STATE OF NEW MEXICO |
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT: 2,
OIL CONSERVATION DIVISION

APPLICATION OF CIMAREX ENERGY COMPANY {2
FOR APPROVAL OF A NON-STANDARD OIL SPACING o
AND PRORATION UNIT AND COMPULSORY POOLING,

LEA COUNTY, NEW MEXICO CASE NO. 14368

APPLICATION OF CIMAREX ENERGY COMPANY

FOR APPROVAL OF A NON-STANDARD OIL SPACING

AND PRORATION UNIT AND COMPULSORY POOLING,

LEA COUNTY, NEW MEXICO CASE NO. 14369

APPLICATION OF CIMAREX ENERGY COMPANY

FOR APPROVAL OF A NON-STANDARD OIL SPACING

AND PRORATION UNIT AND COMPULSORY POOLING,

LEA COUNTY, NEW MEXICO CASE NO. 14370

MOTION TO DISMISS

Hyde Oil and Gas Corporation (“Hyde Oil”) moves the Division to dismiss these
applications on the grounds that Cimarex has (a) failed to properly propose thesel wells, and (b)
failed to engage in good faith efforts to reach a voluntary agreement with the interest owners in
the proposed spacing units prior to filing these applications. In support of this motion, Hyde Oil
states:

1. Hyde QOil is the owner of uncommitted working interests in Section 34, T-19-S, R-
34-E, the area that is the subject of these applications.

2. The Division, by long-standing practice, has required an applicant for compulsory
pooling to first furnish all interest owners a formal well proposal at least thirty days prior to
filing an application for pooling, and to then engage in good faith efforts to reach an agreement

on the development of the acreage before invoking the pooling authority of the Division.




3. To foster informed, good faith discussion, the Division has traditionally required
that the formal well proposal include, at the very least, the footage location of the proposed well,
the formations or pools targeted by the proposed well, a proposed form of joint operating
agreement, and an authorization for expenditures (AFE) setting forth the estimated costs.

4, The Division recently confirmed these long-standing requirements in its Order
No. R-13155 issued on August 11, 2009.

5. In these cases, Cimarex proposed to Hyde Oil three horizontal wells in Section 34
by letters dated July 17, 2009. However, these well proposals were deficient because:

a. The letters did not identify a footage location for either the surface or
bottom hole location of the proposed wells; and
b. The letters did not contain a proposed form of joint operating agreement
for consideration.
See Attachments A1 (involving Case No. 14368), A2 (involving Case No. 14369) and A3
(involving Case No. 14370).

6. In mid July, Cimarex represented to Hyde Oil that it intended to schedule a face to
face meeting to discuss and explain its development proposals in Section 34. However, no such
meeting took place prior to or after Cimarex sent these well proposals. See Exhibit C (Affidavit
of Blair Hamburg) at | 1-4.

7. On August 13, 2009, less than thirty days after sending its deficient well proposal
letters, Cimarex filed and sent certified letters providing notice of its pooling applications in

these cases. See Attachments B1, B2 and B3.!

" The certified letter for Case No. 14369 (Mallon 34 Well No. 19) was submitted under a cover letter dated July 28,
2009. However, all indications are that this letter was sent on August 13, 2009, with the certified letters for the
Mallon 34 Well Nos. 18 and 20.



8. On August 17, 2009, Hyde Oil received the certified mailings. On that same date,
Hyde Oil sent an email to Cimarex stating Hyde Oil was “confused because the paperwork we
have received thus far from Cimarex, or on their behalf, combined with previous phone
conversations, has not been clear as to Cimarex's plans, therefore making it difficult for us to
make a decision.” See Exhibit C at 4§ 6-7.

9. Cimarex has represented in its Applications to the Division that it “has in good
faith sought to obtain the voluntary joinder of all other mineral interests” in each of the three

proposed spacing units. However, no such good faith efforts have taken place prior to invoking

e
the pooling authority of the Division. See Exhibit C at 8. -

WHEREFORE, Hyde Oil respectfully requests that the Division dismiss these\

~ -
—

applications and require that Cimarex, (a) first furnish to the interest owners a proper well
proposal for the development of the acreage comprising it proposed spacing units, and (b)
thereafter attempt in good faith to reach a voluntary agreement with each of the interest owners
prior to invoking the pooling authority of the Division.

Respectfully submitted,

Holland & Hart LLP

)
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William F. Carr

Michael H. Feldewert
Post Office Box 2208
Santa Fe, New Mexico 8750-2208
(505) 988-4421
(505) 983-6043 Facsimile

ATTORNEYS FOR
HYDE OIL AND GAS CORPORATION



CERTIFICATE OF SERVICE

I hereby certify that on the moming of September 1, 2009, I caused to be hand-delivered
a copy of the foregoing MOTION TO DISMISS to the following counsel of record:

James Bruce

Post Office Box 1056

Santa Fe, New Mexico 87504
(505) 982-2043

(505) 982-2151

jamesbruc(@aol.com
e

Mlchael H Feldewert Esq




Cimarex Energy Co.

600 N. Marienfeld St.

Suite 600

Midland, Texas 79701
PHONE 432.571.7800

July 17, 2009

Via: U.S. Certified Mail
Return Receipt No. 7007 0710 0003 0317 4073

Fuel Products, Inc.
Attn: Thomas M. Beall
P.O. Box 3098
Midland, Texas 79702

Via: E-mail U.S. Certified Mail
Return Receipt No. 7007 0710 0003 0317 4080

MGT Partners [, L.P., et al.
Attn: John Stroud

13727 Noel Road, Suite 500
Dallas, Texas 75240

Via: E-mail and U.S. Certified Mail
Return Receipt No. 7007 0710 0003 0317 4059

Pear Resources

Attn: Alan Byars/Jerry M. Gahr
P.O. Box 11044

Midland, Texas 79702

Via: U.S. Certified Mail
Return Receipt No. 7007 0710 0003 0317 4103

Michael J. Moncrief 2008 Trust A
Attn: Jerry Goodwin, CPA

777 Taylor Street, Suite 1030
Fort Worth, Texas 76102

Re: Mallon 34 Federal No. 20
N/2N/2 Section 34-T19S-34E

Lea County, New Mexico

Dear Working Interest Owners:

i

Via: E-mail U.S. Certified Mail
Return Receipt No. 7007 0710 0003 0317 4066

Hyde Oil and Gas Corporation
Attn: Blair Hamburg

6300 Ridglea Place, Suite 1018
Fort Worth, Texas 76116

Via: E-mail U.S. Certified Mail
Return Receipt No. 7007 0710 0003 0317 4033

U.S. Trust, Bank of America
Attn: Janet M. Cunningham, CPL
P.O. Box 2546

Fort Worth, Texas 76113-2546

Via: U.S, Certified Mail
Return Receipt No. 7007 0710 0003 0317 4042

W.A. Moncrief, Jr. Trust

Attn: Monita Cebell

950 Commerce Street

Fort Worth, Texas 76102-5418

Cimarex Energy Co. (“Cimarex”) proposes to drill the above-captioned well according to the
project described in the enclosed AFE. If you choose to participate in the drilling of the well, please sign
and return a copy of the AFE to the undersigned. I will send Cimarex’s proposed form of operating
agreement to you upon receipt of your approved AFE. Alternatively, if you choose not to participate,

ATTACHMENT
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Cimarex would be interested in acquiring a farmout of your leasehold interest in Section 34 of the above-
captioned township and range.

Please do not hesitate to contact me if there is anything further that you should require in regard
to this matter. Thank you.

Sincerely,

Cimarex Energy Co.
—

ML

Hayden P. Tresner
Landman



Authorization For Expenditure

" S well Nam

Permian ' Mallon 34 Federal ) B ? ‘3

Ongmul Ef!y_nate . ; B i i )
‘Revised Estimgte . O . : Bone Spring % 15,046
$upplementa/ [ Estimate o O ! i o

rnmngibles Dry Hole Cost After Casing Point : Completed Well Cost j
Driliing Costs o - o i 51,659,200 L s o $1,659,200
.Completion Costs : $1,151,000 $1,151,000
Total Intangible Costs $1,659,200 $1,151,000 $2,810,200

[tangibles . 7 ‘ ]
Well Equipment L ' $764,275 O S $800,2 75
Lease Equipment $36,500 : C‘36 500
Total Tangible Well Cost $36,000 $800,775 $836,775

[Plug and Abandon Cost $150,000 -$150,000 50 !
Total Well Cost $1,845,200 $1,801,775 $3,646,975

AT

Comments on WPH Co rn K

1. All tubulars, well or Iease equupment is pnced by COPAS and CEPS guldehnes using the Historic Price Multnpher !

P

Well'Gontroiinslirancas:

‘Uniess otherwise indicated below you, as a non-operating worklng interest owner agree to be covered by Operator’s well control insurance procured by Operator
;50 long as Operator conducts operations hereunder and to pay your prorated share of the premiums therefore. If you elect to purchase your own well control
Jinsurance, you must provide a certificate of such insurance acceptable to Operator, as to form and limits, at the time this AFE is returned, if available, but in no event ;

-later than commencement of drilling operations. You agree that failure to provide the certificate of insurance, as provided herein, will result in your being covered
iby insurance procured by Operator.

D 1 elect to purchase my own well control insurance policy.

iWell control insurance procured by Operator, provides, among other terms, for $20,000,000 (100% W.1.) of Combined Single Limit coverage for well control and
irelated redrilling and clean-up/pollution expense covering drilling (through completion) with a $1,000,000 (100% W.1.) deductible.

i Ve

Comménts*on

‘The above costs are estumates only and anticipate trouble free operatlons wnhout any foreseeable change in plans. The actual costs may exceed the estimated costs ;
without affecting the authorization for expenditure herein granted. By approval of this AFE, the working interest owner agrees to pay its proportionate share of
.actual legal, curative, regulatory and well costs under term of the joint operating agreement, regulatory order or other applicable agreement covering this well.

