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

IN THE MATTER OF THE APPLICATION OF
MARATHON OIL PERMIAN, LLC TO POOL
ADDITIONAL PARTIES UNDER THE TERMS

OF ORDER NO. R-20966, EDDY COUNTY, NEW MEXICO.

CASE NO. 21213
ORDER NO. R-20996-A

RESPONSE TO MOTION TO VACATE OR STAY ORDER NO. R-20966-A

Marathon Oil Permian LLC (“Marathon”) hereby responds to the Motion to Vacate or Stay Order
NO. R-20966-A filed by Sugar Creek Resources, LLC’s (“Sugar Creek™). Sugar Creek’s Motion must be

denied.

BACKGROUND

1. In 2018, Marathon began planning the development of the following wells and started to
engage in operations including obtaining permits and pooling orders:

Crossbow 23 27 8 WXY 2H
Crossbow 23 27 8 WXY 4H
Crossbow Federal 23 27 8 WXY 9H
Crossbow Federal 23 27 8 WA 10H
Crossbow Federal 23 27 8 WXY 8H
Crossbow Federal 23 27 8 WXY 14H
Crossbow Federal 23 27 8 WXY 15H
Crossbow Federal 23 27 8 WXY 16H

2. On July 12, 2018 and again on August 3, 2018, Marathon sent well proposal letters to
uncommitted working interest owners. It also sent a proposed Joint Operating Agreement to working
interest owners on January 8, 2019. It contacted owners who had not signed the proposed Joint Operating
Agreement. See Case 16381, Ex. A-5.

3. Marathon filed a compulsory pooling application in Case 16381 on August 7, 2018, seeking
to create a 1280-acre, more or less, spacing unit covering Sections 7 and 8, Township 23 South, Range 27

East, NMPM, Eddy County, New Mexico (the “Unit”); and, pooling all mineral interests in the Wolfcamp



formation. Case 16381 was continued until the September 19, 2019 docket, while Marathon entered into
negotiations with interested parties. See Case File for Case 16381, September 27, 2018 Continuance
Request, October 23, 2018 Motion, July 18, 2019 Motion, August 15, 2019 Motion.

4. At the hearing held on September 19, 2019 in Case 16381, Marathon presented written
evidence of its good faith negotiations with interest owners and that it had sent well election letters and
Authorities for Expenditures to such owners. Case 16381, Ex. A. Undisputed evidence presented at hearing
further showed that Marathon owns approximately 88.46% of the working interest in the Unit, and that
according to Marathon’s record title search, there were no unleased mineral interests. Case 16381, Ex. A-
4. No parties opposed Marathon’s application at hearing.

5. On January 9, 2020, the Division granted Marathon’s application in Case 16381 and
entered Order R-20996. On March 3, 2020, Marathon filed an application in Case 21213 seeking to re-
open Order R-20966 for the limited purpose of adding additional pooled parties within the Unit. The
hearing was held on April 30, 2020. No-one, other than Marathon, appeared on the record before Case
21213 was taken under advisement by the Division. On May 7, 2020, the Division entered Order R-20996-
A, granting Marathon’s application in Case 21213.

6. The additional parties that Marathon sought to pool in Case 21213 own royalty interests.
See Case 21213, B-2. These parties were notified and pooled because NMAC 19.15.4.12A(1)(a) states:

1) Compulsory pooling and statutory unitization.

(a) The applicant shall give notice to each owner of an
interest in the mineral estate of any portion of the lands the applicant
proposes to be pooled or unitized whose interest is evidenced by a
written conveyance document either of record or kmown to the
applicant at the time the applicant filed the application and whose
interest has not been voluntarily committed to the area proposed to
be pooled or unitized (other than a royalty interest subject to a pooling
or unitization clause). An applicant seeking compulsory pooling of a
standard horizontal spacing unit need not give notice to affected persons

in adjoining spacing units or tracts unless the division so directs.

(Emphasis added).



7. Royalty interest owners were notified and pooled in Case 21213 after Marathon discovered
ambiguities in some lease pooling clauses. Marathon sent notice of Case 21213 to all royalty interest
owners in the Unit.

8. Marathon’s Exhibits in Case 21213 show that Ms. Campos, Mr. Robbins and Ms. Aldemir
own royalty interests in the Unit. See Case 21213, Exhibit 2. This is because these three individuals entered
into the following lease agreements in 2005, in which Marathon is a lessee of record as a successor in

interest to Madison M. Hinkle:

Lessor(s): Christine Campos, a married woman dealing in her sole and separate property
Lessee: Madison M. Hinkle
Dated: August 5, 2005

Recorded: Book 610, Page 887
Description: ~ N/2 NE/4, SE/4 NE/4, NE/4 SE/4 and S/2 SE/4 of Section 8-23S-27E, Eddy

County, NM
Net Acres: Covering approximately 26.67 net acres
Lessor(s): Ronald C. Robbins, a married man dealing in his sole and separate property
Lessee: Madison M. Hinkle
Dated: August 26, 2005

Recorded: Book 610, Page 890
Description:  N/2 NE/4, SE/4 NE/4, NE4 SE/4 and S/2 SE/4 of Section 8-23S-27E, Eddy

County, NM

Net Acres: Covering approximately 26.67 net acres

Lessor(s): Stephanie R. Aldemir, a married woman dealing in her sole and separate
property

Lessee: Madison M. Hinkle

Dated: August 26, 2005

Recorded: Book 610, Page 892
Description:  N/2 NE/4, SE/4 NE/4, NE/4 SE/4 and S/2 SE/4 of Section 8-23S-27E, Eddy

County, NM
Net Acres: Covering approximately 26.67 net acres
9. These lease agreements are filed of-record in Eddy County and it is Marathon’s position

that these leases are valid. See Exhibit 1. There is a well that Marathon operates, the Cypress #001 (API
30-015-35855), located on the leases that is in production.
10. Marathon’s exhibits in Case 21213 prove that notice of its application was sent via certified

mail, return receipt requested, and delivered to the following:



Christine Campos Mailed 3/12/2020 Delivered 3/16/2020

Ronald Robbins Mailed 3/12/2020 Delivered 3/16/2020

Stephanie Aldemir Mailed 3/12/2020 Delivered 3/16/2020
See Case 21213, Ex. 3 at pgs. 17 and 19.

11. Despite receiving notice, none of these three individuals appeared at the hearing in Case
21213. Additionally, none of these individuals filed an application with the Commission requesting de
novo review.

12. To Marathon’s knowledge on the date of this filing, none of above listed lessors
(“Lessors™), have filed anything with the Division indicating that above-listed leases expired. Likewise,
none of the Lessors informed Marathon that they considered their interests to be unleased mineral interests.

13. According to Sugar Creek, at some point after Marathon filed its application in Case 21213,
Sugar Creek subsequently obtained top leases for the exact same acreage in the above-listed leases. These
top leases did not exist and were not filed of-record before Marathon filed its application in Case 21213
and Marathon did not learn of Sugar Creek’s top leases until after the Order in Case 21213 was issued.
Order R-20996-A was issued on May 7, 2020, and Sugar Creek first contacted Marathon on May 13, 2020.
See Exhibit 2.

14. On June 5, 2020, Sugar Creek filed its Motion to Vacate or Stay Order No. R-20966-A
issued in Case 21213. In that Motion, Sugar Creek appears to argue that Marathon was required to send
Lessors a lease, AFE or Joint Operating Agreement (“JOA”) prior to hearing and that Marathon deprived
Lessors an opportunity to elect to participate in the proposed Crossbow wells. Sugar Creek argues that
NMSA 1978, § 70-2-17(C) and NMAC 15.19.4.12 require compulsory pooling applicants to send royalty
owners a lease, AFE, or JOA prior to filing an application to compulsory pool. This argument is incorrect
and fails to comport with long-standing Division practice and precedent (calling into question the validity
of nearly every pooling order that pools overriding royalties and other types of royalty or non-participating

interests).



ARGUMENTS
I. THE DIVISION’S ORDER COMPLIES WITH ALL APPLICABLE STATUTORY AND

REGULATORY REQUIREMENTS, AND COMPORTS WITH PAST AGENCY

PRACTICE.

