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The Stout Ranch

August 26, 1996
AUBZQ]&;

Thomas W. Niebrugge, Esquire
Weinman, Cohen & Niebrugge
Hudson's Bay Centre

1600 Stout Street

Suite 1300

Denver, CO 80202-3132

Dear Tom and to Whom it May Concern:

Between your office, the 0il and Gas Commission, and Vessels 0il
Qcas, there has been virtually no progress on our application for hear-
g dated March 2, 1996 except for the acknowledgement that the appli-

cants land is not part of the Gibson Gulch Federal Unit.

The continual delays make it impossible for us to see a resolution
with you and your law firm.

The facts remain the same, Vessels 0il & Gas entered onto Stouts'
property wittmit regard or notice. Vessels 0il & Gas under written protest
from the Stouts constructed, drilled, and are producing a well in vio-
lation of Rule 316 of the Commission. Therefore, the notice of hearing
dated to be heard on Tuesday, May 21, 1996 will be used at the October 16,

396 hearing.

It appears that the 0il & Gas Commission and the BLM have been
given the tools to remedy this situation.

I believe everyone involved is in agreement that Vessels 0il & Gas

is removing gas from under Stout property without authorization or pay-
ment.

We are sorry that your busy schedule could not accomodate an ex-
pedious closure to this matter.

Sincerely,

Rarry Stout cc: Tricia Beaver
John Welborn
4664 Divi%en&re’ek Rd Rick Ryan
ABANXIL BRI New Castle, Colorade 1647 303-876-2074
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Welborn Sullivan Meck & Tooley, P.C. Attorneys at Law

1775 Sherman Street
Suite 1800

Denver, Colorado

. 80203
‘..’ > Telephone 303-830-2500
L Facsimile 303-832-2366

s May 15, 1996
John F. Welborn

>
X . Stephen J. Sullivan
N John F. Meck
Keith D. Tooley
Kendor P. Jones
Molly Sommerville
Karen Ostrander-Krug

Colorado Oil and Gas Conservation Commission Marla Es Valdez

The Chancery Building Dt et

1120 Lincoln St., Suite 801 ofc
ounsel

Denver, CO 80203 Robert F. Welborn

Special Counsel

Attention: Patricia Beaver/Mara Jauch Hugh V. Schaefer

Re: Colorado Oil and Gas Conservation Commission

Cause No. 1, Docket 5-11; Stout Ranch Applicant

Dear Patricia and Mara:

This firm represents Vessels Energy, Inc., the Unit Operator of the Gibson Gulch II
Federal Unit and the successor to Vessels Oil and Gas Company. Tom Niebrugge and I
have been talking about possible avenues of resolution concerning the application that Stout
Ranch ("Stout") has filed with the Commission referenced above. I cannot tell you at the
present time whether we will be able to resolve the matter.

Stout has indicated that he will seek a continuance and seek formal spacing under

state law for an as yet undefined drilling unit for the Gibson Gulch 14-19 Well. Stout would

‘ like to have the spacing matter heard at the June hearing of the Commission or later. This is
to inform you that Vessels has no objection to the granting of a continuance or to having the
matter dismissed and refiled as a formal spacing proceeding, whichever you, Stout and the
Commission agree is appropriate. Vessels does object, however, to having the Commission
hear the application piecemeal and would protest having the Commission hear only a part of
Stout’s application at the May hearing. Vessels’ position is that the Commission cannot
consider such matters as jurisdiction or preemption without a proper formal spacing
application having been filed by Stout with notice to all interested parties as required by
COGCC Rule 508 so thatVessels knows who are the appropriate parties and so that all
parties have the opportunity\to participate in all prehearing or hearing matters, including the
resolution of jurisdictional questions, discovery and the like.

Subject to the foregoing, please consider this letter to be Vessels’ protest to the Stout
application on the following grounds:

YT —
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Colorado Oil and Gas Conservation Commission
May 15, 1996
Page 2

1. The Colorado Oil and Gas Conservation Commission does not have
jurisdictional authority to hear this matter because it involves lands that have been committed
to a federal unit.

2. The correlative rights of the applicant are adequately protected by its joining
the Gibson Gulch II Unit as a working interest owner or by its leasing its mineral acreage to
the unit operator, both of which opportunities remain open to the applicant.

3 The appropriate remedy for Stout is to protest the inclusion of his lands in the
participating area in the federal unit in accordance with 30 C.F.R. 3185.1.

4. Stout hag failed to notify all interested parties of the application as is required
by COGCC Rule 508.

5. Stout has not stated a claim upon which relief can be granted by the Colorado
Oil and Gas Conservation Commission based on the facts and the law.

6. The application, if granted, would adversely impact the revenue interests of
parties in the Gibson Gulch II Unit welis, some of which parties have not been properly
notified and one of which is the federal government.

Vessels has agreed to provide Stout and his attorney with the nonproprietary geologic
and engineering information that it provided to the BLM in its application to the BLM for the
third revision to Participating Area "A".

In light of Mr. Niebrugge’s letter dated May 13, Vessels sees no reason for the
prehearing conference scheduled for May 17 or the hearing scheduled for May 21.

Thank you very much for your attention to these matters.

WELBORN SULLIVAN MECK & TOOLEY, P.C.

g N

John F. Welborn
Molly Sommerville

ATTORNEYS FOR VESSELS ENERGY, INC.

cc: Thomas Niebrugge, Esq.
Vessels Energy, Inc.
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United States Department of the Insexrior

BUREAU OF LAND MANAGEMENT

Colorado State Office
2850 Youngfield Street
" ﬁlﬁepi;'o Refer To: Lakewood, Colorado 80215-7076
C0-934
3180
October 14, 1996

Vessels Oil & Gas Company
¢/o UnitSource Incorporated

11184 Huron Street, Suite 10
Denver, Colorado 80234

Gentlemen:

The Third Revision Mesaverde Formation Participating Area "A," Gibson Guich I U!iit., is
hereby approved effective as of January 1, 1996, pursuant to Sectien 11 of the Gibson Gulch - E
I Unit Agreement, Garfield County, Colorado.

The Third Revision Mesaverde Formation Participating Area "A," results in the addition of
841.00- acres to the participating area for a total of 3421.66 acres and is based upon the
completion of Unit Wells Gibson Guich No. 11-32, located in the NESW Section 32, T. 6 S.,
R. 91 W., and Gibson Guich No. 14-19, located in the SESW Section 19, T. 6 S.,R. 91 W.,
6th P.M. as being capable of producing unitized substances in paying quantities. The Exhibit
"B" for this revision will need to be resubmitted to this office for approval, the one subunmd
with your application is not correct, please contact me for discrepancies.

Copies of the approved request are being distributed to the appropriate agencies and one copy
is returned herewith. Please advise all interested parties of the establishment of the Third

Revision Mesaverde Formation Participating Area "A," Gibson Guich I Unit, and the
' effective date.

For production and accounting reporting purposes all submissions pertaining to the Third
Revision Mesaverde Formation Participating Area "A," should refer to COCS2447A.

If the subject well is producing, this approval requires the submission of a Payor Information
Form MMS-4025 to the Minerals Management Service (MMS) within 30 days (30 CFR

210.51). Please notify the designated payor or payors as soon as possible regarding this
requirement.

Any producing royalties that are due must be reported and paid within 98 daps.off the-Twcn
of Land Management's approval date or the: payors will be assessed imterest: S inte papraeat
under the Federal Oil and Gas Royalty Management Act of 1982 (Sec 30 CER ZI850.
you need assistance or clarification, please contact the Minerals Management Sexvice at 1-
800-525-9167 or 303-231-3504.

Sincerely,

dm%mm/

Judith K. Armstrong
Land Law Examiner
Resource Services
‘ Enclosure ~-

GIRA/Will Lambert; MMS/RDB

JArmstrong 10/14/96
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Welborn Sullivan Meck & Tooley, P.C. P Attorneys at Law

1775 Sherman Street

Suite 1800

Denver, Colorado

80203

Telephone 303-830-2500

Facsimile 303-832-2366

October 4, 1996 S
Stephen J. Sullivan
John F. Meck
Keith D. Tooley
Kendor P. Jones
Molly Sommerville
- Karen Ostrander-Krug
Marla E. Valdez

Brian 8. Tooley

tout Ranch Via Federal Express Soott L. Selis
Of Counsel
Castle, Colorado 81647 Robert F. Welborn

Special Counsel
Hugh V. Schaefer

. Re:  Gibson Guich II Federal Unit
Colorado Oil and Gas Conservation Commission ("COGCC")
Cause No. 1: Docket No. 10-5-2
Applicant: Barry Stout/The Stout Ranch

Dear Barry:

In accordance with our telephone conversation yesterday, I am enclosing duplicate
originals of a lease and a joinder execution relating to the Gibson Gulch II Federal Unit.
The lease from you as lessor to Vessels Oil & Gas Company ("Vessels") as lessee includes
the terms that were identified in the proposal from Vessels that you accepted and that are
included in my letter to you dated September 30, 1996. These terms include a three-
sixteenth royalty, a no surface occupancy provision (except to the extent the Stout property
may be currently used for unit operations), and a waiver by you of all existing claims against
Vessels with respect to Vessels’” unit operations.