BTN

pPrépared by

Mark Audas Engineer - PB

% T 7/17/2009 1:30 PM

[
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Project Cost Estimate

Lease Name: Mallon 34 Federal Well No.: 20

.Raads & Lacatlon Preparat/on / Restorat/on DIDC. 10 . 00:
iDamages . o [N $1,000! i o ~ $1,000
1Mud / Fluids Disposal Chorges PR $65,000f tuwooe $52,5004 ___§}3],§_0£%
-Day Rate { 39]0H Days | 8|ACP Days @ ! 12,000{Per Day | dinc i1 5468,000 mcv i | $96000]  $564,000]
:Misc Preparation Cost (mouse hole, rat hole, pads, pile clusters, misc.) A / % ) _»_590091’
its UopIne Lo $23,000! vico. 10 $1,000 7524,0_(_)_0_1,;
Fuel | $2.55[Per Gallon ! _;Ga//ons Per Day Dl $90,000] picci w0 $12,000] _  $102,000|
iWater / Completion Fluids ! iPer Day ROGREN $70,200{ iwec s | 361,500 $131,700]
{Mud & Additives AEN $39,000 } 539,000:
‘5urfgce Rentols | Tper Day DD 1RO $61,0000 pice 1 584,000f SldS,OOOtE
Downho/e Rentals MBIy $88,000] i 1 . $74,000 . S>1§2_0~(_)9
Formanan Evaluauon (DST, Coring including evaluanon G&G Serwces) DHY fo L 75__0!
Mud Logging | $850]{ Days @ | 32iPer Day DI A $31,000 ) $31,000]
{Open Hole Logging L Y $15,000 5‘150001
;E:Cemenn'ng & Float Equipment D s $15,0001 e 1o $50,000 565,000,
{ Tubular inspections P T $5,000! Dii oo $3,000 ) $8,0QO~
iCasing Crews DI 1, $10,000! . e $15,000 $25,000
;Extra Labor, Welding, Etc. [T $31,000f i 17w $5,000 SSG,OO_Q
iLand Transporation (Trucking) I $20,000i 0 s $9,000 $29,000
?upervision ) { Per Day g 210 $59,000] i rur 526,000 Sl;S_QQ(l
Tra//er House / Camp / Catering _ l; Per Day [T §23,000F M Cue ’ $4,000 ,_,327(20_,'
Other Misc Expenses . Lo e $11,000! iy i $7,000 $18,000
:Overhead Z; 300{Per Day  § " e $12,000] ke 1on $11,000 _$23,000
;‘lemedial Cementing SRR L SRR o ____So_i
1MOB/DEMOB PP e $60,0007 7 $60,000;
‘pirectional Drilling Services 12i Days @ | 8,200iPer Day i ninvan $140,000% $140,0001
@ock, Dispatcher, Crane » AR : ITRARRIY ! i o __S_Oj
:Marine & Air Transportation . _ e Lo e ;} o I S §Q!
iSolids Controt : iPer Day PO o $88,000 / $88,000;
WConUo/ Equip (Snubbing Svcs.) USRI $90,000] picc i | 526,000 °116,000
“fishing & Sidetrack Operations B ] e | ‘ | _ 50
“Completion Rig 17[Doys @ 3,400]Per Day LT 570,000 $70,000]
’CO// Tubing - 1; Days @ 33,000 Per Day ///// ////////,/7, DICE Jott $33,000 1$33,000
tComp/ermn Logging, Perforating, WL Units, wi Surveys /// /'/// // //// /f/ DiCe 00 $10,000] 510,000}
St:mulat/on LA $427,000, _5_42700_0_]
’Legal /Regu/atory/ Curative ™D 300 $1,000} i 3 ! $1,000!
u/VeII Control insurance $0,35§Per Foot PINe ER $5,000 T ~__‘~_~$—S,TO_06_'1
|Contingency ! 5% 0f Drilling Intangibles PIDC A 3T $79,000! Dice 1o $54,000 _573-3—660’
;_C’grﬁtrucrion For Well Equipment S AL e $20,000 ~ 520,0063
i Construction For Lease Equipment T 50 o ~501‘
iConsrruction For Sales P/L DIFE ok T S—(:)ﬂi
Total Intangible Cost $1,659,200 $1,151,000 $2,810,200

Tangible™'Well EGhipmen
{Casing
iDrive Pipe

Mcmr Pipe i _ WER LA ////// //////// :—_:_—
iwater String ' DALY 50 ,/é///// ‘f,/////////

iSurface Casing 13-3/8" $0.00| pweii a0 $0£
.Intermediate Casing 85/8" 1485.00 $24.310 pwin s $36,000¢ / _“ ~_$:o_600_6
iDrilling Liner o ) /////// $0

iDrilling Liner

Z’//// s, O

iProduction Casing or Liner 7" 11200.00 $29.375 S ' DWEA TN $329,000 ~$329,000]
‘Production Tie-Back 31/2" 5000.00 /2:/// / W £ DA o 566.2M7?‘mw ;E527§i
Tubing 27/8" 10200.00 T o o $82,000(  $82,000]
\N/C Well Equipment ] __ Q2 o $20,000 520,000
Wellnead, Tree, Chokes _ 5 s $10,000 510,000,
[Liner Hanger, Isolation Packer A : $1,000 $1,000
{Packer, Nipples - 777 s $110,000( $110,000/
.Pumping Unit, Engine HEIRERE $98,000] 598,000
!Lift Equipment (BHP, Rods, Anchors) RIERS RIS $48,000 E»«TBW
!N/C Lease Equipment 7 / DLEQ 115 S0 S0
iTanks, Tanks Steps, Stairs Bli (10 $20,000 $20,0007»
@ttery (Heater Treater, Separator, Gas Treating Equipment) DEFCLLS $15,000 515,0005
iFlow Lines (Line Pipe from wellhead to central facility} DL A $1,500 51,5@
_{'Offshore Production Structure for Facilities (AT Mﬂ_égj
{Pipeline to Sales N : sl
Total Tangibles $36,000 $soo,775\ $836,77;
PEACosts e Pona e l $150,()00iL RIS 'L —5150,(}991__ “___S

Total Cost $1,845,200 $1,801,775 $3,646,975

7/17/2003 1:30 PM



Authorization For Expenditure

YR TES

f"N umbm

Original Estimate
Revised Estimate . .
Supplemental Estimate ! O ! :

intangibles i Dry Hole Cost After Casing Point ’ Completed Well Cost |
Drilling Costs $1,659,200 ? $1,659,200 -
Completion Costs i : $1,151,000 : $1,151,000 |
Total Intangibie Costs $1,659,200 $1,151,000 $2,810,200

Tangibles i . —l
Well Equipment { $36,000 ! $764,275 g $800,275 B
Lease Equipment 7 $36,500 | $36,500 ;
Total Tangible Well Cost $36,000 $800,775 $836,775

[Plug and Abandon Cost $150,000 ! -$150,000 § 0 ]
Total Well Cost $1,845,200 $1,801,775 $3,646,975

1. Al tubulars well or Iease equrpment is pnced by COPAS and CEPS gurdelmes using the Historic Pnce Mulnpller

]Unless otherwise mdlcated below, you, as a non-operating working interest owner, agree to be covered by Operator’ s well control |nsurance procured by Operator
‘so long as Operator conducts operations hereunder and to pay your prorated share of the premiums therefore. If you elect to purchase your own well control
llnsurance you must provide a certificate of such insurance acceptable to Operator, as to form and limits, at the time this AFE is returned, if available, but in no event

{later than commencement of driliing operations. You agree that failure to provide the certificate of insurance, as provided herein, will result in your being covered
lbv insurance procured by Operator.

D I elect to purchase my own well control insurance policy.

1Well control insurance procured by Operator, provides, among other terms, for $20,000,000 (100% W.1.) of Combined Single Limit coverage for well control and
|related redrilling and clean-up/pollution expense covering drilling {through completion) with a $1,000,000 (100% W.1.) deductible.
L

Commentsion

|The above costs are estlmates only and antrcrpate trouble free operauons wrthout any foreseeable change in plans The actual costs may exceed the estimated costs |
1wrthout affecting the authorization for expenditure herein granted. By approval of this AFE, the working interest owner agrees to pay its proportionate share of

i

lactual legal, curative, regulatory and well costs under term of the joint operating agreement, regulatory order or other applicable agreement covering this well.

Crmarex Energy Co. Approval

7/17/2009 1:30 PM



Project Cost Estimate

DIDC.100 pICE 100 ,000|
Damages DI 105 DI 108 $1,000
{Mud / Fluids Disposal Charges D55 DICL.3Y $52,500 $117,500
Day Rate { 39fDH Days f 8]rACP Days @ ; 12,00on Per Day DIDC.1Y MCE.§ 20 $96,000 $564,000
Misc Preparation Cost (mouse hole, rat hole, pads, pile clusters, misc.) DIRC.12C N _gg_qu
{Bits DIDC.1Y DICC.125 $1,000 $24,000
, Fuel $2.551Per Gallon ji 700{Gallons Per Day DINC.13Y DICL.130 $12,000 $102,000
{Water / Completion Fluids EPer Day DIDC.140 DICC 135 $61,500 $131,700
!Mud & Additives DINC.145 539,092
Surface Rentals [ {Per Day DIDC.150 picc.140 | $84,000 $145,000
Downhole Rentals DIDC.155 bice 14 | ] $74,000 $162,0001
Formation Evaluation (DST, Coring including evaluation, G&G Services) DIDC. The S0
Mud Logging ' $850] Days @ | 32{Per Day DIDC. 170 $31,000 ~$31,000!
Open Hole Logging DIDC.180 $15,000 $15,000
Cementing & Float Equipment DINC 1SS $15,000! piccass $50,000 $65,000
Tubular Inspections DIDC.19¢ $5,000{ DICC.160 $3,000 $8,000
Casing Crews DIDC.39S $10,0000 oice.16s $15,000 525,000
'Extra Labor, Welding, Etc. DIDC.200 $31,000] DICC170 $5,000 $36,000
!Land Transporation (Trucking) DIDC.205 $20,000] oicc.17s $9,000 $29,000
Supervision Per Day DIDC./ 10 $59,000! micc.130 $26,000 $85,000
Trailer House / Camp / Catering Per Day DIDC.ISC $23,000[: DicL 255 $4,000 $27,000
i Other Misc Expenses DIDC.220 $11,000! i 190 $7,000 $18,000
Overhead ! 300 Per Day DIDC.225 $12,000{ DICC.195 $11,000 $23,000
Remedial Cementing MDC.231 DICC.21S . S0
MOB/DEMOB DIDC.40 $60,000 7 $60,000|
Directional Drilling Services ; 127] Days @ l 8,200]Per Day DIDC.45 $140,000 $140,000|
Dock, Dispatcher, Crane DINC 750 DICC.230 SO
Marine & Air Transportation OI0C. 75 DICC.250 ’ SO
solids Control I iPer Day DIDC.260 $88,000 $88,000
Well Control Equip (Snubbing Svcs.) DIDC. b $90,000! o1cc.240 $26,000 $116,000
Fishing & Sidetrack Operations DIDC.:70 $0| DICC.2an SO
Completion Rig 17| Days @ 3,400| Per Day ! / DICC. 115 $70,000 $70,000
Coil Tubing 1| Days @ 33,000}{Per Day DICL.260 $33,000 $33,000
Completion Logging, Perforating, WL Units, WL Surveys DICC.200 $10,000 $10,000
Stimulation DICC.2 10 $427,000 $427,000
Legal / Regulatory / Curative DIDC. 506 $1,000! nice 80 $1,000
Well Control Insurance $0.35iPer Foot DIDC.’8% $5,000 $S,000
IContingency 1 59%|of Drilling intangibles DIDC.A 35 $79,000] bicc.2zo0 $54,000 $133,000
Construction For Well Equipment DWFA.110 $20,000 $20,000
Construction For Lease Equipment NLEQLLIO S0 S0
Construction For Sales P/L DICC. 65 i S0
Total Intangible Cost $1,659,200 $1,151,000 $2,810,200
1Casing Size Feet S/ Foot
!Drive Pipe 20 " 40.00 $0.00| pwis.150 $0 $0
{Conductor Pipe DWFB.130 $0 S0
f.Water String DWiB.135 ] $0]
iSurface Casing 13-3/8" $0.00! pwin 140 S0 S0
{Intermediate Casing 85/8" 1485.00 $24.31| pwin.1as $36,000 $36,000
“Drilling Liner DWIB. 145 0 T s0
i Drilling Liner DWFR. 145 $0 $0
Production Casing or Liner 7" 11200.00 $29.37 DWEA.100 $329,000 $329,000
Production Tie-Back 31/2" 5000.00 DWFA100 $66,275 $66,275]
i Tubing 27/8" 10200.00 $8.03 DWEA.105 $82,000 $82,000
;ﬂ/c Well Equipment DWEA 115 $20,000 SZ0,0I)E
Wellhead, Tree, Chokes DWFB.115 | DWEA. 120 $10,000 $10,000
Liner Hanger, Isolation Packer ' DWIEB. 100 DWLA.1JS $1,000 $1,000
Packer, Nipples DWIA. 130 5110’m $110,000
Pumping Unit, Engine OLE .100 $98,000 $98,000
Lift Equipment (BHP, Rods, Anchors) DLEQL10S, $48,000 548,000
angible® le3se Equipme s !
N/C Lease Equipment DLFQ.115 $0 30
Tanks, Tanks Steps, Stairs DLEQ.120 $20,000 $20,000
Battery (Heater Treater, Separator, Gas Treating Equipment) DIFCLI2S $15,000 $15,000
Flow Lines {Line Pipe from wellhead to central facility) DI $1,500 $1,500
Offshore Production Structure for Facilities DWIA.1 3 50
Pipeline to Sales DWEA. 140 50
Total Tangibles $36,000 $800,775 $836,775
1P&A Costs L ooing s | $150,000{ v /s | -$150,000| 50]
Total Cost $1,845,200 $1,801,775 $3,646,975

