Drilling Mud

Audit Exception No. 6

The tour reports indicate that 14 sacks of '"Drispac' were used. The
vendor invoice includes billings for 36 sacks of '"Drispac'. At a rate
of $201.30 per sack, the joint account was over billed $4,428.60.

Credit due the Joint Account $4,428.60.

Santa Fe Enerqy Resources, Inc.’s response dated June 10, 1993

Auditors Claim:

Response:

Overcharged for drilling mud.
Credit Requested $4,428.60
Denied
A copy of the mud reports from Nova Mud, Inc. is

attached. That report shows that all 36 sacks in
question were used.
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Hanley Petroleum Inc.
Audit of Santa Fe Kachina 8 Federal #2 Well
Response to Santa Fe’s Response Dated Thursday 6/10/93
and Received Monday, 6/14/93

The audit exception centered around an overcharge for Drispac (drilling
mud) totaling $4,428.60. The audit exception maintains that the amount
charged the joint account exceeds the Drispac used per the daily tower
reports (aka ''Daily Drilling Report') by 22 sacks, or $4,428.60. An
analysis sheet is attached which calculates the cost per sack of $201.30.
$201.30 x 22 sacks = $4,428.60.

On Monday, June 14, 1993, we received our second audit response from Santa
Fe Energy Resources, Inc. (SFER) in which they denied the exception
citing Mud Reports (attached) from the vendor, Nova Mud, Inc.(NOVA). We

found no _evidence of approval of the NOVA Mud reports by SFER personnel,
also the Mud Reports conflict with the SFER tower reports as shown below:

Drispac Staflo

per SFER per

tower NOVA
Date report report Difference
10/07/91 14 : 0 14
10/09/91 15 (15)
10/09/91 2 (2)
10/10/91 8 (8)
10/11/91 2 (2)
10/12/91 6 (6)
10/13/91 1 (1)
10/14/91 2 (2)
Total 14 36 (22)

SFER’s audit response dated 6/10/93 indicates that they believe the
vendor’s Mud Reports are more credible than the tower report. The Mud
Reports are signed by one person, an employee of the mud company. The
tower reports are signed by five people independent of NOVA. The five
people include SFER’s own representative, the drilling contractor’s tool
pusher, and three drillers. We maintain that more reliance is due the
tower reports signed by 5 people independent of NOVA, than the Mud Reports
signed by one person not independent of NOVA.

Also, the NOVA Mud Reports indicate the use of Staflo, not Drispac.

Drispac and Staflo are separate and distinct products with different
pricing.

Drispac is the audit item under consideration, and its use was not
addressed by the Mud Reports included with the June 10, 1993, SFER audit
response. We request $4,428.60 reimbursement to the joint account for the
$4,428.60 unused Drispac.



Hanley Petroleum Inc.
Analysis of Exception # 6

Breakdown of Nova Mud, Inc. invoice #91043, dated 10/18/91:

Fresh

water Caustic Cedar Soda
Description Gel Paper Lime soda paper Multiseal Plastic Ash  Drispac Total
Quantity 226 25 27 57 5 5 1 126 36
Unit cost $6.30 $7.70 $5.95 $28.92 $15.00 $26.68 $30.00 $12.00 $212.42

Invoice
Extended amount $1,423.80 $192.50 $160.65 $1,648.44 $75.00 $133.40 $30.00 $1,512.00 $7,647.12 $12,822.91

Less 20% discount (284.76) (38.50) (32.13) (329.69) (15.00) (26.68) (6.00) (302.40)(1,529.42) (2,564,58)

Invoice net of

discount 1,139.04 154.00 128.52 1,318.75 60.00 106.72 24.00 1,209.60 6,117.70 10,258.33
Delivery charge * 136.86 18.50 15.44 158.45 7.21 12.82 2.89 145.35 735.07 1,232.59
Tax 73.36 9.92 8.28 84.94 3.86 6.87 1.55 77.92 394.03 660.73
Invoice total $1,349.26 $182.42 $152.24 $1,562.14 $71.07 $126.41  $28.44 $1,432.87 $7,246.80 $12,151.65

* - Allocated based upon pro-rata share of "Invoice Extended Amount"

Prispac Analysis:

Drispac used per tower report 14
Cost per sack of Drispac $201.30
Sacks of Drispac not used 22

Excess Drispac billed to Jjoint account - 22 sacks $4,428.60
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Audit Exception No. 7
2 7/8" Tubing

The joint account was charged for 11,462.4’ of 2 7/8" N-80 tubing. Per
the New Mexico Conservation Report C-104 dated 2/7/92, 11,027’ was run
in the hole. Allowing a .0059 thread make up loss, gross tubing in the
hole is 11,092.4’. The joint account needs to be credited for 370’ of
unused tubing, at an average price of $3.64/ft, totaling $1,346.80.

