STATE OF MICHIGAN
DEPARTMENT OF ENVIRONMENTAL QUALITY

ORDER OF THE SUPERVISOR OF WELLS
IN THE MATTER OF:

THE PETITION OF O.I.L. ENERGY CORP. FOR AN ORDER )
FROM THE SUPERVISOR OF WELLS ESTABLISHING A )
UNIFORM SPACING PLAN CONSISTENT WITH ORDER NO. (A)  )ORDER NO. 16-2013
14-8-94 AND COMPULSORY POOLING ALL INTERESTS INTO )
THE UNIT LOCATED IN CUSTER AND KEARNEY TOWNSHIP, )
ANTRIM COUNTY, MICHIGAN. )

OPINION AND ORDE

This case involves the Petition of O.|.L. Energy Corp. (Petitioner). The Petitioner
proposes to establish a Uniform Spacing Plan (USP} in the stratigraphic interval known as the
Antrim Shale Formation and to drill additional wells within the USP. Order No. (A) 14-9-94, as
amended, provides for the establishment of USPs for greater flexibility in locating Antrim Shale
Formation wells. Since not all of the mineral owners within the proposed USP have agreed to
voluntarily pool their interests, the Petitioner seeks an Order of the Supervisor of Wells
(Supervisor) designating the Petitioner as operator of the USP and requiring compulsory pooling
of all tracts and interests within that geographic area for which the owners have not agreed to
voluntary pooling.

Jurisdiction
The development of oil and gas in this State is regulated under Part 615, Supervisor of

Wells, of the Natural Resources and Environmental Protection Act, 1994 PA 451, as amended.
Michigan Compiled Laws (MCL) 324.61501 ef seq. The purpose of Part 615 is to ensure the
orderly development and production of the oif and gas resources in this State. MCL 324.61502.
To that end, the Supervisor may establish drilling units or USPs and compuisorily pool mineral
interests within said units. MCL 324.61513(2) and (4). However, the compulsory pooling of
interests can only be effectuated after an evidentiary hearing. MCL 324.61516(1). The
evidentiary hearing is governed by the applicable provisions of the Administrative Procedures
Act, 1969 PA 306, as amended, MCL 24.201 et seq. See 1996 MR 9, R 324.1203. The
evidentiary hearing in this matter was held on December 10, 2013.
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FINDINGS OF FACT
The Petitioner specifically requests that the Supervisor issue an Order that:

1. Establishes the Custer 6 USP of approximately 624.42 acres consisting of
the following tracts of land in Antrim County, Michigan:
T28N, R7W, Custer Township
Section 6: E 1/2, SW fractional 1/4, and SE 1/4 of NW ¥
T30N, R7W, Kearney Township
Section 31: SE 1/4
Names the Petitioner as operator of the proposed USP.,
Pools all tracts and mineral interests within the proposed USP that have
not agreed to voluntary pooling.

4, Authorizes the Petitioner to recover certain costs and other additional
compensation from the parties subject to the compu!spry pooling order.

5. Authorizes the Petitioner to drill through unleased tracts in the
subsurface, subject to obtaining a drilling permit. (The Petitioner does not
propose conducting any surface operations on unleased tracts.)

The Administrative Law Judge determined that the Notice of Hearing was properly
served and published. One timely Answer to the Petition was filed by Points West
Condominium Association. Mr. Dennis Paruch attended the hearing on behalf of Points West
Condominium Association and made a policy statement regarding surface usage and ground
water concerns. Mr. Charles S. Holton did not file an Answer but appeared at the hearing and
made a policy statement regarding surface usage and ground water concerns. The Supervisor
designated the hearing to be an evidentiary hearing pursuant to R 24.1205(1)(b) and directed
that evidence be presented in the form of oral testimony.

In support of its case, the Petitioner offered the oral testimony of Mr. Brandon McDowell,
Landman for the Petitioner, and Mr. Patrick J. Thon, Operations Manager for the Petitioner.

I. Formation of USP
The spacing of wells targeting the Antrim Shale Formation is governed by Order

No. (A) 14-9-94, as amended. This Order allows for wells {o be developed on a project basis
through USPs formed by combining blocks of governmental surveyed quarter-quarter sections
of land with one common boundary of approximately 1,320 feet, with allowances being made for
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the differences in the size and shape of sections as indicated by official governmental survey
plats. In addition, a USP shall have a well density within the USP of no less than 80 acres per
well, the distance between bottom hole locations of wells shall be no less than 1,320 feet, and
the bottom hole locations of wells no closer than 330 feet from the USP boundary. Under Order
No. (A) 14-9-94, as amended, it is presumed that one well will efficiently and economically drain
an 80-acre area. The Petitioner's proposed USP is described as set forth in Findings of Fact
No. 1 above (Exhibit 1).

Mr. McDowell testified the proposed USP is comprised of quarter-quarter sections of
land with one common boundary of 1,320 feet. Mr. Thon testified that all lands are underlain by
productive Antrim Shale Formation and will be drained by the wells the Petitioner has drilled and
proposes to drill. Mr. McDowell also testified that no productive portion of a well will be closer
than 330 feet from the USP boundary.