As you can see, I asked Vessels to prepare the lease and the joinder in final form.
Vessels has prepared a check for you for the $5000 bonus payment which Vessels is ready to
send to you immediately after we receive one set of the signed documents back from you.

As you are aware, Lori Coulter has scheduled a prehearing conference for your
COGCC application for Tuesday, October 8 at 9 A M. We will need to let Lori know as
soon as possible that the pretrial conference will not be necessary.

@ printed on recycled
Welborn Sullivan Meck & Tooley, P.C.

If you have any questions about this matter, please call me.

Best regards,

W———

Molly Sommerville

cc: Phil Wood
Rick Ryan
Tricia Beaver —
Lori Coulter, Esq.





I

0885

Welborn Sullivan Meck & Tooley, P.C. R oy by

May 20, 1996

Patricia Beaver, Secretary

Colorado Oil and Gas Conservation Commission
Suite 801

1120 Lincoln Street

Denver, Colorado 80203

Re: Cause No. 1, Docket No. 5-11
Application of Barry Stout

Dear Ms. Beaver:

This law firm represents Vessels Energy, Inc. ("Vessels"), formally known as Vessels
Oil & Gas Company, with respect to the application that Mr. Barry Stout ("Stout") filed with
the Colorado Oil and Gas Conservation Commission ("Commission" or "COGCC")
concerning mineral interests that Stout owns in certain property located in Garfield County,
Colorado ("Application"). This letter addresses some of the issues that Stout has raised in
his Application. We caution the Commission, however, that full resolution of these issues by
the Commission cannot occur without prior and complete notification of the Application by
Stout and/or the Commission to all interested and adversely affected parties, and we submit

‘ this letter without prejudice to Vessels’ rights to fully brief any jurisdictional issues when

they are properly before the Commission.

Pertinent facts and legal issues and an analysis of the legal issues are as follows:
1. Pertinent Facts.

Vessels is the successor unit operator for the federal oil and gas unit known as the
Gibson Gulch II Unit Area (the "Unit"). The Unit Agreement ("UA") and the Unit

Operating Agreement ("UOA") are both dated January 22, 1991 and cover approximately
23,600 acres of federal and non-federal mineral interests in Garfield County, Colorado.!

! A map of a portion of the unit area is attached as Exhibit 1.

c:\wp60\vesselsibeaver. It
May 20, 1996

Welborn Sullivan Meck & Tooley, P.C.

Patricia Beaver, Secretary
May 20, 1996
Page 2

Stout owns a 50% unleased mineral interest in 26.34 acres included within the Unit
area ("Stout acreage"” or "Stout mineral interests”). Vessels is the lessee or the assignee of
the lessee for various oil and gas leases that cover the other 50% mineral interest in the Stout
acreage. The Stout acreage is all located in the NEANW4 of Section 30 in Township 6 South,
Range 91 South.

Stout received notice in January 1991 that Torch Operating Company ("Torch")
proposed to form the Gibson Guich II federal unit. The Unit was approved by the Secretary
of the Interjor or his authorized officer on January 30, 1991. Stout has not at any time
agreed to commit the Stout mineral interests to the Unit.

Vessels, at various times, has offered to buy or lease the Stout mineral interests, and
it notified Stout that he could, in the alternative, participate in the drilling and completion of
the Gibson Gulch Unit No. 14-19 well (“Well”) which included the Stout acreage in the Unit
drilling block. Stout has not agreed to sell his mineral interests to Vessels or to either lease
his mineral interests to Vessels or participate in the drilling of the Well on terms that were
acceptable to Vessels.

Vessels in its capacity as Unit Operator of the Unit drilled and completed the Well on
January 10, 1996 in the Mesaverde Formation. The Well is located in the S2SE4SW4 of
Section 19, Township 6 South, Range 91 West, approximately 420’ directly north of the
Stout acreage.

Vessels submitted an application dated April 10, 1996 to the Bureau of Land
Management ("Vessels Application”) for the BLM to approve what Vessels identified as the
"Third Revision Mesaverde Formation Participating Area A.”" The Vessels Application
referred to various wells drilled and completed in the Unit and outlined a participating area
to be comprised of approximately 3422 acres.

Stout filed the Application with the Commission on March 2, 1996. Stout asks that
the Commission in effect create a drilling and spacing unit to be comprised of the Stout
acreage and the acreage on which the Well was drilled and that the interests under the

c:\wp60ivessels\beaver. it
May 20, 1996
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May 20, 1996 e
Page 3 -

drilling and spacing unit be pooled.? Stout also requests that the Commission make a
determination that Commission rules and regulations appiy to the Stout acreage in the Unit.

Richard Ryan, Petroleum Engineer for the Bureau of Land Management, submitted a
letter to the Commission dated May 20, 1996 in which he objects on behalf of the federal
government to any order by the Comunission to space or pool lands in the Unit in a way that
is contrary to the manner prescribed in the federal unit documents. As the authorized officer
under the UA, Mr. Ryan has indicated to Vessels also that he has determined that the wells
in the participating area that Vessels proposes are all capable of producing unitized
substances in paying quantities and that he intends to approve the participating area that

' Vessels proposes in its application for the third revision to the participating area.

2. Pertinent Issues for the Commission to Consider.

A. Does the Application that Stout filed with the Commission comply with
Commission rules and regulations of notice and procedure?

B. Does the Commission have jurisdiction to apply its spacing orders, rules and
regulations to the Stout acreage or to any other acreage that is included within the Unit?

C. Is the Commission the proper forum in which Stout should bring his
application 1o participate in revenues from production from the Well?

D. Does COGCC Rule 316 apply to_the Gibson Gulch Unit No. 14-19 Well?

3. Stout did not comply with Commission rules and regulations of notice and
procedure in the filing of the Application.

The gist of the application that Stout filed with the Commission is to request the
Commission to space some amount of acreage that includes the Well and to pool the mineral
interests under the acreage. Commission rule 508.b. identifies the parties who are required

to receive notice of an application for an involuntary pooling order.

% Stout has not identified the size or shape of the tract of land that he proposes to
include in the drilling and spacing unit; however, the unit would cross section lines and
include at least the W2NE4NW4 of Section 30 and the S2SE4SW4 of Section 19.

c:\wp60ivesselsibeaver.lc
May 20, 1996
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The applicant or the Commission is required to give notice of an application to pool
interests to all parties who own any interest in the mineral estate in the tract of land that the
applicant seeks to pool.> This means that all parties who own working interests and royalty
interests in the affected tract must be given notice of the application.

In this case, the tract that is affected by the Application is the entire participating
area for the Gibson Gulch II Federal Unit because all of the working interest owners and the
royalty interest owners in the participating area have an interest in any tract of land which
Stout could make the subject of his spacing and pooling application. This is because the

‘ federal unit agreement provides for the allocation of production from all of the wells in the
federal unit among all of the mineral interest owners in the participating area, and they are
all currently receiving payments out of production from the Well.

Neither Stout nor the Commission has given notice to all of the royalty interest
owners in the participating area or even in any smaller tract that Stout might propose to
space and pool. The Commission rules and the constitutional requirements of procedural due
process mandate that the Commission or the applicant give adequate advance notice and the
opportunity to be heard to royalty interest owners since an adverse Commission order would
deprive at least some of them of the property interests they acquired in the Unit.*

4. The Commission does not have jurisdiction to apply its spacing orders. rules and
regulations to the Stout acreage or to any other acreage that is included in the federal
unit.

A. The state spacing and pooling order that Stout seeks is inconsistent with the
spacing and pooling scheme in the federal unit and is preempted by federal law.

The Gibson Guich Unit is a unit for the development of both federal and nonfederal
mineral interests that was formed by the United States Secretary of the Interior ("Secretary™)

* See COGCC Rule 508.b.

