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IN RE: OPINION OF TITLE TO:

Tract 1: United States 0il and
Gas Lease NM 57280, insofar as it
covers NW¥%, NE%SW% Section 28,
containing 200 acres, more or less,
as to depths below 3,500 feet
subsurface;

Tract 2: United States 0il and
Gas Lease NM 77074, insofar as it
covers NW%SW% Section 28, con-
taining 40 acres, more or less;
and

Tract 3: United States 0il and No. 31,439
Gas Lease NM 82927, insofar as it
covers S%SW% .Section 28, containing
80 acres, more or less;

N Sl Sl Vsl il Nt N el NP sl Srat il Vo St ot S SnsP® Vet

said lands collectively composing
W% Section 28, Township 20 South,
Range 33 East, N.M.P.M., Lea
County, New Mexico, containing
320 acres, more or less.

Tomahawk "28" Fed. Com. No. 1

Top Hat Mesa Area BEFORE EXAM'NER STOGNER

Oil Conservation Division'
\hay Exhibit N,o._l_
CaseNo. Q68

Mitchell Energy Corporation
1000 Independence Plaza

400 West Illinois

Midland, Texas 79701

Attention: Mr. Steven J. Smith
Senior Landman

Gentlemen:

In connection with title to the captioned leases, insofar as
they cover the captioned lands and depths, we have examined the
following:

(a) Federal Abstract Company Abstracts No. 44759,
45740 and 46192, which collectively cover the records in the
Office of the Bureau of Land Management, United States
Department of the Interior, in Santa Fe, New Mexico,
pertaining to the captioned Lease NM 57280, insofar as it
covers Tract 1 of the captioned lands (NW%, NE%SW% Section
28), among other lands, from the inception of records to
November 2, 1992 at 9:00 A.M.;



Page - 2 - No. 31,439

(b) Federal Abstract Company Abstracts No. 44758 and
46187, which collectively cover the records in the Office of
the Bureau of Land Management, United States Department of
the Interior, in Santa Fe, New Mexico, pertaining to the
captioned Lease NM 77074, covering Tract 2 of the captioned
lands (NW%Sw¥% Section 28), from the inception of records to
October 30, 1992 at 9:00 A.M.;

(c¢) "Federal Abstract Company Abstract No. 46189, which
covers the records in the Office of the Bureau of Land
Management, United States Department of the Interior, in
Santa Fe, New Mexico, pertaining to the captioned Lease
NM 82927, insofar as it covers Tract 3 of the captioned
lands (S%Sw% Section 28), among other lands, from the
inception of records to October 30, 1992 at 9:00 A.M.;

(d) Elliott & Waldron Title and Abstract Co., Inc.
Abstract No. 92-663, which covers the public records of Lea
County, New Mexico, pertaining to the captioned lands from
the inception of records to November 6, 1992 at 7:00 A.M.;

(e) Copy of Operating Agreement dated September 1,
1989, between Mitchell Energy Corporation, as Operator, and
Santa Fe Energy Operating Partners, L.P., as Non-Operator;

and

(£) Copy of letter from Mitchell Energy Corporation to
Santa Fe Energy Operating Partners, L.P., Maralo, Inc. and
Neste 0il, Inc., dated October 27, 1992, transmitting a
revised Exhibit "A" to said Operating Agreement.

From our examination of the foregoing, and based solely
thereon, we now report the status of title to the captioned
leases and lands, limited to the captioned depths as to Tract 1,
for drilling purposes, as of the aforesaid dates of abstract

certificates, as follows:
I. TITLE TO SURFACE:
United States of America =---=--=c—ccoc—-- All

II. TITLE TO OIL AND GAS, OR TITLE TO 12.5% ROYALTY, SUBJECT TO

LEASES NM 57280, NM 77074 AND NM 82927:

United States of America ==———c——mew——eaa All

III. RECORD TITLE TO LEASES:

Tract 1 (United States 0il and Gas Lease NM 57280, insofar as it
covers NW%, NEXS8W% Section 28):

Mitchell Energy Corporation —-—-=we—c-——ne-- All

Tract 2 (United States 0il and Gas Lease NM 77074, insofar as it
covers NWLSwi Section 28):

Mitchell Energy Corporation —-==—-e-—ce-- All

Tract 3 (United States 0il and Gas Lease NM 82927, insofar as it
covers 8%8Wk Section 28):

Strata Production Company ==--==c——eee-- All

Iv. TITLE TO OPERATING RIGHTS:

Tract 1 (80% operating rights under Lease NM 57280, insofar as it

covers NWi, NE%SWX% section 28 as to deptng below 3,500 feet

subsurface)

Mitchell Fnerav Corporation —~—wececwceccememw 50%
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Santa Fe Energy Operating

Partners, L.P. --=——=---cc-vcccocenaan 25%
Maralo, InC. ===—==—=ccm-cec—cccccoccoomno 25%*
* The interest of Maralo, Inc. is subject to an
additional 0.3% overrldlng royalty interest, owned by
John Thoma.

Tract 2 (87.5% operating rights under Lease NM 77074 insof&r as

it covers Nwis8W% Section 28):

Mitchell Energy Corporation ----=-=ec-w-- 50%
Santa Fe Energy Operating
Partners, L.P., —==———-eeseecccccnnaea= 25%
Maralo, InC. =—==-—=—==—me———ccccmccccaco~- 25%*
* The interest of Maralo, Inc. is subject to an

additional 0.328125% overriding royalty interest, owned
by John Thonma.

Tract 3 (87.5% operating rights under Lease NM 82927, insofar as
it covers 8%8Wx Section 28):

Strata Production Company —--=-=—====ee=—=-- All

V. TITLE_ TO OVERRIDING ROYALTY INTERESTS:

Tract 1 (lLease NM 57280, insofar as it covers NW%, NE%8W% Section
28, below 3,500 feet subsurface):

Barber 0il, Inc., a New

Mexico corporation =--—-—-ceeececacao- 7.5% of 8/8
John Thoma, whose marital
status is unknown -=--ecmmccmcccccaea— 0.3% of 8/8%*
* The overriding royalty interest of John Thoma burdens

only the working interest of Maralo, Inc.

Tract 2 (Lease NM 77074, insofar as it covers NWx8W% Section 28):

John Thoma, whose marital
status is unknown ===-cccccccecrcca——a- 0.328125% of 8/8%*

% This overriding royalty interest burdens only the
working interest of Maralo, Inc.

Tract 3 (Lease NM 82927, insofar as it covers 8%8W% Section 28):

None

VI. OIL AND GAS LEASES - RENTALS - ASSIGNMENTS8 - OVERRIDING
ROYALTY INTERESTS8 - COMMUNITIZATION - OPERATING AGREEMENT -

PRODUCTION HISTORY:

1. 0il and Gas Leases: The principal features of the
captioned oil and gas leases are as follows:

Tract 1 (NW%, NEL8S8WX% Section 28):
Lease No.: NM 57280
Form: 3110~2
(January 1978)
Non-competitive
Date: April 1, 1984

Recording Data: This lease is not recorded in
Lea Countv., New Mexico. and



Page - 4 -~ No.

Lessor:
Original Lessee:

Lands Covered:

Term:

Rentals:

Royalty:

Other Features:

31,439

there is no necessity to
record it.

United States of America

Barber 0il, Inc.

Township 20 South, Range 33
East, N.M.P.M.

Lots 1, 2, S%NE%,
SE%

Section 8: NEX%

Section 9: N, NE%SE%

Section 13: SE%SE%

Section 20: E%NE¥%

Section 21: SE%SW%

Section 24: S%SE%

Section 28: NWX%,

Section 5:

NE%SW%

containing 1,281.34 acres,
more or less, in Lea County,
New Mexico. (It appears that
said lands in Sections 13 and
24 will be segregated into a
separate lease by assignment.
See Exception to Title No. 3
hereinbélow.)

Ten years and so long
thereafter as oil or gas is
produced in paying quantities.

$1.00 per acre or fraction
thereof, having increased to
$2.00 per acre or fraction
thereof for the second and
subsequent lease years by
virtue of notice to the lessee
that a portion of the lands
covered by the lease had been
included in a known geologic
structure. The federal
abstracts for this lease
reveal that rentals were paid
up to April 1, 1988, prior to

- which date a well capable of

producing oil or gas in paying
quantities was completed on
the lease, so that rentals are
no longer payable.

i2.5%

This lease contains a rider
adding Section 10 to the
lease, providing, among other
things, that development by
unconventional extraction
methods requires governmental
approval; a potash stipulation
under which wells may be
drilled only with governmental
approval, for the protection
of potash deposits; a surface
disturbance notice providing
that the lessee must comply
with requirements imposed for
the protection of the surface;
a rider containing
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Tract 2 (NWX8B8W% SBection 28):

Lease No.:

Form:

Date:

Recording Data:

Lessor:
Original Lessee:

Land Covered:

Term:

Rentals:

Royalty:

Other Features:

stipulations for the
protection of endangered or
threatened species and
cultural resources; and a
special stipulation regarding
steep slopes, watershed
damage, painting of facilities
and protection of live water.
See the attached schedule for
other features of this lease
form.

NM 77074

3100-11
(June 1988)
Competitive

October 1, 1988

This lease is not recorded in
Lea County, New Mexico, and
there is no necessity to
record it.

United States of America

Sun Exploration & Prod [sic]

Township 20 South, Range 33
East, N.M.P.M.

Section 4: Lots 1, 2, SE4NE%
Section 13: SW%sSwk%

Section 17: W%NE%, NW%SEX%
Section 20: NW%NE%

Section 28: NWksSwX

Section 34: NE%, N%NW%, NE%SE%

containing 640.52 acres, more
or less.

Five years and so long
thereafter as olil or gas is
produced in paying quantities.

$1.50 per acre or fraction
thereof during the primary
term, $2.00 per acre or
fraction thereof thereafter.
The federal abstract covering
this lease reveals that
rentals have been paid up to
at least October 1, 1992. See
our discussion of rental
payments hereinbelow.

12.5%

This lease contains an
attached stipulation, for the
protection of potash deposits,
that no wells may be drilled
except with the approval of
the District Manager of the
Bureau of Land Management.

See the attached schedule for
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other features of this lease

form.
Tract 3 (8%8W% Section 28):
Lease No.:! NM 82927
Form: 3100-11b
(August 1988)
Competitive
Date: November 1, 1989
Recording Data: This lease is not recorded in

Lea County, New Mexico, and
there is no necessity to
record it.

Lessor: United States of America
Original Lessee: Strata Production Company
Lands Covered: SkSWY%, Swk%SE% Section 28,

Township 20 South, Range 33
East, N.M.P.M., Lea County,
New Mexico, containing 120
acres, more or less.

Term: Five years and so long
thereafter as oil or gas is
producing in paying
quantities.

Rentals: $1.50 per acre or fraction
thereof during the primary
term, $2.00 per acre or
fraction thereof thereafter.
The federal abstract for this
lease reveals that rentals
have been paid at least up to
November 1, 1992. See our
discussion of rental payments

hereinbelow.
Royalty: 12.5%
Other Features: This lease contains an

attached stipulation, for the
protection of potash deposits,
that no wells may be drilled
except with the approval of
the District Manager of the
Bureau of Land Management.

See the attached schedule for
other features of this lease
form.

2. Rental Payments: As noted hereinabove, it appears that
rental payments for Lease NM 57280, covering Tract 1 (NW¥%, NE%Sw¥
Section 28) were made up until the establishment of production on
the lease. With respect to the other two leases, rentals
apparently have been paid at least up to their anniversary dates
in 1992, We suspect that the 1992 rental payments actually were
made on or before the anniversary dates, and that there has
simply been a delay in posting the information to the .
computerized case abstract for each lease. Nothing in the
abstracts, however, verifies that the 1992 rental payments were
made so0 as to maintain the leases in effect.
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CERTIFICAT Em”c&_eL it M (:L
e 106528
STATE OF NEW MEXICO ) RS T
EE i
COUNTY OF LEA ) o

Elliott & Wwaldron Title & Abstract Company, Inc., a
corporation, duly incorporated and doing business under and by
virtue of the laws of the State of New Mexico, hereby certifies
that the following is a 1list of all instruments filed 1listing
Strata Production Company as assignor and any other party as
assignee affecting title to the following described real estate
located in Lea County, New Mexico, to-wit:

S/2 SW/4, SW/4 SE/4 Section 28, Township 20 South, Range 33 East,
N.M.P.M., Lea County, New Mexico

NONE
This certificate covers time period beginning November 6, 1992 at
7:00 a.m. and ending January 19, 1992 at 7:00 a.m.

Although believing our interpretation of the records to
be correct, The Elliott & Waldron Title & Abstract Company, Inc.,
a corporation cannot properly certify to ownership, therefore we
limit this certificate accordingly. The liability of Elliott &
Waldron Title & Abstract Company, Inc., a corporation is limited to
a refund of the consideration paid for this Limited Certificate and
runs only in favor of the person paying such consideration in the
first instance. Issuer expressly disclaims any and all other

liabilities, warranties or responsibilities hereunder to any and

all other persons.



IN WITNESS WHEREOF, The Elliott & Waldron Title &
Abstract Company, Inc., a Corporation, has caused this Limited
Certificate to be signed at its office in the City of Lovington,
Lea County, New Mexico, on this 19th day of January, 1993 at 7:00
a.m.
ELLIOTT WALDRON TITLE & ABSTRACT CO., INC.

Q (fESéFkaé;)V“/

y Hardin, Assistant Secretary

Searcher: KH
No. 93-115-C



MEMORANDUM
January 19, 1993

To: Stave Smith \65

Land - Mid!and Office

From: Harriel Minton Q{W\ i

Joint Venture Accounting - Woodlands QOftice

Subject: Overhead tor Driliing and Producing Ogearations
Operating Agraement No. 1130
Various Lands in T-20-S, R-33-E
Lea County, New Mexico
Anasazi "8 Fed. No. 1 Waell
Top Hat ¥26° Fed. No. 1 Well

I have reviewed our Opsrating Agreemant No. 1130 in referencs to the Accaunting
Procedure for Joint Operations. Tha ovarhead ratss per well as defined uncer
Article ilf aré 2 fixed rate basls of $5,500 for driliing and $550 for proaucing.