NMSA 1978, § 70-2-17(C) sets forth the statutory requirements for compulsory pooling. NMSA
1978, § 70-2-17(C) states, in relevant part, that:

When two or more separately owned tracts of land are embraced within a spacing or

proration unit, or where there are owners of royalty interests or undivided interests in oil

and gas minerals which are separately owned or any combination thereof, embraced within

such spacing or proration unit, the owner or owners thereof may validly pool their

interests and develop their lands as a unit. Where, however, such owner or owners have

not agreed to pool their interests, and where one such separate owner, or owners, who has

the right to drill has drilled or proposes to drill a well on said unit to a common source of

supply, the division, to avoid the drilling of unnecessary wells or to protect correlative

rights, or to prevent waste, shall pool all or any part of such lands or interests or both in

the spacing or proration unit as a unit.

All orders effecting such pooling shall be made after notice and hearing, and shall be upon

such terms and conditions as are just and reasonable and will afford to the owner or owners

of each tract or interest in the unit the opportunity to recover or receive without unnecessary

expense his just and fair share of the oil or gas, or both.
(Emphasis added).

The above statute requires the Division to pool interests when parties have not agreed to pool their
interest, and where one owner (in this case Marathon) has the right to drill, and there is proof that the
application will avoid the drilling of unnecessary wells, protect correlative rights, and prevent waste.
Marathon made these showings in Cases 16381 and 21213.

Marathon has lease agreements in place with the Lessors. The actual Lessors have not contacted
Marathon to dispute the validity of these leases and, despite having notice, they did not appear at the
hearing. Nonetheless, the pooling language included in the leases is ambiguous and may be insufficient to

voluntarily pool these royalty interests without an order issued by the Division. In similar cases, the
Division has pooled the royalty interests and, in doing so, has not required applicants to send royalty owners
a new lease agreement, JOA (which would not be executed by royalty interest owners), or an AFE (which
show cost estimates for expenses that royalty owners are not required to be paid). See e.g., Case 20211
(transcript attached); Orders R-14372 and R-13945-A (examples of orders pooling royalty owners),

S



attached as Exhibit 3. Indeed, in this instance, there is essentially no difference under the Division’s Rules
in the way various types of royalty interests are treated, including overrides. See 38 Am. Jur. 2d Gas and
Oil § 187 (“An overriding royalty is similar to a royalty in that both are nonrisk and noncost bearing
interests”). The Division has routinely pooled overriding royalty interests when insufficient pooling
language exists in the assignment creating the overriding royalty. When doing so, the Division has not
required applicants to send a lease, new assignment, JOA, or AFE (or any other document, other than
notification of the hearing) to overriding royalty interest owners. This is because overrides (similar to other
royalty and production payment interests) are non-cost bearing.

Sugar Creek fails to cite any past precedent in which the Division has required a new lease or
assignment, JOA, or AFE to be provided to a non-cost bearing royalty interest owners. Yet, the Division
has routinely entered orders pooling such interests.

Additionally, in Case 16381, Marathon documented its attempts to reach voluntary agreement with
the cost bearing interest owners in the Unit. Marathon sent multiple well proposals to these interest owners
and a proposed JOA. No-one appeared at the hearing, disputed this evidence or requested additional
negotiations. The evidence presented in Case 16381 was incorporated into the record for Case 21213.

IL. SUGAR CREEK DOES NOT OWN A MINERAL INTEREST IN THE UNIT, AND
SUGAR CREEK’S ALLEGED INTERESTS DID NOT EXIST BEFORE
MARATHON’S APPLICATION WAS FILED.

Sugar Creek is not a party to Marathon’s leases with the Lessors. It is a stranger to those
agreements. As a result, Sugar Creek lacks standing to attack the validity of Marathon’s lease agreements
with the Division, particularly when the Lessors did not enter an appearance in the Case.

Likewise, Sugar Creek is not a proper party to Case 21213. Rule 19.15.4.10.A(2), (3) NMAC
governs how persons can become a “party” in a Division case. This rule states that parties consist of either
a person to whom a statute or rule requires notice and who has entered an appearance in a case or a person
who properly intervenes. Here, Sugar Creek never filed an entry of appearance in Case 21213 and it was
not entitled to notice because it did not own an interest of record at time when Marathon’s application was

filed (nor does it own an interest now). The Division rules regarding affected persons entitled to notice
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state that parties entitled to notice must have a recorded instrument in the county records at the time when
the application is filed with the Division. See, e.g., NMAC 19.15.2.7.A(8); NMAC 19.15.4.12.A(1). Here,
both parties agree here that Sugar Creek did not record its top leases until after Marathon filed its application
in Case 21213.

More importantly, it was impossible for Marathon to negotiate with Sugar Creek before it filed its
application because Sugar Creek does not actually own a mineral interest in the Unit. Sugar Creek has
instead obtained top lease, which was not recorded until long-after Marathon filed its application. Marathon
did not become aware of this alleged interest until affer the Order in Case 21213 was issued.

Sugar Creek has yet to establish that it even owns an interest within the Unit. Sugar Creek merely

entered into top leases with the Lessors,! which state:

13. UNRELEASED OIL AND GAS LEASE(S): It is expressly acknowledged that certain oil
and gas lease(s) currently burdening lessor’s minetal interest-in the above-described lands of record are
unreleased of record, incjuding, but not limited to the following oil and gas leases: (1) lease dated August
26, 2005, recorded in the|Office of the County Clerk, Eddy County, New Mexico, in Book 610, at Page 892
(the “Existing Lease(s)”). To the extent the Existing Leases remain in cffect as to all or any portion of the
above-described lands, this lease covers Lessor's reversionary interest in the above-described lands and is
hercby vested in interesg but is subordinate to the Existing Leases, and is to vest in possession upon (i)
expiration, termination of release of said Existing Leases; or (ii) the date of this oil and gas lease, whichever
is later.

See Exhibit 1. As a result, Sugar Creek’s interests do not vest until “the expiration, termination or release”
of the Existing Leases.

The term “top lease” is defined in Williams and Meyers as: “A lease granted by a landowner during
the existence of a recorded mineral lease which is to become effective if and when the existing lease expires
or is terminated.” 8 HOWARD R. WILLIAMS & CHARLES J. MEYERS, OIL AND GAS LAW:

MANUAL OF OIL AND GAS TERMS 1081 (LexisNexis Matthew Bender 2017).2 “A top lease is a future

' Some oil and gas lease documents are drafted to take effect upon the expiration of an existing lease covering the
same land. These types of lease documents are commonly referred to as “top leases,” while the existing leases are
known as “bottom leases.” See § 9:2 “Bottom” and “top” oil and gas lease interests distinguished, 1A Summers Qil
and Gas § 9:2 (3d ed.).

2 See also Valentina Williston, LLC v. Gadeco, LLC, 878 N.W.2d 397, 399 (N.D. 2016); Concorde Res. Corp. v. Kepco
Energy, Inc., 254 P.3d 734, 736 n. 4 (Okla.Civ.App.2011); Peveto v. Starkey, 645 S.W.2d 770, 772 (Tex. 1982)
(recognizing similar definitions and concepts).



interest lease taken on a mineral estate already subject to a present lease. A bottom lease, on the other hand,
is the valid existing lease that has been ‘topped’ by the top lease.” Nelson Roach, The Rule Against
Perpetuities: The Validity of Oil and Gas Top Leases and Top Deeds in Texas After Peveto v. Starkey, 35
Baylor L. Rev. 399, 399 (1983). “By their nature, top leases delay the new lessee's rights until the
termination of an existing lease.” 1 ERNEST E. SMITH & JACQUELINE LANG WEAVER, TEXAS
LAW OF OIL AND GAS§ 4.5[F] (2d ed. 2015). Here, the Lessors have not appeared before the Division
and they have not informed Marathon that their leases have expired. Sugar Creek has filed a petition
requesting that the Fifth Judicial Court rule that Marathon’s leases have expired. See Sugar Creek
Resources, LLC v. Marathon Oil Permian, LLC, D-503-CV-2020-00407. No determination has been made
by a court, finding that Marathon’s leases have expired, and until such determination is made by a court,
Sugar Creek does not have a mineral interest in the leases. Indeed, Rule 19.15.2.7.M(10) NMAC defines
the term “mineral interest owner” to specifically mean a working interest owner, or an owner of a right to
explore for and develop oil and gas that is not subject to an existing oil and gas lease; this language is not
worded broadly to include options, or other types of contingent or reversionary interests.

