KELLAHIN & KELLAHIN
ATTORNEY AT LAW

W. THOMAS KELLAHIN P.C. Box 2265 o

NEw MZxiCO BOART OF LEGAL SANTA FE, NEW MEXICO 87504 TE_EPHONE 505-982-4285
SPECIAL.ZAT ON RECOGNIZED SPECIALIST 117 NORTH GUADA_UPE FacsiMi_E 505-982-2047
N ThE AREA OF NATURAL RESOURCES- SANTA FE, NEw MEXICO 87501 TKELLAHIN@AOL.COM

DL AND GAS LAWY

September 18, 2002

HAND DELIVERED

William F. Carr, Esq.
Holland & Hart

107 Guadalupe

Santa Fe, New Mexico 87501

7
s
Re:  NMOCD CASE 12622 (DeNovo) ey

Nearburg Exploration Company, L.L.C. .
Application for Approval of Two Non-Standard 160-acre - -
Gas Proration and Spacing Units ero
NE/4 and SE/4, Section 34, T21S, R34E, NMPM, e L
East Grama Ridge-Morrow Gas Pool, Lea County, New Mexico -

Dear Mr. Carr:

Enclosed please find documents which are responsive to the Subpoena Duces
Tecum served on Redrock Operating Ltd, Co.("Redrock”) which was issued by the Oil
Conservation Division at the request of Nearburg Exploration Company, L.L.C.on

September 13, 2002 requiring production at 8:15 am on September 19, 2002 at the
Division.

Also enclosed is a copy of Redrock’s Objections to this Subpoena.

Very truly yours,

as Kellahin

cfx:  Steve Ross, Esq.
Oil Conservation Commission
Redrock Operating Ltd. Co.
Attn; Tim Cashon
J. Scott Hall, Esq.
Attorney for Raptor Pipeline
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Re:  NMOUD CASE 12622
Nearburg Exploration Company, L.L.C.
Application for Approval of Twa Non-Stardced 150-acre
Gas Proration and Spacihg Units
NE/4 and SE/4, Section 34, T215, R33E, AYUPM,
East Grama Ridge-Morrow Gas Poel, Lea County, New Mexico

Dear Mr. Smith:

I represent Redrock Operating Ltd. Co ("Redreck”) whe owns a 10% overriding
royaity in New Mexico State' 01l & Gas Lease E-9659 covering'the S/2 of Section 34,
T218, R34E, Lea Courty, New Mexico. On October 19, 1979, the SE/4 of this lease

was communitized with another State of New Mexico lease covering the NE/4 of this
section to form a 320-acre gas proration 2nd spacing unit consisting of the E/2 of this
section ("EOG spacing unit”) and dedicated to the Liano "34" State Com Well No. 1
"the EOG well") located in Unit 1 for production from the Morrow formation (East
Grama Ridgs Morrow Gas Pool.) It is our understanding that EOG Resources, Inc.
("EOG") i is the current operator of this unit, this lease and this spacing unit including the
EQG well “which has Been shut-in and is not currently producing.

On Junz 8, 2000, Nearburg Produciug Company ("Nearburg’) completed its
Grama Ridge East 34 State Well No. 1 ("the Nearburg well") in the NE/4 of this section
(Unit H). However, instead of dedicating this well as an infill well as required by New
Mexico Oil Conservation Division Rule 104, to the existing EOG spacing unit and
sharing that production with the owners in this unit, Nearburg is attempting to exclude
the owners in the SE/4 by petitioning the Division to approve the formaticn of a 160-acre
non-standerd gas proration and spacing unit consisting of the NE/4 of this section. This -
case is currently pending hearing on May 17, 2001.
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EOG Resourcps Inc.
April 27, 2001
-Page 2— :

In pursuit cf its UD}E\.U&E Nearburg, by letter dated December 15, 2000, requested
a waiver of objection to Nearburg’s petition from EQG which EOG sxgned and returned
to Nearburg. In doing s¢, EOG has violated the correlative rights of Redrock, breached
the implied covenant to use reasonable care in conducting all operations affecting my
client’s overriding royalty interest, breached the implied covenant to protect the SE/4
from drairege. For example see Cook v. El Paso Natural Gas Co, 560 F.2d 978 (10th

. Cir. 1977).

It makes no sense for the owners in the NE/4 of this spacing unit to exclude the
owners in the SE/4 from sharing in production from the Nearburg well when, in
accordance with Division rules, the SE/4 owners have already shered with the NE/4
owners the production from the EOG well in the SE/4.