The date of the agreement is September 1, 1989 and allows for an annual adjust-
ment as of the lirst day of April each ysar following the effective date of the
agresment. The annual adjustments are as follows:

DRILLING RATE
Effgctive Dates Percentage Incraase Effactive Rate
9/89 - 3/80 0 $5500
4/80 - 3/91 8.1 5946
4/91 - 3/92 7.2 6374
4/82 ~ 3/93 1.5 6470

PRODUCING RATE

_Effactive Dates Percentage Increase Eftactive Rate
9/89 - 3/80 0 3550
4/90 - 3/91 a.1 595
4/91 - 9/92 7.2 638
4/92 - 3/83 1.5 647

Therefors, the current rates to be charged per QOperating Agreement No, 1130 are
§6.470 for drilling and $847 tor producing wells.
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November 20, 1962

CERTIFIED RETURN REGEIPT MAIL , | e

Strata Production Company : -
648 Petroleum Building

ATGRel - - I
Roswell, New Mexico 88201 A1 dRAR! S
L56
Attention: Mr. Mark Murphy ot {Q~'€~—:.~f_~—-~-"- S
RE: Well Proposal and Farmout Request

Tomahawk "28" Fed COM #1

1,980' FWL & 1,650° FNL Section 28
Township 20 South, Range 33 East, NMPM
Lea County, New Mexico

TOP HAT MESA AREA

Dear Mr. Murphy:

As previously discussed in our telephone conversations on October
29th and November 18th, Mitchell Energy Corporation is preparing to drill
a 14,300 foot Morrow test at a location 1,980' FWL and 1,650’ FNL of
Section 28, T-20-S, R-33-E, Lea County, New Mexico. We anticipate a 320
acre proration unit for this well covering the W/2 of said Section 28
should the well be successfully completed in the Morrow which would
include 80.00 acres of your 120.00 acre lease which covers the S/2 SW/&4
and SW/4 SE/4 of said Section 28.

Please be advised that we have reviewed your propesal to sell the
deep rights only under your lease (below the base of the Wolfcamp at
approximately 11,700 feet) for $300.00 per net acre delivering a 78% net
revenue and have determined it to be unacceptable. As a counterproposal,
Mitchell respectfully requests a farmout of Strata Production Company's
interest in Federal 0il and Gas Lease NM-82927 covering the S§/2 SW/4 and
SW/4 SE/4 of Section 28, T-20-S, R-33-E, Lea County, New Mexico, based

upon the following general terms which are subject to final Mitchell
Management approval:

1. Within 120 days of execution of a formal Farmout
Contract, Mitchell would agree to commence
drilling operations at the above described
location with the intent to drill said well to a
depth of 14,300’ or a depth sufficient to
adequately test the Morrow Formation, whichever
is the lesser depth.

MITCHELL ENERGY CORPORATION 1000 INDEPENDENCE PLAZA
400 WL ILLINOIS, MIDLAND, TEXAS 79701 915/682-5396
A subsidiary of Mitchell Energy & Development Corp.
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Strata Production Company
November 19, 1992
Page 2

2. Upon completion of the test well as a commercial
producer, Mitchell would earn 100% of Strata's
interest within the proration unit assigned to
the well subject to Strata’s reservation of a
proportionately reducible overriding royalty
interest equal to the difference by which 22%
exceeds existing lease burdens. At payout of the
test well, Strata would have the option, but not
the obligation, to convert all of its retained
overriding royalty interest to a proportionately
reducible 25% working interest.

3. Mitchell would also have the right to earn the
balance of the Farmout Acreage not committed to
the proration unit for the test well under the
same terms described in item 2 above through
continuous development with no more than 120 days

between completion of ome well and commencement
of the next.

4, If the test well is completed and assigned a
proration unit which does not include Strata's
lease, Mitchell would have the option, but not
the obligation, to drill an option test well on
Strata's lease, or lands pooled therewith, within
90 days of completion of the initial test well.
Upon completion of the option test well as a
commercial producer, Mitchell would earn Strata’s
interest in the same manner as provided in items
2 and 3 above.

5. All rights earned would be limited to 100 feet
below total depth drilled in each earning well.

In the alternative, should Strata elect not to farmout to Mitchell
based upon the aforementioned terms, Mitchell would propose that Strata
participate in the captioned well for a 25% working interest. In
connection therewith, enclosed for your review and execution are two (2)
copies each of the AFE Cost Estimates for Dry Hole Costs and Completed
Well Costs for this well.



Strata Production Company
November 19, 1992
Page 3

Upon your review and consideration of this proposal, please indicate
your election to either farmout or participate by executing and returning
to the undersigned one (1) copy of this letter. Should you elect to
participate, please also execute and return one (1) copy each of the AFE
Cost Estimates along with your geological information requirements and the
names of personnel to receive reports. Should you elect to farmout, upon
receipt of your election, we will prepare and send you a more formal
Farmout Contract for your execution.

Thank you for your consideration and cooperation.
Sincerely,

MITCHELL ENERGY CORPORATION

SJS/jm

Enclosures

[] We elect to farmout based upon the aforementioned terms.

[:l We elect to participate in the Tomahawk "28" Fed COM #l

STRATA PRODUCTION COMPANY

BY:

TITLE:

DATE:




V- : .

Type Project (check 1 only)
= Explorator‘y O Injection - {J Water Supply
{0 Development - [J Disposal [J Depth -14,300"
Form B-l O Add O change [0 Delete Group Code
IAFE Number i ' Location Code
Property/Well Name __Tomahawk "28" Fed. #1 Department Number 712
Project Description Drill ’ County Lea St _NM
Net Working laterest-9. ~_ _ __ __ _ ' QOperator MEC
Estimated Date Project Will Be Complated _ (Mo /¥ra)
DRILLING COSTS Amount
INTANGIBLE
10 Dry Hole Abmdoument
11 Rig Mobilization ‘and Demobilization
12 - Power and Puel
13 Vater ! $ 35,000
14  Solids Control Equipment Rental 5,000
%15 Directional Equipment and Services
16 Fishing Tools and Services
17 Subsurface Casing Equipmant 7.900
.18 Contract Labor and Services (welding,inspect, csg crews, BOP tsts) 25,000
19 Supervision - Company and/or Com:ract (40 days @ $500/day) 20,000
50  Road and Site Preparation 30,000
51 Footage Contract Fee (14,300% @ $21.50/ft) 310,000
52 Daywork Contract Fee (5 days @ $5000/day) 25,000
53 Mud and Chemicals (mud-up @ '9400') 75,000 .
54  Bits and Reamers :
55 Drilling Tocol apd Equipment Rental (PVT, tank,WB,trailer, chk €3,000
56 Cement and Cement. Services ' - ) 50,000
%57  Open Hole Logging-Testing (incl 35 days ML, 2 log runs) 80,000
%58  Drill Steu Testing ° (1 DST) ‘ ~ 3,000
359 Coring and Analysis (SW) 5,000
60 Transportation - - X 14,000
61  Air/Marine Tramsportation i :
63  Overhead ) 10,000
64 .Iunsurance :
65 Company Labor and Services
*66  Prospect Generation - 20,000
67 Miscellaneous Services and Contingency 50,000
TOTAL IN‘I‘AN_GIBLE COSTS . $789,000
TANGIBLE o , .
21 Casing-Drive Pipe & Conduét:or : . 40' - 30" cond
$ 4,000
40  Casing - Surface '_2" 9 25,800
41 Casing - Intermedlate m-lsw:m1mm 110,000
42 Casinghead Equipment (Including Valves) (3000 psi) . 4,500
43 ‘Casing Spool (Including Valves) (5000 psi) . 18,000
44 Miscellaneous Equipment . ' e
_‘ TOTAL TANGIBLE COSTS - : . $162,300.
TOTAL DRILLING (DRY HOLE) COSTS ) ' $951,300 .
*x ‘Invalid for aisposal and water supply weilg.
MEDC 252~02 Prepared By: G. W. Tullos_
Rev. 4/29/85 S Date Prepared: 8/21/92
STRATA PRODUCTION COMPANY
BY:
TITLE:

DATE:




ratory

(?\ Type Projecc suuswm - . o

G Recomﬁle:ion {Zone Change Only)

- {0 Dbisposal )

AFE Number

[jiﬁxplb
[X Pevelopment (] Plug and Abandon (Previously Producing Well) Depth 13,800’
] Injection [0 Water Supply
- Delete Group Code
Form B-2 O Add [0 Change O De p

Location Code

STRATA PRODUCTION COMPANY
BY:

TITLE:

DATE:

Propercy/‘nlell Hame Anasazi '"'9" Fed Com {2 Department Nu.mber 730
Project Description Complete County Lea St. NM
Net Working Latevest _.o ., __ . . __ __ __ Operator MEC
Estimated Date Project Will Be Completed (Mo./Yr,)
COMPLETIUN COSTS Amount
TNTANGIBLE
22  Overhead § 2,000
23 Compsny Labor and Services . :
24 Concract Labor and Services 40,000
25 Air/Marine Transportation
26  Other Transportation 15.0Q0
27 Plugging and Abandonment
24 Rig Mobilization and Demobilization
29  Supervision ~ Company aid/ or Contract 3,000
30 Site Preparation and Clean-up 1.000
31 Subsurface Casing Equipment 5,000
32 Squeeze Cement and Service
33 Completion Fluids 4,000
34  Pump Truck Services 1,000
15, Rental Tools 10,000
36 Bits and Reamers
37 Insurance
38 Wireline Services 4.000
39  Fighing Tools and Services :
*53 Tertiary Injectants
68 Fencing
83 Daywork Contract Fee 10,000
84 Cement and Cement Services ~ Primary 30,000
85 Acidizing and Fracturing 20,000
*86 Cased Hole Logging and Perforating 32,000
94 Miscellaneous Services and Contingency | 5,000
TOTAL. INTANGIBLE COSTS §382,000 -
TANGIBLE .
69 Tubinghead Equipment (Including Valves) 14,000 :
70 Caslng-Production and/or Liner _ 13,800' sk" 17§ $-95 & N-30 92 .000
71  Tubing 13,600' 2 3/8" 4.7 N-80 39,500
72 Packers and Subsurface Equipment 5.000
73 Production Tree (Including Valves) 22,000
74  Storage Tanks 2-210 Bbl STL + 1-210 Bbl F.G. 10.000
75 Separating Equipment__ 250 MBTU 16"xB' Stack Pak & J0"x10' 3P Sep. 15.000
76 Treating Equipment : ]
77 Artlficial Lift Equipment . R
78  Line Pipe 5,000~
79  Valves and Fittings Beyond Wellhead 6,000
80  Miscellaneous Bquipment 4,500
gl Platform and Structures e
52 Metering Equipment 2,000
87 Pumps )
90 Electrical Equipment - s
vl Ingtrumentation Equipment : .
Y6  Dehydrators and Dryers i -
TOTAL TANGIBLE CUSTS $215,000
“TUTAL CUMPLETLON COSTS " $397,000
* Invalid for dispesal and water supply wells. )
MEUC 252-03 ' Prepared By: James Blount (Lg%@
Rey, 4/29/85 Date Prepared: =109 v
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! B P goSwELL NEW MEXICO 28201
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i”“7-4’ OByl N (( ’ December 9, 1%92

VIA TELEFAX (915-682-6439)HARD CCPY BY CERTIFIED MATL

Mitchell Energy Corporation
1000 Independence Plaza

400 W. Illinois

Midland, Texas 79701

Attention: Steven J. Smith, Senior Landman

Re: Well Proposal and Farmout Request per
Mitchell correspondence dated
November 20, 1992

Dear Mr. Smith:

We have reviewed Mitchell's proposal contained in the above-
referenced <correspondence and have determined it to  be
unacceptable. As a point of clarification, I proposed to you that
Strata would favorably consider selling the deep rights under the
S/2 SW/4 and SW/4 SE/4 of Section 28, T-20-S, R-33-E, Lea County,
New Mexico subject to the terms set forth in the above referenced
correspondence with the exception that the deep rights would
include from the top (not the base) of the Wolfcamp to 100' below
depth drilled. 1In the alternative, we would propose the following:

1. The purchase price 1s Thirty-six thousand dollars (120
acres x $300/acre).

2. Strata will deliver a 75% Net Revenue Interest with the
retained overriding royalty "pooled" under the W/2 of
Section 28. 1In other words, Strata would, regardless of
the proration unit, retain a 3.125% ORRI (12.3% %X 25%).

3. The rights to be delivered would be from surface to the
base cf the Pennsylvania Formation.

In an effort to accommodate Mitchell, I offer as an
alternative to the proposal set forth above the following general

farmout terms which are subiject i i proval by Strata and

Page 1 of 3
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it's partners:
W

1.

The acreage to be included in the farmout by Strata
et al is the S/2 SW/4 and SW/4 SE/4 of Section 28
limited in depth from the surface to the base of the
Pennsylvania Formation.

Within 120 days of execution of a formal Farmout
Contract, Mitchell would agree to commence drilling
operations at a legal location in the SW/4 NW/4
(Unit F) of Section 28, T-20-S, R-33~E, NMPM Lea
County, New Mexico with the intent to drill said
well to a depth of 14,300' or a depth sufficient to
adequately test the Morrow Formation, whichever is
the lesser depth.

Upon completion of the test well as a commercial
producer, Mitchell would earn 100% of Strata's
interest within the proration unit assigned to the
well subject to Strata's reservation of a
proportionately reducible overriding royalty
interest equal to the difference between existing
lease burdens and 25%. In other words, Strata et al
would deliver prior to payout of the test well a 75%
Net Revenue Interest. At payout of the test well,
Strata would have the option, but not the
obligation, to <convert all of its retained
overriding royalty interest to a proportionately
reducible 25% working interest.

Mitchell would also have the right to earn the
balance of the Farmout Acreage not committed to the
proration unit for the test well under the same
terms described in item 3 above through continuous
development with no more than 120 days between the

release of the drilling rig from one well and
commencement of the next.

If the test well is completed and assigned a
proration unit which does not include Strata's
lease, Mitchell would have the option, but not the
obligation, to drill an option test well on Strata's
lease, or lands pooled therewith, within 90 days of
release of the drilling rig from the initial test
well. Upon completion of the option test well as a
commercial producer, Mitchell would earn Strata's
interest in the same manner as provided in items 3
and 4 above.

The rights earned would be from the surface to the
base of the Pennsylvania Formation or 100 feet below
total depth drilled in each earning well.

Page 2 of 3



I would appreciate your response no 1later than Friday,

December 18, 1992. Thank you for your consideration and
cooperation.