Mr. Thon testified that one well has, to date, been drilled, completed, and produced:; and
the Petitioner at present proposes to drill an additional two wells within the proposed USP; the
State Custer & Munn D2-6 HD1 and the State Custer & BGC C3-31 HD1. Other wells may be
proposed in the future, to the extent reasonably necessary to recover the gas, to the extent
surface locations, pipeline locations, and access roads can be secured. At present, the
Petitioner proposes to drill just two additional wells. Under no circumstances will well density in
the proposed 624.42-acre USP be less than 80 acres per well.

Both Mr. McDowell and Mr. Thon testified as to the presence of unleased acreage
scattered randomly throughout the USP Area. Both Mr. McDowell and Mr. Thon testified that
the combination of scattered unleased acreage, together with leased acreage unsuitable for
surface operations due to residences and recreational uses, complicates Antrim Shale gas
development. These conditions are illustrated on Exhibits 1, 2 and 7.

In order to optimally place surface locations, or when the surface is incompatible with
surface operations, resulting in the only available surface location being some distance from the
geographic area sought to be developed, the Petitioner proposes to drill directional (HD) wells
through the subsurface of fully and partially unleased tracts within the USP Area. The Petitioner
asserts such wells are necessary so as to access and produce gas from beneath the USP Area.
Mr. Thon testified the Petitioner would be traversing fully unleased tracts within the target
formation only. Mr. Thon also testified that without directional (HD) drilling through unleased
tracts, the gas beneath the USP Area may be difficult or impossible to recover.



Order No. 16-2013
Page 4

To explain the conservation and avoidance of waste advantages of drilling through
unleased tracts within the USP Area, Mr. Thon compared the benefits of a tong horizontal well
as compared to a short horizontal well (Exhibit 9). These benefits include the prevention or
minimization of surface waste by fewer surface locations, the prevention of underground waste
by greater recoveries of gas, and the recovery of gas that might otherwise not be producible due
to the absence of drillable surface locations. Consequently, the uitimate recovery of natural gas
can be increased and drilling through unleased tracts will assist in avoiding the dritlling of
unnecessary wells.

[ find that the Petitioner’s plan to develop the Custer 6 USP will not cause waste and will
help assure that all owners within the USP Area recéive their just and reasonable share of the
gas. |find that a fair and reasonable Order should not unduly or unnecessarily hamper or
defeat the opportunity of those owners who have leased their land to have their natural gas
resources developed for their benefit and the benefit of others. The rights of unleased owners
are fully respected and protected by the provisions of this Order directing that they will receive
the benefits of gas production, by receiving their just and reasonable share of gas production.
This Order does not address drilling on the surface or subsurface through formations other than
the Antrim Formation of unleased tracts since these issues are not pertinent to the facts in this
case.

MCL 324.61513(4) authorizes pooling in the context of “a uniform spacing plan or
proration or drilling unit.” It also authorizes the pooling of “properties or parts of properties.”
Administrative Rule R 324.304 refers to the pooling of “tracts or mineral interests.” The statute,
rules, and Order No. (A) 14-9-94, as amended, do not contain any discussion or analysis
expressly limiting the Supervisor’s authority to permit operations beneath tracts compulsory
pooled into the USP. The Supervisor’s regulation of oil and gas drilling and production
operations must necessarily take into consideration new and innovative operational techniques.
indeed, MCL 324.61502 directs that the Supervisor’s regulation under Part 615 shall * . . _ foster
the development of the industry along the most favorable conditions and with a view to the
ultimate recovery of the maximum production of these natural products.” MCL 324.61505 is a
broad delegation of jurisdiction and authority to the Supervisor over all ‘persons and things”
necessary to prevent waste and promote the conservation of oil and gas in Michigan. Over
time, drilling,‘ completing, and operating technigues change, evolve, and become more
sophisticated. The prevention of waste, maximizing production and recoveries, and the
protection of correlative rights must be continuously evaluated in view of changes in technigues.
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Order No. (A) 14-9-94, as amended, recognizes the benefit of combining multiple
40-acre quarter-quarter sections into large units for the development of Antrim gas projects, to
allow for drilling location flexibility, reduction of the number of surface facilities, and greater
flexibility in locating surface focations so as to minimize surface disturbance. | find that the
proposed USP and the Petitioner's proposal for development are consistent with Part 6815 and
with Order No. (A) 14-9-94, as amended; and, as such, the Custer 6 is a proper USP.

Il. USP Operator

Mr. McDowell’s testimony indicates that the Petitioner owns or controls all of the oil and
gas interests in the proposed USP except for approximately 47.52 net acres of unleased mineral
interests. Given this, the Petitioner seeks to be designated as the operator of the proposed
USP. ifind, as a Matter of Fact, the Petitioner is eligible to be designated operator of the
proposed USP.