7/17/2009 1:30 PM



Cimarex Energy Co.

600 N. Marienfeld St.

Suite 600

Midland, Texas 79701
PHONE 432.571.7800

July 17, 2009

Via: U.S. Certified Mail
Return Receipt No. 7007 0710 0003 0317 4073

Fuel Products, Inc.
Attn: Thomas M. Beall
P.0O. Box 3098
Midland, Texas 79702

Via: E-mail U.S. Certified Mail
Return Receipt No. 7007 0710 0003 0317 4080

MGT Partners [, L.P., et al.
Attn: John Stroud

13727 Noel Road, Suite 500
Dallas, Texas 75240

Via: E-mail and U.S. Certified Mail
Return Receipt No. 7007 0710 0003 0317 4059

Pear Resources

Attn: Alan Byars/Jerry M. Gahr
P.O. Box 11044

Midland, Texas 79702

Via: U.S. Certified Mail
Return Receipt No. 7007 0710 0003 0317 4103

Michael J. Moncrief 2008 Trust A
Attn: Jerry Goodwin, CPA

777 Taylor Street, Suite 1030
Fort Worth, Texas 76102

Re: Mallon 34 Federal No. [9
S/2N/72 Section 34-T195-34E

Lea County, New Mexico

Dear Working Interest Owners:

Via: E-mail U.S. Certified Mail
Return Receipt No. 7007 0710 0003 0317 4066

Hyde Oil and Gas Corporation
Attn: Blair Hamburg

6300 Ridglea Place, Suite 1018
Fort Worth, Texas 76116

Via: E-mail U.S. Certified Mail
Return Receipt No. 7007 0710 0003 0317 4035

U.S. Trust, Bank of America
Attn: Janet M. Cunningham, CPL
P.O. Box 2546

Fort Worth, Texas 76113-2546

Via: U.S. Certified Mail
Return Receipt No. 7007 0710 0003 0317 4042

W.A. Mongrief, Jr. Trust

Attn: Monita Cebell

950 Commerce Street

Fort Worth, Texas 76102-5418

Cimarex Energy Co. (“Cimarex™) proposes to drill the above-captioned well according to the
project described in the enclosed AFE. If you choose to participate in the drilling of the well, please sign
and return a copy of the AFE to the undersigned. [ will send Cimarex’s proposed form of operating
agreement to you upon receipt of your approved AFE. Alternatively, if you choose not to participate,

ATTACHMENT



{

Cimarex would be interested in acquiring a farmout of your leasehold interest in Section 34 of the above-
captioned township and range.

Please do not hesitate to contact me if there is anything turther that you should require in regard
to this matter. Thank you.

Sincerely,

Cimarex Enyy Co.

N

Hayden P. Tresner
Landman



Authorization For Expenditure
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EGimaTe Ty L
Original Estimate i
Revised Estimate @) i
Supplemental Estimate . O :

Project Detciption e 5 : ? i
|Dnl| and complete a third Bone Sprmg honzontal well 11200 Pllot 10840 TVD/15046 MD (4500 VS).

Intangibles : Dry Hole Cost ; After Casing Point Completed Well Cost
Drilling Costs f $1,659,200 ; $1,659,200
{Completion Costs ! $1,151,000 $1,151,000

Total Intangible Costs $1,659,200 ~$1,151,000 $2,810,200

Tangibles

Well Equipment % $36,000 $764,275  5800,275 j
iLease Equipment s $36,500 $36,500

Total Tangible Well Cost $36,000 $800,775 $836,775
{Plug and Abandon Cost : $150,000 -$150,000 f 30 ]
Total Well Cost $1,845,200 $1,801,775 $3,646,975

Commants on Aol

11 All tubulars, weli or lease equipment is prlced by COPAS and CEPS guidelines using the Historic Price Multlpher

1Unless otherwuse mdicated below, you, as a non-operating working interest owner, agree to be covered by Operator’s well control insurance procured by Operator
{so long as Operator conducts operations hereunder and to pay your prorated share of the premiums therefore. if you elect to purchase your own well control
linsurance, you must provide a certificate of such insurance acceptable to Operator, as to form and limits, at the time this AFE is returned, if available, but in no event '
!Iater than commencement of drilling operations. You agree that failure to provide the certificate of insurance, as provided herein, will result in your being covered
uby insurance procured by Operator.

i ¢ [ 1 elect to purchase my own well control insurance policy.
i

5Wel| control insurance procured by Operator, provides, among other terms, for $20,000,000 (100% W.1.) of Combined Single Limit coverage for well control and
‘related redrilling and clean-up/pollution expense covering driiling (through completion} with a $1,000,000 (100% W.1.) deductible.

i

e

Commnnts on A

!The above costs are estlmates only and antlcnpate trouble free operat;ons wnthout any foreseeable change in plans. The actual costs may exceed the estlmated costs

§w:thout affecting the authorization for expenditure herein granted. By approval of this AFE, the working interest owner agrees to pay its proportionate share of
|actual legal, curative, regulatory and well costs under term of the joint operating agreement, regulatory order or other applicable agreement covering this well.

Clmarex Energy Co. Approval

on Mann‘J' &

Doug Park, Mgr Operations PB

Jolnt Interest Approval

7/17/2009 1:30 PM



Project Cost Estimate

Lease Name: Mallon 34 Federal Well No.: 19
{Roads & Location Preparation / Restoration . Mincaeo $50,000f picr oo | $50,000
'Damages LoD s $1,000] nice s | : $1,000°
‘Mud/Fdes Disposal Charges T A $65,000] o __55_2_500‘ . $117,500°
{Day Rate T . 39DHDays | 8{ACP Days @ ‘; 12,000!Per Day | oincs $468,000! $96,000]  $564,000:

Misc Preparation Cost (mouse hole, rat hole, pads, pile clusters, misc.) o _4 DINC G $9,000 i,__,,_,_,,,,_,‘@:ﬂqoz

Bits Lonmnees $23,000{ vlcc i $1,000; $24,000:
YFuel i $2.551i Per Gallon IL 700! Gallons Per Day Do g i $90,000i nice 1w $12,000 $102,000
!Water / Completion Fluids ;Per Day Lope ae $70,200! niec e ! $61,500 __$_1_3}L0&
IMud & Additives B Lo e $39,000 $39,000;
fSurface Rentals ! [Per Day U ring 1ae $61,000| nicctao | S84, 000i $145,000°
1Downhole Rentals D $88,000 '“r !»w ? $74 000 $162,000.

Formauon Evaluation (DST, Coring including evaluatlon G&G Serwces) DD e ‘ Zi o $0;
'Mud Logging [ $850]Days @ 32iPerDoy | e | $31,000 _ . $31000
iOpen Hole Logging ! $15,000%% % 515,000
| Cementing & Float Equipment . L mocans $15,000 ”" (155 550 000! $65,000!
‘Tubular Inspections LoD $5,0001 nicc e $3,0000 58,000

Casing Crews » . Lo o $10,0000 nice ten $15,0000 $25,000!
| Extra Labor, Welding, Etc. - L onincooe ! $31,000! ruc 170 $5,000! $36,000'
{tand Transporation (Trucking) PN $20,000] ric: 1n $9,000T i $29,000°
{Supervision ‘PerDay | Dibe i $59,000] nicc e $26,000 $85,000!
{Trailer House / Camp / Catering }:Per Day | oix.ose $23,0001 e $4,000 27,000
i Other Misc Expenses DN $11,000; D | $7,000 $18,000:
iOverhead | 300! Per Day AT ~$12,000f i i ‘ $11,0000  $23,000"

Remedial Cementing Lo bRy oy | : .50

MOB/DEMOB Lo o $60,000 : 560,000

Directional Drilling Services r 12[Days @] 8,200[Per Day | minc s $140,000 :  $140,000;

Dock, Dispatcher, Crane TR g P o - i . %0

Marine & Air Transportation e j-f““"‘ o .