Credit due the joint account $1,346.80

Santa Fe Enerqy Resources, Inc.’s (SFER) response dated June 10, 1993

Auditors Claim: Overcharged for 2 7/8" tubing.

Credit requested $1,346.80

A copy of the Morning Completion Report is attached
showing a total of 357 joints were used, 1 joint
remains on the well site and 12 joints were
returned on MT 32112. This leaves 4 joints
unaccounted for. The Morning Completion Report
also notes that a average joint is 31.49’,
therefore we are granting a total of 125.96’ @
$3.64 per foot per your request.

(4 x 31.49)=125.96" (125.96 x 3.64/ft)
Denied $888. 31
Granted $458.49

Hanley Petroleum Inc.’s 6/17/93 Response:
The SFER 6/10/93 response does not appear to reconcile what was
billed to what was run per the Morning Completion Report.
Further, it does not reconcile what was used on the Morning
Completion Report to what was reported to the State of New Mexico

on the New Mexico Conservation Report C-104 dated 2/7/92 (copy
attached).

SFER indicates in their 6/10/93 response that they ran and the
joint account was properly charged for 357 joints of 2 7/8" @
31.49’ per joint, or 11,241.93 total feet of 2 7/8". This is
214.93’ feet mphe than the 11,027’ of 2 7/8'" that they reported on
their very own "CORRECTED'" C-104. We maintain that since the
C-104 is "CORRECTED'", and is reported to the State of New Mexico,
it should reflect the most accurate and correct information.in. ...
SFER’s files. : : '
! :
(continued on next page) = o ‘ :
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Audit Exception No. 7 (Continued)

Page 2

SFER says in their 6/10/93 response that 12 joints were returned
on MT 32112. Our 2 7/8" reconciliation also indicates that 12
joints (383’) were returned on MT32112 (copy attached). However,
our reconciliation also indicates that 313 joints (9898.4’) were
charged (Vantage Tubulars copy attached) to the joint account
along with another 61 joints (1,947’) on MT10978 (copy attached),
for a total of 374 joints (11,845.4’). The 374 joints (11,845.4')
charged to the joint account less the 12 joints (383’) credited to
the joint account leaves 362 joints (11,462.4’) charged to the
account. The C-104 report says only 11,027’ was run.

Grossing up the 11,027’ by a .0059 thread loss factor yields
(11,027 / (1 - .0059) = 11,092.4’ actual feet run. Actual
charged of 11,462.4' less 11,092.4' = 370’ for which credit is
due. 370’ times $3.64 per foot = $1,346.80.

Using the exception amount of $1,346.80, less 1 additional joint
(31.64’) of pipe on the surface at the location multiplied by
$3.64 per foot or $115.17, yields a revised net exception of

$1,231.63. We request that the joint account receive credit for
$1,231.63.
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| § Corees . Sute of New Mexicn N4 ‘

onats_rina Office Energy, Minerals and Namral Resources Deparument ';'.'l'.ﬁ'lﬁ‘...
T S«ul:mu::o.m

3 V0, Jcbbs, NM §1240 . ot Uetiom Psge
° ' OTIL CONSERVATION DIVISION ‘
wa DD, Anass, NM 83210 P.O. Box 2088
. Santa Fe, New Mexico 87504-2088 *CORRECTED
Ksa Usion R, Anec, NM 11410