HI. Compulsory Pooling

As found, the Petitioner has proposed a proper USP for the Antrim Shale Formation but
was unable to obtain the agreement of all owners to gain its full control. The Petitioner may not
produce a well within a USP without first obtaining the control of all the oil and gas interests. In
cases like this, it is necessary for the Petitioner to request compulsory pooling from the
Supervisor. As discussed, an owner who does not agree to voluntarily pool his or her interest in
a drilling unit may be subject to compulsory pooling. MCL 324.61513(4). The compulsory
pooling of an interest must be effectuated in a manner that “will afford to the owner of each
tract . . . the opportunity to recover or receive his or her just and equitable share of the oil or gas
and gas energy in the pool . . . .” Id. In addition to protecting correlative rights, the computsory
pooling must prevent waste. MCL 324.61502. An operator must first seek voluntary pooling of
mineral interests within a proposed drilling unit prior to obtaining compulsory pooling through an
Order of the Supervisor.

The owners of the 47.52 acres not subject to oi and gas leases owned or controlled by
the Petitioner as of the date of the hearing in this matter are as follows (Exhibit 3):

Name of Unleased Interest Owner Tract No. Gross Net
Edgar, James L. & Danielle E, Willson as JTWFRS #18-9 2,772 2.772
Szymanski, Kar! ). & Carol A, #18-11 1.308 1.308
Marshall, Barbara J., Diana K. Kelly and Annette S.

Kovall #18-13 0.5 0.5
Kutzli, Carl R., Trustee of the Carl R. Kutzii Trust #28-9 2.521 2.521

Hudson, Ron & Kim #28-14 0.402 0.402
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Riness, Joshua M. & Kerry Hanley
Turner, Jane C. & Thomas R. Trusts
Rinke, Kevin

Chakeres Family, LLC

Chakeres Family, LLC

Bellaire Golf Colony, Inc.

Name of Unleased Interest Owner
County of Antrim

County of Antrim

County of Antrim

Hoeksema, Wesley N. & Cynthia J.
Henton, Cathryn S.

Holton, Charles S. & Betty J.
Henton, Cathryn S.

Holton, Charles S. & Betty 4.
Rogers, Megan

Turner, Daniel W,

Stambaugh, Orin L.

Luna, Cynthia Miller, Edward Douglas Miller, Donald

Craig Miller, Kathleen Marie Miller, & Thomas Scott
Miller

Harmony Hall, LLC

Randolph, Mark D, & Monica J.

Hatau, Flora M. & Dennis L. as Successor Co-
Trustees of the Mildred W. Schwandt Trust
Della Maria, Joseph P. & Mary k.

The Estate of Mary k. Della Maria

Faulkner Family Trust

Luna, Cynthia Miller, Edward Douglas Miller, Donald
Craig Miller, Kathleen Marie Miller, & Thomas Scott
Miller

Randolph, Mark D. , Richard E. & Betty J. as JTWFRS
Schwandt, Midred Estate

Hatau, Flora M. & Dennis L. as Stuccessor Co-
Trustees of the Mildred W, Schwandt Trust

Della Maria, Joseph P. Jr.

Harding, Marilyn Jean

Potter, Tim Lee

Grunow, Eilyn L, individually and as Trustee of the
Ellyn L. Grunow Living Trust U/A/D 10/29/09.
Knockeart, Ronald P, & Gail Trust

#28-18
#29-10
#29-1
#29-2
#29-3
#29-4

Tract No.

#29-7
#24-7
#24-12
#24-15
#24-16
#24-16
#24-18
#24-18
#24-38
#24-39
#24-44C
#27-1

#27-2

#27-7

#27-10
#27-11
#27-12
#27-13

#27-16
#27-17
#27-19A

#27-19A
#27-20
#27-28
#27-30

#27-34
#27-35

1.115
0.84
1.455
0.775
0.706
0.72
Gross
2.202
2.365
1.814
2,758
0.599
0.599
0.459
0.459
0.927
0.621

0.234
0.269

0.61

0.349

0.225
0.148
0.267
0.461

0.405
0.364
0.18

0.18
0.291
3.511
2,194

3.645
3.716

1.115
0.84
1.455
0.775
0.706
0.72
Net
0.5505
0.59125
0.4535
2.758
0.19967
0.19966
0.153
0.153
0.927
0.621

0.234
0.269

0.61

0.348

0.225
0.148
0.267
0.461

0.405
0.364
0.18

0.18
0.291
3.511
2.194

0.729
3.716
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Grunow, Ellyn L., individually and as Trustee of the
Ellyn L. Grunow Living Trust U/A/D 10/29/09.
Trinidad Resort & Club, LLC

Scharret, William & Karla, h/w, Jeffrey L. Scharret,
amm, and Jonathon W. Scharret asm, as JTWFRS

Name of Unleased Interest Owner
Franz, James K. & Katherine A,
Foster, Douglas & Susan

Fifth Reformed Church

Friedmna, Harold S.

Deluxe Office Properties, LLC
Sykes, Edward J. & Linda R.