Solids Control i iPer Day DI ot $88@W~aﬂsggm‘

Well Control Equip {Snubbing Svcs.) DIDC 21| $50,000! pice 240 $26,000! $116,0001

Fishing & Sidetrack Operations oco e SO| e oy ; 50 :

Completion Rig 17 Days @ 3,400iPer Day 7 DICC TS $70£907§ __$70,000:

Coil Tubing 1/ Days @ 33,000/ Per Day DIc o $33,0000  $33,000

Completion Logging, Perforating, WL Units, WL Surveys nICe.200 $10,000 510,04(')_0“;

Stimulation ;i o $427,0000  $427,000:

Legal / Regulatory / Curative Eooine e | $1,000! e cwe ! _$1,000;

Well Control Insurance $0.35! Per Foot o Lo _ 31 35, OOOW ﬂ 5,000

Contingency x[ S%!of Drilling Intangibles Do 5 579 000! pice $54 000‘ $133, 000.

Construction For Well Equipment / ' ‘ ' / DWIATTO $20, 000‘ _$20,000!

Construction For Lease Equipment 22 oo §O o so
iConstruction For Sales P/L PICE Fen : )

Total Intangible Cost $1,151,000 $2,810,200

Tangible™ Well Equipment

g i a5
Casing $/Foot i
Drive Pipe 20 40.00 $0.00] DWFE.i
Conductor Pipe AR ,. /
‘Water String PwiR b /////// /
Surface Casing 13-3/8" $0.00! bwin.isn N ///4%7/(///// .
Intermediate Casing ' 8-5/8" 1485.00 $24.31) pwir ic $36,000 W%W S $36,000,
|Drilling Liner DWER 13t SO, S0

[Drilling Liner PV B 1 SOV, O

| Production Casing or Liner ™ 11200.00 $29.37¢ /;5/ Vi pwin oo $329,000!  5329,000,
Production Tie-Back 312" 5000.00 '/,7//// 0 ovin oo $66,275 $66,275!
Tubing 27/8" 10200.00 S8 ovin o $82,0000  $82,000°
N/C Well Equipment 7z / 7 //////// DWiA 1T ——_5_2_5600' __520,000:
Wellhead, Tree, Chokes B [ owrs s | L owEA L $10,000; $10,000
Liner Hanger, Isolation Packer l Wi 100 } Dhwia e $1,000 $1,000!
Packer, Nipples / LA i 5 1o $110,000 j $11060_0—
Pumping Unit, Engine "/”/Z///(,,///%// 27 ouin o $98,000 ~ $98,000!
Llft Equ:pmenr {BHP, Rods, Anchors) /7/// /W/ n 000
Tangible™(edse’ Equment}?“ . R
N/C Lease Equipment V77 2 oo $0!
Tanks, Tanks Steps, Stairs /////// 520,000}
Battery (Heater Treater, Separator, Gas Treating Equipment) ’//V/ DEFOLTS $15,000 B _SI—SBOb_‘
Flow Lines (Line Pipe from wellhead to central facility) ' /// DEFG 13 $1,500 o 51300 :
Offshore Production Structure for Facilities I i % 50
Pipeline to Soles ///// / // // ,y/( win e | ; o 573«
Total Tangibles $36,000 $800,775 $836,775
}P&A Costs L T I 5150,000; M2 ‘ <$150,0_Q0_jv~ S0
Total Cost $1,845,200 $1,801,775 $3,646,975

7/17/2009 1:31 PM



Authorization For Expenditure

o

(ompany Ennrw

e 34 e Syl
rFeld Nan

LRy

Lacmon“l

A ML

e timato- :
Original Estimate | @
Revised Estimate ! O
{Supplemental Estimate 5 O

356

ij( g}

Intangibles ! Dry Hole Cost ! After Casing Point ; Completed Well Cost
Drilling Costs $1,659,200 P $1,659200
Completion Costs { $1,151,000 ; $1,151,000

Total Intangible Costs $1,659,200 $1,151,000 $2,810,200
{Tangibles 1
| Well Equipment ; $36,000 ; $764,275 B $800,275 :
‘Lease Equipment / 172570 $36,500 ; $36,500

Total Tangible Well Cost $36,000 $800,775 $836,775

[Plug and Abandon Cost i $150,000 i -$150,000 . ) |
Total Well Cost $1,845,200 $1,801,775 $3,646,975

RLCCATT

vm( ot \va @O(t

'1 All tubulars, well or lease equlpment is pnced by COPAS and CEPS gundelmes usmg the Hlstorlc Prlce Multlpher 3

b

i

Well'con d ; EER ; )

!Unless otherwuse mdlcated below, you, as a non-operating worklng mterest owner, agree to be covered by Operatofs well control insurance procured bv Operator
!so long as Operator conducts operations hereunder and to pay your prorated share of the premiums therefore. If you elect to purchase your own well control
linsurance, you must provide a certificate of such insurance acceptable to Operator, as to form and limits, at the time this AFE is returned, if available, but in no event -
?Iater than commencement of drilling operations. You agree that failure to provide the certificate of insurance, as provided herein, will result in your being covered
%by insurance procured by Operator.

C1etect o purchase my own well control insurance policy.

SWell control insurance procured by Operator, provides, among other terms, for $20,000,000 {100% W.1.) of Combined Single Limit coverage for well control and
|
irelated redrilling and clean-up/pollution expense covering drilling {through completion) with a $1,000,000 {100% W.1.) deductible.

|
L

Lk

Comments o AFE

iThe above costs are estimates only and anncnpate trouble free operations without any foreseeable change in plans. The actual costs may exceed the estnmated costs
jwithout affecting the authorization for expenditure herein granted. By approval of this AFE, the working interest owner agrees to pay its proportionate share of
lactual legal, curative, regulatory and well costs under term of the joint operating agreement, regulatory order or other applicable agreement covering this well.

1
i
I
t
i

Cimarex Energy Co. Approval

Roger Alexander, Regional Manager PB

7/17/2009 1:30 PM



Project Cost Estimate

Lease Name: Mallon 34 Federal Well No.: 19

Roads & Location Preparation / Restoration pIDC.100 $50,000f Micc.1on
Damages PIDC 105 $1,000| nicc 10s
Mud / Fiuids Disposal Charges DINC. 6 $65,000) DS T $52,500{
Day Rate 1 39[0H Days | 8]ACP Days @ l 12,000iPer Day | DInCTA $468,000] DIce 0 $96,0000
Misc Preparation Cost (mouse hole, rat hole, pads, pile clusters, misc.) ! opincane $9,000 o
Bits MpC 10n $23,000f DiCC.105 $1,000]
Fuel j $2.5;§Per Gallon . 7001 Galions Per Day NN 13RS $90,000] nicc.120 $12,0QQ o
Water / Completion Fluids ' i Per Day i DIpco $70,200! nice 13s $61,500]
Mud & Additives [P s $39,000
Surface Rentals l iPPr Day MDC.150 561,000! DICC.130 $84,000
Downhole Rentals EORIDCTSY - $88,000] cic. 1t i $74,000
Formation Evaluation (DST, Coring including evaluation, G&G Services) DD 160 /////’//////////‘ o
Mud Logging | $850] Days @ | 32| Per Day PINC. 170 $31,000 ////// 7
Open Hole Logging PIDC 180 $15, 000 A4
Cementing & Float Equipment PING. 185 $15,000] oicc .15! i $50,000
Tubular Inspections PINC 190 $5,000f Do 160 ! $3,000
Casing Crews 1RIDC 1% $10,000! nicr .1oh $15,000
Extra Labor, Welding, Etc. ; DIDC.20e $31,000! DpiccaTo $5,000
Land Transporation (Trucking) L pine.on $20,000| pice 1 ~_$9,000
Supervision {PPr Day DINC. 1o $59,000] Dicc.1ee $26,000
Trailer House / Camp / Catering ' per Day DN Re $23,0001 DICr s | $4,000  SX
Other Misc Expenses R o $11,000! Dbice 10 ; $7,000
Overhead | 300iPer Day RIS $12,0001 pice.19- ; $11,000
Remedial Cementing DIDC 231 Ice s | Lo so
MOB/DEMOB : PIDC. 20 $60,000 S
Directional Drilling Services ! 12{Days @ | 8,200|Per Day DINC. 115 $140,000 4_”_}&(3909]
Dock, Dispatcher, Crane f PINC .5 I Dicc.ran i i
Marine & Air Transportation ' PoDIne s b so i
Solids Control EPer Day Lo aen SSS,OO(W 588,00
Well Control Equip (Snubbing Svcs.) L opipe.ais $90;0_00_ DICC 240 $26,000f
Fishing & Sidetrack Operations nIne.: SOl DI b ol
Completion Rig 17! Days @ i 3,400! Per Day PICC.11S $70,00{;
Coil Tubing 1 Days @ 33,000{Per Day / / DICE. 260 $33,0000
Completion Logging, Perforating, WL Units, WL Surveys ! / /f/// / //7' 7, Dicc.oon $10,000
Stimulation s e $427,000
Legal / Regulatory / Curative INC. 300 $1,000 DICC 220 s
Well Control Insurance $0.351Per Foot D!D(' 2Ry $5,000 o
Contingency 5%|of Drilling Intangibles CopIncd 579 OOO DICC. 20 $54,000
Construction For Well Equipment 7 $20,000
Construction For Lease Equipment $0 o
Construction For Sales P/L ‘, ;
Total Intangible Cost $1,559,zoo $1,151,000 $2,810,200
9Ngibie € quUIpmE ; : d ‘ X R R A : B oo Pl e Wik
Casing Size Feet $/Foot i %
Drive Pipe 20 " 40.00 $0.00! DwEB.150 $0 50|
Conductor Pipe DWER.130 S0 S0
Water String DWER. {35 $0 . so
Surface Casing ‘ 13-3/8" $0.00! PwrRr.11n S0 , S0
Intermediote Casing 8-5/8" 1485.00 $24.31! pwip.1an $36,000 » 536,000/
Drilling Liner ) DWER. LIS S0 ;..o
Drilling Liner PWED 1 50 . s0
Production Casing or Liner 7 11200.00 $29.37 . DWIA.100 $329,0001 o $329,0001
Production Tie-Back 31/2" 5000.00 DWEA 108 $66,275] 566275
Tubing 27/8" 10200.00 $8.03 PWIA.105 $82,000 58" 020_
iN/C Well Equipment DWEA, 11 $20,000 520,000
Wellhead, Tree, Chokes PWER.11S | LDwWEA B $10,000 510 000,
Liner Hanger, Isolation Packer DWIR 106 | DWEA LS $1,000 $1,000
Packer, Nipples 27 pwia L $110,000/  5110,000i
Pumping Unit, Engine ! DLEQ, 100 $98,000 ~$98,000/
Lift Equipment (BHP, Rods, Anchors) ) PLETY10Y $48,000 548,00()i
gible-'Lease.Equipment™-ufd’ @ I ; ? i gl Ml R e NI R R e
N/C Lease Equipment DLfQ.115 S0 S0}
Tanks, Tanks Steps, Stairs DLEQ.120 $20,000 520, OOOI
Battery (Heater Treater, Separator, Gas Treating Equipment) DLECL125 $15000; $15, 000
Flow Lines (Line Pipe from wellhead to central facility) MiQ.120 $1,500f 51 500
Offshore Production Structure for Facilities b DWEA. 138 . _S_Oi
Pipeline to Sales DWFA 11D S@
Total Tangibles $36,000 $800,775 $836,775
[PEACoSts - [ nncoes | $150,000] $150,000( 0]
Total Cost $1,845,200 $1,801,775 $3,646,975

7/17/2009 1:31 PM



Cimarex Energy Co.

r
\00\ 600 N. Marienfeld St.