4 See Mountain States Telephone and Telegraph Company v. Department of Labor
and Employment, 520 P.2d 586 (Colo. 1974). Sce also Hagood v. Heckers, 513 P.2d 208
(Colo. 1973) holding that an overriding royalty is an interest in real estate under Colorado
law because it was severed from a lessee’s property interest.

c:\wp60\vessels\beaver. 1t
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pursuant to the authority granted to him by Congress under the Mineral Leasing Act of 1920,
as amended. The formation of a federal unit requires a determination by the Secretary that
unitization is necessary and advisable in the public interest and is for the purpose of more
properly conserving natural resources.’

The federal unit agreement and unit operating agreement govern unit operations and
the relationship among the parties with mineral interests that are committed to the unit. The
unit agreement provides a mechanism to space wells to be drilled within the unit boundary by
requiring that the authorized officer (“AO”) for the Secretary approve the locations of all

. wells to be drilled in the unit.® In this way, the federal representative is given ultimate
authority to control the number and location of wells, and, therefore, any spacing pattern for
the unit wells.

The unit agreement also provides for the pooling of interests by prescribing the
manner in which production from wells that are drilled in the unit is to be allocated among
the various mineral interests in the unit through the creation of "participating areas" ("PA").”
The designation of a PA and any revisions to it are subject to the approval of the AO.%

Pursuant to the terms in the unit agreement, Vessels has proposed and the AO has
indicated he intends to approve a PA to include approximately 3422 acres with a spacing
pattern of one well on approximately 640 acres using the circle-tangent method.® The UA
provides that production from all of the wells in a participating area for unitized substances

> See 43 C.F.R. 3183.4(a).
¢ Unit Agreement, pp. 9, 10-11.
7 1d., pp. 11-12.

SI_d_.

®  Vessels submitted geologic information to the BLM to support the spacing pattern

that it proposes in accordance with federal regulations at 43 C.F.R. 3183.5.

c:\wp60ivesselsibeaver. It
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in a particular pool is to be allocated among all of the owners of mineral interests in the
participating area so that each mineral owner takes a share of production from every well.
Stout, on the other hand, seeks a spacing order from the Commission for a drilling and

spacing unit to be carved out of the federal unit to consist of at least the W2NE4ANW4 of
Section 30 and the S2SE4SW4 of Section 19 and to allocate production from the Gibson
Gulch Unit No. 14-19 Well ("Well") based on the mineral interest ownership of the parties
in only the drilling and spacing unit he proposes. The effect of any drilling and spacing unit
and pooling that Stout proposes for less than 640 acres would have the effect of depriving the

. federal government of a royalty interest in the Well and also other parties which own royalty
interests in acreage outside the proposed drilling and spacing unit, but inside the PA. Note
also that Stout cannot propose a drilling and spacing unit which does not include some
amount of acreage that has been committed to the Unit.

General rules of law are that a state may assert jurisdiction over federal lands and
federal leasehold mineral interests pursuant to its general police powers and that Congress
has authority to make rules and regulations with respect to property that belongs to the
United States.!! The Supremacy Clause of the United States Constitution will require that the
state law give way, however, in the event of a conflict between state and federal laws or
regulations.”> This means that state law may be applied to federal lands and federal leasehold
mineral interests only to the extent that the application of the state law does not threaten a
federal policy or interest or that there is no direct conflict between the laws of the two
jurisdictions.**

" This means that all parties who own non-working mineral interests in the PA,
including the federal government, will receive a royalty from production from each well in
the PA, including the well identified as the Gibson Gulch Unit No. 14-19 ("Well").

It See, for example, Kleppe v. New Mexico, 426 U.S. 529, 49 L.Ed.2d 34, 96 S.Ct.
2285 (1976); Ventura County v. Gulf Oil Corporation, 601 F.2d 1080 (9th Cir. 1979) affd.
445 U.S. 947, 63 L.Ed.2d 782, 100 S.Ct. 1593 (1980).

2 Id.

3 Id; See also, California Coastal Commission v. Granite Rock Co., 480 U.S. 572,
94 L.Ed 2d 577, 107 S.Ct. 1419 (1987); Ohmart v. Dennis, 188 Neb. 260, 196 NW2d 181
(1972).
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In this case, the spacing and pooling order that Stout seeks from the Commission for
a state-ordered drilling and spacing unit and the allocation of production among mineral
interests in the unit would be inconsistent with the PA that will be approved by the BLM that
includes approximately 640 acre spacing within the PA and the allocation of production from
all of the unit wells, including the Gibson Gulch Unit No. 14-19 well, among all of the
mineral interest owners in the 3422 acre participating area. Such a state order could not
stand and will be preempted by federal law because it would be inconsistent and in direct
conflict with federal regulations as they are being implemented by the representative for the
Secretary of the Interior through the documents that govern the federal unit.'

B. A federal lease cannot be pooled with private leases by state agencies unless
the Secretary of the Interior gives his consent.

Courts have held that a federal lease cannot be included in a state drilling and spacing
unit and cannot be pooled with private leases unless and until the Secretary of the Interior
gives his consent.”® In cases where consent is not given, the state spacing orders will have
no effect on either the federal leases or the private leases that are included in the state
spacing unit or that are sought to be pooled and the leases are interpreted as if no order
applies.

We anticipate that the drilling and spacing unit for which Stout will seek approval
from the Commission will not include any federal lease and will be less than 640 acres. We
note, however, that, based on present information, 640 acres is the more appropriate size for
a drilling and spacing unit for the Mesa Verde Formation in the geographic area of the Unit
when you consider other Commission orders for the same geologic formation in and around

' Stout cites C.R.S. 34-60-120(1)(b) as authority for the Commission to space and
pool lands within the federal unit; however, the state statute cannot be interpreted by the
Commission in a way that is in conflict with the federal unit agreements and federal
regulations because of Supremacy Clause of the United States Constitution.

15 See, for example, 30 U.S.C. 226(j); Kirkpatrick Oil & Gas Company v. United
States, 675 F.2d 1122 (10th Cir. 1982); Kardokus v. Walsh, 797 P.2d 322 (Okla. 1990);

Shearn v. Ward Petroleum Corporation, 808 F.Supp. 1530 (U.S.D.C.Okla. 1992); Union Qil

Company of California, 77 IBLA 32 (October 31,1983); Homestake Royalty Corporation,
130 IBLA 36 (July 12, 1994).
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the Unit.'® A 640 acre unit that consists of the S2 of Section 19 and the N2 of Section 30
would include federal leases that cover the NE4ASW4 and the N2SE4 of Section 19. A state
spacing order for 640 acres that includes the federal leases would have no effect without the
approval of the Secretary or his authorized officer,”” and it appears that a 640 acre spacing
unit within the federal unit could not be found to be in the public interest since it could result
in the dilution of the federal royalty interest.

Note also that the unit agreement and the unit operating agreement are contracts
between private parties and the federal government. The effect of the state order that Stout
. requests would be to impair contract rights among the parties to the UA and the UOA each
of whom has agreed to a method to share production from the participating area for all of the
wells in the PA. This result is contrary to the Colorado and United States Constitutions
which prohibit states from passing laws that impair contracts.!®

5. The Federal Bureau of Land Management is the proper forum in which Stout should

bring his request to participate in revenues from production from the Well or to
protest the formation of the PA to include his lands.

The federal regulations and the unit documents contemplate a situation in which
parties who own mineral interests in the federal unit area do not join the unit when it is
initially formed."

6 See, for example, Cause No. 143 for the Divide Creek Field and Cause No. 191,
Orders No. 191-31 and 191-4 for the Mam Creek Field.

7 In the case San Juan Citizens Alliance et al., 129 IBLA 1 (March 14, 1994), the
Interior Board of Land Appeals overruled a spacing order issued by the COGCC and held
that the BLM had primary authority to establish spacing on Indian lands.

8 See Colorado Constitution, Article II, Section 11 and United States Constitution,
Article I, Section 10.

% For example, the Secretary is subject to the requirement that he can only approve a
unit agreement where the signing parties can demonstrate that they "hold sufficient interests
in the unit area to provide reasonably effective control” over operations in the unit. See also
30 U.S.C. 226(j); 30 C.F.R. 3181.3, 3183.4(a).
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A party who does not initially commit his mineral interests in a federal unit to the
unit and who believes that he is being injured by unit operations has remedies within the
federal system. He may either join the unit or request an administrative review before the
State Director of the Bureau of Land Management.