Antrim County Treasurer
Chappars, Timothy S. & Laurie A.
Chappars, Timothy S. & Laurie A.
Rager, Lawrence E. & Lisa M,
Allard, Raymond

Manuszak, Joseph F. & Sarah E.
Freiburger, Jeffrey

Corbett, Steven W,

Schaub, Janet S.

Behrendt, Daniel P. & Susan C.
Corbett, Steven W,

Entrust Great Lakes, LLC

Dreslinski, M. Thomas & Patricia A.
Sooner Land & Cattle, LLC

Moreen, Michael T, Trust

Scavo, Richard F. & Linda Jean
Hatcher, Carolyn J. Trust

Myrand, Timothy G. & Sandra L. Trust
McGowan, Mary M. Trust

Papak, Kimberly, A. Trust
Nicholson, Christine M. Trust

Southall, Anthony C., Trustee of the Merle D,
Southall Trust

Papp, Sandra G. Trust

4991 North Crossover Drive, LLC
Blackmon, Frederick L. & Sylvia E.

Gaskins Associates

Mathias, Larry E. & Sandra L.

Rienstra, James P, Trust

Emergency Physicians Medical Group, P.C.

#27-38
#27-41

#27-32 Unit 12
Tract No.
#27-32 Unit 22
#27-32 Unit 56
#27-32 Unit 61
#27-32 Unit 62
#27-32 Unit 63
#27-32 Unit 68
#27-32 Unit 79
#27-32 Unit 85
#27-32 Unit 86
#27-32 Unit 87
#27-32 Unit 89
#27-32 Unit 96
#27-32 Unit 102
#27-32 Unit 104
#27-32 Unit 105
#27-32 Unit 108
#27-32 Unit 120
#27-32 Unit 123
#27-32 Unit 125
#27-32 Unit 129
#27-47
#27-48
#27-49
#27-50
#27-51
#27-53
#27-54

#i27-56
#27-57
#27-58
#27-60
#27-61
#27-62
#27-63
#27-64

2.516
3.424

0.16460465
Gross
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
2.30598
2.30598
2.30598
2.30598
2.30598
2.30598
2.30598

2.30598
2.30598
2.30598
2.30598
2.30598
2.30598
2.30598
2.30598

2.516
3.424

0.16460465
Net
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.10026
0.10026
0.10026
0.10026
0.10026
0.10026
0.10026

0.10026
0.10026
0.10026
0.10026
0.10026
0.10026
0.10026
0.10026
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Moran, Roger F., Trustee of the Moran Michigan
Residential Interest Trust

Paruch, Dennis J. & Deborah P.

Goff, Noreen P. Trust

Van Der Zwaag, Wilma J. Trust

Name of Unleased Interest Owner

Pearson, Dennis, Trustee of the Mary F. Pearson
Trust

Nestor, Mark A. & Juanita L.
Blugerman, Edward A. & Susan P.
Shariff, Shiraz H. & Synthia J.
Coello, Clarice Trust

Hagmaier, Edwin R. & joyce C.
Ellavich, James N. & Patricia
Serafimovski, Vanco & Stephanie

#H27-65

#27-66

#27-67

#27-68
Tract No.

#27-69
#27-71
#27-72
#27-73
#27-75
#27-77
#27-79
#27-80

2.30598

2.30508

2.30598

2.30598
Gross

2.30598
2.723
2.649
2.634
2.427
2.427
2427
2.427

0.10026

0.10026

0.10026

0.10026
Net

0.10026
0.51663636
0.44263636
0.42763636
0.22063636
0.22063636
0.22063636
0.22063636

47.52493217

The foliowing banks or lien holders own interests in the leased tracts. They have failed
or refused to execute subordination agreements, subordinating their interests to the operative

lease, or have refused to ratify the operative lease {Exhibit 4):

Name of Un-Ratified Mortgagee Interest, Lien and

Other Encumbrance Holders

Alden State Bank

AAMES Home Loan

Deutsche Bank National Trust Co.
Flagstar Bank

Alden State Bank

Judd, Lisa Suzanne

Huntington National Bank

PNC f/k/a National City Mortgage
PNC f/k/a National City Mortgage
Wells Fargo Home Mortgage, Inc.
PHH Mortgage Services Corporation
Countrywide Home Loans, Inc
Alden State Bank

Northwestern Mortgage Co.
America's Wholesale Lender
Countrywide Bank NA

Striebel, Charlotte Thomas - Potential Title Claim

Tract No.