Accordingly, Redrack hereby demands that EOG:
(a) immediately réscind its waiver of objection given to Nearburg;

(b) commence appropriate action to have Nearburg pay to Redrock a 5%

averriding royalty on all producuon from the Nearburg well from date of
first production;

~ {c) maintain and ‘properly develop the existing 320-acre gas spacing and
proration unit consisting of the E/2 of this section;
e ¢ o D
(e) insure that State of New Mexico oil & gas Lease E-9659 continues to
remain in full force and .,ffect and is not canceled or surrenderzd for
cancellation;

(f) appear in Division Case 12622 in opposition to Nearburg and protect
Redrack’s correlative rights; and

(g} remedy its Efeaah of the implied covenants described above.
Because cf the pandmg Dmszon heanng, time is of the essence in this matter.

Ther=fore, if EOG fails to commence action to protect Redrock not later than May 2,
2001, we }mﬁ have no alternative bur 10 seek appropriate judicial relief.

cfx: Redrock Operéfing Lid. Co.
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DATE: August29,2001 NUMBER OF PAGES: -5-
TIME: 10:00 AM |

C - e X
TO: . Tim Cashon
FAX NO:  214-382-3402

RE: Nearburg Grama Rxdge
~ NMOCD Case 12622
Dear Tim:

On August 24th 1 transmmed the attached letters to EOG, Bruce and Carr and to
you. [ am sorry that your dzd not receive your copy. I have against faxing a set to you.

I have had a phone call from Mr. Carr saying he forwarded by letter to Nearburg.
I called Bruce and left a me*ssage Neither has responded.

Attached are pfoposed letters to EOG and to Carr concerning any possible
agresment between EOG and Nearburg.

Please call me whens‘yon are ready to discuss.

Regards,

This information contabned o this Facximﬂz Memg!a and Tranmusion ta ATT ENTIAL informution
"tntended caly for the tse of t‘hz dkvldual o egnty nevned shove. If the reuder of this message i pot ths; inmdedredpiem, or the empicyee

or agent respoosible to delivér it ta the mtepded raa{mn!., yu 3re hereby netified that any dmeminaton, distribution, or copying of ihis
compankater s sgicty probfbited. I Foit have recelved tiis Facsmtle {n ecror, please armedianely netify us by
telsphone and retuxn the original wanags: t« us at ths aheve dddress via the U.S. Postal Service. Thank you.
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August 24, 2001

EOG Resources Inc. - Facsimile 915-686-3773
4600 N. Big Springs, Suite 50\.

Midland, Texas 79705
Attn: Mr. Steve Smith

James Bruce, Esg. facsimile 505-982-2151
P. O. Box | ‘

Santa Fe, New Mexico 87504'

Re:  NMOCD CASE 12622
Nearburg Explaratien Company, L.L.C.
Application for Approval of Two Nen-Standard 160-acre
Gas Proration and Spacing Units
NE/3 and SE/4, Section 34, T215, R34E, NMFM, .
East Grama dege-Marmw Gar Pool, Lea County, New Mexica

Dear Gentlemen:

On April 23, 2001, on-bebalf of Redrock Operating Ltd ("Redrock™) I talk to M.
Steve Smith concerning ‘lhe waiver of objection EOG Resources Inc. ("EOG") signed and
returned to Nearburg Exploration Company, L.L.C. (“Nearburg") by letter dated
December 15, 2000, He advised me thet it was his understanding that EOQG received no
considgration from Ncarburg in exchange for this waiver.

On April 27, 2001, I wrote to EOG on behalf of Redrock demandiog that EOG
take necessary action to protect Redrock’s rights pertaining to Nearburg’s non-siandard
unit application. Thereafter; Mr. Bruce informed me that he was representing EOG and

- he would be responding to oy letter.. Unfortunately, as of today, 1 have not received any
response.

000004



EOG Resources/James Biut;e
August 24, 2001
-Page 2-

On June 28, 20C1, the New Mexico Oil Conservation Division held a hearing of

the referenced case and on Iuly 26, 2001 ordered the Nearburg well shut-in pending an
order ip this case.

Therefore, in addmon to responding to my April 23, 2001 letter, please advise me
of the following:

(2) What were the reasons EOG granted the waiver to Nearburg?
{b) What individuals for EOG and Nearburg were involved?

(c) Did EOG receive: any consideration from Nearburg in exchange for the
waiver? If so, please explain. If not, please explain why not.

(d) Are there any Cr;if agreements between Nearburg and EOG concerning
unitization, the Nearburg application, future actions by either party and/or
EQG waiver? If so, please provide supportive documentation.