The decision by the authorized officer to approve the third revision to the
participating area will trigger the right for Stout to appeal the decision pursuant to 30 C.F.R.
3185.1. The federal regulation provides that a person who is adversely affected by a
decision under the regulations may request review of the decision before the State Director
and has further rights of appeal.

The Gibson Gulch Unit Agreement and the Unit Operating Agreement also each
provide for the joinder of parties after the unit has been formed. Section 28 of the Unit
Agreement provides for the terms upon which parties which own working interests and non-
working interests in the unit area may join the unit and the effective date of the joinder.
Section 34 of the Unit Operating Agreement provides for the method by which parties who
own working interests in the unit area may join the unit subsequent to the date that unit
operations commence.

6. The setback requirements in COGCC Rule 316 do not apply in a case where, as here,
a party who is the lessee of an oil and gas lease that covers a portion of the mineral interest

participates in the drilling of the well.

COGCC Rule 316 requires that a well drilled to a common source of supply in excess
of 2,500 feet in depth be located no less than 600 feet from any "lease line." Colorado does
not have automatic statewide spacing,? and Rule 316 and its predecessor rules were written
to provide control of the development of a common source of supply in the absence of
spacing. The reference to the "lease line" in Rule 316 and its application is limited to cases
where there is a complete division of mineral ownership between the parties who own
mineral interests in the acreage where the well is to be drilled and those who own mineral
interests in the acreage that adjoins the well location.

Here, Vessels is a mineral interest owner in the Stout acreage, and therefore a
mineral cotenant with Stout, and Vessels could legally drill on the Stout acreage itself if it so

P8ee C.R.S. 34-60-116(2).
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chose. That being the case, the 600 foot requirement does not apply and Mr. Stout’s

correlative rights are protected by his ability to join the Unit under federal law or by spacing
and force pooling under state law, which ever applies.

Respectfully submitted,
Welborn Sullivan Meck & Tooley, P.C.

R = I

7-WWWL’—
John F” Welborn
Molly Sommerville
Attorneys for Vessels Energy, Inc.

JFW/jc
Enclosure
cc: Thomas W. Niebrugge
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Ms. Patricia Beaver

Colorado 0il and Gas Conservation Commission
1120 Lincoln Street, Suite 801

Denver, Colorado 80203

’ Dear Ms. Beaver:

We are filing an intervention and a protest for the hearing dated
May 21, 1996, on Cause No. 1, Docket No. 5~11, in the matter to
govern operations in the Gibson Gulch II Federal Unit, Garfield
County, Colorado.

The Bureau of Land Management’s (BLM) intervention is to clarify
the following:

1. The name for the unit being discussed is the Gibson Gulch II
Unit Agreement, and not the Gibson Gulch Unit Agreement, which
was terminated.

2. The Stout Ranch acreage is not committed to the Gibson Gulch
IT Unit Agreement, but is within the unit boundaries. The other
lands within the 40-acre legal subdivision containing the Stout
' Ranch lands have submitted joinders to the unit agreement,
however, due to the definition for committed lands used by the
BLM, the other lessees and lessors in the tract with the Stout
Ranch lands cannot be committed.

3. Since the Gibson Gulch II Unit Agreement is a contract, the
Stout Ranch’s proposal to create spacing around the Federal Unit
No. 14-19 Well, will require approval of all the parties

committed to the unit agreement.

The BLM protests the following issues raised by the Stout Ranch:

1. The Gibson Gulch Federal Unit No. 14~19 Well located in the
SE/4 SW/4 Section 19, Township 6 South, Range 91 West, Garfield
County, operated by Vessels 0il & Gas Company, was drilled as a
unit well and any distribution of revenues other that what is
provided for in the unit agreement will be in conflict with an
existing contract. The Stout Ranch was given the opportunity to
join the Gibson Gulch II Unit Agreement, but by not doing so,
2

made the decision to protect their correlative rights by drilling
a protective well when and if these rights were jeopardized.

2. The Colorado State Statute Rule No. 316 suspends spacing
within the boundaries of a federal unit. Using this statute,
spacing can only be implemented on committed unit lands by either
suspending Rule No. 316 or by amending the subject unit
agreement. The BLM is opposed to any spacing within the Gibson
Gulch II Unit Agreement at this time.

Should you have any questions on this issue, please contact me at
(303) 239-3751.

Sincerely,
WZA._.

Richard J. Ryan
Petroleum Engineer
Resource Services
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Welborn Sullivan Meck & Tooley, P.C. P Attorneys at Law

1775 Sherman Street

Suite 1800

Denver, Colorado

80203

Telephone 303-830-2500

Facsimile 303-832-2366

October 4, 1996 S
Stephen J. Sullivan
John F. Meck
Keith D. Tooley
Kendor P. Jones
Molly Sommerville
- Karen Ostrander-Krug
Marla E. Valdez

Brian 8. Tooley

tout Ranch Via Federal Express Soott L. Selis
Of Counsel
Castle, Colorado 81647 Robert F. Welborn

Special Counsel
Hugh V. Schaefer

. Re:  Gibson Guich II Federal Unit
Colorado Oil and Gas Conservation Commission ("COGCC")
Cause No. 1: Docket No. 10-5-2
Applicant: Barry Stout/The Stout Ranch

Dear Barry:

In accordance with our telephone conversation yesterday, I am enclosing duplicate
originals of a lease and a joinder execution relating to the Gibson Gulch II Federal Unit.
The lease from you as lessor to Vessels Oil & Gas Company ("Vessels") as lessee includes
the terms that were identified in the proposal from Vessels that you accepted and that are
included in my letter to you dated September 30, 1996. These terms include a three-
sixteenth royalty, a no surface occupancy provision (except to the extent the Stout property
may be currently used for unit operations), and a waiver by you of all existing claims against
Vessels with respect to Vessels’” unit operations.

As you can see, I asked Vessels to prepare the lease and the joinder in final form.
Vessels has prepared a check for you for the $5000 bonus payment which Vessels is ready to
send to you immediately after we receive one set of the signed documents back from you.

As you are aware, Lori Coulter has scheduled a prehearing conference for your
COGCC application for Tuesday, October 8 at 9 A M. We will need to let Lori know as
soon as possible that the pretrial conference will not be necessary.

@ printed on recycled
Welborn Sullivan Meck & Tooley, P.C.

If you have any questions about this matter, please call me.

Best regards,

W———

Molly Sommerville

cc: Phil Wood
Rick Ryan
Tricia Beaver —
Lori Coulter, Esq.





I

0885

Welborn Sullivan Meck & Tooley, P.C. R oy by

May 20, 1996

Patricia Beaver, Secretary

Colorado Oil and Gas Conservation Commission
Suite 801

1120 Lincoln Street

Denver, Colorado 80203

Re: Cause No. 1, Docket No. 5-11
Application of Barry Stout

Dear Ms. Beaver:

This law firm represents Vessels Energy, Inc. ("Vessels"), formally known as Vessels
Oil & Gas Company, with respect to the application that Mr. Barry Stout ("Stout") filed with
the Colorado Oil and Gas Conservation Commission ("Commission" or "COGCC")
concerning mineral interests that Stout owns in certain property located in Garfield County,
Colorado ("Application"). This letter addresses some of the issues that Stout has raised in
his Application. We caution the Commission, however, that full resolution of these issues by
the Commission cannot occur without prior and complete notification of the Application by
Stout and/or the Commission to all interested and adversely affected parties, and we submit

‘ this letter without prejudice to Vessels’ rights to fully brief any jurisdictional issues when

they are properly before the Commission.

Pertinent facts and legal issues and an analysis of the legal issues are as follows:
1. Pertinent Facts.

Vessels is the successor unit operator for the federal oil and gas unit known as the
Gibson Gulch II Unit Area (the "Unit"). The Unit Agreement ("UA") and the Unit

Operating Agreement ("UOA") are both dated January 22, 1991 and cover approximately
23,600 acres of federal and non-federal mineral interests in Garfield County, Colorado.!

! A map of a portion of the unit area is attached as Exhibit 1.
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Stout owns a 50% unleased mineral interest in 26.34 acres included within the Unit
area ("Stout acreage"” or "Stout mineral interests”). Vessels is the lessee or the assignee of
the lessee for various oil and gas leases that cover the other 50% mineral interest in the Stout
acreage. The Stout acreage is all located in the NEANW4 of Section 30 in Township 6 South,
Range 91 South.

Stout received notice in January 1991 that Torch Operating Company ("Torch")
proposed to form the Gibson Guich II federal unit. The Unit was approved by the Secretary
of the Interjor or his authorized officer on January 30, 1991. Stout has not at any time
agreed to commit the Stout mineral interests to the Unit.