#28-3
#28-11
#28-11
#28-12
#28-21
#28-24
#29-10

#29-2

#29-3

#24-8
#24-17
#24-29
#24-38
#24-39
#24-42
#24-42
#27-4B

Gross

3.597
1.796
1.796
3.22
1.714
13
0.84
0.775
0.706
1.84
0.462
1.15
0.927
0.621
0.38
0.38
0.8

Net

3.597
1.796
1.796
3.22
1714
1.3
0.84
0.775
0.706
1.84
0.462
1.15
0,927
0.621
0.38
0.38
0.8
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Alden State Bank

J.P. Morgan Chase

Aiden State Bank

Michigan National Bank

BFCU Financial, as successor to Midwest Financial
Credit Union

Name of Un-Ratified Mortgagee interest, Lien and
Other Encumbrance Holders

Greenstone Farm Credit Services

Secretary of Housing and Urban Development
Urban Financial Group

Secretary of Housing and Urban Development
Urban Financial Group

Mortgage Electronic Registration Systems, Inc.
Mortgage Electronic Registration Systems, Inc.
Fifth Third Bank

Citizens Bank

National City Bank

Shanty Creek Five Star Associates

Fifth Third Mortgage MiI, LLC

Huntington National Bank f/k/a Empire National Bank

Mortgage Electronic Registration Systems, Inc.
Mortgage Electronic Registration Systems, Inc.
Fifth Third Bank

Shanty Creek Five Star Assaciates

The Legend Condominium Association
Bank of America

Financial Mortgage Corporation

J.P. Morgan Chase bank f/k/a NBD Bank
Wanigas Credit Union

Emergency Medicine Specialists PC
Mortgage Electronic Registration Systems, Inc.
Countrywide Home Loans, Inc.

Fifth Third Bank f/k/a Old Kent Bank
Points West Condominium Association
Alden State Bank

Citizens Bank

PNC Bank, f/k/a National City Mortgage Services Co.

Charter One Bank, N.A.
Fifth Third Bank
Mortgage Electronic Registration Systems, Inc.

#27-13
H27-27
#27-30
#27-39

#27-32 Unit 22
Tract No.

#27-32 Unit 22
#27-32 Unit 35
#27-32 Unit 35
#27-32 Unit 36
#27-32 Unit 36
#27-32 Unit 43
#27-32 Unit 44
#27-32 Unit 63
#27-32 Unit 65
#27-32 Unit 67
#27-32 Unit 81
#27-32 Unit 82

#27-32 Unit 88

#27-32 Unit 91

#27-32 Unit 92

#27-32 Unit 96

#27-32 Unit 97

#27-32 Units 1-
129

#27-47
#27-50
#27-54
#27-55
#27-56
#27-62
#27-66
#27-68
#27, 47-69
#27-72
#27-72
#27-73
#27-75
#27-75
#27-77

0.461
2.5
2,194
2.32

0.16460465
Gross

0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0,16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465

0.16460465
0.16460465
0.16460465
0.16460465
0.16460465

N/A
0.10026
(.10026
0.10026
0.10026
0.10026
0.10026
0.10026
0.10026

N/A

2.634
2.634
2,427
2.427
2.427
2.427

0.461
2.5
2,194
2.32

0.16460465
Net

0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465
(.16460465
0.16460465
0.16460465
0.16460465
0.16460465
0.16460465

(.16460465
0.16460465
0.16460465
0.16460465
0.16460465

N/A
0.10026
0.10026
0.10026
0.10026
0.10026
0.10026
0.10026
0.10026

N/A

0.42763636
0.42763636
0.22063636
0.22063636
0.22063636
0.22063636
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Bank of America, NA #27-77 2.427 0.22063636
Alden State Bank #27-78 2.427 0.22063636
Michigan State University Federal Credit Union #27-78 2427 0.22063636
Mortgage Electronic Registration Systems, Inc. #27-79 2.427 0.22063636
Lake Michigan Credit Union #27-80 2.427 0.22063636
Points West Il Condominium Association #27, 70-80 2.427 2.427

The Petitioner intends to recognize any operative oil and gas lease covering the tracts
subject to the above bank mortgages and liens. The Petitioner requests that if a morigage or
lien is foreclosed, the bank or lien holder’s interest in that tract will be subject to this compulsory
pooling order,

Mr. McDowell testified regarding the Petitioner’s efforts to negotiate oil and gas leases or
ratifications for those tracts identified above (Exhibit 5). His Affidavit of Pooling Efforts indicates
that after several verbal and written contacts with the owners, the Petitioner has been unable to
negotiate oil and gas leases or obtain ratifications. With respect to unleased tracts, the
Petitioner has offered terms equal to or better than the offers made to other mineral owners in
the USP.

In order to invoke the Supervisor's compulsory pooling authority, the Petitioner must
show that there were efforts made to voluntarily obtain agreement and those efforts failed.
Based on the record, | find the Petitioner made reasonable, albeit unsuccessful, efforts to obtain
agreement.

Based on the foregoing, | find, as a Matter of Fact:

1. The Petitioner was able to voluntarily pool all but approximately
47.52493217 net mineral acres in the 624.42-acre proposed USP,
2. The Petitioner was unable to obtain subordinations or ratifications

from the holders of mortgages or liens identified above.

3. Compulsory pooling is necessary to form a USP, to protect
correlative rights, and to prevent waste by preventing the drifiing of
unnecessary wells.