{e) Since Redrock believes EQG has failed their fiduciary duty in protecting

Redrock’s rights, wh&t i3 EOG prepared to pow do to protect and- support
Redrock’s interest?

I look forward ta a timely response from EOG regarding thesc issues.

cfx: Redrock Operating Ltdg Co.
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August 24, 2001

Via Facsimile
505-983-6043

William F. Carr, Esg.
P. O. Box 2208 |
Santa Fe, New Mexico 87504

Re: N D L. 622
- Nearburg Exploraticn Company, L.L.C.
Application for Approval of Two Non-Standard 160-acre
Gas Proration and Spacing Units

NE/4 and SE/4, Section 34, T21S, R34E, NMPM,
East Grama R:dge—Morrow Gas Pool, Lea Couynty, New Mexico

Dear Mr. Carr:

As you know, Nearburg Exploration Company, L.L.C. ("Nearburg") and Redrock
Operating Ltd. (Redrock”) met on August 14, 2001, to discuss a possible settlement of
this matter. Also, you may know Redrock has asserted claitms against EOG Resources
Inc. ("EOG") for its failure to protect Redrock’s interest in this matter. As you know, by

" letter dated December 15, 7000 vour client, Nearburg Expleratien Company, L.L.C.

("Nearburg") requested a wawer of objection from EOG Resources Inc. ("EOG") to the
referenced case.

I am interested to know if your client, Nearburg, and EOG have any agreements

r “understandings” between them concerning either the Nearburg application or
Redrock’s claims against Nearburg and EOG.
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William F. Carr, Esq.

August 24, 2001

-Page 2-
Please advise me of the following:
(a) What were the reasons EOG granted the waiver to Nearburg?
(b) What individuals for EOG and Nearburg were involved?

{c) Did Nearburg give any consideration to EOG in exchange for the
waiver, If so, please explain. If not, please explain.

(d) Are there any oral or writien agreements between Nearburg and EOG
concerning unitization, the Nearburg application, future actions by either

party and/or the EOG wavier? IF so, please provide supportive
documentauon

(e) Are there any dotuments concerning this matter which Nearburg clalms
ta be conﬁdennal or privileged? If so list and explain.

1 would appreciate your response as soon as possible.

W. /Thomas Kellahin

cfx: Redrock Operating Lid. Co.
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eog resources

EQG Resources, inc,
Q. Box 22567

Midtang TX 73702
/G13) 685-36500

May 1. 2002

Ms. Terri McGuire Watson
Atiomey at Law

106 Springbrook Court
Southlake, Texas 76092

Re:  Nearburg Grama Ridge East 34 State #1 Well
NE/4 Section 34, T-21-5. R-34-E, Lea County, New Mexico

Dear Ms, Watson:

Ws are in receipt of your letter of Apnil 19, 2002, conceming the captionad. In response to your
question, EOG Resources. Inc. granted the waiver because we believe,| based upon the same
geological information presented by Nearburg Exploration Compeny, LLL.C. at the NMOCD
hearing, that the perforated interval in the Morrow formation from which th subject well produced
(identitied on the iogs for the well as being the GRE sand between 13,134 [eet and 13,156 feet) is
not present in and therefore czn not be produced from the SE/4 of Section B4, T21-S, R-34-E, Lez
County, New Mexico.

Should vou need a copy of the materials presented at the NMOCD hearing, or have any further
questions concerrung this matier, please contact Mr. Robert Shelton withh Nearburg Exploration

Corapany, LL.C.

Sincerely,

EOG RESOURCES INC.
/'A'/ N ’/\

FO
) / & a3
\%égrﬁ. smimg’l ~

Project Landman

c: Mr. Robert Shelton/Nearburg Exploration Company, L.L.C.

(43
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TERRI MCGUIRE WATSON
Attorney at Law
106 Springhrook Court
Southlake, Texas 76092
(817) 251-3613

VIA OVE

April 19, 2002

Mr. Steve Smith

EQG Resources, inc.

40060 N. Big Springs, Suite 500
Midland, TX 79702

Re: Nearburg Grama Ridge East 34 State #1 Well
NE/4 Section 34-218-34E, Lea County, New Mezxico

Dear Mr. Smith:

I arn in receipt of your letter dated March 21, 2002 Thank you fd
regarding ECG Resources, Inc.’s {(“EQG”) assignment of the State of
and Gzs Lease, No. E-9659, dated December 20, 1955, covering the S8/
34E, Lea County, New Mexico {the “Lease”} to Nearburg Pro
{*Nearburg™). Please be advised, however, that Redrock Operating Ltd

RNIGHT MAIL

r the information
New Mexico Oil
) Section 34-21S-
ducing Company
. Co. {“Redrock™)

still requests certain information from EOG as set forth in my previous 1':I tter.