REQUEST FOR ALLOWABLE AND AUTHORIZATION
TO TRANSPORT OIL ANC NATURAL GAS

nu

Weill APl Na.
Santa Fe Energy Operating Partners, L,P, 1 30-025-31371 X
I
330 W. Texas, Suite 1330, Midland, Texas 79701 J
so0ts) iof TFiling (CAsce proper das) Quxet (Please aaplan) \
v Well Chasge in Trassponer of:
ompituos C] Ol D Dvy Gas D
wnge in Operator D Cadeghead Gas D Coadenssrn D
uange drnlu give namme
sMdrses of pravicus operaios
DESCRITTION OF WELL AND LFASE
ass Neme Well No. | Pool Name, Lachudisg Formausos Kind of Lsase No
.achina 8 Federal 2 Corbin Wolfcamp, South |>tfsdenigFee | 0 ar931
Qauos
veit Leaey __E 1830 Likemme NOTER .. 660 Fct From Tha ___West Lina
Secton 8 Townihip 188 Risgs  33E  NMPM, Lea Counly
.. DESIGNATION OF TRANSPORTER OF OIL AND NATURAL GAS
e of Auhonted Trasspones of O e'd) of Condeasaa ) Address (Give address t8 whuch eppreoved copy of 1hus form 13 10 ba 35w}
x T o

portacion P, 0. Box 6196,--Midland, Texas 797if{r—~- -~
ims of Auhonied Triasponer of Cisaghontloae ((X] o Doy Gos. ] Wq““hc-hﬁ—
.onaco, Inc.

well procuces ol or liqueda, ‘ Usin | See 1 Twp l
¢ hocauoa of Lasks.

10 Desta Drive, Suite 627, Midland, TX 79705 |
Rge |l gas scmnnily connecred? | Whea ?
| _E | 8 1185 |33E Na |

Yus proiicLion 18 consToagied with that {romm say tihas easa o¢ podl, give tomumaglisg onder sumben
/. COMPLETION DATA

Esg, 2-7-92

. loawen | Guwal | Newwa | Wekowes | Decpes | Plug Back {Same Res'w  0NfT Rern
Deuignate Type of Completion - (X) | x \ X | 1 1 | 1
Yaus Spudded Date Compl. Resdy o Prod. Touad Depth POTD.
9-12-91 1-9-92 11,480 * 11,270
Hevauoas {DF, RK8. RT, GR. «ic.) Nams of Producsg Formauce Top OiVGas Fay Tubing Deptn
3904' GR Wolfcamp 11,315" 11,027
}erforauoes Dcph Casing Shoe
A 11,i51'-11,194 {2 JSPF) 61 holes 11,480
TUBING, CASING AND CEMENTING RECORD
HOLE SI12E CASING & TUBING SIZ2E DEPTH SEY SACKS CEMENT
17-1/2" 13-3/8" 422" 450 sx C1 C
12-1/4" 8-5/8" 3080 1300
7" 3-1/2% 11.480°" 1
' _'___0___,_1:21&" 11.027'
V. TEST DATA AND REQUEST FOR ALLOWADLE
OIL WELL (Test must bs aper recevery of totel voliwne of l0nd ed and auut be equal 10 or crceedd (0p allonable for this depih or be for Adl 24 hawrs )
Dule Firs New Oil Rua To Tasx Lou. of Tea Produaag Method (Flow. pump, gas Iy, i )
1-9-92 1-30-92 Flowing
Leogih of Tes Tubisg Pressure Cauag Presmuss Choxe Sue
24 hrs FTP 330 pkr 22/64"
Al Prod. Duneg Test Oil - Bbis . Waier - Bbls \GT. MCF
L 455 0 392
GAS \WELL
‘A‘um Prod Teat - MCF/D Lasgn of Tent Bl CoadeasanesMMCF ‘Gnmy of Cosdeatrua
l!uu.. Meihod {puot. back pr.) Tubtag Pressues (Shut-a) Casing Fraam (Shuis) Chole Sue
OR CERTIFICATE OF COMPLIANCE
R e i m ot ettt s 00 Comr OIL CONSERVATION DIVISION
Diviaoa have becs complied with 3ad that he isJonmiuos pres ove )
’_i.n L iu cormpleis 10 the bem of my knowidgs aod belief. Date Approved FFR 1
AAin,. Ll"'(zw A QQHC?II Orixr Saﬂadby
i —— || By_. —
Tervy Ar\’cCuLLOugh,_Sr. Production Clerk logia
Prsted Hame T Tille
Feb. 7, 1992 915/687-3551 .
Dike Telephone Na. l

INSTRUCTIONS: This form 15 w be filed in compliance with Rule 1104

1} Request for allawable for newly drilled o dscpened well must be accompanied by tabulauan of devianon esis Laken un accordance
wath Rule 111,

) Al secuons of ihis {orm must be filled out for allowable on new and secompleted wells.