Very truly yours,
STRATA PRODUCTION COMPANY

floa %~

Mark B. Murphy
President

MBM/clk

Page 3 of 3
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POST OFFICE DRAWER 1030 TTn s B e R ; i TELEPHONE (505) 622-1127
ROSWELL, NM 88202-1030 X TA FACSIMILE (505) 623-3533

200 WEST FIRST STREET, ROSWELL PETROLEUM BUILDING, SUITE 700
ROSWELL, NEW MEXICO 88201

W December 30, 1992'/

. E_ BEFORE EXAMINER STOGNER
' Via Telefax (915) 682-6439 Qil Conservation Division

M Tche T
Mitchell Energy Corporation —'/'{ Exhibit No. i_
1000 Independence Plaza Case No. 1065¢
400 W. Illinois '
Midland, Texas 79701

Attention: Steven J. Smith, Senior Landman

Re: Letter Agreement Concerning Purchase and Sale of United States
0il and Gas Lease NM 82927 which covers the following lands in
Lea County, New Mexico

Township 20 South, Range 33 East, N.M.P.M.
Section 28: S 1/2 SW 1/4, SW 1/4 SE 1/4
being 120 acres more or less

North Gavilon Prospect

Dear Gentlemen:

This Letter Agreement ("Agreement") sets forth our Agreement
regarding Mitchell Energy Corporation ("Mitchell") obligation to
purchase and Strata Production Company's ("Strata") obligation to
sell the above-described lease and lands ("Subject Lease") on the
following terms and conditions:

1. Assignment: Strata shall at Closing execute and deliver
an assignment of 100% of the record title in the Subject
Lease by execution and delivery of quadruplicate
originals of the Assignment of Record Title Interest
("Strata Assignment") attached hereto as Exhibit A. The
Strata Assignment includes by an exhibit thereto with
various provisions (including specifically a reassignment
provision) which  Mitchell hereby approves and
acknowledges.

2. Reserved Overriding Royalty Interest: The Strata
Assignment reserves unto Strata an overriding royalty
interest ("ORRI") equal to (1) 1.875% 8/8ths of the oil




and/or gas produced, saved and marketed from the Subject
Lease insofar as it covers the S 1/2 SW 1/4, and (2)
.9375% of 8/8ths of the o0il and/or gas produced, saved
and marketed from the Subject Lease insofar as it covers
the SW 2/4 SE 1/4.

3. Payment of Purchase Price: Mitchell hereby agrees
unconditionally to pay unto Strata at Closing

$18,000.00 in consideration of the execution and
delivery of the above-described assignment. In the
event Mitchell fails to pay this amount when due,
Strata shall be entitled to bring a suit for
collection and shall be entitled to recover all
reasonable costs including specifically attorney's
fees, plus 15% interest on the unpaid amount

until paid.

4. Additional Consideration: As additional consideration
for the Strata Assignment, Mitchell hereby agrees to
assign unto Strata (1) an overriding royalty interest
equal to 1.875% of 8/8ths of the oil and/or gas produced,
saved and marketed from the lease or leases covering the
N 1/2 SW 1/4 and NW 1/4 of Section 28, and (2) an
overriding royalty interest equal to .9375% of 8/8ths of
the o0il and/or gas produced, saved and marketed from the
lease or leases covering the SE 1/4 SE 1/4, N 1/2 SE 1/4
and NE 1/4 of Section 28. This Assignment ("Mitchell
Assignment”) shall be on an appropriate form or forms for
filing with the BLM and recording in the Lea County
Records. The Mitchell Assignment shall be made without
warranty, express or implied, except by, through or under
Mitchell. The Mitchell Assignment shall contain the
following language concerning the calculation and payment
of overriding royalty interest:

The overriding royalty interest hereby assigned shall be
computed and paid at the same time and in the same manner
as royalties payable to the lessor under the terms of the
lease are computed and paid, and Strata shall be
responsible only for its proportionate part of all taxes
and assessments levied upon or against or measured by the
production of o0il and/or gas therefrom. It is expressly
agreed and understood that Strata and its successors-in-
interest and assigns shall have the right to receive
overriding royalty payments directly from the oil and/or
gas purchasers.

Mitchell represents and warrants unto Strata that it owns or
controls a sufficient interest in the above-described lands to make
the Mitchell Assignment.

5. Title: By execution and delivery of this Agreement in a
timely manner, Mitchell is deemed to have approved title



as it now stands. Mitchell agrees and acknowledges that
it is prepared to close on the basis of such title.
Mitchell shall be excused from paying the purchase price
at Closing only if Strata takes some affirmative action
which adversely affects title to the Subject Lease.

6. Closing: The Closing shall take place at 10:00 a.m. on
January 8, 1993 at the offices of Strata at 100 North
Pennsylvania, Roswell, New Mexico. The time and place of
Closing may be changed only by the mutual agreement of
the parties hereto.

7. Undisclosed Owners: There are certain undisclosed owners
of undivided interest in the Subject Lease whose interest
are not reflected in 4:::e county or Bureau of Land

S

Management records. trata hereby represents and
warrants unto Mitchell at it has the right, power and
authority to sell 100% of the bject Lease for the
benefit of such undisclosed ownegiis

Authority: The undersigned signatories hereby represent
and warrant unto each other that they have actual,

express authority to execute this Agreement and bind
their respective companies to perform under the terms
hereof. At the same time Mitchell delivers to Strata an
executed original of this Agreement, it will provide
Strata with a copy of the Power of Attorney of the
undersigned signatory.

9. Execution in Counterparts: This Agreement may be
executed in any number of counterparts, and each such
counterpart hereof shall be deemed to be an original
instrument, but all such counterparts together shall
constitute for all purposes one Agreement.

10. Geologic and Technical Information: Mitchell agrees to
provide to Strata, in a timely manner, all drilling and
geclogic information for any wells drilled on the Subject
Lease, or drilled on a proration unit which contains all
or any portion of the Subject lease including well logs,
mudlogs, core data, drilling time and related drilling,
completion and production information.

Q:E) Binding Effect: The terms, limitations and conditions of
this Agreement shall be covenants running with the
ownership of the Subject Lease and, as such, shall be
binding upon and shall insure to the benefit of the
parties hereto, their heirs, personal representatives,
successors and assigns.

If the terms of this Agreement correctly set forth Mitchell's
understanding, please execute both originals of this Agreement and
return one executed original to Strata.



Very truly yours,
STRATA PRODUCTION COMPANY

oA

Mark B. Murphy
President

MBM/clk

Agreed to and accepted by

of Mitchell Energy Corporation, on behalf of said company.

Date

Title:




EXHIBIT A"~ that certain Letter Agreement ted December 30, 1992.

Form 3000-3 UNITED STATES FORM APPROVED
Hume 1988) DEPARTMENT OF THE INTERIOR OMB NO. 1004-0034
BUREAU OF LAND MANAGEMENT Expires:  August 31, 1989
ASSIGNMENT OF RECORD TITLE INTEREST IN A Lease Serial No.

LEASE FOR OIL AND GAS OR GEOTHERMAL RESOURCES | nNM-82927

Lease Effective Date
Mineral Leasing Act of 1920 (30 U.S.C. 181 et seq.) (Anniversary Date)
Act for Acquired,Lands of 1947 (30 U.S5.C. 351-359)
Geothermal Steam Act of 1970 (30 U.S.C. 1001-1025)

Department of the Interior Appropriations Act, Fiscal Year 1981 (42 U.S.C. 6508)

New Serial No.

Type or print plainly in ink and sign in ink.

PART A: ASSIGNMENT

1. Assignee* Mitchell Energy Corporation
Street 1000 Independence Plaza
City, State, ZIP Code 400 W. Illinois

Midland, Texas 79701

*If more than one assignee, check here [J and list the name(s) and address(es) of all additional assignees on the reverse of this form or on a
separate attached sheet of paper.

This record tite assignment is for: (Check one) xJ Oil and Gas Lease, or [ Geothermal Lease

Interest conveyed:' (Check one or both, as appropriate) (X Record Title, [J Overriding Royalty, payment out of production or other similar
interests or payments

[
H

This assignment conveys the following interest:

Land Description Percent of Interest Percent of
Overriding Royalty
or Similar Interests

Addlitional space on reverse, if needed. Do not submit documents or agreements other than Owned Conveyed Retained

this, form; such documents or agreements shall only be referenced herein.

Reserved Previously
reserved
or conveyed
a b c d e f
The following lands in Lea County, NM: 100% 100% 0 L.875%% 0
Township 20 Scouth, Range 33 East, N.M.P.M. .93758%*

Section 28: SkSwk, SW4SEX
Comtaining 120 acres, more or 1less.

The lease and lands covered thereby are herejnafter| referfed to as the

Subiect Lease."

This Assignment of Record Title Interest is pubject to the terms| conditions
and limitations contained in Exhibit "A" herg¢to, and a Letter Agreementy dated
December 30, 1992 between the parties hereto}

*Am overriding royalty interest equal to 1.805% of |8/8ths|is resprved ynder
the SkSwWk.

**mn overriding royalty interest equal to .9B75% off 8/8th$ is rekserved funder
ithe SW4%SEX%.

FOR BLM USE ONLY~—DO NOT WRITE BELOW THIS LINE
UNITED STATES OF AMERICA

Tthis assignment is approved solely for administrative purposes. Approval does not warrant that either party to this assignment holds legal or
¢qguilable title to this lease.

o Assignment approved for above described lands; (0 Assignment approved for attached land description

Asssignment approved effective O Assignment approved for land description indicated on reverse
of this form.




Part A (Continued): ADDITIONAL SPACE for Names and addresses of addittonal assignees in Item No. 1. it nesded. or for Land Description in Item No. 2. if
. ' needed.

STATE OF NEW MEXICO )
: ss.
COUNTY OF CHAVES )
The foregoing instrument was acknowledged before me this day of

, 1993, by Mark B. Murphy, President of Strata Production

Company, a New Mexico corporation, on behalf of said corporation.

Notary Public

My Commission Expires:

" PART B: CERTIFICATION AND REQUEST FOR APPROVAL

1. The assignor certifies as owner of an interest in the above designated lease that he’/she hereby assigns to the above assignee(s) the rights specified above.

[

Assignee certifies as follows: (a) Assignee is a citizen of the United States: an association of such citizens; a municipality: or a corporation organized under the laws
of the United States or of any State or territory thereof. For the assignment of NPR-A leases. assignee is a citizen. national, or resident alien of the United States or
association of such citizens, nationais, resident aliens or private. public or municipal corporations. (b) Assignee is not considered a minor under the laws of the State
in which the lands covered by this assignment are located: (¢) Assignee’s chargeable interests, direct and indirect. in either public domain or acquired lands, do not exceed
200.000 acres in oil and gas options or 246.080 in oil and gas leases in the same State, or 300.000 acres in leases and 200.000 acres in options in each leasing District
in Alaska, if this is an oil and gas lease issued in accordance with the Mineral Leasing Act of 1920 or 51,200 acres in any one State if this is a geothermal lease: (d) All
parties holding an interest in the assignment are otherwise in compliance with the regulations (43 CFR Group 3100 or 3200) and the authorizing Acts; (e) Assignee is
in compliance with reclamation requirements for ail Federal oil and gas lease holdings as required by sec. 17(g) of the Mineral Leasing Act. and (f) Assignee is not in
violation of sec. 41 of the Mineral Leasing Act.

3. Assignee’s signature to this assignment constitutes acceptance of all applicable terms. conditions, stipulations and restrictions pertaining to the lease described herein.

For geuthermal assignments, an overriding royalty may not be less than one-fourth (%) of one percent of the value of output. nor greater than 50 percent of the rate of royaity
due to the United States when this assignment is added 1o all previously created overriding royalties (43 CFR 3241).

[ certify thut the statements made herein by me are true. compiete. and correct to the best of my knowledge and belief and are made in good faith.

Executed this _______ day of .19 Executed this day of .19
i i 11 Ener Corporation
Name of Assignor as shown on current lcaseStrata Production Mitche nergy P
Please type or print Comp any
Assignor _ Assignee '
oBy: Mark B. MurpHg“® President or (Signature)

Anorney-in-fact Attorney-in-fact

(Signature) (Signature)
___P._ 0. _Box 1030 1000 Independence Plaza

(Assignor's Address) 400 W. Illinois
__ _Foswell, NM 88202-1030 Midland, Texas 79701
(City) (State) (Zig Code)

Title 18 U.S.C. Sec. 1001 mukes it a crime for any person knowingly and wilttully to make 10 any Department or ageney of the United States any fulse, fictitious or fraudulent
sitements ar representations as to any matter wathin its jurisdiction,

® US GOVERNMENT PRINTING OFFICE: 1988—673-016/95011



THIS EXHIBIT A IS ATTACHED TO THE ASSIGNMENT
OF RECORD TITLE INTEREST BY STRATA PRODUCTION
COMPANY TO MITCHELL ENERGY CORPORATION.

EXHIBIT A

ADDITIONAL TERMS AND PROVISIONS

1. Reassignment:

a.

If Assignee ("Mitchell") fails to commence actual
drilling operations on the Subject Lease or on lands
communitized or unitized therewith on or before 120
days before the end of its primary term then Mitchell
shall reassign to Assignor ("Strata") all of Mitchell's
right, title and interest in the Subject Lease, without
further encumbrance or limitation. The reassignment
shall be on a form appropriate for filing in the county
and with the BLM; it shall be on a form which is to the

reasonable satisfaction of both parties.

If Mitchell fails or refuses to make the reassignment in
a timely manner, then it shall be obligated to pay to
Strata 1liquidated damages equal to $18,000.00 upon

demand by Strata.

If Strata is required to bring legal action to enforce
this reassignment provision of payment of liquidated
damages, then it shall be entitled to recover all

reasonable costs including its attorneys' fees.



Rentals:

Mitchell will use its best efforts to pay all rentals and/or
minimum royalties that may be necessary to maintain the
subject lease in force and effect 1in the absence of
production. Mitchell has a current inter-company system set
up to pay its rental and/or minimum royalty obligations.' If
due to a failure in our system, or human error without
malicious intent, a rental and/or minimum royalty payment
required to maintain the subject lease in force and effect is
not properly paid, Mitchell shall not be liable to Strata for
this non-payment. In the event a rental and/or minimum
royalty payment is not paid by Mitchell due to malicious
intent, Mitchell will be liable to Strata for the liquidated

damage amount described in 1.b.

Overriding Rovalty Interest:

Strata hereby excepts and reserves an overriding royalty
interest equal to (1) 1.825% of 8/8ths of the oil and/or gas
produced, saved and marketed from the Subject Lease insofar as
it covers the S 1/2 SW 1/4, and (2) .9375% of 8/8ths of the
0oil and/or gas produced, saved and marketed from the Subject
Lease insofar as it covers the SW 1/4 SE 1/4. This overriding
royalty interest shall be computed and paid at the same
time and in the same manner as royalties payable to t he

lessor under the terms of the Subject Lease are computed



5.

and paid, and Strata shall be responsible for its
proportionate part of all taxes and assessments levied upon or
against or measured by the production of o0il and/or gas
therefrom. The overriding royalty interest shall be the total
obligation and shall include all existing overriding
obligations payable out of production from the Subject Lease
over and above the royalty payable to lessor, and shall be
proportionately reduced if this assignment grants to Mitchell
less than the entire leasehold estate in the Subject Lease.
It is expressly agreed and understood that Strata and its
successors in interest and assigns shall have the right to
receive overriding royalty payments directly from the oil

and/or gas purchasers.

Binding Effect:

The terms, limitations and conditions for this Assignment
shall be covenants running with the ownership of the Subject
Lease covered by this Assignment and, as such, shall be
binding upon and shall inure to the benefit of the parties
hereto, their heirs, personal representatives, successors, and

assigns.