Vessels, at various times, has offered to buy or lease the Stout mineral interests, and
it notified Stout that he could, in the alternative, participate in the drilling and completion of
the Gibson Gulch Unit No. 14-19 well (“Well”) which included the Stout acreage in the Unit
drilling block. Stout has not agreed to sell his mineral interests to Vessels or to either lease
his mineral interests to Vessels or participate in the drilling of the Well on terms that were
acceptable to Vessels.

Vessels in its capacity as Unit Operator of the Unit drilled and completed the Well on
January 10, 1996 in the Mesaverde Formation. The Well is located in the S2SE4SW4 of
Section 19, Township 6 South, Range 91 West, approximately 420’ directly north of the
Stout acreage.

Vessels submitted an application dated April 10, 1996 to the Bureau of Land
Management ("Vessels Application”) for the BLM to approve what Vessels identified as the
"Third Revision Mesaverde Formation Participating Area A.”" The Vessels Application
referred to various wells drilled and completed in the Unit and outlined a participating area
to be comprised of approximately 3422 acres.

Stout filed the Application with the Commission on March 2, 1996. Stout asks that
the Commission in effect create a drilling and spacing unit to be comprised of the Stout
acreage and the acreage on which the Well was drilled and that the interests under the
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drilling and spacing unit be pooled.? Stout also requests that the Commission make a
determination that Commission rules and regulations appiy to the Stout acreage in the Unit.

Richard Ryan, Petroleum Engineer for the Bureau of Land Management, submitted a
letter to the Commission dated May 20, 1996 in which he objects on behalf of the federal
government to any order by the Comunission to space or pool lands in the Unit in a way that
is contrary to the manner prescribed in the federal unit documents. As the authorized officer
under the UA, Mr. Ryan has indicated to Vessels also that he has determined that the wells
in the participating area that Vessels proposes are all capable of producing unitized
substances in paying quantities and that he intends to approve the participating area that

' Vessels proposes in its application for the third revision to the participating area.

2. Pertinent Issues for the Commission to Consider.

A. Does the Application that Stout filed with the Commission comply with
Commission rules and regulations of notice and procedure?

B. Does the Commission have jurisdiction to apply its spacing orders, rules and
regulations to the Stout acreage or to any other acreage that is included within the Unit?

C. Is the Commission the proper forum in which Stout should bring his
application 1o participate in revenues from production from the Well?

D. Does COGCC Rule 316 apply to_the Gibson Gulch Unit No. 14-19 Well?

3. Stout did not comply with Commission rules and regulations of notice and
procedure in the filing of the Application.

The gist of the application that Stout filed with the Commission is to request the
Commission to space some amount of acreage that includes the Well and to pool the mineral
interests under the acreage. Commission rule 508.b. identifies the parties who are required

to receive notice of an application for an involuntary pooling order.

% Stout has not identified the size or shape of the tract of land that he proposes to
include in the drilling and spacing unit; however, the unit would cross section lines and
include at least the W2NE4NW4 of Section 30 and the S2SE4SW4 of Section 19.
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The applicant or the Commission is required to give notice of an application to pool
interests to all parties who own any interest in the mineral estate in the tract of land that the
applicant seeks to pool.> This means that all parties who own working interests and royalty
interests in the affected tract must be given notice of the application.

In this case, the tract that is affected by the Application is the entire participating
area for the Gibson Gulch II Federal Unit because all of the working interest owners and the
royalty interest owners in the participating area have an interest in any tract of land which
Stout could make the subject of his spacing and pooling application. This is because the

‘ federal unit agreement provides for the allocation of production from all of the wells in the
federal unit among all of the mineral interest owners in the participating area, and they are
all currently receiving payments out of production from the Well.

Neither Stout nor the Commission has given notice to all of the royalty interest
owners in the participating area or even in any smaller tract that Stout might propose to
space and pool. The Commission rules and the constitutional requirements of procedural due
process mandate that the Commission or the applicant give adequate advance notice and the
opportunity to be heard to royalty interest owners since an adverse Commission order would
deprive at least some of them of the property interests they acquired in the Unit.*

4. The Commission does not have jurisdiction to apply its spacing orders. rules and
regulations to the Stout acreage or to any other acreage that is included in the federal
unit.

A. The state spacing and pooling order that Stout seeks is inconsistent with the
spacing and pooling scheme in the federal unit and is preempted by federal law.

The Gibson Guich Unit is a unit for the development of both federal and nonfederal
mineral interests that was formed by the United States Secretary of the Interior ("Secretary™)

* See COGCC Rule 508.b.

4 See Mountain States Telephone and Telegraph Company v. Department of Labor
and Employment, 520 P.2d 586 (Colo. 1974). Sce also Hagood v. Heckers, 513 P.2d 208
(Colo. 1973) holding that an overriding royalty is an interest in real estate under Colorado
law because it was severed from a lessee’s property interest.
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pursuant to the authority granted to him by Congress under the Mineral Leasing Act of 1920,
as amended. The formation of a federal unit requires a determination by the Secretary that
unitization is necessary and advisable in the public interest and is for the purpose of more
properly conserving natural resources.’

The federal unit agreement and unit operating agreement govern unit operations and
the relationship among the parties with mineral interests that are committed to the unit. The
unit agreement provides a mechanism to space wells to be drilled within the unit boundary by
requiring that the authorized officer (“AO”) for the Secretary approve the locations of all

. wells to be drilled in the unit.® In this way, the federal representative is given ultimate
authority to control the number and location of wells, and, therefore, any spacing pattern for
the unit wells.

The unit agreement also provides for the pooling of interests by prescribing the
manner in which production from wells that are drilled in the unit is to be allocated among
the various mineral interests in the unit through the creation of "participating areas" ("PA").”
The designation of a PA and any revisions to it are subject to the approval of the AO.%

Pursuant to the terms in the unit agreement, Vessels has proposed and the AO has
indicated he intends to approve a PA to include approximately 3422 acres with a spacing
pattern of one well on approximately 640 acres using the circle-tangent method.® The UA
provides that production from all of the wells in a participating area for unitized substances

> See 43 C.F.R. 3183.4(a).
¢ Unit Agreement, pp. 9, 10-11.
7 1d., pp. 11-12.

SI_d_.

®  Vessels submitted geologic information to the BLM to support the spacing pattern

that it proposes in accordance with federal regulations at 43 C.F.R. 3183.5.
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in a particular pool is to be allocated among all of the owners of mineral interests in the
participating area so that each mineral owner takes a share of production from every well.
Stout, on the other hand, seeks a spacing order from the Commission for a drilling and

spacing unit to be carved out of the federal unit to consist of at least the W2NE4ANW4 of
Section 30 and the S2SE4SW4 of Section 19 and to allocate production from the Gibson
Gulch Unit No. 14-19 Well ("Well") based on the mineral interest ownership of the parties
in only the drilling and spacing unit he proposes. The effect of any drilling and spacing unit
and pooling that Stout proposes for less than 640 acres would have the effect of depriving the

. federal government of a royalty interest in the Well and also other parties which own royalty
interests in acreage outside the proposed drilling and spacing unit, but inside the PA. Note
also that Stout cannot propose a drilling and spacing unit which does not include some
amount of acreage that has been committed to the Unit.

General rules of law are that a state may assert jurisdiction over federal lands and
federal leasehold mineral interests pursuant to its general police powers and that Congress
has authority to make rules and regulations with respect to property that belongs to the
United States.!! The Supremacy Clause of the United States Constitution will require that the
state law give way, however, in the event of a conflict between state and federal laws or
regulations.”> This means that state law may be applied to federal lands and federal leasehold
mineral interests only to the extent that the application of the state law does not threaten a
federal policy or interest or that there is no direct conflict between the laws of the two
jurisdictions.**

" This means that all parties who own non-working mineral interests in the PA,
including the federal government, will receive a royalty from production from each well in
the PA, including the well identified as the Gibson Gulch Unit No. 14-19 ("Well").

It See, for example, Kleppe v. New Mexico, 426 U.S. 529, 49 L.Ed.2d 34, 96 S.Ct.
2285 (1976); Ventura County v. Gulf Oil Corporation, 601 F.2d 1080 (9th Cir. 1979) affd.
445 U.S. 947, 63 L.Ed.2d 782, 100 S.Ct. 1593 (1980).

