STATE OF MICHIGAN
DEPARTMENT OF ENVIRONMENT, GREAT LAKES, AND ENERGY
ORDER OF THE SUPERVISOR OF WELLS

IN THE MATTER OF

THE PETITION OF LAMBDA ENERGY
RESOURCES LLC FOR AN ORDER FROM THE
SUPERVISOR OF WELLS ESTABLISHING A
160-ACRE NIAGARAN FORMATION DRILLING
UNIT AND STATUTORILY POOLING ALL
INTERESTS INTO THE DRLLING UNIT FOR
LANDS LOCATED IN SECTION 22, GRANT
TOWNSHIP, GRAND TRAVERSE COUNTY,
MICHIGAN.

ORDER NO. 02-2024
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OPINION AND ORDER

This case involves the Petition of Lambda Energy Resources LLC (Petitioner), to
drill and complete up to two (2) wells, the Jewell et al 1-22 HD2 and the Malik et al 2-22
HD1, within the stratigraphic interval known as the Guelph Dolomite/Ruff Formation. The
Petitioner is requesting a 160-acre drilling unit for the Proposed Unit to drill the Jewell et
al 1-22 HD2 well (and a possible second well, the Malik et al 2-22 HD1 well) as an
exception to the 80-acre drilling unit size established by Special Order 1-73. The
proposed unit consists of SW V4 of Section 22, T25N, R12W, Grant Township, Grand
Traverse County, Michigan. All mineral interests are leased by the Petitioner, however,
since not all of the mineral owners within the proposed drilling unit have agreed to
voluntarily pool their interests by ratifying the Declaration of Pooling, the Petitioner also
seeks an Order of the Supervisor of Wells (Supervisor) designating the Petitioner as
Operator of the proposed 160-acre drilling unit and requiring statutory pooling of all tracts
and interests within that geographic area where 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 324.61501 et seq. The purpose of Part 615 is to

ensure the orderly development and production of the oil and gas resources of this state.
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MCL 324.61502. To that end, the Supervisor may establish drilling units and statutorily
pool mineral interests within said units. MCL 324.61513(2) and (4). However, the
formation of drilling units by statutory pooling of interests can only be effectuated after an
evidentiary hearing. 2015 AACS, R 324.302 and R 324.304. 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 AACS, R 324.1203. The evidentiary
hearing in this matter was set for June 12, 2024.

FINDINGS OF FACT
The Petitioner specifically requests that the Supervisor issue an Order that:

1. Grants an exception to the drilling unit size established by Special Order 1-
73, by establishing a 160-acre drilling unit consisting of the SW V4 of Section 22, T25N,
R12W, Grant Township, Grand Traverse County, Michigan, for the proposed Jewell et al
1-22 HD2 well, and if deemed appropriate by the Petitioner based on drilling and
production results of the Jewell et al 1-22 HD2, then a second sidetrack well, the Malik et
al 2-22 HD1 well.

2. Requires statutory pooling of all tracts and mineral interests within the
proposed Guelph Dolomite/Ruff Formation drilling unit that have not ratified Petitioner’'s
Declaration of Pooing to allow for a 160-acre drilling unit.

3. Names the Petitioner as Operator of the Proposed Unit including the Jewell
et al 1-22 HD2 and the Malik et al 2-22 HD1 wells as well as any other wells ultimately
drilled in the Proposed Unit.

4. Requests that this Order apply to the Jewell et al 1-22 HD2 well, the Malik
et al 2-22 HD1 well, and to any wells directionally redrilled therefrom, and to any later infill
wells drilled within the same drilling unit.

5. Requests that if more than one well is completed in the Proposed Unit, each
well be granted its own proration allowable.

The Supervisor determined that the Notice of Hearing was properly served and
published. No answers to the Petition were filed, therefore the Petitioner is the only party
to this case. The Supervisor designated the hearing to be an uncontested evidentiary
hearing pursuant to R 324.1205(1)(c) and directed evidence be presented in the form of
verified statements pursuant to R 324.1205(2). In support of its case, the Petitioner
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offered the verified statements of Rodney Schoolcraft, Land Manager for Petitioner, and
Jason Ewing, Chief Development Officer for Petitioner.
l. Drilling Unit

The spacing of wells in Grand Traverse County targeting formations into or below
the Salina-Niagaran formation (now known as the Guelph Dolomite/Ruff Formation) is
governed by Special Order 1-73. This Order establishes drilling units of 80 acres. Under
Special Order 1-73, it is presumed that one well will efficiently and economically drain the
80-acre drilling unit of hydrocarbons. The Petitioner’s proposed 160-acre drilling unit is
described as the SW %4 of Section 22, T25N, R12W, Grant Township, Grand Traverse
County, Michigan. The Petitioner proposes to utilize the existing Jewell et al 1-22 HD1
well(s) to drill a new horizontal sidetrack well (the Jewell et al 1-22 HD2), and, if deemed
appropriate based on drilling and production results of the first sidetrack well, to utilize the
existing Malik 2-22 et al to drill and complete a second sidetrack well (the Malik et al 2-22
HD1).