Suite 600 Cimarex Enargy Co. *

Midland, Texas 79701

Suite 600
PHONE 432.571.7800

Midland, Texas 79701

July 17, 2009

Via: U.S. Certified Mail
Return Receipt No. 7007 0710 0003 0317 4073

I‘uel Products, Inc.
Attn: Thomas M. Beall
P.O. Box 3098
Midland, Texas 79702

Via: E-mail U.S. Certified Mail
Return Receipt No. 7007 0710 0003 0317 4080

MGT Partners |, L.P., et al.
Attn: John Stroud

13727 Noel Road, Suite 500
Dallas, Texas 75240

Via: E-mail and U.S. Certified Mail
Return Receipt No. 7007 0710 0003 0317 4059

Pear Resources

Attn: Alan Byars/Jerry M. Gahr
P.O. Box 11044

Midland, Texas 79702

Via: U.S. Certified Mail
Return Receipt No. 7007 0710 0003 0317 4097

Providence Minerals, LLC
14860 Montfort Drive, Suite 209
Dallas, Texas 75254

Re: Mallon 34 Federal Com No. 18
S/28/2 Section 34-T195-34E
Lea County, New Mexico

Dear Working Interest Owners:

600 N. Marienfeld St.

- GERTIFIED MAIL,

7007 0?10 0003 0317 40kb

Via: E-mail U.S. Certified Mail
Return Receipt No. 7007 0710 0003 0317 4066

Hyde Oil and Gas Corporation
Attn: Blair Hamburg

6300 Ridglea Place, Suite 1018
Fort Worth, Texas 76116

Via: E-mail U.S. Certified Mail
Return Receipt No. 7007 0710 0003 0317 4035

U.S. Trust, Bank of America
Attn: Janet M. Cunningham, CPL
P.O. Box 2546

Fort Worth, Texas 76113-2546

Via: U.S. Certified Mail
Return Receipt No. 7007 0710 0003 0317 4042

W.A. Mongcrief, Jr. Trust

Attn: Monita Cebell

950 Commerce Street

Fort Worth, Texas 76102-5418

Via: U.S. Certified Mail
Return Receipt No. 7007 0710 0003 0317 4103

Michael J. Moncrief 2008 Trust A
Attn: Jerry Goodwin, CPA

777 Taylor Street, Suite 1030
Fort Worth, Texas 76102

Cimarex Energy Co. (“Cimarex”) proposes to drill the above-captioned well according to the
project described in the enclosed AFE. If you choose to participate in the drilling of the well, please sign
and return a copy of the AFE to the undersigned. I will send Cimarex’s proposed form of operating
agreement to you upon receipt of your approved AFE. Alternatively, if you choose not to participate,

ATTACHMENT



m e

3
K

Cimarex would be interested in acquiring a farmout of your leasehold interest in Section 34 of the above-
captioned township and range.

Please do not hesitate to contact me if there is anything further that you should require in regard
to this matter. Thank you.

Sincerely,

Cimarex Energy Co.
gy Py

bz

ayden P. Tresner
Landman



Authorization For Expenditure

Permian 1 Mailon 34 Federal Com 18

) oy ; T | BELRERE, L OBF ot AL 2 T SN
Location ¥ o ' A ROl ty T tatenit

(Original Estimate @ !
{Revised Estimate . O - : : Bone Spring 15,046’
‘Supplemental £stimate o '

1Dl and complete a thlrd Bone Sprlng honzontal weII 11200 P:lot 10840 T\/D/15046 MD (4500 VS)

btangibles Dry Hole Cost . After Casing Point ) Completed Well Cost |
"Drl)l/ng COStS ) e $1,659,200 o o $1,659,200

‘Completion Costs T 41,151,000 $1,151,000

Total Intangible Costs $1,659,200 $1,151,000 $2,810,200

Eangibles i 1
‘Well Equipment . 5764,275 e 800,275

.Lease Equipment : ; S : $36,500 $36,500

Total Tangible Well Cost $36,000 $800,775 $836,775

[Plug and Abandon Cost , $150,000 -$150,000 ' 50 ]
Total Well Cost $1,845,200 $1,801,775 $3,646,975

AR R

Well Contral” lnsurance i z ., ; Y f i ! . !
vUnless otherwise mdmated below, you, as a non—operatmg worklng interest owner, agree to be covered by Operator’s well control insurance procured by Operator
::so long as Operator conducts operations hereunder and to pay your prorated share of the premiums therefore. If you elect to purchase your own well control
i‘insurance, you must provide a certificate of such insurance acceptable to Operator, as to form and limits, at the time this AFE is returned, if available, but in no event
Hater than commencement of drilling operations. You agree that failure to provide the certificate of insurance, as provided herein, will result in your being covered
iby insurance procured by Operator.

D I elect to purchase my own well control insurance policy.

§Well control insurance procured by Operator, provides, among other terms, for $20,000,000 {(100% W.1.) of Combined Single Limit coverage for weil control and
fﬁrelated redrilling and clean-up/pollution expense covering drilling {through completion} with a $1,000,000 (100% W.1.} deductible.

The above costs are estimates only and anticipate trouble free operat:ons without any foreseeabie change in plans The actual costs may exceed the estnmated costs
‘without affecting the authorization for expenditure herein granted. By approval of this AFE, the working interest owner agrees to pay its proportionate share of
-actual legal, curative, regulatory and well costs under term of the joint operating agreement, regulatory order or other applicable agreement covering this well.

Cimarex Energy Co. Approval'

7/17/2009 1:31 PM



Project Cost Estimate

Lease Name: Mallon 34 Federal Com Well No.: 18

Roads & Locat/on Preparation /Restorunon 550,000

DumquS e _ ‘ \ »_ k » S SIAOQD
‘Mud / Fluids Disposol Chargps - $52,500° 117 500

Day Rate 39 OH Jn-ys ) __‘

C12,000°PerDay o 3468000 $96.000:  $563,000

G 59,000 $9 000
Bits - o v $23,000 51,0000 524 000
Fuel “hv:—Szf,S—Fir* ©700 Gations PerDay v $90,000. v 512,000 $102 000
“Water / Completion Flu/dc R o B Per Doy s 3 $131 700
‘Mud & Additives o ~ St ) o 338000
Surface Rentals - ieer Dy 145,000

Dcwnholo Rentals L
Forma{/nn Eva.uar/nn (DST Cormq including evoluanon (&C Sprwces)

S$162 000

S0.

Mud 0gging 5850 o ; o ) §31 000
55§n Hole Logging I - il S15.000
e e e oo

T i 1 SR.000

‘ T | 000

Exrra Labor We/d/ng Etc. ] ) ] IR ) $5000  530.000
Land Transporation (Truckmg) L A ~$9,000: 529000
.SupPrws/on e sPerDay Y $26000,  $85000
‘Trailer House / Camp / Catering _’—W o iPerpay O S73 OOO A 54,000 527.000
‘Other Misc Expenses e Comm e 511.(_)9(_) R i $7,000: 518,000
" ' ' 300iPer Day i o 8120000 v - $11,000° 523 000

Remec ra/ Cemenr/nq ) ) o L _ S0
moB/DEMOS o R $60 000
.DI}PCYIOHOI Drilling SP;VICeS o V i L - S140000
K, chpotchf’r Crone S0

on N i 50

Solids _ggn_rm/ B - R $88.000° $88 000
‘Well Control Equip (Snubbing Svcs.) $90,000° $116.000
Fishing & Sidetrock Operations o e a2 . s0
CompletionRig 17 Days @ : 3,400 Prr Day o 570,000° $70 000
iCoil Tubing Ty pays@ 33,000 fer Day I 533,000 533 000
Comp/rtron Lnggmg Per)‘orarmg WL Un/ts WL Surveys B 510, 000 $10.000
Stimulation $427,000  s427000
Lequ//RPqu/arory/Curar/ve N - B _ ) ) 7 51, DdO
iWell Control Insurance ___50.35,P oy ﬂ;m o . 35 000
-Contingency . ) 5% or Drf /lng Inmnmb o5 554_005“ S133 000
Construction For Well Eqummt T T $20,000: . 520 000
__Consr(ucr/on For Lease Equipment ] $O. . B
‘Construction For Sales P/L o S0
Total Intangible Cost 61,659,200 $1,151,000 $2,810,200
Tangible - Well Equipment i# i) N R A ‘ G SRR
“Cosing © Size i Feer S/ Foot
{Drive Pipe » S T 4000 5000 )
Conducror Pipe A V ) ? e,
WeterSting ... = ; NUSEH
SufoceCosing .. 133/8" $0.00; ¢ ¢r i1 ,

' - _8-5/8" | 1485.00;  $24.31 $36.000

: Q0

Drz/lmg Lmu e k; _7 : : : Ny
Production Casingor Liner 3 1100000 $29.37 §320,000 $320.000
Production Tie-Cack " 31p"  5000.00] 566,275 Sou 278
Tubing '27/8" . 1020000 $8.03 <82.000° 582,000
N/C Well Equipment ) ’ T $20,000° $20 000
"Weithead, Tree, Chokes ,,.,7. T e '$1—0”000 510 000
Liner Hanger, /SOIUUOI’IP;CXETI_‘f ) B T ““ ’ P N $1,000° ’%1 000
‘Packr’r Nipples ) ) i vl $110 000‘ >110 000
Pumping Unit, Engine S o 598,000 $98.000,

‘Lift Equ:pment(BHP Rods, Anchors) SAR ()

Tonks Tanks Sreps Stairs

520,000, 520000

ﬂBarrery (Heater Treater, Separotor Gos Treanng Ed;:;)r{)ent) o N $15,000 $15 000
Flow Lines (Line P/pf’from wellhead to cantm/fac:llty) B B L §1500 ' 51,500
Offshore Production Structure for Facilities i . oo
Pipeline to Sales . I L ) S0
Total Tangibles $36,000 $800,775 $836,775
Pgacosis T T Tsiseee” T asooon, T
Total Cost $1,845,200 $1,801,775 $3,646,975

7/17/2009 1:31PM



Authorization For Expenditure

Permian Mailon 34 Federal Com 18

S/ZS/Z Section 34-195-34F Lea NM

_Original Estimate @ ‘
Revised Est/mate } O : Bone Spring 15,046'

Project Description. 4 ; i ; o
‘Drili and complete a third Bone Spring honzontal well. 11200 Pilot 10840 TVD/15046 MD (4500 VS).