Warranty:

This Assignment is made without warranty, express or implied,

except by, through or under Strata.
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COPY VIA FAX
ORIGINAL VIA CERTIFIED MATL

January 5, 1993

BEFORE EXAMINER STOGNER
Oil Conservation Division

Strata Production Company M Tche lf -
200 West First Street — E'Xh'p't No. ——13

Suite 700 C
Roswell, New Mexico 88201 ase No. Mg

Attention: Mr. Mark B. Murphy
President

i
¢
!

RE: Purchase of Non-Producing Leasehold

Federal 0il and Gas Lease NM-82927
Township 20 South, Range 33 East, NMPM
Section 28: S/2 SW/4 and SW/4 SE/4
containing 120.00 acres, more or less
Lea County, New Mexico

TOP HAT MESA PROSPECT

Dear Mr. Murphy:

This letter shall serve to confirm the agreement reached on or about
December 23, 1992, between Mitchell Energy Corporation ("Mitchell") and
Strata Production Company ("Strata") regarding the sale by Strata of all
of its 100% Record Title Interest and Operating Rights in the captioned
lease and lands to Mitchell. The general terms agreed to are as follows:

1) Strata agrees to assign to Mitchell 100% of the
Record Title to the captioned lease and lands as
to all depths. Said assignment shall be on the
appropriate Federal Form and shall be in
quadruplicate. Therein Strata shall reserve unto
itself an overriding royalty equal to the
difference by which 20% exceeds existing lease
burdens thereby delivering to Mitchell an 80% net
revenue assignment.

2) As consideration for the assignment, Mitchell
agrees to pay Strata a total of $18,000.00 being
$150.00 per net mineral acre assigned.

MITCHELL ENERGY CORPORATION 1000 INDEPENDENCE PLAZA
400 WL ILLINOIS, MIDLAND, TEXAS 79701 915/682-5396
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If the terms stated above correctly set forth the agreement between
Strata and Mitchell concerning the sale by Strata of the captioned lease
and lands to Mitchell, please execute and return to the undersigned one

copy of this letter.
Sincerely,

MITCHELL GY CORPORATION

$JS/jm

Enclosures

ACCEPTED AND AGREED TO THIS DAY OF , 1993.

STRATA PRODUCTION COMPANY

MARK B. MURPHY
PRESIDENT
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TELEPHONE (505) 622-1127
FACSIMILE (505) 623-3533

,93 B &M- BORE EXAMINER STOGNER I

200 WEST FIRST STREET, ROSWELL PETROLEUM BUILDING, sumyo
ROSWELL, NEW MEXICO 88201 Conservation Division

POST OFFICE DRAWER 1030
ROSWELL, NM 88202-1030

5"'o :

!
MiTchell Exhibit No, Vvd

January 6, 1993 ;
Case No. {p¢se '

Via Telefax (915) 682-6439/Hard Copy by Certified Mail.

Mitchell Energy Corporation
1000 Independence Plaza

400 West Illinois

Midland, Texas 79701

Re: Strata's North Gavilon Prospect
Mitchell's Top Hat Mesa Prospect
Lea County, New Mexico

Dear Steve:

I have informed my partners that Mitchell has refused to
execute Strata's Letter Agreement dated December 30, 1992. We have
also reviewed and discussed Mitchell's counter proposal dated
January 5, 1993. Unfortunately, it appears that we will be unable
to resolve the sale, farmout or participation by Strata prior to
the OCD hearing scheduled for Thursday January 7, 1993. In
accordance with our discussion yesterday, you advised me that
Mitchell will request that the OCD force pooling hearing be
rescheduled for the next hearing date which you stated that you
believed will be on or about January 21, 1993. Please ask your
counsel (Tom Kellahin) to forward a copy of said request to me by
facsimile (505) 623-3533.

It is our desire to continue discussions with Mitchell in
order to facilitate the drilling of the Tomahawk "28" Federal Com
#1. As we have discussed, Strata may wish to join in the drilling
of said well. You have provided an Authority for Expenditure Cost
Estimate. However, it 1s my understanding that the proposed
location that Mitchell now intends to drill has been changed from
your original proposal. It is also my understanding that there is
or may be a challenge by offset operators and owners to your
currently proposed 1location. We wish to be apprised of any
opposition to Mitchell's proposed location as this is pertinent to
our decision. Please advise me of the location that Mitchell now
intends to drill.

Page 1 of 2
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In addition, in order for Strata to determine if we wish to
participate we will need to review and possibly discuss Mitchell's
proposed Joint Operating Agreement. Please provide me a copy of
said JOA at you earliest convenience.

Very truly yours,
STRATA PRODUCTION COMPANY

e

Mark B. rphy
President

MBM/mo

cc: Sealy Cavin, Jr., Esq.
Stratton and Cavin
320 Gold Avenue S.W., Suite 918
Albuquerque, New Mexico

Page 2 of 2
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January 7, 1993

COPY VIA FAX
ORIGINAL VIA CERTIFIED MATL

_ BEFORE EXAMINER STOGNER
Strata Production Company
200 West First Street Oil Conservation Division
Suite 700 -
Roswell, New Mexico 88201 M/ Tche ! Exhibit No. /2
Attention: Mr. Mark B. Murphy Case No. l0¢J ¢
President

J

RE: Tomahawk "28" Fed. COM #1 Well
1,980' FWL & 1,650’ FNL Section 28
Township 20 South, Range 33 East, NMPM
Lea County, New Mexico
TOP HAT MESA PROSPECT

Dear Mr. Murphy:

In response to your letter dated January 6, 1993, please be advised

that the location for the captioned well remains as proposed to Strata
letter dated November 20, 1992. While said location is unorthodox, it
so only because of archeological and topographical reasomns. In fact,
compulsory pooling were not an issue, this location would likely
approved administratively by the NMOCD. To this date, we are unaware
any protests and expect none. If you become aware of any opposition
Mitchell’s location, we wish to be apprised of such opposition.

by
is
if
be
of
to

Pursuant to your request, enclosed is a copy of the Joint Operating
Agreement Mitchell proposes to govern Strata's participation in the

captioned well. The enclosed Joint Operating Agreement is identical

to

the Joint Operating Agreement in place between the parties who have
already agreed to participate In this well with the exception of the

following:

1) The enclosed Joint Operating Agreement 1s dated
January 1, 1993;

2) The contract area covers only the W/2 of said
Section 28 being the proposed proration unit for
the captioned well;

3) Article VI.A. has been revised to reflect the

drilling of the captioned well;

MITCHELL ENERGY CORPORATION 1000 INDEPENDENCE PLAZA
400 W. HILINOIS, MIDLAND, TEXAS 79701 915/682-5396
A subsidiary of Mitchell Energy & Development Corp.
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4) The overhead rates in the COPAS have been revised
to reflect the rates currently in use under the
existing Joint Operating Agreement.

As a matter of clarification, the following is a summary of the
discussions and correspondence between Strata and Mitchell to date
regarding the captioned well:

1) On October 28, 1992, you returned my telephone
call of October 26, 1992. I advised you of
Mitchell’s desire to drill the captioned well.
You advised that Strata had no interest in

»participating in a deep well but would consider
selling its interest in Federal Lease NM-82927
covering the S/2 SW/4 and SW/4 SE/4 of Section
28, T-20-S, R-33-E, for $300.00 per net acre
delivering a 78% net revenue and retaining all
rights above approximately 11,707 feet.

2) On November 18, 1992, you returned my telephone
call of November 17, 1992. I advised you that
Mitchell Management had considered Strata’s
proposal to sell 1its lease and found it
unacceptable. You advised that you felt your
offer to be reasonable and advised again that
Strata had no interest in participating in the
proposed well.

3 By 1letter dated November 20, 1992, Mitchell
officially advised Strata that its offer to sell
its lease was unacceptable. As a counterpro-
posal, Mitchell requested a farmout of Strata’s
lease, or in the alternative, that Strata
participate for a 25% interest in the captioned

well,

4) By letter dated December 9, 1992, Strata advised
that Mitchell’s counterproposal of November 20,
1992, was unacceptable. As an alternative,

Strata proposed to either a) sell its lease from
the surface to the base of the Pennsylvania
formation for $300.00 per net acre delivering a
75% net revenue with the provision that Strata's
retained ORRI be pooled under the W/2 of said
Section 28 or b) farmout its interest under
substantially the same terms proposed in
Mitchell’'s letter of November 20, 1992.

5) On or about December 16, 1992, I contacted you by
telephone and advised you that Mitchell would
accept Strata’s proposal to Farmout as outlined
in Strata's letter dated December 9, 1992. You
advised that you preferred to sell rather than



6)

7)

8)

9)

10)

- -

farmout and asked that Mitchell consider making
Strata its best offer to purchase Strata’s lease.

On or about December 18, 1992, you contacted me
by telephone and I advised you that Mitchell
would consider purchasing all of Strata's right,
title and interest in Federal Lease NM-82927 for
$150.00 per net acre with Strata reserving an
overriding royalty equal to the difference by
which 20% exceeds existing lease burdens thereby
delivering to Mitchell an 80% net revenue
assignment. You advised that you would recommend
to your partners accepting Mitchell’s offer and

.would call me back with an answer.

On or about December 23, 1992, you contacted me
by telephone and advised that Strata had accepted
Mitchell’s proposal to purchase its interest in
the subject lease. We discussed the need for a
confirmation letter and you advised that you
would draw one up and try to have it to me the
next day.

On December 30, 1992, wvia telefax, Strata
submitted to Mitchell a Letter Agreement dated
December 30, 1992, intended to govern the sale by
Strata of Federal Lease NM-82927 to Mitchell.
While the Letter Agreement correctly described
the lease and the agreed to purchase price, it
also contained numerous other terms and
conditions which were not discussed in our two
preceding telephone conversations including, but
not limited to, a provision to pool Strata's
retained overriding royalty under All of said
Section 28.

On January 5, 1993, via telefax and by U.S. Mail,
Mitchell submitted to Strata a Letter Agreement
dated January 5, 1993, intended to confirm the
terms discussed and agreed to in our two
preceding telephone conversations regarding the
sale by Strata of Federal Lease NM-82927 to
Mitchell.

On January 5, 1993, you contacted me by telephone
and we discussed each other’s letter agreements.
I advised that pooling Strata's ORRI was not part
of Mitchell’s offer to purchase Strata’s lease
and was not something Mitchell would consider.
You advised that, while we had not discussed
pooling the ORRI, you felt it was implicitly part
of the agreement because you had made it part of
your December 9, 1992, letter. I advised that I
disagreed.
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1) On January 6, 1993, via telefax and by U.S. Mail,
Strata sent to Mitchell a letter dated January 6,
1993, indicating that, while an impass apparently
had been reached in our negotiations, Strata
wanted to continue discussions in an effort to
facilitate the drilling of the captioned well.
Additionally, you indicated that Strata might now
consider participating An the ptoposed well:and
you necessarily requested a copy of a proposed = -
Joint Operating Agreement, a copy of which is
attached.

It is also Mitchell's desire to continue discussions with Strata
that might result in a cooperative agreement facilitating the drilling of
the Tomahawk "28" Fed COM #1 Well. 1In order to make clear Mitchell’s
position on this matter, we offer to you, in order of preference,
solutions to the apparent impass that Mitchell is willing to accept.

1) Strata agrees to participate in the drilling of
the captioned well as proposed in Mitchell's
letter to Strata dated November 20, 1992,

2) Strata agrees to sell all of its right, title and
interest in Federal Lease NM-82927 to Mitchell
pursuant to the terms outlined In Mitchell'’s
letter to Strata dated January 5, 1993.

3) Strata agrees to farmout its interest in Federal
Lease NM-82927 to Mitchell pursuant to the terms
outlined in Strata’s letter to Mitchell dated
December 9, 1992, subject to the following
changes:

a) On line 3 of item 2 on page 2, the word
"legal" be deleted.

b) On line 3 of item 2 on page 2, the legal
description "SW/4 NW/4" be revised to
read "SE/4 NW/4".

We look forward to hearing from you regarding this matter in the
near future.

Sincerely,

8J5/jm
Enclosures
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January 12, 1993 Case No. [0£5§

ROSWELL, NEW MEXICO 88201

Via Telefax (915) 682-6439/Hard Copy by Certified Mail

Mitchell Energy Corporation
1000 Independence Plaza

400 West Illinois

Midland, Texas 79701

Attn: Steve Smith

RE: Response to Mitchell
correspondence dated
January 7, 1993.

Dear Mr Smith:

I appreciate you clarifying that it is Mitchell's intent to
drill the above referenced well at the following location: 1980'
FWL & 1650' FNL Section 28 T-20-S, R-33-E NMPM. We continue to
be in opposition to a West Half spacing unit and would note that
Mitchell's proposed location is orthodoxed for a North Half
spacing unit. While we understand that you wish to hold the NW/4
SW/4 of Section 28, as previously discussed, we do not believe
that this justifies an unorthodoxed location.

I have not had the opportunity to review your proposed Joint
Operating Agreement ("JOA"). However, I do have the following
question in regards to item numbered 4) concerning the COPAS
overhead rates. What are the COPAS overhead rates in the JOA
between Mitchell and "the parties who have already agreed to
participate"? If you propose to charge Strata higher overhead
rates than you do the other parties, what is your justification
for doing so? I note that the Ernest and Young 1991 overhead rate
is $513.00 for producing wells and $5000.00 for drilling wells.

In addition, I have found numerous omissions,
mischaracterizations and misstatements in your "summary of the
discussions and correspondence between Strata and Mitchell". It
is my practice to keep detailed and accurate notes of my
discussions and the following reflects my review of said notes,
correspondence and other materials.

1



1). October 26, 1992 0755-0802 hrs. - Telephone conversation
I returned your telephone call and you informed me
that Mitchell intended to drill a Morrow well in the
W/2 of Section 28, T-20-S, R-33-E. You stated that
said well would probably be located somewhere in the
NW/4 of Section 28. You stated that public records
indicated that Strata owns Lease #NM-82927 and that the
S/2 SW/4 of Section 28 would be included in Mitchell's
proposed proration unit. You stated that currently your
partners are Santa Fe and Maralo and that you intended
to commence operations in early 1993. I advised you
that Strata and it's partners would probably not wish
to participate but would prefer to either sell or
farmout. You requested proposed terms. I told you that
I would need to discuss your proposal with my
geologic staff and partners and then get back to you.

2). October 29, 1992 approximately 0900 hrs.- Telephone
conversation.

I called you and informed you that Strata would
recommend to it's partners that we sell the S/2 SW/4 of
Section 28 for $300 per acre delivering a 78% Net
Revenue Interest ("NRI") and rights from the base of
the Bone Springs (top of the Wolfcamp) to basement.
You informed me that you "will consider our proposal
and call back when closer to doing something".