Mr. Ewing sponsored Exhibit 1 showing the proposed unit, and course and
distance of the proposed Jewell et al 1-22 HD2 and the Malik et al 2-22 HD1 wells. He
testified that his analyses of available well control in the area, review of the Niagaran
production and development in the vicinity, and all available seismic data, supports the
proposed well locations as the optimal locations to maximize the likelihood for a
successful well within the proposed 160-acre drilling unit. Mr. Ewing further testified that
he believes the Proposed Unit will prevent waste by draining the structure more efficiently
and developing hydrocarbons that may not be otherwise developed. In Mr. Ewing’s view,
the proposed wells will prevent waste.

| find that formation of the proposed 160-acre drilling unit, as an exception to
Special Order 1-73, will prevent waste and protect correlative rights, and as such, is
approved for the proposed Jewell et al 1-22 HD2 well, and if deemed appropriate, the
Malik et al 2-22 HD1 well.
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. Drilling Unit Operator

Mr. Schoolcraft sponsored Exhibit 1 to present the proposed 160-acre drilling unit.
Mr. Schoolcraft’s testimony states that the Petitioner holds or controls oil and gas leases
covering the entire 160-acre drilling unit. Given this, the Petitioner seeks to be designated
as the Operator of the Proposed Unit. | find, as a Matter of Fact, the Petitioner is eligible
to be designated Operator of the Proposed Unit.
[I. Statutory Pooling

The Petitioner was unable to obtain ratifications from all oil, gas, and mineral
owners of the Declaration of Pooling and certain of the current oil and gas leases provide
for voluntary pooling only up to 88-acres. Therefore, the Petition is required to form the
requested 160-acre drilling unit. The Petitioner may not produce a well on the drilling unit
without first obtaining control of all the oil and gas interests. In cases like this, it is
necessary for the Petitioner to request statutory pooling from the Supervisor. As
discussed, a mineral owner who does not agree to voluntarily pool his or her interest in a
drilling unit may be subject to statutory pooling. 2015 AACS, R 324.304. The statutory
pooling of an interest must be effectuated in a manner that ensures “each owner . . . is
afforded the opportunity to receive his or her just and equitable share of the production of
the unit.” /d. In addition to protecting correlative rights, the statutory 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 statutory pooling through an
Order of the Supervisor.

Mr. Schoolcraft’s verified statement states that Petitioner controls or holds oil and
gas leases covering the entire 160-acre drilling unit, and there are no unleased tracts
within the 160-acre drilling unit. Mr. Schoolcraft testified that two of the three effective oil
and gas leases covering the 160-acre drilling unit contain a pooling clause that limits
voluntary pooling to 88 acres, and that Petitioner has prepared a Declaration of Pooling,
which he sponsored as Exhibit 2. In addition, he testified that Petitioner has made several
attempts to obtain ratifications of the Declaration of Pooling to allow for a 160-acre drilling
unit from all royalty owners in the three (3) effective oil and gas leases covering the 160-
acre drilling unit. Mr. Schoolcraft further testified that 9 leased mineral owners listed on
Exhibit 3 (owning a total of 45.76 net mineral acres) have not ratified the Declaration of
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Pooling. Given this, the Petitioner seeks to statutorily pool all leased but unratified oll,
gas, and mineral owners into the 160-acre drilling unit.

Mr. Ewing’s verified statement establishes that the Petitioner has studied the
proposed drilling unit and has determined the optimal bottom hole location for the
proposed well based on geological and seismic studies. This bottom hole location is
shown on Petitioner’s Exhibit 1. The Petitioner has proposed utilizing one or both of the
existing Jewell et al 1-22 HD1 and/or the Malik 2-22 et al well(s) to drill a new horizontal
sidetrack(s) and has obtained the necessary rights to drill at the surface hole location(s)
shown on Exhibit 1. Mr. Ewing testified that the proposed horizontal well(s) will likely
recover additional hydrocarbons that would not be recovered from the existing wells in
the Proposed Unit.

| find the proposed unit will help assure that all owners in the unit receive their just
and equitable share of any oil and gas and that a fair and reasonable order should not
unduly or unnecessarily hamper the opportunity of those owners who have leased to have
their natural resources developed. | find that the proposed Jewell et al 1-22 HD2 well
and/or the Malik et al 2-22 HD1 well are reasonable to prevent waste or the potential for
waste to occur, and therefore, should be approved.