Now that it has been determined compulsory pooling is necessary and proper in this
case, the terms of such pooling must be addressed. When pooling is ordered, the owner (or
lessee if subject to a lease) of the compulsorily pooled lands (Pooled Owner) is provided an
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election on how he or she wishes to share in the costs of the project. R 324.1206(4). A Pooled
Owner may participate in the project or, in the alternative, be “carried” by the operator. If the
Pooled Owner elects to participate, he or she assumes the economic risks of the project,
specifically, by paying his or her proportionate share of the costs or giving bond for the payment.
Conversely, if a Pooled Owner elects not to participate, the Pooled Owner is, from an economic
perspective, “carried” by the operator. Under this option, if the well is a dry hole, the Pooied
Owner has no financial obligation because they did not assume any risk. If the wellis a
producer, the Supervisor considers the risks associated with the proposal and awards the
operator compensation, out of production, for assuming all of the economic risks.

In order for a Pooled Owner to decide whether he or she will “participate” in the well or
be “carried” by the operator, it is necessary to provide reliable cost estimates. In this regard, the
Petitioner must present proofs on the actual costs of drilling, completing, and equipping of the
existing well, and estimated costs involved in drilling, completing, and equipping the proposed
wells. 7

With respect to the known, already expended costs, Mr. Thon testified that prior to entry
of this Order, 5.4 percent of the total recoverable gas from the USP area will have been
produced from the one well already drilled (Exhibit 12). Mr. Thon testified the Petitioner has
invested $616,130.00 in the drilling, completing, and equipping of the existing producing well. In
Exhibit 11, Mr. Thon has proposed a calculation for determining the compulsory pooled
interests’ share of the capital cost of the original well. Mr. Thon's approach takes into account
the fact that the compulsory pooled interests did not share in the revenues from gas produced
prior to their being pooled by this Order. | find that it is just and equitable that each interest
pooled into the Proposed USP by Order of the Supervisor bear its proportionate share of the
actual costs of drilling, completing, and equipping the Antrim wells drilled prior to the formation
of the USP. However, no additional compensation for the risk of the project is applicable to the
original well previously drilled on the proposed USP. | further find that the calculation for
determining the compulsory pooled interests’ share of the capital cost of the previously drilled
well, as submitted by the Petitioner, is fair and reasonable. Pooled Owners shall be responsible
for their proportionate share of 94.6 percent of the actual cost to drill, complete, and equip the
well previously drilled (Exhibit 11). The nonparticipating owners shall bear no portion of the
operating costs for the original well that was incurred prior to the effective date of this Order.

Mr. Thon submitted an Authorization for Expenditure (AFE) that itemizes the costs to be
incurred in the future drilling, completing, equipping, and plugging of a proposed well
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(Exhibit 10). Mr. Thon’s testimony indicates that the costs were based on the Petitioner's
experience in drilling, completing, and equipping other Antrim wells. The AFE provides that the
estimated costs for one well are: $293,000 for drilling, $372,000 for completion, and $243,575
for equipping, for a total cost of $908,575. ,

There is no evidence on this record refuting these estimated costs. | find, as a Matter of
Fact, the reduced actual and future estimated costs are reasonable for the purpose of providing
the Pooled Owners a basis on which to elect to participate or be carried. However, I find actual
costs shall be used in determining the final share of costs and additionai compensation
assessed against a Pooled Owner.

The next issue is the allocation of these costs. Part 615 requires the allocation to be just
and equitable. MCL 324.61513(4). The Petitioner requests the actual well costs and production
from the well to be allocated based upon the ratio of the number of net mineral acres in the
tracts of the various Pooled Owners to the total number of mineral acres in the USP. Mr. Thon's
testimony and Exhibit 14 indicate the USP is underiain by the inferred Antrim Shale Reservoir;
and, therefore, allocation on a net mineral acreage basis is fair and equitable. It is the
Petitioner’s intent that the Pooled Owners share in the allocation of costs and production from
all wells in the USP.

| find, as a Matter of Fact, a Pooled Owner's share in production and costs should be in
proportion to their net mineral acreage in the USP. | further find the Pooled Owners have not
and will not share in the production from the wells drilled in the USP prior to the effective date of
this Order. 1 find that Pooled Owners shall be responsible for 94.6 percent of the total cost of
wells and facilities in place as of the effective date of this Order. | find that Pooled Owners shall
share in the future production from all wells aiready drilled in the proposed USP and in the
production from all wells subsequentiy drilled within the proposed USP.,

The final issue is the additional compensation for risk to be assessed against a Pooled
Owner who elects to be carried. The administrative rules under Part 615 provide for the
Supervisor to assess appropriate compensation for the risks associated with drilling a dry hole
and the mechanical and engineering risks associated with the completion and equipping of
wells. 1996 AACS, R 324.1206(4)(b). The Petitioner requests additional compensation of
200 percent for drilling, 200 percent for completing, and 200 percent for equipping costs for the
proposed wells for costs incurred after the effective date of this Order.

Mr. Thon's testimony indicates the presence of a producible Antrim interval can only be
proven by the long-term productivity of wells and that the proposed wells have a fair amount of
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risk. In addition, due to variations in both the intensity of the local fracture network in the Antrim
Shale, which cannot be predicted prior to drilling and completion, and the efficiency of the
completion process, a well may not be economical and may not recover the costs of completion
and equipping.