3). November 18, 1992 0850-0900 hrs. - Telephone conversation.
I returned your telephone call and you informed me that
Mitchell would not accept Strata's proposal as
discussed during our 10-29-92 telephone conversation.
You said that you believed our proposal to be excessive
with regards to the acreage price of $300 per acre. I
responded that the acreage price was consistent with
acreage prices being paid in the area during recent
state & federal lease sales. You informed me that
Mitchell would make a formal farmout request which
would include all rights from the surface to basement.
I responded that Strata would prefer to keep its rights
down through and including the Delaware and Bone
Springs formations. I stated the reason we bought the
lease was because of the existence of Strata operated
wells producing from these intervals located one to
one-half miles south. I informed you that we could not
see any technical basis for a West Half proration unit.
I requested that you reconsider the West Half
proration unit and in the alternative form a North
Half proration unit thereby eliminating the need to
include Strata's lease.

You stated that the reason Mitchell intended to form a
West Half proration unit was based upon "lease
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expiration considerations" specifically the expiration
of the NW/4 SW/4 in October, 1993. You went on to say
that it was your intent to make a formal farmout
request in writing based upon what you considered to be
"reasonable terms" and if Strata did not accept then
you would '"force pool" us. 1 informed you that due to
the lack of technical basis, a point you admitted,
Strata would defend itself and it's partners rights
during any proceeding including a force pooling
hearing.

I recall this conversation vividly because it escalated into
a rather contentious conversation as a result of your arrogant
attitude.

4). Mitchell correspondence dated November 20, 1992
Correspondence speaks for itself.

5). Kellahin and Kellahin correspondence dated December 7, 1992
Notice of Compulsory Pooling and Unorthodox Gas well
Location.

6). Strata correspondence dated December 9, 1992.

Correspondence speaks for itself however please note
that Strata's proposal was an effort to accommodate
Mitchell and was subject to Strata's partners approval.
I also note that in paragraph numbered 4) of your
correspondence dated January 7, 1993 you characterize
Strata's farmout terms as being "substantially the
same terms proposed in Mitchell's letter of November
20, 1992". You may wish to review said correspondence
again as one of the most glaring differences is that
you proposed that Strata deliver a 78% NRI, Strata
proposed a 75% NRI, not a meager difference to a small
family owned independent company like Strata.

7). December 16, 1992 1206-1216 hrs. - Telephone conversation
You called my office and I returned your call from my
home. I informed you that my wife recently had surgery
and I would be working from my home through her
recovery and the holidays. You informed me that
Mitchell would accept Strata's proposed Farmout terms
as contained in Strata's correspondence dated December
9, 1992, with the condition (insisted upon by
Mitchell's legal dept) that at payout assuming Strata
elected to convert its retained ORRI to the working
interest then all of the ORRI must be converted. I
reminded you that Strata had numerous partners and that
this condition would be difficult because some parties
may wish to convert and others may not. You responded
that Mitchell's legal department would probably accept
a provision which requires each individual to convert

3



all of their ORRI to WI. I suggested that in order for
Mitchell to avoid the administrative burden of
approximately fifteen (15) individuals with options to
convert to very small working interest, (in some cases
less than .5% WI) that Mitchell considering making it's
best cash offer. I asked what your experience was in
the area and you said that you had recently purchased
an interest from Mobil for $100 per acre and a 75% NRI%
You said you would discuss it with management and call
me back.

During our previous conversations of November 18, 1992 you

took issue with Strata's proposal of $300.00 per acre. The
retained ORRI, the ORRI pooling provision and the depth
limitation were not terms to which you stated any objection.

8) .

9).

10) .

December 18, 1992 approximately 1400 hrs. - Telephone
conversation.

I returned your call from my home and you informed me
that Mitchell would pay Strata $150 per acre with
Strata retaining a 7.5% ORRI proportionately reduced.
You said that Mitchell considered the $150 per acre to
be reasonable but with the condition that Strata agree
to the retention of a lesser ORRI. I responded that I
would recommend your terms to Strata's partners.

December 23, 1992 - approximately 1115 hrs - Telephone
conversation.

I returned your call from my home and informed you that
due to the holidays, I had been unable to contact all
of Strata's partners. However,I had contacted the
majority of them and they were agreeable to the terms
proposed by Mitchell and Strata. You requested that

I provide a Letter Agreement and I agreed to provide
Strata's form.

January 4, 1993 1405-1415 hrs - Telephone conversation.

I called and informed you that I had completed the
Letter Agreement and requested your fax number (915-
682-6439). I specifically reviewed with you the ORRI
pooling provision and you responded that you had failed
to remind Mitchell's management of this provision when
you presented your recommendation to purchase the
Lease. I stated that this was a very important part of
the consideration and that absent this condition we did
not have a deal. You stated that I should finalize the
Letter Agreement and forward same to you. In addition,
you requested that you intended for the interval to be
delivered to be from the surface to basement. You
stated that you believed that you had previously said
that you wanted from the surface to the base of the
Morrow formation. I responded that I did not recall

4



11) .

12).

13).

your request for surface to the base of the Morrow and
had assumed that Strata would deliver all rights. I
informed you that the Letter Agreement had been drafted
accordingly, thereby delivering all rights. You
responded that you appreciated this and would await
receipt of Strata's Letter Agreement.

Strata correspondence dated December 30, 1992 faxed to
Mitchell Energy 1650 hrs 1-4-93.
Correspondence speaks for itself.
Note that the terms were identical to those proposed in
Strata's correspondence dated December 9, 1992 and
discussed by telephone as set forth in 8) and 10)
above. The additional terms are consistent with
industry practice and primarily address title, rental
payment responsibility, reassignment and other
reasonable requests including the sharing of geologic
data.

Mitchell correspondence dated January 5, 1993.
Correspondence speaks for itself.

January 5, 1993 approximately 0900 hrs - Telephone

conversations.
I called you and asked why you had sent a Letter
Agreement when I had already forwarded one per your
request. You said that when you went back to
management they informed you that they would not accept
the ORRI pooling provision. You went on to say that
they felt "blindsided". I responded that it was not
my intent to blindside anybody and reminded you that we
had discussed the ORRI pooling provision prior to me
sending the Letter Agreement. You also stated that
Mitchell did not intend to share the geologic
information due to the lease expiration of the SW/4
NE/4 of Section 28. I responded that we would be most
willing to sign a Confidentiality/Non Compete Agreement
in order to alleviate any concern. However, the
geologic data was important to us because of our lease
position in the area specifically Section 33, T-20-S,
R-33-E. You stated that you were instructed to draft
the letter as presented and forward same to Strata. I
responded that it did not contain the provisions we had
previously agreed to. You said that it was Mitchell's
position that it accurately reflected our agreement. I
advised that I disagreed. You further stated that all
previous terms and proposals including those in my 12-
9-92 were now null and void. I said I did not know
what Strata's partners would want to do. You advised
that absent an agreement by the next day (Wednesday
January 6, 1993) you would instruct your counsel to
reschedule the force pooling hearing until the next

5



hearing date which you believed would be on or about
January 21, 1993.

14). Strata correspondence dated January 6, 1993.
Correspondence speaks for itself, but note that due to
the failure of Mitchell to honor our verbal agreement
Strata must reconsider all of it's options including
participation in the well.

15) . Mitchell correspondence dated January 7, 1993.
Correspondence speaks for itself.

In order to clarify Strata's position and in an effort to
accommodate Mitchell's desire to drill the Tomahawk "28" Fed
Com Well #1 Strata offers, and subject to our partners approval
the following:

1) . Mitchell agrees to purchase all of Strata's
right, title, and interest in Federal lease NM-
82927 pursuant to the terms and conditions as set
forth in Strata's Letter Agreement dated December
30, 1992. In addition, Strata will agree to
execute either by amendment or separate agreement
a mutually acceptable Confidentiality/Non Compete
agreement as it pertains to the SW/4 NE/4 of
Section 28.

I am unable to give any indication as to our desire to
farmout or participate until I have the opportunity to review the
JOA, evaluate your response to my questions concerning the COPAS
overhead rates and receive a response from Mitchell to
alternative 1. above.

Our proposal to sell expires at 5:00 p.m. Friday January 15,
1993 and is subject to partner approval. If we are unable to
resolve this then I will provide you with a list of the leasehold
partners and overriding royalty owners so that you can contact
those individuals direct. Since you have had notice that these
undisclosed owners exist we would ask that you grant another two
(2) week continuance and notify these parties of your
application. I look forward to receiving your reply.

Yours very truly,
STRATA PRODUCTION COMPANY

(27

Mark B. Murphy
President

cc: Sealy H. Cavin Jr., Esqg.
MBM/mo
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Re: Leasehold Ownership Information
Neorth Gavilon Prospect
NM #92957, S/2 SW/4, SW/4 SE/4
Section 28, T-20-S, R-33-E
Lea County, New Mexico

Dear Mr Smith:

During our telephone conversation this morning you expressed
some concern that you had not been provided a list of leasehold
partners and ownership in the above referenced lease. As Mitchell
has set a compulsory pooling and unorthodox gas well location
hearing (Case #10656) for Thursday January 21, 1993, I provide this
information to facilitate your notification of said owners. Strata
has or 1is in the process c¢f making a direct assignment of each
partners proportionate ownership. The names, addresses and
ownership is as follows:

Name /Address Leasehold Ownership

Arrowhead 0il Corporation 6.25%
P.0O. Box 548

Ciéggéiiij New Mexico 88211-0548

Branko, Inc. 1.56250%
45 Beaverbrook Crescent
St. Aloer;, Alberta,

A : 2 n A §>§§\\_,’
AzKICcc 323202



Name/Address

Robert W. Eat

an
(:ﬁ?gié;%?%%?}>New Mexico 87104

Terry & Barb

5108 Irving BLVD., N.W.
<:§E§E§E§222§Z>New Mexico 87114
Zandwest
2 100 South
Salt Lake City, UT 84101
Candance McClelland
4 Country Hill Road
( Roswell; New Mexico 88201

Permian Hunter Corporation

215 West 10

aIt—Take c§£§>

—

on
NW

Kranmer

South
UT 84101

Scott Exploration, Inc.

200 W. First
Suite 648

<§éfgéii> New Mexico 88201

Strata Production Company

200 W. First,

P Box 1030
\\Eggigﬁi, New Mexico 88202

Warren, Inc.

— T Box 50
<;“§;buqu€rque New Mexico 87194-7250

Charles J. We
P.0+ Box—2168

(Albuquerque, New Mexico 87103-2168

Suite 700

l1lborn

Winn Investments, Inc.

¢~ 7T06~W. Brazos

\\\Rggmg§i> New Mexico 88201

Lori Scott Worrall

__200-W. First,
Roswe New Mexico 88201

Suite 648

Xion Investments

215 00 South
alt Lake Ci¥y,, UT 84101

Leasehold Ownership

1.56250%

30.0%

._-\
o
o\

2.1250%

&
.

o
o

H
o
o

'-l
o
oe

10.0%

Total 100%



In addition the following own a overriding royalty interest
(ORRI) as set forth below:

Name/Address ORRI

Steve Mitchell .5
200 W. First, Suite 648
Roswell, New Mexico 88201

George L. Scott III .5
200 W. First, Suite 648

Roswell, New Mexico 88201

Scott Exploration Inc. .5

200 W. First, Suite 648
Roswell, New Mexico 88201

Total 1.5%

If I may be of further assistance please call.

Very truly yours,
STRATA PRODUCTION COMPANY

Tk

B Murphy
President

cc: Sealy H. Cavin, Jr., Esq.

MBM/mo
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MITCHELL EncRGY & DEVELOPMENT CORP. ~ ENERG.~DIVISION

AUTHORITY FOR EXPENDITURE (AFE) COST ESTIMATE

Type Project (check 1 only)

3 Explorator9 [ Injection

O Development | 0O Diaposal
Form B-1 O Add O Change {0 Delete
AFE Number ' |
Property/Well Name Tomahawk "28" Fed. #1 Department Number ~ 712
Project Description Drill - ' County Lea St. NM
Net WOrking Interest _0___3_7_5 _____ Operator MEC

Estimated Date Projeét Will Be Completed ____ __ (Mo./Yr.)
DRILLING COSTS | ' ' Amount
INTANGIBLE

10 Dry Hole Abandonmenc
11 © Rig Mobilisation and Damobilization
12 - Power and Fuel

13  Water $ 35,000
14 Solids Control Equipment Rental 5,000
*15 Directional Equipment and Services
16 Fishing Tools and Services
17 Subsurface Casing Equipment 7,000
18 Contract Labor and Services (welding,inspect,csg crews, BOP tsts) 25.000
19 Supervision — Company and/or Contract (40 days @ $500/day) 20,000
50 Road and Site Preparation 30,000
51 Footage Contract Fee (14,300"' @ $21.50/ft) 310,000
52  Daywork Contract Fee (5 days @ $5000/day) 25,000
53 Mud and Chemicals (mud-up @ 9400') 75,000 .
54 Bits and Reamers
55 Drilling Tool and Equipment Rental (PVT, tank,WB,trailer,chk 25,000
56  Cement-and Cement. Services tfash} 50,000
*57 Open Hole Logging-Testing (incl 35 days ML, 2 log runs) 80.000
*58 Drill Stem Testing = (1 DST) : 3,000
59 Coring and Analysis (SW) - 5.000
60 Transportation : , _ 14,000
61 Air/Marine Trnnsportacion ' .
63 Overhead ‘ 10,000
64 Ingurance
65 Company Labor and Services :
%66 Prospect Generation 20,000
67 Miscellaneous Services and Contingency 50,000
TOTAL INTANGIBLE COSTS $789,000
TANGIBLE .
1 Casing-Drive Pipe & Conductor 40' - 30" cond
: $ 4,000
40 Casing ~ Surface_500'-20" 94 ’ . 25,800
41 Casing - Intermediate #tl'lﬂi&ltﬂ,}, Kz ft 110,000
42  Casinghead Equipment (Including Valves) (3000 psi) . 4,500
43  Casing Spool (Including Valves) (5000 psi) : 18,000
44 Miscellaneous Equipment
’ TOTAL TANGIBLE COSTS : : ' $162,300.
TOTAL DRILLING (DRY HOLE) COSTS ' $951, 300
* Invalid for disposal and water supply wells.
MEDGC 252~02 . Prepared By: G. W. Tullos:

- 8/27/92
Rev. 4/29/85 Date Prepared: /211




MITCHELL EMYRGY & DEVELOPMENT CORP, - ENERGY DIVISION

AUTHOR. .{ FOR EXPENDITURE (AFE) COST E& MATE

Type Project (check 1 only)

* Invalid for disposal and water supply wells.