III. SUGAR CREEK’S REQUEST TO STAY IS WIHTOUT MERIT, PROCEDURALLY
DEFICIENT, AND SHOULD BE DENIED.

Sugar Creek alternatively moves the Division to stay the effect of Order R-20966-A until such time
as title to the above-listed leases is determined. It further requests a stay of any election letters being sent
for the drilling or wells. See Sugar Creek Motion, p. 6. Rule19.15.4.23.B NMAC allows the Division
Director to stay the effect of Division orders only in limited circumstances. That rule states:

B. Stays of division or commission orders. A party requesting a stay of a division or
commission order shall file a motion with the commission clerk and serve copies of the
motion upon the other parties who appeared in the case, as Subsection A of 19.15.4.10
NMAC provides. The party shall attach a proposed stay order to the motion. The director
may grant a stay pursuant to a motion for stay or upon the director's own initiative, after
according parties who have appeared in the case notice and an opportunity to respond, if
the stay is necessary to prevent waste, protect correlative rights, protect public health or
the environment or prevent gross negative consequences to an affected party. A director's
order staying a commission order shall be effective only until the commission acts on the
motion for stay.



Sugar Creek has not complied with these requirements. First, Sugar Creek’s motion to stay was not filed
with the Commission. Second, Sugar Creek has not attached a proposed stay order to its motion. Third,
and most important, Sugar Creek has failed to show and cannot show that it will suffer immediate
irreparable harm. Rule 19.15.4.23.B NMAC provides that a stay of a Division order may be granted only
if “the stay is necessary to prevent waste, protect correlative rights, protect public health and the
environment or prevent gross negative consequences to any affected party.” (Emphasis added). Sugar
Creek is not an affected party. Sugar Creek instead summarily states in its Motion that Order R-20966-A
impacts its correlative rights and that the order must be stayed to prevent gross negative consequences to
Sugar Creek. This sort of summary statement is insufficient to warrant the issuance of a stay, which, similar
to an injunction, must be based on a showing of immediate and irreparable harm.

Finally, assuming, arguendo, that Sugar Creek qualifies as an affected party under Rule
19.15.4.23.B (which is not established in the Motion), it is still unclear how Order R-20966-A negatively
impacts Sugar Creek’s correlative rights or creates gross negative consequences.> Sugar Creek is not
challenging the underlying pooling order, Order R-20966; so, the acreage is still pooled and able to be
developed. The Lessors, Ms. Campos, Mr. Robbins and Ms. Aldemir, did not appear at the hearing to
object to Marathon’s application; and the leases at issues only cover approximately 80-acres within a larger
1280-acre Unit. Furthermore, Sugar Creek does not appear to have obtained an OGRID number from the
Division, and it has not proposed development plans to Marathon for minerals underlying the Unit. As a
result, Sugar Creek’s request for a stay fails to comply with the requirements in Rule 19.15.4.23.B and
should be stricken from the record.

The above facts are significant because 1) the pooling order entered in Case 16381 has been in
place since January 2020; 2) Case 21213 was taken under advisement; 3) an order was issued in Case

21213; and 4) no persons or entities subject to the order (or who have voluntarily committed interests to

3 Affected persons and parties entitled to notice indicate that the document creating the alleged working interest must
be filed of record at the time when the application is filed with the Division. See, e.g., Rule 19.15.2.7.A(8) NMAC;
Rule 19.15.4.12.A(1) NMAC. Both parties agree here that Sugar Creek was not entitled to notice of Marathon’s
application as an affected person because it did not record its alleged leases until after Marathon filed its application.
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the Unit) have notice of Sugar Creek’s request to stay development until judicial determination of Sugar

Creek’s interest. If granted, one entity (who does not appear to even have a license to operate in New

Mexico) would be allowed to obstruct development of a 1280-acre unit, impacting the correlative rights of

numerous other entities. Sugar Creek’s argument is even less availing because it has not demonstrated that

it could suffer imminent or irreparable harm, or demonstrated that it has any sort of alternative development

plans for the Unit. This does not comport with the showing required under Rule 19.15.4.23.B.

CONCLUSION

WHEREFORE, Marathon respectfully requests that the Division deny Sugar Creek’s Motion.

10

Respectfully submitted,

By: /s/ Jennifer L. Bradfute
Jennifer Bradfute

Marathon Oil Permian LLC
5555 San Felipe Street
Houston, TX 77056
Telephone: 505-264-8740
jbradfute@marathonoil.com

Deana M. Bennett

Modrall, Sperling, Roehl, Harris & Sisk,
P.A.

Post Office Box 2168

Alb., NM 87103-2168

Phone: 505-848-1800

Email: dmb@modrall.com




CERTIFICATE OF SERVICE

I hereby certify that a true and correct copy of the foregoing was served on counsel of record by electronic
mail on June 30, 2020:

Stephen D. Ingram

P.O. Box 1216
Albuquerque, NM 87103
(505) 243-5400
singram@cilawnm.com
awilliamson/@cilawnm.com

Respectfully submitted,

By: /s/ Jennifer L. Bradfute
Jennifer Bradfute

Marathon Oil Permian LLC
5555 San Felipe Street
Houston, TX 77056
Telephone: 505-264-8740
jbradfute@marathonoil.com
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to femase all praperny and fniares placed by lesres an said land. inchuding the sipht to draw and rammve all casing. Whe requized iy
lessor. lesazz will bury all ppw lines on @ cultivated lil-!.‘ hatow grdimany plow dentk, and no weil shll e drilied within s Mundees! fee)
200 e my resadenee of T cow on siid lmd Wit Ressars coms wer ytall have the privivge, At his risk and expense, of
i gas ety gas el o said i for stoves and maisle lights in the principa) dseliing .kcret--:. Ml ob iy surplus gas not aecded for
nperatiens hreunder

Madison M. Hinkle
P 0 Box 2292
Roswell NM 38202-2292
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NDHVIDUAL ACKNOWL EDGMENT ivew Moxaen Shart Feim)

STATF OF CAIFORNIA

COUNTY OF Orange

PN e

This insirument was acknowledged before nie on this _38__ day of 3 __ 2005, Stepi Adentiz, &
marricd waman dealipg in ber sule nad sepsrate property 74
\‘.' ’
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CALIFORNIA ALL-PURPOSE ACKNOWLEDGMENT

State of _California _

County of _Orange
On _09/02/05

before me, Kimberly Fishman, Notary Public

Date

personally appeared

Naine and Title of Officer

#x*Stephanie R, Aldemir¥** s

Natne of Signer

proved to me on the basis of satisfactory evidence to be the
person whose name is subscribed to the within instrument
and acknowledged to me that she executed the same in her
authorized capacity, and that by her signature on the
instrument the person or the entity upon behalf of which
the person acted, executed the instrument.