[Tr;tangibles Dry Hole Cost After Casing Point Completed Well Cost
Drilling Costs e ; . 51,659,200 o . A 51,659,200
Completion Costs ) 51,151,000 $1.151.000

Total Intangible Costs $1,659,200 $1,151,000 $2,810,200

I—T—angibles J
Well Equipment o $36,000 ) - $764,275 o $800,275

Lease Equipment : R $36,500 $36,500

Total Tangible Well Cost $36,000 $800,775 $836,775
[Plug and Abandon Cost ' $150,000 -$150,000 50

Total Well Cost $1,845,200 $1,801,775 $3,646,975

Well Contro! instrance: # i Y

‘Unless otherwise indicated below, you, as a non-operatmg working interest owner, agree to be covered by Operator’s well control insurance procured by Operator
so long as Operator conducts operations hereunder and to pay your prorated share of the premiums therefore. If you elect to purchase your own well contro!
insurance, you must provide a certificate of such insurance acceptable to Operator, as to form and limits, at the time this AFE is returned, if available, but in no event
later than commencement of drilling operations. You agree that failure to provide the certificate of insurance, as provided herein, will result in your being covered
-by insurance procured by Operator.

D I elect to purchase my own well control insurance policy.

‘Well control insurance procured by Operator, provides, among other terms, for $20,000,000 (100% W.1.) of Combined Single Limit coverage for well control and
-related redrilling and clean-up/pollution expense covering drilling (through completion) with a $1,000,000 (100% W..} deductible.

S

Commentson AFE i ] :
‘The above costs are estlmates only and antucupate trouble free operatlons without any foreseeable change in plans The actual costs may exceed the estimated costs
_W|thout affecting the authorization for expenditure herein granted. By approval of this AFE, the working interest owner agrees to pay its proportionate share of
actual legal, curative, regulatory and well costs under term of the joint operating agreement, regulatory order or ather applicable agreement covering this weil.

Mark Audas Engineer - PB Doug Park, Mgr Operations P8

Joint Interest Approval

7/17/2009 1:31PM



Project Cost Estimate

Lease Name: Mallon 34 Federal Com Well No.: 18

Rogds & Location Preparut/on / Restoration $50,000

.Damages i - $1,000
‘Mud / FIu:ds Dlsposal Charges o $52,500° $117,500
Day Rat(’ 1y, 12000 Per Day 596,9_‘:')0‘ . $564,000
-Misc Preparbtton Cost (mouse hole ra e, pads, pile clusters, misc.) i ‘ $9,000
Bits - S $1,000° $24,000
Fuel T saassiperGaion e $12,000: $102,000
‘Water / Completion Fluids o $61,500; $131,700
"Mud & Additives e S : $39,000°
Surfoce R”"m“ . v _* [ e iPer Day R . 5145,000
.Downhole Rpmals' B ' ' o $162.000°
Formation Eva/uatzon (DST, Coring. lnc/uqu evuluat:on L e - S0
‘Mud Logging _ _ D $850 Days Cﬂ? n 32 P:r[)ay Cmie b _$31.000
Open Hole Logging L o . $15,000
Ce}nént:ng & Float Equ:pmenl o 7 ) o _.....$15,000 ) 565,000
Tubulor Inspections L ) o T 85,0000 rwionie $3000 S8.000
CasingCrews _ BT $10,000° e $15,000° 525,000
Extra Labor, Welding, Etc. o - K : $5000  $36,000
iLand Transporation (Truckzrig) ) L L $9,000 $29,000
Sﬁperws;on - o . iPerDay L ) $26,000: 585,000
Trailer Housp/Camp/Carermg e iPerDay - $4,000, $27,000
Other Misc Expenses o e i $7,000 518,000
(Overhead . .. .. 300PerDay $11,000 523,000
Remed:al Cemennng L e o ) S0
‘MOB/DEMOB____ o L $60,000
‘Directional Drili Servzces L 12 Daysgn $140,000
:Dock, Dispatcher, Crane o o S0
‘Marine & Air Transportation ' i 50,
SO/ld§ Control o o T ‘ 588,000
Well Control Equip (Snubbing Svcs.) - ) $26,000 $116,000
Fxshmg é;S: etrack Operations o a ‘ S0
{Completion Rig ] L 17 Dnys (a) $70,000" 570,000
:Coif Tubing o Y ‘ $33,000; $33,000
Complm:on Loggmg Perforatmg,yVL Umts WL Survs'ys 3‘1_0,7090' $10.000
‘Stimulation ___ ) $427,000; $427,000
Legal /ﬁeg_g‘llarory /Curatvvp o o $1,000
Welt Control insuronce ) Pvr Fool ; $5,000°
Contingency : 5% nf_ ril mg.nmnqm/(’s $54,000; ] 3133,000‘
Construction for Wel/ Equ:pment . o ) $20,00(); $20,000
‘Construction for Lease Equ:pment L . o ) ) - S0 50
-Construction For Sales P/L ) i ) B 50
Total Intangible Cost $1,659,200 $1,151,000 $2,810,200
Tangible'> Well Equipment™ : ‘ : i
“Cosing ' Size I Feet ! S/Foot ‘.
Drive Pipe e T 40.00: $0.00. $0°
Conductor Pipe o : ' - : 50
Water String — 50
‘Surface Casing ) $0.00: 50
Intermediate Casing 148500, $2431 $36,000
'Dri/)inq Liner o B 50'
Dr/l/mg Liner o _ B . 350
' e . 11200.00:  $29.37 $329,000. $329,000

e . 5000.00' Tt 566,275 506,275
j_@/_qg,_ o 10200.00; $8.03 RPN $82,000: $82,000
'N/C Well Equipment B o S 620,000 $20,000
Welihead, Tree, Chokes T ” T . $10,000. 510,000
Liner Hangf»r Isolation Packer o ) 81, 000‘ $1,000°
“Packer, Nipples ] o - . " $110,000
Pump/ng Unit, Engine o $98,000

I_rft Equmpnr(BHP Rods Anchms)

$48.000
o

: N/C Lease Equ:pmenr

50

Tunks Tanks Steps, Stairs o . $20,000
Battery (Heage_r__reatrr Sf’pararor Gas T_@_atmg Eq pment} B i SlS,bOO
F/ow Lines (Line Pipe from wellhead to central facility) o o $1,500
Offshore Produfgpn Structure for Facilities - e B 50
Pipeline to Sales R . S0
Tatal Tangibles $36,000 $800,775 $836,775
PEA Costs ) ) ] ) - s150,0000 w4 -$150,000. 50
Total Cost $1,845,200 $1,801,775 $3,646,975

7/17/2009 1:31 PM



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)

jamesbruc@aol.com

August 13, 2009

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

To: Persons on Exhibit A

Ladies and gentlemen:

Enclosed is a copy of an application for a non-standard unit and compulsory pooling, filed with
the New Mexico Oil Conservation Division by Cimarex Energy Co., regarding the N'2NY% of
Section 34, Township 19 South, Range 34 East, N.M.P.M., Lea County, New Mexico.

This matter is scheduled for hearing at 8:15 a.m. on Thursday, September 3, 2009, in Porter Hall
at the Division’s offices at 1220 South St. Francis Drive, Santa Fe, New Mexico 87505. You
are not required to attend this hearing, but as an owner of an interest that may be affected by this
application, you may appear and present testimony. Failure to appear at that time and become a
party of record will preclude you from contesting the matter at a later date.

A party appearing in a Division case is required by Division Rules to file a Pre-Hearing
Statement no later than Thursday, August 27, 2009. This statement must be filed with the
Division’s Santa Fe office at the above address, and should include: The names of the party and
its attorney; a concise statement of the case; the names of the witnesses the party will call to
testify at the hearing; the approximate time the party will need to present its case; and
identification of any procedural matters that need to be resolved prior to the hearing. The Pre-
Hearing Statement must also be provided to the undersigned.

Vezy truly yours,

Attorney for Cimarex Energy Co.

ATTACHMENT
B1




EXHIBIT A

Pear Resources
P.O. Box 11044
Midland, Texas 79702

Fuel Products, Inc.
P.O. Box 3098
Midland, Texas 79702

Michael J. Moncrief 2008 Trust A
Attention: Jerry Goodwin, CPA
Suite 1030

777 Taylor Street

Fort Worth, Texas 76102

Lee Wiley Moncrief Trust

¢/o U.S. Trust, Bank of America
Attention: Janet Cunningham, CPL
P.O. Box 2546
Fort Worth, Texas 76113

Hyde Oil and Gas Corporation
Attention: Blair Hamburg
Suite 1018

6300 Ridglea Place

Fort Worth, Texas 76116 -

W.A. Moncrief, Jr. Trust
Attention: Monica Cebell
950 Commerce Street
Fort Worth, Texas 76102

MGT Partners I, L.P., et al.
Suite 500

13727 Noel Road

Dallas, Texas 75240



BEFORE THE NEW MEXICO OIL CONSERVATION DIVISION

APPLICATION OF CIMAREX ENERGY CO.

FOR APPROVAL OF A NON-STANDARD

OIL SPACING AND PRORATION UNIT AND

COMPULSORY POOLING, LEA COUNTY,

NEW MEXICO. Case No.

APPLICATION

Cimarex Energy Co. applies for an order (i) approving a non-standard oil spacing and
proration unit in the Bone Spring formation comprised of the NN of Section 34, Township 19
South, Range 34 East, N\M.P.M,, Lea County, New Mexico, and (ii) pooling all mineral interests
in the Bone Spring formation underlying the non-standard unit, and in support thereof, states:

1. Applicant is an interest owner in the N¥2NV: of Section 34, and has the right to re-
enter or drill a well thereon.

2. Applicant proposes to drill the Mallon 34 Fed. Well No. 20 to a depth sufficient to
test the Bone Spring formation, and seeks to dedicate N2NY; of Section 34 to the well to form a
non-standard 160 acre oil spacing and proration unit (project area) for any formations and/or
pools developed on 40 acre spacing within that vertical extent, including the South Quail Ridge-
Bone Spring Pool. The well is a horizontal well, with a surface location at an orthodox location
in the NWYNWY4, and a terminus at an orthodox location in the NEYNEY, of Section 34.