HEDC 252~03 Prepared By: James Blount g;élfg
Rev. 4/29/85 Date Prepared: 8-27-92 i

—
(X] Exploratory [0 Recompletion (Zone Change Only) {0 Disposal
(] Development (O Plug and Abandon (Previously Producing Well) Depth 14,300'
[J Injection [0 Wwater Supply
Form B-2 O Add (J Change (] Delete Group Code”,
AFE Number Location Code
Property/Well Name __ Tomahawk "28" Fed, #1 Department Number 730
Project Description Complete County _ lLea St. WM
Net Working Interest _._375 Operator MEC
Estimated Date Project Will Be Completed (Mo./Yr.)
COMPLETION COSTS Amount
. 'INTA BL
22  Overhead $_.5,000
23 Company Labor and Services '
24 Contract Labor and Services 40,000
25 Air/Marine Transportation
26 Other Transportation 14,000
27 -~ Plugging and Abandonment
28 Rig Mobilization and Demobilization
29  Supervision - Company and/ or Contract 4,000
30 Site Preparation and Clean—-up
31 Subsurface Casing Equipment 5,000
32 Squeeze Cement and Service
33 Completion Fluids 4,000
34 Pump Truck Services 1,000
3p.. Rental Tools 10,000
36 Bits and Reamers
37 Insurance ‘
38 Wireline Services 4 000
39 Fishing Tools and Services
*53 Tertiary Injectants
68 Fencing
83 Daywork Contract Fee 10,000
84 Cement and Cement Services - Primary 45,000
85 Acidizing and Fracturing 20,000
*86 Cased Hole Logging and Perforating 30,000
94 Miscellaneous Services and Contingency 5. 000
TOTAL INTANGIBLE COSTS $197,000
TANGIBLE :
Tubinghead Equipment (Including Valves) $ 14,000
70  Casing-Production and/or Liner 14,300' 5%" 174 N-80 & S-95 95,200
71  Tubing 14,200' 2 3/8" 4.74# N-80 41,300
72 Packers and Subsurface Equipment 5,000
73 Production Tree (Including Valves) 22,000
74 Storage Tanks__ 2-210 bbl STL + 1-210 bbl F.G, 14.000
75 Separating Equipment_16'"x7' 750 MBTU Stack~Pak + 30"x10' 3 P. Sep__21,000
76 Treating Equipment :
77 Artificial Lift Equipment
78 Line Pipe 5.000
79 Valves and Fittings Beyond Wellhead - 7.000
80 Miscellaneous Equipment 2.500
81 Platform and Structures
82 Metering Equipment 2,000
87 Punmps
90 Electrical Equipment '
91 Instrumentation Equipment
96 Dehydrators and Dryers
TOTAL TANGIBLE COSTS
TOTAL COMPLETLON COSTS $426,000




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

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

CASE NO. 10656
APPLICATION OF MITCHELL ENERGY
CORPORATION FOR COMPULSORY POOLING
AND AN UNORTHODOX GAS WELL LOCATION,
LEA COUNTY, NEW MEXICO

CERTIFICATE OF MAILING
AND

COMPLIANCE WITH ORDER R-8054

W. THOMAS KELLAHIN, attorney in fact and authorized
representative of MITCHELL ENERGY CORPORATION, states that the
notice provisions of Division Rule 1207 (Order R-8054) have been
complied with, that Applicant has caused to be conducted a good
faith diligent effort to find the correct addresses of all
interested parties entitled to receive notice, that on DECEMBER
7, 1992, I caused to be mailed by certified mail return-receipt
requested notice of this hearing and a copy of the application
for the above referenced case along with the cover letter, at
least twenty days prior to the hearing set for JANUARY 21, 1993
to the parties shown in the application as evidenced by the
attached copies of return receipt cards, and that pursuant to
Division Rule 1207, notice has been given at the correct
addresses provided by rule

W. Thomas 7éffahin

SUBSCRIBED AND SWORN to before me
JANUARY, 1993.
9

Nota#y Public

/471 day of

My Commission Expires: Tal . LAURSHRER:
| BEFORE EXAMINER STOGNER
</ 1 [as—

‘Oil Conservaticn Division
cert118.031 -
M'@_!:L/ Exhibit No. 19 __
Case No. _( 96506




trom being returned to you. The return receipt fae will provide you the name of the person delivered to and
the date of delivery. For additional fees the iomwmm.ces are avanable. Consull postmaster for fees
and check Boxlesg 'for additional servicels) requested. . X

1. O Show to whom delivered, date, and addressee’s address. 2. [J Restricted Delivery

{Extra charge) . {Extra charge)
13 Anicie Addressed to: 4. Article Number
Pul GEL 3K
Type of Service:
Mark B. Murphy . D Registered D Insured
Strata Production Company £ cenitied O coo
648 Petroleum Building 3 Express Mait L Return Receipt

for Merchandise |

Always obtain signature of addressee
T T or agent and O_ATE DELIVERED.

8. Signatu.re — Addresses 8. Addressee’s Address (ONLY if
X requested and fee paid)

;. ﬁlj turé — Agent S E
7. DaWDé?/.ezry’? -q&

PS Form 3811, Apr. 1989 *U.S.G.P.O. 1989-238-815 M £p D‘?SAIE\SH%QRE liRN RECEIPT 4

Roswell, NM 88201

3and 4. ) .
Put your address in the "RETURN TQ’* Space on the reverse side. Failure to do this will prevent this card

from bejng returned 1o you. The return receipt fee will provide you the name of the person delivered to and
the dat$ of delivery. For additional fees the ’?oﬂowmg services are avaiable. Consult postmaster for fees

. SENDER; Complete items 1 and 2 when additional services are desired, and complete items ‘

and chi x{es} for additional servicels) requested.
1. JShow to whom dslivered, date, and addressee’s address. 2. [J Restricted Delivery
(Extra charge) (Extra charge)

3. Anticle Addressed to: 4. Article Number

P§H1S Coe, 31—
?c;gthwestern Resources TDype of Service: .

W. COuntry Club Road Registered Insured
Roswell, NM 88201 a P L entified J cop

; Return Receipt
D Express Mail D for Merchandise

Always obtain signature of addressee

s ER Tow TYA | or agent and DATE DELIVERED,
3 Rignature — Xosyfe 8. Addressee’s Address (ONLY if
X T, ' [ N BN [ requested and fee paid)
6. 'S1gh“3fur73,'x Agent - -G
X \ 1
7. Date of Delivery l ? !ﬂ{I }/
1

PS Form 3811, Apr. 1989 [ | | .uscro. 1s8s.23881 DOMESTIC RETURN RECEIPT
SENDER: ] -
o Complete items 1 and/or 2 fo. aniv" .aj servicss. { also wish to receive the

- wt Compiste items 3, 3nd 42 & b. .. e following services {for an extra
¢ Print ybur name and address on ths reverses of this form so that we can

. Tretum thp card to you. T fee):
« Attaci] this form to the front of the mailpiecs, or on the back i space 1. [J Addressee’s Address
does notjpsrmit. .

e Write ‘"Retum Receipt Hequonn&“ on the mailpiece bsiow t.ha:r'ﬁcla number. : R
* The Return Receipt Fee will provide you the signature of the person delivered 2 a Restricted Delivery
to and the date of delivery. Consult postmaster for fee.
__3. Article Addressed to: ) 4a. Article Number 3
Enerlock Resources, Inc. 4b. Service Type :
616 Mechem Drive 3 Registered O insured
Ruidoso, NM 88345-6903 Dcenifies O cop -

(] Express Mail [ Return Receipt for
. Merchandise

) ! 7. Dﬁofé&li\% ]
= 77?7//7%;/ ) 7
5. Signature {Addressee) /< 8. Addressee’s Address (Only if requested
oL and fee is paid)

8. Signature (Aqent_)

FS Form 38711, ,Nov?em,be? 1990 = U8, GPO: 1991287088 DOMESTIC RETURN REGEIPT
T i BR Te 2O A



Put your address in the “RETURN TO"' Spa;.g_‘gn_hyeverse side. Failure to do this will prevent this card
from being returned 10 you. The return receipt fee will provide you the name of the person delvered to and
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VIA FEDERAL EXPRESS

November 20, 18382

United States Department of
the Interior

Bureau of Land Management

101 E. Mermod

Carlsbad, NM 88220

Re: Application for Permit to Drill
Tomahawk "28" Federal No. 1
Lea County, New Mexico

Gentlemen:

Enclosed you will find an original and five (5) copies of Form 3160-3 and various
other information to aid you in permitting the subject well.

Thank you in advance for your prompt attention to this matter and if | can be of
any further help, kindly advise.

Very truly yours,

MITCHELL ENERGY CORPORATION

Originsl Signcd Sy

CESRCE KULLEN

George ‘Mulleh
Regulatory Affairs Specialist

GM:mw
3gfed.it

Enc.

bce: Mark Whitley - MND-4N
Ed Earles - Midland
Jack Stanley - Midland
George Tullos - Midland
Bennie Davis - 2002-5
Carol Osborne - MND-3N
Betty Porter - MND-1N
Susan Norman - OB3
Central Records - MND-2N



——ecemas AV 4A%Aa MMM A A4 rorm approved.

PR (Other instructions on Budget Bureau No. 1004-0136
(December 1990) UNITED STATES reverse side) Expites: December 31, 1991
DEPARTMENT OF THE lNT’ERIOR 5. LEASE DESIGNATION AND SERIAL NO.
BUREAU OF LAND MANAGEMENT NM 57280
APPLICATION FOR PERMIT TO DRILL OR DEEPEN 0 Iy INDIAN, ALLOTTEN OX TRIBE NAM3
1a. TYPE OF WORK N/A
DRILL DEEPEN [] 7. UNIT AGREEMBNT NAMB
b. TYPE OF WELL N/A
WeLL WELL OTRER zZoNE ZONE, wLE 5. PARM OR LBASE NAME, WHLL NO.
2. NAME OF OPERATOR Tomahawk "28" Federal#l
Mitchell Energy Corporation 8. AnwELNO.
3. ADORESS AND TELEPHONE NO.
P.O. Box 4000 The Woodlands,TX 77387-4000 10. FIELD AND POOL, OR WILDCAT
4. :t:c:l'ngx or wrLL (Report location clearly and {n accordance with any State requirements.®) South Salt Lake - Morrow
Ircace
11, .« T.. R, M., .
1,980' FWL and 1,650' FNL (SE/NW) AN SURVEY On AREA
At proposed prod. sone
1,980' FWL and 1,650' FNL (SE/NW) Sec. 28, T20S., R33E
14. DIATANCE IN MILES AND DIRECTION FROM NEAREST TOWN OR POST OFFICE® 12. COUNTY OR PARISH | 13. STATE
22 miles SE of Maljamar, NM Lea NM
10. DIATANCE PROM PROPUSED’® 16. NO. OF ACRES IN LEABE 17. NO. OF ACREB ABSIGNED
Horny bt Lisse o e 660 1,161.34 o e waL
'(,ilso to nearest drig. unit line, if any) 4 ° 320
18. DISTANCEY FROM rROTLOSED LOCATION® 19. PROPOSED DEPTH 20. ROTARY OR CABLE TQOLS
o A o Shro e, e T N/A 14,500 Rotary
21. ELEVATIONS (Show whether DF, RT, GR, ete.) | 22 APPROX. DATE WORK WILL SBTART®
3,595 GR 12-15-92
. PROPOSED CASING AND CEMENTING PROGRAM
SIZE OF HOLEL GRADE, SIZB OF CASING WEIGHT PER FOOT SETTING DEPTH QUANTITY OF CEMENT
26" 20" . 94% 500! TOC = Surface
17-1/2" 13-3/8" 68# 2550 TOC = Surface
12-1/4" 8-5/8" 324# 5600 TOC = 2,000
7-7/8" 5-1/2" 17 & 20% D TOC = 10,000'

The operator proposes to drill to a depth sufficient to test the Morrow formation for
gas. If productive, 5-1/2" casing will be cemented at TD. If non-productive, the well
will be plugged and abandoned in a manner consistent with federal regulations. Specific
programs as per Onshore 0il & Gas Order #1 are outlined in the following attachments:

Drilling Program

Surface Use & Operating Plan Exhibit #5 - Production Facilities
Exhibit #1 & 1A - Blowout Preventer Eguip. Layout
Exhibit #2 - Location & Elevation Plat Exhibit #6 - Drilling Rig Layout

Exhibit #3 - Planned Access Roads
Exhibit #4 - One-mile Radius Map

IN ABOVE SPACE DESCRIBE PROPOSED PROGRAM: If proposal is to deepen, give data on present productive zone and proposed new productive zone. If proposal is to deill or
deepen directionally, give pertinent data on subsurface focations and measured and true vertical depths. Give blowout preventer program, if any.

'L George Mullen

SIGNED mire _Regulator ffai ialiskars 11-20-92

O

(This spuce for Federal or State office use)

APPROVAL DATE

PERMIT NO.
Application approval does not warrant or certify that the applicant holds iegal or equitable title to those rights in the subject lease which would entitle the applicant to conduct operations thereon.

CONDITIONS OF APPROVAL, IF ANY:

DATE

APPROVED BY TTLE
*See Instryctions On Reverse Side

Title 18 U.S.C. Section 1001, makes it a crime for any person know'mgiy and willfully to make to any depa‘rt:?\en‘( or agency of the
United States any false, fictitious or fraudulent statements or representations as to any matter within its jurisdiction.



DRILLING PROGRAM

Attached to Form 3160-3
Mitchell Energy Corporation
Tomahawk "28" Federal No. 1
1980' FWL & 1650' FNL
SE/NW, Sec. 28, T20S, R33E
Lea County, New Mexico

1. Geologic Name of Surface Formation:

Permian

2. Estimated Tops of Important Geologic Markers:

Permian Surface Wolfcamp 10750’
Rustler 1450 Strawn 12725
Base Salt 2400’ Atoka 12900
Yates 3210’ Morrow 13180
Delaware 5610’ Total Depth 14500’
Bone Spring 8500

3. Estimated Depths of Anticipated Fresh Water, 0il or Gas:

Upper Permian Sands to 100’ Fresh Water
lst Bone Spring SS 9470" 0il
Wolfcamp 10750’ 0il
Atoka 12900’ Gas
Morrow S8 13650 Gas

No other formations are expected to give up o0il, gas, or fresh water in
measurable quantities. The surface fresh water sands will be protected by
setting 20" casing at 500’ and circulating cement back to surface. The potash
zone will be protected by setting 13 3/8" casing at 2550’ and circulating cement
back to surface. Any zones above TD which contain commercial quantities of oil
and/or gas will have cement circulated across them behind the 8 5/8" casing or
by inserting a cementing stage tool into the 5-1/2" production casing which will
be run at TD.