Because the assignment was executed after the date of Redrock’s initial
after the date of the initial OCD hearing, this assignment is clearly a
EQG and Nearburg to avoid potential liability to the overriding royaity i

Redrock, once again, demands an explanztion from EQOG, as the lease

l

letter to EOG and
other attempt by
terest cwner.

%wner of record at

the time, regarding its reason for agreeing tc execute the waiver 1o objection. Redrock

has been unable to deterrnine the reason for E0OG’s waiver since no i

rmation has been

forthcoming from EOG. Redrock has a right to receive this information regarding lease

operations from the lease owner of record, whick was EQG at the
effective date of the assignment.

time, despite the

000060Y



Mr. Steve Smith
April 3, 2002
-Page 2-

Redrock continues to maintain its claims of bresch of implied covenants'against EOG. In
the event that EOG fails to provide an explanation to Redrock for its 4ctions relating to
the waiver of objection by Aprii 29, 2002, Redrock will be forced to pyrsue all legal and
equitable remedies available against EOG.

Sincerely,

o I L e ()l

Terri McGuire Watson

ce: Redrock Operating Ltd. Co.
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6eog resources

EOG Resources, inc.
P.C Box 0257

Miglang, TX 29700

(¥15) 18853600

March 21, 200,

Ms. Tern McGuire Watsen
Attorney at Law

10€ Springbrock Court
Southlake, Texas 76092

Re:  Nearburg Grama Ridge East 34 Statz #1 Well (the “Well”)
NE/4 Section 34, T21-5, R-34-E, Lea County, Naw Mexico

Dear Ms. Watson:

We are in receipt of your ietter of March 18, 2002, concerning the captioned. Please be advised that
EOG Resources, Inc. (EOG) ceased 10 own an interest in State of New Mexico Jease No. 3659
effective Apri! 1, 1999. Enclosed for your fiie is a copy of the recorded |Assignment and Bill of
Sale whereby EOG conveyed all of its cight, title and intetest in this lsase %o Nearburg Exploration

Company, LL.C., et al.

Please direct any further guestions or comespondence conceming th#s matter to Nearburg
Exploration Company, LL.C., attenition Mr. Robest Shelton, at the address shown on enclosed

&ssignment.

Sincerely,

EOG RESOURCES, INC.

_‘EQA_M\ i ;@:—*
Steven J. Smuth

Project Landman

Enclosure

ce: Ms:. Robert Shelton/Nearburg Exploration Company, L1.C.

energy opporiunity growth

000011



TERRI MCGUIRE WATSON
Attorney at Law
106 Springbrook Court
Southiake, Texas 76092
(817) 251-3613

|

H
i

ViA 0V¥$§NIGHT MAIL

i
March 18, 2002 i
i

Mr. James Bruce

Atlomey at Law

3304 Camino Lisa

Hyde Park Estates

Santa Fe, New Mexico 87504

Re: Nearburg Grame Ridge Last 34 State #! Well (the “Well™)
NE/4 Section 34-218-34E, Lea County, New Mexico

Dear Mr. Bruce: g
' ?

Pes

Redrock’s position on Nearburg Producing Company’s (“Nearburg”)] request for non-
standard units in connection with the Well and 10 notify your client, EQG Resources Inc.
(“EOG™), of Redrock’s disegreement with EOG’s consent to Mearburg’s request. By
letter dated April 27, 2001 to Mr. Steve Smith of EOG (the “Keliahini Letter™}, Mr. W.
Thomas Kellahin set forth Redrock’s position with regard to (1) Nearburg's request for
non-standard units and (2} EOG’s failure to protect Redrock’s interestp as an overriding
royalty interest owner.

I am writing oz behalf of my client, Redrock Gperating Lid. Co. ("Red%ck”), to reiterate

In review, Redrock owns a 10% overniding ruyaky interest {the “ORR]™) in the State of
New Mexico Oil and Gas Lease, No. E-9459, dated December 20, ];FJ, covenng the §/2
Section 34-218-34E, Lea County, New Mexico {the “Lease”), of which EOG is the lease
owner of record. The Lease is part of a field covering the E/2 Secticy 34-21S-34E (the
“Grama Ridge East Field”). i