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

1. The Petitioner was unable to voluntarily pool all of the mineral interests in
the proposed 160-acre drilling unit.

2. Statutory pooling is necessary to form a full drilling unit, to protect correlative
rights of mineral owners, and to prevent waste by preventing the drilling of unnecessary
wells.

The next issue is the allocation of revenue from production. Part 615 requires the
allocation be just and equitable. MCL 324.61513(4). Itis Mr. Ewing'’s opinion that a 160-
acre drilling unit is necessary to provide equitable treatment to all mineral owners within
the unit. The Petitioner requests revenue from production from the well be allocated
pursuant to the effective oil and gas leases and based upon the ratio of the number of
mineral acres in the tracts of the various owners to the total number of mineral acres in
the drilling unit. Established practices and industry standards suggest this to be a fair
and equitable method of allocation of production. Therefore, | find, as a Matter of Fact,
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utilizing net mineral acreage is a fair and equitable method to allocate to the various tracts
in the proposed drilling unit each tract’s just and equitable share of unit revenue from
production. | find that an owner’s share in revenue from production should be in

proportion to their net mineral acreage.

CONCLUSIONS OF LAW
Based on the Findings of Fact, | conclude, as a matter of law:

1. The Petitioner was unable to obtain ratifications of Petitioner’s Declaration
of Pooling to allow for a 160-acre drilling unit under the effective leases covering the
mineral interests within the proposed drilling unit. The Supervisor may statutorily pool
properties when pooling cannot be agreed upon. Statutory pooling is necessary to
prevent waste and protect the correlative rights of the unratified owners in the proposed
drilling unit. MCL 324.61513(4).

2. This Order is necessary to provide for conditions under which each mineral
owner who has not voluntarily agreed to pool all of their interest in the pooled unit may
share in the working interest share of production. 2015 AACS, R 324.1206(4).

3. The Petitioner is an owner within the drilling unit, and therefore, is eligible
to drill and operate the Jewell et al 1-22 HD2 and/or the Malik et al 2-22 HD1 well. 2015
AACS, R 324.1206(4).

4. Spacing for wells drilled in Grand Traverse County into or below the Salina-
Niagaran Formation (now known as the Guelph Dolomite/Ruff Formation) is 80 acres as
set by Special Order 1-73. Exceptions to Special Order 1-73 may be granted by the
Supervisor after a hearing.

5. The Supervisor has jurisdiction over the subject matter and the persons
interested therein.

6. 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. 2015
AACS, R 324.1204.

DETERMINATION AND ORDER
Based on the Findings of Fact and the Conclusions of Law, the Supervisor

determines that statutory pooling to form a 160-acre Guelph Dolomite/Ruff Formation
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drilling unit is necessary to protect correlative rights and prevent waste by the drilling of

unnecessary wells.

NOW, THEREFORE, IT IS ORDERED:

1. A 160-acre Guelph Dolomite/Ruff Formation drilling unit is established, as
an exception to Special Order 1-73, for the Jewell et al 1-22 HD2 well, and if deemed
appropriate by the Petitioner based on drilling and production results of the Jewell et al
1-22 HD2, the Malik et al 2-22 HD1 well. The drilling unit will consist of the SW V4 of
Section 22, T25N, R12W, Grant Township, Grand Traverse County, Michigan. All
properties, parts of properties, and interests in this area are pooled into the drilling unit.
This pooling is for the purpose of forming a drilling unit only.

2. Each Pooled Owner shall share in revenue from production pursuant to the
effective oil and gas leases and based upon the ratio of the number of mineral acres in
the tracts of the various owners to the total number of mineral acres in the 160-acre drilling

unit.

3. Each well completed in the Proposed Unit shall be granted its own proration
allowable.

4. The Petitioner is named Operator of the Proposed Unit, and all wells drilled

therein including the Jewell et al 1-22 HD2 and/or the Malik et al 2-22 HD1 well. The
Operator shall commence the drilling of the Jewell et al 1-22 HD2 on or before 365 days
after the effective date of this Order, or the statutory pooling authorized in this Order shall
be null and void as to all parties and interests. This pooling Order applies to the drilling
of the Jewell et al 1-22 HD2 well, the Malik et al 2-22 HD1 well, and any directional redrills
from that well and/or any infill wells drilled.

5. This Order shall terminate immediately after the and/or the Jewell et al 1-22
HD2 and/or the Malik et al 2-22 HD1 well, and all directional redrills therefrom and infill

wells on the drilling unit, have been plugged and abandoned.
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6. The Supervisor retains jurisdiction in this matter.

7. The effective date of this Order is July 18, 2024.

1t g7

Adam W. Wygant

ASSISTANT SUPERVISOR OF WELLS
Oil, Gas, and Minerals Division

P.O. Box 30256

Lansing, Michigan 48909-7756

07/08/2024
Dated:
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