WITNESS my hand and official seal.

i /a4

OPTIONAL

Description of Attached Document

Title or Type of Document: _Oil And Gas Lease
00, 0000

Document Date:

Signer(s) Other Than Named Above:

RECEPTION MD: 05108
NEW MEXICO, COUNTY
RECORDED 05,/08/200%
BOOK 0€10 PAGE 0B92
JEAN BLENDEY, COUNT
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THIS AGRFEMEN

deabivg in hor sule and s¢parate
Madison M. Hinkle, Po

T aade ghes & EX S
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W EEN ANIVOTHER DOLLARY in hand faid, receipuf which i e scknowledged, s of e royabtie

al the fessee heyein leases and fens eacduaivedy wato fessce for e m

i i COTing pes, Watets, uter s

L atd tier st wid thing
My,

rating,
sabaurdges £

telephone 3
¢ Fallovang doaseibed Land in 1Ay

s eongpermies moe o ks

T Subvectto g aiber pr i bosen venaines, tis losse shall remats in ree For atein bl Ee 48) years frow 1405 dite tealied iy
30T} g gz g Bervaiter s il or Las  produs v said b o frea Lad with which soid bad is poakic.

pisicl by fessew anet jud on 6, ond e lguid hydracsbons suved ol e well, Gue
i to b deliveed e o o the erenit of izssar in the pipeline o whie
fas er ether gaseonsy su e pradtecd froan said land end used ol the provais
- Use machet vali atthe wolt af Crie Sixth 140 o ae gas psed, providad the on gus s b
rayaiies shail e Ope Ni troabized G suchs sale (o) and at suy swhen this kase is not validated by atlier
provdsions heveatand there is 4 g aadfor condensae sell o said land, or Land packed theizwith bt gus or vondanstie is nol being sa
subdd or sised i swn well i i, gitier hefore or aiter praduction Gezefhom, chen on cr bufbre 90 days
theiealles al s, inkeivats, lessee may pay or tender an wdvance shatin woyalty equil 10 $1 63 er aet asre of kessor's BaIS Roreuge the
Irely winder i hease by the ity mking el paynmec: o tender. ang so fung as suid shut-in cayally is paid o kndered, i leave shiad ot
feamenate and 3kl de comsidarcd imder afl clagses ae hat zas is helng predused from iz jemed premises m Raying quantities bach
such paymien: stall be pard or wodered 1o tie party of parties who at the Laae of such payment would be entitled 1t reeeive the ruyaties
which weuld be paid under ths fease if the weil weze ia fact producing. The payment ar inder of royulties and Sua-in royeltics may he
mude by cheek o deafl  Any timey payment of lender of saut-in royaty whach s nusle oy a hosa lide attemt (o make propes payment.
bt which 1 erroreous in whole or in P as Lo paities or antoms, shall zevertheivss be suilicient 1o prevenl termination of this leine in
the same manngr gy though & prozer paymen: had bezn made if lessee samil correct sach eirer withits 30 days aiter lessee has recaived
written notice thereo! by certificd mait from e prty Or parties entitled to eeceive payment tugeiher with such wristen instriments (or
it i arsor') iy are aecessary to enable lessss to muke proper pavinent. The amsual cealized from the sate af gas an or off the
"2 ik price estabiishad hy tisc pos sales comtract entercd inio in goud futh by Jessec and gas puzchaser for such term and
on as afc eustomary i the indastey. “Prive” shall mean Ihe ret ameunt received by lessee ulter giving eflect 1o
applicable reguiaton: orders and atler applicmtion of licuble prive ml; specificd i such contract o: zegulntery orders, In tie
event lusser compreyses, treats, ey suet: gas (whether o3 o1 off the lemed pronuses) ar fraispasts pas off the bused
premises, lessa it empating royalty b  deduet fro such price 3 reassnable charge for each of ek funstions pestormed

4 This is o paiceup fease and lessee sl not be obligated during the primary e hennt @ commence o7 contine 1y aperatioss of
whatsoever chzraier or W make tiy payments hergarder it vides t mainkin his lease ie farce during te primazy term; hnwaver, tis
nrovision is nut inteaded t selnve T2ssee of the abligation ta pay rogalties on sctusl productisn pursint 1o the pravisions of Pacagraph 3

af,

£ Lessee is heechy gronted the right ard power. frans tinie o time. 10 el er combing this lease, the fund vovesd by i cr any part or hosizan
thereor with: any M dand. leascs, nincral esiates ar arls taereniBor the praduction of el o: gas. Units pooled hereunder shall nol eseand
ke standurd proratien vait lined by faw of by the & Conservation Div fun of the Fuergy and Minerals Lepasten: ot the State o New
Mensco or by iy e law il autferty [of the poot of ired i which sud land i siwaned, plas a talerance of ten persen. Lesses shal fite
weillen unit desienstions in the vounty in which the premises are Ingeted uid such units muay be designatedd feom time 1o time and either
befise ar atter e compiction of walle Dritling eperatians oo of preduction fram eny part of gy steh vnit shall be corsidered for it
PUrpases, eavept the payent of resalty, as aperations sandieted upon 0 pracuction fom i Bed deseribed i this lease, There shall be
aticeatd 1o the load covered b this lease inchuded in wy such unit thas portion of the 10w produstion of pooied mrerals fram wells in e
unit, ufter deducting any weed in o i - whizh the ret oif or 288 uoreaps i G luad suvered b this leese ineluded in e
nit foan to e 10l nuraber af sasface acres in the i, Thy produetion sa ol d shall he idered far alt incledi
payment ur dslivery of ruyalty, to te the entine preduction af pooled m it ;.
sapd Lnit i the same manner as Gtovsh praduced frors Said tand sk
rovided hezsi i ¢ latsee by neanting e Approprie ArumCH!
atler the compic cassotion 61 preductian on said unil,

fury 3 |

3 it covered hereby end ineludad in
terns ¢f this lease, Any pnoled unit cesignied by lesses, oy
the County whare the L is situnted a1 any time

ofadry hebe o

6. It e expiraten A the pricsary e there is 2o sell wpoa v lad cgible of prodasing ol or gas, B fessee bas comimsiiced
aperatuns for wrilling or revvorsing tereons, this e shall temiin in fizee o long s eperitions th n eessation of more
s 6% consestive days, whetler sush operntions be of the same well or an a different or additiy: and if Uwey result in the
paoduction ol el ue g, s long th f s Gil ur gas §s produced o primary wem. all wellg
upws s ind shanrd becooe i, of producing for &y cause. this loase shall ot itz il lessee ¢ perations for
ecdibsanal dnilizz or for raworking wilin £0 days therenfive 1 uny dritl:ez, adgiional deili 2.0t sewaeking openstians hereundes reysllin
praduetion tii his tease shall emai o Jull Toree so kang thewafter as il o s is predused tercurndse,

7o desee shall havs fee s ofoil, gas and water from sakd liac. EREEPL WAt [zory lessor's wesls wnd tanks, tor all eperations hereunder, end
the rryetty shadl b, compuiod ater Auilieting sy so used. Lasses shatl bave the righl st wny time during ar ailer e expiration of G Joase
to remove all progerly and fixtwcey placed by hesses vn said fand, inclading the sight to drow apd emove all ¢asing. When requircd hy
essar, Tessee will Dury ol pipe lines o cuitivated ls below o dinary plow depth, and o weli shlT be deilled within 1o hundrad feet
P200 1 of iy sy v on gt fand witlent fessor's wng Lewsor shail have the privilege, al his risk und expensy, of
using gas fromt oy gas well on said laad for steves and insde lights in site princinal dwelling thezenn, W any surplus gas not negded for
epeatiing horanider

Madison M. Hinkle
P 0 Box 2292
Roswell NM 88202-2292
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&, > u.'.':llx!r piacty heceunder vy be assigied in whole v in part and the provisicos hereof shall extend fo their beirs, oxe SCLFS,
s, successirs, wid sl LN Ciinge a the owazialin of the bkt of in the awnersiip el 57 rights o recaive, rayabtics ar
shtin uyaltio. fowever socomplished sbalt sperate 6 enlains the wiligaions o inish e gights of lasse: und ko such shange or
divising shafl be dinding Lpen lessee for any purpese unti' 30 & g A uraiched bv cantified mail at lesses's principal
place nf "sings \n!h & n'ﬂl mxlrunxnb vy urllﬁl!d L('f“-.) here chain o titie Srom e origingl lessor 1 any such
ih Ay of tender mny fayaitics oF shut-in royaltivs io the
naine N l w KG-."«I cd m lu his um« ar i 2 h i ¢ Such timwe s lexsec b =i fnnsha with evidence
satisfectury sase i whole or s sinall, o the extent of such
AL : 207 gssignes of part of parts hereol’ 1 faid or meke
defanit i the pay et s po l‘]mlt\nl.l\\ P s 1 1esEee 1 ze ar fail to wanply with any of
the proy of thes Jewe, uch defouit shal nat atioet diis leais mso e us it cover: a pad of soid i which desses ar iy gssiones
hercef sl vaperly santply g ewke suk pay,
9, s Be prevented Tom coraplying witl sy express or implied Sovenant of thes lease, or Jrus, cons luctng drilisg or reworking
15 hereunder, or from producing oil v gas hersunder by reason of searciy or ina 1) O 5058 CIBRILOF &
of furce wy iwr:. ar iy any Federat ar stite Taw e any weder, rule o reamation of goveraental authosity
J,A.mc s dugy siall he 5u~|,u-d'..1 and ssee shatl st b2 Hable for .ullul'w.mml‘lhuu\nn and this laase shail ¢
s ling as lessee 18 proventod by asy suen cane fram condacting drillzg o rewd o fram praduz
¢ the time Wi see iy se reverted  sial sot be counted againd Tesses, i.n_\lh'm in (nis Base W e eontary
avtwihsianding
i Le by wonms ard ageees to deitad l.'n.' filis to said lard wad agrevs this losse it dts aptive: o