By application for permit io drill, dated February 23, 2000, Nearburg jreceived approval
from the Oi! Conservation Diviston of the State of New Mexico (the “QCD”) to drill the
Well. The Well, as approved, had a production unit comprised of the /2 of Section 34-
218-34E. In June 2000, Nearburg began producing the Well. In July 2000, the OCD
informed Nearburg that the N/2 unit would not be allowed because if overlapped two,
existing fields. The Grama Ridge East Field 15 described above, and the W/2 of Section 34
is ncluded in the Grama Ridge Morrow Field. Nearburg, however, continued to produge
the Well on an unapproved unit basis.
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Mr. James Bruce
March 18, 2002
-Page 2-

In an attermpt i exclude the SE/4 interest owners from sharing in xhie Well, Nearburg

subsequently sought approval from the OCD of two non-siandard 160

re gas proration

and spacing uinits {the “Application”} in the NE/4 and SE/4 of Section 34-215-34% (OCD
Case 12622). For reasons unknown to Redrock, EOG, in a lewer dakd December 185,

!

2000, waived objection to Nearburg’s Applcation 1

1

On June 28, 2001, Redrock appeared at the OCD hearing of this ¢
validity and necessity of this action. Nearburg’s Appiication is not cons
histerical umit configurations given the existence of the two felds
ariempt by Nearburg to exclude the owners in the SE/4. The Applicar
advisement with the OCD, and the Well has beer: shut-in since that time,

Redrock questions why EOG would refuse to pursue an E/2 unit ang
working interest in a nsk-free well which bad faverable economics.
executed the Letter, the Well had produced approximateiy 3.7 Bef of gas
oil.  Futhermore, Nearburg’s own geological and reservoir inter]
copclusively show the limits of the Well’s production. Therefore, it app
breached the implied covenant to use reasonable cere in conduciing
atfect the ORKJ, as well as the implied covenant te protec! against drai

Section 33.

er to contest the
ent with OCD’s
15 an apparent
On remains under

a potential 56%

At the time EOG

and 9600 Bbls of

pretations cannor
pars that ECG has

operaticns which
ge in the SE/4 of

Redrock has received no communication from EOQG relating to this matter, other than 2

ietter from vou, dated May 2, 2001, requesting an extension of (i
response is unacceptable to Redrock and again shows EQG’s failure tg
to the overriding royalty interest owner,

Redrock’s demands, as set forth in the Kellabin Letter, remain uncl
demands that EOG:

1.) rescind its waiver of objection 1o the non-standard units;

2.) maimain and properly develop the Grama Ridge East Fil
establishment of an E/2 unit resulting in Redrock receiving
royalty on ali proeduction;

commence appropriate action to assure that Redrock receivd
royalty interest on all production from the Well from
production;

msure thet the Lease continues o remuin in full force and
canceled or surrendered for canceliation; and

Sane’

patiged.

te. This fack of

uphold &s dutics

Redrock

eid, inciuding the
b a 5% overriding

s a 5% overriding
the date of first

effect and is not

5.} participate in OCD Cese 12622, as necessary, to oppose Nearburg and protect

Redrock's interests.
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Mr. James Bruce
March 18, 2002

-Page 3-

in the event that EOG fails to respond to these demands by no later thard March 27, 2002,

Redrock will be foreed to pursue all legal and equitable remedies availgble to proteot its

ORRI.

Sincerely,

Tern McGuire Watson

Redrock Operating Ltd. Co.

Mr. Wilham R Thomas, Sr. Vice President
EOG Resources, Inc.

4000 N. Big Springs, Suize 500

Midland. TX 79702

!

;
]
i

|
|
|
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JAMES BRUCE
ATTORNEY AT 1AW

POST OFFICE BOX 1556 ‘
SANTA FE, NEW MEXICT 37504

3304 CAMING LiSA
HYDE PARK ESTATES
SANTA FE, NEW MEXICT 87501

{505) 322043
303 9222151 (FAX

way 2, 2001

Via Pax apd 2-&.'M§11

® . ® . .
¥W. Thomas Kellalhicz
F.0. Box 2265
Santa Fe, New Mexico 87504

Re; Redrock QOperating. Ltd. {%RedrockY)
§34-22S-34QE
Lea County, New Mexico

Dear Mr. Keilahin:

I represent. ECG Resources, Inc. ("EOG"!., I have reviewed vour

‘letter of April 27, 2001, addrsssed to EOG. The latter requested
EOG to respond by May 2, 2001, There 13 a pending case befcre the
Jil Conzervation Division filed by Redyock (No. 12522), which has
been continued to May 17th, and may well be continued beyond that
date. As 2 result, on behalf of EOG I reguest & like extensicm of
time to consider and respond to your letrer.

VEYy truly yours,
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