2 Id.

3 Id; See also, California Coastal Commission v. Granite Rock Co., 480 U.S. 572,
94 L.Ed 2d 577, 107 S.Ct. 1419 (1987); Ohmart v. Dennis, 188 Neb. 260, 196 NW2d 181
(1972).
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In this case, the spacing and pooling order that Stout seeks from the Commission for
a state-ordered drilling and spacing unit and the allocation of production among mineral
interests in the unit would be inconsistent with the PA that will be approved by the BLM that
includes approximately 640 acre spacing within the PA and the allocation of production from
all of the unit wells, including the Gibson Gulch Unit No. 14-19 well, among all of the
mineral interest owners in the 3422 acre participating area. Such a state order could not
stand and will be preempted by federal law because it would be inconsistent and in direct
conflict with federal regulations as they are being implemented by the representative for the
Secretary of the Interior through the documents that govern the federal unit.'

B. A federal lease cannot be pooled with private leases by state agencies unless
the Secretary of the Interior gives his consent.

Courts have held that a federal lease cannot be included in a state drilling and spacing
unit and cannot be pooled with private leases unless and until the Secretary of the Interior
gives his consent.”® In cases where consent is not given, the state spacing orders will have
no effect on either the federal leases or the private leases that are included in the state
spacing unit or that are sought to be pooled and the leases are interpreted as if no order
applies.

We anticipate that the drilling and spacing unit for which Stout will seek approval
from the Commission will not include any federal lease and will be less than 640 acres. We
note, however, that, based on present information, 640 acres is the more appropriate size for
a drilling and spacing unit for the Mesa Verde Formation in the geographic area of the Unit
when you consider other Commission orders for the same geologic formation in and around

' Stout cites C.R.S. 34-60-120(1)(b) as authority for the Commission to space and
pool lands within the federal unit; however, the state statute cannot be interpreted by the
Commission in a way that is in conflict with the federal unit agreements and federal
regulations because of Supremacy Clause of the United States Constitution.

15 See, for example, 30 U.S.C. 226(j); Kirkpatrick Oil & Gas Company v. United
States, 675 F.2d 1122 (10th Cir. 1982); Kardokus v. Walsh, 797 P.2d 322 (Okla. 1990);

Shearn v. Ward Petroleum Corporation, 808 F.Supp. 1530 (U.S.D.C.Okla. 1992); Union Qil

Company of California, 77 IBLA 32 (October 31,1983); Homestake Royalty Corporation,
130 IBLA 36 (July 12, 1994).
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the Unit.'® A 640 acre unit that consists of the S2 of Section 19 and the N2 of Section 30
would include federal leases that cover the NE4ASW4 and the N2SE4 of Section 19. A state
spacing order for 640 acres that includes the federal leases would have no effect without the
approval of the Secretary or his authorized officer,”” and it appears that a 640 acre spacing
unit within the federal unit could not be found to be in the public interest since it could result
in the dilution of the federal royalty interest.

Note also that the unit agreement and the unit operating agreement are contracts
between private parties and the federal government. The effect of the state order that Stout
. requests would be to impair contract rights among the parties to the UA and the UOA each
of whom has agreed to a method to share production from the participating area for all of the
wells in the PA. This result is contrary to the Colorado and United States Constitutions
which prohibit states from passing laws that impair contracts.!®

5. The Federal Bureau of Land Management is the proper forum in which Stout should

bring his request to participate in revenues from production from the Well or to
protest the formation of the PA to include his lands.

The federal regulations and the unit documents contemplate a situation in which
parties who own mineral interests in the federal unit area do not join the unit when it is
initially formed."

6 See, for example, Cause No. 143 for the Divide Creek Field and Cause No. 191,
Orders No. 191-31 and 191-4 for the Mam Creek Field.

7 In the case San Juan Citizens Alliance et al., 129 IBLA 1 (March 14, 1994), the
Interior Board of Land Appeals overruled a spacing order issued by the COGCC and held
that the BLM had primary authority to establish spacing on Indian lands.

8 See Colorado Constitution, Article II, Section 11 and United States Constitution,
Article I, Section 10.

% For example, the Secretary is subject to the requirement that he can only approve a
unit agreement where the signing parties can demonstrate that they "hold sufficient interests
in the unit area to provide reasonably effective control” over operations in the unit. See also
30 U.S.C. 226(j); 30 C.F.R. 3181.3, 3183.4(a).
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A party who does not initially commit his mineral interests in a federal unit to the
unit and who believes that he is being injured by unit operations has remedies within the
federal system. He may either join the unit or request an administrative review before the
State Director of the Bureau of Land Management.

The decision by the authorized officer to approve the third revision to the
participating area will trigger the right for Stout to appeal the decision pursuant to 30 C.F.R.
3185.1. The federal regulation provides that a person who is adversely affected by a
decision under the regulations may request review of the decision before the State Director
and has further rights of appeal.

The Gibson Gulch Unit Agreement and the Unit Operating Agreement also each
provide for the joinder of parties after the unit has been formed. Section 28 of the Unit
Agreement provides for the terms upon which parties which own working interests and non-
working interests in the unit area may join the unit and the effective date of the joinder.
Section 34 of the Unit Operating Agreement provides for the method by which parties who
own working interests in the unit area may join the unit subsequent to the date that unit
operations commence.

6. The setback requirements in COGCC Rule 316 do not apply in a case where, as here,
a party who is the lessee of an oil and gas lease that covers a portion of the mineral interest

participates in the drilling of the well.

COGCC Rule 316 requires that a well drilled to a common source of supply in excess
of 2,500 feet in depth be located no less than 600 feet from any "lease line." Colorado does
not have automatic statewide spacing,? and Rule 316 and its predecessor rules were written
to provide control of the development of a common source of supply in the absence of
spacing. The reference to the "lease line" in Rule 316 and its application is limited to cases
where there is a complete division of mineral ownership between the parties who own
mineral interests in the acreage where the well is to be drilled and those who own mineral
interests in the acreage that adjoins the well location.

Here, Vessels is a mineral interest owner in the Stout acreage, and therefore a
mineral cotenant with Stout, and Vessels could legally drill on the Stout acreage itself if it so

P8ee C.R.S. 34-60-116(2).
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chose. That being the case, the 600 foot requirement does not apply and Mr. Stout’s

correlative rights are protected by his ability to join the Unit under federal law or by spacing
and force pooling under state law, which ever applies.

Respectfully submitted,
Welborn Sullivan Meck & Tooley, P.C.
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John F” Welborn
Molly Sommerville
Attorneys for Vessels Energy, Inc.
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Ms. Patricia Beaver

Colorado 0il and Gas Conservation Commission
1120 Lincoln Street, Suite 801

Denver, Colorado 80203

’ Dear Ms. Beaver:

We are filing an intervention and a protest for the hearing dated
May 21, 1996, on Cause No. 1, Docket No. 5~11, in the matter to
govern operations in the Gibson Gulch II Federal Unit, Garfield
County, Colorado.

The Bureau of Land Management’s (BLM) intervention is to clarify
the following:

1. The name for the unit being discussed is the Gibson Gulch II
Unit Agreement, and not the Gibson Gulch Unit Agreement, which
was terminated.

2. The Stout Ranch acreage is not committed to the Gibson Gulch
IT Unit Agreement, but is within the unit boundaries. The other
lands within the 40-acre legal subdivision containing the Stout
' Ranch lands have submitted joinders to the unit agreement,
however, due to the definition for committed lands used by the
BLM, the other lessees and lessors in the tract with the Stout
Ranch lands cannot be committed.

3. Since the Gibson Gulch II Unit Agreement is a contract, the
Stout Ranch’s proposal to create spacing around the Federal Unit
No. 14-19 Well, will require approval of all the parties

committed to the unit agreement.

The BLM protests the following issues raised by the Stout Ranch:

1. The Gibson Gulch Federal Unit No. 14~19 Well located in the
SE/4 SW/4 Section 19, Township 6 South, Range 91 West, Garfield
County, operated by Vessels 0il & Gas Company, was drilled as a
unit well and any distribution of revenues other that what is
provided for in the unit agreement will be in conflict with an
existing contract. The Stout Ranch was given the opportunity to
join the Gibson Gulch II Unit Agreement, but by not doing so,
2

made the decision to protect their correlative rights by drilling
a protective well when and if these rights were jeopardized.

2. The Colorado State Statute Rule No. 316 suspends spacing
within the boundaries of a federal unit. Using this statute,
spacing can only be implemented on committed unit lands by either
suspending Rule No. 316 or by amending the subject unit
agreement. The BLM is opposed to any spacing within the Gibson
Gulch II Unit Agreement at this time.