s su it shill be subrogated (o sy N ficu Mm the s
.n.wdamlsn 10
1L or any part ol said

ofber
ruyaities sl e suyalties pavable erenat
e totars ade i

Fany
l sh.m w p dunty B e proputtion shiah e intsies iereia, i ,J.\. u-mw Ty s louse, Iawa N
the whats i wrdivided fee simp!e estate thervin, Shawid ey anz ar more of the puttes nned whove as lessors £l (0 exceyie this lease.
i shal nevertheless de bavdiag upan the party or parties execteng the same

AT have tie ripht a any tie ta sureader this lease. in whole or 1 part, (9 jessor or his
heirs, successars. and nssigns by du.ll\'cmtg or reicase thereal 10 the lessor, ac by plasing g release thereaf of record in the courty
in which smd land is situaled: thereupon lesses shall be etieved Som all obligativm, « apressed of implivd, of Lhis agreement as fo asstege
30 surrendzred, und thereatter the shut-in 10yl g able hereunder shall be reduved in Uy proportion hai te acreape vovered hereby i3
reduced by snid release or neleises.

b Lesser, its of his suceessors, heirs and assigas

Dxevuted the day s vear first ahos e written.

%
Chrisine Campas 7

INDIVIDUAL ACKNOWLEDGMINT (New Mexive Short Farni}

STATE OF CALIFORNIA

COUNTY OF Crange

I3
Tis mstarnen: was agkrowhedgad before me on th 6 3:&3‘ of _.&Igﬂ&k._- 2055, by Christine Campe idl
SRACAIC pRCpLELY,

wargn depling i her sole wad 5

Qb

Natury Public,

My Camanssice Fapiees L.Z__c \lft,.é).--jo
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CALIFORNIA ALL-PURPOSE ACKNOWLEDGMENT

S RS RN O O AU DO N MO TR R, RECANRNRE AT R G RECHNY,
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%3 Stale of Californig

g Ceunty of Lé&ﬂgé e —— } B

l‘g On___ S/ ,/ S,w‘ Dntorer‘e,.é(% L ey, /I{/J J#dlbaé
& (o ln«,aaha:'('«. uy Jars U, By y Poie )

perscrally appeared __{ j'u (91 1 g ’ZI/H(,[)/)..S

bamnas) vu,m‘.f)
’lperﬁonady known to me
proved to me on the basis of safisfactory
ovidence

to be Ihe person{sy” whose name
subscribed to the within instrument and

acknowledged 1o me that hesShoithey-executed
the same in t aut ‘zed

capacilyfiesyy and - that by
signature(sy’on the instrument the persongsT, or
the entity upon behalf of which the person¢st
acted, executed the instrumen?.

wam@szf and officiai seal.
e,

Signatute of Natary B tic

OPTIONAL
Though the in’ for below is not required by law, it may grove valuable to parsons selying on the document and could prevert
fraudulent remoaval and reattachment of this form to another document.

Description of Attached Documen
WA Q&JL —

Document Date: / 0 S( Nurnzer of Pages:

Title or Type of Dccufr7

Signersj Cther Than Namad Above;

Capacity(ies) Ciaimed by 3igne

Signer's Name: ,f,( m7 m
Ndwldual ez of tumnz here

T3 Corporate Officer — Titlels):
O Padner — 7 Limted 7 Genaral
= Attorney-in-Fast

;J Trustee

O Quardian or Corservator

Z Other:

Signer Is Representing: |

0

.a&ﬂﬁ&%&%ﬁly@mﬁcﬁ&%@% :&(&b‘ﬁ&-?g"Q@Q@'@o@&%‘@v&’%‘@&%&%ﬂ%ﬂ%ﬂ%&@ﬂ
1693 Moozt Notasy Assoation + 9350 De Soic Ave,, P.O, Bax 2462 + & cAm 33492 ¢ 7.919 Frac. No. 6957 Ranuimr. Call Tol-Fram *-£0-676-5327
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Karlene S. Schuman
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From: Ryan Hartwig <ryan.sugarcreek@gmail.com>

Sent: Monday, May 18, 2020 2:58 PM

To: Rule, Clayton W. (MRO)

Subject: [External] Re: Sec. 8-23S-27E - Eddy County, NM - OGLs

Beware of links/attachments.
Clayton:

Would you be available for a quick phone call tomorrow morning regarding Sugar Creek's leases in Sec. 8-23-
277

Thanks,

Ryan Hartwig, CPL
Wake Energy, LLC
(405) 664-2824

On May 13, 2020, at 2:52 PM, Ryan Hartwig <ryan.sugarcreek@gmail.com> wrote:

Clayton:

Good afternoon. | am emailing to give you the heads up that Sugar Creek Resources owns 80.0 acres of
top leases in the E/2 of Sec. 8-23S-27E, Eddy County, NM. Two of these leases are recorded of record
and the other will be recorded by tomorrow. Since Marathon’s base leases have expired due to the lack
of commercial production from the Cypress Well, are you agreeable to willingly release the base leases?
If Marathon is instead interested in purchasing Sugar Creek’s leases due to Marathon’s development
plans for Section 8, we would be willing to discuss that as well.

Thanks and have a great day.

Ryan Hartwig
Sugar Creek Resources

(405) 664-2824

EXHIBIT




Page 1

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:

APPLICATION OF LIME ROCK RESOURCES CASE NO. 20211
IT-A, L.P. FOR COMPULSORY POOLING,
EDDY COUNTY, NEW MEXICO.

REPORTER'S TRANSCRIPT OF PROCEEDINGS
EXAMINER HEARING
August 22, 2019

Santa Fe, New Mexico

BEFORE: MICHAEL McMILLAN, CHIEF EXAMINER
KATHLEEN MURPHY, TECHNICAL EXAMINER
DYLAN ROSE-COSS, TECHNICAL EXAMINER
BILL BRANCARD, LEGAL EXAMINER

This matter came on for hearing before the
New Mexico 0Oil Conservation Division, Michael McMillan,
Chief Examiner; Kathleen Murphy and Dylan Rose-Coss,
Technical Examiners; and Bill Brancard, Legal Examiner,
on Thursday, August 22, 2019, at the New Mexico Energy,
Minerals and Natural Resources Department, Wendell Chino
Building, 1220 South St. Francis Drive, Porter Hall,
Room 102, Santa Fe, New Mexico.

REPORTED BY: Mary C. Hankins, CCR, RPR
New Mexico CCR #20
Paul Baca Professional Court Reporters
500 4th Street, Northwest, Suite 105
Albuquerque, New Mexico 87102
(505) 843-9241
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2 FOR APPLICANT LIME ROCK RESOURCES II-A, L.P.:
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5 jamesbruc@acl.com
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(4:33 p.m.)

EXAMINER McMILLAN: Call Case Number 20211,
application of Lime Rock Resources, II-A, L.P. for
compulsory pooling, Eddy County, New Mexico.

Call for appearances.

MR. BRUCE: Mr. Examiner, Jim Bruce of
Santa Fe representing the Applicant.

I am submitting the case by affidavit.