4, Casing Program:

Hole Size Interval 0D Casing Weight, Grade, Jt, Gond, Tvpe
36" 0-40"’ 30" Conductor, 0.3" wall thickness
26" Surf-500' 20" 94#, K-55 St&C, New, R-3
17-1/2" Surf-2550' 13-3/8" 68#, K-55, St&C, New, R-3
12-1/4" Surt-5600" 8-5/8" 32#, K-55, LT&C, New, R-3

7-7/8" Surf-TD 5-1/2" 17 & 20#, N-80, LT&C, New, R-3



Tomahawk "28" Federal No. 1
Drilling Program
Page 2

Cement Program:

20" Surface Casing
@ sS00’: Cemented to surface with 1150 sx Prem Plus +

2% Caclz .

13-3/8" Intermediate Casing

@ 2550': Cemented to surface with 1600 sx Prem Plus
Halliburton Lite + 6% gel + 15#/sx salt +
1/4#/sx Flocele and 250 sx Prem. Plus + 2%
CaClz .

8-5/8" Intermediate Casing

@ 5600': Cemented to 2000' with 950 sacks Halliburton
Lite + 6% gel + 0.3 % Halad 9 + 1/4 #/sx
Flocele and 250 sx Prem. Plus.

5-1/2" Production

Casing @ TD: Cemented with 500 sx Halliburton Lite + 6%
gel + 0.4% Halad 9 and 500 sx Prem 50/50 POZ
+ 2% gel + 0.6% Halad 22A + 0.4% CFR-2. This
cement slurry 1s designed to bring TOC to
10000’', Shallower productive zones will be
cemented by placing a cementing stage tool
below the zone of interest if necessary and
cementing with a similar type of cement.

5. Minimum Specifications for Pressure Control:

The blowout preventer equipment (BOP) shown in Exhibit #1 will consist of a
double ram-type (5,000 psi WP) preventer and a bag-type (hydril) preventer (3000
psi WP). Both units will be hydraulically operated and the ram-type preventer
will be equipped with blind rams on top and 4-1/2"drill pipe rams on bottom.
Both BOP's will be nippled up on the 13-3/8" intermediate casing and used
continuously until TD is reached. All BOP's and accessory equipment will be
tested to 1000 psi before drilling out of 13-3/8" casing. Before drilling out
of 8-5/8" casing, the ram-type BOP and accessory equipment will be tested to
5,000 psi and the hydril to 70% of rated working pressure (2100 psi). This
testing procedure will be duplicated at 10700' (prior to drilling Wolfcamp
formation) and after any use under pressure during the drilling of the well.

Pipe rams will be operationally checked each 24 hour period. Blind rams will be
operationally checked on each trip out of the hole. These checks will be noted
on the daily tour sheets. A 2" kill line and 3" choke line will be included in
the drilling spool located below the ram-type BOP. Other accessories to the BOP
equipment will include a kelly cock and floor safety valve (inside BOP) and choke
lines and choke manifold with 5000 psi WP rating.



Tomahawk
Drilling
Page 3

"28" Federal No, 1
Program

6. Types and Characteristics of the Proposed Mud System:

The well will be drilled to TD with a combination brine, cut brine, and
polymer/KCl mud system. The applicable depths and properties of this system are
as follows:

Weight Viscosity Waterloss

Depth Type (ppg) (sec) (cc)
0-500" Fresh Water (spud) 8.5 40-45 NC
500-1400' Fresh Water 8.4 28 NC
1400-2550" Brine Water 10.0 30 NC
2550-5600" Fresh Water 8.4 28 NC
5600-8500' Brine Water 10.0 30 NC
8500-9400' Cut Brine 9.2-9.5 30 NC
9400-12900' Cut Brine/Polymer 9.2-9.5 32-34 <40
12900-13500" Brine/Polymer 10.2-10.5 34-38 10
1500-TD Brine/Polymer/KC1l 10.2-10.5 34-38 5

Sufficient mud materials to maintain mud properties and meet minimum lost
circulation and weight increase requirements will be kept at the wellsite at all

times.

7. Auxiliarv Well Control and Monitoring Equipment:

A.

B.

A kelly cock will be kept in the drill string at all times.

A full opening drill pipe stabbing valve (inside BOP) with proper drill
pipe connections will be on the rig floor at all times.

An electronic pit-volume-totalizer system will be used continuously
below 9400’ to monitor the mud and pump system. The drilling fluids
system will also be visually monitored at all times.

A mud logging unit will be continuously monitoring drilling penetration
rate and hydrocarbon shows from 3200’ to TD.

A mud-gas separator, vacuum degasser and remote drilling choke will be
operational at all times below 12900’ to facilitate handling a gas kick
or gas cutting of the mud until the mud weight can be increased.

8. Logging, Testing and Coring Program:

A.

Drillstem tests will be run on the basis of drilling shows. At least
one test is anticipated.

The electric logging program will consist of GR-Dual Laterolog-MSFL and
GR-Sonic from TD to intermediate casing and GR-Compensated Neutron-



Tomahawk "28" Federal No. 1
Drilling Program
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Density from TD to surface. Selected SW cores will be taken in zones
of interest.
C. No conventional coring is anticipated.
D. Further testing procedures will be determined after cementing the 5%"

production casing at TD based on drill shows, log evaulation and/or
drill stem test results.

9. Abnormal Conditions, Pressures, Temperatures, & Potentia]l Hazards:

No abnormal pressures or temperatures are anticipated. The estimated bottom-hole
temperature (BHT) at TD is 190°F and estimated bottom-hole pressure (BHP) is 6500
psig. No hydrogen sulfide or other hazardous gases or fluids have been
encountered, reported or are known to exist at this depth in this area. No major
loss circulation zones have been reported in offsetting wells.

10. Potash Area

BIM records indicate that this acreage is not currently leased for potash
development.

11. Anticipated Starting Date and Duration of Operations:

Road and location work will not begin until approval has been received from the
BIM. The anticipated spud date is December 15, 1992. Once commenced, the
drilling operation should be finished in approximately 60 days. If the well is
productive, an additional 30 days will be required for completion and testing
before a decision is made to install permanent facilities.

3DRI6.gm



SBURFACE USE AND OPERATING_PLAN

Attached to Form 3160-3
Mitchell Energy Corporation
Tomahawk "28" Federal No. 1

1980°

FWL & 1650’ FNL

SE/NW, Sec. 28, T20S, R33E
Lea County, New Mexico

1. Existing Roads:

A.

The well site and elevation plat for the proposed well is shown in
Exhibit #2. It was staked by John Jacquess Consulting Engineers,
Artesia, New Mexico.

All roads to the location are shown in Exhibit #3. The existing roads
are illustrated in red and are adequate for travel during drilling and
production operations. Upgrading of the road prior to drilling will be
done where necessary as determined during the onsite inspection.

Directions to Location: Take Hwy. 62/180 west from Hobbs, NM.; go 35.8
miles to Hwy. 176, turn south. Go 2.85 miles, turn northeast on new
lease road; then go 0.85 miles to Tomahawk "28" Fed #1 location.

Routine grading and maintenance of existing roads will be conducted as
necessary to maintain their condition as long as any operations
continue on this lease.

2. Proposed Access Road:

Exhibit #3 shows the 0.85 mile of new access road to be constructed and is
illustrated in yellow. The road will be constructed as follows:

A.

The maximum width of the running surface will be 15'. The road will be
crowned and ditched and constructed of 6" of rolled and compacted
caliche. Ditches will be at 3:1 slope and 4 feet wide. Water will be
diverted where necessary to avoid ponding, prevent erosion, maintain
good drainage, and to be consistent with local drainage patterns. BILM
may specify any additions or changes during the onsite inspection.

The average grade will be less than 1%.
No turnouts are planned.

A cattleguard will be installed in the fence where new lease road
begins. No culverts, gates, or low-water crossings are necessary.
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Surfacing material will consist of native caliche. Caliche will be
obtained from the nearest BLM-approved caliche pit. Any additional
materials that are required will be purchased from the dirt contractor.

The proposed access road as shown in Exhibit #3 has been
centerline flagged by John Jacquess Consulting Engineers,
Artesia, New Mexico.

3. Location of Existing Wells:

Exhibit #4 shows all existing wells within a one-mile radius of this well.As
shown on this plat there is one abandoned oil/gas well. There are no shut-in,
injection or observation wells within a one-mile radius.

4. location of Existing And/Or Proposed Facilities:

A.

There are no existing facilities or pipelines of any kind owned or
controlled by Mitchell Energy on this lease or within a one-mile radius
of proposed well.

If the well is productive, contemplated facilities will be as follows:

(1) Production facilities are shown in Exhibit #5 and
will be located on the caliche drilling pad and
within the 350' x 350’ area of the pad.

(2) The tank battery and facilities including all flowlines and
piping will be installed according to API specificatioms.

(3) Any additional caliche which is required for firewalls, etc. will
be obtained from a BIM-approved caliche pit. Any additional
construction materials will be purchased from contractors.

4) No power will be required if the well is productive of gas.
However, if productive of oil, an electric, gas or LPG-fueled,
self-contained pumping unit may be required.

If the well is productive, rehabilitation plans are as follows:

(1) The reserve pit will be back-filled after the contents of the pit
are dry (within 120 days after the well is completed).

(2) Caliche from unused portions of the drill pad will be removed.
Topsoil removed from the drill site will be used to recontour the
pit area and any unused portions of the drill pad to the original
natural level, as nearly as possible, and reseeded as per BLM
specifications.

In the event that gas production is established, plans for permanent
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gas lines will be submitted to the appropriate agencies for ROW
approval.

5. Location and Type of Water Supply:

The well will be drilled with a combination brine and fresh water mud system as
outlined in the drilling program. Brine and fresh water will be obtained from
commercial water stations in the area and hauled to the location by transport
truck over the existing access roads as shown in Exhibit #3. If a commercial
fresh water source is nearby, fasline may be laid along existing road ROW's and
fresh water pumped to the well. No water well will be drilled on the location.

6. Source of Construction Materials:

Any caliche required for construction of the drill pad and the proposed new
access road will be obtained from a BLM-approved caliche pit. All roads and pads
will be constructed of 6" of rolled and compacted caliche.

7. Methods of Handling Waste Disposal:

A. Drill cuttings not retained for evaluation purposes will be disposed
into the reserve pit.

B. Drilling fluids will be contained in steel mud tanks. The reserve pit
will contain any excess drilling fluid or flow from the well during
drilling, cementing, and completion operations. The reserve pit will
be an earthen pit, approximately 150’ x 150’ x 6' deep and fenced on
three sides prior to drilling. It will be fenced on the fourth side
immediately following rig removal. The reserve pit will be plastic-
lined (5-7 mil thickness) to minimize loss of drilling fluids and
saturation of the ground with brine water.

C. Water produced from the well during completion may be disposed into the
reserve pit or a steel tank (depending on the rates). After the well
is permanently placed on production, produced water will be collected
in tanks (fiberglass or steel) until hauled by transport to an approved
disposal system; produced oil will be collected in steel tanks until
sold.

D. A portable chemical toilet will be provided on the location for human
waste during the drilling and completion operations.

E. Garbage and trash produced during drilling or completion operations
will be contained in a trash bin and properly disposed of in an
approved dump site. All waste material will be contained to prevent
scattering by the wind. All water and fluids will be disposed of into
the reserve pit. Salts and other chemicals produced during drilling or
testing will be disposed into the reserve pit. No toxic waste or
hazardous chemicals will be produced by this operation.
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Afrer the rig is moved out and the well is either completed or
abandoned, all waste materials will be cleaned up within 30 days. No
adverse materials will be left on the location. The reserve pit will
be completely fenced and netted and kept closed until it has dried.
When the reserve pit is dry enough to breakout and fill and, as weather
permits, the unused portion of the well site will be leveled and
reseeded as per BIM specifications. Only that part of the pad required
for production facilities will be kept in use. In the event of a dry
hole, only a dry hole marker will remain.

8. Ancillary Facilities:

No airstrip, campsite, or other facilities will be built as a result of the
operations on this well.

9. Well Site Lavout:

A.

The drill pad layout, with elevations staked by Jacquess Engineers, is
shown in Exhibit #6. Dimensions of the pad and pits and location of
major rig components are shown. Topsoil, if available, will be
stockpiled per BLM specifications as determined at the on-site
inspection. Because the pad is almost level no major cuts will be
required.

Exhibit #6 shows the planned orientation for the rig and associated
drilling equipment, reserve pit, pipe racks, turn-around and parking
areas, and access road. No permanent living facilities are planned but
2 temporary foreman/toolpusher’s trailers will be on location during
the drilling operations.

The reserve pit will be lined with a high-quality plastic sheeting (5-7
mil thickness).

10. Plans for Restoration of the Surface:

A,

Upon completion of the proposed operations, if the well is to be
abandoned, the caliche will be removed from the location and road and
returned to the pit from which it was taken. The pit area, after
allowing to dry, will be broken out and leveled. The original top soil
will be returned to the entire location which will be leveled and
contoured to as nearly the original topography as possible. All trash,
garbage and pit lining will be buried or hauled away in order to leave
the location in an aesthetically pleasing condition. All pits will be
filled and the location leveled within 120 days after abandonment.

The disturbed area will be revegetated by reseeding during the proper
growing season with a seed mixture of native grasses as recommended by
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I hereby certify that I, or persons under my direct supervision, have inspected
the proposed drillsite and access route; that I am familiar with the conditions
which currently exist; that the statements made in this plan are, to the best of
my knowledge, true and correct; and the work associated with the operations
proposed herein will be performed by Mitchell Energy Corporation and its
contractors and subcontractors in conformity with this plan and the terms and
conditions which it is approved. This statement is subject to the provisions of
18 U.S.C. 1001 for the filing of a false statement.

Date: November 20, 1992 Signed: //9 .
Patrgfck J./MNoyes
Region Engineering Manager

Attachment

3DRI6.gm
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the BIM.

Three sides of the reserve pit will be fenced prior to drilling
operations. At the time that the rig is removed, the reserve pit will
be fenced on the rig (fourth) side and netted to prevent livestock or
wildlife from being entrapped. The fencing and netting will remain in
place until the pit area is cleaned up and leveled. No oil will be
left on the surface of the fluid in the pit.

Upon completion of the proposed operations, if the well is completed,
the reserve pit area will be treated as outlined above within the same
prescribed time. The caliche from any area of the original drillsite
not needed for production operations or facilities will be removed and
used for construction of thicker pads or firewalls for the tank battery
installation. Any additional caliche required for facilities will be
obtained from a BIM - approved caliche pit. Topsoil removed from the
drill site will be used to recontour the pit area and any unused
portions of the drill pad to the original natural level and reseeded as
per BIM specifications.

11. Surface Ownership:

The wellsite and lease is located entirely on Federal surface. Kenneth Smith has
the Federal grazing lease on this surface,

12. Othexr Information:

A,

The area around the well site is grassland and the top soil is sandy.
The vegetation 1is native scrub grasses with abundant oakbrush,
sagebrush, yucca, and prickly pear.

There is no permanent or live water in the immediate area.