Should you have any questions on this issue, please contact me at
(303) 239-3751.

Sincerely,
WZA._.

Richard J. Ryan
Petroleum Engineer
Resource Services
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H. Paul Cohen Suite 1300 = 303-572-1010
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William A, Richey 303-572-1011

September 18, 1996

Ms. Tricia Beaver /ep

Colorado Oil and Gas Conservation Commission
1120 Lincoln Street, Suite 801

Denver, CO 80203

Re: Cause No. 1, Docket No. 10-5-2
. Application of Barry Stout

In the Matter to Govern Operations in the Gibson Gulch Federal Unit
Garfield County, Colorado

Dear Ms. Beaver:

This will confirm what I believe you have heard directly from my client, Barry Stout, d/b/a the
Stout Ranch, which is that this office no longer represents Mr. Stout in connection with the
above described cause. My file does not reflect that I have ever entered an appearance on behalf
of Mr. Stout in this matter, but I did appear informally before you in your offices to request
continuation for this matter so that Mr. Stout can organize this case before the Colorado Oil and
Gas Commission.

Please call if you have any questions.

. Yours very truly,

WEINMAN, COHEN & NIEBRUGGE,
a Professional Corporation

W w. A/xééw?;z

Thomas W. Niebrugge
TWN:mrd
Encs.
cc:  Mr. Barry Stout
Mr. Jeff Welborn

C:\FILES\LTR\OGCC0918.STO





LR

Welborn Sullivan Meck & Tooley, P.C. 2 .. Attorneys at Law
oy
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John F. Welborn
Stephen J. Sullivan

J_ohn F. Meck
HAND DELIVERED Keith D. Tooley
- Kendor P. Jones
Molly Sommerville
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Patricia Beaver, Secretary e Ms;:;nsﬁeizgmdeg
Colorado Oil and Gas Conservation Commission Bréanustl?ﬁy
cott L. Sells

Suite 801
s Of Counsel
1120 Lincoln Street ot Goyse]

Denver, Colorado 80203

Special Counsel
Hugh V. Schaefer

. Re: Cause No. 1. Docket No. 5-11
Application of Barry Stout

Dear Ms. Beaver:

We enclose an original and fifteen copies of a letter dated May 20, 1996 that we
submit to you and the Commission on behalf of Vessels Energy, Inc. ("Vessels"), formally
known as Vessels Oil & Gas Company, with respect to the application referenced above that
Mr. Barry Stout ("Stout") filed with the Commission ("Application") concerning mineral
interests that Stout owns in certain property located in Garfield County, Colorado.

Please provide each of the members of the Commission and the Assistant Attorney
General with a copy of the letter in anticipation of the hearing scheduled tomorrow
concerning the Application.

We are providing this letter to you and the Commission without waiving Vessels’
rights to more fully brief the jurisdictional and substantive issues at a later time when they
are more properly before the Commission. It is Vessels’ position that the only matter that
the Commission should consider at the hearing tomorrow is the procedural issue of whether
the Commission should continue the matter for hearing or whether it should dismiss the
Application and require Stout to file a new one. We believe that the jurisdictional issue and
all substantive matters cannot be properly before the Commission unless notice has been
provided to all interested parties as is required by Commission Rule 508.

Very truly yours,
RUFy Do P Mot

Molly Sommerville

MS/jc
Enclosures

@ pnnted on recycled paper
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The Stout Ranch

April 16, 1996
4P 2 by

Patricia C. Beaver, Secretary

Colorado Oil and Gas Conservation Commission
1120 Lincoln Street, Suite 801

Denver, CO 80203

RE: Notice of Hearing
Docket No. 5-11

. Dear Ms. Beaver:

With reference to the Notice of Hearing, we would like to add the
following to the end of the paragraph foliowing Item #3:

"The Applicant would like the Commission to determine ........

and/or the Applicant would like the Commission under Title 34, Article
60, Act 106 2(c), 117, to space this well at 40 acres to include Applicant's
26.36 acres. In this case Applicants percentage of the well would be
32.95% (13.18 net acres of 40 total). "

We appreciate your help. Thank you.

Sincerely,

) é},\
2 QA S
W,
Barry Stout \

. #70
m&/ga# $4 282 New Castle, Colorado 81647  363-876-2974
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WEINMAN, COHEN & NIEBRUGGE hAE

A PROFESSIONAL CORPORATION

303-572-1011

May 13, 1996

Ms. Tricia Beaver

Colorado Oil and Gas Conservation Commission
1120 Lincoln Street, Suite 801

Denver, CO 80203

Re: Cause No. 1, Docket No. 5-11

In the Matter to Govern Operations in the Gibson Gulch Federal Unit
Garfield County, Colorado

Dear Ms. Beaver:

This office has been retained by Barry Stout, d/b/a the Stout Ranch, in the above captioned

matter.

Mr. Stout filed an Application on his own behalf before the Oil and Gas Commission

concerning the Gibson Guich Federal Unit No. 14-19 Well located in the SE% SW of Section

19, To

wnship 6 South, Range 91 West, Garfield County, Colorado, which is operated by

Vessels Oil and Gas Company.

As you

know, I was retained by Mr. Stout recently to assist him in the handling of this matter.

After conversations with representatives of Vessels Oil and Gas Company, we have elected to
proceed as follows:

® .

We will ask the Commission to continue the matter for not less than 30 additional days
so that the Application can be properly noticed as a spacing application and force
pooling, and that we will, at a later time, designate lands to be spaced in accordance with
this Application.

It is our steadfast belief that the Colorado Qil and-Gas_Conservation Commission
maintains the authority under Colo. Rey«Stat. §34-60-101, e? seq, to space undedicated
lands within federal exploratory units protect correlative rights. We
direct your attention to Colo. Rev.(Stat §34-60-101(b) which makes it clear that interest
owners in privately owned lands within an approved federal unit retain their correlative
rights under the Qil and Gas Conservation Act and that the Commission has jurisdiction
to enforce these rights.

ATTORNEYS AT LAW

Hudson ’s Bay Centre /?
Thomas W. Niebrugge 1600 Stout Street 4}' 7 Telephone
H. Paul Cohen Suite 1300 € 303-572-1010
Jeffrey A. Weinman, P.C. Denver, Colorado 80202-3132 TE Facsimile

Oil and Gas Conservation Commission
May 13, 1996
Page 2

3. Pursuant to the discovery rules of the Colorado Oil and Gas Conservation Commission,
we are entitled to receive all geologic and engineering data in the possession of Vessels
Oil and Gas Company with respect to the following wells:

a. Gibson Guilch Federal Unit No. 14-19 Well

Township 6 South, Range 91 West

Section 19: SE% SW}

b. Jolie #20-8 Well

Township 6 South, Range 91 West

Section 20: SE%

c. Daley No. 1 Well

Township 6 South, Range 91 West

Section 29: NWY4

d. Brooks No. 1 Well

Township 6 South, Range 91 West
Section 30: SE%

We would request that the Commission continue to hear this Cause at its regular monthly
meeting of the Commission held in May, 1996, during which the Commission can resolve any
remaining disputes with respect to its jurisdiction in this matter. Further, we may request
appropriate relief from the Commission to compel Vessels to produce geologic and engineering
data on the above described wells. Upon receipt of this information, Stout requests 30 additional
days within which to assemble the data, retain suitable experts to present its case for spacing and
possible force pooling before the Oil and Gas Conservation Commission.

Please call if you have any questions.

Yours very truly,

WEINMAN, COHEN & NIEBRUGGE,
a Professional Corporation

Thomas W. Niebrugge
TWN:mrd
cc:  Mr. Barry Stout

Mr. Jeff Welborn
C:\FILES\LTR\OGCC.STO
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Welborn Sullivan Meck & Tooley, P.C. Attorneys at Law

1775 Sherman Street
Saijte 1800

Denver, Colorado
80203

Telephone 303-830-2500
Facdiwjle 303-832.2366

May 17, 1996
Jobn F. Welborn
Stephen J. Sullivas

ViA FACSIMILE (572-1011) John F. Meck

Keith D, Tooley

Kendor P. Jeaes
Thomas W. Niebrugge, Esq. Molly Semmerville
Weinman, Cohen & Niebrugge Harea rangarfions
1600 Stout Street, #1300 ) Brian S. Tooley

Denver, CO 80202 Seott L. Sells

gf Counsel

Re:  Colorado Oil and Gas Conservation Commission Bobert / Welbora
3 icant Special Counsal

Cause No. 1, Docket 5-11; Stout Ranch Appli Sl o

Dear Tom:

We understand from Tricia that a preliminary hearing on procedural matters in this docket
will proceed on Tuesday, May 21, at 3:30 p.m. In light of that fact, this is to confirm the following:

1 Vessels Energy, Inc. will continue 1o make available to the Stour Ranch the options of
either leasing its 13.18 net mineral acres for a 1/8th royalty or participating in the Unit by purchasing
. nto the No. 14-19 drilling block as described in paragraph 3 of my letter to you dated May 14.
Vessels will not conrinue 1o offer the other opportunities for resolution, including the relinquishment
of its right to locate a Unit drill site on the Stout Ranch.