1) Fill out only Secuons L, TL UL and VI for changes of operator, well name or namber, ranspanter, or other such changer.
4) Separzte Form C-104 must be filed for each pool in mulsiply completed we.ils.
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Vantage Tubulars, I

a O\P\ INVOICE
g

(—;ANTA FE ENERGY (’;AME
1616 S. Voss Rd., Suite 825 Kachina "8" Fed No. 2
59((‘30 Houston, TX 77057-2698 S:A" Lea County, New Mexico

Attn: Connie Redwine
INVOICE NO. DATE (48} 'S ORDER NO. ] F.0.8. Des t'l nat-ion TERMS
(711-1496-91 11-04-91 110163 Lea Co., NM 2%-10 Net 30‘)
OROER NO. DATE SHIPPED ——TSHIPPED FROM HOUStOﬂ, TX SHIPPED VIA

VT-2869 11-01-91 Texas Steel Conversion Trucks-McClatchy

9898.4" 2-7/8" 6.50# N-80 EUE T&C R-2 $3.23/ft $31,971.83
(313 jts) MAVERICK ERW Q&T :
Plus 5% New Mexico State Sales Tax 1,598.59
33557642

B0 o #RST-) J9/0079 ,,5{;):% | Saa104¢

RECEIVED
ACCOUNTS PAYABLE

NV 7 isa

HOUSTON

3 S Ao 5/?{227 4%4.01
. O ' ' 4‘23 7,42

Less 2% cash discount amounting to
$639.44 if paid by 11-14-91.

701 NORTH POST QAK RD., SUITE 220 « HOUSTON, TEXAS 77024 » 713-683-7232 ¢« FAX 713 686 4674
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NMAITEHIAL THANDFEH

. ez TRANSFER NUMBER < /
CHECK ONE: FEB m 8 M vk 32112 @
' E\mbzﬂ\ E ENERGY RESOURCES, INC. @ FEB 2 ¢ MLV
ANTA FE ENERQY OPERATING PARTNERS L.P. TRANSFER DATE _Q_ / = Q_ N
FROM LOCATION: _Aactuna, 8 P 3 K/P 1O Location: _Carksbad /M E5
{3 Check here I8 material has been in service on thig focation M
WAS USED FOR a303 FeB 24 199 WAS USED FOR r\\v\wﬂ\ﬁ N _
2021
COMP ACTIVITY A‘.@ M»uAv 01115 COMP ACTIVITY AT ]
’ L3 @0) Nf,w Nﬁ $ *.Ilu - -
1 e ol 4 » J L P_< W_ | ) L1 L
BILLA \a w.. bt ]
e [ et (R ooy | [ @ ﬁ.@ﬁw&
ah 233%»2 -~ Receive:! i% W%a
.w po o1 TFILLA HADEB' %
SAN-PED VIA /em a, Depatlineht Ry
b.n n«)/ ; _uq. .
| il =
4 vy L5 !
\p03sT| 13| |36488 278 1.5 N-80 £ue 7w £-2 ] O =y _
C . .. s
M 21712 NN R Yo, 3
’ 7 s %
L bt Y
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: # | Zoawell on Mli” IDG 78 mkuvk.%\\% _ NN 2
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- kﬂﬂ%? N 3
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. 20 _ 7if
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. R OMEY3339 ;
L1t V
\b 4 TOTAL QUANTITY . m.lluuota TOTAL AMOUNT T
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MAIERIAL THANSFER

ozmoxozm nY ; VAR
+ b B eliknofllitunoss, modkt . | 3
\ Lo BANTAF Mzmmo...‘..».vm:)iwo v.)ﬂo mnw p. . w:?zmnmz oare L2100 2170)