Okay. Exhibit 1, a verified statement of
the landman. They're seeking to force pool the north
half-south half of Section 11 -- Section 13, 18-26, for
the Leavitt well 13-4H, a well in the Glorieta-Yeso, Red
Lake; Glorieta-Yeso Pool. They are only seeking to
force pool fee royalty owners and overriding royalty
interest owners who have not joined in a pooling
designation. It is all fee land. There is C-102
attached.

And then Attachment B shows the three
parties that are being pooled.

Exhibit 2 is the statement of Stan Bishop,
the geologist, and he has a locator map. There are a
lot of Glorieta-Yeso wells out there, vertical wells.
This is a horizontal one; the structure map, the
structure dips to the southeast; a cross section showing

that the target zone, which is the Paddock within the

PAUL BACA PROFESSIONAL COURT REPORTERS
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Glorieta-Yeso Pool shows that the well -- or the target
zone is continuous across the well unit. It does give
the horizontal landing zone. And then the Standard
Planning Report is attached, and it states that the
application -- or the -- each quarter-quarter section in
the well unit will contribute more or less equally to
production.

Affidavit of Notice to the parties being
pooled is submitted as Exhibit 3.

Exhibit 4 is the just the Affidavit of
Publication. So the three parties received notice
either actually or constructively by publication.

And I would move the admission of Exhibits
1 through 4 and ask that the case be taken under
advisement.

(Lime Rock Resources II-A, L.P. Exhibit

Numbers 1 through 4 are offered into

evidence.)

EXAMINER McMILLAN: Okay. So the first
question is: What are the costs?

MR. BRUCE: They are overriding royalty
interest owners and royalty interest owners, so --

EXAMINER McMILLAN: No cost-bearing?

MR. BRUCE: No cost-bearing, no overhead

rates.

PAUL BACA PROFESSIONAL COURT REPORTERS
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Page 5
EXAMINER McMILLAN: Hold on.

And let's see. That takes care of that.
Don't worry about that.

Okay. There was -- what's going on with
Percussion Petroleum Operating?

MR. BRUCE: They -- they sold out to Lime
Rock, so they're no longer involved in the case. And
they had --

EXAMINER McMILLAN: What about Ann Landrith
Holdings?

MR. BRUCE: She was only involved in Case
20210 and 20319.

EXAMINER McMILLAN: Okay. So she's not a
factor.

MR. BRUCE: And if you look at page 6 of
the docket, you will see --

EXAMINER McMILLAN: It was dismissed.

MR. BRUCE: -- cases 98 through 101 were
Percussion Petroleum cases, the Cranberries and Toadies
wells, and those were contrary to the Lime Rock ads
[sic], but they sold out, and so those cases were
dismissed.

EXAMINER McMILLAN: And what's the status
of the well?

MR. BRUCE: It is not drilled.

PAUL BACA PROFESSIONAL COURT REPORTERS
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EXAMINER McMILLAN: Okay. And were all of

these overriding royalty interests locatable?

MR. BRUCE: One, the letter came back. The
landman does discuss in his affidavit the efforts taken
to locate these. And there was one entity down in
Artesia where the letter came back, but we did publish
notice against them.

EXAMINER McMILLAN: Okay. Let's make sure
that's right.

MR. BRUCE: It is Donald Fanning & Sons,
Inc.

EXAMINER McMILLAN: Okay. Well, then we're
done.

So Case Number 20211 was heard and is taken
under advisement.

Tomorrow, 8:30.

(Case Number 20211 concludes, 4:38 p.m.)

(Recess, 4:38 p.m.)
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STATE OF NEW MEXICO

COUNTY OF BERNALILLO

CERTIFICATE OF COURT REPORTER

I, MARY C. HANKINS, Certified Court
Reporter, New Mexico Certified Court Reporter No. 20,
and Registered Professional Reporter, do hereby certify
that I reported the foregoing proceedings in
stenographic shorthand and that the foregoing pages are
a true and correct transcript of those proceedings that
were reduced to printed form by me to the best of my
ability.

I FURTHER CERTIFY that the Reporter's
Record of the proceedings truly and accurately reflects
the exhibits, if any, offered by the respective parties.

I FURTHER CERTIFY that I am neither
employed by nor related to any of the parties or
attorneys in this case and that I have no interest in
the final disposition of this case.

DATED THIS 13th day of September 2019.

MARY C. HANKINS, CCR, RPR

Certified Court Reporter

New Mexico CCR No. 20

Date of CCR Expiration: 12/31/2019
Paul Baca Professional Court Reporters
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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:

APPLICATION OF ANSCHUTZ OIL COMPANY, LLC FOR A NON-
STANDARD OIL SPACING AND PRORATION UNIT AND COMPULSORY
POOLING, RIO ARRIBA COUNTY, NEW MEXICO

CASE NO. 15268
ORDER NO. R-13945-A

ORDER OF THE DIVISION

BY THE DIVISION:

This case came on for hearing at 8:15 a.m. on March 5, 2015, at Santa Fe, New
Mexico, before Examiner William V. Jones. ‘

NOW, on this 23" day of March, 2015, the Division Director, having considered
the testimony, the record and the recommendations of the Examiner,

FINDS THAT:

(1) Due public notice has been given, and the Division has jurisdiction of this -
case and of the subject matter.

2) Anschutz Oil Company, LLC (“Applicant”), requests a non-standard oil
spacing and proration unit (the “Unit”) for oil production from the Mancos formation,
Gavilan-Mancos Pool (Pool Code 27194) consisting of the W/2 of Section 14 and the E/2
of Section 15, Township 25 North, Range 2 West, NMPM, Rio Arriba County, New
Mexico.

(3) In addition, Applicant requests to compulsory pool the uncommitted
royalty owners within this Unit.

(4)  The Unit will be dedicated to the Regina Com 25 2 14 15 Well No. 1H
(the "subject well"; APT No. 30-039-31203) which has been horizontally drilled from (i) a
surface location in Unit letter B of Section 14, 1070 feet from the North line and 2383
feet from the East line, (ii) landing in Unit letter C of Section 14, 893 feet from the North
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line and 2291 feet from the West line, and (iii) terminating in Unit letter B of Section 15,
860 feet from the North line and 1821 feet from the East line.

(5)  The Mancos formation within Sections No. 14 and 15 is contained within
the Gavilan-Mancos Pool (Pool Code 27194). - This pool has special pool rules
promulgated by Order No. R-7407 (as amended). Among other things, such rules allow
for 640-acre oil spacing and proration units and well locations no closer than 790 feet
from the outer boundary of the spacing unit.

(6)  The landing point of the subject well will be non-standard if perforated at
that point. Applicant requests approval of the non-standard location of the landing point
of this subject well. This non-standard location was previously approved in Division
Order No. R-13945 issued in January of 2015. '

(7) Al other provisions of Division Order No. R-13945 should no longer be
in force or effect.

(8)  Applicant appeared at the hearing and presented testimony from experts in
land and engineering which indicates the following:

(a)  The subject well in this case was also the subject of Case Nos. 15234 and
15246 and was the “proposed well” within compulsory pooling Order No.
R-13945 issued in January of 2015. That order compulsory-pooled all
uncommitted interests in an existing 960-acre non-standard spacing unit
approved by Administrative Order NSP-1974 consisting of the' W/2 of
Section 14 and all of Section 15. The well was proposed to be drilled one
and one half miles horizontally, beginning in Unit letter B of Section 14
and terminating in Unit letter D of Section 15.

(b)  Since that time, the subject well has been drilled, logged, and cased, but
not perforated or completed. The well was spud in Unit Letter C of
Section 14, but was terminated in Unit letter B of Section 15 due to
drilling and formation difficulties. Applicant now is proposing to dissolve
the 960-acre Unit and form another non-standard oil spacing and proration
unit of 640 acres consisting of the W/2 of Section 14 and the E/2 of
Section 15.

) At this stage of the drilling and completion process, Applicant does not
know whether standup or laydown horizontally drilled wells are optimum
in this area.

(d)  The W/2 of Section 14 and the E/2 of Section 15 are both expected to
contribute to the production from this well.

(e) Applicant requested the hearing record in Case No. 15234-and Case No.
15246 be incorporated into this case and requests a new Division Order
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replacing Order No. R-13945 in all aspects except penmssnon for the non-
standard well location.