2 Vessels will provide to you and your client all geologic, engineering and economic
information that Vessels has provided to the BLM in its application to the BLM for the third revision
1o Participating Area "A”. In addition, you may obtain directly from the BLM all such information
. filed by the prior Unit Operator in connection with the original formation of the Unit. In other
words, all of this information is at the BLM, but we can provide some of it directly to you, if you so
request.

We will come to the hearing on Tuesday brepared to address the procedural issues which you
have raised; however, we reiteraie our position that none of the issues are properly before the
Commission without all interested parties having been notified.

Sincerely yours,

WELBORN SULLIVAN MECK & TOOLEY, P.C.

e
AR W
. John F. Welborn
JFW/sh
ce: Colorado Qil and Gas Conservation Commission (Tricia Beaver 894-2109)

IWSM:HOAS 21:81 96-L1-AVH

gr/e aonvd ppszZeEBERE "dI
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Welborn Sullivan Meck & Tooley, P.C. Attarneys at Law
1775 Sherman Strret

Suite 1800

September 30, 1996 P

Telephone 303-830:4600
Facsimile 303-832-2364

Barry Stout/The Stout Ranch Via Express Mail Tl

4664 Divide Creek Road KD, T

New Castle, Colorado 81647 Kendor P, Jones

W o

Re:  Gibson Guich II Federal Unit i *; g;ﬁ;
Colorado Oil and Gas Conservation Commission Septe L. Sells

Cause No. 1: DOCket No. 10-5-2 Of Counsel

Applicant: Barry Stout/The Stout Ranch Robert 12 Welbors

Spucial Counse!

. Dear Ban’y: Rugh V. Schaefer

This letter follows up our last discussion concerning a settlement of the issues that
you raised in the application you filed with the Colorado Oil and Gas Conservation
Commission ("COGCC") concerning the Gibson Gulch IT Federal Uanit ("Unit") for which
Vessels Energy Inc. ("Vessels") is the unit operator. We discussed in our telephone
conversation the terms of the counterotfer that you had made and also the counterproposal
from Vessels that are included in my letter to you dated September 18.

‘When 1 told you that Vessels would agree to give you a lease with a three-sixteenths
royalty and a no surface occupancy clause as well as the bonus payment of $988.50, but did
not have authority to grant you access to well sites in the Unit in your capacity as a royalty
owner, you asked if there was a way that you could become a working interest owner in the

. Unit.

I have discussed the matter with representarives at Vessels and they have told me that
they could not agree to make you a working interest owner in the Unit. They point out that
you were offered the opportunity to join the Unit as a working interest owner back in
January 1991 when the Unit was being formed. They indicated that Vessels had also
extended an offer to you to participate in the well known as the Gibson Gulch 14-19 ("Well")
by a letter to you dated November 21, 1995. In a subsequent letter from Vessels to you
dated January 3, 1996, Vessels again offered to allow you to participate in the Well by your
payment of a share of costs either by a cash payment or through an irrevocable letter of
credit. The offer of participation was limited to the time period before the Well was
proposed to be included in the Participating Area for the Unit. It would be an accounting
nightmare for Vessels to go back and recalculate costs and production for all wells in the
Unit, and Vessels is not required to do so under the Unit Operating Agreement.

When Vessels told me that it was reluctant to allow you to join the Unit as a working
interest owner, [ went back to the correspondence in the case to determine whether there was
apother way to resolve the matter. I determined from the correspondence that you and

e
FAX NO. 3038322366 P.03
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Welborn Sullivan Meck & Tooley, P.C.

September 30, 1996
Page 2

Vessels had reached an agreement on all issues except for the amount of the bonus payment
for the lease. On this issue, you requested a bonus payment of $5000, and Vessels in its last
counterptoposal agreed to pay you $988.50 which translates into a difference of
approximately $4000.

1 discussed the terms of a settlement at length with Phil Wood, Land Manager for
Vessels, and he has agreed to offer you a bonus payment of $5000. This is solély because
‘ he is aware that transaction costs to litigate the matter before the Colorado Oil and Gas
Conservation Commission would need to be incurred by Vessels that may be in the same
range. Vessels, therefore, makes the following proposal to you:

The Vessels Proposal:

Vessels would agree to give Stout a lease with a three-sixteenth royalty interest and to
have the lease include a no surface occupancy provision (except to the extent the Stout
property may be currently being used for unit operations). Vessels would agree to pay a
$5000 bonus payment, to be paid upon lease and joinder execution, and Stout and Vessels
would commit the interest and the lease to the unit. Stout would waive all existing claims
against Vessels with respect to Vessels’ unit operations.

This offer will remain open only until the close of business on Wednesday, October
' 2, At or about that time, Vessels will begiu ro incur transaction costs to defend the issues
you raised in your application with the COGCC so that the substantial bonus payment that
Vessels now offers 1o you will no longer be available.

Please call me if you would like to discuss how to implement the terms of such an

agreement.
Very wuly yours,
Molly Sommerville
MS/je
cc:  Phil Wood
Rick Ryan
Lori Coulter, Esq.

Tricia Beaver
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Welborn Sullivan Meck & Tooley, P.C. 4y ' Attorneys at Law

Jﬂ ” i 1775 Sherman Street

» J)Tl? ) Suite 1800

o £ Denver, Colorado

7 80203
May 29, 1996 - g Telephone 303-830-2500
Facsimile 303-852-2366

John F. Welborn

Stephen J. Sullivan

John F. Meck

Keith D. Tooley

Kendor P. Jones

Molly Sommerville

. Karen Ostrander-Krug

Hand Delivered N 2B AT
Brian S. Tooley

Scott L. Sells

Of Counsel
Robert F, Welborn

Special Counse)

Re: Cause No. 1, Docket 5-11; Stout Ranch Application Hugh V. Schaefer
. Colorado Oil and Gas Conservation Commission
Dear Tom:

I am enclosing with this letter information that relates to wells in the Gibson Guich II
Unit Area and the proposed participating area within the Federal Unit. The information
includes as follows:

1. Application for Approval of the Third Revision Mesaverde Formation Participating
Area "A" dated April 10, 1996 from Vessels Oil & Gas Company ("Vessels") to the
Bureau of Land Management ("BLM") with supporting reserves and economics for
wells.

1996 Plan of Development and Review of Operations for 1995 filed by Vessels with
the BLM and dated January 31, 1996.

Application for Approval of the First Revision Mesaverde Formation Participating
Area "A" dated January 17, 1996 from Vessels to the BLM.

Engineering and Geologic Summaries for the Gibson Gulch Unit #13-28, the Broome
#1 and the Daley #1.

Application for Permit to Drill, supporting maps, Well Completion Reports (2), and
Certification of Clearance for Gibson Gulch Unit #14-19 (COGCC Forms).

Well Completion or Recompletion Report and Log and Certification of Clearance for
Broom #1, Gibson Gulch #11-32, Daley #1 and Gibson Gulch Unit #13-28 (COGCC
Forms).

Welborn Sullivan Meck & Tooley, P.C.

Thomas W. Niebrugge, Esq.
May 29, 1996
Page 2

7. Production Reports for the Gibson Gulch Unit #14-19, the Gibson Gulch Unit 6-30,
the Broom #1, the Daley #1, the Miller #1, the Gibson Gulch Unit #13-28, and the
Gibson Gulch Unit #11-32.

Please note that there may be additional information that may be of interest to you
that is not in the possession of Vessels, but that is available through the BLM that the first
unit operator provided to the BLM before Vessels became the unit operator.

We have provided you with the geologic, engineering and economic information that
. Vessels has in its possession relating to the unit wells that is not proprietary and confidential.

We look forward to your offer.
Very truly yours,

<f‘_'fffff;;44_ N

Jeff Welborn

TFWijc

Enclosures

cc: Tricia Beaver/
Lori Coulter, Esq.
Phil Wood

Rick Ryan