. T P R ..._ “ .. K . , i . ...L L1t B &
FROM _.oc.ﬁ_oz q i : LTI C o )l RN 40 roo?_oz. [AcHTIA 8 FEDTR

tRansrennumeen 1 (0978 <«

) Check hera i4 fhaterial has been In wo?._oc bl .:_w oc’ ._or,
WAS USED FOR

‘ K

WAS USED FOR

{comp ACTIVITY AFE

[comp ACTIVITY AFE
/1 EO_Q RN T N A A L) %3 _E\&_N.,ml_.ﬂ_.ﬁ_? [ i1 00D
BILLABL BILLABLE LT
xﬁo NO : o : YES | NO
SHIPPED VIA o
s stock o ocgw..wm.q.i uM nwﬁomm:_m DESCRIPTION m m P
] ' X/ 7 .
, LUIT| 997 | 279 6.50 V-80 fue |B|

oL I I E VL
., 14ar | AME \4D3L
. v | AMEUD3 [(Frr)

¢ TOTAL QUANTITY _ - e At TOTAL AMOUNT

" C—Needs Reconditioning

Olcgc.o“O,!vSvowou

APPROVED APPROVED APPROVED
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) KACHINA 8 FED #2 D i 7
TUBULAR RECONCILIATION Excetrion 7
MAY 31, 1992
ACTUAL FOOTAGE PER THREAD
MATERIAL SOURCE FEET BILLED NMCC REPORTS LOSS DIFFERENCE
13 3/8" 48# H-40 MT-AMI31607 (9/91) 430.87° 422’ 3.08' 5.79’
8 5/8" 24# J&K-55 CENTRAL PIPE 332.9’
& SUPPLY
MT-AMI31608 (10/91) 2879’
MT-AMI31609 (11/91) (124)
3087.9 3080’ 21.61' (1 3.71 ')
51/2° 17# N-80 BOVAIRD SUPPLY 2671.48'
51/2° 17# N-80 VANTAGE TUBULARS 3408.00°
51/2 17# L—80 MT—AMI31609 (11/91) (295)
51/2" 17# K-55 MT-AMI10812 (10/91) 1252’
MT-AMI10812 (10/91) 364’
MT-AMI10812 (10/91) 121
MT-AMI10813 (11/91) 164’
MT-AMI10813 (11/91) 245’
MT-AMI10813 (1 1/91) 573
51/2"17# J-55 MT-AMI10812 (10/91) 122
51/2" 15.5# K—55 VANTAGE TUBULARS 2819.2
11534.68' 11480° 83.80" (29.12))
27/8'6.5# N-80 VANTAGE TUBULARS 9898.4’
MT-AMI10978 (1 1/91) 1947’
MT-AMI32112 (2/92) (383)
11462.4' 11027’ 65.40" 370.00'



178 Joint Interest Auditing
MAKE-UP LOSS MULTIPLICATION FACTORS The
dite
TUBING the
foo:
SIZE EUE NUE BUTTRESS the
oD RANGE RANGE RANGE RANGE RANGE RANGE
INCHES ] 2 1 2 1 2
—_ If tt
2.375 0073 0054 0062 .0045 0161 0107 occ
ev.
2.875 L0080 0059 0078 .0058 0161 0107
Otr
3.500 .0090 0066 0087  .0065 .0161 0107 cas
4000  .0095 0070 0090 0066  .0172 0014 Z‘;‘t
4.500 0099 0074 0097  .0072 0183 0121 me
cas
CASING cel
twi
SIZE  SHORT.T&C LONG T&C BUTTRESS T&C dit
OD  RANGE RANGE RANGE RANGE RANGE RANGE acc
INCHES _ 2 3 2 3 2 3 the
4500  .0073 0055 0083 0062 0109  .0082 Sno(’
5000  .0076 0057 0094 .0070 0113 .008S pr¢
5.500  .0080 0060 0097 .0073 0114  .0086 Surface Equ
6.625 0087 0065 0108 0081 0120 .0090 25
7.000  .0087 0065 0111  .0083 0125 .0094 ch
dc
7.625  .0090 .0068 0115  .0086 0130 .0098 m
8.625  .0094 0070 0125  .0094 0134 0100 Tt
9.625  .0094 0070 0132 .0099 0134  .0100 ;re‘
10.750  .0097 0073 meeee e 0134 0100 se
us
11.750  .0097 0073 —eooe oo 0134 0100
W
13.375 0097 0073 oeeee oo 0134  .0100 | s
16.000  .0111 0083  —ee-- e 0134 0100 i‘:
18.625  .0111 0083 aooee aeea- 0134 0100
20.000 0111 0083 0146 0109 0134  .0100