) From testimony in Case No. 15234, Anschutz Oil Company, LLC has
obtained interest in this spacing unit and this well through agreement with
Hunt Oil Company and asked that Anschutz Exploration Corporation be
named as operator of the Unit and of this well. Anschutz Exploration
Corporation has a federal bond and has obtained an OGRID No. 146909
allowing it to operate within New Mexico.

(g The Umt consists of only federal and Fee lands. There is no unleased
acreage and all working interests have decided to participate in this well or
have entered into agreements with Applicant to farmout or assign their
interests in the well and Unit; however, some fee leases without pooling
clauses have not agreed to sign or modify the lease to add this pooling
clause. And some lessors on leases without pooling clauses could not be
located. All federal lands have joined in the subject well. '

(h)  Applicant has conducted a diligent search for all interests and has made a
good faith effort to obtain joinder in this well. Applicant has provided
notice of this case and of this hearing to all affected parties both for
purposes of the non-standard spacing unit and for compulsory pooling.

(9)  No other party appeared at either hearing, or otherwise opposed the
granting of this application. .

(10)  The non-standard Unit created in Administrative Order NSP-1974 should
be rescinded and Applicant’s request to form the non-standard oil spacing and proration
unit as described above should be approved.

(11)  Applicant's request for a non-standard location for the landing point of the
subject well as previously permitted under Division Order No. R-13945 should be
approved.

(12)  Two or more separately owned tracts are embraced within the Unit, and/or
there are royalty interests and/or undivided interests in oil and gas minerals in one or
more tracts included in the Unit that are separately owned.

(13) Applicant is owner of an oil and gas working interest within the Unit.
Applicant has the right to drill and has drilled the subject well to a common source of
supply within the Unit at the above detailed location.

(14)  There are royalty interest owners in the Unit that have not agreed to pool
their interests as well as royalty interest owners that have not been located. All lands
within this Unit are under lease and all working interests have agreed to participate in thls
well.
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(15) This apphcanon should be approved by pooling all uncommnted interests,
whatever they may be, in the oil and gas within the Unit.

(16)  Anschutz Exploration Corporation should be designated the operator of
the proposed well and of the Unit.

IT IS THEREFORE ORDERED THAT:

(1)  Pursuant to the application of Anschutz Oil Company, LLC (“Applicant™),
a 640-acre non-standard oil spacing and proration unit (the “Unit”) -for oil production
from the Mancos formation, Gavilan-Mancos Pool (Pool Code 27194) consisting of the
W/2 of Section 14 and the E/2 of Section 15, Township 25 North, Range 2 West, NMPM,
Rio Arriba County, New Mexico, is hereby approved.

(2)  Administrative Order NSP-1974 is rescinded and the non-standard Unit
created by said order is dissolved.

(3)  All royalty interests within this Unit which have not either sighed the Unit
agreement or agreed to a lease with a pooling clause are hereby pooled.

(4)  The Unit shall be dedicated to Applicant’s Regina Com 25 2 14 15 Well
No. 1H (API No. 30-039-31203), located at (i) a surface location in Unit letter B of
Section 14, 1070 feet from the North line and 2383 feet from the East line, (ii) landing in
Unit letter C of Section 14, 893 feet from the North line and 2291 feet from the West line,
and (iii) terminating in Unit letter B of Section 15, 860 feet from the North line and 1821
feet from the East line.

(5)  The non-standard location of the landing point within this well, previously -
approved by Division Order No. R-13945, remains as an approved location for future
perforating and completion.

(6)  Division Order No. R-13945 is no longer in force or effect and is hereby
replaced by this order.

. (7)  Upon final plugging and abandonment of this well and any other well
drilled on the Unit pursuant to Division Rule 19.15.13.9 NMAC, the pooled unit shall
terminate, unless this Order has been amended to authorize further operations.

(8)  Anschutz Exploration Corporation (OGRID No. 146909) is hereby
designated the operator of the well and the Unit.

(9)  Should all the parties to this compulsory pooling order reach voluntary
agreement subsequent to entry of this Order, this order shall thereafter be of no further
effect.
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(10) The operator of the well and Unit shall notify the Division in writing of
the subsequent voluntary agreement of all parties subject to the compulsory. pooling
provisions of this Order.

(11)  Jurisdiction of this case is retained for the entry of such further orders as
the Division may deem necessary. .

DONE at Santa Fe, New Mexico, on the day and year hereinabove designated.

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

Y/

DAVID R. CATANACH
Director




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. 15712
ORDER NO. R-14419

APPLICATION OF SPECIAL ENERGY CORPORATION FOR A NON-
STANDARD OIL SPACING AND PRORATION UNIT AND COMPULSORY
POOLING, LEA COUNTY, NEW MEXICO

ORDER OF THE DIVISION

BY THE DIVISION:

This case came on for hearing at 8:15 a.m. on June 8, 2017, at Santa Fe, New
Mexico, before Examiner Michael A. McMillan.

NOW, on this 16® day of August, 2017, the Division Director, having considered
the testimony, the record and the recommendations of the Examiner,

FINDS THAT:

(1)  Due public notice has been given and the Division has jurisdiction of this
case and the subject matter.

(2)  Cases No. 15712 and 15713 were consolidated at the hearing for the purpose
of testimony; however, separate orders will be issued for each case.

(3)  Special Energy Corporation (the *“Applicant”) seeks approval of a 160-acre
non-standard oil spacing and proration unit and project area (the "Unit") for oil and gas
production from the San Andres formation, Gladiola; San Andres Pool (Pool code 27810),
comprising the W/2 W/2 of Section 20, Township 12 South, Range 38 East, NMPM, Lea
County, New Mexico. Applicant further seeks an order pooling all uncommitted interests
in the Unit for the San Andres formation.

(4)  The Unit will be dedicated to Applicant’s Decker Well No. 1H (the
“proposed well”; API No. 30-025-43890), a horizontal well to be drilled from a surface
location 250 feet from the South line and 640 feet from the West line (Unit M) of Section
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17, to a bottom-hole location 330 feet from the South line and 640 feet from the West line
(Unit M) of Section 20, both in Township 12 South, Range 38 East, NMPM. The location
of the completed interval will be standard for oil production within the Unit.

(5)  The proposed oil well is within the Gladiola; San Andres Pool and is subject
to Division Rule 19.15.15.9(A) NMAC, which provides for 330-foot setbacks from the unit
boundaries and standard 40-acre units each comprising a governmental quarter-quarter
section. The proposed Unit and project area consists of four (4) adjacent quarter-quarter
sections oriented north to south.

(6) Applicant appeared through counsel and presented the following land,
engineering, and geologic evidence:

(a)  the San Andres formation in this area is suitable for development by
horizontal drilling;

(b)  each quarter-quarter section in the proposed unit can be expected to
contribute more or less equaily to production from the San Andres
formation;

(c)  Applicant seeks to pool unleased mineral interest owners, and
uncommitted working interest owners;

(d)  Applicant is also seeking to compulsory pool royalty interest owners
subject to leases that lack sufficient language to allow for pooling of
royalty interests. Further, these royalty interest owners would not
be subject to the risk penalty;

(e)  The Applicant had an oil and gas lease with Betty and James Kringle
(“Kringle™), which lacked a pooling clause in a Unit greater than 40
acres. Applicant stated that the Kringle interest would have to be
compulsory pooled in order to consolidate the Unit; however, it
would not be subject to the risk penalty. Further, Kringle made an
appearance at the hearing;

(f)  Applicant also stated that a combined fixed rate of $8,000 per month
while drilling, and $800 while producing is reasonable for horizontal
San Andres wells;

(g)  Notice was provided to lessees or operators of surrounding tracts as
affected parties of the proposed non-standard spacing unit;

(h)  Notice was provided to all interest owners subject to pooling
proceedings as affected parties of the proposed compulsory pooling
within the Unit; and
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@ Applicant provided notice of this application by publication before
hearing in a newspaper of general circulation in Lea County, New
Mexico, the county in which the property is located for all parties
subject to the pooling provisions of this Order. No unlocatable
parties are subject to this order.

