Exhibit 5 shall be
incorporated in its entirety.

Finally, we note that Marbob, in its closing argument, tried to minimize the interests represented by me at the
hearing, by saying that the Iverson Trusts had agreed to the JOA. In order to make that argument, Marbob ignores
the fact that Marbob was the party who refused to accept the signatures of the Iverson Trusts on the JOA, in an effort
to force all parties to sign. The working interest represented by the objectors at hearing is approximately 24%,
which is a substantial interest deserving the protection of the provisions in the pooling order specified above.

We appreciate your consideration of our comments and requests. Please call me if you have any questions or need
any additional information.

Very truly yours,

Jdmes Bruce

'Attorney for Mary T. Ard, W.W_1. 1990 Trust,
S.LL Jr. 1990 Trust, The P.LP. 1990 Trust,
Iverson 111, Inc., S.J. Iverson Trust, and
Edward R. Hudson Trust 4

cc: William F. Carr
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IN THE MATTER OF THE HEARING CALLED
BY THE OIL CONSERVATION DIVISION
FOR THE PURPOSE OF CONSIDERING:

APPLICATION OF MARBOB ENERGY

CORPORATION FOR COMPULSORY POOLING,

EDDY COUNTY, NEW MEXICO. Case No. 13348 (de novo)
Order No. R-1227S

STAY OF ORDER NO. R-12275

This matter came before the Division upon the motion of Mary
T. Ard, Mary T. Ard, Trustee of the Edward R. Hudson Trust 4, Ard
Energy Group, Ltd., and Ard 0il, Ltd. to stay Order No. R-12275
pending the hearing de novo in this matter.

The Division, being fully informed, finds that the motion is
well taken and should be granted.

IT IS THEREFORE ORDERED THAT Order No. R-12275 is stayed until
the Commission enters its order herein.

OIL CONSERVATION DIVISION

Mark E. Fesmire, P.E.
Director