3. Applicant has in good faith sought to obtain the voluntary joinder of all other
mineral interest owners in the N'2N"2 of Section 34 for the purposes set forth herein.

4, Although applicant attempted to obtain voluntary agreements from all mineral
interest owners to participate in the drilling of the well or to otherwise commit their interests to

the well, certain interest owners have failed or refused to join in dedicating their interests.




Therefore, applicant seeks an order pooling all mineral interest owners in the N2N'; of Section

34, pursuant to NMSA 1978 §§70-2-17, 18.

5. The approval of the non-standard unit and the pooling of all mineral interests

underlying the N%N'2 of Section 34 will prevent the drilling of unnecessary wells, prevent

waste, and protect correlative rights.

order:

WHEREFORE, applicant requests that, after notice and hearing, the Division enter its

A. Approving a non-standard oil spacing and proration unit (project area) in the Bone

Spring formation comprised of the N'2N"2 of Section 34;

B. Pooling all mineral interests in the NY:N'2 of Section 34 in the Bone Spring
formation;

C. Designating Cimarex Energy Co. of Colorado as operator of the well;

D. Considering the cost of re-drilling and completing the well, and allocating the cost

among the well’s working interest owners;

E. Approving actual operating charges and costs charged for supervision, together
with a provision adjusting the rates pursuant to the COPAS accounting procedure; and

F. Setting a 200% charge for the risk involved in drilling and completing the well in

the event a working interest owner elects not to participate in the well.

Respectfully submitted,

es Bruce
ost Office Box 1056
Santa Fe, New Mexico 87504
(505) 982-2043

Attorney for Cimarex Energy Co.
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James Bruce
P O. Box 1056
Santa Fe. New Mexico -87504,
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Hyde Oil and Gas Corporation
Attention: Blair Hamburg
Suite 1018

6300 Ridglea Place

Fort Worth, Texas 76116

lu.mu. Hm+uﬂhlm..xﬂrﬁu :-:?=_::::.:-:..__L.__::_:::—.T—:?-:L::



gt

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)

jamesbruc(@aol.com

July 28, 2009

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

To: Persons on Exhibit A

Ladies and gentlemen:

Enclosed is a copy of an application for a non-standard unit and compulsory pooling, filed with
the New Mexico Oil Conservation Division by Cimarex Energy Co., regarding the S%:NY: of
Section 34, Township 19 South, Range 34 East, N.M.P.M., Lea County, New Mexico.

This matter is scheduled for hearing at 8:15 a.m. on Thursday, September 3, 2009, in Porter Hall
at the Division’s offices at 1220 South St. Francis Drive, Santa Fe, New Mexico 87505. You
are not required to attend this hearing, but as an owner of an interest that may be affected by this

application, you may appear and present testimony. Failure to appear at that time and become a
party of record will preclude you from contesting the matter at a later date.

A party appearing in a Division case is required by Division Rules to file a Pre-Hearing
Statement no later than Thursday, August 27, 2009. This statement must be filed with the
Division’s Santa Fe office at the above address, and should include: The names of the party and
its attorney; a concise statement of the case; the names of the witnesses the party will call to
testify at the hearing; the approximate time the party will need to present its case; and
identification of any procedural matters that need to be resolved prior to the hearing. The Pre-
Hearing Statement must also be provided to the undersigned.

Very truly yours,

Attorney for Cimarex Energy Co.

ATTACHMENT
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Pear Resources
P.O. Box 11044
Midland, Texas 79702

Fuel Products, Inc.
P.O. Box 3098
Midland, Texas 79702

Michael J. Moncrief 2008 Trust A
Attention: Jerry Goodwin, CPA
Suite 1030

777 Taylor Street

Fort Worth, Texas 76102

Lee Wiley Moncrief Trust

¢/o U.S. Trust, Bank of America
Attention: Janet Cunningham, CPL
P.0. Box 2546
Fort Worth, Texas 76113

Hyde Oil and Gas Corporation
Attention: Blair Hamburg
Suite 1018

6300 Ridglea Place

Fort Worth, Texas 76116

W.A. Moncrief, Jr. Trust
Attention: Monica Cebell
950 Commerce Street
Fort Worth, Texas 76102

MGT Partners I, L.P., et al.
Suite 500

13727 Noel Road

Dallas, Texas 75240

EXHIBIT A



BEFORE THE NEW MEXICO OIL CONSERVATION DIVISION

APPLICATION OF CIMAREX ENERGY CO.

FOR APPROVAL OF A NON-STANDARD

OIL SPACING AND PRORATION UNIT AND

COMPULSORY POOLING, LEA COUNTY,

NEW MEXICO. Case No.

APPLICATION

Cimarex Energy Co. applies for an order (i) approving a non-standard oil spacing and
proration unit in the Bone Spring formation comprised of the S¥2N%2 of Section 34, Township 19
South, Range 34 East, NNM.P.M., Lea County, New Mexico, and (ii) pooling all mineral interests
in the Bone Spring formation underlying the non-standard unit, and in support thereof, states:

1. Applicant is an interest owner in the S"2N% of Section 34, and has the right to re-
enter or drill a well thereon.

2. Applicant proposes to drill the Mallon 34 Fed. Well No. 19 to a depth sufficient to
test the Bone Spring formation, and seeks to dedicate SY4NY: of Section 34 to the well to form a
non-standard 160 acre oil Spacing and proration unit (project area) for any formations and/or
pools developed on 40 acre spacing within that vertical extent, including the South Quail Ridge-
Bone Spring Pool. The well is a horizontal well, with a surface location at an orthodox location
in the SE4NEY, and a terminus at an orthodox location in the SWY“4NWY, of Section 34.

3. Applicant has in good faith sought to obtain the voluntary joinder of all other
mineral interest owners in the S2NY2 of Section 34 for the purposes set forth herein.

4, Although applicant attempted to obtain voluntary agreements from all mineral
interest owners to participate in the drilling of the well or to otherwise commit their interests to

the well, certain interest owners have failed or refused to join in dedicating their interests.



Therefore, applicant seeks an order pooling all mineral interest owners in the S/2N'; of Section

34, pursuant to NMSA 1978 §§70-2-17, 18.

5. The approval of the non-standard unit and the pooling of all mineral interests

underlying the S%2NY2 of Section 34 will prevent the drilling of unnecessary wells, prevent waste,

and protect correlative rights.

order:

WHEREFORE, applicant requests that, after notice and hearing, the Division enter its

A. Approving a non-standard oil spacing and proration unit (project area) in the Bone

Spring formation comprised of the S!2N% of Section 34,

B. Pooling all mineral interests in the S¥2N'2 of Section 34 in the Bone Spring

formation;
C. Designating Cimarex Energy Co. of Colorado as operator of the well;
D. Considering the cost of re-drilling and completing the well, and allocating the cost

among the well’s working interest owners;

E. Approving actual operating charges and costs charged for supervision, together
with a provision adjusting the rates pursuant to the COPAS accounting procedure; and
F. Setting a 200% charge for the risk involved in drilling and completing the well in

the event a working interest owner elects not to participate in the well.

Rz7tfully submitted,

James Bruce

Podt Office Box 1056

Santa Fe, New Mexico 87504
(505) 982-2043

Attorney for Cimarex Energy Co.
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JAMES BRUCE
ATTORNEY AT LAW

POST OFFICE BOX 1056
SANTA FE, NEW MEXICO 87504

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

(505) 9822043 (Phone)
(50%) 660-6612 (Cell)
(50%) 982-2151 (Fax)

iamesbruc@aol.com

August 13, 2009

CERTIFIED MAIL — RETURN RECEIPT REQUESTED
To: Persons on Exhibit A

Ladies and gentlemen:

Enclosed is a copy of an application for a non-standard unit and compulsory pooling, filed with
the New Mexico Oil Conservation Division by Cimarex Energy Co., regarding the S'%:S%: of
Section 34, Township 19 South, Range 34 East, N.M.P.M,, Lea County, New Mexico.

This matter is scheduled for hearing at 8:15 a.m. on Thursday, September 3, 2009, in Porter Hall
at the Division’s offices at 1220 South St. Francis Drive, Santa Fe, New Mexico 87505. You
are not required to attend this hearing, but as an owner of an interest that may be affected by this
application, you may appear and present testimony. Failure to appear at that time and become a
party of record will preclude you from contesting the matter at a later date.

A party appearing in a Division case is required by Division Rules to file a Pre-Hearing
Statement no later than Thursday, August 27, 2009. This statement must be filed with the
Division’s Santa Fe office at the above address, and should include: The names of the party and
its attorney; a concise statement of the case; the names of the witnesses the party will call to
testify at the hearing; the approximate time the party will need to present its case; and
identification of any procedural matters that need to be resolved prior to the hearing. The Pre-
Hearing Statement must also be provided to the undersigned.

Attomey for Cimarex Energy Co.
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EXHIBIT A

Pear Resources
P.O. Box 11044
Midland, Texas 79702

Fuel Products, Inc.
P.O. Box 3098
Midland, Texas 79702

Michael J. Moncrief 2008 Trust A
Attention: Jerry Goodwin, CPA
Suite 1030

777 Taylor Street

Fort Worth, Texas 76102

Lee Wiley Moncrief Trust

c/o U.S. Trust, Bank of America
Attention: Janet Cunningham, CPL
P.O. Box 2546
Fort Worth, Texas 76113

Hyde Oil and Gas Corporation
Attention: Blair Hamburg
Suite 1018

6300 Ridglea Place

Fort Worth, Texas 76116

W.A. Mongcrief, Jr. Trust
Attention: Monica Cebell
950 Commerce Street
Fort Worth, Texas 76102

MGT Partners I, L.P., et al.
Suite 500

13727 Noel Road

Dallas, Texas 75240

Providence Minerals, LL.C
Suite 209

14860 Montfort Drive
Dallas, Texas 75254



BEFORE THE NEW MEXICO OIL CONSERVATION DIVISION

APPLICATION OF CIMAREX ENERGY CO.

FOR APPROVAL OF A NON-STANDARD

OIL SPACING AND PRORATION UNIT AND

COMPULSORY POOLING, LEA COUNTY,

NEW MEXICO. Case No.