) Betty and James Kringle made an appearance through counsel, but
otherwise did not oppose granting this application. No other party appeared at the hearing,
or otherwise opposed the granting of this application.

The Division concludes as follows:
(8)  The non-standard spacing and proration unit should be approved.

(9)  Two or more separately owned tracts are embraced within the Unit, and/or
there are royalty interests and/or undivided interests in oil and gas minerals in one or more
tracts included in the Unit that are separately owned.

(10)  Applicant is owner of an oil and gas working interest within the Unit.
Applicant has the right to drill the proposed well to a common source of supply within the
Unit at the described location.

(11)  There are interest owners in the Unit that have not agreed to pool their
interests.

(12) To avoid the drilling of unnecessary wells, protect correlative rights,
prevent waste and afford to the owner of each interest in the Unit the opportunity to recover
or receive without unnecessary expense its just and fair share of hydrocarbons, this
application should be approved by pooling all uncommitted interests, whatever they may
be, in the oil and gas within the Unit.

(13)  Special Energy Corporation should be designated the operator of the subject
well and the Unit.

(14)  Any pooled working interest owner who does not pay its share of estimated
well costs should have withheld from production its share of reasonable well costs plus an
additional 200% thereof as a reasonable charge for the risk involved in drilling the subject
well.

(15) Applicant’s proposed overhead rates (combined fixed rates) of $8,000 per
month while drilling and $800 per month while producing, are not warranted and should
be lowered. Applicant did not provide testimony for any known drilling hazards, hazards
associated with drilling deep wells, or high operating costs. Rather, this is a shallow well
with no known drilling hazards.
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(16) Reasonable charges for supervision (combined fixed rates) should be fixed
at $7,500 per month while drilling and $750 per month while producing, provided that
these rates should be adjusted annually pursuant to Section ITI.1.A.3. of the COPAS form
titled “Accounting Procedure-Joint Operations.”

IT IS THEREFORE ORDERED THAT:

(1)  Pursuant to the application of Special Energy Corporation, a 160-acre non-
standard oil spacing and proration unit (the “Unit”) is hereby established for oil and gas
production from the San Andres formation, Gladiola; San Andres Pool (Pool code 27810),
comprising the W/2 W/2 of Section 20, Township 12 South, Range 38 East, NMPM, Lea
County, New Mexico. All uncommitted interests, whatever they may be, including royalty
interests, in the oil and gas in the San Andres formation within the Unit are hereby pooled.

(2)  The Unit shall be dedicated to Applicant’s Decker Well No. 1H (the
“proposed well”; API No. 30-025-43890), a horizontal well to be drilled from a surface
location 250 feet from the South line and 640 feet from the West line (Unit M) of Section
17, to a bottom-hole location 330 feet from the South line and 640 feet from the West line
(Unit M) of Section 20, both in Township 12 South, Range 38 East, NMPM. The location
of the completed interval will be standard for oil production within the Unit.

(3)  The operator of the Unit shall commence drilling the proposed well on or
before August 31, 2018, and shall thereafter continue drilling the proposed well with due
diligence to test the San Andres formation.

(4)  In the event the operator does not commence drilling the proposed well on
or before August 31, 2018, Ordering Paragraphs (1) and (2) shall be of no effect, unless
the operator obtains a time extension from the Division Director for good cause
demonstrated by satisfactory evidence.

(5)  Should the proposed well not be drilled and completed within 120 days after
commencement thereof, then Ordering Paragraphs (1) and (2) shall be of no further effect,
and the Unit and project area created by this order shall terminate, unless operator appears
before the Division Director and obtains an extension of the time for completion of the
proposed well for good cause shown by satisfactory evidence. If the proposed well is not
completed in all of the standard spacing units included in the proposed project area (or
Unit), then the operator shall apply to the Division for an amendment to this order to
contract the Unit so that it includes only those standard spacing units in which the well is
completed.

(6)  Upon final plugging and abandonment of the proposed well and any other
well drilled on the Unit pursuant to Division Rule 19.15.13.9 NMAC, the pooled Unit
created by this order shall terminate, unless this Order has been amended to authorize
further operations.
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(7)  Special Energy Corporation (OGRID 305614) is hereby designated the
operator of the well and the Unit.

(8)  After pooling, uncommitted working interest owners are referred to as
pooled working interest owners. (“Pooled working interest owners” are owners of working
interests in the Unit, including unleased mineral interests, who are not parties to an
operating agreement governing the Unit.) After the effective date of this order, the operator
shall fumnish the Division and each known pooled working interest owner in the Unit an
itemized schedule of estimated costs of drilling, completing and equipping the proposed
well ("well costs").

(9)  Within 30 days from the date the schedule of estimated well costs is
furnished, any pooled working interest owner shall have the right to pay its share of
estimated well costs to the operator in lieu of paying its share of reasonable well costs out
of production as hereinafter provided, and any such owner who pays its share of estimated
well costs as provided above shall remain liable for operating costs but shall not be liable
for risk charges. Pooled working interest owners who elect not to pay their share of
estimated well costs as provided in this paragraph shall thereafter be referred to as "non-
consenting working interest owners."”

(10)  The operator shall furnish the Division and each known pooled working
interest owner (including non-consenting working interest owners) an itemized schedule
of actual well costs within 90 days following completion of the proposed well. If no
objection to the actual well costs is received by the Division, and the Division has not
objected, within 45 days following receipt of the schedule, the actual well costs shall be
deemed to be the reasonable well costs. If there is an objection to actual well costs within
the 45-day period, the Division will determine reasonable well costs after public notice and
hearing.

(11) Within 60 days following determination of reasonable well costs, any
pooled working interest owner who has paid its share of estimated costs in advance as
provided above shall pay to the operator its share of the amount that reasonable well costs
exceed estimated well costs and shall receive from the operator the amount, if any, that the
estimated well costs it has paid exceed its share of reasonable well costs.

(12) The operator is hereby authorized to withhold the following costs and
charges from production attributable to each non-consenting working interest owner from
each well:

(a) the proportionate share of reasonable well costs
attributable to each such owner; and

(b) as a charge for the risk involved in drilling the well,
200% of the above costs.
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(13) The operator shall distribute the costs and charges withheld from
production, proportionately, to the parties who advanced the well costs.

(14) Reasonable charges for supervision (combined fixed rates) for the well are
hereby fixed at $7,500 per month while drilling and $750 per month while producing,
provided that these rates shall be adjusted annually pursuant to Section IIL.1.A.3. of the
COPAS form titled “Accounting Procedure-Joint Operations.” The operator is authorized
to withhold from production the proportionate share of both the supervision charges and
the actual expenditures required for operating the well, not more than what are reasonable,
attributable to pooled working interest owners.

(15)  Except as provided in Paragraphs (12) and (14) above, all proceeds from
production from the proposed well that are not disbursed for any reason shall be held for
the account of the person or persons entitled thereto pursuant to the Oil and Gas Proceeds
Payment Act (NMSA 1978 Sections 70-10-1 through 70-10-6, as amended). If not
disbursed, such proceeds shall be turned over to the appropriate authority as and when
required by the Uniform Unclaimed Property Act (NMSA 1978 Sections 7-8A-1 through
7-8A-31, as amended). '!

(16) Any unleased mineral interest shall be considered a seven-eighths (7/8)
working interest and a one-eighth (1/8) royalty interest for the purpose of allocating costs
and charges under this Order. Any well costs or charges that are to be paid out of production
shall be withheld only from the working interests’ share of production, and no costs or
charges shall be withheld from production attributable to royalty interests.

(17) Should all the parties to this compulsory pooling order reach voluntary
agreement after entry of this order, this order shall thereafter be of no further effect.

(18)  The operator of the well and the Unit shall notify the Division in writing of
the subsequent voluntary agreement of parties subject to the compulsory pooling provisions
of this order.

(19)  If the applicant requests for infill wells within the Unit, the proposed infill
wells shall be subject to Division Rule 19.15.13 NMAC.

(20) Jurisdiction of this case is retained for the entry of such further orders as the
Division may deem necessary.
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NE at Santa Fe, New Mexico, on the day and year hereinabove designated.

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

Doi? oo
DAVID R. CATANACH
Director