Mr. Thon testified that he evaluated the risks associated with drilling, completing, and
equipping of Antrim wells in the proposed USP. Exhibit 14 summarizes the variability of Antrim
project production levels. Mr. Thon testified that the locations of high, medium, and low
production projects are random. There is no specific geographic “trend” of projects with similar
production levels. Based on his review of wells drilled on and in the vicinity of the proposed
USP, his personal evaluation of the project, and his study of the nature of the Antrim in the
proposed USP and vicinity, it was his opinion that the likelihood of successful drifling of future
Antrim wells in the proposed USP is relatively high. However, the likelihood of these wells being
economically successful depends upon the volume of gas the wells produce. Economic
success may not be known for many years. The production of gas from the Antrim is dependent
upon the presence of natural fractures that connect to the well bore. Not all Antrim projects, or
wells within a project, produce at the same rate because each may not encounter sufficient
fracturing. Additionally, some wells in the Antrim project may not produce a sufficient amount of
gas to be economical on their own. Mr. Thon testified that the typical risk associated with
Antrim operations is that there will be insufficient fracturing necessary to make Antrim wells
successful.

Based on the testimony and exhibits submitted in this matter, | find, as a Matter of Fact,
the risk of drilling wells in the proposed USP supports compensation from the Pooled Owners of
200 percent of the actual drilling costs incurred. The mechanical and engineering risks
associated with the proposed wells supports additional compensation of 200 percent of the
actual completing and 200 percent of the actual equipping costs incurred. The additional
compensation shall apply to such drilling, completing, and equipping costs as are incurred after
the effective date of this Order.

CONCLUSIONS OF LAW
Based on the findings of fact, | conclude, as a matter of law:

1. The Petitioner was unable to voluntarily poo! the interests of various mineral
owners. The Supervisor may compulsorily pool all properties when pooling cannot be
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agreed upon. Compulsory pooling is necessary to prevent waste and protect the
correlative rights of the owners in the proposed USP. MCL 324.61513(4).

2. This Order is necessary to provide for conditions under which each mineral
owner who had not voluntarily agreed to pool all their interest in the pooled unit may
share in the working interest share of production. 1996 AACS, R 324.1206(4).

3. The Petitioner is an owner within the USP and, therefore, eligible to driil and
operate wells within the USP. 1996 AACS, R 324.1206(4).
4, The Supervisor may authorize the Petitioner to take from each nonparticipating

interest’s share of production the cost of driliing, completing, equipping, and operating
the wells, plus an additional percentage of the costs as identified in the Determination
and Order section of this Order for the risks associated with drilling a dry hole and the
mechanical and engineering risks associated with the completion and equipping of the
wells. 1996 AACS, R 324.1206(4).

5. The applicable spacing for the proposed USP is a well density of no less than
80 acres per well, as established by Order No. (A) 14-9-94, as amended. The basis for
determining well density is 480 acres.

8. MCL 324.61502 provides in part:

It is accordingly the declared policy of the state to protect the
interests of its citizens and landowners from unwarranted waste of
gas and oil and to foster the development of the industry along the
most favorable conditions and with a view to the ultimate recovery
of the maximum production of these natural products. To that
end, this part is to be construed liberally to give effect to sound
policies of conservation and the prevention of waste and
exploitation.
7. MCL 324.61505 provides:

The supervisor has jurisdiction and authority over the
administration and enforcement of this part and all matters relating
to the prevention of waste and to the conservation of oil and gasin
this state. The supervisor also has jurisdiction and control of and
over all persons and things necessary or proper to enforce
effectively this part and all matters refating to the prevention of
waste and the conservation of oil and gas.

8. The Supervisor has jurisdiction over the subject matter and the persons

interested therein.

9. Due notice of the time, place, and purpose of the hearing was given as required
by law and all interested persons were afforded an opportunity to be heard. 1996 AACS,
R 324.1204.
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DETERMINATION AND ORDER
Based on the Findings of Fact and the Conclusions of Law, the Supervisor determines

that compulsory pooling to form a 624.42-acre Antrim Shale Formation USP is necessary to
protect correlative rights and prevent waste caused by the drilling of unnecessary wells.

NOW, THEREFORE, IT IS ORDERED:

1. A 624.42-acre Antrim Shale Formation USP, referred to as the Custer 6 USP, is
established for the following area:

T28N, R7W, Custer Township

Section 6:  E 1/2, SW fractional 1/4 , and SE 1/4 of NW 1/4

T30N, R7W, Kearney Township

Section 31: SE 1/4.
All properties, parts of properties, and interests in this area are pooled into the USP.
This pooling is for the purpose of forming a USP only.
2. E:ach Pooled Owner shall share in all future production and costs in the
proportion that their net mineral acreage in the USP bears to the total mineral acreage in
the USP. Each Pooled Owner shall be responsible for 94.6 percent of the total cost of
wells and facilities in place as of the effective date of this Order. Each Pooled Owner
shall share in all future production and costs for those wells and in all production from
and costs of all wells subsequently drilled within the USP.
3. The Petitioner is named Operator of the USP. Within three years from the
effective date of this Order, if the Custer 6 USP is not developed substantially in
accordance with the project plan as submitted, the Supervisor may require the Petitioner
to submit technical data that supports a conclusion that the USP can be adequately
drained by the existing development.
4, A Pooled Owner shali be treated as a working interest owner to the extent of
100 percent of their interest owned in the USP. The Pooled Owner is considered to hold
a 1/8 royalty interest on their interest owned in the USP, which shall be free of any
charge for the costs of drilling, completing, equipping, or operating the proposed wells,
or for compensation for the risks of the wells.
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5. A Pooled Owner shall have ten days from the effective date of this Order to
select one of the following alternatives and advise the Supervisor and the Petitioner, in
writing, accordingly:

a. To participate, then within ten days of making the election, pay to
the Operator the Pooled Owner’s share of 94.6 percent of the
actual costs for drilling, completing, and equipping the well already
drilled, plus the estimated costs for drilling, completing, and
equipping the proposed wells or give bond for the payment of the
Pooled Owner’s share of such costs promptly upon receipt of an
invoice for each proposed well, and authorize the Operator to take
from 7/8 of the Pooled Owner’s share of production, the Pooled
Owner's share of the actual costs of operating all the wells. The
Operator shall invoice the Pooled Owner for its share of the
estimated drilling, completing, and equipping costs for each
proposed well on or hefore 30 calendar days prior to the estimated
commencement of drilling of each well. The Pooled Owner shall
pay the invoice or give bond on or before five (5) calendar days
before the estimated drilling commencement date of each well: or

b. To be carried, then authorize the Operator to take from 7/8 of the Pooled
Owner’s share of production:

(i) The Pooled Owner's share of 94.6 percent of the actual
cost of drilling, completing, and equipping the welt already
drilled and 100 percent of the Pooled Owner’s share of the
actual cost of drilling, completing, and equipping future
wells;

(ii) An additional 200 percent of the actual drilling costs, 200
percent of the actual completion costs, and 200 percent of
the actual equipping costs attributable to the Pooled
Owner’s share of production as compensation to the
Operator for the risk of a dry hole, and the mechanical and
engineering risks associated with the completion and
equipping of all future wells; and
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(iii) The Pooled Owner’s share of the actual cost of operating
the wells,
6. In the event the Pooled Owner does not notify the Supervisor and the Petitioner

in writing of the decision within ten days from the effective date of this Order, the Pooled
Owner will be deemed to have elected the alternative described in Paragraph 5.b. If a
Pooled Owner who elects the alternative in Paragraph 5.a. does not pay their
proportionate share of costs or give bond for the payment of such share of such costs,
the Pooled Owner shall be deemed to have elected the alternative described in
Paragraph 5.b.; and the Operator may proceed to withhold and aliocate proceeds for
costs from 7/8 of the Pooled Owners’ share of production as described in 5.b.{i}, (i), and
(iii).
7. In the event a Pooled Owner elects the alternative in Paragraph 5.a. and pays
the Operator its share of actual costs and the well is not drilled within 90 days of such
payment, the Operator shall refund the payment to the Pooled Owner, unless otherwise
agreed to by the Operator and Pooled Owner,
8. For purposes of the Pooled Owners electing alternatives with respect to the
two proposed wells, the amounts of $293,000 for estimated drilling costs; $372,000 for
estimated completion costs; and $243,575 for estimated equipping costs are fixed as
average well costs for the two proposed wells. Aciual costs shall be used in determining
the Pooled Owner's final share of project costs and in determining additional
compensation for the risk of the project. if a Pooled Owner has elected the alternative in
Paragraph 5.a. and the actual cost exceeds the estimated cost, the Operator may
recover the additional cost from 7/8 of the Pooled Owners’ share of production. Within
60 days after commencing drilling of the wells, and every 30 days thereafter until all
costs of drilling, completing, and equipping the wells and additionat compensation are
accounted for, the Operator shall provide to the Pooled Owner a detailed statement of
actual costs incurred as of the date of the statement and all costs and production
proceeds allocated to that Pooled Owner.
9. All Pooled Owners shall receive the following information from the Operator by
no later than the effective date of the Order:

a. The Order,;

b. The AFE for the two presently proposed wells and the total actual costs to

date for drilling, completing, and equipping the well already drilled; and
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c. Each Pooled Owner's 94.6 percent share of total costs for drilling,
completing, equipping, and operating the existing well if the Pooled Owner were
to choose aption “a” in Paragraph 5, above (operating costs for the existing well,
prior to the effective date of this Order, shall not be assessed against the Pooled
Ownery).

10.  The Supervisor retains jurisdiction in this matter. Any amendments to the USP

boundary shall be by Order of the Supervisor after notice to all interested parties.

1. The effective date of this Orderis /~e 6. /&, 20,4”

DATED: 7z . 37/, 20/

HAROLD R. FiTCH

ASSISTANT SUPERVISOR OF WELLS
Office of Geological Survey

P.O. Box 30256

Lansing, Michigan 48909-7756