A Cultural Resources Examination has been requested and will be
forwarded to your office in the near future.

13. Lessee’s and Operator’'s Representative:

The Mitchell Energy Corporation representative responsible for assuring
compliance with the surface use plan is as follows:

George W. Tullos, District Drilling Manager
Mitchell Energy Corporation
400 W. Illinois, Ste 1000
Midland, Texas 79701
Phone: (915) 682-5396 (office)
(915) 687-3711 (home)

Certification:




Tomahawk "28" Federal No. 1
Surface Use and Operating Plan
Page 6

I hereby certify that I, or persons under my direct supervision, have inspected
the proposed drillsite and access route; that I am familiar with the conditions
which currently exist; that the statements made in this plan are, to the best of
my knowledge, true and correct; and the work associated with the operations
proposed herein will be performed by Mitchell Energy Corporation and its
contractors and subcontractors in conformity with this plan and the terms and
conditions which it is approved. This statement is subject to the provisions of
18 U.5.C. 1001 for the filing of a false statement.

Date: November 20, 1992 Signed: //9 :
Patrfck J.//Noyes
Region Engineering Manager

Attachment

3DRI6.gm



MINIMUM BLOWOUT PREVENTER REQUIREMENTS

5,000 psi Working Pressure

5 MWP
STACK REQUIREMENTS
Min. Min.
No. tem 1.D. Nominal
1 | Flowline
2 |[Fillupiine 2~
3 | Drilling nipple
4 | Annular preventer
5 Two single or one dual hydraulically
aperated rams
6a DriIIir_\g spool w'ith 2" min. kill line and
3” min. choke line outlets
27 minimum kill line and 3”minimum
6b | choke line outlets in ram.
(Alternate to 6a above.)
7 |Gate valve 3-1/8"
8 | Gate valve — power operated 3-1/8"
9 | Line to choke manitold
10 | Gate valves 2-1/16"
11 | Check valve 2-1/16”
12 {Casing head
13 |Gate valves 1-13/16"
14 | Pressure gauge with needle valve
15 Gate Valve or Flanged Valve ' 1-13/16"
w/Caontrol Plug
16 | Kill line to rig mud pump manifold 2"
OPTIONAL
17 | Roadside connection to kill line ] ] 2"

CONTRACTOR'S OPTION TO FURNISH:

1.All equipment and connections above
bradenhead or casinghead.

2_Automatic accumulator (80 gatlon,
minimum) capable of closing BOP in 30
seconds or less and, holding them ciosed
against tull rated working pressure.

3.BOP controls, including control for
hydraulically operated wing valve, to be
located near drillers position with remote
controls located away from rig floor.

4.Kelly equipped with Kelly cock and Hydril
Kelly valve, or its approved equivalent.

5.Hydril Kelly valve or its approved
equivalent and approved inside biow-out
preventer to fit drill pipe in use on derrick
floor at all times.

6.Kelly saver-sub equipped with rubber
casing protector at all times.

7.Extra set of pipe rams to fit pipe being
used on location.

8.Plug type blowout preventer tester.

9. Type RX ring gaskets in place of Type R.

10.0utlet for Halliburton on kil line.

MEC TO FURNISH:

1.Bradenhead or casinghead and side
valves.
2.Wear bushing, if required.

GENERAL NOTES:

1.Deviations from this drawing may be
made only with the express permission of
MEC's Driiling Manager.

2.All connections, valves, fittings, piping,
etc., subject ta well or pump pressure
must be flanged (suitable clamp connec-
tions acceptable) and have minimum
working pressure equal to rated working
pressure of preventers. Valves must be
full opening and suitable for high
pressure mud service.

3.Controls 1o be of standard design and
each marked, showing opening and clos-
ing position.

4.Chokes will be positioned so as not to
hamper or delay changing of choke

ERHIBIT 1

Tomahawk "28"
Lea County, New Mexico

CONFIGURATION A

. W

ANNULAR
PREVENTER

( BLIND RAMS
==

~—®

PIPE RAMS
3" @ -)

beans. Replaceable parts for adjustable
choke, other bean sizes, retainers, and
choke wrenches to be conveniently
located for immediate use.

5.All vaives to be equipped with hand-
wheeis or handles ready for immediate
use.
6.Choke lines must be suitably anchored.
7.Handwheels and extensions to be con-
nected and ready for use.
8.Valves adjacent to drilling spool to be
kept open. Use outside valves except for
emergency.
9.All seamiess steel control piping (3000
psi working pressure) to have flexibie
joints to avoid stress. Approved hoses will
be permitted.
10.Casinghead connections shall not be
used except in case of emergency.
11.Do not use kill line for routine fill-up
operations.
12.Rig pumps ready for hook-up to BOP
control manifold for emergency use only.

Federal No.



10.

11.

Attachment to Exhibit #1
NOTES REGARDING THE BLOWOUT PREVENTERS
TOMAHAWK "28" FEDERAL No. 1
LEA COUNTY, NEW MEXICO

Drilling nipple to be so constructed that it can be removed without use
of a welder through rotary table opening, with minimum I.D. equal to
preventer bore. b

Wear ring to be properly installed in head.

Blow out preventer and all fittings must be in good condition, 5000 psi
W.P. minimum. :

All fittings to be flanged.

Safety valve must be available on rig floor at all times with proper
connections, valve to be full bore 5000 psi W.P. minimum.

All choke and fill lines to be securely anchored, especially ends of
choke lines.

Equipment through which bit must pass shall be at least as large as the
diameter of the casing being drilled through.

Kelly cock on kelly.
Extension wrenches and hand wheels to be properly installed.

Blow out preventer control to be located as close to driller’s position
as feasible.

Blow out preventer closing equipment to include minimum 40 gallon
accumulator, two independent sources of pump power on each closing unit
installation, and meet all API specificationms.



MINIMUM CHOKE MANIFOLD
3,000, 5,000 and 10,000 PS| Working Pressure

3 MWP - 5 MWP - 10 MWP

MUD PIT

BEYOND SUBSTRUCTURE

Tomahawk

EXHIBIT 1-=A

ll28ll

Federal No.

Lea County, New Mexico

RESERVE PIT

*Locotlon of separator optional

MINIMUM REQUIREMENTS
3,000 MWP 5.000 MWP I 10,000 MWP
No. 1.D. NOMINAL | RATING 1.D. NOMINAL | RATING | 1.0. NOMINAL | RATING

1 | Line from drilling spooi 3” 3,000 3" 5,000 | 3” 10,000

2 | Cross 37x3"x3"x2" 3,000 £,000
Cross 3”x3"x3"x3" 10.000

Gate O
1 - L4 . » -
3 | valves(!) Plug O 3-8 3,000 3-1/8 5,000 3-1/8 10,000
Gate O " - . "
4 | Vaive Plug 0@ 1-13/16 3,000 1-13/16 5,000 1-13/16 10,000
4a | vaives(?) 2-1116” 3,000 2-116" 5,000 3-1/8” 10,000
5 | Pressure Gauge 3,000 | 5.000 10,000
6 |vaives C2eCT > 3-1/8" 3,000 3.1/8" 5,000 3-1/8" 10,000
Plug (2

7 | Adjustable Choke(3) 2" 3,000 2" 5,000 2" 10,000

8 j Adjustabite Choke 17 3,000 1" 5,000 2" | 10,000

9 i Line 3" 3,000 37 5,000 3" 10.000

10 | Line 2" 3,000 2" 5,000 3" 10.000
Gate " " "
11 | Valves Plug () 3-1/8 3.000 3-1/18 5,000 3-1/8 10,000
12 | Lines 3” 1,000 3”7 1.000 3" 2,000
13 | Lines 3" 1.000 3” 1,000 3" 2.000
14 | Remote reading compound 3.000 5,000 10.000
standpipe pressure gauge
15 | Gas Separator 2'x5’ 2'x5’ 2'%5"
16 | Line 4 1,000 4" 1.000 4" 2,000
Gate O ” " -
17 | Vaives Plug 0@ 3-1/8 3,000 3-1/8 5,000 3-1/8 10,000
(1) Oniy one required in Class 3M.
(2) Gate valves only shall be used for Class 10M.
(3) Remote operated hyaraulic choke requirec on 5,000 psi and 10,000 psi for drilling.
EQUIPMENT SPECIFICATIONS AND INSTALLATION INSTRUCTIONS

1. All connections in choke manifold shall be welded, studded, flanged or Cameron clamp of comparable rating.

2. All flanges shall be AP! 6B or 6BX and ring gaskets shall be API RX or BX. Use only BX for 10 MWP.

3. Alllines shall be securely anchored.

4. Chokes shall be equipped with tungsten carbide seats and needles, and replacements shall be available.

5. Choke manifold pressure and standpipe pressure gauges shall be available at the choke manifold to assist in regulating
chokes. As an alternate with automatic chokes, a choke manifold pressure gauge shall be located on the rig floor in con-
junction with the standpipe pressure gauge.

6. Line from drilling spool to choke manifold should be as straight as possible. Lines downstream from chokes shall make
turns by large bends or 90° bends using bull plugged tees.

7.

Discharge lines from chokes, choke bypass and trom top of gas separator should vent as far as practical from the well.

1
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EXHIBIT 2
Tomahawk "28" Federal No.1l
Lea County, New Mexico

WELL LOCATION AND ACREAGE DEDICATION PLAT

RATEIRTI]

Tease Well No. -
MITCHELL ENERGY Corporation TOMAHAWK 28 FEDERAL #1
1ot T ctter Section Township Range County T
F 28 209 33E. NMPM L TEA TSR
i A7l Tootage Location of Well:
1650 feet from the _ NORTH tine and 1980 feet fromthe WEST ___tine
Cromind level Elev. Producing rormauon Pool Dedicated Acreage:
3595 Morrow South Salt Lake-Morrow 320
Acres |

|
1
|
|

I Outline the acreage dedicated 10 the sub;ccl well by colored pencil or hlchur: marks on the plat below.

2 If more than one lease is dedicated o the well, outline each and identily the ownership thercol (both 28 10 working interest and royalty).

). If more than one lease of different owmnership is dedicaled to the well, have the interest of all owners been consolidated by communitization,

unitization, force-pooling, etc.?

Yes No

thix form il neccessary.

If answer is “yes" type of consolidation
If answer is “no"” list the owners and tract descriptions which have sctually been consolidated. (Use reverse side of

No allowable will be assigned 10 the well unti) all interests have been consolidated (by communilization, vnitization, forced-pooling, or otherwise)

or until & non-standard unjt, eliminating such intercst, has been approved by the Division.
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OPERATOR CERTIFICATION

I hereby certify that the information
contained heretn in true and complete 1o the
best of my bnowledge and belief.

Printed Name
George Mul len

Position
Reg. Affairs Specialist !

-

Company
Mitchell Energy Corp. \

Date ‘
November 4, 1992 '

SURVEYOR CERTIFICATION i

{ hereby certify that the well location shonon:
on this plat war plotted from field nntes nf)
actual surveys made by me or undrr m
supervison, and that the same it frue ani:
correct 1o the best of my knowlrdge ant!

belief.

Date Surveyed
.10/15/% JAQ, \
~
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CERTIFIED MAIL
Receipt No. P 771 497 541

November 17, 1932

Mr. Randy Foote

Mississippi Chemical Corporation
1996 Potash Mine Road
Carisbad, New Mexico 88220

Re: Tomahawk "28" Federal Well No. 1
Lea County, New Mexico

Dear Mr. Foote:

By this letter, Mitchell Energy Corporation notifies you that it intends to file an
application with the Bureau of Land Management for a permit to drill the above
referenced well. The proposed location is 1,650 feet from the north line and 1,980
feet from the west line of Section 28, Township 20 South, Range 33 East (plat
enclosed).

Should you require additional information or if | can be of any further help, kindly
advise.

Very truly yours,

MITCHELL ENERGY CORPQORATION

JAToNEg g TN 1* N

Géorge Mullen
Regulatory Affairs Specialist

GM:mw
TOMAHAWK.gm

Enclosure

cc:  Mr. Tony Herrell - BLM Carlsbad

MITCHELL ENERGY CORPCRATION 2001 TIMBERLOCH PLACE
P.O. BOX 4000, THE WOODLANDS, TEXAS 773874000 713/377-5500
A subsidiary of Mitchell Energy & Development Corp.
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1© st (¥fice Energy, Minerals and Natural Resources Department Reviwed 1.1 29
Ko | eace - 4 copieg
1.~ lraes - 3 comies
IL CONSERVATION DIVI
N Cnrgao Hobbe, NM 88240 OIL€ P.O. Box 2088 SION a2
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Santa Fe, New Mexico 87504-2088 Tomahawk "28 Federa}l No.
ISTRICTA Lea County, New Mexico
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l:!jl‘F;l(.'Lm WELL LOCATION AND ACREAGE DEDICATION PLAT
1¥! Rio Rrazos Rd., Aztec, NM 7410 Al Distances must be from the outer boundaries of the section
T Lease Well No. -
MITCHELL ENERGY Corporation TOMAHAWK 28 FEDERAL #1

‘A"l Tootage Location of Well: o

; Tt Tatter Section Township Range County R
1 E 28 20S. 33E. NMEM‘ EA
N

1650 feet from the NORTH line and 1980 feet from the WEST line i
“rewind Tevel Elev. Pgducmg rormanon Pool Dedicated Acreape: [
3595 OXrow South Salt Lake~Morrow 320 Acres

I. Qutline the acrcage dedicated to the subject well by colored pencil or hachure marks on the plat below.
2 ){ more than one lease is dedicated to the well, outline each and ideqLify the ownership thereof (both as to working interest and royalty).

3. If more than one lease of different ownership is dedicated to the well, have the interest of all owners been consolidated by communitization,
unilization, force-pooling, etc.?
Yes No If answer is “yes” type of conrolidation
If answer is “no” list the ownert and tract descriptions which have actually been consofidated (Use reverse side of
this form if neccessary.
No allowsble will be sssigned to the well until si! interests have been consolidated (by communitization, unilization, forced-pooling, or otherwisc}
or until a non-standard unit, eliminating such interesy, has been approved by the Divisioa.

OPERATOR CERTIFICATION
I hereby ceritfy that ihe information

contained herein in true and complete (0 the
best of my knowledge and belief. |

Printed Name
George Mullen

Position

Reg. Affairs Specialist

Company
Mitchell Energy Corp.

|
|
SECTION 28, T}20S., R.33E., N.%I.P.M. Date !
I
]
|
|
|
|
|
|

November 4, 1992 f

SURVEYOR CERTIFICATION |

I herehy certify that the well location shonr:
on this plat war plotted from field notrs ofi
octual surveys mode by me or undcr m_\f
supervison, oend that the same is trur an?

correct 10 the best of my knowledge arw"

belief.

Signalure

Professighal Ju eleﬂ
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i

Date Surveyed b i
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