APPLICATION

Cimarex Energy Co. applies for an order (i) approving a non-standard oil spacing and
proration unit in the Bone Spring formation comprised of the S%4S!; of Section 34, Township 19
South, Range 34 East, N.M.P.M., Lea County, New Mexico, and (ii) pooling all mineral interests
in the Bone Spring formation underlying the non-standard unit, and in support thereof, states:

1. | Applicant is an interest owner in the S"2SY: of Section 34, and has the right to re-
enter or drill a well thereon.

2. Applicant proposes to drill the Mallon 34 Fed. Well No. 18 to a depth sufficient to
test the Bone Spring formation, and seeks to dedicate S'2S% of Section 34 to the well to form a
non-standard 160 acre oil spacing and proration unit (project area) for any formations and/or
pools developed on 40 acre spacing within that vertical extent, including the South Quail Ridge-
Bone Spring Pool.” The well is a horizontal well, with a surface location at an orthodox location
in the SWY%SWY, and a terminus at an orthodox location in the SEVSEY4, of Section 34.

3. Applicant has in good faith sought to obtain the voluntary joinder of all other
mineral interest owners in the S/25": of Section 34 for the purposes set forth herein.

4. Although applicant attempted to obtain voluntary agreements from all mineral
interest owners to participate in the drilling of the well or to otherwise commit their interests to

the well, certain interest owners have failed or refused to join in dedicating their interests.



Therefore, applicant seeks an order pooling all mineral interest owners in the S%:SY: of Section

34, pursuant to NMSA 1978 §§70-2-17, 18.

3. The approval of the non-standard unit and the pooling of all mineral interests

underlying the S2SY: of Section 34 will prevent the drilling of unnecessary wells, prevent waste,

and protect correlative rights.

order:

WHEREFORE, applicant requests that, after notice and hearing, the Division enter its

A. Approving a non-standard oil spacing and proration unit (project area) in the Bone

Spring formation comprised of the SY2S'; of Section 34,

B. Pooling all mineral interests in the S2S%2 of Section 34 in the Bone Spring
formation;

C. Designating Cimarex Energy Co. of Colorado as operator of the well;

D. Considering the cost of re-drilling and completing the well, and allocating the cost
among the well’s working interest owners;

E. Approving actual operating charges and costs charged for supervision, together
with a provision adjusting the rates pursuant to the COPAS accounting procedure; and

F. Setting a 200% charge for the risk involved in drilling and completing the well in

the event a working interest owner elects not to participate in the well.

tfully submitted,

es Bruce

P¢st Office Box 1056
S ta Fe, New Mexico 87504
(505) 982-2043

Attomney for Cimarex Energy Co.
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STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

APPLICATION OF CIMAREX ENERGY COMPANY

FOR APPROVAL OF A NON-STANDARD OIL SPACING AND PRORATION
UNIT AND COMPULSORY POOLING,

LEA COUNTY, NEW MEXICO CASE NO. 14361

APPLICATION OF CIMAREX ENERGY COMPANY

FOR APPROVAL OF A NON-STANDARD OIL SPACING AND PRORATION
UNIT AND COMPULSORY POOLING,

LEA COUNTY, NEW MEXICO CASE NO. 14368

APPLICATION OF CIMAREX ENERGY COMPANY

FOR APPROVAL OF A NON-STANDARD OIL SPACING AND PRORATION
UNIT AND COMPULSORY POOLING,

LEA COUNTY, NEW MEXICO CASE NO. 14369

APPLICATION OF CIMAREX ENERGY COMPANY

FOR APPROVAL OF A NON-STANDARD OIL SPACING AND PRORATION
UNIT AND COMPULSORY POOLING,

LEA COUNTY, NEW MEXICO CASE NO. 14370

AFFIDAVIT OF BLAIR HAMBURG

Blair Hamburg being of lawful age and first duly sworn, declares and states as follows:
I. I am the President of Hyde Oil and Gas Corporation and submit this affidavit
based on my personal knowledge.
2. In early July of 2009, Hayden Tresner of Cimarex called me to discuss
whether Hyde Oil and Gas Corporation was willing to farmout all of our acreage in
Sections 33 and 34 of Township 19 South, Range 34 East in Lea County, New Mexico.
[ informed him that Hyde Oil did not want to farmout such a large block of acreage but

ATTACHMENT
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would consider a farmout or other agreement on a well by well basis. Mr. Tresner
expressed a desire to meet at our offices the following Monday to discuss an initial
well, which he noted would be the Mallon 34 No. 16 well in the N/2 S/2 of Section 34.

3. During a second conversation, Mr. Tresner informed me that his trip had
been cancelled, that he would be meeting with management the following afternoon,
and that he would send me an email after his meeting.

4. No email was received from Mr. Tresner following this meeting nor did
Cimarex arrange any meeting with Hyde Oil to discuss its development plans.

5. Subsequent to these conversations with Mr. Tresner, Hyde Oil received
letters dated July 17, 2009 containing AFEs for the Mallon 34 Well Nos. 18, 19 and 20.
On August 3, 2009, Hyde Oil received a certified mailing from Cimarex’s attorney
concerning an application to pool for the Mallon 34 Well No. 16 and noting that a
hearing was scheduled before the Oil Conservation Division for August 20, 2009.

6. On August 17, 2009, Hyde Oil and Gas received a second certified
mailing from Cimarex’s attorney that included applications for pooling for the Mallon
34 Well Nos. 18, 19 and 20 and noting that a hearing was schedule before the Division
for September 3, 2009.

7. On August 17th, I sent an email to Mr. Tresner stating the Hyde Oil was
“confused because the paperwork we have received thus far from Cimarex, or on their
behalf, combined with previous phone conversations, has not been clear as to Cimarex's
plans, therefore making it difficult for us to make a decision.” Mr. Tresner called by

telephone and apologized for not providing a well proposal for the Mallon Well No. 16.




He stated that he would extend the pooling hearing if need be and get a well proposal to
Hyde Oil. Mr. Tresner followed up our conversation with the attached August 17th
email, sent after business hours, providing for the first time an AFE for the Mallon Well
No. 16 and indicating the pooling hearing for this well would be continued.

8. On August 26th, Mr. Tresner called to inform me that Cimarex was
proceeding with multiple pooling applications to avoid any down time after the drilling
of the initial well, that Cimarex desired a farmout covering both Sections 34 and 35,
and that if an agreement could not be worked out, Hyde Oil will be locked into a non-
consent position for the proposed wells.

9. On August 27th [ telephoned Mr. Will Jones at the Division and informed
him about my lack of familiarity with pooling proceedings in New Mexico and my
concerns about the actions taken by Cimarex. Mr. Jones suggested I contact and obtain
counsel, which I did on Friday, August 28th.

FURTHER AFFIANT SAYETH NAUGHT

Blair Hamburg

The foregoing instrument was subscribed and sworn to before me this ___ day of August,

2009 by Blair Hamburg.

Witness my hand and official seal.

Notary Public
My commission expires:




He stated that he would extend the pooling hearing if need be and get a well proposal to
Hyde Oil. Mr. Tresner followed up our conversation with the attached August 17th
email, sent after business hours, providing for the first time an AFE for the Mallon Well
No. 16 and indicating the pooling hearing for this well would be continued.

8. On August 26th, Mr. Tresner called to inform mec that Cimarex was
proceeding with multiple pooling applications to avoid any down time after the drilling
of the initial well, that Cimarex desired a farmout covering both Sections 34 and 35,
and that if an agreement could not be worked out, Hyde Oil will be locked into a non-
consent position for the proposed wells.

9. On August 27th 1 telephoned Mr. Will Jones at the Division and informed
him about my lack of familiarity with pooling proceedings in New Mexico and my

concerns about the actions taken by Cimarex. Mr. Jones suggested [ contact and obtain

counsel, which I did on Friday, August 28th.

FURTHER AFFIANT SAYETH NAUGHT

Blair Hamburg

The foregoing instrument was subscribed and sworn to before me ﬁ;iszl_ day of August,

2009 by Blair Hamburg,
Witness my hand and official seal.
S 4, Notary Pubhc
A b - O
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----- Farwarded Message ----
From: Hayden Tresner <htresner@cimarex.com>
To: blair hamburg <hogbhh@sbcglobal.net>

Sent: Monday, August 17, 2009 5:28:49 PM
Subject: FW: T

Blair:

In regard to our telephone conversation today, and also in response to your email of this date, attached is our proposal for the
reentry of the Mailon 34 Federal #16 Wgll, which will be the first of three additional wells that we will possibly drill in Section 34.

erefore, we propose to form a working interest unit that consists of all of Section 34. We welcome Hyde to participate, and
enter into an operating agreement naming Cimarex as operator. However, ir the event that you wish to farm-out a portion of you
interest, we request that the any farmout covers that portion of your interest in both Sections 34 and 35, as we have plans to
propose four more wells i1 Section 35 later this week. Because ownership is not common throughout both sections, we will neec
to have two separate operating agreements-one covering all of Section 34 and the other covering all of Section 35.

Thus far we have everyone but Hyde committed to either farm-out their interest in both sections, or participate in the reentry by
entering into an operating agreement covering all of Section 34. Obviously, once your interest is under contract, we will retract o

proposals for the grassroot wells in Section 34, which will be proposed at a later date (after the results of the reentry have been
evaluated) under the operating agreement.

The proposed Farmout Agreement that you received from us is identical to the one the Moncriefs executed. Hyde and Moncrief
both farmed-out their interests to our predecessors in title (Mallon Oil Co., et al.) when they drilled the Delaware wells in Section:
34 and 35, and consequently, we earned down to 100’ below the TD of each well. So now we are basically going back and

farming-out the deeper rights i.e. below the depths eamed under the previous farmout agreements, and the Exhibit "A" has been
prepared accordingly.

| apologize far any confusion that we have caused, but hopefully this email will help to clarify the situation. And please let me
know if there's any additional information that you need.

g
P.S. | am going to inform our regulatory attorney that | did not propose the reentry to you and ask him to continue the hearing. |
understand that the hearing is set for this Thursday, but hopefully we will have your interest committed before then.

-
Regards,

Hayden P. Tresner
Landman-Permian Basin Exploration
Cimarex Energy Co.

600 N. Marienfeld, Ste. 600
Midland, Texas 79701

(432) 571-7800 Phone

(432) 571-7856 Direct

(432) 571-7840 Fax
htresner@cimarex.com

This email (and attachments if any) is intended only for the use of the individual or entity to which it is addressed, and may contz
information that is privileged, confidential and exempt from disclosure under applicable law. if the reader of this email is not the
intended recipient, or the employee or agent responsible for delivering this message to the intended recipient, you are hereby
notified that any dissemination, distribution or copying of this communication is strictly prohibited. If you have received this

communication in error, please notify the sender immediately by return email and destroy all capies of the email (and at\achmén
if any).



